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OPERATING ENVIRONMENT OVERVIEW

AT&T subsidiaries operating within the U.S. are subject to
federal and state regulatory authorities. AT&T subsidiaries
operating outside the U.S. are subject to the jurisdiction of
national and supranational regulatory authorities in the
markets where service is provided, and regulation is generally
limited to operational licensing authority for the provision of
services to enterprise customers.

In the Telecommunications Act of 1996 (Telecom Act),
Congress established a national policy framework intended to
bring the benefits of competition and investment in advanced
telecommunications facilities and services to all Americans
by opening all telecommunications markets to competition
and reducing or eliminating burdensome regulation. Since
the Telecom Act was passed, the Federal Communications
Commission (FCC) and some state regulatory commissions
have maintained many of the extensive regulatory require-
ments applicable to our traditional wireline subsidiaries.

We are actively pursuing additional legislative and regulatory
measures to reduce or eliminate regulatory requirements

that inhibit our ability to provide the full range of services
demanded by our customers. For example, we are supporting
regulatory and legislative efforts that would offer a stream-
lined process for new video service providers to compete with
traditional cable television providers. In March 2007, the FCC
released an order adopting rules that prohibit municipalities
from making unnecessary and unreasonable demands on
competitive video service providers, and which require prompt
action by such localities on cable franchise applications by
new entrants. In addition, states representing a majority of
our local service access lines have adopted legislation that
enables new video entrants to acquire a statewide or state-
approved (as opposed to municipal-approved) franchise to
offer video services. We also are supporting efforts to update
regulatory treatment for retail services. Passage of legislation
is uncertain and depends on many factors.

Our wireless operations are likewise subject to substantial
governmental regulation. Wireless communications providers
must be licensed by the FCC to provide communications
services at specified spectrum frequencies within specified
geographic areas and must comply with the rules and policies
governing the use of the spectrum as adopted by the FCC.
While wireless communications providers’ prices and service
offerings are generally not subject to state regulation, an
increasing number of states are attempting to regulate or
legislate various aspects of wireless services, such as in the
area of consumer protection. Additionally, we have noted our
opposition to proposals to impose “net neutrality” access
regulation on wireless providers. We believe that the wireless
industry is characterized by innovation, differentiation and
competition among handset manufacturers, carriers and
applications and that additional broadband regulation and
new wholesale requirements are unnecessary given the state
of competition and may be appropriate only in the case of
market failure.

We expect that our capital expenditures will continue to
be in the midteens as a percentage of total revenues in 2008.
This amount includes capital for U-verse services, wireless
high-speed networks and merger-integration projects
(discussed in “Expected Growth Areas”). Despite a more
positive regulatory outlook and these broadband opportunities,
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increasing competition and the growth of alternative
technologies such as cable, wireless and VolP have created
significant challenges for our business.

Expected Growth Areas

We expect our wireless services and primary wireline products
to remain the most significant portion of our business and
have also discussed trends affecting the segments in which
we report results for these products (see “Wireless Segment
Results” and “Wireline Segment Results”). Over the next few
years we expect an increasing percentage of our growth to
come from: (1) our wireless service, and (2) data/broadband,
through existing and new services. We expect that our
previous acquisitions will enable us to strengthen the reach
and sophistication of our network facilities, increase our
large-business customer base and enhance the opportunity
to market wireless services to that customer base. Whether,
or the extent to which, growth in these areas will offset
declines in other areas of our business is not known.

Wireless Wireless is our fastest-growing revenue stream
and we expect to deliver continued revenue growth in the
coming years. We believe that we are at the beginning of the
wireless data growth curve and that there are substantial
opportunities available for next-generation converged services
that combine wireless, broadband, voice and video.

Our Universal Mobile Telecommunications System/High-
Speed Downlink Packet Access 3G network technology covers
most major metropolitan areas of the U.S. This technology
provides superior speeds for data and video services, and it
offers operating efficiencies by using the same spectrum and
infrastructure for voice and data on an IP-based platform.

Our wireless networks also rely on digital transmission
technologies known as GSM, General Packet Radio Services
and Enhanced Data Rates for GSM Evolution for data commu-
nications. As of December 31, 2007, we served more than

70 million customers and are the leading provider of mobile
wireless voice and data communications services in the U.S.

As the wireless industry continues to mature, we believe
that future wireless growth will become increasingly
dependent on our ability to offer innovative services that
will encourage existing customers to upgrade their services,
either by adding additional or new services, such as data
enhancements, or through equipment upgrades, and will
attract customers from other providers, as well as our ability
to minimize customer churn. We intend to accomplish these
goals by continuing to expand our network coverage,
improve our network quality and offer a broad array of
products and services, including exclusive devices such as
the Apple iPhone and free mobile-to-mobile calling among
our wireless customers. The effective management of
customer churn is critical to our ability to maximize revenue
growth and to maintain and improve our operating margins.

U-verse Services We are continuing to expand our
deployment of U-verse high-speed broadband and TV services.
As of December 31, 2007, we have passed approximately
8 million living units (constructed housing units as well as
platted housing lots) and are marketing the services to almost
50 percent of those units. Our deployment strategy is to enter
each market on a limited basis in order to ensure that all
operating and back-office systems are functioning successfully
and then expand within each market as we continue to



monitor these systems. In these market expansions, we expect
to continue to use contracted outside labor in addition to our
employees as installers; our rate of expansion will be slowed
if we cannot hire and train an adequate number of qualified
contractors and technicians to keep pace with customer
demand or if we cannot obtain all required local building
permits in a timely fashion. We also continue to work with
our vendors on improving, in a timely manner, the requisite
hardware and software technology. Our deployment plans
could be delayed if we do not receive required equipment and
software on schedule. See our “Liquidity & Capital Resources”
discussion for an update on our U-verse capital spending.

We believe that our U-verse TV service is subject to federal
oversight as a “video service” under the Federal Communi-
cations Act. However, some cable providers and municipalities
have claimed that certain IP services should be treated
as a traditional cable service and therefore subject to the
applicable state and local cable regulation. Certain
municipalities have refused us permission to use our existing
right-of-ways to deploy or activate our U-verse-related
services and products, resulting in litigation. Pending
negotiations and current or threatened litigation involving
municipalities could delay our deployment plans in those
areas. If the courts having jurisdiction where we have
significant deployments of our U-verse services were to
decide that federal, state and/or local cable regulation
were applicable to our U-verse services, it could have a
material adverse effect on the cost, timing and extent of
our deployment plans.

