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Summary: After years of on-again, off-again flirting and more recently five weeks of 
intense discussions, AT&T announced over the weekend that it is acquiring yet another 
former baby bell — BellSouth Corp. 
The deal, valued at an estimated US$67 billion, will create the world’s largest 
telecommunications company with a market cap of US$170 billion. This follows in a 
long line of telecom mergers over the past two years that likely hasn’t seen its end. 
The merger will have a significant impact on the entire telecom industry, as well as the
many moving parts The Kelsey Group covers — including voice, data, video, wireless, 
print and Internet Yellow Pages. The deal will create synergies across these business 
units within the combined company. But many questions remain about how AT&T will 
position itself and leverage these assets going forward. 
 

A New Market Position 
AT&T’s announced acquisition of BellSouth comes as the telecommunications industry 
seeks to leverage as many synergies and cost-cutting opportunities as possible in order 
to reinvent itself. Cost savings and greater economies are all well and good, but the key 
question is, where will the company seek future growth given its new footprint? 
 
Following is a summary of the immediate implications of the $67 billion deal:  
 

• The new company has combined revenues of US$120 billion, 317,000 employees, 
and 71 million local phone customers in 22 states. Interestingly, 85 percent of 
households in BellSouth’s former market can receive high-speed Internet, 
according to The Wall Street Journal. This will provide fertile ground for AT&T to 
market forthcoming IPTV and other broadband services. AT&T’s total broadband 
penetration after this deal will be 10 million subscribers.  

• AT&T has announced it will reap US$2 billion in annual savings when the 
companies are fully integrated (which will take place over the next few years) 
and US$3 billion annually by 2010. About a third of these savings will result from 
reductions in labor, administrative and general costs as well as consolidation of 
support functions (10,000 job cuts are planned in addition to an already 
announced 26,000 — half of which are related to the company’s November 
merger with SBC). Other savings will come from reduced ad spending and 
consolidation of network and information technology infrastructures. The 
increased weight of the new AT&T will give it more leverage over vendors and 
equipment providers in negotiating service and supply rates. The combination of 
these factors will allow AT&T to lower prices and undercut cable and satellite 
companies in key voice, data and video businesses — markets in which it will 
compete intensely in coming years.  
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• From a marketing and product perspective, the deal will enable AT&T to further 
push its bundled services and offer a single brand for wire line and wireless to 
businesses and consumers. With this comes the single billing capability on which 
the marketing advantages of quadruple-play bundles (voice, data, video and 
wireless) are based. The merged company will also be able to market services 
and features across platforms — for example, combined wire-line and wireless 
voicemail or the ability to transfer content from PCs and televisions to wireless 
devices. AT&T was already considerably ahead of BellSouth in this dimension. 
We’ll explore these dynamics — and AT&T’s positioning in the market — in an 
upcoming Advisory focusing on triple- and quad-play services. 

• Additionally, the deal brings to AT&T full ownership of Cingular Wireless, the 
largest U.S. wireless provider with 54.1 million subscribers. This gives AT&T the 
leading spot in the fastest-growing telecom sector, which has potential for growth 
in new areas such as wireless broadband access and content distribution 
(including entertainment, search and directional advertising).  

Future Growth? 
Given all these advantages, the biggest question is, where will AT&T spend money next 
to attain the best leverage to tackle new growth areas? There are, of course, many 
directions in which the company could go. As pointed out in the recent TKR Advisory 
“The ‘New’ AT&T Yellow Pages,” it is likely the company will sell or spin off its directory 
unit to provide investment capital for its core voice, data, video and wireless businesses. 
Such a deal could be valued as high as US$30 billion and would provide cash to pay 
down some of the debt assumed with the BellSouth acquisition. 
 
The downside of selling the directory business would be the loss of nearly 4,000 Yellow 
Pages sales representatives, who could be strategic assets in addressing SME markets 
for cross-platform ad sales for emerging products and services, including mobile and 
IPTV. In concept this channel could offer the company considerable leverage. Yet with 
the very nature of the Yellow Pages sales cycle (once a year) and the high margins 
associated with print directories, we have seen little success in utilizing the Yellow Pages 
channel to sell an assortment of media and telecom products. 

