
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Dollo.. In ",mion. I.Clpt per ...... o_unts

NOT E 1. Summary of Silniflcant Accountinc Policies

IJa.ds tV' Preu1Jt/,tiiln - The consolidlted finlncill sutements
include the accounts of SBC Communiations Inc. Ind its
majority-owned subsidiaries (SBC). SBC's subsidiaries and affili
ates operate predominlntly in the communications services
industry. provicli",landline and wireless telecommunications ser
vices and equipment, directory advertisi", and cable television
services both domestically and worldwide.

SBC's Iarpst subsidiaries Ire Southwestern Bell Telephone
Company (SWBeI~ Providinl telecommunications services in
Teus. Missouri, Oklahoml, KanAs Ind ArkinAs (fi....state
area). and Pacific Telesis Group (PAq, Providinl telecommuni
cations services in Califomil and Nevadl. PAC's subsidiaries
indude pacific Bell (PacBell. which also includes its subsidiaries)
Ind Nevadi BeN. (SWBeI, Pac8el1 and Nevada Bell are collec
tively referred to as the Telephone Companies.)

All sianificant intercompany tranACtions are eliminated in
the consolidltion process. Investments in partnerships, joint
...ntures and less than majority-owned subsidiaries are princi
pilly Iccounted for under the equity method. Eimings from
certain foreign in...stments accounted for under the equity
method are included for periods ended within three months of
SBC's year end.
. F"mancial information has been resuted to reflect the

two-for-one stock split, effected in the form of a stock dividend,
declared Jlnuary 30, 1998 (see Note 15). Certlin Imounts
in prior period financial statements have been reclassified to
conform to the current yelr'S presenution.

The preparation of financial statements in conformity with
generally accepted accountinl principles requires manacement
to make estimates and assumptions that affect the amounts
reported in the finlncial statements and accompanying notes.
Actual results could differ from those estimates.

Income 1iU'l's - Deferred income taxes are provided for tem
porary differences between the carryinl amounts of assets and
liabilities for financial reporting purposes and the amounts used
for tax purposes.

Investment UX credits eamed prior to their repeal by the
Tax Reform Act of 1986 are amortized as reductions in income
tax expense over the lives of the assets which gave rise to the
credits.

(;fJ,.,h Equil}altnt~ - Cash equivalents include all highly liquid
investments with original maturities of three months or leSs.

D~fem!tf Chnrg,'$ - Directory ad...rtising costs are deferred
until the directory is published and advertising revenues related
to these costs are recognized.

CunWlatil't F,,(fect flfACt:OU1~ti~Change - Prior to January I,
1996, Pacific Bell Directory (a subsidiary of PaeBell) recognized
revenues and expenses related to publishing directories in
Califomia using the "amortization" method. under which rev-'
enues and expenses were recognized over the lives of the direc
tories, generally one year. Effecti... January I, 1996, Pacific Bell
Directory chlnged to the "issue basis" method of accounting.
which recognizes the revenues and expenses at the time the
related directory is published. The change in methodology was
made because the issue basis method is generally followed in

the publishing industry. including Southwestem Bell Yellow
Paces, and better reflects the operating activity of the business.

The cumu4ative after-ux effect of applying the change in
method to prior yean is recopized as of January I, 1996 as a
one-time, non-cash lain applicable to continuing operations of
$90, or $0.05 per shire. The pin is net of deferred taxes of
$53. Had the current method been applied during 1995,
income befotwl extraordinary loss and accounting change would
not have been materially affected.

Property. Plant and Equipment· Property, plant and equip
ment is stated at cost. The cost of additions and substantial
beUerments of property. plant and equipment is clpiulized.
The cost of maintenance and repain of property, plant and
equipment is chalpd to operatinc expenses. Property, plant
and equipment is depreciatecl using strailht-Iine methods over
their estimatad economic lives. pnerally ranpi from 3 to
50 yean. Prior to the discontinuance of recuJltory accounting
in the third quarter of 1995, SWBeII and PleBell computed
depreciation using certain straicht-Iine methods and rates as
prescribed by replaton. In accordance with composite group
depreciation methodololY. when a portion of the Telephone
CO"'fHInies' depreciable property, plant and equipment is
retired in the ordinary course of business, the gross book
value is charpd to accumullted depreciltion; no pin·or loss
is recognized on the disposition of this pllnl

IIwlll",lI Auet.' - Intanple assets consist primarily of witwl
less cellular and Personll Communications Services (PCS)
licenses. ~sion licenses, customer lists and the excess of
considel'lltion paid over net assets acquired in business combi- .
nations. These assets are belnl amortized using the straight
line method. over periods cenerally ransing from 5 to -40 yean.
At December 31, 1997 and 1996, amounts included in net
intangible assets for licenses were $2,625 and $1,695.
Manapment periodically reviews the carryinl value and lives of
all intanJibIe assets based on expected future cash flows.

Sojtu.1ore Com - The costs of computer software purchased
or developed for intemal use are expensed as incurred.
Howewr. initial operating system software costs are capitalized
and amortized over the lives of the associated hardware.

,{dwrtiiing Costs - Costs for ad...rtising products and
services or corporate imace are expensed as incurred.

PnrtW- Cllrrt:ni'11"'fJ/!.~lmvm - Local currencies are generally
considered the functionll currency for SBC's share of foreign
operations, except in countries considered highly inflationary.
SBC translatles its share of foreian assets and liabilities at
current etChlnge rates. Revenues and expenses are translated
using average rates during the year. The ensuing foreign
currency translltion adjustments are recorded as a separate
component of Shireownen' Equity. Other tranAction gains.
and losses resulting from excha",e rate changes on transactions
denominated in a currency other thin the local currency are
included in elmi",s as incurred.

Edrning$ Per Common Share - In 1997, Statement of
Financial Accountinl Standards No. 128, "Eamings per Share"
(FAS 128) repllced the calculation of primary and fully diluted
eamings per share with basic and diluted eamings per share.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (c.ontinued)
Ooll~rs in ..illion. except per ...... ~_unts

FoUowi"l is I comparison of new lives to those prescribed
by replltol'S for selected plant categories:

The inc....S! in ICCUmulated depreci.tion It SWBeIi also
included .n Idjustment of appratimately S4S0 to fully depreci
ate .n.1oe switchinl equipment scheduled for replacement.
R.emaini"llnaloa switchinl equipment is being depreciated
usi"llfl I'IeI'Ip remaining Rf'e of four years.

The discontinuance of fAS 71 for external financial report
ing purposes also AlqUired the elimination of net regulatory
assets of $S83. RepIatory assets and liabilities are related
primarily to .ccounti"l policies used by regulators in the rate
mlkin& process which are different from those used by non
regulated comp.nies. The differences arose predominantly in
the Kcounti"l for income ta.s. deferred compensated
absences. and in California. pension costs and debt redemption
costs. These items were requind to be eliminat.c:l with the dis
continuance of accounting under fAS 71 . SWBeII and PacBell
accounting Ind reporting for replitory purposes are not
affecUld by the discontinuance of fAS 71 for external financial
reportinl purposes.

With the discontinuance of fAS 71 • SWBeIi and PacBeli
began Kcounti"l for interest on funds borrowed to finance
construction as an increase in property. plant and equipment
and a reduction of intentst expense. Under the provisions of
FAS 71. both companies capitalized both interest and equity
costs lilowed by regulators during periods of construction as
other income and as an addition to the cost of plant con
structed. Additionilly. PKBeIi began accounting for pension
costs under Statement of financial Accounting Standards No.
87, -Employers' Accountinl for Pensions: (FAS 87) and
Statement of flftancial Accounting Standards No. 88,
"EmpJoyers' Accounting for Settlements and Curtailments of
Defined Benefit Pension Plans and for Termination Benefits"
(FAS 88).

