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3:30 p.m.

CHAIRMAN MITCHELL: I will call this
hearing to order at this time. And, Mr. Turner, or
who will be —— Mr. Willoughby, please.

MR. WILLOUGHBY: Thank you, very much, Mr.
Chairman and the Commission. Mr. Chairman and members
of the Commission, we would like to begin by saying
thank you all for scheduling, on a very busy schedule,
this opportunity for us to make this allowable
ex parte briefing to you.

For the record, we do have a court
reporter here today. My name is Mitchell Willoughby.
With me is Paige Gossett and we practice law with the
law firm of Willoughby & Hoefer and are both members
of the South Carolina Bar, and we appear today on
behalf of AT&T, Inc. This allcwable ex parte
communication was requested on behalf of both AT&T,
Inc. and its operating subsidiaries in South Carolina
and the BellSouth operating entities in South
Carolina.

As part of my introduction, Mr. Chairman
and members of the Commission, I will introduce all of
the people present today from both AT&T and BellSouth
and will speak briefly to the requirements of Section

58-3-260 of the South Carolina Code which establishes

WWW.compuscriptsinc. com



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Ex Parte Briefing 4/4/2006

the regquirements for the conduct of an allowable
ex parte briefing.

First, introductions. With Paige and me
today are the following: Harry Lightsey, state
President of BellSouth in South Carolina; Wayne Watts,
Senior Vice President and Associate General Counsel of
AT&T located in San Antonio, Texas; Patrick Turner,
General Counsel of BellSouth in South Carolina. Also
with us is Cindy Cox, Vice President Regulatory,
BellSocuth from South Carolina, and Hank Fisher,
Executive Director of External Affairs of BellSouth in
South Carolina.

Second, while I know that the Commission
and its staff are very familiar with the requirements
of conducting an allowable ex parte briefing, sinée
there are at least one other present that may not be
familiar with those requirements, I Qish to take just
one moment to review those requirements for the
benefit of the record.

As is reqguired by that Act, the Commission
has posted notice of the briefing, a request for at
least five days on its briefing site-. ORS is present,
and I believe Nanette Edwards is the delegated
representative for the Executive Director of ORS.

Each person here must sign and file a

WwWW. compuscriptsinc. com
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certification. We have prepared the form of a

certification that we believe fully complies with

the

law, and if it meets with the Commission's approval,

it's certainly available to be used. Jocelyn has

those for all of the Commission and its staff and

Nanette Edwards has those for ORS, and Christina Cusa

has extra copies for anyone that may not be from any

one of those organizations. And, of course, we'll

handle the following requirements for BellSouth and

ATE&T.

I would also remind all of us that in

front of you, you should have a package of material, a

package of material that we have put together that we

will be using for this briefing. It's informational.

Following me, you will hear from Patrick Turner and

then you'll hear from Harry Lightsey and then you'
hear from Wayne Watts.
We would welccme your gquestions. You

don't have to wait until the end of a presenter's

i1

comments to question. If gquestions come to your mind

at any point in time, certainly interrupt and ask
those questions at that point. But you certainly
ask questions at the conclusion of the briefing.

just want to make sure that any guestions you have

regarding the information about this merger, we're
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able to answer those at this time.

You will note under tab F of the
materials, there are a number of websites that are
listed. The original document, the first document you
have in the materials, which is the information paper
regarding the agreed-upon merger of AT&T, Inc. and
BellSouth Corp., there are some documents that are
referenced and we have chosen, rather than making
photocopies of all of those, we've chosen to provide
official website references and citations so that
someone can immediately get to those. We have checked
every website. As of this morning, every website was
up and operating and you can get to that by that
document.

The other documents, such as the merger
document itself, is actually a part of the materials
and will be discussed with you today. At the
conclusion of the presentation today, the courf
reporter will produce a transcript with these
documents attached, and so everyone's certification
can reference that transcript and we hope the process
and procedure will be nice and convenient for
everyone.

I would remind all of us that any dccument

that may be referenced beyond the ones that we have in
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these materials would need to be gathered and produced
and collected in some fashion and attached to the
record. So we are going to be very careful not to
mention anything beyond these documents here. And,
certainly, we would ask anyone that may ask questions
to be conscious of that, as well.

So those are my opening comments. We
really appreciate you allowing us to do this. You
don't know howfmeaningful this is to us, to be able to
come and share;this information with you. Your time
is important, we know that. Thank you, very much.
and with that, Patrick will talk about a statute that
is important in this matter.

| MR. TURNER: Good afternoon, Mr. Chairman
and Commissioners. I'ﬁ Patrick Turner representing
BellSouth. Like Mr. Willoughby, I'd like to thank you
for accommodating your schedules to allow us to
present this information to you today-

Before Mr. Lightsey and Mr. Watts talk to
you about the structure of this transaction and about
the benefits that it will bring to South Carolina and
other states throughout the region, I'd like to take
five minutes or less just to explain to you why we
have asked you to allow us to present this information

to you in the form of this allowable briefing
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process.

This proposed merger requires regulatory
approval at the federal level. Also, depending on any
particular state statute, it requires approval in
some, but by no means all, of the states in which
BellSouth and AT&T, Inc. operate. Just shortly after
the proposed merger was announced, Mr. Willoughby and
I were asked to look at our state statute and figure
out what it requires of BellSouth and AT&T. That
statute is in your materials behind tab E.

