
BEFORE THE 
PUBLIC SERVICE COMMISSION 

OF SOUTH DAKOTA 

In the Matter of 1 
1 

SBC Long Distance, Inc. 1 Case No. 
1 

Petition for Approval of Internal Corporate 1 
Reorganization and Other Related Changes 1 

PETITION AND REQUEST FOR EXPEDITED ACTION 

Pursuant to Section 49-31-3 of the South Dakota Code, and the regulations of the Public 

Service Commission, SBC Long Distance, Inc., formerly known as Southwestern Bell 

Co~nmunications Sesvices Inc. d/b/a SBC Long Distance ("SBC Long ~istance"),' hereby 

respectfully requests Commission consent to and approval of the reorganization and conversion 

of SBC Long Distance from a corporation to a limited liability company, to be known as SBC 

Long Distance, LLC, and of other ancillary regulatory approvals as set forth below. 

PURSUANT TO SECTIONS 20:10:24:02(15) and 20:10:32:03(22) OF THE 

ADMINISTRATIVE RULES, AND FOR THE REASONS SET FORTH BELOW, SBC 

LONG DISTANCE FURTHER REQUESTS THE COMMISSION TO GRANT ITS 

APPROVAL ON AN EXPEDITED BASIS, AND TO EXEMPT IT FROM TlXE 

PUBLICATION AND HEAIRING REO-UIREI\/iENTS OF THE RULES, SO AS TO 

ALLOW SBC LONG DISTANCE TO CONSUMMATE ITS REORGANIZATION AND 

CONVERSION ON OR ABOUT MARCH 31,2005. 

In support thereof, the joint petitioners respectfully show the Commission as follows: 

1. SBC Long Distance was granted authority to provide interexchange telecommunications 
services in the State of South Dakota by Order Granting Certificate of Authority, TC97- 

1 SBC Long Distance filed a Notice with the Commission, dated November 17, 2004, regarding the change 
of corporate name from Southwestern Bell Communications Services Inc. to SBC Long Distance, Inc. 



132, dated August 27, 1997, as amended by Order Granting Certificate of Authority, 
TC04-098, dated June 30,2004. See Exhibit A hereto. 

2. SBC Long Distance was granted authority to provide facilities-based and resold local 
exchange and exchange access telecommunications service within South Dakota by 
Order Granting Certificate of Authority, TC04-029, dated June 11, 2004. See Exhibit B 
hereto. 

3. SBC Long Distance currently offers intrastate interexchange telecommunications service 
pursuant to the terms of a filed tariff. 

4. By Order TC04-192, dated October 20, 2004, the Commission approved an Adoption 
Agreement between SBC Long Distance and Qwest Corporation. Currently pending 
before the Commission in Docket No. TC04-208 is a filing for approval of an 
Amendment to an Interconnection Agreement between SBC Long Distance and Qwest. 

5. SBC Long Distance is currently a wholly owned subsidiary of SBC Communications Inc. 
("SBC"), a holding company whose subsidiaries and affiliates operate predominantly in 
the communications service industry and have provided telecommunications services for 
over 100 years. SBC is publicly traded on the New York Stock Exchange (Symbol: 
SBC) with a market capitalization of approximately $84 billion. 

6 .  In support of the Consent of the Board of Directors of the joint petitioners, draft copies of 
which are attached hereto as Exhibit C hereto, SBC and its subsidiaries seek to undertake 
a corporate reorganization pursuant to which (a) SBC Long Distance will contribute its 
stock to its affiliate SBC Telecom, Inc.; (b) SBC Long Distance will convert to a limited 
liability company to be known as SBC Long Distance, LLC; (c) SBC Telecom will 
contribute all of its assets and liabilities to SBC Long Distance, LLC; and (d) SBC will 
contribute the stock of SBC Telecom (which will own SBC Long Distance, LLC) to SBC 
Teleholdings, Inc. At present, SBC Telecom and SBC Teleholdings are wholly owned 
direct subsidiaries of SBC. Following the proposed reorganization, SBC Long Distance, 
LLC will remain a wholly owned subsidiary of SBC, which will control SBC Long 
Distance, LLC through two intermediary, wholly owned subsidiaries - i.e., SBC 
Teleholdings (wholly owned by SBC) and SI3C Telecom (wholly owned by SBC 
Teleholdings). The direct parent of SBC Long Distance, LLC following the 
reorganization will be SBC Telecom. 

7. The proposed reorganization will result in a consolidation of SBC owned and controlled 
assets through the rearranging of the ownership interests of SBC in its subsidiaries. At 
present, SBC offers local exchange service in certain states outside of its service territory 
through SBC Telecom, and in other states through SBC Long Distance. The proposed 
reorganization is being done to minimize the possibility of customer confusion, promote 
continuity of services, and offer a full range of services under the SBC Long Distance 
brand. 



8. The proposed assignment will be financed completely by SBC, the joint petitioners' 
parent company. The financial condition of the joint petitioners' parent company, SBC 
Communications, Inc. ("SBC"), is attached hereto as Exhibit D. 

9. The telephone customers of SBC Long Distance will see virtually no change as the result 
of the approval of this assignment. Currently SBC Long Distance has 4,517 residential 
customers, and 372 commercial customers, in the State of South Dakota. Upon approval 
of this joint filing by the Commission, telephone services will continue to be provided to 
residents of the State by SBC Long Distance, and SBC Long Distance will submit such 
corporate filings with the Secretary of State as are required to convert to a limited 
liability company. No changes to services or prices will occur as a result of the proposed 
assignment. The SBC Long Distance tariff currently on file with the Commission will 
remain unchanged, other than those cosmetic changes required to effectuate the name 
change to SBC Long Distance, LLC. Customer billing, customer care contacts, and 
company mailing addresses will remain unchanged from those currently in effect. SBC 
Long Distance will be eliminated as a separate corporate entity by appropriate filings 
with the South Dakota Secretary of State. 

9. No other utility in the State of South Dakota will be affected as a result of the proposed 
assignment. 

10. SBC Long Distance respectfully submits that approval of the proposed assignment will 
serve the public interest because it will permit a more efficient means of providing 
telecommunications services to customers in South Dakota. SBC Long Distance 
understands that it is bound to follow all rules and regulations of the Commission, and, 
upon its conversion to a limited liability company, will continue to accept as its own all 
requirements imposed upon it as a result of its originally issued Certificates of 
Convenience and Necessity. 

11. Pursuant to Sections 20: lO:24:02(15) and 20: lO:32:03(22) of the Administrative Rules, 
SBC Long Distance respectfully urges the Commission to exempt it from the obligation 
to issue to its subscribers a notification of the planned reorganization. Pursuant to 
Section 266(f) of the General Corporation Law of the State of Delaware, where SBC 
Long Distance is currently incorporated, a conversion ~f a domestic cmporation to a 
limited liability "shall not constitute a dissolution of such corporation and shall constitute 
a continuation of the existence of the converting corporation in the form of the applicable 
other entity." Thus, the conversion of SBC Long Distance is not an assignment to 
another entity which might otherwise trigger applicable subscriber notification 
requirements. In the instant case, moreover, a subscriber notification may serve unduly 
to confuse customers, since SBC Communications Services Inc. already does business in 
the State of South Dakota under the name SBC Long Distance. The corporation's 
conversion to a limited liability company will not entail a name change evident to 
customers, and will not alter their service in any way. Nevertheless, to the extent the 
Commission deems it to be necessary, SBC Long Distance is prepared to provide a 
Customer Notice in substantially the form attached hereto as Exhibit E notifying its 
subscribers of its planned reorganization. The Notice will provide that the reorganization 



will be completed and service will start to be provided under the SBC Long Distance, 
LLC name on or about March 3 1,2005. 

Pursuant to Sections 20:10:24:02(15) and 20:10:32:03(22) of the Administrative Rules, 
SBC Long Distance hereby requests the Commission to process the instant filing on an 
expedited basis, and to exempt SBC Long Distance from otherwise applicable 
publication, notice, hearing and application content requirements, so as to enable SBC 
Long Distance to consummate the transactions set forth in this filing on or about March 
31, 2005. SBC Long Distance respectfully submits that such expedited treatment and 
exemptions would serve the public interest by enabling SBC Long Distance to achieve 
the economic benefits which will result from these transactions as soon as possible. 
Because of SBC's nation-wide operations, the subject transactions can be consummated 
only when required regulatory approvals are obtained in all states where joint petitioners 
do business. SBC Long Distance further submits that such relief is reasonable given the 
fact that the subject transactions are organizational in nature, and will not affect service to 
end users, give any party undue advantage over another, or adversely affect South Dakota 
consumers or the public at large. 

13. All correspondence concerning this filing should be directed as follows: 

SBC Long Distance: 

Norman Descoteaux 
Associate Director - Regulatory 
SBC Long Distance, Inc. 
5850 W. Las Positas Blvd., Room NE137 
Pleasanton, CA 94588 
Tel: 925-468-6209 
Fax: 707-435-6640 
E-mail: ndl639 @ camail.sbc.com 

In addition, all correspondence concerning this Petition should be directed to the parties' 
legal counsel, who is authorized to respond to Commission inquiries on behalf of SBC 
Long Distance: 

Eric Fishman, Esq. 
Holland & Knight LLP 
2099 Pennsylvania Ave., NW, Suite 100 
Washington, DC 20006 
Tel: 202-955-3000 
Fax: 202-955-5564 
E-mail: eric.fishman @Ilklaw .corn 

WHEREFORE, SBC Long Distance, Inc. respectfully requests Commission consent to 
and approval of: 



(a) the conversion of SBC Long Distance to a limited liability company to be known 
as SBC Long Distance, LLC; 

(b) the reorganization transactions described above which will result in SBC 
controlling SBC Long Distance indirectly through its ownership of SBC 
Teleholdings, SBC Teleholdings' ownership of SBC Telecom, and SBC 
Telecom's ownership of SBC Long Distance; 

(c) the assignment to SBC Long Distance, LLC of SBC Long Distance's 
interconnection agreement and adoption agreement with Qwest 
Telecommunications; and 

(d) the transfer to and adoption by SBC Long Distance, LLC of SBC Long Distance's 
current filed tariffs, subject to the submission to the Commission, of a revised 
SBC Long Distance tariff reflecting SBC Long Distance's conversion to a limited 
liability company. 

[SIGNATURE PAGE FOLLOWS]. 



[SIGNATURE PAGE, JOINT PETITION]. 

Dated this Y/Jday o 

Of counsel: 

Eric Fishrnan, Esq. 
Holland & Knight LLP 
2099 Pennsylvania Ave., NW 
Suite 100 
Washington, DC 20006 
Tel: 202-955-3000 
Fax: 202-955-5564 
e-mail: eiic..f'isl1i~1ai1@~~1~law.com 



VERIFICATION 

STATE OF SOUTH DAKOTA 
PUBLIC SERVICE COMMISSION 

State of California. 

County of Alameda, ss. 

John di Bene, the Vice President, General Counsel and Secretary of SBC Long Distance, Inc. 
d/b/a SBC Long Distance ("SBC Long Distance"), petitioner named in the foregoing "Petition 
and Request for Expedited Action", being duly sworn, says that the facts and allegations therein 
are true, except so far as they are therein stated to be on information, and that, so far as they are 

T u r n  to, and subscribed before me this . ? ~ d d a ~  of December, 2004. 

Notary Public in and for said County. 

MY commission expires onJ~r) lJ 3 0 %  
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Ms. Stacey A. Klinzman . 
Director - Regulatory Compliance 
Miller Isar, Inc. 
7901 Skansie Avenue, Suite 240 
Gig Harbor, WA 98335 

w 

u 
Bob Sahr, Chair 

Gary Hmson, Vice-Cbdr 
Jim Bwg, Codss ione r  

RE: CERTIFICATE OF AUTHORITY - DOCKET TC04-098 

Dear  Ms. Klinzman: 

July 1, 2004 

Exhibi t  A 
SOUTH DMOTA 

PUBLIC UTILITIES COMMLSSION 
500 Bast Capital Avenue 

Pierre, Soh& Dakota 57501-5070 
www.state.sd.us/pue 

Please find enclosed an Order Granting Amended Certificate of Authdrity and Amended 
Certificate of Authority, effective as a South ,Dakota telecommunications company Please 
send us one copy cf your carnpany"sna1 laric i~cludiflg the efiective date, which& June 

l.2 30, 2004. 

Capitol Office 
(605) 773-320 1 

(605) 773-3509 fax 

,,,, ,onMrareh Ou,, 
(605) 773-5280 

(605) 773-3225 fax 

C~nsumer I.Iotlhc 
f -800-332-1782 

A l s ~  enclosed Tor your information is a Copy of SDCL 49-31 -89 though 49-31 -97 relating 
to slamming, which became effective ,July 1, 1999. 

Administrative Rule 20:10:24:04 requires that each company providing interexchange 
services submit the f~llowing infornation by June I of each year from the preceding 
calendar year: 

A report identifying the exchanges, routes, or other geographic areas of this state where 
it is providing or expeds ic, provide services, f i e  ieport shall include the number and type 
of customers being served. 

Pursuant to SDCL Chapter 49-IA, on June 1 of each year, each company certified is 
required to file with the Commission, on forms provided by the Commission, the amount 
of its gross receipts derived from customers within South Dakota during the preceding 
calendar year. SDCL 49-1A-3 levies the annual intrastate Gross Receipts Tax. This tax 
sf .QO'iS or $250.00, whichever is greater, is due and payable on June 1 of each year. 
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IN THE MATTER OF THE FILING BY 1 ORDER GRANTING 
SOUTHWESTERN BELL COMMUNICATIONS AMENDED CERTIFICATE OF 
SERVICES, INC. DIBJA SOUTHWESTERN ) AUTHORITY 

I BELL LONG DISTANCE FOR AN AMENDED 
CERTIFICATE OF AUTHORITY TO PROVIDE 1 ~co4-ass 
INTEREXCHANGE TELECOMMUNICATIONS ) 
SERVICES IN SOUTH DAKOTA 1 

On July 14, 1987, the Public Utilities Commission (Commission), in accordance with 
SDCL 49-313 and ARSD 20:10:24;02, received an application for a certificate of authority 
from Southwestern Bell Communications Selvices, Inc, dlbla Southwestern Bell Lano 
Distance (Southwestern). 

Southwestern sought statewide authority to offer a full line of inbound, outbound, 
conference, directory assietance, calling card, prepaid calling card, and private line 
services to business customers and residential customers. Initially Southwestern did not 
plan to offer alternative operator services. A proposed tariff was filed by Southwestern. 
The Commission has classified long distance sewice as fully competitive. 

!L/ On July 17, 1997, -the Cammission electronically transmitted notice of the filing and 
the intervention deadline of August I, 1997, to interested individuals and entities. No 
petitions to intervene or comments were filed and at its August 18, 1997, meeting, the 
Commission considered Southwestern's request for a certificate of authority. Commission 
Staff recommended granting a certificate of authority] $subject to the condition that 
Southwestern not offer a prepaid calling card or require or accept deposits or advance 
payments without prior approval of the Commission. 

The Commission received a $25,000 surety bond from Southwestern and on June 
I, 2004, the Commission was notified that Southwestern wished to collect advance 
payments and deposits from its South Dakota cust~carner-s. Southwesterr! requested that 
it be permitted to post a $25,000 surety bond and that the restrictions be removed from its 
certificate of authority. 

At its regularly scheduled June 22, 2004, meeting, Staff recommended that the 
Commission reconsider the  terms and conditions of Southwestern's certificate of authority 
to permit Southwestern. to post a continuous $25,000 surety bond and remove the 
restriction that Southwestern not offer a prepaid calling card or require deposits or 
advance payments without prior approval of the Commission, 

The Commission finds that it has jurisdiction over this matter pursuant to SDCL - Chapter 49-31, specifically 49-31-3 and ARSD 2'0:10:24:02 and 20:l O:24:03. The 
Commission finds that Southwestern has met the legal requirements established Tbr the 
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granting of a certificate of authority. Southwestern has, in accordance with SDCL 49-31 -3, 
demonstrated sufficient technical, financial and managerial capabilitie~. to offer 
telecommunications services in South Dakota. 

* 
The Commission approves Southwes-iem's application for an arknded cekificate 

' of authority, subject to a continuaus $25,000 qxety bond, it is therefore 

ORDERED, that Souihwest~m's application for an amended certificate of authority 
to provide interexchange telecommunications services is hereby granted, subject to a 

G ,  continuous $25,000 surety bond. 
# 

Dated at Pierre, South ~akota,this . day of June, 2004. 

I1 CERTIFICATE OF SERVICE 

The undersigned henby certifies that thls 
document has been served today upon all parti& of 
record In this docket, as Ilsted oh the docket servlce 
Ilst, by first cia% mail, In properly addressed 

Data: 
t' 

{OFFICIAL SEAL) 1 

BY ORDER OF THE COMMISS1QN:. 

b&. 
~ O B E R T  K, SAHR, Chairman 
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It is also very important for each company to keep the Commission updated an information 
relating to the company's address, phone and fax numbers, internet address, and contact 

L.' people such as officers, CEOs, managers and customer service representatives. A 
Certificate of Authority may not be sold, assigned, leased, or transferred without 
Commission approval. 

All telecommunications companies should be familiar with the Administrative Rules 
applicable to the regulation of tGlecon'tmunications services in South Dakota. If you do not 
have a copy of these Rules, they can be accessed at the Commission's home page at 
http:llwww.state.sd.us/puc or you may obtain a copy of the Rules by contacting the 
Commission. You may use the enclosed document entitled "Stay Informed" to subscribe 
to Agendas and Minutes of the Commission meetings, Weekly Filing Reports, Rules 

. Information and News ReleBses. You may also receive the Agendas, Minutes and Weekly . 

Filing Reports by fax. 

If you have any questions or concerns, please contact Delaine Kolboat (605) 773-3705. 

PAMELA A. BON'RUD 
. - Executive Director 
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5 49-31-89, Trs;Zecommunications company, services or product not to be changed without 

subscfiber mtho~at ion  - Evidenncs o f  authorhatinn - Commission authorized to  promulgate rule$ 
- Scope of  rules. 

'v' 
The r;ele~omm&ications company of any subscriber may not be changed witb~ut the 

telecomunications service subscriber's authorization. The telecomunications senice subscriber's 
authorization shall be evidenced either by a written. authorization signed by the subscriber or by the use 
of an ipdependent third-party verification comply which complies with the prbvisions of $9  49-3 1-90 
and 49-31-91, or by my other means authorized by the connmission. Products or services m i  . 
listed on a subscriber's bill unless authorized by the subscriber- The commission may promulgate rules 
pursuant to chapter 1-26 coricenxing pro~edures, requirements; and standards for changing a subscriber's 
t e ~ e c o m ~ c a t i o n s  compmy ancZ for listing products and services on a subsmib~r's bill. 

Source: EL 1999, ch 227,§ 1. 

If an indepehdent third-party verification cornpaby obtains a subscri'ber's oral c o m t i o n  regarcling 
a charige of a desipated t e l ecom~ca t ions  company for interexchange or! local exchange 
telecomqxications seryice, the third-party verihcation shall iaclude: 

(1) A statement that the purpose iffhe call is to verify the subscriber's intent to change to the newly 
requested tdecommunications comphyY The newly requested hterexchmg~ or local 

'W tele~municatiom company shall be clesily ideniibed to the subscxiber. Reference to use of another 
te2ecommutlications cornfiany'z network or facilities, if stited, shall, be secondary in naturc to the 
prominent identification of the telecoshmuni~ations company which will be providiqg service a d  
s e w  the rates for the shbsoriber's service; 
' 

(2) Confirmation that the person whose authorbation for a telecommhications company change is 
being verified i s  the subscriber on the account ~ ; r  a. person authorized by the subscriber to make 
decisions regarding the telecommunications account on b e h a  of the subscriber, whether that subscribex 
is an individual person or a business; 

(3) Verification data unique to the subscriber slich as the subscriber's date of b w  and 

(4) n e  name and toll-free telephone nuwljm of tile newly requested telscomunicati~m company. 

The third-party verification company shall electronically record the telephone call that co- thr= 
subscriber's change of a designated tolecomUX3icatio4s company. The electroric recording shall include 
the complete statem'mt of the service being changed and the subsckibds complete response. The 
electronic recording shall, be retained by the third-party verification compauy for two years. 

Source: SL 1999, ch 227, § 2. 
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§ 49-31$1.'~ritcri.a ta pe met by third-partu ve@fication c&yetUs 
lri+$&#, , p, . 0 8 

t b + ! , : , s  ' ,. n e  thi~d-pa@ vrty~~atiba Mmpany s~a.Ilmeet each ditbe fi~lowine rriteria: - 
I 

ed, controlled, or directed or 
pyovide the subscriber's new 

es physically separate 
schber'? new seivice; and 

. Y 

company that seeks to provide the subscriber's new 

1. ' . , ($$.~{t dmhe wIA;naissiohs or compensation based upon ihe  umber of sales confimed- 
if:, - , a pki. . , Yt..$ @ 

rlli 

Source: SL 1999, ch 227,- $4. 

8 4941-93. Subscriber not Lisble for nnauthorized change o f  carrier, products or servieer - 
Compmy to compehsate subscriber. 

A ~ u b ~ $ ~ e r  is not liable for any cha~ges imposed by a telecommunications company that k&iates.a 
telecammunicatiom clmier change without auth~rizatim &om the subscriber or for the billing. of 
uaauthoriM products or s d c e ~ .  In addition, the telecomutli~atio~1s company that initiates the 

, unauthorized change or the billing of ~nauthorized products or senices shall pay to the subscriber one 
thousand d o h .  

Source: ST, 1999, ~h 227,§ 5. 
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8 4931-94. Pcnaltie,s for $obtion - Dhposition of fines collected. . 
h y  persoh who violates $9 49-3 1-89 to 49-3 1-97, inclusive, or my rules promulgated pursuat to 

l w '  

§ 4.9-3 1-89 to 49-3 1-97, k c 2 u s i v ~ j e c t ~  W W  to be imposed by the c~mmiSsion, after 
and iipportmity for hearing. The c o d s s i o a  may impose a civil of not more than twenty 

. .thousand dollars for each offme. In determbhg the m ~ ~ u n t  of the p&nalty upon hdiug a vioIatioi, or 
'the mount of the compromise settlement, .the commission shall cajnsider the appropriatenss of the 
penalty to  the size o f ~ e  busiuess of the person dm~ged, prior offenses add compliance history,'the good 
fa i th  of the person charged in ~atternpthg to achieve'comp&w~, and such atha  mttcrs as justice may 
wouire. All nedties collected pursuant to this section be deposited in &e state treasury. 1[11 

repeated offenses, 
, -- 

' Source: SL, 1999, ch 227,§ 6. 

$49-31-95. hmhkssion authorized to investigate complahts, 

If the commissian receives more than +o complaints within thirry days regardiq violations of 4 49- 
31-89; the commission may require the tdacomm~cat ions  company respopsible, for the vioIatiansZ 
a e  the commission with a complete Gt of 3s current subscribers, hd&g the subscribers' billing 
addresses. The list may be filed as collhdef&d consistmt with the commissitn's rules. The commission 
may contadt each subscriber to detmqiae whether my s'~bscnYber has bem subject to an unanthorizc;d 
change -in a tdeco~~unicatioas comflany ~r billed far unaufhorized products or services. If the 
commjssion finds, after notice ai~d opp~rtuniu;y for heanhg, thar a ~l~ommunicatlons company has 
c o d t t e d  two separate violations o f  $.49-3.1-$9 w i e  one year, the kciolmission may assess the costs 
of contacting subscribers to the t e l e c o ~ " p m ~ c ~ o ~ ~ ~  company. 

. . . ..I . . .  
Some:  SL 1999, ch 227,J 7. 

4.49-31-96. Costs of comission proceedings waybe asswsed agaiuast'campa;ay - Objection. 

If the coIIlmission finds the 60mpaay has c o d m d  a violation of $9 49-31-89 to 49-3l-97, 
kclu$ive, aft= holding a contested case p~oceeding or: if &owed by 5 49-3 1-9=&~sk!xl, may. : . 
assess the actual costs of the cbnt&.ed case proceed;ing or 'dontaciiq subscribers to the 
tc3;lecomuxlications campany. The assesmmt shall be 1irnited to actual amounts expended by tlq 
commissi~n far comtnj,Ssion employee time, &pert witaeses, court reporter fees, document and exhibit 
preparation, md other necessary and related expenses incurred by the commission- The 
te1ecommunicati.oas company may, Urj:thin dirty days after tfie assessment is mailed, h l e  written 
objections with the c o h s i o n  stating the grounds upon which it claims that the assessment is not 
reasonable. The commission shall within thirty days of receiving such objections hold a h w h g  &d 
issue an ordex ia. accordance with its fs_tldings as to fbe proper amount to be assessed to the 
te11etomwicatitms company. The order may be appealed pursuant to chapter: 1-26. 

Source: SL 1999, ch 227,i 8. 

. . .  

'L-' tj 49-31-97. "Subscriber" defined. 

Source: $I, 1999, ch Z7,G 9. 
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S d  P A  
lic Utilities Co 

State Capitol Building, 509 East Capitol Avenue, Pierre, South Dakota 5750 1-5070 

September 2, 1997 

Capital Oflict 
Telcphbnc (605)773-3201 
FAX (605)773-3909 

. ' TTY Through 
3elay South Dakota "- 1-800-877-1113 

Internet 
billb@pucsrart.$d.us 

+ 
Jim Burg 
Chairman 

Pam Nclsou 
Vicc-Chairman 

Laska Schotdtldcr 
Commissionet 

William Bulh..d Jr. 
Executive Direcrar 

Edward R Anderson 
Harlan Besr 

Martin C. Betunand 
Chdie  Bolle 
Sue Cichos 

Karen E. Crcmcr 
Marletre Fischbach 

Shidccn Fugitr 
LewL Hnmmond 

Leni Heally 
C m n  Hosebk 
Dave Jacobson 

Bob Knadle 
Deldinc Kolbo 

Teai 1. Ltsrneis~er 
Jefaey P. Lorensen 

I Tmy Norurn 
'4 G r e g o ~  A. #islov 

Tammi S m g o h r  
Steven M. Wegmm 
Rolayne Ail& Wiesr 

Ms. Karol Sweitzer 
Southwestern Bell Communications 

Services, Inc. 
5850 West Las Positas Blvd. 
Pleasanton, CA 94588 

RE: CERTIFICATE OF AUTHORIW - DOCKET TC97-I32 

Dear Ms. Sweitzer: 

Please find enclosed your Certificate of Authority, effective as a South Dakota 
telecommunications company. This certificate shows that your company has been 
approved by the Public Utilities Commission (Commission) ta provide intrastate 
telecommunications services in the state of South Dakota. Each company certified 
by the Commission is required to demonstrate sufficient technical, financial, and 
managerial capability to offer telecommunicati~ns services in South Dakota. 

Administrative Rule 20:10:24:04 requires that each company submit the following 
information on May I of each year from the preceding calendar year: 

(I) A report on its revenues resulting from operations in this State, a balance 
sheet, an income statement, and a statement af any changes relating to the 
financial position af the telecommunicaticms company relating to operations of the 
company in S ~ u t h  Dakota- The report shall identify the locations where any 
working papers supporting the report can be reviewed; 

(2) A report identifying the exchanges, routes, or other geographic areas of this 
state where it is providing or expects to provide services. The report shall include 
the number and type of customers being served, if the company keeps such 
records. 

Pursuant to SSDCL Chapter 49-TA, on June 1 af each year, each company certified 
is required to file with the Commission, on forms provided by the Commission, the 
amount o i  its gross receipts dertved from customers within South Dakota during the 
preceding calendar year. SDCL 49-IA-3 levies the annual intrastate Gross 
Receipts Tax. This tax of ..0015 or $250.00, whichever is greater, is due and 
payable on June 1 of each year. 



OCT. 2 0 .  2 0 0 4  7 : 3 7 A M  SBC LONG D I S T A N C E  
.r 

2% 
'-2 

NO, 4 8 8  P ,  1 1  

..' - It is also very important for each company to keep the Commission updated on information 
relating to the company's address, phone and fax numbers, internet address, and contact 

.d' people such as officers, CEOs, managers and customer service representatives. If 
ownership of the company is transferred, the Certificate of Authority must be returned to 
the Public Utilitjes Commission. The Certificate is NOT transferable. 

All telecommunications cornpahies should be familiar with the Administrative Rules 
applicable to the' regulation of telecommunications sewices in South Dakota. If you do not 
have .a copy of these rules, they can be obtained.by checking the third box on the enclosed 
QUESTIONNAIRE and returning it to the Commission. You may also use the 
questionnaire to request the weekly listing of all telecommunications filings submitted with 
the Commission, and for requesting Agendas and Minutes of the Commission meetings. 
Ilf you have any questions ar concerns, please contact Delaine Kolbo at (605) 773-3705. 

Executive Director: L' 
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. . BEFORE THE PUBLIC ,UTILITIES COMMISSION 
-4 OF THE STATE QF SOUTH DAKOTA 

IN THE MATTER OF THE APPLlCATlON OF ) 
SOUTHWESTERN BELL COMMUNICATIONS } 
SERVICES, INC, DIBIA SOUTHWESTERN ) 
BELL LONG DISTANCE FOR A CERTIFICATE 1 
OF AUTHORITY TO PROVIDE 
TELECOMMWNlCATlONS SERViCES IN ) 
SOUTHDAKOTA 1 

ORDER GRANTING 
CERTIFICATE OF 

AUTHORITY 

On July 14, 1997, the PubIic Utilities Commission (Commission), in accordance with 
SDCL 49-31-3 and ARSD 20:10:24:02, received an application far a certificate of authority 
from Southwestern Bell Communications Services, Inc. d/b/a Southwestern Bell Long 
Distance (Sauthwestern). 

Southwestern seeks statewide authority to offer a full line of inbound, outbound, 
canference, directory assistance, calling card, prepaid calling catd, and private line 
services to business customers 8nd residential customers. Initially Southwestern will not 
offer alternative operator services. A proposed tariff was filed by Southwestern. The 
Commission has classified long distance service as fully competitive. 

-2 On July 17, 1997, the Commission electronically transmitted notice of the filing and 
the interventian deadline of August I, 1997, to interested individuals and entities. No 
petitions to intervene or comments were filed and at its regularly scheduled August 18, 
1997, meeting, the Comrnission considered Southwestern's request for a certificate of 
authority. Commission StafF recammended granting a certificate of authority, subject to the 
condition that Southwestern not offer a prepaid calling card or requite deposits or advance 
payments without prior approval of the Commission. 

The Commission finds that it has jurisdiction over this matter pursuant to Chapter 
49-3 1, specifically 49-31 -3 and ARSD 20: 1 O:24:O2 and 20: 1 O:24:03. The Commissicm 
finds that Southwestern has met the legal requirements established for the granting of a 
certificate rJS' author it;^. Southwestern h m ,  in accordance with SDCL 49-37-3, 
demonstrated suficient technical, financial and managerial capabilities to offer 
telecommunimtions services in South Dakota. The Commission approves Southwestern's 
application for a certificate of authority, subject to the condition that Southwestern not offer 
a prepaid calling card or require deposits or advance payments without prior approval of 
the Commission. As the Commission's final decision in this matter, it is therefore 

ORDERED, that ~outhwestern's application for a certificate of authority is hereby 
granted effective September 14, 1997, subject to the condition that Southwestern not offer 
a prepaid calling card or require deposits or advance payments without prior approval of 
the Commission. It is - 1' 
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FURTH~R ORDERED, that Southwestern shall ,file informational copies of tariff 
changes with the Commission as the changes occur. 

' 2  I . 

'kc Dated at Pierre, ~ b u t h  Dakota, thisE,+V . day of August, 1997, a 

.- 

CERTIFICATE 01: SERVICE 

,'- . The undeisigned her* certifies Ulat this 
document has bcen s e w 4  today upon all parties a l  
rebrd In this dwket, as IiW on the docket s e ~ c n  
list; by first class mail, h pmperiy addread  

(OFFICIAL SEAL) 

' 3 

BY ORDER bk THE COMWSION: 
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Mr. Normarr W. Descoteaux 
Associate Director-Regulatory 
Southwestern Bell Communicatir~ns Services 

Inc. dlbla SBC Long Distance. 
5850 West Las Positas Boulevard 
Pkasahton, CA 94588 

$4 
Bob Sahr, Chair 

Gary Hadson, Vice-Chair 
Jim Burg, Commissioner 

RE: CERTIFICATE OF AUTHORlrY - DOCKET TC04-029 

Exh ib i t  B 

SOUTH DAKOTA 
PUBLIC UTILITIES COMMISSION 

500 East Capitol Avenue 
Pime, South Dakota 57501-5070 

ww~v.st&te,sd,us/puc 

Dear Mr. Descoteaux: 

June 14,2004 

Please find.enclosed an Order Granting Certificate of Authority and Certificate of Authority, 
-. . effective as a Sacrth Dakota telecommunications company. This Order shdws that your 

\u. Mrnpany has been approved by the Public Utilities Commission (Commission) to provide 
local exchange services in the state of South Dakota, subject to the Commission's 
restriction with respect to rural telephone companies. Each company certified by the 
Commission is required to demonstrate suficient technical, financial, and managerial 
capability ta offer telecommunications services in South Dakota. Piease send us. one copy 
of your company's final including the effective date, which is June 7 '1, 2004. 

Also enclosed for your information is a copy of SDCL 49-31-89 through 49-31 -97 relqting 
to slamming, which became effective July 1, 7999. 

Administrative Rule 20:10:32:12 requires that each company providing local exchange 
ser'vices submit the fallowing informaticin by June I of each year from the preceding 
calendar year: 

( A )  A report 05 its annual revenues from the preceding year resulting from operations in 
South Dakota; 

(2) A report identifying specifically the areas within its service. area in the state where the 
company is operational and actually providing local exchahge services. The report must 
separately identify areas being sewed primarily through resale and areas served by 

- .  facilities of the companies; and 

us (4) The number of access lines being served, segregated between business and 
residential local exchahge customers. 
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Pursuant to SBCh Chapter 49-IA, on June 1 aP each year, each company certified is required to 

! : file with the Commission, on forms provided by the Commission, the amount of its gross receipts 
derived from custamers within South Dakota during the preceding calendar year. SDCL 49-1A-3 
levies the annual intrastate Gross Receipts Tax. This tax of .0015 or $250.00, whichever is 
greater, is due and payable on June I of each year. 

i 
It is also very important for each company to keep the Commission updated on information 

I relating to the company's address, phone and fax numbers, internet address, and contact people 
such as officers, CEOs, managers and customer service representatives- A Certificate of 

! Authority may not be sold, assigned, leased, or transferred without Commission approval. 

I 
All telecommunications companies should be familiar with the Administrative Rules applicable to 
the regulation of telecommunications services in South Dakota. If you do not have a copy of .. 

i these Rules, they can be a~cesserl at the Commission's home page at http;//www.state.sd.uslpuc 
or you may obtain a b p y  of fhe Rules by contacting the Commission. You may use the enclosed 
document entitled "Stay Infclrmed" to subscribe to Agendas and Minutes of the Commission 
meetings, Weekly Filing Reports, Rules Ihformation and News Releases. You may also receive 
the Agendas, Minutes and Weekly Filing Reports by fax. 

If you have any questions or concerns, please cbntact Delaine Kolbo at (605) 773-3705. 

Sincerely, 

nf 
i. -!edm d??UhhAA,a~ 

PAMELA A. BONRUD . 
Executive Director 

cc Ms. Stacey A. Klinzman 
', - Enc. 
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BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

IN THE MATTER OF THE APPLICATION 'OF ) ORDER GRANTING 
SOUTHWESTERN BELL C0MMUNICATIONS ). CERTIFICATE OF 
SERVlCES I .  D/B/A SBC LONG ) AUTHORITY 
DISTANCE FOR A CERTlFlCATE OF ) 
AUTHORITY TO PROVIDE LOCAL EXCHANGE } TC04-029 
SERVICES IN SOUTH DAKOTA 1 

On Februay 18, 2004, the Public ~tilith2s Commission (Commission) received an 
application for a certificate of authority from Southwestern Bell Communications Services 
Inc. d/b/a SBC Long Distance (SBCS). 

SBCS proposes to provide facilities-based and resold local exchange and exchange 
access telecommunications services within South Dakota, A proposed tahft was filed by 
SBCS. 

On February 19,2004, the Commission electronically transmitted notice of the filing 
and the intervention deadline of March 5, 2004; to interested individuals and entities. No 
petitions to intervene or comments were filed and at its regularly scheduled June 8, 2004, - meeting, the Commission considered SBCS' request for a certificate of authority, 
Commission Staff recommended granting a certificate of authority, subject to a continuous 
$25,000 surety bond, and subject to rural safeguards.,, Commission Staff further 
recommended a waiver of ARSD 20:10:32:03(4 I). 

The Cammissim finds that it has jurisdiction over this matter pursuant to SClCL 
Chapter 4951, specifically 49311 -69 and ARSD 20: 1 O:32:03. The Commission finds that 
SBC$ has met the legal requirements established for the granting of a certificate of 
authority. SBCS has, in accordance with SDCL 49-31 -71, demonstrated sufficient 
technical, financial and managerial capabilities to offer telecommunications sewices in 
South Dakota. Further, the Commission finds that there is good cause to waive 
subparagraph (1 I ) of ARSD 20:1 Q:3Z:O3. 

The Cammission approves SBCS' application fdr a certificate of authority, subject 
to a continuous $25,000 surety bond, and subject to rural safeguards. The certificate of 
authority Tor SBCS shall authorize it to offer I'ocal exchange services in South Dakota, 
except in those areas served by a rural telephone company. In the future, should SBCS 
choose to provide local exchange services statewide, with respect to rural telephone 
companies, SBCS will have to come before the Commission in another proceeding before 
being able to provide local service in that rural service area pursuant to 47 U.S.C. 5 2530 
which allows the Commission to require a company that seeks to provide service in a rural 

u' 
sewice area to meet the requirements in 47 U.S.C. 5 214(e)(l) for designation as an 
eligible telecommunications carrier. In addition, the granting of statewide certification will 
not affect the exemptions, suspensions, and modifications far rural telephone companies 
found in 47 U.S.C. 5 251 (f). It is therefore 



OCT. 20, 2004 7: 3 9 A M  SBC LONG D I S T A N C E  NO, 4 8 8  P.  19 ' 

ORDERED, that SBCS' appliation for a certificate of authority to provide local 
exchar)ge services is granted, subject to a continuous $25,000 surety bond; and it is 

FURTHER ORDERED, that SBCS shall file informatiorkl copies of tariff changes 
with the Commission as the changes occur; and it is 

FURTHER ORDERED, that the Commission shell authorize SBCS to offer its local 
exchange services in South Dakota, except in those areas served by a rural telephone 
company; and it is 

FURTHER ORDERED, that the Cornmislim waives subparagraph ( 3  1) of F S D  c 

20:10;32:03. 

Dated at Pierre, South Dakota, this I / day of June, 2004. . 

GERTIF~ATE OF SERVICE 

The undenignad hereby 0Wtlhs that this 
documetu has been served today upon all parti- 
of record in this docket, as listed r)b the dyket 
service kt, by facsimile or by drst dass mall, P 
properly addressed envelopes, with charges 

(Off ICIAL SEAL) 

I ' 

BY ClRDER OF THE COMMISSIObl: 

.- . 
ROBERT K. SAHR, chairman 



COMMISSION 
P 

CERTIFICATE OF AUTHORITY 

To Conduct Business As A Telecommunications Company 
Within The State Of South Dakota 

Authority was Granted as of the date of the 
Order Granting Certificate of Authority 

Docket No. TC04-029 

This is i"o ceifify that 

SOUTHWESTERN BELL COMMUNICATIONS 
SERVICES INC. D/B/A SBC LONG DISTANCE 

is authorized to provide local exchange services in nonrural areas in South 
Dakata. 

This certificate is issued in accordance with SDCL 49-31 -69 and ARSD 
20:10:32:03, and is subject to all of the conditions and limitations contained in 
the rules and statutes gaverning it$ conduct of offering telecommunications 

SOUTH DAKOTA PUBLIC 
UTILITIES COMMISSION: 

ROBERT K. SAHR, ~hahnan 



a r, OCJ, 20. 2004 7 :  3 9 A M  S B C  LONG D I S T A N C E  NO, 4 8 8  P o  2 1  

I kj 49-31-89. Telecom~unications compazry, services or product not to be changed without 
subscriber authorhation - Evidence o f  authorizktian - Commission, authorized plrommlgate rules 

. . - Scope o f  xdes. 
! I 

. .-/ 
The te1ecomm&catim company of any i-iubscribex may not be changed without the 

teleco~mImjcntiom service subscriber's authorization. The telecommunicatioris service subscriber's 
authorizatian, shall be evidenced either by a written authorization signed by the subscribes or by the use 
of an independent third-pariy ver5cation company which complies with the provisions of 5 8 4.9-3 1-90 
and 49-31-91, or by any other means authorized by 'the commission. Products or services ma- , 

f i s t e d b a c r i b e r ' s  bill d e s s  authorized by the subscriber. The commission may promulgate rules 
pursuant to chapter 1-26 coricerxuhg procedures, requirements, and standards for chaaging a subscriber's 
tebcomunications company and for listing pmducts and stmices on a subscriber's bill. 

Source: SL 1999, ch 227,g I. 

If an independent third-party ved5cation cornpimy obtaitls a subscriber's oral co~~x'mation regarding 
a chadge of a designated telecomunica~ons company for interexchange or local, exchange 
teIecomm~cations service, the third-party vefificatiozl shall. include: 

(I) A statement that the purpose of the oall is to verify the subsoribds intent to change to the. newly 
requested teleoomunications c6kphy, The newly requested hterexchazxge Or local 

.4 te1eco'~municatiom company shall be clcaily idmtified to the submiber. Reference to use of another 
telecomunicati~ns compm~s network or facilities, if stated, shall be secondary in nature to &e 
prominent identification of the'teleccjmmunications company which will be providing service and 
setting the rates for the subscriber's service; 
' 

(2) Confjxrmation h t  the person whose au-eh.orkation for a te lecom~cat ions  company change is 
being verified is f ie  subscriber on the account or a person authorized by the subscriber to make 
decisions regarding the telecommeoatiom account an behalf of the subscriber, whether that subscriber 
is an individual person or a business; 

(3) Verification data unique to  the subscdber such as the subscriber's date of b i e  and 

(4) The name; and toU-fiee telephone number ofthe newly requested tebcomm~catioas company. 

Thc: ahd-party verification company shall decWonicaUy record the telephone call that confirms the 
subscriber's change of a designated tebcomunicaa'ons company. The electronic recox- shall. include 
the complete: statement of the s m k e  behg chauged and the subscriber's complete response. The 
electronic recordmg shall be retained by the third-piii-ty verification company for two years- 

Source: SL 1999, ch 227, § 2. 
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(2) Not be managed, controlled, 01 directed or owned wholly' or ia part, by the telecomm~catia~s 
company that seeks to provide the su'bscribds new sewice; , . 

I ' .  

(3) Operate from facilities physically separate from .those of the telecom~cations company that 
seeks to provide the subscribeis nqw service; and 

Source: 9L 1999, ch 227, &! 3. 

fj 49-3X-92. Separate authorization m4ujired for each s e w i ~ e .  

