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UNITED STATES
SECURITIES AND EXCHANGE CCOMMISSION
Washington, D.C. 20349
FORM 10-K

{ X } Annual Report Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934

For the fiscal year ended December 31, 2003
or

{ } Transition Report Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934

Commission file number 1-7784

CENTURYTEL, INC.
{Exact name of Registrant as specified in its charter)

Louisiana ‘ 72-0651161
(State or other jurisdiction of (IRS Employsx
incorporation or organization) Identification to.)
100 CenturyTel_Drive, Monroe, Louisiana 71203
(Address of principal executive offices) (Zip Code)
Registrant's telephone number, including area code - (318) 388-9300C

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $1.00 New York Stock Exchangs
Berlin Stock Exchange
Preference Share Purchase Rights New York Stock Exchange
Berlin Stock Exchange

Corporate Units issued May 2002 New York Stock Exchance
Securities registered pursuant to Section 12{g) of the Act:

Stock Cptions .
{Title of class)

Indicate by check mark -whether the Registrant (1) has filed all repor:s required
to be filed by Section 13 or 15{d) of the Securities Exchange Act ¢ _934 during
the preceding 12 months (or for such shorter period that the Registrznt was

required to file such reports), and
requirements for the past %0 days. Yes {X} No { }

Indicate by check mark if disclosure of delinquent filers pursuant tc Item 405
of Regulation S-K is not contained herein, and will not be containz<. %o the
best of Registrant's knowledge, in definitive proxy or information stztements
incorporated by reference in Part III of this Form 10-K or any amendmsnt to this
Form 10-K. { 1}

Indicate by check mark if the Registrant is an accelerated filer {(as d=fined in
Rule 12b-2 of the Act). Yes {X} No { H

The aggregate market value of wvoting stock held by nen-affiliates (aifiliates
being for these purposes only directors, executive cofficers and holdzszs of more
than five percent of the Company's outstanding voting securities) was $5.0
biliion as of June 30, 2003. As of February 27, 2004, there were 142,261,540
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shares of common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE:

Portions of the Registrant's Proxy Statement to be furnished in connection with
the 2004 annual meeting of shareholders are incorporated by reference in Part
III of this Report.
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PART 1
Item 1. Business

General. CenturyTel, Inc. {"CenturyTel"} is a regiocnal integrated
communications company engaged primarily in providing local exchange telephcne
services. For the year ended December 31, 2003, local exchange telephone
operations provided 87% of the consolidated revenues from continuing operations
of CenturyTel and its subsidiaries (the "“Company”). All of the Company's
operations are conducted within the continental United States.

At December 31, 2003, the Company's lccal exchange telephone subsidiaries
operated approximately 2.4 million telephone access lines, primarily in rural,
suburban and small urban areas in 22 states, with over 70% of these lines
located in Wisconsin, Missouri, Alabama, Arkansas and Washington. According to
published sources, the Company is the eighth largest local exchange telephone
company in the United States based on the number of access lines served. For
more information, see "Telephone Operations."

The Ccmpany also provides leng distance, Internet access, fiber transport,
competitive local exchange carrier, security monitoring, and other
communications and business information serwvices in certain local and regional
markets. For meore information, see "Other Operations.,”

Recent acquisitions. In June 2003, the Company acquired the assets of
Digital Teleport, Inc., a regional communications company providing wholesale
data transport services to other communications carriers over its Iflbar optic
network located in Misscouri, Arkansas, Oklahoma and Kansas, for $35.4 miliion
cash. In addition, in December 2003, the Company acquired additional fiber
transport assets in Arkansas, Missouri and Illinois from Level 3 Ccrmmunications,
Inc. for approximately $15.8 million cash. For additional informaticn, see
"Cther Operations - Fiber Transport.”

On August 31, 200z, the Company purchased assets utilized in serving
approximately 350,000 telephone access lines in the state of Missouri from
Verizon Communications, Inc. ("Verizon") for approximately $1.179 biilion cash.
On July 1, 2002, the Company purchased assets utilized in serving zpproximately
300,000 telephone access lines in the state of Alabama from Verizorn “or
approximately $1.022 billion cash. The assets purchased in these trznsactions
included (i) the franchises authorizing the provision of local telezhone
service, {ii} related property and equipment comprisiny Verizon's l:zzcal exchange

operations in predominantly rural markets throughout Alabama and Missouri and

(iil) Verizon's assets used to provide digital subscriper line ("DSL") and cther
high speed data services within the purchased exchanges. The acquirsi assets did
not include Verizon's cellular, personal communications services ("ZI3"), long

distance, dial-up Internet, or directory publishing cperations in tzsse areas.

On February 28, 2002, the Company purchased the fiber network zad customer
base of KMC Telecom's operations in Menroe and Shreveport, Loulsianz which

alleows the Company to cffer broadband and competitive local exchancez services to
customers in these markets.

On July 31, 2000 and September 29, 2000, affiliates of the Cozpany
acquired assets utilized to provide local exchange telephone servics to over
490,000 telephone access lines from Verizon in four separate transzctions for
approximately $1.5 billion in cash. Under these transactions:

o] On July 231, 2000, the Company purchased approximately 231,000 telephone
access lines and related assets throughout Arkansas for approxzimately
5842 million in cash.

o On July 31, 2000, Spectra Communicaticns Group, LLC ("Spectra")
purchased approximately 127,000 telephone access lines and related
assets throughout Missourl for approximately $297 million cash. At
closing, the Company made a preferred eqguity investment in Spectra of
approximately $55 million (which represented a 57.1% interest} and
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financed substantially all of the remainder of the purchase price. In
the first quarter of 2001, the Cempany purchased an additional 18.6%
interest in Spectra for $47.1 million. In the fourth quarter of 2003,

the Company purchased an additional 24¢.3% interest in Spectra for
$32.4 million in cash.

o] on September 29, 2000, the Company purchased approximately 70,500
telephone access lines and related assets throughout Wisconsin for
approximately $197 million in cash.

o On September 29, 2000, Telephone USA of;Wisconsin, LLC ("TelUSA™)
purchased approximately 62,900 telephone access lines and related assets
throughout Wisconsin for approximately $172 million in cash. The Company
owns 83%% of TelUSA, which was organized to acguire and ¢perate these
Wisconsin properties. At clesing, the Company made an equity investment
in TelUSA of approximately $37.8 million and financed substantially all
of the remainder of the purchase price.

In August 2000, the Company acguired the assets of CSW Het, Inc., a
regional Internet service provider that offers dial-up and dedicated Internet

access, and web site and domain hesting to more than 18,000 customers in 28
communities in Arkansas.

The Company continually evaluates the possibility of acquiring additional
communications assets in exchange for cash, securities or both, and at any given
time may be engaged in discussions or negotiations regarding additional
acguisitions. The Company generally does nct announce its acquisitions or
dispositions until it has entered into a preliminary or definitive agreement.
Although the Company's primary focus will continue to be on acquiring interests
that are proximate to its properties or that serve a customer base large enough
for the Company to operate efficiently, other communications interests may also

be acquired and these acquisitions could have a material impact upcn the
Company .

Recent Dispositions. On August 1, 2002, the Company sold substantially all
of its wireless operations principally te an affiliate of ALLTEL Corporation
("Alltel") for an aggrsgate of approximately $1.59% biilion in cash. In
connection with this transaction, the Company divested its (1) interests in its
majority-owned and operated cellular systems, which at June 30, 2002 served
approximately 783,000 customers and had access to approximately 7.8 million pops
(the estimated population of licensed cellular telephone markets multiplied by
the Company's proportionate equity interest in the licensed operators therecf),
(ii) minority cellular equity interests representing aperoximately 1.3 million
pops at June 30, 2002, and (iii} licenses to provide PCS covering 1.3 million
pops in Wiscopsin and Iowa. As a result, the Company's wireless operations are

reflected as discontinued operations in the Company's accompanying ccnsolidated
financial statements.

In the second quarter of 2001, the Company sold to Leap Wireless
International, Inc. 30 PCS operating licenses for an aggregate of $205 million.
The Company received apvproximately $112 'million of the purchase price in cash at
closing and collected the remainder in installments through the fcurth quarter
of 2001.

In June 1999, the Company sold all of the operations of its Brownsville
and McAllen, Texas, cellular systems to Western Wireless Corporation for
approximately $96 million cash. The Company received its proportionate share of
the sale proceeds of approximately $45 millicon after-tax.

In May 199%, the Company sold substantially all of its Alaska télephone
and wireless operations for approximately %300 million after-tax. In February
2000, the Company sold its interest in Alaska RSA #1, which completed the
Company's divestiture of its Alaska operations.
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Where to find additional information. The Company makes available free of
charge on its website (wwwWw.centurytel.com} filings made with the Securities and
Exchange Commission ("SEC") on Forms 10-K, 10-Q and B-K as soon as reasonably
practicable after such filings are made with the SEC.

The Company also makes available free of charge on its website its
Corporate Governance Guidelines, its Corporate Compliance Program and the
charters of its audit, compensation, risk evaluation, and nominating and
corporate governance committees. The Company will furnish printed copies of
these materials upon the request of any shareholder.

Cther. As of December 31, 2003, the Company had approximately 6,720
employees, approximately 1,800 of whom were members of 13 different bargaining
units represented by the International Brotherhood of Electrical Workers and the

Communications Workers of America. Relations with employees continue to be
generally good. .

CenturyTel was incorporated under Louisiana law in 1968 to serve as a
holding company for several telephone companies acquired over the previocus 15 to
20 years. CenturyTel's principal executive offices are located at 100 CenturyTel
Drive, Monroe, Louisiana 71203 and its telephone number is (318) 388-5000.

TELEPHCONE CPERATIONS

According to published sources, the Company is the eighth largest local
exchange telephone company in the United States, based on the approximately 2.4
million access lines it served at December 31, 2003. All of the Company's access
lines are digitally switched. Through its operating telephcne subsidiaries, the
Company provides services to predominantly rural, suburban and small urban
markets in 22 states. The following table sets forth certain information with
respect to the Company's access lines as of December 31, 2003 and 2002.

December 31, 2003 December 31, 2002
Number of Percent of Number of Percent of
State access lines access lines access lines access lines
Wisconsin {1} 478,134 20% : 490,116 21%
Missouri (2} 472,884 .. 20 478,207 20
Alabama 283,501 12 289,015 12
Arkansas 264,787 11 268,220 11
Washington 186,329 8 188,733 8
Michigan 111,104 5 112,713 5
Louisiana 103,726 4 1G4, 408 4
Colorado . 95,726 4 96,799 4
Chio 82,995 3 84,452 4
Qregon 75,530 3 76,751 3
Montana 64,863 3 65,666 3
Texas 46,397 2 48,931 Z
Minnesota 30,4609 1 30,930 1
Tennessee 27,084 1 27,365 1
Mississippil 24,420 1 24,156 1
New Mexico 6,512 * 6,565 *
Idaho 5,974 * 5,97¢ *
Wyoming 5,669 * 5,494 *
Indiana : 5,401 * 5,468 *
Towa 2,082 * 2,099 *
Arizona 2,000 * 1,986 *
Nevada 531 * 514 *
2,376,118 100% 2,414,564 100%
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Represents less than 1%.
(1} As of December 31, 2003 and 2002, approximately 59,130 and 61,060,

respectively, of these lines were owned and operated by CenturyTel's
8%%-owned affiliate.

(2) As of December 31, 2002, approximately 130,740 of these lines were owned
and operated by an affiliate of which CenturyTel owned 75.7%.

s indicated in the following table, the Company has experienced growth in
its telephone operations over the past five years, a substantial portion of
which was attributable to the third guarter 2002 and third quarter 2000
acquisitions of telephone properties from Verizon and the expansion of services.

Year ended or as of December 31,

{Dollars in thousands)

Access lines 2,376,118 2,414,564 1,797,643 1,800,565 1,272,867
% Residential 76% 76 16 76 75
% Business 24% 24 .24 24 25
Cperating revenues $ 2,071,980 1,733,592 1,505,733 1,253,889 1,126,112
Capital expenditures $ 317,357 319,536 351,010 275,523 233,512

As discussed further below, the Company's access lines {exclusive of
acquisitions) have declined in recent years, and are expected to continue to
decline. To offset these declines, the Company hopes to expand its telephone
operations by (i) acquiring additional telephone properties, (ii) providing
service o new customers, {iii) increasing network usage, (iv) further
penetrating its existing customer base with existing services and (v) providing
additional services which may be made possible by advances in techrnology,
improvements in the Company's infrastructure and the bundling of integrated
services. See "-Services" and "-Regulaticn and Competition.”

Services

The Company's local exchange telephone subsidiaries derive revenue from
providing {i) local telephone services, (ii) network access services and {(iii}

other related services. The following table reflects the percentags ¢f telephone
operating revenues derived from these respective services:

2003 2002 2001

Local service . 36.4% 34.9 32.6
Network access 54.8 56.1 58.1
Other 8.8 9.0 S.3
100.0% 100.0 160.0

Local service. Local service revenues are derived from providing local
exchange telephone services in the Company's service areas, including basic
dial~tone service through the Company's regular switched network and local
private line services. Access lines declined 1.6% in 2003, 1.1% in 2002
{exclusive of the 2002 Verizaon acqguisitions) and ¢.2% in 2001, The Company
believes these declines in the number of access lines were primarily due to
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general economic conditions in the Company's markets and the displacement of
traditional wireline telepheone services by other competitive service providers,
including the Company's DSL product offering. Even as the economy recovers, the
Company believes that any rebound in access lines will be limited by continued
access line losses caused primarily by the impact of other competitive services.

Based on current conditions, the Company expects access lines to decline between
1 and 2% for 2004, '

The use of digital switches, high-speed data circuits and related software
has been an important compcnent of the Company's growth strategy because it
allows the Company to offer enhanced voice services (such as call forwarding,
conference calling, caller identification, selective call ringing and call
waiting) and data services (such as data private line, digital subscriber line,
frame relay and local area/wide area networks) and to thersby increase
utilization of existing access lines. In 2003 the Company continued to expand
the availability of enhanced services offered in certain service areas.

Network access. Network access revenuesS primarily relate to (i) services
provided by the Company to long distance carriers, wireless carriers and other
carriers and customers in connection with the use of the Company's facilities to
originate and terminate their interstate and intrastate voice and data
transmissions and (il) the receipt of universal support funds which allows the
Company to recover a portion of its costs under federal and state cost recovery
mechanisms (see - "Regulation and Competiticen - High-cost support funds” below).
Certain of the Ccompany's interstate network access revenues are based on
tariffed access charges prescribed by the Federal Communications Commission
("FCC"}:; the remainder of such revenues are derived under revenue sharing
arrangements with other local exchange carriers ("LECs") administered by the
National Exchange Carrier Asscociation ("NECA"), a quasi-governmental non-profit
organization formed by the FCC in 1983 for such purposes. )

Certain of the Company's intrastate network access revenues are derived
through access charges billed by the Company to intrastate long distance
carriers and other LEC customers. Such intrastate network access charges are
based on tariffed access charges, which are subject to state regulatory
commission approval. Additionally, certain of the Company's intrastate network
access revenues, along with intrastate and intra-LATA {Local Access and

Transport Areas) long distance revenues, are derived through revenue sharing
arrangements with other LECs.

AT&T filed a petition with the FCC in December 2003 seeking forbearance
from enforcing certain provisions of the Telecommunications Act of 19%€ that
allows LECs to file access tariffs on a streamlined basis and, if certain
criteria are mef, deems those tariffs lawful. Certain of the Company's
telephone subsidiaries file interstate tariffs directly with the FCC using this
streamlined filing approach. As a result of recent court rulings, tariffs that
have been "deemed lawful" in effect nullify an interexchange carrier's ability
to seek refunds should the earnings from the tariffs ultimately result in
earnings above the autheorized rate of return prescribed by the FCC. The Company
has not recognized any revenues in excess of the authorized rate of return
applicable to those carriers who historically have rsguested refunds pending
resolution of the "deemed lawful" tariff issue. The Company will continue to
monitor the status of the AT&T petition with the FCC. Although it is possible
the Company could benefit favorably upon resolution of this issue, there is no
assurance that a favorable outcome will occur. '

Other. Other telephone revenues include revenuss related to (i} leasing,
selling, installing, maintaining and repairing customer prenise
telecommunications equipment and wiring, (ii) providing billing and collection

services for long distance companies and (iii) participating in the publication
of leocal directories.

Certain large communications companies for which the Company currently
provides billing and collection services continue to indicate their desire to
reduce ‘their billing and collection expenses, which has resulted and may
continue to result in reductions of the Company's billing and collection
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revenues., In addition, the Company expects its 2004 directory revenues to
decline from 2003 levels due to reduced revenues assoclated with thé Verizon
properties acquired in 2002.

For further information on regulatory, technolegical and competitive
changes that could impact the Company's revenues, see "-Regulaticn and
Competition” and "Special Considerations."”

Federal Financing Programs

Certain of the Company's telephone subsidiaries receive long-term
financing from the Rural Utilities Service {"RUS") or the Rural Telephone Bank
("RTB"). The RUS has made long-term loans to telephone companies since 1949 for
the purpose of improving telephone service in rural areas. The RUS continues to
make new loans at interest rates that range from 5% to 7% based on borrower
gqualifications and the cost of funds to the United States government. The RTB,
established in 1971, makes long-term loans at interest rates based on its
average cost of funds as determined by statutory formula (which ranged from 5.7%
to 6.1% for the RTB's fiscal year ended September 30, 2003}, and in some cases
makes loans ceoncurrently with RUS loans. Bpproximately 25% of the Company's
telephene plant is pledged to secure obligations of the Company's telephone
subsidiaries to the RUS and RTB. The Company's telephone subsidiaries that are
indebted to government agencies generally may not loan or advance any funds to
CenturyTel, but may pay dividends if certain financial covenants are met.

For additicnal information regarding the Company's financing, see the
Company's consolidated financial statements included in Item 8 hersin.

Regulation and Competition

Traditionally, LECs operated as regulated monopolies having the exclusive
right and responsibility to provide local telephone services. (These LECs are
sometimes referred to below as "incumbent LECs" or "ILECs"). Conseguently, most
of the Company's intrastate telephone operations have traditionally keen
regulated extensively by various state regulatory agencies {(generaily called
public service commissions or public utility commissicns) and 1ts interstate
operations have been regulated by the FCC. As discussed in greater detail below,
passage of the Telecommunications Act of 1996 (the "1996 Act"}, ccupled with
state legislative and regulatory initiatives and technological changes,
fundamentally altered the telephcone industry by reducing the regulation of LECs
and attracting a substantial increase in the number of competitecrs and capital
invested in existing and new services. CenturyTel anticipates thzt these trends
towards reduced regulation and increased competition will continus.

State regulation. The local service rates and intrastate access cﬁarges of
substantially all of the Company's telephone subsidiaries are regulated by state
regulatory commissicns which typically have the power to grant and revoks
franchises autherizing companies to provide communications servicss. Most
commissions have traditionally requlated pricing through "rate of zezurn”
regulation that focuses on authorized levels of earnings by LECs. Most of these
commissions also (i) regulate the purchase and sale of LECs, (ii) prescribe
depreciaticon rates and certain accounting procedures, ({iii) overses
implementation of several federal telecommunications laws and (iv) regulate

variocus other matters, including certain service standards and crerating
procedures,

In recent years, state legislatures and regulatory commissicns in most of
the 22 states in which the Company operates have either reduced the regulation
of LECs or have anncunced their intention to do so, and it is expected that this
trend will continue. Wisceonsin, Missouri, Alabama, Arkansas and several other
states have implemented laws or rulings which require or permit LECs to opt out
of "rate of return" regulation in exchange for agreeing tc alternztive forms of
regulation which typically permit the LEC greater freedom to establish local
service rates in exchange for agreeing not to charge rates in excess of
specified caps. As discussed further below, subsidiaries operating over half of
the Company's access lines in various states have agreed to be governed by
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alternative regulation plans, and the Company continues to explore its options
for similar treatment in other states: The Company believes that reduced
regulatory oversight of certain of the Company's telephone operaticns may allow
the Company to offer new and competitive services faster than under the
traditional regulatory process. For a discussion of legislative, regqulatory and
technological changes that have introduced competition into the local exchange
industry, see "~Developments Affecting Competition."

Alternative regulation plans govern some or all of the access lines
operated by the Company in Wisconsin, Missouri, Alabama and Arkansas, which are
the Company's four largest state markets. The following summary describes the
alternative reqgulation plans applicable to the Company in these states.

o Approximately 70% of the Company's Wisconsin access lines are regulated
under various alternative regulation plans. Each of these alternative regulation
plans has a five-year term and permits the Company to adjust local rates within
specified parameters if it meets certain quality-of-service and
infrastructure-development commitments. These plans alsc include initiatives
designed to promote competition. The Company's Wisconsin access lines acquired
in mid-2000 continue to be regulated undexr "rate of return" ragulation.

o] All of the Company's Missouri LECs are regulated under a price-cap
regulation plan {effective in 2002) whereby basic service rates are adjusted
annually based on an inflation-based factor; non-basic services may be increased
up to 8% annually. The plan also allows LECs to rebalance local basic service
rates up to four times in the first four years of such regulation as a result of
access rate or toll reductions. ’

o Since 1995, the Company's Alabama telephone properties acquired from
Verizon in 2002 have been subject to an alternative regulation plan. Under this
plan, local rates were frozen initially for five years, after which time such
rates can be raised by an amount equal to consumer price index increases less
1%; non-basic service rates can be increased up to 10% per year.

o) In January 2004, the Company's Alabama telephone propzrties zand the
other independent LECs in the state filed comments recommending that the Alabama
Public Service Commission ("Alabama FSC") adopt an alternative regulation plan,
with modifications, proposed by BellSouth. This plan would allow exchanges
identified as competitive exchanges full pricing flexibility for all services.
Exchanges considered less competitive in nature would have the flexibility to
increase basic rates up to 5% a year and increase non-basic rates up to 10% a

year. The Company is currently awaiting a decision by the Alabama P3C concerning
this proposal.

o The Company's Arkansas LECs, excluding the properties acquired from
Verizen in 2000, are regulated under an alternative regulation plan adopted in
1997, which initially froze basic local and access rates for three years, after
which time such rates can be adjusted based on an inflation-based faczor. Cther
local rates can be adjusted without commission approval; however, such rates

are subject to commission review 1f certaln petition criteria are met.

Hotwithstanding the movement toward alternative regulation, LECs operating
approximately 41% of the Company's total access lines continue to be subject to
"rate of return" regulation for intrastate purposes. These LECs remain subject
to the powers of state regulatory commissions to conduct earnings reviews and
adijust service rates, either of which could lead to revenue reductions.

FCC regulation. The FCC regulateé interstate services providsd by the
Company's telephone subsidiaries primarily by regulating the interstate access
charges that are billed to long distance companies and other communications
companies by the Company for use of its netwerk in connection with the
origination and termination of interstate vcice and data transmissions.
Additionally, the FCC has prescribed certain rules and regulations for telephcne
companies, including a uniform system of accounts and rules regarding the
separation of costs between jurisdictions and, ultimately, between interstate

services. LECs must obtain FCC approval to use certain radio frequencies, or to
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transfer control of any such licenses.

Effective January 1, 1991, the FCC adopted price-cap regulation relating
to interstate access rates for the Regional Bell Operating Companies. All other
LECs may elect to be subject to price-cap regulation, Under price-cap
regulaticn, limits imposed on a company's interstate rates are adjusted
periodically to reflect inflation, productivity improvement and changes in
certain non-controllable costs. In May 1993 the FCC adopted an optional
incentive regulatory plan for LECs not subject to price-cap regulation. A LEC
electing the optional incentive regulatory plan would, among other things, file
tariffs based primarily on historical costs and not ke allcwed to participate in
the relevant NECA pooling arrangements. The Company has not elected price-cap
regulation or the optional incentive regulatory plan for its incumbent
operations. However, the properties acquired from Verizon in 2002 are operated
under price-cap regulation. In connection with this acguisition, the Company
obtained a waiver of the FCC's "all cor nothing" rule, This wailver is valid until
the FCC reviews the future appropriateness of the "all or nothing” rule. Absent
the waiver, present FCC rules require a carrier that purchases access lines

subject to price-cap regulation to convert all of its properties to price-cap
regulation.

In 2001, the FCC modified its interstate access charge rules and universal
service support system for rate of return LECs. This order, among other things,
(1) increased the caps on the subscriber line charges ("SLC") to the levels paid
by most subscribers nationwide; (ii) allowed limited SLC deaveraging, which
enhanced the competitiveness of rate of return carriers by giving them pricing
flexibility; {iii) lowered per minute rates collected for federal access
charges; {iv) created a new explicit universal services support mechanism that
replaced other implicit support mechanisms in a manner designed te ensure that
rate structure changes do not affect the overall recovery of interstate access
costs by rate of return carriers serving high cost areas and (v) preserved the
historic 11.25% avthorized interstate return rate for rate of return LECs. The
effect of this order on the Company was revenue neutral for interstate purposes,
but did result in a reduction in intrastate revenues in Arkansas and Chio {where
intrastate access raiess must mirror the interstate azccess rates).

The FCC is currently examining several issues that could have a
substantial impact on the Company's revenues, including a broad inguiry
initiated in 2001 into all currently regulated forms of intercarrier
compensation. As discussed further below, certain providers of competitive
communications services are not required to compensate ILECs for the use of
their networks. The Company relies on access revenues as an important scurce of
revenues. Depending on the final outcome of the FCC's intercarrier compensation
issue, the Company could suffer a material loss of ,access revenues.

All forms of federal support available to ILECs are currently available
to any local competitcor that qualifies as an "eligible telecommunications
carrier." This support could encourage additiconal competitors to enter the
Company's high-cost service areas, and, as discussed further helow, place
financial pressure on the FCC's support. programs.

High-cost support funds, revenue sharing arrangements and related matters.
& significant number of the Company's telephone subsidiaries recover a portion
of their costs under federal and state cost recovery mechanisms that
traditionally have allowed LECs serving small communities and rural areas to

provide communications services on terms and at prices reasonably comparable to
those available in urban areas.

As mandated by the 1996 Act, in May 2001 the FCC modified its existing
universal service support mechanism for rural telephcne companies. The FCC
adopted an interim mechanism for a five-year pericd, effective July 1, 2001,
based on embedded, or histcrical, costs that will provide predictable levels of
support to rural local exchange carriers, including substantially all of the
Company's local exchange carriers. During 2003 and 2002 the Company's telephone
subsidiaries received $199.2 million and $192.4 million, respectively, from the
federal Universal Service High Cost Loop Fund, representing 8.4% and 5.8%,
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respectively, of the Company's consolidated revenues from continuing operations
for 2003 and 2002. The Company anticipates its 2004 revenues' from the federal
Universal Service High Cost Loop Fund will be lower than 2003 levels due to
increases in the nationwide average cost per loop factor used by the FCC to
allocate funds among all recipients. Wireless and other competitive service
providers continue to seek eligible telecommunications carrier ("ETC") status in
order to be eligible to receive Universal Service Fund support, which is placing
additional financial pressure on the amount of money needed to provide support
te all eligible service providers, including support payments the Company
receives from the High Cost Loop Fund. As a result of the limited growth in the
size cf the High Cost Loop Fund and changes in reqguests for support from the
Universal Service Fund, the Company has no assurance it will continue to

receive payments from the Universal Serv1ce Fund commensurate with those
received in the past.

In late 2002, the FCC requested that the Federal-State Joint Board
("FSJB") on Universal Service review various FCC rules governing high cost
universal service support, including rules regarding eligibility to receive
support payments in markets served by LECs and competitive carriers. On February
7, 2003, the FSJBR issued a notice for public comment on whether present rules
fulfill their purpose and whether or not modifications are needed. On Fabruary
27, 2004, the FS8JB sent the FCC a series of recommendations concerning the
process of designating ETCs and suggestions for gaining better control over the
disbursement of high-cost universal service support in markets where one or more
ETCs are present. Specifically, the FSJB recommended that the FCC ad“of
permissive federal guidelines designating service and operational criteria for
states to consider using in proceedlngs to designate ETC's. The FS5J3 alsoc
recommended that the FCC limit the scope of high-cost support to a single
connection that provides access to the public telephone network. However, the
FSJB did not specify a process for determining which single connectien should be
used or how best to address the numerous administrative issues associated with a
single connection. The FSJB declined to recommend that the FCC modify the
methedology used to calculate support in study areas with multiple ETCs, instead
recommending that the FSJB and the FCC consider possible modifications to the
basis of support as part of an cverall review of the high-cost support mechanism
for rural and non-rural carriers sometime in 2006. The FCC has taken various
other steps in anticipation of restructuring universal ssrvice suppor:
mechanisms, including opening a docket that will change the method of funding
contributions. The FCC is still ¢onsidering varicus contribution methodologies
pricr to issulng an order. The Congress is also exploring various univezsal
service issues ranging from targeted universal service legislation tc rs-writing

the 1996 Act. The Company has been and will continue to be active in monitoring
these developments.

In addition, the Company's telephone subsidiaries received $33.2 million
and $31.7 million in 2003 and 2002, respectively, from intrastate sugport funds.

In January 2003, the Loulsiana Public Service Commission directed its
staff to review the feasibility of converting the $42 million Louisizna Local
Optional Service Fund ("LOS Fund") into a state universal service fu-d.
Currently, the LOS Fund is funded primarily by BellSocuth, which propecses to
expand the base of centributors into the LOS Fund. A recommendation by the
Commissicn staff is not expected until late 2004. The Company currently receives
approximately $21 million from-the LOS Fund each year. There can be rno assurance
that this funding will remain at current levels.

