
..... ot'OperatSo. .•
The fo.UowfDa table pmaaltIJ. for me tbmc: >'*'" ended Da:em.ber 3l. 1997. cmtIin lIIIdnIeIlt of operations

data expressed as l percentage of toral revenue:

TDn rc" ue III " , ~ " " " III , " ..

Local sc:v1CO and other ••••• , ••••••••••••••••••••••••••.••••.••••••

Total revmne f , " " , .

NetwmIc: c:osts .. , III

~s~ftt ••••.•..••••••••.•••••••••••••••• , .•••••••••••••••.•••••••
0Ibcr operating e;qxmcs:

~adoo. aM~011 ..

SeJJi:Il&~ II " ,. .

Qac:ra1. -.:I .aclmilliltladve , II , ..

M~tre;b1JCtUri.ns II II II II II ••

"
Total ocher operating expense$ •.•••••• , .••••.•. , ••....• I ••••••••

mCOl.lDe froIn opeJations •••••• ••••••••••••••••••••••••••••••••• - • ••• •• • •
Total C)Iber expeMC.. • ~ .. • .. .. • • • • .. .. .. .. .. • • • II .. .. .. .. .. .. .. III ..

Loas from operations before provision f<lr (laefit from) iJ;lCOJDe taXes and
~ty D11e1'eS[ , ••• oil , " " " • "

~OD for~ tI.xa - " ••• " " " .. """ "." .
Minority i.nu:mIt in earni.Dp of consoIidItCd subadiary ..•••••••••••••.••.•.

. IncD.UJe (loss) from operations •••••• , •••••••• - ••••••••.•••••••• ' •••••••••

y.........Dee.w.. lSI.

~
1_

.!!!!-
87.~ 91.591; 92.8~

12.1 8.5 7:1.- - -
100.0 100.0 100.0
58.6 62.7 60..8- - -41.4 37.3 '392

6.4 5.3 6.1
13.7 11.0 11.4
16.1 16.4 20.8

0.7-16.2 32.7 ~9.0- -
5.2 4.6 0.2

(2.3) (1.1) (2.7)

2.9 3.5 (2.5)
0.1 0.7 0.2

(0.3) .J2:!)
2.8CA> 2.S§ (2.8)'lJ
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'(1) lnc1ude5 1he remlts of optll'It1cw of COIDpIl'IUlS~ durina 1997: Tt808Jlbooc IntemlUona11Jd. fIom
J\JDe 1, 1997, Uni~ Te1eccm IJd. tiQm July 1. 1997. VlSTA huttDalioDaJ from AuSUSt 1, 1~ am
Telenational Communicali0D5 DeutsebJand Limited Pannenbip fmm July l. 1997.

(2) lnc1.ud8S the te$ults of operations of Meaowido COIDJ2U1Dicaiioas from AU8\1St 1, 1m. the date of
aequisitioo. •

1997 QJmpared with 1996 .
Revm1U. Tora11'£vcnue for 1m iI1cRalIed $63.8~ or 219& lXJ $372.6 miUioa from $308.8 mi1liou.

in 1996. l..onJ distance toU teVlYl\lO iDcrcased $45.0 IDillloG, or 16%, to $321" miDion from $282.5 milJion in
1996. The &tOW1h in loD.s distaDc:o toll mYeDUe W.. fueled by .. 31% iDc:rease in billable minutes. Revenue from
v.-nole6ale caniers in 1997 incte&!lcd to 578.9 mDllon (21" of toCIlrevtaUf:) from $73.4 II1fDi.oJl (24% of total
revenue) in 1996. Si:D1flcandy reduced nrveDIIO :!tom two Clllldlan clllien WQe realized io 1997.1CCOOIItID&
for a $10.8 tIWllcm reduction in cam. m'eDae from the SIDle period in 1996. AdditiOllllly. tho 1996 period
reftcet! $9 mlWoo of U.S. non-QlCUIfJng canicr leVBQ\lD. B1.c.tuciDStotal wbolosalc CIIrier!'lJ\leDUe, lcms diataDC!

toll revenue for 1997 increased 1~ from 1996. 1.00& cl.il&aKc toO revenue pcr'hi1blbJe minw.e for the CUD'a1l
period decreased 11~ from $.157 to $.139, Illjely a reJU1t of compcdliw prielDg pt"eS8UJ"CIl and cbaqe in
c:u.81omcr mix. Tb.e gwwth in ather revCllUC Ii Iarply atIrlbUt*blc tD pOW\h 1ft ..-bt &b~ in me competitive
'local e.J:cbange business in the U,S. and a fuU year of1'tl\'eDUCS from Imemel Canada compared to Beven IIlOIJths
ill 1996.

Total rCvcnue (unatBliatod) in :Nortb Alnarica for 1997 1D=ued lO~ from 1996. Lcmg distaDee toll
reYCDue (unaffiliated) increued 1% from 1996. HowaWll, 1996 indudcd S9 milliuu of non-ree1lZ1'J.q canier
revenue, and 1997 reflects~ revenue from two emied of $10.8 mlllioa Excluding total clltier revenue.
long di-stance [011 reVCDUC in 1997~d U~ from 1996, and is auributable to core Ifowlh in minutes aDd
customer accounts and ftom aCQuisitions. Long dittlmce toll ~eoue ~er minute for 1997 dccreasr.d 19% from
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$.150 to 1.122. 1IqIlJ a reah of~ JIriciaI preIII1lU iJl bClCh tbt U.S. lad C>nIdI Retail pr;ic:e
~ in -.;h marbt.-e expected to coed_ which 11II)' iDIpIC;1 ACC,'mqiD. LacaI service mi"
~ lot 1997 iJK:rcQecl S18.9 miDkm or 121JL ftoID 1996•• reIUIt of srowth in U.s. kx:al e.xcblnp ~veIlDt

IDd increued m=met ~late4 revenue in CIDIIda. Ace. e<mtiDucs to Um:.$t in the local exchIDF boam-, havi:a&
idlUed swUd\es during 199'7 in Buffalo, Albuy. New YOIt Qt)'. BoltOn IlDd Springtield. Masaa.cbllle&tB.
Coadnued ex.paDSi<m mel grmvtb in Doa·EOJ1 lDVCD.1IC. iDcludinI local excbqe IlfYi<:o, lemet mel ocher
ICrVices Is cxpectccl to become a Jatatt component of total reveu.ue in fumre ped0d6. As a pel'QCIlt or total
revemae, 1l000·lDIl I1MD1I8 for 1997 Wal 12911 COJDClamt to 8.. fot 1996.

Total revtlDlIe (unaftW.aled) in Europe (sl,IbstaDI1Illy aU lonl mstance toll :teveDue) for 1997 increased 47CJL
from l~tt BxcbMtinS cmiet revenue. 10Dl dIsraDc:e toR teYeDue for 1997 im:ra.sed !3'Jl fIOm 1996. ad is
aarlbutabJe to core powtb in :v.tim.Iks IDd CClBI1DI:IrC:ia and SNdeIlI CDStcxner 8CCDIlntl, IUd &om acquiaitioDs.
:1.oDI distance toD revamB per b.Dlable miDu. for 1997 of 1.174 moaiDed uncheqed 1\'om 1996, • the illJP"t
,of hiJbcr rcYCJWf:: Dom carriers partially offset man price redw:ticmlS iJDp1emeDIed cIuriDs !he period for
iDtcmltion.1 aDd domeMic 10Di diswa rues. The 0emJID opilr'ltiq unit CClU.tribubld a modest ImOImt of
:rcwmae from Ibe acquired TNe (:UIEOmet bue IS well u ftom swircbleas reaale IIlltivity. ReveDl1e per mmutr; in
GermMy of $.736 in 1997 ldeots ahiP~ ofhir;ber me iDlcmaQoaa1 trdc.

NUWtJ,k Cwt& NetwoJk COllI for 1997 iDcrcNtBd $24.8 lldUioo or 13" to S218A million from $1'3.6
mtllion ill 1996. AI. a pen:eDt of revenue, octworlt eoSCI for 1997 was SK COnJpII'ed to 63.. in 1996. NetwOlk
CCIISb per billable minUto for 1997 c1ec:n:aaed 14911, :from $.108 to $.093. Tho rodDctian in network COlts as I.

