
21 0 N. Park Ave. 

Winter Park, FL 

32789 

P.O. Drawer 200 

Winter Park, FL 

32790-0200 

Tel: 407-740-8575 

Fax: 407-740-06 13 

t r n i @ t r n i n c . c o m  

Ms. Panlela B o m d  
Executive Director 
South Dakota Public Utilities Commission 
Capitol Building, 1st Floor 
500 East Capitol Ave. 
Pierre, SD 57501-5070 

July 19,2005 
Overnight Delivery 

RE: Application of BellSouth Long Distance, Inc. to 
Local Exchange Service within South Dakota 

Dear Ms Bonrud: 

Enclosed for filing are the original and ten (1 0) copies of the registration request of BellSouth 
Long Distance, Inc. for authority to provide facilities-based local exchange service and resold 
interexchange service within South Dakota. 

Also enclosed is our check in the amount of $250.00 to cover the filing fee. 

Please aclmowledge receipt of this filing by date stamping the extra copy of this cover letter 
and returning it to me in the self-addressed stamped envelope. 

Any questions you may have regarding this filing may be directed to me at (407) 740 - 3001 
or vial email at -. 

Thank you for your assistance in this matter. 
R 

Consultant to BellSouth Long Distance, Inc. 

Enclosures 

cc: B. Swett - BellSouth 
T. Margavio - BellSouth 

file: BellSouth - SD (Local) 
tms: SDfD500 



BEFORE THE SOUTH DAKOTA PUBLIC SERVICE COMMISSION 

REGISTRATION OF 
BellSouth Long Distance, Inc. 

Pursuant to Rule 20:10:24:02 of the Commission's Telecommunications Services 

Distance, Inc. ("BellSouth Long Distance") submits the following registration information: 

1. The applicant's name, address, telephone number, facsimile number, E-mail address and 
whether the applicant is a sole proprietorship, partnership, corporation, limited liability 
corporation, or limited liability partnership. 

BellSouth Long Distance, Inc. 
400 Perimeter Center Terrace, Suite 400 
Atlanta, GA 30346 
Telephone: (770) 352 - 3000 
Facsimile: (678) 443 - 3470 
Web site: www.bellsouth.con~/longdistance 

BellSouth Long.Distance, Inc. is a Delaware corporation incorporated on March 13, 1996. 

2. If sole proprietorship, the full name and business address of its owner; if a partnership, the full 
name and business address of each partner; if a corporation, a listing of the full name and 
business address of each corporate officer and director; if a limited liability corporation, the full 
name and business address of each partner. 

BellSouth Long Distance, Inc., ("BellSouth Long Distance") is a wholly owned subsidiary of 
BellSouth Corporation. All listing of the corporate officers, and respective addresses, for 
BellSouth Long Distance can be found in Attachment N. 

3. The name under which the applicant will provide local exchange services if different than in 
question (1) of this section: 

Not applicable 

4. If a corporation: 

(a) The location of its principal office, if any, in this state and the name and address of its 
current registered agent. 

BellSouth Long Distance has no principal offices in South Dakota. 

Registered Anent: 
The Prentice Hall Corporation System, Inc. 
503 South Pierre Street 
Pierre, South Dakota 5750 1 
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(b) A list of shareholders owning twenty (20) percent or more of the interest in the business. 

BellSouth Long Distance, Inc. is a wholly owned subsidiary of BellSouth Corporation. 

(c) The state in which the applicant is incorporated, the date of incorporation and a copy of 
its certificate of incorporation. 

BellSouth Long Distance, Inc. is a corporation organized under the laws of the State of 
Delaware on March 13, 1996. A copy of Applicant's Certificate of Incorporation fkom the 
State of Delaware is provided in Attachment I. 

(d) If it is an out-of-state corporation, a copy of its certificate of authority to transact 
business in South Dakota from the Secretary of State. 

A copy of BellSouth Long Distance's Certificate of Good Standing in South Dakota is 
included at Attachment 11. 

5. A description of the applicant's experience providing any telecommunications services in South 
Dakota or in other jurisdictions, including the types of services provided, and the dates and 
nature of state or federal authorization to provide the services. 

Attachment 111 contains a listing of the states in which BellSouth Long Distance has filed for Local 
Exchange authority and the dates of approval. 

6. Names and addresses of applicant's affiliates, subsidiaries, and parent organizations, if any. 

BellSouth Long Distance is providing, in Attachment VI, the year-end 2004 10-K Financial 
Statements and Annual Report of its parent company, BellSouth Corporation. 
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7. A list and specific description of the types of services the applicant seeks to offer and the means 
by which the services will be provided including: 

(a) Information indicating the class of customers the applicant intends to serve. 

BellSouth Long Distance, Inc. proposes to offer local exchange services primarily to large 
business customers. 

(b) Information indicating the extent to and time-frame by which applicant will provide 
service through the use of its own facilities, the purchase of unbundled network 
elements, or resale. 

The Company intends to provide local exchange service in South Dakota by utilizing a 
combination of unbundled network elements and resold services obtained from other local 
exchange carriers pursuant to interconnection andlor commercial agreements. The Conlpany 
has a vely limited market segment it will offer services to in South Dakota. Specifically, 
BellSouth Long Distance initially proposes to offer local exchange services targeted at large 
business customers that have a relationship with the Company in one of the Company's core 
states of Alabama, Florida, Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South 
Carolina and Tennessee. The Company intends to provide basic local exchange, private line 
services as well as other types of high-speed data services. These services include two-way 
basic local exchange lines and features, and PBX txunlcs as well as associated ancillary 
features and functions. The Company is currently offering intraLATA and interLATA toll 
services on a l-t and 0+ basis as an interexchange carrier. 

(c) A description of all facilities that the applicant will utilize to furnish the proposed local 
exchange services, including any facilities of underlying carriers. 

BellSouth Long Distance will offer service through interconnection and commercial 
agreements utilizing the facilities of Qwest Corporation ("Qwest"), the incumbent local 
exchange company. BellSouth Long Distance will rely on its facilities-based underlying 
carrier for the operation and nlaintenance of the local exchange network. 

(d) Information identifying the types of services it seeks authority to provide by reference 
to the general nature of the service. 

BellSouth Long Distance intends to provide basic local exchange and private line services as 
well as other types of high-speed data services. These services include two-way basic local 
exchange lines and features, and PBX trunks as well as associated ancillary features and 
hnctions. 
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8. A service area map and narrative description indicating with particularity the geographic area 
proposed to be served by the applicant. 

BellSouth Long Distance intends to offer its services initially in the territory now served by Qwest. 
The Company will adhere to the service area maps defined by Qwest. The Company requests a waiver 
of the requirement to provide maps due to its matchng of the Qwest maps. 

9. Information regarding the technical competence of the applicant to provide its proposed local 
exchange services including: 

(a) A description of the education and experience of the applicant's management personnel 
who will oversee the proposed local exchange services. 

A copy of current resumes of BellSouth Long Distance's management personnel is attached at 
Attachment V. 

(b) Information regarding policies, personnel, or arrangements made by the applicant 
which demonstrates the applicant's ability to respond to customer complaints and 
inquiries promptly and to perform facility and equipment maintenance necessary to 
ensure compliance with any commission quality of service requirements. 

BellSouth Long Distance will handle all customer inquiries and complaints at its Customer 
Resource Center. The Company's Customer Resource Center is staffed 24-hours per day, 
seven days a week. Customers can reach the Customer Resource Center by dialing (800) 895- 
2222. The toll-free telephone number will be provided on the Customer bill and in virtually 
all BellSouth Long Distance mailings. Initially, a tllird party billing vendor will do all 
Company billing. 

Any questions regarding policies, personnel or the applicant's ability to respond to customer 
complaints should be directed to: 

Mary Jean Dennis, Director 
BellSouth Long Distance, Inc. 
400 Perimeter Center Terrace, Suite 400 
Atlanta, GA 30346 
Telephone: (770) 352 - 3077 
Facsimile: (678)587-5316 
E-Mail: mary.dennis@bellsouth.com 

10. Information explaining how the applicant will provide customers with access to emergency 
services such as 911 or enhanced 911, operator services, interexchange services, directory 
assistance, and telecommunications relay services. 

BellSouth Long Distance will enter into interconnection and colnrnercial agreements with Qwest and 
other certificated LECs. Under such an agreements, BellSouth Long Distance customers will be able 
to access emergency services such as 9 1 1 or enhanced 91 1. Such calls will be routed through the 
underlying carrier to the appropriate emergency agency serving the originating location. Access to 
local operator services, directory assistance and telecommunications relay services will also be made 
available. 
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11. Financial information including: 

(a) For the most recent 12 month period, financial statements consisting of balance sheets, 
income statements, and cash flow statements. 

The Company requests a waiver of the requirement that it provide stand-alone fmancial 
statements. The Company is providing the year-end 2004 10-K Financial Statements and 
Annual Report of its parent company, BellSouth Corporation, in Attachment VI in support 
of BellSouth Long Distance's financial ability to provide local exchange service. 

(b) If a public corporation, the applicant's latest annual report and report to stockholders. 

The Conlpany is providing the year-end 2004 10-K Financial Statements and Annual Report 
of its parent company, BellSouth Corporation, in Attachment VI in support of BellSouth 
Long Distance's fmancial ability to provide local exchange service. 

12. Information detailing the following matters associated with interconnection to provide proposed 
local exchange services: 

(a) The identity of all local exchange carriers with which the applicant plans to 
interconnect 

BellSouth Long Distance plans to sign interconnection and coinrnercial agreements with 
Qwest and with other certificated LECs based upon a specific Customer request. 

(b) The likely timing of initiation of interconnection service and a statement as to when 
negotiations for interconnection started or when negotiations are likely to start. 

BellSouth Long Distance anticipates signing interconnection and commercial agreements with 
Qwest or other LECs by the end of the 2005. 

(c) A Copy of any request for interconnection made by the applicant to any local exchange 
carrier. 

The Company has not yet requested interconnection or conlrnercial agreements with Qwest. 

13. A tariff or price list indicating the prices, terms and conditions of each contemplated local 
service offering. 

Please see Attachment VII. 
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14. Cost support for rates shown in the Company's tariff or price list for rate or price regulated 
noncompetitive or emerging competitive services. 

The Company requests a waiver of ARSD 20: 10:32:03(14) requiring cost support. The Company has 
not yet determined final prices for its noncompetitive or emerging competitive services and will be 
unable to do so until an interconnection and/or conmercial agreements are signed. 

15. A description of how the applicant intends to market its local exchange target market, whether 
the applicant engages in multilevel marketing, and copies of any company brochures that will 
be used to assist in the sale of the services. 

BellSouth Long Distance utilizes a direct sales approach to its marketing efforts. The Company has a 
very limited market segment it will offer services to in South Dakota. Specifically, BellSouth Long 
Distance initially proposes to offer local exchange services targeted at large business customers that 
have a relationship with the Company in one of the Conlpany's core states of Alabama, Florida, 
Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Carolina and Tennessee. The 
Company does not utilize any fornl of nlultilevel marketing in the sale of its services. 

16. If the applicant is seeking authority to provide local exchange service in the service area of a 
rural telephone company, the date by which the applicant expects to meet the service obligation 
imposed pursuant to §20:10:32:15 and applicant's plan for meeting the service obligations. 

BellSouth Long Distance is not seelcing authority to provide local exchange service in the service area 
of rural telephone companies. The Company may, upon receipt of a request from service from a 
prospective customer, enter into interconnection and/or commercial agreements with a rural telephone 
company. The Company has no such requests at the present tlne. 

17. A list of the states in which the applicant is registered or certified to provide 
telecommunications services, whether the applicant has ever been denied registration or 
certification in any state and the reasons for any such denial, a statement as to whether or not 
the applicant is in good standing with the appropriate regulatory agency in the states where it is 
registered or certified, and a detailed explanation of why the applicant is not in good standing in 
a given state, if applicable. 

BellSouth Long Distance, Inc. has never been denied registration or certification in any state. 
BellSouth Long Distance is in good standing with all states in which it is presently certified. A listing 
of the states in which BellSouth Long Distance is registered or certified is enclosed as Attachment 
rn. 
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18. The names, addresses, telephone numbers, E-mail addresses, and facsimile numbers of the 
applicant's representatives to whom all inquires must be made regarding customer complaints 
and other regulatory matters. 

Customer Complaints: Mary Jean Dennis, Director 
BellSouth Long Distance, Inc. 
400 Perimeter Center Terrace, Suite 400 
Atlanta, GA 30346 
Telephone: (770) 352 - 3077 
Facsimile: (678) 587 - 53 16 
E-Mail: mary.dennis@bellsouth.com 

General Regulatory Matters: Mario L. Soto, President 
BellSouth Long Distance, Inc. 
400 Perimeter Center Terrace, Suite 400 
Atlanta, GA 30346 
Telephone: (678) 443 - 3937 
Facsimile: (678) 443 - 3470 
E-Mail: n~ario.soto@bellsouth.com 

19. Information concerning how the applicant plans to bill and collect charges from customers who 
subscribe to its proposed local exchange services. 

Initially, BellSouth Long Distance will utilize a third party billing vendor for the billing of all local 
exchange services in South Dakota. Custon~er payments will be made directly to the Company and the 
Company will have no payment centers in South Dakota. 

20. Information concerning the applicant's policies relating to solicitation of new customers and a 
description of the efforts the applicant shall use to prevent the unauthorized switching of local 
service customers by the applicant, its employees, or agents. 

BellSouth Long Distance utilizes a direct sales approach to its marketing efforts. The Company has a 
very limited market segment it will offer services to in South Dakota. Specifically, BellSouth Long 
Distance initially proposes to offer local exchange services targeted at large business customers that 
have a relationship with the Company in one of the Company's core states of Alabama, Florida, 
Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Carolina and Tennessee. The 
Conlpany does not utilize any form of nlultilevel marketing in the sale of its services. The Company 
uses a written LOA to prevent the unauthorized switching of local service customers. 
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21. The number and nature of complaints filed against the applicant with any state or federal 
commission regarding the unauthorized switching of a customer's telecommunications provider 
and the act of charging customers for services that have not been ordered. 

BellSouth Long Distance has never had a complaint filed against it for the unauthorized switching of a 
customers local exchange service. 

22. A written request for waiver of those rules believed to be inapplicable. 

BellSouth Long Distance requests a waiver from ARSD 20:10:32:03(14) requiring cost support and 
from the requirement to provide finaucial statements. The Company has addressed these issues in 
items I 1 and 14. 

23. Federal Tax Identification Number. 

BellSouth Long Distance's Federal Tax Identification Number is 5 8-2224930 

24. Other information requested by the commission needed to demonstrate that the applicant has 
sufficient technical, financial, and managerial capabilities to provide the local exchange services 
it intends to offer consistent with the requirements of this chapter and other applicable rules 
and laws. 

BellSoutl~ Long Distance has experience operating as a telecomrn~~~ications provider on a nationwide 
basis, is certificated to provide local excl~ange service in 22 states and is actively a local exchange 
provider 111 9 states. Based on the Company's experience and proven track record, BellSouth Long 
Distance is technically, financially and managerially qualified to provide local exchange service in 
South Dakota. 

Submitted by: 

President 
BellSouth Long Distance, Inc. 
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ATTACHMENT I 

Certificate of Incorporation 



I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF 



CERTIFICATE OF INCORPORATION 
OF 

BELLSOUTH LONG DISTANCE, INC. 

The name of the corporation is  BellSouth Long Distance, Inc. 

The address of the initial registered office of the corporation in the 
State of Delaware shall be 7013 Centre Road, City of Wilmington, County of 
New Castle, Delaware 19805-1 297; and the name of the Initial registered 
agent of the corporation at such address is The Prentic~Hall Corporation 
System, Inc. 

The purpose of the corporation is to engage in any lawful act or activity 
for which corporations may be organized under the General Corporation 
Law af Delaware. 

The aggregate number of shares of stock which the corporallon shall 
have authority to Issue is One Thousand (1,000) shares of Common Stock, 
which shall have no par value, Said shares of Common Stock may be 
issued by the corporation for such consideration as shall be fixed from time 
to time by the Board of Directors of the corporation. 

The corporation shall have perpetual duration. 



The name and address of the Incorporator is Jim 0. Llewellyn, I800 
Campanile, 11 55 Peachtree Street, N.E., Atlanta, Georgia 30309-3610. 

The initial 0o&d of Directors of the Carpoation shall consist of one (1) 
member, whose name and address is as follows: 

William F, Reddersen 
Suite 7803 

1 155 Peachtree Street, N.E. 
Atlanta, Georgia 30309-3610 

Whenever a compromise or anangement is proposed between this 
corporation and Its credltors or any class of them andfor between this 
carparation and its stockholders or any class of them, any court of equitable 
jurisdiction within the State af Delaware may, an the application in a 
summary way of this corporation or af any creditor or stockholder thereof or 
on the application of any receiver or receivers appointed far this carporation 
under the provisions of 5291 of Title 0 of the Delaware Cbde or on the 
application of trustees in dissolution or of any receiver or receivers 
appointed for this corporation under thts provisions of 3279 of Title 8 of the 
Delaware Code order a meeting of the creditors or class of creditors, andlor 
of the stockholders or class af stockholders of this corporation, as the case 
may be, to be summoned in such manner as the said court directs. If a 
majority in number representing three fourths in value of the creditors or 
class of creditors, and/or of the stockholders or class of stockhoTders of this 
carporation, as the case may be, agree to an compromise or arrangement 
and to any reorganization of this corporation as consequence of such 
wmpromise or arrangement, the said compromise or arrangement and the 
sald reorganization shall, if sanctioned by the court to which the said 



application has been made, be binding on all the creditors or class of 
creditors, andlar on all the stockholders or class of stockholders, of this 
carpaation, as the case may be, and also on this corporation. 

For the management of the business and for the conduct of the affairs 
of the corporation, and In further definition, limitation, and regulation of the 
powers of the corporation and of Its directors and of its stockhaldars or any 
class thereof, as the case may be, it is further provided that: 

I. The management of the business and the conduct of 
the affairs of the carporation shall be vested in its 8oard af 
Directors. The number of directors which shall constitute the 
whole Board of Directors shall be fixed by, or in the manner 
provided in, the Bylaws. The phrase "whole Board" and the 
phrase "total number of directors" shall be deemed to have the 
same meaning, to wit, the total number of directors which the 
corporation would have if there were no vacancies, No election 
of directors need be by written ballot; 

2. After the original or other Bylaws of the corporation 
have been adopted, amended, or repeated, as the case may be, 
in accordance with the provisions of $1 09 of the General 
Corporation Law of the State of Delaware, and, after the 
carporation has received any payment for any of its stock, the 
power to adopt, amend, or repeal the Bylaws of the corporation 
may be exercised by the Board of Directors of the corporation; 
and, 

3. Whenever the corporation shall be authorized to 
issue only one class of stock, each outstanding share shall 
entitle the holder thereof to notice of, and the right to vote at, any 
meeting of stockholders, Whenever the corporation shall be 
authorized to issue more than one class of sto~k,  no outstanding 
share of any class of stock which is denied voting power under 



the pruvisians of the Certificate of incorporatfon shall entitle the 
holder thereof to the rjght to vote at any meeting of stockholders 
except as the pravisions of paragraph (2) of subsection (b) of 
§242 of the General Corporation Law of the State of Delaware 
shall othewise require; provided, that no share of any such 
class which Is otherwise denied votlng power shall entitle the 
holder thereof to vote upon the increase or decrease In the 
number of authorized shares of said class. 

The personal liability of the directors of the corporation is hereby 
eliminated to the fullest extent perm'rtted by the provisions of paragraph (7) 
of subsection (b) of $1 02 of the General Corporation Law of the State of 
Delaware, as the same may be amended and supplemented. 

The corporatiofl shall, to the fullest extent permitted by the provisions 
of §I45 of the General Corporation Law of the State of Delaware, as the 
same may be amended and supplemented, indemnify any and all persans 
whom It shall have power to indemnify under said section from and against 
any and all of the expenses, liabilities, or other matters referred to in or 
covered by said section, and the Indemnification provided for herein shall 
not be deemed exclusive of any other rights to which those indemnifled may 
be entitled under any Bylaw, agreement, vote of stockholden or 
disinterested directors or otherwise, both as to action in his official capacity 
and as to action in another capacity while holding such office, and shall 
continue as to a person who has ceased to be a director, officer, employee, 
or agent and shall inure t$ the benefit of the heirs, executors, and 
administrators of such a person, 

Any action that is required or permitted to be taken at a meeting af the 
shareholders may be taken without a meeting If the action is taken by 



persons who would be entitled to vote at a rneetin 
power to cast ndt less than the minimum number 

g shares havin 
[or numbers, ir 

g voting 
1 the case af 

voting by groups] of votes that would be necessary to authorize or take such 
action at a meeting at which all shareholders entitled to vote were present 
and voted. The actlon must be evidenced by one or more written consents 
describing the action taken, signed by shareholders entltled to take action 
without a meetlng and delivered to the corporation for inclusion In the 
minutes or filing with the corporate records. 

From time !o time any of the provisions of this Certificate of 
Incorporation may be amended, altered, or repealed, and other provisions 
authorized by the laws of the State crf; Delaware at the time in force may be 
added or inserted in the manner and at the time prescribed by said laws, 
and all rights at any time conferred upon the stockholders of the corporation 
by this Certificate of Incorporation are granted subject to the provisions of 
this Article. 

IN WITNESS WHEREOF, the undersigned has executed this 
Certificate of Incorporation this 13th day of March, 1996. 



ATTACHMENT 11 

Secretary of State Certificate of Good Standing 



OFFICE OF THE SECRETARY OF STATE 

Certificate of Good Standing 
Foreign Corporation 

ORGANIZATIONAL ID #: PI3019273 

I, Chris Nelson, Secretary of State of the State of South Dakota, do hereby 
certify that BELLSOUTH LONG DISTANCE, INC, was authorized to 
transact business in this state on August 29, 1996 I, fkrther certify that said 
corporation has complied with the South Dakota law governing foreign 
corporations transacting business i n  this state, and s o far as  the records o f t his 
office show, said corporation is in good standing in this State at the date hereof 
and duly authorized to transact business in the State of South Dakota. This 
certificate is not to be construed as an endorsement, recommendation or notice of 
approval of the corporation's financial condition or business activities and 
practices. Such information is not available from this office. 

IN TESTIMONY WHEREOF, I 
have hereunto set my hand and 
affixed the Great Seal of the State of 
South Dakota, at Pierre, the Capital, 
this June 3,2005. 

Chris Nelson 
Secretary of State 

Good Standinn Foregin Corp.doc Good 



Listing of Existing Approved States 

BellSouth Long Distance, Inc. is approved nationwide to offer interexchange services. The 
Company received authority for interexchange services in South Dakota on May 13,1997, in 
an Order Granting Certificate of Authority in Docket TC 97-004. 



BELLSOUTH LONG DISTANCE, INC. 

CLEC Status 

BellSouth Long Distance is a non-dominant teleconununications company that has 
been providing interexchange long distance teleco~mnunications services to business 
and residential customers in all 50 states. Additionally, the Company is currently 
authorized to provide local exchange services in Arkansas, Alabama, California, 
Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Kentucky, Louisiana, 
Maryland, Massachusetts, Minnesota, Missouri, Mississippi, Montana, New Jersey, 
New York, North Carolina, Ohio, South Carolina, Peiulsylvania, Tennessee and 
Texas. A sister company, BellSouth BSE of Virginia, li~c., which is managed by the 
same BellSouth Long Distance management team, is certificated to provide 
competitive local exchange service in Virginia. BellSouth Long Distance has never 
been denied authority in any state. 

The Company has applications pending in Alaska, Arizona, Colorado, District of 
Columbia, Idaho, Iowa, Kansas, Maine, Michigan, Nebraska, Nevada, New 
Hampshire, New Mexico, North Dakota, Oklahoma, Oregon, mode  Island, South 
Dakota, Utah, Vermont, Washington, West Virginia, Wisconsin and Wyoming. 



ATTACHMENT IV 

Corporate Officers 



BELLSOUTH LONG DISTANCE, INC. 
NAME AND ADDRESS OF BELLSOUTH LONG DISTANCE, INC. OFFICERS 

Mario L. Soto, President 
Suite 400 

400 Perimeter Center Terrace 
Atlanta, Georgia 30346 

Telephone: (678) 443 - 3937 
Facsimile: (678) 443 - 3470 

William D. Schneider, Secretary 
Suite 400 

400 Perimeter Center Terrace 
Atlanta, Georgia 30346 

Telephone: (770) 352 - 3352 
Facsimile: (678) 443 - 3943 

Julie J. Rednlon, Assistant Secretary 
Suite 1800 
1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 0058 
Facsimile: (404) 249 - 5901 

Vanessa A. Murphy, Assistant Secretary 
Suite 350 
400 Perimeter Center Terrace 
Atlanta, Georgia 30346 
Telephone: (770) 352 - 3 119 
Facsimile: (770) 352 - 3332 

W. P. Shannon, Comptroller 
Suite 1703 

1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 

Telephone: (404) 249 - 5798 
Facsimile: (404) 249 - 5655 

Raymond E. Winborne, Jr., Assistant Comptroller 
Suite 15J08 
1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 3035 
Facsinlile: (404) 249 - 4142 

James L. Pittman, Treasurer 
Suite 14D03 

1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 

Telephone: (404) 249 - 3478 
Facsimile: (404) 249 - 2126 

Michael E. Coulomnbe, Assistant Treasurer Kelda M. Willianls, Assistant Treasurer 
Suite 14C03 Suite 14D03 
1155 Peachtree Street, N. E. 1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 Atlanta, Georgia 30309 
Telephone: (404) 249 - 3483 Telephone: (404) 249 - 3829 
Facsimile: (404) 249 - 2126 Facsinde: (404) 249 - 2126 



BELLSOUTH LONG DISTANCE, INC. 
NAME AND ADDRESS OF BELLSOUTH LONG DISTANCE, INC. OFFICERS 

(Continued) 

Eric L. McKinley, Vice President-Taxes 
Suite 16A 

1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 

Telephone: 
Facsimile: 

Ronnie L. Brown, Assistant Vice President-Taxes 
Suite 16E 
1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 3678 
Facsimile: (404) 249 - 5568 

W. Kyle Tompluns, Assistant Vice President-Taxes 
Suite 16H 
1155 Peachtree Street, N.E. 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 3556 
Facsinlile: (404) 249 - 5905 

Pamela H. Cook, Assistant Vice President-Taxes 
Suite 16K 
1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 3886 
Facsimile: (404) 249 - 5905 

Sharron F. Lathem, Assistant Vice President-Taxes 
Suite 16B01 
1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 3629 
Facsinde: (404) 249 - 5905 

Robert H. Proehl, Assistant Vice President-Taxes 
Suite 16J 
1 155 Peachtree Street 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 5704 
Facsinlile: (404) 249 - 5568 

John R. Kirlcpatrick, Assistant Vice President-Taxes 
Suite 16H 
1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 2786 
Facsinlile: (404) 249 - 5905 

Dawn W. Dunldn, Assistant Vice President-Taxes 
Suite 16E 
1155 Peachtree Street, N. E. 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 3724 
Facsinlile: (404) 249 - 5905 

Dewona Bridges, Assistant Vice President-Taxes 
Suite 16D 
1 155 Peachtree Street 
Atlanta, Georgia 30309 
Telephone: (404) 249 - 3754 
Facsinde: (404) 249 - 5905 



ATTACHMENT V 

Resumes of Management 



BELLSOUTH LONG DISTANCE, INC. 
DESCRIPTION OF SENIOR MANAGEMENT OF APPLICANT 

Mario L. Soto, President 
Mario Soto is President of BellSouth Long Distance, Inc. Mr. Soto has over thirty years experience in the 
telecommunications industry. He has worked for Southern Bell Telephone Company, AT&T Corporation and 
different affiliates within BellSouth Corporation. Mr. Soto has held various positions in Engineering, Pricing, 
Market Management, Product Management and Regulatory within BellSouth and AT&T. 

Mr. Soto attended the University of Florida where he earned a Bachelor of Science in Electrical Engineering 
Degree in 1970 and obtained a Master of Electrical Engineering Degree in 1971. He also earned a Master of 
Business Administration Degree from Georgia State University in 1980. 

Hamilton E. (Bob) Gray, Network Vice President 
Mr. Gray, Networlc Vice President, is responsible for managlllg the planning, engineering, installation and 
operation of the BellSouth Long Distance network. He is also responsible for the BellSouth Long Distance 
telecommunications fraud management group. 

Mr. Gray was assigned to the BellSouth Long Distance project in August of 1995. Prior to his current 
assignment, he was Director - Alternate Networlc Technical Planning for BellSouth Europe in Brussels, 
Belgium where he was responsible for network development in support of BellSouth's competitive business 
ventures throughout the European continent in 1994 and 1995. Before his international assignment, he was 
Operations Manager - Network Fundamental Planning for BellSouth Telecommunications, Inc. ("BST") 
responsible for switching and transmission network planning for BST's nine state territory fiom 1988-1994. 
Mr. Gray also served a one-year special assignment in Washington, DC representing BellSouth on President 
Reagan's White House Staff in 1987. Mr. Gray began his career with BellSouth in June of 1972. 

Mr. Gray holds a Bachelor of Science degree in Electrical Engineering fiom Louisiana State University and a 
Master of Business Administration degree from the University of Alabanla. 

Harris R. Anthony, General Counsel 
Mr. Anthony, General Counsel, arrived at BellSouth Long Distance in early 2000 but has worked in 
BellSouth's Legal Department since 1977. He began his career with BellSouth as a labor attorney, then was 
BST's General Counsel in Georgia and later, BST's General Counsel in Florida. He returned to Atlanta in 
1994, where he assumed responsibility for BellSouth's Conmercial Attorneys. 

Mr. Anthony graduated Magna Cum Laude from Colgate University and went on to earn his Juris Doctorate 
from Duke University School of Law. 



BELLSOUTH LONG DISTANCE, INC. 
DESCRIPTION OF SENIOR MANAGEMENT OF APPLICANT 

(Continued) 

William D. Schneider, Secretary 
William Schneider, Secretary, has been part of the BellSouth Long Distance team since 2003. Prior to joining 
BellSouth Long Distance, Mr. Schneider held several positions of increasing responsibility within the 
BellSouth Finance organization including Controller, BellSouth Technology Group; Controller, BellSouth 
Affiliated Services Corporation; Manager, Regulatory Accounting; Assistant Manager, External Reporting and 
Corporate Books Manager at BellSouth Corporation. Mr. Schneider worlced at Deloitte & Touche prior to 
joining BellSouth. 

Mr. Schneider holds Master of Accountancy and BBA degrees from the University of Georgia and is a 
Certified Public Accountant. 

Mike Reagan, Chief Information Officer 
Mike Reagan, Chief Inforn~ation Officer, was part of the BellSouth Long Distance Information Technology 
("IT") organization from 1996 to 2001. Prior to joining BellSouth, Mr. Reagan held anumber ofpositions with 
Sprint and MCI. In all, Mr. Reagan has been in teleconm~unications for 19 years and has held positions in 
network engineering, sales support, product development and information technology. 

As CIO, Mr. Reagan is responsible for all IT planning and strategy, architecture, application development, 
application support, operations and project management for BellSouth Long Distance. Mr. Reagan has a 
Bachelor's Degree in Electrical Engineering and Mathematics from Geneva College in Pennsylvania. 



ATTACHMENT VI 

Financial Information 

The Company is providing the year-end 2004 10-K Financial Statements and Annual Report 
of its parent company, BellSouth Corporation, in support of BellSouth Long Distance's 
financial ability to provide local exchange service. 

















Financial Highlights 
BellSouth Corporation 

(Dollars in millions, except per shore data) 2002 

Operating Revenues $ 20,207 

Operating Expenses $ 15,753 

Net Income from Continuing Operations $ 3,475 

Net Income $ 1,323 

Diluted Earnings Per Share from Continuing Operations $ 1.85 

Diluted Earnings Per Share $ 0.71 

Weighted Average Shares Outstanding - Diluted (millions) 1,876 

Declared Dividends Per Share $ 0.79 

Total Assets 

Capital Expenditures 

Debt Ratio (I) 

DSL Customers (000) 

Long Distance Customers (000) 0) 

Cinguiar Wireless Customers (000) 11) 

Access Lines (000) (I] 

Employees 

Closing Stock Price (I) $ 25.87 

0) At end of year 
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Dear Shareholders: 

Communications used to be about the 

telephone. We dialed, and our voices 

flowed over vast networks. Today, 

communications is still about that 

voice on the phone, but it's also about 

data - sending pictures, downloading 

music and watching videos. We click, 

we email, we surf, we download and 

we text message each other. 

And we can do so on any number of wired and 
wireless devices running on high-speed, broadband 

networks. For our customers and shareholders, 
communications is so much more than it used to be. 

At BellSouth, we are in the business of harnessing the 
power of communications to improve our customers' 

lives and businesses every day. 
In 2004, BellSouth celebrated 20 years of meeting the 

changing communications needs of our customers while 
at the same time delivering value for our shareholders. 

This milestone year was marked by both tradition 
and transformation. We made significant strategic 

changes in our Company - we sold our Latin America 

division to Telefbnica, and we made a significant cash 
contribution to Cingular's purchase of AT&T Wireless. 

In spite of the near-term disruptive effects of these 
changes, our total shareholder return was 2 percent. 

We maintained a strong balance sheet and cash 
flows. We increased our declared dividends per 

share by 15.2 percent, improving our dividend yield to 
3.9 percent at year-end. To keep pace with our custom- 
ers' communications needs, BellSouth i s  transforming 

the business to focus on the growth areas of wireless 

Duane Ackerman 
Chairman and Chief Executive Officer 

and broadband. We believe that this transformation 
positions us well in the shifting communications 

marketplace, and will enable us to uphold our tradi- 
tion of focusing on the financial fundamentals. 

Industry Transformation 

Your Company will continue to see more transformation 
over the next several years. The communications 

landscape is fundamentally changing, with shifts in 
technology and consolidation of competitors. Our 

customers and our services are shifting from wireline 
to wireless and from narrowband voice to broadband 

services. With next-generation technology, voice, 

video and data can run simultaneously on a broad- 
band network. Customers can see and hear all these 

services on home phones, wireless phones, personal 
computers and television set-top boxes. Convergence 

has finally happened. Also over the last 12 months, the 
communications landscape has seen consolidation - 

Cingular acquired AT&T Wireless and pending mergers 
were announced for AT&T, MCI and Nextel. 
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Declared Dividends per Share 
dollars per shore 

All these changes in technology and corporate 

structures have profound implications for everyone. 
Today, competition to be the communications 

provider of choice for homes and offices i s  intense. 
Tomorrow, while there may be fewer competitors, 

there remain many risks in the communications 
environment. The companies that will succeed are 
the ones who transform their businesses with bal- 

ance and financial discipline. That's why BellSouth 
has positioned our assets for growth, while delivering 

value for our investors today. 

Positioned for Tomorrow 

We have realigned our assets in four different areas 
of our business to focus on domestic growth opportu- 

nities in the communications industry. 
Cingular Wireless completed the acquisition of 

AT&T Wireless, creating the nation's largest wireless 
company with a mobile-to-mobile calling community 

of more than 49 million customers. The new Cingular 
offers the nation's largest digital and voice network, 

better call quality, more geographic and global 
coverage, and next-generation data services for 

both consumer and business customers. 
Now that the merger with AT&T Wireless is closed, 

we are focused on integrating the two companies. 
Cingular demonstrated a fast start out of the gate by 

adding a record 1.8 million pro forma new customers 

in the fourth quarter of 2004. 
Over the next few years, Cingular will build the 

best network, deliver great customer service, create 
unmatched distribution and develop compelling 
products and services. With these plans in place, 

Cingular is  poised to achieve market-leading perfor- 
mance. By 2007, Cingular has set a goal to be the 

fastest growing wireless company, to be the most 
profitable wireless company and to be the company 
with the best reputation around i ts  customers and 

i ts  network. 

Diluted Earnings per Share 
from Continuing Operations 
dollars per share 

Cingular i s  well positioned to participate in a 
growing segment of the U.S. communications market. 

For BellSouth, approximately 40 percent of our normal- 
ized company revenue now comes from domestic 

wireless communications services and, as Cingular 
adds customers and products, i ts  revenue growth 

will enhance our financial performance in the future. 
In January 2005, we successfully completed the 

sale of our 10 Latin America operations to Telefbnica 

Mbviles, the wireless affiliate of Telefbnica, S.A. 
To position our Advertising and Yellow Pages asset 

for growth in the lnternet search business, we formed 
an lnternet Yellow Pages joint venture with SBC that 

acquired YellowPages.com, Inc. in November 2004. 
In our wireline business, traditional access line 

voice services are being replaced by broadband and 

wireless services. We are transforming our wireline 
business to provide broadband services, and we have 

made significant progress on that journey. We have 
been the leader in deploying fiber in our network for 

20 years, steadily increasing the broadband capacity 
of our network by pushing fiber to the outer edges. 

Today, we are already passing more than 1 million 
homes with fiber and adding to this number every year. 

In 2004, BellSouth generated more than $4.5 billion in 

network data revenue from broadband services to both 
consumers and businesses. In the future, communica- 

tions services will rely more and more on broadband 
and fiber-based networks. 

We now have more than 2 million DSL subscribers, 
and we are aggressively competing to grow that 

number. Cable companies are offering communica- 
tions packages that include voice and high-speed 

lnternet services in addition to their traditional video 
services. To compete, BellSouth today offers a "triple 

play" bundle of voice and data, and video services from 
DIRECTV. Our combined unlimited voice, high-speed 
data and satellite entertainment package is  very 
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DSL Customers 
in thousands 

2,096 

Long Distance Customers 
in thousands 

6,130 

n 

competitive on both price and quality of service. We Delivering for Today 
also believe that with careful investing, we can provide 
speeds fast enough to make high-bandwidth services, 
including video, over our own network a reality. 

BellSouth serves more than 1 million business 
customers ranging in size from single location small 
businesses to global Fortune 500 corporations. We 

provide voice and data networking solutions to all 
these customers over our fiber-rich network. Since 

May 2002, more than half our small business customers 
have switched their long distance service to BellSouth. 
And with our long distance capabilities, we are 

successfully providing more complete voice and data 
solutions to our large business customers. We are 

committed to offering our business customers the 
leading-edge services they need to grow and expand 

their operations and to take advantage of the produc- 
tivity and cost benefits of the Internet. 

In 2005, BellSouth will continue to pursue regula- 
tory reform. The FCC made progress in 2004 by easing 
regulation around fiber-based broadband services 

and regulatory pricing schemes. But we need updated 
legislation to bring about market-based competition. 

The way people communicate has changed, but the 

laws governing the telecommunications industry 
have not kept pace. 

That's why BellSouth, along with other local phone 
companies, will support legislation to reform federal 

telecom law so that we can freely compete with cable, 
wireless and other communications platforms in the 

marketplace. Through the Future ... Faster coalition, we 
are working with like-minded industry constituents who 

believe that competition and consumer choice will do 
a far better job of driving telecom to its full potential 

for our nation than heavy government regulation. I 
encourage you to please join with your fellow share- 
holders and our employees by filling out and returning 

the enclosed postcard on page 24 of this report or 
signing up at www.thefuturefaster.com/bellsouth. 

Throughout this year of transformation, BellSouth has 

remained committed to the traditional fundamentals 
of our business: value for our shareholders and 

service for our customers. 
We continue to foster a strong ethical climate at 

BellSouth. We take great care to operate our business 

with integrity and in compliance with the law. As 
required by the Sarbanes-Oxley Act, we conducted 

a time-consuming and thorough assessment of the 
Company's internal controls over financial reporting. 
We are pleased to confirm that these internal controls 

were effective at year-end. 
We upheld our tradition of service during the 

worst hurricane season in more than a century. 
Our markets were hit hard by four hurricanes in 

six weeks. To ensure the reliability of our network, 
we deployed massive amounts of equipment and 
resources. Thanks to the tireless efforts and dedication 

of our employees, we did not have a single central 

office fail, and our technicians were able to restore 
service to'our customers quickly and efficiently. 

2005 will once again be a year of challenges and 
change in our industry. I believe the future belongs to 

those who balance vision with fundamentals, financial 
discipline with investment and the promise of new 

technology with improving the lives of customers. 

In a rapidly changing environment, BellSouth is 
committed to striking that balance. That's who we are. 

We will stand firm on that foundation -and we are 
committed to working hard for our shareholders 

and our customers today and in the future. 

Duane Ackerman 
Chairman and Chief Executive Officer 
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We deliver what 
our customers wcmt. 
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i 

iane 

Diane's sne-woman 
business is now much 
more efficient. 

\ 
\ 

\ 

The need for broader bandwidth to transfer 

more data at faster speeds is a rapidly 

grow'ing trend -and one that BellSouth has 

responded to with our DSL service. Diane's 

home-based business is part of this trend, and 

she found a high-speed DSL option that best 

meets her needs as a manufacturer's represen- 

tative. Her BellSouth" FastAccessm DSL service 

offers the right capacity for quickly download- 

ing graphics, manuals and technical material 

as well as receiving emails from customers. 

BellSouth has the network capabilities to 

deliver broadband DSL service at increasingly 

greater speeds. BellSouth has continued to 

penetrate the high-speed Internet access 

market and by the end of 2004, we served 

more than 2 million DSL subscribers with 

broadband access. 

As we continue to grow our broadband 

market share, we are focused on offering a 

portfolio that features a variety of speeds and 

prices to attract a broad base of customers. 

For businesses, BellSouth's DSL offers include 

faster upload speeds, web pages, multiple 

email boxes and a back-up dial account. DSL 

also provides an easier way for people to be 

productive at home by connecting them more 

quickly to their company's networks, email 

servers and the Internet. In the future, these 

customers will demand faster broadband 

services and packages. In anticipation of 

these needs, BellSouth is testing next-genera- 

tion broadband services so that technology 

can continue to make our customers' daily 

lives and businesses more efficient. 

Diane Shagott runs Dinamic Sales & Marketing from her home office with help from BellSouth. She chose 
BellSouthD FastAccessD DSL because of her need for quick, reliable email service and speedy downloads. 
BellSouth's call transfer and toll-free long distance services also help her stay in touch with her customers 
and the headquarters of the company she represents. "These services offer an efficient, cost-effective way 
for me to do business." 
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J Mary and her family 
1'1 

I can have it all. 

if 

4 / 
/ 

/ 

BellSouth's bundled offers are the answer for 

families like the Petersons, who want access 

to local, long distance, high-speed lnternet 

access, wireless and video services in pack- 

ages that are simple and convenient. 

Mary and her brothers, Mark and David, 

take full advantage of these bundled services. 

They use BellSouth's DSL service to access the 

lnternet for homework assignments and to 

instant message their friends. They also enjoy 

talking on the phone and watching satellite 

television. Recently, the family took advantage 

of a Cingular' Family plan and added a wireless 

phone for Mark. Most of all, the Petersons 

appreciate having one company responsible 

for all their communications services. 

Bundling our products and services in 

BellSouth Answers" packages is one of the 

many ways we attract and retain customers. 

Customers can choose the right BellSouth 

services to meet their needs. 

Families appreciate BellSouth's DSL add-on 

products: home-networking that connects 

multiple computers to DSL, parental lnternet 

controls and email spam blockers. And many 

people enjoy the BellSouth" Unlimited Long 

Distance plan, which allows customers to call 

local and long distance for one monthly price, 

regardless of how much time they spend on 

the phone. By including popular services, such 

as DIRECTV" satellite television service, we 

have further enhanced the BellSouth Answers" 

consumer bundle. In fact, in our first six 

months of offering this service, more than 

200,000 customers made DIRECN" service part 

of their communications bundles. Currently, 

we have approximately 4.4 million BellSouth 

Answers" bundle customers, and the number 

is steadily growing. BellSouth customers can 

have it all -convenience, simplicity and a 

positive service experience end-to-end. 
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Dave and John's 
customers get 
the best service. 

Regions Financial Corporation and other large, 

data-intensive businesses require secure, 

reliable networks to support their information 

technology operations and to serve their 

customers effectively. BellSouth's advanced 

network delivers the capabilities these compa- 

nies need to  get the job done right. 

We offer a variety of products and services 

so that companies like Regions can do more. 

For example, with BellSouth's local and long 

distance voice and data network, Regions - 

one of the top 15  financial services companies 

in the nation - can grow and expand its call 

centers to provide enhanced customer service. 

BellSouthm SMARTRingm service offers a data 

network built on redundant, self-healing fiber 

that can reroute high volumes of voice, data 

and video traffic in the event of network 

downtime. With the BellSouthm Virtual Private 

Network (VPN), companies can use one 

platForm to manage all of their networks, 

connect branches or satellite offices, and 

provide employees working from home with 

access to the company network over DSL. , 

Looking to the future, we are expanding our 

voice over Internet protocol (VolP) capabilities, 

deploying more sophisticated and faster network 

connections and further integrating wireless 

and wireline communications. By providing 

our solutions to large business customers like 

Regions, we will continue to meet their needs 

and build on our long-term relationships. 
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Anna and 
Raymond 

part of the largest 
digital wireless 
network. 

For customers like the Hsus, 2004 was the Today, Cingular is focused on integrating 

year BellSouth helped raise the bar on wireless the two companies. And, while this is clearly 

communications, with the merger of Cingular a multi-year journey, we are encouraged by 

Wireless and AT&T Wireless. Through our what the company has already accomplished: 

Cingular joint venture, we now have the largest A new marketing and advertising 

digital voice and data network in the nation, campaign that successfully promoted 

providing coverage to millions of consumers the new Cingular 

and businesses across the United States. And, 

beyond our borders, Cingular's GSM technol- 

ogy is dominant globally, allowing us to provide 

coverage in 100 international countries. 

The merger improved Cingular's reach 

and gave it the competitive advantage of 

spectrum depth. The result is better network 

performance, and the ability to implement 

advanced technology that will combine voice 

and high-speed data on a single platform. 

Overnight conversion of more than 
1,000 AT&T Wireless stores and more 

than 10,000 agent locations 

2 million training hours completed for 
thousands of employees and agents 

Record customer growth of 1.8 million 
pro forma subscribers in the fourth 
quarter of 2004 

By building the best network, delivering 

great customer service, creating broad 

distribution and developing new, compelling 

products and services, Cingular i s  poised 

to be a market leader by 2007. 

Anna and Raymond Hsu depend on their Cingularm Wireless service to run their three Atlanta restaurants - 
Silk, Hsu's and Pacific Rim Bistro. With eight cell phones distributed among their family and business partners, 
the Hsus are never out of contact. Raymond Hsu said, "Our Cingular service is better than ever now. That's 
important for our business." 
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[ go the extra mile to 1 
our customers. 

At BellSouth, going the extra mile is a funda- 

mental component of everything we do. 

Our commitment to our customers and their 

communities was never more evident than 

in the weeks after four devastating hurricanes 

pounded our markets in 2004. Hundreds of 

employees traveled to the affected states 

to restore service and rebuild the network 

infrastructure. Working around the clock, we 

repaired nearly 20,000 damaged cable spans 

and nearly 6,500 poles. In addition, we deliv- 

ered equipment, ice, water and fuel, 

and helped schools re-open. Our employees 

and retirees also served meals at shelters, 

recruited volunteers, covered damaged roofs, 

spearheaded drives for supplies and some- 

\ 
\ 

on implementing the next generation of \ 
our broadband network, which will increase 

capacity to customers' homes and enable 

them to take greater advantage of services 

requiring larger bandwidth. These include 

enhanced voice and data services over the 

Internet; home-networking multiple computers; 

lnternet control of electronics, appliances and 

security systems; and on-demand television. 

In an effort to more fully integrate wireless and 

wireline technology, we are testing cell phones 

that operate on Cingular's cellular network 

outside the home and on BellSouth's wireline net- 

work inside the home. We are also participating 

in a trial with Microsoft, testing high-definition 

lnternet protocol (IP) television. Our goal is  to 

times just listened to distraught customers. increase our ability to serve our customers 

Meeting customers' needs is also the and to provide products that they value. 

driving force behind BellSouth's research 

and development efforts. We are focused 
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Board of E Duane Ackerman, 62 Kathleen E Feldstein, 64 
Chairman of the Board, President, 

Directors President and Chief Economic Studies, Inc. 
Executive Officer, Belmont, MA 
BellSouth Corporation -economics 
Atlanta, GA consulting firm - Director since 1993. Director since 1998. 

Reuben V. Anderson, 62 James P. Kelly, 61 
Partner, Retired Chairman of 
Phelps Dunbar, LLP the Board and Chief 

Jackson, MS Executive Officer, , 

- law firm United Parcel Service, Inc. 

Director since 1994. Atlanta, GA 
Director since 2000. 

James H. Blanchard, 63 Leo E Mullin, 62 
Chief Executive Officer, Retired Chairman of 
Synovus Financial the Board and Chief 
Corporation Executive Officer, 
Columbus, GA Delta Air Lines, Inc. 

- bank holding company Atlanta, GA 

Director since 1994. Director since 1998. 

J. Hyatt Brown, 67 Robin 6. Smith, 65 
Chairman of the Board and Chairman of the Board, 
Chief Executive Officer, Publishers Clearing House 
Brown & Brown, Inc. Port Washington, NY 
Daytona Beach, FL -direct marketing 
- insurance services company 
company Director since 1994. 
Director since 1994. 

Armando M. Codina, 58 William S. 
Chairman of the Board Stavropoulos, 65 
and Chief Executive Officer, Chairman of the Board, 
Codina Group Inc. The Dow Chemical 
Coral Gables, FL Company 
- real estate development Midland, MI 
company Director since 1997. 
Director since 1992. 

BellSouth has held fast t o  a tradition o f  strong corporate governance. The Board has adopted Cor~oraf @ Corporate Governance Principles, which set forth the guidelines for the operation of the Board 
and  its Committees. Over the last three years, the Board has conducted reviews of the Company's Governance governance practices and procedures, evaluating them against corporate governance best 
practices. As a result o f  these reviews, the Board adopted various changes to  its Corporate 
Governance Principles that are designed to  enhance shareholder confidence. These Principles 
are available on the Company's website a t  www.bellsouth.com/corporate~governance, and are 
attached to  the Proxy Statement. The Board will continue to  monitor this evolving area and make 
additional changes as appropriate. 
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State President - 
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President - 
Small Business Services 

Vice President - 
Chief Diversity Officer 

President - 
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Paulino R. Barros, Jr. 
Vice President - 
Product Development and 
Management 
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Chief Information Officer - 
Domestic Operations 

Fredrick K. Shaftman 
President - 
BellSouth Business 

Thomas L. Hamby 
State President - 
Alabama 
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Vice President - 
Planning and Development 
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Senior Vice President - 
Finance and Controller 
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State President - 
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Vice President - 
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Vice President - 
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State President - 
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Senior Vice President - 
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Corporate Secretary 
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Communications 
Group Revenue 
in millions 

Access Lines 
in thousands 

Cingular Customers 
in thousands 

49,109 

Advertising & Publishing 
Segment Operating Margin 
in percentages 
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Yes! 1 want to join other concerned shareholders 
in taking action on critical issues that affect BellSouth 

Sign me up to learn more about what I can do to help 
BellSouth promote growth and healthy competition in 
the telecommunications industry. 

Address: 

City: State: Zip: 

Ernail: 

Fax: 

Send in this postage-paid card 
or 

Sign up via the Internet by visiting www.thefuturefaster.com/bellsouth 
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MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED SHAREHOLDER MATTERS 

The principal market for trading in BellSouth common stock is the New York Stock Exchange, Inc. (NYSE). BellSouth 
common stock is also listed on the London, Frankfurt, Amsterdam and Swiss exchanges. The ticker symbol for 
BellSouth common stock is BLS. At January 31, 2005, there were 688,379 holders of record of BellSouth common 
stock. Market price data was obtained from the NYSE Composite Tape, which encompasses trading on the 
principal United States stock exchanges as well as off-board trading. High and low prices represent the highest and 
lowest sales prices for the periods indicated. 

Per Share Per Share 
Market Prlces Dividends Market Prices Dividends 

Hlgh Low Declared Hlgh Low Declared 

2003 2004 
First Quarter $30.00 $19.79 $ .21 First Quarter $31.00 $26.13 $ .25 
Second Quarter 27.98 2 1.00 -23 Second Quarter 27.86 24.46 .27 
Third Quarter 27 -92 23.15 -23 Third Quarter 27.94 25.08 .27 
Fourth Quarter 28.37 22.19 -25 Fourth Quarter 28.96 25.65 .27 

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE 

No change in accountants or disagreements on the adoption of appropriate accounting standards or financial 
disclosure has occurred during the periods included in this report. 

CEO AND CFO CERTIFICATIONS 

In 2004, as required by the listing standards of the New York Stock Exchange (NYSE), BellSouth's chief executive 
officer (CEO) provided a certificate to the NYSE certifying that he is not aware of any violation by the Company 
of the New York Stock Exchange's corporate governance listing standards, In addition, BellSouth's CEO and chief 
financial officer filed with the Securities and Exchange Commission all required certifications regarding the quality 
of BellSouth's public disclosures in its reports for 2004. 
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SELECTED FINANCIAL AND OPERATING DATA 
D O L L A R S  A R E  IN MILLIONS. E X C E P T  P E R  S H A R E  A M O U N T S  

The comparability of the following Selected Financial and Operating Data is significantly impacted by various changes in 
accounting principie and merger, acquisition and disposition activity. The more significant items inciude the formation of 
Cinguiar in October 2000, which resulted in a reduction in revenues and expenses caused by the contributlon of our 
wireless operations to  Cinguiar; the adoption of Statement of Financial Accounting Standards (SFAS) No. 142, "Goodwill 
and Other Intangible Assets", effective January 1, 2002, which resulted in the cessation of amortization of goodwill; and 
the adoption of SFAS No. 143, "Accounting for Asset Retirement Obligations", effective January 1, 2003, which resulted In 
a reduction in depreciation expense. 

At December 31 or for the year ended 2000 2001 2002 2003 2004 

lncome Statement Data: 
Operating revenues $23,245 $21,211 $20,207 $20,341 $20,300 

Operating expenses 16,663 15,339 15,753 14,784 15,011 

Operating income 6,582 5,872 4,454 5,557 5,289 

lncome from continuing operations before discontinued operations 
and cumulative effect of changes in accounting principle 4,236 2,786 3,475 3,488 3,394 

Income (loss) from discontinued operations, net of tax (118) (339) (867) 101 1,364 

income before cumuiative effect of changes in accounting prlncipie 4,118 2,447 2,608 3,589 4,758 

Cumulative effect of changes in accounting principle, net of tax - - (1,285) 315 - 
Net income 4,118 2,447 1,323 3,904 4,758 

Operating income margin 28.3% 27.7% 22.0% 27.3% 26.1% 

Diiuted earnings per share of common stock: 

income before discontinued operations and cumulative effect of 
changes in accounting principle $ 2.24 $ 1.48 $ 1.85 $ 1.88 $ 1.85 

income before cumuiative effect of changes in accounting 
principle $ 2.18 $ 1.30 $ 1.39 $ 1.94 $ 2.59 

Net income $ 2.18 $ 1.30 $ 0.71 $ 2.11 $ 2.59 

Other Financial Data: 

Diluted weighted-average shares of common stock 
outstanding (millions) 1,893 1,888 1,876 1,852 1,836 

Dividends declared per share of common stock $ 0.76 $ 0.76 $ 0.79 $ 0.92 $ 1.06 

Total assets $50,925 $52,046 $49,479 $49,702 $59,496 

Long-term debt 12,463 15,014 12,283 11,489 15,108 

Shareholders' equity 16,993 18,758 17,906 19,712 23,066 

Construction and capital expenditures $ 6,169 $ 5,495 $ 3,536 $ 2,926 $ 3,193 

Book value per common share $ 9.08 $ 9,99 $ 9.63 $ 10.77 $ 12.60 

Ratio of earnings to fixed charges 5.36 3.98 5.03 5.68 6.00 

Debt ratio 54.0 51.7 49.2 43.1 47.1 

Operating Data: 

Access lines In service (in thousands) 24,546 23,824 23,005 22,263 21,356 

Retail long distance customers (in thousands) - - 1,002 3,960 6,130 

DSL customers (in thousands) 215 621 1,021 1,462 2,096 

Cingular Wireless customers (in thousands) 18,555 21,596 21,925 24,027 49,109 

Number of employees 103,916 87.875 77,020 75,743 62,564 

See "Management's Discussion and Analysis of Financial Condition and Resuits of Operations - Consolidated Results of 
Operations" for a discussion of unusual items affecting the results for 2002, 2003 and 2004. 



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 
D O L L A R S  A R E  I N  MILLIONS, E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  O T H E R W I S E  INDICATED 
B E L L S O U T H  C O R P O R A T I O N  

Overview 

We are a Fortune 100 company with annual revenues of 
over $20 billion. Our core business is wireline communica- 
tions and our largest customer segment is the retail 
consumer. We have interests in wireless communications 
through our ownership of approximately 40% of Cingular 
Wireless (Cingular), the nation's largest wireless company 
based on number of customers, We also operate one of 
the largest directory advertising businesses in the United 
States. The great majority of our revenues are generated 
based on monthly recurring services. 

We operate much of our business in one of the country's 
strongest regional economies, where the population is 
increasing, real income growth is outpacing the national 
average and a diverse mix of businesses require advanced 
information and communication technology solutions. The 
Southeast is a positive net migration region, with net 
migration averaging almost 500 thousand annually, The 
region's real income is expected to grow 10% to 15% 
faster than the national average in the next five years. 

INDUSTRY DYNAMICS 
1 

The cornmunications industry has experienced a very 
difficult period of contraction brought on by over-invest- 
ment in the late 1990s that created significant excess 
capacity with many companies competing for the same 
business. Demand in the traditional voice buslness has been 
negatively impacted by the proliferation of wireless ser- 
vices led by one-rate pricing plans that include a large 
bucket of minutes and free roaming and long-distance, the 
popularity of e-mail and instant messaging, technoiogical 
advances such as cable and DSL, that obviate the need 
for additional telephone lines, and stagnant job growth, 
After a period of significant growth in the 1990% access 
lines, a key driver of our business, have declined steadily 
since 200 1. 

Based on comparisons to penetration rates in other 
parts of the world, there is still significant growth potential 
in the wireless market in the United States. There are 
currently five national wireless companies engaging In 
aggressive competition in a growing market. The intense 
competition has driven down pricing, increased costs due 
to customer churn and increased wlreless usage as com- 
panies attempt to differentiate their service plans. Mean- 
while, slgnificant capital is being invested in networks to 
meet increasing demand and to  upgrade capabilities in 
anticipation of the development of new data applications. 

REGULATION AND COMPETITION 

Our wireless and wireline business are subject to vigorous 
competition. In addition, both are subject to  regulation. 

Because of changes to federal law In the early 1990s, 
our wireless business is now subject to somewhat more 
rational regulation than our wireline buslness. The legal 

changes generally preempted states from exercising any 
entry or rate regulation on commercial mobile services, 
while allowing states to regulate other terms and condl- 
tions. Our wireiine business is subject to dual state and 
federal regulation. The Telecommunication Act of 1996 
produced additional regulation of our wireline buslness. 
Since its passage, the FCC has pursued a course of sharing 
(unbundling) of our network with cornpetitors, and has 
prescribed a pricing policy (TELRIC) that does not permit 
fair cost recovery. The unbundling rules have been irivali- 
dated by the courts on three separate occasions, but not 
before the unbundling required by its invalid policies had 
been generaliy implemented In our contracts with 
competitors. 

We expect the FCC's recent decision to end the 
unbundled network elements platform (UNE-P) to restore 
some rationality to the wireline mass market, Other parts of 
the FCC decision governing the unbundling of high capac- 
ity loops and transport that cornpetitors use to  provlde 
services to business customers provlde relief in a small 
number of locations, but do not recognize the substantial 
competition we face for business customers in many other 
areas. Our states generally continue to exercise economic 
regulation over most of the revenue generated by Intra- 
state telecommunications services. In recent years, we 
have achieved some success in rebalancing state tele- 
communication rates and in gaining some freedom from 
state regulation of our broadband services. 

We also obtained some broadband freedom through a 
recent FCC decision not to  require unbundling of Installa- 
tions that bring fiber optic technology within 500 feet of a 
customer's premises. We equipped more than 100,000 
homes with this technology in 2004, and expect to con- 
tinue deployments in 2005. 

Despite these successes, our wireline business remains 
more regulated than competing businesses that use cable 
or wireless technologies. We will accordingly continue to 
encourage regulatory reform in every appropriate forum. 

ACQUISITIONS AND DISPOSITIONS 

On October 26, 2004, Cingular completed its previously 
announced acquisition of AT&T Wireless. With the close of 
the transaction, Cingular management moved Immediately 
to begin integrating the two companies. Key focus areas 
included customer comrnunlcations, immediate training for 
all sales and service personnel, relaunch of the Cingular 
brand, transltioning to a common order system, and 
beginning the work that over time will Integrate support 
systems and network functions. This acquisition will substan- 
tially increase BellSouth's participation in the domestic 
wireless industry. 

On March 5, 2004, we signed an agreement with 
Telefonica Moviles, S.A., the wireless affiliate of Telefbnica, 
S.A., to sell all our interests in our Latin American opera- 
tions. During October 2004, we closed on the sale of 8 of 
the 10 properties: Venezuela, Colombia, Ecuador, Peru, 
Guatemala, Nicaragua, Uruguay and Panama. During 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS C O N T I N U E D  
D O L L A R S  A R E  I N  M I L L I O N S ,  E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  O T H E R W I S E  I N D I C A T E D  

B E L L S O U T H  C O R P O R A T I O N  

January 2005, we closed on the sale of the remaining 
properties in Argentina and Chile. 

HIGHLIGHTS AND OUTLOOK 

Consolidated revenues far 2004 were down slightly 
compared to 2003 reflecting top line pressures caused by 
the ioss of 1:2 million retail access lines to UNE-P competi- 
tors and technology substitution, primarily wireless. Revenue 
contraction due to line ioss and pricing pressures was 
substantially offset by revenue growth from long distance 
and DSL services. During 2004 we added approximately 
2.2 million long distance customers to total 6.1 rnlllion at 
December 31, 2004, while net new DSL subscriber additions 
of 634 thousand brought our total to 2.1 million. We 
anticipate a continuation of these trends In 2005. 

Our cost structure is heavily weighted towards labor and 
fixed asset related costs. In order to sustain margins, we 
have to adjust our workforce as market share of access 
lines shifts. Since the beginning of 2001, we have reduced 
our domestic workforce by almost 18,000 employees, or 
22%. In 2004, we announced additional force reductions of 
nearly 1,400 employees reflecting continued pressures on 
access lines. Maintaining current operating margin levels 
going forward will be challenging as competition intensifies 
and we are forced to achieve contlnued increases in 
productlvlty. This challenge was evident during 2004 as 
margins were down from 2003. While there have been 
some encouraging developments on the regulatory front, 

there will be other events such as healthcare costs, 
continued losses of lines to wireless substitution and the roli- 
out of Voice over Internet Protocol (VoiP) telephony by 
cable providers that are likely to continue to put pressure 
on margins. 

BellSouth differentiates itself from its competition through 
Its commitment to customer service. Our customers de- 
pend on us, especially when disaster strikes. in the fall of 
2004, BellSouth's customer service met the challenges 
presented by the most active and destructive Atlantic 
hurricane season in years. During 2004, we incurred approx- 
imately $164 of incremental labor and material costs 
related to  service restoration and network repairs due to  
the four major hurricanes that hit during the third quarter. 

In September 2004, the Cornmunicatlons Workers of 
America (CWA) ratified BellSouth's new contracts. The 
agreements, which cover approximately 42,000 BeilSo,uth 
employees and expire August 8, 2009, are expected to 
continue to give us the workforce planning flexibility 
needed to respond to changing marketplace conditions. 

Operating free cash flow from continuing operations 
(cash flow from operating activities less capltal expendi- 
tures) of $3.6 billlon for 2004 is down compared to 2003 
primarily due to higher income tax payments. In the next 
few years, operating cash flow will continue to be nega- 
tively impacted by higher cash taxes as we see a reversal 
of the benefit derived in recent years associated with 
legislated tax incentives that provided for accelerated 
depreciation deductlons that explred at the end of 2004. 



Consolidated Results of Operations 

Key financial and operating data for the three years ended December 31, 2002,2003 and 2004 are set forth below. Ail 
references to  earnings per share are on a diluted bask The following consolidated Management's Discussion and Analysis 
of Financial Condition and Results of Operations should be read in conjunction with results by segment directly following 
this section. 

Following generally accepted accounting principles (GAAP), our financial statements reflect results for the Latin 
American operations as Discontinued Operations. The operational results and other activity dssociated with the Latin 
American segment have been presented on one line item in the income statement separate from Continuing 
Operations. 

Percent Change 
2003 vs. 2004 vs. 

2002 2003 2004 2002 2003 

Results of operations: 

Operating revenues $20,207 $20,341 $20,300 0.7 (0.2) 
Operatlng expenses 

Cost of services and products 6,670 6,991 7,520 4.8 7.6 
Selllng, general, and administrative expenses 3,891 3,777 3,816 (2.9) 1.0 
Depreciation and amortlzatlon 4,202 3.81 1 3,636 (9.3) (4.6) 
Provlslon for restructuring and asset Impairments 990 205 39 (79.3) (81.0) ----- 

Total operating expenses 15,753 14,784 15.01 1 (6.2) 1.5 
Operating Income 4,454 5,557 5,289 24.8 (4.8) 
Interest expense 1,066 947 916 (11.2) (3.3) 
Net (losses) earnlngs of equity affiliates 542 452 68 (16.6) (85.0) 
Galn on sale of operations 1,335 - 462 * * 
Other Income (expense), net 102 362 283 254.9 (21.8) ----- 
Income from contlnulng operatlons before Income taxes, discontinued 

operations and cumulatlve effect of changes In accounting prlnclple, net 
of tax 5,367 5,424 5,186 1.1 (4.4) 

Provlslon for Income taxes 1,892 1,936 1,792 2.3 (7.4) ----- 
Income from continuing operations before dlscontlnued operatlons and 

cumulative effect of changes In accounting prlnclple 3,475 3,488 3,394 0.4 (2.7) 
Income (loss) from dlscontlnued operatlons, net of tax 101 1,364 111.6 (867) - - - 2 
Income before cumulative effect of changes In accounting prlnclple 2,608 3,589 4,758 37.6 32.6 
Cumulative effect of changes In accounting principle, net of tax (1,285) 315 - 124.5 * ----- 

Net Income ' $ 1,323 $ 3,904 4,758 195.1 21.9 

Surnmarv results of discontinued o~erations: 

Operating revenues 
Operatlng lncome 
lncome (loss) from dlscontlnued operatlons 
* Not meaningful 

2004 compared to 2003 

OPERATING REVENUES 

Consolidated revenues declined $41 in 2004 as compared 
to  2003. Communications group revenues decreased $16 
compared to 2003 reflecting the impact of revenue 
declines associated with competitive line losses and re- 
lated pricing pressures substantially offset by growth in DSL 
and long distance products. Revenues from DSL and long 
distance combined increased $893 in 2004 compared to 

2003. In addition, 2004 was negatively affected by a $50 
customer refund accrual associated with a settlement 
agreement with the South Carolina Consumer Advocate. A 
decline in revenue for the exit of the payphone business 
was offset by higher revenues from the sale of wholesale 
long distance. Advertising & Publishing group revenues 
were down $28 in 2004 compared to 2003 because of a 
reduction in print revenues due to lower overall spending 
by our advertisers. Revenue trends are discussed in more 
detail in the Communications group and Advertising & 
Publishing group segment results sections. 
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D O L L A R S  A R E  IN MILLIONS, E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  O T H E R W I S E  INDICATED 
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OPERATING EXPENSES 

Total operating expenses increased $227 in 2004 as com- 
pared to the prior year. The most significant expense 
change driver was increased labor costs of $464, which 
includes incremental overtime related to  service restora- 
tion and network repairs due to the four major hurricanes 
that hit during the third quarter of 2004, higher expense 
assoclated with penslon and postretirement benefit plans 
(pension and retiree medical costs) driven by changes 
associated with the recent contract agreement with the 
CWA. The most significant changes were the change in the 
calculation of the obligation for non-management retiree 
medical costs as if there were no caps and lower contrac- 
tual limits on life insurance coverage, increases in annual 
salary and wage rates, higher incentive compensation and 
adjustments to workers compensation and long-term disa- 
bility accruals partially offset by lower average employees 
due to continued workforce reductions. In addition to 
higher labor costs, costs of goods sold increased $213 
primarily for the provision of long distance services assocl- 
ated with the growth in subscribers and information tech- 
nology expenses and contract services increased $63 in 
connection with more project-related spending, 

' 

These increases were partially offset by lower deprecia- 
tion and amorkation expense of $175 attributable to 
lower depreciation rates, lower uncoliectible expense of 
$139 driven by Improved economic conditions and im- 
proved collection processes and lower access fees of $95 
driven by CLEC interconnect volume declines, The $166 
decline in restructuring charges and asset impairments is 
attributable to incrementally smaller workforce reductions 
and a $52 asset impairment charge related to an aban- 
doned software project in 2003. 

INTEREST EXPENSE 

For the Year Ended 
December 31, 

2003 2004 Chanae 

interest expense - debt $ 836 $ 864 $ 28 
interest expense - other 111 52 (59) 

Total interest $ 947 $ 916 $ (31) 

Average debt 
balances(') $14,193 $15,458 $1.265 

Effective rate 5.9% 5.6% (30) bps 

(I) Average debf balances exclude arnounfs related to dlscontlnued 
operations. 

lnterest expense decreased $31 in 2004 compared to 
2003, lnterest expense assoclated with interest-bearing 
debt was up $28 for 2004 compared to 2003 reflecting 
higher average debt balances impacted by higher incre- 
mental borrowings associated with our equity contributions 
to Cingular to fund its acquisition of AT&T Wireless. The 
lower effective interest rate is due to our interest rate swap 

program and refinancing higher-rate debt with lower-rate 
debt, offset partially by an Increase in commercial paper 
rates. The change in interest expense-other relates prima- 
rily to the reversal of interest accruals related to tax 
contingencies based on audit settlements. 

NET EARNINGS (LOSSES) OF EQUITY AFFILIATES 

For the Year Ended 
December 31, 

2003 2004 Change 

Clngular $ 408 $ 24 $ (384) 
Other equity investees 44 44 - 

Total $ 452 $ 68 $ (384) 
- - -- -- - -- 

Earnings from Cingular In the 2004 periods were lower 
compared to the same periods in 2003 primarily due to 
impacts of the AT&T Wireless acquisition, which Included 
integration costs and hlgher depreciation expense assocl- 
ated with increased capital Investments and a reduction in 
the useful life of TDMA assets. 

GAIN (LOSS) ON SALE OF OPERATIONS 

The gain on sale of operations in 2004 relates to the sale of 
our lnterest In Danish wireless provider, Sonofon, for 3.68 bil- 
lion Danish Kroner to Teienor ASA. As a result of the saie, 
we recorded a gain of $462, or $295 net of tax, which 
included the recognition of cumulative foreign currency 
translation gains of $13, 

OTHER INCOME (EXPENSE), NET 

For the Year Ended 
December 31. 

2003 2004 Change 

interest income $ 3 1 6  $ 3 0 0  $(16 )  
Foreign currency transaction 

gains (losses) 39 (1) (40) 
Loss on early extinguishment 

of debt (18) (14) 4 
Other, net 25 (2) (27) 
Total Other income 

(Expense), net $ 362 $ 283 $ (79) 

The decrease In interest income reflects a lower rate on 
our advance to Cingular and to a lesser extent the loss of 
income on an advance to Dutch telecommunications 
prodder Royal KPN N.V. (KPN) due to early repayment in 
2003. Foreign currency transaction gains in 2003 relate . 

primarily to the advance to KPN. 
During 2003, we recognized $33 in gains related to the 

sale of our interests in two real estate partnerships and the 
saie of a building, In addition, we recognized a $9 loss on 
the sales and impairments of cost-method investments. 



PROVISION FOR INCOME TAXES 

For the Year Ended 
December 31, 

2003 2004 Chanae 

Provlslon for Income taxes $1,936 $1,792 $ (144) 
Effective tax rate 35.7% 34.6% (110) bps 

The effective tax rates in 2004 were reduced by a 
favorable permanent difference for the Medicare Part D 
subsidy and an adjustment to taxes payable associated 
with divested operations. 

INCOME (LOSS) FROM DISCONTINUED OPERATIONS, NET 
OF TAX 

Income (loss) from discontinued operations, net of tax, 
increased $1,263 in 2004 compared to the same period in 
2003 primarily due to the sale of eight of the ten Latin 
American properties, which resulted in a $850 gain, net of 
tax. Other net income increases include a $336 tax benefit 
related to excess tax basis over book basis in our Latin 
America investments, $177 for the cessation of deprecia- 
tion beginning in the second quarter of 2004, a $234 loss 
on the sale of our interests In two Brazilian wireless 
companies in 2003, and higher revenues. Partially offsetting 
the increases to net income were the $190 charge related 
to the settlement of arbitration in Venezuela, foreign 
exchange gain decreases of $99, and a $33 loss in the 
second quarter of 2004 related to the purchase of addi- 
tional ownership share In Argentina. 

From an operational perspective, the Latin America 
business generated strong growth in both customers and 
revenue. ~ Z s ~ i t e  the October 2004 sale of eight proper- 
ties, which resulted in only ten months of revenues in 2004 
for these properties, operating revenue in the Latin 
America operations for 2004 increased $165, or 7.2%, over 
2003 due to growth In customers and traffic throughout the 
portfolio. Excluding the decrease in operating expenses for 
the cessation of depreciation beginning in the second 
quarter of 2004, operating income was $76 higher than the 
prior year. 

CUMULATIVE EFFECT OF CHANGES IN ACCOUNTING 
PRINCIPLE 

Assef refiremenf obligafions 

Effective January 1,2003, we adopted SFAS No. 143, 
"Accounting for Asset Retirement Obligations" 
(SFAS No. 143). In connection with the adoption of this 
standard, we recorded the cumulative effect of account- 
ing change that increased 2003 net income by $816. 

Revenue recognifion for publishing revenues 

Effective January 1, 2003, we changed our method for 
recognizing revenues and expenses related to our direc- 

tory publishing business from the publication and delivery 
method to the deferral method. The cumulative effect of 
the change in accounting method is reflected in the 
income statement as a decrease to 2003 net income of 
$501. 

2003 compared to 2002 

OPERATING REVENUES 

Consolidated revenues increased $134 in 2003 as com- 
pared to 2002. The increase in total operating revenues is 
attributable to revenue growth in long distance and DSL, 
which together generated nearly $800 in new revenue in 
2003. Growth from these new products was substantially 
offset by lower voice revenues caused by the loss of 
1.5 million retail access lines to UNE-P competitors and 
technology substitution. Voice revenues were also im- 
pacted by pricing strategies in our effort to remain com- 
petitive. Revenues from the sale of wholesale data 
transport services, including long distance and Competitive 
Local Exchange Carriers, declined 7.8% in 2003 primarily 
due to reductions in leased circuits by large inter-ex- 
change carriers as they rationalized their capacity needs in 
relation to current demand. The exit from our payphone 
business and the eiimination of certain products within the 
wholesale long distance portfolio also negatively impacted 
year-over-year comparisons. 

Although Advertising & Publishing Group revenues were 
up nearly 6%, the year-over-year comparison was signifi- 
cantly impacted by a one-time reduction of $163 in 2002 
for the correction of an error. 

OPERATING EXPENSES 

Operating expenses declined by nearly $1 billion in 2003 
driven by: 

$785 in lower charges related to restructuring and 
asset impairments as we rationalized our business in 
2002; 
$391 of lower depreciation expense associated with 
the declines in capital expenditures and a change In 
accounting for plant retirements; 
$272 of improvements in uncollectibles expense due 
to a steadily improving economy, iower bankruptcy 
rates and operational improvements; 
$86 of lower cost of goods related to equipment sales 
in the Communications Group due to a change in the 
presentation for drop shipments from gross to net, 
which had no impact on operating margin, and 
paging and equipment costs decreased $53 driven 
by lower volumes; and 
$121 in iower labor related costs in the Communica- 
tions Group due to a nearly 12% reduction in our 
workforce since the beginning of 2002 driven by weak 
demand and increased productivity. 
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These decreases were partially offset by: 

$379 of incremental expense associated with pension 
and postretirement benefits plans (pension and re- 
tiree medical costs) driven by rising health care costs, 
unfavorable returns on pension assets due to weak 
capital markets over the past few years, changes to 
plan assumptions regarding expected asset returns, 
and a lower discount rate used to  calculate service 
and interest cost; 
$350 of customer acquisition costs reiated to compet- 
itive response in the Communications Group; and 
$108 of variable cost of goods for the provision of 
long distance service in the Communications Group. 

We have made adjustments to our business model to 
address changes in our economic, regulatory, and com- 
petitive environment, and as a result we have incurred 
charges in each of the years presented. The provision for 
restructuring and asset impairments of $205 in 2003 In- 
cludes $153 of charges associated with workforce reduc- 
tions (Including $47 of pension settlement losses) and a 
$52 charge for an abandoned software project. The , 

provision of $990 in 2002 includes $635 of charges associ- 
ated with workforce reductions (including $167 of pension 
settlement losses) and a $221 charge for the impairment 
of MMDS spectrum license and charges of $134 associated 
with the elimination of certain services including wholesale 
long distance and e-business services. 

INTEREST EXPENSE 

For the Year Ended 
December 31, 

2002 2003 Change 

Interest expense - debt $ 953 $ 836 $ (117) 
Interest expense - other 113 11 1 (2) 

Total interest $ 1,066 $ 947 $ (119) 

Average debt balances(') $16,525 $14,193 $(2,332) 
Fffective rate 5.8% 5.9% 10 b ~ s  

( I )  Average debt balances exclude amounts related to dlscontlnued 
operaflons. 

lnterest expense declined $1 19 in comparison to the prior 
year, reflecting reductions In average debt of approxi- 
mately $2.4 billion, as rates were relatively stable. 

GAIN ON SALE OF OPERATIONS 

The gain in 2002 of $1,335 related to the sale of our 
investment in E-Plus, a German wireless carrier. 

NET EARNINGS (LOSSES) OF EQUITY AFFILIATES 

For the Year Ended 
December 3 I. 

Equity In Earnings 2002 2003 Change 

Clngular $497 $408 
Other equity investees 45 44 

$(a91 
(1) 

Total $542 $452 $(90) 

Earnings from Cingular in 2003 declined compared to 2002 
primarily due to significant growth in customers and the 
costs reiated to that growth and due to slightly lower 
average revenue per customer. See "Managements Dis- 
cussion and Analysis of Financial Condition and Results of 
Operations - Results by Segment - Domestic Wireless" for 
further discussion of Cingular results. 

OTHER INCOME (EXPENSE), NET 

For the Year Ended 
December 31. 

2002 2003 Change 

Gain (loss) on sales 
and lmpalrments of cost 
method investments: 

Subtotal (336) (9) 327 
interest Income 460 316 
Loss on early extlngulshment of 

(144) 

debt (I!& 22 
Foreign currency galn/loss 23 
Other 2 34 32 
Total Other Income (Expense). net $ 102 $362 $ 260 

During 2002 we recorded other than temporary impair- 
ments to reduce the carrying value of our Qwest invest- 
ment driven by continued weak market conditions, 
particularly in technology and communications stocks. We 
also incurred losses on sales of our Qwest investment. As of 
December 31, 2003, we no longer hold any interest in 
Qwest. 

lnterest income declined as compared to 2002 due to  
lower rates on our advance to Cingular and the loss of 
income on an advance to Dutch telecommunications 
provider Royal KPN N.V. (KPN) due to early repayment. 

During 2003, we recognized $33 In gains related to the 
sale of our interests in two real estate partnerships and the 
sale of a building. 

PROVISION FOR INCOME TAXES 

For the Year Ended 
December 31, 

2002 2003 Chanae 

Provision for Income taxes $1,892 $1,936 $ 44 
Effective tax rate 35.3% 35.7% 40 bps 

The effective tax rate increased slightly to 35.7% in 2003 
from 35,3% in 2002, primarily driven by state income tax 
activity. A reconciliation of the statutory federal income 



tax rate to the effective income tax rate for each period is 
included in Note J to our consolidated financial 
statements. 

INCOME (LOSS) FROM DISCONTINUED OPERATIONS, NET 
OF TAX 

Income (loss) from discontinued operations, net of tax, 
improved $968 in comparison to  the prior year principally 
driven by foreign currency transaction activity and a $263 
after-tax loss recorded in 2002 related to the recognition of 
other-than-temporary impairments related to our Brazilian 

wireless affiliate. Currency gains were recorded in 2003 for 
the improvement in the Argentine Peso and the Chilean 
Peso, For 2002, the devaluation of the Argentine Peso 
resulted in losses of $584. During 2003, we recognized a 
loss of $234 on the sale of our interests in two Brazilian 
wireless companies, During 2002, we recognized a loss of 
$51 on the sale of Listel, our Brazilian advertising.and 
publishing company, Additionally, Latin America exper- 
ienced a nearly 3% growth in revenue in 2003 driven by 
the addition of over 1.5 million net customers and steady 
average revenue per customer. Operating expenses re- 
mained flat. 

Results by Segment 

Our reportable segments reflect strategic business units that offer similar products and services and/or serve similar 
customers. We have three reportable operating segments: 

Communications Group; 
Domestic Wireless; and 
Advertising & Publishing Group. 

Management evaluates the performance of each business unit based on net income, exclusive of internal charges for 
use of intellectual property and adjustments for unusual items that may arise. Unusual items are transactions or events 
that are included in reported consolidated results but are excluded from segment results due to their nonrecurring or 
nonoperational nature. In addition, when changes in our business affect the comparability of current versus historical 
results, we adjust historical operating information to reflect the current business structure. See Note P to our consolidated 
financial statements for a reconciliation of segment results to the consolidated financial information. 

The following discussion highlights our performance in the context of these segments. For a more complete 
understanding of our industry, the drivers of our business, and our current period results, you should read this discussion in 
conjunction with our consolidated financial statements, including the related notes. 
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COMMUNICATIONS GROUP 

The Communications Group includes our core domestic businesses including: all domestic wireline voice, data, 
broadband, e-commerce, long distance, internet services and advanced voice features. The group provides these 
services t o  an  array of customers, including residential, business and wholesale. 

During 2003 and 2004, the Communications Group emphasized InterLATA long distance and BellSouth@ FastAccessm 
DSL, encouraging customers t o  purchase packages containing multiple communications services. We continue t o  
experience retail access line market share loss due t o  competition and technology substitution, and we expect these 
trends t o  continue into 2005, 

Percent Change 
2003 vs. 2004 vs. 

2002 2003 2004 2002 2003 

Segment operating revenues: 
Voice 
Data 
Other 

Total segment operating revenues 
Segment operatlng expenses: 

Cost of services and products 6,464 6,755 7,108 
Selling, general, and administrative expenses 2,948 3,079 3,123 
Depreclation and amortlzatlon 4.161 3,771 3,593 

Total segment operatlng expenses 13,573 13,605 13,824 
Segment operating income 4,916 4,843 4,628 

Segment net income $ 2,751 $ 2,829 $ 2,727 

Segment net Income including unusual items $ 2,237 $ 3,505 $ 2,567 56.7 (26.8) 

Key lndicators:(OOOs except where noted) 
Switched Access Ilnes: 

Residence retail: 
Primary 13,242 12,466 11,771 (5.9) (5.6) 
Additional 1,926 1.60 1 1,346 (16.9) (15.9) 

Total Retail Residence 15,168 14,067 13,117 (7.3) (6.8) 

Residential wholesale: 
Resale 342 177 116 (48.2) (34.5) 
UNE-P 934 1,696 1,972 8 1.6 16.3 

Total Wholesale Residence 1,276 1,873 2,088 46.8 11.5 

Total residence 16,444 15,940 15,205 (3.1) (4.6) 

Buslness retail 5,687 5,417 5,245 (4.7) (3.2) 

Business wholesale: 
Resale 
I IMF-D 
"8 .L 8 

Total wholesale business 692 759 808 9.7 6.5 

Total business 6,379 6,176 6,053 (3.2) (2.0) 

Other retail/wholesale lines (primarily public) 182 147 98 (19.2) (33.3) 

Total switched access lines 23,005 22,263 21,356 (3.2) (4.1) 
ISDN line equivalents 

Residence 18 13 9 (27.8) (30.8) 
Buslness 1,580 1,453 1.459 (8.0) 0.4 

Total ISDN Adjusted Access Lines In Service 24,603 23,729 22,824 (3.6) (3.8) 

DSL customers (retail and wholesale) 
Retail long distance customers 

Switched access and local minutes of use (millions) 96,755 82,101 70,061 (15.1) (14.7) 
Retail long dlstance minutes of use 1,816 10,039 21,109 110.3 

Total access mlnutes of use (millions) 98,571 92,141 91,170 (6.5) (1.1) 

Capital expenditures $ 3,337 $ 2.824 $ 3,018 (15.4) 6.9 

* Nof meaningful 



2004 compared fo 2003 

SEGMENT OPERATING REVENUES 

Voice 

Voice revenues decreased $93 during 2004 compared to 
2003 driven primarily by continued access line loss offset by 
the growth in InterLATA long distance. Total switched 
access lines declined 907,000, or 4.1%. for the period with 
retail line losses being slightly offset by increases in whole- 
sale lines. The access line decline was the result of 
continued share loss and technology substitution, primarily 
wlreless. 

Wholesale lines, which consist primarily of unbundled 
network element - platform (UNE-P) lines, totaled almost 
3.0 million at December 31, 2004, up 276,000 lines year 
over year. The vast majority of the UNE-P additions were 
residential, When lines over which we provide retail services 
are converted to UNE-P, we lose revenue and margin. On 
average, the revenue from our provision of UNE-P does not 
permit us to recover the fully allocated costs we incur to 
provide it. To mitigate this loss, we have been actively 
seeking reform of the pricing rules that regulators use to 
set UNE-P prices. As previously discussed under the heading 
"Overview," a judicial decision that became effective In 
June 2004 invalidated certain FCC rules that governed the 
provision of wholesale access to our network by local 

' service competitors. We believe this change in the regula- 
tory environment influenced the loss in UNE-P lines that we 
experienced in the second half of 2004. 

In efforts to combat share loss, we continue to grow our 
package services. BellSouth Answers@ is our signature 
residential package offering, which combines various wire- 
line, wireless, internet services and/or DIRECTVB digital 
satellite television services. The package combines the 
Complete Choice calling plan of local service and multiple 
convenience calling features with BellSouth Long Distance, 
BellSoutha FastAccessa DSL or dial-up Internet, and Cinguiar 
Wireless services. During 2004, we began offering DIRECTVa 
digital satellite television service through all sales channels 
as part of the BellSouth Answers@ portfolio. This agency 
relationship with DIRECTV@ provides us with a key competi- 
tive product with insignificant cost or capital requirements, 
With the addition of video, the BellSouth Answersa pack- 
age is one of the most comprehensive and competitively 
priced bundles in our markets today. We ended 2004 with 
almost 4.4 million residential packages, representing a 37% 
penetration of our retail primary line residence base. 
Almost 84% of Answers customers have long distance in 
their package and almost 45% have either DSL or BellSouth 
dial-up Internet. 

Long distance voice revenue increased $578 in 2004 
when compared to 2003, driven primarily by growth in 
InterLATA and wireless long distance, InterLATA revenues 
increased $640 reflecting continued large market share 
gains driven by marketing efforts and the BellSouth Unlim- 
ited Long Distance Plans. At December 31,2004, we had 
6.1 million retail long distance customers and a mass- 

market penetration rate of approximately 48% of our 
customer base. We also continued to grow our long 
distance offerings in complex business. We recorded $209 
in complex long distance revenue in 2004 compared to 
$71 in 2003. Through December 31,2004, the complex long 
distance backlog stands at  $624. This backlog represents 
an estimated value of the complex long distance business 
sold but not yet booked as revenue. Revenue from 
wholesale long distance services provided to Cingular 
increased $55 when compared to 2003. This increase was 
caused by higher volumes associated with the prollferatlon 
of wireless package plans that include long distance 
partially offset by slightly lower rates. 

Switched access revenues declined $62 in 2004 when 
compared to 2003 due to  volume and rate decreases. Our 
entry into InterLATA long distance shifted switched access 
minutes from other carriers to our service resulting in a 
transfer from wholesale switched access revenues to retail 
long distance revenue. Switched access and local minutes 
of use decreased 14.7% compared to 2003. The decrease 
is due to the impac: of our entry into InterLATA long 
distance, access line losses including the shift to UNE-P lines 
and alternative communications services, primarily wireless 
and e-mail. Switched access rates were slightly lower in 
2004 due to the July 1, 2003 rate reduction of the CALLS 
program, an FCC access reform initiative. The decline in 
rates, however, is substantially offset by higher subscriber 
line charges that are also included in voice revenues. 

Data 

Data revenues increased $165 in 2004 when compared to 
2003. Data revenues were driven by str~ng~growth from 
the sale of BellSoutha FastAccessa DSL service partially 
offset by decreases in revenue from other data products. 
Combined wholesale and retail DSL revenues were up $241 
in 2004 when compared to  2003 due primarily to a larger 
customer base. As of December 31,2004, we had almost 
2.1 million DSL customers, an increase of 634 thousand 
customers compared to December 31, 2003. 

Retail data services grew 11.5% in 2004 when compared 
to 2003 driven primarily by the growth from the sale of 
FastAccess DSL service. During 2004, we added 653 thou- 
sand net retail customers. We offer three broadband 
downstream connection speeds to meet the varying needs 
of our mass-market customers. The original version - Bell- 
South FastAccess DSL Ultra - runs at  downstream connec- 
tion speeds of up to 1.5 megabits. Since mid-2003, we 
have offered a lower speed version - BellSouth FastAccess 
DSL Lite - running a t  downstream connection speeds of up 
to 256 kilobits. FastAccess DSL Lite accounted for approxi- 
mately one-fourth of DSL customers as of December 31, 
2004. in April 2004, we began offering FastAccess DSL 
Xtreme, delivering downstream connection speeds of up 
to 3.0 megabits and upstream connection speeds of up  to  
384 kilobits. We believe our broadband offers are among 
the most competitively priced in our markets. In late 
September 2004, we launched additional incentives and 
introduced new pricing for FastAccess DSL Ultra service 
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designed to lncrease long-term market penetratlon. Retall 
FastAccess customer addltlons were offset somewhat by 
wholesale DSL disconnects as we continue to see a shift in 
customer mix to retail, Revenue from other retall data 
products was flat for 2004 when compared to 2003. 

Revenues from the sale of wholesale data transport 
servlces and wholesale DSL to other communlcatlons prov- 
iders, Including long dlstance companies and CLECs, de- 
clined 4.3% In 2004 when compared to 2003, prlmarlly due 
to  the lingering Impacts of soft enterprlse market segment 
demand and contlnued network grooming and consollda- 
tlon by large Inter-exchange carrlers. 

Other 

Other revenues decreased $68 In 2004 when compared to 
2003. Thls decrease reflects decreases In revenues from the 
payphone buslness of $77 and billing and late payment 
fees of $29, partlally offset by lncreases In equlpment 
revenues of $33 and lncreases In wholesale long distance 
revenues of $12, lncreases In equlpment revenues reflect 
lncreased demand due to improved economic condltlons 
and customer upgrades to newer technology. 

SEGMENT OPERATING EXPENSES 

Cost of services and products 

Cost of servlces and products of $7,108 In 2004 increased 
$353 from 2003. The cost of servlces increase was lm- 
pacted by: lncreases of $213 In costs of goods sold 
prlnclpally driven by lncreases In the provision of long 
dlstance servlce volumes; lncreases of $104 In labor costs 
Impacted by pay lncreases drlven by unlon contract raises 
and higher costs from retlree and medlcal benefits sllghtly 
offset by lower average workforce; lncreases of $39 In 
contract servlces related to network planning projects and 
equlpment lnstallatlons; and lncreases In materials and 
supplles of $39 assoclated wlth lncreased utllltles usage, 
partlally offset by decreases of $95 In access fees due to 
volume decllnes, settlements and slgnlficant reductlons In 
charges assoclated wlth access to  other carrlers customer 
name databases; and by decreases In rent of $22 related 
to  real estate consolldatlon. 

Selling, general, and administrative expenses 

Selling, general, and admlnlstratlve expenses of $3,123 In 
2004 lncreased $44 from 2003. The selling, general, and 
admlnlstrative expense reflected represents an lncrease of 
$133 in labor costs drlven by hlgher costs from retlree and 
medical benefits, Incentive awards, reduced use of con- 
tractors and pay lncreases partlally offset by lower 
headcount. Also included In the labor increase was a $38 
lncrease In an annual adjustment to the workers compen- 
sation and long-term dlsablilty accruals. In addltlon to labor 
increases, Information technology costs lncreased $24 dur- 
ing 2004 compared to 2003. 

Thls lncrease was partlally offset by a decrease In 
uncollectlbles expense of $90 drlven by contlnued lm- 
provements In the collection process and improved eco- 
nomic condltlons, and decreases of $23 In outside sales 
cornmlsslons, fees and other various expenditures. 

Depreciaiion and amorliraiion 

Depreciation and amortlzatlon expense decreased $178 
durlng 2004 when compared to 2003, The prlmary drlver of 
the decllne In depreclatlon expense relates to lower 
depreciation rates under the group life method of deprecl- 
atlon, The lower depreciation rates were precipltated 
prlmarlly by the reductlons In capital expenditures over the 
past several years. Amortlzatlon expense lncreased due to 
hlgher levels of capitalized software. 

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Unusual Items that were excluded from thls segment3 net 
Income consisted of the followlng: for 2004, unusual Items 
of $(160) for the South Carollna regulatory settlement, 
lease termination fees, severance and hurricane-related 
costs; for 2003, unusual items of $676 for the cumulatlve 
effect of change In accounting principle related to the 
adoption of FAS 143 offset by restructurlng charges, costs 
assoclated wlth the early extinguishment of debt, and an 
asset Impairment. 

2003 compared to 2002 

SEGMENT OPERATING REVENUES 

Voice 

Voice revenues lncreased $143 driven by significant growth 
In InterLATA long dlstance substantially offset by contlnued 
access llne share loss and conversion to wholesale llnes. 
Total swltched access llnes declined 3,6% with retall llne 
losses being partlally offset by lncreases In wholesale llnes, 
The access llne decllne was the result of share loss, 
technology substltutlon and a contlnued weak economy. 

Wholesale llnes consist prlmarlly of unbundled network 
element - platform (UNE-P) llnes, The UNE-P llnes totaled 
approximately 2.4 mllllon at December 31, 2003, up 
864,000 llnes from the prlor year. The vast majority of the 
UNE-P addltlons were residential. Business UNE-P llne adds of 
79,000 fell slightly from the prlor year while other wholesale 
UNE-P Ilnes, prlmarlly payphone, lncreased by 23,000 In 
2003, 

As of the end of 2003, we had more than 3 mllllon 
residential packages designated as Answers customers, 
which represents a 24.1% penetratlon of our retall prlmary 
llne residence base, As of December 31,2003, over 75% of 
Answers customers had long dlstance In their package and 
over 40% had either DSL or BellSouth dial-up Internet. 

InterLATA long dlstance voice revenues lncreased $573 
compared to 2002. Substantial InterLATA growth reflects 
our receipt of regulatory relief to provide InterLATA servlces 



in the nine southeastern states we serve. At December 31, 
2003, we had nearly 4 mlllion long distance customers, a 
penetration rate of 28% of primary resldentlal access llnes 
and 39% of mass-market small buslness accounts. Earlier In 
2003, we began offering unllmlted long distance to reduce 
competltlve churn and lncrease retention and reacqulsltlon 
of resldentlal customers. We recorded $71 In complex long 
dlstance revenue In 2003 compared to $3 In 2002. Reve- 
nue from wholesale long-distance servlces provided to 
Clngular lncreased $47 in 2003. This lncrease was caused 
by hlgher volumes assoclated wlth the prollferatlon of 
wireless long dlstance plans. 

Switched access revenues decllned $195 In 2003 when 
compared to 2002 due to volume and rate decreases. Our 
entry into InterLATA long dlstance shifted swltched access 
minutes from other carriers to our servlce resulting in a 
transfer from wholesale swltched access revenues to retail 
long dlstance revenue. Switched access and local minutes 
of use decllned 15.1% compared to 2002, The decrease is 
due to the Impact of our entry into InterLATA long 
dlstance, access llne losses lncludlng the shlft to UNE-P llnes 
and alternatlve'communlcations servlces, prlmarlly wireless 
and emall. Switched access rates were lower in 2003 due 
to effects of the CALLS program, an FCC access charge 
reform initiative. The decllne In rates, however, is substan- 
tially offset by hlgher subscriber llne charges that are also 
lncluded in volce revencles. 

Data 

Data revenues lncreased $84 In 2003. The overall growth 
was drlven by revenues from the sale of BellSouth@ FastAc- 
cess" DSL servlce. Combined wholesale and retail DSL 
revenues were up $248 In 2003 due to a larger customer 
base. As of December 31,2003, we had over 1.46 million 
DSL customers, an lncrease of 441,000 customers com- 
pared to December 31, 2002. 

Retail data servlces, whlch represent roughly half of 
data revenues, grew 14.1% in 2003 driven prlmarlly by 
growth from the sale of FastAccess DSL servlce. Early In the 
thlrd quarter 2003, we Introduced FastAccess" DSL Llte, 
creating a tiered approach to broadband that allows 
customers to choose the connection speed and price best 
suited to their Internet use. Other retail data products, 
prlmarlly DSI lines (dedicated hlgh capaclty llnes) were 
lower drlven by decreases In demand and special access 
rate reductlons effectlve July 2002. 

Revenues from the sale of wholesale data transport 
servlces to other communlcatlons providers, Including long 
distance companies and Competitive Local Exchange 
Carriers, declined 7.8% In 2003 prlmarlly due to reductlons 
in leased circuits by large inter-exchange carrlers as they 
rationalized their capaclty needs in relation to current 
demand. The decllne was also attributable to the lingering 
Impacts of a soft economy and the renegotiation of an 
access contract wlth a bankrupt wholesale customer. 

Other 

Other cornmunicatlons revenue decreased $268 prlrnarlly 
due to a decllne of $123 In sales to second and thlrd tier 
long dlstance carrlers due to  our decision to eilmlnate 
certain products within the wholesale long dlstance portfo- 
lio and due to the continuing phase-out of our payphone 
buslness whlch created a decline of $59. We completed 
our exit of the payphone buslness as of December 31, 
2003. Other revenues decreased $86 due to  a change In 
the presentation for drop shlpments of equlpment from 
gross to net, whlch lowered both revenues and expenses. 

SEGMENT OPERATING EXPENSES 

Cost of services and products 

Cost of servlces and products lncreased $291 compared to 
the same perlods In 2002. The lncrease reflects hlgher 
pension and retiree medlcal costs of $315, Costs of servlce 
assoclated with providing retall interLATA long dlstance 
lncreased $183 driven by hlgher volumes related to more 
customers while costs assoclated wlth the provision of long 
dlstance servlces to Clngular increased $34 drlven by 
hlgher volumes. In additlon, installation and activation 
expense lncreased $239 as compared to the prior period 
reflectlng lower expense deferrals related to lower lnstalla- 
tlon and actlvatlon servlce revenue. 