Some of the Company's telephone subsidiaries operate in states where
traditional cost recovery mechanisms, including rate structures, are under
evaluation or have been modified. See "~ State Regulation." There caz be no
assurance that these states will continue to provide for cost recovery at
current levels,

The FCC requires all communications carriers providing interstate
telecommunications services, including the Company's LECs and long distance
operations, to contribute to programs to provide discounted telecomm:nications
services to schools, libraries and rural health care providers. The Company's
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contributions by its LEC and long distance operations, both of which the Company
itemizes as separate charges on its customer's bills, was approximately $20.6
million and $6.6 million, respectively, in 2003, and $10.6 million and $4.4
million, respectively, in 2002. '

Substantially all of the Company's LECs (except for the properties
acquired -from Verizon in 2002) concur with the common line tariff and certain of
the Company's LECs concur with the traffic sensitive tariffs filed by the NECA;
such LECs participate in the access revenue sharing arrangements administered by
the NECA for interstate services. All of the intrastate network access revenues
of the Company's LECs are based on access charges, cost separaticon studies or
special settlement arrangements. See "~ Services.”

Certain leong distance carriers continue to request that certain of the
Company's LECs reduce intrastate access tariffed rates. Long distance carriers
have also aggressively pursued regulatory or legislative changes that would

reduce access rates. See "-Services - Network Access™ above for additional
infermation.

Developments affecting competitien., The communications industry continues
te undergo fundamental changes which are likely to significantly impact the
future operaticons and financial performance cf all communications companies.
Primarily as a result of regulatory and technological changes, competition has
been introduced and encouraged in each sector of the telephone industry in
recent years. As a result, the Company increasingly faces competition from

providers seeking to use the Company's network and from providers offering
competitive services. g

The 1996 Act, which obligates LECs to permit competitors to interconnect
their facilities to the LEC's network and to take various other steps that are
designed to promote competition, imposes several duties on a LEC if it receives
a specific request from ancther entity which seeks to connect with or provide
services using the LEC's network. In addition, each incumbent LEC is obligated
to (i} negotiate interconnection agreements in good faith, (ii) provide
"unbundled” access to all aspects of the LEC's network, {(iii) offer resale of
its telecommunications services at wholesale rates and (iv) permit competitors
to collocate their physical plant on the LEC's property, or provide virtual
collocation if physical collocation is not practicable. During 2003, the FCC
released new rules which outline the obligations of incumbent LECs to lease
elements of their circuit-switched networks on an unbundled basis to
competitors. The new framewdrk eliminates the prior obligation of incumbent LECs
tc lease their high-speed data lines te competitors. Incumbent LECS will remain
obligated to offer other telecommunications services to resellers at wholesale
rates. These wholesale rates are based on a forward-lcoking cost model and other
terms that substantially limit the profitability of these arrangements to
incumbent LECs. This new rule also provides for a significant role of state
regulatory commissicns in implementing these new guidelines and establishing
wholesale service rates. On March 2, 2004, a federal district court of appeals
overturned the rules previously adopted by the FCC requiring LECs to provide
competitors with discounted access to the LECs networks. The court alsoc ruled
that the FCC should not have given states the authority previously granted. It
is expected that such decision will be appealed to the Supreme Court. During
2003, the FCC also sought public comments on whether it should make additicnal
changes to its interconnection regulations, and instituted a comprehensive
review of its methodologies for establishing wholesale rates.

Under the 1996 Act's rural telephone company exemption, approximately 50%
of the Company's telepheone access lines are exempt from certain of the 1996
Act's interconnection reguirements unless and until the appropriate state
regulatory commission overrides the exemption upon receipt from a competitor of
a bona fide request meeting certain criteria. States are permitted to adopt laws
or regulations that provide for greater compétition than is mandated under the
1596 Act. Management believes that competition in its telephone service areas
has increased and will continue to increase as a result of the 1996 Act and the
FCC's interconnection rulings. While competition through use of the Company's
network is still limited in most of its markets, the Company expects to receive

Page 12




CENTURYTEL INC - 10-K Filing Date: 12/31/03

additional interccnnection requests in the future from a varlety of resellers
and facilities-based service providers.

In addition teo these changes in federal regulation, all of the 22 states
in which the Company provides telephone services have taken legislative or
regulatory steps to further introduce competition intc the LEC business.

As a result of these regulatcry developments, ILECs- increasingly face
competition from competitive local exchange carriers ("CLECs"), particularly in
high population areas. CLECs provide competing services through reselling the
ILECs’ local services, through use ¢f the ILECs' unbundled network elements or
through their own facilities. The number of companies which have regqussted
authorization to provide local exchange service in the Company's service areas
has increased substantially in recent years, especially in the Company's Verizon
markets acquired in 2002 and 2000. The Company anticipates that similzr action
may be taken by other competitors in the future, especially if all forms of

federal support available to ILECs ceontinue to remain available to these
competitors,

Technological developments have led to the development of new ssrvices that
compete with traditional LEC services. Technological improvements havs enabled
cable television companies to provide traditional circuit-switched tesl=phone
service over their cable networks, and several national cable companiss have
aggressively pursued this opportunity. Recent improvements in the guzliity of
"Voice-over-Internet Protocol” ("VoIP") service have led several largs cable
television and telephone companies, as well as start-up companies, to
substantially increase their offerings of VoIP service to business anz
residential customers. VolP providers route calls over the Internet, without use
of TLEC's circuit switches and, in certain cases, without use of ILEC's networks
to carry their communications traffic. VoIP providers can offer servizas at
prices substantially below those currently charged for traditional lccal and
long distance telephone services for several reasons, including lowar network
cost structures and the current ability of VoIP providers to use ILEC
without paying access charges. In December 2003, the FCC initiated ru
that is expected to address the effect of VoIP on intercarrier compe:n
universal service and emergency services. There can be no assurance that this
rulemaking will be on terms favorable to ILECs, or that VolP providarsz will not
successfully compete for the Company's customers.

' networks

zmaking

irm

Wireless telephone services lncreasingly constitute a significarn
of competiticn with LEC services, especially as wireless carriers exrzn
improve their network coverage and continue to lowsr thelr prices. As
scme customers have chosen to completely forego usz of traditional wi
phone service and instead rely solely on wireless service. This trend is
particularly evident among younger customers and in urban areas. The Zcmpany
anticipates this trend will continue, particularly if wireless servicz rates
continue to decline and the quality of wireless sesrvice in the Ccmpzni's markets
improves. Technological and requlatory developments in cellular telertone,
personal communications services, -digital microwawve, satellite, coaxizl cable,
fiber optics, local multipoint distributicn services and other wired zn
wireless technologies are expected to further permit the development %
alternatives to traditional landline services.

In addition to facing direct competiticon from those providers described
above, ILECs increasingly face competition from alternate communicaticn systems
constructed by long distance carriers, large customers or altérnativs zccess
vendors. These systems, which have become more prevalent as a result c¢f the 1996
Act, are capable of originating or terminating calls without use of the TLECs'
networks or switching services. Other potential sources of competitics include
noncarrier systems that are capable of bypassing ILECs' local networks, either
partially or completely, through substitution of special access for switched
access or through concentration of telecommunications traffic on a zw of the
ILECs' access lines. The Company anticipates that all these trends will continue
and lead to increased competition with the Company's LECs.

.

In November 2003, the FCC adcpted rules requiring companies to zllow their
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customers to keep their wireline or wireless phone number when switching to
another service provider ({(generally referred to as "local number portability").
For several years, customers have been able to retain their numbers when
switching their local service between wireline carriers. The new rules now
require local number portability between wireline and wireless carriers. This
requirement went into effect November 24, 2003 for wireline carriers in the top
100 Metropolitan Statistical Areas ("MSAs™}. The new requirement will go into
effect May 24, 2004 for wireline carriers operating in markets smaller than the
top 100 MSAs., The majority of the Company's wireline operations are conducted in
markets below the tcp 100 MSAs. Local number portability may increase the number
of customers who choose t¢ completely forego the use of traditional wireline
phone service, although the Company believes that it is too early to fully
assess the rule's impact. The costs to comply with the requirements of local
number portability, net of the amount that is recoverable through the

ratemaking process, are not expected to have a material impact on the

Company's results of operations.

Historically, ILECs had little or no competition associated with
intra-LATA long distance calls in their service areas. Principally as a result
of recent state regulatory changes, companies offering competing toll services
have emerged in the Company's local exchange markets.

Significant competitive factors include pricing, packaging of services and
features, gquality of service and meeting customer needs such as simplified
billing and timely response to service calls,

As the telephone industry increasingly experiences competition, the size
and resources of each respective competitor may increasingly influencs its
prospects. Many companies currently providing or planning to provide competitive
communication services have substantially greater financial and marketing

resources than the Company, and several are not subject to the same regulatory
constraints as the Company.

The Company anticipates that the traditional operations of LECs will
continue to be impacted by continued regulatory and tecnnological devalopments
affecting the akility of LECs Lo provide new services and the capability of long
distance companies, CLECs, wireless companies, cable television companiss, VoIP
providers and others to provide competitive LEC services. Competition relating
to traditiconal LEC services has thus far affected larg= urban areas to a greater
extent than rural, suburban and small urban areas such as those in which the
Company operates. The Company intends to actively monitor these developments, to
observe the effect of emerging competitive trends in largsar markets zand to
continue to evaluate new business opportunities that may arise cut oi future
technological, legislative and regulatory developments.

The Company anticipates that industry changes and competitive cressures
will continue to place downward pressure cn its telephone revenues. However, the
Company anticipates that such reductions may be limited by increasss in
revenues attributable to the continued demand for enhznced services and new
product ¢offerings. The Company expects its telephone revenues to decline in 2004
due to ceontinued access line losses and reduced networx access revenuss;
however, the Company expects its consolidated revenues to increase in 2004
primarily due to increased revenues from its newly-acguired LightCore operations
and expected increased demand for its long distance, fiber transport, DSL and
other nonregulated product offerings, as discussed further below.

OTHER QPERATIONS

The Company provides long distance, Internet access, competitive local
exchange services, fiber transport, security monitoring, and other
communications and business information services in certzin local and regiocnal
markets. The results of these operations, which accounted for 13% of the
Company's consolidated revenues from continuing operaticns during 2003, are
reflected for financial reporting purposes as "Other operations." Additional

data on the Company's long distance and Internet access services is provided in
the table below.
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Year ended or as of December 31,

_}Dollars in thousands)

Long distance operations g
Operating revanues $ 173,884 146,536 117,363 104,435 83,087

Customers 769,766 648,797 465,872 363,307 303,722
% Residential 90% 90 91 91 91
% Business 10% 10 9 9 9
Internet operations
Operating revenues $ 79,933 58,665 319,057 23,491 16,818
Customers 215,548 179, 440 144,817 108,700 68,392
% Dial-Up Service 63% 73 84 95 100
% DSL Service 35% 27 16 5 -

Long distance. In 1996 the Company began marketing long distance service
in its equal access telephone operating areas. At December 31, 2003, the Company
provided long distance services to nearly 770,000 customers. The Company owns
and operates switches in LaCrosse, Wisconsin, Shreveport, Loulsiana and
Vancouver, Washington, which are utilized to preovide long distance services.

The Company anticipates that most of its long distance service revenuss will be
provided as part of an integrated bundle with the Company's other service
cofferings, including its local exchange telephone service offering.

Internet access. The Company began offering traditicnal dial-up Internet
access services to its telephone custeomers in 1995. In late 1993, the Company
began offering digital subscriber line ("DSL") Internet access services, a
high-speed premium-priced data service. As of December 31, 2003, approximately
63% of the Company's access lines were DSL-enabled.

Competitive local exchange services. In late 2000, the Company began
offering competitive local exchange telephcne services, coupled with long
distance, Internet access and other Company services, to small to medium-sized
businesses in Monroe and Shreveport, Louisiana. On Fsbruary 28, 2002, the
Company purchased the fiber network and customer base of KMC Telecom's
operations in Monroe and Shreveport, Louisiana, which allowed the Company to
offer broadband and competitive local exchange serviges to customers in these
markets.

Fiber transport. During the second quarter of 2001, the Company began
selling capacity to other carriers and businesses over a 700-mile fiber optic
ring that the Company constructed in southern and central Michigan. In June
2003, the Company acqguired the assets of Digital Teleport, Inc., & regicnal
communications company providing wholesale data transport services to other
communications carriers over its fiber optic network located in Missouri,
Arkansas, Oklahoma and Kansas, for $39.4 millicn cash. The Company has used the
network to sell services to new and existing customers and teo reduce the
Company's reliance on third party transport providers. In addition, in December
2003, the Company acquired additional fiber transport assets in Arkansas,
Missouri and Illinois from Level 3 Communications, Inc. for approximately $15.8
millicn cash to provide services similar to those described above. The Company
operates the assets acquired from both transactions under the name LightCore. As
of December 31, 2003, LightCore's network encompassed more than 6,500 route
miles of 1lit fiber in the central United States.

Security monitering. The Company offers 24-hour burglary and fire
monitoring services to approximately 8,600 customers in select markets in
Louisiana, Arkansas, Mississippi, Texas and Chio.
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The Company also provides audiotext services; printing, database
management and direct mail services; and cable television services. From time to
time the Company also makes investments in other domestic or foreign
cemmunications companies, the most significant of which is an interest in a
start-up satellite service company.

Certain service subsidiaries of the Company provide installation and
maintenance services, materials and supplies, and managerial, technical,
accounting and administrative services to the telephone and other operating
subsidiaries. In addition, the Company provides and bills management services to
subsidiaries and in certain instances makes interest-bearing advances to finance
construction of plant, purchases of equipment or acquisitions of other
businesses. These transactions are recorded by the Company's reqgulated telephone
subsidiaries at their cost to the extent permitted by regulatory authorities.
Intercompany profit on transactions with regulated affiliates is limited to a
reasonable return on investment and has not been eliminated in c¢onnection with
consolidating the results of operations of CenturyTel and its subsidiaries. Such

intercompany profit is reflected as a reduction of cost of sales and operating
expenses in "Other operations™.

OTHER DEVELOPMENTS

The Company is in the process of developing an integrated billing and
customer care system which will provide the Company with, in addition to
standard billing functicnality currently being provided by its legacy system,
custom built hardware and software technology for more efficient and effective
customer care, billing and provisioning systems. The costs to develop such
system have been accounted for in accordance with Statement of Position 98-1,
"Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use" ("SOP 98-1"). The capitalized costs of the system aggregated
$163.5 million (before accumulated amortization) at December 31, 2003. The
Company began amortizing its billing system costs in early 2003 (over a 20-year

period} based on the total number of customers that the Company has migrated to
the new system, '

The system remains in the development stage and has required
substantially more time and money teo develop than originally anticipated. The
Company currently expects to complete all phases of the new system no later than
mid-2005 at an aggregate capitalized cest in accordance with SOP 98-1 of
approximately $200-215 millicn {exclusive of previously-disclosed write-offs).
In addition, the Company expects to incur additional costs related to completion
of the project, including (i) approximately $15 million of customer service
related and data conversion costs (the majority of which are expected zo be
incurred in 2004) that will be expensed as incurred and (ii} $10 milliecn of
capitalized hardware costs {which will be amortized over a three-year period).
The estimates above do net include any amounts for maintenance or on-going
support of either the old or new system, and are based on assumptions regarding
various future events, several of which are beyond the Company's control. There
is no assurance that the system will be completed in accordance with this
schedule or budget, or that the system will function as anticipated. If the
system does not function as anticipated, the Company may have to write off part
or all of its development costs and further explore its other billing znd
customer care system alternatives. '

SPECIAL CONSIDERATIONS

Risk Factors

o) We face competition, which could adversely affect us.

As a result of various technological, regulatory and other changes, the
telecommunications industry has become increasingly competitive, and we expect
these trends to continue. The number of companies that have requested
authorization to provide traditional local exchange service in our markets has
increased in recent years, and we anticipate that others will take similar
action in the future. Recent technological developments have led several
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competitors to substantially increase their service offerings, often at prices
substantially below those charged for-traditional phone services. Wireless
telephone services increasingly constitute a significant source of competition
with LEC services, especially as wireless owners expand and improve their
network coverage and continue to lower their prices.

We expect competition to intensify as a result of new competitors and
the development of new technclogies, products and services. We cannct predict
which future technologies, products or services will be important to maintain
our competitive position or what funding will'be required to develop and provide
these technologies, products or services. Our ability to compete successfully
will depend on how well we market our products &nd services, and on our ability
to anticipate and respond to variocus competitive and techneological facters
affecting the industry, including & changing regulatory environmant that may
affect us differently from our competitors, new services that may be introduced,
changes in consumer preferences, demographic trends, economic conditions and
discount pricing strategies by competitors.

Many of our current and potential competitors have market presence,
engineering, technical and marketing capabilities and financial, personnel and
other resources substantially greater than ours. In addition, some of our
competitors can conduct operations or raise capital at a lower cost than we can,
are subject to less regulation, or have substantially stronger brand names.
Consequently, some competitors may be able to charge lower prices for their
products and services, to develeop and expand their communications and network
infrastructures more gquickly, to adapt more swiftly to new or emerging
technologies and changes in customer requirements, and to devote greater
resources to the marketing and sale of their products and services than we can.

Competiticn could adversely impact us in several ways, including {i})
the loss of customers and market share, {(ii) the possibility of customers
shifting to less profitable services, (iii) our need to lower prices or increase
marketing expenses to remain competitive and (iv) our inability to diversify by
offering new products or services.

o We could be harmed by rapid changes in technology.

The communications industry is experiencing significant techneclogical
changes, particularly in the areas of VoIP, data transmission and wireless
communications. Some of ocur competitors may enjoy network advantagss that will
enable them to provide services more sfficiently or at lower cost. Rapid changes
in technology could result in the development of products or services that
compete with or displace those offered by traditional LECs. If we cannot develop
new preducts to keep pace with technological advances, or if such products are
not widely embraced by our customers, we could be adversely impacted.

o Our industry is highly regulated, and continues to undergo various
fundamental regulatory c¢hanges.

As a diversified full service incumbent local exchange carrier, or
ILEC, we have traditionally been subject to significant regulation from federal,
state and local authorities. This regulation imposes substantial compliance
costs on us and restricts our ability to raise rates, to compete and to respond
rapidly to changing industry conditions. In recent years, the communications
industry has undergone various fundamental regulatory changes that have
generally reduced the regulation of telephone companies and permitted
competition in each segment of the telephone industry. These and subsequent
changes could adversely affect us by reducing the fees that we are permitted to
charge, altering our tariff structures, or otherwise changing the nature of our
operations and competition in our industry. Recent rule changes that permit
custecmers ¢o retain their wireline or wireless number when switching to another
service provider could increase the number of cur customers who choose to
disconnect their wireline service from us. Other pending rulemakings could have
a substantial impact on our operations, including in particular rulemakings on
intercarrier compensation, universal service, interconnection terms and resale
rates, Litigation and different objectives among federal and state regulators
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could create uncertainty and delay our ability to respond to new regulations.
Moreover, changes in tax laws, regulations or policies could increase our tax
rate, particularly if state regulators continue to search for additional revenue
scurces to address budget shortfalls. We are unable to predict the future

actions of the various regulatory bedies that govern us, but such zctions could
materially affect our business.

o We cannot assure you of growth in our core business.

Due to the above-cited changes, the.ILEC industry has recently
experienced a decline in access lines and long distance minutes of usz, While we
have not suffered as much as a number of other ILECs from recent industry
challenges, the recent decline in access lines and long distance usags, coupled
with the other changes resulting from competitive, technolegical and requlatory

developments, could materially adversely effect our core business and future
prospects.

We have traditionally sought growth largely through acquisitions of
properties similar to those currently operated by us. However, we cannot assure
you that properties will be available for purchase on terms attrattive Lo us,
particularly if they are burdened by requlations, pricing plans or competitive
pressures that are new or different from those historically applicable to our
incumbent properties. Morecver, we cannot assure you that we will ke able to
arrange additional financing on terms acceptable to us.

o] Qur future results will suffer if we do not effectively manags cur growth,

Recently, we have rapidly expanded cur operations primarily thrsugh
acquisitions and new preduct and service cfferings, and we intend to pursue
similar growth apportunities in the future. Cur future success depen
part, upon our ability to manage our growth, including our ability =

ds, in
c

Q upgrade our billing and other information systems

o] retain and attract technological, managerial and otnsx
key personnel

o effectively manage our day to day operations while atterpting

to execute our business strategy of expanding our wirsiline
operations and our emerging businesses

o realize the projected growth and revenue targets deval
managerent for our newly acquired and emsrging busin

o] continue to identify new acguisition or growth opporiunities

new
cperations into our existing business in an efficient and timely mann te
successfully monitor our cperations, costs, regulatory compliance aznd service
gquality, and to maintain other necessary internal controls. We cannc: assure you
that these efforts will ke successful, or that we will realize our expacted
coperating efficiencies, cost savings, revenue enhancements, synergies or other
benefits. If we are not able to meet these challenges effectively, cuxr results
of operations may be harmed.

[} We cannot assure you that our new billing system will be successful.

We are developing a new .integrated billing and customer care system.
The system remains in the development stage and has reguired substzntially more
time and monsy to develop than ofiginally anticipated. As discusssd further
herein, we expect our aggregate capitalized costs associated with the billing
system to total $200-215 million (exclusive of previously-disclesed write~offs)
upon completion of the system. Although we expect to complete all cthzses of the
system no later than mid-2005, we cannct assure you that this deadliins (or our

budget) will be met or that the system will function as anticipated. If the

u

-
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system does not function as ant1c1pated we may have to write off part or all of
our development costs.

o We are reliant on support funds provided under federal and state laws.

We receive a substantial portion of our revenues from the federal
Universal Service Fund and, to a lesser extent, intrastate support funds. These
governmental programs are reviewed and amended from time to time, and we cannot
assure you that they will not be changed or impacted in a manner adverse to us.
Unless the FCC can obtain additional funding -sources for the Universal Service
Fund, we cannot assure ycu that we will continue to receive payments from the
Fund commensurate with those received in the past.

o We could be affected by certain changes in labor matters.

At December 31, 2003, approximately 27% of our employses were members
of 13 separate bargaining units represented by two different unions. From time
to time, our labor agreements with these unions lapse, and we typically
negotiate the terms of new agreements. We cannot predict the outcome of these
negotiations. We may be unable to reach new agreements, and union employees may
engage in strikes, work slowdowns or other labor actions, which could materially
disrupt our ability to provide services. In addition, new labor agreements may
impose significant new costs on us, which ¢ould impair our financial c¢ondition
or results of operations in the future.

o We have a substantial amount of indebtedness.

Principally as a result of our recent acquisitions, we have a
substantial amount of indebtedness. This could hinder our ability to adjust to
changing market and economic conditions, as well as our ability to access the
capital markets to refinance maturing debt in the ordinary course of business.
In connectign with executing our business strategies, we are continuously
evaluating the possibility of acquiring additional cemmunications assets, and we
may elect to finance acquisitions by incurring additional indebtedness. If we
incur significant additional indebtedness, our credit ratings could be adversely
affected. As a result, our borrowing costs would likely increase, our access to
capital may be adversely affected and our ability to satisfy our obligations
under our current indebtedness could be adversely affected.

o We cannot assure you that we will obtain sufficient capital teo exprand.

To respond to the competitive challenges discussed above, we may be
required to raise substantial additicnal capital teo finance acquisitions or new
product or service offerings. Our ability to arrange additicnal finmancing will
depend on, among other factors, our financial position and performance, as well
as prevailing market condizions and other factors beyond our control. We cannot

assure you that we will be able to raise additional financing on terms
acceptable to us or at all.

[} We could be harmed by the adverse developments affecting other
communications companies.

During the past couple of years, WorldCom, Inc. and several other large
communications companles declared bankruptcy or suffered financial difficulties.
Likewise, a number of our suppliers have recently experienced financial
challenges, which could cause us to experience delays, interruptions or
additional expenses assoclated with upgrading and expanding our information
systems and networks and offering new products and services. Continued weakness
in the communications industry could have additional future adverse effects on
us, including reducing our ability to collect receivables and to access zhe
capital markets on favorable terms.

[o; Qur agreements and érganizational documents and applicable law could
limit another party's ability to acquire us at a premium.

L

Under our articles of incorporation; each share of common stock that
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has been beneficially owned by the same person or entity continually since May
30, 1987 generally entitles the holder to ten votes on all matters duly
submitted to a vote of shareholders. As of March 8, 2004, the holders of our
ten-vote shares held approximately 40% of our total voting power. In addition,
a number of other provisions in our agreements and organizational documents,
including our shareholder rights plan, and various provisions of applicable law
may delay, defer or prevent a future takeover of CenturyTel unless the takeover
is approved by our board of directors. This could deprive our shareholders of
any related takeover premium. '

Forward-Locking Statements

This report on Form 10-K and other documents filed by us under the federal
securities laws include, and future oral or written statements or press releases
by us and cur management may include, certain forward-looking statements,
including without limitation statements with respect to our anticipated future
operating and financial performance, financial position and liquidity, growth
opportunities and growth rates, business prospects, regulatory and competitive
outlock, investment and expenditure plans, investment results, financing
opportunities and sources ({(including the impact of financings on our financial
position, financial performance or credit ratings), pricing plans, strategic
alternatives, business strategies, and other similar statements ¢f expectations
or objectives that are highlighted by words such as "expects," "anticipates,”
"intends," "plans,'" "believes,™ “projects," "seeks," "estimates," “hopes,"
"should," and "may," and variations thereof and similar expressions. Such
forward-looking statements are based upon our judgment and assumptions as of the
date of this report concerning future developments and events, many of which are
outside of cur contreol. These forward-looking statements, and the assumptions
upon which such statements are based, are inherently speculative and are subiect
to uncertainties that could cause ocur .actual results to differ materially from

such statements. These uncertainties include but are not limited to those set
forth below:

0 the extent, timing, success and overall effects of competition from
wireless carriers, VolIP providers, CLECs, cabls television companies and
others, including without limitation the risks that these competitors may
cffer less expensive or more innovative products and services.

o the risks inherent in rapid technolegical change, including without
limitation the risk that new technologies wilil displace our products and
services.

o the effects of ongoing changes in the regulation of the communications

industry, including without limditation (i)} increassd competifion resulting
frem the FCC's regulations relating to local number portability,
intercennection and other matters, (i1i) the final cutcome of various
federal, state and local regulatory initiatives and proceedings that could
impact our cempetitive position, compliance costs, capital expenditures or
prospects, and {iii}) reductions in revenues received from the federal
Universal Service Fund or other current or future federal and state

support preograms designed to compensate LECs operating in high-cost
markets.

5] our ability to effectively manage our growth, including without limitation
our ability to (i) integrate newly-acquired operaticns into cur
operaticns, {ii) attract and retain technological, managerial and other
key personnel, (iii) achieve prejected growth, revenue and cost savings
targets, {iv) successfully upgrade our billing and other informaticn
systems in a timely and cost-efficient manner and {v) otherwise monitor
our operations, costs, regulatory compliance, and service gquality and
maintain other necessary internal controls.

o possible changes in the demand for, or pricing of, our products and
services, inc¢luding without limitation (i) reduced demand for traditional
telephone services caused by greater use of wireless or Internet
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communications or other facters, {ii) reduced demand for second lines and
{(1i1} reduced demand for our access services.

our ability to successfully introduce new product or service offerings on
a timely and cost-effective basis, including without limitation our
abllity to {i} expand successfully cur lcng distance and Interner
offerings to new or acquired markets and (ii) offer bundled service
packages on terms attractive to our customers.

o our ability to cellect receivables from financilally troubled
communications companies.

o regulatory limits on our ability to change the prices for telephone
services in response to industry changes.

o impediments te our ability to expand through attractively priced
acquisitions, whether caused by regulatory limits, financing constraints,
a dscrease in the pool of attractive target companies, or competition for
acguisitions from other interested buyers.

o the possible need to make abrupt and potentially disruptive changes in our
business strategies due to changes in competition, regulatiocn, technology,
prcduct acceptance or other factors.

o the lack of assurance that we can compete effectively against
better-capitalized competitors.

[+ the impact of terrorist attacks on our business.

risks referenced in this report and from time to time in our other
198 with the Securities and Exchange Commission.

o] the effects of more general factors, including without limitation:

-~ changes in general industry and market conditions and growth rates
- changes in labor conditions, including weorkfcorze levels and labor
negctiations

-- changes in interest rates or other genersl national, region

¢r incal economic conditions

-- changes in legislation, regulation or puklic policy, inzl
..... ges in federzal rural financing programs or chances that in
our —ax rate

1
]

- increases in capital, operating, medical or administrative costs, or
: impact of new business opportunities requiring significant up-front

and conditions, necessary tO support our operations

-- changes in our relationships with vendors, or the failure of these
vendors to provide competitive products on a timely basis

-- changes in our senior debt ratings

- unfavorable outcomes of regulatory or legal proceadings, including
rate proceedings

-- losses or unfavorable returns on our investments in other
corrunications companies

-- delays in the construction cof our networks

-- changes in accounting policles, assumptions, estimates or practices

adorted voluntarily or as required by generally accepted accounting
rinciples,

For additional information, see the description of ocur business included
above, asz well as Item 7 of this report. Due to these uncertainties, there can
be no assurance that our anticipated results will occur, that our judgments or
assumptions will prove correct, or that unforeseen developments will not occur.
Accordingly, you are cautioned not to place undue reliance upon these
forward-looking statements, which speak only as of the date made. We undertake
no obligagion teo update or revise any of our forward-looking statements for any
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reason, whether as a result of new information, future events or developmentis,
or otherwise.

