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With 5% ol the $1.5 trillion
global inlormation industry,
ATET is a small fish with
lots ol room 1 to grow.
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We are dedicated to being
the world's best at bringing
people together- giuing them
easy access to each other
and to the inlotmation and
services they want and need -
anytime, anyruhere.

ATET prouides Gommunica-
tions seruices and products,
as well as nehuork equipment
and comprter systems,to busf
nGssesrGffircommunh

cations seruices ploniders and gurcnmmemt agencies.
lhr thldu,ide hreUgent llctrrut( carries mtrc than 175

million rmice,datia,uideo and lacsimile messages eucry
busin6$day. ATET Bclt Labuaffiies engages in basic
rcserch m urdl m reild and uttie ftudrynerfl *TET
atso dfusa general+uryme credit card and tinancid and
teadng seruices.llue do business in sune 2m cornties.

r Our operating lncome,
net income and earnlngs
pol share all rose,

after restating prior years
for the merger with McCaw.
Not only did this merger
add to our revenues and
earnings, it also makes us a
leader in wireless services.

r Tlte Gompany conffnued
to haue slrong cash llow.

This helps fund dividends
and research and develop-
ment. It also helps pay for
investments to fuel our
future growth, such as

network improvements,
financial assets and inter-
national expansion.

1994 Highlights

Dollars in millions
(except per share amounts)

t994 r993 Percent
Change

Revenues

Telecommunications S ervice s

Products and Systems

Rentals and Other Services

Financial Services and Leasing

$ 43,425

21,16L
7,391

3rlr7

$ +t ,623

11 ,925
7,299
2,504

4.3Vo

18. r

1.3

24.5

Total Revenues $ 75,094 $ 69,351 8.37o

lncome

Operating Income $ 8,030 $ 6,568 22.3Vo

Income beforeAccounting Changes 4,710 3,102 27.2

Accounting Changes ' (9,608)

Net Income (Loss) 4,710 (5,906)

Per Common Share

Income before Accounting Changes

Accounting Changes

Net Income (Loss)

Dividends Declared

Stock Price at Year-End @.3)

Other Information

Cash Provided by Operations

Cash Used for Investing Activities
Total Assets at Year-End

Total Employees at Year-End

$ 3.01

3.01

1.32

50.25

$ 2.39

(6.2t)
(3.82)

r.32

52.50

25.87o

$ 9,956

9,7 55

79,262

304,500

$ 1,424

8,665

69,393

317,J00

20.67o

12.6

14.2

(4.2)

r Reuenuos grew at the
best rate slnce we ba
came the now ATET,to a
record $75.1 blllion.

Products and systems sales
were the major sources of
that growth, with telecom-
munications services
showing the strongest in-
crease in nine years and
flnancial services continu-
ing double-digit gains.



lft ATET, oul cole
IilsEength is oul ability
to build and manage
networks that deliuer
services ol ualue to
customcJs.

Our businessisbased on
building long-term, multi-
laceted relationships

increasingly look to ATET

and inlormation needs.
The ATET Worldwide

lntelligent iletwork is the
world's most advanced
and reliable. ll is central
to our ability to connect
people with people and
people with inlormation.

But our network does
nol stand alone. lt is
enhanced by what we
uniquely oller: a busi-
ness that combines com
munications, computing
and network products
and systems.

Iletworking is becom-
ing increasingly uital in
managing all aspects ol
people's personal and
business lives. In tact, it
is at the uery heart ol
what has become a new
global inlormation indu+
try. This report outlines
our growth opportunities
in this new industry and
describes how we are
well positioned to capital-
ize on them.
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Ietter
CEO Bob Allen reviews our most profitable year
since becoming the new Af&T in 1984.

0pportunities
The new global information industry is expected to
double over the next ten years, from $ 1.5 trillion to

$3 trillion. Here's a look at the possibilities.

lnitiatiues
Some key steps we've taken in major industry
markets durin g 1994.

Year in Reuiew
Snapshots of other activities during the year show

how our key strategies are fueling our growth and

how our technologies are improving the way we all
live, work and learn.

Promises Kept
Progress toward commitments we made to better
serve the needs of customers and the communities
in which we live and work.

zlFinancial 
Reuiew

44ltirectors/ 
senior M anag ement

Principal photographer: Frank Moscati
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We're taking the lead in creating a world
where smart networks Gonnect to smart
deuices, giving people easy access to each other and to

the aduanced inlormation seruices that
will enrich the way they !iue, work and play.

Gts

I f you're like most readers of the AT&T annual report,

I you're holding a printed copy in your hand right now.

But you could also be sittin g at a computer screen, looking

at this report in electronic form - as well as browsing

through other information about AT&T on the Internet.

Offering our report electronically is just one example of
how the powerful combination of communications and

computing is changing lifestyles and raising expectations

of customers all over the world.

Af&T intends to meet those expectations.

I am confident because I am so proud of the job being

done by AT&T people (more than 300,000 of them). By

serving customers well, they have delivered our most prof-

itable year since we became the "new AT&T" in 1984,

satisfying analysts' expectations and producing record rev-

enues at the same time.

The eddies and hurricanes
swirling through our industry today
prouide us with opportunities on a scalc

that lew il any, colnpo-
nies haue had beloJe.

Earnings per share were $ 3.01 ; margins were higher at

1l percent; and top-line revenue growth was $ 5.2 billion.

In fact, that revenue growth alone exceeded the annual rev-

enues of 80 percent of the companies in the 1994 Fortune

500 listing. We also arranged sales of more than $ 1 billion

in assets that were not a strategic fit with our mission.

This financial perforrnance wasn't rewarded by the stock

market in 1991, but we believe the fundamentals are sound

and the market will respond accordingly.

You'll see in this annual report some major efforts in

1994 to make sure that AT&T is up to the job ahead. We

made key alliances with other leading companies in the

communications industry and in the related industries

now converging in the marketplace for information tech-

nology. Each of these partnerships will leverage the intelli-

gence in our network with the intelligence in customer

devices to create powerful and unique services for our

customers. AT&T WorldWorx" Solutions, for example,

enables teams of people at locations all over the world

to see and talk with each other on their various desktop

computers while sharing files in real time.

We completed the merger with McCaw Cellular Com-

munications, positioning AT&T for leadership in wire-

less services, the fastest growing segment of our industry.

Supported by the R&D leadership of AT&T Bell

Laboratories, we introduced many new products and ser-

vices that speak to the needs of a society on the go. We

became the flrst company to offer 500 service, for exam-

ple, which gives mobile consumers and corporate road

warriors a "follow me anywhere" phone number they can

keep for life.

In a tough competitive environment, we showed our

mettle. In different segments of communications services,

we regained or held market share - helped immensely

by our "True'? campaign. We increased share in our

equipment businesses - and won major infrastructure

contracts in the United States, China, Saudi Arabia and

other countries.

We were buoyed by winning America's highest quality

award for the third time, and this year we won Japan's

most prestigious award for quality as well. The diversity

of our workforce and leadership team was also improved,

strengthening our ability to meet the needs of an increas-

ingly diverse customer base.

Perhaps the best measure of quality is the ability to deliv-

er customer satisfaction - again and again and again. As

we sharpen our focus on customers, AT&T is taking on the

intensity of an Olympic training camp. In world-class

competition, there is no substitute for constant improvement.
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Looking ahead, we see a number of challenges.

We have important work to do in knocking down inter-

nal barriers and making it easier for customers to get the

full benefit of all of AT&T's capabilities.

More and more consumers and businesses are looking

for someone who can combine services and equipment

into communications offers that really meet their lifestyle

or management needs. So we must marshal all of our

resources to serve customers well in two ways: First,

with products and services on a stand-alone basis. And

second, with packaged or integrated offerc - custom-

rzed to specific consumer segments or the complex

needs of businesses.

Along with the challenges posed by our familiar com-

petitors, we face nontraditional competition from new

entrants in the highly dynamic information market. This

double-edged competition makes it essential to hold

down costs and offer competitive pricing, while not

letting up on continuous innovation.

We also still have a lot to learn about managing the com-

plex outside partnerships that are essential to our future.

Not all these ventures will work (bumps and detours are part

of the Information Superhighway), but we must forge

alliances around the world to stimulate our own thinking

and enhance our ability to meet emerging customer needs

with increasingly better products and services.

We're proud of how far our globalizatton effort has come,

but Af&T people recognrze that there's also a good deal

yet to learn about operating a truly global business.

Finally, it is critically importantthat we make our voice

heard on the public policy front. In Amerrca, that means

requiring real competition for local telephone service

before permitting the local telephone monopolies to

enter the highly competitive long distance market. In

other countries, we must press for the right to compete

with the same freedom competitors from those nations

enjoy in the United States.

So the future won't lack for challenges. But the eddies

and hurricanes swirling through our industry today pro-

vide us with opportunities on a scale that few, if any,

companies have had before.

AT&T is smack in the middle of an emerging global

information industry that's advancing at breakneck

speed. This is a $ 1.5 trillion industry today with every

prospect of doubling in size early in the new century.

As the cover of this report emphasizes, we have plenty

of room to grow. We're going after that growth with a

strategy built around AT&T's strength as the world's net-

working leader. We're taking the lead in creating a

world where smart networks connect to smart devices,

giving people easy access to each other and to the

advanced information services that will enrich the way

they live, work and play.

No other company on earth has AT&T's potential to

lead this market and to grow long-term value for share-

owners and customers at the same time. We won't do it
without the help of strategic partners, and we certainly

won't do it without competition.

But we will do it.

Robert E,. Allen

Chairman

February 9, 1995
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The world is shrinking. Inlormation is
exploding. lndustries ate conuerging.
0pportunities are emerging. lletworking is at theuety

heart oI the new global inlormation
industry. And it's what we dobest.

Think back just three years ago. Unless you were an

I academic or a computer hacker, chances are you

had never heard of the worldwide computer network

known as the Internet. And you weren't tired of refer-

ences to the Information Superhighway because no one

was talking about that either.

A lot has happened. More trans-Atiantic telecommuni-

cations circuits were added in the past three years than in

all previous history. The Intemet now connects some 25

million people worldwide. Electronic mail, voice mail and

portable phones have become everyday staples for many.

At the same time, half the world is still waiting to

make its first phone call, and the waiting period for a
phone line in some countries is l0 years.

The good news is that many of them may not be wait-

ing much longer. Developing countries now recognize

What hasso manypeoplc
cxcited isthat thisnew
industry iswoilh well ouer$l trillion

todayand it'sgrowing
8to l0 pelcent annually.

the indisputable links between communications capa-

bility and economic development.