A tdeco~xxlwi~ations company selling more than one type of telecommunicatians s e o e  must 
obtain separate authorization to, chaage a telecom&cations company h m  the subseribeq for each 
service sold, aZthwgh the authorizatians may be made within tke same solicitation. At a minimum, 
separate .authorizations mwt be ob&@ for 'local exchange service, iniTaLATA td service, and 
interLATA toll service: && 'authodati6a must be v d e d  separately from my other afrtho&tiom 
obtained in the same solicitation, 

e 

$ 49-31-93. Subscriber not liable for unaathok5zed change of carrier, proidutts or aefvhxs - . 
Company to compexwate subsc~iber. 

A subscriber is not liable for any charges imposed by a te~~c~mmu~liicstions company that initiates,a 
t e l e c o m m a t i o  carria change %vithout authorization from the sub~cn%er or fir  the billing of 
mauthori%ed products or services. In addidan, the t e l ecom~c&ons  company that initiates the 
unauthozked change or the billing of unauthorized products or services shill pay to the subimiber one 
thousand dollars. 

Source: SL 1999, ch. 227, § 5. 
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8.49-31-94. Penalties for v$alatiom - Disspositioa of  h e s  collected. . 

. &y perso& violates 8 8 49-3 31-89 to 49-3 1-97, inclusiv, or any ntles promulgakd pursuaat to 
I ~ $ 4 9 - 3  1-89 tb 49-3 1-97. i n ~ l . u s i v ~ j e c t ~  penalty to be imposed by the ~ommission, after 

' n O h ~ o P p o m & y  for hearing. The commission may impose a civil h e  of not more than twenty - 
- .a~usand dollas for each offme. Tn det&mhhg the a m ~ ~ t  of the pmalq upon. finding a violatioli, or 

'fhe amount of the compmmise se~emenf .the c o d s s b n  s'hall cahider the appxapriateness of the 
to the size of the bu~iness of the person charged, prior .offewcs and compliance history,'tbe 

, 
of the pmoe charged in attempting to whieve'complianp, and such other matters as justice may 

reauire. All pedties crslle~ted pursuant to rbis sedion s f d l  be dqosited itl the state t reasq .  lh 
adiition to &ses$iq a civil p&.dty for a violation of $8 49-31-89 to 49-31-97, bdwive; the 
commission m y  m k e  or suspend a telecomuaications company's c-f aIrthoity for 
repeated offenses. 

49-31-95. Comrmission authorized t o  hvestigate compIabts. 

Kihc commissionreceives more thanfiYa complthts %thjmthk@ days regarding violations of $49- . 

3 1-89; the c~mmission may r e q ' ~  the telecommunications compmy responsible for ihe viola~o]~.s% 
F X e  the commission wifh a complete Gt of its cumat subscribers, includidg the subscrib~~s' bilIing 
addresses. The list may be fled as collfidenw codsimt with the commis$onls rules. The caxamission 
may contact each subs~riber to detmqhe wBe&er any subscn'ber has been subject to an unauthorized 
chasge in a ~w~1~unica t ian . s  comfiany or b a d  for mauthorbd products or services. If the 
c o d s i o n  hnds, .after notice and oppqrt~~$ty for hearia$, thathat' a ~1 , ecom~ca t i on . s  company has 

i;' com,uiitted tcvo sep&ate violations of.§ ?9;3 1-89 widin one year, the conxoission may assess the costs 
of contacting subscxibers to tbe te;lecoi&u$uica+mz company. 

' , . I .  

_ . I .  

Source: SL 1999, ch 227, 'r) 7. 

$849-3~-96: Cosh of commission proreediigs may.be assessed against'eompany - Objection. . 

If the commissio.oa ;finds the company bas committed a violatiob of 55 49-31-89 to 49-3 1-97, 
i#clusive, aft;m holding a contestid caw proceeding or if allowed by $49-4 1-95, .the commission may- 
assess the actual costs of the contested me proceeding or 'contac-tiig subscpibms to the 
telecomw.~Oations company. The assessment skudl be limited to actual amomts expended by thq 
commission for commission employee h e ,  expert witnesses, cburt rbportm fees, document and exhibit 
p~eparation, and other necessary and related expenses incued by the cornmission. The 
telecomrnufti.cations campany may, within thirty days after ihe assessmex1.t is mailed, file witten. 

- objectiom with the commission stating the &ro~n.ds upon which it claims that the assesmex~.t is  not 
reasonable. The commission shall within thirty days of receiviug such objections hold a hearing gnd 
issue an order in accoxh.ce with its findings as to the; proper amount to be assessed to the 
tde60&unications company. The order may be appealed pursuant t~ chapter: 1-26. 

Source: SL 1999, ch227, $8. 

For the purpose of $$ 49-3 1-89 to 49-3 1-97, inclusive, the term, subscriber, means any person who 
cantracts with a telecommunications co-r telecommuaications services, 

Source: SL 1999, ch 227,a 9. 





SBC Communicat~ions Inc. 

ANNUAL REPORT 
DSL Long Distance Cingular Wireless 



D E A R  F E L L O W  I N V E S T O R :  

2003 Was a year of significant challenge for our industry and solid 
achievement by our company. 

Our 2003 results reaffirmed our business strategy. As the 
telecom arena continually redefines how individuals and 
businesses exchange ideas and information, our opportu- 
nities for growth in new markets are encouraging. 

Our strategy is clear: Retain and expand our customer 
base by offering the most complete, flexible bundle of high- 
quality communications solutions available anywhere in the 
market, at a great value. Continually introduce new customer- 
friendly solutions and market them creatively. Stake out new 
markets, particularly in  the large-business sector. Maintain a 
strong financial position. And always be on the lookout for 
ways t o  be more efficient and cost effective. 

This strategy yielded solid results in 2003: 
137 percent growth in long distance lines. 
60 percent growth in  DSL lines. 
Strongest net adds from Cingular Wireless during 
the second half of 2003 in t w o  years. 
Four consecutive quarters o f  improving consumer 
retail access line trends. 

As 2004 unfolds, we have good reason to  be optimistic, 
which is why the Board of Directors in December increased 
SBC's dividend by nearly 16 percent. By year end, we expect 
revenues to  begin growing for the first time in three years. 
We also expect operating margins throughout 2004 to  be 
higher than fourth-quarter 2003 reported margin levels, 
paving the way for increased profits in  2005. 

EXISTING MARKETS 
Bundling was the centerpiece o f  our consumer marketing 
effort last year, and we realized significant improvements in 
both access line trends and revenue per customer as a result. 
Consumer access line retention increased 7 percent from the 
fourth quarter o f  2002 t o  the 
final quarter of 2003, spurred 
by increased bundled offerings 
o f  long distance in California 
early in the year and in the 
Midwest in the fall, and by 
a major marketing push t o  
grow our DSL subscriber 
base. Product bundling 
increased our average 
monthly revenue per access 
line by approximately $2.25 
over the same period. 

We'll strengthen our 
bundle even further in  March 
with the introduction of 
SBC DlSH Network satellite 
television through an 
agreement with EchoStar. 
With this launch, we will be 
the only major company in 
the country t o  offer customers 
a complete bundle: local 
and long distance calling, 

Annual Dividends 
per Common Share 
(Declared) 

broadband through SBC Yahoo! DSL, wireless through Cingular 
Wireless and entertainment through SBC DlSH Network. 

DSL lnternet 
SBC Yahoo! DSL is the largest DSL provider in the country. 
Last year, we added 1.3 million lines for a total of 3.5 million. 

A major sales channel expansion we began in late 2003 is 
expected t o  increase our DSL momentum even more in 2004. 
SBC Yahoo! DSL is now available through some 2,000 stores 
such as Best Buy, Radioshack and Sam's Clubs - in addition 
t o  our own company channels and online from Yahoo! 

We also expanded our DSL coverage footprint in 2003 t o  
reach 75 percent o f  our customer locations at year end, and we 
expect t o  reach nearly 80 percent in the first quarter of 2004. 

SBC Yahoo! DSL is currently rolling out a groundbreaking 
Wi-Fi initiative called FreedomLinkSM. FreedomLinkSM will 
connect SBC customers t o  the lnternet from the road via 
hot spots that are scheduled t o  be available in more than 
6,000 hotels, airports, convention centers and other venues 
throughout the 13-state SBC territory by the end o f  2006. 

Long Distance 
SBC more than doubled i t s  long distance lines in 2003, 
adding 8.3 million for  a total o f  14.4 million lines. This 
made SBC the fastest-growing long distance provider in 
the country last year. Our growth was spurred by launches 
in California, Nevada, Illinois, Indiana, Michigan, Ohio 
and Wisconsin during 2003. 

Winning regulatory approvals in late 2003 to  offer long 
distance in  the Midwest marked a crucial turning point for 
SBC, because the region represents more than one-third, or 
about 20 million, o f  our total access lines. We're already 
seeing the same kind o f  access line retention impact in the 
Midwest that we saw in the West and Southwest when we 
entered the long distance business in those regions. Now, for 
the first time in SBC's history, we can offer long distance in 
all 50 states. 

Cingular Wireless 
Wireless is a top growth area for SBC, and Cingular Wireless' 
pending acquisition o f  AT&T Wireless will make SBC the 
majority owner of what promises t o  be the premier wireless 
provider in America. Coming on the heels of the strongest 
subscriber growth in  two years, Cingular announced in  February 
2004 that it will buy No. 3 wireless provider AT&T Wireless. 
This combination wil l  make Cingular a much stronger and more 
efficient competitor in this highly competitive market. 

For Cingular customers, the combination will mean expanded 
coverage t o  97 o f  the top 100 markets, plus improved reliability, 
enhanced call quality and a wide array o f  new and innovative 
services, including even faster wireless broadband services. 

For our company and our stockholders, it provides much 
greater exposure t o  one of the most important growth oppor- 
tunities in the telecom market today. The strong operational 
synergies Cingular expects t o  realize through this combination, 
such as lower advertising expense, increased back-office 
efficiencies and lower capital requirements, would allow 
Cingular to  provide even better sewice a t  a lower cost. 



Cingular made some important strides during 2003, including 
i t s  conversion to  the powerful GSM network technology in all its 
major markets. This conversion is enhancing service quality and 
improving customer satisfaction. GSM, or Global System for 
Mobile ~ommunications, is the world's most popular wireless 
network technology, offering the widest variety of handsets with 
features like color screens, camera phones and lnternet access. 

To further integrate wireless and wireline, Cingular last fall 
introduced FastForwardTM, a first-of-its-kind cradling device 
that allows subscribers to  forward wireless calls t o  home or 
office lines. FastForwardTM gives customers the security of 
wireline, the mobility of wireless and the convenience of 
combining both into one number. This also spells greater 
customer savings, since calls t o  the wireless phone while 
cradled don't count against wireless minutes. 

The initial impact of the much-anticipated "wireless local 
number portability" rules implemented last November - 
allowing customers t o  switch wireless carriers without changing 
numbers or t o  move home numbers t o  wireless phones - was 
less dramatic than many had predicted. That was certainly the 
case at Cingular. 

The technology and spectrum enhancements under way at 
Cingular, combined with the unique wireless/wireline integration 
capabilities it offers, are two reasons we believe porting 
represerits a potential growth opportunity for Cingular in 2004. 

NEW OPPORTUNITI'ES - 2004 AND BEYOND 
Our subscriber growth in all these consumer businesses was 
exceptional in 2003, and we expect another strong year in 
2004, as big gains in our newer offerings bring not only 
new revenue opportunities but  greater stability in our 
wireline business. 

In long distance, we expect continued solid growth in 
2004, particularly in the West and Midwest. In wireless, 
we expect t o  build on the strong momentum Cingular 
generated last year. The conversion t o  GSM technology 
will not  only improve voice quality bu t  also allow Cingular 
to  offer new data services. We believe continued deployment 
of broadband technology will help keep the momentum 
building in our DSL business. 

But perhaps the highest-impact opportunity for  the future 
is in the large-business market, where we're now able t o  
provide both voice and data services on a nationwide basis, 
providing an important new choice t o  business customers. 

Business Markets 
SBC is poised to  tap the enterprise business market, which 
represents a sizable revenue opportunity over the next few 
years. We achieved several milestones last year that position 
us t o  be a strong competitor for  large-business customers. 

First, we completed our national data and IP backbones 
covering both our 13-state area and 30 additional major 
metropolitan areas. Next, we created a national sales force 
more than 1,000 strong dedicated t o  developing new 
opportunities in the large-business market. 

Finally, winning the right t o  sell long distance in our final 
five Midwestern states gave us the critical traction we needed 
in our large-business push, since those states represent such 
a large portion o f  our subscriber base. 

Nearly half the Fortune 1000 companies are headquartered 
within our traditional 13-state service area, so our existing 
customer relationships uniquely position us t o  compete for 
their enterprisewide needs. Large businesses with more than 
half their locations in our 13 states wil l  spend an estimated 
$34 billion on telecom services this year, and they're a 
natural market for us. 

There are several important industry trends driving the 
market, but one of the most significant i s  convergence. Talk 
t o  chief information officers o f  major companies today and 
one o f  the first things they mention is IP services and the need 
to  converge voice and data networks. Among the many 
advantages of convergence, it allows companies to  save money 
by putting their long distance voice on a data network. 

SBC is ideally positioned t o  serve this market by simply 
expanding our existing relationships. We stepped forward in 
2003 wi th PrernierSERVSM, a powerful portfolio of managed 
services that includes a new hosted Voice over lnternet 
Protocol service (VolP) as well as IP-VPN services - flexible 
network connections that can support a broad spectrum of  
IP applications, including VolP. 

This market offers tremendous growth opportunities for 
SBC, and wi th our early leadership position in the VolP area, 
we believe large-business customers will become a more 
important segment of our business over the next few years. 

Working for the Future 
With our strong broadband customer base, we're also well- 
positioned t o  deliver an industry-leading VolP product to 
consumers - as soon as several key regulatory and service- 
quality issues are resolved. 

Although a number o f  telecom companies have announced 
plans t o  deploy VolP for consumers, for the near term, we 
believe our current wireline offerings still provide better call 
quality, features and pricing. 

In the meantime, we're working t o  solve the shortcomings 
inherent with consumer VolP services available today, such as 
9-1-1 responders' inability t o  locate the caller and service 
interruptions due t o  power failure. As the regulatory and 
technical uncertainties are resolved, we'll be ready t o  move 
aggressively t o  provide consumers not only wi th reliable 
VolP service but with value-added features. - 

Across the country, we are continuing t o  migrate from 
a circuit-switched national network t o  a packet-switched IP 
network - moving from copper t o  fiber. This reflects the 
ongoing shift in  demand from mostly voice t o  mostly data, 
and it provides the ability t o  integrate wireline and wireless. 

SBC has been a leader for  125 years in  technology 
develoament, and be assured that  we will develop and 

solutions for the f, 

Debt 

J t l  I re t o  satisfy the exploding 
demand for bandwidth to  
handle our customers' voice, 
data and video needs. 

ENHANCING CUSTOMER 
SERVICE, IMPROVING 
EFFICIENCY, EEDUCING COST 
Providing top-quality, on-time 
service is our heritage, and 
we're investing in literally 
hundreds of initiatives that 
will not only help us serve our 
customers better, but do so 
more efficiently and at a lower 
cost. As a result of these 
projects, last year our overall 
on-time installation rate was 
up, repair times were down, 
field technician productivity 
increased and customer evalu- 
ations of our service quality 
showed steady improvement. 



These initiatives also will fundamentally transform our 
cost structure by standardizing, optimizing and consolidating 
various functions. Reducing cost is critical, as competition for 
telecom customers intensifies. Productivity improvements 
under way today are expected t o  save an estimated 
$1.3 billion annually in expense and capital costs by 2006. 

FINANCIALLY STRONG, FOCUSED O N  STOCKHOLDER VALUE 
Thanks t o  our disciplined financial management during one 
o f  the most difficult periods in our industry, SBC remains 
financially very strong and well-equipped for  the long term 
t o  seize opportunities in this dynamic market. Strong cash 
f low allowed us t o  cut debt from $26 billion two years ago 
t o  $18 billion at the end o f  2003, and we maintain the lowest 
debt ratio in our industry. 

We continued t o  return value directly t o  stockholders, both 
through dividends and share repurchases. During 2003, our 
Board o f  Directors increased the quarterly dividend by a total 
of 15.7 percent and declared three extra dividends totaling 
25 cents a share, in addition t o  the quarterly payout. This i s  the 
19th consecutive year the Board has increased the dividend, 
and the increase i s  the largest in  the company's history. At  year 
end, SBC had the largest dividend yield in its peer group. 

In December 2003, the Board also authorized a new share 
repurchase program of  350 million shares through 2008 - 
about 10 percent of outstanding stock. 

These decisions t o  reduce debt, buy back shares and 
increase our dividend were made in an environment in which 
burdensome and uncertain regulatory rules continued t o  
provide a disincentive t o  reinvest more o f  our cash into our 
traditional wireline business. 

REGULATORY ENVIRONMENT 
The FCC's Triennial Review Order that came out  last August 
provided some hope for regulatory relief in broadband, and 
we are optimistic that the remaining uncertainty will be 
clarified shortly by the FCC or the Court of Appeals. We were 
disappointed, however, that onerous unbundling and pricing 
requirements that were overturned twice by the courts were 
not  removed. At this writing, the United States Court of 
Appeals for the District of Columbia Circuit is s t i l l  weighing 
the industry's appeal o f  the order on an expedited basis. 
We're hopeful this is a signal that the court intends t o  reform 
once and for all the wholesale rules that have discouraged 
new investment by the whole industry and put  local phone 
companies at a disadvantage. 

In  2004, we will continue t o  press for rate reform at the 
federal level. We will also participate in proceedings at the 
state level t o  review the below-cost wholesale rates we are 
currently forced t o  charge our competitors and continue 
efforts t o  bring them more in line wi th our costs. Indiana's 
recent decision t o  raise by approximately 30 percent the 
wholesale rate that competitor resellers pay us t o  lease our 
network was a small step in the right direction, and we're 
hopeful other states will take notice. 

We will also work with federal regulators t o  ensure a 
level playing field for all companies that compete in the 
broadband and VolP markets. 

A LOOK AHEAD 
Looking ahead, I'm more optimistic about our future and our 
competitive position than I've been in  several years. No other 
telecom company has our combination o f  assets: 

55 million direct connections t o  homes and businesses 
covering one-third of the United States, including the ,  
headquarters o f  one-half of the Fortune 1000. 

m 

3.5 million high-speed Internet lines. 
24 million wireless customers, a wireless footprint with 
the industry's largest overlap o f  wireline assets and a 
pending acquisition that would make SBC a 60-percent 
owner of America's premier wireless provider. 
A nationwide IP backbone covering the nation's 
largest cities. 
An integrated video entertainment offering. 
One of the world's largest directory advertising 
companies. 
A broad set of international telecom assets. 
A strong financial position. 

The economy finally showed some signs of turning the 
corner late last year, improving our prospects for growth 
both in the consumer and business markets. Gains in  long 
distance, broadband and wireless - combined with improving 
access line trends - are expected t o  yield positive revenue 
growth toward the end of this year. And the foundation 
we're laying in the large-business market should yield 
additional growth in  the years ahead. 

In addition, we saw competition-driven pressure on margins 
flatten in the first quarter of this year, and we expect pension 
and post-retirement benefit costs to  decline. 

Amid these encouraging signs, we're continuing t o  focus 
on building market share and operating more cost effectively. 

We'll keep running our business in a way that has won 
us the respect o f  our employees, customers, partners and 
the communities we serve. Last year, SBC ranked No. 1 on 
Fortune's l i s t  o f  the "Most Admired" telecom companies and 
No. 7 on Fortune's list o f  the top 50 companies for minorities. 
In addition, the company was recognized for having one o f  
the most diverse work forces, management teams and Board 
of Directors in corporate America. 

Finally, we look forward t o  the safe return of the more 
than 200 SBC military reservists who are currently serving 
around the world. These men and women are truly "going 
beyond the call" to  protect America from the threat o f  
international terrorism, and we salute their bravery and 
commitment t o  such important work. 

As we look t o  the rest of 2004, SBC is more confident and 
committed than ever t o  delivering for our stockholders. 
As we return to  positive revenue growth, I'm confident our 
stock price will be rewarded by the market. Meanwhile, 
we'll work hard t o  build value today and in the future. 

Sincerely, 

Edward E. Whitacre Jr. 
Chairman and Chief Executive Officer 
February 18, 2004 



S E L E C T E D  F I N A N C I A L  A N D  O P E R A T I N G  D A T A  
Dollars in millions except per share amounts 

A t  December 31 or for t h e  year ended: 2003 2002 2001 2000 1999 

Financial Data' 
-- 

Operating revenues $ 40,843 $ 43,138 $ 45,908 $ 51,374- $ 49,531 
Operating expenses $ 34,374 $ 34,515 $ 35,400 $ 40,904 $ 37,933 
Operating income $ 6,469 $ 8,623 $ 10,508 $ 10,470 $ 11,598 
Interest expense $ 1.241 $ 1.382 $ 1.599 $ 1.592 $ 1.430 

lncome before extraordinary item and 
cumulative effect of accounting changes $ 5,971 $ 7,473 $ 7.008 $ 7.800 $ 6.573 

Net income3 $ 8,505 $ 5,653 $ 7,008 $ 7,800 $ 8,159 

Earnings per common share: 
lncome before extraordinary item and 

cumulative effect of accounting changes $ 1.80 $ 2.24 $ 2.08 $ 2.30 $ 1.93 
Net i n c o m e 3  $ 2.56 $ 1.70 $ 2.08 $ 2.30 $ 2.39 

Earnings per common share - assuming dilution: 
lncome before extraordinary item and 

cumulative effect of a c c o u n t i n c ~  chanaes O 1.80 $ 2.23 $ 2.07 $ 2.27 $ 1.90 - - - 
Net i n c o m e 3  $ 2.56 $ 1.69 $ 2.07 $ 2.27 $ 2.36 
Total assets $100,166 $ 95,057 $ 96,322 $ 98,651 $ 83,215 
Long-term debt $ 16,060 $ 18,536 $ 17,133 $ 15,492 $ 17,475 
Construction and capital expenditures $ 5,219 $ 6,808 $ 11,189 $ 13,124 $ 10,304 
Dividends declared per common s h a r e 4  $ 1.41 $ 1.08 $ 1.025 $ 1.015 $ 0.975 
Book value per common share $ 11.57 $ 10.01 $ 9.82 $ 9.09 $ 7.87 

- Ratio-of-earnings to  fixed charges- - - - - . - - - - 6.54- - _ _ 6.36. - _ - -5.94- -. _ - -6.83. - - 6.52 
Debt ratio 31.9% 39.9% 44.3% 45.0% 42.9 % 
Weighted average common shares 

outstanding (000,000) 
Weighted average common shares 

outstanding with dilution (000,000) 
- - 

End of period common shares 
outstanding (000,000) 3,305 3,318 3,354 3,386 3,395 

Operatinq Data 
-- - 

Network access lines in service (000) - 54,683 57,083 59,532 61,258 60,697 
Lonq-distance lines in service (000) 14,416 6.071 4.877 3.043 1.206 

- -  - 
D S L  lines in service (000) 3,5 15 2,199 1,333 767 115 
Wireless customers (000) - C i n q u l a r I S B C S  24,027 21,925 21.596 19.681 11.151 

--- 

Number of employees 168,950 175,980 193,420 220,090 204,530 

'Amounts i n  the above table have been prepared i n  accordance with accounting principles generally accepted in the United States. Effective January 1,2002, we adopted 
the fair value recognition provisions o f  Statement o f  Financial Accounting Standards No. 123, "Accounting for Stock-Based Compensation" (FAS 123) as amended by 
Statement of Financial Accounting Standards No. 148, "Accounting for Stock-Based Compensation - Transition and Disclosure" (FAS 148). In 2002, we restated our 2001 
and 2000 results. We did not restate 1999 for  our adoption o f  FAS 148, as allowed by the standard; however, had our results for 1999 been restated, net income for 1999 
would have been reduced by $189, or $0.05 per share assuming dilution. 

'Amount for 2001 includes a loss of $28 which was reclassified from an extraordinary loss t o  an ordinary loss, related t o  the January 1, 2003 adoption of Statement of 
Financial Accounting Standards No. 145, "Rescission o f  FASB Statements No. 4,44, and 64, Amendment o f  FASB Statement No. 13, and Technical Corrections," (FAS 145). 
FAS 145 rescinded FASB Statement No. 4, "Reporting Gains and Losses from Extinguishment of Debt, an amendment o f  APB Opinion No. 30". 

3Amounts include the following extraordinary item and cumulative effect of accounting changes: 2003, extraordinary loss o f  $7 related t o  the adoption of Flnancial 
Accounting Standards Board Interpretation No. 46 "Consolidation of Variable Interest Entities, an interpretation o f  Accounting Research Bulletin No. 51" (FIN 46) and 
the cumulative effect o f  accounting changes of $2,541 which includes a $3,677 benefit related t o  the adoption of Statement of Financial Accounting Standards No. 143, 
"Accounting for Asset Retirement Obligations" (FAS 143) and a $1,136 charge reiated t o  the January 1, 2003 change i n  the method in whlch we recognize revenues 
and expenses related t o  publishing directories from the "issue basis" method t o  the "amortization" method; 2002, charges related t o  a January 1, 2002 adoption of 
Statement of Flnancial Accounting Standards No. 142, "Goodwill and other Intangible Assets"; 1999, gain on the sale o f  overlapping cellular properties and change in 
directory accounting at Amerltech. 

4Dividends declared by SBC's Board o f  Directors reflect the following: 2003, includes three additional dividends totaling $0.25 per share above our regular quarterly 
dividend payout. 1999 does not include dividends declared and paid by Ameritech in 1999. 

=Ail periods exclude customers from the overlapping Ameritech wireless properties sold in 1999. Beginning in 2000, the number presented represents 100% of Cingular 
Wireless' (Cinguiar) cellular/PCS customers. Cingular is a joint venture in which we own 60% and is accounted for under the equity method. 



MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
F INANCIAL  CONDIT ION AND R E S U L T S  O F  OPERATIONS 
Dollars in rniliions except per share amounts 

Throughout this document, SBC Communications Inc. is 
referred t o  as "we" or "SBC". We are a holding company 
whose subsidiaries and affiliates operate in the communi- 
cations services industry. Our subsidiaries and affiliates 
provide wireline and wireless telecommunications services 
and equipment and directory advertising services both 
domestically and worldwide. 

You should read this discussion in conjunction with the 
consolidated financial statements and the accompanying 
notes. A reference t o  a Note in this section refers to  the 
accompanying Notes t o  the Consolidated Financial 
Statements. In our tables throughout this section, 
percentage increases and decreases that exceed 100% are 
not considered meaningful and are denoted with a dash. 

RESULTS O F  OPERATIONS 
Consolidated Results 
Our financial results are summarized in the table below. We then discuss factors affecting our overall results for the past three 
years. These factors are discussed in more detail in our segment results. We also discuss our expected revenue and expense 
trends for 2004 in the "Operatincl Environment and Trends of the Business" section. 

Percent Change 

2003 vs. 2002 vs. 
2003 2002 2001 2002 2001 

Operating revenues $40,843 $43, 138 $45,908 (5.3)% (6.0)% 
Operating expenses 34,374 34,515 35,400 (0.4) (2.5) 
Operating income 6,469 8,623 10,508 (25.0) (1 7.9) 
Income before income taxes 8,901 10,457 10,950 (14.9) (4.5) 
Income before extraordinary item and 

cumulative effect of accounting changes 5,971 7,473 7,008 (20.1) 6.6 
Extraordinary item' (7) - - - - 
Cumulative effect of accounting changes283 2,541 (1,820) - - - 
Net income 8.505 5,653 7,008 50.5 (1 9.3) 
Diluted earnings per share 2.56 1.69 2.07 51.5 (1 8.4) 

'2003 includes an extraordinary loss on our real estate leases related t o  the adoption of Financial Accounting Standards Board (FASB) Interpretation No. 46 "Consolidation 
~t!lariabJe.lntecestEntities,dn lnterpretatlan o f  Accounting Research BuUetin NoLfil'L(FIN 46). - - - _. _ - _ . _ _ . . _ - - _ _ _ _ _ . _ _ 

22003 includes cumulative effect of accounting changes of $2,541: a $3,677 benefit related t o  the adoption of Staternent o f  Financial Accounting Standards No. 143, 
"Accounting for Asset Retirement Obligations" (FAS 143); and a $1,136 charge related t o  the January 1, 2003 change in the method in which we recognize revenues 
and expenses related t o  publishing directories from the "issue basis" method to  the "amortization" method. 

32002 includes a cumulative effect of accounting change related t o  the adoption of Staternent o f  Financial Accounting Standards No. 142, "Goodwill and Other 
intangible Assets" (FA5 142). 

Overview Our operating income declined $2,154, or 
25.0%, in 2003, and $1,885, or 17.9%, in 2002. The declines 
in both 2003 and 2002 were due primarily to  an increase in 
our combined net pension and postretirement cost and the 
continued loss of revenues from declining retail access lines. 
The continuing decline in retail access lines has been 
primarily attributable to  customers moving from our retail 
lines to  competitors using our wholesale lines provided under 
the Unbundled Network Element-Platform (UNE-P) rules. 
UNE-P rules require us to  sell our lines and the end-to-end 
services provided over those lines t o  competitors at below 
cost while still absorbing the costs of deploying, provisioning, 
maintaining and repairing those lines. Competitors can then 
take advantage of these below-cost rates to offer services 
at lower prices. See our "Operating Environment and Trends 
of the Business" section for further discussion of UNE-P. 
Additional factors contributing to  the declines in retail access 
lines and revenues were the uncertain US. economy and 
increased competition, including customers using wireless 
technology and cable instead of phone lines for voice and 
data. Although retail access line losses have continued, the 
trend has slowed recently, reflecting our ability t o  now offer 
retail interLATA (traditional) long-distance in all of our 
regions as well as the introduction of offerings combining 
multiple services for one fixed price ("bundles"). 

The 2003 increase in our combined net pension and 
postretirement cost of  $1,917 also contributed t o  the decline 
in operating income. Because of its size, this expense is 
discussed in more detail in "Operating expenses" below. 
The change in our method of accounting for publishing 
directories from the "issue basis" method t o  the 
"amortization" method (see Note 1 and our "Directory 
Segment Results" section) increased operating income 
approximately $80. 

Our income before income taxes declined in 2002, but 
the decline was less than the decline in operating income 
due to  increased gains on sales of international investments 
in 2002. In addition, a lower effective tax rate and a decline 
in our weighted average common shares outstanding 
favorably affected our diluted earnings per share in 2002. 

Operating revenues Our operating revenues decreased 
$2,295, or 5.3%, in 2003 and $2,770, or 6.0%, in 2002. 
The declines in both 2003 and 2002 were primarily due to  
lower voice revenues resulting from the continued loss of 
retail access lines to UNE-P wholesale lines, as well as the 
uncertain U.S. economy and increased competition. UNE-P 
is discussed in greater detail in our "Wireline Segment 
Results" section. Additionally, in 2003, the change in 
directory accounting mentioned above also increased 
revenue approximately $47 (see Note 1). 



Operating expenses Our operating expenses decreased 
$141, or 0.4%, in 2003 and $885, or 2.5%, in 2002. The 2003 
decrease was due t o  several factors. Costs were reduced 
primarily due t o  the decline in our workforce (down more 
than 7,000 employees from 2002). Second, we recorded 
charges in 2002, which favorably affected comparisons with 
2003. Specifically, these 2002 charges included $813 related 
t o  a workforce reduction program (see Note 2) and 
additional bad debt reserves of $125 as a result of the 
WorldCom Inc. (WorldCom) bankruptcy filing. Third, the 
impact of the adoption of FAS 143 decreased our operating 
expenses approximately $280 (see Note 1). Fourth, our 
stock option expense decreased approximately $207 (see 
Note 12) primarily due t o  a decrease in options granted 
during 2003. Additionally, the change in directory 
accounting mentioned above decreased operating expenses 
approximately $33. 

The 2003 decreases were partially offset by increasing 
costs related t o  our pension and postretirement benefit plans. 
Our combined net pension and postretirement cost increased 
operating expenses approximately $1,917 in 2003 (see further 
discussion below). Also offsetting the decrease were increased 
expenses to enhance customer growth, including sales and 
advertising support for digital subscriber line (DSL) and 
long-distance marketing initiatives. In particular, our 
advertising expense increased approximately $435 in 2003. 

Operating expenses decreased in 2002 due to  the decline 
in our workforce (down over 17,000 employees from 2001). 
2002 operating expenses also decreased due t o  our 
adoption of FAS 142, whereby we stopped amortizing 
goodwill (see Note 1). 

Combined Net Pension and Postretirement Cost (Benefit) 
Operating expenses include our combined net pension and 
postretirement cost (benefit) of $1,835, $(82) and $(436) in 
2003,2002 and 2001. A decrease in our combined net 
pension and postretirement benefit, as happened in 2003 
and 2002, causes our operating expense to increase. This 
increased expense of approximately $1,917 in 2003 was 
primarily due t o  net investment losses and t o  pension settle- 
ment gains recognized in 2002 and previous years, which 
reduced the amount of unrealized gains recognized in 2003. 

Four other factors also contributed to  our increased 
combined net pension and postretirement cost in 2003. 
First, this cost increased approximately $343 due to  our 
decision to  lower our expected long-term rate of return on 
plan assets from 9.5% t o  8.5% for 2003, based on our long- 
term view of future market returns. Second, the reduction 
of the discount rate used to  calculate service and interest 
cost from 7.5% to  6.75%, in response to  lower corporate 
bond interest rates, increased this cost approximately $1 63. 
Third, higher-than-expected medical and prescription drug 
claims increased expense approximately $152. Fourth, in 
response to rising claim costs, we increased the assumed 
medical cost trend rate in 2003 from 8.0% to  9.0% for 
retirees 64 and under and from 9.0% to  10.0% for retirees 
65 and over, trending to  an expected increase of 5.0% in 
2009 for all retirees, prior t o  adjustment for cost-sharing 
provisions of the medical and dental plans for certain retired 
employees. This increase in the medical cost trend rate 
increased our combined net pension and postretirement cost 
approximately $187. See Note 10 for further detail of our 

actuarial estimates of pension and postretirement benefit 
expense and actuarial assumptions. 

Retirement Offers Operating expenses also include 
expenses for enhanced pension and postretirement benefits 
of approximately $44, $486 and $173 in 2003,2002 and 2001 
in connection with voluntary enhanced retirement programs 
offered to  certain management and nonmanagement 
employees as part of  workforce reduction programs. 

In September 2003, the Internal Revenue Service (IRS) 
increased the interest rate used t o  calculate pension plan 
lump sums from 4.53% to  5.31 %, effective for employees 
who retired after September 30, 2003. The increase in this 
interest rate resulted in smaller lump sum pensions for some 
of our employees. We chose t o  extend the 4.53% rate to  
employees who retired before November 1, 2003. The exten- 
sion of this lump sum benefit rate was accounted for as a 
special termination benefit and increased our 2003 fourth- 
quarter pension benefit expense approximately $28. 

Pension Settlement GaindLosses Under U.S. generally 
accepted accounting principles (GAAP), on a plan-by-plan 
basis, if lump sum benefit payments made to  employees 
upon termination or retirement exceed required thresholds, 
we recognize a portion of previously unrecognized pension 
gains or losses attributable to  that plan's assets and 
liabilities. Until 2002, we had an unrecognized net gain, 
primarily because our actual investment returns exceeded 
our expected investment returns. During 2002 and 2001, 
we made lump sum benefit payments in excess of the GAAP 
thresholds, resulting in the recognition of net gains, 
referred to  as "pension settlement gains". We recognized 
net pension settlement gains of approximately $29 and 
$1,363 in 2002 and 2001. Due to  U.S. securities market 
conditions, our plans experienced investment losses during 
2002 and 2001 resulting in a decline in pension assets, 
causing us to  have a net unrecognized loss. Net settlement 
gains in 2002 include settlement losses during the latter part 
of the year, reflecting the continued investment losses 
sustained by the plan. Settlement gains for 2001 were 
primarily related to  a voluntary enhanced pension and 
retirement program implemented in October 2000. We 
did not recognize any settlement gains or losses in 2003. 

Medical Cost Controls As a result of  the continued 
increase in our combined net pension and postretirement 
cost and the costs expected in 2004, discussed in "Operating 
Environment and Trends of the Business", we have taken 
steps to implement additional cost controls. To reduce the 
increased medical costs mentioned above, in January 2003, 
we implemented cost-saving design changes in our 
management medical and dental plans including increased 
participant contributions for medical and dental coverage 
and increased prescription drug co-payments. These changes 
reduced our postretirement cost approximately $229 in 2003. 

In early 2004, nonmanagement retirees were notified of 
medical coverage changes that will become effective on 
January 1, 2005. These changes include adjustments to  
co-pays and deductibles for prescription drugs and a choice of 
medical plan coverage between the existing plans, including 
monthly contribution provisions or a plan with higher co-pays 
and deductibles but no required monthly contribution from 
the retiree during 2005. We expect these changes to reduce 
2004 expenses in the range of $300 to  $600. 



MANAGEMENT'S DISCUSSION AND ANALYSIS O F  
F INANCIAL  CONDIT ION AND RESULTS O F  OPERATIONS ( C O N T I N U E D )  
Dollars in millions except per share amounts 

2003 Accounting Changes 
Directory Accounting Effective January 1,2003, we 

changed our method of recognizing revenues and expenses 
related to  publishing directories from the "issue basis" 
method to  the "amortization" method. The issue basis 
method recognizes revenues and expenses at the time the 
initial delivery of  the related directory title is completed. 
Consequently, quarterly income tends to  vary with the 
number and size of directory titles published during a 
quarter. The amortization method recognizes revenues and 
expenses ratably over the life of  the directory title, which is 
typically 12 months. Consequently, quarterly income tends to  
be more consistent over the course of a year. We decided to 
change methods because the amortization method has now 
become the more prevalent method used among significant 
directory publishers. This change will allow a more meaning- 
ful comparison between our directory segment and other 
publishing companies (or publishing segments of larger 
companies). Our directory accounting change resulted in a 
noncash charge of $1,136, net of an income tax benefit of 
$714, recorded as a cumulative effect of accounting change 
on the Consolidated Statement of lncome as of January 1,2003. 
The effect of  this change was t o  increase consolidated 
pre-tax income and our directory segment income for 2003 
by $80 ($49 net of tax, or $0.01 per diluted share). 

FAS 143 On January 1,2003, we adopted FAS 143, 
which sets forth how companies must account for the costs 
of removal of  long-lived assets when those assets are no 
longer used in a company's business, but only if a company 
is  legally required to  remove such assets. FAS 143 requires 
that companies record the fair value of the costs of removal 
in the period in which the obligations are incurred and 
capitalize that amount as part of the book value of the 
long-lived asset. In connection with the adoption of FAS 143 
on January 1, 2003, we reversed all existing accrued costs 
of removal for those plant accounts where our estimated 
costs of  removal exceeded the estimated salvage value. 
The noncash gain resulting from this reversal was $3,684, 
net of deferred taxes of $2,249, recorded as a cumulative 
effect of accounting change on the Consolidated Statement 
of lncome as of January 1, 2003. In addition, TDC N S  (TDC), 
the Danish national communications company in which we 
hold an investment accounted for on the equity method, 
recorded a loss upon adoption of FAS 143. Our share of that 
loss was $7, which included no tax effect. This noncash 
charge of $7 was also recorded as a cumulative effect of  
accounting change on the Consolidated Statement of 
lncome as of January 1, 2003 (see Note 1). 

Beginning in 2003, for those types of plant accounts 
where our estimated costs of  removal exceeded the 
estimated salvage value, we now expense all costs of 
removal as we incur them (previously those costs had been 
recorded in our depreciation rates). As a result, our 
depreciation expense will decrease immediately and our 
operations and support expense will increase as these 
assets are removed from service. The effect of  this change 
was t o  increase consolidated pre-tax income and our 
wireline segment income for 2003 by $280 ($172 net of  
tax, or $0.05 per diluted share). However, over the life of 
the assets, total operating expenses recognized under this 
new accounting method will be approximately the same 

as under the previous method (assuming the cost of removal 
would be the same under both methods). 
2002 Accounting Change The year 2001 included 

amortization expense related to  goodwill and Federal 
Communications Commission (FCC) wireless licenses now 
owned by Cingular Wireless (Cingular). Beginning in 2002, 
goodwill and these wireless licenses are no longer being 
amortized under FAS 142 (see Note 1). 

lnterest expense decreased $141, or 10.2%, in 2003 and 
$217, or 13.6%, in 2002. The 2003 decrease was primarily 
related to  lower debt levels, which decreased approximately 
$4,102. During 2003 we called, prior t o  maturity, 
approximately $1,743 of long-term debt obligations. 
The 2002 decrease was due t o  lower composite rates, a 
lower outstanding balance of commercial paper and the 
elimination of interest expense associated with payables 
to  Cingular, which was due t o  a 2001 agreement to net our 
notes payable with our notes receivable from Cingular. 

lnterest income increased $42, or 7.5%, in 2003 and 
decreased $121, or 17.7%, in 2002. The increase for 2003 
was primarily due t o  an increase in average investment 
balances and from early settlement of  our notes receivable 
related t o  our 2002 sale of our investment in Bell Canada 
Holdings Inc. (Bell Canada) to  BCE, Inc. (BCE), which included 
a pre-payment of interest of approximately $37. These 
increases were partially offset by a decrease in interest rates 
charged to  Cingular (see Note 15). The decrease in 2002 was 
the result of  the reduction of interest income associated 
with the reduced balance of notes receivable from Cingular 
as a result of  the 2001 netting agreement discussed above. 

Equity in  net income of affiliates decreased $668, or 
34.8%, in 2003 and increased $326, or 20.4%, in 2002. 
The 2003 decrease was due t o  lower results from our 
international holdings, largely attributable t o  gains that 
occurred in 2002, and foregone equity income from the 
disposition of investments. The decrease was also due to  
lower 2003 operating results from Cingular. lncome from 
our international holdings decreased approximately $546 
in 2003 compared to  2002. Our proportionate share of 
Cingular's results decreased approximately $146 in 2003. 

The 2002 increase was due t o  higher income of 
approximately $597 from our international holdings, 
primarily due t o  larger gains in 2002 than in 2001. The 
increase was partially offset by a decline in Cingular's 
results. Our proportionate share of Cingular's results 
decreased approximately $270 in 2002. 

We account for our 60% economic interest in Cingular 
under the equity method of accounting and therefore 
include our proportionate share of Cingular's results in 
our equity in net income of affiliates line item in our 
Consolidated Statements of Income. Results from our 
international holdings are discussed in detail in 
"International Segment Results" and Cingular's operating 
results are discussed in detail in the "Cingular Segment 
Results" section. (Our accounting for Cingular is described 
in more detail in Note 6.) 

Other income (expense) - net We had other income of 
$1,817 in 2003, $734 in 2002 and other expense of $236 in 
2001. Results for 2003 include gains of approximately $1,574 
on the sale of our interest in Cegetel S.A. (Cegetel) and gains 
of $201 on the sales of Yahoo! Inc. (Yahoo) and BCE shares. 



Results for 2002 primarily include gains of approximately 
$603 on the redemption of our interest in Bell Canada and 
gains of $191 on the sale o f  shares in equity investments, 
consisting of the sale of shares of Telefonos de Mexico, S.A. 
de C.V. (Telmex), America Movil S.A. de C.V. (America Movil) 
and Amdocs Limited (Amdocs). These gains and income were 
partially offset by a charge of approximately $75 related to  
the decrease in value of our investment in WilTel 
Communications (WilTel) (formerly Williams Communications 
Group Inc.) combined with a loss on the sale of our web- 
hosting operations. 

