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e SBC Overview

e Description of the Converging Competitive
Communications Marketplace.

e SBC's Response: Project Lightspeed
initiative to build fiber-rich, IP-based
integrated services network.

e Regulatory Response: Will regulation adapt
to match the changes in technology and the
marketplace?




Over 53 million access lines in U.S.

Largest DSL provider in U.S. with almost 5 million
subscribers

2nd | argest long distance provider in U.S. with
almost 20 million subscribers

60 percent ownership in Cingular, which, with
newly acquired AT&T Wireless, will be largest
wireless provider in U.S with over 45 million
subscribers.

Partnership with DISH to sell satellite TV — over
200,00 subscribers since launching service in
March ‘04

e Description of the Converging Competitive
Communications Marketplace




1. Changing consumer behavior: Consumers

increasingly use multiple forms of devices,
networks, connections and applications to
communicate with one another.
levels, usage of POTS has dropped by more than
20% while the usage of other communications
media (wireless and text) more than doubled.

Changing revenue shares: Consumers continue
to spend more on new communications services
at the expense of POTS; this increased
consumer spending occurs across a broader
array of providers.

Relative to 2000

millions

umer behavior: Growing

declining services projection

US units in service, growing services

US units in service, declining services
03-08 CAGR

1400 - 140 - 03.08 CAGR

80.0 4 80

60.0 4

millions of units

258%

120.0 /"—_* 3% 120 4
100.0 - 100 A
3%

b 60 4 -\-\-\.\-\-
40.0 1% 40 A -12%
6%
20.0 20

0.0 0
2002 2003 2004 2005 2006 2007 2002 2003 2004 2005 2006 2007
=—\VolP - ot 102870 129 —e—POTS lines 1068 1007 962 932 911 891
Bfo_adba"d_ 195 218 203 873 461 887 —#—Dial-upinternet| 675 639 588 529 456  39.1
—*— Digital cable video | 19.1 222 252 28.0 31.0 341 subscriptions
—e—DBS video 194 216 235 251 264 276
—+— Wireless 998 1075 1146 1187 1208 121.1

L

Consumers are expected to continue increasing their demand for new services, such as broadband and VolP, as demand for

older technologies (POTS and dial-up internet) continues to decline.

Source: IDC, Yankee Group.
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US usage trend of two-way communications application
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Relative to 2000 levels, usage of traditional wireline products has dropped by more than 20% while the usage of other

Source: FCC, IDC, Wachovia Securities.

communications media has more than doubled.
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Average household spend by service
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Compound Annual Growth Rate (CAGR)

The growth in household communications spend over the past three years is the result of increasing purchases of wireless,
video and internet products more than offsetting declining spend for wireline voice products.

Source: TNS Telecoms bill harvesting data of SBC region households.
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Distribution of US voice, data and video household communications spend*, 1Q04
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At the national level, 22 providers have a revenue share of the consumer market of greater than 1%; no service provider has
more than 9% of the revenue in the market.
Source: Analysis of TNS Telecoms bill harvesting data, national 1Q04 survey results; “Other” is adjusted from the TNS reported summary by removing from the TNS reported figure of 21%

“Other” an estimated 10% of total spend across all categories for which the provider is not identified (i.e., adjusting Other to represent true “Other” and to exclude Unidentified; the 10% is
estimated from analysis of revenue attributed to Unidentified providers within the detailed SBC-region portion of TNS bill harvest data). 9
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i Salive
Services
Internet access
Wireline voice Wireless voice (e.g., e-mail, IM & SMS) Video and entertainment
Video over
ILECs VolIP plans fiber
CLECs VolIP plans
IXCs
4
3
s MVNO arrangements to
2  Cable MSOs offer wireless-wireline
[
bundles
Wireless carriers acchdloaminojestiicsnd
streaming video
ISPs
Pureplay VolP
providers
Satellite video
providers
13G services are currently offered by Sprint and Verizon Wireless using CDMA; 3G service roll-out wil likely Established
accelerate following the Cingular/AT&T Wireless merger using the combined companies’ spectrum and scale.
Emerging
Consumers have become more sophisticated in looking to different products to fulfill the functionalities they need, with the
features they value most, from the providers offering the best price and convenience.
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e SBC's Response: Project Lightspeed
initiative to build fiber-rich, IP-based
integrated services network.
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Project Lightspeed

We will provide high-speed, high-bandwidth, IP-based
connections to 18 million households in the SBC territory

The Method ‘ ‘ The Investment ‘ ‘ The Benefits
Push fiber to within $4B to $6B over the 15-25 Mbps for IPTV,
3,000 to 5,000 feet of  next 2-3 years super high-speed
many existing Internet access, and
neighborhoods and, to IP Voice

the premises, in many
new developments
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Internet Access
2-7 Mbps

Full-feature offering

IPTV

4 high-quality TV streams
1 HDTV and 3 SDTV
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to reach

Million Households
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Opportunity
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grow from $54B
to $63B by Network

2008* Costs

VDSL,
ADSL2+

* Source: PWC Global Entertainment &
Media Outlook, 2004-2008
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HDTV, DVR, VOD
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e Regulatory Response: Will regulation
change to match the changes in technology
and the marketplace?
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e Regulation needs to adapt to recognize
fundamental changes in technology and the
marketplace

— Convergence — no longer can be technology or
service specific

— Competition — no longer can assume single
provider environment

— Investment — must facilitate, not deter,
investment in new technology

— Speed — time is of the essence
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¢ Convergence

— Current Assessment: Minimal progress

— U.S. regulation still, at its core, based on regulatory “silos” not converged services
e Competition

— Current Assessment: Minimal/Moderate progress

— Still significant amounts of “economic” regulation, especially for wireline platform
e Investment

— Current Assessment: Moderate progress

— Some positive directional changes so far, mainly at FCC
e Speed

— Current Assessment: Minimal progress

— Process at all levels moving at glacial speed when compared to speed of change in
market and technology deployment

e Key Questions going forward
—  Will FCC continue its deregulatory course?
— What about the courts?
— What about the states?
— New legislation forthcoming?
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