Edgar Filing: AT&T CORP - Form 425

AT&T CORP
Form 425
February 23, 2005

Filed by SBC Communications Inc.
Pursuant to Rule 425 under the Securities Act of 1933
and deemed filed pursuant to Rule 14a-12

of the Securities Exchange Act of 1934

Subject Company: AT&T Corp.

Commission File No.: 1-01105

DECLARATION OF JAMES S. KAHAN

Senior Executive Vice President for Corporate Development

SBC Communications Inc.

In connection with the proposed transaction, SBC intends to file a registration statement, including a proxy statement of AT&T Corp.,
and other materials with the Securities and Exchange Commission (the SEC ). Investors are urged to read the registration statement

and other materials when they are available because they contain important information. Investors will be able to obtain free
copies of the registration statement and proxy statement, when they become available, as well as other filings
containing information about SBC and AT&T Corp., without charge, at the SEC s Internet site (www.sec.gov). These
documents may also be obtained for free from SBC s Investor Relations web site (www.sbc.com/investor_relations) or
by directing a request to SBC Communications Inc., Stockholder Services, 175 E. Houston, San Antonio, Texas

78205. Free copies of AT&T Corp. s filings may be accessed and downloaded for free at the AT&T Investor Relations
Web Site (www.att.com/it/sec) or by directing a request to AT&T Corp., Investor Relations, One AT&T Way,
Bedminster, New Jersey 07921.

SBC, AT&T Corp. and their respective directors and executive officers and other members of management and employees may be deemed to be
participants in the solicitation of proxies from AT&T shareholders in respect of the proposed transaction. Information regarding SBC s directors
and executive officers is available in SBC s proxy statement for its 2004 annual meeting of stockholders, dated March 11, 2004, and information
regarding AT&T Corp. s directors and executive officers is available in AT&T Corp. s proxy statement for its 2004 annual meeting of
shareholders, dated March 25, 2004. Additional information regarding the interests of such potential participants will be included in the
registration and proxy statement and the other relevant documents filed with the SEC when they become available.

Certain matters discussed in this statement, including the appendices attached, are forward-looking statements that involve risks and
uncertainties. Forward-looking
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statements include, without limitation, the information concerning possible or assumed future revenues and results of operations of SBC and
AT&T, projected benefits of the proposed SBC/AT&T merger and possible or assumed developments in the telecommunications industry.
Readers are cautioned that the following important factors, in addition to those discussed in this statement and elsewhere in the proxy
statement/prospectus to be filed by SBC with the Securities and Exchange Commission, and in the documents incorporated by reference in such
proxy statement/prospectus, could affect the future results of SBC and AT&T or the prospects for the merger: (1) the ability to obtain
governmental approvals of the merger on the proposed terms and schedule; (2) the failure of AT&T shareholders to approve the merger; (3) the
risks that the businesses of SBC and AT&T will not be integrated successfully; (4) the risks that the cost savings and any other synergies from
the merger may not be fully realized or may take longer to realize than expected; (5) disruption from the merger making it more difficult to
maintain relationships with customers, employees or suppliers; (6) competition and its effect on pricing, costs, spending, third-party
relationships and revenues; (7) the risk that Cingular Wireless LLC could fail to achieve, in the amount and within the timeframe expected, the
synergies and other benefits expected from its acquisition of AT&T Wireless; (8) final outcomes of various state and federal regulatory
proceedings and changes in existing state, federal or foreign laws and regulations and/or enactment of additional regulatory laws and regulations;
(9) risks inherent in international operations, including exposure to fluctuations in foreign currency exchange rates and political risk; (10) the
impact of new technologies; (11) changes in general economic and market conditions; and (12) changes in the regulatory environment in which
SBC and AT&T operate.

The cites to webpages in this document are for information only and are not intended to be active links or to incorporate herein any information
on the websites, except the specific information for which the webpages have been cited.
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DECLARATION OF JAMES S. KAHAN

Senior Executive Vice President for Corporate Development

SBC Communications Inc.

I, James S. Kahan, hereby declare the following:

Position and Qualifications

1. My name is James S. Kahan. I am the Senior Executive Vice President for Corporate Development of SBC Communications Inc. ( SBC ). I
received a Bachelor s degree in Electrical Engineering from Purdue University and a Master s degree in Business Administration from the
University of North Carolina. I began my professional career as an engineer with Western Electric in 1967. Prior to joining Southwestern Bell
Telephone ( SWBT ) in 1983 I was transferred from Western Electric to Bell Laboratories, South Central Bell and AT&T. In 1984, I moved to
SBC s Corporate Development Organization where I worked on the acquisition of Metromedia s cellular and paging systems and various other
acquisitions. In 1988 I became Managing Director-Corporate Development and I was responsible for SBC s mergers and acquisitions activities
and international business development. During this time I was involved in negotiating SBC s participation in a consortium which purchased an
interest in Telefonos de Mexico ( Telmex ). I was appointed Senior Vice President for Corporate Development and became an Officer of SBC in
1992.

2. From 1993 through the present, I have been principally responsible for all of SBC s mergers and acquisitions activities and have participated
in development of the company s long-term growth strategiesI have been actively involved in and responsible for the negotiation of SBC s
acquisitions of Pacific Telesis Group, Southern New
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England Telecommunications Corporation, Ameritech Corporation, and AT&T. I also was responsible for the negotiation of Cingular s
acquisition of AT&T Wireless.

3. Thave been directly involved in SBC s consideration of its strategic options to remain competitive in the rapidly transforming
telecommunications industry. I am intimately familiar with the strategic imperatives that drove SBC to enter into the negotiations to acquire
AT&T as well as with the analyses conducted in connection with our decision to undertake the merger.

Purpose of Declaration

4. In this Declaration I will:

Discuss the rapid transformation that the telecommunications industry has experienced;

Describe the effects of that transformation on legacy providers such as SBC and AT&T;

Explain why the combination of SBC and AT&T will create a stronger competitor with the
resources necessary to respond to the forces that are reshaping the telecommunications industry; and

Describe the benefits of the acquisition for all consumers.

The Technological Transformation of the Telecommunications Industry

5. Inthe eight years since enactment of the Telecommunications Act of 1996 the telecommunications industry has been radically
transformed. The Act created the conditions that stimulated unprecedented new competitive entrants and nurtured the development and
enhancement of new technologies that have advanced at a breakneck pace to compete with and displace traditional telecommunications
services. At the local level, a host of new providers have entered the market, using a variety of technologies to provide competition for
traditional providers of local voice and data services.
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6. During this time period, mobile wireless communication has exploded, driven by more efficient technologies, added spectrum and intense
competition. The price for wireless communications dropped dramatically as providers offered large bundles of anytime minutes and
nationwide calling, which was met with a corresponding surge in usage.

These developments have triggered a massive migration of traffic from local and long distance wireline networks onto wireless networks. Total
wireless industry service revenues exceeded $97 billion in 2003, far surpassing wireline long distance revenues of $74 billion for the same
period, and continue to take an increasing larger share of the total telecom marketplace.(1)

(1) US Telecom Data Book 3Q 04, Deutsche Bank Securities Inc., November 2004
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7. In 2005, the number of wireless subscribers is projected to outnumber wireline access lines for the first time(2). In addition to shifting
traffic from wireline to wireless networks, consumers are increasingly replacing both primary and second wireline access lines with wireless
phones.

8. The increasing number of online households and use of applications like e-mail has also played an important role in the decline of long
distance voice traffic. The number of households with internet access reached 64 million in 2003 and is expected to surpass 80 million by
2008(3).

9. Cable television operators have taken advantage of their extensive reach into American homes, and their very successful high-speed
internet offerings, to offer voice telephony, both circuit switched and, as discussed below, using Voice over Internet Protocol ( VoIP ) technology.

10. The dramatic shift to broadband internet access over the past few years, through both cable modem and DSL, has vastly expanded the
content and services available to customers. Broadband internet connections have increased from about 6 million in 2000(4) to 27 million in
2003(5). Now, new broadband internet technology is fueling the next transformational event in telephony. This new development, VolIP, is
rapidly expanding as an alternative to local wireline and long distance calling from traditional operators. VolP is offered by a wide range of
companies, including multi-

(2) Trend implied from FCC; Local Telephone Competition; Status as of June 30, 2004 ; December 22, 2004
(3) US Telecom Data Book  3Q 04, Deutsche Bank Securities Inc., November 2004
(4) Telecom Services 2001, JP Morgan; November 2, 2001

(5) US Telecom Data Book  3Q 04, Deutsche Bank Securities Inc., November 2004
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system cable operators, and numerous other firms that did not exist a few years ago, such as Vonage, 8 x 8, and Broadvoice. As an example,
Comcast (the nation s largest multi-system cable operator representing approximately 37% of homes passed) has announced that it will make
VolIP available in twenty of its markets comprising 15 million households during 2005 and the remainder of its 40 million households by the end
of 2006(6). Comcast projects 20% penetration of its households over five years, resulting in about 8 million consumer VoIP subscribers for that
company alone(7). Industry analysts predict that two-thirds of American homes will have cable telephony  either VoIP or circuit-switched
available to them by the end of 2005. (8)

11. The developments described above have dramatically reduced the volumes of wireline long distance traffic and corresponding revenues. In
1998, the average household used 144 minutes per month for long distance calls; by 2002, this number was down to an average of 90 minutes
per month.(9)

12. The consequences of this technological transformation are the increased commoditization of voice telecommunications services and a
declining demand for traditional wireline local and long distance services as competitors continue to enter the telecommunications industry.

(6) Comcast presentation at the 15th Annual Smith Barney Citigroup Entertainment, Media and Telecommunications Conference, January 10,
2005.

(7) Ibid.
(8) Bernstein Research, Cable and Telecom: VoIP Will Reshape Competitive Landscape in 2005, Dec. 17, 2004, at 2 and Exh. 1.

(9) FCC; Statistics of the Long Distance Telecommunications Industry Report ; May 14, 2003.
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Effect of the Telecommunications Transformation on Legacy Providers

13. The vast technological changes of the past decade not only have changed customer demands and expectations, they also have had a
significant effect on the legacy providers of telecommunications services. New advances in technologies, such as Internet Protocol ( IP ) and
improvement in fiber optic transmission (e.g. wavelength division multiplexing), along with an influx of new competitive entrants in the late
1990s spurred a massive increase in telecommunications investment. After years of relative stability, capital spending across the industry surged
to more than $120 billion in 2000, more than three times the amount spent in 1996.(10)

14. Today, there remains significant excess transport capacity. That excess capacity has led to low prices for customers, but also to reduced
returns on investment for market participants. Some previously strong and respected companies no longer exist, or are only a shadow of their
former selves.

15. Following this cycle of over-expansion, the industry began to experience a slowdown in spending by businesses on new
telecommunications and information systems. During this time period, the industry was also struck with news of large scale fraud by certain
participants. The combination of these developments, combined with severe price deflation for many core legacy telecommunications services,
ultimately led to financial reversals for many telecom firms and an unprecedented shakeout in the industry.

(10) The industry spent 36% of its total revenues on capital investments in 2000, up from 18 percent in 1996. J.P. Morgan, Telecom Revenue
and Capex Trends; May 29, 2002.
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16. The resulting business failures led to the elimination of hundreds of thousands of jobs, and the loss of more than $2 trillion in market value.
Since 2000, the capital markets have recognized the increased business risks inherent in the telecommunications industry and consequently
constrained access to capital. They continue to view industry fundamentals harshly and even established, traditional firms have experienced
increased costs of capital. At the same time, emerging competitors that do not carry the baggage of legacy systems and outmoded regulation
have gained access to capital because their business models and strategies are designed for the new telecommunications technologies.

The Merger of SBC and AT&T Is A Necessary and Prudent Response To Rapidly Changing Industry Conditions.

17. SBC and AT&T have complementary strengths and product sets, and are focused on sales to different groups of customers.

18. SBC is a provider of voice, data, broadband and related services to consumers, businesses and wholesale customers, primarily on a local
and regional basis in its 13 state region. SBC holds a 60% ownership interest in the largest U.S. wireless company, Cingular Wireless, and is
one of the leading providers of residential broadband DSL services. At present, SBC is making a $4 billion investment to implement its initial
roll-out of next-generation video and other IP-based voice and data services to 18 million households within three years.

19. AT&T provides a broad array of voice, data and IP-based services to customers on its global and national IP-based networks. It has a
presence in more than 50 countries, allowing it to compete for the business of the largest global enterprises.

10
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AT&T has been a leader in the development of innovative products through its AT&T Labs.

20. As described in the Declarations of Thomas Horton and John Polumbo, in 2004 AT&T refocused its business strategy away from trying to
provide all communications services to all customers, and determined instead to concentrate on providing complex communications solutions to
large enterprise customers. As Mr. Polumbo details, AT&T made an irreversible decision to cease actively competing for mass market
customers and to scale back its operations to retain only the infrastructure necessary to continue serving its rapidly declining base of mass
market customers.

21. The combined SBC and AT&T will be a stronger and more enduring U.S.-based global competitor than either company could be alone,
capable of delivering the advanced network technologies necessary to offer integrated, innovative high quality and competitively priced
telecommunications services to meet the national and global needs of all classes of customers worldwide. The combined company will have the
resources, expertise and incentive to adapt the sophisticated products that AT&T has developed for its enterprise customers to the needs of
small and medium businesses and consumers, and the marketing expertise and infrastructure to reach those customers.

The Merged Firm Will Be A Stronger Competitor.

22. SBC s experience is that larger business customers demand unique and more customized telecommunications systems. These customers
have more knowledgeable staff (and many use consultants) to prepare rigorous bid requirements, analyze proposals, use advanced bid
procedures (including online or electronic bidding designed to encourage competitors both to undercut each other s prices and to out-deal

11



Edgar Filing: AT&T CORP - Form 425

each other by offering more advanced bid responses), and negotiate terms. Among larger customers, these bids tend to be extensively tailored to
the specific requirements of the business. These customers are often willing to combine or separate components of their systems and award
them to different suppliers in order to tailor the most cost and performance effective solutions. Indeed, SBC processed about 30,000 custom
pricing quotations for business customers during 2004, including custom bids for large enterprise customers. SBC s definition of an Enterprise
customer is a business that generally purchases more than $48,000 in telecommunications services annually from SBC. Many of these
customers require complex telecommunications products and services.

23. SBC has sought since the late 1990s to become a significant provider to enterprise customers at the national level. In support of that
objective, SBC began in 1999 to make substantial investments to expand its geographic reach and the scope of its products and services to
appeal to large national enterprise customers. Despite the commitment of significant resources and investment to execute the National-Local
strategy we envisioned at the time of the Ameritech acquisition, the results so far have fallen short of our expectations. We have come to realize
that acquisition of a firm that has the strengths and resources we lack is far more prudent than incurring the massive investment and time that,
without a substantial likelihood of return in a reasonable period of time, would be required to develop them independently.

24. The National-Local strategy was our organic attempt to achieve in a reasonable time frame the critical mass of customers needed to achieve
the scale and scope economies required to compete successfully in the large business segment. It involved the initial expansion to 30
out-of-region cities with an interconnecting backbone

12
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network. We have so far spent in excess of $1 billion over five years comprising facilities, start-up sales and marketing costs, and introduction
of SBC s products. Still, we find it very difficult to win a prime supplier role for large enterprise customers for reasons explained below.

25. To attempt to address its limited geographic presence out of region, SBC has formed strategic and commercial relationships to use third
party networks for transport and local access in areas where we lacked our own network facilities. The most significant of these has been with
Wiltel. Large business customers are, however, often hesitant to award SBC major contracts because it cannot guarantee its ability to manage
and control the networks over which the service is provided. The reason for this reluctance is that on-net traffic is better controlled by the
primary network provider; there is less opportunity for delays or trouble at network-to-network interconnect points, less risk of missed orders or
provisioning delays between networks, and on-net providers can control all of the network elements and give the highest degree of
accountability and performance, among other reasons.(11)

26. SBC s efforts to expand out-of-region also included working to expand our product portfolio, especially for data and converged voice-data
services. SBC s historic strength has been in the consumer and small-to-medium business segments of the marketplace. These consumer and
smaller business customers, in addition to being more local or regional, have to-date required less sophisticated products and service, both for
voice and data communications. Large enterprises, on the other hand, are extremely demanding of the most feature-rich, cost-effective, flexible,
reliable, and secure

(11) See Declaration of Christopher Rice, {{6-18.

13
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communications services available. It is common for large enterprises to impose very high service level requirements on their network
provider. These commitments, known as Service Level Agreements (or SLAs), can apply to a broad range of things, including minimum
provisioning intervals, minimum up-times and availability, maximum tolerances for throughput delays or errors, etc., and often impose financial
penalties for failure to perform to the specified SLAs. Like the task of creating a national and international network for purposes of geographic
expansion, this product development effort to meet the needs of large enterprise customers is extremely costly and time consuming, and SBC
continues to lag significantly behind companies like AT&T, MCI, and system integrators, which have continued to enhance and improve their
abilities to provide the differentiating managed and system integration capabilities and sophisticated network applications, such as call routing
and service management tools, that SBC has no track record in providing.

27. For the reasons described above, our competitive success is greatest among consumer and smaller business customers. As we have begun
to compete for larger business customers, our success rate likewise has been greatest with customers that are predominantly within our region
and those with fewer locations. By contrast, our success is much more limited with larger enterprises, particularly with those business customers
with a large portion of their locations outside of our region. In fact, recognizing our competitive disadvantage with larger business customers
that have a significant portion of their locations outside our region, our sales strategies identify and pursue only those accounts that we are best
suited to serve, namely those that closely fit the description of our past successes. SBC focuses its attention on competing to provide

11
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services to business customers in its sweet spot, which refers to businesses with locations predominantly located within SBC s footprint. That is,
SBC typically does not even try to compete for business where more than half of the customer s locations are out of its footprint or where more
than 20% of the traffic is international. This eliminates a large portion of potential enterprise customers. Given our relative lack of geographic
scope, product portfolio and established reputation among this segment of the market, we do not believe that we will be able to compete

effectively for a prime supplier role for the majority of the largest enterprise customers in the foreseeable future.

28. The combination of the complementary strengths of SBC and AT&T will result in a more effective competitor in all customer segments.
The merged firm will be a financially stronger competitor, able to deliver the advanced network technologies necessary to offer integrated,
innovative, high quality and competitively priced telecommunications services to all customers.

29. The combined company will have the financial ability to continue cutting edge research and product development. Because of its broader
and more diverse customer base, the combined company will have a greater incentive to invest in R&D and capital improvements. SBC expects
higher capital spending (totaling approximately $2 billion before synergies over the first few years after closing) than would likely have been
incurred by the two companies absent the merger.

30. The combined company will have enormous incentive to innovate, raise productivity, and improve the price/performance of its products as
it meets the continuing competitive threat of both traditional competitors, customer-premise equipment

12
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manufacturers, and non-traditional rivals such as system integrators, cable companies, independent VoIP providers, and others.

The Transaction Will Benefit All Customers

31. The merger will preserve and enhance an important part of the nation s communications infrastructure. SBC intends to continue to invest in
AT&T s facilities to keep pace with technology and market development. The merger maintains a strong U.S. company capable of competing
with foreign firms to serve global customers including federal government installations critical to national security and defense. It will also
preserve the vitality of an important provider of telecommunications services to national, state and local governments.

