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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes_ NoY

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
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and (2) has been subject to such filing requirements for the past 90 days. Yes ¥/ No __

Indicate by check mark if disclosure of delinquent filers pursuant to Iltem 405 of Regulation S—K is not contained herein, and will not be
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non—accelerated filer. See definition
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based on the closing sale price as reported on the New York Stock Exchange.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy statement issued in connection with the 2006 annual meeting of shareholders filed with the
SEC within 120 days after December 31, 2005 (Part Il1).
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ATTACHMENT
Name of Each Exchange
Title of Each Class On Which Registered
Common Stock (par value $1 per share) and
Preferred Stock Purchase Rights New York Stock Exchange
Debt Securities: New York Stock Exchange

Issued by BellSouth Capital Funding Corporation(®
7.12% Debentures due 2097
Issued by BellSouth Telecommunications, Inc.
Fifteen Year 5//8% Debentures, due January 15, 2009
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
Thirty Year 6%/8% Debentures, due June 1, 2028

(a) Subsequently merged with and into BellSouth Corporation.
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PART |

Cautionary Language Concerning
Forward—-Looking Statements

In addition to historical information, this document contains forward-looking statements regarding business prospects, financial trends
and accounting policies that may affect our future operating results, financial position and cash flows. From time to time, we also may
provide oral or written forward—looking statements in other materials we release to the public. Forward-looking statements give our
current expectations or forecasts of future events. You can identify these statements by the fact that they do not relate strictly to historic
or current facts. They use words such as “will,” “anticipate,” “estimate,” “expect,” “project,” “intend,” “plan,” “believe,” “target,” “forecast”
and other words and terms of similar meaning in connection with any discussion of future operating or financial performance. In
particular, they include statements relating to future actions, prospective products and services, future performance or results of current
and anticipated products and services, sales efforts, capital expenditures, expenses, interest rates, the outcome of contingencies, such
as legal proceedings, and financial results.

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 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:

« the impact and the success of Cingular Wireless, our wireless joint venture with AT&T Inc. (AT&T) (formerly SBC Communications, Inc.),
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;

« the impact on our business of consolidation in the wireline and wireless industries in which we operate;

« the impact on our network and our business of adverse weather conditions;

« 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 likelihood of our customers choosing alternate technology to our products (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.

ltem 1. Business

OVERVIEW

In this document, BellSouth Corporation and its subsidiaries are referred to as “we”, the “Company” or “BellSouth.”

We are a Fortune 100 company with annual revenues of over $20 billion. Our core business is wireline communications and our largest custon
segment is the retail consumer. We have interests in wireless communications through our ownership of 40% of Cingular Wireless, the nation’s
largest wireless company based on nhumber of customers and revenue. We also operate one of the largest directory advertising businesses in the
United States. We have assets of approximately $57 billion and employ approximately 63,000 individuals. Our principal executive offices are loca
at 1155 Peachtree Street, N.E., Atlanta, Georgia 30309-3610 (telephone number 404-249-2000). We were incorporated under the laws of the S
of Georgia and became a publicly traded company in December 1983 as a result of the breakup of the Bell System.

Over the past 18 months, we realigned our asset portfolio towards wireless and broadband. We increased our investment in the domestic wirel
business through Cingular Wireless’ acquisition of AT&T Wireless in October 2004. With the AT&T Wireless acquisition, over 40% of BellSouth’s
revenue on a proportional basis is derived from wireless. We completed the sale of our Latin American operations to Telefénica Moviles in early
2005.

We have three operating segments that are the focus of our business:

« Communications Group;

* Wireless; and

« Advertising & Publishing Group.
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See Note P to our consolidated financial statements for financial data on each of our segments.

Communications Group

OVERVIEW

We are the leading communications service provider in the southeastern United States (US), serving substantial portions of the
population within Alabama, Florida, Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Carolina and Tennessee.
BellSouth Telecommunications, Inc. (BST), our wholly—owned subsidiary, provides wireline communications services, including local
exchange, network access, intraLATA long distance services and Internet services. BellSouth Long Distance, Inc. (BSLD), our long
distance subsidiary, provides long distance services to residential and small business customers in our nine southeastern states, long
distance services to enterprise customers with locations throughout the country, and wholesale long distance primarily to Cingular
Wireless. Communications Group operations generated 90% of our total operating revenues in 2003, 2004 and 2005.

While we provide telecommunications 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 wireless carriers, cable television operators, voice over Internet protocol (VolP) providers and other
telecommunications carriers. Effective January 1, 2006, we reorganized our operations to parallel our major customer bases: retail
markets and business markets.

Retail Markets. In addition to providing traditional local and long distance voice services, this unit focuses on providing advanced
voice, data, Internet and networking solutions to residential customers and small and medium—-sized businesses. It offers a full selection
of standard and customized communications services to this market. While traditional local and long distance telephone services,
including convenience features such as caller ID, call forwarding, voice mail, and dial-up access to the Internet, remain the core of this
market, customer demands are rapidly broadening to include an expanded range of services, from high—speed DSL Internet services to
home networking to video services. During 2005, the consumer unit represented 44% of Communications Group revenues while the
small business unit represented 13% of Communications Group revenues.

Business Markets. This unit provides (1) a wide range of standard and highly specialized services and products to large and complex
business customers and (2) interconnection (referring to the link between our telecommunications network and the telecommunications
networks of other service providers) to our network and other related wholesale services to telecommunications carriers for use in
providing services to their customers, as well as services such as voice and data transport. In addition to providing traditional local and
long distance voice services, we offer our large business customers Internet access, private networks, high—-speed data equipment and
transmission, conferencing and industry—specific communications arrangements for industries such as banking, healthcare and
manufacturing. We also offer a variety of data services to our wholesale customers. During 2005, the large business unit represented
17% of Communications Group revenues, and interconnection services represented 23% of Communications Group revenues and 42%
of our reported data revenues.

WIRELINE STRATEGY

Our business strategy is to solidify BellSouth as the leading choice of customers in the southeast for an expanding array of voice, data
and Internet 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 broadband/Internet Protocol (IP) services in the southeast by deploying new broadband/IP platforms tha
support both voice and data services as well as other new service 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.

WIRELINE OPERATIONS

Voice services

Voice services include basic dial-tone telephone service and switching services provided through the regular switched network. In addition, we o
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 revenues are derived from charges for inside wire maintenance contracts, voice messaging services, dire
assistance and operator services. Voice revenues also include end-user charges and cost recoveries related to the federal universal service func

We also offer our voice services on a wholesale basis to other competitive local exchange carriers for provision to their customers. Competitor:
primarily utilize our local network under various methods, including resale, the use of our loop transmission paths (unbundled network element
loops, or UNE-L) and, to a greater extent, the use of commercial agreements that provide the combined elements of our network necessary for tt
offering of voice service. The commercial agreements are successor arrangements to the unbundled network element platform (UNE-P) previous
mandated by the Federal Communications Commission (FCC). In February 2005, the FCC re-
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leased an order that effectively relieved us of the obligation to accept new UNE-P service orders and that provided a 12-month
transition to phase out existing UNE—-P service. That transition ends March 11, 2006.

We provide network access and interconnection services by connecting the equipment and facilities of our customers with the
communications networks of long distance carriers, competitive switched and special access providers, and wireless providers,
including Cingular Wireless. Similarly, we provide access and interconnection services to competitive local exchange carriers so their
subscribers can reach ours and vice versa.

We offer a wide array of long distance calling plans to both our residential and business customers. Many of these long distance
offers have been packaged with our local, data and wireless offerings so as to present a “bundle” of services to our customers. These
“bundles” generally allow customers to purchase services at prices lower than they would have paid if they had bought the underlying
services on a stand alone basis. As of December 31, 2005, BellSouth has achieved a long distance penetration of 58% of its mass
market customer base.

Wireline voice services provided approximately 62% of BellSouth’s total operating revenues for 2003 and 2004 and 61% for 2005.

Broadband and data services

As use of the Internet grows and as corporate data applications increase in sophistication and scope, the market for broadband and
data services is expanding and evolving. BellSouth will 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 softswitches
(software—based switching platforms), VolP and other IP-enabled service technologies.

We offer a wide range of data services serving the retail as well as the wholesale markets. Revenues from retail offerings such as
BellSouth® FastAccess® DSL, ISDN, Frame Relay, LightGate® and SMARTRing® accounted for 58% of total data revenues in 2005
while wholesale offerings accounted for the remaining 42%.

DSL service is an important broadband service for BellSouth. Almost 85% of the households in our region are qualified to receive
DSL from BellSouth, and we ended 2005 with almost 2.9 million DSL subscribers. BellSouth participates in the DSL market in two
significant ways. First, we offer retail DSL—based high speed Internet service that we market under the name BellSouth® FastAccess®
DSL. Second, we offer certain DSL transport products to Internet service providers and other carriers, which, in turn, provide
information services, such as Internet access, to their end users.

We have differentiated our Internet access products by providing a range of tiered speeds and associated pricing that appeal to a
larger market. We currently offer four levels of service: downstream speeds of up to 256 kps, up to 1.5 megabits, up to 3.0 megabits
and (introduced in late 2005) up to 6.0 megabits. We have announced plans to continue to upgrade our capabilities and expand our
DSL footprint in 2006. In addition, at December 31, 2005 we had over 830,000 dial-up customers. This is an important market as it
provides a pool of potential customers for our higher speed products.

Through arrangements with Qwest Communications Corporation and Sprint Nextel 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 to enterprise
business customers not just in our nine state region, but throughout the US. 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 facilities. BellSouth currently offers:

« a suite of VolP network based IP products, including Internet Protocol Telephone Gateway (IPTG) service and VolP Conversion service for
Interconnection Service customers;

« a VolP service specifically designed for Large Business customers and known as BellSouth Converged Solutions (limited trial basis); and

« a number of PBX equipment-based IP voice and data services; and

« VoIP services for certain of our retail market customers.

We expect to develop and introduce additional VoIP services to all of our customer market segments as this new technology continues to evolve
the marketplace.
Broadband and data services generated approximately 21% of BellSouth’s total operating revenues for 2003, 22% for 2004 and 23% for 2005.

Video

In August 2004, we began acting as a selling agent for DifBcBEwice. This relationship enables us to offer a bundle of wireline and wireless voice
along with data and video. We recently signed a five—year exclusive marketing alliance with DIRECTV, Inc. As part of this new agreement,
DIRECTV's residential customers across our nine-state service area can now order BeFastalscesd DSL services directly from DIRECTV.

As technology evolves, we are continuing to look at future options for providing video services. For example, in 2005 we commenced a trial of
Microsoff® IP-TV technology that, if commercially deployed, would enable BellSouth to deliver an integrated suite of new voice, data and
interactive video capabilities and services to our customers over an upgraded DSL-based broadband transmission platform.

Other Communications Group revenues

Other Communications Group revenues are comprised primarily of charges for billing and collection services for carriers, enhanced white pages
listings, customer late
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payment fees, customer premises equipment sales and maintenance services. Other revenue also includes charges for permitting our
competitors to set up their equipment in our facilities (referred to as collocation). Historically, revenues from local payphone services
were included in this category. By the end of 2003, we had ceased offering local payphone services. BellSouth also provides wholesale
long distance services, primarily to wireless communications providers and smaller wireline telecommunications providers, as well as to
unaffiliated long distance providers. Other Communications Group services provided approximately 7% of BellSouth’s total operating
revenues for 2003 and 6% for 2004 and 2005.

WIRELINE TECHNOLOGY

The wireline portion of the telecommunications industry is rapidly transforming from a circuit switched voice environment to broadband
services network. This transformation has fiber optic cable, Internet Protocol (IP), Ethernet and evolving Digital Subscriber Line
(DSL) technologies at its core.

BellSouth is well positioned for this transformation due to the high level of fiber in its network and the advanced nature of its IP
network. Approximately half the homes in the BellSouth region are expected to be within 5,000 feet of fiber and to be served by Gigabit
Ethernet—fed IP aware DSL technology by December 31, 2007. This can be achieved at a reasonable economic cost due to the
Company'’s history of fiber investment and deployment. At these short distances, data speeds of 12Mbps+ (single lines) and 24Mbps+
(two “bonded” lines) are possible with ADSL2+ technology, which is an evolution of DSL technology. With the completion of even more
advanced standards in 2005, referred to as VDSL2, even higher speeds are expected to be possible at shorter distances in 2007.

The transformation, when complete, will allow a single converged IP network to provide voice, data, and video services. As an
example of potential new services, voice over IP (VolP) may enable cost savings and differentiated feature capabilities. VolP can also
provide the basis for converged wireless/wireline services in conjunction with Cingular. This capability would combine the best of the
wireless and wireline networks in a handset that operates as a cell phone while away from the home and as a “VolP cordless” while in
the home, for both voice and data services. In the business markets BellSouth has been successful with IP, Ethernet and Virtual Private
Network data services. The same Regional Internet Backbone that was built to support these services will potentially be used to
transport VolP and video services, again demonstrating the power of converged IP networking.

WIRELINE COMPETITION

Our voice services face significant competition from wireless, cable and other telecommunication service providers. In addition, we are
facing fierce competition from cable companies and other entities for our mass market broadband Internet access service.

Wireless providers

Our wireline services face strong competition from wireless service providers. The major wireless carriers have created lower price
point service offerings that include large buckets of anytime minutes with long distance, causing many customers to choose wireless for
their primary voice communications option. As wireless companies expand their offerings to include high speed data services, we
expect this migration trend to continue.

Broadband service providers

Technological developments have made it feasible for cable television networks to carry data and voice communications. Our cable
competitors, such as Time Warner, Inc., Comcast Corporation, and Cox Communications, Inc., are increasingly targeting our mass
market broadband Internet access service. In addition, we are seeing competitive threats in some areas from community Wi-Fi
programs as well as broadband over power lines. New competition for our voice services is also resulting from the development of
commercial applications using Internet Protocol technology, such as VolP. This medium could attract substantial traffic because of its
lower cost structure due in part to the fact that Federal and State authorities are not currently imposing charges and taxes on most
communications carried over this technology.

Telecommunication service providers

We compete for customers based principally on service offerings, price and customer service. Increasing competition has resulted in
innovative packaging and services that strive to simplify the customer’s experience. Pricing pressures in the market have increased,
resulting in opportunities for the customer to purchase value based packages and services. Competitive pressures have resulted in an
increase in advertising and promotional spending. Competitors are able to resell our local services, or lease separate unbundled
network elements (UNE). In addition, an increasing number of voice and data communications networks utilizing fiber optic lines have
been constructed by communications providers in all major metropolitan areas throughout our wireline service territory.

UNE prices are determined using an FCC-prescribed forward—looking cost model and the premise of a hypothetical, most efficient,
lowest 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 determinations. For the past several years, our competitors’ use of UNEs and the UNE platform have
resulted in lower revenue per access line and had a detrimental impact on our margins as we were not allowed to charge UNE
competitors for the actual cost we incurred to maintain and service the access lines. The impact could be increased by competitors’
offering of service bundles that target high value customers. In addition, competitors’ offerings could sometimes cause us to lose
revenues from non—-UNE sources, including access to our switches and calling features, inside wire maintenance, operator services
and directory assistance. As a result of regulated artificially low wholesale prices and highly competitive retail pricing, our competitors
have been effective in gaining market
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share, primarily in metropolitan areas. At December 31, 2005, we had provisioned approximately 2.2 million resale and UNE lines to
competing carriers, a decrease of 25 percent since December 31, 2004. The FCC issued new rules in February 2005, which are
effective in March 2006, that effectively ended the UNE platform and somewhat reduced the availability of certain high capacity loops
and transport. We have subsequently negotiated contracts with many competitors that provide them with a commercial successor to the
UNE platform. These commercial arrangements reduce our exposure to the former artificially low wholesale prices and terms mandated
by regulation for the UNE platform. For competitors that have not chosen a commercial arrangement, we are litigating changes to the
UNE platform terms of their contracts before state commissions, and the conduct of that litigation may cause some delay in our
implementation of the FCC rules. The new FCC rules retain other UNEs that we expect competitors will continue to use. When used,
the UNEs have the detrimental effects described above.