These cost increases were partlaily offset by work force 
reductions, primarily as a result of reduced buslness 
volumes, that resulted In decreased salary and wage 
related expenses of $1 16, Wholesale long dlstance cost of 
servlces decreased $100 reflectlng a de-emphasis In these 
servlces. Costs of goods related to equlpment sales de- 
creased $86 due to a change In the presentation for drop 
shlpments from gross to net, whlch had no Impact on 
operating margin. In addltlon, page and equipment costs 
decreased $53 drlven by lower volumes, Information tech- 
nology infrastructure costs decreased $60, reflecting cost 
containment efforts. 

Selling, general, and administrative expenses 

Selling, general, and admlnlstratlve expenses lncreased 
$131 In 2003 compared to 2002. The perlods presented 
were impacted by lncreases In advertising of $1 I I assocl- 
ated with hlgher spending related to a more competltlve 
environment and lncreases In outside sales cornmlssions of 
$55 prlrnarlly related to the long dlstance launch, The 
perlods presented were also Impacted by lncreased pen- 
sion and retiree medlcal costs of $33. 

These lncreases were partially offset by decreases in 
uncoliectlble expenses of $1 16. Prior year perlods lncluded 
the impact of higher bankruptcies and non-pay accounts 
driving the decrease in 2003. 
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Depreciafion and amortization UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Depreciation and amortization expense decreased $390. Unusual items which were excluded from this segment's 
  he primary driver of the year-over-Year decline in dePreci- results consisted of the following: in 2003. $676 for the 
ation expense relates to lower depreciation rates under cumulative effect of a change in accounting principle 
the group life method of depreciation. The lower rates related to the adoption of FAS 143 offset by restructuring 
were caused primarily by the significant reductions in charges, costs associated with the early extinguishment of 
capital expenditures over the past several Years. In add- debt, and an asset Impairment; In 2002, $(514) related to  
tion, expense was lower due the restructuring costs, including pension settlements, costs 
of SFAS No. 143. In connection with the adoption of this associated with the early extinguishment of debt, costs 
standard, we no longer accrue net Of removal In associated with service curtailments and asset impairments 
our depreciation rates causing lower depreciation ex- and refund of customer late fees in Florida, 
pense. Arnortization expense increased slightly due to 
higher levels of capitalized software. 

Domestic Wireless 

We own an approximate 40% economic interest in Cingular, a joint venture with SBC. Because we exercise Influence over 
the financial and operating policies of Cingular, we use the equity method of accounting for this investment. Under the 
equity method of accounting, we record our proportionate share of Cingular's earnings in our consolidated statements of 
income. These earnings are included in the caption "Net earnings (losses) of equity affiliates". For management 
purposes, we evaluate our Domestic Wireless segment based on our proportionate share of Cingular's results. 
Accordingly, results for our Domestic Wireless segment reflect the proportional consolidation of approximately 40% of 
Cingular's financial results. 

On October 26, 2004, Cingular completed the acquisition of AT&T Wireless, creating the largest wireless carrier in the 
United States based on number of customers. Data revenue played an Increasingly important role in revenue composition 
In 2003 and 2004 and those impacts are expected to increase in 2005. Further, competition continues to be intense, with 
up to five competitors In most of Cingular's significant markets. 

Percent Change 
2003 vs. 2004 vs. 

2002 2003 2004 2002 2003 

Segment operating revenues:' 
Service revenues $ 5,569 $ 5,689 S 6,989 2.2 22.9 
Equipment revenues 392 504 785 28.6 55.8 

Total segment operating revenues 5,961 6,193 7,774 3.9 25.5 
Segment operatlng expenses: 

Cost of services and products 1,965 2,273 2,980 15.7 31.1 
Selllng, general, and administrative expenses 2,170 2,170 2,826 0.0 30.2 
Depreciation and amortization 740 835 1,232 12.8 47.5 

Total segment operating expenses 4,875 5,278 7,038 8.3 33.3 
Segment operating Income 1,086 915 736 (15.7) (19.6) 

Segment net Income $ 357 $ 261 S 129 (26.9) (50.6) 

Segment net Income Including unusual items $ 301 $ 261 20 (13.3) (92.3) 

Key Indicators (100% Cingular): 

CellularIPCS Customers (000s) 2 1,925 24,027 49,109 9.6 104.4 
Wireless average monthly revenue per user - 

CellularIPCS (whole dollars) (a) $ 52 $ 51 $ 49 (1.9) (3.9) 
Capital Expenditures $ 3,085 $ 2,734 $ 3,449 (11.4) 26.2 

(a )  Management uses average revenue per user (ARPU) as an indicator of operating performance of the business. Wireless ARPU - CeNular/PCS 
is defined as CeNular/PCS service revenues during the period divided by average Cellular/PCS subscribers during the period. This metric is 
used to  compare the recurring revenue amounts being generated on Cingulor's network to prior periods and hternol targets. We believe fhot 
thk metric provides useful information concernhg the performance of Cingular's lnltiatives to aftract and retain high value customers and the 
use of Its network. 



2004 compared to 2003 

SEGMENT OPERATING REVENUES 

Clngular had 49.1 mllllon cellular/PCS customers at  Decem- 
ber 31, 2004, representing growth of 25.1 mllilon In Its 
ceilular/PCS customer base from a year ago. Thls growth 
was primarily due to a 21.7 mllllon cellular/PCS customer 
base lncrease, related to Clngular's acqulsltlon of AT&T 
Wlreless In October 2004, Addltlonally, for 2004, Clngular's 
cellular/PCS customer net addltlons were 3.4 mllllon, up 
from 2.1 mlllion a year ago, wlth 1.7 mllllon of the current 
year's ceiiular/PCS customer net addltlons occurring In the 
fourth quarter of the year. Thls fourth quarter lncrease 
represents the highest cellular/PCS customer net addltlons 
total ever when compared wlth the comblned hlstorlcal 
results of Clngular and AT&T Wlreless. The strong perform- 
ance in cellular/PCS customer net addltlons durlng the 
fourth quarter was driven by the re-launch of the Clngular 
brand, the offerlng of new common rate plans and the 
larger distribution network of the newly combined Clngu- 
lar/AT&T Wlreless company subsequent to the acqulsltlon. 
Also favorably Impacting customer net addltions through- 
out 2004 were the promotion and success of Cingular's 
new GSM servlce offerlngs and the contlnued promotion of 
Its FamllyTalka servlce offerlng and Its Rollover@ rate plans. 
Excluding the impact to the prepaid customer base due to 
the AT&T Wlreless acqulsltlon, the prepald customer count 
was reduced from the prlor year, In part due to the 
successful promotion of the postpald FamilyTaika plan, 
whlch competes for customers at a similar price point but 
wlth enhanced servlces. The lncrease In reseller customer 
net addltlons compared with the prior year can be 
attributed to contlnued growth by Clngular's prlmary 
reseller. 

The monthly cellular/PCS churn rate of 2.7% in 2004, 
whlch included the results of AT&T Wlreless slnce Its 
acqulsltion, was flat compared wlth the churn rate In the 
prlor year as a lower churn rate In Cingular's postpald 
customer base was offset by hlgher churn rates In the 
prepaid and reseller customer bases. During the fourth 
quarter of 2004, Clngular experlenced a significant lm- 
provement In its postpald customer base churn rate 
compared with prlor periods, as customers responded 
posltlvely to the launch of the new Clngular, Its broad 
network coverage and its attractive GSM servlce offerlngs. 
Also, durlng the fourth quarter of 2004, conformity issues 
related to the calculation of churn for Clngular and AT&T 
Wlreless reduced churn subsequent to the acqulsitlon by 13 
basis points. Beginning In the first quarter of 2005, Clngular 
wlll adopt a new reseller churn caicuiatlon methodology 
that is consistent wlth Its primary competitor. Clngular 
currently includes gross reseller disconnects In the churn 
calculation. in the future, Clngular wlll base the calcula- 
tions on total reseller net customer reductions. To date, 
Cinguiar does not believe that wireless local number 
portability has materially Impacted the customer churn 
rate. 

Total operatlng revenues, conslstlng of servlce revenue 
and equipment sales, lncreased $1,581 In 2004. The prl- 
mary drlver behind the year over year increases In almost 
every component of total operatlng revenues was Clngu- 
lar's acqulsltlon of AT&T Wlreless In late October 2004 and 
the lncluslon of 67 days of AT&T Wireless operatlng results. 
Addltlonally, total operatlng revenues continue to be 
favorably irnpacted by growth In service revenue as a 
result of a hlgher average cellular/PCS customer base and 
the contlnued growth In data revenues. Equipment sales 
contrlbuted $281 to the lncrease In total operatlng reve- 
nues, drlven by both strong customer growth and handset 
upgrade activity. 

Service revenues 

Service revenue, comprised of local voice and data 
servlces, roamlng, long dlstance and other revenue, ln- 
creased $1,300 In 2004 compared to 2003. The local 
servlce component of total servlce revenue includes recur- 
ring monthly access charges, airtime usage, lncludlng 
prepald servlce, and charges for optional features and 
servlces, such as voice mall, mobile-to-mobile calling, 
roadside assistance, caller ID, handset insurance and data 
servlces. It also Includes bllllngs to customers for the 
Universal Service Fund (USF) and other regulatory fees. The 
prlmary drlver of the lncrease In local servlce revenue for 
2004 was the inclusion of the former AT&T Wireless operat- 
Ing results as a result of Cingular's acquisition in late 
October 2004. Aside from thls Impact, Increases In local 
servlce revenue are a function of the hlgher average 
customer base partlally offset by the lmpact of a lower 
Average Revenue Per User (ARPU). Strong growth In data 
revenue, lncludlng the lmpact of the AT&T wireless acqulsl- 
tlon, contlnues to favorably impact local servlce revenue 
drlven primarily by lncreased data servlce penetration and 
usage of text messaging and other data services by 
cellular/PCS customers, lncollect and outcollect roaming 
revenues were essentlally flat, when compared wlth the 
correspondlng prior year. Roaming revenue contlnues to 
be unfavorably irnpacted by the bundling of "free" roam- 
lng minutes with all-lncluslve regional and national rate 
plans and lower negotiated rates wlth Clngular's roamlng 
partners. Prlor to the acqulsltlon, AT&T Wlreless was Clngu- 
lar's largest national roarnlng partner. Effective with the 
acqulsltlon, Clngular's consolidated outcollect revenue re- 
flects elimination of roarnlng revenue between the now 
comblned Clngular and former AT&T Wireless properties 
along with a correspondlng elimlnatlon of lncollect roam- 
ing costs. Although net Income neutral, thls elimlnatlon will 
slgnlficantly reduce the new combined company outcol- 
lect revenue when compared to the combination of prlor 
hlstorlcal stand-alone results. The increase In long dlstance 
revenue compared wlth 2003 was prlrnarily related t o  the 
Incremental lmpact of the additional long dlstance reve- 
nue contrlbuted as a result of the AT&T Wlreless acqulsl- 
tlon. Higher international long dlstance revenue In 2004 
also contributed, to a lesser extent, to the overall lncrease 
compared with the prior year. 
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Cellular/PCS ARPU for 2004 was $49.30, a decrease of 
$2.02, or 3.9%, compared with $51.32 for 2003. Although 
the contrlbutlon of a higher ARPU for the AT&T Wlreless 
customer base for the last 67 days of 2004 had a slightly 
positive lmpact on overall 2004 ARPU when compared wlth 
2003, the main drlvers of the changes In ARPU remained 
consistent with prior periods. Continued increases in ARPU 
related to higher customer usage and increased data 
revenue and regulatory fee revenue were more than offset 
by the Impact of a larger embedded customer base of 
postpaid customers on lower ARPU FamilyTalk~ rate plans 
and on all-inclusive rate plans that include more "free" 
minutes, thereby reducing overages and other chargeable 
airtime. Also exerting downward pressure on ARPU com- 
pared with the prlor year Is a change in the mix of the 
cellular/PCS customer base to lnclude a higher percent- 
age of lower ARPU reseller customers and decreases in 
roamlng revenue, largely as a result of the acqulsitlon of 
AT&T Wireless. Additionally, as former AT&T Wlreless cus- 
tomers migrate to  the popular Rollover rate plans, Clngular 
expects higher revenue deferrals related to unused rollover 
minutes to have an unfavorable lmpact on reported ARPU. 
This effect may be partially offset by the additlon of hlgher 
ARPU AT&T Wlreless subscribers to the customer base. 

Equipment revenues 

For 2004, equlpment sales lncreased $281 in 2004 com- 
pared to 2003, primarily driven by overall hlgher handset 
sales lncluding the impact of a slgnlficant lncrease in 
customer gross additions due to the acquisition of AT&T 
Wireless. Customer migrations to new Clngular rate plans 
as a result of the merger also favorably impacted handset 
upgrade revenue, 

SEGMENT OPERATING EXPENSES 

Cost of services and products 

The cost of services and products increase of $707 for 2004 
compared to 2003 was due to Increases in local network 
system costs and In third party system costs (i.e., roaming 
and long distance costs). Over half of the lncrease in local 
network system costs can be attributed to the lncremental 
costs related to  the acquired AT&T Wlreless network. 
Excluding this lmpact, the overall drlvers of increased locai 
network costs are primarily related to increased network 
system usage and associated network system expansion 
costs, lncreased local network system costs In 2004 versus 
the prlor year attributable to historical pre-merger Cingular 
activities lncluded lncreased costs billed to  i t s  customers 
related to payments Into the USF and certain other 
regulatory funds and hlgher costs related to its handset 
insurance program due to lncreased claims. For 2004, third 
party network system costs were lower as continued 
decreases in incollect roarning costs were partlally offset 
by higher long distance costs, Lower incollect roaming 
costs were a result of lower negotiated roaming rates with 
Clngular's roaming partners, which more than offset in- 

creased volumes of roaming minutes. Also, as a result of 
the AT&T Wireless acquisition, Cingular's consolidated incol- 
lect expenses reflect ellmination of intra-company incollect 
roarning costs between the now combined Cingular and 
former AT&T Wireless properties along with a corresponding 
elimination of outcollect revenue. Although net Income 
neutral, thls ellmination will significantly reduce the new 
combined company incollect roaming expenses when 
compared to the combination of prlor historical stand- 
alone results. The increase in long dlstance costs was 
primarily volume drlven, impacted by the inclusion of "free 
long distance" In many of Cingular's reglonal and national 
rate plan offerings. In additlon, approximately one-third of 
the lncrease in long dlstance costs versus 2003 was related 
to the lncremental long dlstance expenses Incurred as a 
result of the AT&T Wireless acquisition. For 2004, the cost of 
equlpment sales increased, primarlly drlven by overall 
hlgher handset sales lncluding the lmpact of a slgnlficant 
lncrease in customer gross addltlons and customer mlgra- 
tlon to Cingular rate plans due to the acqulsitlon of AT&T 
Wireless. 

Selling, general, and adminisfrative expenses 

Selling, general, and admlnlstratlve expenses for 2004 
increased $656 when compared with the prlor year, prlma- 
rlly due to the incremental expense impact resulting from 
the addition of the AT&T Wireless selling, general, and 
administrative expenses during the fourth quarter of 2004. 
Selling, general, and administrative expenses in 2004 also 
included cost increases associated wlth increased cus- 
tomer gross additions and other customer service and 
support inltlatives. Selling expenses, whlch lnclude sales, 
marketing, advertising and commisslon expenses, ln- 
creased for 2004 compared with the prior year primarlly 
due to the addition of the lncremental AT&T Wireless 
selling expenses during the fourth quarter of 2004. Higher 
sales, advertising and promotion costs and commissions 
expenses were also a function of the lncreased customer 
gross addltlons In 2004, Costs for maintaining and support- 
ing the customer base also increased for 2004 compared 
with the prior year primarlly due to the additlon of the 
AT&T Wlreless expenses in the fourth quarter. Costs for 
maintaining and supporting the customer base were also 
Impacted by higher bad debt expense, customer servlce 
expenses to support on-going customer retention and 
other service improvement lnltlatives and hlgher commls- 
sion expenses associated with handset upgrades. Bad debt 
expense increased primarily due to hlgher customer net 
write-offs as a result of prior relaxed credit policies in 
selected areas, whlch have been subsequently changed, 
as well as residual Impacts related to the implementation 
of wireless local number portability in late 2003. Additlon- 
ally, 2003 lncluded a net recovery of prlor MCI write-offs. 
Upgrade commisslon expenses were impacted by over one 
million customer migrations to new rate plans as a result of 
the merger. 
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B E L L S O U T H  CORPORATION 

SEGMENT OPERATING EXPENSES . 

Cost of services and products 

Cost of servlces and products primarily includes expenses 
to monitor, maintain and service Cingular's network, 
landllne facilities expense, incollect roaming charges from 
other carriers, cost of equlpment sales, and long distance 
expense, Cost of services and products lncreased $308 
during 2003. The primary driver of the increase of cost of 
servlces was the increase in the cost of equlpment sales of 
$198, This lncrease was driven primarily by higher unit sales 
associated with the large lncrease In gross customer 
additions and upgrade unit sales. Overall, the increased 
cost of equipment sales was also impacted by higher per 
unit handset costs for upgrade units driven by a shift to 
more advanced handsets, such as the dual mode TDMA/ 
GSM handsets In use durlng Cingular's GSM system conver- 
sion and newly Introduced feature-rich GSM-only handsets. 
Other increases In cost of services include increases in 
local system costs of $164, partlaliy offset, by decreases In 
third party system costs. Local systems costs continue to be 
driven by growth In system minutes of use, syste,m expan- 
sion and the increased costs of redundant TDMA and GSM 
networks required durlng the current GSM system overlay. 
System minutes of use increased 19.1% In 2003, The 
increase in local system costs includes a $64 lncrease In 
costs related to payments into the USF and other regula- 
tory funds. The primary contributor to lower third party 
system costs was a decrease In incollect roaming costs, 
which deckeased $53 in 2003, These reductions were a 
result of lower negotiated roamlng rates and cost reduc- 
tions associated with the Mobile Telecommunlcatlons 
Sourcing Act. 

Advertising & Publishing Group 

Selling, general, and administrative expenses 

Selling, general, and administrative expenses remained flat 
in 2003, increases In Cingular's selling expenses were offset 
by decreases in costs reiated to maintaining and support- 
lng its customer base and other admlnlstratlve costs, Higher 
commissions and advertlslng expenses were partially offset 
by reduced employee-related costs as a result of the sales 
operation reorganization in 2002. 

Costs for malntalnlng and supportlng the customer base 
decreased $27 during 2003. Reduced costs Included lower 
bad debt expenses and billing expenses, partially offset by 
lncreased residuals and upgrade commissions expenses 
reiated to the exlstlng customer base. The lower billlng 
expenses reflect cost reductions as a result of system 
conversions and related consolidations In 2002, 

~epreclation' and amortization 

Depreciation and amortization lncreased $95 in 2003. The 
increase In depreclatlon expense of $106 was attributable 
to higher levels of gross property, plant and equlpment 
plus accelerated depredation on TDMA assets that began 
in 2003. Amortization exDense declined $11 due to certain 
finlte-lived Intangibles becoming fully amortized durlng 
2002. 

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Unusual items which were excluded from thls segment's 
results consisted of the following: In 2003, no unusual items 
were excluded; In 2002, $(56) related to impairment 
losses, 

Our Advertising & Publishing Group Is comprised of companies in the US that publish, print, sell advertislng in and perform 
related services concerning alphabetical and classified telephone directories and electronic product offerings. In 
November 2004, BellSouth and SBC created an online Internet yellow pages joint venture that acquired the online 
directory publisher www.yeilowpages,com. This venture Is expected to allow us to expand the national advertislng base 
and expand traffic relationships. 

As discussed more fully in Note C t o  our consolidated financial statements, effective January 1, 2003, we changed our 
method for recognizing revenues and expenses related to  our directory publishing business from the publication and 
delivery method (Issue basis) to the deferral method (deferral basls). For BellSouth's consolidated results, thls change 
was treated as a prospective change and prior year consolidated results were not restated. However, to align internal 
reporting, the 2002 segment results for the Advertising & Publishing Group were recast to reflect the change, Under the 
issue basis, we recognized 100% of revenues and dlrect expenses at the tlme the directories were published and 
delivered. Under the deferral basls, we amortize, or recognize ratably, revenues and direct expenses over the life of the 
reiated print directory, generally 12 months. When compared to the issue-basis method, the deferral method causes 
trends In current-period operating results to be recognized In the Income statement over a longer period of tlme and t o  
cross fiscal years. 



In 2003 and early 2004, our Advertising & Publishing Group was negatively affected by weak economic conditions and 
competition. We expect an improving economy, combined with the execution of our business strategies, to result in 
moderate revenue growth In 2005. 

Percent Change 
2003 vs. 2004 vs. 

2002 2003 2004 2002 2003 

Segment operating revenues 
Advertising & Publishing revenues $2,010 $1,906 1,878 (5.2) (1.5) 
Cornmlssion revenues 147 144 141 (2.0) (2.1) 
Total segment operating revenues 2,157 2,050 2,019 (5.0) (1.5) 

Segment operating expenses: 
Cost of services and products 351 345 353 (1.7) 2.3 
Selllng, general, and administrative expenses 879 706 684 (19.7) (3.1) 
Depreclatlon and amortization 29 26 28 (10.3) 7.7 
Total segment operating expenses 1,259 1,077 1,065 (14.5) (1.1) 

Segment operating income 898 973 954 8.4 (2.0) 

Segment net income $ 545 $ 600 583 10.1 (2.8) 

Segment net income including unusual items $ 428 $ 96 583 (77.6) * 

Capital Expenditures $ 29 $ 28 29 (3.4) 3.6 

* Not rneanlngful 

2004 compared to 2003 

SEGMENT OPERATING REVENUES 

Segment operating revenues decreased $31 in 2004 com- 
pared to 2003. The decreases include a reduction in print 
revenues, partially offset by an increase in electronic 
media revenues. Sales agency commission revenues de- 
clined $3 in 2004 compared to 2003. 

The print revenue decline between periods was primarily 
driven by the amortlzation of revenues from directories 
issued in the latter half of 2003. The decline in revenues 
from 2003 directories was attributable to the lingering 
effects of weak economic conditions in 2003 that affected 
the directory advertising environment, and the continued 
impact of online and offline media competition. These 
factors also caused revenues from directories issued in the 
first half of 2004 to be flat when compared to their 2003 
issues. Revenues from directories issued in the second half 
of 2004, however, achieved positive growth as a result of 
expanded product offerings, increased distribution, suc- 
cessful sales execution, growth In internet sales, and an 
improving economy. Based on recent directory sales 
volumes, revenues from directories to be issued 2005 are 
also expected to show moderate positive growth over their 
previous issues. 

The $3 decline in sales agency commission revenues 
was the result of the discontinuance of a line of business, 
partially offset by growth in core sales. 

SEGMENT OPERATING EXPENSES 

Cost of services and products increased $8 in 2004 
compared to 2003 driven by the impact of increased 
distribution. Selling, general, and administrative expenses 
decreased $22 in 2004 compared to 2003 driven primarily 

by a $49 decrease in uncollectible expense, the result of 
improved collection performance between periods. Varia- 
ble costs associated with selling also decreased as a result 
of the reduction in revenues. Partially offsetting these 
decreases were increases in employee healthcare, pension 
and post-retirement medical costs, as well as increased 
spending for advertising in response to a more competitive 
environment, Depreciation and amortization expense in- 
creased $2 during 2004 reflecting an increase in capltal- 
ized software. 

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Unusual items that were excluded from this segment's net 
income consisted of the following: in 2004 there were no 
unusual Items; in 2003, unusual items of $(504) included 
the cumulative effect of change in accounting principle 
and severance and pension costs. 

SEGMENT OPERATING REVENUES 

Segment operating revenues decreased $107 from 2002 to 
2003. The decrease included a reduction in print revenues 
due to lower overall spending by our advertisers. The 
decline in print revenue was partially offset by an increase 
in revenues from electronic media offerings, resulting from 
increased penetration of the print customer base. Sales 
agency commission revenues decreased slightly as the 
result of a discontinued line of business. 

Because of the accounting convention used for publish- 
ing revenue, the revenue decline during 2003 was primarily 
driven by the amortization of revenues from directories 
issued in 2002, and to a iesser extent from those issued in 
2003. Revenues from directories issued in 2003 also de- 
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clined when compared to their 2002 Issues attributable to 
the factors discussed previously. Approximately 50% of the 
decline was recognized in the segment's 2003 income 
statement, with the remainder to be recognized in 2004, 

SEGMENT OPERATING EXPENSES 

Cost of services and products decreased $6 in 2003, 
primarily reflecting the lmpact of manufacturing cost re- 
duction efforts. Selling, general, and administrative ex- 
penses decreased $173 in 2003, Uncollectlble expense was 
the primary drlver of the reductions, decreasing $141, The 
decrease reflects the Impact of improved collectlon per- 

Liquidity and Financial Condition 

DESCRIPTION OF CASH FLOWS 

formance in 2003. In addltlon, variable costs associated 
with selling decreased as the result of the reductlon'in 
revenues. Depreciation and amortization expenses were 
relatively flat in 2003. 

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Unusual Items which were excluded from this segment's 
results consisted of the following: In 2003, $(504) Included 
the cumulative effect of a change in accounting prlnclpie 
and severance and pension costs; In 2002, $(117) related 
to an unbilled receivable adjustment, severance costs and 
employee benefits related to workforce reduction. 

.Percent Change 
2003 vs. 2004 vs. 

N e t  cash provided by (used for): 2002 2003 2004 2002 2003 

Continuing Operations 
Operating actlvltles $ 7,712 $ 7,883 $ 6,801 2.2 (13.7) 
Investing actlvitles (1,912) (2.706) (13,560) * * 
Flnanclng actlvitles ' (4.443) (4,679) 5,071 (5.3) * 

Discontinued Owrations 72 428 (579) * * 
- - 

* Nof meaningful 

Continuing Operations , Operating cash flows in the next few years will be 
negatively Impacted by higher federal income tax pay- 
ments as the timing of accelerated tax deprecation In 
recent years begins to reverse. 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash generated by operatlons decreased $1,082 in 2004 
compared to the prlor year due primarily to a $601 
lncrease in income tax payments in 2004, a previously 
accrued payment of approximately $81 to MCI related to 
Its bankruptcy settlement, a $77 payment associated with 
the ratification of our contract with CWA, $160 of cash 
expenses due to the hurricanes In 2004, and lower operat- 
ing marglns before depreciation and amortization in the 
Communications group. Operatlng income excludlng de- 
preciation and amortization in the Communications group 
decreased $393 in 2004 compared to the prior year. 
Partially offsetting these lncreased payments were de- 
creases over prlor year of $141 in other postretirement 
benefit funding and $45 in severance payments. 

Cash generated by operatlons lncreased $171 durlng 
2003 compared to the prlor year. The lncrease was drlven 
primarily by lower severance payments and better recelv- 
ables collectlons. Severance payments of $125 in 2003 
decllned $369 as compared to $494 of payments in 2002. 
During 2003, we enhanced our processes with respect to 
receivable coilectlon management resulting in improved 
collections. Decreases In interest income, due to lower 
rates on our advance to Clngular and the loss of income 
on an advance to KPN were substantially offset by lower 
interest expense due to lower borrowings. 

NET CASH USED FOR INVESTING ACTIVITIES 

Capital expenditures 

Capital expenditures consist primarily of (a) gross addltions 
to property, plant and equipment having an estimated 
servlce llfe of one year or more, plus the lncidentdl costs of 
preparing the asset for Its intended use, and (b) gross 
additions to capltalized software. 

Our capital expenditures for continuing operatlons for 
2000 through 2004 were as follows: 

Mllllons % of Revenue 

2000 $6,169 26.5 
200 1 $5,495 25.9 
2002 $3,536 17.5 
2003 $2,926 14.4 
2004 $3,193 15.7 

The trend in capital spendlng levels over the past five 
years reflects targeted capital deployment and better unit 
pricing due to technologlcal advances. The trend in 
spending for capltalized software has lncreased over the 
period drlven by system enhancements to increase efficlen- 
cles and introduce new products. While spending levels 



are expected to remain relatively flat as a percent of 
revenue, we expect a slight shift In the mlx of capltal 
expendltures toward broadband and other next-genera- 
tlon technologies, such as fiber optics and DSL, 

We expect expendltures for 2005 to be financed sub- 
stantially through Internal sources and, to the extent 
necessary, from external financlng sources. 

Other investing activities 

Durlng 2004, we contrlbuted $14,410 to Clngular to fund its 
acqulsltlon of AT&T Wireless, In addltion, we loaned Cingu- 
lar $666 under a revolvlng credit agreement to fund higher 
cash needs assoclated with the lnltlal Integration of AT&T 
Wlreless. We recelved net proceeds of $3.020 In connec- 
tion wlth the sale of eight of our Latin American operations, 
The sale of our Investment In Sonofon resulted In proceeds 
of $634, lncludlng the repayment of a shareholder loan. 
Purchases and sales of short-term lnvestments resulted In a 
cash Inflow of $1,593. Purchases and sales of equlty 
securltles, primarily In our grantor trust, resulted In a net 
cash outlay of $492. 

Other 2003 investlng actlvltles lnciude net proceeds of 
$1,458 resulting from an early repayment by KPN of the 
entire outstanding balance of the loan we had extended 
to them and the settlement of related currency swaps. In 
June 2003, we sold our entire Interest in two real estate 
partnerships for net proceeds of $26. In conjunction wlth 
the sale, we recelved prbceeds of $97 for the repayment 
of loans we had extended to the partnershlps. Durlng 2003, 
we purchased $194 In debt and equlty securltles and 
made net short-term lnvestment purchases of $1,148. 

Other 2002 lnvestlng actlvltles lnciude receipt of $2,268 
In proceeds from the sale of shares In Qwest and KPN as 
well as proceeds from a principal payment related to a 
loan to KPN. In addltion, we contributed a total of $210 to 
equity affiliates, lncludlng $200 to  Cingular. The $200 
contrlbutlon related to Income tax benefits reallzed by 
BellSouth assoclated with our investment In Clngular. We 
also made net purchases of short-term lnvestments of $461 

NET CASH USED FOR FINANCING ACTIVITIES 

Net borrowlngs of short-term and long-term debt of $7,057 
durlng 2004 lncreased $9,337 over 2003, prlmarlly due to 
financing our share of the purchase price of Clngular's 
acqulsltlon of AT&T Wireless. Cash used for the purchase of 
treasury shares declined $712 due to the explratlon of the 
Company's stock repurchase program In December 2003. 
Dividend payments lncreased $293 as compared to 2003 
due to an lncrease in the annual dividend rate to $1.04 
per share from $.87 per share In 2003. In December 2004, 
we called $400 of debt, which was redeemed In January 
2005. 

Our debt to total capltallzation ratio of 47.1% at 
December 31, 2004 increased from 43.1% at December 31, 

2003, reflectlng the net Issuance of short-term and long- , 
term debt, partially offset by a decrease in debt related to 
our dlscontlnued operatlons and an lncrease in equity, 

Cash used for financing actlvltles increased $236 during 
2003 compared to 2002 due prlmarlly to an lncrease In 
dlvldends pald of $148 and an lncrease in purchases of 
treasury shares of $267, partially offset by a reduction In 
debt pay downs of $176. Durlng 2003, we pald dlvldends of 
$.87 per share totaling $1,608 and purchased 35,O mlillon 
shares of our common stock for $858. Durlng 2002, we pald 
dlvldends of $.78 per share totaling $1,460 and purchased 
22.3 mllllon shares of our common stock for $591, 

We utllized cash In 2003 to pay down short-term 
borrowlngs by $431 and long-term notes by $1,849, Our 
debt to total capltallzatlon ratio of 43.1% a t  December 31, 
2003 decreased from 49,2% at December 31,2002, reflect- 
ing both the $2.4 bllllon debt pay down for both short-term 
and long-term notes as well as an increase In equlty due 
to earnings partially offset by dlvldends declared, 

Discontinued Operations 

The followlng table lncludes cash flows from our dlscon- 
tlnued operatlons: 

2002 2003 2004 

Cash flows from operating actlv!tles $ 534 $ 646 $ 561 
Cash flows from lnvestlng actlvltles (256) (140) (997) 
Cash flows from financlng actlvltles (206) (78) (143) 
Total cash flows from dlscontlnued 

operations $ 72 $ 428 $(579)  

Operating Activity - Cash flows from operatlons de- 
clined durlng 2004 Impacted by worklng capltal changes 
and to a lesser extent by forelgn currency translatlon rate 
changes on cash balances. Cash flows from operatlons 
improved durlng 2003 reflectlng Improved margins com- 
pared to 2002 drlven by growth In Ecuador, Colombla, and 
the currency recovery In Argentina. 

investing Activity - Capital expendltures from our dls- 
contlnued operatlons were $249 In 2002, $274 in 2003 and 
$225 In 2004. In addltlon to capltal expendltures, 2004 
investlng activity included $793 in expendltures related to 
the purchase of Interests and other rights of minority 
partners in Argentina, Colombla, Ecuador, and Venezuela. 
lnvestlng activlty In 2003 lncludes proceeds of $35 from the 
sale of our Colombian debt securltles, $70 for the sale of 
two Brazllian operatlons, and $37 for the sale of equlty 
securities. In addltion to capltal expendltures, 2002 lnvest- 
lng actlvlty includes a $94 payment related to a guaran- 
tee payment on a Brazlllan loan offset by $90 of proceeds 
on sales of our investment In TCO. 

Financing Activity - Payments on outstanding borrow- 
ings were $158 In 2002, $78 In 2003, and $63 in 2004. 
Financing activity also Included net payments to minority 
partners of $48 in 2002 and $80 in 2004, 
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ANTICIPATED SOURCES AND USES OF FUNDS 

General 

The Communications group and Advertising & Publishing 
group generate substantially all of our consolidated cash 
provided by operating activities, These segments generate 
sufficient cash flow to fund their investing and financing 
activltles. Should other investing opportunities arise, we 
believe we are well positioned to raise capital in the public 
debt markets. 

Our Board of Directors considers the cash dividend on a 
quarterly basis. Their objective is to maintain a competltive 
dividend balanced with an evaluation of projected free 
cash flow. 

At December 31,2004, our long-term debt rating was 
A2 from Moody's Investor Service and A from Standard and 
Poor's. Our short-term debt rating at December 31, 2004 
was P-I from Moody's and A-1 from Standard and Poor's. 
During 2004, Moody's reduced our long-term debt rating 
from A1 to A2. Moody's indicated the rating was reduced 
because of the loss of financial flexibility due to the 
significantly increased debt levels associated with Cingu- 
lar's acquisition of AT&T Wireless, increasing competition 
that continues to  erode profitability and the ability to 
generate free cash flow, and increasing capital expendi- 
tures associated with network upgrades which will nega- 
tively impact our ability to reduce debt over the near term. 
Moody's outlook on both our short and long-term ratings 
remains negative. The reasons cited were our expanded 
competitive challenges in the wlreline business which could 
erode our ability to reduce debt levels as planned and the 
possiblllty of lower earnings and cash flow at Cingular if the 
AT&T Wireless integration is more expensive and time 
consuming than anticipated. Standard and Poor's also has 
a negative outlook on our long-term debt rating. The 
reasons given are increasing competition in our wirellne 
business from the cable television companies, which could 
drive down pricing and squeeze operating margins, and 
near term pressures from the integration of AT&T Wireless. 

Our authorized comrnerclal paper program as of 
December 31, 2004 was $105 billion, with $3.2 billion 
outstanding, We believe that we have ready access to the 
commercial paper market in the event funding in excess of 
our operating cash flows is needed, We also have a 
registration statement on file with the SEC under which 
$3.1 billion of long-term debt securities could be issued. 
Our sources of funds - primarily from operations and, to 
the extent necessary, from readily available external fi- 
nancing arrangements - are sufficient to meet all current 
obligations on a timely basis. We believe that these 
sources of funds will be sufficient to meet the operating 
needs of our business for at least the next twelve months. 

Domestic wireless 

The Domestic Wireless segment, which consists entirely of 
our equity investment in Cingular, historically has not relied 
on BellSouth for funding its operations and capltal program 

but has relied upon the debt capital markets. Effective 
August 1,2004, BellSouth and SBC have agreed -to finance 
our respectlve pro rata shares of Cingular's capltal and 
operating cash requirements based upon Cingular's 
budget and forecasted cash needs. Cingular also termi- 
nated its bank credit facillties and ceased issuing commer- 
cial paper and long-term debt. As of December 31, 2004, 
we had outstandlng advances under the line of credlt of 
$666 to fund cash needs associated with the lnltlal Integra- 
tion of AT&T Wireless. During 2005, we expect Cingular to 
pay down thls advance and to distribute additional cash 
to its parent companies. 

Cash management 

BellSouth's primary source of cash flow Is dividends from its 
subsidiaries. Generally, we do not permit our subsidiaries to 
accumulate cash, requiring them to pay out either net 
income or cash flow available In the form of dividends. Any 
funding requirements for wholly owned domestic subsidiar- 
ies are fulfilled by BellSouth Corporation, 

Debt instruments 

PUBLICLY HELD INDEBTEDNESS 

BellSouth and BellSouth Teiecommunlcations currently have 
debt outstandlng under various lndentures that we have 
entered into over the past twelve years. None of these 
indentures contain any financlal covenants. They do con- 
tain limitations that restrict the Company's (or the affiliate 
of the company that is a party to the indenture) ability to 
create liens on their properties or assets (but not the 
properties or assets of their subsidiaries) except In specified 
circumstances. None of these lndentures contains any 
provisions that are tied to the ratings assigned to the 
company or its affiliates by an external debt rating agency. 
Further, none of these indentures contains cross-default 
provisions. 

On October 4, 2004, we entered into a syndicated 
credlt agreement that provides for lender commitments in 
the aggregate principal amount of $9.0 billion, As of 
December 31, 2004, aggregate lender commitments under 
that agreement had been reduced to approximately 
$2.0 billion. Of this amount, $1.0 billion expires on April 29, 
2005 and the remaining amount expires on 0ctobeY 3, 
2005, The agreement acts as a backup facility for our 
commercial paper program. In addition, we have a syndl- 
cated line of credit (together with the credit agreement, , 

the "credlt faciilties") in the amount of $1.5 billion. If the 
line of credit Is not drawn and the term conversion Is not 
exercised, the line of credit will expire on April 29, 2005. 
We expect to enter into a new syndicated line of credit on 
substantially similar terms. We do not have any balances 
outstanding under the line of credit. . 

Except as described in thls paragraph, the credit facill- 
ties contain no financial covenants or requirements for 
compensating balances. Further, the credit facilities do not 
contain any provisions that are tied to the ratings assigned 



to us or our affiliates by an external debt rating agency. At 
our election, any outstanding borrowings may be con- 
verted to a one-year term loan, in which case the debt of 
the Company and Its consolidated subsidiarles is not 
permitted to exceed 300% of consolidated earnings before 
interest, taxes, depreclation and amortization for the pre- 
ceding four quarters. In addition, the credit facilities pro- 
hibit the Company and its significant subsidiaries from 
permitting liens to be placed on their propertles or assets 
except in specified circumstances. If BellSouth or any of our 
subsidlaries defaults on any outstanding debt In excess of 

$200, an event of default will occur under the line of 
credit. 

DISCONTINUED OPERATIONS 

As'of December 31, 2004, BellSouth Enterprises, a subsldiary 
of BellSouth, had guaranteed our Chilean operation's $180 
syndicated loan facility, This guarantee was terminated in 
January 2005 when we sold our Chilean operations to 
Telef6nlca Mbvlles. 

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations 

OFF-BALANCE SHEET ARRANGEMENTS 

In most of our sale and divestiture transactions we indemnify the purchaser for various items inciuding labor and general 
lltlgation as well as certain tax matters, Generally, the terms last one to five years for general and specific indemnities 
and for the statutory review periods for tax matters, The events or circumstances that would require us to perform under 
the indemnity are transaction and circumstance specific, We regularly evaluate the probability of having to incur costs 
associated with these indemnifications and have accrued for expected losses that are probable. In addition, in the 
normal course of business, we indemnify counter parties In certain agreements. The nature and terms of these indemnities 
vary by transaction. Historically, we have not incurred significant costs related to performance under these types of 
indemnities. 

We do not have transactions, arrangements or relationships with "special purpose" entities, and we do not have any off- 
balance sheet debt, 

CONTRACTUAL OBLIGATIONS 

The following table discloses aggregate information about our contractual obligations as of December 31, 2004 and the 
periods in which payments are due: 

Payments Due by Perlod 
Less than 

Total I year 2006-2008 2009-2011 After 201 1 

Debt maturing within I year $ 5,475 $5,475 $ - $ -  $ - 
Long-term debt(') 15,453 - 2,872 3,877 8,704 
Interest on long-term debt 2 1,365 943 2,626 2,085 15,7 11 
Operatlng leases 69 1 136 256 99 200 
Unconditional purchase obl~gatlons(~) 3,102 723 1,599 780 - 
Interest rate swaps(3) (2) (8) 2 4 - 

Total contractual cash obllgatlons $46,084 $7,269 $7,355 $6,845 $24,615 

(1) The long-term debt amount above excludes $(77) of unamortized discounts and premiums included h long-term debt on the balance sheet 
as of December 31.2004. Payments offer the year 2011 Include the fino1 principal amount of $500 for the Zero-to-Full Debentures due in 2095, 
which have a carrying value of $232 as of December 31,2004. 

(2) The total unconditional purchase obligaflon includes $472 related to agreements with Qwest and Accenture that do not stlpulote annual 
minimum purchases. The agreement with Qwesf expires In 2010 and the Accenture agreement expires in 2007. Of this amount, $6 Is included 
In the 2006 - 2008 column and $466 Is included in the 2009 - 2011 column. 

(3) The amounts due for the Interest rate swaps and forward contracts are based on market valuations a t  December 31,2004. Actual payments, 
if any, may differ of seffiement dafe. 

Pensions and other retiree benefits 2003, and $422 in 2004. We currently expect funding in 
2005 to be in the range of $450 to  $500. 

As of December 31, 2004, our defined benefit pension 
plans were fully funded. Therefore, we do not currently 
anticipate any cash funding needs to meet minimum 

OTHER POTENTIAL OBLIGATIONS 

required funding thresholds. Over the past three years, Several Issues of long-term debt included In the table 
funding for other retiree benefits was $493 in 2002, $563 in above contain embedded options which may require us to 
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repurchase the debt or which may alter the interest rate 
associated with that debt. Please refer to Note i to  our 
consoiidated financial statements for further information on 
these instruments. Those issues, their amounts and the date 
of the related options, are as follows: 

Issue Amount Date of Put Option 

20-put-I Securities $1,000 Annually In April 

Putable debentures 281 November 2006 

RELATED PARTY TRANSACTIONS 

We own an approximate 40% interest in Cingular. See 
Note E to our consoiidated financiai statements for a 
description of our relationship with Cingular. 

Quantitative and Qualitative Disclosure 
About Market Risk 

DESCRIPTION OF RISK 

We are exposed to various types of market risk in the normal 
course of business, inciuding the impact of interest rate 
changes, changes in equity investment prices and foreign 
currency exchange rate fluctuations. To manage thls 
exposure, we employ risk management strategies including 

the use of derivatives such as interest rate swap agreements, 
foreign currency forwards and currency swap agreements. 
We do not hold derivatives for trading purposes. 

Interest rate risk 

Our objective in managing interest rate risk is to maintain a 
balance of fixed and variabie rate debt that will iower our 
overall borrowing costs within reasonable risk parameters. 
interest rate swaps are used to convert a portion of our 
debt portfolio from a variable rate to a fixed rate or from a 
fixed rate to a variabie rate. 

Risk sensitivity 

Our use of derivative financial instruments is designed to 
mitigate foreign currency and interest rate risks, although 
to some extent they expose us to credit risks. The credit 
risks associated with these instruments are controlled 
through the evaluation and continual monitoring of the 
creditworthiness of the counter parties. In the event that a 
counter party fails to meet the terms of a contract or 
agreement, our exposure is limited to the current vaiue at 
that time of the currency rate or interest rate differential 
and not the full notional or contract amount. Such 
contracts and agreements have been executed with 
credit worthy financiai institutions, and as such, we consider 
the risk of nonperformance to be remote, 

The foliowing tabie provides information, by maturity date, about our interest rate sensitive financial instruments, which 
consist of fixed and variable rate debt obiigations and related interest rate derivatives. Fair values for the majority of our 
long-term debt obiigations are based on quotes from dealers. 

Expected Maturlty Date 

Fair 
2005 2006 2007 2008 2009 Thereafter Total Value 

Liabilities 
Long-term debt: 

Fixed Rate $1.867 $1,299 $ 19 $621 $1,872 $10,434 $16,112 $17,149 
Average Interest rate 3.1% 5.2% 6.3% 5.7% 4.5% 6.4% 5.7% 

Variable Rate $ 335 $ 410 $500 - - - $ 1,245 $ 1,245 
Average Interest rate 2.7% 2.9% 3.7% 3.2% 

lnterest Rate Derivatives 
lnterest Rate Swaps: 

Variable to Fixed $1,000 $ - $ - $ - $ - $ - $1,000 $ (29) 
Average pay rate 5.9% 5.9% 
Average receive rate 3.0% ' 3.0% 

Fixed to Variable - - - $600 $ 800 - $1,400 $ 5 
Average pay rate 5.5% 4.8% 5.1% 
Average receive rate 5.8% 4.8% 5.2% 

PROPORTIONAL DEBT Cingular's non-affiliate debt and capitalized leases at 
December 31, 2004, is shown in the tabie below. 

We own an approximate 40% interest in Cinguiar Wireless, Consolidated debt $20,583 
and share joint control of the venture with SBC and, Plus: 40% of Cingular debt 5,099 

therefore, do not consolidate these operations. Our Proportional debt $25,682 

proportional debt, including our share of the face vaiue of 
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Operating Environment regulation of our services than is imposed on our 
competitors. In various dockets before the FCC, we have 

DOMESTIC ECONOMIC TRENDS 

On average, the economy of our nine-state region tends 
to closely track the US economy. Reai gross domestic 
product (GDP) grew at  an average annual rate of 4.4 
percent in 2004, compared with an increase of 3.0 percent 
in 2003. The improvement in the economy was marked by 
gains in personal consumption expenditures, residential 
construction, business investment in equipment and 
software, federal government spending, and exports. 
These gains were partly offset by an increase in imports, 
Nonagricultural employment increased 2,2 million during 
the year and the unemployment rate dipped to 5.4 
percent in December from 5.7 percent a year earlier: The 
nation's economic growth is expected to slow in 2005 to 
near 3.5 percent. Employment gains are expected to 
again exceed 2 million with the unemployment rate 
receding further to 5.2 percent in 2005. 

Nonagricultural employment in our nine-state region grew 
1.4 percent during the year, and we anticipate a gain of 
2.0 percent in 2005. Employment in the region has 
historically been closely correlated with various measures 
of BellSouth's business performance. Residential 
construction activity has been very strong in the region 
and the nation. Through the third quarter of 2004, housing 
starts were on pace to reach 588 thousand, exceeding the 
533 thousand reached in 2003. We expect a more 
moderate pace of construction activity for 2005. 

WIRELINE REGULATORY ENVIRONMENT 

The FCC regulates rates and other aspects of our provision of 
interstate telecommunications services, including international 
rates and interstate access charges. State regulatory 
commissions have jurisdiction over our provision of intrastate 
telecornmunications services, including local and long 
distance rates and network access services. Access charges 
are designed to compensate our wireline subsidiaries for the 
use of their networks by other carriers. Our future operations 
and financial results will be substantially influenced by 
developments in a number of federal and state regulatory 
proceedings. Adverse results in these proceedings could 
materially affect our revenues, expenses and ability to 
compete effectively against other telecommunications 
carriers. 

Regulatory Reform 

Because traditional telecommunications providers such as 
BellSouth are subject to significantly more regulatory 
requirements than our competitors, we will encourage 
reform efforts before legislatures and regulatory agencies. 
As competition increases, our need for regulatory 
requirements whose burdens more nearly equal those of 
our competitors increases. We have encouraged both 
state and federal legislators and regulators to adopt 
reforms that prevent greater rate and service quality 

urged it to accord our broadband and internet Protocol 
offerings a regulatory treatment more nearly like that it 
accords broadband offerings by the cable industry, and to 
forebear from old requirements, such as the Computer 
inquiry requirements that require us to tariff and offer 
separately the telecommunications service portion of any 
information service we offer and that assume our 
telecommunications business is a monopoly, 

We expect significant regulatory reform debate in the 
jurisdictions where we provide traditional 
telecommunications service. We cannot predict the 
outcome of reform efforts. The continued imposition of 
unequal regulatory burdens could have an adverse effect 
on the results of operations. 

Federal Regulatory Matters 

The FCC regulates rates and other aspects of our provision 
of interstate telecommunications services. In addition, 
pursuant to the Telecommunications Act of 1996, the FCC 
has authority to establish policies for pricing and terms of 
interconnection between local exchange carriers and 
incumbent local exchange carrlers, such as BellSouth. Prior 
to 1996, this activity had been mostly the exclusive 
jurisdiction of the state regulatory commissions. The states 
now s,et the rates and establish terms for interconnection 
within the policy framework ordered by the FCC. We 
expect the FCC to continue policies that promote local 
service competition. 

FCC INTERCONNECTION, UNBUNDLING AND PRICING 
RULES 

Under the 1996 Act, the FCC is required to  consider the 
extent to which we must make elements of our network 
available to other providers of local service. The FCC can 
require access to proprietary network elements only when 
"necessary". For non-proprietary network elements, the 
FCC can order access only when failure to do so will impair 
the ability of the requesting carrier to provide services. The 
elements provided under these requirements are known as 
unbundled network elements, or "UNEs". The FCC also 
establishes the pricing policy for elements. The policy 
currently in effect is TELRIC (an acronym for Total Element 
Long-Run incremental Cost), which assumes a 
hypothetical, lowest costs, most efficient network for 
purposes of establishing prices for elements. The states 
have set prices for elements under this policy since 1996, 
The FCC's unbundling and pricing requirements have 
caused us to provide service to competitors at  deeply 
discounted artificial prices, often below actual costs. 

The FCC adopted UNE rules in 1996, 1999 and 2003. On 
each occasion, the rules required significant unbundling of 
our loop, switching and transmission facilities. Although we 
implemented the unbundling requirements as they were 
adopted, we also participated in appeals that challenged 
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their validity, and the courts generally invalidated the 
unbundling requirements on each occasion. 

Because we implemented the rules before the courts 
found them invalid, we still have many contracts under 
which we continue to provide UNEs, including the 
unbundled network element platform, or UNE-P. As the rules 
were invalidated, we pursued the options provided by law 
and our contracts to reform our UNE offerings. In response 
to  the most recent invalidation and in addition to pursuing 
legal options, we also have offered competitors 
commercial and tariffed services that would replace the 
services required by the invalidated rules. These offerings 
have market-based prices and require longer term 
commitments. We currently have approximately 45 
commercial contracts with CLEC customers through which 
our former UNE-P service is replaced with a mutually 
acceptable commercial offering. 

The most recent invalidation of the FCC rules became 
effective on June 16, 2004. The FCC in August issued an 
interim order that required incumbent local carriers such as 
BellSouth to continue operating under the terms of their 
interconnection contracts until new rules were adopted or 
March 2005, whichever occurs first. The FCC announced 
new rules in December 2004 and, in February 2005. 
released its order with the new rules. Its action effectively 
relieves us of the obligation to accept new UNE-P orders 
after March 10, 2005, and provides a 12-month transition 
period to phase out existing UNE-P service. The order also 
generally requires us to offer as UNEs certain high capacity 
loop and transport services that competitors use to serve 
business customers. The obligation to provide the services 
as UNEs does not apply if the wire centers we use to 
provide the service meet certain thresholds, However, only 
a very small percentage of BellSouth's wire centers meet 
these thresholds. The FCC's action also permits competitors 
to convert qualifying higher priced special access tariff 
services they currently use to the lower-priced UNE 
services. Depending on the extent to which competitors 
can and do choose to order these UNEs or convert existing 
tariff services to  UNEs, we could experience a material 
adverse effect on operations. 

We believe the action requiring unbundling of high- 
capacity loop and transport services is a violation of earlier 
court orders, and we, along with other incumbent carriers, 
have challenged the action in the D.C. Circuit Court of 
Appeals. The Court has not set a schedule for considering 
the case. Other parties may challenge other provisions of 
the order through appeal or requests for reconsideration. If 
the outcome of those actions requires us to increase the 
number or scope of UNEs we must provide or allows 
competitors greater ability to substitute UNEs for special 
access services, or contains other negative findings, we 
could experience a material adverse effect on revenues 
and results of operations. 

In its 2003 unbundling decision, the FCC refused to 
require incumbents to unbundle the packet switching 
facilities used to provide broadband service, and also 
declined to require unbundling of newly constructed fiber 
loops that connect at the customer premises. In October, 

In response to a BellSouth request, the FCC adopted a 
new rule that also frees certain "fiber to the curb" (FTTC) 
installations from unbundling requirements. Under the new 
rule, where BellSouth and other incumbent companies 
install fiber optic technology within 500 feet of a residential 
customer's premises, the installation is not subject to the 
FCC's unbundling rules. 

The FCC has established a proceeding to consider 
modification of TELRIC. We are participating in the 
proceeding and encouraging the adoption of a 
methodology that allows appropriate recovery of the costs 
of operating an actual network. To the extent the rules 
resulting from the proceeding do not allow recovery of the 
costs of operating an actual network, we will continue to 
experience an adverse effect on revenues and results of 
operations. 

On January 31, 2005, the FCC released a notice of 
proposed rulemaking addressing its special access pricing 
flexibility rules and criteria to obtain relief, as well as 
regulation of special access services under federal price 
cap regulation. Potential revenue loss from an adverse 
decision could be material. 

PRICE REGULATION 

The FCC regulates interstate prices using a price regulation 
plan, which limits aggregate price changes to the rate of 
Inflation, minus a productivity offset, plus or minus other 
cost changes recognized by the FCC. The productivity 
factor can vary among services, lnterstate prices have 
been decreasing over the last few years as a result of low 
inflation in the US economy. 

ACCESS CHARGE REFORM 

The FCC has favored access reform, through which the 
historical subsidy for residential local service contained in 
network access charges paid by long distance carriers is 
funded instead by the end-user, by universal service funds, 
or both, As a result of a May 2000 FCC order implementing 
access charge reform (referred to as the CALLS order), we 
have reduced the lnterstate network access charges paid 
by long distance carrlers and increased interstate 
subscriber line charges paid by end-users, These rate 
changes better align our cost recovery with the way in 
which we incur costs. 

We continue to participate in FCC examinations of 
further access reform. The FCC has undertaken a 
comprehensive examination of Intercarrier 
compensation - the payments among telecommunications 
carriers resulting from use of their respective 
interconnecting networks. in general, there are two classes 
of intercarrier compensation: ( I )  reciprocal compensation 
that applies to local calls; and (2) access charges that 
apply to long distance calls. The objective of the FCC's 
comprehensive examination is to examine existing rules 
pertaining to intercarrier compensation and explore 
alternative forms of intercarrier compensation. This 
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examination could lead to permanent changes in the way 
carriers compensate one another and in the way carriers 
receive compensation from their end-user customer. In 
February, the FCC announced that it would consider seven 
policy models submitted by various commenters, each of 
which would significantly reform intercarrier compensation. 
We expect the FCC will also reconsider its methodology 
and rates for reciprocal compensation as part of this 
comprehensive intercarrier compensation reform. See 
"- Reciprocal Compensation" below. 

There are other aspects of access charges and 
universal service fund contribution requirements that 
continue to be considered by state and federal 
commissions that could result in greater expense levels or 
reduced revenues. 

UNIVERSAL SERVICE 
I 

In 1998, the FCC's universal service order esfabilshed 
funding mechanisms for high-cost and low-income service 
areas. Telecommunications companies are required to pay 
a specific percentage of their interstate and international 
revenues into the Universal Service Fund to support the four 
established programs. All long distance companies, local 
telephone companies, paging companies, payphone 
providers and wireless telephone companies must 
contribute to the Universal Service Fund. We began 
contributing to the new funds in 1998. During 2004, our 
wlreline operations contributed $307 to the Universal 
Service Fund. The FCC does not require contributing 
companies to recover their contributions directly from 
customers. Like many other companies, however, BellSouth 
has chosen to recover universal costs directly from end- 
users. 

The FCC's universal service mechanism for non-rural 
carriers serving high-cost, low-income areas is designed to 
ensure that customers in those areas receive telephone 
service at affordable rates. BellSouth is receiving high-cost 
support for service to residents in Alabama, Kentucky and 
Mississippi. 

The universal service order also established significant 
discounts to be provided to eligible schools and libraries for 
all telecommunications services, internal connections and 
lnternet access. Further, it established support for rural 
health care providers so that they may pay rates 
comparable to those that urban health care providers pay 
for similar services. Industry-wide annual costs of the entire 
universal service program, estimated at  approximately 
$6 billion, are to be funded out of the federal universal 
service fund. 

RECIPROCAL COMPENSATION 

Following the enactment of the 1996 Act, our telephone 
company subsidiary, EST, and various competitive local 
exchange carriers entered into interconnection 
agreements providing for, among other things, the 
payment of reciprocal compensation for iocai calls 
initiated by the customers of one carrier that are 

completed on the network of the other carrier. These 
agreements were the subject of litigation before various 
regulatory commissions. After an FCC ruling in April 2001 
prescribing new rates, BellSouth settled its claims with 
competitors for traffic occurring through midJune 2001, 
and entered into agreements that contained the FCC 
rates for traffic occurring from midJune 2001 forward. The 
District of Columbia Circuit Court of Appeals, in the second 
quarter of 2002, remanded the ruling to the FCC to 
implement a rate methodology consistent with the Court's 
opinion. Although it has not issued an order responding to 
the Court's 2002 opinion, the FCC, in October 2004, 
granted a request by a competitor to forbear from 
applying certain compensation caps and new market rules 
required by i t s  April 2001 decision. We expect that the FCC 
will reconsider the rates and methodology for reciprocal 
compensation as part of i t s  comprehensive evaluation of 
intercarrier compensation, and we do not currently expect 
any change in reciprocal compensation rates to have a 
material effect on results of operations, 

BROADBAND REGULATION 

The FCC has pending dockets in which it is considering the 
regulatory classification of broadband service. Specifically, it 
is looking at whether broadband service should be deemed a 
regulated telecommunications service or a non-regulated 
information service, The FCC and various state public service 
commissions are considering what rules and regulations 
should apply to voice over lnternet protocol (VolP) services. 
We are unable to predict the outcome of these proceedings. 
Because wlreline telephony is transitioning toward broadband 
services, the materiality of the outcome of these proceedings 
to us is increasing over time. 

SECTION 272 CLAIM 

In December 2004, the FCC partially granted and 
otherwise dismissed July 2004 claims of AT&T that two 
optional discount special access tariffs violated various 
provisions of the Communications Act. The FCC held that 
one of the tariffs, the Transport Savings Plan, was unlawful 
under Section 272 of the Act, which governs dealings 
between BST and our long distance affiliate. That tariff, 
originally filed in 1999, provided an overlay discount for 
carriers that accepted its terms, which included a five year 
commitment, a commitment for a defined amount of 
spending on special access, and shortfall charges if 
commitments were not met. The FCC held that the 
discount structure in the tariff was insufficiently related to 
cost, and unduly favored a class of carriers (including our 
long distance affiliate) with relatively lower volume special 
access spending, and discriminated against carriers with 
relatively higher volumes. The FCC dismissed the other 
claims associated with the Transport Savings Plan, and 
dismissed all claims associated with the second tariff. We 
do not agree with the FCC's finding, and appealed its 
decision to the D.C. Circuit Court of Appeals. We do not 
believe that AT&T has suffered any damages, and we 
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believe that any such claims would be barred in whole or 
in part by various provisions of law. At this time, however. 
neither the likely outcome of the appeal nor AT&T1s 
potential damages claim can be predicted, and therefore 
no reasonable estimate of loss, if any, can be made. 

Sfafe Regulatory Matters 

We are subject to regulation of our local and intrastate 
long distance services by a state authority in each state 
where we provide intrastate telecommunications services. 
Such regulation covers prices, services, competition and 
other issues. 

PRICE REGULATION 

We currently operate under price regulation plans in all 
states in our wireline territory. Under these pians, the state 
regulatory commissions or state legislatures have 
established maximum prices that can be charged for 
certain telecommunications services, While such plans limit 
the amount of increases in prices for specific services, they 
enhance our ability to adjust prices and service options to 
respond more effectively to changing market conditions 
and competition, Price regulation also provides an 
opportunity to benefit more fully from productivity 
enhancements. The majority of these pians have limitations 
on raising prices for basic local exchange services during 
the early years with provisions for inflation-based price 
Increases in later years. 

While some plans are not subject to  either review or 
renewal, other plans contain specified termination dates 
and/or review periods. Upon review or renewal, a 
regulatory commission could attempt to require substantial 
modifications to prices and other terms of these plans. 
During 2004, our plans in Alabama, Kentucky and Mississippi 
were updated without material modification. A review of 
our North Caroilna plan is pending. 

Beginning in 1996, we operated under a price regulation 
plan approved by the South Carolina Public Service 
Commission (PSC) under existlng state laws. In April 1999, 
however, the South Carolina Supreme Court invalidated 
this price regulation plan. In July 1999, we elected to be 
regulated under a new state statute, adopted subsequent 
to the PSC's approval of the earlier plan. The new statute 
allows telephone companies in South Carolina to operate 
under price regulation without obtaining approval from the 
PSC. The election became effective during August 1999. 
The South Carolina Consumer Advocate petitioned the PSC 
seeking review of the level of our earnings during the 1996- 
1998 period when we operated under the subsequently 
invalidated price regulation plan. The PSC dismissed the 
petition in November 1999 and issued orders confirming the 
vote in February and June of 2000. In July 2000, the 
Consumer Advocate appealed the PSC's dismissal of the 
petition. In January 2004, the court hearing the appeal 
affirmed the PSC's decision. An appeal of this decision to 
the South Carolina Supreme Court was filed in March 2004, 
In April 2004, BellSouth entered into agreements that 

completely terminated the litigation. Under the terms of 
the settlement, BellSouth refunded $50 to its South Carolina 
end user customers in 2004. BellSouth agreed to settle the 
case to avoid further expensive litigation and uncertainty 
relating to the outcome of the litigation. The settlement is 
not an admission of liability. 

OTHER STATE REGULATORY MATTERS 

In each of our states, we are subject to performance 
measurement plans that measure our service performance 
to competitors against certain benchmarks and our own 
retail performance. When we do not meet the relevant 
standards, we make payments to the competitors or the 
State's treasury. In some states, if we continuously fail to 
meet certain criteria, we also would suspend our marketing 
and sale of long distance services. We made immaterial 
payments In all states in 2003 and 2004, and likely will 
make immaterial payments in 2005. The plans are reviewed 
regularly for necessary changes. 

WIRELESS REGULATORY ENVIRONMENT 

Overview 
The FCC regulates the licensing, construction, operatlon, 
acquisition and transfer of wireless systems in the US 
pursuant to the Cornmunlcations Act of 1934 
(Cornmunlcations Act) and its associated rules, regulations 
and policies. 

To obtain the authorlty to have the exclusive use of 
radio frequency spectrum in an area within the US, wireless 
comrnunlcations systems must be licensed by the FCC to 
operate the wireless network and wireless devices In 
assigned spectrum segments and must comply with the 
rules and policies governing the use of the spectrum as 
adopted by the FCC. These rules and policies, among 
other things: 

regulate Cingular's ability to acquire and hold radio 
spectrum licenses or to lease spectrum; 
impose technical obligations on the operation of 
Cingular's network; 
impose requirements on the ways Cingular provides 
service to and communicates with its customers; 
regulate the Interconnection of Cingular's network with 
the networks of other carriers; 
obligate Cingular to permit resale of its services by 
resellers, if it offers resale opportunities, and to serve 
roaming customers of other wireless carriers; and 
impose a variety of fees and charges on Cingular's 
business that are used to finance numerous regulatory 
programs and a substantial part of the FCC's budget. 

Licenses are issued for only a fixed period of time, typically 
10 years. Consequently, Cinguiar must periodlcaily seek 
renewal of those licenses. The FCC will award a renewal 
expectancy to a wireless licensee that has provided 
substantial service during its past license term and has 
substantially complied with applicable FCC rules and 
policies and the Communications Act. The FCC has 
routinely renewed wireless licenses in the past. However, 



the Communications Act provides that licenses may be 
revoked for cause and license renewal applications denied 
if the FCC determines that a renewal would not serve the 
public interest. Violations of FCC rules may also result In 
monetary penalties or other sanctions. FCC rules provide 
that applications competing with a license renewal 
application may be considered in comparative hearings 
and establish the qualifications for competing applications 
and the standards to be applied in hearings. 

Wireless systems are subject to Federal Aviation 
Administration and FCC regulations governlng the location, 
lighting and construction of transmitter towers and antennas 
and are subject to regulation under federal environmental 
laws and the FCC's environmental regulations, including 
limits on radio frequency radiation from wireless handsets 
and towers. Zoning and land use regulations, including 
compliance wlth historic preservation requirements, also 
apply to tower sitlng and construction activities, 

Recent Regulatory Developments 

The FCC eliminated the rules limiting the amount of 
spectrum a wireless carrier can own in a market effective 
January 1, 2003. It has not yet replaced these spectrum 
limits wlth published rules or guidelines setting forth how the 
FCC will review carriers' spectrum aggregations, The FCC 
also eliminated the prohibition on ownership of both 
cellular iicenses by a single entity except it will review on a 
case-by-case basis applications for authority to  own both 
cellular licenses in a rural area. Certain acquisitions of 
spectrum would remain subject to approval of the US 
Department of Justice, 

The FCC has imposed rules requiring carriers to provide 
emergency 91 1 services, including enhanced 91 1 services 
that provide to local public safety dispatch agencies the 
caller's communications number and approximate 
location. Providers are required to transmit the geographic 
coordinates of the customer's location within accuracy 
parameters set forth by the FCC, either by means of 
network-based or handset-based technologles. Providers 
may not demand cost recovery as a condition of doing so, 
although they are permitted to negotiate cost recovery if 
it is not mandated by the state or local governments. 
Because of the delayed availability of vendor equipment 
that could reasonably be relied upon to comply with the 
FCC's location accuracy rules. Cinguiar and other wireless 
carriers negotiated settlement arrangements with the FCC 
that modified compliance standards and deadlines. 

The FCC has established federal universal service 
requirements that affect commercial mobile radio service 
operators. Under the FCC's rules, commercial mobile radio 
service providers are potentially eligible to receive 
universal service subsidies for the first time; however, they 
are also required to contribute to the federal universal 
service fund and may be required to contribute to state 
universal service funds. Contributions into the federal fund 
are based on the interstate and international revenues 
generated by the properties owned by a commercial 
mobile radio service provider. For 2004, Cingular had 

payment obligations into the federal universal service fund 
of approximately $415. Because the amount that Cingular 
is required to pay into the fund is based on revenues 
generated by its properties, we anticipate that this amount 
should continue to increase over time. Cingular recovers 
most of this expense from its customers. Many states also 
are moving forward to develop state universal service fund 
programs. A number of these state funds require 
contributions, varying greatly from state to state, from 
commercial mobile radio service providers. If these 
programs expand they will impose a correspondingly 
growing expense on Cingular's business. As mentioned, 
commercial mobile radio service providers are now eligible 
to receive universal service subsidies if federal and state 
conditions are met. Cingular is planning to pursue this 
funding in states where the corresponding regulatory 
burdens do not exceed the benefits of the subsidies. 

In November 2003, the FCC's rules on wireless local 
number portability became operative, enabling wireless 
customers to keep their wireless number when switching to 
another carrier. These rules have increased competition, 
costs and customer churn across the industry. 

The FCC has adopted rules requiring wireless providers 
to provide functions to facilitate electronic surveillance by 
law enforcement officials pursuant to the Communications 
Assistance for Law Enforcement Act of 1995. These 
obligations are likely to result in significant costs to Cingular 
for the purchase, installation and maintenance of network 
software and other equipment needed, 

The Communications Act and the FCC's rules grant 
various rights and impose various obligations on 
commercial mobile radio service providers when they 
interconnect with the facilities of local exchange carriers. 
Generally, commercial mobile radio service providers are 
entitled to "reciprocal compensation" in connection with 
the termination of wireline-originated local traffic, in which 
they are entitled to collect the same charges for 
terminating wireiine-to-wireless local traffic on their system 
similar to the charges that the local exchange carriers levy 
for terminating wireless-to-wireiine local calls. 
Interconnection agreements are typically negotiated by 
carriers, but in the event of a dispute, state public utility 
commissions, courts and the FCC all have a role in 
enforcing the interconnection provisions of the 
Communications Act. Although Cingular has 
interconnection agreements in place with the major local 
exchange carriers in virtually all of its service areas, those 
agreements are subject to modification, expiration or 
termination in accordance with their terms. Moreover, 
Cingular is negotiating and must continue to negotiate 
lnterconnection agreements with a number of 
independent telephone companies in its service areas. 
Until these agreements are concluded, Cingular must 
accrue for contractual liabilities associated with the 
resulting unpaid invoices from those companies. 
Additionally, as Cingular expands its coverage footprint, 
Cingular will be required to negotiate interconnection 
arrangements with other wireline carriers. 
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Stafe Regulafion and Local Approvals 

With the rapid growth and penetration of wireless services 
has come a commensurate surge of interest on the part of 
state legislatures and state public utliity commissions and 
local governmental authorities in regulating the domestic 
wireless industry. This interest has taken the form of efforts 
to  regulate customer billing, termination of service 
arrangements, advertising, filing of "informational" tariffs, 
certification of operation, use of handsets when driving, 
service quality, sales practices, and many other areas. We 
anticipate that this trend will continue. It will require 
Cingular to devote legal and other resources to  working 
with the states to respond to their concerns while 
minimizing any new regulation that could increase 
Cingular's costs of doing business. 

While the Communications Act generally preempts state 
and local governments from regulating entry of, or the 
rates charged by, wireless carriers, it also permits a state to 
petition the FCC to allow it to impose commercial mobile 
radio service rate regulation when market conditions fail 
adequately to protect customers and such service is a 
replacement for a substantial portion of the telephone 
wireline exchange service within a state. No state currently 
has such a petition on file. in addition, the Communications 
Act does not expressly preempt the states from regulating 
the "terms and conditions" of wireless service. 

Several states have Invoked this "terms and conditions" 
authority to impose or propose varlous consumer 
protection regulations on the wireless industry. California's 
recently enacted rules are potentially quite costly, States 
also may impose their own universal service support 
requirements on wireless and other communlcations 
carriers, similar to the requirements that have been 
established by the FCC. At the local ievel, wireless facilities 
typically are subject to zoning and land use regulation. 
Neither local nor state governments may categorically 
prohibit the construction of wireless facilities in any 
community or take actions, such as indefinite moratoria, 
which have the effect of prohibiting construction. 
Nonetheless, securing state and local government 
approvals for new tower sites has been and is likely to 
continue to be difficult, lengthy and costly. 

In addition, state commissions continue their efforts to 
conserve telephone numbering resources. These efforts 
may impact wireless service provlders disproportionately by 
imposing additional costs or limiting access to numbering 
resources, Examples of state conservation methods include 
number pooling, number rationing and code sharing. In 
many non-top 100 markets, the supply of new numbers is 
inadequate to meet growlng customer demands, but 
states have been and continue to be reluctant to deploy 
new area codes. 

Further, states have become more active in imposing new 
taxes on wireiess carriers, such as gross receipts taxes, and 
fees for items such as the use of public rights of way. These 
taxes and fees are generally passed through to Cingular's 
customers and result in higher costs to its customers. 

COMPETITION 

There are many competitive forces that impact our 
businesses. The Telecommunications Act of 1996 removed 
the regulatory barriers to local service competition in the 
wireline market and required incumbent carriers such as us 
to open our networks to other carriers. 

Competitors primarily utilize our local wireline network 
under two methods: resale and through the use of UNE 
platform. Lines provided on a resale basis Include ail of the 
components necessary for a wholesale customer to 
provide complete service delivery to an end-user. UNEs 
represent components of our network that wholesale 
customers may combine with components of their own 
networks, or with other UNEs purchased from us (referred to 
as a UNE platform or UNE-P) to allow complete service 
delivery to an end-user, Wholesale UNE prices are based 
on a forward-looking cost model and the premise of a 
most efficient, least cost network design. Because the 
pricing is not based on actual cost, certain costs that exist 
in today's network are not adequately addressed in the 
calculations. The impact of competitors' use of UNEs and 
the UNE platform on us is two-fold in that it results in lower 
revenue per access line and has a detrimental impact on 
our margins as we retain the actual level of costs to 
maintain and to service the access line. The impact is 
amplified due to the competitors' fashioning servlce 
bundles that target high revenue customers. Under the 
legacy framework of state PSC-mandated subsidies, 
business rates are artlficiaily higher In order to subsidize 
lower residence and rural rates. In addition, revenues from 
non-UNE sources such as switching and calling features as 
well as complimentary services such as inside wire 
maintenance, operator servlces and directory assistance, 
are lost to UNE-P provisioned lines. 

We plan to compete through aggressive marketlng, 
competitive pricing, bundled services, technical innovation 
and customer service. We will offer consumers a full range 
of services-local, long distance, internet access, wireless 
and more-while remaining committed to our high ievel of 
customer service and value. 

Cingular's ability to compete successfully will depend, in 
part, on the quality of its network, customer service, and 
sales and distribution channels, as well as its marketlng 
efforts and ability to anticipate and respond to varlous 
competitive factors affecting the industry. These factors 
include the introduction of new services and technologies, 
changes in consumer preferences, demographic trends, 
economic conditions, pricing strategies of competitors and 
its ability to take advantage of its wireless/wireline service 
area overlap with BellSouth and SBC. As a result of 
competition, Cingular has in the past and may In the future 
be required to: 

increase its spending to retain customers: 
restructure its service packages to include more 
compeliing products and se~ices; 
further upgrade its network infrastructure and the 
handsets Cinguiar offers; and 



increase its advertising, promotional spending, 
commissions and other customer acquisition costs. 

TECHNOLOGY 

We are continualiy upgrading our networks with digital and 
optical technologies, making them capable of delivering a 
full complement of voice and data services, This 
modernization of the network is critical to our success in 
providing the data connectivity demanded by customers 
and to compete with fiber networks being constructed or 
currently utilized by start-ups and cable companies. This 
continuing effort will require investment of significant 
amounts of capital in the future, 

Digital wireless technology is rapidly evolving and the 
development of a common roaming platform for digital 
wireless technologies could result in more intense competition 
and have an adverse effect on our results of operations. 

LEGAL MATTERS 

We are involved in numerous legal proceedings associated 
with state and federal regulatory matters, the disposition of 
which could materially impact our operating results and 
prospects. See Note Q to our consolidated financial 
statements. 

NEW ACCOUNTING PRONOUNCEMENTS 

See Note B to our consolidated financial statements for a 
description of new accounting pronouncements. 

Critical Accounting Policies 

We consider an accounting estirnate to be critical if: 
(I) the accounting estimate requires us to make 
assumptions about matters that were highly uncertain a t  
the time the accounting estimate was made, and 
(2) changes in the estimate that are reasonably likely to  
occur from period to period, or use of different estimates 
that we reasonably could have used, would have a 
material impact on our financial condition or results of 
operations. 

Senior management regularly discusses the 
development and selection of these critical accounting 
estimates with the Audit Committee of our Board of 
Directors and the Audit Committee has reviewed the 
disclosure set forth below. 

DEPRECIATION OF PROPERTY, PLANT AND 
EQUIPMENT 

See Note H to our consolidated financial statements for 
more information regarding costs and assumptions for 
property, plant and equipment. 

Nature of estimates required 

We use the group life method to depreciate the assets of 
our telephone subsidiary. Telephone plant acquired in a 
given year is grouped into similar categories and 
depreciated over the remaining estimated useful life of the 
group. Due to rapid changes in technology and new 
competitors, selecting the estimated economic life of 
telecommunications plant and equipment requires a 
significant amount of judgment. We periodically review 
data on expected utilization of new equipment, asset 
retirement activity and net salvage values to determine 
adjustments to our depreciation rates. We also utilize 
studies performed by outside consultants to assist us in our 
determination. We have not made any changes to  the 
lives of assets resulting in a material impact in the three 
years presented. 

Sensitivity analysis 

The effect of a one year change in the useful lives of our 
telephone plant accounts Is shown below: 

2005 Depreciation Expense 
Higher/(Lower) 

Increasing economic life by 
one year $(290) 

Decreasing economic llfe by 
one year 360 

PENSIONS 

See Note L to our consolidated financial statements for 
more information regarding costs associated with 
employee retirement benefits. 

Nature of estimates required 

The measurement of our pension obligations, costs and 
liabilities is dependent on a variety of assumptions 
including estimates of the present value of projected 
future pension payments to plan participants, 
consideration of the likelihood of potential future events 
such as salary increases and demographic experience. 
These assumptions may have an effect on the amount and 
timing of future contributions, if any. Additionally, the plan 
trustee conducts an independent valuation of the fair 
value of pension plan assets. 

Assumptions and approach used 

The assumptions in developing the required estimates 
include the following key factors: 

Discount rates 
inflation 
Salary growth 
Expected return on plan assets 
Retirement rates 
Mortality rates 
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The discount rate enabies us to  state expected future cash 
flows at  a present vaiue on the measurement date. We 
are required to select a rate that represents the market 
rate for high-quality fixed lncome investments and 
considers the timing and amounts of our expected future 
benefit payments. A loweidiscount rate increases the 

. 

present vaiue of benefit obligations and usually increases 
expense. However, the expense impact for our plans 
currently has an opposite impact (lower discount rate 
decreases expense). This impact occurs because our plan 
is currently within the specified corridor that under 
accountlng rules does not require us to  amortize the 
discount rate assumption change as it relates to the 
obligation but we do receive the benefit of lower Interest 
rates in calculating the current period interest component 
of net periodic pension cost. Our inflation assumption is 
based on an evaluation of external market indicators. The 
salary growth assumptions reflect our long-term actual 
experience, the near-term outlook and assumed lnflatlon: 
The expected return on plan assets reflects asset 
allocations, investment strategy and the views of 
investment managers and other large penslon plan 
sponsors. For 2003, we reduced our estimated return on 
plan assets to 8.5% reflecting lower expected long-term 
market returns. Retlrement and mortality rates are based 
primarily on actual plan experience. The effects of actual 
results differing from our assumptions are accumulated and 
amortized into the income statement in future periods In 
accordance with the penslon accountlng rules. 

Sensifivity analysis 

The effect of the change In the selected assumptions is 
shown below: 

Percentage December 31,2004 
Polnt Obllgatlon 2005 Expense 

Assumption Change Higher/ (Lower) Higher/ (Lower) 

Discount rate +I- 0.5 pts. $(454) /$472 $18/$(21) 
Expected return 

on assets +I- 1.0 pts. - (151)/151 

OTHER P0STRETIREMENT.BENEFlTS 

See Note L to our consolidated financial statements for - 
more Information regarding costs associated with 
postretirement benefits. 

Nafure of esfimafes required 

We provide certain medical, dental and life insurance 
benefits to substantially all retired employees under va.rious 
plans and accrue actuarlaiiy determined postretlrement 
benefit costs as active employees earn these benefits. For 
postretirement benefit plans, the benefit obligation is the 
"accumulated postretlrement benefit obligation," the 
actuarial present value as of a date of all future benefits 
attributed under the terms of the postretirement benefit 
plan to employee service rendered to that date. The 
measurement of our obligations associated wlth 

postretirement benefits (e.g., retiree health care) is 
dependent on a variety of assumptions. This Includes 
estimating the present value of projected future payments 
to plan participants, net of projected government 
prescription drug subsidy receipts, and consideration of the 
likelihood of potential future events such as demographic 
experience. These assumptions may have an effect on the 
amount and timing of future payments. Additionally, the 
plan trustee conducts an Independent valuation of the fair 
value of plan assets. 

Assumpfions and approach used 

Our contract wlth the CWA provides for contractual limits 
on the company-funded portion of retiree medical costs 
(referred to as "caps"). We have waived the premlums In 
excess of the caps during the current and past contract 
periods and, therefore have not collected contrlbutlons 
from those non-management retirees in effect creating a 
substantlve plan. Based on this past practice, we 
determine the future obligation based on this substantlve 
plan. Accordingly, we calculate the obligation for non- 
management retiree medical costs as If there were no 
caps. 

The assumptions used in developing the required 
estimates include the following key factors: 

Discount rates 
Health care cost trends 
Inflation 
Expected return on plan assets 
Retlrement rates 
Mortality rates . 
Actuarial equivalence for purposes of the Medlcare 
Prescription Drug, Improvement and Modernization 
Act 

The discount rate enabies us to state expected future 
cash flows at a present vaiue on the measurement date, 
We are required to select a rate that represents the 
market rate for high-quality fixed income Investments and 
considers the timing and amounts of our expected future 
benefit payments. A lower discount rate Increases the 
present value of benefit obligations and expense. Our 
health care cost trend assumptions are developed based 
on historical cost data, the near-term outlook, and an 
assessment of ilkeiy long-term trends. Our inflation 
assumption is based on an evaluation of external market 
Indicators. The expected return on plan assets reflects 
asset aliocatlons, investment strategy and the views of 
investment managers and other large plan sponsors. 
Retirement and mortality rates are based primarily on 
actual plan experience. Actuarial equivalence was based 
on comparing the Medlcare Part D standard drug 
coverage and premlums to BellSouth's retiree prescription 
drug coverage and premiums. We calculated the actuarial 
values based on our specific experience combined with 
published nationwide statistics. The effects of actual results 
differing from our assumptions are accumulated and 
amortized Into the lncome statement in future periods In 



accordance with the other postretirement benefits 
accounting rules. 

Sensitivity analysis 

The effect of the indicated increaseldecrease in the 
selected assumptions is shown below: 

Percentage December 31.2004 
Point Obligation 2005 Expense 

Assumption Change Higherl(Lower) Hlgherl(Lower) 

Discount rate 4- I -  0.5 pts. $(648)/$693 $(@)Is43 
Health care 

cost trend +I- 1.0 pts. 1,251/ (1,030) 187/(143) 

OTHER LOSS CONTINGENCIES 

Other loss contingencies are recorded as liabilities when it 
is probable that a liability has been incurred and the 
amount of the loss is reasonably estimable, Disclosure is 
required when there is a reasonable possibility that the 
ultimate loss will exceed the recorded provision. 
Contingent liabilities are often resolved over long time 
periods. Estimating probable losses requires analysis of 
multiple forecasts that often depend on judgments about 
potential actions by third parties such as regulators. 

OTHER SIGNIFICANT ACCOUNTING POLICIES 

Other significant accounting polices, not involving the 
same level of measurement uncertainties as those 
discussed above, are nevertheless important to an 
understanding of the financiai statements. Policies related 
to revenue recognition, stock-based compensation, 
uncoliectible reserves and tax valuation allowances require 
difficult judgments on complex matters that are often 
subject to multiple sources of authoritative guidance. 
Certain of these matters are among topics currently under 
re-examination by accounting standard setters and 
regulators. Although no specific conclusions reached by 
these standard setters appear likely to cause a material 
change in our accounting policies, outcomes cannot be 
predicted with confidence. Also see Note A to our 
consolidated financial statements, which discusses 
accounting policies that we have selected from 
acceptable alternatives. 

Cautionary Language Concerning 
Forward-Looking Statements 

In addition to historical information, this document contains 
forward-looking statements regarding events, financiai 
trends and critical accounting policies that may affect our 
future operating results, financial position and cash flows. 
These statements are based on our assumptions and 
estimates and are subject to risks and uncertainties. For 
these statements, we claim the protection of the safe 
harbor for forward-looking statements provided by the 
Private Securities Litigation Reform Act of 1995. 

There are possible developments that could cause our 
actual results to differ materially from those forecast or 
implied in the forward-looking statements. You are 
cautioned not to place undue reliance on these forward- 
looking statements, which are current only as of the date 
of this filing, We disclaim any intention or obligation to 
update or revise any forward-looking statements, whether 
as a result of new information, future events or otherwise. 

While the below list of cautionary statements is not 
exhaustive, some factors, in addltlon to those contained 
throughout this document, that could affect future 
operating results, financial position and cash flows and 
could cause actual results to  differ materially from those 
expressed in the forward-looking statements are: 

a change in economic conditions in the markets 
where we operate or have material investments which 
could affect demand for our services; 
the impact and the success of Cingular Wireless, our 
wireless joint venture with SBC, including marketing 
and product development efforts, technological 
changes and financial capacity; 
Cingular Wireless' failure to realize, in the amounts 
and within the timeframe contemplated, the capital 
and expense synergies and other financial benefits 
expected from its acquisition of AT&T Wireless as a 
result of technical, logistical, regulatory and other 
factors; 
changes in laws or regulations, or in their 
interpretations, which could result in the loss, or 
reduction in value, of our licenses, concessions or 
markets, or in an Increase in competition, compliance 
costs or capital expenditures; 
continued pressures on the telecommunications 
industry from a financial, competitive and regulatory 
perspective; 
the Intensity of competitive activity and its resulting 
Impact on pricing strategies and new product 
offerings; 
changes in the federal and state regulations 
governing the terms on which we offer retail and 
wholesale services; 
continued successful penetration of the interLATA 
long distance market; 
the impact on our business of consolidation in the 
wireline and wireless industries in which we operate; 
the issuance by the Financial Accounting Standards 
Board or other accounting bodies of new accounting 
standards or changes to existing standards; 
changes in available technology that increase the 
impacts of technology substitution; 
higher than anticipated start-up costs or significant 
up-front investments associated with new business 
initiatives; 
the outcome of pending litigation: and 
unanticipated higher capital spending from, or delays 
in, the deployment of new technologies. 
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For the years ended December 31, 

(IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2002 2003 2004 

Operating Revenues: 
Communications Group $18,226 $18,255 $18,239 
Advertising & Publishing Group 1,92 1 2,033 2,005 
All other 60 53 56 

Total Operating Revenues 20,207 20,341 20,300 

Operating Expenses: 
Cost of services and products (excludes depreciation 

and amortization shown separately below) 6,670 6,991 7,520 
Selling, general, and administrative expenses 3,89 1 3,777 3,8 16 
Depreciation and amortization 4,202 3,811 3,636 
Provisions for restructuring and asset impairments 990 205 39 

Total Operating Expenses 15,753 14,784 15,011 

Operating income 4,454 5,557 5,289 
interest expense 1,066 947 916 
Net earnings of equity affiliates 542 452 68 
Gain (loss) on sale of operations 1,335 - 462 

Other income (expense), net 102 362 283 

lncome from Continuing Operations Before lncorne Taxes, Discontinued 
Operations and Cumulative Effect of Changes in Accounting Principle 5,367 5,424 5,186 

Provision for Income Taxes 1,892 1,936 1,792 

lncome from Continuing Operations Before Discontinued Operations and 
Cumulative Effect of Changes in Accounting Principle 3,475 3,488 3,394 

Income (Loss) from Discontinued Operations, Net of Tax (867 101 1,364 
Income Before Cumulative Effect of Changes in Accounting Principle 2,608 3,589 4,758 
Cumulative Effect of Changes in Accounting Principle, Net of Tax (1,285) 315 - 

Net Income $ 1,323 $ 3,904 $ 4,758 

Weighted-Average Common Shares Outstanding: 
Basic 
Diluted 

Basic Earnings Per Share: 
lncorne from Continuing Operations Before Discontinued Operations and 

Cumulative Effect of Changes in Accounting Principle 
Discontinued Operations, net of tax 
Cumulative Effect of Accounting Changes, net of tax 
Net lncome 

Diluted Earnings Per Share: 
lncome from Continuing Operations Before Discontinued Operations and 

Cumuiative Effect of Changes in Accounting Principle 
Discontinued Operations, net of tax 
Cumulative Effect of Accounting Changes, net of tax 
Net Income* 

Dividends Declared Per Common Share 

Net lncome per share may not sum due to rounding 

The accompanying notes are an integral parf of these consolidated financial statements. 
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December 31, 

(IN MILLIONS) 2003 2004 

ASSETS 
Current Assets: 

Cash and cash equivalents $ 2,947 $ 680 
Short-term investments 1,609 16 
Accounts receivable, net of allowance for uncollectibles of $496 and $317 2,870 2,559 
Material and supplies 375 321 
Other current assets 1,048 1,055 
Assets of discontinued operations - 1,068 

Total current assets 8,849 5,699 

investments in and advances to Cingular 7,679 22,771 
Property, plant and equipment, net 23,807 22,039 
Other assets 6,977 7,400 
intangible assets, net 2,297 1,587 
Goodwill 93 - 

Total assets $49.702 $59,496 

LIABILITIES AND SHAREHOLDERS' EQUITY 
Current Liabilities: 

Debt maturing within one year $ 3,491 $ 5,475 
Accounts payable 1,339 1,047 
Other current liabilities 3,628 3,018 
Liabilities of discontinued operations - 830 

Total current liabilities 8,458 10,370 

Long-term debt 11,489 15,108 

Noncurrent liabilities: 
Deferred income taxes 5,349 6,492 
Other noncurrent liabilities 4,694 4,460 

Total noncurrent liabilities 10,043 10,952 

Shareholders' equity: 
Common stock, $1 par value (8,650 shares authorized; 

1,830 and 1,831 shares outstanding) 2,020 2,020 
Paid-in capital 7,729 7,840 
Retained earnings 16,540 19,267 
Accumulated other comprehensive income (loss) (585) (157) 
Shares held in trust and treasury (5,992) (5,904) 

Total shareholders' equity 19,7 12 23,066 

Total liabilities and shareholders' equity $49,702 $59,496 

The accompanying notes are an integral part of these consolidated financial statements. 
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(IN MILLIONS) 

Cash Flows from Operating Activities: 
income from continuing operations before discontinued operations and 

cumulative effect of changes in accounting principle 
Adjustments to reconcile income to cash provided by operating activities 

from continuing operations: 
Depreciation and amortization 
Provision for uncollectibles 
Net losses (earnings) of equity affiliates 
Deferred income taxes and investment tax credits 
Pension income 
Pension settlement losses 
Stock-based compensation expense 
(Gain) loss on saie of operations 
Net losses (gains) on sale or Impairment of equity securities 
Curtailment and termination benefit charges 
Unbilied receivable adjustment 
Asset im~airments 

Net change in: 
Accounts receivable and other current assets 
Accounts payable and other current liabilities 
Deferred charges and other assets 
Other liabilities and deferred credits 

For the vears ended December 3 1. 

Other reconciling items, net (46) 32' 219 
Net cash ~rov ided bv o~eratina activities from continuing operations 7,7 12 7,883 6,801 , . - - 

Cash Flows from Investing Activities: 
Capital expenditures (3,536) (2,926) (3,193) 
Purchase of short-term investments ( 1.302) (3,439) (3,770) 
Proceeds from sale of short-term investments 84 1 2,291 

- 
5,363 

Proceeds from sale of operations - 3,392 
Proceeds from sale of debt and equity securities 1,383 2 7 286 
lnvestments in debt and equity securities 
Proceeds from repayment of loans and advances 

(36) 
885 

(194) 
1,899 

(632) 

- - 
129 

Net short term advances to Cinguiar 
Settlement of derivatives on advances 85 

(666) 

lnvestments In and advances to equity affiliates 
(352) - 

(47) 
(210) ( 14,445) 

Other investing activities, net (22 (12) (7) 
Net cash used for investing activities from continuing operations (1,912) (2.706) ( 13,560) 

Cash Flows from Financing Activities: 
Net borrowings (repayments) of short-term debt ( 1,307) (431) 1,738 
Proceeds from the issuance of long-term debt - - 6,078 
Repayments of long-term debt (1,149) (1,849) 

( 1,460) 
(759) 

Dlvidends paid ( 1,608) (1,901) 
Purchase of treasury shares 
Other financing activities, net 

(5;;) (858) 
67 

(446) 
61 

Net cash used in financing activities from continuing operations (4,443) (4.679) 5,07 1 

Net (decrease) increase in cash and cash equivalents from continuing 
operations 1,357 498 (1,688) 

Net (decrease) increase In cash and cash equivalents from discontinued 
op'eratlons ' 7 2 42 8 (579) 

Net (decrease) increase in cash and cash equivalents 1,429 926 (2,267) 
Cash and cash equivalents at beginning of period 592 2,021 2,947 
Cash and cash equivalents at end of period $ 2,021 $ 2,947 $ 680 

The accompanying notes are an integral part of-these consolidated financial statements. 
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Number of Shores Amount 
Accum. 

Other 
Shares Compre- Shares Guar- 
Held In hensive Held In antee 

Common Trust and Common Pald-In Retained lncorne Trust and of ESOP 
(IN MILLIONS) Stock Treasury'") Stock Capital Earnings (Loss) Treasury'") Debt Total 

Balance at December 31,2001 2,020 (143) $2,020 $7,368 $14,805 $(294) $(4,996) S(145) $18,758 

Net Income 1,323 1,323 
Other comprehensive income, net of tax (446) (446) 

Total comprehensive income 877 
Dlvldends declared (1.477) (1,477) 
Share issuances for employee benefit plans 5 (33) (104) 197 60 
Purchase of treasury stock (22) (591) (591) 
Purchase of stock by grantor trusts (18) 18 - 
Stock-based compensation 171 171 
Tax benefit related t o  stock options 40 40 
ESOP activities%and related tax benefit 2 66 68 

Balance at December 31,2002 2,020 (160) $2,020 $7,546 $14,531 $(740) $(5,372) $ (79) $47,906 

Net income 3,904 . a  3,904 
Other comprehensive Income, net of tax 155 , -  155 

Total comprehenslve income ' 4,059 
Dlvidends declared (1.696) ( 1.696) 
Share lssuonces for employee benefit plans 5 (19) (89) 169 6 1 
Purchase of treasury stock (35) (858) (858) 
Purchases ond sales of treasury stock with 

grantor trusts 43 (112) 69 - 
Stock-based compensation 137 137 
Tax benefit related to  stock options 22 22 
ESOP activities and related tax benefit 2 79 8 1 

Balance at December 31,2003 2,020 (190) $2,020 $7,729 $16,540 S(585) $(5,992) S - 19,712 

Net Income 4,758 4,758 
Other comprehensive Income, net of tax 428 428 

Total comprehensive income 5,186 
Dividends declared ( 1.934) ( 1,934) 
Share Issuances for employee benefit plans 7 (59) (94) 236 83 
Purchase of treasury stock (6) (146) (146) 
Purchases and sales of treasury stock with 

grantor trusts 2 * (2) - 
Stock-based compensation 121 121 
Tax benefit related to  stock options 39 39 
Other 8 (3) 5 
Balance at December 31, 2004 2,020 (189) $2,020 $7,840 $19,267 $(157) $(5,904) $ - $23,066 

(a) Trust and treasury shares are not considered to be  outstanding for financial reporting purposes. As of December 3 1,'2004, there were 
approximately 26 shares held In trust and 163 shares held In treasury. 

The accompanying notes are an integral part of these consolidated financial statements. 
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Note A - Accounting Policies 

In this report, BellSouth Corporation and its subsidiaries are 
referred to as "we" or "BellSouth." 

ORGANIZATION 

We are a communications company headquartered in 
Atlanta, Georgla, For management purposes, our 
operations are organized Into three reportable segments: 
Communications Group; Domestic Wireless; and Advertising 
& Publlshlng Group. 

BASIS OF PRESENTATION 

The consolidated financial statements include the 
accounts of BellSouth's wholly-owned subsidiaries and - 
subsldlaries in which we have a controillng flnanclal 
lnterest, lnvestrnents In buslnesses that we do not control, 
but have the ability to exercise slgnlficant influence over 
operations and financial pollcles, are accounted for using 
the equity method, We report our results on a calendar- 
year bask, except for our International operatlons that we 
report on a one-month lag basis to facilltate tlmely 
reportlng of the consolidated results of BellSouth. All 
significant Intercompany transactions and accounts have 
been eliminated. We own an approximate 40% economic 
lnterest In Cingular Wireless and we share control wlth SBC 
Communlcatlons (SBC). Accordingly, we account for this 
Investment under the equlty method. Certaln amounts In 
the prior period consolidated financial statements have 
been reclassified to conform to the current year's 
presentatlon. 

In accordance with Statement of Flnancial Accounting 
Standards (SFAS) No. 144, "Accounting for the impairment 
or Disposal of Long-Lived Assets" (SFAS No. 144), we have 
classified the results of our Latln American segment as 
dkcontinued operations. The presentatlon of discontinued 
operatlons includes revenues and expenses of the Latln 
American operatlons as one line item on the income 
statement for all periods presented. All Latln Amerlca 
related balance sheet Items at December 31, 2004 are 
presented in the assets and llabllities of Discontinued 
Operations line items. In accordance wlth SFAS No. 144 the 
December 31, 2003 balance sheet and related footnotes 
were not restated for discontinued operations, Unless 
explicitly noted all amounts disclosed and described in 
these accompanying notes to the consolidated financial 
statements exclude our two remaining Latln Investments 
that were sold in January 2005, Beginnlng with the second 
quarter of 2004, long-lived assets of the Latin Amerlca 
group ceased to be depreciated (amortized) In 
accordance wlth SFAS No, 144. 

USE OF ESTIMATES 

Our consolidated financial statements have been prepared 
in accordance wlth Generally Accepted Accounting 

Prlnclples (US GAAP). We are required to make estimates 
and assumptions that affect amounts reported in our 
financial statements and the accompanying notes. Actual 
results could differ from those estimates. 

CASH AND CASH EQUIVALENTS 

We consider all highly liquid investments with an original 
maturity of three months or less to be cash equivalents. 
lnvestrnents wlth an orlglnal maturity of over three months 
to  one year are not considered cash equivalents dnd are 
included as other current assets in the consolidated 
balance sheets, lnterest income on cash equivalents and 
temporary cash lnvestments was $95 for 2002, $76 for 2003, 
and $60 for 2004. 

Included in the December 31, 2004 cash balance of 
$696 are cash balances of $148 held by our remalnlng 
discontinued operatlons in Latln America, 

SHORT-TERM INVESTMENTS 

Short-term investments represent auction rate securltles 
whlch are highly liquid, variable-rate debt securities. While 
the underlying security has a long-term nominal maturity, 
the lnterest rate is reset through dutch auctions that are 
typically held every 7, 28 or 35 days, creating a shoit-term 
Instrument. The securities trade at par and are callable at 
par on any lnterest payment date at  the option of the 
Issuer, lnterest Is paid at the end of each auction perlod. 

