FORM 10-K

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)
X1 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2006
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from __ to
Commission File Number: 1-8610
AT&T INC.

Incorporated under the laws of the State of Delawar
I.R.S. Employer Identification Number 43-1301883

175 E. Houston, San Antonio, Texas 78205-2233
Telephone Number 210-821-4105

Securities registered pursuant to Section 12(b@fAct: (See attached Schedule A)
Securities registered pursuant to Section 12(¢ghefct: None.

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405 e
Securities Act. Ye&l NoO

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) o
the Act. Yesdd No

Indicate by check mark whether the registrant €l tiled all reports required to be filed by Secti8 or 15(d
of the Securities Exchange Act of 1934 during thecpding 12 months (or for such shorter period the
registrant was required to file such reports), @jchas been subject to such filing requirementgte past 9
days. YedX] NoO

Indicate by check mark if disclosure of delinquédiférs pursuant to Item 405 of RegulationKSis not
contained herein, and will not be contained, to tiest of registrant’ knowledge, in definitive proxy
information statements incorporated by referenceart Ill of this Form 10< or any amendment to this Fa
10-K.O

Indicate by check mark whether the registrant imrge accelerated filer, an accelerated filer, onom-
accelerated filer. See definition of “acceleratiéef fand large accelerated filer” in Rule b2-of the Exchang
Act. Large accelerated filéx] Accelerated filed Non-accelerated fileld

Indicate by check mark whether the registrant ghell company (as defined in Rule 12wf the Exchanc
Act). YesO No

Based on the closing price of $27.89 per shareuaoe 30, 2006, the aggregate market value of oung@nc
non-voting common stock held by non-affiliates \$4€8.3 billion.

At January 31, 2007, common shares outstanding 62,142,361



DOCUMENTS INCORPORATED BY REFERENCE

(1) Portions of AT&T Inc.5 Annual Report to Stockholders for the fiscal yeaded December 31, 2(
(Parts 1 and 11)

(2) Portions of AT&T Inc.’s Notice of 2007 Annual Meegj and Proxy Statement dated on or about March
12, 2007 to be filed within the period permittedlanGeneral Instruction G(3) (Parts Il and I



SCHEDULE A

Securities Registered Pursuant To Section 12(B)HefAct:

Name of each exchange

Title of each class on which registered
Common Shares (Par Value $1.00 Per Share) New York Stock Exchange
7.00% Forty Year SBC Communications New York Stock Exchange

Inc. Notes, Due June 1, 2041

6.375% Forty-Nine Year AT&T Inc. Notes, New York Stock Exchange
Due February 12, 2056



Item

rPoNER

TABLE OF CONTENTS

PART |
Busines:
Risk Factor:
Properties
Legal Proceeding
Submission of Matters to a Vote of Security Holc

Executive Officers of the Registra

9A.
9B.

10.
11.

12

13.

15.

PART Il

Market for Registrant's Common Equity, Related
Stockholder Matters and Issuer Purchases of EQdtyrities
Selected Financial Da

Management’s Discussion and Analysis of Financ@hdition
and Results of Operatiol

Quantitative and Qualitative Disclosures about MakRisk
Financial Statements and Supplementary [

Changes in and Disagreements with Accountants @oding
and Financial Disclosut

Controls and Procedur

Other Informatior

PART Ill

Directors, Executive Officers and Corporate Govao

Executive Compensatic

Security Ownership of Certain Beneficial Owners and

Management and Related Stockholder Mat

Certain Relationships and Related TransactionsPamttor Independenc
Principal Accountant Fees and Servi

PART IV

Exhibits and Financial Statement Sched!

14

15

16

16



AT&T Inc.

PART |
ITEM 1. BUSINESS
GENERAL

AT&T Inc. (“AT&T,” “we” or the “Company”) is a holdhg company incorporated under the laws of theeStat
of Delaware in 1983 and has its principal executiffices at 175 E. Houston, San Antonio, Texas B82233
(telephone number 210-821-4105). We maintain agrhet website at www.att.com. (This website addiess
for information only and is not intended to be atiwe link or to incorporate any website informatimto this
document.) We make available, free of charge, amalosite our annual report on Form 10-K, our qeréyt
reports on Form 10-Q, current reports on Form &#H all amendments to those reports as soon asnaago
practicable after such reports are electronicéliylfwith the Securities and Exchange CommissideGs We
also make available on that website, and in pifiainy stockholder or other person so requestscode of
business conduct and ethics entitled “Code of Bttapplicable to all employees and Directors, dDofporate
Governance Guidelines,” and the charters for thditAtluman Resources and Corporate Governance and
Nominating Committees of our Board of Directors yAshanges to our Code of Ethics or waiver of oud€of
Ethics for senior financial officers, executiveioffrs or Directors will be posted on that website.

History

AT&T, formerly known as SBC Communications Inc. (SBwas formed as one of several regional holding
companies created to hold AT&T Corp.’s (ATTC) lotelephone companies. On January 1, 1984, we were
spun-off from ATTC pursuant to an anti-trust consgecree, becoming an independent publicly traded
telecommunications services provider. At formatiar, primarily operated in five southwestern staf&s.
subsidiaries merged with Pacific Telesis Group987, Southern New England Telecommunications
Corporation in 1998 and Ameritech Corporation i®93hereby expanding our wireline operations as th
incumbent local exchange carrier (ILEC) into altofal3 states. In November 2005, one of our suasis
merged with ATTC, creating one of the world’s lssgtelecommunications providers. In connection i
merger, we changed the name of our company fronC‘SBmmunications Inc.” to “AT&T Inc.” On
December 29, 2006, one of our subsidiaries mergédBellSouth Corporation (BellSouth) expanding our
service offerings to an additional nine states.hwlie BellSouth acquisition, we thereby acquiredReith’s

40 percent economic interest in AT&T Mobility LLAT&T Mobility), formerly Cingular Wireless LLC,
resulting in 100 percent ownership of AT&T Mobilit@ur services and products are marketed under the
AT&T brand name, including alliances such as AT&&hvo! and AT&T | DISH Network. In 2007, we began
rebranding our wireless operations from CingulaAT&T.

Scope

We rank among the largest providers of telecomnatiuins services in the United States and the wiviel.
offer our services and products to consumers irttlge and services and products to businessesthad o
providers of telecommunications services worldwide.

The services and products that we offer vary byketaand include: local exchange services, wireless
communications, long-distance services, data/braadland Internet services, telecommunications eugrip,
managed networking, wholesale services and dingetdvertising and publishing. We group our opematin
subsidiaries as follows, corresponding to our djiegasegments for financial reporting purposes:

o AT&T wireline subsidiaries provide primarily landk telecommunications services to residential,iass,
and governmental customers, both domestically argdriationally

o AT&T Mobility provides both wireless voice and datammunications services across the U.S. and, gh
roaming agreements, in a substantial number ofgoreountries and is held by a wireless subsiddry
AT&T,

o directory subsidiaries provide services relateditectory advertising and publishing,

o other subsidiaries provide results from Sterlingrbeerce Inc. (Sterling), all corporate and otherafiens
and results of BellSouth for the two days followihg December 29, 2006 acquisitit

We provide telecommunications services throughleeitt.S. and internationally. Our traditional wingli
subsidiaries operate in thirteen states: Arkar@akfornia, Connecticut, lllinois, Indiana, Kansaéichigan,
Missouri, Nevada, Ohio, Oklahoma, Texas and Wisico{i8-state area). The BellSouth wireline subsid&a
operate in nine states: Alabama, Florida, Geofgatucky, Louisiana, Mississippi, North Carolinaugh
Carolina and Tennessee (BellSouth region). Wirdbeal exchange services offered in our 13-staga and
the BellSouth region are provided through regulatdosidiaries which operate within authorized regio
subject to regulation by each state in which thegrate and by the Federal Communications Commission
(FCC). Additional information relating to regulaties contained under the heading “Government Réigala
below



AT&T Inc.

and in the 2006 AT&T Annual Report to Stockholdensler the heading “Operating Environment and Trends
of the Business,” and is incorporated herein bgneice pursuant to General Instruction G(2).

Our acquisitions of BellSouth and ATTC will helpastge the focus of our company towards business and
broadband/data revenues and wireless product attegrwith AT&T Mobility. Discussed below are thadtor:
upon which we are focusing in 2007.

Business Markets

With the acquisitions of BellSouth and ATTC, we egpto strengthen the reach and sophisticatiomuof o
network facilities and our ability to offer a vayeof global communications services, both wirelasd
wireline, to large businesses and wholesale customerldwide. We expect significant opportunitytive
small- and medium-business markets and to increasgovernmental and large-business (referred to as
“enterprise”) customer base. We also expect toneiteir wholesale business to other service procuais
systems integration services.

Data/Broadband

U-verse Services (Project Lightspeedh June 2004, we announced key advances in demgi@pnhetwork
capable of delivering a new generation of integtatigital television, high-speed broadband and ¥aicer
Internet Protocol (VolP) services to our residdraia small-business customers. We have been bgitalit
this network in numerous locations and are now iding AT&T U-verseSMservices, including U-verse TV
(IPTV) video, in limited parts of 11 markets asyefarend 2006 and expect to launch additional marketsgl
2007. Our deployment strategy is to enter each etamk a limited basis in order to ensure that jpdirating
and back-office systems are functioning successant then expand within each market as we contimue
monitor these systems to ensure customer satsfawith our services. In these market expansioesexpect
to continue to use contracted outside labor intaaidto our employees as installers; our rate glasion will
be slowed if we cannot hire and train an adequaeber of technicians to keep pace with customeraghein
During our launch into these additional markets,ale® expect to add additional features to ouritlew
service offering. We expect to have the capabhititpffer service to approximately 19 million livingits by
the end of 2008, as part of our initial deploymemigl expect to spend approximately $4,600 in nééwelated
deployment costs and capital expenditures from 20figh 2008, as well as additional customer atitwm
capital expenditures. We remain on budget for dhisrall target and expect to spend approximate)y kB
during 2007 and 2008. These expenditures may iserslghtly if the programming and features ofvfdzo
offering expand or if additional network conditiagiis required.

With respect to our IP video service, we contiruevbrk with our vendors to continue to improveaitimely
manner, the requisite hardware and software teoggoOur deployment plans could be delayed if waato
receive required equipment and software on schetgehave completed most negotiations, and comsiste
with our profitability assumptions, with programrgiowners (e.g., movie studios and cable networksffer
existing television programs and movies and, ifliepple, other new interactive services. Also, msukssed in
the “Regulatory Developments” section, we are sujpp legislation at the state level that woulceatmnline
the regulatory process for new video competitomsriter the market.

We believe that IPTV is subject to federal oversaha “video service” under the Federal Commuitinat
Act. However, some cable providers and municipaditiave claimed that certain IP services shoutdeaged
as a traditional cable service and therefore stibjethe applicable state and local regulation,clvttould
include the requirement to pay fees to obtain |érzaichises for our IP video service. Certain mipalities
have refused us permission to use our existing-oéfways to deploy or activate our U-verse-relagedvices
and products, resulting in litigation. Pending n&g@ns and current or threatened litigation iviod
municipalities could delay our deployment planshiose areas for 2007 and future years. If the sovere to
decide that state and local regulation were apipléctp our U-verse services, it could have a matedverse
effect on the cost, timing and extent of our deplept plans.

Additional information about Project Lightspeedrisluded in our “Operating Environment and Trentithe
Business” section under the heading “Expected Grdweas’on page 31 of the 2006 AT&T Annual Repor
Stockholders and is incorporated herein by refergnesuant to General Instruction G(2).

Voice over Internet ProtocolVolP is generally used to describe the transmissfaroice using Internet-
Protocol-based technology rather than a traditioried and switch-based telephone network. A compasiyg
this technology often can provide voice services latwer cost because this technology uses bankdwidte
efficiently than a traditional network and becatfge technology has not been subject to traditibelapbhone
industry regulation. But, depending on the bandwaltocated, VoIP services may not necessarilyflibeo
same quality as traditional telephone service. HBE has ongoing proceedings that will address uario
regulatory issues, including universal servicegricarrier compensation, numbering, disability as@
consumer protection.
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Notwithstanding the unresolved regulatory questiogfere the FCC and various state public ut
commissions, numerous communications providers bagen providing various forms of VolP or announced
their intentions to do so in the near future. Thesviders include both established companies dsas@ew
entrants. Thus, while the deployment of VolP walult in increased competition for our voice sersidt also
presents growth opportunities for us to develop pevducts for our customers. Additional informatiefating

to VolP is contained in the 2006 AT&T Annual RepmriStockholders in our “Regulatory Developments”
section under the heading “Voice over Internet®rok” and is incorporated herein by reference pams to
General Instruction G(2).

Wireless

AT&T Mobility began operations in October 2000 agiat venture between us and BellSouth. Upon our
acquisition of BellSouth, AT&T Mobility became a wlty-owned subsidiary. In 2004, AT&T Mobility
acquired AT&T Wireless Services, Inc.

Prior to the BellSouth merger, revenues from AT&Biiity were recognized as equity in net income of
affiliates in our Consolidated Statements of Incamnd were recorded in our wireless segment for sagm
reporting. Following the December 29, 2006 acdigisjtwe now record wireless revenues and expensesri
operating income and will continue to present vesslresults in our wireless segment. As of Deceiber
2006, we served approximately 61 million custonaars are the largest provider of mobile wireless®@nd
data communications services in the U.S in termmusfomer base.

Our wireless networks contain digital transmisgichnologies known as Global System for Mobile
Communication (GSM), Time Division Multiple Acce§EDMA), General Packet Radio Services (GPRS) and
Enhanced Data Rates for GSM Evolution (EDGE) faad@mmunications. We have substantially completed
deploying Universal Mobile Telecommunications Systéligh-Speed Downlink Packet Access
(UMTS/HSPDA) third generation (3G) network techrijan our network covering most major metropolitan
areas of the U.S. UMTS/HSDPA provides superior dpder data and video services, as well as operatin
efficiencies, using the same spectrum and infragire for voice and data on an IP-based platform.
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BUSINESS OPERATIONS

Operating Segments

Our segments are strategic business units thatdifferent products and services and are managed
accordingly. We analyze our various operating segsieased on segment income. Interest expensegshte
income and other income (expense) — net, are mdr@agg on a total company basis and are, accorgingl
reflected only in consolidated results. Thereftihhese items are not included in the calculatioaeawth
segment’s percentage of our total segment incora@ #esult of our November 2005 acquisition of ATW@
have revised our segment reporting to representv®wow manage our business, restating prior pefiod
conform to the current segments. Due to the prayiofiour acquisition of BellSouth to year-end, have
reported those results from the time of closingtigh year-end in the other segment even thougk thay be
some overlap in the products and service providetthéit segment and our wireline and/or directognsents.
We have four reportable segments: (1) wirelinewgless; (3) directory; and (4) other.

Additional information about our segments, inclglfinancial information, is included under the head
“Segment Results” on pages 20 through 29 and ie Maif the 2006 AT&T Annual Report to Stockholders
and is incorporated herein by reference pursua@eteeral Instruction G(2).

Wireline

Wireline is our largest operating segment, pro\gdapproximately 58% of 2006 segment operating reeen
and 54% of our 2006 total segment income. Our mieesegment consists of our subsidiaries that epes
both retail and wholesale sellers of communicasiervices domestically and internationally. At Debem31,
2006, our wireline subsidiaries were serving appnakely 25 million retail consumer lines, 17 mihioetail
business lines and 4 million wholesale lines (idaig approximately 1 million lines sold through ACTY, for a
total of 46 million access lines.

Services and Products
We divide our wireline services into three prodbased categories: voice, data and other.

Voice— Voice includes traditional local and long-distarservice provided to retail customers and whoesal
access to our network and individual network eleisi@novided to competitors. Voice also includedirgl
features, fees to maintain wire located insidearasr premises, pay telephones, customer premispreent
and other equipment sales and other miscellanemius products. We also have a number of integnabézk
and data services, such as integrated network ctions, that provide customers the ability to imétg access
for their voice and data services, the data compoofewhich is included in the data category. Audiglly,
voice revenues do not include any of our VolP ressnwhich are included in data revenues.

Long distance consists of traditional long distaaod international long distance for customers $ieégct us a
their primary long-distance carrier. Long distaatso includes services provided by calling car800-
services and conference calling. These servicessa@ in a wide variety of business applicationeluiding
sales, reservation centers or customer servicerei@ther long-distance services offered incluerouting
by origination point, time-offay routing and virtual private network applicaspimcluding dedicated outbou
facilities. We also provide wholesale switched ascgervice to other service providers.

Calling features are enhanced telephone servicakhle to retail customers such as Caller ID, @&dliting
and voice mail. Customers that subscribe to thesécgs can have the number and/or name of callers
displayed on their phone, be signaled that additioalls are incoming, and send and receive voiessages.
These services are not regulated by the FCC angeaerally more profitable than basic local phoewise.

Data —Data includes traditional products, such as swiddred dedicated transport, Internet access and
network integration, and data equipment sales. #adilly, data products include high-speed conwestisuch
as private lines, packet, dedicated Internet atererse networking services, as well as produsth as
DSL/broadband, dialp Internet access and WiFi (local radio frequermymonly known as wireless fidelity
We also provide businesses voice applications BR«ased networks (i.e., Enhanced Virtual Privagéwdrks
or “EVPN"). Over the past several years, we havé but our new multi protocol label
switching/asynchronous transfer mode, or MPLS/ATéfwork, to supplement, and eventually replace, our
other extensive global data networks. These predalldw us to provide highly complex global datawarks.

Private line uses high-capacity digital circuitdr@nsmit from point-to-point in multiple configurans and
allows customers to create internal data netwomnkista access external data networks.
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Switched Transport services transmit data usingchivig equipment to transfer the data between pilaltines
before reaching its destination. Dedicated Trartspawvices use a single direct line to transmia degtween
destinations. Integrated Services Digital Netwd8DON), Dedicated Frame Relay, broadband digitakstiber
lines (DSL), Digital Services and Synchronous Cgititetwork (SONET) are examples of Dedicated Trart
services. ISDN transmits voice, video and data av@ngle line in support of a wide range of apgtlans,
including Internet access. Frame Relay is a routiefnology that breaks a data signal into indialdhieces o
data to travel at high speeds and then recombirgeddta prior to arriving at its destination. DSlaidigital
modem technology that converts existing twisted-féphone lines into access paths for multimedid
high-speed data communications to the Internetiva networks. DSL allows customers to simultarshp
make a phone call and access information via ttegriet or an office local area network. Digital \Bees use
dedicated digital circuits to transmit digital datavarious high rates of speed. SONET providetousr
access to our backbone network at various highdspee

Network integration services include installatidrbasiness data systems, local area networking#ret date
networking offerings. Internet access servicesuiiela wide range of products for residences anihéseses,
varying by market. Internet services offered ineliidsic dial-up access service, dedicated accesshasting,
e-mail and high-speed access services.

Packet services consist of data networks usinggiasiitching and transmission technologies, incigdirame
Relay, asynchronous transfer mode (ATM) and IP eotivity services. Packet services enable custotoers
transmit large volumes of data economically andisdg and are used for local area network interegtion,
remote site, point of sale and branch office comigations. Frame relay, including IP-enabled fraglay and
ATM Services are widely deployed as private datavoeks. High speed packet services, including |Bbded
frame relay service, are used extensively by enterlarge business) customers.

Dedicated Internet services are designed to meetehds of all types of commercial and governmental
enterprises, including small and medium sized mssias. Our managed Internet services provide castom
with dedicated high speed access to the Internaage by us.

Enterprise networking services provide comprehensupport from network design, implementation and
installation to ongoing network operations and ngamaent for networks of varying scales, includingglcarea
networks, wide area networks, and virtual privagenorks. These services include applications seat@ail,
order entry systems, employee directories, humsouree transactions and other database applications

We also provide local, interstate and internationlablesale networking capacity to other servicevjgters. We
offer a combination of high volume transmissionawfy and conventional dedicated line services on a
regional, national and international basis to veisslcarriers, interchange carriers, Internet semioviders
(ISPs) and facility-based and switchless resell@ts.wholesale customers are primarily large 19Rgless
carriers, competitive local exchange carriers,aeagl phone companies, interexchange carriers, cable
companies and systems integrators. We also hastelsdicated network capacity through indefeasiiglets-
of-use agreements under which capacity is furni$bedontract terms as long as 25 years.

Other — Other includes managed web hosting, applicationageament, security service, integration services,
customer premises equipment, outsourcing, direcod/operator assistance services, governmenédelat
services and AT&T | DISH Network video services.

Our managed web-hosting services for businessegderaetwork, server and security infrastructureva as
built-in data storage and include application peniance management, database management, hardwlare an
operating system management. Our hosting servisepeovide customers with secure access to détaile
reporting information about their infrastructuredapplications. Security services include busimesginuity
and disaster recovery services as well as premi@etwork based security products.

Customer premises equipment and other equipmes® sahge from single-line and cordless telephames t
sophisticated digital PBX systems. PBX is a privatephone switching system, typically used by hesses
and usually located on a customer’s premises, whichides intrgpremise telephone services as well as at
to our network.
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Wireless

Our wireless segment reflects 100 percent of teeltereported by AT&T Mobility. Prior to our Decéver 29,
2006 acquisition of BellSouth, our consolidatedfinial statements reported our 60 percent propatioshar
of AT&T Mobility’s results as equity in net inconué affiliates. For segment reporting, we reporteid equity
in net income of affiliates in our other segmermtllé&wing the BellSouth acquisition, as AT&T Mobifiis now
a wholly-owned subsidiary, we include 100 percdriw wireless results in our operating revenueas an
expenses under the appropriate line items of oms@aated Statements of Income.

When analyzing our segment results, we evaluatel®gs results on a stand-alone basis using infamat
provided by AT&T Mobility during the year. Prior the BellSouth acquisition, our consolidated opegat
revenues did not include AT&T Mobility’s resultsotdever, we did include 100 percent of wireless nexs
and expenses excluding this adjustment when wegzedbur operating segment results. On that segment
basis, the wireless segment provided approxim&®eds of total segment operating revenues and 218tiof
2006 total segment income.

Services and Products

We offer a comprehensive range of higlality nationwide wireless voice communications/gees in a variet
of pricing plans, including postpaid and prepaid/ee plans. Our voice offerings are tailored toetrie
communications needs of targeted customer segmealisding youth, family, active professionals, $ma
businesses government and major national corpacatunts.

Service —Our voice service is generally offered on a coritbasis for one or two year periods, referred to as
postpaid. Under the terms of these contracts, ceisibilled and provided on a monthly basis adogrtb the
applicable rate plan chosen. Our wireless servitg#ade basic local wireless communications sepJimeg-
distance service and roaming services. Roamindcgarenable our subscribers to utilize other ceg'rie
networks when they are “roaming” outside our netwfootprint. We also charge fees to other carriers
providing roaming services to their customers wihegir customers utilize our network. We had apprately
50 million postpaid subscribers (excluding resedl¢oscribers) at December 31, 2006. Additionally,offer
prepaid service to meet the demands of distincswmrer segments, such as the youth market, faraities
small business customers, who prefer to contrajeisa pay in advance.

Wireless data continues to be a growing area obasiness, with its revenue representing an incrgahare
of our overall subscriber revenue. We are expeitgnsolid growth from both consumer and enterprise
wireless data services. We continue to upgradeetwork and coordinate with equipment manufactuaecs
applications developers in order to further cajziéabn the continued growth in the demand for eissldata
services. We believe we are the largest provideviafless data in the U.S. wireless industry based
subscribers.

Equipment —We sell a wide variety of handsets and personalpeen wireless data cards manufactured by
various suppliers for use with our voice and dataises. We also sell accessories, such as carcgises,
hands-free devices, batteries, battery chargero#mat items, to consumers, as well as to agemtotrer
third-party distributors for resale. Like other ®lgss service providers, we provide postpaid contra
subscribers substantial equipment subsidies tateior upgrade service.

Prior to our BellSouth acquisition, AT&T Mobility as an SEC registrant by virtue of its publicly gddiebt
securities and filed separate Forms 10-K, 10-Qathdr reports with the SEC. Additional informatiom our
wireless segment is contained in the 2006 AT&T AairiReport to Stockholders in th®perating Environme
and Trends of Business” section under the headiixgécted Growth Areas,” “Wireles§kginning on page ¢
and is incorporated herein by reference pursuaBeteeral Instruction G(2).

Directory

Our directory segment includes our directory openat, which publish Yellow and White Pages diree®anc
sell directory and Internet-based advertising. dinectory segment provided approximately 4% ofltota
segment operating revenues and 12% of our 2006seganent income. Our directory subsidiaries ogerat
primarily in our 13-state area. In November 2004ubsidiary in our directory segment entered injtmiret
venture agreement with BellSouth and purchasedriliee directory publisher YELLOWPAGES.COM
(YPC). Prior to our December 2006 acquisition ofi8euth, in our consolidated financial statements,
reported our proportionate share of YPC's resudtequity in net income of affiliates. For segmegarting,
we reported this equity in net income of affiliatesur directory segment. As of December 29, 20(8C is a
wholly-owned subsidiary and we now include thosilts in our operating revenues and expenses tineler
appropriate line items of our Consolidated Stateémehincome.
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Other

Our other segment includes operations from Sterbiig business integration software and servicbsidiary,
corporate and other operations. The other segmexitded approximately 1% of total segment operating
revenues and 13% of our 2006 total segment income.

Sterling provides “multi-enterprise collaboratias€grvices to businesses in various industries, diaturetail,
financial services, manufacturing, healthcare atetbm. In recent years, Sterling has completeshaber of
acquisitions in order to provide end-to-end ordgfilfiment for customers.

Due to proximity of the BellSouth acquisition toayeend, we have included those operations fontioedays
of 2006 following the acquisition. BellSouth prog&lvoice, data/broadband and video services, sitoildose
provided in our 13-state area by our wireline sefinia the southeastern U.S. BellSouth also pravjatent
and online directory services.

MAJOR CLASSES OF SERVICE
The following table sets forth the percentage ofsmidated total reported operating revenues byctass of

service that accounted for 10% or more of our clidiaied total operating revenues in any of the tlhaste
fiscal years.

Percentage of Tot:
Consolidated Operating Revent

2006 2005 2004
Wireline Segment
Voice 54% 56% 58%
Data 29% 25% 22%
Other 10% 10% 9%
Other Segment
Other 2% 2% 2%

Prior to our December 2006 acquisition of BellSowilr wireless segment revenues were reporteduiityeig
net income of affiliates in our consolidated finmhstatements due to our equity accounting forjdlre
venture. We accounted for our 60 percent economécast in AT&T Mobility under the equity method of
accounting since we shared control equally with&upercent economic partner in the joint ventwe.held
equal voting rights and representation on the boéadirectors that controlled AT&T Mobility. Accoindgly,
our consolidated results included wireless resnltie “Equity in Net Income of Affiliates” line. \&/did not
report wireless revenues in our consolidated fir@rstatements. However, when analyzing our segment
results, we evaluated wireless results on a stiontedasis. The table below shows the effect orotuar
classes of services (shown in the above tablegiinelude 100% of AT&T Mobility’s revenues addedatior
total segment operating revenues.

Percentage of Toti
Segment Operating Revenues
(including 100% of AT&T Mobility)

2006 2005 2004
Wireline Segment
Voice 34% 31% 39%
Data 18% 14% 15%
Other 6% 5% 6%
Wireless Segmen
Wireless subscriber 34% 39% 29%
Other 4% 5% 3%
Other Segment
Other 1% 1% 1%
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GOVERNMENT REGULATION

Our wireline and BellSouth subsidiaries are sukjecegulation by state commissions which haveptheer to
regulate intrastate rates and services, includingl) long-distance and network access servicesse h
subsidiaries are also subject to the jurisdictibthe FCC with respect to interstate and intermatioates and
services, including interstate access charges.ssotearges are designed to compensate our wireline
subsidiaries for the use of their networks by otteriers.

Wireless communications providers must be licersethe FCC to provide communications services at
specified spectrum frequencies within specifiedggaphic areas and must comply with the rules atidips
governing the use of the spectrum as adopted biy@& Additionally, while wireless communications
providers’ prices and service offerings are gemgerat subject to state regulation, an increasingber of
states are attempting to regulate or legislateouaraspects of wireless services.

Our subsidiaries operating outside the U.S. argestito the jurisdiction of national regulatory batities in the
market where service is provided. Regulation isegalty limited to operational licensing authorityr the
provision of enterprise services.

Additional information relating to federal and staegulation of our subsidiaries is contained ;2006
AT&T Annual Report to Stockholders under the hegdi@perating Environment and Trends of the Busihess
beginning on page 30, and is incorporated hereirefgrence pursuant to General Instruction G(2).

IMPORTANCE, DURATION AND EFFECT OF LICENSES

Certain of our subsidiaries own or have licensestius patents, copyrights, trademarks and atlellectua
property necessary to conduct business. We actpuglyue patents, trademarks and service mark®tegirou
intellectual property within the U.S. and abroack Waintain a global portfolio of more than 5,00&mark
and service mark registrations. We have also ethiete agreements that permit other companiesschange
for fees and subject to appropriate safeguardsestdctions, to utilize certain of our trademasksl service
marks. We periodically receive offers from thirdpes to obtain licenses for patent and other iatélal rights
in exchange for royalties or other payments as ashotices asserting that our products or serindesge on
their patents and other intellectual property sghthile the outcome of any litigation is uncerfaire do not
believe that the resolution of any of these infemgnt claims or the expiration or non-renewal of ahour
intellectual property rights would have a mateaidVerse affect on our results of operations.

MAJOR CUSTOMER
No customer accounted for 10% or more of our codatgd revenues in 2006, 2005 or 2C
COMPETITION

Information relating to competition in each of aperating segments is contained in the 2006 AT& hidai
Report to Stockholders under the heading “Competitbeginning on page 33, and is incorporated hdrgi
reference pursuant to General Instruction G(2).

RESEARCH AND DEVELOPMENT

The majority of our research and development a@iviare related to our wireline segment, perforiatsolr
subsidiary AT&T Labs. AT&T Labs’ scientists and emgers conduct research in a variety of areasdid

IP; advanced network design and architecture; mtwperations support systems; data mining teclyieso
and advanced speech technologies. AT&T Labs woiltsaur business units to create new services aveht
tools and systems to manage secure and reliab®riet for us and our customers. In addition to ATRabs,
applied research, technology planning and evaloativices are also conducted at our wireline slidny,

SBC Laboratories, Inc. We also have a researcteagget with Telcordia Technologies, formerly Bell
Communications Research, Inc. Research and develtperpenses were $223 in 2006, $130 million in5200
and $86 million in 2004.

EMPLOYEES
As of January 31, 2007, we employed approximateR;@0 persons. Approximately 60 percent of our

employees are represented by the Communicationkeéftoof America (CWA), the International Brotherdoo
of Electrical Workers (IBEW) or other unions.



AT&T Inc.

ITEM 1A. RISK FACTORS

Information required by this Item is included ireth006 AT&T Annual Report to Stockholders under the
heading “Risk Factors” on page 43 through page Hhwis incorporated herein by reference pursuant t
General Instruction G(2).

CAUTIONARY LANGUAGE CONCERNING FORWARD-LOOKING STAT EMENTS

The following factors could cause our future restdt differ materially from those expressed infibrevard-
looking statements:

Adverse economic changes in the markets served loy in countries in which we have significant
investments

Changes in available technology and the effecsiof changes including product substitutions and
deployment cost:

Increases in our benefit plans’ costs includingeases due to adverse changes in the U.S. androrei
securities markets, resulting in worse-than-assumesstment returns and discount rates, and adverse
medical cost trend:

The final outcome of Federal Communications Comimisproceedings and reopenings of such
proceedings and judicial review, if any, of suchqaedings, including issues relating to accesgyelsar
broadband deployment, unbundled loop and trangbpements and wireless servic

The final outcome of regulatory proceedings ingtates in which we operate and reopenings of such
proceedings, and judicial review, if any, of suchgeedings, including proceedings relating to
interconnection terms, access charges, universateeUNE-Ps and resale and wholesale rates, begati
deployment including Project Lightspeed, performeanmeasurement plans, service standards and traffic
compensatior

Enactment of additional state, federal and/or fgmreegulatory and tax laws and regulations pertgitd
our subsidiaries and foreign investme!

Our ability to absorb revenue losses caused byasing competition, including offerings using altgive
technologies (e.g., cable, wireless and VolIP),@ndability to maintain capital expenditur:

The extent of competition and the resulting pressur access line totals and wireline and wirel@esating
margins.

Our ability to develop attractive and profitableguct/service offerings to offset increasing contjmet in
our wireline and wireless marke

The ability of our competitors to offer productigiee offerings at lower prices due to lower costictures
and regulatory and legislative actions adversestoneluding state regulatory proceedings relatngNE-
Ps and nonregulation of comparable alternativerteldgies (e.g., VolP;

The timing, extent and cost of deployment of owj&ut Lightspeed initiative; the development ofattive
and profitable service offerings; the extent toehhiegulatory, franchise fees and build-out requests
apply to this initiative, and; the availability, stcand/or reliability of the various technologieslér content
required to provide such offering

The outcome of pending or threatened litigationuding patent claims against third parties doingibess
with us.

The impact on our networks and business of majoipaeent failures, severe weather conditions, natura
disasters or terrorist attacl

The issuance by the Financial Accounting StandBadsd or other accounting oversight bodies of new
accounting standards or changes to existing steac

The issuance by the Internal Revenue Service astHte tax authorities of new tax regulations @ngjes
to existing standards and actions by federal, stakecal tax agencies and judicial authoritieshwispect t
applying applicable tax laws and regulations; dreresolution of disputes with any taxing jurisiios.
Our ability to adequately fund our wireless openadi, including access to additional spectrum; ngkwo
upgrades and technological advanceme

The impact of our acquisition of BellSouth, inclndithe risk that the businesses will not be inteegta
successfully; the risk that the cost savings arnydadiner synergies from the acquisition may takey&rto
realize than expected or may not be fully realized] the disruption from the acquisition may makaadre
difficult to maintain relationships with customeesnployees or supplier

The impact of our acquisition of ATTC, includingethisk that the businesses will not be integrated
successfully; the risk that the cost savings arydotiner synergies from the acquisition may notuky f
realized or may take longer to realize than expkaisruption from the integration process makingore
difficult to maintain relationships with customeesnployees or suppliers; and competition and fecebn
pricing, spending, thii-party relationships and revenu

Changes in our corporate strategies, such as aigngiwork requirements or acquisitions and digjuos,
to respond to competition and regulatory, legistatind technological developmer

Readers are cautioned that other factors discusghis report, although not enumerated here, etadd
materially affect our future earnings.
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ITEM 2. PROPERTIES

Our properties do not lend themselves to descrigiipcharacter and location of principal units.Dcember
31, 2006, approximately 75% of our property, plamd equipment was owned by our wireline subsidaaied
15% was owned by our wireless subsidiaries. Netvagodess lines represented approximately 32% of our
telephone plant; central office equipment repres&B2%; land and buildings represented 13%; other
equipment, comprised principally of furniture arftiae equipment and vehicles and other work equiptme
represented 17%; and other miscellaneous propeptgsented 7%.

Substantially all of the installations of centrffice equipment are located in buildings and ordlare own.
Many garages, administrative and business offinést@lephone centers are in leased quarters.

ITEM 3. LEGAL PROCEEDINGS

We are a party to numerous lawsuits, regulatorggedings and other matters arising in the ordinawyse of
business. Additional information regarding litigatiis included in the 2006 AT&T Annual Report to
Stockholders under the headings “Antitrust Litigatl' “Retiree Phone Concession Litigation, " “NSA
Litigation” and “AT&T Wireless Litigation” on pag87, which is incorporated herein by reference pamsto
General Instruction G(2). With respect to NSA Ldiipn, in late February 2007, the U.S. District @oni the
Northern District of California ordered a limitethg on activity in the consolidated case while lttepting
appeal before the U.S. Court of Appeals for thetiN@ircuit is pending. As of the date of this repare do no
believe any pending legal proceedings to which meun subsidiaries are subject are required toibdabed a
material legal proceedings pursuant to this item.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matter was submitted to a vote of stockholdethé fourth quarter of the fiscal year coveredtiy report.
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EXECUTIVE OFFICERS OF THE REGISTRANT

Name Age

Edward E. Whitacre Jr. 65

James W. Callaway 60
James W. Cicconi 54
James D. Ellis 63
Karen E. Jennings 56
James S. Kahan 59
Richard G. Lindner 52
Forrest E. Miller 54
Stanley T. Sigman 59
John T. Stankey 44

Randall L. Stephenson 46
Rayford Wilkins, Jr 55

(As of February 20, 2007

Position

Chairman and Chief Executive Officer

Senior Executive Vice President — Business Devetoim
Senior Executive Vice President - External and
Legislative Affairs

Senior Executive Vice President and General Counsel

Senior Executive Vice President - Advertising and
Corporate Communications

Senior Executive Vice President - Corporate
Development

Senior Executive Vice President and Chief Financial
Officer

Group President - Strategic Initiatives and Human
Resources

President and Chief Executive Officer — Wireless
Group President — Operations Support
Chief Operating Officer

Group Presider

Held Since

1/1990

1/2006

11/2005

3/1989

12/2006

7/1993

5/2004

1/2007

12/2006
1/2007
5/2004
2/2005

All of the above executive officers have held highel managerial positions with AT&T or its subsides for
more than the past five years. Executive officeesnat appointed to a fixed term of office.
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is listed on the New York Stockli&ange. The number of stockholders of record as of
December 31, 2006 and 2005 was 1,766,266 and 9,646The number of stockholders of record as of
February 20, 2007 was 1,792,173. We declared didisleon a quarterly basis, totaling $1.35 per sie?2€06
and $1.30 per share in 2005.

During 2006, non-employee directors acquired shafeesmmon stock pursuant to the NBmployee Directo
Stock and Deferral Plan. Under the plan, a directay make an annual election to receive all or @&lnis or
her annual retainer or fees in the form of shareteterred stock units (DSUs) that are convertible shares.
Each director also receives an annual grant of D8Wsng 2006, an aggregate of 109,188 shares &idsD
were acquired by non-employee directors at priaeging from $25.95 to $35.75, in each case thenfaiket
value of the shares on the date of acquisition.i$gances of shares and DSUs were exempt frorstir&tpn
pursuant to Section 4(2) of the Securities Act.iBgithe fourth quarter of 2005, two non-employeediors
acquired a total of 8,140 restricted stock unitsannection with our acquisition of ATTC, under ACE
AT&T 2004 Long Term Incentive Program. Under thegram, units are convertible into shares of common
stock. The issuance of restricted stock units wasngt from registration pursuant to Section 4(2jhef
Securities Act.

On November 18, 2005, in connection with the cotmpheof our acquisition of ATTC, we issued 768,3D1.
shares of AT&T Perpetual Cumulative Preferred Stpek value $1 per share (the “Subsidiary Preferred
Shares”), with an aggregate liquidation preferenfc®768,391,400, to certain wholly owned subsigigof
AT&T. The Subsidiary Preferred Shares were issnezbnnection with the merger in exchange for shafes
preferred stock of ATTC that were formerly ownedlesively by wholly owned subsidiaries of ATTC. We
received no cash proceeds as a result of the issudrthe Subsidiary Preferred Shares. The exchainge
Subsidiary Preferred Shares was exempt from regjistr pursuant to Section 4(2) of the Securities Ac

Other information required by this Item is includadhe 2006 AT&T Annual Report to Stockholders anthe
headings “Quarterly Financial Information” on pat “Selected Financial and Operating Data” on [{gje
“Issuer Equity Repurchases” on page 43, and “Sitoekling Information” on the back cover, which are
incorporated herein by reference pursuant to Géhestiuction G(2).

ITEM 6. SELECTED FINANCIAL DATA

Information required by this Item is included iretB006 AT&T Annual Report to Stockholders under the
heading “Selected Financial and Operating Datapage 18, which is incorporated herein by reference
pursuant to General Instruction G(2).

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATION

Information required by this Item is included iretAB006 AT&T Annual Report to Stockholders on page 1
through page 46, which is incorporated herein ligremce pursuant to General Instruction G(2).

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
Information required by this Item is included ireth006 AT&T Annual Report to Stockholders under the

heading “Market Risk” on page 41 through page 43ctvis incorporated herein by reference pursuant t
General Instruction G(2).
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Information required by this Item is included ireth006 AT&T Annual Report to Stockholders on page 4
through page 79, which is incorporated herein igremce pursuant to General Instruction G(2).

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

During our two most recent fiscal years, thereli@en no change in the independent accountant ethgagae
principal accountant to audit our financial statateexind the independent accountant has not expresigance
on other independent accountants in its reportsigsuch time period.

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

The registrant maintains disclosure controls amdguiures that are designed to ensure that infasmati
required to be disclosed by the registrant is ety processed, summarized, accumulated and coroateai
to its management, including its principal exeogitand principal financial officers, to allow timedgcisions
regarding required disclosure, and reported withintime periods specified in the SEC's rules anthE. The
Chief Executive Officer and Chief Financial Offidesve performed an evaluation of the effectivenéske
design and operation of the registrant’s disclosorgrols and procedures as of December 31, 208§ don
that evaluation, the Chief Executive Officer ande€frinancial Officer concluded that the registtant
disclosure controls and procedures were effectvef ®ecember 31, 2006.

Internal Control Over Financial Reporting

(a) Management’s Annual Report on Internal Contka@r Financial Reporting

The management of AT&T is responsible for establigland maintaining adequate internal control over
financial reporting. AT&T's internal control systewas designed to provide reasonable assurancetlas to
integrity and reliability of the published finant&atements. AT&T management assessed the e#eetds of
the company’s internal control over financial repay as of December 31, 2006. In making this assess it
used the criteria set forth by the Committee ofrjooing Organizations of the Treadway CommissioB$%0)
in Internal Control — Integrated FrameworkVe have excluded from the scope of our assessohérternal
control over financial reporting the operations agldted assets of BellSouth and AT&T Mobility, whiwe
acquired on December 29, 2006. At December 31, 20@6or the period from December 29 through
December 31, 2006, total assets and total revesuigact to BellSouth’s internal control over finaic
reporting represented 27% and 0.2% of AT&T’s comlsted total assets and total revenues as of artido
year ended December 31, 2006 and total asset®tahdavenues subject to AT&T Mobility’s internadmtrol
over financial reporting represented 36% and 0.3%T& T’ s consolidated total assets and total revenuek
and for the year ended December 31, 2006. Baséd assessment, AT&T management believes thaf, as o
December 31, 2006, the Company’s internal contvet dinancial reporting is effective based on thosteria.

(b) Attestation Report of the Registered Public dwating Firm

AT&T' s independent registered public accounting firrmsE& Young LLP, has issued an attestation repo
management’s assessment of the company’s inteon#riot over financial reporting. The attestatiopo# is
included in the 2006 AT&T Annual Report to Stockdterls on page 82, which is incorporated herein by
reference pursuant to General Instruction G(2).

ITEM 9B. OTHER INFORMATION
There is no information that was required to beldised in a report on Form 8-K during the fourtfader of

2006 but was not reported.
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PART Ill
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

Information regarding executive officers requirgditem 401 of Regulation S-K is furnished in a sepa
disclosure at the end of Part | of this reportsitie registrant did not furnish such informatiorits definitive
proxy statement prepared in accordance with ScketA. Information regarding directors requirediteyn
401 of Regulation S-K is incorporated herein berehce pursuant to General Instruction G(3) froen th
registrant’s definitive proxy statement, dated omloout March 12, 2007 (Proxy Statement) undehtwsing
“Election of Directors.”

Information required by Item 405 of Regulation Sskncorporated herein by reference pursuant toe@eén
Instruction G(3) from the registrant’s Proxy Sta&rhunder the heading “Section 16(a) Beneficial €xship
Reporting Compliance.”

The registrant has a separately-designated staaditig committee established in accordance withiGe8(a)
(58)(A) of the Exchange Act of 1934. The memberthefcommittee are Messrs. Aldinger, Amelio, Eby,
Kelly, Madonna and Ritchey. The additional inforroatrequired by Item 407(d)(5) of Regulation S-K is
incorporated herein by reference pursuant to Géhestuction G(3) from the registrant’s Proxy Staient
under the heading “Audit Committee.”

The registrant has adopted a code of ethics enti@ede of Ethics” that applies to the registraprscipal
executive officer, principal financial officer apdincipal accounting officer or controller or pensgperforming
similar functions. The additional information rerpd by Item 406 of Regulation S-K is provided irstreport
under the heading “General” under Part |, Item UsiBess.

ITEM 11. EXECUTIVE COMPENSATION

Information required by Item 402(k) of RegulatiotkSs incorporated herein by reference pursuat@eoeral
Instruction G(3) from the registrant’s Proxy Sta&rhunder the heading “Compensation of Directors.”
Information regarding officers is included in thegistrant’'s Proxy Statement on the pages beginnitigthe
heading “Compensation Committee” and ending wittd, @cluding, the last page under the heading ‘fRitke
Payments upon termination or Change in Control"clutare incorporated herein by reference pursuant to
General Instruction G(3).
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

Information required by Item 403 of Regulation Sskncluded in the registrant’s Proxy Statementarritie
heading “Common Stock Ownership,” which is incoated herein by reference pursuant to General
Instruction G(3).

Information required by Item 201(d) of RegulatiofiKSs provided below:

Equity Compensation Plan Information

The following table provides information as of Dedger 31, 2006, concerning shares of AT&T commonlksto
authorized for issuance under AT&T’s existing eguibmpensation plans.

Equity Compensation Plan Information (1)

Weighted- Number of securities
Number of securities average exercise  remaining available for
to be issued upon price of future issuance under
exercise of outstanding equity compensation plans
outstanding options, options, warrants (excluding securities
warrants and rights and rights reflected in column (a))
Plan Category (a) (b) (c)
Equity compensation plans
approved by security holde 55,225,67¢ $36.34 142,952,01¢ (2)
Equity compensation plans not
approved by security holders ( 93,553,05¢ $39.48 200,679
Total 148,778,73. $38.32 143,152,69¢

(1) In addition to the shares shown in the table, aed#ock options issued by companies acquired b& AT
were converted into options to acquire AT&T stask.of December 31, 2006, there were 160,486,819
shares of AT&T common stock subject to the conedgtions, having a weighted-average exercise price
of $37.80. No further grants may be issued undeatisumed plan

(2) Of the shares reported, 18,415,973 shares maysbedainder the Stock Purchase and Deferral Pldn, an
89,980,798 shares may be issued under the 2006tivedlan.

(3) Plans that have not been approved by stockholdehsde the 1995 Management Stock Option Plan (“1995
Plan”) and the Non-Employee Director Stock and DrafePlan (“Non-Employee Director Plan”). The 1995
Plan provides for grants of stock options to manag@ employees (10-year terms) subject to vesting
requirements and shortened exercise terms upotniion of employment. No further options may be
issued under this plan. Under the Non-EmployeediorePlan, participants may elect to receive stauks
in lieu of retainers and fees. In addition, each-amployee Director receives an annual award of Shmite
equal in value to one and one-half times the anrefalner. Directors who became board members after
November 21, 1997, but before September 24, 2084 raceive up to 10 annual grants of stock urmjtsat
to $13,000 each. The stock units are paid outdrfahm of AT&T stock only after the termination thfeir
service as a Director. Under the plan, 200,67 9esh@main available for future issuance and aleded ir
the table
Also included in column (c) are up to 4,292,876rehdhat may be purchased under the Stock Saviags P
with reinvested dividend equivalents on deferreatshunits purchased by mid-level and above managers
and limited company partial matching contributioNs. new contributions may be made to the plan. The
shares purchased are not delivered to the employ@efter termination of employment, subject &tain
accelerated delivery provisions. In addition, paptnts receive 2 options for each share purchagéd
employee payroll deductions. The options have gel-term and a strike price equal to the fair raark
value of the stock on the date of grant. The S&akings Plan was last approved by stockholder§94 1
The plan was amended by the Board of Director®B@02o increase the number of shares available for
purchase under the plan (including shares fronttimepany match and reinvested dividend equivalemtd
shares subject to options. Stockholder approvalneasequired for the amendment. To the extent
applicable, the amount shown for non-approved plaslumn (a) includes these additional sharear&h
subject to outstanding options issued under the pteor to amendment are included under approveds:

15
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR
INDEPENDENCE

Information required by Item 404 of Regulation Sskncluded in the registrant’s Proxy Statementarritie
heading “Related Party Transactionsfiich is incorporated herein by reference pursta@eneral Instructic
G(3). Information required by Item 407(a) of Redigia S-K is included in the registrant’s Proxy $taent
under the heading “Independence of Directors.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information required by this Item is included iretregistrant's Proxy Statement under the headimg¢pal
Accountant Fees and Services,” which is incorparagrein by reference pursuant to General Instndd(3).

Part IV
ITEM 15. EXHIBITS and FINANCIAL STATEMENT SCHEDULES

(a) Documents filed as a part of the report:
Page
(1) Report of Independent Registered Public Accogrirm *
Financial Statements covered by Repao
Independent Registered Public Accounting F
Consolidated Statements of Inco
Consolidated Balance She:
Consolidated Statements of Cash Flc
Consolidated Statements of Stockhol’ Equity
Notes to Consolidated Financial Statem:

* 0% ok F *

* Incorporated herein by reference to the approppatéons of the registrant’'s annual report to
stockholders for the fiscal year ended Decembe3@6. (See Part I
Page
(2) Financial Statement Schedu
Il - Valuation and Qualifying Accoun 21

Financial statement schedules other than thossll@bove have been omitted because the required
information is contained in the financial statensesntd notes thereto, or because such schedulastare
required or applicable.

(3) Exhibits:

Exhibits identified in parentheses below, on filéhwthe SEC, are incorporated herein by referesce a
exhibits hereto. Unless otherwise indicated, dflileits so incorporated are from File No. 1-8610.

Exhibit
Number

2-a Agreement and Plan of Merger, dated as of Janugrg@®5, among AT&T Corp., SBC
Communications Inc. and Tau Merger Sub Corporatiodhibit 2.1 to Form 8-K dated January
31, 2005.

2-b Agreement and Plan of Merger, dated as of Mar@086, among BellSouth Corporation,
AT&T Inc. and ABC Consolidation Corp. (Exhibit 2td Form &K dated March 4, 2006

3-a Restated Certificate of Incorporation, filed wittetSecretary of State of Delaware on July 28,
2006. (Exhibit 3 to Form ’-Q filed for June 30, 2006

3-b Bylaws amended November 17, 2006. (Exhi-a to Form -K dated November 17, 200¢

4-a Certificate of Designations for Perpetual CumulatRreferred Stock of SBC Communications
Inc., filed with the Secretary of State of the 8tat Delaware on November 18, 2005. (Conta
in Restated Certificate of Incorporation filed aghbit 3-a.)
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4-b

4-d

1C-a

10-b

10-c

10-d

10-e

10-f

1C-g

10-h

1G-i

104

1C-k
1c-l
10-m
1C-n
1C-o

10-p

No instrument which defines the rights of holdefrtoag-term debt of the registrant and all of its
consolidated subsidiaries is filed herewith purswarRegulation S-K, ltem 601b)(4)(iii)(A),
except for the instruments referred to in 4-c, 4-@, 4-f, and 4-g below. Pursuant to this
regulation, the registrant hereby aggress to faraisopy of any such instrument not filed
herewith to the SEC upon reque

Guaranty of certain obligations of Pacific Bell &ghone Co. and Southwestern Bell Telephone
Co. (Exhibit «-d to Form 1-K for 1999.)

Guaranty of certain obligations of Ameritech Calpftanding Corp., lllinois Bell Telephone Co.,
Indiana Bell Telephone Co. Inc., Michigan Bell Tihene Co., The Ohio Bell Telephone Co.,
Pacific Bell Telephone Co., Southern New Englant&d@mmunications Corp., The Southern
New England Telephone Co., Southwestern Bell TeleptCo., Wisconsin Bell, Inc. (Exhibi-

¢ to Form 1-Q for September 30, 200¢

Guarantee of certain obligations of AT&T Corp. (Ebih4-e to Form 8-K dated December 16,
2005.)

Guarantee of certain obligations of BellSouth. (iBith.3 to Form 8-K dated December 29,
2006.)

Cingular Third Supplemental Indenture. (Exhibit toForm {-K dated December 29, 200!
Short Term Incentive Plan, dated September 1, 2@&ibit 1(-a to Form 1-K for 2005.)

Supplemental Life Insurance Plan, dated Septemb0d5. (Exhibit 10-b to Form 10-K for
2005.)

Supplemental Retirement Income Plan, dated DeceB1he2004. (Exhibit 10-c to Form 10-K
for 2004.)

Senior Management Deferred Compensation Plan (aféefor Units of Participation Having a
Unit Start Date Prior to January 1, 1988). (Exhilf-d to Form 1-K for 2002.)

Senior Management Deferred Compensation Prograt8&s (effective for Units of
Participation Having a Unit Start Date of Januartd88 or later). (Exhibit 10-e to Form 10-K
for 2002.)

Officer Disability Plan, formerly the Senior Managent Long Term Disability Plan, amended
and restated January 1, 20

Salary and Incentive Award Deferral Plan, dateddbatwer 31, 2004

AT&T Inc. Health Plan, formerly the Executive HéaRlan, amended and restated April 13,
2006.

Retirement Plan for N-Employee Directors. (Exhibit -k to Form 1K for 1997.)

Form of Indemnity Agreement, effective July 1, 19B6tween SBC (now AT&T Inc.) and its
directors and officers. (Appendix 1 to DefinitiveoRy Statement dated March 18, 19¢

Administrative Plan. (Exhibit -ee to Form 1-K for 2004.)

Stock Savings Plan, dated December 31, 2

1992 Stock Option Plan, dated June 19, 2001. (Exh@-n to Form 1-K for 2001.)

1996 Stock and Incentive Plan, dated November @2 2(Exhibit 1(-o to Form 1-K for 2002.)
Non-Employee Director Stock and Deferral Plan. (Exhilfitto Form -K dated June 30, 200¢
Pacific Telesis Group Deferred Compensation PlaNfmmemployee Directors. (Exhibit 10gg to

Form 1(-K for 1996 of Pacific Telesis Group (File Nc-8609).)
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10-q

10-r

10-s

1C-t

10-u

1C-v

10-w

10-x

10-y

10-z

1C-aa

10-bb

10-cc

10-dd

1C-ee

10-ff

1C-gg

10-p(i) Resolutions amending the Plan, effectiveedinber 21, 1997. (Exhibit 10-v(i) to Form
10-K for 1997.)

Pacific Telesis Group Outside Directors’ Deferrédc® Unit Plan. (Exhibit 1000 to Form 10-K
for 1995 of Pacific Telesis Group (File N¢-8609).)

Pacific Telesis Group 1996 Directors’ Deferred Cemgation Plan. (Exhibit 10qq to Form 10-K
for 1996 of Pacific Telesis Group (File N¢-8609).)

10-r(i) Resolutions amending the Plan, effectivevéober 21, 1997. (Exhibit 10-v(i) to Form
10-K for 1997.)

Pacific Telesis Group 1994 Stock Incentive Plartgéhment A to Pacific Telesis Group’s 1994
Proxy Statement filed March 11, 1994, and amendattM14 and March 25, 1994 (File No. 1-
8609).)

10-s(i) Resolutions amending the Plan, effectiveuday 1, 1995. (Attachment A to Pacific
Telesis Group’s 1995 Proxy Statement, filed Mar8h1995 (File No. 1-8609).)

2001 Incentive Plan, dated January 31, 2003. (Exbh@-u to Form 1-K for 2002.)

Employment Agreement between SBC and Edward E.atft@tJr. (Exhibit 10-y to Form 10-K
for 2001.)

10-u(i) Amendment to Employment Agreement (Exhiifitl to Form 8-K dated March 4,
2006.)

AT&T Inc. Change in Control Severance Plan, effeetianuary 1, 200’

1995 Management Stock Option Plan, dated Novem®e201. (Exhibit 10-y to Form 1K-for
2002.)

Investment and Reorganization Agreement dated @ctb, 2004, by and among BellSouth
Corporation, SBC Communications Inc., Cingular Wiss Corporation, Cingular Wireless LL
Links | Corporation, Cingular Wireless Il, Inc., BLCingular Holdings, LLC, SBC Alloy
Holdings, Inc., BellSouth Enterprises, Inc., BellBoMobile Systems, Inc., BellSouth Mobile
Data, Inc. and SBC Long Distance, Inc. (Exhibit0®89to Cingular Wireless LLC's Form 8-K
dated October 25, 200¢

Concession Program for Directors, dated July 142@Bxhibit 10-bb to Form 10-Q for March
31, 2004.,

Amended and Restated Revolving Credit Agreemerit @ihgular Wireless LLC. (Exhibit 10-
bb to Form 1-Q for June 30, 2005

Five Year Credit Agreement. (Exhibit 10 to For-K dated July 12, 2006

Stock Purchase and Deferral Plan, amended ande@dttarch 30, 2006. (Exhibit 10-cc to Form
10-Q for March 31, 2006.

Cash Deferral Plan, amended and restated Marck0®®, (Exhibit 10-dd to Form 10-Q for
March 31, 2006.

Master Trust Agreement for AT&T Inc. Deferred Compation Plans and Other Executive
Benefit Plans and subsequent amendments dated ALgL895 and November 1, 1999.
(Exhibits 99.:-a, 99.-b and 99.-c to Schedule I-D/A filed on December 28, 2004

2005 Supplemental Employee Retirement Plan, ameadédestated November 17, 20

AT&T Corp. 1997 Long Term Incentive Program, dakéarch 14, 2000. (Exhibit 16g to Forr
10-K for 2005.)

AT&T Corp. 2004 Long Term Incentive Program. (Exhit0-hh to Form 1-K for 2005.)
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1C-00

1C-pp
10-qq

10-rr
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10-tt

10-uu
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21

AT&T Corp. Senior Management Incentive Award De&éfPlan amended and restated
September 18, 200

2006 Incentive Plan, dated May 1, 2006. (Exhibi210® Form -K dated January 26, 200t

Retention Agreement for James W. Cicconi datedaam26, 2006. (Exhibit 10.1 to Form 8-K
dated January 26, 200t

BellSouth Corporation Executive Incentive Award &xeél Plan, dated September 23, 1¢
BellSouth Corporation Nonqualified Deferred Compimn Plan, dated January 1, 20

BellSouth Officer Compensation Deferral Plan. (ExhiOqg to Form 10< for 2004 of BellSout
Corporation (File No.-8607).)

BellSouth Corporation Deferred Compensation PlarNfen-Employee Directors, dated March
9, 1984.

BellSouth Corporation Director's Compensation DefléPlan, dated March 1, 20C

10-o0(i) First Amendment to BellSouth Corporation Direct@@mpensation Deferral Plan,
dated February 6, 200

BellSouth Corporation Stock Plan, dated April 2493.

BellSouth Corporation Stock and Incentive Compeasa®lan. (Exhibit 10v-3 to Form 10-Q for
June 30, 2004 of BellSouth Corporation (File N-8607).)

10-qq(i) First Amendment to BellSouth Corporation Stock &mntive Compensation Plan.
(Exhibit 10ii to Form 10-Q for September 30, 2008BellSouth Corporation (File No.
1-8607).)

Cingular Wireless Long Term Compensation Plan (Bix99.1 to Form 8-K dated February 17,
2005 of AT&T Mobility LLC, formerly Cingular Wirelss LLC (File No. -31673).)

Master Trust Agreement for AT&T Corp. Deferred Canpation Plans and Other Executive
Benefit Plans, effective January 13, 19

10-ss(i) First Amendment to Master Trust Agreemefigctive December 23, 1997.

Non-Employee Director Non-Qualified Stock Option Teraml Conditions. (Exhibit 10-qq to
Form &K dated September 30, 2004 of BellSouth Corporg(tile No. 1-8607).)

BellSouth Corporation Amended And Restated TruddédBoard Of Directors Benefit Plan(s),
effective October 11, 200

BellSouth Non-Employee Directors Charitable Conttibn Program, effective February 29,
1992.

10-vv(i) First Amendment to the Non-Employee Directors Ghbte Contribution Program,
effective January 27, 199

10-vv(ii) Second Amendment to the Non-Employee Directors i€tide Contribution Program,
effective February 25, 200

Computation of Ratios of Earnings to Fixed Char

Portions of AT&T's Annual Report to Stockholders for the fiscal yeraled December 31, 20!
Only the information incorporated by reference ititis Form 1-K is included in the exhibi

Subsidiaries of AT&T Inc
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23 Consent of Ernst & Young LLP, independent registqreblic accounting firm for AT&T
24 Powers of Attorney
31 Rule 13i-14(a)/15¢-14(a) Certification:
31.1 Certification of Principal Executive Office
31.2 Certification of Principal Financial Office
32 Section 1350 Certificatior
We will furnish to stockholders upon request, antheut charge, a copy of the annual report to dtotikers

and the proxy statement, portions of which areripomted by reference in the Form KOWe will furnish any
other exhibit at cost.
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Schedule II- Sheet 1

AT&T INC.
SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
Allowance for Uncollectibles
Dollars in Millions

COL. A COL.B COL.C COL.D COL.E
Additions
@ ) ®3)

Balance at Chargedto Charged to Balance at

Beginning of  Costs and Other Acquisitions  Deductions End of

Period Expenses (¢ Accounts (b’ (e) (c) Period
Year 2006 $ 1,176 586 101 410 997 $ 1,276
Year 200¢ $ 1,001 744 184 356 1,109 $ 1,176
Year 2004 (d $ 1,058 761 447 - 1,265  $ 1,001

@)
(b)

(©
(d)

(€)

Excludes direct charges and credits to expenskeatatements of income and reinvested earningtet
to interexchange carrier receivabl

Includes amounts previously written off which weredited directly to this account when recoveredi an
amounts related to lo-distance carrier receivables which were billed Gy&A.

Amounts written off as uncollectibl

Amounts reflect the classification of balancestegldo a change in the way we report accountsvabls
for our directory segment, which increased our whHace for Uncollectibles. Additional information
relating to this change is contained in the 200&ARnnual Report to Stockholders in Note 1, and is
incorporated herein by reference pursuant to Géestuction G(2)

Acquisition of BellSouth in December 2006 and ATIFGNovember 200£
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Schedule II- Sheet 2

AT&T INC.
SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
Accumulated Amortization of Intangibles
Dollars in Millions

COL. A COL.B COL.C COL.D COL. E
Additions
) ) (©)

Balance at Chargedto  Charged to Balance at

Beginning of Costs and Other Acquisitions End of

Period Expense:! Accounts (b) Deductions Period
Year 2006 $ 986 1,033 - 1,978 - $ 3997
Year 200¢ $ 719 271 - - 4 3 986
Year 2004 $ 691 117 - - 89 $ 719

(a) Includes $85 reversal of amount that was fully gimed.
(b) Consolidation of AT&T Mobility due to the Decemt2006 acquisition of BellSoutl
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Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the
registrant has duly caused this report to be sigmeits behalf by the undersigned, thereunto dutharized,
on the 26th day of February, 2007.

Pursuant to the requirements of the Securities &xg@ Act of 1934, this report has been signed below
by the following persons on behalf of the registr@md in the capacities and on the date indicated.

Principal Executive Officer:
Edward E. Whitacre Jr.

Chairman ant

Chief Executive Office

Principal Financial and
Accounting Officer:
Richard G. Lindne

Senior Executive Vice President ¢
Chief Financial Office

Directors:

SIGNATURES

AT&T INC.

/sl Rick Lindnel
Richard G. Lindner

Senior Executive Vice President and

Chief Financial Officer

/sl Rick Lindnel

Richard G. Lindner, as attorney-in-fact
and on his own behalf as Principal
Financial Officer and Principal

Accounting Officer

February 26, 200

Edward E. Whitacre Jr.
William F. Aldinger I1I*
Gilbert F. Amelio*
Reuben V. Anderson
James H. Blancharc
August A. Busch III*
Martin K. Eby Jr.*
James A. Hendersor
James P. Kelly'
Charles F. Knight'

Jon C. Madonna

Lynn M. Martin*

John B. McCoy*

Mary S. Metz*

Toni Rembe*

S. Donley Ritchey’
Joyce M. Roché
Randall L. Stephensor
Laura C' Andrea Tyson’
Patricia P. Upton’

* by power of attorney
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OFFICER DISABILITY PLAN

Plan Effective: January 1, 1¢
Revisions Effective: January 1, 2(



OFFICER DISABILITY PLAN

The AT&T Inc. (“AT&T” or “Company”) Officer Disability Plan ("Plan") was formerly knowas the Seni
Management Long Term Disability Plan prior to Nowmn 1, 2002. The purpose of the Plan is to suppi
an Eligible Employee’s disability benefits providedder an AT&T Group Disability Plan.

Section 1 - Definitions

“ Eligible Employee” shall mean an Officer and any other individual whgarticipating in the Plan as
September 1, 2005. Notwithstanding the foregoihg, EEO of AT&T Inc. (“CEQO”)may, from time to time
exclude any Officer or group of Officers from beiag “Eligible Employee”under this Plan. Further,
employee of a company acquired by AT&T shall notbasidered an Eligible Employee unless designas
eligible by the CEO.

“ Employer " shall mean AT&T or any of its Subsidiaries; proddaowever, that Cingular Wireless LLC
its subsidiaries shall not be considered an Emplogder this Plan.

“ Group Disability Plan " shall mean any Employgraid group disability plan sponsored by AT&T or
Subsidiary.

“ Long Term Disability Benefit ” shall mean the disability benefit provided un@exrtion 3 of this Plan.

“ Officer ” shall mean an individual who is designated as &inevffor compensation purposes on the rec
of AT&T.

" Participant " shall mean an Eligible Employee who is disablathiw the meaning of Section 2.1 or 3.1
this Plan.

“ Pay” shall mean the monthly amount of an Eligible Eay@e’s annual base salary rate (as determined |
or her Employer) on the last day prior to entitlem®® disability benefits under this Plan, but exithg al
differentials regarded as temporary or extra paymand excluding all cash payments and distribstimad:
under the AT&T Short Term Incentive Plan, the AT&D01 Incentive Plan, and the AT&T 2006 Incen
Plan, or successor plans.

“SEVP-HR” shall mean the comparsyhighest ranking Officer specifically responsibide human resourc
matters.

“ Short Term Disability Benefit ” shall mean the disability benefit provided un&erction 2 of this Plan.

“ Subsidiary " shall mean any corporation in which the Company gvdirectly or indirectly, more than fil
percent (50%) of the total combined voting power atlf classes of equity interests, or any othertg
(including, but not limited to, partnerships andhjoventures) in which the Company owns more théy
percent (50%) of the combined equity thereof; pledi however, Cingular Wireless LLC and its sulasidi
shall not be considered a Subsidiary under this.Pla
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Section 2 - Short Term Disability Benefits

If an Eligible Employee is eligible to receive shterm disability benefits under the Group DisdbilPlan
he/she is also eligible to receive Short Term DlggbBenefits under this Plan. Otherwise, an Hiig
Employee who, due to a physical or mental impaitnesn prevented from meeting the performe
requirements of the position he or she held imnteligoreceding the onset of his or her physicaimanta
impairment shall be entitled to Short Term DisapiBenefits under this Section 2.

Subject to the reductions and offsets describe8ention 2.3, the Short Term Disability Benefits \pdec
under this Section 2 shall be a monthly amount eilguane hundred percent (100%) of the ParticigaRgy.

The Participang Short Term Disability Benefit shall be reduced iy or her short term disability ben
received under a Group Disability Plan, if any.addition, the Participarg’combined Short Term Disabil
Benefit under this Plan and his or her short teisahillity benefit under the Group Disability Plahany, shal
be reduced by any offsets as provided in the GRispbility Plan.

Short Term Disability Benefits shall commence oa tiate that short term disability benefits stadarmthe
Group Disability Plan, or the date that short tatisability benefits would start under the Group dbility
Plan had the Participant been eligible for benefitder that plan. Short Term Disability Benefitsdan thit
Plan shall be paid until the earliest to occuripti{e lapse of short term disability benefits untlee Grou
Disability Plan (whether or not actually receivibgnefits under the plan) , or (ii) the Participarability tc
meet the performance requirements of the positeoortshe held immediately preceding the onsetobhhe
physical or mental impairment.

Section 3 — Long Term Disability Benefits

If an Eligible Employee is eligible to receive lomgrm disability benefits under the Group DisabilRlan
he/she is also eligible to receive Long Term DikgbiBenefits under this Plan. Otherwise, an Elig
Employee shall be entitled to Long Term DisabilBgnefits after the lapse of the ParticipanBhort Terr
Disability Benefits if the Eligible Employee, due & physical or mental impairment, is preventedifroeeting
the performance requirements of (i) the positiorohshe held immediately preceding the onset ofohike
physical or mental impairment, (i) a similar pasit, and (iii) any appropriate position that thertRgpani
would otherwise be capable of performing by reasfoms or her background or experience.

Subject to the reductions and offsets describe&®kition 3.3, the Long Term Disability Benefits po®d unde
this Section 3 shall be a monthly amount equaldbtg percent (80%) of the Participant’s Pay.
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The Participans Long Term Disability Benefit shall be reduced lig or her long term disability bene
received under a Group Disability Plan, if any.aedition, the Participarg’combined Long Term Disabil
Benefit under this Plan and his or her long tersadility benefit under the Group Disability Plahany, sha
be reduced by any offsets as provided in the GEispbility Plan.

Long Term Disability Benefits under this Plan shiadl paid until earliest to occur of (i) the Papamt’s
attainment of age 65, or (ii) the Participarbility to meet the performance requirementsaptlie position t
or she held immediately preceding the onset obhiser physical or mental impairment, (b) a simpasition
or (c) any appropriate position that the Partictpmould otherwise be capable of performing by reasbhis o
her background or experience.

Section 4 — Claims and Appeals

A Disability Review Committee ("Committee") will bestablished to review any issues arising undsrRban
including any claims made under this Plan. The Cdtemshall be appointed by the SEYAR and shall t
comprised of at least three managers, one of whiddill be an Officer. The Committee, which shalld
fiduciary under the Plan with respect to the revigvelaims, shall have the authority, in its sofel absolut
discretion, to interpret and administer the Placjuding the authority, in its sole and absolutsctbtion, ti
make the determinations as to whether an EligibhwlByee is disabled within the meaning of Sectiprsd «
of the Plan and any other claim arising under tlam.PThe SEVAHR, who shall be a fiduciary under the F
with respect to the review of appealed claims, Isiave the sole and absolute discretion to r
determinations with respect to an appeal of a cthehis denied by the Committee.

An Eligible Employee or a Participant (the “Clainfgnmay file a claim under the Plan by sending a wm
notice of such claim to AT&T Executive Compensafi@ii5 East Houston, Room 38-San Antonio, Texe
which shall include a brief description of the @Giaint’s claim.

Upon receipt of a written claim, the Committee khatify the Claimant of the Committeetecision regardir
the claim within forty-five (45) days of the dateetclaim is made. The Committee may extend thislas-
period for up to 30 days (plus an additional 30sdi&yeeded) if it determines that special circlanses requil
more time to determine the claim. The Committed! studify the Claimant, in writing, within the il 45-day
period (and within the first 38ay extension period if an additional 30 days iedegl) if additional time
needed and what special circumstances requirextre tane. If extensions are required because trarBittee
needs additional information from the Claimant, @laimant shall be given 45 days from the Committee
notification within which to provide that informata.

A claim is denied if: (a) the Claimant receives atten denial from the Committee, (b) the Claimeeteive
no reply from the Committee after 45 days, or k& €Committee has extended the time to reply bydalitiana
30 or 60 days and the Claimant receives no rephbr @ie additional 30 or 60 days. The written rotf ¢
denied claim shall include: (a) the specific reastor the denial, (b) a specific reference to thenRrovisior
upon which the denial is based, (c) a descriptioany additional information that is needed to méie=clain
acceptable and the reason it is needed, and (@3aiption of the procedure by which the Claimaatrappe:
the denial to the Human Resources Committee oATr&T Board of Directors.
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If a claim is denied by the Committee, or treateddanied, and the Claimant disagrees with the Coteers
decision, the Claimant may appeal the Commiste#écision by filing a written request for revieWhe
Claimant or someone authorized by the Claimant madte the request for review within 180 days okigl
of the denial notice or, if no notice is receiv&8p days after the expiration of 45, 75 or 105 deyschever i
applicable. A written request for review must bets® the SEVPAHR at the address provided in the cl
denial letter or, if no denial letter was sent,tlte SEVP-HR , 175 East Houston Street, Room &-Gal
Antonio, Texas 78205. The appeal of a denied chaay include: (a) a written statement of the issares an'
other comments, along with any new or additiona@vce or materials in support of the Claimartppeal, (t
a request to examine documents that bear on thm&i#s appeal, and (c) a request to review pertinemt
documents.

Unless the Claimant is notified in writing that radime is needed, a review and decision on thenGlaf’s
appeal must be made within 45 days after the appeateived. If special circumstances require ntione tc
consider the appeal, the SEVWR may take an additional 45 days to reach a detiafter providing writte
notice that there will be a delay. The appeal isnded denied if notice of the decision is not predidy th
end of the 45 or 90-day period. If an appeal isietety the SEVAHR, it is final and not subject to furtt
review; however, the Claimant may have furthertsginder ERISA.

Section 5 - General Provisions

AT&T, in its sole discretion may reduce the disapikllowance by the amount of outside compensatit
earnings of the Participant for work performed bg Participant during the period for which any $Hwrm
Disability Benefit or Long Term Disability Benefi provided.

The rights of a Participant to benefits under tlBhall not be subject to assignment or alienagxcept &
required by law.

AT&T may from time to time make changes in the Pénd may terminate the Plan in its sole and abe
discretion. In addition, the SEVRR of AT&T (or his or her successor), shall be auited to make minor

administrative changes to the Plan, as well asgdmdictated by any requirement of Federal or statteites ¢
authorized or made desirable by such statutes. Shihges or termination shall not affect the righftany
Participant, without his/her consent, to any benefider the Plan to which such Participant may

previously become entitled as a result of a diggbilleath or termination of employment that ocedrprior tc
the effective date of such change or termination.

Should a claim, other than under this Plan or uadgrother plan maintained by the Employer, beemes o
suit brought against the Company, an Employer,gairest any other Subsidiary, for damages on accof
injury or death of a Participant, nothing shallgasable under this Plan; provided however, thaGbmmitte:
may, in its discretion and upon such terms as it prascribe waive this provision if such claimsviighdrawr
or if such suit be discontinued.



All benefits provided under the Plan with respezxtat Participant shall be forfeited and cancelledhiait
entirety if the Participant directly or indirectlgngages in competitive activity, or has becomeaated with
employed by, controls, or renders service to amsirtess that is engaged in competitive activity hwij the
Company, (i) any Subsidiary, or (iii) any businéssvhich any of the foregoing have a substantigriest, c
if the Participant attempts, directly or indirecttp induce any employee of the Company or a Sidrgido be
employed or perform services elsewhere without ghemission of the Company. The phrasas becomrr
associated with"shall include, among other things, the beneficahership of 1/10 of 1% or more o
business engaged in competitive activity. The deitemtion of whether a Participant has engaged jnsarct
activity and whether to cancel benefits under tRian shall be made by AT&T, and in each case
determination shall be final, conclusive and bigdon all persons. All benefits provided under thenRwith
respect to a Participant shall be forfeited andccelied in their entirety if the Participant is diseged for caus
or the Participant engages in misconduct in conmeetith the Participant’s employment.

All benefits authorized under the Plan shall bergéd to the operating expense accounts of thecieatit’s
Employer when and as paid.

The expenses of administering the Plan shall b&ebdny the Employers in such proportions as she
mutually agreed upon by such Employers.

In the event any provision of the Plan shall bedhigtgal or invalid for any reason, the illegality invalidity
shall not affect the remainirgarts of the Plan, and the Plan shall be constaneldenforced as if the illegal
invalid provision had not been included.

At any time AT&T may correct any error made undee Plan without prejudice to AT&T. Such correcti
may include, among other things, changing or rewpkd disability benefit.

To the extent not preempted by Federal law, this Bhall be governed by and construed in accordaith
the substantive laws of the State of Texas, exotpdny conflicts or choice of law rule or princigheat migh
otherwise refer construction or interpretationto$ tPlan to provisions of the substantive law of pmisdictior
other than the State of Texas.

The use of personal pronouns of either gendererPlan is intended to include both masculine andrfime
genders.
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AT&T INC.
SALARY AND INCENTIVE AWARD DEFERRAL PLAN
As amended through December 31, 2004
Article 1 - Statement of Purpose

The purpose of the Salary and Incentive Award Defdtlan ("Plan") is to provide a select group of
management employees consisting of Eligible Emmeyaf AT&T Inc. ("AT&T" or the "Company") and its
Subsidiaries with a means for deferring the recgfijtcome.

Article 2 - Definitions

For the purposes of this Plan, the following waadsd phrases shall have the meanings indicated,
unless the context indicates otherwise:

Base CompensationThe following types of cashased compensation, in each case as determir
AT&T, paid by an Employer (but not including payntemade by a non-Employer, such as state disability
payments), before reduction due to any contribupiersuant to this Plan or reduction pursuant togefgrral
plan of an Employer, including but not limited t@lan that includes a qualified cash or deferredrmgement
under Section 401(k) of the Internal Revenue Cad@gmended ("Code"):

(a) annual base salal

Payments by an Employer under a Disability plan enadieu of any compensation described in (a)
above, shall be deemed to be a part of the compensareplaces for purposes of this definitioras®
Compensation does not include the TEAM Award (theuzal award determined to be the "Team Award" by
AT&T together with the individual award determiniegd AT&T to be the Individual Discretionary Award he
in connection therewith) or comparable awardsnif,aletermined by AT&T to be used in lieu of theseards,
commissions or zone allowances or any other gebgralpdifferential and shall not include paymentsda in
lieu of unused vacation or other paid days off, amch payments shall not be contributed to this.Pla

Business Day. Any day during regular business hours that AT&DBpen for busines
Chairman. The Chairman of the Board of Directors of AT&T I
Committee. The Human Resources Committee of the Board of Bire®f AT&T Inc.

Declared Rate.The interest rate for each calendar year as detethily the Senior Executive Vice
President-Human Resources, with the concurrentgedbenior Executive Vice President, Chief Financia
Officer and Treasurer and announced on or befarealg 1 of the applicable calendar year. Howevena
event will the Declared Rate for any calendar Iss bean the Moody's Corporate Bond Yield Averdgmthly
Average Corporates as published by Moody's Invess8arvice, Inc. (or any successor thereto) fontbath o
September before the



calendar year in question, or, if such yield idovgger published, a substantially similar averagjected by the
Senior Executive Vice President-Human Resourcésgsoor her successor.

Disability. Absence of an Employee from work with an Employeder the relevant Employer’s
disability plan.

Eligible Employee.Eligible Employee. An Employee who:

(a) is a full time, salaried Employee of AT&T or Employer in which AT&T has a direct or indir
100% ownership interest and who is on active dbigability (but only while such Employee is deenimdthe
Employer to be an Employee of such Employer) onvkeaf Absence;

(b) is, as determined by AT&T, a member of Empl&yeselect group of management or highly
compensated employees" within the meaning of thpl&ment Retirement Income Security Act of 1974, as
amended, and regulations thereunder ("ERISA"); and

(c) is (i) an Officer or (ii) a non-Officer Emplogavho has been approved by AT&T to be eligible to
participate in this Plan.

Notwithstanding the foregoing, AT&T may, from tinetime, exclude any Employee or group of
Employees from being deemed an "Eligible Employe®fer this Plan.

In the event a court or other governmental authalétermines that an individual was improperly
excluded from the class of persons who would besicened Eligible Employees during a particular tifme
any reason, that individual shall not be an EligiBmployee for purposes of the Plan for the pesicime
prior to such determination.

Employee.Any person employed by an Employer, excluding pesdared for a fixed maximum te
and excluding persons who are neither citizengpeamanent residents of the United States, all tsmdéned
by AT&T. For purposes of this Plan, a person onveeaf Absence who otherwise would be an Employed sh
be deemed to be an Employee.

Employer. AT&T Inc. or any of its Subsidiaries.

Executive Officer. A person identified as an "executive officer" of &T in the then most recent
AT&T Form 10-K containing such information that wiled with the United States Securities and Exdgan
Commission or who subsequent to such filing wadiadtby AT&T's General Counsel to be an executive
officer of AT&T.

Grandfathered Senior Manager. An individual who, as of January 31, 2003, is aotOfficer but i
a Participant in the Plan.

Incentive Award. A cash award paid by an Employer (and not by aBemployer, such as state
disability payments) as either a short term or ltargh award under the Short Term Incentive Plaa 1906
Stock and Incentive Plan, or the 2001 IncentivenfRda paid by an Employer as the Key Executive ¢@ffi
Short Term Award paid under the 1996 Stock andritice Plan or the 2001 Incentive Plan; or any othearc
that the Committee designates as a short terrmgrterm incentive award specifically for purposéthes Plar
(regardless of the purpose of the award) includimgward which would otherwise be paid in stockeothan
stock of AT&T.



Leave of AbsenceWhere a person is absent from employment with apl&yer on a formally
granted leave of absence (i.e., the absence isfovitial permission in order to prevent a breakhim ¢ontinuity
of term of employment, which permission is grarf@ad not revoked) in conformity with the rules loét
Employer which employs the individual, as adopteainf time to time). For purposes of this Plan, aveeaf
Absence shall be deemed to also include a trabhgfan Employer of a person to, and continuous eympémt
by, an entity for a rotational work assignmenttHa event a transfer to such an entity lasts ni@e 5 years or
the rotational work assignment status is canceyedT&T, it shall be deemed a Termination of Emplogmh
with the Employer at that time for purposes of fhian. To be a rotational work assignment, the Bygd mus
have indicated in writing to the person that thespe was to be rehired by the Employer on termomatif the
rotational work assignment.

Officer . An individual who is designated as an officerdleemployee for compensation purposes on
the records of AT&T.

Participant. An Eligible Employee or former Eligible Employee avparticipates in this Plan.

Pre-Tax Account. The account maintained on a pre-tax basis on thksbof account of AT&T for
each Participant.

Retirement or Retire. . "Retirement" or “Retire” shall mean the terminoatiof an Eligible
Employee's employment with AT&T or any of its subaries, for reasons other than death, on or #fter
earlier of the following dates: (1) solely with pest to Officers and Grandfathered Senior Managleesdate
the Officer or Grandfathered Senior Manager hasrettl age 55, and, for an Officer who became acgzant
on or after January 1, 2002, has five (5) yearseofice, or (2) the date the Eligible Employee ditained one
of the following combinations of age and servicéeatination of employment on or after April 1, I@xcep
as otherwise indicated below:

Net Credited Servic Age
10 years or mor 65 or oldel
20 years or mor 55 or oldel
25 years or mor 50 or oldel
30 years or mor Any age

With respect to an Eligible Employee who is grardeacdEMP Service Pension under and pursuant to the
provisions of the AT&T Pension Benefit Plan - Norgeined Program ("SBCPBP") upon termination of
Employment, the term "Retirement” shall includetsktigible Employee's termination of employment.

Senior Manager. An individual who is designated as a Senior M@&nag a Grandfathered Senior
Manager for compensation purposes on the recordd &fr.

Subsidiary. Any corporation, partnership, venture or othertgnti which AT&T holds, directly or
indirectly, a 50% or greater ownership interest&XTmay, at its sole discretion, designate any other
corporation, partnership, venture or other enti§ussidiary for the purpose of participating irstRian.
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Termination of Employment. References herein to “Termination of Employment,gfminate
Employment" or a similar reference, shall meanethent where the Employee ceases to be an Empldyag/
Employer, including but not limited to where thegaying company ceases to be an Employer.

Termination Under EPR . In determining whether an Eligible Employee’stieration of
employment under the Enhanced Pension and RetitdPnegram (“EPR”) is a Retirement for purposeshis t
Plan, five years shall be added to each of agenanhdredited service (“NCS”). If with such additadrage and
years of service, (1) an Eligible Employee uporhsigcmination of employment under EPR is Retirement
Eligible according to the AT&T Supplemental Retiremh Income Plan (“SRIP”) or (2) the Eligible Empézy
upon such termination of employment under EPR ttaghad one of the following combinations of age an
service,

Actual NCS + 5 Year Actual Age +5 Yeal
10 years or mor 65 or oldel
20 years or mor 55 or oldel
25 years or mor 50 or oldel
30 years or mor Any age

then such termination of employment shall be arBetent for all purposes under this Plan and thgilité
Employee shall be entitled to the treatment unidisrRlan afforded in the case of a terminationmpleyment
which is a Retirement.

Article 3 - Administration of the Plan

The Committee shall be the administrator of thenRiad will administer the Plan, interpret, construe
and apply its provisions and determine entitlenterftenefits, all in its discretion. The Committeayniurther
establish, adopt or revise such rules and reguisigs it may deem necessary or advisable for the
administration of the Plan. References to detertiuina or other actions by AT&T, herein, shall meations
authorized by the Committee, the Chairman, the@dfiecutive Vice President of AT&T in charge ofrHan
Resources, or their respective successors or dtiyeazed delegates, in each case in the discrefisach
person; except that with respect to Executive @ffconly the Committee may take such action. adisions
by AT&T shall be final and binding.

Article 4 - Contributions

Notwithstanding anything in this Plan to the contrahere shall be no Employee Contributions ortgbations
of deferred amounts related to Incentive Awardsciwhvould otherwise have been distributed in shafasock
other than shares of common stock of AT&T to thenRifter December 31, 2004.

4.1 Election to Make Contributions.

(@) An Eligible Employee may elect @rficipate in the Plan through payroll deductions
contributed to the Plan as follows (such contrinsito the Plan are "Employee Contributions"):



1. An Eligible Employee who is an Officer or a Grarttifered Senior Manager may elect to contribute up
to 50% (in whole percentage increments) of hisesrrhonthly Base Compensation, as the same may
change from time to time; provided, however, angd@ompensation deferral hereunder is conditi
upon a 30% Base Compensation deferral electiorgbrieffect in the Stock Savings Plan.

2. An Eligible Employee who is an Officer or a Senldanager may elect to contribute up to 100% (in
whole percentage increments or a specified doltayumt) of an Incentive Award.

(b) An Eligible Employee may only makeelection, change an election, or terminate an
election to make Employee Contributions as follows:

1. An Employee who is an Eligible Emye as of September 30 may make an
election on or prior to the last Business Day efithmediately following November with respect to
the contribution of Base Compensation, if authatibereunder, and/or Incentive Awards paid on or
after the immediately following January 1.

2. An Employee who was not an EligiBlaployee as of September 30 but who is an
Eligible Employee the immediately following March ghay make an election on or prior to the last
Business Day of the immediately following May wi#sspect to the contribution of Base
Compensation, if authorized hereunder, and/or linee#wards paid on or after the immediately
following July 1.

AT&T may refuse or terminate any election to makegioyee Contributions at any time.

In the event the Participant takes a hardship wativdl from a benefit plan qualified under the Code
and sponsored by AT&T or an Employer, any electomake Employee Contributions by such Participant
shall be immediately cancelled, and the Particighatl not be permitted to make a new election wapect t
Employee Contributions that would be contributedmiyithe then current and immediately followingeradar
year.

4.2 Contributions To Pre-Tax Account; Interest/Dividends.

(a) Employee Contributions shall be made solelyspant to a proper election and only during the
Employee's lifetime and while the Employee remain€ligible Employee (if the Employee ceases tarbe
Eligible Employee, his or her election to make Eoyple Contributions shall be cancelled); providexyéver,
Termination of Employment of an Eligible Employd®h not constitute loss of eligibility solely witlespect
to contribution of Base Compensation (if otherwpsemitted hereunder) that is earned prior to teatiom but
paid within 60 days thereafter or with respectridrcentive Award paid after Retirement (and suerspn
shall be deemed an Eligible Employee for such dmumions).

(b) Employee Contributions shall be credited toRlagticipant’s Pre-Tax Account in accordance with
the provisions of Section 4.2(e) and such contitimstand earnings thereon shall bear interest hagjrthe
first day of the month at the applicable Declaredemon the balance from month#mnth in such account. T
interest will be credited monthly to the accountétwelfth of the annual Declared Rate for that calengea
compounded quarterly.



(c) In addition, if the Participant's account untter Bell System Senior Management Incentive Award
Deferral Plan ("Predecessor Plan") was transfdoélis Plan as of January 1, 1984, the effectate df this
Plan, then the Participant's Pre-Tax Account uitierPlan shall be credited as of such date withatinount
credited to the Participant's account under thedtressor Plan as of December 31, 1983, and suamastmal
bear interest in accordance with the terms ofRids.

(d) Deferred amounts related to Incentive Awardgchviwould otherwise have been distributed in
shares of stock other than shares of common stogK&T shall be credited to the Participant's PraxT
Account as deferred shares. The Participant's BreAEcount shall also be credited on each dividemgnent
date with an amount equivalent to the dividend p&yan the number of such shares equal to the nuaibe
deferred shares in the Participant's Pre-Tax Adconrhe record date for such dividend. Such amshal
then be converted to a number of additional defesteares determined by dividing such amount bylkbsing
price of such shares on the New York Stock Exchamgguch date, or if not listed on such exchartgen bn
the principal market for such shares. If not tradedguch exchange on such date, then the closiog @n the
next preceding day the stock was so traded shailtitieed.

In the event of a merger, reorganization, consbbdarecapitalization, separation, liquidatiorgcit
dividend, stock split, share combination, or stdskdend, stock split or other change in the cogpestructure
of the issuer of stock described in the precedamggraph, affecting such stock, the Committee shake an
adjustment to the number and class of shares efréef stock, in its discretion, to avoid any dibatior
enlargement of rights.

(e) A contribution to the Plan shall be made whendompensation — from which the contribution is
to be deducted — is paid using the “check dateivshon the related pay record (sometimes referrexs tile
“paycheck stub”) as the contribution date (if nbéck date” is shown, then the date of the pay djcdvhen
there is an underpayment or delayed payment obgrompensation for any reason, the related coniitbu
shall be determined and made when the underpayoneleiayed payment is paid, again using the datkeof
pay record. When there is an overpayment of grosgensation, the amount of the overpayment willbeot
considered in determining the contribution amount.

Article 5 - Distributions

5.1 Distributions From Pre-Tax Account.

(a) Retirement Beginning March 10 (or such other date as detegthby AT&T) of the first (1st)
calendar year following the calendar year of thérBment of a Participant and on March 10 (or sottter dat
as determined by AT&T) of each of the successivedldndar years, AT&T shall distribute to the Raptnt
that portion of the Participant's Pre-Tax Accounatttis equal to the total dollar amount of the iBg@nt's Pre-
Tax Account (and/or number of deferred shares keddi in the Participant's Pre-Tax Account) dividigcthe
number of remaining installments. Notwithstandihg foregoing, if the Participant Retires prior 02, then
any undistributed portion of the Participant's Pea- Account will be distributed in a lump sum onidla 10 of
the fifteenth (18") calendar year following the calendar year offatirement of the Participant.

(b) Non-Retirement Termination of EmploymerBeginning March 10 (or such other date as
determined by AT&T) of the calendar year followitige calendar year of Termination of
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Employment which is not a Retirement and on Mar@lidk such other date as determined by AT&T) oheac
of the successive 2 calendar years, AT&T shaltidiste that portion of the Participant's Pre-Taxéent that
is equal to the total dollar amount of the Partiais Pre-Tax Account (and/or number of deferredeshheld
in the Participant's Pre-Tax Account) divided by thumber of remaining installments.

(c) Death. Notwithstanding (a) or (b) above to the contramthe event of the death of a Participant,
any amounts remaining in the Participant's PreAeoount (and/or number of deferred shares theninelde
Participant's Pre-Tax Account) shall be promptktrithuted to the Participant’s beneficiary desigdan
accordance with the AT&T Rules for Employee Beriafig Designations, as the same may be amended from
time to time ("Rules"). If no designation has bessde or if all designated beneficiaries predectase
Participant, the Participant's Pre-Tax Accountldieldistributed according to the Rules.

Notwithstanding any other provision of this Pldra surviving beneficiary of a Plan participant
disclaims in whole or in part, that beneficiarylgerest or share in the distribution of the Plartipipant's Plan
proceeds, and such disclaimer satisfies the regeinés of Section 2518(b) of the Internal RevenudeJor
any successor provision) and any applicable séatgduch disclaimer shall not constitute an assegrtm
transfer or alienation by any method of such irgeoe share or proceeds and the portion of suctepds
subject to such disclaimer shall be distributed tsat beneficiary had predeceased the Plan fyaatit.

(d) Discharge for Cause/Non CompetitidNotwithstanding any other provision of this Ptarthe
contrary, all amounts (including deferred sharkeptcredited to the Participant's Pre-Tax Accobatl He
paid immediately in a single payment if a Partiaipia discharged for cause by his or her Employeif, a
Participant otherwise ceases to be employed bgrhigr Employer and engages in competition with ATd&
any direct or indirect Subsidiary thereof or witlyabusiness with which a Subsidiary of AT&T or dfiliated
company has a substantial interest (collectivefigrred to herein as an "Employer Business"), oobezs
employed by a governmental agency having jurisalictver the activities of AT&T or any of its Subisides.
For purposes hereof, engaging in competition with Bmployer business shall mean engaging by the
Participant in any business or activity in the say@egraphical market where the same or substgnsiatiilar
business or activity is being carried on as an Bygyl business. Such term shall not include owning a
nonsubstantial publicly traded interest as a sluddehn in a business that competes with an Emplbysmess.
However, engaging in competition with an Employesibess shall include representing or providing
consulting services to, or being an employee of,@arson or entity that is engaged in competitidth any
Employer business or that takes a position adweraay Employer business in a judicial, regulatéegjslative
or administrative proceeding. Further, engagingampetition with an Employer business would re#uhe
Participant either engages directly in competiticgvity or in any capacity in any location beconeesployed
by, associated with, or renders service to any emyypor parent or affiliate thereof, or any sutmigiof any of
them, if any of them is engaged in competition eithEmployer business, regardless of the positiatubes
the Participant takes and regardless of whetheobthe employing company, or the company that the
Participant becomes associated with or rendersceetw, is itself engaged in direct competitionhwain
Employer business.

(e) Deferred amounts held pending distribution Ist@ttinue to be credited with interest or
additional deferred shares, as applicable, detemnim accordance with Section 4.2(b) or 4.2 (dp@dicable.
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(f) The obligation to make distribution of deferrachounts credited to a Participant's Pre-Tax
Account during any calendar year, plus the additi@mounts credited on such deferred amounts potrsoia
Section 4.2(b) or 4.2(d), as applicable, shall b by AT&T or the applicable Employer which otivese
would have paid the related award currently. Howetle obligation to make distributions with respiec
deferred amounts which are related to amountstexkth a Participant's Pre-Tax Account as of tfiecéfe
date of the Plan pursuant to Section 4.2(c), arni respect to which no AT&T company would otherwhsee
paid the related award currently, shall be bornéheyEmployer which employed the Participant on the
effective date of the Plan.

(g) For the purpose of this Plan, a beneficianigtestion like that described in Section 5.1(c) that
was made under the comparable provisions of theeeessor Plan shall be considered as a beneficiary
designation made under Section 5.1(c).

(h) Notwithstanding the other provisions of thi<®en 5.1 to the contrary, but subject to the
provisions of Section 5.2(b), a Participant who wdarticipant on, and made contributions to tta PFior to
September 1, 2000, may request that receipt afdbk portion of Participant's Pre-Tax Account bierded to
Participant's death, or to be received earlier if
accelerated in accordance with the provisions 2. Approval of such request shall be in AT&Totes
discretion.

5.2 Accelerated Distribution.

(a) On or before the last Business Day of a calepelar, a Participant may elect to receive a
distribution of all or a portion of the ParticipaPre-Tax Account. Such distribution shall be misidech 10
(or such other date as determined by AT&T) of thenediately following calendar year. This distriloutishall
be in addition to the portion of the Pre-Tax Accotanbe distributed at the same time under Se&itnwhich
distribution shall be calculated without regardatoelection under this section. No distribution emithis
Section 5.2(a) shall be made of amounts contribigten earned under this Plan in the same caleyetaras
the distribution.

(b) In the event the Participant Terminates Emplegtifor reasons other than Retirement, AT&T
may, at its sole discretion, accelerate the distigln of all or a portion of a Participant's Prax Account to th
date of AT&T's choosing, without notice to, or ttensent of, the Participant.

5.3 Small Distribution.

Notwithstanding any election made by the Participafter the Termination of Employment of the
Participant for any reason, if at the time theltegdue of the Participant's Pre-Tax Account isldsn
$10,000, AT&T may, in its discretion, distributé af such account in the form of a lump sum disttibn.

5.4 Determination by Internal Revenue Service

In the event that a final determination shall belenby the Internal Revenue Service or any court of
competent jurisdiction that a Participant has re@egd gross income for Federal income tax purposesces:
of the portion of Participant's Pre-Tax Accountuadly distributed by AT&T, AT&T shall promptly disbute
to the Participant that portion of Participant's-fiax Account to which such additional gross incasne
attributable.

55 Emergency Distribution .



In the event that AT&T, upon written petition oktParticipant, determines in its sole discretiat th
the Participant has suffered an unforeseeablediabemergency, AT&T shall distribute to the Pagant, as
soon as practicable following such determinatibat portion of Participant's Pre-Tax Account defeed by
AT&T in its sole discretion to meet the emergenitye ("Emergency Distribution. For purposes of tHanPan
unforeseeable financial emergency is an unexpexted for cash arising from an illness, casualtyg,leadden
financial reversal, or other such unforeseeableivence. Cash needs arising from foreseeable esaoksas
the purchase of a house or education expensekifdran shall not be considered to be the resudtrof
unforeseeable financial emergency. Upon such bigtdan, any election to make Employee Contributibps
such Participant shall be immediately cancelled, the Participant shall not be permitted to makewa
election with respect to Employee Contributiong thauld be contributed during the then current and
immediately following calendar year.

5.6 Ineligible Participant.

Notwithstanding any other provisions of this Plartte contrary, if AT&T receives an opinion from
counsel selected by AT&T, or a final determinatismade by a Federal, state or
local government or agency, acting within its scopauthority, to the effect that an individuahist, or was
not at the time of his or her making Employee Gbntions to this Plan, to be a member of Employ&edect
group of management or highly compensated empl8yeésin the meaning of ERISA, then such person wil
not be eligible to participate in this Plan andlkteeive an immediate lump sum distribution a# th
Participant's Pre-Tax Account. Upon such paymenither distribution shall thereafter be payablearrttiis
Plan either to the individual or any beneficiantlué individual, except as provided under Sectidn 8
Additional Benefit.

Article 6 - Transition Provisions
The transition rules of this Article 6 shall supedte all other terms of this Plan.

6.1 Effective Dates.

Except as otherwise provided herein, the amendnterttss Plan made September 1, 2000 (the "
Amendments") shall be effective September 1, 2686,no election regarding the further deferral of a
distribution of contributions to this Plan may bade on or after September 1, 2000.

6.2 Combination of Existing Contributions.
(a) Effective January 1, 2001, all prior contrilomis made to the Plan by a Participant shall be
combined into Participant's single Pre-Tax Account.

(b) To the extent any Participant who Retires =001 would, were it not for the 2000
Amendments, under valid elections made prior ta&aper 1, 2000, receive a distribution that woultted
the Participant’s distributions beyond 2015, thes ¢ontributions so affected shall not be combinih other
contributions and shall be distributed in accor@awith such elections. Notwithstanding the foregoiime
Participant may, with the consent of AT&T, electi@ve all of Participant's contributions to therPd@verned
by this Plan as in effect after September 1, 2000.

(c) In the event a Participant dies prior to 2a8&, Participant's accounts shall not be combingid wi
and shall be distributed in accordance with the RRit existed immediately prior to SeptemberQD®
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6.3  Termination of Elections.

(a) Distributions from the Plan that would be madéhe year 2000 under the Plan as it existed
immediately prior to September 1, 2000, based ectiehs made before September 1, 2000, shall agntm
be made in the year 2000 as provided in the Plameidiately prior to September 1, 2000. All othetrilisition
elections are cancelled, including but not limitedlistributions which have already commenced dnly to
the extent such elections call for distributiongathe year 2000. All amounts (or shares) remginin
undistributed after such distributions shall bedreatd distributed in accordance with the term#$iefRlan as in
effect after September 1, 2000.

(b) Contributions to the Plan that would be madthanyear 2000 under the Plan as it existed
immediately prior to September 1, 2000, based ectiehs made before September 1, 2000, shall agntm
be made in the year 2000 as provided in the Plameidiately prior to September 1, 2000. Elections to
participate in the Plan shall not automaticallyr&eewed for the year 2001. Each Eligible Employestmake
a new election after September 1, 2000, in ordendgke Employee Contributions after 2000. Provided,
however, valid elections made prior to Septemb@000, to contribute Incentive Awards in 2001 sballvalic
elections under this Plan.

6.4  Annual Base Salary Contribution Transition.

Annual base salary earned prior to January 1, 28l be contributed when earned, while annual
base salary earned on or after such date shafiritelmuted when paid. In order to avoid any double
contribution of annual base salary, that part ofueah base salary earned in the year 2000 shabeatcluded
in any determination of contributions to the Plarailater calendar year, even though paid in satdndar
year.

Article 7 - Discontinuation, Termination, Amendment.

7.1 AT&T's Right to Terminate Plan.
The Committee may terminate the Plan at any tinparltermination of the Plan, contributions shall
no longer be made under the Plan.

After termination of the Plan, Participants shalhtinue to earn interest/dividend equivalents and
shall continue to receive all distributions undes tPlan at such time as provided in and purswatite terms
and conditions of this Plan at the time of the Rlg@rmination.

7.2 Amendment.

This Plan may be modified or terminated at any timaccordance with the provisions of AT&T's
Schedule of Authorizations; provided, however, th@aamendment, including but not limited to an adment
to this section, shall be effective, without th@sent of a Participant, to alter, to the materétichent of such
Participant, the distributions described in thiarPas applicable to the Participant or to decreask
Participant's Pre-Tax Account. For purposes ofgbigion, an alteration to the material detrimédra o
Participant shall mean a material reduction ingligod of time over which Participant's Pre-Tax éaet may
be distributed to a Participant or a reductiorhie @amounts then credited to a Participant's PreAtaount.
Any such consent may be in a writing, telecopyg-onail or in another electronic format. An electtormake
Employee Contributions and the failure to termirsteslection to make Employee Contributions whda &b
do so shall each be conclusively deemed to bedhsent of the Participant to any and all amendntentise
Plan prior to such election or failure to terminateelection, and such consent shall be a condiiomaking
any election with respect to Employee Contributions
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Article 8 — Miscellaneous

8.1 Additional Benefit.

The reduction of any benefit payable under the ATRénsion Benefit Plan (or comparable plan
identified by AT&T as a replacement therefor), whiesults from participation in this Plan, will bestored as
an additional benefit ("make-up piece") under fsn. The Participant shall elect prior to commemneet of
payment of the make-up piece whether to receivh beaefit in cash in a lump sum (consisting ofgihesent
value equivalent of the pension retirement berfifi annuity) make-up piece) or such benefit inaamuity
form of payment Notwithstanding the proceeding provisions of th@stion, if all or a portion of the make-up
piece is paid pursuant to SRIP or another non-figlplan, then such amount shall not be payabisyaunt to
this Plan.

8.2 Tax Withholding .

Upon a distribution from Participant's Pre-Tax Agot AT&T shall withhold such amount (or
shares) as determined by AT&T to satisfy the mimmamount of Federal, state, and local taxes redjliye
law to be withheld as a result of such distributionsuch greater amount as specified by the Rzatit

8.3 Elections and Notices

Notwithstanding anything to the contrary contaiirethis Plan, all elections and notices of everyd
shall be made on forms prepared by AT&T or the @arféounsel, Secretary or Assistant Secretanhar t
respective delegates or shall be made in such othaner as permitted or required by AT&T or the &ah
Counsel, Secretary, or Assistant Secretary, or thepective delegates, including through electromeans,
over the Internet or otherwise. An election shaldeemed made when received by AT&T (or its desagha
agent, but only in cases where the designated &gertteen appointed for the purposes of receiviol s
election), which may waive any defects in form. &d made irrevocable by the electing person, dactian
with regard to making Employee Contributions otriisitions under the Plan shall become irrevocabkbe
close of business on the last day to make sucli@ieAT&T may limit the time an election may be deain
advance of any deadline.

If not otherwise specified by this Plan or AT&T yamotice or filing required or permitted to be give
to AT&T under the Plan shall be delivered to thimgipal office of AT&T, directed to the attentioffi the
Senior Executive Vice President-Human Resourc@sTé&T or his or her successor. Such notice shall be
deemed given on the date of delivery.

Notice to the Participant shall be deemed givennwhailed (or sent by telecopy) to the Participant's
work or home address as shown on the records of TAd& at the option of AT&T, to the Participant'srail
address as shown on the records of AT&T. It isRhgicipant's responsibility to ensure that thei€ipant's
addresses are kept up to date on the records offATr&the case of notices affecting multiple Papaats, the
notices may be given by general distribution atRheticipants’ work locations.

By participating in the Plan, each Participant agrthat AT&T may provide any documents required
or permitted under the Federal or state seculdigs, including but not limited to the SecuritiestAdf 1933
and the Securities Exchange Act of 1934 by e-rbgik-mail attachment, or by notice by e-mail otélenic
delivery through AT&T’s Internet Web site or by ettelectronic means.
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8.4 Unsecured General Creditor.

Participants and their beneficiaries, heirs, susmes and assigns shall have no legal or equitable
rights, interest, or claims in any property or &8¢ any Employer. No assets of any Employer dtmkheld
under any trust for the benefit of Participantsitibeneficiaries, heirs, successors, or assigriseld in any
way as collateral security for the fulfilling ofdhobligations of any Employer under this Plan. Aanyl all of
each Employer's assets shall be, and remain, trergeunpledged, unrestricted assets of such Brapldhe
only obligation of an Employer under the Plan shalimerely that of an unfunded and unsecured peoafis
AT&T to make distributions under, and in accordandi the terms of, the Plan.

8.5 Offset .

AT&T may offset against the amount (or shares) mtfee distributable to a Participant, any amounts
due an Employer by a Participant, including butlimited to overpayments under any compensatidneoefit
plans.

8.6 Non-Assignability .

Neither a Participant nor any other person shaletany right to commute, sell, assign, transfer,
pledge, anticipate, mortgage, or otherwise encunttarsfer, hypothecate or convey in advance afact
receipt, any amounts (or shares) distributable utidePlan, or any part thereof, which are, andigtits to
which are, expressly declared to be unassignallean-transferable. No part of the amount (or s)are
distributable shall, prior to actual distributidre subject to seizure or sequestration for the paymwf any
debts, judgments, alimony or separate maintenawee &by a Participant or any other person, nor be
transferable by operation of law in the event &faaticipant's or any other person's bankruptcysolivency.

Not withstanding the foregoing, in the event a iegrant becomes employed by Cingular Wireless |
(“Cingular”) or an entity directly or indirectly awed by Cingular and elects or has elected to haverther
interest in this Plan transferred to the Cingulareléss Cash Deferral Plan, the Participant steatemo furthe
interest in the transferred amounts under this Biahshall look solely to Cingular for any righteyiously
held under this Plan.

8.7 Employment Not Guaranteed.

Nothing contained in this Plan nor any action takereunder shall be construed as a contract of
employment or as giving any employee any rightéadtained in the employ of an Employer or to seve
director.

8.8 Errors.

At any time AT&T may correct any error made under Plan without prejudice to AT&T. Such
corrections may include, among other things, refumpdontributions to a Participant with respecaty period
he or she made Employee Contributions while ndElagible Employee, or canceling the enroliment afca-
Eligible Employee.

8.9 Captions.
The captions of the articles, sections, and papdgraf this Plan are for convenience only and shall
not control nor affect the meaning or constructbany of its provisions.
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8.10 Governing Law .

To the extent not preempted by Federal law, the,Riad all awards and agreements hereunde
any and all disputes in connection therewith, shallgoverned by and construed in accordance wi
substantive laws of the State of Texas, withourégo conflict or choice of law principles whichight
otherwise refer the construction, interpretatiorenforceability of this Plan to the substantive lafvanothe
jurisdiction.

Because awards under the Plan are granted in Texasds relating to the Plan and awards there!
are located in Texas, and the Plan and awardsuheéee are administered in Texas, the Company ae
Participant to whom an award under this Plan imtgd for themselves and their successors and ne:
irrevocably submit to the exclusive and sole juddn and venue of the state or federal courtSefas witt
respect to any and all disputes arising out ofebating to this Plan, the subject matter of thianPbr an
awards under this Plan, including but not limitedahy disputes arising out of or relating to thipretatiol
and enforceability of any awards or the terms amulditions of this Plan. To achieve certainty regagdhe
appropriate forum in which to prosecute and defactébns arising out of or relating to this Pland @& ensur
consistency in application and interpretation &f @overning Law to the Plan, the parties agree (tasolt
and exclusive appropriate venue for any such adilwl be an appropriate federal or state coufBenal
County, Texas, and no other, (b) all claims witepext to any such action shall be heard and detet
exclusively in such Texas court, and no other,s(@h Texas court shall have sole and exclusivediatior
over the person of such parties and over the subjatter of any dispute relating hereto and (d) the partie
waive any and all objections and defenses to mmpginy such action before such Texas court, inctudiu
not limited to those relating to lack of personalgdiction, improper venue éorum non conveniens

8.11 Validity .
In the event any provision of this Plan is heldalid, void, or unenforceable, the same shall not
affect, in any respect whatsoever, the validitawy other provision of this Plan.
8.12 Successors and Assigr.
This Plan shall be binding upon AT&T and its sustes and assign
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AT&T HEALTH PLAN

ARTICLE1 PURPOSE
The AT&T Health Plan ("Plan") provides Eligible Elopees, certain Retired Eligible Employees, anches
their Dependents with supplemental medical, deatal, vision benefits.

ARTICLE 2 DEFINITIONS
For purposes of this Plan, the following words phdases shall have the meanings indicated, uriiessontex
clearly indicates otherwise:

2.1 Basic Plan(s). “Basic Plan(s)” shall mean AT&¥ group managed care medical (know
the AT&T Medical Plan), dental (noBHMO option), and vision care plans (including tA&&T
Retiree Vision Care Program). For a Participant Rietired on or before August 31, 1992, Basic F
shall mean the AT&T Medical and Group Life Insuranelan—CustomCare (“CustomCareihc
dental (non-DHMO option) plans.

2.2 CEOQ . "CEQ" shall mean the Chief Executive Officer of&T Inc.

2.3 COBRA . “COBRA” shall mean the Consolidated Omnibus Budget Redatioit Act of
1985, as amended.

2.4 Committee . “Committee” shall mean the Human Resources Committee of thedBaoi
Directors of AT&T Inc.

25 Dependent(s). “Dependent(s)’shall mean those individuals who would qualify a1
Eligible Employees dependent(s) under the terms of the major medeaic Plan in which t
Eligible Employee participates, or, if applicabBbstitute Basic Coverage.

2.6 Disability . “Disability” shall mean qualification for long term disabiliterefits unde
Section 3.1 of the Officer Disability Plan.

2.7 Eligible Employee . “Eligible Employee” shallmean an Officer. Notwithstanding °
foregoing, the CEO may, from time to time, excludgy Officer or group of Officers from being
“Eligible Employee” under this Plan. Employees of a company acquiredAb§T shall not b¢
considered an Eligible Employee unless designateslieh by the CEO.

2.8 Employer . “Employer” shall mean AT&T Inc. or any of its Ssilliaries.

2.9 Officer . “Officer” shall mean an individual who is designated as éinesflevel Employe
for compensation purposes on the records of AT&T.
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2.10 Participant . “Participant” shall mean an Eligible Employee or Retired EligiElmploye:
who has been designated to participate in the &drhis/ her Dependent(s).

2.11 Plan Year. “Plan Year” shall mean the calendar year.

2.12  Qualified Dependent. “Qualified Dependentshall mean a Dependent who loses cove
under a COBRA Eligible Program due to a Qualifyihyent.

2.13 Qualifying Event . “Qualifying Event”shall mean any of the following events if, but
COBRA continuation coverage, they would result iaaticipant’s loss of coverage under this Plan:
(1) death of a covered Employee;

(2) termination (other than by reason of such Emplaygedss misconduct) of an
Employe’s employment

(3) reduction in hours of an Employee;

(4) divorce or legal separation of an Employee or diggm of an Employee’s registered
domestic partnershi

(5) an Employee’s entitlement to Medicare benefits; or

(6) a Dependent child ceasing to qualify as a Depenalaaiér a Program.

2.14  Retire or Retirement . “Retire” or "Retirement" shall mean the termination of aigiBle
Employee's employment with AT&T or any of its Subaries, for reasons other than death, on or
the earlier of the following dates: (1) the datelsi&ligible Employee has attained age 55, andaf
Eligible Employee on or after January 1, 2002, fnas (5) years of service, or (2) the date the il
Employee has attained one of the following comlamest of age and service at terminatior
employment on or after April 1, 1997:

Net Credited Servic Age
25 years or mor 50 or oldel
30 years or mor Any age

2.15 SEVP-HR. “SEVP-HR” shall mean AT&T's highest rankingf@eér, specifically
responsible for human resources matters.

2.16  Subsidiary . "Subsidiary" shall mean any corporation, parthigrsventure or other entity
which AT&T holds, directly or indirectly, a 50% greater ownership interest. The Committee me
its sole discretion, designate any other corpomatartnership, venture or other entity a Subsjdiar
the purpose of participating in this Plan. Notwigmgling anything herein to the contrary, un
designated a “Subsidiangursuant to the immediately preceding sentencegulan Wireless LLC
Sterling Commerce, Inc., and their respective sliages shall not be considered a Subsidiary t
this Plan.



2.17 AT&T ."AT&T" shall mean AT&T Inc.

ARTICLE3  ELIGIBILITY

3.1 Active Participants and their Dependents. Each Eligible Employee shall be eligible
participate in this Plan along with his/her Depert(® beginning on the effective date of the emet
becoming an Eligible Employee.

Upon becoming an Eligible Employee, he/she shaleH0 days to elect to participate in this Pla
order to continue participation, the Eligible Emy#e must pay all applicable contributions. If
Eligible Employee terminates participation in tHan at any time for any reason, that Elig
Employee and his/her Dependent(s) shall be inédigib participate in the Plan at any time in
future.

3.2 Retired Participants and their Dependents. Provisions of this Plan will continue in eff
during Retirement for each Eligible Employee ans/tier Dependent(s) with respect to any Elic
Employee who became a Participant before January929. Neither an Eligible Employee w
became an Eligible Employee after December 31, 1@8&is/her Dependent(s) shall be eligible
participation hereunder on or after such Eligibleffoyee’s Retirement.

3.3 Requirement to Enroll and Participate in Basic Plas and Medicare. As a condition t
participation in the Plan, each Participant musehmlled in, paying for, and participating in {ije
Basic Plans, or, if applicable, Substitute Basiv€®age, and (ii) all parts of Medicare for whiclctlk
Participant is eligible and for which Medicare waube primary if enrolled therein, except
Medicare Part D relating to prescription drug cage.

Notwithstanding any other provision of the Plarnthe contrary, an individual who first becomes
Eligible Employee in the middle of a Plan Year aviwb is enrolled in AT&T sponsored group he
plans other than the Basic Plans, will be allowegarticipate in the Plan for the remainder of Fter
Year along with his/her Dependent(s) who are eedoih such other AT&T sponsored health plan
if they were participating in the Basic Plans. Agtnext group enrollment opportunity for the B
Plans, the Eligible Employee and his/her Dependgnt{ust enroll in the Basic Plans to conti
participation in this Plan.

ARTICLE4  BENEFITS

4.1 Covered Benefits. Subject to the limitations in this Article, thRlan provides 100
payment, through reimbursement or otherwise, ofmeddical, dental, and vision services not
under the Eligible Employeg’(i) Basic Plans or, if applicable, Substitute iBaSoverage, or (i
Medicare, provided



expenses for such services would qualify as debolectnedical expenses for federal income
purposes, whether deducted or not. Contributionsremiums for participation in this Plan, the B.
Plans, Medicare, or any other health plan are onsidered “services’and are therefore not eligil
benefits under this Plan.