What does all this mean to the shareowners and employ-

ees of Af&T? In a word, opportunity.

As technologies and industries converge to meet expand-

ing demand for everything from portable communications

to information services to interactive entertainment, what

is emerging is a new "global information industry."

What has so many people excited is that this new industry

is estimated to be worth well over $ 1 trittion today and

it's growing 8 to 10 percent annually.

What has us at AT&T excited is our good fortune to be

at the very heart of this convergence, which gives us the

ability to greatly expand our current 5 percent share of
the global markets created.

As the distinctions between communications and com-

puting have blurred, we have carved out a leadership

position in networking, combining the best of both tech-

nologies to benefit customers in new ways.

As computers, phones, TVs and fax machines merge

to produce intelligent hybrids like home "information

appliances," multimedia systems and personal digital
assistants, we have expertise in virtually all the tech-

nologies employed.

As the world clamors for everything from basic telecom-

munications to palm-held information devices to home

shopping, we offer a full range of supporting products and

services - from integrated circuits to switching systems,

and from voice and datacommunications to audio pro-

cessing and messaging systems.

We also have considerable expertise in software, the

enabling technology behind many " information age"

products and services. One out of every 10 Af&T people

is engaged in software development.

Besides technical expertise, we have the skills to provide

customrzed, integrated offers - either alone or in concert

with partners attracted by the strength of our brand, the

power of our technology and the skills of our people.

Not that there aren't challenges. Growth opportunities

have a way of attracting formidable competitors.

We can't predict exactly how the information indus-

try will evolve, but we know that the breadth of our

participation greatly increases our chances to capttahze

on its growth.
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' A s technolo gie s and indu strie s c onverge, what
is emerging is a new global information industryi

The new marketplace will no longer be divided
along current sectoral lines.There maynot be

cable companies or phone companies orcomputer
companies, as such.... There willbe information

conduits, information providers, information
appliances and information consumersl'

- U.S Vice President A1 Gore

Here's one way ol looking at some ol the
deueloping marketsin the new global

inlormation industry and ATET's
opportunities within them.

5

Turn the page to see how these market trends might allect you.
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Telephone seruices

Broadcast distribution

Gellular communications

Gomputing ( hardwarc lsoltware)
Paging, rlGssaging

lnlormation seruices

Entertainment

Publishing

Systems integration

Gonsumer electronics

Gommunications products/ systems

Gatalog/retail sales

Business equipment/ systems
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r994 From $1.5 trillion to $3 trillion in the next ten yearc 
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'94 f,larket Size/
Annual Growth*

f,larket
Ilriuers

ATET's
Bole

Some lley
Players

lnftastructure
and

h":x,ffi;fiHt#?*:ru,#
telecommunic ations providers,
demand for multimedia and other
new capabilities.

)?",y;:tx:H:11ffi';,:txiJj,li,Ti,.,
of voic e, data and video. Includes micro-
electronics, switching, transmission, wireless,
satellite and operating systems; massively
parallel and scalable computing; database
management; fiber optics and applications
software.

Alcatel
Ericsson
Intel
Motorola
NEC
Northern Telecom
Siemens$150 billion lgolo

h*ffi'"i?:;:fr'"i',f ::il:
munications and information shar-
irg; increased trafflc; reduced
regulation.

)r:srl;::**ffffi?,Tr,":#i*.:
Includes U.S. and international long distance;
mobile, air-to-ground, paging, messaging,
voice processing, language interpretation
and interactive voice, data and video ser-
vices; electronic mail and electronic data
interchange.

British Telecommunications
Cable companies
Local telephone companies
MCI
NTT
Sprint

$750 billion I lYo

SeruiGGs

h,I?,',LlT,::ffiH;ffi',Hl:
and computing devices offering
access to new services.

L*::ilrffi:ffi H:;::*'J:'r'"xt'
businesses worldwide. Includes corded,
cordless and cellular communications
devices; multimedia personal computers;
desktop videoconferencing systems; answer-
ing, audio processing and messaging
equipment; modems; and retail, financial
and other business systems.

Apple
Compaq
Hewlett-Packard
IBM
Matsushita
Motorola
Sony

$400 billion I lYo

Products and
$ystems

fi*i,*

#ffi,i+r' Increasing time and cost
ili'':t*' pressures on businesses,
growing sophistication and inter-
dependence of communications
and computing networks.

tu,

ffi Systems integration, network man-
r$ir: :t' agement, transaction-management and
other end-to-end solutions and professional
services that bring together the benefits of
numerous technologies for customers so that
they can concentrate on their businesses.

Andersen Consulting
EDS
IBM

$100 billion ll?Yo

M Global demand for entertain-
W ment, home shopping, home
banking and on-line access to infor-
mation.

Development and management of
interface systems and software that

help people navigate a wide variety of infor-
mation and entertainment choices from
content providers.

Cable companies
Local telephone companies
Matsushita
Microsoft
The News Corporation
Sony
Time Warner$50 billion I l2olo

7*compound annual growth rate

m

AT&T

AT&T



xlrur*xg!1if,i'ffi::'
phone, GTE and others chose
AT&T as prime contractor for
their expansions into new tech-
nologies and new markets. AI&T
broke ground on Paciflc Bell's
multibillion-dollar network
upgrade.

service provider in the
IJ.S. McCaw's sub-
scriber base grew
dramatically in 1994.

h;tx;'6tsH;i;il:"#?:Jri",?*
ilar products, hit the market just as
the desktop conferencing market heat-
ed up. Demand for such systems is so
high the software is standard on AT&T
GlobalystrM personal computers.

7 for an ultra-high-speed voice, data,
and video communications link between
China and Hong Kong - and signed
a long-term partnership agreement
with China worth $500 million over
the next flve years. We plan to double
our workforce in China in the next
two years.

M WorldPartners, the AT&T-supported
ffi alliance that offers global companies
seamless communications services,
extended its direct reach to 26 countries.
Signing on were three partners of
lJnisource - a consortium of Dutch,
Swedish and Swiss telephone companies

- plus others in Australia, Hong Kong,
Korea and New Zealand.

Products and
$ystems

",11i1;i',tli11;t1,.,, 
AT&T and Delta Air Lines

t;'1t'!t'';'; " 
forme d Tran s Qu e s t Inform ati on

Solutions, a joint venture to develop
computing and communications
servlces such as electronic ticketing
for the airline industry. Estimated
venture revenues from Delta alone
are $2.8 billion over 10 years.

AT&T formed a new unit to offer
a family of interactive electronic

services such as home entertainment
and access to on-line information from
publishers and other content providers.
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7 outside the U.S. grew 20 percent in
|994.AT&T won the largest telecom-
munications contract ever awarded
outside the U.S $4 billion in Saudi
Arabia - and, in Argentina, the largest
cellular contract ever awarded outside
the U.S.

7 irg with a new microchip that
boosts quality and global reach - at
half the price of the chip it replaces.
Sales of electronic components were
up overall, with sharp growth outside
the U.S.

b AT&TWorldPlus@ Service gives
Y$ooai travelers hassle-free commu-
nications in more than 45 countries -a toll-free number to tap into local and
international calling, speed dialitrg,
messaging, interpretation and informa-
tion services.

7 campaign tn43 states to compete in
the $16 billion market for local toll calls
Our share of the consumer market alone
more than doubled by yea.r end.

b WorldWorx"' Solutions delivers
7 "video dial tone" using the AT&T
network. People can now plug in a
variety of computer systems and com-
munic ate face to face while sharing
data in real time.

Lr The AT&T TV Information
TCrnter works with your
television to serve up local
trafflc and weather, sports
scores, stock quotes,
electronic banking and
telephone answering services at a
fraction of the cost of a personal
computer.

illi*tt'*.

ffigffi. Rover, the UK's top automobile
t'$":" producer, began managing its
distribution network with an AT&T
on-line tracking system. Linking
manufacturing plants, distributors and
dealers in regional hubs cut inventory
levels by 40 percent and reduced
delivery times.

Another new

was designed for
the growing legions

of home-office workers.
The Two-Line Personal Information

,ifffi' Great Western Bank, the world's
i,iii;:;" seventh largest savings institution,
chose AT&T to design and manage its
entire datanetwork. The deal, worth
$ 160 million over seven years, will give
Great Western a more reliable network
so it can serve its customers better and
more cost-effectively.

Center 882 has built-in caller identifl-
cation, speakerphone, calendar and
personal directory features, helping
customers put all their contacts and
reminders at their fingertips.

AT&T entered the business
market for on-line services by buying

the Interchange Online Network from
publisher Zitr Communications. It's
one way AT&T intends to provide open
and intelligent hosting networks so
information providers and softw are
companies can offer products and ser-
vices electronically.

ImagiNation Network, the premier
on-line interactive game network,

joined the AT&T family. Its growing
subscriber base includes physically
challenged people who "get together"
regularly to play bridge and newlyweds
who met while playing chess.
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The Chinese
version of last

year's annual
report, showing
a young woman
skateboarding at

the Great Wall,
speaks volumes
about how we're
globalizing and

bringing people
together
tinte, an.r-l.l,here.

China is the
world's largest
undeveloped
telephone mar-
ket. AI&T is

one of China's
largest telecom-
munications
suppliers.

1$93 Arxtta* Eaporl

Gome growth opportunities in the global
D iqf.ortution ait pay be new, buiwe're
capitalizing on them by focusing on proven
strategies: dedication to customers, quality,
global expansion, innovation-and alliances
with partners who can help us turn opportuni-
ties into successful products and services.

And while we're doing all that, we're also
looking for ways to cut costs and speed prod-

uct and service
delivery.
Our commitment

to growth is evident
ill ourmostwidely
pubhcrzed 1994
accomplishment,
our merger with
McC&w,aswell as
in other highlights
of the year.
Buttheglobalin-

formation industry
is doinob more than

growth
opportunities for
AfdiT. It's chang-
ing theway weall
live,work and learn

-for thebetter.
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Growth through
Wireless Expansion

f,Iore than 17,000 new customers
sign up lor cellular seruice each day.

Two out oI euety three new
phone numbers ate assigned

to wireless customeJs.

w I il ff "Jh'J::i r Hl Jl*x I tff J:;tT' ffi:[r'
services tells the tale.

The cellular phone industry chalked up its l0 millionth
customer in 1992, its ninth year in existence, making it one

of the fastest growing consumer electronics product indus-

tries in history. Then it went on to double that base less than

two years later.

Who better to capitahze on that growth than the combined
forces of the leading wireless provider, McCaw Cellular
Communications, and AT&T. The merger, completed in Sep-

ternber, has a host of benefits.