While full of operational opportunities, the deal does little to advance AT&T’s position in 
the online market. We believe this will become a strategic imperative for the company. 
Developing an online destination or portal comes with its own set of challenges. In the 
highly competitive search space, where gaining market share has meant launching 
features at a dizzying pace, a telecom provider has little chance to compete against the 
likes of Google and Yahoo!. Traditionally, broadband providers offer browsers in 
installation packages with home pages that are pre-set to their own portals, but even 
the least-savvy Internet users typically change these right away.  

One possibility is for AT&T to use its position as a service provider to get broadband 
customers to utilize its site or portal. For example, the company could offer lower 
connectivity prices or higher-speed connections as incentives. It could also provide 
content such as video or music downloads to users who not only sign up for broadband 
or wireless service but also use its branded portal. 

Another possibility is the acquisition of a proven online player. Yahoo! could deliver 
AT&T’s need for online penetration and content distribution. BellSouth and AT&T have 
existing relationships with Yahoo! to provide content for their broadband customers, 
including a My Yahoo! news aggregation engine that is optimized for broadband and 
offers subscribers exclusive news and entertainment video and Web content. AT&T and 
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Yahoo! announced Go Mobile at the Consumer Electronics Show in January, and 
extending this to BellSouth would be a natural. Ownership of Yahoo! could quickly 
replace any local search and directory opportunities lost through a YellowPages.com 
sale. Furthermore, an AT&T acquisition of Yahoo! could mollify the emerging “net 
neutrality” debate. By acquiring an online content provider such as Yahoo!, AT&T could 
avoid paying related “tolls” (assuming for a second that broadband providers succeed in 
passing legislation that lets them create tiers of service). 

Whatever the ultimate synergies that could result from an acquisition of Yahoo!, it 
remains a bit of a long shot. First, with its current $45 billion market capitalization, it 
would be challenging for AT&T to make a bid Yahoo! shareholders would approve. 
Should money be no object, there would still be challenges based on stark differences in 
culture and AT&T’s lack of experience in steering an online business. Moreover, with 
AT&T pursuing an IPTV initiative, one wonders if owning Yahoo! would make selling to 
large media buyers a difficult proposition.   

At the very minimum, we expect AT&T to forge an even stronger bond with Yahoo! as 
they collectively figure out ways to compete with Google and the cable operators and to 
a lesser extent with Microsoft and America Online. The dating the two companies have 
done over the past several years will certainly serve them well as they consider new 
product and marketing initiatives going forward — whether formally hitched or merely 
long-term partners.  

An alternate approach for AT&T to counter the cable industry’s encroachment on its core 
voice and data businesses could be buying a cable provider or extending its existing 
position in satellite TV provider EchoStar Communications Corp. Large-scale IPTV 
infrastructure rollouts are under way, and test service runs have been launched in areas 
of Texas, with wider rollouts scheduled for later this year. This has come with its fair 
share of growing pains, logistical snags and legal (local franchise licenses) issues. AT&T 
already works with EchoStar to bundle video service with its data and voice offerings. It 
invested $500 million in EchoStar in 2003, and it could invest more in the near future or 
acquire the company outright to gain a better foothold in the video space. 

The Bottom Line: Bundled Services 
A key strategy for AT&T will be to position itself where there is the most growth potential 
and where it can strengthen its quad-play offering. Cable has proved to have the upper 
hand so far in offering bundled services, with 5.1 million cable voice subscribers at the 
end of 2005, a 63 percent annual increase, according to UBS research. In the triple- 
and-quad play arena, cable will indeed have the first run advantage because of its 
existing assets; it’s easier for cable companies to establish a voice business (built on 
VoIP) than it is for telcos to build video businesses (IPTV). But telcos will have the long-
term advantage because of the fourth dimension: wireless service. Cable companies 
could look to partner their way into wireless service bundles, as Comcast has done with 
Sprint/Nextel.  

With its planned BellSouth acquisition, AT&T will significantly strengthen the wireless 
component of its bundled service potential. The way it now spends to enhance its 
wireless offerings with content partnerships or acquisitions will help determine how big 
of a lead it can gain in the wireless space and how well this serves its overall quad-play 
strategy. The same goes for how it allocates resources to extend its online presence and 
whether it can build a VoIP business or lower costs in its core voice business to fend off 
cable encroachment. Wherever this journey takes the “new” AT&T, it’s becoming clear it 
will be the company’s game to lose.  
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