Basic elrni"ls per shire excludes any dilutive effects of options
and other stock-based compensation. All eami"ls per share
amounts for all periods have been presented Ind. where appro
priMe. restlit.c:l to conform to fAS 128 requirements.

DeriMtit't Fin4ncial Instruments - SBC does not invest in
any derivatives for tradin, purposes. From time to time SBC
invests in immaterial amounts of interest rate swaps in order to
mlMie exposure to interest rate risk and foreil" currency
forward excha"le contracts in order to mlnale expo~re to
chl"les in foreil" currency rates. Amounts related to derivative
contracts Ire recorded usi"l the h.qe Kcountinl approach.
S8C currently does not recocnize the fair vllues of these
derivative financial investments or their chanles in fair value in
its financill statements. PAC has entered into In equity swap
contract to hedp exposure to risk associated with its recorded
liability for certain outstlindinl employee stock options relltinl
to stock of AirTouch Communications Inc. (see Note 10). The
equity SWlp contract and its liabmty Ire recorded It fair value
in the balance sheet as other assets or liabilities.

NOT E 2. Dilcontinuanc:e of ReplatDry Accountina

In the third quarter of 1995. SW8eII and PleBell discontin
ued their application of Statement of financial Accounting
Standards No. 71 •-Accounting for the Effects of Certain Types
of ReJulation" (FAS 71). FAS 71 reqUires depreciation of tele
phone p1lnt usi"llives set by replators which Ire lenerally
Ionler than those established by unrep4ated complnies and
the deferral of certain costs and obliptions based on regula
tory actions (reJUlatory ISsets and liabilities). As a result of the
adoption of price-based rePation for most of SWBeIl's 11!Y

enues and the acceleration of competition in the California and
fi¥e-state area telecommunications markets. manapment deter
mined that SWBeli and PKBeli no Ioncer met the criteria for
application of FAS 71 .

Upon discontinulnce of fAS 71 by SWBell and PacBeI~ SBC
recorded a non-cash. extraordinary cha..e to net income of
$6.022 (after a net deferred tax benefit of $4.037). This
cha... was comprised of an after-tax charp of $5.739 to
reduce the net carrying value of telephone plant, Ind an after
tax cha"e of $283 for the elimination of net regulatory assets.
The components of the cha..e were as follows:

DiJitil switl:h
DiIitIl cil'alit
Copper cable
m.cable
Conduit

...... Uws (in Years)
Retulatot- Estimated
Prescribed Economic

17 10-11
10-12 7-8
19-26 14-18
27-30 20
57-59 SO

The increase in accumulated depreciation of $9,476
reflected the effects of adopting depreciable-lives for SWBell's
and Pac8eU's plant categories which more closely reflect the
economic and technological lives of the plant. The adjustment
was supported by discounted cash flow analyses, that estimated
amounts of telephone plant that may not be recoverable from
discounted future cash flows. These analyses included consider
ation of the effects of anticipated competition and technologi
cal changes on plant lives and revenues.

Increlse W1ephoM plant
accumulated depreciation

ElimiNtion of net regulatory assets
ToUI

$ 9,476
583

$10,059

$5,739
283

$6,022

NOT E 3. Merpr with PAC

On April 1, 1997, sec and PAC completed the ine'ler of an
SBC subsidiary with PAC, in a transaction in which each share of
PAC common stock was exchanged for 1.4629 shares of sec
common stock (equivalent to approximately 626 million shares:
both the exchanle ratio and shares issued have been restated
to reflect the two-for-one stock split declared January 30,
1998). Wrth the merpr. PAC became a wholly-owned subsidiary
of SBC. The transaction has been accounted for as a pooling of
interests and a tax-free reorganization. Accordingly, the financial
statements for the periods presented prior to the merger have
been restated to include the accounts of PAC.
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Operatin, rewnues, income before extraordinary loss and
cumulative efred of accounti"l chanp Ind net income (loss)
of the separate companies for the pre-merger periods of the
list three years were as follows:

The combined results include the effect of changes applied
retroactively to conform accounting methodologies between
PAC Ind SIC for, Imong other items, pensions, postretirement
benefits, sales commissions Ind merger transaction costs as
well as certain deferred tax adjustments resulting from the
merpr. In each case, sac beli.ws the new methods Ire more
pnevalent and better reflect the opeRtions of the business.
Transaction costs and one-time cha'Ps relating to the c1osi"l
of the merger were $359 ($215 net of tax) includin" among
other items, the present value of Imounts to be returned to
California ratepayers as a condition of the merger and expenses
for investment banlcer and professional fees. Of this total. $287
($180 net of tax) is included in expenses in 1997, and 572
($35 net of tax) in 1996.

mation technoJocy, financill tranuction processing and real
estate m.n.pmenl The Telephone Companies will continue
as separate lepl entitles. These initiatives wHI result in the
creation of some jobs .nd the elimination .nd realisnment of
others, with many of the Iffected employees chlnging job
responsibilities Ind in some CISes Issuming positions in
other locations.

sac recosnized a charp of approximately $338 ($213
net of tax) durin& the second quarter of 1997 in connection
with tMn initiltifts. This ch.rp WIS comprised mlinly of
postaftlployment benefits, primarily related to severance, and
cosuassociated with dosine down duplicate operations,
primarily contract cancellations. Other charges arising out of
the merpr related to retoeation, retraining and other effects
of conso1idatinl certain operations an! being recognized in the
periods those charps are incurred. During the second half
of 1997, sac incurred ssm (5304 net of tax) of merger
relnId charps.

lmpItinMnbIasNt -...uon As • result of SBC's merger
in.....tion plans, stratesie I'ftiew of domestic operations and
orpnizational rulilnments, SBC I'ftiewed the carrying VIlues
of l1!I.tIId Io.-Iiwd assets. This review included estimating
remaininl usefulliws and cash flows and identifying assets to
be abandoned. Where this I'ftiew indieated impairment. dis
counted cash flows reI.ted to those assets were analyzed to
determine the amount of the impairment As a result of these
I'ftiews. SIC wrote ·off some assets Ind recognized impairments
to the value of other assets with a combined charge of $965
($667 after tax) recorded in the second quarter of 1997. These
impairmenuand writeoffs related to the wireless digital TV
operations in southern ulifomia, certain analog switching
equipment In California, certain rural .nd other telecommunica·
tions equipment in Nevada, selected wireless equipment, dupli
cate or obsolete equipment, cable within commercial buildings
in California, certain nonoperating plant and other assets.

VIdeo curuUmentlpurcha.. commitments SBC also
announced that it is scaling back. its limited direct investment in
video seNices. As a result of this curtailment, SBC has halted
construction on the Adyanced Communications Network (ACN)
in California. As part of an apeement with the ACN vendor,
SBC paid the liabilities of the ACN trust that owned and
financed ACN construction. incurred costs to shut down all
construction previously conducted under the trust and received
certain consideration from the vendor. In the second quarter of
1997, sac recol"ized its net expense of $553 ($346 after
tax) associated with these activities. Additionally, sac curtailed
se¥erll other video-related activities including discontinuing its
broadlwtd network video trials in Richardson. Texas and
San Jose. California. substantially scaling back its inyolvement
in the Tele-TV joint yenture and withdrawing from the Amerieast
Yenture. Americast partners are disputing the withdrawal in
arbitration and litigation, the outcome of which cannot be pre
dicted. The collective impact of these decisions resulted in a
charge of $145 (592 after tax) in the second quarter of 1997.

YurEnded
December 31.