32. Asdescribed more fully in the Declarations of Christopher Rice and Hossein Eslambolchi, increased innovation will result from the
combination of the research skills and infrastructure of AT&T Labs with SBC s access to capital and marketing expertise. SBC s emphasis on
services to its residential and small and medium business customers will provide the incentive for more rapid deployment of AT&T s advanced
technologies to those customers. SBC plans to increase capital expenditures to achieve this goal.

33. The transaction will result in a more rapid deployment of VoIP services, both in and out of SBC s region. As noted above, demand for and
availability of VolIP services is expected to grow exponentially in the next few years. SBC intends to continue AT&T s CallVantage VolP
product both in and outside of SBC s existing service territory. Today, CallVantage trails other VoIP providers in penetration. After the merger,
by combining AT&T s and SBC s IP backbones and putting SBC s consumer

13
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focus behind VolP, the merged firm will be able to deploy VoIP more rapidly and in a technically robust and cost effective manner. The
integration of SBC s and AT&T s networks, as discussed in the Eslambolchi and Rice Declarations, is a significant underpinning of the combined
company s ability to quickly and effectively roll out a robust VoIP product to both business and mass market customers.

34. The transaction also will permit the merged firm to provide improved quality of service to all consumers through integration of AT&T s
broad national and global IP network with SBC s dense in-region network. As described in the Declaration of Christopher Rice, this will allow a
more efficient and cost-effective distribution of network traffic, as well as the redeployment of redundant equipment and facilities. The reduced
handoffs between networks, reduced choke points, reduced latency, and reduced packet loss resulting from integrating the networks all will lead
to higher quality service, increased security, and increased reliability for all customers.

35. The integration of the networks also will result in a broader and more rapid deployment of services using IP networks. The combined firm
will have a broader reach of MPLS than either firm provides on its own, facilitating carriage of Layer 2 and Layer 3 traffic on the same
backbone, with increased scale driving costs down. SBC is presently deploying additional fiber optic facilities deeper into its local networks to
enable delivery of IP-based voice and ultra-high speed data and video services. However, SBC lacks the extensive backbone network necessary
to efficiently interconnect all of its content sources and subscribers. AT&T, on the other hand, has the backbone capabilities but lacks broad
local access facilities. The combined assets will

14
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create a seamless, high quality and cost-effective end-to-end IP network for next-generation applications.

36. As Christopher Rice and Hossein Eslambolchi discuss extensively in their Declarations, the merged firm will also be able to more quickly
provide a broader range of products to all customers. Because of SBC s strong focus on residential and smaller business consumers, the merged
firm will have the incentives to bring those customers innovative services and features originally developed for higher-end customers, and it will
have the expertise, financial strength and incentives to do so.

37. The merger of SBC and AT&T will also result in substantial savings in both fixed and variable costs of operations. Anticipated synergies
are over and above benefits expected from each company s on-going productivity initiatives in the absence of a transaction. Improved
efficiencies and cost savings will be derived from areas such as: elimination of duplicate facilities; elimination of overlapping staff and related
administrative expenses; consolidation of billing and operating support systems, greater utilization of network assets by combining the

companies traffic streams (especially as applications increasingly become IP); greater scalability from business process improvements (including
mechanization functions and higher flow-through rates); improved pricing from equipment and service providers; greater scalability from
standardization and automation of IT systems and elimination of duplicative IT development projects; and reduction of off-net, third party
network expenses. The synergies are anticipated to commence immediately and reach an annual run rate of $2

15
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billion by 2008(12). SBC estimates the net present value of these synergies, net of costs to achieve, is approximately $15 billion. Wall Street
research analysts have generally agreed that the synergies identified by SBC are reasonable and achievable.

38. Our ability to deliver existing and new services in a more efficient and cost-effective manner will benefit all of the customers of the
combined company.

Conclusion

39. For the telecommunications industry the last decade has been a period of unprecedented technological transformation and competitive
upheaval. The merger of SBC and AT&T will create a vibrant, innovative competitor capable of providing to all customers reliable, high quality
services that neither company could achieve on its own.

I declare under penalty of perjury that the foregoing is true and correct.

Signed: /s/ James S. Kahan
James S. Kahan
Senior Executive Vice President for
Corporate Development
SBC Communications Inc.

Dated: February 18, 2005

(12) Expected synergies are described more fully in materials presented at the Special Analyst Meeting by SBC and AT&T on February 1, 2005
(available at www.sbc.com).
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DECLARATION OF CHRISTOPHER RICE

Executive Vice President Network Planning and Engineering

SBC Communications Inc.

In connection with the proposed transaction, SBC intends to file a registration statement, including a proxy statement of AT&T Corp.,
and other materials with the Securities and Exchange Commission (the SEC ). Investors are urged to read the registration statement

and other materials when they are available because they contain important information. Investors will be able to obtain free
copies of the registration statement and proxy statement, when they become available, as well as other filings
containing information about SBC and AT&T Corp., without charge, at the SEC s Internet site (www.sec.gov). These
documents may also be obtained for free from SBC s Investor Relations web site (www.sbc.com/investor_relations) or
by directing a request to SBC Communications Inc., Stockholder Services, 175 E. Houston, San Antonio, Texas

78205. Free copies of AT&T Corp. s filings may be accessed and downloaded for free at the AT&T Investor Relations
Web Site (www.att.com/it/sec) or by directing a request to AT&T Corp., Investor Relations, One AT&T Way,
Bedminster, New Jersey 07921.

SBC, AT&T Corp. and their respective directors and executive officers and other members of management and employees may be deemed to be
participants in the solicitation of proxies from AT&T shareholders in respect of the proposed transaction. Information regarding SBC s directors
and executive officers is available in SBC s proxy statement for its 2004 annual meeting of stockholders, dated March 11, 2004, and information
regarding AT&T Corp. s directors and executive officers is available in AT&T Corp. s proxy statement for its 2004 annual meeting of
shareholders, dated March 25, 2004. Additional information regarding the interests of such potential participants will be included in the
registration and proxy
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statement and the other relevant documents filed with the SEC when they become available.

Certain matters discussed in this statement, including the appendices attached, are forward-looking statements that involve risks and
uncertainties. Forward-looking statements include, without limitation, the information concerning possible or assumed future revenues and
results of operations of SBC and AT&T, projected benefits of the proposed SBC/AT&T merger and possible or assumed developments in the
telecommunications industry. Readers are cautioned that the following important factors, in addition to those discussed in this statement and
elsewhere in the proxy statement/prospectus to be filed by SBC with the Securities and Exchange Commission, and in the documents
incorporated by reference in such proxy statement/prospectus, could affect the future results of SBC and AT&T or the prospects for the merger:
(1) the ability to obtain governmental approvals of the merger on the proposed terms and schedule; (2) the failure of AT&T shareholders to
approve the merger; (3) the risks that the businesses of SBC and AT&T will not be integrated successfully; (4) the risks that the cost savings and
any other synergies from the merger may not be fully realized or may take longer to realize than expected; (5) disruption from the merger
making it more difficult to maintain relationships with customers, employees or suppliers; (6) competition and its effect on pricing, costs,
spending, third-party relationships and revenues; (7) the risk that Cingular Wireless LLC could fail to achieve, in the amount and within the
timeframe expected, the synergies and other benefits expected from its acquisition of AT&T Wireless; (8) final outcomes of various state and
federal regulatory proceedings and changes in existing state, federal or foreign laws and regulations and/or enactment of additional regulatory
laws and regulations; (9) risks inherent in international operations, including exposure to fluctuations in foreign currency exchange rates and
political risk; (10) the impact of new technologies; (11) changes in general economic and market conditions; and (12) changes in the regulatory
environment in which SBC and AT&T operate.

The cites to webpages in this document are for information only and are not intended to be active links or to incorporate herein any information
on the websites, except the specific information for which the webpages have been cited.
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DECLARATION OF CHRISTOPHER RICE

Executive Vice President Network Planning and Engineering, SBC

I, Christopher Rice, hereby declare the following:

Position and Qualifications

1. My name is Christopher Rice. I am Executive Vice President Network Planning and Engineering. I am responsible for enterprise-wide
technology direction, new technology introduction, platform development, engineering, planning, network methods and procedures, deployment
guidelines, advanced switching and routing, and SBC Laboratories.

2. Prior to becoming Executive Vice President Network Planning and Engineering, I held the position of Executive Vice President ~ Services
& CTO, Network Planning Engineering, Procurement, and SBC Laboratories, in which I was responsible for enterprise-wide technology
direction, new technology introduction, platform development, engineering, planning, network methods and procedures, deployment guidelines,
advanced switching and routing, and SBC Laboratories.

Purpose

3. The purpose of my affidavit is to explain the benefits to our customers that will result from SBC s acquisition of AT&T. These benefits fall
into four broad categories: (a) benefits from network integration, (b) more innovation in networks and services, and faster roll-out of new and
existing services to our customers, (c) our ability to make available to small and medium business customers, as well as to residential customers,

22
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services that AT&T offers only to enterprise customers, and (d) new services that we will be able to offer with AT&T s network assets.

4. The combined company will be able to offer both current and new services that are better than current services either company offers or
could offer on its own. The services of the combined company will have lower costs than would the services of either company on its own.
These cost reductions include: savings on equipment purchases stemming from redeployment and more intense use of existing equipment;
reductions in operating costs; savings from reduction and elimination of payments to other carriers, and; lower unit costs of traffic handling due
to more efficient use of the combined network. We will also be able to roll-out new services more quickly, and to more customers and customer
groups, than either company could on its own.

5. The combined company will be a more significant competitor, and will offer a broader assortment of services both in the SBC region, as
well as outside the SBC region than either company could on its own.

Benefits of Network Integration

6.  Once the acquisition is completed, SBC will integrate the current SBC network assets with the current AT&T network assets. While, in
general, the networks are complementary, there are areas of overlap in network facilities. The overlap in network facilities will allow us to
re-distribute traffic across the now-combined network to achieve a more efficient distribution of traffic, thereby carrying traffic more efficiently
(at lower average unit cost) on the previously-under-utilized network segments, and saving the cost of augmenting facilities on the
previously-over-taxed network segments. In some
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places, network equipment or facilities that will no longer be necessary in their current application or location will be re-deployed in other
locations or other services, thereby utilizing our capital more efficiently. And there will be network facilities that can be retired, thereby saving
the recurring costs of maintaining and operating those facilities.

7. Currently (and historically) internet traffic is exchanged between the networks at a limited number of public peering points, because SBC is
so much smaller than AT&T in internet traffic that SBC does not qualify as a Tier 1 carrier, and therefore is not permitted a direct peering
relationship with AT&T. Based on the locations of these public peering points, in relation to the origination and destination points of the traffic,
the required traffic routing is inefficient, consuming excess network resources. In addition, routing traffic through these peering points involves
multiple traffic handoffs, further reducing efficiency and degrading quality.

8. Integrating the two networks will allow us to move SBC s internet-bound traffic (both domestic-bound and international-bound) onto
AT&T s network, achieving greater economies of scale, and significantly allowing us to take on AT&T s Tier 1 status. This status will allow us
to hand off internet traffic on a direct peering basis, and therefore more efficiently from an engineering viewpoint, and also without our paying

to hand off that internet traffic to other carriers. This will increase efficiency by up to 25% to 50% over current traffic handling. In addition, with
the AT&T backbone and the resulting increase in direct peering relationships, even where the internet traffic on our network is destined for other
networks, we will carry that traffic on our network for a longer duration, thereby enabling us to better manage the quality of the traffic as it is
delivered to the other carrier(s) with which we will have a (Tier 1) direct peering relationship. By thus reducing the total
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number of hand-offs the traffic will experience as it travels among carriers, this integration will improve reliability, reduce latency (delay in
signal flow), and therefore allow us to provide a higher quality of service ( QoS ).

9. The benefits of network integration are even more significant for business data traffic (including the traffic traditionally considered data, as
well as voice over IP or VoIP , IP video, and other real-time IP-based traffic). With the combination of AT&T s and SBC s IP backbones and
ATM/FR networks, more of our data traffic will remain on-net. The categories of traffic here under discussion include network-based virtual
private networks, IP-enabled Frame Relay, ATM, managed data services, and optical switched Ethernet traffic destined for our IP backbone.

This traffic is largely business traffic and has different characteristics than the internet traffic discussed above. Internet traffic is best effort
traffic, such as surfing the web, which can tolerate latency and packet loss with relative little reduction in utility to the customer. The IP-based
services traffic described above, on the other hand, is traffic in which the utility to the (usually business) customer is significantly affected by

such issues as latency and packet loss. This traffic will experience significant quality improvement from remaining on-net, as our control over

the network will allow us to control latency and packet loss, resulting in a much higher level of quality of service ( QoS ).

10. The higher QoS we can offer will allow us to offer Service Level Agreements ( SLAs ) that are more in line with the strict performance these
business customers require. SLAs are service warranties from us to our customers. SLAs specify the performance of the services we offer our
customers, provide clear rules for measuring that performance, and specify exactly what the consequences are should we fail to meet the quality

of
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service we have offered. SLAs typically include such performance metrics as: network latency (the time it takes a data packet to travel roundtrip
between two points in the network), packet loss (the number of packets that must be resent), network uptime (the percentage of a given measure
of time, such as a month, that the network will be available without problems), and mean time to repair (how long it will take us to remedy a
problem). The ability to offer higher level SLAs than either company could offer independently will make our network more competitive.

11. Integrating the networks will also reduce the number of networks involved in moving traffic from origination to destination, thus further
improving efficiency, reliability, and latency, all of which contribute to higher QoS and better SLAs. Networks generally are engineered to a
high standard, specifically to move traffic between endpoints with no more than three hops. on a given network. But when the routing between
those endpoints involves two networks, as it often does, the traffic is subject to a total of up to at least six hops, even when each network is
operating at high industry standards. (Similarly, if the hand-offs involve two networks working through a transiting carrier, the traffic may
experience up to nine hops over the originating-transiting-and-terminating networks.)

12. Network integration will allow us to deliver traffic between any two points on the combined network at no more than three hops total, since
all the traffic will be on a single network, which we will engineer. This will increase the efficiency of traffic handling, improving reliability,
reducing latency, and packet loss (which affects data speed and quality). These efficiency improvements will lower the cost of handling the
traffic, and will also allow us to offer tighter SLAs warranting significantly improved QoS. This reduction in
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latency and packet loss are especially significant for real time services such as voice over IP ( VoIP ), video, video conferencing, and
collaboration.

13. Network integration will also result in more traffic being carried entirely on our network. Increasing the on-net traffic over a greater
percentage of the distance between the origination and destination points allows us to better manage that traffic. Better management again
reduces latency, and therefore allows us to offer our customers better service. We will also be able to offer our customers improved reliability
and security.

14. By decreasing the amount of off-net traffic, network integration will also decrease the off-net mileage, and therefore the mileage charges
we will pay to other networks. In-region, the density of the SBC network will reduce mileage charges for the combined company, and therefore
reduce access costs for our customers. Similarly, out of region, the density of the AT&T network will reduce mileage charges for the combined
company that we must pay to other providers to gain access to our customers outside of our service territory, and therefore reduce access costs
for our customers.

15. The integrated network will be significantly better suited to IP-based services, such as VoIP. As I mentioned previously, our customers will
gain the benefits of our having greater control over reliability, security, and latency for on-net traffic. Part of the reason for these improvements
comes from the difficulty of obtaining sufficient SLAs from the other networks involved in current multi-network traffic exchange. It is difficult
for networks to work out SLAs among themselves that would allow us to offer our customers the SLAs they want when traffic must cross
multiple networks. As a result, there are no commercial arrangements today for exchanging VolP traffic with QoS guarantees. Once the traffic
is
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on-net due to network integration, we will be able to guarantee reliability, security, and QoS, and offer our customers the SLAs they want.

16. In addition, we will reducethe amount of traffic for which we have to pay other carriers for transiting our traffic as it moves from our
network to another network. For example, we currently use Sprint, Level3 and WilTel (but not AT&T) for transit traffic. Much of that transit
traffic will move onto the AT&T network, reducing the fees we currently pay these other carriers, and resulting in real savings.

17. The greater control over network performance we will gain through network integration will allow us to provide superior QoS even when
the customer s traffic originates over the network of another broadband access provider and then is handed off to the combined company via a
direct peering point= This will increase the number of customers to whom we can offer superior service. The combined company network will
more often exchange traffic through direct peering points, which will enable us to offer this higher quality of service.

18. In many areas, the amount of traffic we are projecting for the SBC backbone primarily from such bandwidth-intensive services as video
and VoIP  will soon exceed our planning maximum, requiring us to augment the backbone with additional capacity. Network integration will
allow us to rebalance traffic onto the AT&T backbone, thus avoiding the need to augment the SBC backbone.

Increased and Accelerated Investments In Innovation;
Rollout Of New Services; and the Provision of

A Broader Range of Services to a Broader Range of Customers

19. The combined company will increase the pace of innovation, roll-out new services more quickly, and offer those services to a broader range
of customers, including making
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available to SMBs and residential customers services that otherwise would be available only to enterprise customers. Moreover, the combined
company will have a greater incentive to invest in the future than would either company alone. Because technical innovations are generally
applicable to a broad range of services, the incentive to invest in such innovations is greatest when the resulting innovation can be offered across
multiple services and to the broadest range of customers, allowing the innovator the maximum opportunity to earn the full benefits of the
innovation. Today, AT&T focuses it service offerings only on enterprise customers, depriving it of the opportunity to reap benefits of
innovation directly from other customer groups. And while SBC serves all customers, residential and business, SBC is primarily confined to
only a portion of the country, reducing the scope over which it can realize the benefits of innovation. Once the transaction is completed, the
combined company will be able to realize the benefits of innovation across the entire country and across all customer groups. This will increase
the incentive of the combined company to engage in innovation. And the increased innovation will be a significant benefit to the public. AT&T
has budgeted $200 million dollars per year for five years for research on a number of initiatives. SBC expects higher capital spending totaling
approximately $2 billion (before synergies) over the first several years after closing than would likely have been incurred by the two companies
absent the merger.

20. One current innovation is AT&T s development of an all-optical network that allows for remote click-through service provisioning. This
means that, through the use of all optical components, including switching, customer orders for service can be fulfilled by remotely manipulating
graphical representations and indications of network components, eliminating the need to physically connect and disconnect those components.
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21. Customers benefit from this innovation in seeing shortened service intervals, through the elimination of the delays inherent in human
intervention. In the future, customers will be able to provision services for themselves, once again reducing provisioning intervalsand increasing
the accuracy of service provisioning. Finally, customers will also receive higher quality service on the all-optical network.

22. SBC also plans to adopt this click-through all-optical provisioning approach as broadly as possible across its existing network and
services. In addition, SBC plans to offer this click-through all-optical provisioning approach not only to the enterprise customers of AT&T
who currently benefit from it, but also across the full range of small and medium business customers SBC now serves and will serve after the
acquisition, both in region and out of region.

23. There are additional innovations under development at AT&T and SBC that we will make available throughout the service reach of the
combined network (both in region and out of region for the current SBC) and throughout the full range of customer groups (including residential
customers and all sizes of business customers) that would otherwise have been available only to enterprise customers if offered by AT&T as a
stand-alone company. These services include Storage Area Network, enhanced security solutions, and Internet Data Centers.

24. Storage Area Network ( SAN ) is a service offering in which a network offers hosted storage capacity at various points on its network. This
service permits businesses to obtain secure redundant storage on a flexible basis, without incurring the capital cost of acquiring and installing the
storage devices and infrastructure, and without incurring the operational costs of maintaining those storage facilities. While AT&T designed this
service
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for its enterprise customers, SBC will offer these services throughout the full range of its business customers, including small and medium
businesses, both in the SBC region as well as out of region.