4.2 Benefit Limits . Benefits paid to any Eligible Employee or any afehis/her Depender
under this Plan shall not exceed $50,000 per Pkar Yer individual, and benefits paid to any Elie
Employee and his/her Dependents under this Plah sbaexceed $100,000 total per Plan Y
Amounts paid to or on behalf of an Eligible Empleyer his/her Dependent(s) under (i) the B
Plans, or if applicable, Substitute Basic CoverddeMedicare, or (iii) any other AT&T sponsor
group health plan will not be included in theseitém

4.3 Priority of Paying Covered Claims. Claims for benefits will be applied against tregigus
health plans and coordinated with Medicare in tilefving order:

(1) Medicare, to the extent the Participant is eligihlerefore

and such claim is actually paid by Medicz

(2) Basic Plans

(3) CarePlus, if electec

(4) Long Term Care Plan, if electe

(5) this Plan,

4.4 Substitute Basic Coverage Notwithstanding any other provision of this Ptarthe contran
if an Eligible Employee is eligible for participati under this Plan during Retirement, but not bla
to participate under the Basic Plans, the Plan ghavide medical, dental, and vision benefits ttog
Eligible Employee and his/her Dependent(s) substiyntequivalent to the benefits under the B
Plans through an insured product (hereinafter, $8uite Basic Coverage"). Eligibility for Substi¢
Basic Coverage is conditioned upon the Eligible Eiyge’s payment of contributions in the se
amount that a similarly situated retired Basic Rarticipant is required to pay under the Basia®
Such Substitute Basic Coverage shall constituta filigible Employees Basic Plans for all purpos
under this Plan. The costs of Substitute Basic €&me (except for the required monthly contribut
referenced in this paragraph) shall be borne by AT&nd the costs of Substitute Basic Coverage
not be included in the determination of any Pgtiat's annual Plan contribution amount as prov
in Article 7.

ARTICLES5 TERMINATION OF PARTICIPATION

5.1 Termination of Participation . Participation will cease on the last day of the than whict
one of the following conditions occurs:

1) The Participant is no longer a participant in thesi® Plans or Substitute Be
Coverage, in which case participation ceases fcin articipant;
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2) A Participant eligible to enroll in Medicare is fanger a participant in all parts
Medicare for which such Participant is eligible doroll and for which Medicare would
primary if enrolled therein, except for MedicaretHa relating to prescription drug covers
in which case participation ceases for such Ppeit

3 The Eligible Employe®'termination of employment for reasons other tbaath
Disability, or Retirement, in which case participat ceases for the Eligible Employee
his/fher Dependent(s);

4) The demotion or designation of an Eligible Emplogeeas to no longer be eligil
to participate in the Plan, in which case partitigpa ceases for the Eligible employee
his/her Dependent(s);

(5) The Eligible Employee (or Retired Eligible Employeengages in competiti
activity under Article 8, in which case particigati ceases for the Eligible Employee
Retired Eligible Employee) and his/her Dependent(s)

(6) Discontinuance of the Plan by AT&T, with respect to a SubsidiasyEligible
Employees (or Retired Eligible Employees), suchs8iiary’s failure to make the bene
hereunder available to Eligible Employees empldygdt (or its Retired Eligible Employee
in which case participation ceases for the Eligiblaployee (or Retired Eligible Employ:
and his/her Dependent(s).

5.2 Dependents Failure to Participate in Basic Plans If a Dependent ceases patrticipa
under a Basic Plan or, if applicable, SubstitutsiB&overage, such Dependsnparticipation und:
this Plan will cease with the same effective date.

5.3 Death . In the event of the Eligible Employee’s (or RedirEligible Employees) death, th
Eligible Employee’s (or Retired Eligible Employsg’Dependents may continue participation in
Plan as follows:

(1) In the event of the death of a Retired Eligible Hogpe such Retired Eligik
Employees Dependents may continue participation in thisnFlar so long as su
Dependents are participating in the Basic Plans ifoapplicable, Substitute Ba:
Coverage) and are paying any applicable contribatfor this Plan as provided in Arti
7.

(2) In the event of an iservice death of an Eligible Employee eligible ttipate in th
Plan in Retirement as provided under Article 3ihsEligible Employees surviving
Dependents may continue participation in this Péarso long as such Dependents
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®)

participating in the Basic Plans (or, if applical8ebstitute Basic Coverage) and
paying any applicable contributions for this Planpaovided in Article 7. If a survivir
spouse of such Eligible Employee otherwise eligifide participation in the Pl
remarries, his/her participation will cease with gffective date of his/ her marriage.

In the event of an iservice death of an Eligible Employee not eligitdeparticipate i
the Plan in Retirement as provided in Article 3@ch Eligible Employes’ Dependent(
may continue participation in this Plan for a rh®nth period commencing the mo
following the month in which such Eligible Employdees as long as such Depende!
are participating in the Basic Plans and are pagimg applicable contributions for t
Plan as provided in Article 7. If the Eligible Emgkes Dependent(s) are eligible
COBRA, they will automatically be enrolled in COBRgo that there is no lapse
coverage, and this l®onth coverage will be integrated and run conctiyewith
COBRA coverage

ARTICLE6  DISABILITY

6.1 Disability . With respect to any Eligible Employee who is regy short term or long ter
disability benefits under the Officer DisabilityaPl, participation under this Plan will be as follow

()

@)

©)

The Eligible Employee will be eligible to particigain this Plan for as long as he/
receives short term or long term disability bersefihder the Officer Disability Pla

An individual who became an Eligible Employee oratier
January 1, 1999 will no longer be eligible to papate in this Plan once long te
disability benefits under the Officer DisabilityaPl are discontinued, unless the Elig
Employee is otherwise eligible for continued betsafinder this Plan.

An Employee who became an Eligible Employee bejareuary 1, 1999, will be eligit
for participation in this Plan as follow

€) If the individual is Retirement eligible at the #nlong term disability benef
under the Officer Disability Plan commence, he/shiéd be eligible to continu
participation in this Plan on the same terms amitmns that participation would
available to such Eligible Employee in Retiremerggardless of his/her contint
receipt of long term disability benefits.

(b) If the individual is not Retirement eligible at thiene long term disabilit
benefits under the Officer Disability Plan commend¢®/she will be eligible
participate in this Plan for as long as such ElgiEmployee patrticipates in the Bz
Plans.



ARTICLE7  COSTS

7.1 Costs of the Plan. Except as provided below in this Article 7, comtsl expenses incurrec
the operation and administration of this Plan vad borne by AT&T, and each Subsidiary s
reimburse AT&T for applicable costs and expensetbatable to Eligible Employees employed b
(and Retired Eligible Employees formerly employedth.

7.2 Participant Contributions for 2006 and 2007. For Plan Years 2006 and 2007 contribut
made by Eligible Employees shall be set annuallyheySEVPHR in an amount that approximates
aggregate monthly contribution the Participant wioldve paid under this Plan and CustomCare
CustomCare was the applicable Basic Plan. The SHRFray adopt tiered rates for similarly situe
groups of Eligible Employees based on factors @iscthe number of Dependents covered or Mec
eligibility.

7.3 Eligible Employee Contributions . Effective January 1, 1999, an Eligible Employ&zinc
to participate in the Plan will pay to participatethe Plan while in active service or while receg
short term or long term disability benefits undee tOfficer Disability Plan The contribution fc
participation may change annually, effective atlteginning of each Plan Year. Except as provid
Article 7.2 such contribution will equal 10% of tlidan’s actual costs per Eligible Employee
Retired Eligible Employee for the entire Plan Yéaginning two (2) years prior to the Plan Yeal
which the calculation is being made (e.g., the butions for 2004 are based on the Psanbst
during calendar year 2002).

7.4 Retired Eligible Employees. Eligible Employees entitled to participate in tR&an afte
Retirement or after termination of long term disidbibenefits under the Officer Disability Plan w
elect to participate will pay to participate in tRéan. The contribution for participation may che
annually, effective at the beginning of each PlaealY Except as provided in Article 7.2 s
contribution will equal a percentage of the Ptamctual costs per Eligible Employee and Re
Eligible Employee for the entire Plan Year begimgniwo (2) years prior to the Plan Year for whick
calculation is being made (e.g., the contributifor2004 are based on the Plaugbsts during calenc
year 2002). An Eligible Employee retiring prior §anuary 1, 1999 will pay a 10% contribut
percentage. Eligible Employees retiring after Delsem31, 1998 shall pay the lower of the an
contribution percentage determined using such lEegEmployees age or years until Retirement a
December 31, 1997 as follows:




Annual Years Until Retirement

Age As Of Annual Contribution

Contribution OR As Of
December 31, 1997 Percentag December 31, 199 Percentage
if age 55 or olde 10% if retirement eligible 10%

10% plus 5% for
each whole year*
25% if not retirement eligible until retirement
eligibility (not to
exceed 50%

if age 50 or older but less
than 55

if less than age 5 50%

*In the event an Eligible Employee is less than amleole year from retirement eligibility, the Ann
Contribution Percentage shall be determined asefwhole year from retirement eligibility.

Upon the death of an Eligible Employee the contidrupercentage paid by the surviving spouse velkelue
to the contribution, adjusted (if applicable) facfors such as the number of Dependents or Medidigibility
that that would have been paid by the Eligible Eoype had he/she survived. In the event there Bungving
spouse but there are surviving eligible Dependestsh Dependents shall pay a ratable share ¢
contribution, adjusted (if applicable) for factansch as the number of Dependents or Medicare #iigithat
would have been paid by the Eligible Employee haidle survived.

In order to continue participation, the Retiredgitile Employee or his/her Dependent(s) must pa
applicable contributions.

If a Retired Eligible Employee terminates parti¢ipa at any time for any reason, participationhattRetired
Eligible Employee and his/her Dependent(s) maybeoteinstated for any reason.

ARTICLE8 COVENANT NOT TO COMPETE

Non-Competition . Notwithstanding any other provision of this Plao, coverage shall be provided under
Plan with respect to any Eligible Employee who khaithout the written consent of AT&T, and wt
employed by AT&T or any Subsidiary thereof, or viithhree (3) years after termination of employmiain
AT&T or any Subsidiary thereof, engage in competitivith AT&T or any Subsidiary thereof or with ¢
business with which a subsidiary of AT&T or an kdfied company has a substantial interest (collely
referred to herein as "Employer business"). Fompgpses of this Plan, engaging in competition witly
Employer business shall mean engaging by EligibfeplByee in any business or activity in the s
geographical market where the same or substansaihjlar business or activity is being carried cha
Employer business. Such term shall not include ogna nonsubstantial publicly traded interest .
shareholder in a business that competes with aridyepbusiness. However, engaging in competitioti \ar
Employer business shall include representing ovigiog consulting services to, or being an emploggeany
person or entity that is engaged in competitiorhvaity Employer business or that takes a positioerae t
any Employer business. Accordingly, benefits shall be provided under this Plan if, within the tiperioc
and without the written consent specified, the iBleggEmployee either engages directly in competditetivity
or in any capacity in any location becomes



employed by, associated with, or renders servicarp company, or parent or affiliate thereof, oy
subsidiary of any of them, if any of them is enghge competition with an Employer business, regzsslo
the position or duties the Eligible Employee taked regardless of whether or not the employing @mpo
the company that Eligible Employee becomes assatiaith or renders service to, is itself engagediiec
competition with an Employer business.

ARTICLE 9 MISCELLANEOUS

9.1 Administration . Subject to the terms of the Plan, the CEO or SIEENRPshall establish su
rules as are deemed necessary for the proper adration of the Plan. AT&T will compute a "gross-
up" allowance which will be paid to an Eligible Elopee to offset any income tax liabilities incur
as a result of receiving benefits under this Plan.

9.2 Amendments and Termination. This Plan may be modified or terminated at amyetir
accordance with the provisions of AT&T's Scheddlédathorizations.

9.3 Newborns' and Mothers' Health Protection Act of 19% . To the extent this Plan provic
benefits for hospital lengths of stay in connectwith childbirth, the Plan will cover the minimt
length of stay required for deliveries (i.e., ak8ir hospital stay after a vaginal delivery or ah@6i
stay following a delivery by Cesarean section.) Tiether's or newboris’ attending physician, af
consulting with the mother, may discharge the motiéner newborn earlier than the minimum lel
of stay otherwise required by law. Such coveragdl §le subject to all other provisions of this Plan

9.4 Women's Health and Cancer Rights Act of 1998 To the extent this Plan provides ben
for mastectomies, it will provide, for an individuaho is receiving benefits in connection wit
mastectomy and who elects breast reconstructicommection with such mastectomy, coverage
reconstruction on the breast on which the mastecteas performed, surgery and reconstructio
the other breast to give a symmetrical appearaace, prosthesis and coverage for phy:
complications of all stages of the mastectomy,uditlg lymphedemas. Such coverage shall be st
to all other provisions of this Plan.

9.5 Mental Health Parity Act of 1996 . To the extent this Plan provides mental healthelitx
other than treatment for substance or alcohol abusell not place annual or lifetime maximums
such benefits that are lower than the annual detinfie maximums for physical health benefits. ¢
coverage shall be subject to all other provisidrhis Plan.

9.6 Continuation of Coverage During Family or Medical Leave. During any period which i
Eligible Employee is on a family or medical leawedzfined
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in the Family or Medical Leave Act, any benefitaiens in force for the Eligible Employee st
remain in effect. While the Eligible Employee is paid leave, contributions shall continue. If
Eligible Employee is on an unpaid leave, the ElgifEmployee may elect to prepay requ
contributions on a preax basis before the commencement of such unpaikleAlternatively, th
Eligible Employee may elect to make such paymentamaftertax basis monthly in accordance v
an arrangement that the Plan Administrator shaVigde. If coverage is not continued during there
period of the family or medical leave because theillte Employee declines to pay the premium,
coverage must be reinstated upon reemployment with exclusions or waiting perio
notwithstanding any other provision of this Plantte contrary. If the Eligible Employee does
return to work upon completion of the leave, thigiBle Employee must pay the full cost of any hia
care coverage that was continued on his/her belaifig the leave. These rules apply to the CO
Eligible Programs.

9.7 Rights While on Military Leave . Pursuant to the provisions of the Uniformed Sz
Employment and Reemployment Rights Act of 1994Employee on military leave will be conside
to be on a Leave of Absence and will be entitlednduthe leave to the health and welfare benetids
would be made available to other similarly situakedployees if they were on a Leave of Abse
This entitlement will end if the Employee providesitten notice of intent not to return to w
following the completion of the military leave. Tlenployee shall have the right to continue his
coverage, including any Dependent coverage, fotebser of the length of the leave or 18 montt
the military leave is for a period of 31 days orrmydhe Employee may be required to pay 102 pe
of the total premium (determined in the same maasea COBRA continuation coverage premiurr
coverage is not continued during the entire peabthe military leave because the Employee dec
to pay the premium or the leave extends beyond @Btims, the coverage must be reinstated
reemployment with no pre-existing condition exaluns (other than for serviaelated illnesses
injuries) or waiting periods (other than those &gdile to all eligible Employees).

9.8 Qualified Medical Child Support Orders . The Plan will comply with any Qualifi¢
Medical Child Support Order issued by a court afmpetent jurisdiction or administrative body 1
requires the Plan to provide medical coverage Bependent child of an Eligible Employee. The |
Administrator will establish reasonable procedurfes determining whether a court order
administrative decree requiring medical coverageaf®ependent child meets the requirements
Qualified Medical Child Support Order. The costcoferage or any additional cost of such cove
if any, shall be borne by the Eligible Employee.

9.9 Right of Recovery. If the Plan has made an erroneous or excess paymany Participar
the Plan Administrator shall be entitled to recosech excess from the individual or entity to wi
such payments were made. The recovery of such ayement may be made by offsetting the am
of any other benefit or amount payable by the arhotithe overpayment under the Plan.
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ARTICLE 10 COBRA

10.1  Continuation of Coverage Under COBRA. Participants shall have all COBRA continua
rights required by federal law and all conversiaghts. COBRA continuation coverage shall
continued as provided in this Article 10.

10.2 COBRA Continuation Coverage for Terminated Participants . A covered Participant m
elect COBRA continuation coverage, at his/her owpease, if his participation under this Plan wt
terminate as a result of one of the following Qiyalig Events: an Employeg’termination ¢
employment or reduction of hours with an Employer.

10.3 COBRA Continuation Coverage for Dependents. A Qualified Dependent may el
COBRA continuation coverage, at his/her own expgifig@s/her participation under this Plan wo
terminate as a result of a Qualifying Event.

10.4  Period of Continuation Coverage for Covered Partigpants . A covered Participant wi
qualifies for COBRA continuation coverage as a ltesfi an Eligible Employees termination ¢
employment or reduction in hours of employment dbsd in Subsection 10.2 may elect COE
continuation coverage for up to 18 months measficed the date of the Qualifying Event.
Coverage under this Subsection 10.4 may not coati@yond the:

(1) date on which the Participant's Employer ceasesadmtain this Plan;

(2) last day of the month for which premium paymentgehbeen made with respect to
Plan, if the individual fails to make premium payrte on time, in accordance w
Subsection 10.¢

(3) date the covered Participant becomes entitled tdiddee; or

(4) date the covered Participant is no longer subjec fpreexisting condition exclusic
under the Participant's other coverage or new eyaplplan for the type of covere
available under the COBRA Eligible Program for whtbe COBRA election was mac

10.5 Period of COBRA Continuation Coverage for Dependerst . If a Qualified Depende
elects COBRA continuation coverage under a COBRAilile Program as a result of the
Employees termination of employment as described in Sulsedi0.2, continuation coverage may
continued for up to 18 months measured from the dathe Qualifying Event. COBRA continuat
coverage for all other Qualifying Events may conérior up to 36 months.
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Continuation coverage under this Subsection 10tb mespect to a COBRA Eligible Program may not
continue beyond the date:

(1) on which premium payments have not been made cordance with Subsection 10.6
below;

(2) the Participant becomes entitled to Medicare;
(3) on which the Employer ceases to maintain this Rian;

(4) the Participant is no longer subject to a pre-egstondition exclusion under the
Participant’s other coverage or new employer ptartie type of coverage available
under this Plar

10.6 Contribution Requirements for COBRA Continuation Coverage. Covered Participar
and Qualified Dependents who elect COBRA contimmtoverage as a result of a Qualifying E
will be required to pay continuation coverage pagtse Continuation coverage payments are
payments required for COBRA continuation coverdgd ts an amount equal to a reasonable est
of the cost to this Plan of providing coverage dbrcovered Participants at the time of the Qualif
Event plus a 2% administrative expense. In the oasedisabled individual who receives an additl
11-month extended coverage under COBRA, the Employsr assess up to 150% of the cost for
extended coverage period. Such cost shall be detednon an actuarial basis and take into acc
such factors as the Secretary of the Treasury mescpbe in regulations.

Covered Participants and Qualified Dependents magte the continuation coverage payment pri
the first day of the month in which such coveragk take effect. However, a covered Participar
Qualified Dependent has 45 days from the date offirmative election to pay the continuat
coverage payment for the first month's paymenttaedcost for the period between the date me
coverage would otherwise have terminated due toQbalifying Event and the date the cove
Participant and/or Qualified Dependent actuallx&léCOBRA continuation coverage.

The covered Participant and/or Qualified Dependdall have a 3@ay grace period to make
continuation coverage payments due thereafter.iQ@atton coverage payments must be postm:
on or before the completion of the 8@y grace period. If continuation coverage paymamnésno
made on a timely basis, COBRA continuation coveraileterminate as of the last day of the mc
for which timely premiums were made. The 30-daycgrperiod shall not apply to the 4ay periot
for the first month’s payment of COBRA premiumssas out in the section above.
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If payment is received that is significantly lebaun the required continuation coverage paymenh
continuation coverage will terminate as of the ey of the month for which premiums were pai
payment is considered significantly less than tmeunt due if it is greater than the lesser of $E
10% of the required continuation coverage paymidpan receipt of a continuation coverage payr
that is insignificantly less than the required amtouhe Plan Administrator must notify the cove
Participant or Qualified Dependent of the amounthef shortfall and provide them with an additic
30-day grace period from the date of the noticeHir payment only.

10.7 Limitation on Participant's Rights to COBRA Continu ation Coverage.

Q) If a Qualified Dependent loses, or will lose metlmaverage under this Plan as a re
of divorce, legal separation, entitlement to Medicaor ceasing to be a Depend
such Qualified Dependent is responsible for natifyihe Plan Administrator in writit
within 60 days of the Qualifying Event. Failure toake timely notification wi
terminate the Qualified Dependent's rights to COB#®Atinuation coverage under 1
Article.

2 A Participant must complete and return the requiadliment materials within (
days from the later of (a) the date of loss of cage, or (b) the date the P
Administrator sends notice of eligibility for COBR&ontinuation coverage. Failure
enroll for COBRA continuation coverage during tbig-day period will terminate ¢
rights to COBRA continuation coverage under thisidde. An affirmative election «
COBRA continuation coverage by a Participant ofttes spouse shall be deemed t
an election for that Participant's Dependent(s) wiould otherwise lose covere
under the Plar

10.8 Subsequent Qualifying Event. If a second Qualifying Event occurs during ann@att
extension explained above, coverage may be comtifarea maximum of 36 months from the dat
the first Qualifying Event. In the event the Depentdloses coverage due to a Qualifying Event
after such date the Participant becomes entitlddedicare, the Dependent shall have available
36 months of coverage measured from the date ofQtalifying Event that causes the lost
coverage. If the Participant was entitled to Medigarior to the Qualifying Event, the Dependentl
have up to 36 months of coverage measured frordateof entittement to Medicare.

10.9 Extension of COBRA Continuation Period for Disabled Individuals . The period ¢
continuation shall be extended to 29 months inl {ot@asured from the date of the Qualifying Ev
in the event the
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individual is disabled as determined by the So&aturity laws within 60 days of the Qualify
Event. The individual must provide evidence to fkn Administrator of such Social Secu
determination prior to the earlier of 60 days after date of the Social Security determinationthe
expiration of the initial 18 months of COBRA conitation coverage. In such event, the Employer
charge the individual up to 150% of the COBRA aufshe coverage.

ARTICLE 11 PRIVACY OF MEDICAL INFORMATION

11.1  Definitions . For purposes of this Article 11, the followingfided terms shall have the
meaning assigned to such terms in this subsection:

Q) “Business AssociateShall mean an outside entity or person that ped
administrative or other functions on behalf of BHan;

2 “Health Care Operationshall mean activities that involve, but are notited to
quality assessment and improvement, the assessvhdmgalth care professionals, dise
management, case management, legal services, tsefiafid and abuse investigations,

business planning and development (including owmtagement and planning analys
Health Care Operations also include, but are nwitdd to, general health care ¢
administrative functions such as management aevielating to compliance with HIPA&’
administrative simplification requirements, custorservice involving the provision of di
analysis for the Plan Sponsor of the HIPAA Plan arber entities whose employ:
participate in the HIPAA Plan, resolution of intatngrievances and due diligence
connection with the sale or transfer of assetsfotantial successor in interest if the pote
successor is a covered entity, or will become & entity, under HIPAA,

3 “HIPAA” shall mean the Health Insurance Portability andolotability Act o
1996 as amended from time to time.

4 “Payment’shall mean any activities performed that involvekimg benefi
determinations and payment. These activities irglumlit are not limited to, billing, revie
for medical necessity, claims management, coordinadf benefits, adjudication of hee
benefits claims (including appeals and other paymelated disputes), subrogation, [
reimbursement, investigations of potential frauetedmining employee contributions, revie
of appropriateness of care, preauthorizations #itidation reviews;

(5) “Protected Health Information” or MP shall mean individually identifiab
information created or retained by the HIPAA Plagibning on or after April 14, 2003 whi
pertains to a persam’past, present or future physical or mental hedite health care tl
person is receiving or has received in the pastadingast, present or future Payments fol
person’s health care;
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(6) “Treatment’means the provision, coordination or managemeriteaith care ar
related services by one or more health care providéis category includes, but is not lim
to, consultations and referrals between health pereiders, the coordination or manager
of health care by a health care provider with edtparty and the referral of a patient for he
care from one health care provider to another.

11.2 Privacy Provisions Relating to Protected Health Infrmation (“PHI”) . The Plan and i
Business Associates (collectively referred to irs tArticle 11 as a “HIPAA Plan”shall use ar
disclose PHI to the extent permitted by, and inoatance with, HIPAA. Specifically, each HIP/
Plan will use and disclose PHI for Treatment, Payrnaed Health Care Operations.

11.3  Disclosure of Deldentified or Summary Health Information . The HIPAA Plan, or, wit
respect to the HIPAA Plan, a health insurance issuay disclose dalentified or summary heal
information to the Plan Sponsor of the HIPAA Pland its affiliates) if such entity requests the
identified or summary health information for therpose of:

Q) Obtaining premium bids from health plans for pravgdhealth insurance cover:
under the HIPAA Plan;

2) Modifying, amending or terminatingetgroup health benefits under the HIPAA
Plan;

In addition, the HIPAA Plan or a health insuranmeguirer with respect to the HIPAA Plan may disc
to the Plan Sponsor of the HIPAA Plan (or its &fiéés) information on whether an individua
participating in the group health benefits providsdthe HIPAA Plan or is enrolled in, or has cei
enrollment with health insurance offered by the A#FPlan.

11.4 The HIPAA Plan Will Use and Disclose PHI as Require by Law
or as Permitted by the Authorization of the Particpant or Beneficiary .

Upon submission of an authorization signed by atiddant, beneficiary, subscriber or persc
representative that meets HIPAA requirements, tHeA Plan will disclose PHI to a Company
affiliate) sponsored pension plan, long term cadae pdisability plan or other benefit plan sponsbiog

de-

the Company (or an affiliate) with a need to acdbssPHI for purposes related to such benefit ‘glan

administration. Authorizations will also be honorgHen provided to the HIPAA Plan with respec
job accommodation requests, Family Medical LeaverAquests, drug/substance abuse testing, f
for duty exams, and workers compensation claims.
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In addition, PHI will be disclosed to the extentrpéted or required by law, without the submissaf
an authorization form.

115 Disclosure of PHI to the Plan Sponsor The HIPAA Plan will disclose information to t

Plan Sponsor only upon certification from the Piponsor that the HIPAA Plan documents have
amended to incorporate the assurances providedbelo

The Plan Sponsor agrees to:

()

@)

(©)

4

®)

(6)
@)

not use or further disclose PHI other than as pé&thor required by the HIPAA PI
document or as required by la

ensure that any affiliates or agents, includinguacentractor, to whom the P
Sponsor provides PHI received from the HIPAA Plagrees to the same restricti
and conditions that apply to the Plan Sponsor véipect to such PH

not use or disclose PHI for employmeatated actions and decisions unless authc
by the individual to whom the PHI relate

not use or disclose PHI in connection with any ottenefits or employee benefit p
of the Plan Sponsor or its affiliates unless peeditby the Plan or authorized by
individual to whom the PHI relate

report to the Plan any PHI use or disclosure tBainconsistent with the uses
disclosures provided for of which it becomes aw

make PHI available to an individual in accordandh WIPAA's access rules;

make PHI available for amendment and incorporatg amendments to PHI
accordance with HIPAA

make available the information required to proweaccounting

of disclosures

make internal practices, books and records relatnthe use and disclosure of |
received from the HIPAA Plan available to the Stme of the United Stat
Department of Health and Human Resources for pegpo$ determining the Plan’
compliance with HIPAA; ani
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(10

if feasible, return or destroy all PHI receivedfrache HIPAA Plan that the PI
Sponsor still maintains in any form, and retaincopies of such PHI when no lon
needed for the purpose for which disclosure wasenfadif return or destruction is r
feasible, limit further uses and disclosures toséhpurposes that make the retur
destruction infeasible

11.6  Separation Between the Plan Sponsor and the HIPAAI&n . In accordance with HIPA,

only the following employees and Business Assogiatsonnel shall be given access to PHI:

@

employees of the AT&T Benefits and/or AT&T Exec@iCompensation organizatic
responsible for administering group health plan éfién under the HIPAA Pla
including those employees whose functions in thglee course of business inclt
Payment, Health Care Operations or other mattersipmg to the health ce
programs under a HIPAA Pla

employees who supervise the work of the employessribed in (1), above;

support personnel, including other employees oetefcthe AT&T Benefits or AT&
Executive Compensation organizations whose dugesire them to rule on hes
plar-related appeals or perform functions concerningtiRAA Plan;

investigatory personnel to the limited extent teath PHI is necessary to conc
investigations of possible frau

outside and in-house legal counsel providing columasiine HIPAA Plan;
consultants providing advice concerning the adrtrai®n of the HIPAA Plan; and

the employees of Business Associates charged watviging services to the HIPA
Plan.

The persons identified above shall have accessadauae PHI to the extent that such ac
and use is necessary for the administration of gteealth benefits under a HIPAA Plan
these persons do not comply with this Plan documir Plan Sponsor shall provid:
mechanism for resolving issues of noncomplianagyding disciplinary sanctions.
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Exhibit 10-
AT&T INC.

STOCK SAVINGS PLAN
As amended through December 31, 2004
Article 1 - Statement of Purpose

The purpose of the Stock Savings Plan (“Plae™fo increase stock ownership by, and to prc
retirement and savings opportunities to, a seleou of management employees consisting of Eli
Employees of AT&T Inc. (“AT&T” or the “Company”) ahits Subsidiaries.

Article 2 - Definitions

For the purposes of this Plan, the following wordsl phrases shall have the meanings indic
unless the context indicates otherwise:

After-Tax Account. The account maintained on an aftax-basis on the books of account of AT
for each Participant.

Base CompensationThe following types of cashased compensation, in each case as determil
AT&T, paid by an Employer (but not including paynemade by a noEmployer, such as state disab
payments), before reduction due to any contribugiorsuant to this Plan or reduction pursuant to deferra
plan of an Employer, including but not limited tgkan that includes a qualified cash or deferredrmgemer
under Section 401(k) of the Internal Revenue Cad@gmended (“Code”):

(a) annual base salar
(b) commissions

(c) Team Award (the annual award determined tohiee“Team Award’by AT&T together with th
individual award determined by AT&T to be the Indival Discretionary Award made in connection theti)
or comparable awards, if any, determined by AT&Tb® used in lieu of these awards. Unless othe
provided by AT&T, Team Award shall include, amonther things, bonus awards under the Amer
Management Incentive Plan or the Ameritech Seniandgement Short Term Incentive Plan.

Payments by an Employer under a Disability plan eniadlieu of any compensation described in
(b) or (c), above, shall be deemed to be a patiofespective form of compensation it replaceptoposes «
this definition. Base Compensation does not inclzmige allowances or any other geographical diffiaeanc
shall not include payments made in lieu of
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unused vacation or other paid days off, and sugmpats shall not be contributed to this Plan.
Business DayAny day during regular business hours that AT&Bpen for business.
Chairman. The Chairman of the Board of Directors of AT&T Inc.
Committee. The Human Resources Committee of the Board of Rireof AT&T Inc.

Disability. Absence of an Employee from work with an Employeder the relevant Employe
disability plan.

Eligible Employee.An Employee who:

(a) is a full time, salaried Employee of AT&T or Employer in which AT&T has a direct or indir
100% ownership interest and who is on active ddtgability (but only while such Employee is deenisdthe
Employer to be an Employee of such Employer) onveeaf Absence; and

(b) is, as determined by AT&T, a member of Empl&yéselect group of management or hic
compensated employees” within the meaning ofEhmployment Retirement Income Security Act of 19&s
amended, and regulations thereunder (“ERISA").

(c) is an officer level employee for compensatiorppses as shown on the records of AT&T or he
employment status which has been approved by AT&feteligible to participate in this Plan.

Notwithstanding the foregoing, AT&T may, from tinie time, exclude any Employee or groug
Employees from being deemed an “Eligible Employaeder this Plan.

In the event a court or other governmental authali#gtermines that an individual was improp
excluded from the class of persons who would besidened Eligible Employees during a particular tifor
any reason, that individual shall not be an EligiEmployee for purposes of the Plan for the peobtme
prior to such determination.

Any Employee that holds options to acquire sharfediolouch Communications, Inc. or ordin:
shares or American Depository Shares of Vodafond dich plc (or any similar rights), under the Pia
Telesis Group Stock Option and Stock Appreciatioggh® Plan or any other stock option plan of an Exygx
is not an Eligible Employee and may not particigatthis Plan.

Employee.Any person employed by an Employer, excluding pesdared for a fixed maximum te
and excluding persons who are neither citizenspeomanent residents of the United States, all seym@ec
by AT&T. For purposes of this Plan, a person on Leave oéAtes who otherwise would be an Employee
be deemed to be an Employee.
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Employer. AT&T Inc. or any of its Subsidiaries.
Exercise Price.The price per share of Stock purchasable underndio®

Fair Market Value or FMV. In valuing Stock or any other item subject to vélua under this Pla
the Committee may use such index or measuremehieaSommittee may reasonably determine from tin
time, and such index or measurement shall be th¥ BMsuch Stock or other item. In the absence @h
action by the Committee, FMV means, with respectStock, the closing price on the New York St
Exchange (“NYSE")of the Stock on the relevant date, or if on sude dlae Stock is not traded on the NY
then the closing price on the immediately precediatg such Stock is so traded.

Leave of AbsenceWhere a person is absent from employment with ampl&wer on a formall
granted leave of absence (i.e., the absence isfovital permission in order to prevent a breakim ¢ontinuit
of term of employment, which permission is granfedd not revoked) in conformity with the rules bk
Employer which employs the individual, as adoptemf time to time). For purposes of this Plan, aveeal
Absence shall be deemed to also include a trabgfan Employer of a person to, and continuous eympém
by, an entity for a rotational work assignmenttia event a transfer to such an entity lasts ntae 5 years
the rotational work assignment status is canceleAB&T, it shall be deemed a Termination of Emplagm
with the Employer at that time for purposes of fhian. To be a rotational work assignment, the Bygil mus
have indicated in writing to the person that thespe was to be rehired by the Employer on termomadif the
rotational work assignment.

Options or Stock Options.Options to purchase Stock issued pursuant to this P
Participant. An Eligible Employee or former Eligible Employee avparticipates in this Plan.

Pre-Tax Account. The account maintained on a pe- basis on the books of account of AT&T
each Participant.

Retirement or Retire. The Termination of Employment for any reason othean death or Disabili
on or after the earlier of the following dates,asrotherwise provided by the Committee: (1) foricaif Leve
Employees (Participants deemed officer level Emgésyfor compensation purposes as indicated oretoed:
of AT&T), the date the Participant attains age Hdividuals who become Officer Level Employees omfel
January 1, 2002, must also have five (5) yearepnfice; or (2) the date the Participant has atthimee of th
following combinations of age and Net Credited S=r\(as that term is used from time to time for AT
Pension Benefit Plan), except Plans as otherwitieated below:

Net Credited Servic Age

10 years or mor 65 or oldel
20 years or mor 55 or oldel
25 years or mor 50 or oldel
30 years or mor Any age
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With respect to an Employee who is granted an EMP/i€e Pension under and pursuant tc
provisions of the AT&T Pension Benefit PlamNenbargained Program upon Termination of Employmib
term “Retirement” shall include such Employee'srilieation of Employment.

Shares or Share UnitsAn accounting entry representing the right to reeein equivalent number
shares of Stock.

Short Term Incentive Award. An award paid by an Employer (and not by a fwnployer, such ¢
state disability payments) under the Short Ternemtize Plan; an award under a similar plan intenoedhe
Committee to be in lieu of an award under such Sherm Incentive Plan; the Key Executive Officero®
Term Award paid under the 1996 Stock and Incerfilan or the 2001 Incentive Plan; or any other avifaa
the Committee designates as a Short Term InceAtivaad specifically for purposes of this Plan (redjess o
the purpose of the award).

Stock. The common stock of AT&T Inc.

Subsidiary. Any corporation, partnership, venture or other tgrith which AT&T holds, directly c
indirectly, a 50% or greater ownership intereste Tommittee may, at its sole discretion, desigaateothe
corporation, partnership, venture or other enti§ussidiary for the purpose of participating irstRian.

Termination of Employment. References herein to “Termination of Employmenterminat
Employment’or a similar reference, shall mean the event wterdEmployee ceases to be an Employee ¢
Employer, including but not limited to where themaying company ceases to be an Employer.

Article 3 - Administration of the Plan

3.1 The Committee.

The Committee shall be the administrator of thenRIad will administer the Plan, interpret, cons
and apply its provisions and determine entitlenerienefits, all in its discretion. The Committeaynfurthe
establish, adopt or revise such rules and regulstias it may deem necessary or advisable fo
administration of the Plan. References to detertitinga or other actions by AT&T, herein, shall mestion:
authorized by the Committee, the Chairman, the@dfxecutive Vice President of AT&T in charge of iHar
Resources, or their respective successors or dilyoazed delegates, in each case in the discreticsuct
person. All decisions by AT&T shall be final anch8ing.

3.2 Authorized Shares of Stock.

(a) Except as provided below, the number of shaf&tock which may be distributed pursuant tc
Plan, exclusive of Article 8, is 21,000,000. Themner of Stock Options and shares of Stock which ivs
issued pursuant to Article 8 of the Plan is 34,000,each. Of the foregoing Stock Options, the nunalf
incentive Stock Options which may be issued purst@athe Plan is 34,000,000. Conversions of stogérel
into Share Units pursuant to Section 4.4 and the@ntual distribution shall count only against lihets of the
plans from which they are transferred or
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contributed and shall not be applied against thetdi in this Plan. To the extent Share Units arquaec
through deferrals of Stock or contributions of cagtere the payment of which would otherwise be deble
by AT&T under Section 162(m) of the Code regardiesthe size of the distribution, and such Sharé@dJare
available for distribution, they shall be distribdtfirst. In the event AT&T determines that contirgl the
purchase of Share Units under the Plan may caeseuttmber of shares of Stock that are to be diggtbunde
this Plan (which may take into account, among othielgs, the number of Share Units acquired anahtimebe
of Stock Options issued or required to be issueduced by the number of shares of Stock that wbe
withheld for income tax purposes) to exceed the lmemof authorized shares of Stock, then AT&T maryce:
further purchases of Share Units and require thgtfarther dividend equivalents on Share Units el pn
cash to the Participants.

(b) In the event of a merger, reorganization, cbidation, recapitalization, separation, liquidat
stock dividend, stock split, share combinationpthrer change in the corporate structure of AT&Eetihg th
shares of Stock, such adjustment shall be madeetmumber and class of the shares of Stock which by
delivered under the Plan (including but not limitedndividual limits), and in the number and classand/o
price of shares of Stock subject to outstandingiddpt granted under the Plan, and/or in the numlp
outstanding Options and Share Units, in each caseay be determined to be appropriate and equitgbtie
Committee, in its sole discretion, to prevent ddotor enlargement of rights.

3.3 Claims Procedure.

Subject to the authority of the Committee over Blan, AT&T shall appoint a Claims Board
adjudicate claims brought by or in respect to Bgrdints and their beneficiaries relating to besdiitder th
Plan. A Participant may apply in writing to the @a Board to make a claim under this Plan. The g4
Board shall provide written notice within 90 daysa Participant whose claim hereunder has beered
setting forth reasons for such denial or explairiihgt an extension of the time for processing tlaéncis
necessary, written in a manner calculated to beenstood by such person. After receipt of such eot@
expiration of 90 days without any response fromG@h&ms Board, the Participant may appeal the dectis
writing to the Senior Executive Vice President of 8 in charge of Human Resources, or to the person’
successor, within 90 days, except that if the Bipeint is an Insider, as that term is used in ®@l2Ancentiv:
Plan, then the Participant's appeal shall be tcCtthamittee. The Participant shall receive a full &ar review
of the decision denying the claim in accordancé wie requirements of ERISA.

Article 4 - Contributions

Notwithstanding anything in this Plan to the contrahere shall be no Employee Contributions oedetf of
other Stock awards to the Plan after December @14.2

4.1 Election to Make Contributions.
(@) An Eligible Employee may elect to purchase SharetsUthrough payroll deductio
contributed to the Plan as follows (such contritmsito the Plan are “Employee Contributions”):
(i) An Eligible Employee may elect to contributerin 6% to 30% (in whole
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percentage increments) of his or her monthly Basmg@&nsation, as the same may ch
from time to time.

(i) An Eligible Employee may elect to contributep uo 100% (in whole percente
increments) of a Short Term Incentive Award.

(b) An Eligible Employee may only make an electiohange an election, or terminate an electic
purchase Share Units with Employee Contributionfobaws:

(i) An Employee who is an Eligible Employee as ep&mber 30 may make an election ¢
prior to the last Business Day of the immediatedifofving November with respect to f
contribution of Base Compensation and/or Short Teroentive Awards paid on or after
immediately following January 1.

(i) An Employee who was not an Eligible Employeg af September 30 but who is
Eligible Employee the immediately following March 8hay make an election on or prio
the last Business Day of the immediately followidgy with respect to the contribution
Base Compensation and/or Short Term Incentive Asvanaid on or after the immediat
following July 1.

AT&T may refuse or terminate any election to pusgh&hare Units in the Plan at any time; provi
however, only the Committee may take such acticth waspect to persons who are “officer leviéfhployee
as shown on the records of AT&T.

In the event the Participant takes a hardship wéthdl from a benefit plan qualified under the C
and sponsored by AT&T or an Employer, any electmmmake Employee Contributions by such Partici
shall be immediately cancelled, and the Particigaatl not be permitted to make a new election wagpect t
Employee Contributions that would be contributedryithe then current and immediately followingerada
year.

4.2 Purchase of Share Units

(a) Employee Contributions (as well as any corredptg AT&T Matching Contribution) shall |
made solely pursuant to a proper election and dolyng the Employee's lifetime and while the Emgle
remains an Eligible Employee (if the Employee ceasebe an Eligible Employee, his or her electmmake
Employee Contributions shall be cancelled); prodideowever, Termination of Employment of an Elig
Employee shall not constitute loss of eligibiliglaly with respect to contribution of annual baatasy earne
prior to termination but paid within 60 days thdteaor with respect to a Short Term Incentive Asvaaic
after Retirement (and such person shall be deemé&digible Employee for such contributions).

(b) The number of Share Units purchased by a Raatit during a calendar month shall be foun:
dividing the Participant's Employee Contributionsidg the month by the FMV on the last day of sownth.

(c) A contribution to the Plan shall be made whesndompensation from which the contribution is
be deducted s paid using the "check date" shown on the rel@zyg record (sometimes referred to as
"paycheck stub") as the contribution date (if nbéck date" is shown,
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then the date of the pay record). When there israterpayment or delayed payment of gross compenstt
any reason, the related contribution shall be déteed and made when the underpayment or delayetez
is paid, again using the date on the pay recorder@/lthere is an overpayment of gross compensétie
amount of the overpayment will not be consideredatermining the contribution amount.

4.3 Reinvestment of Dividends

In the month containing a record date for a reguksh dividend on AT&T Stock, each Particiy
shall be credited with that number of Share Unifsat to the declared dividend per share of Stockiphed
by the number of Share Units held by the Partidigard divided by the FMV on the last day of the th
containing the dividend record date.

4.4 Deferral of Other Stock Awards.

(a) An Eligible Employee who would receive from AT&a distribution of Stock (including but r
limited to the removal of restrictions on restrittgtock) pursuant to the 1996 Stock and Incentiae Br the
2001 Incentive Plan (but not through the exercfsst@ck options granted under either such plargussuant t
any other plan or award specifically permitted édontributed to this Plan by the Committee, maytriioute
all or part of such distribution that would not tezognized as income for Federal income tax pugpgspor
conversion to Share Units under this Plan. To nthke contribution, the Eligible Employee must mad
election on or prior to the last Business Day @ ¢lalendar year prior to the calendar year sucbkStmulc
otherwise actually been paid (or, for restricteatkf the calendar year such restrictions woulddmeoved an
the stock recognized for Federal income tax purpose convert the part of the distribution thatnst
recognized as income for Federal income tax pupoge the number of Share Units under this Plamakty
the number of shares of Stock to which the Eligibieployee would be entitled; provided such pergonain:
an Eligible Employee at the time of such conversBistribution of such Share Units shall be goverselely
by the provisions of this Plan. AT&T may refuseterminate any election under this Section 4.4 toveot ¢
distribution into Share Units in the Plan at amydi

(b) Effective January 1, 2001, except for persohs wie prior to 2001, deferrals of Stock made |
thereto under the Salary and Incentive Award DafdPtan will be converted into the number of Shidrets
equal to the number of shares of Stock or the edgnt thereof then held by the Participant throsigth Salar
and Incentive Award Deferral Plan. Any such conirsshall not reduce or offset the number of auttea
shares of Stock under this Plan. All elections maiéer such plan shall be terminated and the bligtan o
such Share Units shall be governed solely by theigions of this Plan.

(c) The Committee may permit an Eligible Employeeptirchase Share Units under this Plan
amounts other than Base Compensation or Short Trezemtive Awards on such terms and conditions &k
Committee may permit from time to time.

(d) In no event shall an acquisition of Share Upitssuant to this Section 4.4 result in the cradit
an AT&T Matching Contribution or Options.

Article 5 - AT&T Matching Contributions
51 AT&T Match.
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(a) AT&T shall credit each Participant's accounttwthe number of Share Units found by taking ei
percent (80%) of the Participant's Employee Countiiims from no more than six percent (6%) of
Participant's Base Compensation made during thethmamd dividing the resulting figure by the FMV thie
Stock on the last day of such month ("AT&T Matchi@gntribution"). However, if during any month
Participant is concurrently participating in thil® and (a) the match eligible portion of the AT&Rving:
Plan (which may be referred to as “basic contrimgl) or (b) the match eligible portion of any other
qualified or nonqualified plan of an Employer, thibe monthly AT&T Matching Contribution under thdar
shall be reduced so that the total monthly matchongribution shall be paid with respect to no mibamn:

(A) six percent (6%) minus
(B) the Participant's match eligible percentageeined under such other plan,

of the Participant's monthly Base Compensatiomdrevent shall matching contributions under thsnRAn:
all other plans of AT&T and all Employers combin@atluding but not limited to the AT&T Savings P)aoe
paid with respect to more than six percent (6%dpafticipant's monthly Base Compensation. AT&T Matg
Contributions shall only be paid on Base Compeaosationtributed to the Plan. The Committee, ir
discretion, may reduce or eliminate the AT&T MatahiContributions with respect to those Emplc
Contributions that have not then been made for wlidParticipant then has or will have an opporjuto
change his or her Share Unit purchase election.

(b) In the sole discretion of the Committee, it melgo provide for the contribution of a Bol
Matching Contribution. Such Bonus Matching Conttibo may not exceed 20% of the ParticiparfEmploye
Contributions for the month. The Bonus Matching €ibuition shall be subject to such terms and coowst a:
required by the Committee and, unless otherwiseviged by the Committee, to the same vesting
distribution requirements as AT&T Matching Conttiions.

5.2 Vesting and Distribution of Share Units Acquired wth Matching Contributions .

A Participant's interest in Share Units purchaseth \T&T Matching Contributions, as well
earnings thereon, shall vest when a Participarit bhae three (3) years of continuous service (rdigas o
any subsequent break in service) as reflected enrgbords of AT&T. Share Units shall be availabe
distribution in accordance with the Plan's distfidu provisions only upon becoming vested and afigr the
earlier of: (a) the Termination of Employment o&tRarticipant, or (b) the beginning of the calenglzar ir
which the Participant will reach age 55. Upon tltiBipant's Termination of Employment, all the tRapant's
unvested Share Units shall be forfeited and slwilbe reinstated if Participant is re-Employed.

Article 6 - Distributions

6.1 Distributions of Share Units.

(a) Beginning March 10 (or such other date as detexd by AT&T) of the first (1st) calendar y:
following the calendar year of the Retirement oParticipant and on March 10 (or such other da
determined by AT&T) of each of the successive liéradar years, AT&T shall distribute that numbeiSdfare
Units that is equal to the total number of SharédtdJthen held by the Participant divided by the bemo
remaining installments. Not withstanding the foriego if the Participant Retires prior to 2001, thany
undistributed Share Units will be distributed inltemp sum on March 10 of the fifteenth (15th) calka
following the calendar year of the Retirement & Barticipant.
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(b) Beginning March 10 (or such other date as deternnyeAT&T) of the calendar year followi
the calendar year of Termination of Employment Whgnot a Retirement and on March 10 (or suchrathé
as determined by AT&T) of each of the successivea®ndar years, AT&T shall distribute that numbé
Share Units that is equal to the total number afr8tJnits then held by the Participant divided lxy humbe
of remaining installments. Notwithstanding the fpsang, nonRetirement eligible Participants who Termir
Employment prior to January 1, 2001, shall recaeiv@ndistributed Share Units in a lump sum.

(c) Notwithstanding (a) or (b), above, to the contramythe event of the death of a Participant
undistributed Share Units shall be promptly distrédd to the Participant's beneficiary in accordanih the
AT&T Rules for Employee Beneficiary Designations,the same may be amended from time to time.

(d) In the event a Participant Terminates Employtmend is subsequently Employed, the
beginning with the calendar year following suchEmployment, the Participast'undistributed Share Un
shall no longer be subject to distribution undeis tBection 6.1 as a result of the prior Terminataf
Employment. For purposes of distribution of SharetéJonly, a subsequent Termination of Employmésatl
be deemed a Retirement if the Participant has puslyi Retired.

6.2 Accelerated Distribution.

(@) On or before the last Business Day of a calendar,ye Participant may elect to receiv
distribution of all or a specified number of thertiRd@pant's vested Share Units. Such distributiballshe mad
March 10 (or such other date as determined by AT&fthe immediately following calendar year. If
Participant will not be age 55 or older at any tiduging the calendar year of the distribution, tiSare Unit
that were acquired with AT&T Matching Contributignas well as earnings thereon, may be distrit
pursuant to an Accelerated Distribution electiotyahthe Participant Terminated Employment prior the
calendar year of the distribution. This distribatishall be in addition to the number of Share Uiitse
distributed at the same time under Section 6.1th&o extent any remain available for distributiorhieh
Distribution shall be calculated without regardao election under this section. No distribution emthis
Section 6.2 (a) shall be made of Share Units aeduwith Employee Contributions or AT&T Matchi
Contributions in the same calendar year as theflision.

(b) In the event the Participant Terminates Employnienteasons other than Retirement, AT
may, at its sole discretion, accelerate the distigim of all or part of the Share Units creditedte Participar
to the date of AT&T's choosing, without notice oo the consent of, the Participant.

6.3 Small Distribution.

Notwithstanding any election made by the Participafter the Termination of Employment of
Participant for any reason, if at the time of arihstion the Participant's Share Units have a FM\ess tha
$10,000, AT&T may, in its discretion, convert andtdbute all of the Participant's Share Unitshe form of
lump sum distribution.

6.4 Determination by Internal Revenue Service
In the event that a final determination shall bedenay the Internal Revenue Service or any cot
competent jurisdiction that a Participant has reed gross income for Federal income tax
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purposes in excess of the Share Units actuallyriliged by AT&T, AT&T shall promptly convert ai
distribute to the Participant those Share Unitwhich such additional gross income is attributable.

6.5 Emergency Distribution .

In the event that AT&T, upon written petition ofettParticipant, determines in its sole discretica
the Participant has suffered an unforeseeable dinhemergency, AT&T shall convert and distributethe
Participant, as soon as practicable following sdetermination, the number of Share Units determibg
AT&T in its sole discretion to meet the emergentlye(“Emergency Distribution”)pther than Share Un
acquired with AT&T Matching Contributions, as welbs earnings thereon. For purposes of this Pla
unforeseeable financial emergency is an unexpewed for cash arising from an iliness, casualtg,lssdde
financial reversal, or other such unforeseeableiwence. Cash needs arising from foreseeable esantsa
the purchase of a house or education expenseshfloiren shall not be considered to be the resultr
unforeseeable financial emergency. Upon such Higtdn, any election to make Employee Contributibgp
such Participant shall be immediately cancelled #re Participant shall not be permitted to makeea
election with respect to Employee Contributionsttheuld be contributed during the then current
immediately following calendar year.

6.6 Ineligible Participant.

Notwithstanding any other provisions of this Plarthie contrary, if AT&T receives an opinion fr
counsel selected by AT&T, or a final determinatisrmade by a Federal, state or local governmeafgency
acting within its scope of authority, to the efféleat an individual is not, or was not at the tiofehis or he
making Employee Contributions to this Plan, a mendfeEmployer's $elect group of management or hic
compensated employeewithin the meaning of ERISA, then such person wit be eligible to participate
this Plan and shall receive an immediate lump sigtmiloution of shares of Stock corresponding to tkste:
portion of the Share Units standing credited todnieer account. Upon such payment no other digtah shal
thereafter be payable under this Plan either toird&vidual or any beneficiary of the individualxaept a
provided under Section 10.1 Additional Benefit.

6.7 Distribution Process.

Share Units shall be distributed under this Plaridiyng the number of Share Units to be distrib
and converting them into an equal number of shafeStock. (Once distributed, a Share Unit shal
canceled.)

Article 7 - Transition Provisions
The transition rules of this Article 7 shall supedte all other terms of this Plan.

7.1 Effective Dates.

Except as otherwise provided in this Article, teeadments to this Plan made March 31, 200C
“2000 Amendments”shall be effective March 31, 2000. No election &gib a Savings Unit nor an elect
regarding the distribution or further deferral ofliatribution of a Savings Unit may be made onfteraMarct
31, 2000. (As used herein, “Savings Unigdfall have the same meaning as used in this Plan tor sucl
amendments.)

Page 10



7.2 Combination of Share Units.

(a) Effective January 1, 2001, all Share Ufjteviously referred to as “Sharesigquired unde
Savings Units by a Participant shall be combined gingle account regardless of date acquiredeoG#ving
Unit to which they were related, except for the r8Hanits to be distributed under (b), below.

(b)  Share Units equal in value to, and constitutinRaaticipant's tax basis in the Share L
acquired on an aftdex basis shall be valued and distributed on omptty after March 10, 2001, unless a |.
distribution is required by AT&T.

(c) To the extent any Participant who retires befor®12@vould, were it not for the 20
Amendments, under valid elections made prior todde&81, 2000, receive a distribution under a Savldgs
(s) that would extend the Participant's distribosidoeyond 2015, then the Savings Unit(s) so afflestall no
be combined with other Share Units and shall beibliged in accordance with such elections. Notstahding
the foregoing, the Participant may, with the conse#fnAT&T, elect to have all undistributed Sharessiuct
Savings Unit(s) be governed by this Plan as incefiter March 31, 2000.

(d) In the event a Participant dies prior to 2001, Begticipant's Savings Unit(s) shall not
combined with other Savings Units and shall berithsted in accordance with the Plan as it exi
immediately prior to March 31, 2000, and defertaisler the Salary and Incentive Award Deferral Rigrsuct
Participant will not be transferred to this Plan Will be paid out in accordance with the termgtadt plan as
existed immediately prior to March 31, 2000.

7.3 Termination of Elections.

(@) Distributions from the Plan that would be madetie year 2000 under the Plan as it exi
immediately prior to March 31, 2000, based on @&@est made before March 31, 2000, shall continube
made in the year 2000 as provided in the Plan inmwelgt prior to March 31, 2000. All other distrilir
elections are cancelled, including but not limiteddistributions which have already commenced,dnly tc
the extent such elections call for distributionteathe year 2000. All Share Units remaining unidisted afte
such distributions shall be held and distributeddnordance with the terms of the Plan as in etitet Marcl
31, 2000.

(b)  Contributions to the Plan that would be made in yhar 2000 under the Plan as it exi
immediately prior to March 31, 2000, based on @&@est made before March 31, 2000, shall continube
made in the year 2000 as provided in the Plan inm&lgl prior to March 31, 2000. Elections to papate ir
the Plan shall not automatically be renewed for year 2001. Each Eligible Employee must make a
election after March 31, 2000, in order to purch&mre Units with Employee Contributions after 2
Provided, however, valid elections made prior tadfia31, 2000, to contribute Short Term Incentiveakds ir
2001 shall be valid elections under this Plan.

7.4  Annual Base Salary Contribution Transition.

Annual base salary earned prior to January 1, 26l84l] be contributed when earned, while an
base salary earned on or after such date shallob&iltuted when paid. In order to avoid any do
contribution of annual base salary, that part ofumh base salary earned in the year 2000 shabbeatclude:
in any determination of contributions to the Planai later calendar year, even though paid in sadénda
year. This section shall not apply to employeesAoferitech Corporation or its direct or indirectlyelt
subsidiaries or to Employees who did not make dmuiions to the Plan in 2000.
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7.5 Stock Options.

The August 2000 and February 2001 issuances ob@pshall be determined and made as the
was written immediately prior to March 31, 2000,as0not to enlarge or reduce the rights of Pagitip witt
Savings Units commencing in 2000.

Article 8 - Options

8.1 Grants.

The Committee shall determine at its discretion tiwbethe Options issued pursuant to this Plan
be nongqualified Stock Options or incentive Stock Optievithin the meaning of Section 422 of the Code.
Options issued hereunder shall be mprdified Options unless the Committee specifigerpio the issuanc
thereof that they shall be incentive Stock OptioNstwithstanding any other provision of the Plany
incentive Stock Options issued under this Planl flealssued and exercised in accordance with Sed22 o
the Code. The Options may be issued in definitorenfor recorded on the books and records of AT&Ttla
account of the Participant, at the discretion of8AT If AT&T elects not to issue the Options in dafive
form, they shall be deemed issued, and the Paatitspshall have all rights incident thereto ashéyt wer
issued on the dates provided herein, without furtition on the part of AT&T or the Participant.dddition tc
the terms herein, all Options shall be subjectutthsadditional provisions and limitations as praddn an
Administrative Procedures adopted by the Commifteer to the issuance of such Options. The numlb
Options issued to a Participant shall be reflectethe Participant's annual statement of account.

8.2 Term of Options.

The Options may only be exercised: (a) after théegaof (i) the expiration of one (1) year fromtd
of issue or (i) the Participant's Termination ahfloyment, and (b) no later than the tenth fT)0anniversar
of their issue; and Options shall be subject ttieraermination as provided herein.

8.3 Exercise Price.
The Exercise Price of an Option shall be the FM¥hef Stock on the date of issuance of the Options.

8.4 Issuance of Options.

(a) On each June 1 a Participant shall receive (Bydptions for each Share Unit acquired by
Participant during the immediately preceding Jaypuhrough April period with Employee Contributiong
Base Compensation and/or Short Term Incentive Awarfiiactional number of Options shall be roundgda
the next whole number.

(b) On each February 1 a Participant shall receive:
(i)  two (2) Options for each Share Unit acquired byPRlaeticipant during the immediat
preceding May through December with Employee Cbations of Base Compensation an
Short Term Incentive Award; and

(ii) two (2) Options for each Share Unit acquired pirosuch date by the Participe
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with dividend equivalents that were derived, digecor indirectly (such as dividel
equivalents paid on Share Units acquired with dimidl equivalents), from Share Ui
acquired with Employee Contributions during the iethately preceding January throi
December.

A fractional number of Options shall be roundedahe next whole number.

(c) If Stock is not traded on the NYSE on any @& thregoing Option issuance dates, then the Oy
shall not be issued until the next such day on Wwiitock is so traded.

(d) If a Participant Terminates Employment othartt{i) while Retirement eligible or (ii) because
death or Disability, no further Options shall bsuied to or with respect to such Participant. Inehent of re-
Employment following a Termination of Employmertietpreceding sentence shall not apply to thoseofx
resulting from participation in the Plan after suoBEmployment until a subsequent Terminatior
Employment.

(e) No more than 400,000 Options shall be issueghtoindividual under this Plan during a calel
year. No Share Unit may be counted more than asrcéhé issuance of Options.

(f) The Committee may, in its sole discretion, ay #ime increase or lower the number of Options
are to be issued for each Share Unit acquired. Memé the Committee lowers the number of Optiaher
such change shall only be effective with respe¢héonext period in which a Participant may chahigeor he
Share Unit purchase election.

(g) The Committee may also, at any time and in mayner, limit the number of Options which r
be acquired as a result of the Short Term Incentiward being contributed to the Plan. Further, ptce
otherwise provided by the Committee, in determirting number of Options to be issued to a Partitipatin
respect to a Participant's contribution of a SA@rm Incentive Award to the Plan and subsequetitong of
Share Units, Options may be issued only with reisfgean amount which does not exceed the targetiahwa
such award (or such other portion of the award ag be determined by the Committee).

(h) No options shall be issued to or in respec $farticipant for a particular issuance, unledeas
10 Options will be issued to that Participant.

8.5 Exercise and Payment of Option:.

Options shall be exercised by providing noticehe tlesignated agent selected by AT&T (if no :
agent has been designated, then to AT&T), in themaaand form determined by AT&T, which notice $lba
irrevocable, setting forth the exact number of ehaof Stock with respect to which the Option isng
exercised and including with such notice paymerthef Exercise Price. When Options have been trenasi
AT&T or its designated agent may require appropri@cumentation that the person or persons exegcibt
Option, if other than the Participant, has the tighexercise the Option. No Option may be exettiaéth
respect to a fraction of a share of Stock.

Exercises of Options may be effected only on day$ @uring the hours that the New York St
Exchange is open for regular trading or as otheri®vided or limited by AT&T. If an Option expires ¢
day or at a time when exercises are not permittieein the Options may be exercised no later tha
immediately preceding date and time that the Optisare exercisable.
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The Exercise Price shall be paid in full at theetiof exercise. No Stock shall be issued or traresd
until full payment has been received therefor.

Payment may be made:
(a) in cash, or

(b) unless otherwise provided by the Committeerst ttme, and subject to such additic
terms and conditions and/or modifications as AT&aynimpose from time to time, and further suk
to suspension or termination of this provision by&A at any time, by:

(i) delivery of Stock owned by the Participant iarfal (if in partial payment, then toget
with cash) or full payment; provided, however, asamndition to paying any part of t
Exercise Price in Stock, at the time of exerciséhefOption, the Participant must establis
the satisfaction of AT&T that the Stock tendered A®&T must have been held by f
Participant for a minimum of six (6) months precegthe tender; or

(i) if AT&T has designated a stockbroker to actAdB&T's agent to process Option exerci
issuance of an exercise notice to such stockbrtdgether with instructions irrevocal
instructing the stockbroker: (A) to immediatelylgelhich shall include an exercise notice
becomes effective upon execution of a sell ordesiifficient portion of the Stock to pay -
Exercise Price of the Options being exercised &edréquired tax withholding, and (B)
deliver on the settlement date the portion of ttee@eds of the sale equal to the Exercise
and tax withholding to AT&T. In the event the stbobker sells any Stock on behalf ¢
Participant, the stockbroker shall be acting sobsythe agent of the Participant, and Al
disclaims any responsibility for the actions of #teckbroker in making any such sales.
Stock shall be issued until the settlement date wamd the proceeds (equal to the Exer
Price and tax withholding) are paid to AT&T.

If payment is made by the delivery of Stock, thugeof the Stock delivered shall be equal to thev
of the Stock on the day preceding the date of ésexaf the Option.

Restricted Stock may not be used to pay the Opti@ncise price.

8.6 Restrictions on Exercise and Transfer

No Option shall be transferable except: (a) upendbath of a Participant in accordance with AT«
Rules for Employee Beneficiary Designations, asséume may be amended from time to time; and (ithe
case of any holder after the Participant's deatly, oy will or by the laws of descent and distriloat During
the Participant's lifetime, the Participant's Opsioshall be exercisable only by the Participantbprthe
Participant's guardian or legal representativeeAthe death of the Participant, an Option shally dre
exercised by the holder thereof (including but limotted to an executor or administrator of a dectdeestate
or his or her guardian or legal representative.
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8.7 Termination of Employment .
(a) Not Retirement Eligiblelf a Participant Terminates Employment while notiRRenent eligible,
Participant's Options may be exercised, to thenéxten exercisable:

(i) if such Termination of Employment is by reasafrdeath or Disability, then for a period
three (3) years from the date of such TerminatioBroployment or until the expiration of 1
stated term of such Option, whichever period ist&npor

(ii) if such Termination of Employment is for anyher reason, then for a period of one
year (three (3) months for Options granted beforgust 1, 1998) from the date of s
Termination of Employment or until the expiratiorfi the stated term of such Opti
whichever period is shorter.

(b) Retirement Eligible.If a Participant Terminates Employment while Retiemt eligible,
Participant's Option may be exercised, to the éxtean exercisable: (i) for a period of five (5)aye (three (%
years for options granted before August 1, 199@nfthe date of Retirement or (ii) until the expmatof the
stated term of such Option, whichever period isr&nolf a Participant Terminated Employment beeaal
death or Disability on or before March 31, 2000e tRarticipant will be deemed to have Termin
Employment while not Retirement eligible for purpef this section.

(c) ReEmployment of a Participant after a TerminatiorEofiployment shall have no effect on
periods during which Options resulting from theoprEmployment may be exercised. For example, i
Option exercise period has been shortened becdude @rior Termination of Employment, it shall nio¢
extended because of the re-Employment.

Article 9 - Discontinuation, Termination, Amendment.

9.1 AT&T's Right to Discontinue Offering Share Units.

AT&T may at any time discontinue offerings of Shafeits under the Plan. Any such discontinuz
shall have no effect upon existing Share Unitherterms or provisions of this Plan as applicableuch Shai
Units.

9.2 AT&T's Right to Terminate Plan.
The Committee may terminate the Plan at any tinporitermination of the Plan, contributions s
no longer be made under the Plan.

After termination of the Plan, Participants shalhtinue to earn dividend equivalents in the forr
Share Units on undistributed Share Units and stwadtinue to receive all distributions under thiarPht suc
time as provided in and pursuant to the terms anditons of Participant's elections and this Plan.

9.3  Amendment.

The Committee may at any time amend the Plan inlevbo in part including but not limited
changing the formulas for determining the amountAdi&T Matching Contributions under Article 5
increasing or decreasing the number of OptionseasiSued under Article 8; provided, however, the
amendment, including but not limited to an amendmetthis section, shall be
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effective, without the consent of a Participant,aiter, to the material detriment of such Partioipahe
distributions described in this Plan as applicabl&hare Units of the Participant or to decreasenttmber ¢
Share Units standing credited to such Participaktounts under the Plan. For purposes of thisiggcar
alteration to the material detriment of a Participshall mean a material reduction in the periodirok ove
which Stock may be distributed to a Participany; eduction in the Participant's number of vesthdrg Unit:
or Options, or an increase in the Exercise Pricdegrease in the term of an Option. Any such cansety bt
in a writing, telecopy, or eail or in another electronic format. An electianacquire, or to modify an electi
to acquire, Share Units with Employee Contributiansl the failure to terminate an election to aa&@har
Units with Employee Contributions when able to doshall each be conclusively deemed to be the comd
the Participant to any and all amendments to the Btior to such election or failure to terminateedection
and such consent shall be a condition to makingesestion with respect to Employee Contributions.

Notwithstanding anything to the contrary containedhis section of the Plan, the Committee
modify this Plan with respect to any person subfedhe provisions of Section 16 of the Securifieshang
Act of 1934 as amended (“Exchange Adt})place additional restrictions on the exercisamf Option or th
transfer of any Stock not yet issued under the.Plan

Article 10 - Miscellaneous

10.1  Additional Benefit.

The reduction of any benefit payable under the ATR&nsion Benefit Plan (or comparable |
identified by AT&T as a replacement therefor), whiesults from participation in this Plan, will bestored ¢
an additional benefit (“make-up piecaipder this Plan. The Participant shall elect priocommencement
payment of the makep piece whether to receive such benefit in cashlimp sum (consisting of the pres
value equivalent of the pension retirement ber(éfé annuity) makedp piece) or such benefit in an ann
form of payment Notwithstanding the proceeding provisions of thest®n, if all or a portion of the makex
piece is paid pursuant to SRIP or another qoalified plan, then such amount shall not be peypbrsuant t
this Plan.

10.2 Tax Withholding .

Upon distribution of Stock, including but not lirad to, shares of Stock issued upon the exercige
Option, AT&T shall withhold shares of Stock suféait in value, using the FMV on the date determihg
AT&T to be used to value the Stock for tax purposesatisfy the minimum amount of Federal, state] loca
taxes required by law to be withheld as a resudiugh distribution.

Any fractional share of Stock payable to a Paréinipshall be withheld as additional Fed
withholding, or, at the option of AT&T, paid in da the Participant.

Unless otherwise determined by the Committee, whemmethod of payment for the Exercise Pric
from the sale by a stockbroker pursuant to Seaié(b)(ii), hereof, of the Stock acquired througk Optior
exercise, then the tax withholding shall be safout of the proceeds. For administrative purpaa
determining the amount of taxes due, the sale pfiseich Stock shall be deemed to be the FMV oStoek.
10.3 Elections and Notices
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Notwithstanding anything to the contrary contaimethis Plan, all elections and notices of evenyd
shall be made on forms prepared by AT&T or the G@n€ounsel, Secretary or Assistant Secretaryheir
respective delegates or shall be made in such athener as permitted or required by AT&T or the &a
Counsel, Secretary or Assistant Secretary, or ttesipective delegates, including through electronéans
over the Internet or otherwise. An election shalldeemed made when received by AT&T (or its desep
agent, but only in cases where the designated agesitbeen appointed for the purpose of receivirgh
election), which may waive any defects in form. &1 made irrevocable by the electing person, dacticr
with regard to making Employee Contributions ortritisitions of Share Units shall become irrevocadil¢he
close of business on the last day to make suchia@ieAT&T may limit the time an election may be deair
advance of any deadline.

If not otherwise specified by this Plan or AT&T,yanotice or filing required or permitted to be gi
to AT&T under the Plan shall be delivered to thengipal office of AT&T, directed to the attentiorf the
Senior Executive Vice PresideHtiman Resources of AT&T or his or her successochSwtice shall k
deemed given on the date of delivery.

Notice to the Participant shall be deemed givennuimailed (or sent by telecopy) to the Participi
work or home address as shown on the records of AG&: at the option of AT&T, to the Participant'srail
address as shown on the records of AT&T. It isRaeticipant's responsibility to ensure that thetifigant's
addresses are kept up to date on the records ofTAT&the case of notices affecting multiple Papants, th
notices may be given by general distribution atRheticipants' work locations.

By participating in the Plan, each Participant agréhat AT&T may provide any documents reqt
or permitted under the Federal or state securigis, including but not limited to the Securitiest/f 193!
and the Securities Exchange Act of 1934 by e-rhgile-mail attachment, or by notice bymeil of electroni
delivery through AT&T's Internet Web site or by ettelectronic means.

10.4  Unsecured General Creditor.

Participants and their beneficiaries, heirs, summess and assigns shall have no legal or equ
rights, interest, or claims in any property or &6 any Employer. No assets of any Employer shalhelc
under any trust for the benefit of Participantgirthbeneficiaries, heirs, successors, or assignkeld in an
way as collateral security for the fulfilling ofdlobligations of any Employer under this Plan. Amg all o
each Employer's assets shall be, and remain, thergle unpledged, unrestricted assets of such Brapldhe
only obligation of an Employer under the Plan sha&lmerely that of an unfunded and unsecured peooi
AT&T to distribute shares of Stock correspondingtwre Units, and Options, under the Plan.

10.5 Offset.

AT&T may offset against the amount of Stock otheevdistributable to a Participant, any amo
due an Employer by a Participant, including butlimoited to overpayments under any compensatidoeoefi
plans. In addition, AT&T may also cancel a Stocki@pto satisfy such an obligation to an Employeor this
purpose, each Stock Option shall be valued by gatitig the Exercise Price of the Stock Option ftbe FMV
of the Stock on such date.

10.6  Non-Assignability .
Neither a Participant nor any other person shaletemy right to commute, sell, assign,
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transfer, pledge, anticipate, mortgage, or otherveiscumber, transfer, hypothecate or convey in resva
actual receipt, shares of Stock corresponding sreSbinits under the Plan, if any, or any part thgrehict
are, and all rights to which are, expressly dedaoebe unassignable and nwwansferable. No part of the Stc
distributable shall, prior to actual distributiome subject to seizure or sequestration for the payrof an
debts, judgments, alimony or separate maintenameed dby a Participant or any other person, no
transferable by operation of law in the event &faaticipant's or any other person's bankruptcysolivency.

10.7 Employment Not Guaranteed.

Nothing contained in this Plan nor any action takemeunder shall be construed as a contre
employment or as giving any employee any rightéadtained in the employ of an Employer or to seve
director.

10.8 Errors.

At any time AT&T may correct any error made undee PPlan without prejudice to AT&T. Su
corrections may include, among other things, cham@ir revoking a Stock Option issuance, cancelihgré
Units and refunding contributions to a Participavith respect to any period he or she made Emp
Contributions while not an Eligible Employee, oncaling the enrollment of a non-Eligible Employee.

10.9 Captions.
The captions of the articles, sections, and papdgraf this Plan are for convenience only and sia
control nor affect the meaning or construction oy af its provisions.

10.10 Governing Law .

To the extent not preempted by Federal law, the,Riad all awards and agreements hereunde
any and all disputes in connection therewith, sballgoverned by and construed in accordance wg
substantive laws of the State of Texas, withouarégo conflict or choice of law principles whichight
otherwise refer the construction, interpretatiorenforceability of this Plan to the substantive lafvanothe
jurisdiction.

Because awards under the Plan are granted in Tieasds relating to the Plan and awards there!
are located in Texas, and the Plan and awardsuhéee are administered in Texas, the Company ae
Participant to whom an award under this Plan imtgd for themselves and their successors and ne:
irrevocably submit to the exclusive and sole judgsdn and venue of the state or federal courtSeas witt
respect to any and all disputes arising out ofebating to this Plan, the subject matter of thianPbr an
awards under this Plan, including but not limitedahy disputes arising out of or relating to thierpretatiol
and enforceability of any awards or the terms amniditions of this Plan. To achieve certainty regagcdhe
appropriate forum in which to prosecute and defactébns arising out of or relating to this Pland @ ensur
consistency in application and interpretation af overning Law to the Plan, the parties agree (jasolt
and exclusive appropriate venue for any such adlwl be an appropriate federal or state coufBenal
County, Texas, and no other, (b) all claims witepext to any such action shall be heard and detet
exclusively in such Texas court, and no other,s(@h Texas court shall have sole and exclusivediatior
over the person of such parties and over the subjatter of any dispute relating hereto and (d) the partie
waive any and all objections and defenses to bmmainy such action before such Texas court, incfudiu
not limited to those relating to lack of personalgdiction, improper venue éorum non conveniens
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10.11 Validity .

In the event any provision of this Plan is heldailiy, void, or unenforceable, the same shall nfstca
in any respect whatsoever, the validity of any pfitevision of this Plan.
10.12 Successors and Assigr.

This Plan shall be binding upon AT&T and its sustes and assigns.

10.13 Participation in Predecessor Plans

Effective November 21, 1997, the plans of the StBelkings Program were merged into the £
Savings Plan. All Share Units under the Stock B&dngs Plan or the Management Stock SavingsJdae
transferred to this Plan as of that date and averged by the terms of this Plan.
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AT&T INC.
CHANGE IN CONTROL SEVERANCE PLAN

Article 1 - Purpose

The purpose of the AT&T Inc. Change in Control Semee Plan (the Plan”) is to foster the continuous
employment of key management personnel of the Cagnpad its Subsidiaries and to reinforce and eragir
their continued attention and dedication to theities in the face of potentially disturbing circuargces arisin
from the possibility of a Change in Control (asidedl in Section 2) of the Company, although no stidmge
is now apparent or contemplated.

Article 2 - Definitions

As used in this Plan, the following terms shall énélve respective meanings set forth below, andnwine
meaning is intended, the initial letter of the wesdapitalized:

“ Base Salary’ means the Participant’s annual rate of base palegffect immediately prior to the occurrence
of the circumstance giving rise to the Participa¢rmination, or, if greater, the Participant'siaal rate of
base salary in effect immediately prior to the Gjaim Control.

“ Board " means the Board of Directors of the Company aftér a Change in Control, the “board of
directors” of the Ultimate Parent (as defined belowder Change in Control).

“ Bonus Amount” means a Participant’s target annual bonus fofigwal year in which the change in control
occurs or in which Participant’s Date of Terminatimccurs, whichever is greater.

“ Cause” means (i) the willful and continued failure byParticipant to substantially perform his or heriesit
with the Company and its Subsidiaries (other thansach failure resulting from his or her incapgaditie to
physical or mental impairment, or any such actuanticipated failure after the issuance of a mott
termination by him or her for Good Reason) afteriten demand for substantial performance is @éeéd to
the Participant by the Company which demand spmdi§i identifies the manner in which the Company
believes that he or she has not substantially pegd his or her duties, or (ii) the willful engagiby a
Participant in conduct which is demonstrably andemally injurious to the Company or any Subsidjary
monetarily or otherwise. For purposes of this dafin, no act, or failure to act, on a Participantart shall be
deemed “willful” unless done, or omitted to be done, by the Paatitipot in good faith and without reason:
belief that his or her action or omission was ia liest interest of the Company and its Subsidiaries
Notwithstanding the foregoing, a Participant shall be deemed to have been terminated for Causssiahc
until there shall have been delivered to him ordeopy of a resolution duly adopted by the affitireavote of
not less than three-quarters (3/4) of the entirmbrership of the Board at a meeting of the Boartbdand
held for such purpose (after reasonable noticheédParticipant and an opportunity for him or

2
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her, together with counsel, to be heard beforéBtherd), finding that in the good faith opinion b&tBoard the
Participant was guilty of the conduct set forth\abm clauses (i) or (i) of the first sentencettas definition
and specifying the particulars thereof in detail.

“ Change in Control” shall be deemed to have occurred if (i) any “pafqas such term is used in Sections 13
(d) and 14(d) of the Exchange Act), other tharuatére or other fiduciary holding securities undeemployee
benefit plan of the Company or a corporation owdieelctly or indirectly by the shareowners of thengany
in substantially the same proportions as their galmip of stock of the Company, is or becomes trendficial
owner” (as defined in Rule 13d-3 under said Adtedtly or indirectly, of securities of the Company
representing twenty percent (20%) or more of thal teoting power represented by the Company’s then
outstanding voting securities, or (ii) during argripd of two (2) consecutive years, individuals vatdhe
beginning of such period constitute the Board ofBtors of the Company and any new Director whose
election by the Board of Directors or nomination étection by the Company’shareowners was approved |
vote of at least two-thirds (2/3) of the Directtiien still in office who either were Directors héetbeginning of
the period or whose election or nomination for gtecwas previously so approved, cease for anyorets
constitute a majority thereof, or (iii) the consuation of a merger or consolidation of the Compaiith any
other corporation, other than a merger or constitidavhich would result in the voting securitiestbé
Company outstanding immediately prior thereto auritig to represent (either by remaining outstandingy
being converted into voting securities of the suing entity) at least fifty percent (50%) of theabvoting
power represented by the voting securities of thm@any or such surviving entity outstanding immeslia
after such merger or consolidation (such post-mesgeviving entity the'Ultimate Parent" ), or the
shareowners of the Company approve a plan of camdpiidation of the Company or an agreementlier t
sale or disposition by the Company of all or sutissdly all the Company’s assets.

“ Committee ” means the Human Resources Committee of the Board.
“ Company” means AT&T Inc.

“ Date of Termination " means the last day of a Participant's employmsétit the Company and its
Subsidiaries as determined under Section 4.1 dPlhe.

“ Disability " has the meaning ascribed under the relevant Byepklong-term disability plan.

“ Employee” means any person employed as an employee by arofen@ind paid on an Employer’s
employee payroll system, excluding persons hireafiixed maximum term and excluding persons wieo ar
neither citizens nor permanent residents of theddrbtates, all as determined by the EmployerpEguoses
of this Plan, a person on a Leave of Absence wheratise would be an Employee shall be deemed &mbe
Employee.

“ Employer " means the Company or any of its Subsidiaries.

“ Exchange Act” means the Securities Exchange Act of 1934.

_3-
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“ Executive Officer” means a person who has been identified by thepgaomas an executive officer under
Rule 3b-7 of the Securities Exchange Act of 193drgp a Change in Control.

“ Good Reasor means, without the Participant’s express writtensent, the occurrence of any of the
following events after a Change in Control: (i) tesignment to the Participant of any duties inisbast with
his or her title(s) or status immediately prioithe Change in Control, or a substantial adverseadion in the
nature or status of his or her responsibilitiesfithose in effect immediately prior to the Chamy€ontrol;
(i) a reduction in the Participant’s annual baaky, target short-term or long term incentive elva
opportunity (including any current payments thayrha made thereunder, such as the payment of didide
equivalents) as in effect immediately prior to @leange in Control, except for across-the-boardgala
reductions similarly affecting all officers of ti@mpany and its Subsidiaries and all managersuivalgnt
positions of any person in control of the Compd(il);the failure to pay to the Participant any fion of his or
her current compensation or deferred compensatidernany compensation or benefit program withiregev
(7) days of the date such payment is due; (iv)fdiare to continue to provide the Participantiwlitenefits
substantially similar to those enjoyed by him or tneder the pension, life insurance, medical, healtcident
and disability plans, or any fringe benefit matetgethe Participant that he or she was eligibledfothe time of
the Change in Control; the direct or indirect malereduction in any of such benefits; or the fegltio provide
the Participant with the number of paid vacatiopsd@ which he or she is entitled on the basisi®bhher
duration of service with the Company and its Sulsiels, in accordance with the Employer's normahtian
policy in effect immediately prior to the ChangeQpntrol; (v) the failure to obtain a satisfactagreement
from any successor to assume and agree to peffisrRlan, as contemplated in Article 7; or (vi) grurportec
termination of the Participarst’employment after a Change in Control which iseffetcted pursuant to a noti
of termination satisfying the requirements of Sawi4.1 and 8.1 (for purposes of this Plan, no sucported
termination shall be effective); provided, howewhat a good faith determination within ninety (@@)ys of th
occurrence of a Change in Control by a Participard is the Chief Executive Officer of the Compattye(
“CEQ”) or who was an Executive Officer on Januant90 that, as a result of such Change in Cortimgr
she is not able to discharge his or her dutiect¥fey shall constitute Good Reason.

An isolated, insubstantial and inadvertent actaken in good faith implicating clauses (i), (iw) or (vi) of
this definition which is fully corrected by the Cpamy prior to the Date of Termination specifiedhia notice
of termination shall not constitute Good Reaso®akticipant’s right to terminate his or her empl&nnfor
Good Reason shall not be affected by his or hepiacity due to physical or mental impairment. A
Participant’s continued employment shall not cdntticonsent to, or a waiver of rights with resgectiny
circumstance constituting Good Reason hereunder.

“ Leave of Absencé shall mean when a Participant is absent from egmpkent with an Employer on a
formally granted leave of absence (i.e., the alsé&nwith formal permission in order to preventredk in the
continuity of term of employment, which permissisrgranted (and not revoked) in conformity with thées
of the Employer that employs the individual, as

NY12526:72359.¢



adopted from time to time). For purposes of themPh Leave of Absence shall be deemed to alsoded
transfer by an Employer of a person to, and contistemployment by, an entity for a rotational work
assignment. To be a rotational work assignmentEthployer must have indicated in writing to thegwer that
the person was to be rehired by the Employer uponihation of the rotational work assignment.

“ Officer Level Employee” means any Executive Officer and any Employee vghan “officer level”
Employee for compensation purposes as shown oretioeds of the Company and its Subsidiaries.

“ Participant " means the CEO, each Officer Level Employee wheihaffect on September 28, 2006 a
Severance Benefits — Change in Control Agreemetht thé Company, and each other Officer Level Empdoy
(i) who is designated from time to time in writibg the CEO and (ii) whose designation is evidenneamriting
by a notification of participation to the Employsigned by the CEO. A person shall cease to betipant
upon (a) the Participant’s Termination of Employnerior to a Potential Change in Control or (b) Brward,
the Committee or the CEO determining, in their siéeretion, that the person shall cease to qufdify
benefits under this Plan (but any such determinatiade in respect of a Participant shall be constdan
amendment of the Plan adverse to the interesteeadffected Participant and is subject to the gions of
Section 8.5).

“ Potential Change in Control” shall be deemed to have occurred if (i) the Comparigrs into an agreeme
the consummation of which would result in the ocence of a Change in Control or (ii) the Board@da
resolution to the effect that, for purposes of #i@n, a potential change in control of the Complaeny
occurred.

“ Qualifying Termination ” means a Participant's Termination of Employmeuntinlg the Termination Period
(i) by the Company and its Subsidiaries other flaarCause or (ii) by the Participant for Good Reaso
Termination of Employment on account of death, Dilg or Retirement shall not be treated as a @yiab
Termination.

“ Retirement ” means the Participant’s mandatory retirementicoadance with the Employer's mandatory
retirement age policy, if any, for officers priaréa Change in Control or in accordance with anyewient
arrangement established with the Participant’s eonwith respect to him or her; provided, howetleat a
Participant's termination for Good Reason shallaooistitute Retirement.

“ Subsidiary " means any corporation, partnership, venture leoéntity in which the Company holds,
directly or indirectly, a fifty percent (50%) oreater ownership interest. The Committee may, aoiks
discretion, designate, on such terms and conditsrthe Committee shall determine, any other catjmor,
partnership, limited liability company, ventureather entity a Subsidiary for purposes of this Plan

“ Termination of Employment " means the event where the Employee ceases to Benployee of any
Employer, including but not limited to where the floyer ceases to be a Subsidiary.
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“ Termination Period " means the period of time beginning with a Chaimg€ontrol and ending on the
second anniversary of such Change in Control.

Article 3 - Effectiveness of the Plan
This Plan shall be effective as of January 1, 20@#hing in this Plan shall be deemed to entithg an
Participant to continued employment with any Empigwnd if a Participant's employment with any Ewgpk
terminates prior to a Change in Control, the Pigeiat shall have no rights under this Plan (exaefte case
of a Qualifying Termination).
Article 4 - Payments Upon a Qualifying Termination

4.1 Termination of Employment .

(a) Notice of Termination. Any purported termination of a Participant's empimnt
during the Termination Period by an Employer oalyarticipant shall be communicated by written
notice of termination to the other party in accorawith this Section 4.1 and Section 8.1 (regardin
notices). For purposes of this Plan, a “noticesofrination” shall mean a notice which shall indécat
the specific termination provision in this Planiedlupon and shall set forth in reasonable ddiail t
facts and circumstances claimed to provide a lfasibe Participant’s Termination of Employment
under the provision so indicated. The failure by Frarticipant or the Employer to set forth in such
notice any fact or circumstance which contributea showing of Good Reason or Cause shall not
waive any right of the Participant or the Emplolgereunder or preclude the Participant or the
Employer from asserting such fact or circumstancenforcing the Participant’s or the Employer’s
rights hereunder.

(b) Date of Termination . If a Participant has a Qualifying Terminatiorg thate of
Termination shall be the date specified in theawotif termination (which, in the case of a termorat
other than for Cause or a termination for Good Beahall not be less than fifteen (15) nor mor@tha
sixty (60) days from the date such notice is givérg Participant's Termination of Employmentas f
Cause, the Date of Termination shall not be leas thirty (30) days from the date notice is givien.
the event of a dispute arising out of the ParticijzaTermination of Employment, the Date of
Termination will be determined in accordance widtn 4.1(c).

(c) Disputes I nvolving Termination. If within fifteen (15) days after any notice of
termination is given, or, if later, prior to the ®@af Termination (as determined without regarthte
provision), the party receiving such notice of teration notifies the other party that a disputesei
concerning whether the termination is a Qualifylrgmination or for Cause, the Date of Termination
shall be the date on which the dispute is finadlyalved either by mutual written agreement of the
parties, or by a final judgment, order or decrea oburt of competent jurisdiction (which is not
appealable or with respect to which the time fquesgp therefrom has expired and no appeal has been
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perfected); providedhowever, that if the dispute is not resolved prior to #rel of the Termination
Period, the Termination Period shall be extendeassaot to deprive the Participant of the benefits
under Section 4.2 in respect of such terminatioavigdedfurther, that the Date of Termination shall
be extended by a notice of dispute only if suchceas given in good faith and the party givinglsuc
notice pursues the resolution of such dispute veffsonable diligence. During the pendency of any
such dispute, the Employer will continue to payReticipant his or her full compensation in effect
when the notice giving rise to the dispute was gi@iecluding, but not limited to, Base Salary) and
continue the Participant as a participant in athpensation, benefit and insurance plans in whicbrhe
she was participating when the notice giving riséhe dispute was given, until the dispute is final
resolved in accordance with this provision. Amoysegl under this provision are in addition to all
other amounts due under this Plan and shall noffet against or reduce any other amounts due
under this Plan.

4.2 Severance Payment.

If the Participant has a Qualifying Terminatiorerth subject to the Participas®&xecution of
Release in the form attached to this Plan as Stéhéd(the “Release’) the Company shall or shall cause the
Employer to provide to the Participant:

(a) his or her full base salary throtigh Date of Termination at the rate in effect at th
time notice of termination is given, plus all otlzenounts to which he or she is entitled under any
compensation plan in effect immediately prior te @hange in Control, at the time such payments are
due;_providedhat, for purposes of determining the amount tocWla Participant is entitled under the
Financial Counseling Program, he or she shall barded as having retired under the terms of the
program; and

(b) within five (5) days following thedie of Termination (or, if later, the execution by
the Participant of the Release), a lump sum cagimeat equal to the result of multiplying (i) thensu
of (A) the Participant’'s Base Salary, plus (B) Beaticipant’'s Bonus Amount by (ii) 2.99; provided
however, that if the amount of such payment cannot bdlfirtetermined on or before such day, the
Participant shall be paid an estimate, as detedrimgood faith by the Company of the minimum
amount of such payment and the remainder of sugimeat (together with interest at the rate provided
in section 1274(b)(2)(B) of the Internal Revenuel€of 1986, as amended (th€6de”)) as soon as
the amount thereof can be determined, but in natdater than the thirtieth (38) day after the Date
of Termination; providedurtherthat, in the event that the amount of the estimptgenent exceeds
the amount subsequently determined to have beersdale excess shall constitute a loan to the
Participant, payable on the fifth {5) day after demand by the Company (together wikrést at the
rate provided in section 1274(b)(2)(B) of the Code)d

(c) if the Participant is not otherwesgtitled to such benefits at no cost to him or her
pursuant to the terms of such plans, for a thirty(36) month period from the
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Date of Termination or until December 31 of thernjieavhich the Participant reaches age sixty-five
(65), whichever is the shorter period (thBénefit Period”), life, health and dental benefits (includ
dependent coverage) substantially similar to tiibathe or she was receiving immediately prioht
Date of Termination, and such benefits shall bevidesd at no cost to the Participant. Notwithstagdin
the foregoing, the Participant shall not be progidey benefit pursuant to this Section 4(c) if an
equivalent benefit is actually received by the iegorant during the Benefit Period following his loer
Date of Termination and any such benefit actuabeived by the Participant shall be reported by the
Participant to the Company; and

(d) if the Participant is subject to axcise tax imposed under Section 4999 of the
Code (the ‘Excise Tax") by reason of the Change in Control and the piligferral of income
(whether or not the Participant has a Qualifyingilieation), then the Company shall pay to the
Participant an amount as specified in Schedule B.

(e) Except as otherwise expressly prdigursuant to this Plan, this Plan shall be
construed and administered in a manner which avigtication of compensation and benefits which
may be provided under any other plan, programgppbr other arrangement or individual contract. In
the event a Participant is covered by any other,gleogram, policy, individually negotiated agreet
or other arrangement, in effect as of his or heee®@& Termination, that may duplicate the payments
and benefits provided for in this Article 4, ther@qmany may reduce or eliminate the duplicative
benefits provided for under the Plan.

() This Plan does not abrogate anghefusual entitlements which a Participant has or
will have, first, while a regular employee, and seduently, after termination, and thus a Partidipan
shall be entitled to receive all benefits payablaitn or her under each and every qualified plan,
welfare plan and any other plan or program relatingenefits and deriving from his or her
employment with the Company and it Subsidiarie$ sblely in accordance with the terms and
provisions thereof.

Article 5 - Withholding Taxes

The Company and its Subsidiaries may withhold fedhpayments due to the Participant (or
his beneficiary or estate) hereunder all taxes wHig applicable federal, state, local or other, lswequired t
be withheld.

Article 6 - Certain Additional Agreements under Setion 409A

6.1 Delay of Payment. In the event the payment of any amounts undeRtais would be
treated as non-qualified deferred compensationru@detion 409A of the Code Bection 409A"), such
payment will be delayed for six (6) months aftex thate of Termination if required in order to avedtitional
tax under Section 409A. If a Participant dies witkix (6) months following such termination of emyhent,
any such delayed payments shall not be furtheydd|aand shall be immediately payable to his oreséate in
accordance with the applicable provisions of thaP

_8-

NY12526:72359.¢



6.2 No Adverse Action. No Employer will take any action that would expasy payment
or benefit to a Participant under this Plan toalditional tax imposed under Section 409A of the&anless
(i) the Employer is obligated to take the actiodeman agreement, plan or arrangement, (ii) addaatit
requests the action, (iii) the Employer advisehdearticipant in writing that the action may resnlthe
imposition of the additional tax and (iv) such Rapant subsequently requests the action in angithat
acknowledges that he or she will be responsiblaffigreffect of the action under Section 409A.

Article 7 - Successors; Binding Agreement

7.1 The Company will require any sucoegahether direct or indirect, by purchase, merger
consolidation or otherwise) to all or substantialllyof the business and/or assets of the Company t
unconditionally assume all of the obligations & thompany and its Subsidiaries hereunder. Failtteeo
Company to obtain such assumption prior to thecéffeness of any such succession shall constitotlG
Reason hereunder and shall entitle the Particigardesmpensation and other benefits in the samesatend
on the same terms as the Participants would beghtiereunder if they had a Qualifying Terminatiexcept
that for purposes of implementing the foregoing, dlate on which any succession becomes effectaletsh
deemed the Date of Termination.

7.2 The benefits provided under this Raall inure to the benefit of and be enforcealle b
the Participant’s personal or legal representatieescutors, administrators, successors, heirsitditees,
devisees and legatees. If the Participant shallvliee any amounts would be payable to the Paditip
hereunder had the Participant continued to lidestath amounts, unless otherwise provided herbal| be
paid in accordance with the terms of this Planutthgperson or persons appointed in writing by theiipant
to receive such amounts or, if no person is soiapg to the Participant’s estate.

Article 8 - Miscellaneous

8.1 Elections and Notices.

Notwithstanding anything to the contrary contaiirethis Plan, all elections and notices of
every kind under this Plan shall be made on forrepared by the Company or its General Counsel eGegr
or Assistant Secretary, or their respective detegat shall be made in such other manner as pechutt
required by the Company or its General Counseliebay or Assistant Secretary, or their respealsegates,
including through electronic means, over the Ir¢€or otherwise. An election shall be deemed maukenw
received by the Company (or its designated ageniphly in cases where the designated agent has bee
appointed for the purpose of receiving such elegtiwhich may waive any defects in form.
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If not otherwise specified by this Plan or the Camy any notice or filing required or
permitted to be given to the Company under the Bteafl be delivered to the principal office of Bempany,
directed to the attention of the Senior Executivee\President in charge of Human Resources fo€trapany
or his or her successor. Such notice shall be deégiwen on the date of delivery.

Notice to the Participant shall be deemed givennwheiled (or sent by telecopy) to the
Participant’s work or home address as shown omeberds of the Employer or, at the option of thenpany,
to the Participant’s e-mail address as shown omeberds of the Employer. It is the Participanésponsibility
to ensure that the Participant’s addresses areugefat date on the records of the Employer. Inctee of
notices affecting multiple Participants, the naticeay be given by general distribution at the Bigaints’work
locations.

8.2 No Mitigation; Resolution of Disputes and Cost:.

(@) In no event shall the Participant be obligatedeteksother employment or take otl
action by way of mitigation of the amounts payabl¢he Participant under any of the provisions of
this Plan and, except as provided in Section 4.2(@h amounts shall not be reduced whether or not
the Participant obtains other employment.

(b) Participants may submit claims fenébfits by giving notice to the Company
pursuant to Section 8.1. If a Participant beliethes he or she has not received coverage or benefit
which he or she is entitled under the Plan, théidhaant may notify the Company in writing of a itte
for coverage or benefits. If the claim for coveragdenefits is denied in whole or in part, the
Company shall notify the applicant in writing ofcsudenial within thirty (30) days (which may be
extended to sixty (60) days under special circuntgta), with such notice setting forth: (i) the sfiec
reasons for the denial; (i) the Plan provisionsrupvhich the denial is based,; (iii) any additional
material or information necessary for the applidanterfect his or her claim; and (iv) the proceur
for requesting a review of the denial. Upon a dewifia claim by the Company, the Participant may:
(i) request a review of the denial by the Boardndrere review authority has been so delegated, by
such other person or entity as may be designatéldebBoard for this purpose; (ii) review any Plan
documents relevant to his or her claim; and (iBmit issues and comments to the Board or its
delegate that are relevant to the review. Any regifee review must be made in writing and received
by the Board or its delegate within sixty (60) dayshe date the applicant received notice of tigal
denial, unless special circumstances require ansiin of time for processing. The Board or its
delegate will make a written ruling on the applicamequest for review setting forth the reasons fo
the decision and the Plan provisions upon whictd#&al, if appropriate, is based. This writterirrgl
shall be made within thirty (30) days of the déte Board or its delegate receives the applicant’s
request for review unless special circumstancesine@n extension of time for processing, in which
case a decision will be rendered as soon as pesbili not later than sixty (60) days after receifpt
the request for review. All extensions of time pited by this Section 18 will
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be permitted at the sole discretion of the Boariisodelegate. If the Board does not provide the
Participant with written notice of the denial ofhir her appeal, the Participant’s claim shall be
deemed denied.

(c) Notwithstanding anything in this RPl@ the contrary, any court, tribunal or
arbitration panel that adjudicates any disputetroeersy or claim arising between a Participant and
any Employer, or any of their delegates or sucassgorespect of a Participant’s Qualifying
Termination, will apply a deovostandard of review to any determinations made loh g@rson. Suc
denovostandard shall apply notwithstanding the granutifdiscretion hereunder to any such person
or characterization of any such decision by suck@eas final, binding or conclusive on any party.

(d) If any contest or dispute shall aisder this Plan involving a Participant’s
Termination of Employment or involving the failuoe refusal of any Employer to perform fully in
accordance with the terms hereof, the Company shahall cause the Employer to reimburse the
Participant on a current basis for all reasonadgall fees and related expenses, if any, incurratidy
Participant in connection with such contest or disgregardless of the result thereof), togethén wi
interest at the rate provided in section 1274(§RPdf the Code, such interest to accrue thirty
(30) days from the date the Company receives thicRPant’'s statement for such fees and expenses
through the date of payment thereof, regardlesghether or not the Participant’s claim is upheldaby
court of competent jurisdiction or an arbitraticangl;_provided however, that the Participant shall
required to repay immediately any such amounteedompany to the extent that a court or an
arbitration panel issues a final and reppealable order setting forth the determinatian the positio
taken by the Participant was frivolous or advarmgthe Participant in bad faith

8.3 Survival. The respective obligations and benefits affordetthéoCompany and the
Participant as provided in Articles 4 (to the extiwat payments or benefits are owed as a resalt@ifialifying
Termination that occurs during the term of thisnpl®, 6, 7 and 8 shall survive the terminationhis Plan.

8.4 Governing Law; Validity.

To the extent not preempted by Federal law, the,Rlad all benefits and agreements
hereunder, and any and all disputes in connedtieretvith, shall be governed by and construed inr@ence
with the substantive laws of the State of Delawasithout regard to conflict or choice of law pripi@s which
might otherwise refer the construction, interplietabr enforceability of this Plan to the substeatiaw of
another jurisdiction.

1 pifference from current contract forndlispute resolution procedure is new, no procedu previously specified.
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8.5 Amendment and Termination . The Board or the Committee may amend (and, by
amendment, terminate) this Plan at any time; pexvjcdhowever, that (i) no amendment that reduces or
eliminates any benefit or other entitlement of &ayticipant or that is otherwise adverse to therests of a
Participant (an ‘Adverse Amendment’) may take effect prior to the beginning of anyecalar year and any
such amendment shall be void and of no effect srthes Participant was notified of such amendment by
September 30 of the prior year, (ii) no Adverse Adreent may be adopted during the period of time
beginning on a Potential Change in Control andrendi the earlier of (a) the termination of theesgnent
that constituted the Potential Change in Contrdl @) the second anniversary of the resulting Chang
Control, without the Participant’s written consesmd (iii) no Adverse Amendment may be adoptedmdptine
period commencing on a Change in Control and endimthe second anniversary of the Change in Control
without the Participant’s written consent. The rie§bns on amendments set forth in the prior seceeshall
not apply to any amendment adopted within the pesfecified in clauses (ii) or (iii), above, if tfalowing
three conditions are satisfied: (1) the amendmemtsot take effect until the expiration of the pes, as
applicable, set forth in such clauses, (2) eacleiamly affected Participant receives written notitthe
adoption of such amendments within ten (10) daysuch adoption and (3) such written notice is pfediat
least ninety (90) days prior to such amendmenisdadffect.

8.6 Interpretation and Administration . The Plan shall be administered by the Board. The
Board may delegate any of its powers under the lancommittee thereof or prior to a Change int@onto
the CEO. Unless otherwise provided in this Platipas of the Board or such committee shall be tdkena
majority vote of its members. All references to tBeard” herein shall be deemed to be referencesioh
delegate, as appropriate. The Board shall havautierity (i) to exercise all of the powers grantedt under
the Plan, (ii) to construe, interpret and implentletPlan, (iii) to prescribe, amend and rescinesrand
regulations relating to the Plan, (iv) to makedaterminations necessary or advisable in admitistraf the
Plan and (v) to correct any defect, supply any emisand reconcile any inconsistency in the Plan.

8.7 Type of Plan. This Plan is intended to be, and shall be integgtes an unfunded
employee welfare plan under Section 3(1) of the Byge Retirement Income Security Act of 1974, as
amended (“ERISA”) and Section 2520.104-24 of thed@ament of Labor Regulations, maintained primarily
for the purpose of providing employee welfare bisgto the extent that it provides welfare besefnd unde
Sections 201, 301 and 401 of ERISA, as a planishatfunded and maintained primarily for the pugpo$
providing deferred compensation, to the extentiti@vides such compensation, in each case $elect
group of management or highly compensated employees

8.8 Nonassignability . Benefits under the Plan may not be sold, assignadsferred,
pledged, anticipated, mortgaged, or otherwise ebeuet, transferred, hypothecated, or conveyedvaras
of actual receipt of the amounts, if any, payaleeshnder, or any part thereof by the Participant.
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Schedule A

RELEASE AND WAIVER

I, , hereby fully waive and foreedégase and discharge Company, AT&T, any and all
other subsidiaries of Company and of AT&T, thefiiadrs, directors, agents, servants, employeesessors
and assigns and any and all employee benefit phamstained by AT&T or any subsidiary thereof andday
and all fiduciaries of any such plan from any alhd@mmon law and/or statutory claims, causes tibacr
suits of any kind whatsoever arising from or in wection with my past employment by Company (and any
AT&T subsidiary to the extent applicable) and/or sgparation therefrom, including but not limitecctaims,
actions, causes of action or suits of any kindyaktiy arising under the Employee Retirement Inc@®meurity
Act (ERISA), as amended, 29 USC 88 1001 et seg.Reshabilitation Act of 1973, as amended, 29 USC §8§
701 et seq.; the Civil Rights Acts of 1866 and 18&amended, 42 USC §8§ 1981, 1982 and 1988; thle Ci
Rights Act of 1871, as amended, 42 USC §8§ 19831888; the Civil Rights Act of 1964, as amended J&C
§2000d et seq.; the Americans With Disabilities,&s amended, 42 USC 8§ 12101 et seq., and the Age
Discrimination in Employment Act of 1967 (ADEA), asnended, 29 USC 88 621 et seq., known and
unknown. In addition, |, , agree ndtléoany lawsuit or other claim seeking monetaryndge or
other relief in any state or federal court or vathy administrative agency against any of the afergioned
parties in connection with or relating to any of tiforementioned matters. Provided, however, by
this Release and Waiver, |, , lovaive rights or claims that may arise after taeedf
execution; provided further, however, this Releasé Waiver shall not affect my right to receiveeaforce
through litigation, any indemnification rights tdhigh | am entitled as a result of my past employnigrthe
Company or contract rights pursuant to the Agre¢rapd Release and Waiver of Claims entered into
contemporaneously herewith and, if applicable, sutysidiary of AT&T; and, provided further, this Rate
and Waiver shall not affect the ordinary distribatiof benefits/entitlements, if any, to which | antitled upor
termination from Company; it being understood bythe said benefits/entitlements, if any, will hébgect to
and provided in accordance with the terms and ¢immdi of their respective governing plan and this
Agreement.
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Schedule B

Additional Reimbursement Payments by the Company

(@) Pursuant to Section 4.2(d) of trenPIn the event it shall be determined that any
payment, award, benefit or distribution (or anyedertion of any payment, award, benefit or distitn) by
the Company (or any of its affiliated entities)amy entity which effectuates a Change in Controbfoy of its
affiliated entities) to or for the benefit of thafcipant (whether pursuant to the terms of thé&Pr otherwise
but determined without regard to any additionalrpexts required under this Schedule B) (tfRayments”)
would be subject to the excise tax imposed by 8eeb99 of the Internal Revenue Code of 1986, ended
(the “Code™), or any interest or penalties are incurred by Brarticipant with respect to such excise tax (such
excise tax, together with any such interest analpies, are hereinafter collectively referred tdtes“ Excise
Tax "), then the Company shall pay to the Participanadditional payment (aReimbursement Payment’)
in an amount such that after payment by the Ppaéitiof all taxes (including any Excise Tax) impbs@on
the Reimbursement Payment, the Participant retair@mount of the Reimbursement Payment equal to the
Excise Tax imposed upon the Payments; providedekiew that the Company shall have the obligation to
make a Reimbursement Payment only to the exterRahntcipant is subject to the Excise Tax by virti¢he
reduction of his or her “base amount” (as defime&éction 280G(b)(3) of the Code) by reason obhiser
election to defer a portion of his or her compeinsapayable during the applicable period (such &xdiax, a “
Qualifying Excise Tax"). For purposes of determining the amount of tleénfibursement Payment, the
Participant shall be deemed to (i) pay federal imedaxes at the highest marginal rates of fedacalime
taxation for the calendar year in which the Reinsbarent Payment is to be made and (ii) pay appécsthke
and local income taxes at the highest marginaloftaxation for the calendar year in which the
Reimbursement Payment is to be made, net of thénmiax reduction in federal income taxes which ccugd
obtained from deduction of such state and locagax

(b) Subject to the provisions of Parabréa), all determinations required to be made
under this Schedule B, including whether and wh&embursement Payment is required, the amouniaif s
Reimbursement Payment, the amount of any OptiorefRetiination (as defined below), and the assumgtion
to be utilized in arriving at such determinatiosisall be made by a public accounting firm thaetsined by
the Company as of the date immediately prior to@hange in Control (the Accounting Firm ") which shall
provide detailed supporting calculations both ® @ompany and the Participant within fifteen (163ibess
days of the receipt of notice from the CompanyherRarticipant that there has been a Paymentcbrearlier
time as is requested by the Company (collectivly,“ Determination ”). For the avoidance of doubt, the
Accounting Firm may use the Option Redeterminatiotount in

C1

NY12526:72359.¢



determining the reduction of the Payments to tHfe Sarbor Cap. Notwithstanding the foregoing, ie #vent
(i) the Board shall determine prior to the Chang€ontrol that the Accounting Firm is precludednfro
performing such services under applicable auditdependence rules or (i) the Audit Committee ef Board
determines that it does not want the AccountinglRo perform such services because of auditor iewidgnce
concerns or (iii) the Accounting Firm is servingazsountant or auditor for the person(s) effectrgChange
in Control, the Board shall appoint another natilyr@cognized public accounting firm to make the
determinations required hereunder (which accourftingshall then be referred to as the AccountiimgnF
hereunder). All fees and expenses of the Accouriting shall be borne solely by the Company, and the
Company shall enter into any agreement reasonahlyested by the Accounting Firm in connection \lith
performance of the services hereunder. The Reirelnest Payment under this Schedule B with respemtyo
Payments shall be made no later than thirty (3% dallowing such Payment. If the Accounting Firm
determines that no Qualifying Excise Tax is paydiyl@ Participant, it shall furnish the Participaiith a
written opinion to such effect, and to the effdwittfailure to report the Qualifying Excise Taxaify, on the
Participant’s applicable federal income tax retwith not result in the imposition of a negligencesimilar
penalty. The Determination by the Accounting Fitmalsbe binding upon the Company and the Parti¢cipan

As a result of the uncertainty in the applicatidrbection 4999 of the Code at the time of
Determination, it is possible that Reimbursemenynfants which will not have been made by the Company
should have been madeWhderpayment”) or Reimbursement Payments are made by the Comphith
should not have been madeQVerpayment”), consistent with the calculations required to be enagreunde
In the event the amount of the Reimbursement Payiméess than the amount necessary to reimbuese th
Participant for the Qualifying Excise Tax, the Aaoting Firm shall determine the amount of the
Underpayment that has occurred and any such Ungleqse (together with interest at the rate providted
Section 1274(b)(2)(B) of the Code) shall be promp#tid by the Company to or for the benefit of the
Participant. In the event the amount of the Reiraborent Payment exceeds the amount necessary toursin
the Participant for the Qualifying Excise Tax, thecounting Firm shall determine the amount of the
Overpayment that has been made and any such Oweepaytogether with interest at the rate provided i
Section 1274(b)(2) of the Code) shall be promp#idby the Participant (to the extent the Partictgeas
received a refund if the applicable Qualifying BeciTax has been paid to the Internal Revenue $@idor
for the benefit of the Company. The Participantist@operate, to the extent his or lexpenses are reimburs
by the Company, with any reasonable requests bZtimepany in connection with any contests or disputi¢h
the Internal Revenue Service in connection withBkeise Tax. In the event that the Company makes a
Reimbursement Payment to the Participant and subsdyg the Company determines that the value of any
accelerated vesting of stock options held by thé&iddaant shall be redetermined within the conteiTreasury
Regulation §1.280G-1 Q/A 33 (theDption
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Redetermination "), the Participant shall (i) file with the Inted@evenue Service an amended federal income
tax return that claims a refund of the overpaynuérthe Qualifying Excise Tax attributable to suchption
Redetermination and (ii) promptly pay the refun@dlifying Excise Tax to the Company; providédt the
Company shall pay all reasonable professionalifemsred in the preparation of the Participant'ssacfed
federal income tax return. If the Option Redetesation occurs in the same year that the Reimbursemen
Payment is included in the Participant’s taxabtmine, then in addition to returning the refundhte t

Company, the Participant will also promptly rettmrthe Company any tax benefit realized by thernetdi

such refund and the return of the additional taxelfie payment (all determinations pursuant to #estence

shall be made by the Accounting Firm).
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SUPPLEMENTAL EMPLOYEE
RETIREMENT PLAN
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2005 SUPPLEMENTAL EMPLOYEE RETIREMENT PLAN

1 Purpose

The purpose of the 2005 Supplemental Employee éeént Plan (the “SERP” or the “Plan§ tc
provide Eligible Employees with retirement benefits supplement benefits payable pursuar
AT&T’ s qualified group pension plans. The Plan is aessmr to the AT&T Supplemental Retirenr
Income Plan (“SRIP"}hat was effective January 1, 1984 and which wasnaied, effective Decemt
31, 2004, to provide that no additional compensatmounts shall be included in determining <
pension amounts and that the pension amounts paytheireunder shall be grandfathered
administered in accordance with the provisionshef 8RIP in a manner that does not invoke Se
409A of the Code.

2 Definitions.

For purposes of this Plan, the following words phdases shall have the meanings indicated, urile
context clearly indicates otherwise:

Administrative Committee . “Administrative Committee” means a Committee, sisting of AT&T’s
Senior Executive VicePresident responsible for Human Resources mattast@o or more othi
members designated by AT&F 'Senior Executive Vice President responsible fambn Resourc
matters, which shall administer the Plan.

Agreement. “Agreement’means the written agreement (substantially in thefattached to this PI
as Attachment A) that shall be entered into betw&€&T by its Senior Executive Vice President
Human Resources matters and a Participant pritmeicaccrual of Participarst’benefits hereunder
carry out the Plan with respect to such Participdiite Agreement shall include the Participant’
irrevocable distribution election. Entry into a négreement shall not be required upon amendme
the Plan except as otherwise provided herein. BEntry a new Agreement shall be required upo
increase in a Participast’Retirement Percent (which increase shall onlytilezed to determine tt
Participant’s benefits from and after the datehef Participans new Agreement), and in the case ¢
amendment which alters, to the detriment of a Eipent, the benefits described in this Plai
applicable to such Participant (See Section 7.8yided, however, any new Agreement shall nc
effective to the extent such new Agreement resultdeferrals that would be subject to immec
taxation under the provisions of Code Section 408few Agreement shall operate as the wr
consent required by Section 7.5 of the Participasuch amendment.



Beneficiary . “Beneficiary” shall mean any beneficiary or beneficiaries des&phdy the Eligibl
Employee pursuant to the AT&T Rules for Employeen&eiary Designations as may hereafte
amended from time-to-time (“Rules’)f. a Participant fails to execute a Beneficiary igaation forn
with respect to Plan benefits, his Beneficiary geation form with respect to his SRIP benefits k
apply with respect to his Plan benefits.

CEO or Chief Executive Officer. “CEQ” or “Chief Executive Officer'shall mean the Chief Execut
Officer of AT&T Inc.

Disabled or Disability . “Disabled” or “Disability” means any Termination of Employment prio
being Retirement Eligible (without regard to th& &ars of Service requirement otherwise applicat
certain Participants age 55 or older) that redutts the participans Disability. A participant shall |
considered Disabled if the participant (i) is uratdl engage in any substantial gainful activity&gsol
of any medically determinable physical or mentapainment which can be expected to result in ¢
or can be expected to last for a continuous peoiodot less than twelve (12) months, or (ii) is,
reason of any medically determinable physical ontaleémpairment which can be expected to rest
death or can be expected to last for a continuen®g of not less than twelve (12) months, recej
income replacement benefits for a period of nas ksn three (3) months under an accident or t
plan covering employees of the Participargimployer. The Administrative Committee, in itsngete
and sole discretion, determines whether a PartitigaDisabled. The Administrative Committee r
require that the Participant submit to an examamally a competent physician or medical clinic dele
by the Administrative Committee. On the basis oftsumedical evidence, the determination of
Administrative Committee as to whether or not aiBigant is Disabled shall be conclusive.

Earnings . “Earnings” means for a given calendar year theid¥gant’s: (1) bonus earned as a s
term award during the calendar year but not excgedD0% of the target amount of such bonu:
such other portion of the bonus or target bonusnay be determined by the Human Resot
Committee of the Board of AT&T), plus (2) base spléaefore reduction due to any contribut
pursuant to any deferred compensation plan or egeeprovided by AT&T, including but not limit
to compensation deferred in accordance with Sedtdrtk) of the Internal Revenue Code.



Eligible Employee. “Eligible Employee” means:

(@) Any person who, as of close of business on Decei®be2004, was employed by a subsidial
AT&T and was a participant in the SRIP; and

(b) Any person who was a participant in the SRIP, teat@d employment in 2004 and rece
Earnings in 2005; and

(c) An Officer employee of any AT&T company who is dgsated by the CEO as eligible
participate in the Plan

Notwithstanding the foregoing definition of EliggbEmployee, the CEO, may, at any time and
time to time, exclude any Employee or group of Eaypks from being deemed an “Eligible Employee”
under this plan.

Final Average Earnings. “Final Average Earnings” means the average ofRhgicipants Monthly
Earnings for the thirtysix (36) consecutive months out of the one hundweshty (120) months ne
preceding the ParticipastTermination of Employment which yields the highagerage earnings.
the Participant has fewer than thigix (36) months of employment, the average shatbken over h
or her period of employment.

GAAP Rate . “GAAP Rate” means the interest rate used for valuing Planliiigsi for purposes
AT&T’s financial statement reporting requirements the referenced period.

Immediate Annuity Value . “Immediate Annuity Value”means the annual amount of ann
payments that would be paid out of a plan on alsiliig annuity basis if payment of the Plarbenefi
was commenced immediately upon Termination of Egmplent, notwithstanding the form of paym
of the Plans benefit actually made to the Participant (i.eintjand survivor annuity, lump sum, e
and notwithstanding the actual commencement datteegbayment of such benefit.
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Mid -Career Hire . “Mid-Career Hire” means an individual (i) initially hired or rehired age 35 ¢
older into a position eligible for benefits undéist Plan or (ii) initially hired or rehired at ag® ol
older who is subsequently promoted to a positiggiteé for benefits under this Plan.

Monthly Earnings . “Monthly Earnings” means one-twelfth (1/12) ofrkigs.

Mortality Tables . “Mortality Tables” means the mortality tables used for purposes afinvglPlal
liabilities for AT&T’s financial statement reporgirequirements for the referenced period.

Officer . “Officer” shall mean an individual who is designated as ditensflevel Employee fc
compensation purposes on the records of AT&T.

Participant . A “Participant” means an Eligible Employee who has entered intdAgreement t
participate in the Plan.

Retire or Retirement . “Retire” or “Retirement’shall mean the Termination of Employment o
Eligible Employee for reasons other than deathproafter the earlier of the following dates: (1¢ tihat
the Eligible Employee is Retirement Eligible or (B¢ date the Eligible Employee has attained ol
the following combinations of age and service atfieation of Employment:

Net Credited Servic Age
25 years or mor 50 or oldel
30 years or more Any age

Retirement Eligible . “Retirement Eligible” or “Retirement Eligibility’'means that a Participant |
attained age 55 and has five (5) Years of Service.