1996 19951m

S 517 S 2,101 S 1.889
352 1,057 1,048
(12) 31 21

S 157 S 3,1" S 2,958

S 517 S 2,101 S (930)
352 1.142 (2.312)
(12) 36 178

S .57 S 3.279 S (3.064)

S3.456 $13.857 S12.670
2,SJS 9.588 9,042

S5",1 $23,445 $21,712

Pos/.merser i'litit.ltit1r..~

During the second quarter of 1997, sac announced after
tax cha'Ps of S1.6 biHion related to H¥erli stratecie decisions
resulting from the merger intesration process that began with
the April 1 closing of its merpr with PAC, which included S165
(S101 after tax) of cha'Ps related to several regul'tory rulings
during the second quarter of 1997 and 5281 ($176 after tax)
for merger approval costs. The decisions resulted from an
extensive review of operations throughout the merged company
and include significant integration of operations and consolida
tion of some administrative and support functions. Following is
a discussion of the most significant of these charges.

Re....nization SBC is centralizing 5eYeral key functions
that will support the operations of the Telephone Companies,
including network plannin" strategic marketing and procure
ment. It is also consolidating a number of corporate-wide
support activities, including research and development, infor-

Net income (loss):
SIC
PAC
AdjIIstments

Income before extraordinary loss
and cumulative effect of
accountinl chinle:
SIC
PAC
Adjustments

Operatinl mrenues:
sac
PAC
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NOTES TO CONSOLIDATED FINANC.IAL STATEMENTS (c.ontinued)
OoUln in millions e.cept per shire lmounh

NOT E s. Pacmc TCIIesls Group Financial Information

The following table presents summarized financial informa
tion for Pacific Telesis Group at December 31. or for the year
then ended:

1997 1996

NOTE 7. property, P1-.n.nd Equipment

Property. plant and equipment is summarized as follows at
December 31:

Ye. Eftlkd December 31. 1997 1996 1995
N.........
Numerator rcw basic eami"ls
per shal'e:
Income berore extnIordinary
loa IIld cumulative effect or
ICCOUfttinl chanle $1,474 $3,189 $2.958

Dlutl"l po_tial common shares:
Other stDd-based
campeasation 3 2 2

Numeaitor rcw diluted earninp
$1.477p:~ $3.191 $2,960

D............
Denominator rcw basic earnings
per~:

WeiJ,tMd ..... number or
conwnon shim
outstIftdin, (000) l,ID,J'5 1,841,240 1,840.861

Dilutilll potantial common
shares (OOO):
Stock options 11.791 6,783 4,910
Other stDd·based
compensation 4,443 3.410 2,936

Denominator rcw diluted
e.., p: shll'e 1,144,621 1,851,433 1.848,707........... ,., .....:

Income befCll'e extraordinary
lou IIld c:umulative effect
or accountinl chan. $ 0." S 1.73 S 1.61

ExtMoldinary loss (3.27)
CuftluIatIve eff«t or
ac..,tin, chIn,e 0.05&:1incotM fffi) S 0..1 S 1.78 S(1.66)

D .... ,.,iha...:
Income berCll'e extraordinary

10.. and c:umulative effect
or aceountins chan. $ 0.10 S 1.72 S 1.60

Extraordinary loss (3.26)
u-Ative effect or

accountin, change 0.05
NIt income (loss) SO.lO S 1.77 S (1.66)

1995

S 2,434
13.407

4.641
9.010

1996

S 9,588 S 9.042
2,198 2.011

S 2,474
14,134
3.527

10,308

S10.101
(166)

1997

$ 2,135
14.041
4.515

10.305
Income Sbltements

Operatin& revenues
Operatin& income (loss)
Income (loss) berore utraofdinary

loss and cumulatilll effect
or ICCounti"l chl"le5 (546) 1,057 1,048

Net income (loss) (224) 1.142 (2,312)

SBC has not Pl'OYided separate financial statements and
other disclosures for PAC as management has determined !hat
such information is not material to the holders of the TNst
Originated Preferred Securities (TOPrS) (see Note 10). On
January 30. 1998. SBC guaranteed payment of the obligations
of the TOPrS.

.._ShHts
Cumnt assets
Noncurrent assets
Current liabilities
Noncumnt liabilities

NOT E 4. Merpr Acreement with Southern New E.anet
TeI~uniutionsCorporRion (SNET)

On January 5, 1998. sac and SNET jointly announced a
definitive agreement to melp an SBC subsidiary with SNET. in
a transaction in which each share of SNET common stock will
be lIlChanced for 1.7568 shares of sse common stock (equiva
lent to appt'OlCimat.ly 120 million shares. or 6.5'1. of SBC's out
standing shares at December 31. 1997; both the exchange
ratio and shares to be issued have been restated to reflect the
two-foF-one stock split declared January 30. 1998). After the
merpl; SNET will be a wholly-owned subsidiary of Sac. The
transaction is intended to be accounted for as a pooling of
interests and to be a tax-free reorpniution. The merpr is sub
ject to certain regulatory approvals as well as Ippt"Oval by the
shareowners of SNET at a special meeting expected to be held
on March 27, 1998. If approvals are granted. the transaction is
expected to close by the end of 1998.

61,16' 58,252
Accumulated depredation and amortization (36.114) (34.515)

Total Telephone CClmpIinies 24,.5 23,737

Other 4,017 3,534
Accumulated depreciation and amortization (1.563) (1.191)

Total other 2,454 2,343

P~. plant and equipment-net $ 27.33' S 26.080

SBC's depreciation expense as a percentage of average
depreciable plant was 7.4" for 1997. 6.9" for 1996 and 7.0"
for 1995.

NOT E 6. Earnings Per Share

A reconciliation of the numerators and denominators of
basic earnings per share and diluted eamines per shal1! for
income before extraordinary loss and cumulative effect of
accounting change for the years ended December 31, 1997,
1996 and 1995 are shown in the table below. Per share
amounts have been restated to reflect the two-for-one stock
split declared January 30. 1998.

Telephone Companies plant
In service
Under constructicn

S '0,122 S 56.638
1,147 1,614
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Certain facilities and equipment used in opel'lltions are
under opel'llting or capitllileases. Rental expenses under oper
ating leases for 1997, 1996 and 1995 were $390, $324 and
$231. At December 31, 1997, the future minimum rental
pll)'ments under noncancelable opel'llting leases for the years
1998 through 2002 were $168, $171. $113. $86 and $66.
and $238 thereafter. CapitallellSe5 were not significant

NOT E •• Equily Investments

Investments in affiRms accounted for under the equity
method include SBC's investment in Tel4fonos de Muico, S.....
de C.V. (Telmex), Mexico's national telecommunications com
pany. SBC is a member of a consortium that holds all of the M
shares of Telmex stock, representing voting control of the com
pany. The consortium is controlled by a group of Mexican
investors led by an affiliate of GNpo Carso, S..... de c.v. SBC
also owns Lshares which have limited voting rights. Throughout
1997 and in February 1998. SBC sold portions of its Lshares
so that its total equity investment remained below 10'" of
Telmex's total equity capitalization.

Other major equity inwtstments held by SBC indude a 1997
investment of $760 in South African telecommunications (see
Note 16), an indirect 15'" ownership in Ceptel, a joint venture
providing a bl'Olld I'lInge of telecommunications offerings in
France. investments in Chilean telecommunications opel'lltions
and minority ownership of several domestic wireless properties.

The folloWing table is a reconciRation of saC's investments
in equity affiliates:

"97 1996 1995
Belinninl of )'liar Sl,H4 51.616 51.776
Additional investments 1,076 337 447
Equity in net income 201 207 120
Dividends received (90) (70) (62)
Cumtncy trlnsilltion

i1djustments (155) (94) (268)
Redassiflcations and

other i1djustments (276) (32) (397)

.End of)'ltar S1.74O S1.964 SU16

Currency tl'llnslation adjustments for 1997 primarily reflect
the effect of the exchange I'lIte f1udllations on SBC's invest
ments in South African and French telecommunications.

The currency tl'llnslation adjustment for 1995 primarily
reflects the effect on SBC's investment in Telmex of the decline
in the value of the Mexican peso relative to the U.S. dollar dur
ing 1995. In 1997, sac used the U.S. doillr; instead of the
peso, as the functional currency for its investment in Telmex
due to the Mexican economy becoming highly inflationary.