Companies compete with us for long distance services by reselling long distance services obtained at bulk rates from us or from
other carriers, or by providing long distance services over their own facilities.

FCC rules require us to offer expanded interconnection for interstate special and switched network access transport. As a result, we
must permit competitive carriers to terminate their transmission lines on our facilities in our central office buildings and other locations
through collocation arrangements. The effects of the rules are to increase competition for network access transport. Furthermore, long
distance carriers are increasingly connecting their lines directly to their customers’ facilities, bypassing our networks and thereby
avoiding network access charges entirely.

Although our competitors vary by state and market, we believe that at December 31, 2005 our most significant local service
competitors were AT&T Corp. and MCI Inc. (currently known as Verizon Communications, Inc.) and our most significant long distance
competitors included AT&T, Verizon and Sprint Nextel Corporation.

WIRELINE REGULATORY ENVIRONMENT

The FCC regulates rates and other aspects of our provision of interstate telecommunications services, including international rates and
interstate access charges. The FCC also defines network elements and establishes other telecommunications policies, including
policies related to broadband services. State regulatory commissions have jurisdiction over our provision of intrastate
telecommunications services (including traditional local voice service, and intrastate long distance and intrastate access services) to the
extent defined by state law. Access charges are designed to compensate our wireline subsidiary for the use of its 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.

Additional information relating to federal and state regulation of our wireline subsidiary is contained under the heading
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Operating Environment — Wireline
Regulatory Environment” and is incorporated herein by reference.

FRANCHISES AND LICENSES

Our local exchange business is typically provided under certificates of public convenience and necessity granted pursuant to state
statutes and public interest 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 satisfactory service at reasonable rates. The
Telecommunications Act of 1996 provides that these franchises must be non—exclusive.

Wireless
OVERVIEW

Our wireless business consists of a 40 percent interest in Cingular Wireless. Cingular Wireless is a joint venture that was formed by
combining the former domestic wireless operations of BellSouth and AT&T (formerly SBC). Cingular Wireless is operated independently
from both parents, currently with a six member Board of Directors comprised of three directors from each parent. BellSouth and AT&T
share control of Cingular Wireless. Cingular Wireless is a SEC registrant by virtue of its publicly traded debt securities. Accordingly, it
files separate reports with the SEC.

Cingular Wireless provides a wide array of wireless services for individual, business and governmental users. At December 31, 2005:

« Cingular Wireless reported US wireless cellular service and personal communication services (PCS) customers totaling 54.1 million;

« 86 percent of Cingular Wireless’ subscriber base was GSM-equipped and 95 percent of its total minutes were carried on its GSM network; al

« Cingular Wireless had over 24 million active users of its data services.

Cingular Wireless has access to licenses, either through owned or leased licenses or licenses owned by joint ventures and affiliates, to provide
cellular or PCS wireless communications services covering an aggregate of 294 million in population (POPs) or approximately 99 percent of the
US population, including all of the 100 largest US metropolitan areas. Cingular Wireless supplements its own networks with roaming agreements
allow its subscribers to use other providers’ wireless services in regions where it does not have network coverage. Cingular Wireless refers to the
covered by its network “footprint” and roaming agreements as its coverage area. Through roaming agreements with foreign carriers, Cingular
Wireless provides its customers equipped with multi—-band devices the largest global coverage of any US wireless carrier, with service available il

over 180 countries. Cingular Wireless also offers multi-band devices, and accessories,
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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 Wireless plans to continue to expand its service and coverage area and increase the capacity and quality of its digital
network through new network construction, acquisitions, joint ventures, and roaming arrangements with other wireless providers.

Along with completing the integration of AT&T Wireless, Cingular Wireless’ primary business initiatives for 2006 include the
development of the Business Markets Group, expansion of its voice and data networks and the continuing deployment of high-speed
Universal Mobile Telephone System (UMTS) third—generation (3G) service throughout the majority of the largest US metropolitan
markets where it has not yet been deployed.

As a result of the AT&T Wireless acquisition, which was completed in October 2004, Cingular Wireless dissolved its joint venture with
T-Mobile and, in January 2005, sold its ownership of its California/Nevada Major Trading Area (MTA) network assets to T-Mobile for
approximately $2.5 billion in cash. The ownership of the New York network assets returned to T-Mobile. Cingular Wireless retained the
right to utilize the California/Nevada and New York networks during a four-year transition period and has guaranteed the purchase of a
minimum number of minutes over the term with a minimum purchase price of $1.2 billion. Cingular Wireless and T—-Mobile retained all
of their respective customers in each market.

WIRELESS STRATEGY

Cingular Wireless intends to be the pre—eminent wireless communications company in the US. Its business strategies to achieve that
goal are to:

« build the best network by completing the integration of the Cingular Wireless 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
UMTS/HSDPA in major markets across the country and working with its rural roaming partners to improve and expand coverage outside of it:
footprint and assist them in providing consistent products and services to its customers that roam onto their networks;

« deliver exceptional customer service by implementing policies and procedures at every point of contact with its customers to improve the
customer experience;

« rationalize its direct and indirect distribution points 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 Wireless from its
competitors; and

« drive financial results by quickly and efficiently completing the integration of AT&T Wireless’ business and operations.

WIRELESS OPERATIONS

Voice services

Cingular Wireless offers a comprehensive range of high—quality wireless voice communications services in a variety 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 mark
and distribution plans for its voice services are further targeted to the specific geographic and demographic characteristics of each of Cingular
Wireless’ markets. Voice services revenue contributed 89%, 85% and 81% to operating revenue in 2003, 2004 and 2005, respectively.

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
billed and provided on a monthly basis according to the applicable rate plan chosen. Wireless services include basic local wireless communicatio
service, long distance service and roaming services. Roaming services enable its customers to utilize other carriers’ networks when they are
“roaming” outside Cingular Wireless’ network footprint. Cingular Wireless also charges fees to other carriers for providing roaming services to the
customers when their customers utilize its network. Cingular Wireless had approximately 46.3 million postpaid subscribers (excluding reseller
subscribers) at December 31, 2005. In addition to basic wireless voice telephony services, Cingular Wireless offers enhanced features with many
its pricing plans. These features include caller ID, call waiting, call forwarding, three—way calling, no answer/busy transfer and voice mail. In
addition, many of Cingular Wireless’ postpaid plans include unlimited mobile-to—mobile and unlimited off peak hour calling. In most markets,
Cingular Wireless also makes available additional services for a monthly fee, such as Push—to—Talk voice service, discounted international roami
and international long distance, expanded off peak hours, roadside assistance and handset insurance. Special handsets are required for Push—tc
and international roaming services.

Cingular Wireless’ primary marketing emphasis is on enrolling customers in postpaid service calling plans. Despite the relatively higher cost of
enrollment due to handset subsidies and sales commission structure, such customers generate higher revenue and have a lower churn rate than
prepaid service customers. Accordingly, a significant component of its strategy consists of developing value—-added plan features, ancillary servic
unique devices and promotions to attract and retain postpaid customers. In 2005, Cingular Wireless continued to focus on simplifying and enhanc
its national and international calling plans. Cingular Wireless emphasizes national calling plans without roaming or long distance charges due to t
simplicity and value of the plans and expanded mobile-to—mobile coverage areas to include non-Cingular network areas in the calling plan area
take advantage of its large calling community. Thus, as its coverage and that of
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its GSM roaming partners expands, so does the calling area of Cingular Wireless’ customers, which further enhances its brand
messages. Cingular Wireless’ FAMILYTALK® plans, which add lines at substantial discounts to high—priced accounts, continue to be
popular and to contribute a significant portion of its postpaid customer growth. The ROLLOVER® rate plans, which allow Cingular's
customers to carry over any unused “anytime” minutes from month—to— month for up to one year, continue to be offered exclusively by
Cingular Wireless. Cingular Wireless enhanced its international GSM voice roaming coverage to over 180 countries for subscribers with
compatible devices. Additionally, in 2005 Cingular Wireless introduced a new international services feature package providing
discounted voice roaming to Western Europe and discounted international long distance dialing from the US.

Cingular Wireless' business customers can take advantage of consumer postpaid voice plans, as well as a number of
business—specific devices and features, and pooled and flat rate plans. Cingular Wireless’ pooled rate plans allow enterprises to share
minutes and megabytes across their employee base.

PREPAID VOICE SERVICE

Cingular Wireless offers prepaid service to meet the demands of distinct consumer segments, such as the youth market, families and
small business customers, who prefer to control usage or pay in advance. Cingular Wireless' prepaid services are marketed as
GoPhone® branded services with payment options including “Pay As You Go” and “Pick Your Plan”. GoPhone® Pick Your Plan allows
predefined monthly minute replenishment to occur automatically with pre—authorized charges against a customer’s credit card, debit
card or checking account. GoPhone® Pay As You Go is more of the traditional prepaid service where minutes can be purchased online,
through the customer’s wireless device or through the purchase of prepaid cards. As of December 31, 2005, retail prepaid users
represented approximately 6 percent of Cingular Wireless’ total customers. Cingular Wireless believes its prepaid service offering
benefits from being part of a national brand, particularly with regard to distribution. Cingular Wireless’ prepaid strategy focuses on
increasing the profitability of these prepaid customers through offering a wider array of services and features to increase revenue and
retention of these customers. Its prepaid services offer customers many features available on Cingular Wireless’ postpaid plans,
including unlimited nights and weekends, long distance, caller ID, call waiting, voicemail and 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 GoPhone® customers also have no contract or monthly billing.
In addition, Cingular Wireless continues to focus on increasing the distribution of its prepaid offering to include the Internet, automated
replenishment services and strategic retail partners that allow its prepaid service to be truly a product of convenience.

Consistent with the industry, Cingular Wireless experiences higher subscriber churn rates and lower revenue per customer with
prepaid customers than its postpaid customers; however, these impacts are somewhat offset by the higher revenue per minute earned,
the absence of significant payment defaults and a lower cost of acquiring new prepaid customers, including lower handset subsidies.

Data services

Cingular Wireless offers a wide array of consumer data services, such as wireless Internet browsing, wireless e-mail, text messaging,
instant messaging, multi-media messaging and the ability to download content and applications. Cingular Wireless continues to focus
on improving the customer experience through deploying advanced data capable devices, enhancing the user interface on these
devices, and making the provisioning of data services on these devices as seamless as possible. To foster the continued growth in the
consumer data business, Cingular Wireless continues to upgrade the tools and applications that facilitate greater usage. Revenue from
data services contributed 3% to Cingular Wireless’ total operating revenue in 2003, 5% in 2004 and 8% in 2005.

Cingular Wireless provides wireless data access to corporate business applications for its customers who have mobile field
personnel. Its wireless solutions allow sales managers to access corporate e—mail when away from the office and technicians to solve
problems and access corporate databases from the field. To deliver these services, Cingular Wireless offers a wide range of wireless
data devices for business needs. Cingular Wireless supports all major operating system platforms — BlackBerry®, Windows Mobile®,
Palm® and Symbian® and a wide range of devices — data—enabled handsets, integrated personal digital assistants (PDAs) (such as
BlackBerry handhelds), personal computer data cards and special purpose devices. In 2005, Cingular Wireless transitioned its business
devices portfolio to Enhanced Data Rates for Global Evolution (EDGE) and introduced BroadbandConnect enabled PC cards, taking
advantage of its new 3G network. In addition, in spring 2005 Sony began offering its Vaio® T Series notebook PCs with Cingular
Wireless’ EDGE high—-speed wireless data technology built in, and Dell and Lenoyo recently announced that beginning in 2006, they
would begin offering notebook computers with Cingular Wireless’ BroadbandConnect service built in.

Reseller service

Cingular Wireless offers wholesale services to resellers, who purchase wireless services from Cingular Wireless for resale to their
customers. As of December 31, 2005, the number of customers served through resellers represented approximately 8% of Cingular’s
total customers. Revenues from its reseller customers, who most often buy a prepaid service, are lower than those generated by
postpaid contract customers; however, customer acquisition and servicing costs are significantly lower, resulting in favorable economics
from the reseller arrangements.

Equipment sales

Cingular Wireless sells a wide variety of handsets and personal computer wireless data cards manufactured by various suppliers for
use with its services. Cingular Wireless
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also provides its customers and resellers with subscriber identity modules (SIM) cards that store unique customer account information
such as the customer’s phone number and codes needed to grant customers access to the network. Equipment sales contributed 8% to
total operating revenue during 2003, 10% in 2004 and 11% in 2005.

NETWORK

Licenses

Cingular Wireless has access to licenses to provide voice or data services over cellular/ PCS networks in all of the 100 largest US
metropolitan areas, covering an aggregate of 294 million in population (POPs) or approximately 99 percent of the US population.
Cingular Wireless has signed numerous roaming agreements to ensure its customers can receive wireless service in many areas in the
US where Cingular does not have a network footprint.

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 signals — the 850 MHz band and the 1900 MHz band. The services provided over these two frequency bands
are commonly referred to as cellular and PCS, respectively. 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 characteristics of the PCS radio
signals. However, PCS service does not differ functionally to the user from digital cellular service. Handsets contain receivers and
transmitters that allow the user to seamlessly access both 850 and 1900 MHz networks utilizing the same technology as that of the
network infrastructure.

Cingular Wireless' primary network technology is Global System for Mobile Communication (GSM) with 95 percent of minutes being
carried on its GSM network as of December 31, 2005. Hardware and software enhancements, referred to as General Packet Radio
Service (GPRS), and EDGE, allow higher speed packet data communications. EDGE, which delivers two to three times higher data
rates than GPRS technology, provides Cingular Wireless’ customers with greater connectivity and communications capabilities,
including faster speeds for accessing the wireless Internet.

Although many advances are still underway for enhanced capacity, performance and features in GSM/ GPRS/ EDGE deployed
technologies, Cingular Wireless is building a network offering 3G technology using the UMTS standard to support significantly higher
data speeds and capacity. UMTS also supports voice, so building this 3G network will obviate the need to augment voice radio capacity
and spectrum separate from Cingular Wireless’ packet data radio capacity and spectrum as both networks grow. Cingular Wireless’
deployed 3G UMTS systems currently allow user average data download speeds between 220-320 Kbps, providing the capability for a
variety of services such as streaming audio, video and simultaneous voice and data applications. Much like Cingular Wireless’ EDGE
technology, UMTS allows for packet data, enabling “always on” connectivity, which is useful for receiving email when it arrives, versus
the need to set aside time for an email download, and allowing billing based on the amount of data transferred, rather than the amount
of time a given device is connected.

In January 2005, Cingular Wireless field tested a higher speed downlink component of UMTS called “High Speed Downlink Packet
Access” (HSDPA). HSDPA has average mobile data throughput speed in the 400-700 Kbps range and theoretical data speeds of
14 Mbps. Development and deployment of UMTS with HSDPA continued throughout 2005 and, in December 2005, Cingular Wireless
commercially launched 3G networks in the following markets: Austin, Baltimore, Boston, Chicago, Dallas, Houston, Las Vegas,
Phoenix, Portland, Salt Lake City, San Diego, San Francisco, San Jose, Seattle, Tacoma and Washington DC. Cingular Wireless
currently expects to deploy UMTS/ HSDPA in most major metropolitan areas by the end of 2006.

Spectrum capacity and coverage

Cingular Wireless owns licenses for spectrum in the 850 MHz and 1900 MHz bands. Cingular Wireless has a significant spectrum depth
but expects the demand for its wireless services to grow over the next several years as the demand for both traditional wireless voice
services and wireless data services, including Internet connectivity, increases. Cingular Wireless anticipates needing access to
additional spectrum in selected densely populated markets to meet demand for existing services and to provide UMTS/ HSDPA.