OTHER MATTERS

The Company has certain obligations based on federal, state and local laws
relating to the protection of the environment. Costs of compliance through 2003

have not been materizl and the Company currently has no reason to believe that
such costs will become material. )

For additional information concerning the business and properties of the
Company, see Item 7 elsewhere herein, and the Consoclidated Financial Statements -
and notes 2, 5, 6, 13, and 18 thereto set forth in Item 8 elsewhere herein,

Item 2. Properties,

The Company's properties consist principally of telephone lines, central
office eguipment, and land and buildings related to telephone cpera:tiosns. As of
December 31, 2003 and 2002, the Company's gross property, plant and sguipment of

approximately $7.2 billion and $6.9 billion, respectively, consisted of the
following:

Decerner 31,

2003 2002

Telephone operations
Cable and wire 52.9% 53.0
Central office 31.1 31.3
General suppdr:c 6.8 6.9
Information origination/termination eguipment 0.6 0.6
Construction in progress - 0.3 0.5
Other 0.1 0.1
91.8 92.4
Other operations 8.2 7.6
100.0% 100.0

"Cable and wire" facllities consist primarily of buried cable z7d aerial
cakble, poles, wire,. conduit and drops. “Central cffice equipment" cocnzists
primarily of switching equipment, circuit equipment and related facilities.
"General support” consists primarily of land, buildings, tocls, furrnishings,
fixtures, motor vehicles and work equipment. "Information
crigination/termination equipment" consists primarily of premise eguipment
{private branch exchanges and telephones) for official company use.
"Construction in progress" includes property of the foregoing categcries that
has not been placed in service because it is still under constructicn.

The properties of certain of the Company's telephone subsidiaries are
subject to mortgages securing the debt of such companies. The Company owns
substantially all of the central office buildings, local administrative
buildings, warehouses, and storage facilities used in its telephone cperations.

The Cempany's property in its Other Operations consist primarily of (i)
corporate general support assets, (ii) fiber transport assets and (1ii)
equipment to provide competitive local exchange and Internet access sarvices,

For further information on the location and type of the Company's
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properties, see the descriptions of the Company's operations in Item 1.

Item 3. Legal Proceedings.

In Barbrasue Beattie and James Sovis, cn behalf of themselves and all
others similarly situated, v. CenturyTel, Inc., filed on Qctober 2%, 2002 in the
United States District Court for the Eastern District of Michigan (Case No.
02-10277), the plaintiffs allege that the Company unjustly and unreasonably
billed customers for inside wire maintenance services, and seek unspecified
money damages and injunctive relief under variocus legal theories on behalf of a
purported class of over two million customers in the Company's telephone
markets. The Court has not yet ruled on the plaintiffs' certification motion,
and has not yet set a date to resclve this issue. Given the current status of
this case, the Company cannot estimate the potential impact, if any, that this
case will have on its results of operations.

From time to time, the Company is involved in ether litigation incidental
to its business, including administrative hearings of state public utility
commissions relating primarily to rate making, actions relating to employee
claims, occasional grievance hearings before labor regulatory agencies and

riscellaneous third party tort actions. Currently, there are no material legal
proceedings of this nature.

Item 4. Submission of Matters to a Vote of Security Holders,

Not applicable.

Executive Officers of the Registrant

Information concerring the Company's Executive Officers, set
10 in Part III herecf, is incorporated in Part I of this Report by

Item 5. Market for Registrant's Common Equity and Related
Stockholdexr Matters

CenturyTel's commncr stock is listed on' the New York Stock Exchence zad is
traded under the symbol CTL. The following table seits forth the high and low
sales prices, along wlith the quarterly dividends, for each of the quarzers
indicated.

Sales prices Dividend per
High Low comnon share
2003;:
First quarter $ 31.79 2%.25 L0350
Second quarter $ 35.90 27.33 . L0550
Third quarter $ 35.85 32.45 L0550
Fourth quarter $ 36.76 30.09 L0550
2002:
First guarter 3 35.50 28.80 .0525
Second quarter $ 34.45 27.00 .0525
Third quarter $ 30.60 21.13 L0525
Fourth gquarter $ 31.65 22,35 L0525

Common stock dividends during 2003 and 2002 were paid each guarter.
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As of February 27, 2004, there were approximately 4,530 stockholders of record
of CenturyTel's common stock. As of March 8, 2004, the closing stock price of
CenturyTel common stock was $28.95.

For information regarding shares of CenturyTel commen stock authorized for
issuance under CenturyTel's equity compensation plans, see Item 12,

Item €. Selected Financial Data.

The following table presents certain selected consolidated financizl data
(from ceontinuing operations) as of and for each of the years ended in the
five~year period ended December 31, 2003:

Selected Income Statement Data

Year ended December 31,

(Dollars, except per share awounts, and
shares expressed in thousands)

Operating revenues

Telephone $ 2,071,980 1,733,592 1,505,733 1,223,¢65% 1,126,112

Other ’ 308,765 238,404 173,771 1£2, 388 128,288
Total operating revenues $ 2,380,743 1,971,996 1,679,504 1,402,337 1,254,400
Operating income

Telephone 3 688,114 543,113 423,429 275,1%0 351,559

Cther 62,282 43,568 22,098 31,258 22,580

Corporate overhead costs
allocable to discontinued

operations t11,275) (20,213)

Total operating inceome 5 750,396 575,406 425, 305 254,137 354,723

Nonrecurring gains and
losses, net (pre-tax} 5 - 3,703 33,043

, 103 - 11,284

Income from continuing operaticns 134,038
Basic earnings per share from

continuing cperaticns $ .40 1.3% 1.06 -3 96
Basic earnings per share from

continuing operations, as

adjusted for goodwill i

amortization $ 2.40 1.3s 1.39 1,17 1.19
Diluted earnings per share from

continuing operations $ 2.38 1.35 1.05 30 .89
Diluted earnings per share fronm

continuing cperations, as

adjusted for goodwill

amortization . E] 2.38 1.35 1.37 1.1% 1.17
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Dividends per common share $ .22 .21 .20 19 .18

Average basic shares outstanding 143,583 141,613 140,743 144,009 138,848

Average diluted shares .
outstanding 144,700 142,879 142,307 141,864 141, 432

Selected Balance Sheet Data

December 31,

(Dollars in thousands)
Net property, plant and

equipment

Goodwill
Total assets
Long-term debt
Stockheolders® equity

3,455,481 3,931,645 2,736,142 2,698,010 2,000,789
3,425,001 3,427,281 2,087,158 2,108,344 1,267,908
7,895,852 7,770,408 6,318,684 6,393,290 4,705,407
3,109,302 3,578,132 2,087,500 3,030,282 2,075,212
3,478,516 3,088,004 2,337,380 2,032,079 1,847,992

4n 4N O AN 4N

See Items 7 and 8 for a discussion of the Company's discontinued wireless
operations.

The following table presents certain selected consclidated operating data

as of the end of each of the years in the five-year periocd ended December 31,
2003:

Year ended Decemper 31,

2063 2002 2001 2000 1999
Telephone access lines 2,376,118 2,414,564 1,797,643 1,800,585 1,272,867
Long distance customers 769,766 648,797 465,872 363, 307 303,722

See Items 1 and 2 in Part I and Items 7 and B elsewhere herein for
additional information.

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

Results of Operations
Cverview

CenturyTel, Inc, ("CenturyTel"”) and its subsidiaries is a regicnal
integrated communications company engaged primarily in providing local exchange,
iong distance, Internet access and data services to customers in 22 states, For
the year ended December 31, 2003, local exchange telephone operations provided
87% of the consolidated revenues of CenturyTel and its subsidiaries (ths
"Company”) . The Company's local exchange telephone operations derive revenues
from providing {i) local telephone services, (ii) network access services and
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(iii) other related services.

On July 1, 2002, the Company acquired the local exchange telephone
operations of Verizon Communications, Inc. {("Verizon") in the state of Alabama
for approximately $1.022 billicn cash. On August 31, 2002, the Company acquired
the local exchange telephone operations of Verizon in the state of Missouri for
approximately $1.17% billion cash. The results of operations for the Verizen
assets acquired are reflected in the Company's consolidated results of
operations subsequent to each respective acquisition. See "Acquisitions™ below
and Note 2 of Notes to Consolidated Financial Statements for additional
information. During 2003, the Company also acquired fiber transport assets in

five central U.S. states {which the Company operates under the name LightCore}
for $55.2 million cash.

On August 1, 2002, the Company sold substantially all of its wireless
operations principally to an affiliate of ALLTEL Corporation ("Alltel"™) in
exchange for an aggregatée of approximately $1.59 billion in cash. As a result,
the Company's wireless operations for the years ended December 31, 2002 and 2001
have been reflected as discontinued operations on the Company's consolidated

statements of inceme and cash flows. For further information, see "Disceontinusd
Operations” below.

During the three years ended December 31, 2003, the Company has acquired
and se¢ld various other operaticns, the impact of which has not been material to
the financial position or results of operations of the Company.

The net income of the Company for 2003 was $344.7 million, compared to
$801.6 million during 2002 and $343.0 million during 200i. Diluted earnings per
share for 2003 was $2.3% compared to $5.61 in 2002 and $2.41 in 2001. Income
from continuing operaticns (and diluted earnings per share from continuing
operations) was $344.7 million (32.38), 5193.5 million {(31.35) and $149.1
million ($1.05) for 2002, 2002 and 2001, respectively. In accordance with the
provisions of Statement of Financial Accounting Standards No. 142, "Goodwill and
Other Intangible Assets" ("SFAS 142"), amortization of goodwill ceased effective
Januvary 1, 2002. If thes results of operations for the year ended December 31,
2001 been subject to th2 provisions of SFAS 142, income from continuing
coperations (and diluted earnings per share) would have been $195.4 million
($1.37) and net income {and diluzed earnings per share} would have besn $399.3
million {$2.81).

Year ended December 31, 2003 2002

Operating income

ot per share amounts,
s in thousands)

Telepnone $ 653,114 543,113 423,420
Cther £2,282 £3,568 22,098
Corporate overhead costs allocable
to discontinued cgperations - (11,279) (20,213)
730,396 575,406 . 425,305
Interest expense ) (226,751) {(221,845) (225,523)
Income from unconsclidated celluiar entiby 2,160 5,582 7,582
Nonrecurring gains and loszses, not - 3,709 33,043
ther income and expenss Zz,154 (63,814) 32
Income tax expense (187,252) {105, 509) (91, 368)
Income from continuing operations 344,707 193,533 149,081
Discontinued operations, net of tax - 608,091 193,950
Net income $ 344,707 B01l, 624 343,031
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amortization 5 344,707 801, 624 399,297

Basic earnings per share

From continuing gperations $ 2.40 1.36 1.06
From continuing operations, as .
adjusted for gcodwill amortization $ 2.40 1.3% 1.39
From discontinued cperations 5 - 4.2 1.38
From discontinued coperations, as -
adiusted for goodwill amortization E 5 - 4.29 1.45
Basic earnings per share ] 2.40 5.6% 2.43
Basic earnings per share, as
adjusted for goodwill amortization 5 2.40 5.66 2.83
Diluted earnings per share
¥rom continuing operations 5 2.38 1.35 1.05
From centinuing operations, as
adjusted for goodwill amortization $ 2.38 1.33 1.37
From discontinued operations $ 4.25% 1.36
From discontinued operations, as
adjusted for goodwill amortization 5 - 4.2¢ 1.43
Diluted earnings per share $ 2.38 5. 61 2.41
Diluted earnings per share, as
adjusted for goodwill amortization $ 2,38 5.€1 2.81
Average basic shares outstanding 143,583 141,613 140,743
Average diluted shares cutstanding 144,700 142,87% 142,307

Contributions to operating revenues and operating incomes by the Ccmpany's
telephone and other operations for each of the years in the three-year period
ended December 31, 2003 were as follows:

Year ended December 31, 2003 2002 200z

Operating revenues

Telephone operations 87.0% 7.9 g2.7
Other operations 13.0% iZ.L i,z
Operating income
Telephone opsarations 91.7% 2i.¢ 9z. 7
Other operations 8.3% 7.0 5.2
Corporate overhead costis allocable
to discontinued operations -% (2.0} (é.%}

In addition to historical information, this management's discussicn and
analysis includes certain forward-looking statements that are based on current
expectations only, and are subject to a number of risks, uncertainties arnd
assumptions, many of which are beyond the contrel of the Company. Actual events
and results may‘differ materially from those anticipated, estimated or projected
if one or more of these risks or uncertainties materialize, or if underlying
assumptions prove incorrect. Factors that could affect actual results ifaclude
but are not limited to: the timing, success and overall eifects of competition
from a wide variety of competitive providers; the risks inherent in rapid
techneological change; the effects of ongoing changes in the regqulation ¢f the
communications industry:; the Company's ability to effectively manage its growth,
including integrating newly-acquired businesses into the Company's operations,
hiring adequate numbers of gqualified staff, and successfully upgrading its
billing and other information systems; possible changes in the demand for, or
pricing ©f, the Company's products and services; the Company's ability to
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successfully introduce new product or service offerings on a timely and
cost-effective basis; the Company's ability to collect its receivables from
financially troubled communications companies; other risks referenced from time
to time in this report or other of the Company's filings with the Securities and
Exchange Commission:; and the effects of more general factors such as changes in
interest rates, in tax rates, in accounting policies or practices, in operating,
medical or administrative costs, in general market, labor or economic
conditions, or in legislation, requlation or public policy. These and cother
uncertainties related to the business are described in greater detail in Item 1
included herein. You are cautioned not to place undue reliance on these
forward-looking statements, which speak only as.of the date of this report. The

Company undertakes no obligation {o update any of its forward-looking statements
for any reason,

Telephone Operaticons

The Company conducts its telephone operations in rural, suburban and small
urban comrmunities in 22 states. As of December 31, 2003, approximately 70% of
the Company's 2.4 million access lines were in Wisconsin, Missouri, Alabama,
Arkansas and Washington. The operating revenues, expenses and income o¢f the
Company's telephone operatiens for 2003, 2002 and 2001 are summarized below.

Year ended December 31, . 2003 2002 - 2001

{(Dollars in thousands)

Operating revenues

Local service 3 754,063 604, 580 491,529
Metwork access 1,135,223 972,303 274,458
Other 182,694 156,709 139,746

Operating expenses

Plant operations 505,78% 433,187 380,466
Customer cperations ' 167,594 148,502 ii7,080
Corporate and other 259,635 211,924 186,483
Depreciation and amorcization 450,851 396,866 398,284

Local service revenues. Local service revenuss are derived from the
provision of local exchange telephone services in the Company's service areas.
Of the 5149.5 million (24.7%) increase in local service revenues in 2003, $130.1
million was due to the properties acquired from Verizon in the third quarter of
2002. Of the remaining $19.4 million increase, $8.4 million was due to the
provision of custom calling features to more customers and $5.9 million was due
to increased rates in certain jurisdictions. Of the $113.1 million (23.0%)
increase in local service revenues in 2002, $102.8 millicn was due.to the
acquisition of the Verizon properties in 2002. The remaining $10.3 million
increase was primarily due to a $7.6 million increase resulting from the
provision of custom calling features to more customers and a $1.8 million
increase due to increased rates in certain jurisdictions. Access lines declined
38,400 (1.6%) during 2003 compared tc a decline of 19,600 (1.1%) in 2022
(exclusive of acguisitions). The Company believes the decline in the number of
access lines during 2003 and 2002 is primarily dus to general economic
conditions in the Company's markets and the displacesment of traditionzl wireline
telephone services by other competitive services, including the Company's DSL
product cffering. Even as the economy recovers, the Company believes that any
rebound in access linass will be limited by centinued access line losses caused

Page 28




CENTURYTEL INC - I0-K Filing Date: 12/31/03

primarily by the impact of other competitive services. Based on current

conditions, the Company expects access lines to decline between 1 and 2% for
2004.

Network access revenues. Network access revenues are primarily derived
from charges to long distance companies and other customers for access to the
Company's local exchange carrier {"LEC") networks in connection with the
completion of interstate or intrastate voice and data transmissions. Certain of
the Company's interstate network access revenues 'are based on tariffed access
charges filed directly with the Federal Communications Commission ("FCC"); the
remainder of such revenues are derived under revenue sharing arrangements with
other LECs administered by the National Exchange Carrier Associaticon.-Intrastate
network access reverniues are based on tariffed access charges filed with state

regulatory agencies or are derived under revenue sharing arrangements with other
LECs. .

Network access revenues increased $162.2 million (16.8%) in 2003 and $97.8
million (11.2%) in 2002 due to the following factors:

2003 2002
increase increase
(decrease) {decrease)

{Dollars in thousands)

Acquisitions of Verizon properties in

third quarter 2002 3 146,941 95,014
Increased recovery from the federal

Universal Service Fund (“USFE") . 250 13,832
Cne-time refund of access charges to

interexchange carriers 7,645 (7,645)

Intrastate revenues due to decreassad

minutes of use and decreased access

rates in certain states (6,798) (27,740)
Partial recovery of incressed operating

costs through revenue sharing

arrangements with other telephone companies,

increased recovery from state support

funds and return on rate base 4,116 9,756
Rate changes in certaln “turisdictions 2,472 . 5,600
Revision of prior year rewvenue

settlement agreements e 9,983 1,912
Other, neat {i,689) 4,116

$ 152,920 67,845
As indicated in the chart above, in 2003 the Compzany experiercsad a
reduction in its intrastate revenues (exclusive of the properties ascguired from
Verizon in 2002) of appreximately $6.8 million primarily due to (i) 2 reduction

in intrastate minutes {partially due to the displacement <f minutes oy wireless

and electronic mail services) and (ii) decreased access rztes in certain states.
The corresponding decrease in 2002 compared to 2001 was 527.7 million. The
Company believes intrastate minutes will continue to deciine in. 2004, although

the magnituds of such decrease canncot be precisely estizated.

The Company anticipstes that revenue derived from its revision of prior

year revenus settlement agreements will be lower in 200< compared to 2003
levels. ’

‘Other revenues. Other revenues include revenues rel
selling, installing, maintaining and repairing customer o
telecommunications equipment and wiring {"CPE services"),

ted to (i) leasing,
emise
(ii) providing billing

2
r

Page 29




CENTURYTEL INC - 10-K Filing Date: 12/31/03

and collection sarvices for long distance carriers and (iii} participating in
the publication of local directories. Other revenues increased $26.0 million
(16.6%) during 2003, substantially all of which is due to the properties
acquired from Verizon in the third quarter of 2002. Other revenues increased
£17.0 million {12.1%) in 2002, of which $18.2 million was due to the properties
acquired from Verizon in 2002.

Operating expenses. Plant cperations expenses during 2003 and 2002
increased $72.6 millien {16.8%) and $52.7 millien (13.9%), respectively. Of the
$72.6 million increase in 2003, $74.8 million was due to the properties acquired
from Verizon in the third quarter of 2002. The remaining $2.2 million decrease
was due to a $5.7 million decrease in information technology expenses and a $5.2
million decrease in repair and maintenance expenses. Such decreases were
partially offset by a $4.8 million increase in access expenses and $4.7 million
increase in salaries and benefits. Of the $52.7 million increase in 2002, $58.4
million was attributable to the properties acquired from Verizon in 2002 and
$13.8 million related to increases in salaries and benefits, Such ipncreases were
partially offset by a $16.4 million decrease in access expenses primarily as a
result of changes in certain optional calling plans in Arkansas approved in late
2001 and a $3.0 million decrease in repairs and maintenance expense.

Customey opexations, corporate and other expenses increased ££5.8 million
{(18.5%) in 2003 and $56.% million (18.7%) in 2002. Of the $66.8 million increase
in 2003, $65.4 million related to the Verizon acquisitions in 200Z. The
remaining increass of $1.4 million was due primarily to {i) a $14.9 million
increase in operating taxes, which included a $7.5 million charge arising out of
various operating tax audits in 2003, and {ii) a $6.7 million incresass
information technology expenses largely attributable to the Compary’
development of the new billing system described beleow under "Developmesnt of
Billing System™. Such lncreases were partially offset by (i} a $1¢.0 million
decrease in the provisiorn for uncellectible receivables {(as 2002 wzs zdversely
inpacted by the establishment of a $15.0 million reserve for uncollectible
receivables primarily related to the bankruptcy of MCI {formerly %orldCom,

1
se in
s

Inc.), whereas 2002 was positively impacted by a $5.0 million reduz:iozn in the
provision for uncoilectible receivables due to the partial recovery oI amounts
previously written off reiated to the bankruptcy of MCI) and (ii)
decrease in custemer service expenses. Of the $56.9% million incre
$47.2 million related to the Verizon acquisitions in 2002. The re
increase of $9.7 million was due primarily to a $7.7 million incrs

salaries and beneiizs, 2 54.6 million increase in customer service zxpenses and
a $3.9 million increase in the provision for uncollectinle receivaties
(attripbutable to :the above-mentioned establishment of 2 515.0 milil

for uncollectible receivebles primarily related to the bankruptcy
was partially offs b

4.6 million
e in 2002,

[T

zn1 $11.1 million reduction in the provisicr
s for non-carrier customers}. Such increa

.

incollectible recsivapla are
partially offset &y a 55.0 million decrease in operating taxes and 1.4
millicon decrease in expenses related to the provision of CPE services.

Depreciation and aznrtization increased $54.0 mililion (13.6%, In 2003 and
decreased $51.4 miillion {C.4%) in 2002. Of the $5%4.0 million increzse in 2003,
$50.9 million was due to rhe properties acquired from Verizon in Z702. The
remaining increase is primarily due tc an increase in depreciation expense due
to higher levels of plant in service in incumbent markets. Qf the 51.< million
decrease in 2002, $58.0 million related .to ceasing amortization of goocdwill
effective January i, 2002 in accordance with the provisions of SFa3 142. Such
decrease was substznrially offset by $38.0 million of depreciatlion and
amortization related to the properties acguired from Verizon in 20¢2 znd a $21.8
million increase in depreciation expense due to higher levels of vlznt in
service in incumbent markets. The composite depreciation rate for the Company's

i

telephone properties was 7.0% for 2003, 6.9% for 2002 and 6.8% for 2001.

Qther. For zdditiconal information regarding certain matters —hat have

impacted or may impact the Company's telephone coperations, see "Regulation and
Competition”.
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Other Operaticns

Other operations includes the results of continuing operations of
subsidiaries of the Company which are not -included in the telephone segment
including, but not limited to, the Company's non-regulated long distance
operations, Internet operations, competitive local exchange carrier (“CLECY)
operations and fiber transport operations. During 2003, the Company paid $55.2
million cash to acquire fiber transport assets in five central U.35. states
(which the Company operates under the name LightCore). The operating revenues,

expenses and income of the Company s other coperations for 2003, 2002 and 2001
are summarized below.

Year ended December 31, 2003 2002 2001

{Dollars in thousands)

Operating revenues

Long distance 5 173,854 146,536 117,363
Internet 79,933 58, 665 39,057
Other 54,948 33,203 17,351

308,765 238,404 173,771

Operating expenses
Cost of sales and operating

expenses 226,693 180,076 142,919
Depreciation and amortization 19,790 14,760 8,754
246,483 194,836 151,673

Cperating lncome $ 62,282 43,568 22,098

Long distance revenues increased $27.3 million {18.7%) and $25.2 million
(24.9%) in 2003 and 2002, respectively. The $27.3 million increase in 2003 was
primarily attributable to the growth in the number of customsers and increased
minutes of use ($32.6 million), primarily due to penetration of the markets
acquired from Verizon in 2002. Such increase was partialily offset by 2 dacrease
in the average rate charged by the Company ($3.3 million). The 529. 2 millien
increase in 2002 was primarily attributable to the growth in the numzer of
customers and incresased average minutes of use ($34.8 million}..partially offset
by a decrease in the average rate charged by the Company per minute <f use ($5.8
million}. The Company anticipates that increased competition will centinue to
place downward pressure on rates. The number of long distance customers as of
Decemper 31, 2003, 2002, and 2001 was approximately 769,760, 648,790, and
465,870, respectively.

Internet revenues increased $21.3 million (36.3%} in 2003 and 319.6
million (50.2%) in 2002 due primarily to growth in the number of cusiomers,
principally due to the expansion.cf the Company's DSL product offering.

Other revenues increased $21.7 million (65.%%) primarily due to {i) $16.7
million of revenues assoclated with the Company's LightCore operations and (ii)
a $4.3 millicn increase in revenues in the Company's CLEC business primarily due
te an increased number of customers, including those acquired in cennection with
the purchase of certain CLEC operations on February 28, 2002. Other revenues
increased $15.9% million in 2002, of which $15.1 ﬁllllon was due to increased

revenues in the Company's CLEC business, primarily due to the above-referenced
CLEC acguisition in ezarly 2002.

Cost of sales and operating expenses increased $46.6 million (25.8%) in
2003 primarily due to (i) a $14.6 million increase in expenses assoclated with
the Company's long distance operaticns (of which $7.4 million was dus to
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increased payments to other carriers due to higher minutes of use partially
offset by a decrease in the rate per minute of use; $2.8 million was due to an
increase in the provision for doubtful accounts; and $2.4 million was due to an
increase in billing and collection costs): (ii) a 316.4 million increase in
expenses associated with the Company's Internet operations due to an increase in
the number of customers; and {(iii) a $10.4 million increase in expenses
associated with the Company's LightCore operations.

Cost of sales and operating expenses increased $37.2 million (26.0%) in
2002 primarily due to (i) a $23.9 million increase in expenses associated with
the Company's long distance operations (of which $13.4 million was due to
increased payments to other.carriers due to higher minutes of use partially
offset by a decrease in the rate per minute of use; $5.3 million was related to
increased sales and marketing costs; $2.2 million was due to an increase in the
provision for doubtful zcecounts; and $2.3 million was due to an increase in
killing and collection costs); (ii) an $11.8 million increase in expenses
associated with the Company's CLEC coperations primarily due te the expansion of
the business and coperations acquired in the first quarter of 2002; and (iii) a
$12.3 million increase associated with expanding the Company's Internet
operations due to an increase in customers. Such increases were partially offset
by a $7.4 million reduction in expenses primarily due to the increased
intercompany profit with regulated affiliates (the recognition of which in

accordance with regulatory accounting principles acts to offset operzting
expenses) .

Depreciation and zmortization increased $5.0 million in 2003 an
million in 2002 primarily due to increased depreciation expense in th
CLEC and fiber transport businesses (including LightCore).

ol
o}
]

Certain of the Cempany's service subsidiaries provide managerial,
operational, technical, accounting and administrative services, along with
materials and supplies, to the Company's telephcone subsidiaries. In zzccrdance
with regulatory accounting, intercompany profit on transacticons with regulated
affiliates has-not been eliminated in connection with consclidating the results
of operations of the Company. When the regulated operations of the Cemp
longer qualify for the application of Statement of Financlal Account
Standards No. 71, "Accounting for the Effects of Certain Types cf Reg:
{("SFAS 71"), such intercompany profit will be eliminated in subsequer= ZIZlnancial
statements, the primary result of which will be a decrease in operating =sxpenses
applicable to the Company’'s telephone operations and an increase in cosiating
expenses applicable to the Company's other operations. Tne amount of
intercompany profit with regulated affiliates which was not eliminatzsi wa

21y no

approrximately $28.5 miilien, $29.5 millien and $22.0 miliion in 2003, Z122 and
2001, respectively. tor additional information applicazble to SFAS 71, s==
"Regulation and Competition -- Other Matters.™
INTEREST ExXPzHSE

Intersst expense increased $4.92 million in 2003 primarily dus 2 37.5
million of interest assoclated with various operating tax audits. 5Such Increase
was partially offset by reduced interest expense due to a decrease io avarage

debt outstanding.

average debt outstanding and decreased rates.
INCOME FROM UNCCNSOLIDATEZD CELLULAR ENTITY

Income from unconsolidated celiular entity was $6.2 million in 20%3, $53.6

million in 2002 and $7.6 millien in 2001l. Such income represents tha Corpany's
share of income from its 49% interest in a cellular partnership.

NONRECURRING GAINS AND LOSSES, NET

In 2002, the Company recorded a pre-tax gain cof $3.7 million from the sale
of a PCS license.
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In 2001, the Company's net favorable nonrecurring pre-tax gains were $33.0
million. The Company recorded a pre-tax gain on the sale of its remaining shares
of Illuminet Holdings, Inc. ("Illuminet") common stock aggregating $54.6 million
($35.5 millicn after-tax; $.25 per diluted share) and a pre-tax gain of $4.0
million ($2.6 million after-tax; $.02 per diluted share) on the sale of cartain
other assets. Additionally in 2001, the Company recorded pre-tax charges of
$25.5 million (3$16.6 million after-tax; $.12 per diluted share) due to the
write-down in the value of certain non- operatlng investments in which the
Company owns a minority interest.

OTHER IWCOME AND EXPENSE

Cther income and (expense) was $2.2 million in 2003, ($63.8 million} in
2002 and 532,000 in 2001. Included in 2002 was a $59.% million pre-tax charge
related to the Company's payment of premium in connection with redeeming its
Series I remarketable notes, net of unamortized premium.