REGULATORY DEVELOPMENTS

Set forth below is a summary of the most significant develop-
ments in our regulatory environment during 2007. While these
issues, for the most part, apply only to certain subsidiaries in
our wireline segment, the words “we,” “AT&T" and “our” are
used to simplify the discussion. The following discussions are
intended as a condensed summary of the issues rather than
as a precise legal description of all of those specific issues.
International Regulation Our subsidiaries operating
outside the U.S. are subject to the jurisdiction of regulatory
authorities in the market where service is provided. Our
licensing, compliance and advocacy initiatives in foreign
countries primarily enable the provision of enterprise
(i.e., large business) services. AT&T is engaged in multiple
efforts with foreign regulators to open markets to
competition, reduce network costs and increase our
scope of fully authorized network services and products.

Federal Regulation A summary of significant 2007 federal
regulatory developments follows.

Wireless
Wireless Broadband Order In March 2007, the FCC adopted
a declaratory ruling stating that wireless broadband Internet
access services are information services. The FCC's decision
thus places wireless broadband Internet access service on
the same largely-deregulated footing as cable and wireline
broadband services.

Order on Recommendations of the Hurricane Katrina
Panel In October 2007, the FCC issued an order revising its
previously adopted rule that was designed to improve the

reliability, interoperability and recovery of telecommunications
in future disasters. The original order required carriers to
maintain backup power, for a specified number of hours, at
certain points in the network, such as cell sites and remote
terminals. The FCC revised the backup power rule due to
numerous concerns raised by providers about feasibility of
compliance with the original rule. Although compliance with
the new rule will still require substantial effort by AT&T, it
gives us additional flexibility to meet our backup power
obligations by gauging compliance with reference to the
original design parameters of assets, exempting assets from
the backup power requirements where compliance is
infeasible and permitting us to satisfy our obligations by
creating a disaster recovery plan that relies on portable
generators and other backup power sources.

E911 Order In September 2007, the FCC adopted an
order (the E911 Order) that would substantially increase
accuracy requirements in connection with providing the
location of a caller to 911 to dispatchers of emergency
services. The E911 Order will become effective in April 2008.
Under FCC rules, carriers are required to attempt to deliver
location data to Public Safety Answering Points (PSAPs)
when callers dial 911. We use a network-based location
solution that employs triangulation to estimate the location
of the caller. Location data for this network-based solution
must be accurate within 300 meters on 95 percent of all
calls and within 100 meters on 67 percent of all calls.

The current rules permit these percentages to be calculated
based on all calls, network-wide, for purposes of measuring
location accuracy. The E911 Order would require wireless
carriers to achieve E911 location accuracy measured in
each of the local areas served by the approximately 6,000
PSAPs across the country. Carriers would have until
September 2012 to achieve PSAP-level accuracy, and would
have to demonstrate compliance with certain incremental
location accuracy benchmarks in 2008 and 2010. The
PSAP-level accuracy requirement in the E911 Order is not
attainable throughout our wireless network using currently
available commercial technology.

We are considering all avenues for review of the E911 Order,
including through an appeal or a petition for reconsideration.
Depending on technological developments, the interpretation
of the final order and the resolution of any appeals, we could
be required to make significant capital expenditures to
implement and maintain compliance with this order.

Wireless Universal Service Our wireless subsidiary, AT&T
Mobility, is currently an Eligible Telecommunications Carrier
(ETC) for purposes of receiving federal universal service
support in certain states. To maintain these designations, the
state must certify that the carrier is entitled to receive the
funds for the subsequent calendar year based on federal and
applicable state ETC requirements. We are certified for each
relevant state for 2008. In May 2007, the Federal-State Joint
Board on Universal Service recommended applying a funding
cap to the amount of universal service support received by
competitive ETCs. Moreover, in order to obtain approval for
our acquisition of Dobson, we agreed to a voluntary cap on
our receipt of federal universal service high-cost support.
The cap will be set at the amount of wireless universal
service support we received as of June 30, 2007, which was
approximately $225. Additionally, the FCC is considering an
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order that would adopt the Joint Board's recommendation to
cap all competitive ETC high-cost funding. If the FCC adopts
such an order, we anticipate that our company-specific cap on
high-cost support will be replaced with that industrywide cap.

Wireline

Video Service Order In March 2007, the FCC issued an
order adopting rules to implement the Cable Act’s prohibition
against local franchising authorities unreasonably refusing

to award competitive franchises for the delivery of cable
services, which it found had created unreasonable barriers to
entry that impede the goals of increasing competition and
promoting broadband deployment. This order should facilitate
our entry into the video market by reducing or removing
entry barriers posed by municipalities that have refused us
permission to use our existing right-of-ways to deploy or
activate our U-verse-related services and products. This order
does not preempt state laws that streamline the franchising
process by, for example, establishing state-wide cable
franchises. Such laws have been enacted in over half of

the states in which we operate.

Video Program Access Order In October 2007, the FCC
released an order and Further Notice of Proposed Rule Making
addressing video programming issues. The order extends
for five years the exclusive contract prohibition of the
Communications Act, which bans exclusive contracts for
satellite cable programming and satellite broadcast
programming between vertically integrated programming
vendors and cable operators. The order also improves the
FCC's program access complaint procedures by strengthening
the discovery rules and requiring production of information
necessary to adjudicate a complaint.

Special Access In January 2005, the FCC commenced a
broad examination of the regulatory framework applicable to
interstate special access services provided by price-capped
local exchange carriers. In a July 2007 notice, the FCC invited
interested parties to update the record in that proceeding in
light of industry developments since 2005. If the FCC were
to modify this regulatory framework (such as by mandating
further reductions in special access rates), it might negatively
impact our operating results.

Broadband Forbearance Order In October 2007, the
FCC adopted an order eliminating some regulations and
certain “Computer Inquiry” rules previously applicable to
optical and packet-switched broadband transmission services
provided by our operating companies. Consequently, our
operating companies will no longer be subject to, among
other things, the FCC's tariff filing requirements or price
cap rules for Frame Relay, ATM, Ethernet, Remote Network
Access, SONET, Optical Network or Wave-based broadband
services. This order gives us substantial flexibility to offer
individually tailored contractual arrangements that better
meet our customers’ needs while enabling us to reduce
costs and operate more efficiently.

Long-Distance Non-Dominance Order In August 2007,
the FCC adopted an order granting regulatory relief to AT&T,
Verizon Communications Inc. (Verizon) and Qwest Communi-
cations International Inc. and their independent incumbent
local exchange carrier affiliates (e.g., AT&T Connecticut).

This relief allows us to provide interstate long-distance
services free from both structural separation requirements
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and dominant carrier regulation (e.g., tariffing and price cap
requirements), subject to certain limited conditions. As a result
of the FCC's order, our business units will be able to integrate
functions across organizations and jointly plan business
operations more efficiently than previously possible. We
anticipate that this relief will lower our administrative costs
and improve our responsiveness to customers. In addition,
the FCC eliminated the equal access scripting requirement,
which had required AT&T's customer service representatives
to inform new local telephone service customers of the
availability of long-distance service from other carriers and

to read a list of such carriers to the customer upon request.