~ofmvenae, aDd pa bi1JabJc minute. is laqely ldIlibutablc to teduced OOIltribulioa charps eDICIed cluring
lmUD c.ada, a tevcnble~ ill buliDesslcuatomcr mix IS Jqber marJin local eJWh•• reveJWO conatibltc a
high« peICe31£ of rcve:nue in 1997 as COd1ptm! to 1996. declining aceela :ra&r:s for oriIiDatlo.n fI1\d termiDalimt,
anc11Dtetnal network~. .

Netw«k gaits in North AmerIca for 1W1 as a pert:ODI: of uoeftili_ l'CVCIWe docrDIsed to S7CJfl from 62~

for 1996, and pa.- billable minute also dccnued from $.10S to $.084. These tmpcovemems J'I:IIllIIld from te
aforcmattionecl mduetion in ean'dia comribulibo d:mrp:a, incNuecl amount of hiP=r maqin local ox.chaqe
mveue In the. U.s., and imtmal DOlWOI'k dlic:ieaciq NtIItWOZk costa in Europe fO[ 1997 as t. percent of
uaaftl1iated.:revenue dea'eued to 624Jil from 65% iu 1996, IDd per billable minute docreased from S,114 to $.1JO.
Recent inve&truoDta In 5wi~lu~... & U.K.~ DItWOtIt IUId mu ItfI expec:red to more BipUicantly lower
network COlts in the ntar~ U oWJltrlblp of mete fadliDcs will eoable ACC \0 n:dlIce~ on le8sed
linea and lnc.nlase network capacity. 'IbIs foaward IooIdn& ltatelnlDt Is based OIl expecwions xepzd1Dg cGStQmer
dmnand aDd !b! relative cast aDd avaU8bitity of leur:d JiBeI aDd eJtemative transmission fadlilies in ACe's
JIWbU, ad gauld be adversely~ by ccnpeti.IiYe priciDg pRlI8U!'CI. If sneb expectations are not realized,
ACC's aewal results may c!iffea- materially from the foce8Oiq wllCWlsion. .

Other OpertJling .nsl'f-SclJilI,.~ and A4mirWr1'aZMt rnp.M'S. Total Selling, Geura1 and
Administrative~ ("SOa:.A") for 1997 iDcmaed S26.5 miJ1ion, or 31~, £0 $111.0 oriIlion from S84.S
million in 1996. AI .. pen:ent ofreveauo. SGItA iocrc:aaul to 3K from 279'. 'Ilia increase Is Jatady atbibutab1a
to lJiIhct Je1liuJ CXpen$e$ (Le., qedtS, alcapcrIon IIId CUITOIner COIDIDiI.U) _0CiMe4 with powth in Joc.al
~Iltl&e levenU£. ~ed overlJeacl from acquired 0Iltme. anc1 infra8tru<:tare COSti to support ~aosion in
Gtmumy.

. OWr ltu:t»na (ExptnstJ. Net iDtcrcat upeDIIo for 1997 decreucd 'by $.4 mDlicm from 1996.. M«,et costa
In 1997 of $5.0 millioD were io<:um:d in CODIldoa wilh £be thea pencf.tq meraers with U.S. WATS Inc.. and
Te1epgn COJDJ'J1wlcarlo4t Group Inc.., aDd lDoIades eoatB fa: iD'¥IStmeI\\ aclviimy. 1epl, acc:OUJ1Iina and other
pmfesaioaal services. Fcm:ip ~baD&e aainaJlr8CI mfJect~ in the vallll: of amounubwrowed by the
fomip sobsidlarie5 from ACC Corp., eod ACC U.S.• DOt of gainallosscs on aesodated bedgiDB contnm. ACC
eoatIDues to beclge lubmndalJy all in=c:ompaoy loans to foreip mbsidiartes .b1 an attempt to reduce the impact
of t:ra:osacliOD. SaiDs or los.tea. .~CC does not eaa.e. in speculacivo foteiau CUm:DC)' traIIActIDns. In 1997, Ace
zecogn:i.zecllosses oa fmeip clJI:mICy ~OIIS of $.2 milllon compared to pins of SOS minion in 1996.
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IIX t6lB of 4" campered to $2.2 milllWU or In CiI,,_~ve rax J1Ibl 0 U"lII' m 77V.~ _ me ~"1'_ on
all taublc income lD excess of 1.\'1Iilablc at.t~ )gil cazryforwaldJ ("~OL's") It dx MtuIOtY mte
appliclble foe ead1 CClUIlIE)'. ACC coatin.. to DdlJze NOL', II) af&et tuable IDcorae'"craIDi in CaDIda IIIId
the U.I:. 'lbe lomue in otJCl'IIiDB aroiDp in boIh of tbac sllbfidillte&. which iJ DOt autpcc 10 IIX due to
utiliDfion of NOL'•• ~ac::cs the ea'ecdve CD, rate for dx coll6OUdlled Company. ACe II1tlcipIIa that 'its
c:ff8cdw Wt tate will increase aignf~y 111 dJe future as taxable bK:oine iii each C01lIItIy iDaeiseS. ' ..

l4i1writy Inure. In Eilmlngj qfCorr.rolitliwil SlfbJIdIGrj. Minorif.y ialrosc for 1996 a1r.8ec:ta the portion
of ACC's CID'diIn Sabslditly'll iDcomc IdribI1llb1e to tb:~ 3"' of,'" subsidialy'6 c;ammon
stade that WIS pubIit:ly h'Idcld in Cauda Priot to Dazmbc:t 31. 1996, ACe npwdlued apprNimHelt 24" of
the 0IIISUndiaI sbua. and Cbo rem1iniu. 6" wu~ ill Jumuy 1m, M' a teaalt, die ean·cti'n
sub$idiary ia carrQ\tly lOO9lt owned. with no JfJUIaininll.'fti1lority ilncrcst. "

, '

ACC', lDoome £rom opaations fQr 1997 was $19.5 million eompmd to $14.2 miltion ill 1996. ud wa
compJlsed of the following: North AIDerlcao 0f'Dd.~ 113.2 miWcm IS~ to $12.0 mWioa in 1996. and
Buropetm operatiODS $6-3 odllion 85 compared to $2:2 milIioD. in 1996.

"

1996 f'AJllPdru with 1995

RCvmMI. TOOl1 re.venue for 1996 iDeIcuecl"by 63" ro S308.8 millior\ &om $188.9 roilIian in 1995,
reftoccinr gr'Q'Wth in bolb IOU. IDYCD1IC and 1oc:Il ...ice _ otbrlr nw.... ToU reVenue for 1996 iaawnd by
61-., to $282.5 million from $17S.2 milDOA in 1995. In Ihc UDited S1:aie&. toU niwmlJl: incrI8Ied 4'''' 8S aRRh
of a 21~ iocreasc in biJ1abJe mbwtea of \lie. pridlBliJy due to mcn.ed~ sales to curl.... These
inIematioaa1 sales have a hip:r J:* per~ also ooatribu.dDe to tb&~o~. The 1996 ..lts
iDc:ludc $9.0 million In DOD-m:wriDg cam. mVlAIIe. &r.c1ud:lng tbia ~·recurrlaa KWllue, U.s. toll mveaae
increued 309£, over 1995. In C••• 1lOlI teYenc im:n1llCd. 34~, • a 1'Ull1 of. 3K i:aI:aIue in billable
mmutelS. t.Dd. 10 inczcue in p.riees due to eddilional n:sVfenr:W c::usto.me:r:s whicb 1.ypicIlly bavo a hI,Iba' teVemIe

, per mmute. In the UnitClCl KiD&dom. toll rc:YCIIUe iIlCRllMd 142., due to IipifiCIDt volvme IncreaMa offset by
lower prices that Iesu1Jlld fmm eu.teriDS the COBIIIlIKCIaI ad RlidcDlial !DIfDts IIKl from competitive prici.na
prcsa~. 51.nce the end of 1994, ACC·" revea.ues pet minute on a GO!II$OIidacl bull MVC been iDcRJ_. sliJbCly

. as a resall: of the increu.ing J*'Cental0 of U.K. WiClllleJ ad Ace's lacceasful imrodw::tian of Iqhe:r price F

. mimne product&, in.cludioJ lmematiouJ. carrier n:vqge. Excbanse \ates did not have amawJaI impect on ACC's
: eonsolidatM tevenue.

rClC 1996, local service aocl otbel"~ iDcreB8Bd by 93. to 526.3 million &om 513.6 miUiw in 1995.
'Ibis im:rcue was prtmadly mae to the Mctrowide CommuDiCllioas acqaiaitiOl1 85 of Aqult I, 199s

, (1lppI'OXim1ltdy $$.2 milliou). local~ reveuue seamdecl tbIouah tbe uniYetlity propm in the ,,U.S•.
(appm~teJy $0.4 miUion), and !.be~ opeaEions in upmre New York(~ SS.6 million). ACe
is anticipating th8.1 a sigoiftCUlt portion of il$ growth in Ihc U.s. opcration.t in Ihe futum will c:oine from. a.:EC
,~~ , .