25. AT&T is currently developing proprietary security solutions which exceed the capabilities available from other sources, and plans to offer
them to its enterprise customers. SBC will offer these services throughout the full range of business customers of the combined company,
including enterprise, medium, and small businesses. AT&T offers a network protection service that identifies viruses and worms before they
infect networks. This solution monitors network traffic for anomalies and when they are identified, it reroutes the abnormal packets for
cleansing. Once the packets are sanitized, they are forwarded on to their destination. This ensures the customers networks do not become
infected, thereby increasing network reliability and security. AT&T is also developing advanced network security capabilities they plan to offer
in the future.

26. Internet Data Centers ( IDCs ) are carrier-controlled facilities for hosting and distributing IP-based services. The carrier provides the
physical data centers, including power and emergency power, physical security, fire protection, and redundancy, as well as the personnel to
support the services. Customers are the businesses that offer IP-based services to their customers and subscribers. The IDCs allow them to offer
such services without incurring the capital cost of acquiring and installing the storage devices and infrastructure, and without incurring the
operational costs of maintaining those storage facilities. Moreover, because the facilities and personnel who support them are shared among
multiple customers, those customers achieve a level of efficiency and cost reduction no single customer could achieve on its own. SBC is
outgrowing the capacity of

10
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its IDCs, and has been planning to expand that capacity. Once the transaction is completed, SBC will be able to transfer its additional business
to existing AT&T IDCs. This will not only reduce the capital costs SBC had been planning to incur, but also will increase the efficiency of the
AT&T IDCs, by spreading their costs across greater demand. Moreover, while AT&T had offered IDC service only to its enterprise customers,
SBC will offer those services to the full range of its business customers, including enterprise, medium and small businesses, both in region and
out of region.

27. SBC also has a significant research and development organization that will contribute valuable innovation to the combined business. For
example, SBC Labs developed the architecture and tight security in our business VoIP platform, which ensures that the VoIP platform and the
customer network interface are secure from intrusion, as well as, viruses and worms. This is crucial to make VolIP as secure as the public
switched telephone network ( PSTN ), and is complementary to AT&T s work on network security.

28. Another example is that SBC Labs has been working with the switch suppliers regarding their next generation IP Multimedia Services

( IMS ) solutions for soft switching to enable wireless/wireline integration. This would enable customers to have a dual mode handset and utilize
their wireless (WiFi) VoIP service at home on their cell phone using WiFi, as well as receiving calls on the VoIP number on their dual mode
handset via the GSM cellular network. And SBC Labs has also developed a software client for laptops and PDAs that integrates Cingular s
GPRS/EDGE (and soon UMTS) cellular data services with SBC s Freedomlink WiFi service. The next release of the client will facilitate
seamless roaming between SBC s Freedomlink service and the Cingular GPRS/EDGE (and soon

11
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UMTS) service without the end user having to log back into either the Freedomlink service or the Cingular cellular data service when the user
switches between the two networks.

Increased Competition and Competitiveness

Both In Region and Out of Region

29. The combined company will be a much more significant competitor, offering a broader array of services, to a broader spectrum of
customers, both in region and out of region, than either company could have been on its own.

30. SBC and AT&T have traditionally focused on, and been successful with, complementary customer groups. While AT&T has been
increasingly focused on enterprise customers, SBC has continued to focus on residential customers, and business customers of all sizes,
including medium and small businesses. Selling to and supporting these different customer groups requires different products, network
capabilities, sales forces, and technical skills.

31. AT&T lacks the resources to serve residential customers throughout the footprint of the combined company, and the dense ubiquitous
network needed to serve those customers in the SBC region.

32. SBC on its own lacks the necessary array of enterprise services, and out of region lacks the dense ubiquitous network needed to support a
broad array of services and customers. While SBC could, with enough time and money, build a sufficient out of region network, it is unlikely to
have enough funding to be able to do so in any reasonable

12
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period of time. Moreover, it would be shooting at a moving target, as the networks it would be trying to match would themselves continue to
develop while SBC was building.

33. Therefore, the combined company will be able to offer a broader array of services, to a broader range of customers, both in region and out
of region, than either company could on a stand-alone basis.

Conclusion

34. SBC s acquisition of AT&T will result in significant benefits. These include increased efficiency and service quality from network
integration, increased innovation in network technology and services, and the availability of a broader range of services to a broader range of
customers, including those available using AT&T s network assets.

I declare under penalty of perjury that the foregoing is true and correct.

Signature: /s/ Christopher Rice
Christopher Rice
Executive Vice President
Network Planning and Engineering, SBC

Dated: February 18, 2005
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DECLARATION OF THOMAS HORTON

Chief Financial Officer and Vice Chairman

AT&T Corp.

In connection with the proposed transaction, SBC intends to file a registration statement, including a proxy statement of AT&T Corp.,
and other materials with the Securities and Exchange Commission (the SEC ). Investors are urged to read the registration statement

and other materials when they are available because they contain important information. Investors will be able to obtain free
copies of the registration statement and proxy statement, when they become available, as well as other filings
containing information about SBC and AT&T Corp., without charge, at the SEC s Internet site (www.sec.gov). These
documents may also be obtained for free from SBC s Investor Relations web site (www.sbc.com/investor_relations) or
by directing a request to SBC Communications Inc., Stockholder Services, 175 E. Houston, San Antonio, Texas

78205. Free copies of AT&T Corp. s filings may be accessed and downloaded for free at the AT&T Investor Relations
Web Site (www.att.com/it/sec) or by directing a request to AT&T Corp., Investor Relations, One AT&T Way,
Bedminster, New Jersey 07921.

SBC, AT&T Corp. and their respective directors and executive officers and other members of management and employees may be deemed to be
participants in the solicitation
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of proxies from AT&T shareholders in respect of the proposed transaction. Information regarding SBC s directors and executive officers is
available in SBC s proxy statement for its 2004 annual meeting of stockholders, dated March 11, 2004, and information regarding AT&T Corp. s
directors and executive officers is available in AT&T Corp. s proxy statement for its 2004 annual meeting of shareholders, dated March 25,

2004. Additional information regarding the interests of such potential participants will be included in the registration and proxy statement and

the other relevant documents filed with the SEC when they become available.

Certain matters discussed in this statement, including the appendices attached, are forward-looking statements that involve risks and
uncertainties. Forward-looking statements include, without limitation, the information concerning possible or assumed future revenues and
results of operations of SBC and AT&T, projected benefits of the proposed SBC/AT&T merger and possible or assumed developments in the
telecommunications industry. Readers are cautioned that the following important factors, in addition to those discussed in this statement and
elsewhere in the proxy statement/prospectus to be filed by SBC with the Securities and Exchange Commission, and in the documents
incorporated by reference in such proxy statement/prospectus, could affect the future results of SBC and AT&T or the prospects for the merger:
(1) the ability to obtain governmental approvals of the merger on the proposed terms and schedule; (2) the failure of AT&T shareholders to
approve the merger; (3) the risks that the businesses of SBC and AT&T will not be integrated successfully; (4) the risks that the cost savings and
any other synergies from the merger may not be fully realized or may take longer to realize than expected; (5) disruption from the merger
making it more difficult to maintain relationships with customers, employees or suppliers; (6) competition and its effect on pricing, costs,
spending, third-party relationships and revenues; (7) the risk that Cingular Wireless LLC could fail to achieve, in the amount and within the
timeframe expected, the synergies and other benefits expected from its acquisition of AT&T Wireless; (8) final outcomes of various state and
federal regulatory proceedings and changes in existing state, federal or foreign laws and regulations and/or enactment of additional regulatory
laws and regulations; (9) risks inherent in international operations, including exposure to fluctuations in foreign currency exchange rates and
political risk; (10) the impact of new technologies; (11) changes in general economic and market conditions; and (12) changes in the regulatory
environment in which SBC and AT&T operate.

The cites to webpages in this document are for information only and are not intended to be active links or to incorporate herein any information
on the websites, except the specific information for which the webpages have been cited.

36



Edgar Filing: AT&T CORP - Form 425

DECLARATION OF THOMAS HORTON

Chief Financial Officer and Vice Chairman

AT&T Corp.

I, Thomas Horton, hereby declare the following:

1. I am the Chief Financial Officer and Vice Chairman of AT&T Corp. I offer this affidavit to explain AT&T s reasons for entering into
the merger agreement with SBC and the basis for our belief that combining AT&T and SBC will create significant benefits for consumers as
well as for AT&T s shareholders.

2. This affidavit is organized in two parts. First, I will briefly summarize the marketplace and other developments that led to AT&T s
June 2004 decision to cease marketing mass market services generally and to focus AT&T on the provision of service to large enterprise and
wholesale long distance customers. Second, I will explain that, although we believed that AT&T could prosper as a standalone firm focused on
large commercial, government and wholesale customers, we concluded that a merger with SBC was likely to assure broader and more
productive uses of AT&T s assets and capabilities. The merger is designed to create a combined company that will have a far greater ability to
innovate, to invest, and to provide better and lower priced services for all consumers mass market as well as enterprise  than either AT&T or
SBC would in the absence of a merger.

3. At the enactment of the Telecommunications Act of 1996 ( 1996 Act ), AT&T consisted of AT&T Wireless (which has since been
divested and sold), AT&T s Consumer Services (which has ceased marketing to customers), AT&T Business Services (which serves
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enterprise business, government and wholesale customers), and AT&T Laboratories (which conducts R&D and network design and engineering
to support all of AT&T s businesses). AT&T s landline operations focused on the provision of long distance telecommunications services to mass
market, enterprise, and wholesale customers and did not provide local exchange or exchange access services.

4. The 1996 Act sought both to open local services to competition and to allow the regional Bell Operating Companies ( RBOCs ) to
provide long distance services once they opened their local markets to competition. The 1996 Act thus unleashed a flood of changes that
eventually led AT&T to decide to cease marketing of mass market services and focus on enterprise, government and wholesale services.

5. First, even apart from the RBOCs entry, marketplace developments led to precipitous declines in AT&T s mass market revenues in its
long distance business. AT&T s long distance customers were increasingly using wireless carriers to make long distance calls, greatly reducing
long distance revenues. Likewise, the explosion in e-mail and Instant Messaging traffic had a dramatic and, from AT&T s perspective, negative
impact on long distance calling. Although AT&T still carried some of this traffic pursuant to its wholesale arrangements with wireless carriers
and ISPs, the wholesale margins it earned were far below its historic retail margins. Further, because of intense wholesale competition, much of
the burgeoning wireless and e-mail long haul traffic was carried by AT&T s competitors.

6. Second, once the RBOCs began providing long distance service, AT&T believed that it was essential that it be able to offer the
bundles of local and long distance to customers that the RBOCs would be able to offer. AT&T had already made substantial investments in
various local
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entry strategies that had not been successful. The only local entry option that AT&T was still actively pursuing was the purchase of
combinations of loops, transport and switching ( UNE-P ) at TELRIC-based rates.

7. However, after the D.C. Circuit struck down the Commission s Triennial Review Order, and after the Commission determined that it
would not defend further the order, it became clear that AT&T would not be able to offer local services using UNE-P. With growing
competition from multiple quarters further undermining the economics of AT&T s mass market offerings, AT&T concluded that it no longer
made business sense to market service to mass market customers.

8. At the same time, AT&T senior management believed strongly that AT&T had the ability to be a strong competitor in the provision of
enterprise and wholesale long distance services. In our view, AT&T s state-of-the-art network and the R&D capabilities of AT&T Labs assured
that AT&T could remain a leading provider of enterprise voice and data services particularly with respect to providing global and the most
sophisticated services.

9. However, AT&T s senior management concluded that the opportunity to merge with SBC was a far superior option for AT&T s
customers and AT&T s shareholders. In our view, there is little doubt that AT&T s shareholders and consumers would benefit more if AT&T s
assets were combined with those of SBC.

10. In addition to the cost reductions that can be achieved by the merger, we believed that the merger will increase innovation and hasten the
introduction of new services, including the development of new services that would likely not exist but for the merger. One of AT&T s most
important assets is its AT&T Laboratories. Its scientists and engineers are dedicated to the
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research and development of next generation telecommunications networks and systems. Their areas of expertise range from advanced data
networking to software engineering, to systems integration, to speech technology. AT&T Labs is a global leader in many areas, but is perhaps
best known for its work on network systems based on Internet protocol ( IP ).

11. As noted, AT&T does not own mass market local telephone facilities. As a result, the focus of AT&T Labs has been on AT&T s long
distance network and services sold to large customers. In many cases, the basic principles and technologies developed by AT&T can, with
additional effort and funding, be applied in other market segments. Post-merger, AT&T Labs will have the incentive and ability to apply its
existing know how to technologies and services aimed at mass market customers. As explained in greater detail in the Affidavit of Dr.
Eslambolchi, the merger can be expected benefit consumers in the short run by enhancing the ability of the combined firm to provide services
over IP, to exploit superior speech/text technologies (such as natural language speech understanding systems), to provide more robust fraud and
network security, and to provide superior provisioning and repair.

12. The merger will also foster increased R&D for a second, related reason. While many of the technologies and innovations being
pioneered by AT&T Labs are (with further development work) transferable to mass market services, that situation is somewhat fortuitous.
AT&T makes a decision to invest in R&D based on whether a project has a reasonable prospect of enhancing AT&T s enterprise business
services and AT&T does not fund projects on the basis of how much the research may also advance mass market or other services that AT&T no
longer actively offers.
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13. Post-merger, that incentive situation will no longer be the case. The merged entity would have a powerful incentive to fund R&D at
AT&T Labs based on how it will benefit a broad array of services. And because both companies are moving toward a unified IP-based network,
research into IP-based services provided to enterprise customers is likely to generate significant spill over benefits with respect to IP-based
services provided to mass market customers  benefits that will be fully internalized by the combined company. In turn, this should increase the
incentive to invest and almost certainly result in greater innovation in technologies and services aimed at mass market customers.

14. In this regard, it is important to stress that the full potential of IP-based capabilities cannot be realized simply by transforming the
backbone network, but also requires a comparable transformation of the local network. An end-to-end IP network offers the prospect of a whole
new host of innovative services that simply cannot be offered using the legacy, circuit switched network. As Dr. Eslambolchi explains in greater
detail, a fully unified IP network will allow the creation of a single, integrated system for ordering, provisioning and maintaining voice, data and
video services with interactive capabilities. The creation of a single, unified IP network will also allow for greater ability to share bandwidth,

and hence enable better bandwidth-intensive services such as video teleconferencing, customer relationship management applications integrated
with voice services, and unified voice and e-mail messaging. And a fully unified IP network will allow for the combined company to provide
greater guaranteed quality service.

15. Finally, the increased scale and diversification of the company should lower the cost of capital for AT&T. Currently, Standard and
Poor s assigns AT&T a long term investment rating of BB+. I anticipate that the combined company will have a higher, investment grade
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rating. Further, a combined AT&T-SBC should, because of its greater scale and scope, have increased latitude to invest in R&D while
maintaining any particular debt rating. Correlatively, the increased scale and scope of the network should lower the per-unit costs of R&D and
allow the combined to company to realize the benefits of R&D on a more accelerated basis. Each of these factors will give the combined
company a greater incentive to undertake innovation.

16. In sum, the merger will enable the existing inventions and innovations of AT&T Labs to be extended to services provided to mass
market customers to whom AT&T is now no longer marketing. The broader scope and scale of the combined firm will also lead to greater R&D
than would have occurred in the absence of the merger. The scale of the combined firm, and its reduced capital costs, will mean that the
combined entity will be better equipped to make network investments and to roll out innovative new services.
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VERIFICATION

I declare under penalty of perjury that the foregoing is true and correct.

Signature:

Date:

/s/ Thomas Horton

Thomas Horton

Chief Financial Officer and Vice Chairman
AT&T Corp.

February 21, 2005
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DECLARATION OF JOHN POLUMBO

President and CEO

AT&T Consumer Services

In connection with the proposed transaction, SBC intends to file a registration statement, including a proxy statement of AT&T Corp.,
and other materials with the Securities and Exchange Commission (the SEC ). Investors are urged to read the registration statement

and other materials when they are available because they contain important information. Investors will be able to obtain free
copies of the registration statement and proxy statement, when they become available, as well as other filings
containing information about SBC and AT&T Corp., without charge, at the SEC s Internet site (www.sec.gov). These
documents may also be obtained for free from SBC s Investor Relations web site (www.sbc.com/investor_relations) or
by directing a request to SBC Communications Inc., Stockholder Services, 175 E. Houston, San Antonio, Texas

78205. Free copies of AT&T Corp. s filings may be accessed and downloaded for free at the AT&T Investor Relations
Web Site (www.att.com/it/sec) or by directing a request to AT&T Corp., Investor Relations, One AT&T Way,
Bedminster, New Jersey 07921.

SBC, AT&T Corp. and their respective directors and executive officers and other members of management and employees may be deemed to be
participants in the
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solicitation of proxies from AT&T shareholders in respect of the proposed transaction. Information regarding SBC s directors and executive
officers is available in SBC s proxy statement for its 2004 annual meeting of stockholders, dated March 11, 2004, and information regarding
AT&T Corp. s directors and executive officers is available in AT&T Corp. s proxy statement for its 2004 annual meeting of shareholders, dated
March 25, 2004. Additional information regarding the interests of such potential participants will be included in the registration and proxy
statement and the other relevant documents filed with the SEC when they become available.

Certain matters discussed in this statement, including the appendices attached, are forward-looking statements that involve risks and
uncertainties. Forward-looking statements include, without limitation, the information concerning possible or assumed future revenues and
results of operations of SBC and AT&T, projected benefits of the proposed SBC/AT&T merger and possible or assumed developments in the
telecommunications industry. Readers are cautioned that the following important factors, in addition to those discussed in this statement and
elsewhere in the proxy statement/prospectus to be filed by SBC with the Securities and Exchange Commission, and in the documents
incorporated by reference in such proxy statement/prospectus, could affect the future results of SBC and AT&T or the prospects for the merger:
(1) the ability to obtain governmental approvals of the merger on the proposed terms and schedule; (2) the failure of AT&T shareholders to
approve the merger; (3) the risks that the businesses of SBC and AT&T will not be integrated successfully; (4) the risks that the cost savings and
any other synergies from the merger may not be fully realized or may take longer to realize than expected; (5) disruption from the merger
making it more difficult to maintain relationships with customers, employees or suppliers; (6) competition and its effect on pricing, costs,
spending, third-party relationships and revenues; (7) the risk that Cingular Wireless LLC could fail to achieve, in the amount and within the
timeframe expected, the synergies and other benefits expected from its acquisition of AT&T Wireless; (8) final outcomes of various state and
federal regulatory proceedings and changes in existing state, federal or foreign laws and regulations and/or enactment of additional regulatory
laws and regulations; (9) risks inherent in international operations, including exposure to fluctuations in foreign currency exchange rates and
political risk; (10) the impact of new technologies; (11) changes in general economic and market conditions; and (12) changes in the regulatory
environment in which SBC and AT&T operate.

The cites to webpages in this document are for information only and are not intended to be active links or to incorporate herein any information
on the websites, except the specific information for which the webpages have been cited.
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DECLARATION OF JOHN POLUMBO

Introduction

1. My name is John Polumbo. I am President and CEO of AT&T Consumer Services ( ACS ). The ACS division of AT&T is
responsible, among other things, for all aspects of providing and supporting traditional local and long distance services (collectively, mass
market services). In my capacity, I am involved in all strategic decisions affecting ACS. In 2004, I participated in AT&T s decision to cease
actively competing for mass market customers and to scale back our operations to retain only enough infrastructure to continue to serve existing
customers at a high level of service as they migrate to active competitors. I am presently involved in overseeing the implementation of this
strategy.