The statute is Section 58-9-310. It's
been on the books literally for decades. There was a
slight amendment in the '80s, but that amendment is
not applicable tc the transaction before you because
it only addresses cooperative assoclations. So the
statute that we're governed by today has been on the
books for decades.

That statute in important part says that
no telephone utility without the approval of the
Commission may sell, transfer, lease, comnsolidate or
merge its property, powers, franchises or privileges
or any of them.

One more statute to look at, if you'll
flip your page, it's 58-9-10, specifically subsection

6. That's the definiticen of a telephone utility that

wWW.compuscriptsinc.com
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gets captured by the merger statute that we just
looked at. That definition says that a telephone
utility under our state law includes an important
part: Corporations that own or operate, in this
state, equipment or facilities for the transmission of
intelligence by telephone for hire.

Mr. Lightsey is going to tell you about
the  structure of this merger and he'll have some
charts that will help lay it out in a very
easy-to-understand manner. Mr; Watts also will be
able to address more details of the structure of the
merger if you'd like.

As they're going to explain, this propocsed
merger is at the holding company level. Basically,
that means that all of the transaction is way up at
the corporate holding company level. None of the
assets of any telephone utility that are under your
jurisdiction today are being impacted by this merger.
In other words, after the merger, BellSouth
telecommunications, Inc. is going to own exactly the
same facilities, it's going to have exactly the same
buildings, exactly the same assets, exactly the same
authorization from you to provide service, as was had
just before the merger.

The same applies to any telephone utility

WwWw. compuscriptsinc.com
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underneath the AT&T family of companies. And so given
that the transaction involved does not involve any
change in assets, it's clear that this statute does
not require and reach out and touch this transaction,
so there is no filing that is reguired. And that's
why we asked to appear before you today in this
allowable briefing format. Given that there was not
going to be a filing that was made, we wanted to find
the éppropriate way to come before you, explain this
transaction, tell you about the benefits and answer

any questions that you may have had regarding the

transaction. And we also wanted to do 1t as soon as

possible so that we could get you loose as quickly as

we could. So we appreciate again your willingness to

- accommodate our schedule. And with that, unless there

are any questions for me --—

CHAIRMAN MITCHELL: Commissioner Clyburn.

COMMISSIONER CLYBURN: Good afternoon, Mr.
Turner.

MR. TURNER: Good afternoon.

COMMISSIONER CLYBURN: Did you recover
from Saturday?

MR. TURNER: Barely.

COMMISSIONER CLYBURN: I feel your pain.

Really. And someone else out there deoes, too, but we

WWW . compuscriptsinc. com
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won't mention any names.

But, at any rate, you made mention, you
talked about these provisions or these statutes that
you say clearly state that we would have no type of
input as it relates to approval of the merger, but you
did mention that there are some other states. Are
there any other neighboring states that would have
some type of oversight or any type of influence as it
relates to that?

MR. TURNER: Mr. Watts will be able to
tell you exactly which states in our operating
territories require approval and which don't. As 1
understand it, somewhere along the lines of 20 do —-

MR. WATTS: 18.

MR. TURNER: 18 do and 22 don't?

MR. WATTS: 32.

MR. TURNER: And 32 do not. So the wvast
majority of the states have statutes that are more
similar to the ones here that are focused on different
inquiries than the others. Some of the others are
very broad, but the ones that we deal with here are
limited to the actual telephone utility that is under
your jurisdiction. And as we said, this merger in no
way, afterwards you have exactly the same jurisdiction

over exactly the same entities with exactly the same

www . compuscriptsinc.com
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assets as existed before the transaction.

CHAIRMAN MITCHELL: Any other dquestions?
Thank you, Mr. Turner.

MR. TURNER: Thank you. And with that, I
would like to yield the floor to Mr. Harry Lightsey.

MR. LIGHTSEY: Good afternoon, Mr.
Chairman, Commissioners, ladies and gentlemen. My
name is Harry Lightsey. I'm the state President for
South Carolina for BellSouth. 2nd, just briefly, I'm
going to talk about the impact of this merger on the
customers of BellSouth and South Caroclina on the
BellSouth local organization and the employees in
South Carolina and on the communities that we serve in
South Carolina.

Just let me reiterate, in keeping with the
informal nature of this proceeding, if at any time you
have a question, feel free to interrupt me or just ask
away and we'll certainly try to respond to that as
guickly as we can.

Well, as Mr. Turner described to you, this
transaction is going to cccur and each person that
owns a share of BellSouth Corporation will exchange
that share of stock for 1.325 shares of AT&T, Inc.
and, in essence, that stock exchange will occur and

the shareholders of BellSouth Corporation will become
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shareholders of AT&T, Inc.

BellSouth Telecommunications, which is the
company that I work for, will not be impacted by the
transaction. BellSouth Corporation will become a
subsidiary of AT&T, and, therefore, BellSouth
Telecommunications will be a downstream subsidiary of
ATET.

| So, basically, the same employees, the
same group thét are working today for BellSouth in
South Carolina will be working for us after the
merger. Our commitment to delivering the highest
quality of telecommunication services to our customers
in South Carolina will continue. Our commitment to
deliver to our customers in South Carclina the best
cutting-edge technology and the services that they
most want from us continues.

