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e aspire to be the most admired and valu-
able company in the world. Our goal is to
improve the lives of our customers by
bringing to market exciting and useful communications
services, building shareowner value in the process.
Today, we operate the world’s largest, most sophis-
ticated communications network, own one of the
best-known and respected brands, and serve more
than 90 million business and consumer customers.
We are the world’s leading provider of long
distance and wireless services. We offer
online services, access to home entertain-
ment and have begun offering local telephone
service in selected cities and states.We also

provide businesses with outsourcing and consulting
services. We create innovative new services through
AT&T Labs, our research and development group.

Through AT&T Universal Card Services, we man-.

age one of the largest credit card programs in the
world. VVe back our services with world-class cus-
tomer care and support

AT&T has some 130,400 employees,and operates
in more than 200 countries. Alliances around the
world - such as Alestra in Mexico, AT&T/Unisource
in Europe, Birla AT&T in India and CANTEL
AT&T in Canada - are helping us reach
new customers in growing markets with
AT&T-branded services.

(L

ATsT

I Income from continuing cperations

DOLLARS IN MILLIONS

_ (the “new”AT&T) was $5.6.billion, up 7 (BXCEPT PER SHARE AMOUNTS) 1996 1995
percent from 1995, excluding 1995 REVENUES
restructuring and other charges, in the Communications services $ 50,515 $ 48,403
face of preparations for extraordinary Financial services 1,669 2,261
challenges and unprecedented changes
in our business and our industry. Torl revenues $ 52,184 § 50664
: INCOME
I At the same time, we executed @ Operating income $ 8,810 $ 5453
successful trivestiture, spinning Oﬁ Lucent income from
Technologies and NCR to AT&T share- continuing operations 5,608 3,205
owners. Net income 5,908 139
W We remain committed to growing PER COMMON SHARE
our core business, investing wisely in the Income from .
future and building long-term value for continuing operations $ 347 $ 201
our owners. Net income 3.66 0.09
OTHER INFORMATION
Gross capiul expenditures $ 6,785 $ 4522
Debt ratio (excluding
financial services) 18.7% 41.3%

° 1995 Jota .nclude restucunng ond other chorges. Exchudng these charges. aperatng
ncome wes $8.432. -ncome from contnung operduons wos $5.241 +$3.29 per sncrei ang
net resme acs $5.492 .93 45 per shore).
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The Changing World
of Communications

As our cover points out, 1996 was no ordinary year.
It clearly was a year of change. Sweeping, funda-
mental and irrevocable change. Consider:
° The-;'elecommunications Act of 1996 -
legislation redefining our entire industry
- was signed into law in early February.

® We completed what many observers call the
largest-ever corporate restructuring, launching
as separate, global companies a “new” AT&T,
Lucent Technologies and NCR.

i ;,,,p,m,gﬂ,e-rmn ofm ® And we took bold,‘dec:s:ve:geps to broaden

The customes care and strengthen our business, 'positioning our-
" difference we offer to companies ’

) - selves to maximize growth in shareowner

Gone Fishin' — "value in the years ahead.
ATE&T helps a‘‘surfer’” use

the 'Net to snare some fish These changes - combmed with evolving technologles
14
. ] and escalatmg customer demands — are moving us toward
Providing a Basis-

for Lifelong Leaming ~ . a grener se. Itis a purpose to whlch we believe we
>, AT&T puts schoolchildren on the  § Pu%o P

information superhighway are umquely suited gen our people. capabllmes and size.

4 T~

) We are in busmess to enrich the lives of our customers
Getting the Job Done —

~ 1998 highlights from across
r the business, as well as a look
; toward the futurer on earth. Long distance calling is just one component of

g i

¥ _ end-to-end capabilities that can include local, wireless,
jy . Financal Review - 1996 was

a historic year for AT&E. online services, access to home entertainment and many

INSIDE BACK COVER

Board ices. Wi their
ATAT of Di nd other services. We can help customers transform ths

through communications, using the most powerful network

businesses to be more successful. Our message to cus-
tomers is that when it comes to the benefits of the com-
munications revolution,"“It’s all within your reach.”

Welcome to the new AT&T.




n 1996, we took
some big steps to
make sure your

company will be ready for
the exciting years ahead.

To all AT&T people

— our owners and
our employees

e

During a very brief stint as chief
financial officer, | had the distinc-
tion of “dosing the books™~ as the
accountants say ~on 1983, AT&Ts
last year as parent company of
the old Bell System.

We thought that was histor
ical change. And it was. But the
. changes:ynderway as we close
" thebookson 1996 and move

* it 97 are beyond anything

we've seen before.

The spread of new technology

" is dramatically increasing the pow- |

er of communications to enrich
people’s lives and epand the pro-
ductivity of their businesses The
public’s expectations and appedte
for communications have grown
in andem with the soeam of new
benefits. I's fair to say that we
now operate in an industry with
AT&T has been synonymous
with communications for over
100 years. Our job is to ensure
that this remains the case through

the coming millennium.
‘That’s no small task. The defi-
nition of communications is ex-

i panding all the dme, and we have
- 0 keep expanding the scope of

our services.
In 1996 we wook some big steps

" to make sure your compary will
- be ready for the exciting years
. ahead. But before | look too far

into the future, let’s look at the

~ botom line for 1996.

The new AT&T earned $5.6
billion. Although a record. it's
also a disappointment since we
expected to do berter. Those
lower than expected earnings
reflect some rough months in
the consumer long distance mar-
ket as well as some major invest-
ments we made in the business.
Investors were looking for beter
eamings growth from AT&T in
'96. Nobody likes to disappoint
shareowners less than | do. But if
we ever needed to balance short-
term earnings with long-term

investments — while also stepping
up the marketing of today's ser-
vices — last year was the time.

It was the year Congress
changed the rules of the game in
the United States. Ulimately, the
Telecommunications Act of 1996
will erase the distinction between
local and long distance service.
Last year was the year you couldn't
escape reading about the inter-
net, which has the potential
to erase the distinction between -

* voice and data networks. And

as | write this, the World Trade
Organization has just reached an
historic agreement to open mar-
kets around the world to real
competition, evenually erasing
the distinction between domestic
and international calls.

Last year we expanded the
capabilities of the AT&T network
- the world’s most powerful -

by adding state-of-the-art switch-

ing and transmission capacity. Ve
aiso began upgrading our billing
and customer care systems to
handle the complex demands of
providing local service and com-
binations of services.

We aggressively bid on wire-
less spectrum licenses that -



creased our wireless footprint to
reach more than 90 percent of
the US. population, laying the
groundwork for services that will
offer customers universal mobil-
ity. We expanded into Internet
access and creating Web sites for
businesses determined to make
online shopping and other forms
of electronic commerce as
everyday as using Automatic
Teller Machines. And we began
offering AT&T-branded communi~
atons services in Canada,
Mexico, the United Kingdom and
elsewhere around the world.