State Regulation A summary of significant 2007 state
regulatory developments follows.

Video Service Legislation A number of states in which
we operate have adopted legislation or issued clarifying
opinions that will make it easier for telecommunications
companies to offer video service.

California High Cost Fund In June 2006, the California
Public Utilities Commission (CPUC) opened a rulemaking to
review the California High Cost Fund B (CHCF-B). The CHCF-B
program was established in 1996 and was designed to
support universal service goals by ensuring that basic
telephone service remains affordable in high-cost areas
within the service territories of the state’s major incumbent
local exchange carriers, such as our AT&T subsidiaries. In
September 2007, the CPUC adopted a decision that changed
how the CHCF-B was calculated, which we estimate will
reduce our payments from the CHCF-B by approximately
$160 in 2008 and $260 in 2009. In the same decision, the
CPUC stated that AT&T and other carriers could recover lost
payments from the fund by exercising pricing flexibility to
increase rates for services other than the basic residential
rate (such as bundles), authorized an increase in the basic
residential rate by the Consumer Price Index in 2008 and a
lifting of the existing rate cap on the basic residential rate in
2009. In a December 2007 decision in the same proceeding,
the CPUC established a $100 California Advanced Services
Fund to encourage the deployment of broadband facilities
to unserved and underserved areas of California to become
effective sometime in 2008. We are unable at this time
to determine the extent to which AT&T might be able to
qualify for payments from this fund.

COMPETITION

Competition continues to increase for telecommunications
and information services. Technological advances have
expanded the types and uses of services and products
available. In addition, lack of regulation of comparable
alternatives (e.g., cable, wireless and VolP providers) has
lowered costs for alternative communications service
providers. As a result, we face heightened competition

as well as some new opportunities in significant portions
of our business.

Wireless

We face substantial and increasing competition in all aspects
of the wireless communications industry. Under current FCC
rules, six or more PCS licensees, two cellular licensees and



one or more enhanced specialized mobile radio licensees may
operate in each of our markets, which results in the presence
of multiple competitors. Our competitors are principally three
national (Verizon Wireless, Sprint Nextel Corp. and T-Mobile)
and a larger number of regional providers of cellular, PCS

and other wireless communications services.

We may experience significant competition from companies
that provide similar services using other communications
technologies and services. While some of these technologies
and services are now operational, others are being developed
or may be developed in the future. We compete for customers
based principally on price, service offerings, call quality,
coverage area and customer service.

We are an eligible bidder in the FCC 700 MHz spectrum
auctions that began in January 2008, and in 2007, we agreed
to purchase additional spectrum licenses covering 196 million
people in the 700 MHz frequency band. (See “Wireless
Spectrum” discussed in “Other Business Matters”). The
availability of this additional spectrum from the auctions
could increase competition, the effectiveness of existing
competition, or result in new entrants in the wireless arena.

Wireline

Our wireline subsidiaries expect continued competitive pressure
in 2008 from multiple providers in various markets, including
wireless, cable and other VoIP providers, interexchange carriers
and resellers. At this time, we are unable to quantify the effect
of competition on the industry as a whole, or financially on this
segment. However, we expect both losses of market share in
local service and gains resulting from business initiatives,
especially in the area of bundling of products and services,
including wireless and video, large-business data services,
broadband and long-distance service.

In most markets, we compete with large cable companies,
such as Comcast Corporation, Cox Communications, Inc. and
Time Warner Inc,, for local, high-speed Internet and video
services customers and other smaller telecommunications
companies for both long-distance and local services customers.
Substitution of wireless and Internet-based services for
traditional local service lines also continues to increase.

Our wireline subsidiaries remain subject to regulation by
state regulatory commissions for intrastate services and by
the FCC for interstate services. In contrast, our competitors
are often subject to less or no regulation in providing
comparable voice and data services. Under the Telecom Act,
companies seeking to interconnect to our wireline
subsidiaries’ networks and exchange local calls enter into
interconnection agreements with us. Any unresolved issues
in negotiating those agreements are subject to arbitration
before the appropriate state commission. These agreements
(whether fully agreed-upon or arbitrated) are then subject to
review and approval by the appropriate state commission.

Recently, in a number of the states in which we operate
as an ILEC, state legislatures or the state public utility
commissions have concluded that the voice telecommuni-
cations market is competitive and have allowed for greater
pricing flexibility for non-basic residential retail services,
including bundles, promotions and new products and services.
While it has been a number of years since we have been
allowed to raise rates in certain states, some of these state
actions have been challenged by certain parties and are
pending court review.

In addition to these wholesale rate and service regulations
noted above, our wireline subsidiaries (excluding rural carrier
affiliates) operate under state-specific elective “price-cap
regulation” for retail services (also referred to as “alternative
regulation”) that was either legislatively enacted or authorized
by the appropriate state regulatory commission. Under
price-cap regulation, price caps are set for regulated services
and are not tied to the cost of providing the services or to
rate-of-return requirements. Price-cap rates may be subject
to or eligible for annual decreases or increases and also may
be eligible for deregulation or greater pricing flexibility if the
associated service is deemed competitive under some state
regulatory commission rules. Minimum customer service
standards may also be imposed and payments required if
we fail to meet the standards.

We continue to lose access lines due to competitors
(e.g., wireless, cable and VolP providers) who can provide
comparable services at lower prices because they are not
subject to traditional telephone industry regulation and
subsequently have lower cost structures. In response to these
competitive pressures, for several years we have utilized a
bundling strategy that rewards customers who consolidate
their services (e.g., local and long-distance telephone, DSL,
wireless and video) with us. We continue to focus on
bundling wireline and wireless services, including combined
packages of minutes and video service through our AT&T
U-verse service and our relationships with satellite television
providers. We will continue to develop innovative products
that capitalize on our expanding fiber network.

Additionally, we provide local, domestic intrastate and
interstate, international wholesale networking capacity
and switched services to other service providers, primarily
large Internet Service Providers using the largest class of
nationwide Internet networks (Internet backbone), wireless
carriers, CLECs, regional phone ILECs, cable companies and
systems integrators. These services are subject to additional
competitive pressures from the development of new
technologies and the increased availability of domestic
and international transmission capacity. The introduction of
new products and service offerings and increasing satellite,
wireless, fiber-optic and cable transmission capacity for
services similar to those provided by us continues to provide
competitive pressures. We face a number of international
competitors, including Equant, British Telecom and SingTel;
as well as competition from a number of large systems
integrators, such as Electronic Data Systems.

Advertising & Publishing

Our advertising & publishing subsidiaries face competition
from approximately 100 publishers of printed directories in
their operating areas. Direct and indirect competition also

exists from other advertising media, including newspapers,
radio, television and direct-mail providers, as well as from

directories offered over the Internet. We actively compete

on the Internet through our wholly-owned subsidiary, YPC.