As you'll hear from Mr. Watts, this is a
merger with another company who shares a great deal of
our corporate history with us. Like BellSouth, these
folks have provided local telephone service in the
communities that they've served for well over a
hundred years. They understand the importance of
providing excellent customer service, they understand
the importance of investing in the network in order to

provide the services that the customer wants and
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needs. And so we're feeling that this is one of a
very compatible corporate culture, if you will, one
that we'll feel very comfortable with once the merger
takes place.

The merger will provide some definite
penefits for our customers over and beyond what
BellSouth could have provided. First of all, if you'd
just think about the wireless customers that BellSouth
serves through our 50 percent ownership in Cingular,
all of that ownership which is now split between us
and AT&T will come under the same corporate umbrella.
T think this will allow our wireless customers and our
wireline customers to reap the benefits of comiﬁg
under the same management structure, it will provide
opportunities for a greater integration of both of our
wireline and our wireless services.

If you think about broad band, after the
merger, this company will be the largest provider of
DSL broad band service in the country with
approximately ten million broad band customers. The
scale of those ten million customers brings, to your
business means that they'll be able to obtain the
equipment that will provide cutting-edge services to
all of our broad band customers and allow us to be

much more competitive in this market.

WWw. compuscriptsinc. com
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Tn terms of video, AT&T has announced —-—
actually, for guite some time -- that they intend and
are committed to deploying video service throughout
their wireline-serving customer base, whereas
BellSouth is still in the process of evaluating the
technology and the market and has not made the same
commitment. So, frankly, once the merger takes place,
we will come under that commitment of AT&T and,
hopefully, we will see video rolled out here in South
Carclina.

Frankly, that has a lot of our employees
very excited. We've been preparing our network for
that for several years and we have been moving forward
on that front. But we think that this is going to
come much quicker, now that we will be under a
corporate ownership with AT&T.

ITn terms of additional benefits, the scale
of the new company will be significant. It will be
the largest telecommunications company in the world.
and when you're that kind of a company, you can obtain
the cutting~edge technology that allows you to be much
more efficient in your business, to offer better
services that customers want, but to do it in a way
that's much more cost effective and, obviously, that

makes you a much better competitor in the
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marketplace.

Another additional benefit is, just if you
think about our ability to respond to natural
disasters. Obviously, we're all very familiar with
the Katrina experience this fall in the Gulf Coast
region. South Carolina was unimpacted by Katrina, but
at the same time, we found ourselves at a time when we
were very busy in our network having to send employees
from South Carolina to the Gulf Coast region because
BellSouth only has nine states to draw from.

Well, being part of AT&T, we'll be able to
draw skilled employees from other places, places wheie
perhaps they may not be as busy or be as impacted by a

natural disaster. And so, therefore, even if South

Carolina is unimpacted by a disaster, we may not have

to contribute as many employees to help in the
recovery. Certainly, if we have a disaster, if we
have to go through another Hugo, which I certainly
hope we don't ever have to do, we'll be able to pull
employees from many other places beyond what we would
have been able to do under BellSouth.

Just in terms of the network itself, also
if you think about it, the flexibility to be able to
rercute traffic around an area impacted by a natural

disaster will be much more flexible as part of a
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larger organization than it would have otherwise
been.

Now, the next thing I want to turn to 1is
the impact of this merger on our local organization
and our employees here in South Caroclina. AT&T has
made the commitment to maintain the corporate
headquarters for the state here in Columbia. They
understand the importance of keeping local contact
with our customers, and we appreciate that.

They have announced that they hope, over
the three years following the merger, to be able to
realize synergies and efficiencies that will allow us
to reduce by approximately 10,000 jobs. Those jobs
are mostly going to be realized through a combinatioﬂ
of the headquarters, corporate headguarters operations
which are currently in Atlanta and San Antonio, those
will be consolidated in San Antonio. I do not expect
that the merger itself will have any great impact on
the employee body here in South Carclina. We're here
to deliver service to our customer base here in South
Carolina and, as I said previously, we're going to
have to do that after the merger the same as we do
before.

Now, with that being said, I'll take a

qualifier and say that our business is in a
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competitive marketplace, and we all know and
understand that, and we're always going to have to be
looking for ways to do our business better and
smarter. And if that means that we can combine
operations and reduce our costs, of course, we're
going to be looking for ways to do that. And that
would occur with or without the merger.

So what I'm saying is, the merger itself
will not have any great impact on the employee body
here in South Carolina. If you think about the 10,000
employees, though, you're talking about 10,000
employees over a period of three years on an employee
base between us and AT&T and Cingular of over 300,000
employees, frankly, that works out to be less than
just natural attrition. So we're really not talking
about a slash andlburn combination here.

Once again, I would harken back to the
combination of the cultures. They understand the
importance of delivering excellent customer service,
they understand the importance of being close to the
customer and close to the communities that you serve.

Finally, just the impact on our local
community. And I will talk about, AT&T has made a
commitment that they will maintain the current level

of charitable and economic development activity of
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BellSouth and its markets. I think this is very
significant. It sends a message that they do
understand the importance of being a part of the
communities that you serve. B&And so 1 think that there
will be no great impact on the communities we serve.
Our same employees will be here and we will be part of
the community and we will do the same types of things
that we've done before in our communities.