Late in the year we made an-
other kind of investment in the
future when we brought in john
R Walter as our new president
and chief operating officer. Many
people were surprised that our
board went outside the indusoy
© select john, but he hit the
ground running and has taken
firm control of our operations.
From the day he got here, john
has worked with the senior lead-
ership team to ensure that we
" have both an integrated strategy
implementing it

In terms of shareowner value
" delivered in '96, the massive tri-

ows everything eise. As of the end
of February, Lucent Technologies
and NCR were valued at nearly
$38 billion, demonstrating the
validity of our initiative to spin

off each company to share-
owners. '

This was the biggest corpo-
rate restructuring ever. Our
pecple completed it precisely on
schedule in only IS months, con-
cluding with the hunch of the
new AT&T on arwary Ist. in IS
short months, we eliminated 13
years of escalating market con-
flicts and strategic ambivalence.

Frankly, the tming couldn’t
have been better.

Lucent Technologies can now
market its equipment and systems
to all the communicadons com- .
panies of the world -~ especially
to the Bell companies in America
— without worrying about the fact
that those companies are com-
petitors of AT&T. I'm disappointed
that we weren'c able to make
the NCR merger worl, but now
NCR an concentrate on its core
strengths in computing without
adapting to the larger strategy

" of AT&T. All of you who were

investors in AT&T at the time of
the restructuring are sharing in

: and NCR #f you reqined your
. shares in these companies.
" vestiture we completed overshads

" But what about the new AT&T?
As | said, I've seen this picture

before. | 984, the year of the first

break-up, was a wrenching year
for your company. Profes-

sional “AT&T-watchers” were
pessimistic about our prospects.
They said that the Regional Bell
Operating Companies had it
made. All we had were comped-
tors. And what did we knew

about marketng! Sound familiar?

Well, over the next |3 years,
we created billions of dollars in
shareowner value. Now, we have
the opportunity ~ and the will -
to do it again.

Qur balance sheet is stronger
than it has been in 30 years. Our

focus is laser-sharp. Our eyes and

ears are attuned to customers.

The growing, global commu-
nicadons and information ser-
vices business is dead-center in
our cross-hairs. That's a business
we've led for generations. And
while it is also a business that is
changing faster than any on earth,
no other company has the peo-
ple, technology, brand, market
presence and financial resources
that we have to put those changes
o work for us.

The change saring us in the
face today is the new Telecom-
munications Act. if implemented
as Congress intended, the new
law will eliminate the monopolies
in US. local phone service.

Let’s keep in mind, though, that
this was an act of Congress, not
an act of God. No one can pry
the local markets open overnight
of even over one year.

We're moving into the vast
local service market with a
focused and deliberate strategy.
To start, we're negotating to sell
the service of some local monop-
oly companies. Ve also plan o
build our own facilities where and
when it makes economic sense. In
fact. just as this annual report was
£0ing to press, we announced an
unprecedented fixed wireless
technology that gives us the
opton of reaching local cus-

john R Walter
tleft), presidem
and chief
operaung offic
ond Bob Allen,
chairmon ond
chief executive
officer.



Customers will expect us to
put services and technologies
together in combinations
that meet their needs. We
won’t disappoint them.

tomers over wireless connec- As exciting as it is to speculate leader in our industry. It means
tons and eventually providing on the future, no one is ignoring out-innovating our best comped-
consumers with advanced ser- the here-and-now, especially in tors, who will likely include some
vices like full-motion video con- our core long disance business. of the world's most successful
ferencing and high-speed data The business services side software companies. It means
applications. Ve hive other tech- of long distance had one of its growing our traditional strengths
nology and partnering options as strongest years ever in 1996 and at the same time that we be-
well. the majority of its customers are come even more creatve and

It will ake tme, but we are now buying a much broader performance-driven.
totally committed to being a range of services from AT&T. I'm not naive. Many of our for-
leader in local service. Because On the consumer side, we mer operating companies, as
local sevice is part of the ex- began offering a range of new entrenched as ever in their local
panded offer we want to make services — from new Digital markets, will be coming after us
in the years ahead. PCS wireless service and inno- in the years ahead. The new

Customers will expect us w vations in online services o trade agreement opens opportu-
put services and technologies to- DIRECTY. We also launched nities for us, but it also gives
gether in combinations that meet the industry's first truly simple well-heeled foreign companies a
their needs. Ve won't disappoint galling plan —AT&T One Rate - hunting license on our front lawn
them. We are moving into a fu- which now has more than 3 ~ the richest communications
ture of “all-disance” communica- . million customers.- services market in the world. In
dons - global end-to-end com= - As you would expect, there's shore, we have to leap some aall
munications that make ng disinc-  abundant evidence of change all buildings to keep our leadership
tion between local andleng dis= ~ over ATAT within these pages. position in this dynamic industry.
@nce, wireless or wired. its a .7 " “g:But some things about the new But | know one thing for sure.

future where we will see the: -~ . “ATAT are famiflar byihoiceWe  This | believe to my core: AT&T
trueconverxenuofvoicnnd': stll use the values of Our Com- people can and will do it
dau networks. People will corie~ mon Bond (see bacK cover) as

on universal mobility, electronic the guideposts for our behavior. ‘
commerce and applications of We still value diversity as a busi- (
our services nobody's even ness asset. Ve stll support the

thought of yee communities where we live and

In this future, as in the past, work. Robert E Allen,
ATAT will differentiate itself from These are values we take with Chairman and CEO
the competition by the quality us into the future. February 28, 1997
of our services and by our execu- lintend to do everything in my '
ton. Ve will win customers’ loyal- power to ensure that your com-
ty by undersanding their needs pany is poised to expioit the

betzer than any other company. opportunities of this changing
We'l meet their needs by deliver- industry. Ve intend to build mar-

ing applications that enrich their ket share as we expand the scope
personal lives and make their of what this industry can offer.
businesses more successful, That means becoming the cost



Meet Our New }';resident

L] What do you see as the
strengths and weaknesses of
AT&T?

Y Well, there’s no question that
we have both. But the weaknesses
aren't anything that other corpor-
ations haven't seen. Like most
large companies, we need to make
decisions and execute faster. And
we cerainly have to focus more
on costs. But these issues can be
corrected. I'm more impressed
with AT&T's strengths, especially
our people, the depth of our tech-
nology, the power of the AT&T
brand, our financial strength and
that unmatched base of 90 million A
customers.

- B Is your lack of experience
in telecommunications a prob-
lem in learning the ropes of the
new job?

&3 Bob is pressing AT&T to adapt
and wke advantage of the fast-
breaking changes in the communi-
catons industry.! think 'm

in a good position to help accel
erate positive change because 'm
not tied to anything simply be-
Qause it was done in the past.
And, of course, I'm working with
a superb management team that
has unmatched knowledge and
experience in the communica-
tions industry. No one person
could possibly have all the
answers, but together there’s

no limit to what we can de.