Other adjustments for 1997 reflect the sale of portions of
SBC's Telmex Lshares and the change to the cost method of
accounting in 1997 for sac's 1995 investment in South African
wireless opel'lltions. Other adju~tments for 1995 reflect the
change in October 1995 to the cost method of accounting for
SBC's United Kingdom cable television operations (see Note 16).

Undistributed earnings from equity affiliates were $862 and
$762 at December 31, 1997 and 1996.

NOTE'. Debt

Lonl"term debt, including interest I'lItes and maturities, is
summarized as follows at December 31:

1997 1996
sWWi

Debentures
4.5O""5.88~ 1997-2006 $ SOO $ 600
6.13"'-6.88'" 2000-2024 1,550 1,200
7.00-..-7.75'" 2009-2027 1,750 1,500

3,100 3,300
IJMmortized discount-net of f)l!mium (3tt) (29)

Total debentures 3,764 3,271

Notes
5.04,"-7.6?" 1997-2010 1,23tt 1,118

Unamortized discount (6) (6)

Total notes 1,230 1.112

Pac8eII
Debentures

4.62"'-5.88'" 1999-2006 475 475
6.00fa-6.88," 2002-2034 1,lM 1,194
7.12.....7.75... 2008-2043 2.250 2.150
8.50'" 2031 225 225

4,144 4.044
Unamortized discount-net of f)l!mium (It) (89)

Total debentures 4,055 3,955

Notes
6.25.....8.70~ 2001-2009 1,300 1,150

Unamortized discount (11) (18)

Total notes 1,212 1,132

Other ....
5.76.....6.98... 1997-2007 ,.. 310
7.00"'-9.50'" 1997·2020 1,31' 1,140

1,S06 1.450
Unamortized premium (discount) 71 (14)

Total other notes 1,S77 1,436

GuaI'lInIeed obIiptions of employee sUlek
ownership p1anS!l)

8.41 .....9.~ 1997·2000 153 208

Capitalized leases 2M 303

Totallonl;tenn debt, includinl
12,355 11.417cumtnt maturities

Cumlnt maturities (J3tt) (487)

Totallonttenn debt $12,019 $10,930

(11See Note 13.

In February 1998, SBC called $630 of debentures and
notes of SWBeIl, PacBelI and SBC Communications Capital
Corporation (included in Other notes). Estimated net income
impact from unamortized discounts and call premiums is $(8).
During 1995, SBC refinanced long-term debentures of SW8ell
and PacBeIl. Costs of $36 associated with refinancing are
included in other income (expense) - net. with related income
tax benefits of $ 14 included in income taxes in SBC's
Consolidated Statements of Income.

At December 31, 1997, the aggregate principal amounts of
long-term debt scheduled for repayment for the years 1998

r .... c E },



NOTES TO CONSOLIDATED FINANC.IAl STATEMENTS (c.ontit\ued)

DoII.rs in millions exc~t per sha", ._unh

NOT E 1O. Financ~llnstruments

'''7 1996

The carryinlamounts and estimated fair values of SBC's
lone-term debt, including current maturities and other financial
instruments. are summarized as follows at December 31 :

Drri"tUiv&t PAC has ent.Nd into an equity swap contract to
hedp IKPOsure to risk of market changes related to its
recolded liability for outstanding employee stock options for
common stock of AirTouch Communications, Inc. (spun-off
opemions) and associated stock appreciation rights
(SARs)(see Note 14). PAC plans to malee open marlcet pur
chases of the stoclt of spun-off operations to satisfy its ob/isa
tion for options that are uercised. Off-balance-sheet risk .ists
to the ectent the maRet price of the stock of spun-off opera
tions rises abcM the maRet price reflected in the liability's cur
rent carryinc value. The equity swap was entered into to hedp
this 1IlpOSU" and minimize the impact of market fluctuations.
The contract entitles PAC to receille settlement payments to
the • .,t the price of the common stock of spun-off opera
tions rises above the notional value of $23.74 per share, but
imposes an obliption to make payments to the I!lltent the price
declines below this 1eYeI. The swap also obligates PAC to make a
monthly payment of a fee based on UBOR. The total notional
amount ofthe contract. $32 and $60 as of December 31,
1997 and 1996 CCMB the approximate number of the out
standine options and SARs of spun-off operations on that date.
PAC plans to periodically adjust downward the outstanding
notional amount as the options and SARs are exercised. The
equity swap contract expires April 1999.

80th the equity swap and PAC's liability for the stock
options and SARs of spun-off operations are carried in the bal
ance sheet at their market values. which were immaterial as of
December 31, 1997 and 1996. Gains and losses from quarterly
maRet adjustments of the carrying amounts substantially off
set. As of December 31, 1997 and 1996, the accounting loss
that would be incurred &om nonperformance by the counter
party to the equity swap was $14 lind $4. Howewr, manage
ment does not .pect to realize any loss from counterparty
nonperformance.

period of five years. PAC sold $1 billion of TOPrS, $500 at
7.56'- in January 1996 throulh Pacific Telesis Financing I and
$500 at 8.5'" in June 1996 through Pacific Telesis Financing II.
M of December 31, 1997. the Trusts held subordinated debt
securities of PAC in principal amounts ofS516 and $514 with
interest rates of 7.56'- and 8.5,"- 80th issues ofTOPrS were
priced at $2S per share, hlYe an orilinal 30-year maturity that
may be ectended up to 49 )'Urs, and are callable five years
aft. date of sale at par and are included on the balance sheet
as corpomion-oblipgd mandatorily redeemable preferred
securities of subsidiary trusts. The proceeds were used to retire
short-term indebtedness, primarily commercial paper. On
January 3D, 1998, SIC paranteed payment of the obligations
of the TOPrS.

fair
Value

219

53,208
l,llS
3,917
1,171
1,478

990

1996

$2,335

51,8<48
487

208

$1,91S

$1.2"
336
349

15'153

S3,7M $S,UI $3.271
1,230 1,271 1,112
4,055 4,337 3,955
1,211 1,341 1,132
1,577 1,761 1,436
1,000 1,034 1,000

SW6el1 debentu~
SW6el1 notes
PacBe. debentures
PaeBe' notes
Other notes
TOPrS
Guaranteed obIiptions of

ernplo)'M stDat
ownership pIIns(1)

The fair values of SBC's long-term debt were estimated
based on quoted maRet prices, where available, or on the net
present value method of expected future cash Rows usinC cur
rent interest rates. The fair value of the TOPrS was estimated
based on quoted marlcet prices. The carrying amounts of com
mercial paper debt approximate fair values.

sac does not hold or issue any financial instruments for
trading purposes. S8C's cash equivalents and short-term invest
ments are recorded at amortized cost. The carrying amounts of
cash and cash equivalents and short-term investments and cus
tomer deposits approximate fair values.

Pacific Telesis Financing I and II (the Trusts) were formed for
the exclusive purpose of issuing preferred and common securi
ties representing undivided beneficial interests in the Trusts and
investing the proceeds &om the sales of TOPrS in unsecured
subordinated debt securities of PAC. Under certain cilOlm
stances, dividends on TOPrS could be deferred for up to a

The weichted lYerage interest rate on commercial paper
debt at December 31, 1997 and 1996 was 6.0'-. SBC has
entered into aveements with seYeral banks for lines of credit
totaling S1,000. All of these agreements may be used to
support commercial paper borrowings and are on a negoti
ated fee basis with interest rates necotlable at time of bor
rowing. There were no borrowings outstanding under these
lines of credit at December 31, 1997. Another group of
uncommitted lines of credit with banks that do not require
compensating balances or commitment fees. and accordingly
are subject to continued review, amounted to approximately
$1 ,475 at December 31, 1997.

Total

Commercial paper
Culftnt ItIIturitiu of lonC-tenn ~bt
Other short-term debt

through 2002 were $336, $500, $<469, $986 and $879. M of
December 31, 1997. SBC was in compliance with aU covenants
and conditions of instruments governing its debt.