MATERIAL AND SUPPLIES 

New and reusable material held at our telephone 
subsldiary Is carried In inventory, prlnclpally at average 
original cost, except that specific costs are used In the 
case of large individual Items. Non-reusable material Is 
carried at  estimated salvage value, Inventories of our other 
subsldiaries are stated at the lower of cost or market, wlth 
cost determined principally on either an average cost or 
first-In, first-out basis, 

PROPERTY, PLANT AND EQUIPMENT 

The investment in property, plant and equipment is stated 
a t  original cost. For plant dedicated to providing regulated 
telecommunlcatlons services, depreciatlon Is based on the 
group remaining life method of depreciation and straight- 
line rates determined on the basis of equal life groups of 
certain categories of telephone plant acquired in a given 
year. This method requires the periodic revision of 
depreciation rates. When depreciable telephone plant Is 
dlsposed of, the original cost less any net salvage 
proceeds Is charged to accumulated depreciation, We 
perform Inventories of the telephone plant to verify the 
existence of these assets and reconcile these inventories 
to our property records, In addition, the Inventory 
reconcillatlon results allow us to correct our records for 
Investment moved from one location to another and to  



account for delayed retirements. The cost of other hyperinflationary economies consider the US Dollar the 
property, plant and equipment Is depreciated using either functional currency. 
straight-line or accelerated methods over the estimated 
useful lives of the assets. Depreciation of property, plant COST METHOD INVESTMENTS 
and equipment in continuing operations was $3,718 for 
2002, $3,257 for 2003, and $3,039 for 2004. 

Gains or losses on disposal of other depreciable 
property, plant and equipment are recognized in the year 
of disposition as an element of Other income (expense), 
net. The cost of maintenance and repairs of plant, 
including the cost of replacing minor items not resulting in 
substantial betterments, is charged to operating expenses. 
interest expense and network engineering costs incurred 
during the construction phase of our networks are 
capitalized as part of property, plant and equipment until 
the projects are completed and placed into service. 

VALUATION OF LONG-LIVED ASSETS 

Long-lived assets, including property, plant and equipment 
and intangible assets with finite lives are reviewed for 
impairment whenever events or changes in circumstances 
indicate that the carrying amount may not be 
recoverable, The communications industry is rapidly 
evolving and therefore it is reasonably possible that our 
long-lived assets could become Impaired as a result of 
technological or other industry changes. For assets we 
Intend to hold for use, if the total of the expected future 
undiscounted cash flows is less than the carrying amount of 
the asset, we recognize a loss for the dlfference between 
the fair value and carrying value of the asset. For assets 
we intend to dispose of, we recognize a loss for the 
amount that the estimated fair value, less costs to sell, is 
less than the carrying value of the assets, We principally 
use the discounted cash flow method to estimate the fair 
value of long-lived assets. , , 

We account for equity security investments In which we 
exercise significant influence under the equity method of 
accounting, In accordance with Accounting Principles 
Board (APB) Opinion No. 18, The Equity Method of 
Accounting for investments In Common Stock, we 
periodically review equity method investments for 
impalrment. These reviews are performed to determine 

We have investments in marketable securities, primarily 
common stocks, which are accounted for under the cost 
method, Securities classified as available-for-sale under, 
"Accounting for Certain lnvestments in Debt and Equity 
Securities," SFAS No. 115 are carried at  fair value, with 
unrealized gains and losses, net of income taxes, recorded 
in accumulated other comprehensive Income (loss) in the 
statement of changes in shareholders' equity and 
comprehensive income. The fair values of individual 
investments In marketable securities are determined based 
on market quotations. Gains or losses are calculated based 
on the original cost, We periodically review cost method 
investments for impairment. These reviews are performed 
to determine whether a decline in the fair value of an 
investment below its carrying value is deemed to be other 
than temporary. Equity securities that are restricted for 
more than one year or not publicly traded are recorded at 
cost. 

DERIVATIVE FINANCIAL INSTRUMENTS 

We generally enter into derivative financial instruments only 
for hedging purposes. In hedging the exposure to variable 
cash flows or foreign currency impacts on forecasted 
transactions, deferral accounting is applied when the 
derivative reduces the risk of the underlying hedged item 
effectively as a result of high inverse correlation with the 
value of the underlying exposure. If a derivative instrument 
either initially, fails or later ceases to meet the criteria for 
deferral accounting, any subsequent gains or losses are 
recognized currently in income. In hedging the exposure to 
changes in the fair value of a recognized asset or liability, 
the change in fair value of both the derivative financial 
instrument and the hedged item are recognized currently 
in income. Cash flows resulting from derivative financial 
instruments are classified In the same category as the cash 
flows from the items being hedged. 

whether a decline In the falr value of an investment below REVENUE 
its carrying value is deemed to be other than temporary. 

FOREIGN CURRENCY 

Assets and llabilitles of forelgn subsidlaries and equity 
investees with a functlonal currency other than US Dollars 
are translated into US Dollars at exchange rates in effect at 
the end of the reporting period, Foreign entity revenues 
and expenses are translated into US Dollars at the average 
rates that prevailed during the perlod. The resulting net 
translation gains and losses are reported as forelgn 
currency translation adjustments in shareholders' equity as 
a component of accumulated other comprehensive 
income (loss), Operations In countries with 

Revenues are recognized when earned. Certain revenues 
derived from local telephone servlces are billed monthly In 
advance and are recognized the following month when 
servlces are provided. Revenues derived from other 
telecommunications services, principally network access, 
long distance and wireless airtime usage, are recognlzed 
monthly as servlces are provided, hlarketlng Incentives, 
Including cash coupons, package discounts and free 
service are recognized as revenue reductions and are 
accrued In the period the service is provided. With respect 
to coupons, accruals are based on historlcai redemption 
experience. Whlle cash is generally recelved at the time of 
sale, revenues from installation and activation activities are 
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deferred and recognized over the life of the customer 
relationship, which is generally four years. Print Advertising 
& Publishing revenues and related directory costs are 
recognized ratably over the life of the related directory, 
generally 12 months. Allowances for uncoliectible accounts 
are determined based on analysis of history and future 
expectations, The provision for such uncoilectibie accounts 
in continuing operations was $795 for 2002, $523 for 2003, 
and $384 for 2004. 

DEFERRED ACTIVATION AND INSTALLATION EXPENSES 

We defer certain expenses associated with installation and 
activation activities. Expense Is only deferred to  the extent 
associated revenues are deferred. Service costs in excess 
of revenues are recognized in the period incurred. The 
deferred costs are recognized over approximately 4 years. 

ADVERTISING 

We expense advertising costs as they are Incurred. These 
expenses include production, media and other promotional 
and sponsorship costs. Our total advertising expense in 
continuing operations was $258 for 2002, $357 for 2003, 
and $382 for 2004. 

INCOME TAXES 

The consolidated balance sheets reflect deferred tax 
balances associated with the anticipated tax impact of 
future income or deductions implicit in the consolidated 
balance sheets in the form of temporary differences. 
Temporary differences primarily result from the use of 
accelerated methods and shorter lives in computing 
depreciation for tax purposes. 

EARNINGS PER SHARE 

Basic earnings per share are computed based on the 
weighted-average number of common shares outstanding 
during each year. Diluted earnings per share are based on 
the weighted-average number of common shares 
outstanding plus net incremental shares arising out of 
employee stock options and benefit plans, The earnings 
amounts used for per-share calculations are the same for 
both the basic and diluted methods. The following is a 
reconciliation of the weighted-average share amounts (in 
millions) used in calculating earnings per share: 

2002 2003 2004 

Basic common shares outstanding 1,870 1,848 1,832 
Incremental shares from stock options 

and benefit plans 6 4 4 

Diluted common shares outstanding 1,876 1.852 1,836 

Stock options excluded from the 
computation 7 7 92 79 

Options with an exercise price greater than the average 
market price of the common stock or that have an anti- 

dilutive effect on the computation are excluded from the 
calcuiatlon of diluted earnings per share. 

GOODWILL AND INTANGIBLE ASSETS 

intangible assets consist primarily of capitalized software, 
wireless licenses and customer related intangibles. Goodwill 
represents the excess of consideration paid over the fair 
value of net assets acquired in purchase business 
combinations. Beginning January 1, 2002 we ceased 
amortization of goodwill and other indefinite-lived 
intangible assets in connection with the adoption of 
SFAS 142, "Goodwill and Other Intangible Assets" (SFAS 
No. 142). Customer-related intangible assets represent 
values placed on customer lists, contracts and non- 
contractual relationships of acquired businesses and are 
amortized over periods up to eight years using the sum-of- 
the-years digits method. capitalized software costs are 
being amortized ratably over periods of three to five years. 
Amortization of intangibles in continuing operations was 
$484 for 2002, $554 for 2003, and $597 for 2004. 

We test goodwill and other indefinite-lived intangible 
assets for Impairment on an annual basis. Additionally, 
goodwill is tested for impairment between annual tests if 
an event occurs or circumstances change that would 
more likely than not reduce the fair value of an entity 
below its carrying value, These events or circumstances 
would include a significant change in the business climate, 
legal factors, operating performance indicators, 
competition, sale or disposition of a significant portion of 
the business or other factors. Other Indefinite-lived 
intangible assets are tested between annual tests if events 
or changes in circumstances indicate that the asset might 
be Impaired. 

Note B - Recently Issued Accounting 
Pronouncements 

In December 2004, the FASB Issued SFAS No. 123 (Revised 
2004), "Share-Based Payment." This standard amends and 
clarifies the accounting for stock compensation plans 
under SFAS No. 123, "Accounting for Stock-Based 
Compensation," which we adopted effective January I ,  
2003. We will adopt this revised statement for our quarter 
ending September 30, 2005. We do not expect the 
adoption of this statement to have a material impact on 
our results of operations, financial position or cash flows. 

Note C - Changes in Accounting 
Principle 

ASSET RETIREMENT OBLIGATIONS 

Effective January 1, 2003, we adopted SFAS No. 143, 
"Accounting for Asset Retirement Obligations" (SFAS 
No, 143). This statement provides the accounting for the 
cost of legal obligations associated with the retirement of 



long-lived assets. SFAS No. 143 requires that companles 
recognize the fair value of a llabllity for asset retirement 
obligations In the period in whlch the obilgatlons are 
incurred and capltallze that amount as part of the book 
value of the long-lived asset. SFAS No. 143 also precludes 
companles from accruing removal costs that exceed gross 
salvage in their depreclation rates and accumulated 
depreclation balances If there is no legal obligation to 
remove the long-lived assets. For our outside plant 
accounts, such as telephone poles and cable, estlmated 
cost of removal does exceed gross salvage. 

Although we have no legal obligation to remove assets, 
we have hlstorlcally Included In our group depreciatlon 
rates estlmated net removal costs assoclated wlth these 
outside plant assets In whlch estimated cost of removal 
exceeds gross salvage. These costs have been reflected in 
the calculatlon of depreciation expense, whlch results In 
greater periodic depreclation expense and the recognition 
In accumulated depreciation of future removal costs for 
existing assets. When the assets are actually retired and 
removal costs are expended, the net removal costs are 
recorded as a reduction to accumulated depreclation. 

in connection wlth the adoption of thls standard, we 
removed existing accrued net costs of removal In excess 
of the related estlmated salvage from our accumulated 
depreciatlon for those accounts. The adjustment was 
reflected in the 2003 lncome statement as a cumulatlve 
effect of accountlng change adjustment and on the 

balance sheet as an lncrease to net plant and equipment 
of $1,334 and an increase to  deferred lncome taxes of 
$518. The cumulatlve effect of change Increased net 
lncome by $816 for the year ended December 31,2003. 

REVENUE RECOGNITION FOR PUBLISHING REVENUES 

Effective January 1, 2003, we changed our method for 
recognizing revenues and expenses related to  our 
dlrectory publishing business from the publication and 
delivery method to the deferral method, Under the 
publlcation and delivery method, we recognized 100% of 
the revenues and direct expenses at the time the 
directories were published and delivered to end-users, 
Under the deferral method, revenues and direct expenses 
are recognized ratably over the life of the related 
dlrectory, generally 12 months. The change In accountlng 
method is reflected In the 2003 lncome statement as a 
cumulative effect of accounting change adjustment and 
on the balance sheet as a decrease to accounts 
receivable of $845, lncrease to other current assets of 
$166, lncrease to current llabllities of $129, and a decrease 
to  deferred lncome taxes of $307. The cumulative effect of 
the change resulted In a decrease to net lncome of $501 
for 2003. Absent thls one-time adjustment, the change In 
accountlng did not materially affect our annual results. 
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PRO FORMA IMPACT OF ACCOUNTING CHANGES 

The following table presents our 2002 results adjusted t o  reflect the changes in accounting for asset retirement 
obligations and revenue recognition for publishing revenues: 

For the Year Ended December 31, 

SFAS No. Directory 2002 Pro 
2002 143 Publishing Forma 

(As reported) (Unaudited) (Unaudited) (Unaudited) 

Total Operating Revenue $20,207 $ - $ 49 $20,256 
Operating Expenses 

Cost of services and products 6,670 32 3 7 6,739 
Selling, general, and administrative expenses 3,891 - 13 3,904 
Depreciation and amortization 4,202 (133) - 4,069 
Provlslon for restructuring and asset impairments 990 - - 990 

Total operating expenses 15,753 (101) 50 15,702 
Operatlng income 4,454 101 (1) 4,554 
Non-operating income (expense), net 913 - - 913 

lncome from continuing operations before lncome taxes, 
discontinued operations, and cumulative effect of changes in 
accounting principle 5,367 101 (1) 5,467 

Provision for income taxes 1,892 39 - 1,93 1 

lncome from continuing operations before discontinued operations 
and cumulative effect of changes in accounting principle 3,475 62 (1) 3,536 

income (Loss) from discontinued operations, net of tax (867) - - (867) 

lncome before cumulative effect of changes In accounting 
principle 2,608 62 (1) 2,669 

Cumulative effect of changes In accounting principle, net of tax ( 1,285) - - ( 1,285) 

Net income $ 1,323 $ 62 $ ( I )  $ 1,384 

Basic earnings per share*: 
lncome from continuing operations before discontinued 

operations and cumulative effect of changes In accounting 
principle $ 1.86 $0.03 $0.00 $ 1.89 

lncome before cumulative effect of changes in accounting 
principle $ 1.39 $0.03 $0.00 $ 1.43 

Net income $ 0.71 $0.03 $0.00 $ 0.74 
Diluted earnings per share*: 

lncome from continuing operations before discontinued 
operations and cumulative effect of changes in accounting 
principle $ 1.85 $0.03 $0.00 $ 1.88 

lncome before cumulative effect of changes in accounting 
principle $ 1.39 $0.03 $0.00 $ 1.42 

Net income $ 0.71 $0.03 $0.00 $ 0.74 

*Earnings per share amounts do not sum due to rounding. 

Note D - Discontinued Operations Under the agreement, Telefbnica purchased all equity 
Interests that we purchased from the minority shareholders 
in various Latin Amerlcan operations. Following the deal 

In March 2004, we signed an agreement with Telefonlca 
announcement, we purchased debt and equity interests 

Movlles, S.A., the wireless affiliate of Telefbnica, S.A. and other rights of minority partners In our Argentina, 
(Telefbnlca), t o  sell all of our interests In Latin America. Ecuador, Nicaragua, Uruguay, and Venezuela operatlons 
Total after-tax proceeds of the sale to  Telefonica of the 10 

for a total of $757, In addition, we purchased 
properties, including shareholder loans, were $5.1 billion. 
The net assets sold to  Telefonlca Included $1.2 billion of 

$125 of third party Argentine debt. 

cash as part of  the Latin Amerlcan operations, resulting In 
During October 2004, we closed on the sale of 8 of the 10 

properties: Venezuela, Colombia, Ecuador, Peru, Guatemala, 
a net cash inflow to BellSouth related to the Latin American 

Nicaragua, Uruguay and Panama, During January 2005, we 
divestitures of approximately $3.9 billion. Based on the net 

closed on the sale of the operations the two 
book value of our investment, we recorded after-tax gains countries and 
totalling approximately $1.2 billlon. 



SUMMARY OF SALE TRANSACTIONS translation balance associated with the discontinued oper- 
ations. At December 31, 2004, our tax basls in the remain- 

After- ing Latin America Investments exceeds the book basis by 
Gross Tax 

Proceeds approximately $520, resulting in a tax benefit of $140 in net 
deferred tax liabilities and $42 in equity, These balances 

For the year ended December 31: reverse in the first quarter of 2005 with the sale of the final 
2004 $41037 $ 850 two Latin American properties (Argentina and Chile). 
2005 $1,079 $391 

Total $5.116 $1.241 BUYOUT OF MINORITY PARTNERS 

The 2004 gain includes the recognition of cumulative In March and April 2004, we purchased Interests and other 

foreign currency translation losses of $421 and the 2005 rights Of minority partners in Ecuador and 

gain includes the recognition of cumulative foreign cur- Colombia* These purchases brought our ownership interests 

rency translation gains of $77. to 100% in Argentina and Ecuador and to 77.6% in 
Colombia, The aggregate purchase price for these acquisl- 

SUMMARY FINANCIAL INFORMATION 

The assets and ilabllities of our remaining Latin American 
operatlons (Argentina and Chile) are aggregated and 
presented as current assets and current liabilitles in the 
consolidated balance sheet at  December 31, 2004. Addi- 
tlonal detail related to the assets and liabilities of our 
discontinued operations follows: 

At December 31, 2004: 

Current assets (excluding cash of $148) $ 403 
Property, plant and equipment, net 387 
Investments and advances 4 
lntanglble assets, net 269 
Other non-current assets 5 

tions, including payment of minority shareholder loans, was 
$177. The assignment of the purchase price to the esti- 
mated fair values of assets acquired and liabilities assumed 
resulted in an increase to intangible assets of $55 and an 
increase to goodwill of $81. In connection with the 
purchase of our mlnorlty partner in Argentina, the consider- 
ation paid exceeded the fair value by approximately $33. 
Accordingly, this amount was recognized as a charge to 
income (loss) from discontinued operatlons in the second 
quarter 2004. 

In October 2004, to facilitate the transfer of ownership 
to Telefbnlca, we purchased interests of minority partners 
In Nlcaragua and Uruguay, These purchases brought our 
ownership interests to 100% in Nicaragua and 68% In 
Uruguay. The aggregate purchase price for these acquisi- 

~ o t a l  Assets $1.068 

Current liabilltles $ 830 
Long-term debt - 
Other non-current llabllltles - 

Total Lla billties $ 830 

Summarized results for the discontinued operations are as 
follows: 

For the Year Ended 
December 31, 

2002 2003 2004 

Operating revenue $2,233 $2,294 $2,429 
Operating Income $ 292 $ 349 $ 647 
lncome (loss) before lncome taxes $ (951) $ 176 $1,525 
Provision (benefit) for income taxes $ (84) $ 75 $ 161 
Net lncome (loss) from 

dlscontlnued operations $ (867) $ 101 $1,364 

TAX OVER BOOK BASIS DIFFERENTIAL 

No US tax benefit was previously recognized on losses 
generated by the Latin American operations due to the 
essentially permanent duration of those investments. During 
2004, we recorded a $336 tax benefit in accordance with 
SFAS No. 109, "Accounting for lncome Taxes," relating to 
excess tax basls over book basis for our Latin American 
operatlons. In addition, a tax benefit of $189 was recorded 
directly to equity related to the cumulative currency 

tions was $37, which approximated the proceeds received 
in the sale to Telefbnica, 

VENEZUELAN ARBITRATION AND SETTLEMENT 

Prior to the sale of Telcel, our Venezuelan operation, to 
Teiefhlca on October 28, 2004, we owned a 78.2% 
interest in Telcel. Telcel's other major shareholder held an 
indirect 21 -8% interest in Telcel. Under a Stock Purchase 
Agreement, that shareholder had the right to  Initiate a 
process that could require us to purchase (the puts), and 
we had the right to initiate a process that could require 
that shareholder to sell (the calls) to us, the shareholder's 
interest in Telcel. 

In 2000, the shareholder initiated a process for apprais- 
ing the value of approximately half of its interest In Telcel, 
but the process was not completed. The shareholder also 
sent a letter purporting to exercise the balance of the puts 
under the Stock Purchase Agreement. The matter was 
taken before an arbitration panel over alleged breaches 
by BellSouth and the shareholder of the Stock Purchase 
Agreement, including the timing of the valuation and 
whether the process was properly initiated in 2000. The 
shareholder was seeking damages and specific perform- 
ance, and BellSouth was seeking, among other things, 
unspecified damages and a ruling that it had not 
breached the Stock Purchase Agreement in any respect. 
The arbitration also related to  an alleged oral agreement 
to buy out the shareholder's entire interest in Telcel, which 
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agreement we argued did not exist, Hearings on these 
matters occurred in January and April 2004. 

In a 2 to I decision issued on October 13, 2004, the 
arbitration panel ordered BellSouth to purchase an 11.1% 
interest in Telcel assoclated wlth the first put and directed 
the parties to negotiate a price for the second put. in 
addition, the arbitratlon panel ordered us to pay thls 
shareholder approximately $25 to  satisfy its claims that we 
breached certain investment tax credit contracts. A provi- 
sion for thls $25 payment had already been provided for In 
BeiiSouth's financial statements. The arbitration panel re- 
jected the shareholder's claim that BellSouth breached an 
oral agreement to buy out the shareholder's entire Interest 
in Telcel, and denied all other claims raised by the parties. 

In response to the arbitratlon ruling, BellSouth purchased 
this shareholder's 21.8% interest in Telcel and settled all 
outstanding claims for an aggregate payment of $616. The 
aggregate payment of $616 included all the amounts that 
the arbitratlon panel ordered BellSouth to pay to thls 
shareholder. Upon closing, BellSouth sold the interest to 
Telef6nica for $300, Because the settlement amount alio- 
cable to thls interest exceeded the fair value, BellSouth 
recognized a pre-tax charge of approxlmately $293 ($190 
after-tax) In income (loss) from discontinued operations in 
2004. 

VENEZUELA CURRENCY 

Our results from discontinued operations reflect consoiida- 
tlon of the operations of Telcel in Venezuela in accor- 
dance with SFAS No. 94, "Consolidation of All Majority- 
Owned Subsidiaries." There are currency restrictions In 
place in Venezuela that limit the conversion of local 
currency to US Dollars. Due to the currency controls, there 
is no free market currency exchange rate. Therefore, In 
preparing our consolidated financial statements, we used 
the exchange rate established by the Venezuelan govern- 
ment of 1,920 Bolivars to the US Dollar to translate the local 
currency financial statements into our reporting currency, 
the US Dollar. 

ARGENTINA CURRENCY 

In January 2002, the Argentine government announced 
economic reforms, including a devaluation of I ts  national 
currency, the Argentine Peso. The Argentine Peso lost over 
71% of Its value as compared to the US Dollar in 2002. 
Based on the net monetary position of CRM, we recorded 
foreign currency transaction losses of $683 during 2002. We 
are recording a valuation allowance in 2004 on the net 
operating losses, deferring recognition of the tax benefits 
generated by these losses due to the potentially limited 
tax carry forward period in Argentina. The value of the 
Argentlne Peso as compared to the US Dollar slightly 
recovered during 2003 resulting in the recognition of 
foreign currency transaction gains of $104 during 2003. The 
value of the Argentine Peso remained stable in 2004, 

Note E - Investments in a n d  Advances  
to Cingular 

Investment $3,867 $18,311 
Advances 3,812 4,460 

$7,679 $22,771 

INVESTMENT 

We own an approximate 40% economic lnterest in Clngu- 
lar Wireless, and share joint control of the venture with SBC 
Communications, Inc. The following table presents 100% of 
Cingular's assets, liabilities, and results of operations as of 
and for the years ended December 31: 

2003 2004 

Balance Sheet Information: 
Current assets $ 3,300 $ 5,570 

Noncurrent assets $22,230 $76,668 

Current liabilities S 3.210 S 7.983 

Noncurrent liablllties $13.328 $29.110 

Minority interest $ ,659 $ 609 

Members' capital $ 8,333 $44,536 

2002 2003 2004 

lncome Statement Information: 
Revenues $14,903 $15,483 $19,436 

Operating Income $ 2,496 $ 2,254 $ 1,528 

income Before Cumulative 
Effect of Change in 
Accounting Principle $1,205 $ 977 $ 201 

Cumulative Effect of Change 
In Accounting Prlnclple $ (32) - $  - 

Net income $ 1,173 $ 977 $ 201 

As of December 31,2004 and 2003, our book lnvestment 
exceeded our proportionate share of the net assets of 
Cingular by $497 and $534, respectively. As of Decem- 
ber 31, 2004, $1,377 of our consolidated retained earnings 
represented undistributed earnings from Cingular. 

On October 26, 2004, Cingular completed its previously 
announced acquisition of AT&T Wireless, creating the 
largest wireless carrier In the United States based on the 
number of customers. Clnguiar's cash purchase price for 
AT&T Wireless shares totaled approximately $41 billion. That 
amount was funded by equity contributions from Cingular's 
two owners In proportion to their equity ownership of 
Cingular - 60% for SBC and 40% for BellSouth - wlth the 
remainder provided from cash on hand at AT&T Wireless. 
BellSouth's portion of the funding, which was reflected as 
an increase In our investment in Clngular, was approxi- 
mately $14.4 billion. 



ADVANCE 

We have an advance to Clngular that was $3,792 a t  
December 31,2004 and $3,812 a t  December 31, 2003, 
Effectlve July 1, 2003, BellSouth and SBC agreed to amend 
the terms of our notes with Clngular. The amendment 
included reducing the fixed lnterest rate from 7.5% to 6.0% 
per annum and extending the maturity date from 
March 31,2005 to June 30,2008. 

REVOLVING LINE OF CREDIT 

Effectlve August 1,2004, BellSouth and SBC have agreed to 
finance their respective pro rata shares of Cingular's 
capital and operating cash requirements based upon 
Clngular's budget and forecasted cash needs. Borrowings 
under this agreement bear interest at I-Month LIBOR plus 
0.05% payable monthly. Clngular also terminated Its bank 
credlt facllltles and ceased Issuing commercial paper and 
long-term debt. Available cash (as defined) generated by 
Clngular is applied on the first day of the succeeding 
month to the repayment of the advances from BellSouth 
and SBC. With regard to any Interim loans Cingular makes 
to BellSouth from time to tlme, BellSouth pays Clngular 
lnterest on the excess cash at I-Month LIBOR. The balance 
outstanding under the revolving credlt line, Including lnter- 
est, was $668 a t  December 31,2004. 

PROVISION OF SERVICES 

Note F - Other Assets . 

Other assets a t  December 31 consist of the foliowlng: 

2003 2004 

Deferred activation and installation 
expenses $1,614 $1,405 

Prepaid pension and postretirement 
benefits 3,851 4,362 

Equity method investments other than 
Cingular 370 277 

Cost method investments 382 92 1 
Advance to Sonofon 106 - 
investments In debt securities 244 - 
Other 410 435 

Other assets $6,977 $7,400 

DEFERRED ACTIVATION AND INSTALLATION EXPENSES 

Deferred activation and installation expenses 
December 31, 2002 $ 1,800 

Amortization of previous deferrals (864) 
Current period deferrals 678 
Deferred actlvation and installation expenses 

December 31,2003 1,614 
Amortization of previous deferrals (811) 
Current period deferrals 602 
Deferred activation and installation expenses 

December 21, 2004 $ 1,405 

We also generate revenues from Cingular in the ordlnary 
course of buslness for the provlslon of local lnterconnectlon INVESTMENTS OTHER THAN 'INGULAR 

services, long distance services, sales agency fees and 
customer bllllng and collection fees. Ownership In equity Investments other than Cingular a t  

December 3 1 Is as follows: 

INTEREST AND REVENUE EARNED FROM CINGULAR 

For the Years Ended 
December 31, 

2002 2003 2004 

Revenues $386 $426 $537 
Interest income on advances $284 $256 $230 

interest income on advances is offset by a like amount 
of interest expense recorded by Clnguiar and reported In 
our financial statements in the caption "Net earnings of 
equlty affiliates." 

Receivables and payables Incurred in the ordlnary 
course of buslness are recorded in our balance sheets as 
follows: 

As of 

Ownershlp Investment Ownershlp Investment 
Percentage Balance Percentage Balance 

Ablatar (Uruguay) 46.0% $ 26 - $ -  
BellSouth ~uoterna la( "  60.0% 7 - - 
BellSouth Panama 43.7% 86 - - 
Cellcom (Israel) 34.8% 191 34.8% 242 
Sonofon (Denmark) 46.5% 57 - - 
Internet Yellow Pages - - 34.0% 33 
Other - 3 - 2 

$370 $277 

( I )  This investment Is accounted for under the equity method due to 
the existence of significant minority rights that limit our ability to 
exercise unilateral control over the operation. 

COST METHOD INVESTMENTS 

December 31, 
2003 2004 We have investments in marketable securities, primarily 

common stocks, which are accounted for under the cost 
Receivable from Cingular $57 S56 method. These lnvestrnents are held in grantor trusts and our 
Payable to Cingular $33 S44 captive insurance subsidiary. in 2003 and 2004, the trusts 
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diversified thelr portfolio through the sale of BellSouth stock 
using the proceeds to reinvest In other equlty securities, 

ADVANCE TO SONOFON 

On February 12, 2004, we closed on a previously an- 
nounced agreement to sell our lnterest In Danlsh wireless 
provider, Sonofon, for 3.68 bllllon Danlsh Kroner to Telenor 
ASA. We recelved 3.05 bllllon Danlsh Kroner, or $525, for our 
46.5% equlty stake and 630 mllllon Danlsh Kroner, or $109, 
for our shareholder loan and accrued lnterest, reduced by 
a settlement of $17 assoclated wlth forelgn currency swap 
contracts. As a result of these transactions, we recorded a 
gain of $462, or $295 net of tax, whlch Included the 
recognltlon of curnulatlve forelgn currency translation 
galns of $13. 

INVESTMENT IN DEBT SECURITIES 

lnvestments In debt securltles represented our loan partlcl- 
patlon agreements related to our Colomblan operations. 
These securltles were sold In conjunction wlth the sale of 
our Colomblan operatlons. 

Note G - Intangible Assets 

lntanglble assets are summarized as follows: 
December 31.2003 December 31,2004 

Corrylng Accumulated Carrying Accurnuloted 
Amount AmorHzotlon Amount Arnortlzatlon 

lntanglble assets 
subject to 
arnortlzatlon: 

Capltallzed Software $2,893 $1,303 $2,930 $1,388 
Wlreless Llcenses 764 294 - - 
Customer related 

Intangible assets 330 288 - - 
Other 38 15 37 12 

Total $4,025 $1,900 $2,967 $ 1,400 

lntanglble assets not 
subject to 
arnortlzatlon: 

Wlreless Licenses $ 164 $ 12 - - 
MMDS Licenses 20 - 20 - 

Total $ 184 $ 12 $ 20 - 

Total lntanglble Assets $4,209 $1,912 $2,987 $ 4,400 

The following table presents current and expected 
amortlzatlon expense of the existing lntanglble assets as of 
December 31, 2004 for each of the followlng perlods: 
Aggregate amortlzatlon expense: 

For the year ended December 31, 2004 $597 

Expected amortlzatlon expense: 
For the years ended 
December 31, 

INTANGIBLE ASSET IMPAIRMENTS 

We adopted SFAS No. 142 and recorded a cumulative 
effect of change In accountlng prlnclple on January I, 
2002. 

As part of the adoptlon of SFAS No. 142, we were 
requlred to perform lnltlal valuatlons to determlne If any 
lmpalrment of goodwlll and Indefinite-lived lntanglbles ex- 
Ists. We will continue to test embedded goodwlll related to 
equlty lnvestments for lmpalrment under accountlng rules 
for equlty lnvestments, whlch are based on comparisons 
between falr value and carrying value. 

Durlng 2002, we completed the transltional lmpalrment 
test requlred under SFAS No. 142. In accordance wlth SFAS 
No. 142, goodwlll was tested for lmpalrment by comparing 
the falr value of our reportlng unlts to thelr carrying values. 
Fair values were determlned by the assessment of future 
discounted cash flows. The falr values of our Latin America 
reportlng unlts were less than the carrylng value of these 
unlts. The allocation of fair values to Identifiable tangible 
and lntanglble assets resulted in an Implied valuation of 
the goodwlll assoclated wlth these reportlng unlts of $1 18. 
As a result, we recorded an lmpalrment loss of $1,277, wlth 
no income tax benefit. Addltlonally, our equlty lnvestee, 
Clngular Wlreless, completed Its transitional lmpalrment test 
In 2002 resulting in an lmpalrment loss to BellSouth of $8 
after tax, These. lmpalrment losses are recorded as a 
curnulatlve effect of change In accountlng prlnclple In the 
statements of Income as of January 1,2002. 

The changes In the carrying amount of goodwlll for 2003 
and 2004 are as follows: 

Balance at December 31, 2002 $ 98 

Other changes (5) 

Balance at December 31,2003 $ 93 

Transfer of goodwlll to dlscontlnued operations (93) 

Balance at December 31, 2004 $ 0 

Durlng 2004 we reclassified goodwlll balances associ- 
ated wlth our Clngular Investment to the Clngular lnvest- 
ment line Item In the consolldated balance sheet. We 
reclassifled $249 In the December 31, 2003 balance sheet 
to conform to the current period presentation. The table 
above reflects this reclasslficatlon In all perlods presented, 



OTHER IMPAIRMENTS OF INTANGIBLE ASSETS 

In September 2003, a decision was reached t o  abandon a 
software project related t o  a network operations system. 
The project was terminated due to  changes In the business 
since the initlation of the project and an assessment of the 
remalnlng costs t o  complete the project, As a result, we 
recorded an asset Impairment charge of $52 t o  write-off 
capitalized software associated with the project. 

Note H - Supplemental Balance Sheet 
and Cash Flow Information 

PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment Is summarized as follows a t  
December 31: 

Estlrnated 
Depreclable Average 

Llves Remalnlng 
(In Years) Llfe 2003 2004 

Central office 
equlpment 8-11 4,7 $26,066 $26,539 

Outslde plant: 
Copper cable 15-16 6.8 19,975 20,440 
Flber cable 20 10,9 ' 3,094 3,270 
Poles and condult 36-55 28,O 3;567 3,620 

Operatlng and 
other equlprnent 5-15 3,3 4,419 1,691 

Bulldlng and bulldlng 
Improvements 25-45 28.0 4,780 4,597 

Furniture and flxtures 10-15 8,4 2,478 2,429 
Statlon equlpment 6 3.0 763 542 
Land - - 293 267 
Plant under 

construction - - 280 206 

65,715 63,601 
Less: accumulated 

depreclatlon 41,908 41,562 

Property, plant and 
equlpment, net $23,807 $22,039 

OTHER CURRENT LIABILITIES 

Other current liabllltles are summarlzed as follows a t  
December 3 1 : 

20b3 2004 

Advanced bllllng and customer deposits $ 863 $ 832 
Interest and rents accrued 470 382 
Taxes payable 632 222 
Dlvldends payable 461 493 
Salaries and wages payable 359 403 
Accrued compensated absences 224 229 
Restructurlng and severance accrual 72 26 
Other 547 332 
Other current llabllitles $3,628 $2,919 

OTHER NONCURRENT LIABILITIES $ .( $ ,  

Other noncurrent Ij~billtles are summarized as follows a t  _ 
December 31: 1 I f  

8 %  , 2003 2004 

Deferred lnstallatlon and actlvatlon revenues 
Accrued penslon and postretirement beneflts 
Deferred credlts 
Compensatlon related accruals 
Mlnorlty Interests In consolidated subsldlarles 
Postemployment benefits 
Derlvatlves llablllty 
Other 

Other noncurrent llabllltles 

SUPPLEMENTAL CASH FLOW FROM CONTINUING ' \ *  

OPERATIONS INFORMATION 
< - 

Cash pald for: 
Income taxes $ 864 $ 678 $1,279 

Interest $ 993 $ 845 $ 863 

Note I - Debt 

DEBT MATURING WITHIN ONE YEAR 

Debt maturing wlthin one year is summarized as follows at 
December 31: 

short-term notes payable: 
Bank loans 
Commercial paper 1.470 3,248 
Current maturltles of long-term debt - 1,854 2,227 

Debt maturlng wlthln one year $3,491 $5,475 

Weighted-average lnterest rate a t  end of perlod: 

Bank loans 5.25% -% 
Commercial paper 2.04% 2.26% 

Credlt llnes at  end of perlod: 2003 2004 

Avallable domestic commltted credlt llnes $1,500 $3.523 
Borrowings under domestic credlt llnes $ - $  
Avallable International uncommitted credlt 

lines $ 118 S 
Borrowlngs under International credlt llnes $ 12 $ 

There are no significant commitment fees or requlre- 
ments for compensatlng balances associated with any 
llnes of credit, 
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LONG-TERM DEBT 

Interest rates and maturities in the table below are for the 
amounts outstanding at  December 31: 

2003 2004 

lssued by BellSouth Telecommunlcatlons, Inc. 
5.85%-5.88% 2009-2045 $ 437 

6.13%-7% 2004-2033"' 2,151 
7.5%-7.63% 2033-2035 300 

7% 2095 500 
2.42%-2.47% Extendible Liquidity 745 

Securities due 2006 
6.65% Zero-to-Full Debentures 217 

due 2095 
6.3% Amortizing Debentures 277 

due 2015 
Issued by BellSouth Corporation 

2.42% 2007 - 
4.2%-4.75% 2009-2012"' - 

5%-7.38% 2006-2039"' 3,852 
7.75%-7.88% 2010-2030 2,000 

7.12% 2097 500 
4.11%-4.12% 20-put-I Securities due 1.000 

202 1 
Issued by Forelgn Operations 

3.30%-9.25% Argentina due 2003- 350 
2008'~' 

1.72% Chlle due 2004 180 
2.95%-14.18% Colombia due 64 1 

2005-2006 
4.19%-4.59% Venezuela due 2004 23 
1.79%-2.06% Peru due 2005 200 

Capltal leases and other 86 

Unamortized discount, net of premium (1  16) (77) 

13,343 17,335 
Current maturities ( 1,854) (2,227) 

Lona-term debt $11,489 $15,108 

( I )  These debf maturities are affected by FAS 133 accounting 
requirements to mark hedged debf to fair value. 

(2) CRM, our subsidiary in Argentina, was h default on $490 of its US 
Dollar-denominated debt. The debt  is classified as llabiNfles of 
discontinued operations in our consolidated December 31, 2004 
balance sheet. 

Several issues of long-term debt contain embedded 
optlons, which may require us to repurchase the debt or 
will alter the interest rate associated wlth that debt. Those 
issues, and their related optlons, are as follows: 

Issue Date of Put Ootlon 

20-put-I Securltles due 2021 Annually in April 
Putable debentures November 2006 

' 

If the holders of the put options on the 20-put-I 
Securities do not require us to repurchase the securlties, 
the interest rates for these securities wlll be reset based on 
current market conditions. Since the 20-put-I Securities can 
be put to us annually, the balance is included In current 

maturities of long-term debt in our balance sheet. Holders 
of our 6.04% bond maturing November 15, 2026, have a 
one-time ability to put the bond back to us on Novem- 
ber 15, 2006. 

The Amortizing Debentures pay against prlncipal on a 
semi-annual basis and were issued wlth an original principal 
balance of $375. The Zero-to-Full Debentures will accrete 
to a total prlncipal balance of $500 In 2015, at whlch time 
we wlll begin paylng interest through the maturity in 2095, 

Maturities of long-term debt outstanding, in principal 
amounts, at December 31, 2004 are summarized below. 
Maturlties after the year 2009 Include the final principal 
amount of $500 for the Zero-to-Full Debentures due in 2095. 

Maturities 
2005 $ 2,227 
2006 1,722 
2007 525 
2008 625 
2009 1,877 
Thereafter 10,704 

Total $17,680 

At December 31, 2004, we had a shelf registration 
statement on file with the Securities and Exchange Com- 
misslon under which $3,100 of debt securlties could be 
publlcly offered. 

During 2004, we issued $6,100 of debt and paid $200 in 
maturing debt. 

In addition, on August I ,  2004, we redeemed $517 of 
40-year, 7.375% quarterly interest bonds, due August I, 
2039. The redemptlon price was 100% of the principal 
amount, and resulted in recognition of a loss in Other 
lncome (expense) of $14, or $9 net of tax, associated with 
fully expensing remaining discount and deferred debt 
Issuance costs. 

Subsequent Event 

In December 2004, we called $400 of 40-year, 6.75% seml- 
annual interest bonds, due October 15, 2033, whlch we 
redeemed on January 18, 2005. The redemptlon price was 
103.33% of the prlncipal amount, and resulted in recogni- 
tion of a loss of $22, or $14 net of tax, which includes $9 
associated with fully expensing remaining discount and 
deferred debt issuance costs. 

Note J - Income Taxes 

The consolidated balance sheets reflect the anticipated 
tax impact of future taxable income or deductions implicit 
In the consolidated balance sheets in the form of tempo- 
rary differences. These temporary differences reflect the 
difference between the basis in assets and llablllties as 
measured In the consolidated financial statements and as 
measured by tax laws using enacted tax rates. 



The provlslon for lncome taxes Is summarized as follows: 

2002 2003 2004 

Current 
Federal $ 525 $1.020 $ 645 
State ' 36 128 66 

561 1,148 711 

Deferred, net 
Federal 1,245 730 ~1,010  
State 113 85 71 

1,358 815 1,081 

Investment tax credlts, net 
Federal (27) (27) - 

Total provlslon for lncorne taxes $1,892 $1,936 $1,792 

Temporary differences whlch gave rlse to deferred tax 
assets and (Ilabilitles) at December 31 were as follows: 

2003 2004 

Operating loss and tax credlt 
carryforwards $ 718 $ 363 

Capltal loss carryforwards 78 1 658 
Allowance for uncollectlbles 183 125 
Other 399 164 

2,081 1,310 

Valuation Allowance ( 1.135) (873) 

Deferred tax assets $ 946 $ 437 

Tanglble and Intangible property $ (4,009) $ (4,667) 
Equlty Investments (1,647) (1,640) 
Compensation related (169) (131) 
Other (165) (147) 

Deferred tax llabllltles (5.990) (6,585) 
Net deferred tax liablllty $ (5.044) $ (6,148) 

The decrease In valuatlon allowance on deferred tax 
assets durlng 2004 relates prlmarlly to operatlng loss car- 
ryforward~ associated with sold Latin Amerlcan operations. 
The remaining valuatlon allowance relates to excess US 
capital losses, state operatlng losses, and state credlts that 
may not be utilized durlng the carryforward period. The 
carryforward periods for the excess capital losses expire In 
2007 and 2008. The operatlng losses relate to state losses 
and credlt carryforwards expiring In varlous years beginning 
in 2005. 

At December 31, 2004, net deferred tax llabllltles ln- 
clude a deferred tax asset of $320 relatlng to compensa- 
tlon expense recognlzed under SFAS No, 123. Full 
realization of the deferred asset requires stock optlons to 
be exercised at  a prlce equal to the sum of the exerclse 
prlce plus the falr value at  the grant date; any tax benefit 
realized In excess of the deferred asset Is recorded as an 
Increase to equlty. A slgnlficant number of the optlons for 
whlch a deferred tax assethas been recognlzed have a 
combined exerclse prlce and falr value at grant date In 
excess of $45.00 per share. Accordingly, there Is no 
assurance that the stock prlce of BellSouth wlll rlse to levels 

sufficient to realize the entire tax benefit currently reflected 
In our balance sheet. The provlslons of SFAS No. 123 
prohibit us from recording a valuation allowance on the 
deferred tax asset related to these optlons. If the full value 
of the deferred tax asset Is not reallzed either at  the 
exerclse or explratlon of the optlons, the deferred asset wlll 
reverse agalnst equlty to the extent of prevlously recog- 
nized excess tax benefits, otherwise agalnst lncome tax 
expense. At December 31, 2004, accumulated excess tax 
benefits of $72 have been recorded In equlty. 

The net deferred tax llablllty at  December 31, 2004 
included a current asset balance of $344 and a noncurrent 
llablllty balance of $6,492. The net deferred tax llablllty at 
December 31, 2003 included a current asset balance of 
$305 and a noncurrent llablllty balance of $5,349. 

A reconclliatlon of the federal statutory lncome tax rate 
to our effective tax rate Is as follows: 

2002 2003 2004 

Federal statutory tax rate 35,0% 35.0% 35.0% 
State Income taxes, net of federal 

Income tax beneflt 1.9 2.6 1.7 
Net earnlngs (losses) of equlty 

affiliates (0.3) (0.3) (0.3) 
Investment tax credlts (0,3) (0.3) - 
Medicare drug subsldy - - (0.6) 
Other (4.0) (1,3) (1.2) 

Effectlve tax rate 35.3% 35.7% 34.6% 

At December 31,2004, we had approxlmately $242 of 
cumulatlve unrepatrlated earnlngs from an equlty Invest- 
ment In an unconsolldated business. The deferred tax 
llablllty related to these unrepatrlated earnlngs was ex- 
cluded under SFAS No. 109 because such earnlngs are 
Intended to be reinvested indefinitely. The potential in- 
come tax llablllty on these unrepatrlated earnlngs Is be- 
tween $85 and $140. 

Note K - Workforce ~eduction and 
Restructuring 

WORKFORCE REDUCTION CHARGES 

Based on ongoing challenges In the telecom Industry, 
continued economic pressures, the uncertainty resulting 
from regulatory rulings and productlvlty Improvements, we 
have lnltlated workforce reductions and recorded charges 
related to approximately 8,700 employees In the last three 
years. These downslzlngs were implemented on a voluntary 
and non-voluntary basis. The positions were both manage- 
ment and non-management, prlmarlly In network opera- 
tions where the volume of work has substantially 
decreased, Charges to earnlngs have been recognlzed In 
accordance wlth provlslons of SFAS No. 112, "Employer's 
Accounting for Postemployment Benefits" (SFAS No. 112), 
and consisted primarily of cash severance, outplac,ement 

B E L L S O U T H  2004 73 



N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  CONTINUED 

D O L L A R S  A R E  I N  M I L L I O N S ,  E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  OTHERWISE I N D I C A T E D  

B E L L S O U T H  C O R P O R A T I O N  

and payroll taxes under pre-existing separation pay plans. 
The following table summarizes the charges by year: 

Employee Related 
separations charge 

2002 3,800 $430 

2003 3,500 $132 

2004 1,400 $5 1 

Note L - Employee Benefit Plans 

PENSION AND OTHER POSTRETIREMENT BENEFIT PLANS 

Substantially all of our employees are covered by noncon- 
tributary defined benefit pension plans, as well as postre- 
tirement health and life insurance welfare plans (other 
benefits). The company uses a December 31 measurement 
date for its plans. 

ASSET IMPAIRMENTS 
Pension Plans 

In 2002, we announced we were eliminating certain 
service offerings, Including our own line of e-business 
services and some products within our wholesale long 
distance portfolio. We also discontinued operations at  our 
multi-media Internet exchange in Miami. In connection with 
the previously announced exit of our public telephone 
operations, our periodic evaluation of the undiscounted 
cash flows indicated an Impairment. 

As a result of these combined events, we recorded a 
charge of $134 in accordance with SFAS No. 144, "Ac- 
counting for the lmpairment or Disposal of Long-Lived 
Assets" and Emerging Issues Task Force Issue No. 94-3, 
"Liability Recognition for Certain Employee Termination 
Benefits and Other Costs to  Exit an Activity." This charge 
Includes asset impairments, early termination penalties on 
contracts and leases, and severance for affected 
employees. 

RESTRUCTURING LIABILITY 

As of December 31, 2004, the aggregate liability related to 
the charges described above, excluding postretirement 
and pension impacts, was $26. As of December 31, 2004 
announced workforce reductions are expected to be 
substantially complete by the end of the first quarter 2005. 

Type of Cost 
Employee Other Exit 

Separations Costs Total 

Balance at December 31, 2002 $ 84 $31 $ 115 

Accruals 132 1 133 
Cash payments (125) (18) (143) 
Adjustments (25) (8) (33) 

Balance at December 31,2003 $ 66 $ 6 $ 7 2  

Accruals 51 - 5 1 
Cash payments (80) (1) (81) 
Adjustments (12) (4) (16) 

Balance at December 31, 2004 $ 25 $ I S 2 6  

Adjustments to the employee separations accrual are 
due to estimated demographics being different than ac- 
tual demographics of employees that separated from the 
company. Deductions from the accrual for other exit costs 
consist primarily of changes to prior estimates. 

For defined benefit pension plans, the benefit obligation is 
the projected benefit obligation, which represents the 
actuarial present value as of a date of all benefits 
attributed by the pension benefit formula to employee 
servlce rendered to that date. The pension plan covering 
management employees is a cash balance plan, which 
provides pension benefits determined by a combination of 
compensation-based servlce and additional credits and 
individual account-based interest credits, Due to past 
practice, the projected benefit obligations assume addi- 
tional credits greater than the minimum levels specified in 
the written plan. 

For non-management employees, pension benefits 
earned prior to 1999 are based on specified benefit 
amounts and years of service through 1998. Benefits 
earned in 1999 and subsequent years are calculated under 
a cash balance plan that is based on an initial cash 
balance amount, negotiated pension band increases and 
Interest credits. Due to past practice, non-management 
pension obligations include the expectation of future 
pension band increases. 

Other Benefits 

We provide certain medical, dental and life insurance 
benefits to substantially all retired employees under various 
plans and accrue actuariaily determined postretirement 
benefit costs as active employees earn these benefits. We 
maintain Voluntary Employee Beneficiary Assoclatlon 
(VEBA) trusts to partially fund these postretirement bene- 
fits; however, there are no ERISA or other regulations 
requiring these postretlrement benefit plans to be funded 
annually. 

For postretirement benefit plans, the benefit obligation is 
the accumulated postretirement benefit obligation, which 
represents the actuarial present value as of a date of all 
future benefits attributed under the terms of the postretire- 
ment benefit plan to employee service rendered to that 
date. 

In determining the accumulated postretlrement benefit 
obligation of the management health care plan, we 
anticipate cost sharing adjustments for eligible employees 
who retire after December 31, 1991. The written plan 
provides for an annual dollar value cap for the purpose of 
determining contributions required from retirees. However, 
because of past practice, some level of cost sharing of 



medical trend inflation above the caps Is consldered in the 
valuation, 

Our non-management labor contract with the CWA 
contains contractual limits on the company-funded portion 
of retiree medical costs (also referred to as "caps"). We 
have waived the premiums in excess of the caps during 
the current and past contract periods and therefore have 
not collected contributions from those non-management 
retirees. We previously calculated the obligation for non- 
management retiree medical costs based on the terms of 
the written agreement with the CWA, 

The 2004 agreement with the CWA includes an increase 
in the amount of the caps. We have determined that this 
increase in the caps combined with BellSouth's history of 
increasing the caps in prior agreements creates a substan- 
tive plan that is an uncapped plan, which differs from the 
written plan. Accordingly, we began calculating the obli- 
gation for non-management retiree medical costs as if 
there were no caps, effective with the ratification of the 
contract in the fourth quarter. 

The change in the calculation resulted In an increase to 
the retiree medical accumulated postretirement benefit 
obligation of approximately $3.5 blilion, which will be 
recognized over the remaining years of future service to 
full eligibility of the active plan participants. As a result of 
this change, we remeasured the retiree medical obligation 
as of September 30, 2004. Net periodic benefit cost 
increased $117 during the fourth quarter of 2004, or $60 
net of tax. The annual impact on net periodic benefit cost 
due to the remeasurement is approximately $460, which 
will be partially offset by reductions in other retirement 
benefits. 

Other benefit plan changes that resulted from the labor 
contract were not consldered significant enough to per- 
form an interim remeasurement but have been included in 
our annual valuation of the plans as of December 31, 2004. 

Medicare Prescription Drug, Improvement and Mod- 
ernization Act of 2003 

In December 2003, the Medicare Prescription Drug Act was 
signed into law. The Act allows companies that provide 
certain prescription drug benefits for retirees to receive a 
federal subsidy beginning in 2006. We accounted for the 
government subsidy provided for in the Medicare Act as a 
plan amendment in the calculation of our 2003 retiree 
medical obligation, resulting in a reduction to the liability of 
$575 as of December 31,2003. Effective January 1,2004 in 
accordance with final FASB guidance, we changed the 
method to treat the subsidy as an actuarial gain. The 
cumulative effect of the change in method was not 
material and did not affect the retiree medical obligation. 
Due to the change in the calculation of the obligation for 
non-management retiree medical costs as if there were no 
caps. The subsidy Increased to approximately $1,1 billion as 
of December 31, 2004. The total impact of the subsidy on 
net periodic benefit cost for 2004 was $89. 

A plan sponsor's eligibility for the federal subsidy de- 
pends on whether the plan's prescription drug benefit is at  
least actuarially equivalent to  the Medicare Part D benefit. 
Actuarial equivalence was based on comparing the Medi- 
care Part D standard drug coverage and premiums to 
BellSouth's retiree prescription drug coverage and premi- 
ums. We calculated the actuarial values based on our 
specific experience combined with nationwide statistics 
published in a standardized rating manual adjusted for 
historical utilization by our retirees. Our plans are projected 
to satisfy actuarial equivalence for substantially all partici- 
pants in future years. Detailed regulations regarding the 
calculation of actuarial equivalence were issued on Janu- 
ary 21, 2005. We do not expect our obligation or our 
assessment of actuarial equivalence to  be materially 
affected by the regulations. We continue to study the 
regulations to determine whether any change to our 
analysis will be required for future valuations. 
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The following tables summarize benefit costs, as well as the assumptions, benefit obligations, changes in plan assets and 
funded status a t  or for the years ended December 31: 

Pension Benefits Other Benefits 

2003 2004 2003 2004 

Change in benetit obligation: 
Benefit obligation at the beglnnlng of the year $1 1,386 $11,620 $ 7,387 $ 7,156 
Service cost 181 177 50 66 
Interest cost 742 696 478 472 
Amendments - 27 (572) 3,315 
Actuarial (gain) loss 803 288 293 386 
Gross benefits and lump sums paid (1,492) (1,083) (480) (512) 

Benefit obligatlon at the end of the year $11,620 $11,725 $ 7,156 $10,883 

Change in plan assets: 
Fair value of plan assets at the beginning of the year $13,338 $14,605 $ 2,820 $ 3,693 
Actual return (loss) on plan assets 2,759 2,090 761 556 
Employer contrlbutlon - - 563 422 
Plan participants contributions - - 29 39 
Benefits and lump sums paid (1,492) (1,083) (480) (512) 

Fair value of plan assets at the end of year $14,605 $15,612 $ 3,693 $ 4,198 

Funded status: 
As of the end of the year $ 2,985 $ 3,887 $(3.463) $(6,685) 
Unrecognized prior service cost (432) (362) (49) 3,266 
Unrecognized net (gain) loss 942 454 2,923 2,376 
Unrecognized net (asset) obligation - - (38) 219 

Prepaid (accrued) benefit cost $ 3,495 $ 3.979 $ (627) $ (824) 

Amounts recognized in the consolidated balance sheets at December 31: 
Prepaid benefit cost $ 3,572 $ 4,055 $ 279 $ 307 
Accrued benefit cost (77) (76) (906) (1,131) 

Net amount recognized $ 3,495 $ 3,979 $ (627) $ (824) 

Weighted-average assumptions used to determine benetit obligations at 
December 31: 

Discount rate 6.25% 5.25% 6.25% 5.50% 
Rate of compensation increase 5.10% 4.50% 4.80% 4.50% 
Health care cost trend rate assumed for the followlng year (Pre-age 65) - - 9.00% 8.33% 
Health care cost trend rate assumed for the followlng year (Post-age 65) - - 13.00% 11.67% 
Rate to which the cost trend rate Is assumed to decline (the ultimate trend rate) - - 5.00% 5.00% 
Year that the rate reaches the ultimate trend rate - - 2010 2010 

Discount rates are selected considering ylelds available 
on high-quality debt instruments a t  the measurement date. 
At December 31, 2004, in addition to reviewing standard 
bond market indices, we specifically considered the timing 
and amounts of expected future benefit payments and 
compared that with a yield curve developed to reflect 
yields available on high-quality bonds, The discount rates 
selected as of December 31, 2004, 5.25% for pension and 
5.50% for other benefits, reflect the results of this yield 
curve analysis. The rates are lower than many published 
indices of long-maturity corporate bond rates. This differ- 
ence is a reflection of the plans' demographics and benefit 
design, and the shape of the yield curve. 

Assumed health care cost trend rates have a significant 
effect on the amounts reported for the health care plan. A 
one-percentage point change in assumed health care 

cost trend rates would have the following effects as of 
December 31,2004: 

I-Percentage I-Percentage 
Polnt Increase Polnt Decrease 

Effect on total servlce and 
interest cost components $ 53 $ (42) 

Effect on other postretirement 
benefit obllgatlon $1,251 $(1,030) 

in contrast to the projected benefit obllgatlon, the 
accumulated benefit obligation represents the actuarial 
present value of benefits based on employee servlce and 
compensation as of a certain date and does not Include 
an assumption about future compensation levels. The 
accumulated benefit obligation for the qualified defined 
benefit pension plans was $1 1,164 and $1 1,486 a t  Decem- 
ber 31, 2003 and 2004, respectively. 



The other benefits funded status above of $(3,463) and 2003 and 2004, respectively, which was comprised of a 
$(6,685) for the years ended December 31, 2003 and benefit obligation of $6,709 and $10,492 for the years 
2004, respectively, includes a plan wlth a positive funded ended December 31, 2003 and 2004, respectively, and a 
status. For the remaining plans, the unfunded status was fair value of plan assets of $2,955 and $3,346 a t  Decem- 
$(3,754) and $(7,146) for the years ended December 31, ber 31, 2003 and 2004, respectively, 

Penslon Benefits Other Benefits 
2002 2003 2004 2002 2003 2004 

Components of net periodic benefit cost: 
Service cost 
Interest cost 
Expected return on plan assets 
Amortlzatlon of prlor servlce cost 
Amortization of actuarial (gain) loss (145) (28) 5 34 108 8 8 
Amortlzatlon of transltlon (asset) obllgatlon (19) (5) - 7 5 66 80 

Net periodic benefit cost 
Curtailment (galn) loss 
Settlement (galn) loss 
S~eclal termlnatlon benefits 

- - 

Net periodic benefit cost wlth adjustments $ (666) $ (486) $ (484) $- 533 $ 536 $ 620 

Weighted-average assumptions used to determine net 
periodic benefit cost for years ended December 31: 

Discount rate 7.25% 6.75% 6.25% 7.25% 6.75% 6.00% 
Expected return on plan assets 9.00% 8.50% 8.50% 8.25% 8.00% 8.00% 
Rate of compensation Increase 5.10% 5.10% 5.10% 4.80% 4.80% 4.80% 
Health care cost trend rate pre-age 65 8.00% 10.00% 9.00% 
Health care cost trend rate post-age 65 10.50% 12.00% 13.00% 

Curtailments and Settlements 

Work force reduction actlvity in 2002 resulted in a curtall- 
ment gain for pensions and curtailment and special termi- 
nation benefits charges for other postretirement benefits. 

In 2002 and 2003, lump-sum distributlons from the pen- 
sion plans exceeded the settlement threshold equal to the 
sum of the servlce cost and interest cost components of 
net periodic pension cost. Of the $181 and $49 in settie- 

Plan Assets 

BellSouth's weighted-average target allocations and ac- 
tual asset allocations by asset category are: 

Pension 
Other 

Benefits 

A t  At 
December 3 I December 31 

Asset Category Target 2003 2004 Target 2003 2004 

ment charges noted above, $167 ($100 after tax) for 2002 Equity securities 5545% 57% 58% 6040% 78% 81% 

and $47 ($29 after tax) for 2003 were recognized In Debt securltles 15-25 19 20 0-5 5 3 
Real estate 10-15 10 10 5-15 4 4 

operating results because a portion of the settlement Other 10-15 14 12 15-25 13 12 
charges were capitalized, Total 100% 100% 100% 100% 

Expected Return on Assets Assumption 

Our expected return on plan assets a t  December 31,2004 
of 8.5% reflects our long-term expectation of earnings on 
assets held In trusts. The expected return on plan assets 
reflects asset allocations, Investments strategy and the 
views of lnvestment managers and other large pension 
plan sponsors as well as historical returns. Our asset returns 
were approximately 22% in 2003 and 15% in 2004. As of 
December 2004, the 5-year average return on our pension 
assets was 4.7%, the 10-year average return was 10.8%, 
and the average return since inception was 10.9%. The 
postretirement benefits rate is slightly lower than the 
pension rate due to the use of a taxable postretirement 
benefits trust. 

BellSouth has established and maintains separate lnvest- 
ment policies for assets held in each employee benefit 
trust. Our lnvestment strategies are of a long-term nature 
and are designed to  meet the following objectives: 

ensure that funds are available to pay benefits as 
they become due; 
maximize the trusts total return subject to prudent risk 
taking; and 
preserve and/or improve the funded status of the 
trusts over time. 

Investment policies and strategies are periodically re- 
viewed to ensure the objectives of the trusts are met 
considering any changes in benefit plan design, market 
conditions or other material items. 
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Derivatives are permitted in the investment portfolio to 
gain investment exposure as a substitute for physical 
securities and to manage risk. Derivatives are not permit- 
ted for speculative or leverage purposes. Trust investments 
in BellSouth securities are immaterial. 

Cash Flows 

CONTRIBUTIONS 

Due to the funded status of our pension plans, we do not 
expect to make contributions to these plans in 2005, 
Consistent with prior years, we expect to contribute cash 
t o  the VEBA trusts to fund other benefit payments. Contri- 
butions for 2005 are estimated to be in the range of $450 
to  $500. 

ESTIMATED FUTURE BENEFIT PAYMENTS 

The following benefit payments, which reflect expected 
future service, as appropriate, are expected to be paid 
over the next ten years: 

2005 
2006 
2007 
2008 
2009 
Years 2010-2014 

Cash-Balance Pension Plan 

Pension 
Benefits 

$ 998 
4,007 
1,019 
1,043 
1,068 
5,059 

Other 
Benefits 

Gross 

$ 557 
598 
640 
679 
7 15 

3,887 

Medlcare 
Subsidy 

Receipts 

$ - 
(32) 
(35) 
(39) 
(43) 

(284) 

In July 2003, a Federal district court in Illinois ruled that the 
benefit formula used in international Business Machines 
Corporation's (IBM) cash balance pension plan violated 
the age discrimination provisions of ERISA. The IBM decision 
conflicts with decisions of a t  least two other district courts, 
including most recently a June 2004 decision of the federal 
district court in Maryland in a case involving ARINC, Inc. 
Proposed regulations vaildating the cash balance design 
have been withdrawn by the Treasury Department while 
Congress considers leglslatlve action to  clarify the legal 
status of cash balance plans under age discrimination 
rules. At this time, it is unclear what effect, if any, these 
court decisions or Congressional action may have on our 
tax-qualified cash balance pension plans or our financial 
condition. 

Supplemental Executive Retirement Plan 

The pension amounts reported above do not include the 
supplemental executive retirement plan (SERP), which is 
an unfunded nonquaiified plan. The net periodic benefit 
cost associated with this plan was $58 in 2002, $53 in 2003 
and $53 in 2004. Additional information for the plan, which 
has an accumulated benefit obligation in excess of plan 
assets, is: 

December 31 

2003 2004 

Project benefit obllgatlon $ 473 $ 584 
Accumulated benefit obligatlon (net 

amount recognized pre-tax) 429 515 
Fair value of plan assets 0 0 

Amounts recognized in the 
consolidated ba lance  sheet at  
December 31: 

Amount recognized as accrued benefit 
cost (293) (320) 

Addltlonal mlnimurn liablllty recognized In 
other comprehensive income (pre-tax) (136) (195) 

DEFINED CONTRIBUTION PLANS 

We maintain several contributory savings plans that cover 
substantially ail employees. The BellSouth Retirement Sav- 
ings Plan and the Bellsouth Savings and Security Plan 
(coilectiveiy, the Savings Plans) are tax-qualified defined 
contribution plans. Assets of the plans are held by two 
trusts (the Trusts) which, in turn, are part of the BellSouth 
Master Savings Trust. We match a portion of employees' 
eligible contributions to the Savings Plans a t  rates deter- 
mined annually by the Board of Directors. During 2004, our 
matching obligation was fulfilled with cash contributions to 
the Savings Plans, which were recorded as expenses of 
$94. 

The prior periods presented, 2002 and 2003, were the 
final two years of our leveraged Employee Stock Ownership 
Plan (ESOP) arrangement, which had been incorporated 
into the Savings Plans. In that arrangement, the Trusts used 
loan proceeds to purchase shares of BellSouth common 
stock, which were then held in suspense accounts in the 
Trusts. Our matching obligation was fulfilled with shares 
released from the suspense accounts semiannually for 
allocation to participants. During the term of the leveraged 
ESOP arrangement, we recognized expense using the 
shares allocated accounting method, which combined the 
cost of the shares allocated for the period plus interest 



incurred, reduced by the dividends used to service the 
ESOP debt. 

For the years Ended 
December 31, 

2002 2003 2004 

Compensatlon cost $ 3 8  $ 5 5  (a )  
Interest expense $ 9  $ 2  
Actual Interest on ESOP Notes $ 1 2  $ 2  
Cash contributions, excluding 

dlvldends paid to the trusts $ 84 $ 86 
Dividends pald to the trusts, used 

for debt service $ 34 $ 14 
Shares allocated to partlclpants 

(millions) 58.6 63.5 
Shares unallocated (mllllons) 4.9 - 

(a) This table relates only to  the leveraged ESOP arrangement whlch 
was termhated a t  the end of 2003. 

Note M - Financial Instruments 

The recorded amounts of cash and cash equivalents, 
temporary cash investments, bank loans and commercial 
paper approximate falr value due to the short-term nature 
of these instruments. The fair value for BST's long-term debt 
Is estimated based on the closing market prices for each 
issue at December 31, 2003 and 2004. Fair value estimates 
for the BellSouth Corporation long-term debt and interest 
rate swaps are based on quotes from dealers. Since 
judgment Is required to develop the estimates, the esti- 
mated amounts presented herein may not be Indicative of 
the amounts that we could realize in a current market 
exchange. 

Following Is a summary of financial instruments compar- 
ing the fair values to the recorded amounts as of 
December 31: 

Assets: 
Advance to Clngular 
Cost-method lnvestments 
Debt: 

lssued by BST 
lssued by BellSouth Corporation 
Issue by Discontinued Operations 
Other debt and discounts 

lnterest rate swaps, net liability 

- - -  

Recorded Estimated 
Amount Falr Value 

2004 
Recorded Estimated 

Amount Falr Value 

Assets: 
Advances to Clngular $ 4,460 $ 4,460 
Cost-method Investments $ 921 $ 921 
Debt: 

Issued by BST $ 4,482 $ 4,699 
Issued by BellSouth Corporation 16,178 16,999 
Other debt and discounts (77) (76) 

$20,583 $21,622 
Interest rate swaps, net llablllty $ 29 $ 29 

DERIVATIVE FINANCIAL INSTRUMENTS 

We are, from time to time, party to interest rate swap 
agreements in our normal course of business for purposes 
other than trading, These financial lnstruments are used to 
mitigate lnterest rate risks, although to some extent they 
expose us to market risks and credit rlsks. We control the 
credit rlsks associated with these instruments through the 
evaluatlon and continual monitoring of the creditworthiness 
of the counterparties. In the event that a counterparty fails 
to meet the terms of a contract or agreement, our 
exposure is limited to the current value at  that time of the 
currency rate or interest rate differential, not the full 
notlonal or contract amount. We believe that such con- 
tracts and agreements have been executed with 
creditworthy financial instltutlons. As such, we consider the 
risk of nonperformance to be remote. 

INTEREST RATE SWAPS 

We enter Into interest rate swap agreements to exchange 
fixed and variable rate interest payment obligations with- 
out the exchange of the underlying principal amounts. We 
are a party to various interest rate swaps, whlch qualify for 
hedge accounting and we believe are 100% effective. The 
following table summarizes the weighted average rates 
and notional amounts of these agreements. 

For the Veors Ended 
December 31. 

2003 2004 

Pay fixed/recelve variable (cash flow hedge): 
Weighted average notional amount $ 1,120 $ 4,000 
Rate paid 5.75% 5.90% 
Rate received 1.22% 1.36% 

Pay varlable/recelve fixed (falr value hedge): 
Weighted average notional amount $ 125 $ 955 
Rate paid 1.09% 3.25% 
Rate received 2.22% 5.53% 

Pay fixed/recelve varlable (cash flow hedge): 
Notional amount $ 1.120 $ 1,000 

Pay variable/recelve fixed (falr value hedge): 
Notional amount $ 500 $ 1,400 
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The change In falr market value for derivatives desig- 
nated as hedging the exposure to variable cash flows of a 
forecasted transaction is recognized as a component of 
other comprehensive income, net of tax Impacts. The 
change In falr market value for derlvatlves designated as 
hedging the exposure to changes In the falr value of a 
recognized asset or llablllty, is recognlzed in earnings In the 
period of change together wlth the offsetting loss or galn 
on the hedged Item attributable to  the rlsk being hedged. 
Durlng 2004, the change In value of our fair value hedges 
was completely offset by the change In the falr value of 
the hedged items, resulting in no Impact to net Income. 
The cash flow swaps mature in 2005 and the fair value 
swaps mature In 2008-2009, 

CONCENTRATIONS OF CREDIT RISK 

Financial Instruments that potentially subject us to credlt 
rlsk consist princlpally of trade accounts recelvable. Con- 
centrations of credit rlsk with respect to these receivables, 
other than those from long distance carriers, are limited 
due to the composltlon of the customer base, whlch 
Includes a large number of Individuals and businesses, 
Accounts receivable from long distance carriers totaled 
$246 at December 31, 2003 and $296 at December 31, 
2004. 

Note N - Shareholders' Equity 

COMMON STOCK AUTHORIZED 

Our articles of incorporatlon authorize the Issuance of 
8,650,000,000 shares of common stock, par value $1 per 
share. Our Board of Dlrectors Is aufhorlzed to create from 
the unlssued common stock one or more serles, and, prlor 
to the issuance of any shares in any partlcular series, to fix 
the voting powers, preferences, designations, rlghts, quallfi- 
cations, llmltatlons or restrlctlons of such serles. The Board 
has not created any series of common stock. 

PREFERRED STOCK AUTHORIZED 

Our articles of lncorporatlon authorize 100 million shares of 
cumulative first preferred stock having a par value of $1 
per share, of whlch 30 mllllon shares have been reserved 
and designated serles B for possible issuance under a 
shareholder rlghts plan, As of December 31, 2004, no 
preferred shares had been Issued. The serles A first pre- 
ferred stock was created for a prevlous shareholder rlghts 
plan which has expired. 

SHAREHOLDER RIGHTS PLAN 

In 1999, we adopted a shareholder rlghts plan by declaring 
a dlvldend of one right for each share of common stock 

stock for $200.00 per share. The rights may be exercised 
only if a person or group acqulres 15% of the common 
stock of BellSouth without the prlor approval of the Board 
of Dlrectors or announces a tender or exchange offer that 
would result In ownership of 15% or more of the common 
stock. If a person or group acqulres 15% of BellSouth's 
stock without prlor Board approval, other shareholders are 
then allowed to purchase BellSouth common stock, or unlts 
of preferred stock wlth the same voting and economic 
characteristics, at half price, The rlghts currently trade with 
BellSouth common stock and may be redeemed by the 
Board of Directors for one cent per rlght until they become 
exercisable, and thereafter under certain circumstances, 
The rlghts explre In December 2009. 

SHARES HELD IN TRUST AND TREASURY 

Shares held In trust and treasury, at cost, as of Decem- 
ber 31 are comprised of the followlng: 

Shares Shares 
(In mllllons) Amount (In millions) Amount 

Shares held In 
treasury 153 $5,333 ' 163 $5,524 

Shares held by 
grantor trusts 3 7 659 26 380 

Shares held in 
trust and 
treasury 190 $5,992 189 $5,904 

Treasury Shares 

Shares held In trust and treasury Include treasury share 
purchases made by the company primarily In open market 
transactions under repurchase plans and to satisfy shares 
issued In connectlon with employee and director share 
plans. The followlng table summarizes activity wlth respect 
to share repurchases for the periods presented: 

Number of 
shares Aggregate Average 

purchased (In purchase prlce per 
mllllons) price share 

2002 22.3 $ 591 $26.47 

2003 35.0 . $ 858 $24.50 

2004 5.6 $ 146 $26.13 

Total 55.4 $1,360 $24.55 

We reissued 4.9 milllon shares In 2002, 4.5 mllllon shares 
In 2003 and 6.8 mllllon shares in 2004 In connectlon wlth 
various employee and director benefit plans. 

Grantor Trusts 

then outstanding and to be Issued thereafter, This plan was 
amended in 2005. Each rlght entitles shareholders to buy 
one one-thousandth of a share of serles B first preferred stock and marketable securltles. The trusts are Irrevocable, 

We have grantor trusts that are deslgned to provide 
funding for the benefits payable under certain nonquallfied 
benefit plans. The trusts are funded with shares of BellSouth 



and assets contributed to the trusts can only be used to 
pay such benefits with certain exceptions. These trusts are 
wholly owned by BellSouth and Its subsldiarles and are 
consolldated In our financial statements. Accordingly, the 
shares of BellSouth stock held by the trusts have been 
classified as a reduction to shareholders' equity In the 
consolidated balance sheets and are not consldered in the 
computation of shares outstanding for financlal reporting 
purposes. 

OTHER COMPREHENSIVE INCOME 

Accumulated other comprehensive lncome (loss) Is 
comprised of the following components as of 
December 31: 

2003 2004 

Cumulatlve forelgn currency translation 
adjustment $(444) $ (79) 

Mlnlmum pension llablllty adjustment (89) (429) 

Net unrealized losses on derlvatlves (56) (12) 

Net unreallzed gains (losses) on securltles 4 63 

$(585) S(157) 

Accumulated other comprehensive income (loss) for our 
dlscontlnued operatlons lncluded In the amounts above 
was $(458) as of December 31,2003 and $(77) as of 
December 31, 2004. Total comprehensive income details 
are presented in the table below. 

For the Years Ended 
December 31, 

Total Comprehensive income 2002 2003 2004 

Net Income $1,323 $3,904 $4,758 

Foreign currency translatlon(1): 

Adjustments (333) (103) (43) 

Sale of foreign entitles (97) 268 408 

(430) 165 365 

Mlnlmum penslon llablllty 
adjustment, net of tax of $5, 
$( lo).  and $(20) 9 (18) (40) 

Deferred gains (losses) on 
derlvatlves: 

Deferred galns (losses), net of 
tax of $21, $8, and $20 33 14 36 

Reclasslficatlon adjustment for 
(gains) losses lncluded In net 
lncome, net of tax of $ ( I I ) ,  
$(7), and $0 (20) (13) 8 

13 1 44 

For the Years Ended 
December 31. 

Total Comprehensive Income 2002 2003 2004 

Reclasslficatlon adjustment for 
(galns) losses lncluded In net 
Income, net of tax of $(6), 
$(17), and $ I  (11) (32).  2 

Total comprehensive income $ 877 $4,059 $5,186 

( I )  Foreign currendy translation amounts had no tax impacts in 2002 
and 2003. in 2004, the Adjustments are net of tax of $42. There 
were no tax Impacts on the 2004 sale of foreign entities. 

4 

Note 0 - Stock Compensation Plans 

We grant stock-based compensatlon awards to key 
employees under several plans. In April 2004, BellSouth 
shareholders approved the adoption of The BellSouth 
Corporatlon Stock and lncentlve Compensatlon Plan (the 
Stock Plan), which provides for various types of grants, 
lncludlng stock options, restricted stock, and performance- 
based awards. One share of BellSouth common stock Is the 
underlying security for any award, The number of shares 
available for future grants under the Stock Plan shall not 
exceed 80 mlllion and shall be reduced by awards granted 
and Increased by shares tendered in option exercises. Prior 
to adoption of the Stock Plan, stock options and other 
stock-based awards were granted under the BellSouth 
Corporatlon Stock Plan and the BellSouth Corporation 
Stock Option Plan. We adopted the fair value recognition 
provlslons of SFAS No. 123, "Accounting for Stock-Based 
Compensation," effective January 1, 2003 using the 
retroactive restatement method. 

Given trends In long-term compensatlon awards and 
market condltlons, over the last few years we have moved 
toward granting a mix of restricted stock and performance 
share units In lieu of stock optlons. The table below 
summarizes the types and numbers of awards granted and 
total compensatlon cost for each type of-award included 
In our results of operations: 

Awards Granted Cornpensatlon Cost 

2002 2003 2004 2002 2003 2004 

Stock 
optlons 19,376,330 14,374,127 369,076 $159 $114 $ 78 

Restricted 
stock 1,182,000 772,250 2,264,300 12 23 43 

Performance 
share 
units 545,050 1,244,700 2,699,400 5 15 40 

Totals 21,103,380 16,391,077 5,332,776 $176 $152 $161 

Unreallzed galns (losses) on 
securltles: 

Unreallzed holdings galns 
(losses), net of tax of $(14), 
$21, and $33 (27) 39 57 

Stock-based compensatlon cost related to stock optlons 
for our discontlnued operatlons lncluded In the amounts 
above was $14 In 2002, $1 1 In 2003, and $8 In 2004, As of 
December 31, 2004, there was $160 of total unrecognized 
compensatlon cost related to nonvested awards, which will 

BELLSOUTH 2004 81 



N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  CONTINUED 

DOLLARS ARE IN MILL IONS,  EXCEPT P E R  SHARE AMOUNTS AND A S  OTHERWISE INDICATED 

B E L L S O U T H  CORPORATION 

be amortlzed over the remalnlng applicable vesting period 
of each award. 

STOCK OPTION AWARDS 

Stock options granted under the plans entltle recipients to 
purchase shares of BellSouth common stock wlthln 
prescribed perlods at  a price elther equal to, or In excess 
of, the fair market value on the date of grant. Optlons 
generally become exercisable at  the end of three to five 
years, have a term of ten years, and provide for 
accelerated vestlng if there Is a change In control (as 
defined In the plans). A summary of option actlvity under 
the plans Is presented below: 

2002 2003 2004 

Optlons outstanding at 
January I 93,467,300 106,328.465 112,840,873 

Options granted 19,376,330 44,374,127 369,076 

Options exercised (3,757,663) (4,495,974) (4,832,564) 

Optlons forfeited - , (2,757,502) (3,365,745) (2,613,812) 

Options outstandlng at 
December 31 106,328,465 112,840,873 105,763,573 

Weighted-average option 
prices per common share: 

Outstanding a t  January I $35.10 $35.68 $34.52 

Grant6d at falr market value $35.98 $2 1.96 $27.25 

Forfelted $42.44 $38.85 $36.37 

Outstandlng at  
December 3 1 $35.68 $34.52 $35.19 

Weighted-average falr value 
of options granted at falr 
market value durlng the 
year $ 9,39 $ 4.20 $ 5.66 

Options exerclsable at 
December 31 64,431,978 70,615,852 75,627,927 

Shares available for grant at 
December 31 48,345,455 54,881,922 79,886,521 

The total lntrlnslc value of options exercised durlng the 
years ended December 31, 2002, 2003, and 2004 was $59, 
$40, and $48, respectlvely. 

The fair value of each option grant Is estimated on the 
grant date using the Black-Scholes optlon-prlclng model 
wlth the following welghted-average assumptions: 

Expected life (years) 
Dlvldend yield 
Expected volatlllty 
Risk-free Interest rate 

The following table summarizes Information about stock 
options outstandlng at  December 31, 2004: 

Outstanding Exerclsable 

Welghted Weighted 
Welghted Average Average 

Exerclse Average Exerclse Exercise 
Prlce Range Optlons Life'o) Prlce Options Price 

$14 77 -$21.28 6,525,924 0.93 $20.34 6,519,624 $20.34 

(a) Weighted-average remalnlng con fractual life h years. 

RESTRICTED STOCK AWARDS 

Restricted stock awards granted to key employees under 
the plans are settled by lssulng shares of common stock at  
the vestlng date, Generally, the restrlctlons lapse In full on,  
the third anniversary of the grant date, or on a pro rata 
bask on each of the first three annlversarles of the grant 
date. The vestlng of restrlcted stock accelerates If there Is 
a change In control (as defined in the plans), The grant 
date falr value of the restrlcted stock Is expensed over the 
period durlng whlch the restrlctlons lapse. The shares .! 
represented by restrlcted stock awards are consldered 
outstandlng at the grant date, as the reclplents are 
entitled to dlvldends and voting rlghts. The total falr value 
of restrlcted stock vested durlng the years ended 
December 31,2002,2003, and 2004, was $2, $13, and $11, 
respectlvely, A summary of restrlcted stock actlvity under 
the plans Is presented below: 

2002 2003 2004 

Restrlcted shares 
outstandlng at Jonuory 1 1,058,568 2,163,250 2,267,667 

Restricted shares granted 1,182,000 772,250 2,264,300 

Restricted shares vested (65,8 14) (489,691) (407,286) 

Restricted shares forfeited (1 1,504) (178,142) (149,830) 
I 

Restrlcted shares 
outstandlng at 
December 31 2,163,250 2,267,667 3,974,851 

- Weighted-average grant 

5 5 5 date stock prlce per 
restrlcted share: 

2.19% 3.87% 3.67% 
Outstandlng at January 1 $41.82 $34.69 $29.91 

29.0% 29.0% 29.0% Granted 
$28.78 $22.11 $27.60 

4.03% 2.65% 3.46% Vested $41.58 $36.45 $34.28 

Forfeited $43.08 $36.20 $27.31 

Outstandlng at 
December 31 



PERFORMANCE SHARE UNIT AWARDS The following table provides Information for each 
operatlng segment: 

Performance share unlts granted to key employees are 
settled In cash based on an average stock price at the 2002 2003 2004 
end of the three-year performance period multlplled by Communications Group 
the number of units earned. The number of performance External revenues $18,334 $18,255 $48,289 
share units actually earned by recipients Is based on the lntersegment revenues 155 193 163 
achievement of certain performance goals as defined by Total segment revenues 18,489 18,448 18,452 
the terms of the awards, and can range from 0% to 150% DePreclatlon and m-mtlzatlon 4,161 3.771 3,593 
of the number of unlts granted. At the end of the Segment operating Income 4,916 4,843 4,628 
performance perlod, reclplents also recelve a cash Interest expense 498 407 367 

lncome taxes payment equal to the dlvldends pald on a share of 1,671 1,645 1,563 
Segment net Income $ 2,751 $ 2,829 $ 2,727 

BellSouth stock durlng the performance perlod for each Segment assets $3 1,925 $32,354 $32,303 
performance share unlt earned. Vestlng accelerates and Capital expenditures $ 3,337 $ 2,824 S 3,018 
the performance perlod Is modified If there Is a change In 
control (as defined in the plans), Performance share unlt Domestlc Wireless (40% 
expense Is recognlzed over the performance perlod based proportional interest) 
on the stock price at each reporting date and the External revenues $ 5,961 $ 6,193 $ 7,774 
expected outcome of the performance condition; expense lntersegment revenues - - - 
Is also recognized for divldends accrued during the Total segment revenues 5,961 6,193 7,774 
performance perlod. The total cash payments for unlts Depreclatlon and amortlzatlon 740 835 1,232 
vested In 2003 and 2004 were $0 and $12, respectlvely. A ~ ~ ~ ~ ~ : X O ~ e e ~ ~ ~ n g  income 1,086 915 736 

summary of performance share unlt actlvlty under the 
364 343 360 

Net earnings (losses) of equlty 
plans Is presented below: affiliates (106) (129) (156) 

2002 2003 2004 Income taxes 224 159 67 
Segment net Income $ 357 $ 261 $ 129 

Performance share unlts: Segment assets $ 9,654 $10,212 $32,895 
Outstanding a t  January I 482.450 1,017,050 1,718,400 Capltal expenditures $ 1,234 $ 1,094 $ 2,380 
Units granted 545,050 1,244,700 2,699.400 

Unlts vested - (448,200) (504,815) Advertising & Publishing Group 
Unlts forfelted (10,450) (95,150) (124,203) External revenues $ 2,134 $ 2,033 $ 2,005 

Intersegment revenues 23 17 14 
Outstanding a t  , Total segment revenues 

December 31 
2,157 2,050 2,019 

1'017'050 1'718'400 3'788'782 Depreciation and amortlzatlon 29 26 28 
Weighted-average grant 

date stock price per 
Segment operating Income 898 973 954 
Interest ex~ense 12 7 8 

performance share unit: $38.68 $26.7 1 $28.22 Income taxes 
Segment net lncome 

Note P - Segment Information 

We have three reportable operatlng segments: 
( I )  Communlcatlons Group; (2) Domestlc Wlreless; and 
(3) Advertlslng & Publlshlng Group, 

We own an approximate 40% economic lnterest In 
Clngular Wlreless, and share joint control of the venture 
with SBC. We account for the Investment under the equlty 
method. For management purposes we evaluate our 
domestic wlreless segment based on our proportionate 
share of Clngular's results. Accordingly, results for our 
domestic wlreless segment reflect the proportlonal 
consolldatlon of 40% of Clngular's results. 

segment assets 
Capltal expenditures 

RECONCILIATION TO 
CONSOLIDATED FINANCIAL INFORMATION 

Operating revenues 
Total reportable segments $26,607 $26,691 $28,245 
Clngular proportional 

consolldatlon (5,961) (6,193) (7,774) 
Advertlslng & Publishing 

accounting change (49) - - 
Unbllled receivable adjustment (163) - - 
Refund of customer late fees In 

Florlda (108) - - 
South Carolina regulatory 

settlement - - (50) 
Corporate, ellmlnatlons and 

other (119) (157) (121) 

Total consoildated $20.207 $20,341 $20.300 
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Operating income 
Total reportable segments $ 6,900 $ 6,731 $ 6,318 
Clngular proportional 

consolldatlon (1,086) (915) (736) 
Unbllled receivable adjustment (163) - - 
Restructuring charge and asset 

impairment (907) (158) (29) 
Pension settlement loss (167) (47) - 
Refund of customer late fees In 

Florida (108) - - 
South Carollna regulatory 

settlement - - 
- 

(53) 
Hurricane-related expenses - (164) 
Corporate, eliminations and 

other (15) (54) (47) 

Total consolidated $ 4,454 $ 5,557 $ 5,289 

Net income 
Total reportable segments $ 3,653 $ 3.690 
Unbllled receivable adiustment 
Restructuring charge and asset 

Impairment 
Pension settlement loss 
Refund of customer late fees In 

Florida 
Net gain (loss) on ownership 

transactions 
Net gains (losses) on sale or 

impairment of securities 
Early extinguishment of debt 
South Carolina regulatory 

settlement 
Hurricane-related expenses 
Wireless merger Integration 

costs and fair value 
adjustment 

Clngular lease accountlng 
adjustments 

Income (loss) from 
discontinued operatlons 

Cumulative effect of changes 
in accounting principle 

Corporate, ellmlnatlons and 
other 54 (60) (80) 

Total consolidated $ 1,323 $ 3,904 $ 4,758 

The Cinguiar proportional consolidation shown above 
represents the amount necessary to reconcile the 
proportional results of Cinguiar to GAAP results. 

Reconciling items are transactions or events that are 
Included in reported consolidated results but are excluded 
from segment results due to their nonrecurring or 
nonoperational nature. Net gain (loss) on ownership 
transactions include: in 2002, a gain from the conversion of 
our ownership Interest in E-Plus; in 2004, a gain on the saie 
of our operations in Denmark. 

Net revenues to external customers are based on the 
location of the customer. Geographic information as of 
December 3 1 is as follows: 

Unlted (1) 
States International Total 

2002: 
Revenues $20,207 $2,233 $20,207 
Long-llved assets 39,106 2,511 41,617 

2003: 
Revenues $20,341 $2,294 $20,341 
Long-lived assets 38,537 2,316 40,853 

2004: 
Revenues $20,300 - $20,300 
Long-lived assets 53,797 - 53,797 

( I )  Revenues from our Latin Amerlca consolidated entities are not 
Included h the revenue line Item in the consolidated statements 
of income due to the dlscontinued operations presentation. Long- 
lived assets from our Latin Amerlca entities ore not included in the 
long-lived asset line item h the consoildated balance sheets due 
to the discontinued operations presentation. 

Note Q - Commitments and 
Contingencies 

LEASES 

We have entered into operating leases for facilities and 
equipment used in operations. Rental expense under 
operating leases was $300 for 2002, $309 for 2003 and 
$232 for 2004. Capital leases currently in effect are not 
significant. The following table summarizes the approximate 
future minimum rentals under noncancelable operating 
leases in effect at December 31, 2004: 

Mlnlrnurn 
Rentals 

2005 $ 136 
2006 106 
2007 85 
2008 65 
2009 47 
Thereafter 252 

Total $69 1 

OUTSIDE PLANT 

We currently self-insure all of our outside plant against 
casualty losses. Such outside plant, located In the nine 
southeastern states served by BST, is susceptible t o  
damage from severe weather conditions and other perils, 
The net book value of outside plant was $8,527 a t  
December 31, 2003 and $8,530 at December 31, 2004. 

GUARANTEES 

In most of our saie and divestiture transactions, we 
indemnify the purchaser for various items including labor 
and general litigation as well as certain tax matters, 



Generally, the terms last one to five years for general and 
specific indemnitles and for the statutory review perlods for 
tax matters. The events or circumstances that would 
require us to perform under the Indemnity are transaction 
and circumstance specific. We regularly evaluate the 
probability of havlng to incur costs assoclated with these 
indemnifications and have accrued for expected losses 
that are probable. In addition, in the normal course of 
business, we indemnify counterparties in certain 
agreements, The nature and terms of these indemnities 
vary by transaction. Historically, we have not incurred 
significant costs related to performance under these types 
of indemnities. 

PURCHASE OBLIGATIONS 

As of December 31, 2004, we have contracts in place to 
outsource certain services, principally information 
technology. We also have various commitments with 
vendors to purchase telecommunicatlons equlpment, 
software and services. 

The following table discloses aggregate information 
about these purchase obligations and the periods in which 
payments are due: 

Payments Due by Perlod 

Less than 
Total I year 2006-2008 2009-201 1 After 201 1 

Unconditional purchase 
obilgatlons"' $3,102 $723 $1.599 $780 - 

( 4 )  The total uncondltlonal purchase obllgatlon hcludes $472 related 
to agreements with Qwest and Accenture that do  not stipulate 
annual mlnlmum purchdses. The agreement with Qwest explres In 
2010 and the Accenture agreement explres In 2007. Of this 
amount, $6 Is Included In the 2006-2008 column and $466 Is 
Included In fhe 2009-201 1 column above. 

REGULATORY MATTERS 

AT&T Prepaid Card 

In February 2005, the FCC released an order finding that 
certain prepaid card services of AT&T were 
telecommunicatlons services, The FCC held that revenue 
of the services would accordingly be subject to the same 
universal service fund and switched access charges as 
were all other similarly situated teiecommunlcations 
services, AT&T has estimated In a securities filing that it had 
"saved" approximately $ I60 in universal service fund 
contributions and $340 in access charges through use of 
the prepaid card services that were the subject of the FCC 
decision. We believe that some of the Improperly avoided 
access charges should have been pald to us for the use of 
our network. While AT&T has not provided information 
sufficient for us to reasonably estimate access charge 
payments we may be owed, we believe the charges could 
resuit in additional revenue that is material to our results of 
operations. 

South Carolina Price Regulafion 

Beginning in 1996, we operated under a price regulation 
plan approved by the South Carolina Public Service 
Commisslon (PSC) under existing state laws. In April 1999, 
however, the South Carolina Supreme Court invalidated 
this price regulation plan. In July 1999, we elected to be 
regulated under a new state statute, adopted subsequent 
to the PSC's approval of the earlier plan. The new statute 
allows telephone companies in South Carollna to operate 
under a price regulation without obtaining approval from 
the PSC, The election became effective during August 
1999. The South Carollna Consumer Advocate petltloned 
the PSC seeking review of the level of our earnings during 
the 1996-1998 period when we operated under the 
subsequently invalidated price regulation plan. The PSC 
dismissed the petition in November 1999 and issued orders 
confirming the vote in February and June of 2000, In July 
2000, the Consumer Advocate appealed the PSC's 
dismissal of the petition. In January 2004, the court hearing 
the appeal affirmed the PSC's decision. An appeal of this 
decision to the South Carolina Supreme Court was filed In 
March 2004, In April 2004, BellSouth entered into 
agreements that would completely terminate the litigation. 
Under the terms of the settlement, BellSouth agreed to, 
among other things, refund $50 to its South Carolina end 
user customers. The refund was recorded in the first quarter 
2004 as a reduction to revenue. Refunds were 
implemented following court approval of the agreements. 
BellSouth agreed to settle the case to avoid further 
expensive litigation and uncertainty relating to  the 
outcome of the litigation. The settlement Is not an 
admission of liability. 

Secfion 272 Claim 

In December 2004, the FCC partially granted and 
otherwise dlsmlssed July 2004 claims of AT&T that two 
optional discount special access tariffs violated various 
provisions of the Communications Act. The FCC held that 
one of the tariffs, the Transport Savings Plan, was unlawful 
under Sectlon 272 of the Act, which governs dealings 
between BST and our long distance affiliate. That tariff, 
originally filed in 1999, provided an overlay discount for 
carriers that accepted its terms, which included a five year 
commitment, a commitment for a defined amount of 
spending on special access, and shortfall charges if 
commitments were not met. The FCC held that the 
discount structure in the tariff was insufficiently related to 
cost, and unduly favored a class of carriers (Including our 
long distance affiliate) with relatively lower volume special 
access spending, and dlscrlmlnated against carriers with 
relatively higher volumes. The FCC dismissed the other 
claims associated with the Transport Savings Plan, and 
dismissed all claims associated with the second tariff. We 
do not agree with the FCC's finding, and appealed its 
decision to the D.C. Circuit Court of Appeals. We do not 
believe that AT&T has suffered any damages, and we 
believe that any such claims would be barred in whole or 
in part by various provisions of law. At this time, however, 
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neither the iikely outcome of the appeal nor AT&T's 
potential damages claim can be predicted, and therefore 
no reasonable estimate of loss, if any, can be made. 

LEGAL PROCEEDINGS 

Employment Claim 

On Aprii 29, 2002, five African-American employees filed a 
putative ciass action lawsuit, captioned Gladys Jenkins ef 
a/, v. BellSouth Corporation, against the Company in the 
United States District Court for the Northern District of 
Alabama. The complaint alleges that BellSouth 
discriminated against current and former African-American 
employees with respect to compensation and promotions 
in violation of Title ViI of the Civil Rights Act of 1964 and 
42 USC. Section I98 1. Plaintiffs purport to  bring the ciaims 
on behalf of two classes: a ciass of all African-American 
hourly workers employed by BeilSouth Teiecommunications 
a t  any time since Aprii 29, 1998, and a class of all African- 
American salaried workers employed by BeilSouth 
Teiecommunications at  any time since April 29, 1998 in 
management positions at  or below Job Grade 59/Levei C. 
The plaintiffs are seeking unspecified amounts of back pay, 
benefits, punitive damages and attorneys' fees and costs, 
as weii as injunctive relief. At this time, the iikely outcome 
of the case cannot be predicted, nor can a reasonabie 
estimate of the amount of ioss, if any, be made, 

Securities and ERISA Claims 

From August through October 2002, several individual 
shareholders fiied substantially identical ciass action 
lawsuits against BeilSouth and three of its senior officers 
alleging violations of the federai securities laws. The cases 
have been consolidated in the United States District Court 
for the Northern District of Georgia and are captioned In re 
BellSouth Securifies Lifigation. Pursuant to the provisions of 
the Private Securities Litigation Reform Act of 1995, the 
court has appointed a Lead Plaintiff. The Lead Plaintiff filed 
a Consoiidated and Amended Ciass Action Complaint in 
Juiy 2003 on behalf of two putative classes: (1) purchasers 
of BellSouth stock during the period November 7, 2000 
through February 19, 2003 (the class period) for alleged 
vioiations of Sections 10(b) and 20 of the Securities 
Exchange Act of 1934 and (2) participants in BellSouth's 
Direct investment Plan during the class period for alleged 
violations of Sections 11, 12 and 15 of the Securities Act of 
1933. Four outside directors were named as additional 
defendants. The Consolidated and Amended Ciass Action 
Complaint alleged that during the class period the 
Company (I) overstated the unbilled receivabies balance 
of its Advertising & Publishing subsidiary; (2) failed to 
properly implement SAB 101 with regard to its recognition 
of Advertising & Publishing revenues; (3) improperly billed 
competitive local exchange carriers (CLEC) to inflate 
revenues; (4) failed to take a reserve for refunds that 
ultimately came due following litigation over late payment 
charges; and (5) failed to properly write down goodwill of 

its Latin American operations. On February 8, 2005, the 
district court dismissed the Exchange Act ciaims, except 
for those reiating to the writedown of Latin American 
goodwill. On that date, the district court also dismissed the 
Securities Act ciaims, except for those relating to the 
writedown of Latin American goodwill, the allegations 
relating to unbiiied receivabies of the Company's 
Advertising & Publishing subsidiary, the implementation of 
SAB 101 regarding recognition of Advertising & Publishing 
revenues and alleged improper billing of CLECs. The 
piaintiffs are seeking an unspecified amount of damages, 
as well as attorneys' fees and costs. At this time, the likely 
outcome of the case cannot be predicted, nor can a 
reasonabie estimate of loss, if any, be made. 

in February 2003, a similar compiaint was fiied in the 
Superior Court of Fulton County, Georgia on behalf of 
participants in BellSouth's Direct Investment Plan alleging 
violations of Section I I of the Securities Act. Defendants 
removed this action to federal court pursuant to the 
provisions of the Securities Litigation Uniform Standards Act 
of 1998. in Juiy 2003, the federai court issued a ruling that 
the case should be remanded to Fuiton County Superior 
Court. The Fulton County Superior Court has stayed the 
case pending resolution of the federal case. The plaintiffs 
are seeking an unspecified amount of damages, as well as 
attorneys' fees and costs. At this time, the likely outcome 
of the case cannot be predicted, nor can a reasonable 
estimate of ioss, if any, be made. 

in September and October 2002, three substantially 
identical class action lawsuits were filed in the United 
States District Court for the Northern District of Georgia 
against BellSouth, its directors, three of its senior officers, 
and other individuals, alleging violations of the Employee 
Retirement income Security Act (ERISA). The cases have 
been consoiidated and on April 21, 2003, a Consoiidated 
Compiaint was fiied. The plaintiffs, who seek to represent a 
putative ciass of participants and beneficiaries of 
BellSouth's 401 (k) plans (the Plan), allege in the 
Consoiidated Complaint that the company and the 
individual defendants breached their fiduciary duties In 
violation of ERISA, by among other things, (1) failing to 
provide accurate Information to the Plans' participants and 
beneficiaries; (2) failing to ensure that the Plans' assets 
were invested properly; (3) failing to monitor the Plans' 
fiduciaries; (4) failing to disregard Plan directives that the 
defendants knew or should have known were imprudent 
and (5) failing to avoid conflicts of interest by hiring 
Independent fiduciaries to make investment decisions. The 
plaintiffs are seeking an unspecified amount of damages, 
injunctive relief, attorneys' fees and costs. Certain 
underlying factual allegations regarding BellSouth's 
Advertising & Publishing subsidiary and its former Latin 
American operation are substantialiy similar to the 
allegations in the putative securities class action captioned 
In re BellSouth Securlfles Litigation, which is described 
above. At this time, the likely outcome of the cases cannot 
be predicted, nor can a reasonabie estimate of loss, if any, 
be made. 