2. The purpose of this declaration is to describe the mass market services ACS provides and to explain AT&T s carefully
considered 2004 decision to cease actively marketing traditional telephony services to the residential and small business customers that ACS has
historically served. I will also explain the many steps AT&T has taken in response to that decision, including the cessation of active marketing,
substantial reductions in headcount, termination of relationships with outside suppliers and the retirement of infrastructure. As I explain below,
those actions are so extensive that AT&T s decision is now effectively irreversible as a practical matter. I will also describe the price increases
AT&T has instituted since its decision to focus on providing world class communications and value-added services to large commercial,
government and wholesale customers. Finally, I will describe how
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quickly AT&T s mass market customer base is leaving AT&T and migrating to other mass market providers.

L AT&T s Decision To Stop Actively Competing In The Consumer Market.

3. In the months and years leading up to AT&T s mid-2004 decision to cease actively competing for new customers, AT&T was
faced with a strategic dilemma. Its long distance services (stand-alone long distance, or SALD ) offered to residential and small business
customers were under severe competitive attack and revenues associated with those services had been declining rapidly for some time.

4. This was due to several factors. New, powerful competitors had entered the market. For example, wireless carriers offering

all-you-can-eat plans were stealing away more and more minutes from traditional IXCs every year. The RBOCs had won authority to offer
interLATA services throughout the country, and they were competing aggressively and winning market share very quickly. E-mail and instant
messaging were also reducing traditional carriers minutes of use.

5. In the context of these developments, pricing competition had become extremely fierce. AT&T s revenue per customer was
declining rapidly, and its margins were decreasing steadily. AT&T was losing millions of SALD customers every quarter.

6. It quickly became obvious that AT&T could remain an active competitor in the residential and small business markets only if it
could find a viable and profitable means of augmenting its long-distance offerings with economically viable local service offerings that would

allow AT&T to match other wireline and wireless providers attractive all distance offerings. AT&T had already made substantial investments in
various local entry strategies
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that had not been successful. The only local entry option that AT&T was still actively pursuing was UNE-P.

7. In March of 2004, however, the D.C. Circuit vacated the Commission s unbundling rules. USTA v. FCC, 359 F.3d 554 (D.C. Cir.
2004). Shortly thereafter, the Government decided not to seek review of that decision in the Supreme Court, and AT&T recognized that the
availability of UNE-P at TELRIC pricing would likely be effectively eliminated. AT&T had always understood that UNE-P would not be
available forever, but now it was clear that UNE-P at TELRIC pricing would be phased out far more quickly than AT&T had previously
projected.

8. Thus, the economics of AT&T s mass market offerings were expected to change radically for the worse in the very short term.
Indeed, AT&T s costs were set to increase substantially even as new competitors (e.g., cable) were entering and as its competitors costs were
declining. Moreover, the decision simply underscored the uncertainty inherent in any UNE-based approach to entering the local market.

9. In the wake of these developments, AT&T made a difficult, but inevitable decision: it had to cease actively competing for
residential and small business markets, but it sought to manage its change in strategy in the most customer-friendly way possible. AT&T thus
decided to stop its marketing efforts, to stop attempting to compete with other mass market entrants on price, and selectively raise prices. The
inevitable effect of these actions is that AT&T s mass market customer base will dwindle away over time through churn. AT&T redirected its
focus and resources almost entirely to its enterprise, government and wholesale customers.
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10. During the eight months since this decision was made, the mass market environment has become even less attractive to AT&T.
The FCC issued an order, on remand from the D.C. Circuit, that eliminates access to UNE-P for new customers and requires all carriers to
transition their existing customers off of UNE-P within one year. Cable providers that have the ability to provide the full suite of local and long
distance services as well as broadband Internet and video services have greatly expanded their VoIP telephony efforts. Other new VoIP
providers continue to enter, and minutes continue to shift from traditional wireline providers to wireless and other providers.

11. AT&T has chosen not to take steps, however, that would cause immediate termination of service to its legacy customers, many of
whom have been with AT&T for years. AT&T has accordingly been careful to maintain enough mass market infrastructure to continue to
provide quality service to existing customers as they decide, on their own terms, how, when, and whether to move to another provider. In
anticipation of the phase-out of UNE-P, therefore, AT&T has made efforts to negotiate commercial agreements with incumbent LECs that will
allow it to continue to serve those customers who have not yet chosen another provider when the UNE-P transition ends. For example, AT&T
has recently negotiated such an agreement with Qwest, which will allow a gentle glidepath for rate increases rather than abrupt rate shock upon
the expiration of UNE-P. It remains the case, however, that AT&T is not actively seeking new residential or small business customers.

12. AT&T s strategic decision regarding the mass market includes its DSL and ISP offerings. AT&T has a minimal presence in the
broadband Internet access market. It offers DSL almost exclusively in conjunction with its UNE-P-based local offer, with Covad through line
splitting or line sharing arrangements. AT&T is no longer actively seeking new DSL
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customers. Similarly, AT&T has also ceased all marketing efforts and has selectively increased prices for its WorldNet ISP service. AT&T has
about 1.2 million customers for its WorldNet and DSL services. And AT&T has also ceased efforts to win new wireless customers. AT&T
provides wireless services today only to several thousand customers in a reselling arrangement with AT&T Wireless that has been terminated.
Moreover, AT&T has also cancelled plans announced last year to sell AT&T-branded wireless service to its mass market customers pursuant to
an arrangement with Sprint.

13. The only mass market retail service that AT&T is today marketing to new customers is its AT&T CallVantage Service, a VoIP
service that AT&T launched only shortly before its decision to cease actively competing for mass market customers. In the wake of the strategic
refocus on business services, however, AT&T has substantially reduced investment in the marketing of this VoIP service. AT&T s VolP service
is now marketed predominantly through retail outlets such as Best Buy. AT&T has won a modest amount of customers for this service
nationwide, with only a fraction of those in SBC s region.

I AT&T Has Taken Extensive Steps To Implement Its Mass Market Strategy.

14. In the eight months since it made its strategic decision, AT&T has taken extensive steps to implement its new strategy. AT&T has
taken numerous actions to scale back its mass market operations to only those functions necessary to provide high quality service and customer
care functions for its declining customer base.

15. Specifically, after announcing its strategy change, AT&T immediately eliminated or drastically reduced its marketing and
advertising activities. AT&T also undertook extensive headcount reductions, principally in the areas of marketing and customer care,
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and AT&T will continue to scale back customer care functions and institute additional headcount reductions through 2005 as its customer base
continues to decline. AT&T has also retired much of the physical infrastructure used to support these activities, including dialers, databases,
computers and servers, 800 numbers, switches and high capacity lines, and much else.

16. In short, AT&T has already taken many actions to dismantle its mass market operations relating to its unilateral decision to cease
actively competing for mass market customers.

A. Cessation of Active Marketing.

17. Immediately after the decision to stop competing for mass market local and long distance customers, AT&T ceased virtually all
marketing and advertising activities in the consumer market. AT&T is simply no longer actively attempting to win new customers.

18. For example, AT&T immediately ceased almost all outbound telemarketing efforts. In the latter half of 2004, AT&T terminated
most of its outside telemarketing vendors, and it also closed down its telemarketing centers. AT&T also immediately stopped almost all direct
mail advertising, and now sends only those mailings that are legally required (such as notices concerning changes in rates or other required
notifications).

B. Headcount Reductions.

19. After the decision to cease active marketing, AT&T also undertook a very substantial headcount reduction in its consumer
operations.

20. ACS took substantial reductions in headcount in 2004, and further headcount reductions are expected in 2005.
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21. Consistent with the strategy, which is to scale operations back to only those functions necessary to provide quality service for its
dwindling mass market customer base, the reductions were focused on marketing, sales, and customer care functions. For example, AT&T has
drastically reduced its headcount (including outsourcing to vendors) in sales and customer care functions. Similarly, the telemarketing division
(including outsourcing), which handled both inbound and outbound telemarketing, was cut even more drastically, and the remaining employees
perform more traditional customer care functions rather than telemarketing.

22. As a result of these large headcount reductions, AT&T does not have the capacity today to re-enter the consumer mass market on a
basis consistent with historic practice.

C. Retirement of Infrastructure

23. AT&T has also retired much of the infrastructure that supported its marketing and customer care activities for mass market
services.

24. For example, AT&T eliminated outbound telemarketing (OTM) mass market sales and ordering capabilities. Both the AT&T

internal and external vendor OTM system capabilities were shutdown as of November 2004  e.g., sales script support and ordering platforms,
customer call list management applications, Integrated Voice Response (IVR) applications, outbound dialing applications, and outbound sales
tracking and reporting applications. Additionally, all hardware (servers, PCs, dialers, IVR, etc.), network resources (800 numbers, T1s,
switches, etc.), and licenses associated with these applications were eliminated. Today, ACS has no technical infrastructure to support a
significant outbound telemarketing sales campaign.
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25. AT&T is also in the process of retiring the consumer marketing applications and technical infrastructure that allowed ACS to
produce automated marketing campaigns. The acquisition infrastructure, data, and reporting applications associated with consumer marketing
campaigns are being removed e.g., customer prospect data, market and customer modeling data, tracking capabilities, and processes and
campaign management reporting. Once this effort is completed ACS will no longer have the capability to launch a large scale automated
acquisition campaign.

26. AT&T has also extensively dismantled the infrastructure supporting its mass market operations, including outbound telemarketing
sales and ordering capabilities (e.g., support and ordering platforms, Integrated Voice Response systems, outbound dialers, servers, PCs, 800
numbers, etc.), databases associated with customer marketing campaigns, 70% of the Integrated Voice Response infrastructure and other
computers and servers used for customer service calls, and the infrastructure to support online billing.

27. While maintaining the capability to provide high quality service to existing customers, AT&T is also shedding infrastructure in the
area of customer service, to coincide with the reduction of customers, call volume, and operational centers.

28. For example, AT&T s Consumer Integrated Voice Response (IVR) infrastructure was built to handle 200 million calls annually.
This consisted of 56 IVRs and supported natural language voice recognition capabilities. As of today, AT&T has reduced this infrastructure to
30 IVRs, and they now support only 80 million calls annually, without natural language capabilities.
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29. AT&T has also reduced service desktop capacity, by eliminating PCs, servers, network resources, 800 numbers, and the like. In
January 2004, AT&T s desktop infrastructure had the ability to support 17,000 customer service representatives. By the end of 2005 the
remaining infrastructure will be able to support only a small fraction of this amount. Capacity and disaster recovery capabilities have been
correspondingly reduced by 50 percent.

30. In short, given the extensive retirement of infrastructure, AT&T could not market and acquire new mass market customers unless
it made a substantial investment to build a new information technology infrastructure.

III. AT&T Has Raised Prices For Its Residential And Small Business Services.

31. When ACS was seeking to build its all-distance customer base, it offered prices that generally were consistent with those available
from the incumbent carriers. Following its announcement to cease actively competing for mass market customers and in the face of expected
increases in the costs to provide service, AT&T is not competing on price with other active mass market providers. Although other mass market
entrants, most notably the VoIP providers, continue to compete vigorously on price and continue to introduce new service packages at low rates,
AT&T has raised its rates for many of its consumer and small business services to recover its increasing costs.

32. Local Service. In September, October, and November of 2004, AT&T raised many of its retail rates for local service in almost
every state in the country. AT&T offers various local service packages (e.g., Call Plan Unlimited Plus,  Call Plan Unlimited, and Call Plan
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Deluxe ) that have different sets of features and range roughly from $12 to $30 per month. AT&T has raised the rates for almost all of these
services in every state from $1 to $3.

33. AT&T has also raised rates for its all-distance bundles in some states. In December 2004, AT&T raised the retail rates for its  One
Rate USA and One Rate Advantage all-distance bundles in Massachusetts, Pennsylvania, Rhode Island, North Carolina, South Carolina,
Tennessee, lowa, New Mexico, Kansas, and Oklahoma by anywhere from $2 to $5.

34. Toll Services. AT&T also has a range of interstate toll service plans. Many of these plans have a monthly recurring charge, and
AT&T has increased the charge on many of these plans (typically by either $1 or $2). AT&T also increased a number of basic rates for
international service.

Iv. AT&T s Customer Base Is Eroding Quickly And Will Continue To Do So.

35. AT&T s actions in the marketplace are having a predictable effect. Customers are canceling their service with AT&T and
purchasing the services of AT&T s competitors. In the absence of active marketing to replace customers who leave, AT&T s customer base is
eroding away quickly.

36. Local and All-Distance Services. As of June 2004, when AT&T decided to exit the mass market, AT&T had gained about 4.7
million local residential customers. As of December 2004, AT&T had approximately 4.2 million local residential customers a loss of half a
million customers in just six months.
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37. Stand Alone Long Distance. AT&T s stand-alone long-distance customer base has been declining for years. As recently as the
first quarter of 2003, AT&T had 38.4 million SALD customers. By the end of 2003, that number had fallen to 30.3 million, and by the end of
2004 it had declined again to about 20 million a loss of almost half of its customer base in just two years.

38. Revenues. The effect of these customer losses can be seen clearly in AT&T s revenues. For example, AT&T s revenue from
stand-alone long-distance voice and other services in the first quarter of 2003 was $2.1 billion. For the fourth quarter of 2004, such revenue had
shrunk to only $1.1 billion.

39. ACS s total revenue was $9.4 billion in 2003, and $7.9 billion in 2004.

40. The FCC s recent decision in the Triennial Review Remand Order, which will shortly raise the costs of UNE-P and requires all
carriers to transition off of UNE-P within one year, may accelerate these trends.
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Signature:

Date:

/s/ John Polumbo

John Polumbo

President and CEO
AT&T Consumer Services

February 21, 2005
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DECLARATION OF HOSSEIN ESLAMBOLCHI

President, Global Networking Technology Services and AT&T Laboratories,
CIO and CTO of AT&T Corp.

In connection with the proposed transaction, SBC intends to file a registration statement, including a proxy statement of AT&T Corp.,
and other materials with the Securities and Exchange Commission (the SEC ). Investors are urged to read the registration statement

and other materials when they are available because they contain important information. Investors will be able to obtain free
copies of the registration statement and proxy statement, when they become available, as well as other filings
containing information about SBC and AT&T Corp., without charge, at the SEC s Internet site (www.sec.gov). These
documents may also be obtained for free from SBC s Investor Relations web site (www.sbc.com/investor_relations) or
by directing a request to SBC Communications Inc., Stockholder Services, 175 E. Houston, San Antonio, Texas

78205. Free copies of AT&T Corp. s filings may be accessed and downloaded for free at the AT&T Investor Relations
Web Site (www.att.com/it/sec) or by directing a request to AT&T Corp., Investor Relations, One AT&T Way,
Bedminster, New Jersey 07921.

SBC, AT&T Corp. and their respective directors and executive officers and other members of management and employees may be deemed to be
participants in the
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solicitation of proxies from AT&T shareholders in respect of the proposed transaction. Information regarding SBC s directors and executive
officers is available in SBC s proxy statement for its 2004 annual meeting of stockholders, dated March 11, 2004, and information regarding
AT&T Corp. s directors and executive officers is available in AT&T Corp. s proxy statement for its 2004 annual meeting of shareholders, dated
March 25, 2004. Additional information regarding the interests of such potential participants will be included in the registration and proxy
statement and the other relevant documents filed with the SEC when they become available.

Certain matters discussed in this statement, including the appendices attached, are forward-looking statements that involve risks and
uncertainties. Forward-looking statements include, without limitation, the information concerning possible or assumed future revenues and
results of operations of SBC and AT&T, projected benefits of the proposed SBC/AT&T merger and possible or assumed developments in the
telecommunications industry. Readers are cautioned that the following important factors, in addition to those discussed in this statement and
elsewhere in the proxy statement/prospectus to be filed by SBC with the Securities and Exchange Commission, and in the documents
incorporated by reference in such proxy statement/prospectus, could affect the future results of SBC and AT&T or the prospects for the merger:
(1) the ability to obtain governmental approvals of the merger on the proposed terms and schedule; (2) the failure of AT&T shareholders to
approve the merger; (3) the risks that the businesses of SBC and AT&T will not be integrated successfully; (4) the risks that the cost savings and
any other synergies from the merger may not be fully realized or may take longer to realize than expected; (5) disruption from the merger
making it more difficult to maintain relationships with customers, employees or suppliers; (6) competition and its effect on pricing, costs,
spending, third-party relationships and revenues; (7) the risk that Cingular Wireless LLC could fail to achieve, in the amount and within the
timeframe expected, the synergies and other benefits expected from its acquisition of AT&T Wireless; (8) final outcomes of various state and
federal regulatory proceedings and changes in existing state, federal or foreign laws and regulations and/or enactment of additional regulatory
laws and regulations; (9) risks inherent in international operations, including exposure to fluctuations in foreign currency exchange rates and
political risk; (10) the impact of new technologies; (11) changes in general economic and market conditions; and (12) changes in the regulatory
environment in which SBC and AT&T operate.

The cites to webpages in this document are for information only and are not intended to be active links or to incorporate herein any information
on the websites, except the specific information for which the webpages have been cited.
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DECLARATION OF HOSSEIN ESLAMBOLCHI

President, Global Networking Technology Services and AT&T Laboratories,
CIO and CTO of AT&T Corp.

I, Hossein Eslambolchi, hereby declare the following:

1. My name is Hossein Eslambolchi. I am President of AT&T s Global Networking Technology Services
(GNTS), President of AT&T Laboratories, and AT&T s Chief Technology Officer (CTO) and Chief Information
Officer (CIO). As President of AT&T Labs, I lead the research and development undertaken by some of the world s
leading scientists and engineers. I am also responsible for the network engineering, design, development, and
operations of AT&T s global network. I am a member of AT&T s Executive Committee, which is led by AT&T
Chairman and CEO David W. Dorman.

2. I have a B.S., M.S. and Ph.D. from the University of California San Diego. Ijoined AT&T Bell
Laboratories in 1985 and have more than 17 years of extensive experience in design, development, and operation of
packet switching and other advanced networks. I am an inventor of more than 500 worldwide patents issued, pending,
and in preparation. My work has been published in 18 technical publications, and I am on the IEEE editorial board of
the Journal of Network and Systems Management.

3. In this affidavit, I will briefly describe AT&T Labs, its historic and current activities, and its role in
creating, maintaining, and enhancing the global AT&T network. I will then describe how the combination of AT&T
and SBC will lead to greater innovation. First, it will increase innovation designed to enable the current and future
advanced services developed by AT&T Labs, for large enterprise customers, to be extended to residential and
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small business consumers. Second, the greater scope of the combined company, and AT&T s and SBC s complementary strengths, should assure
that the combined company will invest more in research and development, and be more effective in bringing new products and services to
consumers, than the two companies would be in the absence of the merger.

AT&T Laboratories

4. AT&T Laboratories is a direct descendant of the Bell Telephone Laboratories. Bell Labs had been
retained by AT&T during the 1984 divestiture of the Bell System. When AT&T spun off Lucent in 1995, Bell Labs
was split into two entities. The portions of Bell Labs devoted to research, development, and design of
telecommunications networks and advanced network services were reconstituted as AT&T Labs. Innovations
developed by Bell Labs and its descendants have launched or proved instrumental to the development of basic
telephone service, facsimile services, sound recording technologies, cellular telephone service, the Internet, the
transistor, solar cells, the C++ computer language, the creation of the UNIX operating system, and various speech and
video recording and transmission technologies.