Debt maturing within one year consists of the following at
December 31 :



1997 1996 1995

NOTE 11. Income Taxes

Sil"ificant components of SBC's deferred tax liabilities and
assets are as follows at December 31 :

A reconciliation of income tax expense and the amount
computed by applying the statutory federal income tax rate
(35") to income before income taxes, extraordinary loss and
cumulative effect of accounting chanp is as follows:

NOTE 1 2. Employee Benefits

Pr.n.!i(lfl"~ - Substantially all employees of SBC are covered
by one of three noncontributory pension and death benefit
plans. The pension benefit formula used in the determination
of pension cost for nonmanagement employees is based on a

8.0'-

7.25"

1995

15,006

8.55"

1996

1997 1996

1'.746

S25,092 120.738

7.25-"

1997
Discount rate for detennining

projected benefit obIiption
Lons-term rate of return on

pJan assets
Composite I'llte of

compensation increase 4.3-" 4.3" 4.3"

The pro;ectecl benefit obligation is the actuarial present
value of all benefits attributed by the pension benefit formula
to previously rendered employee service. It is measured based
on assumptions concerning future interest rates and employee
compensation levels. Should actual experience differ from the
actuarial assumptions, the benefit obligation will be affected.

Fair • of jiGi1llSsets
less: ActUllrilll pruent value of

p¥tldbenetit obIiption

1997 1996 1995

Plan assets in eKess of projected
beMf'1t obliption '.346 5,732

Unrecoptized prior service cost 1,101 845
Unrecopized net pin (6.5'4) (6.072)
Unamortized transition asset (111) (973)

Plllpeid (accrued) pension cost $ 7t $ (468)

The projected benefit o~igation was increased $202 at
December 31, 1996, for the cost of force reductions antici
pated to take place in 1996 and 1997 and recognized in
SBC's financial statements under FAS 88.

Sil"ificant weighted average assumptions used in develop
ing pension information include:

flat dollar amount per year of service according to job
classification. For PAC managers, benefits accrue in separate
account balances based on a fixed percentage of each
employee's monthly salary with interest. For all other managers,
benefits accrue in sep.rate .ccount bal.nces based on a fixed
percentap of e.ch employee's monthly salary plus interest or
are determined based upon a stated percentage of adjusted
c.....rincome.

SBC's objective in funding the plans. in combination with
the stand.rds of the Employee Retirement Income Security Act
of 1974 <as amended), is to accumulate funds sufficient to meet
its benefit obliptions to employees upon their retirement.
Contributions to the plans .re made to a trust for the benefit
of plan participants. Plan assets consist primarily of stocks, U.S.
sovemment .nd domestic corporate bonds, index funds and
real estate.

Net pension cost is composed of the following:

Service c:ost-benefits eamed
durinI the period $ 271 5 297 5 311

Intafest cost on projected
benefit obliption 1.146 1,131 1, 161

Actual return on pllln assets (3.775) (2.919) (4.232)
OtheMtet 1.161 1,270 2,813

Net pension cost (benefit) $ (ltG) 5 (221) 5 53

The tollowing table sets forth the pension plans' funded
status and the amounts included in SBC's Consolidated Balance

.Sheets at December 31 :

(92)

172
(128)

1"6

3,744

2,221
195

1,328

4,300

$1.519

51,567

$ 652

$3.283
1,017

(53)

215
(4)

"
4.'54

51,960

5.903

1.391
1'9

103M

$1,802

$1.017

S3.W
U55

111
(20)

(53)

$1'3

1"7 1996 1995

$.11

Total

Taxes computed at federal
stltutory I'llte

Increases (decrellses) in income
tlxes resultinC from:

Amortiution of investment
tlx credits over the ife
of the plllnt tNt c
rise to the credits

State llnd local income taxes·
net of federal income
tax benefit

Other· net

Federal
Cumnt $705 $1,242 $ 829
Deferred-net 57 468 520
Amortization of investment

tlx credits (11) (80) (95)

'11 1.630 1.254

Stlte and local
Cumnt 24 172. 176
Dekmd-net 151 158 89

112 330 265

Totll $1'3 $U6O $1,519

The decrease i", the valuation allowance is the result of an
evaluation of the uncertainty associated with the realization of
certain deferred tax assets. The valuation allOiltance is main
tained in deferred tax assets for certain unused federal and
state loss carryforwards.

The components of income tax expense are as follows:

Net deferred tu lillbilities

Defened tu alsets
Defened tu assets vllUlltion llllowance

~benefits

Unamortized investment tlx credits
Other

Defened tu lillbilities

OepIecilltion llnd amortiution
Otfter
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (,ontinued)
Oolilin in millions except per share IllIOunts

In April 1997 manalement amended the pension plan for
non-PAC manaleR to a ash balance pension plan effective
June 1, 1997. Under the new plan, participants accrue benefits
based on a peKentap of pay plus interest. In addition, a tran
sition benefit is phased in over five years. The new plan also
requires computation of a pndfathered benefit usinl the old
formula for five years. Participlnts receiw the greater of the
cuh bllance benefit or the grandfathered benefit. The new
cash balance plan allows lump sum benefit payments in addition
to annuities. This chanle did not NW a signifICant impact on
SBC's net income for 1997.

In March 1996, manapment amended the pension plan for
PAC manaaers from a final pay plan to a cash balance plan
effective July 1, 1996. An enhanced transition benefit, based on
frozen pay and service as ofJune 30, 1996, was established to
preserve benefits already accrued by salaried employees under
the final pay plan and resulted in an increase in earned benefits
for most employees. SBC also updated the actuarial assump
tions used in valuinl the PAC plans to reflect changes in market
interest rates and recent experience, inclucling a chanp in its
usumption concemi.. future ad hoc increases in pension ben
efits. Tabtn topther, these cha..es increased net income by
approximately $125 during 1996.

The actuarial estimate of the accumulated benefit obligation
does not include assumptions lbout future compensation lev
els. The accumulated ben.flt obliption as of December 31 ,
1997 was $15,565, of which $14,404 was wsted. At December
31, 1996 these amounts were $13,965 and $12,376.

Approximately 4,200 and 2,200 employees left PacBell
durinl1996 and 1995 under retirement or voluntary and invol
untary severance prolrams and receilled special pension bene
fits and cash incentives in connection with the PacBell
restructurinllnd related force reduction propms. Annual pen
sion cost ellCludes $(64) and $219 of additionll pension costs
charged to PaeBell's restructuring reserve in 1996 and 1995.

Ouring1997. the significant amount of lump sum pension
plyments resulted in I plrtill settlement of PAC's pension
plans. In Iccordance with FAS 88, net settlement pins in the
amount of $299 were recocnized in 1997. Of this amount,
$152 was recocnized in the first quarter of 1997 and related
primarily to manl&ers who terminated employment in 1996.
These pins are not included in the net pension cost shown in
the preceding table.

In December 1996, under the provisions of Section 420 of
the Internal Revenue Code, SBC transferred $73 in pension
assets to a health care benefit account for the reimbursement
of n!tiree health care benefits plid by SBC. No additional pen
sion assets were transferred to the health care benefit account
in 1997.

SlIjlpremr.n.li/! f(f.:irl'fflf.fll Plar..~ - SBC also provides senior
and middle management employees with nonqualified,
unfunded supplemental retirement and savings plans. These
plans include supplemental defined pension benefits as well as
compensation deferral plans, some of which include a corre
sponding match by SBC based on a percentage of the compen
sation deferral. Expenses related to these plans were $89, $88

PACE 42

and $91 in 1997. 1996 and 1995. Liabilities of $892 and $758
....1tecI to these plans have been included in other noncurrent
liabilities in SIC's Consolidltecl Balance Sheets at December
31, 1997 and 1996.