Results for 2001 included gains on the full or partial sale of 
investments of approximately $476, including our investments 
in TransAsia Telecommunications, Smith Security, Amdocs 
shares and other investments. An additional increase of $120 
resulted from a reduction of a valuation allowance on a note 
receivable related to  the sale of Ameritech's security monitor- 
ing business. The 2001 income and gains were more than 
offset by charges and losses, including combined expenses 
of approximately $401 related t o  valuation adjustments of 
WilTel and certain other cost investments accounted for under 
Financial Accounting Standards Board Statement No. 115, 
"Accounting for Certain Investments in Debt and Equity 
Securities" (FAS 11 5). These valuation adjustments resulted 
from an evaluation that the decline was other than 
temporary. We also recognized a charge of $341 indicated 
by a transaction pending as of December 31,2001, to  reduce 
the direct book value of our investment in Telecom Americas Ltd. 
The transaction closed in early 2002. Additionally we 
recognized a loss of approximately $61 on the sale of 
Ameritech's cable television operations. 

lncome taxes decreased $54, or 1.8%, in 2003 and $958, 
or 24.3%, in 2002. The decrease in income tax in 2003 
compared to  2002 was primarily due t o  lower income before 
income taxes and a lower effective tax rate in 2002. The 
decrease in income taxes in 2002 compared to  2001 was 
primarily the result of lower income and also a lower 
effective tax rate. The lower effective tax rate primarily 
related to  lower state taxes including reductions due to  one- 
time changes in the legal forms of various entities, increased 
realization of foreign tax credits, adoption of FAS 142, and 
a tax benefit from a restructuring of certain investments. 

Extraordinary item in 2003 included an extraordinary loss 
of $7, net of taxes of $4, related t o  consolidation of real 
estate leases under FIN 46 (see Note 1). 

Cuinulative effect of  accounting changes Effective 
January 1,2003, we changed our method of recognizing 
revenues and expenses related t o  publishing directories 
from the "issue basis" t o  the "amortization method". Our 
directory accounting change resulted in a noncash charge 
of $1,136, net of  an income tax benefit of  $714, recorded 
as a cumulative effect of  accounting change on the 
Consolidated Statement of lncome as of January 1, 2003 (see 
"2003 Accounting Changes" above and Note 1). 

On January 1, 2003, we adopted FAS 143, which changed 
the way we depreciate certain types of our property, plant 
and equipment. The noncash gain resulting from adoption 
was $3,677, net of deferred taxes of $2,249, recorded as a 
cumulative effect of  accounting change on the Consolidated 
Statement of lncome as of January 1, 2003 (see "2003 
Accounting Changes" above and Note 1). 

On January 1,2002, we adopted FAS 142. Adoption of 
FAS 142 means that we stopped amortizing goodwill, and 
at least annually we will test the remaining book value of 
goodwill for impairment. Our total cumulative effect of 
accounting change from adopting FAS 142 was a noncash 
charge of $1,820, net of an income tax benefit of $5,' 
recorded as of January 1,2002 (see Note 1). 

Segment Results 
Our segments represent strategic business units that 
offer different products and services and are managed 
accordingly. As required by GAAP, our operating segment 
results presented in Note 4 and discussed below for each 
segment follow our internal management reporting. 
Under GAAP segment reporting rules, we analyze our 
various operating segments based on segment income. 
Interest expense, interest income, other income (expense) - 
net and income tax expense are managed only on a total 
company basis and are, accordingly, reflected only in 
consolidated results. Therefore, these items are not 
included in the calculation of each segment's percentage 
of our total segment income. We have five reportable 
segments that reflect the current management of our 
business: (1) wireline; (2) Cingular; (3) directory; 
(4) international; and (5) other. - 

The wireline segment accounted for approximately 
65% of our 2003 consolidated segment operating revenues 
as compared t o  66% in 2002 and 46% of our 2003 
consolidated segment income as compared to  51 % in 2002. 
We operate as both a retail and wholesale seller of  
communications services providing landline telecommuni- 
cations services, including local and long-distance voice, 
switched access, data and messaging services. 

The Cingular segment accounted for approximately 27% 
of our 2003 consolidated segment operating revenues as 
compared to  26% in 2002 and 12% of our 2003 consolidated 
segment income as compared to  11 % in 2002. This segment 
reflects 100% of the results reported by Cingular, our wireless 
joint venture and replaces our previously titled "wireless" 
segment, which included 60% of Cingular's revenues and 
expenses. Although we analyze Cingular's revenues and 
expenses under the Cingular segment, we eliminate the 
Cingular segment in our consolidated financial statements. 
In our consolidated financial statements, we report our 60% 
proportionate share of Cingular's results as equity in net 
income of affiliates. Cingular offers both wireless voice and 
data communications services across most of the US., 
providing cellular and PCS services. 

The directorysegment accounted for approximately 8% 
of our 2003 and 2002 consolidated segment operating 
revenues and 26% of our 2003 consolidated segment 
income as compared t o  21 % in 2002. This segment includes 
all directory operations, including Yellow and White Pages 
advertising and electronic publishing. In the first quarter of  
2003 we changed our method of accounting for revenues 
and expenses in our directory segment. Results for 2003, 
and going forward, will be reported under the amortization 
method. This means that revenues and direct expenses are 
recognized ratably over the life of the directory title, 
typically 12 months. This accounting change will affect only 
the timing of the recognition of a directory title's revenues 
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and direct expenses. It will not affect the total amounts 
recognized for any directory title. 

All investments with primarily international operations 
are included in the international segment, which accounted 
for less than I % of our 2003 and 2002 consolidated segment 
operating revenues and 7% of our 2003 consolidated 
segment income as compared t o  9% in 2002. Most of our 
international interests are accounted for under the equity 
method and therefore are reflected in segment income but 
not in segment revenue or expense. 

Wireline 

Segment Results 

The other segment includes all corporate and other 
operations as well as the equity income from our investment 
in Cingular. Although we analyze Cingular's revenues and 
expenses under the Cingular segment, we record equity in 
net income of affiliates (from non-international investments) 
in the other segment. 

The following tables show components of results of  
operations by segment. We discuss significant segment 
results following each table. We discuss capital expenditures 
for each segment in "Liquidity and Capital Resources". 

Percent Change 

2003 vs. 2002 vs. 
2003 2002 2001 2002 2001 

Segment operating revenues 
Voice $22,077 $24,716 $26,675 (1 0.7) % (7.3)% 
Data 10,150 9,639 9,631 5.3 0.1 
Long-distance voice 2,561 2,324 2,436 10.2 (4.6) 
Other 1,616 1,713 1,948 (5.7) (12.1) 

Total Segment Operating Revenues 36,404 38,392 40,690 (5.2) (5.6) 
Segment operating expenses 

Cost of sales 15,805 15,536 15,788 1.7 (1.6) 
Selling, general and administrative 8,794 8,445 8,221 4.1 2.7 
Depreciation and amortization 7,763 8,442 8,461 (8.0) (0.2) 

Total Segment Operating Expenses 32,362 32,423 32,470 (0.2) (0.1) 
Segment Income $ 4,042 $ 5,969 $ 8,220 (32.3)% (27.4)% 

Our wireline segment operating income margin was 11.1 % 
in 2003, compared t o  15.5% in 2002 and 20.2% in 2001. 
The continued decline in our wireline segment operating 
income margin was due primarily t o  the continued loss of 
revenues from a net decline in retail access lines (as shown 
in the following table) from 2002 t o  2003 of 3,703,000, or 
7.3%, and from 2001 to  ZOO2 of 4,561,000, or 8.2%. This 
decline was primarily caused by our providing below-cost 
UNE-P lines to competitors. (The UNE-P rules and their 
impact are discussed in "Overview" and in "Operating 

Access Lines 

Environment and Trends of the Business".) Additional factors 
contributing to  the margin decrease were loss of revenues 
from the uncertain U.S. economy, increased competition, 
increased combined net pension and postretirement cost, 
the cost of our growth initiatives in long-distance and DSL, 
and an increase in customers using wireless technology and 
cable instead of phone lines for voice and data. Following 
i s  a summary of our access lines at December 31,2003, 
2002 and 2001: 

(in 000s) 

Percent Change 

2003 vs. 2002 vs. 
2003 2002 2001 2002 2001 

Retail - Consumer 28,842 31,359 34,517 (8.0)% (9.1)% 
Retail - Business 18,264 19,450 20,853 (6.1) (6.7) 
Retail Sub-total 47.106 50.809 55.370 (7.3) (8.2) . . . , 

Percent of total switched access lines 86.1% 89.0% 93.0% 

UNE-P 6,664 4,963 2,400 34.3 - 
Resale 445 801 1,235 (44.4) (35.1) 
Wholesale Sub-total 7,109 5.764 3.635 23.3 58.6 

Percent of total switched access lines 13.0% 10.1% 6.1 % 

Payphones (retail and wholesale) 468 510 527 (8.2) (3.2) 
Percent of total switched access lines 0.9% 0.9% 0.9% 

Total Switched Access Lines 54,683 57,083 59,532 (4.2)% (4.1)% 



Total switched access lines in service at December 31, 2003, 
declined 4.2%, from 2002 levels. During this same period, 
wholesale lines increased 23.3%. The decline in total access 
lines reflects the continuing reluctance of U.S. businesses to 
increase their workforces, the disconnection of secondary 
lines and continued growth in alternative communication 
technologies such as wireless, cable and other internet-based 
systems. As our ratio of wholesale lines t o  total access lines 
continues t o  grow, additional pressure will be applied to  our 
wireline segment operating margin, since the wholesale 
revenue we receive is significantly less due to  the various 
state UNE-P rates, but our cost t o  service and maintain 
wholesale lines is essentially the same as for retail lines. 

Total switched access lines in service at December 31, 2002, 
declined 4.1 %, from 2001 levels. During this same period, 
wholesale lines increased by 58.6%. Wholesale lines 
represented 10.1 % of total access lines at December 31, 2002, 
compared t o  6.1 % of total lines a year earlier. 

While retail access lines have continued to  decline, the 
trend has slowed recently in our West and Southwest 
regions reflecting our ability t o  now offer retail interLATA 
(traditional long-distance) service in  those regions and the 
introduction of bundled offerings in those regions (see 
"Long-distance voice" below). In late 2003, we began 
offering retail interLATA service in our Midwest region (see 
our "Operating Environment and Trends of the Business"). 
Retail access lines for the Midwest region have decreased 
10.1% since December 31, 2002, compared with declines of 
4.9% in the Southwest region and 6.7% in the West region 
for the same period. As a result of  our launch of interLATA 
long-distance service in the Midwest region in late 2003, we 
expect that retail access line losses in this region will begin 
t o  moderate somewhat in future periods based on the 
experience of our other regions. However, while we 
experienced a decrease in UNE-P access line losses in the 
fourth quarter of 2003, the expected favorable impact from 
offering interLATA long-distance service in the Midwest may 
be somewhat mitigated by the UNE-P rates in effect in those 
states, which are generally lower than in our other states. 
See further discussion of the details of our wireline segment 
revenue and expense fluctuations below. 

Voice revenues decreased $2,639, or 10.7%, in 2003 and 
$1,959, or 7.3%,.in 2002 due primarily to  the continued loss 
of retail access lines caused by providing below-cost UNE-P 
(see the table above). The uncertain US. economy and 
increased competition, including customers using wireless 
technology and cable instead o f  phone lines for voice and 
data. also contributed t o  the decline in revenues. The contin- 
ued access line declines decreased revenues approximately 
$1,416 in 2003 and $1,117 in 2002. A decline in demand for 
calling features (e.g., Caller ID and voice mail) decreased 
revenues approximately $329 in 2003 and $238 in 2002 due 
in part t o  the access line declines and an uncertain economy. 

Pricing responses to  competitors' offerings and regulatory 
changes reduced revenue approximately $398 in 2003 and 
$7 in 2002. Billing adjustments with our wholesale customers 
also decreased revenues approximately $297 in 2003. 
Reduced demand for inside wire service agreements 
decreased revenues approximately $138 in 2003 and $1 18 in 
2002. Revenue also decreased approximately $210 in 2003 
and $75 in 2002 due to  an interim California regulatory 

order that reduced UNE-P pricing. Revenue from "local plus" 
plans (expanded local calling area) declined $92 as more 
customers chose broader long-distance and other bundled 
offerings. Payphone revenues decreased approximately $99 
in 2003 and $109 in 2002 due to  a continued decline in 
usage. Reduced demand for voice equipment located on 
customer premises decreased revenues approximately $59 
in 2003 and $248 in 2002. Revenues also decreased 
approximately $34 in 2003 and $86 in 2002 due to the 
July 2000 Coalition for Affordable Local and Long Distance 
Service (CALLS) order which capped prices for certain services. 
Revenue was also lower in 2002 by approximately $1 17 due 
to  the June 2001 Illinois legislation which increased 2001 
revenues. This June 2001 legislation imposed new require- 
ments on Illinois telecommunications companies relating 
to  service standards, service offerings and competitors' 
access to  our network. Revenue in 2002 was also lower by 
approximately $66 due to  the reversal of an accrual related 
to  an FCC rate-related issue which increased 2001 revenue. 
Partially offsetting these revenue declines, demand for 
wholesale services, primarily UNE-P lines provided t o  
competitors, increased revenues approximately $478 in 
2003 and $200 in 2002. 

Revenue also decreased approximately $37 in 2003 and 
increased approximately $47 in 2002 due to  accruals related 
to the 2002 approval by the Texas Public Utility Commission 
(TPUC) that allows us to  collect higher local rates than we 
had previously billed in 32 telephone exchanges (retroactive 
to  1999). In 2002, we accrued revenue of $47 in connection 
with this issue and accrued an additional $10 in 2003. (These 
accruals represent previously earned revenue which we 
began collecting in the fourth quarter of 2003 and will 
continue to  prospectively collect.) In addition to  these 
accruals, beginning in the fourth quarter of 2002 we began 
charging the higher local rates approved by the TPUC on 
a going-forward basis. As a result of  these higher rates, 
revenue increased approximately $15 in 2003 and $3 in 
2002. The net effect of  the TPUC's 2002 decision was to 
decrease revenue approximately $22 in 2003 and increase 
revenue approximately $50 in 2002. 

Data revenues increased $51 1, or 5.3%, in 2003 and $8, 
or 0.1 %, in 2002. The increases are primarily due to 
continued growth in DSL, our broadband internet-access 
service, which increased approximately $484 in 2003 and 
$326 in 2002. The number of DSL lines in service grew to 
approximately 3,515,000 in 2003 as compared to 2,199,000 
at the end of 2002 and 1,333,000 at the end of 2001. 

Our high-capacity transport services, which include DSls 
and DS3s (types of dedicated high-capacity lines), and SONET 
(a dedicated high-speed solution for multi-site businesses), 
represented about 65% of our total data revenues in 2003 
and 69% in 2002. Revenue from these high-capacity services 
was essentially flat in both 2003 and 2002 as increased 
demand was mostly offset by price decreases and volume 
discounts t o  respond t o  competition. These price decreases 
also included the impact of the continued implementation 
of the 2000 federal CALLS order of approximately $82 in 
2003 and $78 in 2002. 

2003 data revenues also increased approximately $45 as a 
result of a settlement with WorldCom. This increase was 
partially offset by approximately $26 related to  a prior-year 
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WorldCom settlement, which increased 2002 revenue. In 
2002, our e-commerce revenues increased approximately 
$152, primarily due to  our acquisition of Prodigy 
Communications Corp. (Prodigy) in late 2001. The 2002 
increases in data transport and e-commerce were virtually 
offset by a decrease of approximately $537 in revenues from 
data equipment sales and network integration services. 

Long-distance voice revenues increased $237, or 10.2%, 
in 2003 and decreased $1 12, or 4.6%, in 2002. The 2003 
increase was primarily driven by increased sales of combined 
long-distance and local calling fixed-fee offerings (referred 
t o  as bundling) in our West and Southwest regions as well 
as strong early results in the Midwest, where we launched 
long-distance service in late September and October 2003. 
Retail interLATA long-distance (traditional long-distance) 
revenues increased approximately $385 reflecting our ability 
t o  now offer nationwide long-distance services. In addition 
t o  our previous entries into the Arkansas, Kansas, Missouri, 
Oklahoma and Texas (collectively, our "Southwest" region) 
and Connecticut long-distance markets, we entered the 
long-distance markets in California in  December 2002; 
Nevada in April 2003 (both, our "West" region); Michigan 
in late September 2003 and, most recently, Illinois, Indiana, 
Ohio and Wisconsin (all five, our "Midwest" region) in 
late October 2003. Also contributing t o  the increase was 
continuing growth in our international calling bundles and our 
business long-distance service. Our retail international long- 
distance revenue increased approximately $1 12 due to  higher 
call volumes tha.t originate or terminate internationally. 

Partially offsetting these increases was a decline of 
approximately $286 in retail infraLATA long-distance (local 
toll) revenues. The decrease in intraLATA revenues is due to  
access line losses, a decline in minutes of use and price 
decreases caused by increased competition and our fixed-fee 
bundling packages. IntraLATA revenues declined approxi- 
mately $106 due to  access line losses. Market-driven price 
reductions decreased intraLATA revenues approximately 
$53. The remainder of  the intralATA revenue decline was 
primarily due to  decreases in billed intraLATA minutes of 
use. The decline in usage mainly related t o  the increased 
sales of our fixed-fee bundles, which do not separately 
bill minutes of use. We expect these declining intraLATA 
revenue trends to  continue. 

The 2002 decrease in long-distance revenue was due to  a 
decrease of approximately $381 in retail intraLATA revenues 
primarily due to  increased competition throughout our 
13-state area. We were required to  open our markets to  
competition in order to  gain approval t o  offer interlATA 
long-distance service. The decline in local toll revenues was 
only partially offset by increases in long-distance revenues in 
the six states where we were authorized t o  offer interLATA 
long-distance services for virtually all of  2002. In particular, 
intraLAliA minutes of use declined approximately 19.6%, 
which decreased revenues approximately $171. IntraLATA 
revenues also decreased approximately $85 resulting from 
access line losses. Partially offsetting the intraLATA revenue 

- , decline was an increase in retail interlATA revenues of 
approximately $155, resulting from our 2001 entries into the 
Arkansas, Kansas, Missouri and Oklahoma long-distance 
markets in addition t o  our previous entries into the Texas 
and Connecticut markets. 

Revenue from wholesale long-distance services provided 
to Cingular, under a 2002 related-party agreement, 
increased approximately $24 in 2003 and $1 14 during 2002. 
However, this did not have a material impact on our net 
income as the long-distance revenue was mostly offset when 
we recorded our share of equity income from Cingular. 

Other operating revenues decreased $97, or 5.7%, in 
2003 and $235, or 12.1 %, in 2002. Revenue from directory 
and operator assistance, billing and collection services 
provided to  other carriers, wholesale and other miscella- 
neous products and services decreased approximately 
$1 19 in 2003 and $127 in 2002. Various one-time billing 
adjustments decreased revenues approximately $75 in 2003 
and $49 in 2002, and adjustments t o  our deferred activation 
revenues decreased revenues $77 in 2002. Partially offsetting 
these decreases, price increases, primarily in directory 
assistance, increased revenue approximately $38 in 2003 
and $63 in 2002. In addition, commissions paid by Cingular 
for wireless sales from SBC sources increased revenue 
approximately $55 in 2003 and $7 in 2002. Recognition of 
wireline deferred activation fees also increased revenues 
approximately $7 in 2003. 

Cost of sales expenses increased $269, or 1.7%, in 2003 
and decreased $252, or 1.6%, in 2002. Cost of  sales consists 
of costs we incur t o  provide our products and services, 
including costs of  operating and maintaining our networks. 
Costs in this category include our repair technicians and 
repair services, network planning and engineering, operator 
services, information technology, property taxes related to  
elements of our network, and payphone operations. 
Pension and postretirement costs are also included to  the 
extent that they are allocated to  our network labor force 
and other employees who perform the functions listed in 
this paragraph. 

Our combined net pension and postretirement cost 
(which includes certain employee-related benefits) increased 
approximately $824 in 2003 and $1,307 in 2002 due to  
enhanced termination benefits, net investment losses, 
varying levels of net settlement gains ($0 in 2003, $19 in 
2002 and $807 in 2001), the effect of previous recognition 
of pension settlement gains reducing the amount of 
unrealized gains recognized in the current year, a lower 
assumed long-term rate of return on plan assets and a 
reduction in the discount rate (see Note 10). Salary and 
wage merit increases and other bonus accrual adjustments 
increased expense approximately $508 in 2003 and $175 in 
2002. Wage increases in 2002 were partially offset by 
termination of most management vacation carry-over 
policies and reduction of employee bonuses. Reciprocal 
compensation expense (fees paid t o  connect calls outside 
our network) for our long-distance lines increased 
approximately $248 in 2003 and $134 in 2002 due to  a 
significant increase in minutes used from additional long- 
distance customers since we began service in California, and 
to  the increased sales of fixed-fee plans with unlimited 
usage. Costs associated with equipment sales and related 
network integration services increased approximately $77 
in 2003, compared to  a decrease of $652 in 2002, which 
was primarily due to  previous efforts t o  de-emphasize 
low-margin equipment sales. 



Partially offsetting the increases, lower employee levels 
decreased expenses, primarily salary and wages, 
approximately $312 in 2003 and $559 in 2002. Expenses 
decreased approximately $221 in 2003 due t o  lower 
severance accruals, after increasing approximately $1 14 in 
2002. Other employee-related expenses including travel, 
training and conferences decreased approximately $34 in 
2003 and $143 in 2002. 

Nonemployee-related expenses such as contract services, 
agent commissions and materials and supplies costs 
decreased approximately $545 in 2003 and $424 in 2002. 
Reciprocal compensation expense related to  our wholesale 
lines decreased approximately $212 in 2003 as the lower 
rates that we have negotiated with other carriers have more 
than offset the growth in minutes that our customers have 
used outside of our network. In 2002, reciprocal compensa- 
tion expense on our wholesale lines increased approximately 
$44 primarily due to  growth in wireless and competitors' 
local exchange carrier minutes o f  use on our network. 

Expenses decreased approximately $48 in 2002 due 
primarily to  one-time expenses incurred in 2001 t o  
implement the Illinois legislation discussed in "Voice" 
revenues above. Expenses also decreased approximately 
$200 in 2002 due to  costs recorded in 2001 from a 
settlement with the lllinois Commerce Commission related 
t o  a provision of the Ameritech merger. The amount 
represents an estimate of all future cost savings to  be 
shared with our Illinois customers. 

Selling, general and administrative expenses increased 
$349, or 4.1 %, in 2003 and $224, or 2.7%, in 2002. Selling, 
general and administrative expenses consist of  our provision 
for  uncollectible accounts, advertising costs, sales and 
marketing functions, including our retail and wholesale 
customer service centers, centrally managed real estate costs, 
including maintenance and utilities on all owned and leased 
buildings, credit and collection functions and corporate 
overhead costs, such as finance, legal, human resources and 
external affairs. Pension and postretirement costs are also 
included to the extent they relate t o  employees who 
perform the functions listed in this paragraph. 

Salary and wage merit increases and other bonus accrual 
adjustments increased expenses approximately $470 in 2003 
and decreased expenses by approximately $6 in 2002. 
Wage increases in 2002 were more than offset by termina- 
tion o f  most management vacation carry-over policies and 
reduction of employee bonuses. Our combined net pension 
and postretirement cost (which includes certain employee- 
related benefits) increased approximately $404 in 2003 and 

- -- - - - -  

$644 in 2002, due t o  enhanced termination benefits, net 
investment losses, varying levels of net settlement gains 
($0 in 2003, $9 in 2002 and $397 in 2001), the effect of 
previous recognition of pension settlement gains reducing 
the amount of  unrealized gains recognized in the current 
year, a lower assumed long-term rate of return on plan 
assets and a reduction in the discount rate (see Note 10). 
Advertising expense increased approximately $368 in 2003 
and $94 in 2002, primarily driven by our launch of long- 
distance service in new markets and bundling initiatives. 
In 2004, we expect advertising t o  remain flat from 2003 
levels even as we promote the launch of interLATA long- 
distance service in all five Midwest states, which began 
in late 2003. 

Our provision for uncollectible accounts decreased 
approximately $479 in 2003 as we experienced fewer losses 
from our retail customers and a decrease in bankruptcy 
filings by our wholesale customers. Contributing to  this 
decrease in 2003 was the 2003 reversal o f  WorldCom bad 
debt reserves of $86 as a result of  a settlement reached with 
WorldCom (see "Other Business Matters"). Year-over-year 
comparisons were also affected by our recording in 2002 
of an additional bad debt reserve of $125 as a result of the 
WorldCom bankruptcy filing. 

Lower severance accruals decreased expenses approxi- 
mately $148 in 2003 and higher accruals increased expenses 
by approximately $49 in 2002. Additionally, lower employee 
levels decreased expenses, primarily salary and wages, 
approximately $121 in 2003 and $165 in 2002. Other 
employee-related expenses including travel, training and 
conferences decreased approximately $23 in 2003 and $127 
in 2002. Other nonemployee-related expenses such as 
contract services, agent commissions and materials and 
supplies costs also decreased approximately $120 in 2003 
and $177 in 2002. 

Expenses decreased approximately $86 in 2002 due 
primarily t o  onetime expenses incurred in 2001 t o  
implement the Illinois legislation discussed in "Voice" 
revenues above. 

Depreciation and amortization expenses decreased $679, 
or 8.0%, in 2003 and $19, or O.2%, in 2002. The change in 
our depreciation rates when we adopted FAS 143 decreased 
expenses approximately $340 in 2003. Reduced capital 
expenditures accounted for the remainder of the decrease. 
In 2002, amortization decreased approximately $161 as 
goodwill was no longer amortized in accordance with FAS 
142 (see Note 1) which more than offset increased expense 
primarily related t o  amortization of software. 
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Cingular 

Searnent Results 
Percent Chanqe 

2003 vs. 2002 vs. 
2003 2002 2001 2002 2001 

Segment operating revenues 
Service $14,223 $13,922 $13,229 2.2% 5.2% 
Equipment 1,260 981 1,039 28.4 (5.6) 

Total Segment Operating Revenues 15,483 14,903 14,268 3.9 4.5 
Segment operating expenses 

Cost of services and equipment sales 5,683 5,106 4,564 11.3 11.9 
Selling, general and administrative 5,422 5,426 5,235 (0.1) 3.6 
Depreciation and amortization 2,089 1,850 1,921 12.9 (3.7) 

Total Segment Operating Expenses 13,194 12,382 11,720 6.6 5.6 
Segment Operating Income 2,289 2,521 2,548 (9.2) (1.1) 
Interest Expense 856 91 1 822 (6.0) 10.8 
Equity in Net Income (Loss) of Affiliates (323 (265) (68) (21.9) - 

Other, net (60) (94) 42 36.2 - 
Segment Income $ 1,050 $ 1,251 $ 1,700 (16.1)% (26.4) % 

We account for our 60% economic interest in Cingular 
under the equity method of accounting in our consolidated 
financial statements since we share control equally (i.e. 
50150) with our 40% economic partner in the joint venture. 
We have equal voting rights and representation on the 
board of directors that controls Cingular. This means that 
our consolidated reported results include Cingular's results 
in the "Equity in Net lncome of Affiliates" line. However, 
when analyzing our segment results, we evaluate Cingular's 
results on a stand-alone basis. Accordingly, in the segment 
table above, we present 100% of Cingular's revenues and 
expenses under "Segment operating revenues" and 
"Segment operating expenses". (Beginning with 2003, the 
Cingular segment replaces our previously titled "wireless" 
segment, which included 60% of Cingular's revenues and 
expenses.) Including 100% of Cingular's results in our 
segment operations (rather than 60% in equity in net income 
of affiliates) affects the presentation of this segment's 
revenues, expenses, operating income, nonoperating items 
and segment income, but does not affect our consolidated 
reported net income. We are currently evaluating how the 
provisions of FIN 46 will affect our accounting for Cingular. 
FIN 46 will apply t o  our investment in Cingular starting with 
i t s  2004 first-quarter results (see Note 1). 

On February 17,2004, Cingular announced an agreement 
to  acquire AT&T Wireless Services Inc. (AT&T Wireless). See 
"Other Business Matters" for more details. 

The FCC adopted rules allowing customers to  keep their 
wireless number when switching to another company 
(generally referred to as "number portability"). The FCC rules 
requiring number portability were effective on November 24, 
2003. For 2003 these rules had a minor impact on Cingular's 
customer turnover ("churn") rate. During 2003 Cingular's 
cellularIPCS (wireless) churn was 2.7%, a slight improvement 
from the 2.8% churn from 2002. Cingular has incurred costs 
directed toward implementing these rules and minimizing 
customer churn and expects these costs, consisting primarily 
of handset subsidies, selling costs and greater staffing of 

customer care centers, t o  continue t o  increase during 2004. 
To the extent wireless industry churn remains higher than in 
the past, Cingular expects those costs to  increase. 

Cingular's wireless networks use equipment with digital 
transmission technologies known as Global System for 
Mobile Communication (GSM) technology and Time Division 
Multiple Access (TDMA) technology. Cingular substantially 
completed upgrading i t s  existing TDMA markets t o  use GSM 
technology in order t o  provide a common voice standard. 
Cingular's GSM network now covers approximately 93% of 
Cingular's population of potential customers (referred t o  in 
the media as "Pops") in areas Cingular provides wireless 
service. Also, Cingular is  adding high-speed technologies for 
data services known as General Packet Radio Services (GPRS) 
and Enhanced Data Rates for GSM Evolution (EDGE). 

In August 2003, Cingular agreed t o  purchase from 
NextWave Telecom, Inc. (NextWave) FCC licenses for wireless 
spectrum in 34 markets for $1,400. See "Expected Growth 
Areas" for more detail. 

Our Cingular segment operating income margin was 
14.8% in 2003, 16.9% in 2002 and 17.9% in 2001. The lower 
2003 margin was caused by a number of factors. Cingular's 
operating expenses increased primarily due t o  acquisition 
costs related to  higher customer additions, and extensive 
customer retention and customer service initiatives in 
anticipation of number portability. Network operating costs 
also increased due t o  ongoing growth in customer usage 
and incremental costs related to Cingular's GSM network 
upgrade. Only partially offsetting these expense increases 
were modest revenue growth and slightly decreased costs 
in other areas, including prior and ongoing system and 
process consolidations. A t  December 31, 2003, Cingular had 
approximately 24 million wireless customers, as compared 
to 21.9 million at December 31, 2002 and 21.6 million at 
December 31,2001. 

Cingular's 2002 slight decline in segment operating 
income margin of 1.0%, as compared t o  2001, was primarily 
due to  the higher network costs due t o  increased network 



minutes of use partially offset by increased revenues. The 
continued decline in Cingular's operating margin also 
reflects continued customer shifts t o  all inclusive rate plans 
tha t  include roaming, long-distance and "Rollover" minutes, 
which allow customers to carry over unused minutes from 
month t o  month for  up  t o  o n e  year. See further discussion 
of t h e  details of our  Cingular segment revenues a n d  
expenses below. 

In t h e  fourth quarter of 2003, t o  be consistent with 
emerging industry practices, Cingular changed its income 
statement presentation for  t h e  current and prior-year 
periods t o  record billings to customers for  t h e  Universal 
Service Fund and other  regulatory fees as "Service revenues" 
and t h e  payments by Cingular of these fees into t h e  
regulatory funds as "Cost of services and equipment sales". 
This amount  totaled $337 in 2003, $176 in 2002 and $160 
in 2001. Operating income and net  income for  all periods 
were not  affected. 

Service revenues increased $301, or 2.2%, in 2003 and 
$693, o r  5.2%, in 2002. Cingular's local service revenues 
increased approximately $487 in 2003 due  t o  t h e  significantly 
higher customer net  additions and greater local minutes of 
use. Data services also increased, primarily in short messaging 
services; however, data services are  not yet a significant 
component of revenues. These increases were partially offset 
by decreases of approximately $172 in roaming and long- 
distance revenues, of which $57 were attributable t o  
Cingular customers continuing to migrate t o  all-inclusive 
regional and national rate plans that  include roaming and 
long-distance. Roaming revenues from other wireless carriers 
for  use of Cingular's network decreased approximately $1 15 
in 2003, primarily d u e  t o  lower negotiated roaming rates, 
which offset t h e  impact of increasing volumes. In addition, 
approximately $35 of activation revenues from Cingular's 
own sales sources were reclassified from local service 
revenues t o  equipment sales as a result of t h e  July 2003 
adoption of Emerging Issues Task Force Interpretation 
No. 00-21 (EITF 00-21) (see Note 1). 

The 2002 increase was primarily driven by customer 
growth compared t o  2001 and a n  increase in handset 
guaranty premiums. Partially offsetting t h e  2002 increase 
were decreased long-distance and incollect roaming 
revenues, as customers shifted to rate plans t h a t  included 
these features fo r  n o  additional charge. 2002 revenues also 
decreased d u e  to a 45.1 % decrease in customers served 
through reseller agreements. Reseller customers comprised 
approximately 3% of Cingular's 2002 customer base. 

Equipment revenues increased $279, o r  28.4%, in 2003 
and decreased $58, or 5.6%, in 2002. For 2003, equipment 
sales were driven by increased handset revenues primarily as 
a result of significantly higher customer additions and 
increases in existing customers upgrading their units, partially 
offset by lower accessory revenues. Upgrade unit sales 
reflect t h e  GSM upgrade and Cingular's efforts t o  increase 
t h e  number of customers under contract. In addition, 2003 
equipment revenues also increased $35 d u e  t o  t h e  July 2003 
adoption of EITF 00-21 mentioned above (see Note 1). 

Cingular 2002 equipment revenues declined from 2001 
primarily as a result of a 5.0% decline in non-reseller gross 
customer additions from 2001. 

Cost of services and equipment sales expenses increased 
$577, or 11.3%, in 2003 and $542, o r  1 1.9%, in 2002. The 
2003 increase was primarily d u e  t o  increased equipment 
costs of $496 as well as higher network costs. The increased 
equipment costs were driven primarily by higher handset 
unit sales associated with t h e  significant increase in 
customer additions and existing customers upgrading 
their units. Increased equipment costs also resulted from 
higher per-unit handset costs d u e  to a shift t o  higher-end 
handsets such as t h e  dual-system TDMNGSM handsets in 
use during Cingular's GSM system conversion and newly 
introduced GSM-only handsets. In addition, Cingular sold 
handsets below cost, through direct sales sources, t o  
customers who committed to one-year o r  two-year contracts 
o r  in connection with other  promotions. Network costs 
increased due  t o  a 19.1 % increase in minutes of use for 
2003. Local network costs also increased d u e  t o  system 
expansion and increased costs of redundant TDMA networks 
during the  current GSM system upgrade. 

The 2002 increase was primarily d u e  t o  significant 
increases in minutes of use on  t h e  network and increased 
roaming and long-distance costs, which were driven by 
customer migrations t o  rate plans t h a t  include these 
services for  no additional charge. Minutes of use increased 
approximately 36% over 2001, which was primarily caused 
by demand for digital plans with more included minutes 
and off-peak promotions, which allow for  a large number 
of free minutes. 

Selling, general and administrative expenses decreased 
$4, o r  0.1 %, in 2003 and increased $191, o r  3.6%, in 2002. 
Cingular's 2003 expense was basically flat compared t o  2002 
due t o  lower billing, administrative and bad deb t  expenses 
partially offset by increased selling expenses. The lower 
billing expenses reflect efficiencies gained from 2002 system 
conversions and related consolidations. The decreased 
administrative costs were d u e  to reduced employee-related 
costs and decreased information technology and develop- 
ment expenses resulting from a 2002 workforce reorgani- 
zation. The decline in bad d e b t  expense includes a $20 
recovery of 2002 WorldCom write-offs. Partially offsetting 
these declines were increased selling expenses of 
approximately $103 driven primarily by higher advertising 
costs and commissions expense. The commissions expense 
increase reflects t h e  nearly 14% increase in total postpaid 
and prepaid gross customer additions compared with 2002. 

Cingular's higher 2002 costs were driven by increases of 
$135 related t o  maintaining and supporting its customer 
base, $41 in administrative costs and $1 5 in selling expenses. 
The $135 expense increase fo r  maintenance and support of 
Cingular's customer base included higher residuals and 
upgrade commissions, increased customer retention costs 
and bad deb t  expense. Bad d e b t  expense increased $70, 
with over half of t h e  increase attributable t o  WorldCom 
write-offs in 2002. Partially offsetting these cost increases 
were savings related t o  lower billing and customer service 
expenses, reflecting Cingular's consolidation of call centers 
and billing systems. 

Depreciation and amortization expenses increased $239, 
o r  12.9%, in 2003 and decreased $71, o r  3.7%, in 2002. 
The 2003 increase was primarily related to higher capital 
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expenditures for network upgrades, including the GSM 
overlay, and increased depreciation on certain network 
assets resulting from Cingular's 2003 decision t o  shorten the 
estimated remaining useful life of  TDMA assets. Cingular 
determined that a reduction in the useful lives of TDMA 
assets was warranted based on the projected transition 
of network traffic t o  GSM technology. Useful lives were 
shortened t o  fully depreciate ail TDMA equipment by the 

Directory 

end of 2008. As a result of the change in estimate, 
depreciation expense increased $91 in 2003. 

The 2002 decline of $71 was primarily related to  a $219 
decrease in amortization of goodwill and FCC licenses in 
accordance with FAS 142 (see Note I), which no longer allows 
amortization of goodwill and other intangible assets. This was 
partially offset by increases in depreciation expense of $148 
related t o  higher plant levels and Cingular's GSM conversion. 

Segment Results 
Percent Change 

2003 vs. 2002 vs. 
2003 2002 2001 2002 2001 

Total Segment Operating Revenues $4,254 $4,451 $4,468 (4.41% (0.4) % 
Segment operating expenses 

Cost of sales 896 920 895 (2.6) 2.8 
Selling, general and administrative 1,036 1,011 1,007 2.5 0.4 
Depreciation and amortization 2 1 30 36 (30.0) (1 6.7) 

Total Segment Operating Expenses 1,953 1,961 1,938 (0.4 1.2 
Seqment Income $2.301 $2,490 $2,530 (7.6)% (1.6).% 

As previously discussed, effective January I, 2003, we 
changed our method of recognizing revenues and expenses 
related to  publishing directories from the "issue basis" 
method to  the "amortization" method. As allowed by GAAP, 
we made this change prospectively; therefore, in the table 
above, results in 2003 are shown on the amortization basis, 
while results from 2002 and 2001 are shown on the issue 
basis method. This corresponds to  the manner in which 
directory results are included in our consolidated results. 

Our directory segment income was $2,301 with an 
operating margin of 54.1 % in 2003. In 2002, our directory 
segment income was $2,490 with an operating margin of 
55.9%. if we were to  eliminate the effects of the accounting 
change and shifts in the schedule of directory titles 

published in 2003, our directory segment income would 
have been $2,205 and the operating margin would have 
been 52.7% in 2003, compared t o  $2,323, with an operating 
margin of 54.5%, in 2002. The relative decrease in segment 
income of $1 18 as well as the decreased operating margin 
was due primarily t o  increased employee-related costs 
combined with pressure on revenues from increased 
competition and lower demand from advertisers. 

The table below shows the estimated directory segment 
results for all years as if we had adopted the amortization 
method on January 1, 2001. This presentation allows us to  
isolate the underlying business changes over the last 
three years. 

Estimated Directory Results on Amortized Basis 

Percent Change 

2003 vs. 2002 vs. 
2003 2002 2001 2002 2001 

Total Segment Operating Revenues $4,254 $4,313 $4,309 (j.4)% 0.1 % 

Segment operating expenses 
Cost of sales 896 942 887 (4.9) 6.2 
Selling, general and administrative 1,036 1,025 1,001 1.1 2.4 
Depreciation and amortization 21 30 3 6 (30.0) (1 6.7) 

Total Segment Operating Expenses 1,953 1,997 1,924 (2.2) 3.8 
Segment Income $2,301 $2,316 $2,385 (0.6)% (2.9) % 



Our directory segment income was $2,301 with an operating 
margin of 54.1 % in 2003. If we had been using the 
amortization method, our directory segment income would 
have been approximately $2,316 in 2002, with an operating 
margin of 53.7% and $2,385 in 2001, with an operating 
margin of 55.3%. 

Operating revenues decreased $59, or 1.4%, in 2003 and 
increased $4, or 0.1 %, in 2002. Revenues in 2003 decreased 
primarily as a result of  competition from other publishers, 
other advertising media and continuing economic pressures 
on advertising customers. Revenues in 2002 were essentially 
flat compared t o  2001. 

Cost of sales decreased $46, or 4.9%, in 2003 and 
increased $55, or 6.2%, in 2002. In 2003, cost o f  sales 
decreased due t o  lower product related costs. Higher 
employee benefit related costs increased cost o f  sales 
in 2002. 

Selling, general and administrative expenses increased 
$1 1, or 1.1 %, in 2003 and $24, or 2.4%, in 2002. Increased 
expenses in 2003 are primarily due t o  increased employee- 
related costs. The increase in expenses in 2002 is the result 
of  increased costs for advertising, employee-related 
expenses and increased bad debt expense. 

International 

Segment Results 

Percent Chancre 

2003 vs. 2002 vs. 
2003 2002 2001 2002 2001 

Total Segment Operating Revenues $ 30 $ 35 $185 (14.3)% (81.1)% 
Total Segment Operating Expenses 47 85 241 (44.7) (64.7) 
Seqment Operatina Income (Loss) (17) (50) (56) 66.0 10.7 
Equity in Net Income of Affiliates 606 1,152 555 (47.4) - 

Segment Income $589 $1,102 $499 (46.6)% - 

Our international segment consists almost entirely of equity 
investments in international companies, the income from 
which we report as equity in net income of affiliates. 
Revenues from direct international operations are less than 
I % of our consolidated revenues. 

Our earnings from foreign affiliates are sensitive to  
exchange-rate changes in the value of the respective local 
currencies. See Notes 1 and 8 for discussions of foreign 
currency translation and how we manage foreign-exchange 
risk. Our foreign investments are recorded under GAAP, 
which include adjustments for the purchase method of 
accounting and exclude certain adjustments required for 
local reporting in specific countries. In discussing "Equity in 
Net Income of Affiliates", all dollar amounts refer to  the 
effect on ou i  income. 

Segment operating revenues decreased $5, or 14.3%, 
in 2003 and $150, or 81.1 %, in 2002. Revenues declined in 
2003 primarily due t o  lower management-fee revenues. 
The decrease in 2002 was due t o  the September 2001 
disposition of Ameritech Global Gateway Services (AGGS), 
our international long-distance subsidiary, and lower 
management-fee revenues. 

Segment operating expenses decreased $38, or 44.7%, 
in 2003 and $156, or 64.7%, in 2002. The decrease in 2003 
was primarily due t o  lower corporate-allocated charges. 
The decrease in 2002 was primarily due t o  the disposition 
of AGGS. 