In order to gain access to additional spectrum, Cingular Wireless may participate in future FCC auctions and exchange spectrum
with, and lease or purchase spectrum licenses from, other wireless carriers. Cingular Wireless may also obtain additional spectrum
capacity through mergers and acquisitions, joint ventures and alliances.

Network integration

The acquisition of AT&T Wireless provided Cingular Wireless with an additional complete network of cell sites and significant spectrum.
To reduce costs and improve customer experience, Cingular Wireless is in the process of fully integrating the two networks of former
Cingular Wireless and AT&T Wireless where they had overlapping coverage. In these locations, Cingular Wireless is retaining the best
cell sites, de—commissioning the other cell sites and incorporating the combined spectrum position. Cingular Wireless expects that this
combined network will have higher average signal strength and greater network depth thus improving network quality by reducing
dropped and blocked calls and enhancing the transmission quality. In this integration process Cingular Wireless also expects to reduce
costs by eliminating approximately 7,600 cell sites. Cingular Wireless had integrated nearly a third of its cell sites in overlap areas by
the end of 2005 and expects to finalize network integration by the end of 2006.

COMPETITION

There is substantial and increasing competition in all aspects of the wireless communications industry. Cingular
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Wireless expects this to continue as consolidation in the industry continues. Cingular Wireless competes for customers based
principally on its reputation, network quality, customer service, price and service offerings.

Cingular Wireless’ competitors are principally the other national providers of cellular, PCS and other wireless communications
services — Verizon Wireless, Sprint Nextel and T-Mobile, which together with Cingular Wireless serve over 90 percent of the US
wireless customers. Cingular Wireless’ competitors also include regional carriers, such as Alltel and US Cellular, niche carriers, such as
MetroPCS and Cricket Communications Inc., and resellers. Some of the indirect retailers who sell Cingular Wireless’ services also sell
its competitors’ services. Cingular Wireless ranks first among the four national carriers in terms of both customers served and revenue
for 2005.

Regulatory policies favor robust competition in wireless markets. Wireless Local Number Portability (WLNP), which was implemented
by the FCC late in 2003, has also increased the level of competition in the industry. WLNP allows subscribers to switch carriers without
having to change their telephone numbers.

Consolidation, alliances and business ventures increase competition. Consolidation and the formation of alliances and business
ventures within the wireless communications industry have occurred, and Cingular Wireless expects that this trend will continue.
Consolidation may create larger, better—capitalized competitors with substantial financial, technical, marketing, distribution and other
resources to compete with Cingular Wireless’ product and service offerings. In addition, global combinations of wireless carriers — such
as the joint venture between Sprint Nextel and Virgin Group Ltd., Verizon Wireless, which is a joint venture between Verizon
Communications and Vodafone Group Plc, T-Mobile USA, which is the US arm of a global portfolio of T-Mobile companies, and
mergers and acquisitions, such as mergers of Sprint Corporation and Nextel, and Alltel and Western Wireless Corporation — may give
some domestic competitors better access to international technologies, marketing expertise 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.

The traditional wireless industry continues to evolve. Mobile Virtual Network Operators, or MVNOSs, which historically offered low cost
prepaid services, are currently launching postpaid offerings, which will introduce additional competition in this area. Cingular Wireless
also anticipates increased competitive pressures from the landline companies, cable television operators and Internet service providers.

Cingular Wireless’ 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 its 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 Cingular Wireless' ability to take advantage of its relationship with
BellSouth and AT&T. As a result of competition, Cingular Wireless 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 infrastructure and the handsets offered; and

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

WIRELESS REGULATORY ENVIRONMENT

The FCC regulates the licensing, construction, operation, acquisition and transfer of wireless systems in the US pursuant to the Communications
of 1934 and its associated rules, regulations and policies. Additional information relating to federal and state regulation of Cingular Wireless’
wireless operations is contained under the heading “Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Operating Environment — Wireless Regulatory Environment,” and is incorporated herein by reference.

Advertising & Publishing Group
OVERVIEW

We are one of the leading publishers of telephone directories in the United States. Our Advertising & Publishing Group publishes more than 500
directories and distributes approximately 65 million copies to residences, businesses and government agencies in the Southeast. Revenues from
group represented approximately 10% of our total operating revenues in 2003, 2004 and 2005.

We publish alphabetical white page directories of business and residential telephone subscribers in substantially all of our wireline
telecommunications markets and sell advertising in and publish classified directories under The Real Yelftra@iagesrk in the same markets.

The published advertising is also made available through our own YELLOWPAGE$"Gfkt BellSouth site and through partnerships with
multiple search engines.

We continually seek to expand our Advertising & Publishing business by increasing advertising sales in our traditional directory and electronic
products. Examples of such expanded directory services and products include our Companion directory, a smaller, more portable version of the
traditional print directory, and electronic search engine advertising. We also market to customers with unique directory and advertising needs.

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 advertisers are increasingly including online advertising with their print media
buys. In November 2004, the directory businesses of BellSouth and AT&T (formerly SBC) created an Internet yellow pages joint venture by
acquiring the highly recognized YellowPages.com brand, with the goal of becoming the market leader in Internet yellow pages and local Internet
search.
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We also provide telephone directory and electronic sales and publishing services for nonaffiliated telephone companies and receive
a portion of the advertising revenue as a commission. During 2005, we contracted with 95 nonaffiliated telephone companies to sell
advertising in 540 classified directories in 39 states. We also act as an agent for national yellow page ad placements in 50 states on
behalf of over 450 companies.

STRATEGY

We are committed to remaining the preferred comprehensive source linking buyers and sellers in the local, regional and national
marketplace. To achieve this objective, we intend to:

« maintain product leadership by reinvesting in our products and making strategic investments to promote our products;

« grow revenues through new products and product enhancements, including the development and increased distribution of Internet and niche
products and by expanding our existing product suites through new market overlays and traditional market re-scoping;

« attract new customers and retain our existing customer base by offering competitive pricing and incentive programs to encourage new custor
and to reward current customers for their tenure;

« continue to improve operational efficiency; and

« leverage the new Internet national brand and URL (WWW.YELLOWPAGES.COM) to attract new businesses and generate incremental rever
growth from existing customers.

COMPETITION

Competition in the yellow pages industry continues to intensify. Major markets are seeing multiple competitors, with many different media
competing for advertising revenue. Within the print yellow pages, we compete primarily with Yellow Book USA, White Publishing, R.H. Donnelly,
and Verizon. Electronic competitors include Google, YahooLocal, SuperPages.com and other Internet search engines that have a small but grow
percentage of yellow page-like searches. Competition for directory sales agency contracts for the sale of advertising in publications of nonaffiliate
companies also continues to be strong. We continue to respond to the increasing competition and the dynamic media environment with investme
in product enhancements, multiple delivery options, local promotions, customer value plans, increased advertising, and sales execution.

Latin American Group

In late 2004 and early 2005, we sold all our interests in our Latin American operations to Telefénica Moviles, S.A., the wireless affiliate of
Telefénica, S.A.

Intellectual Property

BellSouth’s intellectual property portfolio is a component of our ability to be a leading and innovative telecommunications services provider. We
diligently protect and work to build our intellectual property rights through patent, 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 license
to certain other companies to use our intellectual property.

Research and Development

Research and development in our industry is primarily driven by equipment manufacturers. In addition, we conduct research and development
activities internally and through various external vendors.

Employees

At December 31, 2005, we employed approximately 63,000 individuals. About 65% of BellSouth’s employees at December 31, 2005 were
represented by the Communications Workers of America (CWA), which is affiliated with the AFL-CIO. Collective bargaining agreements with the
CWA were last ratified in September 2004. These five—year contracts, which expire August 8, 2009, cover approximately 41,000 employees. 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 10.59
over the contract term. In addition, the agreements provide for a standard incentive award of 2% in the first three years of the contract increasing
3% in years four and five. Other terms of the agreements include pension band increases and pension plan cash balance improvements for activ:
employees. The contracts provided for a 4% lump—sum payment upon ratification by the membership. We expect the agreements to continue to
us the workforce planning flexibility needed to respond to changing marketplace conditions.

In December 2005, we announced a management reduction of approximately 1,500 employees. We expect the reduction to be substantially
complete by April 30, 2006.

ltem 1A. Risk Factors

We will continue to face significant competition, which may reduce our market share and lower our profits.

Rapid development in telecommunications technologies, such as wireless, cable and VolP, has increased competition in the telecommunications
industry. As a result, we compete with not only traditional communications service providers, but also new competitors such as cable companies,
satellite companies, wireless providers and VolP providers. These competitors are typically subject to less regulation and therefore are able to off
services at lower cost. In addition, these competitors may have lower cost structures than we do because they do not have a
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unionized workforce, they offer lower benefits to employees and they have fewer retirees (as most of the competitors are relatively new
companies). The increased competition could put further pressure on the price of the services provided by us and may result in reduced
revenues and profits. In addition, our print and online yellow pages products face significant competition, with many different media
competing for advertising revenue. Further, competition for directory sales agency contracts for the sale of advertising in publications of
nonaffiliated companies also continues to be strong.

Our ability to maintain leading technological capabilities is uncertain.

Our operating results will depend to a significant extent upon our and Cingular Wireless’ ability to continue to expand our service
offerings and to reduce the costs of providing our existing services. We cannot assure you that we or Cingular Wireless will successfully
develop and market new service opportunities in a timely or cost-effective manner. The success of new service development depends
on many factors, including proper identification of customer needs, cost, timely completion and introduction of new products, product
differentiation from offerings of competitors and market acceptance.

Technology in the telecommunications industry changes rapidly, which could cause our or Cingular Wireless’ services and products
to become obsolete. We cannot assure you that we and our suppliers will be able to keep pace with technological developments. If the
new technologies on which we and Cingular Wireless intend to focus our investments fail to achieve acceptance in the marketplace, we
and Cingular Wireless could suffer a material adverse effect on our future competitive position that could cause a reduction in our
revenues and net income. For example, our competitors could be the first to obtain proprietary technologies that are perceived by the
marketplace as being superior. Furthermore, one or more of the technologies under development for our use could become obsolete
prior to its introduction. In addition, delays in the delivery of components or other unforeseen problems in our or Cingular Wireless’
communication systems may occur that could materially adversely affect our or Cingular Wireless’ ability to generate revenue, offer new
services and remain competitive.

Maintaining our networks requires significant capital expenditures and our inability or failure to maintain our networks would
have a material impact on our market share and ability to generate revenue.

During the year ended December 31, 2005, wireline capital expenditures totaled $3.2 billion (excluding $211 million associated with
Hurricane Katrina) and Cingular Wireless’ capital expenditures totaled $7.5 billion. Our and Cingular Wireless’ capital expenditures are
expected to continue at similar levels in 2006, excluding any significant expenditures associated with Hurricane Katrina. Either of us
could incur significant additional capital expenditures as a result of unanticipated developments, regulatory changes and other events
that impact our business. If we or Cingular Wireless are unable or fail to adequately maintain or expand our networks to meet customer
needs, there could be a material adverse impact on our market share and ability to generate revenue.

We provide services to our customers over access lines, and if we lose access lines, our business and results of operations
may be adversely affected.

Our wireline business generates revenue by delivering voice and data services over access lines. We have experienced access line
loss of 18.4 percent for the period from December 31, 2000 through December 31, 2005 due to challenging economic conditions,
increased competition and technology substitution. We are seeking to improve our competitive position through product bundling and
other sales and marketing initiatives. However, we may continue to experience net access line loss in our markets. An inability to retain
access lines could adversely affect our business and results of operations.

The regulatory regime under which we operate could change to our detriment.

We are subject to various US federal regulations, including substantial regulation by the FCC. FCC rules and regulations are subject to
change in response to industry developments, changes in law, new technologies and political considerations. In addition, we are
subject to the regulatory authority of state commissions, which generally have the power to regulate intrastate rates and services,
including local, long—distance and network access services.

Our business could be materially adversely affected by the adoption of new laws, policies and regulations or changes to existing
regulations. The development of new technologies, such as Internet Protocol-based services including VolP and super high—-speed
broadband and video, for example, have created or potentially could create conflicting regulation between the FCC and various state
and local authorities, which may involve lengthy litigation to resolve and may result in outcomes unfavorable to us.

Unfavorable regulations imposed at the federal or state level could cause us to experience additional declines in access line
revenues and could reduce our invested capital and employment levels related to those services. It is difficult to predict either the
outcome of proceedings before the FCC, state PSCs and the courts or the FCC's and the state PSCs’ future rule-making activities. Any
adverse decision by the courts, the FCC or the state PSCs could have a materially adverse effect on our operations.

We may not be successful in our efforts to maintain a reduced cost structure, and the actions that we take in order to reduce
our costs could have long-term adverse effects on our business.

We have taken, and continue to take, various actions to transition our company to a reduced cost structure. In response to declining
revenues, beginning in 2001 we reduced our expenses, decreased our workforce by approximately 19,000 (including a management
reduction of 1,500 announced in December 2005 that is not yet complete), froze hiring and reduced discretionary spending. There are
several risks inherent in our efforts to maintain a reduced cost structure. These include the risk that we will not be able to reduce
expenditures quickly
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enough and hold them at a level necessary to sustain or increase profitability, and that we may have to undertake further restructuring
initiatives that would entail additional charges and cause us to take additional actions. There is also the risk that cost—cutting initiatives
will impair our ability to effectively develop new products, to remain competitive and to operate effectively. Each of the above measures
could have long—term effects on our business by reducing our pool of technical talent, decreasing or slowing product development,
making it more difficult for us to respond to customers, and limiting our ability to hire and retain key personnel. These circumstances
could adversely affect our operating results, which could adversely affect our stock price.

Third parties may claim that we are infringing their intellectual property, and we could suffer significant litigation or licensing
expenses or be prevented from selling products.

Although we do not believe that any of our products or services infringe the valid intellectual property rights of third parties, we may be
unaware of intellectual property rights of others that may cover some of our technology, products or services. Any litigation growing out
of third party patents or other intellectual property claims could be costly and time—consuming and could divert our management and
key personnel from our business operations. The complexity of the technology involved and the uncertainty of intellectual property
litigation increase these risks. Resolution of claims of intellectual property infringement might also require us to enter into costly license
agreements. Likewise, we may not be able to obtain license agreements on terms acceptable to us, or at all. We also may be subject to
significant damages or injunctions against development and sale of certain of our products. Further, we often rely on licenses of third
party intellectual property useful for our businesses. We cannot ensure that these licenses will be available in the future on favorable
terms or at all.

Third parties may infringe our intellectual property, and we may expend significant resources enforcing our rights or suffer
competitive injury.

Our success depends in significant part on the competitive advantage we gain from our proprietary technology and other valuable
intellectual property assets. We rely on a combination of patents, copyrights, trademarks and trade secrets protections, confidentiality
provisions and licensing arrangements to establish and protect our intellectual property rights. If we fail to successfully enforce our
intellectual property rights, our competitive position could suffer, which could harm our operating results.

Our pending patent and trademark registration applications may not be allowed, or competitors may challenge the validity or scope of
our patents, copyrights or trademarks. Further, we may be required to spend significant resources to monitor and police our intellectual
property rights. We may not be able to detect third party infringements and our competitive position may be harmed before we do so. In
addition, competitors may design around our technology or develop competing technologies. Furthermore, some intellectual property
rights are licensed to other companies, allowing them to compete with us using that intellectual property.

We could incur significant costs as a result of a number of pending putative class action lawsuits, and additional significant
litigation may be filed against us in the future.