Poslrr.tirement Tkrtrftt.f - SBC provides certain medical, dental
Ind rtfe insurance benefits to substantillly all ~tired employees
under various plans anc:Iaccrues actuarially determined postn!
tirement benefit costs as active employees earn these benefits.
E~ retirinlafter certain dates will pay a sha~ of the
COlts of medical coverap that exceed a defined dollar medical
ap. Such Nbn cost shari.. prcMsions hIM! been reflected in
determininl SICs postretirement benefit costs.

Postret""'nt benefit COlt is composed of the following:
,,,., ,,,, 1995

seNiCe COIi&Mfits umecI
dt.rinI the period SlO2 $101 $ 99

Intltrest cost on accumulated
postNtiretMnt benefit

496obIption (APlO) 410 475
Actual ..turn on ISlets (''') (375) (452)
OtheNlet .1 208 318

~t benefit cost SM' $409 $461

SBC maintains Voluntary Employee Beneficiary AssociatiOn
(VElA) trusts to fund postretirement benefits. During 1997
and 1996, SBC contributed $415 and $320 into the VElA
trusts to be ultimately used for the payment of post~tirement
benefits. Assets consist principally of stocks and U.S. govern
ment and corporate bonds.

The followi.. table sets forth the plans' funded status and
the amount included in SBC's Consolidated Balance Sheets at
December 31 :

'''7 1996
Iletirees 54.470 S4,l>47
Fully elcible active plan participants "3 706
Other acti.,. plan participants 1.9S1 1,819

Total A'SO 7,175 6,572
Less: Fair value of plan assets 3,5Jl 2,697

APSO in ..ss of plln ISsets 3.642 3,875
UnNCOpizecl prior service cost 24 (31)
Unr!copizecl net 'lin 1,105 1,119

Acc:nIId po:tretinHMnt benefit obIietion 54."' $4,963

In December 1995, one of the life insurance benefit plans
was merpd with one of the medical plans. The fair value of
plan assets I1IStric:ted to the payment of life insurance benefits
only WIS $887 and $746 at December 31, 1997 and 1996. At
December 31, 1997 and 1996, the accrued life insurance bene
fits included in the accrued postretirement benefit obligation
were $74 and $57.

The assumed medical cost trend ~te in 1998 is 7.S",
decreasinl pdually to 5.5" in 2002, prior to adjustment for
cost-sharing provisions of the plan for active and certain
recently retired employees. The assumed dental cost trend rate
in 1998 is 6", reducinl to 5" in 2002. Raising the annual
medical and dental cost trend rates by one percentage point
increases the APBa as of December 31, 1997 by $458 and
increases the aggregate service and interest cost components
ofthe net periodic postretirement benefit cost for 1997 by



S8C shares held by the ESOPs are summarized as follows at
December 31 :

app"*imately $45. Sil"ificant assumptions for the discount
rate. Ionl;term rate of retum on plan assets and composite rate
of comptlf1sation increase used in developinl the AP80 and
reI-.d postretirement benefit costs were the same as those
used in dMopinS the ptIf1sion information.

1"7 1996 1995
Benefit tIlpen.se-net of dividends

S46 $ 65 $ 66and interest income
Interest expense-net of diviclends

and interest income 1. 26 37
Total expense S64 $ 91 $103

CompI, contributions for ESOPs S" S108 $ 89

Dividends Ind interest income
for debt sel'Yice SSI $62 S72

NOT E 1 3. Other Employee 8eMflts

Employee Storie Ow/un/lip fJltw-s - S8C maintains contribu
tory s8Vinp plans which CO'lel' substantia"y a" emplo)"Hs.
Under the savinp plans. S8C matches a stated percentage of
eli&ible employee contributions. subject to a specified ceilin&-

S8C has three Mrapd Employee Stock Ownership Plans
(ESOPs) IS part of the .istin, s8Vinp plans. Two of the ESOPs
were funded with notes issued by the S8¥inp plans to various
lenders. the proceeds of which were used to purchase shares of
S8C's common stock in the open market. These notes are
unconditionally auaranteed by S8C and therefore presented as
a reduction to shareowners' equit¥ and an increase in Ions-term
debt They wHl be repaid with sac contributions to the slVings
plans. dividends paid on sac shares and interest elmed on
funds held by the ESOPs.

The third ESOP purchased PAC treasury shares in exchange
for a promissory note from the plan to PAC. Since PAC is the
lender; this note is not reflected as a liability and the remlining
cost of unallocated trust shares is carried IS I reduction of
shareOwners' equity. Principal and interest on the note Ire paid
from employer contributions and dividends received by the
trust All PAC shares were excha"led for S8C shares effectNe
with the merpr April 1. 1997. The provisions of this ESOP were
unaffected by this exchanee.

SBC's match of employee contributions to the S8¥ings plans
is fulfilled with shares of stock allocated from the ESOPs and
with purchases of sac's stock in the open market. Shllres held
by the ESOPs are released for allocation to the accounts of
employees as employer matching contributions are earned.
Benefit cost is based on a combination of the contributions to
the s8Vinp plans and the cost of shares allocated to participat
ins employees' accuunts. Both benefit cost and interest
expense on the notes are reduced by dividends on S8C's Shares
held by the ESOPs and interest ellmed on the ESOPs' funds.

Information related to the ESOPs and the savings plans is
summarized below:

NOT E 1 4. Stock·Baised Compensation

Under various S8C plans. senior and other management
employees and non-employee directors haw received stock
options. SARI, performance shares and norwested stock units
to purchase s"-res of sac common stock. Options issued
thl'OUlh December 31. 1997 carry exercise prices equal to the
mlrket price of the stock at the date of grant and have maxi
mum terms ra"linl from five to ten years. Depending upon the
grant. vesting of options may occur up to four years from the
date of pant. Performance shares are granted to key employees
in the form of common stock andlor in cash based upon the
price of common stock at date of grant and are awarded at the
end of a two or three year period, subject to the achievement
of certain perform.nce lOlls. Nonwsted stock units are also
valued at market price of the stock at date of grant and Yest
CMlI' a th....-year period. Up to 156 million shares may be
issued under these plans.

In 1996 sac elected to continue measuring compenSlltion
cost for these plans using the intrinsic value-based method
of .ccounti", prescribed in Statement of Financial Accounting
Standards No. 123. -Accounting for Stock-Based
Compensation" (FAS 123). Accordinsly. no compensation cost
for SIC's stock option plans has been rec0l"ized. The compen
sation cost that has been charpd lIainst income for SBC's
other stock-based compensation plans. primarily SARs and non
wsted stock units. totaled $43. $22 and $24 for 1997, 1996
and 1995. Had compensation cost for stock option pillns been
recopized usinl the fair-value based method of accounting at
the date of pant for aw.rds in 1997. 1996 and 1995 as defined
by FAS 123. S8C's net income (loss) would hIVe been S1.400,
$3,250 and S(3,074} and basic net income (loss) per share
would have been $0.77, $ 1.77 and $(1.67).

Options and SARs held by the continuins employees of
PAC at the time of the AirTouch Communications Inc. spin-off
were supplemented with an equal number of options and SARs
for common shares of spun-off operations. The exercise prices
for outstanding options and SARs held by continuing employ
ees of PAC weN adjusted downward to reflect the value of the
supplemental spun-off operations' options and SARs. The bal
ance sheet reflects a reillted liability equal to the difference
between the current market price of spun-off operations
stock and the exercise prices of the supplemental options
outsunding (see Note 10). As of December 31. 1997.
831.139 supplemental spun-off operations options and SARs
were outstanding with expiration.dates ranging from 1998 to
2003. OutstandinS options and SARs that were held by
employees of the wireless operations at the spin-off date were
replaced by options and SARs for common shares of spun-off
operations. The spun-off operations assumed liability for
these replacement options and SARs.