Our equity in net income of affiliates by major investment 
at December 31, are listed below: 

2003 2002 2001 

America M6vil $ 76 $ 60 $ (39) 
Belgacom 
Bell Canada1 
Cegetell 
TD C 
Telkom South Africa 
Telrnex 
Other 3 2 17 

International Equity in Net 
Income of Affiliates $606 $1,152 $555 

'Investment sold 
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Equity in net income of affiliates decreased $546, or 47.4%, 
in 2003 and increased $597 in 2002. The decrease in 2003 
was primarily due t o  transactions at Belgacom S.A. 
(Belgacom), including a settlement loss on the transfer of 
pension liabilities in 2003 and gains on a sale by Belgacom 
and TDC which occurred in 2002 and affected year-over-year 
comparisons. The settlement loss in 2003 resulted from a 
transfer of  pension liabilities by Belgacom t o  the Belgian 
government and included a loss of approximately $1 15 from 
Belgacom and TDC's loss of $45 associated with the same 
transaction (see "Other Business Matters" for a discussion 
of the related Belgacom agreement and our equity interests 
in Belgacom and TDC). The 2002 gains included approxi- 
mately $180 from Belgacom, related t o  a sale of a portion 
of its Netherlands wireless operations and TDC's gain 
o f  approximately $336 associated with that same sale. 
Additionally, comparisons for 2003 were affected by 2002 
gains of $17 from Belgacom, related t o  a merger involving 
one of i t s  subsidiaries and TDC's gain of approximately 
$7 associated with that same transaction. 

Equity income for 2003 also decreased due to  restruc- 
turing charges of $39 at TDC and foregone equity income 
of approximately $88 and $53 from the sales of Cegetel 
and Bell Canada, respectively. Equity income from Telmex 
decreased approximately $23 for 2003 due primarily to  2002 
deferred tax adjustments and unfavorable exchange rates, 
partially offset by lower financing costs. 

The decrease for 2003 was partially offset by the year- 
over-year comparison of $101 from a 2002 restructuring 
charge at Belgacom, as well as a favorable exchange rate 
impact at TDC of $28. Also offsetting the 2003 decrease 
were improved operating results from Belgacom of $58 
primarily driven by wireline and wireless operations and 
$32 at TDC primarily due to  improved TDC Switzerland 
operations. Additionally, equity income from America Movil 
for 2003 increased approximately $1 5 resulting from 
improved operating results and lower financing, partially 
offset by tax adjustments. Equity income from Telkom for 
2003 increased approximately $89 resulting primarily from 

Other 

Segment Results 

a favorable exchange rate impact, improved operating 
results and a gain resulting from the significant reduction 
of an arbitration accrual. 

The 2002 increase includes approximately $220 resulting 
from the January 1,2002 adoption of FAS 142, which 
eliminated the amortization of goodwill embedded in our 
investments in equity affiliates. Excluding the effects of 
adopting FAS 142, our equity in net income of affiliates 
would have increased $377, or 67.9%, in 2002. 

The 2002 increase also included gains of approximately 
$180 from Belgacom, related t o  a sale of a portion of i t s  
Netherlands wireless operations and TDC's gain of 
approximately $336 associated with that same sale. These 
2002 gains were higher than similar gains in 2001, which 
were approximately $46 and $17 from Belgacom and 
TDC respectively. Also contributing to  the 2002 increase was 
the prior-year charge of approximately $197 related to 
TDC's decision to  discontinue nonwireless operations of i t s  
Talkline subsidiary and our impairment of  goodwill we 
allocated to  Talkline at the time of our initial investment 
in TDC. A gain of approximately $28 from Bell Canada's 
2002 partial sale of an investment and the 2001 loss of 
approximately $32 on Belgacom's sale of  i t s  French internet 
business also affected year-over-year comparisons. 

The 2002 increase was partially offset by the following 
three charges: approximately $101 and $58 for restructuring 
costs at Belgacom and Bell Canada, respectively, and 
approximately $58 related t o  impairments of TDC's 
investments in Poland, Norway and the Czech Republic. 
2001 gains of approximately $53 on Cegetel's sale of 
AOL France and $49 on Bell Canada's sale of  Sympatico-Lycos 
also affected year-over-year comparisons. Our 2002 equity 
income from Bell Canada declined approximately $101 as 
a result of our May 2002 change from the equity method 
t o  the cost method of accounting for that investment. 
Our removal from day-to-day management and the 
progression of negotiations t o  sell our interest in Bell 
Canada resulted in this accounting change (see Note 2). 

Percent Chanae 

2003 vs. 2002 vs. 
2003 2002 2001 2002 2001 

Total Segment Operating Revenues $ 263 $ 389 $ 768 (32.4)% (49.3)% 
Total Segment Operating Expenses 120 175 954 (31.4) (8 1.7) 
Segment Operating Income (Loss) 143 214 (1 86) (33.2) - 
Equity in Net Income of Affiliates 647 769 1,040 (1 5.9) (26.1) 
Segment Income $ 790 $ 983 $ 854 (19.6)% 15.1% 

Our other segment results in 2003 and 2002 primarily 
consist of  corporate and other operations. Results for 
2001 include the Ameritech cable television operations, 
Ameritech security monitoring business, and wireless 
properties that were not contributed to  Cingular. All 
of  these assets were sold in 2001. 

2003 revenues decreased as a result of lower operating 

revenue from a capital leasing subsidiary. Revenue in 2002 
decreased approximately $379 primarily due to  the sale of 
assets in 2001 that contributed approximately $362 of 
revenue in 2001. Expenses also decreased as a result of the 
disposition of operating companies in 2001. 

Substantially all of the Equity in Net Income of Affiliates 
1 represents the equity income from our investment in Cingular. 



OPERATING ENVIRONMENT AND TRENDS O F  THE BUSINESS 

2004 Revenue Trends We expect our revenue loss trends to  
stabilize and, by the end o f  2004, we expect year-over-year 
growth in revenues (after including our share of Cingular's 
revenues) for the following reasons. 2004 marks the first 
year in which we can offer interLATA long-distance 
nationwide (see "Long-Distance" in our "Regulatory 
Developments" section). As a result, we expect both 
continued growth in long-distance and DSL and growth in 
the large business and national data market. We now have 
the ability to  effectively compete for national customers due 
t o  the removal of restrictions on our providing them with 
nationwide long-distance. Increasing competition in the 
communications industry may pressure revenue as we 
respond to competitors' pricing strategies. As discussed 
below, many of our competitors are subject to less or no 
regulation, have subsidized costs due to  UNE-P or have 
emerged from bankruptcy with minimal debt and therefore 
have significant cost advantages. However, we expect con- 
tinued success with our bundling strategy t o  offset any such 
pressure by improving customer retention and slowing our 
access line losses. 

ZOO4 Expense Trends We expect continued pressure on 
our operating margins during much of the year, driven by 
investment in growth areas such as the large business 
market. However, we expect these margins to stabilize by 
the end of 2004, due primarily t o  changing revenue trends 
as discussed above and continued cost control measures, 
including pension and postretirement benefit costs, as 
noted below. We also assume no change in historical 
expense trends resulting from our negotiating new 
collective bargaining agreements during 2004. 

2004 Pension and Retiree Medical Cost Expense Trends 
While medical and prescription drug costs continue t o  
rise, we expect that 2003's improved investment returns 
combined with voluntary pre-funding of plan obligations 
in 2003 will lower our pension and postretirement costs in 
2004 (see Note 10). We expect combined net pension and 
postretirement cost of between $1,000 and $1,400 in 2004, 
compared t o  our combined net pension and postretirement 
expense of $1,835 in 2003. Approximately 10% of these 
annual costs are capitalized as part of construction labor, 
providing a reduction in the net expense recorded. Certain 
factors, such as investment returns, depend largely on trends 
in the U.S. securities market and the general US. economy, 
and we cannot control those factors. In particular, while 
we expect positive investment returns in 2004, uncertainty 
in the securities markets and U.S. economy could result in 
investment volatility and significant changes in plan assets, 
which under GAAP we will recognize over the next several 
years. Additionally, should actual experience differ from 
actuarial assumptions, combined net pension and postretire- 
ment cost would be affected in future years. 

For the majority of  our labor contracts that contain an 
annual dollar value cap for the purpose of determining 
contributions required from nonmanagement retirees, we 
have waived the cap during the relevant contract periods 
and thus not collected contributions from those retirees. 

Therefore, in accordance with the substantive plan provisions 
required in accounting for postretirement benefits under 
GAAP, through 2003, we did not account for the cap in the 
value of our accumulated postretirement benefit obligation 
(i.e., we assumed the cap would be waived for all future 
contract periods). If we had accounted for the cap as written 
in the contracts, our postretirement benefit cost would have 
been reduced by $884, $606 and $476 in 2003,2002 and 
2001. In early 2004, nonmanagement retirees were informed 
of changes in their medical coverage beginning in 2005. We 
anticipate the changes could reduce postretirement benefit 
cost as much $300 to  $600 during 2004. In addition, we also 
expect to  reduce our annual costs approximately $250 to $350 
due to  recently passed Medicare legislation that partially 
subsidizes the cost t o  employers of providing prescription 
drug coverage for their retirees. For a comprehensive 
discussion of our pension and postretirement cost (benefit), 
including a discussion of the actuarial assumptions, see Note 10. 

Cingular 
On February 17,2004, Cingular announced an agreement 
to  acquire AT&T Wireless. The transaction i s  subject to  
approval by shareholders of AT&T Wireless and federal 
regulators. At this time we do not know if the acquisition 
will close in 2004 and cannot therefore predict the impact 
on Cingular's 2004 subscriber, revenue or expense trends. 
Even if the acquisition does not close in 2004, we expect 
continued customer subscriber growth at Cingular since we 
expect continued success from our bundling strategy and 
the overall U.S. wireless market to  continue t o  expand. 
We also expect that Cingular will continue t o  invest in 
improving its network performance and customer service 
with the goal of stabilizing to  improving its customer 
turnover rate. Assuming Cingular obtains the necessary 
approvals and the acquisition is completed, we expect 
Cingular will incur additional integration costs to  achieve 
operating synergies and increased amortization expense 
from intangibles for several years. Cingular expects to  
achieve significant operating synergies through this 
acquisition by consolidating networks, distribution, billing, 
procurement, marketing, advertising and other functions. 
As such, we expect initially a decrease in our net income 
as a result of  the acquisition until the positive impacts of 
the synergies are realized. We also expect an increase in 
financing costs to  the extent additional debt is incurred 
to  fund the acquisition. 

Operating Environment Overview 
The Telecommunications Act of  1996 (Telecom Act) was 
intended to  promote competition and reduce regulation in 
U.S. telecommunications markets. Despite passage o f  the 
Telecom Act, the telecommunications industry, particularly 
incumbent local exchange carriers such as our wireline 
subsidiaries, continue to  be subject t o  significant regulation. 
The expected evolution from an industry extensively 
regulated by multiple regulatory bodies t o  a market-driven 
industry monitored by state and federal agencies has not 
occurred as quickly or as thoroughly as anticipated. 
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Our wireline subsidiaries remain subject t o  extensive 
regulation by state regulatory commissions for intrastate 
services and by the FCC for interstate services. We continue 
to  face a number of state regulatory challenges. For example, 
certain state commissions, including those in California, 
Illinois, Michigan, Wisconsin, and Ohio have significantly 
lower wholesale rates, which are the rates we are allowed 
t o  charge competitors, including AT&T and MCI (formerly 
known as Worldcorn) for leasing parts of  our network 
(unbundled network elements, or UNEs) in a combined form 
known as the UNE platform, or UNE-P. These mandated 
rates, which range from 30% t o  55% below our economic 
cost, are contributing to  continued declines in our access line 
revenues and profitability. As of December 31,2003, we 
have lost 6.7 million customer lines to  competitors through 
UNE-P, approximately 1.7 million of which were lost during 
2003, as compared t o  2.6 million lost in 2002. 

However, changes in the regulatory environment toward 
the end of 2003 raise the possibility that the availability of  
mandated below-cost priced UNE-P may be lessened. 
Following the FCC's Triennial Review Order (TRO), issued in 
August 2003, we took immediate legal action at the United 
States Court of Appeals for the District of  Columbia Circuit 
(D.C. Circuit) to correct the flaws that the FCC's order main- 
tained. (The TRO is discussed in detail in the "Regulatory 
Developments" section of this document.) This is one of two 
courts that have already rejected the FCC's earlier 
unbundling order. The court consolidated all pending law- 
suits into one proceeding and heard oral arguments in 
January 2004. The D.C. Circuit is expected to  issue a decision 
on the TRO in the first half of  2004. 

We continue to  work toward UNE-P reform through 
proceedings in most of  our states. Those states are now in 
the process of determining whether or not we must offer 
access to  our central office switches, a key component of  
UNE-P, to  competitors in a given market at a government- 
mandated price. In addition, there are parallel proceedings 
in several states in our 13-state area to  reevaluate current 
UNE-P pricing and bring i t  more in line with our costs. State 
proceedings could be significantly altered, or even vacated 
by a D.C. Circuit ruling on UNE-P. 

Despite a slightly more positive regulatory outlook, the 
current environment continues to  exert pressure on our 
operations. In 2003, we continued to  eliminate full time 
employee positions and in 2004, we expect t o  continue t o  
maintain our lower capital expenditure budget, targeting 
between $5,000 and $5,500. However, unfavorable 
regulations imposed by the FCC or state commissions may 
cause us to  experience additional declines in access line 
revenues, which, in turn, could reduce our invested capital 
and result in further reductions in capital expenditures 
and employment levels. Similarly, growth at higher-than- 
anticipated levels could increase these expenditures. 

A t  the national level, the debate is gradually shifting 
from regulating voice to  regulating broadband. But while 
the FCC's TRO created a potentially more positive regulatory 
environment for broadband services, several questions 
remain unanswered as to  whether or to  what extent our 
subsidiaries will be required to  unbundle their broadband 
networks or offer these services to  competitors. We are 
actively participating in proceedings underway at both the 

federal and state level that will help define the appropriate 
regulatory environment for broadband services. 

Once this difficult and uncertain regulatory environment 
stabilizes, we expect that additional business opportunities, 
especially in the broadband area, would be created. At the 
same time, the continued uncertainty in the US. economy 
and increasing local competition from multiple wireline and 
wireless providers in various markets presents significant 
challenges for our business. 

Expected Growth Areas 
We expect our primary wireline products and wireless services 
to remain the most significant portion of our business and 
have also discussed trends affecting the segment's in which 
we report results for these products (see "Wireline Segment 
Results" and "Cingular Segment Results"). Over the next few 
years we expect an increasing percentage of our revenues to 
come from data, long-distance and Cingular's wireless service. 
Whether, or the extent to  which, growth in these areas will 
offset declines in other areas of our business is not known. 

Datahroadband In October 1999, we announced plans 
to upgrade our network to  make broadband services 
available t o  approximately 80% of our US. wireline 
customers over the four years through 2003 (Project Pronto). 
Due to  the weakening US. economy and an uncertain and 
adverse regulatory environment, in October 2001 we 
announced a scale-back in our broadband deployment 
plans. As discussed in greater detail below, in August 2003 
the FCC released its TRO, which appears to  provide some 
relief from unbundling requirements for broadband and 
new fiber facilities and equipment used to  provide data 
and high-speed internet access services. However, because 
the new broadband rules contain some ambiguities and 
have been appealed to  the D.C. Circuit, and are subject to 
petitions for reconsideration or clarification before the FCC, 
we continue to face uncertainty regarding the regulatory 
treatment of our broadband investments. Nevertheless, due 
to the increasing growth opportunities and competition, 
we have resumed Project Pronto related limited build-out 
and expect to  have DSL available to  nearly 80% of our 
wireline customer locations in early 2004, up from 75% at 
December 31, 2003. Our DSL lines continue t o  grow and 
were approximately 3,515,000 at December 31,2003, 
compared to  2,199,000 at the end of 2002. 

The FCC has begun reviewing the rules governing 
broadband services offered by cable, satellite and wireless 
Dperators in addition t o  traditional wireline offerings. The 
FCC tentatively concluded that wireline broadband internet 
~cess  services are "information" services rather than 
"telecommunications" services, which would result in less 
'egulation. In October 2003, the United States Court of 
4ppeals for the Ninth Circuit (9th Circuit) ruled that 
xoadband internet access services provided by cable 
3perators involve both an "information" service and a 
'telecommunications" service. If this decision is upheld (the 
'CC has a request for rehearing pending before the 9th 
lircuit), the FCC may change its tentative conclusion that 
  ire line broadband internet access services are information 
,ervices, not telecommunications services. It i s  likely that the 
'CC will not act in these proceedings until the 9th Circuit 
,ules on its request for rehearing. We are not certain of  the 



effect the 9th Circuit's decision will have on our operations 
or financial statements. 

Cable operators have no general obligation t o  provide 
third-party Internet Service Providers (ISPs) access t o  their 
broadband networks at this time, although the FCC has 
begun a proceeding t o  consider the issue. The 9th Circuit's 
decision (discussed above) could support the imposition on 
cable operators of  some of the same regulations applicable 
t o  wireline companies, but it is unclear at this time whether 
the decision will have a significant impact on providers of 
cable modem services. 

In December 2002, the FCC ruled that advanced services, 
such as DSL, when provided through one of our separate 
subsidiaries, are not subject t o  tariff regulations and cost 
study requirements. However, we are still required to  retain 
cost data and offer our retail advanced services for resale 

. at a discount. This ruling should allow us t o  respond more 
quickly to  offerings by unregulated competitors. The FCC is 
expected to  complete i t s  broadband review during 2004. 
The effect of the review on our results of operations and 
financial position cannot be determined at this time. 

Long-Distance We offer landline interLATA (traditional) 
long-distance services to  customers in our 13-state,area 
and t o  customers in selected areas outside our wireline 
subsidiaries' operating areas. We began offering interLATA 
long-distance t o  our customers in Nevada in April 2003, 
Michigan in September 2003 and Illinois, Ohio, Wisconsin 
and Indiana in October 2003. All long-distance state 
entrances were approved by the FCC. We now have approval 
t o  offer interLATA long-distance nationwide. 

We expect increased competition for our wireline 
subsidiaries in our Midwest region, in particular, as we begin 
offering interlATA long-distance service. However, ultimately 
we expect that providing long-distance service in these five 
states will help t o  mitigate the access line losses that we 
have experienced as a result of the UNE-P rates for those 
states, which are typically lower than our other eight states. 
We expect that our entry into the long-distance markets in 
our Midwest region will help to  slow trends in access line 
losses and may improve trends in customer winback and 
retention, similar t o  those experienced in other states in 
our 13-state area where we previously obtained approval 
t o  offer interLATA long-distance. 

Wireless At December 31, 2003, Cingular served 
approximately 24.8 million customers and was the second- 
largest provider of mobile wireless voice and data 
communications services in the US., based on the number 
of wireless customers. Cingular has access t o  licenses to  
provide wireless communications services covering an 
aggregate population of potential customers, referred to  
as "POPS", of approximately 236 million, or approximately 
81 % of the US. population, including 45 of the 50 largest 
U.S. metropolitan areas. Including roaming agreements 
with other carriers, Cingular provides GSM coverage to  
approximately 90% of the US. As discussed in "Other 
Business Matters", on February 17, 2004, Cingular 
announced an agreement to acquire AT&T Wireless. At 
December 31, 2003, AT&T Wireless served approximately 
22 million customers. We expect that this acquisition will 
enhance Cingular's ability to compete by strengthening 
its network coverage and quality. 

Even with this acquisition, we expect that intense indus- 
try competition and market saturation will likely cause the 
wireless industry's customer growth rate t o  moderate in 
comparison with historical growth rates. While the wireless 
telecommunications industry does continue to  grow, a high 
degree of competition exists among six national carriers, 
their affiliates and smaller regional carriers. This competition 
and other factors, such as the implementation of wireless 
local number portability, will continue t o  put pressure 
upon pricing, margins and customer turnover as the carriers 
compete for potential customers. Future carrier revenue 
growth is highly dependent upon the number of net 
customer additions a carrier can achieve and the average 
revenue per customer. The effective management of 
customer turnover is also important in minimizing customer 
acquisition costs and maintaining and improving margins. 

Cingular faces many challenges and opportunities in the 
future and is focused on the following key initiatives: 

growing customer base profitably by offering wireless 
voice and data products and rate plans that customers 
desire; 
increasing the capacity, speed and functionality of the 
network through the completion of the GSM/ GPRS/ 
EDGE network overlay and improving overall network 
coverage and performance; 
increasing wireless data penetration and usage through 
the development and promotion of advanced wireless 
data applications and interfaces; 
improving the Cingular reputation in the industry by 
focusing on all customer-facing aspects of the business 
including network performance, sales, billing and 
customer service; 
continuing the expansion of Cingular's existing footprint 
and network capacity by obtaining access to additional 
spectrum, primarily through spectrum exchanges, 
purchases, mergers, acquisitions and joint ventures; and 
maintaining effective cost controls by continually 
evaluating the cost structure of Cingular's business and 
leveraging its large size and national scope. 

In September 2003, the US. Bankruptcy Court for the 
Southern District of  New York approved the sale of certain 
cellular licenses held by NextWave t o  Cingular for $1,400. 
Cingular received FCC approval in February 2003, clearing 
the way for Cingular t o  complete the license transfers. The 
licenses cover approximately 83 million potential customers 
in 34 markets, primarily those markets where Cingular 
currently has voice and data operations. Cingular may 
finance the purchase of these licenses with a combination 
of cash and debt. Cingular expects this transaction to close 
during the first half of 2004. 

In March 2003, Cingular and AT&T Wireless formed a 
joint venture t o  build out an EDGE network along a number 
of major highways in order t o  reduce incollect roaming 
expenses paid t o  other carriers when customers travel on 
those highways. In March 2003, Cingular contributed licenses 
and assets having a value equal to  the cash or assets 
contributed by AT&T Wireless. At December 31,2003, 
Cingular had an investment in the venture totaling $21. 
Cingular expects t o  spend less than $10 in 2004for capital 
expenditures associated with the venture. 
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in June 2003, Cingular completed the transfer of its 
license and operations in Kauai, Hawaii and wireless licenses 
in Alabama, Idaho, Oklahoma, Mississippi and Washington 
for AT&T Wireless' licenses in Alabama, Arkansas, Georgia, 
Kentucky, Louisiana, Mississippi, Tennessee and Texas. 

In February 2004, Cingular acquired an operational 
cellular system in Louisiana and other FCC licenses in 
Louisiana and Texas from Unwired Telecom Corporation 
for approximately $28. Also in February 2004, Cingular 
completed an exchange transaction with Dobson Cellular 
Systems, Inc. (Dobson). Cingular transferred approximately 
$22 in cash and wireless property in Michigan t o  Dobson 
in exchange for wireless property in Maryland. 

By the end of 2003, Cingular had launched GSMIGPRS 
technology in areas covering approximately 93% of i t s  POPS 
that carry service. Cingular is in the process of upgrading its 
network t o  third generation (3G) wireless data technology 
by using EDGE. EDGE technology is Cingular's choice for 
a 3G wireless communications standard that will allow 
customers t o  access the Internet from their wireless devices 
at higher speeds than even GPRS. A t  December 31, 2003, 
Cingular's EDGE technology covered approximately 20% 
of its POPS. Cingular expects the GSMIGPRSIEDGE network 
overlay t o  be fully complete by the end of 2004. 

REGULATORY DEVELOPMENTS 

Wireline 
Federal Regulation A summary of significant 2003 federal 
regulatory developments follows. 

Long-Distance Under the Telecom Act, before being 
permitted t o  offer interLATA wireline long-distance service 
in any state within the 12-state region encompassed by the 
regulated operating areas of Southwestern Bell Texas 
Holdings Inc., Pacific Bell Telephone Company, Ameritech 
and Nevada Bell (these areas with the addition of Southern 
New England Telecommunications Corp.'s area are referred 
t o  as our 13-state area), we were required to  apply for and 
obtain state-specific approval from the FCC. A t  the end 
of 2002, we offered long-distance service in seven of our 
13 states. In 2003, we received approval from the FCC to  
offer long-distance service in our remaining six states. 
See above under "Expected Growth Areas" for additional 
detail on the  status of our approvals. 

Triennial Review Order On August 21, 2003, the FCC 
released i t s  TRO establishing new rules, which became 
effective October 2,2003, concerning the obligations of 
incumbent local exchange carriers, such as our wireline 
subsidiaries, t o  make UNEs available. These rules are 
intended t o  replace the FCC's previous UNE rules, which 
were vacated by the D.C. Circuit. With limited exceptions, 
the new rules are consistent with the FCC's February 2003 
press release summarizing i t s  review. 

The TRO, rather than establishing a uniform national 
structure for UNEs as we believe was mandated by the 
Telecom Act and by the D.C. Circuit, delegates key decisions 
on UNEs to  the states, including rules for below-cost UNE-P. 
In addition, the TRO revised rules regarding combinations 
of unbundled local service ("loop") and dedicated transport 
elements (see discussion of "enhanced extended links" 
below), which could allow competitors t o  access our wireline 
subsidiaries' high-capacity lines without paying access 

charges. As discussed below, numerous legal challenges to  
the TRO have been filed by SBC and others with the D.C. 
Circuit, which is expected t o  rule on these challenges in the 
first half of  2004. 

Set forth below is a summary of the rnost significant 
aspects of  the new rules. While these rules apply only t o  our 
wireline subsidiaries, the words "we" or "our" are used to  
simplify the discussion. In addition, the following discussion 
is intended as a summary of issues in the TRO rather than a 
precise legal description of all of  those specific issues. 

UNE-P UNE-P is a combination of all of the network 
elements necessary t o  provide complete local service to 
a customer. The new rules state that if we are not 
required to  provide any one of those network elements 
then we will not be required t o  provide the below-cost 
UNE-P itself. From a practical perspective, the "switch- 
ing" network element is the rnost relevant component 
of  the UNE-P, i.e., the element that routes a telephone 
call or data to its destination. In i t s  TRO, the FCC 
declined to  rule whether we must provide the switch- 
ing element to competitors at regulated rates, instead 
leaving this issue t o  each state commission t o  decide. 

Although the state commissions must decide this 
switching issue, the FCC did establish two presumptions 
and a timetable for states t o  use in reaching their 
decision. Specifically, the FCC presumed that unless 
we provide unbundled local switching, competitors in 
a particular market (1) would face economic or 
operational barrier(s) t o  providing service to  consumers 
and all but the larger business customers that are 
served by high-capacity facilities but (2) would not 
face such barriers in their ability to  serve these larger 
business customers. The TRO leaves the states broad 
discretion in defining the relevant markets. 

The state commissions had 90 days from October 2, 
2003 to  challenge the FCC's presumption that barriers 
do not exist for providing service to  larger business 
customers, but no state commissions in our 13-state 
area have done so. For all other customers, the states 
have nine months to  complete their analysis. If a state 
commission concludes that operational or economic 
barriers do not exist in a market, we can stop 
providing below-cost UNE-P t o  competitors in that 
market after a three-year transition period. 
Enhanced Extended Links We must provide 
combinations of unbundled high capacity loops and 
transport elements (often referred to  as "enhanced 
extended links" or EELs) t o  competitors in certain 
circumstances. EELS are used t o  provide switched and 
dedicated services. The TRO revises the test for 
determining when EELs must be made available. As 
a result of this change, long-distance carriers and 
wireless companies may be able to  purchase EELS at 
below-cost rates in place of special access services, 
which i s  a component of  our wireline revenues. We 
expect that this aspect of  the TRO could decrease our 
wireline revenues as much as $500 until the FCC's next 
triennial review. However, t o  mitigate this potential 
impact, we are developing alternatives including new 
product bundles and new contract arrangements that 
could significantly reduce the $500. 



Dedicated Transport The TRO redefines dedicated 
transport (interoffice lines used by only a single 
customer) t o  include only those transmission facilities 
connecting our switches or central offices, thus 
eliminating unbundling of connections between our 
network and competitor networks. The TRO concludes 
that we must continue to  provide access to  dark fiber 
(unused fiber that must be equipped with electronics 
before i t  can transmit a communications signal) and 
DS3 and DS1 (line classifications) capacity transport as 
UNEs, except where alternative wholesale facilities are 
available. State commissions are to  perform route- 
specific analyses to  determine if such alternative 
wholesale facilities exist for each of these services. 
Dark fiber and DS3 transport services are also each 
subject t o  review by the state commissions to  identify 
whether competitors are able to  provide their own 
facilities. If state analysis determines that there are 
no barriers, we will not be required to  continue to  
provide below-cost transport services. 
Broadband The TRO eliminates unbundling of certain 
telecommunications technology that i s  primarily used 
for transmitting data and high-speed internet access 
across telephone lines. For example, it eliminates 
unbundling of the packet-switching capabilities (a high- 
ly efficient methodof transmitting data) of our local 
loops and eliminates unbundling of certain fiber-to- 
the-home (FTTH) loops. F n H  loops are fiber-optic loops 
that conned directly from our network to  customers' 
premises. Traditional telephone lines are copper; fiber- 
optic lines are made of glass and can carry more 
information over far longer distances than copper. 
Under the new rules, packet-switching and FTTI-1 loops 
are not subject to  unbundling requirements; therefore, 
we will not be required to  sell them to  competitors at 
below-cost UNE prices. However, we must continue to  
provide unbundled access t o  copper-loop and sub-loop 
lines. In areas where fiber-optic lines are installed in 
place of copper-loop lines, we will be required to  
provide our competitors access either to  the existing 
copper loop or a non-packetized transmission path 
capable of providing voice-grade service over the 
fiber-optic lines. 

Under a previous FCC order, we were required to  
share, on an unbundled basis, the high-frequency 
portion, which contains DSL, among other things, of 
local telephone lines with competitors. Under the TRO, 
this high-frequency portion of the telephone line is no 
longer considered a UNE. Current line sharing arrange- 
ments are t o  be maintained until the FCC's next biennial 
review, which will commence in 2004. Competitors may 
purchase new line sharing arrangements until October 2, 
2004, and will be required to  pay increasing amounts 
for such new line sharing arrangements over the next 
three years, at the end of which customers must be 
transitioned to  new arrangements. The California State 
Regulatory Commission has stated in a decision that it 
has independent authority to  decide whether the high- 
frequency portion of the local telephone line is a UNE 
in disregard of the TRO, and we are challenging that 
decision in federal court. 

Although the TRO's broadband and line sharing 
provisions apparently provide some regulatory relief, 
we are currently in the process of evaluating them; 
therefore, the effects on our financial position and 
r'esults of operations cannot be quantified at this time. 
UNE Pricing Rules In September 2003, the FCC opened 
a proceeding to  review how the cost structure under- 
lying the UNE-pricing rules is determined. These rules 
determine the amounts we can charge for providing 
UNEs and have been based on hypothetical "forward- 
looking costs". The FCC tentatively concluded that 
these forward-looking costs need to  "more closely 
account for the real world attributes of the routing 
and topography of the incumbent's network" rather 
than using hypothetical networks that may be more 
cost-efficient. The FCC will also review certain 
assumptions used in determining these costs, including 
network utilization factors. 
Notice of Proposed Rulemaking (NPRM) The TRO 
opened a NPRM t o  seek comment on whether the FCC 
should modify its "pick-and-choose" rule that permits 
requesting competitors t o  opt into individual portions 
of interconnection agreements w i t hoh  accepting all 
the terms and conditions of the agreements. 

As the TRO is quite complex and its implementation may 
be affected by FCC rulings on petitions for reconsideration, 
state commission proceedings or court decisions, we cannot 
fully quantify the effects on our financial position or results 
of operations at this time. However, the new unbundling 
rules will most likely create an even more uncertain and 
more complex regulatory environment for our wireline 
subsidiaries, possibly resulting in further reductions in 
revenues, capital expenditures and employment levels. 
Because the new rules, in many cases, give each state 
commission the authority to  determine which network 
elements are to be unbundled, the rules will likely vary by 
state. The resulting state determinations will also be subject 
to  implementation and federal appeal on a state-by-state 
basis rather than having uniform implementation require- 
ments or review at the federal level. Although some relief 
appears to  have been provided by the broadband provisions 
of the TRO, we continue to  face uncertainty regarding the 
regulatory treatment of  our broadband investments 
because some of those provisions are ambiguous and they 
are under review by the courts and the FCC. 

We have filed two legal challenges t o  these new rules 
with the D.C. Circuit. In August 2003, we, along with the 
United States Telecom Association (USTA), Qwest 
Communications Inc. (Qwest), and BellSouth Corporation 
(BellSouth), filed a lawsuit asking the court to  vacate those 
rules governing the unbundling of both high-capacity 
facilities and switching serving non-large businesses. In 
September 2003, we, along with the USTA, Qwest, 
BellSouth, and Verizon Communications Inc. (Verizon), 
filed a lawsuit asking the same court t o  reject portions 
of the new rules, including those concerning UNE-P and 
EELS. Other parties have challenged other aspects of the 
order, including the FCC's decision t o  limit unbundling of 
broadband facilities. The court consolidated all pending 
lawsuits into one proceeding and heard oral arguments 
in January 2004. 
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Voice over Internet Protocol Voice over lnternet Protocol 
(VolP) is generally used to  describe the transmission of voice 
and data using internet-based technology. A company using 
this technology can provide services, although not necessarily 
of the same quality, often at a lower cost because a 
traditional network need not be constructed and maintained 
and because this technology has not been subject t o  
traditional telephone industry regulation. In 2003, the FCC 
announced its intention to  open a rulemaking proceeding 
on VolP in early 2004. The rulemaking is expected t o  address 
whether and how a wide range of regulations should be 
applied to  VolP, including issues related to  federal and state 
jurisdiction, intercarrier compensation, universal service, 
public safety, consumer protection and other matters. 
During 2003, a number of state commissions also began 
proceedings to  examine the regulatory treatment of  VolP. 

Notwithstanding the unresolved regulatory questions 
before the FCC and the state commissions, numerous 
communications providers began providing various forms 
of VolP in 2003, or announced their intentions to  do so in 
the near future. These ~roviders include both established 
companies as well as new entrants. While the deployment 
of VolP will result in increased competition for our core 
wireline voice services, it also presents growth opportunities 
for us to  develop new products for our customers, both 
within and outside of our 13-state area. 

Access Charges In October 2002, AT&T filed a petition 
with the FCC asking for a declaratory ruling that access 
charges (which are paid to telephone companies providing 
local service, including our wireline subsidiaries) do not 
apply to  long-distance service that AT&T transports 
for some distance using internet-based technology. 
Although this service originates and terminates on the 
traditional telephone network, such as those operated 
by our wireline subsidiaries, and provides no new 
features or functionality relative t o  AT&T's traditional 
long-distance service, AT&T claims that this service should 
be exempt from access charges. We have vigorously 
opposed AT&T's petition. Should the'FCC rule in AT&T's 
favor, we would face a significant decrease in our access 
charge revenues, not only from AT&T but from other 
carriers that would likely begin t o  offer similar services. 
At this time, however, we are not able to  quantify the 
potential access charge revenue decline that could result 
from an adverse FCC ruling. We are not certain as t o  the 
timing of an FCC response on AT&T's petition. 

Special Access Pricing Flexibility In October 2002, AT&T 
requested the FCC revoke current pricing rules for special 
access services, a component of our wireline revenues. We 
and other parties have challenged AT&T's petition, which 
remains pending before the FCC. In November 2003, AT&T 
and other competitors filed a petition with the D.C. Circuit, 
asking the c'ourt t o  compel the FCC, within 45 days, t o  issue 
a notice of proposed rulemaking vacating these special 
access pricing rules. In January 2004, the FCC filed its 
opposition t o  AT&T's petition, and SBC and other carriers 
filed a request t o  intervene in support of  the FCC with the 
D.C. Circuit. The court has not yet ruled on AT&T's petition. 
If AT&T's petition is granted, it likely would have a significant 
adverse impact on our special access revenues. 

Number Portability The FCC has adopted rules allowing 
customers to  keep their wireline or wireless number when 
switching to  another company (generally referred to  as 
"number portability"). While customers have been able for 
several years t o  retain their numbers when switching their 
local service between wireline companies, the rules now 
require wireless companies tooffer number portability 
to  their customers. 

In October 2003, the FCC released an order addressing 
many of the issues related to the moving of customer 
numbers between wireless carriers. This order states that 
wireless companies cannot delay switching a customer to  
collect early termination fees or other amounts owed by 
that customer. 

In November 2003, the FCC issued an order that enabled 
customers t o  move wireline telephone numbers t o  wireless 
providers where coverage areas were overlapping. The FCC 
has begun a proceeding to  resolve issues regarding moving 
wireless numbers to  wireline providers. The FCC is also 
considering whether to  allow wireline companies to  recover 
their costs to  implement wireless number portability (we 
estimate our total costs to be $55). Accordingly, we cannot 
currentlv determine the financial effects of all of  these 
issues. In addition, there are legal challenges to  these 
decisions pending in federal court. 

Coalition for Affordable Local and Long Distance Service 
(CALLS) In September 2001, the United States Court of 
Appeals for the Fifth Circuit (5th Circuit) ruled on appeal 
of the FCC's May 2000 CALLS order restructuring federal 
price cap regulation. Although the 5th Circuit upheld the 
order in most key respects, it reversed and remanded to 
the FCC two specific aspects of the order. 

The 5th Circuit held that the FCC failed t o  sufficiently 
justify an incremental $650 in universal service funding 
and remanded t o  the FCC for further explanation of 
the amount; and 
held that the FCC failed t o  show a rational basis for  
how it derived the 6.5% transitional mechanism, i.e., 
the productivity factor used to  reduce access rates 
until a targeted average rate is achieved, and 
remanded t o  the FCC for an explanation of how 
the percentage was derived. 

In response to  the court's remand, in July 2003 the FCC 
issued an order upholding its original determinations and 
providing further justification for the $650 in universal 
service funding and the transitional mechanism. 

Ameritech Merger In association with its approval of  
the October 1999 Ameritech merger, the FCC set specific 
performance and reporting requirements and enforcement 
provisions that mandate approximately $2,000 in potential 
payments through May 2004, if certain goals were not met. 
Associated with these conditions, we incurred approximately 
$14, $20 and $94 in 2003,2002 and 2001 in additional 
expenses, including payments for failing t o  meet certain 
performance measurements. Approximately $8 in potential 
payments could still be triggered through May 2004. 

The effects of  the FCC decisions on the above topics are 
dependent on many factors including, but not limited to, 
the ultimate resolution of the pending appeals; the number 
and nature of competitors requesting interconnection, 
unbundling or resale; and the results of the state regulatory 



commissions' review and handling of related matters within 
their jurisdi.ctions. Accordingly, we are not able t o  assess 
the total potential impact of  the FCC orders and proposed 
rulemakings. 

State Regulation A summary of significant 2003 state 
regulatory developments follows. 

California Audit In August 2003, two alternate sets of  
proposed findings on the 1997-1999 audit of  our California 
wireline subsidiary were presented t o  the California Public 
Utility Commission (CPUC). The two proposed sets of  
findings differed in many respects but both concluded that 
our subsidiary should issue refunds, i.e., service credits, in 
amounts ranging from $1 62 t o  $661. Subsequent revisions 
to those proposed findings have changed the range t o  $0 
to  $466. While the subsequent revisions have decreased the 
range, we believe that both sets of findings still contain 
errors and that the refunds should be eliminated. These 
two alternative findings are presently before the CPUC for 
consideration. The CPUC may completely or partially accept 
or reject any o f  these proposed findings. We do not know 
when the CPUC will make a final decision or what its 
decision will be. 

lllinois UNE Legislation In May 2003, the lllinois legis- 
lature passed legislation concerning wholesale prices our 
Illinois wireline subsidiary can charge local service competitors, 
such as AT&T and MCI, for leasing its local telephone network 
(UNE rates). The new law directed the Illinois Commerce 
Commission (KC) to  set wholesale rates based on actual 
data, including our subsidiary's actual network capacity and 
actual depreciation rates shown on our financial statements. 
In June 2003, the United States District Court for the Northern 
District of lllinois Eastern Division issued a temporary order 
blocking implementation of this law. The order was made 
final in July 2003. In November 2003, the United States Court 
of Appeals for the Seventh Circuit (7th Circuit) affirmed that 
the law was invalid as it only addressed two of the factors 
required by the federal standards that instruct the states 
how to set the UNE rates. However, the 7th Circuit also stated 
that the current UNE rates in effect must be updated to  
comply with federal law as of 2003. The 7th Circuit instructed 
the ICC to quickly address these out-of-date rates and to  
reinstate the UNE rate proceeding that had been previously 
terminated by the law's passage.'The ICC UNE rate proceedings 
are currently underway. 

lndiana UNE-P In January 2004, the lndiana Utility 
Regulatory Commission (IURC) increased some of the whole- 
sale prices our lndiana wireline subsidiary can charge local 
service competitors, such as AT&T and MCI, for leasing i t s  
local telephone network (UNE rates). Although the IURC 
increased UNE-P rates approximately 30%, they remain 
below our cost of providing service. AT&T and MCI have 
both indicated that they plan to  appeal this decision. 

COMPETITION 

Competition continues t o  increase for telecommunications 
and information services, and regulations, such as the UNE-P 
rules, have increased the opportunities for alternative 
communications service providers. Technological advances 
have expanded the types and uses of services and products 
available. In addition, lack of regulation of comparable 

alternative technologies (e.g., VolP) has lowered costs for 
alternative providers. As a result, we face heightened 
competition as well as some new opportunities in significant 
portions of our business. 

Wireline 
Our wireline subsidiaries expect increased competitive 
pressure in 2004 and beyond from multiple providers in 
various markets, including facilities-based local competitors, 
interexchange carriers and resellers. In some markets, we 
compete with large cable companies such as Comcast 
Corporation, Cox Communications, Inc. and Time Warner Inc. 
for local and high-speed internet services customers and 
long-distance companies such as AT&T and MCI for both 
long-distance and local services customers.'Substitution of 
wireless and internet-based services for traditional local 
service lines also continues to  increase. A t  this time, we are 
unable to  assess the effect of  competition on the industry 
as a whole, or financially on us, but we expect both losses 
of market share in local service and gains resulting from 
new business initiatives, bundling of products and services, 
our new long-distance service areas and broadband. 

Our wireline subsidiaries remain subject to  extensive 
regulation by state regulatory commissions for intrastate 
services and by the FCC for interstate services. In contrast, 
our competitors are often subject to  less or no regulation 
in providing comparable voice and data services. State 
legislative and regulatory developments over the last several 
years allow increased competition for local exchange 
services. Under the Telecom Act, companies seeking t o  
interconnect to  our wireline subsidiaries' networks and 
exchange local calls must enter into interconnection 
agreements with us. These agreements are then subject t o  
approval by the appropriate state commission. As noted in 
the "Operating Environment Overview" section above, the 
mandated rates set by certain state commissions, including 
those in California, Illinois, Michigan, Ohio and Indiana, are 
significantly below our cost and contribute substantially 
to  our continued decline in access line revenues and profit- 
ability. As of December 31, 2003 and 2002, we had approxi- 
mately 445,000 and 801,000 access lines (approximately 0.8% 
and 1.4% of our total access lines) supporting services of 
resale competitors throughout our 13-state area, primarily 
in Texas, California and Illinois. If current UNE-P regulations 
remain in place, we would expect our resale access lines t o  
continue to  decrease as UNE-P lines replace resale lines, 
mitigated by the opportunities provided us by bundling. 