Anfitrust Claims 

In October 2002, a number of antltrust class action lawsuits 
were filed against BellSouth in federal district courts in 
Atlanta, Georgia and Ft. Lauderdale, Florida. Pursuant to 
the plaintiff's motion for voluntary dismissal, the court 
dismissed the cases on March 9, 2004. 

In December 2002, a consumer class action alleging 
antitrust violations of Section I of the Sherman Antitrust Act 
was filed against BellSouth, Verizon, SBC and Qwest, 
captloned William Twombley, e t  a1 v. Bell Atlantic Corp., e t  
al, in Federal Court in the Southern District of New York. The 
complaint alleged that defendants conspired to restrain 
competltlon by "agreeing not to  compete with one 
another and otherwise allocating customers and markets 
to  one another." The plaintiffs are seeking an unspecified 
amount of treble damages and Injunctive relief, as well as 
attorneys' fees and expenses. In October 2003, the district 
court dismissed the complaint for failure to  state a claim 
and the case is now on appeal. 

In June 2004, the U.S. Court of Appeals for the l l t h  
Circuit affirmed the District Court's dismissal of most of the 
antltrust and state law clalms brought by a plaintiff CLEC in 
a case captloned Covad Communications Company, e t  a1 
v. BellSouth Corporation, e t  al. The appellate court, 
however, permitted a price squeeze claim and certain 
state tort clalms to  proceed. At this time, the likely 

contract, anti-competltlve conduct, employment law 
issues, regulatory matters and other actions. BST Is also 
subject to claims attributable to pre-divestiture events, 
including environmental liabllitles, rates and contracts. 
Certain contingent liabilities for pre-divestiture events are 
shared with AT&T Corp. While complete assurance cannot 
be given as to  the outcome of these claims, we believe 
that any financlal impact would not be material to  our 
results of operations, financlal position or cash flows. 

Note R - Subsidiary Financial Information 

We have fully and unconditionally guaranteed all of the 
outstanding debt securities of BeliSouth 
Telecommunications, Inc. (BST), which is a 100% owned 
subsidiary of BellSouth, In accordance with SEC rules, we 
are providing the following condensed consolidating 
financial information. BST is listed separately because it has 
debt securities, registered with the SEC, that we have 
guaranteed. The Other column represents all other wholly 
owned subsidiaries excluding BST and BST subsidiaries. The 
Adjustments column includes the necessary amounts to 
eliminate the intercompany balances and transactions 
between BST, Other and Parent and to consolidate wholly 
owned subsidiaries to reconcile to our consolidated 
financial Information. 

outcome of the case cannot be predicted, nor can a 
reasonable estimate of loss, if any, be made. 

OTHER CLAIMS 

We are subject to claims arising in the ordinary course of 
business involving allegations of personal injury, breach of 

CONDENSED CONSOLIDATING STATEMENTS OF INCOME 

For the Year Ended December 31, 2002 
Adjust- 

EST Other Parent ments Total 
Total operating revenues $17,515 $ 5,190 $ - $(2,498) $20,207 
Total operating expenses 15,292 4,322 114 (3,975) 15,753 
Operating income 2,223 868 (114) 1,477 4,454 
Interest expense 617 22 1 610 (382) 1,066 
Net earnings (losses) of equity affiliates 1,015 548 3,766 (4,787) 542 
Other Income (expense), net (46) 1,540 184 (241) 1,437 
Income from continulng operations before income taxes, discontinued 

operations, and cumulative effect of changes In accounting principle 2,575 2,735 3,226 (3,169) 5,367 
Provision (benefit) for income taxes 582 966 (249) 593 1,892 
Income from continuing operations before discontinued operations and 

cumulative effect of changes in accounting principle 1,993 1,769 3,475 (3,762) 3,475 
income (loss) from discontinued operations, net of tax - (867) (867) 867 (867) 
Cumulative effect of changes in accounting principle - (1,285) (1,285) 1,285 (1,285) 
Net income (losses) $ 1,993 $ (383) $ 1,323 $(1,610) $ 1,323 
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For the Year Ended December 31, 2003 

Adjust- 
BST Other Parent ments Total 

Total operating revenues $17,400 $ 5,695 $ - $(2,754) $20,341 
Total operating expenses 14,838 4,169 25 (4,248) 14.784 

Operating income 2,562 1,526 (25) 1,494 5,557 
interest expense 537 73 580 (243) 947 
Net earnings (losses) of equity affiliates 1,067 498 3,799 (4,912) 452 
Other income (expense), net (10) 275 11 1 (14) 362 

lncome before income taxes, discontinued operations, and cumulative 
effect of changes in accounting principle 3.082 2,226 3,305 (3,189) 5,424 

Provision (benefit) for income taxes 730 770 (183) 619 1,936 

income before discontinued operations and cumulative effect of changes 
in accounting principle 2,352 1,456 3,488 (3,808) 3,488 

income (loss) from discontinued operations, net of tax - 101 101 (101) 101 
Cumulative effect of changes in accounting principle 816 (501) 315 (315) 315 

Net income (losses) $ 3.168 $ 1,056 $ 3,904 $(4,224) $ 3,904 

For the Year Ended December 31, 2004 

BST Other Parent Adlustrnents Total 

Total operating revenues $16,884 $6,452 $ - $(3,036) $20,300 
Total operating expenses 14,993 4,627 I I (4,620) 15,011 

Operating income 1,891 1,825 (11) 1,584 5,289 
Interest expense 529 26 607 (246) 916 
Net earnings (losses) of equity affiliates 1,125 80 3,700 (4,837) 68 
Other income (expense), net 12 667 1 14 (48) 745 

Income before income taxes and dlscontlnued operations 2,499 2,546 3,196 (3,055) 5, 186 
Provision (benefit) for Income taxes 484 858 (198) 648 1,792 

income before discontinued operations 2,015 1,688 3,394 (3,703) 3,394 
income (loss) from discontinued operations, net of tax - 1,364 1,364 (1,364) 1,364 

Net income (losses) $ 2,015 $3,052 $4,758 $(5,067) $ 4,758 



CONDENSED CONSOLIDATING BALANCE SHEETS 

December 31, 2003 December 31,2004 

Adjust- Adjust- 
RST Other Parent ments Total EST Other Parent ments Total 

ASSETS 
Current assets: 
Cash and cash equivalents 
Short-term investments 
Accounts receivable, net 
Other current assets 
Assets of discontinued operations - - - - - 

Total current assets 466 3,164 6,512 (1,293) 8.849 

Investments and advances to Cingular 3,464 8,162 891 (4,838) 7,679 
Property, plant and equipment, net 21,818 1,947 4 38 23,807 
Deferred charges and other assets 5,029 287 21,790 (20,129) 6,977 
Intangible assets, net 1,036 1,211 5 138 2,390 

Total assets $31,813 $14.77 1 $29,202 $(26,084) $49,702 

LIABILITIES AND SHAREHOLDERS' EQUITY 
Current ilablllties: 
Debt maturing within one year $ 2,454 $ 920 $ 2.470 $ (2,353) $ 3.491 
Other current liabilities 3,942 1,724 916 (1,615) 4,967 
Liabllltles of discontinued operations - - - - - 
Total current liabilities 6.396 2.644 3.386 (3.968) 8.458 

Long-term debt 4,970 845 6,301 (627) 11,489 

Noncurrent llabllitles: 
Deferred income taxes 
Other noncurrent llabllltles 2,991 1,074 -554- 75 4,694 

Total noncurrent liabilities 7,399 2,593 (197) 248 10.043 

Shareholders' equity 13,048 8,689 19,712 (21,737) 19,712 

Total llabllitles and shareholders' equlty $31,813 $14,771 $29,202 $(26,084) $49,702 

CONDENSED CONSOLIDATING CASH FLOW STATEMENTS 

For the Year Ended December 31, 2002 

BST Other Parent Adiustments Total 

Cash flows from continuing operations: 
Cash flows from operating activities $ 6,174 $ 828 $ 3,434 $(2,724) $ 7,712 
Cash flows from investing activities (3,166) (223) 1,019 458 (1,912) 
Cash flows from flnanclng activities (3,008) (525) (3.27 1) 2,361 (4,443) 

Cash flows from discontlnued operations - 7 2 - - 7 2 

Net increase (decrease) in cash $ - $ 152 $1,182 $ 95 $ 1,429 

For the Year Ended December 31. 2003 

BST Other Parent Adjustments Total 

Cash flows from continuing operatlons: 
Cash flows from operating activities $ 7,654 $ 1,637 $ 4,038 $(5,446) $ 7,883 
Cash flows from investing activities (2,918) (545) (777) 1,534 (2,706) 
Cash flows from financing activities (4,731) (1,082) (2,825) 3,959 (4.679) 

Cash flows from discontinued operations - 428 - - 428 

Net increase (decrease) in cash $ 5 $ 438 $ 436 $ 47 $ 926 

For the Year Ended December 31,2004 

BST Other Parent Adjustments Total 

Cash flows from continuing operations: 
Cash flows from operating activities $ 5,456 $ 1,347 $ 3,210 $ (3,212) $ 6,801 
Cash flows from investing activities (2,971) (14,363) (13,751) 17,525 (13,560) 
Cash flows from financing activities (2,483) 12,810 9,188 ( 14,444) 5,071 

Cash flows from discontinued operations - (579) - - (579) 

Net increase (decrease) in cash $ 2 $ (785) $ (1,353) $ (131) $ (2,267) 
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Note S - Quarterly Financial Information (Unaudited) 

In the following summary of quarterly financial information, all adjustments necessary for a fair presentation of each 
period were included. 

First Second Third Fourth 
Quarter Quarter Quarter Quarter Total 

Operating Revenues 
Operating lncome 
Provision for lncome Taxes 
lncome Before Discontlnued Operations and Cumulative Effect of Changes in 

Accounting Principle 
lncome Before Cumulative Effect of Changes in Accountlng Principle 
Net lncorne (Loss) 
Basic Earnings Per  hare'"): 
lncorne Before Discontinued Operations and Cumulative Effect of Changes in 

Accountlng Principle 
lncome Before Cumulative Effect of Changes in Accounting Principle 
Net lncorne (Loss) 
Diluted Earnings Per shareca): 
lncome Before Discontinued Operations and Cumulative Effect of Changes in 

Accounting Principle 
lncome Before Cumulative Effect of Changes in Accounting Principie 
Net lncome (Loss) 
Total comprehensive income 
2004 
Operating Revenues 
Operating lncome 
Provision for lncome Taxes 
lncome Before Discontinued Operations and Curnulatlve Effect of Change in 

Accountlng Principle 
lncome Before Cumuiatlve Effect of Change In Accounting Principle 
Net lncome (Loss) 
Basic Earnings Per   hare'"): 
lncorne Before Discontinued Operations and Cumulative Effect of Change in 

Accountlng Prlnclple 
lncome Before Cumulative Effect of Change in Accountlng Principle 
Net lncorne (Loss) 
Diluted Earnlngs Per shareca): 
lncome Before Discontinued Operations and Cumulative Effect of Change in 

Accountlng Principle 
lncorne Before Cumulative Effect of Change in Accountlng Principle 
Net lncome (Loss) 
Total comprehensive lncome 

( 0 )  Due to rounding. the sum of quarterly EPS omounts moy not  ogree to year-to-dote EPS amounts. 

The quarters shown were affected by the items ilsted below, These items are specific to net lncorne. 

2003 

We recorded losses related t o  our workforce 
reduction of approximately 3,400 posltlons, whlch 
reduced net lncome by $74, or $0.04 per share, in the 
first quarter; by $12, or $0.01 per share, In the second 
quarter; and by $10, or $0.01 per share In the fourth 
quarter, 
Thlrd quarter includes a charge for an asset 
Impairment, which reduced net lncome by $32, or 
$0.02 per share. 
We recorded income (losses) related t o  our 
Discontinued Operations whlch Impacted net lncome 
by $65, or $0.03 per share, in the first quarter; by $43, 

- - - - .  

or $0,02 per share, In the second quarter; by $42, or 
$0.02 per share, In the thlrd quarter; and by $(49), or 
$(0,03) per share, In the fourth quarter, 

First quarter Includes a gain related to  the sale of our 
operations In Denmark, which Increased net Income 
by $295, or $0.16 per share. 
First quarter also Includes a charge for a settlement 
with the South Carolina Consumer Advocate, whlch 
decreased net lncome by $33, or 0.02 per share, 
We recorded losses related t o  servlce repairs In the 
wlreline business due to  Hurricanes Charley, Frances, 



Ivan and Jeanne, which reduced net income by $23, Fourth quarter also Includes charges related to 
or $0.01 per share in the third quarter and by $77, or severance and lease termlnatlon payments, which 
$0.04 per share, In the fourth quarter. reduced net Income by $18, or $0.01 per share. 
Our equity in earnings from Clngular Included losses We recorded Income (losses) related to our 
related to wireless merger integration costs for the 
Clngular/AT&T Wireless merger, a fair value 
adjustment for the sale of Clngular Interactive, and 
lease accounting adjustments, whlch reduced our net 
lncome by $17, or $0.01 per share, in the thlrd quarter 
and by $92, or $0,05 per share In 'the fourth quarter. 

Discontinued operations which Impacted net lncome 
by $449, or $0.24 per share, in the first quarter: by $57, 
or $OD3 per share, In the second quarter; by $(53), or 
$(0.03) per share, In the third quarter; and by $911, or 
$0.50 per share, in the fourth quarter. 
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To the Shareholders BellSouth Corporatlon: 

We have completed an lntegrated audit of BellSouth Corporation's 2004 consolldated financlal statements and of Its lnternal 
control over financial reporting as of December 31, 2004 and audlts of its 2003 and 2002 consolidated financial statements in 
accordance wlth the standards of the Public Company Accounting Oversight Board (Unlted States). Our opinions, based on our 
audlts and the report of other auditors, are presented below. 

Consolidated financial statements 
In our oplnlon, based on our audlts and the report of other audltors, the accompanylng consolldated balance sheets and the 

related consolldated statements of Income, cash flows and shareholders' equity and comprehensive income present fairly, in all 
materlal respects. the financlal position of BellSouth Corporatlon and Its subsldiarles ("BellSouth") at December 31, 2004 and 
2003, and the results of thelr operations and thelr cash flows for each of the three years in the period ended December 31, 2004 
In conformity wlth accountlng prlnclples generally accepted In the United States of America. These financlal statements are the 
responslbiilty of the Company's management. Our responslbllity Is to express an oplnlon on these financlal statements based on 
our audlts. We dld not audit the financlal statements of Clngular Wireless, LLC ("Clngular"), an equity method lnvestee. 
BellSouth's consolldated financlal statements Include an Investment of $18.31 1 mllllon and $3,867 rnllllon as of December 31, 2004 
and 2003, respectlvely and equlty method Income of $24 mllllon, $408 mlllion and $497 mlllion, respectively, for each of the three 
years In the period ended December 31, 2004. Those statements were audited by other audltors whose report thereon has been 
furnished to us, and our oplnlon expressed herein, Insofar as It relates to  the amounts lncluded for Clngular, Is based solely on the 
report of the other audltors. We conducted our audits of these statements in accordance wlth the standards of the Public 
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audlt to obtaln 
reasonable assurance about whether the financial statements are free of material mlsstatement. An audlt of financlal statements 
lncludes examining, on a test basls, evidence supporting the amounts and disclosures In the financial statements, assessing the 
accountlng principles used and significant estimates made by management, and evaluatlng the overall financial statement 
presentation, We believe that our audlts and the report of other audltors provlde a reasonable basls for our oplnlon. 

As dlscussed In Note C to the consolldated financlal statements, In 2003. BellSouth adopted Financial Accountlng Standards 
Board Statement No. 143, changing Its method of accountlng for asset retirement costs and changed Its accountlng for 
publlcatlon revenues from the publication and delivery method to the deferral method as of January 1, 2003. As dlscussed In 
Note G to  the consolldated financlal statements, BellSouth adopted Flnanclal Accountlng Standards Board Statement No, 142 
and changed Its method of accountlng for goodwill and other intangible assets as of January 1, 2002. 

lnternal control over financlal reporting 
Also, In our oplnlon, management's assessment, lncluded In the accornpanylng Report of Management on lnternal Control 

Over Flnanclal Reporting, that the Company malntalned effectlve lnternal control over financlal reportlng as of December 31, 
2004 based on criteria establlshed In lnternal Control- Integrated Framework Issued by the Committee of Sponsoring 
Organlzatlons of the Treadway Commission (COSO), Is fairly stated, In all materlal respects, based on those criteria. Furthermore, 
In our oplnlon, the Company malntalned, In all materlal respects, effectlve lnternal control over financlal reportlng as of 
December 31, 2004, based on criteria establlshed In Internal Control- lntegrated Framework issued by the COSO. The Company's 
management Is responsible for maintaining effective lnternal control over financlal reportlng and for Its assessment of the 
effectiveness of internal control over financlal reporting. Our responslbllity Is to express oplnlons on management's assessment 
and on the effectlveness of the Company's lnternal control over financlal reportlng based on our audlt. We conducted our audlt 
of lnternal control over financlal reporting In accordance with the standards of the Publlc Company Accountlng Oversight Board 
(Unlted States). Those standards require that we plan and perform the audlt to obtaln reasonable assurance about whether 
effectlve lnternal control over financlal reporting was maintained In all materlal respects. An audlt of lnternal control over 
financlal reportlng lncludes obtaining an understanding of lnternal control over financial reportlng, evaluatlng management's 
assessment, testing and evaluatlng the design and operating effectlveness of internal control, and performlng such other 
procedures as we conslder necessary In the circumstances. We believe that our audlt provides a reasonable basls for our 
opinions. 

A company's lnternal control over financlal reportlng is a process designed to provlde reasonable assurance regarding 
the reliability of financlal reportlng and the preparatlon of financlal statements for external purposes In accordance wlth 
generally accepted accounting principles. A company's lnternal control over financlal reportlng lncludes those pollcles 
and procedures that (I) pertain t o  the maintenance of records that, In reasonable detail, accurately and fairly reflect 
the transactlons and dlsposltions of the assets of the company; (11) provlde reasonable assurance that transactlons are 
recorded as necessary to  permit preparation of financlal statements in accordance with generally accepted accounting 
prlnclples, and that receipts and expenditures of the company are belng made only In accordance wlth authorizations of 
management and directors of the company; and (Ill) provide reasonable assurance regarding prevention or timely 
detection of unauthorized acqulsitlon, use, or disposition of the company's assets that could have a material effect on 
the financial statements. 

Because of Its Inherent Ilmltatlons. lnternal control over financlal reportlng may not prevent or detect misstatements. Also, 
projections of any evaluation of effectlveness to future periods are subject to the rlsk that controls may become Inadequate 
because of changes In condltlons, or that the degree of compliance wlth the pollcles or procedures may deteriorate, 

Atlanta, Georgla 
March 4, 2005 
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Board of Directors and Shareowners 
Cinguiar Wireless Corporation, Manager of 
Cingular Wireless LLC 

We have audited the consolidated balance sheets of Cinguiar Wireless LLC as of December 31, 2003 and 2004, and the 
related consoiidated statements of income, changes in members' capital, comprehensive income and cash flows for 
each of the three years in the period ended December 31, 2004 (not presented separately herein). These financiai 
statements are the responsibility of the ~ompany's management. Our responsibility is to express an opinion on these 
financial statements based on our audits. The financiai statements of Omnipoint Facilities Network Ii, LLC (Omnipoint), a 
wholly owned subsidiary of GSM Faciiities, LLC (an equity investee in which the Company has an approximate 60% 
interest at  December 31, 2004), have been audited by other auditors whose report has been furnished to us; insofar as 
our opinion on the consolidated financiai statements relates to the 2003 and 2004 amounts included for Omnipoint, it is 
based solely on their report. In the consoiidated financiai statements, the Company's indirect investment in Omnipoint is 
stated at  $770 million and $880 miliion, respectively, at December 31,2003 and 2004, and the Company's equity in net 
losses of Omnipoint is stated at $100 million and $135 million, for the years then ended. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about 
whether the financiai statements are free of materiai 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, based on our audits and the report of other auditors, the consoiidated financial statements referred to 
above present fairly, in ail materiai respects, the consolidated financiai position of Cinguiar Wireless LLC and subsidiaries 
at  December 31, 2003 and 2004 and the consoiidated results of their operations and their cash flows for each of the 
three years in the period ended December 31, 2004 in conformity with U.S. generally accepted accounting principles. 

As described in Note 5 to the consolidated financial statements, in 2002 the Company adopted Statement of Financial 
Accounting Standards No. 142, Goodwlll and Other Intangible Assets. 

As described in Note 2 to the consoiidated financiai statements, the consolidated balance sheet as of December 31, 
2003 and the related consoiidated statements of income, changes In members' capital, comprehensive income and 
cash flows for each of the years ended December 31, 2002 and 2003 have been restated. 

Atlanta, Georgia 
March 4,2005 

R E P O R T  O F  M A N A G E M E N T  O N  I N T E R N A L  C O N T R O L  
O V E R  F I N A N C I A L  R E P O R T I N G  
B E L L S O U T H  C O R P O R A T I O N  

The mandgement of BellSouth Corporation is responsible for establishing and rnaintainlng adequate internai controi over 
financiai reporting and for Its assessment of the effectiveness of internal control over financial reporting, internai controi 
over financiai reporting is defined in Rules 13a-15(f) or 15d-15(f) adopted under the Securities Exchange Act of 1934. 

BeliSouth's management assessed the effectiveness of the Company's internal controi over financlai reporting as of 
December 31, 2004. In making this assessment, BellSouth's management used the criteria set forth in Internal Control- 
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based 
on its assessment, management concluded that BellSouth maintained effective internal controi over financiai reporting as 
of December 31, 2004. 

PricewaterhouseCoopers LLP, BeliSouth's independent registered public accounting firm, has audited our manage- 
ment's assessment of the effectiveness of the company's internal controi over financiai reporting as of December 31, 
2004, as stated in their report which appears on page 92. 

March 4, 2005 
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Shareholder Corporate Headqucrrters 
BellSouth Corporation 

Information 1 x 5  Peachtree Street, N.E. 
Atlanta, GA 30309-3610 
404-249-2000 

Notice of Annual Meeting 

The 2005 Annual Meeting of BellSouth 
Shareholders will be held at 9:00 a.m. EDT 
Monday, April 25,2005, a t  the Cobb Galleria 
Centre Ballroom, Two Galleria Parkway, 
Atlanta, GA. 

Stock Trading Information 

BellSouth'stock is listed on the New 
York Stock Exchange and on the London, 
Frankfurt, Amsterdam and Swiss exchanges. 

Ticker Symbol (NYSE) 

Newspaper Stock Listing 

BellSouth or BellSo 

Services for Registered Sharel?olders 

Mellon lnvestor Services, the transfer agent 
for BellSouth Shareholder Services, provides 
essential services such as record keeping, 
stock transfer, dividend payment and a toll- 
free shareholder services line. Registered 
shareholders who have questions or need 
assistance with their accounts should 
contact BellSouth Shareholder Services. 

Services available a t  no cost to you: 

Automatic direct deposit of cash dividends 
to your bank account; 
Automatic reinvestment of dividends in 
BellSouth common stock; and 
Safekeeping of stock certificates by the 
agent. 

lnternet Delivery of Proxy Material 

Registered BellSouth shareholders can elect 
to receive notice of all future proxy materials 
over the lnternet by enrolling in MLinkm. MLink 
i s  a service offered by our transfer agent that 
allows you convenient and easy online access 
to of your shareholder communications. 
If you enroll in MLink, your proxy materials, 
including the Annual Report and Proxy 
Statement, will be made available to you via 
an emoil notification with a hyperlink to the 
voting site containing the information. You can 
obtain more information and enroll in MLink 
by accessing your registered shareholder 
account at www.melloninvestor.com/isd. 

Direct Investment Plan 

The BellSouth Direct Investment Plan provides 
a comprehensive package of services 
designed to make investing in BellSouth stock 
easy, convenient and more affordable. There 
is no charge for existing shareholders to enroll. 
If you are not a BellSouth shareholder, you can 
join the Plan for an initial minimum investment 
of $500, which includes a $10 enrollment fee. 

To obtain a prospectus and enrollment form, 
go to www.bellsouth.com/investor and click 
on shareholder services or call toll-free 
888-266-6778. 

lnvestor Information and Publications 

Access www.bellsouth.com1investor for 
information about BellSouth, Inquiries from 
individual or institutional investors, security 
analysts and other members of the professional 
financial community should be directed to: 

BellSouth lnvestor Relations 
Room 14B06 
1155 Peachtree Street, N.E. 
Atlanta, GA 30309-3610 
email: investor@bellsouth.com 

The Company's Annual Report and 
Forms 10-K and 10-Q are available on the 
lnternet at BellSouth's investor home page, 
www.bellsouth.com1investor or without 
charge by writing to: 

Corporate Secretary 
BellSouth Corporation 
Suite 19A01 
1155 Peachtree Street, N.E. 

tlanta, GA 30309-3610 

Contact BellSouth Shareholder Services 

By Phone 
. . . . . . . . . . . . . . . . . .  Toll-Free .800-631-6001 

. . . .  Outside the US. Collect. .201-329-8663 
. . . . . . . . . . . . . . . . . . . . . . . .  Fax 201-329-8543 

Representatives are available 
9:00 a.m. to 7:00 p.m. ET 
weekdays. Automated system 
available 24 hours17 days a week. 

By lnternet 
Visit www.melloninvestor.com/isd 
for secure online access to your 
registered account. 

Visit www.bellsouth.com/investor 
for information about BellSouth. 

By Mail 
BellSouth Shareholder Services 
P.O. Box 3336 
South Hackensack. NJ 07606-1936 



SOUTH" 
1155 Peachtree Street, N.E. 

Atlanta, GA 30309-3610 

www.bellsouth.com 

0 2005 BellSouth Corporation. All BellSouth trademarks contained herein are owned by BellSouth Intellectual Property 
Corporation. All other trademarks are the property of their respective owners. 



SECURITIES AND EXCHANGE COMMISSI'ON 
WASHINGTON, D.C. 20549 

FORM 10-K 
(Mark One) 

L ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE 

ACT OF 1934 

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2004 
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- TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE 

ACT OF 1934 
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BELLSOUTH CORPORATION 
A GEORGIA CORPORATION I.R.S. EMPLOYER 

NO. 58-1533433 

1 155 Peachtree Street, N.E., Room 15603, Atlanta, Georgia 30309-3610 
Telephone number 404-249-2000 

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT: 

TITLE OF EACH CLASS NAME OF EACH EXCHANGE 
ON WHICH REGISTERED 

See Attachment. See Attachment. 
SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT: 

None. 

indicate by check mark whether the registrant (I) has filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was 
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes L No - 

lndicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, 
and will not be contained, to the best of registrant's knowledge, in definitive proxy or information statements 
Incorporated by reference in Part Ill of this Form 10-K or any amendment to this Form 10-K. Yes - No d 

lndicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act Rule 12b-2). 
Yes h No _. 

At January 31, 2005, 1,831,554,092 shares of Common Stock and Preferred Stock Purchase Rights were outstanding. 

At June 30, 2004, the aggregate market value of the voting and non-voting stock held by nonaffillates was 
$48,748,103,573. 

DOCUMENTS INCORPORATED BY REFERENCE 

Portions of the registrant's definitive proxy statement dated March 11, 2005, issued in connection with the 2005 
annual meeting of shareholders (Part ill). 



ATTACHMENT 
Name of Each Exchange 

Title of Each Class On Which Registered 

Common Stock (par value $1 per share) and 
Preferred Stock Purchase Rights 

Debt ~ecurities'~): 
Issued by BellSouth Capital Funding ~orporat ion(~)  

7.12% Debentures due 2097 

Issued by BellSouth Telecommunications, Inc. 
Fifteen Year 57/8% Debentures, due January 15, 2009 
Forty Year 7%% Debentures, due May 15, 2035 
Thirty Year 7 %  Debentures, due October 1, 2025 
Fifty Year 5,85% Debentures, due November 15, 2045 
One Hundred Year 7% Debentures, due December 1, 2095 
Principal Amount of One Hundred Year 6.65% Zero-To-Full 

Debentures, due December 15, 2095 
Ten Year 6'12% Notes, due June 15, 2005 
Thirty Year 6%% Debentures, due June 1, 2028 

New York Stock Exchange 

New York Stock Exchange 

(a) As of flllng date. 

(b) Subsequently merged with and Into BellSouth Corporation. 
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PART I' 

Cautionary Language Concerning 
Forward-Looking Statements I 

In addition to historical information, this document contains 
forward-looking statgments regarding events, financial 
trends and critical accounting policies that may affect our 
future operating results, financial position and cash flows. 
These statements are based on our,assumptions and 
estimates and are subject to risks and uncertainties. For 
these statements, we claim the protection of the safe 
harbor for forward-looking statements provided by the 
Private Securjties Litigation Reform. Act of 1995. 

There are possible deve!opments that could cause our 
actual results to differ materially from those forecast or 
implied in the forward-looking statements. You are cau- 
tioned not to place undue reliance on these forward- 
looking statements, which are current only as of the date 
of this filing, We disclaim any intention or obligation to  
update or revise any forward-looking statements, whether 
as a result of new information, future events 'or otherwise, 

While the below list of cautionary statements'ls not 
exhaustive, some factors, in addition to those contained 
throclghout thlk dociment, that could affect future operat- 
ing results, financial position and cash flows and could 
cause actual results to differ materially from those ex- 
pressed in the forward-looking statements are: 

a change in economic conditions In the markets 
where we operate or have material investments which 
could affect demand, for our services; 
the impact and the success of Cingular Wireless, our 
wireless joint venture with SBC Communications, Inc. 
(SBC,), including marketing and product development 
efforts, technological changes and financial capacity; 
Cingular Wireless' failure to realize, in the amounts 
and within the timeframe contemplated, the capital 
and expense synergies and other financial benefits 
expected from its acquisition of AT&T Wireless as a 
result of technical, logistical, regulatory and other 
factors; 
changes In laws or regulations, or in their interpreta- 
tions, which could result in the loss, or reduction in 
value, of our licenses, concessions or markets, or in an 
increase in competition, compliance costs or capital 
expenditures; 
continued pressures on the telecommunications indus- 
try from a financial, competitive and regulatory 
perspective; 
the intensity of competitive activity and its resulting 
impact on pricing strategies and new product 
offerings; 
changes in the federal and state regulations gov- 
erning the terms on which we offer retail and whole- 
sale services; 
continued successful penetration of the InterLATA 
long distance market; . 

/I 

the impact on our business of consolidation in the 
wireline and wireless industries in which we operate; 
the issuance by the Financial Accounting Standards 
Board or other accounting bodies of new accounting 
standards or changes t o  existing standards; 
changes in available technology that increase the 
likelihood of our customers choosing alternate tech- 
nology to the products offered by BellSouth (technol- 
ogy substitution); 
higher than anticipated start-up costs or significant 
up-front investments associated with new business 
initiatives; 
the outcome of pending litigation; and 
unanticipated higher capital spending from, or delays 
in, the deployment of new technologies. 

OVERVIEW ' I 

In this document, BellSouth ~ b r ~ o r a t i o n  and its subsidiaries 
are referred to as "we" or "~el/South." , 

We are a Fortune 100 company with annual revenues of 
over $20 billion. Our core business_is_wir;eline communica- 
tlons and our Jargest customer segment Is the retail 
consumer. We have interests in wireless communications 
through our ownership of approximately 40% of Cingular 
Wireless (Cingular), the nation's largest wireless company 
based on number of customers. We a!so operate one of 
the largest directory advertising businesses in the United 
States. We have assets of approximately $60 billion and 
employ almost 63,000 individuals. Our principal executive 
offices are located at  1155 Peachtree Street, N.E., Atlanta, 
Georgia 30309-3610 (telephone number 404-249-2000). 
We were incorporated and became.a publicly traded 
company in December 1983 as a result $of the breakup of 
the Bell System, We are incorporated under the laws of the 
State of Georgia, 

During 2004, we realigned our assets towards domestic 
wireless and increased investment in broadband to better 
position the company for the future, Specifically, our 
wireless joint venture, Cingular Wireless, purchased AT&T 
Wireless In October 2004, causing Cingular to become the 
largest wireless company in the United States and increas- 
ing the percentage of our revenue from wireless opera- 
tions on a pro forma basis to approximately 40%. To further 
this realignment in strategy, we sold our Latin American 
operations to Telef6nica M6viles in transactions that closed 
in late 2004 and early 2005. 

We have three operating segments that are the focus 
of our business: 

Communications Group; 
Domestic Wireiess; and 
Advertising & Publishing Group. 

See Note P to our consolidated financial statements for 
financial data on each of our segments. . 
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Communications Group 

O V E R V I E W  

We are the leading communications service provider in the 
southeastern United States (US), serving substantial por- 
tions of the population within Alabama, Florida, Georgia, 
Kentucky, Louisiana, Mississippi, North Carolina, South Caro- 
lina and Tennessee. BellSouth Telecommunications, Inc. 
(BST), our wholly-owned subsidiary, provides wireline com- 
munications services, including local exchange, network 
access, intraLATA long distance services and lnternet 
services. BellSouth Long Distance, Inc. (BSLD), our long 
distance subsidiary, provides long distance services to  
residential and small business customers in our nine south- 
eastern states, long distance services to  enterprise custom- 
ers with locations throughout the country, and wholesale 
long distance primarily to  wireless communications provid- 
ers, smaller wireiine telecomrnunlcations providers and 
unaffiliated long distance providers. Communications 
Group operations generated 90% of our total operating 
revenues in 2004, 2003 and 2002. 

While we provide teiecommunications service to the 
majority of the metropolitan areas in our region, there are 
many localities and sizable geographic areas within the 
region that are served by nonaffiliated telecommunications 
carriers. In addition, there is increasing competition within 
our territory from other telecommunications carriers, long 
distance carriers, cable television operators, voice over 
lnternet protocol (VolP) providers and wireless carriers. We 
have organized our marketing efforts t o  parallel our major 
customer bases: consumer, small business, large business, 
and interconnection services. 

Consumer. This unit serves the largest segment of the 
market within our region, the residential customer. While 
traditional local and long distance telephone service 
remains the core of this market, customer demands are 
rapidly broadening to  include an expanded range of 
services, from convenience features such as caller ID, 
call forwarding and voice mail, to dial-up access to the 
Internet, high-speed DSL and video services. During 
2004, the Consumer unit represented 43% of Communi- 
cations Group revenues. 

Small Business. This unit focuses on providing, in addition 
to traditional local and long distance voice services, 
advanced voice, data, lnternet and networking solu- 
tions to small and medium-sized businesses. It offers a full 
selection of standard and customized communications 
services to this market, During 2004, the Small Business 
unit represented 12% of Communications Group 
revenues. 

Large Business. This unit, known as BellSouth Business, 
provides a wide range of standard and highly special- 
ized services and products to large and complex 
business customers. In addition to traditional local add 
long distance voice services, product and service offer- 
ings to these customers include lnternet access, private 
networks, high-speed data equipment and transmission, 
conferencing and industry-specific communications ar- 
rangements for industries such as banking, healthcare 

and manufacturing. During 2004, the Large Business unit 
represented 17% of Communications Group revenues, 

lnferconnecfion Services. This unit provides interconnec- 
tion to our network and other related wholesale services 
to telecommunications carriers for use in providing 
services to their customers. lnterconnection refers to the 
link between our telecommunications network and the 
telecommunications network of other service providers. 
In addition to  interconnection services, we provide 
services such as voice and data transport services. 
During 2004, the lnterconnection Services unit repre- 
sented 24% of Communications Group revenues and 
generated 45% of our reported data revenues. The unit 
provides services to both affiliated and nonaffiliated 
customers in five different carrier markets: wireless ser- 
vice providers, competitive local exchange carriers, 
competitive switched and special access providers, 
long distance carriers and information service providers, 

BUSINESS STRATEGY 

Our business strategy Is to solidify BellSouth as the leading 
choice of customers in the southeast for an expanding 
array of voice, datp and lnternet services and to meet our 
customers' needs through teaming or wholesale service; 
arrangements with other companies. 

We intend to: 

optimize our portfolio of retail and wholesale products 
and services by utilizing marketing approaches 
targeted to our different customer segments, by 
providing superior service and by offering flexible 
packages of voice, data and multimedia applications 
through improved distribution channels and systems; 
become the leading provider of local broadband1 
lnternet Protocol (IP) services in the southeast by 
deploying new broadband1lP platforms that support 
both voice and data services as well as applications; 
and 
reduce our cost structure by managing the utilization 
of existing assets and redirecting spending to focus 
new investment on high-growth products and 
services. 

BUSINESS O P E R A T I O N S  

Voice services 

Voice services include basic dial-tone telephone service 
and switching services provided through the regular 
switched network. In addition, we offer various standard 
convenience features, such as caller ID, call waiting, call 
return and 3-way calling on a monthly subscription or, for 
some, on a per-use basis. Additional voice related reve- 
nues are derived from charges for inside wire maintenance 
contracts, voice messaging services, directory assistance 
and operator servlces. Voice revenues also include end- 
user charges and cost recoveries related to the federal 
universal service fund. 

We also offer our voice services on a wholesale basis to 
other competitive local carriers for resale to their custom- 
ers. Competitors primarily utilize our local network under 



two methods: resale and, to a greater extent, through the 
use of unbundled network elements (UNEs). Lines provided 
on a resale basis include all of the components necessary 
for a wholesale customer to provide complete service 
delivery to an end-user. UNEs represent components of our 
network that wholesale customers may combine with 
components of their own networks, or with other UNEs 
purchased from us, to allow complete service delivery to 
an end-user. In February 2005, the FCC released an order 
and new rules related to  the UNE platform (UNE-P). Its 
action effectively relieves us of the obligation to accept 
new UNE-P orders after March 10, 2005, and provides a 
12-month transition period to phase out existing UNE-P 
service. We provide network access and interconnection 
services by connecting the equipment and facilities of our 
customers with the communications networks of long dis- 
tance carriers, competitive switched and special access 
providers, and wireless providers, including Cingular. Simi- 
larly, we provide access and interconnection services to 
competitive local exchange carriers so their subscribers , 
can reach ours and vice versa. As a result of access 
charge reform, the revenues that we derive from these 
services have diminished over the past several yeprs. , 

BellSouth was historically, permitted to provide long 
distance servlces only within, but not between, certain - 
areas (referred to as LATAs) that were defined at the time 
of the Bell System divestiture in December-1983, Legislation 
was enacted in 1996 that allowed BellSouth, upon ap- 
proval by the FCC,.to prov!de InterLATA services. BellSouth 
received that approval for all nine states in its region 
during 2002. I , a  I . 

AS a consequence of the long distance-approval 
described above, BellSouth has aggressively entered the 
InterLATA long distance market in itstnine state region. 
BellSouth offers a wide array-qf calling plans to both its 
residential-and business cuptomers, Many p f  these long 
distance offers havg be-en packaged with the.Companyis 
local, data and wireless offerings so~as to present a 
"bundle" of services ,to-its customers. These "bundles" 
allow customers to purchase services at-prices lower than 
they would have paid if they had bought- the-underlying 
servlces on a stand alone basis. As of December.31, 2004, 
BellSouth has achieved a long distance market penetration 
of 47% among i ts  residential' local customers and 53% 
among its mass market business local customers. 7 

Wireline voice services provided approximately 62% of 
BellSouth's total operating revenues for12004, 2003 agd-,+ 
2002. , 3 

, 

Broadband and data services 

As use of the lnternet grows a'nd' as corporate data 
applications increase in -sophisticatlori and scope, the 
market for broadband and daTa services is expanding and 
evoivlng. BellSouth wlll continue to expand its capabilities 
in order to maintain a leadership position in the broadband 
and data communications market, investment in service 
infrastructure is strategically managed to enable delivery 
of services offering increasing capacity and functionality. In 
parallel, we continue to use new advances In digital 
technology to  bolster the broadband capabilities of our 
entire network. The emergence of high-performance 
broadband and digital infrastructure offers the ability to use 

these networks for real-time communications including 
voice and video using various technologies such as soft- 
switches (software-based switching platforms) and voice 
over lnternet protocol (VolP). 

We offer a wide range of data servlces serving the retail 
as well as the wholesale markets, Revenues from retail 
offerings such as FastAccess@ (DSL), ISDN, Frame Relay, 
Lightgate and SmartRing accounted for 55% of total data 
revenues in 2004 while wholesale offerings accounted for 
the remaining 45%. 

DSL service is an important broadband service for 
BellSouth. Over 83% of the households in our region are 
qualified to receive DSL from BellSouth, and we ended 
2 0 0 4 ~ ~ 1 t h  over 2.0 million Fast Access@ DSL subscribers, 
BellSouth participates in the DSL market in two significant 
ways. First, we offer retail DSL-based high speed lnternet 
service that we market under the name BellSoutha FastAc- 
cess@ DSL. Second, we offer DSL transport products to 
lnternet service providers and other carriers, which, in turn, 
provide information services, such as lnternet access, to 
their end users. 

We have differentiated our lnternet access products by 
providing a range of tiered speeds and associated pricing 
that appeal to a larger market. We currently offer three 
levels of service: download speeds of up to 256 kps, up to 
1.5 megabjts, and up to 3.0 megabits. In many instances, 
our network iscapable of providing speeds up to  
6,O megqbits and y e  have announced plans to upgrade 
our capabilities and expand our f,ootprlnt in 2005. In 
addition; we currently have 1.0 million dial-up customers. 
This is an important market ,as it provides a pool of 
potential customers for our higher speed products. In 2004, 
BellSouth conducted a trial of a new broadband on 
demand service., In this trial, BellSouth pl;ovjsioned a low 
speed DSL lnternet service to  trial participants. These 
customers,, when visiting certain designated websites, 
would experience faster speeds, or they could boost or 
"turbo" the speed of their service with the click of a 
button for an additional charge. 

Through a resale arrangement with Qwest Communica- 
tions Corporation, we are able to offer data services to 
meet the needs of sophisticated business purchasers of 
long distance services. These complex services are offered 
t o  enterprise.business customers not just in our nine state 
region, but throughout the United States. We intend to 
pursue additional relationships as we look to expand our 
enterprise business. 

In 2004, BellSouth began offering a variety of new 
network based VolP services that may be accessed by 
customers over ,BellSouth's existing broadband service facil- 
ities. More specifically, BellSouth currently offers: 

a suite of VolP network based IP products, including 
Centrex IP service for Large Business customers, In- 
ternet Protocol Telephone Gateway (IPTG) service 
and VolP Conversion service for interconnection Ser- 
vice customers; 
a VolP service specifically designed for Large Business 
customers and known as BellSouth Converged Solu- 
tions; and 
a numb'er'of PBX equipment-based IP voice and data 
services. 
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We expect to develop and Introduce additional VolP 
servlces to all of our customer market segments as thls new 
technology continues to evolve in the marketplace. 

Broadband and data servlces generated approxlmately 
22% of BellSouth's total operatlng revenues for 2004 and 
21% for 2003 and 2002. 

Video 

In August 2004, we began acting as a selling agent for 
DirecTV. Although lhls relationship has little impact on our 
revenues, it enables us to offer a bundle of wireline and 
wlreless voice along with data and video. As technology 
evolves, we are continuing to look at future options for 
providing video services. For example, In 2005 we com- 
menced a trial of Microsoft's IP-TV technology that, if 
commerciaily deployed, would enable BellSouth to deliver 
an Integrated suite of new volce, data and Interactive 
video capabilities and services t o  our customers over an 
upgraded DSL-based broadband transmission platform. 

Other Communicafions Group revenues 

Other Communications Group revenues are comprised 
primarily of charges for billing and collection servlces for 
long distance carriers, enhanced white pages llstlngs, 
customer late payment fees, customer premises equip- 
ment sales and malntenance services. Other revenue also 
includes charges for permitting our competitors to set up 
their equipment In our facilities (referred to as colloca- 
tion). Hlstorically, revenues from local payphone services 
were included in this category. By the end of 2003, we had 
ceased offerlng local payphone services. BellSouth also 
provides wholesale long dlstance'services, primarily to 
wireless communications provlders and smaller wlreline 
telecommunlcations provlders, as well as to  unaffiilated 
long distance providers. Other Communications Group 
servlces provided approxlmately 7% of BellSouth's total 
operatlng revenues for 2004 and 2003 and 8% for 2002, 

WIRELINE REGULATORY ENVIRONMENT 

The FCC regulates rates and other aspects of our provision 
of interstate telecomrnunicatlons services, including Inter- 
national rates and interstate access charges. State regula- 
tory commissions have jurisdiction over our provision of 
intrastate telecommunications services, including local and 
long distance rates and network access services, Access 
charges are designed to compensate our wireiine subsldl- 
ary for the use of Its networks by other carriers. Our future 
operations and financial results will be substantially lnflu- 
enced by developments in a number of federal and state 
regulatory proceedings. Adverse results in these proceed- 
ings could materially affect our revenues, expenses and 
ability to compete effectively against other telecommunl- 
cations carriers. 

Additional information relating to federal and state 
regulation of our wireline subsidiary is contained under the 
heading "Management's Discussion and Analysis of Finan- 
cial Condition and Results of Operations- Operating Envi- 
ronment - Wireilne Regulatory Environment" and is 
incorporated herein by reference. 

COMPETITION 

We face significant competition from traditional telecom- 
munications providers. Further, we are Increasingly seeing 
competltlon from wireless, cable and other provlders that 
have not historically competed with us for telecommunica- 
tions customers. 

Wireless providers 

We face strong competition from wireless service providers. 
Competition in the wlreless Industry has created lower 
price point service offerlngs that lnclude larger buckets of 
anytime minutes that Include long distance, causing many 
customers to choose wlreless for their primary volce com- 
munications option. As wireless cornpanles expand their 
offerlngs to  include high speed data services, we expect 
thls mlgration trend to continue. 

Traditional telecommunicafion service providers 

We compete for customers based principally on service 
offerlngs, price and customer service, Increasing competi- 
tion has resulted in innovative packaging and services that 
strive to simplify the customer's experience. Pricing pres- 
sures In the market have lncreased resulting in opportunl- 
ties for the customer to purchase value based packages 
and services. Competitive pressures across the board have 
resulted in an increase In advertlslngand promotlonal 
spending. Competitors are able to resell our local services, 
or lease separate unbundled network elements (UNE), In' 
addition, an increasing number of volce and data commu- 
nications networks utilizing fiber optic lines have been 
constructed by communications provlders in all major 
metropolitan areas throughout~our wlreline service territory, 

UNE prices are determined using a forward-looking cost 
model and the premise of a hypothetical, most efficient, 
lowest cost network design. Because the prlcing Is not 
based on actual cost, certain costs that exist In today's 
network are not adequately addressed in the determlna- 
tions. A competitors' use of UNEs and the UNE platform 
results in lower revenue per access line and has a ' 

detrimental lmpact on our margins as we are not allowed 
to charge UNE competitors for the actual cost we incur to 
maintain and service the access llnes. The lmpact can be 
lncreased by competltors' offerlng of service bundles that 
target high value customers. In addition, competltors' 
offerlngs can sometimes cause us to lose revenues from 
non-UNE sources, Including access to our switches and 
calling features, inside wire malntenance, operator services 
and dlrectory assistance. As a result of regulated artificially 
low wholesale prices and highly competitive retail prlcing, 
our competltors have been effective in gaining market 
share, prlmarily in metropolitan areas. At December 31, 
2004, we had provisioned approximately 3.0 million resale 
and UNE llnes to competing carrlers, an increase of 10% 
slnce December 31, 2003. 

Companies compete with us for long distance services 
by reselling long distance services obtained at bulk rates 
from us or from other carrlers, or by providing long dlstance 
services over their own facilities. 

FCC rules require us to offer expanded interconnection 
for interstate special and switched network access trans- 



port. As a result, we must permit competltlve carriers to 
terminate their transmission lines on our facilities In our 
central office buildings and other locations through collo- 
cation arrangements. The effects of the rules are to 
increase competition for network access transport, Further- 
more, long distance carriers are increasingly connecting 
their lines directly to their customers' facilltles, bypassing 
our networks and thereby avoldlng network access 
chages entirely. 

Although our competitors vary by state and market, we 
believe that at  December 31, 2004 our most significant 
locai servlce competltors remain AT&T Corp, and MCI Inc, 
and our most slgnlficant long distance competitors Include 
AT&T, MCI and Sprint Corporation. In addition, we are 
beginning to face significant competltlon from cable com- 
panies, such as Time Warner Inc. and Comcast 
Corporation., 

  here have been a number of proposed mergers an; 
nounced in recent months signaling a consolidatlon In the 
telecom,munications industry. While the ultimate Impact 
remains uncertain, we believe consolidatlon to fewer 
players could lead to more rational pricing in the market- 
place and benefit the overall Investment envl[onment. 

Broadband service providers 

Technological developments have made It feasible for 
cable television networks to carry data and voice commu- 
nications. We4 are seeing new competition as a result of 
the development of commercial applications using Internet 
Protocol technology (VolP). This medium could attract 
substantial traffic because of Its lower cost structure due to 
the fact that FCC rules do not currently Impose access 
charges on most communications carrled over this 
technology. 

FRANCHISES AND LICENSES , L 

Our local exchange buslness is typically provided under 
certificates of public convenience and necessity granted 
pursuant to state statutes and public intere~t~findings of 
the various public utility commissions of the states In which 
we do business. These certificates provide for franchises of 
indefinite duration, subject to  the maintenance of satisfac- 
tory servlce at  reasonable rates. The Telecommunications 
Act of 1996 provides that these franchises must be non- 
exclusive. 

Domestic Wireless 

OVERVIEW 

Our domestlc wireless business consists of a 40% interest in 
Clngular Wireless. Cingular is a joint venture that was 
formed by the combination of most of the former domestlc 
wireless operations of BellSouth and SBC. Cingular is oper- 
ated Independently from both parents, currently wlth a slx- 
seat Board of Directors comprised of three directors from 
each parent. BellSouth and SBC share control of Clngular. 
Clngular is a SEC registrant by virtue of its publicly traded 
debt securities. Accordingly, it files separate reports with 
the SEC. 

Cingular provides a wide array of wireless services for 
Indivldual, business and governmental users. On Octo- 

ber 26, 2004, Clngular completed Its previously announced 
acqulsltlon of AT&T Wireless, creating the largest wireless 
carrier in the United States based on number of customers. 
In addition, Cingular is one of the largest digital wireless 
network operators In the United States, At December 31, 
2004: 

Cingular reported US wlreless cellular servlce and 
personal communication services (PCS) customers 
totaling 49.1 'million: 
Cingular had access to licenses to provide cellular or 
PCS wlreless communlcatlons servlces coverlng an 
aggregate of 290 mlllion In population (POPS), 01 
approximately 98% of the US populatlon, Including all 
of the 100 largest US metropolltan areas; 
Cingular's primary digital networks utilize Global Sys- 
tem for Mobile Communication (GSM) technology 
and Time Dlvlslon Multiple Access (TDMA) technology; 
65% of Clngular's subscriber base was GSM equipped 
and 79% of its total minutes were carrled on Its GSM 
network; and 
Clngular had over 17 mllllon active users of its data 
servlces. 

- ,  

Cingular supplements its'own networks wlth roaming 
agreements that allow Its subscribers to use other provld- 
ers' wlreless services in regions where Cingular does not 
have network coverage. Cingular refers to the area 
covered by i t s  network footprint and roaming agreements 
as its coverage area. With these roaming agreements, as 
of December 31, 2004, Cingular was able to offer Its 
customers digital wlreless servlces coverlng 95% of the US 
population. 

Clngular also offers multi-band devices that allow its 
customers to access networks using both the cellular and 
PCS frequencies across the US as well as International 
networks around the world. Cingular provides Its customers 
equipped with multi-band devices the largest global cover- 
age of any US wireless carrier, wlth service available in over 
170 countries. Cingular plans to contlnue to expand its 
servlce and coverage area and Increase the capacity and 
quality of its digital network through new network construc- 
tion, acquisltlons, jolnt ventures, and roaming arrange- 
ments with other wlreless providers. Cingular also offers 
wholesale servlces to resellers, who purchase wireless 
servlces from Cingular for resale to their customers. 

in October 2004, Clngular sold Clngular Interactive, LOP., 
a data messaging business utilizing the proprietary 
"Mobltex" packet switched network. Cingular retained 
Cingular Interactive's direct e-mail customers, as well as 
several other major accounts. Cingular will contlnue Clngu- 
lar Interactive's involvement in this data business as a 
reseller. 

In 2001, Cingular and T-Mobile USA exchanged FCC 
llcenses, and subsequently formed a joint venture, to share 
lnfrastructure covering the metropolitan New York market, 
most of California and parts of Nevada. In May 2004, 
Cingular and T-Mobile entered into an agreement to 
dissolve the jolnt venture, distribute the related network 
assets, sell to T-Mobile certain assets and spectrum and 
exchange certain spectrum, since Clngular determined 
that the AT&T Wireless acquisition would provide spectrum 
and network lnfrastructure in areas missing from Cinguiar's 
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original footprint. The first phase of these transactions 
closed in January 2005. 

Pursuant to the dissolution agreement, in January 2005 
Cingular sold its ownership of the CaliforniaINevada net- 
work assets to T-Mobile for $2.3 billion in cash, net of cash 
payments required by the dissolution. The ownership of the 
New York network assets returned to T-Mobile. Cingular 
retained the right to utilize the CaliforniaINevada and New 
York networks during a foul-year transition period and has 
guaranteed to purchase a minimum number of minutes 
over this term wlth a minimum purchase of $1.2 billion. 
Cingular and T-Mobile retained all of their respective 
custo,mers in each market. 

- - / I  - 
BUSINESS STRATEGY 

Cinguiar intends to be the pre-eminent wireless communi- 
cations company in the US. Its business strategies to 
achieve that goal are to: 

build the best network by integrating the Cingular and 
AT&T Wireless networks, accelerating the build out of 
the network to improve coverage in suburban and 
neighborhood areas and strengthen the in-building 
penetration in urban areas, deploying Its 3rd genera- 
tion cellular1PCS system in major markets across the 
country and working with its rural roaming partners to 
improve and expand coverage outside of its footprint 
and assist them in' providing consistent products and 
services to its customers that roam across their 
networks; 
deliver exceptional customer servlce through the im- 
plementation of poiicles and procedures at every 
point of contact wlth its customers to improve the 
customer experience; I - 
rationalize i ts  direct and indirect distribution channels 
and expand sales locations opportunistically to create 
an unmatched distribution network; 
continue to offer compelling products and services, 
including devices, features and pricing plans, that 
differentiate Cingular from Its competitors; snd 
efficiently integrate AT&T Wireless' business and 
operations. - I  1 

O P E R A T I O N S  

Voice services ' 

Cingular offers a comprehensive range of high-quality 
wireless voice communications services in a yariety of, , 

pricing plans, including national and regional rate plans as 
well as prepaid service plans. its voice offerings are tailored 
to meet the communications needs of targeted customer 
segments, including youth, family, active professionals, 
local and regional businesses and major national corporate 
accounts. The marketing and distribution plans for Cingu- 
lar's voice services are further targeted to the specific 
geographic and demographic characteristics of each of its 
markets, 

POSTPAID VOICE SERVICE 

Consumer postpaid voice service is generally offered on a 
contract basis for one or two year periods, Under the terms 
of these contracts, service is provided and billed on a 
monthly basis acaording to the applicable pricing pian 
chosen. ~ingulaes wireless services include basic local 
wireless communications service, long distance service and 
roaming services, which enable customers to utilize other 
carriers' networks when they are "roaming" outside Cingu- 
lar's network. Cingular also bills other carriers for providing 
roaming'services to their customers when their customers 
utilize Cingular's network, Cingular had approximately 
42.9 million postpaid contract customers (excluding reseller 
customers) at  December 31, 2004. In addition to basic 
wireless voice telephony services, Cingular offers many 
enhanced features, such as caller ID, call waiting, cali 

' 

forwarding, three-way calling, no answerlbusy transfer and 
voice maiLSwith many of its pricing plans. In> some markets, 
Cingular 'makes avdihble additional services for a monthly 
fee, such as unlimited Mobile-to-Mobile calling, discounted 
International roaming and international !ong distance, ex- 
panded off peak hours, roaddde assistance and handset 
Insurance. 

Cingular's business customeis can take advantage of 
consumer postpaid voice plans, as well as a number of 
business-specific devices and.features, pooled and flat rate 
plans. Cinguiar's pooled rate plans .allow enterprises to 
share minutes and megabytes across their employee base. 

I 8 .  
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PREPAID VOICE SERVICE 

8 I 

Cingular offers-;repaid servlce to meet the demands of 
distlnct consumer segments, such as the youth market, 
families and small business customers, who prefer to pay in 
advance. As of December 31, 2004, retail prepaid users 
repre'sented approximately 7% of Cingular's total custom- 
ers. '~ ingu la i  believes' its'prepaid servlce offering beneflts 
from being part of-a national brand, particularly with 
regard to distributi'on; Its'prepaid strate'gy focuses on 
increasing the profitability of this customer segment by 
offering a wider array aof services and feafures to Increase 
the revenue and retention of these customers, Its prepaid 
services offer customers many features available on its 
postpaid plans, including unlimited nights and weekends, 
long distance, caller ID, call waiting, voicemail and off- 
network roaming, as well as enhanced features like text 
messaging, downloadable graphics and ringtones, games 
and information alerts. At the same time, the customer 
retains the benefits of no credit check and enhanced 
ability to control spending and some of its prepaid custom- 
ers have no contract or monthly billing. In addition, 
Cingular continues to focus on increasing the distribution of 
Its prepaid offering to include the Internet, automated 
replenishment services and strategic retail partners: 

Consistent wlth the industry, Cingular experiences hlgher 
customer churn rates and lower revenue per customer with 
prepaid customers than its. postpaid customers; however, 
these impacts are somewhat offset by the lower cost of 
acquiring new prepaid customers, including lower handset 
subsidies, higher revenue per minute earned and the 
absence of significant payment defaults. 



Data services 

Clngular currently offers a wlde array of consumer data 
servlces such as wlreless Internet browsing, wlreless e-mail, 
text messaglng, instant messaglng, multi-media messaglng 
and downloadable content and applicatlons. Clngular 
continues to focus on Improving the customer experlence 
through the deployment of advanced data capable de- 
vices, through constantly enhancing the user interface on 
these devices, and by making the provlsloning of data 
services on these devlces as seamless as possible. With the 
acqulsltlon of AT&T Wlreless, we believe that Clngular Is the 
iargest provider of wireless data in the US wlreiess industry 
based on annual data revenues for 2004. 

Clngular provides, wlreiess access to corporate buslness 
applicatlons for customers who have mobile field person- 
nel. Its wlreless soiutlons allow sales managers to access 
corporate e-mall when away from the office and allows 
technicians to solve problems and access corporate 
databases from the field. To dellver these servlces, Clngular 
offers a wide range of wlreless data devices for business 
needs. Clngular supports all major operating system plat- 
forms - BlackBerry, Windows Moblle, Palm and Symblan and 
a wlde range of devices, Including data-enabled handsets, 
Integrated personal dlgital asslstants (PDAs) (such as, 
BlackBerry handhelds), personal computer data cards and 
special purpose devlces. 

. , 

Equipment sales 

Clngular sells a wide variety of handsets, integrated PDAs 
and wlreless PC card modems manufactured by various 
suppliers for use wlth Its servlce. Cingular provldes postpaid 
contract customers substantial equipment subsldles to 
initiate or upgrade servlce. Cingular also provldes Its 
customers and resellers wlth subscrlber Identity modules 
(SIMs) to use in special purpose devlces that they can buy 
directly from equipment manufacturers, In addition, Clngu- 
lar sells accessorles, such as carrying cases, hands-free 
devlces, batteries, battery chargers and other Items to 
consumers and to agents and other thlrd-party distrlbutors 
for resale. 

NETWORK 

Licenses 

Cingular has access to wlreless licenses to provide volce 
and data services over celluiar/PCS networks In all 100 of 
the largest US metropolitan areas, covering an aggregate 
of 290 million POPS, or approximately 98% of the US popula- 
tlon. Clngular has also signed numerous roaming agree- 
ments to ensure Its customers can receive wlreless service 
in vlrtually all areas In the United States where celiular/PCS 
service Is available. Cingular's cellular/PCS networks are 
substantially complete. 

Technology 

In the US wireless telecommunications Industry, there are 
two principal frequency bands currently licensed by the 
FCC for transmitting two-way voice and data slgnals. 
Analog and digital cellular services are provided over the 

850 MHz band and digital PCS servlces are provided over 
the 1900 MHz band, PCS Infrastructure Is characterized by 
shorter transmission distances and the need for closer 
spacing of cells and towers than in a cellular network to 
accommodate the different characterlstlcs of the PCS 
radio slgnals. However, PCS service does not differ functlon- 
ally to the end-user from digltal cellular service. 

Clngular uses both Global System for Moblle Communi- 
cation (GSM) and Time Division Multiple Access (TDMA) 
technology. These are digital technologies that allow for 
numerous advantages over analog servlce, lncludlng ex- 
tended battery ilfe, Improved volce quality, greater call 
security and lower per-minute costs. Digital servlce also 
enables enhanced features and servlces, such as lnterac- 
tive messaglng, facsimile, e-mail and wlreless connections 
to computer/data networks and the Internet, Further, GSM 
offers three to four times the volce capacity of TDMA 
dlgital technology and provldes economies of scale due to  
Its predominant global use. Hardware and software en- 
hancements, referred to as Genera! Packet Radio Service 
(GPRS)' and Enhanced Data Rates for GSM Evolutlon 
(EDGE), allow high-speed data communlcatlons, Although 
Clngular offers analog and digital servlce In Its cellular 
markets and digital servlce In Its PCS markets, less than 1% 
of ~ingular's total usage based on minutes remains on Its 
analog network. 

The operation and performance of today's wlreless 
communlcatlon networks and handsets is functionally lden- 
tical across all digltal technologies, a?d we believe that 
wireless customers are generally unaware of or uncon- 
cerned wlth the particular technology of their chosen 
wireless carrier. Therefore, we believe that Cingular's cho- 
sen technology path Is fully capable of supporting Its 
buslness growth strategies In this competitive market. 
Nevertheless, to continue t o  advance and potentially 
differentiate versus the competition, Clngular is actively 
depioylng a more advanced 3rd generatlon (36) 
technology. , 

Although many advances are still underway for en- 
hanced capacity, performance and features In ail of the 
deployed technologles, Clngular, through its acqulsltlon of 
AT.&T Wlreless, operates Its 3rd generatlon cellular/PCS 
system using the Universal Moblle Telecomrnunicatlons 
System (UMTS) standard In six cities (Dallas, San ~rahclsco, 
Detroit, Phoenlx, Seattle and San Diego), UMTS, like GSM, is 
the dominant world standard that has been accepted and 
deployed In Europe and Asia. Clngular's currently deployed 
3rd generatlon UMTS systems allow user average data 
download speeds between 220-300 kiloblts per second 
(kbps), providing the capability for a variety of servlces 
such as streaming audio, video, and simultaneous volce 
and data appllcatlons. Much like Cingular's EDGE system, 
UMTS allows for packet data enabling "always on" con- 
nectivity, whlch is useful for recelvlng email when It arrives 
versus the need to set aside time for an emall download, 
allowlng bllllng based on the amount of data transferred, 
rather than the amount of time a given device is 
connected. 

In January 2005, Cingular field tested a higher speed 
downllnk component of UMTS called "High Speed Downlink 
Packet Access" (HSDPA), which it Intends to offer in all of 
Its UMTS markets, Clngular's successful field trial of the first 
phase of HSDPA, whlch provides up to  3.6 megabits per 
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second (mbps) peak speed, demonstrated that HSDPA is 
the fastest wide-area wireless high speed data solution 
available for consumer access in the US. In the next two 
years, HSDPA is expected to have average throughput in 
the 400-700 kbps range and theoretical speeds of 
14 mbps. Cinguiar currently expects to deploy HSDPA in 15 
to 20 markets in 2005, and to  provide UMTSIHSDPA in 
substantially all of the top 100 markets by the end of 2006. 

Spectrum capacity and coverage 

Cingular currentiy owns licenses for spectrum in the 
850 MHz and 1900 MHz bands. We expect that the 
demand for its wireless services will grow ove,r the next 
seveial years as the demand for both traditional wireless 
voice services and wireless data and Internet services 
increases significantly. We anticipate that Cingular will 
need access to additional spectrum in selected derfsely 
populated markets to meet expected demand for existing 
services and throughout its network to provide 
UMTSIHSDPA. some of this additional spectrum requirement 
was met by the acquisition 01 AT&T-Wireless and the 
purchase of 1900 MHz spectrum from NextWave Telecom, 
Inc, (NextWave). 

in o[deyLto acqbire access to additional spectrum, 
Cingular may participate in future FCC auctions and 
exchange spectrum with, and lease or purchase spectrum 
licenses from, other, wireless carrlers.,On February 15, 2005, 
the FCC's most recent aucyion of wireley spectrum con- 
cluded. Cingular participated in Auction 58 as a 
non-controlling equity Interest holder in Edge Mobile, LLC 
(Edge), Edge was the successful bidder for, and following 
the filing and review of the standard applications, expects 
to be granted 2l,!icenses, Edge's total high bids for the 
licenses in which ~ ingu iar  will have an ingirect economic 
lnterest amounted to $181, of which Cingular is obligated 
to fund $174, upop and subject tb grant oftthese licenses 
by the FCC, Edge will hold 20 MHz of PCS spectrum [n 
Pittsburgh and 10 MHz in Dayton, Denver, Kansas City, 
Minneapolis, Norfolk, ~k iahoma City, Richmond and ofher 
areas, 'all of which are markei's where Cingular currently 
operates. Cingular may also obtain additional spectrum ' 

capacity through mergers and acquisitions, joint ventures 
and alliances. 

Network integration 

The acquisition of AT&T Wireless provided Cingular with 
significantly more cell sites covering its footprint than any 
other operator in the US. To ensure the additional cell sites 
result in improved coverage for its customers, Cingular has 
activated "home-on-home roaming" between the previous 
AT&T Wireless and Cingular svstems allowing former AT&T 
Wireless customers to roam onto Cingular networks where 
they 'did not have AT&T Wireless coverage and similarly for 
Cingular customers. Cingular intends to maintain this im- 
proved coverage and to continue network construction to  
add a large number of new cell sites to further bolster its 
coverage advantage, 

Cingular also has opportunities to reduce the ongoing 
cost of the business in areas where the former Cinguiar and 
AT&T Wireless had comparable coverage, such as when 
they were both co-located on the same cell site. In these 
situations, Cingular intends to choose the best celi sites 

and de-commission the other celi sites. This process will 
occur during integration, when both networks are com- 
bined into one commonly controlled network. Cingular 
expects to have over 40% of the networks integrated by 
the end of 2005, and finalize its network integration by the 
end of 2006. 

COMPETITION 

There is substantial and increasing competition,in all 
aspects of the wireless communications industry. Cingular 
competes for customers based principally on its reputation, 
network quality, customer service, price and service ' 

offerings., 
Cingular's competitors are principally the ofher largest 

national providers of cellular, PCS and other wireless 
' 

communications 'services - Verizon Wireless Inc., Sprint PC$ 
Nextel Communications inc, and T-Mobile, which together 
with Cingular served over 90% of the US wireless customers, 
k1ngular1s competitors also jnclude regional carriers, such 
as US. Cellular and Alltel 'Corpo(ation, nic,he cp r~ iek  buch 
as MetroPCS and'cricket ~ommunlcationslnc, and resel- 
l e y  Some of the Indirect retailers who sell Cingular's 
services alsb sell its competitors' servkes. Cingu'lqr ranks -, 
first among the five natlonal carriers in terms of customers ' 

sehed as of December 31,2004, and second, in 2P04 - 
revenues. Verizon Wireiess ranks second in terms of cus: ' 
tomers served and first in terms of revenues for 2004, 

Regulatory policies favor robust competition in wireless 
markets. Wireless Local Numbe: Portability (WLNP), which . , 
was Implemented by the,FCC late In 2003, has also 
increased the level of competition in the jndustry. WLNP 
allows subscribers to  switch carriers without having to 
change their telephone'nurnbers. , - 

Consolidation, alllances and business, venJures may ln- 
crease competition, ~onsolidatlon'and the formation oi 
aiilances bn-d bysinksf vpntu[es within the wlrelesjcommu- 
nica'tlons industiy have occurred and Cingular expects that 
thls trend will contlnue. Consolidation may create Ibrger, 
better-capltallzed competitors with substantial financial, 
technical, marketing, distribution and other resources to 
compete with Cingular's product and service offerings, in 
addition, global combinations of wireless carriers - such as 
the joint venture between Sprint PCS and Virgin ~i'du'b Ltd., 
Verizon Wireiess, which is a joint venture between Verizon 
Communications and Vodafone Group Plc, and mergers 
and acquisitions, such as the ownership of T-Mobile by 
Deutsche Telekom AG and proposed mergers of Sprint 
Corporation and Nextel, and Alltel and Western Wireless 
Corporation - may give some domestic competitors better 
access to international technologies, marketing expertlse 
and strategies and diversified sources of capital, Other 
large, national wireless carriers have affiliations with a 
number of smaller,. regional wireless carriers that offer 
wireless services under the same national brand, thereby 
expanding the national carrier's perceived national scope. 

Cingular's ability to compete successfuily will depend, In 
part, on the quality of its network, customer service, and 
sales and distribution channels, as well as its marketing 
efforts and ability to anticipate and respond to  various 
competitive factors affecting the Industry. These factors 
lnciude the introduction of new services and technologies, 
changes in consumer preferences, demographic trends, 



economic conditions, pricing strategies of competitors and 
its ability to take advantage of its relationship wlth SBC 
and BellSouth. As a resu,lt of competition, Cinguiar has In 
the past and may in the future be required to: 

increase Its spending to retain customers; 
restructure its service packages to include more 
compelling products and services; 
furl.her upgrade its network infrastructure and the 
handsets it offers; and 
: increase its advertising, promotional spending, com- 

missions and other customer acquisition~costs. , 

WIRELESS REGULATORY E N V I R O N M E N T  ' 

The FCC regulates the licensing, construction, operation, 
acquisition and transfer of wireless systems in the US 
pursuant to the ~ommunications Act of 1934 and its 
associated rules, regulations and' pollcles. Add,itional infor- 
mation relating to fedeyal and'state regulation of Clngu- 
lar's wireless ,S)perations is contained under the heading 
"ManagementIns Discussion and Analysis of Financial Condi- 
tibn and ~esuits of operat!ons - Operating Environment - 
Wireless kegulatory Environment", and is incorporated ' , 
herein b;/ reference., : .L .,, 

1 , I  
% ,  

Advertising & Publishing Group 
/ 1 -  _ , I  . 1 

# I  3 , '  . 
We are one of the leading publishers of telephone directo- 
ries in the United States, Our Adverfising & Publishing Group 
publishes more than 500 directories and distributes approxi- 
mately 63 million copies to residen~es,~businesses and 
government agencies,!n-the Sout,heast. Revenues from this 
group represented approximately 10% of our total operat- 
ing revenues in 2004, 2003 and 2002,. 8 t 

We publish alphabetical white page directories of busi- 
ness and residential telephone subscribers in, substantially 
ail of our wireline telecommunications markets and sell 
advertising in and publish classified directories under The 
Real Yellow Pages@* trademark !in the same markets: The 
published advertising is made available through our own , 

ReaiPages.com site and through partnerships with multiple 
search engines. 

We continually seek to expand our Advertising & Publish- 
ing business by increasing advertising sales in our traditional 
directory and electronic products. We also market t o  

' 

customers with unique directory and advertising needs. 
Examples of such expanded directory services and prod- 
ucts include our Companion directory, wsmaller, more 
portable version of the traditbnal print directory, and 
electronic search engine advertising. 

While print yellow pages remain a significant source of 
information ,for many customers searching for local contact 
information, a growing number of customers are going 
online for their local searches, and a growing number of 
advertisers are including online advertlsing with their print 
media buys. In November 2004, the directory businesses of 
BellSouth and SBC created an Internet yellow pages Joint 
venture by acquiring the highly recognized Yel- 
lowPages.com brand, with the goal of becoming the 

market leader in Internet yellow pages and local Intern-et 
search. 

We also provide telephone directory and ele~tronic 
sales,and publishing services for nonaffiliate,d telephone 
c ~ ~ p a n i e s  and receive a portion of the advertising reve- 
nue as a commission. During 2004, we contracted with 
101 nonaffiliated telephone companies to sell adv,ertising in 
over 549 classified directories in 42 states. We also act as 
an a g e d  fof national yellow page ad placements in 
50 states on behalfi of over 413 companies. 

? I - ' 

BUSINESS STRATEGY I 

' a (  

We are commitl'ed to remaining the preferred comprehen- 
sive'source llnking buyers and sellers In the local, regional 
and national'marketplace. To achieve'this objective, we 
intend to: ' I + ,  I - 

_ I ,  $ '  

maintain product leadership by reinvesting In our 
products and making strategic investments to  pro- 
mote our products; 
grow revenues,through new ppducts and.procJucj 
enhancements, including the development and in- 
crgased di.st[ibution, of Intepet and niche products ., 
and by expqnding our existing ma,rkets through new 

' market overlays and tradRio,nal, market re-scoping; 
attiact new customers and retain our existing cus- 

? tomer, base,ey offering competitive pricing,and Incen- 
tive ,, programs !L, , to encourage,.ne\h: customers and, to  
reward current customers for their, tenure; and, 
contirpe to improve operational efficiency. 

I _  

% ,  - 

 COMPETITION^ I , , I  I 

" , ; * : .  

Competition in the yellow pages industry continues to 
intensify. Major markets are seeing multiple competitors, 
wlth many different media competing for advertising reve- 
nue. Within the print yellow pages, we, compete primarily 
with Yellow Book USA, White Publishing,,R.H. Donnelly, and 
Verizori. Other electronic competitors include Google, 1 ': . 
Yahoolocal, SuperPages.com'and other lnternet search 
engines that have a small but growing percentage of . 
yellow paga-like searches. Competition for dire,ctory sales 
agencycontrbcts for the sale of advertising In publications 
of nonaffiliated companies also continues to be strong. We- 
continue to respond to the increasing competition and~the 
dynamic media environment with investments in product 
enhancements; multiple delivery options;local promotions, 
customer vdlue plans, increased advertlsing, and sales 
execution. 

c ,% ' I 

Latin American Group 
8 ,  t 

On March 5, 2004, we signed an agreement with Telef6- , 
nica Mbvlles, S.A., the wireless affiliate of Telef6nica, S.A., 
to sell all our interests In our Latin American operations. 
During October 2004, we closed on the sale of 8 of the 10 
properties: Venezuela, Colombia, Ecuador, Peru, Guate- 
mala, Nicaragua, Uruguay and Panama. We closed on the 
sale of the remaining two properties (Argentina and Chile) 
in January 2005. 
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Intellectual Property Properties 

BellSouth's Intellectual property portfolio is a major compo- 
nent of our ability to be a leading and Innovative telecom- 
munications servlces provider. We diligently protect and 
work to build our inteiiectual property rights through pat- 
ent, copyright, trademark and trade secret laws. We also 
use various licensed intellectual property to conduct our 
business. 

In addition to using our intellectual property in our own 
operations, BellSouth grants licenses to certain other com- 
panies to use our intellectual property. 

From time to  time, BeiiSouth receives notices from thlrd 
parties asserting patent and other intellectual property 
clalms. Regardless of the merit of such claims, they may 
require significant resources to investigate and defend 
and, if an Infringement claim Is successful, in the event we 
are unable to license the infringed technology or to 
substitute acceptable non-infrlnging technology, our busi- 
ness could be adversely affected. 

Research and Development 

Research and development in our iridustry is primarily 
driven by equipment manufacturers. in addition, we con- 
duct research and development activities Internally and 
through external vendors, primarlly Telcordla Technologies. 
Teicordia provides research and development and other 
services to us and other teiecommunicatlons companies. 
We have contracted with Telcordla for ongolng support of 
engineering and systems. In addition, we are a member of 
the National Teiecommunlcations Alliance, an organization 
that supports our commitment to national security and 
emergency preparedness, 

1 

Employees 
I 

At December 31, 2004, we employed almost 63,000 indivld- 
uals. About 67% of BellSouth's employees at  December 31, 
2004 were represented by the Communlcations Workers of 
America (CWA), which is affiliated wlth the AFL-CIO. 
Collective bargaining agreements wlth the CWA were last 
ratified in September 2004. These five-year contracts, which 
expire August 8, 2009, cover approximately 42;000 employ- 
ees. The contracts include basic wage ,increases of 1% in 
year one, 2% in year two and annual increases of 2.5% in 
years three through five totaling 10.5% over the contract 
term. The contracts also provide for a 4% lump-sum 
payment upon ratification by the membership. In addition, 
the agreements provide for a standard incentive award of 
2% in the first three years of the contract increasing to 3% 
in years four and five. Other terms of the agreements 
include pension band increases and pension plan cash 
balance improvements for active employees. We expect 
the agreements to continue to give us the workforce 
planning flexibility needed to respond to changing market- 
place conditions. 

Our properties do not lend themselves to description by 
character or location of principal units. Our investment in 
property, plant and equlpment in our consolldated opera- 
tions consisted of the following a t  December 31: 

2003 2004 

Outside plant 405% 43.0% 
Central office equipment 39.7 41.7 
Operating and other equipment 7.9 3.6 
Land and buildings 7.7 7.6 
Furniture and fixtures 3.8 3.8 
Plant under construction 0.4 0.3 

Almost all of these properties are located In our Com- 
munications Group segment. 

Outside plant consists of connecting lines <aerial, under- 
ground and buried cable) not on customers' premises, the 
majority of which is on or under public roads, highways or 
streets, while the remainder is on or under private property. 
We currently self-Insure ail of our outside plant against 
casualty losses. Central office equlpment substantially con- 
sists of digital electronic switching equipment and circuit 
equipment, Land and bulldings consist principally of central 
offices and administrative space. Operating and other 
equipment consists of wireless network equipment, embed- 
ded intrasystem wiring (substantlaliy all of which is on the 
premises of customers), motor vehicles and other equlp- 
ment. Central office equlpment, buildings, furniture and 
fixtures and certain operating and other equipment are 
insured under a blanket property insurance program. This 
program provides substantial limits of coverage against "ail 
risks" of loss including fire, windstorm, flood, earthquake 
and other perils not specifically excluded by the terms of 
the pollcles. 

Substantially all of the installations of central office 
equipment for the wireilne communlcations business are 
located In buildings and on land owned by BST. Many 
garages, administrative and business offices and telephone 
service centers are in leased quarters. Most of the land 
and buildings associated with our nonwireilne businesses 
and administrative functions are leased, 

Legal Proceedings 

EMPLOYMENT CLAIM 

On April 29, 2002, five African-American employees filed a 
putative class action lawsuit, captioned Gladys Jenkins e t  
a/, v. BellSouth Corporatlon, against the Company in the 
United States District Court for the Northern District of 
Alabama. The complaint alleges that BellSouth dlscrlrni- . 
nated against current and former African-American em- 
ployees wlth respect to compensation and promotions in 
violation of Title VII of the Civil Rights Act of 1964 and 
42 USC Section 1981. Pialntiffs purport to bring the claims 
on behalf of two classes: a class of all African-Amerlcan 
hourly workers employed by BellSouth Telecommunications 
at any time since April 29, 1998, and a class of all African- 
American salaried workers employed by BellSouth Telecom- 



munications at  any time since April 29, 1998 in .manage- 
ment positions at  or below Job Grade 59lLevel C, The 
plaintiffs are seeking unspecified amounts-of back pay, 
benefits', punitive damages and'attorneysf fees and costs, 
as weil as injunctive relief. At this time, the likely outcome 
of the case cannot be predicted, nor can a reasonable 
estimate of the amount of loss, if ariy, be made. . 

I 

SECURITIES AND ERISA CLAIMS 

From ~u~us t , t h rou ih  october'2002, several individual. 
shareholders filed substantially identical class action law-, 
suits against BellSouth and three of i t s  senior officers 
alleging violations,of the federal securities laws, The cases 
have been consolidated in the United States District,Court 
for the Northern District of Georgia and are capfioned In re 
BellSoufh Securities Lltigatlon. Pursuant to the provisions of 
the Private Securities Litigation Reform Act of 1995, the 
court has appointed a Lead Plaintiff. The Lead Plaidiff fiieb 
a Consoildated and Amended Class Action Complaint in 
July 2003 on behalf of two putative cla'sses: (I) pukhasers 
of BellSouth stock during the period NovXmber 7, 2000 
through February 19, 2003 (the class perioki) for alle-ged 
violations of Sections Io(b): and 20 of ?tie 'Securities ' 
Exchange Act of 1934 and (2) participants in BellSouth's 
Direct lnvestment Plan during ?he'%iass perio'd'for alleged 
violations of Sectlans 11: 12 and 15 ofittie Securities &ctl of 
1933. Four outside directors were named'as additional ' I  

defendants. The Consolidated 'and ~ m e h d e d  Crass Action 
complainlt alleged that during the dass' period, the Com- 
pany ( I )  overstated the unbilled receivables balance of 
Its Advertising &' Publishing subsidiary; ('2) failed to properly 
implement SAB 101 with regard to its recognition of 
Advertising & Publishing revenues; (3) improperly billed 
competitive local exchange carriers (CLEC) to inflate 
revenues; (4), failed to, dake a reserve for, refunds that , , 
ultimately came due following 1itigatjon;over late payment 
charges; qnd (5) failed to properly write down goodwill of 
i ts Latin American operations. On February 8, 2005, the 
district court dismissed the Exchange .Act claims, except 
for those relating to the writedown of Latin Ame~lcan 
goodwill. On that date, the distrlct court also dismissed the 
Securities Act cialms, except for those relating to,tQe . 
writedown of Latin American goodwill, the allegations ' 

relating to  unbilled receivables of the Company's Advertis- 
ing & Publlshlng subsidiary, the impleme'ntatiod'of SAB'IOI 
regarding recognition of Advertising & Puliilshlng revenues 
and alleged improper billing of CLECs. The plaintiffs are ' 
seeklng an unspecified amount of damages,'as'well'as 
attorneys' fees and costs. At this time, the likely outcdme 
of the case cannot be predicted, nor can a reasonable' - - -  
estimate of loss, if any, be inade. 

In February 2003, a similar complaint was filed in the' 
Superior Court of Fulton County, Georgia on behalf of 
participants in BellSouth's Direct Investment Plan alleging 
violations of Sectlon I I of the Securities Act. Defendants 
removed this action to federal court pursuant to the 
provisions of the Securities Litigation Uniform Standards Act 
of 1998. In July 2003, the federal court issued a ruling that 
the case should be remanded to  Fulton County Superior 
Court. The Fulton County Superior Court has stayed the 

case pending resolution of the federal case. The plaintiffs 
are seeking an unspeclfied amount of damages, as well as 
attorne.ysl fees and costs. At this time, the likely outcome 
of the case cannot be predicted, nor can a reasonable 
estipate of loss, if any, be made. 

In September pnd October 2002, Three substarkia\ly 
identical class action lawsuits were filed in the United 
States District Court for the Northern'~istrict of Georgia 
agajnst BellSouth, its directors, three of i t s  senior officers, 
and other Individuals, alleging violations of the Employee, 
Retirement Income Security Act (ERISA). In January 2004, a 
fourth ERISA class action lawsuit was filed In the same 
court. All the cases have been consolidated and an 
Amended Consolidated Complaint was filed on April 2, 
2004. The plaintiffs, who seek to represent a putative class 
of participants and beneficiaries of BellSouth's 401 (k) plans 
(the Plans), allege in the Consolidated Complaint that the 
company and the individual defendants breached their 
fiduciary duties in viblation of ERISA, by'among other things, 
(I) failing to  provide accurate information to the Plans' 
participants and beneficiariiisl (2) failing to ensure that 
the Plans1-assets weLfe invested properly; (3) falling to 
monitor the Plans' fidUciaries: (4) falling to disregbrd Plan 
directives that the'defendants knew or shbuld have known 
weke imprudent and (5) failiiig'to avoid 8onflicts of " 

interest by hiring independent fiduciaries to make Invest- 
ment decisions. The plaintiffs are seeking an unspecified 
amount of damages, injunctive relief, attorneys' fees and 
costs. Certain underlying $factual allegations regarding 
BellSouth's Advertising & Publlshing subsidiary and its former 
Latin American operation are substantially similar to the 
allegations in the putative securities~class action captioned 
In re BellSouth Secudties Lltigatlon, whrch Is described 
above. At this time, the 'likely outcome of the cases cannot 

ANTITRUST CLAIMS 

In December 2002, a consumer class action alleging 
antitrust violations of Section ,I of the Sherman Antitrust Act 
was filed against BellSouth, Verizon, SBC and Qwest,, 
captioned William Twombley, e t  a1 v. Bell Atlantic Corp., e t  
(71, in Federal Court in the Southern, District of New York. The 
complaint alleged that defendants conspired to restrain 
competit/on by "agreeing not,to compete with one 
another and otherwise al locati~g customers and markets 
to one another," The plaintiffs are seeking an unspecified 
amount of treble damages and injunctive relief, as well as 
attorneys; fees and expenses. In October 2003, the district 
court dismissed the complaint for failure to state a claim 
and the ,case is now on appeal. , 

in June 2004, the U.S. Court of Appeals for the I lth , 
Circuit affirmed the District Court's dismissal of most of the 
antitrust'and state law claims brought by a plaintiff CLEC in 
a case captioned Covad Communlcatlons Company, e t  a1 
v. BellSouth Corporation, e t  al. The appellate court, how- 
ever, permitted a price squeeze claim and certain state 
tort claims to proceed. At this time, the likely outcome of 
the case cannot be predicted, nor can a reasonable 
estimate of loss, if any, be made. 
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f NVIRONMENTAL MATTERS 

We are subject to  a number of environmental matters as a 
result of our operations and the shared liability provisions 
related to the breakup of the Bell System. At December 31, 
2004, our recorded liability related to these matters was 
approximately $10 million. We continue to believe that 
expenditures in connection with additional remedial ac- 
tions under the current environmental protection laws or 
related matters w'ill not be material to our results of 
operations, financial position or cash flows. 

OTHER MATTERS 

We are subject to claims arising in the ordinary course of 
business involving allegations of personal injury, breach of 
contract, anti-competitive conduct, employment law is- 
sues, regulatory matters and other actions, BST is also 
subject to claims attributable to pre-divestiture events, 
including environmental liabilities, rates and contracts. 
Certain contingent liabilities for pre-divestiture events are 
shared with AT&T Corp. While complete assurance cannot 
be given as to  the outcome of any legal claims, we 
believe that any financial impact should not be material to 
our results of operations, financial position or cash flows. 
See Note Q t o  our consolidated financial statements. 

Submission of Matters t o  a Vote of 
Shareholders ' 

No matter was submitted to a vote of shareholders in the 
fourth quarter of the fiscal year ended December 31,2004. 

Additional Information - Description ,of 
BellSouth Stock 

GENERAL 

Our Articles of Incorporation authorize the issuance of 
8,650,000,000 shares of common stock, par value $1 per 
share, and 100,000',000 shares of cumulative, first preferred 
stock, par value $ I  per share. Our Board of Directors is 
authorized to create from the unissued common stock one 
or more series, and, prior to the issuance of any shares in 
any particular series, to-fix the voting powers, preferences, 
designations, rights, qualifications, limitations or restrictions 
of such series. The Board has not created any series of 
common stock. The Board is also authorized to  provide for 
the issuance, from time to time, of the first preferred stock 
in series and, as to each series, to  fix the number of shares 
in such series and the voting, dividend, redemption, liqui- 
dation, retirement and conversion provisions applicable to 
the shares of such series. No shares of first preferred stock 
are outstanding. The Board has created Series B First 
Preferred Stock consisting of 30 million shares for possible 
Issuance under the BellSouth Shareholder Rights Plan. The 
Series A First Preferred Stock was created for a previous 
sharehoider rights plan, whlch has explred. See "-Pre- 
ferred Stock Purchase Rights" and "Market for Registrant's 
Common Equity, Related Shareholder Matters and Issuer 
Purchases of Equity Securities." 

DIVIDEND RIGHTS 

The holders of common stock are entitled to receive, from 
funds legally available for the payment thereof, dividends 
when and as declared by resolution of the Board. While 
any series of preferred stock is outstanding, no dividends, 
other than dividends payable solely In common stock, may 
be declared or paid on common stock, and no common 
stock may be purchased, redeemed or otherwise acquired 
for value, unless (a) dividends on all outstanding shares of 
preferred stock for the current and all past dividend 
periods have been paid or declared and provision made 
for payment thereof and (b) all requirements with respect 
to any purchase, retirement,or sinking fund or funds 
applicable to all outstanding series of preferred stock have 
been satisfied. 

VOTING RIGHTS 

Except In connection with the "business combinations" and 
"fair price" provisions discussed below, holders of shares of 
common stock are entitled to one vote, in person or by 
proxy, for each share held on the applicable record date 
with respect to each matter submitted to a vote at a 
meeting of shareholders, but such holders do not have 
cumulative voting rights. The holders of qny series of 
preferred stock, when issued, may receive the right to vote 
as a class on certain amendments to the Articles of 
incorporation and on certain other matters, including the 
election of directors In the event of certain defaults, which 
may include nonpayment of preferred stock-dividends: 

I . ,  I 

LIQUIDATION RIGHTS 

In the event of voluntary or involuntary liquidation of 
BellSouth, holders.of the common stock will be entitled to 
receive, after credito?slhave been paid and the holders of 
the preferred stock, If any, have received their liquidation 
preferences and accumulated and unpaid dividends, all 
the remaining assets of BellSouth. , 

DIRECTORS 

in 2004, our shareholders approved an amendment to our 
By-laws to eliminate the classified Board structure. As a 
result, each director is elected annually for a one year 
term. The By-laws also provide that shareholders may 
remove directors from office only for cause, and can 
amend the By-laws with respect to the number of directors 
or amend the board classification provisions only by the 
affirmative vote of the holders of at least 75% of the 
outstanding shares entitled to  vote for the election of 
directors. 

PRE-EMPTIVE RIGHTS; CONVERSION RIGHTS; , 
REDEMPTION 

No shareholders of any class shail be entitled to any 
preemptive rights to subscribe for or purchase any shares 
or other securlties issued by BellSouth. The common stock 
has no conversion rights and is not subject to redemption. 



PREFERRED STOCK PURCHASE RIGHTS 

Each share of common stock outstanding includes one 
preferred stock purchase right (Right). Under certain cir- 
cumstances, each Right will entitle the holder to purchase 
one one-thousandth of a share of Series B Preferred Stock, 
$1 par value (Common Equivalent preferred Stock), which 
unit is substantially equivalent in voting and dividend rights 
to one whole share of the common stock, at a price of 
$200 per unit (the Purchase Price). The Rights are not 
presently exercisable and may be exercised only if a 
person or group (Acquiring Person) acquires 15% of the 
outstanding voting stock of BellSouth without the prior 
approval of the Board or announces a tender or exchange 
offer that would result in ownership of 15% or more of the 
common stock. 

If an Acquiring Person becomes such without prior Board 
approval, the Rights are adjusted, and each holder, other 
than the Acquiring Person, then has the right to  receive, on- 
payment of the Purchase Price, the number of shares of 
common stock. units of the Common Equivalent Preferred 
Stock or other assets having a market value equal to twice 
the Purchase Price. 

The Rights currently trade with the common stock and 
expire in December 2009. 

' I  I 

BUSINESS COMBINATIONS 

The Georgia legislature has enacted legislation which 
generally prohibits a corporation which has adopted a By- 
law electing to be covered thereby, whlch BellSouth has 
done, from engaging in any "business combination", that Is 
a merger, conso!idatlon or other specified corporate trans- 
actiori, with an "interested shareholder", a 10% share- 
holder or an affiliate of'the corporation which was a 40% 
shareholder at any time within the preceding two years, for 
a period of five years from the date such person becomes 
an 1ntereste.d shareholder, unless the interested shareholder 
(a) prior to becoming an interested shareholder, obtained 
the approval of the Board of Directors for elther the 
business combination or the transaction whlch resulted in 
the shareholder becoming an interested shareholder, 
(b) becomes the owner of at  least 90% of the outstanding 
~oting~stock of the corporation in the same transaction in 
which the interested shareholder became an interested 
shareholder, excluding for purposes of determining the 
number of shares outstanding those shares owned by 
officers, directors, subsidiaries and certain employee stock 
plans of the corporation or (c) subsequent to the acquisi- 
tion ofllO% or more of the outstanding voting stock of the 
corporation, acquires additional shares resulting in owner- 
ship of at least 90% of the outstanding voting stock of the 
corporation and obtains approval of the business combina- 
tion by the holders of a majority of the shares of voting 
stock of the corporation, other than those shares held by 
an interested shareholder, officers, directors, subsidiaries 
and certain employee stock plans of the corporation, 

BellSouth's "business combinations" By-law may be re-- 
pealed only by an affirmative vote of two-thirds of the 
continuing dlrectors and a majority of the votes entitled to 
be cast by the shareholders, other than interested share- 
holders, and shall not be effective until 18 months after 
such shareholder vote, The Georgia statute provides thpt a 
domestic corporation whlch has thus repealed such a By- 
law may not thereafter readopt the By-law as provided 
therein. 

FAIR PRICE PROVISIONS 

f I 

"Fair price" provisions contained in the Articles of Incorpo- 
ration require, generally, in connection with a merger or 
similar transaction between BellSouth and an "interested 
shareholder;,: the unanimous approval of BellSou.fh:s direc; 
tors not affiliated with the interested shareholder or the 
affirmative vote of two-thirds of su'ch directors' and a - 
majority of the outstanding shares held by disinterested 
shareholders, unless (a) within the past three years the 
shareholder has been an intereste-6 shareholder and has 
not increased its shareholdings !5y moie than ohe percent ' 

in any 12-month period or (b) all sha~eholders'receive at  
least the same consideration for thek $ares a's'jhe' - 
interest'ed shaieholder previously paid. Additionhlly, these I 

provisions may be revised 'or rescinded only upon ttie 
affirmative vote of at  least twoLthirds of thd directors not 
affiliated with an interested shareholdlet and a majority of 
the outstanding shdres held by disinterested shareholders. 

I 

I '  " 

LIMITATION ON SHAREHOLDERS' PROCEEDINGS - - 
! t x 

Our By-laws require that notlce of shareholder norn'iiations 
for dlrectors and of other matters to be brought bb$oye a 

annual shareholders' meetings must be provided rn w i f i g  
to the Corporate Secretary of BellSouth not later than the 
75th day nor earlier than:the 120th day prior to,the datit 

- ,  
whlch is the anniversary of the annual meeting of shaie- 
holders held in the prior year. Such By-laws a!so provide 
that a special shareholders" meeflng rndy be ca'lled b,\! ' 

shareholders only upon written request-signed b<)he ' 

holders of at  least three-quarteis of the outsianding shares 
entitled to vote at ttie meeting. 

The provlsions discussed under the fou?'ljreceding sub- 
headings and the ability to issue first prefe~red stock, such 
as the Series B First Preferred Stock described above,'with 
characteristics established by t$e Board and without the 
consent of the holders of c o m m o n ' s t ~ ~ k  and'th'e ability to 
issue additional shares of common stoqk, may have the 
effect of discouraging takeover attempts and rndy also 
have the effect of maintaining the pdsition of incumbent 
management. In addition, these projlisioni may have a 
significant effect on the ability of our shareholderk to - 
benefit from certain kinds of transactions that may be 
opposed by the incumbent Board. 
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Executive Otticers 

The executive officers of BeilSouth Corporation are listed below: 
This 

Officer Office 
Name Age Office Since Since 

F. Duane Ackerrnan 62 Chairman of the Board, President and 1983 1997 

Chief Executive Officer 

Richard A. Anderson 46 Vice Chairman - Planning and Administration 1993 ~2005 

Francis A. Dramis, Jr. 56 Chief Information, E-Commerce and Security Officer 1998 2000 

Ronald M. Dykes 58 Chief Financial Officer 1988 1995 

Mark L. Feidier 48 ~ h ; e f  Operating Officer 2004 2005 

Marc Gary 52 General Counsel 2004 2004 

Isaiah Harris, Jr. 52 Piesident - BellSouth 'Advertising & Publishing Group 1997 2005 

W. Patrick Shannon 42 Senior Vice President -.Finance and Controller 1997 200'5 

All of the executive officers of BellSouth, other than 
Mr. Feidler and ~ r . , ~ a i ~ ,  have for at  least the past five 
years held high level ~ a n a g e m e n t  or executive positions 
with BellSouth or its subsidiaries, Prior to jolning BellSouth in 
January 2004, Mr. Feidler had been Chief Operating Officer 
of Cingular since October 2000. Prior to  that, he held 
various senior positions with BellSouth's domestic wireless 
operations. Prior to,his election, as General Counsel effec- 
tive in ,O,ctober 2004, Mr. Gary was Vice President and 
Associatk General Counsel since May 2000 and, prior to 
that, he was a partner a t  the law firm of Mayer Brown & 
Platt. , 

All officers serve until their successors have been elected 
and qualified. 

, '; 

principles", and the charters of our board committees, are 
available on'our corporate governance website. Copies of 
the code of ethics, corporate governance guidelines and 
board committee charters are also available in piint upon 
written request to the Corporate Secretary, BellSouth Cor- 
poration, Suite 2001, 1155 Peachtree Street, N.E., 
Georgia 30309-3610. 

PART II 

Market for Registrant's Common Equity, 
Related Shareholder Matters arid IssuerL 
Purchases of Equif,y Securities 

Website Access , 
1 ' 1  I ,, The principal market for trading in BellSouth common~'stock ' 

Our &et$te address is www.belisouth.com. You may obtain 
free electronic c,?pies of our annual reports on Form 10-K, 
quarterly reports on Form 10-Q, current reports on Form 8-K, 
and aii amendments to those reports at  our investor 
relations website, ,www.beiisouth.comlinvestor/, under the 
heading "SEC Filings." These reports are available on our 
investor relations website as soon as reasonably practica- 
ble after we electronically file them with the SEC. 

We have adopted, a, written code of ethics that applies 
to all directors, officers and employees of BellSouth, includ- 
ing our principal executive officer and senior financial 
officers, in accordance with Section 406 of the Sarbanes- 
Oxley Act of 2002 an,d the rules of the Securities and 
Exchange Commission promulgated thereunder. The code 
of ethics, which we call "Our Values in Action", is avaiiable 
on our corp~rate governance website, 
www.bellsoutb,com/corporate~governance/. In the event 
that we make changes in, or provide waivers from, the 
provisions of this code of ethics that the SEC requlres us to 
disclose, we intend to disclose these events on our corpo- 
rate governance website, 

We have adopted corporate governance guidelines. 
The guidelines, which we call "corporate governance 

is the New York Stock ~xchan&,'lnc. (NYSE), BellSouth 
common'stock is also listed on the London, Frankfurt, 
Amsterdam and Swiss exchanges. The ticker symbol for 
BellSouth common stock is BLS. At January 31, 2005, there 
were 688,379 holders of record of BellSouth common stock. 
Market price data was obtained from the NYSE Composite 
Tape, which encompasses trading on the principal United 
States stock exchanges as well as off-board trading. High 
and low prices represent the highest and lowest sales 
prices for the periods indicated. I 

Per Share 
Market prices Dlvldends 

High Low Declared 

2003 
Flrst Quarter $30.00 $19.79 $ .21 
Second Quarter 27.98 21.00 ,23 
Third Quarter 27.92 23.15 .23 
Fourth Quarter 28.37 22.19 .25 

2004 
First Quarter $31.00 $26.13 $ .25 
Second Quarter 27.86 24.46 .27 
Third Quarter 27.94 25.08 .27 
Fourth Quarter 28.96 25.65 .27 



The following table contains information about our purchases of equity securities during the fourth quarter of 2004. 