5] What can you tell us about

AT&T's plans to compete in local

service!
[} We're committed to be a
major player, but local service is

not an end in itself. It’s part of the
total value offer we want to make
* 1o customers.

Y What will that offer include?
X ATAT will be an end-to-end
provider of communications
and information services. We'll
provide customers with “all
distance” service that makes

no distinction among local and
long distance, wired, wireless or
fixed wireless.We'll build on our
lead in wireless services to offer
the universal mobility that fits so
many lifestyles today. We'll con-
tinue to expand globally - often
through partnerships and alli-
ances - to meet the needs of
businesses and global travelers.
At the same time, we will rede-
fine what people think of as
“communicadons services."
We're aiready creating new
applications that change the
way people shop, manage their
finances or use information.
That's the way the industry is
moving, and we intend to lead
the way. It’s also important to
note that we're going to shift
our focus from acquiring - and
often reacquiring — customers
to building the kind of customer
relationships that foster loyalty,

) What does AT&T have to

do to deliver on its plans?

A The emphasis has to be

on the quality of our execution.
To begin with, that means all

of our people acting like owners
of the business. A sense of own-
ership goes hand in hand with
feeling a sense of personal
accounability for delivering
measurable resuits. Owners
have a sense of urgency for
meeting customers’ needs.

Every move we make has to
reflect 2 deep understanding of
customer needs. It should show
in the benefits people get from
our communications services,
in the way we deal with our cus-
tomers and in the innovations
that come out of AT&T Labs,
AT&T must be more than a tech-
nology leader. We need to be an
outstanding marketing comparny
as well. We need to organize our
businesses around our customers
and go t market as a team so
they get the full benefit of all our
resources. The AT&T brand, after
all, represents our promise to
our customers. Everything we
do should reflect that promise
and give our customers another
reason to believe it.

[ Is there anything in
particular-you'd like to say

0 AT&Ts investors?

[ I'd like to assure investors
that all of our plans and alf of our
actions are designed to grow
shareowner value — long-term
and short-term. The fundamental
changes underway in the com-
munications industry create
substantial new opportunities,
and we're determined to use
those opportunities to create
profiable growth for AT&T.
That's 2 commitment shared by
our entire management team.

INTO
THE NEXT
CENTURY

John R Walter (rigirt
became ATETS
president and chief

came to AT&T from
RR Donnelley &
Sons, the worid's
largest commerciol
printer, where he
had worked all his
career, becoming
chairman in 1989.






Csz3mq, LscinON, LI22LS7. KT8 the classic response from a real estate 13ent
who's asked to name the three most important considerations in buying properzy.
But to Seattle-based agent Jean Carlson, location doesn’t mean a thing ~ ner
location. anyway.
jean is with Windermere Real Estate. the Pacific Northwest’s largest agency.
She hooked into AT&T Digital PCS in October. right after we scooped the entire
industry by being the first to bring the capabilities of PCS communications - a
pdwerful combination of features such as caller 1D, message-waiting indicator.
extended barttery life, short messaging, increased privacy and fraud protection. all in
a single phone ~ to market on a national scale.

Since then,
Jean has spent more
time concentrating
| on closing sales

and less on finding pay phones and checking
messages. )

Situation: Trying to show a property
to a client on a tight schedule, jean finds
the address on the print out is wrong. No
problem: AT&T Digital PCS is a phone on
. the spot that lets her call back to the office

for the right address.

Situation: jean's phone is turned off when
a caller is trying to get through. No problem:
Without having to carry a beeper. Jean gets
a message on the AT&T Digiaal PCS display
screen as soon as she turns on her phone,

- -

Situgtion: Jean's husband was recuperating from surgery during a week she was
on jury duty. No problem: During breaks. jean was able to use the AT&T Digital PCS
voice mail feature to see if there were messages from her husband - or office.

“l love the long-life bactery,” Jean adds. “One less thing to fuss with."

And now her son who lives on the East Coast can track Jean down from 3.000
miles away. She can be found whether she’s riding the ferry on Puget Sound. if she s
traveling outside of Seardle (thanks to the service's roaming feature), or even if shes just

at home — where the land line is likely to be busy anyway. Location. location. locaticn




CREDIT DUE

Sandra Perez of ATAT
Universol Card Services
knows first hand the
vailve of good customer
service. Through e series
of phone cormersations,
Sandra heiped @ custe-
smer with @ solution that
kept the customer’
good credit standing
intoct while en eccount
payment from o third
party was defoyed. The
customer told Sandre

When a recent Harris poll
asked 1,000 adults for two
choices of “really good com-
panies,” the top answer was
“AT&T"- for the second year
in a row. And in 2 recent
nationwide survey of more
than 1,300 consumers conduct-
ed by HarvLunez Research,

-AT&T emerged as the clear

leader for the company people
tust ©o help them use rapidly
nology to simplify their lives.

It’s litde wonder that for
some 80 million consumers,
the power of communicating
comnes from AT&T. And as
the new AT&T, we're providing
more compiets solutions to
their across-the-board com-
rmunications needs. Here are
some eamples.

CONSUMER
SERVICES

We're the long distance mar-
ket share leader, and 2 wide
variety of services and fea-
tures make it easier than ever
to sy in touch. And we back
these services with world-
class customer care,

Taking on the Competition
AT&T last year begon intro-
duction of a combined offer for
residential long distance and
wireless customers that has an
option of g single, integrated bil
and gives just a single number
to cal for service. This offer is
laying the groundwork for more
valuable, integrated services. Also
in 1996, we becamne the first
pany to offer acoess to home
entertainment through our equi-
ty interest in DIRECTV®.

WIRELESS

With a customer base that
grew by more than 30 per-
centin 1996, AT&T Wireless
Services and its parther com-
panies now have more than
7 million subscribers in the
United States. AT&T Wireless
Services also offers wireless
data and messaging services,
and is one of the leaders in
air-to-ground communications.
Taking on the Competition
In 1996, AT&T becarme the

first company to offer the next
genergtion of digital wireless

n this fast-changing industry,
one thing remains clear:
consumers have confidence in AT&T.

Feeling at Hom¢

technology — AT&T Digital PCS -
which combines voice, messaging
and paging communicatons in

a single hand-heki device.

ONLINE

AT&T is winning online cus-
tomers with outanding ser-
vice. And “Iinternet for every-
one” is the ease-of-use goal
of AT&T WorldNet Service™.
Although new to the industry
in 1996, we had the best
scores for call completion
rates, as well as time required
to log in, according to an
Inverse Network Technologies
study involving nearly a dozen
of the largest service providers.
Taking on the Competition
AT&T WoridNet Service went
from being a startup in March
to become a leading provider
of online services, with more
then 560,000 subscribers by
year end, The service gamered
PC Magazine’s 1996 “Most
Valuable Product Award™ for
Intemet service providers.



with AT&T

LOCAL _
Aggressive actvity following
enactument of the Telecommu-
nications Act of 1996 led to a
phased consumer local ser-
vice introducton in Californa
in December, with plans to
enter other markets in 1997,

Taking on the Competition
As we enter the local service
morketplace, were committed
to extending the halimark traits
of our long distance service,
including our communications
expertise, world-class customer
care and competitive prices.