Greater sales and service firepower through the brand rec-

ognition and resources of AT&T. More innovative products

and services by combining McCaw's expertise with that of
AT&T Bell Laboratories. And, eventually, one-stop shoppin-e

for both rvired and wireless communications.
During l991,our new cellular unit not only grew its revenues

by more than 30 percent, it expanded the number of customers

served by high-quality digital service. In November it
announced its first AT&T:branded product, the first wireless

datareceiver with a graphic display.

In January of 1995, it introduced the nation's first wireless

caller identification feature, allowing customers to use their cel-

lular phone more selectively by screening incoming calls.

One reason the merger has gone so smoothly is that both com-

panies not only share the same commitment to growth, they

share the same focus on customers, quality and innovation and

the same philosophy about being open to new ideas that give

people control of their communications.

McCaw's subscriber
base has been
increasing well over
30 percent fbr the last

f-ew years and shows
no signs of abating.

McGaw
subscribers
( irr t lruusantls )
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By the time the ambu-
lance arrived at Atlanta'$
Grady Hospital, the pr-
tient's iniury was already
diagnosed and a surgi-
cal team was prepped
and ready in a third-llool
operating room.

already been "seon"by
a physician at the hos-
pital, thanks to ATET
Picasso" Phone images
transmitted by paramed-

to the emergcncy room.
The scene pictured is

simulated, but situations

monplace at seueral
hospitals where Emory
University is conducting
clinical trials.

$ending such images
ouer regular phone lines

and expensive, and
images wGle poor. The
Picasso Phone is chang-
ing all that. lt GUGn works
ouGr cellular networlrs.

Specialists in urban
alGas Gan now GXSln-

ine medical images oI
patients miles away,
instantly, aduising local
physicians on treatment
without leaving their
ollices.

Iloctors can make
'tirtual house calls"with
the help oI medical assi$-
tants equipped with
portable systems. Soon
medical records may
routinely shuttle lrom
physician to physician
across phone lines,
speeding treatment and
cutting Gosts.

Some estimato that
broad u$G ol telemedicine
could slash $36 billion
annually lrom the U.S.
health Gare bill alone.

Gtrip away the strategic and marketing complexities and

iDone fundamental truth remains: The key to a growing
business is giving customers what they want - and need.

Contributing to our success in 1994 were revamped con-

sumer long distance offers first announced in the closing

days of 1993. Customers told us they wanted simple plans.

We gave them simple plans. The result: Combined enrollment
in Af&T True USASM Savings and AT&T True Rewards sM

programs topped 31 million in 1994, making them the most

successful long distance promotions in history.
Business customers told us network reliability and per-

formance were critical to their success. Making the most of
our strong suit, we introduced the industry's first compre-
hensive set of guarantees for voice and fax services.

Many countries the world over looking for world-class

telecommunications systems at competitive prices found
what they wanted at AI&T. As one securities analyst noted,

we have become the preferred supplier to the world.
While buoyed by revenue growth across all of our major

business groups, we weren't lulled into complacency. Our
Global Information Solutions, Network Systems and Business

Communications Services units redesigned their operations
around customer-focused teams. Those teams are charged

with understanding the needs of specific customer groups and

delivering products, services and integrated solutions that

meet those needs.

Not satisfied with its phenomenal success in the credit
card arena, Universal Card Services introduced the Something

Extras*program. It's the first program in the industry to
reward cardmembers every month whether they make new
purchases or choose to pay off purchases over time.

Customer seruice
representatives like
John Lee were hard
pressed to keep up
with demand for
our redesigned
long distance offers.
We ended the year
with a net gain of a
million residential
customers.

Growth throurh
Gustomel Focils
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Two years ogo, the
Gzech Republic didn't
euen have a stoclr [loJ-
ket. Today, thanks to
ATET's IIEFIIIITI@ pri-
uate phone switch and
G0ilUERSAIIT@ interoG-
tive uoice technology,
[ubomir PuZei's Gus-
tomers can gct around-
the-clock stock quotes
and buy and sell stocks
by phone.

I.ike Pu2ei, ol Prague's
Haruard Gapital and
Gonsulting Gompany,
businesses and Goun-
tries worldwide are
skipping entire stagcs
oI technological and
economic deuelopment.
They're linding that
optical liber, digital
switches and wireless
transmission systems
oller shortcuts to pros-
perity.

The lastgrowing ilo+
cow suburb ol Mitino
leaptrogged ftom 300
hlephone lines to 30,000
in 1994 by installing a

SESS'switch. ilow lrina
0sipenkoua won't have
to wait years lor a tele-
phone.

Argentina lound the
quickest and most cost-
ellectiue way to supply
service to 100 rural

business communica-
tions with the rest ol the

cellular network using
ATET equipment. [atin
flmerica's $10 billion
telecommunications in-
ftastructure equipment

lastest growing in the
wotld.

ATET is the to
receiue America

award thlee

llrhile our attention was riveted on customers, our efforts
ff did not go unnoticed by independent experts with a

trained eye for quality and customer satisfaction. Our con-
sumer long distance unit received America's highest honor
for quality in 1991, the Malcolm Baldrige National Quality
Award. In 1992, AT&T Universal Card Services and AT&T
Transmission Systems scored an unprecedented double win.

Our integrated circuit plant in Florida gamered yet anoth-

er honor, the Shingo Prrze for excellence in American manu-

facturing.
The Republic of China singled out AT&T Thiwan Telecom-

munications as the winner of its National Quality Award for
achievements in quality business practices and management.

To top things off, AT&T snared top honors in all categories

of Data Communications magazine's annual survey of long
distance data services customers. PC World magazine rated

AT&T Global Information Solutions "best" in personal

computer reliability and service support. And AT&T walked
off with nine Enterprise Technology Awards from I'{enuork

World readers.

Beuenue$ lrom opetations outside
the U.S.grew molsthan 3l pelcent in

199d. We now haue mote than
50,000 Gmployees outside the U.S.

Not only did our
consumer long dis-
tance unit win the
Malcolm Baldrige
National Quality
Award in 1994,
AT&T Power Sys-
tems became the
flrst American man-
ufacturing company
to win Japan's top
quality honor, the
prestigious Deming
Prtze.

u 3?IJJ i#:,?:',#l? ;ffi :,H:I ;i l[J"H ;1: Jl: yt:*,
having made good progress in our globalrzation efforts dur-
ing 1991.

Nations are privatizing and moderntztng their network
infrastructures because such investment is recognized as a

springboard to economic growth in the highly competitive
global marketplace 

conrinued o, page 17

Growth through Ouality
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A world ol

Growth throurh
Globalizatioil
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Rhonda Brown is a
woman on the moue.
And she doesn't make
a moue without her cel-
lular phone.

A reuiew iudge with
the Washington State
Employment Security
Ilepartment, she can
enioy son Auerill's
swimming lesson and
still keep tabs on her
home ollice in Tacoma
and state ollices 40
miles away in Lacey.

Brown, who has a
muscle and nerue disor-
det, depends on cellular
seruice lor security. She
also linds it and other

"anytime, anywhere"
Gommunications ad-
uancements help her
manage her busy pro-
Iessional and personal
lives.

She's not alone. More
and more people are
working at home - trrd
on the road - thanks to
cellular phones, lax
machines, electronic
mail and other Go[llnu-
nications tools.

A third oI the U.S.
adult worklorce aged
18 or ouer now worlr

ol the time. Industry-
wide, the work-at-home
market generated $23
billion in long distance
calling alone in 1994.

ATET ollers an altay
ol products and seruices

this burgeoning market.

We're responding by providing many of the necessary

building blocks.
Three years ago, our Global Business Communications

Systems unit offered products in 15 countries. Now it sells

systems in nearly 90 countries and has doubled its sales

outside the United States every year for the past three years.

In 1994 we also devised a way to deliver consumer prod-
ucts efficiently in an international marketplace. Instead of
redesigning devices to meet the technical standards in each

country, we developed the first phone containing new AT&T
integrated circuitry that can be reprogrammed easily to
meet any national standard.

We're also making headway on the services front. Case

in point: We announced plans to form a joint venture
with Grupo Alfa, a leading Mexican business consortium,
to deliver communications services in Mexico. Mexico's
telecommunications market is expected to expand rapidly
as it triples its telephone lines by the year 2000.

ATET Bell [abolatories, ou]
world-rGnowned research arm, churned
out its 25,990th patent during the. year.

That's uirtualfi a patent a ilay since
its inception in 1925.

Bell Labs' Bob
Tkach and Andy
Chraplyvy set a

new world's record
for lightwave trans-
mission, sending
the equivalent of
5 million simulta-
neous phone cal[s
over a single pair
of optical fibers.
That's 100 times
more than any
existing commer-
cial system.

Y ou can launch a company with one good idea, but at

AT&T we understand that long-term success requires
dedication to continual innovation. In our case, that means

constantly searching for new technology and new ways to
make technology more useful to customers.

Bell Labs is a key participant in a research and development

effort to build and test a high-speed optical communications
network that would enable low-cost detrivery of such services

as interactive town meetings and on-line shopping.

But Bell Labs doesn't have a monopoly on innovation at

AT&T. It's something we strive for in the introduction of
every product and service and in the design of every manu-
facturing process or customer service procedure.

It's evident in the AT&T Paradyneu Datapofi@ 2001 modem.

Cited in Popular Science magazine's 1 994 "Best of What's
page 19
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Students traditionally
turn toward a window
when they want a
glimpse oI the outside
world. Fourth-graders at
San Francisco's Bryant
Elementary School turn
to theit ATET Uistiumru
Personal Uideo Systems.

As participants in "Edu-
cation First," a school
networking initiative
sponsored by Pacilic
Bell, they're linked to ll
other Galilornia schools
and the county library.
Thanks to ATET multi-
media technology and
equipment, they can
uideoconlerence and
share inlormation
simullaneously.

This means that when
teacher Uirginia llauis
assigns a book report
on dinosaurs, the local
Iibrarian Gan host an
on-sGreen tour ol the
Iibrary's card catalog
and tantalize them with
lull-color, lull-motion
images ol Tyrannostru-
rus Jex. $oon they'll use
ATET-prouided soltwate
to explore the world-
wide Internet computer
network.

We'ue seen the bene-
lits ol distance learning
in a variety ol ATET-
sponsored proiects
using electronic mail
networks: Physically
disabled Tennessee
teens who can be "iust
kids" when communi-
cating electronically.
Ilatiue American stu-
dents in Montana shar-
ing their Grow heritage
with pecrs in Germany.