We have been named in several putative class action lawsuits that allege that we violated the federal securities and ERISA laws. In
addition, we have been named in a putative class action lawsuit that alleges that we engaged in employment discrimination and a
putative class action lawsuit that alleges that we violated the antitrust laws. We are vigorously contesting these matters, but such
litigation could result in substantial costs and have a material impact on our financial condition, results of operation and cash flow. An
adverse decision or settlement in any of these cases could require us to pay substantial damages or subject us to injunctive relief,
either of which could have a material adverse affect on our business and operations. Further, additional significant litigation may be filed
against us in the future.

Our business will suffer if we are not able to retain and hire key personnel.

Our future success depends partly on the continued service of our key technical, sales, marketing, executive and administrative
personnel. If we fail to retain and hire a sufficient number of these personnel, we may not be able to maintain or expand our business.
Since 2002, we have experienced workforce reductions and limited pay increases, which may harm our long—term ability to hire and
retain key personnel. As the economy continues its recovery, there is intense competition for certain highly technical specialties in
geographic areas where we recruit, and it may become more difficult to retain our key employees.

Our wireline business operates primarily in the Southeast, which is likely to continue to experience severe hurricanes and
tropical storms.

We operate an electronics—based network with extensive outside plant in a geographic region that is susceptible to inclement weather,
including hurricanes. Water (flooding in particular) and wind damage can severely damage our outside plant causing service outages,
line noise or other trouble associated with damage to our plant requiring field technicians to conduct premise visits. In 2004, we
experienced an unprecedented four major hurricanes within a 45 day period. Further, the damage inflicted on our network by Hurricane
Katrina in August 2005 was extensive. Current predictions suggest that the Atlantic basin could experience significant hurricanes for the
foreseeable future. The occurrence of severe storms could impact our revenue in affected areas and could cause us to experience
higher than normal levels of expense and capital expenditures.
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Uncertainty in the US securities markets and adverse medical cost trends could cause our pension and postretirement costs
to increase.

Our pension and postretirement cost have increased in recent years, primarily due to a continued increase in medical and prescription
drug costs. Investment returns of our pension funds depend largely on trends in the US securities markets and the US economy in
general. In particular, uncertainty in the US securities markets and US economy could result in investment returns less than those
previously assumed and a decline in the value of plan assets used in pension and postretirement calculations, which we would be
required to recognize over the next several years under generally accepted accounting principles. Should the securities markets decline
and medical and prescription drug costs continue to increase significantly, we would expect to face increasing annual combined net
pension and postretirement costs.

A downgrade of our debt rating could increase our borrowing costs.

At December 31, 2005, 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, 2005 was P-1 from Moody’s and A-1 from Standard and Poor’s. Moody’s maintains a negative
outlook on both our short-and long—term debt ratings, and Standard & Poor’s recently placed our short- and long—term credit ratings
on CreditWatch with negative implications. A downgrade of our debt rating could increase our borrowing costs.

If we fail to extend or renegotiate our collective bargaining agreements with our labor unions when they expire, or if our
unionized employees were to engage in a strike or other work stoppage, our business and operating results could be
materially harmed.

We are a party to collective bargaining agreements with our labor unions, which represent a significant number of our employees.
Although we believe that our relations with our employees are satisfactory, no assurance can be given that we will be able to
successfully extend or renegotiate our collective bargaining agreements when they expire from time to time. If we fail to extend or
renegotiate our collective bargaining agreements, if disputes with our unions arise, or if our unionized workers engage in a strike or a
work stoppage, we could experience a significant disruption of operations or incur higher ongoing labor costs, either of which could
have a material adverse effect on our business.

Terrorist attacks and other acts of violence or war may affect the financial markets and our business, financial condition,
results of operations and cash flows.

Terrorist attacks may negatively affect our operations and financial condition. There can be no assurance that there will not be future
terrorist attacks against the United States of America or US businesses, or armed conflict involving the United States of America.
Terrorist attacks or other acts of violence or war may directly impact our physical facilities or those of our customers and vendors.
Further, these events could cause consumer confidence and spending to decrease or result in increased volatility in the United States
and world financial markets and economy. They could result in an economic recession in the United States or abroad. Any of these
occurrences could have a material adverse impact on our business, financial condition, results of operations and cash flows.

Cingular Wireless could fail to achieve, in the amounts and within the timeframe expected, the capital and expense synergies
and other benefits expected from its acquisition of AT&T Wireless.

In October 2004, Cingular Wireless, BellSouth’s wireless joint venture with AT&T, acquired AT&T Wireless for approximately $41 billion
in cash. Achieving the anticipated benefits of the Cingular Wireless/AT&T Wireless merger will depend in part upon meeting certain
challenges such as delivering a single, consistent and effective customer experience across all functions, integrating and rationalizing
systems and administrative infrastructures, and reducing redundant facilities and resources. There can be no assurance that such
challenges will be met. Failure to meet such challenges would affect BellSouth’s ability to realize the anticipated synergies, cost savings
and other benefits expected from the merger, which could adversely affect the value of BellSouth common stock. In addition, if the
Cingular Wireless/AT&T Wireless merger fails to achieve, in the amount and within the timeframe expected, the capital and expense
synergies and other benefits expected, there may be an adverse impact on Cingular Wireless’ operating results, which may adversely
affect the financial results of BellSouth.

Cingular Wireless faces substantial competition in all aspects of its business as competition continues to increase in the
wireless communications industry.

On average, Cingular Wireless has four to five other wireless competitors in each of its service areas and competes for customers
based principally on reputation, network quality, customer service, price and service offerings. Cingular Wireless’ competitors are
principally three national providers and a larger number of regional providers of cellular, PCS and other wireless communications
services. Cingular Wireless also competes with resellers and wireline service providers. Moreover, Cingular Wireless 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.

Competition is expected to continue to put pressure on pricing, margins and customer turnover. BellSouth and AT&T may have
differences of opinion with respect to the strategic direction and oversight of Cingular Wireless, which could adversely affect our ability
to cooperate as the owners of Cingular Wireless and impair Cingular Wireless’ ability to respond effectively to the competitive
environment. These competitive issues could result in a material adverse effect on its ability to achieve revenue and profit growth, and
this in turn could hurt BellSouth’s bottom line
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based on its 40 percent share in Cingular Wireless’ net income.

For a more detailed discussion of risks related to our wireless business, see the “Risk Factors” section of Cingular Wireless’ Form 10-K
for the year ended December 31, 2005, which is incorporated by reference into this Form 10-K and is attached hereto as Exhibit 99a.

ltem 1B. Unresolved SEC Staff Comments

None.
Item 2. Properties

Our properties do not lend themselves to description by character or location of principal units. Our investment in property, plant and equipment i
our consolidated operations consisted of the following at December 31:

2004 2005

Qutside plant 43.0% 43.0%
Central office equipment 41.7 41.9
Operating and other equipment 8IS 3.4
Land and buildings 7.7 7.6
Furniture and fixtures 3.8 3.7
Plant under construction 0.3 0.4

100.0% 100.0%

Almost all of these properties are located in our Communications Group segment.

Outside plant consists of connecting lines (aerial, underground and buried cable) not on customers’ premises, the majority of which is on or un
public roads, highways or streets, while the remainder is on or under private property. We currently self-insure all of our outside plant against
casualty losses. Central office equipment substantially consists of digital electronic switching equipment and circuit equipment. Land and building
consist principally of central offices and administrative space. Operating and other equipment consists of wireless network equipment, embedded
intrasystem wiring (substantially all of which is on the premises of customers), motor vehicles and other equipment. Central office equipment,
buildings, furniture and fixtures and certain operating and other equipment are insured under a property insurance program with limits up to
$450 million covering risks such as fire, windstorm, flood, earthquake and other perils not specifically excluded by the terms of the policies.

Substantially all of the installations of central office equipment for the wireline communications 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 nonwireline businesses and administrative functions are leased.

Item 3.  Legal Proceedings

EMPLOYMENT CLAIM

On April 29, 2002, five African—-American employees filed a putative class action lawsuit, captioned Gladys Jenkins et al. v. BellSouth Corporatior
against the Company in the U.S. 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 Telecommunications at any time since April 29, 1998, and a class of all African—American salaried workers employed by
BellSouth Telecommunications at any time since April 29, 1998 in management positions at or below Job Grade 59/Level 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 time, the i
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
its senior officers alleging violations of the federal securities laws. The cases have been consolidated in the U.S. 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 A
of 1995, the court has appointed a Lead Plaintiff. The Lead Plaintiff filed a Consolidated and Amended Class Action Complaint in July 2003 on
behalf of two putative classes: (1) purchasers of BellSouth stock during the period November 7, 2000 through February 19, 2003 (the class periot
for alleged violations 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 additi
defendants. The Consolidated and Amended Class Action Complaint alleged that during the class period, the Company (1) overstated the unbille
receivables balance of its Advertising & Publishing subsidiary; (2) failed to properly implement Staff Accounting Bulletin (SAB) 101 with regard to
its recognition of Advertising & Publishing revenues; (3) improperly billed competitive local exchange carriers (CLEC) to inflate revenues; (4) faile
to take a reserve for refunds that ultimately came due following litigation over late payment charges; and (5) failed to properly write down goodwil
of its Latin American operations.

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 Securities Act claims, except for those relating to the writedown of Latin Ameri-
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can goodwill, the allegations relating to unbilled 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 violations of Section 11 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 time, 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 filed in the U.S. 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 consolidated and on April 21, 2003, a consolidated
Complaint was filed. The plaintiffs allege in the Consolidated 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 BellSouth’s 401(k) plans’ (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. In October 2005, plaintiffs’ motion for class
certification was denied. 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 securities class action captioned In re BellSouth Securities Litigation, which is
described above. At this time, the likely outcome of the cases cannot be predicted, nor can a reasonable estimate of loss, if any, be
made.

ANTITRUST CLAIMS

In December 2002, a consumer class action alleging antitrust violations of Section 1 of the Sherman Antitrust Act was filed against
BellSouth, Verizon, AT&T (formerly known as SBC) and Qwest, captioned William Twombly, et al v. Bell Atlantic Corp., et al, in

U.S. District Court for the Southern District of New York. The complaint alleged that defendants conspired to restrain competition by
agreeing not to compete with one another and to impede competition with others. 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. In October 2005, the Second Circuit Court of Appeals reversed the District Court’s decision and
remanded the case to the District Court for further proceedings. At this time, the likely outcome of the case cannot be predicted, nor can
a reasonable estimate of loss, if any, be made.

In June 2004, the U.S. Court of Appeals for the 11th 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 Communications Company, et al v. BellSouth Corporation, et al. The
appellate court, however, permitted a price squeeze claim and certain state tort claims to proceed. In November 2005, Covad
dismissed with prejudice the civil action and then contemporaneously filed complaints with the public service commissions of Florida
and Georgia and filed an informal complaint with the FCC. The commission complaints allege breaches of our interconnection contracts
approved by the state commissions, including failure to provide collocation, mishandling of orders, ineffective support systems, and
failure to provide unbundled loops. The complaints also allege improper solicitation of Covad customers. These claims are similar to the
claims raised in the civil action dismissed by Covad. The complaints seek credits and equitable relief. Covad has asked the state
commissions to stay proceedings on its complaints pending resolutions of its FCC complaint. At this time, the likely outcome of the case
cannot be predicted, nor can a reasonable estimate of loss, if any, be made.

ENVIRONMENTAL 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, 2005, our recorded liability related to these matters was approximately $9 million. We
continue to believe that expenditures in connection with additional remedial actions under the current environmental protection laws or
related matters will 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 issues, 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. Although 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 to our consolidated financial
statements.
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ltem 4. Submission of Matters to a Vote of Shareholders

No matter was submitted to a vote of shareholders in the fourth quarter of the year ended December 31, 2005.

Executive Officers

The executive officers of BellSouth Corporation are listed below:

This

Officer Office
Name Age Office Since Since
F. Duane Ackerman 63 Chairman of the Board and Chief Executive Officer 1983 1997
Richard A. Anderson 47 Vice Chairman and President — Business Markets 1993 2006
Barry L. Boniface 43 Vice President — Planning and Development 2001 2001
Francis A. Dramis, Jr. 57 Chief Information, E-Commerce and Security Officer 1998 2000
Mark L. Feidler 49 President and Chief Operating Officer 2004 2005
Marc Gary 53 General Counsel 2004 2004
Isaiah Harris, Jr. 53 President — BellSouth Advertising & Publishing Group 1997 2005
W. Patrick Shannon 43 Chief Financial Officer 1997 2006

All of the executive officers of BellSouth, other than Mr. Feidler and Mr. Gary, have for at least the past five years held high level management or
executive positions with BellSouth or its subsidiaries. Prior to joining BellSouth in January 2004, Mr. Feidler had been Chief Operating Officer of
Cingular Wireless since October 2000. Prior to that, he held various senior positions with BellSouth’s domestic wireless operations. Prior to his
election as General Counsel effective in October 2004, Mr. Gary was Vice President and Associate General Counsel since May 2000 and, prior t
that, he was a partner at the law firm of Mayer Brown & Platt.

All officers serve until their successors have been elected and qualified.

Website Access

Our website address_is www.bellsouth.com. You may obtain free electronic copies of our annual reports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and all amendments to those reports at our investor relations website, www.bellsouth.com/investor/, ur
the heading “SEC Filings.” These reports are available on our investor relations website as soon as reasonably practicable after we electronically
them with the SEC.

We have adopted a written code of ethics that applies to all directors, officers and employees of BellSouth, including our principal executive
officer and senior financial officers, in accordance with Section 406 of the Sarbanes—Oxley Act of 2002 and the rules of the Securities and Exchal
Commission promulgated thereunder. The code of ethics, which we call “Our Values in Action”, is available on our corporate governance website
www.bellsouth.com/corporate governance/. In the event that we make changes in, or provide waivers from, the provisions of this code of ethics tf
the SEC requires us to disclose, we intend to disclose these events on our corporate governance website.

We have adopted corporate governance guidelines. The guidelines, which we call “governance principles”, and the charters of our board
committees, are available on our corporate governance website. Copies of the code of ethics, governance guidelines and board committee charte
also available in print upon written request to the Corporate Secretary, BellSouth Corporation, Suite 2001, 1155 Peachtree Street, N.E., Atlanta,
Georgia 30309-3610.

PART Il

Item 5. Market for Registrant's Common Equity, Related Shareholder Matters and Issuer Purchases
of Equity Securities

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, Amsterdam and Swiss exchanges. The ticker symbol for BellSouth common stock is BLS. At January 31, 2006, there were
649,248 holders of record of BellSouth common stock. Market price data was obtained from the NYSE Composite Tape, which encompasses tras
on the principal United States stock exchanges as well as off-board trading. High and low prices represent the highest and lowest sales prices fo
periods indicated.
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Per Share
Market Prices Dividends
High Low Declared
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
2005
First Quarter $ 28.12 $ 24.85 $ .27
Second Quarter 27.36 25.38 .29
Third Quarter 27.90 25.51 .29
Fourth Quarter 28.03 24.32 .29

The following table contains information about our purchases of equity securities during the fourth quarter of 2005.
Issuer Purchases of Equity Securities
Approximate Dollar

Total Number of Value that May Yet Be

Shares
Total Number of A‘;,eri'jge Purchased as Part of a Purchased Under the
. Shares Paid per Publicly Announced

ek Purchased(1) Share Plan(2) Plan(2)

October 1-31, 2005 2,478,029 $ 25.92 2,400,000 $ 1,937,850,000
November 1-30, 2005 16,795,540 $ 26.38 16,625,000 $ 1,499,500,000
December 1-31, 2005 16,272,221 $ 27.71 16,043,500 $ 1,054,840,000
Total 35,545,790 35,068,500

(1) Consists of 477,290 shares purchased from employees to pay taxes related to the vesting of restricted shares, at an average price of $27.14, and 35,068,500 shares purchased from
external markets, at an average price of $26.95. Excludes shares purchased from employees to pay taxes related to the exercise of stock options.
(2) On October 25, 2005, we announced that the Board of Directors authorized the repurchase of up to $2 billion of common stock through the end of 2007.