Retirement Percent. “Retirement Percentineans the percent specified in the Agreement wvhi¢
Participant which establishes a Target Retiremesmniefit (see Section 3.1) as a percentage of
Average Earnings. For an individual who becomegkgible Employee on or after January 1, 2(
“Retirement Percentfneans 50 percent unless otherwise provided by thedid Resources Commit
of the Board of Directors of AT&T.




AT&T . “AT&T” means AT&T Inc.

Supplemental Retirement Income Plan or SRIP “Supplemental Retirement Income Plan” or “SRIP”
means the AT&T Inc. Supplemental Retirement IncdPten effective January 1, 1984, which -
amended to cease benefit accruals after Decemb2084.

Service Factor. “Service Factor’means, unless otherwise agreed in writing by theidjzant an
AT&T, either (a) a deduction of 1.43 percent, at57ercent for Midcareer Hires, multiplied by t
number by which (i) thirtyffive (or thirty in the case of a Participant whaais Officer) exceeds (ii) tl
number of Years of Service of the Participant,lrg credit of 0.715 percent multiplied by the nen
by which (i) the number of Years of Service of fherticipant exceeds (ii) thirtfive (or thirty in the
case of a Participant who is an Officer). For psgmof the above computation, a deduction shallt
in the Service Factor being subtracted from thér&aent Percent whereas a credit shall result é
Service Factor being added to the Retirement Percen

Termination of Employment . “Termination of Employment” means the ceasinghaf Participant
employment from the AT&T controlled group of compes for any reason whatsoever, whe
voluntarily or involuntarily.

Year . A “Year” is a period of twelve (12) consecutive @atlar months.

Years of Service. “Years of Service” means the number of each cetepYears of continuous, full-
time service as an employee beginning on the d&enwa Participant first began such contint
employment with any AT&T company and on each amsi&g/ of such date, including service pric
the adoption of this Plan.

3 Plan ( SERP) Benefits.

3.1 SERP Benefit Formula




With respect to (1) a Participant who was a parénot in the SRIP prior to January 1, 1998, or |
Participant who, prior to January 1, 1998, was flicey of a Pacific Telesis Group (“PTG8ompan
and became a participant in the SRIP after JanLa®y998, the amount of such ParticipanBERI
Benefit is calculated as follows:

Final Average Earning
X Revised Retirement Percent:

= Target Retirement Bene

- Immediate Annuity Value of any AT&T or affiliate @lified Pension:

- Immediate Annuity Value of SRI

- Immediate Annuity Value of any other AT&T difitate Non-Qualified
Pensions other than the SE

= Target Benefi
- Age Discoun

= Annual Value of Life with 10 Year Certain SERBr2fit immediately
payable upon Termination of Employm:

With respect to all other Participants, the amaefsuch Participans’' SERP Benefit is calculated
follows:

Final Average Earning
X Revised Retirement Percent:

= Target Retirement Bene
- Age Discoun

= Discounted Target Bene
Immediate Annuity Value of any AT&T or affiliatQualified Pension
- Immediate Annuity Value of SR
- Immediate Annuity Value of any AT&T or affiliate MeQualified
Pensions, other than SEI

= Annual Value of Life with 10 Year Certain SEREnefit immediately
payable upon Termination of Employm

Where in both of the above cases the following yappl
(@) Revised Retirement Percentage = Retirement Pefc8atvice Factor
(b) For purposes of determining the Service Factor,Pheicipants actual Years of Servi

as of the date of Termination of Employment, todhg, shall be used.

(c) For purposes of determining the Final Average Eaysithe Participard’Earnings histo
as of the date of Termination of Employment shallised.



(d) Age Discount means the Participant's SERP Benh#tl $e decreased by fitenths o
one percent (.5%) for each month that the datehef Rarticipans Termination c
Employment precedes the date on which the Partitipdl attain age 60.

Notwithstanding the foregoing, if at the time of rifénation of Employment tt
Participant is, or has been within the one yeariodeimmediately precedit
Participants Termination of Employment, an Officer with 30roore Years of Servi
such Participant’'s Age Discount shall be zero.

Except to true up for an actual short term awand fallowing Termination of Employmer
there shall be no recalculation of the value obdiBipants SERP Benefit hereunder follow
a Participant’s Termination of Employment.

3.2.  Vesting.

Notwithstanding any other provision of this Plamon any Termination of Employment of
Participant for a reason other than death or DiggbAT&T shall have no obligation to the Partieipi
under this Plan if the Participant has less thafears of Service or less than four years of paudigor
in the SERP, at the time of Termination of Employme

4 Form of Distribution of SERP Benefits.

4.1 Normal Form.

The normal form of a Participant’s benefits hereamshall be a Life with 10ear Certain Benefit
described in Section 4.2(a). A Participant whosfail timely make (or is deemed to have failed tée)
a distribution election with respect to his SERm&8@s shall be deemed to have made an electi
receive his or her SERP benefits as describeddtidded.2(a).

4.2  Election Alternatives.




Notwithstanding the normal form for distribution afParticipans SERP Benefits, a Participant r
elect, in his or her timely filed Agreement, onetloé following Benefit Payout Alternatives:

@)

(b)

(d)

Life with a 10 Year Certain Benefit An annuity payable during the longer of (i) tife bf
the Participant or (ii) the 10-year period commagoon the Participarg’ Termination ¢
Employment and ending on the day next precedindehlh anniversary of such date |
“Life With 10-Year Certain Benefit"). If a Particgmt who is receiving a Life with 10-
Year Certain Benefit dies prior to the expiratidnttee 10year period described in tl
Section 4.2(a), the ParticipastBeneficiary shall be entitled to receive the riging Life
With 10-Year Certain Benefit installments which would hdezn paid to the Participi
had the Participant survived for the entire suclydér period.

Joint and 100% Survivor Benefit A joint and one hundred percent (100%) sun
annuity payable for life to the Participant andhist or her death to his or her Benefici
in an amount equal to one hundred percent (100%h@famount payable during
Participant’s life, for life (the “Joint and 100%uSivor Benefit”).

Joint and 50% Survivor BenefitA joint and fifty percent (50%) survivor annuipgyable
for life to the Participant and at his or her dettthis or her Beneficiary, in an amo
equal to fifty percent (50%) of the amount payadblging the Participard’ life, for life
(the “Joint and 50% Survivor Benefit”).

Lump Sum Benefit A Participant may elect a lump sum benefit indrisier Agreemer
but his or her SERP benefit shall be paid in threnfof a lump sum only if the Particip:
has attained the age of fiffixe (55) years as of his or her Termination of Eoyment.
a Participant elects a lump sum benefit in hiserr Agreement but realizes a Termina
of Employment prior to attaining age fifty-five (h3he Participans SERP Benefit shi
be paid as provided in Section 4.2(a), 4.2(b) 8(c}, as elected or deemed elected by
Participant.



The Benefit Payout Alternatives described in Secdld?(b), 4.2(c) and 4.2(d) shall be the actua
determined equivalent (as determined by the Adrmatise Committee in its complete and ¢
discretion) of the Life With 10¢ear Certain Benefit that is converted by suchtelac The amount of
Participant’s lump sum benefit shall be calculaedf the Participarg’ Termination of Employment
applying the Mortality Tables and the GAAP Ratethbas in effect as of the end of the calendar
immediately preceding the Participant's TerminatafnEmployment, but using the Participantige
Years of Service and other factors as of the Rpatit’s Termination of Employment.

4.3 Distribution Election

431 Eligible Employees Who Are SRIP Participants

Any election made by an Eligible Employee who waSRIP participant must be made in
Participant’s timely filed SERP Agreement. Suchtiegrant's SERP Agreement is timely fil
only if it is delivered by the Participant, in wng, telecopy, email or in another electrc
format, to the Administrative Committee no latearttDecember 31, 2004.

4.3.2 Eligible Employees Who Are Not SRIP Participants

Any election made by an Eligible Employee who was & SRIP participant must be mad
the Participant’s timely filed Agreement. Such R#pant's Agreement is timely filed only if
is delivered by the Participant, in writing, telegp email or in another electronic format, to
Administrative Committee immediately following hilesignation as an Eligible Employee
the CEO.

4.3.3 Failure to Timely File an Agreement

If a Participants Agreement is not timely filed or fails to show election of a Benefit Payc
Alternative, such Participant shall be deemed teehelected and such Participanform o
benefit shall be the Life With 10-Year Certain Bf#tnwhich is described in Section 4.2(a).
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4.3.4 Death of or Divorce from Annuitaniifihg Participaris Lifetime.

Notwithstanding any other provision of this Plantiie contrary, in the event of the death
designated annuitant during the life of the Pap#at, the Participard’election to have a Ben¢
Payout Alternative described in Section 4.2(b) a2(&) shall, without any action by 1
Participant, be revoked, and the Participabgnefit, or remaining benefit, under the Plarthe
case may be, shall be paid as provided in Sectidtay Any conversion of benefit from ¢
form to another pursuant to the provisions of thaagraph shall be subject to actui
adjustment (as determined by the Administrative @atbee in its complete and sole discret
such that the Participant’s new benefit is the atall equivalent of the Participaattemainin:
prior form of benefit. Payments pursuant to Pgrtiat's new form of benefit shall be effect
commencing with the first monthly payment for thenth following the death of the annuitant.

Notwithstanding any other provision of this Planthe contrary, in the event of the divorce
legal separation of the Participant, the Particijsaelection to have a Benefit Payout Alterne
described in Section 4.2(b) or 4.2(c), with a swviannuity for the benefit of the Participant’
former spouse as Beneficiary, shall, without anyoacby the Participant, be revoked, and
Participants benefit, or remaining benefit, under the Planthescase may be, shall be pair
provided in Section 4.2(a). In such event, theY®@r period as described in Section 4.2(a)
be the same 1@ear period as if such form of benefit was the fafmbenefit originally selecte
and the expiration date of such period shall noéxtended beyond its original expiration d
Payments pursuant to Participantiew form of benefit shall be effective commenaivith the
first monthly payment following notice from the Beipant to the Administrative Committ
after the divorce (or legal separation) becomes.fin

435 Special Provisions for Lump Sum Benefit Election
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A Participant who elects a lump sum benefit undeeti®n 4.2(d) must, contemporaneous
such Lump Sum Benefit election, elect a specifimber of year(s), not to exceed twenty |
years, following his or her Termination of Employmeipon which the lump sum ben
(including any interest accrued thereon) shallisgiduted; providedhowever,

@

(b)

the Participant may not receive more than thirtsceet (30%) of his or her lun
sum benefit (excluding any interest thereon) uhelthird (3) anniversary of h
or her Termination of Employment; providediowever, if the Participant is ar
sixty (60) or older as of his or her TerminationEshployment, the Participant.
elected in his or her timely filed Agreement, ma&geive one hundred perc
(100%) of his or her lump sum benefit upon the dagt is six (6) montt
following his or her Termination of Employment ietor she agrees, in writir
substantially in the form provided in Attachment Bot to compete with ¢
Employer Business within the meaning of Section 8r2a period of three (
years from such ParticipastTermination of Employment and further agrees
if he or she fails to abide by such agreement, thecompete agreement
challenged or the nocempete agreement is unenforceable, he or shefshaiit
all benefits hereunder and repay the lump sum liteneAT&T; and

prior to distribution of the Participastlump sum benefit, interest on such It
sum benefit shall accrue and shall be added td#rdcipants lump sum bene
or distributed monthly, as elected by the Partictpa his or her Agreement.

The lump sum benefit payment schedule elected Bgréicipant in his or her Agreement
comply with the rules for payment schedules as #tbpy the Administrative Committee
determined by the Administrative Committee in itdesand absolute discretion), which,
example, may require payment of principal to be enad more frequently than once
calendar year.

12



If a Participant timely elected a lump sum beniefihis or her Agreement fails to timely ele
payment schedule or if such Participantlected payment schedule does not comply wit
rules for payment schedules, (i) thirty percent%3®f such Participarsg’ lump sum bene
shall be paid to the Participant upon the date ithatx (6) months following the Participaat’
Termination of Employment, and (ii) the remainireyenty percent (70%) shall be paid to
Participant on the third () anniversary of such Participant’s TerminatiorEafployment.

4.3.6 Lump Sum Benefit Account Balance

From and after a ParticipastTermination of Employment, the Administrative Guitiee sha
maintain a lump sum benefit account balance ohdtsks and records for each Participant
elected a lump sum benefit. During such periodroétthat all or any portion of a Participant’
lump sum benefit is not paid, interest shall beditegl using the same methodology use
AT&T for financial accounting purposes using the &ARate that was used to calculate ¢
Participants lump sum benefit. Payments of principal and @geshall be deducted from
lump sum benefit account balance.

A Participant whose employment has not terminategl ahange a prior distribution election at any
on or before December 31, 2007, provided, howef/ére Participants employment terminates for ¢
reason in the calendar year in which the new 8istion election is filed, such new election shallrul
and void. In the event the Participant’s new etectis null and void, the Participastprior electio
shall apply. If there is no prior election, thePtadefault distribution provisions shall apply.

5 Death or Death or Disability Benefits

5.1 Death Following Termination of Employment

If a Participant who has commenced payment of hises SERP benefit hereunder dies, his ol
Beneficiary shall be entitled to receive the rerm@nSERP benefit in accordance with the Be
Payout Alternative elected or deemed elected byHrécipant.
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5.2 Death Prior to Termination of Employment

If a Participant dies prior to his or her Termioatiof Employment, a prestirement death benefit w
be calculated and paid as though the ParticipashtRetired (determined without regard to the 5 Y
of Service requirement otherwise applicable toaierParticipants age 55 or older) on the day po
the date of death. The form of the petirement death benefit shall be a Beneficiare lAnnuity (a
such term is hereinafter described) based on heXpectancy of the Beneficiary; provided, howe
if the Participant made and was eligible to receileump Sum Benefit election as of his or her dd
death, a Lump Sum Benefit (calculated in the maniescribed in this Section 5.2) shall be paid &
Participants Beneficiary. If paid as a Beneficiary Life Annuliased on the life of the Beneficiary, s
benefit shall be the actuarially determined eqemtas determined by the Administrative Comm
in its complete and sole discretion) of the LifetM10-Year Certain Benefit that would have been
to the Participant had he or she Retired on theidayediately prior to his or her death. For pursosi
this Section 5.2, a Lump Sum Benefit shall be dated in the same manner as provided in Sectic
as if the Participant were alive; e.g., calculatedof the Participarg’ death applying the Mortal
Tables and the GAAP Rate, both as in effect ab@fend of the calendar year immediately prece
the Participant’s death, but using the Participamije, Years of Service and other factors as ¢
Participant’s date of death.

5.3 Disability .

Upon a Participans Disability, the Participant will continue to agerYears of Service during his or
Disability until the earliest of his or her:

(@) Recovery from Disability,

(b) Retirement (determined without regard to the 5 ¥ezr Service requirement otherwn
applicable to certain Participants age 55 or odar)

(c) Death.

Upon the occurrence of either (a) Participamgcovery from Disability prior to his or her Rethen
Eligibility if Participant does not return to emploent, or (b) Participarg’ Retirement (determin
without regard to the 5 Years of Service requirena¢herwise applicable to certain Participants 5%
or older), the Participant shall be entitled toeige a SERP Benefit as if he or she realiz:
Termination of Employment as of the date of suatuo@nce.
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For purposes of calculating the foregoing bendlfie Participang Final Average Earnings shall
determined using his or her Earnings history ab@®fate of his or her Disability.

If a Participant who continues to have a Disabilitys prior to his or her Retirement Eligibility ifhout
regard to the 5 Years of Service requirement otlsenvapplicable to certain Participants age &
older), the Participant will be treated in the samenner as if he or she had died while in employt
(See Section 5.2).

Payment of Benefits

6.1 Commencement of Payments

@)

Benefit payments shall commence pursuant to theefieRayout Alternative elected
the Participant in his or her Agreement on the dadt is six (6) months following his
her Termination of Employment. If a Participantatésl (or is deemed to have electec
annuity form of benefit under Section 4.2(a), 4)2¢v 4.2(c), the aggregate mont
amount that would be paid between the Particigah€¢rmination of Employment throu
the date that benefit payments actually commerte®| e paid in a lump sum on the ¢
that benefit payments actually commence hereutde@ddition, during the period of tir
between a Participarst'Termination of Employment and the date that agnpayment
hereunder actually commence, interest shall beiteedn the withheld annuity amou
for such period of time that each annuity paymenwithheld. The credited interest sl
be paid in a lump sum on the date that paymentsuneer actually commence. Inte
shall be credited using the GAAP Rate in effectoAghe end of the calendar y
immediately preceding the Participant’s TerminatdéEmployment.

Notwithstanding the designation of a specific datepayment of a distribution hereunc
commencement of payments under this Plan may lageldifor administrative reasons
the discretion of the Administrative Committee, Ishill begin not later than sixty (¢
days following the occurrence of an event whichtkesta Participant (or a Beneficiary)
payments under this Plan.

15



6.2 Withholding; Unemployment Taxes

To the extent required by the law in effect attinee payments are made hereunder, any taxes rd
to be withheld by the Federal or any state or lgmalernment shall be withheld from payments n
hereunder.

6.3 Recipients of Payments; Designation of Beneficiary

All payments to be made under the Plan shall beemiadhe Participant during his or her lifeti
provided that if the Participant dies prior to tbempletion of such payments, then all subsec
payments under the Plan shall be made to the Ramits Beneficiary or Beneficiaries.

In the event of the death of a Participant, distitns/benefits under this Plan shall pass tc
Beneficiary(ies) designated by the Participantdocadance with the this Plan and the Rules.

6.4 No Other Benefit:.

No benefits shall be paid hereunder to the Pasditipr his or her Beneficiary except as specify
provided herein.

6.5 Small Benefit
Notwithstanding any election made by the Participaghe Administrative Committee in its s
discretion may pay any benefit in the form of a fusum payment if the lump sum equivalent amot

or would be less than $10,000 when payment of bediefit would otherwise commence.

Conditions Related to Benefits
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7.1 Administration of Plan

The Administrative Committee shall be the sole adstiator of the Plan and will, in its discreti
administer, interpret, construe and apply the Rtaaccordance with its terms. The Administra
Committee shall further establish, adopt or regiseh rules and regulations as it may deem necest
advisable for the administration of the Plan. Adiciions of the Administrative Committee shal
final and binding unless the Board of Directorsiddaletermine otherwise.

7.2 No Right to AT&T Assett.

Neither a Participant nor any other person shajlae by reason of the Plan any right in or titeany
assets, funds or property of any AT&T company wbewer including, without limiting the genera
of the foregoing, any specific funds or assets WHAd &T, in its sole discretion, may set aside
anticipation of a liability hereunder, nor in or &my policy or policies of insurance on the lifea
Participant owned by AT&T. No trust shall be crehte connection with or by the execution
adoption of this Plan or any Agreement, and anyeberwhich become payable hereunder shall be
from the general assets of AT&T. A Participant kiave only a contractual right to the amount
any, payable hereunder unsecured by any asset&TAT

7.3 Trust Fund

AT&T shall be responsible for the payment of alhbfits provided under the Plan. At its discret
AT&T may establish one or more trusts, for the s of providing for the payment of such bene
Such trust or trusts may be irrevocable, but tleetasthereof shall be subject to the claims of AT&T
creditors. To the extent any benefits provided urttle Plan are actually paid from any such t
AT&T shall have no further obligation with respebereto, but to the extent not so paid, such bs
shall remain the obligation of, and shall be pgidd\F&T.

7.4 No Employment Right.

Nothing herein shall constitute a contract of comitig employment or in any manner obligate
AT&T company to continue the service of a Partiaipaor obligate a Participant to continue in
service of any AT&T company and nothing herein ki construed as fixing or regulating
compensation paid to a Participant.

7.5 Moadification or Termination of Plan
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This Plan may be modified or terminated at any timeccordance with the provisions of AT&T’
Schedule of Authorizations. A modification may aff@resent and future Eligible Employees. AT
also reserves the sole right to terminate at ang &iny or all Agreements. In the event of termarati
the Plan or of a ParticipastAgreement, a Participant shall be entitled toefisnhereunder, if prior
the date of termination of the Plan or of his or Agreement, such Participant has attained 5 Yef
Service, in which case, regardless of the ternonatf the Plan/Participarst’ Agreement, Sut
Participant shall be entitled to benefits at sustetas provided in and as otherwise in accordarntte
the Plan and his or her Agreement, provided, howeRarticipants benefit shall be computed a
Participant had terminated employment as of the ddttermination of the Plan or of his or
Agreement; provided further, however, Participargrvice subsequent to Plan/Agreement termir
shall be recognized for purposes of reducing oniekting the Age discount provided for by Sectioh 3
(d). No amendment, including an amendment to thistiGn 7.5, shall be effective, without the writ
consent of a Participant, to alter, to the detrinedrsuch Participant, the benefits described is Biar
as applicable to such Participant as of the effectiate of such amendment. For purposes o
Section 7.5, an alteration to the detriment of gifipant shall mean a reduction in the amount pée
hereunder to a Participant to which such Partidipeould be entitled if such Participant termine
employment at such time, or any change in the fofrhenefit payable hereunder to a Participa
which such Participant would be entitled if suchtiégant terminated employment at such time.
amendment which reduces a Participatenefit hereunder to adjust for a change in hiseo pensio
benefit resulting from an amendment to any compeponsored defined benefit pension plan w
changes the pension benefits payable to all eme&yshall not require the Participantonsen
Written notice of any amendment shall be givenacheParticipant.

7.6 Offset.

If at the time payments or installments of paymemésto be made hereunder, a Participant or higl
Beneficiary or both are indebted to any AT&T compathen the payments remaining to be made t
Participant or his or her Beneficiary or both matythe discretion of the Board of Directors, beut
by the amount of such indebtedness; provided, hewekat an election by the Board of Directors
to reduce any such payment or payments shall nadtitote a waiver of such AT&T compasytlainr
for such indebtedness.
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7.7 Change in Status

In the event of a change in the employment statasRarticipant to a status in which he is no lorag
Eligible Employee, the Participant shall immedigtetase to be eligible for any benefits under Ftiés
except such benefits as had previously vested. Palticipants Years of Service and Earnings his
prior to the change in his employment status dhaltaken into account for purposes of determ
Participant’s vested benefits hereunder.

Miscellaneous

8.1 Nonassignability.

Neither a Participant nor any other person shalktemy right to commute, sell, assign, transfexdgé
anticipate, mortgage or otherwise encumber, transfgpothecate or convey in advance of at
receipt of the amounts, if any, payable hereunateany part thereof, which are, and all rights tuch
are, expressly declared to be unassignable andransferable. No part of the amounts payable :
prior to actual payment, be subject to seizureequsstration for the payment of any debts, judgs;
alimony or separate maintenance owed by a Parntitipa any other person, nor be transferabl
operation of law in the event of a Participant’saay other person’s bankruptcy or insolvency.

8.2 Non-Competition.

Notwithstanding any other provision of this Plat benefits provided under the Plan with respecs
Participant shall be forfeited and canceled inrtlegitirety if the Participant, without the consef
AT&T and while employed by AT&T or any subsidiarpereof or within three (3) years a
termination of such employment, engages in comipstivith AT&T or any subsidiary thereof or w
any business with which AT&T or a subsidiary orileffed company has a substantial inte
(collectively referred to herein as “Employer besin”)and fails to cease and desist from engagi
said competitive activity within 120 days followimgceipt of written notice from AT&T to Participe
demanding that Participant cease and desist fragaging in said competitive activity. For purposé
this Plan, engaging in competition with any Emplolasiness shall mean engaging by the Partic
in any business or activity in the same geographitarket where the same or substantially sir
business or activity is being carried on as an Byl business. Such term shall not include own
nonsubstantial publicly traded interest as a slwddeh in a business that competes with an Emp
business. However, engaging in competition withEamployer business shall include representir
providing consulting services to, or being an emp® of, any person or entity that is engage
competition with any Employer business or that sakeposition adverse to any Employer busii
Accordingly, benefits shall not be provided undas tPlan if, within the time period and without
written consent specified, Participant either emgagjrectly in competitive activity or in any cafigen
any location becomes employed by, associated witlienders service to any company, or pare
affiliate thereof, or any subsidiary of any of theifnany of them is engaged in competition witt
Employer business, regardless of the position @eslthe Participant takes and regardless of wheit
not the employing company, or the company thatiépaint becomes associated with or renders se
to, is itself engaged in direct competition withEamployer business.
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8.3 Notice.

Any notice required or permitted to be given to &dministrative Committee under the Plan sha
sufficient if in writing and hand delivered, or $éyy certified mail, to the principal office of ATE,
directed to the attention of AT&¥’ Senior Executive Vice President responsible fomen Resourc
matters. Any notice required or permitted to beegito a Participarghall be sufficient if in writing ar
hand delivered, or sent by certified mail, to R#ptint at Participarg’ last known mailing address
reflected on the records of his or her employingipany or the company from which the Partici|
incurred a Termination of Employment, as applicabletice shall be deemed given as of the da
delivery or, if delivery is made by mail, as of tdate shown on the postmark or on the receif
certification.

8.4 \Validity .

In the event any provision of this Plan is heldailid, void or unenforceable, the same shall nea
in any respect whatsoever, the validity of any ofirevision of this plan.

8.5 Applicable Law.

This Plan shall be governed and construed in aaomel with the laws of the State of Texas tc
extent not preempted by the Employee Retirementnivec Security Act of 1974, as amended,
regulations thereunder (“ERISA”).

8.6 Plan Provisions in Effect Upon Termination of Empttent.

The Plan provisions in effect upon a ParticipanTermination of Employment shall govern
provision of benefits to such Participant.

20



SUPPLEMENTAL EMPLOYEE RETIREMENT PLAN AGREEMENT

THIS AGREEMENT is made and entered into at San AiotoTexas as of this day
, by and between AT&T I*AT&T") and (“ Participant”).

WHEREAS, AT&T has adopted the 2005 AT&T Supplemeiiaployee Retirement Plan (i
“Plan”); and

WHEREAS, the Participant has been determined teligile to participate in the Plan; and

WHEREAS, the Plan requires that an agreement rezhinto between AT&T and Particip
setting out certain terms and benefits of the Riathey apply to the Participant;

NOW, THEREFORE, AT&T and the Participant herebyesgas follows:

1. The Plan is hereby incorporated into and made tegbdnis Agreement as though set fc
in full herein. The parties shall be bound by, d&le the benefit of, each and e\
provision of the Plan as set forth in the Plan.

2. The Participant was born on , and hiseompresent employment begar

3. The Participant’s “Retirement Percenthich is described in the Plan shall be
percent (__%)

4. Election as to Form of BenefitsThe Participant elects the Benefit Payout Altéweaas
shown on the 2005 Supplemental Employee RetirerRéant (SERP) Benefit Electi
form attached hereto and incorporated herein fdr parposes (the “Form”).The
Participant’s election in the Form is irrevocatdad the Participarg’election will contrc
the distribution of benefit under the Plan. If tRarticipant has not elected a Ber
Payout Alternative in the Form, the Participanform of benefit under the Plan shall
the Life With 10-Year Certain Benefit.

This Agreement supersedes all prior Supplementapl&yse Retirement Plan Agreeme
between AT&T and Participant, and any amendmergreth, and shall inure to the benefit of, and elibic
upon, AT&T, its successors and assigns, and thiiclpant and his or her Beneficiaries.



IN WITNESS WHEREOF, the parties hereto have sigaed entered into this Agreement
and as of the date first above written.

AT&T INC.:

By:

Senior Executive Vice President-Human Reseairc
and Communications

PARTICIPANT:




Due Date:
Form SERI-4
(11/05

Slipplemental Employee Retirement Plan (SERP) Beneftlection Payout Form |

Payment Election

Name: Social Security Numbe

[ 1. Form of Payment |
| hereby elect the following form of benefit for ERP benefit in accordance with and subject tdethas of
the Plan:

a. Life with 1(-Year Certain Benefit. Complete Sectior

b. Joint and 100% Survivor Benefit. Complete $ech.

C. Joint and 50% Survivor Benefit. Complete Sechic

d. Lump Sum. Complete Sections 2, 3, 4, & 5. (@migilable if age 55 or older at terminatior
employment

Default Distribution: If a valid payment election is not on file, therfofor payment of your benefit
shall be the Life with 10-Year Certain Benefit.

2. Default Form of Payment if Lump Sum Elected bufTermination of Employment Prior to
Attaining Age 55
If | elected a lump sum payment, above (option Yl4dp | am NOT age 55 or over at my Termination of
Employment, | hereby elect the following form ofnledit for my SERP benefit in accordance with anbjject
to the terms of the Plan:

a. Life with 1C-Year Certain Benefit. Complete Sectior
b. Joint and 100% Survivor Benefit. Complete Sectio
C. Joint and 50% Survivor Benefit. Complete Sectio

[ 3. Amount of Lump Sum Benefit Paid Upon Terminationof Employment |
You may elect to receive between 0% and 30% of yimup sum benefit six months following your
Termination of Employment, and the remainder attimg up to the twentieth (20) anniversary of your
Termination of Employment. Please indicate belogvgbrtion of your lump sum that you wish to recesize
months following your Termination of Employment:

| wish to receive % (not more than 30%)nsonths following my Termination of Employment.

Any portion of your unpaid balance will accrue iest. Complete Section 4.

Additional Lump Sum Election if | Retire at age 60or Older

(1 wish to receive 100% of my lump sum benefit sianths following my retirement at age 60 or olded an
agree in writing, by signing Attachment B providesipart of this election, not to compete with arpkayer
Business within the meaning of Section 8.2 of ttamFor a period of three (3) years from my Terniima of
Employment.

Complete and Sign Attachment B and Complete Seétion

4. Distribution Election for Unpaid Lump Sum and Accrued Interest (‘ Unpaid Balance”) |

Please indicate how you would like your unpaid bedadistributed.
o Complete Section 4a if you wish to receive monthtgrest only payments. You must also complete
Section 4b to elect how to receive your remainiefgded balance
« Complete Section 4b to specify distribution of yaapaid balance. You may not elect to receive
more than 30% of your SERP benefit prior to thedtinniversary of your termination of
employment
e The unpaid balance must be distributed no later tha 20th anniversary of your retirement.
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« If applicable, the dates you complete in Secti@me b cannot overlap.

a. Interest Paid Monthly
Please distribute interest on my unpaid balandd, panthly commencing
(month/year) through onitmyear); provided, however, no
distributions will be made prior to the 6 month sensary of my termination of employment.
Note: Also complete Section 4b to elect payment ohpaid balance.
b. Ratable Distribution Over a Period of Years
Please make an annual payment of my unpaid batanarch 15tof each year paid for
(insert number from 1 through 20) year(s) commaemcin (insert year). Please choose one
distribution method as follows:

[1 Paid ratably for the period(s) selected in 4b..(@@0", 1/19™, 1/18™ ... assuming payment is
requested over 20 years).

[] Paid in equal annual installments for the periodédgcted in 4b.

Note: You may not request more than 30% of your lump sum within 36 months following retirement.
Complete Section 5.

[ 5. Authorization
| hereby authorize and make the above elections.

Signature Date
Please return to Executive Compensation Staff
175 E. Houston, 3-N-1, San Antonio, Texas 78205
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LUMP SUM DISTRIBUTION AGREEMENT

This Lump Sum Distribution Agreement is made athef day of , 2004 by and
between AT&T Inc. (“AT&T” or the “Company”) anfNAME OF PARTICIPANT] . Unless otherwise
indicated herein, capitalized words used hereill fhge the same meaning ascribed to such worttei2005
Supplemental Employee Retirement Plan (the “PlarfS&RP”).

WHEREAS,[NAME OF PARTICIPANT] is a Participant in the Plan, which is sponsorethiey
Company;

WHEREAS, pursuant to the PIGNAME OF PARTICIPANT] executed an Agreement, governing
[NAME OF PARTICIPANT] s benefits in the Plan;

WHEREAS,[NAME OF PARTICIPANT] 's Agreement provides for the distribution[bfs/her]
benefits in the form of a lump sum, payable onedned percent (100%) upon the six (6) month annargref
[his/her] Termination of Employment provided tHMAME OF PARTICIPANT] is age sixty (60) or older i
of the date ofhis/her] Termination of Employment arflAME OF PARTICIPANT] agrees not to compete
with an Employer Business;

WHEREAS,[NAME OF PARTICIPANT] is age sixty (60) or older as of the datdto$/her]
Termination of Employment;

NOW, THEREFORE, the patrties hereto, for good arldalde consideration, the sufficiency of which
is hereby acknowledged, hereby agree as follows:

1. Company shall pay tiNAME OF PARTICIPANT] [his/her] benefits under the Plan in the form of
a lump sum distribution, one hundred percent (1064yhich shall be paid upon the six (6) month
anniversary ofNAME OF PARTICIPANT] 's Termination of Employment.

2. [NAME OF PARTICIPANT] acknowledges and agrees tfa/she]shall forfeit and repay
[his/her] SERP benefit, in its entirety, [ifie/she], without the written consent of Company, within
three (3) years after Termination of Employmengages in competition with AT&T or with any
business with which AT&T or a subsidiary of AT&T an affiliated company has a substantial
interest (collectively referred to herein as “Emybbusiness”) and fails to cease and desist from
engaging in said competitive activity within 120yddollowing receipt of written notice from
Company demanding thite/she]cease and desist from engaging in said competttigity. For
purposes of this Lump Sum Distribution Agreemengaging in competition with any Employer
business shall medNAME OF PARTICIPANT] ’s engaging in any business or activity in the
same geographical market where the same or suladitasimilar business or activity is being carr
on as an Employer business. Such term shall nbtde@wning a nonsubstantial publicly traded
interest as a shareholder in a business that cespéth an Employer business. However, it is he
specifically agreed that engaging in competitiothvein Employer business shall include represe
or providing consulting services to, or being arptayee of, any person or entity that is engaged in
competition with any Employer business or that sakeosition adverse to any Employer business.
[NAME OF PARTICIPANT] hereby specifically agrees not to




engage in any such condu[NAME OF PARTICIPANT] also specifically agrees that a breacl
this provision would result if, within the time ped and without the written consent specified,
[NAME OF PARTICIPANT] either engages directly in competitive activityimany capacity in
any location becomes employed by, associated witrenders service to any company, or pare
affiliate thereof, or any subsidiary of any of thefrany of them is engaged in competition with an
Employer business, regardless of the position tesINAME OF PARTICIPANT] takes and
regardless of whether or not the employing companthe company thidNAME OF
PARTICIPANT] becomes associated with or renders service ttsal engaged in direct
competition with an Employer business.

[NAME OF PARTICIPANT] may submit a description of any proposed activityriting to

AT&T and AT&T shall advis§NAME OF PARTICIPANT] in writing within ten business days
whether such proposed activity would constituteagiing in competition with an Employer business,
within the meaning of this Lump Sum Distribution régment.

It is hereby specifically agreed that the termghef Lump Sum Distribution Agreement shall be kept
strictly confidential and that neither party shakcept as necessary for performance of the terms
hereof or as specifically required by law, discltse existence of this Lump Sum Distribution
Agreement or any of its terms to third persons auttthe express consent of the other party.

[NAME OF PARTICIPANT] agrees that for any breach or threatened breaahyobf the
provisions of this Lump Sum Distribution Agreemégt{NAME OF PARTICIPANT] , the
Company shall have no adequate legal remedy, aaddition to any other remedies available, a
restraining order and/or an injunction may be igsagainsfNAME OF PARTICIPANT] to
prevent or restrain any such breach, in additicanp other rights the Company may have.

Any notice required hereunder to be given by eigigty will be in writing and will be deemed
effectively given upon personal delivery to thetpao be notified, or five (5) days after deposithw
the United States Post Office by certified mailstage prepaid, to the other party at the addréss se
forth below, or to such other address as eithdy paay from time to time designate by ten (10) days
advance written notice pursuant to this Paragraph.

In the event any provision of this Lump Sum Digitibn Agreement is held invalid, void, or
unenforceable, the same shall not affect in anyeetswhatsoever the validity of any other provision
of this Lump Sum Distribution Agreement, except tslaould any part of the naempete provision
of Paragraph 2 of this Agreement be held invaladyor unenforceable as applicable to and as
asserted bNAME OF PARTICIPANT] , this Lump Sum Distribution Agreement, at the
Company'’s option, may be declared by the Compatiyand void. If this Lump Sum Distribution
Agreement is declared null and void by Company pams to the provisions of this Paragraph,
[NAME OF PARTICIPANT] shall return to



Company all consideration previously received pansto this Lump Sum Distribution Agreeme

AT&T Inc.

By: [NAME OF PARTICIPANT]

175 E. Houston, Suite
San Antonio, Texas 78205

Date Date



Exhibit 10-hh

AT&T CORP.
SENIOR MANAGEMENT INCENTIVE AWARD DEFERRAL PLAN
(as amended September 18, 2006)

1. ELIGIBILITY

Any Senior Manager (as defined in the AT&T 1997 gdrerm Incentive Program [the "1997 Plan"])
of AT&T Corp. ("AT&T") or an Affiliate (as definedn the 1997 Plan) who is eligible for an award urttie
AT&T Short Term Incentive Plan (the "Short Terméntive Plan") and/or who has been granted a
Performance Award or a Stock Unit Award under tH&A Senior Management Long Term Incentive Plan
(the "Long Term Incentive Plan") the 1987 Long Tdnoentive Plan (the "1987 Plan") or the 1997 Riaall
be eligible to participate in this AT&T Senior Magenent Incentive Award Deferral Plan (the "Plaffr
purposes of the Plan, AT&T and any Affiliate sHadl referred to as a "Participating Company". Pxor
January 1, 1984, the Plan was named the Bell SyStmior Management Incentive Award Deferral Plan.

2. PARTICIPATION

(a) Prior to the beginning of any calendar yeay, @enior Manager may elect to participate in the
Plan by directing that (i) all or part of an awamter the Short Term Incentive Plan, or a Perfocaakward
or a Stock Unit Award under the Long Term Incenfilan, the 1987 Plan or the 1997 Plan and/or{ipra
part of the dividend equivalent payments undeiLibveg Term Incentive Plan, the 1987 Plan or the 1P,
that such employee's Participating Company wouiémtise pay currently to such employee in suchncie
year, shall be credited to a deferred account stijehe terms of the Plan. However, in no evéatighe part
of an award under any plan credited during anyntideyear be less than $1,000 (based on a valuatide
time the award would otherwise be paid). Thereldfeho such minimum limitation on amounts credited
during any calendar year that are related to diddequivalent payments.

In addition, prior to the beginning of any calenglaar, any Senior Manager may elect to participe
the Plan by directing that all or part of the comgsetion related to the exercise (more than six hsfallowing
such election and prior to the employee's retirdmenther termination of employment) of an Optawmarded
under the 1987 Plan or the 1997 Plan shall beteth a deferred account subject to the termseoPlan.
The exercise of an Option shall be considered axarcise described in the preceding sentenceifothly
exercise would otherwise satisfy the requirememts fstock-for-stock exercise under the stock opaward
agreement pertaining to such Option.

In addition, prior to the beginning of any calenglaar, the Chairman of the Board and any other
Senior Manager designated by the Chairman of tteedBmay elect to participate in the Plan by diregthat
all or part of such Senior Manager's salary thahsmployee's Participating Company would othenpesge
currently to such employee in such calendar yealt bk credited to a deferred account subjecteédaé¢hms of
the Plan.



In addition, provided such participation shall hésezn approved by the Compensation and Employee
Benefits Committee of the AT&T Board of Directothg "Committee"), prior to the beginning of anyezadar
year, any Senior Manager may elect to participatbe Plan as to other awards under the 1987 Pla83y
Plan, or other amounts of compensation of suchoBé&tanager, by directing that all or part of sueraeds or
compensation that such Senior Manager's Partiogp@&bmpany would otherwise pay currently to suchi@e
Manager in such calendar year be credited to ardefaccount subject to the terms of the Plan.

(b) Such an election to participate in the Plarlldieain the form of a document executed by the
employee and filed with the employee's Particimpompany. An election related to awards, dividend
equivalent payments, salary and/ or other compmsatherwise payable currently in any calendar wball
become irrevocable on the last day prior to thertmegg of such calendar year.

(c) Notwithstanding anything to the contrary conél in this Section 2, in the case of a Senior
Manager who is newly eligible to participate in fAlan, or in the case of any Senior Manager witpeet to
awards or compensation newly eligible to be deteurder the Plan, a deferral election may be matte w
respect to compensation otherwise receivable isdnge calendar year and subsequent to such election
provided such election is made within ninety (98yslof such eligibility.

(d) Notwithstanding anything in this Plan to thentrary, there shall be no additional deferrals u
Section 2 or Section 3(b)(iii) credited to a dederaccount after December 31, 2006.

3. DEFERRED ACCOUNTS

(a) (i) Except as provided in Section 3(b)(iii) feleed amounts related to awards, dividend equit
payments which would otherwise have been distributecash by a Participating Company and deferred
amounts related to salary and/or other cash comgiensshall be credited to the employee's accouttshall
bear interest from the date the awards, dividenivatent payments, salary and/or other cash congpiemns
would otherwise have been paid. The interest addi the account will be compounded at the erehoh
calendar quarter, and the annual rate of intepgsteal at the end of any calendar quarter shatldiermined b
the Committee from time to time, provided howevpat the interest rate to be applied, for any sglhsst
quarter, to an employee's (or former employee'®rde account balance as of December 31, 1998,guly
additions to such account after December 31, 1888result from deferral elections made by an egg#o
prior to December 31, 1998, (reduced by any distitins attributable to such account balance) stwilbe les:
than the applicable 10 Year U.S. Treasury Note Ratthe prior calendar quarter, plus five (5) marc

(i) Furthermore, if an employee made an electiesaidibed in Section 2, which election was
effective on December 31, 1983, then such emplsyeeount shall also be credited during 1984 with a
amount equal to the deferred amounts which woule: ieeen credited to the employee's account duigg 1
had the company which employed the employee onieee31, 1983 continued to be a Participating
Company during 1984, and such amount shall beargst in accordance with (a)(i) above from the datsh
amount would have been credited had such companrtinced to be a Participating Company during 1¢



(b)(i) Deferred amounts related to awards that @atherwise have been distributed in AT&T
common shares by a Participating Company shaltédited to the employee's account as deferred AT&T
shares. Furthermore, if an employee made an efedéscribed in Section 2, which election was eiffecbn
December 31, 1983, then such employee's accouhtidmbe credited during 1984 with the deferréef®A
shares which would have been credited to the empleyaccount had the company which employed the
employee on December 31, 1983 continued to bet&ipating Company in the Plan and in the Long Term
Incentive Plan during 1984.

(i) Deferred amounts related to the compensatiothe exercise of an Option also shall be credited
to the employee's account as deferred AT&T shdies.number of deferred AT&T shares credited under t
preceding sentence shall equal the number of additiAT&T shares the employee would have receivethe
actual stock-for-stock exercise of such Option.

(iii) Prior to the beginning of any calendar yethe Chairman of the Board and any other Senior
Manager designated by the Chairman of the Boardetemy that deferred amounts related to dividend
equivalent payments, which would otherwise haventzistributed in cash by a Participating Compangirdu
such calendar year, shall be credited to the enepleyaccount as deferred AT&T shares. The number of
deferred AT&T shares credited, with respect to edigldend equivalent, shall be determined in acanog
with the conversion formula set forth in the followy paragraph, as if such dividend equivalent viieee
amount to be converted to a number of additionfdrded AT&T shares.

(iv) The employee's account shall also be creditedach dividend payment date for AT&T shares
with an amount equivalent to the dividend payaloléhe number of AT&T common shares equal to the
number of deferred AT&T shares in the employeet®ant on the record date for such dividend. Sucbuarn
shall then be converted to a number of additioeéided AT&T shares determined by dividing such anto
by the price of AT&T common shares, as determimetthé following sentence. The price of AT&T common
shares related to any dividend payment date shalidaverage of the daily high and low sale pridesT&T
common shares on the New York Stock Exchange ("N'Y & the period of five trading days ending ortlsu
dividend payment date, or the period of five trgdimys immediately preceding such dividend payrdets if
the NYSE is closed on the dividend payment date.

(c) In the event of any change in outstanding AT&Mmmon shares by reason of any stock dividend
or split, recapitalization, merger, consolidatioambination or exchange of shares or other simigporate
change, the Committee shall make such adjustméatsy, that it deems appropriate in the numbedeferred
AT&T shares then credited to employees' accounty.akd all such adjustments shall be conclusive and
binding upon all parties concerned.

4. DISTRIBUTION

(a) At the time an eligible employee makes an &ladb participate in the Plan, the employee shall
also make an election with respect to the distidiou¢during the employee's lifetime or in the evefithe
employee's death) of the amounts credited to th@#ame's deferred account. Such an election retatéue
distribution during the employee's lifetime, of amts otherwise payable currently in any calendar,yghall
become irrevocable on the last day prior to thervegg of such calendar ye:



The election related to the distribution in thergvaf the employee's death, including the designati
of a beneficiary or beneficiaries, may be changethb employee at any time by filing the approgriat
document with the Secretary of the Company.

Amounts credited as cash plus accumulated intshesk be distributed in cash; amounts credited as
deferred AT&T shares shall be distributed in therf@f an equal number of AT&T shares.

(b)(i) With respect to amounts related to defecash credited to the employee's account under
Section 3(a), and to deferred AT&T shares creditetthe employee's account under Section 3 (b)(@ipran
employee may elect to receive such amounts in egmpnt or in some other number of approximatelyaéqu
annual installments (not exceeding 20), providedén@r, that the number of annual installments naty n
extend beyond the life expectancy of the emplogletermined as of the date the first installmempiisi. The
employee's election shall also specify that tret firstallment (or the single payment if the emplhas so
elected) shall be paid either (1) as soon as pedile after the first day of the calendar quarét following
the end of the month in which the employee attirsage specified in such election, which age stwlbe
earlier than age 55 or later than age 70-1/2, pagzoon as practicable after the first day ottiendar
quarter next following the end of the month in whtbe employee retires from a Participating Compamy
otherwise terminates employment with a Particiga@ompany (except for a transfer to another Pagtaig
Company); provided, however, that the Committee,rraits sole discretion, direct that the firsttalbnent (oI
the single payment) shall be paid on the first diathe first calendar quarter in the calendar yeat following
the year of retirement or other termination of esypient. In addition any Senior Manager eligibleléder
salary may specify that the first installment (o single payment if the employee has so electel) Ise paid
as soon as practicable after the first day of itls¢ ¢alendar quarter in the calendar year nexbviohg the
calendar year in which the employee retires froRagticipating Company or otherwise terminates egrplknt
with a Participating Company (except for a transdeanother Participating Company).

(i) With respect to deferred AT&T shares creditedhe employee's account under Section 3(b)(ii),
an employee may elect to receive the deferred ABRdres in one payment or in some other number of
approximately equal annual installments (not exicep#0), provided however, that the number of ahnua
installments may not extend beyond the life expestaf the employee, determined as of the datéirte
installment is paid. The employee's election shislh specify that the first installment (or thegépayment if
the employee has so elected) shall be paid asaopracticable after the first day of the calerylarter next
following the later of (1) the end of the monthttisfive years following the month in which thdaied
deferred AT&T shares were initially credited, a2(4) the end of the month in which the employeaias
the age specified in such election, which age stwlbe earlier than age 55 or later than age Z0et/(B) the
end of the month in which the employee retires faoRarticipating Company or otherwise terminates
employment with a Participating Company (exceptadransfer to another Participating Company); joled,
however, that the Committee may, in its sole disene direct that the first installment (or the gl payment)
shall be paid o



the first day of the first calendar quarter in tadendar year next following the year of retiremensother
termination of employment.

(c) Notwithstanding an election pursuant to Panalgi@) of this Section 4, the entire amount then
credited to an employee's account shall be paidediately in a single payment (1) if the employee is
discharged for cause by his or her Participatingn@any, (2) if the such Participating Company deteewn tha
the employee engaged in misconduct in connectidim the employee's employment with the Participating
Company, (3) if the employee without the conserttisfor her Participating Company, while employgdsbct
Participating Company or after the termination wétsemployment, establishes a relationship withrapetitol
of the Company or engages in activity which isamftict with or adverse to the interest of the Camy as
determined under the AT&T Non-Competition Guideline(4) the employee becomes employed by a
governmental agency having jurisdiction over thives of a Participating Company or any of its
subsidiaries.

(d) An employee may elect that, in the event thelegree should die before full payment of all
amounts credited to the employee's account, ttenbalof the deferred amounts shall be distributezhie
payment or in some other number of approximateliaégnnual installments (not exceeding 10) to the
beneficiary or beneficiaries designated in writygthe employee, or if no designation has been rtadbe
estate of the employee. The first installment (erdingle payment if the employee has so electel) Ise paid
on the first day of the calendar quarter next felf@ the month of death; provided, however, that th
Committee may, in its sole discretion, direct tiet first installment (or the single payment) shallpaid on
the first day of the first calendar quarter in dadendar year next following the year of death.

(e) Installments subsequent to the first installhterthe employee, or to a beneficiary or to the
employee's estate, shall be paid on the first didlyeoapplicable calendar quarter in each succegethifendar
year until the entire amount credited to the emgddy deferred account shall have been paid. Ddfam®unts
held pending distribution shall continue to be aestiwith interest or additional deferred AT&T sbayas
applicable, determined in accordance with Secti@) 8nd (b).

(f) In the event an employee, or the employee'efieiary after the employee's death, incurs a sever
financial hardship, the Committee, in its sole dition, may accelerate or otherwise revise the jgaym
schedule from the employee's account to the exgasbnably necessary to eliminate the severe fialanc
hardship. For the purpose of this subsection (§g\ere financial hardship must have been caused by
accident, iliness, or other event beyond the coofrthe employee or, if applicable, the benefigiar

(9) The obligation to make a distribution of deégtamounts credited to an employee's account
during any calendar year plus the additional anmmurgdited on such deferred amounts pursuant o8
(a) and (b) shall be borne by the Participating fany which otherwise would have paid the relatedrdver
salary currently. However, the obligation to mak&ribution with respect to deferred amounts whach
related to amounts credited to an employee's ateouter Section 3(a)(ii) and under the second sestef
Section 3(b)(i), and with respect to which no R#ptiting Company would otherwise have paid theteela
award currently, shall be borne by the Particigatompany which employed the employee on January 1,
1984.



(h) Nothwithstanding any provision to the contrattye amount credited to an employeeccour
shall be reduced by the amount specified in antBleco Forego Compensation Form executed by
employee under the AT&T Corp. Estate Enhancemeogr@m, and the reduction shall be effective ashe
effective date of such election.

5. MISCELLANEOUS

(a) The deferred amounts shall be held in the géfiends of the Participating Companies. The
Participating Companies shall not be required $emee, or otherwise set aside, funds for the paywfesuch
amounts.

(b) The rights of an employee to any deferred artoplus the additional amounts credited pursuant
to Section 3(a) and (b) shall not be subject tigassent by the employee.

(c) The Executive Vice President - Human Resouo¢&sT&T shall have the authority to administer
the Plan.

(d) The Committee may at any time amend the Pldaraminate the Plan, but such amendment or
termination shall not adversely affect the rightammy employee, without his or her consent, to beyefit
under the Plan to which such employee may haveaqursly become entitled prior to the effective datsuch
amendment or termination. The Executive Vice PergidHuman Resources of AT&T with the concurrenc
the General Counsel of AT&T shall be authorizedke minor or administrative changes to the Planyell
as amendments required by applicable federal te ke (or authorized or made desirable by sudutgs).



Exhibit 10kk
BELLSOUTH CORPORATION
EXECUTIVE INCENTIVE AWARD DEFERRAL PLAN

(as amended and restated effective September 23969
SECTION 1. STATEMENT OF PURPOSE

The purpose of the Executive Incentive Award Deflelan is to permit the deferral of all or a pantiof
an Executive's Short and/or Long Term Incentive AdsaThe objective of the Plan is to provide a nseain
postponing the receipt of income until some futime (e.g., retirement, etc.). Notwithstanding ftvegoing,
no deferrals will be permitted under this Plan witkpect to awards for services performed in yafies 1997.
The Plan also provides for certain additional paytsén recognition of reduced company matching
contributions to Savings Plans on behalf of Exemgtiunder circumstances described herein.

SECTION 2. DEFINITIONS
1. The word "Plan" shall mean the BellSouth CorfloreExecutive Incentive Award Deferral Plan.

2. The word "Company" shall mean the BellSouth Goapon, or its successors.

3. The words "Chairman of the Board," "President] 8Board of Directors" or "Board" shall mean the
Chairman of the Board of Directors, President andrB of Directors, respectively, of the Company.

4. The term "Executive" or "eligible employee" dlmmakan an employee of the Company (or a particigati
subsidiary of the Company) who holds a positionaitthe Board of Directors has designated to beinvitiat
company's Executive Management Group.

SECTION 3. ADMINISTRATION

1. The senior Human Resources officer of the Comfne "Responsible Officer") shall be responsible
administration of the Plan.

2. The Responsible Officer shall have the exclusdgponsibility and complete discretionary autlyoudt
control the operation and administration of thenPlgith all powers necessary to properly carrysudh
responsibility, including without limitation the per (i) to interpret the terms of the Plan incluglthe power
to construe ambiguous or uncertain terms, (ii)stalglish reasonable procedures with which partidgpanust
comply to exercise any right established undePfaa, (iii) to determine status, coverage and lelity for,
and the amount of, benefits, (iv) to resolve aksfions that arise in the operation and administraif the
Plan, and (v) to delegate his responsibilities tneder to any person or entity. All actions or deti@ations of
the Responsible Officer (or his delegate) shalbjstt to Section 3.3) be final, conclusive and bigdn all
persons. The rights and duties of participantsahdr persons and entities are subject to, andrgeudy,
such acts of administration, interpretations, pdeces, and delegations.

3. Claims for benefits under the Plan may be filétth the Responsible Officer (or his delegate) omfs or in
such other written documents as the Responsibleédfinay prescribe. The Responsible Officer shatith

to the claimant written notice of the dispositidracclaim within 90 days after the application #fer is filed.

In the event the claim is denied, the notice ofdisposition of the claim shall provide the speciasons for
the denial, citations of the pertinent provisiofishe Plan, and where appropriate an explanatido asw the
claimant can perfect the claim and/or submit tlaénclfor review.



Any eligible employee who has been denied a beskétl be entitled, upon request to the Responsible
Officer, to appeal the denial of the claim. Therokant (or his duly authorized representative) nesaw
pertinent documents related to the Plan and ifRémponsible Officer's possession in order to peefrar
appeal. The request for review, together with emitstatement of the claimant's position must leel filith the
Responsible Officer no later than 60 days afteeigof the written notification of denial of a olaprovided
for in the preceding paragraph. The Responsible@f$ decision shall be made within 60 days follaythe
filing of the request for review. If unfavorablégtnotice of the decision shall explain the reagondenial ant
indicate the provisions of the Plan or other docutsi@sed to arrive at the decision.

SECTION 4. BENEFITS
1. ELIGIBILITY

An employee of the Company or a subsidiary of tbenGany which shall have elected to participatdén t
Plan (each such company sometimes being referreerén as a "Participating Company") who is el@gifor
an award under his company's Short Term Incentiae &d/or who has been granted an award under the
BellSouth Corporation Executive Long Term Incent®lan shall be eligible to participate in the Plan.
addition, each person who is a "Participant" astdran is defined in Section 4A.2 of the Plan shalleligible
for benefits as described in Section 4A.

2. PARTICIPATION

(a) Prior to the beginning of any calendar yearelggible employee may elect to participate in Etian
by directing that all or part of the awards underdompany's Short Term Incentive Plan and/or uttder
BellSouth Corporation Executive Long Term IncentRlan which the employee's company would otherwise
pay currently to the employee in which calendar yeal subsequent calendar years shall be credited t
deferred account subject to the terms of the Ptano event, however, shall the part of an awardeurither
plan credited to a deferred account subject taetras of the Plan. In no event, however, shalipue of an
award under either plan credited during any calepdar be less than $1,000 (based on a valuatitiredime
the award would otherwise be paid).

(b) Such an election to participate in the Plariidi®in the form of a document executed by the
employee and filed with the employee's companyelegtion related to awards otherwise payable ctlyrém
any calendar year shall become irrevocable onasteday prior to the beginning of the precedingdar yeal

(c) An election shall continue until the employeentinates or modifies such election by written i
or until the employee ceases to be employed bgdiigpany (other than a transfer to another compdrmse/
employees are eligible to participate in the Planyyhich case the employee shall be considerédhve
terminated the election. Any such termination odification shall become effective as of the enthef
calendar year in which such notice is given witspect to all awards for which irrevocable electicegarding
deferral have not been made.



(d) An eligible employee who has filed a terminataf election may thereafter again file an election
participate with respect to awards otherwise payabtalendar years subsequent to the filing of ®lection.

(e) For the purpose of this Section 4, an eleatiade by an eligible employee under the comparable
provisions of the predecessor Bell System Seniarddament Incentive Award Deferral Plan ("the Predso
Plan") shall be considered as an election maderuhieSection 4, and the reference to short tecentive
awards in such an election under the PredecesanrsRill be considered to refer to awards unde$tioet
Term Incentive Plan of any company participatinghis Plan, and the reference to long term incergiwards
in such an election shall be considered to refamtards under the BellSouth Corporation Long Teroehtive
Plan.

3. DEFERRED ACCOUNTS

(a) Deferred amounts related to awards which woth@rwise have been distributed in cash by a
Participating Company shall be credited to the eyg®'s account either (i) as cash, as describ8ddtion 4.3
(b), or (ii) as deferred Company shares, as destiito Section 4.3(c), as elected by the employéledan
election form described in Section 4.2(b). Defemetbunts related to awards which would otherwisesha
been distributed in Company common shares by écRating Company shall be credited to the emplts/ee
account as deferred Company shares, as descrit@=tiion 4.3(c). The crediting of deferred amouotan
employee's account either as cash or deferred Qongares shall be for the sole purpose of deténgite
rate of return to be credited to the employee'sat; and shall not be treated or interpreted ynraanner
whatsoever as a requirement or direction to agtuallest assets in Company shares or any othestiment
media. The Plan, as an unfunded, nonqualified dedesompensation plan, shall not have any actual
investment of assets relative to the benefits coawts hereunder.

(b) Deferred amounts credited to the employee'swaticas cash shall bear interest from the date the
awards would otherwise have been paid. The interesiited to the account will be compounded attine of
each calendar quarter, and the annual rate oksttapplied at the end of any calendar quartef kbal
determined by the Board of Directors from timeitoet. In addition, if the employee's account undier t
Predecessor Plan has been transferred to an aegudsnt this Plan as of January 1, 1984 effective dathis
Plan, then the employee's account under this Plalhtse credited as of such date with the amowedited to
the employee's account under the Predecessor PfrDeecember 31, 1983, and such amount shall bear
interest in accordance with the preceding sentéoee the effective date of the Plan. An employee'sount
under the Predecessor Plan shall be transferrad é@count under this Plan, if the employee is eygal by a
Participating Company on the effective date ofRten.

(c) To the extent that an employee elects to haferded amounts credited to his or her account as
deferred Company shares, such employee's accaalhbsicredited as of the date(s) on which thetedla
award(s) would otherwise have been distributecash¢with the number of shares of Company stocklequ
the number of such shares that could have beehgsed with the dollar amount of such award(s)eat th
average of the high and low sales prices of Companymon shares on the New York Stock Exchange
("NYSE") for the last day of the month preceding ttay on which the related award(s) would othenese
been distributed in cash or, if on such date the&SEYs not operating and open to the public foritrgda
"Business Day"), on the Business Day most recqmdgeding such day. Deferred amounts relating tardsv
which would otherwise have been distributed in Canmypcommon shares shall be credited to the emplbyee
account with an equivalent number of deferred Camishares. Deferred amounts credited to the emplpye
account as deferred Company shares shall also be
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credited on each dividend payment date for Comséiayes with an amount equivalent to the dividendple

on the number of Company common shares equal toutmbder of deferred Company shares in the empleyee'
account on the record date for such dividend. Susbunt shall then be converted to a number of idait
deferred Company shares determined by dividing smebunt by the price of Company common shares, as
determined in the following sentence. The pric€ofmpany common shares related to any dividend payme
date shall be the average of the daily high anddales prices of BellSouth common shares on theE\f6%

the period of five Business Days ending on suckddivd payment date, or the period of five Busirizags
immediately preceding such dividend payment datieeifdividend payment date is not a Business Day.

(d) In the event of any change in outstanding Camggammon shares by reason of any stock dividend
or split, recapitalization, merger, consolidatioambination or exchange of shares or other simigporate
change, the Board of Directors shall make suchstjents, if any, that it deems appropriate in tivalmer of
deferred Company shares then credited to emplogeesunts. Any and all such adjustments shall be
conclusive and binding upon all parties concerned.

4. DISTRIBUTION

(a) At the time an eligible employee makes an &adb participate in the Plan, the employee shislh
make an election with respect to the distributidaring the employee's lifetime or in the eventhaf t
employee's death) of the amounts credited to th@#mme's deferred account. Such an election retated
awards otherwise payable currently in any calegdar shall become irrevocable on the last day poidne
beginning of such calendar year. Amounts relateaistards which would have been distributed in caghé
absence of a deferral election shall be distribuiezhsh. In the case of amounts credited to thelayee's
account as deferred Company shares, the amoum¢ absh distribution shall be determined by mujiig the
number of deferred Company shares in the emplogeetsunt by the price of Company common shares. For
purposes of the preceding sentence, the price wip@oy common shares shall be the average of thetdgh
and low sales prices of Company common shareseoNYSE for the last Business Day of the month
preceding the payment date (described in Sectio)).4mounts related to awards which would havenbee
distributed in Company common shares in the absehaeleferral shall be distributed in the formaofequal
number of Company common shares.

(b) An employee may elect to receive the amouredited to the employee's account in one payment or
in some other number of approximately equal anmsthllments (not exceeding 20). The first instair(or
the single payment of the employee has so elestel) be paid as soon as administratively prackicab
following the first day of the calendar quarter nfotlowing the earlier of (1) the end of the moimhwhich the
employee attains the age specified in such eletionearlier than age 55), or (2) the end of tleatin in
which the employee retires from a Participating @any, or otherwise terminates employment with arghs
company (except for a transfer to another such emy)p

(c) Notwithstanding an election pursuant to thist®a 4, Paragraph 4(b), the entire amount then
credited to the employee's account shall be pamddiately in a single payment if an employee isliisged
for cause by his company, or if an employee otherweases to be employed by his company and beeomes
proprietor, officer, partner, employee, or otheevicomes affiliated with any business that isoimjgetition
with Company or any of its subsidiaries, or becoeraployed by a governmental agency having jurigzhict
over the activities of Company or any of its sulzsids.
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(d) An employee may elect that, in the event thelegree should die before full payment of all amsunt
credited to the employee's account, the balanteeadeferred amounts shall be distributed in oryengat or ir
some other number of approximately equal annuédlingents (not exceeding 10) to the beneficiary or
beneficiaries designated in writing by the emplgyef no designation has been made, to the esfate
employee in a lump sum. The first installment (@ single payment if the employee has so electe) lse
paid as soon as administratively practicable foifmnthe first day of the calendar quarter nextdaihg the
month of death.

(e) Installments subsequent to the first installihterthe employee, or to a beneficiary or to the
employee's estate, shall be paid as soon as admiiviely practicable following the first day ofelapplicable
calendar quarter in each succeeding calendar ywihthe entire amount credited to the employeefened
account shall have been paid. Deferred amountsgeeiding distribution shall continue to be crediéth
interest or additional deferred Company shareapa$icable, determined in accordance with this iSeet,
Paragraph 3(a), (b) and (c).

(f) The obligation to make distribution of deferrashounts credited to an employee's account durig
calendar year plus the additional amounts creditesuch deferred amounts pursuant to this Section 4
Paragraph 3(a), (b) and (c) shall be borne by #radipating Company which otherwise would havedgaie
related award currently. However, the obligatiomtake distribution with respect to deferred amowvtiech
are related to amounts credited to an employeetsuat as of the effective date of the Plan, purstathis
Section 4 Paragraph 3(a), and with respect to wiicRarticipating Company would otherwise have plaéd
related award currently, shall be borne by theiipating Company which employed the employee @n th
effective date of the Plan.

(g) For the purposes of this Section 4, an elediscribed in Paragraph 4(a) or a beneficiary
designation described in Paragraph 4(d) made uhdesomparable provision of the Predecessor Plalh tsh
considered as an election or beneficiary designatespectively, made under this Section 4.

SECTION 4A. ADDITIONAL PAYMENT.

1. Each Participating Company shall pay to eachidjaant, as defined below, an amount determinetbuthis
Section at those times and in the manner presciibiis Section notwithstanding any other obligatof the
Participating Company to any person under the giherisions of this Plan.

2. For purposes of this Section:

A. "Participant” means any person who participatebe Nonqualified Plan in a Plan Year and any
Executive who participates in a Savings Plan itea R'ear.

B. "Plan Year" means each calendar year, but ®fitht Plan Year means February 1, 1985 through
December 31, 1985.

C. "Computation Date" means December 31 of eaah Péar.

D. "Payment Date" means (i) with respect to amoaatsued under this Section 4A prior to May 1,
1994, the second anniversary of each Computatide,@ad (ii) with respect to amounts accrued utiier
Section 4A after April 30, 1994, the day in eachnthoon which Participants' regular monthly payclseaie
delivered.



E. "Nonqualified Plan" means the BellSouth CorpiorafNonqualified Deferred Compensation Plan.

F. "Savings Plan" means the BellSouth Retiremeuinga Plan (the "RSP") and any predecessor or
successor plan.

3. (A) For periods prior to May 1, 1994, each Rgptting Company shall pay to each Participantawhe
Payment Date an amount equal to:

(1) The dollar amount, if any, actually deferredtbg Participant pursuant to the Nonqualified Ritan
the Plan Year (or, in the case of Plan Year 1982 period prior to May 1, 1994) in which the Congtign
Date occurs, notwithstanding the amount that thrédizant elected to defer pursuant to that pladifferent,
plus the amount, if any, equal to the remainingetssary paid to the Participant during the PlaarYer, in
the case of Plan Year 1994, the period prior to Ma$994) in excess of the amount of such Partitipa
compensation which may be taken into account uSdetion 401(a)(17) of the Internal Revenue CodEo86.
as amended (the "Code"), or any successor proviglaos, in the case of Participants who participatend
make the maximum allowable contribution to the RBR Plan Year (or, in the case of Plan Year 1894,
period prior to May 1, 1994), the amount of badarggexcluding any base salary taken into accomdier the
preceding provisions of this paragraph 4A.3(A)g3)d to the Participant during the Plan Year inemscof the
amount of base salary that would produce the maxireontribution to the RSP for a Participant who
contributed to the RSP six percent (6%) of hisarHligible Compensation, as that term or its rephaent is
defined in the RSP, for the Plan Year (or, in thgecof Plan Year 1994, the period prior to May284),

(2) multiplied by the lesser of six percent (6%}t percentage of such Participant's Salary gt
Compensation, as those terms or their replaceragatdefined in the Savings Plan, which the Paditip
actually caused to be contributed as before-taaftertax contributions to the Savings Plans in the Flaar in
which the Computation Date occurs (or, in the add@lan Year 1994, the period prior to May 1, 1994)
notwithstanding the amount elected to be contribtbethe Savings Plans, if different; provided, lever, that
Participants who make the maximum allowable contiin to a Savings Plan in a Plan Year (or, indhase of
Plan Year 1994, the period prior to May 1, 1994lishe deemed, for purposes of this Paragraph #)\(3), to
have caused to be contributed six percent (6%t Salary or Eligible Compensation for such PlaarY(or,
in the case of Plan Year 1994, the period pricMéy 1, 1994),

(3) multiplied by the applicable percentage detesdifor that Plan Year (or, in the case of PlanrYea
1994, the period prior to May 1, 1994) in which @emputation Date occurs as the percentage at which
contributions by the Participant to the relevantifgs Plan are matched by Company contributions,

(4) plus an amount of interest for the period beijig on the first day of the Plan Year in which the
Computation Date occurs and ending on the Paymatg, Which interest shall be calculated on the damsés
as interest is calculated on cash awards deferrdérithis Plan.

(B) For periods after April 30, 1994, each Partitipg Company shall pay to each Participant on each
Payment Date an amount equal to:

(1) the dollar amount, if any, actually deferredtbg Participant pursuant to the Nonqualified Féan
the pay period in which such Payment Date occusyithstanding the amount the Participant
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elected to defer pursuant to that plan, if différ@ius the amount, if any, equal to the remairbage salary
paid to the Participant for such pay period in escef the amount of such Participant's compensatiooh
may be taken into account under Code Section 40Mg)or any successor provision, plus, in the cdse
Participants who participate in and make the marinallowable contribution to the RSP for such pasiqzk
the amount of base salary (excluding any baseystdken into account under the preceding provisairthis
paragraph 4A.3(B)(l)) paid to the Participant dgrsuch pay period in excess of the amount of balseysthat
would produce the maximum contribution to the R8Paf Participant who contributed to the RSP sixeet
(6%) of his or her Eligible Compensation, as tleatt or its replacement is defined in the RSP, tichgday
period,

(2) multiplied by the lesser of six percent (6%}lwe percentage of such Participant's Salary gttt
Compensation, as those terms or their replaceraeatdefined in the Savings Plans, which the Ppgiti
actually caused to be contributed as before-taafter-tax contributions to the Savings Plans fahspay
period, notwithstanding the amount elected to berdmuted to the Savings Plans, if different; poad,
however, that Participants who make the maximuowadble contribution to a Savings Plan for a payauker
shall be deemed, for purposes of this paragrapB(8X2), to have caused to be contributed six per@)
of such Salary or Eligible Compensation for such period,

(3) multiplied by the applicable percentage deteadifor such pay period as the percentage at which
contributions by the Participant to the relevantiSgs Plan are matched by Company contributions.

4. A Participant who terminates employment shakbttled to receive amounts payable under ParagBagf
this Section 4A on the Payment Dates otherwisedidbd except in the case of any termination of eymplent
as described in Section 4, Paragraph 4(c), in winegnt all amounts otherwise payable under Sedi#gn
Paragraph 3 shall be immediately forfeited.

5. In the event of a Participant's death priorteipt of all amounts under Paragraph 3 of thisi@edA, all
such unpaid amounts (except as provided in Sed#igriParagraph 4) shall be paid in a lump sum to the
participant's estate as soon as is practical fatigwais death.

SECTION 5. MISCELLANEOUS

(1) The Participating Company only has contractiiigations to make payments to, or on behalfha, t
Executive or Participant. The deferred amountgedlgo each Participating Company shall be hettién
general funds of such company. A Participating Camypshall not be required to reserve or otherwéseaside
funds for the payment of such deferred amountscéiiees and Participants (and any other person who
acquires a right to receive payments from a Pagtaig Company under this Plan) have the statgeoéral
unsecured creditors of the Participating CompargthMg contained in this Plan shall create or bestroied to
create a trust of any kind or a fiduciary relatioipsbetween any Participating Company and any Brexor
Participant. The rights of (or attributable to) dwecutive or Participant hereunder may not be, ssdigned
(either at law or in equity), transferred, pledgedcumbered or subject to attachment, garnishrteant,
execution or other legal or equitable process.staill any interest of the Executive or Participaatsubject to
the claims of any creditor of the Executive or Rgrant. Finally, no Executive or Participant shave any
rights in any specific assets of any Participafiggnpany. Any accounting reserve established asudt ref the
Plan only reflects a contractual obligation of Begticipating Company on its books of accountind does nc
constitute a segregated fund of assets or sepam@itiassets, and the obligations of each Particig&ompany
only are payable from its operating assets atithe the payment is due.
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(2) In addition, (i) if any payment is made to @tributable to) an Executive or Participant wigspect to
benefits described in this Plan from any sourcargyed by Company or a Participating Company inoigdi
without limitation, any fund, trust, insurance amg@ment, bond, security device, or any similarragesment,
such payment shall be deemed to be in full and ¢etmpatisfaction of the obligation of the Partatipg
Company under this Plan to the extent of such paymeif such payment had been made directly by the
Participating Company; and (ii) if any payment frarsource described in clause (i) above shall tderia
whole or in part, prior to the time payment woultlhade under the terms of this Plan, such paynhafittse
deemed to satisfy the Participating Company's alibg to pay Plan benefits beginning with the bneffiich
would next become payable under the Plan and aongrin the order in which benefits are so payaiii|
the payment from such other source is fully recestein determining the benefits satisfied by a paym
described in clause (ii), Plan benefits, as thegolree payable, shall be discounted to their valuz #se date
such actual payment was made using an interestgai to the valuation interest rate for defeaeduities as
last published by the Pension Benefit Guaranty Gmxion prior to the date of such actual paymdrihd
benefits which actually become payable under tlds,Rafter applying the discount described in trexpding
sentence, are less than the amount of the paymeetsribed in clause

(i), any such shortfall shall not be collectednfror enforced against the Executive or Particigand
claim by the Participating Company.

(3) The Board of Directors may at any time makengfes in the Plan or terminate the Plan, but suehgés o
termination shall not adversely affect the rightaumy employee or Participant, without his consemngny
benefit under the Plan to which such employee didi@gant may have been previously entitled pratte
effective date of such change or termination. Thei@nan or the Responsible Officer with the conence of
the General Counsel of the Company shall be asthdtio make minor or administrative changes tdPthe.
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Exhibit 10-1

BELLSOUTH NONQUALIFIED DEFERRED
COMPENSATION PLAN

(As amended and restated effective as of Janu&9QaB)

BellSouth Corporation (“BellSouth”) establishedtbe first (1st) day of January, 1985, the BellSouth
Nonqualified Deferred Compensation Pl“Plan”) for certain executive employees and all Mmployee
Directors of BellSouth and its adopting subsidigriend the Plan was subsequently amended frontditirae.
The Plan is now hereby amended and restated, igffexs of January 1, 2005, and as so amended staded
is intended to comply with the requirements of @ecti09A of the Internal Revenue Code of 1986, as
amended, with respect to all benefits under tha Plat are subject to Section 409A. Subject tdith#ations
contained in Atrticle 2 of the Plan, and exceptgmessly provided herein, the Plan as so amendadestated
shall hereafter apply to all Deferral Agreemenis|uding those executed before this effective dateer the
Plan.

ARTICLE 1
DEFINITIONS
11 “Base Salary” means the gross salaiy  executive employees, not including
Nonemployee Directors, plus the amount of any k-tax basic and supplemental contributions to the
BellSouth Retirement Savings Plan and the amouatgfother deferrals from gross salary under any
nonqualified deferred compensation plans which r@ynaintained by an Employer from time to time.
1.2 “Board” means the Board of Director8eflSouth.

1.2A  “Change in Control Severance Plan” memassverance plan (or plans) adopted under the
terms of the Company Disclosure Letter to the MeAgreement (as defined in Section 1.14A below).

13 “Code” means the Internal Revenue Qde986, as amended.
14 “Compensation” means Net Monthly SalaryNet Directors Fees and Retainers.
15 “Compensation Ratefeans the cash compensation of an Employee Partigiipcluding (i

annual Base Salary rate in effect on the date #ferial Agreement is executed and (i) the standhaodt-term
award amount in effect on the date the DeferraleAgrent is executed for an Employee Participantig/lao
officer in the executive compensation group or llsum payments under incentive compensation programs
received for performance rendered during the calepdar preceding the year in which the Deferrale&gien
is executed for an Employee Participant other #ranfficer in the executive compensation group.

1.6 “Deferral Agreement” means an agreerpamsuant to which deferral elections under this

Plan are made and includes a standard Fixed Béxgftement for Nonemployee Directors, substantiallhe
form of Exhibit A hereto, a standard Fixed Benéfifreement for Employee Participants, substantiallhe
form of Exhibit B hereto, a standard Deferral Agrnemt which allows Nonemployee Directors to select
between a Fixed Benefit Agreement and a Stock Algrieement, substantially in the form of Exhibit €réto;
a Deferral Agreement for deferral of certain lunpnspayments by Employee Participants, substaniialiie
form of Exhibit D hereto; and includes any modifioas to such agreements or such other agreemeai® a
approved from time to time for use in connectiothwhis Plan as described in Article



1.7 “Designated Beneficiary” means the by designated by a Participant as provided in
Section 6.1.

1.8 “Disabled” or “Disability” means, witlespect to a Norandfathered Participant, any of
following:

(€) the inability of the Participant to egg in any substantial gainful activity by reasbamy
medically determinable physical or mental impairim&hich can be expected to result in death or @n b
expected to last for a continuous period of nat tesn 12 months; or

(b) the Participant is, by reason of any ety determinable physical or mental impairment
which can be expected to result in death or caexpected to last for a continuous period of na tean 12
months, receiving income replacement benefits foergod of not less than 3 months under an accideat
health plan covering employees of the Employer.

1.8A “Effective Date” means January 1, 2005,dhte as of which the Plan is amended and
restated.

1.9 “Eligible Person” means an executive kyge of an Employer or Nonemployee Director
who is authorized by the Board to participate is filan and is presented a Deferral Agreementfecion.

1.10 “Employee Participant” means an EligiBkrson other than a Nonemployee Director.

1.11  “Employer” means (i) BellSouth and (ii)yasubsidiary of BellSouth, at least eighty percent
(80%) of the capital stock of which is owned byIBelth or by one or more subsidiaries of BellSatithe
Board of Directors of that subsidiary adopts thenRind if that subsidiary’adoption of the Plan is approvec
the Board or its designee.

1.12 “ERISA” means the Employee Retiremenbine Security Act of 1974, as amended.

1.12A “Executive Severance Agreement” means &Bath executive change in control agreement
entered into by and between an executive who &récipant in this Plan and BellSouth, as amendetia
superseded from time to time, providing certaindfiés in the event of a change in corporate condfol
BellSouth.

1.13 “Fixed Benefit Agreement” means a Defefrgteement which provides for a fixed benefit at
Retirement under Section 5.1.

1.13A “Grandfathered Participant” means any Pipdict other than a Non-Grandfathered
Participant.

1.14  “Interim Distribution” means a distributispecified as an Interim Distribution in a Deférra
Agreement.



1.14A “Merger” means the planned merger, purstmthe Agreement and Plan of Merger dated as
of March 4, 2006 (the “Merger Agreement”), by amdamg BellSouth, AT&T Inc. (“AT&T"), and ABC
Consolidation Corp., a Georgia corporation and Wyholvned subsidiary of AT&T (“Merger Sub”), pursuan
to which, at the “Effective Time”as defined in the Merger Agreement), BellSouth béllmerged with and in
the Merger Sub.

1.15 “Net Credited Service” means an Employaeiipant’s net credited service as defined in the
BellSouth Corporation Personal Retirement Accowrtdfon Plan under the terms of such plan in effadhe
Effective Date, except that it shall include ortig tportion of an Employee Participant’s net cretligervice as
is attributable to service with BellSouth, an Enygloor any other corporation which is a membehefsame
controlled group of corporations, within the meanaf Code Section 414(b), as BellSouth and anyetad
business (whether or not incorporated) which issurmdmmon control with BellSouth, within the meanif
Code Section 414(c).

1.16 “Net Monthly Salary” or “Net Directors Feand Retainers” means the amount of a
Participant’'s Base Salary or Directors Fees andiRets which actually is paid to him or her in angnth net
of all withholding, allotments, and deductions attrean any reduction as a result of participatiothis Plan.

1.17 “Nonemployee Director” means a membehefBoard, or a member of the Board of
Directors of any other Employer, who is not coneantlty a common law employee of an Employer.

1.17A *“Non-Grandfathered Participant” means amyplbyee Participant who (a) is described in
Section 5.5A or Section 5.5B, or (b) otherwisetfilecomes eligible for a Retirement benefit, osdie
becomes Disabled, on or after January 1, 2005.

1.18 “Participant” means an Eligible Person whas executed a Deferral Agreement which is
accepted by an Employer under Article 4.

1.19 “Plan Administratorfneans the Chief Executive Officer of BellSouth @my individual o
committee he designates to act on his behalf wedpect to any or all of his responsibilities hecan
provided, the Board may designate any other pemsocommittee to serve in lieu of the Chief Exece
Officer as the Plan Administrator with respect hy ar all of the administrative responsibilitiesdender.

1.20 “Plan Year” means (i) February 1, 19850tigh December 31, 1985, and (ii) each calendar
year thereafter through 1996. For certain Empldyasicipants designated by the Board, “Plan Yekst a
means calendar year 1997. For Nonemployee Dire¢flan Year” also means the period from January 1,
1997 through April 30, 1997, and for certain Nonéogpe Directors designated by the Board, “Plan Yeiso
means (A) May 1, 1997, through April 30, 1998, B3y 1, 1998, through April 30, 1999, and (C) May 1,
1999, through April 30, 2000, to the extent the Boshall designate.

1.20A “Rabbi Trust Agreements” means each ahdfahe: (i) BellSouth Corporation Trust Under
Executive Benefit Plan(s); (ii) BellSouth Telecommmations, Inc. Trust Under Executive Benefit P&n(iii)
BellSouth Enterprises, Inc. Trust Under Executiwn&it Plan(s); (iv) BellSouth Corporation Trustdém
Executive Benefit Plan(s) for Mobile Systems Exe@s; (v) BellSouth Corporation Trust Under Execeti
Benefit Plan(s) for Advertising and Publishing Exteees; (vi) Trust Under Executive Benefit Planf®)
Certain BellSouth Companies; (vii) BellSouth Comtton Trust Under Board of Directors Benefit Planénd
(viii) BellSouth Telecommunications, Inc. Trust WrdBoard of Directors Benefit Plan(s); in each case
amended from time to time.



1.21 “Retirement” means (1) any terminatiorewfployment by a Nonemployee Director and (2)
any termination of employment by an Employee Pigrict who is (or would be) eligible for a pensiother
than a deferred vested pension, under the termsamtitions of the BellSouth Personal Retirementcimt
Pension Plan, or comparable plan maintained b¥thployer employing such Participant, under the teofn
such plans in effect on the Effective Date. Addititly, “Retirement’means any termination of employment
an Employee Participant who has attained age @&ler and whose Net Credited Service is ten yeansave
at the time of employment termination.

Notwithstanding anything to the contrary hereineathe Merger, with respect to any Non-
Grandfathered Participant who otherwise satisfagerof the alternative definitions of Retiremensaéed
above, “Retirement” also means the terminationnopleyment by the NoGrandfathered Participant if at st
time (A) the sum of (i) plus (ii) equals or excesgsenty-five (75) years where (i) is the Non-Gfatitered
Participant’s whole years and whole months of agk(@) is the Non-Grandfathered Participant’s whgpéars
and whole months of Net Credited Service, and iB)Non-Grandfathered ParticipanNet Credited Service
at least ten (10) years (the “Rule of 75”).

1.22 “Retirement Benefit” means a benefit sfedias a Retirement Benefit in a Deferral
Agreement.

1.22A “Section 409A’means Code section 409A and the Treasury regutatipnther authoritativ
guidance issued thereunder. Whenever the termgeftstulo Section 409A” or “to the extent permitted b
Section 409A” (or any such similar reference stodadicate that a Plan provision is subject toti®acd09A)
are used, such terms shall be interpreted to niedritte applicable Plan provision shall be effectwly if and
to the extent such provision would not trigger pgni@xes or interest under Section 409A.

1.23 “Share” means a share of $1.00 par valoemen stock of BellSouth.

1.24 “Stock Unit'means a bookkeeping entry representing the equivafeone Share credited ti
Participant as described in Section 4.5.

1.25 “Stock Unit Agreement” means a Deferratégment which provides a benefit at Retirement
under Section 5.1 based upon Stock Units.

ARTICLE 2

TERM; AMENDMENT

This Plan may at any time or from time to time beeaded and modified and shall be effective until
terminated by the Board; provided that no suclpacihall accelerate or postpone the time or sckesful
payment of any Plan benefits except as may be ptedninder Code Section 409A and regulations tmeteu
This Plan originally provided for Plan Years 1988otugh 1998 with Plan specifications and applicaterest
rates being approved by the Board for each sepBtateYear. Notwithstanding the foregoing, effeetiv
November 25, 1996, no deferrals will be permitteder the Plan except with respect to the Plan Y
described in Section 1.20 and then only to therdsovided in resolutions adopted by the Board.

Notwithstanding the foregoing, no contractual rigregated by and under any Deferral Agreement on
the date of termination or amendment shall be aissbby the termination or amendment of this Pldess
the Participant who executed such Deferral Agre¢remsents. Participants have no other right @rést in
the continuance of this Plan in any for



ARTICLE 3

ADMINISTRATION; INTERPRETATION

3.1 _Claim Procedure

(€) Initial Claim Claims for benefits under the Plan may be filethwhe Plan Administrator
on forms or in such other written documents asPtlae Administrator may prescribe. The Plan Admnaistr
shall furnish to the claimant written notice of tfisposition of a claim within 90 days after thekgation
therefor is filed. In the event the claim is deniet notice of the disposition of the claim sipathvide the
specific reasons for the denial, citations of theipent provisions of the Plan, and where appedgrian
explanation as to how the claimant can perfectthien and/or submit the claim for review.

(b) Appeal Any Participant or Designated Beneficiary who hasn denied a benefit shall be
entitled, upon request to the Plan Administratmmppeal the denial of the claim. The claimanhferduly
authorized representative) may review pertinentdaents related to the Plan and in the Plan Admatist's
possession in order to prepare the appeal. Thesedur review, together with written statementtoef
claimant’s position, must be filed with the PlannAidistrator no later than 60 days after receipghefwritten
notification of denial of a claim provided for irr&ion 3.1. The Plan Administrator’s decision shallmade
within 60 days following the filing of the requdst review. If unfavorable, the notice of the démisshall
explain the reasons for denial and indicate theipians of the Plan or other documents used teaat the
decision.

3.2 InterpretationThe Plan Administrator shall have the exclusesponsibility and complete
discretionary authority to control the operationl @dministration of the Plan, with all powers nezeyg to
properly carry out such responsibility, includinghwut limitation, the full and exclusive power (i interpret
the terms and conditions of this Plan and any Deférgreement, including the power to construe aubus
or uncertain terms, (ii) to establish reasonabtegdures with which Participants must comply toreise any
right established hereunder or any contractuat egtablished under the Deferral Agreement, @iijietermine
status, coverage, eligibility for and the amounbenefits, and all questions arising in correcttoerewith, and
(iv) to resolve all questions that arise in theragien and administration of this Plan. The rigéutsl duties of
Participants and other persons and entities afjeciub, and governed by, such acts of adminisinati
interpretations and procedures. All actions or mheiteations of the Plan Administrator (or its delegg under
this Article 3 shall be final, conclusive and bingdion all persons.

3.3 PosMerger Plan AdministrationNotwithstanding anything to the contrary in tRian,
following the Merger, responsibility for administi@n of the Plan shall be determined under the sesfrthe
Rabbi Trust Agreements. As provided in the RabbisTAgreements, claims for benefits, appeals oéfien
denials and Plan interpretations shall be made‘fiyust Contractor” or “Independent Fiduciary” (@sch
terms are defined in the Rabbi Trust Agreemenss)ha case may be. At any time during which a Trust
Contractor or Independent Fiduciary shall, undertdrms of the Rabbi Trust Agreements, have sush Pl
administrative responsibilities, the term “Plan Adrstrator” as used in this Plan shall refer totsticust
Contractor or Independent Fiduciary.




ARTICLE 4

DEFERRAL AGREEMENT

4.1 Election to Defer

(a) As hereinafter provided and subjea@doeptance by an Employer, (i) an Eligible Person
may elect to reduce the amount of Compensationhwihilt be paid to him or her during any Plan Yegr b
executing and delivering to his or her Employea itimely fashion a standard Deferral Agreement tsutbiglly
in the form of Exhibit A, Exhibit B or Exhibit C heto, as presented to such Eligible Person, apdrii
Employee Participant may elect to reduce the amotuiatiump-sum payment to which he or she may becom
entitled in connection with separation under a svee arrangement approved by the Board as aplgitab
this Plan by executing and delivering to his or Beployer in a timely fashion a Deferral Agreement
substantially in the form of Exhibit D hereto, asgented to such Employee Participant.

(b) The Board shall determine who is aniBlegPerson under the Plan for each Plan Year and
the terms and conditions of Deferral Agreementse@resented to such Eligible Persons, includieg th
maximum amount of Compensation subject to defemder Section 4.4, the interest rate approved for
calculating Retirement Benefits for Fixed Benefgrdements under Section 4.2, the timing and numiber
Retirement Benefit payments under Section 5.1 d&rahy Interim Distributions under Section 5.2. TBeard
may limit the number of deferrals by any Eligiblerfon and may vary the terms and conditions of izedfe
Agreements applicable to Eligible Persons based tip® number of an Eligible Person’s previous defer
the classification and/or Employer of an Eligiblerson or for any other reasons. Only Nonemployeediirs
of BellSouth shall be offered Stock Unit Agreemamtsler the Plan.

4.2 Creation of Contractual ObligatioAn Employer which accepts a properly executed and
timely delivered Deferral Agreement for a Plan Year evidenced by the execution of such Deferral
Agreement (including by facsimile signature) byddficer of such Employer or by an officer of Beligh on
behalf of such Employer, agrees to pay to the &patnt or to his or her Designated Beneficiarylibaefits
described in Article 5, which shall be calculateddd upon (i) the amount deferred by each Partitigfid
either (A) interest rates established for such Bafé\greement by the Board or its delegate andiegpo that
amount quarterly for the time which elapses betwberPlan Year and the date of benefit payment®)in
the case of Stock Unit Agreements, share pricedandend performance as described in Section /8 (&)
other factors established in this Plan and by tber® or its delegate.

4.3 Timing of ElectionAn Eligible Person may execute and deliver todnieer Employer a
standard Deferral Agreement, substantially in threnfof Exhibit A, B or C hereto, on or before Novsen 30
of any calendar year (or on or before Decembefl284 in the case of BellSouth Nonemployee Director
elections for Plan Year 1995), to reduce the Elegferson’s Compensation only for the next subsgdelan
Year. In addition, an Employee Participant may exeand deliver to his or her Employer a Deferral
Agreement, substantially in the form of Exhibit Br&to, in connection with a lump-sum payment descrin
Section 4.1(b) of this Plan within the time perfm@scribed by his or her Employer, but in no evatar than
the day preceding the day on which he or she eimtra separation agreement with the Employer.
Notwithstanding any other provisions of this Plarany Deferral Agreement, no deferral Agreementl e
effective to defer Compensation (or other amouttictvis earned by any Eligible Person on or befoeedate
upon which the Deferral Agreement is properly exedwand timely delivered to the Particif’s Employer



4.4 Amount of Deferral

() An Employee Participant may elect téedeuring any Plan Year a dollar amount which is
less than or equal to a specified percentage afrtier Compensation Rate applicable to the Plaar ¥aunde
to the next highest one thousand dollars. The Bshatl establish the specified percentage of the
Compensation Rate applicable to each Plan YearoseMployee Director may elect to defer any dollar
amount which is less than or equal to one hundeedgmt (100%) of his or her Compensation duringRiaa
Year to which the Deferral Agreement applies. Nttatianding any provision of any Deferral Agreemamt
this Plan to the contrary, the Deferral Agreemédra Barticipant shall be modified automaticallypécessary
such that all actual reductions pursuant to hisesrDeferral Agreement are made from his or herNitthly
Salary or his or her Net Directors Fees and Retsine

(b) An Employee Participant may elect toetlef portion of a lump-sum payment to which he or
she may become entitled as described in Sectigh)4rlan amount not to exceed the dollar amountbigh
any election of deferrals under paragraph (a) isf$lection 4.4 for the Plan Year in which the Ergpl®
Participant terminates employment have not beesfigat at the time of termination of employmentcept as
may be otherwise approved by the Board.

45 Stock Units

(€) Benefits paid to or on behalf of atlgrant with respect to a Stock Unit Agreementdor
Plan Year will be based upon the value of the Stdeits in such Participarg’Stock Unit account for such P
Year except as otherwise specifically providedhis Plan. An Employer shall credit Stock Units tels
Participant’s account during the Plan Year for varécStock Unit Agreement is in effect for each dbs
Compensation otherwise would be paid to such Rgatit equal to the amount of such Compensationeslec
be deferred under the Stock Unit Agreement diviokethe average of the high and low sales price $itiare
on the New York Stock Exchange (“NYSE") on suched@tr the immediately preceding trading day if the
NYSE is closed on such date.) An Employer shathier credit to such Participis Stock Unit account with
respect to such Stock Unit Agreement for each divitpayment date an amount of additional StocksUnit
equal to the dividends that would have been paithemumber of Shares equivalent to the Stock Umissich
account as of such dividend payment date dividethéyaverage of the daily high and low sales prites
Share on the New York Stock Exchange (“NYSE”") fug period of five trading days ending on such diwidl
payment date (or the period of five trading daymidiately preceding such date if the NYSE is clazeduct
date).

(b) Payments from a Participant’s Stock Witount for a Stock Unit Agreement shall be based
upon the value of the Stock Units in such accoardfahe January 1st, first day of a quarter, beotlate as of
which payment is scheduled to be made. In the @baeStock Unit Agreement that provides for themant ol
a Retirement benefit in installments, the paymenghy such installment shall be based on the afitiee
number of Stock Units equal to the total numbeS$taitk Units in the Participant’s Stock Unit accofartsuch
Agreement as of the close of the day for which gostallment payment is scheduled to be made divirjethe
number of remaining installments on such day (idiclg the installment scheduled to be paid on sagh)d he
value of each Stock Unit for payment purposes stplll the average of the high and low sales pfieeShar
on the NYSE on the date for which the paymentligedaled to be made (or the next succeeding trathygf
the NYSE is closed on such scheduled payment dette. humber of Stock Units corresponding to any
Retirement Benefit payment will be cancelled upachspayment as of the scheduled payment date.
Furthermore, the Stock Unit account of a Particignall be immediately cancelled upon the scheduled
payment date for a lump st



payment under Section 5.3A, 5.4, 5.5 or 6.1 or uperscheduled payment date for the first instatinoé a
payment, if applicable, under Section 5.5.

(c) In the event of any change in outstagd@hares by reason of any stock dividend or split,
recapitalization, merger, consolidation, spin-offmbination or exchange of shares or other siripgporate
change, the Board shall make such adjustmentyifthat it deems appropriate in the Stock Unitsliteg to
Participant’s accounts. Any and all adjustmentdl &leaconclusive and binding upon all parties coned.

4.6 No Deferrals Since 2008lo deferrals have been permitted under the Riere $lan Year
2000. No current or future deferrals shall be peediunder the Plan.

ARTICLE 5

PAYMENT OF BENEFITS

5.1 Retirement Benefit

(€) If a Participant terminates employmwith his or her Employer and is not immediately
reemployed by another Employer (or, in the case Wbn-Grandfathered Participant, by any other emtith
which his or her Employer would be considered glsiemployer under Code Section 414(b) or 414&)),
such termination constitutes a Retirement, or igronsubsequent termination from such an entity that
constitutes a Retirement, then the Employer slelitp the Participant the Retirement Benefits stateeach ¢
his or her Deferral Agreements as soon as admatiigly practicable after those dates specifiedHar
purpose in each Deferral Agreement. In the caseFoked Benefit Agreement, the Employer also simalke
any such Retirement Benefit payment to a Parti¢cipdio has remained employed through the date spécif
for such payment in his or her Deferral Agreem&he number of Retirement Benefit payments and éte d
upon which Retirement Benefit payments begin dhakstablished for each Plan Year by the Boartsor i
delegate and stated in the Deferral Agreement égddwy the Participant for each Plan Year.

(b) If a Grandfathered Participant is ordrees a proprietor, officer, partner, or employeeoof
otherwise is or becomes affiliated with (i) any iness that is in competition with any Employer igrgny
government agency having regulatory jurisdictioerahe business activities of any Employer, themnuthat
date, no further benefit payments shall be madeedParticipant, or any other person with respetheé
Participant’s participation in this Plan, under gmgvision or Section of this Plan, except thag, Barticipant
shall be paid in a lump sum as soon as adminigélgtpracticable after the first (1st) day of Jarydallowing
that date an amount with respect to each of thiecRemt's Deferral Agreements equal to (i) the amo
deferred pursuant to such Deferral Agreementplii} interest on such amount (adjusted to be tatke i
account all payments described in (iii) immediatedyow) credited separately at a rate equal toateepaid on
ten (10) year United States Treasury obligationsarh date for which interest is credited, compednd
quarterly, for each Plan Year between the Plan ¥ewahich the Deferral Agreement applies and treMeai
in which the act occurs or status is first attajriedlusive, (iii) minus the amount of all InteriBistributions
and Retirement Benefits, if any, paid to the Paréint or to which the Participant is entitled orbefore the
date the act occurs or status is first attainet veéspect to such Deferral Agreement; provided tkjaif the
above calculation results in a negative amountrekalt shall be deemed to be zero and such negatiount
shall not be collected from, or enforced agairs,Rarticipant as a claim by his or her Employed, @&) the
amount paid with respect to a Deferral Agreemeat iha Stock Unit Agreement will be the value wéls
Participant’s Stock Unit account for such Deferkgkeement as determined under Section 4.5(b) fon su
January 1st scheduled payment date if such valessshan the amount otherwise determined by apply),

(ii)



and (iii) immediately above to such Deferral Agresn This Section 5.1(b) shall be inapplicable wébpect
to any Non-Grandfathered Participant.

5.2 Interim DistributionsA Participant shall be paid the Interim Distriloums stated in each of
his or her Deferral Agreements as soon as admatiigtty practicable after those dates stated inBederral
Agreement. However, no Interim Distribution shadl dtated in a Deferral Agreement or paid to anyi¢hant
as a result of the Deferral Agreement if the Padit is age fifty-five (55) or older on any dayrihg the Plan
Year to which the Deferral Agreement applies. Needim Distribution shall be paid to a Participantar after
the date upon which the Participant or his or hesifnated Beneficiary receives any benefit or paytraader
any other Section of this Plan or any paragraghi©br her Deferral Agreement providing benefitsestthan
Interim Distributions. Notwithstanding the foreggirwith respect to any Plan Year or selected daffen any
Plan Year, the Board may specify alternative Imeliistribution schedules. No Interim Distributidmedl be
paid in connection with any Stock Unit Agreementiny Fixed Benefit Agreement which does not spexify
provide for such benefits.

5.3 Preetirement, Préisability Eligibility Death Benefit for Plan Yedr985. Regarding
deferrals for Plan Year 1985, if a Participant diasor before the date upon which he or she isdinsitled to
receive a benefit under Section 5.1 or Sectiontbeh his or her Designated Beneficiary shall bd paa lumg
sum as soon as administratively practicable afieffitst (1st) day of January following his or ldate of death
an amount equal to: (i) the amount of Compensatéferred pursuant to his or her Deferral Agreenfanilar
Year 1985, (ii) plus interest on such amount (aeji$o take into account all payments describddi)n
immediately below) credited separately at the agigroved for and applicable to his or her partiggrafor
Plan Year 1985, such rate to be compounded quaftereach Plan Year between Plan Year 1985 an@ldme
Year in which his or her death occurs, inclusivi, rinus the amount of all Interim Distributiongth respect
to such Deferral Agreement, if any, paid to thetiBigant or to which the Participant is entitled anbefore th:
date of his or her death. If the above calculatesults in a negative amount, the result shalldmted to be
zero and such negative amount shall not be cotlficten, or enforced against the Participant asarcby his
or Participant’'s Employer.

If the Participant’'s Designated Beneficiary recsiee is entitled to receive a benefit hereundemth
no person or persons shall receive or be entitleddeive any benefit or payment with respect thsu
Participant’s deferral for Plan Year 1985 under ather Section of this Plan or under any Deferrgie®ment,
notwithstanding any other provision of this Plaraay Deferral Agreement.

5.3A _PreRetirement Eligibility Death Benefit for Plan Yeakfter 1985. Regarding deferrals for
any Plan Year after 1985, if an Employee Partidipbes before the date upon which he or she woane: h
been eligible for Retirement (assuming a termimatibemployment), then his or her Designated Bereefy
shall be paid in a lump sum as soon as adminigélgtpracticable after the first (1st) day of Jaryudallowing
his or her date of death an amount with respeeath of the Participant’s Deferral Agreements fanFYears
after 1985 equal to (i) the amount deferred purstmsuch Deferral Agreement, (ii) plus interestsoich
amount (adjusted to take into account all paymdessribed in (iii) immediately below) credited segialy at
the rate approved for and applicable to his orpaeticipation for the Plan Year for such Deferrgréement,
such rate to be compounded quarterly for each Yéam between the Plan Year to which the Deferral
Agreement applies and the Plan Year in which hisesrdeath occurs, inclusive, (iii) minus the antafrall
Interim Distributions and Retirement Benefits, fifyapaid to the Participant or to which the Papteit is
entitled on or before the date of his or her death respect to such Deferral Agreement; provided if the
abovecalculation results in a negative amount, suchlreball be deemed to be zero and such negativeiai
shall not be collected from, or enforced agairst,Rarticipant as a claim by his or her Employer.




If a Nonemployee Director dies, or if an Employestiipant dies on or after the date upon which he
or she is eligible for Retirement, whether or netdn she has in fact terminated employment, armitrer case
if such death occurs prior to the Participant hgyxiommenced receipt of benefits or prior to havexpived al
benefits, as the case may be, payable in accordeitita Deferral Agreement under this Plan for Pfaars
after 1985, except as provided under Section Beh his or her Designated Beneficiary shall recallie
benefits, or continue to receive the remaining lienes the case may be, in accordance with tieééal
Agreement; provided, however, that each Grandfatharticipant shall have the right to elect, aretmke
any such election or make a new election, at ang pirior to his or her death, to have the deatlefiten
described in this sentence paid to his or her Desegl Beneficiary in a lump sum as soon as admatigely
practicable after the first day of January follog/ihe year in which the Grandfathered Participaed.dA lump
sum payment made pursuant to an election by a @tredled Participant in accordance with the pretgdi
sentence shall be in an amount with respect to ebitte Grandfathered Participant’s Deferral Agreats for
Plan Years after 1985 equal to: (i) the amountrefiepursuant to such Deferral Agreement, (ii) phisrest
on such amount (adjusted to take into accountaglinents described in (iii) immediately below) ctedi
separately at the rate approved for and applidatiiés or her participation for the Plan Year focls Deferral
Agreement, such rate to be compounded quarterlgdoh Plan Year between the Plan Year to which the
Deferral Agreement applies and the Plan Year irctvhis or her death occurs, inclusive, (iii) miring
amount of all Interim Distributions and Retirem&gnefits, if any, paid to the Grandfathered Payéat or to
which the Grandfathered Participant is entitlecbobefore the date of his or her death with respestich
Deferral Agreement; provided that (x), if the ab@aéculation results in a negative amount, suctlredall be
deemed to be zero and such negative amount shidenmllected from, or enforced against, the estathe
Grandfathered Participant as a claim by the Grahdfad Participans’ Employer, and (y) the amount paid v
respect to a Deferral Agreement that is a Stoclk Agieement will be the value of the Grandfathered
Participant’s Stock Unit account for such Deferkgkeement as determined under Section 4.5(b) fon su
January 1st scheduled payment date instead ohtbarg determined by applying (i), (i) and (iii) mediately
above to such Deferral Agreement.

If the Participant’s Designated Beneficiary recsiee is entitled to receive a benefit hereundemth
no person or persons shall receive or be entitleddeive any benefit or payment with respect thsu
Participant’s deferral for Plan Years after 1988emany other Section of this Plan or under anyeBeaf
Agreement, notwithstanding any other provisionhi$ Plan or any Deferral Agreement.

5.4 PreRetirement Eligibility Disability Benefit If an Employee Participant suffers a Disability
or becomes Disabled (with respect to GrandfathBeeticipants, as those terms are defined in thiSBeth
Executive Long Term Disability and Survivor ProtentPlan and the BellSouth Long Term DisabilityriPfar
Salaried Employees, as amended from time to tirafrb the date upon which he or she would have been
eligible for Retirement (assuming a terminatioreofployment), then he or she shall be paid by thpl&yer
in a lump sum as soon as administratively prackicafier the first (1st) day of January followirgetPlan Yea
in which the Disability occurs an amount with resp® each of the Participant’'s Deferral Agreemexjsal to
(i) the amount deferred pursuant to such Defergae@ment, (i) plus interest on each amount (a€dgui take
into account all payments described in (iii) imnaeiy below) credited separately at the rate apatdor and
applicable to his or her participation for the P¥ear for such Deferral Agreement, such rate to be
compounded quarterly for each Plan Year betweePRlgue Year to which the Deferral Agreement appdied
the Plan Year in which his or her Disability occurglusive, (i) minus the amount of all InteriBistributions
and Retirement Benefits, if any, paid to the Paréint or to which the Participant is entitled orbefore the
date of onset of Disability with respect to sucHddeal Agreement; provided that if the above cadtioh
results in a negative amount, such result shalldeened to be zero and such negative amount shdleno
collected from, or enforced against, the Partidigana claim by his or her Employer. If the Papticit receives
or is entitled to receive a benefit hereunder, theperson or persons shall receive or be entitledceive any
benefit or payment under any other Section of ffésy or under any Deferral Agreement, notwithstagdiny
other provisions of this Plan or any Deferral Agneat.




5.5 Termination of Employment Prior to Retnent or Disability If an Employee Participant
terminates employment with his or her Employer, smubt immediately reemployed by another Empldyper
in the case of a Non-Grandfathered Participangryyother entity with which his or her Employer ubbe
considered a single employer under Code Sectiofbd b4 414(c)), prior to death, Disability or Retinent,
then a benefit amount shall be paid to the Pagidipn a lump sum (or, in the case of a Grandfathe
Participant, either in lump sum or in five (5) aahinstallments, at the election of the Board)sasn as
administratively practicable after the first (1d8)y of January following his or her date of terntioa (and
anniversaries thereof in case of installments)ctvlaimount with respect to each of the Participabégerral
Agreements shall be equal to (i) the amount dedgpresuant to such Deferral Agreement, (ii) plusriest on
such amount (adjusted to take into account all gaendescribed in (iii) immediately below) credited
separately at a rate equal to the rate on teny@dl) United States Treasury obligations on eaah fdatwhich
interest is to be credited, compounded quartenlyefich Plan Year between the Plan Year to whieh th
Deferral Agreement applies and the Plan Year irctviine termination occurs, inclusive, (iii) mintie tamour
of all Interim Distributions and Retirement Bensfiif any, paid to the Participant or to which Beaticipant is
entitled on or before the date of his or her teation with respect to such Deferral Agreement; fted that if
the above calculation results in a negative amauwrt result shall be deemed to be zero and sugatine
amount shall not be collected from, nor enforceairasg, the Participant as a claim by his or her eygr. If
the Participant receives or is entitled to receiveenefit hereunder, then no person or personktkbalor
thereafter receive any benefit or payment underadingr Section of this Plan or any Deferral Agreetme
notwithstanding any other provision of this Plaraay Deferral Agreement.

5.5A Termination of Employment Under Chang€antrol Severance PlarA Participant (i) who
as of his or her termination of employment hassatisfied the age and service requirements foréteént,
(i) who will be treated under the Change in Coh8everance Plan as having satisfied such requiresngon
terminating employment under the circumstancesipétherein, and (iii) who elects on or befored@mber
31, 2006, to be covered under these terms, shakbémed to have made a new payment election tohiswe
her entire Plan benefit paid as if the Participategrmination of employment constituted a Retirenfienall
purposes of the Plan. Notwithstanding anythindheodontrary in this Plan, no such election mader aft
December 31, 2006, shall be valid and the new payeiection described above shall in no event cadhg
terms of payment with respect to benefits thatmtiee would have been paid in 2006, or to causengays to
be made in 2006.

5.5B _Termination of Employment Under ExecutB@verance Agreemen# Participant who has
an Executive Severance Agreement with BellSouth(gwho as of his or her “Termination Date,” adided
in the Executive Severance Agreement, has noffigatithe age and service requirements for Retiréngin
who will be treated under the Executive Severange@dment as having satisfied such requirements upon
terminating employment under the circumstancesipec¢herein, and (iii) who elects on or beforedember
31, 2006, to be covered under these terms, shakémed to have made a new payment election toHiswe
her entire Plan benefit paid as if the Participatgrmination of employment constituted a Retireinfienall
purposes of the Plan. Notwithstanding anythindhéodontrary in this Plan, no such election mader aft
December 31, 2006, shall be valid, and the new pay®lection described above shall in no eventghaine
terms of payment with respect to benefits that mifee would have been paid in 2006, or to causeneays to
be made in 2006.

5.6 Distributions to Code Section 409A Sfied Employees Notwithstanding any provision
this Plan to the contrary, with respect to any NBmandfathered Participant who is a “specified erpeds for
purposes of Code Section 409A, no payment of anygmoof the Non-Grandfathered Participant’s benefi
amount which is occasioned by the Non-GrandfathBwaticipant’s separation from service shall be enad
before the date that is six (6) months after the dasuch Participa’s separation from servic




ARTICLE 6

MISCELLANEOUS

6.1 Beneficiary Designatiorf a Participant dies and, on the date of hiserdeath, any bene
or benefits remain to be paid to the Participamtaurthe terms and conditions of this Plan, the mneima benefi
or benefits shall be paid to that person or persiesggnated by the Participant (“Designated Berafit) on
the form provided from time to time to the Partaip by his or her Employer in accordance with tleéebral
Agreement. If the Designated Beneficiary dies proiocompletion of all payments under the Deferral
Agreement, the estate of the Designated Benefishayl be paid by the Employer a lump sum with eespo
each of the Participant’s Deferral Agreements fanPYears after 1985 as soon as administrativedgtprable
after the first (1st) day of January following t®ar in which the Designated Beneficiary died. @&heunt of
the lump sum with respect to each such DeferrabAgrent will be equal to (i) the amount deferredspant
such Deferral Agreement, (ii) plus interest on eactount (adjusted to take into account all paymdeseribe
in (i) immediately below) credited separateltia¢ rate approved for and applicable to the Pagiti's
participation for the Plan Year for which he or gixecuted such Deferral Agreement, such rate to be
compounded quarterly for each Plan Year betweePldne Year to which the Deferral Agreement appdied
the Plan Year in which the Designated Beneficiadgath occurs, inclusive, (iii) minus the amounalbf
Interim Distributions and Retirement Benefits, rifyapaid to the Participant or Designated Benefjcwith
respect to such Deferral Agreement; provided thitif(the above calculation results in a negatiweount,
such result shall be deemed to be zero and suctine@mount shall not be collected from, or erédrc
against, the estate of the Designated Beneficang,(y) the amount paid with respect to a Defekgakement
that is a Stock Unit Agreement will be the valugh# Participant’s Stock Unit account for such Defe
Agreement as determined under Section 4.5(b) fdn danuary 1st scheduled payment date insteae of th
amount otherwise determined by applying (i), (igdiii) immediately above to such Deferral Agreernéf no
Designated Beneficiary has been chosen by thecipantit or if the Designated Beneficiary is notrigion the
date of the Participant’s death, the estate oPtimicipant shall be paid by the Employer in a [lsum with
respect to each of the Participant’s Deferral Agreets for Plan Years after 1985 as soon as admatiigly
practicable after the first (1st) day of Januatiofeing the year in which the Participant died. Tdrmount of
the lump sum shall be determined in the mannenibestin the immediately preceding sentence of this
Section 6.1. In the case of a Deferral AgreemenPfan Year 1985, any Plan benefit payable foll@ntime
death of the Participant will be paid to the estdtthe Participant if no Designated Beneficiaryni€xistence
on the scheduled payment date.

6.2 Obligations of Employers not the Obigas of BellSouth The duties and obligations of
each Employer hereunder are several but not jeaah Employer is only liable to its own employeed a
Nonemployee Directors who are Participants hereyrsael BellSouth is not liable for the actions, ssimns.
duties or obligations of any other Employer herend

6.3 Recalculation Events; Treatment of fian under Applicable Federal Income Tax Laws
With respect to Grandfathered Participants, theptido and maintenance of the Plan is strictly cboded
upon (i) the applicability of Code Section 451(@}he Participant’s recognition of gross income assult of
his or her participation, (ii) the fact that Paifints will not recognize gross income as a resfyfiarticipation
in this Plan until and to the extent that benedits received, (iii) the applicability of Code Seati404(a)(5) to
the deductibility of the amounts paid to Particigzamereunder, (iv) the fact that an Employer wilt receive a
deduction for amounts credited to any accountisgmee created as a result of this Plan until aryl torthe
extent that benefits are paid, and (v) the inappiidty of Parts 2, 3, and 4 of Title | of ERISA tiois Plan by
reason of the exemptions set forth in ERISA Sest2®il(a), 301(a) and 401(a) and Part 1 of ERISfebgon
of the exemption set forth in Section 2520.104-P&pplicable United States Department of Labor l&tipns.
If the Internal Revenue Service, the Departmethtadfor or any court determines or finds as a fadegal
conclusion that any of the above conditions isusmtind issues or intends to issue an assessment,
determination, opinion or report stating such,fahé opinion of the legal counsel of BellSouth dxsipon
legal authorities then existing is that any of dfeve assumptions is incorrect, then, if the Bsardlects
within one year of such finding, determinationppinion, a Recalculation Event shall be deemedat®h
occurred.




If a Recalculation Event occurs under this Secid) Section 6.4, or any other Section of this Plan
then each Grandfathered Participant who has rainett the age of fifty-five (55) years on the datewhich
the Board takes official action to elect the ocenoe of a Recalculation Event shall thereafterdié penefits
in accordance with the election made irrevocablgannection therewith in the Deferral Agreement. &ach
such Grandfathered Participant the amount of Regre benefit stated in the Deferral Agreement dhall
recalculated and restated using a rate of intexasal to the rate of interest on ten (10) year éthBtates
Treasury obligations on each date upon which istesieould have been or will be calculated, compednd
quarterly, instead of the interest rate assumexiginally calculating the benefit, as reference®ection 4.2.

Notwithstanding anything to the contrary contaiirethis Plan or a Deferral Agreement, the benefits
payable with respect to any Participant who shelieheither (i) attained the age of fifty-five (38ars or (ii)
died, on or prior to the date on which the Boak@saofficial action to elect the occurrence of @&eulation
Event under either Sections 6.3 or 6.4 of this P$aall not be recalculated and restated in theneratiescribe
in such Sections or in any other way affected lhsaction. If such Participant or Designated Bemiaify
receives or is entitled to receive a benefit aslt@s the occurrence of a Recalculation Eventnthe person or
persons shall receive or be entitled to receivetsmefit or payment under any other Section of Btég or
under any Deferral Agreement, notwithstanding attmeoprovision of this Plan or the Deferral Agreeine

This Section 6.3 shall be inapplicable with resgeany Non-Grandfathered Participant.

6.4 Changes in the Internal Revenue Cod®54. With respect to Grandfathered Participants,
the adoption and maintenance of this Plan alswigtlg conditioned upon the existence and contiimrmeof the
percentage tax rates for corporations stated itid®et1(b) of the Internal Revenue Code of 1954msnded
through August 13, 1981 but not thereafter (thes4.@€ode”). In particular, the adoption and mainteraof
this Plan is strictly conditioned upon the ratdaof stated in Section 11(b)(5) of the 1954 Codat, ith “46
percent of so much of the taxable income as exce&a8,000.” If (1) 1954 Code Section 11(b) is dediedr
amended or a surtax or other addition to tax isosepl and, as a result thereof, the rate of federaime tax
imposed on taxable income of corporations in exoé€ne Hundred Thousand Dollars ($100,000) is cedu
below such rate in effect immediately before reiuncand is less than forty percent (40%), (2) aisarmposed
by the federal government on income, sales, consampr the value of goods and services whiclois n
currently contained in the Code, or (3) the Codeniended or restated so extensively that in theiapiof the
legal counsel of BellSouth the tax treatment o fPlian to the Employer has materially changedeo th
detriment of the Employer, then, if the Board seced within one year after the enactment of thislaton
causing such event, a Recalculation Event shaleleened to have occurred and a benefit will be dayatdy
as described in Section 6.3.

This Section 6.4 shall be inapplicable with respeany Non-Grandfathered Participant.



6.5 Governing LawThis Plan and the Deferral Agreements shall besttoed in accordance
with the laws of the State of Georgia to the extrh laws are not preempted by ERISA.

6.6 Successors, Mergers, Consolidatiditse terms and conditions of this Plan and each
Deferral Agreement shall inure to the benefit ofl @nd BellSouth, the other Employers, the Paréinig, their
successors, assigns, and personal representdtisebstantially all of the assets of any Emploges acquired
by another corporation or entity or if an Emploiemerged into, or consolidated with, another coafion or
entity, then the obligations created hereunderaana result of the Employer’'s acceptance of Ddferra
Agreements shall be obligations of the successgocations or entity.