Iletworking has the
power to bring down
classroom walls and
open endless possibili-
ties.

New" issue, it splits a single telephone line into two virtual
channels to carry voice and data.

You can even flnd it in services like AT&T l.alking Pack-

age Service. Thanks to a creative application of our voice-
messaging technology, customers can deliver a personal
message, pre-recorded on the Af&T network, to a loved one

along with a birthday gift.
Even when an innovation like the Af&T EO 110 Personal

Communicator doesn't meet our expectations in the market-
place, it yields valuable insights about customers and tech-
nology-insights that form the foundation for the next
generation of innovation.

Our brand power and our experience with
corp.orate alliances serue us well, pltting

u s t 

" I lt','#i'r"rt l,ttitlll, fl fl 3il,[3: 
t n e r s 

-

D apid-flre technological and business developments require

rl us to be flexible and fleet of foot. Sometimes the quickest

and most cost-effective way to respond is to link our expertise

to that of like-minded partners.

Among the many alliances we struck in 1994, several in
particular illustrate the value of such relationships in servirrg

customer needs.

We formed the Versit Partnership with Apple, IBM and

Siemens to better link computer and telephone systems so

people can exchange information and communicate using a

variety of devices.

Building on software from other providers, we launched
AT&T OneVision'* Network Management Solutions. The open-

systems design approach makes it possible for businesses to
manage their phone and data systems as one.

Capitahzing on the burgeoning market for interactive ser-

vices such as movies on demand, in 1994 we also formed a

joint venture with visual-computing innovator Silicon Graphics.

Together we're developing software and equipment for com-
panies interested in providing interactive services to homes

and businesses.

4-"

Network Notessn'

makes Lotus
Development
Corporation's
Lotus Notesti'com-
puter data-sharing
capabilities avail-
able on the AT&T
network. This
means that busi-
nesses like
Egghead Software
can make their
catalogs available
to AI&T network
users, increasing
infbnnation chan-
nels and potential
serles.

Lotus
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llne reason we're confident we can succeed in the global informa-
I ltion age is that we know how to set ambitiou, goll, and make
lUgood 6n them. Our financial results are evidenf on the following
pages. Here are some other goals we set for ourselves and how we
have performed against them. As a result of our progress against these
goals, we begin 1995 in a better position to serve customers and the
communities in which we live and work.

As 1994 began, our toxic air emissions worldwide were 92 percent
lower than when we established our goal in 1987. We also met our
commitment to phase out ozone-depleting chlorofluorocarbon (CFC)
emissions from manufacturing operations - 19 months ahead of
schedule.

We exceeded our goal before 1994, recycling 63
paper (48 million pounds) and reducirrg our use

percent of our waste
of paper by 28 percent.

Communities are

irnproving early
childhood services
thtrnks to an AT&T
Founclation-funded
project that applies
quality principles
honed in business.

Some 35 percent of management employees hired inl994 were women,
and 28 percent, minorities. The representation of these groups in the offi-
cer ranks is also up sharply: 12 percent are now women and nearly 10
percent are minorities.

We surpassed our goal, increasing such purchases by 34 percent while
deriving additional sales and savings benefits from these relationships

In 1994, the AI&T Foundation increased its grants outside the United
States by 66 percent, providing $1.3 million to nonproflt and charitable
groups in the areas of education, health and human services, and the
arts. Worldwide, the Foundation has awarded some $329 million
in grants since its inception in 1984.In addition, the AI&T University
Equipment Donation Program has supplied $287 million inAI&T
computer equipment to colleges and universities since 1984.

20
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The merger ol I|IET and

f,lcGaw is the best and quickest ruay lor the two
Gompanies to take aduantage oI deueloping

opportunities in a dynamic industly.
H

A lliscussion and flnalysis oI Our Besults
and 0perations

The merger was one of the most important events of 1994
for us. Shareowners now own a stronger AT&T with even
better prospects for growth in revenues and earnings. Our
customers will choose from a wider array of services.

Though complete{ the merger remains subject to legal
reviews. In addition, under the terms of a proposed antitrust
consent decree between AI&T and McCaw and the United
States, the operations ofAT&T and McCaw are subject to
several conditions, including keeping McCaw as a separate
business with its own officers and employees. After McCaw
provides equal access connections to other long distance
carriers, McCaw may use the AI&T brand on McCaw's cel-
lular services, andAT&T may jointly marketAT&T's long
distance and McCaw's cellular services, and provide cus-
tomers with a single bill for both. For the most part, these
restrictions merely confirm corlmitments we made when
we announced our merger plans and they do nothing to alter
the fundamental logic or economics of the merger.

Operating now as the wireless unit ofAI&! McCaw is
the leading U.S. provider of wireless communications ser-
vices, which include cellular, messagin g, data transmission
and air-to-ground services. McCaw has cellular operations
in more than 100 cities. In most markets McCaw offers
its services under the brand name Cellular One9 McCaw
also operates the sixth largest U.S. messaging service,
serving more than 700,000 customers, and a digital air-to-
ground telephone service for commercial airlines and
corporate aircraft.

ATET's Strong Financial Perlormance

Accelerating revenue growth in products and services, aided
by effective cost and expense controls, boosted earnings to
another record in 1994. The climate for growth improved
this past yeff because of better economic conditions, and
changes in technology and world trade that spurred demand
for network services as well as new networks. We look for-
ward to continued growth in revenues and earnings in 1995.

Our financial performance was also strong in 1 992 and
1993. Our performance met growth targets despite the less
favorable business and economic environment. In 1993 we
also had to adopt new accounting methods. Because new

rules apply to all IJ.S. companies, we changed our account-
ing for retiree benefits, postemployment benefits and
income taxes. The net $9.6 billion after-tax charge to bring
our financial statements in line with the new accounting
methods caused us to report a net loss for that year. But
those accounting changes do not affect cash flows; they
only change the expenses we report.

In our accounting for retiree benefif,s, we estimate and
book expenses during the years employees are working
and accumulating future benefits. When we used the for-
mer "pay-as-you-go" accounting, we simply booked our
contributions to trust funds for life insurance benefits and
the actual claims for benefits such as health care and tele.
phone concessions as they occurred.

Our accounting for postemployment benefits, includirrg
payments for separations and disabilities, is very similar to
the accounting for retiree benefits. We book expenses for
future separations during the years employees ire working
and accumulating service with the company and for disabil-
ity benefits when the disabilities occur. In the former
accounting metho{ we booked expenses for separations
when we approved them and for disabilities when we made
payments. Compared with 1992, this change increased our
costs and expenses by $301 million in 1993, which reduced
earnings $ 17 | million, or $0. 1 1 per share.

Our accounting for income taxes uses the enacted tax
rates to compute both deferred and current income taxes.
IJsing our former metho4 we held deferred tax assets and
liabilities at their original values even when Congress
changed the tax rates.

Asa
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Reuenue Growth
Percentage Increase in Total Revenues

Over Prior Year

8.3

4.1,
3.4

1992 1993 1994

ln 1994 we achieved
revenue growth that
matches the 8-1O%
annual growth of the
global information
industry as a whole.
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An Oueruiew ol Our Business 0perations
Our main business is meeting the communications and
computing needs of our customers by using networks to
move and manage information. We divide the revenues and
costs of this business into three categories on our income
statement: telecommunications services, products and
systems, and rentals and other services. Af&T Capital
Corporation (AT&T Caprtal) and AT&T Universal Card
Services Corp. (lJniversal Card) are partners with our
communications and computing business units as well as

innovators in the financial services industry. We include
their revenues and costs in a separate category on our
income statement: financial services and leasing.

Competition in communications and computing is
global and increasingly involves multinational firms and
partners from different nations. To increase our global
presence, we are hiring, building facilities and investing
outside the U.S. We believe these commitments of
resources are necess ary to be successful in these markets.
However, the economies of Europe and Japan were very
weak in 1 992 and 1993, and we restructured some
operations in those areas. For these reasons we reported
operating losses, in total, for the past three years in our
units outside the U.S. Nevertheiess, we continue to believe
that these operations and markets provide excellent oppor-
tunities for future growth in revenues and earnings.

A11 our business units face stiff competition. Prices and
technology are under continual pressure. Such market
conditions make the ongoing need for cost controls even
more urgent. Managers must continuously assess their
resource needs and consider further steps to reduce costs,
which could include consolidating facilities, disposing of
assets, reducing workforce or withdrawing from markets.

In 1 993 one of our business units, Af&T Global
Information Solutions Company, offered an early retire-
ment program and a voluntary separation program to its
U.S.-based employees. About 2,200 employees accepted
the early retirement offbr, and the total workforce at
the unit has declined by more than l0% since year-end
1993. We also provided reserves in 1993 to restructure
and centralize support services for telecommunications
services and for other restructuring activities. In total
we provided $498 million before taxes in 1993 for restruc-
turing activities.

At year-end 1994 reserves for all restructuring activities
amounted to about $900 million, most of which relates to
net lease payments to be made over the life of the related
leases. We believe the balance of reserves is adequate for
the completion of planned activities to improve efficiency

To .o*plete the merger, McCaw's owners
exchanged their McCaw stock for 191 .5 mil-
lion shares of newly issuedAT&T stock. At
the market closing price for AT&T stock on
September 19, the official day of the merger,

as part of our commitment to meet intense competition.
Like other manufacturers, we use, dispose of and clean

up substances that are regulated under environmental
protection laws. We also have been named a potentially
responsible party (PRP) at anumber of Superfund sites. At
most of these sites, our share is very limited and there are

other PRPs who can be expected to contribute to the
cleanup costs. We review potential cleanup costs and costs
of compliance with environmental laws and regulations
regularly. Using engineering estimates of total cleanup
costs, we estimate our potential liability for all currently
and previously owned properties where some cleanup may
be required includirrg each Superfund site where we are

named a PRP. We provide reserves for these potential costs
and regularly review the adequacy of our reserves. In addi-
tion, we forecast our expenses and capital expenditures for
existing and planned compliance programs as part of our
regular corporate planning process. Despite these proce-
dures, it is very difficult to estimate the future impact of
actions regarding environmental matters, including poten-
tial liabilities. However, we believe that cleanup costs and
costs related to environmental proceedings and ongoing
compliance with present laws will not have a material
effect on our future expenditures, annual consolidated
financial statements or competitive position beyond that
provided for at year-end.

Many of our employees are represented by unions. In
1995 we will negotiate new labor agreements because the
1992 contracts are due to expire on May 27 .

Telecommunications $eruices
These revenues, which include wireless services rev-
enues, grew 4.3% in 1 994 and 1.6% in I 993. Volume
growth, caused by market share gains among residential
customers, strong demand from business customers, new
cellular customers and the improved economy, fueled the
faster growth in 1 994.