5. AT&T Labs continues in the tradition of Bell Labs. AT&T Labs is recognized as one of the world s
leading corporate R&D organizations focused on developing next-generation solutions for the Internet and the world s
networks. AT&T Labs is currently supported by many of the world s best scientists, engineers, and IT specialists
including experts in advanced data networking, software engineering, systems integration, and speech technology.
AT&T s research specialists include members of the National Academy of Science or National Academy of
Engineering, and many more are elected Fellows of
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prestigious industry organizations such as the IEEE and the ACM. AT&T Labs scientists and researchers apply worldwide for new patents at a
rate of nearly two per business day.

6. The innovative strengths of AT&T Labs continue to provide the basis for the global leadership AT&T
maintains in the efficiency, reliability, speed, scope, and service quality of its network. AT&T Labs scientists and
engineers have allowed AT&T to develop, maintain, and operate the most advanced, sophisticated networks. AT&T
Labs has been instrumental in providing AT&T with the ability to integrate software components, integrate network
components, develop processes to manage networks, develop new products and services, and ensure that network
capabilities can deliver services on both the smallest and largest scales. AT&T Labs is also leading AT&T s efforts to
transform its existing communications networks from multiple, legacy systems, processes, and facilities to a uniform,
advanced network supported by a single set of integrated systems. Those systems and networks are being designed
using Internet Protocol (IP) capabilities that will enable delivery of the next generation of advanced communications
services.

The Merger Will Allow AT&T Labs Innovations to be Extended to Residential and Small Business Customers.

7. In the absence of this transaction, AT&T Labs research and development efforts would continue to be
devoted largely to developing capabilities designed for services provided to large enterprise customers. That is so
because AT&T has ceased actively marketing traditional local and long distance services to small business and
residential customers. The potential benefits of R&D, however, are not so limited. Breakthroughs that AT&T
achieves in R&D aimed at developing new enterprise services, or providing those services more
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efficiently, often will have relevance to other services that could potentially be offered over AT&T s network facilities, to the mass market and
small businesses.

8. By combining the complementary businesses of SBC and AT&T, the merger should lead to the
development of an array of new mass market services and capabilities. The combined entity would have the incentive
to undertake the additional work necessary to take the advancements AT&T has made, and will continue to make,
with respect to enterprise services and apply them to mass market offerings because of greater economies of scale and
the ability to cost effectively market them.

9. Examples of the types of initiatives under development by AT&T that could be extended to smaller
business customers and residential customers include the following:

10. IP-Based Video. AT&T has focused much of its research and development efforts on developing an IP
environment that can support a variety of communications services, including video services. AT&T has also
developed a broad range of innovations to make the delivery and use of video services far more effective than is
achievable today. These innovations include diagnostic tools that allow network operators to fine-tune their video
delivery capabilities to produce higher quality and far more efficient transmission. They include as well the ability to
record and index a variety of audio and video inputs, the ability to search audio and video sources using automatic
speech recognition technologies and video search engines, capabilities to alert customers to specified types of newly
received information, and the ability to convert various types of broadcast information for use in many different types
of consumer devices. They also include various tools that will allow individuals to search, collect, review, and
manipulate video images and to use video services in conjunction with voice and data services. In addition, AT&T
Labs continues to
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work on improving video compression technology and Quality of Service (QoS) capabilities in order to enhance video conferencing capabilities
for enterprise customers. That should permit the integration of traditional television-like services with interactive, voice, and data services
delivered to the home. As noted below, AT&T s ongoing innovations in developing general broadband platform capabilities should also provide
various advanced service benefits for smaller business and residential customers.

11. Speech/Text Technologies. AT&T is a global leader in the development of text-to-speech engines,
synthesized voice capabilities, automatic speech recognition, and natural language speech understanding systems.
These technologies have the potential to allow real-time translation of written text to spoken speech (and vice versa),
simultaneous foreign language translation capabilities, and exceptionally efficient customer care and relationship
management capabilities. Intelligent language systems will be a crucial component of the next generation of services
that enable customers of all types to select, alter, and manage their communications purchases, as well as to
overcome service and billing difficulties. Accelerated deployment of these capabilities into residential and small
business offerings holds the potential for enormous public benefits, particularly for visually, hearing, and
speech-impaired customers.

12. Fraud Reduction And Security Services. AT&T is a leader in the development of fraud reduction and
network security services for business customers. It is developing capabilities to detect unauthorized use of
communications services and customer information, as well as to safeguard information transmitted in the course of
e-commerce and other sensitive communications services. The company was a leader in offering online security
monitoring services that can actively block and quarantine anomalous behaviors
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detected within applications a service that most managed security service providers ( MSSPs ) have not added even a year and a half after AT&T
introduced the feature. The more rapid detection of the unauthorized use of communication services permits customers and providers to flag
potential identity theft situation quickly, before significant damage is done. Similar security capabilities will also allow customers to transact
business over the Internet with less concern about identity theft benefiting both the customers as well as the retail segment. AT&T currently

offers a security alerting and notification system to its enterprise customers AT&T Internet Prote@™  that could be made available to
small businesses and residential consumers as a result of the transaction. This service offers advanced notice
regarding potential real-time attacks (viruses, worms and distributed denial of service (DdoS) attacks) that are in the
early formation stages. Similarly, AT&T s network firewalls could be expanded to enable personal firewalls
leveraging the capabilities of a robust network. (Frost & Sullivan s recent analysis, World Managed Security Services
Markets, selected AT&T as the recipient of the 2004 Customer Solutions Excellence Award for having the broadest
scope of services among all MSSPs). As demand for anti-fraud and security services among mass market and small
business customers continues to grow, these innovations may be adapted and developed for all customer segments

13. Service Provisioning And Repair. AT&T has developed, and is enhancing, systems that use artificial
intelligence overlays and speech recognition to shorten and simplify the ordering, provisioning, and repair of services.
These capabilities were developed for enterprise customers, but can readily be extended to residential customers and
small businesses providing them with more responsive customer support as well as lower cost..
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14. Applications Support And Network Efficiency. AT&T is continuing to develop a compelling platform that
will allow enterprises to deploy applications rapidly and on a global basis through AT&T s secure IP network.
Application aware networks (  AANs ) will allow computing power to be purchased on an as needed basis with
computing power allocated based on customer-specific rules. Similarly, with AT&T s hosted storage solutions,
customers can use AT&T s network as a primary place to store data or as a disaster recovery backup without having to
invest and maintain complex storage systems. The combined company will be able to make these capabilities more
readily available to smaller businesses. More broadly, AAN represents an acceleration of the convergence of the
networking and IT industry, and this convergence could spawn a whole new generation of technology innovation,
better service and lower costs for customers.

15. Finally, I would emphasize that achieving these initiatives will permit the combined company to be a more
effective competitor in the delivery of services to small business and residential customers. By enhancing the delivery
and development of video services, ensuring that customer care improves, enabling the integration of voice, video and
data services, and providing for a rich and secure interactive service environment for consumers, the combined entity
will be a more effective competitor in providing video and other services.

The Merger Will Result In More R&D.

16. The merger should also foster increased research and development of advanced services for the benefit of
all customers because, by combining the complementary businesses of SBC and AT&T, the merger will create a
single entity that provides the full range of telecommunications services across all customer classes over local as well
as long distance
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networks. The broader scope of the combined entity will increase the likelihood that R&D will pay off in some segment of the industry,
reducing the risk of R&D investment. In analyzing the costs and benefits of engaging in R&D today, AT&T is able to capture only the benefits
of the R&D with respect to a fraction of the services that could be potentially provided over its network. Post-merger, the combined entity s
increased scope will increase the likelihood that it will be in its economic self-interest to increase its research and development of advanced
services.

17. Further, the benefits of developing advanced capabilities will be spread across a far broader network and
customer base, reducing the unit costs of R&D investment and increasing the effective returns derived from the
prompt and full development of advanced capabilities. In addition, SBC s greater financial strength, its local network
technical expertise and personnel, and the resulting economies of scale in procurement and deployment can be
expected to lower the cost, increase the returns, and increase the efficiency and thus the pace and breadth  of
innovation, including deployment of advanced networks and services.

18. The transformation from existing to advanced networks that should be accelerated and enhanced as a result
of the merger will put in place the necessary building blocks to provide public benefits associated with the next
generation of advanced, IP-based broadband services. Consumers will more quickly realize the benefits of a unified,
advanced telecommunications network capable of delivering the full range of voice, data, and video services to an
ever-expanding array of personal and business devices. Once telecommunications service providers can surmount the
difficulties created by the multitude of legacy software and hardware systems, the artificial divisions of applications
and systems, and the limitations of traditional switched-based networks, they can provide
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consumers of all types with the ability to choose, provision, change, and maintain their services with an almost unimaginable degree of speed,
efficiency, and efficacy. The converged network will provide a highly efficient and cost effective platform for communication not only in
North America, but also in Europe and Asia  providing increased global competitiveness for U.S.- based businesses.

19. The resulting ability to offer services over IP  will permit customers to use wireline and wireless devices to
access quickly the full capabilities of an integrated, intelligent network that is capable of providing a vast array of

voice, data, and video services that include interactive capabilities. AT&T is developing a rich customer environment
for the delivery and manipulation of all communications services through the implementation of a single, unified

system and operational process designed to support the efficient delivery of those services. The resulting

improvements in the manipulation, integration, and delivery of services, in turn, is the basis for the next generation of
IP-based services.

20. The enhancement of the network s capabilities is an important component of this broader, advanced
services strategy and will provide important public benefits. Already, increased deployment of voice over Internet
Protocol ( VoIP ) services in the business environment allows customers to have the benefits of a converged data and
voice network. VoIP allows a sharing of network and access facilities for multiple services, eliminating the operating
costs and inefficiencies associated with separate networks and allowing bandwidth to be efficiently shared. Further
development of VolIP to produce a single, unified environment for voice and data services will serve as the basis for
more widespread and efficient deployment of high bandwidth services such as advanced video teleconferencing,
customer relationship management ( CRM ) applications integrated with
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voice services, and unified voice mail and e-mail messaging. VoIP and other IP services, like video conferencing, are important elements of
enabling remote workers to be productive regardless of physical location. This has important public benefits including enabling more flexible
work environments, as well as reducing the need to commute to distant offices. It also allows U.S.-based companies to do business overseas
more effectively, with their global workers integrated into critical business and communications systems.

21. In addition to these broad benefits, the complementary aspects of the merger should lead to innovations
related to network development that provide the following, more specific benefits:

22. Broadband Platform And Services. Many AT&T solutions rely on the end-users having broadband

access. Given SBC s extensive DSL footprint, AT&T can bring its considerable technological resources to enable

those customers to gain many more robust services, as well as greater quality of services through AT&T s
Multi-Protocol Label Switching ( MPLS ) and QOS capabilities. By being able to direct Internet traffic and being able
to dynamically allocate bandwidth, customers can expect to see enhanced broadband services. In fact, AT&T s
experience in broadband, wireless and wireline uniquely positions the new company to drive the convergence of these
various platforms to the benefit of all customers.

23. RFID (Radio Frequency ID). AT&T has been partnering with some of the nation s leading retailers to
develop a scalable standards-based implementation of an RFID solution. Providing a network-based RFID solution
will accelerate the standardization of technologies and operations across suppliers and retailers. Ultimately, RFID
could

10
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significantly increase the capabilities of U.S. manufacturers and retailers to respond to changes in supply and demand more rapidly. Customers
would benefit from greater product availability, lower costs and products more tailored to their needs.

24. Intelligent Optical Network. Other public benefits of the merger should arise from the accelerated and
more widespread deployment of AT&T s initiative to develop a nationwide intelligent optical network. That network
is designed to increase the speed of data transmission between major U.S. and international cities. Enhancing the
intelligence built into the network also provides the basis for improvements in the features and services offered to
customers. AT&T is moving to a new, all-optical network by doubling and then quadrupling the amount of
information that can be sent over optical fiber. The new network is designed to carry signals without regeneration
over much longer distances, to restore service faster in the event of a failure or disaster, and to shorten dramatically
the provisioning time for new, high-speed circuits for business customers who have direct access to the network,
among other advanced capabilities. Increased intelligence of the network comes from the use of advanced
multiplexing technology and intelligent optical switches, which enable quick recovery from failure through use of
automatic re-routing and support automatic provisioning. Rather than waiting months for a high-speed circuit to be
provisioned, customers will be able to secure bandwidth on demand through point and click provisioning. Through
the combined company s ongoing investments in MPLS data networks and QOS technologies, the global AT&T
IP-network will continue to enhance the combined company s ability to deliver IP traffic efficiently and effectively.
These and other AT&T initiatives will enable customers to build a greater part of their business on an

11
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integrated basis  with linkages between suppliers, distributors, manufactures and customers, thereby reducing costs and taking advantage of a
secure, global IP environment.

25. Integrated, Online Processes. Related innovations designed to streamline and automate operations are
focused on developing an integrated, on-line system to support multiple services, permitting customers to manage

their communications needs on-line from quote to cash. Ordering, provisioning, billing, continued maintenance, and
revision of service requirements will all be executed with greater speed, enhanced flexibility and lower costs by
customers of all types.

12
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Signature: /s/ Hossein Eslambolchi
Hossein Eslambolchi
CIO, CTO, and President, GTNS
AT&T Corp.

Date: February 21, 2005
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DECLARATION OF

DENNIS W. CARLTON

and

HAL S. SIDER

In connection with the proposed transaction, SBC intends to file a registration statement, including a proxy statement of
AT&T Corp., and other materials with the Securities and Exchange Commission (the SEC ). Investors are
urged to read the registration statement and other materials when they are available because they contain
important information. Investors will be able to obtain free copies of the registration statement and proxy statement,
when they become available, as well as other filings containing information about SBC and AT&T Corp., without
charge, at the SEC s Internet site (www.sec.gov). These documents may also be obtained for free from SBC s Investor
Relations web site (www.sbc.com/investor_relations) or by directing a request to SBC Communications Inc.,
Stockholder Services, 175 E. Houston, San Antonio, Texas 78205. Free copies of AT&T Corp. s filings may be
accessed and downloaded for free at the AT&T Investor Relations Web Site (www.att.com/it/sec) or by directing a
request to AT&T Corp., Investor Relations, One AT&T Way, Bedminster, New Jersey 07921.

SBC, AT&T Corp. and their respective directors and executive officers and other members of management and employees may be deemed to be
participants in the solicitation of proxies from AT&T shareholders in respect of the proposed transaction. Information regarding SBC s directors
and executive officers is available in SBC s proxy statement for its 2004 annual meeting of stockholders, dated March 11, 2004, and information
regarding AT&T Corp. s directors and executive officers is available in AT&T Corp. s proxy statement for its 2004 annual meeting of
shareholders, dated March 25, 2004. Additional information regarding the interests of such potential participants will be included in the
registration and proxy statement and the other relevant documents filed with the SEC when they become available.

Certain matters discussed in this statement, including the appendices attached, are forward-looking statements that involve risks and
uncertainties. Forward-looking statements include, without limitation, the information concerning possible or assumed
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future revenues and results of operations of SBC and AT&T, projected benefits of the proposed SBC/AT&T merger and possible or assumed
developments in the telecommunications industry. Readers are cautioned that the following important factors, in addition to those discussed in
this statement and elsewhere in the proxy statement/prospectus to be filed by SBC with the Securities and Exchange Commission, and in the
documents incorporated by reference in such proxy statement/prospectus, could affect the future results of SBC and AT&T or the prospects for
the merger: (1) the ability to obtain governmental approvals of the merger on the proposed terms and schedule; (2) the failure of AT&T
shareholders to approve the merger; (3) the risks that the businesses of SBC and AT&T will not be integrated successfully; (4) the risks that the
cost savings and any other synergies from the merger may not be fully realized or may take longer to realize than expected; (5) disruption from
the merger making it more difficult to maintain relationships with customers, employees or suppliers; (6) competition and its effect on pricing,
costs, spending, third-party relationships and revenues; (7) the risk that Cingular Wireless LL.C could fail to achieve, in the amount and within
the timeframe expected, the synergies and other benefits expected from its acquisition of AT&T Wireless; (8) final outcomes of various state and
federal regulatory proceedings and changes in existing state, federal or foreign laws and regulations and/or enactment of additional regulatory
laws and regulations; (9) risks inherent in international operations, including exposure to fluctuations in foreign currency exchange rates and
political risk; (10) the impact of new technologies; (11) changes in general economic and market conditions; and (12) changes in the regulatory
environment in which SBC and AT&T operate.

The cites to webpages in this document are for information only and are not intended to be active links or to incorporate herein any information
on the websites, except the specific information for which the webpages have been cited.
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I, Dennis W. Carlton, hereby declare the following:

I, Hal S. Sider, hereby declare the following:

L QUALIFICATIONS

1. I, Dennis W. Carlton, am Professor of Economics at the Graduate School of Business of The
University of Chicago. I have served on the faculties of the Law School and the Department of Economics at The
University of Chicago and the Department of Economics at the Massachusetts Institute of Technology. I specialize in
the economics of industrial organization, which is the study of individual markets and includes the study of antitrust
and regulatory issues. I am co-author of Modern Industrial Organization, a leading textbook in the field of industrial
organization, and I also have published numerous articles in academic journals and books. In addition, I am Co-Editor
of the Journal of Law and Economics, a leading journal that publishes research applying economic analysis to
industrial organization and legal matters.

2. In addition to my academic experience, I am a Senior Managing Director of Lexecon, an
economics consulting firm that specializes in the application of economic analysis to legal and regulatory issues. I
have served as an expert witness before various state and federal courts and foreign tribunals and I have provided
expert witness testimony before the U. S. Congress. I have submitted testimony before the Federal Communications
Commission in a number of matters. In 2004, I was appointed to the Antitrust Modernization Commission, a
12-member commission created by Congress to review U.S. antitrust laws. I have previously served as a consultant to
the Department of Justice regarding the Merger Guidelines of the Department of Justice and Federal Trade
Commission, as a general consultant to the Department of Justice and Federal Trade Commission on antitrust matters,
and as an advisor to the Bureau of the
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Census on the collection and interpretation of economic data. A copy of my curriculum vita is attached in Appendix 1 to this affidavit.

3. I, Hal S. Sider, am a Senior Vice-President of Lexecon. I received a B.A. in Economics from the
University of Illinois in 1976 and a Ph.D. in Economics from the University of Wisconsin (Madison) in 1980. I have
been with Lexecon since 1985, having previously worked in several government positions. I specialize in applied
microeconomic analysis and have performed a wide variety of economic and econometric studies relating to industrial
organization, antitrust and merger analysis. I have published a number of articles in professional economics journals
on a variety of economic topics and have testified as an economic expert on matters relating to industrial organization,
antitrust, labor economics and damages. In addition, I have provided economic testimony on telecommunications
issues on a variety of matters before the FCC and state public utility commissions. A copy of my curriculum vita is
attached in Appendix 1 to this affidavit.

