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Company Update

T Officially Pulls Plug on T-MO; Is DISH Next?

Largest Break-Up Fee in Corporate History Accompanies Formal End to Deal; DISH Spectrum Position May Be
AT&T's Next Target

AT&T officially pulled the plug on its ill-fated attempt to acquire

T-Mobile USA tonight, following failure to receive regulatory

approvals.

AT&T had already announced a $4 billion 4Q11 charge (which

includes $3 billion in cash and $1 billion related to the book value of

AWS spectrum) to account for the negotiated break-up fee. The

break-up fee also includes a long-term roaming agreement.

Speculation will now certainly turn to AT&T's next move to get its

hands on spectrum. Although we have no knowledge of M&A

discussions between the two parties, DISH/EchoStar could very well

be the next target for AT&T, in our view.

Assuming AT&T's acquisition of Qualcomm's spectrum is approved

(with conditions likely), one major stumbling block to a DISH

acquisition could very well be a waiver requested by DISH in its

proposed takeover of 40 MHz of DBSD and TerreStar mobile satellite

(MSS) spectrum, which could come soon. DISH is seeking an FCC

waiver from an ATC (ancillary terrestrial component) “integrated

service requirement” so it doesn’t have to build dual-mode

satellite/terrestrial capabilities into all its phones/devices. But there is

some concern that if DISH gains that right, it could reap a “windfall”

by flipping the spectrum/license to another party for a gain. DISH has

denied that charge, saying it fully intends to invest substantial further

capital (beyond the $2.8bn already committed for the acquisitions) to

deploy and operate a nationwide satellite/terrestrial network.

The "windfall" issue could presumably be avoided with a "clawback"

provision, making DISH or any DISH-acquirer pay the difference

between the value of the spectrum today and any future adjacent

AWS spectrum valuation achieved in an upcoming auction.

DISH's spectrum, in the 700 MHz band, could be paired with

Qualcomm's spectrum to give the company a clean 12 MHz unpaired

block of spectrum. However, AT&T could also use DISH's 2 GHz

MSS spectrum, if the FCC waiver is granted, as it also needs

spectrum outside of the 700 MHz band to avoid interference with the

company's burgeoning LTE network.
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■ While it certainly remains a possibility that AT&T could try to buy DISH's
spectrum without buying the entire company, we believe Charlie Ergen
realizes he is unlikely to ever get a better offer than from a
moderately-desperate AT&T that needs spectrum and needs it quickly, and
with the satellite TV industry's long-term business model being more
uncertain than ever, we believe it more likely that AT&T will be forced to buy
the entire company.

■ If an AT&T-DISH merger is forthcoming, we would guess it would come
sooner rather than later, to assure the FCC would be approving both the
recent Verizon Wireless-Cable MSO spectrum transaction and the
AT&T-DISH deal simultaneously. It would represent an opportunity for the
Commission to obtain strong commitments for LTE build-outs, along with
wholesale access conditions from the two largest operators in the U.S, to
allow competitors greater opportunities.

■ AT&T has even more reason now to push Congress to pass legislation to
mandate more spectrum auctions, preferably including the House provisions
to bar unlicensed uses of re-purposed broadcast spectrum and to restrict
FCC authority to limit auction eligibility or to impose net neutrality and
wholesale access duties.

■ We believe the formal announcement of the break-up of the deal will be
modestly positive tomorrow for Sprint Nextel (S: Hold, $2.16), tower
companies, and independent carriers. However, we note the formal
death-knell of the deal has largely been expected for weeks.

Target Price Methodology/Risks

Our target price of $32.50 is 5.6x our 2012 EBITDA forecast. Risks to our target
price include macroeconomic pressures, which could materially impact the
company's revenues and cash flows, and competitive pricing pressures in the
company's wireline, wireless, and enterprise segments.

Company Description

AT&T Inc. is a premier communications holding company. Its subsidiaries and
affiliates - AT&T operating companies - are the providers of AT&T services in the
United States and around the world. With a powerful array of network resources
that includes the nation's fastest mobile broadband network, AT&T is a leading
provider of wireless, Wi-Fi, high speed Internet and voice services. A leader in
mobile broadband, AT&T also offers the best wireless coverage worldwide, offering
the most wireless phones that work in the most countries. It also offers advanced
TV services under the AT&T U-verse(R) and AT&T DIRECTV brands. The
company's suite of IP-based business communications services is one of the most
advanced in the world. In domestic markets, AT&T Advertising Solutions and AT&T
Interactive are known for their leadership in local search and advertising. In 2010,
AT&T again ranked among the 50 Most Admired Companies by FORTUNE(R)
magazine.
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AT&T Earnings Model (T)
($s in millions except per share data)