INCOME TAX EXPENSE

The Ceompany's effective income tax rate (from continuing cperations) was
35.2%, 35.3% and 38.0% in 2003, 2002 and 2001, respectively. The decrezse in the
effective tax rate in 2002 compared to 2001 is primarily attributable to the
effect of ceasing amortization of goodwill (some of which was nondeductible for
tax purposes) effective January 1, 2002 in accordance with the provisions of
SFAS 142. In 2003, the Company reduced the valuation allowance related to net
state operating loss carryforwards as it was more likely than not that future
taxable income will be sufficient tc enable the Company to utilize a portion of
the operating loss carryforwards. For additional information, see Note 12 to the
Company's consolidated financial statements appearing elsewhere in this report.
The Company expects its effective income tax rate to increase in 2004 dus to an
increase in the effective state income tax rate.

DISCONTINUED OPERATIONS

On August 1, 2002, the Company sold substantially all of its wireless
operations to Alltel and certain other purchasers for an aggregate of
approximately $1.59 billicn in cash. As a result, the Company's wireless
operations for 2002 have keen reflected as discontinued operations in the
Company's consolidated financial statements. The results of operations for 2001
have been restated to conform toe the 2002 presentation. The fcllowing table
summarizes certain informaticn concerning the Company's wireless operations for
the periods presented.

Year ended Decenber 31, 2002 2001

{Dollars in thousands)

Cperating revenues . 5 246,705 437,965
Operating expenses, exclusive of
corporate overhead costs of §11.3

million and $20.2 million (175,447 (305,351)
Income from uncensolidated

cellular entities 25,768 19,868
Mincrity interest expense (8,569) {11,510}
Gain on sale cf discontinued operations 803, 905
Nonrecurring gains - 166,928
Other income ) 188 4,707
Income tax expense {284, 459) (118, 657)

Income from discontinued operations,
net of tax 5 608,091 193,950
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Included in operating expenses for 2002 is a $30.5 million charge
associated with a write~cff of all amounts expended to develop the wireless
portion of the Company's billing system currently in development. Depreciation
and amcrtization of long-lived assets and amortizable intangibles related to the
Company's wireless operations ceased effective March 19, 2002, the date of the
Company's definitive sales agreement with Alltel. Such cessation of depreciaticon
and amortization had the effect of reducing depreciation and amortization
expense approximately $20 million in 20G2.

The Company recorded an 3803.9 million pre-tax gain on the sale of
substantially all of its wireless business in the third quarter of 2002.

Nonrecurring gains for 2001 .relate te the sale of 30 PCS licenses to Leap
Wireless International, Inc.

For further information, see Notes 3 and 13 to the Company's consolidated
financial statements appearing elsewhere in this report.

ACQUISITIONS AND RELATED FINANCING ARRAMGEMENTS

On July 1, 2002, the Company completed the acguisition of approximately
300,000 telephone access lines in the state of Alabama from Verizon for
approximately $1.022 billion cash. On August 31, 2002, the Company ccmcleted the
acquisition of approximately 350,000 telephone access lines in the stzzz of
Missouri from Verizon for approximately $1.179 billien cash.

On May &, 2002, the Company issued and scld in an underwritten poblic
offering $500 million of eqguity units. Wet proceeds to the Company fr
issuance were approximately $483.4 wmillicn, Each of the 20 million ec
issued was priced at %25 and consists initially of a beneficial inter
CenturyTel senior unsecured note with a principal amount of $25 and & contract
to purchase shares of CenturyTel common stock no later than May 2005, The senior
notes mature in May 2007. Each purchase contract will generally resulrz the
helder to purchase ketwsen .6%44 and .8741 of a share of CenturyTel cozmmon stock
in May 2005 based on the then current price of CenturyTel common sIocX in
exchange for $25, subject to certain adjustments and exceptions. Acceriingly,
upon full settlement of the purchass contracts in May 2005, the Company will
receive proceeds of 550¢ million and will deliver betwsza 13.9 millicn and 17.5
miliion common shares in the aggregate. The senior notes are pledged ty the
holders to secure their obligations under the purchase conktracts.
distributions on the eguity units will be at an initiaz. annual rsz
consisting of'interest (6.02%} and contract adjusimsnt payments (
payable quarterly. On or after mid-February 2003, the senior note
remarketed, at which time the remarketing agent will raset Lhe inzzrasz:
the senior notes in order to generate sufficient procssds to sscu
obligation under the purchase contract. In the event cf an unsucc
remarketing, the Company will exercise its right as a secured parzy

o dispose
of the senior notes and satisfy in full the holder's opligation te purchase
common stock under the purchase contract.

On July 22, 2002, the Company entered into $800 million of crediz
facilities, consisting of a $533 millien three-year facility and & $2%7 millicn
364~day revelving facility which lapsed during 2003. These facilities replaced
credit facilities that matured during the third quarter of 2002.

In the third quarter of 2002, the Company issued $500 millicn ¢ senior
notes due 2012 (which bear interest at 7.875%) and $165 million of convertible
senior debentures (which bear interest at 4.75% and which may be converted into
shares of CenturyTel common stock at a conversion price of $40.455 per share).

The Company used proceeds from the sale of equity units, sernicr notes and
convertible senior debentures, along with the $1.5%3 billion cash proceads
received from the sale of substantially all of the Company's wireless operations
and utilization of its credit facilities, to finance the third quarter 2002
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acquisitions of telephone properties in Alabama and Missouri from Verizon which
aggregated $2.201 killion, the redemption of $400 million principal amount in
remarketable debt securities (plus an associated $71.1 million premium payment)
in October 2002, and the Company's fourth guarter 2002 estimated tax pzayment,
whnich aggregated $290 miliion and included the obligation to pay tixszs
assoclated with the sale of substantially all of its wireless opera:

In June and December 2003, the Ceompany purchased certain fiber transport
assets for an aggregate of approximately $55.2 million. In the fourth gquarter of
2003, the Company acquired an additional 24.3% interest in a telephone company
in which it owned a majority interest for $32.4 million cash.

ACCOUNTING PRONQUNCEMENTS

Oon January 1, 2003, the Company adopted Statement of Financial Azzounting
Standards No. 143, "Accounting for Asset Retirement Obligations" ("2 143™y,
which addresses financial accounting and reporting for legal obliga* s,
assoclated with the retirement of tangible long-lived assets and reguires that
the fair value of a liability for an asset retirement obligation be rezzgnized

in the pericd in which it is incurred and be capitalized as part o zhe book
value of the long-lived asset.

Although the Company generally has had no legal obligation to zamcve

cbsolete assets, depreciation rates of certain assets established by rszulatory
authorities for the Company's telephone operations subject to Stateman
Financial Accounting Standards Mo. 71, "Accounting for the Effects ¢f Certain
Types of Regulation" ("SFAS 71"), have historically included a comge
removal costs in excess of the related estimated salvags value. doiw!
the adeption of SFAS 143, SFAS 71 requires the Company to continue
this accumulated liability for removal costs in excess ¢l salvage valu
though there is no legal obkligation to remove the assets. For the Cz
telephone operaticns acquired from Verizon in 2002 and its other cparzzions
{neither of which are subject to SFAS 71}, the Company hzs not accr:
liability for anticipated removal costs in the past. For these

adoption of SFAS 143 did not have a material effect on the Comp
statements.

for
~standing

In May 2003, the Financial Accounting Standards Board issusgd 2
Financial Accounting Standards Wo. 130, “Accounting for Zinancial I-s-ruments
with Characteristics of both Liakbilities and Equity™ ("37AS 150™)
provides standards for how an issuer classifies and measures cer

ta rancial
instruments with characteristics of both liabilities and equity. § ZED is
effective for financial ‘instruments entered into or modified afrer 21, 2003
and for pre-existing instruments as of the beginning of zhe first = period
beginning after June 13, 2003. The adoption of SFAS 150 did not n= sterial
"impact on the Company's financial cendition or results of operaticns.
In December 2002, the Financizl Accounting Standards Board L

Statement of Financial Accounting Standards No. 148, "Accounting £ ssck-Based
Compensation” (YSFAS 148"). SFAS 148, effective for fiscal years eniizg after
December 15, 2002, amends Statement of Financial Accounting Stands 123,

"Accounting for Stock-Based Compensation" ("SFAS 123"} to provide native
methods of transition for a voluntary change to the fair value mex:
accounting for stock-based compensation. In addition, SFAS 148 aments <he

disclosure requirements of SFAS 123 to require prominent disclosure iz both
annual and interim flnanc‘al statemsnts about the method of accountinz Zor

5 rasults.
The Company has elected to account for employee stock-based compﬂﬂ~— on using

the intrinsic value method in accordance with Accounting Principles 3Soar

Opinien No. 25, "ARccounting for, Stock Issued to Employees," as allgwsd by SFAS
123.

In November 2002, the Emerging Issues Task Force ("EITE") resa
consensus on EITF 00-21, "Accounting for Revenue Arrangements with Multip
Element Deliverables." This release addresses how to account for arrangaments

—&all
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that may involve the delivery or performance of multiple products, services or
rights te use assets. Under this release, revenue arrangements with multiple
deliverables should be divided into separate units of accounting based on their
relative fair value. The final consensus was applicable to agreements entered
into in periods beginning after June 15, 2003. The adoption of EITF 00-21 did
not have a material impact on the Company's results of operaticns.

CRITICAL ACCOUNTING POLICIES

The Company's financial statements are prepared in accordance with
accounting principles that are generally accepted in the United States. The
preparation of these financial statements regquires management to make estimates
and judgments that affect the reported amounts of assets, liabkilitles, revenues
and expenses. Management continually evaluates its estimates and judgments
including those related to (i) revenue recognition, (ii} allowance for doubtful
accounts, {iii) purchase price allocation, (iv) pension and postretirement
benefits and (v} leong-lived assets. Actual results may differ from these
estimates. The Company believes the following critical accounting policies
involve a higher degree of judgment or complexity.

Revenue recognition. Certain of the Company's telephone subsidiaries
participate in revenue sharing arrangements with other telephone companies for
interstate revenue and for certain intrastate revenue. Under such sharing
arrangements, which are typically administered by gquasi-governmental agsncies,
participating telephone companies contribute toll revenue or access chavges
within state jurisdicticns and access charges in the interstate market. These
revenues are pooled by the administrative agencies and used to relmburss
exchange carriers for their costs. Typically, participating companies hzve 24
months to update or correct data previously submitted. As & result, revsnues
earned through the various sharing arrangements are initially recorded tased on
the Company's estimates. Historically, revisions of previous revenue estimates
have not been material.

Certain cf ‘the Ceompany's telephone subsidiaries file tariffs direcszly with
the Federal Communications Commission ("FCC") for certain interstate revsnhues.
Generally, the Company records such revenue at the authorized rate of rszurn
prescribed by the FCC. If amounts are billed in excess of the authorized rate of
return, such excess is subject to refund upon rsguest from other
telecommunications czrriers and customers. Amounts not reguastad Zor relund by
carriers or custom are recognized as revenues at the end
period, which is g rally 33 months subsequent to the two-y
periods. Ses bote to the Company's consolidated financizl
appearing elsewhere in this repecrt for additional informaticr.

-3
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Allowance for deoubtful accounts. In evaluating the coliectibility I its
accounts receivable, the Company assesses a numper of factors, including a
specific customer's or carrier's ability to meet its financiz: obligaticns to
the Company, the length of time the recelvable has been past duge and hiztorical
collection experience. 2ased on these assessments, the Ceompany records z:zth
specific and general reserves for uncollectible accounts receivable to rsduce
the related accounts receivable to the amount the Company ultimately expscts to
collect from customers and carriers. If circumstances change or economic
conditions worsen such that the Company's past collection experience is o
longer relevant, the Company's estimate 0f the recoverability of its accounts
receivable could be further reduced from the levels reflected in the
accompanying consolidated balance sheet.

Purchase price allocation. For the properties acquired from Verlzen in
2002, the Company allocated the aggregate purchase price to the assets zzquired
and liabilities assumed based on fair value at the date of acguisition. The fair
value of property, olant and equipment and identifiable intangible asssts was
determined by an independent appraisal of such assets. The fair wvalue of the
postretirement benefit cobligation was determined through actusrial valuations.
The fair value ©of current assets and current liabilities was zssumed te
approximate the recorded value at acquisition due to their short maturity. The
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remaining unallocated acquisiticon cost was considered goodwill.

(=]
financial statements related to pension and postretirement benefits a
determined on an actuarial basis, which utilizes many assumptions in
calculation of such amounts. A significant assumption used in deter ng the
Company's pension and postretirement expense is the expected long-tern rate of
return on plan assets. For 2003, the Company lowered its expected long-term rate
of return on plan assets to B.25%, reflecting the expected mederation of

long-term rates of return in the financial markets. For 2002, such exvected
return was assumed to he 10%.

Pension and postretirement benefits. The amounts recognized in th
re

Another assumption used in the determinaticn of the Company's pe:sion and
postretirement benefit plan obligations is the appropriate discount rz=e, which
is generally based on the yield on high-quality corporate bends. The Company
lowered 1ts assumed discount rate to 6.0% at December 31, 2003 from £€.75% at

December 31, 2002. Changes in the discount rate do not have a materisl impact on
the Company's results of operaticns.

See "Pension and Medical Costs" for additional information,

Intangible and long-lived assets. Effective January 1, 2002, the
was subject to testing for impairment of long-lived assets under two -
accounting standards, Statement of Financial Accounting Standards No. 142,
"Goodwill and Other TIntangible Assets™ ("SFAS 142") and Statemsnt of
Accounting Standards No. 144, "Accounting for the Impairment or Disp
Long-Lived Assebs"™ ("SFAS 144").

(8]

n
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STAS 142 requires goodwill recorded in business combinations t©
reviewed for impairment at least annually and requires write-downs cn_y in
periods in which the recorded amount of goodwill exceeds the fair valis. Under
SFAS 142, impairment of goodwill is tested by comparing the fair valus of the
reporting unit te its carrying value {(including goodwill}. Estimates <I the fair
value of the reporting unit are based on valuation models using technizlies such
as multiples of earnings (befcre interest, taxes and depreciation an
amortization). If the fair vzlus of the reporting unlt is less than
value, a second calculation is required in which the implied fair +
goodwlill is compared to its carrying value. If the implied fair vaiue
goodwill is less than its carrving value, goodwill must ke written dzwn to its
implied fair wvalue. The Compsny completed the required annual test o
impairment (as of September 33, 2003) under SFAS 142 and determined :-
is not impaired as of such dats., Prior to January 1, 200Z, substantizl.
the Company's goodwill was amortized cover 40 years. The ZTompany's am:
of goodwill for the year end=cg December 31, 2001 totaled approximatzsl- 369.2.
million.

carrying

o
Hy

goodwill
v all of

Under SFAS 144, the carrying value of long-iived zssets other Iozan
goodwill is reviewed for impzirment whenever events or sircunmstance:s —~dicate
that such carrying amount cannot be recoverable by assessing the ractvzrability
of the carrying value through estimated undiscounted net cash flows sicescted to

be generated by the assets. If the undiscounted net cash flows are than the
carrying walue, an impairment loss would be measured as the excess ol =he
carrying value of a long-lived asset over its fair value.

For additional information on the Company's critical accounting zolicies,
see "Accounting Pronouncements” and "Regulation and Competition - Other
Matters”, and the footnotes to the Company's consclidated financial s:tztements.

INFLATION

The effects ¢f increased costs historically have besesn mitigateZ vy the
Company's ability to recover certain costs over time applicable to 1tz regulated

telephone operations through the rate-making process. Possible futurs rsgulatory

changes and the continued movement toward alternative forms of regulz-ion for
intrastate operations may alter the Company's ability to recover incrzased costs
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in its regulated operations. For the properties acquired from Verizon in 2002,
which are regulated under price-cap regulation for interstate purposes, price
changes are timited to the rate of inflation, minus a productivity offset. For
additional infeormation regarding the current regulatory environment, ses
"Regulation and Competition."” RAs operating expsnses in the Cempan,'s
necnregulated lines of business increase as a result of inflation, the Company,
to the extent permitted by competition, attempts to recover the costs by
increasing prices for its services and equipment.

MARKET RISK

The Company is exposed to market risk from changes in interest rates on
its long-term debt opligations. The Company has estimated its market risk using
sensitivity analysis. Market risk is defined as the potential change in the fair
value of a fixed-rate debt obligation due to a hypothetical adversa change in
interest rates. Fair value of long-term debt obligations is determined based on
a discounted cash flow analysis, using the rates and maturities o these
cbligations compared to terms and rates currently available in the long-term
financing markets. The results of the sensitivity analysis used tec estimate

market risk are presented below, although the actual results may ¢iffer from
these estimates.

At December 31, 2003, the fair value of the Company's long-iarm debt was
estimated to be $3.4 killion based on the overall weighted averags rats of the
Company's long-term debt of €.4% and an overall weighted maturity of 10 years
compared to terms and rates currently available in long-term finazcing markets.
Market risk is estimated as the potential decrease in fair value o2 the
Company's long-term debt resulting from a hypothetical increase of 64 basis
points in interest rates {ten percent of the Company's overall wzizhted average
borrowing rate). Such an ilncrease in interest rates would result i:
approximately a $143.9% million decrease in the fair value of the Company's
long-term debt. As of December 31, 2003, after giving effect to inzerest rate
swaps currently in place, approximately 84% of the Company's lons-term dabt
obligations were fixed rate,

The Company seeXs to maintain a favorable mix of fixed and variable rate
debt in an effort to limit interest costs and cash flow volatility resulting
from changes in rates. fzom time to time, the Company uses derl Ve
instruments to (i) lcck-in or swap its exposure to changing or b

rates for fixed intere
rates for variable 1
procedures for risk

rates or (i1) - to swap obligations to p

=st rates. Tne Company has established

ssment and the approval, reporting and

derivative instrument activities. The Company does not 'hold or

financial instruments for trading or speculative purposes. Mzna T

periodically reviews the Company's exposure to interest rate f[luz:u
implements strategies to manage the exposure.-

o

e
<
<
e

At December 31, 2303, the Company had outstanding four £
interest rate hedges zssociated with the full $500 million agg
amount of its Series L senior notes, due 2012, that pay intere
of 7.875%. These hedges are "fixed to variable" interest rate

incipal
ixed rate

oen tg D

these notes into cbligations to pay variable rates that range from the six-month
London InterBank Offered Rate ("LIBOR™) plus 3.228% tc the six-month LIBOR plus
3.67%, with settlement and rate reset dates occurring each six months through
the expiration of thz hedges in August 2012. At December 31, 2003, the Company
realized a rate under these hedges of 4.8%. Interest expense wes raduced by $7.7
million during 2003 as a result of these hedges. The aggregate fair market value
of these hedges was 511.7 millicn at December 31, 2003 and is reiflected both as
a liability and as a decrease in the Company's underlying long-term d2bt on the
December 31, 2003 balance sheet. With respect to these hedges, marxet risk is
estimated as the potential change in the fair value of the hedge rssulting from
a nhypothetical 10% increase in the forward rates used to determins the fair
value. A hypothetical 10% increase in the forward rates would result in a $17.8
million decrease in the fair value of these hedges.

-
e
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Effective May 8, 2003, the Company terminated a fair value interest rate
hedge associated with $500 million aggregate principal amount of its Series H
senior notes and received $22.3 million cash upon settlement, which represented
the fair value of the hedge at the termination date., Such amount will be

amortized as a reduction of interest expense through 2010, the maturity date of
the Series H notes.

DEVELOPMENT OF BILLING SYSTEM

The Company is in the process of developing an integrated billing and
customer care system which will provide the Company with, in addition to
standard billing functionality currently being provided by its legacy system,
custom built hardware and software technology for more efficient and effective
customer care, billing and provisioning -systems. The costs to develop such
system have been accounted for in accordance with Statement of Position 98-1,
"Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use" ("SOP 98-1"). The capitalized costs of the system aggregated
$163.5 million {(before accumulated amortization) at December 31, 2003. The
Company began amortizing its billing system costs in early 2003 (over a 20-year

period) based on the total number of customers that the Company has migrated to
the new syscem.

The system remains in the development stage and has required
substantially more time and monsy to develop than originally anticipated. The
Company currently expects to complete all phases of the new system no later than
mid~2005 at an aggregate capitalized cost in accordance with 80P 9$8-1 of
approximately $200-215 million {(exclusive of previcusly-disclosed write-offs).
In addition, the Company expects to incur additional costs related to completion
of the project, including (i) approximately $15 million of customer service
related and data conversion costs (the majority of which are expected to be
incurred in 2004) that will be expensed as incurred and (ii} $10 million of
capitalized hardware costs {which will be amortized over a three-year period).
The estimates above do not include any amounts for maintenance or on-going
support of either the old or new system, and are based on assumptions regarding
variocus future events, several of which are beyond the Company's control. There
s no assurance that the system will be completed in accordance with this
schedule or budget, or that the system will functlon as anticipated. If the
system does not function as ankticipated, the Company may have to write off part
or all cf 1is development costs and furthar explore its other billing zand
custeomer care system alternatives.

oI

PENSION AMND MEDICAL COSTS

During the past sevaral vears, the Company's employee benefit eupenses,
including defined benefit pensicon expenses and pre- and post-retirement medical
expenses, have increased due to rising medical costs, the decline of eguity
markets in recent years prior to 2003 and record low interest ratés. During
2003, such costs {including the effect of the Verizon acguisitiens in 2002)
increased approximately $1%9.3 million over 2002. As a result of continued
increases in medical costs, the Company discontinued its practice of subsidizing
post-retirement medical benefits for persons hired on ¢r after January 1, 2003.
In addition, the Company announced changes, effective Jaznuary 1, 2004, that
would decrease its subsidization of benefits provided under its postretirement
medical plan. The amount of the Company's .cost savings will be dependent upon
several factors, including the age and years of service of the Company's
retirees. The Company alsc lowered its expected long-term return on plan assets
for its pension and post-retirement plans to 8.25% for 2003 compared te 10% for
2002. Pension and medical costs are anticipated to increase between $6-3
million in 2004 compared to 2003 levels,

LIQUIDITY AND CAPITAL RESCURCES
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Excluding cash used for acquisitions, the Company relies on cash provided
by operations to provide for its cash needs. The Company's operations have
historically provided a stable source of cash flow which has helped the Company
continue its long-term program of capital improvements.

Operating activities. Net cash provided by operating activities from
continuing operations was $1.068 billion, $793.4 million and $572.9 million in
2003, 2002 and 2001, respectively. The Company's accompanying conselidated
statements of cash flows identify major differences between net income and net
cash provided by operating activities for each of those years. For additicnal
information relating to the continuing and discontinued operations of the
Company, see Results of Operations.

Investing activities. Net cash used in investing activities from
continuing operations was $464.6 million, $2.623 billiion and $417.2 million in
2003, 2002 and 2001, respectively. Cash used for zcquisitions was $86.2 million
in 2003 (primarily due to the acquisitions of fiber transport assets and the
acguisition of an additional 24.3% interest in a telephone company in which the
Company owns a majority interest), $2.245 billion in 2002 (substantialily all of
which relates to the 2002 Verizon acquisitions) and $47.1 millien in 200:.
Proceeds from the sales of assets were $4.1 million in 2002 {excluding the
Company's 2002 wireless divestiture) and $58.2 million in 2001. Capital
expenditures from continuing operations for 2003 were $317.4 millicn for
telephone operations and $60.6 million for other operations. Capital
expenditures from continuing operations during 2002 and 2001 were $38¢.7 million
and $435.5 million, respectively.

Financing activities. Met cash provided by {used in) financing aczivities
from continuing operations was ($403.8) million in 2003, 3$504.3 millien In 2002
and ($395.4) million in 2001. Net payments of debt were $432.3 millicn i 2003.

Proceeds from the issuance of debt, net ¢f debt payments, were $531.4 million
during 2002, compared to net payments af debt of $375.6 millicn during Z201.

Cn May ©, 2002, the Company issued znd scld in an underwritzen Tuolic
offering $500 million of equity units. Net proceeds to the Company from Iails
issuance were approximately $483.4 million., Each of the 20 million egui< units

issued was priced at 525 and consists inizially of a beneficial intsresz- in &

to purchase shares of CenturyTel commeon stock ne later than May 20065,
notes will mature in May 2007. Each stock purchase contract will gens
regquire the holder tc purchase betwsen .6%44 and .B741 of a share of
common stock in May 2005 in exchange for £25, sutisct to certain adj
exceptions. The total distributions on the sequity units will be at an
annual rate of 6.873%, consisting of intersst {(£.02%) and contract ‘agt:
payments (0.855%). For additional informazion, ss=e Note 6 to the Company's

consolidated financial statements appearing elsewhere in this report.

On July 22, 2002, the Company enter=d into $800 million of cre
facilities, consisting of a $533 million three-year facility and a $2

renew its $267 million 364-day facility in 2003.

In the third guarter of 2002, the Company issued 5500 million c¢f senior
notes due 2012 (which bear interest at 7.575%) and $165 million of con-
senior debentures (which bear interest at 4.75% and which may ke conve
shares of CenturyTel common stock at a conversion price of $40.455 pex s
Holders of thez convertible senior debentures will have the right to re
Company to purchase all or a portion of the debentures on August 1, 2003%, August
1, 2010 and August 1, 2017 at par plus any accrued and unpaid interes:t to the
purchase date. For additional information, see ligte © to the Company's

consolidated financial statements appearing elsewhere in this report.

On August 1, 20062, the Company sold substzantially all of its wireless

operations to Alltel and certain other purchasers for an aggregate of
approximately $1.59 bkillion cash.
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The Company used proceeds from the sale of equity units, senior notes and
convertible senior debentures, along with the proceeds received from the sale of
the Company's wireless operations and utilization of its $800 million credit
facilities, to finance the third quarter 2002 acquisitions of telephone
properties in Alabama and Missouri from Verizon which aggregated $2.201 biliion,
the redemption of $400 million principal amount in remarketable debt securities
(plus an associated $71.1 million premium payment) in October 2002 and the
Company’'s fourth quarter 2002 estimated tax payment, which aggregated $23%0
miliion and included the cbligation to pay taxes asseciated with the sale of
substantially all of its wireless operations..

In second quarter 2001, the Company completed the sale of 30 PCS operating
licenses for an aggregate of $195 million to Leap Wireless International, Inc.
The Company received approximately $108 million of the purchase price in cash at
closing and the remainder was ceollected in installments through the fourth
guarter of 2001. Such proceeds, and the proceeds from the Company's
above-described divestiture of its wireless operations in 2002, are included as
net cash provided by discontinued operations on the statements of cash flows
appearing elsewhere in this report. In third guarter 2001, the Company sold its
remaining shares of its investment in Illuminet common stock for an agygregate of

approximately $58.2 million. Proceeds from these sales were used to repay
indebtedness.

Other. Budgeted capital expenditures for 2004 total $290 miliion for
telephcne operaticns and $110 million for other operations. The Cempany
anticipates that capital expenditures in its telephone operations will continue
to include the upgrading of its plant and equipment, including its digital
switches, to provide enhanced services, particularly in its newly acqguired
markets, and the installation of fiber coptic cable.

The feollowing table contalns certain informatien concerning the
Company's material contractual cobligations as of December 31, 2003.

Payments due by period

Less than After
Contractual obligaticns Total 1 year 1-3 years 5~5 years 5 years

{Dollars in thousands)

Long-term debt,
including current mazurities and
capital lease obli 15 5 3,181,75% 72,453 523,32 (1) 823,397 (2} 1,779,953

(1 Includes $163 millien aggregate principal amount of the Company's

at various dates begi
{2 Includes 55300 =
notes, Series J, due

nipg in 2006,
ilion aggregate principal amount of the Company's sanior
2097, which the Company ls committed o remacket in 2005,

On February 3, 2004, the Company announced that its board ¢of directors
approved a stock repurchase program that will zllow the Company to repurchase up
to an aggregate oI $400 million of either its common stock ¢r convartible equity
units prior to December 31, 2005. The Company commenced purchases under this
plan on February 6, 2004. '

The Company continually evaluates the possibility of acouiring additional
telecommunications operations and expects to continue its long-term strategy of
pursuing the acquisition of attractive communications properties in exchange for
cash, securities or both. At any given time, the Company may be engaged in
discussions or negotviations regarding additional acquisitions. The Company
generally does not announce its acquisitions or dispositions until it has
entered into a preliminary or definitive agreement. The Company may reguire
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additional financing in connection with any such acquisitions, the consummation
of which ceould have a material impact on the Company's financial cendition or
operations. Approximately 4.1 miliion shares of CenturyTel common stock and
200,000 shares of CenturyTel preferred stock remain available for future

issuance in connection with acquisitions under CenturyTel's acquisition shelf
registration statement.

As of December 31, 2003, the Company had available $533.0 million of
undrawn committed bank lines of credit and the Company's telephone subsidiaries
had availaple for use $123.¢ million of commitments for long-term financing from
the Rural Utilities Service and Rural Telephone Bank. The Company has a
commercial paper program that authorizes the Company to have outstanding up to
$1.5 billion in ceommercial paper at any one time; however, borrowings are
limited to the amount available under its credit facility. As of December 31,
2003, the Company had no commercial paper cutstanding under such program. The
Company also has access to debt and equity capital markets, including its shelf
registration statements. At December 31, 2003, the Company held over $203
million of cash and cash equivalents.