IL INTRODUCTION AND OVERVIEW

4. We have been asked by counsel for SBC Communications Inc. (SBC) and AT&T Corp. (AT&T)
to present our assessment of competitive issues raised by the proposed merger of these firms. This initial assessment is
based on our general familiarity with developments in the telecommunications industry, our extensive review of
public source data and information provided by the companies to date.(1) We will continue to review and analyze
additional data and documents during the course of this proceeding and use that information to respond to any issues
raised by the Parties Application or otherwise supplement our analysis as appropriate.

(1) We understand that the Parties will be submitting to the Commission additional non-public information when
a protective order is in place. This information, when it is available to be reported, will enable us to make more
precise several of the statements in this filing.
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5. The proposed transaction will promote competition by creating a more efficient firm which will
achieve significant cost savings and will be better positioned to develop and deploy new products and services for
business and residential customers. In addition, our analysis to date indicates that the transaction is unlikely to create
significant competitive problems due to a variety of characteristics of the industry and Parties, including: (i) the

largely complementary nature of AT&T s and SBC s networks, services and target customers; (ii) the rapid on-going
pace of developments in telecommunications technology; (iii) AT&T s prior decision to cease marketing its services to
residential and small business customers; (iv) the growth of facilities-based competition for both businesses and
residential consumers; and (v) the sophistication and purchasing practices of business customers as well as the
importance of non-price dimensions of telecommunications services.

6. The major conclusions explained in this Declaration are as follows:

SBC sand AT&T s businesses are largely complementary, with SBC operating a dense local network in its
region and AT&T operating an extensive national and global network. Similarly, SBC is majority owner of a leading
facilities-based wireless carrier while AT&T does not own wireless facilities and does not at present market wireless
services. The firms also focus on serving different sets of customers, with AT&T increasingly focusing its efforts on
serving large business customers with national or global needs while SBC maintains a predominantly regional focus.

Rapid technological changes are expanding the competitive alternatives available to all consumers including
residential, small business and large business subscribers. For example, the rapid growth of Internet Protocol (IP)
technology is blurring the distinction between voice and data services, and
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increasing the number of firms competing with legacy carriers to provide service to all categories of customers.

Changes in technology, regulation and business strategy mean that historical and current measures of the
extent of competition between the firms overstate any potential reduction in competition resulting from the proposed
transaction.

AT&T s decision to cease marketing traditional services to residential consumers and small businesses means
that it will rapidly cease to be a significant competitive factor in serving these customers in the absence of the
transaction.

Moreover, residential customers that would have remained with AT&T in the absence of the transaction are likely
to benefit from the merger because SBC, which has no plans to exit, does not face the same incentives as AT&T to
raise prices to this group.

Where SBC and AT&T both compete to provide a variety of data and voice services to certain business
customers, they face a wide variety of competitors and conditions that make it unlikely that the transaction will harm
competition either through coordinated or unilateral actions.

In providing service to certain business customers, SBC and AT&T face competition from interexchange
carriers (IXCs), new network providers, competitive local exchange carriers (CLECs), systems integrators, equipment
providers, value-added resellers and cable providers.

The sophistication of business consumers, the importance of non-price dimensions of service and the large
and infrequent nature of the
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bidding contracts at issue reduce the potential for the transaction to adversely affect competition.

The transaction is unlikely to adversely affect competition for wireless services, where AT&T today has only
limited plans to provide service as a reseller or mobile virtual network operators (MVNO). Similarly, the transaction is
unlikely to adversely affect competition in the provision of Internet telephony, where AT&T is one of many new
entrants and faces significant competition from cable companies and other providers.

By combining firms with complementary networks and businesses, the transaction will benefit consumers by:

Enabling the merged firm to provide services now available to AT&T s large business customers to a wider
range of business customers;

Increasing incentives to invest in new products and services by enabling innovations to be deployed to the
combined firm s larger customer base.

Enabling the merged firm to provide end-to-end services to an increased number of multilocation business
customers and thus to improve service reliability;

Enabling the merged firm to operate at substantially lower costs than those that AT&T and SBC would face
separately, thus enabling it to compete more effectively against new firms deploying new, lower-cost technologies.
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7. The remainder of this declaration provides the basis for these initial conclusions. Section III
presents: (i) background information on SBC and AT&T; (ii) background regarding trends in the demand for wireline
telecommunications services; and (iii) an overview of consumer benefits resulting from the transaction. Section IV
addresses the competitive impact of the transaction on consumer services, including wireless services. Section V
reviews factors that affect the impact of the transaction on services used by business customers.

I THE PROPOSED TRANSACTION IS LIKELY TO RESULT IN SIGNIFICANT BENEFITS
TO CONSUMERS.

A. BACKGROUND ON THE MERGING PARTIES

1. AT&T

8. AT&T provides local and long distance voice services as well as an array of local and long

distance data services. It serves business customers of all sizes from small firms to large multinational enterprises as
well as residential customers, although it is no longer marketing its traditional services to the latter group. In 2004: (2)

Business services accounted for 74 percent of AT&T s revenue, with 26 percent from consumer services,
although the share accounted for by consumers is declining rapidly.

Long distance voice services accounted for 84 percent of AT&T s voice revenue, with 16 percent coming from
local voice services.

) AT&T Corp. Fourth-Quarter and Full-Year 2004 Financial Results, Historical Segment Data, January 20,
2005.

80



Edgar Filing: AT&T CORP - Form 425

9. AT&T and other IXCs have experienced substantial declines in wireline revenue in recent years and these declines have been far
greater than those experienced by ILECs.(3) Between 2002 and 2004, ILEC wireline revenues fell about 7.5 percent. During the same period,
AT&T srevenue fell 19 percent, with consumer services revenue falling 31 percent and business revenue falling 15 percent.(4) Revenue for
AT&T and other IXCs are projected to continue to decline. AT&T estimates that its 2005 revenue will fall 16.5 percent and analysts forecast
that AT&T s revenue will fall by 42 percent between 2004 and 2008.(5) ILEC revenue is projected to increase slightly in 2005 and analysts
forecast that it then remain nearly unchanged through 2008.(6)

Figure 1

Wireline Revenue of AT&T and Other Major ILECs and IXCs

(3)  AT&T spun off its cable and wireless operations in 2001.

4) AT&T Corp. Fourth-Quarter and Full-Year 2004 Financial Results, Historical Segment Data, January 20, 2005
and AT&T Corp. Earnings Commentary, Quarterly Update  Fourth Quarter 2002, January 23, 2003, p. 8. All data
exclude revenue from wireless or cable operations.

5) AT&T press release, AT&T Announces Fourth-Quarter Results, January 20, 2005, and UBS Investment
Research, Wireline Telecom Play Book, January 14, 2005, p. 46.

(6) UBS Investment Research, Wireline Telecom Play Book, January 14, 2005, p. 46.
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10. In the face of rapidly declining wireline revenue, AT&T and other IXCs significantly reduced their capital expenditures. Between
2002 and 2004, AT&T s wireline capital expenditures fell 55 percent, from $3.9 billion to $1.8 billion. AT&T s wireline capital expenditures
were 10 percent of its wireline revenue in 2002 but less than six percent of 2004 revenue.(7) Over the same time period, ILECs capital
expenditures fell (-16 percent) although this decline was substantially less than that of AT&T and other IXCs. Capital expenditures (expressed

as a percentage of revenue) for AT&T and major ILECs are shown in Figure 2.

Figure 2

Wireline Capital Expenditures as a Percentage of Wireline Revenue

for AT&T and Major ILECs

11. Nonetheless, AT&T has continued to fund innovation and investment in its networks and has maintained its reputation as a leading
provider of innovative and high-quality voice and data services for business customers. For example, a recent report on IP-VPN (Internet

Protocol-Virtual Private Network) services, a leading new data technology, noted that:

) AT&T financial statements.
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AT&T has maintained their leadership in this very competitive market because of their strong brand for reliable data and voice networking
services, the breadth of their services and remote access options, and their recognized expertise in VPN and security services. They have been
highly innovative this past year in adding new offerings and features to their MPLS, remote access, and security services.(8)

AT&T was also rated in a Yankee Group survey as the top-ranked wholesale telecommunications vendor.(9) AT&T has also continued to invest
in improving service to large business customers.(10)

12. Given changes in the demand for AT&T s services, as well as court and FCC decisions that
invalidated regulations that enabled AT&T to acquire for resale ILECs local services at TELRIC-based rates, AT&T
announced a dramatic change in its business strategy in mid-2004. (11) More specifically, AT&T announced that it
would:

Stop marketing traditional local and long distance services to residential customers and selectively raise prices
to these customers;(12)

Stop marketing to some and reduce marketing to other smaller business customers;

End efforts to win back residential and small business consumers that terminate service with AT&T.

13. AT&T has taken a variety of steps to implement this new business plan:

®) In-Stat, High Growth and Lots of Opportunity: The US IP VPN Services Market, January 2005, p.20.

) Yankee Group, AT&T and Level 3 Earn Top Marks for Quality in Yankee Group Wholesale Buyer Survey,
October 18, 2004.

(10) See Declaration of Hussein Eslambolchi.
(11) See Declaration of John Polumbo.

(12) This decision did not affect the AT&T CallVantage service, which was introduced in 2004.
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AT&T undertook extensive headcount reductions in its Consumer unit in areas relating to marketing and
customer care and plans further headcount reductions through 2005.(13)

AT&T has also retired much of the infrastructure that it used to acquire and serve residential customers.(14)

2. SBC

14. SBC provides local and long distance voice as well as local and long distance data services,
primarily in a 13-state region. SBC s mix of service revenue differs significantly from that provided by AT&T. In
2004, for example:

Business services accounted for 48 percent of SBC s retail wireline revenue, with 52 percent derived from
consumer services.(15)

Long distance voice services accounted for 14 percent of SBC wireline voice revenue, with 86 percent
coming from local voice services.(16)

15. SBC s revenue, unlike AT&T s, has grown in recent years. Since receiving authorization to provide
long distance services in each state in which it operates between 2000 and 2003, SBC has rapidly expanded its
provision of long distance services. It now provides long distance to 44 percent of its local service customers.(17)

SBC s wireline revenues have also increased as a result of the sale of DSL services. SBC now has over 5 million DSL
lines in

(13) See Declaration of John Polumbo.

(14) See Declaration of John Polumbo.

(15) Based on internal SBC documents.

(16) SBC 4Q04 Earnings Information,
http://www.sbc.com/Investor/Financial/Earning_info/docs/Segments_IB_4Q04.xls

(17) UBS, Wireline Telecom Play Book, January 14, 2005, p.20.
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service.(18) In addition, SBC owns a 60 percent economic interest in Cingular Wireless, one of the leading wireless service providers, which
serves both businesses and consumers.

16. SBC s authorization to provide long distance services also enabled it to expand provision of voice
and data services to multilocation business customers. SBC uses WilTel and others to transport its long distance
traffic.(19) In 2003, SBC launched an initiative to expand SBC s provision of voice and data services to multilocation
business customers. It deployed facilities on a limited basis in 30 metropolitan areas outside of its 13-state footprint.
Based on its experience in the marketplace, SBC has decided to focus its attention on seeking to serve business
customers with locations predominantly located within SBC s footprint.(20) SBC typically does not compete for
business where more than half of the customer s locations are out of its footprint or where 20 percent or more of the
traffic is international.(21)

B. FACTORS AFFECTING THE DEMAND FOR TRADITIONAL WIRELINE SERVICES
1. General Trends
17. Dramatic changes in technology and regulation are resulting in fundamental changes in the

competitive landscape for the provision of wireline services. These factors have placed increased competitive
pressure on suppliers of wireline services for all types of consumers. These phenomena, and others, have reduced
demand for traditional wireline services.

(18) 4Q04 Investor Briefing, January 26, 2005.
(19) See Declaration of James Kahan.
(20) See Declaration of James Kahan.

(21) See Declaration of James Kahan.
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FCC data indicate that average revenue per minute for wireline long distance services has fallen from $0.11
per minute in 1999 to $0.07 per minute in 2002, the last year for which data are available. Similar declines are
observed if prices are measured net of access charges.

Figure 3

Average Wireline Revenue per Long Distance Domestic Minute 1999 2002

Wireline long distance minutes of use have also fallen despite falling prices. FCC data indicate that minutes
of interstate calling fell more than 20 percent between 2000 and 2003.

12
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Figure 4

Interstate Switched Access Minutes

1996 2003

The number of ILEC access lines, as well as the number of calls processed by ILECs, has fallen in recent
years.(22)

18. Among the factors contributing to these trends are: (i) the explosive growth in wireless service, and
(i) the growth of high-speed Internet services and the growth in non-traditional Internet based communications. In
addition, the rapid on-going deployment of voice of Internet Protocol (VoIP) for the provision of voice services is
widely expected to contribute to continued declines in demand for traditional wireline services. Each of these factors
is briefly summarized below.

(22) See FCC, Trends in Telephone Service, May 2004, Tables 7.1 and 10.2.
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2. The growth of wireless service

19. The unprecedented growth in wireless services has been widely documented:

Between 1995 and 2003, the number of wireless subscribers grew from 34 million to almost 160 million.
Over the same period, monthly minutes of use per subscriber increased from 120 to more than 500.(23)

Together, total minutes of use of wireless services increased from 38 billion in 1995 to 830 billion in 2003, a
more than 20-fold increase in less than 10 years.

Figure 5

Wireless Average Revenue per Minute and Total Minutes of Use

20. This increased utilization of wireless services is due in part to a rapid decline in the average revenue
per minute for wireless services, which fell from $0.43 in 1995 to $0.10 in 2003, a 77 percent decline.
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21. The explosive growth in wireless services and its impact on wireline services
market value of telecommunications firms. AT&T Wireless and Nextel, two

(23) FCC, Ninth Competition Report, FCC 04-216, September 28, 2004, Table 1 and Table 9.

is reflected in the
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of six major nationwide wireless companies, were valued in recent transactions at $41 billion and $35 billion respectively. In contrast, this
proposed transaction values AT&T at $16 billion.(24)

22. While available data indicate that a modest (but increasing) share of subscribers have cut the cord
and no longer subscribe to wireline service, data also indicate that consumers readily substitute minutes on wireless
services for minutes on wireline services. For example, a recent Yankee Group survey reports that in U.S.
households, more than 36% of local calls and 60% of long-distance calls have been replaced by wireless. (25) This
substitution is facilitated by the growth of bucket plans, which effectively lower the marginal cost of many local and
long distance calls to zero. Thus, wireless services are an alternative technology that reduces usage of wireline

phones.

3. Broadband services

23. Another dramatic shift affecting the demand for wireline services in recent years is the increased
adoption of high-speed Internet access technologies. FCC data indicate that the number of residential and small
business high speed lines has grown from less than 4 million lines in 2000 to over 30 million lines in 2004. Consumer
broadband services allow for more intensive use of the Internet than dial-up services.

(24) See, R.I.P., AT&T, Business Week Online, Feb. 16, 2005,

http://www .businessweek.com/bwdaily/dnflash/feb2005/nf20050216_9529_db035.htm?site= cbs&campaign_id=cbs ( The dollar amount seems
puny compared to other epic mergers this year and doesn t begin to reflect AT&T s storied place in American history. )

(25) Yankee Group, The Success of Wireline/Wireless Strategies Hinges on Delivering Consumer Value, October 2004, p. 7.

91



Edgar Filing: AT&T CORP - Form 425

Figure 6

Residential and Small Business High-Speed Lines

24, The growth of broadband services has contributed to a decline in the demand for second phone lines,
which are often used in part to accommodate dial-up Internet access. Additionally, as discussed in more detail below,
broadband Internet connections allow for the use of VoIP products.

4. E-mail and instant messaging

25. The increase in Internet utilization has resulted in extraordinary growth in the volume of e-mail and
instant messaging, which provide alternatives to both business and personal telephone calls. An estimated 9 billion
e-mails are sent each day in the U.S.(26) In addition, 80 million people in the U.S. use instant messaging (IM) and it
is estimated that 7 billion IMs are sent each day worldwide.(27) While it is difficult to quantify the amount of voice

(26) Legal Tech Newsletter, E-Mail and Records Management in the Legal Environment, 11/14/03, cited in UNE Fact Report 2004, October
2004, p. I-6.

(27) http://www.webpronews.com/news/ebusinessnews/wpn-45-
20040824 AOL AnnouncesthatInstantMessagingisMorePopularthanEver.html, cited in UNE Fact Report 2004, October 2004,
p. I-6.
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telephone traffic these new technologies have displaced, analysts recognize that such substitution occurs. For example, In-Stat/MDR has stated
that [c]onsumers are using e-mail and instant messaging in place of a phone call. (28) According to an analysis presented to the FCC in the
Triennial Review Order (TRO) remand proceedings, if just 5 percent of [email and IM messages] substitute for a 90 second voice call, this data
traffic has displaced more than 10 percent of the voice traffic that would otherwise have been handled by the incumbents networks. (29)

5. VoIP

26. Voice over Internet Protocol (VoIP) is a new technology for providing local and long distance voice
services that is widely expected to provide significant competition for traditional wireline services. VolP has already
been deployed by a number of firms. Prominently, cable providers are in the midst of deploying VolIP services
throughout their networks. While VolP services are generally targeted to serve residential and small business
consumers, IP based virtual private networks (IP-VPNs) are being deployed by businesses of all sizes to carry both
voice and data traffic. (IP-VPNs are discussed in more detail in Section V below.)

27. VolIP can provide high quality local and long distance services, and can include advanced features,
such as call logs and follow-me calling,(30) as well as enhanced 911 services.(31) Analysts agree that VoIP services
can be provided at lower cost than traditional circuit-switched voice services provided by legacy carriers. For

example, Bernstein Research

(28) In-Stat/MDR, State of the U.S. Carrier Market, October 2003, p. 6.
(29) UNE Fact Report (2004), p. I-6.

(30) See for example, Vonage s description of its Call Hunt feature.
http://www.vonage.com/features.php?feature=call_hunt

(31) See, for example,

http://www .timewarnercable.com/austin/products/digitalphones/default.html.
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concludes that [d]ue to the relatively low cost structure of VoIP, cable VoIP operators will be able to absorb significant price decreases while
maintaining attractive margins. (32)

28. There are two basic types of VoIP services.

Cable-based VolP services are installed by the cable provider and do not require that the consumer subscribe
to a broadband service. The service is connected to a home s inside wiring so all handsets in the home are connected
to the service. (33) Cable-based services typically make extensive use of dedicated facilities as well as backup power
in the event of a disruption.(34) Bernstein Research estimates that VoIP service will be available to 87 percent of U.S.
households by the end of 2006. Cable MSOs today offer unlimited all-distance voice service at roughly $35 to $40
per month. (35)

(32) Bernstein Research, Cable and Telecom: VoIP Will Reshape Competitive Landscape in 2005, p. 1.

(33) See, e.g., http://www.cox.com/Telephone/FAQs.asp#P25_5970 ( Will my house need to be rewired? No, the existing wiring inside your
home will operate just as it always has. )

(34) Cox, for examples, states (p. 12) that in designing its VoIP network that it assumes at least four hours of standby power in the HFC plant for
both technologies, with in-home battery back-up for the VoIP MTA . Cox (p. 3) also states that it owns and operates its own end to end network
infrastructure. Cox Communications White Paper, Voice over Internet Protocol: Ready for Prime Time, May 2004, p. 12.

(35) Stratecast Partners, Residential Broadband Voice: End-User Experience, January 7, 2005, p. 2.