For purposes of these pro forma disclosures, the estimated
fair value of the options granted after 1994 is amortized to
expense over the options' vesting period. Because most
employee options wst over a two- to three-year period,
these disclosures will not be indicative of future pro forma
amounts until the FAS 123 rules are applied to all outstanding

1996

62,480.128

31,005.792
355,188

31.119.148

1997

59.055,454

15.621,250
282.388

43.151.816
Total

Unallocated
Committed to be allocated
Allocated to fl:Irticipants
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NOTES TO CONSOLIDATED fINANCIAL STATEMENTS (<.ontinued)
Dollars in millions eocept per sha,.. alllOunh

Information related to options and SARs outstanding at
December 31. 199~

NOTE 15. SMr~~'~uity

Common Stork Splil - On January 30. 1998. the Board of
Directors of SBC (Board) declared a two-for-one stock split,
effectecl in the form of a stock dividend. on the shares of SBC's
common stock. Each shareholder of record on February 20,

non-vested awards. The fair value for these options was esti
mated at the date of pnt. usinl a Black-Scholes option pricing
model with the followinc weipted-lYel'ap assumptions used
for &rants in 1997. 1996 and 1995: risk-free interest rate of
6.57~ 6.26"- and 6.~'J.; dividend yield of 2.99~ 4.92"
and 3.61 'J.; expected volatility factor of 15~ 18"- and 18"-;
and expected option life of 5.8. 4.7 and 4.6 years.

Information related to options and SARs is summarized
below and has been restated to reflect the two-for-one stock
split dedared January 30, 1998:

NOT E 1'. Acquisitions and Disposition.

In May 1997. a consortium made up of SBC and Telekom
Malaysia Bemad, 60"- oWned by SIC. completed the purchlse
of 30"- ofTelllom SA Umited (Telkom). the s...owned
telecommunications company of South Afrla. SIC invested
S760. appl'OlCimately $600 of which will remain in Telkom.

In October 1995. S8C combined its United Kinsdom cable
television operations with those of TeleWest Communications,
P.Le., a publicly held joint venture between Telecommunications,
Inc. and U S WEST, Inc. The resultinl entity. TeleWest P.Le.
(TeleWest). is the Iarpst cable television operator in the United
Kinpm. SBC owns approximately 15"- of the new entity and
accounts for its investment usin, the cost method of account
ing. Restrictions expirinc CM!f' the next three years exist on the
sale of SIC's interest in TeleWesl SBC recorded an after-tax
gain of S111 associated with the combination.

Ourin,199S. SIC purchased at auction PCS licenses in
Los Anleles-San DilllO. Califomia; Sin Francisco-Oakland
San Jose. Califomia; Memphis. Tennessee; Little Rock, Arkansas;
and Tulsa. Oklahoma for approximately S769. During 1996,
SBC received several AT&T cellular networb in Arkansas in
exchange for SBC's PCS licenses in Memphis and Little Rock
and other consideration.

These acquisitions were primarily accounted for under the
purchlse method of accountin" The purchlse prices in exce55
of the underlying fair value of identifiable net assets acquired
are being amortized CM!r periods not to exceed 40 years.
Results of operations of the properties acquired have been
included in the consolidated financial statements from their
respective dates of acquisition.

1998 will receive an acldltional share of common stock for each
share of common stock then held. The stock will be issued
March 19. 1998. S8C wiH retain the current par value of $1.00
per share for .11 shares of common stock.

ShtutOIDntrl' ~hlIPlan - The Shareowners' Rights Plan
(Plan) becomes operative in certain e¥ents involving the acqui
sition of 20"- or more of S8C's common stock by any person
or JI'OUP in • ttansactlon not approved by the Board. or the
desipltion by the Board of a person or group owning more
than 10"- of the outstandln, stock as an adverse person. as
pRWided in the PI.n. Upon the occurrence of these events,
each riPt. unless redeemed by the Board, generally entitles the
holder (other than the holder tri..ring the right) to purchase
an amount of common stock of sac (or. in certain circum
stances, of the potentialacquiror) havinla value equal to two
times the laf'Cise price of S160. The rithts expire in January
1999. Aft« livinJ.tr.ct to stock splits in January 1998 and
May 1993. effected in the form of a stock dividend. each share
of comlllon stock represents one-quarter of a rilhl

The n,hts hIIve certain antltalcecwer effects. The ripts will
cause substantial dilution to a person or group that attempts to
acquinl SIC on terms not appnwed by the Board.

The riJhts should not inWfere with any merger or other
business combination approwed by the Board since the rights
may be redeemed.

20.89
22.98
18.73
21.56

21.68
27.58
20.52
25.49

$22.50
·29.19

$ 26.13
$ 24.14

su.,s

S19.52
23.49
16.90
21.36

Weip.tedA_.
ExeR:ise

Price

$20.00
-22.49

54.841.100
24.643,276
(3.767.420)
(1,518,552)

43.911.16'4
16.735.6....
(4.373.340)
(1.509.368)

74.198.404
32.034,238

(17.118,968)
(4,~1,532)

$12.00 $12.50
EJercise Price Rlnlt -12.49 -19,99
NlIlIIber or options and SARs:

Oubundina 67,560 9.877,430 18,978,694 55.748,458
ERrcisablt 67.560 9.877,430 18.9+4.252 11.913,150

Weilhttd Mralt tRrcise price:
Oubtlnditta $ 12.08 $ 17.50 $ 2Q.92
Elltl'Cisabit $ 12.08 $ 17.50 $ 20.92

Wei&hted Mraat
rtNininl
cOfltractual ife 0.8 ye« 5.9 yean 6.2 yean 7.5 yean

The weighted-iIlYerage grant-date fair value of each option
granted during 1997. 1996 and 1995 was $5.65. $3045 and
$4.16.

o ~. Deal J1, "97
( 'Z ..........
lit""""'""""price.IZ1.G)

Outmndiqlt December 31. 1996
(35,522)26 aen::isable
It weiaI*d 1_.price
ofS20.13)

Cnntad
EJerdHd
ForfeitedIExpired

Outstandin,at D«ember 31. 1995
(25.524.51' fMtdsable
It weilhtad avera. price
ofS1f.05)

Cnntad
UtrciHd
Forfeited/Expired

OUtstandin,at January 1. 1995
Grantad
UtrciHd
forfetedlExpftcl
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NOT E " . Additional Financial Information

The abeNe developments did not haw a sil"ificant impact on
consolidaUd results of opemions for 1997 or 1995. nor woulcl
they had they occurred on January 1 of the respective periods.

No customer accounted for more than 10" of consolidated
revenues in 1997, 1996 or 1995.

s.v.r.1 subsidiaries of sac haw nesoti.ted contracts with
the CoMmunications Workers ofAmerica (CWA). Appracimately
67" of SBC's employees are represented by the CWA.
Contracts ccwering an estimated 77,000 employees between
the CWA and HYeral SBC subsidiaries end in 1998. New
contracts are scheduled to be negotiated in 1998.