6.7 Discharge of EmploysrObligation. The payment by the Employer of the benefits due
under each and every Deferral Agreement to thedizaht or to the person or persons specified icti6e 6.1
or Section 6.1A discharges the Emplogesbligations hereunder, and the Participant hdsinioer rights unde
this Plan or the Deferral Agreements upon recejthke appropriate person of all benefits.

In addition, (i) if any payment is made to a Papant or his or her Designated Beneficiary with
respect to benefits described in this Plan fromsmyce arranged by the Employer including, without
limitation, any fund, trust, insurance arrangembotyd, security device, or any similar arrangemsumth
payment shall be deemed to be in full and comatisfaction of the obligation of the Employer unttés
Plan and the Deferral Agreements to the extentici payment as if such payment had been made Igitsct
the Employer; and (i) if any payment from a soudescribed in clause (i) above shall be made, iolevar in
part, prior to the time payment would be made utidertterms of this Plan and the Deferral Agreensnth
payment shall be deemed to satisfy the Employédifigiation to pay Plan benefits beginning with thenéfit
which would next become payable under the Plantlaadeferral Agreement and continuing in the oider
which benefits are so payable, until the paymesmfsuch other source is fully recovered. In detemmg the
benefits satisfied by a payment described in cldiijsd’lan benefits, as they become payable, el
discounted to their value as of the date such hpayanent was made using an interest rate equbkto
valuation interest rate for deferred annuitiesaa$ published by the Pension Benefit Guaranty Gatjmm priol
to the date of such actual payment. If the benefiteh actually become payable under this Plaey &jpplyinc
the discount described in the preceding sentemedess than the amount of the payment(s) deschibelduse
(i), any such shortfall shall not be collectedrnfror enforced against the Participant as a claihby
Employer.

6.8 Social Security and Income Tax Withlmadd Each Participant agrees as a condition of
participation hereunder that his or her Employey mvéthhold federal, state, and local income taxed Social
Security taxes from any distribution or benefitdohereunder.

6.9 Notice; Delivery of Deferral Agreememny notice required to be delivered hereunder and
any Deferral Agreement is properly delivered to Esypr when personally delivered to, or actuallyeiged
from the United States mail, postage prepaid, bgclve Compensation Matters Group, Room 13K06,
BellSouth Corporation, 1155 Peachtree Street, M#tanta, Georgia 30309-3610, or at such other eskias
the Plan Administrator shall prescribe from timeitoe.

6.10 Nature of Obligations Created Hereunddre Participants agree as a condition of
participation hereunder that:




(a) Participants have the status of gepareslecured creditors of the Employer and the Rlac
the Deferral Agreements constitute the mere proimyséae Employer to make benefit payments in theréy

(b) Nothing contained in this Plan or anyfé@ml Agreement shall create or be construed to
create a trust of any kind between BellSouth, amplyer, and any Participant.

(c) Benefits payable, and rights to besefitder, this Plan and Deferral Agreements mayeot
anticipated, sold, assigned (either at law or witgQ} transferred, pledged, encumbered or sultgect
attachment, garnishment, levy, execution or otbgall or equitable process.

The Plan is intended to be unfunded for purpos&RISA and the Code.

6.11 No Modification of Employment Agreemeeither this Plan nor any Deferral Agreement
constitutes a modification of the employment agreenof any Participant, and no right to continued
employment is created by this Plan or the Defekgakement.

6.12 Liability of Employers for Individual Pasipants Employed by More than One Employer;
Applicability of Deferral Agreement Filed with Oiemployer to Subsequent Employers. Any Deferral
Agreement which is timely executed and deliveredrtdEmployer shall be effective to defer Compensati
earned by the Participant from that Employer or aifner Employer during the period in which the Dede
Agreement is effective. The execution and delivarg Deferral Agreement by a Participant constiwae
election by the Participant to defer Compensatammed from any Employer under the terms of this Pha
Participant who timely executes and delivers a BaféAgreement to one Employer and who subsequently
transfers to another Employer or otherwise terneimamployment and becomes employed by another
Employer shall have the Compensation which is paitim or her by both Employers reduced under ¢nes
of the Deferral Agreement and this Plan as if taegfer or termination and reemployment had notioed.
The Employer which accepts an executed, timelywdedd Deferral Agreement is liable to the Partinipfar
all benefits which may be payable under, and &saltrof, that Deferral Agreement notwithstanding t
transfer of a Participant to or from another Employr the termination and reemployment of a Pigditt by
another Employer. If a Participant timely execwted delivers Deferral Agreements to more than one
Employer, each Employer is singly and not joiniible for the Deferral Agreement or Deferral Agresits
which it accepted. Any provision of this Plan whigfers to a benefit or payment which is payabla essult
of more than one (1) Deferral Agreement shall bestroied to apply only to the Deferral Agreementsvdesd
by that Participant and accepted by each sepamapioiger of that Participant, and not to all Deférra
Agreements executed and timely delivered by ongdizant or all Participants to all Employers, e&uferral
Agreement which incorporates the terms of this tiuigg a separate contractual obligation of ayk&n
Employer.

6.13 Savings Clausén the event any provision of the Plan shall bkdlillegal or invalid for any
reason, the illegality or invalidity shall not aftehe remaining parts of the Plan, and the Plafi be construe
and enforced as if the illegal or invalid provisioad not been included.

6.14 Plan to Comply with Code Section 40otwithstanding any provision to the contrary in
this Plan, each provision of this Plan shall berpteted to permit the deferral of compensationtaed
payment of deferred amounts in accordance with Gadion 409A and any provision that would confiigth
such requirements shall not be valid or enforceable




EXHIBIT A

DEFERRAL AGREEMENT
FOR THE BELLSOUTH NONQUALIFIED DEFERRED COMPENSATNOPLAN
(for Nonemployee Directors)

1. Amount of Deferrall, ),
hereby agree to participate in the BellSouth Nolified Deferred Compensation Plan (“Plan”). | haead the
Plan in its entirety and agree to its terms andlitmms, which are incorporated herein by referefegsuant t
the terms of the Plan, | elect to defer from my pemsation to be paid to me in Plan Year 19__ _ f féyo
compensation. (Choose amount less than or eqddia% of Compensation.) | understand that the
Compensation which ordinarily would be paid to méhiat Plan Year will be reduced by the amount gf m
deferral and that such reduction will be made drdyn my retainer and fees as a director. | furtiederstand
that the amount of directorfées which will be paid to me depends on the falff@grmance of my obligations
a director for the entire year and that the totabant of directors’ fees paid to me during the yedirbe
decreased from the amount normally paid to diredfdrfail to attend any scheduled meetings ofBoard of
Directors or the committees upon which | serve.

2. Retirement Benefitén consideration for my deferral, the Employealspay to me the
following benefits determined in accordance with tarms and conditions of the Plan:

3. Interim DistributionsIn consideration for my deferral, the Employealspay to me the
following benefits on the dates specified, if | antitled to these benefits under the terms anditiond of the
Plan:

4. Recalculation Eventf a Recalculation Event applicable to me occtire,Employer shall
pay to me benefits in an amount determined in alzowre with the terms and conditions of paragraptobthe
Plan paid in accordance with the terms electedvbelde undistributed balance of the recalculatedwamhwill
continue to accumulate at the reduced rate spédifiparagraph 6.3 of the Plan.

» Recalculated amount paid in a lump sum as soodragstratively practicable after the
first day of the year following the date of the Rieclation Event

* Recalculated amount paid in four annual paymerginbég as soon as administratively
practicable after the first day of the year follagithe date of the Recalculation Eve

« Recalculated amount paid in same number of paynegisining on the same date as
specified in paragraph 2 of this Agreeme

5. Irrevocable ElectiarThis election is irrevocable after November 3@niediately preceding
the Plan Year to which this Agreement pertains.

6. Primacy of Planl recognize that | am entitled to benefits hedmrmand that this Agreement
is subject to the terms and conditions of the F



| decline to participate in Plan Year 19

Director Signature Employer Signatur

Date Date



EXHIBIT B

DEFERRAL AGREEMENT
FOR THE BELLSOUTH NONQUALIFIED DEFERRED COMPENSATNOPLAN
(for officers and selected executive employees)

1. Amount of Deferrall, hereby agnearticipate
in the BellSouth Nongualified Deferred Compensaten (“Plan”). | have read the Plan in its entirabd
agree to its terms and conditions, which are inoafed herein by reference. Pursuant to the tefritedPlan,
| elect to defer from my compensation to be paithtoin Plan Year 19 the sum of Dollars.
(Choose amount less than or equal to 35% of ConagiensRate rounded to the next higher thousancg)ll |
understand that my Compensation which ordinarilyMdoe paid to me in that Plan Year will be redubgd
the amount of my deferral, and that such redugtiilbe made only from my gross monthly salary, from
my bonus or incentive award which may be payablaé¢o

2. Retirement Benefitén consideration for my deferral, the Employealspay to me the
following benefits on the dates specified, if | antitled to these benefits under the terms anditiond of the
Plan:

3. Interim DistributionsIn consideration for my deferral, the Employealspay to me the
following benefits on the dates specified, if | antitled to these benefits under the terms anditiond of the
Plan:

4. Recalculation Eventf a Recalculation Event applicable to me occtive,Employer shall
pay to me benefits in an amount determined in atzoare with the terms and conditions of paragraplothe
Plan paid in accordance with the terms electedvb€le undistributed balance of the recalculatedwarhwill
continue to accumulate at the reduced rate spédifiparagraph 6.3 of the Plan

* Recalculated amount paid in a lump sum as soodrafastratively practicable after the
first day of the year following the date of the Rletlation Event

* Recalculated amount paid in four annual paymerginbég as soon as administratively
practicable after the first day of the year follagithe date of the Recalculation Eve

» Recalculated amount in same number of paymentsibiegj on the same date as specified
in paragraph 2 of this Agreeme

5. Irrevocable ElectionThis election is irrevocable after November 3@niediately preceding
the Plan Year to which this Agreement pertains.

6. Primacy of Planl recognize that | am entitled to benefits hedmirand that this Agreement
is subject to the terms and conditions of the Plan.



| decline to participate in Plan Year 19

Director Signature Employer Signatur

Date Date



EXHIBIT C

DEFERRAL AGREEMENT
FOR THE BELLSOUTH NONQUALIFIED DEFERRED COMPENSATNOPLAN - SCHEDULE B
(for Nonemployee Directors)

1. Amount of Deferrall, (__ - - herpby agree to
participate in the BellSouth Nonqualified Deferi@dmpensation Plan (“Plan”). | have read the Plaitsin
entirety and agree to its terms and conditions¢chviare incorporated herein by reference. Pursoahietterms
of the Plan, | elect to defer from my Compensatmbe paid to me in Plan Year 19__ _ % of my
Compensation. (Choose amount less than or equ#&l(# of Compensation.) | understand that the
Compensation which ordinarily would be paid to mé¢hiat Plan Year will be reduced by the amount pf m
deferral and that such reduction will be made drdyn my retainer and fees as a director. | alscewstdnd thz
the amount of directors’ fees which will be paidite depends on the full performance of my obligetias a
director for the entire year and that the total am®f directors’ fees paid to me during the yedr lve
decreased from the amount normally paid to diredfdrfail to attend any scheduled meetings ofBoard of
Directors or the committees upon which | serveurttfer understand that my election below will levpcable
after the November 30th immediately preceding theva Plan Year and recognize that my benefits utiier
Agreement are subject to the terms and conditibtiseoPlan.

[CHECK AND COMPLETE WHICHEVER ONE APPLIES OF A, BROC BELOW]
A. FIXED BENEFIT AGREEMENT ELECTION

2. Retirement Benefitén consideration for my deferral, the Employealspay to me the
following benefits determined in accordance wita terms and conditions of the Plan:

Beginning on January 1, the Employer will pay/$
annually for ___ year
3. Interim Distributions. Not applicable
4, Recalculation Eventlf a Recalculation Event applicable to me occtive,Employer shall pay

to me benefits in an amount determined in accomarith the terms and conditions of
paragraph 6.3 of the Plan paid in accordance Wihtérms elected below. The undistributed
balance of the recalculated amount will continuadoumulate at the reduced rate specified in
paragraph 6.3 of the Ple

» Recalculated amount paid in a lump sum as soodragstratively practicable after the
first day of the year following the date of the Rletlation Event

* Recalculated amount paid in four annual paymerginbég as soon as administratively
practicable after the first day of the year follagithe date of the Recalculation Eve

« Recalculated amount paid in same number of paynegsining on the same date as
specified in paragraph 2 of this Agreeme



B. STOCK UNIT AGREEMENT ELECTION

2. Retirement Benefit$n consideration for my deferral, | will be crestl with Stock Units
based upon Compensation deferred and dividend aiguits and the Employer shall pay to me the value o
those Stock Units in (specify number a@ceed 10) annual installments, the first of \Wtghall b
paid as of the first day of the calendar quartdofong my Retirement and the remainder of whichlshe
paid as of each succeeding anniversary of such date

3. Interim Distributions. Not applicable
4. Recalculation Ever. Not applicable
C. DECLINE PARTICIPATION

| decline to participate for Plan Year 19

Director Signaturt Employer Signatur

Date Date



EXHIBIT D

DEFERRAL AGREEMENT
FOR THE BELLSOUTH NONQUALIFIED DEFERRED COMPENSATNOPLAN
(For officers and selected executive employees)

THIS AGREEMENT is made this day of .19 _ , by and between
(“Company”) and (the “Executive”);

WITNESSETH:

WHEREAS, the Executive may retire from the seng€éhe Company under the terms of a
separation arrangement to be mutually agreed uperi‘$eparation Agreement”); and

WHEREAS, the Company desires to permit the Exeeutivelect irrevocably to defer, under the
BellSouth Nonqualified Deferred Compensation Ptae (Plan”), a portion of the lump-sum separation
allowance to which he may become entitled undeStygaration Agreement, and the Executive desireste
such deferral,

NOW, THEREFORE, it is mutually agreed as folloy
1.

PLAN PROVISIONS CONTROL

The Plan, including all terms, conditions, restoics and limitations contained therein, is hereby
incorporated by reference and made a part of tgigément for all purposes. The terms and conditions
applicable to the plan year of the Plan in whidh Bxecutive separates from service shall appheferdals
hereunder. In interpreting the Plan for purposetisfAgreement, the lump-sum separation allowgasable
under the Separation Agreement shall not be indu¢he Executive’s “Compensation Rate” as thahtis
used in the Plan.

2.

CONDITIONAL DEFERRAL

The deferral election contained herein shall beviscable by the Executive upon its submission¢o th
Company but shall be expressly conditioned uporEttecutive’s separation from service under the Gejoa
Agreement. If the Executive does not separate Semice under the Separation Agreement, this Agee¢m
shall be null and void. Neither the Company’s dffgrof this deferral opportunity to the Executitieg
Company’s acceptance of the Executiveéferral election contained in this Agreement,ary other provisio
hereof shall in any way be construed as confeujpon the Executive any right or entitlement to ppyment
under the Separation Agreement.



3.

DEFERRAL ELECTION(S)

The Executive hereby irrevocably elects to defemfithe lump-sum separation allowance payable
under the Separation Agreement the dollar amoumttbgh any election of deferrals from base salargar
the Plan for the plan year of the Plan in whichExecutive separates from service has not beesfigdtby the
time the Executive separates.

YES NO

Such amounts shall be subject to the terms ¢
original Deferral Agreement to which they rele

| understand that the lump-sum separation allowgagable under the Separation Agreement which
would otherwise have been paid to me will be redunethe amount of my deferral(s).

4.

RETIREMENT BENEFITS

In consideration of my deferral described in set8¢a) above, if any, the Company shall pay to me
the following benefits on the dates specified,ah entitled to these benefits under the termscanditions of
the Plan:

5.

INTERIM DISTRIBUTIONS

In consideration for my deferral described in s&t(a) above, if any, the Company shall pay to me
the following benefits on the dates specified,af entitled to these benefits under the termscanditions of
the Plan:

6.

RECALCULATION EVENT

If a Recalculation Event occurs, the Company gheito me benefits attributable to my deferral
described in section 3(a) above in an amount détedrin accordance with the terms elected belove. Th
undistributed balance of the recalculated amoulito@ntinue to accumulate at the reduced rate §ipddn
paragraph 6.3 of the Plan.

» Recalculated amount paid in a lump sum as soodragstratively practicable after the
first day of the year following the date of the Rletlation Event

* Recalculated amount paid in four annual paymerginbég as soon as administratively
practicable after the first day of the year follagithe date of the Recalculation Eve



« Recalculated amount paid in same number of paynegsining on the same date as
specified in paragraph 2 of this Agreeme

IN WITNESS WHEREOF, the Company has caused thieément to be executed in its corporate
name by a duly authorized officer, and the Exeeutigs hereunto set his hand, as of the date $etfoove.

Executive: THE COMPANY:

By:

Signature Signature

Name (Print, Title



1

2.

Exhibit 10n

BELLSOUTH CORPORATION
DEFERRED COMPENSATION PLAN FOR NON-EMPLOYEE DIRECRS

AS AMENDED AND RESTATED EFFECTIVE MARCH 9, 1984

Eligibility

Each member of the Board of Directors of BellSaDtrporation ("Company") who is not an employee of
the Company, or any of its affiliates, is eligibbeparticipate in a Deferred Compensation PlariNon-
Employee Directors ("Plan").

Participatior

@

(b)

(d)

Prior to the beginning of any calendar year, contimgnwith the calendar year 1984, each eligible
Director may elect to participate in the Plan byediing that all or any part of the compensatioricivh
would otherwise have been payable currently fovises as a Director (including fees payable for
services as a member of a committee of the Boandihgl such calendar year and subsequent calendar
years shall be credited to a deferred compensatioaunt subject to the terms of the P

Notwithstanding the provisions of item 2(a), in ttese of a newly appointed Director, the Dire:
may elect within 60 days of his or her appointnterparticipate in the Plan, but only with respect t
compensation for services performed subsequens torther election to participate in the Plan for
which the Director has not yet been pi

An election to participate in the Plan shall béhie form of a document executed by the Director and
filed with the Secretary of the Company. An electielating to compensation otherwise payable
currently in any calendar year shall become irratte on the last day prior to the beginning of such
calendar year. In the case of a newly-appointeddbor who has made an election pursuant to the
terms of item 2(b), such election shall becomevooable immediately with respect to compensation
for subsequently performed services during the neimg portion of that calendar year. An election
shall continue until a Director ceases to be addineor until he or she terminates or modifies such
election by written notice. Any such terminationnoodification shall become effective as of the end
of the calendar year in which such notice is giwéth respect to all compensation otherwise payable
in subsequent calendar yes

A Director who has filed a termination of electioray thereafter again file an election to particpat
for any calendar year or years subsequent tolihg 6f such electior



3. Deferred Compensation Accoul

All deferred amounts shall be held in the genaratis of the Company and shall be credited to the
Director's account and shall bear interest fromddte such compensation would otherwise be paid. Th
interest credited to the account will be compoungiearterly at the end of each calendar quarter.rates
of interest credited at the end of each calendartquduring the calendar year 1984 and subsequent
calendar years shall be based on the average te8&sdry 10-year note rate for the previous calendar
quarter.

4. Distribution

@)

(©

(d)

At the time of election to participate in the PlarDirector shall also make an election with respec
the distribution of amounts deferred under the PBlas accumulated interest. A director may elect to
receive such amounts in one payment or in some atiraber of equal annual installments (not
exceeding 10). The first installment (or the simggement if the Director has so elected) shall & p
on the first day of the calendar year immediateliofving the year in which the Director ceaseséo b
a Director of the Company, and subsequent instaltsnghall be paid on the first day of each
succeeding calendar year until the entire amowaditad to the Director's account shall have been
paid. Amounts held pending distribution pursuarthis ltem shall continue to accrue interest at the
rate stated in Item :

The election with respect to the distribution ofeamts deferred under the Plan plus accumulated
interest shall be contained in the document, reteto in Item 2(c), executed by the Director atetffi
with the Secretary of the Company. Such an electtating to fees otherwise payable currently ip
calendar year shall become irrevocable on thedgprior to the beginning of such calendar y

Notwithstanding an election pursuant to Item 4ig@a}he event a Director ceases to be a Directthe
Company and becomes a proprietor, officer, pargmaployee, or otherwise becomes affiliated with
any business that is in competition with the Conypamany of its subsidiaries, or becomes employed
by any governmental agency having jurisdiction dheractivities of the Company or any of its
subsidiaries, the entire balance of deferred feekjding interest, shall be paid immediately in a
single paymenti

If a Director should die before full payment of athounts credited to his or her account, the balanc
of deferred fees, and interest, shall be paid erfitht day of the calendar year following the yefr
death to the beneficiary or beneficiaries desighatevriting by the Director, or if no designatibas
been made, to the estate of the Direc



5. Miscellaneous

(a) The right of a Director to any deferred fees anditerest thereon shall not be subject to assighmen
by the Director

(b) The Company shall not be required to reserve, lweratise set aside, funds for the payment of its
obligations hereunde

(c) Copies of the Plan and any and all amendmentstthehall be made available at all reasonable times
at the office of the Secretary of the Company tdakctors.

The foregoing Plan, as amended and restated efeldarch 9, 1984, is approved on behalf of the

Company and shall be applicable to any non-empl&jeextor who elects to participate in it.

Dated: 3/9/84 /s/ John L. Clendenin
Presiden

Attest:

/sl O. K. Williamsor
Secretary
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BELLSOUTH CORPORATION DIRECTORS' COMPENSATION DEFER RAL PLAN
AS AMENDED AND RESTATED EFFECTIVE MAY 1, 2001

Effective as of the 1st day of May, 2001, BellSoGtrporation ("BellSouth") hereby amends and restéte
BellSouth Corporation Directors' Compensation DeflePlan (the "Plan®).

BACKGROUND AND PURPOSE

A. Goal. BellSouth desires to provide nonemployesmbers of its Board of Directors, and nonemployee
members of the Board of Directors of those of ffdi@ed companies that participate in the Plaithvan
opportunity (i) to defer the receipt and incomeat#on of a portion of such directors' retainergsfeand other
compensation as described in the Plan; and (ig¢¢eive an investment return on those deferred ataauvhict
approximates the return of BellSouth stock, anéhdexed rate of interest.

B. Purpose. The purpose of the Plan is to set fbgherms and conditions pursuant to which theerthls
may be made and deemed invested and to descrilbatilne and extent of the directors' rights tortHeferred
amounts.

C. Type of Plan. The Plan constitutes an unfundedgqualified deferred compensation plan.

ARTICLE |
DEFINITIONS

For purposes of the Plan, each of the followingigerwhen used with an initial capital letter, stelle the
meaning set forth below unless a different meapia@ly is required by the context.

1.1 "Account" shall mean, with respect to a Pastiait or Beneficiary, the total dollar amount orueal
evidenced by the last balance posted in accordaithehe terms of the Plan to the account recotdbdished
for such Participant or Beneficiary with respecttte Deferral Contributions of such Participantdoy Plan
Year. "Account” shall also refer to a Master Accoun

1.2 "Affiliate" shall mean at any time any corpaoat joint venture or partnership in which BellSloatwns
directly or indirectly, (i) with respect to a comadion, stock possessing at least ten percent (bd%) total
combined voting power of all classes of stock i ¢brporation, or (i) in the case of a joint vestor
partnership, a ten percent (10%) or greater intémehe capital or profits of such joint ventunepartnership.
1.3 "BellSouth" shall mean BellSouth CorporatioiGeorgia corporation.

1.4 "Beneficiary" shall mean, with respect to atiegrant, the person(s) determined in accordantie 8&ction
5.5 to receive any death benefits that may be payaitler the Plan upon the death of the Participant

1.5 "Board" shall mean the Board of Directors ofiBeuth.

1.6 "Business Day" shall mean each day on whiclNihe York Stock Exchange operates and is openeto th
public for trading.

1.7 "Code" shall mean the Internal Revenue Cod&86, as amende



1.8 "Company Stock" shall mean the $1.00 par vpéreshare voting common stock of BellSouth.

1.9 "Compensation" shall mean the total of theadines' fees and retainers which actually would &gaple to
a Nonemployee Director during a Plan Year abséfarral Election under this Plan.

1.10 "Credited Interest Rate" shall mean, for eRleim Year, the rate of return equal to Moody's Mbnt
Average of Yields of a Corporate Bonds, as pubtishye Moody's Investors Service, Inc., for the mooitduly
immediately preceding such Plan Year. If such fateny alternative rate described in this sentpiscat any
time no longer available, the Plan Administratcalstesignate an alternative rate which in the Plan
Administrator's reasonable judgment is generallppgarable to the rate described in the precedingsee,
and such alternative rate shall thereafter be tieei@d Interest Rate.

1.11 "Deferral Contributions" shall mean, for e&thn Year, that portion of a Participant's Compgoasand
that portion of a Participant's Stock Grant deférader the Plan pursuant to Section 3.2.

1.12 "Deferral Election" shall mean a written electform provided by the Plan Administrator on whi
Nonemployee Director may elect to defer under tla@ BIl or a portion of such individual's Comperima
and/or Stock Grant for a Plan Year.

1.13 "Effective Date" shall mean May 1, 1997, thigioal effective date of the Plan.
1.14 "Election Deadline" shall mean, with respeca tPlan Year:

(a) For a Nonemployee Director who is then a merobéne Board, the November 30 (or if November 30
is not a Business Day, the last Business Day imatelgi preceding November 30) immediately precedhirg
first day of such Plan Year.

(b) For a Nonemployee Director who is first eledbydshareholders to be a member of the Board @iter
within thirty (30) days before) the Election Deadlidescribed in Section 1.14(a) above with resjpegtPlan
Year, the date which is thirty (30) days after date the Nonemployee Director first becomes elggibl
participate in the Plan.

1.15 "Election Package" shall mean a package dimgisf a Deferral Election, an Investment Electamd
such other forms and documents distributed to Ngheyee Directors by the Plan Administrator for the
purpose of allowing them to elect to actively papate in the Plan for a Plan Year.

1.16 "Interest Income Option" shall mean the Investt Option described in Section 4.4, pursuanthizkva
Participant's deemed investment earnings are detednon the basis of the Credited Interest Rate.

1.17 "Interest Income Subaccount" shall mean a keghing subaccount reflecting that portion of a
Participant's Accounts for each Plan Year whiatleiemed to be invested in the Interest Income Option

1.18 "Investment Election" shall mean a writtercgét form provided by the Plan Administrator onigtha
Nonemployee Director may elect to have such indiglé Deferral Contributions for a Plan Year (afic
investment earnings attributable thereto) deemeekted in either the Stock Unit Option and/or thierdest
Income Option, to the extent permitted under theseof the Plan.

1.19 "Investment Options" shall mean the Stock @mtion and the Interest Income Option.

1.19A "Master Account" shall have the meaning &satito such term in Article -A.



1.20 "Nonemployee Director" shall mean a membehefBoard, or a member of the Board of Directorarof
other Participating Company, who is not concurseattommon law employee of a Participating Company.

1.21 "Participant” shall mean any person parti@iggin the Plan pursuant to the provisions of Aetild.

1.22 "Participating Company" shall mean BellSoutt aach Affiliate which, by action of its Board of
Directors (or equivalent governing body), adopts fttan as a Participating Company with the approf/tiie
Plan Administrator.

1.23 "Plan" shall mean the BellSouth CorporatioreBtors' Compensation Deferral Plan, as contaieeelin
and all amendments hereto.

1.24 "Plan Administrator" shall mean the Chief Extaee Officer of BellSouth and any individual orromittee
the Chief Executive Officer designates to act andriher behalf with respect to any or all of theet
Executive Officer's responsibilities hereunder;vided, the Board may designate any other person or
committee to serve in lieu of the Chief Executivifi€@r as the Plan Administrator with respect ty an all of
the administrative responsibilities hereunder.

1.25 "Plan Year" shall mean each fiscal year pebeginning on May 1 and ending on April 30 of the
succeeding calendar year.

1.26 "Stock Grant" shall mean for each Plan Yearathnual grant of two hundred (200) shares of Compa
Stock awarded to Nonemployee Directors beginning Mal997, or such other amount as may be detedmine
by the Board from time to time.

1.27 "Stock Unit" shall mean an accounting entgt tiepresents an unsecured obligation of a Paatioip
Company to pay to a Participant an amount whidiased on the fair market value of one share of Gayp
Stock as set forth herein. A Stock Unit shall rentrg any voting, dividend or other similar rightsdashall not
constitute an option or any other right to acqaing equity securities of BellSouth.

1.28 "Stock Unit Option" shall mean the Investm®ption described in Section 4.3, pursuant to which
Participant's deemed investment earnings are digtednby the rate of return (determined as providetie
Plan) applicable to Stock Units.

1.29 "Stock Unit Subaccount" shall mean a bookkegppubaccount reflecting that portion of a Partioifs
Account for each Plan Year which is deemed to bested in the Stock Unit Option.

1.30 "Valuation Date" shall mean (i) for purposé#udicle V, each December 31 (or, if December 8hot a
Business Day, the last Business Day immediatelgguieg December 31), and (ii) for all other purgosach
April 30, July 31, October 31, and January 31 {any such date is not a Business Day, the lasinBss Day
immediately preceding such date), and each othededelared by the Plan Administrator to be a Vabrat
Date.

ARTICLE Il
ELIGIBILITY AND PARTICIPATION

2.1 Annual Participation. Each individual who iBlanemployee Director as of the first day of a Pfaar and
is a member of the Board before the beginning oh®lan Year shall be eligible to defer all or atiom of
such individual's Compensation and Stock Granttaackeby to actively participate in the Plan forls&tan
Year. Such individual's participation shall becosffective as of the first day of such Plan Yeasuasing sucl
individual properly and timely completes the elentprocedures described belo



2.2 Interim Plan Year Participation. Each indiviblwho becomes a Nonemployee Director during a Plan
Year shall be immediately eligible to make a DefkElection and thereby to participate activelyhia Plan fo
the remainder of such Plan Year.

2.3 Election Procedures. Each Nonemployee Diresttall elect to defer all or a portion of such indial's
Compensation, all or a portion of such individu8iteck Grant, or both, and thereby become an active
Participant for a Plan Year by delivering a compdeDeferral Election and an Investment Electiorthay
Election Deadline. The Plan Administrator also meguire the Nonemployee Director to complete ofbens
and provide other data, as a condition of partiayain the Plan.

2.4 Cessation of Eligibility. A Nonemployee Direcsoactive participation in the Plan shall term&atnd
such individual shall not be eligible to make adgitional Deferral Contributions for any portion@flan
Year following the date such individual's serviseaaNonemployee Director with BellSouth and all
Participating Companies terminates (unless sudhitheéhl once again becomes a Nonemployee Direater |
in such Plan Year). In addition, an individual wdutively participated in the Plan during prior P¥@ars but
who is not a Nonemployee Director or does not cetepthe election procedures, for a subsequent¥dan
shall cease active participation in the Plan fahssubsequent Plan Year. Even if an individuaksvac
participation in the Plan ends, such individualllsteanain an inactive Participant in the Plan utité earlier of
(i) the date the full amount of such individual'sclunts is distributed from the Plan, or (ii) tretedsuch
individual again becomes a Nonemployee Directorraedmmences active participation in the Plan. myiri
the period of time that an individual is an inaetRarticipant in the Plan, such individual's Acdsishall
continue to be credited with deemed earnings agged in the Plan.

ARTICLE Il
PARTICIPANTS' ACCOUNTS; DEFERRAL CONTRIBUTIONS

3.1 Participants' Account:

(a) Establishment of Accounts. The Plan Administrahall establish and maintain an Account on Behal
of each Participant for each Plan Year for whiah Btarticipant makes Deferral Contributions. TheaPla
Administrator shall credit each Participant's Aatbwith the Participant's Deferral Contributions soich Plan
Year and earnings attributable thereto, and shaihtain such Account until the value thereof hasrbe
distributed to or on behalf of the Participanttoe Participant's Beneficiary.

(b) Nature of Contributions and Accounts. The anmisunedited to a Participant's Accounts shall be
represented solely by bookkeeping entries. Exceptavided in Article VIII, no monies or other atsshall
actually be set aside for such Participant, angafiments to a Participant under the Plan shath&ge from
the general assets of the Participating Companies.

(c) Several Liabilities. Each Participating Compaimall be severally (and not jointly) liable foeth
payment of benefits under the Plan under Deferedtions executed by Nonemployee Directors with, an
while serving as a Nonemployee Director of, suchi€ipating Company.

(d) General Creditors. Any assets which may be iaedly a Participating Company in anticipatioritef
obligations under the Plan shall be part of theegalnassets of such Participating Company. A Rpatitg
Company's obligation to pay benefits under the Btarstitutes a mere promise of st



Participating Company to pay such benefits, andrédipant or Beneficiary shall be and remain naerthan
an unsecured, general creditor of such Particigaiompany.

3.2 Deferral Contributions. Each Nonemployee Diveatay irrevocably elect to have Deferral
Contributions made for a Plan Year by completing timely manner a Deferral Election and an Investm
Election and following other election procedurepesvided in Section 2.3. Subject to any modificas,
additions or exceptions that the Plan Administratoits sole discretion, deems necessary, apatEpar
helpful, the following terms shall apply to suchféreal Elections:

a) Effective Date. A Participant's Deferral Eleatior all or a portion of a Plan Year shall be effee
beginning with the first Compensation or Stock Graaid (i) in such Plan Year with respect to a iegrant
participating for the entire Plan Year, and (iiftwiespect to a Participant participating for atiporof a Plan
Year, in the calendar month following the calenaianth in which the Participant makes a Deferratde.
To be effective, a Participant's Deferral Electioust be made by the Election Deadline. Any Nonegg#o
Director who fails to deliver a Deferral Electiar,to complete any of the other requisite elecporcedures,
in a timely manner, shall be deemed to have elewétb participate in the Plan for that Plan Year.

(b) Term. Each Participant's Deferral Election rdgey Compensation for a Plan Year shall remain in
effect with respect to a portion of all Compensatiaid or payable during such Plan Year, but sialapply
to any subsequent Plan Year.

(c) Amount.

(i) Compensation Deferrals. To defer Compensatioipnemployee Director's Deferral Election s
specify a whole percentage, in increments of tengre (10%), of Compensation for a Plan Year to be
deferred. A Nonemployee Director may defer for 8n Year up to one hundred percent (100%) of the
Nonemployee Director's Compensation for such PlearYThe percentage so elected shall be withhehd
each payment of Compensation otherwise payabledo Nonemployee Director during the Plan Year.
Notwithstanding any provision of this Plan or a &eél Election to the contrary, however, the amauttiheld
from any payment of Compensation shall be reducésheatically, if necessary, so that it does noeexkcthe
amount of such payment net of all withholding, tflents and deductions, other than any reductiosyaunt to
such Deferral Election. No amounts shall be witbreiring any period an individual ceases to receive
Compensation as a Nonemployee Director for anyoredaring the Plan Year. No adjustment shall beanad
the amount to be withheld from any subsequent paywfeCompensation for a Plan Year to compensate fo
any missed or reduced withholding amounts above.

(i) Stock Grant Deferrals. To defer from a Stocta@®, a Nonemployee Director's Deferral Election
shall specify the number of shares of Company Stiodkicrements of one hundred (100) shares, to be
deferred. A Nonemployee Director may defer for Bign Year up to one hundred percent (100%) of thekS
Grant awarded for such year.

(d) Revocation. Once made for a Plan Year, a Raatit may not revoke a Deferral Election for sut&mP
Year.

(e) Crediting of Deferral Contributions. The PladnAinistrator shall credit to each Participant's éwat
for a Plan Year the amount of Compensation or S@eat, or both, reflected on the Participant'sebred
Election as of the date(s) on which such Compemsati Stock Grant would have been paid if not sutije
the Participant's Deferral Electic



3.3 Deferral Elections and Multiple Participatingr@panies. Any Deferral Election which is timely
executed and delivered to the Plan Administratafl ¢fe effective to defer Compensation and Stockn®&r
earned by the Participant from the Participatingr@any with respect to which such Participant is a
Nonemployee Director at the time of the electianamy other Participating Company with respect koch
such Participant is a Nonemployee Director durlrggRlan Year for which the Deferral Election iseeffve. In
particular, a Participant (i) who timely executesl aelivers a Deferral Election while serving as a
Nonemployee Director of one Participating Compang subsequently becomes a Nonemployee Direct
another Participating Company, or (ii) who ceasesice as a Nonemployee Director and subsequently
becomes a Nonemployee Director of another Participg&ompany, shall have the Compensation and Stock
Grant that is paid or payable to him by both Pautitng Companies reduced under the terms of tHerbz
Election and the Plan as if the moves had not eeduprovided, that, as provided in Section 3.2{o),
amounts of Compensation shall be withheld attribletéo any portion of the Plan Year during whichidhaot
receiving Compensation as a Nonemployee Directar®érticipating Company.

3.4 Vesting. A Participant shall at all times b#yfwested in such Participant's Deferral Contribng ant
all deemed investment earnings attributable thereto

ARTICLE IV
DETERMINATION AND CREDITING OF INVESTMENT RETURN

4.1 General Investment Parameters. The rate afreraedited to each Participant's Accounts shall be
determined on the basis of the Investment Optiaagp)icable to the Participant's Accounts, asaehfin this
Article IV.

4.2 Deemed Investments The manner in which eaditipant's Deferral Contributions for each Plan ivea
shall be deemed invested in and between the StoitkQytion and/or the Interest Income Option, sball
determined in accordance with the following terms:

(a) Nature of Deemed Investments. A deemed invagtmehe Stock Unit Option and/or Interest Income
Option shall be for the sole purpose of determirirggrate of return to be credited to a Particigaftcount,
and shall not be treated or interpreted in any reammatsoever as a requirement or direction toadlgtinvest
assets in Company Stock, an interest income funany other investment media. The Plan, as an aiefiin
nonqualified deferred compensation plan, at no simal have any actual investment of assets relatithe
benefits or Accounts hereunder.

(b) Investment of Contributions. All deferrals ob@pensation otherwise payable in the form of Coryipan
Stock, and all deferrals of Stock Grants, shallbemed invested in the Stock Unit Option. With egso
deferrals of Compensation otherwise payable in,ca®tonemployee Director shall complete an Investme
Election prescribing the percentage of such Deff€aatributions for the Plan Year that will be desdto be
invested in the Stock Unit Option and/or the Insétacome Option; provided, such Investment Elecsball
specify one of the three alternatives, as follows:

(i) 100% of such Deferral Contributions for the iPMear shall be deemed invested in the Stock Unit
Option;

(ii) 100% of such Deferral Contributions for theaRIYear shall be deemed invested in the Interest
Income Option; o



(iii) 50% of such Deferral Contributions for theaRlYear shall be deemed invested in the Stock Unit
Option, and 50% of such Deferral Contributionstfoe Plan Year shall be deemed invested in thedster
Income Option.

(c) Investment of Existing Account Balances. A Rgpant may not make an Investment Election
changing the percentage of an existing Accountriz@ldhat will be deemed to be invested in the Stdk
Option and/or the Interest Income Option. Onceent® investment is made with respect to an Accaunt,
shall continue to apply with respect to such Acaaurtil all amounts in such Account are distributed

(d) Investment Subaccounts. For the sole purposmciing a Participant's investment elections and
calculating investment earnings attributable t@#iBipant's Account for a Plan Year pursuant totdrms of
this Article 1V, the Plan Administrator shall estiah and maintain for such Participant for suchnPY@ar a
Stock Unit Subaccount and an Interest Income Suhextcas necessary, the total of which shall egueh
Participant's Account for such Plan Year.

4.3 Stock Unit Option

(a) Stock Unit Subaccount. To the extent that aédapioyee Director's Deferral Contributions for arPl
Year are deemed to be invested in the Stock Uniio®pthe Participant's Stock Unit Subaccount fartsPlan
Year shall be credited, as of the date(s) on wlismpensation or Stock Grants which comprise sudbriz
Contributions would have been paid if not subjedhie Participant's Deferral Election, with a numbieStock
Units equal to (i) with respect to Stock Grants &minpensation that would be payable in the form of
Company Stock if not deferred, the number of shafé@ompany Stock that would be so payable, anavith
respect to Compensation that would be payablearidim of cash if not deferred, the number of &ritl
fractional shares of Company Stock that could Hmen purchased with such cash at the average bfghe
and low sales prices of one share of Company Sindke New York Stock Exchange for the period o fi
Business Days ending on the date such Compensatsoncredited (or the period of five Business Deryding
on the immediately preceding Business Day if suatie s not a Business Day).

(b) Cash Dividends. As of each date on which BeltBdas paid a cash dividend on Company Stock, the
number of Stock Units credited to a Participantt Unit Subaccount for each Plan Year shall lsegased
by a number of additional Stock Units equal togbetient of (i) the amount of dividends that wohkve been
paid on the number of shares of Company Stock etgnvto the number of Stock Units credited to such
subaccount as of such dividend payment date, diviiye(ii) the average of the daily high and lowesgprices
of one share of Company Stock on the New York Stexghange for the period of five Business Days eqdi
on such dividend payment date (or the period & Business Days ending on the immediately preceding
Business Day if such date was not a Business Day).

(c) Adjustments. In the event of any change intantding shares of Company Stock, by reclassifinatio
recapitalization, merger, consolidation, spiifi-combination, exchange of shares, stock siterse stock sp
or otherwise, or in the event of the payment dbalsdividend on Company Stock, or in the everdmf other
increase or decrease in the number of outstantliaiges of Company Stock, other than the issuansbares
for value received by BellSouth or the redemptibshares for value, the Plan Administrator shajustthe
number and/or form of Stock Units in the manneleéms appropriate in its reasonable judgment teatesuct
event, including substituting or adding publiclgded shares of companies other than the Compampasis
for determining Stock Units. The Plan Administrasamilarly shall make such adjustments as it dearas
appropriate in its reasonable judgment in the fontiuding the basis of measurement, of Stock Unitke
event all shares of Company Stc



cease for any reason to be outstanding or to eeictraded on the New York Stock Exchange. Inekient
the Plan Administrator determines in its reasonalllgment that it would not be possible to appratgty
reflect an event under this paragraph (c) by amiggshe number and/or form of Stock Units, the Plan
Administrator shall establish a special Valuaticatéappropriate to such event for all Stock Unbh&counts
and shall cause such subaccounts, as so valuedhatitally to be converted into Interest Income &dounts
which thereafter shall be subject to Section 4.4.

4.4 Interest Income Optior

(a) Interest Income Subaccount. To the extentghdbnemployee Director's Deferral Contributionsdor
Plan Year are deemed to be invested in the Intéresime Option, the Participant's Interest Incorabe®cour
for such Plan Year shall be credited, as of the(dabn which Compensation which comprises suclefedf
Contributions would have been paid if not subjedhie Participant's Deferral Election, with suchtjpm of the
Nonemployee Director's Deferral Contributio

(b) Crediting of Deemed Interest. As of each VabraDate, the Plan Administrator shall credit a
Participant's Interest Income Subaccounts withatheunt of earnings applicable thereto for the pksiace
the immediately preceding Valuation Date. Such itireglof earnings for each Interest Income Subantou
shall be effected, as follows:

(i) Amount Invested. The Plan Administrator shatefmine the amount of (A) in the case of an
Interest Income Subaccount established in conmeutith a Deferral Election for the Plan Year in atisuch
Valuation Date occurs, such Participant's Defe@a@ttributions credited to such Participant's Irdeirecome
Subaccount since the immediately preceding ValodDate plus the balance of such Participant's éster
Income Subaccount for such Plan Year as of the mistedy preceding Valuation Date; and (B) in theecaf
an Interest Income Subaccount for a prior Plan Yibarbalance of such Participant's Interest Income
Subaccount as of the immediately preceding Valandbate; minus the amount distributed from such
Participant's Interest Income Subaccount sincéntheediately preceding Valuation Date; and

(i) Determination of Amount. The Plan Administratben shall apply the Credited Interest Rate for
such Plan Year to such Participant's adjusteddaténcome Subaccount (as determined in subpatagiap
hereof), and the total amount of investment easnegulting therefrom shall be credited to suchiéipant's
Interest Income Subaccount as of such Valuatioe Dat

4.5 Good Faith Valuation Binding. In determining talue of Accounts, the Plan Administrator shall
exercise its best judgment, and all such determimaibf value (in the absence of bad faith) shalblmding
upon all Participants and their Beneficiaries.

4.6 Errors and Omissions in Accounts. If an erroomission is discovered in the Account of a Paréint
or in the amount of a Participant's Deferral Cdmttions, the Plan Administrator, in its sole disicne, shall
cause appropriate, equitable adjustments to be asdeon as administratively practicable followthg
discovery of such error or omission.

ARTICLE V
PAYMENT OF ACCOUNT BALANCES

5.1 Benefit Amounts



(a) Benefit Entitlement. As the benefit under thenPeach Participant (or Beneficiary) shall betksat to
receive the total amount of the Participant's (en&iciary's) Accounts, determined as of the mes¢nt
Valuation Date, and payable at such times andéh gorms as described in this Article V.

(b) Valuation of Benefit. For purposes hereof, eAchount of a Participant as of any Valuation Deftell
be equal to (i) the total amount of all of suchtiegrant's Deferral Contributions creditedthergitus (ii) all
deemed investment earnings attributable theretousniii) the total amount of all benefit paymeptsviously
made therefrom.

(c) Conversion of Stock Units into Dollars. For poses of converting some or all of a Participabiteck
Units into a dollar amount in valuing the Partigipa Accounts as of any Valuation Date, the valfueach
Stock Unit shall be equal to the average of thé laigd low sales prices of one share of CompanykSto¢he
New York Stock Exchange for the last Business Diagach of the three calendar months ending ¢
immediately preceding such Valuation Date.

5.2 Elections of Timing and Form. In conjunctiorthyiand at the time of, completing a Deferral Btatt
for each Plan Year, a Nonemployee Director shédics¢he timing and form of the distribution thathapply
to the Account of such Nonemployee Director for &@edl Contributions (and deemed investment earnings
attributable thereto) for such Plan Year. The teamglicable to this selection process are as falow

(a) Timing. For a Participant's Account for eacharPYear, the Participant may elect that distributiaoll
be made or commence as of any January 1 folloviied’tan Year of deferral; provided, he may notctede
benefit payment or commencement date for such Audbat is later than the twentieth January 1 feilg
the end of the Plan Year of deferral.

(b) Form of Distribution. For a Participant's Acobtior each Plan Year, the Participant may eleat the
distribution will be paid in one of the followingfms:

(i) a single lump-sum cash payment; or

(ii) substantially equal annual installments (atfdsfor investment earnings between payments in the
manner described in Article IV) over a period obdd) to ten (10) years.

(c) Multiple Selections. A Nonemployee Director nmemlect a different benefit payment or
commencement date and/or a different form of digtion with respect to such Nonemployee Director's
Account for each Plan Year. For ease of administiathe Plan Administrator may combine Accountd an
subaccounts of a Participant to which the samefligrayment/commencement date and the same form of
distribution apply.

5.3 Benefit Payments to a Participa

(a) Timing. A Participant shall receive or begigeawing a distribution of each of such Participant'
Accounts as of the earlier of (i) the January &cteld by such Participant with respect to each secount
pursuant to the terms of Section 5.2(a); or (i@ January 1 immediately following the date thatsuc
Participant's service as a Nonemployee Directdn B&llSouth and all Affiliates ends for any reasonless he
returns to service as a Nonemployee Director wgh®uth or one of the Affiliates before such Jagua An
amount payable "as of" any January 1 shall be raad®on as practicable after such January 1 atessun
extenuating circumstances arise, no later thanaigrai.



(b) Form of Distribution. A Participant shall reeeior begin receiving a distribution of each oftsuc
Participant's Accounts in cash in the form selebtgduch Participant with respect to such Accoumspant to
the terms of Section 5.2(b).

(c) Valuation of Single Lump-Sum Payments. The ami@di a Participant's single lump-sum distribution
of any of such Participant's Accounts as of anyliegiple January 1 shall be equal to the value ochsAccount
as of the Valuation Date immediately precedingdai on which such distribution is paid.

(d) Valuation of Installment Payments. For purpasiedetermining the amount of any installment
payment to be paid as of a January 1 from an Adgdum following shall apply:

(i) for any amount of such Account attributableatolnterest Income Subaccount as of the
immediately preceding Valuation Date, such amobatl $e divided by the number of remaining instats
to be paid from such Account (including the curriestallment); and

(i) for any portion of such Account attributabtea Stock Unit Subaccount as of the immediately
preceding Valuation Date, the total number of Stdaits constituting such portion shall be dividgdtbe
number of remaining installments to be paid frorohsAccount (including the current installment), ahd
resulting number of Stock Units shall be conveited a dollar amount (pursuant to the terms of iBads.1(c)
as of such Valuation Date.

5.4 Death Benefits

(a) General. If a Participant dies before receith@entire amount of the benefit under the Plachs
Participant's Beneficiary shall receive distribatiof amounts remaining in the Participant's Accetnthe
form, as elected by the Participant on a Benefjaifsignation form described in Section 5.5, dieit

(i) a single lump-sum cash payment of the entilarizze in the Participant's Accounts as of the Janla
immediately following the date of the Participamtsath; or

(ii) (A) for Accounts with respect to which disttibon has not commenced under Section 5.2 at the
time of the Participant's death, substantially ¢gnaual installments (adjusted for investment ie@s
between payments in the manner described in Aiitil@ver a period of one (1) to ten (10) years,
commencing as of the January 1 immediately follgwtime Participant's death; and (B) for Accountwit
respect to which distribution has commenced irfohen of installments described in Section 5.2(p )t the
time of the Participant's death, continuation aftsinstallment payment schedule.

An amount payable "as of" any January 1 shall béenas soon as practicable after such January laless
extenuating circumstances arise, no later thanaigrai.

(b) Valuation. The valuation rules described insadtions 5.3(c) and 5.3(d) shall apply to payments
described in this Section 5.4.

5.5 Beneficiary Designatior
(a) General. A Participant shall designate a Berafi or Beneficiaries for all of such Participant'

Accounts by completing the form prescribed for hispose for the Plan by the Plan Administrator and
submitting such form as instructed by the Plan Adstiator. Once a Beneficiary designation is méc



shall continue to apply until and unless such Bigdint makes and submits a new Beneficiary desmgm&drm
for this Plan.

(b) No Designation or Designee Dead or Missinghmevent that
(i) a Participant dies without designating a Betiafiy;

(ii) the Beneficiary designated by a Participamas surviving or in existence when payments afeeto
made or commence to such designee under the RPidmoacontingent Beneficiary, surviving or in egiste,
has been designated; or

(iii) the Beneficiary designated by a Participaahiot be located by the Plan Administrator withiyear
from the date benefit payments are to be maderontance to such designee; then, in any of such gviret
Beneficiary of such Participant shall be the Panéint's surviving spouse, if any can then be lataed if not,
the estate of the Participant, and the entire lsalamthe Participant's Accounts shall be paiditths
Beneficiary in the form of a single lump-sum caslympent described in Section 5.4(a)(i).

(c) Death of Beneficiary. If a Beneficiary who sives the Participant, and to whom payment of Plan
benefits commences, dies before complete distahudf the Participant's Accounts, the entire batancsuch
Accounts shall be paid to the estate of such Beiagji in the form of a single lumgam cash payment as of
January 1 immediately following such Beneficiagésath. An amount payable "as of" any January 1 bbal
made as soon as practicable after such Januany, Lialess extenuating circumstances arise, notlzer
January 31. The valuation rules described in suioge6.3(c) shall apply to any payments descrilvethis
subsection 5.5(c).

5.6 Taxes. If the whole or any part of any Partaifs or Beneficiary's benefit hereunder shall beesubjec
to any estate, inheritance, income, employmentlerdax which a Participating Company shall beunegl to
pay or withhold, the Participating Company shallénéhe full power and authority to withhold and Eaych
tax out of any monies or other property in its héordthe account of the Participant or Beneficiatyose
interests hereunder are so affected. Prior to ngadity payment, the Participating Company may regglich
releases or other documents from any lawful tarintority as it shall deem necessary.

ARTICLE VI
SPECIAL ELECTION REGARDING RETIREMENT PLAN

6.1 Description of Election. In connection with tiheezing of benefit accruals under the BellSouding@ration
Directors Retirement Plan (the "Retirement Plas"pBApril 30, 1997, each active Nonemployee Diveshal
be offered a special one-time election to conVertentire value of the Retirement Plan benefituchs
Nonemployee Director into a benefit described in #rticle VI, and thereby cease participationhie
Retirement Plan. The value of a Retirement Plarefiienith respect to which the election describedhis
Section 6.1 is made shall, for all purposes of Bi@n (other than Sections 3.2(b), 3.2(c) and ) Zxcept as
otherwise provided in this Article VI, be deemed®"Compensation" and "Deferral Contributions'd an
separate Account shall be maintained for such Baf€@ontributions as if the election was a DefeEigction
for a separate Plan Year.

6.2 Election Deadline. The Election Deadline fa #tection described in Section 6.1 shall be A28{11997



6.3 Amount. Notwithstanding, any contrary provisaf Section 3.2(c), the election described iniSact
6.1 must relate to one hundred percent (100%)efétue of the Retirement Plan benefit of the Noplegee
Director.

6.4 Deemed Investment. Notwithstanding any contpaoyisions of Section 4.2, Deferral Contributions
described in Section 6.1 shall be deemed investétkei Stock Unit Option. Notwithstanding any contra
provisions of Section 4.3 (a), the ParticipantscgtUnit Subaccount with respect to Deferral Cdnttions
described in Section 6.1 shall be credited as of 14997, with a number of Stock Units equal ® tlumber
of full and fractional shares of Company Stock #aild have been purchased with the value of thedReent
Plan benefit (as determined by BellSouth and comecatied to the Participant in connection with thecébn
described in Section 6.1) at the average of thie aigl low sales prices of one share of CompanykSindhe
New York Stock Exchange for the last Business Diagagh of January, February and March 1¢

6.5 Payment of Benefits. Notwithstanding any camt@ovisions of Sections 5.2 and 5.3, amountsathe
Participant's Account attributable to Deferral Gimittions described in Section 6.1 shall be payable
commencing as of January 1 of the year during witierRetirement Plan benefit of such Nonemployee
Director would have commenced, in substantiallyadgunual installments (adjusted for investmenhiegs
between payments in the manner described in Afifiéor the number of years over which the Retiegrn
Plan benefit of such Nonemployee Director wouldehbeen distributed had the election described atiGe
6.1 not been made. An amount payable "as of" anyalg 1 shall be made as soon as practicablesaftér
January 1 and, unless extenuating circumstancss, @ later than January 31.

6.6 Vesting. Notwithstanding anything to the contria this Plan, including without limitation Seati 3.4,
a Participant shall not be eligible for the bersefiescribed in this Article VI unless the Participshall have
attained the age of fifty-five (55) years, or maethe time the Participant terminates service as
Nonemployee Directol

ARTICLE VI-A
SPECIAL ELECTION REGARDING MASTER ACCOUNT

6.1A Description of Election. Each active NonemgeyDirector shall be offered a special dinee electior
to combine into a single Master Account all of M@nemployee Director's Accounts under the Plan. The
election shall be irrevocable upon the Electiondiea.

6.2A Election Deadline. The Election Deadline foe Election described in Section 6.1A shall be AgDj
2001.

6.3A Effect of Election. For each Nonemployee Dioeenaking the election described in Section 6.dlA,
Accounts of such Nonemployee Director for each Maar under the Plan, beginning with the first PYaar
under the Plan which began on May 1, 1997, thramghincluding the upcoming Plan Year under the Plan
which begins May 1, 2001, plus the special Accdanany such Nonemployee Director who made thetiele
regarding the Retirement Plan described in Se@&idrof the Plan, shall be combined into a singlestela
Account under the Plan, with payments from suchtita&ccount to be made under a single distribution
schedule. As a result of the election describeBection 6.1A, Nonemployee Directors may delay aneare
scheduled benefit payments under an Account, bytmotin any event accelerate the timing of paynoént
any benefit under the Plan. Nonemployee Directaag not elect to combine some, but not all, of such
Accounts into the Master Accoul



6.4A Deemed Investment. The special one-time @leatescribed in Section 6.1A shall not affect the
Investment Election made by a Nonemployee Diregithr respect to Deferral Contributions for any P¥ear,
or the deemed investment of such Deferral Contidbstin either of the Stock Unit Option and/or theerest
Income Option, or the deemed investment of Deféitributions described in Section 6.1 in the Btdait
Option. Stock Unit Subaccounts and/or Interest ime®ubaccounts shall continue to be maintained in
accordance with Section 4.3 and 4.4 of this Plespectively, with respect to the Master Accounts of
Nonemployee Directors who make the election deedrib Section 6.1A

6.5A Election of Timing and Form of Payment. In porction with, and at the time of, making the spéci
one-time election described in Section 6.1A, a Mapleyee Director shall select the timing and forithe
distribution that will apply to the Master Accowftsuch Nonemployee Director, subject to the folluyv

(a) Timing. The Participant may elect that disttibo will be made or commenced as of any Januafyet
the date of such election (but in no event sodmen tlanuary 1, 2003); provided, that the Parti¢ipay not
select a benefit payment or a commencement datbddvlaster Account (i) that is later than the ttiath
(20th) January 1 following such election; or (gt is earlier than the latest date scheduled pusly for
distribution to be made or commenced for any Actadisuch Participant.

(b) Form of Distribution. The Participant shall@l¢hat the distribution from such Participant'sdtéa
Account will be made in one of the following forms:

(i) as single lum-sum cash payment;

(i) substantially equal annual installments (atgdsfor investment earnings between payments in the
manner described in Article IV) over a period oedt) to ten (10) years; provided, however, thahsu
Participant may not elect to have such distributiade over a period of years less than the nunfheraos
previously elected for the Plan Year with respeavhich such Participant elected the longest paymen
schedule, or, if larger, the number of years ovieictvthe Participants Special Account with respect
Retirement Plan benefits, if any, is to be paid.

(c) Benefit Payments. The payment of benefits feoRarticipant's Master Account shall be made in
accordance with the provisions of Section 5.3 efRfan.

ARTICLE VII
CLAIMS

7.1 Initial Claim. Claims for benefits under th@RImay be filed with the Plan Administrator on feror in
such other written documents, as the Plan Admatstmmay prescribe. The Plan Administrator shatigh to
the claimant written notice of the disposition aflaim within 90 days after the application theraffiled. In
the event the claim is denied, the notice of tlspasition of the claim shall provide the specifiasons for the
denial, citations of the pertinent provisions a¢ ®lan, and, where appropriate, an explanation hew the
claimant can perfect the claim and/or submit tleéntifor review.

7.2 Appeal. Any Participant or Beneficiary who egn denied a benefit shall be entitled, upon r&doe
the Plan Administrator, to appeal the denial ofdleém. The claimant (or a duly authorized représtve) may
review pertinent documents related to the Planimautide Plan Administrator's possession in orderapare th
appeal. The request for review, together with emitstatement of the claimant's position, must led fivith the
Plan Administrator no later than 60 days after ifgtoef the



written notification of denial of a claim providéadr in Section 7.1. The Plan Administrator's demisshall be
made within 60 days following the filing of the rept for review. If unfavorable, the notice of thexision
shall explain the reasons for denial and indidageprovisions of the Plan or other documents usedrtve at
the decision.

7.3 Satisfaction of Claims. The payment of the fiendue under the Plan to a Participant or Bergafic
shall discharge the Participating Company's olibgatunder the Plan, and neither the Participanthe
Beneficiary shall have any further rights underBt@n upon receipt by the appropriate person dielkfits. It
addition, (i) if any payment is made to a Participar Beneficiary with respect to benefits desalibethe Plan
from any source arranged by BellSouth or a Pagteig Company including, without limitation, anynf,
trust, insurance arrangement, bond, security dewicany similar arrangement, such payment shatldsned
to be in full and complete satisfaction of the ghtion of the Participating Company under the Réethe
extent of such payment as if such payment had tmeete directly by such Participating Company; andf(i
any payment from a source described in clausénéil) be made, in whole or in part, prior to thedipayment
would be made under the terms of the Plan, suclnpayshall be deemed to satisfy such Participating
Company's obligation to pay Plan benefits beginmifty the benefit which would next become payabider
the Plan and continuing in the order in which biéseire so payable, until the payment from suclerosiource
is fully recovered. The Plan Administrator or siRdrticipating Company, as a condition to making any
payment, may require such Participant or Benefjdiarexecute a receipt and release therefor in farohmas
shall be determined by the Plan Administrator erParticipating Company. If receipt and releasedgsired
but the Participant or Beneficiary (as applicaldleg¢s not provide such receipt and release in dytiem®ugh
manner to permit a timely distribution in accordamdgth the general timing of distribution provisgim the
Plan, the payment of any affected distribution rbaydelayed until the Plan Administrator or the guating
Company receives a proper receipt and release.

ARTICLE VIlI
SOURCE OF FUNDS

Each Participating Company shall provide the bénelfescribed in the Plan from its general assets.
However, to the extent that funds in one or maustsy, or other funding arrangement(s), allocabtbag¢o
benefits payable under the Plan are available, aaséts may be used to pay benefits under the IPkarch
assets are not sufficient or are not used to gdyeakfits due under the Plan, then the appropRatécipating
Company shall have the obligation, and the Pasitipr Beneficiary, who is due such benefits, sloalk to
such Participating Company to provide such benefitsParticipant or Beneficiary shall have anyiiegtin
the assets of any trust, or other funding arrangénoe in the general assets of the Participatin@anies
other than as a general, unsecured creditor. Asgglyd a Participating Company shall not grant eusity
interest in the assets held by the trust in fafdhe Participants, Beneficiaries or any creditor.

ARTICLE IX
PLAN ADMINISTRATION

9.1 Action by the Plan Administrato
(a) Individual Administrator. If the Plan Administor is an individual, he or she shall act and mts or

her actions in writing. Any matter concerning sfiieaily such individual's own benefit or rights eender
shall be determined by the Board or its desig



(b) Administrative Committee. If the Plan Admingstor is a committee, action of the Plan Administrat
may be taken with or without a meeting of committeambers; provided, action shall be taken only uhen
vote or other affirmative expression of a majoafythe committee members qualified to vote withpesg to
such action. If a member of the committee is ai€lpént or Beneficiary, he or she shall not papte in any
decision which solely affects his or her own bengfider the Plan. For purposes of administeringPlhe, the
Plan Administrator shall choose a secretary whdl Eeap minutes of the committee's proceedingsahd
records and documents pertaining to the administratf the Plan. The secretary may execute anyficate or
any other written direction on behalf of the Plagiministrator.

9.2 Rights and Duties of the Plan Administratore lan Administrator shall administer the Plan sinall
have all powers necessary to accomplish that perposluding (but not limited to) the following:

(a) to construe, interpret and administer the P

(b) to make determinations required by the Plad,tarmaintain records regarding Participants' and
Beneficiaries' benefits hereunder;

(c) to compute and certify to Participating Compearthe amount and kinds of benefits payable to
Participants and Beneficiaries, and to determieetithe and manner in which such benefits are toae;

(d) to authorize all disbursements by a Particigaompany pursuant to the Pl
(e) to maintain all the necessary records of theimidtration of the Plar

(f) to make and publish such rules and proceduetht regulation of the Plan as are not inconsistéth
the terms hereof;

(9) to delegate to other individuals or entitiesnfrtime to time the performance of any of its duitie
responsibilities hereunder; and

(h) to hire agents, accountants, actuaries, carssleand legal counsel to assist in operating and
administering the Plan.

The Plan Administrator shall have the exclusivétrig construe and interpret the Plan, to decibguastions
of eligibility for benefits and to determine the ammt of such benefits, and its decisions on sucttemsashall
be final and conclusive on all parties.

9.3 Bond; Compensation. The Plan Administrator @napplicable) its members shall serve as suchauit
bond and without compensation for services heraurdeexpenses of the Plan Administrator shallpjagd by
the Participating Companies.

ARTICLE X
AMENDMENT AND TERMINATION

10.1 Amendments. Subject to Section 10.3, the Bshadl have the right, in its sole discretion, teesad the
Plan in whole or in part at any time and from titn¢ime. In addition, the Plan Administrator shalve the
right, in its sole discretion, to amend the Plaarat time and from time to time so long as suchrafment is
not of a material natur



10.2 Termination of Plan. Subject to Section 1B&|South reserves the right to discontinue anchileaite
the Plan at any time, for any reason. Any actiotetminate the Plan shall be taken by the Boardsact
termination shall be binding on all Participatingripanies, Participants and Beneficiaries.

10.3 Limitation on Authority. Except as otherwiseyided in this Section 10.3, no contractual rigigtated
by and under any Deferral Election made prior tdffective date of any amendment or terminaticil &fe
abrogated by any amendment or termination of the,Ribsent the express, written consent of théckentt
who made the Deferral Election.

(a) Plan Amendments. The limitation on authoritga#ed in this Section 10.3 shall not apply to any
amendment of the Plan which is reasonably necessattye opinion of counsel, (i) to preserve thended
income tax consequences of the Plan describedcitio8el 1.1, or (ii) to guard against other mateadverse
impacts on Participants and Beneficiaries, and hicthe opinion of counsel, is drafted primatibypreserve
such intended consequences, or status, or to ggaidst such adverse impacts.

(b) Plan Termination. The limitation on authoritysdribed in this Section 10.3 shall not apply tg an
termination of the Plan as the result of a deteatiom that, in the opinion of counsel, Participaantsl
Beneficiaries generally are subject to federal inedaxation on Deferral Contributions or other anteun
Participant Accounts prior to the time of distrilout of amounts under the Plan but only if such teation is
reasonably necessary, in the opinion of counsgutrd against material adverse impacts on Paatitspand
Beneficiaries, or BellSouth or Participating ComiganUpon such termination, the entire amount ghea
Participant's Accounts shall be distributed inrgle lump-sum distribution as soon as practicafier ¢he date
on which the Plan is terminated. In such eventPla@ Administrator shall declare that the dateeahination
(or, if such day is not a Business Day, the lastiBess Day immediately preceding such day) shadl be
Valuation Date and all distributions shall be mhdsed on the value of the Accounts as of such Yalua
Date.

(c) Opinions of Counsel. In each case in which ginion of counsel is contemplated in this Sectior81
such opinion shall be in writing and deliveredhe Board, rendered by a nationally recognized law f
selected or approved by the Board.

ARTICLE XI
MISCELLANEOUS

11.1 Taxation. It is the intention of BellSouth titze benefits payable hereunder shall not be dideidy the
Participating Companies nor taxable for federabime tax purposes to Participants or Beneficianas such
benefits are paid by the Participating CompanyutthsParticipants or Beneficiaries. When such bé&nafie so
paid, it is the intention of the Participating Caanjes that they shall be deductible by the Pastaig
Companies under Code Section 162.

11.2 Withholding. All payments made to a ParticipanBeneficiary hereunder shall be reduced by any
applicable federal, state or local withholding tey taxes or charges as may be required undeicabpla law.

11.3 No Employment Contract. Nothing herein corgdirs intended to be nor shall be construed as
constituting a contract or other arrangement betveeRarticipating Company and any Participant éoetifiect
that the Participant will be employed by the Patiting Company or continue to be a Nonemployeedar
for any specific period of tim¢



11.4 Headings. The headings of the various artesheksections in the Plan are solely for converenrd
shall not be relied upon in construing any provisibereof. Any reference to a section shall refex $ection ¢
the Plan unless specified otherwise.

11.5 Gender and Number. Use of any gender in e Will be deemed to include all genders when
appropriate, and use of the singular number willibemed to include the plural when appropriate \écel
versa in each instance.

11.6 Assignment of Benefits. The right of a Paptéeit or Beneficiary to receive payments under the P
may not be anticipated, alienated, sold, assigmadsferred, pledged, encumbered, attached orgetiby
creditors of such Participant or Beneficiary, exdgpwill or by the laws of descent and distributiand then
only to the extent permitted under the terms ofRtan.

11.7 Legally Incompetent. The Plan Administratarits sole discretion, may direct that payment laelentc
an incompetent or disabled person, for whatevesorao the guardian of such person or to the paraging
custody of such person, without further liability the part of a Participating Company for the amadrsuch
payment to the person on whose account such paysmerde.

11.8 Entire Document. This Plan document sets fitithentire Plan and all rights and limits. Exdepta
formal amendment hereto, no document shall motigyRlan or create any additional rights or benefits

11.9 Governing Law. The Plan shall be construedhiadtered and governed in all respects in accarglan
with applicable federal law and, to the extentpre@empted by federal law, in accordance with theslaf the
State of Georgia. If any provisions of this instemhshall be held by a court of competent jurisaicto be
invalid or unenforceable, the remaining provisibeseof shall continue to be fully effective.



Exhibit 10-00(i)
FIRST AMENDMENT
TO
THE BELLSOUTH CORPORATION
DIRECTORS' COMPENSATION DEFERRAL PLAN

THIS FIRST AMENDMENT is made to the BellSouth Coration Directors' Compensation
Deferral Plan (the "Plan"), as amended and restseaf the F'day of May, 2001;

WHEREAS, Section 10.1 of the Plan provides thatBhard of Directors of BellSouth shall have
the right, in its sole discretion, to amend thenRiaany time and, further, that the Plan Admiaisir shall hav
the right, in its sole discretion, to amend thenRigany time and from time to time so long as sardendment
is not of a material nature; and

WHEREAS, Section 1.24 of the Plan in pertinent paignates the Chief Executive Officer of
BellSouth (the "CEQ") as Plan Administrator of flan;

NOW, THEREFORE, pursuant to the authority vestethéxCEO as Plan Administrator to approve
non-material amendments to the Plan, the Planreblgeamended as follows:

Section 4.2(b) of the Plan is amended by insertmgiediately following the first sentence thereof,
the following:

All deferrals of Compensation otherwise payabléhwispect to special meetings of the Board (or a
committee of the Board) shall be deemed investedearinterest Income Option.

Any other provisions of the Plan not amended hesbaill remain in full force and effec
This First Amendment shall be effective as of ttrediay of February, 200.

By: /sl F. D. Ackermal
Title: Chairman and Chief Executive Offic



Exhibit 10-pp

THE AMENDED AND RESTATED
BELLSOUTH CORPORATION STOCK PLAN
EFFECTIVE APRIL 24, 1995
AS AMENDED

ARTICLE |
PURPOSE

The purpose of this Plan is to promote the intsresBellSouth by granting stock-related Awards to
Eligible Employees and Non-Employee Directors to:

1) attract and retain Eligible Employeesi Non-Employee Directors;

2 provide Eligible Employees and Non4ifayee Directors with long term financial
incentives to increase the value of BellSouth; and

3) provide Eligible Employees and NEmployee Directors with a stake in the ful
of BellSouth which corresponds to the stake of eddBellSouth’s shareowners.

Only Eligible Employees and Non-Employee Directsinall be eligible for Awards under this Plan.
ARTICLE Il
DEFINITIONS
2.1 Definitions. Each term set forth in this Article 1l shall haveetrespective meaning set
forth opposite such term for purposes of this Péam when the defined meaning is intended the ierm

capitalized.

“Additional Option” means an Option granted to anN®mployee Director pursuant to Section 6.4
based upon his or her level of Stock ownership.

“Administrator” means the Compensation Committee, Director Committee or the Company
Administrator, as applicable.

“Agreement’means the written agreement which sets forth tmeste@nd conditions of the grant of
Award as provided in this Plan and such additie@ahs and conditions, not inconsistent with thanPhs the
Administrator determines are appropriate.

“Award” means an Option, SAR, Restricted SharefdParance Share, Dividend Equivalent Right or
Stock Payment granted to a Participant under thais. P

Annex Il
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“Basic Option” means an Option granted to a Non-Exyge Director pursuant to Section 6.3.
“BellSouth” means BellSouth Corporation, a Geoxpgooration.

“Beneficiary” means the person entitled to receimg payments or exercise any rights following the

death of a Participant as determined pursuant¢ticdel0.5.

“BLS Share” means one share of BLS Stock.

“BLS Stock”means (i) prior to a Tracking stock transactioe, plar value $1 per share common s

of BellSouth and (ii) after a Tracking Stock Tractsan, the BellSouth Corporation - BLS Group Common
Stock, par value $1 per share.

126790.2

“Board” means the Board of Directors of BellSouth.
“Change in Control” means the occurrence of antheffollowing:

@ any “person” (as such term is deéinn the Exchange Act), other than a trustee or
other fiduciary holding securities under an empépenefit plan of BellSouth (or of another entity
owned directly or indirectly by the shareholder8eflSouth in substantially the same proportions as
their ownership of stock of BellSouth), becomes‘theneficial owner” (as defined in Rule I&lunde!
said Act), directly or indirectly, of securities BelISouth representing 20% or more of the totaingp
power represented by BellSouth’s then outstandating securities;

(i) during any period of two consecuetiyears, individuals who at the beginning of
such period constituted the Board and any new iireehose election by the Board or nomination for
election by BellSouth’s shareholders was approved bote of at least two-thirds of the directorsowh
either were directors at the beginning of the twaryperiod or whose election or nomination for
election was previously so approved, cease for@agon to constitute a majority thereof;

(iii) the consummation of a merger, pldmemrganization, consolidation, share
exchange, or other transaction, in one or a sefieslated transactions, involving BellSouth, if
immediately following such merger, plan of reorgaation, consolidation, share exchange, or other
transaction or transactions the holders of thengasiecurities of BellSouth outstanding immediately
prior thereto hold securities representing 70%ess lof the combined voting power represented by the
voting securities of BellSouth or such survivindignoutstanding immediately after such mergernpla
of reorganization, consolidation, share exchangetleer transaction or transactions;

(iv) the consummation of a transactioroiming the sale or other disposition by
BellSouth or one or more of its subsidiaries (dedifior purposes of this subparagraph (iv) onlyrgs a
corporation in which 50% or more of the total conga voting power of all classes of stock is owned
directly or indirectly by BellSouth and any joinémture,
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partnership, limited liability company, or othemsiar entity of which 50% or more of the capital or
profits interest is owned directly or indirectly BgllSouth), in one or a series of related trarieast

of interests in an entity or entities, or of assetsich for the most recent audited twelve-monthque
produced total operating revenues or net incomeeggging more than 30% of the total operating
revenues or net income of BellSouth and its suas&s (taken as a whole), if following such
transaction or transactions, any such entity ifonger a subsidiary or such assets are no londér he

by a subsidiary;

(v) the dissolution of BellSouth or thede of all or substantially all of the assets of
BellSouth; or

(vi) the consummation of any other transaction whicharity of the Board, in its so

and absolute discretion, shall determine consttat€hange in Control, for this purpose.
“Code” means the Internal Revenue Code of 198@n@nded from time to time.

“Company Administrator” means the chief executifiicer of BellSouth, the senior officer of
BellSouth responsible for human resources mattessich other person or persons as are designatm by
Compensation Committee to administer the Plan dralbef Participants who are neither Non-Employee
Directors nor Covered Employees.

“Compensation” means all compensation payableNoraEmployee Director for service to
BellSouth as a director, other than reimbursemangéfpenses, including retainer fees for serviceaad fees
for attendance at meetings of, the Board and anmymitiees thereof.

“Compensation Committee” means the Executive NotirigaCompensation and Human Resources
Committee of the Board, or any successor commiitelee Board which administers this Plan as prodiihe
Article V.

“Covered Employee” means with respect to any gofain Award a Participant whom the
Compensation Committee deems may be or becomeesezbemployee as defined in Section 162(m)(3) ®f th
Code for any year that such Award may result inmeenation to the Participant and for which yeahsuc
Participant may receive remuneration over $1 mmillichich would not be deductible under Section 162§
the Code but for the provisions of the Plan andather “qualified performance-based compensatidaf fas
defined under Section 162(m) of the Code) of BeltBpprovided, however, that the Compensation Cdter
may determine that a Participant has ceased tocdmvered Employee prior to Settlement of any Award.

“Director Committee” means the Committee on Direstand Corporate Governance of the Board, or
any successor committee of the Board which adneirsghis Plan as provided in Atrticle V.

“Dividend Equivalent Rightimeans a right, granted to a Participant under &e&i4, to receive ca:
or Shares based on the value of dividends paidneghect to a Share.
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“Eligible Employee” means any employee (includimg@fficer, Executive Officer or director who is
an employee and including for purposes other tB&pslany former employee) of BellSouth or any Suasid
Such term also includes for purposes other thars &% non-employee advisor, consultant or indepgnde
contractor to BellSouth or any Subsidiary, and eefgrences to employment or termination of emplayime
under this Plan shall be deemed to apply to suddaisor, consultant or independent contractorpfoposes
of this Plan only, as if the services of such personstitute employment services.

“Exchange Act” means the Securities Exchange Adt9%#4, as amended from time to time.

“Executive Officer” means an Officer or other emyse or former employee of BellSouth or a
Subsidiary who is subject to the reporting requizats of Section 16(a) of the Exchange Act.

“Fair Market Valuefor any day means (i) the average of the high anddaily sale prices of a Shi
on the New York Stock Exchange for that day othére are no sales on such day, for the most recemtday
on which a Share was sold on the New York StockhBrge or (ii) the value of a Share determined @hsu
other manner which reasonably reflects the fain@alf a Share on that day as shall be determinddeby
Administrator.

“IPO” means the initial Public Offering of the LatAmerica Stock.

“ISO” or “Incentive Stock Option” means an optioragted under this Plan to purchase Shares which
is intended by BellSouth to satisfy the requireraaftCode Section 422.

“Latin America Share” means one share of Latin Aicge6tock.

“Latin America Stock” means the BellSouth Corparatt Latin America Group Common Stock, par
value $1 per share.

“Non-Employee Director” means a member of the Boaht is not an Officer or employee of
BellSouth or its affiliates.

“NQSO” or “Non-Qualified Stock Option” means an mpt granted under this Plan to purchase
Shares which is not intended by BellSouth to batér as an 1SO.

“Number of Shares Issuable with Respect to the{8mup Interest” has the meaning set forth in the
Amended and Restated Articles of Incorporation.

“Officer” means any executive of BellSouth or anybSidiary who is a member of the executive
compensation group under BellSouth’s compensatiaatiges (but not necessarily an Executive Officer)

“Option” means an NQSO or ISO granted under thamPI
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“Option Price” means the price determined in acaomt with Section 6.6 which shall be paid to
purchase one Share upon the exercise of an Optémnegl under this Plan.

“Parent Corporation” means any corporation whica grent of BellSouth within the meaning of
Code Section 424(e).

“Participant” means an Eligible Employee or a Namgfoyee Director to whom an Award is made.

“Performance Objective” means, as described ini@edi0.2, a performance objective specified in
the Agreement for a Performance Share, or for déimgroAward which the Administrator determines tokena
subject to a performance objective, upon whichviheting or Settlement of such Award is conditioned.

“Performance Period” means the period of time dj@tin an Agreement over which Performance
Shares are to be earned.

“Performance Share” means a bookkeeping entryrétatrds the equivalent of one share awarded
pursuant to Section 9.2 of this Plan.

“Plan” means this Amended and Restated BellSoutip@ation Stock Plan, as effective as of
December 5, 2000 and as thereafter amended froenttirtime.

“Prior Plan”means the BellSouth Corporation Stock Option Rlaa BellSouth Enterprises, Inc. K
Manager Incentive Compensation Plan, the BellS&xttutive Long Term Incentive Plan, the BellSouth
Corporation Shareholder Return Cash Plan, the BettSCorporation Key Manager Shareholder ReturhCas
Plan and the BellSouth Corporation Non-Employee&wor Stock Option Plan, as applicable.

“Prior Stock Plan” means the BellSouth Corporafdom-Employee Director Stock Plan.

“Public Offering” means the first day as of which sales of Latin Aoge6tock are made to the put
in the United States pursuant to an underwrittéslipwffering of the Latin America Stock.

“Restricted Period” means the period of time frdra tate of grant of a Restricted Share until the
lapse of restrictions attached thereto under ttles®f the applicable Agreement.

“Restricted Share” means a Share which has beerdad#o a Participant subject to restrictions
under Section 8.1.

“Retainer Multiple” has the meaning set forth ircGen 6.4(a).

“Rule 16b-3" means Rule 16b-3 under the Exchange Ac
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“SAR” or “Stock Appreciation Right” means the camttual right granted to a Participant pursuant to
Section 7.1 to receive a payment upon the exeofisach right which reflects the appreciation ia fair
Market Value of the number of Shares for which stight was granted.

“SAR Exercise Date” means the date on which thease of an SAR occurs under the related
Agreement.

“SAR Exercise Price” means the Fair Market Valua &hare on the SAR Exercise Date.

“SAR Grant Price’means the price which would have been the OptiameRor one Share if the S£
had been granted as an Option or, if the SAR istgchin tandem with an Option, the Option Pricethar
related Option.

“Settlement Date” means:

0] with respect to any Option that hag exercised in whole or in part, the date or
dates upon which Shares are to be delivered tBaniicipant and the Option Price therefor paid;

(i) with respect to any SARs that havemexercised, the date or dates upon which a
cash payment is to be made to the Participanh thira case of SARs that are to be settled in Shares
the date or dates upon which such Shares aredelivered to the Participant;

(iii) with respect to Performance Sharks, date or dates upon which cash or Shares
are to be delivered to the Participant;

(iv) with respect to Dividend Equivalent Rights, theedapon which payment thereo
to be made; and

(v) with respect to Stock Payments, thie d@on which payment thereof is to be
made, in each case, determined in accordance hattetms of this Plan and the Agreement under
which any such Award was made.

“Share” means a BLS Share or Latin America Shar¢h@ case may be.
“Stock” means BLS Stock or Latin America Stock{lzs case may be.
“Stock Payment” means payment of compensationarfdim of Shares pursuant to Section 9.3.

“Subsidiary” means:

@ with respect to an Award other thanl80, any corporation, joint venture or
partnership in which BellSouth owns directly orinedtly (A) with respect to a
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corporation, stock possessing at least 10% ofdta¢ ¢combined voting power of all classes of stinck
the corporation, or (B) in the case of a joint weator partnership, a 10% interest in the capital o
profits of such joint venture or partnership; and

(i) any corporation which is a subsidiagrporation (within the meaning of Code
Section 424(f)) of BellSouth by reason of beingumunbroken chain of corporations (beginning with
BellSouth) in which each corporation in the unbmkéain (except the last such corporation) owns
stock possessing 50% or more of the total combwotidg power of all classes of stock in one of the
other corporations in such chain.

“Ten Percent Shareownenrieans a person who owns (after taking into acctenattribution rules «
Code Section 424(d)) more than 10% of the totallwoed voting power of all classes of stock of aithe
BellSouth, or Subsidiary or Parent Corporation.

“Tracking Stock Transactionshiean the IPO or any other transaction that providethe issuance
the Latin America Stock.

2.2 References. All pronouns are masculine, solely for ease of imdand should be read as
feminine where applicable. Unless the context bfegaquires otherwise, the singular shall inclulde plural
and the plural shall include the singular. All refeces to sections of the Code or other laws arlagigns shall
include amendments and successor provisions thenéggs otherwise specifically stated or cleartyieed by
the context.

ARTICLE 1lI
SHARES SUBJECT TO PLAN
3.1 Aggregate Limits.

(@) BLS Shares. The aggregate number of BLS Shares with respeghich the grant
of Awards, other than Stock Payments and Awardéaio-Employee Directors, may be made in any
calendar year under this Plan shall not exceedd @%he total number of BLS Shares outstanding at
the time of such grant; provided, however, thatrthmber of such BLS Shares with respect to which
grants are not made in any calendar year shaNaitable for grant in a subsequent calendar year;
provided, further, however, that the number of Blitares available for such Awards shall be
increased by the excess of the number of sharéalaleaunder the Plan in calendar years prior & th
effective date set forth in Section 4.1 for suchafals over the number of shares with respect tolwhic
grants of such Awards were made in calendar yaasquch effective date. Within such total, the
aggregate number of BLS Shares with respect tolwthie grant of Performance Shares and Restricted
Shares may be made in any calendar year undePlmsshall not exceed in combination .25% of the
total number of BLS Shares outstanding at the tifrgrant. Furthermore, in no event shall ISOs with
respect to more than 4,000,000 BLS Shares be granider this Plan. The aggregate number of BLS
Shares with respect to which the grant of StockniRayts may be made in any
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calendar year under this Plan shall not exceedcl@%he total number of BLS Shares outstanding at
the time of grant. Finally, the aggregate numbeBlo® Shares with respect to which Awards, other
than Stock Payments, may be made to Non-Employe®is shall not exceed 1,200,000, and the
aggregate number of BLS Shares with respect tom&tock Payments may be granted to Non-
Employee Directors shall not exceed 700,000.

(b) Latin America Shares. The aggregate number of Latin America Shares with
respect to which the grant of Awards, other tharci§Payments and Awards to Non-Employee
Directors, may be made in any calendar year urdeiPian shall not exceed 1.25% of the total
number of Latin America Shares outstanding atithe bf such grant; provided, however, that the
number of such Latin America Shares with respeethich grants are not made in any calendar year
shall be available for grant in a subsequent calepéar. Within such total, the aggregate number of
Latin America Shares with respect to which the godriPerformance Shares and Restricted Shares
may be made in any calendar year under this Plalhrstt exceed in combination .25% of the total
number of Latin America Shares outstanding atithe bf grant. Furthermore, in no event shall ISOs
with respect to more than 4,000,000 Latin Ameribar8s be granted under this Plan. The aggregate
number of Latin America Shares with respect to Whie grant of Stock Payments may be made in
any calendar year under this Plan shall not excE&&Po of the total number of Latin America Shares
outstanding at the time of grant. Finally, the &ggite number of Latin America Shares with respect t
which Awards, other than Stock Payments, may beent@dNon-Employee Directors shall not exceed
1,200,000, and the aggregate number of Latin AraeSttares with respect to which Stock Payments
may be granted to Non-Employee Directors shallexaeed 700,000.

For purposes of this Section 3.1, the total nundbémtin America Shares
outstanding shall include the sum of (i) the numifdratin America Shares issued and outstanding;
and (ii) the Number of Shares Issuable with Respetite Inter-Group Interest in the Latin America
Group held by the BLS Group. In the event of arifigtion of Latin America Shares to holders of E
Shares, any grant of an Award of Latin America 8bao adjust an Award of BLS Shares to reflect
such distribution shall not reduce the number dfr_LAmerica Shares available for grant under the
Plan.

3.2 Individual Limits.

(@) BLS Shares. The number of BLS Shares with respect to whichgttaat of Awards,
other than Stock Payments, may be made to anycParti in any calendar year under this Plan shall
not exceed 2,500,000 BLS Shares. Within such tttalnumber of BLS Shares with respect to which
the grant of each of Performance Shares, Restr&tiedes and Dividend Equivalent Rights may be
made to any Participant in any calendar year utidePlan shall not exceed in combination 500,000
BLS Shares. Finally, the number of BLS Shares waipect to which the grant of Stock Payments
be made to any Participant in any calendar yeaerutiis Plan shall not exceed 250,000 BLS Shares.
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(b) Latin America Shares. The number of Latin America Shares with respeettich
the grant of Awards, other than Stock Payments, ogagnade to any Participant in any calendar year
under this Plan shall not exceed 2,500,000 LatireAca Shares. Within such total, the number of
Latin America Shares with respect to which the godreach of Performance Shares, Restricted S|
and Dividend Equivalent Rights may be made to amyi¢lpant in any calendar year under this Plan
shall not exceed in combination 500,000 Latin Arei$hares. Finally, the number of Latin America
Shares with respect to which the grant of Stocknigats may be made to any Participant in any
calendar year under this Plan shall not exceed)®80Q,atin America Shares. In the event of a
distribution of Latin America Shares to holdersBafS Shares, any grant of an Award of Latin
America Shares to adjust an Award of BLS Sharesftect such distribution shall not reduce the
number of Latin America Shares available for gtarany Participant under the Plan for the calendar
year in which such distribution occurs.

3.3 Application of Limits. No grant of an Award shall be made at any timerdy& calendar
year to the extent the number of Shares subjestich Award and the number of Shares subject to dsvar
previously granted during such year (or duringlifeeof the Plan in the case of ISOs) would excaéitnit in
Section 3.1 or 3.2. The number of Shares subjeat tAward shall be:

0] the number of Shares subject t@ation or subject to a SAR that is not granted in
tandem with an Option (including a SAR that carsettled in cash);

(i) the number of Shares subject grant of Restricted Shares;

(iii) the maximum number of Shares thaildde issued upon Settlement of a grant of
Performance Shares (or upon which a cash paymeid be based) as determined under the
Agreement for such grant and this Plan;

(iv) the number of Shares with respect to which DividEgdivalent Rights are grante
but excluding Shares subject to Dividend EquivaRights which are granted in tandem with another
Award grant which otherwise does not provide fa playment of dividends to the Participant; and

(v) the number of Shares that are paid Stock Payment.

3.4 Adjustments. The limits in Sections 3.1 and 3.2 shall be adjlisig provided in Section
10.6. If any Shares subject to an Award are fartedr such Award otherwise terminates, such nurmber
Shares shall be available for new Awards undePtha. In addition, Shares surrendered in paymeanpf
exercise or purchase price or in payment of tagksing to any such Award shall be deemed to ctutsti
Shares not delivered to the Participant and sleatldemed to be available for new Awards under ke for
purposes of Section 3.1 only.
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35 Shares. BellSouth shall reserve from time to time Sharewu8e under this Plan, and such
Shares shall be reserved to the extent BellSowemgeappropriate from authorized but unissued Sleareés
from Shares which have been reacquired by BellSouth

ARTICLE IV

EFFECTIVE DATE AND DURATION

4.1 Effective Date. The effective date of the amendment and restateafehis Plan shall be
December 5, 2000. This Plan, as amended and rstgtebecome effective only if approved by the
shareholders of BellSouth; provided, however, thatprovisions of this Plan, as amended and rekstataich
relate to Latin America Stock will become effectiwely upon a Tracking Stock Transaction.

4.2 Prior Plan. This Plan is a successor to each Prior Plan anBribe Stock Plan. No further
grants of stock options, stock appreciation righ&sformance shares, dividend equivalent rightaretiolder
return cash units or other interests shall be nfdmder the Prior Plans on or after April 24, 5%nd (ii)
under the Prior Stock Plan on or after Decemb@0B0, if the Plan is approved by the sharehold@psions
and stock appreciation rights, or performance shalieidend equivalent rights, shareholder retashcunits ¢
other outstanding interests under a Prior Plarrior Btock Plan shall continue to be governed lgytétms of
the Prior Plan or Prior Stock Plan, as the caselmeaprovided, that, effective on and after Sepem23, 199¢
terms of this Plan shall constitute an amendmetiteéderms of a Prior Plan or Prior Stock Plan, &ntthe
terms of outstanding grants under a Prior Plarrior Btock Plan where applicable, when expresslgrswidec
in this Plan.

4.3 Duration. This Plan shall terminate on December 31, 2004&asnéarlier terminated by the
Board pursuant to Article XI. No Award shall be gted after the date this Plan terminates. The egiple
terms of this Plan, and any terms and conditiompdicgble to Awards granted prior to such date, Ishalive
the termination of the Plan and continue to applguch Awards.

ARTICLE V

ADMINISTRATION

5.1 Administrator. The Plan shall be administered by the Compens&a@mnmittee with respe
to Covered Employees, the Director Committee wetipect to Non-Employee Directors and, subject to
regulations and guidelines that may be establislygtie Compensation Committee, by the Company
Administrator with respect to all other Eligible Blayees. The Compensation Committee or the Director
Committee may adopt such regulations and guidelisdsdeems are necessary or appropriate for the
administration of the Plan. Subject to such rulegulations or guidelines, the Company Adminisiratuall
have the power to adopt rules, regulations andejjniels to permit it to administer the Plan withpest to
Eligible Employees other than Covered Employees.
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5.2 Compensation Committee and Director Committee Responsibilities. The Compensation
Committee shall consist solely of at least two wdlials who are intended to qualify as “non-empéoye
directors” within the meaning of Rule 16b-3 undex Exchange Act (or any successor rule thereto) and
“outside directors” within the meaning of Sectid2{m) of the Code (or any successor section thersm
member of the Compensation Committee or the Dird€wmmmittee shall be personally liable for any @wti
determination, or interpretation made in good faitth respect to the Plan or Awards. All membershef
Compensation Committee and the Director Commitied] e fully protected by BellSouth, to the fulles
extent permitted by applicable law, in respectrof sauch action, determination or interpretation.

5.3 Administrator Responsibilities. The Administrator shall (a) determine the amourdlbf
grants of Awards under this Plan, (b) determinetéinens and conditions of grant Agreements andleditien
and other forms, which terms and conditions shatllbe inconsistent with this Plan, (c) interpret fian and
(d) make all other decisions relating to the operedf the Plan. The Administrator may adopt, amend
rescind rules or guidelines as it deems are apiatepto implement the Plan and correct any defestupply
any omission or reconcile any inconsistency inRken in the manner and to the extent the Admirtmtrdeem
necessary or desirable.

5.4 Determinations. All actions taken and all interpretations and deieations made by the
Administrator in good faith shall be final and bimgl upon Participants, BellSouth and all otherrieséed
persons.

ARTICLE VI

OPTIONS

6.1 Grant. Subject to the terms and conditions of this Plae,Administrator from time to time
may grant such Options to such Eligible Employeebsuch Non-Employee Directors to purchase Shares a
the Administrator acting in its sole discretion aeeare appropriate under the circumstances. Eacti gf an
Option shall be evidenced by an Agreement, and Agcbement shall incorporate such terms and candita:
the Administrator in its sole discretion deemsa@gsistent with the terms of this Plan, includiogditions on
the exercise of such Option which relate to thelegapent or service of the Participant or the reguient that
the Participant exchange a prior outstanding Omiwior SAR; provided that, if the Administratoagts an
ISO and NQSO to an Eligible Employee, the righthaf Eligible Employee to exercise one such Optlaalls
not be conditioned on his failure to exercise tthepsuch Option. The Administrator may issue nguidds
equal to the number of Shares surrendered by &iparit upon exercise of a previously granted stmution.

6.2 Special Rulesfor I ncentive Stock Options. The grant of ISOs shall be subject to the
following additional restrictions:
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NQSO.

(@) Eligible Individuals. Incentive Stock Options shall only be granted tdcégible
Employee who at the time of grant is a common lawpleyee of BellSouth or a Subsidiary.

(b) Time of Grant. No Incentive Stock Option shall be granted purstauihis Plan
more than 10 years after April 24, 1995.

(c) Annual Limit. The aggregate Fair Market Value (determined atithe the ISO is
granted) of the Shares with respect to which omaare ISOs are exercisable for the first time by a
Participant during any calendar year under the Btamith respect to which any incentive stock
options described in Section 422 of the Code afestoexercisable under any other stock plan of
BellSouth or a Parent Corporation or any Subsidsgll not exceed $100,000 or such other maxi
amount permitted under Section 422 of the Code.

(d) Option Term. The term of an ISO shall not exceed 10 years floardate of grant.
(e) Ten Percent Shareholderlf any Participant to whom an ISO is to be granted

pursuant to the provisions of the Plan is, on #ie @f grant, a Ten Percent Shareholder, then the
following special provisions shall be applicabletie 1ISO granted to such individual:

0] the Option Price of shares subjectuch 1SO shall not be less than 110%
of Fair Market Value on the date of grant; and
(ii) the Option shall not have a terneictess of 5 years from the date of grant.
Any Option purporting to constitute an ISO in vide of the restrictions in this Section 6.2 shalhstitute a
6.3 Non-Employee Director Basic Options. Unless otherwise determined by the Director

Committee, on the date of each BellSouth annuaksisdders’ meeting, each individual who is at tiirae
serving as a Non-Employee Director, whether orsueh individual is first elected as a Board mengtehat
meeting or whether or not such individual is stagdor reelection as a Board member at that meesimgl be
granted an Option to purchase BLS Shares and/@pdion to purchase Latin America Shares as deteminiy
the Director Committee.

126790.2

6.4 Non-Employee Director Additional Options.

(a) Unless otherwise determined by thee@or Committee, each Non-Employee
Director who receives a grant of a Basic Optionarrfsiection 6.3 on the date of an annual
shareholders’ meeting shall be granted Additionati@s to purchase BLS Shares and/or Latin
America Shares on such date if:
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@ the number of BLS Shares and Latinekita Shares owned by such Non-
Employee Director (as determined under paragraphdlow) as of the immediately
preceding December 31 (adjusted to appropriatélgatethe Tracking Stock Transactions)
exceeds

(i) the sum of (A) the number of BLS Sésuwand Latin America Shares
determined by: (I) dividing a portion of the prodlo€ (a) five multiplied by (b) the amount of
the annual retainer for Board members in effecsurh December 31 (the “Retainer
Multiple”) by the representative BLS Share pricesmeh December 31, and (ll) dividing a
portion of the Retainer Multiple by the represer&at atin America Share price on such
December 31 (as determined under paragraph (cjvpalod (B) the number of BLS Shares
and Latin America Shares subject to Additional @i previously granted to such Non-
Employee Director under this Section 6.4 (whetherai any such previously granted
Additional Option has been exercised or has exjifEoe portion of the Retainer Multiple to
be applied to BLS Shares and Latin America Sharal lse in proportion to the number of
BLS Shares and Latin America Shares granted ag Bgstions for such year.

Such Additional Option shall be for the number &fSBShares and/or Latin America Shares equal texbess
of (A) one half of the number by which Section &}i) exceeds Section 6.4(a)(ii)(A) (rounded to tieet
highest whole number) over (B) Section 6.4(a)(i))(Bnited to a maximum annual grant of BLS Shaaed
Latin America Shares as determined by the DireCammittee.

126790.5

(b) For purposes of this Section 6.4 pallNonEmployee Director shall be deeme

“own” the number of Shares equal to the sum of:

0) those BLS Shares and Latin Americar8k, whether registered in the
owner’'s name or in nominee name, which (1) are aanethe Non-Employee Director or his
spouse (or jointly) or (2) are owned by a trustwispect to which the Non-Employee
Director or his spouse (or both) contributed theSB2hares or Latin America Shares (or the
money or other property used by the trustee tol@ase the BLS Shares and/or Latin America
Shares) and also holds the power to vote and displosuch Shares; and

(i) the number of stock units (i.e., b&ekping units which reflect the price
changes and dividends on a Share) credited to ¢eimeB¥nployee Director pursuant to any
deferred compensation plan maintained by BellSouth.

(c) For purposes of this Section 6.4 pthig representative price of a BLS Share or

Latin America Share on any December 31 will eghealdverage of the Fair Market Value of such
Share for the last five trading days on the NewkY$tock Exchange for the year ending that
December 31 and the first five such trading dayhénnext succeeding year.
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Other Options. The Administrator may establish rules with resgecaind may grant to

Eligible Employees or Non-Employee Directors, Opsiavhich comply with any amendment to the Code
providing for special tax benefits for stock opganade after the effective date of this Plan, ghedisuch rule
otherwise are consistent with the terms of thisiPla

Option Price. The Option Price for each Share subject to an @tiall not be less than the

greater of (i) the par value of a Share or (ii) Baér Market Value of a Share on the date the @psgranted.

126790.2

Option Period and Exercisability.

(@) Eligible Employees. Each Option granted to an Eligible Employee untir Plan

shall be exercisable at such time or times asostt in the related Agreement over the period which
begins on the date such Option is granted, and @atibn shall expire automatically on the earliefst
(i) the date such Option is exercised in full, {iig date such Option expires in accordance wih th
terms of the related Agreement or (iii) the datehsOption is forfeited or deemed to expire upon the
exercise of any tandem SAR. An Agreement may pmfad the exercise of an Option after the
employment of an Eligible Employee has terminatedahy reason whatsoever, including retirement,
death or disability, but such provision shall haegforce or effect whatsoever and shall be inoperat
if the Administrator determines that such termiotivas for “cause” or was a result of misconduct in
connection with his employment. Upon such termaratthe Option shall be forfeited.

(b) Non-Employee Directors.

0) Unless otherwise provided in an Agneat, an Option granted to a Non-
Employee Director shall become exercisable onitsednniversary of the Grant Date;
provided, however, that in the event that, priosuach first anniversary, (1) the N&mployee
Director terminates his service on the Board bgoeaf (A) death, (B) disability, or (C)
retirement (which shall mean termination of senaoethe Board after the Non-Employee
Director has attained age 55 and completed at fizs@syears of service as a director on the
Board), or (2) a Change in Control shall occurntha Option shall become immediately
exercisable upon the occurrence of such event later, the expiration of the six-month
period following the Grant Date. Subject to theefywing, an Option shall be exercisable at
any time in whole or in part (but if in part, in amount equal to at least 100 Shares or, if less,
the number of Shares remaining to be exercisedrihdedption) on any business day of
BellSouth before the date such Option expires utfderSection 6.7.

(i) Unless otherwise provided in an Agremt, an Option shall expire on the
earlier of:
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(1) the first date on or after the Grant Date and goa Change in
Control on which the Non-Employee Director (A) ggss from or is not re-elected to
the Board prior to being eligible for retirementden clause (b)(i)(1)(c) of this Secti
6.7; (B) resigns for the purpose of acceptingetires and subsequently accepts, a
directorship or employment, or becomes associatéd amployed by or renders
service to, or owns an interest in (other than sisameholder with a less than 5%
interest in a publicly traded company) any busirieasis competitive with any
BellSouth company or with any other business inclvieiny of the BellSouth
companies have a substantial direct or indireetrr@st; or (C) resigns as a result of an
interest or affiliation which would prohibit contied service as a director;

(2) the date the Option (or a tandem SAR) has beerisgerin full; or

(3) one day after the expiration of the ten-year pevihich begins on the Option
Grant Date or, in the case of a Non-Employee Darewho dies within six months
prior to such day, the last day of the six monthiqaewhich begins on the date of the
Non-Employee Director’s death.

6.8 Method of Exercise.

(@) Exercise of Option. An Option may be exercised by properly completind a
actually delivering to BellSouth an exercise forrageribed by the Administrator for this purpose,
together with payment in full of the Option Price the Shares the Participant desires to purchase
through such exercise in the manner specifiederettercise form. Payment may be made:

0] in cash or its equivalent (e.g., byck);

(i) in BLS Shares or Latin America Sharas the case may be, having a Fair
Market Value equal to the aggregate Option Priceétfe Shares being purchased and
satisfying such other requirements as may be inthbgehe Administratoprovided, that
such Shares have been held by the Participanofgss than six months (or such other pe
as established from time to time by the Administratr generally accepted accounting
principles);

(iii) partly in cash and partly in sucha®és;

(iv) through the delivery of irrevocablestructions to a broker to deliver
promptly to BellSouth an amount equal to the agae@ption Price for the Shares being
purchased; or

(V) in the form of other property as detered by the Administrator.
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Any Shares which are tendered in payment shalblhged at their Fair Market Value on the Settlen
Date.

(b) Attestation. Wherever in this Plan or any Agreement a Partidiggpermitted to
pay the Option Price of an Option or taxes relatmthe exercise of an Option by delivering Shares,
the Participant may, subject to procedures satmfiaco the Administrator, satisfy such delivery
requirement by presenting proof of beneficial ovehgs of such Shares, in which case BellSouth shall
treat the Option as exercised without further payrnamd shall withhold such number of Shares from
the Shares acquired by the exercise of the Option.

ARTICLE VII

STOCK APPRECIATION RIGHTS

7.1 Grant. Subject to the terms and conditions of this Plae,Administrator may grant a SAR
to any Eligible Employee or Non-Employee Directeither (i) in tandem with the grant of an ISO ie tase
of an Eligible Employee, (ii) in tandem with theagt of an NQSO or (iii) independent of the grananflSO ol
NQSO. The Administrator may grant a SAR to each-Employee Director in tandem with each grant of a
Basic Option and an Additional Option. Each grar &AR which is in tandem with the grant of an I8Can
NQSO shall be evidenced by the same AgreemenedS® or NQSO which is granted in tandem with <
SAR and such SAR shall relate to the same numb8hafes as such Option. Each SAR which is granted
independent of an ISO or NQSO shall be evidencea $gparate Agreement which shall state the nuofber
Shares to which such SAR shall relate and such &¢has and conditions as the Administrator irsii&e
discretion deems are consistent with the termhisfRlan, including conditions on the exerciseusfrsSAR
which relate to the employment or service of thei€ipant or the requirement that the Participartange a
prior outstanding Option and/or SAR.

7.2 Payment at Exercise. Upon the settlement of a SAR in accordance withiéhas of the
related Agreement, the Participant shall (subjethé terms and conditions of this Plan and sucteément)
receive a payment equal to the excess, if anh@BAR Exercise Price for the number of Shareh@SAR
being exercised at that time over the SAR GrartePior such Shares. Such payment may be made ilewho
Shares or in cash, or partially in Shares andadgrin cash, as determined under the SAR Agreenient
payment is made in whole or in part in Shares, Sldres shall be valued for this purpose at the ERdtcise
Price on the date the SAR is exercised, and anypnpayin Shares which calls for a payment in a foact
Share automatically shall be paid in cash baseglioh valuation.

7.3 Special Terms and Conditions. Each Agreement which evidences the grant of a S#l s
incorporate such terms and conditions as the Adstmator in its absolute discretion deems are ctersisvith
the terms of this Plan and the Agreement for tt@si&nd NQSOs, if any, granted in tandem with sutR S
except that (i) if a SAR is granted in tandem veithISO or a NQSO, the SAR shall be exercisable whisgn
the related ISO or NQSO is exercisable and (ii)Rheticipants right to exercise a SAR granted in tandem
an I1SO or NQSO shall be
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forfeited to the extent that he exercises the edldO or NQSO and his right to exercise the ISBQE0
shall be forfeited to the extent he exercises ¢feted SAR, but any such forfeiture shall not casma
forfeiture for purposes of making the Shares sulifesuch Option or SAR again available for useasnd
Article Il

ARTICLE VIl

RESTRICTED SHARES

8.1 Grant. Subject to the terms and conditions of this Plae,Administrator may grant
Restricted Shares to any Eligible Employee or Navlegee Director as provided in this Article VIllaEh
grant of Restricted Shares shall be evidenced bygreement which shall state such terms and camditas
the Administrator deems are consistent with thenseof this Plan.

8.2 Restrictions. Restricted Shares shall be subject to such conditiod restrictions as the
Administrator shall determine and specify in thiated Agreement, which may include, but are noitédhto,
continued employment or service with BellSouth @ubsidiary and achievement of Performance Objestiv
which restrictions may lapse separately or in coration at such times, under such circumstancesjdh
installments, or otherwise, as the Administratoymatermine and so specify. Except to the extesitioted
under the terms of the Plan and the Agreemenimgl& the Restricted Shares, a Participant graRestricted
Shares shall have all of the rights of a sharelmatdduding, without limitation, the right to vofRestricted
Shares and the right to receive dividends thereon.

8.3 Forfeiture. If a Participant fails to meet the terms and caadg of the Agreement for such
Restricted Shares during the Restricted Periodirieiesl Shares still subject to restrictions shelfforfeited,
and all rights of the Participant to such Sharedl serminate without further obligation on the paf
BellSouth. An Agreement may provide that the Rettd Period will end upon the retirement, death or
disability of a Participant while an employee aredtor or upon such other event or events as thiidtrator
shall determine or may otherwise provide that sartlevent will not result in forfeiture of the Restied Share:

8.4 Certificates for Shares. Restricted Shares granted under the Plan may dereséd in such
manner as the Administrator shall determine. Theninistrator may place a legend on the Share ceatiés
referring to such restrictions and may requireRheticipant, until the restrictions have lapsedeep the Sha
certificates, together with duly endorsed stock emyin the custody of BellSouth or its transfegratgor to
maintain evidence of Share ownership, together diitly endorsed stock powers, in a certificatelesskientry
account with BellSouth’s transfer agent.

8.5 Adjustments. Shares distributed in connection with a stock splistock dividend, and other
property distributed as a dividend or pursuantt@djustment under Section 10.6, shall be subject t
restrictions and a risk of forfeiture to the samtest as the Restricted Shares with respect tolwdlch Share
or other property has been distributed.
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ARTICLE IX
OTHER STOCK RIGHTS

9.1 Grant. Subject to the terms and conditions of this Plae,Administrator may grant
Performance Shares, Stock Payments or DividendvBkguit Rights as provided in this Article IX. A gteof
Performance Shares and Dividend Equivalent Ridia# be evidenced by an Agreement, and a grantaakS
Payments may be evidenced by an Agreement, whiceehgent shall contain such terms and conditionibeas
Administrator deems are consistent with the terfrthie Plan.

9.2 Performance Shares. Performance Shares shall become payable to aipartidased upon
the achievement of specified Performance Objectwesupon such other terms and conditions as the
Administrator may determine and specify in the Agnent evidencing such Performance Shares. Each gran
shall satisfy the conditions for performance-ba&eards under Section 10.2. A grant may providettier
forfeiture of Performance Shares in the event whieation of employment or other events, subject to
exceptions for death, disability, retirement orestvents, all as the Administrator may determime specify
in the Agreement for such grant, provided that xeeption shall apply if the Administrator deternsrtaat the
termination was for “cause” or was a result of rarsguct in connection with his employment or service
Payment may be made at such time and in such father in cash or Shares, or a combination theeesothe
Administrator shall determine and specify in thedgmnent.

9.3 Stock Payments.

(a) Eligible Employees. The Administrator may grant Stock Payments to agilié
Employee as a bonus or additional compensation lieu of the obligation of BellSouth or a
Subsidiary to pay cash compensation under othepeosatory arrangements, with or without the
election of the Eligible Employee. A ParticipanaBihave all voting, dividend, liquidation and othe
rights with respect to Shares issued to the Ppatitias a Stock Payment upon the Participant
becoming holder of record of such Shares; provilediever, the Plan Administrator may impose
such restrictions on the assignment or transfeuoh Shares as it deems are appropriate and ggecifi
in an Agreement for such Stock Payment. A Stockrizay shall be subject to such other terms as the
Administrator deems are consistent with the terfrthis Plan and specifies in any Agreement for such
Stock Payment.

(b) Non-Employee Directors. The Director Committee may grant Stock Payments
Non-Employee Director as additional compensatiom dieu of the obligation of BellSouth to pay
cash compensation. In addition, unless otherwiserihined by the Director Committee, for each date
that a retainer payment otherwise is due to a Nmpl&yee Director, BellSouth shall pay such Non-
Employee Director a Stock Payment for the numbéld® Shares and/or Latin America Shares, as
determined by the Director Committee, equal to &F%uch retainer payment based upon the average
of the high and low daily sales prices of a BLSr8hend/or a Latin
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America Share on the New York Stock Exchange (“NY)S& the period of five trading days ending
on such retainer payment date (or the period effiimding days immediately preceding such datee
NYSE is closed on such date). Such Stock Payméhibevimade in lieu of the cash payment of such
50% of the retainer. Certificates or other evideoicall whole Shares will be delivered promptly
following each Stock Payment. Any payment for @tial Share automatically will be made in cash.

9.4 Dividend Equivalent Rights. The Plan Administrator may grant Dividend EquivalBights
in tandem with the grant of Options, SARs, or Perfance Shares that otherwise do not provide for the
payment of dividends on the Shares subject to Suedrds for the period of time to which such Dividen
Equivalent Rights apply, or may grant Dividend B@lent Rights that are independent of any such Awar
Dividend Equivalent Right granted in tandem witlotrer Award may be evidenced by the Agreementudoh
other Award; otherwise, a Dividend Equivalent Righall be evidenced by a separate Agreement. Pdymen
may be made in cash or Shares, or a combinatisedhaenay be immediate or deferred, and may beestibj
such employment, Performance Objectives or otheditions as the Administrator may determine andiépe
in the Agreement for such Dividend Equivalent Rgyfithe total payment attributable to a Share stubjea
Dividend Equivalent Right shall not exceed 100%hef equivalent dividends payable with respect &hare
during the term of such Dividend Equivalent Rigbking into account any assumed reinvestment (g
assumed reinvestment in Shares) or interest earvimguch equivalent dividends as determined uwhéer
Agreement in the case of deferred payment, providadsuch percentage may increase to a maxim2aaf
if the Dividend Equivalent Right is subject to af@emance Objective as described in Section 10.2.

ARTICLE X
SPECIAL PROVISIONS APPLICABLE TO AWARDS
10.1 Rule 16b-3 Compliance.

€) Six-Month Holding Period. Unless a Participant could otherwise exercise a
derivative security or dispose of Shares deliveneoh exercise of a derivative security granted unde
the Plan without incurring liability under Secti@6(b) of the Exchange Act, (i) Shares deliveredeu
the Plan other than upon exercise or conversi@dsrivative security granted under the Plan diwll
held for at least six months from the date of asitjon, and (i), with respect to a derivative seigu
granted under the Plan, at least six months stadbe from the date of acquisition of the derivativ
security to the date of disposition of the derivatsecurity (other than upon exercise or convejsion
its underlying equity security.

(b) Reformation to Comply with Exchange Act Rules. It is the intent of BellSouth
that this Plan comply in all respects with appliegtrovisions of Rule 16b-3 or Rule 16a-I(c)(3) end
the Exchange Act in connection with any grant ofakels to, or other transaction by, a Participant who
is subject to Section 16 of the Exchange Act
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(except for transactions exempted under altern&ik@hange Act Rules). Accordingly, if any
provision of this Plan or any Agreement relatingtoAward does not comply with the requiremen
Rule 16b-3 or Rule I6a-1(c)(3) as then applicablarty such transaction, such provision will be
construed or deemed amended to the extent necéssargform to the applicable requirements of
Rule 16b-3 or Rule 16a-1(c)(3) so that such Pardint shall avoid liability under Section 16(b).

(c) Prior Plan Window Period SARs. Effective November 24, 1996, in light of the
elimination by the Securities and Exchange Commissf the condition for exemption from Section
16(b) of the Exchange Act that stock appreciatights be exercised for cash only during a specified
“window period”, outstanding stock appreciationhtig tandem to non-qualified options issued under
the BellSouth Corporation Stock Option Plan areraaee to remove the window period restriction for
cash exercise such that such stock appreciatibtsrgzanted in 1989 and 1990 are now exercisab
cash at any time and that such stock appreciaitysrgranted in all other years are now exercesabl
for either cash or Shares at any time, providegllinases that such a stock appreciation rightocéy
be exercised if the optionee meets all other agplerequirements for the exercise of such stock
appreciation right under the terms of the PrionRlad the applicable grant agreement, including any
requirement relating to the optionee’s status us#mtion 16(a) of the Exchange Act at the time of
grant or exercise. This Section 10.1(c) shall aartstan amendment to the BellSouth Corporation
Stock Option Plan, and to outstanding non-qualifiemtk option and tandem stock appreciation right
agreements thereunder, to the extent necessaffgtd this change to such outstanding stock
appreciation rights under such plan. A Prior Plartipipant’s (or beneficiary’s) election to exeis
such an outstanding stock appreciation right duaimg expanded period provided by this Section 10.1
(c) shall constitute any required consent by théiggpant (or beneficiary) to such amendment.

10.2  Performance-Based Awards.

(a) General. Each Agreement for the grant of Performance Stetra specify the
number of Performance Shares subject to such Agreerine Performance Period and the
Performance Objective, and each Agreement for taet@f any other Award that the Administrator
determines to make subject to a Performance Obgesimilarly shall specify the applicable numbe
Shares, the period for measuring performance an@énformance Objective. Each Agreement for a
performance-based grant shall specify in respeatRérformance Objective the minimum level of
performance below which no payment will be madejlstescribe the method for determining the
amount of any payment to be made if performaneg @ above the minimum acceptable level but
falls short of full achievement of the Performa@gjective, and shall specify the maximum
percentage payout under the Agreement. Such maxipauogntage in no event shall exceed 100% in
the case of performance-based Restricted Share2084d in the case of Performance Shares or
performance-based Dividend Equivalent Rights.
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(b) Performance Objective. The Administrator shall determine and specify the
Performance Objective in the Agreement for a Peréorce Share or for any other performance-based
Award, which Performance Objective shall consisfipbne or more business criteria, including
(except as limited under Section 10.2(c) belowAaards to Covered Employees) financial, service
level and individual performance criteria, and éiijargeted level or levels of performance witlpezs
to such criteria. Performance Objectives may diffefween Participants and between types of Awards
and from year to year.