Gro.rs PlY)jIt. Grou PIOftt (defined iii J.'eVOA\)t; la_ oetwork cosa) fat 1996 iOCRlled to 511'.2 milliOl1
from $74.0 m1Illon iJ1199S. primarily dPe to the i,pc:(eua in mveauo cUScu.ued above. Bqaeloclas a peJ;CeBt.,e
of~,IIOI- profit dCQeIIOd to 3'-' for 1996 £rom~ fat 1995, due to lDl iDcr:easo In1o~margin carrier
bdic in tbc U.S.. offset paniaUy by imp:ov~ maqim in Clmda and the U.K. dut; to network cf:6eieades and
rcdllCtions i.n fixed chaqes from suppliea.

Other Ornmting EJrpmses. De~on ancl'amMi2aJ:ion expenst inc:l'eUed 10 $16A miUiOll fa{ 1996
fmxn 111.6 million in 199'. Exp;retscd .. a perc:eDtlCO ofJ'eWJIDe. theaf: COItI docteatad to S~ in 1996 from 6~

. in 1995. reftecbpJ 1116 incteascs in~ roaIize4 durlns 199fi. 1be S4.~ miDivD increase 'in depreciation 8Ild
amortiDtion C'Xpea5e \Vas primarily attributable to assets pW::ed in seMce Ulrougbout 1996. Amottization of
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PART I

ITEM 1. BUSINESS.

GENERAL

AT&T Corp. ("AT&T" or the "Company") was incorporated in 1885 under the
laws of the State of New York and has its principal executive offices at 32
Avenue of the Americas, New York, New York 10013-2412 (telephone number 212
387-5400). Internet users can access information about AT&T and its services
at http://www.att.com.

AT&T is among the world's communications leaders, providing voice, data
and video telecommunications services to large and small businesses, consumers
and government entities. AT&T and its subsidiaries furnish regional,
domestic, international and local communication services. AT&T's wholly owned
subsidiaries, including AT&T Wireless Services, Inc., provide cellular
telephone and other wireless services. AT&T also provides billing, directory,
and calling card services to support its communications business.

DEVELOPMENT OF BUSINESS

During 1996 AT&T separated its business into three publicly held stand
alone companies: the current AT&T, focused on communication and information
services, Lucent Technologies Inc. ("Lucent") focused on communications
systems and technology and NCR Corporation ("NCR") focused on transaction
intensive computing. AT&T distributed to its shareowners all of the shares
AT&T owned of Lucent on September 30, 1996 and all of the shares of NCR on
December 31, 1996.

Following the separation, AT&T has' focused on its core business and
disposed of assets and businesses that were not strategic. In October 1996,
AT&T completed the sale of its majority interest in AT&T Capital Corporation
(leasing services business) in which AT&T received $1.8 billion in cash. In
1997, AT&T completed the sales of AT&T Skynet (satellite services), AT&T
Tridom (satellite data and video communications services) and its submarine
systems business. In addition, AT&T sold its investments in DirectTV (direct
broadcast television service and DSS equipment business) and rlecreased its
investment in Smartone Communications (a wireless joint venture in Hong Kong) .

In addition, in 1997, AT&T agreed to sell AT&T Universal Card Services,
Inc. (credit card services business), American Transtech Inc. (customer care
services), its investment in LIN Television Corporation (commercial television
broadcasting) and WOOD-TV (AT&T's television station in Grand Rapids,
Michigan) .

On January 8, 1998, AT&T entered into a definitive merger agreement with
Teleport Communications Group, Inc. ("TCG"). The merger with TCG, which
remains subject to regulatory approvals and a number of other conditions, is
expected to close mid to' late 1998. Under the merger agreement, each share of
TCG will be exchanged for .943 of an AT&T share in an all-stock transaction
valued at the time at approximately $11.3 billion. TCG is the largest
competitive local exchange carrier in the United States, with networks in
operation or under construction in 66 U.S. markets as of Decenber 31, 1997. As
of September 30, 1997, TCG's local networks encompassed over 8,680 route
miles, over 460,285 fiber miles, and 33 local digital voice switches. These
local networks are aimed at addressing high-volume business customers. AT&T
believes that the TCG merger will accelerate its ability to of:er local
services ~o business customers and, ultimately, to other custo~ers.

-0'-"---'- _ .• '._ .•.. __ •..• ,. '.' .•- - - .••_. • _
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LONG DISTANCE SERVICES

AT&T's communication and information services business addresses the needs
of consumers, large and small businesse~, the Federal ~ove7nment an~ state and
local governments for voice, data and.v~deo telecommun~cat~ons ser~~ces.
Business units within this group prov~de regular and custom long d~stance
communications services, data transmission services, 500 services, toll-free
or 800 and 888 services, 900 services, private line services, software defined
network services ("SON"), integrated services digital network ("ISDN")
technology based services, and electronic mail, electronic data interchanges
and enhanced facsimile services.

AT&T also provides special long distance services, including AT&T Calling
Card services, special calling plans and the Company's domestic and
international operator services. AT&T provides communications services
internationally, including transaction services, global networks, network
management and value added network services (i.e., services offered over
communications transmission facilities that employ computer processing
applications) .

AT&T provides interstate and intrastate long distance telecommunications
services throughout the continental United States and provides, or joins in
providing with other carriers, telecommunications services to and from Alaska,
Hawaii, Puerto Rico and the Virgin Islands and international
telecommunications services to and from virtually all nations and territories
around the world.

In the continental United States, AT&T provides long distance
telecommunications services over its own network. Virtually all switched
services are computer controlled and digitally switched and interconnected by
a packet switched signaling network. Transmission facilities consist of
approximately 2 billion circuit-miles using lightwave, satellite, wire and
coaxial cable and microwave radio technology. International
telecommunications services are provided via multiple international
transoceanic submarine cable (primarily lightwave) systems and via
international satellite and radio facilities.

WIRELESS SERVICES

AT&T is one of the world's largest wireless service providers. In the
United States, AT&T holds licenses to operate systems providing 850 Mhz
broadband wireless services covering markets with a population of over 92
million nationwide and messaging and air-to-ground services throughout the
country. The services provided by AT&T currently include cellular, voice and
data, messaging and air-to-ground communications. As of December 1997, AT&T
served over 6 million cellular subscribers.

In addition, AT&T has purchased (primarily in auctions conducted by the
Federal Communications Commission ("FCC")) 1900 Mhz wireless broadband
licenses covering markets with a population of over 112 million. AT&T is
required by the FCC to provide adequate broadband PCS service to at least one
third of the population in its licensed areas within five years of being
licensed and two-thirds of the population in its licensed areas within ten
years of being licensed. The licenses are granted for ten· year terms from the
original date of issuance and may be renewed by AT&T by meeting the FCC's
renewal criteria and upon compliance with the FCC's renewal procedures.

AT&T has created service clusters in major metropolitan areas and linked
i~s and other service providers systems into a network which permits its
w~reles~ cellular subscribers to both place and receive calls anywhere they
~ravel ~n areas served by the network, even if the local wireless telephone
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service is not provided by AT&T. AT&T is now integrating othe= communications
technologies into the network. AT&T will continue to explore ~he use of
emerging technologies to expand the reach of the network and to provide
additional services (especially data and internet servicesl.