Now, I'm not going to sit up here in front
of the seven of y'all and tell y'all that the first
day after the merger when I put my ATET employee I1.D.
badge on to go to work, that that's not going to feel
a little funny to me. But, as I mentioned, 23 years
ago when I started to work, I went to work for a
company called Southwestern Bell Telephone Company in
st. Louis, Missouri. And as you'll hear from Mr.
Watts, that is the company that is now AT&T. I know
many of these people, I know several of the folks in
San Antonio. They are management like us, they think
like us, they know the local telephone business. They
understand the importance of customer service, they
understand the importance of being part of the
community that you serve. And so I'm very comfortable
in assuring this Commission that you will not see an

impact on that tradition here in South Carolina.
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If y'all have any gquestiocns for me, I'd be
happy to address those now or I will turn it over to
Mr. Wayne Watts.

CHAIRMAN MITCHELL: Any questions?
Commissioner Clyburn.

COMMISSIONER CLYRBURN: I didn't see you
out there Saturday.

MR. LIGHTSEY: No. Now, that hill is too
steep for me.

COMMISSIONER CLYBURN: ©Oh, they smoothed
it out a little bit, you know.

Listen, I wanted to, and maybe it's clear.
I'm scanning the introduction here and I guess the
thing that caught my eye, and you addressed it a bit.
It was on page 14. And the clause that I started with
—— well, let me just start with this sentence, the
sentence in the middle that talked about, I guess, the
volume discounts and then talking about scale and
scope, and then it goes from -- the clause that caught
my eye was from the elimination of duplicative staff
and related administrative services and from
efficiencies to reductions in the expenses and expense
in association with the consolidation of the three
structures you had in mind. BAnd you did make mention

that the 10,000 jobs that we'wve been hearing about
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over the last few weeks are going to be principally
Atlanta-based, San Antonio-bhased, you know, over the
next three years, covering a total employee base of
300,000.

Again, I guess, I'm wondering, when you
talk about AT&T's presence and, again, Cingular's
presence just in the South Carolina footprint, I look
at the elimination of duplicative staff and related
administrative expenses and just, you know, things
that, you know, there's got to be some impact here.

| MR. LIGHTSEY: Well, actually,
Commissioner, AT&T -- and I'll defer to Mr. Watts on
this ~- but AT&T has approximately 80 employees here
in South Carolina. Frankly, they’'re all sellers and
some network technicians principally serving their
large customer base here in South Carolina. And those
are customers that we don't see, so we really don't
think there's much of an overlap here in South
Carolina.

COMMISSIONER CLYBURN: And Cingular?

MR. LIGHTSEY: And Cingular will continue
to be Cingular and serve the same customers that its
serving today. So I don't see that we'll be combining
any of the Cingular management structure with either

BellSouth or ATE&T.
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COMMISSIONER CLYBURN: And, again, from a

branding standpoint -- and, basically, I guess, you've
answered this —-- but it made me think again when you
said, when I put my AT&T pin on my lapel -- maybe

that's not a quote, but that's as close as ——

MR. LIGHTSEY: It's close enough.

COMMISSIONER CLYBURN: Is there going to
be any branding? . Are there going to be any branding
changes?

MR, LIGHTSEY: Yes. They have announced
-- and, once again, I'l1l defer to Mr. Watts on this
one —-—- but they have announced that after the merger,
the entire corporation will adopt the AT&T brand,
including Cingular. So we will all become known as
AT&T. If you think about telecommunications today in
a mobile society, people are moving all around,
BellSouth has a wonderful corporate name and tradition
and identity here in South Carolina. But if you go to
Illinois or to California, frankly, folks don't know
who BellSouth is. And if you're thinking about a
company that is trying to reach to customers
everywhere that it serves, I think under one brand
really does make a lot of business sense. And the
AT&T brand is one of the most recognized brands in the

world. So from a business perspective, I certainly
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understand that position.

COMMISSIONER CLYBURN: And remind me,
please, in terms of your local work base or work.
force, what are we looking at in terms of numbers, in
terms of what is now BellSouth?

MR. LIGHTSEY: We have about 2,750
employees here in South Carolina.

COMMISSIONER CLYBURN: Thank you.

CHAIRMAN MITCHELL: Commissioner Moseley.

COMMISSIONER MOSELEY: How are you, Mr.
Lightsey?

MR. LIGHTSEY: How are you, sir?

COMMISSIONER MOSELEY: I'm going to ask
you a question and try to keep it in line with the
allowable ex parte communications.

Is the 10,000 jobs, is that going to be
all regulated or non-regulated business?

MR. LIGHTSEY: It will mostly be the
corporate headquarters positions which are outside of
the regulated entity.

COMMISSIONER MOSELEY: What is
non-regulated business for BellSouth now?

MR. LIGHTSEY: Well, in terms -—-

COMMISSIONER MOSELEY: And I'm not trying

to put you on the spot. I mean, it's kind of a
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generic question. I'm really pertaining back to the
Yellow Pages. That would be a non-regulated business.
I'm sure Mr. Turner doesn't want to hear that. But
since 1998, I've been on the Commission, and maybe Mr.
Watts can address it, if he could.

MR. LIGHTSEY: Commissioner, of course,
you're talking about here in South Carolina, what's
regulated and non-regulated?