Wireless services revenues, including cellular, messaging
and air-to-ground services revenues, grew to $2,280 mil-
lion in 1 994 from $ 1,760 million in 1993 and $ 1,387 mil-
lion in 1992, primarily because of the added traffic coming
from new customers. Cellular customers served by
companies in which AT&T has or shares a controlling
interest increased to 4.0 million atyear-end 1994, from
3.0 million at the end of 1993 and 2.2 mrllion at the end
of 1992.

Billed minutes for switched long distance services rose
more than 7 .5% in 1 994 compared with 5.5% in 1 993.
Volume growth exceeds revenue growth because many
customers are selecting higher-value, lower-priced

that exchange was worth about $ 1 1.5 billion.
We accounted for the merger as a pooling

of interests. That means we combined the

financial statements for the two companies.

We did, however, take out the business

between the companies just as we remove
dealings between other AI&T units. Now
all our financial information shows com-
bined amounts as if we had always been

one company.

Beporting on the Mergel
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Eleuen-Year $ummary ol
Selected Financial llata

Dollars in millions (except per share amounts)

1994

(unaudited)
AT&T Corp. and Subsidiaries

2,924 3,114 2,935 3,099 2,ggg
6,628 1,570 5,622 4,931 (2,3 81)

t993* t992 t991* 1990 1989 1988* 1987 1986* 1985 1984

$7s,094 $69,35r $66,647 $64,45s $63,228 $61,604 $62,067 $60,726 $61,97s $63,159 $60,326

Results of Operations
Total revenues
Research and

development expenses

Operating income (loss)
Income (loss) before extraordinary

item and cumulative effects
of accounting changes

Net income (loss)
Earnings (loss) per common share

before extraordinary item
and cumulative effects
of accounting changes

Earnings (loss) per
common share

Dividends declared per
common share

Assets and Capital
Property, plant and

equipment-net
Total assets

Long-term debt including
capital leases

Common shareowners'
equity

Net capital expenditures

Other lnformation
Operating income (loss)

as a percentage of

$22,035 $21,015
79,262 69,393

l7 ,921 13,37 4

4,853 4,296

$20,798 $ 19,887
66,104 62,071

20,313 ll ,9l3
4,328 4,37 6

3,110 3,1 1 1

8,030 6,568

4r710
4,710

3,702 3,442
(5,906) 3,442

3.01

3.01.

1,32

2.39

(3.82)

t.32

2.27

2.27

t.32

fit
t7t

0.12

0.t2

t.32

3,415
3,666

2.38

2.51

r.32

2,920
2,920

1.95

I .95

t.20

( l .06)

( 1 .06)

1.20

r .61

1 .61

t.20

609
434

0.3 6

0.24

t.20

2,521

t.2l

r.2t

1.20

(t,521)
(1,527)

562

8s6
8s6

3,

t4
74

2,3

2,3

2,810 2,599
4,164 9l8

2,417
2,825

1,7 12

1,7 12

1.t4

t.t4

r.20

$22,1 80

43,461

15,852

3,685

11,358 11,802 14,166 t3,682 14,579 10,116 10,172 9,060 8,234 8,104 8,963

$ 19,536 $ 17,653 $ 16,896 $22,159 522,247 $23,192
5l ,036 45,228 41,945 45,593 44,305 44,924

l7 ,928 15,721 13,694 16,913 l5,g4g 16,945
4,369 4,162 4,529 3,936 3,917 4,303

revenues 10.7o/o 9.5o/o 1.0.0% 2.4% 8.9% 8.0%
Net income (loss) as a

percentage of revenues 6.30/o (8.5)% 5.2% 0.3% 5.8% 4.6%
Return on average

common equiry 29.5o/o (41 .l)% 77.60/o 0.9% 21.2% 19.1%
Data at year-end:
Stockpricepershare $50.25 $52.50 $51.00 $39.125 $30.125 $45.50
Book value per common

share $11.42 $ 8.65 $13.31 S12.05 $12.33 $10.92
Debtratio 58.3% 64.4% 53.1% 54.8% 53.5% 45.0%
Debt ratio excluding

financial services 34.lyo 49.1% 40.8% 46.0% 47.6% 39.3%
Employees 304,500 317,700 319,000 322,300 333,400 343,000

* 1993 data reflect a $9.6 billion net charge for three accounting changes.

l99l data reflect $4.5 billion of business restructuing md other chmges.

1988 data reflect a $6.7 billion chrge due to accelerated digitization ofthe long distmce network.
1986 data reflect $3.2 billion ofcharges for business restructuring, an accomting change and other items.

(3.8)% 6.e% t.6% s.6%

(2.s)% 3.e% 0.7% 2.9%

(8.9)% r4.3% 2.0% t0.6%

$28.7s $27.00 $2s.00 $2s.00

$9.s7 $11.87 $11.04 $11.73
4s.8% 38.4% 39.6% 39.9%

42.2% 3s.2% 37.6% 38.4%
367,400 366,200 379,900 400,400

4.7%

2.8%

t0.4%

$ 19.s0

$11.19
42.0%

4t.7%
427,800
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services made possible by our increasing efficiency.
Although we raised prices on basic services over the past
two years, the shift in the mix of services that customers
selected reduced averuge per-minute revenues in 1994
and 1993.

AT&T True USA"" Savings andAT&T True Rewards'-
offer savings and other benefits to residential customers
based on their calling volumes. We also rolled out AT&T
TTueVoice@ service , apatented technology to improve the
sound quality on calls placed within the continental U.S.
and Canada. Other offers and calling plans no\M share this
theme of offering customers true value. These efforts
helped us retain and win back residential customers in
1994, allowing us to recapture some market share for the
first time since the breakup of the Bell System in 1984.

We expect continuing strong volume growth in 1995,
leading to further growth in telecommunications services
revenues. Several of our initiatives will enhance fufure
network capabilities for communications and computing.
For example, since late 1994, Network Notes'* has enabled
customers to access applications and information hosted
on the AT&T network that are oompatible with the popular
Notes groupware software from Lotus Development Corp.
Beginning in 1995, Netware Connect'- services, based on
popular networking software from Novell, Inc., will enable
users to link computers or use computer-based services
through the AT&T network. Through our relationship with
Xerox Corp., users will be able to store and transmit high-
quality production documents through our network. Our
WorldWorx'* service, developed in cooperation with
several major equipment vendors, will permit interactive,
multipoint video and data calls. Customers using our
Personalink'- service may program "intelligent agents"
to sort through, retrieve and monitor desired information
on networks.

Total cost of telecommunications services declined both
years despite higher volumes, in partbecause of reduced
prices for connecting customers through local networks. In
addition, we improved our efficiency in network operations,

Gompetition is changing.
Ar *. look ahead along with growing oppor-
tunities, we see more direct competition for
AT&T coming from local telephone, long
distance, cable television, wireless and other
companies that offer network services.AT&I
as a supplier of networking systems, services
and products, will be a supplier as well as a

customer and competitor of these firms. There
may also be other entrants from the communi-
cations and information services industries,
such as providers of information systems, who
will offer basic or integrated services.

Customers and competitors - present and

future - are making acquisitions, merging, and

forming joint ventures and alliances to expand
their geographic reach, enter new markets

engineering and operator services. With lower costs and
higher revenues, the gross margin percentage rose to 41.8%
in 1994 from 39.0% in 1993 and 37 .2% in 1992.

Products and Systems
Expansion abroad and into new customer segments,
improved global economic conditions and major contract
wins raised sales by 18.1% rn 1994 and 8.1% in 1993
despite stiffprice competition. Sales outside the U.S. grew at
a faster rate than U.S. sales and were responsible for more
than half the growth both years. We expect sales under major
contracts and the continuing economic recovery outside the
U.S. in 1995 to pave the way for further growth in revenues.

t994 $ources oI Bevenue
As Percentages of Total Revenues

Markets and competi-
tion in the information
industry are increasingly
global in scope. Some of
the fastest growing mar-
kets are outside the U.S.

International Revenues
From operations located
in other countries

I nternatlonal Revenues
From U.S. operations
(international telecommun-
ications services, and
exports)

U.S. Revenues

toN I

r,SU, I

and gain scale. Some of the largest cable TV
companies, such as Tele-Communications Inc.
(TCI) and Time Warner Inc., are clustering
cable systems. Cables have more capacity than
current phone lines, suiting them for multi-
media use. Bell Atlantic Corporation, Nynex
Corporation, U S West, Inc. and Airtouch
Communications Corp. formed an alliance
of their cellular operations to gain a national
presence and bid against AI&T and others for
radio licenses to provide personal commu-
nications services. These licenses are being
auctioned by the Federal Communications
Commission to get as many as seven wireless

competitors in each territory. Sprint Corpora-
tion (Sprint), which already competes in local
phone service, long distance and cellular

Revenues from sales of telecomnlunications network
products and systems grew 17.3% in 1994 and 8.5% in
1993. The 1994 increase reflected higher sales across this
product line, particularly in switching and transmission
systems and wireless products. About 5243 million of
switching revenues in 1 994 came from consolidating
A.G. Communication Systems Corporation because Af&T
raised its ownership to 80%. The 1993 increase came chiefly
from higher sales of wireless products, switching equipment
and operations systems. For the last two years, sales grew
both inside and outside the ILS.

markets, is forming a joint venture with cable
companies TCI, Comcast Corp. and Cox
Enterprises, Inc. to expand its presence in
both local and wireless markets.

Several bills were introduced in Congress
last year which would have accelerated com-
petition for local access and phone services
and permitted the Regional Bell Operating
Companies (RBOCs) to offer long distance
services under certain conditions. Although
none of these bills was enacted, several key
members of Congress have introduced or
announced plans to introduce new bills during
1995 that would permit competition in local
services and set conditions under which the
RBOCs would be perrnitted to offer long dis-
tance services and manufactttre equipment.
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Products and Systems

Dollars in millions 1994 1993 1992

Telecommunications network
products and systems $ 91785 $ 8,345 $ 7,691

Computer products and systems 41208 3,470 3,358
Communications products

and systems 41494 3,692 3,279
Microelectronics products,

special-design products for

"ILS- 
g*.*-."t,r 

?-'.-11
Products and systems $21,161 $I7,925 $16,579

Gross margin percentage 37.3o/o 38.8% 39.8%

;**,,
machines and point-of-sale equipment, and business forms.