LOCAL CALLING

For Pardeep ond Nildas Auloich, AT&Ts introduction of local service in Socromenta,
Calif, in December offers many benefits, induding the corvenience of writing a sn-
gle check for their jong distance ond local telephone charpes.

AT&T

UNIVERSAL CARD
AT&T Universal Card Services
—which provides a credit, cash
and AT&T Calling Card,all in
one — manages one of the
targest credit card programs
in the world, with some 18
million acoounts.

In"T996, the AT&T Univer-
sal Card was ranked best for
general feature gold and stan-
dord credit cards by JD. Power -

: ~andAssodates™ ;- =

 INTERNATIONAL
AT&T Direct® Service makes

it quick and easy to call the
United Sazes and many
other countries from virmu-
ally anywhere in the world.
Taldng on the Competition
In early balloting in the Mexi-
con long distance morket thot
opened to competition on Jan-
uary 1, 1997, for more custom-
ers chose service from our
Alestra joint venture than the
service offered by any of 15
competitors.

CALLING
FORHELP

Giving a 3-year-old the
power to help a heart
attack victim isn't exoct~
ly routine. ButAT&T
operator Brion Harmon
intists, 1 was just doing
my job."” On March

17, 1996, Brian found
himself on the line
with o child who kept
repeating, “Daddy’s
sick; Daddy fell down.”
With the oid of a Il
operator, Brion kept
the youngster on the
line and notified police.
Police and paramedics
located the house, and
the father was token
to the hospital end
treated for what tumed
out to be @ minor heort
ottock. Both fother
and son are fine. As
for Brian, he credits his
cookheaded handiing
of the coll to the troin-
ing he ond ofl operators
receive when they join
AT&T Operctor Ser
n'eg“lsfcm

of beingained to

be coim; and heip
peopie quickiy”
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= rramity United. Its been the lofty - and as yet unarminable — goal of many noble people
around the world.

Every four years. though. the Olympic Games come ciose to uniting humanity. It's a
brief glimpse into what could be. It's a brief time when politics are replaced by the simple
Olympic credo of “swifter, higher, stronger” And the world wants to watch.

In 1996, the world did get to watch the Centennial Olympic Games in Adana - in
record numbers. Peopie around the worid witnessed the pageantry, the sorrow and the
joy. the solemnity and the celebration. The broadcasting expertise came from NBC and
Adanta Olympic Broadcasting. And the partner they chose to provide transmission
expertise was AT&T.

fiber-optic network

supported by a 50-plus-person AT&T “Dream Team” of
technicians and customer care people led by manager
Willie Hart (opposite page).

The team was responsible for operating 640 video
circuits for 17 days straight (perspective: 2 poiitial con-
vention only requires 100 video circuits for five days,
and the Super Bowl needs just 30 for a single day).

Via the circuits, we created a “virtual broadaast
center” that linked NBC's facilities in Adanta and New
York, saving the network millions of dollars by allowing
it to handle much of the production work in its New
York control room.

This was in addition to other technology AT&T supplied to the Games, including:
the AT&T Global Olympic Network, which provided global calling capabilities for the
entire Olympic family, and carried nearly 9 million minutes of traffic during the Games:
and IS AT&T Centennial Olympic Games Calling Centers, which included availability of
AT&T Language Line* over-the-phone interpretation service in any of 140 languages.

As for the customer's view of the broadcast network, “AT&T put its engineering
and design expertise to.work to develop a customized digital video and data service

that provided the high network reliability we required.” says David Mazza, director,
NBC Olympic Engineering.

One reason for the praise: in 103.000 hours of transmission, the only interruption
lasted just 40 millionths of a second. The viewers never noticed.

But they did notice they were part of the world's united humanity - however
briefly. And maybe they grew a littfe more hopeful because of it




partner of choice.

~ Inspiring the Trust

FLYING HIGH

When United Airlines
begon to expiore new
electronic distribution
channeis to provide cus-
tomers with instont
access to travel informa-
tion, the girfine tumed to
ATA&T Solutions.

with ATET Lobs, AT&T
Solutions evaluated new
technologies that would
enable United Airlines to
offer this copability.
“AT&T Solutions brougie
together the right combi-
nation of business surote-
£y ond technical siclls
that will aliow us to meet
our customers’ needs,”
says Andy Studdert, chief
information officer at
United Airfines (above).
*“This work has opened
the door to a new level
of partnership with
AT&T™

In Biing World magazine's
most recent business custo-

mer care survey, AT&T was
tops, with 84 percant of the
large businesses polled rating
ATET's customer care as good
or excellent. Data Communico-
tons magazine put AT&T in the
No. | spor for the third year
in a row in customer service,
And AT&T scored bestona
recent customer satisfacton
survey conducted by Com-
puterworld magazine regarding
wide-area network trans-
mission services.

To many businesses, ser-
vice and reliability are para-
mount issues. So AT&T is
continually looking for new
ways to bring added value.

BUSINESS
SERVICES

AT&T provides businesses
with advanced voice, daa and
video services. For small- and
medium-sized businesses, we
can bundle these services
and provide billing plans tai-
lored to individual needs.
For large, multinational busi-
nesses, we offer advanced
networked solutions that can
give them a competitive
advantage in their industries.
Taking on the Competition
Businesses now can gain more
simplicity and flexibility in man-
aging their telecommunications
with AT&TALL™, a new piat-
form that provides integroted
billing and customer care for
locel, fong distance, Internet
access, messaging and wireless
services.

WIRELESS

AT&T Wireless Services lets
companies integrace high-
productivity features into
their specialized business ser-
vices from AT&T. giving them
single-source convenience.
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nen it comes to custoimear
care, companies clearly
have a communications

Taking on the Competition
We've included AT&T Digital
PCS enhancements in our Wire-
less Office Service product, o
sophisticated telecommunico-
tions service that allows one
phone number to reach a per-
son gimost anywhere, combining
wireless and wired networks.

ONLINE

AT&T has unveiled the indus-
try's most comprehensive
set of services aimed at stim-
ulating electronic commerce,
extending AT&T's transaction
expertise to the Internet.
AT&T EasyCommerce Ser-
vices enables businesses to
reach more of their cus-
tomers through electronic
catalogs, guarantees their
Internet transactions are
secure, and provides elec-
tronic mail and enhanced
fax capabilities.