COMMISSIONER MOSELEY: Well, yeah. Back
to Atlanta where your home office --

MR. LIGHTSEY: Well, cobviously, Yellow
Pages has always been unregulated. The broad band was
deregulated by statute. Several years ago, wireless,
which has always been treated as unregulated by the
Commission, I think a state statute was passed a
couple of years ago which specifically set that forth.
And then about two years ago, a statute was passed
which allowed us to, 1n essence, deregulate any
offering by bundling it with another offering or by
negotiating a written contract with a customer. And,
of course, all of those bundles that we've sold since
then, all of those contracts that we'wve put into
effect since then are deregulated.

COMMISSIONER MITCHELL: Any other

questions? Thank you, sir.
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MR. LIGHTSEY: Thank you, Mr. Chairman.

MR. WATTS: Good afternoon.

COMMISSIONER MITCHELL: Good afternoon.

MR. WATTS: I'm going to assure you first
that it is a distinct privilege on my part to be here.
It's my first time in South Carolina. I hope to be
back many more times and I hope to be back and have
the time to see all there is to see and to meet the
good people that are here in South Carolina, and
particularly the BellSouth people with whom we ‘1l be
working for many, many years to come.

I thought it might be useful for me to
take a minute and describe who the heck we are.
There's been a lot of changes in this business and a
lot of changes in the industry. And when you hear
AT&T, you may wonder, what is AT&T today?

As Harry mentioned, I joined SouthWestern
Bell in 1983, as well. At that time, it was right
before divestiture. SouthWestern Bell Telephcne
Company was the smallest regional Bell operating
company. We served five states; Texas, Arkansas,
Oklahoma, Kansas and Missouri. We were the smallest
in number of states, we were the smallest in the
number of access lines. And if somebody had been

writing a story in 1984 about who would be standing
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here in front of you today, I don't believe anybody
would have predicted that it would be someone who came
from SouthWestern Bell Telephone Company.

How did we grow, then? In 1996,
SouthWestern Bell, then called SBC, acgquired Pacific
Telesis. Pacific Telesis served two states,
Ccalifornia and Nevada. That transaction was very
important to us as we saw a need to elther grow,
frankly, or shrink. BAnd if you shrink, you do not
survive and so we took the approach that we were going
to grow.

he .

Pacific Telesis was the incumbent local
exchange carrier in the two states I mentioned. So as
a result of that, we were the incumbent local exchange
carrier in a large portion of seven states. And in
1899, we acguired Southern New England Telephone
Company. That company is also an incumbent local
exchange carrier that provides local service and other
services in the state of Connecticut. And shortly
after that, we acquired Bmeritech, and Ameritech is
also an incumbent local exchange carrier. BAmeritech
served Michigan, Illinois, Wisconsin, Indiana and
Ohio.

So as a result of those transactions,

until last year, then SBC served 13 states as an
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incumbent carrier. We were and still are a partner
with BellSouth and Cingular wireless, and we had very
few other investments ocutside of those areas.

I mention that because I want to emphasize
to you that while -- and I'll come back to AT&T in a
moment —- while I stand here as an employee of ATE&T,
my heritage, my company's heritage, is as an incumbent
carrier with all of the responsibilities and
obligations to provide service, residential
service/business service, to consumers in a very
critical communications capability.

So what do we do next? Last year, we had
signed a merger agreement to acquire AT&T. That was a
highly complementary transaction. By that, I mean, we
were in 13 states, we had a lot of customers in those
13 states, but the market has evolved past being able
to_stand as a local carrier in a reglon such as that.
And.what we needed to do was combine our resources
with those of AT&T. And AT&T has a nationwide
backbone network, a global backbone network, a
long-distance network which we did not have, and
which, by the way, BellSouth does not have today, and
customers, business customers in particular, across
the United States and around the world.

We felt like that was important for us, to
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be able to have the resources and capabilities to work
through the enormous changes that are facing our
industry today. And so that's who I am when I stand
here today, is a representative of AT&T. But think of
AT&T with millions and millions of access lines all
across the country providing exactly the kind Qf
services that our friends at BellSouth provide here in
gouth Carolina and the other states that BellSouth
services.

Now, let me give you one caveat and ask

your indulgence. Because of that 22, nearly 23 years

with $BC, somewhere today —— I'm going to say SBC.
Bear with me. It just takes a while. And T'm just
iike Harry. When he says that first morning when he
gets up and he puts on that shirt, I pull out a
business card and I wonder whose business card got in
my stack, because it says Wayne Watts and AT&T there
and I go, oh, that's me. It just takes a while.

But we have the same heritage, we have the
same traditions. That heritage and tradition has been
brought home through our Cingular partnership, and
I'11 talk a little bit about that in more detail. But
one of the things that I learned about BellSouth

through the Cingular partnership is, we're a lot

alike.
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The employees at BellSouth with whom we
did the transaction for Cingular, with whom we now
share the operation with Cingular, are people that you
want to have as your neighbor, as your son's baseball
coach, as your daughter's Brownies leader. That's the
kind of people that are at BellSouth, so that's the
kind of people that are at SBC, now AT&T. So when
Harry says you're not going to see a change because
the cultures are the same, he's right. He's exactly
right.