AT&T was selected for several large projects for net-
work products and systems over the past two years that
we believe will lead to many sales opportunities in the
years ahead. Pacific Bell and Bell Atlantic Corporation
chose AT&T as the major equipment supplier and systems
integrator for planned multimedia networks. These two
proj ects alone could generate up to $ 1 0 billion in reven-
ues for AT&T over the next seven years. AT&T was also
awarded major contracts by other lJ.S. telephone and cable
companies, including Southern New England Telephone
Corp. and Time Warner, Inc. Outside the Il.S., AT&T won
a $4 billion contract with Saudi Arabia and signed a long-
term system support agreement, worth about $500 million
over five years, with China's Guangdong province govern-
ment agencies.

Revenues from sales of computer products and systems
grew 2l .3oh rn 1994 and 3.3% in 1 993. The growth came
mainly from higher IJ.S. sales of workstations, automated
teller machines, and mid-range and high-end systems for
enterprise-wide computing. Price competition for this
product line is very fierce, particularly for personal com-
puters, so revenue growth has lagged behind the gains in
volumes. We changed the end of the fiscal year for certain

operations located outside the u.S. to December from
November in 1 994 to report essentially all of our opera-
tions on a calendar year. This added $223 million in rev-
enues and amarginal loss in income in 1994. About $113
million of these revenues were from sales of computer
products and systems.

Revenues from sales of communications products and
systems rose 2l .7% in 1 994 and 12.6% in 1 993. More than
half this growth in both years came from higher sales of
business communications products and systems. We also
had higher sales of consumer communications products-
particularly cellular phones-submarine cables and data
communications equipment. AT&T Submarine Systems,
Inc. and apartner were awarded a $1 .2blllion contract to
supply and construct the 17,000-mile Fiber Optic Link
Around the Globe (FLAG) cable system. This system is
scheduled to be completed during 1997. We will manage
the entire marine installation and also supply network
management equipment.

In total, revenues from sales of microelectronics prod-
ucts, special-design products for the federal government,
and other products and systems grew 10.6% in 1 994 and
1 .4% in 1993. Growth in both years came mainly from
higher sales of microelectronics components and po\Mer sys-
tems to equipment manufacturers outside the u.S. Sales of
media and business forms rose slightly in 1994, but were
steady in 1993. Because of reduced defense spending by the
lLS. government, sales of special-design products, such as

secure phones, declined both years.
We sold several smaller operating units in 1 994 and

arranged to sell NCR Microelectronics and are negotiating
to sell a copper cable unit in early 1995. These sales will
reduce our revenues, as well as our costs and expenses, by
about $ 1 billion ayear. Most of the revenues related to
product sales, about half in the microelectronics products
category.

The increase in cost of products and systems is mainly
associated with the higher sales volumes both years. The
declining gross margin percentage reflects pricing pres-
sures and a changing product sales mix.

Some of the RBOCs are also seeking this same
kind of permission through the courts. They
requested relief from the decree that broke up
the Bell System - the Modification of Final
Judgment of 1982 - including provisions that
bar the RBOCs from offering long distance
services and manufacturing equipment. We
believe the RBOCs must face real competition
for their local business before getting the per-
mission they seek. Absent local competition
they could use their bottleneck control over
connections to customers to disadvantage
competitors.

It is not possible to predict the timing,
course and circumstances of changes that
may come from technology, new alliances,
regulation and legislation. We set a high
priority on anticipating these changes and
positioning AT&T for future success. How-
ever, depending on their exact nature and

timing, such changes could affect our future
revenues and earnings adversely.

Gompetition will be global, as
legal monopolies disappear in
other countries.
Mexico will open to competition beginning in
late 1996. We are working with Grupo Alfa to
plan a joint venture to compete there. Other u.S.
companies - including MCI Communications
Corp. (MCI), Sprint and GTE, Corporation -
have or plan alliances with Mexican companies
to compete in telecommunications services.

The European Union is scheduled to be

open fully to competition beginning in 1998,

but some changes are coming sooner. At year-
end I 994 we were granted a license to provide
switched voice and data services and private
lines within the United Kingdom (U.K.) and to
resell services between the U.K. and other

countries. To better serve multinational busi-
nesses in Europe, we plan a joint venfure with
the lJnisource consortium founded by PTT
Telecom Netherlands, Swiss Telecom PTT and
Telia of Sweden. Telef6nica de E,spafla will
also become a member. The new joint venture
would then replace Unisource as the European
partner in the AT&Tsponsored WorldPartners
seamless global services alliance begun in
1993. British Telecommunications plc (BT)
took a 20o/o stake in MCI in 1994, and they
jointly formed a venture to compete in this
same market sector.

Germany s Deutsche Telekom AG and
France Telecom each seek approval to buy a
10% stake in Sprint, securing entry to the LJ.S.

market similar to that of BT. We oppose their
plans because the French and German tele-
communications services markets rernain
fundamentally closed.
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Rentals and Other Service$

These revenues grew the last three years. The growth in
1994 came mainly from communications equipment main-
tenance contracts and professional services for computer
products and systems. In 1993 we saw higher revenues
from newer telecommunications services, such as network
management and satellite services, which individually
generate small revenue streams. In both years these
increases more than offset the continuing, expected
decline in communications equipment rentals.

Rentals and Other Services

Dollars in millions 1994 1993 1992

Revenues

Computer products and systems $2,818 $2,641 $2 ,7 42

Communications products and

systems rentals 955 l,l7 4 7 ,409
Communications products and

systems services 1,680 I ,457 1,37 5

Other* 1,938 2,021 1,680

Rentals and other services $7,391 57,299 $7,206

Gross margin percentage 50.9o/o 51.2% 533%

*"Other" is composed principally of global messaging and electronic mail services,
telemarketing services, information technology services and facility rentals.

The shift in revenue mix from rentals to lower-margin
services reduced the gross margin percentage. Also, provi-
sions for business restructuring added $90 million to cost
of rentals and other services in 1993 .

Financial $eruices and [easing

These revenues rose 24.5% in 1 994 and 32.2% in 1 993.
Both Universal Card and AT&T Capttal contributed to the
growth by profitably expandirg their portfolios of earning
assets. We expect continuing growth in these revenues,
earnings and assets in 1995.

Financial Services and Leasing

In millions

Revenues

AT&T Capital
Universal Card

E,liminations, adj ustments

and other*

Financial services and leasing

Gross margin percentage

Universal Card Information:
Finance receivables

Accounts

*"Other" is composed principally of revenues from certain lease finance assets AT&T
retained when AT&T Capital was reorganized.

lJniversal Card rose to fourth in its industry in 1994
measured by cardmember receivables. During the year it
began its Something Extra'* program, which offers cus-
tomers rewards for outstanding balances as well as new
purchases. Other promotions have convinced customers to
transfer balances from the credit card accounts held with

competitors. These programs and our highly regarded
customer service contributed to the 3 5 .2% increase in
outstanding cardholder receivables in 1 994 and 38.6%
increase in 1993. We set reserves for losses based on expe-
rience and the future outlook for the economy.

AT&T Capttal completed an initial public offering of its
common stock in August 1993, emerging as the largest pub-
licly owned equipment leasing and financing company in
the LLS. AT&T still owns about 86% of the stock, so Af&T
Capital is still fully consolidated in our financial state-
ments. AT&T Capital limits its exposure to credit risks by
diversifyirg its business across customers, geographic
locations and lease maturities. It determines its allowance
for credit losses by analyzit.g previous experience on loss-
es, current delinquencies, and present and future economic
conditions. We unconditionally guaranteed all ofAf &LT

Capital's debt outstanding at the end of March 1 993. Since
then, all AT&T Capital debt has been issued using its own
credit. This change makes AT&T Capital financially inde-
pendent and permits us to focus on the financing needs of
our main business.

The growth in cost of financial services and leasing over
the last two years is associated mostly with the growth in
financirg activity. The improved gross margin percentage
in 1993 mainly reflects the maturation of the credit card
receivables portfolio. Lower interest rates in 1993 also
contributed to the margin improvement that year, but rising
interest rates in 1 994 narrowed our margins.

By 1995 we must change our accounting on loans to
customers. Under new rules we must compute the present
value of principal and interest payments for troubled loans
that may not be fully repaid. Our current methods do not
require present value calculations, but we do not expect
this change to affect our costs materially.

0perating Expenses

S elling, general and administrative expenses increased
8.9% in 1 994 and 8.0% in I 993, largely because of spend-
ing fbr advertising and promotions, and for sales and sales

support activities. We focused particularly on retaining and
winning back residential customers of telecommunications
services and acquiring new cellular customers. We expect
marketing expenses will continue to grow because of
competitive conditions. The 1993 total also includes $373
million in provisions for business restructuring activities,
and the 1 994 total includes $246 million of expenses
related to the merger ofAf&T and McCaw.

Research and development expenses were level in 1994
but increased 6 .4% in 1 993. The higher spending of the
last two years was mainly for work on cellular technology,
advanced communications services and devices, and proj-
ects aimed at international growth.

0ther lncome $tatement ltems

0 ther income - net depends mostly on our cash balance,
investments and joint ventures, and sales of assets. We also
deducted dividends on preferred stock of a subsidiary in
other income before we redeemed this stock in mid-L994.

1994 1993 t992

s1,384 $1,360 $1,266
1,782 1,228 83 I

(4e) (84) (203)

$3,117 $2,504 $1,894

31.0o/o 31.7% 30.8%

$12,390 $ 9,154 $ 6,606
15.1 11.7 10.3

26



Interest income declined over the past two years, and in
1993 we saw a decline in income related to investments
and joint ventures. Material pretax gains and losses also
affected other income - net:
o In 1 994 there were no material transactions. Asset sales

and various other immaterial gains more than offset
losses from the shutdown of E,O Inc. and the uninsured
portion of a lost telecommunications satellite.

o In 1993 we had a $21 7 million gain when we exchanged
our remainirrg 17% interest in LINIX System Labora-
tories, Inc. for stock in Novell, Inc.

o Because of declines in its market value, we wrote down
our investment in Compagnie Industriali Riunite S.p.A.
by $68 million in 1992. We sold our remaini.tg interest
in that investment in 1993 for a slight gain.

Interest expense declined over the past two years
because of benefits from refinancing long-term debt at
favorable rates. Reduced requirements for contingent
liabilities also contributed about half the decline in 1 993 

"

The provisions for income taxes increased the past two
years mainly because of higher "book income," that is, the
income before income taxes and cumulative effects of
accounting changes. The effective tax rate declined to
31 .3o/o in 1994, from 38.3o/o rn 1993 and 39.0% in 1992,
due to credits for foreign tax payments and the effect on
deferred taxes from redeemirg preferred stock. These
benefits were somewhat offset by the nondeductibility of
some merger-related expenses.