Moody's Investors Service ("Moody's"™) rates CenturyTel's long-term debt
Baa2 (with a stable outlook) and Standard & Poor's {"S&P") rates CenturyTel's
long-term debt BBB+ (with a2 stable outlookx}. The Company's commercial paper
program is rated P2 by Moody's and A2 by S&P. Any downgrade in the Company's

ratings cculd adversely impact the Company's ability to issue commercial paper
or use its bank facility

The following table reflects the Company's debt to total capitalizatien
percentage and ratio of earnings to fixed charges and preferred stock dividends
as 0f and for the ysars ended December 31:

2003 2002 2001
Debt to total capitalization 47.8% 54.2 57.0
Ratio of earnings from continuing
operations to fixed charges
and preferred stock dividends 3.33 2.33 2.03

REGULATION ANMD COMPITITION

The communications industry continuss te undergo various fundameats
regulatory, legislati-e, competitive and —=chnelogical changes. These changes
may nave a significant impact on the future financizl performance of ail

communications companies.

Events affecting the communications induszry. In 1996, the United States
Congress esnacted the Telecommunications kot of 13%% (the "18%6 Act"), which
obligates LECs to permit competitors to interconnect their facilities tc the
LEC's network and to take various other szeps that are designed to promo:te
competition. Under the 19960 Act's rural telephcne company exempiion,
approximately 50% of zhe Company's telephone access lines are exempt from
certain of these interconnection requirements unless and until the appropriate
state regulatory commission overrides the exemotion upon receipt from a
competitor of a bona fide request meeting certzin criteria.

During 2003, the FCC released new rules wnich cutline the obligaticns of
incumbent LECs to le=zse elements of their circuit-switched networks con an
unbundled basis to competitors. The new framework eliminates the prior
obligaticn of incumbent LECs to lease their high-speed data lines to
competitors. Incumbent LECS will remain obligated to offer other
telecommunications services to resellers at wholesale rates. These wholesale
rates are based on & forward-locoking cost model and cother terms that
substantially limit the profitability of these arrangements to incumbent LECs.
This new rule alsc provides for a significant role of state regulatory
comrmissions in implementing these new guidelines and establishing wholesale
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service rates. On March 2, 2004, a federal district court of appeals cverturned
the rules previously adopted by the FCC requiring LECs to provide competitors
with discounted access to the LECs networks. The court alsoe ruled that the FCC
should not have given states the authority previously granted. It is expected
that such decision will be aprealed to the Supreme Court. During 2003, the FCC
also sought public comments on whether it shculd make additional chances to its
intercecnnecticen regulations, and instituted a comprehensive review of its
methodologies for establishing wholesale rates.

Prior to and since the enactment of the 1996 Act, the FCC and a number of
state legislative and regulatcry bodies have also taken steps to foster local
exchange competition. Coincident with this recent movement toward increased
competition has been the grad:ial reduction of regulatory oversight of LZCs.
These cumulative changes, coupled with varicus technological developmesnts, have
ied tec the continued growth ¢f various companies providing services thzit compate
with LECs' services. Wireless services entities also increasingly constitute a
significant source of competizion with LECs.

As mandated by the 1%%¢ Act, in May 2001 the FCC modified its existing
universal service support mechanism for rural telephone companies. The CC
adopted an interim mechanism for a five-year period, effective July 1, 2001,
based on embedded, or historical, costs that will provide predictable _evels of
support to rural local exchange carriers, including substantially all 2f£ the
Company's local exchange carriers. During 2003 and 2002 the Company's Z2lephone
subsidiaries received $195%.2 million and $1%2.4 million, respectively, £rom the
federal Universal Serwvice High Cost Loop Fund, representing 8§.4% and >.3%,
respectively, of the Company's consolidated revenues from continuing crerations
for 2003 and 2002. The Company anticipates its 2004 revenues from the Iederal
Universal Service High Cos:t Lzop Fund will be lower than 2003 levels duiz to
increases in the nationwide avrerage cost per loop factor used by the T
allocate funds among all recirients. Wireless and other competitive se

ice
providers continue to seex eiigible telecommunications carrier ("ETC", status in
order to be eligible to receive Universal Service Fund suppert, which 1s placing
additional financial pressirs on the amcunt of money needed to provids support

to zll eligible service providers, including support payments the Cex
receives from the High Ceo=z: L:zop Fund. As a result of the limited grcwiz
T E:'d and changes in reguests for support IzTm the

size of the High Cost Loc Ixas
Universal Service Fund, the Company has no assurance it will continue o
recaive payments freom the ?Ji.-rsal Service Ffund commensurate with thIiss
received in the pas:. :

In 2001, the TIC mofifiszd its interstate access c¢hzazg
sexvice support system for 2 of return LECs. This crder,
(i} increased the caps on subscribar line charges ("SLC"

by most subscribers nation:
enhanced the competitivenss
flexibility: (iii) ?ﬂ“crec
=2

{31} allowed limited SLC deavaraging,
¢ rate of return carriers by giving them
minute rates collected for federal accs

3
ol

{ O

[}

charges; (iv) created a n plicit universal service support mechanli=m that
replaced other implicit suppcrt mechanisms in a manner designed to ensire that
rate structure chances do - affect the overall recovery of interstzts access
costs by rate of return carrizsrs serving high cost areas: and eszrved the
historic 11.25% authorized irterstate return rate for rate of return _Z7s. The

effect of this order on the Company was revenue neutral for interstats furposes
but did result in a reduction in intrastate revenues in Arkansas and O-io (where
intrastate access rates must Tirror the interstate access rates).

Technological develo ~ts have led to the development of new services
that compete with traditien LEC services. Technological improvements have
enabled cable television companies to provide traditional circult-switched
telephone service over their cable networks, and several national cabls
companies have aggressively pursued this opportunity. Recent imprevemanzs in the
guality of "Voice- ornr—In:e::at protocol” ("VoIP") service have led sevsral
large cable television and tszliephone companies, as well as start-up comrpanies,
to substantially increase their offerings of VoIP service to business and
residential customers. VoI? providers route calls over the Internet, without use

of ILEC's circuit switches and, in certain cases, without use of ILEC's networks
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tce carry their communications traffic. VoIP providers can offer services at
prices substantially below thcse currently charged for traditional local and
long distance telephone services for several reasons, including lower netwerk
cost structures and the current ability of VoIP providers teo use ILECs' networks
without paying access charges. In December 2003, the FCC initiated rulemaking
that is expected to address the effect of VoIP on intercarrier compensation,
universal service and emergency services, There can be no assurance that this
rulemaking will be on terms. favorable to ILECs, or that VolP providers will not
successfully compete for the Company's customers.

In November 2003, the FCC adopted rules requiring companies to allow their
customers to keep their wireline or wireless phone number when switching to
another service provider (generally referred to as "local number portability™).
For several years, customers have been able to retain their numbers when
switching their local service between wireline carriers. The new rules now
require local number portability between wireline and wireless carriers. This
requirement went into effect November 24, 2003 for wireline carriers in the top
100 Metropolitan Statistical Areas ("MSAs"™). The new requirement will go intec
effect May 24, 2004 for wireline carriers coperating in markets smaller than the
top 100 ¥3As. The majority of the Company's wireline operations are ceonducted in
markets below the top 100 MSAs. Local number pertability may increase the number
cf customers wno chese to completely forego the use of traditicnal wireline
phone service, althoudanr the Company believes that it is too early to fully
assess the rule's impact. The costs to comply with the reguirements cf local
number portability, ne:t of the amount that is recoverable through the ratemaking

process, are not expected to have a material impact on the Company's ressults of
operations,

The FCC is currently examining several issues that could have a
substantial impact on the Company's revenues, including 2 broad inguiry
initiated in 2001 into all currently regulated forms of intercarrier
compensation. As discussed further kelow, certain providsrs of competizive
communications services are not required to compensate ILZ{s for the uss of
their networks. The Company relies on access revenuss as an important source of
revenues. Depending con the final outcome of the FCC's intercarrier compensation

issue, the Company ceuid suffer a material loss of access revenues.

Recent events &
staces in which the Conm
regulatory steps to f
number ¢f companies i

cting the Company. During the 1 few years, saveral
any has substantial operations took legislative or
ner introduce competition inte the LEC business. The

nh have requested authorization t¢ provide loczl exchange
service in the Compan; service areas has increased in recent years, especially
in the markets acquired from Verizon in 2002 and 2000, znd it is anticipated

that similar action may be taken by others in the future. o

State alternative requlation plans recently adopted by certein of the
Company's LECs have also affected revenue growth recentir.

Certain long di
intrastete access tar

ce carriers continue to reques:t =hat the Company reduce
ed rates for certain of its LECs. In addition, the
Company has recently edrverienced reductions in intrastate traffic, partially due
to the displacement of minutes by wireless and electronic mail services. In 2003
the Company incurred a reducticn in its intrastate revenues (exciusive of the
properties acquired from Verizon in 2002) of approximateiy $6.8 million compared
to 2002 primarily due to these factors. The corresponding decrease in 2002
compared to 2001 was $27.7 million. The Company believes such trend of decreased
intrastate minutes will continue in 2004, although the magnitude of such
decrease cannot be precisely estimated.

In January 2003, the Loulsiana Public Service Comtission directed its
staff to review the feasibility of converting the $42 million Louisiana Local
Optional Service Fund ("L0OS Fund") into a state universal service fund.
Currently, the LOS Fund is funded primarily by BellSouth, which propeses to
expand the base of contributors inte the LOS Fund., A recommendation by the
Commission staff is not expected until late 2004. The Company currently receives
approximately $21 million from the LOS Fund each year. There can be no assurance
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that this funding will remain at current levels.

Competition to preovide traditional telephone services has thus far
affected large urban areas to a greater extent than rural, suburban and small
urban areas such as those in which the Company's telephone operations are
located. Although the Company does not believe that the increased competition it
has thus far experienced is likely to materially affect it in the near term, the
Cempany anticipates that regulatory, technological and competitive changes will
result in future revenue reductions. The Company expects its telephone revenues
to decline in 2004 due to continued access line losses and reduced network
access revenues; however, the Company expects its consolidated revenues to
increase in 2004 primarily due to increased revenues from its newly-acquired
LightCore operations and expected increased demand for its long distance, fiber
transport, D3L and other nenregulated product offerings.

Cther matters. The Company's regulated telephone operations (except for
the properties acquired from Verizon in 2002) are subject to the provisions of
Statement of Financial Accounting Standards No. 71, "Accounting for the Effects
of Certain Types of Regulation" ("SFAS 71"). Actions by regulators can provide
reasonable assurance of the recognition of an asset, reduce or eliminate the
value of an assef and impose a liability on a regulataed enterprise. Such
regulatory assets are required to be recorded and, accordingly, reflected in the
balance sheet of an entity subject to SFAS 71. The Company is monitoring the
ongoing applicability of SFAS 71 to its regulated telephone operations due to
the changing requlatory, competitive and legislative environments, and it is
possible that changes in regqulation, legislation or competition or in the demand
for regulated services or products could result in the Company's telephone
cperations no longer being subject to SFAS 71 in the near future.

Statement of Finan 1 hccounting Standards No. 101, “"Regulatsd
Enterprises - Accounting r the Discontinuance of Application of F23B Statement
No. 71" ("SFAS 101"), specifies the accounting requirsd when an entsrprise
ceases to meet the criteria for application of SFAS 71. SFAS 101 reguires the
elimination of the effects of any actions of regulators that have besn
recognized as assets and liabilities in accordance with SFAS 71 but would not
have been recognized as a2ssets and liabilities by nonregulated enterprises. SFAS
101 further preovides that the carrying amounts of property, plant and eguipment
are to be adjusted only z¢ the extent the assets are impaired and :that

impairment shall be judged in the same manner as for nonregulated enterprises.

cia
fo

The Company's cernszlidated balance sheet as of Zecember 31, 2733 included
regulatory assets of aprroximately $3.3 million (prir ;Ly deferred costs
relaced teo financing costs, regulatory proceedings and income taxes) and
regulatory liabilities ¢ zpproximately $%12,000- (relazed te income tfaxes). Net
deferred income tax liasziiities related to the regulazory assets and lia Dllltles
quantified above were $1.2 million.

When and if the Ccmpany's regulated operations o longer quallfy for the
application of SFAS 71, the Company does not expect te record any impairment
charge related to the cz:crring value of the property, ! .= of its
regulated telephone opersztions. Additicnally, upon thn di scontlnua ce of SFAS
71, the Company would be required to revise the lives of its property, plant and
equipment to reflect ths estimated useful lives of the zssets. The Ccmpany does
not expect such revisicons in asset lives to have a material impact on the
Company's results of operations. For regulatory purposes, the accounting and
reporting of the Company's telephone subsidlaries will not be affecied by the
discontinued application of SFAS 71.

The Company has certain obligations based on federal, state ard local laws
relating to the protectison of the environment. Costs of compliance through 2003
have not been material, znd the Ceompany currently has no reason to believe that
such costs will become material.

Item 7A. Quaﬁtitative and Qualitative Disclosure About Market Risk

For information pertaining te the Company's market risk disclosure, see
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“Item 7 - Management's Discussion and Analysis of Financial Condition and
Results of Operations — Market Risk".- ’
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Item 8. Financial Statements and Suppliementary Data

Report of Management
The Shareholders

CenturyTel, Inc.:

Management has prepared and is responsible for the Company's consolidated
financial statements. The consolidated financial:statements have been prepared
in accordance with accounting principles generally accepted in the United States
of America and necessarily include amounts determined using our best judgments
and estimates with consideration given to materiality.

The Ccmpany maintains internal control systems and related policies and
procedures designed to provide reasonable assurance that the accounting records
accurately reflect business transactions and that the transactions are in
accerdance with management's authorization. The design, monitoring and revision
of the systems of internal control involve, among other things, our judgment
with respect tec the relative cost and expected benefits of specific control
measures. Additionally, the Company maintains an internal auditing function
which independently evaluates the effectiveness of internal controls, policies
and procedures and formally reports on the adequacy and effectiveness thereof.

The Company's consolidated financial statements have been audited by KPMG
LLP, independent certified public accountants, who have expressed their opinion
with respect to the fairness of the consolidated financial statements. Their
audit was conducted in zccordance with auditing standards generally accepted in
the United States of America, which include the consideration of the Company's
internal controls to ths extent necessary to form an independent opinion on the
conscolidated financial statements prepared by management.

The Audit Commitise of the Board of Directors is composed of independent
directors whe are not cificers or employees of the Company. The Committee meets
pericdically with the independent certified public accountants, internal
auditors and management. The Committee considers the independence of the
external auditors and the audit scope and discusses internal control, financial
and reporting matters. Zoth the independent and internal auditors have free
access to the Committes.

R. Stewart Ewing, Jr.
Executive Vice President and Chief Financial Officer

March 12, 2004
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Independent Auditors' Report

The Board of Directors
CenturyTel, Inc.:

We have audited the consolidated financial- statements of CenturyTel, Inc.
and subsidiaries as listed in Item 15a{i}. In connection with ocur audits of the
consolidated financial statements, we also have audited the financial statement
schedule as listed in Item 15a{ii). These consolidated financial statements and
financial statement schedule are the responsibility of the Company's management.
Our responsibility 1s to express an opinion on these consolidated financial
statements and financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reascnable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We kelieve that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred t¢ above
present fairly, in all material respects, the financial positien of CenturyTel,
Inc. and subsidiaries as of December 31, 2003 and 2002, and the results of their
operations and their cash flows for each of the years in the three-year period
ended December 31, 2003, in conformity with accounting principles generally
accepted in the United States of America. Also in our opinion, the related
financial statement schedule, whéen considered in relation to the hasic
consolidated financial statements taken &s a whole, presents fairly, in all
material respects, the information set forth therein.

As discussed in Mote 1 to thé consolidated financial statements, the
Company changed its method of accounting for goodwill and other intangible
assets in 2002.

/s/ KPMG LLP

KPMG LLP

Shreveport, Loulsiana
January 2%, 2004
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CENTURYTEL, INC.
Consolidated Statements of Income

Year ended December 31,

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

CPERATING REVENUES

Telephene $ 2,071,980 1,733,592 1,505,733
Other 308,765 238,404 173,771
Total operating revenues 2,380,745 1,971,996 1,679,504

OPERATING EXPENSES
Cost of sales and coperating expenses
{exclusive of depresciation and

amortization) 1,159,708 973,689 826,948
Corporate overhead costs allocable to
discontinued operations - 11,275 20,213
Depreciation and amnrtizaticon 470, 641 411,626 407,038
Total operatinc expenses 1,630,349 1,396,590 1,254,199
OPERATING INCOME 750, 396 575,406 425,305

OTHER INCOME (EXPENSE]

Interest expense {226,751) (223,845} (225,523)
Inceorme from unconsciidated
cellular entity 6,160 5,582 7,592
Nonrecurring gains and losses, net - 3,709 33,043
Other income and exgense 2,1%2 163,814 32
Total other ircome {expense) {218,437 (276,368) {184,85%)

BEFORE INCOME TAX EXZZIN3E 531,852 299,038 240,449
Income tax eypense 187,252 105,505 91, 368
INCOME FROM CONTINUILG O2ERATIONS 344,707 193,533 149,081
DISCONTIUUED QPEPATICIZ

Income from discontinued operations,
net of $284,459, and 5118,657 tax - 608,091 193,950
NET INCOMEZ S 334,707 801,624 343,031

NET INCOME, AS ADJUSTEIZ FOR GOODWILL
BMORTIZATION 5 344,707 801,624 399,297

See accompanying neotes to consolidated financial statements.
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CENTURYTEL, IRNC.
Consolidated Statements of Income

(Continued)
Year ended December 31,
2003 2002 2001
(Dollars, except per share amounts,
and shares in thousands)
BLSIC EARNINGS PER SHARE
From continuing operations $ 2.40 1,36 1.08
From continuing operations, as adjusted for
goodwill amortization $ 2.40 1.36 i.39
From discontinued operations $ - 4.29 1.38
From discontinued operations, as adjusted for
goodwill amortizaticn $ - 4.29 1.45
Basic earnings per share $ 2.42 5.66 2.43
Basic earnings per share, as adjusted for
goodwill amortization $ 2.40 5.66 2.83
PILUTED EARNINGS PER SHARE
From continuing operations $ 2.38 1.35 1.05
From continuing operatiens, as adjusted for
goodwill amortization $ 2.38 1.35 1.37
From discontinued operations $ - 4.2¢6 1.36
From discontinued operations, as adjusted for
goodwill amortization $ - 4.26 1.43
Diluted earnings per share $ 2.33% 5.61 2,41
Diluted earnings per share, as adjusted for
goodwill amortization s 2.3% 5.61 2.81
DIVIDENDS FER COMMON SHARE $ 22 .21 .20
AVERAGE BASIC SHARES OQUTSTANDING 143,583 141,613 140,743
AVERAGE DILUTED SHARES OQUTSTANDING 144,746 142,879 142,307

See accompanying notes to consclidated financial statements.
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CENTURYTEL, INC.
Consolidated Statements of Comprehensive Income

Year ended December 31,

(Dollars in thousands)

NET INCCME $ 344,707 801,624 343,031
OTHER COMPREHENSIVE TINCOMZ, NET OF TAXES
Unrealized holding gains (losses):
Unrealized holding gains (losses)
related to marketable equity
securities arising during period,
net of $5,38% tax
Less: reclassification adjustment
for gains included in net income,
net of ($19,100) tax
Minimum pension liability adjustment:
Minimum pension liability adjustment,
net of $19,312 and ($19,312) tax 35,864 {35,864}
Derivative instruments:
Net losses on derivatives hedging
variability of cash flows, net of
($36) and (5496} tax (57) (922} -
Less: reclassification adjustment
for losses included in net income,
net of 5487 and 344 taxz 506 B2

- - 9,999

- - (35,470)

COMPREHENSIVE INCOME $ 381,410

COMPREHENSIVE INCOME, A3 ADJUSTED
FOR GOODWILL AMORTIZATION $ 381,410 764,92%

373,826

_____ =mme= Tm=ssoosoSTSSSoaa=s=s

See accompanying notes to consciidated financial statements.
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CENTURYTEL, INC,
Consolidated Balance Sheets

Decempber 31,

ASSETS

CURRENT ASSETS

(bollars in thousands)

Cash and cash equivalents 5 203,181 3,661
Accounts receivable
Customers, less allowance of $13,862 and $15,314 163,526 161,319
Interexchange carriers and gther, less allowance
of §9,817 and 518,648 72,661 111,673
Materials and supplies, at average cost 2,229 10,150
Other 14,342 9,099
Total current assets 452,93% 295,902
NET PROPERTY, PLANT AND EQUIPMENT 3,45%5,481 3,531,645
INVESTMENTS AND OTHER AS33ZTS
Goodwill 3,425,001 3,427,281
Other 552,431 515,580
Total investments and other assets 3,977,432 3,942,861
TOTAL ASSETS s 7,895,852 7,770,408
LIABILITIZS AND EQUITY
CURRENT LIABILITIES
Current maturities of long-term deb:t $ 2,453 70,737
ARcocounts payable 112,274 ©4,825
Accrued expenses an liabilities
Salaries and be: 52,628 63,937
Income taxes 43,582 40,897
Other taxes 33,332 28,183
Interest £4,247% 59,045
Other 14,555 18,586
Advance billings and customer deposits 54,512 41,884
Total current li ities 475,383 388,104
LONG-TERM DEBT 3,10%.302 3,578,132
DEFERRED CREDITS AND QTHEZ LIABILITIZS B3¢,651 716,168
STOCKHOLDERS'" EQJITY
Common stock, $1.00 pz2r value, authorized 350,000,000
shares, issued and outstanding 144,364,168 and
142,955,839 shares 144,364 142,956
Paid-in capital 57€,515 537,804
Accumulated other comprehensive income {lcss),
net of tax - {36,703)
Retained earnings 2,75C, 162 2,437,472
Unearned ESQP shares (500) (1,500)
Preferred stock - non-redeemable 7,975 7,975
Total stockholders' equity 3,472,516 3,088,004
TOTAL LIABILITIES AND EQUITY 5 7,885,852 7,770,408
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See accompanying notes to consolidated financial statements.
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CENTURYTEL, INC.
Consolidated Statements of Cash Flows

Year ended Decempber 31,

(Dollars in thousands)

QOPERATING ACTIVITIES FROM CONTINUING OPERATIONS
Wet income : $ 344,707 801,624 343,031
Adjustments toc reconcile net income to net
cash provided by operating activities from
continuing operations

Income from discontinued operations, net of tax - (€08,091}) (193,950)
Depreciation and amortization 470, 641 411,626 407,038
Deferred income taxes 128,706 71,112 57,944
income from unconsclidated cellular entity (5,160 (3,582) {7,%92)
Nonrecurring gains and losses, net - (3,709) (33,043)
Changes in current assets and current liabilities
Accounts receivable 37,980 {13,481) 34,266
Accounts payable 47,972 3,768 (29, 485)
Accrued taxes 57,709 43,048 1,078
Other current assets and other current
liabilities, net 17,323 35,318 9,526
Retirement benefits (14,739} (9,416) (5,0359)
Increase in nencurrent assets (23,528} (30,543 {65, 698)
Increase (decrease} in other noncurrent liabkilities {6,151} 35,4495 691
Other, net 13,504 21,274 54,139
Net cash provided by operating activities
from continuing operations 1,067,964 753,434 572,886
INVESTING ACTIVITIES FROM CONTINUING OFERATIONS
Acquisitions, net of cash acqguired (B6,243) (2,243,026} (47,131)
Payments for property, plant and egquipment (377,939 {386,2867) (435,51%)
Proceeds from sale of assets - 4,144 58,184
Distributions from unconsclidated cellular entity 1,104 5,438 3,713
Other, net {1, 560) {1,372) 3,553
Net cash used in investing activities
from continuing operations (464,638} (2,623,083 {417,185}
FINAMCING ACTIVITIES FROM COUTIMUING COPERATIONS
Proceeds from issuance of debt - 2,123, 8.¢ 3,896
Payments aof debt 1432,25%8) 11,582,248 (379,516}
Proceeds from settlement of interest rate hedge contract 22,315 - -
Procesds from issuance ¢f common stock 33,980 v 29,125 7,351
Payment of debt issuance costs - 112,855 -
Payment of equity unit Issuance costs - {13,827} -
Cash dividends (32,011 130,154 (28,653)
Other, net 4,174 5,882 1,549
Net cash provided by (used inl financing activiti=s
from continuing operations (403,806} 508,352 (395,373
Net cash provided by discontinued opsrations - 1,323,47% 231,772
Net increase {decrease) in cash and cash eguivalents 19%,520 1€3 (7,911
Cash and cash equivalents at beginning of year 3,661 3,492 11,407
CASH A0 CASH EQUIVALENTS AT EMD OF YEARR g 233,181 3,851 3,499

See accompanying notes to consolidated financizl statements.
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CENTURYTEL, INC.
Consolidated Statements of Stockholders' Equity

Year ended December 31,

{Dollars and shares in thousands}

COMMON STOCK

Balance at beginning of year $ 142,856 141,233 140G, 667
Convetrsion of convertible securities inte
common stock

- - 254
Issuance of common stock through diwvidend
reinvestment, incentive and benefit plans 1,408 i,723 312
Balance at end of year 144,364 142,856 141,233
PAID-IN CAPITAL
Balance at beginning of year ‘ 537,804 524,668 509, 840
Equity unit issuance costs and initial
contract adjustment liability - {25,377} -
Conversion of convertible securities into
common s5toeck - - 3,046
Issuance of common stock through dividend 7
reinvestment, incentive and benefit plans 32,572 27,402 7,139
Anortization of unearned compensation and other 6,139 15,111 4,743
Balance at end of year 576,515 537,804 524,668

ACCUMULATED OTHER COMPREEEMNSIVE INCOME
(LOSSY, WET QF TRAX
Balance at beginning of year {36,703) - 25,471
Change in other comprehensive income
{loss) {net of reclassification
adjustment), net of tax 36,703 (22,70 (25,471)

RETAINED EAPNINGS
Balance a%t beginning of year 2,437,472

1,351,626
Net income 344,707 343,031
Cash dividends declared
Commeon stock -~ §.22, $.21 and v
$.20 per share {31,618) (2%,757) (28,254)
Preferred stock {399) 1399) (399)
Balance at end cf year 2,750,162 2,337,472 1,666,004
UNMEARNED ESCP SHARES
Balance at beginning of year {1,500) {2,500) (3,500)
Release of ESQP shares 1,000 Z. 000 1,000
Balance at end of year {500} (2,300 (2,500)
PREFERRED STOCK - NOM-REDZEMABLE
Balance at beginning and end of year 7,975 5,875 7,975
TOTAL STOCKHOLDERS' EQUITY $ 3,478,516 3,682,004 2,337,380
COMMON SHARES OUTSTANDING
Balance at beginning of year 142,956 142,233 140,687
Conversion of convertible securities
into common stock . - - 254

Issuance of common stock through
dividend reinvestment, incentive
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and benefit plans

Balance at end of year . 144,364 142,956 141,233

E====ooma

e e

See accompanying notes to consolidated financial statements.
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CenturyTel, Inc.
Notes to Consolidated Financial Statements
December 31, 2003

(1) Summary of Significant Accounting Policies

Principles of consolidation - The conselidated financlal statements of
CeaturyTel, Inc. and its subsidiaries (the "Company"} include the accounts of
CenturyTel, Inc. {("CenturyTel") and its majority-owned subsidiaries.

Regulatory accounting - The Company's regulated telephone cperaticns (except for
the properties acquired from Verizon in 2002) are subject to the provisiens of
Statement of Financial Accounting Standards Ne. 71, "Accounting for the Effects
of Certain Types of Regulation” {"SFAS 717). Actions by regulators can provide
reasonable assurance of the recognitien of an asset, reduce or eliminate the
value of an asset and impese a liability on a regulated enterprise. Such
regulatory assets are required to be recorded and, accordingly, reflected in the
balance sheet of an entity supject to SFAS 71. The Company is menitoring the
ongoing applicability of SFAS 71 to its regulated telephone operations due to
the changing regulatory, comgetitive and legislative environments, and it is
possible that changes in regulation, legislation or competition or in the demand
for regulated sarvices or products could result in the Company's telephone
operations no longer being subject to SFAS 71 in the near future.

Estimates - The preparation of financial statements in conformity with generally
accepted acceunting principles requires management to make estimates and
assumptions that affect the rsported amounts of asset$ and liabilities and
disclosure of contingent assae:s and liabilltises at the date of the financial
statements and the reported amounts of revenuas and expenses during the
reporting period. Actual resulis may differ from those estimates.

Revenue recognition - Revanuas are generally recognized when services are
provided or whern products are delivered te customers. Revenue that is pilled in
advance includes monthly recurring network access services, special access
services and monthly recurrinag local line charges. The unearned portion of this
revenue is initially deferred as a component of advapced billings and customar
deposits on the Company's balznce sheet and recegnized as revenue over tha
period that the services are provided. Revenue that 1s billed in arrears
includes nonrecurring networx access services, nonrecurring local services and
long distance services. The =2zcned but unbtilled portien of this revenus is
recognized as revenue in the period that the services are provided.