(c) Additional Rules Applicable to Covered Employees. The Performance Objective
for Performance Shares and any other performansedbaward granted to a Covered Employee shall
be objective and shall otherwise meet the requingsnef Section 162(m)(4)(C) of the Code and shall
be based on one or more of the following businégsrion: (i) consolidated earnings before or after
taxes (including earnings before interest, taxepretiation and amortization); (ii) net income) (ii
operating income; (iv) earnings per Share; (v) bealkie per Share; (vi) return on shareholders’
equity; (vii) expense management; (viii) returniovestment; (ix) improvements in capital structure;
(x) profitability of an identifiable business uwit product; (xi) maintenance or improvement of firof
margins; (xii) stock price; (xiii) market sharej\xrevenues or sales; (xv) costs; (xvi) cash fl@aii)
working capital; (xviii) return on assets; and (xatal shareholder return. The foregoing critenoay
relate to BellSouth, one or more of its Subside&deone or more of its divisions or units, or any
combination of the foregoing, and may be appliedworabsolute basis and/or be relative to one or
more peer group companies or indices, or any caaibim thereof, all as the Compensation Comm
shall determine. In addition, to the degree coesiswith Section 162(m) of the Code (or any suamt
section thereto), the performance goals may beiledéd without regard to extraordinary items.
Achievement of this Performance Objective shaliemsured over a period of years not to exceed ten
as specified by the Compensation Committee in tpeedment for the performance-based Award. No
business criterion other than that named abovieisnSection 10.2(c) may be used in establishing the
performance objective for an Award to a Covered Byge under this Section 10.2. For each such
Award relating to a Covered Employee, the Compémsa&ommittee shall establish the targeted level
or levels of performance for such business crite(ipwhile the outcome for that performance period
is substantially uncertain and (ii) no more thard@@s after the commencement of the performance
period to which the performance goal relates des§, the number of days which is equal to 25qre
of the relevant performance period. The Compens&immmittee may, in its discretion, reduce the
amount of a payout otherwise to be made in conmeetith an Award under this Section 10.2(c), but
may not exercise discretion to increase such amandtthe Committee may consider other
performance criteria in exercising such discretiihdeterminations by the Compensation Committee
as to the achievement of Performance Objectivesmhis Section 10.2(c) shall be made in writing.
The Compensation Committee may not delegate appnsgility under this Section 10.2(c).
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(d) Intent with regard to Code Section 162(m). It is the intent of BellSouth that, unle
otherwise determined by the Compensation Commi@®gé&pns, SARs, and Awards subject to
Performance Objectives specified under this Seda, granted under the Plan to persons who are
Covered Employees, shall constitute “qualified perfance-based compensation” within the meaning
of Code Section 162(m) and regulations thereurfgzordingly, unless otherwise determined by the
Compensation Committee, if any provision of thenRlaany Award agreement relating to such an
Award granted to a Covered Employee does not comply inconsistent with the requirements of
Code Section 162(m) or regulations thereunder(tinly Proposed Regulation 1.162-27 unless and to
the extent it is superseded by an interim or fiegulation), such provision shall be construed or
deemed amended to the extent necessary to condosath requirements, and no provision shall be
deemed to confer upon the Compensation Committeeyother person discretion to increase the
amount of compensation otherwise payable to a @dvEmployee in connection with any such Aw
upon attainment of the Performance Objectives.

10.3 Changein Control.

(a) General. The Compensation Committee shall have the righisisole discretion t
include with respect to any Award granted to aiBigent under this Plan provisions accelerating the
vesting or Settlement of such Award upon a Changdeantrol, subject to the restrictions on
dispositions of equity securities set forth in 8swt 10.1(a) and 12.1 and the restrictions in $acti
10.3(d) below. Such acceleration rights may beuhetl as part of the Agreement for such Award or
may be included at any time after the Award hasilgganted to the Participant. Such acceleration
rights may include, or be made subject to, suctricéiens as the Compensation Committee may deem
are appropriate to avoid or ameliorate the fedae@me tax impact of excess parachute payments as
defined in Section 280G(b) of the Code.

(b) Options and SAR Grants. Any Option or SAR granted under the Plan on aneraft
September 23, 1996 shall become fully vested arttesable upon a Change in Control. Such Option
or SAR following a Change in Control accordinglyghall be exercisable without regard to any dates
specified in the applicable grant Agreement ardafiy conditions specified in the grant Agreement o
otherwise in the Plan for the forfeiture of the @ptor SAR, including any conditions related to
termination of employment or noncompetition, simall apply, subject in both cases to the continued
application of the expiration date specified in ¢liant Agreement on which the Option or SAR will
expire in all events.

(c) Outstanding Non-Qualified Stock Options and SARs. Effective September 23,
1996, Section 10.3(b) also shall apply to all @ariding non-qualified stock options and tandem SARs
under this Plan and also those issued under tH8d@eh Corporation Stock Option Plan, subject in
both cases to the consent of the applicable ppatitiin accordance with rules established by
BellSouth. This Section 10.3 (and related defimisipshall constitute an amendment to the BellSouth
Corporation Stock Option Plan, and to all outstagdion-qualified stock options and tandem stock

Annex I11-22



126790.5

appreciation rights under this Plan and under tigr Plan, to the extent necessary to effect this
change to all such outstanding non-qualified stomions and stock appreciation rights.

(d) Pooling of I nterests Accounting Treatment. Notwithstanding anything to the
contrary in this Plan, if the application of thiscon 10.3 would preclude the use of pooling of
interests accounting treatment with respect tamstction for which such treatment otherwise is
available and to be adopted by BellSouth, the gioms of this Section 10.3 shall be modified as it
applies to such transaction, to the minimum extecessary to prevent such impact, including if
necessary the invalidation of such provisions @ektent they otherwise would have been triggey
such transaction. If the pooling of interests actimg rules require modification or invalidation arfie
or more provisions of this Section 10.3 as it aggptio such transaction, the adverse impact on the
Participant (including for this purpose a PriorrPfrarticipant) shall, to the extent reasonably jpbss
be proportionate to the adverse impact on otheitagimsituated Participants of BellSouth. The Bibar
shall, in its sole and absolute discretion, makdeterminations necessary under this subsection;
provided, that determinations regarding the appboaof the pooling of interests accounting rules f
these purposes shall be made by BellSouth witledheurrence of BellSoutk’independent auditors
the time such determination is to be made.

10.4  Transferability During Lifetime.

(@) General Rule. During the lifetime of a Participant to whom an Awas granted,
only the Participant (or such Participant’s legginesentative) may exercise or receive payment of a
Award. No Award (other than unrestricted Stock Pagta upon receipt) may be sold, assigned,
transferred (except as provided in the sentenceegbexchanged, or otherwise encumbered or made
subject to any creditor’s process, whether volyntiawoluntary or by operation of law, and any
attempt to do so shall be of no effect. This Sec1i0.4(a) shall apply to all Awards except as piedi
in Sections 10.4(b) and 10.4(c) below.

(b) Limited Exception for Certain NQSOs and SARs. Unless the terms of the
applicable grant Agreement for an NQSO or SAR dpeadly provides that this Section 10.4(b) shall
not apply, a Participant who is an Officer or a Nemployee Director (or a retired Officer or Non-
Employee Director) may transfer such Participanghts under any NQSO or SAR Agreement (other
than a SAR tandem to an ISO) granted on or afteeNdber 24, 1996 by properly completing and
delivering to the executive compensation groupetSuth headquarters a Non-Qualified Stock
Option Assignment Form and satisfying such othed@@ns as BellSouth may impose, provided that
such transfer is without consideration and to i@ or more of the Participant’s spouse, parents,
spouse’s parents, siblings, siblings’ lineal dedets, children, children’s lineal descendants,
children’s spouses and children’s spouses’ lineatdndants, including in all cases legally adopted
individuals, or (ii) a trust, partnership or simikntity for the benefit solely of one or more bét
family members described above. The rights of argh dransferee thereafter shall be nontransferable
except that
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such transferee, where applicable under the tefrteedransfer by the Participant, shall have tgktr
previously held by the Participant to designatesadiciary. A Participant may make such a transf
the Participans rights with respect to less than all of the tatahber of Shares subject to an Optio
SAR Agreement provided that each such transfef apgly to at least 20% of the total number of
Shares initially subject to such Agreement. Upanttansfer by a Participant of any rights under an
SAR Agreement or under an NQSO Agreement whichughes a tandem SAR, any right under the
SAR to exercise such SAR for cash automaticalsfiminated with respect to such transferred
interest. Notwithstanding Section 12.5 or the teainany Agreement, BellSouth or any Subsidiary
shall not withhold any amount attributable to tletRipant’s tax liability from any payment of cash
Shares to a transferee or transferee’s Beneficiadgr this Section 10.4(b) upon exercise of a
transferred NQSO or SAR by such person, but mayiredhe payment of an amount equal to
BellSouth’s or any Subsidiary’s withholding tax igjaition as a condition to such exercise or as a
condition to the release of cash or Shares upadm exercise.

(c) Outstanding Non-Qualified Stock Options and SARs. Effective November 24,
1996, Section 10.4(b) also shall apply to all nomdiied stock options and SARs tandem to non-
qualified stock options outstanding under the Riad also to all outstanding non-qualified stock
options and tandem SARs issued under the BellSBathoration Stock Option Plan. This Section
10.4 (and related Plan provisions on transfergbiihall constitute an amendment to the BellSouth
Corporation Stock Option Plan, and to all outstagdion-qualified stock option and tandem stock
appreciation right grant agreements under this Bfehthe Prior Plan, to the extent necessary exeff
this change to such outstanding non-qualified stqations and tandem stock appreciation rights. The
election by a Participant or Beneficiary (includifog this purpose a participant or beneficiary unde
the Prior Plan) to transfer any such non-qualifigmtk option and tandem stock appreciation right
pursuant to this Section 10.4(c) shall constituig @quired consent by the Participant (or Benafigi
to such amendment.

10.5 Transfersto Death Beneficiary. In the event of a Participant’s death, all of spehson’s
outstanding Awards, including his or her rightseoeive any accrued but unpaid Stock Paymentstnaiikfer
to the maximum extent permitted by law to such pe'sBeneficiary (except to the extent a permittadisfer
of a NQSO or SAR previously was made pursuant tii@e10.4). Each Participant may name, from time t
time, any beneficiary or beneficiaries (which mayrtamed contingently or successively) as his or her
Beneficiary for purposes of this Plan. Each dedgignashall be on a form prescribed by the Admiitstr, will
be effective only when delivered to BellSouth, aviten effective will revoke all prior designationg the
Participant. If a Participant dies with no suchdfemary designation in effect, such person’s Béegiefy shall
be his or her estate and such person’s Awarddwitransferable by will or pursuant to laws of éegand
distribution applicable to such person.

10.6 Adjustments. In the event that the Administrator shall deterntimegt any dividend or other
distribution (whether in the form of cash, Shamrspther property), recapitalization, forward oveese split,
reorganization, merger, consolidation, spin-off,
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combination, repurchase, or share exchange, or sitndar corporate transaction or event, affedtar8s such
that an adjustment is appropriate in order to predéution or enlargement of the rights of Pagamts under
this Plan, then the Administrator, in such manrseit anay deem equitable, shall adjust any or afl)ahe
number and kind of shares which may thereafterdtigeted in connection with Awards, (i) the numlaed
kind of shares that may be delivered or deliverablespect of outstanding Awards, (iii) the numaed kind
of shares with respect to which Awards may be gdas set forth in Article 1, and (iv) the exexeiprice,
grant price, or purchase price relating to any Alyar, if deemed appropriate, make provision foash
payment with respect to any outstanding Award. Angh adjustment made by the Administrator, inclgdin
any cancellation of an outstanding Award made asgiauch adjustment, will be final and bindind€lterms
of this Section 10.6 (and related definitions) khpply to all outstanding grants and awards utigePrior
Plans, and this Section 10.6 shall constitute aeraiment to the terms of the Prior Plans and tdettras of all
such outstanding grants and awards.

ARTICLE XI

AMENDMENTS AND TERMINATION

The Board shall have the right to amend, modifgpsind or terminate the Plan at any time; provi
that following the approval of the Plan by BellSoshareholders, this Plan may not be amended withou
further approval by shareholders, to the extenth sypproval is required by the Code, the ExchangeoAothel
applicable law. No enactment, modification, suspamer termination of the Plan shall alter or impeiy
Awards previously granted under this Plan withdet ¢onsent of the holder thereof, unless othermigeired
by law. It is conclusively presumed for this purpdkat any adjustment for changes in capitalizgtiarsuant
to Section 10.6 of this Plan does not affect aghtrof the holder of an Award. Notwithstanding fheegoing,
the Board may not amend the terms of any Optioedoce the Option price. Nor may the Board, without
approval by shareholders, cancel any Option andtgraew Option with a lower Option price such et
effect would be the same as reducing the Optiarepri

ARTICLE XIl

GENERAL PROVISIONS

12.1 Stock Restrictions. BellSouth shall have the right under this Planetstnict or otherwise
delay the issuance of any Shares purchased oupdet this Plan until the requirements of any aygie law:
or regulations and any stock exchange requirentexvs been in BellSouth’s judgment satisfied in.full
Furthermore, any Shares which are issued as & ofquirchases or payments made under this Pldhtgha
issued subject to such restrictions and condit@nany resale and any other disposition as BellSshill
deem necessary or desirable under any applicaltedaregulations or in light of any stock exchange
requirements.

12.2  Termof Service. The granting of an Award to a Participant undes flan shall not obligate
BellSouth to provide that Participant upon the teation of his or her employment
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or service with any benefit whatsoever except asiged under the terms and conditions of that Award
obligate the Participant to remain an employeeirectbr.

12.3 No Shareholder Rights. No Award shall confer on any Participant, or anyoleming on
his behalf, any of the rights of a shareholder ell®outh unless and until Shares are duly issuechosferred
on the books of BellSouth in accordance with tliesgeand conditions of the Award.

12.4 No Right to Employment/Continued Service or Awards. The granting of an Award under
the Plan shall impose no obligation on BellSoutlamy Subsidiary to continue the employment or seraif a
Participant and shall not lessen or affect Bell&mubr Subsidiary’s right to terminate the employrner
service of such Participant. No Participant or oferson shall have any claim to be granted anyrdwand
there is no obligation for uniformity of treatmenftParticipants, or holders or beneficiaries of Ad& The
terms and conditions of Awards and the Administ'atdeterminations and interpretations with respleeteto
need not be the same with respect to each Pariopéether or not such Participants are similailyated).

125 Unfunded Plan. This Plan shall be unfunded and BellSouth shalbeotequired to
segregate any assets that may at any time be espeeisoy Awards under this Plan. Neither BellSoith,
affiliates, the Administrator, nor the Board sha#l deemed to be a trustee of any amounts to baupdit this
Plan nor shall anything contained in this Planmgyr action taken pursuant to its provisions createeo
construed to create a fiduciary relationship betwa®y such party and a Participant or anyone clgjron his
or her behalf. To the extent a Participant or aimgoperson acquires a right to receive paymergyaunt to an
Award under this Plan, such right shall be no gretiitan the right of an unsecured general creditor
BellSouth.

12.6  Taxes. BellSouth or any Subsidiary shall withhold from grgyment of cash or Shares to a
Participant or other person under this Plan an ansufficient to cover any withholding taxes whitlay
become required with respect to such payment df tstk@ any other action as it deems necessargtisfg any
income or other tax withholding requirements assailt of the grant or exercise of any Award untier Plan.
BellSouth or any Subsidiary shall have the righteiguire the payment of any such taxes and retheteany
person furnish information deemed necessary bySBeth or any Subsidiary to meet any tax reporting
obligation as a condition to exercise or before imgiany payment pursuant to an Award.

12.7 Binding Effect. The provisions of this Plan, and any applicablee®gnent, election,
Beneficiary designation or other related documsimd|l be binding upon each Participant and anyiof h
Beneficiaries, transferees, heirs, assigneesjlligtes, executors, administrators, personal reptasves or
any other person claiming any rights under thisiPAny such person claiming any rights under thamRhall
be subject to the terms and conditions of this Blahall such documents and such other terms amditmms,
not inconsistent with this Plan, as the Administrabay impose pursuant to Article V.

12.8 Choice of Law and Venue. This Plan and all related documents shall be gacehy, and
construed in accordance with, the laws of the Sih@eorgia
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without regard to the conflict of laws provisiometeof (except to the extent provisions of
federal law may be applicable). Acceptance of arAlrshall be deemed to constitute con

to the jurisdiction and venue of the Superior Catfiffulton County, Georgia and the United
States District Court for the Northern District®&orgia for all purposes in connection with
any suit, action, or other proceeding relatinguchsAward, including the enforcement of any
rights under this Plan or any Agreement or oth@udtent, and shall be deemed to constitute
consent to any process or notice of motion in cotioe with such proceeding being servec
certified or registered mail or personal servicthimi or without the State of Georgia, provic

a reasonable time for appearance is allowed.
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THIS AGREEMENT, amended and restats of the_17thday of November, 1993, betwe
American Telephone and Telegraph Company, a New ¥orporation (the "Company"), and Wachovia B

of North Carolina, N.A., a national banking asstiora(the "Trustee").
WITNESSETH:
WHEREAS, the Company and the Trustee had previowsijered into an agreement |

"Agreement") to provide certain assurance to semianagers of the Company, effective May 1, 1994; an

WHEREAS, the Company and the Trustee desire to na&k&in changes to the Agreemen
address the funding and administration intendectutite Agreement; and

WHEREAS, the Company and the Trustee desire to draad restate the terms of the Agreeme
address the issues associated with such funding@meéhistration; and

WHEREAS, the Company has incurred and expects ntireee to incur certain unfunded retirer
income liabilities and benefit obligations to orthvrespect to all current employees who, as of Béez 18
1991 or thereafter, were at an employment bandeafd® Manager or above (or equivalent salary gtedel),
all future employees who are at any time at an eympént band of Senior Manager or above) (or egeiv
salary grade levels), all retired Senior Managersdtired employees at equivalent salary gradel$who ar
receiving a service or disability pension under #%&T Management Pension Plan and were at equit
salary grade levels at the time of their retiremantd all former employees who between Decembet %]
and November 17, 1993, inclusive, were at an enmpéyt band of Senior Manager and above (or equit
salary grade levels) (collectively, the "Particifslh pursuant to the terms of certain retiremernt monqualifie(
plans or arrangements presently or hereafter ifilethin Schedule A to this Agreement (hereinafter tPlan
or "Plans"); and

WHEREAS, the Company desires to provide additicesgurance to such Participants and

surviving spouses, beneficiaries or estates umdePlans (collectively, the



"Beneficiaries") that their unfunded retirementhtig and benefit entittements under the Plans withie futur
be met or substantially met by application of thecpdures set forth herein; and

WHEREAS, the Company wishes to establish separateuats which will include investme
earnings and adjustments for charges, expensescastd flow on assets attributable with respect &
contributions to each such account (hereinafter'#toeounts™) with respect to each Plan or grougPtzins (a
identified in Schedule A) in order to provide a mmuof payments under the terms of such Plans; and

WHEREAS, amounts credited to each Account, as aéted by the Company from time to time
its sole discretion, other than during a Poter@iahnge in Control Period and upon a Change in Ghranc
the earnings thereon shall be used by the Trustliedysn satisfaction of the liabilities of the Cpamny witt
respect to the Participants and the Beneficianieshe Plans covered under the respective Accouants
expenses as provided herein, and such utilizatiafi e in accordance with the procedures set foettein
and

WHEREAS, the Company desires to grant additionalgye to the Trustee during a Potential Chi
in Control Period and upon a Change in Controlriteo to provide the Participants and their Benafies witt
some measure of security during those events; and

WHEREAS, except as expressly provided in this Agrest, upon satisfaction of all liabilities of
Company with respect to Participants and their Beiagies payable from a particular Account, théabae, i
any, remaining in such Account shall be allocatedbther Accounts established under this Agreems
accordance with the procedures set forth hereih; an

WHEREAS, except as otherwise expressly providedhis Agreement, upon satisfaction of
liabilities of the Company with respect to all Rgigants, and their Beneficiaries under the Pléms balance,
any, remaining in the Accounts shall revert to @empany, provided, however, that all amounts inh
Accounts shall at all times be subject under thgreement to the claims of the Company's credita

hereinafter provided,;



NOW, THEREFORE, in consideration of the premised amutual and independent promises he

the parties hereto covenant and agree to amenckatade their Agreement as follows:



ARTICLE |
Establishment of Trust

1.1 The Company hereby establishes with the Truatdeust consisting of such sums of c
marketable securities and such other property aabkpto the Trustee as shall, in accordance witfcla 11,
be paid or delivered to the Trustee and the easramgl profits thereon. All such cash, marketabdesges an
other property, all investments made therewith prateeds thereof, less the payments or other llisioins
which, at the time of reference, shall have beedent®y the Trustee, as authorized herein, are ezfeor herei
as the "Trust Fund" and shall be held by the Teystd TRUST, in accordance with the provisions luf
Agreement.

1.2 The Trustee shall hold, manage, invest andrwithe administer the Trust Fund pursuant tc
terms of this Agreement. The Trustee shall be nesipte for contributions actually received by itdasuct
other obligations as it undertakes hereunder. Theuat of each contribution by the Company to thasi
Fund shall be determined in the sole discretiorthef Company, subject to the terms of this Agree
requiring contributions during a Potential Chang€ontrol Period and upon a Change in Control éaf ¢ern
is defined in Section 2.7 of this Agreement).

1.3 Subject to the provisions of Article X of tlAgreement, the Company and the Trustee agre
the Trust created herein shall not be revocablthbyCompany. The Trust established hereunderesided t
be a grantor trust within the meaning of Sectiol &7 the Internal Revenue Code of 1986, as them
amended, and all property contributed to the Tamst interest and other income earned on the inezgim
the Trust shall be held in trust in accordance whih Agreement, but shall be considered the ptgpET anc
taxable to, the Company.

1.4 To the extent provided in this Agreement, thasfee shall maintain in an equitable manr

separate bookkeeping Account for each Plan or gobipans, as provided in Schedule



A hereto, in which it shall keep a separate readrthe interest of such Participant or Beneficiander eac
Plan and Account under the Trust Fund. For purpo$ékis Agreement, the interest of each Partidigarn
Beneficiary payable from the Trust Fund with regpecany Plan shall be determined by multiplying
Participant's or Beneficiary's vested benefit untter Plan (as of the date the Participant and Baagf
becomes entitled to payments under the Plan) byatie obtained by dividing the total assets far fkccoun
(as determined in accordance with Article IV ofsttigreement) in which the Plan is included by tbial
vested liabilities for all Plans included within cbu Account. The Company's Corporate Vice President
Investment Management, shall certify to the Truste¢he time of each contribution to the Trust Fihe
amount of such contribution being made in respéatash Account established under this Agreemerthe
Trust Fund receives contributions in excess ofahmunts initially contributed pursuant to Sectiaft, Zhe
Trust Fund shall be revalued by the Trustee asheflast business day of each calendar quarter (we
frequently, at the request of the Company) at aiirrearket values, as determined by the Trusteethé
discretion of the Company, each Participant in dlein with respect to which an Account has beeaibésher
or his Beneficiary shall be entitled to receivenfrdhe Company, or such person as is designatechd
Company ("delegate"), a seminual statement of his entittement with respeaatch such Plan and Accot
During a Potential Change in Control Period andruadChange in Control, such statements shall beidec
on a quarterly basis and shall be required to helgethe Trustee to such Participants (or themdieiaries, i

applicable).



ARTICLE Il
Funding of the Trust

2.1 Concurrently with the execution of this Triuke Company is delivering to the Trustee, to bel
in trust hereunder, the sum of ohendred dollars ($100) in cash with respect to eddhe Plans identified
Schedule A hereto to be administered and dispokbyg the Trustee as provided herein. In additiamject tc
Section 2.2, the Company may from time to time gbuote additional cash, marketable securities (diric
securities of the Company) or other property reabynacceptable to the Trustee to be allocated dmtvan
among the Accounts as designated by the Companyfo@te Vice President - Investment Management.

2.2 Concurrently with the execution of this Trustlahereafter in accordance with Section 4.3
Company shall provide to the Trustee all reasonaklyuired information necessary for the Truste
determine the Company's (and its affiliates’) liibs and obligations under the Plans and shatlatg suc
information from time to time as requested by theisfee. If the Company does not provide upc
information to the Trustee within a reasonable gubf time following any request, the Trustee shisk it:
best estimate to determine the Company's (andffitates’) obligations and liabilities under thdaRs. Thi
Trustee shall be protected in determining the amadirthe Company's (and its affiliates') obligagoanc
liabilities under the Plans so long as the Trustets in good faith in arriving at its best estimatkee Truste
shall not perform any calculations with respecstich information unless directed to do so by then@any
but shall be required to perform such calculatidosing a Potential Change in Control Period andnug
Change in Control as provided herein. Upon the oeoge of a Potential Change in Control and a Céan
Control, the Trustee shall determine, in accordanith Section 2.5 hereof, based upon the last @l
available to the Trustee with respect to the vesatadl nonvested liabilities of the Company (anchifgiates)
under the Plans, the aggregate amount which wilstfficient to fund the Company's (and its affidisl

obligations and liabilities to pay the vested andvested benefits due to Participants



or Beneficiaries pursuant to the Plans, plus thewrh of one million dollars ($1,000,000) to provite
expenses, including, but not limited to, legal exges, administrative expenses, and other costsmitaming
the Trust Fund (the aggregate amount necessamntb the Company's and its affiliates' liabilitiesder th
Plans and the expense amount shall collectivekefegred to herein as the "Full Funding Amount" @& chore
fully defined in Section 2.5 of this Agreement).eTdetermination by the Trustee shall include reakla
estimates and adjustments for events occurringesutest to such last valuation. The Trustee shed gotice
to the Company of such Full Funding Amount as sasmpossible but in any event not later than fift€Es)
days after each occurrence of a Potential Chan@®ntrol and a Change in Control. Not later thartyth{30)
days after each occurrence of a Potential Chan@eirol and a Change in Control, the Company sidivel
to the Trustee an amount of cash (or marketablerises acceptable to the Trustee and having anfiairke
value equal to such amount as determined by thetdeu or some combination thereof) equal to thé
Funding Amount.

2.3 During a Potential Change in Control Period apdn a Change in Control, the Trustee s
every three months from the last day of the monttvlich occurs each such Potential Change in Cbatrt
Change in Control, whichever is applicable, unldss Full Funding Amount shall theretofore have |
returned to the Company pursuant to Article Illdady recalculate the Full Funding Amount as ofehd of th
month immediately preceding such threenth interval date as if the Potential Changeontfl or Change |
Control had occurred at the end of such month. |&ter than thirty (30) days after each threenth interve
date, the Trustee shall give notice to the Compnio the fair market value of assets then hettlanTrust a
of the end of such thremeonth interval date. As soon as possible followeogpletion of the recalculation |
in any event not later than forty-five (45) dayteakach thre@onth interval date, the Trustee shall give nt
to the Company of (i) such recalculated Full Fugddmount, (ii) the additional payment to the Tres{d any’
required from the Company by the following senter(@g the distribution to the Company (if any)qerec

from the Trustee upon the Company's written regpessuant to the last sentence of Section 2.4



hereof, and (iv) all information required to be f®th in any currentlyrequired Payment Schedule describe
Section 2.6 hereof. If such recalculated Full FagdAmount exceeds the fair market value of thetasbe!
held in the Trust as determined by the TrusteeCv@pany shall promptly (and in no event later tteam (10
days from the date of notice of any underfundirarfrthe Trustee) pay to the Trustee an amount ih (@
marketable securities (including securities of thempany) reasonably acceptable to the Trustee g
combination thereof) equal to such underfundinge Thustee shall have the duty, obligation and aitihdy
whatever means necessary, including, without litisita by means of commencing a lawsuit agains
Company, to collect any part of such amount whioh €ompany fails to contribute to the Trust Funds
timely manner.

2.4 Notwithstanding the foregoing, if, other thamridg a Potential Change in Control Period
prior to a Change in Control, the fair market vabfehe assets then held in the Trust, as detedriyethe
Trustee in its sole discretion, is more than 12% @ of any such recalculated Full Funding Amoestlusive
of the $1,000,000 for expenses as more fully desedrin Section 2.2 hereof, the Trustee, upon reaHig
written request from the Company's Corporate Vimsigent 1nvestment Management, shall distribute tc
Company such requested amount in excess of 12%mteof the Full Funding Amount, exclusive of
$1,000,000 for expenses ("Excess Funds"). Duringogential Change in Control Period and upon
occurrence of a Change in Control, Excess Fundmyif shall be used and applied by the Trusteaperee
and other costs of maintaining the Trust Fund dmadl sot be returned to the Company.

2.5 The Full Funding Amount, based on the bestrimédion available (including, when necess
estimates and forecasts) to the Trustee, shalhlmeunt equal to the net present value of the atmaiuany
vested and nonvested payments, including any patgntleat would be accelerated by reason of any fiaten
actual change in control (as defined in the respecPlans), under the Plans determined, to thent
applicable, as if the potential or actual changeontrol referred to therein had occurred on the da of whic

the Full Funding Amount is
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calculated, and shall include an additional sunoreé million dollars ($1,000,000) as described ictida 2.2
of this Agreement. For the purpose of calculating Full Funding Amount (other than the one milliilar
(%$1,000,000) portion for expenses), all Participamho have previously retired or terminated from #utive
employment of the Company and its affiliates shedl assumed to have retired (if eligible) or terrten
employment on the date of the Potential Change ant©®l or Change in Control. Net present value
liabilities under the Plans shall be determinedaimanner consistent with the assumptions utilizgdHhla
Company under the Company's qualified defined bepehsion plan applicable to management emplc
(the "Pension Plan"), unless the terms of a spePifan direct use of different assumptions, in Whiase suc
different assumptions shall be used solely wittpees to the Plan to which they pertain. During @eRtia
Change in Control Period and upon a Change in ©bntine Pension Plan or Plan assumptions uti
immediately prior to the Potential Change in CohtmroChange in Control, as the case may be, sealam ir
effect for the duration of this Agreement, unlessuanptions resulting in a greater benefit to Pipeitts unde
the Plans are uniformly adopted with respect toRbasion Plan or Plans, in which case the lattmrraption
shall be utilized for purposes of this Agreement.

2.6 Contemporaneously with each payment by the Gompursuant to Section 2.1, or 2.3 he
(other than the initial payment of ohemndred dollars ($100) for each of the Plans),Gbenpany shall deliv
Payment Schedules (containing information with eespo a Participant's or Beneficiary's entitlememder th:
Plans, as described in Section 2.5 hereof) to €afticipant, Beneficiary (if applicable) and theu3tee
provided, however, that at the request of the Campar during a Potential Change in Control Peaad upo
a Change in Control, the Trustee shall preparedatider such Payment Schedules to Participantshir

Beneficiaries, if applicable) and to the Company.
2.7 For purposes of this Agreement, the termsasti below shall be defined as follows:
(a) "Change in Control" shall mean the occurrerfceny of the following events: (1) an acquisit

(other than directly from the Company) of any vgtsecurities of the Company (the
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"Voting Securities") by any "Person” (which shaleam any "person" or "group,” in each case withie
meaning of Section 13(d) or 14(d) of the Securiiechange Act of 1934, as amended (the "1934 .
immediately after which such Person is a "Bendfi€aner" (within the meaning of Rule 1&lpromulgate
under the 1934 Act, providechowever, that such Person shall be deemed to be the "Baigdwner" of al
shares that any such Person has the right to &guisuant to any agreement, arrangement or uaddisg o
upon exercise of conversion rights, warrants, otior otherwise, without regard to the sixty dayiqu
referred to in such Rule) of twenty percent (20%inore of the combined voting power of the Compsutiyer
outstanding Voting Securities; providethowever, in determining whether a Change in Control hauuoed
Voting Securities which are acquired in a "NG@ontrol Acquisition" (as hereinafter defined) shalbt
constitute an acquisition which would cause a ChangControl. A "Non€ontrol Acquisition" shall mean .
acquisition by (A) an employee benefit plan (orwst forming a part thereof) maintained by (i) @empany c
(ii) any corporation or other Person of which a onigy of its voting power or its equity securities equity
interest is owned directly or indirectly by the Gmany (a "Subsidiary"), (B) the Company or any Sdiasy, oi
(C) any Person in connection with a "N@entrol Transaction" (as defined below). For pugsosf thi:
Agreement, the entities identified in Subparagraf{dg”, "(B)" and "(C)" of this Section 2.7(a)(1)hall be
referred to as "Related Persons."

(2) The date when the individuals who, as of thie diereof, are members of the Board of Dire:
(the "Board") of the Company (the "Incumbent Boyrdease for any reason to constitute at leastthivds o
the Board;_provided however, that if the election, or nomination for electibp the Company's stockholde
of any new director was approved by a vote of astiéwothirds of the Incumbent Board, such new dire
shall, for purposes of this Agreement be consideaed member of the Incumbent Board; providédther,
however, that no individual shall be considered a membehe Incumbent Board if such individual initia
assumed office as a result of either an actuahmatened "Election Contest" (as described in Rdk11 of

Regulation 14A promulgated under the 1934 Act)tbepactual or threatened
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solicitation of proxies or consents by or on belaflifa Person other than the Board (a "Proxy Cofjtest

including by reason of any agreement intended tideer settle any Election Contest or Proxy Contest

(3) Approval by stockholders of the Company of:

(A) A merger, consolidation or reorganization inviag the Company, unless

(i) the stockholders of the Company immediately obefsuch merger, consolidation or
reorganization own, directly or indirectly immedibt following such merger, consolidation or reorgation,
at least seventy-five percent (75%) of the combinetihg power of the outstanding voting securitidsthe
corporation resulting from such merger, consol@ator reorganization (the "Surviving Corporationt)
substantially the same proportion as their ownershithe Voting Securities immediately before sucérger,
consolidation or reorganization;

(i) the individuals who were members of the IncembBoard immediately prior to the
execution of the agreement providing for such mergensolidation or reorganization constitute atstetwo-
thirds of the members of the board of directorthefSurviving Corporation;

(iii) no Person (other than the Company or any &lidry, any employee benefit plan or any
trust forming a part thereof) maintained by the @any, the Surviving Corporation or any Subsidianyany
Person who, immediately prior to such merger, clidation or reorganization had Beneficial Ownersbip
fifteen percent (15%) or more of the then outstagdvoting Securities) has Beneficial Ownership ifieén
percent (15%) or more of the combined voting powfethe Surviving Corporation's then outstandingingt
securities; and

(iv) for purposes of this Agreement, the immediafaleceding Subparagraphs (i) through (iii),

inclusive, shall be referred to as a "Non-Contn@nsaction"”.

(B) A liquidation or dissolution of the Company; or

(C) An agreement for the sale or other dispositiball or substantially all of the assets of then@any to any Person (other than a transfer to aiGialy)

13



Notwithstanding the foregoing, a Change in Congiwéll not be deemed to occur solely because argof
(the "Subject Person") acquired Beneficial Owngrsbfi more than the permitted amount of the outstey
Voting Securities as a result of the acquisitionvating Securities by the Company which, by redgcthe
number of Voting Securities outstanding, increabesproportional number of shares Beneficially Odvig
the Subject Person, provided that if a Change int@bwould occur (but for the operation of thisiemnce) a
a result of the acquisition of Voting Securities the Company, and after such share acquisitionhl
Company, the Subject Person becomes the Benefiuaier of any additional Voting Securities wt
increases the percentage of the then outstanditigd/8ecurities Beneficially Owned by the Subjeet$dn
then a Change in Control shall occur.
(b) "Potential Change in Control" shall mean thewrence of any of the following events:

(1) when any Person (including the Company) puplaainounces an intention (A) to acq
five percent (5%) or more of the then outstandimafigy Securities, provided such acquisition is hgpte
Related Person or (B) to merge or consolidate thegany with another entity, transfer or sell assétthe
Company, or liquidate or dissolve the Company,anhecase described in this clause (B) in a tramsatta

would, if completed, constitute a Change in Coniool
(2) when any Person other than a Related Person,

(A) acquires five percent (5%) or more of the tlvertstanding Voting Securities, other t
as a holder whose investment in the Company ibéigo be reported on Schedule 13G pursuant te Rad-1
(b)(1) promulgated under the 1934 Act (hereinaftes,"Eligible Person"), or

(B) initiates a tender or exchange offer to acqaireh number of Voting Securities as wc

result in such Person holding twenty percent (26#4pore of the then outstanding Voting Securitges,
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(C) solicits proxies for votes to elect membershe Board of Directors at a shareholc
meeting of the Company.
(c) "Potential Change in Control Period" shall meéha period commencing on the date th
Potential Change in Control has occurred and engag:
(1) the date any Person who made an announcenfentrkto in Subparagraph (b)(1) of 1
Section 2.7 publicly announces he no longer inteodt&ke or is no longer considering the takingso€t
actions;
(2) the date the Person referred to in Subparagta)h)(A) of this Section 2.7 qualifies as
Eligible Person;
(3) the date when any Person described in Submarhdgb)(2) of this Section 2.7, (A) st
own less than five percent (5%) of the then outiitemVVoting Securities, (B) shall have abandonexitédnde
or exchange offer, or (C) following a shareholdenseting, shall not have elected a member of trerdB@a

the case may be; or
(4) the date a Change in Control occurs.

2.8 The Board or the Chief Executive Officer of iempany shall notify the Trustee in writing
each occurrence of a Potential Change in Contrdl@Gmange in Control. All such notices shall be e
promptly and in any event not later than five (8ysl following the occurrence of such event. Notstanding
the foregoing, the Trustee shall be responsibleatmertaining whether a Potential Change in Cortnal :
Change in Control has occurred and the duratiothefPotential Change in Control Period. The Trustes

rely on such methods as are available to obtaiiceraincluding reference to periodicals of geneietulatior

such as The Wall Street Jourmald The New York Time® determine whether a Potential Change in Cc
or Change in Control has occurred and the duratfdhe Potential Change in Control Period and tben@an:
will provide to the Trustee, in a timely mannery &roxy Statements, Solicitation/Recommendatiotegtan
on 14D9 Schedules, and information statements pursuaRute 14(f) of the 1934 Act, to the extent that

Company has filed such documents
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pursuant to the federal securities laws and copfeany initial filings and amendments thereto thl¢
Company receives pursuant to Sections 13(d) and) dAthe 1934 Act.

2.9 The Trustee shall be required to determine wthenPotential Change in Control Period
ended. Such determination may be made in the sezameen as provided in Section 2.8 of this Agreemehn¢
determination as to the end of a Potential Chandeointrol Period shall result in the obligationsttod partie
hereto reverting to their pf@etential Change in Control requirements. Nothingtained in this Section 2

shall relieve any person of any of its obligatiomsier this Agreement upon a Change in Control.
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ARTICLE 1l
Trust Assets Subject to Creditors

3.1 Notwithstanding any provision in this Agreema@mthe contrary, if at any time while the Trus
still in existence the Company becomes insolvesitd@fined herein), the Trustee shall suspend thmeat o
all benefits from the Trust Fund and shall theezafiold the Trust Fund in suspense until it receigecoul
order directing the disposition of the Fund; pr@dd however, the Trustee may deduct its fees apdnse
and other expenses of the Trust, including taxestlae fees and expenses of any person retaindtebjrtiste
in connection with its administration of the Triaind, pending the receipt of such court order. Thenpan'
shall be considered to be insolvent if (a) it isable to pay its debts as they fall due or (b) baptay o
insolvency proceedings are initiated against iitbycreditors or by the Company or any third panter th
Bankruptcy Act of the United States or the bankeypaws of any State alleging that the Companyssiven
or bankrupt. By its approval and execution of thigeement, the Company represents and agreegsHzdar
of Directors and Chief Executive Officer, as froimé to time acting, shall have the fiduciary dutyd
responsibility on behalf of the Company's creditorgive to the Trustee prompt written notice o awvent o
the Company's insolvency and the Trustee shallnilesl to rely thereon to the exclusion of alletitions o
claims to pay benefits thereafter made. If, afterement of insolvency, the Company later becomégesi
without the entry of a court order concerning tligpdsition of the Trust Fund, the Company shallbitten
notice so inform the Trustee and the Trustee shateupon resume all its duties and responsilsilitieder thi
Agreement without regard for this Section 3.1 uatil unless the Company again becomes insolvesuch
term is defined herein.

3.2 The Company represents and agrees that thedstablished under this Agreement does not
and is not intended to fund the Plans or any o#imployee benefit plan or program of the Companyh
Trust is intended to be a depository arrangemetht thie Trustee for the setting aside of cash ahdrassets

the Company for the meeting of part or all
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of its future retirement, death, disability or atlobligations to the Participants and their Benafies under tF
Plans. The purpose of this Trust is to provide are® of funds from which Plan Participants and r
Beneficiaries may receive certain retirement, dedtsability and deferred benefits under the Plpagablt
from the respective Accounts hereunder. Furthefpbbgwing the procedures set forth herein, PlartiBiaants
and Beneficiaries may have access to some or #fiedf benefits under the Plans as such benefisrbe du
without having the payment of such benefits subjedhe administrative control of the Company uslés
Company becomes insolvent as defined in Section\®ihing in this Agreement shall in any way dinsimithe
rights of any Participant or Beneficiary to pursights of a general creditor with respect to amsysayabl
pursuant to the Plans. The Company representshthd®lans are not qualified nor are they intendegualify
under Section 401 of the Internal Revenue Code9861and therefore are not subject to any of theriha

Revenue Code requirements applicable solely tatetified plans.
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ARTICLE IV
Trust Fund Administration

4.1 Except for the records dealing solely with #reist Fund and its investment, which shal
maintained by the Trustee, the Trustee shall baished by the Company with and shall maintain
Participant records necessary to perform its obbga under this Agreement; provided, however, thahe
absence of such records, the Trustee shall beleentinder this Agreement to rely on the most re
information and data that is available or as mapitowided by the Participant or Beneficiary. At tieguest ¢
the Company, or, during a Potential Change in @bferiod and upon a Change in Control, the Trushed
also prepare and distribute Participants' statesnantl shall be responsible for providing informatigith
respect to payments to Participants and their Bamefs and shall perform such other duties
responsibilities as set forth in this Agreementasr otherwise determined by the Trustee as necess
advisable consistent with the purposes of thisfTrus

4.2 Upon contribution by the Company to the Tragihér than for the initial contribution as provided
in Section 2.1), or as soon thereafter as pradgdaltt in any event not later than 30 days afteogential
Change in Control and a Change in Control, the Gomshall furnish to the Trustee all informatiorcessary
for the Trustee to determine the Company's (anH ekits affiliates') separate liabilities and @altions under
the Plans with respect to each Participant in €lah, including any benefits payable after theiEipent's
death and the recipient of same. During a Pote@tia@nge in Control Period and a Change in Corttrel,
Company shall regularly, at least quarterly, funnievised updated information to the Trustee. Basethe

foregoing information, at the request of the Comypanduring a Potential Change in Control
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Period and upon a Change in Control, the Trustel grepare an annual estimated benefits statement
respect of each Participant and shall furnish  adsame to the Participant or his Beneficiary emthe
Company. In the event the Company refuses or neglerovide updated Participant information, as
contemplated herein, the Trustee shall be entiledly upon the most recent information furnished by the
Company or a Participant (or Beneficiary) and makenappropriate adjustments for events occurring
subsequent to the date with respect to which th&t necent information pertains.

4.3 Upon the written direction of the Company's &x&ve Human Resources Department to the
Trustee that a Participant's benefits under a Péae become payable or, if the Company's Exectitivean
Resources Department fails to provide such notiicavithin twenty (20) days of the event entitlitige
Participant to a distribution, upon the writtenedition to the Trustee and the Company by the Raatit or
Beneficiary of a deceased Participant, the Trustpen review of the Plans and such other informmadis it
shall deem relevant and determination by the Teuftat such amount is properly payable under taesp|
shall prepare a certification to the Company amti¢deant that a Participant's benefits under anPlave
become payable. Such certification shall includgeamount of such benefits, the manner of paymenhttasn
name, address and social security number of thpieat and, to the extent necessary, shall be epdat
quarterly or upon receipt by the Trustee of a motita benefit change under a Plan from the Compapgn
the Trustee's determination of the amount payabha the Trust Fund (in accordance with the method
described in Section 1.4 of this Agreement) andaghropriate federal, state and local tax amoubgto
withheld from such amount, the Trustee shall conmreetistributions from the Trust Fund in accordawié

the terms of the applicable Plan to the persoressgns so indicated and to the Company with regpedakes
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required to be withheld and the Trustee shall ah#ing Accounts established hereunder for the Rzatits
benefits and tax payments; provided, however,ithdte event the Company notifies the Trustee dhat
Participant is entitled under one or more of thenBlto receive a distribution in the form of sharestock of
the Company, or the Trustee makes such determimdtie Trustee shall distribute stock of the Conyfaom
the assets of the Trust Fund or may purchase,eapbn market or from the Company, as determinetidy
Trustee, at fair market value, the requisite nundbeshares with the cash distribution to the Pguaict
attributable to the Plan requiring distributionsimares of Company stock. The Trustee shall defheeshares 1
the Participant as soon as practicable followirggghrchase and registration of such shares inaherof the
Participant. The Company shall have full respotigitfior the payment of all withholding taxes tceth
appropriate taxing authority and shall furnish eRelnticipant or Beneficiary and the Trustee with th
appropriate tax information form evidencing suckirpant and the amount thereof. The Trustee shall als
furnish a copy of the tax withholding certificatitmthe Participant or to the Beneficiary of a desesd
Participant.

4.4 All benefits payable from the Trust Fund toaatRipant or his Beneficiary under any Plan shall
be paid solely from the Account within this Trustrfé in which such Plan has been assigned by thep@ayn
as described in Schedule A to this Agreement. Uhersatisfaction of all vested liabilities undespsecific
Account in respect of Participants and Beneficaf@ whom Plan benefits are payable from such Antahe
Company's Corporate Vice President - Investmentdgament shall prepare a certification to the Triste
showing the balance, if any, remaining in the patéir Account attributable to the Plans covereabynder
such Account. Such balance shall thereupon beocea#ld ratably by the Company's Corporate Viceitheas-

Investment Management to the remaining Account utide Agreement in the ratio that
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unfunded vested liabilities in respect of each dRatticipant and Beneficiary payable from such o#heount
bear to the total unfunded vested liabilities isath Participants and Beneficiaries payable fsoich other
Account. Upon the satisfaction of all vested andvested liabilities of the Company (and its affiéis) under
the Accounts for Participants and Beneficiaries,@lmmpany's Corporate Vice President - Investment
Management shall prepare a certification to thesfem, verified by the Trustee, and the Trusted #iedeupon
hold or distribute the Trust Funds in accordand® wie written instructions of the Company's Viceddent -
Investment Management. The Company shall not bdezhto a return of assets contributed to the TFusd
prior to the Company's insolvency, as defined icti8a 3.1, except in the following limited circurasces: (a)
upon termination of this Agreement pursuant todetiX; (b) upon the existence of Excess Fundsheo t
limited extent described in Section 2.4, and thely to the extent of such Excess Funds; (c) upen th
satisfaction of all vested liabilities of the Compgand its affiliates') under the Plans in resméd®articipants
and Beneficiaries eligible for payment from the Bnts hereunder; or (d) upon conclusion of the iRiate
Change in Control Period (provided that a Changeantrol has not occurred), but only to the exte#nt
amounts contributed on or after the occurrencé@Potential Change in Control and any earningztme
The Trustee shall have no responsibility for deteimg whether any Participant or Beneficiary hasddand
shall be entitled to reasonably rely upon informatiurnished by the Company. All certifications and
reallocations required to be performed by the Caowpander this Section 4.5 shall be performed byTthestee
during a Potential Change in Control Period andhup&hange in Control or at any time upon requititeo
Company. In the event the Trustee is to providéfations or reallocations under this Section, &% notices

and information otherwise shall also be provideth®oCompany.
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4.5 (a) The Company reserves the right to trartsféne Trust Fund paidp life insurance, retireme
income or annuity policies or contracts on or tue tife or lives of any Participant or Participaetigible fol
benefits from an Account established hereunderoodirect the Trustee to purchase any such polior
contracts on or for the life or lives of any sudrtiipant or Participants out of the amounts d¢eztlunder or
or more of the Accounts. The Trustee shall holchsplicies or contracts, and each Beneficiary desigr
under such policies or contracts shall indicatertame of the Trustee or its successors. Any sudhypor
contract shall be an asset of the Trust Fund sulbjethe claims of the Company's creditors in ther¢ o
insolvency, as specified in Section 3.1. The prdse&f any life insurance policy shall upon the Heatt the
insured Participant be credited to the Accountaldished under this Agreement ratably by the Teustethe
ratio that unfunded liabilities (as determined pargt to Section 2.5) in respect to each such Rzatit an
Beneficiary payable from an Account bear to thealtainfunded liabilities to all such Participantsd
Beneficiaries payable from all such Accounts, @omudirection by the Company's Corporate Vice Beti-
Investment Management, may be used by the Trustparthase additional life insurance as descritedih
and shall be an additional source of benefitsnif, available for payment to Participants and Bieraies o
estates as provided under the respective Plan amsPIf, upon the death of the Participant, theare
remaining to the credit of such Participant in aocdunt is not required to be paid to the Partidig
Beneficiary or estate under the terms of the Pdanh balance shall be reallocated to other Paatitipeligibl
for benefits from the Accounts in accordance widtt®n 4.5.

(b) Premium notices with respect to policies owbgdhe Trustee shall be delivered by the insur
carrier to the Trustee, with a copy to the Compd&rgmiums on policies owned by the Trustee mayelie @u
of contributions to the Trust Fund by the Compamry,at the request of the Company, paid directlytte
Company. All policies and/or annuity contacts higydthe Trustee shall be endorsed, to the extenlale, tc
provide for an "Automatic Premium Loan" against tiash values thereof in the event of any defauthé

payment of premiums
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thereon. If any premium due on any insurance palieped by the Trustee is not otherwise fully paidvaivec
by the premium due date, the Trustee may in its didcretion pay that premium or any portion theratably
from funds available in the Trust Fund. If the Teaes determines that the amount in the Trust Fu
insufficient to pay the full premium or elects ot reduce the assets of the Trust Fund by the amaf
premium required, the Trustee shall immediatelyifpdhe Company of the insufficiency or unpaid amt
and shall afford the Company the opportunity to pagh premium. If the Company fails to pay all bé
insufficiency or unpaid amount within five dayseafthe premium due date, the Trustee shall haviinioe!
obligation with respect to such policy.

4.6 Nothing provided in this Agreement shall reiethe Company of its liabilities to pay
retirement, death, disability, deferred or othendfi#s provided under the Plans except to the éxdet
liabilities are met by application of Trust Fundets. It is the intent of the Company to providat the asse
attributable to each Account established hereusielt satisfy in whole or in part the Company'sald@bility

under the Plans in respect of the Participant feorw such Account has been established.
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ARTICLE V
Notices to Trustee

5.1 The Company shall provide the Trustee withréfie copy of the Plans at the time of execu
of this Agreement and shall deliver copies of allemdments thereto and of the resolutions of therd
approving all amendments thereto, promptly upoiir théoption. After the execution of this Agreemethig
Company shall promptly file with the Trustee a ified list of the names and specimen signatureshe
officers of the Company and any delegate authorizedct for it and the names of all Participantsl
Beneficiaries. The Company shall promptly notife fRrustee of the addition or deletion of any pesoam:
to or from such list, respectively. Until receipt the Trustee of notice that any person is no loagghorize:
so to act, the Trustee may continue to rely on ahthority of the person. All certifications, notic@nc
directions by any such person or persons to thet&eushall be in writing signed by such personess@ns
The Trustee may rely on any such certification,jagobr direction purporting to have been signedobyr
behalf of such person or persons that the Trustbevies to have been signed thereby. The Trustger@haor
any certification, notice or direction of the Compahat the Trustee believes to have been signea thyly
authorized officer, agent of the Company or Paréint (or Beneficiary of a deceased Participante Truste
shall have no responsibility for acting or not agtin reliance upon any notification believed bg ffrustee t
have been so signed by a duly authorized officeagemt of the Company. The Company shall be respe
for keeping accurate books and records with redpettte employees of the Company, their compensatia
their rights and interests in the Trust Fund unterPlans.

5.2 The Company shall make its contributions to Tmest in accordance with the terms of
Agreement and the Trustee shall add such contoibsitio the Trust Fund, and subject to Section érédf, th
Trustee shall administer such additional assetactordance with the terms of this Agreement, iriclg

crediting all investment earnings, income on asaets
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adjustments for charges, expenses and cash flowsgats to the Account in which the contributiamgject tc
such earnings and adjustments have been credited.

5.3 Subject to the provisions of Sections 2.4 ar] b the extent the Company's contributior
expenses of administering the Trust (as provide8ention 2.2) are inadequate to pay the Trustee's &n
expenses, the Company (and its affiliates) shdkmnnify and hold harmless the Trustee from andresgan
and all claims, liabilities or expense, includingtheut limitation, advances for or prompt reimburemnt o
reasonable fees and expenses of counsel and gthetsaetained by it, incurred by the Trustee wétbpect t
holding, managing, investing, the taking or refiagn from taking any actions hereunder or other

administering the Trust Fund, other than by itsligegce or willful misconduct.
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ARTICLE VI
Trust Investments

6.1 The Trustee shall not be liable in dischargisgluties hereunder, including without limitatiits
duty to invest and reinvest the Fund, if it acttheuit negligence, in good faith and in accordanitke the term
of this Agreement and any applicable Federal deséavs, rules or regulations.

6.2 Subject to appointment of an Investment Mang@gesuant to Section 6.6, or the Company
the Trustee having mutually agreed in a separaiengrthat the Trustee shall have and exercisestmen
discretion with respect to Trust Fund assets, the@ny's Corporate Vice Presidemvestment Manageme
shall have complete discretion with respect toithestment of such assets at all times other thamgl ¢
Potential Change in Control Period and upon a ChangControl, and shall direct the Trustee accaigi
During a Potential Change in Control Period andnuad&Change in Control, the Trustee shall have aeccese
sole investment discretion with respect to all tsseéthe Trust, including the power to appointemminate a
Investment Manager (who may be an affiliate of Tnestee), as more fully described in Section 6uhjé&ct tc
the foregoing, the Trustee (or the Company's Cattgovice Presidentlnvestment Management or Investn
Manager, to the extent applicable) shall have thegp in investing and reinvesting the Trust Fundtsnsole
discretion:

(a) To invest and reinvest in any property, reatspnal or mixed, wherever situated and wheth
not productive of income or consisting of wastirmgets, including without limitation, common andfpreec
stocks, bonds, notes, debentures (including coiWerstocks and securities but not including amcktol
security of the Trustee, an Investment Managep(esided in Section 6.6 of this Agreement) or affiliate
thereof), leaseholds, mortgages, certificates pbdi or demand or time deposits (including anyhsteposit
with the Trustee), shares of investment companieb rautual funds, interests in partnerships andtg,

insurance policies and annuity contracts (in acaoceé with Section 4.6 hereof), and oil, minerajjas

27



properties, royalties, interests or rights, withbetng limited to the classes of property in whiolstees ai
authorized to invest by any law or any rule of ¢amfrany state and without regard to the proportogy suc
property may bear to the entire amount of the Tirustd;

(b) To invest and reinvest all or any portion of firust Fund collectively through the medium of
common, collective or commingled trust fund thatyrba established and maintained by the Trustegectuta
the instrument or instruments establishing suckttfund or funds and with the terms of such insgotmo
instruments, as from time to time amended, beirgpriporated into this Agreement to the extent of
equitable share of the fund in any such commorecile or commingled trust fund;

(c) To retain any property at any time receivedh®y Trustee;

(d) To sell or exchange any property held by putblic or private sale, for cash or on credit, targ
and exercise options for the purchase or exchangeadf, to exercise all conversion or subscriptigyts
pertaining to any such property and to enter imtg eovenant or agreement to purchase any propertie
future;

(e) To participate in any plan of reorganizatioansolidation, merger, combination, liquidatior
other similar plan relating to property held byaitd to consent to or oppose any such plan or atign
thereunder or any contract, lease, mortgage, psegisale or other action by any person;

(f) To deposit any property held by it with any factive, reorganization or similar committee
delegate discretionary power thereto, and to pay piathe expenses and compensation thereof an
assessments levied with respect to any such pyopedeposited;

(g) To extend the time of payment of any obligatietd by it;

(h) To hold uninvested any moneys received by ithout liability for interest thereon, until su
moneys shall be invested, reinvested or disbursed;

(i) To exercise all voting or other rights with pest to any property held by it and to grant prs;

discretionary or otherwise;
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()) To manage, administer, operate, insure, repaiprove, develop, preserve, mortgage, lea:
otherwise deal with, for any period, any real proyper any oil, mineral or gas properties, royatimterests (
rights held by it directly or through any corpocet] either alone or by joining with others, usinhes Trus
assets for any such purposes, to modify, extentbwewaive or otherwise adjust any provision of aogt
mortgage or lease and to make provision for anmatitin of the investment in or depreciation of tlzdue o
such property;

(k) To employ suitable agents and counsel, who bragounsel to the Company or the Trustee
to pay their reasonable expenses and compensatiortlie Trust Fund to the extent not paid by thenGany;

() To cause any property held by it to be regetleand held in the name of one or more nomi
with or without the addition of words indicatingathsuch securities are held in a fiduciary capaseityl to hol
securities in bearer form;

(m) To settle compromise or submit to arbitratioy @&laims, debts or damages due or owing
from the Trust, respectively, to commence or defeuitls or legal proceedings to protect any inteodshe
Trust, and to represent the Trust in all suitsemal proceedings in any court or before any otloatyhoi
tribunal; provided, however, that the Trustee shatl be required to take any such action unleshatl hav:
been indemnified by the Company to its reasonahbtisfaction against liability or expenses it mighecur
therefrom;

(n) To organize under the laws of any state a gatjmm or trust for the purpose of acquiring
holding title to any property which it is authonizéo acquire hereunder and to exercise with respeceto an
or all of the powers set forth herein;

(o) To appoint or discharge an Investment Managgptovided in Section 6.6);

(p) Upon reasonable notice, to acquire the assetthe Trust Fund, in whole or in part,
substituting assets of equal or greater value amdsiment quality to such assets reacquired, peovilc!
substitute assets may properly be held by the &eushder the terms of this Agreement. No subsiitutii

assets shall be permitted unless, immediatelyviatig such
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substitution, all Plans funded pursuant to Secfighof this Agreement are funded at an amount etpal
greater than the funded amount immediately pricutch substitution of assets;

(g) To use Trust Fund assets to purchase shaf@smpany stock; provided, that shares of Com
Stock shall not become assets of the Trust Funelsarduch shares would be treated as issued artdnuling
under the laws of the Company's state of incorpmraand

(r) To invest and reinvest all or any portion o€ tirust Fund in futures and option contract
accordance with applicable law; and

(s) To purchase annuity contracts from a licenssdrance company as an investment for ass
the Trust Fund or for purposes of distributing a@tyhaontracts to Participants and Beneficiariepesvidec
under the Plans; and

(t) Generally, to do all acts, whether or not esghg authorized, that the Trustee (or the Compa
Investment Manager, to the extent applicable) megnu necessary or desirable for the protection efTtus
Fund; and

(u) To invest the assets of the Trust Fund in satifer investments as may be permittec
applicable law, provided such investments are stasi with the intent and purpose of the Trust.

6.3 No person dealing with the Trustee shall beeurahy obligation to see to the proper applic:
of any money paid or property delivered to the Teasor to inquire into the Trustee's authority @samny
transaction.

6.4 (a) The Trustee shall distribute cash or priydeom the Trust Fund in accordance with Articlé
hereof.

(b) The Trustee may make any distribution requihedeunder by mailing its check for
specified amount, or delivering the specified propeo the person to whom such distribution ormpant is t
be made, at such address as may have been lash&dro the Trustee, or if no such address shat fbeen <
furnished, if so directed by the Company, by ciedithe account of such person or by transferringd$ tc

such person's account by bank or wire transfer.
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6.5 If at any time there is no person authorizeddibunder this Agreement in behalf of the Comg
the Board or its delegate shall have the authtwigct hereunder.

6.6 (a) The Company's Corporate Vice Presidetiivestment Management (other than durit
Potential Change in Control Period and upon a Cham@ontrol) or the Trustee (during a Potentiahde it
Control Period and upon a Change in Control) maynfrtime to time in the exercise of their fiduci
responsibilities under this Agreement appoint onmore Investment Managers to manage all or antjguooi
the Trust Fund and, with respect to such portionditect the Trustee with respect to effecting staeen
transactions on behalf of the Trust Fund and egiegisuch other powers as may be granted to Inees
Managers hereunder. Other than during a Potentiah@e in Control Period and upon a Change in Chribre
Company's Corporate Vice Presideribvestment Management shall give prompt writteticeoto the Truste
of any such appointment, upon which the Truste# stig until it receives from the Company's Corata Vice
President 4nvestment Management written notice of the teatian of such appointment. In each case w
such an appointment is made, the Company's Cogpdfate President investment Management or
Trustee, as the case may be, shall determine #etsasf the Trust Fund to be allocated to the lmves
Manager from time to time and the Company's CotgoNice President 4nvestment Management,
applicable, shall issue appropriate instructionthéTrustee with respect thereto.

(b) For the purpose of this Agreement, the ternvéstment Manager" shall mean a person |
shall not be a participant in any of the Plansgitity described as follows: An investment managko ha:
been appointed by the Company (or by the Trustemgla Potential Change in Control Period and ug
Change in Control) pursuant to this Agreement teesas such hereunder and who is and has acknosdec
writing that he is (A) a fiduciary with respecttiee Plans; and (B) either (1) an investment advisgistere
under the Investment Advisors Act of 1940, (2) alkhas defined in the Investment Advisors Act o#Q9(3) ¢

state or federally chartered savings bank, savamgsloan association or other thrift

31



institution, or (4) an insurance company qualifiedtler the laws of more than one state to managgiraco
dispose of the assets of the Trust Fund.

(c) The appointment of an Investment Manager by @wnpany's Corporate Vice President -
Investment Management shall become effective ondtite specified in such authorization but not be
delivery of such authorization to the Trustee.

(d) Any Investment Manager who is appointed hereurdust furnish the Trustee with a writ
acknowledgment of the facts set forth in Sectid{t.

(e) To the extent that the Trust Fund or any paortltereof is subject to the control of an Investt
Manager, the Trustee (i) shall not have exclusiamagement and control over that portion of the fTFrusd
(i) shall not invest or otherwise manage and aunthat portion of the Trust Fund which is undee
management and control of such Investment Mandii¢rshall take investment action only upon thetten
instruction of such Investment Manager; and (iglshe subject to the directions of such Investnidahage
properly given pursuant to this Agreement. Purchaisd sale orders may be placed by such Inves
Manager directly with brokers and/or dealers withthe intervention of the Trustee, and, in suchngvthe
Trustee's sole obligation shall be to make payrf@mpurchased assets and deliver those assethatatbee
sold when advised of the transaction. To the extieat an Investment Manager has been appointedhd
Company's Corporate Vice Presiderinvestment Management prior to the earlier of &eRal Change |
Control Period and a Change in Control, the Trustesl not have any duty concerning the investnoérihe
portion of the Trust Fund managed by such Investriviamager or to review or make any recommendatfi
its own with respect to the making or retentiorany such investment prior to the earlier of a Piaéhang
in Control Period and a Change in Control. Theerathe Trustee shall have the duty to questiorstlumdnes
of such Investment Manager's instructions and stellew and make recommendations with respe
investments. The Trustee shall have no liabilityaty person for any action taken or omitted in atanct
with any directions given by the aforementionedelstment Manager, or for the failure of such Invest

Manager to give such directions prior
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to the earlier of a Potential Change in Controlid®eand a Change in Control. Thereafter, the Trustwll b
liable for any such action or inaction.

(f) All restrictions imposed by Article VI upon thErustee concerning the Trustee's dealings in
of the Company and the Company's right to direcestments and all duties of care and prudence<hlat

apply to any Investment Manager.
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ARTICLE VII
Trust Fees and Expenses

7.1 The Company shall pay any Federal, state @ laxes on the Trust Fund, or any part the
and on the income therefrom.

7.2 The Company shall pay to the Trustee its restdenexpenses for the management
administration of the Trust Fund, including, withdimitation, advances for or prompt reimbursemef
reasonable expenses of counsel and other agentsyeby the Trustee, and reasonable compensatioite
services as Trustee hereunder, the fee schedulesicii shall be agreed upon in advance from timinte by
the Company's Corporate Vice Presidenhvestment Management and the Trustee in writlgcept a
provided below, the Trustee shall not deduct seels ind expenses from the assets of the Trust Bumithg ¢
Potential Change in Control Period or upon a Chang€ontrol, upon failure of the Company to payh
compensation and expenses of the Trustee, theeBrusy satisfy such obligations out of the assktba
Trust Fund, but only to the extent of the assetsifipally contributed for the payment of expenpassuant t
Section 2.2 or otherwise allocated for such purgmssuant to Section 2.4. The Trustee shall natriitled o
permitted to reduce any Participant's benefits plgyrom an Account for the payment of Trustee eses
The Company shall remain responsible for all feed expenses incurred by the Trustee and not othe

reimbursed from the Trust Fund.
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ARTICLE VIl
Records and Accounting

8.1 The Trustee shall maintain records with respet¢he Trust Fund that show all its receipts
disbursements hereunder. The records of the Trustheespect to the Trust Fund shall be open spétiol
by the Company, or its representatives, at allaealsle times during normal business hours of thest€e an
may be audited not more frequently than once ecdalfyear by an independent certified public actan
engaged by the Company.

8.2 Within a reasonable time after the close ohdaral year of the Company (or, in the Compe
discretion, at more frequent intervals), or of &ymination of the duties of the Trustee hereunther,Truste
shall prepare and deliver to the Company a statemetransactions reflecting its acts and transastia
Trustee during such fiscal year, portion thereaduning such period from the close of the lastdigear or las
statement period to the termination of the Trusteklties, respectively, including a statement & ther
current value of the Trust Fund. At the requestthdf Company's Corporate Vice Presiderihvestmer
Management, the Trustee shall prepare and furoiiiet Company a statement of the then current \afleacl
Account and benefit entitlement of each Particigard Beneficiary of any Plan covered by such Actofiny
such statement by the Trustee shall be deemedcanirg#cstated and accepted and approved by the Guy,
and the Trustee shall be relieved and dischargeid,sach account had been settled and allowedjbgigmen
or decree of a court of competent jurisdictionessl protested by written notice to the Trusteeiwiixty (60
days of receipt thereof by the Company.

8.3 The Trustee shall have the right to apply at time to a court of competent jurisdiction
judicial settlement of any account of the Truste®t previously settled as herein provided or for
determination of any question of construction arifestructions. In any such action or proceedinghiall bt

necessary to join as parties only the Trustee laa@€bmpany
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(although the Trustee may also join such otherigmes it may deem appropriate), and any judgmedécre:

entered therein shall be conclusive.

36



ARTICLE IX
Resignation, Removal or Replacement of Trustee

9.1 Provided that a Potential Change in Contra @hange in Control has not occurred, the Tr
may resign at any time by delivering written nottbereof to the Company; provided, however, thasact
resignation shall take effect until the earlie(ipfsixty (60) days after the date of delivery ofth notice to th
Company or (ii) the appointment of a successotéris

9.2 Provided that a Potential Change in Contra @hange in Control has not occurred, the Tri
may be removed at any time by the Company's Comporice President investment Management, uf
delivery to the Trustee of a certified copy of suesolution and sixty (60) days' written noticepwded ,
however, that advance written notice will not be requirie@) such notice period is waived in whole ompari
by the Trustee, (b) there has been a breach ofifiduduty by the Trustee, or (c) there has beemateria
breach by the Trustee of the terms of this Agreemen

9.3 Provided that a Potential Change in Controh @hange in Control has not occurred, upoi
resignation or removal of the Trustee, a succesastee shall be appointed by the Company's Compdfize
President Investment Management. Such successor trustektshal bank or trust company (i) establis
under the laws of the United States or a Stateinvitie United States, (ii) authorized to exercisestt powers
(iii) is among the 100 largest banks in the UniBtdtes, as measured by deposits or assets, (ighwhnot a
affiliate of the Company, and (v) which satisfidisainimum capital and surplus requirements impogany
federal or state law or regulatory agency. Sucloepment shall take effect upon the delivery to Thastee c
(@) a written appointment of such successor trustiedy executed by the Company, and (b) a wr
acceptance by such successor trustee, duly exettigsby. Any successor trustee shall have altsigiower

and duties granted the Trustee hereunder.
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9.4 If, within sixty (60) days after the delivery the Trustee's written notice of resignation parg
to Section 9.1 hereof, a successor trustee shatian® been appointed, the Trustee may apply tccaoyt o
competent jurisdiction for the appointment of acassor trustee. The date of appointment of a ssocésiste
shall take effect as provided in Section 9.3.

9.5 During a Potential Change in Control Period apdn a Change in Control, the Compa
Corporate Vice Presidentlavestment Management shall have no power to rentlbe Trustee, but followir
such occurrence the Trustee may be removed andaessor trustee appointed pursuant to the procs
hereinafter set forth in this Section 9.5 or magige by delivering written notice thereof to the nmany
provided, however, that no such removal shall &fkect until the effective date of appointment cfueccesse
trustee in accordance with Section 9.3 and no sesignation shall take effect until the later ¢fgixty (60
days after the date of delivery of written noticethe Company or (i) the effective date of appwiant of
successor trustee. The appointment of a succasstee following the Trustee's resignation or gm@aval o
the Trustee and appointment of a successor truatedescribed above, shall be accomplished by thien
agreement of at least sixfixe percent (65%) of the Participants and Benafies (existing at tt
commencement of a Potential Change in Control Besioon the date of a Change in Control, whiches
applicable) entitled to benefits payable (at tiaetor in the future) from the Trust Fund and weritinotice t
the Trustee. For purposes of the preceding sentenBeneficiary shall be considered in calculating sixty-
five percent (65%) requirement only after the deafttthe corresponding Participant. An independearik
selected by the Trustee shall tabulate all voteleuthis Section 9.5 and, upon completion of sattulatior
and forwarding of certified results satisfactorytihe Trustee that the written agreement of at Iebsy-five
percent (65%) of all Participants and Beneficiahias been obtained, the Trustee shall be removed.

9.6 In the event that a successor trustee shabaappointed pursuant to Section 9.5 hereof w

ninety (90) days following the date of deliveryvafitten notice of removal to the
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Trustee or the date of delivery of written notideresignation to the Company, the Trustee, in itErétion
either shall appoint a successor trustee or spalyao a court of competent jurisdiction requegtthat suc
appointment be made. Any successor trustee applontesuant to Section 9.5 or this Section 9.6 s$tisfy
the successor trustee requirements set forth itiche®.3 hereof, and such appointment shall takecetipor
the delivery to the Trustee and the Company of itemr acceptance by such successor trustee, delyué
thereby. Any such successor trustee shall havbealights, powers and duties granted the Trustesumder.
9.7 Upon the removal or resignation of the Trusted the appointment of a successor trustee
after the acceptance and approval of the Trusaéeesunt, the Trustee shall transfer and delivefTiust Funi
to such successor together with all records péntito the Trust Fund and benefits payable from Thes
Fund. Under no circumstances shall the Trusteefear deliver the Trust Fund to any successockhdoe

not satisfy the successor trustee requiremenfeghtin Section 9.3 hereof.
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ARTICLE X
Termination of Trust

10.1 The Trust established pursuant to this Agre¢mmay not be terminated by the Company pri
the first to occur of (a) satisfaction of all vast@nd nonvested liabilities with respect to alltRagrants in th
Plans and their Beneficiaries or (b) the twefityt anniversary of the death of the last survialrthe
Participants or Beneficiaries who are in being lo@ date of this Agreement. A written certificatifvom the
Trustee that all liabilities have been satisfiethwespect to all Participants in the Plans and Beneficiarie:
shall be required prior to termination of the Trugte Board of Directors may terminate the Trusirupeceig
of the Trustee's certification and delivery by Beard of Directors to the Trustee of (a) a ceif@py of i
resolution of the Board of Directors terminating thirust, and (b) a written instrument of terminatiduly
executed and acknowledged in the same form aé\grsement.

10.2 Upon the termination of the Trust in accordandth Section 10.1, the Trustee shall, afte
acceptance and approval of its account, distriltiée Trust Fund to the Company. Upon completing
distribution, the Trustee shall be relieved andhisged. The powers and duties of the Trustee sbafinue a

long as any part of the Trust Fund remains indssgssion.
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ARTICLE XI
Amendment of Trust

11.1 Other than during a Potential Change in Coreriod and upon a Change in Control,
Agreement may be amended, in whole or in part,ngt ttme and from time to time, by the Compa
Corporate Vice Presideninvestment Management, with the consent of thest®a) which consent shall not
withheld unreasonably, pursuant to a written inseat executed by the Company's Corporate Vice tRerpsi
Investment Management and the Trustee. Notwithgtgritie foregoing, prior to a termination of theu3r a:
and to the extent currently provided for under @etiX hereof and subject to the current provisiohéwrticle
Il hereof, no amendment of this Agreement may teden(either prior to or following a Change in Cof)
which would have the effect of (i) eliminating arducing the Company's obligation to make contrdnstitc
the Trust Fund in the event of a Potential Chang€antrol and a Change in Control as set forth uidgcle
Il hereof, (ii) except to the extent currently péted under this Agreement, permitting the usehef assets
the Trust Fund for any purpose other than providiegefits to Participants and Beneficiaries andagafig the
reasonable expenses of the Trust as currently mqié¢ed hereunder, or (ii) changing the currerfinitéons
of Potential Change in Control, Potential ChangeControl Period and Change in Control or alterihg
current provisions of this Article XI, in each case a manner which is adverse to the interestshe

Participants and Beneficiaries; unless each such instance, any such amendment i®aggbin writing by ¢

least sixtyfive percent (65%) of the Participants and Benafies entitled to benefits payable (at that timen
the future) from the Trust Fund. During a Poten@llange in Control Period and upon a Change inrok
this Agreement may be amended only by the Trusige thve written agreement of at least sifitye percen
(65%) of the Participants and Beneficiaries (eriptat the commencement of a Potential Change irtr@
Period or on the date of a Change in Control, wdeh is applicable) entitled to benefits payabtettfat time

or in the future) from the Trust Fund. For purposéthe preceding sentences, a Beneficiary
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shall be considered in calculating the sifit)e percent (65%) requirement only after the deaththe
corresponding Participant. The Trustee shall tabudd votes under this Section 11.1 and, upon detion of

such tabulation and forwarding of certified restitshe Company, the Agreement shall be amended.
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ARTICLE XII
Miscellaneous

12.1 This Agreement shall be construed and integdrander, and the Trust hereby created shi
governed by the laws of the State of New Jerselyowitregard to the conflicts of law principles ifesoas suc
laws do not contravene any applicable Federal lawiss or regulations.

12.2 Neither the gender not the number (singulaiaral) of any word shall be construed to exc
another gender or number when a different gendeuotber would be appropriate.

12.3 No right or interest of any Participant untlex Plans in the Trust Fund shall be transferat
assignable or shall be subject to alienation, gration or encumbrance, and no right or interestany
Participant or Beneficiary in the Plans or in theist Fund shall be subject to any garnishmentclattent o
execution. The Trust Fund shall at all times rengihject to claims of creditors of the Companyhie ever
the Company becomes insolvent as provided in Seé&tib.

12.4 The Company agrees that by the establishmfetitio Trust it hereby foregoes any judi
review of certifications by the Trustee as to tlméfit payable to any persons hereunder. If a tisptise
between the Trustee and the Company as to the dasoutiming of any such benefits or the persorgled
thereto under the Plans or this Agreement, the Gompagrees that such dispute shall be resolvedruynig
arbitration proceedings initiated in accordanceéhwiite rules of the American Arbitration Associatamd the
the results of such proceedings shall be conclusing shall not be subject to judicial review. lteigressl
understood that pending the resolution of angh dispute payment of benefits shall be madecantinued b
the Trustee in accordance with the certificatiorthaf Trustee and that the Trustee shall have bditjawith
respect to such payments, provided that such pagneder the Plans were reasonable based onthk déct:
and circumstances. The Company also agrees tohmagrttire cost of any arbitration or legal proceg

initiated under the Trust Fund including the
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legal fees of the Trustee and the Plan Participattie Beneficiary of any deceased Plan Participagerdles
of the outcome of any such proceeding.

12.5 This Agreement shall be binding upon and inarthe benefit of any successor to the Com
or its business as the result of merger, consadidateorganization, transfer of assets or otherveied an
subsequent successor thereto shall promptly nttdyTrustee in writing of its successorship anahithr the
Trustee with the information specified in Sectiof 6f this Agreement. In no event shall any suehgactio
described herein suspend or delay the rights of Paticipants or the Beneficiaries of deceasetiggzants tc
receive benefits hereunder.

12.6 This Agreement may be executed in any numbeounterparts, each of which shall be dee
to be an original, but all of which shall togetltenstitute only one Agreement.

12.7 Communications to the Trustee shall be sentVaxhovia Bank of North Carolina, N..
Employee Benefit Trust Services, 301 North Maire&ty Winston-Salem, NC 27150-309@ttention: Senic
Vice PresidenManager of Legal Administration or to such othedr@ds as the Trustee may specify in wrii
No communication shall be binding upon the Truste# it is received by the Trustee. Communicatiémshe
Company shall be sent to the offices of the Com|sa@gprporate Vice Presideninvestment Management
to such other address or person as the Companygpeayfy in writing.

12.8 In the event any Participant or his Beneficiardetermined to be subject to Federal incom
on any amount to the credit of his Account undés fkgreement prior to the time of payment hereuntte
entire amount determined to be so taxable shallistebuted by the Trustee to such Participant enéiciary
An amount to the credit of a Participant's Accosimll be determined to be subject to Federal incaxeipol
the earlier of: (a) a final determination by theitdd States Internal Revenue Service addressedhe
Participant or his Beneficiary which is not appéale the courts; or (b) a final determination bg tHnitec
States Tax Court or any other Federal Court affigrany such determination by the Internal ReverereiGe

The Company may undertake at its sole expensefémdl@ny tax claims described in
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this Section which are asserted by the InternaleReg Service against any Participant or Benefi
including attorneys' fees and costs of appeal, itide Company undertake to defend, the Compaai}l blave
the sole authority to determine whether or not ppe@l any determination made by the Internal Res
Service or by a lower court. The Company shall keirse any Participant or Beneficiary for any insere
penalties in respect of tax claims hereunder ugoript of documentation of same. Any distributifnosn the
Trust Fund to a Participant or Beneficiary undés Section 12.8 shall be applied to reduce Comfliabilities

to such Participant and/or Beneficiary under thenBl
IN WITNESS WHEREOF, the parties hereto have catisisthmended and restated Trust Agree
to be duly executed and their respective corparadds to be hereto affixed this 18kly of January 1994.

Attest: WACHOVIA BANK OF NORTH CAROLINA,
N.A., As Trustee

By /s/ Joe O Lon
Its Senior Vice Preside

Attest: AMERICAN TELEPHONE AND TELEGRAPH
COMPANY
/s/ RE. Scanne By /s/ DP Feldmai

Its Corporate Vict
Presiden- Investmen
Managemer
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STATE OF NORTH CAROLINA )
) ss.:
COUNTY OF STOKES )

Personally appeared Joe O. Long, Senior Vice Rresiof Wachovia Bank of North Carolina, N.
signer and sealer of the foregoing instrument, @sichowledged the same to be his free act and deesdd

Senior Vice President and the free act and desdidfCompany, before me.

[s/ Bonnie D. Hartsc
Notary Public
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STATE OF NEW JERSE® )
) ss.:
COUNTY OF UNION )

Personally appeared David P. Feldman, Corporate Woesident dnvestment Management
American Telephone and Telegraph Company, sigrnebsaaler of the foregoing instrument, and acknogée
the same to be his free act and deed as such @tepdice Presidentlnvestment Management and the free

and deed of said Company, before me.

/s/ Uday P. Sha
Notary Public
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1. American Telephone and Telegraph Company-Qualified Pension Pla
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4, American Telephone and Telegraph Company Seniorlglement Longrerm Disability and Survivc
Protection Plai

Account B

1. American Telephone and Telegraph Company Seniolglament Incentive Award Deferral Pl
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Exhibit 10-ss(i!

AMERICAN TELEPHONE AND TELEGRAPH COMPANY
BENEFITS PROTECTION TRUST

FIRST AMENDMENT

WHEREAS, effective May 1, 1992, AT&T Corp. (formgrmerican Telephone and Telegraph
Company) (the “Company”) entered into an agreemémi¢h was subsequently amended and restated efecti
January 13, 1994 (the “Agreement”) with WachoviaBaN.A. (formerly Wachovia Bank of North Carolina,
N.A.), as Trustee“Trustee”), to provide certain assurances to semanagers of AT&T Corp. in connection
with its nonqualified benefit plans and programs] a

WHEREAS, Lucent Technologies Inc. has entered amt@&mployee Benefits Agreement with the
Company wherein Lucent Technologies Inc. has agi@edntribute cash to a generally comparable sstre
trust (“Lucent Trust”) established by Lucent Teclogies Inc. in order to ensure that neither thigadment
nor the allocation of trust assets will adversédfga senior managers whose nonqualified benedi fibbilities
were transferred to Lucent Technologies Inc.; and

WHEREAS, the Company has completed a tax-free eguzgtion under Sections 355 and 368(a)(1)
(D) of the Internal Revenue Code of 1986, as amnabereby the Company’s ownership interest in its

subsidiary, Lucent Technologies Inc., was transféto shareholders of the Company; and



WHEREAS, the Company and the Trustee desire tefeacertain trust assets to the Lucent Trust;
and

WHEREAS, the Company and the Trustee have agreachémd the Trust to expressly provide for
this result, and to provide for certain administeichanges to the Agreement.

NOW, THEREFORE, the Company and the Trustee (earcitsklf) agree as follows, effective as of

the date of this First Amendment.

1. The name American Telephone and Telegraph Company Benefittetion Trust with Wachovi
Bank of North Carolina, N.A., as Trustegfiall be amended each and every place it appeesad
as follows: “AT&T Corp. Benefits Protection Trust.”

2. Except as otherwise expressly provided in thistireendment, the name “American Telephone
and Telegraph Company” shall be replaced by theerfd@&W&T Corp.”, and the name “Wachovia
Bank of North Carolina, N.A.” shall be replacedthg name “Wachovia Bank, N.A.”, where
applicable, each and every place they respecta@bgar.

3. Atrticle IX of the Trust is amended by adding a réection 9.8 to read as follows:

(@ The Company shall determine, as of September 3H,Xth a reasonable actuarial basis,
the liabilities of the Company related to seniomagers whose employment was assigned
from the Company to Lucent Technologies Inc., urilemplans and arrangements (other
than the AT&T Senior Management Incentive Awardéedl Plan) covered under the
Trust. Subject to subparagraph (b) of this Seci@n following completion of this actuar
determination and the reporting of such informatmthe Trustee, and upon written
direction by the Chairman and Chief Executive Cffiof the AT&T Investment
Management Corporation (or his delegate), the €rushall transfer or assign to the Lut
Technologies Inc. Benefits Protection Trust, a sssor trust (“Lucent Trust”), and the
Trustee hereby agrees to so transfer or assigmgljrust-owned life insurance policy,
Group Policy No. G-23334 (regardless of the entitwhich the insured individuals have
been



(b)

©

assigned), and (2) all cash in the Trust, as detedrby the Company in a manner
consistent with subparagraph (b) below, providedyéver, that no assets shall be
transferred to the Lucent Trust until the Trustese $atisfied itself that contributions
required by Lucent Technologies Inc. to the Luckmwist (as described in subparagraph
(b) below) have been made prior to or concurrett wiis transfer or assignment.

Notwithstanding the foregoing, the Trustee shalpbemitted to transfer or assign ass

from the Trust to the Lucent Trust only if the & and assignment are consistent with
the purpose and intent of the Trust and providedl frior to or concurrent with the
transfer or assignment of assets from the Truteéd_ucent Trust, and including any
additional cash contributions by Lucent Technoledie. to the Lucent Trust, the ratio of
the value of the assets in the Lucent Trust (detexthas of the date of the asset transfer or
assignment) to the liabilities under the execuligeefit plans covered under the Lucent
Trust (other than liabilities under the Lucent Teclogies Inc. Officers Incentive Award
Deferral Plan) (determined as of September 30, 1@@6determined by the actuary for the
Company, will immediately thereafter not be lesantthe ratio of assets (determined as of
the date of the asset transfer or assignmentjlbdities under the Trust (other than
liabilities associated with the AT&T Senior Managarhincentive Award Deferral Plan)
(determined as of September 30, 1996) immediatsfigrb the allocation of such assets to
the Lucent Trust. For purposes of this Section I&aBjlities shall be determined based
upon the*Full Funding Amour” as defined in Section 2.5 of the Trt

Following the Trustee’s receipt of written noticerh the Chairman and Chief Executive
Officer of the AT&T Investment Management Corpowatior his delegate), the Trustee
shall effect the transfers and assignments asreoted pursuant to the Company’s
instructions and the terms of this Agreem

In all other respects, the Trust Agreement shatlaia in full force and effect.

IN WITNESS WHEREOF, AT&T Corp. has caused this FAkmendment to the Trust Agreement to

be signed by the Chairman and Chief Executive ©ffaf AT&T Investment Management Corporation and

AT&T Corp. Vice President, thereunto duly authodzand its corporate seal to be affixed hereuntbthe

same to be attested by its Secretary or an AssiSturetary; and the Trustee has caused thisAimsndment

to the Trust Agreement to be signed by one ofitharized officers, thereunto duly authorized, &ad

association seal to be affixed



hereunto and the same to be attested by an AdsB#aretary or by one of its officers, thereunttydu

authorized, all as of this 23dhy of December1997.

AT&T CORP.

BY: /s/ S. Lawrence Prendergast
S. Lawrence Prenderge
Chairman and Chief Executive Offic
AT&T Investment Management Corporation, ¢
Vice President of AT&T Corg

Attest:

/sl Robert A. Maynes
Assistant Secretary

WACHOVIA BANK, N.A., AS TRUSTEE

BY: /s/ Beverly H. Wood

Title: Senior Vice President

Attest:




Acknowledgment
STATE OF NEW JERSE® )

) ss.:
COUNTY OF SOMERSET )

On this_23rdday of Decemberin the year 1997, before me personally came

S. Lawrence Prendergast, to me known, who, beingéyguly sworn, did depose and say that he resides

Van Buren Rd., Morristown, N#hat he is Chairman and Chief Executive Officehaf AT&T Investment

Management Corporation and a Vice President of AT3Fp., that he has been delegated authority toutee
this First Amendment on behalf of AT&T Corp., therporation described in and which executed the abov
instrument; that he knows the corporate seal of saiporation; that the seal affixed to the sagiriiment is

such corporate seal; that it was so affixed by @itthof the Board of Directors of said corporati@md that he

signed his name thereto by like authority.

/sl Louise M. Tomchac
Notary Public




Acknowledgment

STATE OF NORTH CAROLINA )
) ss.:
COUNTY OF FORSYTF )

On this_23rdday of Decemberin the year 1997, before me personally came Beyét.
Wood, to me known, who, being by me duly sworn, didakspand say that he resides at 509 Westpark Circle

WinstonSalem, NC, that he is Senior Vice PresideritWachovia Bank, N.A., the trust company descrilved

and which executed the above instrument; that loevkrihe association seal of said trust companythigesea
affixed to the said instrument is such associasiea; that it was so affixed by authority of theaBab of

Directors of said trust company, and that he sigristhame thereto by like authority.

/sl Marilyn J. Schaef
Notary Public
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BELLSOUTH CORPORATION
AMENDED AND RESTATED
TRUST UNDER BOARD OF DIRECTORS BENEFIT PLAN(S)

This Agreement made this 11dly of October 2006, by and between BellSouth Corporation, a
Georgia corporation (Company) and The Northern fl@snpany, an lllinois corporation of Chicago,rnbis
(Trustee);

(a) WHEREAS, Company has adopted thejnalified deferred compensation Plan(s) as listed
in Appendix A for certain members of its Board afd2tors;

(b) WHEREAS, Company has incurred oreztg to incur liability under the terms of suchrPla
(s) with respect to the individuals participatimgsuch Plan(s);

(c) WHEREAS, to make certain provisidosthe payment of such liability, Company and a
predecessor Trustee on April 25, 1990 executedsa agreement for the benefit of certain directdrs
Company and Company'’s affiliates who participatéhim Plan(s) (the “Predecessor Trust”);

(d) WHEREAS, Company and such predecebsstee on November 9, 1993 amended and
restated the Predecessor Trust insofar as it cetat€ompany’s obligations (but not obligationssobsidiary
or other affiliated entities) to pay benefits untlex Plan(s) (hereinafter, called “Successor Tjusttl
contributed assets to the Successor Trust, suibjélcé claims of Company’s creditors in the event o
Company’s Insolvency, as herein defined, until fdyment has been made in respect of such obligatib
Company to Plan participants and their beneficsainesuch manner and at such times as specifigeiRlan

(s);

(e) WHEREAS, Company and such predecéSsstee amended and restated the Trust on
April 28, 1995 and May 23, 1996;

U) WHEREAS, subsequent amendmenthedlrust have been made from time to time
following such amendment and restatements (incwdmamendment made as of November 1, 2003,
appointing The Northern Trust Company as successstee);

(9) WHEREAS, Company and Trustee nowrdemce again to amend and restate the
Successor Trust in the form of this Amended andd®ed Trust Agreement (hereinafter, called “Trust”)

(h) WHEREAS, it is the intention of tharties that this Trust shall constitute an unfuhde
arrangement and shall not affect the status oPtan(s) as an unfunded plan maintained for theqaapf
providing deferred compensation for members of Camyfs Board of Directors who are not employees of
Company or affiliated entities; and



0] WHEREAS, it is the intention of Cpemny to make contributions to the Trust to provide
itself with a source of funds to assist it in theeting of its liabilities under the Plan(s);

NOW, THEREFORE, the parties do hereby establisiithist and agree that the Trust shall be
comprised, held and disposed of as follows:

Section 1. Establishment of Trust

(a) Company and Trustee hereby amendesidte in all respects the Successor Trust in the
form of this Trust Agreement. The principal of fheust shall be held, administered and disposed dfrastee
as provided in this Trust Agreement.

(b) The Trust hereby established shall be irrevoc:

(c) The Trust is intended to be a gratrigst, of which Company is the grantor, withie th
meaning of subpart E, part |, subchapter J, chdpteubtitle A of the Internal Revenue Code of 1386
amended, and shall be construed accordingly.

(d) The principal of the Trust, and aarnings thereon shall be held separate and apant f
other funds of Company and shall be used exclusieelthe uses and purposes of Plan participardgyanerz
creditors as herein set forth. Plan participantstaeir beneficiaries shall have no preferred claimor any
beneficial ownership interest in, any assets offthest. Any rights created under the Plan(s) amdThust
Agreement shall be mere unsecured contractualsrigi®lan participants and their beneficiaries rsfai
Company. Any assets held by the Trust will be sttidje the claims of Company’s general creditorsaund
federal and state law in the event of Insolvensydefined in Section 3(a) herein.

(e)(2) Company, in its sole discretion, magmy time, or from time to time, make
additional deposits of cash or other property atad#@p to Trustee in trust with Trustee to augmbkat t
principal to be held, administered and disposellyofrustee as provided in this Trust Agreement.
Neither Trustee nor any Plan participant or beimfycshall have any right to compel any such
additional deposits under this subsection (1).

e)(2) If, as of the last day of a fiscal ye&the Trust, the funding level of the Trust shal
be less than eighty percent (80%) of the Trust'gling level as of the last day of any of the fig (
most recently preceding fiscal years of the Trtadtifig into account contributions made under this
Section 1(e)(2) for each such year), disregardimgéirposes of this Section 1(e)(2) fiscal yeaxdirey
prior to January 1, 1994, Company shall notify Teesof such situation and Company shall make an
irrevocable contribution to the Trust as soon assilade, but in no event longer than one hundred
twenty (120) days following the last day of suddtél year. Such contribution shall be in an amount
sufficient to bring the Trust's funding level equalthe Trust's funding level



as of the last day of the fiscal year among the &) most recently preceding fiscal years on witie
Trust's funding level was highest. In no event kkath contribution be required if, as of the kday

of such fiscal year, the fair market value of thasF's assets is one hundred percent (100%), or gr

of the aggregate Current Liability (as definedubsection (5) of this Section 1(e)) of Company unde
the Plan(s). For purposes of this Section 1(e}{@hding level” shall mean the ratio (stated as a
percentage) that the fair market value of the aseehe Trust bears to the aggregate Current lit\abi

of Company under the Plan(s). The Trust’s fundiengl shall be determined as of the last day of each
fiscal year, except that in determining the amairihe required contribution, the fair market vabfe
the Trust’s assets shall be determined as of thmtian date most recently preceding the date on
which such contribution is made.

©)@®3) If, as of the last day of a fiscal ye&the Trust, the funding level of the Trust
(taking into account any contribution required unsigbsection (2) of this Section 1(e)) shall bs les
than one hundred percent (100%), Company shafyribtustee of such situation and shall make an
irrevocable contribution to the Trust within onenldued eighty (180) days following the last day of
such fiscal year. Such contribution shall be inagh®unt which, had the contribution been made as of
the last day of such fiscal year of the Trust, widuive been sufficient to bring the Trust’s funding
level to 100% as of the last day of such fiscakryEar purposes of this Section 1(e)(3), “fundiagd!”
shall mean the ratio (stated as a percentagedtédhir market value of the assets in the Truatb&o
the aggregate Current Liability of Company underBttan(s); provided, that such Current Liability
shall be determined using, instead of the inteestdescribed in Section 1(e)(5) hereof, the &na
interest rate assumption reported by the enroltéabay for Company'’s principal defined benefit
pension plan (measured by the number of active gemant employees of Company and affiliated
entities participating in all such plans at the ehthe respective plan year which coincides with o
ends within the fiscal year of the Trust), in itduarial valuation report for such plan for sucaml
year, for purposes of funding such respective fdasuch plan year. Notwithstanding the foregoing,
(1) if the enrolled actuary for Company’s principiefined benefit pension plan changes the appkcabl
valuation interest rate reported for a plan yeadescribed in the sentence above, in the enrolled
actuarys actuarial statement and opinion subsequentlyapeepas part of the annual report require
the Employee Retirement Income Security Act of 1@&lamended (“ERISA”) for such plan year, (i)
Company shall so notify the Trustee, (ii) the ctethgaluation interest rate shall be substitutedter
originally reported valuation interest rate in det;ing Company’s contribution required under this
Section 1(e)(3) above, and (iii) Company shall makg additional required contribution resulting
from such change within sixty (60) days after thargge, and (2) if as of the end of a fiscal yeahef
Trust, Company and affiliated entities do not maimia defined benefit pension plan covering
management employees with assets having an aggnegaket value of at least Fifty Million Dollars
($50,000,000.00), Current Liability for purposegtit Section 1(e)(3) shall be determined using an
interest rate



assumption equal to the average of the monthlya@esr of the 30-year constant maturity U.S.
Treasury rate, expressed in percent per annummglatich fiscal year of the Trust, as publishedén t
Federal Reserve Report, a successor report twerié is no successor report, comparable datappke
percent (1%) per annum.

(e)(4) For purposes of subsections (2) apadf&is Section 1(e), the funding level of the
Trust and all related determinations shall be ntad€ompany; provided, however, that following the
commencement of service by the Independent Fidgcsaich determinations shall be made by the
Independent Fiduciary. The Trustee may rely orat®uracy of all such determinations.

(e)(B)(A) For purposes of this Trui€urrent Liability” shall mean the
amount required to pay each Plan participant oefigiary the benefits to which Plan
participants or their beneficiaries would be eatitbursuant to the terms of the Plan(s), to the
extent such benefits are obligations of Company (&t obligations of subsidiary or other
affiliated entities). The Current Liability on adypte with respect to a Plan shall be determ
as if the Plan terminated as of such date usingtarest rate (subject to Section 1(e)(3)) el
to the Pension Benefit Guaranty Corporation vatuainterest rate for immediate annuities as
in effect on such date, the 1983 Group Annuity Miityt Table published by the Society of
Actuaries, and reasonable actuarial calculatiomggles consistently applied. Current
Liability shall be determined, as of the last dagach fiscal year of the Trust and at such
additional times as are necessary to implemenpritreisions of this Trust Agreement, by
Company; provided, however, that following the coemrement of service by the
Independent Fiduciary, such determinations shathbde by the Independent Fiduciary. The
Trustee may rely on the accuracy of all such detetions.

(e)(5)(B) In the event that the ietgrrate assumption described in
subsection (5)(A) above is at any time no longeilakle or the mortality assumption
described above is at any time no longer considenmeésonable and reliable mortality
assumption, other interest rate (subject to Sedt{ej(3)) or mortality assumptions, as the
may be, deemed generally comparable to the abaefga assumptions, may be used
instead. All determinations regarding substitutuasptions, including whether such
substitution is reasonably necessary and the gmieat the substitute assumption(s), shall be
made by Company; provided, however, that followiimg commencement of service by the
Independent Fiduciary, such determinations shathbde by the Independent Fiduciary.
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4] Upon a Change of Control, Compahglspromptly notify Trustee thereof and, as sosn a
possible, but in no event longer than one hundreahty (120) days following the Change of Contral, a
defined herein, Company shall make an irrevocaberibution to the Trust in an amount that is st to
pay each Plan participant or beneficiary the bémnédi which Plan participants or their beneficianeould be
entitled pursuant to the terms of the Plan(s)h&oextent such benefits are obligations of Comgang not
obligations of subsidiary or other affiliated eiet#), as of the date on which the Change of Coptolrred.
Such contribution shall be in an amount equal éekcess, if any, of the aggregate Current Ligtélg of the
date on which the Change of Control occurred dverfair market value of the Trustassets as of the valuat
date most recently preceding the date on which saaltribution is made. Thereafter, Company shakeren
additional contribution each fiscal year to theStras soon as possible, but in no event longerdha
hundred twenty (120) days following the last daya€h such fiscal year, in an amount equal to xbess, if
any, of the aggregate Current Liability under thens) as of the last day of the fiscal year oherfair market
value of the Trust’s assets as determined on thmtien date most recently preceding the date oclw$uch
contribution is made. The amount of all such ctnitions shall be determined by the Independentdraaiy.
The Trustee may rely on the accuracy of all sudhrd@nations.

(9) If, as of a Distribution Date witbspect to outstanding rights to purchase Seriessh F
Preferred Stock, under the terms of and as defmacdRights Agreement between Company and Chemical
Bank, as Rights Agent, under an agreement origimtated November 27, 1989 (or successor thereto) (a
“Distribution Date”), the aggregate Current Liatyilexceeds the fair market value of the Trust'e&sésuch
fair market value determined as of the valuatiote da@ost recently preceding such Distribution DaBgmpan'
shall be required to make an additional contributmthe Trust in an amount equal to such excesst or
Company’s option, to obtain a letter of creditacseries of letters of credit, adequate to fundh suoount as of
such Distribution Date under the Plan(s) and mairgach letter(s) of credit until such time as #dggregate
Current Liability no longer exceeds the fair markalue of the Truss assets. The determination of whethe:
aggregate Current Liability exceeds the fair maviedtie of the Trust’s assets upon a Distributiotelznd, if
so0, the amount of such excess, shall be made by&uwynprovided, however, that following the
commencement of service by the Independent Fiducsach determinations shall be made by the Indigren
Fiduciary. The Trustee may rely on the accuracgllofuch determinations. Any such letter of credlitseries
of letters of credit, shall be part of the genasgets of Company and shall not be an asset of thss and,
unless otherwise agreed to in writing by Trustgesiee shall have no responsibility whatsoever vétipect t
the adequacy of, or selection of the issuer orissaf, any such letter or letters of credit.

(h) If, in any five (5) consecutive cadar year period, (i) there are five (5) or morefi
determinations by courts of competent jurisdictioat (A) Company or a subsidiary of Company whiokhlds
a member of Company’s “controlled group of corpiaras” as such term is defined in Section 13(g)@ has
adopted a Plan (a “Participating Company”) hathib
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pay (after reasonable notice and demand for payraegtbenefit due under the terms and conditiores Pfan
and that (B) there was no material issue of fatchwrrespecting such company’s obligation to makehs
benefit payment, or (ii) there are two (2) or mfinal determinations by courts of competent jurisidin, in
lawsuits instituted after reasonable notice andatehwith respect thereto, in which the court detees that
Company or a Participating Company had acted inféigld and with a clear and deliberate disregardsiteh
companys obligations under the Plan(s), there shall bengeleto have occurred a Change of Control as de
in this Trust Agreement and Company shall give Teeprompt written notice of such event. For puesast
this Trust Agreement, the term “final determinafiameans a determination with respect to whichights of
appeal or to request a review, a rehearing or eedhirtation have been exhausted or have lapsed.

Section 2. Payments to Plan Participants and Bwieficiaries

(@) Company, or the Trust Contractoragyegl for such purpose, shall deliver to Trustee a
schedule (the “Payment Schedule”) that indicatesathounts payable in accordance with the terms and
conditions of the Plan(s) in respect of each Pkaigipant (and his or her beneficiaries), thatjes a
formula or other instructions acceptable to Trusteeletermining the amounts so payable, the farmvhich
such amount is to be paid (as provided for or atel under the Plan(s)), and the time of commennéefoe
payment of such amounts. Except as otherwise pedvigtrein, Trustee shall make payments to the Plan
participants and their beneficiaries in accordamitlke such Payment Schedule. The Trustee shall make
provision for the reporting and withholding of afegleral, state or local taxes that may be requdik
withheld with respect to the payment of benefitsspant to the terms of the Plan(s) and shall payusuts
withheld to the appropriate taxing authorities etedimine that such amounts have been reportedhetittand
paid by Company. Payments may be made in cashhemencalled for under the terms of the Plan(s), in
Company Stock (as such term is defined in Sect{ghtfereof). Notwithstanding the foregoing, if anbét
which is distributable in the form of Company Stagider the terms of a Plan becomes payable ateavtinen
there is no (or insufficient) Company Stock in Trest with which to satisfy such benefit obligatiand if the
Company fails or refuses to pay such benefit withnreasonable time after notice from Trustee tHzds
become so payable, Trustee shall use other adsbis Brust to acquire Company Stock, on the oparkat or
otherwise in its discretion, sufficient to satisiych benefit obligation.

(b) The entitlement of a Plan participanhis or her beneficiaries to benefits payalyle b
Company under the Plan(s) shall be determineddordance with the terms of the Plan(s) by Comparsuot
party as it shall designate under the Plan(s)ya Brust Contractor engaged for such purposeaagcalaim
for such benefits shall be considered and revieavetpaid or not paid under the procedures senathiei Plan
(s). Notwithstanding any Plan provision to the caryt, upon and following the appointment of thedpenden
Fiduciary, all such determinations shall be madéhleyindependent Fiduciary, whose determinationd bie
final,



conclusive and binding on all persons. Neither Teesthe Independent Fiduciary nor any Trust Cotdra
shall have any obligation for determining whethey Rlan participant or beneficiary has died andl &fea
entitled to rely upon any information in this regdwornished by Company.

(c) Company may make payment of benefits directly emRlarticipants or their beneficiaries
they become due under the terms of the Plan(sudh event, Company shall make provision for tip@nting
and withholding of any federal, state or local &ieat may be required to be withheld with respethe
payment of benefits pursuant to the terms of tl@@®) and shall pay amounts withheld to the apjatspr
taxing authorities. Company shall notify Trusteat®fdecision to make payment of benefits direptipr to the
time amounts are payable to participants or themeficiaries. In addition, if the principal of thieust, and any
earnings thereon, are not sufficient to make paysneinbenefits payable by Company in accordanck thi¢
terms of the Plan(s), Company shall make the balafieach such payment as it falls due. Trustek rsbtafy
Company where principal and earnings are not safftc

(d) Company (prior to a Change of Caltoo the Independent Fiduciary (following a Change
of Control) may engage one or more third-party austriators as contractors with respect to the Tiesth
such contractor, a “Trust Contractor”), who shalt be a Plan participant or beneficiary (but who/rhe the
Trustee), to perform functions described in thist@ 2(d) and elsewhere in this Trust Agreementtvh
would otherwise be performed by Company or the pedelent Fiduciary; provided, however, that neither
Company (prior to a Change of Control) nor the pefelent Fiduciary (following a Change of ControBym
delegate to any Trust Contractor the determinatidresaims for benefits under the Plans or apptedsefrom.
Such Trust Contractor shall have such duties aspbresibilities as conferred upon it by the instratisy
which such Trust Contractor is appointed, which nmajude (by way of example) (i) responsibilities &
specific function with respect to more than onenRia(ii) responsibility for several functions witespect to a
single Plan.

) Upon engagement of a Trust Contrae® soon as practicable but in no event
longer than thirty (30) days thereafter, Comparsfidiirnish to the Trust Contractor all information
necessary with respect to the scope of such Trastr&ctors engagement, which may include (but
be limited to) copies of the Plan documents, empleyt records of participants, and other information
necessary to determine the benefits which are grbmaome payable by Company to or with respect
to each participant in each Plan, including anyefienpayable after the participant’s death, ard th
recipient of same and the procedures which Compasyadopted to calculate such benefit payments.
Company shall regularly, at least annually, andnugach benefit change under the Plan(s) furnish
revised, updated information to such Trust Contradh the event Company refuses or neglects to
provide updated participant information as contetgal herein, the Trust Contractor shall be entitled
to rely on the most recent information furnished toy Company.



2) In the event of a Change of Conttteé, Independent Fiduciary shall have the duty
to engage, as soon as practicable thereafter,ramem Trust Contractors if there shall at thattioe
no Trust Contractors then serving. In additiorasfof a Distribution Date (as such term is defimed
Section 1(g) hereof), there shall be no Trust Gantrs then serving, Company shall have the duty to
designate on a stand-by basis one or more Trudr&mors who shall commence to serve as Trust
Contractors in the event such Distribution Dat®iwed by a Change of Control. After a Change of
Control, Company shall not have any control or atiti with respect to any Trust Contractor so
engaged or then serving, or any successor Trugr&xaor, including without limitation any rights
with respect to the appointment, removal or repieag of any such Trust Contractor or its duties
pursuant to this Trust Agreement.

3 Unless Trustee agrees to perfornfuhetions of the Trust Contractors described
herein, Trustee shall have no responsibility hedeuffior any obligation assigned to any Trust
Contractor or (subject to subsection (4) below)tfer performance of any Trust Contractor’s duties
and responsibilities under this Trust Agreement.

4 Company may replace or remove amsfT€ontractor from time to time serving
hereunder, in its sole discretion, prior to thewsoence of a Change of Control. Following a Chanige
Control, the Independent Fiduciary, in its soledition, may remove any Trust Contractor engage
Company or any successor Trust Contractor and shatbve any such person and engage a successor
to such person if the Independent Fiduciary deemssach person’s performance as a Trust
Contractor unsatisfactory. At all times followindChange of Control, upon any such removal, or the
voluntary resignation of any such Trust Contractothe occurrence of any other event which shall
result in the cessation of performance of any T@gitractor’s duties hereunder, the Independent
Fiduciary shall use its best efforts to engageva fimist Contractor to perform the functions of such
prior Trust Contractor; provided, however, thatldaing a Change of Control, the Independent
Fiduciary shall perform the duties of any such Tsntractor during any period for which Trustee or
the Independent Fiduciary is unable to find a regmaent Trust Contractor (so that there will be no
default in payments under the Plan(s) as a re§tiiecabsence of such Trust Contractor), and any
person engaged as a Trust Contractor shall irudhgnjent of the Independent Fiduciary be
independent of Company. The person who removespteces a Trust Contractor shall be responsible
for assuring that there is a timely and complegagfer of records from such Trust Contractor tdisuc
person’s successor.

(5) Except for the records dealing soleith the assets of the Trust and investment of
those assets, which shall be maintained by thet§eu3rustee or a Trust Contractor engaged for such
purpose shall maintain all Plan participant records



contemplated by this Agreement, including the PayrSehedule. All such records and copies of the
Plan(s) documents and employment records of theipants in the possession of such Trust
Contractor shall be made available promptly upguest of Trustee or Company. Such Trust
Contractor shall also prepare and distribute ppeitt statements to participants and beneficiannes
shall perform such other duties and responsitslitentemplated under the terms of this Trust
Agreement as Company or Trustee or the Indeperki@atiary if appointed, as the case may be,
determines is necessary or advisable to achievelijeetives of this Trust Agreement, other than the
determinations of claims for benefits under thenRlar appeals therefrom.

(6) Company shall indemnify and holdrhass each Trust Contractor for any liability
or expenses, including without limitation advanfm@sor prompt reimbursement of reasonable fees
expenses of counsel and other agents retainedibgutred by such Trust Contractor with respect to
keeping the records for participants’ benefitsprépg thereon to participants and beneficiaries,
certifying benefit information to Trustee, deteriminthe status of benefits hereunder and otherwise
carrying out its obligations under this Trust Agremt, other than those resulting from such Trust
Contractor’s negligence or willful misconduct cs failure to reasonably calculate and certify the
amount of benefits based on the applicable terntiseoPlan documents and other information and
procedures furnished by Company to such Trust @otdr in accordance with this Trust Agreement.
Each Trust Contractor shall be entitled to reasknedmpensation for services hereunder, the amount
of which shall be agreed upon from time to timedmmpany or, following a Change of Control, the
Independent Fiduciary, and such Trust Contractevriting, and reimbursement for reasonable
expenses incurred in connection with its perforneasfcsuch services. Following a Change of Control,
the Independent Fiduciary’s good faith determimatidd compensation to be paid to a Trust Contractor
(including the Independent Fiduciary) when it antsuch capacity) shall be binding on the Company
and each other person having an interest in thetTAll such compensation and expenses shall fat
by Trustee from the assets of the Trust. If ngpaid, such compensation and expenses shall béop
Company.

@) Except as may be otherwise agreea Byust Contractor and Company, or the
Independent Fiduciary following a Change of Conteaich Trust Contractor’s obligations shall be
limited solely to those explicitly set forth hereind in the scope of such Trust Contractor’s
engagement, and such Trust Contractor shall havespmnsibility, authority or control, direct or
indirect, over the maintenance or investment offthest and shall have no obligation in respect of
Trustee or the Trustee’s compliance with the T@attractor’s certifications hereunder.



Section 3. Trustee Responsibility Regarding Paym&nTrust Beneficiary When Company Is
Insolvent.

(a) Trustee shall cease payment of litsrtef Plan participants and their beneficiariethé
Company is Insolvent. Company shall be considehesbtvent” for purposes of this Trust Agreemerti)if
Company is unable to pay its debts as they becaraeat (i) Company is subject to a pending progegds a
debtor under the United States Bankruptcy Code.

(b) At all times during the continuarafehis Trust, as provided in Section 1(d) heréog,
principal and income of the Trust shall be subjeatlaims of general creditors of Company undeefatland
state law as set forth below.

Q) The Board of Directors and the Cliigecutive Officer of Company shall have the
duty to inform Trustee in writing of Company’s Irigency. If a person claiming to be a creditor of
Company alleges in writing to Trustee that Complaay become Insolvent, Trustee shall determine
whether Company is Insolvent and, pending suchrahétation, Trustee shall discontinue payment of
benefits to Plan participants or their beneficirie

2) Unless Trustee has actual knowlesfg@ompany’s Insolvency, or has received
notice from Company or a person claiming to beedlitor alleging that Company is Insolvent, Trustee
shall have no duty to inquire whether Company solvent. Trustee may in all events rely on such
evidence concerning Company'’s solvency as may tméshed to Trustee and that provides Trustee
with a reasonable basis for making a determinat@rcerning Company’s solvency. Trustee may
appoint an independent accounting, consultingwrfian to make any determination of solvency
required by the Trustee under this Section 3. th®vent Trustee may conclusively rely upon the
determination by such firm and shall be respongiblg for the prudent selection of such firm. Tee
shall require that such firm specifically acknowgdedn its opinion or other determination that
Company, participants, beneficiaries and crediteay rely on such opinion or other determination as
third party beneficiaries.

3 If at any time Trustee has determitteat Company is Insolvent, Trustee shall
discontinue payments to Plan participants or theireficiaries and shall hold the assets of thetToau
the benefit of Company’s general creditors. Nothimthis Trust Agreement shall in any way diminish
any rights of Plan participants or their benefigarto pursue their rights as general creditors of
Company with respect to benefits due under the(Plam otherwise.
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4) Trustee shall resume the paymeieokfits to Plan participants or their
beneficiaries in accordance with Section 2 of Trisst Agreement only after Trustee has determined
that Company is not Insolvent (or is no longer Inent).

(c) Provided that there are sufficiesdets, if Trustee discontinues the payment of litsrfedm
the Trust pursuant to Section 3(b) hereof and spEs#ly resumes such payments, the first paymdoinfimg
such discontinuance shall include the aggregataiatmaf all payments due from Company to Plan pigeicts
or their beneficiaries under the terms of the Ripfdr the period of such discontinuance, lessatigregate
amount of any payments made to Plan participantisedr beneficiaries by Company in lieu of the payts
provided for hereunder during any such period staltinuance.

Section 4. Payments to Company

(@) Except as provided in Sections B),44(c), 4(d), 5(b) and 12(c) hereof, after thastthas
become irrevocable, Company shall have no rigipioever to direct Trustee to return to Company afitert
to others any of the Trust assets before all paywiepenefits have been made to Plan participamdstiaeir
beneficiaries pursuant to the terms of the Plai(ff)e extent such benefits are obligations of Camyp

(b) If, prior to a Change of Control thin sixty (60) days following the end of a fisgaar of
the Trust, Company provides a written certificatiorTrustee, reasonably acceptable to the Trubtdeds of
the last day of the fiscal year, the fair markdtigaf the assets of the Trust exceeds one hurdestty
percent (120%) of the aggregate Current Liabilltyystee shall, at Company’s request, distribut€dmpany
all or part of such excess. No distribution purddarthis Section 4(b) may be made following a Gjeanf
Control.

(©) Prior to a Change of Control, Tresshall, if so instructed by Company in writing it
thirty (30) days after the actual filing of Comp&nfederal income tax return for a year, reimbuCsenpany
from the assets of the Trust for federal, statecal income taxes, or any part thereof, which Canypcertifie:
that it has paid, attributable to income of thestfor such year, as determined by Company, withinty (30)
days after receipt of such request. No reimburséffioetaxes pursuant to this Section 4(c) may bdena
following a Change of Control.

(d) Notwithstanding any other provisiithis Trust Agreement, including without limiteuti
Section 1(b) hereof, prior to a Change of Controinpany shall have the right with respect to eactirdmtion
to the Trust (other than contribution(s) requiredspant to Section 1(e)(2), subsections (2) andf($ection 1
(e) hereof) to cause Trustee to return all or anyign of a contribution and any and all incomesoich
contribution to Company. Such right shall be exadiby giving written notice to Trustee and shall b
exercisable in a nonfiduciary capacity without &pproval or consent of Trustee or any other perSanh
right
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shall expire with respect to each contributionht® Trust upon the earlier of (i) thirty days follow the date o
which the contribution is made, (ii) the last ddytte taxable year of Company in which the contiitruis
made or (iii) a Change of Control. Company’s rightler this Section 4(d) shall expire upon a Chasige
Control.

Section 5. Investment Authority

(@) Except as otherwise provided in sgbens (c), (d), (e) and (g) of this Section & #ssets
of the Trust shall be invested and reinvested lsfBe, without distinction between principal ancbime, at
such time or times in such investments and pursiwasiich investment strategies or courses of aetiohin
such shares and proportions, as Trustee, in isdistretion, shall deem advisable. Except as wiker
provided herein, Trustee may invest in securitiesl{ding stock or rights to acquire stock) or ghalions
issued by Company. All rights associated with asetthe Trust shall be exercised by Trustee op#rson
designated by Trustee, and shall in no event becisable by or rest with Plan participants.

(b) Company shall have the right, at ame, and from time to time in its sole discretitm
substitute assets of equal fair market value fgramset held by the Trust. This right is exercisddy Compan
in a nonfiduciary capacity without the approvakonsent of any person in a fiduciary capacity.dnreection
with any substitution of assets described in tlgst®n 5(b), Company Stock may not revert to Corgpan
kind at any time following a voting record date &y meeting of Company stockholders and befork suc
meeting, unless Trustee shall have voted such shgrproxy. Such reversion may occur immediately
following the stockholders’ meeting to which suelcard date relates. Further, any such substitutiay be
made only out of property available to the Compfamthe purchase of shares of stock under appkcstalte
law, as determined by Company.