Stock Transfer Agent and Registrar

Mellon Investor Services, LLC is our stock transfer agent and registrar.
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ltem 6.

SELECTED FINANCIAL AND OPERATING DATA
DOLLARS ARE IN MILLIONS, EXCEPT PER SHARE AMOUNTS

The comparability of the following Selected Financial and Operating Data is significantly impacted by various changes in accounting
principle and merger, acquisition and disposition activity. The more significant items include 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 2001 2002 2003 2004 2005
Income Statement Data:
Operating revenues $ 21,211 $ 20,207 $ 20,341 $ 20,300 $ 20,547
Operating expenses 15,339 15,753 14,784 15,011 15,877
Operating income 5,872 4,454 5,657 5,289 4,670
Income from continuing operations 2,786 3,475 3,488 3,394 2,913
Income (loss) from discontinued operations, net of tax (339) (867) 101 1,364 381
Income before cumulative effect of changes in

accounting principle 2,447 2,608 3,589 4,758 3,294
Cumulative effect of changes in accounting principle,

net of tax - (1,285) 315 — —
Net income $ 2447 $ 1323 $ 3,904 $ 4,758 $ 3,294
Operating income margin 27.7% 22.0% 27.3% 26.1% 22.7%

Diluted earnings per share of common stock:

Income before discontinued operations and
cumulative effect of changes in accounting

principle $ 1.48 $ 1.85 $ 188 $ 185 $ 159
Income before cumulative effect of changes in

accounting principle $ 130 $ 139 $ 194 $ 259 $ 180
Net income $ 1.30 $ 071 $ 211 $ 259 $ 180

Other Financial Data:

Diluted weighted—average shares of common stock

outstanding (millions) 1,888 1,876 1,852 1,836 1,829
Dividends declared per share of common stock $ 0.76 $ 0.79 $ 0.92 $ 1.06 $ 1.14
Total assets $ 51,912 $ 49,368 $ 49,622 $ 59,339 $ 56,553
Total debt $ 20,125 $ 17,397 $ 14,980 $ 20,583 $ 17,188
Shareholders’ equity $ 18,758 $ 17,906 $ 19,712 $ 23,066 $ 23,534
Construction and capital expenditures $ 5,495 $ 3,536 $ 2,926 $ 3,193 $ 3,457
Book value per common share $  9.99 $ 9.63 $ 10.77 $ 12.60 $ 13.09
Ratio of earnings to fixed charges 3.98 5.03 5.68 6.00 4.33
Debt to total capitalization ratio 51.8 49.3 43.2 47.2 42.2
Operating Data:

Access lines in service (in thousands) 23,824 23,005 22,263 21,356 20,037
Retail long distance customers (in thousands) — 1,002 3,960 6,015 7,179
DSL customers (in thousands) 621 1,021 1,462 2,096 2,882
Cingular Wireless customers (in thousands) 21,596 21,925 24,027 49,132 54,144
Number of employees 87,875 77,020 75,743 62,564 63,066

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Consolidated Results of
Operations” for a discussion of unusual items affecting the results for 2003, 2004 and 2005.
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Item 7.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
DOLLARS ARE IN MILLIONS, EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED

BELLSOUTH CORPORATION

Overview

We are a Fortune 100 company with annual revenues of over $20 billion. Our core businesses are wireline and wireless
communications and our largest customer segment is the retail consumer. We have interests in wireless communications through our
ownership of 40 percent of Cingular Wireless, the nation’s largest wireless company based on number of customers and revenue. 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 wireline 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 500,000
annually. The region’s real income growth is expected to exceed the national average over the next five years.

INDUSTRY DYNAMICS

Demand in the traditional voice business has been negatively impacted by the proliferation of wireless services 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, and
technological advances such as broadband. After a period of significant growth in the 1990s, access lines, a key driver of our business,
have declined steadily since 2001.

While the last mile connectivity to the customer remains essential, the communications industry is beginning a transition from a
network—centric circuit—-based infrastructure to an applications—centric IP infrastructure, which could create uncertainty around
traditional business models. Further, industry consolidation, such as the recent combinations of SBC and AT&T, Verizon and MCI, and
Sprint and Nextel, are creating large competitors with global reach and economies of scale.

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 four 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 wireless usage as companies
attempt to differentiate their service plans. Meanwhile, significant 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 businesses are subject to vigorous competition, and both are subject to regulation.

Changes to federal law in the early 1990s generally preempted states from regulating the market entry or rates of a wireless carrier,
while allowing states to regulate other terms and conditions of wireless service. Wireless carriers are also subject to regulation by the
Federal Communications Commission (FCC), which allocates and enforces the spectrum used by wireless carriers, and adopts and
enforces other policies relating to wireless services.

Our wireline business is subject to dual state and federal regulation. The FCC has historically engaged in heavy regulation of our
interstate services. In recent years, it has granted increasing pricing flexibility for our interstate telecommunications services because of
the additional competition to which those services are subject, though nearly all of the services remain subject to tariffing requirements.
Separately, in response to the Telecommunications Act of 1996, the FCC initially required us to share our network extensively with local
service competitors, and prescribed a pricing policy (TELRIC) that has not permitted fair cost recovery. These sharing
(unbundling) rules were invalidated by the courts on three separate occasions, but not before the invalid policies had been generally
implemented in our contracts with competitors. In February 2005, the FCC issued rules that cut back significantly on some of the
anticompetitive sharing requirements. The new rules essentially eliminated the unbundled network platform, or UNE-P, a combination
of unbundled elements that replicate local service at unfairly low prices.

During 2005, we transitioned many former UNE-P customers to a similar platform service provided at commercially negotiated terms
and prices. The FCC-ordered transition phase out of UNE-P is scheduled to be complete on March 11, 2006, though the conduct of
state commission litigation concerning the UNE—-P terms of earlier contracts may cause some delay in our implementation of the
phase-out.

The FCC provided additional relief when it released new broadband rules effective in November 2005 that responded to a recent US
Supreme Court decision. The new rules are designed to provide our high speed Internet access services with regulation equivalent to
that of our competition, particularly cable modem providers. The new rules are scheduled to be fully phased in by the third quarter of
2006, although the FCC reserved the right to extend the transition.

The states in our region continue to exert economic regulation over much of the revenue generated by our traditional narrowband
wireline telecommunications services, though that regulation has been lessening. During the past two years, state legislatures and state
regulatory commissions have taken action that moved regulation toward equivalence with our telecommunications competi—

BELLSOUTH 2005 21




Table of Contents

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS  CONTINUED
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tors by prohibiting state regulation of broadband services, rebalancing rates, and reducing regulation of service bundles.

Despite these successes, our wireline business remains more regulated than competing businesses that use cable, wireless or
non-facilities based technologies. While we welcome the reforms, the transition of our wireline business regulation from the
comprehensive, utility—like regulation of previous years to standard business regulation is hot complete, and adjusting to each individual
change requires significant management attention. We will accordingly continue to encourage regulatory reform in every appropriate
forum.

ACQUISITIONS AND DISPOSITIONS

Over the last 18 to 24 months, we completed the exit of our international operations and increased our investment in the domestic
wireless market through Cingular Wireless’ acquisition of AT&T Wireless. The addition of AT&T Wireless filled in Cingular Wireless’
national coverage footprint, added depth to its licensed spectrum position, and added size and scale to compete more effectively.
Cingular Wireless’ new advertising campaigns combined with improvements in customer service and network coverage are driving
customer loyalty and growth. Customer churn has reduced appreciably, integration efforts are well underway and cost synergies are
contributing to margin expansion. This acquisition substantially increases BellSouth’s participation in the domestic wireless industry,
bringing wireless to over 40 percent of our proportional revenues including Cingular Wireless. As Cingular completes its integration of
AT&T Wireless and executes its strategy, we expect its contribution to BellSouth’s earnings to increase over the next two years.

HIGHLIGHTS AND OUTLOOK

On August 29, 2005, Hurricane Katrina caused catastrophic damage in areas of Louisiana, Mississippi and Alabama, causing
significant incremental expense for network restoration and customer dislocation. Despite the challenges of Hurricane Katrina,
BellSouth maintained focus on the key growth areas of its business, delivering continued customer growth from broadband and long
distance services. Consolidated revenues, which do not include our share of Cingular Wireless, increased slightly in 2005 as growth in
long distance, DSL and small business services effectively offset revenue declines from residential access line loss and large business
services. We added more than 1.1 million mass market long distance customers in 2005 to total nearly 7.2 million at December 31,
2005, while DSL net subscriber additions of 786,000 brought our total to nearly 2.9 million at December 31, 2005.

Wireless substitution continued to drive access line losses in 2005. Retail access lines were down 579,000, which included positive
retail business line growth of 64,000. Wholesale access lines were down 740,000 compared to year—end 2004 influenced by the
change in regulatory position towards UNE-P.

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 slightly
more than 17,000 employees, or 22 percent. Further, in December 2005, we announced a reduction of 1,500 management employees.
Maintaining current operating margin levels going forward will be challenging as competition intensifies, pressuring revenue. We must
achieve continued increases in productivity to manage our costs. While there have been some encouraging developments on the
regulatory front, there will be other events such as increasing healthcare costs, continued loss of lines to wireless substitution and the
roll-out of VolIP telephony by cable providers that are likely to continue to put pressure on margins. Further, operating cash flow was
relatively flat in 2005 but is expected to decline over the next two years due primarily to higher income tax payments.

Cingular Wireless

Cingular Wireless added more than 5 million customers in 2005, bringing its nationwide customer base to 54.1 million customers.
Customer churn of 2.2 percent in 2005 decreased 50 basis points compared to the prior year. Year over year, revenue growth
exceeded 6 percent on a pro forma basis driven by customer growth partially offset by a decline in average revenue per user (ARPU).
Operating margin has been improving due to revenue growth and operating efficiencies from an improved customer acquisition cost
structure, headcount reductions and systems rationalization.
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Consolidated Results of Operations

Key financial and operating data for the three years ended December 31, 2003, 2004 and 2005 are set forth below. All references to
earnings per share are on a diluted basis. 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), we use the equity method of accounting for our investment in Cingular
Wireless. We record and present our proportionate share of Cingular Wireless’ earnings as net earnings of equity affiliates in our
consolidated income statements. Additionally, our financial statements reflect results for the Latin American operations as Discontinued
Operations. The operational results and other activity associated with the Latin American segment have been presented on one line
item in the income statement separate from Continuing Operations.

For the Year Ended Percent Change
December 31,

2004 vs. 2005 vs.
2003 2004 2005 2003 2004
Results of operations:
Operating revenues $ 20,341 $ 20,300 $ 20,547 0.2) 1.2
Operating expenses
Cost of services and products 6,991 7,520 8,067 7.6 7.3
Selling, general, and administrative expenses 3,777 3,816 3,873 1.0 15
Depreciation and amortization 3,811 3,636 3,661 (4.6) 0.7
Provision for restructuring and asset impairments 205 39 276 * *
Total operating expenses 14,784 15,011 15,877 15 5.8
Operating income 5,557 5,289 4,670 (4.8) (11.7)
Interest expense 947 916 1,124 (3.3) 22.7
Net earnings of equity affiliates 452 68 165 * 142.6
Gain on sale of operations - 462 351 * (24.0)
Other income (expense), net 362 283 240 (21.8) (15.2)
Income from continuing operations before income taxes 5,424 5,186 4,302 (4.4) (17.0)
Provision for income taxes 1,936 1,792 1,389 (7.9 (22.5)
Income from continuing operations 3,488 3,394 2,913 2.7) (14.2)
Income from discontinued operations, net of tax 101 1,364 381 * *
Income before cumulative effect of changes in accounting
principle 3,589 4,758 3,294 32.6 *
Cumulative effect of changes in accounting principle, net of
tax 315 - - * -
Net income $ 3,904 $ 4,758 $ 3294 21.9 *
Summary results of discontinued operations:
Operating revenues $ 2,294 $ 2,459 $ 66 7.2 *
Operating income (loss) $ 349 $ 647 $ (5 85.4 *
Income (loss) from discontinued operations $ 101 $ 1364 $ 381 * *

* Not meaningful

2005 compared to 2004

Hurricane Katrina negatively impacted our operating income for 2005, causing both reduced revenues and increased expenses.
Revenues were impacted by $99 in proactive billing credits that we issued in order to address service outages and significant customer
dislocation in the hardest-hit areas. We incurred expenses of $360 including network restoration costs, an increase in our allowance for
uncollectibles to cover the estimated incremental uncollectible accounts receivable due to customer displacement, and other recovery
costs. We also recognized an asset impairment charge of $166 for hurricane damage to the Company’s property, plant and equipment.
In addition to the operating income impacts, we incurred an incremental $211 of capital expenditures for network restoration.

The Company estimates approximately 100,000 access lines have been disconnected as a result of the hurricane. While we have
seen some above trend inward movement in other wire centers, presumably from customers relocating within our markets and from
businesses migrating to New Orleans to participate in reconstruction, it is difficult to estimate the extent of this impact.

For the year, incremental expenditures for wireline network restoration and capital were approximately $500. On January 25, 2006,
the Company estimated the total cost
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for network restoration, including capital and expense, to be $700 to $900. We expect a portion of the cost associated with the
Hurricane Katrina recovery effort to be covered by insurance. While the exact amount has not been determined, our current estimate of
the amount of covered losses, net of our deductible, is approximately $250. The actual recovery will vary depending on the outcome of

the insurance loss adjustment effort.

OPERATING REVENUES

Consolidated operating revenues increased $247 in 2005 as compared to 2004 reflecting growth in DSL and long distance products.
Combined revenues from DSL and long distance increased $673 in 2005 compared to 2004. These increases were substantially offset
by the impact of revenue declines associated with competitive access line losses in the retail and wholesale sectors along with related
pricing pressures. Additionally, $97 of the year—over—year increase is attributable to one-time revenue adjustments in the
Communications Group — a $50 reduction in 2004 related to a regulatory settlement and a $47 increase in 2005 related to the current
recognition of previously deferred revenue. Advertising & Publishing revenues continued to grow in 2005 driven by higher core print

revenues, growing sales of electronic media products and higher sales agency commissions.

Revenue trends are discussed in more detail in the Communications Group and Advertising & Publishing Group segment results

sections.

OPERATING EXPENSES

Total operating expenses increased $866 in 2005 as compared to 2004. A major driver was $447 of incremental increase in
hurricane-related expense as Hurricanes Katrina, Wilma and Rita eclipsed the expense associated with the four major hurricanes of
the 2004 season. Another primary driver was a $260 increase in labor driven by overtime associated with higher DSL volumes and
network maintenance, severance-related costs, expansion and growth in the advertising and publishing business and higher expenses

associated with pension and postretirement benefit plans.

Specifically, retiree medical expense increased by $150 primarily as a result of the full year impact of calculating the obligation for
non—-management retiree medical costs as if there were no caps, partially offset by reductions in other retiree benefits. The change in
accounting for non—-management caps was effective with ratification of our contract with the CWA in the third quarter of 2004. Partially

offsetting this increase was $48 higher pension income primarily due to lower interest rates.

Other factors driving the 2005 increase include volume—driven increases of $112 primarily for the provision of long distance services
associated with the growth of subscribers and $109 of incremental expense for Universal Service Fund contributions due to increases
in fund contribution rates and a higher assessment base driven by growth in DSL and long distance. These increases were partially

offset by a $72 decline in uncollectible expense associated with improved economic conditions.

Trends in operating expenses are discussed in more detail in the Communications Group and Advertising & Publishing Group

segment results sections.

INTEREST EXPENSE
For the Year Ended
December 31,

2004 2005 Change

Interest expense — debt $ 864 $ 1,021 $ 157

Interest expense — other 52 103 51

Total interest $ 916 $ 1,124 $ 208

Average debt balances"” $ 15,5623 $ 18,163 $ 2,640
Effective rate 5.6% 5.6% 0 bps

(1) Average debt balances exclude amounts related to discontinued operations.