AT&T also offers one-way messaging systems such as paging services. As of
December 31, 1997, the Company had over 1.3 million messaging service
subscribers. The majority of these subscribers are in locations where AT&T
holds cellular licenses.

AT&T's wireless services are conducted primarily through subsidiaries of
AT&T Wireless Services, Inc. (formerly McCaw Cellular Communications, Inc.,
which was merged with a special-purpose subsidiary of AT&T in September 1994).

LOCAL SERVI<;:ES

Following passage of the Telecommunications Act of 1996 (the
"Telecommunications Act"l, AT&T applied for permission to provide local
service in all 50 states. As of December 31, 1997, AT&T had received
authority to provide service in 48 states and the District of Columbia. As of
December 31, 1997, AT&T offered AT&T Digital Link service for business
customers on an outbound only basis in 48 states and on all inbound and
outbound basis in one state. Also as of such date, AT&T offered resold local
service to consumers in Alaska, California, Connecticut, Georgia, Illinois,
Michigan, Texas and Rochester, New York as well as offering resold local
service to small business customers in California and Connecticut.

Notwithstanding these efforts, AT&T has experienced significant difficulty
in penetrating local markets. AT&T's ability to purchase combined network
elements from incumbent local exchange carriers (ILECS), one of the primary
methods by which AT&T intends ~o provide local service to residential and
small business customers, was severely limited by, among other factors,
regulatory and judicial actions and a lack of technical and operational
interfaces necessary to order network elements from ILECs. In spite of strong
demand, in the fourth quarter of 1997 AT&T stopped actively marketing resold
local service to residential and small business customers in most of the areas
in which it offered such service because of limitations on ILECs' ability to
handle anticipated demand and because discounts AT&T receives from ILECs on
the sale of such service are insufficient to make resale a viable long-term
method of offering service. AT&T's ability to provide facilities-based local
service to business customers through AT&T Digital Link service was also
hampered by the inability to prOVide local number portability and other
factors. AT&T will continue to pursue the development of alternative methods
of local entry, which remains a key growth opportunity. See "Competition" and
"Forward Looking Statements" for a discussion of the potential impact on AT&T
of an inability to profitably provide local service.

AT&T SOLUTIONS

AT&T Solutions, Inc., established in 1995, provides outsourcing,
consulting, networking integration and multimedia call center services. AT&T
Solutions provides clients with customized information technology solutions to
operate and manage voice, data and video services, including local and wide
area networks, PBXs, voice-processing systems and voice and data terminals.

ONLINE SERVICES

AT&T also provides a variety of online and internet access services.
These include AT&T WorldNet® Service, a service providing dedicated and dial
up access to the internet, AT&T Easy World Wide We~ Service, an internet web
site creation and hosting service, custom web site hosting services, and AT&T
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SecureBuy ~ Service, an Internet transaction service that simplifies buying
and selling on the Internet.

INTERNATIONAL

AT&T has established a number of international alliances to increase the
r~ach and scope of AT&T's services and network over time and has invested in
certain countries in order to increase t~e range of services AT&T cffers in
those countries. For example, AT&T founded the WorldPartners alliance in 1993
to provide multinational customers with seamless teleco~unications and
related services. As of the end of 1997, WorldPartners ~ncluded 17 members
who provide services to multinational customers in North America, Latin
America, Europe, the Middle East and Asia. In addition, in 1996 AT&T began
offering business and consumer services in the United Kingdom and in early
1997 AT&T's joint venture in Mexico, Alestra, began offering long distance
service. AT&T also has an interest in several wireless communications
companies outside of the United States, including cellular operators licensed
to serve Hong Kong, Columbia, Taiwan and parts of India.

LEGISLATIVE AND REGULATORY DEVELOPMENTS

Telecommunications Act of 1996

In February 1996, the Telecommunications Act became law. The
Telecommunications Act, among other things, was designed to foster local
exchange competition by establishing a regulatory framework to govern new
competitive entry in local and long distance telecommunications services. The
Telecommunications Act will permit the Regional Bell Operating Companies
("RBOCs") to provide interexchange services originating in any state in its
region after demonstrating to the FCC that such provision is in the pUblic
interest and satisfying the conditions for developing local competition
established by the Telecommunications Act.

In August 1996, the FCC adopted rules and regulations, including pr~c~ng

rules <the "Pricing Rules") to implement the local competition provisions of
the Telecommunications Act, including with respect to the terms and conditions
of interconnection with local exchange carrier ("LEC") networks and the
standards governing the purchase of unbundled network elements and wholesale
services from LECs. These implementing rules rely on state public utilities
commissions to develop the specific rates and procedures applicable to
particular states within the framework prescribed by the FCC.

On July 18, 1997, the United States Court of Appeals for the 8th Circuit
issued a decision holding that the FCC lacks authority to establish pricing
rules to implement the sections of the local competition provisions of the
Telecommunications Act applicable to interconnection with LEC networks and the
purchase of unbundled network elements and wholesale services from LECs.
Accordingly, the Court vacated the rules that the FCC had adopted in August
1996, and which had been stayed by the Court since September 1996.

Absent effectiveness of the Pricing Rules, each state will determine the
applicable rates and procedures independent of the framework established by
the FCC. However, since the stay was issued, many states have used the Pricing
Rules as 'guidelines in establishing permanent rates, or interim rates that
will apply pending the determination of permanent rates in subsequent state
proceedings. Nevertheless, there can be no assurance that the prices and
other conditions established in each state will orovide for effective local
service entry and competition or provide AT&T with new market opportunities.

On October 14, 1997, the 8th Circuit Court of Appeals vacated an FCC Rule
that had prohibited inc~~ent LECs from separating network elements that are
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combined in the LEC's network, except at the request of the co~?etitor
purchasing the elements .. T~is decision co~ld increase the difficulty and
costs of providing compet~t~ve local serv~ce through the use of unbundled
network elements purchased from the incumbent LECs.

On January 26, 1998, 'the United States Supreme Court agreed to review the
aforementioned decisions of the Eighth Circuit Court of Appeals. Under the
normal procedures of the Court, arguments are expected to be heard in October
1998, and a decision is expected sometime in the first half of 1999.

On December 31, 1997, the U.S. District Court for the Northe~n District of
Texas issued a memorandum opinion and order holding that the
Telecommunications Act's restrictions on the provision of in-region, interLATA
service by the RBOCSs are unconstitutional. AT&T and other carriers
(collectivel.y, "intervenors") and the FCC filed prompt appeals with the United
States Court of Appeals for the Fifth Circuit. On February 11, 1998, the
District Court stayed the effectiveness of its December 31 memorandum opinion
and 'order pending appeal.

The United States Court of Appeals for the Fifth Circuit will review the
aforementioned decision of the U.S. District Court for the Northern District
of Texas under an expedited briefing schedule, whereby oral arguments will be
heard in July 1998. If the memorandum opinion and order is per~itted to take
effect, the Telecommunications Act's restrictions on the provision of in
region interLATA services will no longer apply to the plaintiffs in the case,
SBC Communications, Inc., U S West, Inc. and Bell Atlantic Corporation.

Modification of Final Judgment of 1982

Prior to 1996, AT&T and the RBOCs were subject to the prov~s~ons of the
Modification of Final Judgment of 1982 (the "MFJ") since its implementation.
The Telecommunications Act effectively superseded future operation of the MFJ.
Consequently, on April 11, 1996, Judge Harold Greene issued an order
terminating the MFJ.

Regulation of Rates

AT&T is subject to the jurisdiction of the FCC with respect to interstate
and international rates, lines and services, and other matters. From July
1989 to October 1995, the FCC regulated AT&T under a system known as "price
caps" whereby AT&T's prices, rather than its earnings, were limited. On
October 12, 1995, recognizing a decade of enormous change in the long distance
market and finding that AT&T lacked market power in the interstate long
distance market, the FCC reclassified AT&T as a "non-dominant" carrier for its
domestic interstate services. As a result, AT&T became subjec~ to the same
regulations as its long distance competitors for such services. Thus, AT&T
was no longer SUbject to price cap regulation for these services, was able to
file tariffs that are presumed lawful on one day's notice, and was free of
other regulations and reporting requirements that apply only to dominant
carriers.