Congress increased the federal statutory tax rate to 3 5%
in August 1 993 and made the change retroactive to Janu ary
1 , 1993. We recognrzed a 523 million benefit from adjust-
ing our net deferred tax assets for the new rate. However,
this benefit was more than offset by the increase in income
taxes due to the new rate.

Total Assets, Working Gapital and [iquidity
We raised our cash balance in 1994 so we could act
quickly on new opportunities outside the tl.S. and because
of some pendirg reinvestments in projects. However, we
continue to target a cash balance of about $800 million.
The higher cash balance as well as higher inventories and
receivables, which are primarily associated with the growth
in revenues, boosted net working capital to $6.7 billion at
the end of 1 994 from $4.3 billion at the end of 1 993.

We turned over our inventory 3.4 times in 1994, the
same turnover rate as 1993. Accounts receivable for our
communications and computing business were outstand-
ing an average of 5 6.4 days in 1994, about the same as
in 1993.

Net property, plant and equipment and net licensing
costs rose because of normal purchasing activity.

A 52%-owned subsidiary of McCaw, LIN Broadcasting
Corporation (LIN), exchanged its investment in the A
Block Philadelphia cellular system fbr all the outstanding
redeemable preferred stock of one of its subsidiaries. In
addition, AT&T sold its remaining 20% interest in Italtel
S.p.A back to STET S.p.A., the Italian government's
telecommunications holding company. These transactions
led to a decline in investments during the year.

We also changed the way we report and account
for investments in equity securities that have readily
determinable fair values and in all debt securities.
Starting in 1994 we account for the fair values of
these securities rather than our original investment.
This change did not affect our earnings or financial
position materially.

The fair value of our pension plan assets is greater than
our projected pension obligations. We record pension
income when our expected return on plan assets plus
amortization of the transition asset (created by our 1986
adoption of the current standard for pension accounting)
is greater than the interest cost on our projected benefit
obligation plus service cost for the year. Consequently,
we had pension income that added to our prepaid pension
costs in 1994.

The increase in other assets mainly reflects the advanced
purchase of rewards, such as frequent flyer miles and mer-
chandise certificates to be given to consumers who earn
sufficient points to claim them under our calling plans. At
the same time, we accrued a liability for the unredeemed
points earned under our calling plans, which led to higher
other current liabilities.

Higher accounts payable and payroll and benefit-related
liabilities are mainly due to increases in the associated
expenses and benefit costs.

We issued more debt in 1994, mainly short-term financ-
irg, for financial services and for higher inventories and
receivables.

Contributions to trusts for retiree benefits led to the
decline in related liabilities. We redeemed all of LIN's
outstanding preferred stock, which increased additional
paid-in capital and minority interests.

Operatirrg cash flows increased in 1994 mainly because
of higher income. The decline in 1993 was mainly due to
working capital requirements such as inventories and
accounts receivable. For the three years operating cash
flows covered our additions to property, plant and equip-
ment and dividend payments. We expect operating cash
flows to continue covering usual capital expenditures and
dividends in 1995. However, as discussed in the next sec-
tion, we may have broader capital requirements in 1995
which may require additional external financirg.

lnuesting Actiuities
Dlost of our capital expenditures support telecommunica-
tions network services, providing foigrowth in traffic, mod-
erntzation and enhanced reliability. Other capital additions
include the equipment and facilities used in leasing opera-
tions, manufacturing, and research and development. We
expect our net capital expenditures to continue rising in 1995.

We plan substantial investments to expand and enhance
our cellular network in 1995. We are also bidding on
broad-band personal communication services (PCS) radio
licenses to provide wireless telephone service in 30 of 51
major tradirg areas in the Il.S. The Federal Communica-
tions Commission (FCC) auction began on December 5,
1994. It is not possible to predict the outcome of the auc-
tion or the amounts successful bidders will be required to
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pay in order to win licenses as about 30 companies have
made deposits and are eligible for bidding. In the event
AT&T is successful in obtaining one or more licenses,
substantial expenditures could be required for the licenses
and for constructing associated systems.

Under an agreement between McCaw and LIN, a
process, using third pafiy appratsers, began on January 1,

1995 to determine the private market value per share of
LIN. The private rnarket value is the price per share,
including control premium, that an unrelated third party
would pay if it were to acquire all the outstanding shares of
LIN, includir,.g the shares held by McCaw, in an arm's-
length transaction and assumir,g LIN was being sold in a
manner designed to attract all possible participants and to
maximize shareholder value. After the price is determined
McCaw will have 45 days to decide whether to proceed
with the acquisition of all the public shares at that price,
subject to the approval of the LIN public shareholders.
AT&T and McCaw have not made any decision as to
rnhether McCaw should proceed with an acquisition of the
LIN public shares. If the private market price is set at a
level that AT&T and McCaw believe is reasonable, Af&T
and McCaw expect that McCaw would seek to proceed
with an acquisition. Any such acquisition would involve a

substantial capital expenditure. If the private market price
is set at a level that AT&T and McCaw believe is not rea-
sonable, AT&T and McCaw expect that McCaw would not
proceed with an aequisition. If McCaw does not proceed
with an acquisition, the agreement provides that McCaw
will put LIN in its entirety up for sale under the direction
of the LIN independent directors.

In 1994 we agreed to acquire Alascom, one ofAlaska's
long distance companies, for $290 million. This agreement
is subject to approval by the Alaska Public lJtilities
Commission and the FCC.

We also plan substantial expenditures to increase our
presence outside the U.S. in 1995. For example, we signed
a memorandum of understanding in 1994 with Grupo Alfa,
a leading Mexican company, to explore the feasibility of a
joint venture to compete in telecommunications services in
Mexico when the market is opened to competition begin-
ning in late 1996. The capital requirernents of such a joint
venture are not currently known, but we estimate that as

much as $ 1 billion of capital might be required over a
4- to 6-year period. Our share of the joint venture would
be 49o/o. We also signed an agreement in principle with
IJnisource, a consortium of European telecommunications
companies, to form a joint venture to compete in Europe,
meeting the communications needs of multinational busi-
ness customers. Our ownership of the venture woutrd be
40%. At the formation, the venture would have $200 mil-
lion of assets, but these assets and our investment would be
iikely to grow.

We also signed a broad set of business agreements in
1994 with the People's Republic of China to provide tech-
nologies, products and services to moderntze its telecom-
munications infrastructure. Those agreements call for us to
invest more than $ 150 million over two years.

Our investments in finance receivables, particularly
credit card receivables, are required to support further
growth in revenues and earnings from our financial ser-
vices businesses.

Financing Actiuities and Gapitalization

G apital requirements due to the growth of our financial
services and leasing business will continue to grow in 1 995.

Much of the financirg activity shown on our cash flows
statement relates to refinancing activities. For example,
in 1 992 and 1993 we took advantage of favorable levels of
interest rates to extend debt maturities by refinancing a

substantial amount of long-term debt. In 1994 we refi-
nanced McCaw's debt.

In the normal course of our business, we use certain
derivative financial instruments, mainly interest rate con-
tracts and foreign currency exchange rate contracts for
purposes other than trading. The interest rate contracts
allow us to limit the effects of changing interest rates and
protect our margins on existing transactions. The foreign
currency contracts and options allow us to manage our
exposure to changing currency exchange rates. We design
our credit policies to limit the risks of dealing with other
parties to these instruments. In our view, the risks to AT&T
from our use of these derivative financial instruments are
small and our benefits include more stable earnings in
periods when interest rates or currency exchange rates
are changing.

For the past three years we have issued ner,v shares of
common stock in our shareowner and employee plans. The
dilution in earnings per share from these new issuances was
not material.

We sell equity interests in AT&T subsidiaries only when
opportunities or circumstances warrant. We have no cur-
rent plans to sell material interests in subsidiaries.

The ratio of total debt and preferred stock to total capital
(total debt, preferred stock and equity) declined to 58.3o/o at
December 31,1994, compared with 64"4% at Decernber 31

1993, primarily because of higher equity from 1994 earn-
ings. Excluding financial services and leasing operations,
the debt ratio declined to 34.1a/o at December 31, 1994,
compared with 49.1o/o at December 3 1, I 993.

llebt to Equity Analysis Most of AT&T's debt
supports our financial
services. Our long-term
goal is a 30% debt ratio
for AT&T excluding
financial services. We

are currently above that
ratio because of McCaw's
capital structure and our
heavy investment program
to take advantage of
current opportunities
and build a stronger AT&T
for the future. Accounting
changes reduced our
equity in 1993.

il o"rt
Equity

45

A'I&T Consolidated and
AT&T Excluding Financial Services

In Billions of Dollars

AT&T

53.L% 40.8Y0 64.4Y0 49.lYo 58.3% 34.lTo Debt Ratio

L992 1993 L994

AT&T
Consolidated

30

0

Excluding
Financial
Services

15
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Report ol Management

Management is responsible for the preparation, integrity
and obj ectivity of the financial statements and all other
financial information included in this report. Management
is also responsible for maintaining a system of internal
controls as a fundamental requirement for the operational
and financial integrity of results.

The financial statements, which reflect the consolidated
accounts of Af&T and subsidiaries, and other financial
information shown were prepared in conformity with gen-
erally accepted accounting principles. E,stimates included
in the financial statements were based on judgments of
qualified personnel.

To maintain its system of internal controls, manage-
ment carefully selects key personnel and establishes the
organizational structure to provide an appropriate division
of responsibility. We believe it is essential to conduct busi-
ness affairs in accordance with the highest ethical stand-
ards as set forth in the AT&T Code of Conduct. These
guidelines and other informational programs are designed
and used to ensure that policies, standards and managerial
authorities are understood throughout the org amzatron.
Our internal auditors monitor compliance with the system
of internal controls by means of an annual plan of internal
audits. On an ongoing basis, the system of internal con-
trols is reviewed, evaluated and revised as necessary in
light of the results of constant management oversight,
internal and independent audits, changes in AT&T's busi-
ness anC other conditions.

Management believes that the system of internal con-
trols, taken as a whole, provides reasonable assurance that
( 1) financial records are adequate and can be relied upon
to permit the preparation of financial statements in con-
formity with generally accepted accounting principles,
and (2) access to assets occurs only in accordance wlth
management's authorizations.

The Audit Committee of the Board of Directors, which
is composed of directors who are not employees, meets
periodically with management, the internal auditors and
the independent auditors to review the manner in which
these groups of individuals are performing their responsi-
bilities and to carry out the Audit Committee's oversight
role with respect to auditing, internal controls and finan-
cial reporting matters. Periodically, both the internal
auditors and the independent auditors meet privately with
the Audit Committee. These auditors also have access

to the Audit Committee and its individual members at

any time.