Interest expense associated with interest—bearing debt was up $157 in 2005 compared to 2004 reflecting the higher average debt balances due t
incremental borrowings associated with our equity contributions to Cingular Wireless to fund its acquisition of AT&T Wireless. The effective

interest rate remained flat year—over—year as a result of increasing commercial paper rates offset by the refinancing of higher-rate long—term det
with lower-rate long-term debt. The increase in interest expense—other relates primarily to the reversal of interest accruals in the prior year relate

tax contingencies based on audit settlements.

NET EARNINGS OF EQUITY AFFILIATES
For the Year Ended
December 31,

2004 2005 Change
Cingular Wireless $ 24 $ 135 $ 111
Other equity investees 44 30 (14)
Total $ 68 $ 165 $ 97

The increase in earnings from Cingular Wireless in 2005 was attributable to the contribution from the AT&T Wireless operations acquired in Octol
2004 and growth in the customer base in 2005. Cingular Wireless’ earnings have steadily grown since the acquisition as merger synergies assoc
with its increased scale and integration of the former AT&T Wireless operations have been realized. Partially offsetting the growth in earnings are
integration costs, higher expenses associated with significant customer growth, and an increase in depreciation and amortization expense driven
increased capital investment, a reduction in the remaining useful life of TDMA network assets, and amortization of the acquired intangible assets.

Integration costs were incurred as Cingular Wireless began to
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execute plans to fully integrate the acquired operations, exit certain activities, and dispose of certain assets of AT&T Wireless, including
redundant facilities and interests in certain foreign operations. These plans affect many areas of the combined company, including
sales and marketing, network, information technology, customer care, supply chain and general and administrative functions.

The decline in other earnings from equity investees relates to the sale of our interest in Cellcom.

GAIN ON SALE OF OPERATIONS

The gain on sale of operations in 2005 related to the sale of our 34.75 percent interest in Cellcom, a cellular communications operator
in Israel, for $625 in gross proceeds. As a result of the sale, we recorded a gain of $351, or $228 net of tax, which included the
recognition of cumulative foreign currency translation losses of $10.

OTHER INCOME (EXPENSE), NET
For the Year Ended
December 31,

2004 2005 Change
Interest income $ 70 $ 34 $ (36)
Interest on advances to Cingular Wireless 230 204 (26)
Loss on early extinguishment of debt (14) (42) (28)
Gain (loss) on sale of assets (5) 32 37
Other, net 2 12 10
Total other income (expense), net $ 283 $ 240 $ (43)

The decline in interest income in 2005 as compared to the same period in 2004 is primarily due to lower invested cash balances. The
decline in interest on advances to Cingular Wireless is due to principal repayments during 2005. Interest on advances to Cingular
Wireless is offset by a like amount of interest expense recorded by Cingular Wireless and reported in our financial statements in the
caption “Net earnings of equity affiliates.” The gain (loss) on sale of assets for both years is primarily due to sales of land and buildings.
Other, net in 2005 is primarily dividend income on investments.

PROVISION FOR INCOME TAXES
For the Year Ended
December 31,

2004 2005 Change
Provision for income taxes $ 1,792 $ 1,389 $ (403)
Effective tax rate 34.6% 32.3% (230) bps

The lower rate in 2005 was primarily due to the release of a valuation allowance recorded due to capital gains associated with the sale
of Cellcom. Additionally, we recognized a cumulative benefit related to a reduction in state income tax rates. The tax rate was also
positively impacted by a change in assumptions regarding the Medicare Part D subsidy, which is hon-taxable, associated with retiree
medical expense. Other benefits during 2005 included a permanent tax benefit realized for a dividends received deduction related to
our investment in Cingular Wireless and lower projected taxable income in 2005 due primarily to Hurricane Katrina costs. These
benefits were partially offset by recognition of tax liabilities for the excess of book basis over tax basis in Cellcom and the sale of
BellSouth shares by our grantor trust.

INCOME FROM DISCONTINUED OPERATIONS, NET OF TAX

In 2005, we sold the final two of the ten Latin American properties, which resulted in a $390 gain, net of tax. In 2004, we sold the first
eight of the ten properties, which resulted in an $850 gain, net of tax. In addition to the sale, 2004 included a $336 tax benefit related to
excess tax over book basis in our Latin America investments.

2004 compared to 2003
OPERATING REVENUES

Consolidated revenues declined $41 in 2004 as compared to 2003. Communications Group revenues decreased $13 compared to
2003 reflecting the impact of revenue declines associated with competitive line losses and related pricing pressures substantially offset
by growth in DSL and long distance products. Revenues from DSL and long distance combined increased $863 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.

OPERATING EXPENSES

Total operating expenses increased $227 in 2004 as compared to the prior year. The most significant expense change driver was
increased labor costs of $463, which includes incremental overtime related to service restoration 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 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 contractual limits on life insurance coverage, increases in annual salary and wage rates, higher incentive compensation and
adjustments to workers compensation and long—term disability accruals partially offset by lower average employees due to continued
workforce reductions. In addition to higher labor costs, costs of goods sold increased $207 primarily for the provision of long distance

services associ—
BELLSOUTH 2005 25




Table of Contents

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS  CONTINUED
DOLLARS ARE IN MILLIONS, EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED

BELLSOUTH CORPORATION

ated with the growth in subscribers, information technology expenses and contract services increased $51 in connection with more
project-related spending and materials and supplies increased $55 attributable to increased utilities usage and weather-related
restorations.

These increases were partially offset by lower depreciation and amortization expense of $175 attributable to lower depreciation rates,
lower uncollectible expense of $139 driven by improved economic conditions and improved collection processes and lower access fees
of $96 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 abandoned software project in 2003.

INTEREST EXPENSE
For the Year Ended
December 31,

2003 2004 Change

Interest expense — debt $ 836 $ 864 $ 28

Interest expense — other 111 52 (59)

Total interest $ 947 $ 916 $ (31)

Average debt balances"” $ 14,193 $ 15,523 $ 1,330
Effective rate 5.9% 5.6% (30) bps

(1) Average debt balances exclude amounts related to discontinued operations.

Interest expense decreased $31 in 2004 compared to 2003. Interest expense associated with interest-bearing debt was up $28 for 2004 compar
2003 reflecting higher average debt balances impacted by higher incremental borrowings associated with our equity contributions to Cingular
Wireless 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 short—term interest rates. The change in interest expense-other relates
primarily to the reversal of interest accruals related to tax contingencies based on audit settlements.

NET EARNINGS OF EQUITY AFFILIATES
For the Year Ended
December 31,

2003 2004 Change
Cingular Wireless $ 408 $ 24 $ (384)
Other equity investees 44 44 —
Total $ 452 $ 68 $ (384)

Earnings from Cingular Wireless in 2004 were lower compared to 2003 primarily due to impacts of the AT&T Wireless acquisition, which included
integration costs and higher depreciation expense associated with increased capital investments and a reduction in the useful life of TDMA asset:

GAIN ON SALE OF OPERATIONS

The gain on sale of operations in 2004 related to the sale of our interest in Danish wireless provider, Sonofon, for 3.68 billion 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 currenc
translation gains of $13.

OTHER INCOME (EXPENSE), NET
For the Year Ended
December 31,

2003 2004 Change
Interest income $ 60 $ 70 $ 10
Interest on advances to Cingular Wireless 256 230 (26)
Foreign currency transaction gains (losses) 39 Q) (40)
Loss on early extinguishment of debt (18) (14) 4
Other, net 25 (2) (27)
Total other income (expense), net $ 362 $ 283 $ (79)

The increase in interest income is due to higher invested cash balances, partially offset by the loss of income on an advance to Dutch
telecommunications provider Royal KPN N.V. (KPN) due to early repayment in 2003. The decrease in interest on advances to Cingular Wireless
due to a lower rate in 2004. 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 additio
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 Change
Provision 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, which is non—-taxable, associe
with retiree medical expense, and an adjustment to taxes payable associated with divested operations.



INCOME FROM DISCONTINUED OPERATIONS, NET OF TAX

Income from discontinued operations, net of tax, increased $1,263 in 2004 compared to the same period in 2003 primarily due to the sale of eigh
the ten Latin American properties, which resulted in a $850 gain, net of tax. Other net income increases included a $336 tax benefit related to exc
tax basis over book basis in our Latin America investments, $177 for the cessation of depreciation beginning in the second quarter of 2004, a $2-
loss on the sale of our interests in two Brazilian wireless companies in 2003,

26  BELLSOUTH 2005




Table of Contents

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 additional
ownership share in Argentina.

From an operational perspective, the Latin America business generated strong growth in both customers and revenue. Despite the
October 2004 sale of eight properties, 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 percent, 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

Asset retirement obligations

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 accounting change that increased 2003 net income by $816.

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. The cumulative effect of the change in accounting method is reflected
in the income statement as a decrease to 2003 net income of $501.

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;
* Wireless; and
« Advertising & Publishing Group.

The Company’s chief decision makers evaluate the performance of each business unit based on net income, exclusive of internal charges for
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. Such items are listed in the table
summary results for each segment. In addition, when changes in our business affect the comparability of current versus historical results, we adjt
historical operating information to reflect the current business structure. See Note P to our consolidated financial statements for a reconciliation o
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.

COMMUNICATIONS GROUP

The Communications Group includes our core domestic businesses including: all domestic wireline voice, data, broadband, long distance, Interne
services and advanced voice features. The group provides these services to an array of customers, including consumer, small business, large bu
and wholesale.

In the first quarter of 2005, BellSouth began to include various corporate entities, the largest of which is BellSouth Technologies Group, Inc., in
the Communications Group segment for financial reporting purposes. These entities previously billed substantially all of their costs to the
Communications Group. This change aligns financial reporting with management’s current view of the business, is principally timing in nature anc
does not affect the consolidated financial statements. Prior period segment operating results were recast to reflect the reporting change.

Our marketing strategy has been to further penetrate our existing base of customers with new products such as interLATA long distance and
BellSoutt? FastAcces® 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 2006
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Percent Change

2004 vs. 2005 vs.
At December 31 or for the Year Ended December 31 2003 2004 2005 2003 2004
Segment operating revenues:
Voice $ 12,701 $ 12,609 $ 12,576 (0.7) (0.3)
Data 4,353 4,513 4,743 3.7 5.1
Other 1,353 1,291 1,193 (4.6) (7.6)
Total segment operating revenues 18,407 18,413 18,512 0.0 0.5
Segment operating expenses:
Cost of services and products 6,744 7,089 7,471 5.1 5.4
Selling, general, and administrative expenses 3,063 3,118 3,153 1.8 1.1
Depreciation and amortization 3,787 3,609 3,633 4.7) 0.7
Total segment operating expenses 13,594 13,816 14,257 1.6 3.2
Segment operating income 4,813 4,597 4,255 (4.5) (7.4)
Segment net income $ 2829 $ 2727 $ 2,543 (3.6) (6.7)
Unusual items excluded from segment net income:
Accounting change (FAS143) 816 - - * *
Gains on grantor trust transactions - 5 44 * *
Loss on early extinguishment of debt (11) - (26) * *
Deferred revenue adjustment - - * *
Asset impairment and lease termination cost (32) () - * *
South Carolina regulatory settlement - (33) - * *
Severance-related items 97) (25) (59) * *
Hurricane-related expenses — (100) (315) * *
Segment net income including unusual items $ 3,505 $ 2567 $ 2,216 (26.8) (13.7)
Key Indicators (000s except where noted)
Switched access lines™:
Residence retail:
Primary 12,463 11,770 11,319 (5.6) (3.8)
Additional 1,601 1,346 1,163 (15.9) (13.6)
Total retail residence 14,064 13,116 12,482 (6.7) (4.8)
Residential wholesale:
Resale 178 117 182 (34.3) 55.6
Commercial agreements/UNE-P 1,698 1,972 1,306 16.1 (33.8)
Total wholesale residence 1,876 2,089 1,488 114 (28.8)
Total residence 15,940 15,205 13,970 (4.6) (8.1)
Business retail 5413 5,242 5,306 (3.2) 1.2
Business wholesale:
Resale 77 60 54 (22.1) (10.0)
Commercial agreements/UNE-P 686 751 614 9.5 (18.2)
Total wholesale business 763 811 668 6.3 (17.6)
Total business 6,176 6,053 5,974 (2.0) (1.3)
Other retail/wholesale (primarily payphones) 147 98 93 (33.3) (5.1)
Total switched access lines in service 22,263 21,356 20,037 (4.1) (6.2)
DSL customers (retail and wholesale) 1,462 2,096 2,882 43.4 375
Retail long distance customers 3,960 6,015 7,179 51.9 19.4
Switched access and local minutes of use (millions) 82,101 70,061 62,589 (14.7) (10.7)
Retail long distance minutes of use(millions) 10,039 21,109 25,511 110.3 20.9
Total access minutes of use (millions) 92,141 91,170 88,100 (1.1) (3.4)
Capital expenditures $ 2898 $ 3164 $ 3,429 9.0 8.6

*  Not meaningful
(1) Prior period operating data are often revised at later dates to reflect updated information. The above information reflects the latest data available for the periods indicated.
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2005 compared to 2004
SEGMENT OPERATING REVENUES

Revenue growth for 2005 in both the consumer and small business units was driven by increased penetration of long distance and DSL
and customer reacquisition and retention programs. Revenue for our large business unit declined 2.1 percent as growth in complex
long distance services was overshadowed by competitive pricing pressure. Wholesale revenue declined 1.4 percent due to revenue
declines in transport services sold to inter—exchange carriers, UNE-P and switched access were nearly offset by growth in wireless
transport revenue. Also contributing was a decrease in revenue from declines in dial-up Internet service provider (ISP) traffic. Billing
credits associated with service outages during Hurricane Katrina reduced revenue by approximately $76.

Voice

Voice revenues were relatively flat, declining $33 during 2005 compared to 2004 driven by diverging factors. Access line-related
revenues declined $417 when compared to the same periods in 2004. Total switched access lines declined 1,319,000, or 6.2 percent,
year—over—year. The access line decline was the result of continued share loss, driven primarily by volume declines to wireless and
broadband technology substitution and, to a much lesser extent, access line losses to VolP providers. Wholesale lines were down
740,000 lines year—over-year. Wholesale lines consist primarily of the grandfathered service provided under invalidated FCC rules
(UNE-P) and services provided under successor commercial contracts at negotiated rates. Commercial contracts covered 74 percent
of the wholesale lines at December 31, 2005. The amortization of deferred installation and activation revenues declined $81 in 2005
when compared to 2004. Revenues subject to deferral have declined over the past two years as a result of higher promotional activity.

In efforts to combat share loss, we continue to grow our package services. BellSouth Answers® is our signature residential package
offering, which combines various wireline, wireless, Internet services and/or DIRECTV® digital satellite television services. The primary
package combines the Complete Choice® calling plan of local service and multiple convenience calling features with BellSouth Long
Distance, BellSouth® FastAccess® DSL or dial-up Internet, and Cingular Wireless services. We also offer DIRECTV® digital satellite
television service through all sales channels as part of our BellSouth Answers® portfolio. This agency relationship with DIRECTV®
provides us with a key competitive product with insignificant cost or capital requirements. We ended 2005 with more than 4.9 million
residential packages, representing a 44 percent penetration of our retail primary line residence base. As of December 31, 2005,

86 percent of Answers customers have long distance in their package and almost 47 percent have either FastAccess DSL or
BellSouth® dial-up Internet.

Long distance voice revenue increased $435 in 2005 when compared to 2004, driven primarily by growth in interLATA retail services
and includes $53 of wholesale long distance services provided to Cingular Wireless driven by wireless customer growth. InterLATA
retail revenues increased $372 year—to—date reflecting continued market share gains driven by marketing efforts and the BellSouth®
Unlimited Long Distance Plans. Included in this increase is $31 related to growth in our long distance offerings in complex business. At
December 31, 2005, we had nearly 7.2 million retail long distance customers and a mass—market penetration rate of almost 58 percent
of our retail customer base.