In addition to these wholesale rate and service regulations 
noted above, all of our wireline subsidiaries operate under 
state-specific elective "price cap regulation" for retail services 
(also referred to  as "alternative regulation") that was either 
legislatively enacted or authorized by the appropriate state 
regulatory commission. Prior t o  price cap regulation, our 
wireline subsidiaries were under "rate of return regulation". 
Under rate of return regulation, the state regulatory 
commissions determined an allowable rate of return we 
could earn on plant in service and set tariff rates to  recover 
the associated revenues required to  earn that return. Under 
price cap regulation, price caps are set for regulated services 
and are not tied to the cost of providing the services or t o  
rate of return requirements. Price cap rates may be subject 
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t o  or eligible for annual decreases or increases and also may 
be eligible for deregulation or greater pricing flexibility if 
the associated service is deemed competitive under some 
state regulatory commission rules. Minimum customer 
service standards may also be imposed and payments 
required if we fail t o  meet the standards. 

One o f  our responses t o  the multiple competitive 
pressures discussed above was our fourth-quarter 2002 
launch of a single-brand packaging strategy that rewards 
customers who consolidate their services (e.g., local and 
long-distance telephone, DSL and wireless) with us. Called 
"SBC Connections", the new initiative delivers integrated 
bundles using a single bill. During 2004, we expect to  
continue focusing on bundling wireline and wireless 
services, including combined packages of minutes. In 
addition, we also plan to  add t o  our bundled offerings 
a video service through an agreement with EchoStar 
Communications Corporation (EchoStar) (see "Other 
Business Matters" below). 

Cingular 
Cingular faces substantial and increasing competition in all 
aspects of  the wireless communications industry. Under 
current FCC rules, six or more PCS licensees, two cellular 
licensees and one or more enhanced specialized mobile 
radio licensees may operate in each of Cingular's markets, 
which has resulted in the presence of multiple competitors. 
Cingular's competitors are principally five national (Verizon 
Wireless, AT&T Wireless, Sprint PCS, Nextel Communications 
and T-Mobile) and a larger number of regional providers of 
cellular, PCS and other wireless communications services. 
See "Other Business Matters" for details on Cingular's 
pending acquisition o f  AT&T Wireless. 

Cingular may experience significant competition from 
companies that provide similar services using other 
communications technologies and services. While some of 
these technologies and services are now operational, others 
are being developed or may be developed in the future. 
Cingular competes for customers based principally on price, 
service offerings, call quality, coverage area and customer 
service. See discussion of EDGE technology in "Wireless" 
under "Expected Growth Areas" above. 

Directory 
Our directory subsidiaries face competition from over 
100 publishers of printed directories in their operating areas. 
Direct and indirect competition also exists from other 
advertising media, including newspapers, radio, television 
and direct-mail providers, as well as from directories offered 
over the Internet. 

ACCOUNTING POLICIES AND STANDARDS 

Significant Accounting Policies and Estimates Because of 
the size of the financial statement line items they relate to, 
some of our accounting policies and estimates have a more 
significant impact on our financial statements than others: 

Our depreciation of assets, including use of composite 
group depreciation and estimates of useful lives, is 
described in Notes 1 and 5. We assign useful lives based 
on periodic studies of actual asset lives. Changes in 
those lives with significant impact on the financial 
statements must be disclosed, but no such changes have 

occurred in the three years ended December 31,2003. 
However, if all other factors were t o  remain unchanged, 
we expect a one-year increase in the useful lives of 
three of the largest categories of our plant in service 
(which accounts for approximately 60% of our total 
plant in service) would result in a decrease of between 
$340 and $370 in our 2004 depreciation expense and 
a one-year decrease would result in an increase of 
between $420 and $450 in our 2004 depreciation 
expense. Effective January 1,2003, as required by 
FAS 143, we decreased our depreciation rates to 
exclude costs of  removal in certain circumstances. 
This change is discussed further under "New 
Accounting Standards" below. 
Our bad debt allowance is  estimated primarily based on 
analysis of history and future expectations of our retail 
and our wholesale customers in each of our operating 
companies. For retail customers, our estimates are based 
on our actual historical write-offs, net of recoveries, 
and the aging of accounts receivable balances. Our 
assumptions are reviewed at least quarterly and 
adjustments are made t o  our bad debt allowance as 
appropriate. For our wholesale customers, we use a 
statistical model based on our aging of accounts 
receivable balances. Our risk categories, risk percentages 
and reserve balance assumptions built into the model 
are reviewed monthly and the bad debt allowance is 
adjusted accordingly. If uncollectibility of our billed 
revenue changes by 1 %, we would expect a change 
in uncollectible expense of between $200 and $250. 
Our actuarial estimates of retiree benefit expense 
and the associated significant weighted-average 
assumptions are discussed in Note 10. One of the most 
significant of these is the return on assets assumption, 
which was 8.5% for the year ending December 31,2003. 
This assumption will remain unchanged for 2004. 
If all other factors were t o  remain unchanged, we 
expect a 1 % decrease in the expected long-term rate 
of return would cause 2004 combined pension and 
postretirement cost to  increase approximately $408 
over 2003 (analogous change would result from a 1 % 
increase). The 10-year returns on our pension plan were 
9.8% through 2003, including the adverse effectiof 
2000 through 2002. Under GAAP, the expected long- 
term rate of return is calculated on the market-related 
value of assets (MRVA). GAAP requires that actual gains 
and losses on pension and postretirement plan assets 
be recognized in the MRVA equally over a period of up 
to five years. We use a methodology, allowed under 
GAAP, under which we hold the MRVA to  within 20% 
of the actual fair value of plan assets, which can have 
the effect of  accelerating the recognition of excess 
actual gains and losses into the MRVA in less than 
five years. Due to  investment losses on plan assets 
experienced through 2002, this methodology 
contributed approximately $605 t o  our combined net 
pension and postretirement cost in 2003 as compared 
with the methodology that recognizes gains and losses 
over a full five years. This methodology did not have a 
significant effect on our 2002 or ZOO1 combined net 
pension and postretirement benefit as the MRVA was 



almost equal to  the fair value of plan assets. We do not 
expect this methodology t o  have a significant impact in 
our combined net pension and postretirement costs in 
2004. Note 10 also discusses the effects of  certain 
changes in assumptions related t o  medical trend rates 
on retiree health care costs. 
Our estimates of income taxes and the significant items 
giving rise to  the deferred assets and liabilities are 
shown in Note 9 and reflect our assessment of  actual 
future taxes t o  be paid on items reflected in the financial 
statements, giving consideration to  both timing and 
probability of  these estimates. Actual income taxes could 
vary from these estimates due t o  future changes in 
income tax law or results from final IRS review of our 
tax returns. We have considered these potential changes 
and have provided amounts within our deferred tax 
assets and liabilities that reflect our judgment of the 
probable outcome of tax contingencies. We continue 
to  believe that our tax return positions are fully 
supportable. Unfavorable settlement of any particular 
issue could require use of our cash. Favorable resolution 
could be recognized as a reduction to  our tax expense. 
We periodically review the amounts provided and adjust 
them in light of changes in facts and circumstances, such 
as the progress of a tax audit. 
Our policy on valuation of intangible assets is described 
in Note 1. In addition, for cost investments, we evalu- 
ate whether mark-to-market declines are temporary 
and reflected in other comprehensive income, or other 
than temporary and recorded as an expense in the 
income statement; this evaluation is based on the 
length of time and the severity of  decline in the invest- 
ment's value. Significant asset and investment valuation 
adjustments we have made are discussed in Note 2. 
We use the fair value recognition provisions of 
Statement of Financial Accounting Standards No. 123, 
"Accounting for Stock-Based Compensation" (FAS 123) 
to  account for our stock option grants. The estimated 
fair value of the options granted i s  amortized to  
expense over the options' vesting period. The fair value 
for these options was estimated at the date of grant, 
using a Black-Scholes option pricing model. Two of the 
more significant assumptions used in this estimate are 
the expected option life and the expected volatility, 
which we estimate based on historical information. 
Had we not adopted the fair value recognition 
provisions of FAS 123 and chose to  continue using the 
intrinsic value-based method of accounting, we would 
not have recorded any stock option expense in all 
years presented. With the recent trend of reducing 

, the number of options granted, we expect this policy 
will become less significant in the future. 

New Accounting Standards 
FSP FAS 106-1 In January 2004, in response to  the recently 
passed federal Medicare Prescription Drug, Improvement and 
Modernization Act of 2003 (Medicare Act), the FASB issued 
preliminary guidance on accounting for the Medicare Act 
(FSP FAS 106-1). In accordance with FSP FAS 106-1, a sponsor 
of a postretirement health care plan that provides a 
prescription drug benefit, such as us, may make a one-time 
election to  defer accounting for the subsidy provided by the 

Medicare Act. In order for us to  receive the subsidy payment 
under the Medicare Act, the value of our offered prescrip- 
tion drug plan must be at least equal to  the value of the - 
standard prescription drug coverage provided under 
Medicare Part D, referred t o  as actuarially equivalent. Due 
to  our lower deductibles and better coverage of drug costs, 
we believe that our plan is of greater value than Medicare 
Part D. Accordingly, we adopted FSP FAS 106-1 and account- 
ed for the Medicare Act as a plan amendment and recorded 
the adjustment in the amortization of our liability, from the 
date of enactment of  the Medicare Act, December 2003. 
Upon adoption, this decreased our accumulated post- 
retirement benefit obligation by $1,629, which, because it 
was enacted during 2003, was calculated using our year end 
2002 assumed discount rate of 6.75%. Had, at the time of 
adoption, we used our year end 2003 assumed discount 
rate of 6.25%, we would have decreased our accumulated 
postretirement benefit obligation by $1,888. We expect 
future annual decreases in prescription drug expense of 
$250 to  $350. Our accounting assumes that we are actuarially 
equivalent t o  Medicare Part D, that our plan will continue to 
be the primary plan for our retirees and that we will receive 
the subsidy. We do not expect that the Medicare Act will 
have a significant effect on our retirees' participation in our 
postretirement benefit plan. Specific authoritative guidance 
on the accounting for federal subsidy is still pending before 
the FASB and that guidance, when issued, could require us 
to  change our estimates. 

FAS 132 In December 2003, the FASB revised Statement 
of Financial Accounting Standards No. 132, "Employers' 
Disclosures about Pensions and Other Postretirement 
Benefits" (FA5 132). FAS 132, as revised, retains the 
disclosure requirements provided by the original FAS 132 
and adds disclosure requirements for information describing 
the types of plan assets, investment strategies, measurement 
dates, plan obligations, cash flows and components of net 
periodic benefit costs recognized during interim periods, for 
statements with fiscal years ending after December 15,2003. 
FAS 132 addresses disclosure only; it does not address other 
accounting issues such as measurement and recognition o f  
amounts (see Note 10). 

FIN 46 In January 2003, the FASB issued FASB 
lnterpretation No. 46 "Consolidation of Variable Interest 
Entities, an lnterpretation of Accounting Research Bulletin 
(ARB) No. 51" (FIN 46). FIN 46 provides guidance for 
determining whether an entity i s  a variable interest entity 
(VIE), and which equity investor of that VIE, if any, should 
include the VIE in its consolidated financial statements. In 
December 2003, the FASB staff revised FIN 46 t o  clarify some 
of the provisions. For certain VIES, FIN 46 became effective 
for periods ending after December 15,2003. In 2003, we 
recorded an extraordinary loss of $7, net of taxes of $4, 
related to consolidation of real estate leases under FIN 46. 
In addition, the revision delayed the effective date for appli- 
cation of FIN 46 by large public companies, such as us, until 
periods ending after March 15,2004 for all types of VIES 
other than special-purpose entities, including our investment 
in Cingular. We are currently evaluating how the provisions 
of FIN 46 will affect our accounting for Cingular. 

FAS 143 On January 1,2003, we adopted Statement 
of Financial Accounting Standards No. 143, "Accounting for 
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Asset Retirement Obligations" (FAS 143). FAS 143 sets forth 
how companies must account for the costs of  removal of 
long-lived assets when those assets are no longer used in a 
company's business, but only if a company is  legally required 
t o  remove such assets. FAS 143 requires that companies 
record the fair value of the costs of  removal in the period 
in which the obligations are incurred and capitalize that 
amount as part of the book value o f  the long-lived asset. 
To determine whether we have a legal obligation to  remove 
our long-lived assets, we reviewed state and federal law and 
regulatory decisions applicable t o  our subsidiaries, primarily 
our wireline subsidiaries, which have long-lived assets. Based 
on this review, we concluded that we are not legally 
required t o  remove our long-lived assets, except in a few 
minor instances. 

However, in November 2002 we were informed that the 
Securities and Exchange Commission (SEC) staff concluded 
that certain provisions of FAS 143 require that we exclude 
costs of removal from depreciation rates and accumulated 
depreciation balances in certain circumstances upon 
adoption, even where no legal removal obligations exist. 
In our case, this means that for plant accounts where our 
estimated costs of  removal exceed the estimated salvage 
value, we are prohibited from accruing removal costs in 
those depreciation rates and accumulated depreciation 
balances in excess of the salvage value. For our other 
long-lived assets, where our estimated costs of  removal are 
less than the estimated salvage value, we will continue to 
accrue the costs of removal in those depreciation rates 
and accumulated depreciation balances. 

Therefore, in connection with the adoption of FAS 143 on 
January 1, 2003, we reversed all existing accrued costs of 
removal for those plant accounts where our estimated costs 
of  removal exceeded the estimated salvage value. The non- 
cash gain resulting from this reversal was $3,684, net of 
deferred taxes of $2,249, recorded as a cumulative effect of  
accounting change on the Consolidated Statement of 
Income as of January 1, 2003. During the fourth quarter 
of  2003, TDC recorded a loss upon adoption of FAS 143. 
Our share of that loss was $7, which included no tax effect. 
This noncash charge of $7 was also recorded as a cumulative 
effect of accounting change on the Consolidated Statement 
of Income as of January 1, 2003. 

Beginning in 2003, for those plant accounts where our 
estimated costs of removal previously exceeded the estimated 
salvage value, we expense all costs of removal as we incur 
them (previously those costs had been recorded in our 
depreciation rates). As a result, our 2003 depreciation expense 
decreased and our operations and support expense increased 
as these assets were removed from service. The effect of this 
change was to increase consolidated pre-tax income and our 
wireline segment income for 2003 by $280 ($172 net of tax, 
or $0.05 per diluted share). However, over the life of the 
assets, total operating expenses recognized under this new 
accounting method will be approximately the same as under 
the previous method (assuming the cost of removal would 
be the same under both methods). 

FAS 145 On January 1, 2003, we adopted Statement 
of Financial Accounting Standards No. 145, "Rescission of 
FASB Statements No. 4,44, and 64, Amendment of FASB 
Statement No. 13, and Technical Corrections," (FAS 145). 

The standard, among other changes, rescinded FASB 
Statement No. 4, "Reporting Gains and Losses from 
Extinguishment of Debt, an amendment of APB Opinion 
No. 30". As a result, the criteria in APB Opinion No. 30, 
"Reporting the Results of  Operations - Reporting the Effects 
of Disposal of a Segment of a Business, and Extraordinary, 
Unusual and Infrequently Occurring Events and Trans- 
actions," now will be used to  classify gains and losses from 
extinguishment of debt. In accordance with the provisions 
of FAS 145, we have reclassified our 2001 loss of $18 (net of 
taxes of $10) related to  the early redemption of $1,000 of 
our corporation-obligated mandatorily redeemable preferred 
securities of subsidiary trusts from an extraordinary loss to an 
ordinary loss. The effect of this reclassification was to  decrease 
our previously reported 2001 income before extraordinary 
item and cumulative effect of accounting change by $18, or 
$0.01 per share, with no impact on our net income. 

OTHER BUSINESS MATTERS 

WorldCom Bankruptcy In July 2002, WorldCom and more 
than 170 related entities filed petitions for reorganization 
under Chapter 11 of the United States Bankruptcy Code 
(Bankruptcy Code). Our claims against WorldCom total 
approximately $661. Our claims include receivables, claims 
for refunds that are the subject of  litigation, and a variety 
of contingent and unliquidated items, including unbilled 
charges. At December 31, 2003, we had approximately 
$320 in receivables and reserves of approximately $56 
related to the WorldCom bankruptcy filing. 

In addition to the reserves, we are withholding payments 
on amounts we owed WorldCom as of i t s  bankruptcy filing 
date that equal or exceed our remaining net receivable. 
These withholdings relate primarily t o  amounts collected 
from WorldCom's long-distance customers in our role as 
billing agent and other general payables. We estimate our 
post-petition billing t o  WorldCom t o  be approximately 
$1 60 per month. To date, WorldCom generally has paid its 
post-petition obligations to  us on a timely basis. 

On July 25, 2003, WorldCom agreed t o  pay us 
approximately $107 t o  settle many, but not all, of the 
issues that arose prior t o  WorldCom's bankruptcy. As of 
December 31,2003, WorldCom had paid us $39 and 
escrowed the remaining $68 of our $107 settlement sum. 
This settlement was approved by the bankruptcy court on 
August 5, 2003; however, most of  the provisions are also 
contingent upon WorldCom implementing its approved Plan 
of Reorganization (POR) and emerging from bankruptcy. It 
is anticipated that WorldCom will emerge from bankruptcy 
during the first half of  2004. This settlement does not 
include issues related primarily t o  reciprocal compensation 
we paid to WorldCom for ISP traffic and certain pre- 
bankruptcy switched access charges not billed t o  WorldCom 
based on usage information provided by WorldCom. 

On July 26, 2003, the United States Attorney for the 
Southern District of New York announced an investigation 
with respect to  recently disclosed information alleging 
that WorldCom is committing access fraud in the manner 
in which it routes and classifies long-distance calls. The 
impact of this investigation on WorldCom's proposed 
reorganization is not yet clear. 



Belgacom Agreement: Both our investment and 
TDC's investment in Belgacom are held through ADSB 
Telecommunications B.V. (ADSB), of  which we directly 
owned 35%. ADSB owned one share less than 50% of 
Belgacom and is a consortium o f  SBC, TDC, Singapore 
Telecommunications and a group o f  Belgian financial 
investors. Through our 35% ownership of ADSB and our 
41.6% ownership of TDC, we had a 24.4% economic 
ownership of Belgacom (subsequently reduced to  23.5%, 
as discussed below). 

In October 2003, ADSB announced that it had entered 
into an agreement with the Belgian government and 
Belgacom t o  proceed with the preparations for a potential 
initial public offering (IPO) of Belgacom. As part of  the 
agreement, ADSB will have the exclusive right from 
January 1, 2004 until July 31, 2005, subject t o  certain 
restrictions, t o  sell shares in an IPO o f  Belgacom. In the 
fourth quarter of 2003, as a condition t o  the IPO and 
related transactions, Belgacom transferred t o  the Belgian 
government certain pension liabilities related t o  certain 
employees, proceeds from the sale of pension assets and 
cash sufficient to  fully fund the obligations. This transfer 
resulted in a one-time charge t o  our equity income from 
Belgacom, which including our direct and indirect owner- 
ship, reduced our fourth-quarter 2003 diluted earnings 
per share by $0.03, determined on a GAAP basis. 

In the fourth quarter of 2003, also pursuant to  the 
agreement, Belgacom repurchased approximately 6% of 
the Belgacom shares held by ADSB. This fourth-quarter 
repurchase decreased our economic ownership of Belgacom 
from 24.4% to 23.5%. Since the share price is subject to 
adjustment as explained below, GAAP prohibits us from 
recording a gain (in 2003) on the 2003 sale of our shares back 
to Belgacom. Based on our ADSB ownership percentage, our 
portion of the proceeds, using the tentative share price, 
would be approximately $148 and we have estimated that 
our portion of the proceeds received would exceed our carry- 
ing value by approximately $59. As part of the October 2003 
agreement, Belgacom had previously agreed to  make a 
second buyback offer in the event of an IPO. Should the IPO 
occur, the price per share of both buybacks will be adjusted 
to the IPO price, which will result in our recognition of a gain 
or loss associated with the fourth-quarter 2003 sale and the 
sale associated with the IPO. If no IPO occurs before July 31, 
2005, there will be no adjustment to the proceeds from the 
first buyback. We cannot predict whether an IPO will occur. 

EchoStar Agreement In July 2003, we announced an 
agreement with EchoStar that will allow us t o  provide multi- 
channel satellite television service as part of  our bundled 
services (local phone service, long-distance, broadband, 
wireless and video together) throughout our 13-state area. 
As part of the multi-year agreement, we will help fund 
development of the co-branded bundled video services. 
We expect to  launch the new "SBC DISH Network" enter- 
tainment service in early 2004. In a separate transaction, 
we also made a $500 investment in EchoStar in the form 
of debt convertible into EchoStar shares. 

Antitrust Litigation Eight consumer antitrust class 
actions were filed in 2003 against us in the United States 
District Court for the District of  Connecticut. The primary 
claim in these suits is that our wireline subsidiaries have, in 

violation of federal and state law, maintained monopoly 
power over local telephone service in all'13 states in which 
our subsidiaries are incumbent local exchange companies. 

These cases have been consolidated under the first filed 
case Twombly K SBC Communications Inc. and were stayed 
by agreement of the parties pending the United States 
Supreme Court's (Supreme Court) decision in a similar case 
against another incumbent local exchange company. In that 
case, the Supreme Court held that violations of the Telecom 
A d  do not support an antitrust claim and that the plaintiff 
had not stated an antitrust claim and affirmed dismissal of 
the plaintiff's antitrust claims. Verizon Communications Inc. 
v. Law Offices of Curtis \/I Pinko LLP, No. 02-682 (Jan. 13,2004). 
In light of the Trinko outcome, we expect t o  move for 
dismissal or summary disposition of the complaints and to 
oppose class certification if the plaintiffs do not voluntarily 
dismiss these cases. 

In addition to  the Connecticut class actions described 
above, two consumer antitrust class actions were filed in 
the United States District Court for the Southern District of 
New York against SBC, Verizon, BellSouth and Qwest alleging 
that they have violated federal and state antitrust laws by 
agreeing not to  compete with one another and acting 
together to  impede competition for local telephone services 
(Twombly K Bell Atlantic Corp., e t  a/). In October 2003, the 
court granted the joint defendants' motion to dismiss these 
suits on the ground that the plaintiffs' complaints failed to 
state a claim under the antitrust laws. Plaintiffs have 
appealed. 

We continue to  believe that an adverse outcome having 
a material effect on our financial statements in any of these 
cases is unlikely but will continue to  evaluate the potential 
impact of these suits on our financial results as they progress. 

Subsequent Event - Cingular Acquisition On 
February 17,2004, Cingular announced an agreement 
to acquire AT&T Wireless. Under the terms of the agreement, 
shareholders of AT&T Wireless will receive cash of $15.00 per 
common share or approximately $41,000. The acquisition is 
subject to  approval by AT&T Wireless shareholders and 
federal regulators. Based on our 60% equity ownership of 
Cingular, we expect to  provide approximately $25,000 of 
the purchase price. As a result, equity ownership and 
management control of  Cingular will not be impacted 
after the acquisition. Due to  the deadline forp in t ing this 
Annual Report, additional information related to  the 
acquisition will be included in our 2003 Form 10-K. 

LIQUIDITY AND CAPITAL RESOURCES 

We had $4,806 in cash and cash equivalents available at 
December 31, 2003. Cash and cash equivalents included 
cash of approximately $309, municipal securities of $356, 
variable-rate securities of $1,705, money market funds of 
$2,399 and other cash equivalents of  $37. 

In addition, at December 31, 2003 we had other short- 
term held-to-maturity securities of $378 and long-term 
held-to-maturity securities of  $84. 

In October 2003, we renewed our 364-day credit 
agreement totaling $4,250 with a syndicate of banks 
replacing our credit agreement of $4,250 that expired on 
October 21, 2003. The expiration date of the current credit 
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agreement i s  October 19,2004. Advances under this 
agreement may be used for general corporate purposes, 
including support of commercial paper borrowings and 
other short-term borrowings. Under the terms of the 
agreement, repayment of advances up to  $1,000 may be 
extended two years from the termination date of the 
agreement. Repayment of advances up to  $3,250 may be 
extended t o  one year from the termination date of the 
agreement. There i s  no material adverse change provision 
governing the drawdown of advances under this credit 
agreement. We had no borrowings outstanding under 
committed lines of credit as of December 31, 2003. 

Our consolidated commercial paper borrowings 
decreased $149 during 2003, and at December 31, 2003, 
totaled $999, all of which was due within 90 days and issued 
under a program initiated by a wholly owned subsidiary, 
SBC International, Inc., in the first quarter of  2002. This 
program was initiated in order t o  simplify intercompany 
borrowing arrangements. 

During 2003 our primary source of funds was cash from 
operating activities supplemented by cash from our 
disposition of Cegetel. 

Cash from Operating Activities 
During 2003 our cash flow from operations remained 
relatively stable compared to  2002 as a large portion of the 
decrease in net income in 2003 was caused by the noncash 
increase in pension and postretirement expenses. Our 
primary source of funds for 2002 and 2001 was cash 
generated from operating activities, as shown in the 
Consolidated Statements of Cash Flows. 

In December of 2003 we received proceeds of approxi- 
mately $240, which included interest of $37, related t o  
the redemption of notes by BCE. 

Cash from lnvesting Activities 
To provide high-quality communications services to  our 
customers wi must make significant investments in property, 
plant and equipment. The amount of capital investment is 
influenced by demand for services and products, continued 
growth and regulatory commitments. 

Our capital expenditures totaled $5,219 for 2003, $6,808 
for 2002 and $1 1,189 for 2001. Capital expenditures in the 
wireline segment, which represented substantially all of  
our total capital expenditures, decreased by 23.6% in 2003 
compared t o  2002, due to  continued pressure from the 
uncertain US. economy, continued pressure from the 
regulatory environment and our resulting lower revenue 
expectations. The wireline segment capital expenditures 
decreased by 38.9% in 2002 compared to  2001. 

Substantially all of our capital expenditures are made in 
the wireline segment. We expect to  fund these expenditures 
using cash from operations, depending on interest rate 
levels and overall market conditions, and incremental 
borrowings. Our international segment operations should 
be self-funding as it is  substantially equity investments and 
not direct SBC operations. We expect to  fund any directory 
segment capital expenditures using cash from operations. 
We discuss our Cingular segment below. 

In response to  the uncertain U.S. economy and continued 
pressure from regulatory environments and our resulting 

lower revenue expectations, we expect total capital 
spending to  be approximately $5,000 t o  $5,500, excluding 
Cingular, in 2004. We expect these expenditures t o  relate 
primarily to our wireline subsidiaries' networks, our 
broadband initiative (DSL) and support systems for our 
long-distance service. 

In 2003,2002 and 2001, our cash receipts from disposi- 
tions exceeded cash expended on acquisitions (see Note 2). 
lnvesting activities during 2003 also include proceeds of 
approximately $2,270 relating t o  the sale of our interest 
in Cegetel, $341 from the sale of a portion of our interest 
in Yahoo and $364 from the sale of the remaining portion 
of our investment in BCE. A t  December 31,2003 we held 
approximately 7 million shares of Yahoo. 

Also in July 2003, we entered into a co-branded service 
agreement with EchoStar t o  offer satellite television service 
to our wireline customers. In July 2003, we invested $500 in 
debt, with a fair value of $441, which is convertible into 
EchoStar shares at an appreciated price at our option. 

2003 investing activities included the purchase of other 
held-to-maturity securities, with maturities greater than 
90 days, of $710. 

Cash from Financing Activities 
Dividends declared by the Board of Directors of  SBC totaled 
$1.41 per share in 2003, $1.08 per share in 2002 and $1.025 
per share in 2001. The $0.33 increase in dividends declared 
during 2003 was due to two increases in the regular quarterly 
dividend and three additional dividends above our regular 
quarterly payout. There was no additional dividend in the 
fourth quarter of 2003. In March 2003, our Board of Directors 
approved a 4.6% increase in the regular quarterly dividend 
and in December 2003 our Board of Directors approved a 
10.6% increase in the regular quarterly dividend t o  $0.3125 
per share. Our additional dividends declared during 2003, 
above our regular quarterly dividend, totaled $0.25 per share. 
The total dividends declared were $4,674 in 2003, $3,591 
in 2002, and $3,448 in 2001. Total cash paid for dividends 
were $4,539 in 2003, $3,557 in 2002, and $3,456 in 2001. 
Our dividend policy considers both the expectations and 
requirements of shareowners, internal requirements of 
SBC and long-term growth opportunities and all dividends 
remain subject to  approval by our Board of Directors. 

In July 2003, we announced our intention t o  resume 
our previously announced stock repurchase program. In 
December 2003, our Board of Directors authorized the 
repurchase of up to 350 million shares of SBC common stock. 
The new authorization, which expires at the end of 2008, 
replaced our two previous authorizations approved in 
November 2001 and January 2000 t o  repurchase up to  
200 million shares. During 2003 we had repurchased 
approximately 21 million shares at a cost of  $490 and as of 
December 31,2003 we repurchased 161 million shares of 
the 200 million shares authorized by our Board of Directors 
in November 2001 and January 2000. A t  December 31,2003 
we have not repurchased any shares of the 350 million shares 
authorized by our Board of Directors in December 2003. 

During 2003 we called, prior t o  maturity, approximately 
$1,743 of debt obligations with maturities ranging between 
February 2007 and March 2048, and interest rates ranging 
between 6.5% and 7.9%. Of the $1,743 called debt, 



approximately $264, with an average yield of  7.2% was 
called in July; $1,462, with an average yield of 7.4% was 
called in June; and $17, with an average yield of 6.9% was 
called in March. Funds from operations and dispositions 
were used t o  pay off these notes. 

During 2003, approximately $1,259 o f  long-term debt 
obligations, and $1,000 of one-year floating rate securities 
matured. The long-term obligations carried interest rates 
ranging from 5.8% to  9.5%, with an average yield of 6.1 %. 
The short-term notes paid quarterly interest based on the 
London Interbank Offer Rate (LIBOR). Funds from operations 
and dispositions were used t o  pay off these notes. 

Among the debt paid off during 2003 was all subsidiary 
debt listed on public exchanges. Our subsidiaries currently 
have no debt outstanding which would require them to  
make periodic filings under the Exchange Act of  1934. 

We have approximately $880 of long-term debt that is  
scheduled t o  mature in 2004. We expect to  use funds from 
operations t o  repay these obligations. 

Other 
Our total capital consists of debt (long-term debt and debt 
maturing within one year) and shareowners' equity. Our 
capital structure does not include debt issued by our 
international equity investees or Cingular. Total capital 
increased $947 in 2003 and decreased $3,845 in 2002. 
The 2003 total capital increase was primarily due t o  our 
net income and cumulative effect of accounting changes, 
which was partially offset by lower borrowings, the 
increased dividend payouts previously mentioned, and the 
repurchase of common shares through our stock 
repurchase programs. These 2003 accounting changes 
increased equity $2,541, which decreased our debt ratio 
approximately 150 basis points (1.5%). Our debt ratio 
was 31.9%, 39.9% and 44.3% at December 31, 2003, 2002 
and 2001. The debt ratio is affected by the same factors 
that affect total capital. 

We are currently considering a possible voluntary 
contribution of assets, which may include cash andlor other 
investments, t o  our pension and postretirement benefit 
plans totaling $2,000 or more in 2004 (see Note 10). 

Cingular 
Cingular's future capital expenditures are expected t o  be 
self-funded by Cingular since this segment is an equity 
investment and not a direct SBC operation. Cingular expects 
2004 capital investments for completing network upgrades 
and funding other ongoing expenditures and equity invest- 
ments will not rhaterially differ from 2003 expenditures 
of $3,353. In addition, in the first half of  2004, Cingular 

expects to  complete the purchase of FCC licenses for 
wireless spectrum from NextWave for $1,400, which they 
may finance with a combination of cash and debt. 

As discussed in "Other Business Matters", Cingular has 
agreed to  acquire AT&T Wireless for approximately $41,000 
in cash. Cingular expects t o  fund the acquisition with 
contributions from us and BellSouth. Based on our 60% 
equity ownership, we expect t o  contribute approximately 
$25,000. We expect t o  pay this amount primarily with 
proceeds from debt, as well as cash on hand, cash to  be 
generated from operations and asset sales. 

CONTRACTUAL OBLIGATIONS, 
COMMITMENTS AND CONTINGENCIES 

Current accounting standards require us to  disclose our 
material obligations and commitments to  make future 
payments under contracts, such as debt and lease 
agreements, and under contingent commitments, such as 
debt guarantees. We occasionally enter into third-party 
debt guarantees, but they are not, nor are they reasonably 
likely to  become, material. We disclose our contractual 
long-term debt repayment obligations in Note 7 and our 
operating lease payments in Note 5. In the ordinary course 
of business we routinely enter into commercial commit- 
ments for various aspects of our operations, such as plant 
additions and office supplies. However, we do not believe 
that the commitments will have a material effect on our 
financial condition, results of  operations or cash flows. 

Below is a table of our contractual obligations as of 
December 31, 2003. The purchase obligations listed below 
are those for which we have guaranteed funds and will be 
funded with cash provided by operations or through 
incremental borrowings. Approximately 42% of our purchase 
obligations relate to  our directory segment for paper and 
printing services and the remainder o f  our obligations are 
primarily in our wireline segment. Due to  the immaterial 
value of our capital lease obligations, they have been included 
with long-term debt. Our total capital lease obligations are 
$65, with approximately $32 to  be paid in less than one year. 
The table does not include the fair value of our interest rate 
swaps of $90 and our other long-term liabilities because it is 
not certain when our other long-term liabilities will become 
due. Our other long-term liabilities are: deferred income 
taxes (see Note 9) of $1 5,079; postemployment benefit 
obligations (see Note 10) of $12,692; unamortized investment 
tax credits of $220; and other noncurrent liabilities of  $3,607, 
consisting primarily of supplemental retirement plans (see 
Note 10) and deferred lease revenue from our agreement 
with Spectrasite Communications, Inc. (see Note 5). 

Contractual obligations 

Payments Due By Period 

Less than 1-3 3-5 More than 
Total 1 Year Years Years 5 Years 

Long-term debt obligations $17,009 $ 880 $3,735 $2,612 $ 9,782 
Commercial paper obligations 999 999 - - - 
Operating lease obligations 1,365 321 492 314 238 
Purchase obliqations 2,296 901 962 232 201 

Total Contractual Obligations $21,669 $3,101 $5,189 $3,158 $10,221 

PAGE731 
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MARKET RISK 
We are exposed t o  market risks primarily from changes in 
interest rates and foreign currency exchange rates. In 
managing exposure t o  these fluctuations, we may engage in 
various hedging transactions that have been authorized 
according t o  documented policies and procedures. We do 
not use derivatives for trading purposes, to  generate income 
or to engage in speculative activity. Our capital costs are 
directly linked t o  financial and business risks. We seek t o  
manage the potential negative effects from market volatility 

and market risk. The majority of our financial instruments 
are medium- and long-term fixed rate notes and debentures. 
Fluctuations in market interest rates can lead t o  significant 
fluctuations in the fair value of these notes and debentures. 
It is our policy to manage our debt structure and foreign 
exchange exposure in order to  manage capital costs, control 
financial risks and maintain financial flexibility over the long 
term. Where appropriate, we will take actions to  limit the 
negative effect of  interest and foreign exchange rates, 
liquidity and counterparty risks on shareowner value. 

QUANTITATIVE INFORMATION ABOUT MARKET RlSK 

lnterest Rate Sensitivity The principal amounts by expected maturity, average interest rate and fair value of our liabilities 
that are exposed t o  interest rate' risk are described in Notes 7 and 8. Following are our interest rate derivatives subject to  
interest rate risk as of December 31, 2003. The interest rates illustrated in the interest rate swaps section of the table below 
refer to the average expected rates we would receive and the average expected rates we would pay based on the contracts. 
The notional amount is the principal amount of the debt subject to the interest rate swap contracts. The fair value represents 
the amount wewould receive if we exited the contracts as of December 31, 2003. 

Matur i ty  

After Fair Value 
2004 2005 2006 2007 2008 2008 Total  12/31/03 

lnterest Rate Derivatives 
lnterest Rate Swaps: 
Receive FixedIPay Variable Notional Amount - - $1,000 - - $2,500 $3,500 $90 
Variable Rate Payable1 2.8% 4.2% 5.2% 6.1% 6.5% 7.0% 
Weighted Average Fixed Rate Receivable 5.9% 5.9% 5.9% 6.0% 6.0% 5.9% 
Lease Obligations 
Variable Rate Leases2 
Average lnterest Rate2 

'Interest payable based on current and implied forward rates for Three or Six Month LIBOR plus a spread ranging between approximately 64 and 170 basis points. 
2Average interest rate as of December 31,2003 based on current and implied forward rates for One Month LIBOR plus 30 basis points. The lease obligations require 
interest payments only until their maturity in March 2004. 

In August 2003 we entered into $1,000 in variable interest 
rate swap contracts on our 5.875% fixed rate debt which 
matures in August 2012. In the fourth quarter of  2003 we 
entered into two variable rate swap contracts on our fixed 
rate debt. We entered into $1,000 in variable rate swap 
contracts on our 5.875% fixed rate debt which matures in 
February 2012 and $500 in variable rate swap contracts on 
our 6.25% fixed rate debt which matures in March 201 1. 
At December 31,2003 we had interest rate swaps with a 
notional value of $3,500 and a fair value of approximately 
$90. All of  our interest rate swaps were designed with 
exactly matching maturity dates of the underlying debt t o  
which they are related, allowing for perfectly effective 
hedges. At December 31, 2002, we had interest rate swaps 
with a notional value of $1,000 and ,a fair value of 
approximately $79. 

In January 2004, we entered into $750 in variable interest 
rate swap contracts on our 6.25% fixed rate debt that 
matures in March 201 1. 

QUALITATIVE INFORMATION ABOUT MARKET RlSK 

Foreign Exchange Risk From time to time, we make 
investments in businesses in foreign countries, are paid 
dividends, receive proceeds from sales or borrow funds in 
foreign currency. Before making an investment, or in 
anticipation of a foreign currency receipt, we often will 
enter into forward foreign exchange contracts. The contracts 
are used to  provide currency at a fixed rate. Our policy is 
t o  measure the risk of adverse currency fluctuations by 
calculating the-potential dollar losses resulting from changes 
in exchange rates that have a reasonable probability of  
occurring. We cover the exposure that results from changes 
that exceed acceptable amounts. We do not speculate in 
foreign exchange markets. 

lnterest Rate Risk We issue debt in fixed and floating 
rate instruments, lnterest rate swaps are used for the 
purpose of controlling interest expense by managing the 
mix of fixed and floating rate debt. We do not seek to  make 
a profit from changes in interest rates. We manage interest 
rate sensitivity by measuring potential increases in interest 
expense that would result from a probable change in 
interest rates. When the potential increase in interest 
expense exceeds an acceptable amount, we reduce risk 
through the issuance of fixed rate (in lieu of variable rate) 
instruments and purchasing derivatives. 



CAUTIONARY LANGUAGE CONCERNING 
FORWARD-LOOKING STATEMENTS 
Information set forth in this report contains forward-looking 
statements that are subject to  risks and uncertainties. We 
claim the protection of the safe harbor for forward-looking 
statements provided by the Private Securities Litigation 
Reform Act of  1995. 

The following factors could cause our future results 
t o  differ materially from those expressed in the forward- 
looking statements: 

Adverse economic changes in the markets served by 
SBC or in countries in which SBC has significant 
investments. 
Changes in available technology and the effects of  
such changes including product substitutions and 
deployment costs. 
Uncertainty in the US. securities market and adverse 
medical cost trends. 
The final outcome of Federal Communications 
Commission proceedings and re-openings o f  such 
proceedings, including the Triennial Review and other 
rulemakings, and judicial review, if any, of  such 
proceedings, including issues relating to  access charges, 
availability and pricing of unbundled network elements 
and platforms (UNE-Ps) and unbundled loop and 
transport elements (EELS). 
The final outcome of state regulatory proceedings in 
SBC's Ibstate area and re-openings of such proceedings, 
and judicial review, if any, o f  such proceedings, 
including proceedings relating t o  interconnection terms, 
access charges, universal service, UNE-Ps and resale and 
wholesale rates, SBC's broadband initiative known as 
Project Pronto, performance measurement plans, 
service standards and reciprocal compensation. 
Enactment of  additional state, federal and/or foreign 
regulatory laws and regulations pertaining t o  our 
subsidiaries and foreign investments. 

* Our ability t o  absorb revenue losses caused by UNE-P 
requirements and increasing competition and t o  
maintain capital expenditures. 
The extent of  competition in SBC's I bstate area and 
the resulting pressure on access line totals and wireline 
and wireless operating margins. 
Our ability t o  develop attractive and profitable product/ 
service offerings t o  offset increasing competition in our 
wireline and wireless markets. 
The ability of  our competitors t o  offer productlservice 
offerings at lower prices due t o  adverse regulatory 
decisions, including state regulatory proceedings 
relating to  UNE-Ps and non-regulation of comparable 
alternative technologies (e.g., VolP). 
The outcome of current labor negotiations and its 
effect on operations and financial results. 
The issuance by the Financial Accounting Standards 
Board or other accounting oversight bodies of new 
accounting standards or changes t o  existing standards. 

* The impact o f  the wireless joint venture with BellSouth, 
known as Cingular, including marketing and produd- 
development efforts, customer acquisition and 
retention costs, access to  additional spectrum, tech- 
nological advancements, industry consolidation and 
availability and cost of  capital. 
Changes in our corporate strategies, such as changing 
network requirements or acquisitions and dispositions, 
to  respond t o  competition and regulatory and 
technology developments. 

Readers are cautioned that other factors discussed in 
this report, although not enumerated here, also could 
materially impact our future earnings. 
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Operating Revenues 
Voice 
Data 
Long-distance voice 
Directory advertising 
Other 

Total operatinq revenues 40,843 43,138 45,908 

Operating Expenses 
Cost of sales (exclusive of depreciation and, amortization 

shown separately below) 
Selling, general and administrative 
Depreciation and amortization 
Total operatinq expenses 34,374 34,515 35,400 
Operating Income 6,469 8,623 10,508 

Other lncome (Expense) 
Interest expense (1,241) (1,382) (1,599) 
Interest income 603 561 682 
Equity in net income of affiliates 1,253 1,921 1,595 
Other income (expense) - net 1,817 734 (23 6) 
Total other income (ex~ense) 2.432 1.834 442 

- 

Income Before Income Taxes 8.901 10.457 10.950 
Income taxes 2,930 2,984 3,942 

Income Before Extraordinary Item and Cumulative Effect of  Accounting Changes 5,971 7,473 7,008 
Extraordinary item, net of tax (7) - - 
Cumulative effect of accountinq chanaes, net of tax 2.541 (1.820) - 
Net Income $ 8,505 $ 5,653 $ 7,008 

Earnings Per Common Share: 
Income Before Extraordinary Item and Cumulative Effect of Accounting Changes $ 1.80 $ 2.24 $ 2.08 
Net Income $ 2.56 $ 1.70 $ 2.08 

Earnings Per Common Share - Assuming Dilution: 
Income Before Extraordinary Item and Cumulative Effect of Accounting Changes $ 1.80 $ 2.23 $ 2.07 
Net Income $ 2.56 $ 1.69 $ 2.07 

The accompanying notes are an integral part o f  the consolidated financial statements. 



C O N S O L I D A T E D  B A L A N C E  S H E E T S  
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December 31. 