Issuer Purchases of Equity Securities 

Total. Number of Shares Approximate Dollar 
Purchased as Part of a Value that May Yet Be 

Total Number of Average Price Publicly Announced Purchased Under the 
period Shares Purchased(1) Paid per Share Plan(2) Plan(2) 

October 1-31, 2004 76,275 $27.50 - - 
November 1-30,2004 1,699,800 $27.88 - - 
December 1-31,2004 62,621 $27.96 - - 
Total 1,838,696 - - 
(1) Includes 138,896 shares purchased from employees to  pay taxes related fa  the vestlng of resfrlcted shares, a t  an average prlce of $27.70, and 

1,699,800 shares purchased from the external markets. a t  an average prlce of $27.88. Excludes shares purchased from employees to  pay taxes 
related to the exercise of stock options. 

(2) Our publlcly announced stock repurchase program expired pursuant to Its terms on December 31, 2003. . . 
Stock Transfer Agent and Registrar 

Mellon investor Services, LLC is ohr stock transfer agent and registrar. 
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SELECTED FINANCIAL AND OPERATING DATA 
D O L L A R S  A R E  I N  MILLIONS, E X C E P T  P E R  S H A R E  A M O U N T S  

The comparability of the following Selected Financlal and Operating Data is significantly impacted by various changes in 
accounting principle and merger, acquisition and disposition activity. The more significant items Include the formation of 
Clngular in October 2000, which resulted in a reduction in revenues and expenses caused by the contribution of our 
wireless operations to Cingular; the adoptlon of Statement of Financial Accounting Standards (SFAS) No. 142, "Goodwill 
and Other Intangible Assets", effective January 1, 2002, which resulted in the cessation of amortization of goodwill; and 
the adoption of SFAS No. 143, "Accounting for Asset Retirement Obligations", effective January 1, 2003, which resulted in 
a reduction in depreciation expense. 

At December 31 or for the year ended 2000 200 1 2002 2003 2004. 

lncome Statemen? Data: 
Operating revenues $23,245 $21,211 $20,207 $20,341 $20,300 

Operating expenses 16,663 15,339 15,753 14.784 15,011 

Operating income 6,582 5,872 4,454 5,557 5,289 

Income from continuing operations before discontinued operations 
and cumulative effect of changes In accounting principle 4,236 2,786 3,475 3,488 3,394 

income (loss) from discontinued operations, net of tax (118) (339) (867) 101 1,364 

Income before cumulative effect of changes in accounting princlple 4,118 2,447 2,608 3,589 4,758 

Cumulative effect of changes in accounting principle, net of tax - - (1,285) 315 - 
Net income 4,118 2,447 1,323 3,904 4,758 

Operating Income margin 28.3% 27.7% 22.0% 27.3% 26.1% 

Diluted earnings per share of common stock: 

lncome before discontinued operations and cumulative effect of 
changes in accounting principle $ 2.24 $ 1.48 $ 1.85 $ 1.88 $ 1.85 

lncome before cumulative effect of changes in accounting 
principle $ 2.18 $ 1.30 $ 1.39 ' $  1.94 $ 2.59 

Net income $ 2.18 $ 1.30 $ 0.71 $ 2.11 $ 2.59 

Other Financial Data: 

Diluted weighted-average shares of common stock 
outstanding (mllllons) 1,893 1,888 1,876 1,852 1,836 

Dividends declared per share of common stock $ 0.76 $ 0.76 $ 0.79 $ 0.92 $ 1.06 

Total assets $50,925 $52,046 $49,479 $49,702 $59,496 

Long-term debt 12,463 15,014 12,283 11,489 15,108 

Sharehoiders' equity 16,993 18,758 17,906 19,7 12 23,066 

Construction and capital expenditures $ 6,169 $ 5,495 $ 3,536 $ 2,926 $ 3,193 

Book value per common share $ 9.08 $ 9.99 $ 9.63 $ 10.77 $12.60 

Ratio of earnings to fixed charges 5.36 3,98 5.03 5.68 6.00 

Debt ratio 54.0 51.7 49.2 43.1 47.1 

Operating Data: 

Access llnes In service (in thousands) 24,546 23,824 23,005 22,263 21,356 

Retail long distance customers (In thousands) - - 1,002 3,960 6,130 
- 

nql r l  ~ s t n r n ~ r s  f i n  thm ~ s n n d s )  
Y V L  V Y Y l Y l l l Y l "  \,,, ,,,-ll-.l-.l/ - 

Cingular Wlreless customers (in thousands) 18,555 21,596 21,925 24,027 49,109 

Number of employees 103,916 87,875 77,020 75,743 62,564 

See "Management's Discussion and Analysis of Financlal Condition and Results of Operations - Consolidated Results of 
Operations" for a discusslon of unusual Items affecting the results for 2002, 2003 and 2004. 





MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS C O N T I N U E D  

D O L L A R S  A R E  I N  MILLIONS, E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  O T H E R W I S E  INDICATED 
B E L L S O U T H  C O R P O R A T I O N  

January 2005, we closed on the sale of the remaining 
properties in Argentina and Chile. 

HIGHLIGHTS AND OUTLOOK 

Consolidated revenues for 2004 were down sllghtly 
compared to 2003 reflecting top line pressures caused by 
the loss of 1.2 million retall access llnes to  UNE-P competi- 
tors and technology substitution, primarily wireless. Revenue 
contraction due to line loss and pricing pressures was 
substantially offset by revenue growth from long distance 
and DSL services. During 2004 we added approximately , 
2.2 mllllon long distance customers to total 6.1 million at  
December 31, 2004, while net new DSL subscriber additions 
of 634 thousand brought our total to  2.1 mlllion. We 
anticipate a continuation of these trends In 2005. 

Our cost structure is heavily weighted towards labor and 
fixed asset related costs. In order to  sustain margins, we 
have to adjust our workforce as market share of access 
lines shifts. Since the beginning of 2001, we have reduced 
our domestic workforce by almost 18,000 employees, or 
22%. In 2004, we announced additional force reductions of 
nearly 1,400 employees reflecting contlnued pressures on 
aciess lines, Maintaining current operating margin levels 
going forward will be challenging as competition Intensifies 
and we are forced to achieve contlnued increases In 
productivity. This challenge was evident during-2004 as 
margins were down from 2003. Whlle there have been 
some encouraging deveiopments on the reguqtory front, 

there will be other events such as healthcare costs, 
continued losses of lines to wireless substitution and the roll- 
out of Voice over Internet Protocol (VolP) telephony by 
cable providers that are likely to  continue to put pressure 
on margins. 

BellSouth differentiates Itself from its competition through 
its commitment to customer service. Our customers de- 
pend on us, especially when disaster strikes. In the fall of 
2004, BellSouth's customer service met the challenges 
presented by the most active and destructive Atlantic 
hurricane season In years. During 2004, we Incurred approx- 
imately $164 of Incremental labor and material costs 
related to service restoration and network repairs due to 
the four major hurricanes that hit during the third quarl.er. 

In September 2004, the Communications Workers of 
America (CWA) ratified BellSouth's new contracts. The 
agreements, which cover approximately 42,000 BellSouth 
employees and expire August 8, 2009, are expected to 
continue to give us the workforce planning flexibility 
needed to respond to changing marketplace conditions. 

Operatlng free cash flow from continuing~operations 
(cash flow from operating activities less capital expendl- 
tures) of $3.6 billion for 2004 Is down compared to 2003 
primarily due to higher Income tax payments. In the next 
few years, operating cash fiow will continue to be nega- 
tively impacted by higher cash taxes as we see a reversal 
of the benefit derived in recent years associated with 
legislated tax Incentives that provided for accelerated 
depreciation deductions that expired at the end of 2004. 



Consolidated Results of Operations 

Key financial and operating data for the {hree years ended December 31, 2002, 2003 and 2004 are set forth below: All 
references to  earnings per share are on a diluted basis. Ttie following con~blidated Management's Discussion and Analysis 
of Financial Condition and Results 

. ,  
ead in conjunction 'wlth results by segment directly following 

this section. I 

Following generally accepted accounting principles (GAAP), our financial statements reflect results for the Latin 
American operatlons as Discontinued Operations, The operational results and other activity associated wlth the Latin " 

American segment h b e  been presented on one line Item In the income statement separate from Continuing 
Operations. , .  , 

I .  

Percent Change 
20038~~. 20041Vs. 

8 ' - 2002 2003 2004 2002 2003 

Results of operations: ' _  4 / I ,  

* / r  I 

Operatlng reventies , , $20,207 $20,341 $20,300 0.7 (0.2) 
, - 

Operatlng expenses ' -  - 
Cost of servlces and products ' ., J . ( I ,  ' 6;670 6,991 7,520 4.8 7.6 
Selllng, general, and admlnlstratlve expenses I .-7 3,891 3,777 3,816 (2:9) ' 1.0 
Depreciation and amortization a <  , 1 .  - '  4,202 3,8'11 3,636 (9.3) (4.6) 
Provision for restructuring and asset Impairments '205 ' ' 39 (79.3) (81.0) ---- 

Total operating 15,754 14,784 15,011 '(6.23 1.5 
Operating Income ' 4;454 5,557 5,289 2a.8 (4.8) 
Interest expense 

,i . 1,066 947 916 (11.2) (3.3) 
Net (losses) earnlngs of equlti afflllates '-1 -"' I 1 542' 452 68 (16.6) , (85.0) 
Gain on sale of operations 1 '  e '.' 1,335 , - 462 ' * , * 
Other Income (expense), net , ,  . 2 I I 102 362 283 254.9 (21.8) ----- 
Income from contlnulng 'operations before h o m e  taxes, dlkontlnued I 

operations and cumulative effect of I n  

of tax 5,367 5,424 5,186 t , I 1.1 (4.4) 
Provlslon for income taxes 1,892 1,936, 1,792 2.3 (7.4) 

> - - - - -  

Income from continuing operations before dlscontjnued operatlons and 
cumulative effect of changes In accounting prlnclple 3,475 3,488 3,394 0.4 (2.7) 

Income (loss) from dlscontlnued operations, net of tax 101 1,364 111.6 ( 8 6 7 )  - - * 
Income before cumulative eff'ect of changes In accountlng prlnclple 2,608 3,589 4,758 37.6 32.6 
Cumulative effect of changes In accounting prlnclple, net of tax (1,285) 315 - 124.5 * ----- 

Net Income '-' $ 1,323 $ 3,904-, 4,758 195.1 21.9 
I . 1 ,  

- - 
. - .. - Summary results of discontinued operations: , I =  

.- - -- . - 
I 

Operating revenues 2,233 2,294 2,459 , 2;7 7.2 
Operatlng Income 292 349 647 19.5 85.4 
Income (loss) from discontinued operatl (867) , j 0 1  1,364 1 1 1 '  * 
* Not meaningful 

- .  
2004 compared to 2003 I , - 2003. In addition, 2004 was negatively affected by a $50 

customer refund accrual associated with a settlement 
agreement with the South Carolina Consumer Advocate. A 

OPERATING REVENUES decilne in revenue for the exit of the payphone business 
was o,ffset by higher revenues from the sale of wholesale 

Consolidated revenues declined $41 in 2004 as compared long distance. Advertising & Publishing group revenues , 
to 2003. Communications group revenues decreased $16 were down $28 in 2004 compared to  2003 because of a 

compared to 2003 reflecting the impact of revenue reduction in print revenues due to  lower overall spending 

declines associated with competitive line losses and re- by our advertisers. Revenue trends are discussed in more 

lated pricing pressures substantially offset by growth in DSL detail in the ~ommunications group and Advertising - 
and long distance products, Revenues from DSL and long Publishing group segment results sections. 

dlstance combined increased $893 in 2004 compared to  
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATlONS CONTINUED 

D O L L A R S  A R E  IN MILLIONS. E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  O T H E R W I S E  I N D I C A T E D  

B E L L S O U T H  C O R P O R A T I O N  

OPERATING EXPENSES 

Total operating expenses increased $227 in 2004 as com- 
pared to the prior year. The most significant expense 
change driver was increased labor costs of $464, which 
includes incremental overtime related to  service restora- 
tion and network repairs due to the four major hurricanes 
that hit during the third quarter of 2004, higher expense 
associated with pension and postretirement benefit plans 
(pension and retiree medical costs) driven by changes 
associated with the recent contract agreement with the 
CWA. The most significant changes were the change in the 
calculation of the obligation for non-management retiree 
medical costs as if there were no caps and lower contrac- 
tual limits on life insurance coverage, increases in annual 
salary and wage rates, higher incentive compensation and 
adjustments to workers compensation and long-term disa- 
bility accruals partially offset by lower average employees 
due to  continued workforce reductions. in addition to 
higher labor costs, costs of goods sold increased $213 
primarily for the provision of long distance services associ- 
ated with the growth in subscribers and information tech- 
nology expenses and contract services increased $63 in 
connection with more project-related spending. 

These increases were partially offset by lower deprecia- 
tion and amortization expense of $175 attributable to 
lower depreciation rates, lower uncollectlble expense of 
$139 driven by Improved economic conditions and im- 
proved collection processes and lower access fees of $95 
driven by CLEC interconnect volume declines, The $166 
decline in restructuring charges and asset impairments is 
attributable to incrementally smaller workforce reductions 
and a $52 asset impairment charge related-to an aban- 
doned software project in 2003. 

INTEREST EXPENSE 

For the Year En 

2003 2004 Change 

lnterest expense - debt $ 836 $ 864 $ 28 
Interest expense - other 11 1 52 (59) 

Total Interest $ 947 $ 916 $ (31) 

Average debt 

Effective rate 5.9% 5.6'10 (30) bps 

( I )  Average debt balances exclude amounts related to discontinued 
operations. 

lnterest expense decreased $31 in 2004 compared to 
2003, lnterest expense associated with interest-bearing 
debt was up $28 for 2004 compared to 2003 reflecting 
higher average debt balances impacted by higher incre- 
mental borrowings associated with our equity contributions 
to Cingular to fund its acquisition of AT&T wireless. The 
lower effective interest rate is due to our interest rate swap 

program and refinancing higher-rate debt with lower-rate 
debt, offset partially by an increase in commercial paper 
rates. The change in interest expense-other relates prima- 
rily to the reversal of interest accruals related to tax 
contingencies based on audit settlements. 

NET EARNINGS (LOSSES) OF EQUITY AFFILIATES 

For the Year Ended 
December 31. 

2003 2004 Change 

Clngular $ 408 $ 24 $ (384) 
Other equity lnvestees 44 44 - 
Total $ 452 $ 68 $ (384) 

Earnings from Cingular in the 2004 periods were lower 
compared to the same periods in 2003 primarily due to 
impacts of the AT&T Wireless acquisition, which included 
integration costs and higher depreciation expense associ- 
ated with increased capitalhvestments and a reduction In 
the useful life of TDMA assets. 

GAIN (LOSS) ON SALE OF OPERATIONS 

The gain on sale of operations in 2004 relates to the sale of 
our lnterest in Danish wireless provider, Sonofon, for 3.68 bil- 
lion Danish Kroner to Telenor ASA. As a result of the sale, 
we recorded a gain of $462, or $295 net of tax, which 
included the recognition of cumulative foreign currency 
translation gains of $13. 

OTHER INCOME (EXPENSE), NET 

For the Year Ended 
December 31, 

2003 2004 Change 

Interest Income $ 316 $ 300 $ (16) 
Foreign currency transaction 

gains (losses) 39 (1) (40) 
Loss on early extinguishment 
of debt (18) (14) 4 

Other, net 25 (2) (27) 
Total Other income 

(Expense), net $ 362 $ 283 $ (79) 

The decrease in interest income reflects a lower rate on 
our advance to Cingular and to a lesser extent the loss of 
income on an advance to Dutch telecommunications 
provider Royal KPN N.V. (KPN) due to early repayment in 
2003. Foreign currency transaction gains in 2003 relate 
primarily to the advance to KPN. 

During 2003, we recognized $33 in gains related to  the 
sale of our interests in two real estate partnerships and the 
sale of a building. In addition, we recognized a $9 loss on 
the sales and impai 



PROVISION FOR INCOME TAXES . ,% 

. : ;c ,  

For the Year Ended 
December 31. 

2003 2004 Change . 

Provision for income taxes $1,936 $1,792 $ (144) 
Effective tax rate - 35.7% 34.6% C 110)- bps 

The effective tax rates in 2004 were reduced by a * - 
favorable permanent difference for the Medicare Part D 
subsidy and an adjustment.to taxes payable associated 
with divested operations. 

- 4' - .  
INCOME '(LOSS) FROM DISCONTINUED - - OPERATIONS, NET 
OF TAX 

lncome (loss) from discontinued operations, net of tax, 
increased $1,263 in 2004 compared to the same period in 
2003 primarily due to the sale,of eight of the ten Latin 
American properties, which resulted in a $850 gain, net of 
tax. Other net income increases include a $336 tax benefit 
reiated to excess tax basis over book basis in our Latin 
America investments, $177 for the cessation of deprecia- 
tion beginning in the second quarter of 2004, a $234 loss 
on the sale of our !nterests in two Brazilian wireless , 

companies In 2003, and higher revenues. Partially offsetting 
the increases to net lncome were the-$190 charge ;elated 
to the settlement of arbitratibn in Venezuela, foreign 
exchange gain decreases of $99, and a $33 loss in the . 
second quarter of 2004 related to  them purchase of add\: 
tional ownership share in Argentina. - - 

From an operatlorial perspective, the Latin ~mer i ca  
busines? ge,nerated'4rong growth inLi;bth cust@hers and r 
revenue. Despite the October 2009, sale of gight proper- 
ties, which resulted in only ten monfhs,,of.lflvenues in 2004 
for these,p~operties, ~perating'revenu~ in the, Latin , 
America operatjons for 2004 increased ̂ $165, or, 7.2%, over; 
2003 due to growth in custopers cind traffic thr,ougho,ut the 
portfolio. ~ x c l u d l n ~  the decrease in operating expenses' for 
the cessation of depreciation begipning in the-second 
quarter of 2004, operatikg i b n e  was $76, higk,er thpn the 
prior year. . , I" _ . I 

2 -  J 

CUMULATIVE EFFECT OF CHANGES IN ACCOUNTING 
PRINCIPLE - 

Assef refiremenf obligafions 

Effective January 1,2003, we adopted SFAS No. 143, 
"Accounting for Asset Retirement Obligations" 
(SFAS No. 143). in connection with the adoption of this 
standard, we recorded the cumulative effect of account- 
ing change that lncreased 2003 net income by $816. 

-. 

Revenue recognifion for publishing revenues 

Effective January 1,2003, we changed our method for 
recognizing revenues and expenses related to our direc- 

tory publishing business froin the publication and delivery 
method to! the, deferral method. The cumuiative effect of 
the changeb'h ac'cbunting-method is reflected in the 
income state-~ent as a decreas'e to 2003 net income of 
$501. 

I t  

: ,,b, , 2 I 

- ,I 

2003 A i p a m  to 2002 
! > 

8 % 

OPERATING REVENUES 
I . ,  

i+ 

Consolidated.revenues increased $134 in 2003 as com- 
pared to 2002. The increase in total operating revenues is 
attributable to revenue growth in long distance and DSL, 
which together genercited nearly $800 in new revenue in 

I 

2003, ~ r o w t h  f;o?d these new products was s'ub'stantially 
offset by iqwe?v$i&e revenues k,aused by the loss of 
1.5 'million retbil access lines to  UNE-P competitors and 
technology substitution. Voice revenues were also im- 
pacted by pricing strategiei in our effort to remain' com- 
petitive. Ijevenues from the saie'of wholesale data 
transpoff'~ervices,' inclljdlng. long distance and competitive 
Local ~x'ctiahge Carrieis, declined 7.8% in '2003 primarily 
due to:<dductions iri lease~.circuits by large inter-ex- 
change carii& as they rafionalized the'ir capacity needs in 
relation to culrF?t demand. The'exit from our ~ayphone 
business and the elimination of certain products within the 
wholesale long distance portfolio also negatively impacted 
year-over-year comparisons. 

Although Advertising & Publishing Group revenues were 
up nearly 6%, the year-over-year comparison was signifi- 
cantly impacted t?y a one-time reduction of $163 in 2002 
for the correction of an error. 

64' " , t i .  - - 

OPERATING EXPENSES 
i 

, 
I ,  

0ier&ting expenses declined by "early $ I  billion in 2003 
driven bv: . 

1 .. 
I '  

$7'85 in lower charges related to restructuring and 
asset impairments as we rationalized our business in 
2002: I ' l _  8 

$391 of lower depreciation expense associated with 
the declines in capital expenditures and a change in 
accounting for plant retirerne~ts; , 

$272 of improvements in uncollectibles expense due 
to a steadily improving economy, lower bankruptcy 
rates and operational improvements; 
$86 of lower cost of goods reiated to equipment sales 
in the Communications Group due to a change in the 
presentation for drop shipments from gross to net, 
which had no impact on operating margin, and 
paging and equipment costs decreased $53 driven 
by lower volumes; and 
$121 in lower labor reiated costs in the Communica- 
tions Group due to a nearly 12% reduction in our 
workforce since the beginning of 2002 driven by weak 
demand and lncreased productivity. 
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These decreases were partially offset by: 

$379 of Incremental expense assoclated wlth pension 
and postretirement benefits plans (penslon and re- 
tiree medical costs) drlven by rising health care costs, 
unfavorable returns on pension assets due to  weak 
capital markets over the past few years, changes to 
plan assumptions regarding expected asset returns, 
and a lower discount rate used t o  calculate service 
and interest cost; 
$350 of customer acqulsltlon costs related to  compet- 
itive response In the Communicatlons Group; and 
$108 of variable cost of goods for the provislon of 
long distance service In the Cornmunicatlons Group. 

We have made adjustments to our buslness model to 
address changes In our economic, regulatory, and com- 
petitive environment, and as a result we have Incurred 
charges in each of the years presented. The provislon for 
restructurlng and asset lmpairments of $205 In 2003 in- 
cludes $153 of charges assoclated wlth workforce reduc- 
tions (includlng $47 of penslon settlement losses) and a 
$52 charge for an abandoned software project. The 
provision of $990 In 2002 Includes $635 of charges asspci- 
ated wlth workforce reductions (includlng $167 of pension 
settlement losses) and a $221 charge for the Impairment 
of MMDS spectrum license and charges of $134 associated 
wlth the ellmlnatlon of certain services Including wholesale 
long distance and e-business services. 

INTEREST EXPENSE , 

For the Year Ended 
December 31, 

2002 2003 Change 

Interest expense - debt $ 953 $ 836 $ (117) 
Interest expense - other 1 13 111 (2) 

Total Interest $1,066 $ 947 $ (119) . . 

Average debt balances(') $16,525 $14,193 $(2,332) 
Fffective rn te  5.8% 5.9% 10 bns 

( I )  Average debt balances exclude amounts related to dlscontlnued 
operatlons. 

lnterest expense declined $1 19 in comparison to the prior 
year, reflecting reductions In average debt of approxi- 
mately $2.4 billion, as rates were relatively stable. 

GAIN ON SALE OF OPERATIONS , 

The gain In 2002 of $1,335 related to  the sale of our 
Investment In E-Plus, a ~ e r m a n  wireless carrier. 

' ' .  

NET EARNINGS (LOSSES) OF EQUITY AFFILIATES 

For the Year Ended 
December 31. 

Equity In Earnings 2002 2003 Change 

Clngular $497 $408 $(89) 
Other equlty lnvestees 45 44 ( 4 )  
Total $542 $452 S(90) 

Earnings from Clngular in 2003 declined compared to 2002 
primarily due to  significant growth In customers and the 
costs related to that growth and due to  sllghtly lower 
average revenue per customer. See "Managements Dis- 
cussion and Analysis of Fipanclal Condition and Results of 
Operations - Results by Segment - Domestic Wireless" for 
further dlscusslon of Clngular results, 

OTHER INCOME (EXPENSE), NET 

For the Year Ended 
December 31, 

2002 2003 Change 

Gain (loss) on sales 
and Impairments of cost 
method Investments: 

Qwest $(336) $ - $ 336 
Other - (9) (9) 

Subtotal (336) (9) 327 
Interest Income , 460 316 (144) . , 
Loss on early extinguishment of 

debt (1:; 22 
Foreign currency galn/loss 23 
Other 2 34 32 I 

Total Other Income (Expense), net $ '102 $362 , $ 260 

During 2002 we recorded other than temporary impalr- 
ments to reduce the carrying vdue of our Qwest lnvest- 
ment drlven by continued weak market conditions, 
partlcularly id technology and communications stocks, We 
also incurred losses on sales of'our Qwest investment. As of 
~edember 31, 2003, we no longer hold any interest in 
Qwest. - ' < '  

lnterest lncome declined as compared to 2002 due to 
lower rates on our advance to Cingular and the loss of 
lncome on an advance to Dutch telecommunlcatlons 
provider Royal KPN N.V. (KPN) due to early repayment. 

During 2003, we recognized $33 In gains related to the 
sale of our Interests in two real estate partnershlps and the 
sale of a building. 

PROVISION FOR INCOME TAXES 

For the Year Ended 
December 31, 
2002 2003 Change 

Provision for income faxes $4.892 $1,936 $ 44 
Effective tax rate 35.3% 35.7% 40 bps 

The effective tax rate lncreased~sllghtly to 35.7% In 2003 
from 35.3% In 2002, primarily driven by state lncome tax 
activity. A reconcillation of the statutory federal lncome 



tax rate to the effective income tax rate for each period is wireless affiliate. Currency gains were recorded in 2003 for 
included in Note J to our consolidated financial the improvement in the Argentine Peso and the Chilean 
statements. Peso. For 2002, the devaluation of the Argentine Peso 

resulted in losses of $584, During 2003, we recognized a 
lgss of $234 on the sale of our interests in two Brazilian 

INCOME OPERAT'ONS1 NET wireless companies. During 2002, we recognized a loss of 
OF TAX $51 on the sale of Listei. our Brazilian advertisina and - 

publishing company. Additionally, Latin America exper- 
income (loss) from discontinued operations, net of tax, ienced a nearly 3% growth in revenue in 2003 driven by 
improved $968 in comparison to the prior year principally the addition of over 1.5 million net customers and steady 
driven by foreign currency transaction activity and a $263 average revenue per customer. Operating expenses re- 
after-tax loss recorded in 2002 related to the recognition of mained flat. 
other-than-temporary impairments related to our Brazilian 

Results by Segment 

Our reportable segments reflect strategic business units that offer similar products and services and/or serve similar 
customers. We have three reportable operating segments: 

Communications Group; 
. Domestic Wireless; and 
:. Advertising & Publishing Group. 

Management evaluates the performance of each business unit based on net income, e x c l u s i ~ ~  of internal charges for 
use of intellectual properfy and adjustments for unusual items that may arise. Unusual items are transactions or events 
that are included in reported consolidated results but are excluded from segment results due to their nonrecurring or 
nonoperational nature. In addition, when changes in our business affect the comparability of current versus historical 
results, we adjust historical operating information to reflect the current business structure. See Note P to our consolidated 
financial statements for a reconciliation of segment results to the consolidated financial information. 

The following discussion highlights our performance In the context of these segments. For a more complete 
understanding of our industry, the drivers of our business, and our current period results, you should read this discussion in 
conjunction with our consolidated financial statements, including the related notes. 

- .  
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COMMUNICATIONS GROUP 
, - 

The Communications Group includes our core domestic businesses Including: all domestic wireline voice, data, 
broadband, e-commerce, long distance, Internet services and advanced voice features. The group provides these 
services to  an array of customers, including residential, business and wholesale, 

During 2003 and 2004, the Communications Group emphasized InterLATA long distance and BellSouth@ FastAccess" 
DSL, encouraging customers to,purchase packages containing multiple communications services. We continue to 
experience retail access line market share loss due to competition and technology substitution, and we expect these 
trends to continue into 2005. 1 , 1 ' 1  ,', r 

Percent Chanae - 
2003 vs. 2004 vs. 

2002 2003 2004 2002 2003 

Segment operatlng revenues: 
Volce 
Data 
Other 

Total segment operating revenues . 
Segment operatlng expenses: 

Cost of services and products 
Selling, general, and admlnlstratlve expenses 
Depreciation and amortization 

Total segment operatlng expenses 
Segment operating lncome 
Segment net lncome 

Key lndlcators:(OOOs except where noted) 
Switched Access Ilnes: - { I  , 

Residence retail: , , . - 
Primary , I 13,242 12,466 11,771 (5.9) ( 5 : ~ )  
Addltlonal 1,926 !;bOl 1,346 

, a 

(16.9) (15.9) 
- * 

Total Retail ~esidence 15,168 14,067 13,117 (7.3) (6.8) 

Resldentlal wholesale: - { - ,  , ,. 
Resale 3'42 177 1 16 (46:2) (34.5) 
UNE-P 934 1,696 1,972 81.6 16.3 

Total Wholesale Residence 1,276 1,873 2,088 46.8 11.5 

Resale 342 177 ' 1 16 (48,2) (34.5) 
UNE-P 934 1,696 1,972 81.6 16.3 

Total Wholesale Residence 1,276 1,873 2,088 46.8 11.5 

Total residence 16,444 15,940 15,205 (3.1) (4.6) 

Buslness retail 5,687 5,417 5,245 (4.7) (3.2) 

Buslness wholesale: 
Resale 85 7 3 58 (14.1) (20.5) 
IINF-P 607 686 750 13.0 9.3 

Total wholesale business 692 759 808 9.7 6.5 

Total business 6,379 6,176 6,053 (3.2) (2.0) 

Other retall/wholesale lines (primarily public) 182 147 98 (19.2) (33.3) 

Total switched access llnes 23,005 22,263 21,356 (3.2) (4.1) 
ISDN line equivalents 

Residence 18 13 9 (27.8) (30.8) 
Business 1,580 1,453 1,459 (8.0) 0.4 

Total ISDN Adjusted Access Lines in Service 24,603 23,729 22,824 (3.6) (3.8) 

DSL customers (retall and wholesale) 
Retall long dlstance customers 

Switched access and local minutes of use (millions) 96,755 82,101 70,061 (15.1) (14.7) 
Retail long dlstance minutes of use 1,816 10,039 21.109 110.3 

Total access minutes of use (mllllons) 98,571 92,141 91,170 (6.5) (9.1) 

Capital expenditures $ 3,337 $.2,824 $ 3,018 ( 15.4) 6.9 

* Not meaningful 



2004 compared to 2003 

SEGMENT OPERATING REVENUES 

Voice 

Voice revenues decreased $93'during 2004 compared to 
2003 driven primarily by continued access line loss offset by 
the growth in InterLATA long\ distance, Total switched 
access lines declined 907,000, or 4.1%. for the period with 
retail line losses being slightly offset by increases in whole- 
sale lines. The access line decline was the result of 
continued share loss and technology substitution, primarily 
wireless. 

Wholesale linis, which consist primarily bf unbundled ' 
network element - platform (UNE-P) lines, totaled almost 
3.0 million at December 31, 2004, up 276,000 lines year 
over year. The vast majority of ttie UNE-P additions were 
residential. When lines over which we provide retail services 
are converted to UNE-P, we lose revenue and margin.'On 
average, the revenue from our provision of UNE-P does not 
permit us to recover the fully allocated costs we incur to 
provide it. To mitigate this loss, we have been actively 
seeking reform of the pricing rules that regulators use to 
set UNE-P prices. As pre3iously discussed under the heading 
"Overview," a judicial decision that became effective in 
June 2004 invalidated certain FCC rules that governed the 
provision of wholesale access to  our network by local 
service competitors. We believe this change in the regula- 
tory environment influenced the loss in UNE-P lines that we 
experienced in the second half of 2004. 

In efforts to combat share loss, we continue to  grow our 
package services. BellSouth Answersa Is our signature 
residentlal package offering, which combines various wire- 
line, wireless, internet services and/or DIRECTVa digital 
satellite television services. The package combines the 
Complete Choice calling plan of local~service and multiple 
convenience calling features with BellSouth Long Distance, 
BellSouth@ FastAccessa DSL or dial-up Internet, and Cingular 
Wireless services. During 2004, we began offering DIRECTV" 
digital satellite television service through all sales channels 
as part of the BellSouth Answers@ portfoiio. This agency 
relationship with DIRECTVa provides us with a key competi- 
tive product with insignificant cost or capital requirements. 
With the addition of video, the BellSouth Answers" pack- 
age is one of the most comprehensive and competitively 
priced bundles in our markets today. We ended 2004 with 
almost 4.4 million residential packages, representing a 37% 
penetration of our retail primary line residence base. 
Almost 84% of Answers customers have long distance in 
their package and almost 45% have either DSL or BellSouth 
dial-up Internet. 

Long distance voice revenue increased $578 in 2004 
when compared to 2003, driven primarily by growth in 
interLATA and wireless long distance, InterLATA revenues 
increased $640 reflecting continued large market share 
gains driven by marketing efforts and the BellSouth Unlim- 
ited Long Distance Plans. At December 31, 2004, we had 
6.1 million retail long distance customers and a mass- 

market penetration rate of approximately 48% of our 
customer base. We also continued to grow our long 
distance offerings in complex business. We recorded $209 
in complex long distance revenue in 2004 compared to  
$71 in 2003. Through December 31,2004, the complex long 
distance backlog stands a t  $624. This backlog represents 
an estimated value of the complex long distance business 
sold but not yet booked as revenue. Revenue from 
wholesale long distance services provided to Cingular 
increased $55 when compared to 2003. This increase was 
caused by higher volumes associated with the proliferation 
of wireless package plans that include long distance 
partially offset by slightly iower rates. 

Switched access revenues declined $62 in 2004 when 
compared to 2003 due to volume and rate decreases. Our 
entry into interLATA long distance shifted switched access 
minutes from other carriers to our service resulting in a 
transfer from wholesale switched access revenues to retail 
long distance revenue. Switched access and local minutes 
of use decreased 14.7Ph compared to 2003. The decrease 
is due to the impact of our entry into interLATA long 
distance, access line losses including the shift to UNE-P lines 
and alternative communications services, primarily wireless 
and e-mail. Switched access rates were slightly lower in 
2004 due to the July 1, 2003 rate reduction of the C,+LLs 
program, an FCC access reform initiative. The decline in 
rates, however, is substantially offset by higher subscriber 
llne charges that are also included in voice revenues. 

Data 

Data revenues increased $165 in 2004 when cbmpared to  
2003. Data revenues were driven by 'strong growth from ' 

the sale of BellSoutha FastAccessa DSL service partially 
offset by decreases in feQenue from other data products. 
Combined wholesale and retail DSL revenues were up $241 
in 2004 when compared to  2003 due primarily to a larger 
customer base. As of December 31, 2004, we had almost 
2.1 million DSL customers, an increase of 634 thousand 
customers compared to  December 31, 2083. 

Retail data services grew 11.5% in 2004 when compared 
to 2003 driven primarily by the growth from the sale of 
FastAccess DSL service. During 2004, we added 653 thou- 
sand net retail customers. We offer three broadbad 
downstream connection speeds to meet the varying needs 
of our mass-market customers. The original version - Bell- 
South FastAccess DSL Ultra - runs at downstream connec- 
tion speeds of up to 1.5 megabits. Since mid-2003, we 
have offered a lower speed version - BellSouth FastAccess 
DSL Lite - running a t  downstream connection speeds of up 
to 256 kilobits. FastAccess DSL Lite accounted for approxi- 
mately one-fourth of DSL customers as of December 31, 
2004. In April 2004, we began offering FastAccess DSL 
Xtreme, delivering downstream connection speeds of up 
to 3.0 megabits and upstream connection speeds of up to  
384 kilobits. We believe our broadband offers are among 
the most competitively priced in our markets. In late 
September 2004, we launched additional incentives and 
introduced new pricing for FastAccess DSL Ultra service 
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designed to increase long-term market penetration. Retail 
FastAccess customer additions were offset somewhat by 
wholesale DSL disconnects as we continue to see a shift in 
customer mix to retail. Revenue from other retail data - 

products was flat for 2004 when compared to 2003. 
Revenues from the sale of wholesale data transport 

services and wholesale DSL to  other communications prov- 
iders, including long distance companies and CLECs, de- 
clined 4.3% in 2004 when compared to 2003, primarily due 
to the lingering impacts of soft enterprise market segment 
demand and continued network grooming and consolida- 
tion by large inter-exchange carriers.. 

Ofher' 

Other revenues decreased $68 in 2004 when compared to 
2003. This decrease reflects decreases in revenues from the 
payphone ,business of $77 and billing !and late payment 
fees of $29, partially offset by increases in equipment 
revenues of $33 and increases in wholesale iong distance 
revenues of $12, increases in equipment revenues reflect 
increased demand due to improved economic conditions 
and customer upgrades to newer technology. 

. ' 

SEGMENT OPERATING EXPENSES 

Cost of services and products ' 

Cost of services and products of $7,108 in 2004 lncreased 
$353 from 2003, The cost of services increase was im- 
pacted by: increases of,$213 in costs of goods sold 
principally ,driven by increases in the provision of iong 
dista~ce service volumes; increases of $104 in labor costs, 
impacted by, pay increases driven by union contract raises 
and bigher,costs from retiree and.medicai benefits slightly 
offset b,y lower average workforce; increases of $39h  
contract services related to  network ,planning projects and 
equip-pent instqllations; and increases in mpteriais and 
supplies of $39 associated with increased utilities usage, 
partially offset by decreases of $95 in access fees due to 
volume declines, settlements and significant reductions in 
charges ,associated with access to other carriers customer 
name databases; and by decreases in rent of $22 related 
to real estate consolidation. , % ,, . . ( ,  

1 1- , I 1 .  

Selling, general, and adminisfrafive expenses * i1 
, I , 5 -  

/ 0 
Selling, general, and ad penses of $3,123 in 
2004 increased.$44 from 2003. The selling, general, and 
administrative expense reflected represents an locrease of 
$133 in labor costs driven by highercosts from'retiree and 
medical benefits, incentive awards, reduced use of con- 
tractors and pay increases partially offset by lower 
headc~unt;~Also included in the labor increase was a $38 
increase in an annual adjustment to the workers compen- 
sation and long-term disability accruals. In addition to labor 
increases, information technology costs .increased $24 dur- 
ing 2004 compared to 2003. 

This increase was partially offset by a decrease in . 

uncoliectibles expense of $90 driven by continued im- 
provements in the collection process and improved eco- 
nomic conditions, and decreases of $23 in outside sales 
commissions, fees and other various expenditures. 

Depreciation and amorfizafion 

Depreciation apd amortilation eipense'decreased $178 
during 2004 when compared to 2003. The,primary driver of 

/ I _  

the decline in depieciation expense relates to lower 
depreciation rates under the group life method of depreci- 
ation. The lower depreciation rates were-precipitated 
primarily by the reductions In capital expenditures over the 
past several years. Amortization expense increased due to 
higher levels of capitalized software. 

, , 

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 
~. 

Unysual itg,&s that were excluded from this segment's net 
income consistgd of the following: for 2004, unusual items 
of $(160) for the South Carolina regulatory settlement, , 
lease termination fees, severance and. hurricane-related 
costs; for 2003, ugusual items of $676 for the cumulative 
effect of change in accounting principle related to the 
adoption of FAS, 143 offset by restructuring charges, costs 
assoclatgd with the early extinguishment of debt, and an 
asset impairment. !, 

, ' , , 
2003 compared fo 2002 

, - I  / , , -  

SEGMENT OPERATING-REVENUES _ * /  

I I , ,  1 '  

Voice , \  I .  ' ., , 4 
I / s ', - * 

Voice revenues increased $143 driven by significant growth 
in InterLATA long distance substantially offset by continued. 
access line share loss and conversion to wholesale Ilnes. 
Total switched access lines~deciined 3.6% with retail line - 
losses being partially offsetsby increases, In wholesale lines. 
The access line ,decline was the result of share loss,, 
technol~gy.~substitc(tlon and a continued weak economy. 

Wholesale lines consist primarily of unbundled network 
element - platform (UNE-P) lines. The UNE-P lines totaled 
approximately 2.4 million at December 31, 2003, up 
864,000 lines from the prior, year. The vast majority of the 
UNE-P additions were*residential. Buslness UNE-P line adds of 
79,000 fell slightly from 4he prior,.year whiie other wholesale 
UNE-P lines, primarily. payphone, lncreased by 23,000 in 
2003. V ,  * -  - t ,  

' As of the end of 2003, we had more than 3 million 
residential packages designated as Answers customers, 
which represents! a;24.1% penetration of our retail primary 
line resldence base. As of December 31,2003, over 75% of 
Answers customers had long distance In,thelr package and 
over 40% had either DSL or BellSouth dial-up Internet. 

InterLATA- long distance voice revenues increased $573 
compared to 2002. Substantial InterLATA growth reflects 
our receipt of regulatory relief to provide ,interLATA services 



in the nine southeastern states we serve. At December 31, 
2003, we had nearly 4 million long distance customers, a 
penetration rate of 28% of primary,residential acces~,llnes 
and 39% of mass-market,,small business accounts. Earlier in 
2003, we began offering unllmi?ed long distance to reduce 
competitive churn and increase retention and,,reacquisition 
of resldential,customers. We recorded $7 1 in complex long 
distance revenue in 2003compared to $3 in 2002, Reve--, 
nue from wholesale long-distance services provided'to ' 

Cingular increased $47 in 2003. This increase was caused 
by higher volumes associated with the proliferation of 
wireless long distance plans. 

Switched access revenues dk l ined $195 in 2003 when 
compared to 2002 due to volume and rate decreases. Our 
entry into interLATA long distance shifted switched access 
minutes from other carriers to our service resulting in a 
transfer from wholesale switched access revenues to retail 
long distance revenue. Switched access and local minutes 
of use declined 15.1% compared to 2002. The decrease Is 
due to the impact of our entry into InteiLATA long4' 
distance, access line losses includirig the shift to UNE-P lines 
and alternative communlcat~ons'services, primarilv wireless 
and email, Switched accesb rates weie lower in 2003 due 
to effects of the CALLS ptogram, an FCC access charge 
reform initiative. The decline in rates, however, is substan- 
tially offset by higher subscriber line charges that aie also 
included in voice revenues 

I t  

Data 

Data revenues in'creased $84 in 2003. The overall growth 
was driven by revenues from the sale of BellSoutha FastAc- 
cessa DSL service. Combhed wholesale and retaii DSL 
revenues were up $248 in 2003 due to a larger customer 
base. As of December 31,2003, we had over 1.46 million 
DSL customers, an increase of 444,000 customers com- 
Pared to December 31, 2002. 

Retail data services, whlch represent roughly half of 
data revenues, grewSl4.1% in 2003 driven primarily by 
growth from the sale of FastAccess DSL service. Early in the 
third quarter 2003, we introduced FastAccessa DSL Llte, 
creating a tiered app,rAoach to broadband:that allows 
customers to choose the connection speed and price best 
suited to their internet use. 0thei retaii data products, 
primarily DSI lines (dedicated high cap,acity lines) were 
lower driven by decreases in demand and special access 
rate reductions effective July 2002. 

Revenues from the sale of wholesale data transport 
services to other communications providers, including long 
distance companies and Cqnpetltive Local Exchange 
Carriers, declined 7,8% in 2003 primarily due to reductions 
in leased circuits by large inter-exchange carriers as they 
rationalized their capacity needs in relation to current 
demand. The decline was also attributable to the lingering 
impacts of a soft economy and the renegotlation of an 

Other 

Other communications revenue decreased $268 primarily 
due to a decline of $123 in sales ,to second and third tier 
long distance carriers due,to our decision to eliminate 
certain products within the wholesale long distance portfo- 
lio and due to the continuing phase-out of our payphone 
business which created a decline of $59. We completed 
our exit of the payphone business as of December 31, 
2003. Other revenues decreased $86 due to a chqnge in 
the presentation for drop shipments of equipment from 
gross to net, which lowered both revenues and expenses. 

SEGMENT OPERATING EXPENSES 8 / /  

Cost of services and products 

Cost of services and products increased $291 compared to 
the same periods in 2002, The increase reflects higher, 
pension and retiree medical costs of $315, Costs of ,service 
associated with providing retail InterLATA long distance 
increased $183 driven by higher volumes related to more 
customers while costs associated with the provislon of long 
distance services to Cinguiar increased $34 driven by , 
higher volumes. In addition,~installption and activation 
expense increased $239 as compared to the prior period 
reflecting lower expense deferrals related to lower instalia- 
tion and activation service revenue. , 

These cost increases were partially offset by work force 
reductions, primarily as a result of reduced business 
volumes, that resulted in decreased salary and wage 
related expenses of $1 16. Wholesale long distance cost of 
services decreased $100 reflecting a, de-emphasis in these 
services. Costs of goods related to  equipment sales'de-,. 
creased $86 due to a change in the pres,enfatlon for, drop 
shipments from gross to net, which had no impact on 
operating margin, In addition, page and equipment costs 
decreased $53 driven by lower volumes, Information tech- 
nology infrastructure costs d 
containment efforts, 

, '  
Selling, general, and administrative expenses - 

Selling, general, and administrative expenses in'creas'ed 
$131 in 2003 compared to  2002. The periods presented 
were impacted by increases in advertlslricJ 'of $11 1 associ- 
ated with higher spending related t o  a more competitive 
environment and increases in outside'sales commissions of 
$55 primarily related to the long distance launch. The 
periods presented were also impacted by increased pen- 
sion and retiree medical costs of $33. 

These increases were partially offset by decreases in 
uncollectible expenses of $116. Prior year periods Included 
the impact of higher bankruptcies and non-pay accounts 

access contract with a bankrupt wholesale customer. driving the decrease in 2003. 
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Depreciation and amortilation UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Depreciation and amortization expense decreased $390. Unusual items which were excluded from this segmen'r's 
The primary driver of the year-over-year decline in depreci- results consisted of the following: in 2003, $676 for the 
ation expense relates to lower depreciation rates under cumulative effect of a change accounting 
the group life method of depreciation. The lower rates related to the adoption of FAS 143 offset by restructuring 
were caused primarily by the significant reductions in charges, costs associated with the early extinguishment of 
capital Over the past several years* In addi- debt, and an asset impairment; in 2002, $(544) related to 
tion# expense was lower due the adoption restructuring costs, including pension settlements, costs 
of SFAS No. 143. In connection with the adoption of this associated with the early extinguishment of debt, costs 

we longer accrue net of In associated with service curtailmbnts and asset impairments 
our depreciation rates causing lower depreciation ex- and refund of customer late fees in Florida. 
pense. Amortization expense increased slightly due to 
higher levels of capitalized software. 

Domestic Wireless 

We own an approximate 40% economic interest in Cingular, a joint venture with SBC, Because we exercise Influence over 
the financial and operatlng policies of Cingular, we use the equity method of accounting for this investment. Under the 
equity method of accounting, we record our proportionate share of Cingular's earnings in our consolidated statements of 
income. These earnings are Included in the caption "Net earnings (losses) of equity affiliates". For management 
purposes, we evaluate our Domestic Wireless segment based on our proportionate share of Cingular's results. 
Accordingly, results for our Domestic Wireless segment reflect the proportional consolidation of approximately 40% of 
Cingular's financial results, 

On October 26, 2004, Cingular completed the acquisition of AT&T Wireless. creating the largest wireless carrier in the 
United States based on number of customers. Data revenue played an increasingly important role in revenue composition 
in 2003 and 2004 and those Impacts are expected to increase in 2005, Further, competition continues to be intense, with 
up to five competitors in most of Cingular's significant markets. 

Percent Change 
2003 vs. 2004 vs. 

2002 2003 2004 2002 2003 

Segment operatlng revenues: 
1 

Service revenues $ 5,569 $ 5,689 $ 6,989 I 2.2 22.9 
Equipment revenues 392 504 785 28.6 55.8 

Total segment operating revenues 5,961 6,193 7,774 3,9 25.5 
Segment operating expenses: 

Cost of services and products 1,965 2,273 2,980 15.7 31.1 
Selling, general, and administrative expenses 2,170 2.170 2,826 0.0 30.2 
Depreciation and amoriHzaiion 740 835 1,232 12,8 47.5 

Total segment operating expenses 4,875 5,278 7,038 8.3 33.3 
Segment operatlng income 1,086 915 736 (15.7) (19.6) 

Segment net income $ 357 $ 261, $ 129 (26.9) (50.6) 

Segment net Income lncludlng unusual items $ 301 $ 261 20 (13,3) (92.3) 

Key Indicators (100% Cingular): 

CellularIPCS Customers (000s) 21,925 24,027 49,109 9.6 104.4 
Wireless average monthly revenue per user - 

Cellular/PCS (whole dollars) (a) $ 52 $ 51 $ 49 (1.9) (3.9) 
Capital Expenditures $ 3,085 $ 2,734 $ 3,449 (11.4) 26.2 

( a )  Management uses average revenue per user (ARPU) as an Indicator of operatlng performance of the business. Wireless ARPU - Cellular/PCS 
Is d e h e d  as Cellulor/PCS servlce revenues during the period dlvlded by average Cellular/PCS subscribers durng the period. Thh metric 1s 
used to  compare the recurring revenue amounts being generated on Clngular's network to  prlor periods and internal targets. We belleve that 
this metric provides useful lnformatlon concerning the performance of Cingular's hltiatlves to  attract and retain high value customers and the 
use of its network. 



2004 compared to 200 
1 

SEGMENT OPERATING REVEN 

. 8 ,  

Clngular had 49.1 mllllon cellular/PCS customers at  Decem- 
ber 31,2004, representing growth of 25.1 rnlllion in Its 
cellular/PCS customer base from a year! ago. Thls.growth 
was primarily due to a 21.7 mllllon cellular/PCS customer 
base lncrease, related to Clngular's acquisltlon of AT&T, 
Wireless in October 2004. Addltlonally, for 2004, Clngular's 
celiular/PCS customer net addltlons were 3,4 rnlllion, up 
from 2.1 mlllion a year ago, wlth 1,7 mlllion of the current 
year's ceilularIPCS customer net addltlons occurring In the I 

fourth quarter of the year. This fourth quarter increase i, 

represents the highest cellular/PCS customer net addltions 
total ever when compared wlth the comblned hlstorlcal 
results of Clngular and AT&T Wlreless. The strong ,perform- 
ance-In cellular/PCS, customer net addltlons durlng the * 

fourth quarter was drlven by the re-launch of the Cingular 
brand, the offerlng of new common rate plans and the 
larger dlstrlbutlon network of the newly comblned Clngu- 
iar/AT&T Wlreless company subsequent to the, acquisltlon. 
Also favorably Impacting customer net addltlons t'hrough- 
out 2004 were the promotion and success of Clngular's ' 

new GSM seniice offerings and the"cont1nued'promotion of 
I ts  FamllyT'alk@ servlce offerlng and Its Roilover@ rate plans. 
Excluding the lmpact to the prepald customer base due to  
the'AT&T Wlreless acquisltlon, the 'prepald customer count 
wasreduced from the prior year, ln<part'due'to-the 
succeAsful ljromotlon of the postpaid ~amliyTalk~.plan, ' ' 
which competes for customersl'at a similar price point but 
wlth enhan'c'ed'servlces, The lncrease in reseller customer 
net addltions compared with the prior yeaircbn be 
attributed to continued growth by Clngular's prlmary 
reseiler. " I - 1  

The monthly cellular/PCS churn rate of 2.7% In 2004,' 
which Included the1 results of AT&T Wireless since Its 
acqulsltlon, was flat compared with the 'chlrrn rate in the 
prlor year as a lower churh rate In Clngulai's postpald 
cuitomer base 'has'offset by hlgher churn rates In the a 

prepald and reseller customer bases. Dhlng-the fourth 
quarter of 2004, Clngular experienced 'a'slgnlficant im- 
provement In Its postpaid customer basaschurn rate 
compared with prlor periods, as customers rdsponded 
posltlveiy to thellaunch"of the new Clngular,~lts bioad * 
netwdrk coverage and Its attractive GSM servlce offerings. 
Also, during the fouith quarter of 2004, conformity Issues ' 

related to the cal~ulatlon of churn for Clngular and AT&T ' 

Wireless reduced churn subsequ6nt to tAe acqulsltlon by 13 
basis points. Beginning In the first quarter of 2005, ~lngul'dr 
wlll adopt a new reseller churn cdiculatlon methodology 
that Is consistent wlth'its prlmary competitor. Cingular ' 

currently lncludes gross reseller disconnects In the churn 
 calculation^ In the future, Clngular wlll base the calcula- 
tions on total reseller net customer reductions. To date, 
Clngular does not believe that wireless local number 
portability has materially Impacted the customer churn 
rate. 

Total operating revenues, consisting of service revenue 
and equipment, sales, Increased $,1,581, In 2004. The prl- 
mary driver, behind the'year over year lnyeases ln~almost 
every corripor;lent of total opeiatlng revenues was'clngu- 
lar's acquis~tlon of AT&T Wireless In late October 2004 and 
the lncluslon of 67 days of AT&T Wl(eiess operating results. 
~ddltionaily, total opeKatlng revenues continue to be 
favorably Impacted by growth In servlce revenue as a , , 
result of a higher akerage cellular/PCS customer base and 
thelcontinu,ed,gfqwth In data revenues. Equlpment sales 
conhibuted, $281 l o  the lncrease In total operating reve- 
nues, drlven by,bbii; stlong, customer 'g'rowth and handset 
upgrade activity. 

1 .  

I I ' ,  

Service revenues , 

, 8 ,  I '  1 . , 
Service revenue. comprised of local voice and data 
services, roamlng; long dlstance and other revenue, ln- 
creased $1.,300 In 2004 compared.to 2003, The-local . 

sewlce component of totalLservlce revenue lncludes recur- 
ring m-onthly access charges, airtime usage, lncludlng 
prepaid service,, and charges for optional features and 
servlces, suchas .voice mall, mobile-to-mobile calling, 
roadside assistance, caller.ID: handset insurance and data 
servlces. It also lncludes billings to customers for the 
Universal Servlce Fund (USF) and other regulatory fees. The 
primary driver of the lncrease In local servlce revenue for 
2004 was the~incluslon of thelformer AT&T Wlreless operat- 
ing results as a resolt of Clngular's acqulsltlon In late 
October 2004. Aside from..this lmpact, Increases In local 
servlce revenue are a function-of the higher average 
customer- base. partially offset by the Impact1 of a lower 
Average Revenue Per User (ARPU). Strong growth In data 
revenue, Including the lrnpact of the AT&T wireless acqulsl- 
tlon, continues to favorably lrnpact local service revenue 
driven primarily by lncreased data servlce penetration and 
usage of text messaging and other data services by 
ceilular/PCS customers. Incoi!ect and outcollect roamlng 
revenues were essentially flat, wh&n compared with the 
co_rrespondlng, prior year. Roaming revenue continues to  
be unfavorably lmpapted by the ,bundling of "free" roam- 
ing minutes wlth all-Inclusive regional and, national rate 
plans and lower, negotiated rates wlth,~Clngular's roamlng 
partners. Prlor to the, acquisition, AT,&T ,ylreless was Clngu- 
lar's largest national roaming partner. ,Effective wlth the 
acqulsltlon, Clngular's consolidated outcollect revenue re- 
flects ellmlnatlon of roamlng revenue between the now 
comblned Clngular and former AT&T Wlreless properties 
along ,wltp a corresponding ellmlnatlon of incoilect roam- 
ing costs. Although net Income neutral, this eilmlnation wlll 
slgnlficantly reduce the new comblned company outcol- 
lect revenue when compared to the combination of prlor 
hlstorlcal stand-alo~e results. The increase In long distance 
revenue compared with 2003 was primarily related to the 
Incremental lmpact of the additional long distance reve- 
nue contributed as a result of the AT&T Wlreless acqulsl- 
tion. Higher International long dlstance revenue In 2004 
also contributed, to a lesser extent, to the overall lncrease 
compared wlth the prlor year. 
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Cellular/PCS ARPU for 2004 was $49.30, a decrease of 
$2.02, or 3.9%, compared with $51.32 for 2003. Although 
the contribution of a higher ARPU for the AT&T Wireless 
customer base for the last 67 days of 2004 had a slightly 
positive impact on overall 2004 ARPU when compared with 
2003, the main drivers of the changes In ARPU remained 
consistent with prior periods, Continued increases in ARPU 
related to higher customer usage and lncreased data 
revenue and regulatory fee revenue were more than offset 
by the impact of a larger embedded customer base of 
postpaid customers on lower ARPU FamilyTalka rate plans 
and on all-inclusive rate plans that Include more "free" 
minutes, thereby reducing overages and other chargeable 
airtime. Also exerting downward pressure on ARPU com- 
pared with the prior year Is a change in the mix of the ' 

ceiluiar1PCS customer base to include a higher percent- 
age of lower ARPU reseller customers and decreases in ' 

roaming revenue, largely as a result of the acquisition of 
AT&T Wireless. Additionally, as former AT&T Wireless cus- 
tomers migrate to the popular Rollover rate plans, Cingular 
expects higher revenue deferrals related to unused rollover 
minutes to  have an unfavorable impact on reported ARPU. 
This effect may be partially offset by the addition of higher 
ARPU AT&T Wireless subscribers to the customer ba 

Equipment revenues 

For 2004, equipment sales increased $281 in 2004 com- 
pared to 2003, primarily driven by overall higher handset 
sales including the impact of a significant increase In 1 

customer gross additions due >to the acqulsltion of AT&T 
Wireless. Customer mlgratlons t o  new Cingular rate plans 
as a result of the merger also favorably impacted handset 
upgrade revenue. ,. - 

SEGMENT OPERATING EXPENSES 

Cost of services and products 

The cost of services and products Increase of $707 for 2004 
compared to  2003 was due to  increases in local network 
system costs and in third party system costs (lee., roaming 
and long distance costs). Over half of the increase in local 
network system costs can be attributed to the Incremental 
costs related to the'acqulred AT&T Wireless network. 
Excluding this impact, the overall drivers of increased local 
network costs are primarily related to increased network 
system usage and associated network system expansion 
costs, lncreased local network svstem costs In 2004 versus 

creased volumes of roaming minutes. Also, as a result of 
the AT&T Wireless acquisition, Cingular's consolidated incol- 
lect expenses reflect elimination of intra-company incollect 
roaming costs between the now combined Cingular and 
former AT&T Wireless properties along with a corresponding 
elimination of outcollect revenue. Although net income 
neutral, thls elimination will significantly reduce the new 
combined company incollect roaming expenses when 
compared to the combination of prior hlstorlcal stand- 
alone results. The increase in long distance costs was 
primarily volume driven, impacted by the inclusion of "free 
long distance" in many of Cingular's regional and national 
rate plan offerings. In addition, approximately one-third of 
the increase in long distance costs versus 2003 was related 
to the lncremental long distance expenses incurred as a 
result of the AT&T Wireless acquisition. For 2004, the cost of 
equipment sales increased, primarily driven by overall 
higher handset sales including the impact of a significant 
lncrease in customer gross additions and customer rnigra- 
tlon to  Cingular rate plans due to the acquisltion of AT&T 
Wlreless. 

I t 

Selling, general, and administrative expenses 

Selling, general, and administrative expenses for 2004 
increased $656 when compared with the prior year, prima- 
rily due to the incremental expense Impact resultipg from 
the addition of the AT&T Wireless selling, general, and 
administrative expenses during the fourth quarter of 2004, 
Selling, geneyal, and administrative expenses in 2004 also. 
included,cost increases assocjated with increased ,cus- 
tomer gros? additions and other customer service and 
support initiatives. Selling expenses, which include sales, 
marketing, advertising and commission expenses, ln- 
creased,for 2004 compared ,with the prior year primarily 
due to the addition of the incremental AT&T Wireless 
selling expenses during the fourth quarter of 2004, Higher 
sales, advertising and promotion costs and commissions 
expenses were also a function of the increased customer 
gross addltlons in 2004. Costsfor maintaining and support- 
ing the cus,tomer base also increased for 2004 compared 
with the prior year primarily due to the addition of fhe , 
AT&T Wlreless expenses iq the fourth quarter. Costs for 
maintaining and supporting the cusfomer base were also 
impacted by higher bad debt expense, custpmer service 
expenses to support on-going customer retention and 
other service improvement initiatives and higher cornmis- 
sion expenses associated with handset upgrades. Bad debt 
expense lncrgased primarily due to higher customer net 
write-offs as a result of prior relaxed credit policies In 

the prior year attributable to hisbrical pre-merger Cingular selected areas, have been subsequently changed, 
activities included increased costs billed to Its customers as well as r e s ~ u a l  to the 
related to  payments into the USF and certain other of wireless local number portability in late 2003. Addltion- 
r'gu!atory funds and higher costs related Its handset ally, 2063 included a net recovery of prior MCI write-offs, 
insurance program due to lncreased claims. For 2004, third Upgrade commission expenses were impacted by over one 
party network system costs were lower as continued million customer migrations to new rate plans as a result of 
decreases in incollect roaming costs were partially offset the merger, 
by higher long distance costs. Lower incollect roaming 
costs-were a result of lower negotlated roaming rates with 
Cingular's roaming partners, which more than offset in- 



Depreciafion and amorfizafion 

Depreciation expense lncreased by $249 in 2004, com- 
pared to  2003, and Included an incremental $130 related 
to  assets acquired from AT&T Wireless. Other lncreases In 
depreciation expense were primarily due to on-going 
capital spending, including the GSMIGPRSIEDGE network 
overlay, in, addition to lncreased depreciation on TDMA 
assets in 2004 as a result of a further review of estimated 
servlce lives. Amortlzatlon expense lncreased by $148 in 
2004 c,omppred to 2003, and Included an incremental 
$166 In amo~izatlon,expense as a result of the AT&T 
Wireless acquisltlon, prjmarlly related to  the amortization of 
the customer relationship intangible asset. This lncrease 
was partial!y offset by certain hlstorlcal Clngular finite-lived 
intangible assets becoming fully amortized during 2004. 

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Unusual items which were excllided from this segment's 
results consisted of the follow1ng:'in 2004, $(109) related to 
wireless merger Integration c08ts;~faIr value adjustment and 
lease accounting adjustm-ents; in 2003, no unusual Items 
were excluded. 

2003 compared to 2002 

C ~ ~ ~ U I ~ ~ / P C S  customers lndieased 9.6% during 2003 Net 
c e l l u l a ~ j ( ~ ~ S  adqitions in 2003 lncreased 1.8 mllilon com- 
pared to 2002, Improvement in customer additions was 
attributable to several business Initiatives Clngular lmple- 
mented earlier In 2003: (1) reorganization of Cingular's 
marketing, sales and operations actlvlties from a national 
to a legionai basis to more effectiyeiy,address local market 
needs; (2) lntroductlon of a more meaningful brand 
message; (a) !ncreased emphasis on Cingular's affiliation 
with its ,parents ,and co;branding ,and more effectively 
ut i~lzi"~ the parents' sales channels In those areas where 
Cingular's wireless markets overlap with the parents' wlre- 
line markets; and (4) more effective marketing execution 
such as the "Family Talk"-rate pla? offer introduced in the 
third quarter of 2003. Prepaid s,ubscrlber growth was 
lmpacted positively in 2003 by the KIC (Keep In Contact) 
prepald plan launched in the fourth quarter of 2002. The 
reseller subscriber base was hlghe[[due to aggressive 
growth by Cingular's primary reselley during 2003 and to a 
loss of 37 1,000 MCI reseller customers in 2002, principally 
when MCI made the decision to exit the wireiess reseller 
business In the second half of 2002. The cellular/PCS churn 
rate was 2.7% In 2003 compared wlth a 2.8% churn rate in 
2002. 

Total segment operating revenues increased $232 dur- 
ing 2003. The growth in total operating revenues was a 
result of Improved service revenues driven by a larger 
average cellular1PCS customer base, robust growth In 

data revenues and increased regulatory fee revenues. . 
Strong customer growth and a significant lncrease In 
handset upgrade activity in 2003 also contributed to 
increased equlpment revenues. 

, Service revenues increased $,120 1,n 2003, driven by the 
3.6% increase In the average subs{[lber base, a $ 4 . 4 ~  ,, 
increase In local minutes of use, and a ($64 inqrease over 
prior year of revenues related to bllllngs to Clngulqr's 
customers for the USF and othe<regulatory fees.-other . 
increases-were a resul! of an lncrease In data revenues 
from 2002,~eflective of higher penetration and usage of 
SMS short messaging data services w$h ceilular/PCS cus-, 
tomers as well as increased revenue per customer related' 
to the Mobltex data business. Partially offsettlng,_these . 
lncreases were a decrease in wirelesg Average Revenue 
Per User (ARPU), declines in roaming a>nd.lqng 'distance 
reve,nues reflecting the migration of customers ,to regional 
agd national rate plans and a reduc;tlo~ in roamlng rates 
wlth major ro,amlng partners to  support all-inc,luslve rate , 
plans, Addltlonaily, the lncrease was offset pa?ially by the 
effects of  merging Issue,s Task Force, Issue No. 00-2:1, , 
(EITF 00-21), ~evenue .Arrangements with Multiple Dellver- 
ables, adopted July 1, 2003. Impiem~entatlon of:EITF 00-2f 
resulted in a reclasslficafion of certainLd,lr,ect channel 
activation revenues fro9 service revenues to equipment 
revenues on a prospective basis only. As a result, servlce 
revenue growth was reduced by approximately $14 for the 
year. - 1 , ,  .I 

ARPU for cellular/PCS customers declined 1.6% or,$0.82 
to $51.32 In 2003 ,from, $52.14 in 2002. lncreased sales of 
lower ARPU "Famiiy,;Talk" + ,  plans in the second half of the 
year, in combination with a hlgher percentage of lower 
ARPU reselier and prepaid customers, In Cingular's 2003 
customer base, negatively lmpacted Its overall PRPU when 
compared with the prior year. Addltlonaily. the Impact of 
increased revenue deferrals assocla\ed with its "rollover" 
rate plans, which allow custome!r's to darjy over'any unused 
"anytime" minutes from month to  month for up to one 
year, plus the revenue reclassifi~ation as a result,of the 
adoption of EITF 00-21 also had a negative lppact on 
ARPU, Other unfavorable impacts include, on-g-pjng com- 
petitive pricing pressures and the reduotlons,in roaming 
and long distance revenues. , , t - 

Equipment revenues increased $412 in 2003 compared 
to 2002. An increase In handset revenues,was-!primarily 
drlven by hlgher unit sales reflecting the near!y 14% , 

lncrease In celiular1PCS postpaid and prepald gross cus- 
tomer additions and a significant lncrease In the sale of 
"upgrade" handsets compared wlth the prior year, The 
increased unit sales, particularly for upgrades, was a 
function of both Cingular's GSM conversions and focused 
efforts to increase the number of customers under contract 
in anticipation of wireless local number portability. These 
increases also included the lmpact of the Implementation 
of EITF 00-21, which lncreased equipment revenues by 
approximately $14. 
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In 2003 and early 2004, our Advertising & Publishing Group was negatively affected by weak economic conditions and 
competition. We expect an improving economy, combined with the execution of our business strategies, t o  result in 
moderate revenue growth in 2005. 

Percent Change 
2003 vs. 2004 vs. 

Segment operating revenues 
Advertising & Publishing revenues $2,010 $1,906 1,878 (5.2) (1.5) 
Cornmlssion revenues 147 144 141 (2.0) (2.1) 
Total segment operating revenues 2,157 2,050 2,019' (5.0) (1.5) 

Segment operatlng expenses: 
Cost of services and products 35 1 345 353 (1.7) . 2.3 
Selling, general, and adminlstratlve expenses 879 706 684 (19.7) (3.1) 
Depreclatlon and amortlzatlon 29 26 28 (10.3) 7.7 
Total segment operating expenses 1,259 1,077 1,065 (14.5) (1.1) 

Segment operating income 898 973 954 8.4 (2.0) 

Segment net income $ 545 $ 600 583 10.1 (2.8 

Segment net income including unusual items $ 428 $ 96 583 (77.6) * 

Capltal Expenditures $ 29 $ 28 29 (3.4) 3.6 

* Nof meaningful 

2004 compared to 2003 

SEGMENT OPERATING REVENUES 

Segment operating revenues decreased $31 in 2004 com- 
pared to 2003. The decreases include a reduction In print 
revenues, partially offset by an increase In electronic 
media revenues. Sales agency commission revenues de- 
clined $3 in 2004 compared to 2003. 

The print revenue decline between periods &as primarily 
driven by the amortization of revenues from directories 
issued in the latter half of 2003. The decline in revenues 
from 2003 directories was attributable to the lingering 
effects of weak economic condiilonsin 2003 that affected 
the directory advertising environment, and the continued 
impact of online and offline media competition. These 
factors also caused revenues from dlrectories issued in the 
first half of 2004 to'be flat when compared to their 2003 
issues. Revenues from dlrectories issued in the second half 
of 2004, however, achieved positive growth as a result of 
expanded product offerings, increased distribution, suc- 
cessful sales execution, growth in internet saies, and an 
improving economy, Based on recent directory saies 
volumes, revenues from directories to be issued 2005 are 
also expected to show moderate positive growth over their 
previous issues. 

The $3 decline in sales agency commission revenues 
was the result of the discontinuance of a line of business, 
partially offset by growth in core sales. 

SEGMENT OPERATING EXPENSES 

Cost of services and products Increased $8 in 2004 
compared to 2003 driven by the impact of increased 
distribution. Selling, general, and administrative expenses 
decreased $22 in 2004 compared to 2003 driven primarily 

bv a $49 decrease in uncoliectible exDense, the result of 
iAproved collection performance between periods. Varia- 
ble costs associated with selling also decreased as a result 
of the reduction in revenues. Partially offsetting these 
decreases were increases in em~lovee healthcare, rsension . , 

and post-retirement medical costs, as well as increased 
spending for advertising in response to  a more competitive 
environment. Depreciation and amortization expense in- 
creased $2 during 2004 reflecting an increase in capital- 
ized software. 

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Unusual items that were excluded from this segment's net 
income consisted of the following: in 2004 there were no 
unusual items; in 2003, unusual items of $(504) included 
the cumulative effect of change in accounting principle 
and severance and pension costs. 

2003 compared to 2002 

SEGMENT OPERATING REVENUES 

Segment operating revenues decreased $ I &  from 2002 to 
2003. The decrease included a reduction in print revenues 
due to lower overall spending by our advertisers. The 
deciine in print revenue was partially offset by an increase 
in revenues from electronic media offerings, resulting from 
increased penetration of the print customer base, Sales 
agency commission revenues decreased slightly as the 
result of a discontinued line of business, 

Because of the accounting convention used for publish- 
ing revenue, the revenue decline during 2003 was primarily 
driven by the amortization of revenues from directories 
issued in 2002, and to a lesser extent from those issued in 
2003. Revenues from directories issued in 2003 also de- 
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clined when compared to their 2002 issues attributable to 
the factors discussed previously. Approximately 50% of the 
decline was recognized in the segment's 2003 income 
statement, with the remainder to be recognized in 2004. 

SEGMENT OPERATING EXPENSES 

Cost of services and products decreased $6 in 2003, 
primarily reflecting the impact of manufacturing cost re- 
duction efforts. Selling, general, and administratlve ex- 
penses decreased $173 in 2003. Uncollectible expense was 
the primary driver of the reductions, decreasing $141. The 
decrease reflects the impact of improved coliection per- 

Liauiditv and Financial Condition 

DESCRIPTION OF CASH FLOWS 

formance in 2003. In addition, variable costs associated 
with selling decreased as the result of the reduction in 
revenues. Depreciation and amortization expenses were 
relatively flat in 2003, 

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME 

Unusual items which were excluded from this segment's 
results consisted of the following: in 2003, $(504) included 
the cumulative effect of a change in accounting principle 
and severance and pension costs; in 2002, $ ( I  17) related 
to an unbilled receivable adjustment, severance costs and 
employee benefits related to workforce reduction. 

Percent Change 
2003 vs. 2004 vs. 

Net cash provided by (used for): 2002 2003 2004 2002 2003 

Continuing Operations 
Operating activities ' $7,712 $7,883 $ 6,801 2.2 (13.7) 
investing activities (1,912) (2,706) (13,560) * * 
Financing activities (4,443) (4.679) 5,071 (5.3) * 

Discontinued Operations 72 428 (579) * * 

Not meaningful 

Continuing Operations 
I 

NET CASH PROVIDED BY OPERATING ACTIVITIES 
r 

Cash generated by operations decreased $1,082 in 2004 
compared to ,the prior year due primarily to a $601 
increase in income tax payments ip 2004, a previously 
accrued payment of approximately $81 to  MCI related to 
its bankruptcy settlement, a $77 payment associated with 
the ratification of our contract with CWA, $160 of cash 
expenses due to the hurricanes in 2004, and lower operat- 
ing margins before depreciation and a,mortizatlon in the 
Communications group. Operating income excluding de- 
preciation and amortization in the Communications group 
decreased $393 In 2004 compbred to the prior yeai. 
Partially offsetting these increased payments were de- 
creases over prior year of $141 in other postretirement 
benefit funding and $45 in severance payments; 

Cash generated by operations increased $171 during 
2003 compared to the prior year, The increase was driven 
primarily by lower severance payments and better receiv- 
ables coliectlons. Severance payments of $125 in 2003 
declined $369 as co'mpared to $494 of payments in 2002. 
During 2003, we enhanced our processes with respect to 
receivable collection management resulting in improved 
collections. Decreases in interest income, due to lower 
rates on our advance to Cingular and the loss of income 
on an advance to KPN were substantially offset by lower 
interest expense due to lower borro2uings. 

Operating cash flows in the next few years wlll be 
negatively impacted by higher federal income tax pay- 
ments as the timing of accelerated tax deprecbtion In 
recent years begins to reverse. 

1 ' 8  

NET CASH USED FOR INVESTING ACTIVITIES 

Capifal expenditures 

Capital expe"ditures consist primarily of (a) gross additions 
to property, plant and equipment having an estimated 
service life of one year or more, plus the incidental costs of 
preparing the asset for its Intended use, and (b) gross 
additions to capitalized software. 

Our capital expenditures for continuing operations for 
2000 through 2004 were as follows: 

Millions % of Revenue 

2000 $6,169 26.5 
2001 $5,495 25.9 
2002 ,, $3,536 17.5 
2003 $2,926 14.4 
2004 $3,193 15.7 

The trend in capital spe"ding levels over the past five 
years reflects targeted capital deployment and better unit 
pricing due to technological advances. The trend in 
spending for capitalized software has increased over the 
period driven by system enhancements to increase eficien- 
cies and introduce new products. While spending levels 
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are expected to remain relatively flat as a percent of 
revenue, we expect a slight shift in the mix of, capital 
expenditures toward broadband and ofher next-genera- 
tion technologies, such as fiber optics and DSL. 

We expect expenditures for 2005 to be financed sub- , 
stantially through internal sources and, to the extent 
necessary, from external financing sources. 

Other investing activities 

During 2004, we contributed $14,410 to Cingular to fund its 
acquisition of AT&T wireless. In addition, we loaned Clngu- 
lar $666 under a revolving credit agreement'to fund higher 
cash needs associated with the Initial integration of AT&T 
Wireless. We received net proceeds of $3,020 in connec- 
tion wlth the sale of eight of our Latin American operations. 
The sdie of our investmeh ih Sonofon ra'sulted in probeeds 
of $634, including the repayment of a,shareholder loan. 
Purchases and sales' of 'short-term investments resujted in a 
cash I?flow of $1,593. Purchases and sales of'equity 
securities, primarily in our grantor trust, r,esulted in a net 

t -  1 

cash outlay of $492. 
Other 2003 investing activities include net proceeds of 

$1,458 resulting from an early repayment by KPN of the . , 
entire outstanding balance of the loan we had extended 
to them and the settlement of related currency' s'wap-s, In 
June 2003, we sold our entire interest in two real estate 
partnerships for net proceedslof $26. In conjunction wlth 
the sale, we received proceeds of $97 for the repayment 
of loans we had extended to the partn'ershlps. During 2003, 
we purchased $194 in debt and equity securities and 
made het short-term investment purchases of $1,148'. 

Other 2002 investlng activities include receipt of $2;268 
in proceeds from the sale of shares In Qwest and KPN as 
well as proceeds from a principal payment related to a 
loan to KPN. In addltion,'we contributed a total of $210 t o  
equity affiliates, including $200 to Cingular. The $200 
contribution related to income tax benefits realized by 
BellSouth associated with our Investment in Cingular. We 
also made net purchases of short-term investments of $461. 

NET CASH USED FOR FINANCING ACTIVITIES 

Net borrowings of short-term and long-term debt of $7,057 
during 2004 increased $9,337 over 2003, primarily due to ' 

financing our share of the purchase price of Cinguiar's 
acquisition of AT&T Wireless. Cash used for the purchase o f  
treasury shares declined $7 12 due to the expiration of the 
Company's stock repurchase program in December 2003. 
Dividend payments increased $293 as compared to 2003 
due to an increase in the annual dividend rate to $1.04 
per share from $A7 per share in 2003. In December 2004, 
we called $400 of debt, which was redeemed in January 
2005. 

Our debt to total capitalization ratio of 47.1% at 
December 31, 2004 increased from 43.1% at December 31, 

I 

2003, reflecting the net issuance of short-term and long- , 
term debt, partially offset by a decrease in debt related to 
our discontinued operations and an increase in equity. 

Cash used for financing activities increased $236 during 
2003 compared to 2002 due primarily to an increase in 
dividends paid of $148 and an increase in purchases of 
treasury shares of $267, partially offset by a reduction in 
debt pay downs of $176. During 2003, we paid dividends of 
$A7 per share totaling $1,608 and purchased 35.0 million. 
shares of our common stock for $858. During 2002, we paid 
dividends of $.78 per share totaling $1,460 and purchased 
22.3 million shares of oul, common stock for $591. 

We utilized cash in 2003 to p,ay down short-term 
borrowings by $431 and long-term notes by $1,849. Our 
debt to total capitalization ratio of 43.1% at ~ecember  31, 
2003 decreased from 49.2% at December 31,2002, reflect- 
ing, both the $2.4 billion deb) pay down for boih short-term 
and long-term notes as well as an increase in equity due 
to earnings partia]ly offset by dividends declared. 

\ 

Discontinued Operations , 

The following table includes'cash flows from our discon- 
tinued operations: 

2002 2003 2004: 

Cash flows from operating activities $ 534 $ 6-46 $ 561 
Cash 'flows from investlng activities' (256) (140) (997) 
Cash flows from financing activities $(206) (78) (143) 
Total cash flows from discontinued 

operations ' -  $ 72 $ 428 $(579)~  

~ p e r a h n g  Activity - Cash flows from operations de- 
clined during 2004 impacted by working capital changes ' 

and to a lesser extent by foreign currency translation rate 
changes on cash balances1, Cash flows from operations 
improvedhuring 2003 reflecting improved'marglns com- 
pared to 2002 driven by growth in Ecuador, Colombia, and 
the currency recovery in Argentina; 

Investing Activity& Capital expenditures from our dis- 
continued operations were $249 in 2002, $274 in 2003 and 
$225 in 2004, In additlon to capital expenditures, 2004 
investing actiirity included $793 In expenditures related to 
the purchase of interests and other rights of minority 
partners in Argentina, Colombia, ~cuador, and Venezuela. 
investing activity in 2003 Includes proczeds of $35 from the 
sale of our Colombian debt securities, $70 for the sale of 
two Brazilian operations, and $37 for the sale of equity 
securities. In addition to capital expenditures, 2002 invest- 
ing activity includes a $94 payment related to a guaran- 
tee payment on a Brazilian loan offset by $90 of proceeds 
on sales of our investment in TCO, 

Financing Activity - Payments on outstanding borrow- 
ings were $158 in 2002, $78 in 2003, and $63 in 2004. 
Financing activity also included net payments to minority 
partners of $48 in 2002 and $80 in 2004. 
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ANTICIPATED SOURCES AND USES OF FUNDS 

General 

The Communications group and Advertising & Publishing 
group generate substantially ail of our consolidated cash 
provided by operating activities, These segments generate 
sufficient cash flow to fund their investing and financing 
activities. Should other investing opportunities arise, we 
believe we are well positioned t o  raise capital in the public 
debt markets, 

Our Board of Directors considers the cash dividend on a 
quarterly basis. Their objective is to maintain a competitive 
dividend balanced with an evaluation of projected free 
cash flow. 

At December 31,2004, our long-term debt rating was 
A2 from Moody's Investor Service and A from Standard and 
Poor's. Our short-term debt rating at  December 31,2004 
was P-I from Moody's and A-I from Standard and Poor's. 
During 2004, Moody's reduced our long-term debt rating 
from A1 to A2. Moody's indicated the rating was reduced 
because of the loss of financial flexibility due to the 
significantly increased debt levels associated with Cingu- 
lar's acquisition of AT&T Wireless, increasing competition 
that continues to erode profitability and the ability to 
generate free cash flow, and increasing capital expendi- 
tures associated with network upgrades which will nega- 
tively impact our ability to reduce debt over the near term. 
Moody's outlook on both our short and long-term ratings 
remains negative. The reasons cited were our expanded 
competitive challenges in the wlreline business which could 
erode our ability to reduce debt levels as planned and the 
possibility of lower earnings and cash flow at Cingular if the 
AT&T Wireless integration is more expensive and time 
consuming than anticipated. Standard and Poor's also has 
a negative outlook on our long-term debt rating. The 
reasons given are increasing competition in our wireiine 
business from the cable television companies, which could 
drive down pricing and squeeze operating margins, and 
near term pressures from the integration of AT&T Wireless. 

Our authorized commercial paper program as of 
December 31, 2004 was $10.5 billion, with $3.2 billion 
outstanding, We believe that we have ready access to the 
commercial paper market in the event funding in excess of 
our operating cash flows Is needed, We also have a 
registration statement on file with the SEC under which 
$3.1 billion of long-term debt securities could be issued. 
Our sources of funds - primarily from operations and, to 
the extent necessary, from readily available external fi- 
nancing arrangements - are sufficient to meet all current 
obligations on a timely basis, We believe that these 
sources of funds will be sufficient to meet the operating 
needs of our business for at  least the next twelve months, 

Domestic wireless 

The Domestic Wireless segment, which consists entirely of 
our equity investment in Cingular, historically has not relied 
on BellSouth for funding its operations and capital program 

but has relied upon the debt capital markets. Effective 
August 1, 2004, BellSouth and SBC have agreed to finance 
our respective pro rata shares of Cingular's capital and 
operating cash requirements based upon Cingular's 
budget and forecasted cash needs. Cinguiar also termi- 
nated its bank credit facilities and ceased issuing comrner- 
cia1 paper and long-term debt. As of December 31, 2004, 
we had outstanding advances under the line of credit of 
$666 to fund cash needs associated with the initial integra- 
tion of AT&T Wireless. During 2005, we expect Cingular to 
pay down this advance and to distribuJe additional cash 
to its parent companies, 

Cash management 

~el l~outh 's primary source of cash flow is dividends from its 
subsidiaries. Generally, we do not permit our subsidiaries to 
accumulate cash, requiring them to pay out either net 
income or cash flow available in the form of dividends. Any 
funding requirements for wholly owned domestic subbidiar- 
les are fulfilled by ~ e l i ~ o u t h  Corporation. 

Debt instruments 

BellSouth and BellSouth Telecommunicatlons currently have 
debt outstanding under various indentures that we have 
entered into over the past twelve years, None of these 
Indentures contain any financial covenants. They do con- 
tain limitations that restrict the Company's l o r  the affiliate 
of the company that is a party to the indenture) ability to 
create liens on their properties or assets (but not the 
properties or assets of their subsidiaries) except in specified 
circumstances. None of these indentures contains any 
provisions that are tied to the ratings assigned to the 
company or its affiliates by an external debt rating agency. 
Further, none of these indentures contains cross-default 
provisions. 

On October 4, 2004, we enteied into a syndicated 
credit agreement that provides for lender commitments in 
the aggregate principal amount of $9,0 billion. As of 
December 31,2004, aggregate lender commitments under 
thatagreement had been reduced to approximately 
$2.0 billion. Of this amount, $1.0 billion expires on April 29, 
2005 and the remaining amount expires on October 3, 
2005. The agreement acts as a backup facility for our 
commercial paper program. In addition, we have a syndi- 
cated line of credit (together with the credit agreement, 
the "credit facilities") in the amount of $1.5 billion. If the 
line of credit Is not drawn and the term conversion is not 
exercised, the line of credit will expire on April 29, 2005. 
We expect to enter into a new syndicated line of credit on 
substantially similar terms, We do not have any balances 
outstanding under the line of credit. 

Except as described in this paragraph, the credit faciii- 
ties contain no financial covenants or requirements for 
compensating balances. Further, the credit facilities do not 
contain any provisions that are tied to the ratings assigned 
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to us or our affiliates by an external debt rating agency. At 
our election, any outstanding borrowings may be con- 
verted to  a one-year term loan, in which case the debt of 
the Company and its consolidated subsidiaries is not 
permitted to exceed 300% of consolidated earnings before 
interest, taxes, depreciation and amortization for the pre- 
ceding four quarters. In addition, the credit facilities pro- 
hibit the Company and its significant subsidiaries from 
permitting liens to be placed on their properties or assets 
except in specified circumstances. If BellSouth or any of our 
subsidiaries defaults on any outstanding debt in excess of 

$200, an event of default will occur under the llne of 
credit. 

DISCONTINUED OPERATIONS 

As of De'cember 31, 2004, BellSouth Enterprises, a subsidiary 
of BellSouth, had guaranteed our Chilean operation's $180 
syndicated loan facility. This guarantee was terminated In 
January 2005 when we sold our Chilean operations to 
Telef6nica M6viles. 

Off-Balance Sheef Arrangements and Aggregafe Confracfual Obligations 

OFF-BALANCE SHEET ARRANGEMENTS 

In most of our sale and divestiture transactions we indemnify the purchaser for various items including labor and general 
litigation as well as certain tax matters. Generally, the terms last one to five years for general and specific indemnities 
and for the statutory review periods for tax matters. The events or circumstances that would require us to perform under 
the indemnity are transaction and circumstance specific. We regularly evaluate the probability of having to incurcosts 
associated with these indemnifications and have accrued for expected losses that are probable. In addition, in the 
normal course of business, we indemnify counter parties In certain agreements. The nature and terms of these indemnities 
vary by transaction, Historically, we have not incurred significant costs related to performance under these types of 
indemnities. 

We do not have transactions, arrangements or relationships with "special purpose" entities, and we do not have.any off- 
balance sheet debt. 

I , 
CONTRACTUAL OBLIGATIONS 

The following table discloses aggregate information about our contractual obligations as of December 31, 2004 and the 
periods in which payments are due: 

Payments Due by Period - 
Less than 

Total I year 2006-2008 2009-2011 After 201 1 

Debt maturing within I year $ 5,475 $5,475 $ - $ -  $ - 
Long-term debtc') 15,453 - 2,872 3,877 8,704 
Interest on long-term debt 2 1,365 943 2,626 2,085 ,15,7 11 
Operating leases 69 1 136 256 99 200 
Unconditional purchase ob~igatlons(~) 3,102 723 1,599 780 - 
Interest rate swapd3) (2) (8) 2 4 - 

Total contractual cash obllgations $46,084 $7,269 $7,355 $6,845 $24,615 

(I) The long-term debt amount above excludes $(77) of unamortized discounts and premiums included In long-term debt on the balance sheet 
as of December 31, 2004. Payments after the year 2011 include the final principal amount of $500 for the Zero-to-Full Debentures due In 2095, 
which have a carrying volue of $232 os of December 34,2004. 

(2) The total unconditional purchase obllgatlon includes $472 related to agreements wlth Qwest and Accenture that do not sflpulate annual 
minimum purchases. The agreement wlth Qwest expires in 2010 and the Accenture agreement expires in 2007. Of this amount, $6 Is included 
in the 2006 - 2008 column and $466 is Included In the 2009 - 2011 column. 

(3) The amounts due for the Interest rate swaps'and forward contracts ore bosed on market valuations a t  December 31. 2004. Actualpaymenfs, 
if any, moy differ a t  settlement date. 

Pensions and other retiree benefifs 2003, and $422 in 2004. We currently expect funding in 
2005 to be in the range of $450 to $500. 

As of December 31, 2004, our defined benefit pension 
plans were fully funded. Therefore, we do not currently 
anticipate any cash funding needs to meet minimum 

OTHER POTENTIAL OBLIGATIONS 

required funding thresholds:~ver the past three years, Several issues of long-term debt included in the table 
funding for other retiree benefits was $493 in 2002, $563 in above contain embedded options which may require us t o  
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repurchase the debt or which may alter the interest rate the use of derivatives such as interest rate swap agreements, 
associated with that debt. Please refer to Note I to our foreign currency forwards and currency swap agreements, 
consolidated financial statements for further information on We do not hold derivatives for trading purposes. 
these instruments, Those issues, their amounts and the date 
of the related options, are as follows: Interest rate risk 

Issue Amount Date of Put Option Our objective in managing interest rate risk is to maintain a 
balance of fixed and variable rate debt that will lower our 

20-put-I '~ecurlties $1,000 Annually in April overall borrowing costs within reasonable risk parameters. 
Putable debentures 281 November 2006 interest rate swaps are used to convert a portion of our 

debt portfolio from a variable rate to a fixed rate or from a 
RELATED PARTY TRANSACTIONS fixed rate to a variable fate, 

We own an approximate 40% interest in Cingular. See 
Note E to our consolidated financial statements for a 
description of our relationship with Cingular. 

Quantitative and Qualitative Disclosure 
About,'Market Risk 

DESCRIPTION OF RISK 

We are exposed to various types of market risk in the normal 
course of business, including'the impact of interest rate 
changes, changes in equity investment prices and foreign 
currency exchange rate fluctuations. To manage this 
exposure, we employ risk management strategies including 

Risk sensitivity 

Our use of derivative financial instruments is designed to 
mitigate foreign currency and interest rate risks, although 
to some extent they expose us to credit risks. The credit 
risks associated with these instruments are controlled 
through the evaluation and continuai monitoring of the 
creditworthiness of the counter parties. In the event that a 
counter party fails to meet the terms of a contract or 
agreement, our exposure is limited to the current value at  
that time of the currency rate or interest rate differential 
and not the full notional or contract amount. Such 
contracts and agreements have been executed with 
credit worthy financial institutions, and as such, we consider 
the risk of nonperformance to be remote. 

The following table provides information, by maturity date, about our interest rate sensitive financial instruments, which 
consist of fixed and variable rate debt obligations and related interest rate derivatives. Fair values for the majority of our 
long-term debt obligations are based on quotes from dealers. 

Exoected Maturltv Date 
Fair 

2005 2006 2007 2008 2009 Thereafter Total Value 

Liabilities 
Long-term debt: 

Fixed Rate $1.867 $1,299 $ 19 $621 $1,872 $10,434 $16,112 $17,149 
Average interest rate , 3.1% 5.2% 6.3% 5.7% 4.5% 6.4% 5.7% 

Variable Rate $ 335 $ 410 $500 - - - $ 1,245 $ 1,245 
~ v e r a ~ e  interest rate 2.7% 2.9% 3.7% a 3.2% 

lnterest Rate Derivatives 
Interest Rpte Swaps: 

Varlable to Fixed $1,000 $ - $ - $ - $ - $ - $1,000 $ (29) 
'Average pay rate 5.9% 5.996 
Average receive rate 3.0% 3.0% 

Fixed to Variable - - - $600 $ 800 - $1,400 $ 5 

Average pay rate 5.5% 4.8% 5.1% 
Average recelve rate 5.8% 4.8% 5.2% 

PROPORTIONAL DEBT Cingular's non-affiliate debt and capitalized leases at 
December 31,2004, Is shown in the table below. 

We own an approximate 40% interest in Cingular Wireless, debt $20,583 
and share joint control of the venture with SBC and, Plus: 40% of Cingular debt 5,099 
therefore, do not consolidate these operations. Our Proportlonai debt $25,682 
proportional debt, including our share of the face value of 



Operating Environment 

DOMESTIC ECONOMIC TRENDS 

On average, the economy of our nine-state region tends 
to closely track the US economy. Real gross domestic 
product (GDP) grew a t  an average annual rate of 4,4 
percent In 2004, compared wlth an lncrease of 3.0 percent 
in 2003. The Improvement In the economy was marked by 
galns in personal consumption expenditures, residential 
constructlon, business investment in equipment and 
software, federal government spending, and exports. 
These galns were partly offset by an lncrease in Imports. 
Nonagricultural employment increased 2.2 mllllon during 
the year and the unemployment rate dipped to 5.4 
percent In December from 5.7 percent a year earlier. The 
nation's economic growth Is expected to slow In 2005 to 
near 3.5 percent, Employment gains are expected to  
again exceed 2 million wlth the unemployment rate 
receding further to 5.2 percent in 2005. 

Nonagrlcultural employment in our nlne-statelregion grew 
1.4 percent during the year, and we anticipate a gain of 
2.0 percent In 2005. Employment In the region has 
historically been closely correlated with various measures 
of BellSouth's buslness performance. Residential 
constructlon activity has been very strong In the region 
and the nation. Through the third quarter of 2004, housing 
starts were on pace to reach 588 thousand, exceeding the 
533 thousand reached in 2003. We expect a more 
moderate pace of constructlon activity for 2005. 

WIRELINE REGULATORY ENVIRONMENT 

The FCC regulates rates and other aspects of our provision of 
lnterstate telecommunicatlons services, Including international 
rates and lnterstate access charges. State regulatory 
commlsslons have jurisdiction over our provision of Intrastate 
telecommunlcatlons services, including local and long 
distance rates and network access services. Access charges 
are designed to compensate our wireilne subsidiaries for the 
use of their networks by other carriers. Our future operations 
and financial results will be substantially Influenced by 
developments in a number of federai and state regulatory 
proceedings. Adverse results in these proceedings could 
materially affect our revenues, expenses and ability to 
compete effectively against other telecommunicatlons 
carriers, 

Regulatory Reform 

Because traditional telecommunications providers such as 
BellSouth are subject to significantly more regulatory 
requlrements than our competltors, we will encourage 
reform efforts before legislatures and regulatory agencies. 
As competition Increases, our need for regulatory 
requirements whose burdens more nearly equal those of 
our competitors increases. We have encouraged both 
state and federal legislators and regulators to adopt 
reforms that prevent greater rate and servlce quality 

reguiatlon of our servlces than Is Imposed on our 
competltors, in various dockets before the FCC, we have 
urged it to accord our broadband and internet Protocol 
offerings a regulatory treatment more nearly like that it 
accords broadband offerings by the cable Industry, and to 
forebear from old requlrements, such as the Computer 
Inquiry requirements that require us to tariff and offer 
separately the telecommunicatlons service portion of any 
information servlce we offer and that assume our 
telecommunicatlons buslness is a monopoly. 

We expect signlficant regulatory reform debate In the 
jurlsdlctlons where we provide traditional 
telecommunlcations .service. We cannot predict the 
outcome of reform efforts. The continued imposition of 
unequal regulatory burdens could have an adverse effect 
on the results of operations. 

Federal Regulafory Matters 

The FCC regulates rates and other aspects of our provision 
of interstate telecommunlcatlons servlces. In addltion, 
pursuant to the Telecommunications Act of 1996, the FCC 
has authority to establish policies for pricing and terms of 
lnterconnectlon between local exchange carriers and 
Incumbent local exchange carriers, such as BellSouth. Prior 
to  1996, this activity had been mostly the exclusive 
jurisdiction of the state regulatory commlsslons. The states 
now set the rates and establish terms for interconnection 
within the policy framework ordered by the FCC. We 
expect the FCC to continue policies that promote local 
service competition, 

FCC INTERCONNECTION, UNBUNDLING AND PRICING 
RULES 

Under the 1996 Act, the FCC is required to  consider the 
extent to which we must make elements of our network 
avdllable to other providers of local servlce. The FCC can 
require access to proprietary network elements only when 
"necessary". For non-proprietary network elements, the 
FCC can order access only when failure to  do so will impair 
the ability of the requesting carrier to provlde services. The 
elements provided under these requlrements are known as 
unbundled network elements, or "UNEs". The FCC also 
establishes the pricing policy for elements. The policy 
currentiy in effect Is TELRiC (an acronym for Total Element 
Long-Run Incremental Cost), which assumes a 
hypothetical, lowest costs, most efficient network for 
purposes of establishing prlces for elements. The states 
have set prices for elements under this policy since 1996, 
The FCC's unbundling and pricing requirements have 
caused us to provlde service to competitors at  deeply 
discounted artificial prlces, often below actual costs. 

The FCC adopted UNE rules In 1996, 1999 and 2003. On 
each occasion, the rules required signlficant unbundling of 
our loop, switching and transmission facilities. Although we 
Implemented the unbundling requirements as they were 
adopted, we also participated in appeals that challenged 
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their validity, and the courts generally invalidated the 
unbundling requirements on each occasion. 

Because we implemented the ruies before the courts 
found them invalid, we still have many contracts under 
which we continue to provide UNEs, including the 
unbundled network element platform, or UNE-P. As the rules 
were invalidated, we pursued the options provided by law 
and our contracts to reform our UNE offerings. In response 
to the most recent invalidation and in addition to pursuing 
legal options, we also have offered competitors 
commercial and tariffed services that would replace the 
services required by the invalidated rules. These offerings 
have market-based prices and require longer term 
commitments. We currently have approximately 45 
commercial contracts with CLEC customers through which 
our former UNE-P service is replaced with a mutually 
acceptable commercial offering. 

The most recent invalidation of the FCC rules became 
effective on June 16,2004. The FCC in August issued an 
interim order that required incumbent local carriers such as 
BellSouth to continue operating under the terms of their 
interconnection contracts until new rules were adopted or 
March 2005, whichever occurs first. The FCC announced 
new rules in December 2004 and, in February 2005, 
released its order with the new rules. Its action effectively 
relieves us of the obligation to accept new UNE-P orders 
after March 10, 2005, and provides a 12-month transition 
period to phase out existing UNE-P service. The order also 
generally requires us to offer as UNEs certain high capacity 
loop and transport services that competitors use to serve 
business customers. The obligation to provide the services 
as UNEs does not apply if the wire centers we use to 
provide the service meet certain thresholds. However, only 
a very small percentage of BellSouth's wire centers meet 
these thresholds. The FCC's action also permits competitors 
to  convert qualifying higher priced special access tariff 
services they currently use to the lower-priced UNE 
services. Depending on the extent to which competitors 
can and do choose to order these UNEs or convert existing 
tariff services to UNEs, we could experience a material 
adverse effect on operations. 

We believe the action requiring unbundling of high- 
capacity loop and transport services is a violation of earlier 
court orders, and we, along with other-incumbent carriers, 
have challenged the action in the D.C. Circuit Court of 
Appeals. The Court has not set a schedule for considering 
the case. Other parties may challenge other provisions of 
the order through appeal or requests for reconsideration. If 
the outcome of those actions requires us to increase the 
number or scope of UNEs we must provide or allows 
competitors greater ability to substitute UNEs for special 
access services, or contains other negative findings, we 
could experience a material adverse effect on revenues 
and results of operations. 