Taking on the Competition
AT&T's Web Site Services 15
ranked among the top | cer-
cent of all hosting provicers
AT&T EasyCommerce “--.
offerings helped Ccir-



tions Week magazine readers Taking on the Competition
to rate AT&T the No.! compa- Business local service fedtures
ny to watch in 1997, competitive pricing, “one call
does it o’ customer care, and
LOCAL  single bill that includes local
In early 1997, AT&T unveiled and long distance charges, ond
two local service offerings other AT&T services. AT&T Digh-
geared to businesses.The tol Link outbound calks, though
first, business local service, local, are biled and discounted
is a full-featured offering ini- as part of a customer’s long
dally available in California, distance contract
with roll-out in other states -
planned for later this year. AT&T SOLUTIONS
The second, AT&T Digiral AT&T Solutions provides
Link. is an outbound facili- strategic services to clients ©
ties-based jocal service help them identfy and realize
available in 45 states that's new sources of value through
targeted at businesses the power of network-inten-
with dedicated links to the sive solutions. In 1996, AT&T
AT&T network American Transtech joined
AT&T LABS INNOVATION

ATA&T Labs helped give our customers a new tool in 1996
with AT&T Personal Reach™ SeM&e(PRS). Developed by
the Labs' New Concepts Organization, PRS is an easy-to-use
“meet-me-in-the-networi’ service that assures subscribers
they won't miss a call = unless, of course, they want to.

For more than 120 years, AT&T innovations have laid
the foundations of the world's communications services and
systems. AT&T Labs' distinguished staff includes some of
the best minds in mathematics, communications services,
and computer and information sciences.

of Businesses

the team of consultng, systems
integration and outsourcing
professionals and became
ATT Solutions' fourth prac-
tice area — customer care.
Taling on the Competition
In 1996, AT&T Solutions

won almost $2.9 bilion worth
of outsourcing controcts for
periods of up to 10 years from
such clients as Textron, Master-
Cord Interngtional, Merril
Lynch, |.P. Morgan and United
HealthCare Corp.

INTERNATIONAL
As a founding member of

the WorldPartners alliance,
we offer multinatonal com-
panies one-stop shopping
for seamless services to more
than 30 countries. in Europe,
we've joined forces with Uni-
source, the joint venture of
Dutch, Swedish, Swiss and
Spanish phone companies.
Taking on the Competition
Yonkee Group's 1996 survey

of the 200 top multinationals
rated WorldPartners No.!

in global networking ocross

the board.

FINDING
CHILDREN

. When a 9-year-old

wos abducted in front
of a Hillsborough, Calif,
school in December,
she became one of mon
than 2,400 children whe
disappeor every day in
the United States. But ¢
high-tech solution mon-
aged by the nonprofit
organization SocialTech
that gets thousands of
high~quolity fliers out in
minutes via fox-broad-
cast capabilities from
AT&T EasyCommerce™
Services kept ot leost
this one girf from be-
coming another trogic
statistic. The informo-
tion explosion made the
girl “too hot to handle,”
say local police, and she
wus released unharmed
fess than two hours afte
a flier oppecred on the
evening news. In additic
to our providing Sociok-
Tech enhanced fax ser-
vice, AT&T Easy World
Wide Web™ Services ho
developed ond is hostin
a Web site (www. TRAK
.org), representing o
whole new way to dis-
tribute this vital inform
tion. Shown operating
the system ore Kimbra
Sellers of ATAT ond

Lt Stephen Lowe, Oafy
City, Calif,, Police Dept.






Fish snared by a net! An old story.

How about fish snared by "the 'Net - the Internet. that is?

Well, that's 2 story bound to be of interest to pet fish enthusiast Bill Hartman,
anyway. Bill takes his watery hobby seriously enough to have a custom-made 125-
gallon show tank built into the study wall of his Montville, N.J., home.

~ After 12 years of freshwater fish, Bill's fancy turned to the saltwater variety about
a year ago. Problem is, they require a lot more TLC to survive — and information on
just how to do that is scarce.

Enter Miami. Fla.-based Aquatic Connection. The folks there ship five tropical fish
worldwide. And they turned to AT&T EasyCommerce Web Site Services to

help people
snare fish on the 'Net.

Through the Aquatic Connection site handled by
AT&T, people like Bill can see pictures of fish through
an online color catalog, place an order over the Inter-
net, and even learn all sorts of helpful information -
about the fish through an interactive Q&A data base.

Lt Ted Church, vice president and director of
marketing for Aquatic Connection, is pleased
because,"We've had a 300 percent increase in
sales because of the Web."

Bill is pleased because he has unmatched access w
information about his Imperator Angel, Aurgiga
Butterfly, Panther Grouper. Ocellaris Clown or
Majestic Angel fish. ’

Even the fish can be pleased, because being snared by the "Net gives
them a good home.

A happy ending for everybody. And that'’s no fish tale.

1S
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VIRTUAL CLASSROOM

AT&T's commitment to education extends
around the world. The potential for the
internet to heip people cross barriers of
time, geagraphy and longuage is being
realized by students participating in the
AT&T e Virtvel Classroom compaetition.
Ouring the competition, students from
Japanese schools have been working with
schools in Australie, Hong Kong, Cenade,
France, the United Kingdom and the
United States to create an'intemet home
page, with the wi to be din
the spring. Here, fifth-grode students et
Funabashi City Ichibe Elementary School
in japan work on their project. ATAT Jens,
a joint venture involving ATAT and 25
leading japanese corporations, provides
businesses with ad d i
tions services and was the first commer.
cial internet service provider in Japen.

When Federal Communica-
tions Commission Chairman
Reed Hundt made the state-
ment noted above. he was
speaking of the launch of the
AT&T Learning Networid,

our $150 million commitrnent
1o help put the United States’
110.000 public and private ele-
mentary and secondary schools
on the information superhigh-
way by the year 2000,

The program represents
one of the largest philanthropic
commitments in corporate
history ~ and adds to the $500
million in support of education
we've provided since 1984.

We want to use the power of
communications technology
1 help young people build the
foundation for a lifetime of
learning and achievement. .

With the growing wealth of
information now available on-
line. the internet has become an
effective and exciting tool in
the dassroom for research. com-
munications and networking.

The AT&T Learning
Network offers schools
free dial-up access to the
Internet through AT&T
WorldNet Service (five
consecutive months of free
WorldNet usage followed

6

<4 T2T has offered to
W take all our children a

long way down the

information superhighway.”

Providinga B

asis fo

by discounted usage), as well
as Web browser software,
content access controls and
navigational tools.

Through the AT&T
Learning Network, scudents
and teachers can reach peo-
ple, places and information
anywhere in the world. and
build new learning communi-
ties. And community leaders
can use the online AT&T Learn-
ing Network Community
Guide t obuin success sto-
ries, presentation materials
and case studies.