ACCOUNTING POLICIES AND STANDARDS

Significant Accounting Policies and Estimates Because of
the size of the financial statement line items they relate to,
some of our accounting policies and estimates have a more
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significant impact on our financial statements than others.
The policies below are presented in the order in which the
topics appear in our consolidated statements of income.
Allowance for Uncollectibles We maintain an allowance
for doubtful accounts for estimated losses that result from the
failure of our customers to make required payments. When
determining the allowance, we consider the probability of
recoverability based on past experience, taking into account
current collection trends; as well as general economic factors,
including bankruptcy rates. Credit risks are assessed based on
historical write-offs, net of recoveries, and an analysis of the
aged accounts receivable balances with reserves generally
increasing as the receivable ages. Accounts receivable may
be fully reserved for when specific collection issues are
known to exist, such as pending bankruptcy or catastrophes.
The analysis of receivables is performed monthly and the
bad-debt allowances are adjusted accordingly. A 10% change
in the amounts estimated to be uncollectible would result
in a change in uncollectible expense of approximately $140.
Pension and Postretirement Benefits Our actuarial
estimates of retiree benefit expense and the associated
significant weighted-average assumptions are discussed in
Note 11. One of the most significant of these assumptions is
the return on assets assumption, which was 8.5% for the year
ended December 31, 2007. This assumption will remain
unchanged for 2008. If all other factors were to remain
unchanged, we expect that a 1% decrease in the expected
long-term rate of return would cause 2008 combined
pension and postretirement cost to increase $814 over 2007.
The 10-year return on our pension plan assets was 9.18%
through 2007. Under GAAP, the expected long-term rate of
return is calculated on the market-related value of assets
(MRVA). GAAP requires that actual gains and losses on
pension and postretirement plan assets be recognized in the
MRVA equally over a period of up to five years. We use a
methodology, allowed under GAAP, under which we hold the
MRVA to within 20% of the actual fair value of plan assets,
which can have the effect of accelerating the recognition of
excess actual gains and losses into the MRVA in less than
five years. This methodology did not have a significant
additional effect on our 2007, 2006 or 2005 combined
net pension and postretirement costs. Note 11 also discusses
the effects of certain changes in assumptions related to
medical trend rates on retiree health care costs.
Depreciation Our depreciation of assets, including use of
composite group depreciation and estimates of useful lives, is
described in Notes 1 and 5. We assign useful lives based on
periodic studies of actual asset lives. Changes in those lives
with significant impact on the financial statements must be
disclosed, but no such changes have occurred in the three
years ended December 31, 2007. However, if all other factors
were to remain unchanged, we expect that a one-year
increase in the useful lives of the largest categories of our
plant in service (which accounts for more than three-fourths
of our total plant in service) would result in a decrease of
between approximately $1,810 and $1,860 in our 2008
depreciation expense and that a one-year decrease would
result in an increase of between $2,230 and $2,330 in our
2008 depreciation expense.
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Asset Valuations and Impairments We account for
acquisitions using the purchase method as required by
FAS 141. Under FAS 141, we allocate the purchase price to
the assets acquired and liabilities assumed based on their
estimated fair values. The estimated fair values of intangible
assets acquired are based on the expected discounted cash
flows of the identified customer relationships, patents, trade-
names and licenses. In determining the future cash flows we
consider demand, competition and other economic factors.

Customer relationships, which are finite-lived intangible
assets, are primarily amortized using the sum-of-the-months-
digits method of amortization over the period in which those
relationships are expected to contribute to our future cash
flows. The sum-of-the-months-digits method is a process
of allocation, not of valuation, and reflects our belief that
we expect greater revenue generation from these customer
relationships during the earlier years of their lives.
Alternatively, we could have chosen to amortize customer
relationships using the straight-line method, which would
allocate the cost equally over the amortization period.
Amortization of other intangibles, including patents and
amortizable tradenames, is determined using the straight-
line method of amortization over the expected remaining
useful lives. We do not amortize indefinite-lived intangibles,
such as wireless FCC licenses or certain tradenames.

(See Note 6)

Goodwill is not amortized but is tested for impairment in
accordance with Statement of Financial Accounting Standards
No. 142, “Goodwill and Other Intangible Assets” (FAS 142).
We review goodwill, indefinite-lived intangibles and other
long-lived assets for impairment under FAS 142 or Statement
of Financial Accounting Standards No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets” either
annually or whenever events or circumstances indicate
that the carrying amount may not be recoverable over
the remaining life of the asset or asset group. In order to
determine that the asset is recoverable, we verify that the
expected future cash flows directly related to that asset
exceed its fair value, which is based on the undiscounted
cash flows. The discounted cash flow calculation uses
various assumptions and estimates regarding future revenue,
expense and cash flows projections over the estimated
remaining useful life of the asset.

Cost investments are evaluated to determine whether
mark-to-market declines are temporary and reflected in other
comprehensive income, or other than temporary and recorded
as an expense in the income statement. This evaluation is
based on the length of time and the severity of decline in
the investment'’s value.

Income Taxes Our estimates of income taxes and the
significant items giving rise to the deferred assets and
liabilities are shown in Note 10 and reflect our assessment
of actual future taxes to be paid on items reflected in the
financial statements, giving consideration to both timing and
probability of these estimates. Actual income taxes could
vary from these estimates due to future changes in income
tax law or results from the final review of our tax returns by
federal, state or foreign tax authorities. We have considered
these potential changes and, for years prior to 2007, have
provided amounts within our deferred tax assets and liabilities



that reflect our judgment of the probable outcome of tax
contingencies (see Note 10). In 2007, we adopted Financial
Accounting Standards Board Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes” (FIN 48) and
began accounting for uncertain tax positions under the
provisions of FIN 48 (see Note 1). As required by FIN 48, we
use our judgment to determine whether it is more likely than
not that we will sustain positions that we have taken on tax
returns and, if so, the amount of benefit to initially recognize
within our financial statements. We regularly review our
uncertain tax positions and adjust our unrecognized tax benefits
in light of changes in facts and circumstances, such as changes
in tax law, interactions with taxing authorities and develop-
ments in case law. These adjustments to our unrecognized
tax benefits may affect our income tax expense. Settlement
of uncertain tax positions may require use of our cash.

New Accounting Standards

FAS 141(R) In December 2007, the Financial Accounting
Standards Board (FASB) issued Statement of Financial
Accounting Standards No. 141 (revised 2007), “Business
Combinations” (FAS 141(R)). FAS 141(R) is a revision of

FAS 141 and requires that costs incurred to effect the
acquisition (i.e., acquisition-related costs) be recognized
separately from the acquisition. In addition, in accordance
with FAS 141, restructuring costs that the acquirer expected
but was not obligated to incur, which included changes to
benefit plans, were recognized as if they were a liability
assumed at the acquisition date. FAS 141(R) requires the
acquirer to recognize those costs separately from the business
combination. We are currently evaluating the impact that
FAS 141(R) has on our accounting for acquisitions prior to
the effective date of the first fiscal year beginning after
December 15, 2008.