In its 2003 unbundllng decision, the FCC refused to 
require incumbents to unbundle the packet switching 
facilities used to provide broadband service, and also 
declined to require unbundling of newly constructed fiber 
loops that connect at the customer premises. In October, 

in response to  a BellSouth request, the FCC adopted a 
new rule that also frees certain "fiber to the curb" (FTTC) 
installations from unbundling requirements. Under the new 
rule, where BellSouth and other incumbent companies 
install fiber optic technology within 500 feet of a residential 
customer's premises, the installation is not subject to the 
FCC's unbundling rules. 

The FCC has established a proceeding to consider 
modification of TELRIC. We are participating in the 
proceeding and encouraging the adoption of a 
methodology that allows appropriate recovery of the costs 
of operating an actual network. To the extent the rules 
resulting from the proceeding do not allow recovery of the 
costs of operating an actual network, we will continue to  
experience an adverse effect on revenues and results of 
operations. 

On January 31, 2005, the FCC released a notice of 
proposed rulemaking addressing its special access pricing 
flexibility rules and criteria to obtain relief, as well as 
regulation of special access services under federal price 
cap regulation. Potential revenue loss from an adverse 
decision could be material. 

PRICE REGULATION 

The FCC regulates interstate prices using a price regulation 
plan, which limits aggregate price changes to the rate of 
inflation, minus a productivity offset, plus or minus other 
cost changes recognized by the FCC. The productivity 
factor can vary among services, Interstate prices have 
been decreasing over the last few years as a result of low 
inflation in the US economy. 

ACCESS CHARGE REFORM 

The FCC has favored access reform, through which the 
historical subsidy for residential local service contained in 
network access charges paid by long distance carriers is 
funded Instead by the end-user, by universal service funds. 
or both. As a result of a May 2000 FCC order implementing 
access charge reform (referred to as the CALLS order), we 
have reduced the interstate network access charges paid 
by long distance carriers and increased interstate 
subscriber line charges paid by end-users. These rate 
changes better align our cost recovery with the way in 
which we incur costs. 

We continue to participate in FCC examinations of 
further access reform. The FCC has undertaken a 
comprehensive examination of intercarrier 
compensation - the payments among telecommunications 
carriers resulting from use of their respective 
interconnecting networks. In general, there are two classes 
of intercarrier compensation: (I) reciprocal compensation 
that applies to local calls; and (2) access charges that 
apply to long distance calls, The objective of the FCC's 
comprehensive examination is to examine existing rules 
pertaining to intercarrier compensation and explore 
alternative forms of intercarrier compensation. This 
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examination could lead to permanent changes in the way 
carriers compensate one another and in the way carriers 
receive compensation from their end-user customer. In 
February, the FCC announced that it would consider seven 
policy models submitted by various commenters, each of 
which would significantly reform intercarrier compensation. 
We expect the FCC will also reconsider its methodology 
and rates for reciprocal compensation as part of this 
comprehensive intercarrier compensation reform. See 
"- Reciprocal Compensation" below. 

There are other aspects of access charges and 
universal service fund contribution requirements that 
continue to be considered by state and federal 
commissions that could result in greater expense levels or 
reduced revenues. 

UNIVERSAL SERVICE 

In 1998, the FCC's universal service order established 
funding mechanisms for high-cost and low-income service 
areas. Telecommunicatlons companies are required to pay 
a specific percentage of their interstate and International 
revenues into the Universal Service Fund to support the four 
establlshed programs. All long distance companies, local 
telephone companies, paging companies, payphone 
providers and wireless telephone companies must 
contribute to the Universal Service Fund. We began 
contributing to the new funds in 1998. During 2004, our 
wireiine operations contributed $307 to the Universal 
Service Fund. The FCC does not require contributing 
companies to recover their contributions directly from 
customers, Like many other companies, however, BellSouth 
has chosen to recover universal costs directly from end- 
users. 

The FCC's universal service mechanism for non-rural 
carrlers serving high-cost, low-Income areas is designed to 
ensure that customers in those areas receive telephone 
service at affordable rates. BellSouth is receiving high-cost 
support for service to residents in Alabama, Kentucky and 
Mississippi. 

The universal service order also established significant 
discounts to be provided to ellglble schools and libraries for 
all teiecommunications services, internal connections and 
Internet access. Further, it established support for rural 
health care providers so that they may pay rates 
comparable to those that urban health care providers pay 
for similar services, Industry-wide annual costs of the entire 
universal service program, estimated at  approximately 
$6 billion, are to be funded out of the federal universal 
service fund. 

RECIPROCAL: COMPENSATION 

Following the enactment of the 1996 Act, our telephone 
company subsidiary, BST, and various competitive local 
exchange carrlers entered Into Interconnection 
agreements providing for, among other things, the 
payment of reciprocal compensation for local calls 
initiated by the customers of one carrier that are 

completed on the network of the other carrier. These 
agreements were the subject of litigation before various 
regulatory commissions. After an FCC ruling in April 2001 
prescribing new rates, BellSouth settled its claims with 
competitors for traffic occurring through mid-June 2001, 
and entered into agreements that contained the FCC 
rates for traffic occurring from mid-June 2001 forward. The 
District of Columbia Circuit Court of Appeals, in the second 
quarter of 2002, remanded the ruling to the FCC to 
implement a rate methodology consistent with the Court's 
opinion. Although it has not issued an order responding to 
the Court's 2002 opinion, the FCC, in October 2004, 
granted a request by a competitor to forbear from 
applying certain compensation caps and new market rules 
required by its April 2001 decision. We expect that the FCC 
will reconsider the rates and methodology for reciprocal 
compensation as part of its comprehensive evaluation of 
Intercarrier compensation, and we do not currently expect 
any change In reciprocal compensation rates to have a 
material effect on results of operations. 

BROADBAND REGULATION 

The FCC has pending dockets in which It is considering, the 
regulatory classification of broadband service. Specifically, it 
is looklng at whether broadband service should be deemed a 
regulated telecommunications service or a non-regulated 
information service. The FCC and various state public servlce 
commissions are considering what rules and regulations 
should apply to voice over Internet protocol (VolP) services. 
We are unable to predict the outcome of these proceedings. 
Because wireline telephony is transitioning toward broadband 
services, the materiality of the outcome of these proceedings 
to us is increasing over time, 

SECTION 272 CLAIM 

In December 2004, the FCC partially granted and 
otherwise dismissed July 2004 claims of AT&T that two 
optional discount special access tariffs violated various 
provisions of the Communications Act, The FCC held that 
one of the tarlffs, the Transport Savings Plan, was unlawful 
under Section 272 of the Act, which governs dealings 
between BST and our long distance affiliate. That tariff, 
originally filed in 1999, provided an overlay discount for 
carriers that accepted its terms, which included a five year 
commitment, a commitment for a defined amount of 
spending on special access, and shortfall charges if 
commitments were not met. The FCC held that the 
discount structure in the tariff was insufficiently related to  
cost, and unduly favored a class of carriers (including our 
long distance affiliate) with relatively lower volume special 
access spending, and discriminated against carriers with 
relatively higher volumes. The FCC dismissed the other 
claims associated with the Transport Savings Plan, and 
dismissed all claims associated with the second tariff. We 
do not agree with the FCC's finding, and appealed i t s  
decision to the D.C. Circuit Court of Appeals. We do not 
believe that AT&T has suffered any damages, and we 
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believe that any such claims would be barred In whole or 
in part by various provlsions of law. At this time, however, 
neither the likely outcome of the appeal nor AT&T's 
potential damages claim can be predicted, and therefore 
no reasonable estimate of loss, if any, can be made. - 

Sfafe Regulafory Maffers 

We are subject to regulatlon of our local and intrastate 
long ,distance services by a state authority in each state 
where we ~rovlde intrastate~telecommunlcatlons servlces. 
Such regulation covers prices, services, competition and 
other issues. 

PRICE REGULATION 

We currently operate under prlce regulatlon plans In all 
states In our wireline territory: Under these plans, the state 
regulatory commissions or state legislatures have ' 

established maxlmum prices that can be charged for 
certain telecommunications services, While such plans limit 
the amount of increases In prices for specific servlces, they 
enhance our ability to adjust prices and servlce options to 
resp0n.d more effectively to changing market condltlons 
and competltlon. Price'regulation also provides an 
opportunity to benefit more fully from~productlvity 
enhancements. The majority of these plans have llmltatlons 
on raising prices for basic local exchange servlces during 
the early years wlth provlsions for Inflation-based price 
Increases In later years. 
. -While some plans are not subject to either review or 
renewal; >other plans contain specified termination dates 
and/or review periods, Upon revlew or renewal, a 
regulatory commission could attempt to require substantial 
modifications to prices and other terms of these plans. 
During 2004, our plans In Alabama, Kentucky and Mlsslsslppi 
were updated without material modlficatlon. A revlew of 
our North Carolina plan is pending. 

Beglnnlng, in 1996, we operated under a prlce regulatlon 
plan approved by the South Carolina Public Service 
Commission (PSC) under exlstlng state laws. In April 1999, 
however, the.South Carolina Supreme C~urt~invalidated 
this prlce regulatlon plan. In July 1999, we elected to be 
regulated under a new state statute, adopted subsequent 
to the PSC's approval of the earlier plan. The new statute 
allows telephone companies In' South Carolina to operate 
under prlce regulation without obtaining approval from the 
PSC. The electlon became effective during August 1999. 
The South Carolina Consumer Advocate petitioned the PSC 
seeklng review of the level of our earnings during the 1996- 
1998 perlod when we operated under the subsequently 
Invalidated price regulation plan. The PSC dismissed the 
petltlon in November 1999 and Issued orders confirming the 
vote In February and June of 2000. In July 2000, the 
Consumer Advocate appealed the PSC's dismissal of the 
petltlon. In January 2004, the court hearing the appeal 
affirmed the PSC's decision. An appeal of this decision to 
the South Carolina Supreme Court was filed in March 2004. 
In April 2004, BellSouth entered into agreements that 

completely terminated the iltlgatlon. Under the terms of 
the settlement, BellSouth refunded $50 to Its South Carolina 
end user customers In 2004, BellSouth agreed to settle the 
case to avoid further expensive litigation and uncertainty 
relating to the outcome of the litigation. The settlementlis 
not an admission of liability. 

OTHER STATE REGULATORY MATTERS 5 

In each of our states, we are subject to performance 
measurement plans that measure our servlce performance 
to competitors against certain benchmarks and our own 
retail performance. When we do not meet the relevant 
standards, we make payments to the competitors or the 
State's treasury. In some states, If we contlnuously fall to 
meet certaln criteria, we also would suspend our marketing 
and sale of long distance services. We made Immaterial 
payments In all states In 2003 and 2004, and likely will 
make lmmaterlal payments in 2005. The plans are reviewed 
regularly for necessary changes. 

WIRELESS REGULATORY ENVIRONMENT 

Overview , 

The FCC regulates the licenslng: constructlon, operation, 
acquisition and transfer of wireless systems In the US 
pursuant to the Communications Act of 1934 
(Commumlcatlons Act) and its associated rules, regulations 
and pollcles. 

To obtain the authority to have the excluslve use of 
radio frequency spectrum In an area within the US, wireless 
communlcatlons systems must be licensed by the FCC to 
operate the wireless network and wireless devices In 
assigned spectrum segments and must comply wlth the 
rules and pollcies~governing the use of the spectrum as 
adopted by the FCC. These rules and pollcles, among 
other thlngs: 

regulate Cingular's ability to acquire and hold radio 
spectrum licenses or to  lease spectrum; 
impose technical obligations on the operation of 
Cingular's network; 
Impose requirements on the ways Cingular provides 
service to and communicates with its customers; 
regulate the Interconnection of Clnguiar's network wlth 
the networks of other carriers; 
obligate Cinguiar to permit resale of Its services by 
reseilers, if It offers resale opportunities, and to serve 
roaming customers of other wireless carriers; and 
impose a variety of fees and charges on Clngular's 
business that are used to finance numerous regulatory 
programs and a substantial part of the FCC's budget. 

Licenses are issued for only a fixed perlod of time, typically 
10 years. Consequently, Clngular must periodically seek 
renewal of those licenses. The FCC will award a renewal 
expectancy to a wireless licensee that has provided 
substantial servlce during its past license term and has 
substantially complied with applicable FCC rules and 
policies and the Communlcations Act. The FCC has 
routinely renewed wireless licenses In the past. However, 
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State Regulation and Local Approvals 

With the rapid growth and penetration of wireless services 
has come a commensurate surge of interest on the part of 
state legislatures and state public utility commissions and 
local governmental authorities in regulating the domestic 
wireless industry. This interest has taken the form of efforts 
to regulate customer billing, termination of service 
arrangements, advertising, filing of "lnformationai" tariffs, 
certification of operatig, use of handsets when driving, 
service quality, sales pfictices, and many other areas. We 
anticipate that this tren'd will continue. It wiil require 
Cingular to  devote legal and other resources to working 
with the states to respond to their concerns while 
minimizing any new reguiation that could increase 
Cinguiar's costs of doing,business. 

While the ~ommurilcations Act generally preempfs state 
and iocal governments from regulating entry of, or the 
rates charged by, wireless carriers, it also permits a state to 
petition the FCC to aiiow it to impose~commercial mobile 
radio service rate reguiation when market conditions fail 
adequately to protect customers and such service is a 
replacement for a substantial portion of the telephone 
wlreline~exchange' service within a state. No state currently 
has such a petition on file. In addition, the Communications 
Act does not expressly preempt the states from regulating 
the "terms and conditions" of wireless service, 

Several states have invoked this' "terms and conditions" 
authority to  impose or propose various consumer ' 

protection regulations on the wireless industry. Caiifornia's 
recently enacted rules are potentially quite costly.' States 
also may impose their own universal service support 

- 

requirements on wireless and other communications 
carriers: similar to the requirements that have'been ' 
established by the FCC. At the iocal level, wireless faciiities 
typically are subject to zoning and land use regulation. 
Neither locai nor state governments may categorically 
prohibit the construction of wireless facilities in any 
community or take actlons, such as indefinite moratoria, 
which have the effect of prohibiting construction. 
Nonetheless, securing state and locai government 
approvals for new tower sites has been and is likely to 
continue to  be difficult, lengthy and costly. 

In addition, state commissions continue their efforts to  
conserve telephone numbering resources. These efforts 
may impact wireless servlce providers disproportionately by 
imposing additional costs or limlting access to numbering 
resources. Examples of state conservation methods include 
number pooling, number rationing and code sharing. In 
many non-top 100 markets, the supply of new numbers is 
inadequate to meet growing customer deman'ds, but 
states have been and contlncie to  be reluctant to deploy 
new area codes. 

Further, states have become more active in Imposing new 
taxes on wireless carriers, such as gross receipts taxes, and 
fees for items such as the use of public rights of way. These 
taxes and fees are generally passed-through to Cingular's 
customers and result in hlgher costs to its customers. 

COMPETITION 

There are many competitive forces that impact our 
businesses. The Teiecommunications Act of 1996 removed 
the regulatory barriers to local service competition in the 
wireline market and required incumbent carriers such as us 
to open our networks to other carriers. 

Competitors primarily utilize our locai wireline network 
under two methods: resale and through the use of UNE 
platform, Lines provided on a resale basis include all of the 
components necessary for a wholesale customer to 
provide complete service delivery to an end-user. UNEs 
represent components of our network that wholesale 
customers may combine with components of their own 
networks, or with other UNEs purchased from us (referred to 
as a UNE platform or UNE-P) to aiiow complete service 
delivery to an end-user. Wholesale UNE prices are based 
on a forward-looking cost model and the premise of a 
most efficient, least cost network design. Because the 
pricing is not based on actual cost, certain costs that exist 
in today's network are not adequately addressed in the 
calculations. The impact of competitors' use of UNEs and 
the UNE platform on us is two-fold in that It results in lower 
revenue per access line and has a detrlmentai impact on 
our margins as we retain the actual level of costs to 
maintain and to service the access line. The impact is 
amplified due to the competitors' fashioning service 
bundles that target high revenue customers. Under the 
legacy framework of state PSC-mandated subsidies, 
business rates are artificially higher in order to subsidize 
lower residence and rural rates. In addition,.revenuqs from 
non-UNE sources such as switching and calling features as 
well as complimentary services such as inside wire 
maintenance, operator services and directory assistance, 
are lost to UNE-P provisioned lines. 

We plan to compete through aggressive marketing, 
competitive pricing, bundled services, technical innovation 
and customer service. We wiil offer consumers a full range 
of services-local, long distance, internet access, wireless 
and more-while jemaining committed to our high level of 
customer service and value. 

Cinguiar's ability to compete successfully will depend, in 
part, on the quality of its network, customer service, and 
sales and distribution channels, as well as its marketing 
efforts and ability to anticipate and respond to various 
competitive factors affecting the industry, These factors 
Include the introduction of new services and technologies, 
changes in consumer preferences, demographic trends, 
economic conditions, pricing strategies of competitors and 
its abiiity to take advantage of its wireless/wlreiine service 
area overlap with BellSouth and SBC, As a result of 
competition, Cingular has in the past and may In the future 
be required to: 

increase its spending to retain customers; 
restructure its service packages to include more 
compelling products and services; 
further upgrade its network infra~tru~~ture and the 
handsets Cingular offers; and 
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increase its advertising, promotional spending, 
commissions and other customer acquisition costs. 

TECHNOLOGY 
1 .  

We are continually upgrading our networks with digital and 
optical technologies, making them capable of delivering a 
full complement of voice and data services., This 
modernization of the network is critical to our success in 
providing the data connectivity demanded by customers 
and to compete with fiber networks being constructed or 
currently utilized by start-ups and cable companies. This 
continuing effort will require investment of significant 
amounts of capital in the' futtlre. 

Digital wireless technology is rapidly evolving and the 
development of a common roaming platform for digital 
wireless technologies could result in' more intense competition 
and have an,adverse effdct on our results of operations. 

! 

LEGAL MATTERS 

We are involved in numerous legal proceedings associated 
with state and federal regulatory matters, the disposition of 
which could materially impact our operating results and 
prospects. See Note Q to our consolidated financial 
statements. 

See Note B to our consolidated financial statements for a 
description of new accounting pronouncements. 

Critical Accounting Policies 

We consider an accounting estimate to'be critical if: 
(I) the accounting estimate requires us to make 
assumptions about matters that were highly uncertain at  
the time the accounting estimate was made, and 
(2) changes in the estimate that are reasonably likely to 
occur from period to period, or use of different estimates 
that~we reasonably could have used, would have a 
material impact on our financial condition or results' of 
operations. 

Senior management regularly discusses the 
development and selection of these critical accounting 
estimates with the Audit Committee of our Board of 
Directors and the Audit Committee has reviewed the 
disclosure set forth below, 

DEPRECIATION OF PROPERTY, PLANT AND 
EQUIPMENT 

See Note H to our consolidated financial statements for 
more information regarding costs and assumptions for 
property, plant and equipment. 

Nature of estimates required 

We use the.group life method to depreciate the assets of 
our telephone subsidiary. Telephone plant acquired in a 
given year is grouped into similar categories and 
depreciated over the remaining estimated useful life of the 
group. Due to rapid changes in technology and new 
competitors, selecting the estimated economic life of 
telecommunications plant and equipment requires a 
significant amount of judgment. We periodically review 
data on expected utilization of new equipment, asset 
retirement activity and net salvage values to dete5mine 
adjustments to our depreciation rates. We also utilize 
studies performed by outslde consultants to  assist us in our 
determination. We have not made any changes to the 
lives of assets resulting in a material impact in the three 
years presented. 

Sensitivity analysis 

The effect of a one year change in the useful lives'of our 
telephone plant accounts is shown below: 

2005 Depreciation Expense 
Higher/ (Lower) 

lncreaslng economic life by 
one year $ (290) 

Decreasing economic llfe by 
one year 360 

PENSIONS 

See Note L to our consolidated financial statements for 
more information regarding costs associated with 
employee retirement benefits. 

Nature of estiiates required 

The measurement of our pension obligations, costs and 
liabiiitles is dependent on a variety of assumptions 
including estimates of the present value of projected 
future pension payments to plan participants, 
consideration of the likelihood of potential future events 
such as salary increases and demographic experience. 
These assumptions may have an effect on the amount and 
timing of future contributions, If any. Additionally, the plan 
trustee conducts an independent valuation of the fair 

' 

value of pension plan assets. 

Assumptions and approach used 

The assumptions in developing the required estimates 
include the following key factors: 

Discount rates , 
Inflation 
Salary growth 
Expected return on plan assets 
Retirement rates 
Mortality rates 
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The discount rate enables us to  state expected future cash 
flows a t  a present value on the measurement date. We 
are required to  select a rate that represents the market 
rate for high-quality fixed income investments and 
considers the timing and amounts of our expected future 
benefit payments. A lower discount rate increases the 
present value of benefit obligations and usually increases 
expense. However, the expense impact for our plans 
currently has an opposite impact (lower discount rate 
decreases expense). This impact ocqrs because our plan 
is currently within the specified corridor that under 
accounting rules does not require us to amortize the 
discount rate assumption change as it relates to the 
obligation but we do receive the benefit of lower interest 
rates in calculating the current period interest component 
of net periodic pension cost. Our inflation assumption Is 
based on an evaluation of external market indicators. The 
salary growth assumptions reflect our long-term actual 
experience, the near-term outlook and assumed inflation, 
The expected return-on plan assets reflects asset 
allocations, investment strategy and the views of 
investment managers and other large pension plan 
sponsors, For 2003, we reduced our estimated return on 
.plan assets to 8.5% reflecting lower expected long-term 
market returns. Retirement and mortality rates are-based 
primarily on actual plan experience, The effects of actual 
results differlng from our assumptions are accumulated and, 
amortized into the income statement in future periods in 
accordance with the pension accounting rules. 

* I;, ' 

Sensitivity analysis 

The effect of the change in the selected assumptions is 
shown below: 

Percentage December 3';, 2004 
Point Obllgatlon 2005 Expense 

Assurnptlon Change Higher/ (Lower) Hlgherl (Lower) 

Discount rate -I- I- 0.5 pis.  , $(454) /$472 $18/$(21) 
Expected return 
on assets -I-/-1.0pts. ' . ' I  - (151)/151 

OTHER POSTRETIREMENT BENEFITS 
I 

I 

See Note L to our consolidated financial statcements for , 
more information regarding costs associated with 
postretirement benefits. 

. 3 ! 

Nature of estimates required 

We provide certain medical, dental and life insurance ' 

benefits to substantially all retired employees under various 
plans and accrue actuariaily determined postretirement 
benefit costs as active employees eain these benefits. 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 of the postretirement benefit 
plan to employee service rendered to  that date..The 
measurement of our obligations associated with 

postretirement benefits (e.g., retiree health care) is 
dependent on a variety of assumptions. This includes 
estimating the present value of projected future payments 
to plan participants, net of projected government 
prescription drug subsidy receipts, and consideration of the 
likelihood of potential future events such as demographic 
experience. These assumptions may have an effect on the 
amount and timing of future payments. Additionally, the 
plan, trustee conducts an independent valuation of the fair 
value of plan assets. 

Assumptions and approach used 

Our contract with the CWA provides for contractual limits 
on the company-funded portion of retiree medical costs 
(referred to as "caps"), We have waived the premiums in 
excess of the caps during the current and past contract 
periods and, therefore have not collected contributions 
from those non-management retirees in effect creating a 
substantive plan. Based on this past practice, we 
determine the future obligation based on this substantive 
plan. Accordingly, we calculate the obligation for non- 
management retiree medical costs as if there were no 
caps, I - 

The assumptions used in developing the required 
estimates include the following key factors: 

, 
Discount rates 
Health care cost trends 
Inflation 
Expected return on plan assets 
Retirement rates , 
Mortality rates 
Actuarial equivalence for purposes of the Medicare 
Prescription Drug, improvement and Modernization 
Act , 1 

I 

The discount rate enables us to state expected future 
cash flows at  a present value on the measurement date. 
We are required to select a rate that represents the a 

market rate for high-quality fixed income investments and 
considers the timing and amounts of our expected future 
benefit payments. A lower discount rate increases the 
present value of benefit obligations and expense. Our 
health care cost trend assumptlonsare developed based 
on historical cost data, the near-term outlook, and an I 

assessment of likely long-term trends. Our inflation 
assumption is based on an evaluation of external market 
indicators. The expected return on plan assets reflects 
asset allocations, investment strategy and the views of 
Investment managers.and other large plan sponsors. 
Retirement and mortality rates are based primarily on 
actual plan experience. Actuarial equivalence was based 
on comparing the tyledicare Pa*rt D standard drug 
coverage and premiums to BellSouth's retiree prescription 
drug coverage and premiums. We calculated the actuarial 
values based on our specific experience combined with 
published nationwide statistics. The effects of actual results 
differlng from our assumptions are accumulated and 
amortized into the income statement in future periods in 
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accordance with the other postretirement benefits 
accounting rules. 

Sensitivity analysis 

The effect of the indicated increaseldecrease in the 
selected assumptions is shown below: 

Percentage December 31, 2004 
Point Obligation 2005 Expense 

Assumptlon Change Higher/(Lower) Higher/(Lower) 

Discount rote +/- 0.5 pts. $(648)/$693 $(42)/$43 
Health care 

cost trend +/- 1.0 pts. 1,251/(1,030) 187/(143) 

There are possible developments that could cause our 
actual results to differ materially from those forecast or 
implied in the forward-looking statements. You are 
cautioned not to place undue reliance on these forward- 
looking statements, which are current only as of the date 
of this filing. We disclaim any intention or obligation to 
update or revise any forward-looking statements, whether 
as a result of new information, future events or otherwise. 

While the below list of cautionary statements is not 
exhaustive, some factors, in addition to those contained 
throughout this document, that could affect future 
operating results, financial position and cash flows and 
could cause actual results to differ materially from those 
expressed in the forward-looking statements are: , 

OTHER LOSS CONTINGENCIES . 
Other loss contingencies are recorded as ilabilities when it 
is probable that a liability has been incurred and the . 
amount of the loss is reasonably estimable. Disclosure is 
required when there is a reasonable possibility that the 
ultimate loss will exceed the recorded provision. 
Contingent liabiiities are often resolved over long time 
periods. Estimating probable losses requires analysis of 
multiple forecasts that often depend on judgments about 
potential actions by third parties such as regulators. 

OTHER SIGNIFICANT ACCOUNTING POLICIES . 
Other significant accounting polices, not involving the 
same level of measurement uncertainties as those 
discussed above, are nevertheless important to an 
understanding of the financial statements, Policies related 
to revenue recognition, stock-based compensation, 
uncollectible reserves and tax valuation allowances require 
difficult judgments on complex matters that are often 
subject to multiple sources of authoritative guidance, 
Certain of these matters are among topics currently under 
re-examination by accounting standard setters and 
regulators. Although no specific conclusions reached by 
these standard setters appear likely to  cause a material 
change in our accounting policies, outcomes cannot be 
predicted with confidence. Also see Note A to our 
consolidated financial statements, which discusses 
accounting policies that we have selected from 
acceptable alternatives. 

Cautionary Language Concerning 
Forward-Looking Statements 

In addition to historical information, this document contains 
forward-looking statements regarding events, financial 
trends and critical accounting policies that may affect our 
future operating results, financial position and cash flows. 
These statements are based on our assumptions and 
estimates and are subject to risks and uncertainties. For 
these statements, we claim the protection of the safe 
harbor for forward-looking statements provided by the 
Private Securities Litigation Reform Act of 1995. 

a change in economic conditions in the markets 
where we operate or have material investments which 
could affect demand for our services; 
the impact and the success of Cingular Wireless, our 
wireless joint venture with SBC, including marketing 
and product development efforts, technological 
changes and financial capacity; 
Cingular Wireless' failure to realize, In the amounts 
and within the timeframe contemplated, the capital 
and expense synergies and other financial benefits 
expected from its acquisition of AT&T Wireless as a 
result of technical, logistical, regulatory and other 
factors; 
changes in laws or regulations, or in their 
interpretations, which could result in the loss, or 
reduction in value, of our licenses, concessions or 
markets, or in an increase in competition, compliance 
costs or capital expenditures; 
continued piessures on the telecommunications 
industry from a financial, competitive and regulatory 
perspective; 
the intensity of competitive activity and its resulting 
impact on pricing strategies and new product 
offerings; 
changes in the federal and state regulations 
governing the terms on which we offer retail and 
wholesaje services; 
continued successful penetration of the interLATA 
long distance market; 
the impact on our business of consolidation in the 
wireline and wireless industries in which we operate; 
the issuance by the Financial Accounting Standards 
Board or other accounting bodies of new accounting 
standards or changes to existing standards; 
changes in available technology that Increase the 
impacts of technology substitution; 
higher than anticipated start-up costs or significant 
up-front Investments associated with new business 
initiatives; 
the outcome of pending litigation; and 
unanticipated higher capital spending from, or delays 
in, the deployment of new technologies. 
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C O N S O L I D A T E D  S T A T E M E N T S  O F  I N C O M E  
B E L L S O U T H  C O R P O R A T I O N  

For the years ended December 31, 

(IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2002  2003 2004 

Operating Revenues: 
Communications Group $18,226 $18,255 $18,239 
Advertising & Publishing Group 1,92 1 2,033 2,005 
All other 60 53 56 

Total Operating Revenues 20,207 20,341 20,300 

Operating Expenses: 
Cost of services and products (excludes depreciation 

and amortization shown separately below) 6,670 6,99 1 7,520 
Selling, general, and administrative expenses 3,891 3,777 3,816 
Depreciation and amortization 4,202 3.81 1 3,636 
Provisions for restructuring and asset impairments 990 205 39 

Total Operating Expenses . 15,753 14,784 15,011 

Operating income 4,454 5,557 5,289 
Interest expense 1,066 947 916 
Net earnings of equity affiliates 542 452 68 
Gain (loss) on sale of operations 1,335 - 462 
Other income (expense), net 102 362 283 

lncome from Continuing Operations Before income Taxes, Discontinued 
Operations and Cumulative Effect of Changes in Accounting Principle 5,367 5,424 5,186 

Provision for income Taxes 1,892 1,936 1',792 

lncome from Continuing Operations Before Discontinued Operations and 
Cumulative Effect of Changes in Accounting Principle 3,475 3,488 3,394 

income (Loss) from Discontinued Operations, Net of Tax (867) 101 1,364 
Income Before Cumulative Effect of Changes in Accounting Principle 2,608 3,589 4,758 
Cumulative Effect of Changes in Accounting Principle, Net of Tax ( 1,285) 315 - 

Net Income $ 1,323 $ 3,904 $ 4,758 

Weighted-Average Common Shares Outstanding: 
Basic 1,870 1,848 1,832 
Diluted 1,876 1,852 1,836 

Basic Earnings Per Share: . ,  
lncome from Continuing Operations Before Discontinued Operations and 

Cumulative Effect of Changes in Accounting Principle $ 1.86 $ 1.89 $ 1.85 
Discontinued Operations, net of tax $ (.46) $ .05 $ .74 
Cumulative Effect of Accounting Changes, net of tax $ (.69) $ -17 $ - 
Net Income $ .71 $ 2.11 $ 2.60 

Diluted Earnings Per Share: 
income from Continuing Operations Before Discontinued Operations and 

Cumulative Effect of Changes in Accounting Principle $ 1.85 $ 1.88 $ 1.85 
Discontinued Operations, net of tax $ (-46) $ .05 $ .74 
Cumulative Effect of Accounting Changes, net of tax $ (-68) $ .I7 $ - 
Net Income* $ -71 $ 2.11 $ 2.59 

Dividends Declared Per Common Share $ -79 $ .92 $ 1.06 

* Net lncome per shore may not sum due to  rounding 

The accompanying notes are an integral part of these consolidated financial statements. 
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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  
B E L L S O U T H  C O R P O R A T I O N  

December 31, 

(IN MILLIONS) 2003 2004 

ASSETS 
Current Assets: 

Cash and cash equivalents $ 2,947 $ 680 
Short-term investments 1,609 16 
Accounts receivable, net of allowance for uncoliectibies of $496 and $317 2,870 2,559 
Material and supplies 375 321 
Other current assets 1,048 1,055 
Assets of discontinued operations - 1,068 

Total current assets 8,849 5,699 

Investments in and advances to Cingular 7,679 22,771 
Property, plant and equipment, net 23,807 22,039 
Other assets 6.977 7,400 
Intangible assets, net 2,297 1,587 
Goodwill 93 - 

Total assets $49,702 $59,496 

LIABILITIES AND SHAREHOLDERS' EQUITY 
Current Liabilities: 

Debt maturing within one year $ 3,491 $ 5,475 
Accounts payable 1,339 1,047 
Other current liabilities 3,628 3,018 
Liabilities of discontinued operations - 830 

Total current liabilities 8,458 10,370 

Long-term debt 11,489 15,108 

Noncurrent liabilities: 
Deferred income taxes 5,349 6,492 
Other noncurrent liabilities 4,694 4,460 

Total noncurrent liabilities 10,043 10,952 

Shareholders' equity: 
Common stock, $1 par value (8,650 shares authorized; 

1,830 and 1,831 shares outstanding) 
Paid-in capital 
Retained earnings 
Accumulated other comprehensive income (loss) . . 
Shares held in trust and treasury (5,992) (5,904) 

Total shareholders' equity 19,7 12 23,066 

Total liabilities and shareholders' equity $49,702 $59,496 

The accompanying notes are an integral part of these consolidated financial statements. 
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C O N S O L I D A T E D  S T A T E M E N T S  O F  C A S H  F L O W S  
B E L L S O U T H  CORPORATION 

For the years ended December 3 1, 

(IN MILLIONS) 2002 2003 2004 

Cash Flows from Operating Activities: 
Income from continuing operations before discontinued operations and 

cumulative effect of changes in accounting principle $ 3,475 $ 3,488 $ 3,394 
Adjustments to  reconcile income to cash provided by operating activities 

from continuing operations: 
Depreciation and amortization 4,202 3,8 11 3,636 
Provision for uncollectibies 795 523 384 
Net losses (earnings) of equity affiliates 
Deferred income taxes and investment tax credits 

(542) 
1,330 

(452) 
788 

(68) 
1,081 

Pension income 
Pension settlement losses 

(825) 
167 

(534) 
4 7 

(484) - 
Stock-based compensation expense 161 124 

- 116 
(Gain) loss on sale of operations ( 1,335) 
Net losses (gains) on sale or impairment of equity securities 370 7 

(462) 

- 
4 

Curtailment and termination benefit charges 60 - 
Unbilled receivable adjustment 163 - - 
Asset impairments 302 52 - 

Net change in: 
Accounts receivable and other current assets 
Accounts payable and other current liabilities 

(261) (8 1) 
55 

(419) 

Deferred charges and other assets 
(360) 

46 299 
(680) 

Other liabilities and deferred credits 10 (276) 159 
(79) 

Other reconciling items, net (46) 32 219 
Net cash provided by operating activities from continuing operations 7,7 12 7,883 6,801 

- - --- 

Cash Flows trom investing Activities: 
Capital expenditures (3,536) (2,926) (3,193) 
Purchase of short-term investments ( 1.302) (3,439) 
Proceeds from sale of short-term investments 84 1 

(3,770) 
2,291 - - 5,363 

Proceeds from sale of operations 3,392 
Proceeds from sale of debt and equity securities 1,383 27 286 
Investments in debt and equity securities 
Proceeds from repayment of loans and advances 

(36) 
885 

(194) 
1,899 

(632) 
- 129 

Net short term advances to Cingular - 
SeWlement of derivatives on advances 85 

(666) 

Investments in and advances to equity affiliates 
(352) - (47) 

(210) ( 14,445) 
Other Investing activities, net (22) (12) (7) 

Net cash used for investing activities from continuing operations (1,912) (2,706) ( 13,560) 

Cash Flows from Financing Activities: 
Net borrowings (repayments) of short-term debt (1,307) - (431) - 1,738 
Proceeds from the Issuance of long-term debt 6,078 
Repayments of long-term debt (1,149) (1,849) 
Dividends paid ( 1,460) ( 1,608) 

(759) 

Purchase of treasury shares 
(1,901 

Other financing activities, net 
(59 1 ) 

64 
(858) 

67 
(146) 

61 

Net cash used in financing activities from continuing operations (4,443) (4,679) 5,071 

Net (decrease) increase in cash and cash equivalents from continuing 
operations 1,357 498 

Net (decrease) Increase in cash and cash equivalents from discontinued 
(1,688) 

operations . 7 2 42 8 (579) 
Net (decrease) increase in cash and cash equivalents 1,429 926 
Cash and cash equivalents at beginning of period 592 2,021 

(2,267) 
2,947 

Cash and cash equivalents at end of period $ 2,021 $ 2,947 $ 680 
- 

The accompanying notes are an integral part of these consolidated financial statements. 
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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 H O L D E R S '  
E Q U I T Y  A N D  C O M P R E H E N S I V E  I N C O M E  
BELLSOUTH CORPORATION 

Number of Shares Amount 
Accum. 

Other 
Shares Compre- Shores Guar- 
Held in hensive Held In antee 

Common Trust and Common Paid-In Retalned lncome Trust and of ESOP 
(IN MILLIONS) Stock ~reasury'") Stock Capital Earnings (Loss) ~reasury(" Debt Total 

Balance at December 31,2001 2,020 (143) $2,020 $7,368 $14,805 $(294) $(4,996) S(145) $18,758 

Net Income 1,323 1,323 
Other comprehensive income, net of tax (446) (446) 

Total comprehensive lncome 877 
Dividends declared (1.477) (1,477) 
Share Issuances for employee benefit plans1 5 (33) (104) 197 60 
Purchase of treasury stock (22) (591) (591) 
Purchase of stock by grantor trusts (18) 18 - 
Stock-based cornpensafion 171 I7 1 
Tax benefit related to stock options 40 40 
ESOP activities and related tax benefit 2 66 68 

Balance at December 31, 2002 2,020 (160) $2,020 $7,546 $14,531 S(740) $(5,372) $ (79) $17,906 

/ '  
Net lncome 3,904 3,909 
Other cornprehenslve Income, net of tax 155 155 

Total comprehensive income 4,059 
(1,696) Dividends declared (1.696) 

Share issuances for employee benefit plans 5 (19) , (89) 169 61, 
Purchase of treasury stock (35) (858) (858) 
Purchases and sales of treasury stock with 

grantor trusts 43 1 1  (112) 69 - 
Stock-based compensation 137 137 
Tax benefit related to stock options, 22 22 

I / ESOP activities and related tax beGefit 2 79 81 

Balance at December 31, 2003 2,020 (190) $2,020 $7,729 $16,540 S(585) $(5,992) $ - 19,712 
I - 

Net lncome 
Other comprehensive inconie. net of tax 

Total comprehensive incorne L 5,186 

Dlvldends declared ( 1,934) (1.934) 
Share Issuances for employee benefit plans 7 (59) (94) 236 83 
Purchase of treasury stock (6) (146) a (146) 
Purchases and sales of treasury stock with ' 

grantor trusts 2 (2) - 
Stock-based compensation 121 121 
Tax benefit related to stock optlons 39 39 
Other 8 (3) 5 

Balance at December 31, 2004 - ' 2,020 (189) $2,020 $7,840 . $19,267 S(157) ‘' $(5,904) $ - $23,066 

(b) Trust and treasury shares are not cohsldered to be' outstanding for financial reporting purposes. As of December 31, 2004, there were 
approximately 26 shares held In'trust and 163 shares held In treasury. 

The accprnpanying notes are an integra! part of these consolidated financial statements. 
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  
D O L L A R S  A R E  I N  M I L L I O N S ,  E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  O T H E R W I S E  I N D I C A T E D  

B E L L S O U T H  C O R P O R A T I O N  

Note A - Accounting Policies 

In this report, BellSouth Corporation and its subsidiaries are 
referred to as "we" or "BellSouth." 

ORGANIZATION 

We are a cornmunicatlons company headquartered in 
Atlanta, Georgia. For management purposes, our 
operations are organized into three reportable segments: 
Communications Group; Domestic Wireless; and Advertising 
& Publishing Group. 

BASIS OF PRESENTATION 

The consolidated financiai statements include the 
accounts of BellSouth's wholly-owned subsidiaries and 
subsidiaries in which we have a controlling financiai 
interest, lnvestments in businesses that we do not control, 
but have the ability to exercise significant influence over 
operatlons and financial policies, are accounted for using 
the equity method. We report our results on a calendar- 
year basis, except for our international operations that we 
report on a one-month lag basis to facliltate timely 
reporting of the consolidated results of BellSouth. All 
significant intercompany transactions and accounts have 
been eliminated. We own an approximate 40% economic 
interest In Cinguiar Wireless and we share control wlth SBC 
Communications (SBC). Accordingly, we account for this 
investment under the equity method. Certain amounts in 
the prior period consolidated financial statements have 
been reclassified to conform to the current year's 
presen tatlon. 

in accordance with Statement of Financial Accounting 
Standards (SFAS) No. 144, "Accounting for the Impairment 
or Disposal of Long-Lived Assets" (SFAS No, 144), we have 
classified the results of our Latin American segment as 
discontlnued operatlons. The presentation of discontlnued 
operations includes revenues and expenses'of the Latin 
American operatlons as one iine item on the income 
statement for ali periods presented. All Latin America 
related balance sheet items at'December 31, 2004 are 
presented in the assets and liabilities of Discontinued 
Operations iine ltems. In accordance with SFAS No. 144 the 
December 31, 2003 balance sheet and related footnotes 
were not restated for dlscontlnued operations. Unless 
explicitly noted all amounts disclosed and described in 
these accompanying notes to the consolidated financial 
statements exclude our two remaining Latln investments 
that were sold In January 2005. Beginning wlth the second 
quarter of 2004, long-lived assets of the Latin America 
group ceased to be depreciated (amortized) in 
accordance with SFAS No. 144. 

USE OF ESTIMATES 

Our consolidated financiai statements have been prepared 
In accordance with Generally Accepted Accounting 

Principles (US GAAP). We are required to make estimates 
and assumptions that affect amounts reported In our 
financial statements and the accompanying notes. Actual 
results could differ from those estimates. 

CASH AND CASH EQUIVALENTS 

We consider all highly liquid' investments wlth an originai 
maturity of three months or less to be cash equivalents. 
lnvestments with an originai maturity of over three months 
to one year are not considered cash equlvalents and are 
lncluded as other current assets In the consolidated 
balance sheets, lnterest Income on cash equlvalents and 
temporary cash investments was $95 for 2002, $76 for 2003, 
and $60 for 2004. 

lncluded In the December 31,2004 cash balance of 
$696 are cash balances of $148 held by our remainin'g 

. 

discontlnued operatlons In Latin America. 

SHORT-TERM INVESTMENTS 

Short-term investments represent auction rate securities 
which are highly liquid, variable-rate debt securities. While 
the underlying security has a long-term nominal maturity, 
the lnterest rate is reset through dutch auctlons that are 
typically held every 7, 28 or 35 days, creating a short-term 
Instrument. The securities trade at par and are callable a t  
par on any interest payment date at the option of the 
issuer. Interest is paid at  the end of each auction period. 

MATERIAL AND SUPPLIES 

New and reusable material held at our telephone 
subsidiary Is carried in lnventory, princlpally at  average 
orlglnai cost, except that specific costs are used in the 
case of large indlvldual ltems. Non-reusable material is 
carried at estimated salvage value. inventories of our other 
subsidiaries are stated at the lower of cost or market, wlth 
cost determined prlnclpally on either an average cost or 
first-in, first-out basis. 

The investment in property, plant and equipment is stated 
at original cost, For plant dedicated to providing regulated 
teiecommunlcations services, depreclation is based on the 
group remaining life method of depreclation and stralght- 
line rates determined on the basis of equal life groups of 
certain categories of telephone plant acquired in a given 
year. This method requires the periodic revision of 
depreciatlon rates, When depreciable telephone plant Is 
disposed of, the originai cost less any net salvage 
proceeds Is charged to accumulated depreciatlon, We 
perform inventories of the telephone plant to verify the 
existence of these assets and reconcile these lnventories 
to our property records. In addition, the lnventory 
reconclllation results allow us to correct our records for 
investment moved from one location to another and to  



account for delayed retirements. The cost of other hyperinflationary-economies consider the US Dollar the 
property, plant and equipment is depreciated using, either functional currency. 
straight-line or accelerated methods over the estimated -,  

useful lives of the assets. Depreciation of property, plant COST METHOD INVESTMENTS I , 
and equipment in continuing operations was $3,718 for 
2002, $3,257 for 2003, and $3,039 for 2004, 

Gains or losses on disposal of othef depreciable 
property, plant and equipment are recognized in the year 
of disposition as an element of Other income (expense), 
net. The cost of maintenance and repairs of plant, 
including the cost of replacing minor items not resulting In 
substantial betterments, Is charged to operating expenses. 
Interest expense and network engineering costs incurred 
during the construction phase of our networks are 
capitalized as part of property, plant and,equipment until 
the projects are completed and placed into service. 

VALUATION OF LONG-LIVED ASSETS 1 

1- 3 2 

Long-lived assets, including property, plant and equipment 
and intangible assets with finite lives are reviewed for 
impairment whenever events or changeb in circumstances 
Indicateithat the carrying amount may not be ' 
recoverable. The communications industry Is rapidly 
evolving and therefore' it Is reasonably possible that our 
long-lived assets could ljecome impaired as a result of 
technoiogical or other industry changes. For assets we 
intend to hold for use, if the total of the expected future 
undlscounted cash flows Is less than the carrying amount of 
the asset, we recognize a loss for the difference between 
the fair value and carrying value of the asset. For assets 
we intend to dispoie of, we recognize a loss for the 
amount that the estimated fair valde, less costs to sell, is 
less than the carrying value of the assets. We principally 
use the discounted cash flow method to estimate the fair 
value of long-lived assets. 

We account for equity security lnvestments In which we 
exercise significant influence under the equity method of 
accounting. In accordance wlth Accounting Principles 
Board (APB) Opinion No. 18, The Equity Method of 
Accounting fdr lnvestments in Common Stock, we 
periodically review equity method investments for 
Impairment, These reviews are performed to determine 
whether a decline In the fair vaiue of an investment below 
its carrying vaiue Is deemed to be other than temporary. 

FOREIGN CURRENCY 

Assets and liabilities of foreign subsidiaries, and equity 
investees with a functional currency other than US Dollars 
are translated into US Doilars at  exchange rates in effect at 
the end of the reporting period. Foreign entity revenues 
and expenses are translated into US Dollars at  the average 
rates that prevailed during the period. The resulting net 
translation gains and losses are reported as foreign 
currency translation adjustments in shareholders' equity as 
a component of accumulated other comprehensive 
Income (loss). Operations In countries wlth 

We have investments in marketable securities, primarily 
common stocks, which are accounted for under the cost 
method. securities classified as available-for-saie'under, 
"Accounting for Certain lnvestments in Debt and Equity 
Securities," SFAS No. 115 are carried at fair value, with 
unrealized gains and losses, net of income taxes, recorded 
in accumulated other comprehensive income (loss) in the 
statement of changes in shareholders' equity and 
comprehensive income. The fair values of Individual 
lnvestments In marketable securities are determined based 
on market quotations. Gains or losses are calculated based 
on the original cost.lWe periodically review cost method 
investments for impairment. These reviews are performed 
to determine whether a decline in the fair value of an 
investment below its carrying value is deemed to be other 
than tempor,$ry. Equity securities that are restricted for , 

more than one year or not ,publicly tr;aded are recorded at  
cost. I ,  

- 8  

DERIVATIVE FINANCIAL INSTRUMENTS 

We generally enter into derivative financial Instruments only 
for hedging purposes, In hedging the exposure to variable 
cash flows or foreign currency impacts on forecasted 
transactions, deferral accounting is applied, when the 
derivatiye reduces the risk of, the underlying hedged item 
effectively as a result-:of high inverse correlation with the 
vaiue of the underlying exposure. If a derivative instrument 
either initially fails or lafer ceases to meet thg criteria for 
deferral accounting, any subsequept, gains ,or losses are , 

recognized currentiy in income. in hedging the exposure to 
changes in the fair vaiue of a recognized asset or liability, 
the change In fair vaiue of both the derivative financial 
instrument and the hedged item are recognized currently 
in income. Cash flows resulting from derivative financial 
instruments are classified in the same category as the cash 
flows from the items being hedged: 

REVENUE RECOGNITION 

Revenues are recognized when earned. Certain revenues 
derived from local telephone services are billed monthly in 
advance and are recognized the following month when 
services are provided. Revenues derived from other 
telecommunications services, principally network access, 
long distance and wireless airtime usage, are recognized' 
monthly as services are provided. Marketing incentives, 
including cash coupons, package discounts and free 
service are recognized as revenue reductions and- are 
accrued in the period the service is provided. With respect 
to coupons, accruals are based on historical redemption 
experience. While cash is generally received at  the time of 
sale, revenues from installation and activation activities are 
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deferred and recognized over the life of the customer 
relationship, which is generally four years. Print Advertising 
& Publishing revenues and related directory costs are 
recognized ratably over the life of the related directory, 
generally 12 months. Allowances for uncollectibie accounts 
are determined based on analysis of history and future 
expectations. The provision for such uncollectibie accounts 
in continuing operations was $795 for 2002, $523 for 2003, 
and $384 for 2004. 

DEFERRED ACTIVATION AND INSTALLATION EXPENSES 

We defer certain expenses associated with instaliation and 
activation activities. Expense is only deferred to the extent 
associated revenues are deferred. Service costs in excess 
of revenues are recognized in the period incurred. The 
deferred costs are recognized over approximately 4 years. 

a I 

ADVERTISING 
. , . - a / 

We expense advertising costs as they are incuried. These 
expenses include production, media and other~promotional 
and sponsorship costs. Our total advertising expense in 
continuing operations was $258 for 2002, $357 for 2003, 
and $382 for 2004, 

INCOME TAXES 
I 

The consolidated balance sheets reflect deferred tax 
balances associated with the anticipated tax impact of 
future income or deductions im'plicit In the consoilda'ted 
balance sheets in the form of temporaiy differences. 
Tempdrary differences primarily result from the use of 
accelerated methods and sh'orter lives in computing 
depreciation for tax purposes. - 

I 

EARNINGS PER SHARE ' ' ' ' 

Basic earnings per share are computed based on the 
weighted-average number of common shares outstanding 
during each year, Diluted earnings per share are based on 
the weighted-average number of common shares 
outstanding plus net incremental shares arising out of,, 
employee stock options and benefit plans. The earnings 
amounts used for per-share calculations are the same for 
both the basic and diluted methods. The following is a 
reconciliation of the weighted-average share amounts (in 
millions) used in calculating earnings per share: 

- 2002 2003 2004 

Basic common shares outstanding 1,870 ' 1,848 1,832' 
Incremental shares from stock otMons 

and benefit plans 6 4 4 
Diluted common shares outstanding 1,876 1,852 1,836 

Stock options excluded from the 
computation 77 92 79 
- - - - 

Options with an exercise price greater than the average 
market price of the common stock or that have an anti- 

dilutive effect on the computation are excluded from the 
calculation of diluted earnings per share. 

GOODWILL AND INTANGIBLE ASSETS 

lntbngible assets consist primarily of capitalized software, 
wireless licenses and customer related intangibles. Goodwiil 
represents the excess of consideration paid over the fair 
value of net assets acquired in purchase business 
combinations. Beginning January 1, 2002 we ceased 
amortization of goodwill and other indefinite-lived 
intangible assets in connection with the adoption of 
SFAS '142, "Goodwill and Other !ntangible Assets" (SFAS 
No. 142). Customer-related intangible assets represent 
values placed on customer lists. contracts and non- 
contractual relationships of acquired businesses and are 
amortized over periods up to eight years using the sum-of- 
the-years digits method. capitalized software costs are 
being amortized ratably over periods of three to five years. 
Amortization of intangibles in continuing operations was 
$484 for 2002, $554 f+or 2003, and $597 for 2004. 

.We test goodwill and other indefinite-lived intangible , 
assets for impairment on an annual basis. Additionally, 
goodwii! is tested for impairment between annual tests if 
an event occurs or circumstances change that would 
more likely than not reduce the fair value of an entity 
below its carr,ying~value. These events or circumstances 
would 1nclude.q significant change In the business climate, 
legal factors, operating performance indicators, 
competition, sale or disposition of a significant pot-/ion of 
the business or other factors. Other indefinite-lived 
intangible assets are tested between annual tests if events 
or changes in circumstances indicate that the asset might 
be Impaired. 

Note B - Recently Issued Accounting 
Pronouncements 

In December 2004, ~ ~ ~ ' F A S B  lssued SFAS No. 123 (Revised 
2004), "Shale-Based Payment." This standard amends and 
clarifies the accounting for stock compensation plans 
under SFAS No. 123, "Accounting for Stpck-Based 
Compensation," which we adopted effective January I, 
2003. We will adopt this revised statement for our quarter 
ending September 30,2005. We do not expect the 
adoption of this statement to have a material impact on 
our results of operations, financial position or cash flows. 

Note C - Changes in Accounting 
Principle 

ASSET RETIREMENT OBLIGATIONS 

Effective January 1, 2003, we adopted SFAS No. 443, 
"Accounting for Asset Retirement Obligations" (SFAS 
No, 143). This statement provides the accounting for the 
cost of legal obligations associated with the retirement of 



long-lived assets. SFAS No. 143 requires that companies 
recognize the fair value of a ilabillty for asset retirement 
obligations in the period in which the obiigatlons are 
incurred and capitalize that amount as part of the book 
vaiue of the iong-lived asset. SFAS No. 443 also precludes 
companies from accruing removal costs that exceed gross 
salvage In their depreciation rates and accumulated 
depreciation balances if there is no legal obligation to 
remove the long-lived assets. For our outside plant 
accounts, such as telephone poies and cable, estimated 
cost of removal does exceed gross salvage, 

Although we have no legal obligation to remove assets, 
we have historically included in our group depreciation 
rates estimated net removal costs associated with these 
outside plant assets in whlch estimated cost of removal 
exceeds gross salvage. These costs have been reflected in 
the calculation of depreciation expense, which results in 
greater periodic depreciation expense and the recognition 
in accumulated depreciation of future remov-al costs for 
existing assets. When the assets are actually retired and 
removal costs are expended, the net removal costs are 
recorded as a reduction to accumulated depreciation. 

' In connection with the adoption of this standard, we 
removed existing accrued net costs of removal in excess 
of the related estimated salvage from our accumulated 
depreciation for those accounts. The adju'stment was 
reflected in the 2003 income statement as a cumulative 
effect of accounting change adjustment and on the 

balance sheet as an increase to net plant and equipment 
of $1,334 and an increase to  deferred income taxes of 
$518. The cumulative effect of change increased net 
income by $816 for the year ended December 31, 2003, 

REVENUE RECOGNITION FOR PUBLISHING REVENUES 

Effective January 1; 2003, we changed .our method for 
recognizing revenues and expenses related to our 
directory publishing business from the publication and 
delivery method to  the deferral method. Under the 
publication and delivery method, we recognized 100% of 
the revenues and direct expenses at the time the 
directorles were published and delivered to  end-users. 
Under the deferral method, revenues and direct expenses 
are recognized ratably over the life of the related 
directory, generally 12 months. The change in accounting 
method is reflected In the 2003 lncome~ statement as at a 

cumulative effect of accountinQ change adjustment and 
on the balance sheet as a decrease to accounts - 

receivable of $845, increase to other current assets of 
$166, increase to current llabllities of $129, and a decrease 
to deferred income taxes of $307, The cumulative effect of 
the change resulted In a decrease to net Income of $501 
for 2003. Absent this one-time adjustment, the change In 
accounting did not materially affect our annual results. 

. , .  ,, - .. . , - .  . 
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PRO FORMA IMPACT OF ACCOUNTING CHANGES 

The foliowing table presents our 2002 results adjusted to  reflect the changes in accounting for asset retirement 
- ,  

obligations and revenue recognition for publishing revenues: 

For the Year Ended December 31, 

SFAS No. Directory 2002 Pro 
2002 143 Publishing Forma 

(As reported) (Unaudlted) (Unaudited) (Unaudited) 

Total Operating Revenue $20,207 , $ - $ 49 $20,256 
Operating Expenses 

Cost of services and products 6,670 , 32 37 6,739 
Selling, general, and administrative expenses 3.891 - 13 3,904 
Depreciation and amorpatlon 4,202 (133) - 4,069 
Provision for restructuring and asset impairments 990 - - 990 

Total operating expenses 15.753 , (101) 50 15,702 
Operating Income , 4,454 101 (1 4,554 
Non-operating income (expense), net 913 - - 913 

lncorne from contlnuing operations before income taxes, , 
dlscontlnued operations, and cumulative effect of changes in 
accounting principle 5,367 s1 0 1 (1 5,467 

Provision for Income taxes 1,892 39 - .I ,93 1 

income from contlnuing~operations before discontinued operations 1 ,  

and cumulative effect of changes In accounting pripclple 3,475 .. 62 L (1) 3,536 
income (Loss) from discontinued operations, net of tax (867) , - - (867) 
lncome before cumulative effect of changes in accounting 

principle 2,608 62 ( 4 )  2,669 
Cumulative effect of changes in accounting principle, net of tax (1,285) - - ( 1,285) 

Net income $ 1,323 $ 62 $ ( I )  $1,384 

Basic earnings per share*: 
lncorne from continuing operations before discontlnued 

operations and cumulatlve effect of changes in accounting 
principle $ 1.86 $0.03 $0.00 $ 1-89 

lncome before cumulative effect of changes in accountlng 
principle $ 1.39 $0.03 $0.00 $ 1.43 

Net income $ 0.71 $0.03 $0.00 $ 0.74 
Diluted earnings per share*: 

lncorne from continuing operatlons before dlscontlnued 
operations and cumulatlve effect of changes in accounting 
principle $ 1.85 $0.03 $0.00 $ 1.88 

lncome before cumulative effect of changes In accountlng 
principle $ 1.39 $0.03 $0.00 $ 1.42 

Net income $ 0.71 $0.03 $0.00 $ 0.74 

*Earnings per share amounts do not sum due to rounding. 

Note D - Discontinued Operations 

In March 2004, we signed an agreement with Telefbnica 
Mbviles, S.A., the wireless affiliate of Telefbnica. S.A. 
(Telefbnica), to  sell all of our interests In Latin America. 
Total after-tax proceeds of the sale to  Telefbnica of the 10 
properties, including shareholder loans, were $5.1 billion. 
The net assets sold to Telefbnica Included $1.2 billion of 
cash as part of the Latin American operations, resulting in 
a net cash inflow to BellSouth related t o  the Latin American 
divestitures of approximately $3.9 billion. Based on the net 
book value of our investment, we recorded after-tax gains 
totalling approximately $1.2 biilion. 

Under the agreement, Telefbnica purchased all equity 
interests that we purchased from the minority shareholders 
in various Latin American operations, Following the deal 
announcement, we purchased debt and equity Interests 
and other rights of minority partners in our Argentina, 
Ecuador, Nicaragua, Uruguay, and Venezuela operations 
for a combined total of $757. In addition, we purchased 
$125 of third party Argentine debt, 

During October 2004, we closed on the sale of 8 of the 10 
properties: Venezuela, Colombia, Ecuador, Peru, Guatemala, 
Nicaragua, Uruguay and Panama. During January 2005, we 
closed on the sale of the operations in the remaining two 
Latin American countries (Argentina and Chile). 



SUMMARY OF SALE TRANSACTIONS translation balance associated with the discontinued oper- 
ations. At December 31, 2004, our tax basis in the remain- 

After- ing Latin America investments ,exceeds the book basis by 
Gross Tax 

Proceeds approximately $520, resulting in a tax benefit of $140 in net 
deferred tax liabilities and $42 in equity. These balances 

For the year ended December 31: reverse in the first quarter of 2005 with the sale of the final 
2004 $ 4 1 0 ~ ~  850 two Latin American properties (Argentina and Chile). 
2005 $1,079 $391 

Total $5,116 $1,241 BUYOUT OF MINORITY PARTNERS 

The 2004 galn includes the recognition of cumulative 
foreign currency translation losses of $421 and the 2005 
galn Includes the recognition of cumulative foreign cur- 
rency translation gains of $77. 

SUMMARY FINANCIAL INFORMATION 

The assets and liabilities of our remaining Latin American 
opefations (Argentlna and Chile) are aggregated and 
presented as current assets and current liabilities in the 
consolidated balance sheet at  December 31, 2004. Addi- 
tional detail related to the assets and liabilities of our 
discontinued operations follows: 

In March and April 2004, we purchased interests and other 
rights of minority partners in Argentlna, Ecuador and 
Colombia. These purchases brought our ownership interests 
to 100% in Argentina and Ecuador and to 77.6% In 
Colombia. The aggregate purchase price for these acquisi- 
tions,~lncluding payment,of minority shareholder loans, was 
$177. The assignment of the purchase price to the esti- 
mated fair values of assets acquired and liabilities assumed 
resulted in an increase to intangible assets of $55 and an 
increase to goodwill of $81. In connection with the 
purchase of our minority partner in Argentina, the consider- 
ation paid exceeded the fair value by approximately $33. 
Accordingly, this amount was recognized as a charge to 
income (loss) from discontinued~ operations in the second 

I 

At December 31,2004: quarter 2004, 

Current assets (excluding cash of $148) $ 403 In October 2004, to facilitate the transfer of ownership 

Property, plant and equipment, net 387 to Telefbnlca, we purchased interests of minority partners 

Investments and advances 4 ,  in Nicaragua and Uruguay. These purchases brought our 
Intangible assets, net 269 ownership interests to 100% in Nicaragua and 68% in 
Other non-current assets 5 Uruguay. The aggregate purchase price for these acquisi- 

Total Assets $1,068 tions was $37, which approximated the proceeds received 
in the sale to Telefonica. 

Current llabilltles $ 830 
Long-term debt - 
Other non-current llabllltles - VENEZUELAN ARBITRATION AND SETTLEMENT 

Total Llabllltles $ 830 

Summarized results for the discontinued operations are as 
follows: 

For the Year Ended 
December 31, 

2002 . 2003 2004 

Operating revenue $2,233 $2,294 $2,429 
Operating Income $ 292 $ 349 $ 647 
lncome (loss) before lncome taxes $ (951) $ 176 $1,525 
Provlslon (benefit) for Income taxes $ (84) $ 75 $ 161 
Net lncome (loss) from 

dlscontlnued operations $ (867) $ 101 $1,364 

TAX OVER BOOK BASIS DIFFERENTIAL 

No US tax benefit was previously recognized on losses 
generated by the Latin American operatlons due to the 
essentially permanent duration of those investments. During 
2004, we recorded a $336 tax benefit in accordance with 
SFAS No. 109, "Accounting for lncome Taxes," relating to 
excess tax basis over book basis for our Latin American 
operations. In addition, a tax benefit of $189 was recorded 
directly to equity related to the cumulative currency 

Prior totthe sale of Telcel, our Venezuelan operation, to 
Teiefonica on October 28, 2004, we owned a 78.2% 
interest In Telcel. Telcel's other major shareholder held an 
indirect 21.8% interest in Telcel. Under a Stock Purchase 
Agreement, that shareholder had the right to initiate a 
process that could require us to purchase (the puts), and 
we had the right to initiate a process that could require 
that shareholder to sell (the calls) to us, the shareholder's 
interest in Telcel. 

In 2000, the shareholder jnitiated a process for apprais- 
ing the value of approximately half of its interest in Telcel, 
but the process was not completed. The shareholder also 
sent a letier purporting to exercise the balance of the puts 
under the Stock Purchase Agreement. The matter was 
taken before an arbitration panel over alleged breaches 
by BellSouth and the shareholder of the Stock purchase 
Agreement, including the timing of the valuation and , 
whether the process was properly initiated in 2000. The 
shareholder was seeking damages and specific perforrn- 
ance, and BellSouth was seeking, among other things, 
unspecified damages and a ruling that it had not 
breached the Stock Purchase Agreement in any respect. 
The arbitration also related to an alleged oral agreement 
to buy out the shareholder's entire interest in Telcel, which 
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agreement we argued did not exist. Hearings on these 
matters occurred In January and April 2004. 

In a 2 to I decision Issued on October 13, 2004, the 
arbltration panel ordered BellSouth to purchase an 11.1% 
lnterest in Telcel associated wlth the first put and directed 
the parties to negotiate a price for the second put. in 
addition, the arbltration panel ordered us to  pay thls 
shareholder approxlmately $25 to satlsfy Its clalms that we 
breached certain Investmerit tbx credit contracts, A provl- 
slon for thls $25 payment had already been provlded for in 
BellSouth's financlal statements. The arbltration panel re- 
jected the shareholder's claim that BellSouth breached an 
oral agreement to buy out the shareholder's entire lnterest 
In Telcel, and denied all other clalms raised by the partles. 

In response to the arbltratlon ruling, BellSouth purchased 
thls shareholder's 21.8%-Interest In Telcel and settled all 
outstanding clalms for an aggregate payment of $616. The 
aggregate payment of $616 Included all the amounts that 
the arbltratlon panel ordered BellSouth to pay to thls 
shareholder. Upon closing, BellSouth sold the lnterest to 
Telefbnica for $300. Because the settlement amount allo- 
cable to  thls lnterest exceeded the fair value, BellSouth 
recognized a pre-tax charge of approxlmately $293 ($190 
after-tax) In Income '(loss) from dlscontlnued operations in 
2004. 

VENEZUELA CURRENCY 

Our results from discontinued operations reflect consollda- 
tlon of the operatlons of Telcel In Venezuela In accor- 
dance wlth SFAS No. 9% "Consoildatlon of All ,Majority- 
Owned Subsldlarles." There are currency restrlctlons In 
place in Venezuela that limit the converslon of local 
currency to US Dollars. Due to the currency controls, there 
Is no free market currency exchange rate. Therefore, In 
preparing our consolldated .financial statemen'ts, we used 
the exchange rate established by the Venezuelan-govern- 
ment of 1,920 Bolivars to the US Dollar to translate the local 
currency financlal statements into our reporting currency, 
the US Dollar. s 1,  

ARGENTINA CURRENCY 

In January 2002, the Argentlne government announced 
economlc reforms, lncludlng a devaluation of Its national 
currency, the Argentlne Peso, The Argentlne Peso'iost over 
71% of Its value as compared to the US Dollar In 2002. 
Based on the net monetary posltlon of CRM, we recorded 
forelgn currency transaction losses of $683 durlng'2002. We 
are recording a valuation allowance in 2.004 on the net 
operating losses, deferring recdgnition of the tax benefits 
generated by these losses due to the potentially limited 
tax carry forward perlod In Argentina. The value of the 
Argentlne Peso as compared to the US Dollar slightly 
recovered durlng 2003 resulting In the recognition of' 
forelgn currency transactlon gains of $104 durlng 2003, The 
value of the Argentlne Peso remained stable In 2004. 

Note E - Investments in and Advances 
to Cingular 

2003 2004 

investment $3,867 $18,311 
Advances - 3,812 4,460 

$7,679 $22,771 

INVESTMENT 

We own an approximate 40% economlc lnterest In Clngu- 
lar Wireless, and share joint control of the venture wlth SBC 
Communlcatlons, Inc. The followlng table presents 100% of 
Clngular's assets, llablllties, and results of operatlons as of 
and for the years ended December 31: 

Balance Sheet Information: 
Current assets ' $ 3,300 $ 5,570 

Noncurrent assets $22,230. $76,668 

Current llabllltles $ 3,210 $ 7,983 

Noncurrent llabilltles $1 3,328 $29,?110 

Mlnorlty Interest $ 659 $ 609 

Members' capital $ 8,333 $44,536 

2002. 2003 2004 

Income Statement Information: 
Revenues $14,903 $15,483 $19,436 

Operating Income $ 2,496 $ 2,254 $ 1,528 

ln,corne Before Curnulatlve 
Effect of Change In 
Accounting Principle $ 1,205 $ 977 $ 201 

Cumulative Effect of Change 
In Accounting Principle $ (32) - $  - 

Net Income $ 1,173 $ 977 $ 201 

As of December 31,2004 and 2003, our book lnvestment 
exceeded our proportionate share of the net assets of 
Clngular by $497 and $534, respectively. As of Decem- 
ber 31, 2004, $1,377 of our consolidated retained earnings 
represented undistributed earnings from Clngular, . 

On October 26, 2004, Clngular completed Its previously 
announced acquisltlon of AT&T Wlreless, creating the 
largest wireiess carrier in the United States based on the 
number of customers. Cingular's cash purchase price for 
AT&T Wlreless shares totaled approximately $41 billion. That 
amount was funded by equity contrlbutlons from Cingular's 
two owners In proportion to their equlty ownership of 
Clngular - 60% for SBC and 40% for BellSouth - wlth the 
remainder provlded from cash on hand at  AT&T Wlreless. 
BellSouth's portion of the fundlng, which was reflected as 
an Increase in our lnvestment In Clngular, was approxl- 
mately $14.4 bllllon. 



ADVANCE 

We have an advance to Cingular that was $3,792 at 
December 31,2004 and $3,812 at December 31, 2003. 
Effective July 1, 2003, BellSouth and SBC agreed to amend 
the terms of our notes with Cingular. The amendment 
included reducing the fixed interest rate from 7.5% to 6.0% 
per annum and extending the maturity date from 
March 31, 2005 to June 30,2008. 

REVOLVING LINE OF CREDIT 

Effective August 1, 2004, BellSouth and SBC have agreed to 
finance their respective pro rata shares of Cingular's 
capital and operating cash requirements based upon 
Cingular's budget and forecasted cash needs. Borrowings 
under this agreement bear interest a t  I-Month LlBOR plus 
0.05% payable monthly. Cingular also terminated its bank 
credit facilities and ceased issuing commercial paper and 
long-term debt, Available cash '(as defined) generated by 
Cingular is applied on the first day of the succeeding 
month to the repayment of the advances from BellSouth 
and SBC. With regard to any interim loans Cingular makes 
to BellSouth from time to time, BellSouth pays Cingular 
interest on the excess cash at I-Month LIBOR. The balance 
outstanding under the revolving credit line, including inter- 
est, was $668 a t  December 31, 2004. 

PROVISION OF SERVICES 

Note F - Other Assets 

Other assets a t  December 31 consist of the following: 

2003 2004 

Deferred activation and installation 
expenses $1,614 $1,405 

Prepaid pension and postretirement 
benefits 3,851 4,362 

Equity method investments other than 
Cingular 370 277 

Cost method investments 382 92 1 
Advance to3Sonofon 106 - 
Investments in debt securities , 244 - 
Other 410 435 

Other assets $6,977 $7,400 

DEFERRED ACTIVATION AND INSTALLATION EXPENSES 

~eferred activation and installation expenses 
December 31,2002 $ 1,800 

Amortization of previous deferrals (864) 
Current period deferrals 67 8 

Deferred activation and installation expenses 
December 31, 2003 1,614 

Amortization of previous deferrals (811) 
Current ~er lod  deferrals 602 

Deferred activation and installation expenses 
December 21, 2004 $ 1,405 

We also generate revenugs from Cingular in the ordinary 
cburse of business for the provision of local interconnection INVESTMENTS OTHER THAN CINGULAR 

services, long distance services, sales agency fees and 
customer billing and collection fees. Ownership in equity investments other than Cingular at 

December 31 is as follows: 

INTEREST AND REVENUE EARNED FROM CINGULAR 2003 2004 

Ownership lnvestment Ownership Investment 
Percentage Balance Percentage Balance 

For the Years Ended 
December 31, Ablatar (Uruguay) 46.0% $ 26 - $ -  

2002 2003 2004 BellSouth ~ua te rna la ( ' )  60.0% 7 - - 
BellSouth Panama 43.7% 86 - - 

Revenues $386 $426 $537 Cellcom (Israel) 34.8% 191 34.8% 242 

interest income on advances $284 $256 $230 Sonofon (Denmark) 46.5% 57 - - 
Internet Yellow Pages - - 34.0% 33 

interest income on advances is offset by a like amount Other - 3 - 2 

of interest expense recorded by Cingular and reporfed in $370 $277 
our financial statements in the caption "Net earnings of 
equity affiliates." ( I )  This investment Is accounted for under the equity method due to  

Receivables and payables incurred in the ordinary the existence of significant minority rights that limit our abNity t o  

course of business are recorded in our balance sheets as exercise unilateral control over the operation. 

follows: 
COST METHOD INVESTMENTS 

As of 
December 31, 
2003 2004 We have investments in marketable securities, primarily 

common stocks, which are accounted for under the cost 
Receivable from Cingular 
Payable to Cingular 

$57 S56 method. These investments are held in grantor trusts and our 
$33 S44 captive insurance subsidiary. In 2003 and 2004, the trusts 
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diversified their portfolio through the sale of BellSouth stock 
using the proceeds to reinvest in other equity securities. 

ADVANCE TO SONOFON 

On February 12, 2004, we closed on a previously an- 
nounced agreement to sell our interest in Danish wireless 
provider, Sonofon, for 3.68 billion Danish Kroner to Telenor 
ASA, We received 3.05 billion Danish Kroner, or $525, for our 
46.5% equity stake and 630 million Danish Kroner, or $109, 
for our shareholder loan and accrued interest, reduced by 
a settlement of $17 associated with foreign currency swap 
contracts. As a result of these transactions, we recorded a 
gain of $462, or $295 net of tax, which included the 
recognition of cumulative foreign currency translation 
gains of $13. 

INVESTMENT IN DEBT SECURITIES 

Investments in debt securities represented our loan partici- 
pation agreements related to our Colombian operatlons, 
These securities were sold in conjunction with the sale of 
our Colombian operations, 

Note G - lntangible Assets 

lntangible assets are summarized as follows: 
December 31.2003 December 34, 20.04 

Carrying Accurnuloted Carrylng Accumuloted 
Amount Amortizotion Amount Amortization 

lntanglble assets 
subject t o  
amortization: 

Capitalized Software $2,893 $1,303 $2,930 $1,388 
Wireless Licenses 764 294 - - 
Customer related 

Intangible assets 330 288 - - 
Other 38 15 37 12 

Total $4,025 $1,900 $2,967 $1,400 

lntangible assets not 
subject to 
omortizatlon: 

Wireless Llcenses $ 164 $ 12 - - 
MMDS Llcenses 20 - 20 - 
Total $ 184 $ 12 $ 20 - 

Total lntanglble Assets $4,209 $1,9 12 $2,987 $ 1,400 

The following table presents current and expected 
amortization expense of the existing intangible assets as of 
December 31, 2004 for each of the following periods: 
Aggregate amortization expense: 

For the year ended December 31, 2004 $597 

Expected amortization expense: 
For the years ended 
December 31 ,  

INTANGIBLE ASSET IMPAIRMENTS 

We adopted SFAS No. 142 and recorded a cumulatlve 
effect of change in accounting principle on January I ,  
2002. 

As part of the adoption of SFAS No. 142, we were 
required to perform initial valuations to determine if any 
impairment of goodwill and indefinite-lived intangibles ex- 
ists. We will continue to test embedded goodwill related to 
equity investments for impairment under accounting rules 
for equity investments, which are based on comparisons 
between fair value and carrying value. 

During 2002, we completed the transitional impairment 
test required under SFAS No. 142. In accordance wlth SFAS 
No. 142, goodwill was tested for impairment by comparing 
the fair value of our reporting units to their carrying values. 
Fair vaiues were determined by the assessment of future 
discounted cash flows. The fair vaiues of our Latin America 
reporting units were less than the carrying value of these 
units. The allocation of fair values to identifiable tangible 
and intangible assets resulted in an implied valuation of 
the goodwill associated with these reporting units of $1 18. 
As a result, we recorded an impairment loss of $1,277, with 
no Income tax benefit. Additionally, our equity investee, 
Cingular Wireless, completed its transitional impairment test 
in 2002 resulting in an impairment loss to BellSouth of $8 
after tax. These impairment losses are recorded as a 
cumulative effect of change in accounting principle in the 
statements of income as of January 1, 2002. 

The changes in the carrying amount of goodwill for 2003 
and 2004 are as follows: 

Balance at December 31, 2002 $ 9 8  

Other changes (5) 

Balance at December 31, 2003 $ 9 3  

Transfer of goodwill to discontinued operatlons ( 9 3 )  

Balance at December 31, 2004 $ 0 
- 

During 2004 we reclassified goodwill balances associ- 
ated with our Cingular investment to the Cingular invest- 
ment line item in the consolidated balance sheet. We 
reclassified $249 in the December 31, 2003 balance sheet 
to conform to the current period presentation, The table 
above reflects this reclassification in all periods presented. 



OTHER IMPAIRMENTS OF INTANGIBLE ASSETS = , . 

, , W , I l  I ' 

In ~edtember'2003, a decision yas reached to  abandon a 
software project related to  a network operations system, 
The project was terminated due to  changes in the business 
since the inifiation, of the project and an assessment of the 
remaining costs to  complete the project. As a, result, we 
recorded pn  asset Lmpairment charge of $52 to  write-off 
capitalized souware associated withathe projecf. 

I 1  , j 

Note H - ~ u ~ ~ l e m e n f a l '  Balance Sheet 
I I and Cash: Flow Information 

PROPERTY, PLANT AND EQUIPMENT 

1 

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

, , 
-- Estimated- . - - - 

Depreciable Average 
- . Lives Remaining - * - . 

(In Years) Life 2003 2004 

J - Central office2 I > -  - , I  

equipment 8-1 ,I, - 4.7 $26,066, $26,539 
Outsldel plant: , I  , , 

Copper cable 15-16 6.8 19:915, 20.440 
Filpr cable ,20 10.9 .3,094,*, , 3,270 

' 'poles and condult 36-55 28.0 3,567 3,620 
I 3  , I , ,  

Operating and ! ,  
o$her'equlpment " 5-15 3.3 ' 4jb19 " 1,691 

- ) I #  ~ulldlrig ana building' - ' - '  I /  I 

, ''3 i ,I' 

Improvements ' ' ,' : ' 25-45 28.0 2,780. 4,597 
Furniture and( fixtures 1 10-15 8,4 23478 2,429 
Statlon~equipment~ a 6 3.0 , 763 - -!542 
Land -71 - - 293 267 
Plant under 

construction - - 280 206 

65,7 I 5  63,601 
Less: accumulated : I ,  , ?  

depreciation 41,908 41,562 

Proqerty. plant and , I I ,  I , I  

equlpment, net. r 1  . $23,807' $,22:039 

- ,  I ' - -  s , 
Other current liabilities are summarized as folloVs a t  i t  

December 31: 

Advanced bllllng and customer deposits $ 863 $ 832 
Interest and rents accrued 470 382 
Taxes payable - , ,  ,, 632 - 2 2 2  
Dlvldends payable , ,461 493 
Salalles and wages payable 359 403 
Acciued compensated absences 224 229 
Restructuring and severance accrual 72- '26 
Other 547 ' 332 - - 

Other current llabllltles '$3,628 $2,919 

OTHER NONCURRENT LIABILITIES 

Other noncurrent liabilities are summarized as follows a t  
December 31: 

-- - 2003 2004 

Deferred lnstallatlon and activation revenues,, $1:614 $1,405 
Accrued pension and postretirement tiehefits 983 1,207 
Deferred credits 724 652 
Compensation related accruals 747 879 
thority Interests In consolidated subsldlarles' ' 209 - 
Pbstemployment benefits I 237 254 
Derivatives llablllty 80 32 
Other ' , - 1  100 3 1 

Other noncurrent llabllltles , $4,694 $4,460 

SUPPLEMENTAL CASH FLOW FROM CONT'INUING 
OPERATIONS INFORMATION 
# , .  t ,  -8 

I .  
I / 

I _ 2002 2003 2004 
5. 

Cash paid for: 
Income taxes $ 864 $ 678 $1,279 

interest $ 993 $ 845 $ 863 

Note I - Debt 

Debt maturing within one year is summarized as?ollows a t  
December 3 I :  

2003 2004 

Short-teim"t5otes payable: 
Bank loans $ 167 - $  - 
Commercial paper 1,470 3,248 
Current maturltles of long-term debt 1,854 2,227 

Debt maturing wlthln one year $3,491 $5,475 
-- - 

weighted-&erag@. interest rate a t  end of period: 

Bank loans - I 5.25% -% 
Commercial paper - 3 1.04% 2.26% 

L 

Credit lines at end of period: 2003 2004 

Available domestic committed credlt lines $1,500 $3,523 
Borrowings under domestlc credit Ilnes - $ - $  - 
Available lnternatlonal uncommitted credlt 

lines $ 118 $ - 
Borrowings under International credlt llnes $ - 12 $ - 

There are no significant commitment fees or require- 
ments for compensating balances associated with any 
lines of credit, 
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  CONTINUED 
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B E L L S O U T H  CORPORATION 

LONG-TERM DEBT 

Interest rates and maturities in the table below are for the 
amounts outstanding at December 31: . I 

2003 2004 

Issued by BellSouth Telecommunlcatlons, Inc. 
5.85%-5.88% 2009.-2045 $ 43'7 $ 437 

6.13%-7% 2004-2033''' 2.j5.1 1,949 
7.5%-7.63% 2033-2035 , 300 PO0 

7% 2095 500 500, 
2.42%-2.47% ~xtendibik ~1q;ldlty 745 745 

Securities due 2006 
6.65% Zero-to-Full Debentures 217 232 

due 2095 
6.3% Amortizing Debentures - 277 ' 2 6 1  

due 2015 
Issued by BellSouth Corporation 

2.42% 2007 - 8 .  600 
4.2%-4.75% 2009-2012(') - 2,299 

5%-7.38% 2006-2039") 3,852 6,631 
7.75%-7.88% 2010-2030 2,000 2,000 

7.12% 2097 500 500 
4.11%-4.12% 20-put-I Securities due 1,000 1,000 

202 1 i ' 

lssued'by Forelgn Operatlons I , .  , 
3.30%-9.25% Argentlna due 2003- 

2008'~' 
1.72% Chlle due 2004 180 - 

2.95%-14,18% Colombla due 64 1 +, . - . 
2005-2006 t + s  

4.19%-4.59% Venezuela due 2004 23 - 
1.79%-2.06% Peru due 2005 200 . .,., - 

- 3  

Capital leases and other 86 58 

Unamortized discount, net of premium 
1 I ,: I I , ,  3 

(116) (77) 
' 13,343 17,335 

Current maturltles (1,854) (2,227) 

Long-term debt $1 1,489 $15,108 
I .  I C 

(I) These debt maturities ore affected by FAS 173 accounting 
requirements t o  mark hedged debt  t o  fair value. , 

(2) CRM, our subsidiary In Argentlna, was in default on $490 of Its US 
Dollar-denomlnated debt. The debt  is classlffed as liabilities of 
discontinued operatlonsiln our consolidated~DecemBer 31,2004 
balance sheet. 

Several issues of long-term debt contain embedded 
options, which may require us to,repurchase the debt or 

' 

will alter the interest rate associated with that debt, Those 
issues, and their related options, are as follows: 

Issue Date of Put Option 

20-put-I Securltles due 2021 , Annually In April 
Putabie debentures . November 2006 

If the holders of the put options on the 20-put-1 
Securities do not require us to repurchase the securities, 
the interest rates for these securities will be reset based on 
current market conditions. Since the 20-put4 Securities-can 
be put to us annually, the balance is included in current' 

maturities of long-term debt in our 'balance sheet'. Holders 
of our 6.04% bond maturing November 15,2026, have a 
one-time ability to put the bond back to us on Novem- 
ber 15, 2006. - , C,) 

The Amortizing Debentures pay against principal~on a 
semi-annual basis and were issued with an original principal 
balance of $375. The Zero-to-Fill Debentures will accrete 
to  a total principal balance of $506 In 2015, at which time 
we will begin payin-g interest th'iough-the matdiity in 2095. 

Maturities of long-term debt outstanding, in principal 
amounts. at  December 31, 2,OOP are suqrqgrized below. 
Maturities after the year 2009,[nclude'the final principal ' 

amount of $500 for the Zero-td-Full b'ebentures due in 2095. 

Maturities 
2005 , - - , $ 2,227 ' 1 ' 

2006 1,722 
2007 525 

' * " 2008 I I I / )  625 
2009 1.87.71 
Thereafter , - 10,704 

Total 

i - , i  I 

At December 31, 2004, we had a shelf registration 4 
st'6teihent Ion file with the Securities and Exchange Com- 
mission under which $3,100 of debt securities could be ' 

- 1  - ,  ~Gbi ic~y offe+& 
During 2004, we ,Issued $6.>00 of debt and phld, $200' in 

, ,I- I ,  - 
maturing debt. 

,!nladdi?ion, on August 1, 2004, we r e d e ~ p ~ e d  $517-of 
40-year, 7.375% quarterly interest bonds,, d<e August-,l, 
203.9. The redemption price was 100% of thelprinc_ip~l 
amount, and resulted in recognition of a loss in Other 
inkome (expense) of $14, or $9 net of tax, associated with 
fully expenking remaining discount and deferred debt a ' 

issuance costs. . ! .  
,I. 2 - 1  

.I - - - -- - - - - c 3 1 " '  , . -- - - -- - 
l . 4  . ,,? 

Subsequent Event L ' , - , I I  

. I ' i  - - /  - 
-- - 

In DeceqberL2004, we called $400 of 40-year, 6.757; semi- 
annual inteiest bonds, due. October 15, 2033, which we ' . 
redeemed on January 18,2005. The redemption price was 
103.33% of the principal amount, pnd resulteg in r,e.cpgni- 
tion of a loss of $22, or $14 net 0f'tax;'which includes'$9 
associated with fully expensing remaining discount and 
deferred debt issuance costs., I t  

' - a - 3 ,  

~ o t e  J - Income Taxes 
/ I  

I . -  ' L 

~ h ' e  consohated balance sheets reflect the anticipated 
t$x Impact:of future taxable income or deductions implicit 
in&e consolidated balance sheets in the form of tempo- 
ra'ry differences. These tempol;ary differenc;; re f le~t  the 
differen~e~between the basis in assets and liabilities as , 
measure-d in the consolidated financial statemen!s, and as 
measured by tax-laws using enacted tax rates, 
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The provision for income taxes is summarized as follows: 

2002 2003 2004 

Current 
Federal $ 525 $1,020 $ 645 
State 36 128 66 

561 1,148 711 

Deferred. net 
Federal 1,245 730 1,010 
State 113 85 71 

1,358 815 1,084 

lnvestment tax credlts, net 
Federal (27) (27) - 

Total provision for income taxes $1,892 $1,936 $1.792 

Temporary differences which gave risd to deferred tax 
assets and (liabilities) a t  December 3 1 were as follows: 

2003 2004 

Operatlng loss and tax credit 
carryforwards $ 718 $ 363 

Capital loss carryforwards 78 1 658 
Allowance for uncollectibies 183 125 
Other . , I _ t 399 164 

2.081 1.310 

Valuation Allowance ( 1,135) (873) 

Deferred tbx' as's& - ' $ 946 $ 437 

Tangible and intangible property $ (4,009) $ (4,667) 
Equity Investments I .  I (1,647) (1,640) 
Compensation related , (169) (131) 
Other (165) (147) 

Deferred tax llabillties , . (5,990) (6,585) 

Net deferred tax liability - $(5.044) $(6,148) 

The decrease in valuation allowance on deferred tax 
assets during 2004 relates primarily to operating loss car- 
ryforward~ associated with so!d Latin American operations. 
The remaining valuation allowance relates to excess US 
capital losses, state operating losses, and state credits that 
may not be utilized during the carryforward period. The 
carryforward periods for the excess capital losses expire In 
2007 and 2008. The operating losses relate to state losses 
and credit carryforwards expiring In various years beginning 
in 2005. $ ,  . s t  

At December 31, 2004, net deferred tax liabilities In- 
clude a deferred (tax asset of $320 relating to compensa- 
tion expense recognized under SFAS No. 123. Full 
realization of the deferred asset requires stock options to 
be exercised at  a price equal to the sum of the exercise 
price plus the fglr value at the grant date; any tax benefit 
realized in excess of the deferred asset is recorded as an 
increase to equity. A significant number of the options for 
which a deferred tax asset has been recognized have a 
combined exercise price and fair value at  grant date in 
excess of $45.00 per share. Accordingly, there is no 
assurance that the stock price of BellSouth will rise to levels 

sufficient to realize the entire tax benefit currently reflected 
in our balance sheet. The provislons of SFAS No. 123 
prohibit us from recording a valuation allowance on the 
deferred tax asset related to these options. If the full value 
of the deferred tax asset is not realized either at  the 
exercise or expiration of the options, the deferred asset will 
reverse against equity to the extent of previously recog- 
nized excess tax benefits, otherwise against income tax 
expense. At December 31, 2004, accumulated excess tax 
benefits of $72 have been recorded in equity. 

The net deferred tax liability at  December 31, 2004 
included a current asset balance of $344 and a noncurrent 
liability balance of $6,492. The net deferred tax liability at  
December 31, 2003 included a current asset balance of 
$305 and a noncurrent liability balance of $5,349. 

A reconciliation of the federal statutory incorne tax rate 
to our effective tax rate is as follows: 

2002 2003 2004 

Federal statutory tax rate 35.0% 35.0% 35.0% 
State incorne taxes, net of federal 

income tax benefit 1.9 2.6 1.7 
Net earniri'gs (losses) of equity 

affiliates (0.3) (0.3) (0.3) 
Investment tax credits (0.3) (0.3) - 
Medicare drug subsldy - - (0.6) 
Other (1.0) (q.3) . (1.2) 

Effective tax rate 35.3% 35.7% 34.6% 

At ~eckmber  31, 2004, we had approximately $242 of 
cumulative unrepatriated earnings from an equity invest- 
ment in an unconsolidated business. The deferred tax 
liability related to these unrepatriated earnings was ex- 
cluded under SFAS No. 109 because such earnings are 
intended to be reinvested indefinitely, The potential in- 
come tax liability on these unrepatrlated earnings is be- 
tween $85 and $140. 

1 

Note K - workforce Reduction and 
Restructuring 

WORKFORCE REDUCTION CHARGES 

Based on ongoing challenges in the telecom industry, 
continued economic pressures, the uncertainty resulting 
from regulatory rulings and productivity improvements, we 
have initiated workforce reductions and recorded charges 
related to approximately 8,700 employees in the last three 
years. These downsizings were implemented on a voluntary 
and non-voluntary basis. The positions were both manage- 
ment and non-management, primarily in network opera- 
tions where the volume of work has substantially 
decreased. Charges to earnings have been recognized in 
accordance with provislons of SFAS No. 112, "Employer's 
Accounting for Postemployment Benefits" (SFAS No. 112), 
and consisted primarily of cash severance, outplacement 
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and payroll taxes under-pre-existing separation pay plans. 
The followlng table summarizes the charges by year: 

Employee Related 
separations charge 

2002 3,800 $430 

2004 1,400 $51 

ASSET IMPAIRMENTS r i  ,- ,- 

In 2002, we announced we were ellmlnatlng certain 
service offerings, lncludlng our ,own llne of e-business 
services and some products wlthln our wholesale lpng 
distance portfolio. We also discontinued ope{atlons a t  our 
multi-media Internet exchange in Miami. In connection wlth 
the previously announced exlt of our publlc telephone 
operations, our perlodlc evaluation of the undiscounted 
cash flows Indicated an impairment. 

As a result of these combined events, we: recorded a 
charge of $134 ln,qccordance wlth SFAS No. 144, "Ac? 
counting for the Impairment or Disposal of Long-Lived 
Assets" and Emerging Issues Task Force,lssue No. 94-3, . 
"Llablllty Recognition for Certain Employee Termination 
Benefits and 0therCosts to Exit an Actlvlty." This, charge 
Includes asset Impairments, early termination penalties on- 
contracts and leases, and severance for affecfed 

1 I "-. 1 
employees. 

> :t, " 

-- . ,  ' 9". , I 4 1  - - 

RESTRUCTURING LIABILITY , I c  , ,( - 
1 I 

I . G  

I ,  

As of December 31, 2004, the aggregate liability related to  
the charges described above, excluding postretlrement 
and penslon Impacts, was $26. As of December 31, 2004 
announced workforce reductions are e,xpecte,d to be 
substantlaily complete by'the end of%e jrst quarter 2005. 

, L  ,r2-:* nL,+ ' .  
' ' *  Type of Cost 

Employee Other Exit 
,Separations Co-sts , Total 

Balance at December 31,2002 $ 84 $ 3 1  $ 115 

Cash payments ~ i , ,  %, c125) , ~ - ( 1 8 ) ~  (143) 
Adjustments (25) i: -(8) (33) 
Balance atsDecember 31, 2003 $ 6 6 ' - '  . $ I  6 ' l $  72 

I 
1 '  I ,  9 

Accruals 54 . - 
i I 

51 , 
Cash payments , . (do)" ( I )  (81) 
Adjustments ' (12) " (4) (16) 

Balance at December,31,2004 5-25 $ ,I $ 26 

. > - 8 I ,  ' 

Adjustments to  the employee separations accrual are 
due to estlmated demographlcs being different than ac- 
tual demographlcs of employees that separated ffom the 
company. Deductions from the accrual for other exlt costs 
consist primarily of changes to prior estimates. 

Note L - Employee Benefit Plans 

PENSION AND OTHER POSTRETIREMENT BENEFIT PLANS 

Substantially all of our employees are covered by noncon- 
trlbutory defined benefit penslon plans, as well as postre- 
tlremenfhealth and llfe lnsurance welfare plans (other 
benefits). The company uses a December 31 measurement 

Pension Plans 

For dqned benefit pension plans, the benefit obllgatlon is  
the projected-benefit obligation, whlch represents the 
actuarlal present value as of a date of all bengfits 
attributed by the penslon benefit formula to employee 
service rendered to  that date. The penslon plan coverlng 
management_employees Is a cash balance plan, whlch 
provides pension benefits determined by a comblnatlon of 
compensation-based service and additional credits and 
individual account-based lnterest credits. Due ,to past 
practlce, the projected benefit obllgatlons-assume addl- 
tlon'al credits-greater than the.-minlmum levels spec!fied In 
the,written pJan, 

@r nonpanagement employees, pens16,; benefitst 
eatn~d,prior fo 1999 are based on specified-benefit - 
ambunts and yearsrof servlce~through 1998. ~gnefit; . - 
earned In 1999 and subsequent years atecalculated irnder 
a cash balance plan that is based on an Initial cash 
balance amount, negotiated penslon band lnc'reases anti 
lnterest credits.-Due to past practice, non-management 
penslon obligatlons Include the expectation-of futuie.' 
pension band increases. , .  
.7 ,, .- - - -7 --a ?.A L a .  .< 

We provlde certain medlcal,.dental and llfe lnsurance . 
benefits to substantially all retired employe3s under vaflous 
plans and'accrue actuarially determined postretlrernent 
benefit costs as active employees earn these' benefits: We 
maintain Voluntary Employee Beneficiary Association , ' 
(VEBA)' trusts to  partially fund these postretlrerrient bene- 
fits; however; there 'are no ERISA or other regulations ' ' I - ,  

requiring these postretirement benefit plans to be fun'ded 
annually: b 1 4 '  ' - - 1  , , - I . , - .  ' 

For postretirement benefit plancthe benefit obllgatlon'ls 
the accumulated postretirement benefit obllgatlon, which 
represents the actuarlal present value as of a date of'all 
future benefits7attrlbhted'under the terms 'of the postretlre- 
ment benefit plbn t o  hnployee seivice rendered to'that ' 

- date. " L i -,. , . -, 

In determining the accumulated postretlrement benefit ' 
obllgatlon of the management health care plan, we 
anticipate cost sharingi adjustments for ellglble employees 
who retire after December 31, 1991.'The wr1tten.plan 
provides for an annual dollar value cap for the purpose of 
determining contributions required from retirees. However, 
because of past practice, some level of cost sharing of 
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medical trend inflation above the caps is considered In the 
valuation. 

Our non-management labor contract with the CWA 
contains contractual limits on the company-funded portion 
of retlree medicai costs (also referred to as "caps"). We 
have waived the premiums in excess of the caps during 
the current and past contract periods and therefore have 
not collected contributions from those non-management 
retirees. We previously calculated the obiigation for non- 
management retiree medical costs based on the terms of 
the written agreement with the CWA. 

The 2004 agreement with the CWA includes an increase 
in the amount of the caps. We have determined that this 
increase in the caps combined with BellSouth's history of 
increasing the caps in prior agreements creates a substan- 
tive plan that is an uncapped plan, which differs from the 
written plan. Accordingly, we began calculating the obli- 
gation for non-management retiree medical costs as if 
there were no caps, effective with the ratification of the 
contract in the fourth quarter. 

The change in the calculation resulted in an increase to 
the retiree medicai accumulated postretirement benefit 
obligation of approximately $3.5 billion, which will be 
recognized over the remaining years of future service to 
full eligibility of the active plan participants. As a result of 
this change, we remeasured the retiree medical obligation 
as of September 30, 2004. Net periodic benefit cost 
ipcreased $117 during the fourth quarter of 2004, or $60 
net of tax, The annual impact on net periodic benefit cost 
due to the remeasurement is approximately $460, which 
will be partially offset by reductions in other retirement 
benefits. 

Other benefit plan changes that resulted from the labor 
contract were not considered significant enough to per- 
form an interim remeasurement but have been included In 
our annual valuation of the plans as of December 31, 2004 

Medicare Prescription Drug, lmprovemen f and Mod- 
ernizafion Act of 2003 

In December 2003, the Medicare Prescription Drug Act was 
signed into law. The Act allows companies that provide 
certain prescription drug benefits for retirees to receive a 
federal subsidy beginnlng in 2006. We accounted for the 
government subsidy provided for in the Medicare Act as a 
plan amendment In the calculation of our 2003 retiree 
medical obiigation, resulting in a reduction to the liability of 
$575 as of December 31, 2003. Effective January 1, 2004 in 
accordance with final FASB guidance, we changed the 
method to treat the subsidy as an actuarial gain. The 
cumulative effect of the change in method was not 
material and did not affect the retiree medical obligation. 
Due to the change in the calcuiation of the obligation for 
non-management retiree medical costs as if there were no 
caps. The subsidy increased to approximately $1.1 billion as 
of December 31, 2004. The total Impact of the subsidy on 
net periodic benefit cost for 2004 was $89. 