In addition, on October 31, 1996, the FCC issued an order that would have
prohibited non-dominant carriers, including AT&T, from filing tariffs for
their domestic interstate services. AT&T and other parties have filed an
appeal of the FCC's order with the United States Court of Appeals for the D.C.
Circuit. In February 1997, the D.C. Circuit stayed the effectiveness of the
FCC's o~der pending appeal. Oral argument has not yet been scheduled. If the
Court affirms the FCC's order and lifts the stay, non-dominant carriers,
including AT&T, will have to utilize mechanisms other than tari:fs to
establish the terms and conditions that apply to domestic, interstate
telecommunications se~vices .

._-----. _. --- ....--- - ------------- ._--... _----_._.- ....----------~ -_._---_._-----
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h 1.'n May 1997 the FCC adopted three orders relating to Price
Furt ermore, , . '11" b t t' 1Reform and Universal SerV1.ce that W1. resu_t 1.n su s an 1.a

Cap~, .Accests the le~el and structure of access charges that AT&T as a long
reV1.S1.ons 0 h h
distance carrier pays to incumbent LECs. AT&T has agreed to pass t roug to
consumers any savings to AT&T as a result of access charge reform. AT&T began
implementing these reductions July 15, 1997. Consequently, AT&T's results
after June 1997 reflects lower revenue per minute of usage and lower access
and other interconnection costs per minute of usage.

The Price Cap Order requires LECs to reduce their price cap indices by
6.5 percent annually, less an adjustment for inflation~ which is l~kely to
result in a reduction in the interstate access charges that long d1.stance
carriers, such as AT&T, pay to LECs. The Access Charge Reform Order
restructured access charges so that certain costs that do not vary with usage
will be recover~d on a flat-rate basis and permitted increased flat-rate
assessments on multiline business customers and on residential lines beyond
the primary telephone line. This restructuring allows a reduction in access
charges assessed on long distance carriers on a usage basis. Finally, the
Universal Service Order (which represents an FCC mandated contribution to
support schools and libraries and rural health care programs, high cost
support and low income support mechanisms which are paid to the Universal
Service Administrative Company) adopts a new mechanism for funding universal
service which expands the set of carriers that must contribute to support
universal service from only long-distance carriers to all carriers, including
LECs, that provide interstate telecommunications services. Similarly, the set
of carriers eligible for the universal service support has been expanded from
only LECs to any eligible. carrier providing local service to a customer,
including AT&T as a new entrant in local markets. The Un1.versal Service Order
also adopted measures to provide discounts on telecommunications services,
Internet access and inside wire to eligible schools and libraries and rural
health carrier providers.

AT&T remains subject to the statutory requirements of Title II of the
Communications Act. AT&T must offer service under rates, terms and conditions
that are just, reasonable and not unreasonably discriminatory; it is subject
to the FCC's complaint process, and it must give notice to the FCC and
affected customers prior to discontinuance, reduction, or impairment of
service. AT&T has also made certain commitments that address concerns that
had been raised with regard to the potential impact of declaring AT&T to be
non-dominant, including a three-year rate assurance for low income and low
usage residential users and a three-year limit on, and 5 days advance notice
for, rate increases on 800 directory assistance and analog private line
services.

AT&T's international private line services have been classified as non
dominant for several years. AT&T's switched international services have
become subject to increased competition, similar to its domestic services and
on May 9, 1996, the FCC adopted an order reclassifying AT&T as a non-dominant
carrier for such services. AT&T has made certain voluntary commitments that
address issues raised in that proceeding, including commitments: (i) to
maintain its annual average revenue per minute for international residential
calls at or below the 1995 level through May 9, 1999, and in the event of a
significant change that substantially raises AT&T's costs, to provide the FCC
five business days notice prior to implementing rate increases that would
raise the annual average revenue per minute for such calls above the 1995
level; and (iil to maintain certain discount calling plans providing at least
a 15% discount off basic pricing schedules until May 9, 1999. AT&T also made
volu~tary co~~itments relating to its operation of international cable
facilities, its negotiation of settlement agreements with foreign carriers and
its relationship with foreign partners.
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In addition to the matters des~ribed ~bove wi~h ~espect t~ ~he
Telecommunications Act, state publ~c serv~ce comm~ss~ons or ~~m~lar .
authorities having regulatory power over intrastate rates, l~~es ~nd serv~ces
and other matters regulate AT&T's local and intrastate commun~cat~ons
services. The system of regulation used in many states is rate-of-return
regulation. In recent years, many states have adopted differen7 syste~s.of
regulation, such as: complete removal of rate-of-return regulat~on, pr~clng

flexibility rules, price caps and incentive regulation.

COMPETITION

AT&T currently faces significant competition in the communication and
information services industry and expects that the level of competition will
continue to increase. As competitive, regulatory and technological changes
occur, including those occasioned by the Telecommunications Act, AT&T
anticipates that new and different competitors will enter and expand their
position in the communications services markets. These may include entrants
from other segments of the communication and information services industry or
global competitors seeking to expand their market opportunities. Many such
new competitors are likely to enter with a strong market presence, well
recognized names and pre-existing direct customer relationships.

The Telecommunications Act has already impacted the competitive
environment. Anticipating changes in the industry, non-RBOC LECs, which are
not required to implement the Telecommunications Act's competitive cheCklist
prior to offering long distance in their home markets, have begun integrating
their local service offerings with long distance offerings in advance of AT&T
being able to offer combined local and long distance service in these areas,
adversely affecting AT&T's revenues and earnings in these service regions.

In addition, the Telecommunications Act will permit RBOCs to provide
interLATA interexchange services after demonstrating to the FCC that such
provision is in the public interest and satisfying the conditions for
developing local competition established by the Telecommunications Act. Three
RBOCs have petitioned the FCC for permission to provide interLATA
interexchange services in one or more states within their home market; 'to date
the FCC has not granted any petition. To the e~tent that the RBOCs obtain in
region interLATA authority before the Telecommunications Act's checklist of
conditions have been fully or satisfactorily imolemented and adequate
facilities-based local exchange competition exists, there is a substantial
risk that AT&T and other interexchange service providers would be at a
disadvantage ~o the RBOCs in providing both local service and combined service
packages. Because it is widely anticipated that substantial numbers of long
distance customers will seek to purchase local, interexchange and other
services from a single carrier as part of a combined or full service package,
any competitive disadvantage, inability to profitably provide local service at
competitive rates or delays or limitations in providing local service or
combined service packages
could adversely affect AT&T's future revenues and earnings. In any event, the
simultaneous entrance of numerous new competitors for interexchange and
combined service packages is likely to adversely affect AT&T's future long
distance revenues and could adversely affect future earnings.

Furthermore, in February 1997, a General Agreement on Trade in Services
(the "GATS") was reached under the World Trade Organization. The GATS, which
became effective January 1, 1998, is designed to open each country's domestic
telecommunications markets to foreign competitors. The GATS, and future trade
agreements, may accelerate the entrance into the U.S. market of foreign
telecommunications prOViders, certain of whom are likely to possess dominant
home market positions in which there is not effective competition. The GATS
may also permit AT&T's entrance into other markets as only a small number of
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d 1 ,' ~ their foreign ownership restriction~.countries refuse to e ~m~na~e

In addition to the matters referred to above, various oth~r fact~rs,
including market acceptance, start-up an~ ~ngoing ,costs assoc~ated w~th the
provision of new services and local cond~t~ons ana obstacles, could adversely
affect the timing and success of AT&T's entrance into the local exchange
services market and AT&T's ability to offer combined service packages that
include local service.