Certain of the Company's telephone subsidiaries participate in revenua
sharing arrangements with ctier talephone companies for interstate reve
for certain intrastate revenue. Such sharing arrangements are funded oy to-‘

revenug and/or accass charge
in the interstate market. Revar
arrangements are initially rs

thin state jurisdicticns and by access chargs
=5 earnad through the various sharing
ded basad on the Company's estimates.

iwne plant ed at original cos:,
are charged st accumulated
removal, less salvage, with no gsin
ments of plant and eguirment are capi
f minor ltems, are charged to operati
Lanz is provided cn the stralght lins
cceptacie to regulatory authorities;

depreciation,
loss recognized
while repalrs
expense. Degraciation of
using class or overall gqroup
rates range from 1.89% to 23%.

Hon-teleohone propercy is stated at cost and, when secld or retired, a
gain or less is recognized. reciation of such property is provided on the
straight line method over es zted sarvice lives ranging from thres ta 30
years.

Intangible assets - Effectiwve January 1, 2002, in accordance with Statement eof
Financial Accounting Standards do. 142, "Goodwill and Other Intangibie Asseis”
("SFA3 142"), systematic amcrtization of goecdwill is no longer permitted;
instead, SERS ! “will recorded in a business comblnatien to b2
reviewsd Eor impalrment an re written down only in periods in which cthe
recorded amount of goodwil ceeds its fair value. Impairment of goodwill is
tested at least annually by ccoparing the fair value of the reporting uait to
its carrying value (including goodwill). Estimates of the fair value of the
reporting unit are based on vzlaatlon models using criterien such as multiples
of earnings. Each adjustment raflected in the consolidated statements of income
and comprehensive income {or in these notes) by use of the term "as adjusted for
goodwill amortization” reflez zhe effacts of SEAS 142, as more fully described
in Mote 4. Pricr to January i, 2002, substantially all of the Company's goodwill
was amortized over 40 years.

tn
— 0

Long-lived assets - Effective Jznuary 2002, Statement of Financial Accounting
Standards, No. 144, "Accounting for the Impairment or Pisposal of Long-Lived
Assets™ ("SFAS 144"}, addressss financial accounting and reperting for the
impairment or disposal of leng-lived assets {exclusive of goodwlil) and alse
broadens the reporting of discentinued operations to include all components of
an entity with aperations trzt can be distinquished from the rest of the entity

Page 57




CENTURYTEL INC - 10-K Filing Date: 12/31/03

and that will be eliminated from the ongoing operations of the entity in a
disposal transaction. As a result of the Company's agresment in March 2002 to
sell its wireless operations (which was consummated on August 1, 2002} (see Note
3), such operations have bean reflected as discontinuad operaticns for the years
ended December 31, 2002 and 2001.

Affiliated transacktions - Certain service subsidiaries of CenturyTel provide
installatien and maintenance services, materials and supplies, and managerial,
operational, technical, accounting and adminlstrative services to subsidiaries.
In addition, CenturyTel provides and bills management services Lo subsidiaries
and in certain instances makes interest bearing advances to finance construction
of plant and purchases of equipment. These transactions are recorded by the
Company's telephone subsidiaries at their cost to the extent permitted by
regulatory authorities. Intercompany profit on transactiend with ragulated
affiliates is limited to 2 reasonable return on investment and has not been
eliminated in connection with consolidating the results of operatlions of
CenturyTel and its subsidiaries. Intercompany profit on transactions with
affiliates not subject to SFAS 71 has been eliminated.

Income taxes - CenturyTel files a consolidated federal income tax return with
its eligible subsidiaries. The Company uses the asset and liabllity method of
accounting for income tazes under which deferred tax assets and liabilities are
established for the future tax consequences attributable to differences between
the financial statement carrying amounts of assehs and liabilities and their
respactive tax bases. Investment tax credits related to telephone plant have
been deferred and are beina amcrtized as a reduction of federal income tax
expense over the estimated usafyl lives of the assets giving rise to the
credits.

Derivative financial ipstrum
No. 133, "Accounting fcr L=
133", requires all deriva

3 - Statement of Financial Accounting Standards
vive Instruments and Hedging Activities™ ("SFAS
instruments be recognized as either assets or
liabilities at fair value on 2 balance shest, The Company uses derivative
instruments to (i) lock-in cr swap its exposure to changing or variable interest
rates for fixed interest = or (iil) swap obllgaticns to pay fixed interest
rates for variable intere raz25. The Company has established policles and
procedures for risk ass and the approval, repcrting and menitoring of
derivative instrument a . The Company does nct hold or issue derivative
financial instruments for g or speculative purposes. Management
periodically reviews the 's exposure to interest rate fluctuations and
implements strategies to man the exposure.

oot

o

-

Earnings per share - Eas: ings per share amounts are determinad on the
basis of the weighted av 3 unber ¢f common shares outstanding during the
year. Diluted earnings per sasre gives effect to all potential dilutive commen
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shares that were ocutstanding during the period.

Stock-based compensation - The Company accounts for stock compensation plans
using the intrinsic value method in accordance with Accounting Principles Board
Opinion No. 25, "Accounting for Stock Issued to Employees,” as allowed by
Statement of Financial Accounting Standards No. 123, "Accounting for Stock-Based
Compensaticn™ ("SFAS 123"). Options have been granted at a price either equal to
or exceeding the then-current market price. Accordingly, the Company has not
recognized compensation cost in connection with issuing stock options.

During 2003 the Company granted 1,720,317 options (the "2003 Opticns") at
market price. The weighted average fair value of each of the 2003 Options was
estimated as of the date of grant to be $9.94 using an option-pricing model with
the following assumptions: dividend yield - .7%; expected volatility - 30%;
weighted average risk-free interest rate -~ 3.4%; and expected option life -
seven years.

During 2002 the Company granted 1,983,150 options (the "2002 Cptions") at
market price. The weighted average fair value of each of the 2002 Options was
estimated as of the date of grant to be $11.66 using an cption-pricinz model
with the following assumptions: dividend yield - .7%; expected volatiiity - 30%;
weighted average risk-free interest rate - 3.4%; and expected option iife -
seven years.

During 2001 the Company granted 1,971,750 options (the "2001 Options") at
market price, The weighted average fair value of each of the 2001 Opticns was
estimated as of the date of grant to be $11.16 using an option-pricing model
with the following assumptions: dividend yield - .6%; expected wvolatility - 30%;
welghted average risk-free interest rate - 4.8%; and expected option life -
seven years.

If compensation cost for Centurylel's options had been determined
consistent with SFAS 123, the Company's net income and earnings per share on a
pro forma basis for 2003, 2002 and 2001 would have been zs follows:

Year ended Dscember 31, 2003 2002 2001
(Dollar=s i thousands,
axcept per snire amounts)

Net income, &35 reported 3 344,707 £21,624 343,031

Less: Total steck-based compensation
expense determined under fair value based ]
method, net of tax $ (13,183) {Z3,001) (8,971

Pro forma net income $ 331,524 122,623 334,060

Basic earnings per share
AsS reporied

$ 2.40 5.66 2.43

Pro forma $ 2.31 5.56 2.37
Diluted earnings per share

As reported $ 2.38 5.61 2.41

Pro forma g 2.2% .51 2.35

Cash equivalents - The Company considers short-term investments with a maturity
at date of purchase of three months or less to be cash equivalents.

Discontinued operations - On August 1, 2002, the Company sold substantially all
of its wireless operations to an affiliate of ALLTEL Corporation ("Alltel") and
certain other purchasers for an aggregate of approrimately $1.5% billion in
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cash. As a result, the Company's wireless operations have been reflected as
discontinued operations for 2002 and 2001. See Note 3 for additional
information.

Reclassifications - Certain amounts previously reported for prior years have
been reclassified to conform with the 2003 presentation, including the
reclassification ¢f an investment in a cellular partnership from discontinued
operations to continuing operations. Such investment was originally planned to
be sold to Alltel in connection with the Company's dispesition ¢of its wireless
operations but was subsequently retained.

{2)  BQUISITIONS

On July 1, 2002, the Company purchased approximately 300,000 telephone
access lines in the state of Alabama from Verizon Communications, Inc.
("Verizon") for approximately $1.022 billion cash. On Bugust 31, 2002, the
Company purchased approximately 350,000 telephone access lines in the state of
Missouri from Verizon for approximately $1.179 billion cash. The assets
purchased in these transactions included (i) the franchise authorizing the
provision of local telephons service, {ii) related property and eguipment
comprising Verizon's local exchange operations in predominantly rural markets
throughout Alabama and Missouri and (iii) Verizon's assets used to provide
digital subscriber line ("D3SL") and other high speed data services within the

purchased exchanges. For financing arrangements related to these acquisitions,
see Note 6,

In June and December 2003, the Company acquired certain fiber transport
assets for an aggregate of $55.2 million cash {of which $3.8 million was paid as
a deposit in 2002). In the fourth quarter of 2003, the Company purchased an
additional 24.3% interest in a telephone company in which it owned a majority
interest for $32.4 million cash.

The results of operations of the acquired properties are included in the
Company's results of operations from and after the respective acgulsition dates.

The following pro forma information represents the consolidated results
of continuing operaticns of the Company for the years ended December 31, 2002
and 2001 as if the Verizon acquisitions in 2002 had been consummated as of
January 1, 2002 and 2001, respectively.

(Deilars in thousands, except
per share amounts)

Operating revenues from continuing ocperations $ 2,285,8%% 2,231,631
Income from continuing operations 3 218,252 186,871
Basic earnings per share from

continuing operations, as adjusted for

goodwill amortization $ 1.5¢< 1.65
Diluted earnings per share from

continuing operations, as adjusted for

goodwill amortization 3 1.53 1.64

The pro forma information is based on various assumptions and estimates.
The pro forma information (i) reflects the effect of reduced interest expense
after August 1, 2002 as a result of reducing outstanding indebtedness from
utilization of proceeds received from the August 1, 2002 sale cf substantially
all of the Company's wireless operations described in Mote 3 and (ii) makes no
pro forma adjustments to reflect any assumed consummation of such sale (or any
use of such sale proceeds) prior to August 1, 2002. The pro forma information is
net necessarily indicative of the operating results that would have occurred if
the Verizon acquisiticons had been consummated as of January 1 of each respective
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period, ner is it necessarily indicative of future operating results. The pro
forma information does not give effect to any potential revenue enhancemsnts or

cost synergies or other operating efficiencies that could result from the
acquisitions.

(3) DISCONTINUED OPERATIONS

On August 1, 2002, the Company sold substantially all of its wireless
operations to Alltel and certain other purchasers for an aggresgate of
approximately $1.59 bkillion in cash. In connection with this transaction, the
Company divested its (i) interests in its majority-owned and operated cellular
systems, which at June 30, 2002 served approximately 783,000 customers and had
access to approximately 7.8 million pops, (ii) minority cellular equity
interests representing approximately 1.8 million pops at June 30, 2002, and
(1ii) licenses to provide PCS covering 1.3 million pops in Wisconsin and Iowa.
Proceeds from the sale of the wireless operaticns were used to partially fund
the Company's acquisitions of telephone properties in Alabama and Missouri
during the third quarter of 2002.

As a result of the sale, the Company's wireless operations have been
reflected as discontinued operaticns in the Company's consolidated statements of
income and cash flows for the vears ended December 31, 2002 and 2001. In its
December 31, 2002 consclidated balance sheet, the Company reflected as "assets
held for sale" a minority interest in a cellular partnership that it had
previocusly agreed to sell to Alltel upon the satisfaction of various closing
conditions. In light of the failure of the parties tc agree upon whether the
closing conditions were met, the Company determined during the first quarter of
2003 to retain such investment; therefore, for reporting purposes, this
investment {and its related earnings) has been reclassified from discontinued
cperations te centinuing operations on the accompanying financial statements for
2003. Prior periods have been restated to reflect this investment (and its
related earnings) as part of continuing operations.

The depreciation and amertizaticn of long-lived and amortizable
intangible assets related to the wireless operations ceased on March 13, 2002,
the date of he definitive agreement to sell such operztions.

The Company had nc outstanding indebtedness directly related to its
wireless operations; therefore, no interest expense was allocated to
discontinued operations. The following table repressris certailn summary
statement information related to the Company's wireless
reflected in discontinued operations.

ircome
oparations that is

Year ended December 31, 2002 2001

(Dollars in thousands)

Operating revenues $ 246,705 437,965
Cperating income (1) 5 71,258 132,614
Nonrecurring gains and losses, net - 166,928
Inceme frem unconscolidated cellular entities 25,768 19,868
Minority interest expenss (8,569} (11,510)
Gain on sale of discontinued operations 803,305 -
Other income 188 4,707
Fre-tax income from discontinued operations $ 892,550 312,607
Income tax expense (284,459} {118,657)
Income from discontinued operations $ 608,091 193,950
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{1} Excludes corporate overhead costs of $11.3 million and $20.2 million for
2002 and 2001, respectively, allocated to the wireless operations. Included as
a reduction in operating income for 2002 is a $30.5 million charge associated
with the write-off of all amounts expended te develop the wireless portion of
the Company's billing system currently in development.

The following table represents certain summary cash flow statement
information related to the Company's wireless operations reflected as
discontinued operations: =

Year ended December 31, 2002 2001

(Dellars in thousands)

Net cash provided by {used in) operating activities $  (248,716) (1) 90,242
Net cash provided by investing activities 1,572,195 (2} 141,530
Net cash provided by financing activities -

(1} Includes approximately $305 million estimated tax payment related to sale
of wireless operations.

{2) Includes cash proceeds of $1.39 billion from the sale of substantially all
of the Company's wireless operations.

(4) INVESTMENTS AND OTHER ASSETS

Investments and other assets at December 31, 2003 and 2002 were composed
of the following:

December 31, 2003 2002

Goodwill 5 3,425,001 3,427,281
Billing system develcpment costs, less accumulated

amortization of $508 in 2003 162, 880 139,451
Cash surrender wvalus of life insurance contracts 93,960 93,664
Prepald pension asse: 59,055 26,0486
Franchise costs 35,300 35,300
Customer base, less accumulated amortization of

$2,242 and $729 20,458 21,871
Ceferred interest rate hedge contracts 31,239 33,635
Cebt issuance costs, net 19,317 23,4981
Fair value of interest rate swap - 22,163
Other 130,122 119,859

The following information relates to the Company's goodwill as of
December 31, 2003 and 2002:

December 31, 2003 2002

(Collars in tnousands)
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Carrying amount of goodwill

Telephone segment $ 3,369,242 3,382,113
Other operations 55,759 45,168
Total goodwill $ 3,425,001 3,427,281

Amortization of goodwill and other intangibles from continuing operations
of $1.5 million, $729,00C and $58.4 millien for 2003, 2002 and 2001,
respectively, is included in "Depreciation and amortizaticon" in the Company's
Consolidated Statements of Income. In accordance with SFAS 142, effective
January 1, 2002, goodwill is no longer subject to amortization but instead is
tested for impairment at least annually. As of September 30, 2003, the Company

completed the regquired annual test under SFAS 142 and determined its goocdwill
was not impaired.

The feollowing is a reconciliation of reported net income and recocrted

earnings per share te the amounts that would have been reported had the Company
been subject to SFAS 142 during 2001.

Year ended Descember 31, 2001

{Dollars in theousands,
except per shars amounts)

MNet income, as reported $ 343,031
Goodwill emcrtization, net of taxes 26,266
Net income, as adjusted 3 399,297
Basic earnings per share, as reported 3 2.43
Goodwill amortization, net of taxes .40
Basic earnings per share, as adjusted $ 2.83
Diluted earnings per share, as reported $ 2,41
Goodwill amortization, net of taxes . .40
Diluted earnings per share, as adjusted $ 2.81

The Ccmpany is in the process of developing an integrated biliing and

customer care system. The costs to develop such system have been accourzed for
in accordance with Statement of Position 98-1, "Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use." Aggregate czzitalized
costs (before accumulated amortization) totaled $163.5 million and $1Z:.3
million at December 31, 2003 and 2002, respectively. A porticn of such costs
related to the wireless business ($30.5 million) was written off as a cimponent
of discontinued operations in the third quarter of 2002 23 z result of zhe sale
of substantially all of the Company's wireless operations on Rugust 1, 2002,
Excluding this write-off, the Company's aggregate capitalized billing system
costs are expected to approximate $200-215 million upon completion and will be
amortized over a twenty-year period. The Company began amortizing its cilling
system in 2003 based on the total number of customers that the Company oas
migrated to the new system.

In connection with the acquisitions of properties from Verizon in 2002,
the Company assigned $35.3 million of the purchase price as an intangikle asset
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associated with franchise costs (which includes amounts necessary to maintain
eligibility to provide telecommunications services in its licensed service
areas). Such asset has an indefinite life and therefore is not subject to
amortization currently.

The Company assigned $22.7 millicn of the purchase price to a customer
base intangible asset in connection with the acquisitions of Verizon properties
in 2002. Such asset is being amortized over 15 years; amortization expense for
2003 and 2002 was $1.% million and $729,000, respectively, and is expected to be
$1.5 million for each of the full years remaining in the amortization periocd.

{5} PROPERTY, PLANT AND EQUIPMENT

Net property, plant and eguipment at December 31, 2003 and 2002 was
composed of the following:

December 31, 2003 2002

(Dollars in thousands)

Telephone

Cable and wire 5 3,801,079 3,643,187
Central office 2,230,943 2,150,217
General support 490,884 474,022
Information origination/termination 46,142 44,198
Construction in progress 21,289 32,507
Cther 6,263 3,789
6,596,600 2,347,900
Accumulated depreciation {3,4%8,298) (2,136,107)
3,098,302 3,211,793

Other, at cost
General support 320,417 346,037
Fiber transport 141,853 74,305
Other 125,285 100,950
987,555 321,292
Accumulated depreciation (230,370) 1201, 440)
357,179 319,852
Met property, plant and equipmernt $ 3,455,481 3,331,645

Depreciation expense was 5469.1 million, $410.9 million and $34%.%
millien in 2003, 2002 and 2001, respectively. The composite depreciatizn rate
for telephone properties was 7.0% for 2003, 6.%% for 2002 and 6.8% for zGOL.
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(&) LONG-TERM AND SHORT-TERM DEBT

The Company's long-term debt as of December 31, 2003 and 2002 was as
fcellows:

December 31, . . 20

oellars in thousands)

CenturyTel
Senior credit facilities $ - 385,000
Senior notes and debentures:
7.75% Series A, due 2004 23,000 50,000
8.25% Series B, due 2024 553,000 100, 000
6.55% Series C, due 2005 ¢, 000 50, 000
7.20% Series D, due 2025 0%, 000 100, 0CO
6.15% Series E, due 2005 140,000 100, 000
6.30% Series F, due 2008 212,000 240,000
6.875% Series G, dus 2028 423,000 425,000
8.375% Series H, due 2010 22,000 500,000
6.02% Series J, due 2007 (remarketable 2005) 73,000 500, QQQ
4,75% Series K, due 2032 LA32,000 165, 000
7.875% Series L, due 2012 335,000 500, 000
G.38% notes - 2,800
6.86%* Employee Stock Ownership
Plan commitment, due in installments through 2004 500 1,500
Unamortized net discount 2,501 {5,084)
Fair value of derivative instrument related to
Series H senior notes L=, 440 22,163
Fair value cof derivative instruments related to
Series I, senior notes 21,893) -
Other 1i4 146
Total CenturyTel Z,72Z,3580 3,136,525
Subsidiaries
First mortgage debt
5.92%*% notes, payable to agencies of the U. 8.
government and cocperative lending
associations, due in installments
through 2025 L3:.743 250, 325
7.98% notes, due through 2017 2,211 5,500
Other debt
6.98%* unsecured medium-term notes, due through 2008 Tzz, 813 244,124
7.11%* notes, due in installments through 2020 3,739 5,361
6.55%* capital leass cobligations, due througn 2008 <, 289 7,034
Total subsidiaries 217,395 512,344
Total long~term debt Z,.32,755 3,648,869
Less current maturities TIZ,453 1Q,737
Long-term debt, excluding current maturities ' $ 3,277,302 3,578,132

* weighted average interest rate at December 31, 2003

The approximate annual debt maturities for the five yesars subsz:
December 31, 2003 are as follows: 2004 - $72.5 million; 2005 - $246.1 =
2006 - $277.9 million (including %165 million aggregate principal amoun: =f the
Company’'s convertible debentures, Series K, due 2032, which can be puz 2 the
Company at various dates beginning in 2006); 2007 -~ $521.7 million; an< Zu08 -
$283.7 miliion.

Certain of the loan agreements of CenturyTel and its subsidiarizsz zontain
various restrictions, awong which are limitations regarding issuance of
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additional debt, payment of cash dividends, reacquisition of capital stock and
other matters. In addition, the transfer of funds from certain consolidated
subsidiaries to CenturyTel is restricted by various loan agreements.
Subsidiaries which have loans from government agencies and cooperative lending
associations, or have issued first mortgage bonds, generally may not loan or
advance any funds to CenturyTel, but may pay dividends if certain financial
ratios are met. At December 31, 2003, restricted net assets of subsidiaries were
$249.1 million and subsidiaries' retained earnings in excess of amounts
restricted by debt covenants totaled $1.476 billion. At December 31, 2003, all
of the consolidated retained earnings reflected on the balance sheet was
available under CenturyTel's loan agreements for the declaration of dividends.

Approximately 25% of the Company's telephone preperty, rlant and
equipment is pledged to secure the long-term debt of subsidiaries.

On May 6, 2002, the Company issued and scld in an underwritten gublic
offering $500 million of equity units. Net proceeds to the Company frem this
issuance were approximately $483.4 million. Each of the 20 million ecuity units
issued was priced at $25 and consists initially of a beneficial intersst in a
CenturyTel senior unsacured note (Series J) with a principal amount ci 3523 and a
contract to purchase shares of CenturyTel common stock no later than ¥ay 2005.
The senior notes will mature in May 2007. Each purchase contract will zenerally
require the heolder to purchase between .6944 and .8741 of a share of ZenturyTel
common stock in May 2005 based on the then current stock price of Cer
common stock in exchange for $25, subject to certain adjustments and sxceptions.
Accordingly, upon full settlement of the purchase contracts in May 2002, the
Company will receive proceeds of $5%00 million and will d=liver between 13.9
million and 17.5%5 million common shares in the aggregate. The senior rnczes are
pledged by the holders to secure their obligations under the purchase contracts.
The total distributions on the equity units will be at an initial anm

rate of

6.875%, consisting of interest (6.023%) and contract adijustment paymen
{0.8B55%), each payable guarterly. On or after mid-February 2005, the nior
notes will be remarketed, at which time the remarketing agent will resst the
interest rate on the senior notes in order to generate sufficient proceeds to
secure the holder's obkligation undsr the purchase contract. In the ev=nt of an
unsuccessful remarketing, the Company will exercise its right as a sscured party
to dispose of the senior notes and satisfy in full the holder's oblicgzzicn to
purchase common stock under the purchase contract.

The senior note portion of the equity units is reflected on ths balance
sheet as long-term debt in the amcunt of $500 million. Interest expern on the

senior notes is accruesd at a rate of 6.02%, the initial interest rate. The
present value of the aggregate contract adjustment payments has been rzcorded as
an $11.6 million reducticen to paid-in capital and as an equivalent 1! 1

The Company is amortizing the difference between the aggregate amcunt <3 all
payments and the present value therecf as interest expenses over the irnree-year
term of the purchase contracts. Upon making each such payment, the Comzany will
allocate most of the payment to the reduction of its $11.6 million 1 Llity,
and record the remainder as interest expense. The issuance costs of = equity
units have been allocated to the units' debt and equity components. Thz debt
issuance costs ($3.3 million) were computed based on typical costs c©f = debt
transaction and will be amortized to interest expense over the term ¢I the
senior notes. The remainder of the issuance costs ($12.6 million) wers treated
as a coest of raising equity and recorded as a charge to paid-in capi

T
T

On July 22, 2002, the Company entered into $800 million of creziw
facilities, consisting of a $533 million three-year facility and a 3277 million
364-day revelving facility with & one-year term-out option. The 3&i-Z=v
revelving facility was not renewed in 2003, The Company had no outstanding
borrowings under its facility at December 31, 2003.
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In the third quarter of 2002, the Company issued $500 million of senior
notes, Series L, due 2012 (which bear interest at 7.875%) and $165 million of
convertible senior debentures, Series K, due 2032 (which bear interest at 4.75%
and which may be converted into shares of CenturyTel common stock at a
conversion price of $40.455 per share). Holders of the convertible senior
debentures will have the right to require the Company to purchase all or a
porticen of the debentures on August 1, 2006, August 1, 2010 and August 1, 2017.
In each case, the purchase price payable will be equal tec 100% of the principal
amcount of the debentures to be purchased plus any accrued and unpaid interest to
the purchase date. The Company will pay cash for all debentures s¢ purchased on
August 1, 2006. For any such purchases on or after August 1, 201C¢, the Company
may choose to pay the purchase price in cash or shares of its commen stock, or

any combination thereof (except that the Company will pay any accrued &nd unpaid
interest in cash}.

On Octeber 15, 2002, the Company redeemed $400 million principal amount
of its Series I Remarketable Senior Notes at par value, plus accrued inierest.
In connection with such redemptiocn, the Company also paid a premium of
approximately $71.1 million in accordance with the redemption provisicns of the
associated remarketing agreement. Such premium payment (net of 511.1 miillion of
unamortized net premium primarily associated with the option payment received by
the Company in 2000 in connaction with the original issuance of the remarketable
notes) is reflected as an Other Expense in the Company's results of operations
for year ended December 31, 2002.

At December 31, 2003, the Company had available $533.3 million ¢I undrawn
committed bank lines of credit and the Company's telephone subsidiariez had
avallable for use $123.0 million of commitments for long~term financing from the
Rural Utilities Service and Rural Telephone Bank.

(7) DERIVATIVE INSTRUMENTS

buring 2002, the Company entered into a fair value hedge with respect

to the Company's $500 million aggregate principal amount of 8.375% Serizss H
senior notes, due 2010. This hedge was a "fixed to variable™ interest zzte swap
that effectively converted the Company's fixed rate interest payment ozligations
under these notes into variable rate cbligations. The change in the valzz of
this hedge was reflected as a component of interest expense for the yezr ended
December 31, 2002. As of Decemper 31, 2002, the Company realized an inzsrest
rate of 4.96% related to such hedgs. Interest expense was reduced by 37.3
million in 2002 as a result of this hedge. The fair value of such hedgs at
December 31, 2002 was $22.2 million and is reflected on the accompanyins balance
sheet as both an asset (included in "Other asssts")} and as an increass In the
underlying debt (included in "Long-term debt"). In May 2003, the Comparn:.
terminated this hedge. In connection with such termination, the Company received
approximately $22.3 million in cash upon settlement, which represented the fair
value of the hedge at the termination date. Such amount is being amorti:zed as a

reduction of interest expense through 2010, the maturity date c¢f the Series H
notes. ’

[

In May and July 2003, the Company entered into four separate fzir value
interest rate hedges associated with the full $500 million principal azsunt of
its Series L senior notes, due 2012, that pay interest at a fixed rate zf
7.875%, These hedges are "fixed teo variable" interest rate swaps that
effectively convert the Company's fixed rate interest payment obligaticns under
these notes into obligations to pay variable rates that range from the szix-month
London InterBank Offered Rate {"LIBOR") plus 3.229% to the six-month LIZOR plus
3.67%, with settlement and rate reset dates occurring each six months through
the expiration of the hedges in Rugust 2012. As of December 31, 2003, <he
Company realized a weighted average interest rate of 4.8% related to these
hedges. Interest expense was reduced by $7.7 millicn during 2003 as a zesult of
these hedges. The aggregate fair value of such hedges at Decemper 31, 2703 was
$11.7 miilion and is reflected on the acceompanying balance sneet as boih a
liability (included in "Deferred credits and other liabilities") and as &
decrease to the Company's underlying long-term debt.
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During 2002, the Company entered into (i) a cash flow hedge designed to
lock in a fixed interest rate for $100 million of the $500 million senior notes
issued in the third quarter of 2002 which was settled in the third quarter of
2002 for a $1.1 millicn payment by the Company {which is being amortized as
additional interest expense over a ten-year period, which equates to the term of
the debt issuance hedged) and (ii) a cash flow hedge designed to eliminate the
variability of interest payments for $400 million of variable rate debt under
the Company's 5800 million credit facilities. During the second quarter of 2003,
the Company retired all outstanding indebtedness associated with its $800
million credit facilities; therefore, such cash flow hedge was deemed

ineffective in 2003 and resulted in a 722,000 unfavorable pre-tax charge to the
Company's income.

(8) DEFERRED CREDITS AND OTHER LIABILITIES

beferred credits and other liabilities at December 31, 2003 and 2002 were
composed of the following:

December 31, 2003 2002

{Dollars in thousands)

Daferred federal and state inccome taxes $ 528,551 352,161
Accrued postretirement benefit costs 222,613 208,542
Fair value of interest rate swap 11,643 1,250
Additional minimum pension liability - 56,388
Minority interest 7,218 26,067
Other 66,576 71,720
$ 836,651 716,168
(2 STOCKHOLDERS' EQUITY
Common stock — Unissued shares of CenturyTel common siccy ware reservsd as
follows:
December 31, I 2073

{In thouszands)

Incentive compensaticn programs

12,029

Acquisitions 4,024
Employee stock purchase plan 4,E22
Dividend reinvestment plan’ 4354
Conversicn of convertikle preferred stock 433
Other employee benefit plans 3,717
25,35%1

Under CenturyTel's Articles of Incorporation each share of cozmon stock
beneficially owned continucously by the same person since May 30, 1%87 generally
entitles the holder thereof to ten votes per snare. All other shares sntitle
the holder to one vote per share. At December 31, 2003, the holders cf 8.9

million® shares of common stock were entitled to ten votes per share.
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Preferred stock - As ¢f December 31, 2003, CenturyTel had 2.0 million shares of
guthorized convertible preferred stock, $25 par value per share. At December
31,2003 and 2002, there were 319,000 shares of outstanding preferred stock.
Holders of cutstanding CenturyTel preferred stock are entitled to receive
cumulative dividends, receive preferential distributions equal to $25 per share
plus unpaid dividends upon CenturyTel's ligquidation and vote as a single class
with the holders of common stock.