$2.741
893
611
479
279
194

1,387

December 31 •

52.848
1.108

699
524
306
315

2.088

Accounts p.tya" and accrued liabilities
Accounts payable
Accrued tnts
Advance bi1linl and customer deposits
Compensated future absences
Accrued inte~st

Accrued payroll
Other

Total $7.... $6,584

Inbnst expense incurred
Capitalized inte~st

1t97
Sl.067

(120)
""S !Ui
(136)

1995
11.000

(43)

$ 947 $ 812 $ 957

AIIowInce fclr funds used
durinI construction $ 48

"17 1996 1995

$ 920
$ 410

$ 799
$1,283

$ 974
$1,220

StDdr. Price(1)

Hip, low OOIe

$29.125 $24.813 $26.250

30.938 24.625 30.938

31.125 26.781 30.719

38.063 30.000 36.625

NOT E 1.. Quarterly Financilllinfonnation (Unaudiiltd)

8uic
EMninp

Total (loss) per
Calendar OpMtinI Opel'lltinl Net Income Common
~rter Re¥enuesc" Income (loss) (loss) Sha~(1)

,'"
First(" $ 5.973 $1,586 $ 857 $ 0.47

Second(" 5.921 (933) (787) (0.43)

Third!" 6.329 1.472 816 0.45
Fourth(!) 6,633 1.045 588 0.32

Annual(') $24.856 $3.170 $1.474 $ 0.81

1996
First (1) $ 5.564 $1,458 $ 888 $ 0.48

Second 5.731 1.489 803 0.44

Third 5.948 1.532 867 0.47

Fourth 6.202 1.357 721 0.39

Annualtl• $23.445 $5.836 $3,279 $ 1.78

$30.125

25.375

25.500

27.625

$24.875

23.125

23.000

23.500

$26.313

24.625

24.063

25.938

(liNet income (loss) Includes $90 first quarlIlr pension settlement pin for 1996 mll.ments (see Note 12). $1.6 blIIon second qlllf'ter chafps rwlaWllD post·merpr
initlltl¥H (see Note 3). $43 Ind $360 of third and fourth qUarter merpr lnteption costs and customer NllI'lber portabllty ecpenses and $33 foUl"th quarter Ilin
on sale of SICs interests in Bel Communications Aeselll:h, Inc.

lJINet Inc_ and Eamlnp per Common Share rwflect I cumulatM effect of Iccountinl chanp or 590 or $0.05 per sharw from chanse in ICcountin& for
dftc1Dfy o,eratlons.

CJIRestlWl to NlIect tMI·fol-one stock split declared January 30, 1991. Stock prices~ not been adjusted to rellect the merpr with PAC.
''lQuartelty infonnltlon has been restated to conform to the cunent prwsentltion of promotiollli discounts.
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REPORT Of INDEPENDENT AUDITORS

The Board of Directors and Shareowners
S8C Communications Inc.

We have audited the accompanyinc consolidated balance
sheets of SBC Communications Inc. (the Company) as of
December 31, 1997 and 1996, and the related consolidated
statemttnts of income, shareowners' equity, and cash flows for
each of the th,. years in the period ended December 31 ,
1997. These consolidated financial statltments II"e the
responsibility of the Company's manapment. Our responsibility
is to express an opinion on these consolidated financial
statements based on our audits. We did not audit the 1996
and 1995 financial statelMnts of Pacific Telesis Group, a
wholly-owned subsidiary, which stataments NfIKt total assets
constituti"l 42'4 of the Company's~ 1996 consolidated
financial statement total and which reflect total operating
rt!¥ef1UU constitutinC appl'OlCimately 41'4 and 42'4 of the
Company's related consorJdated financial statltment totals for
the years ended December 31, 1996 and 1995, respectively.
Those statements wen! audited by other auditors whose report.
which has been furnished to us. included an explanatory
parapph thlt describes the chanp in its method of
recopilinc directory publilhinllW'MnUes and related expenses,
and the diKontinuance of Statement of F'1MftCia1 Accountinc
Standards No. 71. "Accountinc for the Effects of Certain Types
of Reptation.· Our opinion, insofar as it ret..s to the 1996
and 1995 data induded for Pacific Telesis Group, is based
solely on thneport of the other auditors.

We conducted our audits in accordance with seneraMy
accepted audltinC standards. Those standards require thlt we
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes exafllininc, on a tlest" basis,
evidence supportinl the amounts and disdosu..s in the financial
statements. An audit also includes usessinl the accountinc
principles used and sipificant estimates made by manapment.
as "'las evalultinl the owraH financial statement presentation.
We beieote that our audits and the report of other auditors
provide a msonable basis for our opinion.

In our opinion, based on our audits and, for 1996 and
1995. the nlport of other auditors, the consolidaWcl financial
staUlments ref'erntd to above ptWMnt fairly. in aN material
respects. the consolidated financial position of SBC
Communications Inc. at December 31, 1997 and 1996, and the
consolidated results of its operltions and its cash ftows for each
of the three years in the period ended December 31. 1997. in
conformit¥ with pneraUy accepted accounti"l principles.

A5 discussed in Note 1 to the consolidated financial
statements, Pacific Bell, a subsidiary of Pacific Telesis Group.
chanpd its method of rec:ocnizin, directory publishing reYenUeS

and related expenses etJective January 1. 1996. As discussed in
Note 2 to the consolidated financial statements, SBC
Communications Inc. discontinued its applicltion of Statement
of financial Accountinc Standards No. 71, "Accounting for the
Effects of Certain Types of Regulation" in 1995.

San Antonio, Texas
February 20, 1998

~ACt 4'

REPORT Of MANAGEMENT

The consolidated financial statements have been prepared in
conformity with p ...raMy accepted accounting principles. The
int.erltY and objectivity of the data in these financial
statements. includi"l estimates and judgments relatinC to
mitten not concluded by year end, ani the nlsponslbility of
manapment. as is all other information included in the Annual
Report. unless otherwise indicated.

The financial statements of SBC Communications Inc.
(SBC) haw! been audited by Ernst & YounC LLP. independent
audiCors. Manapment has made ..aHabie to Ernst & Young LLP
aU of SICs financial ..cords and related data, as well as the
minutes of shareowners' and directors' meetinp. Furthermore.
manapment beIleves that aM representations made to Ernst &
Younc UP duri"llts audit were valid and appropriate.

Man..-nt has established and maintains I system of
intemalllCCOW1tinc controls that provides ...sonable assurance
as to the intapity and retlabillty of the financial statements, the
protection of assets from unauthorized use or disposition and
the PfW'lI'Ition and detKtion of fraudulent financial reporting.
1he concept of ..asonable assurance recocniles that the costs
of an im-nal accounting conbols syste.n should not exceed. in
mlnasement's .iucflment. the benefits to be derived.

MlftlP'l"lnt liso seeks to ensure the objectivity and
intllpity of Its financial dIta by the careful selection of its
mlnaprs, by orpnizltional amnpments thlt provide an
appn:lpriafll dMsion of responsibility and by communication
PrograMs aimed at ensurinc that its policies, standards and
Illaf\llWlaI authorities II"e understood throuchout the
orpnilation. Manapment continually monitors the system of
intIIrnal accountlnc controls for compliance. sac maintains an
intarnal wdltinC progrIln that independently assesses the
effKtlveness of the internal accounting conbols and
recommends improwments ,thereto.

The AudIt Committee of the Board of Directors. which
consists of ei&ht diNCtors who are not employees, meets
periodically with manapment, the int.m.1 auditors Ind the
indepeftdent auditon to review the manner in which they are
Performinl their responslbiUtles and to discuss auditing.
int.mll .ccountinc controls and financial reporting matters.
Both the internal wdltors and the independent auditors
periodically meet alone with the Audit Committee and have
Iccess to the Audit Committee at any time.

/~wl~""···~.·,.··· ..~Il. 41, »,.tt~.~" ....
Edward E. Whitacre Jr: .
Chairman of the Board and
Chief EJecutive Officer'

~.€. Nc..... ,/
Donald E. Kiernan
Senior VICe Pnlsident, T..asurer
and Chief Financial OffICer
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Map 1. 30 Markets Targeted for SHe's "National-Local" Strategy
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Map 3. Competitive Networks - Little Rock, AR
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Map 4. Competitive Networks - San Francisco, CA

II

AT&TffCGrrCI

GST

reG

MCIIWORLDCOM

FOCAL
COMMUNICATraNS

LEVEL 3

WINSTIIR



Map 5. Competitive Networks - San Jose, CA
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Map 7. Competitive Networks - Sacramento, CA
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Map 9. Competitive Networks - Fresno, CA
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Map 10. Competitive Networks - Los Angeles, CA
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Map 11. Competitive Networks - Anaheim, CA
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Map 12. Competitive Networks - San Diego, CA
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