A plan sponsor's eligibility for the federal subsidy de- 
pends on whether the plan's prescription drug benefit is at  
least actuarially equivalent to the Medicare Part D benefit. 
Actuarial equivalence was based on comparing the Medi- 
care Part D standard drug coverage and premiums to 
BellSouth's retiree prescription drug coverage and premi- 
ums, We calculated the actuarial values based on our 
specific experience combined with nationwide statistics 
published in a standardized rating manual adjusted for 
historical utilization by our retirees. Our plans are projected 
to satisfy actuarial equivalence for substantially all partici- 
pants in future years. Detailed regulations regarding the 
calculation of actuarial equivalence were issued on Janu- 
ary 21, 2005. We do not expect our obligation or our 
assessment of actuarial equivalence to be materially 
affected by the regulations. We continue to study the 
regulations to determine whether any change to our 
analysis will be required for future valuations, 
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  CONTINUED 
D O L L A R S  A R E  IN MILLIONS, E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  OTHERWISE INDICATED 

B E L L S O U T H  C O R P O R A T I O N  

The following tables summarize benefit costs, as well as the assumptions, benefit obligations, changes In plan assets and 
funded status a t  or for the years ended December 31: 

Penslon Benefits Other Benefits 

2003 2004 2003 2004 

Change in benetit obligation: 
Benefit obllgatlon a t  the beginning of the year $11,386 $11,620 $ 7,387 $ 7,456 
Service cost 181 177 50 66 
Interest cost 742 696 478 472 
Amendments - 27 (572) 3,315 
Actuarial (gain) loss 803 288 2 - 386 
Gross benefits and lump sums paid (1,492) (1,083) (480) (512) 

Benefit obligation at the end of the year $11,620 $11,725 $ 7,156 $10,883 

Change in plan assets: 
Fair value of plan assets at the beginning of the year $13,338 $14,605 $ 2,820 $ 3,693 
Actual return (loss) on plan assets 2,759 2,090 761 556 
Employer contrlbutlon - - 563 422 
Plan participants contributlons - - 29 39 
Benefits and lump sums paid (1,492) (1,083) (480) (512) 

Fair value of plan assets at the end of year $14,605 $15,612 $ 3,693 $ 4,198 

Funded status: 
As of the end of the year 1 $ 2,985 $ 3,887 $(3,463) $(6,685) 
Unrecognized prlor service cost ' (432) (362) (49) 3,266 
Unrecognized net (galn) loss 942 454 2,923 ?,376 
Unrecognized net (asset) obligation - - (38) 219 

Prepald (accrued) benefit cost $ 3,495 $ 3,979 $ (627) $ (824) 

Amounts recognized in the consolidated balance sheets at December 31: 
Prepaid benefit cost $ 3,572 $ 4,055 $ 279 $ ,, 307 
Accrued benefit cost (77) (76) (906) (1,131) 

Net amount recognized $ 3,495 $ 3,979 $ (627) $,,, (824) 

Weighted-average assumptions used to determine benefit obligations at 
December 31: 

Discount rate 6.25% 5.25% 6.25% 5.50% 
Rate of compensation increase 5.10% 4.50% 4.80% 4.50% 
Health care cost trend rate assumed for the following year (Pre-age 65) - - 9.00% 8.33% 
Health care cost trend rate assumed for the followlng year (Post-age 65) - - 13.00% 11.67% 
Rate to which the cost trend rate Is assumed to decline (the ultimate trend rate) - - 5.00% 5.00% 
Year that the rate reaches the ultimate trend rate - - 2010 2010 

Discount rates are selected considering yields available 
on high-quality debt instruments a t  the measurement date. 
At December 31, 2004, In addition t o  reviewing standard 
bond market indices, we specifically considered the timing 
and amounts of expected future benefit payments and 
compared that wlth a yield curve developed t o  reflect 
yields available on high-quality bonds. The discount rates 
selected as of December 31, 2004, 5.25% for pension and 
5.50% for other benefits, reflect the results of this yield 
curve analysis. The rates are lower than many published 
indices of long-maturity corporate bond rates. This 
difference is a reflection of the plans' demographics and 
benefit design, and the shape of the yleld curve. 

Assumed health care cost trend rates have a significant 
effect on the amounts reported for the health care plan. A 
one-percentage point change In assumed health care 

cost trend rates would have the following effects as of 
December 31,2004: 

I-Percentage I-Percentage 
Point Increase Point Decrease 

Effect on total service and 
interest cost components $ 53 $ (42) 

Effect on other postretirement 
benefit obllgatlon $1.251 $(1,030) 

In contrast to the projected benefit obiigation, the 
accumulated 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 assumption about future compensation levels. The 
accumulated benefit obligation for the qualified defined 
benefit pension plans was $1 1,464 and $11,486 a t  
December 31, 2003 and 2004, respectively. 
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The other benefits funded status above-of $(3,4e3-) and 2003 and 2004, respectively, which was comprised of a 
$(6,685) for the years ended December 31,2003 and benefit obllgation of $6,709 and $10,492 for the years 
2004, respectively, includes a plan with a positive funded ended ~ecember 31, 2003 and 2004, respectively, and a 
status, For the remaining plans, the unfunded status was fair value of plan ,assets ,ofL$2,955 and $3,346 at  
$(3,754) and $(7,146) for the years ended ,December 31; December 31, 2003~ and-2004, respeciively. 

r 4 

I.< , Penslon Benefits Other Benefits 
I 2002 2003 2004 2002 2003 2004 

Components, of net periodic benefit cost: 
~ e ~ l c e  dost $ 177 $ 181 $ 177 $ 51 $ 50 $ 66 
Interest cost 809 742 696 - 453 ' 478 472 
Expected return on plan assets (1,598) (1,386) (1,319) (323) (315) (321) 
~mortlzatlon of prior service cost (5P).# , (39) (43) 164 149 235 
Arnortlzation of actuarial (gain) loss (145) (28) 5 34 108 88 
Arnortlzatlon of transition (asset) obllgatlon ' (.19) (5) 1 - 75 ,. 66 80 

Net periodic benefit cost $ (826) $ (535) $ (484) $ 454 $ 536 $ 620 
Curtallrnent (galn) loss 
Settlement (galn) loss 

Net periodic benefit cost h h  adjustments $ (666) $ (486) $ (484) $ 533 $ 536 $ 620 

WeJghted-average assumptions used to, determine net 
periodic beneHt cost for years ended December 31: 

Discount rate 
Expected return on plan assets 

, Rate of cornpensatlon Increase 
Health care cost trend rate pre-age 65 
Health care cost trend rate post-age 65 , % 

Curfailmenfs and Sefflem'enfs 
- 4 , 

Work force reduction activity In 2002 resulted In a I 

curtailment gain for pensions and curtailment and special 
termination benefits charges for other postretirement 
benefits, i 

' In 2002 and 2003;lump-sum distribut1ons:from the 
'pension plans exceededdhe settlement xthreshold equal to 
the sum of the service cost and lnterest cost components 
of net periodic pension cost. Of the $181 and $49 in 
settlement charges noted above, $167 ($100 after tax) for 
2002 and $47 6$29 after'tax) for 2003 were recognlzed In 
operating results because a portion of the settlemen't 

' 

charges were capitalized. I , I  

$ 1  
Expected Return on Assefs Assumpiion 

' 

Our expected return on plan assets Gt December 31, 2004 
of 8.5% reflects our long-term expectation of earnings on 
assets held in tpsts. The exbected return on plan ass& 
reflects asset allacat!ons, investments strategy and the 
views of lnvestrnent managers and other large pension 
plan sponsors as well as historlcai returns. Our asset returns 
were approximately 22% in 2003 and 15% in 2004. As of 
December 2004, the 5-year average return on our pension 
assets was 4.7%, the 10-year average return was 10.8%. 
and the average return since inception was 10.9%. The 
postretirement benefits rate Is slightly lower than the 
pension rate due to the use of a taxable postretirement 
benefits trust. 

Plan Assets 
- I 

BellSouth's weighted-average target allocations and 
actual asset allocations by asset category are: 

Other 
Penslon Benefits 

At At 
, December 31 December 31 

Asset Categorjr Target 2003 2004 .Torget 2003 - 2004 

~~ulty'securlt les 55-65% 57% 58% 60-80% ' 78% 81% 
~ebt'securl~les 15-25 19 20 0-5 5 3 
Rea( estate "-15, l: , iX 5-15 4 4 
Other . 10-15 15-25 13 12 

Total 100% 100% 100% 100% 

~ e l l ~ o u t h  has established and! maintains separate , 
investment policies for assets held In each employee 
benefit trust. Our inv.estment strategies are of a long-term 
nature and are designed to meet the following objectives: 

at  funds are available to pay benefits as 
they become due; ' 

maximize the trusts total return subject to prudent risk 
taking; and 
preserve and/or Improve the funded status of the 
trusts over time. 

lnvestrnent poiicies and strategies are periodically 
reviewed to ensure the objectives of the trusts are met 
considering any changes in benefit plan design, market 
conditions or other material items. 
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  CONTINUED 

D O L L A R S  A R E  I N  M I L L I O N S ,  E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  O T H E R W I S E  INDICATED 
B E L L S O U T H  C O R P O R A T I O N  

Derivatives are permitted in the investment portfolio to Supplemenfal Executive Retiremenf Plan 
gain investment exposure as a substitute for physical 
securities and to manage risk. Derivatives are not The pension amounts reported above do not include the 
permitted for speculative or leverage purposes. Trust supplemental executive retirement plan (SERP), which is 
investments in BellSouth securities are immateriai. an unfunded nonqualified plan, The net periodic benefit 

cost associated with this plan was $58 in 2002, $53 in 2003 

Cash F/O& 
and $53 In 2004. Additional information for the plan, which 
has an accumulated benefit obligation in excess of plan 

CONTRIBUTIONS assets, is: 

Due to the funded status of our pension plans, we do not 
expect to make contributions to these plans in 2005. 
Consistent wlth prior years, we expect to  contribute cash 
t o  the VEBA trusts to fund other benefit payments. 
Contributions for 2005 are estimated t o  be in the range of 
$450 to $500. 

ESTIMATED FUTURE BENEFIT PAYMENTS 

The following benefit payments, which reflect expected. 
future service, as appropriate, are expected to be paid 
over the next ten years: 

Other Medlcare 
Pension Benefits Subsldy 
Benefits Gross Receipts 

2005 $ 998 $ 557 $ - 
2006 1,007 598 (32) 
2007 1,019 640 (35) 
2008 1,043 679 (39) 
2009 1,068 7 15 (43) 
Years 2010-2014 5,059 3,887 (284) 

Cash-Balance Pension Plan 

In July 2003, a Federal district court in lllinois ruled that the 
benefit formula used In international Business Machines 
Corporation's (IBM) cash balance pension plan violated 
the age discrimination provisions of ERISA. The IBM decision 
conflicts with decisions of at least two other district courts, 
including most recently a June 2004 decision of the federal 
district court in Maryland in a case involving ARINC, Inc. 
Proposed regulations validating the cash balance design 
have been withdrawn by the Treasury Department while 
Congress considers legislative action to  clarify the legal 
status of cash balance plans under age discrimination 
rules. At this time, it is unclear what effect, if any, these 
court decisions or Congressional action may have on our 
tax-qualified cash balance pension plans or our financial 
condition. 

December 31 
2003 2004 

Project benefit obllgatlon $ 473 $ 584 
Accumulated benefit obllgatlon (net 

amount recognized pre-tax) 429 515 
Fair value of plan assets 0 0 

Amounts recognized in the 
consolidated balance sheet at 
December 31: 

Amount recognized as accrued benefit 
cost (293) (320) 

Additional mlnlmum llabillty recognized In 
other comprehensive Income (pre-tax) ( 136) (195) 

DEFINED CONTRIBUTION PLANS 

We maintain several contributory savings plans that cover 
substantially all employees. The BellSouth Retirement 
Savings Plan and the Bellsouth Savings and Security Plan 
(collectively, the Savings Plans) are tax-qualified defined 
contribution plans. Assets of the plans are held by two 
trusts (the Trusts) which, in turn, are part of the BellSouth 
Master Savings Trust. We match a portion of employees' 
eligible contributions to the Savings Plans at rates 
determined annually by the Board of Directors. During 2004, 
our matching obligation was fulfilled with cash contributions 
to the Savings Plans, whlch were recorded as expenses of 
$94. 

The prior periods presented. 2002 and 2003, were the 
final two years of our leveraged Employee Stock Ownership 
Plan (ESOP) arrangement, whlch had been incorporated 
Into the Savings Plans. In that arrangement, the Trusts used 
loan proceeds to purchase shares of BellSouth common 
stock, whlch were then held in suspense accounts in the 
Trusts. Our matching obligation was fulfilled with shares 
released from the suspense accounts semiannually for 
allocation to participants. During the term of the leveraged 
ESOP arrangement, we recognized expense using the 
shares allocated accounting method, which combined the 
cost of the shares allocated for the period plus interest 



incurred, reduced by the dividends used, to service the. 
ESOP debt. 

For the ye& Ended 
December31, ' ,  

1 2002 2003 2004 

Compensation cost, , $ 3 8  , ,  $ 5 5  (a) 
Intetest expense $ 9  $ 2  
Actual Interest on ESOP N&& $ 1 2  $ 2  
Cash contributions, excluding 

dlvldends paid to the trusts $ 84 $ 86 
Dlvldends paid to the trusts, used s , 

for debt service $ 1  $ 34 . $ 14 
Shares allocated to partlclpants ' 

(mllllons) 58.6 ' 63.5 
Shares unaliocated (millions) 4.9 - 
( a )  Thls table relates only to the leveraged ESOP arrangement whlch '* 

was termhated at the end of 2003. 

: > 

Note M - Financial l"stru&nts - ~ 

The recorded amounts of cash-and-cash equivalents, 
temporary cash investments, bank )oans and commercial 
paper approximate fair value due to the short-term nature 
of these instruments. The falr valu,e for BST's long-term debt 
is estimated based on +he closlng market prices for each 
lssue at December 31,2003 and 2004. Fair value estimates 
for the BellSouth Corporation long-term debt and iriterest' 
rate swaps are based on quotes from dealers. Since 
judgment is required to develop the estimates, the 
estimated amounts presented herein may not be 
indicative of the amounts that we could realize In a 
current market exchange. 

-, 
Following Is a summary of financial instruments 

comparlng the falr values to the recorded amounts as of 
December 3 I: 4 s 

Assets: - 
Advance to Clngular , $ 3,812 $ 3,812 
Cost-method Investments - $ 382 $ 382 
Debt: 

Issued by BST $ 4,713 $ 4,950 
Issued by BellSouth ~o r~o ra t l on  8,822 9,528 
Issue by Dlscontlnued Operations 1,556 1.358 
Other debt and discounts (111) (111) 

$ 14,980 $15,825 
Interest rate swaps, net llablllty $ 75 $ 75 

2004 

I .  
, , Recorded Estimated 

Amount Fair Value 

Assets: ; - 
Advances $0 Clngular,~ $ 4,460 $ 4,460 
Cost-method Investments $ 921 $,,  921 
Debt: 

>.  

~ s s ~ ~ ~ b y . ~ ~ S S  . ' 
IssuAd bv 9ellso"th cor~orbtlon 
Other debtljand dlsco&ts 

lnterest rate swaps, net llabllltv 

DERIVATIVE FINANCIAL INSTRUMENTS , 

We are, from tirne to tirne, party to' interest rate swap' 
agreements in our normal course of business for purposes 
other than trading. These financial instruments are used to  
mitigate interest rate risks, although to some extent they 
expose us to market risks and crediP risks. We control the 
credit risks associated with these instruments: through the 
evaluation and continual monitoring of the creditworthiness 
of the counterparties. in'the event that a counterparty fails 
to meeythe teims of a contrdct or agreement, our 
exposure is limited to the current value at that time of the 
currency rate or interest rate differential, not the full 
notional or contract amount. We believe that such 
contracts and agr;ee,men,ts have been 2executed with 
creditworthy financial institutions. As such, we consider the 
risk of nonperformance to  be [emote. , 

INTEREST RATE SWAPS : - 8  ' 8  I , 
2 v a \ :  

We ente< into interest rate swap agreements to exchange 
fixed and'ddriable ,rdte interest payment obligations 
wifhout the eitch'an'ge of the un:erlying principal amounts, 
We are a p&ty tb  vakibus interest iate swaps, which quali'fy 
for hedge a c c ~ u n t i n ~  and we believe are 100% effective.' 
The following table summarizes the weighted average 
rates and notional amounts of these agreements, , 

I 

For the Years Ended 

1 
I I 

December 31. 
) t  I 2003 2004 

- . ,,ir- d-, , > a , #  t . r ,  2 ,  I -I 

Pay flked/recelve varlable,(cash flow hid&): 
' 

Weighted average notlonal amount 
' ? 

$ 1,120 $1,000 
Rate pald ' , . 5.75% 5.90% 
Rate recelved ' - 1.22% 1.36% 

Pay varlable/recelve'flxed (falr value hedge): 
Weighted aGerage'notlona1 amount $ 125 $ 955 
Rate paid 1.09% 3.25% 
Rate received 2.22% 5.53% 

December 31, 

2003 2004 

Pay flxed/recelve varlable (cash flow hedge): 
Notional amount $ 1,120 $1,000 

Pay varlable/recelve $xed (falr value hedge): 
Notlonal amount , $ 500 $ 1,400 
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The change in fair market value for derivatives 
designated as hedging the exposure to variable cash flows 
of a forecasted transaction is recognized as a component 
of other comprehensive income, net of tax impacts, The 
change in fair market value for derivatives designated as 
hedging the exposure to changes in the fair value of a 
recognized asset or liability, is recognized in earnings in the 
period of change together with the offsetting loss or gain 
on the hedged item attributable to the risk being hedged. 
During 2004, the change in value of our fair value hedges 
was'completely offset by the change in the fair value of 
the hedged items, resulting in no impact to  net income. 
The cash flow swaps mature In 2005 and the fair value 
swaps mature in 2008-2009, 

CONCENTRATIONS OF CREDIT RISK 

Financial instruments that potentially subject us to credit 
risk consist principally of trade accounts receivable. 
Concentrations of credit risk with respect to these 
receivables, other than those from long distance carriers, 
are limited due to the composition of the customer base, 
which includes a large number of individuals .and 
businesses. Accounts receivable from long distance carriers 
totaled $246 at December 31,2003 and $296 a t  
December 31,2004. 

, , 1  - 
Note N - Shareholders' Equity 

COMMON STOCK AUTHORIZED 
I 

Our articies of incorporation authorize the issuance of 
8,650,000,000 shares of common stock, par value $I per 
share, Our Board of Directors is puThorized to create from 
the unissued common stock one or moLe series, and, prior 
to thellssuance of any shares in any particular ser;les, to fix 
the voting powers, preferences, designations, rights, 
qualifica,tions, limitations or restrictions of such series, The 
Board has not created any $e[Jes of common stock. 

PREFERRED STOCK AUTHORIZED 

Our articies of incorporation authorize 100 million shares of 
cumulative first preferred stock having a par value of $ I  
per share, of which 30 million shares have bee< reseive'd 
and designated series B for possible issuance under a 
shareholder rights plan, As of December 31, 2004, no 
preferred shares had been,issued. The series A first 
preferred stock was created for a previous shareholder 
rights plan which has expired. 

SHAREHOLDER RIGHTS PLAN 

In 1999, we adopted a shareholder rights plan by declaring 
a dividend of one right for each share of common stock 
then outstanding and to be issued thereafter. This plan was 
amended in 2005, Each right entitles shareholders to buy 
one one-thousandth of a share of series B first preferred 

stock for $200.00 per share, The rights may be exercised 
only if a person or group acquires 15% of the common 
stock of BeliSouth without the prior approval of the Board 
of Directors or announces a tender or exchange offer that 
would result In ownership of 15% or more of the common 
stock. If a person or group acquires 15% of BellSouth's 
stock without prior Board approval, other shareholders are 
then allowed to purchase BeliSouth common stock, or units 
of preferred stock with the same voting and economic 
characteristics, at  half price. The [ights currently trade with 
BellSouth common stock and may be redeemed by the 
Board of Directors for one cent per right until they become 
exercisable, and thereafter under certain circumstances. 
The rights expire in December 2009, , 

, ,  

SHARES HELD IN TRUST AND TREASURY 

Shares held in trust and treasury, at cost, as of 
December 31 are comprised of the following: 

-. . 

Shares ' Shares 
(in millions) Amount (in millions) Amount 

Shares held in , - ,  
treasury , 153 $5,333 , . ' . a 

163 $5,524 

Shares held by 
grantor trusts 37 659 , 26 380 

Shares held in 
trust and I .  

treasury 190 $5,992 189 $5,904 
I 

Treasury Shares , , 

Shares Keld in trust and treasury include treasury share 
purchases made by the company primarily in open market 
transactions under repurchase plans and to  satisfy shares 
issued in connection with employee and director share 
plans. The fol!owing table summarizes activity with respect 
to share repurchases for the periods presented: 

Number of ' 

shares Aggregate Average 
purchased (in purchase price per 

millions) price share 

2003 35.0 $ 858 $24.50 

2004 5.6 $ 146 $26.13 
, '  

Total 55.4 $1,360 $24.55 

We reissued 4.9 million shares in 2002, 4.5 million shares 
in 2003 and 6.8 million shares in 2004 in connection with 
various employee and director benefit plans. 

Grantor Trusts 

We have grantor trusts that are designed to provide 
funding for the benefits payable under certain nonqualified 
benefit plans. The trusts are funded with shares of BellSouth 
stock and marketable securities. The trusts are irrevocable, 



and assets contributed to the trusts can only be used to 
pay such benefits with cedain exceptions. These trusts are 
wholly owned by BellSouth and its subsldlarles and are 
consolidated In our financlal statements. Accordingly, the 
shares of BellSouth stock held by the trusts have been 
classified as a reduction to shareholders' equity In the 
consolidated balance sheets and are not, considered in the 
computation of shares outstanding for financial reporting 
purposes. 

OTHER COMPREHENSIVE INCOME 

Accumulated other comprehensive income (ioss) is 
comprised of the foliowlng components as of 
December 3 1: ( 

Cumulative forelgn currency translatlo" ' 

adjustment $(444) $ (79) 

Mlnlrnurn pension llablllty adjusfment (89) (129) 

Net Unreallzed losses on derlvatlves ~ c56) (12) 

Net unreallzed gains (losses) on securitles . -  4 63 

, , -  $(585) $(I571 

Accumulated other comprehenslve income (ioss) for our 
discontinued operations included in the amounts above 
was $(458) as of December 31, 2003 and $(77) as of 
December 31, 2004. Total comprehensive income details 
are presented in the table below. 

' For the Years Ended 
.December 31. 

Total Comprehensive Income - 2002 2003 2004 

Net Income $4,323, $3,904 $4,-758 

Forelgn currency translatlon(1): 

Adlustrnents 
Sale of forelgn entltles 

Minimum penslon llablllty 
adlustment, net of tax of $5, 
$(lo], and $(20) 

Deferred galns (losses) on 
derivatives: 

Deferred gains (losses), net of 
tax of $21, $8, and $20 

Reclasslficatlon adjustment for 
(gains) losses lncluded In net 
Income, net of tax of $(II). 
$(7), and $0 (20) (13) 8 

13 I 44 

Unreallzed galns (losses) on 
securities: 
Unrealized holdings galns 

(losses), net of tax of $(14), 
$21. and $33 (27) 39 57 

For the Years Ended 
December 31, 

Total Comprehensive Income 2002 2003 2004 

Reclasslficatlon adjustment for 
(galns) losses lncluded In net 
Income, net of tax of $(6). 
$(17). and $1, (11) (32) 2 

(38) 7 59 

Total comprehensive income $ 877 $4,059 $5,186 

( I )  Foreign currency translation amounts had no tax impacts in 2002 
and 2003. In 2004, the Adjustments are net of tax of $42. There 
were no tax impacts on the 2004 sale of foreign entities. 

Note 0 - Stock Compensation Plans 

We giant stock-based compensatlon awards to key 
employees under several plans. In April 2004, BellSouth 
shareholders approved the adoptlon of The BellSouth 
Corporation Stock and Incentive Compensation Plan (the 
Stock Plan), which provides for various types of grants. 
lncludlng stock optlons, restrlcted stock, and performance- 
based awards. One share of BellSouth common stock is the 
underlying secur1ty.for any award. The number of shares 
available for future grants under the Stock Plan shall not 
exceed 80 million and shail be reduced by awards granted 
and increased by shares tendered in option exercises. Prior 
to adoptlon of the Stock Plan, stock options and other 
stock-based awards were granted under the BellSouth 
Corporation Stock Plan and the BellSouth Corporation 
Stock Option Plan. We adopted the fair ,value recognition 
provisions of SFAS No. 123, "Accounting for Stock-Based 
Compensation," effective January 1, 2003 using the 
retroactive restatement method. 

Given trends In long-term compensatlon awards and 
market conditions, over the last few years we have moved 
toward granting a mix of restrlcted stock and performance 
share units In lieu of stock optlons. The table below 
summarlzes the types and numbers of awards granted and 
total compensatlon cost for each type of award included 
In our results of operations: 

Awards Granted compensation Cost 

2002 2003 2004 2002 2003 2004 

Stock 
options 19,376,330 14,374,127 369,076 $159 $114 $ 78 

Restricted 
stock 1,182,000 772.250 2,264,300 12 23 43 

Performance 
share 
units 545,050 1,244,700 2,699,400 5 15 40 

Totals 21,103,380 16.39 1.077 5,332,776 $176 $152 $161 

Stock-based compensation cost related to stock options 
for our dlscontlnued operations lncluded In the amounts 
above was $14 in 2002, $1 1 In 2003, and $8 In 2004. As of 
December 31, 2004, there was $160 of total unrecognized 
compensation cost related to nonvested awards, which will 
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be amortized over the remaining applicable vesting period 
of each award. 

STOCK OPTION AWARDS 

Stock options granted under the plans entitle recipients to 
purchase shares of BellSouth common stock within 
prescribed periods at  a price either equal to, or in excess 
of, the,fair market value on the date of grant. Options 
generally become exercisable at  the end of three to five 
years, have a term of ten years, and prov/de for 
accelerated vesting If there is a change In control (as 
defined in the plans). A summary of option activity under 
the plans is presented below: 

2002 2003 * ,  2004 

Optlons outstandlng at 
January I 93,467,300 106,328,465 112,840,873 

Options granted 49,376,330 14,374,127 ,369,076 

Options exercised (3,757,663) (4,495.974) (4,832,564) 

Optlons forfelted (2,757,502) (3,365,745) '(2,613,842) 

Options outstanding at  I , '  
December 31 106,328,465 112,840,873 .105,763,573 

5 - Welghted-average option 'i , . 
prices per common share: I I (  I 

Outstanding at January I $35.10 $35.68 , '$34.52 

Granted at  fair market value ' $35.98 $21.96- ' $27.25 

~~erd lsed  $17.55 .  $17.94 -$18.54 

Forfeited $42.44 - , $38.05 . . Sf6.37 
Outstanding at 

December 31 $35.68 ' $34.52 * '$35.19 

Weighted-average fair value 1 

of options granted at fair b ,  

market value during the I I 8 ,,- 
year $ 9.39, , $ 4.20 , . $ 5.66 

Options exerclsable at , - ,, $ 8  

December 31 64.43 1,978 70,61$352. 75,627,927 

SFres avalloble for grant a t  , I 
I 

December 31 48,345,455 54,881,922 79,886,521 

The total intrinsic value of options exercised during the 
years ended December 31,2002,2003, and 2004 was $59:' 
$40, and $48, respectively. 

The fair value of each option,grant is estimated on the 
grant date using the Black-Scholes option-pricing model 
with the following weighted-average assumptions: 

2002 2003 .2004 

Expected llfe (years) 5 5 5 

Dlvldend yield 2.19% 3.87% 3.67% 

Expected volatility 29.0% 29.0% 29.0% 

Risk-free Interest rate 4.03% 2.65% 3;46% 

The following table summarizes information about stock 
options outstanding at  December 31, 2004: 

Outstonding Exercisable 

Weighted Weighted 
- ,  Weighted Averrage 4verage 

Exercise, Average Exercise Exercise 
Prlce Range Options ~ i fe@) Price Optlons Price 

$14.77 - $21:28 6,525,924 0.93 $20.34 6,519,624 $20.34 

$21.38 - $22.19 20,723,475 5.91 $21.88 7,834,775 $22.1 1 

$22.20- $30.91 17,886,842 . 4.61 $29.86 12,801,233 $30.63 

$31.03 - $41.00 16,367,327 6.76 $38.96 5,097,089 $38.72 

(a) Weighted-average remaining contractual life In years. . 

- - 
RESTRICTED STOCK AYARDS 

Restricted stock awards granted to key employees under 
the plans are settled by issuing shares of common stock a t  
the vesting date. Generally. ,the restrictions lapse in full on 
the third anniversary of the grant date, or on a pro rata 
basis on each. of the first three anniversaries of the grant 
date. The vestingl of restricted stock accelerates if there is 
a change in~control Gas defined in the plans). The grant 
date fair value of the restricted stock is expensed over the 
period during which the-restrictions lapse. The shares 
represented by restricted stock awards are considered 
outstanding at  the grant date, as the recipients are 
entitled to dividends and voting rights. The total fair value 
of restricted stock vested during the years ended 
December 31,2002,2003,- and 2004, was $2, $13, and $1 I, 
respe'ctlvely. A summary of restricted stock activity under 
the plans is presented below: 

J 8 
1 2002 2003 2004 

~es t r l~ ted  shares . ' 
outstanding at January ;1 1,058,568 2,163,250 2,267.667 

, / , - 
Restricted shares granied 1.182.000 772,250 2,264,300 

Restricted shares vested ( 6 8  14) (489,691) (407,286) 

Restricted share; forfelted (1 1,504) (178,142) (149,830) 

~estrlcted shares 
outstandlng at  
December 31 2,163,250 2,267,667 3,974,854 

Weighted-average grant 
date stock price per 
restricted share: 

Outstanding at January 1 $41.82 $34.69 $29.91 

Granted $28.78 $22.11 $27.60 

Vested 
I 

$4 1 .58 $36.45 $34.28 

Forfeited $43.08 $36.20 $27.31 

Outstanding at 
December 31 $34.69 $29.91 $28.24 
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PERFORMANCE SHARE UNIT AWARDS The following table provides information for each 
operating segment: 

Performance share units granted to key employees are 
settled in cash based on an average stock prlce at the 2002 2003 2004 

end of the three-year performance period muitlplied by Communications Group 
the number of units earned. The number of performance External revenues $18,334 $18,255 $18,289 
share units actually earned by recipients Is based on the Intersegment revenues 155 193 163 
achievement of certain performance goals as defined by Total segment revenues 18,489 18,448 18,452 

the terms of the awards, and can range from 0% to 150% De~reclatlon and amOrtlzatlOn 4,161 3*771 31593 

of the number of unlts granted. At the end of the Segment operating Income 4,916 4,843 4,628 

performance period, recipients also receive a cash Interest expense 498 407 367 
Income taxes 1,671 1,645 1,563 

payment equal to the dividends paid on a share of Segment net Income $ 2,751 $ 2,829 $ 2,727 
BellSouth stock during the performance period for each Segment assets $31,925 $32,354 $32,303 
performance share unit earned. Vesting accelerates and capital $ 3,337 $ 2,824 $ 3,018 
the performance period Is modified if there is a change In 
control (as defined in the plans), ~erforman'ce share unit Domestic Wireless (40% 
expense is recognized over the performance perlod based proportional interest) 
on the stock price a t  each reportlng date and the External revenues $ 5,961 $ 6,193 $ 7,774 

expected outcome of the performance condition; expense Intersegment reV~-~ues - - - 
is also recognized for dividends accrued during the Total segment revenues 5,961 6.193 7,774 

performance perlod. The total cash payments for units Depreclatlon and amortlzatlon 740 835 1,232 
Segment operatlng lncome 

vested in 2003 and 2004 were $0 and $12, respectively. A expense 
1,086 915 736 

364 343 360 
summary of performance share er the Net earnlngs (losses) of equity 
plans is presented below: affiliates (106) (129) (156) 

2002 2003 2004 Income taxes 224 159 6'7 
Segment net Income $ 357 $ 261 $ 129 

Performance share units: Segment assets $ 9,654 $10,212 $32,895 
Outstanding at  January I 482,450 1.017.050 1,718,400 Capltal expenditures $ 1,234 $ 1,094 $ 1,380 

Units granted 545,050 1,244,700' 2,699,400 

Units vested - (448,200) (504,815) Advertising & Publishing Group 

Units forfeited (10,450) (95,150) (124.203) revenues 
$ 2,134 $ 2,033 $ 2,005 

Intersegment revenues 23 17 14 
Outstonding at Total segment revenues 2,157 2,050 2,019 

December 31 1'017'050 1'718'400 31788'782 Depreciation and amortlzatlon 29 26 28 
Weighted-average grant Segment operating income 898 973 954 

date stock price per Interest expense 12 7 8 
performance share unit: $38.68 $26.7 1 $28.22 Income taxes 340 368 363 

Segment net Income $ 545 $ 600 $ 583 
Segment assets $ 1,703 $ 1,002 $ 1,057 

Note P - Segment Information Capital expenditures $ 29 $ 28 $ 29 

We have three reportable operating segments: 
(I) Communications Group; (2) Domestlc Wireless; and 
(3) Advertising & Publishing Group. 

We own an approximate 40% economic interest in 
Cingular Wireless, and share joint control of the venture 
with SBC. We account for the investment under the equity 
method. For management purposes we evaluate our 
domestic wlreless segment based on our proportionate 
share of Cingular's results. Accordingly, results for our 
domestic wireless segment reflect the proportional 
consolidatlon of 40% of Cinguiar's results. 

RECONCILIATION TO 
CONSOLIDATED FINANCIAL INFORMATION 

I 2002 2003 2004 

Operating revenues 
Total reportable segments $26,607 $26,691 $28,245 
Clngular proportional 

consolldatlon (5,961) (6,193) (7,774) 
Advertising & Publlshlng 

accounting change (49) - - 
Unbllled receivable adjustment (163) - - 
Refund of customer late fees in 

Florida (108) - - 
South Carolina regulatory 

settlement - - (50) 
Corporate. ellmlnatlons and 

other (119) (157) (121) 

Total consolidated $20,207 $20,341 $20,300 
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Generally, the terms last one to five years for general and 
specific indemnities and for the statutory revlew periods for 
tax matters. The events or circumstances that would 
require us to perform under the Indemnity are transactlon 
and circumstance speclfic. We regularly evaluate the 
probability of having to Incur costs associated wlth these 
indemnifications and have accrued for expected losses 
that are probable. In addition, in the normal course of 
business, we Indemnify counterparties in certaln 
agreements. The nature and terms of these Indemnities 
vary by transactlon. Hlstorlcally, we have not incurred, 
significant costs related to performance under these types 
of Indemnities, 

PURCHASE OBLIGATIONS 

As of December 31, 2004, we have contracts in place to 
outsource certaln services, principally Information 
technology. We also have various commitments with 
vendors to purchase telecommunlcatlons equipment, 
software and servlces. 

The followlng table dlscloses aggregate information 
about these purchase obligations and the periods In whlch 
payments are due: 

Payments Due by Perlod 

Less than 
Total 1 Gear 2006-2008 2009-2011 After2011 

I 
Unconditlonal purchase 

obllgotions") $3.102 $723 $1,599 $780' - 

( I )  The total uncondltlonal purchase obllgatlon Includes $472 related 
to agreements with Qwest and Accenfure that do not stlpulafe 
annual minimum purchases. The agreemenf with Qwest explres In 
20.10 and the Accenfure agreement explres In 2007. 'Of this 
amount, $6 Is Included In the 2006-2008 column and $466 Is 
Included In the 2009-2011 column above. 

REGULATORY MATTERS 

AT&T Prepaid Card I / I  

In February 2005, the FCC released an order finding that 
certain prepald card servlces of AT&T wefe 
telecommunicatlons servlces. The FCC held that revenue 
of the servlces would accordingly be subject to the same 
universal service fund and switched access charges as 
were ail other slmilarly situated telecommunicatlons 
servlces. AT&T has estimated In a securities filing that it had 
"saved" approximately $160 In universal service fund 
contributions and $340 In access charges through use of 
the prepald card servlces that were the subject of the FCC 
decision. We beiieve that some of the improperly avoided 
access charges should have been paid to us for the use of 
our network. While AT&T has not provided information 
sufficient for us to reasonably estimate access charge 
payments we may be owed, we beiieve the charges could 
result in additional revenue that Is material to our results of 
operations. 

South Carolina Price Regulation 

Beginning In 1996, we operated under a price regulatlon 
plan approved by the South Carolina Public Service 
Commission (PSC) under existing state laws. In April 1999, 
however, the South Carolina Supreme Court invalidated 
this price regulatlon plan. In July 1999, we elected to be 
regulated under a new state statute, adopted subsequent 
to the PSC's approval of the earlier plan. The new statute 
allows telephone companies In South Carolina to operate 
under a price regulatlon without obtaining approval from 
the PSC. The election became effective durlng August 
1999. The So'uth Carollna Consumer Advocate petitioned 
the PSC seeking revlew of the level of our earnings durlng 
the 1996-1998 period when we operated under the 
subsequently invalidated price regulatlon plan. The PSC 
dismissed the petition in November 1999 and Issued orders 
confirming the vote In February and June of 2000. In July 
2000, the Consumer Advocate appealed the PSC's 
dlsmlssal of the petition, In January 2004, the court hearing 
the appeal affirmed the PSC's decision. An appeal of this 
declslon to the South Carollna Supreme Court was filed In 
March 2004. In'Aprll 2004, BellSouth entered Into 
agreements that dould completely terminate the litigation. 
Under the terms of the settlement, BellSouth agreed to, 
among other things, refund $50 to its South Carolina end 
user customek The refund was recorded In the first quarter 
2004 as a reduction to revenue. Refunds were 
implemented followlng court approval of the agreements. 
BellSouth agreed to settle the case to avoid further 
expensive litigation and uncertainty relating to the 
outcome of the litigation. The settlement Is not an 
admission of liability. 

Section 272 Claim 

In Dece'mber 2004, the FCC partially granted and 
otherwise dismlssed July 2004 claims of AT&T that two 
optional dlscount speclal access tariffs violated various 
provisions of the Communications Act. The FCC held that 
one of thertariffs, the Transport Savings Plan, was unlawful 
under Sectlon.272 of the Act, which governs dealings 
between 'BST and our long distance affiliate. That tarlff, 
originally filed In 1999, provided an overlay dlscount for 
carriers that accepted its terms, which included a five year 
commitment,~a~comrhitment for a defined amount of 
spendlng on special access, and shortfall charges if 
commltments were not met. The FCC held that the 
discount structure in the tariff was insufficlently related to 
cost, and unduly favored a class of carriers (including our 
long distance affiliate) wlth relatively lower volume speclal 
access spending, and discriminated against carriers with 
relatlvely higher volumes. The FCC dismlssed the other 
claims associated with the Transport Savings Plan, and 
dismlssed all claims associated with the second tarlff. We 
do not agree with the FCC's finding, and appealed Its 
declslon to the D.C. Circuit Court of Appeals. We do not 
believe that AT&T has suffered any damages, and we 
believe that any such claims would be barred in whole or 
in part by various provisions of law. At this time, however, 
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neither the likely outcome of the appeal nor AT&T1s 
potential damages claim can be predicted, and therefore 
no reasonable estimate of loss, if any, can be made. 

LEGAL PROCEEDINGS 

Employment Claim 

On April 29, 2002, five African-American employees filed a 
putative class action lawsuit, captioned Gladys Jenkins e t  
al. v. BellSouth Corporation, against the Company in the 
United States District Court for the Northern District of 
Alabama. The complaint alleges that BellSouth 
discriminated against current and former African-American 
employees with respect to compensation and promotions 
in violation of Title VII of the Civil Rights Act of 1964 and 
42 USC. Section 1981. Plaintiffs purport to bring the claims 
on behalf of two classes: a class of all African-American 
hourly workers employed by BellSouth Telecommunlcations 
at any tlme since April 29, 1998, and a class of all African- 
American salaried workers employed by BellSouth 
Telecommunlcatlons at  any time since April 29, 1998 In 
management positions at  or below Job Grade 59lLevel C. 
The plaintiffs are seeking unspecified amounts of back pay, 
benefits, punitive damages and attorneys' fees and costs, 
as well as injunctive relief. At this tlme, the likely outcome 
of the case cannot be predicted, nor can a reasonable 
estimate of the amount of loss, if any, be made. 

Securities and ERISA Claims 

From August through October 2002, several Individual 
shareholders filed substantially identical class action 
lawsuits against BellSouth and three of its senior officers 
alleging violations of the federal securities laws. The cases 
have been consolidated in the United States District Court 
for the Northern District of Georgia and are captioned In re 
BellSouth Securities Litigation. Pursuant to the provisions of 
the Private Securities Litigation Reform Act of 1995, the 
court has appointed a Lead Plaintiff. The Lead Plaintiff filed 
a Consolldated and Amended Class Action Complaint in 
July 2003 on behalf of two putative classes: (I) purchasers 
of BellSouth stock during the period November 7, 2000 
through February 19, 2003 (the class period) for alleged 
violations of Sections 10(b) and 20 of the Securities 
Exchange Act of 1934 and (2) participants in BellSouth's 
Direct lnvestment Plan during the class period for alleged 
violations of Sections 11, 12 and 15 of the Securities Act of 
1933. Four outside directors were named 9s additional 
defendants, The Consolldated and Amended Class Action 
Complaint alleged that during the class period the 
Company ( I )  overstated the unbilled receivables balance 
of its Advertising & Publishing subsidiary: (2) failed to 
properly Implement SAB 101 with regard to its recognition 
of Advertising & Publishing revenues; (3) improperly billed 
competitive local exchange carriers (CLEC) to inflate 
revenues; (4) failed to take a reserve for refunds that 
ultimately came due following litigation over late payment 
charges; and (5) failed to properly write down goodwill of 

Its Latin American operation's. On February 8, 2005, the 
district court dismissed the Exchange Act claims, except 
for those relating to the writedown of Latin American 
goodwill, On that date, the district court also dismissed the 
Securitles Act cialms, except for those relating to the 
writedown of Latin American goodwill, the allegations 
relating to unbiiled receivables of the Company's 
Advertising & Publishing subsidiary, the implementation of 
SAB 101 regarding recognition of Advertising & Publishing 
revenues and alleged Improper billing of CLECs. The 
plaintiffs are seeking an unspecified amount of damages, 
as well as attorneys' fees and costs. At this time, the likely 
outcome of the case cannot be predicted, nor can a 
reasonable estimate of loss, if any, be made. 

in February 2003, a similar complaint was filed in the 
Superior Court of Fulton County, Georgia on behalf of 
participants in BellSouth's Direct investment Plan alleging 
vlolatlons of Section I I of the Securities Act. Defendants 
removed this action to federal court pursuant to the 
provisions of the Securities Litigation Uniform Standards Act 
of 1998. In July 2003, the federal court Issued a ruling that 
the case should be remanded to  Fulton County Superior 
Court. The Fulton County Superior Court has stayed the 
case pending resolution of the federal case. The plaintiffs 
are seeking an unspecified amount of damages, as well as 
attorneys' fees and costs. At this tlme, the likely outcome 
of the case cannot be predicted, nor can a reasonable 
estimate of loss, if any, be made. 

In September and October 2002, three substantially 
identical class action lawsuits were tiled in the United 
States District Court for the Northern District of Georgia 
against BellSouth, its directors, three of its senior officers, 
and other individuals, alleging vlolatlons of the Employee 
Retirement Income Security Act (ERISA). The cases have 
been consolidated and on April 21,2003, a Consolldated 
Complaint was filed. The plaintiffs, who seek to represent a 
putatlve class of participants and beneficiaries of 
BellSouth's 401 (k) plans (the Plan), allege in the 
Consolidated Complaint that the company and the 
lndlvldual defendants breached their fiduciary duties In 
violation of ERISA, by among other things, (I) failing to 
provide accurate information to the Plans' partlcipants and 
beneficiaries; (2) falling to ensure that the Plans' assets 
were Invested properly; (3) failing to monitor the Plans' 
fiduciaries; (4) failing to disregard Plan directives that the 
defendants knew or should have known were imprudent 
and (5) failing to avoid conflicts of interest by hiring 
Independent fiduciaries to make lnvestment decisions. The 
plaintiffs are seeking an unspecified amount of damages, 
injunctive relief, attorneys' fees and costs. Certain 
underlying factual allegations regarding BellSouth's 
Advertising & Publishing subsidiary and its former Latin 
American operation are substantially similar to the 
allegations In the putative securltles class action captioned 
In re BellSouth Securitles Litigation, which Is described 
above. At this tlme, the likely outcome of the cases cannot 
be predicted, nor can a reasonable estimate of loss, if any, 
be made. 
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An tifrus t Claims contract, antl-competltlve conduct, employment law 
issues, regulatory matters and other actions. EST is also 

In 0,ctober 2002, a numbe~ of antitrust class action lawsuits subject to claims attributable to pre-divestiture events, 
were filed agalnst BellSouth ip federal district courts in including environmental liabllltles, rates and-contracts. 

and Ft- Lauderdaiel Pursuant Certain cont1"gent liabilities for pre-divestiturf! ?vents are - 
thgplalntlff's motion for voluntary dismissal, the court shared with AT&T Corp. While complete assurance cannot: 
dlsmissed the cases on March 9, 2004. be given as to  the outcome of these claims, we believe 

In December 2002, a consumer class action alleging that any financial Impact would not be material to our t -  

ant~jrust violations of Section I of the Sherman Antitrust Act of operat~ons, financial pos~t!on or cash flows, , 
was filed against BellSouth, Verlzon, SBC and Qwest, I .  , j I ?  , a > -  . I 

captioned Wiiiiam Twombley, e f  a1 v. Bell Aflanic Corp., e t  
a/, ln.Federal,Court In the Southern ~lst r lc tof  New York. The Note R - Subsidiary Financial Information 
complaint alleged that defendants conspired to restrain 
co[npetitlon by "agreeingr not to compete with one We have fully and uncdnditlonally guaranteed all of the 

another and otherwlse allocating customers and markets debt securities Of BellSouth 

t o  one another." The plaintiffs are,g~eking an unspecified ~elecom~f in lc~t l~~ns~!nc .  ( ~ ~ ~ ) . ' w h l c ~  is a lo0% owned 
-- - -- 

amount of treble damages and !fijin&/ePrelief, as d l  as subsidiary of-BellSouth. In accordance wlth SEC rules, we, 

attorneys' fees and expenses;ln. October 2003; the district are providing the followlng condensed consolidating 
court dismissed the for failure to state a financlal Information. EST is listed separately because It has 

and the case is 'iiow on ap'peai. :: -. - debt securltles, registered with the SEC, that we have 

In.June 2004, the U!S. Court..of Appeals for the l l t h  guaranteed. The Other column represents all other wholly 

Clccuit affirmed thg ~ i ~ t ~ l ~ t  coufs dlsmlssai of most of the owned sub3ialarles excluding BST and BST subsld/aries; ;The 

antitrust and stateblaw claims brought,*by a plaintiff CLEC in Adjustments cOkmn Includes the necessary - 
a case captloQ2ed ~ o v a d , ~ o m ~ u n l c ~ f j o n s  Company, et  a1 Intercompany and 
v. BellSouth Corporation, ef a/. The appellate court, between EST, Other and Parent and to consolida'te wholly 

however, permitted a price squeeze claim and certain owned subsidiaries to reconcile to our consolidated 

state tort~clalms t o  proceed. At this time, the likely- financial Information. 

outcome of the case cannot,be predicted, nor can a 
reasonable estimate - -. - of loss, if any, be made. 

OTHER CLAIMS r - 
- -  . . _  , 1  

- < ,  
) ll.l . . - 

e -  - .- 
We are subject to  claims a;lslng in' the ordinary course of 
business lnvolvlng allegations of personal Injury, breach of 

CONDENSED CONSOLIDATING STATEMENTS OF INCOME 

For the Year Ended December 31,2002 

Adjust- 
BST Other Parent ments Total 

Total operating revenues $17,515 $ 5,190 $ - $(2,498) $20,207 
Total operating expenses 15,292 4,322 114 (3,975) 15.753 

Operating income 2,223 868 (114) 1,477 4,454 
Interest expense 617 22 1 610 (382) 1,066 
Net earnlngs (losses) of equity affiliates 1,015 548 3,766 (4,787) 542 
Other income (expense), net (46) 1,540 184 (241) 1,437- 

lncorne from continulng operatlons before income taxes, dlscontlnued 
operations, and cumulative effect of changes In accounting prlnclple 2,575 2,735 3,226 (3,469) 5,367 

Provlslon (benefit) for Income taxes . 582 966 (249) 593 1,892 

Income from continuing operatlons before discontinued operations and 
cumulative effect of changes In accountlng principle 1,993 1,769 3.475 (3.762) 3,475 

Income (loss) from dlscontlnued operations, net of tax - (867) (867) 867 (867) 
Cumulative effect of changes in accounting principle - (1,285) (1,285) 1,285 (1,285) 

Net Income (losses) $ 1,993 $ (383) $ 1,323 $(1,610) $ 1,323 
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For the Year Ended December 31, 2003 

Adjust- 
BST Other Parent ments Total 

Total operatlng revenues $17,400 $ 5,695 $ - $(2,754) $20,341 
Total operatlng expenses 14.838 4,169 25 (4,248) 14,784 

Operating income 2,562 1,526 (25) 1,494 5,557 
interest expense 537 73 580 (243) ' 947 
Net earnlngs (losses) of equity affiliates 1,067 498 3,799 (4,912) 452 
Other income (expense), net (10) 275 111 ( 14) '362 

lncome before incorne taxes, dlscontinued operatlons, and cumulatlve 
effect of changes In accounting principle 3,082 2,226 3.305 (3,289) 5,424 

Provlslon (benefit) for Income taxes 730 770 (483) 619 1,936 

lncorne before dlscontlnued operations and cumulatlve effect of changes 
in accounting prlnciple 2,352 1,456 3,&8 (3,808) 3,488 

Income (loss) from dlscontlnued operations, net of tax - 101 101 (101) 101 
Cumulative effect of changes in accounting princlpie 816 (501) 315 (315) 315 

Net Income (losses) $ 3.168 $ 1,056 $ 3,904 $(4,224) $ 3,904 

For the Year Ended December 31, 2004 

BST Other Parent Adjustments Total 

Total operating revenues $16,884 $6,452 $ - $(3,036) $20,300 
Total operating expenses 14,993 4,627 11 (4,620) 15,011 

Operptlng income 1,894 1,825 (11) 1,584 5,289 
Interest expens'e 529 26 a 607' (246) '916 
Net earnlngs (losses) of equity affiliates 1,425 80 3,700 (4,837) 68 
Other Income (expense), net 12 667 -114 (48) 745 

Income before Income taxes and dlscontlnued operations 2,499 2,546 3,196 (3,055) 5,186 
Provlslon (benefit) for Income taxes 484 858 (198) 648 1,792 

Income before discontinued operations 2,015 1,688 3,394 (3,703) 3,394 
Income (loss) from dlscontinued operations, net of tax - 1,364 1,364 (1,364) 1,364 

Net Income (losses) $ 2,015 $3,052 $4,758 $(5,067) $ 4,758 

I 
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CONDENSED CONSOLIDATING BALANCE' SH,EETS , : . I 8  
. - 8  . . /  

December 31,2003 December 31, 2004 
I Adjust- Adjust- . 

EST Other Parent rnents Total 8ST Other Parent rnents Total 

ASSETS 
Current assets: - $ .  
Cash and cash esulvalents $ 5 $ 1,190 $ 1,618 $ 134 $ 2,947 $ 7 $ 405 $ 265 $ 3 $ 680 
Short-term Investments - - 1,609 - 1,609 - - 16 - 16 
Accounts receivable, net . - 68 1,201 3,146 (1,545) 2,870 75 1,005 2,918 (1,439) 2,559 
Other current assets ,393 773 139 118 1,423 528 4,418 144 (3,714) 1,376 
Assets of dlscontlnued opeiatlons - - - - - - 1,068 - - 1,068' 

Total current assets 466 3,164 6,512 (1,293) 8,849 610 6,896 3,343 (5.150) 5,699 

1nvestin.ents and advances t o  Clngular 3,464 8,162- 891 (4,838) 7,679 3,515 21,686 1,5? (3,969) 22.771 
property, plant and equipment, net 21,818 1,947 4 38 23,807 21,339 665 3 32 22,039 
Deferred charge's and other assets 5,029 287 21,790 (20,129) 6,977 5,267 293 39,305 '(37,465) 7,400 " 
lntarigible assets, net 1,036 1,211 5 138 2,390 1,072 391 9 115 -1,587 

Total assets $31,813 $14,771 $29,202 $(26,084) $49,702 $31,803 $29,931 $44,499 $(46,437) $59,496 
I 

LIABILITIES AND SHAREHOLDERS' EQUITY 
current llabllltles: , , -  I 

~ e b i  maturlng within one 'year $ 2,454 $ 920 $ 2,470 $ (2,353) $ 3,49)1 $ 3,016 $ 15' $ 4.248 $ (1,804) $ 5,475 
Other current llabllitles 3,942 1,724 916 (1,615) 4,967 3,941 1,165 4,905 (5,946) I 4,065 
Llabllltles of dlscontlnued operations - - - - - - 830 - - 830 

Total current liabllltles 6,396 2,644-. s 13,386 (3.968)~ -2'8,458 6,957 2,010 9,153 2 (7,750) 10,370- 

Lori'g-term debt ' J  . 4,970 845 6,301 (627) 11,489 3.704 107 11,874 8 '  - (577) 15,108 

~dncurrent liablilties: - I I ' -  , , 

Deferred Income taxes 4,408 1,519 (751) 173 5,349 5,063 1,735 (490) . 184 6,492 
Other noncurrent llabllltles ., 2,991 1,074 554 75 4,694 2,974 791 596 199 4,460 

Total noncurrent llabllitles 7,399 2,593 (197) 248 10,043 8.037 2,526 106 283 10,952 

Shareholders' equity" 13,048 8,689 19,712 (21,737) 19,712 13,105 25,288 23,066 (38,393) 23.066 , 

Totd llabllitles and shareholders' equlty ' $31,813 $14,771 $29,202 $(26,084) $49,702 $31,803 $29,931 $44,199 S(46.437) $59,496 
, d 

C 1 %  

CONDENSED CONSOLIDATING CASH FLOW STATEMENTS 
A < t. 

9 . 3  . . For the Year Ended December'3 1, 2002 

EST Other Parent Adjustments ' - Total 

Cash'flows froin continuing operations: - ,  

Cash flows from operatlng activities., I $ 6,174' $ 828 $ 3,434 1 $(2,724) $ 7,712 
Cash flows from Investing actlvitles * (3,166) (223) 1,019 458 (1,912) 
Cash flows from financing activities (3,008) (525) (3,271) 2,361 (4,443) 

Cash flows from dlscontlnued operations - 7 2 - - I 72 

NqS increase (decreaie) lln cash - $ - $ 152 $1,182 ' " $  95  $1 ,429  

. . For the Year Ended December 31,2003 

BST Other Parent Adjustments Total 

Cash flows from continuing operations: 
Cash flows from operaflng' activities ' $ 7,654 $ 13,637 $ 4,038 $(5.446) $ 7,883 
Cash flows from Investing actlvltles (2,918) (545) (777) 1,534 (2,706) 
Cash flows from flnanclng actlvltles ' r  (4,731) (1,082) (2,825) 3.959 (4,679) 

Cash flows from discontinued operations I - 428 - - 428 

Net Increase (decrease) in cash - 9 '  , $ 5 $ 438 $ 436 $ 47 $ 926 

' For the Year Ended December 31, 2004 

EST Other Parent AdjustmentsA Total 

Cash flows from continuing operations: 
Cash flows from operating actlyities $ 5,456 $ 1,347 $ 3,210 $ (3,212) $ 6,801 
Cash flows from Investing actlv,ltles (2,971) (14,363) (13,751) 17,525 (13,560) 
Cash flows from financing activities (2,483) 12,810 9,188 (14,444) 5,071 

Cash flows from discontinued operations - (579) - - (579) 

Net increase (decreaie) In cash $ 2 $ (785) $ (1,353) $ (134) $ (2,267) 
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  CONTINUED 

D O L L A R S  A R E  I N  M I L L I O N S ,  E X C E P T  P E R  S H A R E  A M O U N T S  A N D  A S  O T H E R W I S E  I N D I C A T E D  

B E L L S O U T H  CORPORATION 

Note S - Quarterly Financial Information (Unaudited) 

In the following summary of quarterly financial lnformatlon, all adjustments necessary for a fair presentation of each 
period were included, 

First Second Third Fourth 
Quarter Quarter Quarter Quarter .Total 

2003 
Operating Ryvenues I $5.014 $5,079 $5,141 $5,107 $20,341 
Operating income 1,351 1,354 1,453 1,399 5,557 
Provision for Income Taxes 490 51 1 486 , 449 1,936 
lncorne Before Discontinued Operations and Cumulative Effect of-Changes in - - 

Accounting Principle , 850 908' 894 ' 836' , 3,488 
income Before Cumulative ~f fect  of Changes in Accounting Principle 915 95 1 936 787 3,589 
Net Income (Loss) 1,230 95 1 936 787 3,904 
Basic ~arnings per shareco): - J 

IncBme Before~Discontinued Operations and Curnulative Effect of Changes In , - 
Accounting Principle $ 0.46 $ 0.49 $ 0.48 $ b.46 $ 1.89 

income Before ,Cumulative Effect of Changes in Accounting Principle . $ 0.49 $ 0.51 $ 0.51 $ 0.43 $ 1.94 
Net Income (Loss) $ 0.66 $ 0.51 $ 0.51 $ ,0.43 $ 2.11 
Djiuted Earnings Per_ 
lncome Before Dlscontlnued Operations and ~um;lativ-6 Effect ofchanges in 

~ccqunting principle , $ 0.46 $ 0.49 $ 0.48 $ 0.45 $ 1.88 
Income-Before Cumulative Effect of Changes In Accoun?ing Prlncipie $ 0.49 $ -0.51 $-0.51 $ 0.43 $ 1.94 , 
Net income (Loss) $ 0.66 $ 0.51 $ 0.51 $ 0.43 $ 2.11 
Total comprehensive income - .  -- - - $1;111 $1,031. $ 944 $ 973 $4,059 
2004. ; . I 8 :  

Operating Revenues 8 - - - - -$4,976 $5,083 $5,095 $5,146 $20,300 
operating income ,1,358 1,442, 1,401 3 1,088 5,289 
Provision for lncome Taxes . ' 623 "'516 465 188 ' 1,792 
lncorne Before Discontinued Operations and Curnulative Effect 

Accounting Prlnciple 1,150 939 852 453' 3,394 
income Before Cumulative Effect of Change In Accounting Principle 1,599 996 799 1,364 4,758 
Net income (Loss) 1,599 996 799 1,364 4,758 
Basic Earnings Per shareca): 
lncome Before Discontinued Operations and cumulbtive Effect of Change in - 

Accounting Principle $ 0.63 $ 0.51 $ 40.47 $ 0.25 $ 1.85 
income Before Cumulative Effect of Change In Accounting Principle $ 0.87 $ 0SAl , $ ,0.44 $ 0.74 $ 2.60 
Net income (Loss) , $ 0.87 $ 0.54 , $ ,0.44 .$, 0.74 $ 2.60 
Diluted Earnings Per shareca): I I 

lncome Before Discontinued Operations and Cumulative Effect of Change in 
Accounting Principle $ 0.63 $ 0.51: $ 0.46 $ 0.2;' $ 1.85' 

income Before Cumulative Effect of Change In Accounting Principle $ 0.87 $ 0.54 '$ 0.44 - $ 0.74 $ 2.59 
Net Income (Loss) $ 0.87 $ 0.54 $ 0.44 $ 0.74 $ 2.59 
Total comprehensive income $1,713 $1,007 $ 789 $1,677 $ 5,186 

fa) Due to roundlng, the sum of quarterly EPS amounts may not agree to  year-to-date EPS amounts. 

, The quarl;ers shown were affected by the items listed below. These items are specific to "et ipcqme': 

( < ,  

2003 or $0.02 per share, in the,second quarter; by $42, or 
$0.02 per share, intihe-third quarter; and by $(49), or 

We recorded losses related to  our workforce $(0.03) per share, in the fourth quarter. 
reduction of approximately 3,40O~positions, whlch 
reduced net income by $74, or $0:04 per share, in the 2004 
first quarter; by $12, or $0.01 per share, in the second 
quarter; and by $10, or $0.01 per share in the fourth First quarter Includes a gain related to  the sale of our 
quarter. operations in Denmark, which Increased net Income 
Third quarter includes a charge for an asset by $295, or $0.16 per share. 
impairment, which reduced net income by $32, or First quarter also lncludes'b charge for a settlement 
$0.02 per share. wlth the South ~arol ln?r_~onsyner Advocate, whlch 
We recorded income (losses) related to our - decreased net income by $33, or 0.02 per share. 

, >  Dlscontin,ued Operations which Impacted net Income We recorded losses related to  service repairs in-'the 
by $65, or $0.03 per share, In the first quarter; by $43, wlrellne business due to Hurricanes Charley, Frances, 



Ivan and Jean~e, which reduced net income by $23, Fourthsquarter also includes charges related to 
or $0.01 per share in the third quarter and by $77, or severance and lease termination payments, which 
$0.04 per share, in the fourth quarter. reduced net Income by $18, or $0.01 per share. 
Our equity in earnings from Cingular included losses We recorded income (losses) related to our 
related to wireless merger integration costs for the Discontinued Operations which impacted net income 
Cingular/AT&T Wireless merger, a fair value by $449, or $0.24 per share, in the first quarter; by $57, 
bdjustrnent for the sale of Clngular Interactive, and or $0.03 per share, in the second quarter: by $(53), or 
lease'accounting adjustments, which reduced our net $(0.03) per share, in the third quarter: and by $91 1, or 
income by $17,.or $0.01 per share, in the third quarter $0.50 per share, in the fourth quarter. 
and by $92, or $0.05 per share in the fourth quarter. 

1 ,  

I I 

r < 

' 
* - 
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R E P O R T  O F  I N D E P E N D E N T  R E G I S T E R E D  P U B L I C  A C C O U N T I N G  F I R M  
B E L L S O U T H  C O R P O R A T I O N  

To the Shareholders BellSouth Corporatlon: 

We have completed an lntegrated audit of BellSouth Corporation's 2004 consolidated financlal statements and of Its internal 
control over financlal reporting-as of December 31, 2004 and audlts of its 2003 and 2002 consolldated financlal statements In 
accordance wlth the standards of the Publlc Company Accountlng Overslght Board (United States). Our opinions, based on our 
audlts and the report of other audltors, are presented below. 

Consolidated financlal statements 
In our oplnlon, based on our audlts and the report of other auditors, the accompanylng consolldated balance sheets and the 

related consolldated statements of lncome, cash flows and shareholders' equlty and comprehensive lncome present fLalrly, In all 
materlal respects, the financlal position of BellSouth Corporatlon and Its subsidiaries ("BellSouth") at December 34, 2004 and 
2003, and the results of thelr operations and thelr cash flows for each of the three years In the period ended'~ecember 31,2004 
in conformity wlth accounting prlnciples generally accepted In the United States of ~mer lca.  These financial statements are the 
responslblllty of the Company's management. Our responslblllty Is to express an oplnlon on these financlal statements based on 
our audlts. We did not audit the financlal statements of Clngular Wlreless, LLC ("Clngular"), an equlty method Investee. 
BellSouth's consolidated financlal statements Include an Investment of $18.31 1 mllllon and $3,867 mllllon as of December 31,2004 
and 2003, respectlvely and equlty method income of $24 mllllon, $408 mllllon and $497 mllllon, respectlvely, for each of the three 
years In the period ended December 31. 2004. Those statements were audited by other auditors whose report thereon has been 
furnished to us, and our opinlon expressed hereln, Insofar as It relates to the amounts Included for Clngular, Is based solely on the 
report of the other auditors. We conducted our audlts of these statements In accordance wlth the standards of the Publlc 
Company Accountlng Overslght Board (United States). Those standards require that we plan and perform the audlt to obtaln 
reasonable assurance about whether the financlal statements are free of materlal misstatement. An audlt of financlal statements 
lncludes examlnlng, on a test basis, evidence supporting the amounts and disclosures In the financlal statements, assesslng the 
accounting prlnclples used and slgnlficant estimates made by management, and evaluatlng the overall financlal statement 
presentation. We believe that our audits and the report of other audltors provlde a reasonable basis for our oplnlon. 

As discussed In Note C to the consolldated financlal statements, In 2003, BellSouth adopted Flnanclal Accountlng Standards 
Board Statement No. 143, changing Its method of accountlng for asset retirement costs and changed Its accountlng for 
publication revenues from the publlcatlon and delivery method to the deferral method as of January 1, 2003. As discussed in 
Note G to the consolidated financial statements, BellSouth adopted Flnanclal Accountlng Standards Board Statement No. 142 
and changed Its method of accountlng for goodwill and other lntanglble assets as of January 1,2002. 

lnternal control over financlal reportlng 
Also, In our oplnlon, management's assessment, Included In the accompanylng Reporf of Management on lnternal Control 

Over Flnanclal Reporting, that the Company maintained effectlve lnternal control over financlal reportlng as of December 31, 
2004 based on crlterla establlshed In lnternal Control- Integrated Framework Issued by the Committee of Sponsoring 
Organizations of the Treadway Commlsslon (COSO), is falrly stated, in all material respects, based on those crlterla. Furthermore, 
In our oplnlon, the Company malntalned, In all materlal respects, effectlve lnternal control over financlal reportlng as of 
December 31, 2004, based on criteria establlshed In lnternal Control-Integrated Framework lssued by the COSO. The Company's 
management Is responsible for maintaining effectlve lnternal control over financlal reportlng and for Its assessment of the 
effectlveness of lnternal control over financlal reportlng. Our responslblllty Is to express oplnlons on management's assessment 
and on the effectlveness of the Company's internal control over financlal reportlng based on our audlt. We conducted our audlt 
of lnternal control over financial reportlng In accordance with the standards of the Publlc Company Accountlng Overslght Board 
(United States). Those standards requlre that we plan and perform the audlt to obtaln reasonable assurance about whether 
effective lnternal control over financlal reportlng was malntalned In all materlal respects. An audlt of lnternal control over 
financlal reportlng lncludes obtalnlng an understanding of lnternal control over flnanclal reportlng, evaluatlng management's 
assessment, testlng and evaluatlng the design and operatlng effectlveness of lnternal control, and performing such other 
procedures as we consider necessary In the circumstances. We belleve that our audit provldes a reasonable basis for our 
opinions. 

A company's lnternal control over financlal reporting is a process designed to  provlde reasonable assurance regarding 
the reliability of financlal reportlng and the preparatlon of financial statements for external purposes In accordance wlth 
generally accepted accountlng prlnclples. A company's lnternal controi over financlal reportlng lncludes those pollcles 
and procedures that (I) pertaln t o  the malntenance of records that. In reasonable detail, accurately and falrly reflect 
the transactlons and dlsposltlons of the assets of the company; (11) provlde reasonable assurance that transactlons are 
recorded as necessary to permit preparatlon of financlal statements In accordance wlth generally accepted accountlng 
prlnclples, and that receipts and expenditures of the company are being made only In accordance with authorizatlons of 
management and directors of the company: and (Ill) provide reasonable assurance regarding prevention or timely 
detection of unauthorized acquisition, use, or disposition of the company's assets that could have a materlal effect on 
the financlal statements. 

Because of its Inherent llmltatlons, lnternal control over financlal reportlng may not prevent or detect mlsstatements. Also, 
projectlons of any evaluatlon of effectlveness to future perlods are subject to the risk that controls may become Inadequate 
because of changes In conditions, or that the degree of compllance wlth the pollcles or procedures may deteriorate, 

Atlanta, Georgia 
March 4,2005 

84 BELLSOUTH 2004 



R E P O R T  O F  I N D E P E N D E N T  R E G I S T E R E D  P U B L I C  A C C O U N T I N G  F I R M  
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Board of Directors and Shareowners 
Clngular Wireless Corporation, Manager of 
Cingular Wireless LLC 

I 

We have audlted the consolidated balance sheets of Cingular Wireless LLC as of December 31, 2003 and 2004, and the 
related consolidated statements of income, changes In members' capital, comprehensive Income and cash flows for 
each of the three years in the period ended December 31, 2004 (not presented separately herein). These financlal 
statements are the responslbillty of the Company's management. Our responslblllty is to  express an opinion on these 
financlal statements based on our audits. The financlal statements of Omnipolnt Facilities Network II, LLC (Omnipoint), a 
wholly owned subsidiary of GSM Facillties, LLC (an equlty investee in whlch the Company has an approximate 60% 
interest at  December 31, 2004), have been audlted by other auditors whose report has been furnished to us; insofar as 
our opinion on the consolidated flnanclal statements relates to the 2003 and 2004 amounts included for Omnlpolnt, It Is 
based solely on their report. In the consolidated financial statements, the Company's indirect investment 1n.Omnipolnt is 
stated at $770 mlllion and $880 million, respectively, at December 31, 2003 and 2004, and the Company's equity In net 
losses of Omnipolnt is stated at  $100 million and $135 milllon, for the years thean ended. 

We conducted our audits in accordance wlth the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about 
whether the financlal statements are free of material misstatement. An audit lncludes examlnlng, on a test basis, 
evidence supporting the amounts and dlsclosures in the financlal statements, An audit also Includes assessing the 
accountlng principles used and significant estimates made by management, as well as evaluating the overall financlal 
statement presentation, We belleve that our audits provide a reasonable basis for our opinion. 

in our opinion, based on our audits and the report of other auditors, the consolidated financlal statements referred to 
above present falrly, in all material respects, the consolidated financial positlon of Cingular Wireless LLC and subsidlaries 
a t  December 31,2003 and 2004 and the consolidated results of their operatlons'and their cash flows for each of the 
three years In the period ended December 31, 2004 in conformity wlth U,S, generally accepted accounting prlnclples. 

As descrlbed In Note 5 to the consolidated financial statements, In 2002 the Company adopted Statement of Financial 
Accounting Standards No. 142, Goodwill and Other Intangible Assets. 

As descrlbed in Note 2 to the consolidated financlal statements, the consolidated balance sheet as of December 31, 
2003 and the related consolidated statements of income, changes in members' capital, comprehensive income and 
cash flows for each of the years ended December 31,2002 and 2003 have been restated. 

w+w 
Atlanta, Georgia 
March 4,2005 

R E P O R T  O F  M A N A G E M E N T  O N  I N T E R N A L  C O N T R O L  
O V E R  F I N A N C I A L  R E P O R T I N G  
B E L L S O U T H  CORPORATION 

The management of BellSouth Corporation is responsible for establishing and maintaining adequate lnternal control over 
financlal reporting and for its assessment of the effectiveness of internal control over financlal reportlng, lnternal control 
over financial reporting 1s defined in Rules 13a-15(f) or 15d-15(f) adopted under the Securities Exchange Act of 1934. 

BellSouth's management assessed the effectiveness of the Company's internal control over financlal reporting as of 
December 31, 2004. In making this assessment, BellSouth's management used the criteria set forth In lnternal Confrol- 
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commisslon (COSO), Based 
on Its assessment, management concluded that BellSouth maintained effective internal control over financlal reporting as 
of December 34, 2004, 

PricewaterhouseCoopers LLP, BellSouth's independent registered public accounting firm, has audited our 
management's assessment of the effectiveness of the company's lnternal control over financlal reporting as of 
December 31, 2004, as stated In their report whlch appears on page 84. 

March 4, 2005 
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E X H I B I T S  A N D  F I N A N C I A L  S T A T E M E N T  S C H E D U L E S  
B E L L S O U T H  C O R P O R A T I O N  

Hem 9. Changes in and Disagreements foregoing, the Chief Executive Officer along with the Chief 

yith Accountants on Accounting FinancC'lOfficer concluded that our disclosure controis and 

and ~inancial Disclosure procedures are effective at  providing reasonable 
assurance that all material information relating to BellSouth 
(including consolidated subsidiaries) required to be 

No change in accountants or disagreements on the included in our Exchange Act reports Is reported in a timely 
adoption of appropriate accounting standards or f i rax ia l  manner, in addition,'based on such evaluation we have 
disclosure has occurred during the periods included in this identified no in our internal over financial 
report. reporting that occurred during the fourth quarter of 2004 

that has materially affected or is reasonably likely to 
Item 9A. Controls and Procedures - materiaily"affect, our internal control over financial 

reporting. 
J [ ,  1 . I ' 

We maintain disclosure controls and  procedures that are 
designed,to ensure that information required to be Item 9B. Other Information 
disclosed in our.Exchange Ac; reports is recorded, , 

8;s; , 
processed, summ'arized and'leported wit'hin the time 

7: 

periods specified in the SEC's rules an? forms, andthat There is no inforhation that was required to be disclosed in 

such inrformation is accumulated and communlcated to a report on Form 8-K during the fourth quarter of 2004 but 
was not reported: - *  , 

the management, includlng_the Chief ~;pcufiye Officer, 
,I I , 

and Chief ~inancial O,ffice,r, as, appropriate, to allow timely ' , 

P A R T I I I  ' ,  . z ,  , decisions regarding required disclosur,e. ~anagement  ' 
necessarily applied its judgtment In ass&@lng the cost( and 

- *  , i. 

benefits of such controls ana - T * i ,  - procedures, yhich, by'their 
nature, can provide only te~sonabie assurance regarding , Item 10. ~ i redors  and~xedutive Officers 

I ! , x  , - of the Registiant 
management's control objectives. We also have > ,  , I -  I - . / r  

investments in certain unconsolidated ent i t les . '~~ we do: 
' J . ,  , 

not control or manage these entities, our disclosure ' The following sections of the Company's 'definitive proxy 
controls and procedures with respect to such entities are statement dated March 2005 are incorporated 
necessarily more limited than those we maintain with , - 

by reference: I . > .  \ . 
respect to our consolidated subsidiaries. The second and third paragraph under the heading 

The Company's management, including the Chief "Structure and Practices of the Board of Directors -. 
Executive Officer and Chief Financial Officer, does not Corporate Governance Philosophy" 
expect that our disclosure controls can prevent all errors The information under the heading "Structure and 
and all fraud. A control system, no matter how well Practices of the Board of Directors - Independence 
conceived and operated, can provide only reasonable, of Committee Members" 
not absolute, assurance that the objectives of the control The information under the heading "Structure and 
system are met. There are inherent limitations in ail control Practices of the Board of Directors - Audit 
systems, including the realities that judgments in decision- Committee Financial Experts" 
making can be faulty, and that breakdowns can occur *%The information under the head i~g ':Matters to Be 
because of simple error or mistake. Additionally, controls - 

'voted On - Directors' Proposal. I :  Election of 
can be circumvented by the individual acts of one or more Dlre'ctors" ' 

1 + 

persons. The design of any system of controls also is based . The under the heading ,,General 
in part upon certain assumptions about the likelihood of lnformation - Section 16(a) Beneficial Ownership 
future events, and, while our disciosure controls and Reporting Compliance" 
procedures are designed to be effectlve'under' lnformation regardlng'executive officers required by 
circumstances where they should reasonably be expected - 401 of R;gulatlon S-F-is furnished in a 
to there can be'no ass'rance that ran^ disclosure on 16 in part I of this repoq since tpe 

succeed In achieving Its stated under 
regijtrant did-not furnish such.informati~n In its definitive 

potential future conditions. Because of the inherent pr,ovy.statement prepared in accordance with 
limitations In anyscontrol system. misstatements due to error 14A, regarding Code of Ethics 
or fraud may occur and not be detected. included under the caption "Website Access" ,on page 16 

AS of the end of the period covered by this report, we of this Form 
carried out an evaluation, under the supervision and with ' 

the participation of management,'includlng the Chief - , 

Executive Officer along with the Chief Financial Ofker,.of Item 11. Executive Compensation 
the effectiveness, of the design and operation of our 
disciosure controls and procedures pursuant to Exchange The information under the headings "Executive 
Act Rules 13a-15(b) and 15d-15(b). Based upon the Compensation" and "Structure and Practices of the Board 
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of Directors - Director Compensation" and 
"- Compensation Committee Interlocks and insider 
Participation" contained in the Company's definitive pr& 
statement dated March 11, 2005 are incorporated hereln 
by reference. 

ltem 12. Security Ownership of Certain 
Beneficial Owners and 
Management and Related 
Shareholder Matters 

Equity compensation plans not approved by 
security holders , 

The BellSouth Corporation Executive incentive Award 
Deferral Plan (the "IADP") is a nonqualified deferred 
comper;lsation plan that was terminated effective Septem- 
ber 1996. Prior to termination of the IADP, eligible plan 
participants could elect to defer r'eceipt of some or all of 
the shares of BellSouth Common Stock.awarded to them 
under the BellSouth Corporation Executive Long-Term In- 
centive Plan (terminated effective February 1996). During 
the deferral weriod, dividend eauivalents increase the 

, '  . 1 number of shares payable to  pdrticipants at the same rate 
The-information under the headings' "~eneficldi'0wnership 

as the dividend rate received by all shareholders. Shares 
Of common Stock" 'Ontained In the Company's definitive arp issued tpp!an par?icipants in accordance with lndivid- 
proxy statement dated March 11. 2005 are incorporated- ial schedules that were when each 
herein by reference. ' 

'res~ective defdral ad'reement was execbted. Plan partici- - 
a pants"aie not required to pay an exercise price to receive 

SECURITIES AUTHORIZED FOR ISSUANCE UNDER these shares, Shareholder approval of this plan was not 

EQUITY COMPENSATION PLANS required under appl!cable provisions of law or the rules of 
the New York Stock Exchange. 

, , I , _  upon Mr:-Ackbiman's election to the positions of Chalr- 
Equity compensation plan information man of the Board, President and Chief Executive Officer, 

we entered into a retirementagreement with him that 
table provides Information about shares of became effective November 23, 1998. The agreement was 

BellSouth common stock that may be issued under our designed to incent Mr. Ackerman to remain with BellSouth 
equity compensa mber 31, 2004, beyond the age of sixty and to link compensation under 

1 _ '  
(C) 

the agreement to  BellSouth's performance. Pursuant to this 
n umber of agreement, Mr. Ackerman received an award of 1,348,918 

L 1 8  

securities nonqualified stock options with an exercise price of $41.00 
(A)  rernalnlng 

Number of (07 avallable~for per share. If he remains employed by BellSouth, these 
securltles to Weighted-, future ~ ~ ~ n c e  options vest 20% each year, beginning with Mr. Acker- 

be ishad average under equlty 
upon exercise compensation man's 60th birthday, which occurred in 2002. Shareholder 

exerclse of- price of pions approval of this plan was not require,d under applicable 
outstanding " outstanding (excluding ' 
, options. options, c securities provisions of law or the rules of the New York Stock 

warrants warrants reflected In Exchange. 
I and rights and rlghts column ( A ) )  

I - ,  , $ - A (  - I 

Equity cornpensatlon 
plans approved by Item 13. Certain Relationships and Related 
shareholders 104,414,655(~' $35.12 79,886,521(~) , Transactions 

Equlty compensation 
plans not approved by 
shareholders 1,572,645 $41.00'~' - The information under the heading "Structure and Prac- 

Totals 1°5,987,300 $35,19'3' 79,886,521 tices of the Board of Dlrectors - Related Party Transac- 
( I )  Consists of shares to be Issued upon exqrclse of outstanding - tions" contained in the Company's definitive proxy 

options granted under the Bei!South Corporation Stock and statement dated March I I, 2005 are incorporated herein 
Incentive Compensation Plan, the BellSouth Corporation Stock 
Plan, the BellSouth Corporaflon Stock Option Plan, the BellSouth by leference' 

Corporatlon Non-Employee Director Stock Plan, and the BellSouth 
Corporation Non-Employee Director Stock Option Plan. Of these 
plans. the only plan under which options maybe  grantkd in the Item 14. Principal Accountant Fees and 
future is the BellSouth Corporatlon Stock and incentive Compen- 
sation Plan. 

Services 
(2) The number of shares availobie for future grapt under the 

BellSouth Corporation Stock and lncentlve Compensation Plan (as 
approved by shareholders in ~p r i i 2004 )  IS equal t o  eighty mllllon The information under the headings "Audit Committee 
(80,000,000) shares authorized far issuance under the plan, less Report - Fees Paid to the lndependent Registered Public 
the cumulative number of awards granted under the plan that will  ti^^ ~i~~~ and -- P ~ ~ - A ~ ~ ~ ~ ~ ~ ~  of services by the 
be seffied by iss$ig shores. 

(3 )  The weighted average exercise prices in the table above exclude 
lndependent Registered Public Accounting Firm" contained 

223,727 shares payable under the Incentive A ward DBferrai Plan In the Company's definitive proxy dated 
at December 3 f ,  2004. March 11, 2005 are incorporated herein by reference. 
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E X H I B I T S  A N D  F I N A N C I A L  S T A T E M E N T  S C H E D U L E S  
B E L L S O U T H  C O R P O R A T I O N  

PART IV 

ltem 15. Exhibits and Financial Statement Schedules 

Page(s) In Thls 
Form 10-K 

a. Documents filed as a part of the report: 

(1) Financial Statements of BellSouth Corporation: 

.................................................... Consolidated Statements of Income 50 

Consolidated Balance Sheets.. ......................................................... 5 1 

................................................ Consolidated Statements of Cash Flows 52 

. . . . . . . . . . .  Consolidated Statements of Shareholders' Equity and Comprehensive income 53 

.............. ............................ Notes to  Consolidated Financial Statements :. 54 

............................. Reports of Independent Registered Pub,lic Accounting Firms 84 

Consolidated Financial Statements of Cinguiar Wireless LLC: 

Reports of independent Registered Public Accounting Firms ............................. Exhlbit 99a 
. , . .  Consolidat'ed Balance Sheets : ...... ; ...................................................... Exhibit 99a 

. . - .  
, . 

. 
Consolidated statements of Income ..................................... .'. ....... .': . . . . .  '~xhlbit 996 . . .  

I 

Consolidated Statements of ~.hange.s in Members' Capital .............................. Exhibit 99a 

Consolidated Statements of Comprehensive income .................................. .1 Exhibit 99a 

Consolidated Statements of Cash Flows ................................................ Exhiblt 99a 

Notes to  Consolidated Financial Statements ............................................ Exhibit 99a 

(2) Financial statement schedules have been omitted because the required information is 
contained in the financial statements and notes thereto or because such schedules are 
not required or applicable, 

(3) Exhibits: Exhibits identified in parentheses below. on file with the SEC, are incorporated 
herein by reference as exhibits hereto. All managemed contracts or compensatory 
plans or arrangements required to be filed as exhibits to this Form 10-K pursuant to 
ltem 15(c) are filed as Exhibits 10f through IOaaa inclusive. 

2 a Stock Purchase Agreement, dated as of March 5, 2004, by and among Telefbnica 
Mbviles, S.A,, each of the entities listed on Schedule I to the Agreement, and BellSouth 
Corporation (for purposed of the Sections and Articles identified in the Preamble only) 
(incorporated by reference to Exhibit 2-a to BellSouth's Form 8-K dated March 5, 2004, 
File No, 1-8607.) 

2a-I Amendment No. I to St,ock Purchase Agreement, dated as of July 8, 2004, by and 
among Telefbnica Mbviles, S.A. and the entities listed on the signature pages thereto 
(incorporated by reference to Exhibit 2a-I to Form 10-Q for the quarter ended 
September 30, 2004, File No. 1-8607.) 

2a-2 Amendment No. 2 to  Stock Purchase Agreement, dated as of October 4, 2004, by and 
among Telefbnica Mbviles. S.A, and the entities listed on the signature pages thereto 
(incorporated by reference to Exhiblt 2a-2 to Form 10-Q for the quarter ended 
September 30, 2004, File No. 1-8607.) 

2a-3 Amendment No. 3 to Stock Purchase Agreement. dated as of October 14, 2004, by and 
among Telefbnlca Mbviles, S,A, and the entities listed on the signature pages thereto 
(incorporated by reference to Exhibit 2a-3 to Form 10-Q for the quarter ended 
September 30, 2004, File No. 1-8607.) 

2a-4 Amendment No. 4 to Stock Purchase Agreement, dated as of October 27, 2004, by and 
among Telefbnica Mbviles, S.A, and the entities listed on the signature pages thereto 
(incorporated by reference to  Exhlbit 2a-4 to  Form 10-Q for the quarter ended 
September 30, 2004, File No. 1-8607.) 

3a Amended Articles of incorporation of BellSouth Corporation adopted December 5, 2000 
(Incorporated by reference to Exhibit 3a to Form 10-K for the year ended December 31, 
2000, File No, 1-8607,) 
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By-laws of BellSouth Corporation adopted April 26, 2004 <incorporated by reference to 
Exhlbit 3b to Form 10-Q for the quarter ended March 31, 2004, File No. 1-8607.) 

BellSouth Corporatlon Shareholder Rights Agreement dated November 22, 1999 
(lncorporated by reference to Exhlbit I to Report on Form $8-A dated November 23, 
1999, Flle No. 1-8607,) 

Amendment No, I to BellSouth Corporatlon Shareholder Rights Agreement, dated as of 
March 2, 2005 (Incorporated by reference to Exhlbit 4a to  Current Report on Form 8-K 
dated February 28, 2005, File No. 1-8607.) 

No Instrument whlch defines the rights of holders of long and intermedlate term debt of 
BellSouth Corporation is filed herewith pursuant to Regulation S-K, Item 601 (b) (4) (Ill) (A) 
Pursuant to this regulation, BellSouth Corporatlon hereby agrees to furnish a copy of any 
such instrument to the SEC upon request. 

* , I ,  

Agreement and Plan of Merger by and among AT&T Wlreless, Inc., Cingular Wireless 
Corporatlon, Clngular Wireless LLC and Links I Corporation, and, solely with respect to 
Sections 5.3, b.l(b), 6.5(b): and ~r t l c le  IX of the ~greement  and Plan of Meiger, SBC 
Communications Iric, and BellSouth Corporation dated as of February 17, 2008 
(lncorporated by reference to Exhibit 99.1 from the Current Report on Form 8-KIA of 
Clngular Wireless LLC dated February 17, 2004 and filed on February 18, 2004, File 

' 

NO. 001-31673.) 

Investment Agreement dated February 17, 20 ellSouth 'Corporation and 
SBC Communicatlons Inc. (lncorporated by reference to Exhibit IOnn to Form 10-K for 
the year ended December 31, 2003, Flle No. 1-8607.) 

Investment and Reorganlzation Agreement, dated as of October 25, 2004, by and 
among BellSouth Corporation, SBC Communications inc., Cingular Wireless Corporation, 
Clngular Wireless LLC, Links I Corporation, Cingular Wireless II, Inc., BLS Clngular Holding, 
LLC, SBC Alloy Holdings, Inc., BellSouth Enterprises, Inc,, BellSouth Mobile Systems, Inc., 
BellSouth Mobile Data, Inc, and SBC Long D/stance, Inc. (incorporated by ,reference to 
Exhibit 99,01 of the Form 8-K of Clngular Wlreless LLC filed on October 28, 2004, Fil9 
NO. 001-31673.) , -  

Revolving credit ~ ~ r e e m & n t  by h"d among ~ e l l ~ o u t h  Corporation, SBC - I) 

Communicatlons, Inc, and Clngular Wireless LLC, dated as of August 1, 2004 
(incorporated by refeience to Exhibit IOpp to the Form 10-Q for the quarter 'ended 
June 30, 2004, File No. 1-8'607.) 

Credit Agreement dated as of October 4, 2004 among BellSouth Corporation, the 
Lenders Party'Thereto and JPMorgan Chase Bank, as Administrative  gent 
(incorporated by reference to Exhibit IOxx to BellSouth's Form 8-K dated October 4, , 
2004, File No. 1-8607.) 

BellSouth Corporation Executive Long Term ~ibablllty and Survivor Protection plan as 
amended an'd restated effective January 1, 1994 (incorporated by reference to 
Exhibit 10c-I to Form 10-K for the year ended December 31, 1993, File No. 1-8607.) 

BellSouth Corporation Executive Transfer Plad (Incorporated by reference ~xhlblt IOee to  
Registration Statement No. '2-87846.) I - 

BellSouth Corporatlon Death Benefit Program (incorporated by reference to Exhibit I O f f  
' 

to Form 10-K for the year ended December 31, 1989, File No. 1-8607.) 

BellSouth corporati& Lecutlve Incentive Award Deferral Plan as amended and 
r 

restated effective September 23, 1996 (incorporated by reference to Exhibit log to  
Form 10-K for the year ended ~ecember  31, 1996, File No. 1-8607.) 

BellSouth Corporatlon ~bn~ua l i f i ed  Deferred Compensation Plan as amended and 
restated effective November 25, 1996 (incorporated by reference to Exhibit 10h to 
Form 10-K for the year ended December 31, 1996, File No, 1-8607.) 

BellSouth Corporation ~ u ~ p l k t e n t a l  Executive Retirement Plan as amended on 
March 23, 1998 (incorporated by reference to Exhlbit 101 to Form 10-Q for the quarter 
ended March 31, 1998, Flle No. 1-8607.) 
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Amendment to  BellSouth Corporatlon Supplemental Executive Retlrement Plan, as 
amended on March 23, 1998, dated as of December 23,2004. 

BeilSouth Corporation Executive Financial Services Plan, effective January 1, 2004. 

BellSouth Split-Dollar Life lnsurance Plan, as amended and restated and effective as of . 

November 24, 2003. 

BellSouth Officer Compensation Deferral Plan as amended and restated effectlve 
January 1, 2002 (lncorporated by reference to  Exhibit 102 to  Form 10-Q for the quarter 
ended September 30, 2001, File No, 1-8607.) 

BeliSouth Officer Personal Vehicle Perquisite Plan, effectlve January 1, 2004. 

BellSouth Supplemental Life lnsurance Plan, as amended and restated effective April I, 
2004. 

BeilSouth Officer Compensation Deferral Plan, as Amended and Restated Effective 
January 1, 2005. 

BellSouth ~xecut ivk Stock ownership Program, as revised September 27, 2004. 

BeliSouth Corporation Officer Short Term Incentive Award Plan (lncorporated by 
reference t o  Exhibit IOy t o  Form 10-Q for the quarter ended September-30, 1996, File 
NO. 1-8607.) 

2005 Named Executive Officer Compensation Term Sheet. 

BeilSouth Corporation Plan For Non-Employee Directors' Travel Accident insurance 
(lncorporated by reference to  Exhlbit 1011 t o  Registration Statement No.*2-87846, Flle 
NO. 1-8607.) I - 

BeilSouth Corporation Deferred Compensation Plan for Non-Employee Directors, as 
amended and restated effective March 9, 1984 (lncorporated by reference t o .  
Exhibit IOgg to  Registration Statement No. 2-87846, File No. 1-8607.) 

' 

BellSouth Corporation Director's Compensatlon Deferral Plan as Amended and Rkstated 
effective May 1, 2001 (lncorporated by reference from Exhlbit 101il to  Form 10-Q for 
the quarter ended March 31, 2001, Fiie No. 1-8607.)' 

First Amendment t o  BellSouth Corporation Director's Compensatlon Deferral Plan dated 
as of February 6, 2004, 

BeliSouth  on-~rnpioyee Directors Charitable Contrlbutl,on Program (l;,korporbted by 
reference t o  Exhiblt 10z t o  Form 10-K for the year ended December 31, 1992, File 
NO. 1-8607.) 

BellSouth Personal Retlrement Account Penslon Plan, as amended a,nd restated effective 
January 1, 1998 (incorporated by reference to  Exhibit AOq to  Form 10-K for the year 
ended December 31, 1998, File No. 1-8607.) 

Amendment dated December 22, 1998 t o  the BellSouth Personal Retirement &count 
Pension Plan (incorporated by reference t o  Exhiblt 10q-I to  Form 10-K for the year 
ended December 31, 1998, File No. 1-8607.) 

Amendment dated March 22, 1999 t o  the BeliSouth Personal Retlrement Account 
Pension Plan (lncorporated by reference t o  Exhibit 10q-2 to  Form 10-9 for the quarter, 
ended March 31, 1999, File No. 1-8607.) 

Amendment dated April 7, 1999 to  the 8ellSo"th Personal Retlrement Account Penslon 
Plan (incorporated by reference to  Exhibit 10q-3 to  Form 10-Q for the quarter ended 
March 31, 1999, Fiie No, 1-8607.) ' - . b ,  

Amendment dated May 6, 1999 to  the BellSouth Personal ~ e t l r e m e n t ~ ~ c c o u n t  Penslon 
Plan (incorporated by reference to  Exhlblt 10q-4 to Form 10-Q for the q ~ a r t e r  ended 
June 30, 1999, Fiie No. 1-8607.) ' / 

Amendment dated May 6, 1999 to  the BellSouth Personal Retirement, Account Penslon 
Plan (lncorporated by reference to  Exhibit 10q-5 to Form 10-Q for the quager ended 
June 30, 1999, Flle No. 1-8607.) 

Amendment dated May 7, 1999 to  the BellSouth Personal Retirement Account Penslon 
Plan (lncorporated by reference to Exhibit 10q-6 to Form 10-Q for the quarter ended 
June 30, 1999, Flle No. 1-8607.) 
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1 oz- I 

IOaa 

IOaa-I 

Amendment dated September 13, 1999 to the BellSouth Personal Retirement Account 
Pension Plan (incorporated by reference to Exhibit 10q-7 to Form 10-Q for the quarter 
ended September 30, 1999, Fllei No. 1-8607.) 

Amendment dated December 22, 1999 to thk ~ e i l ~ o u t h  Personal Retirement Account 
Pension Plan (incorporated by reference to Exhibit 109-8 to Form 10-K for the year 
ended December 31, 1999, File No. 1-8607.) 

Amendment dated December 15, 2000 to the BellSouth Personal Retirement Account 
Pension Plan (incorporated by reference Exhibit 10q-9 to Form 10-K for the year ended 
December 31, 2000, File No. 1-8607.) 

Amendment dated December 15, 2000 to the BeilSouth Personal Retirement Account 
Pension Plan (incorporated by r'eference to Exhibit 10q-10 to Form 10-K for the year 
ended December 31, 2000, File No. 1-8607.) 

Amendment dated December 15, 2000 to the BellSouth Personal Retirement Account 
Pension Plan (incorporated by reference to Exhibit 10q-11 to Form 10-K for the year 
ended December 3 1, 2000, File No, 1-8607.) 

Amendment dated Dece'mber 15, 2000 to the BellSouth Personal Retirement Account 
Pension Plan (incorporated by reference to Exhibit 10q-12 to Form 10-Q for the quarter 
ended September 30, 2001, File No. 1-8607.) 

Amendment dated December 18, 2001 to the BellSouth Personal Retirement Account 
Pension Plah p incorporated by reference to Exhibit 10q-43 to Form 10-K for the year 
ended December 31, 2001, File No. 1-8607.) 

Amendment dated December 17, 2002 to the BellSouth Personal Retirement Account 
Pension Plan (incorporated by reference 'to '14 to Form 10-K for the year 
ended December 31, 2002, File No. 1-8607.) 

Amendment dated December 23, 2003 fo the BellSouth Personal Retirement Account 
Pension Plan (incorporated by reference to Exhibit 10q-15 to Form 10-K for the year 
ended December 31, 2003, File No. 1-8607.) 

Amendment dated December 22, 2004 to the ~e l l~ou t 'h  Personal Retirement Account 
Pension Plan. j a 

BellSouth Corporation Trust Under Executive Benefit Plan(s) as amended April 28, 1995 
(incorporated by reference to Exhibit IOU-I to  Form 10-Q for the quarter ended June 30, 
1995, File No. 1-8607.) 

Amendment dated May 23, 1996 to the BellSouth ~ o r ~ o r a t i o n  Trust ~ n d e ;  Executive 
Benefit Plan(s) (incorporated-by reference to  Exhibit 10s-I to Form 10-Q for the quarter 
ended June 30, 1996, File No. 1-8607.) 

Second Amendment dated July 8, 2002 to the ~eilsouth ~drporation Trust Under 
Executive Benefit Plan(s) (incorporated by reference to Exhibit lor-2 to Form 10-Q for 
the quarter ended September 30, 2002, File No. 1-8607.) 

First Amendment dated'~ov&ber 1, 2003 to the B&outh Corporation Trust Under 
Executive Benefit Plan(s) (incorporated by reference to Exhibit lor-3 to Form 10-K for 
the year ended ~ecember  31, 2003, File No. 1-8607.) 

Second Amendment dated ~ecember  17, 2003 to the BellSouth Corporation Trust Under 
Executive Benefit Plan(s) (incorporated by reference to Exhibit lor-4 to Form 10-K for 
the year ended December 31, 2003, File No. 1-8607.) 

Third Amendment dated March 15, 2004 to the BellSouth Corporation Trust Under 
Executive Benefit Plan(s) (incorporated by reference to Exhibit lor-5 to the Form 10-Q 
for the quarter ended March 31, 2004, File No. 1-8607.) 

BellSouth Telecommunications, Inc. Trust Under Executive Benefit Plan(s) as amended 
April 28, 1995 (incorporated by reference to Exhibit 10v-I to Form 10-Q for the quarter 
ended June 30, 1995, File No. 1-8607.) 

Amendment dated May 23, 1996 to the BellSouth Telecommunications, Inc. Trust Under 
Executive Benefit Plan(s) (incorporated by reference to Exhibit l o t - I  to Form 10-Q for 
the quarter ended June 30, 1996, File No. 1-8607.) 
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Second Amendment dated July 8, 2002 to the BellSouth Teiecommunications, Inc. Trust 
Under Executive Benefit Plan(s) (incorporated by reference to Exhibit 10s-2 to 
Form 10-Q for the quarter ended September 30, 2002, File No. 1-8607.) 

First Amendment dated November 1. 2003 to the BeilSouth Telecommunications, Inc. 
Trust Under Executive Benefit Plan(s) (incorporated by reference to Exhibit 10s-3 to 
Form 10-K for the year ended December 31, 2003, File No. 1-8607,) 

Second Amendment dated December 17, 2003 to the BellSouth Telecommunications, 
Inc. Trust Under Executive Benefit Plan(s) (incorporated by reference to Exhibit 10s-4 to 
Form 10-K for the year ended December 31, 2003, File No. 1-8607.) 

Third Amendment dated March 15, 2004 to the BeilSouth Telecomm,unlcatlons, Inc. Trust 
Under Executive Benefit Plan(s) (lncorporated by reference to Exhibit 10s-5 to  the 
Form 10-Q for the quarter ended March 31, 2004, File No. 1-8607.) 

BellSouth Corporation Trust Under Board of Dlrectors Benefit Plan(s) as amended 
April 28, 1995 (incorporated by reference to Exhibit low-I to Form 10-Q for the quarter 
ended June 30, 1995, Flle No. 1-8607.) 

Amendment dated May 23, 1996 to the BellSouth Corporation Trust Under Board 
Dlrectors Benefit Plan(s) (incorporated by reference to Exhlbit IOU-I to Form, 10-Q for 
the quarter ended June 30, 1996, File No. 1-8607.) , 

Flrst Amendment dated November 1, 2003 to the BellSouth Corporation Trust Under 
Board of Directors Benefit Plan(s) (lncorporated by reference to Exhibit lot-2 to Form 
10-K for the year ended December 31, 2003, Flle No, 1-8607.) 

Second Amendment dated December j7, 2003 to-the BellSouth Corporation Trust Under.., 
Board of Directors Benefit Pian(s) (inc,orporated by reference to Exhibit lot-3, to , , 
Form 10-K for the year ended December 31, 2003, File I\lo, 1-8607.) 

Third Amendment dated March 15, 2004 t,o th,e BellS,outh Corporation Trust Under Board , 

of Dlrectors Benefit Plan(s) (lncorporated by re,ference to Exhibit lot-4 to the Forp 10-Q 
for the quarter ended March 31, 2004, File No. 1-8607.) 

1 ,I 

BellSouth Telecommunlcatlons, Inc. Trust Upde[.Boar;d of Dlrectors Benefit Plan(s) as , 

amended Aprii 28, 1995 (incorporated by reference to Exhibit lox-I to Form 10-Q for 
the quarter ended June 30, 1995, Flle No. 1-8607.) 

i ) 

Amendment dated May 23, 1996 to the ~ e l l ~ o u t h  Telecommunlcatlons, 1°C. Trust Under , '  

Board of Directors Benefit Plan(s) (lncorporated by reference to Exhibit 10v-I to  
Form 1 0 4  for the quarter ended June 30, 1996, File, No. 1-8607.) 