FAS 159 In February 2007, the FASB issued Statement
of Financial Accounting Standards No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities” (FAS 159).
FAS 159 permits companies to choose to measure many
financial instruments and certain other items at fair value,
thereby providing the opportunity to mitigate volatility in
reported earnings caused by measuring related assets and
liabilities differently without having to apply complex hedge
accounting provisions. FAS 159 is effective for fiscal years
beginning after November 15, 2007. We elected not to
adopt the fair value option for valuation of those assets
and liabilities which are eligible, therefore there is no impact
on our financial position and results of operations.

FAS 160 In December 2007, the FASB issued Statement
of Financial Accounting Standards No. 160, “Noncontrolling
Interests in Consolidated Financial Statements, an amendment
of ARB No. 51" (FAS 160). FAS 160 requires noncontrolling
interests held by parties other than the parent in subsidiaries
be clearly identified, labeled, and presented in the
consolidated statement of financial position within equity,
but separate from the parent’s equity. FAS 160 is effective
for fiscal years beginning after December 15, 2008. We are
currently evaluating the impact FAS 160 will have on our
financial position and results of operations.

EITF 06-4 In March 2007, the Emerging Issues Task Force
(EITF) ratified the consensus on EITF 06-4, “Accounting for
Deferred Compensation and Postretirement Benefit Aspects
of Endorsement Split-Dollar Life Insurance Arrangements”

(EITF 06-4). EITF 06-4 covers endorsement split-dollar life
insurance arrangements (where the company owns and
controls the policy) and provides that an employer should
recognize a liability for future benefits in accordance with
Statement of Financial Accounting Standards No. 106,
“Employers’ Accounting for Postretirement Benefits Other
Than Pensions.” EITF 06-4 is effective for fiscal years
beginning after December 15, 2007. We are currently
evaluating the impact EITF 06-4 will have on our financial
position and results of operations.

EITF 06-11 In June 2007, the EITF ratified the consensus
on EITF 06-11, “Accounting for Income Tax Benefits of
Dividends on Share-Based Payment Awards” (EITF 06-11).
EITF 06-11 provides that a realized income tax benefit from
dividends or dividend equivalents that are charged to retained
earnings and are paid to employees for nonvested equity-
classified share-based awards and equity-classified
outstanding share options should be recognized as an
increase to additional paid-in capital rather than a reduction
of income tax expense. EITF 06-11 applies prospectively to
the income tax benefits that result from dividends on
equity-classified employee share-based payment awards
that are declared in fiscal periods beginning after
December 15, 2007. EITF 06-11 will not have a material
impact on our financial position and results of operations.

OTHER BUSINESS MATTERS

Spectrum Licenses In October 2007, we agreed to purchase
spectrum licenses covering 196 million people in the 700 MHz
frequency band from Aloha Partners, L.P. for $2,500. The
spectrum covers many major metropolitan areas, including
72 of the top 100 and all of the top 10 markets in the U.S.
We closed this transaction in February 2008. Additionally,
we are an eligible bidder in the FCC wireless spectrum
auctions which began in January 2008.

Spectrum Sale In February 2007, we agreed to sell to
Clearwire Corporation (Clearwire), a national provider of
wireless broadband Internet access, education broadband
service spectrum and broadband radio service spectrum
valued at $300. The transaction received the necessary
regulatory approvals and closed in May 2007. Sale of this
spectrum was required as a condition to the approval of
our acquisition of BellSouth.

Antitrust Litigation In 2002, two consumer class-action
antitrust cases were filed in the United States District Court
for the Southern District of New York (District Court) against
SBC Communications Inc., Verizon, BellSouth and Qwest
Communications International Inc. alleging that they have
violated federal and state antitrust laws by agreeing not to
compete with one another and acting together to impede
competition for local telephone services (Twombly v. Bell
Atlantic Corp., et al.). In October 2003, the District Court
granted the joint defendants’ motion to dismiss and the
plaintiffs appealed. In October 2005, the United States Court
of Appeals for the Second Circuit Court (Second Circuit)
reversed the District Court, thereby allowing the cases to
proceed. In June 2006, the Supreme Court of the United
States (Supreme Court) announced its decision to review the
case. In May 2007, the Supreme Court reversed the Second
Circuit's decision and remanded the case to the Second Circuit
for further proceedings consistent with its opinion; we are
awaiting formal dismissal of the case.
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Retiree Phone Concession Litigation In May 2005, we
were served with a purported class action in U.S. District
Court, Western District of Texas (Stoffels v. SBC Communi-
cations Inc.), in which the plaintiffs, who are retirees of
Pacific Bell Telephone Company, Southwestern Bell, and
Ameritech, contend that the telephone concession provided
by the company is, in essence, a “defined benefit plan” within
the meaning of the Employee Retirement Income Security
Act of 1974, as amended (ERISA). On October 3, 2006, the
Court certified two classes. The issue of whether the
concession is an ERISA pension plan was tried before the
judge the week of November 26, 2007. The court has
rendered no decision. We believe that an adverse outcome
having a material effect on our financial statements in this
case is unlikely, but will continue to evaluate the potential
impact of this suit on our financial results as it progresses.

NSA Litigation There are 24 pending lawsuits that allege
that we and other telecommunications carriers unlawfully
provided assistance to the National Security Agency (NSA) in
connection with intelligence activities that were initiated
following the events of September 11, 2001. In the first filed
case, Hepting et al v. AT&T Corp., AT&T Inc. and Does 1-20,

a purported class action filed in U.S. District Court in the
Northern District of California, plaintiffs allege that the
defendants have disclosed and are currently disclosing to
the U.S. Government content and call records concerning
communications to which Plaintiffs were a party. Plaintiffs
seek damages, a declaratory judgment, and injunctive relief
for violations of the First and Fourth Amendments to the
United States Constitution, the Foreign Intelligence Surveil-
lance Act, the Electronic Communications Privacy Act, and
other federal and California statutes. We filed a motion to
dismiss the complaint. The United States asserted the “state
secrets privilege” and related statutory privileges and also
filed a motion asking the court to either dismiss the complaint
or issue a summary judgment in favor of the defendants.
The Court denied the Motions to Dismiss of both parties.
Specifically, the Court ruled that the state secrets privilege
does not prevent AT&T from asserting any statutory defense
it may have, as appropriate, regarding allegations that it

assisted the government in monitoring communication content.