So what are we doing now? First, just by
way of example, I would ask if you'd look quickly at
exhibit C to the binder that was handed out, I just
wanted you to see, there's a pictorial description
there of the transaction. At the top of that page,
you'll see there's a depiction of AT&T and its
subsidiaries who have certificates in South Carolina.
and to the right, you'll see BellSouth and its
entities.

As Harry pointed out, this is a holding
company transaction. We'll exchange our shares,
shares of AT&T for BellSouth shares. &And then if
you'll look at the bottom, it's simply BellSouth now
drops under as a first-year subsidiary of AT&T.

If you saw our full structure, you'd see
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BellSouth would be sitting right next to Ameritech,
right next to SNET, right next to Pacific Telesis, and
that's exactly the structure we use there. So that
will give you a pictorial of how this transaction will
work.

So what are the benefits of this
transaction? You'll find what I'm about to say sounds
very familiar, because what Harry laid out is exactly
right. Let's start with wireless.

As I mentioned, we're a partner with
BellSouth. 1It's a 50/50 vote. It's been a good
partnership. It's been a successful partnership by
any measure. But in this environment that we face
today where competition is fierce, where cable
companies are coming at us right and left, we'wve
switched to the left with VOIP, it's cable modem and
all of things. Where VOIP providers are coming at us
right and left, moving with new products, new
services, new capabilities, new functions, new
features, you must be able to move qguickly.

In all candor, a-50/50 partnership is not
particularly conducive to speed. I would analogize it
to at home. TI've been married to my wife for 31
yvears. The only difference at home is, T don't get a

50/50 vote there. Here, with BellSouth, I'm at least
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assured of having a vote. But when we try to make a
decision and it's the two of us, it slows things down.
You'‘ve got to have, with a combined business, a
combined management, that speed that's so critical in
a competitive mérked will be available to us. And
that's a tremendous advantage.

But there's more than that at Cingular.
Today, as separate companies, with separate
incentives, separate priorities and those kinds of
things, we're being inefficient. We're being
inefficient for perfectly goed reasons, but
inefficiency is not a positive. We're trying to move
to a new technology called IMS. IMS will allow us to
deliver to a customer, no matter where they are, the
broad band speed, the voice capability that is
conducive to and consistent with their device.

and, for example -- and I've turned this
off, by the way —- but when IMS comes up and if you're
here in South Carolina, I could stand outside of this
room, I'd be outside, and when I want to access a
website or something like that, because the IMS
technology will be there, our network would know what
kind of device I have, how much band width I have and
would deliver the answer to my request for information

that is conducive to the device.
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If I was sitting in an airport and I had a
laptop and I had a Y-Fi network there, it has a little
bit slower speeds or a smaller pipe, 1'd get a
different capability delivered to me. If I was at
home and I was accessing the same website and the same
capability over a DSL line, now I have a bigger pipe,
T would get information that was formatted
appropriately for the pipe and the device.

Now, for that to happen, you have to know
who I am, what kind of device I have, where I am, what
I've paid for, not inconsequential, and those kinds of
things. To do that, you have to have a database.
Well, today, because we're different companies,
BellSouth is building an IMS network with an IMS
database, AT&T is building an IMS network with a
database, Cingular is building an IMS network. That's
three. We don't need three. That's inefficient.
That's wasteful.

We can take that capability, build one as
a combined business who has the same interests and
focus and that will benefit the consumers in a variety
of ways, not the least of which is, we'll be able to
bring this service to the market faster and more
efficiently. That's just one example of the kind of

thing that having a shared ownership would derive.
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Harry mentioned videco. We have absolutely
committed to an IT-based video capability at AT&T. We
are going to have to overcome a very major obstacle,
and that is these franchise issues that are out there.
And I will tell you, that is sort of the pony in the
room, but we're going to get through that one day.

And when we know how we can deliver it, we're working
hard to be ready.

So what has AT&T done to roll out IT-TV?
We have a 500-customer trial in San Antonio right now.
We will expand that to about 2,000 customers by the
end of August or September of this year. We will then
go into Houston and offer IT-TV service in Houston.
and by the end of '08, we hope to have IT-TV
capability passing around 18 million households.

Now, to make that capability available,
you don't just put fiber in the ground. You have to
go get content. An incredibly, incredibly difficult,
complex process. You have to have billing systems,
you have to have systems that manage the network. Can
you deliver the product? Do you know what customer
has the service? What's the problems? Can you
monitor the network? Can you maintain it? All of
those things. All of that back office work is being

done by AT&T now because we're committed to rolling
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this out.

BellSouth has done a tremendous job of
rolling fiber out into the network. That fiber has
been rolled out into the network primarily to provide
DSL service, faster speeds for DSL. The reason that's
the case is, BellSouth has yet toc make the decision, a
very difficult decision, why I fully understand why
you want to think about things and worry about them,
to roll out IT-TV.

But the melding of those two capabilities,
the work we've done on the back office side, the work
we've done on content and those kinds of things, with
the fiber capability that BellSouth has put into the
network, the melding of those two things will allow
the combined business, once we get these franchise
issues resolved, to make IT-TV video capability
available in South Carolina much faster than BellSouth
could on a stand-alone basis, if they ever decided to
do that. And I don't say that to be negative. It is
a hard, hard choice.

Now, why is that important? Video needs
more competition. There's simply no question about
it. All you have to do is look at it. What have
cable prices done over the last five years? They've

gone in one direction. That's because there's not
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enough competition.