0 

First Amendment dated ~ovembk;  j,, 2003 to the BellSouth Telecommunicatigns, inc. 
' ' 

Trust Under ~ d a r d  of birectors Benefit Plan(s) (incorporated by reference to 
Exhibit IOU-2 to the I )  Form 10-K for the year ended December 31, 2003, File No. 1~8607.) 

Second Amendment dated December 17, 2003 to the BellSouth Telecommunications, - 
Inc, Trust Under Board of Directors Benefit-Plan(s) (lncorporated,byo reference to 
Exhibit IOU-3 to the Form 10-K for the year e-nded, December 31, 2003: File No. 1-8607.) 

Third Amendment dated March 15, 2004 to the Be!lSouth Teleco~munlcations, Inc. Trust 
Under Board of Directors Benefit Plan(s) (incorporated by ref,e,rence to Exhiblt JOu-4 to , 
the Form 10-Q for the quarter ended March 31, 2004, Flle No. 1-8607.) 

Amended and Restated BellSouth Corporation Stock Plan Effective Aprii 24, 1995 
(incorporated by reference to Exhibit 10v-I to Form 10-K for the year endzed 
December 31, 2000, File No, 1-8607.) 

BellSouth Corporation Stock and Incentive Compensation Plan as amended June 28, 
2004 (lncorporated by reference to Exhibit 10v-3 to the Form 10-Q for the quarter 
ended June 30, 2004, Flle No. 1-8607.) 

Non-Employee Director Non-Qualified Stock Option Terms and Conditions (lncorporated 
by reference to Exhibit 10-qq to BellSouth's Form 8-K dated September 30, 2004, File 
NO. 1-8607.) 

2004 Non-Qualified Stock Option Terms and Conditions (incorporated by reference to 
Exhibit 10-rr to BellSouth's Form 8-K dated September 30, 2004, File No. 1-8607.) 



IOhh 

IOkk 

IOkk-I 

IOmm 

IOnn 

1000 

BellSouth Retirement Savings Plan as amended and restated effective July 1, 2001 
(incorporated by reference to Exhiblt low to Form 10-K for the year ended 
December 31, 2001, File No. 1-8607.) 

First Amendment dated December 18, 2001 to the BellSouth Retlrement Savings Plan 
(incorporated by reference to Exhiblt low-I to Form 10-K for the year ended 
December 31, 2001, File No. 1-8607.) 

Second Amendment dated March 14, 2002 to the BellSouth Retlrement Savings Plan 
(incorporated by reference to Exhibit low-2 to Form 10-Q for the quarter ended 
September 30, 2002, File No. 1-8607.) 

Third Amendment to the BellSouth Retlrement Savings Plan effective as of May 1, 2002 
and December 10, 2002 (incorporated by reference to Exhibit low-3 to Form 10-K for 
the year ended December 31, 2002, Flle No. 1-8607.) 

Fourth Amendment dated December 23, 2003 to the BellSouth Retirement Savings Plan 
(incorporated by reference to Exhibit 10w-4 to Form 10-K for the year ended 
December 31, 2003, File No. 1-8607.) 

Fifth Amendment dated December 22, 2004 to the BellSouth Retirement Savings Plan. 

Agreement wlth Chief Executive OfHcer (incorporated by reference to Exhibit IOdd to 
Form 10-K for the year ended December 31, 1998, File No. 1-8607.) 

Agreement dated October 18, 2000 wlth Francis A. Dramls (incorporated by reference 
to Exhibit IOgg to Form 10-K for the year ended Decerriber 31, 2000, Flle No. 1-8607.) 

BellSouth Corporatlon Stock  la; Restricted Shares Award Agreement dated October 18, 
2000 for Francis A. Dramis (incorporated by reference to  Exhiblt IOgg-I to Form 10-K for 
the year ended December 31,2000, Flle No. 18607.) 

BellSouth Corporation Stock Plan Restricted Shares Award Escrow Agreement dated 
October 18, 2000 for Francls A. Dramls (incorporated by reference to Exhibit 10gg-2 to 
Form 10-K for the year ended December 31, 2000, File No. 1-8607,) 

Agreement dated I\/lay 19, 2003 with Ronald M. Dykes (incorporated by reference to 
Exhibit 10hh-4 to Form 10-Q for the quarter ended June 30, 2003, File No. 1-8607.) 

BellSouth Corporation Stock Plan Restricted Shares Award Agreement dated October 26, 
2000 for Ronald M. Dykes (incorporated by reference to  Exhibit IOhh-I to Form 10-K for 
the vear ended December 31. 2000. File No. 1-8607.) 

BellSouth Corporation Stock Plan Restricted Shares Award ~scrow ~ ~ r e e m e n t  dated 
October 26, 2000 for Ronald M. Dykes (incorporated by reference to Exhibit 10hh-2 to 
Form 10-K for the year ended December 31. 2000, File No. 1-8607.) 

Agreement dated December 16, 2003, between BellSouth Corporation and Mark L, 
Feidler (Incorporated by reference to Exhiblt IOkk to Form 10-K for the year ended 
December 31, 2003, File No. 1-8607.) 

Agreement dated as of October 18, 2000 by and between BellSouth Corporation and 
Richard A. Anderson (incorporated by reference to Exhiblt IOzz to Form 10-Q for the 
quarter ended September 30, 2004, File No. 1-8607.) 

Form of Director indemnity Agreement (incorporated by reference to Exhibit 1011 to 
Form 10-K for the year ended December 3 1, 2003, Flle No, 1-8607.) 

Form of BellSouth Corporation Stock and Incentive Compensation Plan Restricted Stock 
Award Agreement (incorporated by reference to Exhiblt 10-ss to BellSouth's Form 8-K 
dated September 30, 2004, File No. 1-8607.) 

Form of BellSouth Corporation Stock and Incentive Compensation Plan Restricted Stock 
Award Agreement (Non-Retirement Eligible, Change in Control) (incorporated by 
reference to Exhibit 10-tt to BellSouth's Form 8-K dated September 30, 2004, File 
NO. 1-8607.) 

Form of BellSouth Corporation Stock and lncentive Compensation Plan Restricted Stock 
Award Agreement (Retirement Eligible, No Change in Control) (incorporated by 
reference to Exhibit 10-uu to BellSouth's Form 8-K dated September 30, 2004, File 
NO. 1-8607.) 

B E L L S O U T H  2004 93 



I Orr 

I Oss 

I O t t  

IOuu 

IOvv 

-1Oww 

I oxx 

I O Y Y  

I Ozz 

IOaaa 

I I 

12 

2 1 

23a 

23b 

23c 

24 

3 1-0 

3 1-b 

32 

99a 

99b 

99c 

Form of BeliSouth Corporation Stock and lncentive Compensation Plan Restricted Award 
Agreement (Non-Retirement Eligible) (incorporated by reference to Exhibit IO-vv to 
BellSouth's Form 8-K dated September 30, 2004, Fiie No. 1-8607,) 

Form of BellSouth Corporation Stock Plan Restricted Shares Award Agreement (used in 
connection with Restricted Share grants to executive officers in 2000) (incorporated by 
reference to  Exhibit IOaaa to  Form 10-Q for the quarter ended September 30, 2004, Fiie 
NO. 1-8607.) 

Form of BellSouth Change in Control Executive Severance Agreements (incorporated by 
reference to Exhibit 10y-I to Form 10-Q for the quarter ended September 30, 2003, 
File No. 1-8607.) . .  I 

Form of BellSouth Corporation Stock and Incentive Compensation Plan Annual Incentive 
Award Agreement for Executive Officers (2005 Awards) (Incorporated by reference to 
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' / , I  

Form of BellSouth Corporation stock Plan Performance Shares Award Agreement (2005 
Awards - internal performance metrics) (incorporated by .reference to Exhibit IOzz to 

- I  I 
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BellSouth Long Distance, Inc. South Dakota Tariff No. 3 
Original Title Page 

SOUTH DAKOTA 

LOCAL EXCHANGE TELECOMMUNICATIONS SERVICES TARIFF 

OF 

BELLSOUTH LONG DISTANCE, INC. 

\ 

This tariff contains the descriptions, regulations, and rates applicable to the provision of local 
exchange telecommunications services provided by BellSouth Long Distance, Inc. with 
principal offices at 400 Perimeter Center Terrace, Suite 400, Atlanta, Georgia 30346 for 
services furnished within the State of South Dakota. This tariff is on file with the South 
Dakota Public Utilities Commission. 

In accordance with SDCL 20:10:06:02, this tariff is available for public inspection during 
normal business hours at the main office of copies may be inspected, during normal business 
hours, at the Company's principal place of business located at 400 Perimeter Center Terrace, 
Suite 400, Atlanta, Georgia 30346. 

Issued: July 20,2005 Effective: 

Issued by: Director, Business Implementation & Compliance 
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CHECK SHEET 
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EXPLANATION OF SYMBOLS, REFERENCE 
MARKS, AND ABBREVIATIONS OF TECHNICAL 

TERMS USED IN THIS TARIFF 

The following symbols shall be used in this tariff for the purpose indicated below: 

(C) - To signify changed regulation. 

@) - To signify discontinued rate or regulation. 

O - To signify increased rate. 

- To signify a move in the location of text. 

- To signify new rate or regulation. 

(R) - To signify reduced rate. 

(T) - To signify a change in text but no change in rate or regulation.. 

Issued: July 20,2005 Effective: 

Issued by: Director, Business Implementation & Compliance 
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APPLICATION OF TARWF 

This tariff sets forth the service offerings, rates, terms and conditions applicable to the furnishing of intrastate 
end-user local exchange communications services by BellSouthLong Distance, Inc., hereinafter referred to as 
the Company, to Customers within the state of South Dakota. BellSouth Long Distance3 services are 
furnished subject to the availability of facilities and subject to the terms and conditions set forth herein. 

This tariff is on file with the South DakotaPublic Utilities Commission. In addition, this tariff is available for 
review at the main office of BellSouth Long Distance, Inc. at 400 Perimeter Center Terrace, Suite 400, 
Atlanta, Georgia 30346. 

Issued: July 20,2005 Effective: 
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TARlFP FORMAT 

Page Numbering - Page numbers appear in the upper right corner of the page. Pages are numbered 
sequentially. However, new pages are occasionally added to the tariff. When a new page is added 
between pages already in effect, a decimal is added. For example, a new page added between pages 
14and 15 wouldbe 14.1. 

Page Revision Numbers - Revision numbers also appear in the upper right comer of each page. 
These numbers are used to determine the most current page version on file with the Commission. For 
example, the 4th Revised Page 14 cancels the 3rd Revised Page 14. Because of various suspension 
periods, deferrals, etc., the most current page number on file with the Commission is not always the 
tariff page in effect. Consult the Check Sheet for the page currently in effect. 

Paragraph Numbering Sequence - There are nine levels of paragraph coding. Each level ofcoding 
is subservient to its next higher level: 

Check Sheets - When a tariff filing is made with the Commission, an updated Check Sheet 
accompanies the tariff filing. The Check Sheet lists the pages contained in the tariff, with a cross 
reference to the current revision number. When new pages are added, the Check Sheet is changed to 
reflect the revision. All revisions made in a given filing are designated by an asterisk (*). There will 
be no other symbols used on this page if these are the only changes made to it (i.e., the format, etc. 
remain the same, just revised revision levels on some pages.) The tariff user should refer to the latest 
Check Sheet to find out if a particular page is the most current on file with the Commission. 

Issued: July 20,2005 Effective: 
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SECTION 1 - DEFINITIONS 

Access Line - An arrangement that connects the Customer's location to a BellSouth Long Distance switching 
center or point of presence. 

Account Codes - Optional, Customer-defmed digits that allow the Customer to identify the individual user, 
department or client associated with a call. Account Codes appear on the Customer bill. 

Advance Payment - Part or all of a payment required before the start of service. 

Authorized User - A person, firm, corporation, or any other entity authorized by the Customer to 
communicate utilizing the Company's service. 

BellSouth Long Distance -Used throughout this tariff to mean BellSouth Long Distance, Inc. unless clearly 
indicated otherwise by the text. 

Business - A class of service provided to individuals engaged in business, firms, partnerships, corporations, 
agencies, shops, works, tenants of office buildings, and individuals practicing a profession or operating a 
business who have no offices other than their residences and where the use of the service is primarily or 
substantially of a business, professional or occupational nature. 

Commission - South Dakota Public Utilities Commission 

Company or Carrier - BellSouth Long Distance, Inc., unless otherwise clearly indicated .by the context. 

Customer - The person, f m ,  corporation or other entity which orders, cancels, amends oruses service and is 
responsible for payment of charges and compliance with the Company's tariff. 

Issued: July 20,2005 Effective: 

Issued by: Director, Business Implementation & Compliance 
BellSouth Long Distance, Inc. 
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SECTION 1 - DEFINITIONS, (CONT'D.) 

Deposit - Refers to a cash or equivalent of cash security held as a guarantee for payment of the charges. 

DID Trunk - A form of local switched access that provides the ability for an outside party to call an internal 
extension directly without the intervention of the Company operator. 

Dial Pulse (or "DP") - The pulse type employed by rotary dial station sets. 

Direct Inward Dial (or "DID") - A service attribute that routes incoming calls directly to stations, by- 
passing a central answering point. 

Direct Outward Dial (or "DOD") - A service attribute that allows individual station users to access and dial 
outside numbers directly. 

Dual Tone Multi-Frequency (or llDTMF") - The pulse type employed by tone dial station sets. 

End User - Any person, firm, corporation, partnership or other entity that uses the services of the Company 
under the provisions and regulations of this tariff. The End User is responsible for payment unless the charges 
for the services utilized are accepted and paid by another Customer. 

End Office - With respect to each NPA-NXX code p r e k  assigned to the Company, the location of the 
Company's "end office" for purposes of this tariff shall be the point of interconnection associated with that 
NPA-NXX code in the Local Exchange Routing Guide ("LERG"), issued by Telcordia. 

Hearing Impaired - Those persons with communication impairments, including those hearing impaired, 
deaf, deaflblind, and speech impaired persons who have -an impairment that prevents them from 
communicating over the telephone without the aid of a telecommunications device for the deaf. 

Hunting - Routes a call to an idle station line in a prearranged group when the called station line is busy. 

Issued: July 20,2005 Effective: 
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SECTION 1 - DEFINITIONS, (CONT'D.) 

In-Only - A service attribute that restricts outward dial access and routes incoming calls to a designated 
answer point. 

Independent Territory - Independent Telephone Company locations outside of the BellSouth 
Telecommunications Service area. 

MC or Interexchange Carrier - A long distance telecommunications services provider. 

LATA - A Local Access and Transport Area established pursuant to the Modification of Final Judgment 
entered by the United States District Court for the District of Columbia in Civil Action No. 82-01 92; or any 
other geographic area designated as a LATA in the National Exchange Carrier Association, Inc. TariffF.C.C. 
No. 4. 

LEC - Local Exchange Company. 

Minimum Point of Presence ("MPOP'') - The main telephone closet in the Customer's building. 

Monthly Recurring Charges - The monthly charges to the Customer for services, facilities and equipment, 
which continue for the agreed upon duration of the service. 

Multi-Frequency or ("MF") - An inter-machine pulse-type used for signaling between telephone switches, 
or between telephone switches and PBX/key systems. 

Non-Recurring Charge ("NRC") - The initial charge, usually assessed on a one-time basis, to initiate and 
establish service. 

Other Telephone Company - An Exchange Telephone Company, other than the Company. 

Issued: July 20,2005 Effective: 
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SECTION 1 - DEFINITIONS, (CONT'D.) 

PBX - Private Branch Exchange 

Premises - A building or buildings on contiguous property. 

Recurring Charges - The monthly charges to the Customer for services, facilities and equipment which 
continue for the agreed upon duration of the service. 

Residence or Residential - A class of service furnished to a Customer at a place of dwelling where the actual 
or obvious use is for domestic purposes. I 

Service Commencement Date - The first day following the date on which the Company notifies the 
Customer that the requested service is available for use, unless extended by the Customer's refusal to accept 
service which does not conform to standards set forth in the Service Order or this tariff, in which case the 
Service Commencement Date is the date of the Customer's acceptance. The Company and Customer may 
mutually agree on a substitute Service Commencement Date. 

Semice Order - The written request for services executed by the Customer and the Company in the format 
devised by the Company. The signing of a Order by the Customer and acceptance by the Company initiates 
the respective obligations of the parties as set forth therein and pursuant to this tariff, but the duration of the 
service is calculated £rom the Service Commencement Date. 

Two Way - A service attribute that includes outward dial capabilities for outbound calls and can also be used 
to carry inbound calls to a central point for further processing. 

Usage Based Charges - Charges for minutes or messages traversing over local exchange facilities. 

User or End. User - A Customer, Joint User, or any other person authorized by a Customer to use service 
provided under this tariff. 

Issued: July 20,2005 Effective: 
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SECTION 2 - REGULATIONS 

2.1 Undertaking of the Company 

2.1.1 Scope 

The Company undertakes to furnish communications service pursuant to the terms of this 
tariff in connection with one-way and/or 60-way information transmission between points 
within the state of South Dakota. 

The Company is responsible under this tariff only for the services and facilities provided 
hereunder, and it assumes no responsibility for any service provided by any other entity that 
purchases access to the Company network in order to originate or terminate its own services, 
or to communicate with its own customers. 

2.1.2 Shortage of Equipment or Facilities 

(A) The Company reserves the right to limit or to allocate the use of existing facilities, 
or of additional facilities offered by the Company, when necessary because of lack 
of facilities, or due to some other cause beyond the Company's control. 

) The furnishing of service under this tariff is subject to the availability on a 
continuing basis of all the necessary facilities and is limited to the capacity of the 
Company's facilities as well as facilities the Company may obtain from other 
carriers to furnish service fiom time to time as required at the sole discretion of the 
Company. 

Issued: July 20,2005 Effective: 
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SECTION 2- REGULATIONS, (CONT'D.) 

Undertaking of the Company, (Cont'd.) 

2.1.3 Terms and Conditions 

(A) Service is provided on the basis of a minimum period of at least thrrty (30) days, 24- 
hours per day. For the purpose of computing charges in this tariff, a month is 
considered to have 30 days. 

) Except as otherwise stated in this tariff, Customers may be required to enter into 
written service orders which shall contain or reference a specific description of the 
service ordered, the rates to be charged, the duration of the services, and the terms 
and conditions in this tariff. Customers will also be required to execute any other 
documents as may be reasonably requested by the Company. 

(C) At the expiration of the initial term specified in each Service Order, or in any 
extension thereof, service shall continue on a month-to-month basis at the then 
current rates unless terminated by either party upon notice. Any termination shall 
not relieve the Customer of its obligation to pay any charges incurred under the 
service order and this tariff prior to termination. The rights and obligations which by 
their nature extend beyond the termination of the term of the service order shall 
survive such termination. 

D. In any action between the parties to enforce any provision of this tariff, the 
prevailing party shall be entitled to recover its legal fees and court costs fiom the 
non-prevailing party in addition to other relief a court may award. 

Issued: July 20,2005 Effective: 
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SECTION 2- REGULATIONS, (CONT'D.) 

2.1 Undertaking of the Company, (Cont'd.) 

2.1.3 Terms and Conditions, (cont'd.) 

(E) Service may be terminated upon written notice to the Customer if: 

(1) the Customer is using the service in violation of this ta r ie  or 

(2) the Customer is using the service in violation of the law. 

(F) This tariff shall be interpreted and governed by the laws of the state of SouthDakota 
regardless of its choice of laws provision. 

(G) Any other Telephone Company may not interfere with the right of any person or 
entity to obtain service directly from the Company. No person or entity shall be 
required to make any payment, incur any penalty, monetary or otherwise, or 
purchase any services in order to have the right to obtain service directly from the 
Company. 

(H) To the extent that either the Company or any other telephone company exercises 
control over available cable pairs, conduit, duct space, raceways, or other facilities 
needed by the other to reach a person or entity, the party exercising such control 
shall make them available to the other on terms equivalent to those under which the 
Company makes similar facilities under its control available to its customers. At the 
reasonable request of either party, the Company and the other telephone company 
shall join the attempt to obtain from the owner of the property access for the other 
party to serve a person or entity. 

Issued: July 20,2005 Effective: 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.1 Undertaking of the Company, (Cont'd.) 

2.1.4 Limitations on Liability 

(A) The Company3 liability for damages arising out of mistakes, interruptions, 
omissions, delays, errors, or defects in transmission which occur in the course of 
furnishing service or facilities, shall be determined in accordance with SDCL 49-13- 
1 and 49-13-1.1 and any other applicable law. 

(B) The Liability of the Company for errors in billing that result in overpayment by the 
Customer may be limited to a credit equal to the dollar amount erroneously billed or, 
in the event that payment has been made and service has been discontinued, to a 
refund of the amount erroneously billed in accordance with SDCL 49-1 3-1 and 49- 
13-1.1 and any other applicable law. 

~ssued: July 20,2005 Effective: 
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SECTION 2 - REGULATIONS, (CONT'D.) 

Undertaking of the Company, (Contld.) 

2.1.4 Limitations on Liability, (cont'd.) 

(C) The Company shall be indemnified and saved harmless by the Customer from and 
against all loss, liability, damage and expense, including reasonable counsel fees, 
due to: 

(1) Any act or omission of (a) the Customer, or (b) common carriers or 
warehousemen, except as contracted by the Company; 

Any delay or failure ofperformance or equipment due to causes beyondthe 
Company's control, including but not limited to, acts of God, fires, floods, 
earthquakes, hurricanes, or other catastrophes; national emergencies, 
insurrections, riots, wars or other civil commotions; strikes, lockouts, work 
stoppages or other labor difficulties; criminal actions taken against the 
Company; unavailability, failure or malfunction of equipment or facilities 
provided by the Customer or third parties; and any law, order, regulation or 
other action of any governing authority or agency thereof; 

(3) Any unlawful or unauthorized use of the Company's facilities and services; 

(4) Libel, slander, invasion ofprivacy or infringement of patents, trade secrets, 
or copyrights arising from'or in connection with the material transmitted by 
means of Company-provided facilities or services; or by means of the 
combination of Company-provided facilities or services; 

(5) Breach in the privacy or security of communications transmitted over the 
Company's facilities; 

Issued: July 20,2005 Effective: 
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SECTION 2 - REGULATIONS, (coNT'D.) 

2.1 Undertaking of the Company, (Cont'd.) 

2.1.4 Limitations on Liability, (cont'd.) 

C. (continued) 

(6) Changes in any of the facilities, operations or procedures of the Company 
that render any equipment, facilities or services provided by the Customer 
obsolete, or require modification or alteration of such equipment, facilities 
or services, or otherwise affect their use or performance, except where 
reasonable notice is required by the Company and is not provided to the 
Customer, in which event the Company's liability is limited as set forth in 
paragraph A. of this Subsection 2.1.4. 

(7) Defacement of or damage to Customer premises resulting from the 
furnishing of services or equipment on such premises or the installation or 
removal thereof which is not the result of negligence; 

(8) Injury to property or injury or death to persons, including claims for 
payments made under Workers' Compensation law or under any plan for 
employee disability or death benefits, arising out of, or caused by, any act or 
omission of the Customer, or the construction, installation, maintenance, 
presence, use or removal of the Customer's facilities or equipment 
connected, or to be connected to the Company's facilities; 

(9) Any calls not actually attempted to be completed during any period that 
service is unavailable; 

(10) And any other claim resulting from any act or omission of the Customer or 
patron(s) of the Customer relating to the use of the C0mpany.s services or 
facilities. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.1 Undertaking of the Company, (Contld.) 

2.1.4 Limitations on Liability, (cont'd.) 

(D) The Company does not guarantee nor make any warranty with respect to 
installations provided by it for use in an explosive atmosphere. 

(E) Failure by the Company to assert its rights pursuant to one provision of this tariff 
does not preclude the Company from asserting its rights under other provisions. 

) Directory Errors - In the absence of negligence or w m l  misconduct, no liability 
for damages arising from errors or mistakes in or omissions of directory listings, or 
errors or mistakes in or omissions of listing obtainable fkom the directory assistance 
operator, including errors in the reporting thereof, shall attach to the Company. An 
allowance for errors or mistakes in or omissions ofpublished directory listings or for 
errors or mistakes in or omissions of listing obtainable fi-om the directory assistance 
operator shall be at the monthly tariff rate for each listing, or in the case of a free or 
no-charge directory listing, credit shall equal two times the monthly tariff rate for an 
additional listing, for the life of the directory or the charge period during which the 
error, mistake or omission occurs. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

Undertaking of the Company, (Cont'd.) 

2.1.4 Limitations on Liability, (cont'd.) 

(G) With respect to Emergency Number 911 Service: 

(1) This service is offered solely as an aid in handling assistance calls in 
connection with fire, police and other emergencies. 

(2) Neither is the Company responsible for any irdXrtgement, nor invasion of 
the right of privacy of any person or persons, caused or claimed to have 
been caused directly or indirectly, by the installation, operation, failure to 
operate, maintenance, removal, presence, condition, occasion or use of 
emergency 9 1 1 senrice features and the equipment associated therewith, or 
by any services furnished by the Company, including, but not limited to the 
identification of the telephone number, address or name associated with the 
telephone used by the party or parties accessing emergency 91 1 service, and 
which arise out of the negligence or other wrongful act of the Company, the 
Customer, its users, agencies or municipalities, or the employees or agents 
of any one of them. 

(3) When a Customer with a non-published telephone number, as defined 
herein, places a call to the emergency 9 1 1 service, the Company will release 
the name and address of the calling party, where such information can be 
determined, to the appropriate local governmental authority responsible for 
emergency 91 1 service upon request of such governmental authority. By 
subscribing to service under this tariff, the Customer acknowledges and 
agrees with the release of information as described above. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.1 Undertaking of the Company, (Cont'd.) 

2.1.5 Notification of Service-Affecting Activities 

The Company will provide the Customer reasonable notification of service-affecting 
activities that may occur in normal operation of its business. Such activities may include, but 
are not limited to, equipment or facilities additions, removals or rearrangements and routine 
preventative maintenance. Generally, such activities are not specific to an individual 
Customer but affect many Customers' services. No specific advance notification period is 
applicable to all service activities. The Company will work cooperatively with the Customer 
to determine the reasonable notification requirements. With some emergency or unplanned 
service-affecting conditions, such as an outage resulting from cable damage, notification to 
the Customer may not be possible. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.1 Undertaking of the Company, (Cont'd.) 

2.1.6 Provision of Equipment and Facilities 

The Company shall use reasonable efforts to make available services to a Customer 
on or before a particular date, subject to the provisions of and compliance by the 
Customer with, the regulations contained in this tariff. The Company does not 
guarantee availability by any such date and shall not be liable for any delays in 
commencing service to any Customer. 

The Company shall use reasonable efforts to maintain only the facilities and 
equipment that it fUrnishes to the Customer. The Customer may not, nor may the 
Customer permit others to, rearrange, disconnect, remove, attempt to repair, or 
otherwise interfere with any of the facilities or equipment installed by the Company, 
except upon the written consent of the Company. 

The Company may substitute, change or rearrange any equipment or facility at any 
time and fiom time to time, but shall not thereby alter the technical parameters of the 
service provided the Customer. 

Equipment the Company provides. or installs at the Customer Premises for use in 
connection with the services the Company offers shall not be used for any purpose 
other than that for which it was provided. 

The Customer shall be responsible for the payment of service charges as set forth 
herein for visits by the Company's agents or employees to the Premises of the 
Customer when the service difficulty or trouble report results &om the use of 
equipment or facilities provided by any party other than the Company, including but 
not limited to the Customer. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

Undertaking of the Company, (Cont'd.) 

2.1.6 Provision of Equipment and Facilities, (Cont'd.) 

(F) The Company shall not be responsible for the installation, operation, or maintenance 
of any Customer-provided communications equipment. Where such equipment is 
connected to the facilities furnished pursuant to this tariff, the responsibility of the 
Company shall be limited to the furnishing of facilities offered under this tariff and 
to the maintenance and operation of such facilities. Subject to this responsibility, the 
Company shall not be responsible for: 

(1) the transmission of signals by Customer-provided equipment or for the 
quality of, or defects in, such transmission; or 

(2) the reception of signals by Customer-provided equipment. 

2.1.7 Non-routine Installation 

At the Customer's request, installation andlor maintenance may be performed outside the 
Company's regular business hours or in hazardous locations. In such cases, charges based on 
cost of the actual labor, material, or other costs incurred by or charged to the Company will 
apply. If installation is started during regular business hours but, at the Customer's request, 
extends beyond regular business hours into time periods including, but not limited to, 
weekends, holidays, andlor night hours, additional charges may apply. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.1 Undertaking of the Company, (Cont'd.) 

2.1.8 Special Construction 

Subject to the agreement of the Company and to all of the regulations contained in this tariff, 
special construction of facilities may be undertaken on a reasonable efforts basis at the 
request of the Customer. Special construction is that construction undertaken: 

(A) where facilities are not presently available, and there is no other requirement for the 
facilities so constructed; 

(B) of a type other than that which the Company would normally utilize in the 
fUmishing of its services; 

(C) over a route other than that which the Company would normally utilize in the 
furnishing of its services; 

@) in a quantity greater than that which the Company would normally construct; 

(E) on an expedited basis; 

(F) on a temporary basis until permanent facilities are available; . 
(G) involving abnormal costs; or 

0 in advance of its normal construction. 

2.1.9 Ownership of Facilities 

Title to all facilities provided in accordance with this tariff remains in the Company, its 
partners, agents, contractors or suppliers. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.2 Prohibited Uses 

The services the Company offers shall not be used for any unlawful purpose or for any use as 
to which the Customer has not obtained all required governmental approvals, authorizations, 
licenses, consents and permits. 

The Company may require applicants for service who intend to use the Company's offerings 
for resale andlor for shared use to file a letter with the Company confirming that their use of 
the Company's offerings complies with relevant laws and Commission regulations, policies, 
orders, and decisions. 

The Company may block any signals being transmitted over its Network by Customers 
which cause interference to the Company or other users. Customer shall be relieved of all 
obligations to make payments for charges relating to any blocked Service and shall 
indemnify the Company for any claim, judgment or liability resulting from such blockage. 

A customer, joint user, or authorized user may not assign, or transfer in any manner, the 
service or any rights associated with the service without the written consent of the Company. 
The Company will permit a Customer to transfer its existing service to another entity if the 
existing Customer has paid all charges owed to the Company for regulated communications 
services. Such a transfer will be treated as a disconnection of existing service and installation 
of new service, and non-recurring installation charges as stated in this tariff will apply. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

Obligations of the Customer 

2.3.1 General 

The Customer is responsible for making proper application for service; placing any 
necessary order, complying with tariff regulations; payment of charges for services provided. 
Specific Customer responsibilities include, but are not limited to the following: 

(A) the payment of all applicable charges pursuant to this tariff; 

(B) damage to or loss of the Company's facilities or equipment caused by the acts or 
omissions of the Customer; or the noncompliance by the Customer, with these 
regulations; or by fire or theft or other casualty on the Customer Premises, unless 
caused by the negligence or willful misconduct of the employees or agents of the 
Company; 

(C) providing at no charge, as specified from time to time by the Company, any needed 
personnel, equipment space and power to operate Company facilities and equipment 
installed on the premises of the Customer, and the level of heating and air condi- 
tioning necessary to maintain the proper operating environment on such premises; 

0) obtaining, maintaining, and otherwise having full responsibility for all rights-of-way 
and conduits necessary for installation of fiber optic cable and associated equipment 
used to provide Communication Services to the Customer fiom the cable building 
entrance or property line to the location of the equipment space described in 
2.3.1 (C). Any and all costs associated with obtaining and maintaining the rights-of- 
way described herein, including the costs of altering the structure to permit 
installation of the Company-provided facilities, shall be borne entirely by, or may be 
charged by the Company to, the Customer. The Company may require the Customer 
to demonstrate its compliance with this section prior to accepting an order for 
service; 
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SECTION 2 - REGULATIONS, (CONT'D.) 

Obligations of the Customer, (Cont'd.) 

2.3.1 General, (cont'd.) 

) providing a safe place to work and complying with all laws and regulations 
regarding the working conditions on the premises at which Company employees and 
agents shall be installing or maintaining the Company's facilities and equipment. 
The Customer may be required to install and maintain Company facilities and 
equipment within a hazardous area if, in the Company's opinion, injury or damage to 
the Company's employees or property might result from installation or maintenance 
by the Company. The Customer shall be responsible for identifymg, monitoring, 
removing and disposing of any hazardous material (e.g. asbestos) prior to any 
construction or installation work; 

(J?) complying with all laws and regulations applicable to, and obtaining all consents, 
approvals, licenses and permits as may be required with respect to, the location of 
Company facilities and equipment in any Customer premises or the rights-of-way 
for which Customer is responsible under Section 2.3.1 @) and granting or obtaining 
permission for Company agents or employees to enter the premises of the Customer 
at any time for the purpose of installing, inspecting, maintaining, repairing, or upon 
termination of service as stated herein, removing the facilities or equipment of the 
Company; 

(G) not creating, or allowing to be placed, any liens or other encumbrances on the 
Company's equipment or facilities; and 

(H) making Company facilities and equipment available periodically for maintenance 
purposes at a time agreeable to both the Company andthe Customer. No allowance 
will be made for the period during which service is interrupted for such purposes. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.3 Obligations of the Customer, (Cont'd.) 

2.3.2 Liability of the Customer 

(A) The Customer will be liable for damages to the facilities of the Company and for all 
incidental and consequential damages caused by the negligent or intentional acts or 
omissions of the Customer, its officers, employees, agents, invites, or contractors 
where such acts or omissions are not the direct result of the Company's negligence 
or intentional misconduct. 

(B) To the extent caused by any negligent or intentional act of the Customer as 
described in (A), preceding, the Customer shall indemnify, defend and hold 
harmless the Company from and against all claims, actions, damages, liabilities, 
costs and expenses, including reasonable attorneys' fees, for (1) any loss, destruction 
or damage to property of any third party, and (2) any liability incurred by the 
Company to any third party pursuant to this or any other tariff of the Company, or 
otherwise, for any interruption of, interference to, or other defect in any service 
provided by the Company to such third party. 

(C) The Customer shall not assert any claim against any other Customer or user of the 
Company's services for damages resulting in whole or in part from or arising in 
connection with the furnishing of service under this tariff including but not limited 
to mistakes, omissions, interruptions, delays, errors or other defects or 
misrepresentations, whether or not such other Customer or user contributed in any 
way to the occurrence of the damages, unless such damages were caused solely by 
the negligent or intentional act or omission of the other Customer or user and not by 
any act or omission of the Company. The Companyz liability shall be determined in 
accordance with SDCL 49-13-1 and 49-13-1.1 and any other applicable law. 
Nothing in this tariff is intended either to limit or to expand Customer's right to 
assert any claims against third parties for damages of any nature other than those 
described in the preceding sentence. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.4 Customer Equipment and Channels 

2.4.1 General 

AUser may transmit or receive information or signals via the facilities of the Company. The 
Company's services are designed primarily for the transmission of voice-grade telephonic 
signals, except as otherwise stated in this tariff. A User may transmit any form of signal that 
is compatible with the Company's equipment, but the Company does not guarantee that its 
services will be suitable for purposes other than voice-grade telephonic communication 
except as specifically stated in this tariff. 

2.4.2 Station Equipment 

(A) Terminal equipment on the User's Premises and the electric power consumed by 
such equipment shall be provided by and maintained at the expense of the User. The 
User is responsible for the provision of wiring or cable to connect its terminal 
equipment to the Company Point of Connection. 

(B) The Customer is responsible for ensuring that Customer-provided equipment 
connected to Company equipment and facilities is compatible with such equipment 
and facilities. The magnitude and character of the voltages and currents impressed 
on Company-provided equipment and wiring by the connection, operation, or 
maintenance of such equipment and wiring shall be such as not to cause damage to 
the Company-provided equipment and wiring or injury to the Company's employees 
or to other persons. Any additional protective equipment required to prevent such 
damage or injury shall be provided by the Company at the Customer's expense, 
subject to prior Customer approval of tlie equipment expense. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.4 Customer Equipment and Channels, (Cont'd.) 

2.4.3 Interconnection of Facilities 

(A) Any special interface equipment necessary to achieve compatibility between the 
facilities and equipment of the Company used for furnishing Communication 
Services and the channels, facilities, or equipment of others shall be provided at the 
Customer's expense. 

(B) Communication Services may be connected to the services or facilities of other 
communications carriers only when authorized by, and in accordance with, the terms 
and conditions of the tariffs of the other commu&cations carriers that are applicable 
to such connections. 

(C) Facilities furnished under this tariff may be connected to Customer-provided 
terminal equipment in accordance with the provisions of this tariff. All such terminal 
equipment shall be registered by the Federal Communications Commission pursuant 
to Part 68 of Title 47, Code of Federal Regulations; i d  all User-provided wiring 
shall be installed and maintained in compliance with those regulations. 

0) Users may interconnect communications facilities that are used in whole or in part 
for interstate communications to services providedunder this tariff only to the extent 
that the user is an is "End User", as defined in Section 69.2(m), Title 47, Code of 
Federal Regulations (1 992 edition). 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.4 Customer Equipment and Channels, (Cont'd.) 

2.4.4 Inspections 

(A) Upon suitable notification to the Customer, and at a reasonable time, the Company 
may make such tests and inspections as may be necessary to determine that the 
Customer is complying with the requirements set forth in Section 2.4.2(A) for the 
installation, operation, and maintenance of Customer-provided facilities, equipment, 
and wiring in the c o ~ e c t i o n  of Customer-provided facilities and equipment to 
Company-owned facilities and equipment. 

(B) If the protective requirements for Customer-provided equipment are not being 
complied with, the Company may take such action as it deems necessary to protect 
its facilities, equipment, and personnel. The Company will notify the Customer 
promptly if there is any need for further corrective action. Within ten days of 
receiving this notice, the Customer must take this corrective action and notify the 
Company of the action taken. If the Customer fails to do this, the Company may 
take whatever additional action is deemed necessary, including the suspension of 
service, to protect its facilities, equipment and personnel fiom harm. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.5 Payment Arrangements 

2.5.1 Payment for Service 

The Customer is responsible for the payment of all charges for facilities and services 
furnished by the Company to the Customer and to all Authorized Users by the Customer, 
regardless of whether those services are used by the Customer itself or are resold to or shared 
with other persons. 

The Customer is responsible for payment of any sales, use, gross receipts, excise, access or 
other local, state, federal and 911 taxes, charges or surcharges (however designated) 
(excluding taxes on Company's net income) imposed on or based upon the provision, sale or 
use of Network Services. 

The security of the Customers PIN is the responsibility of the Customer. All calls placed 
using a PIN shall be billed to and shall be the obligation'of the Customer. The Customer 
shall not be responsible for charges in connection with the unauthorized use of PINS arising 
after the Customer notifies the Company of the loss, theft, or other breach of security of such 
PINS. 

Customers will only be charged once, on either an interstate or intrastate basis, for any 
nonrecurring or usage based charges. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.5 Payment Arrangements, (Cont'd.) 

2.5.2 Billing and Collection of Charges 

The Customer is responsible for payment of all charges incurred by the Customer or other 
Authorized Users for services and facilities furnished to the Customer by the Company. 

(A) Nonrecurring charges are due and payable within h-ty (30) days after the invoice 
date, unless otherwise agreed to in advance. 

(B) A.ll recurring charges, as well as Usage charges, if applicable, are billed monthly in 
arrears. 

(C) When service does not begin on the first day of the month, or end on the last day of 
the month, the charge for the fraction of the month in which service was furnished 
will be calculated on apro rata basis. For this purpose, every month is considered to 
have thirty (30) days. 

(D) Billing of the Customer by the Company will begin on the Service Commencement 
Date, which is the first day following the date on which the Company notifies the 
Customer that the service or facility is available for use, except that the Service 
Commencement Date may be postponed by mutual agreement of the parties, or if 
the service or facility does not conform to standards set forth in this tariff or the 
Service Order. Billing accrues through and includes the day that the service, circuit, 
arrangement or component is discontinued. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.5 Payment Arrangements, (Cont'd.) 

2.5.2 Billing and Collection of Charges, (cont'd.) 

(E) A late payment charge of 1.5% per month shall be due to the Company for any 
billed amount for which payment has not been received by the Company within 
fifteen (1 5) days of the mailing date of the Company's invoice for service or by the 
due date printed on the invoice, whichever is later, or if any portion of the payment 
is received by the Company in h d s  which are not immediately available upon 
presentment. If the last calendar day for remittance falls on a Sunday, legal holiday 
or other day when the offices of the Company are closed, the date for acceptance of 
payments prior to assessment of any late payment fees shall be extended through to 
the next business day. 

O A service charge equal to $25.00 will be assessed under South Dakota law for a l l  
checks or other payment type submitted by the Customer to the Company and 
returned by a bank or other fmancial institution for: insufficient or uncollected 
funds, closed account, apparent tampering, missing signature or endorsement, or any 
other insuffkiency or discrepancy necessitating return of the instrument at the 
discretion of the drawee bank or other financial institution. 

(G) If service is disconnected by the Company in accordance with Section 2.6 following 
and later restored, restoration of service will be subject to all applicable installation 
charges. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.5 Payment Arrangements, (Cont'd.) 

2.5.3 Disputed Bills 

(A) In the event that a billing dispute occurs concerning any charges billed to the 
Customer by the Company, the Company may require the Customer to pay the 
undisputed portion of the bill to avoid discontinuance of service for non-payment. 
The Customer must submit a documented claim for the disputed amount. The 
Customer will submit all documentation as may reasonably be required to support 
the claim. All claims must be submitted to the Company within 180 days of receipt 
of billing for those services. If the Customer does not submit a claim as stated 
above, the Customer waives all rights to filing a claim thereafter. 

(B) If the Customer and the Company are unable to resolve the dispute to their mutual 
satisfaction, the Customer may file a complaint with the South Dakota Public 
Utilities Commission in accordance with the Commission's rules of procedure. The 
address of the Commission is as follows: 

South Dakota Public Utilities Commission 
Capitol Building, 1 St Floor 
500 East Capitol Ave. 
Pierre, South Dakota 57501-5070 
Toll-Free: (800) 332-1782 
T'IY Through Relay South Dakota: (800) 877-1 11 3 

(C) If the dispute is resolved in favor of the Customer and the Customer has withheld 
the disputed amount, no interest, credits or penalties will apply. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.5 Payment Arrangements, (Cont'd.) 

2.5.4 Advance Payments 

The Company does not collect Advance Payments from Customers. 

2.5.5 Deposits 

The Company does not collect Customer Deposits. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.6 Discontinuance of Service 

2.6.1 Upon nonpayment of any amounts owing to the Company, the Company may, by giving five 
( 5 )  days written notice to the Customer, discontinue or suspend service without incurring any 
liability. 

2.6.2 Upon violation of any of the other material terms or conditions for furnishing service the 
Company may, by giving five (5 )  days written notice to the Customer, discontinue or 
suspend service without incurring any liability if such violation continues during that period. 

2.6.3 Upon condemnation of any material portion of the facilities used by the Company to provide 
service to a Customer or if a casualty renders all or any material portion of such facilities 
inoperable beyond feasible repair, the Company, by notice to the Customer, may discontinue 
or suspend service without incurring any liability. 

2.6.4 Upon the Customer's insolvency, assignment for the benefit of creditors, filing for 
bankruptcy or reorganization, or failing to discharge an involuntary petition within the time 

- permitted by law, the Company may immediately discontinue or suspend service without 
incurring any liability. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.6 Discontinuance of Service, (Cont'd.) 

2.6.5 Upon any governmental prohibition or required alteration of the services to be provided or 
any violation of an applicable law or regulation, the Company may immediately discontinue 
service without incurring any liability. 

2.6.6 In the event of fraudulent use of the Company's network, the Company wiU discontinue 
service without notice andlor seek legal recourse to recover all costs involved in enforcement 
of this provision. 

2.6.7 Without notice in the event of Customer use of equipment or services in such amanner as to 
adversely affect the Companys service to others. 

2.6.8 Without notice in the event of tampering with the equipment or services furnished by the 
Company. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.7 cancellation of Application for Service 

2.7.1 Applications for service cannot be canceled without the Company's agreement. Where the 
Company permits a Customer to cancel an application for service prior to the start of service 
or prior to any special construction, no charges will be imposed except for those specified 
below. 

2.7.2 Where, prior to cancellation by the Customer, the Company incurs any expenses in installing 
the service or in preparing to install the service that it otherwise would not have incurred, a 
charge equal to the costs incurred by the Company, less net salvage, shall apply, but in no 
case shall this charge exceed the sum of the charge for the minimum period of services 
ordered, including installation charges, and all charges others levy against the Company that 
would have been chargeable to the Customer had service commenced (all discounted to 
present value at six percent). 

2.7.3 Where the Company incurs any expense in connection with special construction, or where 
special arrangements of facilities or equipment have begun, before the Company receives a 
cancellation notice, a charge equal to the costs incurred by the Company, less net salvage, 
applies. In such cases, the charge will be based on such elements as the cost of the 
equipment, facilities, and material, the cost of installation, engineering, labor, and 
supervision, general and administrative expense, other disbursements, depreciation, 
maintenance, taxes, provision for return on investment, and any other costs associated with 
the special construction or arrangements. 

2.7.4 The special charges described in 2.7.1 through 2.7.3 will be calculated and applied on a case- 
by-case basis. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.8 Changes in Service Requested 

If the Customer makes or requests material changes in circuit engineering, equipment specifications, 
service parameters, premises locations, or otherwise materially modifies any provision of the \ 

application for service, the Customer's installation fee shall be adjusted accordingly. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.9 Allowances for Interruptions in Service 

Interruptions in service that are not due to the negligence of, or noncompliance with the provisions of 
this tariff by, the Customer or the operation or malfunction of the facilities, power or equipment 
provided by the Customer, will be credited to the Customer as set forth in 2.9.1 for the part of the 
service that the interruption affects. 

2.9.1 General 

(A) A credit allowance will be given when service is interrupted, except as specified 
below. A service is intermpted when it becomes inoperative to the Customer, e.g., 
the Customer is unable to transmit or receive, because of a failure of a component 
furnished'by the Company under this tariff. 

(B) An interruption period begins when the Customer reports a service, facility or circuit 
to be inoperative and, if necessary, releases it for testing and repair. An interruption 
period ends when the service, facility or circuit is operative. 

(C) If the Customer reports a service, facility or circuit to be intermpted but declines to 
release it for testing and repair, or refuses access to its premises for test and repair 
by the Company, the service, facility or circuit is considered to be impaired but not 
interrupted. No credit allowances will be made for a service, facility or circuit 
considered by the Company to be impaired. 

(D) The Customer shall be responsible for the payment of service charges as set forth 
herein for visits by the Company's agents or employees to the premises of the 
Customer when the service difficulty or trouble report results from the use of 
equipment or facilities provided by any party other than the Company, including but 
not limited to the Customer. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.9 Allowances for Interruptions in Service, (Cont'd.) 

2.9.2 Limitations of Allowances 

No credit allowance will be made for any interruption in service: 

Due to the negligence of or noncompliance with the provisions of this tariff by any 
person or entity other than the Company, including but not limited to the Customer; 

Due to the failure of power, equipment, systems, connections or services not 
provided by the Company; 

Due to circumstances or causes beyond the reasonable control of the Company; 

During any period in which the Company is not given full and fi-ee access to its 
facilities and equipment for the purposes of investigating and correcting 
interruptions; 

A service will not be deemed to be interrupted if a Customer continues to voluntarily 
make use of the such service. If the service is interrupted, the Customer can get a 
service credit, use another means of communications provided by the Company 
(pursuant to Section 2.9.3), or utilize another service provider; 

During any period when the Customer has released service to the Company for 
maintenance purposes or for implementation of a Customer order for a change in 
service grrangements; 

That occurs or continues due to the Customer's failure to authorize replacement of 
any element of special construction; and 

That was not reported to the Company within thirty (30) days of the date that service 
was affected. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.9 Allowances for Interruptions in Service, (Cont'd.) 

2.9.3 Use of Another Means of Communicatiolis 

If the Customer elects to use another means of communications during the period of 
intermption, the Customer must pay the charges for the alternative service used. 

2.9.4 Application of Credits for Interruptions in Service 

(A) Credits for interruptions in service that is provided and billed on a flat rate basis for 
a minimum period of at least one month, beginning on the date that billing becomes 
effective, shall in no event exceed an amount equivalent to the proportionate charge 
to the Customer for the period of service during which the event that gave rise to the 
claim for a credit occurred. A credit allowance is applied on a pro rata basis against 
the rates specified hereunder 'and is dependent upon the length of the intermption. 
Only those facilities on the interrupted portion of the circuit will receive a credit. 

(B) For calculating credit allowances, every month is considered to have thirty (30) , 

days. 

(C) A credit allowance will be given for interruptions of thirty (30) minutes or more. 
Two or more interruptions of fifteen (1 5) minutes or more during any one 24-hour 
period shall be combined into one cumulative intermption. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.9 Allowances for Interruptions in Service, (Cont'd.) 

2.9.4 Application of Credits for Interruptions in Service, (cont'd.) 

(D) Interruptions of 24 Hours or Less 

Length of Interruption 
Less than 30 minutes 

30 minutes up to but not 

Amount of Service To Be Credited 
None 

1/10 Day 
including 3 hours 

3 hours up to but not 115 Day 
includ&g 6 hours 

6 hours up to but not 215 Day 
including 9 hours 

9 hours up to but not 315 Day 
including 12 hours 

12 hours up to but not 

(E) Interruptions Over 24 Hours and Less Than 72 Hours 

415 Day 
including 15 hours 

15 hours up to but not 
including 24 hours 

Interruptions over 24 hours and less than 72 hours will be credited 115 day for each 
3-hour period or fraction thereof. No more than one full day's credit will be allowed 
for any period of 24 hours. 

One Day 

O Interruptions Over 72 Hours 

Interruptions over 72 hours will be credited 2 days for each full 24-hour period. No 
more than thirty (30) days credit will be allowed for any one month period. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.9 Allowances for Interruptions in Service, (Cont'd.) 

2.9.5 Cancellation For Service Interruption 

Cancellation or termination for service interruption is permitted only if any circuit 
experiences a single continuous outage of 8 hours or more or cumulative service credits 
equaling 16 hours in a continuous 12-month period. The right to cancel service under this 
provision applies only to the single circuit that has been subject to the outage or cumulative 
service credits. 

2.10 Use of Customer's Service by Others 

2.10.1 Joint Use Arrangements 

Joint use arrangements will be permitted for all services provided under this tariff. From 
each joint use arrangement, one member will be designated as the Customer responsible for 
the manner in which the joint use of the service will be allocated. The Company will accept 
orders to start, rearrange, relocate, or discontinue service only fi-om the designated Customer. 
Without affecting the Customer's ultimate responsibility for payment of all charges for the 
service, each joint user shall be responsible for the payment of the charges billed to it. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.11 Cancellation by Customer 

Customers may cancel service verbally or in writing. The company shall hold the Customer 
responsible for payment of all charges, including fixed fees, surcharges, etc., which accrue up to the 
cancellation date. Customers that cancel the primary local exchange line will have the entire Account 
disconnected, including any secondary line and all associated features. In the event the Customer 
executes a term commitment agreement with the Company, the Customer must cancel service and 
terminate the agreement in accordance with the agreement terms. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

Cancellation of ServicelTermination Liability 

If a Customer cancels a Service Order or terminates services before the completion of the term for 
any reason whatsoever other than a service interruption (as defmed in Section 2.9.1 above), the 
Customer agrees to pay to the Company termination liability charges, as defined below. These 
charges shall become due as of the effective date of the cancellation or termination and be payable 
within the period, set forth in Section 2.5.2. 

2.12.1 Termination Liability 

The Customer's termination liability for cancellation of service shall be equal to: 

(A) all unpaid Non-Recurring charges reasonably expended by the Company to establish 
service to the Customer; plus 

(B) any disconnection, early cancellation or termination charges reasonably incurred and 
paid to third parties by the Company on behalf of the Customer; plus 

(C) all Recurring Charges specified in the applicable Service Order Tariff for the 
balance of the then current term discounted at the prime rate announced in the 
Street Journal on the third business day following the date of cancellation; 

@) minus a reasonable allowance for costs avoided by the Company as a direct result of 
the Customer's cancellation. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.13 Transfers and Assignments 

Neither the Company nor the Customer may assign or transfer its rights or duties in connection with 
the services and facilities provided by the Company without the written consent of the other party, 
except that the Company may assign its rights and duties: 

2.13.1 to any subsidiary, parent company or affiliate of the Company; or 

2.13.2 pursuant to any sale or transfer of substantially all the assets of the Company with the state; 
or 

2.13.3 pursuant to any financing, merger or reorganization of the Company. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.14 Customer Liability for Unauthorized Use of the Network 

Unauthorized use of the network occurs when a person or entity that does not have actual, apparent, 
or implied authority to use the network, obtains the Company's services provided under this tariff. 

2.14.1 Customer Liability for Fraud and Unauthorized Use of the Network 

(A) The Customer is liable for the unauthorized use of the network obtained through the 
fi-audulent use of a Company calling card, if such a card is offered by the Company, 
or an accepted credit card, provided that the unauthorized use occurs before the 
Company has been notified. 

) A Company calling card is a telephone calling card issued by the Company at the 
Customer's request, which enables the Customer or user(s) authorized by the 
Customer to place calls over the Network and to have the charges for such calls 
billed to the Customer's account. 

An accepted credit card is any credit card that a cardholder has requested or applied 
for and received, or has signed, used, or authorized another person to use to obtain 
credit. Any credit card issued as an renewal or substitute in accordance with this 
paragraph is an accepted credit card when received by the cardholder. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.14 Customer Liability for Unauthorized Use of the Network, (Cont'd.) 

2.14.1 Customer Liability for Fraud and Unauthorized Use of the Network, (cont'd.) 

(C) The Customer must give the Company written or oral notice that an unauthorized 
use of a Company calling card or an accepted credit card has occurred or may occur 
as a result of loss, and/or theft. 

(D) The Customer is responsible for payment of all charges for calling card services 
furnished to the Customer or to users authorized by the Customer to use service 
provided under this tariff, unless due to the negligence of the Company. This 
responsibility is not changed due to any use, misuse, or abuse of the Customer's 
service or Customer-provided equipment by third parties, the Customer's employees, 
or the public. 

The liability of the Customer for unauthorized use of the Network by credit card 
fiaud will not exceed the lesser of fifty dollars ($50.00) or the amount of money, 
property, labor, or services obtained by the unauthorized user before notification to 
the Company. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.15 Notices and Communications 

2.15.1 The Customer shall designate on the Service Order an address to which the Company shall 
mail or deliver'all notices and other communicatiom, except that the Customer may also 
designate a separate address to which the Company's bills for service shall be mailed. 

2.15.2 The Company shall designate on the Service Order an address to which the Customer shall 
mail or deliver all notices and other communications, except that Company may designate a 
separate address on each bill for service to which the Customer shall mail payment on that 
bill. 

2.15.3 Except as otherwise stated in this tariff, all notices or other communications required to be 
given pursuant to this tariff will be in writing. Notices and other communications of either 
party, and all bills mailed by the Company, shall be presumed to have been delivered to the 
other party on the third business day following placement of the notice, communication or 
bill with the U.S. Mail or a private delivery service, prepaid and properly addressed, or when 
actually received or refused by the addressee, whichever occurs first. 

2.15.4 The Company or the Customer shall advise the other party of any changes to the addresses 
designated for notices, other communications or billing, by following the procedures for 
giving notice set forth herein. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.16 Taxes, Fees and Surcharges 

The Company reserves the right to bill any and all applicable taxes, fees and surcharges in addition to 
normal rates and charges for services provided to the Customer. Taxes and fees include, but are not 
limited to: Federal Excise Tax, State Sales Tax, Municipal Tax, and Gross Receipts Tax. Unless 
otherwise specified in this tariff, such taxes, fees and surcharges are in addition to rates as quoted in 
this tariff and will be itemized separately on Customer invoices. 

2.16.1 E911 Service Surcharge 

AU Customers will be assessed a per line surcharge to support local E911 Service Program. 
The E911 Surcharge will be based on a monthly snapshot of lines associated with each 
Customer's account. No fractional debits or credits will be given. This surcharge will appear 
as a separate line item on the Customers bill. The amount of the surcharge will be equal to 
the per line assessment paid by the Company as determined by local jurisdictional 
assessments rounded up to the nearest whole cent, and may vary from time to time as 
required by South Dakota law, Commission rules or local jurisdiction requirements. 

2.16.2 South Dakota Telecommunications Relay Service Surcharge 

AU Customers will be assessed a per line surcharge to support the South Dakota 
Telecommunications Relay Service ("SDTRS") program. The SDTRS Surcharge will be 
based on a monthly snapshot of lines associated with each Customer's account. No fractional 
debits or credits will be given. This surcharge will appear as a separate line item on the 
Customers bill. The amount of the surcharge will be equal to the per line assessment paidby 
the Company as determined by South Dakota law or Commission rules rounded up to the 
nearest whole cent, and may vary from time to time as required by South Dakota law or 
Commission rules. 
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SECTION 2 - REGULATIONS, (CONT'D.) 

2.17 Miscellaneous Provisions 

2.17.1 Telephone Number Changes 

Whenever any Customem telephone number is changed after a directory is published, the 
Company shall intercept all calls to the former number for at least one hundred and twenty 
(120) days and give the calling party the new number provided existing central office 
equipment will permit, and the Customer so desires. 

When service in an existing location is continued for a new Customer, the existing telephone 
number may be retained by the new Customer only if the former Customer consents in 
writing, and if all charges against the account are paid or assumed by the new Customer. 

2.17.2 Maintenance and Operations Records 

Records of various tests and inspections, to include non-routine corrective maintenance 
actions or monthly traffic analysis summaries for network administration, necessary for the 
purposes of the Company or to fulfill the requirements of Commission rules shall be kept on 
file in the office of the Company as required under Commission rules. 
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SECTION 3.0 - SERVICE AREAS 

3.1 Exchange Service Areas 

Local exchange services are provided, subject to availability of facilities and equipment, in areas 
currently served by the following Incumbent LECs: 

1) Qwest. 

3.2 Local Calling Areas I 

Local Calling Areas and exchanges are equivalent to those specified by Qwest in its Exchange and 
Network Services Tariff, Section 5. 
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SECTION 4 - SERVICE OFFERINGS 

4.1 Calculation of Distance 

For mileage sensitive services, the distance between originating and terminating points of a private 
line facility are determined using vertical ("V") and horizontal ("H") coordinates for the serving wire 
center(s) or BellSouth Long Distance access point(s) associated with the facility. For purposes of 
determining the airline mileage of a call the Company references the V and H coordinates as found in 
Telcordia's V&H Tape and NECA FCC TariffNo. 4. The use of coordinates for wire centers versus 
access points and the method for calculating actual distances varies based on the type of service and 
the form of access used to reach the BellSouth Long Distance network. 

For non-switched private line services, mileage measurements are based on the distance in airline 
miles between BellSouth Long Distance access points associated with each end of the circuit. 
Distance measurements are determined using the mileage calculation method shown in section 4.1 .l. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.1 Calculation of Distance, (Cont'd.) 

4.1.1 Calculation Method for Private Line Services 

The following steps describe the procedure for calculating mileage distances for private line 
services: 

Step 1 Obtain the "V" and "H" coordinates for the Company access points serving the 
originating and terminating locations. 

Step 2 Obtain the difference between the "V" coordinates. Obtain the Difference between 
the "H" coordinates. The difference is always obtained by subtracting t$e smaller 
coordinate from the larger coordinate. 

Step 3 Square the differences obtained in Step 2. 

Step 4 Add the squares of the "V" difference and "H" difference obtained in Step 3. 

Step 5 Divide the sum of the square obtained in Step 4 by ten (10). Round to the next 
higher whole number if any fraction results from the division. 

Step 6 Obtain the square root of the whole number obtained in Step 5. Round to the next 
higher whole number if any fraction is obtained. This is the distance between the 
wire centers and/or access points. 

Formula: 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.2 Frame Relay Service 

4.2.1 General 

(A) Frame Relay service, as provided for in this Tariff section, is offered for intrastate 
use only. 

) The regulations and rates specified herein are in addition to the applicable 
regulations and rates specified in other sections of this Tariff of the Company. 

(C) Frame Relay Service is offered where facilities are available. 

) The rates and charges set forth for Frame Relay service provide for the furnishing of 
service where suitable facilities are available. 

(E) Suspension of service is not allowed. 

(F) The minimum service period is one month. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.2 Frame Relay Service, (Cont'd.) 

4.2.2 Explanation of Terms 

(A) Customer Connection to Frame Relay Service 

The Customer Connection (or Port) provides the Customer with the standard 
interface to the Frame Relay service network. This interface receives the data frame 
from the Customer's network or device and verifies that the DLCI is valid before 
relaying the frame to the destination. Included in the Customer Connection are the 
Customer's termination on the Frame Relay service switching equipment, the 
transport from the Serving Area Point to the switching equipment, and the first 
DLCI. These interfaces connect the Frame Relay service network with the digital 
facilities operating at transmission speeds of 56 Kbps, 64 Kbps, 1.536 Mbps, or 
44.210 Mbps. 

) Frame Relay Service Network Sening Area 

Certain serving wire centers are designated Serving Area Points. A Frame Relay 
Service Network Serving Area is comprised of all the Serving Area Points in a 
geographic area. 

(C) Permanent Virtual Circuit (PVC) 

A software defined path transporting data within the Frame Relay service network 
between two Customer Connections. This data path, once deiked in the network 
software, does not have to be established again. PVCs are end-to-end, bi-directional 
channels that are established via the service provisioning process. 

) Data Link Connection Identifier (DLCI) 

The Frame Relay standard specifies an address field called the Data Link 
Connection Identifier. The DLCI specifies a connection. APVC is created when any 
two DLCI's are mapped together. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.2 Frame Relay Service, (Cont'd.) 

4.2.2 Explanation of Terms, (cont'd.) 

(E) Committed Information Rate (CIR) 

Committed Information Rate is a feature that enables the Customer to select a 
sustained throughput under normal conditions. A CIR must be selected for each 
DLCI. Frames submitted at a rate above the subscribed CIR will be marked "discard 
eligible" (DE) and should network congestion occur, are subject to being dropped by 
the network. If CIR is set equal to zero, then all kames will be marked DE. 
However, in the absence of network congestion, DE marked kames will be 
transported with the same reliability as frames not marked DE within a single, 
Company Frame Relay Switch. The CIR value selected cannot exceed the minimum 
transmission speed of the link at either end of the PVC. 

(F) Service Area Point (SAP) 

A Company serving wire center that is designated as a member of the Frame Relay 
Service Network Serving Area. (See the defmition of Frame Relay ServiceNetwork 
Serving Area preceding). 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.2 Frame Relay Service, (Cont'd.) 

4.2.3 Obligations of Customer 

(A) The Customer is responsible for the provision and maintenance of all Customer 
Provided Equipment (CPE) and to ensure that the operating characteristics of this 
equipment are compatible with and do not interfere with the service offered by the 
Company. 

(B) The maximum number of DLCIs per Customer Connection is subject to the 
characteristics of the Customer's data traffic. Thus, the number of DLCIs per 
Customer Connection must be negotiated between the Customer and the Company 
at the establishment of the Customer Connection and subsequent to the 
establishment should the traffic characteristics change. A maximum of 250 DLCIs 
may be established across a single Customer Connection. 
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SECTION 4 - SERVICE OFFEXINGS, (CONTID.) 

4.2 Frame Relay Service, (Contld.) 

4.2.4 Responsibility of the Company 

(A) The Company is not responsible for the installation, operation, or maintenance of 
any equipment provided by the Customer. 

(B) In order to maintain the quality of Frame Relay service, the Company reserves the 
right to perform preventive maintenance or s o h a r e  updates to the network. This 
could result in Frame Relay service being unavailable during the time period 
between 2:00 A.M. and 4:00 A.M. Eastern Time on any given Wednesday or 
Sunday morning. However, the Company only expects to utilize this maintenance 
window for any given switch on the average of once a quarter. This maintenance 
may be adjusted by the Company as deemed necessary to maintain the quality of the 
service. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.2 Frame Relay Service, (Contld.) 

4.2.5 Provision of Service 

(A) Certain Company serving wire centers are designated by the Company as Service 
Area Points (SAP'S) for the Frame Relay service Network Serving Area. A 
Customer accessing the Frame Relay service network via a Packet Service Line and 
whose serving wire center is designated as SAP, will only require a Packet Service 
Line as described in Section 4.3 of this Tariff. A Frame Relay Service Customer, 
whose serving wire center is not designated as a SAP and who access the Frame 
Relay service network via a Packet Service Line, will require a Packet Service Line 
to the serving wire center, as well as, a Packet Service Line Extension (also 
described in Section 4.3) to gain access to the closest designated SAP. 

) The Customer Connection rate element includes the Customer's transport fiom a 
Serving Area Point to the Frame Relay Service switching equipment and the 
Customer's termination on the Frame Relay Service switching equipment. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.2 Frame Relay Service, (Cont'd.) 

4.2.5 Provision of Service, (cont'd.) 

(C) Should a Customer having locations in more than one Frame Relay Network Serving 
Area within a LATA, desire to send data trafflc between these locations, the 
Customer can interconnect these locations through the following two options: 

(1) Dedicated Connection: 

The Customer subscribes to additional Customer Connections (or Ports) in 
each Network Serving Area that are enabled to support inter-serving area 
connectivity and Packet Service Line Extensions to connect them. These 
additional rate elements will be used solely to transport this Customer's data 
traffic between affected Frame Relay Network Serving Areas. Feature 
Charges apply for CIR's associated with PVCs through each connection. 

(2) Shared Connection: 

The Company may establish facilities between Frame Relay Service 
switching equipment in different Network Serving Areas in the same LATA 
and may allow Customers to share bandwidth on these facilities; where 
these shared facilities are available to Customers, a shared connection is an 
option. The Customer must establish one or more Inter-Network Service 
Area Links that extend between Frame Relay switches. Each of these links 
has an associated CIR. One PVC exists between both Customer premises 
through each link. All CIR's on this PVC must have the same value. 
Charges for the Inter-Network Serving Area Link are applied as follows: 

(1) the Inter-Network Serving Area Link Establishment is charged at 
each end of the link, 

(2) the Inter-Network Serving Area Link CIR is charged at each end of 
the link. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

Frame Relay Senice, (Cont'd.) 

4.2.6 Rates and Charges 

, Rates and charges for Frame Relay Service consist of the following elements: 

(i) Customer Connection (or Port) to Frame Relay Service 
(5) Frame Relay Service Features 
(iii) Inter-Network Service Area Links 

Frame Relay service provided by the Company is available in an Integrated Package price 
plan. "Integrated Package" pricing will be applied to Customers who purchase Frame Relay 
service in conjunction with a ~ e l l ~ o u t h @  Business Class Family of Services contract. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

Frame Relay Service, (Cont'd.) 

4.2.6 Rates and Charges, (cont'd.) 

(A) Integrated Package Price Plan 

Service is offered on a month to month basis. In addition, the Customer may elect to 
contract for service under Payment Plan No. 1 as described in Section 6.2 of this 
Tariff. Available payment options and service periods are as follows: 

(1) Payment Option A - A service period of one (1) year (12 full months) 
applies. 

(2) Payment Option B - A service period of two (2) years (24 full months) 
applies. , 

(3) Payment Option C - The Customer may select a service period of either 
three (3) years (36 full months), four (4) years (48 full months) or five (5) 
years (60 full months). 
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SECTION 4 - SERVICE OFfrERINGS, (CONT'D.) 

4.3 Packet Service Line 

4.3.1 General 

(A) Packet Service Line service provides the Customer with a local connection to high 
speed fiame or cell-based switched services. 

(B) Packet Service Line service provides a connection from the Customer's premises to a 
Company-provided data service over digital facilities operating at transmission 
speeds of 56 Kbps, 64 Kbps, 1 S36 Mbps, or 44.210 Mbps, 

(C) Packet Service Line service, as provided for in this Tariff section, is offered for 
intraLATA use only. 

)  h he regulations and rates specified herein are in addition to the applicable 
regulations and rates specified in other sections of this Tariff. 

(E) The rates and charges set forth for Packet Service Line service provide for the 
furnishing of service where suitable facilities are available. Where special 
construction of facilities is necessary, special construction charges may apply and 
will be determined on an individual case basis. 

(F) Packet Service Line service is only available when provided in conjunction with 
Frame Relay service as contained in Section 4.2 of this Tariff. 

i 

(G) Suspension of service is not allowed. 

(H) The minimum service period is one month. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.3 Packet Service Line, (Cont'd.) 

4.3.1 General, (cont'd.) 

Fast packet Option (FPO) 

(1) The Fast Packet Option (FPO) of Packet Service Line service is only 
available when used in conjunction with Frame Relay service as described 
in Section 4.2 of this Tariff. The Fast Packet Option is used to connect a 
Customer premises with the Company's Frame Relay service network 
Serving Area Point. 

(2) The Fast Packet Option is designed to transmit digital data signals at speeds 
of 56 Kbps. 64 Kbps, 1.536 Mbps and 442.10 Mbps. 

(3) The Fast Packet Option operating at a transmission speed of 1.536 Mbps 
must be provisioned with Bipolar with 8 Zero Substitution (B8ZS) and 
Extended Superframe (ESF) if such service is to support a Customer 
connection that is 64 Kbps or a higher speed that is multiple of 64 Kbps. 

(4) The nonrecurring charge(s) for the applicable rate elements apply if the 
Customer requests a change in transmission speed on a Fast Packet Option 
to a higher or lower speed. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.3 Packet Service Line, (Cont'd.) 

4.3.2 Explanation of Terms 

(A) Packet Service Line 

The link from the Customer's premises to the Customer's serving wire center. 

) Packet Service Line Extension 

When a Customer's serving wire center is not a Serving Area Point, aPacket Service 
Line Extension is used to connect the serving wire center to the closes Serving Area 
Point. The Packet Service Line Extension is associated with a Packet Service Line. 

The Packet S e ~ c e  Line Extension is measured on a per mile basis in airlinemiles 
from a serving wire center that is not a Service Area Point to a Serving Area Point. 

(C) Network Serving Area 

Certain serving wire centers are designated Service Area Points. ANetwork Serving 
Areas is comprised of all the Serving Area Points in geographic area. 

@) Service Area Point 

A Company serving wire center that is designated as a member of the Network 
Serving Area. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

' 4.3 Packet Service Line, (Cont'd.) 

4.3.3 Obligations of Customer 

(A) When Customer provided Equipment (CPE) is connected with Packet Service Line 
service, the Customer or authorized user must provide equipment to perform the 
function of the Digital Terminating Equipment (DTE). The DTE provided by the 
Customer is required at a Customer's premises to perform such functions as: 

(1) Proper termination of service 
(2) Amplification 
(3) Signal Shaping 
(4) Remote Loopback 

(B) Where Packet Service Line service is available under this Tariff for use in 
connection with Customer provided equipment (CPE), the operating characteristics 
of such equipment shall be such as not to interfere with any of the services offered 
by the Company. Such use is subject to the further provisions that the CPE does not 
endanger the safety of Company employees or the public; damage, require change in 
or alteration of the equipment or other facilities of the Company; interfere with the 
proper functioning of such equipment or facilities; impair the operation of the 
Company's facilities or otherwise injure the public in its use of the Company's 
service. Upon notice from the Company that the equipment provided by a Customer 
is causing or is likely to cause such hazard or interference, the Customer shall take 
such steps as shall be necessary to remove or prevent such hazard or interference. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.3 Packet Service Line, (Cont'd.) 

4.3.3 Obligations of Customer, (cont'd.) 

(C) When CPE is connected to Packet Service Line service, the Customer shall be 
responsible for: 

(1) Compatibility of the CPE to Packet Service Line service. This includes 
replacing the DTE due to technological changes in the network, and 

- (2) Testing and sectionalization and clearance of trouble conditions or service 
difficulties on any CPE which is connected to Packet Service Line service. 

@) The Customer's responsibility shall include cooperative testing with the Company as 
may be necessary. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.3 Packet Service Line, (Cont'd.) 

4.3.4 Responsibility of the Company 

(A) The Company shall not be responsible for installation, operation, or maintenance of 
any CPE. Where such CPE is connected to Company facilities, the responsibility of 
the Company shall be limited to the furnishing of facilities suitable for Packet 
Service Line service and to the maintenance and operation of such facilities in a 
manner proper for such service. Subject to this responsibility, the Company shall not 
be responsible for: 

(1) The through transmission signals generated by such equipment, or for the 
quality of, or defects in, such transmission, 

(2) The reception of signals by such equipment, or 

(3) Damage to CPE provided by a Customer to an authorized user during 
testing. 

(B) The Company shall not be responsible to the Customer, if changes in any of the 
facilities, operations, or procedures of the Company utilized in provisioning of 
Packet Service Line service render any facilities providedby a Customer obsolete or 
require modifications or alteration of such equipment or otherwise affect its use or 
performance. 

(C) The Company undertakes to maintain and repair the facilities that it furnishes. The 
Customer may not rearrange, disconnect, remove, or attempt to repair any 
equipment installed by the Company without prior written consent of the Company. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.3 Packet Service Line, (Cont'd.) 

4.3.5 Provision of Service- 

(A) The design, maintenance, and operation of Packet Service Line service contemplates 
data communications originating or terminating at stations of the Customer. 

(33) A move involves a change in the physical location of one of the following: 

(1) the point of interface at the Customer's premises 

(2) the Customer's premises 

(C) Any move of service will be treated as a discontinuances and start of service at the 
new point of interface or new Customer premises. AU associated nonrecurring 
charges will apply. 

(D) Customer requests for moves of service under Payment PlanNo. 1 will be subject to 
the conditions stated in Section 6.2 of this Tariff including new minimum service 
periods or termination liability charges as may be applicable. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.3 Packet Service Line, (Cont'd.) 

4.3.6 Rates and Charges 

Rates and charges for Packet Service Line service consist of the following elements: 

(i) Packet Service Line 
(ii) Packet Service Line Extension 

Mileage associated with Packet Extension Line service is calculated between a serving wire 
center and Service Area Point according to Section 4.1 of this Tariff. 

Packet Service Line service provided by the Company is available in an Integrated Package 
price plan. "Integrated Package" pricing will be applied to Customers who purchase Packet 
Service Line service in conjunction with a ~ e l l s o u t h ~  Business Class Family of Services 
contract. 
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SECTION 4 - SERVICE OFFERINGS, (CONT'D.) 

4.3 Packet Service Line, (Cont'd.) 

4.3.6 Rates and Charges, (cont'd.) 

(A) Integrated Package Price Plan 

Service is offered on a month to month basis. In addition, the Customer may elect to 
contract for service under Payment Plan No. 1 as described in Section 6.2.of .this 
Tariff. Available payment options and service periods are as follows: 

(1) Payment Option A - A service period of one (1) year (12 full months) 
applies. 

(2) Payment Option B - A service period of two (2) years (24 full months) 
applies. 

(3) Payment Option C - The Customer may select a service period of either 
three (3) years (36 full months), four (4) years (48 full months) or five (5) 
years (60 full months). 
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SECTION 5 - RATES 

5.1 Frame Relay Service 

5.1.1 Integrated Package Price Plan 

(A) Customer Connection (Port) to Frame Relay Service Rates 

A minimum of one Customer Connection (or Port) is required per Customer to 
subscribe to Frame Relay service. Rates for each Customer Connection are listed 
below and varyl) by speed of the connection and 2) length of term. 

At 5 6 Kbps 
At 64 Kbps 
At 112 Kbps 
At 128 Kbps 
At 192 Kbps 
At 25 6 Kbps 
At 320 Kbps 
At 384 Kbps 
At 448 Kbps 
At 512 Kbps 
At 576 Kbps 
At 640 Kbps 
At 704 Kbps 
At 768 Kbps 
At 1024 Kbps 
At 1152 Kbps 
At 1 S36 Mbps 
At 44.210 Mbps 

Non- 
Recurring 

Charce 
$425 .OO 
$425.00 
$475 .OO 
$475.00 

Month 
To 

Month 
$89.00 
$89.00 

$126.00 
$126.00 

Option A 
1 

Year 
$78.00 
$78.00 

$109.00 
$109.00 
$173.00 
$217.00 
$272.00 
$424.00 
$424.00 
$424.00 
$424.00 
$424.00 
$424.00 
$424.00 
$424.00 
$424.00 
$424.00 

$3,413 .OO 

Option B 
2 

Years 
$76.00 
.$76.00 

$107.00 
$107.00 
$170.00 
$213~00 
$267.00 
$41 6.00 
$416.00 
$416.00 
$416.00 
$416.00 
$416.00 
$416.00 
$416.00 
$416.00 
$416.00 

$3,347.00 

Option C 
3 to 5 
Years 
$57.00 
$57.00 
$78 .OO 
$78.00 

$131.00 
$154.00 
$193.00 
$361.00 
$361 .OO 

$361.00 
$361.00 
$361.00 
$361.00 
$361.00 
$361.00 
$361.00 
$361.00 

$3,150.00 

Issued: July 20,2005 Effective: 

Issued by: Director, Business Implementation & Compliance 
BellSouth Long Distance, Inc. 

400 Perimeter Center Terrace, Suite 400 - .  --... - -. . . .,.--a 



BellSouth Long Distance, Inc. South Dakota Tariff No. 3 
Section 5 

Original Page 2 

SECTION 5 - RATES, (CONT'D.) 

5.1 Frame Relay Service, (Cont'd.) 

5.1.1 Integrated Package Price Plan, (cont'd.) 

@) Frame Relay Service Feature Charges 

(1) PVC Committed Information Rate (CIR) 

The chosen CIR cannot exceed the minimum transmission speed of the link 
at either end of the PVC. Rates for each CIR are listed below and vary 1) by 
speed of the associated connection. No term discounts apply. One CIR 
charge applies per PVC. 

0 Kbps 
8 Kbps 
16 Kbps 
32 Kbps 
56 Kbps 
64 Kbps 
128 Kbps 
256 Kbps 
384 Kbps 
512 Kbps 
768 Kbps 
1.536 Mps 
4 Mbps 
10 m p s  
16 Mbps 
34 m p s  
44.210 Mbps 

Non-Recurring 
Charge 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 
$50.00 

Monthly 
&& 
$4.00 

$21 .oo 
$21.00 
$21.00 
$32.00 
$34.00 
$44.00 
$65.00 
$90.00 

$111.00 
$200.00 
$298.00 
$350.00 
$566.00 
$91 1 .OO 

$1,903.00 
$2,593.00 
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SECTION 5 - RATES, (CONT'D.) 

5.1 Frame Relay Service, (Cont'd.) 

5.1.1 Integrated Package Price Plan, (cont'd.) 

(C) Inter-Network Serving Area Link Rates 

(1) Committed Information Rate, per Link (Duplex) 

8 Kbps 
16 Kbps 
32 Kbps 
56 Kbps 
64 Kbps 
128 Kbps 
256 Kbps 
384 Kbps 
512 Kbps 
768 Kbps 
1.536 M p s  
4 m p s  
10 m p s  
16 m p s  
34 m p s  
44.210 m p s  

Non-Recurring 
Charge 

$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 
$20.00 

Monthly 
Rate - 

$21 .oo 
$21 .oo 
$21 .oo 
$3 1 .OO 

$33.00 
$42.00 
$74.00 

$116.00 
$147.00 
$315.00 
$473.00 

$1,050.00 
$1,365.00 
$1,680.00 
$4,410.00 
$5,250.00 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet ~ e & c e  Line 

5.2.1 Integrated Package Price Plan 

(A) Packet Service Line - Fast Packet Option 

(1) Type I, Per Packet Service Line 

Non- Month OptionA OptionB Option C 
Recurring To 1 2 3 to 5 

Charge Month Year Years Years 

56 Kbps $450.00 $74.00 $64.00 $63 .OO $54.00 

64 Kbps $450.00 $74.00 $64.00 $63.00 $54.00 

1 .536 Mbps $465 .OO $163.00 $153.00 $150.00 $143.00 

44.210 Mbps $1,000.00 $1,575.00 $1,470.00 $1,442.00 $1,365.00 

(2) Type LT, Per Packet Service Line 

(a) 'Fixed Charge, Includes Pirst Half-Mile Increment 

Non- Month Option A Option B Option C 
Recurring To 1 2 3 

Charge Month Year Years Years 

56 Kbps $450.00 $99.00 $99.00 $89.00 $89.00 

64 Kbps $450.00 $99.00 $99.00 $89.00 $89.00 

1 .536 Mbps $450.00 $136.00 $136.00 $116.00 $1 16.00 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet Service Line, (Cont'd.) 

5.2.1 Integrated Package Price Plan, (cont'd.) 

(A) Packet Service Line - Fast Packet Option, (continued) 

(2) Type 11, Per Packet Service Line, (continued) 

(b) Mileage Charge for Packet Service Lines Greater Than One- 
Half Mile, Each Half-Mile Increment Above One-Half Mile 

Non- Month Option A Option B Option C 
Recurring To 1 2 3 

Charge Month - Year Years Years 

N/A N/A N/A N/A N/A N/A 

64 Kbps N/A N/A N/ A N/A NIA 

1.536 Mbps N/ A $50.00 $50.00 $46.00 $46.00 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet Service Line, (Cont'd.) 

5.2.1 Integrated Package Price Plan, (cont'd.) 

(B) Type I Packet Service Line Extension - Fast Packet Option 

(1) An Extension less than 20 miles, Per Extension 

Non- Month Option A Option B 
Recurring To 1 2 

Charge Month Year Years 

56 Kbps $75 .OO $21 .OO $16.00 $15.00 

64 Kbps $75.00 $21 .OO $16.00 $15.00 

1 .536 Mbps $120.00 $168.00 $126.00 $124.00 

44.210 Mbps $350.00 ICB ICB ICB 

56 Kbps 

64 Kbps 

1.536 Mbps 

44.210 Mbps 

(2) An Extension 20 - 50 miles, Per Extension 

Non- Month OptionA OptionB 
Recurring To 1 2 

Charge Month Year Years 

$75 .OO $32.00 $24.00 $24.00 

$350.00 ICB ICB ICB 

Option C 
3 to 5 
Years 

$1 1 .oo 

ICB 

Option C 
3 to 5 
Years 

$16.00 

ICB 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet Service Line, (Cont'd.) 

5.2.1 Integrated Package Price Plan, (cont'd.) 

(B) Type I Packet Service Line Extension - Fast Packet Option, (continued) 

(3) An Extension 51 B 75 miles, Per Extension 

Non- Month OptionA OptionB Option C 
Recurring To 1 2 3 to 5 

Charge Month Year Years Years 

56 Kbps $75.00 $53.00 $40.00 $39.00 $26.00 

64 Kbps $75.00 $53.00 $40.00 $39.00 $26.00 

1 .536 Mbps $120.00 $399.00 $299.00 $294.00 $200.00 

44.210 Mbps $350.00 ICB ICB ICB ICB 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet Service Line, (Cont'd.) 

5.2.1 Integrated Package Price Plan, (cont'd.) 

@) Type I Packet Service Line Extension - Fast Packet Option, (continued) 

(4) An Extension 76 B 100 miles, Per Extension 

56 Kbps 

64 Kbps 

1 S36 Mbps 

44.210 Mbps 

56 Kbps 

64 Kbps 

1.536 Mbps 

44.210 Mbps 

Non- Month OptionA OptionB 
Recurring To 1 2 

Charge Month Year Years 

$75.00 $63.00 $47.00 $46.00 

$350.00 ICB ICB ICB 

(5) An Extension 101 B 125 miles, Per Extension 

Non- Month OptionA OptionB 
Recurring To 1 2 

Charge Month Year Years 

$75.00 $74.00 $56.00 $55.00 

$75.00 $74.00 $56.00 $55.00 

$120.00 $630.00 $473.00 $464.00 

$350.00 ICB ICB ICB 

Option C 
3 to 5 
Years 

$32.00 

$32.00 

$263.00 

ICB 

Option C 
3 to 5 
Years 

$37.00 

$37.00 

$315.00 

ICB 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet Service Line, (Cont'd.) 

5.2.1 Integrated Package Price Plan, (cont'd.) 

) Type I Packet Service Line Extension - Fast Packet Option, (continued) 

. (6) An.Extension more than 125 miles, Per Extension 

Non- Month OptionA OptionB Option C 
Recurring To 1 2 3 to 5 

Charce Month - Year Years Years 

56 Kbps $75 .OO $84.00 $63.00 $62.00 $42.00 

64 Kbps $75.00 $84.00 $63.00 $62.00 $42.00 

1.536 Mbps $120.00 $735.00 $551 .OO $541 .OO $394.00 

44.210 Mbps $3?0.00 ICB ICB ICB ICB 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet Service Line, (Cont'd.) 

5.2.1 Integrated Package Price Plan, (cont'd.) 

(C) Type 11 Packet Service Line Extension - Fast Packet Option 

(1) An Extension less than 9 Miles 

(a) Per Extension - Interoffice Channel Fixed Charge 

Non- Month Option A Option B Option C 
Recurring To 1 2 3 

Charge Month Year Years Years 

56 Kbps $80.00 $29.00 $29.00 $25.00 $25.00 

64 Kbps $80.00 $29.00 $29.00 $25 .OO $25.00 

1 .536 Mbps $150.00 $5 1 .OO $5 1 .OO $48.00 $48.00 

(b) Per Extension - Interoffice Channel Mileage Charge, Per Mile 

Non- Month OptionA OptionB Option C 
Recurring To 1 2 3 

Charge Month Y e a r '  Years Years 

56 Kbps N/ A $6.00 $6.00 $5.00 $5.00 

64 Kbps N/ A $6.00 $6.00 $5.00 $5.00 

1.536 Mbps N/ A $34.00 $34.00 $28.00 $28.00 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet Service Line, (Cont'd.) 

5.2.1 Integrated Package Price Plan, (cont'd.) 

(C) Type II Packet Service Line Extension - Fast Packet Option, (continued) 

(2) An Extension 9-25 Miles 

(a) Per Extension - Interoffice Channel Fixed Charge 

Non- Month OptionA OptionB Option C 
Recurring To 1 2 3 

Charge Month Year Years Years - 
56 Kbps $80.00 $29.00 $29.00 $25.00 $25 .OO 

64 Kbps $80.00 , $29.00 $29.00 $25.00 $25 .OO 

1.536 Mbps $150.00 $5 1 .OO $5 1 .OO $49.00 $49.00 

(b) Per Extension -Interoffice Channel Mileage Charge, Per Mile 

Non- Month OptionA OptionB Option C 
Recurring To 1 2 3 

Charge Month Year Years Years 

56 Kbps N/ A $6.00 $6.00 $5.00 $5.00 

64 Kbps N/A $6.00 $6.00 $5.00 $5.00 

1.536 Mbps N/ A $33.00 $33.00 $26.00 $26.00 
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SECTION 5 - RATES, (CONT'D.) 

5.2 Packet Service Line, (Contld.) 

5.2.1 Integrated Package Price Plan, (cont'd.) 

(C) Type I1 Packet Service Line Extension - Fast Packet Option, (continued) 

(3) An Extension more than 25 Miles 

(a) Per Extension - Interoffice Channel Fixed Charge 

Non- Month OptionA OptionB Option C 
Recurring To 1 2 3 

Charge Month Year Years Years 

56 Kbps $80.00 $29.00 $29.00 $25.00 $25.00 

64 Kbps $80.00 $29.00 $29.00 $25.00 $25.00 

1.536 Mbps $150.00 $56.00 $56.00 ' $53.00 $53.00 

(b) Per Extension - Interoffice Channel Mileage Charge, Per Mile 

Non- Month OptionA OptionB Option C 
Recurring To 1 2 , 3 

Charge Month - Year Years Years 

56 Kbps N/ A $5.00 $5.00 $5 .OO $5.00 

64 Kbps N/A $5.00 $5.00 $5.00 $5.00 

1 .536 Mbps N/A $3 1 .OO $3 1 .OO $25.00 $25.00 
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SECTION 6 - CONTRACTS FOR SERVICE 

6.1 General 

Services may be offered by the Company on a contractual basis under one of the following 
arrangements: 

(A) Payment Plans - Tariffed services provided by the Company may be offered under contract 
at discounted or stabilized rates to Customers who agree to use the Company's services for 
specific time periods or meet other service specific criteria designated by the Company. Plan 
availability, qualifications, and rates for services offered with Payment Plans are specified on 
a per service basis in Section 4 of this tariff. Rules and regulations associated with each 
Payment Plan are listed in -this section of the tariff. Unless othenvise specified, services 
furnished under a Payment Plan are subject to all general rules and regulations applicable to 
the provision of service by the Company as stated elsewhere in this Tariff. 

) Specialty Service Arrangements (SSA) - Under appropriate circumstances, the Company 
may enter into Customer-specific Specialty Service Arrangements furnished in lieu of 
existing tariff offerings to meet specialized requirements of the Customer not contemplated 
in this tariff. The terms of each Specialty Service Arrangement shall be negotiated on an 
individual case basis and be mutually agreed upon between the Customer and Company. 
SSAs may include discounts off of rates contained in this Tariff, waivers of recurring or 
nonrecurring charges, charges for specially designed and constructed services not contained 
in the Company's general service offerings, or other customized features. The terms of the 
SSA may be based partially or completely on a term and volume commitment, type of 
originating or terminating access, mixture of services or other distinguishing features. 
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SECTION 6 - CONTRACTS FOR SERVICE, (CONT'D.) 

6.2 Payment Plan Number 1 (PP-1) 

6.2.1 General 

The regulations specified herein are applicable to all services offered under Payment Plan 
No. 1 ("PP-1") as indicated in each service's respective subsection of this Tariff. 

Payment Plan No. 1 allows Customers to stabilize recurring rates and charges for Company 
services over contractual service periods. A specific monthly rate applies for the duration of 
each period. 

When the Customer orders service to be providedunder PP-1, the Customer must designate 
to the Company the payment option and/or service period desired. Available payment 
options and service periods for each service offeredunder PP-1 are described in that service's 
specific tariff section. 

6.2.2 Application of Rates and Charges 

Rates stabilized under Payment Plan No. 1 are exempt from Company initiated increases. 

When Customers renew or change the length of their payment option or service period, the 
rates applicable for the new period are those currently in effect at the time of the renewal or 
change in the length of the period(s). 
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SECTION 6 - CONTRACTS FOR SERVICE, (CONT'D.) 

6.2 Payment Plan Number 1 (FP-1), (Cont'd.) 

6.2.3 Termination Liability Charge 

In the event that all or any part of a service is disconnected at Customer request prior to 
expiration of any selected payment period of greater than one month's duration, the Customer 
will be required to pay a Termination Liability Charge unless specifically stated otherwise in 
that service's start. 

The Termination Liability Charge is determined by multiplying the number of months 
remaining in the contract payment period by the contracted monthly rate by 90 percent. 

The Tariff provisions concerning termination liability for recurring charges only shall not be 
applicable to any state, county, or municipal governmental entity when there is in effect as a 
result of action by such entity and through a duly constituted legislative, administrative, or 
executive body: a statute; an ordinance; a policy directive; or a constitutional provision 
which restricts or prohibits an additional contractual payment for early termination of a 
contract by any such entity, or agency thereof, due to an unavailability of funding. When 
service is being provided and funding to the governmental entity for such service becomes 
unavailable, the governmental entity may cancel the service without additional payment 
obligation. Provided, however, that if the governmental entity cancels the service for any 
reason other than the unavailability of funds, the termination liabilityprovisions in the Tariff 

% shall apply. 

A statement will be included in any written contract or service agreement executed between 
the company and the Customer informing the Customer that early termination liabilities 
apply as described in this tariff. 
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SECTION 6 - CONTRACTS FOR SERVICE, (CONT'D.) 

6.2 Payment Plan Number 1 (PP-I), (Cont'd.) 

6.2.4 Additions to Services 

(A) Additions of services or rate elements - e.g., Ports - must be under a PP-1 
arrangement at rates and charges as specified in 6.2.2 preceding. , 

) Termination charges for premature disconnection of added contractual services will 
apply as set forth under Disconnects in 6.2.5 following. 

(C) Additions under PP-1 arrangements are exempt from Company-initiated rate 
changes for all payment periods longer than one month. 

(D) Installation and any other nonrecurring charges, as specified in this Tariff, will apply 
to the added services. 
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SECTION 6 - CONTRACTS FOR SERVICE, (CONT'D.) 

6.2 Payment Plan Number 1 (PP-I), (Cont'd.) 

6.2.5 Disconnect of Services 

(A) When a service or rate element, included under a PP-1 arrangement, is disconnected 
prior to expiration of the selected service period, Termination Liability Charges may 
apply as set forth in 6.2.3 preceding. Remaining services or rate elements will not be 
affected by such disconnections. 

(B) When a tariffed service under a PP-1 arrangement is disconnected prior to the 
expiration of a selected service period as a result of a Customer requested change of 
a service which is specifically allowed without Termination Liability Charge as set 
forth in that service's tariff, Termination Liability Charges will not apply when the 
completed service period is at least the minimum period allowable underthe specific 
service's Payment Option (as defmed in the service's specific tariff section) or 
twenty-five percent of the length of the originally selected PP-1 service period, 
whichever is greater. 
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SECTION 6 - CONTRACTS FOR SERVICE, (CONT'D.) 

6.2 Payment Plan Number 1 (PP-I), (Cont'd.) 

6.2.6 Requests for changes in Length of Optional Payment Period 

Subsequent to the establishment of a contract with a PP-1 period, and prior to the completion 
of that period, the existing payment period may be replaced by: 

(A) A currently offered payment period at the current rates, with a length equal to or 
longer than the time remaining in the existing service agreement subject to the 
following conditions: 

(1) No credit will be given for payments made during the formerly selected 
period. 

(2) The new payment period begins with the new PP-1 arrangement effective 
date. 

(3) No termination charge applies for the remaining portion of the former 
payment period. 

(4) Nonrecurring charges will not be reapplied. 

(B) A currently offered payment period at the current rates, with a length shorter than 
the time remaining in the existing service agreement subject to the following 
conditions: 

(1) No credit will be given for payments made during the formerly selected 
period. 

(2) The new payment period begins with the new PP-1 arrangement effective 
date. 

(3) A Termination Liability Charge applies for the remaining portion of the 
former payment period. 

(4) Nonrecurring charges will not be reapplied. 
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SECTION 6 - CONTRACTS FOR SERVICE, (CONT'D.) 

6.2 Payment Plan Number 1 (PP-I), (Cont'd.) 

6.2.7 Renewal Options 

(A) The Customer may renew a Payment Plan according to one of the following renewal 
options: 

(1) Renewal Option 1 - Prior to completion of the current payment period 
available under the PP-1 arrangement may be selected at the rates in affect 
for new Customers at the time of the renewal. The Customer will be 
charged at the current rate for the newly selected payment period, 
commencing the day following completion of the prior payment period. 

(2) Renewal Option 2 - If the Customer does not elect an additional payment 
period or does not request discontinuance of service, service will be 
continued on a month-to-month basis at the current rate for the one-month 
payment period, unless otherwise specified in this Tariff. The Customer has 
no additional service commitment and, consequently, when service is 
terminated will not be subject to any termination charge. The one-month 
service will be subject to Company-initiated rate adjustments when 
approved by regulatory authority. 

(B) Non-Recurring charges are not applicable for rate elements renewed under PP-1. 
Any new rate element added at the time of renewal will be subject to all appropriate 
non-recurring charges. 

(C) The Company may discontinue or change any or all renewal options with approval 
of the appropriate regulatory authority. 

) When a Customer renews a PP-1 arrangement, the rates and charges in effect on the 
first day of service of the renewal will apply. 
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SECTION 6 - CONTRACTS FOR SERVICE, (CONT'D.) 

6.2 Payment Plan Number 1 (PP-I), (Cont'd.) 

6.2.7 Renewal Options, (cont'd.) 

(E) Recognition of previous service will be given to Customers who renew an existing 
PP-1 arrangement for all associated rate elements at the same location(s), provided 
that the length of the new PP-1 arrangement is at least the minimum service period 
allowable under Payment Option A (as defmed in the service specific tariff section) 
or equalslexceeds the remaining service period of the original PP-1 arrangement, 

(J?) Recognition of previous service back to the actual service date will be given to 
month-to-month Customers who convert to a PP-1 arrangement. 

6:2.8 Transfer of Service 

Service may be transferred to a new Customer at the same location upon prior written 
concurrence by the new Customer as specified in this Tariff. This does not constitute a 
disconnect of service or a discontinuance of an existing PP-1 arrangement. The new 
Customer will be subject to all provisions and equipment configurations currently in effect 
for the previous Customer. Regulations concerning transfer of service between subscribers 
are stated in other sections of this Tariff. 
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SECTION 6 - CONTRACTS FOR SERVICE, (CONT'D.) 

6.2 Payment Plan Number 1 (PP-I), (Cont'd.) 

6.2.9 Moves of Service(s) 

Payment options and service periods will not be affected nor will Termination Liability 
Charges apply when a Customer requests a move of service under PP-1 from one location to 
another location subject to the following: 

(A) The original and new premises locations must be in Company territory within the 
same state. 

@) The move from the original location to the new location must be completed within 
thirty days of the original premises disconnect date. 

(C) No lapse in billing will occur for moves of service under PP-1, 

) Orders to disconnect the existing service and re-establish it at the new locationmust 
be related. 

(E) Any rate elements - such as, Ports - from the original location that are not re- 
established at the new location will be subject to applicable Termination Liability 
Charges. 

All regulations and charges for changes made to the service coincident to that move 
shall apply. 

(G) All appropriate nonrecurring charges for moves of service as specified in this Tariff 
will apply. 
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SECTION 7 - PROMOTIONS AND OPTIONAL CALLING PLANS 

7.1 Promotions - General 

From time to time, the Company shall, at its option, promote subscription or stimulate network usage 
by offering to waive some or all of the nonrecurring or recurring charges for the Customer (if 
eligible) of target services for a limited duration. Such promotions shall be made available to all 
similarly situated Customers in the target market area, and will comply with all applicable 
Commission regulations. The Company will notify the Commission prior to the effective date of any 
promotional offering. 
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SECTION 8 - SPECIAL ARRANGEMENTS 

8.1 Non-Routine Installation and/or Maintenance 

At the Customer's request, installation and/or maintenance may be performed ,outside Company 
regular business hours, or (in sole discretion of the Company and subject to any conditions it may 
impose) in hazardous locations. In such cases, charges based on the cost of labor, material, and other 
costs incurred by or charged to the Company will apply. If installation is started during regular 
business hours but, at the Customer's request, extends beyond regular business hours into time 
periods including, but not limited to, weekends, holidays, andlor night hours, additional charges may 
apply. 

8.2 Individual Case Basis (ICB) Arrangements 

Rates for ICB arrangements will be developed on a case-by-case basis in response to a bona fide 
request from a Customer or prospective Customer for service that vary from tariffed arrangements. 
Rates quoted in response to such requests may be different for tariffed service than those specified for 
such service in the Rate Attachment. ICB rates will be offered to Customers in writing and will be 
made available to similarly situated Customers. 
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