FORWARD LOOKING STATEMENTS

Exceot for the historical statements and discussions contained herein,
stateme~ts contained in this Report on Form lO-K constitute "forward looking
statements" within the meaning of Section 27A of the Securities Act of 1933
and Section 2lE,.of the Securities Exchange Act of 1934. Any Form 10-K, Annual
Report to Shareholders, Form 10-Q or Form 8-K of AT&T may include forward
looking statements. In addition, other written or oral statements which
constitute forward looking statements have been made and may in the future be
made by or on behalf of AT&T, including statements concerning future operating
performance, AT&T's share of new and existing markets, AT&T's short- and long
term revenue and earnings growth rates, and general industry growth rates and
AT&T's performance relative thereto. These forward looking statements rely on
a number of assumptions concerning future events, including the outcome of
litigation, the adoption and implementation of balanced and effective rules
and regulations by the FCC and the state public regulatory agencies, and
AT&T's ability to achieve a significant market penetration in new markets.
These forward looking statements are subject to a number of uncertainties and
other factors, many of which are outside AT&T's control, that could cause
actual results to differ materially from such statements. These factors
include, but are not limited to:

the efficacy of the rules and regulations to be adopted by the FCC and
state public regulatory agencies to implement the provisions of the
Telecommunications Act; the outcome of litigation relative thereto; and the
impact of regulatory changes relating to access reform and international
settlement reform;

the outcome of negotiations with LECs and state regulatory arbitrations and
approvals with respect to interconnection agreements; and the ability to
purchase unbundled network elements or wholesale services from LECs at a
price sufficient to permit the profitable offering of local exchange
service at competitive rates;

success and market acceptance for new initiatives, many of which are
untested; the level and timing of the growth and profitability of new
initiatives, particularly local (consumer and business) service and
business data service; start-up costs associated with entering new markets,
including advertising and promotional efforts; successful deployment of new
systems and applications to support new initiatives; and local conditions
and obstacles;

competitive pressures, including prlc~ng pressures, technological
developments, alternative routing developments, and the ability to offer
combined service packages that include local service; the extent and pace
at which different competitive environments develop for each segment of the
telecommunications industry; the extent at and duration for which
competitors from each segment of the teleco~~unications industry are able
to offer combined or full service packages prior to AT&T being able to; and
the degree to which AT&T experiences material competitive impacts to its
traditional service offerings prior to achieving adequate local service
ent=y;
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the availability, terms and deployment of capital; the impact of regulatory
and competitive developments on capital outlays; the ability to achieve
cost savings and realize productivity improvements; the ability to
effectively integrate TCG's operations with AT&T; the ability to realize
cost-saving and revenue synergies from the merger; and

general economic conditions, government and regulatory policies, and
business conditions in the communications industry.

Readers are cautioned not to put undue reliance on such forward looking
statements. For a more detailed description of these and additional
uncertainties and other factors that could cause actual results to differ
materially from such forward looking statements, see "Results of Operations",
"Financial Condition", "Regulatory and Legislative Developments", and
"Competition·" included in or incorporated by reference into this Form 10-K.
As described elsewhere in this Form 10-K, these uncertainties and factors
could adversely affect the timing and success of AT&T's entrance into the
local exchange services market and AT&T's ability to offer combined service
packages that include local service, thereby adversely affecting AT&T's future
revenues and earnings. AT&T disclaims any intention or obligation to update
or revise any forward looking statements, whether as a result of new
information, future events or otherwise.

SEGMENT, OPERATING REVENUE AND RESEARCH AND DEVELOPMENT EXPENSE INFORMATION

For information about the Company's research and development expense, see
Note 5 to the Consolidated Financial Statements. For information about the
consolidated operating revenues contributed by the Company's major classes of
products and services, see the revenue tables and descriptions on pages 28
through 30 and Consolidated Statements of Income on page 40 of the Company's
annual report to shareholders for the year ended December 31, 1997. All such
information is incorporated herein by reference pursuant to General
Instruction G(2) .

EMPLOYEE RELATIONS

At December 31, 1997 AT&T employed approximately 128,000 persons in its
operations, approximately 122,000 of whom are located domestically. About 48%
of the domestically located employees of AT&T are represented by unions. Of
those so represented, about 96% are represented by the Communications Workers
of America ("CWA"), which is affiliated with the AFL-CIO; about 4% by the
International Brotherhood of Electrical Workers ("IBEW"), which is also
affiliated with the AFL-CIO. In addition, there is a very small remainder of
domestic employees represented by other unions. Labor agreements with most of
these unions extend through May 1998.

ITEM 2. PROPERTIES.

The properties of AT&T consist primarily of plant and equipment used to
provide long distance and wireless telecommunications services and
administrative office buildings.

I
}

i

I
j._-----------

Telecommunications plant and equipment consists of: central office
equipment, including switching and transmission equipment; connecting lines
(cables, wires, poles, conduits, etc.); land and buildings; and miscellaneous
properties (work equipment, furniture, plant under construction, etc.). The
majority of the connecting lines are on or under public roads, highways and
streets and international and territorial waters. The remainder are on or
under private property. AT&T also operates a number of sales offices,
customer care centers, and other facilities, such as research and development
laboratories.
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AT&T continues to manage the deplo~ent ar.d utilization of its assets in
order to meet its global growth objectives while at the sarne ~ime ensuring
that these assets are generating economic value added for the shareholder.
AT&T wi'll continue to manage its asset base consistent with globalization
initiatives, marketplace forces, productivity growth and technology change.

A substantial number of the administrative offices of AT&T are in leased
buildings. Substantially all of the important long distance communications
facilities are in buildings wholly owned by AT&T or in buildings owned
partially by AT&T and partially by the regional holding companies created at
divestiture. Many of the smaller facilities are in rented quarters. Most of
the important buildings used in connection with long distance services are on
land held in fee, but a few are on land held under long-term leases.

ITEM 3. LEGAL/PROCEEDINGS.

In the normal course of business, AT&T is subject to proceedings, lawsuits
and other claims, including proceedings under government laws and regulations
related to environmental and other matters. Such matters are subject to many
uncertainties and outcomes are not predictable with assurance. Consequently,
AT&T is unable to ascertain the ultimate aggregate amount of monetary
liability or financial impact with respect to these matters at December 31,
1997. While these matters could affect operating results of anyone quarter
when resolved in future periods, it is management's opinion that after final
disposition, any monetary liability or financial impact to AT&T beyond that
provided for at year-end would not be material to AT&T's annual consolidated
financial position or results of operations.

On July 6, 1997, MCI Telecommunications Corp. and Ronald A. Katz
Technology Licensing, L.P. filed suit in United States District Court in
Philadelphia, Pennsylvania against AT&T. The suit alleges that a number of
AT&T services infringe patents owned by Katz but licensed to MCI for
enforcement against AT&T. AT&T is reviewing the allegations of the Complaint.
Based on review to date, it is management's opinion that the claims do not
present any material monetary liability or financial impact to AT&T that is
not subject to patent indemnity agreements with third-party equipment vendors.

AT&T is also a named party in a nlliuber of enTironmental actions, none of
which is material to the consolidated financial statements or business of the
Company. In addition, pursuant to the Separation and Distribution Agreement
by and among AT&T, Lucent, and NCR, dated as of February 1, 1996, and amended
and restated as of March 29, 1996, Lucent has assumed liability, subject to
the liability sharing provisions of that agreement, for a number of actions in
which AT&T remains a named party. AT&T is working to be released as a party
to these actions, although there can be no assurance that it will be
successful in this regard .

There are four environmental proceedings which are required to be reported
pursuant to Instruction S.C. of Item 103 of Regulation S-K. In September 1997,
the government of the U.S. Virgin Isla~ds filed suit in the federal district
court of the Virgin Islands against the Company, AT&T Submarine Systems
International ("551 International"), A&L Underground, Inc., a contractor for
SSI International at that time, and other entities. In connection with the
purported 1996 release of non-toxic bentonite drilling mud within the coastal
region of St. Croix by the contractor, the suit seeks penalties for
violations of various federal and Virgin Island statutes; damages under
several statutory and cornmon law theories; removal of the mud (which has
since been completed to the satisfaction of the federal agency that ordered
the cleanup); and restitution of response costs allegedly incurred by the
Virgin Islands. SSI International was a wholly owned subsidiary of AT&T at
the time of the alleged violation. The foregoing environmental proceeding
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is not material to the consolidated financial statements or business of
the Company and would not be reported but for Instruction 5 C. of Item 103 of
Regulation S-K, which requires disclosure of such matters.