Other facets of the
Learning Network include
the following:
® A new component of the

AT&T Learning Network
called the AT&T Leamning
Points™ Program lets resi-
dential service customers
earn points for qualifying
AT&T calls, and direct the
points to schools for equip-
ment (see relaced story).

o Since AT&T believes that
technology is only effective
if teachers have the sup-
port they need to help kids
tearn, the AT&T Learning
Network has a related on-
line mentor program calied
AskLN™ Service. Available



r Lifelon

through AT&T WorldNet
Service, AskLN Service helps
teachers integrate Internet
technology into the class-
room, and gives them a way
to share lesson plans for
collaboratve online projects.
o By the year 2000, 100 select-
ed AT&T Learning Network
schools across the country
will be able to enjoy the
freedom and mobility of
wireless communications

Seventh- and eighth-grode
science teacher Terrie Gray
from Chico (Calif.) junior High
School has been involved with
ATAT education pragrams for
the past four yeers. Here she
heiping son Cameron (left)
and Tors Kerstring sherpen

- their computer skills.

g Learning

How Shareowners Can Get Involved

Like all consumers in the United States, share-
owners can join with AT&T to help schools by
supporting the new Learning Points program.
It’s easy: AT&T residential service customers
can earn five Learning Points for every dollar
they spend on qualifying AT&T calls, and desig-
nate the points to any accredited kindergarten
to grade 2 school in the United States. It doesn’t
cost consumers anything more, and after they
sign up there's nothing more to do. Schools auto-
matically accumulate points and can redeem
them for valuable products -~ including free hard-

" ware, software or computers, as well as teacher

support materials - contained in the Learning
Points Catalog, developed with Scholastic, Inc.To
register for the program, schools and consumers
can call 1-800-354-8800.

through phones and ser-

lowship and Visiting Profes-
vices donated by AT&T sors Prbgﬂtns.
Wireless Servio;u Schools can register for
¢ AT&T Foundation grants - the AT&T Learning Network

$50 million over five years -
will help families, schools
and communities use tech-
nology to enhance teaching
and lifelong learning.

by calling 1-800-809-1097.
Additional information about
many of the programs men-
tioned here is available by

visiting the AT&T Web site
© AT&T has a long-sanding heep/iwww.att.com/education/.
commitgnent to the en-
couragement of academic
pursuits, including Summer
Internship, Undergraduate

Research, AT&T Labs Fel-
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NET DAYS

ATRT seagle n
commumities 2raand
the nation recently
crlehrnted srate “Net
Oays™ by heiping to
wire local schools 1o
they ¢an connect to
the internet. Thete
electronic “born rois-
ings" gave individuals,
fomilies and communi=
ties new ways to com-
municate, learn and
prosper. The team
shown here heiping
wire the Brookfyn
Friends School in New
York includes (from
feft) Richord Bordet,
Elizabeth Ruecker!
and Conway Boyce,
all of AT&T, and Greg
Geerge (far nght), the
school’s computer sci-
ence nstructor.
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ighlights of Recent Business Successes: Seginning

with our historic restructuring and runniny <heotigi

virtually every area of the business, AT&T showed a
strong ability to execute its plans and win in the marketplace -
as well as position ourselves for the future. Here's an overview.

Getting the Job Done

AT&T Restructuring:

T T S ATaT completed one of the largest-
ever restructurings — with precision — following an extremely ambitious
timeable in 1996. Lucent Technologies stock was traded on April 4 as

part of the largest initial public offering of a US. company. and Lucent was

spun off to AT&T shareowners Sept. 30: the spin-off of NCR to AT&T
shareowners took place Dec. 31.

W0 U Sl Restructuring allows each of the
three companies to pursue growth in shareowner value, unfettered
by strategic conflicts: AT&T in the communications and information
services business kucent Technologies in the communications systems
and technology market and NCR in transaction-intensive computing.

AT&T Customer Care People
WSSO Our customer are organization
gave personal attention to.millions of customers daily last year. AT&T's
Web-based Knowledge Management System on the company's intranet is
a new information-access tool, which is helping an increasing number of

customer care representatives provide faster, simpler and more efficient
customer service.,

In cooperation with the Commu-
nications Workers of America, we recenty instituted a breakthrough
pay-for-performance model for consumer customer care people that
represents a triple win: for customers (betzer service), for the company

(it's a self-funding program) and for AT&T people (the program provides
a clearer path for career advancement).

ATE&T Worldwide Intelligent Network

ST TSREOE I The ATAT network again set the
sandard for reliability in 1996. Failures within the network were rare,
accounting for a mere 124.4 of every | million calls attempted on the
AT&T network not completing on the first ery, This was an 18.4 percent
improvement over {995, and amounted to a reliability rating of 99.987
percent. On Dec. 2, we set a single-day record by handling 271.1 million
all accemprs.

MU TN We continue to upgrade and enhance
the network for the future. In addition to improving network reliability.

ATA&T last year introduced state-of-the-art technology to significantly
ncrease transmission Capacity.

Consumer Services

WL v CX A 1n 1996, we addressed the confusion
of long distance pricing claims with AT&T One Rate. which provides a
single rate for all direct-dialed AT&T long distance calls made from home
within the U.S., 24 hours a day. More than 3 million customers have
signed up.and the program is meeting our expectations for reducing
customer “churn.” AT&T One Rate International is the first plan from
a major long distance company that offers a single flac-rate price per

" country for all direct-dialed international calls.

i __FUTURE OUTLOOW, __ Ty continuing effort to help
people simplify their lives, we've announced that customers can now us
1-800-CALL-ATT® to place all calls ~ both local and long disance — wh
they're away from home. With this simple number, customers can alway
reach the ATAT Worldwide Intelligent Network. speak to an AT&T ope
ator or reach a customer service representative.

Business Services
' We enjoyed strong volume and

revenue growth in business services in 1996, fueled in part by a string
of multimillion-dollar contracts from such customers as McGraw-Hiil,

" Delua Airlines, Rhone Poulenc, Hoechst AG and Choice Hotels.

Helping foster the success of our

business services is a transformation of our sales approach - from
simply selling “transport” to selling combined services that offer com-
plete solutions. We've announced plans to extend our industry-leading
toll-free (800 and 888) services to international markets.

AT&T Wireless Services
[ ACCOoMptisHrrENTY- I A0y along with our partner,

The FarEasTone Group, we recently were awarded two of three major
licenses to provide wireless services to that island nauon. Birla AT&T
announced its intention to build the largest wireiess network in India.

AT&T Wireless Services and

Rogers Cantel Mobile Communications — Canada’s top cellular provide
- are marketing their wireless services under the co-brand CANTEL
AT&T. The agreement expands the seamiess availabtiev =¢ AT&T's and
Cantel’s wireless services. including Digital PCS. thr~ .7 - .2 the United
Saates and Canada.




Local Services

Less than 2 month after the passage
of the Telecommunications Act of 1996, we filed with sate regulators
i all 50 states to provide local service and entered negouations with
local phone companies. By February (997, we engiged in 57 arbitraton
hearings with the RBOCs. GTE and SNET; areas where final decisions had
heen made represented more than |18 million access lines - 80.7 percent
of the total lines in the country - representing another step towand bring-
ing customers choice in local service.