However, with regard to the calling records allegations, the
Court noted that it would not require AT&T to disclose what
relationship, if any, it has with the government. We and the
U.S. government filed interlocutory appeals in July 2006. The
case was argued before a panel of the U.S. Court of Appeals
for the Ninth Circuit on August 15, 2007. We are awaiting a
decision. Management believes these actions are without
merit and intends to vigorously defend these matters.
Prepaid Calling Card Patent Litigation On September
14, 2007, a jury in Texas found that ATTC willfully infringed
two patents owned by TGIP Inc. (TGIP) relating to point-of-
sale prepaid cards sold by ATTC and awarded TGIP $156 in
damages. (TGIP Inc. v. AT&T Corp. et al, U.S. District Court for
the Eastern District of Texas). The jury’s finding of willfulness
also entitled TGIP to ask the judge to award additional
damages up to treble the jury verdict. On September 28,
2007, AT&T filed a motion requesting that the Court overturn
the jury's verdict as a matter of law. On October 29, 2007, the
Court overturned the jury's finding of infringement, the jury’s
$156 award of damages and the jury’s finding of willfulness.
TGIP has appealed the Court’s decision and oral argument
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on their appeal is likely to be held later in the third quarter
of 2008.

Broadcom Patent Dispute A number of our handsets, as
well as those provided by other wireless carriers, are subject
to a patent dispute at the U.S. International Trade Commission
(ITC) between Broadcom Corporation and Qualcomm Incorpo-
rated (Qualcomm). Currently, the U.S. ITC's exclusion order
applicable to certain Qualcomm technology is stayed pending
a decision by the appeals court. We anticipate a decision will
not occur before late in the second quarter of 2008. We
continue to take steps to mitigate the effects on us. Howeuver,
if no resolution were to occur, future costs and availability of
handsets using Qualcomm chips could be adversely affected.

LIQUIDITY AND CAPITAL RESOURCES

We had $1,970 in cash and cash equivalents available at
December 31, 2007. Cash and cash equivalents included cash
of $889 and money market funds and other cash equivalents
of $1,081. Cash and cash equivalents decreased $448 since
December 31, 2006. During 2007, cash inflow was primarily
provided by cash receipts from operations, the issuance of
long-term debt, net cash received from dispositions of
non-strategic real estate and the sale of marketable securities
and other assets. These inflows were offset by cash used to
meet the needs of the business including, but not limited to,
payment of operating expenses, funding capital expenditures,
repurchase of common shares, the repayment of debt,
dividends to stockholders and payment of interest on debt.
We discuss many of these factors in detail below.

Cash Provided by or Used in Operating Activities

During 2007, cash provided by operating activities was
$34,072 compared to $15,615 in 2006. Operating cash flows
increased primarily due to an increase in operating income
reflecting additional cash provided by the BellSouth
acquisition and our success in achieving merger synergies
and operational efficiencies, partially offset by increased
interest payments of approximately $1,800 and tax payments
of $1,200. During 2007, tax payments were higher due
primarily to a $1,000 deposit related to the IRS examination
of our 2000 — 2002 income tax returns. The timing of cash
payments for income taxes, which is governed by the IRS
and other taxing jurisdictions, will differ from the timing

of recording tax expense and deferred income taxes,

which are reported in accordance with GAAP.

During 2006, our primary source of funds was cash from
operating activities of $15,615 compared to $12,974 in 2005.
Operating cash flows increased primarily due to an increase
in net income of more than $2,500 and additional cash
provided by the ATTC acquisition, partially offset by increased
tax payments of $739 in 2006. Tax payments were higher
primarily due to increased income before income taxes.

Tax payments in 2006, include a refund from the completion
of the ATTC federal income tax audit covering 1997 — 2001.

Cash Used in or Provided by Investing Activities
During 2007, cash used in investing activities consisted of:

e $17,717 in construction and capital expenditures.

* $2,200, net of cash acquired, related to the acquisition
of Dobson, a provider of rural and suburban wireless
communications services.

e $579 for investments in debt and equity securities.



¢ $316 related to the acquisition of Ingenio, a provider
of Pay Per Call search and directory solutions,
and Interwise, a provider of voice, Web and video
conferencing services.

e $190 to satisfy an obligation to Alaska Native Wireless,

LLC to acquire wireless spectrum and the acquisition
of an additional ownership interest in Cellular
Communications of Puerto Rico.

e $136 related to the acquisition of wireless and media

rights, intellectual property and other strategic assets.

In October 2007, we agreed to purchase spectrum licenses
in the 700 MHz frequency band from Aloha Partners, L.P.
for approximately $2,500. We closed this transaction in
February 2008. Additionally, we are an eligible bidder in
the FCC wireless spectrum auctions which began in
January 2008.

Net cash provided by investing activities for 2007 was
$2,663 and consisted of net proceeds of $1,594 from
dispositions of non-strategic assets, $1,033 from the sale of
marketable and equity securities and $36 related to other
activities. Proceeds from dispositions included the following:

e $1,137 from the sale of properties and other non-

strategic assets.

¢ $301 from the sale of spectrum to Clearwire Corporation,

which includes interest.

e $156 related to T-Mobile’s exercise of its option to

purchase an additional 10 MHz of spectrum in the
San Diego market, the sale of cost investments and
the sale of wireless towers.

To provide high-quality communications services to our
customers, we must make significant investments in property,
plant and equipment. The amount of capital investment is
influenced by demand for services and products, continued
growth and regulatory considerations. Capital expenditures in
the wireline segment, which represented approximately 77%
of our capital expenditures, increased 68% in 2007, reflecting
the acquisition of BellSouth. Our capital expenditures are
primarily for our wireline subsidiaries’ networks, our U-verse
services, merger-integration projects and support systems for
our long-distance service. Because of opportunities made
available by the continued changing regulatory environment
and our acquisitions of ATTC and BellSouth, we expect that
our capital expenditures for 2008, which include wireless
network expansion and U-verse services, will be in the
midteens as a percentage of consolidated revenue. We expect
to fund 2008 capital expenditures for our wireline and
wireless segments, including international operations, using
cash from operations and incremental borrowings depending
on interest rate levels and overall market conditions.

During 2007, we spent $3,745 in the wireless segment
primarily for Universal Mobile Telecommunications System/
High-Speed Packet Access (UMTS/HSPA) network expansion,
GSM/EDGE (Enhanced Data Rates for Global Evolution)
network capacity expansion and upgrades, as well as for IT
and other support systems for our wireless service. The
network capacity requirements and expansion of our UMTS/
HSPA wireless networks will continue to require substantial
amounts of capital through 2008. In 2008, our wireless capital
expenditures should be in the lower double-digit range as a
percent of our wireless revenues for the integration and
expansion of our networks and the installation of UMTS/HSPA
technology in a number of markets.