In addition, three proceedings involve matters for which Lucent has
ass~~ed liability, as described above. On July 31, 1991, the United States
Environmental Protection Agency Region III issued a complaint pursuant to
Section 3008a of the Resource Conservation and Recovery Act alleging
violations of various waste management regulations at the Company's Richmond
Works, Richmond, Virginia. The complaint seeks a total of $4.2 million in
penalties. In addition, on July 31, 1991, the United States Environmental
Protection Agency filed a civil complaint in the U.S. District Court for the
Southern Di~trict of Illinois against the Company and nine other parties
seeking enforcement of its Comprehensive Environmental Response, Compensation
and Liability Act ("CERCLA") Section 106 cleanup order, issued in November
1990 for the NL Granite City Superfund site, Granite, Illinois, past costs,
civil penalties of $25,000 per day and treble damages related to certain
United States' costs. Finally, during 1994, AT&T Nassau Metals Corporation
("Nassau"), a wholly owned subsidiary of AT&T, and the New York State
Department of Environmental Conservation ("NYSDEC") were engaged in
negotiations over a study and cleanup of the Nassau plant located on Richmond
Valley Road in Staten Island, New York. During these negotiations, in June
1994, NYSDEC presented Nassau with a draft consent order which included not
only provisions relating to site investigation and remediation but also a
provision for payment of a $3.5 million penalty for alleged violations of
hazardous waste ma~agement regulations. No formal proceeding has been
co~~enced by NYSDEC.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY-HOLDERS.

No matter was submitted to a vote of security holders in the fourth
quar~er of the fiscal year covered by this report.
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Executive Officers of the Registrant
(as of March 25, 1998)

Name Age

Became AT&T
Executive
Officer On

Richard J. Martin ... 51

Dan R. Hesse. . . .. 44

C. Michael Armstrong* . 59

Jim G. Kilpatric***. 59

5-97
9-86

1-96

9-97

3-97

1-96

2-87

3-97

3-97

9-86

9-97

3-97

11-97

11-97

10-97
Chairman of the Board and Chief

Executive Officer . . . .
Executive Vice President,
International . . . . . .

Executive Vice President, Local
Services Division . . . . . . .

Executive Vice President, Human
Resources . . . . . . .

Executive Vice President & President,
AT&T Wireless Services . . . . . .

Executive Vice President, Network &
Computing Services . . . . . . .

Executive Vice President, Law &
Government Affairs . . . . . . .

Executive Vice President, Brand
Strategy & Marketing Communications

Executive Vice President, Public
Relat.ions . . . . . . . . . . . .

Executive Vice President, Consumer
Markets Division

President, AT&T Labs & Chief Technology
Officer ; . .

Executive Vice President, Corporate
Strategy & Business Development . .

Executive Vice President & President,
AT&T Solutions . . . . . . . . . .

Senior Executive Vice President and
Chief Financial Officer

President . . . . . . . . . .

48

51

Gail J. McGovern 45

David C. Nagel 53

John C. Petrillo 48

Richard Roscitt 46

Daniel E. Somers 50

John D. Zeglis**. 50

Marilyn Laurie***.. 58

Frank Ianna

R.C.M. Baker ..

Harry S. Bennett 53

Harold W. Burlingame 57

*Chairman of the Board of Directors and Chairman of the Executive
and Proxy Committees.

**Member of the Board of Directors.
***Mr. Kilpatric and Ms. Laurie will retire from the Company in April 1998.

All of the above executive officers have held high level managerial
positions with AT&T or its affiliates for more than the past five years,
except Messrs. Armstrong, Nagel and Somers. Prior to joining AT&T in October
1997, Mr. Armstrong was Chairman and Chief Executive Officer of Hughes
Electronics from 1991 and prior to that time, Mr. Armstrong held various other
positions with IBM, including Senior Vice President and Chairman of the board
of IBM World Trade Corporation. Prior to joining AT&T in April 1996, Mr. Nagel
was with Apple Computer, a computer company, serving as Senior Vice President
from 1995 and General Manager from 1988 through 1995. Prior to joining AT&T
in May 1997, Mr. Somers was Chairman and Chief Executive Officer for Bell
Cablemedia, pIc, of London for two years and from 1992 to 1995, Mr. Somers was
Executive Vice President and Chief Financial Officer for Bell Canada
International.

--_ .. __ .
. --_.._.. --- -
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PART II

Items 5. through 8.

The information required by these items is included in pages 25
through 56 of the Company's annual report to shareholders for the
year ended December 31, 1997. Such information is incorporated
herein by reference, pursuant to General Instruction G(2). The
referenced information from the Company's annual report to share
holders has been filed as Exhibit 13 to this document.

Item 9. Changes in and Disagreements with Accountants on Accounting
and Financial Disclosure ....

There have been no changes in independent accountants and no
disagreements with independent accountants on any matter of
accounting principles or practices, financial statement disclosure,
or auditing scope or procedure during the last two years.

PART III

Items 10. through 13.

Information regarding executive officers required by Item 401 of
Regulation S-K is furnished in a separate disclosure in Part I of
this report because the Company did not furnish such information in
its definitive proxy statement pr~pared in accordance with Schedule
14A.

The other information required by Items 10 through 13 is
included in the Company's definitive proxy statement dated March 26,
1998, the third and fourth paragraphs on page 6, the carryover
paragraph on page 7, the first, second and third full paragraphs on
page 7, the second full paragraph on page 8 through the final
footnote on page 13 and the last paragraph on page 23 through page
48. Such information is incorporated herein by reference, pursuant
to General Instruction G(3) .
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PART tv

Item 14. Exhibits, Financial Statement Schedule, and Reports on Form 8-K.

(a) Documents filed as a part of the report:

(1) Financial Statements:

Report of Management .
Report of Independent Accountants .

Statements:
Consolidated Statements of Income .
Consolidated Balance Sheets '" .
Consolidated Statements of Changes in

Shareowners' Equity .
Consolidated Statements of Cash Flows ., .
Notes to Consolidated Financial Statements .

(2) Financial Statement Schedule:

Pages

*
*

*
*

*
*
*

(3) a

Report of Independent Accountants.. 18

Schedule:

II -- Valuation and Qualifying Accounts.... 19

Separate financial statements of subsidiaries not consolidated
and 50 percent or less owned persons are omitted since no such
entity constitutes a ~significant subsidiary" pursuant to the
provisions of Regulation S-X, Article 3-9.

(3) Exhibits:

Exhibits identified in parentheses below, on file with the
Securities and Exchange Commission ("SEC~), are incorporated
herein by reference as exhibits hereto.

Exhibit
Number:

Restated Certificate of Incorporation of the registrant
filed January 10, 1989, Certificate of Correction of the
registrant filed June 8, 1989, Certificate of Change of the
registrant filed March 18, 1992, Certificate of Amendment of
the registrant filed June 1, 1992, and Certificate of
Amendment of the registrant filed April 20, 1994. (Exhibit
4 to Registration Statement No. 333-00573).

-In=orporated herein by reference to the appropriate portions of the Company's
annual report to shareholders for the year ended December 31, 1997. (See
?art II.)

---- -.--._---------
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By-Laws of the registrant, as amended January 15, 1997
(Exhibit (3)b to Form 10-K for 1996, File No. 1-1105).

No instrument which defines the rights of holders of
long term debt, of the registrant and all of its
consolidated subsidiaries, is filed herewith pursuant to
Regulation S-K, Item 601(b) (4) (iii){A). Pursuant to this
regulation, the registrant hereby agrees to furnish a copy
of any such instrument to the SEC upon request.

Form of Separation and Distribution Agreement by and
among AT&T Corp., Lucent Technologies Inc. and NCR
Corporation, dated as of February 1, 1996 and amended and
restated as of March 29, 1996 (Exhibit (10) (i)l to Form 10-K
for 1996, File No. 1-1105).

(10) (i)2 Form of Distribution Agreement, dated as of November 20,
1996, by and between AT&T Corp. and NCR Corporation (Exhibit
(10) (i)2 to Form 10-K for 1996, File No. 1-1105).

(10) (i)3 Tax Sharing Agreement by and among AT&T Corp., Lucent
Technologies Inc. and NCR Corporation, dated as of February
1, 1996 and amended and restated as of March 29, 1996
(Exhibit (10) (i)3 to Form 10-K for 1996, File No. 1-1105).