(c) Subject to the provisions of Sect#\ investment authority over the Trust's assetany
portion thereof, other than dividends on Comparcstheld by the Trust, may be reserved by Company t
itself from time to time in its absolute discretjgmior to a Change of Control. Any such resenatb
discretionary authority by Company shall be comroatdd to Trustee in writing. In this regard, unless
Company notifies Trustee to the contrary, Compdrall sict through its Trust Asset Management Conemitt
(or other person or committee to which the Boar®ioéctors of the Company delegates such respditgjbor
any person who such Committee (or such other pasoeommittee) authorizes in writing to act onkighalf o
any other person who is authorized to act on Coipdehalf by a resolution of Company’s Board of
Directors. Company shall furnish Trustee from timé¢ime with a list of the names and signaturealbof
persons authorized to so act. Furthermore, in medio such reservation of discretionary authopitypr to a
Change of Control, Company may appoint one or nmrestment managers (“Investment Managers”) to
manage all or a portion of the assets of the T@smpany shall notify Trustee of each appointmértno
Investment Manager (and of any subsequent changasyisuch appointment), in writing, and shall ciach
Investment
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Manager to certify to Trustee the names of all messauthorized to act on its behalf. Trustee mayicoe to
rely upon such instruments until otherwise notifiedvriting by Company or the Investment Managerite
case may be. Trustee may conclusively rely upométerminations of and directions from Companyragti
pursuant to the authority reserved in, or an Irmestt Manager appointed pursuant to, subsectioof (tis
Section 5. All fees and expenses of an Investmertdder shall be paid from the assets of the Tnlesa pai
by Company. Notwithstanding anything to the conti@ntained herein, following a Change of Control,
Company may not reserve discretionary authoritgggoint an Investment Manager for the managemeht an
control of any assets of the Trust and (i) any surédr reservation then in effect shall be nuliifiend (i) any
such prior appointment then in effect shall beifiefl unless its continuance is approved by theefrethdent
Fiduciary in its sole discretion. Following a Changf Control, the Independent Fiduciary shall héneesole
authority to appoint and remove Investment Managers

(d) Trustee shall follow the directiosfsCompany or of an Investment Manager regardieg th
investment and reinvestment of Trust assets (dr podion thereof as may be under management byp@oyn
or an Investment Manager pursuant to subsectioof (tlis Section 5), and shall be under no dutghdigation
to review or to question any direction of Compamnyspant to the authority reserved in, or of an &twvent
Manager appointed pursuant to, subsection (c)isf3hction 5, or to review any investment to beuaeq|,
held or disposed of pursuant to such direction$y anake recommendations with respect to the dispoor
continued retention of any such investment andt€rushall have no authority to take any actioroaefrain
from taking any action with respect to any sucletssanless and until it is directed to do so by Gany
pursuant to authority reserved in, or an InvestnMemager appointed pursuant to, subsection (d)isf t
Section 5. Notwithstanding anything to the contrarthis Trust Agreement, Company shall indemnifystee
and hold it harmless from any liability or expefiseluding reasonable attorneys’ fees) resultimgrfracts or
omissions of Trustee taken in reliance on directionthe absence of directions from Company putsisan
authority reserved in, or an Investment Managepaged pursuant to, subsection (c) of this Sechiam
otherwise in connection with Trustee’s administmatof the Trust consistent with subsection (c) eft®n 5.

(e) Trustee shall be responsible fordhiy investment of cash balances and to the éitéas
not received contrary instructions from an entityowhas investment responsibility for such cashrizas,
Trustee shall invest for short term purposes ash @aiits custody in bonds, notes and other evielgiot
indebtedness having a maturity date not beyondyfeaes from the date of purchase, United Stateastiry
bills, commercial paper, bankers’ acceptances antificates of deposit, and undivided interests or
participations herein, and participations in retedanvestment companies for which the Trusteésaaffiliate
is the adviser.

U) Without in any way limiting the p@ns and discretions conferred upon Trustee by ttier o
provisions of this Trust Agreement, Trustee or@uenpany (prior to a Change of
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Control), or Trustee or the Independent Fiduciéoildwing a Change of Control), and in each casduiting
any Investment Manager properly appointed by thedgoing, shall be vested with the following powansi
discretions (to be exercised in light of the natamé purpose of this Trust) with respect to thetsssf the
Trust subject to its management and control:

Q) To invest and reinvest in any proypereal, personal or mixed, wherever situated
and whether or not productive of income or consisbf wasting assets, including without limitation,
common and preferred stocks, bonds, notes, delsantimcluding convertible stocks and securities),
leaseholds, mortgages, certificates of deposiearahd or time deposits (including any such deposits
with Trustee), shares of investment companies amtiahfunds, interests in partnerships and trusts,
insurance policies and annuity contracts, andwiheral or gas properties, royalties, interestigts,
without being limited to the classes of propertyvnich trustees are authorized to invest by anydaw
any rule of court of any state and without regarthe proportion any such property may bear to the
entire amount of the Trust;

2) To invest and reinvest all or anytjpm of the Trust collectively through the
medium of any common, collective or commingled ttfusd that may be established and maintained
by Trustee, to be held and invested subject tofdlie terms and conditions thereof, and such trust
shall be deemed adopted as a part of the Trubetextent that assets of the Trust are investedithe

3 To retain any property at any tireeaived by the Trustee;

4 To sell or exchange any propertydhs} it at public or private sale, for cash or on
credit, to grant and exercise options for the pasehor exchange thereof, to exercise all conversion
subscription rights pertaining to any such propartg to enter into any covenant or agreement to
purchase any property in the future;

(5) To participate in any plan of reargation, consolidation, merger,
combination, liquidation or other similar plan rtahg to property held by it and to consent to opage
any such plan or any action thereunder or any aoptlease, mortgage, purchase, sale or othemactio
by any person;

(6) To deposit any property held by ithaany protective, reorganization or similar
committee, to delegate discretionary power thestd,to pay part of the expenses and compensation
thereof and any assessments levied with respeetytsuch property so deposited;

@) To extend the time of payment of abjigation held by it;
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(8) To hold uninvested any monies reegilgy it, without liability for interest thereon
until such monies shall be invested, reinvestedisiursed,;

9) To exercise all voting or other fighvith respect to any property held by it and to
grant proxies, discretionary or otherwise;

(10) For the purposes of the Trust, ta@emoney from others, to issue its promissory
note or notes therefor, and to secure the repaytheregof by pledging any property held by it;

(11) To manage, administer, operate, mswpair, improve, develop, preserve,
mortgage, lease or otherwise deal with, for anyoplerany real property or any oil, mineral or gas
properties, royalties, interests, or rights helddiging with others, using other Trust assetsaioy
such purposes, to modify, extend, renew, waivettoeravise adjust any provision for amortization of
the investment in or depreciation of the valuewtsproperty;

(12) To employ suitable agents (including not limited to professional investment or
asset management firms, actuarial and consultingsfiand counsel, who may be counsel to Company
(or any affiliated company) or Trustee, and to ffegir reasonable expenses and compensation from
the Trust to the extent not paid by Company;

(13) To register any securities held in the Trust inlaene of a nominee and to hold
investment in bearer form, and to combine certiisaepresenting such investments with certificates
of the same issue held by the Trustee in otheckidy capacities or to deposit or arrange for the
deposit of such securities in a qualified centeakitory even though, when so deposited, such
securities may be merged and held in bulk in theenaf the nominee of such depository with other
securities deposited therein by any other persotg deposit or arrange for the deposit of any
securities issued by the United States Governnoein agency or instrumentality thereof, with a
federal reserve bank, but the books and recor@sustee shall at all times show that all such
investments are part of the Trust;

(14) To settle, compromise, or submit to arbitration alayms, debts, or damages due
owing to or from the Trust, respectively, to commeir defend suits or legal proceedings to protect
any interest of the Trust, and to represent thetTiruall suits or legal proceedings in any court o
before any other body or tribunal; provided, howeVeustee shall not be required to take any such
action unless it shall have been indemnified by Gany or the Trust to its reasonable satisfaction
against liability and expense it might incur theoet;
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(15) To organize under laws of any staterporation or trust for the purpose of
acquiring and holding title to any property whitlisiauthorized to acquire hereunder and to ex@rcis
with respect thereto any or all of the powers sghfherein; and

(16) Generally, to do all acts consisteith its duties hereunder, whether or not
expressly authorized, that Trustee may deem newgessdesirable for the protection of the Trust.

(9) Notwithstanding anything to the qany contained herein (other than the provisions of
Section 5A hereof), unless and until directed atlex by Company, or the occurrence of a Changeootrol,
the assets of the Trust (other than dividends anfi2zmy Stock held by the Trust) shall be investet] an
reinvested exclusively in the common stock, paned1.00 per share, of Company (such stock, anduaal
securities of any kind which may be issued in resp€ or in exchange for, such shares of stoak, th
“Company Stock”except to the extent that Company directs otherwitierespect to a portion of the asset
anticipation of reasonable liquidity needs of thiast. Trustee shall purchase from Company any such
Company Stock acquired for the Trust, unless Teusténstructed otherwise by Company in writing thVi
respect to assets of the Trust invested in Com@angk, Trustee shall have no obligation to diversif
investments in the Trust, and shall not be sultgeany rule of applicable law which might otherwisake
necessary, require, or in any way deem appropdis@@sification of investments in the Trust, altbuules
being hereby expressly waived. Notwithstanding laimg to the contrary in this Trust Agreement, Compa
does hereby discharge, indemnify and hold harnTlesstee, its directors, officers, employees andhtgdrom
and against any and all losses, costs, damagé@sscigenalties, expenses (including reasonablenalys’ fees
and expenses) or liabilities arising in connectigth such Trustee’s administration of the Trustsistent with
this Section 5(g). Notwithstanding the foregoirtg Trustee shall vote any proxies for such shar€ompany
Stock held pursuant to this Section 5(g) in itdgon.

(h) Following a Change of Control, the Independent Eigity may no longer invest in Comps
Stock or any other securities or obligations issae€ompany or any of its affiliates, and Secti¢gg)Shall no
longer apply. After a Change of Control, the Indegent Fiduciary shall have and exercise all digzmery
authority for the management and control of Tresess and shall commence the orderly disposition of
Company Stock, subject to the provisions of Sechiérhereof to the extent applicable. The Indepehden
Fiduciary may, in its sole discretion, direct theiStee to retain Company Stock acquired prior @hange of
Control for such period of time as the Independdticiary deems appropriate and in the best intefes
participants and beneficiaries in the Plan(s).drement may the Independent Fiduciary make addition
investments in Company Stock or any other secardieobligations issued by
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Company or any of its affiliates on behalf of theidt after a Change of Control, other than (i) antsteld in
diversified common investment vehicles in which théependent Fiduciary invests, and (ii) through th
exercise of rights to acquire Company Stock attable to shares held at the time of the Changeootr@l, in
the Independent Fiduciary’s sole discretion, if iiidependent Fiduciary deems such exercise apptepnd
in best interest of the participants and benefiegin the Plan(s).

Section 5A. Sale of Company Stock by Trustee

€) Except as otherwise specificallynpigied herein, Trustee may not sell Company Stock
except: (1) as necessary from time to time to fyatisnefit obligations under the Plan(s) which guired to
be paid under this Trust; (2) pursuant to a tenmd@xchange offer, by other than Company, forall o
substantially all of the issued and outstanding gamy Stock; or (3) following a Change of Contraigahen
only as specifically permitted herein. In the eveithe appointment of an Independent Fiducianspant to
this Trust Agreement, all functions, rights andigditions of the Trustee under this Section 5A shall
functions, rights and obligations of the Indeperidéduciary, and all references in this Sectiont6Ahe
Trustee shall be deemed to refer to such Indepérdanciary

(b) Trustee shall provide Company with less than 30 days prior notice that it propdeesell
any Company Stock, unless Trustee determines id tth that such delay would cause irreparablentiar
Trustee or to the Trust, in which event Trusted! giravide reasonable notice of such proposed didéice
shall be given by telephone, confirmed promptlyfdgsimile or first class mail, postage prepaid.stee shall
specify in any event the number of shares proptséeé sold.

(c) Trustee shall make sales of Compatiogk pursuant to an effective registration stategme
under, or an exemption (including but not limitedRule 144) from, the registration requirementthef
Securities Act of 1933, as amended (the “Securhig?), and in compliance with applicable stateisittes
laws.

(d) Should either Company or Truste@deine in good faith, with the written advice of
counsel delivered to and in form reasonably actépt® the other party hereto, that such propoatscould
not reasonably be made pursuant to an exemptiomthie Securities Act, then Trustee may demand itingr
that Company, at Company'’s option, either purchemker Section 5A(f) or register under the Secuwifiet
under Section 5A(e), such number of shares of Cosnfaock held and proposed to be sold by Trustee.
Company shall promptly notify Trustee by telepharanfirmed promptly by facsimile or first class mai
postage prepaid, whether it elects to proceed uBdetion 5A(f) or 5A(e).

17



(e) If Company elects registration pargiio a demand under Section 5A(d) above, then:

Q) As soon as practicable, but in avmgné within 90 days after receipt of the demand
from Trustee, Company shall:

0] file with the Securities and ExclggnCommission (the “Commission”) a
registration statement covering the shares to lieasw use its reasonable best efforts to have
such registration statement filed pursuant to Algszement declared effective as promptly as
practicable. Company shall advise Trustee of thgmss of such filing and of any review
thereof undertaken by the Commission, and prommpitify Trustee, and confirm such advice
in writing, (X) when such registration statementdraes effective, (y) when any paffective
amendment to such registration statement becorfextieé and (z) of any request by the
Commission for any amendment or supplement to segistration statement or any
prospectus relating thereto or for additional infation;

(ii) use its reasonable best efforteemister, qualify, or effect compliance not
later than the effective date of any registratitatesnent filed pursuant to this Trust
Agreement, the shares of Company Stock registees@ander under the blue sky laws of
such states or the District of Columbia as the fBeisnay reasonably request; provided,
however, that Company shall not be obligated tdifyuas a foreign corporation or as a de
in securities or to execute or file any generalsem to service of process under the laws of
any such jurisdiction where it is not so subjeat],grovided, further, that Company reserves
the right not to register or qualify shares of Camp Stock in any jurisdiction where
registration or qualification of such shares wooédunreasonably burdensome;

(iii) from time to time (x) after the Corapy has elected to satisfy a demand for
sale by means of registration, immediately advisestEe of any event or development,
including a material adverse change in the findroziadition, business or affairs of Compa
known to Company (other than events or developmeffesting market or economic
conditions generally), which may have a materiafeasle impact on the proposed offering;
and (y) within the period of effectiveness of suebistration statement, advise Trustee of any
event or development requiring amendment or supgheifwhich amendment or supplement
shall be prepared with reasonable promptness byp@oy) of the registration statement or
prospectus used in connection therewith or rendetimadvisable to use the prospectus until
it is supplemented or amended; and
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(iv) furnish to Trustee such number ofiegpf any preliminary and final
prospectuses and any amendments and supplemert®ths Trustee may reasonably req

2 Trustee and Company shall negotiatie an underwriter selected or approved by
Company with regard to the underwriting of suchuesied registration. Company shall enter into an
underwriting agreement in customary form with tinelerwriter(s) and Trustee in which Company and
Trustee (to the extent applicable based only oh suformation as is provided in writing by Trustee)
shall provide customary indemnification to such emetiter(s) and each other.

3 Company shall have the right to teate or withdraw any registration
contemplated by it under this Section 5A(e) prot following the effectiveness of such registati
for any reason whatsoever, provided that it siai¢upon be required to purchase shares pursuant to
Section 5A(f).

4 Trustee shall provide all such imiation and materials and take all such actions,
furnish all such information, execute all such doents and cooperate with Company in good faitl
as may be reasonably required in order to permit@my to comply with all applicable requirements
of the Commission and all other applicable lawsegulations and to obtain acceleration of the
effective date of the registration statement.

5) All expenses incurred in connectigth any registration, qualification or
compliance pursuant to this Trust Agreement, incigavithout limitation, all registration, filing @h
qualification fees, printing and engraving expen$ess and disbursements of counsel for Company,
and expenses of any special audits or comfortrteiteidental to or required by such registratisimall
be borne by Company, provided, that Trustee mayspal expenses and recover same from the Trust
if Company fails to pay such expenses in a timedyner.

Notwithstanding any contrary prdueis of this Agreement, if Company advises Trustee o

any delays in filing or effectiveness of more titghdays, if Company and Trustee are unable degpdad faitt
efforts to agree as to registration or an exemlpt sa if a registered sale would not permit Tredie sell
Company Stock expeditiously enough to meet Trustgedd faith needs, Trustee may demand that Company
purchase, or if Company elects to purchase stocdupnt to Section 5A(d), (e)(3) or (g), Companyllsha
purchase the Company Stock desired to be soldrah&aket value, which shall be the volume weighted
average trading price (including only trades whicduld meet the time of purchases conditions undge R
10b-18 under the Securities Exchange Act of 1984mended (“Rule 10b-18"), of a share of such siycom

the New York Stock Exchange on the day that Compeagives such demand or
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gives notice of such election. Company and Trusked use their reasonable best efforts to agrée the
prompt execution, closing and delivery of shares pnoceeds therefor.

(9) Until a Change of Control, Compangymon notice of a proposed sale by Trustee, whethe
or not exempt, elect to purchase such Company StookTrustee at fair market value, as defineddct®n
5A(f), and with the manner, conditions, and closiiguch sale to be agreed upon by Company andebus

(h) Company shall be entitled to postptire filing of any registration statement and any
amendment or supplement thereto otherwise reqtored prepared and filed by it, or to direct thaistee
postpone any sale or put if, at the time it rece@eequest for registration or sale, (i) Compagtgnines, in
its reasonable business judgment, that such fitegjstration and offering, or sale or put, wouldterially
interfere with the likely success of a proposedpase or sale of securities by Company; or (iinsel for
Company opines in writing that the filing of suduistration statement, amendment or supplemesgleror
put would have a material adverse impact on angr@tongoing or pending transaction or program of
Company or any of its subsidiaries or any otheruritstances; provided, that should such delays selyer
affect the Trustee’s ability to pay benefits asteamplated by this Trust Agreement, then Companit sha
advance such funds as may be reasonably neededisted for such proposed pending sale.

0) Notwithstanding any provisions abgeermitting sale by Trustee of Company Stock,
Trustee shall, until a Change of Control or a temmteexchange offer for all or substantially alltbé issued ar
outstanding Common Stock, limit sales, whetherstegéd or exempt (other than sales described itiocBegA
(), by reference to the volume limitations fosuer repurchases within Rule 108: provided, that block sal
may not exceed 25% of the trading volume on the Mevk Stock Exchange, Inc. for the 14 day periodmpr
to such sale. Company shall provide all informatieasonably required by Trustee to make deternoingats
to the number of shares which may be sold, andt@eushall promptly notify Company as to all salexim
other than through a registered public offering.

) Company and Trustee shall each eaate in good faith and employ their reasonablé bes
efforts in permitting and effecting any purchasesale of Company Stock as contemplated in thisi@ebtA
and each shall comply with all applicable laws eggllations relating to the foregoing includingtheiut
limitation, federal and state securities laws, swded regulations issued thereunder, and any gth@rnmente
or stock exchange requirements or regulationsinglahereto.

Section 6. Disposition of Income

During the term of this Trust, all income receinmdthe Trust, net of expenses and taxes, shall be
accumulated and reinvested.
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Section 7. Accounting by Trustee

Trustee shall keep accurate and detailed recordb iofvestments, receipts, disbursements, and all
other transactions required to be made, includirah specific records as shall be agreed upon itingri
between Company and Trustee. Within fditye (45) days following the close of each calengkear and withi
forty-five (45) days after the removal or resigonatdf the Trustee, Trustee shall deliver to Compamyitten
account of its administration of the Trust duringls year or during the period from the close ofl#s¢
preceding year to the date of such removal or nasign, setting forth all investments, receiptspdrsements
and other transactions effected by it, includirdgacription of all securities and investments paseld and so
with the cost or net proceeds of such purchassales (accrued interest paid or receivable beingsh
separately), and showing all cash, securities dmer @roperty held in the Trust at the end of syedr or as of
the date of such removal or resignation, as the ocwgy be. In addition, as of the end of each calentnth
(referred to in this Trust as a “valuation date¥ijthin ten (10) days after each such month-endsfeeishall
deliver to Company a written account setting fakhth value of the Trust's assets, together with suthbr
information as shall be agreed upon between CompaadyT rustee.

Section 8. Responsibility of Trustee

(@) Trustee shall act with the carell gigtudence and diligence under the circumstatives
prevailing that a prudent person acting in likeaaty and familiar with such matters would useha tonduct
of an enterprise of a like character and with Bkas, provided, however, that Trustee shall inculiability to
any person for (i) any action taken pursuant tirection, request or approval given by Company orust
Contractor which is contemplated by, and in conforwith, the terms of the Plan(s) or this Trustlas given
in writing by Company or a Trust Contractor (ottiean Trustee when it acts as Trust Contractor{ij)ahe
investment in, or retention of, Company Stock parguo the terms of this Agreement, and no sudorashall
be considered a breach of the fiduciary standareiiset forth. In the event of a dispute betweem@any or
a Trust Contractor and a party, Trustee may appéy dourt of competent jurisdiction to resolve digpute.

(b) If Trustee undertakes or defendslaigation arising in connection with this Trusta Plan
(including without limitation any action to comgeiding of the Trust pursuant to Section 1 herenfompel
Company to take any action under the Trust or tha(B), or to determine Trustee’s obligations hedau),
Trustee shall be indemnified by the Trust agaimesfee’s costs, expenses and liabilities (includivithout
limitation, reasonable attorneys’ fees and exp@msdating thereto and the Trust shall be primdiéple for
such payments, other than those arising from Telssteegligence or willful misconduct. Trustee sladlo be
entitled to reasonable payment from the TrustHerallocation of Trustee’s personnel to the ingegion and
defense or prosecution thereof, at Trustee’s nohwmaily billing rates. If such
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costs, expenses and liabilities are not paid fieenTrust for any reason (including without limitati
insufficiency of the Trust's assets to satisfy sobligations) in a reasonably timely manner, Conypagrees
to indemnify Trustee against such costs, expensgéiabilities. Anything in this subsection (b)ttee contrary
notwithstanding, Company shall indemnify and hofdstee harmless from and against all costs, expearsd
liabilities arising out of or relating to the acsition, retention or disposition of Company Stoek¢ept with
respect to matters covered by the Trustee’s indgrmibe provided under Section 5A(e)(2).

(c) Trustee may consult with legal calirfg’ho may also be counsel for Company generally)
with respect to any of its duties or obligationscéumder.

(d) Trustee may hire agents, accountants, actuariesstiment advisors, financial consultant:
other professionals to assist it in performing ahits duties or obligations hereunder.

(e) Trustee shall have, without exclasiall powers consistent with the terms hereof emefl
on trustees by applicable law, unless expresslyiged otherwise herein, provided, however, thahif
insurance policy is held as an asset of the Tiustee shall have no power to name a beneficietiyeopolicy
other than the Trust, to assign the policy (adrdisfrom conversion of the policy to a differeotin) other
than to a successor Trustee, or to loan to anppehe proceeds of any borrowing against such yolic

U) Notwithstanding any powers granted rustee pursuant to this Trust Agreement or to
applicable law, Trustee shall not have any powat tbuld give this Trust the objective of carrymga
business and dividing the gains therefrom, withia meaning of section 301.7701-2 of the Procedude a
Administrative Regulations promulgated pursuarth®lnternal Revenue Code.

(9) For purposes of Section 3, the piatastual knowledge of the Trustee” shall mean the
actual knowledge of an officer or employee of treegdrate & Institutional Services trust administyat
segment of the Trustee and shall not include agtuavledge of personnel in the Corporate and bnspihal
Services banking segment or other separate segwighis Trustee.

(h) As soon as practicable following lza@ge of Control (or prior to a Change of Contboit
with effect from and after a Change of Control)Stee shall appoint an entity or a person determiriyethe
Trustee to be qualified for such appointment anghbée of performing the duties appurtenant to such
appointment, to serve as an independent fiducths/“(ndependent Fiduciary”) under the Plans amsl th
agreement and to exercise the rights and obligatibthe Trustee set forth in sections 2(d)(4), (6), and (7)
and sections 5(f) and (h) and Section 5A pursuaatwritten agreement between such Independentigigu
and the Trustee; provided, that the Trustee maiys isole discretion, allocate such rights andgations
among more than one Independent Fiduciary, in wei@nt (i) any reference in this Trust to the
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Independent Fiduciary shall be construed to béeaerce to the Independent Fiduciary to which thyaieable
rights and obligations have been allocated, afa¢iilndependent Fiduciary shall have any respditgifor,
or liability in respect of, obligations of the Ttae not so allocated to it. In such capacity, titkependent
Fiduciary shall have all of the rights and obligas of the Trustee under this Trust Agreement rsecgor
proper to the performance of its duties hereuridelyding, without limitation, those rights and mations set
forth in this Section 8. The Independent Fiduciagy perform its duties and functions under thissTru
Agreement directly or may delegate such dutiesfanctions to one or more Trust Contractors, othantthe
determinations of claims for benefits under thenRlar appeals therefrom, which shall be performethe
Independent Fiduciary directly. In addition, thelépendent Fiduciary shall have the sole respoitgilul
appoint and remove Investment Managers. The InaigerFiduciary shall certify to the Trustee the parof
all persons authorized to act on its behalf. Irhsenent, the Trustee may conclusively rely upon the
determinations of and directions from the Independééduciary and shall be responsible only for phedent
selection and retention of such entity or persoactoas Independent Fiduciary hereunder. All feesexpense
of such Independent Fiduciary shall be paid fromahksets of the Trust unless paid by the Comparthel
event that an Independent Fiduciary has not bepaiajed effective as of the occurrence of a Charige
Control, the Trustee shall, in addition to its azipaas Trustee, serve as the Independent Fiduuaiatilthe
effectiveness of the appointment of the IndepenBehiciary.

Section 9. Compensation and Expenses of Trustee

All administrative and Trustee’s fees as agreechupiween Trustee and Company and reasonable
expenses actually incurred by the Trustee in perifag its duties hereunder including the fees amkeses of
any third party which provides services contempuldterein or in the Plan(s) shall be paid by Trustem the
assets of the Trust and, until so paid, shall ¢eta lien on the assets of the Trust. If nopaml, the fees and
expenses shall be paid by Company. In additiorh) wéspect to any third party engaged by the Company
provide services, including but not limited to,wntal, accounting, recordkeeping, or legal sesjiter the
Trust or the Plan(s), the Company shall directithestee to pay such third party’s reasonable adinative
expenses (including reasonable compensation) fhenT tust to the extent not paid by Company.

Section 10. Resignation and Removal of Trustee

(@) Trustee may resign at any time bigtem notice to Company, which shall be effectiys
(60) days after receipt of such notice unless Caompad Trustee agree otherwise; provided that invemt
shall any such resignation take effect prior todppointment of a successor Trustee.

(b) Trustee may be removed by Compangixty (60) days notice or upon shorter notice
accepted by Trustee.
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(c) Upon a Change of Control, as defihetkin, Trustee may not be removed by Company for
one (1) year. Additionally, after the expirationtbé one (1) year period following a Change of @anfTruste:
may be removed by Company only if Company firskoid the express written consent to such removal of
more than one half of a combination of the paréoig and beneficiaries of deceased participartteiflan(s).

(d) If Trustee resigns or is removednmtone (1) year of a Change of Control, as defined
herein, Trustee shall select a successor Trusteecmrdance with the provisions of Section 11(bgbeprior
to the effective date of Trustee’s resignationesnoval. Additionally, if Trustee resigns or is rerad after
expiration of the one (1) year period following habge of Control, Company may select a successmstde il
accordance with the provisions of Section 11(bgbeif it shall first obtain the express writtennsent to the
appointment of the proposed successor of moredgharhalf of a combination of the participants and
beneficiaries of deceased participants in the Bjatf(Company fails to so appoint a successort€rjsTrustee
shall select a successor Trustee. Upon the appeiritand acceptance by, and transfer of assetstmcassor
Trustee, Trustee shall have no further responsésilunder this Trust Agreement.

(e) Upon resignation or removal of Tegsand appointment of a successor Trustee, atsasse
shall subsequently be transferred to the succdsastee. The transfer shall be completed withityi&0)
days after receipt of notice of resignation, remiavdransfer, unless Company extends the timet.limi

U) If Trustee resigns or is removeduacessor shall be appointed, in accordance \eitkidh
11 hereof, by the effective date of resignationemnoval under paragraph (a) of this section. Ifnch
appointment has been made, Trustee may applyadaraaf competent jurisdiction for appointment of a
successor or for instructions. All expenses of T@sn connection with the proceeding shall bevadid and
charged to the Trust as administrative expenséseofrust.

Section 11. Appointment of Successor

(@) If Trustee resigns or is removeddoordance with Section 10(a) or (b) or (c) hereof,
Company may, subject to Section 10(d), appointtaimg party, such as a bank trust department cerqiharty
that may be granted corporate trustee powers stdtr or federal law, as a successor to replacgdewpon
resignation or removal. The appointment shall hectize when accepted in writing by the new Trusteleo
shall have all the rights and powers of the forifreistee, including ownership rights in the Trusteds. The
former Trustee shall execute any instrument necgssaeasonably requested by Company or the ssoces
Trustee to evidence the transfer.

(b) If Trustee resigns or is removedspant to the provisions of Section 10(a), (b).ofcid)
hereof and selects a successor Trustee pursugettmn 10(d) hereof, Trustee may
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appoint any third party such as a bank trust depart or other party that may be granted corporattde
powers under state or federal law. The appointraatsuccessor Trustee shall be effective whenpaeden
writing by the new Trustee. The new Trustee shaliehall the rights and powers of the former Trustee
including ownership rights in Trust assets. Thenfer Trustee shall execute any instrument necessary
reasonably requested by the successor Trusteédenee the transfer.

(c) A former Trustee shall prepare aativér to Company and to the successor Trusteead fi
accounting unless Company waives Companmigiht to such accounting, and such accountinj saaffective
through the date of the former Trustee’s transfedlassets to its successor. The successor Erasted not
examine the records and acts of any prior Trustéesse requested to do so by Company (and, aftéreade o
Control, unless the successor Trustee in additiortlades that there is a reasonable basis forraaghest by
Company) and may retain or dispose of existing flagsets, subject to Sections 7 and 8 hereof. Suj¢he
foregoing, the successor Trustee shall not be ressipie for and Company shall indemnify and defére t
successor Trustee from any claim or liability résgl from any action or inaction of any prior Trestor from
any other past event, or any condition existinthattime it becomes successor Trustee. The comjemsa
arrangement for the successor Trustee shall berrabke in relation to the services to be perforimgthe
successor Trustee.

Section 12. Amendment or Termination

€) This Trust Agreement (including Apgex A hereto) may be amended by a written
instrument executed by Trustee and Company. Nastétiding the foregoing, (i) no such amendment shall
conflict with the terms of the Plan(s) as thenfie& or shall make the Trust revocable after & bacome
irrevocable in accordance with Section 1(b) heeewf (ii) the duties and responsibilities of Trusiball not be
increased without Trustee’s written consent.

Q) Furthermore, notwithstanding anyghia the contrary in this Trust Agreement
(except as otherwise provided in this Section (@iRprior to a Change of Control, no amendmentishal
be made to Section 1(d) through (h), Section 2ti@®d, Section 5(h), Section 10(c), Section 10(d),
this Section 12(a), Section 13(d), Section 13(gkt®n 13(j), and Section 13(k), and no deletioallsh
be made in Appendix A, without the prior writtemeent of more than one half of a combination of
the participants and beneficiaries of deceasedcfmatts in the Plan(s) unless such amendment would
not, in the opinion of counsel, have a material adiderse effect on the rights or interests of such
participants or beneficiaries or procedures fotritlistion of benefits to participants or benefioe;
and (ii) following a Change of Control, no amendingmall be made to any provision of this Trust
Agreement (including Appendix A hereto) without fwor written consent of more than one half of a
combination of the participants and beneficiariedexeased participants in the Plan(s) unless such
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amendment would not, in the opinion of counsel ehamaterial and adverse effect on the rights or
interests of such participants or beneficiarieprocedures for distribution of benefits to partaoigs ol
beneficiaries.

2) The limitations contained in Sectii?(a)(1) shall not apply with respect to any
amendment which is reasonably necessary, in th@arpof counsel, to preserve the status of thetTrus
as a grantor trust and the status of the Plan(shfamded for federal income tax purposes and for
purposes of the Employee Retirement Income Secfidtyf 1974, as amended, or to guard again:
adverse impact on Plan participants or beneficgaaie which, in the opinion of counsel, is drafted
primarily to preserve such status or to reducdiornieate such adverse impact on such person or
persons.

3) In each instance in which an opindércounsel is contemplated in this Section 12
(a) prior to a Change of Control, such opinion kbalin writing and delivered to Trustee, rendegd
a nationally recognized law firm selected by Comypamd in each instance in which an opinion of
counsel is contemplated in this Section 12(a) &t€hange of Control, such opinion shall be in
writing and delivered to Trustee, rendered by #onatly recognized law firm selected by the
Independent Fiduciary. Trustee may rely on all sygimions and determinations.

(b) The Trust shall not terminate uttté date on which Plan participants and their bieiaeies
are no longer entitled to benefits from Companyspant to the terms of the Plan(s). Upon terminatiotine
Trust any assets remaining in the Trust shall hemed to Company.

(c) Upon written approval of participamir beneficiaries entitled to payment of benefits
pursuant to the terms of the Plan(s), Company mayihate this Trust prior to the time all benefiyments
under the Plan(s) have been made. All assets ifrte at termination shall be returned to Company.

(d) Trustee may rely for purposes of tBection 12 on a certificate furnished by Companyr
to a Change of Control, and by a Trust Contraciter @a Change of Control, (i) with respect to anyemdment
requiring the prior written consent of more thar ¢walf of the participants and beneficiaries in Fien(s)
pursuant to subsection (a) of this Section 12,4bah consent has been obtained, (ii) with respesiibsection
(b) of this Section 12, that Plan participants #redr beneficiaries are no longer entitled to beésgfursuant to
the terms of the Plan(s), and (iii) with respecstbsection (c) of this Section 12, that the wnit@proval of
participants or beneficiaries entitled to paymdrienefits pursuant to the terms of the Plan(s)degsn
obtained.
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Section 13. Miscellaneous

(@) Any provision of this Trust Agreem@nohibited by law shall be ineffective to the et of
any such prohibition, without invalidating the rameag provisions hereof.

(b) Benefits payable to Plan particigasmd their beneficiaries under this Trust Agreemeay
not be anticipated, assigned (either at law ointg), alienated, pledged, encumbered or subjetcted
attachment, garnishment, levy, execution or otbgall or equitable process.

(c) This Trust Agreement shall be goeerby and construed in accordance with the laws of
New York.
(d) For purposes of this Trust, Chang€antrol shall mean: (i) any “person” (as suchrtés

defined in the Securities Exchange Act of 1934rmended), other than a trustee or other fiducialgtihg
securities under an employee benefit plan of Compam corporation owned directly or indirectly the
shareholders of Company in substantially the sampqptions as their ownership of stock of Compasiyr
becomes the “beneficial owner” (as defined in Ri8d-3 under said Act), directly or indirectly, of seitigs of
Company representing 20% or more of the total gotiower represented by Company'’s then outstanding
voting securities; or (i) during any period of twonsecutive years, individuals who at the begigmhsuch
period constitute the Board of Directors of the @amy and any new director whose election by thed@oa
Directors of the Company or nomination for electipnCompany’s shareholders was approved by a vaée o
least two-thirds of the directors who either weirectors at the beginning of the two-year periodvbpse
election or nomination for election was previoustyapproved, cease for any reason to constitutjarity
thereof.

(e)(1) After the execution of this Trust Agneent, Company shall promptly file with
Trustee, and following the appointment of a Trusht€actor, Company shall promptly file with the
Trust Contractor, a certified list of the names apdcimen signatures of the officers of Company and
any delegate authorized to act for it. Unless Camgpeotifies Trustee to the contrary, Company shall
act through its Trust Asset Management Committeetfeer person or committee to which the Board
of Directors of the Company delegates such respditg) or any person who such Committee (or
other person or committee) authorizes in writing¢bon its behalf or any other person who is
authorized to act on Company’s behalf by a resmiutif Company’s Board of Directors. Company
shall promptly notify Trustee and the Trust Contwacif applicable, of the addition or deletionafy
person’s name to or from such list, respectivelgtildeceipt by Trustee and/or the Trust Contractor
notice that any person is no longer authorizedsact, Trustee or the Trust Contractor may contio
rely on the authority of the person. All certificats, notices and directions by any such person or
persons to Trustee or the Trust Contractor shaithbeiting signed by such person or persons.
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Trustee and the Trust Contractor may rely on amtfication, notice or direction of Company thaeth
Trustee or the Trust Contractor reasonably beliéwémve been signed by a duly authorized officer o
agent of Company. Trustee and the Trust Contrattalt have no responsibility for acting or not
acting in reliance upon any notification reasondi#iieved by Trustee or the Trust Contractor toehav
been signed by a duly authorized officer or agéi@ampany.

e)(2) After the engagement of a Trust Carttia(other than Trustee) and/or an
Independent Fiduciary, the Trust Contractor antfidependent Fiduciary shall promptly file with
Trustee a certified list of the names and specisigmatures of the officers of the Trust Contractor
and/or Independent Fiduciary and any delegatefspaaed to act for it. Each Trust Contractor amd/o
the Independent Fiduciary shall promptly notify 3tee of the addition or deletion of any person’s
name to or from such list. Until receipt by Trustéenotice that any person is no longer authorsed
to act, Trustee may continue to rely on the authafi the person. All certifications, notices and
directions by any such person or persons to Trustal be in writing signed by such person or
persons. Trustee may rely on any such certificatiotice or direction of the Trust Contractor amd/o
Independent Fiduciary that Trustee reasonably \edi¢o have been signed by or on behalf of a duly
authorized officer or agent of the Trust Contraetod/or Independent Fiduciary. Trustee shall have n
responsibility for acting or not acting in relianggon any notification reasonably believed by the
Trustee to have been signed by a duly authorizickofor agent of the Trust Contractor and/or
Independent Fiduciary.

U) Neither the gender nor the numlisamdular or plural) of any word shall be constroed
exclude another gender or number when a differentigr or number would be appropriate.

(g)(1)  This Trust Agreement shall be bindinpn and inure to the benefit of any
successor(s) to Company or its business or a pdtiereof, which assumes Company
obligations under the Plans as a result of meggersolidation, reorganization, spin-off,
division, transfer of assets or otherwise (heréerakferred to as a “corporate transaction”)
and any subsequent successor thereto which as€iongsany obligations under the Plan(s).
All references in this Trust Agreement to “Compasiall include all such successors. In the
event of any such corporate transaction, the ssocés Company or its business or
subsequent successor thereto shall promptly ndtifgtee in writing of its successorship. In
no event shall any such corporate transaction saspedelay the payment of benefits to Plan
participants or beneficiaries hereunder.

(9)(2) Except a provided in Section 13(g)@dmpany shall remain liable for the
payment of any Plan benefits attributable to defermade under
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plans of deferred compensation prior to the eféectiate of any such corporate transaction or
accrued under any supplemental retirement or pemsan prior to the effective date of any
such corporate transaction, to the extent of tea #issets of the Trust, if such payments are
proper but not timely made by a successor to Compaits business or any subsequent
successor thereto, and the assets of the Trustghabailable to make such payments
pursuant to Section 2. The obligation to make arghayments hereunder shall arise only
after the affected Plan participant or benefictaag exhausted all claims and review
procedures property imposed under the terms dPlue. The Trust shall be subrogated, to
extent of any payment made pursuant to this Sedd§g)(2) to a Plan participant or
beneficiary, to all rights and remedies of suchnRlarticipant or beneficiary, and Trustee s
be entitled to sue the nonpaying successor to Coynipahe name of the Plan participant or
beneficiary, but Trustee shall not be requiredat@tany such action unless there are suffic
assets in the Trust to cover the expense theregtfldnent to any payment hereunder is
expressly conditioned upon the reasonable assestamt cooperation of the Plan participant
or beneficiary in pursuing such rights and remedies

(9)(3)  The provisions of Section 13(g)(2) shal inapplicable to any Plan benefits
payable following any corporate transaction witbpect to which Company shall have
contracted with its successor or otherwise providedhe establishment of a trust providing
substantially similar rights and protections torPperticipants and beneficiaries as are
provided herein and (i) which involves a Dispositid there is established, or there is
imposed on Company’s successor an obligation &bésh (or there is otherwise provided
with respect to affected Plan participants and fieiaeies), with respect to the Transferred
Benefit an irrevocable trust which, in the opinmfrcounsel, meets the requirements for a
“rabbi trust” as set forth in the model grantorstragreement contained in Rev. Proc. 92-64,
19920 2 C. B. 422, or any successor to such Revenue fuogewith a bank as trustee,
and which when established (or, if already in exise, at the effective date of such corporate
transaction) is funded to at least the funding llef¢his Trust, or (ii) which does not involve
Disposition, if (A) there is established, or thesémposed on Company’s successor an
obligation to establish, with respect to the Transfd Benefit a trust which, in the opinion of
counsel, has terms substantially similar to anyafrteée Trusts under Executive Benefit Plan
(s) established by Company or a subsidiary on farbehe date hereof, as such trusts are
in effect, with a bank as trustee, and which whetatdished is funded to at least the funding
level of this Trust; or (B) the Transferred Benéficomes covered, as of the effective date of
such corporate transaction “funding level” (as steghn is used herein), by any tru s t
described in, or previously established pursuantApabove and which trust, if such transfer
takes place on or after a Change of Control hasroed, is funded (after taking
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into account the Transferred Benefit) to at lelstfinding level of this Trust. The
determination of whether the requirements of tlee@ding sentence have been satisfied shall
be made by Company; provided, however, that folhguthe engagement of a Trust
Contractor, such determinations shall be made bgtT€ontractor. Trustee may rely on the
accuracy of all such determinations.

(h) This Trust Agreement may be execiteahy number of counterparts, each of which shall
be deemed to be an original, but all of which stwgjkther constitute only one Agreement.

@) Communications to Trustee shalskat to THE NORTHERN TRUST COMPANY, 50 S.
LaSalle Street, Chicago, lllinois 60675, ATTENTIOMSs. Anita Nikolov, Vice President, or to such athe
address as Trustee may specify in writing. No comination shall be binding upon Trustee until itéseived
by Trustee. Communications to Company, any Trusit@actor and/or the Independent Fiduciary shaBdogt
to the principal offices of Company, such Trust €actor and/or the Independent Fiduciary, as tise caay
be, or to such other address as any of them mayjfge writing.

() In the event the participants aeahéficiaries in one or more of the Plan(s) arerdateed
generally to be subject to federal income tax gnanount in the Trust prior to the time of paymleateunder
the entire amount determined to be so taxable bhallistributed by Trustee to each affected pasiti or
beneficiary. Company may, at its option, make speyments directly to affected participants and beieies.
An amount shall be determined to be subject torfddecome tax upon the earliest of: (a) a finakdaination
by the United States Internal Revenue Service addtkto a participant or beneficiary which is rmjiealed to
the courts; (b) a final determination by the Unigtdtes Tax Court or any other federal court affigrany
such determination by the Internal Revenue Seracé;) an opinion by counsel for Company reasonabl
acceptable to Trustee addressed to Company ante&ralsat, by reason of the Treasury Regulations,
amendments to the Internal Revenue Code, publistierhal Revenue Service rulings, court decisianstioer
substantial precedent, amounts hereunder are digraaraject to federal income tax prior to payment;
provided, that following a Change of Control, oaly opinion by counsel selected by the Trust Cotdranay
be accepted by Trustee for purposes of (c). Comphalf undertake at its sole expense to defendany
claims described herein which are asserted byrtteerial Revenue Service against any participant or
beneficiary and which it determines would affeattisgpants or beneficiaries generally, includingpateys’
fees and costs of appeal, and shall have the gtiterity to determine whether or not to appeal any
determination made by the Internal Revenue Senrid®y a lower court. Company also agrees to reisgban
participant or beneficiary for any interest or péiea in respect of tax claims hereunder whictetiedmines
would affect participants or beneficiaries gengralpon receipt of documentation of same. Any igtions
from the Trust to a participant or beneficiary untfes Section 13(j) (other than reimbursementsterest or
penalties referred to in the preceding sentenca) sdduce the benefits payable to such participadfor
beneficiary under the Plan(s). Notwithstanding Bimg in this Section 13(j) to the contrary, no dimitions
shall be made pursuant to this Section 13(j) urtlesy are permitted to be made by Section 409A®CQode
and the regulations thereunder without penaltyéoparticipant.
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(k) In the event that Company shall faikatisfy any obligation of Company to a Plan
participant or beneficiary under this Trust Agreamer in one or more of the Plan(s), after reabteaotice
and demand with respect thereto, and one or matigipants or beneficiaries obtains a final deteration by
a court of competent jurisdiction that Company $@sailed, such participant(s) or beneficiary(isisall be
indemnified by the Trust against reasonable andogypjate costs and expenses (including withouttétron
reasonable attorneys’ fees and expenses) reldangtd and the Trust shall be primarily liable $ach
payments. Interest on any Plan benefit paymentstwdiich court determines have been delayed toxteate
interest or similar payments in an equal or greateount are not provided in the Plan or by the tcour
otherwise shall also be paid from the assets oTthst. Such interest shall be calculated usirgte of interest
equal to the rate of interest on ten (10) year &th$tates Treasury obligations, as determinedefirst day o
each calendar quarter, compounded quarterly. H sosts, expenses and interest are not paid frerfirist fo
any reason (including without limitation insufficiey of the Trust’s assets to satisfy such obligetjon a
reasonably timely manner, such participant(s) mebieiary(ies) may obtain payment from Company.

0) Nothing herein shall be construsdestricting or limiting in any way amendment loé t
Plan(s) in accordance with the terms of the Plan(s)

(m) Any other provisions of this Trust is@ment to the contrary notwithstanding, this Trust
shall terminate no later than the twenty-first aensary of the date of death of the survivor framoag a class
consisting of all of the descendants of the lateph P. Kennedy, the former Ambassador to the @ Baint
James, who are living on the date of the estabksttirof the Trust and, if the Trust is still in erisce on such
anniversary date, Trustee shall dispose of thetBai€ompany shall direct.

(n) In case of any conflict or inconsisty between the terms of this Trust Agreementaanyd
Plan, the terms of this Trust Agreement shall adintr

Section 14. Effective Date
The effective date of this Trust Agreement shalti@edate of its execution set forth on page hef t
Trust Agreement.
-- SIGNATURES FOLLOW ON NEXT PAGE --
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IN WITNESS WHEREOF, the parties hereto have catised rust Agreement to be duly executed
their respective corporate seals to be heretoeaffon the date set forth on page 1 of the Truseément.

BELLSOUTH CORPORATION

By:  /s/ Mark E. Droegs
Title: Chairman, Trust Asset

Management Committe
(CORPORATE SEAL)
ATTEST: Marcy A. Bass

Title: Assistant Corporate Secretary

THE NORTHERN TRUST COMPANY, as Trust

By:  /s/ Anita L. Nikolov
Title: Vice Presiden
(CORPORATE SEAL)
ATTEST: Robert F. Draths Jr.

Title: Assistant Secretary
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APPENDIX A

BellSouth Nonqualified Deferred Compensation Plan
BellSouth Corporation Directors Retirement Plan
BellSouth Corporation Deferred Compensation PlariNfon-Employee Directors

BellSouth Corporation Directors’ Compensation DefkePlan
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Exhibit 10vv

BELLSOUTH NON-EMPLOYEE DIRECTORS
CHARITABLE CONTRIBUTION PROGRAM

Charitable Gift Program

This program, approved by the BellSouth Board a&Etors on February 24, 1992, provides for chdetab
contributions of up to $1,000,000, paid by Bell$oGorporation as a part of its overall charitableng
program, to eligible institutions designated byteparticipating director in equal annual incremessr a five
year period following retirement (or death, if éaml from the Board.

Eligibility to Participate

Each outside director of BellSouth Corporation (fBempany") is eligible to participate in the pragr after
completing five years of service on the Board ofi®auth. In calculating tenure for purposes of pnegram,
directors shall be given credit for service onlibard of a subsidiary which participates in thelBalith
Corporation Directors Retirement Plan. Total senshall be rounded to the nearest whole year. fiiwaiat of
the charitable contribution to be made to eligibiitutions designated by a director is prorataddirectors
with between five and ten years of service, begigrit $500,000 for a director with five years afvéze and
increasing $100,000 a year with the full amounilatée after completing ten years of service.

Designation of Recipien

Each participating director may designate an digibstitution or institutions (with the minimumvel of gift
at $100,000) at any time after becoming eligiblpacticipate in the program, which institution gt notified
by the Company or the director of its selectione Tirector may change the designation at any tiree fo the
time the first installment is payable and the Comypaill so notify the institution. The Company's (forate
Affairs organization will provide assistance to tieector, if desired, in selecting an institutiand/or in
negotiating any terms or conditions as to the dioution.

Should a participating director die prior to desijon a recipient(s), the designation shall be niadthe
surviving spouse, if any; next, by the personatespntative of the estate; failing either withix isionths of th
date of the director's death the contribution sbalmade to the BellSouth Foundation, Inc.

Publicity as to selection of the recipient shallcberdinated with the Company.

Eligible Institutions

Charitable contributions are limited to instituttowhich are eligible for contributions under then@any's
matching gift program as in effect from time to ¢iror in any successor program designated for thisgse. A
director shall not designate as a recipient antin®n from which the director or the directofénily will
receive property or an economic benefit as a resulte Company's contribution under this progranwioh
respect to which such contribution would servedtiis§y any existing or future charitable pledge mag the
director or member of the director's fami



Charitable Contributions

Charitable contributions shall be made to the kl@institution or institutions designated by atjggpating
director in five equal annual installments. Thstfinstallment is payable upon the director's eetient under
the BellSouth Corporation Non-employee Directorsif@ment Plan, attainment of age 55 if later, cattiaf
earlier. The following installments are payabl¢hat beginning of the four succeeding years. Nordmutions
shall be made to institutions designated by a thirétthe service of the director terminates bgsen other
than death or retirement under such Retirement &férthe director fails to be or remain in goddrgling.

No institution shall have an enforceable righteoaive a charitable contribution under the progrém
designated recipient institution fails to contintaequalify as an eligible institution, a successmipient
institution shall be designated as otherwise predidbove.

Financing

Charitable contribution payments shall be madeheyGompany from its general assets. The Company may
purchase insurance on the lives of outside dire@era means to recoup the costs of the Prograwe\4o, no
such insurance or other Company asset will be gaggd for the sole purpose of making charitabldrdmrtion
payments or serve to secure any such payment tibliga

Administration

The Board of Directors reserves the right to antledrogram in any respect or to terminate the qarogwith
respect to directors prior to their retirement. N@ninating and Compensation Committee of the Baérd
Directors shall be responsible for all determinagithat may arise under the program and shall gedfar the
administration of the program.



Exhibit 10vv(i)

FIRST AMENDMENT
TO THE
BELLSOUTH NON-EMPLOYEE DIRECTORS
CHARITABLE CONTRIBUTION PROGRAM

Effective January 27, 1997

THIS FIRST AMENDMENT is made to the Bellsouth Nomgloyee Directors Charitable
Contribution Program (the "Plan"). Mr. Codina recoended that the following resolutions be approved.

Whereupon, on motion, it was

RESOLVED: that the BellSouth Corporation Nonempirector Charitable Contribution
Program is hereby terminated with respect to, &adl sot be available to, members of the Board iné&ors
who are initially elected to the Board after Jaguzi#, 1997; and

FURTHER RESOLVED: that the Plan shall continue ¢celffective with respect to current members
of the Board of Directors, and is hereby amendgudwide that the payout by the Company shall bdema a
lump sum at the time of the Director's retirememtdeath, if earlier) and shall no longer be spaet five
years.



Exhibit 10v(ii)

SECOND AMENDMENT
TO THE
BELLSOUTH NON-EMPLOYEE DIRECTORS
CHARITABLE CONTRIBUTION PROGRAM

Effective February 25, 2002

THIS SECOND AMENDMENT is made to the Bellsouth NEmployee Directors Charitable
Contribution Program (the "Plan"). The Committes heviewed and recommends Board approval of a
recommendation that the Plan be amended to prdeidbe acceleration of remaining payments under th

Plan.
Whereupon, on motion, it was

RESOLVED: that the Directors Charitable ContribotProgram is hereby amended to provide fo
acceleration of payments under the Plan, effed@rmiary 1, 2003, to complete donation paymentbg.2



AT&T Inc.

COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Dollars in Millions

EXHIBIT 12

2006 2005 2004 2003 2002

Income Before Income Taxes, Extraordinary Ite
and Cumulative Effect of Accounting Changt $ 8935 $ 5267 $ 6623 $ 7,751 $ 8,685
Add: Interest Expens 1,843 1,456 1,023 1,191 1,382
Dividends on Preferred Securiti 3 31 24 22 24
1/3 Rental Expens 290 157 160 140 195
Adjusted Earnings $ 11,071 $ 6911 $ 7,830 $ 9,104 $ 10,286
Total Interest Charge $ 1916 $ 1492 $ 1,054 $ 1,228 $ 1,440
Dividends on Preferred Securiti 3 31 24 22 24
1/3 Rental Expens 290 157 160 140 195
Adjusted Fixed Charges $ 2209 $ 1680 $ 1,238 $ 1,390 $ 1,659
Ratio of Earnings to Fixed Charg 5.01 4.11 6.32 6.55 6.20

* All periods presented exclude undistributed eamioig investments accounted for under the equithadet
as well as “Income From Discontinued Operationsoh¢éax” in our Consolidated Statements of Income,
which was from the sale of our interest in the clivey advertising business in lllinois and northivesliana.



Selected Financial and Operating Dat:
Dollars in millions except per share amou

At December 31 or for the year end 20062 20053 2004 2003 2002
Financial Data !
Operating revenue $ 63055 $ 43,764 $ 40,733 $ 40498 $ 42,821
Operating expenst $ 52,767 $ 37596 $ 34,832 $ 34214 $ 34,383
Operating incom: $ 10288 $ 6,168 $ 5,901 $ 6284 $ 8,438
Interest expens $ 1843 $ 1,456 $ 1,023 $ 1191 $ 1382
Equity in net income of affiliate $ 2043 % 609 $ 873 $ 1,253 $ 1921
Other income (expens— net $ 16 $ 14 $ 922 $ 1,767 $ 733
Income taxe: $ 3,525 $ 932 $ 2,186 $ 2,857 $ 2,910
Income from continuing operations $ 7,356 $ 4,786 $ 4,979 $ 5,859 $ 7,361
Income from discontinued operations, net of tag¢ $ - $ - $ 908 $ 112 $ 112
Income before extraordinary item and

cumulative effect of accounting change $ 7356 $ 4786 $ 5,887 $ 5971 $ 7,473
Net income® $ 735 $ 4786 $ 5,887 $ 8505 $ 5,653
Earnings per common share:

Income from continuing operations $ 1.89 $ 142 $ 1.50 $ 1.77 $ 2.21

Income before extraordinary item and

cumulative effect of accounting change $ 1.89 $ 142 $ 1.78 $ 1.80 $ 2.24

Net income® $ 1.89 $ 1.42 $ 1.78 $ 2.56 $ 1.70
Earnings per common share— assuming dilution:

Income from continuing operations $ 1.89 $ 142 $ 1.50 $ 1.76 $ 2.20

Income before extraordinary item and

cumulative effect of accounting change $ 1.89 $ 142 $ 1.77 $ 1.80 $ 2.23

Net income® $ 1.89 $ 1.42 $ 1.77 $ 2.56 $ 1.69
Total asset $ 270,634 $ 145,632 $ 110,265 $ 102,016 $ 95,170
Long-term debt $ 50,063 $ 26,115 $ 21,231 $ 16,097 $ 18,578
Construction and capital expenditu $ 8,320 $ 5576 $ 5,099 $ 5219 $ 6,808
Dividends declared per common shére $ 135 $ 130 $ 126 $ 141 $ 108
Book value per common she $ 18.52 $ 14.11 $ 12.27 $ 11.57 $ 10.01
Ratio of earnings to fixed charg 5.01 4.11 6.32 6.55 6.20
Debt ratio 34.1% 35.9% 40.0% 32.0% 39.9%
Weightec-average common shar

outstanding (000,00( 3,882 3,368 3,310 3,318 3,330
Weightec-average common shar

outstanding with dilution (000,001 3,902 3,379 3,322 3,329 3,348
End of period common shar

outstanding (000,00( 6,239 3,877 3,301 3,305 3,318
Operating Data
Network access lines in service (00) 66,470 49,413 52,356 54,683 57,083
DSL lines in service (00(7) 12,161 6,921 5,104 3,515 2,199
Wireless customers (006) 60,962 54,144 49,132 24,027 21,925
Number of employee 302,77C 189,95C 162,700 168,95C 175,980

1 Amounts in the above table have been preparedciordance with U.S. generally accepted accountingiples.

2 Our 2006 income statement amounts reflect resuits BellSouth Corporation (BellSouth) and AT&T Métyi LLC (AT&T Mobility), formerly Cingular Wireles LLC, for the
two days following the December 29, 2006 acquisitiour 2006 balance sheet and end-of-year metratsde 100% of BellSouth and AT&T Mobility.

3 Our 2005 income statement amounts reflect resiudts AT&T Corp. for the 43 days following the Noveertil8, 2005 acquisition. Our 2005 balance sheetadebf-year metrics
include 100% of ATTC.

Our financial statements for all periods presemédiéct results from our sold directory advertismgsiness in lllinois and northwest Indiana asatisioued operations. The
operational results and the gain associated wils#te of that business are presented in “Incoome fiscontinued operations, net of tax.”

Amounts include the following extraordinary itemdacumulative effect of accounting changes: 2008 aexdinary loss of $7 related to the adoptionioRcial Accounting
Standards Board Interpretation No. 46 “ConsolidatibVariable Interest Entities, an InterpretatairAccounting Research Bulletin No. 51” and the clative effect of
accounting changes of $2,541, which includes a®@3&nefit related to the adoption of Statemerfiséncial Accounting Standards No. 143, “AccountiogAsset Retirement
Obligations” and a $1,136 charge related to thedgnl, 2003 change in the method in which we reizegrevenues and expenses related to publishiegtdiies from the “issue
basis” method to the “amortization” method; 2002argjes related to a January 1, 2002 adoption ¢éi8&nt of Financial Accounting Standards No. 1&nddwill and Other
Intangible Assets.”

Dividends declared by AT&T'’s Board of Directors legft the following: 2003, includes three additiodalidends totaling $0.25 per share above our segularterly dividend
payout.

)

~

The number presented reflects in-region lines imise (i.e., the 13 states historically served by The 2006 number includes BellSouth lines iniser

©

The number presented represents, for all perioeisepted, 100% of AT&T Mobility cellular/PCS custameThe 2004 number includes customers from thaisitipn of AT&T
Wireless Services, Inc. Prior to the December P962BellSouth acquisition, AT&T Mobility was a jdimenture in which we owned 60% and was accourdedrider the equity
method.



Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Dollars in millions except per share amounts

For ease of reading, AT&T Inc. is referred to ag,"WAT&T” or the “Company” throughout this documeand the names of
the particular subsidiaries and affiliates provigthe services generally have been omitted. AT&3 li®lding company
whose subsidiaries and affiliates operate in tmemanications services industry both domestically iawernationally
providing wireline and wireless telecommunicatisesvices and equipment as well as directory aciegtiand publishing
services. You should read this discussion in castjon with the consolidated financial statementd aocompanying notes. A
reference to a “Note” in this section refers to siteompanying Notes to Consolidated Financial Btatgs. In the tables
throughout this section, percentage increases eaeases that equal or exceed 100% are not coaedidezaningful and are
denoted with a dash.

Results of Operations

Consolidated ResultOur financial results are summarized in the talelew. We then discuss factors affecting our overall
results for the past three years. These factordiacessed in more detail in our “Segment Resuskstion. We also discuss
our expected revenue and expense trends for 200@ ifDperating Environment and Trends of the Bessi section.

We completed our acquisition of BellSouth Corpanat{BellSouth) on December 29, 2006. We therebyiaed BellSouth’s
40% economic interest in AT&T Mobility LLC (AT&T Mbility), formerly Cingular Wireless LLC (Cingularjesulting in
100% ownership of AT&T Mobility. Our consolidateésults in 2006 include BellSouth’s and AT&T Mobjlg operational
results for the final two days of the year. (Ptmthe acquisition, we reported the income from &% share of AT&T
Mobility as equity in net income (see Note 6).) Wenpleted our acquisition of AT&T Corp. (ATTC) oroMember 18, 2005
and have included ATTC results during 2006 andtier43-day period ended December 31, 2005. In dacce with U.S.
generally accepted accounting principles (GAAPErafing results from BellSouth, AT&T Mobility andTA'C prior to their
respective acquisition dates are excluded. Ounéiz statements reflect results from our soldaoey advertising business
in lllinois and northwest Indiana as discontinug@mtions (see Note 15). The operational resutistias gain associated with
the sale of that business are presented in therffied=rom Discontinued Operations, net of tax” lreen below and on the
Consolidated Statements of Income.

Percent Change
2006 vs. 2005 vs.

2006 2005 2004 2005 2004
Operating revenues $ 63,065 $ 43,764 $ 40,733 44.1% 7.4%
Operating expenses 52,767 37,596 34,832 40.4 7.9
Operating income 10,288 6,168 5,901 66.8 4.5
Income before income taxes 10,881 5,718 7,165 90.3 (20.2)
Income from continuing operations 7,356 4,786 4,979 53.7 (3.9
Income from discontinued operations, net of tax - - 908 - -
Net income 7,356 4,786 5,887 53.7 (18.7)
Diluted earnings per share 1.89 1.42 1.77 33.1 (19.8)

Overview

Operating incomeAs noted above, 2006 revenues and expenses rifeatidition of ATTC's results while our 2005 resul
include only 43 days. Accordingly, the followingsdussion of changes in our revenues and expensiggifcantly affected
by the ATTC acquisition. As we only include two dayf operating results from BellSouth and AT&T Miitli those results
had little impact on our 2006 consolidated res#itscordingly, except where noted, when we disc¥62esults, we will be
referring only to pre-BellSouth merger AT&T opeaats.

Our operating income increased $4,120, or 66.8%006 and $267, or 4.5%, in 2005. Our operatingnme margin
decreased from 14.5% in 2004 to 14.1% in 2005 aactased to 16.3% in 2006. Operating income inexepsmarily due to
the acquisition of ATTC and reflected expense rédos through merger synergies, partially offseglgitional amortization
expense on those intangibles identified at the tineur acquisition of ATTC, merger-related charf@msthe BellSouth
acquisition and by the negative effects of a cathdecline in access lines. Our operating incormegim decrease in 2005
reflects expense associated with a charge to tatmam agreement with WilTel Communications (Wi)Taid mergerelated
charges.
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Our operating income was slightly offset by thetamred decline of retail access lines due to ineedacompetition, as
customers continue to disconnect both primary alitianal lines and began using wireless and Voieer Internet Protocol
(VolP) technology offered by competitors and cabtgead of phone lines for voice and data.

Operating revenuesincreased $19,291, or 44.1%, in 2006 and $3,03Z,496, in 2005. These increases were primarily due
to our acquisition of ATTC and to an increased detf@r data products. The increases were sligtifsebby continued
pressure in voice, reflecting access line decreasddy decreased demand for local wholesale s=vic

Operating expensesncreased $15,171, or 40.4%, in 2006 and $2,764.,986, in 2005 primarily due to our acquisition of
ATTC. The 2006 increase also includes meligergration costs associated with the BellSouthAh@C acquisitions of $77
and amortization expense on intangible assetsifihat the time of the ATTC merger of $943. Opigrg expenses were
$330 lower due to a change in our vacation polige(Note 2) and workforce reductions. As of Decerike2006, we were
ahead of schedule with our targeted workforce reédus associated with the ATTC acquisition.

The increase in 2005 operating expense includ@86a gharge to terminate an agreement with WilTelgar-related asset
impairments of $349 and severance accrual increxsk283 related to the ATTC acquisition. Partialffsetting these items
were decreases due to expenses incurred in 2Q0éaeb strike preparation and labor-contracteitints of $263 and to a
net decrease of $186 reflecting changes in pastneéint benefits in 2005 and 2004. Our significapease changes are
discussed in greater detail in our “Segment Ressitstions.

Interest expenseancreased $387, or 26.6%, in 2006 and $433, 09428 2005. The increase in 2006 was primarily tue
recording a full year of interest expense on ATT@Qlsstanding debt.

The increase in 2005 was primarily due to issuithdjteonal debt in the fourth quarter of 2004, tlagsruing interest expense
for a full 12 months of 2005 in comparison to l#san three months of 2004. In 2004 we issued aedling approximately
$8,750 to finance our portion of AT&T Mobility’s pehase price for AT&T Wireless Services, Inc. (AWE)

Interest incomedecreased $6, or 1.6%, in 2006 and $109, or 22r22605. The decrease in 2006 was primarily duéeo
lower average balance in 2006 on our shareholder o AT&T Mobility, which was partially offset bipcreased intrest
income on advances to AT&T Mobility under the terofi®ur revolving credit agreement (see Note 14prRo the
December 29, 2006 acquisition of BellSouth, AT&T iliy borrowed funds from us under a shareholdanland revolving
credit agreement. Following the BellSouth acquasitiAT&T Mobility became a wholly-owned subsidiaapd our
consolidated financial statements will no longelude interest income or interest expense paid Bobsidiaries.

The decrease in 2005 was primarily due to loweestwment balances during 2005 as investments hetdanajority of 200
were liquidated and used to fund our portion of ATBobility’s purchase price for AWE, and less incemarned on our
advances to AT&T Mobility resulting from paymentsrohg 2005 on a portion of outstanding advancestduss.

Equity in net income of affiliatesincreased $1,434 in 2006 and decreased $264, 2¥:3M 2005. The increase in 2006 was
primarily due to our proportionate share of AT&T Mlity’s improved results of $1,308 in 2006. The0B0decrease was due
to lower results from our international holdings$345, partially offset by an increase of $170um proportionate share of
AT&T Mobility’s results.

Investments in partnerships, joint ventures ansl flean majority-owned subsidiaries where we hageifitant influence are
accounted for under the equity method. Prior toDkeember 29, 2006 BellSouth acquisition (see I9hteve accounted for
our 60% economic interest in AT&T Mobility underetlequity method since we had been sharing corraley with
BellSouth. We had equal voting rights and represteont on the Board of Directors that controlled AT & obility. (After the
BellSouth acquisition, AT&T Mobility became a whplbwned subsidiary of AT&T and wireless resultslwi reflected in
operating revenues and expenses on our Consoli&éeiments of Income.)

Other income (expense) — nélVe had other income of $16 in 2006, $14 in 2005%92P in 2004. There were no
individually significant other income or expensarsactions during 2006.

Results for 2005 primarily included a gain of $108the sales of shares of Amdocs Limited (Amdo&s)erican Tower
Corp. (American Tower) and Yahoo! Inc. (Yahoo) atider miscellaneous gains. These gains were partiiset by other

3
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expenses of $126 to reflect an increase in valuetbird-party minority holder’s interest in an AT&ubsidiary’s preferred
stock and other miscellaneous expenses.

Results for 2004 primarily included a gain of $882the sale of our investment in Belgacom S.Angaif $270 on the sales
of shares of Amdocs and Yahoo, and a gain of $5hesales of shares of Teléfonos de México, SeACd/. (Telmex) and
América Movil S.A. de C.V. (América M6vil). Includen items that partially offset those gains wergsks of $138 on the
sale of all of our shares of TDC and $82 on the sékll of our shares of Telkom S.A. Limited.

Income taxesincreased $2,593 in 2006 and decreased $1,25%,.4#5 in 2005. Our effective tax rate in 2006 wasi3o,
compared to 16.3% in 2005 and 30.5% in 2004. Tbeease in income tax expense in 2006 compareddd ®@s primarily
due to the higher income before income taxes ir620@ our agreement in December 2005 with theriatd®evenue Service
(IRS) to settle certain claims principally relatedhe utilization of capital losses and tax credlitr tax years 1997-1999. The
settlement resulted in our recognition of $902eafuced income tax expense in 2005. The decreasedme taxes and our
effective tax rate in 2005 compared to 2004 waspdirearily to our agreement with the IRS, discusabdve. (See Note 9)

Income from discontinued operationsvas $908 in 2004 and represents results from tieetdiry advertising business in
lllinois and northwest Indiana that we sold in 20(Bee Note 15)

Segment Results

Our segments represent strategic business unttsfflea different products and services and areaged accordingly. As a
result of our November 18, 2005 acquisition of ATWE revised our segment reporting to representlwevmow manage our
business, restating prior periods to conform tociveent segments. Due to the proximity of our Delger 29, 2006
acquisition of BellSouth to year-end, we have regmbthe two days of results from BellSouth in tileeo segment. Our
operating segment results presented in Note 4 sedsbed below for each segment follow our intenmahagement
reporting. We analyze our various operating segseased on segment income before income taxedi(geet). Each
segment’s percentage of total segment operatirgnceycalculation is derived from our segment regahle in Note 4 and
reflects amounts before eliminations. Operatingime percentage fluctuations were largely due tadawvgd results in our
wireless segment as well as the inclusion of ATAGur wireline segment for all of 2006, as oppagednly 43 days in 200
We have four reportable segments: (1) wirelinewi@gless, (3) directory and (4) other.

Thewireline segment accounted for approximately 58% of our 2006 toégnsent operating revenues as compared to 50% in
2005; and 54% of our 2006 total segment incomeagared to 58% in 2005. This segment provides teitil and

wholesale landline telecommunications serviceduding local and long-distance voice, switched as¢cénternet Protocol

(IP) and Internet access data, messaging serviasaged networking to business customers, our Eev¥video service

and satellite television services through our agesg with EchoStar Communications Corp. (EchoStar).

Thewireless segment accounted for approximately 37% of our 2006 to¢égjreent operating revenues as compared to 44% in
2005; and 21% of our 2006 total segment incomeagpeared to 7% in 2005. This segment offers botleless voice and de
communications services across the United Statesiding cellular and PCS services. This segmeftects 100% of the
results reported by AT&T Mobility, which was ourneiess joint venture with BellSouth prior to thedeember 29, 2006
acquisition and is now a wholly-owned subsidianAG&T. Although we analyze AT&T Mobility’s revenueand expenses
under the wireless segment, we eliminated all tedtdm the wireless segment prior to our Decen®9e12006 acquisition in
our consolidated financial statements and repaned0% proportionate share of results from thaibpeas equity in net
income of affiliates. The results from the wirelssgment for the two days following the acquisitwa not eliminated and

are now included in the 2006 consolidated compasuylts.

Thedirectory segment accounted for approximately 4% of our 2006 totginsent operating revenues as compared to 5% in
2005; and 12% of our 2006 total segment incomeagared to 27% in 2005. This segment includes mactbry operation
which publish Yellow and White Pages directoried aell directory and Internet-based advertisings Begment does not
include BellSouth’s directory operations for theotdays following the December 29, 2006 acquisitiehich are recorded in
the other segment. In November 2004, a subsidimopr directory segment entered into a joint vemagreement with
BellSouth and acquired the Internet directory mh#r YELLOWPAGES.COM (YPC). Following the DecemB8r 2006
acquisition of BellSouth, YPC became a wholly-owsetisidiary of AT&T.
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Theother segment accounted for approximately 1% of our 2006 and 208% segment operating revenues and 13% of our
2006 total segment income, as compared to 8% i6.208is segment includes 100% of the results of3eith for the two
days following the December 29, 2006 acquisitiawall as results from Sterling Commerce Inc. (Btg)y and from all
corporate and other operations. In addition, tihensegment contains our portion of the resultsfour international equity
investments and from AT&T Mobility, prior to the Bember 29, 2006 acquisition, as equity in net ineafaffiliates.
Although we analyze AT&T Mobility’s revenues andpexises under the wireless segment, we recorduits/éq net income
of affiliates in this segment. We sold our pagipg@tions in November 2005.

The following tables show components of resultsgrations by segment. We discuss significant sagnesults following
each table. We discuss capital expenditures fdr sagment in “Liquidity and Capital Resources.alidition, the wireless
segment’s 2005 operating revenue and expense pagecincreases and decreases are not consideraihgfabdue to
AT&T Mobility’s fourth-quarter 2004 acquisition &WE, and are denoted with a dash.

Wireline
Segment Results

Percent Change
2006 vs. 2005 vs.

2006 2005 2004 2005 2004
Segment operating revenues
Voice $ 33,908 $ 24,484 $ 23,553 38.5% 4.0%
Data 18,068 10,734 9,046 68.3 18.7
Other 6,500 4,287 3,850 51.6 114
Total Segment Operating Revenues 58,476 39,505 36,449 48.0 8.4
Segment operating expenses
Cost of sales 26,206 17,945 16,412 46.0 9.3
Selling, general and administrative 14,305 9,912 8,821 44.3 12.4
Depreciation and amortization 9,614 7,426 7,322 29.5 14
Total Segment Operating Expenses 50,125 35,283 32,555 42.1 8.4
Segment Income $ 8351 $ 4222 $ 389 97.8% 8.4%

Operating Margin Trends

Our wireline segment operating income margin wa8%in 2006, compared to 10.7% in 2005 and 2004 .vineline
segment operating income increased $4,129 in 2006328 in 2005. The improving operating income radgin primarily
reflects incremental revenue and expenses fronacguisition of ATTC for the year in 2006 and foe tlhast 43 days in 2005,
as well as lower expenses as a result of mergergyas. This improvement was partially offset bgitidnal amortization
expense and lower voice revenue as a result ofne@t in-region (i.e., the 13 states historicaiyved by us) access line
declines due to increased competition, as custodiecennected lines and switched to competitotstahtive technologies,
such as wireless and VolP, for voice and data.

The improvement in our wireline segment operatimgpime in 2005 was due primarily to the continueadh in our data and
long-distance revenues, which more than offsetdb® of voice revenue. During 2005, our operatimgme margin was
pressured on the cost side due to a charge tortatenan existing agreement with WilTel and by higtests caused by our
growth initiatives in long distance and DSL. Additally, our co-branded AT&T | DISH Network satalitV service, sales in
the large-business market and higher repair castsetl by severe weather in our traditional regad®s put pressure on our
operating income margin.

Voicerevenues increased $9,424, or 38.5%, in 2006 a8, $® 4.0%, in 2005 primarily due to the acquisitof ATTC.
Included in voice revenues are revenues from lasigudce, local voice and local wholesale servivesce revenues do not
include any of our VoIP revenues, which are inctudedata revenues.

¢ Long-distance revenues increased $9,268 in 2008&6¥3 in 2005. The increase in long-distancemegs in 2006
was driven almost entirely by the acquisition of IXT. Also contributing to the increase in 2006 weigher long-
distance penetration levels. However, our longagise revenue growth continued to slow in 2006eotifig
continuing marke
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maturity and a continuing decline in ATTC’s massrked customers. Competitive pricing for largasiness custome
also contributed to slowing long-distance reventgevgh in 2006. The increase in long-distance reesrin 2005 was
driven primarily by the acquisition of ATTC. Als@gtributing to the increase in 2005 were increasésng-distance
penetration levels and sales of combined long-digtand local calling fixed-fee offerings (refertedas “bundling”).
These increases were partially offset by contirmadket maturity, which slowed revenue growth in2(

o Local voice revenues increased $708 in 2006 ancedeed $607 in 2005. The increase in local voicemees in 200
primarily reflects our acquisition of ATTC. Howeveve expect that revenues from ATTC’s mass-maristammers
will continue to decline on a sequential quartddgis. Local voice revenues in 2006 and 2005 wegatively
impacted by continued declines in customer demeaiting features (e.g., Caller ID and voice maiiside wire and
retail payphone revenues. We expect our local v@genue to continue to be negatively affectednoyaased
competition, including customers shifting to conifpes’ wireless and VolP technology for voice, ahd
disconnection of additional lines for DSL servicelather reasons. Partially offsetting these denrataded declines
in 2006 were revenue increases related to pricingeases for regional telephone service and céitiagires

o Lower demand for local wholesale services, primgatile to the decline in Unbundled Network ElemelatfBrm
(UNE-P) lines, decreased revenue $552 in 2006 488 fh 2005. Lines provided under the former UNE#H@s
(which ended in March 2006) declined, as competitooved to alternate arrangements to serve thsiocers or
their customers chose an alternative technologMEAP lines are classified as wholesale in the “Asdene
Summary” table.) In 2006, these demand-relatededsers were partially offset by price increasesesmntered into
long-term contracts with our competitors. Compesitwho represented a majority of our UNE-P linegehsigned
commercial agreements with us and therefore remainvholesale customers. For the remaining UNE&sli we
believe, based on marketing research, that custopmenarily switched to competitors using altermatiechnologies
or their own networks as opposed to returning agefail customers

Data revenues increased $7,334, or 68.3%, in 2006 aj&88&;1or 18.7%, in 2005. The increase in data reeemvas due to
increases in IP data of $2,846 in 2006 and $92D@5, increases in transport of $2,427 in 2006%488 in 2005 and
increases in packet switched services of $2,0@D0%6 and $324 in 2005, all of which increased preidantly due to the
acquisition of ATTC. Data revenues accounted fa@ragimately 31% of our wireline operating revenue2006, 27% in
2005 and 25% in 2004.

Included in IP data revenues are DSL, dedicateziriet access, Virtual Private Network (VPN) anceotosting services.
Contributing to the increase in IP data services vantinued growth in DSL, our broadband Interreteas service. DSL
service increased data revenues $427 in 2006 ahtlii22005, reflecting an increase in DSL linesénvice and, in 2005,
was partially driven by lower-priced promotionafesfngs as a response to competitive pricing pressiRevenue from our
VPN product also contributed to IP data growth 00&

Our transport services, which include DS1s and O8&es of dedicated high-capacity lines), and SON#dedicated high-
speed solution for multi-site businesses), repiteskeapproximately 50% of total data revenues in6260% of total data
revenues in 2005 and 67% of total data revenu2604. This decrease in percentage was primarilyedrby higher revenue
growth from IP-based technology, slightly offsetreyenue growth from transport services. Revenaw/irin 2006 was due
to an increase in demand for transport servicesafigroffset by competitive pricing.

Our packet switched services includes Frame Rakynchronous transfer mode (ATM) and managed paekeices. As
customers continue to shift from this traditioredtinology to IP-based technology, we expect theséces to decline as a
percentage of our overall data revenues.

Other operating revenues increased $2,213, or 51.6%906 2nd $437, or 11.4%, in 2005. The 2006 increaseprimarily
due to incremental revenue from our acquisitioA®TC. Major items included in other operating reves are integration
services and customer premises equipment, outsgdirectory and operator assistance serviceganernment-related
services, which account for more than 67% of taaénue for all periods. Our co-branded AT&T | DISEtwork satellite
TV service increased revenue $36 in 2006 and $12005. Our AT&T | DISH revenue growth in 2006 meded due to the
restructuring of our agreement with EchoStar intSeyper 2005, which put us on a commission basisweigning up future
customers. Price increases, primarily in direcasgistance, increased revenues $35 in 2006 anith 8285. Revenue also
increased $70 from intellectual property licensesfia 2006.
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Cost of saleexpenses increased $8,261, or 46.0%, in 2006 ap8%Hlor 9.3%, in 2005. The 2006 increase was pifyna
due to recording additional expenses resulting fileenacquisition of ATTC. Cost of sales consistsadts we incur in order
to provide our products and services, includingso$ operating and maintaining our networks. Casthis category include
our repair technicians and repair services, certatwork planning and engineering expenses, opesatwices, information
technology, property taxes related to elementsiohetwork and payphone operations. Pension artigtiosment costs, net
of amounts capitalized as part of construction fahee also included to the extent that they doealed to our network labor
force and other employees who perform the functimted in this paragraph.

In addition to the impact of the ATTC acquisiti@most of sales in 2006 increased due to the follgwin

« Higher nonemployee-related expenses such as cos&mdces, agent commissions and materials anglissosts,
of $163.

« Higher in-region benefit expenses, consisting pritpaf our combined net pension and postretirenuast, increased
expense $159, primarily due to changes in our aefuessumptions, which included the reduction uf discount rate
from 6.00% to 5.75% (which increases expense) aamotrtization of net losses on plan assets in gears.

o Higher traffic compensation expenses (for accessther carrier's network) of $109 primarily doeericreased
volume of local traffic (telephone calls) termimegion competitor networks and wireless custon

o Salary and wage merit increases and other bonusa@djustments of $48.

Partially offsetting these increases, cost of saé06 decreased due to:

« Equipment sales and related network integratiovices decreased $418 primarily due to lower denzanttas a rest
of the September 2005 amendment of our agreemeatifaco-branded AT&T | DISH Network satellite T¥€rsice.
Prior to restructuring our relationship with EchaSin September 2005, we had been recording be#nce and
expenses for AT&T | DISH Network satellite TV custers, resulting in relatively high initial custonsaquisition
costs. Costs associated with equipment for larggrlbss customers (as well as DSL and, previouatg|lge video)
typically are greater than costs associated withices that are provided over multiple ye:

o Lower employee levels, primarily salary and wagiesreased expenses $296.

« A change made during 2006 in our policy regardimegttming for earning vacation days decreased esgefi225.
e Merger severance expenses in the prior year wgteehihan in the current year by $176.

o In-region weather-related repair costs incurredA5 decreased expenses $100 in 2006.

e Severance expenses in the prior year were higheriththe current year by $73.

In addition to the impact of ATTC, cost of sale205 increased due to the following:
o Higher traffic compensation expenses of $330 priimdue to growth in our long-distance service.

o Higher equipment sales and related network integratervices of $195 reflecting our emphasis omgindn DSL anc
sales in the lar¢-business market and vide
e Merger severance accruals in 2005 of $176

« Salary and wage merit increases and other bonusa@djustments of $170.
o Repair costs related to severe weather increagezhegs $100.

Partially offsetting these increases, cost of sa&005 decreased due to:
o Lower employee levels decreased expenses, prinsailyy and wages, by $322.

« In-region benefit expenses (consisting primarilyof combined net pension and postretirement clestleased $154
due to the one-time accrual in 2004 for a retireeus as a result of the settlement of our labotreghnegotiations,
$12 as a result of changes made in 2005 to mectie@rage for most managers and $20 related to esanghone
concessions for o-of-region retirees

« Nonemploye-related expenses such as contract services, egemhissions and materials and supplies costs
decreased $10

Selling, general and administrativeexpenses increased $4,393, or 44.3%, in 2006 a@8%lor 12.4%, in 2005. The 2006
increase was primarily related to recording incegasxpenses due to the acquisition of ATTC. Sellgemeral and
administrative expenses consist of our provisiarufacollectible accounts; advertising costs; sates marketing functions,
including our retail and wholesale customer sereesters; centrally managed real estate costsidimg maintenance and
utilities on all owned and leased buildings; credit collection functions; and corporate overhezsls; such as finance, leg
human resources and external affairs. Pension esttghirement costs are also included to the extentthey relate to
employees who perform the functions listed in fhasagraph.
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In addition to the impact of the ATTC acquisiti@elling, general and administrative expenses 62060 increased due to
the following:
e Other in-region wireline segment costs of $809 arity due to advertising costs related to promotibthe AT&T
brand name. In addition, other advertising expemsgsased $11°
« Higher nonemployee-related expenses, such as coegrvices, agent commissions and materials goulies costs
of $103.
o Higher in-region benefit expenses, consisting pritpaf our combined net pension and postretirenuast, increased
expense $73, primarily due to changes in our aieiuassumptions, which included the reduction afdiscount rate
from 6.00% to 5.75% (which increases expense) antbeses on plan assets in prior ye

Partially offsetting these increases, selling, gainend administrative expenses in 2006 decreasedad

e ATTC merger-related asset impairment charges 09$8# mergerelated severance expense of $107 in the prio
resulted in lower expenses in 20

o Lower employee levels, primarily salary and waglesreased expenses by $239.

o Expenses decreased in 2006 due to a charge ofi$2885 to terminate existing agreements with WilVidich will
continue to provide transitional and out-of-marketg-distance services under a new agreement, which eored ir
November 2005 as a result of our acquisition of &T

« A change made during 2006 in our policy regardimgtiming for earning vacation days decreased esgefi96.

e Our provision for uncollectible accounts decreab®Tt, as we experienced fewer losses from our retatomers and
decrease in bankruptcy filings by our wholesaldausrs.

In addition to the impact of ATTC, selling, geneaald administrative expenses in 2005 increasedadue
e ATTC merger-related asset impairment charges 09$8% merger-related severance expense of $10Fasen
expenses
o Expenses increased due to a charge of $236 tortatenan existing agreement with WilTel.

« Salary and wage merit increases and other bonusa@djustments increased expenses $108.

Partially offsetting these increases, expensef@% 2lecreased due to the following:
« Lower employee levels decreased expenses, prinsailyy and wages, by $264.

¢ In-region benefit expenses (consisting primarilyof combined net pension and postretirement cestleased $79
due to the one-time accrual in 2004 for a retireeus as a result of the settlement of our labotrachnegotiations,
$66 as a result of changes made to managementahedi@rage in 2005 and $73 related to changekdne
concessions for o-of-region retirees

« Lower nonemployeeelated expenses, such as contract services, egamissions and materials and supplies cos

$59.
o Our provision for uncollectible accounts decreab®8, as we experienced fewer losses from our ratatomers and

decrease in bankruptcy filings by our wholesaldausrs.

Depreciation and amortizationexpenses increased $2,188, or 29.5%, in 2006 &4 $t 1.4%, in 2005 primarily due to
higher depreciable and amortizable asset baseseasilaof the ATTC acquisition.
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Supplemental Information

Access Line SummaryOur in-region switched access lines at Decembg2326 and 2005 are shown below and access line
trends are addressed throughout this segment disous

Wireline In-Region 1
Switched Access Line:

Percent Change

2006 vs. 2005 vs.
(In 000's) 2006 2005 2004 2005 2004
Retail Consumer
Primary 21,841 22,793 23,206 (4.2)% (1.8)%
Additional 3,466 3,890 4,322 (10.9) (10.0)
Retail Consumer Subtotal 25,307 26,683 27,528 (5.2) 3.1)
Retail Business 17,136 17,457 17,552 (1.8) (0.5)
Retail Subtotal 42,443 44,140 45,080 (3.8) (2.1)
Percent of total switched access lines 91.7% 89.3% 86.1%
Wholesale
Sold through ATTC 1,044 1,638 2,337 (36.3) (29.9)
Sold to other CLEC3 2,571 3,300 4,509 (22.1) (26.8)
Wholesale Subtotal 3,615 4,938 6,846 (26.8) (27.9)
Percent of total switched access lines 7.8% 10.0% 13.1%
Payphone (Retail and Wholesale) 249 335 430 (25.7) (22.1)
Percent of total switched access lines 0.5% 0.7% 0.8%
Total Switched Access Lines 46,307 49,413 52,356 (6.3)% (5.6)%
Broadband Connectiong?’ 8,538 6,921 5,104 23.4% 35.6%

Lwireline In-region represents access lines seryefT&T’s ILECs (excludes subsidiaries of BellSouth)
2 Competitive local exchange carriers (CLECs)
3 Broadband connections include DSL lines of 8,5280086 and 6,921 in 2005, U-verse high-speed Interweess and satellite broadband.
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Wireless
Segment Results

Percent Changk

2006 vs. 2005 vs.
2006 2005 2004 2005 2004

Segment operating revenues

Service $ 33,756 $ 30,638 $ 17,602 10.2% -

Equipment 3,750 3,795 1,963 (1.2) -
Total Segment Operating Revenues 37,506 34,433 19,565 8.9 -
Segment operating expenses

Cost of services and equipment sales 15,056 14,387 7,611 4.7 -

Selling, general and administrative 11,447 11,647 7,349 .7) -

Depreciation and amortization 6,436 6,575 3,077 (2.1) -
Total Segment Operating Expenses 32,939 32,609 18,037 1.0 -
Segment Operating Income 4,567 1,824 1,528 - 19.4
Interest Expense 1,186 1,260 900 (5.9) 40.0
Equity in Net Income (Loss) of Affiliates - 5 (415) - -
Other — net (139) (38) (70) - 45.7
Segment Income $ 3242 $ 531 $ 143 - -

1 AT&T Mobility’s 2005 operating revenue and expempsecentage increases and decreases are not cedlsideaningful due to AT&T Mobility’s fourth-quarter
2004 acquisition of AWE and are denoted with a d

Accounting for AT&T Mobility

The wireless segment reflects 100% of the resefiented by AT&T Mobility (formerly Cingular), whictvas our wireless
joint venture with BellSouth prior to the DecemB&; 2006 acquisition and became a wt-owned subsidiary of AT&T.
Prior to the acquisition of BellSouth, we accourfi@dour 60% economic interest in our AT&T Mobilijgint venture under
the equity method of accounting in our consoliddbeancial statements. This means that for perfds to the acquisition,
our consolidated results included AT&T Mobility’ssults in the “Equity in net income of affiliatel#ie. Once the acquisition
closed and AT&T Mobility became a wholly-owned sigliery, GAAP requires that results from the wiraleggment be
included as operating revenues and expenses icoosplidated results. Accordingly, results fronsthegment for the last
two days of 2006 were included as operating reveiane expenses and not in the “Equity in net incofradfiliates” line.

When analyzing our segment results, we evaluate RWMbility’s results on a stand-alone basis usimigimation provided
by AT&T Mobility during the year. For periods beéothe acquisition, including 100% of AT&T Mobility'results in our
wireless segment operations (rather than 60% iityeounet income of affiliates) affected the pretion of this segment’s
revenues, expenses, operating income, nonopeitging and segment income but did not affect ousclidated net income.

Acquisition of AT&T Wireless Services, Inc. (AWE)

On October 26, 2004, AT&T Mobility acquired AWE fapproximately $41,000 in cash. We and BellSouttiéd, by means
of an equity contribution to AT&T Mobility, a sigfcant portion of the acquisition’s purchase priBased on our 60% equity
ownership of AT&T Mobility, and after taking intaeount cash on hand at AWE, we provided approxiin&21,600 to fun
the purchase price.

Wireless Customer and Operating Trends

As of December 31, 2006, we served 61.0 millioreleiss customers, compared to 54.1 million at Deeei®b, 2005 and
49.1 million at December 31, 2004. Wireless custones additions increased 37.7% in 2006 and 5002005 with 54% of
the 2006 net additions coming from postpaid custsn®8% from resellers and 18% from prepaid custenf®ostpaid
customer growth was driven by lower churn, whichdfitied from network and customer service improvets@nd continue
high levels of advertising over the past year. Alsatributing to the increase in net additions wasgnificant increase in
prepaid gross additions. Gross customer additiare W9.2 million in 2006 and 18.5 million in 200%stpaid customer gro
additions declined due to the streamlining of opens, such as the reduction of retail stores ayghts, and fewer customers
switching to AT&T Mobility from other providers rated to lower industry churn.
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Competition, lower industry churn and increasectless penetration as the wireless market matutesomtinue to impact
wireless gross additions, revenue growth, expeasdut pressure on margins. We expect that fuemenue growth will
become increasingly dependent on minimizing custdoreover (customer churn) and on increasing seraverage revenue
per user/customer (ARPU).

Our wireless segment ARPU has weakened slightly theepast several years, as we have offered aér@aray of plans to
expand our customer base, including increased gramiong lower-ARPU prepaid and reseller custonweshave also
responded to increasing competition, resultingriaipg reductions. Additionally, the increase irepaid and reseller
customers over the past year has contributed tdebkne in ARPU. We expect continued pressure BIPY, despite our
increasing revenue from data services.

ARPU declined 1.1% in 2006 due to a decrease il kervice, net roaming and other revenue per metonostly offset by
44.8% increase in average data revenue per custmdéancreased long-distance revenue per custdrhercontinued
increase in data revenue was related to increasedfitext messaging, Internet access, email dret data services, which
we expect to grow as we continue expanding oud-#pémeration (3G) service. ARPU declined 0.1% in 260& to a decrea
in local service and net roaming revenue per custonntually offset by an increase of 115% in ageraata revenue per
customer and increased long-distance revenue gegroer. In 2006, local service revenue per custataelined primarily
due to the addition of a disproportionately highercentage of prepaid and reseller customers wirm¥ide significantly
lower ARPU than postpaid customers; customer staftdl-inclusive rate plans that offer lower mdgtbharges; free mobile-
to-mobile plans that allow our wireless customersdll other AT&T Mobility customers at no chargedato a lesser extent,
“rollover” minutes. An increase in customers orlowér plans tends to lower average monthly revererecustomer, since
unused minutes (and associated revenue) are difertié subsequent months for up to one year.

The effective management of wireless customer chauentical to our ability to maximize revenue gith and to maintain ai
improve margins. Wireless customer churn rate lisutzted by dividing the aggregate number of wigsleustomers
(primarily prepaid and postpaid) who cancel serdagng each month in a period by the total nundfervireless customers
at the beginning of each month in that period. @ineless segment churn rate was 1.8% in 2006, doswn 2.2% in 2005
and 2.7% in 2004. The churn rate for postpaid ensts was 1.5% in 2006, down from 1.9% in 2005 aB&2n 2004. The
decline in postpaid churn reflects continuing baadfom the acquisition of AWE, including more aftlable rate plans,
broader network coverage and higher network quagywell as exclusive devices and free mobile-tdife calling among
our wireless customers.

While we anticipate continued improvements to oirel@ss network and customer care and more atteactistomer
offerings, we expect additional disconnects fromdhngoing phase out of the former AWE prepaid ptardsfrom customers
that have been using the analog and Time DivisiaitiMe Access (TDMA) networks; we plan to ceaseming these
networks in early 2008. These disconnects, plusntreasing mix of prepaid and reseller customeisur customer base, are
expected to pressure churn rates in the future.

We expect cost of services to stabilize due tosthmstantial completion of our network integratidrA8VE and reduced
payments to T-Mobile USA (T-Mobile) for the useitsfnetwork in California and Nevada, and to adesstent, lower
expenses related to operating, maintaining andrdegssioning outdated networks that duplicated dob&@ System for
Mobile Communication (GSM) networks while integratinetworks acquired from AWE. AT&T Mobility’s rermang
purchase commitment to T-Mobile was $202 at DecerBbe2006. As of December 31, 2006, more than 8L%6T&T
Mobility’s customers in California and Nevada werethe AT&T Mobility network.

Wireless Operating Results
Our wireless segment operating income margin wa%2n 2006, 5.3% in 2005 and 7.8% in 2004. Thé&dignargin in
2006 was primarily due to revenue growth of $3,@v8ich exceeded our increase in operating expesfsg330.

The lower margins in 2005 and 2004 were primattisitautable to the acquisition of AWE in late Oc&st2004. Operating
expenses increased $14,572 in 2005 and $4,7140# Rlore than offsetting these operating expensesrevenue growth of
$14,868 in 2005. In 2004, revenue growth of $3,088ially offset the increased operating expenses.

Servicerevenues are comprised of local voice and datacgs,woaming, long-distance and other revenuei&er
revenues increased $3,118, or 10.2%, in 2006 aB@3a in 2005 and consisted of:

11



Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations, continuec
Dollars in millions except per share amounts

o Data service revenues increased $1,579, or 59102806 and $1,785 in 2005. The increase in 2006relased
to increased use of text messaging and Internesa®ervices, which resulted in an increase inARRRU of
44.8%. The increase in 2005 was primarily due éoiticlusion of former AWE customers and increasesage
data revenue per customer related to increasedfusgt messaging and other data services. Datéceer
revenues represented approximately 12.6% of owl@gs segment service revenues in 2006 and 8.2%0m

o Local voice revenues increased $1,515, or 6.0%2006 and $10,219 in 2005. The increase in 2006pnasarily
due to an increase in the average number of wgeestomers of 11.5%, partially offset by competitpricing
pressures and the impact of various all-inclusalérg and prepaid plans. The increase in 2005 prizsarily
due to the acquired AWE customer base, as well@esased Universal Service Fund (USF) and regylator
compliance fees

o Long-distance and other revenues increased $2646, in 2006 and $377 in 2005. The increase if6208s a
result of increased international long-distancegasaartially offset by a decline in other reveatteibuted to
property management fees. The increase in 200%vimsrily due to increased long-distance revenuas the
acquired AWE customer base as well as increase@stimand international lo-distance calling

« Roaming revenues from our wireless customers amet @tireless carriers for use of our wireless segiae
network was flat in 2006 and increased $655 in 200% significant increase in 2005 was primarily do
roaming revenues from the acquired AWE customee.

Equipment revenues decreased $45, or 1.2%, in 2006 and sexle®l,832 in 2005. The decrease in 2006 was dae to
decline in handset revenues as a result of incde@bate and equipment return credits and loweegrhandsets, mostly
offset by increased handset unit sales and priminlgandset upgrades and accessories attributablsstomer purchases
of devices with more advanced features. The inexthandset unit sales related to the higher gniostemer additions
and customer upgrades. The increase in 2005 watbdonereased handset revenues primarily as atreksiignificantly
higher gross customer additions, primarily relatethe acquisition of AWE, and increases in exgtnstomers
upgrading their units. Upgrade unit sales refleetedncrease in GSM upgrades and our wireless saigredforts to
migrate former AWE customers to our wireless sendfferings.

Cost of services and equipment salexpenses increased $669, or 4.7%, in 2006 and &&72005. The increase in
2006 was primarily due to increases in network asagl associated network system expansion. Theaserin 2005 wi
primarily due to increased cost of services resglfrom the acquired AWE network. Cost of servicesudes
integration costs, primarily for network integratjaf $229 in 2006 compared to $195 in 2005. Cbseovices in 2005
also includes $97 in hurricane-related costs.

Cost of services increased $491, or 5.3%, in 20@6$,581 in 2005. Cost of services increased atteet following:

¢ Increases in network usage with a total system raegaf-use (MOU) increase of 20.6% in 2006 and ntioae
110% in 2005 related to the increase in custorAatditionally, average MOW per customer increased 8.2%
2006 and 20.0% in 2005. The significant increas20i®5 was primarily due to the increase in subscsibelate
to AT&T Mobility 's acquisition of AWE

« Higher roaming and long-distance costs, partiaffget by a decline in reseller expenses in 200@. iBiseller
decrease resulted from a decrease in minutes afrutiee T-Mobile network of more than 50% for 2006.
2005, higher roaming and long-distance costs an@ased USF and regulatory fees related to theaserin
the customer bas

¢ Increased payments in 2005 tdVicbile for the use of its network in California aNévada, as well as expen:
related to operating, maintaining and decommiss@AiDMA networks that duplicated GSM networks while
integrating the networks acquired from AW

Equipment sales expenses increased $178, or 3152006 and $2,195 in 2005. The increase in 2006duago
increased handset upgrades of 11.2% and an indretiemaverage cost per upgrades and accessolikpartially offse
by the decline in the average cost per handsettsaidw customers. The increase in 2005 was priynduie to higher
handset unit sales associated with the 46.1% iserigagross customer additions in 2005, existirgjaruers upgrading
their units and the continued migration of forméWE customers to AT&T Mobility service offerings, wh required
new handsets. Total equipment costs continue todieer than equipment revenues due to the salarafdets below co
to customers who committed to one-year or two-geatracts or in connection with other promotions.
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Selling, general and administrativeexpenses decreased $200, or 1.7%, in 2006 anchgetéb4,298 in 2005. The
decline in 2006 was due to decreases in generad@mihistrative expenses of $296, partially offsean increase in
selling expenses of $96. The increase in 2005 esqzewas due to increases in general and administetpenses of
$2,913, primarily due to the acquisition of AWEdaselling expenses of $1,385 due to the increageoiss customer
additions previously mentioned.

The decline in selling, general and administraéixpenses in 2006 was due to the following:

o Decreases in billing and bad debt expense of $&f8ypily due to fewer account write-offs and coatisgs
related to transitioning to one billing syste

o Decreases in other administrative expense of $Le8aa decline in legal related expenses, lowegi@yee
costs and employee-related benefits due to a deeirahe number of employees, lower IT and other
professional services expense and a federal etecisefund accrua

o Decreases in customer service expense of $87 dudeoline in the number of outsourced call center
professional services and lower billing expen

o Increases of $147 primarily related to increasegpaid card replenishment costs and higher migratiwh
upgrade transaction cos

o Increases in other expense of $130 due to higheanty, refurbishment and freight costs.

¢ Increases in selling expense of $96 due to anaseré sales expense, partially offset by a deereaset
commission expenses. The decline in net commissipense was due to reductions in average activatidn
agent branding expense, partially offset by angase in direct commission exper

The increase in selling, general and administragikgenses in 2005 was due to the following:

o Increases in customer service expense of $960cdaidigher number of employees and employee-related
expenses related to the significant increase itomeys as well as customer retention and custoereice
improvement initiatives

o Increases in other administrative expense of $926apily due to incremental expenses associatekl thi
acquired AWE administrative functior

o Increases in billing, bad debt and other custom@ntanance expense of $766 primarily due to theifssgnt
increase in AT&T Mobilit's customer bas

o Increases in commission expense of $494 and adivertind marketing expense of $429.

o Increases in sales expense of $462 primarily dircteased sales personnel costs associated witictjuired
AWE sales force
e Increases in upgrade commissions of $261 due tmtheased customer migration and handset upgietiétya

The expenses above also include integration cé§t$28 in 2006 and $264 in 2005, such as emplogeaibation costs,
re-branding and advertising and customer servidesgstems integration costs.

Depreciation and amortizationexpenses decreased $139, or 2.1%, in 2006 anchgete$3,498 in 2005.

Depreciation expense increased $310, or 6.4%,06 péimarily due to depreciation associated with phoperty, plant
and equipment related to ongoing capital spendn@ér GSM network, partially offset by expenselohes due to
equipment that had become fully depreciated in 20@fpreciation expense increased $2,249 in 2008apilly due to
incremental depreciation associated with the ptgpptant and equipment acquired in the AWE acqoisialong with
depreciation related to AT&T Mobility’s expansiohits GSM network and accelerated depreciationenam TDMA
network and other network assets based on theqgpedjéransition of network traffic to our GSM netkoThe 2005
increase included $417 of integration costs.

Amortization expenses decreased $449, or 25.52006 and increased $1,249 in 2005. The declin®@6 2vas due to
declining amortization of the AWE customer contsaatd other intangible assets acquired, whichraartized using an
accelerated method of amortization. The increag9@5 was primarily due to a full year's amortipatiof the AWE
customer contracts and other intangible assetsrachn October 2004.

13



Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations, continuec
Dollars in millions except per share amounts

Directory
Segment Results

Percent Change

2006 vs. 2005 vs.

2006 2005 2004 2005 2004

Total Segment Operating Revenues $ 3,702 $ 3714 $ 3,759 (0.3)% (1.2)%
Segment operating expenses

Cost of sales 1,117 1,104 1,022 12 8.0

Selling, general and administrative 643 611 622 5.2 (1.8)

Depreciation and amortization 3 5 9 (40.0) (44.4)
Total Segment Operating Expenses 1,763 1,720 1,653 25 4.1
Segment Operating Income 1,939 1,994 2,106 (2.8) (5.3)
Equity in Net Income (Loss) of Affiliates a7) (5) - - -
Segment Income $ 1922 $ 1989 $ 2,106 (3.4)% (5.6)%

In September 2004, we sold our interest in thectbirg advertising business in lllinois and northtvesliana. Our directory
segment results exclude the results of those dpesatsee Note 15). In December 2004, our directegment entered into a
joint venture agreement with BellSouth and acquitedinternet directory publisher, YPC. Prior te hecember 29, 200
acquisition of BellSouth (see Note 2), we accourfieedur 66% economic interest in YPC under theityquethod, since we
shared control equally with BellSouth, our 34% exait partner. We had equal voting rights and regrtzgion on the board
of directors that controlled YPC. Following the BBeluth acquisition, YPC became a wholly-owned silibsy of AT&T and
results will be reflected in operating revenues exypenses on our Consolidated Statements of Income.

Our directory segment operating income margin wag% in 2006, 53.7% in 2005 and 56.0% in 2004. §égment
operating income margin decrease in 2006 and 2@@5avesult of both higher expenses and lower t@gen

Operating revenuesdecreased $12, or 0.3%, in 2006 and decreasef42%, in 2005. The decrease in revenues in

2006 was primarily due to a decrease of $93 invallow Pages print advertising, which was partiaffset by an
increase of $75 in Internet advertising revenue/elRaes in 2005 decreased primarily due to a deem@b74 in our
local Yellow Pages print advertising, which wastiadly offset by an increase of $39 in Internet edising revenue.
These results reflect the impact of competitiomfrather publishers, other advertising media andicoimg economic
pressures on advertising customers.

Cost of salesncreased $13, or 1.2%, in 2006 and increased®820%, in 2005. The increase in 2006 was primaril
due to higher costs for Internet traffic of $20rtjzdly offset by a decrease in printing costs bf B 2005, cost of sales
increased due to higher costs for Internet traffi$22, publishing of $17 and distribution of $9.

Selling, general and administrativeexpenses increased $32, or 5.2%, in 2006 and deci&d 1, or 1.8%, in 2005.
Increased expenses in 2006 were primarily duedeases in other directory segment costs, inclubiagd advertising
and employee benefits of $102, partially offsetdwer bad debt expense of $74. The expense reduictid005 was
primarily due to lower advertising expense.
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Other
Segment Results

Percent Change
2006 vs. 2005 vs.

2006 2005 2004 2005 2004
Total Segment Operating Revenues $ 954 $ 745 $ 706 28.1% 5.5%
Total Segment Operating Expenses 977 792 803 23.4 (1.4)
Segment Operating Income (Loss) (23) (47) (97) 51.1 51.5
Equity in Net Income of Affiliates 2,060 614 873 - (29.7)
Segment Income $ 2037 $ 567 $ 776 - (26.9)%

Our other segment operating results consist priynafiSterling, corporate, other operations andhwe closing of the
BellSouth merger on December 29, 2006, BellSoup&rating results for the two days after the mecfgse. Sterling
provides business-integration software and services

Operating revenuesincreased $209, or 28.1%, in 2006 and $39, or 5i582Z005. The increase in 2006 is primarily due to
operating revenue from BellSouth, increased intaygany revenue from our captive insurance compamywa as
intersegment revenue in Note 4) and improved operaévenue at Sterling, partially offset by a @ase in revenue as a
result of the sale of our paging subsidiary in Nober 2005. Revenue increased in 2005 primarilytdumproved operating
revenue at Sterling.

Operating expensesncreased $185, or 23.4%, in 2006 and decreased$114%, in 2005. The increase in 2006 is prity
due to the addition of BellSouth expenses, incrtagerating expenses at Sterling and at our captstgance company,
partially offset by management fees paid in 20@# ¢d not recur in 2006.

Our other segment includes our 60% proportionaéeesbf AT&T Mobility results as equity in net incenof affiliates. With
the December 29, 2006 close of the BellSouth memeown 100% of AT&T Mobility and its results ftme final two days
of the year have been excluded from equity in nedine of affiliates. Our other segment also incfudier equity investments
in international companies, the income from whighneport as equity in net income of affiliates. @arnings from foreign
affiliates are sensitive to exchange-rate changései value of the respective local currencies. fOregign investments are
recorded under GAAP, which include adjustmentgierpurchase method of accounting and excludeicexthustments
required for local reporting in specific countri€ur equity in net income of affiliates by majovéastment is listed below:

200¢ 200t 200¢
AT&T Mobility $1,50¢ $ 20C $ 30
América Movil 274 19¢ 132
Telmex 222 212 18C
TDC?! - - 32¢
Telkom South Africad - - 11¢
Other 56 4 88
Other Segment Equity in Net
Income of Affiliates $2,06( $ 614 $ 87¢

1 Investment sold in 2004.

Equity in net income of affiliatesincreased $1,446 in 2006 primarily due to the impoboperating results at AT&T
Mobility. Equity in net income decreased $259, 8r726, in 2005 due primarily to foregone equity im=from the
disposition of investments.
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Supplemental Information

BellSouth Results

In order to help investors track business tren@sare providing the following supplemental inforroaton BellSouth’s pro
forma operating results through December 31, 2608sistent with BellSouth’s previously reported meies prior to its
acquisition by AT&T. Accordingly, amounts in thisction are adjusted to include results for thetlastdays of 2006.
Following GAAP, BellSouth used the equity methodaofounting for its investment in AT&T Mobility. B8outh’s 40%
proportionate share of AT&T Mobility’s earnings weeported as net earnings of equity affiliatessrconsolidated income
statements.

BellSouth’s Unaudited Pro Forma Condensed Combine8tatements of Income*

Three-Month Period Ended

12/31/06 09/30/06 06/30/06 03/31/06
Total Operating Revenut $ 5242 $ 5,218 $ 5,206 $ 5171
Total Operating Expenses 3,771 3,773 3,901 3,925
Operating Income $ 1471 $ 1,445 $ 1,305 $ 1,246

1 Amounts for the first three quarters were rebre Form 10-Q, filed with the Securities and ExueCommission (SEC). The fourth-
quarter 2006 amounts are consistent with Bell<'s previously reported quarters prior to its acdjiaisiby AT&T.

Operating revenuesincreased in 2006 attributable to growth in DSIndalistance, wholesale wireless transport and
emerging data services as well as electronic mattigprint services. The year-over-year growth insotidated revenues was
positively impacted by one-time credits issued miyi2005 to customers affected by Hurricane KatrTigs growth was
partially offset by revenue declines associateth witmpetitive access line losses in the retaibersie and wholesale voice
sectors. At the end of 2006, BellSouth had nea8I$ illion access lines, down 6.4% from one yegr. & he rate of year-
over-year total access line decline slowed in &s¢ two quarters of 2006 primarily due to modeatetail residential line
losses. BellSouth’s wholesale line base, which istmgrimarily of UNE-P lines, declined 638,000 idgr2006.

Operating expensesontinued to be impacted by service restorationretdiork-repair activities carrying over from
Hurricanes Katrina and Wilma in late 2005. Thesgtsmet of insurance recoveries, were less traw#ather-related
spending of 2005 resulting in an overall decreasgarm-related expenses. Operating expenses etseased due to lower
USF related settlement charges, lower depreciagiomrtization and restructuring charges as wdthasr labor costs from
workforce reductions and declines in project spegdi hese decreases were partially offset by @sstsciated with the
AT&T merger and expansion and growth of electranixdia and print services.
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Access Line Summary
BellSouth’s Communications Group network accessslim service at December 31, 2006 and 2005 arershelow:

Network Access Lines in Service

Percent Change

2006 vs.

(In 000s) 2006 2005 2005
Residence Retail

Primary 10,828 11,319 (4.3)%

Additional 1,014 1,163 (12.8)
Residence Retail Subtotal 11,842 12,482 (5.1)
Residence Wholesale Voice Links 1,013 1,488 (31.9)
Residence Subtotal 12,855 13,970 (8.0)
Business Retail 5,301 5,306 0.1)
Business Wholesale Voice Lines 518 668 (22.5)
Business Subtotal 5,819 5,974 (2.6)
Total Other Retail/Wholesale Lines 81 93 (12.9)
Total Switched Access Lineg 18,755 20,037 (6.4)%
DSL and DirecTV customers® 4,450 3,405 30.7%

1 Includes 205 Residence Wholesale Voice LinessnBusiness Lines sold to ATTC at December 31, 2006
2 Using AT&T methodology for calculating switchedcass lines, BellSouth’s Total Switched Access siaeDecember 31, 2006 was 20,163.
3 DSL and DirecTV customers include DSL lines &3 in 2006 and 2,882 in 2005.

Operating Environment and Trends of the Business

2007 Revenue Trend®ur acquisitions of ATTC, BellSouth and BellSouth®% economic interest in AT&T Mobility
continue to change the focus of our company towerdg a broadband/data and wireless service provB#Eause of the late
2006 completion of the BellSouth acquisition, w@est reported revenues to substantially increa0®7 compared to 2006
as we include the operating revenues of both Bett8and AT&T Mobility in our consolidated operatingvenues. We
expect our sole ownership of AT&T Mobility will eahce our bundling opportunities (see “AT&T Mobilitiscussed in
“Expected Growth Areas”). We also expect to expsevices in the national business market, to etitiar broadband
network and to move toward wireless and wirelinevewgence. Recently we announced our AT&T URMjnitiative which
combines residential, business and wireless cadlimallows for free domestic calls to and from AlT&ireline and wireless
numbers. However, we also expect that increasingpetition in the communications industry, includihg continued
growth of comparable alternatives, such as wirelesisle and VolP, and our response to competifwising strategies will
pressure revenue.

2007 Expense Trend#\cquisition and related merger costs will adversefect expenses in 2007 and 2008. We expect that
our operating income margin, adjusted to excluésétcosts, will expand in 2008 due primarily toeotpd improvement in
our revenues and continued cost-control measurgmrticular, we expect to continue net workforeguctions over the next
three years related to merger synergies and offezational initiatives. Expenses related to growitiatives, such as Project
Lightspeed (see “U-verse Services” discussed irpeied Growth Areas”) will apply some pressureunaperating income
margin.

Operating Environment Overview

AT&T subsidiaries operating within the U.S. are jgabto federal and state regulatory authoritieB&A subsidiaries
operating outside the U.S. are subject to thediai®n of national regulatory authorities in tharket where service is
provided, and regulation is generally limited teogtional licensing authority for the provisionesfterprise (i.e., large
business) services.
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In the Telecommunications Act of 1996 (Telecom A€wpngress established a national policy framevadaded to bring
the benefits of competition and investment in adeantelecommunications facilities and servicedltdmericans by openin
all telecommunications markets to competition agrtlicing or eliminating burdensome regulation. SthesTelecom Act wi
passed, the Federal Communications Commission (B8€some state regulatory commissions have maégdanany of the
extensive regulatory requirements applicable tot@ditional wireline subsidiaries. We are activplyrsuing additional
legislative and regulatory measures to reduceimirgte regulatory requirements that inhibit ouiligbto provide the full
range of services demanded by our customers. Eongle, we are supporting legislative efforts ahlibe state and federal
levels, as well as proposed rules at the FCCwbatd offer a streamlined process for new videwiserproviders to compe
with traditional cable television providers. SeVetates have passed legislation that enables id®e entrants to acquire a
statewide franchise to offer video services. Inialt, we are supporting efforts to update regulateeatment for retail
services. Passage of legislation is uncertain apémds on many factors.

Our wireless operations are likewise subject testartial governmental regulation. Wireless commatmais providers must
be licensed by the FCC to provide communicatiomgices at specified spectrum frequencies withircgg geographic
areas and must comply with the rules and police&ing the use of the spectrum as adopted by@ Licenses are
issued for only a fixed period of time, typicall) ¥ears. Consequently, we must periodically seekwal of those licenses.
The FCC has routinely renewed wireless licensélsarpast. However, licenses may be revoked forezarsl license renew
applications may be denied if the FCC determinasdhrenewal would not serve the public interesaddition, the FCC and
the states are increasingly looking to the wireledsstry to fund various initiatives, includingiuersal service programs,
local telephone number portability, services fa kiearing-impaired and emergency 911 networks. &Whileless
communications providers’ prices and service ofifgsiare generally not subject to state regulationncreasing number of
states are attempting to regulate or legislateouaraspects of wireless services, such as in dgearconsumer protection.

The term “net neutrality” refers to a principle thaderlies the design of the Internet (or any oekyvas non-selective, or
neutral, about the transport of content throughiétevork. We believe that segregating the transpiocbntent according to a
customers priority (using a tiered services pricing modei) allow us to provide advanced functionality anigher quality t
those customers desiring the highest speeds ahé/trighest volumes while maintaining, at lowecesi, the bandwidth or
quality of service desired by the public. We complth the FCC'’s four net neutrality principles, whiessentially ensure that
end-users can access their content of choice,eawt their application or service provider of ceawer the Internet. In
connection with receiving the FCC'’s approval, weeag to certain commitments related to net netyrédee “BellSouth
Merger Commitments” discussion in “Regulatory Dexghents”).

Because of opportunities made available by theimoetl changing regulatory environment and our aitjomn of BellSouth,
including the consolidation of AT&T Mobility, we @ect that our capital expenditures will be in thid-teens as a percentz
of total revenues in both 2007 and 2008. This ammafudes capital for Project Lightspeed, wirelbggh-speed networks
and merger-integration projects (see “U-verse $es/{Project Lightspeed)” and “Wireless” discussetExpected Growth
Areas”).Despite a slightly more positive regulatory outl@id these broadband opportunities, increasing ettigm and the
growth of comparable alternatives such as cableless and VolP have created significant challefigesur business.

Expected Growth Areas

We expect our primary wireline products and wirglssrvices to remain the most significant portibow business and have
also discussed trends affecting the segments iohwke report results for these products (see “\iieebegment Resultsihd
“Wireless Segment ResultsQver the next few years we expect an increasinggméage of our growth to come from: (1) «
wireless service, and (2) data/broadband, througtieg services and new services to be providedunyProject Lightspeed
initiative. We expect that our recent acquisitianil strengthen the reach and sophistication ofmetwork facilities, increase
our large-business customer base and enhance pbetapity to market wireless services to that comtobase. Whether, or
the extent to which, growth in these areas wileffdeclines in other areas of our business ikmmwn.

U-verse Services (Project Lightspeedh June 2004, we announced key advances in dewgl@pnetwork capable of
delivering a new generation of integrated digigdvision, high-speed broadband and VolP servizesit residential and
small-business customers. We have been buildingh@ihetwork in numerous locations and are nowiging AT&T U-
verse services, including U-verse TV (IPTV) videolimited parts of 11 markets as of year-end 2G0f] we expect to
launch additional
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markets during 2007. Our deployment strategy enter each market on a limited basis in order suenthat all operating
and back-office systems are functioning successéuitl then expand within each market as we contimneonitor these
systems to ensure customer satisfaction with awicess. In these market expansions, we expectrtirage to use contracted
outside labor in addition to our employees as Ilestg our rate of expansion will be slowed if wanaot hire and train an
adequate number of technicians to keep pace wittomer demand. During our launch into these aduitimarkets, we also
expect to add additional features to our IP videwise offering. We expect to have the capabilitptfer service to
approximately 19 million living units by the end 2808, as part of our initial deployment, and expespend approximately
$4,600 in network-related deployment costs andtabpkpenditures from 2006 through 2008, as weldditional customer
activation capital expenditures. We remain on budtgethis overall target and expect to spend axiprately $3,100 during
2007 and 2008. These expenditures may increasulgliithe programming and features of the vidéfering expand or if
additional network conditioning is required.