FY Q1 Q2 Q3 Q4 FY Q1 Q2 Q3 Q4 FY FY

Income Statement 2009A 2010A 2010A 2010A 2010A 2010A 2011A 2011A 2011A 2011E 2011E 2012E

Operating Revenues

   Wireline 63,512 15,446 15,422 15,304 15,128 61,300 14,950 14,935 14,961 14,816 59,662 58,302

   Wireless 53,504 13,897 14,242 15,180 15,181 58,500 15,309 15,602 15,606 16,245 62,762 66,608

   Advertising solutions 4,724 1,041 1,007 961 926 3,935 868 841 803 778 3,290 2,763

   Other 771 146 137 136 126 545 120 117 108 107 452 407

Total Operating Revenues 122,511 30,530 30,808 31,581 31,361 124,280 31,247 31,495 31,478 31,946 126,166 128,080

   % growth (y-o-y) -0.8% 0.2% 0.6% 2.8% 2.1% 1.4% 2.3% 2.2% -0.3% 1.9% 1.5% 1.5%

Operating Expenses

   Cost of services 50,571 12,369 12,420 13,577 13,897 52,263 13,403 13,332 13,165 14,141 54,041 51,537

   Selling, general & administrative 31,427 7,410 7,486 7,700 10,469 33,065 7,452 7,396 7,460 7,285 29,593 29,925

   Depreciation & amoritzation 19,515 4,780 4,819 4,873 4,907 19,379 4,584 4,602 4,618 4,655 18,459 19,023

Total Operating Expenses 101,513 24,559 24,725 26,150 29,273 104,707 25,439 25,330 25,243 26,081 102,093 102,148

Operating Income 20,998 5,971 6,083 5,431 2,088 19,573 5,808 6,165 6,235 5,866 24,074 25,932

Interest expense 3,368 765 754 729 746 2,994 846 848 889 887 3,470 3,486

Equity in net income of affiliates 734 217 195 217 133 762 249 207 193 250 899 944

Other income (expense), net 152 (22) 723 124 72 897 59 27 46 25 157 0

Income b/f income taxes 18,516 5,401 6,247 5,043 1,547 18,238 5,270 5,551 5,585 5,253 21,659 23,390

Income taxes 6,091 2,863 2,160 (6,573) 388 (1,162) 1,802 1,893 1,899 1,812 7,406 8,186
   Effective tax rate (%) 32.9% 53.0% 34.6% -130.3% 25.1% -6.4% 34.2% 34.1% 34.0% 34.5% 34.2% 35.0%

Net income 12,425 2,538 4,087 11,616 1,159 19,400 3,468 3,658 3,686 3,441 14,253 15,203

   Less: Income (Loss) from disc. Ops. 20 2 (5) 780 2 779 0 0 0

   Less: Net income attributable (309) (87) (79) (77) (72) (315) (60) (67) (63) (63) (253) (252)

             to noncontrolling interest

Net income attributable to AT&T 12,116 2,453 4,003 12,319 1,089 19,864 3,408 3,591 3,623 3,378 14,000 14,951

Diluted EPS attributable to AT&T $2.05 $0.42 $0.68 $2.08 $0.18 $3.36 $0.57 $0.60 $0.61 $0.57 $2.35 $2.52

One-time charge (credit) 995 (400) (9,100) 2,150 0 0 0

Adjusted diluted EPS attributable to AT&T $2.05 $0.59 $0.61 $0.54 $0.55 $2.29 $0.57 $0.60 $0.61 $0.57 $2.35 $2.52

Weighted Avg. Diluted Shares Outstanding 5,911 5,909 5,909 5,910 5,911 5,910 5,945 5,932 5,954 5,930 5,940 5,930

Cash Flow

Operating Cash Flow (EBITDA) 40,513 10,751 10,902 10,304 10,458 42,415 10,392 10,767 10,853 10,520 42,532 44,956
      % margin 33.1% 35.2% 35.4% 32.6% 33.3% 34.1% 33.3% 34.2% 34.5% 32.9% 33.7% 35.1%

   Less: Cash interest 3,368 765 754 729 746 2,994 846 848 889 887 3,470 3,486

   Less: Cash taxes 6,091 2,863 2,160 (626) 388 (1,162) 1,802 1,893 1,899 1,812 7,406 8,186