95



Edgar Filing: AT&T CORP - Form 425

Figure 7

Percentage of U.S. Households Passed by Cable Telephony

Virtual services provided over existing broadband connections are self-installed by subscribers and serve only
those handsets connected to the broadband service. These services typically utilize the public Internet for transport.
Virtual service providers may not offer E911 service or backup power in case of blackouts.(36) In addition to AT&T s
CallVantage service, non-cable firms that offer virtual VolIP include Vonage, 8x8, BroadVoice, BroadVox,
delta-three, Net2Phone, Primus Lingo and VoicePulse. These firms offer packages of unlimited local and long
distance voice for prices ranging from $20 to $30 a month.(37)

(36) http://www.fcc.gov/voip/

(37) Stratecast Partners, Residential Broadband Voice: End-User Experience, January 7, 2005, pp. 2-3.
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29. Analysts view the VoIP products being rolled out by cable operators as a direct competitive threat to
the ILECs. Morgan Stanley concludes that [t]he introduction of VolIP, especially by cable companies, represents the
largest long-term competitive threat to the Bells, in our view. (38) Other analysts agree:

During the end of 2004 cable companies made significant moves into the telecom space. It was reported that Time Warner expects to have
200K Digital Phone subscribers by 2004 end, and is currently adding 10K subscribers per week. CableVision passed the 250K telephony
subscribers milestone and its Optimum Voice service has been adding 1,000 customers per day in the New York area. Comcast continued to
discuss plans to offer phone service to 40M homes by the end of 2006 . Going forward, we see RBOC competitive pressures increasing as
internet telephony services become more feature rich, cable services become more on-demand orientated, and consumers crave more integrated
offerings.(39)

C. THE MOTIVATION FOR THE PROPOSED TRANSACTION AND POTENTIAL
CONSUMER BENEFITS
30. The proposed transaction reflects the companies response to fundamental changes in the demand and

supply of telecommunications services and is expected both to result in substantial cost savings and to bring
substantial benefits to consumers. The cost savings and consumer benefits are described in greater detail in the
accompanying declarations of SBC s James Kahan and Christopher Rice and AT&T s Hossein Eslambolchi.

1. The transaction combines firms with complementary networks and business focuses.

31. As discussed above, AT&T s and SBC s operations are highly complementary. For example, AT&T
operates a dense national and international long distance network and has limited assets used to provide local

services. SBC operates a dense local network in 13 states and has limited out-of-region and long distance assets. The
combination of these networks

(38) Morgan Stanley, 3Q04 Trend Tracker: Let the Good Times Roll? December 2004, p. 22.

(39) Blaylock Partners, Telecommunications: Wireline Services, January. 20, 2005, p. 2
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enables the merged firm to better serve business customers by increasing its ability to provide end-to-end services to as many of its locations as
possible.

32. The provision of end-to-end service improves the ability of a carrier to control and monitor network
performance, which is important to many business customers.(40) Traffic handoffs can reduce efficiency and degrade
quality, as well as result in delays in signal flow. By carrying more of its own traffic from end to end, the merged
company will be able to reduce the number of handoffs necessary, and thus improve service quality for its customers.
These benefits can be particularly important for newer services such as video conferencing, IP television and
VolIP.(41)

2. The transaction enables SBC to offer its subscribers services that otherwise would be
available only to AT&T larger business customers.

33. As noted above, AT&T is recognized as a provider of innovative services. As described in the
accompanying declaration of Hossein Eslambolchi, AT&T, through AT&T Labs, has deployed a variety of business
services and features that could be provided to SBC s base of business customers and consumers. For example:(42)

AT&T has deployed advanced network security capabilities such as Internet Protect and inline application
security monitoring services. Internet Protect is a security alerting and notification service that offers information
regarding potential real-time attacks that are in the early formation stages. Inline application security monitoring
services can actively block and quarantine anomalous behaviors detected within applications.

(40) See Declaration of James Kahan.
(41) See Declaration of Christopher Rice.

(42) See Declaration of Hossein Eslambolchi.

21

98



Edgar Filing: AT&T CORP - Form 425

AT&T also has introduced systems that use artificial intelligence and speech recognition to shorten and
simplify ordering, provisioning and requests for repair. These capabilities were developed for enterprise customers,
but can be readily extended to consumers and small business customers.

34. According to Dr. Eslambolchi, AT&T Labs is also working on a number of projects that have the
potential to benefit consumers and smaller business customers as well as the enterprise customers they are currently
targeted. These projects include IP video services (with obvious application to consumers), and speech and text
recognition technologies.(43)

3. The merged carrier will have greater incentive to invest in new services.

3. More generally, the proposed transaction will increase the merged firm s incentive to invest in the
development of new services. With a broader customer base and more extensive network, the merger enables the firm
to deploy innovations rapidly to a broader base of customers. Similarly, the merger increases the incentive of the
combined firm to invest in network features that reduce cost and enhance productivity, by enabling the benefits of
such improvements to be realized over a wider network.

36. In the absence of this transaction, AT&T would be selling its current and future innovative services
predominantly to a base of larger business customers. With this transaction, however, the combined firm will have the
incentive and ability to market them to a wider customer base, including smaller businesses and consumers.

37. SBC s merger-related plans already anticipate that it will increase spending on certain new AT&T
technologies above the level budgeted by AT&T. For example, SBC plans to fund deployment of new AT&T
technologies through its network, including click-through provisioning on all-optical networks, and enhanced security
solutions. Furthermore, SBC also

(43) See Declaration of Hossein Eslambolchi.
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plans to provide these services to small and medium sized business as well as enterprise customers.(44)

4. The proposed transaction is expected to result in significant cost savings.

38. SBC estimates that the merged firm will incur substantially lower costs than would the be incurred if
the two firms operated separately. More specifically, SBC estimates that the transaction will result in annual cost
savings of approximately $2 billion beginning in 2008.(45)

39. These cost reductions come from a variety of sources:

SBC estimates that the merged network will enable it to more efficiently distribute traffic across
the combined network, increasing utilization where there is excess capacity and routing traffic to avoid segments near
capacity.(46) This also would enable traffic to be delivered with fewer hops (network exchange points), which
contributes to higher service quality.(47)

The transaction also enables the merged firm to reduce a variety of additional costs relating to, for
example: (i) consolidation of billing and operating support systems: (ii) elimination of duplicate facilities; (iii) ability
to obtain lower prices from equipment vendors.(48)

SBC also estimates the merged firm will achieve a 26 percent reduction in operating personnel
used for such functions as enterprise data ordering, data provisioning and care functions, network management, and
access

(44) See Declaration of Christopher Rice.
(45) See Declaration of James Kahan.

(46) See Declaration of Christopher Rice.
(47) See Declaration of Christopher Rice.

(48) See Declaration of Christopher Rice.
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management.(49) These headcount reductions result from the deployment by SBC of AT&T technology that enables customers to make orders
and request repairs through computer-based systems. As noted above, AT&T has deployed systems that simplify the ordering, provision and
repair processes for business customers.(50)

Iv. CONSUMER SERVICES

40. This section addresses issues relating to the competitive effect of the proposed transaction on

services sold to consumers (including residential and very small business customers with under five lines). While
AT&T has long been a major provider of long distance services to residential consumers and has provided local
services on a resale basis in recent years, its declining sales as well as its recent decision to cease marketing traditional
services to consumers means that current and historical information on AT&T s activities is not relevant for evaluating
the impact of the proposed transaction on consumers. Additionally, the proposed transaction will have no significant
competitive effect on the provision of wireless and VolP services.

A. CONSUMER SERVICES SOLD BY AT&T AND SBC
1. AT&T
41. As noted above, consumer services account for roughly 25 percent of AT&T s 2004 revenue,

although this figure is expected to decline rapidly due to AT&T decision to cease marketing consumer services.(51)
Roughly 65 percent of AT&T s consumer services revenue is from stand alone long distance (i.e., consumers that do
not obtain local service from AT&T)

(49) SBC, SBC + AT&T A Premier Provider for a New Era of Communications, Special Analyst Meeting Notes, February 1, 2005, p. 34.
(50) See Declarations of James Kahan and Hossein Eslambolchi.

(51) AT&T Corp. Fourth-Quarter and Full-Year 2004 Financial Results, Historical Segment Data, January 20, 2005.
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while 35 percent of consumer revenue is from subscribers that purchase a local/long distance bundle.(52) The local component of such bundles
reflects resold ILEC services purchased at TELRIC-based rates for the unbundled network elements platform (UNE-P). As discussed earlier,
AT&T no longer markets local/long-distance bundles or stand-alone long distance services, nor does it attempt to win back customers that it has
lost. AT&T executives have characterized their current position as harvesting the business and as an exit over time. (53)

42. AT&T has recently introduced AT&T CallVantage service, a voice-over-Internet-Protocol (VoIP)
service in 100 MSAs. This service is provided using a broadband Internet connection, with calls transmitted through
the public Internet for termination on the public switched network or with other VoIP subscribers. AT&T
CallVantage service offers unlimited local and long distance calling for $30 a month, although customers must
separately have a broadband Internet connection.(54) We understand that at the end of 2004, AT&T CallVantage had
significantly fewer subscribers than other major providers of VoIP services.(55)

2. SBC

43, As discussed above, more than half of SBC s retail wireline revenue in 2004 reflected sales to
residential consumers.(56) These revenues were distributed as follows: (57)

Local voice services account for roughly 70 percent of SBC s 2004 consumer revenue. Local services for
consumers remain subject to price regulation in each of the 13 states in which SBC operates.

(52) AT&T Corp. Fourth-Quarter and Full-Year 2004 Financial Results, Historical Segment Data, January 20, 2005.
(53) AT&T 4Q04 Earnings Conference Call, January 20, 2005, p. 8.
(54) http://www.usa.att.com/callvantage/plans/index.jsp

(55) As noted above, we understand that the Parties will be submitting to the Commission more specific non-public information after a
protective order is in place.

(56) These calculations exclude revenue attributable to Cingular as well as SBC s resale of EchoStar s Dish Network satellite television services.

(57) Based on internal SBC documents.
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Long distance services account for 16 percent of SBC s 2004 wireline consumer revenue. Other than SNET
operations which it acquired, SBC entered into the provision of long distance service when it gained §271 approval for
Texas in June 2000. By the end of 2003, SBC had been authorized to sell long distance in each of the 13 states in
which it operates as an ILEC.(58)

DSL accounts for about 10 percent of SBC s 2003 wireline consumer revenue.(59)

44, SBC offers each of these voice services on a stand alone basis or in various bundles, including
all-distance voice bundles that include local and long distance services.

B. AT&T S HISTORICAL AND CURRENT ROLE IN THE PROVISION OF CONSUMER
SERVICES IS NOT RELEVANT FOR EVALUATING THE COMPETITIVE IMPACT OF THE
PROPOSED TRANSACTION

45, In recent years, AT&T, MCI and others offered local services by reselling ILECs local service based
on UNE-P at TELRIC-based rates. The final chapter in this long history is reflected in the FCC s recent rules that
phase out by early 2006 ILECs obligation to offer UNE-P service.(60) As described above, the FCC s decision to end
ILECs obligation to offer UNE-P at TELRIC-based rates contributed to AT&T s decision to stop marketing local and
long distance services to consumers.(61)

46. AT&T s decision to cease marketing consumer services and to harvest its customer base means that,
in the absence of the proposed transaction, AT&T s current and

(58) http://www.fcc.gov/Bureaus/Common_Carrier/in-region_applications/
(59) Based on internal SBC documents.
(60) FCC, Order on Remand, FCC 04-290, February 4, 2005, q199.

(61) The Declaration of John Polumbo discusses in more detail how the change in the FCC s regulations affected AT&T s ability to compete for
consumers. For the announcement see, http://www.att.com/news/2004/06/23-13121
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historic share overstates its future competitive significance. There are two reasons for this. First, in the absence of the transaction, AT&T s share
of subscribers would be lower than its current share as customers continue to migrate away without being replaced. Second, for any given share
that AT&T might have in the future, its decision to harvest its customer base means that AT&T is not competing to attract new customers.

47. Analysts forecast that AT&T s customer base will suffer rapid attrition in the absence of the
proposed transaction. Morgan Stanley forecasts that AT&T s Consumer revenues will fall from almost $8 billion in
2004 to $3.5 billion in 2006 and to zero by 2010.(62) Similarly, Bernstein Research forecasts that AT&T s consumer
revenues will decline by 60 percent by the endof 2006.(63)

48. As part of its  harvesting strategy, AT&T has already instituted price increases. For example, AT&T
CEO Dave Dorman has stated that AT&T is carefully managing the decline in [and] harvest of those businesses that
we will exit over time as those customers run off. (64)

49. AT&T has already raised rates for consumer local and interstate long distance services: (65)

In late 2004, AT&T raised by $1 to $3 per month the retail rates for various local service packages with prices
that range from $12 to $30 per month.

In December 2004, AT&T raised rates in a variety of states for all distance bundles by $2 to $5 per month.

(62) Morgan Stanley, AT&T Corp. , January 21, 2005, p. 5.
(63) Bernstein Research, AT&T: 4Q04 Beats on Cost Cuts, January 21, 2005, p. 2.
(64) AT&T 4Q04 Earnings Conference Call, January 20, 2005, p.8.

(65) These examples are discussed in the Declaration of John Polumbo.
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AT&T has raised the monthly recurring charge for stand alone interstate long distance services by $1 to $2
per month for many plans.

AT&T has also raised a number of the basic rates for international long distance services.

50. Changes in concentration in any market that result from the proposed transaction, such as those
measured using the Herfindahl-Hirschman Index (HHI), must be evaluated using as a benchmark estimates of the
shares that would prevail in the absence of the proposed transaction.(66) Increases in concentration based on future
shares necessarily would be smaller than those calculated on the basis of current shares. Similarly, even if prices were
to rise as the result of AT&T s business decision to abandon marketing to consumers, any such increases cannot be
considered to be merger related. To the contrary, the price expected to prevail in the future in the absence of the
transaction is the appropriate benchmark for evaluating any potential impact of the proposed transaction.

51. The use of market shares, HHIs and changes in HHIs to evaluate the competitive impact of mergers
is based on the premise that firms of all sizes remain active competitors in the marketplace.(67) Generally, a firm that
does not actively compete has less of an impact on market price than one with the same market share that competes
actively. In turn, industry prices will be higher when some firms in the market are not active competitors. Since
AT&T would not be an active competitor in the absence of the proposed transaction, its future share overstates its

(66) The importance of using forward looking shares is discussed in the Horizontal Merger Guidelines of the U.S. Department of Justice and
Federal Trade Commission (Revised April 1997), Section 1.521.

(67) The use of HHIs in merger analysis has as its theoretical basis the static Cournot model of oligopoly behavior. AT&T s stated pricing
strategy is not consistent with that of a static Cournot oligopolist. See Carlton and Perloff, Modern Industrial Organization, 4" edition,
Appendix 8A (p. 283-4) for a derivation of the relationship between the HHI and price-cost margins.
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competitive significance and conventional measures of the change in concentration based on its future share will overstate the expected impact
of the transaction on competition.

52. Due to both its decision to cease competing actively for mass market customers and its decreased
competitive significance while it remains, AT&T would not remain a competitive factor in the marketplace for
traditional telephone services in the absence of the transaction. As such, prices charged by SBC and others firms
would be constrained, not by AT&T, but by other factors.

53. Among others, these factors include rival providers of local and long distance services. While
AT&T has decided to no longer actively market consumer services, other firms have not. For example, Sage
Telecom, the fourth largest provider of local service and fifth largest provider of long distance service to consumers in
SBC s 13-state territory, announced that it will continue to add new residential and small business local and long
distance customers despite the phase out of UNE-P. Sage now serves more than 500,000 subscribers in SBC s
territory. In 2004, Sage and SBC signed a seven-year agreement for wholesale local service throughout SBC s
territory. SBC has offered similar terms to similarly situated carriers.(68) In addition, the ability of consumers to use
VoIP services, wireless services, and email and other alternatives to traditional calls also will constrain
market-determined prices for wireline services. These alternatives are precisely the same factors that will constrain
prices following the transaction.

54, In addition, the transaction is likely to benefit AT&T consumers that would remain with AT&T in
the absence of the transaction. As discussed above, AT&T had decided, consistent with its harvesting strategy, to
implement a variety of consumer price increases. Following the transaction, however, these subscribers will be served
by SBC. Because SBC

(68) Sage Telecom Press Releases, June 25, 2004 and April 5, 2004.
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does not plan to exit from the provision of local or long distance services, it has strong incentives to retain AT&T s former customers and would
not have the same incentives as AT&T to raise prices to these consumers. For example, SBC markets DSL and video services to its telephone
subscribers and will have an incentive to retain AT&T s current customers to facilitate marketing additional services to them. Thus, AT&T s
former customers are likely to be better off as a result of the transaction because it enables them to avoid the higher prices AT&T would have
been expected to charge.

55. As noted above, AT&T continues to market its VoIP services to consumers. By merging SBC with
asmall virtual VolIP provider, the proposed transaction is unlikely to adversely affect competition. This is due to the
factors discussed above, including: (i) the modest number of subscribers to AT&T s VolP service, (ii) the availability
of a number of providers of rival virtual services (including Vonage and cable providers);(69) and (iii) competition
from VolP services provided by cable operators, which analysts expect to be the principal competitive challenge to
ILECs. Analysts also view the AT&T CallVantage service as one of many providers with no special competitive
significance. Lehman Brothers concludes that [w]ithout demonstrated success, we are not assuming significant
CallVantage growth. (70)

C. THE PROPOSED TRANSACTION WILL HAVE NO ADVERSE IMPACT ON THE
PROVISION OF WIRELESS SERVICES

56. The proposed transaction is not likely to adversely affect competition for the provision of wireless
services. SBC owns a 60 percent economic interest in Cingular Wireless, the nation s largest wireless carrier and
AT&T spun off its wireless division, AT&T Wireless, in 2001.(71) AT&T has previously announced it would enter
as a MVNO. MVNOs are value

(69) http://www.vonage.com/corporate/aboutus_fastfacts.php
(70) Lehman Brothers, AT&T Corp., January 21, 2005, p.3.

(71) AT&T press release, AT&T Splits Off AT&T Wireless, July 9, 2001, and New York Time, AT&T in Deal to Return to Wireless Market,
May 18, 2004.
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added resellers of other carriers wireless services, such as Virgin and Qwest.(72) After deciding in 2004 to cease marketing to consumers,
AT&T decided to scale back its efforts and seek to provide wireless services to large business customers only.(73)

57. The loss as the result of this transaction of a narrowly focused entrant reseller would not be expected
to adversely affect competition. The wireless industry already has many competitors. There are several national
facilities-based wireless carriers, as well as regional facilities-based carriers and other resellers.(74) The FCC recently
examined these factors and concluded that there is effective competition in the [wireless] marketplace. (75) In
October 2004, the FCC approved (subject to minor conditions) the merger of two of six national facilities-based
wireless carriers (AT&T Wireless and Cingular).(76) These factors, and the FCC s recent analyses, indicate the
proposed transaction will not harm competition in the provision of wireless services.

V. BUSINESS SERVICES
A. DESCRIPTION OF SERVICES
58. Business voice and data services offered by SBC and AT&T are described in detail in the

Application and related filings. This section provides a brief overview of the scope of competition in the provision of
business services and assesses the potential impact of the transaction on competition for various business voice and
data services.

(72) FCC, Annual Report and Analysis of Competitive Market Conditions with Respect to Commercial Mobile Services, Ninth Report, WT
Docket No. 04-111, September 9, 2004, at paras 39-40, and http://wirelessreview.com/ar/wireless_qwest_revisits_history/

(73) See, for example, AT&T 4Q04 Earnings Conference Transcript, January 20, 2005, p. 2.