Assets 
Current Assets 
Cash and cash equivalents 
Accounts receivable - net of allowances for uncolledibles of $914 and $1,427 
Short-term investments 
Prepaid expenses 
Deferred income taxes 
Other current assets 
Total current assets 13,968 14,089 
Property, Plant and Equipment - Net 52,128 48,490 

Goodwill 1,611 1,643 
Investments in  Eauitv Affiliates 6.947 5.887 

Investments in and Advances t o  Cinaular Wireless 1 1,003 10,468 
Other Assets 14,509 14,480 
Total Assets $100,166 $95,057 

Liabilities and Shareowners' Equity 
Current Liabilities 
Debt maturing within one year $ 1,879 $ 3,505 
Accounts payable and accrued liabilities 10,870 9,413 
Accrued taxes 478 870 
Dividends aavable 1 .033 895 
Total current liabilities 14,260 14,683 
Long-Term Debt 16,060 18,536 
Deferred Credits and Other Noncurrent Liabilities 
Deferred income taxes 
Postemployment benefit obligation 
Unamortized investment tax credits 
Other noncurrent liabilities 3,607 3,575 
Total deferred credits and other noncurrent liabilities 31,598 28,639 
Shareowners' Equity 
Preferred shares ($1 par value, 10,000,000 authorized: none issued) - - 
Common shares ($1 par value, 7,000,000,000 authorized: issued 

3,433,124,836 at December 31,2003 and 2002) 3,433 3,433 
Capital in excess of par value 13,010 12,999 
Retained earnings 27,635 23,802 
Treasury shares (127,889,010 at December 31, 2003 and 11 5,483,544 at December 31, 2002, at cost) (4,698) (4,584) 
Additional minimum pension liability adjustment (1,132) (1,473) 
Accumulated other comarehensive income (9781 
Total shareowners' equity 38,248 33,199 
Total Liabilities and Shareowners' Equity $1 00,166 $95,057 

The accompanying notes are an integral part o f  the consolidated financial statements. 



CONSOLIDATED STATEMENTS O F  CASH FLOWS 
Dollars in millions, increase (decrease) in cash and cash equivalents 

2003 2002 2001 

Operating Activities 
Net income 
Adjustments to  reconcile net income t o  net cash provided by operating activities: 

Depreciation and amortization 
Undistributed earnings from investments in equity affiliates 
Provision for uncollectible accounts 
Amortization o f  investment tax credits 
Deferred income tax expense 
Gain on sales of investments 
Extraordinary item, net of  tax 
Cumulative effect of  accounting changes, net of tax 
Retirement benefit funding 
Changes in operating assets and liabilities: 

Accounts receivable 
Other current assets 
Accounts payable and accrued liabilities 

Other - net (4471 (279) 
Total adjustments 5,012 9,557 7,797 

Net Cash Provided by Operating Activities 13,517 15,210 14,805 
Investing Activities 
Construction and capital expenditures (5,219) (6,808) (11,189) 
Investments in affiliates - net - (1 39) 1,482 
Purchases of marketable securities (710) - - 
Maturities of  marketable securities 248 - 510 
Purchases of other investments (436) - - 
Dispositions 3,020 4,349 1,254 
Acquisitions (8) (731) (445) 
Other - 1 1 

Net Cash Used in Investing Activities (3,105) (3,328) (8,387) 
Financing Activities 
Net change in short-term borrowings with original 

maturities of three months or less 
lssuance of other short-term borrowings 
Repayment of  other short-term borrowings 
lssuance of long-term debt 
Repayment of  long-term debt 
Early extinguishment of corporation-obligated mandatorily redeemable 

preferred securities of  subsidiary trusts 
Purchase of treasury shares 
lssuance of treasury shares 
Redemption of preferred shares of subsidiaries 
lssuance of preferred shares of subsidiaries 
Dividends paid 
Other . . 

Net Cash Used in'financing Activities (9,l 73) (9,018) (6,358) 
Net increase in cash and cash eauivalents 1.239 2.864 60 
Cash and cash equivalents beainnina of vear 3.567 703 643 
Cash and Cash Equivalents End of Year $ 4,806 $ 3,567 $ 703 

The accompanying notes are an integral part of the consolidated financial statements. 



C O N S O L I D A T E D  S T A T E M E N T S  O F  S H A R E O W N E R S '  E Q U I T Y  
Dollars and shares in millions except per share amounts 

2003 2002 2001 

Shares Amount Shares Amount Shares Amount 

Common Stock 
Balance at beginning o f  year 3,433 $ 3,433 3,433 $ 3,433 3,433 $ 3,433 
Balance at  end o f  year 3,433 $ 3,433 3,433 $ 3,433 3,433 $ 3,433 

Capital in Excess of Par Value 
~a lance  at beginning o f  year $12,999 $12,820 $12,611 
Issuance o f  shares (181) (1 65) (281) 
Stock option expense 183 390 380 
Other 9 (46) 110 

Balance at end o f  year $13,010 $12,999 $12,820 

Retained Earnings 
Balance at beginning o f  year $23,802 $21,737 $18,174 
Net income ($2.56, $1.70 and $2.08 per share) 8,505 5,653 7,008 
Dividends t o  shareowners 

($1.41, $1.08 and $1.025 per share) (4,674) (3,591) (3,448) 
Other 2 3 3 

Balance at end o f  year $27,635 $23,802 $21,737 

Treasury Shares 
Balance at beginning o f  year (1 15) $ (4,584) (79) $ (3,482) (46) $ (2,071) 
Purchase o f  shares (21) (490) (44) (1,456) (47) (2,0681 
Issuance of shares 8 376 8 3 54 14 657 

Balance at end o f  year (1 28) $ (4,698) (115) $(4,584) (79) $ (3,482) 

Additional Minimum Pension Liability Adjustment 
Balance at beginning o f  year $ (1,473) $ - $ - 
Required charge (net o f  taxes o f  $21 0 and $904) 341 ' (1,473) - 
Balance at  end o f  year $ (1,132) $ (1,473) $ - 
Accumulated Other Comprehensive Income, net of tax 
Balance at  beginning o f  year $ (978) $ (1,589) $ (1,307) 
Foreign currency translation adjustment, 

net  o f  taxes o f  $302, $309 and $(172) 561 628 (320) 
Unrealized gains (losses) on available-for-sale 

securities, net o f  taxes o f  $264, $(19) and $(35) 536 (3 8) (64) 
Less reclassification adjustment fo r  net (gains) losses 

included in net income (119) 7 5 
Less reclassification adjustment fo r  loss 

included in deferred revenue - 14 97 
Other comprehensive income (loss) 978 61 1 (282) 
Balance at end o f  year $ - $ (978) $ (1,589) 

Total Comprehensive Income 
Net income $ 8,505 $ 5,653 $ 7,008 
Additional minimum pension liability adjustment per above 341 (1,473) - 
Other comprehensive income (loss) per above 978 61 1 (282) 
Total Comprehensive Income $ 9,824 $ 4,791 $ 6,726 

The accompanying notes are an integral part o f  the consolidated financial statements. 



NOTES TO CONSOLIDATED F I N A N C I A L  STATEMENTS 
Dollars in millions except per share amounts 

NOTE 1. SUMMARY O F  SIGNIFICANT 
ACCOUNTING POLICIES 

Basis of  Presentation - Throughout this document, SBC 
Communications Inc. is referred to  as "we" or "SBC". The 
consolidated financial statements include the accounts of 
SBC and our majority-owned subsidiaries. Our subsidiaries 
and affiliates operate in the communications services industry 
both domestically and worldwide providing wireline and 
wireless telecommunications services and equipment as well 
as directory advertising and publishing services. 

All significant intercompany transactions are eliminated 
in the consolidation process, lnvestments in partnerships, 
joint ventures, including Cingular Wireless (Cingular), and less 
than majority-owned subsidiaries where we have significant 
influence are accounted for under the equity method. We 
account for our 60% economic interest in Cingular under 
the equity method since we share control equally (i.e., 50/50) 
with our 40% economic partner in the joint venture. We 
have equal voting rights and representation on the board 
of directors that controls Cingular. Earnings from certain 
foreign investments accounted for using the equity method 
are included for periods ended within up t o  three months 
of our year end (see Note 6). 

In January 2003, the Financial Accounting Standards Board 
(FASB) issued FASB Interpretation No. 46 "Consolidation of 
Variable Interest Entities, an lnterpretation of Accounting 
Research Bulletin (ARB) No. 51" (FIN 46). FIN 46 provides 
guidance for determining whether an entity is a variable 
interest entity (VIE), and which equity investor of  that VIE, 
if any, should include the VIE in i t s  consolidated financial 
statement.. In December 2003, the FASB staff revised FIN 46 
to  clarify some of the provisions. For certain VIES, FIN 46 
became effective for periods ending after December 15, 
2003. In 2003, we recorded an extraordinary loss of $7, net 
of  taxes of $4, related to  consolidation of real estate leases 
under FIN 46. In addition, the revision delayed the effective 
date for application of FIN 46 by large public companies, such 
as us, until periods ending after March 15, 2004 for all types 
of VIES other than special-purpose entities, including our 
investment in Cingular. We are currently evaluating how the 
provisions of FIN 46 will affect our accounting for Cingular. 

The preparation of financial statements in conformity 
with accounting principles generally accepted in the United 
States (GAAP) requires management to  make estimates and 
assumptions that affect the amounts reported in the financial 
statements and accompanying notes, including estimates of 
probable losses and expenses. Actual results could differ 
from those estimates. We have reclassified certain amounts 
in prior-period financial statements t o  conform t o  the 
current year's presentation. 

Income Taxes - Deferred income taxes are provided for 
temporary differences between the carrying amounts of 
assets and liabilities for financial reporting purposes and the 
amounts used for tax purposes. We provide valuation 
allowances against the deferred tax assets for amounts 
when the realization is uncertain. 

lnvestment tax credits earned prior to  their repeal by the 
Tax Reform Act of  1986 are amortized as reductions in 
income tax expense over the lives of the assets which gave 
rise to  the credits. 

Cash Equivalents - Cash and cash equivalents include 
all highly liquid investments with original maturities o f  
three months or less, and the carrying amounts approximate 
fair value. In addition t o  cash, our cash equivalents include 
municipal securities, money market funds and variable- 
rate securities (auction rate and/or preferred securities 
issued by domestic or foreign corporations, municipalities 
or closed-end management investment companies). A t  
December 31, 2003, we held $309 in cash, $356 in municipal 
securities, $1,705 in variable-rate securities, $2,399 in money 
market funds and $37 in other cash equivalents. 

Investment Securities - lnvestments in securities principally 
consist of  held-to-maturity or available-for-sale instruments. 
Short-term and long-term investments in money market 
securities and other auction-type securities are carried as 
held-to-maturity securities. Available-for-sale securities 
consist of  various debt and equity securities that are long- 
term in nature. Unrealized gains and losses on available- 
for-sale securities, net of  tax, are recorded in accumulated 
other comprehensive income. 

Revenue Recognition - Revenues and associated expenses 
related t o  nonrefundable, upfront wireline service activation 
fees are deferred and recognized over the average customer 
life of  five years. Expenses, though exceeding revenue, are 
only deferred to  the extent of  revenue. 

Certain revenues derived from local telephone, long- 
distance, data and wireless services (principally fixed fees) 
are billed monthly in advance and are recognized the 
.following month when services are provided. Other revenues 
derived from telecommunications services, principally long- 
distance and wireless airtime usage (in excess or in lieu of 
fixed fees) and network access, are recognized monthly as 
services are provided. 

Prior to  2003, we recognized revenues and expenses 
related to  publishing directories on the "issue basis" method 
of accounting, which recognizes the revenues and expenses 
at the time the initial delivery of the related directory is 
completed. See the discussion of our 2003 change in directory 
accounting in the "Cumulative Effect of Accounting Changes" 
section below. 

The Emerging Issues Task Force (EITF), a task force 
established t o  assist the FASB on significant emerging 
accounting issues, has issued EITF 00-21, "Accounting for 
Revenue Arrangements with Multiple Deliverables" 
(EITF 00-21). EITF 00-21 addresses certain aspects of  
accounting for sales that involve multiple revenue- 
generating products andlor services sold under a single 
contractual agreement. For us, this rule became effective 
for sales agreements entered into beginning July 1, 2003 
and it did not have a material effect on our consolidated 
financial statements. 

Allowance for Uncolledibles - Our bad debt allowance is 
estimated primarily based on analysis of history and future 
expectations of our retail and our wholesale customers in 
each of our operating companies. For retail customers, our 
estimates are based on our actual historical write-offs, net 
of recoveriec and the aging of accounts receivable balances. 
Our assumptions are reviewed at least quarterly and adjust- 
ments are made t o  our bad debt allowance as appropriate. 
For our wholesale customers, we use a statistical model 
based on our aging of accounts receivable balances. Our risk 



categories, risk percentages and reserve balance assumptions 
built into the model are reviewed monthly and the bad debt 
allowance is adjusted accordingly. 
Reporting Gains and Losses from Extinguishment of Debt 
On January 1, 2003, we adopted Statement of  Financial 
Accounting Standards No. 145, "Rescission of FASB State- 
ments No. 4,44, and 64, Amendment of FASB Statement 
No. 13, and Technical Corrections," (FAS 145). The standard, 
among other changes, rescinded FASB Statement No. 4, 
"Reporting Gains and Losses from Extinguishment of Debt, 
an amendment of  APB Opinion No. 30". As a result, the 
criteria in APB Opinion No. 30, "Reporting the Results of  
Operations - Reporting the Effects of Disposal of  a Segment 
of  a Business, and ~xtraordinary, Unusual and Infrequently 
Occurring Events and Transactions," now will be used to  
classify gains and losses from extinguishment of  debt. In 
accordance with the provisions of FAS 145, we have reclassified 
our 2001 loss of $18 (net of taxes of $1 0) related to  the 
early redemption of $1,000 of our corporation-obligated 
mandatorily redeemable preferred securities of subsidiary 
trusts from an extraordinary loss to an ordinary loss. The 
effect o f  this reclassification was to decrease our previously 
reported 2001 income before extraordinary item and 
cumulative effect of accounting change by $18, or $0.01 
per share, with no impact on our net income. 
Cumulative Effect of Accounting Changes 

Directory accounting Effective January I, 2003, we 
changed our method of recognizing revenues and expenses 
related to  publishing directories from the "issue basis" 
method to the "amortization" method. The issue basis 
method recognizes revenues and expenses at the time the 
initial delivery of  the related directory is completed. 
Consequently, quarterly income tends t o  vary with the 
number and size of directory titles published during a 
quarter. The amortization method recognizes revenues and 
expenses ratably over the life of the directory, which is 
typically 12 months. Consequently, quarterly income tends 
to  be more consistent over the course of a year. We decided 
to  change methods because the amortization method has 
now become the more prevalent method used among 
significant directory publishers. This change will allow a more 
meaningful comparison between our directory segment and 
other publishing companies (or publishing segments of 
larger companies). 

Our directory accounting change resulted in a noncash 
charge of $1,136, net of  an income tax benefit of $714, 
recorded as a cumulative effect of  accounting change on the 
Consolidated Statement of  lncome as of January 1, 2003. 
The effect of this change was to increase, consolidated 
pre-tax income and our directory segment income for 2003 
by $80 ($49 net of  tax, or $0.01 per diluted share). We 
included the deferred revenue balance in the "Accounts 
payable and accrued liabilities" line item on our balance sheet. 

Depreciation accounting On January 1, 2003, we 
adopted Statement of  Financial Accounting Standards 
No. 143, "Accounting for Asset Retirement Obligations" 
(FA5 143). FAS 143 sets forth how companies must account 
for the costs of  removal of long-lived assets when those 
assets are no longer used in a company's business, but only if 
a company is legally required to  remove such assets. FAS 143 
requires that companies record the fair value of the costs of 

removal in the period in which the obligations are incurred 
and capitalize that amount as part of  the book value of the 
long-lived asset. To determine whether we have a legal 
obligation to  remove our long-lived assets, we reviewed 
state and federal law and regulatory decisions applicable 
to our subsidiaries, primarily our wireline subsidiaries, which 
have long-lived assets. Based on this review, we concluded 
that we are not legally required to remove any of our 
long-lived assets, except in a few minor instances. 

However, in November 2002, we were informed that the 
Securities and Exchange Commission (SEC) staff concluded 
that certain provisions of FAS 143 require that we exclude 
costs of removal from depreciation rates and accumulated 
depreciation balances in certain circumstances upon adoption, 
even where no legal removal obligations exist. In our case, 
this means that for plant accounts where our estimated costs 
of removal exceed the estimated salvage value, we are 
prohibited from accruing removal costs in those depreciation 
rates and accumulated depreciation balances in excess of 
the salvage value. For our other long-lived assets, where 
our estimated costs of  removal are less than the estimated 
salvage value, we will continue t o  accrue the costs of 
removal in those depreciation rates and accumulated 
depreciation balances. 

Therefore, in connection with the adoption of FAS 143 on 
January 1, 2003, we reversed all existing accrued costs of 
removal for those plant accounts where our estimated costs 
of removal exceeded the estimated salvage value. The 
noncash gain resulting from this reversal was $3,684, net of 
deferred taxes of $2,249, recorded as a cumulative effect of  
accounting change on the Consolidated Statement of 
lncome as of January 1, 2003. 

During the fourth quarter of 2003, TDC AIS (TDC), the 
Danish national communications company in which we 
hold an investment accounted for on the equity method, 
recorded a loss upon adoption of FAS 143. Our share of 
that loss was $7, which included no tax effect. This noncash 
charge of $7 was also recorded as a cumulative effect of 
accounting change on the Consolidated Statement of 
lncome as of January 1, 2003. 

Beginning in 2003, for those plant accounts where our 
estimated costs of removal previously exceeded the estimated 
salvage value, we expense all costs of  removal as we incur 
them (previously those costs had been recorded in our 
depreciation rates). As a result, our 2003 depreciation 
expense decreased and our operations and support expense 
increased as these assets were removed from service. The 
effect of this change was to  increase consolidated pre-tax 
income and our wireline segment income for 2003 by $280 
($172 net of  tax, or $0.05 per diluted share). However, over 
the life of the assets, total operating expenses recognized 
under this new accounting method will be approximately 
the same as under the previous method (assuming the cost 
of removal would be the same under both methods). 

Goodwill and other intangible assets accounting 
On January 1,2002, we adopted Statement of Financial 
Accounting Standards No. 142, "Goodwill and Other 
Intangible Assets" (FAS 142). Adoption o f  FAS 142 means 
that we stopped amortizing goodwill, and at least annually 
we will test the remaining book value of goodwill for 
impairment. Any impairments subsequent to  adoption will be 



NOTES TO CONSOLIDATED F I N A N C I A L  STATEMENTS ( C O N T I N U E D )  
Dollars in millions except per share amounts 

recorded in  operating expenses. We also stopped amortizing 
goodwill recorded on our equity investments. This embedded 
goodwill wi l l  continue t o  be tested fo r  impairment under 
the accounting rules fo r  equity investments, which are based 
on comparisons between fair value and carrying value. Our 
total cumulative effect o f  accounting change from adopting 
FAS 142 was a noncash charge o f  $1,820, net o f  an income 
tax benefit o f  $5, recorded as o f  January 1,2002. 

Adjosted results The amounts in  the following table 
have been adjusted assuming that  w e  had retroactively 
applied the  new directory and depreciation accounting 
methods, and goodwill and equity method amortization dis- 
cussed above. (FA$ 142 did not  allow retroactive application 
o f  the new impairment accounting method, and did no t  
allow these adjusted results t o  exclude the cumulative effect 
o f  accounting change from adopting FAS 142.) 

Year Ended December 31, 2003 2002 2001 

lncome before extraordinary 
item and cumulative effect 
o f  accounting changes - 
as reported $ 5.971 $7,473 $7,008 

Directory change, net o f  tax - (107) (145) 
Depreciation change, net of tax - 172 172 
Goodwill amortization, net of tax - - 201 
Equity method amortization, 
net of tax - - 258 

lncome before extraordinary 
item and cumulative effect 
of accounting changes - 
as adjusted $ 5,971 $7,538 $ 7,494 

Basic earnings per share: 
lncome before extraordinary 
item and cumulative effect 
of accounting changes - 
as reported $ 1.80 $ 2.24 $ 2.08 

Directory change, net of tax - (0.03) (0.04) 
Depreciation change, net of tax - 0.05 0.05 
Goodwill amortization, net of tax - - 0.06 
Equity method amortization, 
net of tax - - 0.08 

lncome before extraordinary 
item and cumulative effect 
of accounting changes - 
as adjusted $ 1.80 $ 2.26 $ 2.23 

Diluted earnings per share: 
lncome before extraordinary 
item and cumulative effect 
of accounting changes - 
as reported $ 1.80 $ 2.23 $ 2.07 

Directory change, net of tax - (0.03) (0.04) 
Depreciation change, net of tax - 0.05 0.05 
Goodwill amortization, net of tax - - 0.05 
Equity method amortization, 
net of tax - - 0.08 

lncome before extraordinary 
item and cumulative effect 
o f  accounting changes - 
as adjusted $ 1.80 $ 2.25 $ 2.21 

Year Ended December 31, 2003 2002 2001 

Net income - as reported $ 8,505 $ 5,653 $7,008 
Remove extraordinary item 
and cumulative effect of 
accounting changes (2,534) - - 

Directory change, net of tax - (107) (145) 
Depreciation change, net o f  tax - 172 172 
Goodwill amortization, net of tax - - 201 
Equity method amortization, 
net of tax - - 258 

Net income - as adjusted $ 5,971 $ 5,718 $7,494 

Basic earnings per share: 
Net income - as reported $ 2.56 $ 1.70 $ 2.08 
Remove extraordinary item 
and cumulative effect of 
accounting changes (0.76) - - 

Directory change, net of tax - (0.03) (0.04) 
Depreciation change, net of tax - 0.05 0.05 
Goodwill amortization, net of tax - - 0.06 
Equity method amortization, 

net o f  tax - - 0.08 

Net income - as adjusted $ 1.80 $ 1.72 $ 2.23 

Diluted earnings per share: 
Net income - as reported $ 2.56 $ 1.69 $ 2.07 
Remove extraordinary item 
and cumulative effect o f  
accounting changes (0.76) - - 

Directory change, net of tax - (0.03) (0.04) 
Depreciation change, net of tax - 0.05 0.05 
Goodwill amortization, net of tax - - 0.05 
Equity method amortization, 
net of tax - - 0.08 

Net income - as adjusted $ 1.80 $ 1.71 $ 2.21 



Property, Plant and Equipment - Property, plant and equip- 
ment i s  stated at cost. The cost of additions and substantial 
improvements t o  property, plant and equipment is capitalized. 
The cost of maintenance and repairs of property, plant and 
equipment is charged to  operating expenses. Property, plant 
and equipment are depreciated using straight-line methods 
over their estimated economic lives. Certain subsidiaries 
follow composite group depreciation methodology; accord- , 
ingly, when a portion of their depreciable property, plant and 
equipment is retired in the ordinary course of business, the 
gross book value is reclassified t o  accumulated depreciation; 
no gain or loss is recognized on the disposition of this plant. 

Software Costs - It is our policy to  capitalize certain costs 
incurred in connection with developing or obtaining internal 
use software. Capitalized software costs are included in 
Property, Plant and Equipment and are being amortized 
over three years. Software costs that do not meet capitali- 
zation criteria are expensed immediately. 

Goodwill - Goodwill represents the excess of consideration 
paid over net assets acquired in business combinations. 
Beginning in 2002, goodwill is not amortized, but is tested 
annually for impairment (see above discussion under 
"Cumulative Effect of Accounting Changes"). We have 
completed our annual impairment testing for 2003 and 
determined that no impairment exists. During 2003, the 
carrying amount of  our goodwill decreased $32 primarily 
due to  the third quarter 2003 sale of a division of our 
subsidiary Sterling Commerce Inc. (Sterling). 

Advertising Costs - Advertising costs for advertising prod- 
ucts and services or promoting our corporate image are 
expensed as incurred. 

Foreign Currency Translation - Our foreign, investments 
generally report their earnings in their local currencies. We 
translate our share of their foreign assets and liabilities at 
exchange rates in effect at the balance sheet dates. We 
translate our share of their revenues and expenses using 
average rates during the year. The resulting foreign currency 
translation adjustments are recorded as a separate component 
of accumulated other comprehensive income in the accom- 
panying Consolidated Balance Sheets. Gains and losses 
resulting from exchange rate changes on transactions 
denominated in a currency other than the local currency are 
included in earnings as incurred. 

Derivative Financial Instruments - We record derivatives 
on the balance sheet at fair value. We do not invest in deriv- 
atives for trading purposes. We use derivatives from time to  
time as part of  our strategy t o  manage risks associated with 
our contractual commitments. For example, we use interest 
rate swaps t o  limit exposure t o  changes in interest rates on 
our debt obligations and foreign currency forward-exchange 
contracts to  limit exposure t o  changes in foreign currency 
rates for transactions related to  our foreign investments (see 
Note 8). We include gains or losses from interest rate swaps 
when paid or received in interest expense on our Consolidated 
Statements of Income. We include gains or losses from 
foreign currency forward exchange contracts as part of  the 
transaction t o  which the forward exchange contract relates. 

Stock-Based Compensation - As discussed more fully in 
Note 12, under various plans, senior and other management 
and nonmanagement employees and nonemployee directors 
have received stock options, performance stock units, and 

other nonvested stock units. We account for these plans 
using the preferable fair value recognition provisions of 
Statement of Financial Accounting Standards No. 123, 
"Accounting for Stock-Based Compensation" (FAS 123). 
Under this method, the estimated fair value of the options 
granted is amortized to  expense over the options' 
vesting period. 

Pension and Postretirement Benefits - See Note 10 for a 
comprehensive discussion of our pension and postretirement 
benefit expense, including a discussion of the actuarial 
assumptions. 

NOTE 2 .  ACQUISITIONS, DISPOSITIONS, 
AND VALUATION AND OTHER ADJUSTMENTS 

Restructuring of Investments - In the fourth quarter of 
2002, we internally restructured our ownership in several 
investments, including Sterling. As part of  this restructuring, 
a newly created subsidiary borrowed $244 from an 
independent party at an annual interest rate of 4.79%, 
repayable in five years (see Note 7). Additionally, a total 
of $43 of preferred securities in subsidiaries was sold to 
independent parties. The preferred interests receive 
preferred dividends at a 5.79% annual rate, paid quarterly 
(see Note 8). As we remain the primary beneficiary after the 
restructuring, the preferred securities are classified as "Other 
noncurrent liabilities" on our Consolidated Balance Sheets, 
and no gain or loss was recorded on the transaction. As a 
result, we recognized in net income $280 of tax benefits 
on certain financial expenses and losses that were not 
previously eligible for deferred tax recognition (see Note 9). 

Acquisitions - In November 2001, we acquired the shares 
of Prodigy Communications Corporation (Prodigy) that we 
did not already own through a cash tender offer followed 
by a merger of a subsidiary into Prodigy. We paid approxi- 
mately $470 and assumed debt of  $105. This transaction 
resulted in approximately $589 in goodwill. The majority of 
the shares we bought in the cash tender offer were from 
persons or entities affiliated with Telefonos de Mexico, S.A. 
de C.V. (Telmex), of  which we own approximately 8.0%. 

Dispositions - In the fourth quarter of  2002, we agreed 
to sell our 15% interest in Cegetel S.A. (Cegetel) t o  
Vodafone Group PLC (Vodafone). The pending sale removed 
our significant influence and required us to  change our 
accounting for Cegetel t o  the cost method from the equity 
method. With this change, the value of our investment is 
reflected in the "Other Assets" line on our December 31, 
2002, Consolidated Balance Sheet. The sale was completed 
in January 2003, and we received cash proceeds of $2,270 
and recorded a pre-tax gain of approximately $1,574. 

In the second quarter of  2002, we entered into two 
agreements with Bell Canada Holdings Inc. (Bell Canada): 
(1) t o  redeem a portion of our ownership in Bell Canada and 
(2) t o  give BCE, Inc. (BCE) the right to  purchase our remaining 
interest in Bell Canada. In June 2002, we entered into an 
agreement to  redeem a portion of our ownership in Bell 
Canada, representing approximately 4% of the company, for 
an $873 short-term note, resulting in a pre-tax gain of 
approximately $148. Under the terms of the agreement, on 
July 15,2002 when we received the proceeds from the short- 
term note, we purchased approximately 9 million shares of 
BCE, the majority shareholder of  Bell Canada, for approxi- 
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mately 250 Canadian dollars (CAD) ($164 at July 15, 2002 
exchange rates). In the second quarter of 2003, we sold 
these BCE shares for $173 in cash and recorded a pre-tax 
gain of approximately $9. In the fourth quarter of  2002, BCE 
exercised its right t o  purchase our remaining 16% interest in 
Bell Canada at a price of 4,990 CAD. We received proceeds 
of $3,158, consisting of approximately 8.9 million shares of 
BCE stock and the remainder of $2,997 in cash and recognized 
a pre-tax gain of approximately $455. In the third quarter of  
2003, we sold the BCE stock for $191 in cash and recorded a 
pre-tax gain of approximately $31. 

In November 2001, we sold the assets of  Ameritech's 
cable television operation for approximately $205, resulting 
in a pre-tax loss of $61. In the first quarter of 2001, in 
anticipation of the disposal of  these cable operations and 
in accordance with FAS 121, we evaluated these operations 
for impairment. We estimated that the future undiscounted 
cash flows of these operations were insufficient t o  recover 
their related carrying values. The impairment was measured 
by comparing the book value t o  fair value of the assets as 
indicated by prevailing market prices. The resulting adjust- 
ment of  approximately $316 ($205 net of tax) to  reduce the 
book value of these assets, primarily writing down property, 
plant and equipment, was recorded in the first quarter of 
2001 as a charge t o  operating expenses. 

In January 2001, we sold SecurityLink, our electronic 
security services operations, for approximately $479. As a 
result of the pending sale, as well as a general decline in the 
market value of companies in the security industry, we had 
recognized impairments to  the carrying value of SecurityLink 
of approximately $614 ($454 net of  tax) in the fourth 
quarter of 2000. 

Valuation Adjustments - In January 2002, we purchased 
from America Movil S.A. de C.V. (America M6vil) its approxi- 
mately 50% interest in Cellular Communications of Puerto 
Rico (CCPR) for cash and a note redeemable for our invest- 
ment in Telecom Americas Ltd. (Telecom Americas). We 
retained the right to  settle the note by delivering Telecom 
Americas shares. This represented a forward sale of our 
interest in Telecom Americas. In connection with this 
transaction, we reviewed the values at which we would carry 
CCPR and our interest in Telecom Americas and recognized a 
charge of $390 ($262 net of  tax) for the reduction of our 
direct and indirect book values t o  the value indicated by the 
transaction. We based this valuation on a contemporaneous 
transaction involving CCPR and an independent third party. 
The charges were recorded in both other income (expense) - 
net ($341) and equity in net income of affiliates ($49). 
Amhrica M6vil exercised its option t o  acquire our shares of 
Telecom Americas in July 2002. 

As discussed in more detail in Note 5, in the third quarter 
of  2001, we recognized an other-than-temporary decline of 
$162 ($97 net of tax) in the value of SpectraSite Communi- 
cations Inc. (SpectraSite) shares we received as payment of 
future rents on land and wireless towers and related equip- 
ment. As we were required t o  hold the shares, we determined 
that we needed to  adjust the value of the total consideration 
received from SpectraSite for entering into the tower leases 
t o  reflect actual realizable value. Accordingly, we reduced the 
amount of deferred revenue that was recorded when these 
shares were originally received. This adjustment will have the 

effect of reducing revenue recognized on the leases in the 
' 

future. In June 2002, with SpectraSite stock trading at 
approximately $0.1 8 per share, we recorded another other- 
than-temporary decline of $40 ($24 net of tax). 

We had cost investments in WilTel Communications 
(WilTel) (formerly Williams Communications Group Inc.) and 
alternative providers of DSL services accounted for under 
Statement of  Financial Accounting Standards No. 115, 
"Accounting for Certain Investments in Debt and Equity 
Securities" (FAS 11 5). We periodically review the investments 
to  determine whether an investment's decline in value i s  
other than temporary. If so, the cost basis of the investment is 
written down to fair value, which becomes the new cost basis. 

In the second quarter of 2001, we concluded that the 
continued depressed market values for certain of our 
investments in other telecommunications companies, as 
well as difficulties experienced by many similar companies, 
indicated the decline in value of our investments was other 
than temporary. As a result of  these reviews, we recognized 
a combined charge of $401 ($261 net of tax) in the second 
quarter of 2001 in other income (expense) - net, primarily 
related to  our investment in WilTel. 

2002 Workforce Reduction and Related Charges - During 
2002, our continuing review o f  staffing needs led to  deci- 
sions t o  further reduce our number of management and 
nonmanagement employees. In 2002, we recorded charges 
of approximately $356 ($224 net of  tax) for severance and 
real estate costs related t o  workforce-reduction programs. 
As discussed in Note 10, these workforce-reduction programs 
also required us to  record $486 in special termination benefits 
and net pension settlement gains of $29. 

2001 Comprehensive Review of Operations - During the 
fourth quarter of  2001, we petformed a comprehensive 
review of operations that resulted in decisions t o  reduce our 
workforce, terminate certain real estate leases and shut down 
certain operations. The charges related to  those decisions, 
which we recorded as expense in 2001 are as follows: 

Workforce reduction charges Our review of staffing 
needs led to  decisions t o  reduce our number of 
management and nonmanagement employees. We 
recorded a charge of approximately $377 ($244 net of 
tax), related t o  severance costs under our existing plans 
and an enhanced retirement benefit for certain 
nonmanagement employees. 
Lease termination charges As part of a review of real 
estate needs for our adjusted workforce, all company- 
leased facilities were evaluated for probability of 
future usefulness. For each lease having no substantive 
future use or benefit t o  us, an accrual was made which 
represented either the buyout provisions of the lease, 
a negotiated lease termination or future required 
payments under the lease, net of anticipated sublease 
rentals. We recorded a charge of approximately $138 
($90 net of tax) in relation to  these leases. 
Asset impairments and other charges A review of 
certain nonstrategic operations indicated the need, in 
some cases, for either impairment or shutdown. w e  
recorded asset impairment and shutdown costs and other 
charges of approximately $104 ($91 net of tax) for opera- 
tions including exiting operations at InQuent Technologies 
Inc., the parent company of Webhosting.com. 



NOTE 3. EARNINGS P E R  SHARE 

A reconciliation of the numerators and denominators of 
basic earnings per share and diluted earnings per share for 
income before extraordinary item and cumulative effect of 
accounting changes for the years ended December 31,2003, 
2002 and 2001 are shown in the table below: 

Year Ended December 31, 2003 2002 2001 

Numerators 
Numerator for basic earnings 
per share: 
lncome before extraordinary 
item and cumulative effect 
of accounting changes $5,971 $7,473 $7,008 

Dilutive potential common shares: 
Other stock-based comaensation 9 7 6 

Numerator for diluted 
earnings per share $5,980 $7,480 $7,014 

Denominators . 

Denominator for basic earnings 
per share: 
Weighted average number 
of common shares 
outstanding (000,000) 3,318 3,330 3,366 

Dilutive potential common 
shares (000,000): 
Stock options 1 8 2 1 
Other stock-based comaensation 10 10 9 

  en om in at or for diluted 
earnings per share 3,329 3,348 3,396 

Basic earnings per share 
lncome before extraordinary 
item and cumulative effect 
of accounting changes $ 1.80 $ 2.24 $ 2.08 

Extraordinary item - - - 
Cumulative effect of 
accounting changes 0.76 (0.54) - 

Net income $ 2.56 $ 1.70 $ 2.08 

Diluted earnings per share 
lncome before extraordinary 
item and cumulative effect 
of accounting changes !$ 1.80 $ 2.23 $ 2.07 

Extraordinary item - - - 
Cumulative effect of 
accounting changes 0.76 (0.54) - 

Net income $ 2.56 $ 1.69 $ 2.07 

A t  December 31,2003, 2002 and 2001, we had issued 
options to  purchase approximately 231 million, 229 million 
and 207 million SBC shares. Approximately 212 million, 
180 million and 62 million shares respectively were not used 
t o  determine the dilutive potential common shares as the 
exercise price of these options was greater than the average 
market price of SBC common stock during the specified periods. 

NOTE 4. SEGMENT INFORMATION 

Our segments are strategic business units that offer different 
products and services and are managed accordingly. Under 
GAAP segment reporting rules, we analyze our various 
operating segments based on segment income. Interest 
expense, interest income, other income (expense) - net and 
income tax expense are managed only on a total company 
basis and are, accordingly, reflected only in consolidated 
results. Therefore, these items are not included in the 
calculation of each segment's percentage of our consolidated 
results. We have five reportable segments that reflect the 
current management of our business: (1) wireline; (2) 
Cingular; (3) directory; (4) international; and (5) other. 

The wireline segment provides landline telecommunications 
services, including local and long-distance voice, switched 
access, data and messaging services. 

The Cingular segment reflects 100% of the results 
reported by Cingular, our wireless joint venture. Beginning 
with 2003, the Cingular segment replaces our previously 
titled "wireless" segment, which included 60% of Cingular's 
revenues and expenses. Although we analyze Cingular's 
revenues and expenses under the Cingular segment, we 
eliminate the Cingular segment in our consolidated financial 
statements. In our consolidated financial statements, we 
report our 60% proportionate share of Cingular's results as 
equity in net income (loss) of affiliates. For segment reporting, 
we report this equity in net income (loss) of  affiliates in our 
other segment. 

The directory segment includes all directory operations, 
including Yellow and White Pages advertising and electronic 
publishing. In the first quarter of  2003 we changed our 
method of accounting for revenues and expenses in our 
directory segment. Results for 2003, and going forward, will 
be shown under the amortization method. This means that 
revenues and direct expenses are recognized ratably over 
the life of the directory, typically 12 months. This accounting 
change will affect only the timing of the recognition of 
revenues and direct expenses. It will not affect the total 
amounts recognized. 

Our international segment includes all investments with 
primarily international operations. The other segment 
includes all corporate and other operations as well as the 
Cingular equity income (loss), as discussed above. 

In the following tables, we show how our segment 
results are reconciled to  our consolidated results reported in 
accordance with GAAP. The Wireline, Cingular, Directory, 
International and Other columns represent the segment 
results of each such operating segment. The Consolidation 
and Elimination column adds in those line items that we 
manage on a consolidated basis only: interest expense, 
interest income and other income (expense) - net. This 
column also eliminates any intercompany transactions 
included in each segment's results. Since our 60% share of 
the results from Cingular is already included in the Other 
column, the Cingular Elimination column removes the results 
of Cingular shown in the Cingular segment. In the balance 
sheet section of the tables below, our investment in Cingular 
is included in the "Investment in equity method investees" 
line item in the Other column ($5,118 in 2003, $4,583 in 
2002 and $3,556 in 2001). 
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Segment results, including a reconciliation to SBC consolidated results, for  2003, 2002 and 2001 are as follows: 

At  December 31,2003 Consolidation Cingular Consolidated 
or for the year ended Wireline Cingular Directory International Other and Elimination Elimination Results 

Revenues from 
external customers $36,372 $15,483 $4,182 $ 30 $ 259 $ - $(15,483) $ 40,843 

lnterseqment revenues 32 - 72 - 4 11081 - - 
Total segment 

operating revenues 36,404 15,483 4,254 30 263 (108) (1 5,483) 40,843 
Operations and 

support expenses 24,599 11,105 1,932 47 34 (108) (1 1,105) 26,504 
Depreciation and 

amortization expenses 7,763 2,089 21 - 86 - (2,089) 7,870 
Total segment 

operating expenses 32,362 13,194 1,953 47 120 (108) (13,194) 34,374 
Segment operating 

income 4,042 2,289 2,301 (17) 143 - (2,289) 6,469 
Interest expense - 856 - - - 1,241 (856) 1,241 
Interest income - 14 - - - 603 (14) 603 
Equity in net income 

of affiliates - (323) - 606 647 - 323 1,253 
Other income 

(expense) - net - (74) - - - 1,817 74 1,817 
Segment income before 

income taxes 4,042 1,050 2,301 589 790 1,179 (1,050) 8,901 

Segment assets 68,434 25,526 1,515 8,550 61,067 (39,400) (25,526) 100,166 
lnvestment in equity 

method investees - 2,288 22 6,747 5,296 - (2,288) 12,065 
Expenditures for additions 

t o  long-lived assets 5,147 2,734 1 - 7 1 - (2,734) 5,219 

A t  December 31, 2002 Consolidation Cingular Consolidated 
or for the year ended Wireline Cinqular Directotv International Other and Elimination Elimination Results 

Revenues from 
external customers $38,362 $14,903 $4,371 $ 35 $ 370 $ - $(14,903) $43,138 

lntersegment revenues 30 - 80 - 19 (1 29) - - 
Total segment 

operating revenues 38,392 14,903 4,451 35 389 (1 29) (14,903) 43,138 
Operations and 

support expenses 23,981 10,532 1,931 85 69 (1 29) (1 0,532) 25,937 
Depreciation and 

amortization expenses 8,442 1,850 30 - 106 - (7,8501 8,578 
Total segment 

operating expenses 32,423 12,382 1,961 85 175 (129) (12,382) 34,515 
Segment operating income 5,969 2,521 2,490 (50) 214 - (2,521) 8,623 
Interest expense - 91 1 - - - 1,382 (91 1) 1,382 
Interest income - 29 - - - 56 1 (29) 561 
Equity in net income 

of affiliates - (265) - 1,152 769 - 265 1,921 
Other income 

(expense) - net - (1 23) - - - 734 123 734 
Segment income before 

income taxes 5,969 1,251 2,490 1,102 983 (87) (1,251) 10,457 
Segment assets 66,117 24,122 2,839 8,352 57,431 (39.682) (24.122) 95.057 . .  . . .  . 
lnvestment in equity 

method investees 124 2,316 28 5,668 4,650 - (2,3 1 6) 1 0,470 
Expenditures for additions 

t o  long-lived assets 6,736 3,085 1 1  - 61 - (3,085) 6,808 



At December 31,2001 Consolidation Cingular Consolidated 
or for the year ended Wireline Cingular Directory International Other and Elimination Elimination Results 
Revenues from 

external customers $40,660 $14,268 $4,382 $ 152 $ 714 $ - - $(14,268) $45,908 
lntersegrnent revenues 30 - 86 33 54 (203) - 
Total segment 

operating revenues 40,690 14,268 4,468 185 768 (203) (1 4,268) 45,908 
Operations and 

support expenses 24,009 9,799 1,902 238 377 (203) (9,799) 26,323 
Depreciation and 

amortization expenses 8,461 1,921 3 6 3 577 - (1,921) 9,077 
Total segment 

operating expenses 32,470 11,720 1,938 241 954 (203) (1 1,720) 35,400 
Segment operating income 8,220 2,548 2,530 (56) (186) - (2,548) 10,508 
Interest expense - 822 - - - 1,599 (822) 1,599 
Interest income - 63 - - - 682 (63) 682 
Equity in net income 

of affiliates - (68) 555 1,040 - 68 1,595 
Other income 

(expense) - net - (21) - - - (236) 2 1 (236) 
Segment income before 

income taxes 8,220 1,700 2,530 499 854 (1,153) (1,700) 10,950 

Segment assets 71,037 22,530 2,777 9,456 57,970 (44,918) (22,530) 96,322 
Investment in equity 

method investees 120 2,023 21 8,196 3,630 - (2,023) 11,967 
Expenditures for additions 

to long-lived assets 11,032 3,156 24 - 133 - (3,156) 11,189 

Geographic Information 
Our investments outside of the United States are primarily 
accounted for under the equity method of accounting. 
Accordingly, we do not include in our operating revenues 
and expenses the revenues and expenses of these individual 
investees. Therefore, less than 1 % of our total operating 
revenues for all years presented are from outside the United 
States. 