(10) (i)4 Employee Benefits Agreement by and between AT&T Corp.
and Lucent Technologies Inc., dated as of February 1, 1996
and amended and restated as of March 29, 1996 (Exhibit
(10) (i) 4 to Form 10-K for 1996, File No. 1-1105).

(10) (i)5 Form of Employee Benefits Agreement, dated as of
November 20, 1996, between AT&T Corp. and NCR Corporation
(Exhibit (10) (i) 5 to Form 10-K for 1996, File No. 1-ll05).

(10) (ii) (B)l General Purchase Agreement between AT&T Corp. and
Lucent Technologies Inc., dated February 1, 1996 and amended
and restated as of March 29, 1996 (Exhibit (10) (ii) (B)l to
Form 10-K for 1996, File No. 1-1105).'

(10) (ii) (B)2 Form of Volume Purchase Agreement, dated as of November 20,
1996, by and between AT&T Corp. and NCR Corporation (Exhibit
(10) (ii) (B)2 to Form 10-:< for 1996, File No. 1-1105).

(10) (iii) (A)l AT&T Short Term Incentive Plan as amended March, 1994
(Exhibit (10) (iii) (A) 1 to Form 10-K for 1994, File
No. 1-11 05) .

(10) (iii) (A)2 AT&T 1987 Long Term Incentive Program as amended December
17, 1997.

(10) (iii) (A)3 AT&T Senior Management Individual Life Insurance Program as
amended March 3, 1998.

(10) (iii) (A)4 AT&T Senior Management Long Term Disability and Survivor
Protection Plan, as amended and restated effective January
1, 1995 (Exhibit (10) (iii) (A) 4 to Form 10-K for 1996,
File No. 1-1105).

(10) (iii) (A)s AT&T Senior Management Financial Counseling Program dated
December 29, 1994 (Exhibit (10) (iii) (A}5 to Form 10-K for
1994, File No. 1-1105).

- .. ----- --- .. '-_. -_.- -' -. - - --_. -_...._-----_._-----_.-._------_.-----_._-..,...--------
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(10) (iii) (A)?

(10) (iii) (A18

(10) (iii) (A) 9

(10) (iii) (A)10

(10) (iii) (A)l!

(10) (iii) (Al 12

(10) (iii) (Al13

(10) (iii) (A) 14

(10) (iii) (A) 15

(10) (iii) (A) 16

(10) (iii) (Al 17

(10) (iii) (A) 18

(IO) (iii) (A) 19

(10) (iii) (Al20

(10) (iii) (A)21

(10) (iii) (A) 22
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AT&T Deferred Compensation Plan for Non-Employee Directors,
as amended December 15, 1993 (Exhibit (10) (iii) (A)6 to Form
10-K for 1993, File No. 1-1105).

The AT&T Directors Individual Life Insurance Program as
amended March 2, 1998.

AT&T Plan for Non-Employee Directors' Travel Accident
Insurance (Exhibit (10) (iii) (A)8 to Form 10-K for 1990,
File No. 1-1105).

AT&T Excess Benefit and Compensation Plan, as amended and
restated effective October 1, 1996 (Exhibit (10) (iii) (A)9 to
Form IO-K for 1996, File No.1-lIDS) .
.'
AT&T Non-Qualified Pension Plan, as amended and restated
January 1, 1995 (Exhibit (10) (iii) (A)10 to Form 10-K for
1996, File No. 1-1105).

AT&T Senior Management Incentive Award Deferral Plan, as
amended December 17, 1997.

AT&T Mid-Career Hire Program revised effective
January 1, 1988 (Exhibit (10) (iii) (A)4 to Form SE, dated
March 25, 1988, File No. 1-1105) including AT&T Mid-Career
Pension Plan, as amended and restated October 1, 1996,
(Exhibit (10) (iii) (A)12 to Form 10-K for 1996,
File No.1-lIDS).

AT&T 1997 Long Term Incentive Program as amended
December 17, 1997.

Form of Indemnification Contract fo= Officers and Directors
(Exhibit (10) (iii) (A)6 to" Form SE, dated March 25, 1987,
File No. 1-1105).

Pension Plan for AT&T Non-Employee Direc~ors revised
February 20, 1989 (Exhibit (10) (iii, (Al 15 to Form 10-K for
1993, File No. 1-1105).

AT&T Corp. Senior Management Basic Life Insurance Program,
as amended February 27, 1998.

Form of AT&T Benefits Protection Trust Agreement
(Exhibit (10) (iii) (A) 17 to Form SE, dated March 25, 1992,
File No. 1-1105).

AT&T Senior Officer Severance Plan effective
October 9, 1997, as amended October 30, 1997.

Form of Pension Agreement between AT&T Corp. and Frank lanna
dated October 30, 1997.

Form of Pension Agreement between AT&T Corp. and Gail J.
McGovern dated October 30, 1997.

Form of Pension Agreement between AT&T Corp. and John C.
Petrillo dated October 30, 1997.

Form of Pension Agreement between AT&T Corp. and John Zeglis
dated May 7, 1997.

------~~------------
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(13)

(21 )

(23)

(24)

(27)
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Form of Employment Agreement between AT&T Corp. and
C. Michael Armstrong dated October 17, 1997.

Computation of Ratio of Earnings to Fixed Charges.

Specified portions (pages 25 through 56) of the Company's
Annual Report to Shareholders for the year ended December
31, 1997.

List of subsidiaries of AT&T.

Consent of Coopers & Lybrand L.L.P.

Powers of Attorney executed by officers and directors who
signed this report.

Financial Data Schedules.

A~&T will furnish, without charge, to a shareholder upon request a copy of
the annual report to shareholders and the proxy statement, portions of which
are incorporated herein by reference thereto. AT&T will furnish any other
exhibit at cost.

(b) Reports on Form 8-K:

During the fourth quarter 1997, Form 8-K dated October 20, 1997
was filed pursuant to Item 5 (Other Events) and Item 7 (Financial
Statements and Exhibits) on October 24, 1997, Form 8-K dated Octobe=
20, 1997 was filed pursuant to Item 5 (Other Events) on November 4,
1997 and Form 8-K dated December 18, 1997 was filed pursuant to Iten
2 (Acquisition or Disposition of Assets) and Item 7 (Financial
Statements and Exhibits) on December 23, 1997.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Shareowners of AT&T Corp.:

Our report on the consolidated financial statements of AT&T Corp. and
subsidiaries has been incorporated by reference in this Form lO-K from page 39
of the 1997 Annual Report to the Shareowners of AT&T Corp. In connection with
our audits of such financial statements, we have also audited the related
consolidated financial statement schedule listed in the index on page 14 of
this Form 10-K.

In our opinion, the consolidated financial statement schedule referred to
above, when consid~red in relation to the basic financial statements taken as
a whole, presents fairly, in all material respects, the information required
to be included therein.

COOPERS & LYBRAND L.L.P.

1301 Avenue of the Americas
New York, New York
January 26, 1998

......~_..__ _., -··-- ._.a__ ~. .. _



- 19 -

\

Schedule II--Sheet 1

AT&T CORP.
AND ITS CONSOLIDATED SUBSIDIARIES

SCHEDULE II--VALUATION AND QUALIFYING ACCOUNTS

(Millions of Dollars)

COL. A

Description

Year 1997

COL. B

Balance at
Beginning
of Periotl

COL. C

Charged to
Costs and
Expenses

COL. D

Deductions (a)

COL. E

Balance
at End
of Period

Allowances for doubtful accounts (b) ..... $ 994
Reserves related to business

restructuring, including force
and facility consolidation (c) $1,388

Deferred tax asset valuation allowance .. , $ 166

Year 1996

Allowances for doubtful accounts (b) ..... $ 832
Reserves related to business

restructuring, including force
and facility consolidation (c) $2,092

Deferred tax asset valuation allowance .. , $ 129

The Notes on Sheet 2 are an integral part of this Schedule.

$1,957

$
$ 48

$1,938

$
$ 39

$1,925

$ 481
$ 2

$1,776

$ 704
$ 2

$1,026

$ 907
$ 212

$ 994

$1,388
$ 166