We spent approximately $2,500 on our U-verse services in
2007 and expect spending to be approximately $2,500 in 2008
for capital expenditures on our U-verse services for initial
network-related deployment costs. We expect to pass approxi-
mately 30 million living units by the end of 2010. Additional
customer activation capital expenditures are not included in
this capital spending forecast. We expect that the business
opportunities made available, specifically in the data/broad-
band area, will allow us to expand our products and services
(see “U-verse Services” discussed in “Expected Growth Areas”).

The other segment capital expenditures were less than
1.5% of total capital expenditures for 2007. Included in the
other segment are equity investments, which should be
self-funding as they are not direct AT&T operations; as well
as corporate, diversified business and Sterling operations,
which we expect to fund using cash from operations.

We expect to fund any advertising & publishing segment
capital expenditures using cash from operations.

Cash Used in or Provided by Financing Activities

We plan to fund our 2008 financing activities through a
combination of debt issuances and cash from operations.
Our financing activities include funding share repurchases
and the repayment of debt. We will continue to examine
opportunities to fund our activities by issuing debt at
favorable rates and with cash from the disposition of
certain other non-strategic investments.

On March 4, 2006, our Board of Directors authorized the
repurchase of up to 400 million shares of AT&T common
stock. During 2007, we repurchased 267 million shares at a
cost of $10,390. Share repurchases under this plan totaled
approximately 351 million shares at a cost of $13,068.

On December 10, 2007, our Board of Directors authorized

a new share repurchase plan of 400 million shares, which
replaces our previous share repurchase authorization.

This new authorization represents approximately 6.6 percent
of AT&T's shares outstanding at December 31, 2007 and
expires at the end of 2009. We have repurchased, and intend
to continue to repurchase, a portion of the shares pursuant
to plans that comply with the requirements of Rule 10b5-1(c)
under the Securities Exchange Act of 1934. We will fund

our additional share repurchases through a combination

of cash from operations, borrowings dependent upon
market conditions, and cash from the disposition of certain
non-strategic investments.

We paid dividends of $8,743 in 2007, $5,153 in 2006 and
$4,256 in 2005, reflecting the issuance of additional shares
for the BellSouth and ATTC acquisitions and dividend increases.
In December 2007, our Board of Directors approved a
12.7% increase in the quarterly dividend from $0.355 to
$0.40 per share. This increase recognizes our strong growth
and positive outlook and follows a 6.8% dividend increase
approved by AT&T's Board in December 2006. Dividends
declared by our Board of Directors totaled $1.465 per share
in 2007, $1.35 per share in 2006 and $1.30 per share in 2005.
Our dividend policy considers both the expectations and
requirements of stockholders, internal requirements of AT&T
and long-term growth opportunities. It is our intent to provide
the financial flexibility to allow our Board of Directors to
consider dividend growth and to recommend an increase in
dividends to be paid in future periods. All dividends remain
subject to approval by our Board of Directors.
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At December 31, 2007, we had $6,860 of debt maturing
within one year, which included $4,939 of long-term debt
maturities and $1,921 of commercial paper borrowings and
other borrowings. All of our commercial paper borrowings are
due within 90 days. We continue to examine our mix of
short- and long-term debt in light of interest rate trends.

During 2007, we received net proceeds of $11,367 from
the issuance of $11,499 in long-term debt. Debt proceeds
were used for general corporate purposes and parts of the
proceeds were used for repurchases of our common stock.
Long-term debt issuances consisted of:

e $2,000 of 6.3% global notes due in 2038.

e $2,000 of 6.5% global notes due in 2037.

e €1.25 billion of 4.375% notes due in 2013 (equivalent

to U.S. $1,641 when issued).

¢ $1,500 of floating-rate notes due in 2010.

¢ $1,200 of 6.375% retail notes due in 2056.

e £600 million of 5.5% notes due in 2027 (equivalent
to U.S. $1,158 when issued).

e $1,000 of 4.95% global notes due in 2013.

e $500 of 5.625% notes due in 2016.

e $500 of zero-coupon puttable notes due in 2022.

In February 2008, we received net proceeds of $3,972 from
the issuance of $4,000 in long-term debt. The long-term debt
issued consisted of the following:

¢ $2,500 of 5.5% global notes due in 2018.

e $750 of 4.95% global notes due in 2013.

e $750 of 6.3% global notes due in 2038.

Beginning in May 2009, the $500 zero-coupon puttable
note may be presented for redemption by the holder at
specified dates but not more frequently than annually,
excluding 2011. If the note is held to maturity in 2022, the
redemption amount will be $1,030.

We entered into fixed-to-fixed cross-currency swaps on our
two foreign-currency-denominated debt instruments to hedge
our exposure to changes in foreign currency exchange rates.
These hedges also include interest rate swaps of a fixed
foreign-denominated rate to a fixed U.S.-denominated interest
rate, which results in a U.S.-denominated rate of 5.31% on
our Euro-denominated notes and 5.97% on our British pound
sterling-denominated notes.

During 2007, debt repayments totaled $10,183 and
consisted of:

e $3,871 related to debt repayments with a weighted-
average interest rate of 6.1%, which included the early
redemption of debt related to a put exercise on $1,000
of our 4.2% Puttable Reset Securities and called debt of
$500 with an interest rate of 7.0%.

e $3,411 related to repayments of commercial paper and
other short-term bank borrowings.

e $1,735 related to the early redemption of Dobson debt
acquired with a par value of $1,599 and a weighted-
average interest rate of 9.1%.

e $904 related to the early repayment of a Dobson
long-term credit facility.

e $218 related to the early redemption of a convertible
note held by Dobson.

e $44 related to scheduled principal payments on other
debt and repayments of other borrowings.

We have a five-year $10,000 credit agreement with a

syndicate of investment and commercial banks, which we
have the right to increase up to an additional $2,000, provided

46 | 2007 AT&T Annual Report

no event of default under the credit agreement has occurred.
The current agreement will expire in July 2011. We also

have the right to terminate, in whole or in part, amounts
committed by the lenders under this agreement in excess

of any outstanding advances; however, any such terminated
commitments may not be reinstated. Advances under this
agreement may be used for general corporate purposes,
including support of commercial paper borrowings and other
short-term borrowings. There is no material adverse change
provision governing the drawdown of advances under this
credit agreement. This agreement contains a negative pledge
covenant, which requires that, if at any time we or a subsid-
iary pledge assets or otherwise permits a lien on its proper-
ties, advances under this agreement will be ratably secured,
subject to specified exceptions. We must maintain a debt-to-
EBITDA (earnings before interest, income taxes, depreciation
and amortization, and other modifications described in the
agreement) financial ratio covenant of not more than three-
to-one as of the last day of each fiscal quarter for the four
quarters then ended. We comply with all covenants under the
agreement. At December 31, 2007, we had no borrowings
outstanding under this agreement. (See Note 8)

During 2007, proceeds of $1,986 from the issuance of
treasury shares were related to the exercise of stock-based
compensation.