Long-lived assets consist primarily of net property, plant 
and equipment; goodwill; and the book value of our equity 
investments, which are shown in the table below: 

December 31, 2003 2002 

United States $59,056 $54,934 
Denmark 3,246 2,689 
Belgium 1,236 1,122 
Mexico 1,079 945 
South Africa 91 9 623 
Other foreign countries 268 290 
Total $65.804 $60,603 

NOTE 5 .  PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment is summarized as follows at 
December 31 : 

Lives 
(vears) 2003 2002 

Land - $ 639 $ 627 
Buildings 35-45 11,519 11,168 
Central office equipment 3-10 55,120 54,774 
Cable, wiring and conduit 10-50 52,076 50,665 
Other equipment 5-15 9,590 9,997 
Software 3 3,599 3,016 
Under construction - 1,380 1,508. 

133,923 131,755 
Accumulated depreciation and amortization 81,795 83,265 
Property, plant and equipment - net $ 52,128 $ 48,490 

Our depreciation expense was $7,667 in 2003, $8,379 in 2002 
and $8,596 in 2001. 

Certain facilities and equipment used in operations are 
leased under operating or capital leases. Rental expenses 
under operating leases were $420 for 2003, $586 for 2002 
and $799 for 2001. At  December 31,2003, the future 
minimum rental payments under noncancelable operating 
leases for the years 2004 through 2008 were $321, $279, 
$213, $169 and $145 with $238 due thereafter. Capital leases 
are not significant. 
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SpectraSite Agreement 
In August 2000, we reached an agreement with SpectraSite 
under which we granted SpectraSite the exclusive rights t o  
lease space on a number of our communications towers. 
These operating leases were scheduled to close over a 
period ending in 2002. SpectraSite would sublease space on 
the towers t o  Cingular and also agreed t o  build or buy new 
towers for Cingular over the next five years. Cingular's sub- 
lease payments to  SpectraSite reduce Cingular's net income 
and partially offset the rental income we receive from 
SpectraSite. 

Under the terms of the original agreement, we received 
a combination of cash and stock as complete prepayment 
of rent with the closing of each leasing agreement. The 
prepayments were initially recorded as deferred revenue, 
and will be recognized in income as revenue over the life 
of the leases. In November 2001, we received $35 from 
SpectraSite in consideration for amending the agreement, 
to  reduce the maximum number of towers subject to  its 
terms, and t o  extend the schedule for tower closings until 
first quarter of 2004. 

In the third quarter of 2001, we recognized an other-than- 
temporary decline of $1 62 ($97 net of  tax) in the value of 
SpectraSite shares we had received as part of the prepayment. 
This amount reflected the decline in the stock market price 
of SpectraSite shares below our carrying value. As we were 
required to  hold the shares, we determined that we needed 
to adjust the value of the total consideration received from 
entering into the leases to reflect actual realizable value. 
Accordingly, we reduced the amount of deferred revenue 
that was recorded when these shares were originally received. 
A similar reduction of $40 ($24 net of  tax) was made in 
second quarter of  2002 with SpectraSite shares trading at 
approximately $0.18 per share. These adjustments will have 
the effect of  reducing revenue recognized on the leases in 
the future. 

In late 2002, SpectraSite and certain of its senior debt holders 
agreed to  restructure i t s  debt. To effect the restructuring, 
SpectraSite filed a "pre-arranged" plan of reorganization 
under Chapter 11 of the United States Bankruptcy Code. 
We agreed, with SpectraSite, subject to completion of i t s  
Chapter 11 reorganization, to  decrease the number of 
towers to be leased to  SpectraSite and to  extend the 
schedule for tower closing until the third quarter of 2004. 
In addition, we exchanged all of  our shares in SpectraSite 
for warrants to  purchase shares representing less than 1 % 
of the restructured company with no significant financial 
impact on us. SpectraSite emerged from bankruptcy in 2003. 

MOTE 6 .  E Q U I T Y  METHOD INVESTMENTS 

We account for our nationwide wireless joint venture, 
Cingular, and our investments in equity affiliates under the 
equity method of accounting. 

Cingular - The following table is a reconciliation of our 
investments in and advances t o  Cingular as presented on our 
Consolidated Balance Sheets: 

Beginning of year 
Contributions 
Equity in net income 
0the; adiustments (78) (31) 
End of vear $1 1,003 $10,468 

Undistributed earnings from Cingular were $2,481 and 
$1,868 at December 31,2003 and 2002. 

We account for our 60% economic interest in Cingular 
under the equity method of accounting in our consolidated 
financial statements since we share control equally (i.e., 
50150) with our 40% economic partner in the joint venture. 
We have equal voting rights and representation on the 
board of directors that controls Cingular. Cingular serves 
approximately 24 million wireless customers, is the second- 
largest wireless operator in the US. in terms of customers 
and has approximately 236 million potential customers in 
45 states, the District of  Columbia, Puerto Rico and the 
US. Virgin Islands. 

The following table presents summarized financial 
information for Cingular at December 31, or for the period 
then ended: 

Income Statements 
Operating revenues $15,483 $14,903 $14,268 
Operating income 2,289 2,521 2,548 
Net income 1.022 1,207 1,692 

Balance Sheets 
Current assets $ 3,300 $ 2,731 
Noncurrent assets 22,226 21,391 
Current liabilities 3,187 2,787 
Noncurrent liabilities 13,855 13,794 

At December 31, 2003 and 2002, we had notes receivable 
from Cingular of $5,885. In July 2003, we renegotiated 
the terms of these advances t o  reduce the interest rate 
from 7.5% to  6.0% and extended the maturity date of 
the advances from March 31,2005, t o  June 30, 2008. 
The interest income from Cingular was approximately 
$397 in 2003, $441 in 2002 and $555 in 2001. This interest 
income does not have a material impact on our net income 
as i t  is mostly offset when we record our share of equity 
income in Cingular. 



Other Equity Method Investments - Our investments in 
equity affiliates include primarily international investments. 
The following table is a reconciliation of our investments in 
equity affiliates as presented on our Consolidated Balance 
Sheets: 

2003 2002 

Beginning of year $ 5,887 $ 8,411 
Additional investments - 268 
Equity in net income 640 1,162 
Dividends received (288) (335) 
Currency translation adjustments 867 962 
Dispositions ' (89) (867) 
Other adiustments (70) (3,714) 
End of year $ 6,947 $ 5,887 

The currency translation adjustment for 2003 primarily 
reflects the effect of exchange rate fluctuations on our 
investments in TDC, Belgacom S.A. (Belgacom) and Telkom 
S.A. Limited (Telkom). Dispositions for 2003 reflect the 
decrease in our ownership percentage of Belgacom. 

The currency translation adjustment for 2002 primarily 
reflects the effect of exchange rate fluctuations on our 
investments in TDC, Belgacom and Telkom. Dispositions for 
2002 reflect the sale of shares of Bell Canada of $719 (see 
Note 2), Telmex L shares of $98, America Movil L shares of 
$40 and Amdocs shares of $10. Other adjustments for 2002 
include adjustments of $2,887 and $696 resulting from our 
change from the equity method to  the cost method of 
accounting for investments in Bell Canada and Cegetel, 
respectively (see Note 2). Other adjustments for 2002 also 
included a dividend from TDC that was treated as a return 
of capital due t o  TDC's insufficient undistributed earnings. 

Undistributed earnings from equity affiliates were $2,496 
and $2,195 at December 31,2003 and 2002. 

As o f  December 31, 2003, our investments in equity 
affiliates included an 8.0% interest in Telmex, Mexico's 
national telecommunications company; a 7.6% interest in 
America Movil, primarily a wireless provider in Mexico, 
with telecommunications investments in the US. and 
Latin America; a 41.6% interest in TDC, the national 
communications provider in Denmark; a 16.9% interest 
in Belgacom, the national communications provider in 
Belgium; and an 18% interest in Telkom, a telecommuni- 
cations company of South Africa. TDC also holds a 15.9% 
interest in Belgacorn, bringing our effective interest to  23.5%. 

Both our investment and TDC's investment in Belgacom 
are held through ADSB Telecommunications B.V. (ADSB), of 
which we directly owned 35%. ADS6 owned one share less 
than 50% of Belgacom and is a consortium of SBC, TDC, 
Singapore Telecommunications and a group of Belgian 
financial investors. Through our 35% ownership of ADS6 
and our 41.6% ownership of TDC, we had a 24.4% economic 
ownership of Belgacom. 

In October 2003, ADS6 announced that it had entered 
into an agreement with the Belgian government and 
Belgacom t o  proceed with the preparations for a potential 
initial public offering (IPO) of Belgacom. As part of  the 
agreement, ADS6 will have the exclusive right from January 
1, 2004 until July 31,2005, subject to  certain restrictions, to  
sell shares in an IPO of Belgacom. In the fourth quarter of 
2003, as a condition to  the IPO and related transactions, 
Belgacom transferred to  the Belgian government certain 
pension liabilities related t o  certain employees, proceeds 
from the sale of pension assets and cash sufficient t o  fully 
fund the obligations. This transfer resulted in a one-time 
charge to  our equity income from Belgacom which, including 
our direct and indirect ownership, reduced our fourth- 
quarter 2003 diluted earnings per share by $0.03, determined 
on a GAAP basis. 

In the fourth quarter of 2003, also pursuant to  the 
agreement, Belgacom repurchased approximately 6% of the 
Belgacom shares held by ADSB. This fourth-quarter repurchase 
decreased our economic ownership of Belgacom from 24.4% 
to 23.5%. Since the share price remains subject t o  adjustment 
as explained below, GAAP prohibits us from recording a gain 
(in 2003) on the 2003 sale of our shares back to  Belgacom. 
Based on our ADS6 ownership percentage, our portion of 
the proceeds, using the tentative share price, would be 
approximately $148 and we have estimated that our portion 
of the proceeds received would exceed our carrying value by 
approximately $59. As part of the October 2003 agreement, 
Belgacom agreed to  make a second buyback offer in the 
event of an IPO. Should the IPO occur, the price per share of 
both buybacks will be adjusted to the IPO price, which will 
result in our recognition of a gain or loss associated with the 
fourth-quarter 2003 sale and the sale associated with the 
IPO. If no IPO occurs before July 31, 2005, there will be no 
adjustment to  the proceeds from the first buyback. 

In 2002, we entered into two agreements with Bell 
Canada: (1) to  redeem a portion of our ownership in Bell 
Canada, representing approximately 4% of the company 
and (2) to  give BCE the right to  purchase our remaining 
interest in Bell Canada. BCE exercised i t s  right t o  purchase 
our remaining interest in Bell Canada during the fourth 
quarter of 2002. See Note 2 for a more detailed discussion 
on this divestiture. 

In 2002, we agreed to  sell to  Vodafone our 15% equity 
interest in Cegetel, a joint ventute that owns 80% of the 
second-largest wireless provider in France. The pending sale 
removed our significant influence and required us t o  change 
our accounting for Cegetel to  the cost method from the 
equity method. With this change, the value of our investment 
is reflected in the "Other Assets" line on our December 31, 
2002 Consolidated Balance Sheet. This transaction closed in 
the first quarter of 2003. (See Note 2) 
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The following table presents summarized financial 
information of our significant international investments 
accounted for using the equity method, taking into account 
all adjustments necessary to  conform to  GAAP but excluding 
our purchase adjustments, including goodwill, at December 31 
or for the year then ended: 

Income Statements 
Operating revenues $34,747 $30,414 $44,773 
Operating income 9,067 8,102 10,617 
Net income 4,689 6,493 5,981 

Balance Sheets 
Current assets $11,282 $ 9,575 
Noncurrent assets 40,895 32,613 
Current liabilities 10,101 8,902 
Noncurrent liabilities 23,393 19,798 

A t  December 31,2003, we had goodwill of approximately 
$1,682 related t o  our international investments in equity 
affiliates. 

Based on the December 31, 2003 quoted market price 
of TDC stock, the aggregate market value of our invest- 
ment in TDC was approximately $3,269. Based on the 
December 31,2003 quoted market price of Telkom stock, 
the aggregate market value of our investment in Telkom 
was approximately $1,060. The fair value of our investment 
in Telmex, based on the equivalent value of Telmex L 
shares at December 31, 2003, was approximately $1,607. 
The fair value of our investment in America Movil, based 
on the equivalent value of America Movil L shares at 
December 31, 2003, was approximately $1,345. Belgacom 
was not publicly traded at December 31, 2003, and thus 
does not have a readilv available market value. Our 
weighted average share of operating revenues shown 
above was 17% in 2003,2002 and 2001. 

M O T E  7. D E B T  

Long-term debt of SBC and its subsidiaries, including interest 
rates and maturities, is summarized as follows at December 31: 

Notes and debentures' 
0.00% - 5.98% 2003 - 20382 $ 5,987 $ 6,666 
6.03% - 7.85% 2003 - 20483 10,894 13,118 

Unamortized discount - net of premium (159) (203) 
Total notes and debentures 16,875 19,747 
Capitalized leases 65 143 
Total long-term debt, including 

current maturities 16,940 19,890 
Current maturities of lona-term debt 18801 (1.354) 
Total long-term debt $16,060 $18,536 

'In 2003, the $90 fair value of our variable rate interest rate swaps is reported with 
its corresponding debt. 

Zlncludes $1,000 of 4.18% Puttable Reset Securities (PURS) maturing in 2021 with a 
put option by holder in 2004 and $250 of 5.95% debentures maturing in 2038 
with a put option by holder in 2005. 

31ncludes $125 of 6.35% debentures maturing in 2026 with a put option by holder 
in 2006. 

At December 31, 2003, the aggregate principal amounts of 
long-term debt and weighted average interest rate scheduled 
for repayment for the years 2004 through 2008, excluding 
the effect of  interest rate swaps, were $880 (6.5%), $1,097 
(6.7%), $2,638 (5.9%), $1,912 (5.2%) and $700 (6.3%) with 
$9,782 (6.6%) due thereafter. As of December 31, 2003, 
we were in compliance with all covenants and conditions 
of instruments governing our debt. Substantially all of our 
outstanding long-term debt is unsecured. 

Financing Activities 
During 2003, approximately $1,259 of long-term debt 
obligations, and $1,000 of one-year floating rate securities 
matured. The long-term obligations carried interest rates 
ranging from 5.8% to  9.5%, with an average yield of  6.1 %. 
The short-term notes paid quarterly interest based on the 
London Interbank Offer Rate (LIBOR). Funds from operations 
and dispositions were used to  pay off these notes. 

During 2003 we called, prior t o  maturity, approximately 
$1,743 of debt obligations with maturities ranging between 
February 2007 and March 2048, and interest rates ranging 
between 6.5% and 7.9%. Of the $1,743 called debt, approxi- 
mately $264, with an average yield of 7.2% was called in 
July; $1,462, with an average yield of  7.4% was called in 
June; and $17, with an average yield of  6.9% was called in 
March. These included the remaining subsidiary notes that 
were listed on public bond exchanges. Funds from operations 
and dispositions were used to  pay off these notes. 



Debt maturing within one year consists of the following 
at December 31: 

2003 2002 

Commercial paper $ 999 $1,148 
Current maturities of long-term debt 880 1,354 
Other short-term debt - 1,003 
Total $1,879 $3,505 

The weighted average interest rate on commercial paper 
debt at December 31,2003 and 2002 was 1.08% and 1.43%. 
In October 2003, we renewed our 364-day credit agreement 
totaling $4,250 with a syndicate of banks replacing our credit 
agreement of  $4,250 that expired on October 21,2003. 
The expiration date of the current credit agreement is 
October 19,2004. Advances under this agreement may be 
used for general corporate purposes, including support of 
commercial paper borrowings and other short-term 
borrowings. Under the terms of the agreement, repayment 
of advances up t o  $1,000 may be extended two years from 
the termination date of the agreement. Repayment of  
advances up t o  $3,250 may be extended to  one year from 
the termination date o f  the agreement. There i s  no 
material adverse change provision governing the drawdown 
of advances under this credit agreement. We had no 
borrowings outstanding under committed lines of credit as 
of December 31,2003 or 2002. 

NOTE 8.  FINANCIAL INSTRUMENTS 

The carrying amounts and estimated fair values of our long- 
term debt, including current maturities and other financial 
instruments, are summarized as follows at December 31: 

Carrying Fair Carrying Fair 
Amount Value Amount Value 

Notes and debentures $16,875 $18,126 $1 9,747 $20,992 
Commercial paper 999 999 1,148 1,148 
Cingular note receivable 5,885 5,885 5,885 5,885 
Available-for-sale equity 

securities 844 844 1,347 1,347 
EchoStar note receivable 441 441 - - 
Preferred stock of 
subsidiaries 393 393 393 393 

The fair values of our notes and debentures were estimated 
based on quoted market prices, where available, or on 
the net present value method of expected future cash 
flows using current interest rates. The carrying amount of 
commercial paper debt approximates fair value. 

Our notes receivable from Cingular are recorded at face 
value, and the carrying amounts approximate fair values. 
The fair value of our EchoStar note receivable was based on 
the present value of cash and interest payments, which is 
accreted on the note up to  the face value of $500 over a 

three year period on a straight line basis. Our short-term 
investments, other short-term and long-term held-to-maturity 
investments and customer deposits are recorded at amortized 
cost, and the carrying amounts approximate fair values. The 
fair value of more than 95% of our available-for-sale equity 
securities was determined based on quoted market prices 
and the carrying amount of the remaining securities 
approximates fair value. In addition, we held other short- 
term held-to-maturity securities of  $378 as compared to 
$1 at December 31, 2002. At December 31,2003 we held 
other long-term held-to-maturity securities of  $84, which 
mature within two years from the date of purchase, and 
$0 at December 31, 2002. 

Preferred Stock Issuances by Subsidiaries - In the fourth 
quarter of 2002, we restructured our holdings in cehain 
investments, including Sterling. As part of  this restructuring, 
a newly created subsidiary issued approximately $43 of 
preferred stock. The preferred stock will accumulate dividends 
at an annual rate o f  5.79% and 'can be converted, at the 
option of the holder, t o  common stock (but not a controlling 
interest) of  the subsidiary at any time. (See Note 2) 

In June 1997 and December 1999, an SBC subsidiary issued 
$250 and $100 of preferred stock in private placements. The 
holders of the preferred stock may require the subsidiary 
to redeem the shares after May 20,2004. Holders receive 
quarterly dividends based on a rolling three-month LIBOR. 
The dividend rate for the December 31,2003, payment 
was 1.91 %. 

The preferred stock of subsidiaries discussed above is 
included in "Other noncurrent liabilities" on the 
Consolidated Balance Sheets. 

Derivatives - We use interest rate swaps t o  manage 
interest rate risk. Each swap matches exact maturity dates 
of the underlying debt t o  which they are related, allowing 
for perfectly effective hedges. The notional amounts, 
carrying amounts and estimated fair values of our derivative 
financial instruments are summarized as follows at 
December 31 : 

Notional Carrying Fair 
Amount Amount Value 

2003 
Interest rate swaps $3,500 $90 $90 

2002 
Interest rate swaps $1,000 $79 $79 

In August 2003 we entered into $1,000 in variable interest 
rate swap contracts on our 5.875% fixed rate debt which 
matures in August 2012. In the fourth quarter of 2003 we 
entered into two variable rate swap contracts on our fixed 
rate debt. We entered into $1,000 in variable rate swap 
contracts on our 5.875% fixed rate debt which matures in 
February 2012 and $500 in variable rate swap contracts on 
our 6.25% fixed rate debt which matures in March 2011. At 
December 31,2003 we had interest rate swaps with a notional 
value of $3,500 and a fair value of approximately $90. 
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N O T E  9 .  INCOME TAXES 

Significant components of our deferred tax liabilities and 
assets are as follows at December 31: 

2003 2002 

Depreciation and amortization $13,438 $ 9,231 
Equity in foreign affiliates 
Deferred directory expenses 
Other 
Deferred tax liabilities 18,706 14,978 
Employee benefits 3,260 3,078 
Currency translation adjustments 228 519 
Allowance for uncollectibles 282 456 
Unamortized investment tax credits 86 93 
Other . 954 1.285 
Deferred tax assets 4,810 5,431 
Deferred tax assets valuation allowance 1 44 148 
Net deferred tax liabilities $14,040 $ 9,695 

The decrease in the valuation allowance is  the result of an 
evaluation of the uncertainty associated with the realization 
of certain deferred tax assets. The valuation allowance is 
maintained in deferred tax assets for certain unused federal 
and state loss carryforwards. 

The components of income tax expense are as follows: 

2003 2002 2001 

Federal: 
Current $ (466) $ 377 $1,793 
Deferred - net 3,043 2,251 1,587 
Amortization of investment 

tax credits (24) (30) (44) 

2,553 2,598 3,336 
State and local: 

Current (38) 116 206 
. Deferred - net 401 219 385 
Foreign 14 5 1 15 

377 386 606 
Total $2,930 $2,984 $3,942 

In the fourth quarter of  2002, we internally restructured our 
ownership in several investments, including Sterling (see 
Note 2). The restructuring included the issuance of external 
debt (see Note 7), and the issuance and sale of preferred 
stock in subsidiaries (see Note 8). As we remain the primary 
beneficiary after the restructuring, the preferred securities 
are classified as "Other noncurrent liabilities" on our 
Consolidated Balance Sheet, and no gain or loss was recorded 
on the transaction. As a result o f  the sale of preferred stock, 
we recognized in net income $280 o f  tax benefits on certain 
financial expenses and losses that were not previously 
eligible for deferred tax recognition. 

A reconciliation of income tax expense and the amount 
computed by applying the statutory federal income tax rate 
(35%) t o  income before income taxes, extraordinary items 
and cumulative effect of  accounting change i s  as follows: 

Taxes computed at federal 
statutory rate $3,115 $3,660 $3,832 

Increases (decreases) in 
income taxes resulting from: 

State and local income taxes - 
net of federal 
income tax benefit 250 269 399 

Restructuringlsale of 
preferred interest - (280) - 

Effects of international 
operations (230) (354) (22) 

Goodwill amortization - - .  86 
Tax settlements (41) (171) 
Contributions of 

appreciated investments - - (208) 
Other - net (164) (140) (145) 

Total $2,930 $2,984 $3,942 

Effects of international operations include items such as 
foreign tax credits, sales of foreign investments and the effects 
of undistributed earnings from international operations. 
Deferred taxes are not provided on the undistributed earnings 
of subsidiaries operating outside the United States that have 
been or are intended to be permanently reinvested. 

NOTE 1 0 .  P E N S I O N  A N D  P O S T R E T I R E M E N T  BENEFITS  

Pensions - Substantially all of our employees are covered by 
one of various noncontributory pension and death benefit 
plans. A t  December 31, 2003, management employees 
participated in either cash balance or defined lump sum 
pension plans. Additionally, all management employees 
participated in a traditional pension benefit formula, stated 
as a percentage of the employees' adjusted career income. 
The pension benefit formula for most nonmanagement 
employees is based on a flat dollar amount per year according 
to  job classification. Most employees can elect to  receive 
their pension benefits in either a lump sum payment or 
annuity. We use a December 31 measurement date for 
calculating the values reported for plan assets and benefit 
obligations for our plans. 

Our objective in funding the plans, in combination with 
the standards of the Employee Retirement Income Security 
Act of.1974, as amended (ERISA), is to accumulate assets 
sufficient to  meet the plans' obligations to  provide benefits 
to  employees upon their retirement. Required funding is 
based on the present value of future benefits, which is 
similar to  the projected benefit obligation discussed below. 



Any plan contributions, as determined by ERISA regulations, 
are made to  a pension trust for the benefit of plan participants. 
In July 2003, we voluntarily contributed $500 to the pension 
trust for the benefit of  plan participants. No significant 
cash contributions t o  the trust will be required under ERISA 
regulations during 2004; however, we may make contributions 
in excess of minimum funding requirements. We are consid- 
ering a voluntary contribution of assets, which may include 
cash and/or other investments of $1,000 or more. 

For defined benefit pension plans, the benefit obligation 
is the "projected benefit obligation", the actuarial present 
value, as of the measurement date, of  all benefits attributed 
by the pension benefit formula t o  employee service rendered 
to  that date. The following table presents this reconciliation 
and shows the change in the projected benefit obligation 
for the years ended December 31: 

Benefit obligation at beginning of year $26,148 $25,060 
Service cost - benefits earned 

during the period 732 645 
lnterest cost on projected benefit obligation 1,666 1,780 
Amendments 1 (33) 
Actuarial loss 1,931 2,534 
Special termination benefits 7 1 456 
Benefits paid (2,932) (4,294) 

Benefit obligation at end of year $27,617 $26,148 

The following table presents the change in the value of 
pension plan assets for the years ended December 31 and 
the pension plans' funded status at December 31: 

Fair value of plan assets at 
beginning of year 

Actual return on plan assets 
Employer contribution 
Transfer from Cingularl 
Benefits   aid 
Fair value of plan assets at end of year2 $28,154 $24,999 

Funded (unfunded) status 
(fair value of plan assets 
less benefit obligation)3 $ 537 $ (1,149) 

Unrecognized prior service cost 1.397 1,642 
Unrecognized net (gain) loss 6,588 7,777 
Unamortized transition asset (67) (218) 
Net amount recognized $ 8,455 $ 8,052 

'Associated with the ZOO2 true-up of pension assets and liabilities based on final 
valuations of the ZOO1 employee transfer t o  Cingular. 

2Plan assets include SBC common stock of $6 at December 31, 2003, and $8 at 
December 31.2002. 

3Funded (unfunded) status is not indicative of our ability to pay ongoing pension 
benefits. Required pension funding is determined in accordance with ERISA 
regulations. 

Amounts recognized in our Consolidated Balance Sheets at 
December 31 are listed below and are discussed in the 
fourth paragraph following these tables: 

2003 2002 

Prepaid pension cost1 $8,455 $ 8,052 
Additional minimum pension liability2 (2,720) (3,455) 
Intangible asset1 894 1,078 
Accumulated other comprehensive income 1,132 1,473 
Deferred tax asset 694 904 
Net amount recognized $8,455 $ 8,052 

'Included i n  "Other Assets". 
2included i n  "Postemployment benefit obligation". 

The following table presents the components of net pension 
cost (benefit) recognized in our Consolidated Statements 
of Income (gains are denoted with parentheses and losses 
are not): 

2003 2002 2001 

Service cost - benefits earned 
during the period $ 732 $ 645 $ 550 

lnterest cost on projected 
benefit obligation 1,666 1,780 1,847 

Expected return on plan assets (2,456) (3,429) (3,515) 
Amortization of prior service cost 

and transition asset 94 100 .  81 
Recognized actuarial gain 53 (233) (413) 
Net pension cost (benefit) $ 89 $(1,137) $(1,450) 

In determining the projected benefit obligation and the net 
pension cost (benefit), we used the following significant 
weighted-average assumptions: 

Discount rate for determining 
projected benefit obligation 
at December 31 6.25% 6.75% 7.50% 

Discount rate in effect for 
determining net pension 
cost (benefit) 6.75% 7.50%' 7.75% 

Long-term rate of return on 
plan assets 8.50% 9.50% 9.50% 

Composite rate of 
compensation increase 4.25% 4.25% 4.25% 

Our assumed discount rate of 6.25% at December 31, 2003, 
reflects the hypothetical rate at which the projected benefit 
obligation could be effectively settled, or paid out to 
participants, on that date. We determined our discount rate 
based on a range of factors including the rates of return 
on high-quality, fixed-income corporate bonds available a t  
the measurement date. The reduction in the discount rate 
at December 31,2003 and 2002, by 0.50% and by 0.75%, 
respectively, resulted in an increase in our pensi6n plan 
benefit obligation of approximately $1,081 and $1,480 at 
December 31,2003 and 2002. Should actual experience 
differ from actuarial assumptions, the projected benefit 
obligation and net pension cost (benefit) would be affected. 
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Our expected long-term rate of return on plan assets of  
8.5% for 2003, reflects the average rate o f  earnings 
expected on the funds invested, or t o  be invested, t o  
provide for the benefits included in the projected benefit 
obligations. We consider many factors that include, but are 
not limited to  historic returns on plan assets, current market 
information on long-term returns (e.g., long-term bond 
rates) and current and target asset allocations between asset 
categories. The target asset allocation is determined based 
on consultations with external investment advisors. 

As noted above, the projected benefit obligation is the 
actuarial present value of all benefits attributed by the 
pension benefit formula to  previously rendered employee 
service. The calculation of the obligation generally consists 
of  estimating the amount of retirement income payments in 
future years after the employee retires or terminates service 
and calculating the present value at the measurement date. 
The amount of benefit to  be paid depends on a number of 
future events incorporated into the pension benefit formula, 
including estimates of average life o f  employeeslsurvivors 
and average years of service rendered. It is measured based 
on assumptions concerning future interest rates and future 
employee compensation levels. 

In contrast to the projected benefit obligation, the accu- 
mulated benefit obligation represents the actuarial present 
value of benefits based on employee service and compensation 
as of a certain date and does not include an assumotion 
about future compensation levels. On a plan-by-plan basis, 
if the accumulated benefit obligation exceeds plan assets 
and at least this amount has not been accrued, an additional 
minimum liability must be recognized, partially offset by an 
intangible asset for unrecognized prior service cost, with the 
remainder a direct charge to  equity net of  deferred tax 
benefits. These items are included in the third table above 
that presents the amounts recognized in our Consolidated 
Balance Sheets at December 31. At December 31,2003 and 
2002, for three of our plans, the accumulated benefit 
obligation (aggregate balance of $13,724 for 2003 and 
$13,289 for 2002) exceeded plan assets (aggregate balance 
of $13,016 for 2003 and $1 1,525 for 2002). Because of our 
increased asset returns in 2003, during the fourth quarter 
of  2003 we were able to reduce our minimum liability by 
$735, which resulted in a direct increase t o  equity of  $341 
(net of  deferred taxes of $210). In 2002, our decreased 
discount rate and lower asset returns, required us t o  record 
an additional minimum liability of  $3,455 and a direct 
charge to  equity of $1,473 (net of  deferred taxes of $904) 
in the fourth quarter of 2002. This reclass, while adjusting 
equity and comprehensive income, will not affect our 
future results of operations or cash flows. 

Shown below is a summary of our obligations and the 
fair value of plan assets for the years ended December 31, 
2003 and 2002. 

Projected benefit obligation $27,617 $26,148 
Accumulated benefit obligation 25,249 24,223 
Fair value of plan assets 28,154 24,999 

During 2003,2002 and 2001, as part of our workforce 
reduction programs, an enhanced retirement program was 
offered to eligible Pacific Telesis Group (PTG) nonmanagement 
employees. This program offered eligible employees who 
voluntarily decided t o  terminate employment an enhanced 
pension benefit and increased eligibility for postretirement 
medical, dental and life insurance benefits. Employees that 
accepted this offer and terminated employment totaled 
approximately 339 before the end of December 31,2003. 
Approximately 3,600 and 1,400 employees terminated 
before the end of December 31,2002 and 2001, respectively. 
In addition to  the net pension cost (benefit) reported in the 
tables above, enhanced pension benefits related to  this 
program were recognized as an expense of $42 in 2003, 
$456 in 2002, and $164 in 2001. 

In September 2003, the Internal Revenue Service (IRS) 
increased the interest rate applicable t o  fourth-quarter 
pension plan lump sum calculations from 4.53% to  5.31 %. 
An increase in the interest rate had a negative impact on 
lump sum pension calculations for some of our employees. 
We chose to  extend the 4.53% pension plan lump sum 
benefit payout rate through October 31, 2003. The 
extension of the lump sum benefit payout rate was 
accounted for as a special termination benefit and 
increased our fourth-quarter pension benefit expense 
approximately $28 in 2003. 

In October 2000, we implemented a voluntary enhanced 
pension and retirement program (EPR) t o  reduce the 
number of management employees. Approximately 7,000 
of the employees who accepted this offer terminated 
employment before December 31,2000; however, under 
the program, approximately 2,400 employees were retained 
for up to  one year. We recognized $940 in settlement gains 
in 2001 primarily associated with the EPR program. 

Also, in addition to  the net pension cost (benefit) 
reported in the table disclosing the components of our 
net pension cost (benefit) and the aforementioned EPR 
settlementlcurtailment gains, we recognized $29 in net 
settlement gains in 2002 and $423 in 2001. Net settlement 
gains in 2002 include settlement losses during the latter 
part of the year, reflecting the continued investment losses 
sustained by the plan. We did not recognize any settlement 
gains or losses in 2003. 



Plan assets consist primarily o f  private and public equity, 
government and corporate bonds, index funds and real 
estate. We maintain asset allocations to  meet ERISA require- 
ments. Our principal investment objectives are: t o  ensure the 
availability of  funds t o  pay pension benefits as they become 
due under a broad range of future economic scenarios; to  
maximize long-term investment return with an acceptable 
level of risk based on our pension obligations; and to be 
broadly diversified across and within the capital markets to  
insulate asset values against adverse experience in any one 
market. Each asset class has a broadly diversified style. 
Substantial biases toward any particular investing style or 
type of security are avoided by managing the aggregation 
of all accounts with portfolio benchmarks. Asset and benefit 
obligation forecasting studies are conducted periodically, 
generally every two to  three years, or when significant 
changes have occurred in benefits, participant demographics, 
or funded status. Decisions regarding investment policy are 
made with an understanding o f  the effect of  asset allocation 
on funded status, future contributions and pension expense. 
Our current asset allocation policy i s  based on a forecasting 
study conducted in 2002. 

Our pension plan weighted-average asset target and 
actual allocations, by asset category are as follows: 

Percentage of 
Plan Assets at 

Target Allocation December 31, 
2004 2003 2002 

Equity securities 
Domestic 40% - 50% 49 % 45% 
International 12% - 18% 17 15 

Debt securities 25% - 35% 27 3 0 
Real estate 3% - 6% 3 3 
Other 4% - 7% 4 7 
Total 100% 100% 

Securities held include SBC common stock of approximately 
$6 and $8 and SBC bonds of approximately $2 and $5 at 
December 31,2003 and 2002. Holdings in SBC securities 
represented approximately 0.03% and 0.05% of total plan 
assets at December 31,2003 and 2002. 

At December 31,2003, benefit payments expected to  be 
paid for the years 2004 through 2008 were $2,463, $2,224, 
$2,290, $2,369 and $2,467 with $13,512 to be paid in the 
five years thereafter. These expected benefit payments are 
estimated using the same assumptions used in determining 
our benefit obligation at December 31, 2003. Because 
benefit payments will depend on future employment and 
compensation levels, average years employed at SBC and 
average life spans, among other factors, changes in any of 
these factors could significantly affect these expected 
amounts. 

Postretirement Benefits - We provide certain medical, 
dental and life insurance benefits t o  substantially all retired 
employees under various plans and accrue actuarially 
determined postretirement benefit costs as active employees 
earn these benefits. We maintain Voluntary Employee 
Beneficiary Association (VEBA) trusts to  partially fund these 
postretirement benefits; however, there are no ERISA or 
other regulations requiring these postretirement benefit 
plans t o  be funded annually. 

For postretirement benefit plans, the benefit obligation 
is the "accumulated postretirement benefit obligation", the 
actuarial present value as of a date of all future benefits 
attributed under the terms o f  the postretirement benefit 
plan to  employee service rendered t o  that date. 

In January 2004, the FASB issued preliminary guidance 
(referred to  as FSP FAS 106-1) on how employers should 
account for provisions of the recently enacted Medicare 
Prescription Drug, Improvement and Modernization Act of 
2003 (Medicare Act). The Medicare Act allows employers 
who sponsor a postretirement health care plan that provides 
a prescription drug benefit t o  receive a subsidy for the cost 
of providing that drug benefit. In order for employers, such 
as us, to  receive the subsidy payment under the Medicare 
Act, the value of our offered prescription drug plan must be 
at least equal t o  the value of the standard prescription drug 
coverage provided under Medicare Part D. Due to  our lower 
deductibles and better coverage of drug costs, we believe 
that our plan i s  of  greater value than Medicare Part D. 

FSP FAS 106-1 permits us t o  recognize immediately this 
subsidy on our financial statements. Accordingly, our 
accumulated postretirement benefit obligation decreased by 
$1,629, which, because the Medicare Act was enacted in 
2003, was calculated using our year end 2002 assumed 
discount rate of 6.75%. Had, at the time of adoption, we 
used our year end 2003 assumed discount rate of 6.25%, 
we would have decreased our accumulated postretirement 
benefit obligation by $1,888. We accounted for the 
Medicare Act as a plan amendment and recorded the 
adjustment in the amortization of our liability, from the 
date of enactment of  the Medicare Act, December 2003. 
This decreased our 2003 postemployment benefit expense 
approximately $22 and we expect an annual decrease in 
prescription drug expense of $250 t o  $350 in future years. 
Our accounting assumes that our plan will continue t o  
provide drug benefits equivalent to  Medicare Part D, that 
our plan will continue t o  be the primary plan for our retirees 
and that we will receive the subsidy. We do not expect that 
the Medicare Act will have a significant effect on our retirees' 
participation in our postretirement benefit plan. Specific 
authoritative guidance from the FASB on the accounting for 
this federal subsidy is pending and that guidance, when 
issued, could require us to  change our estimates. 
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The following table presents a reconciliation of the 
beginning and ending balances of the benefit obligation 
and shows the change in the accumulated postretirement 
benefit obligation for the years ended December 31: 

Benefit obligation at beginning of year 
Service cost - benefits earned 

during the period 
lnterest cost on accumulated 

postretirement benefit obligation 
Medicare Act initial recognition 
Amendments 
Actuarial loss 
Special termination benefits 
Benefits aaid 11.185) (1.151) 
Benefit obligation at end of year $27,231 $24,564 

In early 2004, nonmanagement retirees were notified of 
medical coverage changes that will become effective on 
January 1, 2005. These changes include adjustments t o  
co-pays and deductibles for prescription drugs and a choice 
of medical plan coverage between the existing plans, including 
monthly contribution provisions or a plan with higher co-pays 
and deductibles but no required monthly contribution from 
the retiree during 2005. We expect this change t o  reduce 
the benefit obligation in the range of $2,000 t o  $3,500 
in 2004. 

The following table sets forth the change in the value 
of plan assets for the years ended December 31, the plans' 
funded status at December 31 and the accrued postretirement 
benefit obligation liability recognized in our Consolidated 
Balance Sheets at December 31: 

Fair value of plan assets at 
beginning of year $ 4.917 $ 6,275 

Actual return on plan assets 1,167 (802) 
Employer contribution' 1,312 3 
Benefits paid (429) (559) 
Fair value of plan assets at end of year2 $ 6,967 $ 4,917 

Unfunded status (fair value of plan 
assets less benefit obligation)3 $(20,263) $(I 9,647) 

Unrecognized prior service cost (benefit) (2,664) (1,109) 
Unrecognized net loss 12,788 10,335 
Accrued postretirement benefit obligation $(10,139) $(10,421) 

'2003 includes reimbursements from a VEBAtrust t o  us of $167 for qualified claims 
paid by us. At the time of reimbursement we made a contribution of $167 to a 
different VEBA. 

2Plan assets include SBC common stock of $5 at December 31,2003 and 2002. 
3(Unfunded) funded status is not indicative of our ability t o  pay ongoing 
postretirement benefits. As noted above, while many companies do not, we 
maintain trusts t o  partially fund these postretirement benefits; however, there 
are no ERISA or other regulations requiring these postretirement benefit plans 
t o  be funded annually. 

The following table presents the components of postretirement 
benefit cost recognized in our Consolidated Statements of 
Income (gains are denoted with brackets and losses are not): 

Service cost - benefits earned 
during the period $ 378 $ 293 $ 256 

lnterest cost on accumulated 
postretirement benefit obligation 1,602 1,430 1,316 

Expected return on assets (525) (689) (665) 
Amortization of prior service 

cost (benefit) (122) (28) 94 
Recognized actuarial (gain) loss 41 3 49 13 
Postretirement benefit cost' $1,746 $1,055 $1,014 

'During 2003, the Medicare Act reduced postretirement benefit cost by $22. This 
effect Is included in several line items above. 

The fair value of plan assets allocated t o  the payment of life 
insurance benefits was $535 and $516 at December 31,2003 
and 2002. At December 31,2003 and 2002, the accrued life 
insurance benefits included in the accrued postretirement 
benefit obligation were $1,059 and $943. 

In addition to  the postretirement benefit cost reported 
in the table above, enhanced benefits related to  the PTG 
nonmanagement early retirement program were recognized 
as an expense of $2, $30 and $9 in 2003,2002 and 2001. 

The medical cost trend rate in 2004 is 9.0% for retirees 64 
and under and 10.0% for retirees 65 and over, trending to 
an expected increase of 5.0% in 2009 for all retirees, prior to 
adjustment for cost-sharing provisions of the medical and 
dental plans for certain retired employees. The assumed 
dental cost trend rate in 2004 is 5.0%. A one percentage- 
point change in the assumed combined medical and dental 
cost trend rate would have the following effects: 

O n e  Percentage- One  Percentage- 

Point lncrease Point Decrease 

lncrease (decrease) in total 
of service and interest 
cost components $ 301 $ (239) 

Increase (decrease) in 
accumulated postretirement 
benefit obligation 3,346 (2,73 1) 

We used the same significant assumptions for the discount 
rate, long-term rate of return on plan assets and composite 
rate of compensation increase used in calculating the 
accumulated postretirement benefit obligation and related 
postretirement benefit costs that we used in developing the 
pension information. The reduction in the discount rate at 
December 31,2003 and 2002 resulted in an increase in our 
postretirement benefit obligation of approximately $1,800 
and $2,062, respectively. Should actual experience differ from 
the actuarial assumptions, the accumulated postretirement 
benefit obligation and postretirement benefit cost would be 
affected in future years. 



For t h e  majority of our labor contracts tha t  contain a n  
annual dollar value cap f o r  t h e  purpose of determining 
contributions required from nonmanagement retirees, w e  
have waived t h e  cap during t h e  relevant contract periods 
and thus not  collected contributions from those retirees. 
Therefore, in accordance with t h e  substantive plan provisions 
required in accounting for  postretirement benefits under 
GAAP, through 2003, w e  did n o t  account fo r  t h e  cap in t h e  
value of our accumulated postretirement benefit obligation 
(i.e., w e  assumed t h e  cap would be  waived for  all future 
contract periods). If w e  had accounted for  t h e  cap as written 
in t h e  contracts, our  postretirement benefit cost would have 
been reduced by $884, $606 and  $476 in 2003,2002 and 
2001. As noted above, t h e  letters sent  t o  nonmanagement 
retirees informed them of changes in medical coverage 
beginning in 2005. We anticipate t h e  changes will reduce 
postretirement benefit cost in t h e  range of $300 t o  $600 
during 2004. 

Plan assets consist primarily of  private and public equity, 
government and corporate bonds and index funds. Our 
principal investment objectives are: t o  ensure t h e  availability 
of funds t o  pay postretirement benefits as they become 
d u e  under a broad range of future economic scenarios; t o  
maximize long-term investment return with an acceptable 
level of risk; and t o  be  broadly diversified across and within 
t h e  capital markets t o  insulate asset values against adverse 
experience in any one  market. 