LT { We have reached with
alternative access providers covering more than 70 cities. We will insall
high-capacity, fiber-optic transmission facilities and three switching cencers
to enhance our ability to offer Chicago-area customers a full range of ser-
vices beginning later this year.

Online Services

AT T BB As pare of s efforts to help busi-
nesses harness the economic power of the Internet, AT&T offered a
27<iy, six-month tour of the United States to showcase its electronic
commerce products and services. VWe've brought the advantages of our
AT&T WorldNet Managed Internet Service ~ which provides businesses
with access to the Internet over dedicated, high-speed connections - to
businesses in Asia and Europe.

BB ik -4 A study on the sate of elecronic
commerce in America that AT&T commissioned by the independent
research firm Odyssey shows that nearly half the American population -
135 million people — expects to increase use of online services over the
next five years for getting information about products and services.

AT&T Solutions® Services

ST =030 The $1.1 billion, 10-year contract
awarded to AT&T Solutions by Textron, inc., was one of the irgest single-
source outsourcing agreements to date. An agreement with United
HealthCare Corp. for professional and networking services managed by

AT&T Solutions is the fargest of its kind in the health are industrx AT&T

Solutions will provide Halla Information Systems Corp. with consulting and
systems integration services for the Halla business group in Korea.

ATAT Solutions' new state-of-the-art
Globa! Client Support Center in Durham, N.C., offers unique network
management capabilities around-the-clock for a full suice of diients’ net-
working needs — from mutti-vendor voice and daa environments to desk-
tops, servers, and local- and wide-area networks, After the first full year
of operation, our professionals now serve more than (00 of the world’s
targest mukinational companies and are positioned in some 30 locations
around the world.

AT&T Universal Card Services

AT I LTEEIE T in 1996, ATAT Universal Card

Services aunched Universal Rewards, which allows cardmembers ©
eamn points redeemabie for valuable products and services.

ST TR T ATAT Universal Card Services
(UCS) is leading ATAT iinto the exciting new world of electronic pay-
ments. Using its expertise in payment transactions, UCS is looking
at the best new ways for consumers to make online payments using

“smart” cards and other methods — 2 key component of the quickly
growing area of elecronic commerce.

International Services

L ATET began ofiering susiness
and consumer services in the United Kingdom in 1996, marxing the
first time we've set up shop in direct competition with an established
local provider outside the U.S. before the year was out. we were
handling more than SO million minutes of service per month. In addi-
tion. AT&T and its partners are working to create the No. 2 phone
company in Germany — the largest communications market in continen-
! Europe — through the Mannesmann Arcor alliance.

AL 530Gl ATAT is committed to being the first
choice of mukinational companies as they expand into different regions
of the world. We seek to give travelers access to AT&TS network and
billing around the globe. We will ke advantage of the evolution of our
industry to improve our cost structure and position AT&T for growth:
serve customers by expanding local aperations in priority countries: and
make the most of new opportunities by developing strategic global and
regional parterships that expand the reach and scope of our network.

Government Customers

2 AECOPR NG 4n early 1997, the Defense Infor-
maton Systems Agency awarded AT&T a contract potentially worth
$S billion over the next nine years to build a backbone network, and
provide access and transmission services. In [996, we won 2 multi-
year $1.5 billion contract to provide communications services 1o the
U.S. Navy, Coast Guard and Marines.

a— .

FUTURS OGIL OO AT&T Government Markets is helping

usher in a new approach to Capitol Hill testimony. In the first Congress-
ional hearing of its kind. the Joint Economic Commitzee held a hearing in
1996 exploring society’s transition from the industrial age to the informa-
tion age. Using AT&T technology, withesses testified from Capitol Hill. as

well as from video rooms in Los Angeles, Chicaga, New York and London.

Innovations from AT&T Labs

n 1996, AT&T Labs was involved
in development work for impressive offerings such as AT&T Digiaal
PCS and AT&T WorldNet.Service. AT&T Labs was created from

Bell Laboratories as part of AT&T's division into separate companies.
ATA&T Labs provides research and development to support AT&Ts
strengths in providing communications services. .

GO G ATAT Labs is pioneering the develop-
ment of the next generation of technology to shape the future of commu-
nications. ATAT Labs looks beyond traditional forms of telephony and
expiores new ideas and concepts that will lead the next communications
revolution, This includes work on forward-thinking applications in network
technologies. service pladforms and interpersonal communications.

Community Involvement

W 50 M We continued an increasing focus on
grant-making and empioyee involvernent within communities where AT&T
people live and work. In the kst decade, AT&T has donated aimost $700
million in grants, sponsorships and products to education, arts. heaith and
environmental programs across the United States and around the world.

The | million hours of community

service that AT&T people are expected to contribute by the end of 1997
through the AT&T CARES program have a value of about $20 million,
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Financial Review

1996 was a historic year for AT&T as we .
successfully separated into three independent entities

n 1996 we successfully completed our plan to
n separate into three publicly held stand-alone

companies, each focused on serving certain core
businesses. This began with the initial public offering (IPO)
of 17.6% of Lucent Technologies Inc. (Lucent) shares in
April 1996, the largest IPO in history.We distributed to
our shareowners all of the shares we owned of Lucent on
September 30, 1996. On October |. 1996, we completed
the sale of our majority interest in AT&T Capital
Corporation (AT&T Capital) and we received $1.8 billion
in cash. Finally, on December 31, 1996 we completed our
plan when we distributed to our shareowners all of our
shares in NCR Corporation (NCR).

The actions taken in 1996 leave us in a strong position
for the future. Qur debt ratio, excluding financial services,
at the end of 1996 was 18.7%, among the lowest in our
industry. Our return on average assets from continuing
operations was approximately [0.3%, among the highest
in our industry.

1996 was a record year for us. Income from continuing
operations of $5.6 billion increased 7.0% from 1995, while
earnings per share of $3.47 increased 5.5% compared with
1995. Our operating margin also improved to 16.9% in
1996.All references to 1995 exclude restructuring and
other charges. :

We made significant expenditures in 1996 for strategic

. investments into various markets which we believe com-
plement our core business.These include internet access,
consulting and outsourcing and local expansion. In 1996
we continued our market share leadership in the con-
sumer and business long distance markets.

We continued to provide new products and services
to our customers, such as our AT&T One Rate program.a
flat 15-cents-a-minute plan for consumers.Announced at
the end of September, the program already had nearly 3
million subscribers at the end of December. Although the
majority of One Rate customers are existing AT&T cus-.
tomers moving from other calling plans, One Rate has
artracted a number of wins from competitors. Success in
the telecommunications market is about meeting complex
customer needs and providing valuable and reliable ser-
vices.We are committed to meeting these needs by pro-
viding the necessary service plans and by mainwining the
AT&T long distance network which has unparalieled relia-
bility by almost any measure.