   Less: Capex 17,335 3,340 4,904 5,512 6,555 20,311 4,133 5,314 5,314 5,431 20,192 20,493
                % of revenues 14.1% 10.9% 15.9% 17.5% 20.9% 16.3% 13.2% 16.9% 16.9% 17.0% 16.0% 16.0%

Free Cash Flow b/f Dividends 13,719 3,783 3,084 4,689 2,769 14,325 3,611 2,712 2,751 2,390 11,464 12,790

   Dividends paid 9,672 2,479 2,481 2,476 2,476 9,912 2,540 2,542 2,545 2,479 10,106 9,916

Free Cash Flow post Dividends 4,047 1,304 603 2,213 293 4,413 1,071 170 206 (89) 1,358 2,874

Balance Sheet

Total debt (including current portion) 72,081 69,461 69,998 68,966 66,167 66,167 65,028 66,573 71,226 70,726 70,726 68,726

Cash and equivalents 3,802 2,617 1,377 3,246 1,437 1,437 1,391 3,831 10,762 10,173 10,173 11,047

Net debt 68,279 66,844 68,621 65,720 64,730 64,730 63,637 62,742 60,464 60,553 60,553 57,679

Shareholder's equity 102,325 102,466 103,483 113,293 112,425 112,425 112,843 114,109 113,882 114,844 114,844 120,131

Net PP&E 100,093 99,360 100,302 102,466 103,963 103,963 103,369 104,606 105,786 105,786 105,786 105,686

Long-term Debt

Ending debt balance (including current portion) 72,081 69,461 69,998 68,966 66,167 66,167 65,028 66,573 71,226 70,726 70,726 68,726

Average debt 74,318 70,771 69,730 69,482 67,567 69,387 65,598 65,801 68,900 70,976 67,818 69,726

Interest expense 3,368 765 754 729 746 2,994 846 848 889 887 3,470 3,486

Effective interest rate 4.5% 4.3% 4.3% 4.2% 4.4% 4.3% 5.2% 5.2% 5.2% 5.0% 5.1% 5.0%

Leverage Ratios:

   Total debt/EBITDA 1.78x 1.62x 1.61x 1.67x 1.58x 1.56x 1.56x 1.55x 1.64x 1.68x 1.66x 1.53x

   Net debt/EBITDA 1.69x 1.55x 1.57x 1.59x 1.55x 1.53x 1.53x 1.46x 1.39x 1.44x 1.42x 1.28x

D&A 19,515 4,780 4,819 4,873 4,907 19,379 4,584 4,602 4,618 4,655 18,459 19,023

   % of net PP&E 19.5% 4.8% 4.8% 4.8% 4.7% 18.6% 4.4% 4.4% 4.4% 4.4% 17.4% 18.0%

Source: Company data and Stifel Nicolaus estimates
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Important Disclosures and Certifications

I, Christopher C. King, certify that the views expressed in this research report accurately reflect my personal
views about the subject securities or issuers; and I, Christopher C. King, certify that no part of my
compensation was, is, or will be directly or indirectly related to the specific recommendation or views
contained in this research report. For our European Conflicts Management Policy go to the research page at
www.stifel.com.
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        B - Buy                 UR - Under Review
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        S - Sell                 NA - Not Applicable

        I - Initiation          RS - Rating Suspended
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For a price chart with our ratings and target price changes for T go to
http://sf.bluematrix.com/bluematrix/Disclosure?ticker=T

Q3 Q1 Q2 Q3 Q1 Q2 Q3 Q1 Q2 Q3
0

1

2

3

4

5

6

2009 2010 2011 2012

06/07/11
S:$4.5

07/11/11
S:NA

08/04/11
H:NA

Rating and Price Target History for: Sprint Nextel (S) as of 12-16-2011

Created by BlueMatrix

Rating Key

        B - Buy                 UR - Under Review
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Stifel, Nicolaus & Company, Inc. makes a market in the securities of AT&T, Inc. and Sprint Nextel.

Stifel, Nicolaus & Company, Inc.'s research analysts receive compensation that is based upon (among other factors)
Stifel Nicolaus' overall investment banking revenues.

Our investment rating system is three tiered, defined as follows:

BUY -For U.S. securities we expect the stock to outperform the S&P 500 by more than 10% over the next 12 months.
For Canadian securities we expect the stock to outperform the S&P/TSX Composite Index by more than 10% over the
next 12 months. For other non-U.S. securities we expect the stock to outperform the MSCI World Index by more than
10% over the next 12 months. For yield-sensitive securities, we expect a total return in excess of 12% over the next 12
months for U.S. securities as compared to the S&P 500, for Canadian securities as compared to the S&P/TSX
Composite Index, and for other non-U.S. securities as compared to the MSCI World Index.