With respect to our IP video service, we contiruevbrk with our vendors to continue to improveaitimely manner, the
requisite hardware and software technology. Oulayepent plans could be delayed if we do not recedepiired equipment
and software on schedule. We have completed mgstiiaéons, and consistent with our profitabilitysamptions, with
programming owners (e.g., movie studios and cabte/arks) to offer existing television programs andvies and, if
applicable, other new interactive services. Alsodiscussed in the “Regulatory Developments” sectiee are supporting
legislation at the state level that would streamtime regulatory process for new video competimenter the market.

We believe that IPTV is subject to federal overs@ha “video service” under the Federal CommuitnatAct. However,
some cable providers and municipalities have cldithat certain IP services should be treated esd#ibnal cable service
and therefore subject to the applicable state acal regulation, which could include the requiretrterpay fees to obtain
local franchises for our IP video service. Certaumicipalities have refused us permission to useegisting right-of-ways to
deploy or activate our U-verse-related servicesmonducts, resulting in litigation. Pending negtitias and current or
threatened litigation involving municipalities cdulelay our deployment plans in those areas fov 20@ future years. If the
courts were to decide that state and local regulatiere applicable to our U-verse services, it@ddave a material adverse
effect on the cost, timing and extent of our deplept plans.

WirelessAT&T Mobility began operations in October 2000 ggiat venture between us and BellSouth. In Oct@i¥#¥4,
AT&T Mobility completed its acquisition of AWE, wbh established AT&T Mobility as the largest providé mobile
wireless voice and data communications servicéisarl.S. in terms of subscribers. Following our @aber 2006 acquisitic
of BellSouth, AT&T Mobility became a whollgwned subsidiary. At December 31, 2006, we serpgdaximately 61 milliol
customers and had access to licenses to proviédessr communications services covering an aggregataation of 296
million, or approximately 99% of the U.S. populatjoncluding most of the 100 largest U.S. metrdpoliareas.

Our wireless networks use equipment with GSM an®/FDdigital transmission technologies. We are tréosing our
subscribers to GSM technology, and over 99% oftotad usage, based on minutes of use, is on our @&Work. We will
decommission our TDMA network in early 2008. OurNE8etworks also contain General Packet Radio Ser@&PRS) and
Enhanced Data Rates for Global Evolution (EDGEhtetogy to provide higlspeed wireless data services. In the majori
the U.S. domestic markets we are also completipipgiment of UMTS/HSDPA (or Universal Mobile Telecoranications
System/High Speed Downlink Packet Access), a 3GnElogy that allows customers to access the Intérom their wireles
devices at superior speeds for data and videocsssvi

We expect that intense industry competition andketssaturation may cause the wireless industryssozuer growth rate to
moderate in comparison with historical growth rai#ile the wireless telecommunications industrgtoaies to grow, a
high degree of competition exists among four nati@arriers, their affiliates and smaller regiocatriers. This competition
will continue to put pressure upon pricing and m@s@s the carriers compete for potential custontévsever, as wireless
Internet connectivity and wireline/wireless conwage are realized, we expect increased demandgforspeed wireless and
wireless data services. Future carrier revenue tiradependent upon the number of net custometiaasia carrier can
achieve and the revenue per customer. The effectareagement of customer turnover, or churn, isiaigportant in
minimizing customer acquisition costs and maintegrand improving margins and customer growth.

We face many challenges and opportunities in thedéuand are focused on the following key initiagy
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o Further establishing our position as a premier jgenvfor business and government accounts by piryithese custome
with access to sales and support professionalséacsolely on their specialized nee

¢ Continued improvement on the coverage and qualiguonetwork. We have substantially completedgraging the
AT&T Mobility and AWE networks under a plan thatdesigned to achieve network quality and coveragopnance
exceeding that of either of the former netwo

o Continued deployment of UMTS/HSDPA network techigylto provide superior speeds for data and videdcss, as
well as operating efficiencies using the same spetand infrastructure for voice and data on abadBed platform, whic
will allow us to offer a host of new broadband daypglications

Regulatory Developments

Set forth below is a summary of the most signiftcd@velopments in our regulatory environment du6§6. While these
issues, for the most part, apply only to certainsidiaries in our wireline segment or certain sdiasies acquired in the
BellSouth acquisition, the words “we,” “AT&T,” “ATT,” “BellSouth” and “our” are used to simplify thikscussion. The
following discussions are intended as a condensedrgry of the issues rather than as a precise degatiption of all of
those specific issues.

International Regulation Our subsidiaries operating outside the U.S. abgest to the jurisdiction of national regulatory
authorities in the market where service is providéur licensing, compliance and advocacy initiedivn foreign countries
primarily enable the provision of enterprise (ilarge business) services. AT&T is engaged in mplatefforts with foreign
regulators to open markets to competition, redaedrs to entry, reduce network costs and increasscope of fully
authorized network services and products. AT&@I$ engaged in advocacy with both the U.S. areidargovernments to
foster a competitive international environmenttfoe foreign termination of US-outbound calls tcefixand mobile lines.

BellSouth Merger Commitments In order to obtain timely approval of the BellSontlerger, on December 28, 2006 we ag
to a series of commitments, including, but not fédito, commitments relating to the provision of&pl access services.
Among other things, we agreed not to increaseféari$pecial access rates in effect at that timeifoto four years. We also
agreed to a one-time reduction in the rates fadagespecial access services in particular areabt@give customers
additional options for obtaining discounted offgsn

Additionally, for a maximum of two years, for spiéciportions of the network, we agreed not to pdavinternet content,
application or service providers any service thatileges, degrades or prioritizes any packet tngitted over our wireline
broadband Internet access service based on itsesmwnership or destination. The commitments $igatly do not apply to
our enterprise managed IP services (including butimited to our VPN services) or our IPTV serviv¥e also agreed, for a
period of 30 months, to comply with the FCC'’s fowt neutrality principles, which essentially enstin& end-users can
access their content of choice and reach theii@gijun or service provider of choice over the in&t. Other commitments
relate to, among other things, expanded availglwfitoroadband Internet access, interconnectioeeagents, divestiture of
spectrum and the repatriation of 3,000 jobs tditf® We do not expect these commitments to havatarmal impact on our
financial statements or results of operations.

Federal Regulation A summary of significant 2006 federal regulatoryelepments follows.

Triennial Review Remand OrderIn December 2004, the FCC adopted its fourth setles concerning an ILEC’s
obligation to make elements of its network avagatol other local service providers. Each of its/jmnes three sets of rules
had been overturned by the federal courts. Thesaules, known as the Triennial Review Remand O(@&RO), became
effective on March 11, 2005. The TRRO provided igant relief from unbundling by eliminating ouemaining obligation
to provide local switching and, hence the UNE-P mass-market customers, subject to a 12-montkitram period, which
ended on March 11, 2006. At the same time, the TRR@2ly retained unbundling requirements for mahgur high-
capacity loop and transport facilities.

We and other patrties filed appeals with the Un8éates Court of Appeals for the District of ColumBlircuit (D.C. Circuit)
challenging various portions of the TRRO. In Juf8&, the D.C. Circuit issued a decision upholdimg ECC's order in all
respects. The D.C. Circuit's decision became famal non-appealable in September 2006.

Video Serviceln December 2006, the FCC adopted a Report andr@raeFurther Notice of Proposed Rulemaking
(FNPRM) that establishes rules and provides guidan@rohibit franchising authorities from unreasioly refusing to award
competitive franchises to new video market entrantduding franchising negotiations that extengtdoel
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reasonable time frames. In the order the FCC cdeduhat under the current operation of the frasiobiprocess, a local
franchise authority may unreasonably refuse to dwwarompetitive franchise and that such a refusastitutes an
unreasonable barrier to entry that impedes thesgehient of the interrelated federal goals of enbdmable competition and
accelerated broadband deployment. The order addresseral ways by which local franchising autiesimay unreasonably
refuse to award competitive franchises. Additionathe FCC adopted a FNPRM to seek comment on t&findings in the
above order should affect existing franchises.

Voice over Internet Protocol The term VolIP is generally used to describe thestrassion of voice using Internet-based
technology. A company using this technology oftan provide voice services at a lower cost becauseédchnology uses
bandwidth more efficiently than a traditional netwand because this technology has not been subjéetditional telephon
industry regulation. But, depending on the bandwaltocated, VoIP services are not necessarilhefsame quality as a
traditional telephone service. While the deployn&n¥olP has resulted in increased competitiondfar wireline voice
services, it also presents growth opportunitiessfoto develop new products for our customers.

The FCC has issued a variety of decisions regaiaif services, including an order requiring thaittain VVolP providers
include E911 capability in their VoIP services. EQBpability enables a subscriber to call publfetyeauthorities (police,
fire department, etc.) and have the subscribelépk®ne number and location automatically trangmito those authorities.
The FCC's requirement applies to VolP services dflatv a user to send calls to a public switchéepieone network
(PSTN), including our wireline subsidiaries’ tradital networks, and to receive calls from the PSANditionally, the FCC
has required that providers of broadband Intercetss service and interconnected VolP services lgonigh the electronic
surveillance requirements of the Communicationsstasce for Law Enforcement Act.

The FCC has also directed providers of intercorate®blP services to contribute directly to the fedl® SF. As a result, we
will begin collecting USF charges from users of oierconnected VolIP service offerings and will gidrute directly to the
USF. In the same order, the FCC increased thehsab®r for contributions to the USF by wirelessieas (including AT&T
Mobility), which establishes a presumption thapadfic percentage of a wireless carrier’s reverarederived from
providing interstate telecommunications servicesl, thus are subject to USF contributions. Wiretessiers continue to have
the option to contribute based on their actualrsi&te revenues as determined by traffic studiaerahan based on the safe
harbor. Previously, AT&T Mobility has contributed the fund based on the wireless safe harbor lmubégun to contribute
based on its actual interstate revenues in liglth@fincrease in the wireless safe harbor.

Number Portability Since 1999, customers have been able to retainrtheibers when switching their local service betwee
wireline companies. The FCC allowed incumbent lecahange companies, including our traditional livieesubsidiaries, to
recover their carrier-specific costs of implemegtimreline number portability through customer ges over a five-year

term based on an estimated number of customersiwaeterm. Because of the downturn in the telecamioations market
since 1999, which led to fewer access lines, manypanies, including certain of our wireline subsidis, had fewer
customers than were estimated and were therefataleito fully recover their number portability inephentation costs. In
July 2006, the FCC granted our request to recquercaimately $190 of our remaining, unrecovered henportability
implementation costs through the End User Commae tharges over the next two years beginning orusidy, 2006.

State Regulation A summary of significant 2006 state regulatory depments follows.

Video ServiceDuring 2006, several states in which we operate Ip@assed legislation or made regulatory findings will
make it easier for telecommunications companiesfar television (i.e., video) service. Dependingtbe state, the laws
and/or regulators have prohibited the regulatioadfanced services, broadband, information andioelff-enabled services
and commercial mobile services; have provided tylam the public utilities’ authority over videcaafichising; and have
addressed nondiscrimination obligations and mamgdeility build-out provisions. The states in whiwe have received
these positive actions include California, Conrettilndiana, Kansas, Michigan, North Carolina, @kima, South Carolina
and Texas.
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California Intrastate Access Chargedn August 2003, the California Public Utility Comssion (CPUC) opened a
rulemaking to determine whether certain elementtaie access charges (charges that our local myelwarrier receives
from long-distance carriers for use of the locaileange network) should be eliminated or reduceégpinl 2006, the CPUC
adopted a decision that eliminated certain chafigssannual revenue of approximately $130) anfi@iged rate increases
recover 75% of the lost revenues.

Competition

Competition continues to increase for telecommuiuoa and information services. Technological adesrhave expanded
the types and uses of services and products alailabaddition, lack of regulation of comparablematives (e.g., cable,
wireless and VolP providers) has lowered costaf@rnative communications service providers. Assalt, we face
heightened competition as well as some new oppibigann significant portions of our business.

Wireline

Our wireline subsidiaries expect continued competipressure in 2007 from multiple providers iniwas markets, including
wireless, cable and other VolP providers, interexcfe carriers and resellers. At this time, we agble to quantify the effe
of competition on the industry as a whole, or ficiafly on this segment. However, we expect botsdssof market share in
local service and gains resulting from businegsaiiies, especially in the area of bundling ofguots and services, includi
wireless and video, large-business data servieeadband and long-distance service.

In some markets, we compete with large cable comepasuch as Comcast Corporation, Cox Communicgtioc. and Time
Warner Inc., for local and high-speed Internet e customers and other telecommunications corapanich as Verizon
Communications Inc. (Verizon) for both long-distarand local services customers. Substitution oéless and Internet-
based services for traditional local service lials® continues to increase.

Our wireline subsidiaries remain subject to regataby state regulatory commissions for intrastsevices and by the FCC
for interstate services. In contrast, our competitoe often subject to less or no regulation oviging comparable voice and
data services. Under the Telecom Act, companidsrggéo interconnect to our wireline subsidiariastworks and exchange
local calls enter into interconnection agreemerits us. Any unresolved issues in negotiating thageements are subject to
arbitration before the appropriate state commissitiese agreements (whether fully agreed-uponhitrated) are then
subject to review and approval by the appropritttescommission.

Recently, in a number of the states in which weaaigeas an ILEC, state legislatures or the stabiqutility commissions
have concluded that the voice telecommunicationkebtds competitive and have allowed for greatécipg flexibility for
non-basic residential retail services, includingdias, promotions and new products and servicesle\Wthas been a number
of years since we have been allowed to raise natesrtain states, some of these state actions e challenged by certain
parties and are pending court review.

In addition to these wholesale rate and servicalagigns noted above, our wireline subsidiariesl{gding rural carrier
affiliates) operate under state-specific electipgce-cap regulation” for retail services (alscereéd to as “alternative
regulation”) that was either legislatively enactedauthorized by the appropriate state regulatorgraission. Under pricear
regulation, price caps are set for regulated sesvand are not tied to the cost of providing theises or to rate-of-return
requirements. Price cap-rates may be subject étigible for annual decreases or increases andnadsobe eligible for
deregulation or greater pricing flexibility if tessociated service is deemed competitive under stateregulatory
commission rules. Minimum customer service stanslandy also be imposed and payments required ibivéofmeet the
standards.

We continue to lose access lines due to compefiogs, wireless, cable and VolP providers) whomavide comparable
services at lower prices because they are notcitijéraditional telephone industry regulationuléeg in lower cost
structures. In response to these competitive pressfor several years we have utilized a bundingtegy that rewards
customers who consolidate their services (e.gallaed long-distance telephone, DSL, wireless adeloy with us. We
continue to focus on bundling wireline and wirelsssvices, including combined packages of minutesvédeo service
through our AT&T U-verse service and our agreemwtit EchoStar. Throughout 2007, we will continuedavelop
innovative products that capitalize on our expagdiber network.
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Additionally, we provide local, domestic intrastated interstate, international wholesale networldagacity and switched
services to other service providers, primarily &at§Ps using the largest class of nationwide letemetworks (Internet
backbone), wireless carriers, CLECs, regional pHbEES, cable companies and systems integratoesd kervices are
subject to additional competitive pressures froemdbvelopment of new technologies and the increagaithbility of
domestic and international transmission capacits/odr competitors develop and expand their exisiegtgvorks, our
networks experience excess capacity. The introduictf new products and service offerings and irgirepsatellite, wireless,
fiber-optic and cable transmission capacity fovmes similar to those provided by us continueprtavide competitive
pressures. We face a number of international catopgtincluding Equant, British Telecom and SingBes well as from a
number of large systems integrators, such as IBYEDS.

Wireless

We face substantial and increasing competitiorlliaspects of the wireless communications indusdtiyder current FCC
rules, six or more PCS licensees, two cellulamiges and one or more enhanced specialized madbitelicensees may
operate in each of our markets, which results énpiiesence of multiple competitors. Our competigwesprincipally three
national (Verizon Wireless, Sprint Nextel Corp. antflobile) and a larger number of regional provalef cellular, PCS and
other wireless communications services.

We may experience significant competition from camps that provide similar services using other roomications
technologies and services. While some of thesent#obies and services are now operational, othrerbeing developed or
may be developed in the future. We compete forocusts based principally on price, service offerjrggdl quality, coverage
area and customer service. See discussion of UMISRAA technology in “Wireless” under “Expected Grhvreas.”

Directory

Our directory subsidiaries face competition fronpryximately 100 publishers of printed directoriegheir operating areas.
Direct and indirect competition also exists frorhetadvertising media, including newspapers, radieyision and direct-
mail providers, as well as from directories offeme@r the Internet. We actively compete on therietethrough our wholly-
owned subsidiary, YPC.

Accounting Policies and Standards

Significant Accounting Policies and EstimateBecause of the size of the financial statementitemas they relate to, some
of our accounting policies and estimates have amigmificant impact on our financial statemenemntbthers. The policies
below are presented in the order in which they appeour Consolidated Statements of Income.

Allowance for UncollectiblesWe maintain an allowance for doubtful accountsefstimated losses that result from the
failure of our customers to make required paymeftsen determining the allowance, we consider tlobdalbility of
recoverability based on past experience, takingactount current collection trends; as well assgareconomic factor
including bankruptcy rates. Credit risks are asmtéssed on historical writgffs, net of recoveries and an analysis ol
aged accounts receivable balances with reservesanincreasing as the receivable ages. Accaentsivable may be
fully reserved for when specific collection issage known to exist, such as pending bankruptcyatastrophes. The
analysis of receivables is performed monthly amdithd debt allowances are adjusted accordingly0% ¢hange in the
amounts estimated to be uncollectible would resudt change in uncollectible expense of approxilpa&30.

Pension and Postretirement Benefit©ur actuarial estimates of retiree benefit expemskthe associated significant
weighted-average assumptions are discussed in1do@ne of the most significant of these assumptisthe return on
assets assumption, which was 8.5% for the yeardeDdeember 31, 2006. This assumption will remaichanged for
2007. If all other factors were to remain unchangeslexpect that a 1% decrease in the expectedtéwngrate of return
would cause 2007 combined pension and postretirecosh to increase $802 over 2006. The 10-yearnston our
pension plan were 10.2% through 2006, includingrresin excess of our assumed rate of return fo620nder GAAP,
the expected long-term rate of return is calculaethe market-related value of assets (MRVA). GAA&uires that
actual gains and losses on pension and postrefitgoien assets be recognized in the MRVA equalbr@period of up
to five years. We use a methodology, allowed u@&AP, under which we hold the MRVA to within 20% thie actual
fair value of plan assets, which can have the efiEaccelerating the recognition of excess aajaais and losses into
the MRVA in less than five years. This methodolaliy not have a significant additional effect on @006, 2005 or
2004

23



Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations, continuec
Dollars in millions except per share amounts

combined net pension and postretirement costs. Nb#gso discusses the effects of certain chamgassumptions
related to medical trend rates on retiree healté casts.

Depreciation Our depreciation of assets, including use of cont@asoup depreciation and estimates of usefukliie
described in Notes 1 and 5. We assign useful ldgas®d on periodic studies of actual asset livean@és in those lives
with significant impact on the financial statememtsst be disclosed, but no such changes have eccurthe three
years ended December 31, 2006. However, if allrddetors were to remain unchanged, we expectaiuaie-year
increase in the useful lives of the largest catiegasf our plant in service (which accounts for entiran three-fourths of
our total plant in service) would result in a dese of between approximately $2,180 and $2,61Qiir2607
depreciation expense and that a one-year decremasdd vesult in an increase of between $2,350 ang582in our 2007
depreciation expense.

Income TaxesOur estimates of income taxes and the signifid@nis giving rise to the deferred assets and lt@slare
shown in Note 9 and reflect our assessment of bftttiae taxes to be paid on items reflected infthancial statements,
giving consideration to both timing and probabilifythese estimates. Actual income taxes could fram these
estimates due to future changes in income tax lan@sults from the final review of our tax retuitmsfederal, state or
foreign tax authorities. We have considered thegergial changes and have provided amounts withirdeferred tax
assets and liabilities that reflect our judgmenthef probable outcome of tax contingencies (see BptUnfavorable
settlement of any particular issue could require afsour cash. Favorable resolution could be reizeginas a reduction
our tax expense and cash refunds. We regularlgwethe amounts provided and adjust them in liglthafinges in facts
and circumstances, such as the progress of a thtx au

Asset Valuations and ImpairmentsUnder Statement of Financial Accounting StandardsId1 “Business
Combinations” (FAS 141), the assets and liabiliaéBellSouth were recorded at their respectivdipieary fair values
as of the December 29, 2006 acquisition date, lyerecording BellSouth’s 40% interest in AT&T Malbjfs assets and
liabilities at fair value. We obtained preliminahjird-party valuations of property, plant and equipmarigngible asset:
debt and certain other assets and liabilities. Beeaf the proximity of this transaction to yeadethe values of certain
assets and liabilities are based on preliminaryatadns and are subject to adjustment as additiof@mation is
obtained. Such additional information includes, isutot limited to, valuations and physical cousftgroperty, plant and
equipment, valuations of investments and the invalty separation of employees. Changes to the tiatuaf property,
plant and equipment may result in adjustmentsedair value of certain identifiable intangible etssacquired. When
finalized, material adjustments to goodwill mayuleincluding the segment allocation of goodwill.

The fair values of intangible assets acquired inamguisitions were based on the expected discdwatsh flows of the
identified customer relationships, patents, tradesgmand licenses and are discussed in Note 2. i@estelationships,
which are finite-lived intangible assets, are priilgeamortized using the sum-of-the-months-digitsthod of
amortization over the period in which those relagioips are expected to contribute to our futurd €asvs. In
determining the future cash flows we consider deinaampetition and other economic factors. We testablished the
weighted-average useful lives of BellSouth custoretationships as 5 years for consumer customessears for
business customers and 7 years for directory ciestgmdditionally, BellSouth’s economic ownershipcastomer
relationships acquired and recorded at AT&T Mopiitill be amortized over a weighted-average peab@.4 years.
Useful lives of customer relationships acquirethia ATTC acquisition were from 1.5 to 9 years fasimess customers
and 1.5 to 2.5 years for consumer customers.

The sum-of-the-months-digits method is a processlo€ation, not of valuation and reflects our bkthat we expect
greater revenue generation from these customeiomsaips during the earlier years of their livAkernatively, we

could have chosen to amortize customer relatiosshging the straight-line method, which would alecthe cost
equally over the amortization period. In 2007,dastomer relationships identified in the BellSoatguisition, expected
amortization using the sum-of-the-months-digitshoetis $4,414 and under the straight-line methebitld be $2,693.
For customer relationships identified in the ATTegjaisition we recorded $899 of amortization expans2006 using
the sum-of-the-months-digits method as oppose®¥® $hat would have been recorded under the striighmethod.
Amortization of other intangibles, including pateaind amortizable tradenames, is determined ulengttaight-line
method of amortization over the expected remainseful lives. We do not amortize indefinite-livedangibles, such as
wireless FCC licenses or certain trade names.
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In accordance with Statement of Financial Accoun@tandards No. 144, “Accounting for the ImpairmenbDisposal of
Long-Lived Assets,” we review these types of asmetémpairment either annually or whenever evemtsircumstances
indicate that the carrying amount may not be reale over the remaining life of the asset or agsaip. In order to
determine that the asset is recoverable, we viriflythe expected future cash flows directly reldtethat asset exceed
its fair value, which is based on the discountezshdbows. The discounted cash flow calculation usgfous assumptiot
and estimates regarding future revenue, expenseaaidflow projections over the estimated remainiseful life of the
asset.

Cost investments are evaluated to determine whethek-to-market declines are temporary and reftesteother
comprehensive income, or other than temporary ecdrded as an expense in the income statementeVligation is
based on the length of time and the severity ofited the investment’s value.

New Accounting Standards

FIN 48 In June 2006, the Financial Accounting Standardsr8¢FASB) issued FASB Interpretation No. 48¢ctounting
for Uncertainty in Income Taxes” (FIN 48), an ingeetation of Statement of Financial Accounting 8tads No. 109,
“Accounting for Income Taxes.” FIN 48 changes theaunting for uncertainty in income taxes by prisog a
recognition threshold for tax positions taken gpeoted to be taken in a tax return. FIN 48 is éffedor fiscal years
beginning after December 15, 2006. We are currenthjuating the impact FIN 48 will have on our figal position an
results of operations.

EITF 06-3 In June 2006, the Emerging Issues Task Force (Eidtff)ed the consensus on EITF 06-3, “How Taxes
Collected from Customers and Remitted to Governalekuthorities Should Be Presented in the Income

Statement” (EITF 06-3EITF 06-3 provides that taxes imposed by a govermaieuthority on a revenue producing
transaction between a seller and a customer sheusthown in the income statement on either a gnoaset basis,
based on the seller’'s accounting policy, which #hbe disclosed pursuant to Accounting Principlesusl Opinion No.
22, “Disclosure of Accounting Policies.” Amountsatfare allowed to be charged to customers as aatdti taxes owed
by a company are not considered taxes collectedeaniited. If such taxes are significant and aesented on a gross
basis, the amounts of those taxes should be destI& TF 063 will be effective for interim and annual repodiperiods
beginning after December 15, 2008e are currently evaluating the impact EITF 06-8 have, but we do not expect a
material impact on our financial position and résoff operations.

FAS 157In September 2006, the FASB issued Statement afnEial Accounting Standards No. 157, “Fair Value
Measurements” (FAS 157). FAS 157 defines fair vadistablishes a framework for measuring fair valoe expands
disclosures about fair value measurements. FASapplies under other accounting pronouncementgaire or
permit fair value measurement. FAS 157 does natire@ny new fair value measurements and we dexymct the
application of this standard to change our curpeattice. FAS 157 requires prospective applicafaoriscal years
ending after November 15, 2007.

FAS 158In September 2006, the FASB issued Statement afn€ial Accounting Standards No. 158, “Employers’
Accounting for Defined Benefit Pension and OthestReiirement Plans” (FAS 158), an amendment of FA&Rements
No. 87, 88, 106 and 132(R). FAS 158 requires ustognize the funded status of defined benefitiparsnd
postretirement plans as an asset or liability instatement of financial position and to recogrizanges in that funded
status in the year in which the changes occur tiivmomprehensive income. This standard will haveffect on our
expense or benefit recognition, nor will it affélee funding requirements imposed under the Empl®eteéement
Income Security Act of 1974, as amended (ERISA)SHEAS8 requires prospective application for fisedng ending aftt
December 15, 2006. At December 31, 2006 we deateagepostretirement and other assets $5,028,aseteour
postemployment benefits and other noncurrent It&s|$3,457 and decreased our other stockholéesty $4,791 (net
of deferred taxes of $3,694).

Other Business Matters

Acquisition of BellSouth On December 29, 2006, we acquired BellSouth forapmately $66,798 including capitalized
merger-transaction costs and other items, usingestad our common stock. The transaction was amgatdy the Board of
Directors and stockholders of each company. The Department of Justice completed its review oftthasaction without
imposing any conditions. The FCC and numerous statienternational regulatory bodies also apprdhedacquisition. The
FCC's decision adopted on December 29, 2006, ingoseditions on us that relate, among other thitags,
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accessibility of our broadband services, net nétytrapecial access rates and interconnectionesgeats, divestiture of
spectrum and the repatriation of 3,000 jobs tduitf In particular, we agreed not to offer to pdevservice, for a period of
two years or until federal net neutrality legistatis enacted if sooner, that charges a premiurtrdasporting data from
websites. We also agreed to offer broadband Intexceess service to all residential living unitshivi our 22-state service
territory by December 31, 2007. We will providestliccess to at least 85% of these living unitsgusiineline technologies
and will use alternative technologies and operagimgngements to provide access to the remainifig Y¥e do not expect t
above-mentioned conditions will have a materialaetpn our financial statements.

Antitrust Litigation In 2002, two consumer class-action antitrust casase filed in the United States District Court fthe
Southern District of New York (District Court) agat SBC, Verizon, BellSouth and Qwest Communicatimernational In
alleging that they have violated federal and statirust laws by agreeing not to compete with anether and acting toget!
to impede competition for local telephone servic&éaombly v. Bell Atlantic Corp., et a). In October 2003, the District
Court granted the joint defendants’ motion to disrand the plaintiffs appealed. In October 2005 Lthited States Court of
Appeals for the Second Circuit Court (Second Ctjaeiversed the District Court, thereby allowing tases to proceed. The
Second Circuit noted in its decision that its rglimas procedural in nature and did not addresmthés of the cases. In
March 2006, we filed a petition for certiorari regting the Supreme Court of the United States 3nerCourt) to review tr
Second Circuit’s decision. In June 2006, the Supr@uourt announced its decision to review the cBise.District Court has
stayed further proceedings pending a decision &ysiipreme Court. The case was argued before threrSeCourt on
November 27, 2006. We continue to believe thatdueese outcome having a material effect on oumfiie statements i
these cases is unlikely but will continue to eveduthe potential impact of these suits on our fai@results as they progress.

Retiree Phone Concession Litigatiohn May 2005, we were served with a purported céat®on in U.S. District Court,
Western District of Texas_(_Stoffels v. SBC Comnuations Inc), in which the plaintiffs, who are retirees of RiadBell
Telephone Company, Southwestern Bell, and Amerjtezhtend that the telephone concession providetidogompany is,
essence, a “defined benefit plan” within the megrifithe ERISA. On October 3, 2006, the Court fieditwo classes. On
October 18, 2006, we filed a Petition for Permisgio Appeal the class certification with the U.®u@ of Appeals for the
Fifth Circuit. On November 20, 2006, the Court qfp®als denied the Petition. No trial date has gentset. We believe that
an adverse outcome having a material effect orfioancial statements in this case is unlikely, Wilt continue to evaluate
the potential impact of this suit on our finanaiesults as it progresses.

NSA Litigation There are 21 pending lawsuits that allege that AB&@ other telecommunications carriers unlawfully
provided assistance to the National Security Ag€hSA) in connection with intelligence activitidsat were initiated
following the events of September 11, 2001 (antamiil three cases name BellSouth and/or AT&T Mbbds defendants
but do not name AT&T). In the first filed case, Hieg et al v. AT&T Corp., AT&T Inc. and Does20, plaintiffs filed this
purported class action in U.S. District Court ie tHorthern District of California on behalf of “afidividuals in the United
States that are current residential subscribecsigstomers of defendants’ telephone services ometeservices, or that were
residential telephone or Internet subscribers stauers at any time after September 2001.” Thegalthat the defendants
have disclosed and are currently disclosing tdil& Government records concerning communicationghich Plaintiffs
and class members were a party, including providiwess to stored telephone and Internet recotdbatses and permitting
interception of telephone and Internet communicetidlaintiffs seek damages, a declaratory judgnaet injunctive relief
for violations of the First and Fourth Amendmentste United States Constitution, the Foreign ligiehce Surveillance Act,
the Electronic Communications Privacy Act, and ofederal and California statutes. In April 200&; fited a motion to
dismiss the complaint. In May, the United Statepiested leave to intervene in this litigation, asskthe “state secrets
privilege” and related statutory privileges, arlddia motion asking the court to either dismisscaplaint or issue a
summary judgment in favor of the defendants orgtieeinds that adjudication of the claims may putskt the disclosure of
privileged national security information. On July, 2006, the Court denied the Motions to Dismisbath parties.
Specifically, the Court ruled that the state secpeivilege does not prevent AT&T from asserting atatutory defense it ms
have, as appropriate, regarding allegations ttetsisted the government in monitoring communigatintent. However,
with regard to the calling records allegations, @eurt noted that it would not require AT&T to dizse what relationship, if
any, it has with the government. Both AT&T and th&. government filed interlocutory appeals on RBily2006. The U.S.
Court of Appeals for the Ninth Circuit (Ninth Cirituaccepted these appeals and issued a brieflredste, which ends in
April 2007. No argument date has been set.
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Since the filing of the Hepting complaint, 20 aduhl class action lawsuits have been filed agadT&T in various
jurisdictions that allege substantially the sanaéna. All 21 pending lawsuits (plus the three casming only BellSout|
and/or AT&T Mobility) have been consolidated unttes jurisdiction of a single court, namely the UlSstrict Court in the
Northern District of California, before the judgeepiding over thHeptingcase. To date, a small number of plaintiffs have
objected to this consolidation and their objectiares pending before the joint panel on multidistiteggation. In one of these
21 cases, Terkel v. AT&T Corp. and lllinois Bfiled with the U.S. District Court in the NortheBistrict of lllinois), a
purported class action filed on behalf of defendalfitnois customers, the court, on July 25, 2008 missed the case,
acknowledging that the U.S. government'’s stateeteqrivilege prohibited the plaintiffs’ case frggroceeding. The Terkel
case involved allegations that the defendants sgpghe U.S. government with calling records dataidlation of the
Electronic Communications Privacy Act but did nid¢@e interception of communications.

Meanwhile, the district court heard argument inrdaby 2007 on whether all activity in the consolethcase should be
stayed while the Hepting appeal before the Nintit@i is pending.

Management believes these actions are without mediintends to vigorously defend these matters.

AT&T Wireless Litigation Several class-action lawsuits were filed in thetfisCourt for the Southern District of New
York against ATTC asserting claims under the feldezaurities laws in connection with the offerifg”WE tracking stock i
April 2000 (In re AT&T Corp. Securities Litigation The plaintiffs had demanded damages in exce$8,400 related to the
offering of AWE tracking stock. In April 20086, thparties agreed to settle the litigation for $156 #ire Court approved the
settlement in October 2006.

Liquidity and Capital Resources

We had $2,418 in cash and cash equivalents avaiddtibecember 31, 2006. Cash and cash equivatehisied cash of
$1,324, money market funds of $357 and other cqsivalents of $737. The increase in cash and cgsivaents of nearly
$1,200 since December 31, 2005 was primarily peidy cash receipts from operations and the nétrezeived upon our
acquisition of BellSouth and cash received fromghle of non-strategic real estate and other asHetse inflows were
partially offset by cash used to meet the needseobusiness including, but not limited to, paymefindperating expenses,
funding capital expenditures, dividends to stocklbas, repayment of debt, repurchase of treasumgshaet cash provided to
AT&T Mobility and increased cash tax payments. Vi&edss many of these factors in detail below.

Cash Provided by or Used in Operating Activities

During 2006, our primary source of funds was casmfoperating activities of $15,615 compared t0,$12 in 2005.
Operating cash flows increased primarily due tinarease in net income of more than $2,500 andiaddi cash provided
by the ATTC acquisition, partially offset by incseal tax payments of $739 in 2006. Tax payments higher primarily due
to increased income before income taxes. Tax paismer2006 include a refund from the completionhef ATTC federal
income tax audit covering 1997-2001. The 2006 w@yaents include amounts related to prior-year axthabilities. The
timing of cash payments for income taxes, whiocagerned by the IRS and other taxing jurisdictiomd, differ from the
timing of recording tax expense and deferred inctemes, which are reported in accordance with GAAP.

During 2005, our primary source of funds was casmfoperating activities of $12,974 compared t0,$30 in 2004.
Operating cash flows increased in 2005 compar@d@d primarily due to retirement benefit funding$a,232 in 2004,
partially offset by increased tax payments in 200%$1,224. The 2005 increased tax payments werglynalated to prior-
year accrued liabilities. We also made advancg#xnents, which we consider to be a refundable sigfio a certain state
jurisdiction.

Cash Used in or Provided by Investing Activities
During 2006, cash used for investing activitiessisted of:
e $8,320 in construction and capital expenditures.

o $1,089 of net funding for AT&T Mobility’s capitalral operating requirements in accordance with tiragef our
agreement with AT&T Mobility and BellSout

o $285 related to the acquisition of USinternetwogkimmc., which provides managed enterprise softaarkon-
demand services, net of cash recei
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o $130 related to the acquisition of Comergent, iwthich provides Interndtased services related to services offere
our Sterling subsidian

e $62 related to an investment in 2Wire Inc., a pgelyaheld company that provides services relate@rgject
Lightspeed

o $50 related to the acquisition of Nistevo Corpamtiwhich provides Internet-based services forSterling
subsidiary

During 2006, cash provided by our investing aagsifprimarily consisted of:
o $898in cash received upon closing our acquisibibBellSouth, net of merger acquisition costs.

o $567 of proceeds from real estate sale-leasebakactions.
o $189 related to the sale of securities and othsstas

To provide high-quality communications service®tm customers, we must make significant investmienpsoperty, plant
and equipment. The amount of capital investmeinifisenced by demand for services and productstimoeed growth and
regulatory considerations. Our capital expendittoésled $8,320 for 2006, $5,576 for 2005 and $5 /09 2004. Capital
expenditures in the wireline segment, which represksubstantially all of our capital expendituiasreased 50.4% in 2006,
reflecting the acquisition of ATTC, and 5.9% in 20@ur capital expenditures are primarily for oureline subsidiaries’
networks, Project Lightspeed, merger-integratiarjgmts and support systems for our long-distanoecse

Because of opportunities made available by theimoatl changing regulatory environment and our aitjoins of ATTC and
BellSouth, we expect that our capital expenditdioeshe next two years, which include wireless retnexpansion and
Project Lightspeed, will be in the mid-teens agacentage of consolidated revenue. We continugdeat spending to be
approximately $4,600 on our Project Lightspeedaitiite for network-related deployment costs andtehpxpenditures from
2006 through 2008, as well as additional custorngvation capital expenditures. During 2006 we s@gproximately
$1,500 on our Project Lightspeed initiative. We agmon budget for this overall target and expestend approximately
$3,100 during 2007 and 2008. These expendituresimeagase slightly if the programming and featwkthe video offering
expand or if additional network conditioning is végd. We expect that the business opportunitiedenaaailable, specifical
in the data/broadband area, will allow us to expamdproducts and services (see “U-verse ServRegdct Lightspeed)”
discussed in “Expected Growth Areas”).

We expect to fund 2007 capital expenditures forwiveline segment, which includes internationalrapiens, using cash
from operations and incremental borrowings, depemnadn interest rate levels and overall market doors.

As of December 31, 2006, our wireless segment (AT&dbility) spent $7,039 primarily for GSM/GPRS/EDGiEtwork
upgrades with their cash from operations, dispmsstiand, as needed, advances under the revoledd agreement with us
and BellSouth (see Note 14). During 2006, we madedvances to AT&T Mobility of $1,089 under theakring credit
agreement. Additionally, in November 2006, AT&T Miitly completed its purchase of 48 licenses of V@ss spectrum from
the FCC for $1,335. The upgrade, integration arghesgion of our wireless networks will continue éguire substantial
amounts of capital over the next several yearBpatih we expect these spending levels to declireesive have completed
most of our capital expenditures for our UMTS/HSD®#grade and the integration of our California retw In 2007, our
wireless capital expenditures should be in the fadeeible-digit range as a percent of our wirelesgnues for the integration
and expansion of its networks and the installatibdMTS/HSDPA technology in a number of markets. gtpect to fund
2007 capital expenditures for our wireless segmsintg cash from operations and incremental borrgsyidepending on
interest rate levels and overall market conditions.

The other segment capital expenditures were less2t0% of total capital expenditures in 2006. udeld in the other
segment are equity investments, which should Hefsedling as they are not direct AT&T operationsyedl as corporate ar
Sterling operations, which we expect to fund usiagh from operations. We expect to fund any dirgcdegment capital
expenditures using cash from operations.

Cash Used in or Provided by Financing Activities

We plan to fund our 2007 financing activities prithathrough cash from operations. We will continieeexamine
opportunities to fund our activities by issuing tlabfavorable rates in order to refinance someunfdebt maturities and with
cash from the disposition of certain other nontegia investments.
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We paid dividends of $5,153 in 2006, $4,256 in 2808 $4,141 in 2004, reflecting the issuance oftedl shares for the
ATTC acquisition and dividend increases. Divideddslared by our Board of Directors totaled $1.35gtwre in 2006, $1.
per share in 2005 and $1.26 per share in 2004ete®ber 2006, our Board of Directors approved %6rrease in the
regular quarterly dividend to $0.355 per share. @widend policy considers both the expectatiors @yuirements of
stockholders, internal requirements of AT&T andddrrm growth opportunities. It is our intent t@pide the financial
flexibility to allow our Board of Directors the oppunity to continue our historical approach toidend growth. All
dividends remain subject to approval by our BodrBicectors.

Our Board of Directors has authorized the repurelwisip to 400 million shares of AT&T common stottkis authorization
expires at the end of 2008. During 2006, we repased 84 million shares at a cost of $2,678. Wee @@ 2007 share
repurchase to total approximately $7,300. We hapenchased, and intend to continue to repurchhaees pursuant to plans
that comply with the requirements of Rule 10b5-1(ajler the Securities Exchange Act of 1934. In &atyr 2007, we issued
approximately $3,200 in long-term debt, part of pineceeds of which we intend to use to repurchaaees. We will fund our
additional share repurchases through a combinaficash from operations, borrowings, dependent uparket conditions,
and cash from the disposition of certain non-stfiatenvestments. See our “Issuer Equity Repurcliaabete for share
repurchase details in the fourth quarter of 2006.

At December 31, 2006, we had $9,733 of debt majusiithin one year, which included $5,214 of comnrpaper
borrowings, $4,414 of long-term debt maturities 8465 of bank borrowings. All of our commercial paporrowings are
due within 90 days. The availability of bank boriogs is contingent on the level of cash held by s@iour foreign
subsidiaries. We continue to examine our mix ofrshemd long-term debt in light of interest ratertds.

During 2006, debt repayments totaled $4,244 andisteu of:
e $4,040 related to debt repayments with interestsreanging from 5.75% to 9.50%, which included $a8dociated
with unwinding an interest rate foreign currencyapvon our Eur-denominated debt (see Note
o $148 related to called and put debt with interatgs ranging from 6.35% to 9.5%.

o $56 related to scheduled principal payments onratbbt and repayments of other borrowings.

In May 2006, we received net proceeds of $1,49h filee issuance of $1,500 of long-term debt comgjstii $900 of twoyeal
floating rate notes and $600 of 6.80%, 30-year bondturing in 2036.

We received net proceeds of $134 due to the unwngnaf our interest rate foreign currency swap egldb the repayment of
our Euro-denominated debt, mentioned previouslge (Sote 8)

In July 2006, we replaced our three-year $6,008itegreement with a five-year $6,000 credit agreeimvith a syndicate of
investment and commercial banks. The current ageaemiill expire in July 2011. The available credgliider this agreement
increased by an additional $4,000 when we completedcquisition of BellSouth. This incremental idadale credit is
intended to replace BellSouth’s $3,000 credit fggilvhich was terminated in January 2007. We hheeright to request the
lenders to further increase their commitments, (ia@se the available credit) up to an additioria0$0 provided no event of
default under the credit agreement has occurredaMéehave the right to terminate, in whole oramtpamounts committed
by the lenders under this agreement in excessyobatstanding advances; however, any such terndrammitments may
not be reinstated. Advances under this agreemepbmased for general corporate purposes, incluslipgport of commerci
paper borrowings and other short-term borrowindere is no material adverse change provision gavgthe drawdown of
advances under this credit agreement. This agrdernatains a negative pledge covenant, which requhat, if at any time
we or a subsidiary pledge assets or otherwise teamrien on its properties, advances under thiseagent will be ratably
secured, subject to specified exceptions. We masttain a debt-to-EBITDA (earnings before inter@stpme taxes,
depreciation and amortization, and other modifaaidescribed in the agreement) financial raticcoant of not more than
three-to-one as of the last day of each fiscaltquéor the four quarters then ended. We are inptmmce with all covenants
under the agreement. At December 31, 2006, we bdmbmowings outstanding under this agreement. (Bee 7)

Following the acquisition of BellSouth in Decem2&06, we agreed:
e To become a co-obligor on the $750 principal am@ub¥ senior notes due May 1, 2007, and on theD$2@incipal
amount 8.125% senior notes due May 1, 2012, ofligisued by AWE and on which AT&T Mobility is asa co-
obligor.
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« To unconditionally and irrevocably guarantee thgnpent of interest and principal for the $1,200 pipal amount of
floating rate notes of BellSouth due August 15,200'e do not have plans to materially change thparate
structures of BellSouth and AT&T Mobilit

o To unconditionally and irrevocably guarantee aligdtions under, including the payment of inter@stl principal on,
the $1,000 principal amount of annual put resetisiées issued by BellSouth due 2021, which weigioally issued
on April 27, 2001 with an annual put option. In &idth, we agreed to assume all of BellSouth’s répgrobligations
under these securitie

In February 2007, we received net proceeds of aapedely $3,150 from the issuance of $1,500 priacamount of floating-
rate notes due in 2010, $1,200 principal amout 875% notes due in 2056 and $500 principal amot5t625% notes due
in 2016.

Other

Our total capital consists of debt (long-term defd debt maturing within one year) and stockholdeggity. Our capital
structure does not include debt issued by ournatéznal equity investees. Total capital increa@@,076 in 2006 compared
to $17,791 in 2005. The 2006 total capital incremas primarily due to the purchase of BellSoutle (dete 2). For 2006, our
common stock outstanding and capital in excesapfalue increased by $60,850 and our current@mgiierm debt
increased by $29,226. The increase in total debtpwianarily due to acquired debt from BellSouth &F& T Mobility of
$28,321, an increase in commercial paper and sti@t-term borrowings of $3,649, debt issuanceklds00, partially offset
by debt repayments of $4,244 during 2006. Stocldrsldequity also increased due to our net inconteveas partially offset
by dividend payments and our repurchases of conshares through our stock repurchase program.

For 2005, our common stock outstanding and cajpitekcess of par value increased nearly $14,20®@andurrent and long-
term debt increased by $3,605. The increase ihdetat of $3,605 was primarily due to acquired detsn ATTC of $8,293
and debt issuances of $2,000, partially offsetdiyt depayments of $6,801 during 2005. Stockhold=gsity also increased
due to our net income and was partially offset ivyjdgénd payments and our repurchases of commorsliarough our stock
repurchase program.

Our debt ratio was 34.1%, 35.9% and 40.0% at Deeeidib, 2006, 2005 and 2004. The debt ratio is &fteby the same
factors that affect total capital. The primary taatontributing to the decline in our 2006 debiaatas the acquisition of
BellSouth, which increased our stockholders’ eqajiproximately 105% and our total long-term deb®6%6. The primary
factor that impacted our 2005 debt ratio was thpusition of ATTC, which increased stockholdersuiy and our total long-
term debt.

Contractual Obligations, Commitments and Contingenies

Current accounting standards require us to dis@asenaterial obligations and commitments to makirtgre payments
under contracts, such as debt and lease agreerardtander contingent commitments, such as debagtees. We
occasionally enter into third-party debt guaranteesthey are not, nor are they reasonably likelpecome material. We
disclose our contractual long-term debt repaymeéligations in Note 7 and our operating lease paymenNote 5. Our
contractual obligations do not include expectedspenand postretirement payments as we maintaisigefunds and
Voluntary Employee Beneficiary Association trustully or partially fund these benefits (see Na@). In the ordinary
course of business we routinely enter into commaéommmitments for various aspects of our operatisoch as plant
additions and office supplies. However, we do redtelve that the commitments will have a materié@&fon our financial
condition, results of operations or cash flows.

Our contractual obligations as of December 31, 2866in the following table. The purchase obligiasi that follow are thos
for which we have guaranteed funds and will be &chdith cash provided by operations or throughenental borrowings.
The minimum commitment for certain obligations &sbd on termination penalties that could be pa&kiiothe contract.
Since termination penalties would not be paid eyear, such penalties are excluded from the t&itleer long-term
liabilities were included in the table based onythar of required payment or an estimate of the gepayment. Such
estimate of payment is based on a review of pastf for these items, as well as a forecast ofdudativities. Certain items
were excluded from the following table as the yafgpayment is unknown and could not be reliablynested since past
trends were not deemed to be an indicator of fytagement.

Substantially all of our purchase obligations areur wireline and wireless segments. The table do¢ include the fair
value of our interest rate swaps. Our capital ledsigations have been excluded from the tabletdube immaterial value at
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December 31, 2006. Many of our other noncurrenilliees have been excluded from the following &bue to the
uncertainty of the timing of payments, combinedhifie absence of historical trending to be usesl@®dictor of such
payments. Additionally, certain other long-ternblidgies have been excluded since settlement atf $iabilities will not
require the use of cash. However, we have inclunlé¢ie following table, obligations which primaritglate to benefit fundir
and severance due to the certainty of the timinthese future payments. Our other long-term libdiare: deferred income
taxes (see Note 9) of $27,406; postemployment litestafgations (see Note 10) of $28,901; unamodimevestment tax
credits of $181; and other noncurrent liabilitié$8,061, which included deferred lease revenuen foorr agreement with
American Tower of $568 (see Note 5).

Payments Due By Period

Less than 1 More than 5
Contractual Obligations Total Year 1-3Years 3-5Years Years
Long-term debt obligations $ 51863 $ 4400 $ 9814 $ 9,738 $ 27,911
Commercial paper obligations 5,214 5,214 - - -
Other short-term borrowings 105 105 - - -
Operating lease obligations 14,296 1,961 3,206 2,382 6,747
Purchase ob|igati0r%3 5,797 2,564 2,100 802 331
Other long-term obligatiorfs 2,865 632 1,181 755 297
Retirement benefit funding obligation 1,000 - 1,000 - -
Severance obligations 980 902 78 - -
Total Contractual Obligatior $ 82120 $ 15778 $ 17,379 $ 13677 $ 35,286

-

The impact of premiums/discounts and derivatistruments included in debt amounts on the balaheet are excluded from the table.

N

We have contractual obligations to utilize netwfarilities from local exchange carriers with tergreater than one year. Since the contracts haw@mimum
volume requirements and are based on an ita&meship of volumes and discounted rates, wesagskeour minimum commitment based on penaltiesitahe
contracts, assuming that we had exited theraotston December 31, 2006. At December 31, 2b@6pénalties we would have incurred to exit athefse
contracts would have been $897. These termimégies could be $623 in 2007, $413 in the aggecigat2008 and 2009 and $4 for 2010, assumingathabntracts
are exited. These termination fees are excltied the above table as the fees would not be @agdy year and the timing of such payments, if @wuncertain

We calculated the minimum obligation for certagreements to purchase goods or services basednoination fees that can be paid to exit the cehtibwe elec

w

to exit these contracts, termination fees foswech contracts in the year of termination cobédapproximately $244 in 2007, $336 in the aggeefmt2008 and
2009, $140 in the aggregate for 2010 and 20d1$8 in the aggregate, thereafter. Certain tertiwindees are excluded from the above table agett®would not k

paid every year and the timing of such paymehgsy, is uncertair
Other long-term obligations includes commitmenith local exchange carriers for dedicated leasesh!

~

Market Risk

We are exposed to market risks primarily from cleanign interest rates and foreign currency exchaaigs. In managing
exposure to these fluctuations, we may engagerinushedging transactions that have been authbezeording to
documented policies and procedures. On a limitstpae use certain derivative financial instrurseirtcluding foreign
currency exchange contracts and combined intesesforeign currency contracts to manage these.risfe do not use
derivatives for trading purposes, to generate ireomo engage in speculative activity. Our capitats are directly linked
financial and business risks. We seek to managpdtential negative effects from market volatiigd market risk. The
majority of our financial instruments are mediumddong-term fixed rate notes and debentures. &aticins in market
interest rates can lead to significant fluctuationthe fair value of these notes and debentutés olur policy to manage our
debt structure and foreign exchange exposure ieragadmanage capital costs, control financial reskd maintain financial
flexibility over the long term. Where appropriatee will take actions to limit the negative effeétimterest and foreign
exchange rates, liquidity and counterparty riskstockholder value.

We enter into foreign currency contracts to minienir exposure to risk of adverse changes in coyrerchange rates. We
are subject to foreign exchange risk for foreigrrency-denominated transactions, such as debtdsseeognized payables
and receivables and forecasted transactions. Aémber 31, 2006, our foreign currency exposures weneipally Euros,
British pound sterling, Danish krone and Japanese Y
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Quantitative Information About Market Risk

In order to determine the changes in fair valuewfvarious financial instruments, we use certaiarfcial modeling
techniques. We apply rate-sensitivity changes tirég our interest rate swap transactions and &odwate sensitivity to our
foreign currency-forward contracts.

The changes in fair value, as discussed belownassioe occurrence of certain market conditionsctvisbuld have an
adverse financial impact on AT&T and do not repnégeojected gains or losses in fair value thaewgeect to incur. Future
impacts would be based on actual developmentoimagifinancial markets. We do not foresee any figant changes in the
strategies used to manage interest rate risk,giomirrency rate risk or equity price risk in theanfuture.

Interest Rate SensitivityThe principal amounts by expected maturity, averagest rate and fair value of our liabilitiest
are exposed to interest rate risk are describ&tbtes 7 and 8. Following are our interest ratevadgiies, subject to interest
rate risk as of December 31, 2006. The interestrdlustrated in the interest rate swaps sectidhetable below refer to the
average expected rates we would receive and thhagevexpected rates we would pay based on theactsitiThe notional
amount is the principal amount of the debt sulijethe interest rate swap contract$e net fair value asset (liability)
represents the amount we would receive or pay ihagexited the contracts as of December 31, 2006.

Maturity

Fair
After Value
2007 2008 2009 2010 2011 2011 Total 12/31/06

Interest Rate Derivatives

Interest Rate Swaps:

Receive Fixed/Pay Variable
Notional Amount

- $1,250 $2,000 $3,250 $(36)

Variable Rate Payab[’e 6.3% 6.1% 6.1% 6.2% 6.2% 6.0%
Weighted-Average Fixed
Rate Receivable 6.0% 6.0% 6.0% 6.0% 6.0% 5.9%

1 Interest payable based on current and implieadtd rates for Three or Six Month LIBOR plus aesat ranging between approximately 64 and 170
basis points

We had fair value interest rate swaps with a natiealue of $5,050 at December 31, 2006, and $4a2Bcember 31, 20C
with a net carrying and fair value liability of $8dd $16, respectively. In 2006, we had $1,006waips mature related to our
repayment of the underlying security. The netVaiue liability at December 31, 2006, was compriggd liability of $86 an
an asset of $6. The net fair value liability at B@ber 31, 2005, was comprised of a liability of $88l an asset of $17.

Included in the fair value interest rate swap nuiosalue for 2006 were interest rate swaps witlotgonal amount of $1,800,
which was acquired as a result of our acquisitibBedlSouth on December 29, 2006. These swaps uemund in January
2007 and are therefore excluded from the sensitiahle above.

Foreign Exchange Forward ContractsThe fair value of foreign exchange contracts igexttto changes in foreign currency
exchange rates. For the purpose of assessingispisht, we use a sensitivity analysis to detemihe effects that market
risk exposures may have on the fair value of auarftial instruments and results of operations. &rfopm the sensitivity
analysis, we assess the risk of loss in fair valtes the effect of a hypothetical 10% change mvhlue of foreign currenci
(negative change in the value of the U.S. dolesuming no change in interest rates. See Notéh® toonsolidated financial
statements for additional information relating tdianal amounts and fair values of financial instants.

For foreign exchange forward contracts outstandingecember 31, 2006, assuming a hypothetical 1€8¢ediation of the
U.S. dollar against foreign currencies from thevping foreign currency exchange rates, the faiue of the foreign
exchange forward contracts (net liability) would/eéalecreased approximately $30. Because our foesighange contracts
are entered into for hedging purposes, we belieatthese losses would be largely offset by gamthe underlying
transactions.
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The risk of loss in fair values of all other fingaddnstruments resulting from a hypothetical 10B&iege in market prices was
not significant as of December 31, 2006.

Qualitative Information About Market Risk

Foreign Exchange RiskFrom time to time, we make investments in busiresséoreign countries, are paid dividends and
receive proceeds from sales or borrow funds inigoreurrency. Before making an investment, or iticgmation of a foreign
currency receipt, we often will enter into forwdadeign exchange contracts. The contracts are tasprbvide currency at a
fixed rate. Our policy is to measure the risk ofede currency fluctuations by calculating the ptigg dollar losses resulting
from changes in exchange rates that have a redsgoalbability of occurring. We cover the expostirat results from
changes that exceed acceptable amounts. We dpemilate in foreign exchange markets.

We have also entered into foreign currency corgrectninimize our exposure to risk of adverse cleang currency
exchange rates. We are subject to foreign exchasigéor foreign currency-denominated transactiaush as debt issued,
recognized payables and receivables and forecasieshctions. At December 31, 2006, our foreigmengy exposures were
principally Euros, British pound sterling, Danistoke and Japanese Yen.

Interest Rate RiskWe issue debt in fixed and floating rate instrursehiterest rate swaps are used for the purpose of
controlling interest expense by managing the mifixafd and floating rate debt. Interest rate fomvaontracts are utilized to
hedge interest expense related to debt financirgd@not seek to make a profit from changes imésterates. We manage
interest rate sensitivity by measuring potentiat@ases in interest expense that would result &qrobable change in inter
rates. When the potential increase in interestes@exceeds an acceptable amount, we reduce mglgththe issuance of
fixed rate (in lieu of variable rate) instrumenigldhe purchase of derivatives.

Issuer Equity Repurchases

On March 4, 2006, our Board of Directors authorigtezlrepurchase of up to 400 million shares of AT@&Mmmon stock; this
authorization expires at the end of 2008. Durirgfthurth quarter of 2006, we repurchased 39.2 onilihares at a cost of
$1,319. Under this repurchase plan, we repurch®2g¥8 in shares during 2006. We expect our condiing’back for 2006
and 2007 to total $10,000 at the end of 2007. We hepurchased, and intend to continue to repuestsimres pursuant to
plans that comply with the requirements of Rule5t@fc) under the Securities Exchange Act of 1934.Wll fund our share
repurchases through a combination of cash fromadipers, borrowings, dependent upon market conditiand cash from the
disposition of certain non-strategic investments.

Total Number of
Shares Purchased as Maximum Number of

Total Number Average Part of Publicly Shares that May Yet Be
of Shares  Price Paid Announced Plans or Purchased Under the

Purchase Peric Purchase:  per Sharé Programs Plans or Programr
October 2, 2006 —
October 31, 200 12,600,00C $ 33.0% 12,600,00( 342,430,00(
November 1, 2006 —
November 30, 200 13,832,81¢ $ 33.28 13,832,81¢ 328,597,18¢
December 1, 2006 —
December 20, 20C 12,765,06¢ $ 34.64 12,765,06¢ 315,832,11¢
Total 39,197,88< $ 33.6% 39,197,88¢ 315,832,11¢

1 Average Price Paid per Share excludes transactists.c
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Stock Performance Graph

Comparison of Five Year Cumulative Total Return
AT&T Inc., S&P 500 Index, Peer Group, and S&P 500 htegrated Telecom Index
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The comparison above assumes $100 invested on Dec&t, 2001, in AT&T common stock, Standard & Po600 Index
(S&P 500), Standard & Poor's 500 Integrated Teletmiex (Telecom Index) and a Peer Group of othgeld).S.
telecommunications companies (BellSouth and Ve)izbhe index of telecommunications companies (Breup) is
weighted according to the market capitalizatioit®tomponent companies at the beginning of eadbgeAs a result of the
acquisition of BellSouth on December 29, 2006,Rber Group will no longer represent multiple indegent companies, so
we have adopted the Telecom Index to represent aa@hfe companies. Total return equals stock pppeeiation plus
reinvestment of dividends on a quarterly basis.

Certification by the Chief Executive Officer

As required under the rules of the New York Stogktange (NYSE), our chief executive officer hasdiiyrsubmitted to the
NYSE his annual certification that he is not awafrany violation by the company of NYSE corporategrnance standarc
Also as required under the rules of the NYSE, resadee advised that the certifications requiredenr@kction 302 of the
Sarbanes-Oxley Act of 2002 are not included in thport but instead are included as exhibits toAnmual Report on Form
10-K for 2006.

Risk Factors

In addition to the other information set forth st document, including the matters contained uttdeicaption “Cautionary
Language Concerning Forward-Looking Statements,i’stwould carefully read the matters described bele believe that
each of these matters could materially affect ausiriess. We recognize that most of these facterbeyond our ability to
control and therefore to predict an outcome. Actwlgt, we have organized them by first addressiegegal factors, then
industry factors and, finally, items specificallypdicable to us.
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Adverse changes in medical costs and the U.S. aratdign securities markets and interest rates couldhaterially
increase our benefit plan costs.

Our pension and postretirement costs are subjectteases, primarily due to continuing increasemédical and prescriptit
drug costs and can be affected by lower retursior years on funds held by our pension and dbleeefit plans, which are
reflected in our financial statements over sevgears. Investment returns on these funds depegéljyaon trends in the U.S.
and foreign securities markets and the U.S. econtmugalculating the annual costs included on arfcial statements of
providing benefits under our plans, we have madeiceassumptions regarding future investment retumedical costs and
interest rates. If actual investment returns, madiosts and interest rates are worse than thesgopsly assumed, our ann
costs will increase.

The FASB required companies to recognize the furstigitis of defined benefit pension and postretirgrpkans as an asset
liability in our statement of financial position@to recognize changes in that funded status irye¢he in which the changes
occur through comprehensive income. Thereforenarease in our costs will have a negative effeatrbalance sheet.

Changes in available technology could increase comiition and our capital costs.

The telecommunications industry has experienceid @anges in the last several years. The developafavireless, cable
and IP technologies has significantly increasecctimmercial viability of alternatives to traditidnaireline telephone servic
and enhanced the capabilities of wireless netwdnksrder to remain competitive, we have beguneplay a more
sophisticated wireline network and continue to dg@ more sophisticated wireless network, as veeteaearch other new
technologies. If the new technologies we have atbpt on which we have focused our research effaittto be cost-
effective and accepted by customers, our abilityetnain competitive could be materially adverséfgaed.

Changes to federal, state and foreign government gellations and decisions in regulatory proceedingsocild materially
adversely affect us.

Our wireline subsidiaries are subject to significieuieral and state regulation while many of ounpetitors are not. In
addition, our subsidiaries and affiliates operatogside the U.S. are also subject to the jurigzhabdf national regulatory
authorities in the market where service is providedr wireless subsidiaries are regulated to vardiegrees by the FCC and
some state and local agencies. The adoption ofregulations or changes to existing regulationsdsignificantly increase
our costs, which either would reduce our operatiraggins or potentially increase customer turnoheutd we attempt to
increase prices to cover our increased costs.ditiad, the development of new technologies, siuclPabased services, has
created or potentially could create conflictingutegion between the FCC and various state and bglorities, which may
involve lengthy litigation to resolve and may résoloutcomes unfavorable to us.

Increasing competition in our wireline markets coutl adversely affect wireline operating margins.

We expect competition in the telecommunicationsigtdy to continue to intensify. We expect this cetitipn will continue
to put pressure on pricing, margins and custontenten. A number of our competitors that rely @amparable alternatives
(e.g., wireless, cable and VolP) are typically sabjo less (or no) regulation than our wirelinbsidiaries and therefore are
able to operate with lower costs. These competétss have cost advantages compared to us, dwtitopa non-unionized
workforce, lower employee benefits and fewer resréas most of the competitors are relatively nempanies). We believe
such advantages can be offset by continuing teass the efficiency of our operating systems anichipyoving employee
training and productivity; however, there can begnarantee that our efforts in these areas witiuzeessful.

Increasing competition in the wireless industry cold adversely affect AT&T Mobility’s operating results.

On average, AT&T Mobility has three to four othdreless competitors in each of its service areascampetes for
customers based principally on price, service oftg, call quality, coverage area and customerigarin addition, AT&T
Mobility is likely to experience growing competitidrom providers offering services using alternativireless technologies
and IP-based networks as well as traditional wieehetworks. AT&T Mobility expects intense industigmpetition and
market saturation may cause the wireless industyssomer growth rate to moderate in comparisoh higtorical growth
rates. This competition will continue to put pregsan pricing and margins as companies competedintial customers.
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AT&T Mobility’s ability to respond will depend, anmg other things, on continued improvement in nekwgprality and
customer service and effective marketing of ativagbroducts and services. These efforts will imeadignificant expenses
and require strategic management decisions ontirmetl implementation of equipment choices, mamngfplans and
financial budgets.

Equipment failures, natural disasters and terroristattacks may materially adversely affect our operdbns.

Major equipment failures or natural disasters,udilg severe weather, terrorist acts or other lresof network or IT
security that affect our wireline and wireless natks, including telephone switching offices, miceo links, third-party
owned local and long distance networks on whichrelg our cell sites or other equipment, could haveaterial adverse
effect on our operations. While we have insurarmeage for some of these events, our inabilityterate our wireline or
wireless systems, even for a limited time periodymesult in significant expenses, a loss of custgror impair our ability to
attract new customers, which could have a matadaérse effect on our business, results of opermaad financial
condition.

The success of our Project Lightspeed broadband itiétive will depend on the timing, extent and cosbf deployment;
the development of attractive and profitable servie offerings; the extent to which regulatory, franclise fees and build-
out requirements apply to this initiative; and theavailability and reliability of the various technologies required to
provide such offerings.

The trend in telecommunications technology is i@t §ftom the traditional circuit- and wire-baseatkmology to IP-based
technology. IP-based technology can transport vaimkdata, as well as video, from both wired aneéless networks. IP-
based networks also potentially cost less to opethan traditional networks. Our competitors, mahwhich are newer
companies, are deploying this IP-based technologgrder to continue to offer attractive and conitpetly priced services,
we are deploying a new broadband network to offebdsed voice, data and video services. Using aaneigophisticated
technology on a very large scale entails risksatsd presents opportunities to expand serviceinfferto customers. Should
deployment of our network be delayed or costs exes@ected amounts, our margins would be advesstdgted and such
effects could be material. Should regulatory regmignts be different than we anticipated, our depkyt could be delayed,
perhaps significantly, or limited to only those gegphical areas where regulation is not burdensameddition, should the
delivery of services expected to be deployed ometwork be delayed due to technological or regmatonstraints,
performance of suppliers, or other reasons, octisé¢ of providing such services becomes higher éxpected, customers
may decide to purchase services from our compstitainich would adversely affect our revenues andying, and such
effects could be material.

Our acquisition of ATTC may not be integrated succssfully; the expected cost-savings and any otherrssrgies from
the acquisition may take longer to realize than exgcted or may not be fully realized; and disruptiorfrom the
acquisition may adversely affect our relationshipsvith customers, employees, suppliers and other paes.

We acquired ATTC in November 2005 in order to cambATTC'’s global systems capabilities, businessgmarnment
customers and IP-based business with our localaegeh broadband and wireless services and to gretatial cossavings
revenue synergies, technological development amet dienefits. To date, the integration of ATS®Uusinesses has procee
on schedule and within our budget assumptions. 8¥e hot experienced any significant customer opkeipdisruptions.
However, this process is lengthy and we expectithetl continue to involve significant managemeattention. We also
expect to continue to incur substantial expendasectto the integration of ATTC. We must integrat@rge number of
systems, both operational and administrative. Theegration expenses have resulted in our takignjficant charges agair
earnings, both cash and noncash, primarily fromathertization of intangibles and one-time impairtse®elays in this
process could have a material adverse effect onemenues, expenses, operating results and fiamwidition. In addition,
events outside of our control, including changestate and federal regulation and laws as weltas@nic trends, also could
adversely affect our ability to integrate ATTC, awth effects could be material.
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The impact of our year-end acquisition of BellSouthincluding the risk that the businesses will not & integrated
successfully; the risk that the cost-savings and grother synergies from the acquisition may take loger to realize than
expected or may not be fully realized; and disruptin from the acquisition may make it more difficultto maintain
relationships with customers, employees or supplisr

We acquired BellSouth in order to streamline th@emship and operations of AT&T Mobility and to comédthe AT&T
Mobility, BellSouth and AT&T IP networks into a gite IP network; to speed the deployment, and aefawest, of next-
generation IP video and other services; to probiggness customers with the benefits of combinifigRs national and
international networks and services with BellSositlocal exchange and broadband services; and ategpetential cost-
savings, technological development and other beneéfthieving these results will depend in parsancessfully integrating
three large corporations, which could involve sligant management attention and create uncertaifatireemployees.
Additionally, we and AT&T Mobility are already imé process of integrating previous acquisitiondstainty among
employees could adversely affect our ability toeatt and retain key employees. Diversion of attenfrom ongoing
operations on the part of management and emplayaeéd adversely affect our customers, suppliersathdr parties with

could adversely affect our revenues and earningsaMb expect to incur substantial expenses refatét integration of
these companies. We must integrate a large nunilsgstems, both operational and administrative s€hategration
expenses may result in our taking significant cham@gainst earnings, both cash and noncash, pisirfrarn the amortization
of intangibles. Delays in this process could haweagerial adverse effect on our revenues, expeonpesating results and
financial condition. In addition, events outsideoof control, including changes in state and feldegulation and laws as
well as economic trends, also could adversely affacability to realize the expected benefits fribns acquisition.
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CAUTIONARY LANGUAGE CONCERNING FORWARD -LOOKING STATEMENTS

Information set forth in this report contains fordidooking statements that are subject to riskswamkrtainties, and actual
results could differ materially. Many of these fastare discussed in more detail in the “Risk Fattsection. We claim the
protection of the safe harbor for forward-lookirigtements provided by the Private Securities LitigaReform Act of 1995.

The following factors could cause our future restdt differ materially from those expressed infihavard-looking
statements:

Adverse economic changes in the markets served by in countries in which we have significant istreents.
Changes in available technology and the effecsioh changes including product substitutions ampdogenent costs.

Increases in our benefit plans’ costs includingeases due to adverse changes in the U.S. andriecurities markets,
resulting in wors-thar-assumed investment returns and discount ratesadwretse medical cost tren:

The final outcome of Federal Communications Comioisproceedings and reopenings of such proceedindgudicial
review, if any, of such proceedings, including &suelating to access charges, broadband deploym#nindled loop
and transport elements and wireless serv

The final outcome of regulatory proceedings ingtaes in which we operate and reopenings of statepdings, and
judicial review, if any, of such proceedings, irdihg proceedings relating to interconnection teracsgess charge
universal service, UNE-Ps and resale and wholeaggs, broadband deployment including Project Isgééd,
performance measurement plans, service standaddsadfic compensatior

Enactment of additional state, federal and/or fpreegulatory and tax laws and regulations pemaitd our subsidiaries
and foreign investment

Our ability to absorb revenue losses caused bgasing competition, including offerings using altgtive technologies
(e.g., cable, wireless and VolIP), and our abibityrtaintain capital expenditure

The extent of competition and the resulting pressur access line totals and wireline and wirel@ssating margins.

Our ability to develop attractive and profitableguct/service offerings to offset increasing coritjget in our wireline
and wireless market

The ability of our competitors to offer productigee offerings at lower prices due to lower costictures and regulatory
and legislative actions adverse to us, includiagestegulatory proceedings relating to UNE-Ps amttegulation of
comparable alternative technologies (e.g., Vc

The timing, extent and cost of deployment of owjéut Lightspeed initiative; the development ofattive and profitabl
service offerings; the extent to which regulatdranchise fees and build-out requirements apptpiwinitiative, and; the
availability, cost and/or reliability of the varistiechnologies and/or content required to providd ®fferings

The outcome of pending or threatened litigationuding patent claims against third parties doingibess with us.

The impact on our networks and business of majoipaeent failures, severe weather conditions, natlisasters or
terrorist attacks

The issuance by the Financial Accounting StandBadsd or other accounting oversight bodies of neeoanting
standards or changes to existing stand:

The issuance by the Internal Revenue Service astHte tax authorities of new tax regulations @ngfes to existing
standards and actions by federal, state or loga@gancies and judicial authorities with respeagplying applicable tax
laws and regulations; and the resolution of dispuigh any taxing jurisdiction:

Our ability to adequately fund our wireless opemnadi, including access to additional spectrum; netwpgrades and
technological advancemen

The impact of our acquisition of BellSouth, inclodithe risk that the businesses will not be intiegtauccessfully; the
risk that the cost savings and any other synefgies the acquisition may take longer to realizenteapected or may not
be fully realized; and the disruption from the asiion may make it more difficult to maintain rétanships with
customers, employees or suppli¢

The impact of our acquisition of ATTC, includingethisk that the businesses will not be integratedtassfully; the risk
that the cost savings and any other synergies fhenacquisition may not be fully realized or maketéonger to realize
than expected; disruption from the integration pescmaking it more difficult to maintain relatioshwith customers,
employees or suppliers; and competition and itscefbn pricing, spending, th-party relationships and revenu
Changes in our corporate strategies, such as afngiwork requirements or acquisitions and digfpos, to respond to
competition and regulatory, legislative and tecbgalal development:

Readers are cautioned that other factors discusghis report, although not enumerated here, eadd materially affect our
future earnings.
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AT&T Inc.

Consolidated Statements of Incom
Dollars in millions except per share amounts

2006 2005 2004

Operating Revenues
Voice $ 33,908 24,484 $ 23,553
Data 18,068 10,734 9,046
Wireless service 192 - -
Directory 3,621 3,625 3,665
Other 7,266 4,921 4,469
Total operating revenues 63,055 43,764 40,733
Operating Expenses
Cost of sales (exclusive of depreciation and ammatitin

shown separately below) 27,349 19,009 17,361
Selling, general and administrative 15,511 10,944 9,907
Depreciation and amortization 9,907 7,643 7,564
Total operating expenses 52,767 37,596 34,832
Operating Income 10,288 6,168 5,901
Other Income (Expense,
Interest expense (1,843) (1,456) (1,023)
Interest income 377 383 492
Equity in net income of affiliates 2,043 609 873
Other income (expense) — net 16 14 922
Total other income (expense) 593 (450) 1,264
Income Before Income Taxe: 10,881 5,718 7,165
Income taxes 3,525 932 2,186
Income From Continuing Operations 7,356 4,786 4,979
Income From Discontinued Operations, net of tax - - 908
Net Income $ 7,356 4786 $ 5,887
Earnings Per Common Share

Income From Continuing Operations $ 1.89 142 $ 1.50

Net Income $ 1.89 142 $ 1.78
Earnings Per Common Share— Assuming Dilution:

Income From Continuing Operations $ 1.89 142 $ 1.50

Net Income $ 1.89 142  $ 1.77

The accompanying notes are an integral part ofdmsolidated financial statemer



AT&T Inc.

Consolidated Balance Sheet
Dollars in millions except per share amounts

December 31,

2006 2005

Assets
Current Assets
Cash and cash equivalents $ 2418 $ 1,224
Accounts receivable - net of allowances for unatilges of $1,276 and $1,176 16,194 9,351
Prepaid expenses 1,477 1,029
Deferred income taxes 3,034 2,011
Other current assets 2,430 1,039
Total current assets 25,553 14,654
Property, Plant and Equipment — Net 94,596 58,727
Goodwill 67,657 14,055
Intangible Assets — Net 59,740 8,503
Investments in Equity Affiliates 1,995 2,031
Investments in and Advances to AT&T Mobility - 31,404
Postemployment Benefit 14,228 12,666
Other Assets 6,865 3,592
Total Assets $ 270,634 $ 145,632
Liabilities and Stockholders’ Equity
Current Liabilities
Debt maturing within one ye: $ 9,733 % 4,455
Accounts payable and accrued liabilities 25,508 17,088
Accrued taxes 3,026 2,586
Dividends payable 2,215 1,289
Total current liabilities 40,482 25,418
Long-Term Debt 50,063 26,115
Deferred Credits and Other Noncurrent Liabilities
Deferred income taxes 27,406 15,713
Postemployment benefit obligation 28,901 18,133
Unamortized investment tax credits 181 209
Other noncurrent liabilities 8,061 5,354
Total deferred credits and other noncurrent li&ibgi 64,549 39,409
Stockholders’ Equity
Common shares ($1 par value, 7,000,000,000 auttbrigsued

6,495,231,088 at December 31, 2006 and 4,065,08&BDecember 31, 2005) 6,495 4,065
Capital in excess of par value 91,352 27,499
Retained earnings 30,375 29,106
Treasury shares (256,484,793 at December 31, 2006

and 188,209,761 at December 31, 2005, at cost) (7,368) (5,406)
Additional minimum pension liability adjustment - (218)
Accumulated other comprehensive income (5,314) (356)
Total stockholders’ equity 115,54C 54,690
Total Liabilities and Stockholders’ Equity $ 270,634 $ 145,632

The accompanying notes are an integral part o€dinsolidated financial statemer
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AT&T Inc.

Consolidated Statements of Cash Flow
Dollars in millions, increase (decrease) in casheash equivalents

2006 2005 2004
Operating Activities
Net income $ 7356 $ 4,786 $ 5,887
Adjustments to reconcile net income to net cashigen
by operating activities
Depreciation and amortization 9,907 7,643 7,564
Undistributed earnings from investments in equifiliates (1,946) (451) (542)
Provision for uncollectible accounts 586 744 761
Amortization of investment tax credits (28) (21) (32)
Deferred income tax (benefit) expense (87) (658) 646
Net gain on sales of investments (20) (135) (939)
Income from discontinued operations, net of tax - - (908)
Retirement benefit funding - - (2,232)
Changes in operating assets and liabilities:
Accounts receivable 519 (94) 282
Other current assets 30 34 (102)
Accounts payable and accrued liabilities (2,213) 74 408
Stock-based compensation tax benefit (18) ?3) (5)
Other — net 1,519 1,055 162
Total adjustments 8,259 8,188 5,063
Net Cash Provided by Operating Activities 15,615 12,974 10,950
Investing Activities
Construction and capital expenditures (8,320) (5,576) (5,099)
Receipts from (investments in) affiliates — net (1,104) 2,436 (22,660)
Dispositions 756 526 6,672
Acquisitions, net of cash acquired 368 1,504 (74)
Purchases of held-to-maturity securities - - (135)
Maturities of held-to-maturity securities 3 99 499
Proceeds from note repayment - 37 50
Other 4 - -
Net Cash Used in Investing Activities (8,293) (974) (20,747)
Financing Activities
Net change in short-term borrowings with original
maturities of three months or le 3,649 (4,119) 3,398
Repayment of other short-term borrowings 2 - -
Issuance of long-term debt 1,491 1,973 6,461
Repayment of long-term debt (4,242) (2,682) (881)
Purchase of treasury shares (2,678) (1,843) (448)
Issuance of treasury shares 589 432 216
Repurchase of preferred shares of subsidiaries - (728) -
Dividends paid (5,153) (4,256) (4,141)
Stock-based compensation tax benefit 18 3 5
Other 200 (6) -
Net Cash (Used in) Provided by Financing Activitie: (6,128) (11,226) 4,610
Net increase (decrease) in cash and cash equisdtent continuing
operations 1,194 774 (5,187)
Net Cash Used in Operating Activities from Discontiued Operations - (310) (256)
Net Cash Provided by Investing Activities from Disontinued Operations - - 1,397
Net increase (decrease) in cash and cash equisalent 1,194 464 (4,046)
Cash and cash equivalents beginning of year 1,224 760 4,806
Cash and Cash Equivalents End of Yea $ 2418 $ 1224 % 760

The accompanying notes are an integral part ofdmsolidated financial statements.
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2006 2005 2004
Shares Amount Shares  Amount Shares Amount
Common Stock
Balance at beginning of year 4,065 $ 4,065 3433 $ 3,433 3433 $ 3,433
Issuance of shares 2,430 2,430 632 632 - -
Balance at end of year 6,495 $ 6,495 4,065 $ 4,065 3433 $ 3,433
Capital in Excess of Par Value
Balance at beginning of year $ 27,499 $ 13,350 $ 13,556
Issuance of shares 63,637 14,087 (315)
Stock based compensation 216 62 109
Balance at end of year $ 91,352 $ 27,499 $ 13,350
Retained Earnings
Balance at beginning of year $ 29,106 $ 28,806 $ 27,089
Net income ($1.89, $1.42 and $1.78 per share) 7,356 4,786 5,887
Dividends to stockholders ($1.35, $1.30 and $1&6share) (6,079) (4,480) (4,170)
Other (8) (6) -
Balance at end of year $ 30,375 $ 29,106 $ 28,806
Treasury Shares
Balance at beginning of year (188) $ (5,406) (132) $ (4,535) (128) $ (4,698)
Purchase of shares (84) (2,678) (76) (1,843) 17) (448)
Issuance of shares 16 716 20 972 13 611
Balance at end of year (256) $ (7,368) (188) $ (5,406) (132) $ (4,535)
Additional Minimum Pension Liability Adjustment
Balance at beginning of year $ (218) $  (190) $ (1,132
Required adjustments, net of taxes of $6, $(17)$578 10 (28) 942
Adoption of FAS 158 208 - -
Balance at end of year $ - $ (218) $ (190)
Accumulated Other Comprehensive Income, net of ta
Balance at beginning of year $ (356) $  (360) $ -
Currency translation adjustments:
Foreign currency translation adjustment,
net of taxes of $9, $27 and $(17) 17 50 (31)
Less reclassification adjustment for cumulativerency
translation adjustments realized in net income phédxes of $(52) - - (97)
Net unrealized gains (losses) on securities:
Unrealized gains (losses), net of taxes of $7,r#B%102 13 5 189
Less reclassification adjustment realized in nedine, net
of taxes of $(4), $(30) and $(121) (8) (56) (225)
Net unrealized gains (losses) on cash flow hedges:
Unrealized gains (losses), net of taxes of $2, &(t) $(106) 2 1) (196)
Less reclassification adjustment realized in nebine, net
of taxes of $8 and $3 15 7 -
Other 2 Q) -
Other comprehensive income (loss) 41 4 (360)
Adjustment to initially apply FAS 158, net of tax (4,999) - -
Balance at end of year $ (5,314) $ (356) $ (360)
Total Comprehensive Income
Net income $ 7,356 $ 4,786 $ 5,887
Additional minimum pension liability adjustmentsr@dove 10 (28) 942
Other comprehensive income (loss) per above 41 4 (360)
Total Comprehensive Income $ 7,407 $ 4,762 $ 6,469

The accompanying notes are an integral part o€dinsolidated financial statemer
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of PresentationThroughout this document, AT&T Inc. is referreca® “AT&T,” “we” or the “Company.” The
consolidated financial statements include the actoof the Company and our majorityned subsidiaries and affiliat:
Our subsidiaries and affiliates operate in the camigations services industry both domestically ewelrnationally
providing wireline and wireless telecommunicatigesvices and equipment as well as directory acnegtiand
publishing services. On December 29, 2006, we aedui00% of the outstanding common shares of BettSo
Corporation (BellSouth). BellSouth is a wholly-ovahsubsidiary of the Company and the results of®Brith’s
operations have been included in our consolidateh€ial statements after the December 29, 2006isitiqn date. For
detailed discussion of our acquisition, see Note 2.

All significant intercompany transactions are ehiatied in the consolidation process. Investmengartnerships, joint
ventures, including AT&T Mobility LLC (AT&T Mobility), formerly Cingular Wireless LLC (Cingular), atebss than
majority-owned subsidiaries where we have signifiéafluence are accounted for under the equityhwe:t Until the
BellSouth acquisition, we accounted for our 60%n@enic interest in AT&T Mobility under the equity thed since we
shared control equally with BellSouth, our 40% emmoit partner. We had equal voting rights and repr&gion on the
board of directors that controlled AT&T Mobility.féer the BellSouth acquisition, AT&T Mobility becaa wholly-
owned subsidiary of AT&T. Earnings from certaindmn equity investments accounted for using thetgquethod are
included for periods ended within up to one morftbur year end (see Note 6).

The preparation of financial statements in confoymiith U.S. generally accepted accounting prirespiGAAP)
requires management to make estimates and assus it affect the amounts reported in the findrstétements and
accompanying notes, including estimates of problalsiees and expenses. Actual results could diften those
estimates.

FIN 48 In June 2006, the Financial Accounting Standardsr8¢FASB) issued FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes” (FIN)} an interpretation of Statement of Financial édwating
Standards No. 109, “Accounting for Income TaxesN B8 changes the accounting for uncertainty imme taxes by
prescribing a recognition threshold for tax positidaken or expected to be taken in a tax retuhh 4B is effective for
fiscal years beginning after December 15, 2006. &aiuation of the impact FIN 48 will have on oumaicial position
and results of operations is ongoing. See Note Qufther discussion.

EITF 06-3 In June 2006, the Emerging Issues Task Force (E&tf)ed the consensus on EITF 06-3, “How Taxes
Collected from Customers and Remitted to Governaigkthorities Should Be Presented in the Income
Statement” (EITF 06-3). EITF 06-3 provides thatesxmposed by a governmental authority on a revprnducing
transaction between a seller and a customer sheusthown in the income statement on either a gnoaset basis,
based on the entity’s accounting policy, which stidae disclosed pursuant to Accounting Principlesif8l Opinion No.
22, “Disclosure of Accounting Policies.” Amountsattare allowed to be charged to customers as aatdff taxes owed
by a company are not considered taxes collectedenitted. If such taxes are significant, and aesented on a gross
basis, the amounts of those taxes should be destI&TF 063 will be effective for interim and annual repogiperiods
beginning after December 15, 2006. We are currewhjuating the impact EITF 06-3 will have, butrds expect a
material impact on our financial position and résof operations.

FAS 157In September 2006, the FASB issued Statement afn€ial Accounting Standard No. 157, “Fair Value
Measurements” (FAS 157). FAS 157 defines fair vadstablishes a framework for measuring fair valne expands
disclosures about fair value measurements. FASapples under other accounting pronouncementseiaire or
permit fair value measurement. FAS 157 does natire@ny new fair value measurements and we dexqect the
application of this standard to change our curpeattice. FAS 157 requires prospective applicafioriscal years
ending after November 15, 2007.

FAS 158In September 2006, the FASB issued Statement afn€ial Accounting Standard No. 158, “Employers’
Accounting for Defined Benefit Pension and OthestRairement Plans, an amendment of FASB StatenNmt87, 88,
106 and 132(R)” (FAS 158). FAS 158 required ustmgnize the funded status of defined benefit penancluding
supplemental retirement and savings plans, aneépmbyment plans as an asset or liability in oateshent of financial
position and to recognize changes in that fundeistn the year in which the changes occur thraaghprehensive
income. This standard has no effect on our expenbenefit recognition, nor will it affect the fuimgy requirements
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imposed under the Employee Retirement Income SgoAct of 1974, as amended (ERISA). FAS 158 require
prospective application for fiscal years endingaBecember 15, 2006. The table below illustratesricremental
impact on our Consolidated Balance Sheet of apgliFiS 158 at December 31, 2006.

Before After
Application of Application of
FAS 158 Adjustments FAS 158

Postemployment Benet $ 19,118 $ (4,890) $ 14,228
Other Assets 7,003 (138) 6,865
Postretirement benefit obligation 25,485 3,416 28,901
Noncurrent deferred income taxes 31,100 (3,694) 27,406
Other noncurrent liabilities 8,020 41 8,061
Additional minimum pension liability

adjustmen- net of tax (208) 208 -
Accumulated other comprehensive income—

net of tax (315) (4,999) (5,314)
Total Stockholders’ Equity 120,331 (4,791) 115,540

ReclassificationsWe have reclassified certain amounts in prior-gkfinancial statements to conform to the current
period’s presentation. Included among these, asutrof integration activities following our Novéer 2005 acquisition
of AT&T Corp. (ATTC), we revised our segment refiagtin 2006 (see Note 4). In addition, we revises product
categories reported in operating revenue as folltavg distance is now reported in voice revenbe;rajority of
customer premises equipment and integration sexvesnue, previously reported as voice and datnte are now
reported in other revenue; and directory revenwe meflects our traditional directory segment revenQperating incorr
remained unchanged by these reclassifications.

Income TaxesDeferred income taxes are provided for temporaifgidinces between the carrying amounts of asselts an
liabilities for financial reporting purposes ane thmounts used for tax purposes. To the extewatidy GAAP, we
provide valuation allowances against the deferagdhssets for amounts when the realization is tmceManagement
reviews these items regularly in light of changetai laws and court rulings at both federal aatesievels.

Our income tax returns are regularly audited arnéeveed by the Internal Revenue Service (IRS) aategaxing
authorities. The IRS has completed examinationalfdax years through 2002. In 2005, we reachsetdement with th
IRS regarding almost all issues included in 199991@aims. The 1997-1999 IRS settlement resultehimcome tax
benefit that was recognized during 2005. During&8@ IRS completed the field examination for tB@@2002 periods
Settlement meetings with the IRS Appeals Divisielated to the disputed issues will begin during”20e do not
expect a decision during 2007 from the IRS relatmthe 2000-2002 disputed issues. The completidnes2000-2002
examination is not expected to have an adversedhgpathe financial statements. The IRS also bégdield
examination of our 2003-2005 federal tax returnsndu2006. We do not expect the IRS to completdfitid
examination during 2007.

Additionally, during the first quarter of 2006, weceived Joint Committee approval of the IRS afaiATTC’s 1997-
2001 federal income tax returns. The closing of ¢hidit resulted in a reduction to goodwill ancdaesponding
reduction in our net deferred tax liability, asui#gqd by the purchase accounting rules, of appratety $385.

The IRS has completed field examinations for BaltBts tax years through 2001 and all years thral@98 are settled
and closed. The IRS has issued assessments cliradj¢hg timing and amounts of various deductiomgtie 1999-2001
periods. Settlement discussions with the IRS AppBatision regarding the 1999-2001 periods contirAdditionally,
we anticipate that the IRS will complete its exaation for the 2002-2003 periods during 2007 ancpvegect that
settlement meetings with the IRS Appeals Divisial begin during 2007. The IRS’ field examinatiohBellSouth’s
2004-2005 federal tax returns began in 2006 andtisikely to be completed during 2007. We do nqiext the
resolution of these audits to have an adverse itpathe financial statements.
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The IRS has completed field examinations for alRATMobility tax years through 2003. The IRS hauisd
assessments challenging the timing and amountarafus deductions for the 2002-2003 periods. Wiipate that we
will begin settlement meetings with the IRS Appdaigision related to AT&T Mobility’s 2002-2003 disgped issues
during 2007. The IRS’ field examination of AT&T Mitiby’s 2004-2005 federal tax returns is expectedégin during
2007. We do not expect the resolution of thesetatidihave an adverse impact on the financial rstertés.

Investment tax credits earned prior to their reppgathe Tax Reform Act of 1986 are amortized asicdns in income
tax expense over the lives of the assets, which gae to the credits.

Cash EquivalentsCash and cash equivalents include all highly lignicestments with original maturities of three
months or less and the carrying amounts approxifaatealue. At December 31, 2006, we held $1,32dash, $357 in
money market funds and $737 in other cash equitalen

Investment Securitiesinvestments in securities principally consist ofdh-maturity or available-for-sale instruments.
Short-term and long-term investments in money ntas&eurities are carried as held-to-maturity séiesti Available-for-
sale securities consist of various debt and ecpaityrities that are long term in nature. Unrealgaids and losses, net of
tax, on available-for-sale securities are recoideatcumulated other comprehensive income. Oursimvent securities
maturing within one year are recorded in “Otherrent assets” and instruments with maturities ofertban one year are
recorded in “Other Assets” on the Consolidated BedaSheets.

Revenue RecognitiorRevenues derived from local telephone, long-distaarad data services are recognized when
services are provided. This is based upon eitregeige.g. minutes of traffic processed), periotinoé (e.g. monthly
service fees) or other established fee schedudgsic® revenues also include billings to our cusimstior various
regulatory fees imposed on us by governmental aiig® We record an estimated revenue reductiofutore
adjustments to customer accounts, other than aspwavfor doubtful accounts, at the time revenue@ognized based
historical experience. Cash incentives given tdaruers are recorded as a reduction of revenue. \WWiwgrired as part ¢
providing service, revenues and associated expeekesd to nonrefundable, upfront service actoratind set-up fees
are deferred and recognized over the associateitseontract period. If no service contract exitlisse fees are
recognized over the average customer relationghipg. Associated expenses are deferred only testtent of such
deferred revenue. For contracts that involve thedbng of services, revenue is allocated to theises based on their
relative fair value. We record the sale of equiptriercustomers as gross revenue when we are tmariobligor in the
arrangement, when title is passed and the prodwetaccepted by customers. For agreements invalhengesale of
third-party services in which we are not considetedprimary obligor of the arrangement, we redberevenue net of
the associated costs incurred. For contracts whengrovide customers with an indefeasible righige network
capacity, we recognize revenue ratably over thtedtie of the agreement. We recognize revenudsapenses related
to publishing directories on the amortization methehich recognizes revenues and expenses rataéhtlee life of the
directory title, typically 12 months.

Traffic Compensation Expensé/Ne use various estimates and assumptions to deketime amount of traffic
compensation expenses recognized during any raggrériod. Switched traffic compensation costsaam@ued utilizing
estimated rates by product, formulated from histdrdata and adjusted for known rate changes aldneolevels. Such
estimates are adjusted monthly to reflect newlylabke information, such as rate changes and newractual
agreements. Bills reflecting actual incurred infation are generally not received until three teemmonths subsequen
the end of the reporting period, at which poininaffadjustment is made to the accrued switchdticrrompensation
expense. Dedicated traffic compensation costssim&ed based on the number of circuits and tleeage projected
circuit costs. These costs are adjusted to reflettial expenses over the three months followingetiteof the reporting
period as bills are received.

Allowance for UncollectiblesWe maintain an allowance for doubtful accountsefstimated losses that result from the
failure or inability of our customers to make regdi payments. When determining the allowance, wsider the
probability of recoverability of accounts receivalblased on past experience, taking into accourgmucollection trends
as well as general economic factors, including bapticy rates. Credit risks are assessed basedstmribal write-offs,
net of recoveries, as well as an analysis of tleel @gcounts receivable balances with reserves @bnieicreasing as the
receivable ages. Accounts receivable may be felgrved for when specific collection issues aresmto exist, such as
pending bankruptcy or catastrophes. The analysisagfivables is performed monthly and the bad didvances
adjusted accordingly.
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Property, Plant and Equipment Property, plant and equipment is stated at cosg@{or assets acquired using
purchase accounting, which are recorded at fairevédee Note 2). The cost of additions and subatamiprovements to
property, plant and equipment is capitalized. Tb&t of maintenance and repairs of property, pladteguipment is
charged to operating expenses. Property, planegquighment are depreciated using straight-line nusttower their
estimated economic lives. Certain subsidiarie®foltomposite group depreciation methodology; adogiy, when a
portion of their depreciable property, plant andipment is retired in the ordinary course of bus@ehe gross book
value is reclassified to accumulated depreciatimngain or loss is recognized on the dispositiothisf plant.

Property, plant and equipment is reviewed for recalility whenever events or changes in circumssamudicate that
the carrying amount may not be recoverable. An impent loss shall be recognized only if the cargyamount of a
long-lived asset is not recoverable and exceedaiitgalue. The carrying amount of a long-livedetsis not recoverable
if it exceeds the sum of the undiscounted cashdlempected to result from the use and eventuabslispn of the asset.

The fair value of a liability for an asset retiramhebligation is recorded in the period in whicksiincurred if a
reasonable estimate of fair value can be madeetiiogs subsequent to initial measurement, perigoetiod changes in
the liability for an asset retirement obligatiosu#ing from the passage of time and revisionstteethe timing or the
amount of the original estimate of undiscountedhdbmvs are recognized. The increase in the cagryalue of the
associated long-lived asset is depreciated overdhesponding estimated economic life.

Software Costslt is our policy to capitalize certain costs in@diin connection with developing or obtaining inerse
software. Capitalized software costs are inclugetProperty, Plant and Equipment” on our ConsobdaBalance Sheets
and are amortized over a period not to exceedyfdags. Software costs that do not meet capitadinatiiteria are
expensed immediately.

Goodwill and Other Intangible AssetsGoodwill represents the excess of consideratiod paér the fair value of net
assets acquired in business combinations. Goodndllother indefinite-lived intangible assets areamortized but are
tested at least annually for impairment. We havemleted our annual impairment testing for 2006 detrmined that
no impairment exists. The significant increasehim ¢arrying amount of our goodwill in 2006 primgniesulted from our
acquisition of BellSouth, and in 2005, primarilsuéted from our acquisition of ATTC.

Intangible assets that have finite useful livesaam®rtized over their useful lives, which rangerfré months to 18 years.
Customer relationships are amortized using primanié sum-of-the-months-digits method of amortmatbver the
expected period in which those relationships apeeted to contribute to our future cash flows baseslich a way as to
allocate it as equitably as possible to periodsnduwvhich we expect to benefit from those relattops.

A significant portion of AT&T Mobility’s intangibleassets are Federal Communications Commission (k€Dges that
provide them with the exclusive right to utilizeri@en radio frequency spectrum to provide wirelessimunications
services. While FCC licenses are issued for a ftiad, renewals of FCC licenses have occurredmelytiand at nomin.
cost. Moreover, AT&T Mobility has determined thhete are currently no legal, regulatory, contrd¢c@mpetitive,
economic or other factors that limit the usefuebwf its FCC licenses and therefore treats the kg@@ses as an
indefinite-lived intangible asset under the prowis of Statement of Financial Accounting Stand&tds142, “Goodwill
and Other Intangible Assets.”

In accordance with EITF No. 02-7, “Unit of Accourgifor Testing Impairment of Indefinite-Lived In@ible Assets,”
AT&T Mobility tests its licenses for impairment @m aggregate basis, consistent with its manageofiéhe business on
a national scope. AT&T Mobility utilizes a fair wa# approach, incorporating discounted cash flowspmplete the test.
This approach determines the fair value of the i€&hses and, accordingly, incorporates cash flssumptions
regarding the investment in a network, the develapnof distribution channels and other inputs faking the business
operational. As these inputs are included in det@éng free cash flows of the business, the pregelte of the free cash
flows is attributable to the licenses. The discaaie applied to the cash flows is consistent WiTi& T Mobility’s
weighted-average cost of capital.
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During the fourth quarter of 2006, AT&T Mobility opleted its annual impairment tests for goodwilll amdefinite-
lived FCC licenses. These annual impairment testslted in no impairment of AT&T Mobility’s goodwibr indefinite-
lived FCC licenses.

Advertising CostsAdvertising costs for advertising products and & or for promoting our corporate image are
expensed as incurred.

Foreign Currency Translation Our foreign investments and foreign subsidiariasegally report their earnings in their
local currencies. We translate our share of tlwign assets and liabilities at exchange rateffatt at the balance sh
dates. We translate our share of their revenueggpenses using average rates during the yearesh#ing foreign
currency translation adjustments are recordedsaparate component of accumulated other comprefeeinsiome in th:
accompanying Consolidated Balance Sheets. Gainbases resulting from exchange-rate changes osacéions
denominated in a currency other than the localetway are included in earnings as incurred.

We have also entered into foreign currency corgraxminimize our exposure to risk of adverse ckang currency
exchange rates. We are subject to foreign exchasigéor foreign currency-denominated transacticugh as debt
issued, recognized payables and receivables aaddsted transactions. At December 31, 2006, oaigorcurrency
exposures were principally Euros, British poundlistg, Danish krone and Japanese Yen.

Derivative Financial Instruments We record derivatives on the balance sheet av&ire. We do not invest in
derivatives for trading purposes. We use derivativem time to time as part of our strategy to nggnasks associated
with our contractual commitments. These derivataresdesignated as either a hedge of the fair \adlagecognized
asset or liability or of an unrecognized firm cortment (fair value hedge), or a hedge of a forecasensaction or of
the variability of cash flows to be received orgeelated to a recognized asset or liability (désh hedge). Our
derivative financial instruments primarily inclutigerest rate swap agreements and foreign currexdyange contracts.
For example, we use interest rate swaps to managexposure to changes in interest rates on ouratgigations (see
Note 8). We account for our interest rate swapsgusiark-tomarket accounting and include gains or losses frtenest
rate swaps when paid or received in interest expenur Consolidated Statements of Income. Amapauts or
received on interest rate forward contracts arerined over the period of the related interest pewyts.

All other derivatives are not formally designated &ccounting purposes (undesignated). These dieggaalthough
undesignated for accounting purposes, are enteteda hedge economic risks.

We record changes in the fair value of fair valeddes, along with the changes in the fair valub®hedged asset or
liability that is attributable to the hedged ri§kains or losses upon termination of our fair vdiadges are recognized as
interest expense when the hedge instrument igdettl

We record changes in the fair value of cash flodges, along with the changes in the fair valuéefttedged asset or
liability that is attributable to the hedged rigk,’Accumulated other comprehensive income,” which component of
Stockholders' Equity. The settlement gains or costsur cash flow hedges are amortized as intesgsgnse over the
term of the interest payments of the related dehtances.

Changes in the fair value of undesignated derieatare recorded in other income (expense), netgaiith the change
in fair value of the underlying asset or liabiligs applicable.

Cash flows associated with derivative instrumenespresented in the same category on the Consaticgtatements of
Cash Flows as the item being hedged.

When hedge accounting is discontinued, the devigasi adjusted for changes in fair value throudteotncome
(expense), net. For fair value hedges, the underlgsset or liability will no longer be adjusted éhhanges in fair value,
and any asset or liability recorded in connectidtt the hedging relationship (including firm comménts) will be
removed from the balance sheet and recorded iemtiperiod earnings. For cash flow hedges, gaiddasses that were
accumulated in other comprehensive income as a @oemp of stockholders' equity in connection witlidgped assets or
liabilities or forecasted transactions will be rgoized in other income (expense), net, in the saenied the hedged item
affects earnings.
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Employee Separationdn accordance with Statement of Financial Accounftandards No. 112, “Employers’
Accounting for Postemployment Benefits,” we esstblbbligations for expected termination benefitsvted to former
or inactive employees after employment but befeteament. These benefits include severance pawnentkers’
compensation, disability, medical continuation cage and other benefits. In accordance with Statepfé=inancial
Accounting Standards No. 141, “Business CombinatigRAS 141), severance accruals recorded for #l&SButh and
ATTC acquisition related to the acquired employeese included in the purchase price allocation ($et 2). At
December 31, 2006, we had severance accruals 8f $2@/hich $240 was established as merger-relsgedrance
accruals. In accordance with FAS 141, severanaaialscfor BellSouth employees were included inghechase price
allocation (see Note 2). At December 31, 2005, ae $everance accruals of $410.

Pension and Postretirement BenefitSee Note 10 for a comprehensive discussion of ensipn and postretirement
benefit expense, including a discussion of theaa@lassumptions.

NOTE 2. ACQUISITIONS, DISPOSITIONS, VALUATION AND O THER ADJUSTMENTS

Acquisitions

BellSouth Corporation In December 2006, we acquired BellSouth in a tretiwa accounted for under FAS 141.
BellSouth was the leading communications servioiger in the southeastern U.S., providing wirelbeenmunications
services, including local exchange, network acdessLATA long-distance services and Internet gy to substantial
portions of the population across nine states.Seith also provided long-distance services to priser customers
throughout the country.

Under the merger agreement, each share of Bell®autimon stock was exchanged for 1.325 shares af@umon
stock. We issued 2.4 billion shares to BellSoutirsholders, giving them an approximate 39% stakldrcombined
company, based on common shares outstanding. Basthe $35.75 per share closing price of our comstock on the
New York Stock Exchange (NYSE) on December 29, 2@@6last trading session before the closing eftierger,
consideration received by BellSouth shareholders approximately $86,900.

Based on the average closing price of our commumeksin the NYSE for the two days prior to, inclugliand two days
subsequent to the public announcement of the mékggnch 5, 2006) of $27.32, capitalized mergansaction costs at
other items, the transaction was valued, for actogmpurposes, at $66,798.

We and BellSouth jointly owned AT&T Mobility andeHnternet-based publisher YELLOWPAGES.COM (YP@)tHe
AT&T Mobility joint venture, we held a 60% econoniiterest and BellSouth held a 40% economic intexed in the
YPC joint venture we held a 66% economic interest BellSouth held a 34% economic interest. For gaich venture,
control was shared equally. We and BellSouth eacbunted for the joint ventures under the equityhoe of
accounting, recording the proportional share of ATilobility’s and YPC's income as equity in net imse of affiliates
on the respective consolidated statements of in@mdeaeporting the ownership percentage of AT&T Mghs net
assets as “Investments in and Advances to AT&T Mygband the ownership percentage of YPC's nee&sas
“Investments in Equity Affiliates” on the respecticonsolidated balance sheets. After the BellSacdjuisition,
BellSouth, AT&T Mobility and YPC became wholly-owthsubsidiaries of AT&T.

We paid a premium (i.e., goodwill) over the faitu@of the net tangible and identified intangibésets acquired for a
number of reasons, including the following:
AT&T Mobility
o Ownership of 100% of AT&T Mobility will permit usotbetter integrate AT&T Mobility offerings with our

other communication offerings. We expect that Wilscreate enhanced marketing opportunities, digant
network synergies resulting from the combinatiomuitiple Internet Protocol (IP) networks and thdigy
to more rapidly develop and make available advapceducts and services. The ownership change in
AT&T Mobility will also improve the speed and foco$ decision making, which should help to develod
deliver more quickly the new products and servimesomers desirt
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Network Integration
o The merger will allow for the ability to integraleé networks of AT&T, BellSouth and AT&T Mobility o
a single fully-integrated wireless and wirelinen@work and will not only offer substantial costAsay
opportunities, but should also allow us to offer tiesired products and services demanded by cusic
« The addition of the BellSouth wireline network, whialready includes a substantial build-out offibptic
cable to points near end-users, will complementesisting plans to deploy IPTV to existing wireline
service areas and to increase the number of patentstomers for our IPTV produt

The application of purchase accounting under FAR felquires that the total purchase price be aibott the fair value
of assets acquired and liabilities assumed basedeinfair values at the acquisition date, withcamts exceeding the
fair values being recorded as goodwill. The actjoisiof BellSouth’s portion of AT&T Mobility has tem accounted for
as a step acquisition. In accordance with purchaseunting rules, BellSouth’s investment in AT&T Miity has been
adjusted to its fair value through purchase acéogradjustments.

The assets and liabilities of BellSouth and AT&T Bilily have been appraised, based on third-parkyatens, for
inclusion in the balance sheet, adjusting 100%eifIuth’s and 40% of AT&T Mobility’s values. Lonired assets
such as property, plant and equipment will refiegtlue of replacing the assets, which takes iotoant changes in
technology, usage, and relative obsolescence gmedation of the assets, sometimes referred so“&eenfield
approach.” This approach often results in diffeemnsometimes material, from recorded book valuer &, absent the
acquisition, the assets would not be impaireddiiiteon, assets and liabilities that would not naliynbe recorded in
ordinary operations will be recorded at their asijicin values (i.e., customer relationships thatendeveloped by the
acquired company). Debt instruments and investmametsalued in relation to current market condgiand other assets
and liabilities are valued based on the acquirmmgany’s estimates. After all values have beergassi to assets and
liabilities, the remainder of the purchase priceeisorded as goodwill. These values are subjeatjiestment for one ye
after the close of the transaction as additiorfarimation is obtained.

The allocation process requires an analysis ofieadjfixed assets, contracts, customer lists aladioaships, contractu
commitments, legal contingencies and brand valiéemtify and record the fair value of all assetguared and liabilitie
assumed. In valuing acquired assets and assuniddi#a, fair values were based on, but not lirdite: future expected
discounted cash flows for customer relationships;ent replacement cost for similar capacity ansotdscence for
certain fixed assets; comparable market ratesdotractual obligations and certain investmentd, estate and liabilitie:
including pension and postretirement benefits; etgubsettlement amounts for litigation and contirgies; and
appropriate discount rates and growth rates.

The assets and liabilities of BellSouth were reedrdt their respective fair values as of the dateeacquisition,
December 29, 2006. Additionally, we recorded Bdlith&s ownership percentage, or 40%, of AT&T Molyilt assets
and liabilities at their respective fair values andl ownership percentage, or 60%, of AT&T Mobiktassets and
liabilities at their historical, or book value. Wecorded goodwill of $54,024 as a result of thdB=ith acquisition. We
have obtained preliminary third-party valuationswever, because of the proximity of this transactmyear-end, the
values of certain assets and liabilities are basegreliminary valuations and are subject to adjesit as additional
information is obtained. Such additional informatiacludes, but is not limited to: valuations argical counts of
property, plant and equipment, valuation of investits and the involuntary separation of employeeswill have 12
months from the closing of the acquisition to fimalour valuations. Changes to the valuation operty, plant and
equipment may result in adjustments to the faineaf certain identifiable intangible assets acgiiMVhen finalized,
material adjustments to goodwill may result.

We have not identified any material unrecordedgmguisition contingencies where the related afabitlity or
impairment is probable and the amount can be reddpestimated. Prior to the end of the one-yeachmse price
allocation period, if information becomes availatilat would indicate it is probable that such esdrad occurred and 1
amounts can be reasonably estimated, such iterhbeniihcluded in the final purchase price allocatmd may adjust
goodwill.
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The following table summarizes the preliminary restied fair values of the BellSouth assets acqunetliabilities
assumed and related deferred income taxes as atthesition date. Included in the liabilities asmd at acquisition w
$535 for accrued severance.

BellSouth
Assets acquirec
Current assets $ 4,875
Property, plant and equipment 18,498
Intangible assets not subject to amortization
Trademark/name 330
Licenses 214
Intangible assets subject to amortization
Customer lists and relationships 9,230
Patents 100
Trademark/name 211
Investment in AT&T Mobility 32,759
Other investments 2,446
Other assets 11,211
Goodwill 26,467
Total assets acquirec 106,341
Liabilities assumed
Current liabilities, excluding current portion aig-term debt 5,288
Long-term debt 15,628
Deferred income taxes 10,318
Postemployment benefit obligation 7,086
Other noncurrent liabilities 1,223
Total liabilities assumed 39,543
Net assets acquirec $ 66,798

Goodwill of $26,467 resulting from the acquisitiohBellSouth was assigned to the other segmeraddtition,
BellSouth’s investment in AT&T Mobility’s and YP&'goodwill was recorded as a result of this actjaisi However, a
part of the final valuation of the acquisition, wél determine to which reporting units and to wieatent the benefit of
the acquisition applies, and as required by GA&Rord the appropriate goodwill to each reportini. @oodwill
includes a portion of value for assembled workfoutéch is not separately classified from goodwilldccordance with
FAS 141. The purchased intangibles and goodwilhatedeductible for tax purposes. However, purclaseunting
allows for the establishment of deferred tax ligiles on purchased intangibles (other than goodiwilhich will be
reflected as a tax benefit on our future Consodidé8tatements of Income in proportion to and dveramortization
period of the related intangible asset.

Substantially all of the licenses acquired havéndefinite life, and accordingly, are not subjectimortization. The
customer relationship intangible assets will be @imed over the following weighted periods using gum-of-the-
months-digits method of amortization: 5 years fongsumer customers, 9.6 years for business cust@ndrg years for
directory customers. This sum-of-the-months-digitthod of amortization best reflects the estimatetern in which
the economic benefits will be consumed.
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BellSouth’s 40% economic ownership of AT&T Mobilihas been recorded above as “Investment in AT&T iMpB
and has been eliminated in our Consolidated Bal&hets. We have recorded the consolidation of AM®Dbility as a
step acquisition, retaining 60% of AT&T Mobilityfsrior book value and adjusting the remaining 40%atovalue as
shown below.

AT&T Mobility
60% at Book 40% at Fair
Value Value Total
Assets acquirec
Current assel $ 4218 $ 2,770 $ 6,988
Property, plant and equipment 14,118 5,569 19,687
Intangible assets not subject to amortization
Licenses 15,952 18,027 33,979
Intangible assets subject to amortization
Customer lists and relationships 1,028 6,555 7,583
Trademark/name 7 336 343
Other 79 97 176
Other assets 439 647 1,086
Goodwill 13,078 14,351 27,429
Total assets acquirec 48,919 48,352 97,271
Liabilities assumed
Current liabilities, excluding current portion
of lonc-term debi 4,224 2,790 7,014
Intercompany debt 5,504 3,539 9,043
Long-term debt 7,570 4,989 12,559
Deferred income taxes 2,298 3,161 5,459
Postemployment benefit obligation 163 138 301
Other noncurrent liabilities 1,031 976 2,007
Total liabilities assumed 20,790 15,593 36,383
Net assets acquirec $ 28,129 $ 32,759 % 60,888

Substantially all of the licenses acquired havéndefinite life, and accordingly, are not subjeztimortization. The
majority of customer relationship intangible assetsbeing amortized over a weighted-average pefiéd4 years using
the sum-of-the-months-digits method. This methost beflects the estimated pattern in which the eoto benefits will
be consumed. Other intangible assets and otheunamt liabilities include lease and sublease emts$; which are
amortized over the remaining terms of the undegyeases and have a weighted-average amortizagioomdpof 6.4
years.

The following unaudited pro forma consolidated tessaf operations assume that the acquisition dfS8eth was
completed as of January 1 for each of the fiscatyyshown below.

Year Ended December 31, 2006 2005
Revenue: $ 116,300 $ 116,144
Net Income (Loss) 9,226 7,687
Earnings Per Common She $ 1.46 $ 1.22
Earnings Per Common Sh& Assuming Dilution $ 1.46 $ 1.22

Pro forma data may not be indicative of the reghli$ would have been obtained had these eventallyodccurred at
the beginning of the periods presented, nor daeseihd to be a projection of future results.

AT&T Corp. In November 2005, we acquired ATTC in a transacéiocounted for under FAS 141, issuing 632 million
shares. ATTC was one of the nation’s largest bgsiservice communications providers, offering aetgiof global
communications services, including large domestit multinational businesses, small and medium-dizesthesses and
government agencies, and operated one of the taglesommunications networks in the U.S. ATTC gisovided
domestic and international long-distance and useged-communications services to consumer cCusto®ENsC is now
a wholly-owned subsidiary of AT&T and the resulfsA@ TC's operations have been included in our cdidsted
financial statements after the November 18, 20@fiadion date.
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Under the purchase method of accounting, the tcdiesawas valued, for accounting purposes, at #I5dnd the assets
and liabilities of ATTC were recorded at their resfive fair values as of the date of the acquisitit the time of the
acquisition, we obtained preliminary third-partyuetions of property, plant and equipment, intafggissets (including
the AT&T trade name), debt and certain other asseddiabilities. Because of the proximity of thiansaction to year-
end, the values of certain assets and liabilitid3ezember 31, 2005 were based on preliminary tialbsand were
subject to adjustment as additional information whtgined. Such additional information included; Wwas not limited
to: valuations and physical counts of propertynpknd equipment, valuation of investments andrtheluntary
termination of employees.

The following table summarizes the preliminary restied fair values of the ATTC assets acquired eflities assume
and related deferred income taxes as of the atiguisiate and adjustments made thereto.

Purchase Price Allocation

As of As of
12/31/05 Adjs. 11/18/06
Assets acquirec
Current asset $ 6,295 $ 358 $ 6,653
Property, plant and equipment 10,921 (489) 10,432
Intangible assets not subject to amortization:
Trade name 4,900 - 4,900
Licenses 40 - 40
Intangible assets subject to amortization:
Customer lists and relationships 3,050 - 3,050
Patents 150 - 150
Brand licensing agreements 70 - 70
Investments in unconsolidated subsidiaries 160 (90) 70
Other assets 4,247 167 4,414
Goodwill 12,343 (976) 11,367
Total assets acquirec 42,176 (1,030) 41,146
Liabilities assumed
Current liabilities, excluding
current portion of lon-term debt 6,740 (176) 6,564
Long-term debt 8,293 - 8,293
Deferred income taxes 531 (173) 358
Postemployment benefit obligation 8,807 (520) 8,287
Other noncurrent liabilities 2,288 (161) 2,127
Total liabilities assumed 26,659 (1,030) 25,629
Net assets acquirec $ 15517 $ - $ 15,517

Adjustments were primarily related to property,npland equipment, head-count assumptions assoeidttegayments
for involuntary employee separations, pension assleations and the adjustment for certain tax #eReductions in the
value of property, plant and equipment primarilfferet the reduction of estimated real estate vahigsoperty in use as
well as a more comprehensive look at our fixedtgssefolio. In addition to the deferred tax impsetssociated with
valuation adjustments, a net reduction in defetagés was recorded as a result of modificationst@mus pre-merger
tax estimates and the resolution of an ATTC IRStgad adjustment of $385 for the years 1997-2001).

As ATTC stock options that were converted at theetdf the merger are exercised, the tax effechoset options may
further reduce goodwill. As of December 31, 2006,had recorded $13 in related reductions.