We continued to expand our relationship with our
business customers from one of simply carrying voice and
dara traffic to playing a consuleative role and becoming
strategic partners. VWe now provide business consulting,
outsourcing and electronic commerce solutions among

other services to business markets. For example, we
signed a $1.1 billion, ten-year contract with Textron, inc. to
upgrade, expand and manage their global communications
infrastructure. :

As a result of the strategic restructuring, some changes
in our financial reporting format have been made. in order
to appropriately reflect the ongoing operations of the
“new" AT&T, certain reclassifications have been made to
reflect the results of businesses that we have divested or
plan to divest Accordingly, the revenues and expenses,
assets and liabilities and cash flows of Lucent, NCR and
AT&T Capital, as well as cerrain other businesses, have
been excluded from the respective captions in the
Consolidated Statements of Income, Consolidated Balance
Sheets and Consolidated Statements of Cash Flows.The
net operating results of these businesses have been
reported as “Income (loss) from discontinued operations,”
net of applicable income taxes, the net assets as “Net
assets of discontinued operations™ and the net cash
flows as “Net cash used in discontinued operations.” In
addition, the consolidated results for continuing opera-
tions have been reclassified to improve comparability with
the communications services industry.As a result of the
spin-offs of Lucent and NCR and the sale of AT&T
Capital, our Consolidated Balance Sheet at December 31,
1996 no longer includes these entities in “Net assets of
discontinued operations.” Additionally, the results of oper-
ations and net cash flows for Lucent and AT&T Capital
are reflected in our Consolidated Statements of Income
and Consolidated Statemnents of Cash Flows through the
date these dispositions occurred.

Restructuring and Other Charges

In the fourth quarter of 1995 we recorded a pretax
charge of $3,029 million for restructuring costs of $2,307
million and asset impairments and other charges of $722
million. The charges covered consolidating and reorganizing
numerous corporate and business unit operations over sev-
eral years.The tomal pretax charge was recorded as $844
million in necwork and other communications services,
$934 million in depreciation and amortization, $1.245 mil-
lion in selling, general and administrative and $6 million in
financial services expenses. The tax benefit associated with
the charges was $993 million.

During 1996 we continued to implement our restruc-
turing plans.We completed the restructuring of our pro-
prietary network and messaging services business. closed
several call servicing centers, sold cerrin international
operations. and reorganized and reduced certain corporate
support functions. As.of December 31. 1996, approximately
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5,000 management employees and 1.000 occupational
employees have been separated. Of the 5.000 management
separations, approximately 3,000 accepted voluntary sepa-
ration packages. We expect the majority of our plans to
be completed during 1997. However, certain severance
and facility costs have payment terms extending beyond
1997. A detailed discussion of restructuring and other
charges is in Note 5 to the Consolidated Financial
Statements.

AT&T operates in two industry segments, the telecom-
munications industry and the financial services industry.
Our communications services (which is part of the tele-
communications industry) consists of a wide range of ser-
vices to residential and business customers, including
domestic and international wireline long distance voice,
data and video services, wireless services, network man-
agement, business consulting, outsourcing, electronic com-
merce solutions and internet access service. Our financial
services segment primarily consists of our AT&T Universal
Card credit card business.

Communications Services

Communications services revenues grew 4.4% in 1996 and
5.4% in 1995.

1994

DOLLARS IN MILLIONS 1996 1995

Revenues
Wireline $45,647 $44.226 $42.320
Wireless 3,476 2926 2,280
Products and other services 1,392 1,251 1,338
Toural communicagions .

* services revenues $50,515  $48403  $45938
Operating income $ 8,746 $ 5.159 $ 7370
Operating margin 17.3% 10.7% 16.0%

Wireline services revenue, which includes traditional
long distance toll calling, network management, messaging
and other network-enabled services, increased 3.2% in 1996
and 4.5% in'1995. We handled a record 68 billion calls in
1996, causing conversation minutes for switched long
distance services (volume) to rise 5.9%. The volume growth
in 1996 slowed from the nearly 9.0% growth registered in
1995, reflecting competitive pressures from traditional
sources in the consumer markets as well as nontraditional
sources such as smaller telecommunications companies
and dial-around resellers. This pressure was somewhat
offset by strong volume growth in business inbound services,
particularty toll-free 800 and 888 services.

Volume growth continued to exceed revenue growth in
1996. This reflected lower pricing from promotional dis-
counts, increased movement of customers to optimal calling
plans and increased discounts given to large accounts. As we
continued to expand internationally, international volumes
increased while related revenue remained relatively flat
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in 1995 we saw volume growth in calling card. business
inbound services and consumer international services.
Although volume growth exceeded revenue growth (due
primarily to customers taking advantage of our calling
plans and promotions), the gap between revenues and
volumes was about 4% in 1995. This reflected movement
among calling plans by both business and residential cus-
tomers and some targeted price increases.

The long distance market is increasingly characterized by
aggressive pricing actions, the introduction of new competi-
tors (such as dial-around resellers) and price sensitivity on
the part of consumers. As a result, revenue as well as vol-
ume growth was adversely impacted. We expect that these
conditions will intensify in the future as the Regional Bell
Operating Companies (RBOCs) are permitted to provide
long distance services in their home regions, thereby nega-
tively impacting our long distance volume and revenue. As
the RBOCs, who currently have zero market share. begin
providing long distance services, we will lose long distance
market share. However, we will gain market share in the
local telephone service market as we are able to enter ic

Wireless services revenue, which inciudes celiular,
messaging services, and air-to-ground services, grew 18.8%
in 1996 and 28.3% in 1995. The growth in both periods
was the result of consolidated cellular subscriber growth
of 31.7% in 1996 and 39.2% in 1995.

Cellular customers, reported on the same basis as
consolidated wireless revenues, stood at 5.2 million
at December 3!, 1996 compared with 3.9 million at
December 31, 1995 and 2.8 million at December 31, [994.
Cellular customers served by companies in which we have
or share a controlling interest increased to 7.1 million at
December 31,1996 from 5.5 million at December 31,
1995 and 4.0 million ac December 31, 1994. Cellular rev-
enue per subscriber was approximately $60 per month in
{996 compared with approximately $69 in 1995 and
approximately $79 in {994, The decline reflected industry
wide pricing pressures, as well as lower average usage per
subscriber as expansion included growth in subscribers who
are more casual users (e.g. for emergency and cther per-
sonal use). However, based on reported financial informa-
tion of wireless competitors, our revenue per subscriber is
above the industry average. The number of casual users is
expected to continue to grow in 1997, which will likely
result in lower average revenue per subscriber next year.

By combining our 800 MHZ cellular and 1900 MHZ
personal communications services (PCS) licenses, we can
eventually provide wireless telecommunication services to
markets covering approximately 93% of the U.S. popula-
tion. In October 1996 we launched AT&T Digital PCS ser-
vice in more than 40 of our existing 800 MHZ wireless
markets. covering 70 million potential customers. The
difference between AT&T Digital PCS and analog cellular
service is in the features. AT&T Digital PCS provides
fonger battery life, short text messaging service. cailer
identification, message waiting indicator and enhanced