HOLD -For U.S. securities we expect the stock to perform within 10% (plus or minus) of the S&P 500 over the next 12
months. For Canadian securities we expect the stock to perform within 10% (plus or minus) of the S&P/TSX Composite
Index. For other non-U.S. securities we expect the stock to perform within 10% (plus or minus) of the MSCI World
Index. A Hold rating is also used for yield-sensitive securities where we are comfortable with the safety of the dividend,
but believe that upside in the share price is limited.

SELL -For U.S. securities we expect the stock to underperform the S&P 500 by more than 10% over the next 12
months and believe the stock could decline in value. For Canadian securities we expect the stock to underperform the
S&P/TSX Composite Index by more than 10% over the next 12 months and believe the stock could decline in value.
For other non-U.S. securities we expect the stock to underperform the MSCI World Index by more than 10% over the
next 12 months and believe the stock could decline in value.

Of the securities we rate, 54% are rated Buy, 45% are rated Hold, and 1% are rated Sell.

Within the last 12 months, Stifel, Nicolaus & Company, Inc. or an affiliate has provided investment banking services for
24%, 12% and 6% of the companies whose shares are rated Buy, Hold and Sell, respectively.

Additional Disclosures

AT&T, Inc. is on the Stifel Nicolaus Income Opportunity Ideas List. This Income Opportunity Ideas List represents our
Stifel Nicolaus analysts’ best yield ideas, however is not intended to represent a model portfolio. Each stock is on the
Buy List, and offers what Stifel Nicolaus analysts believe are companies with solid fundamentals, a favorable valuation,
and a current dividend higher than that of the S&P 500 Index.

Please visit the Research Page at www.stifel.com for the current research disclosures applicable to the companies
mentioned in this publication that are within Stifel Nicolaus' coverage universe. For a discussion of risks to target price
please see our stand-alone company reports and notes for all Buy-rated stocks.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us
and is not a complete summary or statement of all available data, nor is it considered an offer to buy or sell any
securities referred to herein. Opinions expressed are subject to change without notice and do not take into account the
particular investment objectives, financial situation or needs of individual investors. Employees of Stifel, Nicolaus &
Company, Inc. or its affiliates may, at times, release written or oral commentary, technical analysis or trading strategies
that differ from the opinions expressed within. Past performance should not and cannot be viewed as an indicator of
future performance.

Stifel, Nicolaus & Company, Inc. is a multi-disciplined financial services firm that regularly seeks investment banking
assignments and compensation from issuers for services including, but not limited to, acting as an underwriter in an
offering or financial advisor in a merger or acquisition, or serving as a placement agent in private transactions.
Moreover, Stifel Nicolaus and its affiliates and their respective shareholders, directors, officers and/or employees, may
from time to time have long or short positions in such securities or in options or other derivative instruments based
thereon.

These materials have been approved by Stifel Nicolaus Europe Limited, authorized and regulated by the Financial
Services Authority (UK), in connection with its distribution to professional clients and eligible counterparties in the
European Economic Area. (Stifel Nicolaus Europe Limited home office: London +44 20 7557 6030.) No investments or
services mentioned are available in the European Economic Area to retail clients or to anyone in Canada other than a
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Designated Institution. This investment research report is classified as objective for the purposes of the FSA rules.
Please contact a Stifel Nicolaus entity in your jurisdiction if you require additional information.

The use of information or data in this research report provided by or derived from Standard & Poor’s Financial
Services, LLC is © 2011, Standard & Poor’s Financial Services, LLC (“S&P”). Reproduction of Compustat data and/or
information in any form is prohibited except with the prior written permission of S&P. Because of the possibility of
human or mechanical error by S&P’s sources, S&P or others, S&P does not guarantee the accuracy, adequacy,
completeness or availability of any information and is not responsible for any errors or omissions or for the results
obtained from the use of such information. S&P GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT
NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR
USE. In no event shall S&P be liable for any indirect, special or consequential damages in connection with subscriber’s
or others’ use of Compustat data and/or information. For recipient’s internal use only.

Additional Information Is Available Upon Request

© 2011 Stifel, Nicolaus & Company, Inc. One South Street Baltimore, MD 21202. All rights reserved.
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