Our postretirement benefit plan weighted-average 
asset target  and actual allocations, by asset category a re  
as follows: 

Percentage of 
Plan Assets at 

Target Allocation December 31, 
2004 2003 2002 

Equity securities 
Domestic1 50% - 60% 45 % 58% 
International 15% - 25% 16 16 

Debt securities 20% - 30% 28 24 
Real estate none - - 
Other 0% - 10% 11 2 

Total 100% 100% 

'At December 31, 2003, Domestic equity securities did not include the funds from 
our late December 2003 voluntary VEBA contribution. Our subsequent Investment 
in January 2004 resulted in an allocation within the target range. 

Securities held include SBC common stock of approximately 
$5, o r  0.07% of plan assets, and  $5, o r  0.1 % of plan assets, 
a t  December 31,2003 and 2002. 

While not required, w e  voluntarily contributed $445 and 
$700 t o  t h e  VEBA trusts t o  partially fund postretirement 
benefits in t h e  first and fourth quarters of 2003, respectively. 
W e  a re  currently considering a voluntary contribution of 
assets, which may include cash andlor other investments of 
$1,000 or  more. 

At December 31,2003, benefit payments expected t o  be 
paid fo r  t h e  years 2004 through 2008 were $1,341, $1,443, 
$1,475, $1,567 and $1,651 with $9,235 t o  be  paid in the  five 
years thereafter. These expected benefit payments a re  esti- 
mated using t h e  same assumptions used in determining our 
benefit obligation a t  December 31, 2003. Because benefit 
payments will depend on future employment and compen- 
sation levels, average years employed a t  SBC and average 
life spans, among other  factors, changes in any of these 
factors could significantly affect these expected amounts. 

Combined Net Pension and  Postretirement Cost 
(Benefit) - The following tab le  combines ne t  pension 
cost (benefit) with postretirement benefit  cost (gains a re  
denoted  with parentheses and  losses a r e  not): 

2003 2002 2001 

Net pension cost (benefit) $ 89 $(1,137) $(1,450) 
Postretirement benefit cost 1,746 1,055 1,014 
Combined net pension and 

postretirement cost (benefit) $1,835 $ (82) $ (436) 

Our combined net  pension and postretirement benefit 
decreased in 2003 primarily due  t o  ne t  investment losses and 
pension settlement gains recognized in 2002 and previous 
years, which reduced t h e  amount  of unrealized gains 
recognized in 2003. (Under GAAP, if lump sum benefits paid 
from a plan t o  employees upon termination or  retirement 
exceed required thresholds, w e  recognize a portion of 
previously unrecognized pension gains o r  losses attributable 
t o  t h a t  plan's assets and liabilities. Until 2002, w e  had 
unrecognized net  gains, primarily because our  actual 
investment returns exceeded our expected investment 
returns. During 2002, w e  made lump sum benefit payments in 
excess of t h e  GAAP thresholds, resulting in t h e  recognition 
of net  gains, referred t o  as "pension settlement gains".) 

The following four  other  factors also increased our  
combined net  pension and postretirement cost in 2003: 

Our decision t o  lower our expected long-term rate of 
return on  plan assets from 9.5% t o  8.5% for  2003, 
based on our  long-term view of future market returns, 
increased costs approximately $343. 
The reduction of t h e  discount rates used t o  calculate 
service and interest cost from 7.5% t o  6.75%, in 
response t o  lower corporate bond interest rates, 
increased this cost approximately $1 63. 
Higher-than-expected medical and prescription drug 
claims increased expense approximately $152. 
We increased t h e  assumed medical cost trend rate in 
2003 from 8.0% t o  9.0% for  retirees 64 and under and 
from 9.0% t o  10.0% for  retirees 65 and over, trending 
t o  an expected increase of 5.0% in 2009 for  all retirees, 
prior t o  adjustment fo r  cost-sharing provisions of t h e  
medical and dental plans fo r  certain retired employees, 
in response t o  rising claim costs. This increase in the 
medical cost trend rate increased our  combined net 
pension and postretirement cost approximately $187. 



NOTES TO CONSOLIDATED F INANCIAL  STATEMENTS ( C O N T I N U E D )  
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As a result of  this increase in our combined net pension 
and postretirement cost, we have taken steps t o  implement 
additional cost controls. To offset some of the increases in 
medical costs mentioned above, in January 2003, we 
implemented cost-saving design changes in our management 
health plans including increased participant contributions 
for health coverage and increased prescription drug co- 
payments. These changes reduced our postretirement cost 
approximately $229 in 2003. 

As previously discussed, in early 2004, the majority of  
nonmanagement retirees were informed of medical coverage 
changes. Retirees have the option o f  continuing coverage on 
their current plan, with the cap enforcement, or opting for 
coverage on an alternative plan with no required monthly 
contribution from the retiree during 2005. We expect this 
change to reduce 2004 expenses in the range of $300 t o  
$600 and the projected benefit obligation in the range of 
$2,000 to  $3,500. 

While we will continue our cost-cutting efforts discussed 
above, certain factors, such as investment returns, depend 
largely on trends in the US. securities markets and the 
general U.S. economy, and we cannot control these factors. 
In particular, uncertainty in the securities markets and U.S. 
economy could result in investment volatility and significant 
changes in plan assets, which under GAAP we will recognize 
over the next several years. As a result of these economic 
impacts and assumption changes discussed above, we expect 
a combined net pension and postretirement cost of between 
$1,000 and $1,400 in 2004. Approximately 10% of these 
costs will be capitalized as part of construction labor, 
providing a small reduction in the net expense recorded. 
Additionally, should actual experience differ from actuarial 
assumptions, combined net pension and postretirement cost 
would be affected in future years. 

The weighted average expected return on assets 
assumption, which reflects our view of long-term returns, 
is one of the most significant of  the weighted average 
assumptions used t o  determine our actuarial estimates of 
pension and postretirement benefit expense. Based on our 
long-term expectation of market returns in future years, our 
long-term rate of return on plan assets is 8.5% for 2004. 
If all other factors were to  remain unchanged, we expect a 
1 % decrease in the expected long-term rate of return would 
cause 2004 combined pension and postretirement cost t o  
increase approximately $408 over 2003 (analogous change 
would result from a 1 % increase). 

Under GAAP, the expected long-term rate of return i s  
calculated on the market-related value of assets (MRVA). 
GAAP requires that actual gains and losses on pension and 
postretirement plan assets be recognized in the MRVA 
equally over a period of not more than five years. We use a 
methodology, allowed under GAAP, under which we hold the 
MRVA to within 20% of the actual fair value of plan assets, 
which can have the effect of accelerating the recognition 
of excess actual gains and losses into the MRVA to less 
than five years. Due to  investment losses on plan assets 
experienced in recent years, this methodology contributed 

approximately $605 to  our combined net pension and 
postretirement cost in 2003 as compared with not using this 
methodology. This methodology did not have a significant 
effect on our 2002 or 2001 combined net pension and 
postretirement benefit as the MRVA was almost equal to  the 
fair value of plan assets. Largely due to  investment returns in 
2003, we do not expect this methodology to  have a significant 
impact in our combined net pension and postretirement 
costs in 2004. 

Supplemental Retirement Plans -We also provide 
senior- and middle-management employees with nonqualified, 
unfunded supplemental retirement and savings plans. These 
plans include supplemental pension benefits as well as 
compensation deferral plans, some of which include a 
corresponding match by us based on a percentage of the 
compensation deferral. Expenses related t o  these plans were 
$142, $142 and $166 in 2003,2002 and 2001. Liabilities of 
$1,718 and $1,629 related to  these plans have been included 
in "Other noncurrent liabilities" on our Consolidated 
Balance Sheets at December 31,2003 and 2002. 

NOTE 11. EMPLOYEE STOCK OWNERSHIP PLANS (ESOP) 

We maintain contributory savings plans that cover substan- 
tially all employees. Under the savings plans, we match a 
stated percentage of eligible employee contributions, . 

subject to  a specified ceiling. 
We extended the terms of certain ESOPs through previous 

internal refinancing of the debt, which resulted in approxi- 
mately 75 million of allocated SBC shares and significantly 
less than 1 million unallocated SBC shares remaining in 
one of those ESOPs at December 31,2002. This internal 
refinancing of ESOP debt was paid off in December 2002 
with our matching contributions to  the savings plan, dividends 
paid on SBC shares and interest earned on funds held by the 
ESOPs. There were no debt-financed SBC shares held by the 
ESOPs, allocated or unallocated, at December 31,2003. 

In 2003, our match of employee contributions to  the 
savings plans was fulfilled with purchases o f  SBC1s stock on 
the open market. Prior to  December 31,2002, our match of 
employee contributions to  the savings plan was fulfilled 
with shares of stock purchased with the proceeds of an ESOP 
note and the purchases of SBC's stock in the open market. 
Shares purchased with the proceeds of an ESOP note were 
released for allocation to  the accounts of employees as 
employer-matching contributions were earned by participants 
and paid to  the ESOP by us. In 2003, the benefit cost was * 

based on the cost of shares allocated to  participating 
employees' accounts. Prior to  December 31, 2002, benefit 
cost was based on a combination of the contributions to  the 
savings plans and the cost of shares allocated t o  participating 
employees' accounts. Prior to  December 31, 2002, both 
benefit cost and interest expense on the ESOP notes were 
reduced by dividends on SBC'5 shares held by the ESOPs and 
interest earned on the ESOPs' funds. 



lnformation related to  the ESOPs and the savings plans is 
summarized below: 

The compensation cost that has been charged against 
income for these plans and our other stock-based 
compensation plans is as follows: 

Benefit expense - net of 
dividends and interest income $300 $216 $185 

Total expense $300 $216 $185 

Company contributions for ESOPs $ - $165 $177 

Dividends and interest income 
for debt service $ -  . $ 8 $58 

NOTE 12.  STOCK-BASED C O M P E N S A T I O N  

Under our various plans, senior and other management and 
nonmanagement employees and nonemployee directors 
have received stock options, performance stock units and 
other nonvested stock units. Stock options issued through 
December 31, 2003 carry exercise prices equal to  the market 
price of the stock at the date o f  grant and have maximum 
terms ranging from five to  ten years. Beginning in 1994 and 
ending in 1999, certain Ameritech employees were awarded 
grants of nonqualified stock options with dividend equivalents. 
Depending upon the grant, vesting of stock options may 
occur up to  five years from the date of grant, with most 
options vesting on a graded basis over three years (113 of 
the grant vests after one year, another 113 veski after two 
years and the final I13 vests after three years from the grant 
date). Performance stock units are granted t o  key employees 
based upon the common stock price at the date of grant 
and are awarded in the form of common stock and cash at 
the end of a two- or three-year period, subject to  the 
achievement of  certain performance goals. Nonvested stock 
units are valued at the market price of the stock at the date 
of grant and vest over a three- t o  five-year period. As of 
December 31,2003, we were authorized to  issue up to  80 
million shares of stock (in addition to  shares that may be 
issued upon exercise of outstanding options or upon vesting 
of performance stock units or other nonvested stock units) 
to  officers, employees and directors pursuant to  these 
various plans. 

We use an accelerated method of recognizing compensa- 
tion cost for fixed awards with graded vesting, which 
essentially treats the grant as three separate awards, with 
vesting periods of 12, 24 and 36 months for those that vest 
over three years. As noted above, a majority of our options 
vest over three years and for those we recognize approximately 
61 % of the associated compensation expense in the first 
year, 28% in the second year and the remaining 1 1  % in the 
third year. As allowed by FAS 123, we accrue compensation 

Stock option expense 
under FAS 123 $183 $390 $380 

Mark-to-market effect 
on dividend eauivalents 4 (3 6) (33) 

Other 57 19 33 

Total $244 $373 $380 

The estimated fair value of the options when granted is 
amortized to  expense over the options' vesting period. The 
weighted-average, fair value of each option granted during 
2003, 2002 and 2001 was $3.88, $6.57 and $8.37. The fair 
value for these options was estimated at the date of grant, 
using a Black-Scholes option pricing model with the following 
weighted-average assumptions used for grants in 2003,2002 
and 2001: risk-free interest rate of 3.64%, 4.33% and 4.51 %; 
dividend yield of 4.40%, 3.04% and 2.37%; expected volatility 
factor of 22%, 23% and 24%; and expected option life of  
6.7, 4.4 and 4.0 years. 

Information related to  options is summarized below 
(shares in millions): 

Weighted- 
Average 

Number Exercise Price 

Outstanding at January 1, 2001 156 $33.53 
Granted 76 43.41 
Exercised (1 3) 24.41 
ForfeitedIExaired (1 2) 43.09 
Outstanding at December 31, 2001 
(109 exercisable at weighted-average 
price of $32.36) 207 37.21 

Granted 3 6 35.50 
Exercised (7) 20.80 
ForfeitedlExpired (7) 41.20 
Outstanding at December 31, 2002 
(154 exercisable at weighted-average 
price of $36.48) 229 37.31 

Granted 15 24.71 
Exercised (6) 19.64 
ForfeitedIExpired (7) 37.09 
Outstanding at December 31,2003 
(181 exercisable at weighted-average 
price of $37.66) 23 1 $36.94 

cost as if all options granted subject only to  a service 
requirement are expected to  vest. The effects of actual 
forfeitures of unvested options are recognized (as a 
reversal of expense) as they occur. 
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Information related to  options outstanding at December 31, 
2003: 

Exercise Price Ranae $17.49 $29.99 $35.49 $58.88 

Number of options 
(in millions): 

Outstanding 3 55 8 165 
Exercisable 3 40 8 130 

Weig hted-average 
exercise price: 

Outstanding $1 5.57 $24.66 $33.97 $41.57 
Exercisable $1 5.57 $24.65 $33.97 $42.48 

Weig hted-average 
remaining 
contractual life 0.87 years 4.38 years 5.08 years 6.77 years 

As of December 31, additional shares available under stock 
options with dividend equivalents were approximately 
1 million in 2003, 2002 and 2001. 

Additionally, during 2003, 2002 and 2001, performance 
stock (performance shares) units and other nonvested units 
of 2,942,591, 937,094 and 727,046 were issued with a 
weighted-average, grant-date fair value of $24.44, $35.30 
and $46.63. 

NOTE 1 3 .  SHAREOWNERS' EQUITY 

From time to  time, we repurchase shares of common stock 
for distribution through our employee benefit plans or in 
connection with certain acquisitions. In December 2003, the 
Board of Directors authorized the repurchase of up to 350 
million shares of SBC common stock. This replaced previous 
authorizations from November 2001 and January 2000 that 
combined for up t o  200 million shares. As of December 31, 
2003, we had repurchased a total of  approximately 161 
million shares of our common stock of the 200 million 
previously authorized to  be repurchased. 

In 2000 and 2001, we entered into a series of put options 
on SBC stock which allowed institutional counterparties to 
sell us SBC shares at agreed-upon prices. The put options 
were exercisable only at maturity, and we had the right to  
settle the put options by physical settlement of the options 
or by net share settlement using shares of SBC common 
stock. A t  December 31,2001, we had a maximum potential 
obligation to  purchase 9 million shares of our common stock 
at a weighted average exercise price of $37.45 per share. 
We received cash of $38 in 2001 and $65 in 2000 from these 
transactions, which was credited to  capital in excess of 
par value in shareowners' equity. During 2002, put options 
representing 3 million shares expired unexercised. 
Additionally in 2002, 6 million shares of our common stock 
were put to  us under these options at a weighted average 
price of $39.14 per share, which was approximately $9 per 
share over the then-market price of our stock. As settlement 
of the obligation, we elected to  purchase the shares instead 
of using net share settlement. The excess cash paid of 
approximately $55 was debited to  capital in excess of par 
value in shareowners' equity. We had no put options 
outstanding at December 31, 2003 or 2002. 

M O T E  14.  ADDITIONAL FINANCIAL INFORMATION 

December  31, 

Balance Sheets 2003 2002 

Accounts payable and accrued liabilities: 
Accounts payable $ 3,108 $3,395 
Advance billing and customer deposits 1,252 1,240 
Compensated future absences 823 858 
Accrued interest 364 446 
Accrued payroll 1,178 7 64 
Other 4,145 2,710 

Total $10,870 $9,413 

Statements of Income 2003 2002 2001 

Advertising expense $ 867 $ 432 $ 363 

Interest expense incurred $1,278 $1,440 $1,718 
Capitalized interest (37) (58) (1 19) 
Total interest expense $1,241 $1,382 $1,599 

Statements of Cash Flows 2003 2002 2001 

Cash paid during the year for: 
Interest $1,359 $1,480 $1,546 
Income taxes, net of refunds 1,321 1,315 2,696 

No customer accounted for more than 10% of consolidated 
revenues in 2003,2002 or 2001. 

Approximately two-thirds of our employees are represented 
by the Communications Workers of America (CWA) or the 
International Brotherhood of Electrical Workers (IBEW). The 
four largest collective bargaining agreements between the 
CWA and our subsidiaries, covering approximately 56% of 
our employees, expire April 1, 2004 through April 3, 2004. 
In an agreement announced on February 4,2004, the CWA 
agreed t o  give us 30 days notice before taking any strike 
action if a settlement is not reached by contract expiration 
in early April, 2004. In turn, we agreed t o  continue to  
provide health care benefits to  employees in the event of a 
strike. The largest IBEW agreement covering approximately 
7% of our employees expires on June 26, 2004. 



NOTE 15. RELATED PARTY TRANSACTIONS 

We have made advances to  Cingular that totaled $5,885 at 
December 31,2003 and 2002. We earned interest income on 
these advances of $397 during 2003, $441 in 2002 and $555 
in 2001. In July 2003, we renegotiated the terms of these 
advances with Cingular to  reduce the interest rate from 
7.5% to 6.0% and extended the maturity date of the loan 
from March 2005 to  June 2008. In addition, for access and 
long-distance services sold to Cingular on a wholesale basis, 
we generated revenue of $476 in 2003, $343 in 2002 and 
$120 in 2001. Also, under a marketing agreement with 
Cingular relating t o  Cingular customers added through SBC 
sales sources, we received commission revenue of $63 in 
2003, $6 in 2002 and $0 in 2001. The offsetting expense 
amounts are recorded by Cingular, of which 60% flows back 
t o  us through Equity in Net Income of Affiliates. 

NOTE 18 .  QUARTERLY FINANCIAL INFORMATION (UNAUDITED) 

NOTE 16.  CONTINGENT LIABILITIES 

In addition t o  issues specifically discussed elsewhere, we 
are party t o  numerous lawsuits, regulatory proceedings 
and other matters arising in the ordinary course of business. 
In our opinion, although the outcomes of these proceedings 
are uncertain, they should not have a material adverse 
effect on the company's financial position, results of  
operations or cash flows. 

NOTE 17.  SUBSEQUENT EVENT 

On February 17,2004, Cingular announced an agreement 
to  acquire AT&T Wireless Services Inc. (AT&T Wireless). 
Under the terms of the agreement, shareholders of AT&T 
Wireless will receive cash of $15.00 per common share or 
approximately $41,000. The acquisition is subject to  approval 
by AT&T Wireless shareholders and federal regulators. 
Based on our 60% equity ownership of Cingular, we expect 
to  provide approximately $25,000 of the purchase price. 
As a result, equity ownership and management control 
of Cingular will not be impacted after the acquisition. 

Total Basic Diluted 
Calendar Operating Operating Net Earnings Earnings Stock Price 
Quarter Revenues Income Income Per Share Per Share High Low Close 

2003 
First $10,333 $1,898 $4,996 $ 1.50 $ 1.50 $31.65 $18.85 $20.06 
Second 10,204 1,749 1,388 0.42 0.42 27.35 19.65 25.55 
Third 10,239 1,610 1,216 0.37 0.37 26.88 21.65 22.25 
Fourth 10,067 1,212 905 0.27 0.27 26.15 21.16 26.07 
Annual $40,843 $6,469 $8,505 2.56 2.56 

2002 
First $10,522 $2, 182 $ (1 93) $(0.06) $(0.06) $40.99 $34.29 $37.44 
Second 10,843 2,164 1,782 0.53 0.53 38.40 27.85 30.50 
Third 10,556 2,029 1,709 0.51 0.51 31.96 19.57 20.10 
Fourth 11.217 2,248 2.355 0.71 0.71 29.10 19.80 27.1 1 
Annual $43,1 38 $8,623 $5,653 1.70 1.69 

The first quarter of 2003 includes cumulative effect of 
accounting changes of $2,541 (income before cumulative 
effect of  accounting changes was $2,455): a benefit of 
$3,677, or $1.10 per share, related t o  the adoption of 
FAS 143 and a charge of $1,136, or $0.34 per share, related 
to  the change in the method in which we recognize 
revenues and expenses related t o  publishing directories from 
the "issue basis" method to the "amortization" method 
(see Note 1). The benefit of $3,677 included a charge of $7 
representing our share of the loss related to  TDC's fourth- 

quarter 2003 adoption of FAS 143. The effect of this 
noncash charge was to  reduce our previously reported 
first-quarter 2003 net income by $7, or $0.01 per share. 
The fourth quarter of 2003 includes an extraordinary loss 
of $7 (income before extraordinary loss was $912) related 
to  consolidation of real estate leases under FIN 46 (see 
Note 1). The first quarter of ZOO2 includes a cumulative 
effect of  accounting change of $1,820, or $0.54 per share 
(income before cumulative effect of accounting change 
was $1,627), from the adoption of FAS 142 (see Note 1). 



REPORT 0.F MANAGEMENT REPORT O F  INDEPENDENT AUDITORS 

The consolidated financial statements have been prepared in 
conformity with generally accepted accounting principles in 
the United States. The integrity and objectivity of  the data 
in these financial statements, including estimates and judg- 
ments relating to  matters not concluded by year end, are 
the responsibility of management, as is all other information 
included in the Annual Report, unless otherwise indicated. 

The financial statements of SBC Communications Inc. 
(SBC) have been audited by Ernst & Young LLP, independent 
auditors. Management has made available t o  Ernst &Young 
LLP all of SBC's financial records and related data, as well as 
the minutes of shareowners' and directors' meetings. 
Furthermore, management believes that all representations 
made t o  Ernst & Young LLP during i t s  audit were valid and 
appropriate. 

Management has established and maintains a system 
of internal accounting controls that provides reasonable 
assurance as to the integrity and reliability of the financial 
statements, the protection of assets from unauthorized 
use or disposition and the prevention and detection of 
fraudulent financial reporting. The concept of  reasonable 
assurance recognizes that the costs o f  an internal accounting 
controls system should not exceed, in  management's 
judgment, the benefits to  be derived. 

Management maintains disclosure controls and procedures 
that are designed to  ensure that information required to  be 
disclosed by SBC is recorded, processed, summarized and 
reported within the time periods specified by the Securities 
and Exchange Commission's rules and forms. 

Management also seeks t o  ensure the objectivity and 
integrity of i t s  financial data by the careful selection of i t s  
managers, by organizational arrangements that provide an 
appropriate division of responsibility and by communication 
programs aimed at ensuring that its policies, standards and 
managerial authorities are understood throughout the 
organization. Management regularly monitors the system of 
internal accounting controls for compliance. SBC maintains 
an internal auditing program that independently assesses 
the effectiveness of the internal accounting controls and 
recommends improvements thereto. 

The Audit Committee of the Board of Directors meets 
periodically with management, the internal auditors and the 
independent auditors to review the manner in which they 
are performing their respective responsibilities and to  discuss 
auditing, internal accounting controls and financial report- 
ing matters. Both the internal auditors and the independent 
auditors periodically meet alone with the Audit Committee 
and have access to the Audit Committee at any time. 

Gh-a?Ac&~-.-.. 
Edward E. Whitacre Jr. 
Chairman o f  the Board and 
Chief Executive Officer 

Randall Stephenson 
Senior Executive Vice President and 
Chief Financial Officer 

The Board of Directors and Shareowners 
SBC Communications Inc. 

We have audited the accompanying consolidated balance 
sheets of SBC Communications Inc. (the Company) as of 
December 31,2003 and 2002, and the related consolidated 
statements of income, shareowners' equity, and cash flows 
for each of the three years in the period ended December 
31, 2003. These financial statements are the responsibility of 
the Company's management. Our responsibility i s  t o  express 
an opinion on these consolidated financial statements based 
on our audits. 

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

In our opinion, the consolidated financial statements 
referred to  above present fairly, in all material respects, the 
consolidated financial position of SBC Communications Inc. 
at December 31, 2003 and 2002, and the results of i t s  
operations and its cash flows for each of the three years in 
the period ended December 31,2003 in conformity with 
accounting principles generally accepted in the United 
States. 

As discussed in Note 1 to  the consolidated financial 
statements, in 2003 the Company changed i t s  method of 
recognizing revenues and expenses related to  publishing 
directories, as well as the method of accounting for the costs 
of removal of  long-term assets. Also as discussed in Note 1 
to the consolidated financial statements, in 2002 the 
Company changed its method of accounting for goodwill 
and other intangibles. 

San Antonio, Texas w*vp 
February 9,2004 
except for Note 17, as t o  which the date is 
February 19,2004 



S B C  B O A R D  O F  D I R E C T O R S  
(as o f  January 30,2004) 

Edward E. Whitacre Jr., 62 (2f4s) 

Chairman o f  the 
Board and Chief 
Executive Officer 

SBC Communications Inc. 
San Antonio, Texas 
SBC Director since October 1986 

Background: Telecommunications 

Gilbert F. Amelio, Ph.D., 61 (687) 

Senior Partner 

Sienna Ventures 
Sausalito, California 
SBC Director since 

February 2001 

Advisory Director 1997-2001 
Pacific Telesis Director 1995-1997 
Background: Technology, 

electronic; engineering 

Clarence C. Barksdale, 71 ('s"~) 

Retired Chairman of 
the Board and 
Chief Executive Officer 

Centerre Bancorporation 
St. Louis, Missouri 

SBC Director since October 1983 
Southwestern Beil Telephone 

Director 1982-1983 

Background: Banking 

James E. Barnes, 70 

Chairman of the Board 
and Chief Executive 
Officer (Retired) 

MAPCO Inc. 
Tulsa, Oklahoma 
SBC Director since November 1990 
Background: Diversified energy 

SBC Director since October 1983 
Southwestern Beil Telephone 

Director 1980-1983 
Background: Brewing, family 

entertainment, transportation, 
manufacturer of aluminum 
beverage containers 

The Honorable 
William P. Clark, 72 (2f7) 

Martin K. Eby Jr., 69 ('*') 

Chairman o f  the Board 
The Eby Corporation 
Wichita, Kansas 
SBC Director since 

June 1992 

Background: General building 
construction 

Herman E. Gallegos,* 73 n, 
Independent 

Management 
Consultant 

Gait, California 
SBC Director since April 1997 
Pacific Telesis Director 1983-1997 
Background: Management 

consulting 

Jess T. Hay,* 73 ('A~) 

Chairman 
HCB Enterprises Inc 
Chairman 
Texas Foundation for 

Higher Education 
Dallas, Texas 
SBC Director since April 1986 
Background: Financial services 

James A. Henderson, 69 (4526) 

Retired Chairman and 

Chief Executive Officer 
Cummins Inc. 
Columbus, Indiana 

SBC Director since October 1999 
Ameritech Director 1983-1999 
Background: Manufacturing 

Admiral Bobby R. Inman,* 72a.4*R 

United States Navy, 
Retired 

Austin, Texas 
SBC Director since 

March 1985 
Background: Private investment, 
education 

Charles F. Knight, 68 (2,4*5) 
Chairman o f  the Board 
Emerson Electric Co. 
St. Louis, Missouri 
SBC Director since 

October 1983 
Southwestern Bell Telephone 
Director 1974-1983 

Background: Electrical 
manufacturing 

Lynn M. Martin, 64 (5r7) 

Chair o f  the Council 
for the Advancement 
o f  Women 

Advisor t o  the Firm 
Deloitte &Touche LLP 

Chicago, Illinois 
SBC Director since October 1999 
Ameritech Director 1993-1 999 

Background: Consulting, former 
Congresswoman and 

Secretary of Labor 

John B. McCoy, 60 
Retired Chairman and 
Chief Executive Officer 

BANK ONE CORPORATION 
Columbus, Ohio 

SBC Director since October 1999 
Ameritech Director 1991-1 999 

Background: Banking 

Mary S. Metz, Ph.D., 66 (3,7) 
President 
S. H. Coweil Foundation 
San Francisco, California 
SBC Director since 

April 1997 
Pacific Telesis Director 1986-1997 
Background: Education, 

administration 

Toni Rembe, Esq., 67 (2'7) 

Partner 
Pillsbury Winthrop LLP 
San Francisco, California 
SBC Director since 

January 1998 
Advisory Director 1997-1998 
Pacific Telesis Director 1991-1997 
Background: Law 

S. Donley Ritchey, 70 (lo3) 

Managing Partner 
Alpine Partners 
Retired Chairman and 
Chief Executive Officer 

Lucky Stores, Inc. 
Danville, California 
SBC Director since Aprii 1997 
Pacific Teiesis Director 1984-1997 
Background: Diversified retail 

Joyce M. RochB. 56 (5,7) 

President and Chief 
Executive Officer 

Girls Incorporated 
New York, New York 

SBC Director since October 1998 

Southern New England 

Telecommunications 
Director 1997-1998 

Background: Marketing 

Ing. Carlos Slim Helu, 64 (5,7) 

Chairman of the Board 
Carso Global Telecom, 

S.A. de C.V. 
Chairman of the Board 

Telefonos de Mexico, S.A. de C.V. 
Chairman o f  the Board 
America Mbvil, S.A. de C.V. 

Mexico City, Mexico 
SBC Director since September 1993 
Background: Telecommunications, 
consumer goods, automobile parts, 
construction, retailing 

Dr. Laura D'Andrea Tyson, 56 Rs) 
Dean 
London Business School 

London, England 
SBC Director since 

October 1999 
Ameritech Director 1997-1999 

Background: Economics, education 

President and 
Chief Executive Officer 

Aromatique, Inc. 
""; Heber Springs, Arkansas 

SBC Director since June 1993 

Background: Manufacturing 
and marketing of decorative 
home fragrances 

Committees of the Board: 
(1) Audit 
(2) Corporate Development 
(3) Corporate Governance 

and Nominating 
(4) Executive 
(5) FinancelPension 
(6) Human Resources 
(7) Public Policy and Environmental 

Affairs 

*Retiring effective April 30, 2004. 

SBC Director since Aprii 1997 
Pacific Telesis Director 1985-1997 
Background: Law, ranching 



E X E C U T I V E S  O F  S B C  A N D  I T S  S U B S I D I A R I E S  

SBC Senior Executives 
Edward E. Whitacre Jr., 62 
Chairman & Chief Executive Officer 
SBC Communications Inc. 

John H. Atterbury 111.55 
Group President-Operations 
SBC Communications Inc. 

James W. Callaway, 57 
Group President 
SBC Communications inc. 

William M. Daley, 55 
President 
SBC Communications I n r  

James D. Ellis, 60 
Senior Executive Vice President & 
General Counsel 
SBC Communications inc. 

~ a r e n  E. Jennlngs, 53 
Senior Executive Vice President- 
Human Resources & Communications 
SBC Communications Inc. 

James 5. Kahan, 56 
Senior Executive Vice President- 
Corporate Development 
SBC Communications Inc. 

Forrest E. Miller, 51 
Group President-Corporate Planning 
SBC Communications inc. 

John Stankey, 41 
Senior Executive Vice President & 
Chief information Officer 
SBC Communications Inc. 

Randall L Stephenson, 43 
Senior Executive Vice President & 
Chief Financial Officer 
SBC Communications Inc. 

Rayford Wilkins, Jr., 52 
Group President- 
SBC,Marketing & Sales 
SBC Communications Inc. 

Other Executives 

Dorothy T. Attwood, 44 
Senior Vice President- 
Federal Regulatory Strategy & Integration 
SBC Teiecommunications, Inc. 

Terry D. Bailey, 47 
President-Consumer Markets 
SBC Southwest 

William A. Blase, Jr., 48 
President & Chief Executive Officer 
SBC Southwest 

Kirk R. Brannock, 46 
President-Network Services 
SBC Midwest 

Cynthia J. Brinkley, 44 
President-Missouri 
SBC Missouri 

Connie L Browning, 50 
President-Ohio 
SBC Ohio 

Donald E. Caln, SO 
President-Oklahoma 
SBC Oklahoma 

Ramona 5. Cariow, 41 
Vice President-Regulatory 
Affairs & Public Policy 
SBC East 

Louls R. Casali, 52 
President 
SBCAdvanced Solutions, Inc. 

Margaret M. Cerrudo, 55 
Senior Vice President- 
Human Resources Services 
SBC Operations, inc. 

Lea Ann Champion, 45 
Senior Executive Vice President- 
Chief Marketing Officer 
SBC Operations, inc. 

~rederlck R. Chang, 48 
President-Technology Strategy 
SBC Operations, Inc. 

David A. Cole, 55 
President-Industry Markets 
SBC Teiecommunications, Inc. 

George K. Contopoulos, 58 
Senior Vice President-SBC DISH Network 
SBC Operations, inc. 

Catherine M. Coughlin, 46 
President-Business 
Communications Services 
SBC Midwest 

Patricla Diaz Dennis, 57 
Senior Vice President, 
General Counsel & Secretary 
SBC West 

Richard C. Diek, 57 
President & Chief Executive Officer 
SBC Data Services, Inc. 

Maurice E. Drilling. 48 
President-Arkansas 
SBC Arkansas 

James M. Epperson, Jr., 48 
Senior Vice President-State 
Legislative & Political Affairs 
SBC Telecommunications, Inc. 

Robert E. Ferguson, 44 
President-Global Markets 
SBC Operations, inc. 

George 5. Fleetwood, 50 
President-Indiana 
SBC Indiana 

Andrew M. Geisse, 47 
Senior Vice President- 
Enterprise Software Solutions 
SBC Services, lnc. 

Mlchael N. Gilllam, 51 
Vice President-Long Distance 
Compliance Relief 
SBC Telecommunications, Inc. 

Ynocencio Gonzalez, 46 
President 
SBC Long Distance 

Jose M. Gutierrez, 42 
Senior Vice President-Sales 
SBC Directory Operations 

Michael Q. Hamilton, 48 
President-Global Markets (West) 
SBC Operations, Inc. 

Timothy 5. Harden, 50 
President 
SBC Telecom, Inc. 

Scott C. Helbing, 49 
Senior Vice President-Consumer Marketing 
SBC Operations, Inc. 

Carrie J. Hightman, 46 
President-Illinois 
SBC Illinois 

Priscilla L Hill-Ardoin, 52 
Senior Vice President- 
Regulatory Compliance 
SBC Telecommunications, Inc. 

William C. Huher, 38 
President-Network Services 
SBC West 

John D. Hull, 51 
Regional President-San Diego 
SBC West 

Ross K. Ireland, 57 
Senior Executive Vice President- 
Services & Chief Technology Officer 
SBC Services, Inc. 

Vicki D. Jones, 42 
Senior Vice President-Product 
Management & Development 
SBC Operations, Inc. 

Francis J. Jules. 47 
President-Global Markets (East) 
SBC Telecom, Inc. 

Mark A. Keiffer, 43 
President-Business 
Communications Services 
SBC Southwest 

David D. Kerr, 51 
President-Kansas 
SBC Kansas 

Jonathan P. Klug, 48 
Vice President-Finance 
SBC International, Inc. 

Paul V. La Schiaua, 46 
President-Wisconsin 
SBC Wisconsin 

Linda 5. Legg, 53 
Vice President. General 
Counsel &Secretary 
SBC Directory Operations 

Mlchele M. Macauda, 47 
President & Chief Executive Officer 
SBC East 

Robin G. MacGillivray, 49 
President-Business 
Communications Services 
SBC West 

Paul K. Manclni, 57 
Senior Vice President & 
Assistant General Counsel 
SBCTelecommunications, Inc. 

Mary T. Manning, 53 
Senior Vice President- 
Corporate Real Estate 
SBC Services, Inc 

Cynthia G. Marshall, 44 
Senior Vice President-Regulatory 
& Constituency Relations 
SBC California 

Norma Martinez Lozano, 47 
President-Diversified Businesses 
SBC Operations, inc. 

William B. McCuliough, 52 
Vice President-Competitive Analysis 
SBCTelecommunications, Inc. 

Shawn M. McKenzie, 45 
President-SBCI South Africa 
SBC International, Inc. 

Timothy P. McKone, 39 
Senior Vice President-Federal Relations 
SBCTelecommunications, inc. 

Maureen P. Merkle, 54 
President-Procurement 
SBC Services, inc. 

John T. Montford, 60 
President-External Affairs 
SBC Southwest 

Melba Muscarolas, 42 
Senior Vice President-Legislative Affairs 
SBC California 

Carmen P. Nava. 41 
President-Consumer Markets 
SBC West 

Jan L. Newton, 50 
President-Texas 
SBC Texas 

David C. Nichols, 46 
Senior Vice President- 
External Affairs-South 
SBC California 

Dennis M. Payne, 51 
President & Chief Executive Officer 
SBC Directory Operations 

T. Michael Payne, 53 
Senior Vice President & General Counsel 
SBC Operations, Inc. 

Richard P. Resnlck, 38 
President-SBCI Mexico 
SBC International, Inc. 

ChrlstopherT. Rice, 46 
'Senior Vice President-Network 
Planning & Engineering 
SBC Services, Inc. 

Alfred G. Richter, Jr., 53 
Senior Vice President, 
General Counsel & Secretary 
SBC Southwest 

Joy Rick, 55 
Vice President & Secretary 
SBC Communications Inc. 

Peter A. Rltcher, 43 
Vice President-Corporate Finance 
SBC Communications Inc. 

A. Dale Robertson, 55 
Executive Vice President-Standardization 
SBC Operations, inc. 

Michael A. Rodriguez, 53 
Senior Vice President-Human Resources 
SBC Operations, Inc. 

Paul R. Roth, 45 
President-Consumer Markets 
SBC Midwest 

Mark E. Royse, 44 
Senior Vice President-Call Center 
Transformation Project 
SBC Operations, Inc. 

Charles E. Rudnick, 51 
Senior Vice President:Business Marketing 
SBC Operations, Inc. 

Sylvla I. Samano, 48 
President-SBC Nevada 
SBC Nevada 

James 8. Shelley, 50 
Senior Vice President-Marketing 
Regulatory Enablement 
SBC Operations, Inc. 

Charles H. Smith, 60 
President & Chief Executive Officer 
SBC West 

James C. Smith, 54 
Senior Vice President-FCC 
SBC Telecommunications, Inc. 

John J. Stephens, 44 
Vice President & Controller 
SBC Communications Inc. 

Joyce M. Taylor, 46 
Senior Vice President- 
External Affairs-North 
SBC California 

Van H. Taylor, 55 
President-Network Services 
SBC Southwest 

W. Fred Taylor, 57 
President 
SBC DataComm, Inc. 

Randy J. Tomlln, 44 
Senior Vice President-Data Services 
SBC Data Services, inc. 

Gail F. Torreano, 53 
President-Michigan 
SBC Michigan 

Michael J. Viola, 49 
Vice President-Treasurer 
SBC Communications Inc. 

Joe W. Walkovlak, 56 
President & Chief Executive Officer 
SBC Midwest 

Judy W. Walsh, 63 
Senior Vice President-Government Affairs 
SBC Telecommunications, Inc. 

D. Wayne Watts, 50 
Senior Vice President & 
Assistant General Counsel 
SBC Operations. Inc. 

Lora K. Watts, 47 
President-External Affairs 
SBC West 

Stephen G. Welch, 60 
Senior Executive Vice President- 
Sales & Customer Experience 
SBC Operations, Inc. 

Angiolina M. Wiskocil, 51 
Senior Vice President- 
Network Services Staff 
SBC Operations, Inc. 



STOCKHOLDER I N F O R M A T I O N  

Toll-Free Stockholder Hotline 
Call us at 1-800-351-7221 between 
8 a.m. and 7 p.m. Central Time Monday 
through Friday. TDD 1-888-403-9700 
For help with: 

Account inquiries 
Requests for assistance, including 
stock transfers 
lnformation on The DirectSERVICETM 
lnvestment Program for Shareholders 
o f  SBC Communications Inc. (sponsored 
and administered by EquiServe Trust 
Company, N.A.) 

Written Requests 
Please mail all account inquiries and 
other requests for assistance regarding 
your stock ownership to: 

SBC Communications Inc. 
d o  EquiServe Trust Company, N.A. 
P. 0. Box 43078 
Providence, RI 02940-3078 

Please mail requests for transactions 
involving stock transfers or account 
changes to: 

SBC Communications Inc. 
d o  EquiServe Trust Company, N.A. 
P. 0. Box 43070 
Providence, RI 02940-3070 

You also may reach the Transfer Agent 
for SBC at their e-mail address: 
sbcQequiserve.com 

The DirectSERVICETM lnvestment Program 
for Shareholders of SBC Communications 
Inc. is sponsored and administered by 
EquiServe Trust Company, N.A. The 
program allows current stockholders t o  
reinvest dividends, purchase additional 
SBC stock or enroll in an Individual 
Retirement Account. 

For more information, call 
1-800-351-7221. 

Stock Trading lnformation 
SBC is listed on the New York, Chicago 
and Pacific stock exchanges as well as 
The Swiss Exchange. SBC is traded on the 
London Stock Exchange through the 
SEAQ International Markets facility. 

Ticker symbol (NYSE): SBC 

Newspaper hock listing: SBC or 
SBC Comm 

lnformation on the Internet 
lnforrnation about SBC is available on 
the Internet. Visit our home page on the 
World Wide Web: www.sbc.com. 

Annual Meeting 
The annual meeting of stockholders 
will be held at 9 a.m. Friday, 
April 30, 2004, at: 

Hyart on Capitol Square 
75 E. State St. 

Columbus, Ohio 43215 

Independent Auditor 
Ernst & Young LLP 
1900 Frost Bank Tower 
100 W. Houston 
San Antonio, Texas 78205 

Requests for 10-K 
The SBC Form 10-K, filed with the 
Securities and Exchange Commission, 
is available in paper form by request 
and also is available on our home 
page on the World Wide Web: 
www.sbc. comlinvestor-rela tions. 

lnvestor Relations 
Securities analysts and other members 
of the professional financial community 
may call the lnvestor Relations Hotline: 
210-351-3327 

General Information - Corporate Offices 
SBC Communications Inc. 
175 E. Houston 
P. 0. Box 2933 
San Antonio, Texas 78299-2933 
210-821-4105 

Printed on recycled paper 
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Exhibit E 
Subscriber Notice 

Billing Name 
Billing Address 
Billing City, ST Zip 

Re: Service Address 
Service City, State 

Dear Valued (Business) Customer: 

As you know, SBC Long Distance is your provider for long distance telephone service. As a 
result of a planned corporate reorganization, SBC Long Distance is changing its business foim, 
and as a result, changing its name to SBC Long Distance, LLC. This reorganization is scheduled 
to take effect on or about March 31,2005. 

Please rest assured that this change to SBC Long Distance, LLC will not affect the services you 
currently receive. As a customer of SBC Long Distance, you will continue to receive services 
with the same rates, features, terms and conditions, and at the same quality, as you currently 
enjoy. Please also be assured that you will not incur charges related to this change, and this 
change will be virtually seamless for you. 

We in the SBC family look forward to serving you and appreciate your continued business. In 
the meantime, if you have specific questions about this notice, please contact us at 1-877-430- 
7228. (Business # is 1-877-430-7228) 

Sincerely, 

SBC Long Distance 