Switched access revenue was essentially flat in 2005 when compared to 2004. Switched access and local minutes of use declined
10.7 percent in 2005 due to access line losses and alternative communications services, primarily wireless and e—mail. This volume
decline was principally offset by increased usage.

Data

Data revenues increased $230 in 2005 when compared to 2004. Data revenues were driven by growth from the sale of
BellSouth®FastAccess® DSL service partially offset by decreases in revenue from other data products. Combined wholesale and retail
DSL revenues of $1,238 in 2005 were up $253 when compared to the same periods in 2004 due primarily to a larger customer base
partially offset by lower average revenue per user (ARPU). As of December 31, 2005, we had nearly 2.9 million DSL customers, an
increase of 786,000 customers compared to December 31, 2004 driven by simplified pricing and promotional activity. In July 2005,
BellSouth announced more straightforward consumer broadband pricing which reduced the number of FastAccess DSL® price points
from 21 to 3. During 2005, net subscriber additions to BellSouth’s three highest-speed DSL products made up 69 percent of total DSL
net customer additions.

Revenue from other retail data products increased $27 in 2005 when compared to 2004. Revenue from our long distance offerings in
complex business increased $65 year—to—date when compared to the same periods in 2004. These increases were offset by declines
of $38 for 2005 in our large business segment due to continued price pressures.

Revenues from the sale of wholesale data transport services, including sales to long distance companies and CLECs, declined
2.6 percent in 2005 when compared to 2004. The decreases were due to declines in data transport sold to interexchange carriers as
they continue to reduce their network costs in response to declining volumes. Additional lower revenue related to dial-up ISP traffic
partially offset by revenue growth in transport sold to wireless carriers as wireless subscribers and volumes continue to expand.
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Other

Other revenues decreased $98 in 2005 when compared to 2004 reflecting $80 wholesale long distance volume declines and reduced
revenues for billing and collections and late payments of $10, customer premise equipment of $22 and payphone service providers of
$18, partially offset by wireless sales agency fee growth of $13.

SEGMENT OPERATING EXPENSES

Cost of services and products

Cost of services and products increased $382 in 2005 when compared to 2004. The increase includes: $146 related to labor costs due
primarily to increases in retiree medical costs and overtime costs associated with restoration of service after damage from severe
weather and increased technician dispatches for DSL volumes; the impact of annual wage increases and workforce additions.
Additionally, the increase includes $112 in costs of goods sold principally driven by higher volumes in long distance services; $109 in
Universal Service Fund contributions due to higher fund contribution rates and a larger assessment base driven by growth in DSL and
long distance revenues; and $45 in materials and supplies driven primarily by both DSL modem cost associated with customer growth
and increased fleet fuel costs. These increases were partially offset by a $41 decline in access fees due to lower volumes, and a $39
decline in penalties associated with CLEC service parity requirements.

Selling, general, and administrative expenses

Selling, general, and administrative expenses increased $35 in 2005 when compared to 2004. The increase reflects an increase of $73
in labor costs driven by incremental retiree medical benefit costs, and annual wage increases, and a $70 increase in contract services
related to information technology platform development. These increases were partially offset by $31 lower advertising expense due to
specific 2004 campaigns and a $47 decline in uncollectible expense driven by lower write—offs associated with improved economic
conditions.

Depreciation and amortization

Depreciation and amortization expense increased $24 during 2005 when compared to 2004 reflecting increased capital spending
partially offset by reduced depreciation rates under the group life method of depreciation.

2004 compared to 2003
SEGMENT OPERATING REVENUES

Growth in consumer long distance and DSL revenue was offset by retail residential access line losses, resulting in flat consumer
revenue in 2004 compared to 2003. Revenue for our small business unit increased 4.3 percent in 2004 compared to 2003 driven by
increased penetration of long distance and DSL and customer reacquisition and retention programs. Revenue for our large business
segment decreased 2.6 percent in 2004 compared to 2003 reflecting competitive pricing pressure and weak demand for access lines.
Wholesale revenue was stable in 2004 compared to 2003 as revenue as declines in switched access revenue were offset by growth in
wireless transport and UNE-P revenue.

Voice

Voice revenues decreased $92 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 percent, for the period with retail line losses being slightly
offset by increases in wholesale lines. The access line decline was the result of continued share loss and technology substitution,
primarily wireless.

Wholesale lines, which consist primarily of unbundled network element — platform (UNE-P) lines, totaled almost 3.0 million at
December 31, 2004, up 273,000 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 regulatory environment influenced the loss in UNE-P lines that
we experienced in the second half of 2004.

In efforts to combat share loss, we continued to grow our package services. BellSouth Answers® is our signature residential package
offering, which combines various wireline, wireless, Internet services and/or DIRECTV® digital satellite television services. The primary
package combines the Complete Choice calling plan of local service and multiple convenience calling features with BellSouth Long
Distance, BellSouth® FastAccess® 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® portfolio. This agency relationship with
DIRECTV® provides us with a key competitive product with insignificant cost or capital requirements. With the addition of video, the
BellSouth Answers® package 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 percent penetration of our retail primary line residence base. Almost 84
percent of Answers customers have long distance in their package
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and almost 45 percent have either FastAccess DSL or BellSouth dial-up Internet service.

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 Unlimited Long Distance Plans. At December 31, 2004, we had 6.0 million retail long distance customers and a mass—market
penetration rate of approximately 48 percent 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 stood 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 Wireless 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 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 percent 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 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 $160 in 2004 when compared to 2003. Data revenues were driven by strong growth from the sale of
BellSouth® FastAccess® 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 percent in 2004 when compared to 2003 driven primarily by the growth from the sale of FastAccess
DSL service. During 2004, we added 653 thousand net retail customers. We offer three broadband downstream connection speeds to
meet the varying needs of our mass—market customers. The original version — BellSouth FastAccess DSL Ultra — runs at downstream
connection speeds of up to 1.5 megabits. Since mid—-2003, we have offered a lower speed version — BellSouth® FastAccess® DSL
Lite — running at downstream connection speeds of up to 256 kilobits. FastAccess DSL Lite accounted for approximately one—fourth of
DSL customers as of December 31, 2004. In April 2004, we began offering BellSouth® 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 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 providers, including long
distance companies and CLECs, declined 3.5 percent in 2004 when compared to 2003, primarily due to the lingering impacts of soft
enterprise market segment demand and continued network grooming and consolidation by large inter-exchange carriers.

Other

Other revenues decreased $62 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 long 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 increased $345 in 2004 when compared to 2003. The cost of services increase was impacted by:
increases of $207 in costs of goods sold principally driven by increases in the provision of long distance service volumes; increases of
$104 in labor costs impacted by pay increases driven by union contract raises and higher costs from retiree and medical benefits
slightly offset by lower average workforce; increases of $49 in contract services related to network planning projects and equipment
installations; and increases in materials and supplies of $39 associated with increased utilities usage, partially offset by decreases of
$96 in access fees due to volume declines, settlements and significant reductions in charges associated with access to other carriers
customer name databases.

Selling, general, and administrative expenses

Selling, general, and administrative expenses increased $55 in 2004 when compared to 2003. The selling, general, and administrative
expense reflected represents an increase of
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$209 in labor costs driven by higher costs from retiree and medical benefits, incentive awards, reduced use of contractors and pay
increases partially offset by lower headcount. Also included in the labor increase was a $40 increase in an annual adjustment to the
workers compensation and long—term disability accruals.

This increase was partially offset by a decrease in uncollectibles expense of $90 driven by continued improvements in the collection
process and improved economic conditions, a decrease in contract services of $26 and a decrease in outside sales commissions of
$16.

Depreciation and amortization

Depreciation and amortization expense decreased $178 in 2004 when compared to 2003. The primary driver of the decline in
depreciation expense relates to lower depreciation rates under the group life method of depreciation. 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.

WIRELESS

We own a 40 percent economic interest in Cingular Wireless, a joint venture with AT&T. Because we exercise influence over the
financial and operating policies of Cingular Wireless, we use the equity method of accounting for this investment. Under the equity
method of accounting, we record our proportionate share of Cingular Wireless’ earnings in our consolidated statements of income.
These earnings are included in the caption “Net earnings of equity affiliates”. For management purposes, we evaluate our Wireless
segment based on our proportionate share of Cingular Wireless’ results. Accordingly, results for our Wireless segment reflect the
proportional consolidation of 40 percent of Cingular Wireless' financial results.

On October 26, 2004, Cingular Wireless completed the acquisition of AT&T Wireless, creating the largest wireless carrier in the
United States based on number of customers and revenue. Data revenue played an increasingly important role in revenue composition
and its growth is expected to accelerate in 2006 with the launch of a new high speed data network. Despite industry consolidation,
competition continues to be intense. Cingular Wireless’ competitors are principally the other national providers of wireless
communications services as well as regional carriers, niche carriers and resellers.

Percent Change

2004 vs. 2005 vs.
At December 31 or for the Year Ended December 31 2003 2004 2005 2003 2004
Segment operating revenues:
Service revenues $ 5727 $ 7,041 $ 12,255 22.9 74.1
Equipment revenues 504 785 1,518 55.8 93.4
Total segment operating revenues 6,231 7,826 13,773 25.6 76.0
Segment operating expenses:
Cost of services and products 2,311 3,032 5,638 31.2 85.9
Selling, general, and administrative expenses 2,170 2,826 4,546 30.2 60.9
Depreciation and amortization 835 1,073 1,778 28.5 65.7
Total segment operating expenses 5,316 6,931 11,962 30.4 72.6
Segment operating income 915 895 1811 (2.2) 102.3
Segment net income $ 261 $ 209 $ 701 (19.9) 235.4
Unusual items excluded from segment net income:
Merger integration costs - (59) (197) * *
Fair value adjustment and lease accounting
adjustment - (50) - * *
Wireless merger intangible amortization - (80) (374) * *
Hurricane—related expenses — - (27) * *
Segment net income including unusual items $ 261 $ 20 $ 103 (92.3) *
Key Indicators (100% Cingular Wireless):
Cellular/PCS customers (000s) 24,027 49,132 54,144 104.5 10.2
Average monthly cellular/PCS revenue per user® $ 5167 $ 49.68 $ 49.65 (3.9) 0.1)
Capital expenditures $ 2734 $ 3449 $ 7475 26.2 116.7

(@) Management uses average revenue per user (ARPU) as an indicator of operating performance of the business. Average monthly cellular/PCS revenue per user is defined as cellular
service revenues during the period divided by average cellular/PCS customers during the period. This metric is used to compare the recurring revenue amounts being generated on
Cingular Wireless’ network to prior periods and internal targets. We believe that this metric provides useful information concerning the performance of Cingular Wireless’ initiatives to
attract and retain high value customers and the use of its network.

* Not meaningful
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2005 compared to 2004
SEGMENT OPERATING REVENUES

Cingular Wireless had 54.1 million cellular/PCS customers at December 31, 2005, representing a growth of approximately 5.0 million in
its cellular/PCS customer base from a year ago. Additionally, Cingular Wireless’ cellular/PCS customer net additions were 5.0 million in
2005, up from 3.3 million in 2004. Strong customer gross additions during 2005 of 18.5 million, up 5.8 million from 2004, were driven by
the larger distribution network of the combined Cingular Wireless and AT&T Wireless company, attractive service offerings, including
the popularity of Cingular Wireless’ FAMILYTALK® plans and Cingular Wireless’ ROLLOVER® plan feature, and continued high levels
of advertising of the combined company. Offsetting these increases was a decrease in Cingular Wireless’ reported reseller gross
additions primarily due to the change in methodology for calculating its reseller churn implemented in the first quarter of 2005.

The monthly cellular/PCS churn rate was 2.2% in 2005, down from 2.7% in the prior year. The decline in Cingular Wireless’ churn
resulted primarily from a lower churn rate in its postpaid customer base and the change in its methodology for calculating churn related
to its reseller customers. Offsetting these declines was an increase in the churn rate among its legacy prepaid customers. Postpaid
churn for 2005 was 1.9%, down from 2.3% in the prior year. Cingular Wireless believes that the decline in its postpaid churn resulted
from the combined company providing a more compelling value proposition than Cingular Wireless was able to provide before the
acquisition, including more affordable rate plans, broader network coverage, higher network quality, exclusive devices and
mobile—to—mobile calling to over 54.1 million Cingular Wireless customers. The change in methodology for the calculation of reseller
churn resulted in an improvement to its reported churn for 2005 of 32 basis points.

Total operating revenues increased $5,947 to $13,773 in 2005 compared to 2004. The primary driver behind the year—over-year
increase was Cingular Wireless’ acquisition of AT&T Wireless in October 2004. Additionally, total operating revenues continue to be
favorably impacted by growth in service revenue as a result of a higher average cellular/PCS customer base, the continued growth of
data revenues and higher regulatory fee revenues. Equipment sales contributed $733 to the increase in total operating revenue in 2005
compared to 2004.

Service revenues

Service revenues increased $5,214 in 2005 compared to 2004. The local service component of total service revenues includes
recurring monthly access charges, airtime usage, including prepaid service, and charges for optional features and services, such as
voice mail, mobile-to—mobile calling, roadside assistance, caller ID and handset insurance. It also includes billings to Cingular Wireless’
customers for the USF and other regulatory fees and pass—through taxes. The primary driver of the increase of $4,088 in local service
revenues for 2005 was an increase of 75.8 percent in the average number of cellular/PCS customers, including the nearly 22 million
customers acquired in the AT&T Wireless transaction. The increase in local service revenues was partially offset by a decline in
Cingular Wireless’ monthly access charges and airtime usage due to an increase in the number of its customers on its ROLLOVER®
plans, which allow customers to carry over unused minutes for up to one year, and its free mobile—to—mobile minutes, which allow
Cingular Wireless customers to call other Cingular Wireless customers at no charge.

Data revenue growth also favorably impacted total service revenues. The $714 increase in data revenues for 2005 compared to 2004
was driven by increased data service penetration and usage of SMS short messaging and other data services by Cingular Wireless’
cellular/PCS customers, including those data customers assumed with the AT&T Wireless acquisition. Partially offsetting these
increases was the loss of revenues from its Mobitex data business, which Cingular Wireless sold during the fourth quarter of 2004.

Roaming revenues, including both incollect and outcollect revenues, increased $262 for 2005 when compared with the prior year.
These increases resulted as higher roaming revenues from the acquired AT&T Wireless customer base more than offset the elimination
of the intracompany roaming between former AT&T Wireless and Cingular Wireless markets and a reduction in roaming rates.

Long distance revenues increased $100 from the prior year due to the revenue associated with the acquired AT&T Wireless
customers and an increase in international long distance revenues from the traditional Cingular Wireless customer base as more
customers continue to migrate to its GSM network, which allows for more access to international calling than the TDMA technology.

Cellular/PCS ARPU for 2005 was $49.65, relatively flat when compared to ARPU of $49.68 in 2004. Continued increases in ARPU
related to higher customer usage, data and regulatory fee revenue and higher ARPU from former AT&T Wireless customers were 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
is a change in the mix of the cellular/PCS customer base to include a higher percentage of lower ARPU reseller customers, former
AT&T Wireless customers migrating to popular ROLLOVER® rate plans, and decreases in roaming ARPU, largely as a result of the
acquisition of AT&T Wireless.

Equipment revenues

Equipment sales increased $733 in 2005 compared to 2004. The increase was driven primarily by incremental revenues from new
customers in former AT&T Wireless markets, higher volumes of equipment sales in traditional Cingular Wireless markets, and
increased equipment sales from former AT&T Wireless customers migrating to Cingular
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Wireless common service offerings. Additionally, equipment revenues increased due to the shift to more advanced handsets following
the GSM/GPRS/EDGE network overlay.