Where cable rolls out telephony, in all
candor, it's easier for them to roll out telephony
than it is for us to roll out video, if we lose a
customer to a bundle that includes video, it's very
hard to come back. It's very hard to come back. We
must, in our view, be in the video business to be a
competitive provider to maintain that customer of
ours. That benefit will flow to BellSouth and into
South Carclina.

There's more. One of the crown jewels
that we've found, and I'll be honest with you, I don't
think we even fully understood when we as SBC were
buying AT&T, just how valuable this resource is, 1s
AT&T labs. AT&T labs has 4,000-plus scientists and
engineers. I was kidding Harry when we were sitting
in his office, I'm not sure I could run a copy machine
at AT&T labs, their people are so smart there. It's
unbelievable what they can do and work on.

They're trying to develop technolegies to
improve services and capabilities. Among the things
they're working on —— and remember what they were
working on before —-— aT&T had made a business decision
to get out of the consumer small business of it. So

everything they're doing was focused on the large
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enterprised customer, nationwide delivery. So ATe&T
labs was working on things like internet security,
faster backbone capabilities, fixed wireless
capabilities, and it goes on and on. But their focus
was on the large business customer.

When you combine AT&T and SBC, and when we
combine AT&T and BellSouth, those capabilities that
are developed for the large business customer will now
be driven down because we have a congumer customer
sale, we have small business customers in the heart of
our business. We want to keep them, we want to
compete for them. So we'll make those services and
features and functionalities available and lower in
the market than would have occurred but for our merger
with AT&T. When the FCC approved the merger of SBC
and AT&T, they locked at this as an enormous benefit
in efficiency and I believe they'll do the same thing
when they approve this transaction.

We've already started making those kinds
of capabilities available to SBC customers, we've
already made available better backbone capabilities,
we've already started to make available improved
access to the internet. Those benefits will be
brought to South Carolina and every other state where

BellSouth is an incumbent. It would not occur but for
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this transaction.

Harry mentioned natural disasters,
national security issues. We have a long history, a
long tradition of working together as telephone
companies in a time of need. The telephone industry
is like a community. We've had engineers and people
driving SBC trucks in New Orleans and places like that
for six months helping restore service. We continue
to do that, but we can do so much more as a combined
business. |

Did you know that AT&T has over 150 mobile
switching offices, that if a central office goes down
or it runs into trouble, we can Lransport that in and
drop it down and replace a central office like that.
Unfortunately, it's got proprietary software. It
can't work with BellSouth right now. We can send them
trucks and we can send them people, but we can't do
things like that. As a combined business, those
resources will be available.

But more importantly, as a combined
business, we'll be able to loock at what's coming.
RBellSouth has a tremendous record. Hard-earned, but a
tremendous record of dealing with these kind of
natural disasters. Tiey are not without resources.

But when they plan on an emergency, they can only look
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at the resources they have. They can only look at the
trucks they have and the people they have. When a
disaster hits, it takes a while to figure out, just
how bad is this? Do we need more help?

& combined business will look across the
whole segment of resources. Pre-planning, what are we
going to need there? What kind of equipment do we
have there? What kind of resocurces do we need to
bring? We will be able to respond more quickly as a
combined business. We'll bring those resources that
now don't work together necessarily as well as we
would like, they'll work together and we'll be a
better company, better able to restore service when
those kinds of things happen.

Cémmission Clyburn asked about jobs. 1It's
a very fair question. I'm glad you brought it up. I
appreciate it because it's important for us to talk
about it. There's not a manager at AT&T that wakes up
in the morning and says, oh, boy, today's the day I
get to tell somebody they don't have a job. We do
everything we can to avoid that happening. It will
happen.

And, Commissioner Clyburn, I cannot tell
you it will not happen in South Carolina. I cannot.

and it will. I don't know how many, I hope not many,
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but it will happen. But what do we do to try to
minimize that?

First off, as Harry had mentioned, we have
attrition. We have such a large employee base, we
lose almost 1500 customers -- customers. Employees.
We lose more customers than that, unfortunately. But
we lose 1500 employees a month through natural
attrition; retirements, they just leave, those kind of
things. So we put in a hiring freeze when we signed
these transactions. Don't go hiring and let's let the
attrition take its toll, if you will, so that we can
minimize, as much as possible, the impact on people’s
lives and the impact on jobs. BellSouth has alsc put
in place a hiring freeze. 1 believe Cingular has, as
well.

The next observation I would make from
that, 10,000 jobs is a lot. Attrition will take care
of a fair amount. But that 10,000 jobs will be spread
over three companies, not two but three, S5BC, ATeET,
Cingular and BellSouth. It will be spread over 50
states including, in some cases, outside the United
States. Because we have employed about 5,000 AT&T
employees outside the United States that are probably
the least likely to be affected, but I think there

could be some there, too.
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So when you take the fact that it's spread
over 50 states, over a 317,000 employee base, over a
three-year period of time, we let attrition take its
toll, we manage the business, we don't hire, we'll do
everything we can to avoid having to have one of our
people stand up one morning and say, likely to a
friend, you've got 60 days to find a job and settle
business. But it will happen. We'll do the best we
can.