Shareholders® Rights Plan - In 1996 the Board of Directeors declared a dividena
of one preference share purchase right for each common share outstanding. Such
rights become exercisable if and when a potential acquiror takes certain steps
to acquire 15% or more of CenturyTel's common stock. Upon the occurrence of
such an acguisitien, each right held by shareholders other than the acquirer
may be exercised to receive that number of shares of common stock or other
securities of CenturyTel {or, in certain situations, the acquiring ccmpany)
which at the time of such transaction will have a market value of two times
the exercise price of the right.

(100 POSTRETIREMENT BENEFITS

The Ccmpany sponsors health care plans (which use a December
31 measurement date) that provide postretirement benefits to all gualified
retired employees.

On December 8, 2003, President Bush signed into law a bill tha+ expands
Medicare, primarily adding a prescription drug benefit fer Medicare-sligible
retirees starting in 2006. The Company anticipates thalt the benefits it pays
after 2006 will be lower as a result of the new Medicare provisions: however,
the Company's retiree medical obligations and reported costs do net rzflect the
impact of this legislation. Deferring recognition of the new medicars
provisions' impact is permitted by Financial Accounting Standards Bozxd Staff
Position 106-1 due to unresclved questions about some of the new Medizare

provisions and a lack of authoritative accounting guidance about cer:zzin
matters.

In 2003, the Company announced changes, effective January 1, 2304, that
would decrease its subsidization of benefits provided under its postratirement
benefit plan.

The following is a reconciliation of the beginning and ending oalances
for the benefit obligation and the plan assets.

December 31, 2003 2002

{Ccllars in thousands)

Change in benefit obligation

Benefit obligation at beginning ¢f year g 253,762 215,872 165,266
Service cost 6,176 6,669 6,373
Interest cost 18,216 15,962 14,512
Participant centributions 1,199 617 548
Acquisitions - 56,539 -
Plan amendments (34,597) - -
Actuarial (gain) loss 79,163 (29,534) 40,005
Benefits paid (12,498} {12,363) {10,832)
Benefit cbligation at end of year $ 311,421 253,762 215,872
Change in plan assets
Falr value of plan assets at beginning of year $ 28,697 36,555 39,873
Return on assets 4,479 (2,896) {1,379)
Employer contributions ) 8,000 6,784 8,345
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Participant contributions

1,199 el7 548
Benefits paid {12,498) {12,363) {16,832)
Fair value ¢f plan assets at end of year 5 29,877 28,697 36,555
Met periodic postretirement benefit cost for 2003, 2002 and 2001
included the following components: i
Year ended December 31, 2003 2002 2001
(Dollars in thousands)
Service cost $ 6,176 6,669 6,373
Interest cost 18,216 15,962 14,512
Expected return on plan assets (2,870) (3,656) {3,987)
Amortization of unrecognized actuarial loss 2,234 1,470 1,337
Amortization of unrecognized prior service cost (2,447} (129) {125}
Net periodic postretirement benefit cost 5 21,3089 20,31¢ 18,106
The following table sets forth the amounts recognized as liabkilities for
postretirement benefits at December 31, 2003, 2002 and 2001.
December 31, 2003 2002 2001
{Dollaxrs in thousands)
Benefit obligation 3 (311,420 {253,762) (215,872)
Fair value of plan assels 29,877 28,657 36,555
Unamortized pricr service cost {33,068} (818) (1,046)
Unrecognized net actuarial loss 29,893 14,573 33,925
Accrued benefit cost 3 (224,719) (211,410} (146,438)
Assumptions used in accounting for postretiremsnt rensfits as of
Decemper 31, 2003 and 2002 were:
2003 2002
Determination of benefit obligazion
Discount rate 6.0% 6.75
Hezalthcare trend rates (Medical/Prescription Drug)
Following year 11.0%/16.0% 4.9/5.1
Rate to which the cost trend rate 1s assumed to
decline (the ultimate trend rate) 5.0%/5.0% 4.5/4.5
Year that the rate reaches the ultimate trend rate 2010/2015 2015/2015
Determination of benefit cost
Discount rate 6.75% 7.00
Expected return on plan assets §.25% 10.0
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The Company employs a total return investment approach whereby a mix of
equities and fixed income investmentis are used to maximize the long-term return
of plan assets for a prudent level of risk. The intent of this strategy is to
minimize plan expenses by outperforming plan liabilities over the long term.
Risk tolerance is established through careful consideration of plan
liabilities, plan funded status and corporate financial condition. Investment
risk is measured and meonitored on an ongoing basis through annual liability
measurements, periodic asset studies and periodic portfolic reviews.

The Company's postretirement benefit plan weighted-average asset
allocations at December 31, 2003 and 2002 by asset category are as follows:

2003 2002
Equity securities ) 80.5% 56.2
Debt securities 16.4 36.6
Other 3.1 7.2
Total 100.0% 100.0

In determining the expected return on plan assets, historical markets
are studied and long-term relationships between eguities and fixed ircome are
preserved consistent with the widely-accepted capital market principle that
assets with higher wvolatility and risk generate a greater return over the long
term. Current market factors such as inflaticn and interest rates are svaluated
before long-term capital market assumptions are determined. Peer data and
historical returns are also raviewed to check for reasonableness.

Assumed health care cost trends have a significant effect on tne amounts

reported for postretirement benefit plans. A one-percentage-point change in
assumed health care cost rates would have the following effects:

1-Fercentage l-Percentage
Point Increase ?oint Decrease

{Dellars in —housands)

Effect on total cf service and

interest cost components & 1,588 (1,514}
Effect on postretirement benefit
obligation $ 20,377 {19,126}

The Company expscts to contribute approximately $12 million to its
postretirement benefit plan in 2004.

(11} RETIREMENT AND SAVINGS PLANS

CenturyTel and certain subsidiaries sponsor defined benefit pension
plans for substantially all employees. CenturyTel alsoc sponsors an Quiside
Directors' Retirement Plan and a Supplemental Executive Retirement Plzan to
provide directors and cofficers, respectively, with suprlemental retirsment,

death and disability benefits. The Company uses a Decemper 31 measurement date
for its plans.

The following is a reconcillation of the beginning and ending talances
for the' aggregate benefit obligation and the plan assets for the Company's
retirement and savings plans.
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December 31, ‘ " 2003 2002 2001

{(Dollars in thousands)

Change in benefit cobligation

Benefit cbligation at beginning of year . $ 346,256 271,490 . 249,835
Service cost ; 12,840 10,353 7,760
Interest cost . 23,617 20,053 17,829
Plan amendments ' - - 1,205
Acquisitions - 51,428 -
Settlements {9, 562) - -
Actuarial (gain) loss 46,221 9,231 9,065
Benefits paid (28,1339} (16,299) (14,204)
Benefit obligation at end of year & 350,833 346,256 271,490

Change in plan assats

Fair value of plan assets at beginning of year 5 266,420 270,902 315,727
Return on plan assets 52,783 (42,998) (31,9298}
Employer contributions 50,437 3,387 1,377
Acquisitions 6,807 51,428 -
Benefits paid (28,139} {16,299} (14,204}
Fair value of plan asssts at end of year S 348,308 266,420 270,902

At Decempber 3i, 2003, the Company's underfunded pension plans {meaning
those with benefit obligations in excess of plan assets}) had aggregate benefit
obligations of $138.4 million and aggregate plan assets of $84.4 miliion. As
of December 31, 2002, 21l of the pension plans had benefit obligations in
excess of plan assets.

Met pericdic pension expense (benefit) for 2003, 2002 and 2001 included
the following componenzs:

Year ended December 2., 2003 2002 2001

{Dollzrs in thousands)

Service cost $ 12,840 10,353 7,780
Interest cost 23,617 20,052 17,829
Expected return on pizsn assets (22,0865) {28,575) (30,8603}
Settlements 2,233 - -
Recognized net (gains, losses 7,214 1,248 {2,399}
Net amortization ancg deferral 397 395 301
Net periodic pension expense (benefit) $ 24,236 3,474 (7,312}

The following fable sets forth the combined plans' funded status and

amounts recognized in the Company's consclidated balance sheet at Cecember 31,
2003, 2002 and 2001.

December 31, 2003 2002 2001

{Dollars in thcousands)
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Benefit obligation : $ {390,833) (346,256} (271,490}
Fair value of plan assets 348,308 266,420 270,902
Unrecognized transition asset (900) (1,152} (1,404}
Unamortized prior service cost 3,721 4,370 5,017
Unrecognized net actuarial {gain) loss 98,759 102,664 23,121
Prepaid pension cost - 59,055 26,046 26,146

The Company's zccumulated penefit obligétion as of December 231, 2003 and
2002 was $329.0 million and $284.8 million, respectively.

Amounts recognized on the balance sheet consist of:

December 31, 2003 2002 2001

(Dollzrs in thousands)

Prepaid pension cost $ 59,055 26,046 26,146
Additional minimum pension liability
([reflected in Deferred Credits and

Other Liabilities) - {56,388} -
Intangible asset (reflected in Other Assets) - 1,212 -
Accumulated Other Comprehensive Loss - 55,176 -

5 59,055 26,046 26,146

Assumptions used in accounting for the pension plans as of Decemper 2003
and 2002 were:

2003 2002
Determinaticn of benefit obligation
Discount rate 6.0% 6.75
Weighted zverage rate ¢ compensation increase 4.0% 4.50
Determination of bsnsfit cost
Discoun: rate 6.75% 7.0
Weighted average rate ¢f compensation increase 4.50% 4.50
Expected long-term rate of return on assets 8.25% 10.0

The Company employs z total return investment approach whereby a mix of
equities and fixed income investments are used to maximize the long-term return
of plan assets for a prudent level of risk. The intent of this strategy is to
minimize plan expenses by outperforming plan liabilities over the lonzg term.
Risk tolerance 1s established through careful consideration of plan
liabilities, plan funded staztus and corporate financial condition. Izvestment
risk is mezsured and monitored on an ongoeing basls through annual lizbility
measurements, pericdic asset studies and periodic portfolio reviews.

The Company's pension plans weighted-average asset allecations at
December 31, 2003 and 2002 by asset category are as follows:
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2003 2002
Equity securities 54.0% 66.5
Debt securities 11.0 5.7
Cash and cash equivalents 32.3 24.4
Other y 2.7 3.4
Total 100.0% 100.0

In determining the expected return on plan assets, historical markets are
studied and long-term relationships between equities and fixed income are
preserved consistent with the widely-accepted capital market principle that
assets with higher volatility and risk generate a greater return over thez long
term. Current market factors such as inflation and interest rates are evaluated
before long-term capital market assumptions are determined. Peer data and
historical returns are also reviewed to check for reasonableness.

The amount of the 2004 contribution will be determined based on z number

of factors, including the results of the 2004 actuarial valuation repor:z. At
this time, the amount of the 2004 contribution is net known.

CenturyTel sponscrs an Empleyee Stock Ownership Plan ("ESQOP") which
covers most employvees with one year of service with the Company and is funded
by Ceompany contributions determined annually by the Board of Directors. The
Company's expense related to the ESOP during 2003, 2002 and 2001 was $£.3
millicon, $%.3 million, and $7.5 million, respectively. At December 31, 2303,
the ES0P owned an aggregate of 7.2 million shares of CenturyTel commen stock.

CenturyTel and certain subsidiaries also sponsor qualified profic
sharing plans pursuant to Sectiocn 401(k) of the Internal Revenue Code {:zhe
"401 {k) Plans"} which are available to substantially all employees of iz
Company. The Company's matching contributions to the 401 (k} Plans were 58.2
millien in 2003, $6.7 million in 2002 and $6.6 million in 2001.
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(12} INCOME TAX

Income tax expense from continuing operations included in the

Consolidated Statements of Income for the
and 2001 was as follows:

Year ended Decenmber 31,

years ended December

31, 2603, 2002

Federal
Current
Deferred

State
Current
Deferred

Income tax expense for 2003 was reduced by $21.6 million

result of reducing the valuation allowance

carryforwards as it is more likely than not that future taxable

sufficient to enable the Company teo utiliz
carryforwards.

Income tax expense from continuing operations was allocated as follows:

Year ended December 31,

Tncome tax expenss in the consolidated
statements of income
Stockheolders' egulicy:

Compensation expense for tax purposes
in excess of amounts recognized for
financiel reporting purposes

Tax effect of the change in accumulat
other comprehensive income (loss)

The following is a reconciliation from the statutory federal income tax
rate to the Company's effective income tax rate from continuing operations:

Year ended December 31,

2003 2002 2001
(Dollars in thousands}
$ 58,659 22,587 26,689
118,800 80,0586 62,164
(113} 11,406 6,735
10,106 (8,944) (4,220}
5 187,252 105,305 91, 368
primarily as a
related to net state operating loss
income will be
e this portion of the operating loss
2603 2002 2001
(Dollars in thousands)
$ 187,232 105,505 91, 368
(4,385) (7,471) {1,051)
ed
13,783 (12,763} (13,715
2003 2002 2001

Statutory federal income tax rate

State income taxes, net of federal income
tax benefit

Amortization of nondeductible goodwill

Amortization of investment tax credits

amortization of ragulatory liability

Other, net

35.

1.

0% 35.0
Z 5
.1}

9N 2




CENTURYTEL INC - 10-K Filing Date: 12/31/03

Effective income tax rate 35,2% 35.3 38.0

_ In accordance with SFAS 142, effective January 1, 2002, goodwill
anortization for financial reporting purposes ceased.

The tax effects of temporary differences that gave rise to significant
portions of the deferred tax assets and deferred tax liabilities at Deceamber
31, 2003 and 2002 were as follows:

December 31, 2003 2002

(Dollars in thousands)

Deferred tax assets

Postretirement benefit costs $ 59,215 40,852
Regulatory support 12,464 11,414
Net state operating loss carryforwards 41,358 28,380
Other employee benefits 14,160 28,697
Other 24,819 18,720
Gross deferred tax assets 148,016 128,063
Less valuation allowance (19,735) (28, 380)
Net deferred tax assets 128,281 99,683

Deferred tax liabilities
Property, plant and equipment, primarily

due to depreciation differences {281,482) {189, 663)
Goodwill {350,812) (2536,801)
Deferred debt costs (2,470} (2,400)
Intercompany profits (3,485} (2,980)
Cther (8,583} -

Gross deferred tax liabilicies {656,832) (451,844)
et deferred tay liability 3 (528,551} (352,161}

As of December 31, 2003, the Company had available tax benefits
assoclated with net state operating loss carryforwards, which expire thrcugh
2023, of $41.4 million. In assessing whether thz= Company can realize thes
benefits of its net state operating loss carryiorwards, the Company considers
whether it is more likely than not that some portion or all of the carry-
forwards will not be realized. The ultimate realization of the benefits cf the
carryforwards is dependent upon the generation of future taxable income Zuring
the periods in which those temporary differences become deductible. The Company
censiders its scheduled reversal of deferred tax liabilities, projected future
taxable income and tax planning strategies in making this assessment. As a
result of such assessment, $19.7 million was ressyved through the valuation

allowance as of December 31, 2003 as it is likely that this amount of ns:
operating loss carryforwards will not be utilized prior to expiration.

(13) NONRECURRING GAINS AND LOSSES, MNET

In the second quarter of 2002, the Cempany reccrded a pre-tax gain of
$3.7 million from the sale of a PCS license.
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In the third quarter of 2001, the Company recorded a pre-tax gain on the
sale of its remaining common shares of Illuminet Holdings, Inc. aggregating
$54.6 million ($35.5 million after-tax; $.25 per diluted share). The Company
also recorded a pre-tax gain of $4.0 million ($2.6 million after-tax; $.02 per
diluted share) on the sale of certain other assets. Additionally in 2001, the
Campany recorded pre-tax charges of $25.5 million ($16.% million after-tax;
$.12 per diluted share) due to the write-~down in the wvalue of certain non-
operating investments in which the Company owns a minority interest.

(14) EARNING PER SHARE

The following is a reconciliation of the numerators and denominatcrs of
the basic and diluted earnings per share computations:

Year ended December 31, 2003 2002 2001

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

Income (Numerator):

Income from centinuing operations $ 344,707 133,533 149,081

Discontinued operations, net of tax - £08,091 193,950

Net income 344,707 01,624 343,031

Dividends applicable t2 preferred stack (399) (399) ({393
Net income applicable to common stock for

computing basic earnings per share 344,308 01,225 342,632

Dividends applicable tc preferred stock 399 399 389

Net income as adjusted for purposes of computing
diluted earnings per share 5 344,707 91,624 343,032

Net income applicable —o common stock for
computing basic earnings per share, as
adjusted for goodwil: amortization $ 344,308 501,225 398,893

Net income as adjusted for purposes of computing
diluted earnings per share, as adjusted for .,
goodwill amcrtization 5 344,707 251,624 399,297

Shares (Dencminator):
Weighted average number of shares outstanding

during period 143,673 41,796 141,021
Employee Stock COwnership Plan shares not
committed to be relezsed (90) (183) (278)

Weighted average number of shares cutstanding during

periocd for computing basic earnings per share 143,583 141,613 140,743
incremental common sharaes attributable to

dilutive securities:

Shares issuable under convertible securities 435 435 435
Shares issuable under outstanding stock options 682 331 1,129
Number of shares as adiusted for purposes of
computing diluted earnings per share 144,700 142,879 142,307
Basic eatnings per share
Frem continuing cperations g 2.40 1.36 1.06
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Exercisable December 31, 2002 3,991,753 25.68

The follewing tabkles summarize certain informaticon about CenturyTel's
stock options at December 31, 2003.

Options c¢utstanding

Exercisable December 31, 2003 3,807,355 27.21

Weighted average

Range of remaining contractual Weighted average
exercise prices Number of options life outstanding exercise price
] 11.67-17.64 931,324 1.9 $ 14.90
24.10-2¢6.31 230,308 7.6 25.20
26.62-31,56 3,061,468 7.9 27.73
31.75-38.50 2,469,563 8.4 33.866
39.00-46.19 41,508 5.3 42.47
11.67-46.19 6,734,572 7.5 28.14

Range of : Number of

sighted average
exercise prices options exercisable sxercise price
$ 11.€7-27.64 931,324 3 14.90
24.1C0-22.31 178,753 25.14
26.€2-31.56 1,179,303 28.15
31.7:-33.50 1,476,066 34,04
39.00-45.19 41,909 e 42,47
11.€7-4¢.19 3,807,355 27.21

(186) SUFPLEMENTAL CASH FLOW DISCLOSURES

The amount ¢f interest actually paid by the Company, net of amounts
capitalizsd of $488,000, $i.2 million and $3.5 million during 2003, 200z and
2001, respectively, was $221.1 million, $210.9 million and $224.7 millicn during
2003, 2002 and 2001, respectively. Income taxes paid were $%1.6 million in 2003,
$325.5 miillion in 2002 snd $128.3 million in 2001. Income tax refunds tezaled

$85.7 million in 2003, 52.7 million in 2002 and $5.0 million in 2Q001.

The Company has consummated the acquisitions of various operatiens, aleng
with certain other assets, during the three years ended December 31, 20CZ. In
connection with these acguisiticns, the following assets were acquired and
liabilities assumed:
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Year ended December 31, . : 2003 2002 2G001

(Dollars in thousands)

Property, plant and equipment, net $ 46,390 866,575 -
Goodwill N 21,743 1,335,157 33,183
Deferred credits and other liabilities 21,754 (56,897} 13,948
Other assets and liabilities, excluding E

cash and cash equivalents (3,044) 100,191 -
Decrease in cash due to acquisitions $ 86,243 2,245,026 47,131

The Company has disposed of various operations reflected within
continuing coperations, along with certain other assets, during the three years
ended December 31, 2003, In connection with these dispositions, the following
assets were sold, liabilities eliminated, assets received and gain recognized:

Year ended December 31, 2003 2002 2001

e A e e

{Dollars in thousands)

Property, plant and equipment, net $ - - (2,447)
Marketable equity securities - - {3,614)
Other assets and liabilities,

excluding cash and cash equivalents - (435) 219,080)
Gain ¢on sale of assets - {3,709} {33,043)
Increase in cash due to dispositions 5 - (4,144) {38,184)

For infeormation on the Company's discontinued operations, see Motz 3.

(17) FATR VALUZ OF FPINANCIAL IMSTRUMENTS
The feollowing table presents the carrying amounts and estimated Zzir
values of certain of the Company's financial instruments at December 31, 2003
and 2002.
Carrying Fair
Anount value

(Dollars in thsusands)
December 31, 2003

Financial assets

Qther $ 54, 605 54,605 (2)
Financial liabilities .
Long-term debt (including current maturities) $ 3,181,755 3,440,278 (1)
Interest rate swaps $ 11,693 11,693  (2)
Other $ 44,612 44,8612 (2)

December 31, 2002
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Financial assets

3
7

5
0
4

(2)
(2}

Interest rate swaps 3 22,163 22,16

Other $ 33,637 33,63
Financial liabilities

Long-term debt (including current maturities) S 3,648,869 3,937,53

Interest rate swaps 1,250 1,29

Other . : S 41,884 41,88
(1) Fair value was estimated by discounting £he scheduled payment streams to

present value based upon rates currently available to the Company for
similar debt.

(2} Fair value was estimated by the Company to approximate carrying value.

The carrying amount of cash and cash equivalents, accounts receivable,
accounts payable and accrued expenses approximates the fair value due to the
short maturity of these instruments and have not bheen reflected in the above
table.

{18) BUSINESS SEGMENTS

The Company's only separately reportable business segment is its
telephone operations. The operating income of this segment is reviewed by the
chief operating decision maker to assess performance and make business
decisions. Due to the sale of the Company's wireless operations, such operation
(which were previously reported as a separate segment) are classified as
discontinued operations. Other operations include, but are not limited to, the
Company's non~regulated long distance operations, Internet operations,
competitive local exchange carrier operations, fiber transport business and
security menitoring operations.

The Company's telephone operations are conducted in rural, suburban and
small urban communities in 22 states. Approximately 70% ¢f the Company's
telephone access lines are in Wisconsin, Missouri, Alsrama, Arkansas and
Washington.

Depreciation

3

Operating and Operating
revenues zhortization incone
. (Dollzrs in thousands)
Year ended December 31, 2003
Telephone $ 2,071,980 450,851 688,114
Other operatiocns 308,765 1%,790 62,282
Total g 2,380,745 470,641 750,356
Year ended December 31, 2002
Telephone $ 1,733,592 396,86¢ 543,113
Other operations 238,404 14,760 43,568
Corporate overhead costs allecable to
discontinued operations - - (11,275}
575, 406

Year ended December 31, 2001
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Telephone : $ 1,505,733 398,284 423,420
Other operations 173,771 8,754 22,098
Corporate overhead costs allocable to

disceontinued operations - - (20,213)
Total $ 1,679,504 407,038 425,305
Year ended December 31, 2063 2002 2001

{Dollars in thousands)

Opesrating income 3 750, 396 575,406
Interest expense {226,751) (221,845)
Income from uncensolidated cellular entity 6,160 5,582
Nonrecurring gains and 1osses, net ) - 3,709
Other income and expense 2,154 (63,814)
Income from continuing operations

before income tax expense $ 531,959 299,038
Year ended December 31, 2003 2002

425,305

(225,523)
7,592
33,043
32

240,449

(Dollars in thousands)

Capital expenditures

Telephone 5 317,357 319,536
Other operations ‘ 60,582 66,731

Total $ 377,939 i8e,267

December 31, 2003 2002

Total assets

Telephone S 6,747,036 2,262,713
Qther operations 1,148,816 307,895
Assets held for sale - -
Total assets $ 7,895,85%2 7,77¢,408

B e T T R e b T T P R e S

Interexchange carriers and cther accounts receivable on the balznze
sheets are primarily amounts due from varicus long distance carriers,
principally AT&T, and several large local exchange ¢perating companies.

{19} COMMITMINTS AND CONTINGENCIZS

Construction expenditures and investments in vehicles, buildings and
equipment during 2004 are estimated to be $2%0 million for telephone opsrations
and $110 willion for other operations.

In Barbrasue Beattie and Jzmes Sovis, con behalf of themselves &nd all
others similarly situated, v. CenturyTel, Inc., filed on Qctcher 29, 2022 in the
United States District Court for the Eastern District of Michigan (Case llo.

02-10277), the plaintiffs allege that the Company unjustly and unreasonably
money damages and injunctive relief under various legal theories on behalf of a
purported class of over two million customers in the Company's telephone
markets. The Court has not yet ruled on the plaintiffs' certification metisa,

351,010
84,505

4,754,522
730,395
833,787

6,318,684
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and has not yet set a date to resolve this issue. Given the current status of
this case, the Company cannot estimate the potential impact, if any, that this
case will have on its results ¢f operations.

AT&T filed a petition with the FCC in December 2003 seecking forbearance
from enforcing certain provisions of the Telecommunications Act of 155%& that
aliows LECs to file access tariffs on a streamlined basis and, if certain
criteria are met, deems those tariffs lawful. Certain of the Company's
telephone subsidiaries file interstate tariffs directly with the FCC using this
streamlined filing approach. As a result of recent court rulings, tariffs that
have been "deemed lawful" in effect nullify an interexchange carrier’s ability
to seek refunds should the earnings from the tariffs ultimately result in
earnings above the authorized rate of return prescribed by the FCC. The Company
has not recognized any revenues in excess of the authorized rate of return
applicable to those carriers who historically have reguested refunds pending
resclution of the “deemed lawful" tariff issue. The Company will continue td
monitor the status of the AT&T petition with the FCC. Although it is possible
the Cempany could benefit favorably upon reseclution of this issue, there is no
assurance that a favorable outcome will occur.

From time to time, the Company is involved in various other claims and
legal actions relating to the conduct of its business. In the opinion of
management, the ultimate disposition of these matters will not have a material

adverse effect on the Companv's consolidated financial position or results of
operations.

(20} SUBSEQUENT EVENT

On February 3, 2004, the Company announced that its board of directors
approved a stock repurchase program that will allow the Company to repurchase up
to an aggregate of $400 million of either its common stock or cenvertible equity
units prior to December 31, 2005. The Company commenced purchases under this
plan on February 6, 2004,

* ok ok ok ok W Wk

CENTURYTEL, INC.
Consolidated Quarterly Income Statement Information
{(Unaudited)

First Second Fourth
. quarter quarter quarter
(Dollarz in thousands, except per share amounts)
2003 (unaudited!
Operating revenues $ 580,530 590,148 603,732 606, 315
Operating income $ 184,733 188,381 190,781 196,461
Net income $ 83,919 87,3487 G, 872 82,442
Basic earnings per share 3 .59 .61 53 .57
Diluted earnings per share 5 .58 .60 .63 .57
2002
Operating revenues $ 422,918 438,702 524,437 585,879
Operating incorme $ 119,049 109,531 157,715 189,110
Income from continuing operations 5 43,117 41,482 64,569 44,345
Net income § 10,787 78,783 607,749 44,343
Basic earnings per share from
continuing operations : $ .30 .29 .43 .31

I
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Basi¢ earnings per share . $ .50 .56 4.29 .31
Diluted earnings per share from

continuing operations $ .30 .29 .45 31
Diluted earnings per share § .50 .55 4.26 .31
2001

Operating revenues 5 411,802 409,250 423,973 434,679
Operating income 5 104,309 93,209 105,991 115,796
Income from continuing operaticns 5 27,708 22,533 " B0,894 37,846
Net income $ 46,722 154,241 92,305 49,763

Basic earnings per share from
continuing operations ’ § .20 .16 .43 .27
Basic earnings per share from

continuing operations, as adjusted $ .28 .24 .51 .35
Basic earnings per share $ .33 1.10 .65 .35
Basic earnings per share, as adjusted $ .43 1.20 .15 .45
Diluted earnings per share from

continuing operaticns $ .19 .16 .43 .27
Diluted earnings per share from

coentinuing operations, as adjusted $ .28 .24 .51 .35
Diluted earnings per share § .33 1.09 .65 .35
Diluted earnings per share, as adjusted $ .43 1.19 .75 .45

Diluted earnings per share for the fourth guarter of 2003 included a $.06
per share charge related tc opegrating taxes, net of related revenue effect, and
interest associated with various operating tax audits.

Diluted earnings per share for the third quarter of 2002 included $3.72
per share related to the gain on the sale of substantially all of the Company's
wireless operations, net of amounts written off for costs expended related to
the wireless portion of the new billing system currently in development. Diluted
earnings per share for the fourth quarter of 2002 was negatively impacted by
$.27 per share related to the redemption premium on the Company Series :
remarketable notes that were redeemed in Octeoher 2002. On July 1 and Augus:t
31, 2002, the Company acquired nearly 650,000 telephcne access lines and
related assets frem Verizon. See Note 2 for additicnal information.

Item 9. Changes in and Disagreesments With Accounzants on Accounting
and Financial Disclosure.