SEGMENT OPERATING EXPENSES

Cost of services and products

Cost of services and products increased $2,606 in 2005 when compared with 2004 resulting primarily from the increase in costs of a
larger business attributable to the AT&T Wireless acquisition, increased network usage and a higher cost of sales for customer
handsets.

The local network systems costs and interconnect costs increase of $514 and $322, respectively, over the prior period resulted
primarily from the incremental network activity due to the acquisition of AT&T Wireless. Additionally, interconnect expenses increased
year—over-year due to slight increases in minutes of use per customer.

Third—party network systems costs, which include reseller services, incollect roaming, long distance and USF fees, increased by
$839. Reseller services increased $348 primarily from the incremental amount from the acquisition and from increased costs
associated with the California/Nevada network sold to T-Mobile in the first quarter of 2005. USF fees increased $207 primarily due to
the incremental activity from the acquisition. Incollect roaming and long distance grew $149 and $135, respectively, from year-to—year.
Both increases were driven by higher volumes of minutes, including those minutes associated with the acquired AT&T Wireless
customers, which more than offset rate decreases from both incollect minutes and long distance minutes, and the elimination of
intracompany roaming between former AT&T Wireless customers and Cingular Wireless.

Equipment sales expenses increased $878 from the prior year driven primarily by higher unit sales. Higher unit sales resulted both
from the 46.1 percent increase in gross customer additions as well as increased upgrade activity due to the migration of former AT&T
Wireless customers to Cingular Wireless common service offerings and the shift to more advanced handsets following Cingular
Wireless’ GSM/GPRS/EDGE network overlay.

Selling, general and administrative

Selling, general and administrative expenses for 2005 increased $1,720 compared with the prior year, driven primarily by the AT&T
Wireless acquisition. Selling expenses, which include sales, marketing, advertising and commission expenses increased when
compared to the prior year due to selling expenses related to increased sales personnel costs associated with the acquired AT&T
Wireless sales force, higher advertising and promotions expenses and increased commissions expenses related to the 46.1 percent
increase in gross customers year—over-year. Costs for maintaining and supporting Cingular Wireless’ customer base in 2005 increased
due to higher customer service expenses, an increase in upgrade commissions and an increase in billing and bad debt expenses.
Customer service expenses increased due to increased headcount and employee-related expenses acquired from AT&T Wireless to
support Cingular Wireless' larger customer base, as well as customer retention and customer service improvement initiatives. Increases
in upgrade commissions were primarily driven by an increase in handset upgrade activity and higher commission incentives related to
the migration of Cingular Wireless’ AT&T Wireless customers to Cingular Wireless common service offerings. Since the acquisition of
AT&T Wireless, Cingular Wireless has successfully migrated approximately 7 million former AT&T Wireless customers to Cingular
Wireless service offerings, including approximately 5 million during 2005. Other maintenance cost increases include higher billing and
bad debt related expenses related to the growth in Cingular Wireless’ customer base. Other administrative costs increased as a result
of incremental expenses associated with the acquired AT&T Wireless administrative personnel.

Depreciation and amortization

Depreciation expense of $1,758 increased $738 compared to the prior year primarily due to incremental depreciation associated with
the property, plant and equipment acquired in the AT&T Wireless acquisition and depreciation related to Cingular Wireless’ ongoing
capital spending associated with its GSM and UMTS network. Additionally, depreciation expense increased over the prior year as a
result of a reduction of the estimated useful lives of certain legacy Cingular Wireless TDMA assets. Amortization expense for 2005
decreased by $33, primarily due to amortization associated with intangible assets that became fully amortized during 2004.

2004 compared to 2003
SEGMENT OPERATING REVENUES

Cingular Wireless had 49.1 million cellular/PCS customers at December 31, 2004, representing growth of 25.1 million in its cellular/PCS
customer base from a year ago. This growth was primarily due to a 21.7 million cellular/PCS customer base increase, related to
Cingular Wireless’ acquisition of AT&T Wireless in October 2004. Additionally, for 2004, Cingular Wireless’ cellular/PCS customer net
additions were 3.3 million, up from 2.1 million a year ago, with 1.7 million of the current year’s cellular/PCS customer net additions
occurring in the fourth quarter of the year. This fourth quarter increase represented the highest cellular/PCS customer net additions total
ever when compared with the combined historical results of Cingular Wireless and AT&T Wireless. The strong performance in
cellular/PCS customer net additions during the fourth quarter was driven by the re—-launch of the Cingular Wireless brand, the offering of
new common rate plans and the larger distribution network of the newly combined Cingular Wireless/AT&T Wireless company
subsequent to the acquisition. Also favorably impacting customer net additions throughout
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2004 were the promotion and success of Cingular Wireless’ new GSM service offerings and the continued promotion of its FamilyTalk®
service offering and its Rollover® rate plans. Excluding the impact to the prepaid customer base due to the AT&T Wireless acquisition,
the prepaid customer count was reduced from the prior year, in part due to the successful promotion of the postpaid FamilyTalk® plan,
which competes for customers at a similar price point but with enhanced services. The increase in reseller customer net additions
compared with the prior year can be attributed to continued growth by Cingular Wireless’ primary reseller.

The monthly cellular/PCS churn rate of 2.7% in 2004, which included the results of AT&T Wireless since its acquisition, was flat
compared with the churn rate in the prior year as a lower churn rate in Cingular Wireless’ postpaid customer base was offset by higher
churn rates in the prepaid and reseller customer bases. During the fourth quarter of 2004, Cingular Wireless experienced a significant
improvement in its postpaid customer base churn rate compared with prior periods, as customers responded positively to the launch of
the new Cingular Wireless, its broad network coverage and its attractive GSM service offerings. Also, during the fourth quarter of 2004,
conformity issues related to the calculation of churn for Cingular Wireless and AT&T Wireless reduced churn subsequent to the
acquisition by 13 basis points. To date, Cingular Wireless 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 $1,595 in 2004. The primary driver behind
the year—over—year increases in almost every component of total operating revenues was Cingular Wireless’ acquisition of AT&T
Wireless in late October 2004 and the inclusion of 67 days of AT&T Wireless operating results. Additionally, total operating revenues
continue to be favorably impacted by growth in service revenue as a result of a higher average cellular/PCS customer base and the
continued growth in data revenues. Equipment sales contributed $281 to the increase in total operating revenues, driven by both strong
customer growth and handset upgrade activity.

Service revenues

Service revenue, comprised of local voice and data services, roaming, long distance and other revenue, increased $1,314 in 2004
compared to 2003. The local service component of total service revenue includes recurring monthly access charges, airtime usage,
including prepaid service, and charges for optional features and services, such as voice mail, mobile-to—mobile calling, roadside
assistance, caller ID, handset insurance and data services. It also includes billings to customers for the Universal Service Fund

(USF) and other regulatory fees. The primary driver of the increase in local service revenue for 2004 was the inclusion of the former
AT&T Wireless operating results as a result of Cingular Wireless’ acquisition in late October 2004. Aside from this impact, increases in
local service revenue are a function of the higher average customer base partially offset by the impact of a lower Average Revenue Per
User (ARPU). Strong growth in data revenue, including the impact of the AT&T wireless acquisition, continues to favorably impact local
service revenue driven primarily by increased data service penetration and usage of text messaging and other data services by
cellular/PCS customers. Incollect and outcollect roaming revenues were essentially flat, when compared with the corresponding prior
year. Roaming revenue continues to be unfavorably impacted by the bundling of “free” roaming minutes with all-inclusive regional and
national rate plans and lower negotiated rates with Cingular Wireless' roaming partners. Prior to the acquisition, AT&T Wireless was
Cingular Wireless’ largest national roaming partner. Effective with the acquisition, Cingular Wireless’ consolidated outcollect revenue
reflects elimination of roaming revenue between the now combined Cingular Wireless and former AT&T Wireless properties along with
a corresponding elimination of incollect roaming costs. Although net income neutral, this elimination will significantly reduce the new
combined company outcollect revenue when compared to the combination of prior historical stand—alone results. The increase in long
distance revenue compared with 2003 was primarily related to the incremental impact of the additional long distance revenue
contributed as a result of the AT&T Wireless acquisition. Higher international long distance revenue in 2004 also contributed, to a lesser
extent, to the overall increase compared with the prior year.

Cellular/PCS ARPU for 2004 was $49.68, a decrease of $1.99, or 3.9 percent, compared with $51.67 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 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 compared with the prior year is a change in the mix of the cellular/PCS customer base to include a higher
percentage of lower ARPU reseller customers and decreases in roaming revenue, largely as a result of the acquisition of AT&T
Wireless.

Equipment revenues
For 2004, equipment sales increased $281 in 2004 compared to 2003, primarily driven by overall higher handset sales including the

impact of a significant increase in customer gross additions due to the acquisition of AT&T Wireless. Customer migrations to new
Cingular Wireless rate
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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 $721 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 increase in local network system costs can be attributed to the incremental costs related to the acquired 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. Increased local network system costs in 2004 versus the prior year
attributable to historical pre-merger Cingular Wireless activities included increased costs billed to its customers related to payments
into the USF and certain other regulatory funds and higher costs related to its handset insurance program due to increased claims.

For 2004, third—party network system costs were lower as continued decreases in incollect roaming costs were partially offset by
higher long distance costs. Lower incollect roaming costs were a result of lower negotiated roaming rates with Cingular Wireless’
roaming partners, which more than offset increased volumes of roaming minutes. Also, as a result of the AT&T Wireless acquisition,
Cingular Wireless’ consolidated incollect expenses reflect elimination of intra—company incollect roaming costs between the now
combined Cingular Wireless and former AT&T Wireless properties along with a corresponding elimination of outcollect revenue.
Although net income neutral, this elimination will significantly reduce the new combined company incollect roaming expenses when
compared to the combination of prior historical 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 Wireless’ regional and national rate plan offerings. In addition,
approximately one-third of the increase in long distance costs versus 2003 was related to the incremental 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
increase in customer gross additions and customer migration to Cingular Wireless rate plans due to the acquisition of AT&T Wireless.

Selling, general, and administrative expenses

Selling, general, and administrative expenses for 2004 increased $656 when compared with the prior year, primarily 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 with increased
customer gross additions and other customer service and support initiatives. Selling expenses, which include sales, marketing,
advertising and commission expenses, increased 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 additions in 2004. Costs for maintaining and supporting the customer
base also increased for 2004 compared with the prior year primarily due to the addition of the AT&T Wireless expenses in the fourth
quarter. Costs for maintaining and supporting the customer base were also impacted by higher bad debt expense, customer service
expenses to support on—going customer retention and other service improvement initiatives and higher commission expenses
associated with handset upgrades. Bad debt expense increased primarily due to higher customer net write—offs as a result of prior
relaxed credit policies in selected areas, which have been subsequently changed, as well as residual impacts related to the
implementation of wireless local number portability in late 2003. Additionally, 2003 included a net recovery of prior MCI write—offs.
Upgrade commission expenses were impacted by over one million customer migrations to new rate plans as a result of the merger.

Depreciation and amortization

Depreciation expense increased by $249 in 2004, compared to 2003, and included an incremental $130 related to assets acquired from
AT&T Wireless. Other increases in depreciation expense were primarily due to on—going capital spending, including the
GSM/GPRS/EDGE network overlay, in addition to increased depreciation on TDMA assets in 2004 as a result of a further review of
estimated service lives. Amortization expense decreased by $12 in 2004 compared to 2003 due to certain historical Cingular Wireless
finite—lived intangible assets becoming fully amortized during 2004.

ADVERTISING & PUBLISHING GROUP

Our Advertising & Publishing Group is comprised of companies that publish, print, sell advertising in and perform related services
concerning alphabetical and classified telephone directories and electronic product offerings. In November 2004, BellSouth and AT&T
(formerly SBC) entered into a joint venture that purchased yellowpages.com®. In late 2005,
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we launched YELLOWPAGES.COM™ from BellSouth. This electronic product offering enables us to expand our national advertising
base and diversify our traffic relationships.

As discussed more fully in Note C to 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 basis). Under the issue basis, we recognized 100 percent of revenues and direct expenses at the time
the directories were published and delivered. Under the deferral basis, we amortize, or recognize ratably, revenues and direct expenses
over the life of the related 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 time and to cross fiscal
years.

In 2003 and early 2004, our Advertising & Publishing Group was negatively affected by weak economic conditions and competition.
An improving economy, combined with the execution of our business strategies, resulted in moderate revenue growth in 2005. We
expect this trend to continue in 2006.

For the Year Ended Percent Change
December 31,
2004 vs. 2005 vs.
2003 2004 2005 2003 2004

Segment operating revenues

Advertising & Publishing revenues $ 1,906 1,878 $ 1,908 (1.5) 1.6

Commission revenues 144 141 152 (2.2) 7.8

Total segment operating revenues 2,050 2,019 2,060 (1.5) 2.0
Segment operating expenses:

Cost of services and products 345 353 374 2.3 5.9

Selling, general, and administrative expenses 706 684 704 (3.1) 2.9

Depreciation and amortization 26 28 28 7.7 -

Total segment operating expenses 1,077 1,065 1,106 (1.2) 3.8
Segment operating income 973 954 954 (2.0) —
Segment net income $ 600 $ 583 $ 595 (2.8) 2.1
Unusual items excluded from segment net income:

Accounting change (501) - - * -

Severance-related items 3) - - * -

Hurricane—related expenses = - (7) = *
Segment net income including unusual items $ 96 $ 583 $ 588 * 0.9
Capital expenditures $ 28 $ 29 $ 28 3.6 (3.4)

* Not meaningful

2005 compared to 2004

SEGMENT OPERATING REVENUES

Operating revenues in 2005 grew $41, or 2 percent, compared to 2004. However, print and Internet revenues were negatively affected by billing
credits of $22 and $1, respectively, given to customers in the areas devastated by Hurricane Katrina. Excluding the hurricane impacts, total operz
revenue would have increased $64, or 3.2 percent, in 2005 compared to 2004. The increase includes a $24 increase in print revenues and a $29
increase in electronic media revenue. Sales agency commission revenue increased $11.

The print revenue increase was driven by growth in directory sales in 2004 and 2005. This positive growth was the result of a continuation of
product offering expansion and successful marketing programs and sales execution, as well as a stable economy. Internet revenue was driven by
significant increase in issue sales, in particular the RealS&grobduct for which issue sales grew over 120 percent during 2005. Sales agency
commission revenue grew as a result of a new contract with an out-of-region telecom company.

SEGMENT OPERATING EXPENSES

Cost of services increased $21 in 2005 compared to 2004 driven by the manufacturing and distribution costs for the print product expansion, as v
as distribution costs resulting from growth in the Internet business. Selling, general, and administrative expenses increased $20 in 2005 compare
2004 driven primarily by higher variable selling costs associated with the increased sales revenue. Employee benefits, particularly postretirement
benefits, also increased during 2005. Partially offsetting these increases was a decline in uncollectible expense associated with decreased write-
resulting from an improved collections process and stable economic conditions.
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2004 compared to 2003

SEGMENT OPERATING REVENUES

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

The print revenue decline between periods was 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 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, growth in Internet sales, and an improving economy. 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. Variable 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 postretirement medical
costs, as well as increased spending for advertising in response to a more competitive environment. Depreciation and amortization
expense increased $2 during 2004 reflecting an increase in capitalized software.

Liquidity and Financial Condition

BellSouth’s cash generation and financial position enable it to reinvest in its business while distributing substantial cash to its
shareholders. BellSouth’s priorities for the use of cash are to fund investment opportunities, maintain a capital structure that balances a
low weighted average cost of capital against an appropriate level of financial flexibility, and distribute cash to shareholders in the form of
dividends and share repurchases.

SOURCES AND USES OF CASH

Our primary source of cash flow is dividends from our consolidated operating subsid