52



Notes to Consolidated Financial Statements, contiral
Dollars in millions except per share amounts

ATTC maintained change-in-control provisions witheémployees that required enhanced severanceecaedith
payments be paid to employees of ATTC if a chamgesintrol occurred. Included in the liabilities assed at
acquisition, was $1,543 accrued for such enhaneeerance and benefits. As part of the opening balaheet
adjustments, a revised number of expected emplegearations that will result in payments resulted decline in the
change-in-control severance and benefits accrubbd6, included in “Adjustments” below. Followinga summary of
the accrual recorded at December 31, 2005, cashgretg made during 2006 and the purchase accouadjogtments

thereto.
Cash Payments for
Balance at the Year Ende _ Balance a
12/31/05 2006 Adjustments 12/31/06
Paid out of:
Company fund: $ 870 $ (279 $ (184) $ 407
Pension and Postemployment benefit p 673 (58) (432) 183
Total $ 1543 $ (337) $ (616) $ 590

The following unaudited pro forma consolidated tessaf operations assume that the acquisition oT &Wwas completed
as of January 1 for each of the fiscal years shosiow.

Year Ended December 31, 2005 20041
Revenue: $ 65,789 $ 69,165
Net Income (Loss) 6,167 (74)
Earnings Per Common Shz $ 1.59 $ (0.02)
Earnings Per Common Sh& Assuming Dilution $ 1.59 $ (0.02)

1 ATTC'’s 2004 results include an impairment chargeptoperty, plant and equipment of $11,400. Siheettiggering event for assessing impairment ofjfon
lived assets occurred in July 2004, it is not amjtisn the pro forma consolidated results.

Pro forma data may not be indicative of the reghli$ would have been obtained had these eventallyodccurred at
the beginning of the periods presented, nor doeseihd to be a projection of future results.

As part of the process of coordinating benefits civanged our management vacation-pay policy fadg@$BC
Communications Inc. (SBC) employees so that vagasi@arned ratably throughout the year rather #tahe end of the
preceding year. As a result, we recognized a dserigaoperating expenses of $330 in 2006.

Other Acquisitions During 2006, we acquired Comergent TechnologiesteNd Corporation and USinternetworking,
Inc., for a combined $500, recording $333 in godidWhe acquisitions of these companies are desigoenhance our
service offerings for web hosting and applicaticanagement. In January 2005, we acquired YantradZatipn (Yantra)
for $169 in cash and recorded goodwill of $98. Yais a provider of distributed order managemedtsarpply-chain
fulfillment services.

Dispositions
Net proceeds from the 2004 dispositions of ouriregonal investments were generally used to fimgart, our share of
the purchase price paid by AT&T Mobility to acquAd&T Wireless (AWE).

Directory advertising In September 2004, we sold our interest in thectiry advertising business in lllinois and
northwest Indiana to R.H. Donnelley Corporation iiRelley) for net proceeds of $1,397. The sale hetliour interest

in the DonTech Il Partnership, a partnership betweeand Donnelley that was the exclusive salestdgeYellow
Pages advertising in those two areas. This traiesaciosed in the third quarter of 2004 and we rded a gain of $1,357
($827 net of tax) in our third-quarter 2004 finaigiesults. During the third quarter of 2004, wared our reporting for
this portion of the directory business to discoméid operations (see Note 15).

TDC A/S During 2004, we sold our investment in Danish tetemunications provider TDC A/S (TDC) for $2,864 in
cash. We reported a net loss of $138 ($66 netx)f ta
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Telkom S.A. Limited During 2004, we also sold our investment in SoufificAn telecommunications provider Telkom
S.A. Limited for $1,186 in cash. We reported a lo§$82 ($55 net of tax).

Belgacom S.Aln March 2004, in connection with Belgacom S.ABlgacom) initial public offering (IPO), we
disposed of our entire investment in Belgacom. Bathinvestment and TDC's investment in Belgacomenreeld
through Belgacom’s minority stockholder, ADSB Taeumunications B.V. In a series of transactions du#ting with
the IPO, we reported a combined direct and indimetigain of $1,067 ($715 net of tax) in our 20vfcial results, wit
$235 of this pretax gain reported as equity incomaféecting our indirect ownership though TDC (whialso disposed of
its interest). We received $2,063 in cash fromdisgosition of our direct interest.

NOTE 3. EARNINGS PER SHARE

A reconciliation of the numerators and denominatdiisasic earnings per share and diluted earniegsltpare for incorr
from continuing operations for the years ended bsr 31, 2006, 2005 and 2004 are shown in the taddtev:

Year Ended December 31, 2006 2005 2004
Numerators
Numerator for basic earnings per share:
Income from continuing operations $ 7,356 $ 4,786 $ 4979
Dilutive potential common shares:
Other stock-based compensation 7 10 9
Numerator for diluted earnings per share $ 7,363 $ 4,796 $ 4,988

Denominators (000,000
Denominator for basic earnings per share:
Weighted average number of common

shares outstanding 3,882 3,368 3,310
Dilutive potential common shares:
Stock options 4 1 2
Other stock-based compensation 16 10 10
Denominator for diluted earnings per share 3,902 3,379 3,322
Basic earnings per share
Income from continuing operations $ 1.89 $ 142 $ 1.50
Income from discontinued operations - - 0.28
Net income $ 189 $ 1.42 $ 1.78
Diluted earnings per share
Income from continuing operations $ 189 $ 142 $ 1.50
Income from discontinued operations - - 0.27
Net income $ 189 $ 142 $ 1.77

At December 31, 2006, 2005 and 2004, we had isanddutstanding options to purchase approxima@dyriillion,
277 million and 214 million shares of AT&T commaioek. The exercise prices of options to purchaseighted-
average of 201 million, 257 million and 191 millishares in 2006, 2005 and 2004, exceeded the &veraxket price of
AT&T stock. Accordingly, we did not include thesmaunts in determining the dilutive potential comnstrares for the
respective periods. At December 31, 2006, the ésesprice of 111 million share options were beloarket price; of
these options, 38 million will expire by the end28f11.
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NOTE 4. SEGMENT INFORMATION

Our segments are strategic business units thatdifferent products and services and are manageatdingly. As a
result of our November 18, 2005 acquisition of ATWNE revised our segment reporting to representliewmow manag
our business, restating prior periods to conforthécurrent segments. Due to the proximity of BellSouth acquisitio
to yearend, we have reported the two days of results BettSouth in the other segment even though therglmaasom:
overlap in the products and services provided by segment and our wireline segment. Under GAAPseg reporting
rules, we analyze our various operating segmergiscoan segment income before income taxes. Sutadtaat! of our
interest expense, interest income, other incomeef@se) — net and income tax expense are managetbtal company
basis and are, accordingly, reflected only in ctidated results. The customers and long-lived assfebur reportable
segments are predominantly in the United Statesh&Ve four reportable segments that reflect theeatimanagement
of our business: (1) wireline, (2) wireless, (edtory and (4) other.

The wireline segment provides both retail and whale landline telecommunications services, inclgdatal and long-
distance voice, switched access, IP and Interroetsaadata, messaging services, managed netwodkmginess
customers, our U-vers video service and satellite television servicesulgh our agreement with EchoStar
Communications Corp. (EchoStar).

The wireless segment reflects 100% of the resefiented by AT&T Mobility, which was our wirelessi venture with
BellSouth prior to the December 29, 2006 acquisidad is now a wholly-owned subsidiary of AT&T. Adiugh we
analyze AT&T Mobility’s revenues and expenses urtlerwireless segment, we eliminate all resultmftbe wireless
segment prior to the acquisition in our consoliddteancial statements and report our 60% propoatie share of AT&”
Mobility’s results from that period as equity intiecome of affiliates. For segment reporting, wpart this equity in net
income of affiliates in our other segment. The ltssiuom the wireless segment for the two daysofelhg the acquisitio
are now included in our Consolidated Statementsafme and have not been eliminated.

The directory segment includes our directory openat which publish Yellow and White Pages direie®iand sell
directory and Internet-based advertising. This sagrdoes not include BellSouth’s directory opersior the two days
following the December 29, 2006 acquisition, whigh recorded in the other segment. Results forstasnent are
shown under the amortization method, which meaatsrdvenues and direct expenses are recognizédyratzer the life
of the directory title, typically 12 months. Resuleflect the September 2004 sale of our interette directory
advertising business in lllinois and northwest &mdi to Donnelley (see Note 2). Our portion of #mutts from YPC is
recorded in this segment as equity in net incomeffdfates. YPC became a wholly-owned subsidiagrA®&T

following the December 29, 2006 acquisition of Bellith.

The other segment includes results from BellSoathte two days following the December 29, 2006usgition, as well
as results from Sterling Commerce Inc. (Sterling) from all corporate and other operations. In toldj the other
segment contains our portion of the results fromiot@rnational equity investments and from AT&T Miity, as
discussed above.

In the following tables, we show how our segmestilts are reconciled to our consolidated resufiented in accordan:
with GAAP. The Wireline, Wireless, Directory andh®t columns represent the segment results of esthaperating
segment. The Wireline column includes revenues Bemices sold to AT&T Mobility (see Note 14). Senwe
accounted for AT&T Mobility using the equity methoflaccounting prior to the December 29, 2006 &itjon, these
revenues were not eliminated upon consolidationaanslich, remain in consolidated revenue. The GQidason and
Elimination column includes those line items tha manage on a consolidated basis only: interestrese, interest
income and other income (expense)et. This column also eliminates any intercompaagdactions included in each
segment results. Since our 60% share of the results &3®&T Mobility is already included in the Other cahn for the
period prior to the December 29, 2006 acquisitibBelSouth, the Wireless Elimination column remsybe results of
our wireless business shown in the Wireless segfoethat period. In the balance sheet sectiomeftables below, we
included goodwill and other intangibles from theaisition of BellSouth in the “Segment assets” lirgen in the Other
column and included our investment in AT&T Mobility $26,989 in 2005 in the “Investment in equitythuel
investees” line item in the Other column. Becausta® BellSouth acquisition, AT&T Mobility and YP&re fully
consolidated subsidiaries at December 31, 20061860686 of their assets are included in the “Segrassets’line item ir
the Wireless and Directory columns, respectively.
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Segment results, including a reconciliation to AT&dnsolidated results, for 2006, 2005 and 2004sarellows:

At December 31, 2006 or for the year ended

Consolidation Wireless Consolidate
Wireline Wireless  Directory  Other and Elimination Results
Elimination

Revenues from external customers 58,441% 37,506 $ 3,621 $ 778 $ - $ (37,291) 63,055
Intersegment revenues 35 - 81 176 (292) - -
Total segment operating revenues 58,476 37,506 3,702 954 (292) (37,291) 63,055
Operations and support expenses 40,511 26,503 1,760 721 (292) (26,343) 42,860
Depreciation and amortization expenses 9,614 6,436 3 256 Q) (6,401) 9,907
Total segment operating expenses 50,125 32,939 1,763 977 (293) (32,744) 52,767
Segment operating income 8,351 4,567 1,939 (23) 1 (4,547) 10,288
Interest expense - 1,186 - - 1,836 (2,179) 1,843
Interest income - 20 - - 377 (20) 377
Equity in net income of affiliates - - a7) 2,060 - - 2,043
Other income (expense) — net - (159) - - 16 159 16
Segment income before income taxes 8,351 3,242 1,922 2,037 (1,442) (3,229) 10,881
Segment assets 102,891 97,634 4,107 288,103 (222,101 - 270,634
Investment in equity method investees - 1 1,994 - - 1,995
Expenditures for additions to long-lived assets 8,147 7,039 2 171 - (7,039) 8,320
At December 31, 2005 or for the year ended

Consolidation Wireless Consolidate

Wireline Wireless  Directory  Other and Elimination Results
Elimination

Revenues from external customers 39,475% 34,433% 3,625 $ 664 $ - $ (34,433) 43,764
Intersegment revenues 30 - 89 81 (200) - -
Total segment operating revenues 39,505 34,433 3,714 745 (200) (34,433) 43,764
Operations and support expenses 27,857 26,034 1,715 577 (196) (26,034) 29,953
Depreciation and amortization expenses 7,426 6,575 5 215 3 (6,575) 7,643
Total segment operating expenses 35,283 32,609 1,720 792 (199) (32,609) 37,596
Segment operating income 4,222 1,824 1,994 47) Q) (1,824) 6,168
Interest expense - 1,260 - - 1,456 (1,260) 1,456
Interest income - 49 - - 383 (49) 383
Equity in net income of affiliates - 5 (5) 614 - (5) 609
Other income (expense) — net - (87) - - 14 87 14
Segment income before income taxes 4,222 531 1,989 567 (1,060) (531) 5,718
Segment assets 105,880 79,319 4,041 129,257 (93,546) (79,319) 145,632
Investment in equity method investees - 7 64 28,956 - @) 29,020
Expenditures for additions to long-lived assets 5,418 7,475 2 156 - (7,475) 5,576
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For the year ended December 31, 2004
Consolidation Wireless Consolidate
Wireline Wireless  Directory  Other and Elimination Results
Elimination

Revenues from external customers $ 36,418% 19,565 % 3,665 $ 650 $ - $  (19,565) ($ 40,733
Intersegment revenues 31 - 94 56 (181) - -
Total segment operating revenues 36,449 19,565 3,759 706 (181) (19,565) 40,733
Operations and support expenses 25,233 14,960 1,644 567 (176) (14,960) 27,268
Depreciation and amortization expenses 7,322 3,077 9 236 3) (3,077) 7,564
Total segment operating expenses 32,555 18,037 1,653 803 (179) (18,037) 34,832
Segment operating income 3,894 1,528 2,106 (97) 2) (1,528) 5,901
Interest expense - 900 - - 1,023 (900) 1,023
Interest income - 12 - - 492 (12) 492
Equity in net income of affiliates - (415) - 873 - 415 873
Other income (expense) — net - (82) - - 922 82 922
Segment income before income taxes 3,894 143 2,106 776 389 (143) 7,165
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NOTE 5. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is summarized asvallat December 31:

Lives (years) 2006 2005

Land - $ 1,925 $ 1,169
Buildings 35-45 23,481 15,557
Central office equipment 3-10 63,997 57,254
Cable, wiring and conduit 10-50 64,483 55,858
Other equipment 5-15 33,448 12,111
Software 3-5 11,678 5,539
Under construction - 3,137 1,750
202,149 149,238

Accumulated depreciation and amortization 107,553 90,511
Property, plant and equipment - net $ 94,596 $ 58,727

Our depreciation expense was $8,874 in 2006, $4r82005 and $7,447 in 2004.

Certain facilities and equipment used in operatiamesleased under operating or capital leasesaRexjtenses under
operating leases were $869 for 2006, $473 for 201@5$479 for 2004. At December 31, 2006, the futbirgmum renta
payments under noncancelable operating leasebdgrears 2007 through 2011 were $1,961, $1,718881$1,295 and
$1,087, with $6,747 due thereafter. Capital leasam® not significant.

During 2005, we had impairments in our wirelinersegt of $349 on assets for which we do not beliegevill recover
their value due to the acquisition of ATTC. The aimments primarily consisted of $237 due to theevdown of out-of-
region assets to current market value and write-@ff545 of collocation assets and $43 of softw@he. impairments are
reflected as an operating expense in the “Selfjiegeral and administrative” line on our Consolidadatements of
Income.

American Tower Corp. Agreement

In August 2000, we reached an agreement with Araeriower Corp. (American Tower) under which we ¢gdn
American Tower the exclusive rights to lease sgaca number of our communications towers. In exghawe receive
a combination of cash and equity instruments asptete prepayment of rent with the closing of eaasing agreement.
The value of the prepayments were recorded asrdefezvenue and recognized in income as revenuelhwdife of the
leases. The balance of deferred revenue was $5880#6, $598 in 2005 and $628 in 2004.
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NOTE 6. EQUITY METHOD INVESTMENTS

Investments in partnerships, joint ventures, inclgdAT&T Mobility, and less-than majority-owned ssibliaries where
we have significant influence are accounted foreurile equity method. Until the December 29, 20683 uth
acquisition (see Note 2), we accounted for our @%nomic interest in AT&T Mobility under the equityethod since
we shared control equally with BellSouth, our 4086reomic partner. We had equal voting rights andasgntation on
the board of directors that controlled AT&T MobjlitAs a result of the BellSouth acquisition, AT&Toldility became a
wholly-owned subsidiary of AT&T and is reporteddor wireless segment and our Consolidated Statenoémbcome.

AT&T Mobility The following table is a reconciliation of our irstements in and advances to AT&T Mobility as
presented on our Consolidated Balance Sheets:

2006 2005
Beginning of yea $ 31,404 $ 33,687
Equity in net income 1,508 200
Other adjustments (32,912) (2,483)
End of yeal $ - $ 31,404

Undistributed earnings from AT&T Mobility were $4,2 prior to the BellSouth acquisition at Decemb&r2006, and
$2,711 at December 31, 2005. “Other adjustment@0B6 primarily represents the consolidation of ATKlobility as a
wholly-owned subsidiary of AT&T as a result of tBellSouth acquisition. “Other adjustments” in 20068luded the net
activity of $2,442 under our revolving credit agremt with AT&T Mobility, reflecting a repayment dieir shareholder
loan of $1,747 and a net repayment of their remghdredit balance of $695 (see Note 14).

The following table presents summarized financi&imation for AT&T Mobility at December 31 or fthe year then

ended:
2006 2005 2004

Income Statements

Operating revenue $ 37,506 $ 34,433 $ 19,565

Operating income 4,567 1,824 1,528

Net income 2,523 333 201
Balance Sheet:

Current assets $ 7,196 $ 6,049

Noncurrent assets 90,438 73,270

Current liabilities 10,317 10,008

Noncurrent liabilities 26,318 24,333

Other Equity Method Investments Our investments in equity affiliates include prithamternational investments. As
of December 31, 2006, our investments in equitiiaies included an 8.9% interest in Teléfonos dixMo, S.A. de
C.V. (Telmex), Mexico’s national telecommunicatiamnpany, and an 8.0% interest in América Movil 1A C.V.
(América Mavil), primarily a wireless provider in &&ico, with telecommunications investments in thetét States and
Latin America. We are a member of a consortium ftteéds all of the class AA shares of Telmex stoefpresenting
voting control of the company. Another member @& tonsortium, Carso Global Telecom, S.A. de C.¥s, the right to
appoint a majority of the directors of Telmex. Wgoaare a member of a consortium that holds alhefclass AA shares
of América Movil stock, representing voting contadlthe company. Another member of the consortilmericas
Telecom S.A. de C. V., has the right to appointagamity of the directors of América Movil.
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The following table is a reconciliation of our irstments in equity affiliates as presented on ourslidated Balance

Sheets:

2006 2005
Beginning of yea $ 2,031 $ 1,798
Additional investments 5 6
Equity in net income of affiliates 535 409
Dividends received (97) (158)
Currency translation adjustments (22) 66
Dispositions - (228)
Other adjustments (457) 138
End of yeal $ 1,995 $ 2031

Undistributed earnings from equity affiliates w&2038 and $1,615 at December 31, 2006 and 20@5cinency
translation adjustment for 2006 and 2005 primaefjects the effect of exchange rate fluctuation®or investments in
Telmex and América Mavil. “Other adjustments” f@05 consisted primarily of $375 representing thesctidation of
the Cellular Communications of Puerto Rico, YPC atiter domestic wireless investments as whollyred subsidiarie
of AT&T as a result of the BellSouth acquisitiorde$i75 representing purchase accounting revaluafiequity
investments in ATTC.

Dispositions for 2005 primarily reflect the disstidun of a wireless partnership. “Other adjustmerfits”2005 include
equity investment balances at December 31, 20@fuied as part of our acquisition of ATTC totalié§35, which
includes our 49% economic interest in Alestra SRde de C.V., a telecommunications company in Mexi

The fair value of our investment in Telmex, basedte equivalent value of Telmex L shares at Deearth, 2006, was
$2,543. The fair value of our investment in Amédavil, based on the equivalent value of Américallé shares at
December 31, 2006, was $6,488.

NOTE 7. DEBT

Long-term debt of AT&T and its subsidiaries, indlhglinterest rates and maturities, is summarizelésvs at
December 31:

2006 2005
Notes and debentures
Interest Rates Maturities
4.13% — 5.98% 2006 — 2054 $ 18,571 $ 12,284
6.00% — 7.88% 2006 — 2097 24,685 12,700
8.13% — 9.75% 2006 — 2031 8,626 4,417
Other 141 3
Fair value of interest rate swaps (80) (16)
51,943 29,388
Unamortized premium, net of discount 2,323 639
Total notes and debentures 54,266 30,027
Capitalized leases 211 115
Total long-term debt, including current maturities 54,477 30,142
Current maturities of long-term debt (4,414) (4,027)
Total lon¢-term debi $ 50,063 $ 26,115

On December 29, 2006, we assumed $28,321 in longdebt and capital leases related to our acquisdf BellSouth
(see Note 2). The debt of AT&T Mobility was includlen the amount assumed now that it is a subsidifAT&T.
BellSouth’s and AT&T Mobility’s long-term debt inatled both fixed and floating interest rates withiedghted-average
rate of 6.7% (ranging from 4.2% to 8.8%) and hadumiiges ranging from 2007 to 2097. Included in tliotal notes an
debentures” balance in the table above was theviglce of acquired debt from BellSouth and AT&T Nlip of
$25,234, which had a carrying amount of $26,96Bextember 31, 2006.
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Included in the table above at December 31, 20@8, $1,734 representing the remaining excess dathealue over the
recorded value of debt in connection with the asitjon of BellSouth and AT&T Mobility. The excessamortized over
the remaining lives of the underlying debt obligas.

We have debt instruments that may require us torobase the debt or which may alter the intergstassociated with
that debt. We have two issues of $1,000 PuttabteR&ecurities (PURS) at 4.2% maturing in 2021 aittannual put
option by the holder. If the holders of our PURSnd® require us to repurchase the securities nieedst rate will be
reset based on current market conditions. Sincgethecurities can be put to us annually, the baleniocluded in
current maturities of long-term debt in our balasbeet.

On November 18, 2005, we consolidated $8,293 ig-tenm debt, including capital leases, relateduoazquisition of
ATTC. ATTC's debt included both fixed and floatingerest rates with a weighted-average rate of@pprately 8.6%
(ranging from 3.87% to 9.75%) and had maturitiesyiiag from 2006 to 2054. Included in our “Total e®&nd
debentures” balance in the table above was theviglce of acquired debt from ATTC of $6,910, whigd a carrying
amount of $7,694 at December 31, 2005.

Included in the table above at December 31, 20@5,$784 representing the remaining excess of thedfue over the
recorded value of debt in connection with the asitjoh of ATTC, of which $747 was included in owriamortized net
premium (discount)” and $37 was included in our fi@at maturities of long-term debt.” The excesar®ortized over
the remaining lives of the underlying debt obligas.

At December 31, 2006, the aggregate principal artsoaflong-term debt and the corresponding weiglatestage
interest rate scheduled for repayment for the y2a@5 through 2011, excluding capitalized leasesthe effect of
interest rate swaps, were $4,400 (5.5%), $3,83/}p.$5,919 (4.9%), $2,253 (6.3%) and $7,485 (7.84) $27,911
(7.0%) due thereafter. As of December 31, 20062805, we were in compliance with all covenants emntlitions of
instruments governing our debt. Substantially Bhur outstanding long-term debt is unsecured.

Financing Activities

Debt During 2006, debt repayments totaled $4,244 andistet of:
o $4,040 related to debt repayments with interessreanging from 5.75% to 9.50%, which included $284
associated with unwinding an interest rate for@gmency swap on our E.-denominated debt (see Note
o $148related to called and put debt with interatts ranging from 6.35% to 9.5%.

o $56 related to scheduled principal payments onratbbt and repayments of other borrowings.

In May 2006, we received net proceeds of $1,49%h fiilee issuance of $1,500 of long-term debt comsgjstf $900 of
two-year floating rate notes and $600 of 6.80%y&8r bonds maturing in 2036.

Debt maturing within one year consists of the faileg at December 31:

2006 2005
Commercial pape $ 5214 $ 320
Current maturities of long-term debt 4,414 4,027
Bank borrowings 105 108
Total $ 9,733 $ 4,455

L primarily represents borrowings, the availabilifyadiich is contingent on the level of cash heldsoyne of our foreign subsidiaries.

The weighted-average interest rate on commercjzpdebt at December 31, 2006 and 2005 was 5.31% .8%,
respectively.

In February 2007, we issued $3,200 of long-ternt debsisting of $1,500 principal amount of floatiraje notes due in
2010, $1,200 principal amount of 6.375% notes dug0b56 and $500 principal amount of 5.625% notesid2016.

Credit Facility In July 2006, we replaced our three-year $6,006itegreement with a five-year $6,000 credit
agreement with a syndicate of investment and comialdranks. The current agreement will expire ity 2011. The
available credit under this agreement increaseahbgdditional $4,000 when we completed our acdoiisitf BellSouth.
This incremental available credit is intended folaee BellSouth’s $3,000 credit facility, which wasminated in
January 2007. We have the right to request thestsrid further increase their commitments (i.@ser¢he available
credit) up to an additional $2,000, provided norea default under the credit agreement has oeduiVe also have the
right to terminate, in whole
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or in part, amounts committed by the lenders utitisragreement in excess of any outstanding adgahocevever, any
such terminated commitments may not be reinstétddances under this agreement may be used for gler@porate
purposes, including support of commercial paperdwaings and other short-term borrowings. Thereoisnaterial
adverse change provision governing the drawdovadeéinces under this credit agreement. This agreernatains a
negative pledge covenant, which requires that, dng time we or a subsidiary pledge assets orwike permits a lien
on its properties, advances under this agreemdinbeviatably secured, subject to specified exossti We must
maintain a debt-to-EBITDA (earnings before inter@stome taxes, depreciation and amortization,ahdr
modifications described in the agreement) finan@itib covenant of not more than three-to-one abefast day of each
fiscal quarter for the four quarters then ended.anéein compliance with all covenants under theagrent. We had no
borrowings outstanding under committed lines otlitras of December 31, 2006 or 2005.

Defaults under the agreement, which would pernatiémders to accelerate required payment, inclod@ayment of
principal or interest beyond any applicable graeequl; failure by AT&T or any subsidiary to pay whdue other debt
above a threshold amount that results in acceterati that debt (commonly referred to as “crossebmation”) or
commencement by a creditor of enforcement procesdiithin a specified period after a money judgnehve a
threshold amount has become final; acquisitionriyy@erson of beneficial ownership of more than SfPAT&T
common shares or a change of more than a majdr&ff &T’s directors in any 24-month period other thas elected by
the remaining directors (commonly referred to &shange-of-control”); material breaches of repréagans in the
agreement; failure to comply with the negative gkedr debt-to-EBITDA ratio covenants described apdailure to
comply with other covenants for a specified peadtér notice; failure by AT&T or certain affiliates make certain
minimum funding payments under ERISA; and speciéeents of bankruptcy or insolvency.

NOTE 8. FINANCIAL INSTRUMENTS

The carrying amounts and estimated fair valuesiolang-term debt, including current maturitiesdaher financial
instruments, are summarized as follows at Decer®ber

2006 2005

Carrying Fair Carrying Fair

Amount Value Amount Value
Notes and debentur: $ 54,266 $ 54,566 $ 30,027 $ 30,735
Commercial paper 5,214 5,214 320 320
Bank borrowings 105 105 108 108
AT&T Mobility shareholder loan - - 4,108 4,108
Available-for-sale equity securities 2,731 2,731 648 648
EchoStar note receivable 478 467 465 447
Preferred stock of subsidiaries 43 43 43 43

The fair values of our notes and debentures weiaa&t®d based on quoted market prices, where d@ajlar on the net
present value method of expected future cash flesirgy current interest rates. The carrying valudedift with an
original maturity of less than one year approxireaterket value.

Prior to our December 29, 2006 acquisition of Belith (see Note 2), we and BellSouth, the two owne&sT&T
Mobility, each made a subordinated loan to AT&T Mibyp (shareholder loans). Following the BellSowttquisition, our
shareholder loan with AT&T Mobility was consoliddtand does not appear on our Consolidated Balameet &t
December 31, 2006. At December 31, 2005, our sh&dehloan to AT&T Mobility was recorded at facdwa, and the
carrying amounts approximate fair values.

The fair value of our EchoStar note receivable e&tsnated based on a third-party valuation. Theyozag amount of
this note was based on the present value of cabimgerest payments, which will be accreted onntbie up to the face
value of $500 on a straight-line basis through A1Q008.

Our available-for-sale equity securities are cdraefair value, and realized gains and lossefieset equity securities
were included in “Other income (expense) — netttenConsolidated Statements of Income. The fairevaf our
available-for-sale equity securities was principaktermined based on quoted market prices ancattmging amount of
the remaining securities approximates fair valu@ss realized gains on our available-for-sale gagéturities were
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$10 in 2006, $110 in 2005 and $323 in 2004. Greaized losses on these securities were $0 in ZKI01, 2005 and
$191 in 2004. These gains and losses were detedmiirg the specific identification method. Ourgweds from the
sales of our available-for-sale equity securitieser$10 in 2006, $125 in 2005 and $3,188 in 2004.

Our short-term investments, other short-term and4erm held-to-maturity investments and custonegogdits are
recorded at amortized cost, and the carrying anscapproximate fair values. We held other short-teefd-to-maturity
securities of $477 at December 31, 2006 compar8 &t December 31, 2005.

Preferred Stock Issuance$n November 2005, we issued 768,391.4 shares @eRel Cumulative Preferred Stock
(AT&T preferred stock), par value $1 per share. FA&T preferred stock was issued to replace eaelesbf ATTC
preferred stock that was issued and outstandimg fwrithe November 18, 2005 acquisition and is hgla subsidiary of
ATTC.

Preferred Stock Issuances by Subsidiarielsn 2002, we restructured our holdings in certairestments, including
Sterling. As part of this restructuring, a newlgated subsidiary issued $43 of preferred stockghwivias included in
“Other noncurrent liabilities” on the ConsolidatBdlance Sheets. The preferred stock will accumulaidends at an
annual rate of 5.79% and can be converted, atgtieroof the holder, to common stock (but not atoalhng interest) of
the subsidiary at any time.

In 2005, we redeemed $350 of an AT&T subsidiassued preferred stock private placement and reg2i@ of preferre
securities previously issued by an AT&T subsidiavijch was related to an internal restructuringaf ownership in
several investments.

Letters of Credit Letters of credit are guarantees we purchase, vérishire our performance or payment to third parties
in accordance with specified terms and conditiddsnagement has determined that our letters of ttdednot create
additional risk to us. The notional amounts outdiiag were $478 at December 31, 2006, and $623 at

December 31, 2005, and the fair values of therketibcredit, based on the fees paid to obtairotiigations, for both
periods were $1.

Derivatives We use interest rate swaps, interest rate forwamtracts and foreign currency exchange contraatsaioag
our market risk changes in interest rates anddarekchange rates. We do not use financial instnisrfer trading or
speculative purposes. Each swap matches the esadtity dates of the underlying debt to which tiaeg related,
allowing for perfectly effective hedges. Each aglil forward contract matches the interest paynwdritee underlying
debt to which they are related, allowing for petifeeffective hedges.

Interest Rate Swap#/e had fair value interest rate swaps with a nafiealue of $5,050 at December 31, 2006 and
$4,250 at December 31, 2005, with a net carryiryfain value liability of $80 and $16, respectively 2006, we had
$1,000 of swaps mature in 2006 related to our neyeay of the underlying security. The net fair vaiability at
December 31, 2006, was comprised of a liabilit®6 and an asset of $6. The net fair value lighdlit

December 31, 2005, was comprised of a liabilit&8 and an asset of $17.

Included in the above fair value interest rate swajonal value for 2006 was interest rate swah winotional amount
of $1,800 acquired as a result of our acquisitibBallSouth on December 29, 2006. These swaps wamund in
January 2007.

Interest Rate Locki® May 2006, we entered into an interest rate foda@ntract with a notional amount of $750 to
partially hedge interest expense related to out idsbance in 2006. In 2006, we utilized a notiarabunt of $600 of
this forward contract and incurred settlement gair4. In November 2005, we entered into an irsterate forward
contract with a notional amount of $500 to paryiddedge interest expense related to refinancingrigop of our debt
maturities in 2006. In November 2005, we utilized hotional amount of this interest rate forwardteact and incurred
settlement costs of $2. During 2004, we utilizetbtional amount of $1,500 of interest rate forwendtracts and
incurred settlement costs of $302 ($196 net obexefit). During 2007, we expect to reclassify iaewnings between $8
to $9, net of tax, of the previously mentionedlsetent expenses.

Interest Rate Foreign Currency Swape had combined interest rate foreign currency sagapements for Euro-
denominated debt, which hedge our risk to bothrésterate and currency movements. In November 2086epaid the
notional amount of our foreign currency swap of &83pon repayment we unwound our swap asset of.$284
Additionally, we repaid the collateral associatathvthe swap contract of $150, which was receiveddover the term
of the swap agreement.
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Foreign Currency Forward Contraci#/e enter into foreign currency forward contractsni@nage our exposure to
changes in currency exchange rates related tagfom@irrency-denominated transactions. At Decemhbe2@06 and
2005, our foreign exchange contracts consistectipatly of Euros, British pound sterling, Danistoke and Japanese
Yen. At December 31, 2006, the notional amountsurdntract were $440, of which $6 were designatedet
investment hedges. At December 31, 2005, the ralteomounts under contract were $623, of which $&Bvdesignated
as net investment hedges. The remaining contnadtsth periods were not designated for accountinggses. There
was no ineffectiveness recognized in earningstfesé contracts during 2006 and 2005. At Decemhe2®16, these
foreign exchange contracts had a net carrying aind/élue asset of $1, comprised of an asset @fr4a liability of $3.
At December 31, 2005, these foreign exchange octsthead a net carrying and fair value liability$®, comprised of an
asset of $5 and a liability of $13. These contraaee valued using current market quotes, whictevadtained from
independent sources.

NOTE 9. INCOME TAXES

Significant components of our deferred tax lial@bt(assets) are as follows at December 31:

2006 2005
Depreciation and amortizatic $ 21,016 $ 13,921
Intangibles (nonamortizable) 2,271 1,874
Equity in foreign affiliates 515 727
Employee benefits (9,667) (4,897)
Currency translation adjustments (261) (272)
Allowance for uncollectibles (385) (351)
Unamortized investment tax credits (68) (79)
Net operating loss and other carryforwards (2,981) (838)
Investment in wireless partnership 12,580 2,597
Other — net 368 387
Subtotal 23,388 13,069
Deferred tax assets valuation allowance 984 627
Net deferred tax liabilitie $ 24,372 $ 13,696
Net lon¢-term deferred tax liabilitie $ 27,406 $ 15,713
Less: Net current deferred tax assets (3,034) (2,011)
Less: Other assets - (6)
Net deferred tax liabilitie $ 24,372 $ 13,696

At December 31, 2006 and 2005, net deferred téilias include a deferred tax asset of $456 ad¥relating to
compensation expense under Statement of Financ@ukting Standards No. 123(R) “Share-Based Payr(leAS 123
(R)). Full realization of this deferred tax asssjuires stock options to be exercised at a pricalegy or exceeding the
sum of the strike price plus the fair value of tistion at the grant date. The provisions of FAS(R23however, do not
allow a valuation allowance to be recorded unlkescbmpany’s future taxable income is expectecctmsbufficient to
recover the asset. Accordingly, there can be narasse that the stock price of AT&T common sharékrige to levels
sufficient to realize the entire tax benefit cuthgmeflected in our balance sheet.

At December 31, 2006, we had net operating andaldpss carryforwards (tax effected) for fedessfite and foreign
income tax purposes of $1,507, $1,138 and $13 céisply expiring through 2025. The federal net a@ierg loss
carryforward primarily relates to AT&T Mobility’saguisition of AWE in 2004. Additionally, we had fexdl and state
credit carryforwards of $71 and $252 respectivelyigng primarily through 2024.

The change in the valuation allowance for 200G imarily the result of the acquisition of ATTC, B&buth and AT&T
Mobility. Other changes are the result of an evi@dmeof the uncertainty associated with the rediieof certain
deferred tax assets unrelated to FAS 123(R). Fattitesstments to the valuation allowance attribablthe ATTC,
BellSouth and AT&T Mobility opening balance shetems may be required to be allocated to goodwdl ather
purchased intangibles.
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In June 2006, the FASB issued FIN 48, which chatigesccounting for uncertainty in income taxepi®scribing a
recognition threshold for tax positions taken gpeoted to be taken in a tax return. FIN 48 is éffedor fiscal years
beginning after December 15, 2006. Our evaluatidh®impact FIN 48 will have on our financial pix@n and results ¢
operations is ongoing.

The components of income tax expense are as fallows

2006 2005 2004
Federal:

Current $ 3,344 $ 1,385 $ 1,145
Deferred — net (139) (681) 843
Amortization of investment tax credits (28) (21) (32)
3,177 683 1,956

State, local and foreign:
Current 295 226 427
Deferred — net 53 23 (197)
348 249 230
Total $ 3,525 $ 932 $ 2,186

A reconciliation of income tax expense and the amcomputed by applying the statutory federal inedax rate (35%)
to income before income taxes, income from discwetdl operations, extraordinary items and cumulaffext of
accounting changes is as follows:

2006 2005 2004
Taxes computed at federal statutory | $ 3,809 $ 2001 $ 2508
Increases (decreases) in income taxes resulting fro
State and local income taxes — net of federal irctar benefit 234 176 213
Effects of international operations (200) (70) (222)
Medicare reimbursements (123) (95) (89)
Equity in net income of affiliates (218) (35) -
Tax settlements - (902) (65)
Other — net 23 (143) (159)
Total $ 3,625 $ 932 $ 2186

In December 2005, we reached an agreement wittiRiBe¢o settle certain claims, principally relatedhe utilization of
capital losses and tax credits for years 1997-18@%uded in the settlement was relief from pregi@ssessments and
agreement on multiple items challenged by the IRtBé course of routine audits. As we had previopaid the
assessments in full and filed refund claims wit RS, the settlement resulted in our recognitibapproximately $902
of reduced income tax expense in 2005.

Effects of international operations include iterastsas foreign tax credits, sales of foreign invesits and the effects
undistributed earnings from international operatiddeferred taxes are not provided on the undigiibearnings of
subsidiaries operating outside the United Stataisithve been or are intended to be permanentlyasiad.

NOTE 10. PENSION AND POSTRETIREMENT BENEFITS

We acquired BellSouth on December 29, 2006, and@dm November 18, 2005. In conjunction with thel8elith
merger, AT&T Mobility became a wholly-owned subsidi and its pension plan was combined with AT&TBellSouth
AT&T Mobility and ATTC sponsored noncontributoryfadeed benefit pension plans covering the majorityheir U.S.
employees. In accordance with Statement of FinhAdeounting Standards No. 87, “Employers’ Accoungtior
Pensions” (FAS 87) and Statement of Financial Aotiog Standards No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions” (FA&,Jwhen an employer is acquired as part of a ereeny excess
of projected benefit obligation over the plan assgetecognized as a liability and any excess afi plssets over the
projected benefit obligation is recognized as a gisset. The recognition of a new liability or avresset by the acquire
at the date of the merger, results in the elimamatif any (a) previously existing unrecognizedgaéh or loss, (b)
unrecognized prior
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service cost and (c) unrecognized net transitidigation. In addition, the accumulated postretirairigenefit obligation
are to be measured using actuarial assumptionteamd of the substantive plans, as determined dytinchaser. As
such, and consistent with our practice, we didamgbunt for the annual dollar value cap of medaral dental benefits
the value of the accumulated postretirement beobfigation for the ATTC, BellSouth or AT&T Mobilitpostretiremer
benefit plans (i.e., we assumed the cap would beedan the future). All other significant weightederage
assumptions used were determined based on ourgzdii@at are discussed below in “Assumptions.”

Due to the proximity of the BellSouth transactiortiie end of the year, we have presented belowettenciliation of th
December 31, 2006 expected funded status of Beli®oplans, excluding supplemental retirement pkmd excluding
the acquisition by AT&T, and status of those planbsequent to the acquisition.

Postretirement

Pension Benefit Benefits
Pre- Post- Pre- Post-
merger merger merger merger

Benefit obligations $(11,622) $ (11,013) $ (10,803) $ (11,461)
Fair value of plan assets 17,628 17,628 5,269 5,269
Funded (unfunded) benefit obligation 6,006 6,615 (5,534) (6,192)
Unrecognized net (gain) loss (661) - 1,377 -
Unrecognized net obligation - - 49 -
Unrecognized prior service cost (benefit) (280) - 2,535 -
Net amount recorde $ 5065 $ 6615 $ (1,573) $ (6,192)

The acquisition of BellSouth’s portion of AT&T Mdhy will be accounted for as a step acquisitiamnatcordance with
purchase accounting rules, BellSouth’s investmedTi&T Mobility will be adjusted to its fair valuthrough purchase
accounting adjustments. Accordingly, we have recgha new liability for 40% of AT&T Mobility’s pesion and
postretirement benefit plans. Prior to the mergerrecorded our investment in AT&T Mobility as aquéy investment
and did not account for our 60% economic interé#tT& T Mobility’s pension and postretirement plaide have
included our historical 60% ownership interesthia table below.

We have presented below the reconciliation of teedbnber 31, 2006 expected funded status of AT&T iyl plans,
excluding supplemental retirement plans and exolythe acquisition by AT&T, and status of thosenplaubsequent to
the acquisition.

Postretirement

Pension Benefit Benefits
Pre- Post- Pre- Post-
merger merger merger merger

Benefit obligations $ (B679) $ (635 $ (153) $ (209
Fair value of plan assets 548 548 - -
Funded (unfunded) benefit obligation (131) (87) (153) (209)
Unrecognized net (gain) loss (20) (38) 26 -
Unrecognized prior service cost (benefit) 8 4 (6) 45
Net amount recorde $ (143 $ (121) $ (133 $ (169
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The reconciliation of the December 31, 2004 funskadus of ATTC’s U.S. plans, excluding supplemerggdtement
plans, and status of those plans subsequent toehger are as follows:

Postretirement

Pension Benefit Benefits
Pre- Post- Pre- Post-
merger merger merger merger
Benefit obligations $ (16,178) $ (16,942) $ (5,813) $ (9,129)
Fair value of plan assets 18,510 18,917 2,313 2,429
Funded (unfunded) benefit obligation 2,332 1,975 (3,500) (6,700)
Unrecognized net loss 949 - 1,298 -
Unrecognized prior service cost 356 - 53 -
Net amount recorde $ 3637 $ 1975 $ (2,149) $ (6,700)

In subsequent periods, net periodic pension ant:pgBoyment cost for BellSouth, BellSouth’s 40% remmic interest
in AT&T Mobility and ATTC will exclude any amortizen of either the unrecognized loss or the unrecy prior
service cost existing at the date of the mergewéier, the funding of these plans is not directfgced by the mergers.
The basis of funding, over time, will reflect thasp amendments and losses that underlie those #ndéuwthey are
reflected in the funding process, contributiond vl some periods, exceed the net pension codttteat will reduce the
liability (unfunded accrued pension cost) recogadiaethe date of acquisition.

Pension Benefits

Substantially all of our U.S. employees are covdrgdne of our noncontributory pension and deattebeplans. Many
of our management employees participate in pensims that have a traditional pension formula,(aestated
percentage of employees’ adjusted career inconteadrozen cash balance or defined lump sum fornttffective
January 15, 2005, the management pension plahdsetemployees was amended to freeze benefit écpnexiously
earned under a cash balance formula. Each empboggisting cash balance continues to earn intatesvariable
annual rate. After this change, those managemeplogees, at retirement, may elect to receive thiéqoof their
pension benefit derived under the cash balancefomet! lump sum as a lump sum or an annuity. Theheing pension
benefit, if any, will be paid as an annuity if ialue exceeds a stated monthly amount. ATTC, Belisand AT&T
Mobility management employees participate in caslarce pension plans. Nonmanagement emplopession benefil
are generally calculated using one of two formutessiefits are based on a flat dollar amount per geeording to job
classification or are calculated under a cash lsal@fan that is based on an initial cash balancauatrand a negotiated,
annual pension band and interest credits. Most momgement employees can elect to receive theiigrebhsnefits in
either a lump sum payment or an annuity.

At December 31, 2006, certain defined pension plarmerly sponsored by ATTC and AT&T Mobility weneerged in
to the AT&T Pension Benefit Plan.

Postretirement Benefits
We provide certain medical, dental and life inseeabenefits to certain retired employees undeouarplans and accri
actuarially determined postretirement benefit castactive employees earn these benefits.

Obligations and Funded Status

For defined benefit pension plans, the benefitgattion is the “projected benefit obligation,” thetwarial present value,
as of the measurement date, of all benefits ateibby the pension benefit formula to employeeiserrendered to that
date. The amount of benefit to be paid dependsram@er of future events incorporated into the memnbenefit
formula, including estimates of the average lifeofployees/survivors and average years of sereivdered. It is
measured based on assumptions concerning futeresttrates and future employee compensation levels

For postretirement benefit plans, the benefit altl@n is the “accumulated postretirement benefligakion,” the
actuarial present value as of a date of all fuhaeefits attributed under the terms of the poseetent benefit plan to
employee service rendered to that date.
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The following table presents this reconciliatiom @mows the change in the projected benefit olitigdor the years
ended December 31:

Postretirement

Pension Benefit Benefits

2006 2005 2006 2005
Benefit obligation at beginning of ye $ 46,176 $ 28,189 $ 35225 $ 25,114
Service cost - benefits earned during the period 1,050 804 435 390
Interest cost on projected benefit obligation 2,507 1,725 1,943 1,496
Amendments - 2) - (442)
Actuarial loss (gain) (2,499) 1,182 (3,386) 613
Special termination benefits 25 15 2 2
Curtailments - - - 77)
Benefits paid (3,958) (2,679) 1,772) (1,234)
Transferred from AT&T Mobility 635 - 209 -
Transferred from BellSouth 11,013 - 11,461 -
Transferred from ATTC - 16,942 - 9,129
Other - - 20 234
Benefit obligation at end of ye $ 55949 $ 46,176 $ 44,137 $ 35,225

The following table presents the change in theealiplan assets for the years ended Decemberdthamplansfundec
status at December 31:

Postretirement

Pension Benefit Benefits

2006 2005 2006 2005
Fair value of plan assets at beginning of \ $ 48,755 $ 29,813 $ 11,417 $ 8,692
Actual return on plan assets 6,311 2,704 1,379 677
Benefits paidt (3,958) (2,679) (920) (381)
Transferred from AT&T Mobility 548 - - -
Transferred from BellSouth 17,628 - 5,269 -
Transferred from ATTC - 18,917 - 2,429
Fair value of plan assets at end of y $ 69,284 $ 48,755 $ 17,145 $ 11417
Funded (unfunded) status at end of year $ 13,335 $ 2579 $ (26,992) $ (23,808)

1 At our discretion, certain postretirement benedits paid from AT&T cash accounts and do not redtmlentary Employee Beneficiary Association (VEB
assets. Future benefit payments may be made froBAMEIsts and thus reduce those asset bala

2 Funded status is not indicative of our ability Bypngoing pension benefits nor of our obligatiofiund retirement trusts. Required pension funding
determined in accordance with ERISA regulatic

Included in “Postemployment benefit obligation” oar Consolidated Balance Sheets at December 3%, 266 a
reduction in the liability associated with the “B38nfunded Postretirement Benefits Cost SharingeAgrent” and
“1983 Force Adjustment Cost-Reimbursement and Indfécation Agreement” (Agreements). Under the Agneats,
the Bell System Companies (RBOCs) (which includediformer SBC and BellSouth) agreed to providegroptoymen
benefits to those employees of ATTC who retiredmptd the 1983 reorganization that divided ATTC.psst of the
Agreements, ATTC agreed to reimburse RBOCs forgmoptoyment benefits paid to these retirees. SinE€@Ragreed
to provide reimbursement, the accumulated postempat benefits recorded on our Consolidated Bal&tets prior
to the November 18, 2005 acquisition of ATTC did imzlude these expected payments. After the AT TeZger, we no
longer will receive third-party reimbursement fbese liabilities and accordingly increased our fieobligation by
$234 in 2005 for the ATTC merger. ATTC maintains fhgreements with the remaining RBOCs and we irelud
estimated amounts subject to reimbursement on oos@idated Balance Sheets as “Other noncurrditities.”

Also included in “Postemployment benefit obligatiam our Consolidated Balance Sheets at Decemhe2@®M, were
phone concessions for out-of-region retirees. Titeobregion phone concession, which is not pathefpension plan
and not subject to ERISA, allowed for out-of-regretirees to receive reimbursements for phone cesyrovided by

another carrier. During 2005, we notified out-ofion retirees of changes which allowed us to redhiseobligation by
$96.
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Effective January 1, 2006, medical coverage fortm@mnagement participants was amended to providghedeductible
plan. Additionally, effective January 1, 2005, neadicoverage for nonmanagement retirees was ameadectease co-
pays and deductibles for prescription drugs anthtemedical services.

During 2004, we agreed to new five-year labor agesgs for nonmanagement employees. The agreenmenidgd
that, prior to expiration of the agreement, we wlazbntribute $2,000 to a VEBA trust to partialynélicurrent and futur
retiree health care, $1,000 of which was contridutering 2004.

Amounts recognized on our Consolidated Balance tSkegédecember 31 are listed below:

Pension Benefit Postretirement Benefi

2006 2005 2006 2005
Postemployment Bene $ 13,335 $ 12699 $ 772 $ -
Current portion of employee benefit obligatibn - - (973) (1,505)
Employee benefit obligatiof - (1,548)  (26,791)  (14,953)
Net amount recognize $ 13335 $ 11,151 $ (26,992) $ (16,458)

Lincluded in “Accounts payable and accrued lialgiitt
2Included in “Postemployment benefit obligation.”

As required by FAS 158, we recognized the fundatustof defined benefit pension, including suppletaleretirement
and savings plans, and postemployment plans assa ar liability in our statement of financial fims and will
recognize changes in that funded status in theigeahich the changes occur through comprehensieeme. This
standard has no effect on our expense or benefigrétion nor will it affect the funding requiremsrimposed under
ERISA. FAS 158 requires prospective applicationfigral years ending after December 15, 2006. Atebeber 31,
2006, we decreased our net postretirement ass@81$4ncreased our postemployment benefits $3a#69decreased
our other comprehensive income $4,786 (net of dedetaxes of $3,564). (See Note 1)

Amounts recognized in our accumulated other cormgareiire income at December 31 are listed below:

Pension Benefit Postretirement Benefi
2006 2005 2006 2005
Net loss $ 4271 $ - $ 6124 $ -
Prior service cost (benefit) 624 - (2,669) -
Total $ 4895 % - $ 3455 % -

The accumulated benefit obligation for our pengitams represents the actuarial present value @ftehased on
employee service and compensation as of a cer&nahd does not include an assumption about fotumgpensation
levels. The accumulated benefit obligation for pension plans was $53,662 at December 31, 200654thd 39 at
December 31, 2005.
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Net Periodic Benefit Cost and Other Amounts Recogméed in Other Comprehensive Income

Our combined net pension and postretirement cesgrézed in our Consolidated Statements of Incorag $1,635,
$1,336 and $1,287 for the years ended Decemb&088, 2005 and 2004. The following table presdrgscomponents
of net periodic benefit obligation cost (gains demoted with parentheses and losses are not):

Postretirement
Pension Benefit Benefits
2006 2005 2004 2006 2005 2004

Service cost - benefits earned during

the perioc $1050 $ 804 $ 818 $ 435 $ 390 $ 383
Interest cost on projected benefit

obligation 2,507 1,725 1,642 1,943 1,496 1,495
Expected return on plan assets (3,989) (2,736) (2,684) (935) (781) (720)
Amortization of prior service cost

(benefit) and transition asset 149 186 188 (359) (344) (349)
Recognized actuarial loss 361 156 a4 473 440 470
Net pension and

postretirement cost $ 78 $ 135 % 8 $1557 $ 1,201 $ 1,279

1 During 2006, 2005 and 2004, the Medicare Prpsori Drug, Improvement and Modernization Act oD3QMedicare Act) reduced
postretirement benefit cost by $349, $304$2f65. This effect is included in several line itea®ve.

The estimated net loss and prior service costdéosipn benefits that will be amortized from accuated other
comprehensive income into net periodic benefit cosr the next fiscal year are $248 and $127, miyady. The
estimated net loss and prior service benefit fati@direment benefits that will be amortized frooc@mulated other
comprehensive income into net periodic benefit cost the next fiscal year are $293 and $355.

Assumptions
In determining the projected benefit obligation @nel net pension and postemployment benefit casyysed the
following significant weighted-average assumptions:

2006 2005 2004
Discount rate for determining projected benefitigdtion at December & 6.00% 5.75% 6.00%

Discount rate in effect for determining net cosir(efit) 1 5.75% 6.00% 6.25%
Long-term rate of return on plan ass 8.50% 8.50% 8.50%
Composite rate of compensation increase for detengi

projected benefit obligation at December 4.00% 4.00% 4.00%
Composite rate of compensation increase for netipen

cost (benefit 4.00% 4.00% 4.25%

1 Discount rate in effect for determining net cgisnefit) of BellSouth and AT&T Mobility pensioma postretirement plans for the two-day
period ended December 31, 2006, was 6.00%dEoeunt rate in effect for determining net cdmn(efit) of ATTC pension and postretirement
plans for the ¢-day period ended December 31, 2005 was 5.

Approximately 10% of pension and postretirement<ase capitalized as part of construction labmyidling a small
reduction in the net expense recorded. While weawiitinue our cost-cutting efforts, certain fastauch as investment
returns, depend largely on trends in the U.S. siiesimarkets and the general U.S. economy. Inquéat, uncertainty il
the securities markets and U.S. economy couldtrésiivestment returns less than those assumead aedline in the
value of plan assets used in pension and postretitecalculations, which under GAAP we will recagnover the next
several years. Should the securities markets deolimedical and prescription drug costs increaserate greater than
assumed, we would expect increasing annual comirieegension and postretirement costs for the sexral years.
Additionally, should actual experience differ frantuarial assumptions, combined net pension anggiiosment cost
would be affected in future years.
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Discount Rat®ur assumed discount rate of 6.00% at Decembe2(®H reflects the hypothetical rate at which the
projected benefit obligations could be effectivedtied or paid out to participants on that date.d&termined our
discount rate based on a range of factors, incuthie rates of return on high-quality, fixed-incoomeporate bonds
available at the measurement date and the relapted duration for the obligations. For the ye@ded December 31,
2006, we increased our discount rate by 0.25%]theglin a decrease in our pension plan benef@ig040 and a
decrease in our postretirement benefit obligatio$19030. For the year ended December 31, 2005edced our
discount rate by 0.25%, resulting in an increaseuinpension plan benefit obligation of $609 andranease in our
postretirement benefit obligation of $844. Shoudtlial experience differ from actuarial assumptidhs,projected
pension benefit obligation and net pension cost,antumulated postretirement benefit obligation postretirement
benefit cost would be affected in future years.

Expected Long-Term Rate of Ret@ur expected long-term rate of return on plan asse8.50% for 2007 and 2006
reflects the average rate of earnings expectetiefunds invested, or to be invested, to providete benefits included
in the projected benefit obligations. We considangnfactors that include, but are not limited tistdrical returns on
plan assets, current market information on longiesturns (e.g., long-term bond rates) and cuadttarget asset
allocations between asset categories. The target aocation is determined based on consultatigtisexternal
investment advisors. This assumption, which is daseour long-term expectations of market retumfsiture years, is
one of the most significant of the weighted-averaggumptions used to determine our actuarial egwd pension and
postretirement benefit expense. If all other faztwere to remain unchanged, we expect that a 1¥&ase in the
expected long-term rate of return would cause 2@0ibined pension and postretirement cost to iner§862 over
2006.

Composite Rate of Compensation Incre@se expected composite rate of compensation inereb4% for 2006 and
2005 reflects the long-term average rate of satameases.

Health Care Cost Tren@ur health care cost trend assumptions are dewelogged on historical cost data, the near-term
outlook and an assessment of likely long-term tseididitionally, to recognize the disproportiongtewth in

prescription drug costs, we have developed sepaeatd assumptions for medical and prescriptiomgslrin addition to

the health care cost trend, we assume an annugt@#h in administrative expenses. Due to benefiigh changes in
recent years (e.g. increased co-pays and dedfini@rescription drugs and certain medical ses)icwe continue to
experience better than expected claims experi@imefollowing table provides our assumed averagdtiheare cost

trend based on the demographics of plan particgpant

2007 2006
Health care cost trend rate assumed for curremt yea
Retirees 64 and und 6.43% 7.00%
Retirees 65 and ow 7.50 % 8.00%
Rate to which the cost trend is assumed to decline
(the ultimate trend rate 5.00 % 5.00%
Year that rate reaches the ultimate trend rate 2010 2009

Due to multiple years of better than assumed egpeé on dental claims, we reduced our assumed kaenizl cost
trend from 5% to 3% in 2007. A one percentage-pdiainge in the assumed combined medical and dsvgbatrend rate
would have the following effects:

One Percentage- One Percentage-

Point Increase Point Decrease
Increase (decrease) in total of service and intemst
component: $ 351 $ (279)
Increase (decrease) in accumulated postretirenegretfi
obligation 4,891 (4,040)

For the majority of our labor contracts that comtan annual dollar value cap for the purpose cdrd@ning contribution
required from nonmanagement retirees who retirenguhe term of the labor contract, we have waitredlcap during
the relevant contract periods and thus not coltectntributions from those retirees, and we hawglaily waived the
cap for nonmanagement retirees who retired priandeption of the labor contract. Therefore, in@dance with the
substantive plan provisions required in accountimgostretirement benefits under GAAP, we do roaioant for the ca
in the value of our accumulated postretirement fieokligation (i.e., for GAAP purposes, we assuntieel cap would be
waived for all future contract periods).
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Plan Assets

Plan assets consist primarily of private and pubdjoity, government and corporate bonds, and statee The asset
allocations of the pension plans are maintainedeet ERISA requirements. Any plan contributionsdeermined by
ERISA regulations, are made to a pension trusthfebenefit of plan participants. We maintain VEB#sts to partially
fund postretirement benefits; however, there arERESA or regulatory requirements that these ptstraent benefit
plans be funded annually.

The principal investment objectives are: to enshieeavailability of funds to pay pension and pdgeenent benefits as
they become due under a broad range of future esicrecenarios; to maximize long-term investmeninetvith an
acceptable level of risk based on our pension astrgtirement obligations; and to be broadly dified across and
within the capital markets to insulate asset vahgainst adverse experience in any one market. &s#t class has a
broadly diversified style. Substantial biases tahamy particular investing style or type of seguate sought to be
avoided by managing the aggregation of all accowitts portfolio benchmarks. Asset and benefit oblign forecasting
studies are conducted periodically, generally ewwryto three years, or when significant change®fwecurred in
market conditions, benefits, participant demogreploir funded status. Decisions regarding investipelity are made
with an understanding of the effect of asset atiooeon funded status, future contributions andquied expenses. The
current asset allocation policy is based on ouadggperations, ATTC and BellSouth asset weighliedation and
forecasting studies that have been conducted witigiiast few years for the postretirement benpddins.

The following table presents the asset targetssbgtacategory and does not reflect updated tafgetise December 29,
2006 acquisition of BellSouth due to the proxinofythat transaction to year-end. It is our intentio perform
forecasting studies during 2007 that will estabégipropriate investment strategies for all AT&Trpéssets.

The plans’ weighted-average asset target and a&floahtions as a percentage of plan assets, iimgjube notional
exposure of future contracts by asset categoriBeetmber 31 are as follows:

Pension Assel Postretirement (VEBA) Assets
Target 2006 2005 Target 2006 2005
Equity securities

Domestic 35%-45% 38 % 41% 45%- 55% 51 % 51%

International 15%- 25% 19 17 10%- 20% 22 16

Debt securities 20%-30% 26 29 12%-22% 18 28

Real estate 5% —10% 8 6 3% - 9% 2 1

Other 5% - 10% 9 7 9% — 15% 7 4
Total 100 % 100% 100 % 100%

At December 31, 2006, the pension assets includch#dlion shares of AT&T common stock with a faalue of $152
and AT&T bonds with a notional amount of $62 anid ¥alue of $68. As a result of our acquisitionB#llSouth, pensic
assets increased by 2.4 million shares of AT&T lsteith a fair value of $86 and AT&T bonds with atiomal value of
$16 and fair value of $17. During 2006, the pengitams purchased $19 and sold $19 of AT&T bondslittahally,
during 2006, the pension plan purchased and so&TAdommon stock of $22 and $38, respectively. Rampian
holdings in AT&T securities represented 0.3% oékg@an assets at December 31, 2006.

At December 31, 2006, the VEBA assets includedilfon shares of AT&T common stock with a fair ual of $56 an
AT&T bonds with a notional amount and fair value$df. As a result of our acquisition of BellSouthe VEBA assets
increased by 949,000 shares of AT&T stock withievfalue of $34 and AT&T bonds with a notional dait value of
$3. During 2006, the VEBAs purchased $1 of AT&T bsrand $8 of AT&T common stock. VEBA holdings in &T
securities represented 0.4% of total plan assé@getmber 31, 2006.
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Estimated Future Benefit Payments

Expected benefit payments are estimated usingatime issumptions used in determining our benefigatibn at
December 31, 2006. Because benefit payments wikae on future employment and compensation lesgkyage yea
employed and average life spans, among other fgatbanges in any of these factors could signifigaifect these
expected amounts. The following table provides etgibbenefit payments under our pension and postregnt plans:

Pension Postretirement Medicare Subsidy
Benefits Benefits Receipts

2007 $ 4,920 $ 2,531 $ (120)

2008 4,711 2,652 (132)

2009 4,824 2,768 (143)

2010 4,840 2,859 (154)

2011 4,854 2,947 (164)

Years 2012 — 2016 23,705 15,022 (1,074)

Supplemental Retirement Plans

We also provide senior- and middle-management eyaplwith nonqualified, unfunded supplemental eetent and
savings plans. While these plans are unfunded,ave hssets in a designated nonbankruptcy rematetivat are used to
provide for these benefits. These plans includ@lemental pension benefits as well as compensdgferral plans,
some of which include a corresponding match byaset on a percentage of the compensation deferral.

We use the same significant assumptions for theodis rate and composite rate of compensationaseresed in
determining the projected benefit obligation anel tlet pension and postemployment benefit costfdllmving tables
provide the plans’ benefit obligations and fairueabf assets at December 31 and the componertte sfipplemental
retirement pension benefit cost. The net amourtsrded as “Other noncurrent liabilities” on our Golidated Balance
Sheets at December 31, 2006 and 2005 were $2,47$1a881, respectively.

At December 31, 2006 we increased our other noantliabilities $386 ($375 for net losses and $irlpkior service
costs) and decreased our other comprehensive ingaa@(net of deferred taxes of $146) for the aidopdf FAS 158
(see Note 1). Prior to our adoption of FAS 158)atember 31, 2005 we had recorded an additionaimmin pension
liability as a direct charge to equity of $217 (péteferred taxes of $134), as the accumulateeéfiiabligation of
certain plans exceeded the recorded liability.

The following table provides information for ourpplemental retirement plans with accumulated béoéfigations in
excess of plan assets:

2006 2005
Projected benefit obligatic $ (2,470) $ (1,800)
Accumulated benefit obligation (2,353) (1,730)

Fair value of plan assets - -

The following table presents the components opeeibdic benefit cost (gains are denoted with pdweses and losses

are not):

2006 2005
Service cos- benefits earned during the per! $ 15 $ 8
Interest cost on projected benefit obligation 108 73
Amortization of prior service cost 4 9
Recognized actuarial loss 29 23
Net supplemental retirement pension ¢ $ 156 $ 113

Deferred compensation expense was $39 in 2006in%2@05 and $44 in 2004. Our deferred compenséiability,
included in “Other noncurrent liabilities,” was $at December 31, 2006 and $574 at December 35, 200
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Non-U.S. Plans

As part of our ATTC acquisition, we acquired certaon-U.S. operations that have varying types objpa programs
providing benefits for substantially all of theimployees. As described earlier and in accordante WAS 106, we
eliminated previously existing unrecognized nehgair losses, unrecognized prior service costaianetognized net
transition obligations. The following table providne plans’ benefit obligations and fair values$ets and a statement
of the funded status at December 31.

The net amounts recorded as “Postemployment bestgfifation” on our Consolidated Balance SheefB3eatember 31,
2006 and 2005 were $158 and $236, respectively.

2006 2005
Benefit obligations at end of ye $ (1,016) $ (906)
Fair value of plan assets 858 650
(Unfunded) benefit obligation (158) (256)

The following table provides information for certaion-U.S. defined benefit pension plans with aadated benefit
obligations in excess of plan assets:

2006 2005
Projected benefit obligatic $ 1016 $ 906
Accumulated benefit obligation 874 765
Fair value of plan assets 858 650

We recognized a net loss of $64 in our accumulatiedr comprehensive income at December 31, 2006 e$timated
net loss that will be amortized from accumulatdteotomprehensive income into net periodic beweft over the next
fiscal year is $3.

The following table presents the components opeeibdic benefit cost (gains are denoted with pdweses and losses

are not):

2006 2005
Service cos- benefits earned during the per! $ 27 $ 3
Interest cost on projected benefit obligation 45 5
Expected return on assets (43) (4
Net pension cos $ 29 $

The December 31, 2006, benefit obligations wererdehed using a weighted-average discount rate8&4 and a
weighted-average rate of compensation increase36f4. Net periodic pension cost was $29 for the geded
December 31, 2006, and was determined using tlewiolg weighted-average assumptions: discountaate55%,
compensation increase of 4.25% and expected retuptan assets of 6.09%.

The December 31, 2005, benefit obligations wererdghed using a weighted-average discount rate5&R4 and a
weighted-average rate of compensation increase26f4. Net periodic pension cost was $4 for the @asdnded
December 31, 2005, and was determined using theniiolg weighted-average assumptions: discountoate90%,
compensation increase of 4.25% and expected retuptan assets of 6.15%.

Contributory Savings Plans

We maintain contributory savings plans that cowdrssantially all employees. Under the savings plasmatch in cash
or company stock a stated percentage of eligiblgl@ee contributions, subject to a specified cgilifihere are no debt-
financed shares held by the Employee Stock OwngRlains, allocated or unallocated.

In December 2006, we completed our acquisitionef$uth, thereby acquiring AT&T Mobility; and inddember
2005, we acquired ATTC. We currently intend to ntaiim coverage of employees in savings plans, whiokide for a
match of a percentage of employee contributionswgertain limits.
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Our match of employee contributions to the saviigss is fulfilled with purchases of our stock be bpen market or
company cash. Benefit cost is based on the cagtares or units allocated to participating empleyaecounts and was
$412, $334 and $316 for the years ended Decemb@088, 2005 and 2004.

NOTE 11. STOCK-BASED COMPENSATION

In September 2005, we adopted FAS 123(R), whiehrevision of FAS 123. FAS 123(R) supersedes Actiogn
Principles Board Opinion No. 25, “Accounting foio8k Issued to Employees,” and amends Statemerihah€ial
Accounting Standards No. 95, “Statement of Casw§laising the modified retrospective method.

By using the modified retrospective method to adep® 123(R), we increased the amount of excesbeagfits we had
previously recorded on our Consolidated BalanceeBh©ur accounting under FAS 123(R) may affectatiiity to

fully realize the value shown on our balance sbéeeferred tax assets associated with compensatipense. Full
realization of these deferred tax assets requioek ®ptions to be exercised at a price equalingxoeeding the sum of
the strike price plus the fair value of the optadrthe grant date. The provisions of FAS 123(Rhdballow a valuation
allowance to be recorded unless the company’sdutinable income is expected to be insufficienetmver the asset.
Accordingly, there can be no assurance that thectstock price of our common shares will riséeteels sufficient to
realize the entire tax benefit currently reflectedur balance sheet. However, to the extent ttiditianal tax benefits a
generated in excess of the deferred taxes assbeidte compensation expense previously recognittedpotential
future impact on income would be reduced.

In connection with the December 2006 acquisitioBeliSouth, all outstanding BellSouth stock-basechpensation
plans were restructured based on the 1.325 pee sbaversion rate and subsequently issued in ATigaFes of stock or
stock units. We converted and recorded 83 milltmels options.

In connection with the November 2005 acquisitioA®fTC, all outstanding ATTC stockased compensation plans w
restructured based on the 0.77942 per share cooweege and the special dividend, and subsequésstlied in AT&T
shares of stock or stock units. We converted aocdrded 86 million stock options.

At December 31, 2006, we had various stock-basetpeasation plans, which are described below. Thepensation
cost recognized for those plans for the years ebdsgmber 31 was $293 in 2006, $143 in 2005 ana $13004 and i
included in “Selling, general and administrativel’ @ur Consolidated Statements of Income. The totaime tax benefit
recognized on the Consolidated Statements of Indom&ock-based compensation arrangements foyeaes ended
December 31, 2006, 2005 and 2004 was $113, $54%hd

Under our various plans, senior and other manageamhnonmanagement employees and nonemploye¢adirdave
received stock options, performance stock unitsathdr nonvested stock units. Stock options isskienigh December
31, 2006 carry exercise prices equal to the mamkee of our stock at the date of grant. Beginrim994 and ending in
1999, certain employees of AT&T Teleholdings, Iformerly known as Ameritech) were awarded graffits o
nonqualified stock options with dividend equivakeriburing 2006, we amended our stock option plarest upon the
date of grant. Prior to 2006, depending on thetgsiack options could occur up to five years fritra date of grant, wi
most options vesting ratably over three years.dPerdnce stock units, which are nonvested stocls uaiie granted to
key employees based upon the stock price at tieead@rant and are awarded in the form of commooksénd cash at
the end of a three-year period, subject to theewelment of certain performance goals. Other noedestbck units are
valued at the market price of our stock at the datgrant and vest over a three- to five-year gkriss of December 31,
2006, we were authorized to issue up to 143 milibares of stock (in addition to shares that maigfieed upon
exercise of outstanding options or upon vestingesformance stock units or other nonvested stodk)uto officers,
employees and directors pursuant to these variauns p
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The compensation cost that has been charged agapste for our stock-based compensation plans fellws:

2006 2005 2004
Performance stock uni $ 274 $ 116 $ 65
Stock option expense 13 19 75
Other 6 8 13
Total $ 203 $ 143 $ 153

The estimated fair value of the options when grdugeamortized to expense over the options’ vestingequired service
period. The fair value for these options was edtihat the date of grant based on the expectedflitee option and
historical exercise experience, using a Black-Sehoption pricing model with the following weightederage
assumptions:

2006 2005 2004
Risk-free interest rate 4.94% 4.15% 4.21%
Dividend yield 4.75% 5.38% 5.00%
Expected volatility factor 21.79% 22.47% 23.78%
Expected option life in years 8.00 8.00 7.00

A summary of option activity as of December 31, 0ind changes during the period then ended, septed below
(shares in millions):

Weighted-
Weighted- Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Options Shares Price Term (Years Value?!

Outstanding at January 1, 2006 277 $ 39.74
Granted 2 28.01
Converted from BellSouth 83 30.40
Exercised (24) 24.73
Forfeited or expired (29) 42.79
Outstanding at December 31, 2( 309 % 37.96 2.95 $ 941
Exercisable at December 31, 2( 307 $ 38.03 2.90 $ 923

1 Aggregate intrinsic value includes only thoséaps with intrinsic value (options where the exsecprice is below the market price).

2 Options converted from BellSouth used the follmywveighted-average assumptions: risk-free inteege of 4.84%, dividend yield of 5.20%,
expected volatility factor of 19.05% and hadeapected option life of up to 4 years. The weidkaeerage fair value of each option converted
was $2.02

The weighted-average fair value of each option tgdwduring the year ended December 31 was $4.2806, $3.39 in
2005 and $4.06 in 2004. The total intrinsic valfiemtions exercised during the year was $134 ir62824 in 2005 and
$33in 2004.
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A summary of the status of our nonvested stocksumihich includes performance stock units as ofebeger 31, 2006,
and changes during the period then ended is pexséeiow (shares in millions):

Weighted-Average

Grant-Date

Nonvested Stock Unit Shares Fair Value
Nonvested at January 1, 20 15 $ 2491
Granted 15 25.45
Converted from BellSouth 6 21.54
Vested (20) 25.65
Forfeited Q) 25.18
Nonvested at December 31, 2( 25 $ 24.03

As of December 31, 2006, there was $230 of totedengnized compensation cost related to nonvested-based
compensation arrangements granted. That cost ecteghbto be recognized over a weighé@erage period of 1.79 yea
The total fair value of shares vested during treryended December 31, 2006, 2005 and 2004 was $24&nd $24.

Cash received from option exercises under all stiaded payment arrangements for the years endezhibec 31 was
$614 in 2006, $192 in 2005 and $234 in 2004. Theahtax benefit realized for the tax deductiomsrfroption exercises
from these arrangements for the years ended Dece3fib2006, 2005 and 2004 totaled $28, $9 and $12.
It is our policy to satisfy share option exercigsgg our treasury shares.

NOTE 12. STOCKHOLDERS' EQUITY
From time to time, we repurchase shares of comrtamk $or distribution through our employee bengféns or in
connection with certain acquisitions. In March 200& Board of Directors authorized the repurclodsg to 400
million shares of our common stock. This author@ateplaced previous authorizations and will exgin December 3
2008. As of December 31, 2006, we had repurchaggezgimately 84 million shares under the program.
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NOTE 13. ADDITIONAL FINANCIAL INFORMATION

December 31,

Balance Sheet: 2006 2005
Accounts payable and accrued liabilities:
Accounts payable $ 6,919 $ 4,466
Accrued rents and other 5,013 1,015
Advance billing and customer deposits 3,402 1,717
Accrued payroll 3,111 2,104
Deferred directory revenue 1,721 1,832
Current portion of employee benefit obligation 973 1,505
Compensated future absences 759 875
Accrued interest 722 473
Other 2,888 3,101
Total accounts payable and accrued liabilities $ 25,508 $ 17,088
Deferred compensation (included in Other
noncurrent liabilities $ 2,064 $ 1,127
Statements of Income 2006 2005 2004
Advertising expense $ 1,530 $ 812 $ 862
Interest expense incurred $ 1,916 $ 1,492 $ 1,054
Capitalized interest (73) (36) (31)
Total interest expense $ 1,843 $ 1,456 $ 1,023
Statements of Cash Flow 2006 2005 2004
Cash paid during the year for:
Interest $ 1,666 $ 1,395 $ 1,043
Income taxes, net of refunds 2,777 2,038 506
Statements of Stockholder Equity 2006 2005 2004
Accumulated other comprehensive income is compii$eie
following components, net of taxes, at Decembel
Foreign currency translation adjustm $ (488) $ (505) $ (555)
Unrealized gains on securities 345 340 391
Unrealized (losses) on cash flow hedges 172) (291) (196)
Defined benefit postretirement plan (4,999) - -
Accumulated other comprehensive (Ic $ (5314 % (356) $ (360)

No customer accounted for more than 10% of conatdiirevenues in 2006, 2005 or 2004.
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Goodwill and Other Intangible Assets

Changes in the carrying amounts of goodwill forykars ended December 31, 2006 and 2005 are awoll

Wireline Wireless Directory Other
Segmen Segmen Segmen Segmen Total
Balance as of January 1, 2C $ 724 $ - % 8 $ 893 $ 1,625
Goodwill acquired 12,071 - - 370 12,441
Goodwill written off related to sale
of business unit - - - (11) (11)
Balance as of December 31, 2005 12,795 - 8 1,252 14,055
Goodwill acquired 197 27,429 128 26,606 54,360
Goodwill adjustment related to
ATTC
acquisition (989) - - - (989)
Other - 155 - 76 231
Balance as of December 31,20 $ 12003 $ 27,584 $ 136 $ 27,934 $ 67,657

Goodwill is tested annually for impairment, withyampairments being expensed in that period’s ine@tatement.
Goodwill recorded in 2005 to our ATTC segment rediato our November 2005 acquisition of ATTC wasloeated in
2006 primarily to our wireline segment and wasHartreduced in 2006 by $976 upon completion of lpase accounting
adjustments and by $13 for the tax effect of stmutions exercised (see Note 2). Goodwill recorae®006 to our
wireless and other segments primarily relates tdmcember 2006 acquisition of BellSouth and, imwedd by GAAP,

is subject to adjustment for one-year as we fiedlie valuations of assets acquired and liabilagEsimed in that
transaction. As part of the final valuation we vdétermine to which entities and to what extentitbeefit of the
acquisition applies, and will record the approgrigbodwill to that entity, which may affect our sggnt presentation.

Our other intangible assets are summarized asifsilo

December 31, 2006 December 31, 2005
Gross Carrying Accumulated Gross Carrying  Accumulated
Other Intangible Assets Amount Amortization Amount Amortization
Amortized intangible assets:
Customer lists and relationships:
AT&T Mobility $ 9,530 $ 1,948 $ - %
BellSouth 9,230 - -
ATTC 3,050 1,082 3,050 184
Other 395 253 380 213
Subtotal 22,205 3,283 3,430 397
Other 1,973 714 1,100 589
Total $ 24,178 $ 3,997 $ 4530 $ 986
Indefinite life intangible assets not subject
to amortization
Licenses $ 34,252 $ 59
Trade name 5,307 4,900
Total $ 39,559 $ 4,959

Amortized intangible assets are definite-life assahd as such, we record amortization expensel lnesse method that
most appropriately reflects our expected cash flifrarm these assets with a weighted-average ambatizperiod of 7.1
years (7.2 years for customer lists and relatigrsshnd 5.8 years for other). Amortization expewnseléfinite-life
intangible assets was $1,033, $271 and $117 foyehes ended December 31, 2006, 2005 and 2004atdsgy.
Amortization expense is estimated to be $5,87®D72$4,190 in 2008, $3,340 in 2009, $2,550 in 2816 $1,680 in

2011.

Licenses includes FCC licenses of $33,979 thatigeous with the exclusive right to utilize certaaio frequency
spectrum to provide wireless communications sesvié¢hile FCC licenses are issued for a fixed timagwals of FCC
licenses have occurred routinely and at nominal ddsreover, we have determined that there aresatigr no legal,
regulatory, contractual, competitive, economic threo factors that limit the useful lives of our FG€:nses and therefore

treat the FCC licenses as an indefinite-lived igtiale asset.
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NOTE 14. TRANSACTIONS WITH AT&T MOBILITY

Prior to our December 29, 2006 acquisition of Bellth (see Note 2), we and BellSouth, the two ownesT&T
Mobility, each made a subordinated loan to AT&T Mibp (shareholder loans). Our shareholder loaAT&T Mobility
totaled $4,108 at December 31, 2005. This loariethem annual 6.0% interest rate. We and BellSalsih entered into
revolving credit agreement with AT&T Mobility to pvide short-term financing for operations. Our shafradvances to
AT&T Mobility under the revolving credit agreemenas $307 at December 31, 2005, and is reflectéthirestments il
and Advances to AT&T Mobility” on our Consolidat&hlance Sheet. During 2005, AT&T Mobility repaid, $47 to
reduce the balance of its shareholder loan in @ecme with the terms of the revolving credit agreetmFollowing the
BellSouth acquisition, mentioned above, both oareholder loan and our revolving credit agreemaetit AT&T
Mobility were consolidated and do not appear on@onsolidated Balance Sheet at December 31, 20@6eakhed
interest income on our shareholder loan of $24dw2006, $311 in 2005 and $354 in 2004.

Prior to our December 29, 2006 acquisition of Beli®, we generated revenues of $1,466 in 2006, $88005 and
$602 in 2004 for services sold to AT&T Mobility. ke revenues were primarily from access and losigutie services
sold to AT&T Mobility on a wholesale basis and coissions revenue related to customers added thrAG@T sales
sources. The offsetting expense amounts were reddrg AT&T Mobility, and 60% of these expenses wierduded in
our “Equity in net income of affiliates” line on nConsolidated Statements of Income when we regarte 60%
proportionate share of AT&T Mobility’s results.

NOTE 15. DISCONTINUED OPERATIONS

In September 2004, we sold our interest in thectirg advertising business in lllinois and northtvesliana to
Donnelley and received net proceeds of $1,397.aksqd this transaction we recorded a gain of $1,@827 net of tax)
in our 2004 results.

In accordance with Statement of Financial Accoum@tandards No. 144, “Accounting for Impairmenbisposal of
Long-Lived Assets,” we have reclassified the resfittm our directory advertising business in llimand northwest

Indiana as discontinued operations, restating ptesly reported results to reflect the reclassificabn a comparable
basis. The operational results and the gain agedcwth the sale of this business are presentéeifiincome From

Discontinued Operations, net of tax” line item am €onsolidated Statements of Income. Prior tadetassification,
these results were reported in our directory segmen

Summarized financial information for the lllinoiadinorthwest Indiana directory advertising business follows:

Year ended December £ 2006 2005 2004
Operating revenue $ - $ - $ 311
Operating income - - 132
Income taxes - - 51
Net income from operations - - 81
Gain on disposal, net of tax - - 827

The assets and liabilities of the discontinued ap@ns were $0 as of December 31, 2006 and 2005.
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NOTE 16. CONTINGENT LIABILITIES

In addition to issues specifically discussed elsaehwe are party to numerous lawsuits, regulgtoogeedings and
other matters arising in the ordinary course offess. In accordance with Statement of Financiaoating Standards
No. 5, “Accounting for Contingencies,” in evaluaithese matters on an ongoing basis, we take auimuat amounts
already accrued on the balance sheet. In our apimithough the outcomes of these proceedingsrarertain, they
should not have a material adverse effect on eanfiial position, results of operations or castvélo

We have contractual obligations to purchase cegaats or services from various other parties. @duchase
obligations are expected to be approximately $2i6&007, $2,100 in total for 2008 and 2009, $&0fotal for 2010
and 2011 and $331 in total for years thereafter.

NOTE 17. SUBSEQUENT EVENT

As part of the dissolution of AT&T Mobility’s jointenture agreement with T-Mobile USA {ebile), both parties wel
required to exchange certain spectrum licensesv@ncbmmitted to purchase a minimum number of msoteT-
Mobile’s California/Nevada and New York networksidg a specified transition period. In January 200€ received
10 MHz of spectrum in the New York market; T-Mobikxeived 5 MHz of spectrum in each of nine markets
California, the largest of which is San Diego. T4ile also notified us of its intent to exerciseafgtion to purchase an
additional 10 MHz of spectrum in the San Diego negrwith the transaction closing expected durirgggbcond quarter
of 2007. Concurrent with T-Mobile’s notification purchase the San Diego spectrunidbile communicated to us th
it will not exercise its option to purchase 10 Méfzspectrum in the Los Angeles market.

We expect to record a net gain in connection osdhignsactions, estimated to be between $150650@ $ of tax,
principally due to the value of the New York spentrreceived. The gain is net of $55 of costs presipdeferred,
which related to parts of the dissolution trangactompleted in prior periods. This gain is subjectaluation revisions
of the assets exchanged and the resolution of rémgabusiness matters governed by the dissolutioeesnent.
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NOTE 18. SUBSIDIARY FINANCIAL INFORMATION

We have fully and unconditionally guaranteed a 28@6t issuance of BellSouth, which is a wholly-od/sebsidiary of
AT&T as of December 29, 2006. (See Note 2)

In accordance with Securities and Exchange ComangSEC) rules, we are providing the following censed
consolidating financial information. The Parentwsoh presents investments in all subsidiaries utideequity method
of accounting. We have listed BellSouth separdtelyause we have guaranteed securities that ateoldggations of
BellSouth that would otherwise require SEC periodjporting for 2006. In the following Condensed €alidating
Statements of Income and the Condensed Consolid&tatements of Cash Flows, the BellSouth colurpresents
100% of the results from BellSouth for the two dégiowing the December 29, 2006 acquisition. Ater wholly-
owned subsidiaries are presented in the Other gulilifme consolidating adjustments column (Adjsmelates the
intercompany balances and transactions betweesubsidiaries.

Condensed Consolidating Statements of Incorr
For the Twelve Months Ended December 31, 20(

Parent  BellSouth Other Adjs. Total
Total operating revenues $ - $ 113 $ 71,845 $ (8,903) $ 63,055
Total operating expenses (184) 82 61,772 (8,903) 52,767
Operating Income 184 31 10,073 - 10,288
Interest expense 1,019 6 3,521 (2,703) 1,843
Equity in net income of affiliates 5,874 4 2,511 (6,346) 2,043
Other income (expense) — net 2,926 3 (253) (2,283) 393
Income Before Income Taxes 7,965 32 8,810 (5,926) 10,881
Income taxes 609 10 2,906 - 3,525
Net Income $ 7356 $ 22 $ 5,904 $ (5,926) $ 7,356

Condensed Consolidating Statements of Income
For the Twelve Months Ended December 31, 20(

Parent  BellSouth Other Adjs. Total
Total operating revenues $ - $ - $ 49,563 $ (5,799) $ 43,764
Total operating expenses (142) - 43,537 (5,799) 37,596
Operating Income 142 - 6,026 - 6,168
Interest expense 868 - 2,590 (2,002) 1,456
Equity in net income of affiliates 2,634 - 711 (2,736) 609
Other income (expense) — net 2,407 - (81) (1,929) 397
Income Before Income Taxes 4,315 - 4,066 (2,663) 5,718
Income taxes (471) - 1,403 - 932
Net Income $ 4786 $ - $ 2,663 $ (2,663) $ 4,786
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Condensed Consolidating Statements of Incorn
For the Twelve Months Ended December 31, 20(

Parent  BellSouth Other Adjs. Total

Total operating revenues $ - $ - $ 45650 $ (4,917) $ 40,733
Total operating expenses (182) - 39,931 (4,917) 34,832
Operating Income 182 - 5,719 - 5,901
Interest expense 417 - 1,255 (649) 1,023
Equity in net income of affiliates 5,035 - 1,714 (5,876) 873
Other income (expense) — net 1,039 - 183 192 1,414
Income Before Income Taxes 5,839 - 6,361 (5,035) 7,165
Income taxes (48) - 2,234 - 2,186
Income from Continuing Operations 5,887 - 4,127 (5,035) 4,979
Income from Discontinued

Operations, net of te - - 908 - 908
Net Income $ 5887 $ - $ 5035 $ (5035 $ 5,887

Condensed Consolidating Balance Shee
December 31, 200

Parent BellSouth  Other Adjs. Total
Cash and cash equivalel $ 225 % 408 $ 1,785% - $ 2418
Accounts receivable — net 47,544 3,602 39,841 (74,793) 16,194
Other current assets 406 887 5,666 (18) 6,941
Total current assets 48,175 4,897 47,292 (74,811) 25,553
Property, plant and equipment — Net 191 18,498 75,907 - 94,596
Goodwill 349 26,467 40,841 - 67,657
Intangible Assets — Net - 10,085 49,655 - 59,740
Investments in Equity Affiliates 109,91€ 32,824 45,072 (185,817, 1,995
Other Assets 1,591 13,592 16,006 (10,096) 21,093
Total Asset: $ 160,222 $ 106,363 $274,77:$ (270,724, $270,634
Debt maturing within one ye: $ 25614 $ 2,770 $51,718$% (70,369) $ 9,733
Other current liabilities 3,227 4,043 30,247 (6,768) 30,749
Total current liabilities 28,841 6,813 81,965 (77,137) 40,482
Long-term debt 14,264 14,103 28,994 (7,298) 50,063
Other noncurrent liabilities 1,577 18,627 44,461 (116) 64,549
Total stockholders’ equity 115,54C 66,820 119,35 (186,173 115,540

Total Liabilities and Stockholde’ Equity $ 160,222 $ 106,363 $274,77:$ (270,724, $270,634
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Condensed Consolidating Balance Shee
December 31, 200!

Parent BellSouth Other Ad;js. Total

Cash and cash equivalel $ 220 % - $ 1,004% - $ 1,224
Accounts receivable — net 45,076 - 34,475  (70,200) 9,351
Other current assets 341 - 3,738 - 4,079
Total current assets 45,637 - 39,217 (70,200) 14,654
Property, plant and equipment — Net 129 - 58,598 - 58,727
Goodwill 349 - 13,706 - 14,055
Intangible Assets — Net 15 - 8,488 - 8,503
Investments in Equity Affiliates 43,115 - 14,214  (55,298) 2,031
Investments in and Advances to AT&T

Mobility 4,415 - 48,581 (21,592) 31,404
Other Assets 2,365 - 15,173 (1,280) 16,258
Total Assets $ 96,025 $ - $197,977$ (148,370) $ 145,632
Debt maturing within one ye: $ 22397 $ - $ 69,742% (87,684)$% 4,455
Other current liabilities 3,171 - 23,512 (5,720) 20,963
Total current liabilities 25,568 - 93,254  (93,404) 25,418
Long-term debt 13,841 - 12,863 (589) 26,115
Other noncurrent liabilities 1,926 - 36,248 1,235 39,409
Total stockholders’ equity 54,690 - 55,612 (55,612) 54,690
Total Liabilities and Stockholde’ Equity $ 96,025 $ - $197,977$ (148,370) $ 145,632
Condensed Consolidating Statements of Cash Flows
Twelve Months Ended December 31, 20C

Parent  BellSoutt Other Adjs. Total
Net cash from operating activiti $ 5017 $ 22 $ 7,104$% 3,472 $15,615
Net cash from investing activitie (1,435) 386 (7,244, - (8,293)
Net cash from financing activitie (3,577) - 921 (3,472 (6,128)
Net Increase in Cas $ 5 $§ 408 $ 781% - $ 1,194
Condensed Consolidating Statements of Cash Flows
Twelve Months Ended December 31, 20(
Parent  BellSoutt Other Adjs. Total

Net cash from operating activiti $ 4969 $ - $ 10,567% (2,562 $ 12,974
Net cash from investing activitie 2,849 - (3,823 - (974)
Net cash from financing activitie (8,227) - (5,561 2,562 (11,226)
Net increase (decrease) in cash from contin

operations (409) - 1,183 - 774
Net increase (decrease) in cash from discontil

operations - - (310 - (310)
Net Increase (Decrease) in Ci $ (409) $ - $ 873% - $ 464
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Condensed Consolidating Statements of Cash Flo\
Twelve Months Ended December 31, 20(

Parent BellSoutt  Other Ad;js. Total

Net cash from operating activiti $(14,941)$ - $ 1830% 24,061  $10,950
Net cash from investing activitie (407) - (20,340) - (20,747)
Net cash from financing activitie 11,367 - 17,304 (24,061) 4,610
Net increase (decrease) in cash from contin

operations (3,981) - (1,206) - (5,187)
Net increase in cash from discontinued operat - - 1,141 - 1,141
Net Increase (Decrease) in Ci $ (3,981)% - $ (65 % - $ (4,046)

NOTE 19. QUARTERLY FINANCIAL INFORMATION (UNAUDITED )
The following table represents our quarterly finahmesults:
Stock Price
Total Basic Diluted

Calendar  Operating  Operating Net Earnings Earnings

Quarter Revenues Income Income  perSharé  Per Sharé High Low Close
2006
First $ 15,756 $ 2191 $ 1,445 $ 0.37 $ 037 $ 2882 $ 2424 $ 27.04
Second 15,770 2,604 1,808 0.47 0.46 28.03 24.72 27.89
Third 15,638 2,917 2,165 0.56 0.56 33.76 26.35 32.56
Fourth 15,891 2,576 1,938 0.50 0.50 36.21 31.57 35.75
Annual $ 63,055 $ 10,288 $ 7,356 1.89 1.89
2005
First $ 10,234 $ 1556 $ 885 $ 027 $ 0.27 $ 2598 $ 2299 $ 23.69
Second 10,317 1,518 1,000 0.30 0.30 24.33 22.78 23.75
Third 10,304 1,962 1,246 0.38 0.38 24.97 23.20 23.97
Fourth 12,909 1,132 1,655 0.46 0.46 25.60 21.75 24.49
Annual $ 43,764 $ 6,168 $ 4,786 1.42 1.42

1 Quarterly earnings per share impacts may not adalltgear earnings per share impacts due to tfferénce in weighted-average shares for the quarter

versus the weight-average shares for the ye
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Report of Management

The consolidated financial statements have begraped in conformity with U.S. generally acceptedoamting principles.
The integrity and objectivity of the data in thdismncial statements, including estimates and juelgsirelating to matters r
concluded by year-end, are the responsibility ofiagement, as is all other information includechie Annual Report, unless
otherwise indicated.

The financial statements of AT&T Inc. (AT&T) havedn audited by Ernst & Young LLP, Independent Reggsl Public
Accounting Firm. Management has made availabletst=: Young LLP all of AT&T’s financial records drrelated data, as
well as the minutes of stockholders’ and directongetings. Furthermore, management believes thegpaksentations made
to Ernst & Young LLP during its audit were validdaappropriate.

Management maintains disclosure controls and proesdhat are designed to ensure that informaéquoired to be disclost
by AT&T is recorded, processed, summarized, accatadland communicated to its management, inclutinmincipal
executive and principal financial officers, to alieimely decisions regarding required disclosurel eeported within the time
periods specified by the Securities and Exchangar@ission’s rules and forms.

Management also seeks to ensure the objectivityraadrity of its financial data by the carefuleetion of its managers, by
organizational arrangements that provide an apfatepdivision of responsibility and by communicatijprograms aimed at
ensuring that its policies, standards and mandgarthorities are understood throughout the orgeitn.

The Audit Committee of the Board of Directors mgegsiodically with management, the internal auditand the independe
auditors to review the manner in which they ardqrering their respective responsibilities and tecdiss auditing, internal
accounting controls and financial reporting matt8eth the internal auditors and the independediters periodically meet
alone with the Audit Committee and have accesbadAudit Committee at any time.

Assessment of Internal Control

The management of AT&T is responsible for establigland maintaining adequate internal control diremcial reporting,
as defined in Rule 13a-15(f) or 15d-15(f) under$leeurities Exchange Act of 1934. AT&T's internahtrol system was
designed to provide reasonable assurance to thpaogris management and Board of Directors regartiagpreparation and
fair presentation of published financial statements

AT&T management assessed the effectiveness ofdimpany’s internal control over financial reportiag of December 31,
2006. In making this assessment, it used the @iset forth by the Committee of Sponsoring Orgatiins of the Treadway
Commission (COSO) iinternal Control — Integrated FrameworlWe have excluded from the scope of our assessofient
internal control over financial reporting the op&ras and related assets of BellSouth and AT&T Moghiwhich we acquiret
on December 29, 2006. At December 31, 2006 anthéoperiod from December 29 through December 306 2tal assets
and total revenues subject to BellSouth’s intecaaltrol over financial reporting represented 27% @r2% of AT&T's
consolidated total assets and total revenues ascfor the year ended December 31, 2006 andassaits and total revenues
subject to AT&T Mobility’s internal control overrfencial reporting represented 36% and 0.3% of ATRdonsolidated total
assets and total revenues as of and for the yel@dddecember 31, 2006. Based on its assessmenf] ATadagement
believes that, as of December 31, 2006, the Comgpamtgrnal control over financial reporting is ettive based on those
criteria.

Ernst & Young LLP, an independent registered pudticounting firm, has issued an attestation reporhanagement’s
assessment of the company’s internal control amential reporting. The attestation report is inleld on Page 88.

/sl Edward E. Whitacre J /sl Rick Lindnet

Edward E. Whitacre J Richard G. Lindne

Chairman of the Board ar Senior Executive Vice President ¢
Chief Executive Office Chief Financial Office
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Report of Independent Registered Public Accourfing

The Board of Directors and Stockholders
AT&T Inc.

We have audited the accompanying consolidated balaheets of AT&T Inc. (the Company) as of Decen3ier2006 an
2005, and the related consolidated statementscofie, stockholdergquity, and cash flows for each of the three yeatke
period ended December 31, 2006. These financiéretants are the responsibility of the Compangianagement. C
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighaf8lo(Unite
States). Those standards require that we plan aridrm the audit to obtain reasonable assurancetatitether the financi
statements are free of material misstatement. Alit éncludes examining, on a test basis, evidenggparting the amour
and disclosures in the financial statements. Antaaldo includes assessing the accounting pringipleed and significe
estimates made by management, as well as evaluhgngverall financial statement presentation. \Wkele that our audi
provide a reasonable basis for our opinion.

In our opinion, the financial statements referredabove present fairly, in all material respedig tonsolidated financ
position of the Company at December 31, 2006 ar¥h28nd the consolidated results of its operatanmits cash flows fi
each of the three years in the period ended Dece®ibe2006, in conformity with U.S. generally actp accountin
principles.

As discussed in Note 1 to the financial statemant2006 the Company changed its method of accogrftr pension ar
other post-retirement benefits.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@ynited States
the effectiveness of the Compasyinternal control over financial reporting as oéd@mber 31, 2006, based on crit
established in Internal Controllrtegrated Framework issued by the Committee ohSpong Organizations of the Tready
Commission and our report dated February 15, 28tessed an unqualified opinion thereon.

/sl Ernst & Young LLP
San Antonio, Texas
February 15, 2007
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Report of Independent Registered Public Accourféiingn on Internal Control over Financial Reporting

The Board of Directors and Stockholders
AT&T Inc.

We have audited management’'s assessment as desénbée “Assessment of Internal Controlificluded in th
accompanying Report of Management, that AT&T Irtbe (Company) maintained effective internal contreér financie
reporting as of December 31, 2006, based on @itestablished in Internal Controlrtegrated Framework issued by
Committee of Sponsoring Organizations of the Tremd@ommission (the COSO criteria). The Companyanagement
responsible for maintaining effective internal cohtover financial reporting and for its assessmathe effectiveness
internal control over financial reporting. Our resgibility is to express an opinion on managenseasessment and
opinion on the effectiveness of the Company’s imaécontrol over financial reporting based on audlia

We conducted our audit in accordance with the statgdof the Public Company Accounting Oversightri8d&@nited States
Those standards require that we plan and perfoeratiilit to obtain reasonable assurance about wheffeetive intern:
control over financial reporting was maintainedaih material respects. Our audit included obtainargunderstanding
internal control over financial reporting, evalimgtimanagemers’assessment, testing and evaluating the desigoprdtin
effectiveness of internal control, and performingts other procedures as we considered necessé#mg circumstances. V
believe that our audit provides a reasonable Hasizur opinion.

A companys internal control over financial reporting is a@ess designed to provide reasonable assuranceliregghe
reliability of financial reporting and the prepacst of financial statements for external purposeadcordance with genere
accepted accounting principles. A companiyiternal control over financial reporting inclsdigose policies and procedt
that (1) pertain to the maintenance of records, tilateasonable detail, accurately and fairly wflthe transactions a
dispositions of the assets of the company; (2) ipeveasonable assurance that transactions aredegcas necessary
permit preparation of financial statements in adaace with generally accepted accounting princjaesl that receipts a
expenditures of the company are being made onlgctordance with authorizations of management arettdirs of th
company; and (3) provide reasonable assurancediegaprevention or timely detection of unauthorizestjuisition, use,
disposition of the company’s assets that could lzarmterial effect on the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or détmisstatements. Als
projections of any evaluation of effectiveness utufe periods are subject to the risk that contnoésy become inadequ.
because of changes in conditions, or that the éemfreompliance with the policies or procedures meteriorate.

As indicated in the accompanying “Assessment oértral Control,” managemest’assessment of and conclusion or
effectiveness of internal control over financiapoeting did not include the internal controls of lIBeuth Corporatio
(BellSouth) or AT&T Mobility LLC (formerly CingulaWireless LLC), which were acquired on DecemberZ)6, and al
included in the 2006 consolidated financial statetmeof the Company. At December 31, 2006, and lier period fror
December 29 through December 31, 2006, total aaselt$otal revenues subject to BellSostimternal control over financ
reporting represented 27% and 0.2% of the Compargnsolidated total assets and total revenuesasddor the year end
December 31, 2006, and total assets and total vegesubject to AT&T Mobility LLCS internal control over financ
reporting represented 36% and 0.3% of the Comgargnsolidated total assets and total revenuekasddor the year end
December 31, 2006. Our audit of internal contrardinancial reporting of the Company also did imefude an evaluation
the internal control over financial reporting of[B®uth or AT&T Mobility LLC.

In our opinion, managemestassessment that the Company maintained effanteal control over financial reporting as
December 31, 2006, is fairly stated, in all materspects, based on the COSO criteria. Also, inapinion, the Compat
maintained, in all material respects, effectivesinal control over financial reporting as of Decem®1, 2006, based on
COSO criteria.

We also have audited, in accordance with the stadsdaf the Public Company Accounting Oversight Bo@nited States
the consolidated balance sheets of the Companf/@eaember 31, 2006 and 2005, and the related tdated statements
income, stockholdersequity, and cash flows for each of the three yéarthe period ended December 31, 2006, o
Company and our report dated February 15, 200#gegpd an unqualified opinion thereon.

/sl Ernst & Young LLP
San Antonio, Texas
February 15, 2007
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PRINCIPAL SUBSIDIARIES OF

Exhibit 21

AT&T INC., AS OF DECEMBER 31, 2006

Legal Name

lllinois Bell Telephone
Company

Indiana Bell Telephone
Company, Incorporated

Michigan Bell
Telephone Company

Nevada Bell
Telephone Company

Pacific Bell
Telephone Company

AT&T International, Inc.

SBC Internet Services, Inc.

SBC Long Distance, LLC

AT&T Teleholdings, Inc

Southwestern Bell
Telephone, L.P.

Southwestern Bell
Yellow Pages, Inc

Sterling Commerce, Inc.

The Ohio Bell
Telephone Company

The Southern New
England Telephone Company

The Woodbury
Telephone Company

Wisconsin Bell, Inc.

State of Incorporation/Formation

Conducts Business Unde

lllinois

Indiana

Michigan

Nevada

California

Delaware

California

Delaware

Delaware

Texas

Missouri

Delaware

Ohio

Connecticut

Connecticut

Wisconsin

AT&T lllinais;
AT&T Wholesale

AT&T Indiana;
AT&T Wholesale

AT&T Michigan;
AT&T Wholesale

AT&T Nevada,;
AT&T Wholesale

AT&T California;
AT&T Wholesale

AT&T International

AT&T Internet Services;
AT&T Entertainment Services

AT&T Long Distance

AT&T Midwest;
AT&T West;
AT&T East

AT&T Arkansas; AT&T
Kansas;

AT&T Missouri; AT&T
Oklahoma;

AT&T Texas; AT&T
Southwest;

AT&T Wholesale

AT&T Advertising & Publishing

same

AT&T Ohio;
AT&T Wholesale

AT&T Connecticut;
AT&T Woodbury

AT&T Woodbury

AT&T Wisconsin;
AT&T Wholesale



Exhibit 21

Conducts Business Unde

Legal Name State of Incorporation/Formation
AT&T Corp. New York
AT&T Communications of California

California, Inc.

AT&T Communications of the Colorado
Mountain States, Inc.

AT&T Communications of NJ,
LP Delaware

AT&T Communications of New York
New York, Inc.

AT&T Communications of

lllinais, Inc. lllinois

AT&T Communications of the pejaware
Southern States, LLC

Teleport Communications New
York New York

BellSouth Corporatiol Georgia

BellSouth Telecommunications,Georgia
Inc.

AT&T Corp; AT&T;

Conference Operator-AT&T;
Connect N'Save; ACC Business;
AT&T Worldnet Services; AT&T
Worldnet; AT&T Wholesale, Lucky
Dog Phone Co., SmarTalk; GTI;
prepaidserviceguide.com;
ConQuest; CQTalk!;

UnispeakSM Service;

AT&T Wholesale

same

Conquest, SmarTalk

same

same

same

ACC Business; SmarTalk;
prepaidserviceguide.com;

GTI; AT&T; Conquest; CQTalk!,
Lucky Dog Phone Co.

same

AT&T South

AT&T Southeast
AT&T Alabama
AT&T Florida

AT&T Georgia

AT&T Louisiana
AT&T Kentucky
AT&T Mississippi
AT&T North Carolina
AT&T South Carolina
AT&T Tennesset



Legal Name

AT&T Mobility LLC

Cingular Wireless Il, LLC

New Cingular Wireless
Services, Inc

Exhibit 21

State of Incorporation/Formation Conducts Business Unde

Delaware Cingular Wireless; AT&T Mobility

Delaware Cingular Wireless; AT&T Mobility

Delaware Cingular Wireless; AT&T Mobility



Consent of Independent Registered Public Accourking

We consent to the incorporation by reference is #rinual Report (Form 10-K) of AT&T Inc. (AT&T) ajur
reports dated February 15, 2007, with respecteéatimsolidated financial statements of AT&T, AT&T
management's assessment of the effectivenesseafiahtontrol over financial reporting, and theeeffveness
of internal control over financial reporting of ATi&included in the 2006 Annual Report to Stockhoddef
AT&T.

Our audits also included the financial statemehedales of AT&T listed in Item 15(a). These schedudre
the responsibility of AT&T's management. Our resgbifity is to express an opinion based on our &sudin
our opinion, as to which the date is February 2872 the financial statement schedules referredhtve,
when considered in relation to the basic finansiatements taken as a whole, present fairly imaterial
respects the information set forth therein.

We consent to the incorporation by reference ifoHewing Registration Statements:

1) Registration Statement (Form S-8 No. 333-111026ppeng to the AT&T Savings Plan and other
certain plans

2) Registration Statement (Forn-8 No. 33:-34062) pertaining to the Stock Savings P

?3) Registration Statement (Form S-8 No. 333-95887apeng to the 1995 Management Stock Option
Plan,

4) Registration Statements (Form S-8 No. 333-30669¢Han only) and 333-54398) pertaining to the
1996 Stock and Incentive Plan and the 2001 IncerRian,

(5) Registration Statement (Form S-8 No. 333-120894tppeng to the AT&T Stock Purchase and
Deferral Plan and Cash Deferral PI

(6) Registration Statement (Form S-8 No. 333-9935%gapeng to the AT&T PAYSOP, Pacific Telesis
Group Employee Stock Ownership Plan, and Tax Restuétct Stock Ownership Pla

@) Registration Statement (Form S-8 No. 333-12981#apeng to the AT&T Savings Plan and other
certain plans

(8) Registration Statement (Forn-3 No. 33:-118476) of AT&T and the related Prospectu:

9) Registration Statement (Form S-8 No. 120765) partgito the AT&T Cash Deferral Plan and AT&T
Stock Purchase and Deferral Pl

(20) Registration Statement (Forn-8 No. 33:-135517) pertaining to the 2006 Incentive Plan,

(11) Registration Statement (Form S-8 No. 333-13974#&ppeng to the BellSouth Retirement Savings
Plan and other certain BellSouth pla

of our reports dated February 15, 2007, with respethe consolidated financial statements of AT&T.&T
management’s assessment of the effectivenesseohaitcontrol over financial reporting and the effieeness
of internal control over financial reporting of ATi&incorporated herein by reference, and our reipottided
in the preceding paragraph with respect to thenfire statement schedules of AT&T included in #himual
Report (Form 10-K) of AT&T.

/sl Ernst & Young LLP
San Antonio, Texas
February 23, 2007




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationeteinafter referred to as 1
"Corporation," proposes to file with the Securit@asd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is an officer and a direcf the Corporation;

NOW, THEREFORE, the undersigned hereby constitatesappoints James D. Ellis, Joi
Klug, Richard G. Lindner, John J. Stephens, or ang of them, all of the City of San Antonio andtStaf
Texas, his attorneys for him and in his name, plwe stead, and in each of his offices and capaditi th
Corporation, to execute and file such annual repamtd thereafter to execute and file any amendre
amendments thereto, hereby giving and grantinguim attorneys full power and authority to do andfqren
each and every act and thing whatsoever requisdenacessary to be done in and concerning the pesima
fully to all intents and purposes as the undersignéht or could do if personally present at thenddhereol
hereby ratifying and confirming all that said atteys may or shall lawfully do, or cause to be ddmeyirtue
hereof.

IN WITNESS WHEREOF, the undersigned executed tlowd? of Attorney the 26 day
January 2007.

/sl Edward E. Whitacre, Jr.
Edward E. Whitacre, Jr.
Chairman of the Board, Director
and Chief Executive Officer




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationeteinafter referred to as 1
"Corporation," proposes to file with the Securit@asd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitatesappoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tlowd? of Attorney the 26 day
January 2007.

s/ Gilbert F. Amelio
Gilbert F. Amelio
Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationeteinafter referred to as 1
"Corporation," proposes to file with the Securit@asd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitatesappoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tlowd? of Attorney the 26 day
January 2007.

s/ William F. Aldinger IlI
William F. Aldinger 11l
Director




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationeteinafter referred to as 1
"Corporation," proposes to file with the Securit@asd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitatesappoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tlowd? of Attorney the 26 day
January 2007.

/s/ Reuben V. Anderson
Reuben V. Anderson
Director




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationeteinafter referred to as 1
"Corporation," proposes to file with the Securit@asd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitatesappoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tlowd? of Attorney the 26 day
January 2007.

/s/ James H. Blanchard
James H. Blanchard
Director




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationeteinafter referred to as 1
"Corporation," proposes to file with the Securit@asd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitatesappoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tlowd? of Attorney the 26 day
January 2007.

/sl August A. Busch Il
August A. Busch llI
Director




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl James P. Kelly
James P. Kelly
Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/s/ Jon C. Madonna
Jon C. Madonn
Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl Martin K. Eby, Jr.
Martin K. Eby, Jr.

Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl James A. Henderson
James A. Henderson
Director




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed thosvé? of Attorney the day
January 2007.

[sl Charles F. Knight
Charles F. Knight

Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl Lynn M. Martin
Lynn M. Martin

Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl John B. McCoy
John B. McCoy
Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl Mary S. Metz
Mary S. Metz

Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl Toni Rembe
Toni Rembe
Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl S. Donley Ritchey
S. Donley Ritchey

Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/sl Joyce M. Roché
Joyce M. Roché

Director



Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

/s/ Randall L. Stephenson
Randall L. Stephenson
Director and Chief Operating Officer




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed thosvé? of Attorney the day
January 2007.

s/ Laura D'Andrea Tyson
Laura D'Andrea Tyson
Director




Exhibit 24
POWER OF ATTORNEY
KNOW ALL MEN BY THESE PRESENTS:

THAT, WHEREAS, AT&T INC., a Delaware corporationgfeinafter referred to as
"Corporation," proposes to file with the Securitisd Exchange Commission, under the provisionshe
Securities Exchange Act of 1934, as amended, amen@port on Form 10-K; and

WHEREAS, the undersigned is a director of the Crafion;

NOW, THEREFORE, the undersigned hereby constitates appoints Edward E. Whitac
Jr., James D. Ellis, Jon P. Klug, Richard G. Lingddehn J. Stephens, or any one of them, all ofiyeof Sar
Antonio and State of Texas, the attorneys for théewusigned and in the undersigredame, place and ste
and in the undersignesi'office and capacity in the Corporation, to execamd file such annual report, i
thereafter to execute and file any amendment orndments thereto, hereby giving and granting to
attorneys full power and authority to do and perfagach and every act and thing whatsoever requasit
necessary to be done in and concerning the prenasekllly to all intents and purposes as the wigeec
might or could do if personally present at the dothereof, hereby ratifying and confirming all theic
attorneys may or shall lawfully do, or cause talbee, by virtue hereof.

IN WITNESS WHEREOF, the undersigned executed tliwd? of Attorney the 26 day
January 2007.

[s] Patricia P. Upton
Patricia P. Upton

Director



Exhibit 31.1

CERTIFICATION

I, Edward E. Whitacre Jr., certify that:

1.

2.

a)

b)

©)

d)

b)

| have reviewed this report on Form-K of AT&T Inc.;

Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgtéde
a material fact necessary to make the statemente,nmalight of the circumstances under which such
statements were made, not misleading with respettietperiod covered by this repc

Based on my knowledge, the financial statements adimer financial information included in this repo
fairly present in all material respects the finahcondition, results of operations and cash floihe
registrant as of, and for, the periods presentedisnreport;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure
controls and procedures (as defined in ExchangeRAitgts 13a-15(e) and 15d-15(e)) and internal contro
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15d-15(f)) for the registrand
have:

Designed such disclosure controls and proceduresused such disclosure controls and procedures to
designed under our supervision, to ensure thatriabieformation relating to the registrant, inciog its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during th
period in which this report is being prepar

Designed such internal control over financial réipgr;, or caused such internal control over finahcia
reporting to be designed under our supervisiopréeide reasonable assurance regarding the rétyabfl
financial reporting and the preparation of finahstatements for external purposes in accordantte wi
generally accepted accounting principl

Evaluated the effectiveness of the registrant'sldgire controls and procedures and presentedsin th
report our conclusions about the effectivenessefdisclosure controls and procedures, as of thetthe
period covered by this report based on such evahyand

Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred
during the registrant’s most recent fiscal quaftiee registrant’s fourth fiscal quarter in the caan
annual report) that has materially affected, ge@sonably likely to materially affect, the regasir's
internal control over financial reporting; a

The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluation
internal control over financial reporting, to thegistrant’s auditors and the audit committee of the
registran’s board of directors (or persons performing thewedent functions)

All significant deficiencies and material weaknessethe design or operation of internal contratiov
financial reporting which are reasonably likelyaiversely affect the registrant’s ability to reggrtbcess,
summarize and report financial information; ¢

Any fraud, whether or not material, that involveamagement or other employees who have a significant
role in the registra’s internal control over financial reportir

Date: February 26, 2007

/s/ Edward E. Whitacre J

Edward E. Whitacre Jr.
Chairman and Chief Executive Officer



Exhibit 31.2

CERTIFICATION

I, Richard G. Lindner, certify that:

1.

2.

a)

b)

©)

d

~

&

b)

| have reviewed this report on Form-K of AT&T Inc.;

Based on my knowledge, this report does not comaynuntrue statement of a material fact or omgtéde
a material fact necessary to make the statemente,nmalight of the circumstances under which such
statements were made, not misleading with respettietperiod covered by this repc

. Based on my knowledge, the financial statements,adimer financial information included in this repo

fairly present in all material respects the finahcondition, results of operations and cash floivhe
registrant as of, and for, the periods presentedisnreport;

. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure

controls and procedures (as defined in ExchangeRAitgts 13a-15(e) and 15d-15(e)) and internal contro
over financial reporting (as defined in Exchangée Rales 13a-15(f) and 15d-15(f)) for the registrandl
have:

Designed such disclosure controls and proceduresused such disclosure controls and procedures to
designed under our supervision, to ensure thatriabieformation relating to the registrant, inciog its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod
in which this report is being prepare

Designed such internal control over financial réipgr;, or caused such internal control over finahcia
reporting to be designed under our supervisiopréeide reasonable assurance regarding the rétyabfl
financial reporting and the preparation of finahstatements for external purposes in accordantte wi
generally accepted accounting principl

Evaluated the effectiveness of the registiadisclosure controls and procedures and presénthi repor
our conclusions about the effectiveness of theaisce controls and procedures, as of the endeopdniod
covered by this report based on such evaluaticsh

Disclosed in this report any change in the regigtsanternal control over financial reporting tratcurred
during the registrant’s most recent fiscal quafttee registrans fourth fiscal quarter in the case of an an
report) that has materially affected, or is reabbnbkely to materially affect, the registrant'sternal
control over financial reporting; ar

. The registrant’s other certifying officer(s) ankdve disclosed, based on our most recent evaluation

internal control over financial reporting, to thegistrant’s auditors and the audit committee of the
registran’s board of directors (or persons performing thewedent functions)

All significant deficiencies and material weaknessethe design or operation of internal contratiov
financial reporting which are reasonably likelyaidversely affect the registrant’s ability to reggrtbcess,
summarize and report financial information; ¢

Any fraud, whether or not material, that involveamagement or other employees who have a significant
role in the registra’s internal control over financial reportir

Date: February 26, 2007

/sl Rick Lindnet
Richard G. Lindner
Senior Executive Vice President

and Chief Financial Office



Exhibit 32

Certification of Periodic Financial Reports

Pursuant to 18 U.S.C. Section 1350, each of thermsighed officers of AT&T Inc. (the “Company”)
hereby certifies that the Company’s Annual ReparForm 10-K for the year ended December 31, 2086 (t
“Report”) fully complies with the requirements oé@&ion 13(a) or 15(d), as applicable, of the Seiesri
Exchange Act of 1934 and that information contaiimethe Report fairly presents, in all materialpests, the
financial condition and results of operations @& @ompany.

February 26, 20( February 26, 20(
By: /s/ Edward E. Whitacre J By: /s/ Rick Lindnei
Edward E. Whitacre J Richard G. Lindne
Chairman and Chief Executive Officer Senior Executive Vice President

and Chief Financial Office

The foregoing certification is being furnished $plgursuant to 18 U.S.C. Section 1350 and is notdgled
as part of the Report or as a separate disclosmeneent. This certification shall not be deemebtktfi for
purposes of Section 18 of the Securities Exchangef1934 (“Exchange Act”) or otherwise subject to
liability under that section. This certificationahnot be deemed to be incorporated by referemoeany filing
under the Securities Act of 1933 or the ExchangeeXcept to the extent this Exhibit 32 is expressig
specifically incorporated by reference in any sfilahg.

A signed original of this written statement reqdit®/ Section 906, or other document authenticating,
acknowledging, or otherwise adopting the signatiiat appears in typed form within the electronicsi@n of
this written statement required by Section 906,bd&en provided to AT&T Inc. and will be retained Ay&T
Inc. and furnished to the Securities and Excharmam@ission or its staff upon request.