(74) See, for example, FCC, Annual Report and Analysis of Competitive Market Conditions with Respect to Commercial Mobile Services,
Ninth Report, WT Docket No. 04-111, September 9, 2004, 36.

(75) FCC, Annual Report and Analysis of Competitive Market Conditions with Respect to Commercial Mobile Services, Ninth Report, WT
Docket No. 04-111, September 9, 2004, 2.

(76) FCC, Memorandum Opinion & Order, In the matter of Applications of AT&T Wireless Services, Inc. and Cingular Wireless Corporation
For Consent to Transfer Control of Licenses and Authorizations, FCC 04-255, ( Cingular-AT&T Order ) 10/26/04, |147.
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59. As a general matter, business voice revenue fell three percent between 2003 and 2004 and is forecast
to decline eight percent over the next two years. By contrast, business data traffic is expected to grow significantly,
although business data revenues are expected to grow more slowly than traffic due to increased competition and
productivity.(77)

60. While both SBC and AT&T today provide both local and long distance business services, including
both voice and data services, there are substantial differences in the mix of services each provide and the customers
that are the focus of each company s efforts.

1. AT&T Business Services

61. AT&T offers a variety of services to its business customers, including local voice service (provided
through dedicated access and UNE-P to certain smaller business customers); long distance voice services, including
domestic and international long distance; data services, including frame relay, ATM, IP VPN, and private lines; and
managed services that include network design, maintenance, security, web hosting and desktop implementation.(78)
AT&T s long distance voice revenues for business services account for 85 percent of its total business voice
revenues.(79) The local/long distance mix of AT&T s data revenues is similar.

62. As discussed above, AT&T has stopped marketing to consumers (including businesses with less than
five lines), is becoming much more selective in [its] approach to the small business market  and is focusing on serving
large business and government customers.(80) The same reasons that lead AT&T to stop marketing to consumers

would likely cause it to reduce its efforts to serve smaller business customers as well.

(77) In-Stat, Wireline in Decline, December 2004, pp.18, 24.
(78) See www.business.att.com
(79) AT&T Corp. Fourth-Quarter and Full-Year 2004 Financial Results, Historical Segment Data, January 20, 2005.

(80) AT&T Earnings Conference Call, January 20, 2005. (Reported by Thomson StreetEvents, pp. 3-4).
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2. SBC Business Services

63. SBC also offers a variety of services to business customers, including local voice and data service
and, since receiving regulatory approval in recent years, long distance voice and data services.(81) SBC s retail
business voice revenues are 86 percent local and 14 percent long distance.(82)

64. In 2000 and 2001, SBC attempted to enter into the provision of enterprise services and deployed
facilities in 30 out-of-region territories. These efforts, however, were largely unsuccessful.(83) As discussed above,
SBC in 2003 began an initiative with the goal of providing enterprise services to multilocation customers, focusing on
firms with locations inside of SBC s 13-state territory.

B. ENTRY AND TECHNOLOGICAL CHANGES HAVE CREATED INCREASED
COMPETITION IN THE PROVISION OF BUSINESS SERVICES

65. In recent years the widespread entry of new facilities-based telecommunications providers
throughout the United States has created a variety of new competitors for both local and long distance data and voice
services. Entry by service providers has been facilitated by large increases in fiber optic capacity deployed in long
haul and local networks. Carriers including Qwest, Level 3, Global Crossing, Williams, Broadwing and others
deployed extensive long distance fiber networks. At the same time, CLECs including AT&T (TCG), MCI (MFS,
Brooks), Time Warner, Focal, as well as the new long distance providers deployed fiber networks within metropolitan
areas, typically to serve central business districts.

(81) See Declaration of James Kahan.

(82) Based on internal SBC documents.

(83) See Declaration of James Kahan.
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1. Long distance fiber and service providers

66. Between 1996 and 2001, the number of fiber-kilometers of optical fiber deployed in national
networks increased six-fold.(84) For both long haul and metro area fiber networks, the increase in fiber deployed
substantially understates the increase in potential network capacity due to improvements in electronics that increase
the bandwidth than can be carried on a given strand of fiber.

67. Firms such as Qwest, Level 3, Broadwing, and Global Crossing that deployed fiber are now service
providers. However, in addition, the new networks have also facilitated entry by additional service providers that
purchased either capacity or indefeasible rights of use (IRUs) on these networks. For example, Level 3 s business
model focuses on providing wholesale services enabling other companies and carriers to take advantage of Level 3 s
national network.

2. Metropolitan area fiber and service providers

68. The FCC has also noted large increases in the deployment of fiber in metropolitan areas.(85) New
Paradigm Resources Group (NPRG) reports that in 2004 the facilities-based CLECs tracked in its annual report
operated networks with over 370,000 route miles, had deployed over 1,200 voice switches and had over 2,000 data
switches in place.(86)

69. The NPRG data identify areas in which CLECs report they operate voice and/or data networks, and
provide frame relay, ATM and IP services.(87) For CLECs affiliated with

(84) KMI Corp., Fiberoptic Networks of Long Distance Carriers in North America: Market Developments and Forecast, November 1999, p.
A-1.

(85) FCC, Triennial Review Order, August 21, 2003, q 378.
(86) NPRG, CLEC Report 2005, p. 2-12, Table 9.

(87) Operational networks are defined to include those in which a CLEC operates a switch within a city (an operational network) as well as those
in which services are provided through facilities in a nearby area. CLECsS that serve an area through resale are excluded from this analysis.
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interexchange carriers, such as AT&T, MCI, Sprint and others, only CLEC related activities are reported. In addition, the NPRG data do not
report all CLEC activity. For example, out-of-region ILEC facilities are not reported, and not all carriers report with respect to all types of
facilities.

70. CLECs in an MSA do not necessarily serve the same routes and buildings and, to date, we have not
analyzed the extent to which CLECs facilities in a given MSA serve the same areas. Nonetheless, the NPRG data
suggest that a wide variety of CLECs can deploy facilities in response to demand throughout MSAs in SBC region.

71. As Table 1 indicates, nearly all metropolitan areas in states served by SBC are served by multiple
facilities-based CLECs that operate voice and data networks. The data indicate that the 38 MSAs in SBC s region with
more than 500,000 residents have an average of 11.2 operational data networks. The data also indicate that 94.7
percent of the MSAs have 3 or more CLECs operating data networks and that 68.4 percent have five or more. (That

is, only 5.3 percent have less than three networks and 31.6 percent have less than five.) On a population-weighted
basis, CLEC coverage is higher, due to the fact that MSAs with larger populations typically have more CLEC activity.
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Table 1
Number of CLECs with Operations in
MSAs with more than 500,000 Residents in SBC States - 2004
Percentage of Percentage of Population
Average Population MSAs with in MSAs with

Number of Weighted 5+
Service Networks Average 3+ Networks 5+ Networks 3+ Networks Networks
Facilities Based Voice
Network 7.5 10.5 89.5% 71.1% 96.9% 87.8%
Facilities Based Data Network 7.7 11.2 94.7% 68.4% 98.6% 87.0%
Frame Relay 5.1 6.8 81.6% 52.6% 91.3% 77.8%
ATM Service 5.9 7.8 84.2% 65.8% 92.0% 85.1%
Internet Protocol 5.3 8.0 78.9% 57.9% 90.5% 80.7%
Fiber Network in Place 4.8 6.7 73.7% 42.1% 88.5% 72.5%

Source: New Paradigm Group CLEC Report 2005; U.S. Census Bureau.

New Paradigm reports services offered through CLEC divisions only.

Includes 38 MSAs.
3. IP Convergence
72. Both legacy firms as well as entrants provide a wide variety of voice and data services. While such

services have been treated as distinct markets by the FCC in the past, the growth of IP technology is rapidly blurring
these distinctions. IP enables voice and data services to be carried simultaneously on the same network by the same

equipment.

73. For example, IP based services, such as IP virtual private networks (IP VPNs), today compete
directly with traditional data technologies (such as private lines, frame relay, and ATM) as well as with traditional
voice services. This convergence between voice and data service has been widely recognized. According to Yankee
Group, [t]he market opportunity for convergent telephony solutions has never been greater, and we predict a
significant SMB [small and medium business] adoption of converged solutions over the next 2 years. (88)Industry
research firms such as Forrester, IDC and In-Stat have all noted migration from these traditional services to IP
services. For example, InStat notes in a recent report that:
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(88) Yankee Group, Educated SMBs Have Aggressive Plans to Upgrade to Converged Phone and Data Systems, January 2004, p.2.
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IP VPN [Virtual Private Network] services are generating strong revenue growth for a number of service providers, as they migrate customers
from legacy Frame Relay/ATM and private-line services to these next-generation VPN services. They will also be a key battleground for
service providers looking to capture the many customers who will be converging their voice, data, and video traffic onto a single service in the
future.(89)

74. Forrester research similarly concludes that  our recent research indicates that 56% of North American
enterprises plan to replace Frame Relay with some amount of IP VPN in 2005. (90)

75. As this suggests, revenue from traditional data services such as frame relay and ATM is expected to
fall, while revenue from IP VPNs is expected to increase. In-Stat/MDR predicts that between 2004 and 2006, ATM
revenues will decline by 1 percent and frame relay by 7 percent while IP VPN revenues will increase by 25
percent.(91)

76. The growth of data services, and particularly IP-VPNs, has resulted in important changes in the
competitive environment. While legacy carriers often provide customers service through circuit-switched voice
service and traditional data services, entrants offer competitive alternatives to business customers based on lower-cost
IP-based technologies.

C. THERE ARE A WIDE VARIETY OF SUPPLIERS OF BUSINESS SERVICES

77. There is great heterogeneity among telecommunications carriers and others selling
telecommunications solutions with respect to the products or services offered, geographic coverage and types of
customers served. There is also great heterogeneity among purchasers of telecommunications services with respect to
the mix of services required, service quality requirements, the number of employees to be served and the geographic
location of those

(89) In-Stat, High Growth and Lots of Opportunity: The US IP VPN Services Market, January 2005, p.1.
(90) Forrester, IP VPNs: Build or Buy?, January 27, 2005, p.1

(91) In-Stat/MDR, Wireline in Decline: US Wireline Services 2004, Table 7 and IDC, U.S.IP VPN Services 2004-2008 Forecast and Analysis,
Table 1.
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employees. As a result, it is difficult to identify with any precision the scope of markets for business services.

78. However, as discussed below, available data indicate that a variety of providers compete to meet the
telecommunications needs of all general categories of business customers. These include traditional wireline local
and long distance carriers as well as a variety of facilities-based firms that have entered in recent years. In addition,
non-carriers including systems integrators and equipment manufacturers have entered into the provision of services to
business customers. These non-carriers design, implement and operate networks for business customers using in part
wholesale transport services purchased from carriers.

79. The various competitors competing to serve business customers fall into a number of broad groups
including traditional IXCs, new long distance network operators, CLECs, systems integrators, equipment
manufacturers and their value-added resellers (VARs), and cable television companies. The nature of competition and
coordination between these members groups is not easily characterized, although groups of customers face a variety of
alternative suppliers. Firms compete with respect to some customers or locations but may partner in attempting to bid
for contracts with other customers. Some firms (like systems integrators, manufacturers and VARS) may compete
with others (such as IXCs, ILECs and CLECs) that serve as suppliers of their wholesale transport.

80. Some of the major competitors seeking to serve business customers are briefly described below.
1. Traditional IXCs
81. The traditional IXCs, including AT&T, MCI and Sprint, supply a variety of services to business

customers. They have extensive national and international networks and
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provide a variety of local and long distance voice and data services. These firms serve a wide range of business customers, from smaller
business to very large scale enterprise customers.

2. Operators of new fiber networks

82. In the late 1990s a variety of firms deployed extensive long-haul fiber networks throughout the
United States as well as internationally. This capacity is now used by those companies and others to provide voice
and data telecommunications services. New network operators have expanded their reach by purchasing or trading
fiber on multiple networks. In some cases, the companies have merged with other carriers with local networks, thus
increasing their ability to pursue large business customers.

83. Principal firms in this group include: Qwest, which has a worldwide fiber optic and also includes U
S West s local networks in the western United States; Broadwing which has an extensive domestic network and
acquired Focal, a CLEC operating in metropolitan areas across the United States; Global Crossing, which has a
national and international fiber optic network; and Level 3, which has a national and international network and
focuses on providing wholesale services to other carriers.

3. CLECs

84. CLEC:s operate local or regional networks and many operate in a number of metropolitan areas.
These companies typically deploy facilities in central business districts to serve business customers and offer a variety
of voice and data services.(92) Examples of major CLECs include XO Communications, which operates facilities in

18 metropolitan areas in SBC s region, MCI (33 areas), McLeod (49 areas), Birch (22 areas) and TimeWarner Telecom
(19 areas).

(92) See, generally, NPRG CLEC Report 2005.
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4. Systems integrators

85. Systems integrators provide managed services to larger business customers. These services include,
among other things, network design, desktop implementation, and network operation. Systems integrators purchase
wholesale transport services from carriers. IBM, EDS, and Accenture are leading systems integrators.

5. International carriers

86. Firms associated with international carriers also provide business services to U.S. companies,
focusing on those with international services needs. Equant, part of the France Telecom Group, serves a variety of
multinational corporations, including Ernst & Young and ABN AMRO.(93) Similarly, British Telecom operates a
U.S. network and offers managed voice and data network services.

6. Equipment manufacturers / Value added resellers

87. Like systems integrators, manufacturers of IP equipment design, implement and manage customer
networks that utilize the manufacturers equipment. Equipment manufacturers maintain organizations that provide
these services, principally to larger customers. Value added resellers provide the same types of services to smaller
business customers. As noted by the Yankee Group, [c]lose collaboration allows systems integrator channel partners
and vendors to gain access to SMBs. (94) Leading firms in this category include Cisco, Avaya, Lucent, and Nortel.

7. ILECs

88. Verizon and BellSouth, like SBC, offer local voice and data services both to businesses within their
footprint but also to larger business customers with locations that spill

(93) Datamonitor, Equant, September 27, 2004.

(94) Yankee Group, Level 3 Reaches SMBs Through a Systems Integrator Channel Partner, September 2004, p. 1.
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outside of their footprint. However, both of these firms, like SBC, focus on serving business that have most of their locations and employees
within their home service territory. (95)

8. Cable companies

89. Cable companies operate networks of optical fiber and coaxial cable. While they are traditionally
viewed as serving residential consumers, they also provide broadband services throughout the United States and are
deploying IP and VoIP services to business customers. Cox, for example, markets [P VPN solutions to businesses as
replacements for frame relay or private lines.(96) It also offers traditional voice and Internet services to business
customers within the cities that it serves.(97) Analysts view cable companies as significant competitors for business
customers. For example, the Yankee Group has written that cable operators have expanded their service offerings to
include voice, video, data and internet business solutions. Initially focused on the SMB market, MSOs are now
looking to capture enterprise wallet share. (98)

D. PURCHASERS OF TELECOMMUNICATIONS SERVICES ARE HIGHLY
HETEROGENEOUS
90. Business customers are highly heterogeneous and cannot readily be classified. Business customers

differ widely with respect to, among other factors: (i) the number of sites they operate; (ii) the geographical mix of
these sites; (iii) geographical locations to be served; (iv) the number and types of services required; (iv) the
complexity of these services; and (v) requirements regarding service reliability.

91. In addition, buyers differ widely with respect to their purchasing practices. Some firms choose to
have a single provider for all their telecommunications services. Others may

(95) Frost & Sullivan / Stratecast Partners, Assessment of Verizon ESG, June 2004, pp.12-13. In-Stat, High Growth and Lots of Opportunity:
The US IP VPN Services Market, January 2005, p.21.

(96) http://www.coxbusiness.com/connectivity/.
(97) http://www.coxbusiness.com/.

(98) Yankee Group, Cable MSOs Look to Penetrate the Business Market, December 2004, p. 1.
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have separate carriers for, for example, local, long distance and data services. Some firms may have different providers in different locations.
Some large purchasers may use multiple providers at any given location to ensure redundancy in case of a network outage. Some firms purchase
services through formal Requests for Proposals (RFPs) and multiple rounds of bidding for contracts or even on-line auctions, while others
purchase through informal negotiations or based on published tariff, rack, or catalog rates.

92. As frequently recognized by the FCC, enterprise and large business customers are often highly
sophisticated, and often have IT staffs with considerable telecommunications expertise.(99) In addition, there are a
variety of consultants that advise business customers and may assist in both the design of RFPs and evaluation of bids
that are received. These services are also provided to a wide range of businesses through VARs and others that offer a
variety of technological solutions to buyers.

93. The procurement practices that many large firms use in obtaining customized telecommunications
services further reduce the likelihood of anticompetitive effects through either through coordinated or unilateral
actions. As noted above, large business customers typically request firms to submit bids in response to RFPs that
describe the services desired and locations to be served. These bidding opportunities are idiosyncratic and even the
form of the outcome is uncertain. A contract award could be winner take all, or result in a split outcome, where
portions of the contract are awarded to multiple bidders. As indicated above, overlapping awards for primary and
secondary or backup service may be made. The range of these outcomes is not necessarily specified in advance.

94. In bidding situations, such as those that occur in procurement for many business customers, it is
widely recognized that market share 1is a poor indicator of a firm s potential

(99) FCC, Bell Atlantic-GTE Order, FCC 00-221, 7/16/00, q121.
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market power. If all firms in a bid competition are equally likely to win, it is the number of firms that best measures the extent of competition,
not bidders market shares. The Merger Guidelines of the U.S. Department of Justice and Federal Trade Commission recognize that market
shares may not be relevant in such situations, and note that [w]here all firms have, on a forward-looking basis, an equal likelihood of securing
sales, the Agency will assign equal market shares. (100)

95. Additionally, the importance of non-price elements of competition further reduces the likelihood that
firms can exercise market power either unilaterally or through coordinated effects. Buyers often have customized
needs and bidders do not necessarily offer the same technological solutions. In addition, any type of coordination is
further complicated by the fact that different buyers place different relative weights on price and quality characteristics
of bids.

E. SBC AND AT&T FACE SIGNIFICANT RIVALS FOR ALL PRODUCTS AND SERVICES
FOR WHICH THEY NOW COMPETE.

96. As discussed above, rapid changes in technology as well as the heterogeneity among both consumers
and service providers of telecommunications services make it difficult to define economic markets with specificity.
Nonetheless, available information indicates that, for all customers and services for which AT&T and SBC compete,
the firms face competition from numerous other sources. This section provides an overview of the competitive
alternatives relating to broadly-defined groups of services and customers.

1. Local voice and data service

97. As discussed above, CLECs have deployed a variety of local voice and data facilities throughout the
United States. Table 2 extends this analysis and shows that in virtually all areas in which AT&T operates local
facilities in SBC s territory (as reported in the NPRG

(100) Merger Guidelines of the U.S. Department of Justice and Federal Trade Commission, (Revised April 1997), Section 1.41.
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data), there are a number of other CLEC providers of the same service. These data indicate that several CLEC providers will have facilities after
the transaction in nearly all metropolitan areas in SBC s territory with a population of 500,000 where AT&T operates CLEC facilities.

Table 2
Number of CLECs with Operations in MSAs where AT&T has CLEC Operations in
MSAs with more than 500,000 Residents in SBC States - 2004
Percentage of Population
Average Population Percentage of MSAs with in MSAs with
Number  Number of Weighted 5+ 3+ 5+
Service of MSAs  