None.

Item 9A. Controls and Procedures

The Company maintains disclosure controls and procedures designed to
provide reasonable assurances that information required to be disclosed zy the
Company in the repcorts it files under the Securities Exchange Act of 1934 is
timely recorded, processed, summarized and reported as required. The Ceompany's
Chief Executive Officer, Glen F. Post, III, and the Company's Chief Financial
Officer, R, Stewart Ewing, Jr., have evaluated the Company's disclosure controls
and procedures as of December 31, 2003. Based on the evaluation, Messrs. Post
and Ewing concluded that the Company's disclosure controls and procedures have
been effective in providing reasonable assurance thst they have been timely
alerted of material information required to be filed in this annual repo:zt.
Since the date of Messrs. Post's and Ewing's most rscent evaluation, there have
been no significant changes in the Company's internal controls or in other
factors that could significantly affect these controls. The design of any system
of controls is based in part upon certain assumptions about the likelihood of
future events and contingencies, and there can be no assurance that any design
will succeed in achieving its stated goals.
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BPART III

Item 10G. Directors and Executive Officers ¢f the Registrant,

The name, age and office{s) held by each of the Registrant's exscutive
officers are shown below. Each of the executive officers listed below serves at
the pleasure ¢of the Board of Directors.

Name Age Office(s) held with Centuryrel

Glen F. Post, III 51 Chairman of the Board of Directors
and Chief Executive Qfficer

Karen 2. Puckett 43 President and Chief Operafing Officer

R. Stewart Ewing, Jr. 52 Executive Vice President and
Chief Financial Officer

David D. Cole 46 Senior Vice President -
Operations Support

Stacey W. Goff 33 Senior Vice President, General Counsel
and Corporate Secretary

Michael Maslowski 26 Senior Vice President and
Chief Informaticn Officer

Each of the Registrant's executive officers, except for Ms. Pucke:t and
Mr., Goff, has served as an officer of the Registrant and one or more of its
subsidiaries in varying capacities for more than the past five years.

Ms. Puckett has served as President and Chief Operating Officer cf the
Company since August 2002, as Executive Vice President and Chief Operazin
Officer of the Company from July 2000 through August 2002, as Sales and
Marketing Senior COfficer of BroadStream Communications from July 199% t-rough
July 20006 and as Texas Reglon President for GTE Wireless from 1996 to =ii-1999.
Commco Technology LLC (formerly BroadStream Communications) filed for bankruptoy
on December 18, 2000 in the United States Bankruptcy Court, District ol
Cennecticut (Bridgepcrz). Ms. Puckett was an officer of BroadStream
Communicaticns from July 1999 through July 2000.

Mr. Post has served as Chairman of the Board since June 2002, anz,
previcusly served as Vice Chairman of the Board from 1993 to 2002 and Frzsident
from 1%90 to 2002. In May 1999, Mr. Ewing was promoted from Senior Vics
President to Executive Vice President. In August 2003, Mr. Goff was promoted to
Senior Vice 2resident, General Counsel and Secretary. He previously servzd as
Vicé President and Assistant General Counsel from 2000 to July 2003 and as
Director-Corporate Legal from 1998 to 20C0.

L

The bkalance of the information required by Item 10 is incorporatizd by

reference to the Registrant's definitive proxy statement relating to its 2004
annual meeting of stockholders (the "Proxy Statem=nt"), which Proxy Statement
will be filed pursuant to Regulation l4A within the first 120 days of 2.l4.

Item 11. Executive Compensation.

The information reguired by Item 11 is incorporated by references zo the
Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

The following table provides information as of December 31, 2003,

Page 85




CENTURYTEL INC - 10-K

Filing Date: 12/31/03

concerning shares of CenturyTel common stock authorized for issuance under
CenturyTel's existing equity compensation plans.

(c)

.Number of securities
remaining available for

{a} (o} future issuance under
Number of securities to .. Weighted-average plans {excluding
be issued upon conversion - exercise price of securities reflected in
Plan category of outstanding options: outstanding options column (a)}
Equity compensation
plans approved by
security holders 6,734,572 $28.14 3,712,002
Employee Stock Purchase
Plan approved by
shareholders - - 4,822,491
Fgquity compensation
plans net approved by
security holders - - -
Totals 6,734,572 $28.14 8,534,493

The balance of the information required by Item 12 is incorporated by
reference to the Proxy Statement.

Item 13. Certain Relaticnships and Related Transactions.

The information required by Item 13 is incorperated by reference to the
Proxy Statement.

Ttem 14. Principal Accounting Fees and Services

Tne information required by Item 14 is incorporazed by reference to
the Proxy Statement.

POLRT TV
Itgm 15. Exhibits, Financial Statement Schedules, and Zzports cn Form 8-K.
a. Financial Statemsnts
(i} Consolidated Financial Statements:
Independent Auditors' Repert on Conscliidated Financial
Statements and Financlial Statement Schedule

Consolidated Statements of Income for the years ended
Decembar 31, 2003, 2002 and 2001

Consolidated Statements of Comprehensive Income for
the years ended December 31, 2003, 2002 and 2001

Consolidated Balance Sheets - Decexker 31, 2003
and 2002

Consolidated Statements of Cash Flows for the years
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ended Decempber 31, 2003, 2002 and 2001

Consolidated Statements of Steckholders' Equity for the
years ended December 31, 2003, 2002 and 2001

Notes to Consolidated Financial Statements

Consoclidated Quarterly Income Statement
Information {(unaudited) -

(ii) Schedules:*

II Valuation and Qualifying Accounts
* Those schedules not listed above are
omitted as not applicable or not required.

b. Reports on Form 8-K.

The following items were repeorted in a Form 8-K filed Qctober
30, 2003:; Item 12. Results of Cperations and Financial

Condition - News release announcing third quarter 2003
operating results.

C. Exhibits:

3.1 Amended and Restated Articles of Incorporaticn of
Registrant, dated as of May 6, 1999,
({incorporated by reference to Exhibit 3{i) to
Begistrant's Quarterly Report on Form 10-Q for
the quarter ended June 30, 1939).

3.2 Registrant's Bylaws, a5 amended through August
<&, 2003 (incorporated by reference to Exhibit
3.1 of Registrant's Current Report on Form §-K
ated August 26, 2003 and filed on December 2, 2073}

[S T

L

3.3 20
ehreary 25, 2004, all included slsewhere herein.

LS

vernance Guidelines and Charters, as amended through

{a) Corporate Governance Guidelines

{b) Charter of the Audit Commitiee of the
Board of Directors

(c) Charter of the Compensation Committes of
the Board of Directors

!d} Charter of the Nominating and Corporate
Governance Committee of the Board of
Directors

{e) Charter of the Risk Evaluvation Committee of the
Board of Directors

4.1 ¥Mote Furchase Agreement, dated September 1, 1988,
petween Reglstrant, Teachers Insurance and
Ennuity Association of America and the Lincoln
Mational Life Insurance Company (incorporated by
reference to Exhibit 4.23 to Registrant's
Quarterly Report on Form 10-0 for the quarter
2nded September 30, 1989}).

4.2 Rights Agreement, dated as of August 27, 1996, besiween
Pegistrant and Society National Bank, as Rights Agent,
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including the feorm of Rights Certificate {incorporated by
reference to Exhibit 1 of Registrant's Current Report on
Form B-K filed August 30, 1996) and Amendment No.l thereto,
dated May 25, 1999 (incorporated by reference to Exhibit
4.2(ii) to Registrant's Report on Form B-K dated May 25,
1999) and Amendment No. 2 thereto, dated and effective as
of June 30, 2000, by and between the Registrant and
Computershare Investor Services, LLC, as rights zagent
(incorporated by reference to Exhibit 4.1 of Registrant's
Quarterly report on 10-Q- for the gquarter ended September
30, 2900).

4.3 Form of common stock certificate of the Registrant
{incorporated by reference to Exhibit 4.3 of the
Registrant's Annual Report on Form 10~-K for the year
ended December 31, 2000}.

4.4 Instruments relating to the Company's public senior debt

(a) Indenture dated as of March 31, 19%4
between the Ccmpany and Regions Bank
(formerly First American Bank & Trust of
Louisiana), as Trustee (incorporated by
reference to Exhibit 4.1 of the Company's
Registration Statement on Form $-3,
Registration No. 33-52915).

(b) Resclutions designating the terms and
conditions of the Company's 7-3/4% Senior
Notes, Series A, due 2004 and 8-1/4% Senior
Notes, Series B, due 2024 (incorporated by
reference to Exhibit 4.1 to Registrant's
Quarterly Repcrt on Form 10-Q for the
guarter ended March 31, 1994).

{c) Resclutions designating the terms and
conditions of the Company's 6.55% Senior
Notes, Series €, due 2005 and 7.2% Senior
Notes, Series D, due 2025 (incorporzted by
reference to Exhibit 4.27 to Registrant's
Annu2al EBeport on Form 10-K for the wear
ended December 31, 1995).

e (d) Resclutions designating the terms and
conditicns ¢f the Company's 6.15% Zenior
Notes, Series E, due 2005; 6.30% Senior
fiotes, Series [, due 2008; and 6.875%
Debentures, Saries G, due 2028,
(incorporated by reference to Exhipit 4.9
to Registrant's Annual Report on Ferm 10-K
for the year ended December 31, 1957).

(e) Form of Registrant's B.375% Senior Notes,
Series H, Due 2010, issued QOcteober 19, 2000
{incorporated by reference to Exhibit 4.2
of Registrant's Quarterly Report on Form
10-0 for the Quarter ended September 30,
2000) .

(f) For information on Reglstrant's Series J
notes and related First Supplemental
Indenture, see Item 4.7 below.

(g) Second Supplemental Indenture dated as of August
20, 2002 between CenturyTel and Regions Bank
(successor—-in-interest to First American Bank &
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Trust of Louisiana and Regions Bank of Louisiana),
as Trustee, designating and outlining the terms and
conditions of CenturyTel's 4.75% Convertible Senier
Debentures, Series K, due 2032 (incorporated by

reference to Exhibit 4.3 of CenturyTel's registration-

statement on Form S-4, File No. 333-100480).

(h) Form of 4.75% Convertible Debentures, Series K,
due 2032 (inc¢luded in Exhibit 4.4{g}).

{i) Board resolutions designating the terms and
conditions of CenturyTél's 7.875% Senior Notes,
Series I, due 2012 (incorporated by reference to
exhibit 4.2 of CenturyTel's registration statement
on Form 85-3, File No. 333-100481}).

{j) Form of 7.875% Senior MNotes, Series L, due 2012
(included in Exhibit 4.4{(i)).

(k} Registration Rights Agreement dated as of
August 26, 2002 by and among CenturyTel,
and Banc of America Securities LLC, J.P.
Morgan Securities Inc. and Wachovia
Securities, Inc. {incorporated by reference
to ExXnibit 4.5 of CenturyTel's registration
statement on Form S-4, File No.
233-100480),

{1} Exchange and Registration Rights Agreement
dated as of August 26, 2002 by and among
CenturyTel and Banc of America Securities
LLC, J.P. Morgan Securities Inc. and
Wachovia Securities,. Inc., as
representatives of the initial purchasers
ramed therein (incorpeorated by reference to
Exhibit 4.4 of CenturyTel's registration
statement on Form 5-3, File No.
333-100481).

$533 Hillion Three-Year Bevolving Credit Facility, dated
July 22, 2002, between CenturyTel, Inc. and the lsnders
named therein {incorporated by refersnce to Exhibiz 10.1
of Registrant's Quarterly Report on Form 10-Q¢ for the
preriod ended June 30, 2002).

First Supplemental Indenture, dated as of
November £, 1998, to Indenture between CenturyTel
of the Northwest, Inc. and The Firs:t MNational
Bank of Chicago (incorporated by reference to
Exhibit 10.2 to Reglstrant's Quarterly Report on
Form 10-Q for the quarter ended September 30,
1998) .

Bgreements relating to equity units issued by
CenturyTel in May 2002:

(a) Purchase Contract Agreement, dated as of May
1, 2002, between CenturyTel and Wachovia
Bank, National Association, as Purchase
Contract Agent (incorporated by reference to
Exhibit 4.13 to CenturyTel's Registration
Statement on Form $-3, File No. 333-842786).

(b) Pledge Agreement, dated as of May 1, 2002,
by and among CenturyTel, JPMorgan Chase
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{c)

Bank, as Collateral Agent, Custedial Agent,
and Securities Intermediary, and Wachovia
Bank, MNational Association, as Purchase
Contract Agent (incorpeorated by reference to
Exhibit 4.15 to CenturyTel's Registration
Statement on Form 5-3, File No. 333-84276)}.

First Supplemental Indenture, dated as of
May 1, 2002, between CenturyTel and Regions
Bank, as Trustee, to:the Indenture, dated as
of March 31, 1994, between CenturyTel and
Regions Bank, as Trustee, relating to
CenturyTel's Senior Notes, Series J, due
2007 issued in connection with the equity
units (incorporated by reference to Exhibit
4.2{b) to CenturyTel's Reglstration
Statement on Form S$=3, File No. 333-84276).

10.1 Qualified Employee Benefit Plans (excluding several
narrxow-based qualified plans that cover union

employees or cther limited groups of Company employesss)

1a)

()

(d)

Registrant's Employee Stock Ownership Plan
and Trust, as amended and restated February
28, 2002 and amendment thereto dated
Decemter 31, 2002 (incorperated by
reference to Exhibit 10.1(a) of
Registrant's Annual Report on Form 10-XK for
the yezr ended December 31, 2002).

Registrant's Dollars & Sense Plan and
Trust, as amended and restated, effective
Septerber 1, 2000 and amendment thereto
dated December 31, 2002 {inccrporated by
refersnce to Exhiblt 10,1 (b) of
Regisirant’s Annual Report on Form 10-K for
the vezr ended December 31, 2002).

Regiszrant's Amended and Restated
Retirzment Plan, effective as of February
28, 2.52, and amendment thereto dated
Decerzsr 31, 2002 (incorporated by
referznge to Exhibit 10.1(c) of
Fegistrant's Annual Report on Form 10-%X for
the year ended December 31, 2002}.

Merger Agreement, dated September 18, 2001,
betweszn Registrant and Regions Bank of
Louisizna, pursuant to which Registrant's
Stock Zonus Plan and PAYSOP were nerged
inteo Fagistrant's Employee Stock Ownership
Plan fincorporated by reference to Exhibit
10(b; of Registrant's Quarterly Report on
Form 12-0 for the quarter endad September
30, 2791},

10.2 Stock-baszd Incentive Plans

(&)

Regiztrant's 1983 Restricted Stock Plan, dated
Februzry 21, 1984, as amended and restated as of
Noverzer 16, 1995 {incorporated by reference to
Exhibzt 10.1{e) to Registrant's Annual Report on
Form i0-X for the year ended Decenmber 31, 1%95}
and amendment thereto dated November 21,

1296, {incorperated by reference to Exhibit 10.1

(e) to Registrant's Annual Report on Form 10-K for
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{b)

(cl

the vear ended Decenber 31, 19%6), and amendment
thereto dated February 25, 1987 (incorporated by
reference to Exhibit 10.3 to Registrant's Quarterly
Report on Form 10-Q for the quarter ended March 31,
19%7), and amendment thereto dated April 25, ‘
2001 (incorporated by reference teo Exhibit 10.1 of
Registrant's Quarterly Report on Form 10-Q for the
quarter ended March 31, 2001), and amendment thereto
dated April 17, 2000 (incorporated by reference £o
Exhibit 10.2{a) to Registrant's Annual Report on
Form 10-K for the year. ended December 31, 2001).

Registrant's 1988 Incentive Compensation Program,

as amended and restated August 22, 1989 ({incorporated
by refersnce to Exhibit 19.8 to Registrant's Quarterly
Report on Form 10-Q for the quarter ended September
30, 19892} and amendment thereto dated November 21,
1996 (incorporated by reference to Exhibit

10.1(g) to Registrant's Annual Report on Form 10-K

for the year ended December 31, 1996}.

Registrant's 1995 Incentive Compensation Plan aporoved

by Registrant's shareholders on May 11, 1995
(incorporated by reference to Exhibit 4.4 to
Pegistration Mo, 33-60Q061) and amendment thersto dated
Movember 21, 1996 (incorporated by Reference to
Exhibit 10.1 (1) to Registrant's Annual Report on Form
10-K for the year ended December 31, 199%), and
amendment thereto dated February 25, 18%7
{incorporated by reference to Exhibit 10.1 tc
Registrant's Quarterly Report on Form 10-Q for tre
quarter ended March 31, 199%7) and amendment th

dated May 29, 2003 (incorporated by reference :to
Exhibit 10.1 to Registrant's Quarterly Beporz on Form
10-Q for the quarter ended June 3¢, 2003).

(i) TForm cf Stock Opticon Agreement,
Plan and dated as of May 22, 1995, entered
into by Pegistrant and its gfficers
{incorpecrated by reference to Exhibki:z 10.3
te Registrant's Quarterly Report on
16-9 for the quarter ended June 30,

(ii} Form of Stock Optien Agreement,
pursuant te 1985 Incentive Compensa<tion
Plan and dated as of June 23, 1995, entered
into by Registrant and certain key
emplovees {incorporated by reference tTo
Exniblt 10.6 to Registrant's Quarterly
Beport on Form 10-Q for the quarter ended
Junz 30, 1995).

(iii)Form of Steock Option Agreement,
pursuant te 1985 Incentive Compensa-ion
Plan and dated as of February 24, 1897,
entered into by Registrant and its officers
(incorperated by reference to Exhibit 10.4
£o Registrant's Quarterly Report on Form
10-Q for the quarter -ended June 30, 1997).

{iv) Form of Stock QOption Agreement,
pursuant to 1995 Incentive Cowmpensation
Plan and dated as of February 21, 2000,
entered into by Registrant and its officers
{inccrporated by reference to Exhibit 10.1
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{t) to Registrant's Annual Repcert on Form

10-K for the year ended December 31, 1998%).

(v) Form of Restricted Stock and

Performance Share Agreement, dated as of
February 22, 1999, relating to equity
incentive awards granted in 1999 pursuant
te the Registrant's 1995 Incentive

. Compensation Plan that were vested or
earned wholly or in part in early 2004
(incorporated by reference to Exhibit
10.1(x) to Registrant's Annual Report on
Form 10-K for the year ended December 31,
19%9) .

{d) Amended and Restated Registrant's

2000 Incentive Compensation Plan,
as amended through May 23, 2000
(incorporated by reference to
Exhibit 10.2 to Registrant's
Quarterly Report on Form 10-Q for
the quarter ended June 30, 2000
and amendment thereto dated May 29,
2003 {incorporated by reference to
Exhibit 10.2 to Registrant's
Quarterly Report on Foxm 10-Q for
the quarter ended June 30, 2003).

(i) Form of Stock Option Agreement,
pursuant to the 2000 Incentive
Compensation Plan and dated as of
May 21, 2001, entered into by
Registrant and its officers
(incorporated by reference to
Exhibit 10.2{e} to Registrant’s
Annual Report on Ferm 10-K for the
year ended December 31, 2001).

{11) Form of Stock Option RAgreement,
pursuant to the 20CJ Incentive
Compensation Plan =nd dated as of
February 25, 2002, entered inte by
Pegistrant and its officers
(ingorporated by reference to
Exhibit 10.2(d) (ii) of Registrant's
Annual Report on form 10-¥X for the
year ended December 31, 2002).

(e} Amended and Restated CenturyTel,

Inc. 2002 Directors Stocx Option
Plan, dated as c¢f Februzary 25,
2004, included elsewhere herein.

(i) Form of Stock Option Agreement,
pursuant to the foregoing plan,
entered into by CeanturyTel in
connection with options granted to
the outside directors as of May 10,
2002 (incorporated by reference to
Exhibit 10.2 of Registrant's
Quarterly Report on Form 10-Q for
the period ended September 30,
2002) .

{i1) Form of Stock Opticn Agresment,
pursuant to the foregoing plan,
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entered into by CenturyTel in
connection with options granted to
the outside directors as of May 9,
2003, included elsewhere herein.

(f} Amended and Restated CenturyTel, Inc. 2002

Management Incentive Compensation Plan,
dated as of February 25, 2004, included
elsewhere herein. R

(i) Form of Stock Option Agreement,
pursuant to the foregeing plan,
entered intc between CenturyTel and
certain of its officers and key
empleyees at various dates since
May 2, 2002 (incorporated by
reference tc Exhibit 10.4 of
Registrant's Quarterly Report on
Form 10-Q for the period ended
September 30, 2002).

{ii) Form of Stock Option Agreement,
pursuant to the foregoing plan and
dated as of February 24, 2003,
entered into by Reglstrant and its
officers {(incorporated by reference
to Exhibit 10.2(f£) (il) of
Registrant's Annual Report on Form
10-K for the year ended Pecember
3%, 2002).

(iii) Form of Stock Option Agreement,
pursuant to the foregoing plan and
dated as of February 25, 2004,
entered into by Registrant and its
officers, included elsewhere
herein.

{iv) Form of Restricted Stccor Agreement,
puzsuant to the foregoing plan and
dated as of February 24, 2003,
entared intc by Regis:trant and ics
executive officers (incecrporated by
reference to Exhibit :10.1 of
Registrant’s Quarterly Report on
Form 10-Q for the perisd ended
March 31, 20031,

10.3 Other Non-Qualified Employee Eenefit Plans

{a)

Registrant's Key Employee Incentive Compensaticn
Plan, dated January 1, 1984, as amended and restated
as of November 16, 1985 (ircorporated by reference
to Exhibit 10.1(f} to Registrant's Annual ReporT on
Form 10-K for the year ended December 31, 19953;

and amendment thereto dated November 21, 1986
{incorporated by reference tc Exhibit 10.1 (£) to
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 1955}, amendment there:zo
dated February 253, 1997 (incorporated by

reference to Exhibit 10.2 %o Registrant's Quarzerly
Report on Form 10-¢ for the guarter ended March 31,
1997), amendment thereto dated April 25, 2001
{incorporated by reference to Exhibit 10.2 of
Registrant's Quarterly Report on Form 10-Q for the
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(b}

(c)

{d)

quarter ended March 31, 2001) and amendment thereto
dated April 17, 2000 (incorporated by reference to
Exhibit 10.3(a) to Registrant's Annual Report

cn Form 10-K for the year ended December 31, 2001}.

Registrant's Restated Supplemental
Executive Retirement Plan, dated april 3,
2000 (incorporated by reference to Exhibit
10.1(d) to Registrant's. Quarterly Repcrt on
Form 10-Q for the quarter ended March 31,
2000} .

Registrant's Restated Supplemental Defined
Contribution Plan, restated as of July 17,
2001, {incorporated by reference to Exhibit
10.1 of Registrant's Quarterly Report on
Form 10-Q for the quarter ended June 30,
2001y .

Registrant's Amended and Restated
Supplemental Dgllars & Sense Plan,
effective as of January 1, 19%%
(incorporated by reference to Exhibit 10.1
(q) to Registrant's Annual Report on Form
10-K for the year ended December 31, 1998).

Registrant's Supplemental Defined Benefit
Plan, effective as of January 1, 199%9%
{(incorporated by reference to Exhibkit 10.1
{y) to Registrant's Annual Report on Form
10-K for the year ended December 31, 1998},
and amendment thereto dated February 28,
2002 (incorporated by reference to Exhibit
10.3{e}) to Registrant's Annual Report on
Form 10-¥ for the year ended December 31,
2001}

Rng1 trant's Amended znd Restated Salary
ien (DPisability) Plan for

z, dated Movember 26, 1981

orated by reference to Exhibit 10,16

istrant's Annual Report on Form 10-K

-he year ended December 31, 1%21).

Registrant's Restated Outside Directors' Retiremant
Plan, dated as of November 16, 1995 (incorporated

by reference to Exhibit 10.1{t) to Rsgistrant's
Annual Report on Form 10-K for the vyear ended
December 31, 1995} and amendment thereto dated April
17, 2000 (incorporated by reference to Exhibkit 10.3(g)
to Registrant's Annual Report on Form 10-K for the
year ended December 31, 2001} and amendment thereto
dated December 31, 2002 (incorporated by reference
to Exhibit 10.3(g) of Registrant's Annual Report ¢n
Form 10-¥ for the year ended Decembesr 31, 2002).

Registrant's Restated Deferred Compensation
Plan for Outside Directors, dated as of
November 16, 1995 (incorporated by
reference to Exhibit 10.1{u) to
Registrant's Annual Report on Form 10-X for
the yezar ended December 31, 1995} and
amendment thereto dated April 17, 2000
{incorporated by reference to Exhibit
10.3(h) to Registrant's Annual Report on
Form 10-X for the year ended December 31,
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10.

14

21

23

31.

31.

32

4

2001) .

(i) Registrant's Chairman/Chief Executive
Officer Short-Term Incentive Program
{incorporated by reference to Exhibit 10.6
to Registrant's Quarterly Report on Form
10-Q for the quarter ended June 33, 19%7).

(i} Registrant's 2001 Employee Stock Purchase
Plan (incorporated by refasrence to
Registrant’s 2001 Proxy Statement}.

Employment, Severance and Related Agreements

{a) Change of Control Agreement, dated
February 22, 2000 by and betwsen Glen F.
Post, III and Registrant (incorporated by
reference to Exhibit 10.1(b} to Registrant's
Quarterly Report on Form 10-Q for the
quarter ended March 31, 2000).

{b) Form of Change of Control Agresment, dated
February 22, 2000, by and betwsen Registrant
and David D. Cole, R. Stewart Ewing and
Michael E. Maslowski (incorporated by
reference exhibit 10.1(¢c) to the
Registrani's Quarterly Report on Form 10-Q
for the guarter ended March 31, 2000).{a)

{(c) Form of Change of Control Agresement dated
July 24, 2000, by and between the Registrant
and Karen A. Puckett (incorporated by
reference to Exhibit 10.1{(c) of Registrant's
Quarterly Report on Form 10-Q for the
guarter ended March 31, 2000).

{d} Form of Change of Control Agreement dated
August 26, 2003 by and between Registrant
and Stacey W. Goff (incorporated by

ence to Exhibit 10.1(c) of

trant’'s Quarterly FReport on Form 10-Q

he period ended March 31, 2G00).

Registrant's
(=}

Corporate Compliance Program, included
elsewhere hers

in.

r

Subsidiaries of the Registrant, included elsewhere herein.

Independent Auditors' Consent, included elsewhere herein.

Registrant’s Chief Executive Officer certification
pursuant to Seztion 302 of the Sarbanes-Oxley Act of
2002, included elsewhere herein.

Registrant's Chief Financial Cfficer certificatien
pursuant to Section 302 of the Sarbanes-0Oxley Act of
2002, included elsewhere herein.

Registrant's Chief Executive Officer and Chief Financial

Officer certification pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, included elsewhere herein.

SIGNATURES
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Pursuant to the requirements cf Section 13 or 15{d) of the Securities
Exchange Act of 1934, the Registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly autheorized.

Date: March 12, 2004

CenturyTel, Inc.,

Glen F. Pest,

ITI

Chairman of the Board and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following perscns on behalf of the
Registrant and in the capacities and on the date indicated.

/s/ Glen F. Post, III

Glen F. Post, III

Virginia Boulet

Calvin Czeschin

/s/ James B. Gardn=r

James B. Gardner

W. Bruce Hanks

Chairman of the Board and
Chief Executive Officer

Executive Vice President and

Chief Financial Officer

Vice President and Controller

Director

Director

Director

Director

Director

March 12, 2004

Marcn 12, 2004

ldarch 12, 2004

Mzrch 12, 2004

March 12, 2004

March 12, 2004

March 12, 2004
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/s/ R. L. Hargrove, Jr. Director
®. L. Bargrove, Jr. March 12, 2004
/s/ Johnny Hebert Director

Johnny Hebert March 12, 2004

/s/ C. G. Melville, Jr. Director

C. G. Melville, Jr. arch 12, 2004

/s/ Fred Nichols Director

March 12, 2004

/s/ Harvey P. Perry Director

Mazrch 12, 2004

Director
Jim D. Reppond
/s/ Joseph R. Zimmel Director
Josepn R. Zimmel L

Maxcn 12, 2004

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS
CENTURYTEL, INC.

For the years ended December 31, 2003, 2002 and 2001

Additions
Balance at charged to Deductions Balance
beginning costs and from Other at end
Descriptiocn of pericd expenses allowance changes of period

{Dollars in theousands)

Year ended December 31, 2003

Bllowance for doubtful accounts $ 33,967 11,910 (42,193 {1y - 23,8673
Valuatien allowance for
deferred tax assets 3 28,380 12,978 (21,623 (2} 19,735
Year ended December 31, 2002
Allowance for doubtful accounts 5 13,908 34,0:= 17,134y (L@ 3,143 (3 33,862

Valuation allowance for

N
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deferred tax assets $

19,691
Year ended December 31, 2001
Allowance for doubtful accounts $ 9,968
VYaluation allowance for
deferred tax assets 3 6,211

(1}
(2)

{3)
subsidiaries,
disposition of subsidiaries sold.

8,689

22,533

13,480

Customers' accounts written-off, net cof recoveries.

Filing Date: 12/31/03

- 28,380

(18,593) (1) - 13,908

- 19,8691

Change in the valuation allowance allocated to income tax expense.

Allowance for deubtful accounts at the date of acguisition of purchased
net of allowance for doubtful accounts at the date of
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