During 2007, we paid $190 to minority interest holders
and $47 to terminate interest rate swaps with notional
amounts totaling $1,800 acquired as a result of our
acquisition of BellSouth.

Other

Our total capital consists of debt (long-term debt and

debt maturing within one year) and stockholders’ equity.

Our capital structure does not include debt issued by our
international equity investees. Our debt ratio was 35.7%,
34.1% and 35.9% at December 31, 2007, 2006 and 2005.
The debt ratio is affected by the same factors that affect
total capital. Total capital increased $4,146 in 2007 compared
to more than $90,000 in 2006. The 2007 total capital
increase was due to an increase in debt of $4,319 related

to our financing activities. Our stockholders’ equity balance
was down $173 and included our increase in net income and
current adjustments for unrealized pension and postretire-
ment gains, which were more than offset by our increased
share repurchase activity and dividend distributions.

The primary factor contributing to the decline in our 2006
debt ratio was the acquisition of BellSouth, which increased
our stockholders’ equity approximately 105% and our total
long-term debt by 96%. The 2006 total capital increase was
primarily due to the purchase of BellSouth (see Note 2).

For 2006, our common stock outstanding and capital in
excess of par value increased by $60,850 and our current
and long-term debt increased by $29,226. The increase in
total debt was primarily due to acquired debt from BellSouth
and AT&T Mobility of $28,321, an increase in commercial
paper and other short-term borrowings of $3,649 and debt
issuances of $1,500, partially offset by long-term debt
repayments of $4,242 during 2006. Stockholders’ equity
also increased due to our net income and was partially offset
by dividend payments and our repurchases of common shares
through our stock repurchase program.



CONTRACTUAL OBLIGATIONS, COMMITMENTS AND CONTINGENCIES

Current accounting standards require us to disclose our
material obligations and commitments to making future
payments under contracts, such as debt and lease agreements,
and under contingent commitments, such as debt guarantees.
We occasionally enter into third-party debt guarantees, but
they are not, nor are they reasonably likely to become, material.
We disclose our contractual long-term debt repayment
obligations in Note 8 and our operating lease payments in
Note 5. Our contractual obligations do not include expected
pension and postretirement payments as we maintain pension
funds and Voluntary Employee Beneficiary Association trusts
to fully or partially fund these benefits (see Note 11). In the
ordinary course of business we routinely enter into commercial
commitments for various aspects of our operations, such as
plant additions and office supplies. However, we do not believe
that the commitments will have a material effect on our
financial condition, results of operations or cash flows.

Our contractual obligations as of December 31, 2007, are
in the following table. The purchase obligations that follow
are those for which we have guaranteed funds and will be
funded with cash provided by operations or through incre-
mental borrowings. The minimum commitment for certain
obligations is based on termination penalties that could be
paid to exit the contract. Since termination penalties would
not be paid every year, such penalties are excluded from the

Contractual Obligations

table. Other long-term liabilities were included in the table
based on the year of required payment or an estimate of the
year of payment. Such estimate of payment is based on a
review of past trends for these items, as well as a forecast

of future activities. Certain items were excluded from the
following table as the year of payment is unknown and could
not be reliably estimated since past trends were not deemed
to be an indicator of future payment.

Substantially all of our purchase obligations are in our
wireline and wireless segments. The table does not include the
fair value of our interest rate swaps. Our capital lease obliga-
tions have been excluded from the table due to the immaterial
value at December 31, 2007. Many of our other noncurrent
liabilities have been excluded from the following table due to
the uncertainty of the timing of payments, combined with the
absence of historical trending to be used as a predictor of such
payments. Additionally, certain other long-term liabilities have
been excluded since settlement of such liabilities will not require
the use of cash. However, we have included in the following
table obligations which primarily relate to benefit funding and
severance due to the certainty of the timing of these future
payments. Our other long-term liabilities are: deferred income
taxes (see Note 10) of $24,939; postemployment benefit
obligations (see Note 11) of $24,011; and other noncurrent
liabilities of $14,648, which included deferred lease revenue
from our agreement with American Tower of $539 (see Note 5).

Payments Due By Period

Less than 1-3 3-5 More than

Total 1 Year Years Years 5 Years

Long-term debt obligations? $ 59,856 $ 4,926 $ 9731 $12,428 $32,771
Interest payments on long-term debt 54,835 3,582 6,562 5,151 39,540
Commercial paper obligations 1,859 1,859 — — —
Other short-term borrowings 62 62 - - —
Operating lease obligations 15,147 2,088 3,479 2,622 6,958
Unrecognized tax benefits? 6,579 685 — — 5,894
Purchase obligations3* 6,366 2,461 2,237 1,197 471
Other long-term obligations® 429 188 228 13 —
Total Contractual Obligations $145,133 $15,851 $22,237 $21,411 $85,634

The impact of premiums/discounts and derivative instruments included in debt amounts on the balance sheet are excluded from the table.
2The non-current portion of the unrecognized tax benefits is included in the “More than 5 Years” column as we cannot reasonably estimate the timing or amounts of additional

cash payments, if any, at this time. See Note 10 for additional information.

3We have contractual obligations to utilize network facilities from local exchange carriers with terms greater than one year. Since the contracts have no minimum volume

requirements and are based on an interrelationship of volumes and discounted rates, we assessed our minimum commitment based on penalties to exit the contracts, assuming
that we had exited the contracts on December 31, 2007. At December 31, 2007, the penalties we would have incurred to exit all of these contracts would have been $703. These
termination fees could be $374 in 2008, $132 in the aggregate for 2009 and 2010 and $4 for 2011, assuming that all contracts are exited. These termination fees are excluded
from the above table as the fees would not be paid every year and the timing of such payments, if any, is uncertain.

“We calculated the minimum obligation for certain agreements to purchase goods or services based on termination fees that can be paid to exit the contract. If we elect to exit
these contracts, termination fees for all such contracts in the year of termination could be approximately $642 in 2008, $720 in the aggregate for 2009 and 2010, $257 in the
aggregate for 2011 and 2012 and $137 in the aggregate, thereafter. Certain termination fees are excluded from the above table as the fees would not be paid every year and the

timing of such payments, if any, is uncertain.

5Other long-term obligations include commitments with local exchange carriers for dedicated leased lines.

MARKET RISK

We are exposed to market risks primarily from changes in
interest rates and foreign currency exchange rates. In managing
exposure to these fluctuations, we may engage in various
hedging transactions that have been authorized according to
documented policies and procedures. On a limited basis, we use
certain derivative financial instruments, including foreign currency
exchange contracts and combined interest rate foreign currency
contracts, to manage these risks. We do not use derivatives for
trading purposes, to generate income or to engage in speculative
activity. Our capital costs are directly linked to financial and

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