Having said all of that, we are actually
convinced that the combination of these two companies
is critical for our shareholders, we're convinced that
it's better for our employees. That's why the CWA is
supportive of this. The CWA has been very supportive
of every transaction we've done. And they will
continue to be so because they understand the
competitive environment, they understand their jobs
are more secure if the company that employs them is a
stronger, more viable long-term competitor. And
that's what this transaction is about.

I have a sense you're probably ready for
me to stop. So what I'd like to do is see if you have
any questions. And, again, I will say, I will stay as
long as we need to because I know I'm not going to

have many opportunities to address you and 1'd like to
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answer as many questions as I can while I'm here. So
with that, I'll just say, if you have any dquestions,
I'11 be happy to do it.

CHATIRMAN MITCHELL: We're glad to have you
today, and I do have a guestion. Could you speak to
me a little bit about the rural communities, which
we've always been concerned in this Commission. And I
know BellSouth has a large number that serve rural
communities. Could you speak to me a little bit about
how this transaction is going to affect rural South
Carolina?

MR. WATTS: Sure. One of the things that
I need to address first is, we're quite familiar with
serving rural communities. You don't serve Texas and
Arkansas and Oklahoma and Kansas and not have a lot of
rural customers. We know how important they are and
we know how important communications is to those
communities.

One of the things that is a great
opportunity here is to use new technologies and new
capabilities to extend particularly things such as
broad band out to the rural communities. I happen to
live in an area outside of San Antonio. I'm served Dby
a co-op, by Guadalupe Telephone Valley Telephone

Co-op. But I have DSL there, and I can have cable
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modem if I want it, but I don't buy a cable modem.
That's my advertising for the day.

But that's because we have a commitment in
Texas, and I know you have a commitment in South
Carolina, to making sure that no communities in the
rural areas are left behind. So how can this
transaction benefit rural communities? BellSouth is
doing trials with fixed wireless. They have a fixed
wireless spectrum and it can be put to that use.

We're running trials in Alaska. T don't
know if you knew that. But ATE&T is actually
considered an incumbent in Alaska, even though it is
an interexchange carrier there because of our network.
So fixed wires is very important in Alaska.

We're runmning a trial in Red Oak, Texas on
fixed wireless, and we're running a trial in a town
whose name I wouldn't even presume to try to pronounce
in the valley, all to see how fixed wireless can be
used to extend broad band capabilities to rural
communities. BellSouth has some work on that that’'s
being done, as well.

If we take the combination of the spectrum
BellSouth has, the work they're doing, the labs we
have, and I believe one of these potential benefits is

to make those kind of services available to rural
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communities and customers, not just in South Carolina,
but in every state that we serve. So that's one place
where I think we'll be a real benefit to the rural
communities.

CHAIRMAN MITCHELL: Are there any other
guestions? Commissioner Fleming, do you héve a
gquestion?

COMMISSIONER FLEMING: I do want tolask,
it sounds as if you're having in your organizétion a
strong state presence for each state. Has that been
the case in your company?

MR. WATTS: Absolutely. One of the
reasons we were 50 willing to make the commitment that
we made, and you'll see it's in a letter; it's In one
of the tabs in the binder that you have, to maintain a
state headquarters in each of the nine BellSouth
states. That's how we do business today.

You know, 1I've heard rumors that people up
North, they listen to accents and if I walked into New
Jersey, that might not go over well there because 1
don't know New Jersey. We know how important it is to
have people that know the state of South Careclina, who
know the state of Florida, who know the state of
Texas, who know the state of California, who live

there, who stay there, are in the community, involved
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in the community.

So when we were asked to make that
commitment, we didn't think about it two seconds. And
you will have a state headquarters here in South
Caroljina. When you need to call somebody to ask
what's going on with telephone capability, Harry will
be the one that answers the phone. Won't you? Will
you answer the phone? He said he'd answer the phone.
So, yes, we will. We'll have a presence here.

COMMISSIONER FLEMING: So you'll have the
flexibility to deal with the different personalities?

MR. WATTS: Absolutely. Absolutely.
Anything else? I thank you, again. It's a real
privilege to bé here and I appreciate your time.

CHATRMAN MITCHELL: We certainly
appreciate y'all being with us and certainly
appreciate the time you've taken to explain it. It
certainly means a lot to us. It will keep us informed
of what's going on. We appreciate it, very much. Mr.
Willoughby, anything further?

MR. WILLOUGHBY: Mr. Chairman, nothing
further. We appreciate your time. I would say this,
though, in closing, that I did explain to my good
friend from Texas that South Carclina claims to have

given birth to the great state of Texas.
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CHAIRMAN MITCHELL: I'm glad you did that,
Mr. Willoughby.

MR. WILLOUGHBY: B3And I explained to him
that the next time he comes, that he's got to reserve
enough time on his schedule that I can take him to the
Saluda County Courthouse and he can see the statue of
William Barrett Travis and Jim Bonham out there, two
great South Carolinians that had a part in creating
the state of Texas.

MR. WATTS: And what did I ask you to do
when I was there? I told him I wanted to have my
picture taken there.

MR. WILLOUGHBY: Absolutely. But we do
thank you, very much. That concludes the presentation
and we appreciate your time this afternoon.

CHAIRMAN MITCHELL: Thank you, so much.
We'll adjourn.

(The hearing adjourned at 4:30 p.m.)
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