The financial statements in this annual report have
been audited by Coopers & Lybrand, L.L.P., Independent
Auditors. Their audits were conducted in accordance with
generally accepted auditing standards and include consid-
eration of the internal control structure and selective tests
of transactions. Their report follows.

,ffi4" -?tL
Richard W. Miller
Executive Vice President,
Chief Financial Officer

Robert E,. Allen
Chairman of the Board,
Chief Executive Officer

Beport ol lndependent Auditors

To the Shareowners ofAT&T Corp.:
We have audited the consolidated balance sheets of

AT&T Corp. and subsidiaries (AT&T) at December 31,
1991and 1993, and the related consolidated statements of
income and cash flows for the years ended December 31,
1994,1993 and 1992. These financial statements are the
responsibility of Af&T's management. Our responsibility
is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of
material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclo-
sures in the financial statements. An audit also includes
assessing the accounting principles used and significant
estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the con-
solidated financial position of AT&T at December 31,
1994 and 1993, and the consolidated results of their opera-
tions and their cash flows for the years ended December
3 1, 1994, 1993 and 1992, in conformity with generally
accepted accounting principles.

As discussed in Not e 2 to the financial statements,
in 1 993 AT&T changed its methods of accounting for
postretirement benefits, postemployment benefits and
income taxes.

C,.*yr.,* 4 Lr//3"--/ Lt f
130 1 Avenue of the Americas
New York, New York
January 24, 1995
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Gonsolidated Statements
ol lncome

AT&T Corp. and Subsidiaries, Years Ended December 3l

Dollars in millions (except per share amounts)

Sales and Revenues
Telecommunications service s

Products and systems

Rentals and other services

Financial services and leasing

Total revenues

Costs
Telecommunications service s

Access and other interconnection costs

Other costs

Total telecommunications services

Products and systems

Rentals and other services

Financial services and leasing

Total costs

Gross margin

Operating Expenses
Selling, general and administrative expenses

Research and development expenses

Total operating expenses

Operating income
Other income - net

Loss on sale of stock by subsidiary
Interest expense

Income before income taxes and cumulative effects of
accounting changes

Provision for income taxes

Income before cumulative effects of accounting changes

Cumulative effects on prior years of changes in accounting for:
Postretirement benefits (net of income tax benefit of $4,294)
Postemployment benefits (net of income tax benefit of $68 1)

Income taxes

Cumulative effects of accounting changes

Net Income (Loss)

Weighted average common shares outstanding (millions)

Per Gommon Share:
Income before cumulative effects of accounting changes

Cumulative effects of accounting changes

Net Income (Loss)

The notes on pages 33 through 43 are an integral part of the consolidated financial statements.

1994

s43,425
2l,16l
7,391

3,117

7 5,094

17,797

7,466

25,263

13,273

3,629
2,152

44,317

30,777

19,637

3,1l0

22,7 47

9,030

236

748

7,518

2,808

4,710

$ 4,710

1,561

$ 3.01

s 3.01

t993

$41 ,623
17,925

1,299

2,504

69,351

17,ll2
1,623

25,395

10,966

3,563

l,l ll
4l ,635

2l ,7 16

18,037

3,111

21,148

6,5 68

476

9

1,032

6,003

2,301

3,102

(7 ,023)
( 1,1 2g)
(1,457)

(9,608)

$ (5,906)

1,547

$ 2.39
(6.2t)

$ (3.82)

1992

$40,968
16 ,519
7,206

1,894

66,641

I 8,1 86

I ,553

25 ,l39
9,916

3,366

1,3 l0

40,391

26,256

16,7 04

2,924

19,628

6,628
163

1.153

5,63 8

2,196

3,442

$ 3,442

1,5 l9

$ 2.21

30

$ 2.21



Gonsolidated
Balance Sheets

AT&T Corp. and Subsidiaries at December 31

Dollars in millions (except per share amount)

Assets
Cash and temporary cash investments
Receivables, less allowances of $ 1,251 and $ 1,040

Accounts receivable

Finance receivables

Inventories

Deferred income taxes

Other current assets

Total current assets

Property, plant and equipment - net
Licensing costs - net
Investments

Finance receivables

Prepaid pension costs

Other assets

Total assets

Liabilities and Deferred Gredits
Accounts payable

Payroll and benefit-related liabilities
Postretirement and postemployment benefit liabilities
Debt maturing within one year
Dividends payable

Other current liabilities

Total current liabilities

Long-term debt including capital leases

Postretirement and postemployment benefit liabilities
Other liabilities
Deferred income taxes

Unamo rttzed investment tax credits
Other deferred credits

Total liabilities and deferred credits

Minority interests
Redeemable preferred stock

Common Shareowners' Equity
Common shares par value $ I per share

Authortzedshares : 2,000,000,000
Outstanding shares 1,569,006,000 at December 3 1, 1 994;

Additional paid-in ,uprrlut546'518'000 
at December 3 1' 1 993

Guaranteed ESOP obligation
Foreign currency translation adjustments
Retained earnings (deficit)

Total common shareowners' equity

Total liabilities and shareowners' equity
The notes on pages 33 through 43 arc an integral part of the consolidated financial statements.

1994

$ 1,208

13,671

14,952

3,633

3,030

l,ll7
37,611

22,035
4,251

2,709
4,513
4,151
3,993

s79,262

s 6,01 I
4,1 05

1,029

13,666

518

5,601

30,930

11,359

8,7 54

4,295
3,913

232

776

60,249

1,093

1,569

15,825
(30s)
t45
687

17,921

$79,262

r993

$ 67r

12,294

ll ,37 0
'1, )))
J )LZl2.

2,079
732

30,3 68

21,015

3,995

3,060

3,815

3,57 5

3,565

$69,393

$ 4,853
3,802
I ,301

1 1,063

448

4,597

26,054

1 1,802

9,093

4,363
2,231

270

263

54,066

648

1,305

1,547

14,324

(3 ss)
(32)

(2,1 l0)

13,37 4

$69,3 93

3l



Gonsolidated Statements
ol Gash Flows

Dollars in millions

Operating Activities
Net income (loss)

Adjustments to reconcile net income to net

cash provided by operating activities:

Cumulative effects of accounting changes

Depreciation and licensing cost amortization

Provision for uncollectibles
(Increase) in accounts receivable

(Increase) decrease in inventories

Increase (decrease) in accounts payable

Net (increase) decrease in other operating assets and liabilities
Other adjustments for noncash items - net

Net cash provided by operating activities

lnvesting Activities
Caprtal expenditures net of proceeds from sale or disposal of

property, plant and equipment of $45 l, 5241 and $250

Increase in finance receivables, net of lease-related repayments

of $3 ,384, $3,5 12 and $3,3 l6
Net (increase) decrease in investments

Acquisitions, net of cash acquired

Other investing activities - net

Net cash used in investing activities

Financing Activities
Proceeds from long-term debt issuance

Retirements of long-term debt

Issuance of common shares

Dividends paid
Increase in short-term borrowings - net

Other financing activities - net

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash

Net increase (decrease) in cash and temporary cash investments

Cash and temporary cash investments at beginning of year

Cash and temporary cash investments at end of year

The notes on pages 33 through 43 are an integral part of the consolidated financial statements.

AT&T Corp. and Subsidiaries, Years Ended December 31

1994

$ 4,710

t993

$(5,906)

t992

$ 3,442

4,039
1,929

(2,672)
(3e2)

lrl25
(3s6)

573

8,956

9,608

4,082
1,665

(2,211)
(444)
(2es)

(1,212)

2,197

1,424

3,825

1,993

(1,577)
549

46

( 1 ,595)
1,363

8,03 6

(4,328)(4,853)

(4,616)
(1se)
144

(271)

(9,755)

(4,296)

(3,484)
(4s3)
(228)
(204)

(8,665 )

4,396
(5,879)

1,053

(1,77 4)

2,596
25

397

aJ

(841)

1,512

$ 67t

(3 ,87 8)
aaJJ

(308)

(t2s)

(8,606)

6,134
(5,637)

976
(1,870)

lr7 47

(36)

1,314

22

537

671

$ 1,208

3,3 68

(3,732)
703

(t,7 48)

1,341
(t62)

(230)

26

(77 4)

2,286

$ 1,5 12

32



Ilotes to Gonsolidated
Financial Statements

AT&T Corp. and Subsidiaries (AT&T)

l. $ummary of $ignilicant Accounting Policies
Consolidation

Ownership of ffiliates Accounting method

More than 50% Fully consolidated

20% to 50o/o Equity method

Less than 20% Cost method

The fiscal year of essentially all AT&T operations ends
December 31.

Currency Translation
For operations outside of the tLs . thatprepare financial
statements in currencies other than the lJ.S. dollar, we trans-
late income statement amounts at average exchange rates for
the year, and we translate assets and liabilities at year-end
exchange rates. We show these translation adjustments as a

separate component of shareowners' equity.

Revenue Recognition

Revenue from

Te I ecommunications Service s

Products and Systems

Rentals and Other Services

Financial Services and
Leasing

Software Production Costs
Llntil technological feasibility is established, we expense
as incurred the costs of developing computer software that
we plan to sell, lease or otherwise market. After that time,
we capttahze the remaining software production costs and
amorti ze them to costs over the estimated period of sales

and revenues.

Interest Expense

Interest expense is the interest on short-term and long-
term debt and accrued liabilities, excludirg the interest
related to our financial services operations, which is
included in cost of financial services and leasing, and net
of interest capitalrzed in connection with construction.

lnvestment Tax Credits
For financial reporting purposes, we amorti ze Lfiyestment
tax credits as a reduction to the provision for income
taxes over the useful lives of the property that produced
the credits.

Earnings per Share

We use the weighted average number of shares of common
stock and common stock equivalents outstanding during
each period to compute earnings per common share.
Common stock equivalents are stock options that we assume
to be exercised for the purposes of this computation.

Temporary Cash lnvestments
We consider temporary cash investments to be cash equiva-
lents for cash flor,v reporting purposes. They are highly liquid
and have original maturities generally of three months or less.

lnventories
We state inventories at the lower of cost or market. We deter-
mine cost principally on a first-in, first-out (FIFO) basis.

Property, Plant and Equipment '

We state property, plant and equipment at cost and deter-
mine depreciation using either the group or unit method.
The unit method is used primarily for factory facilities,
laboratory equipment, large computer systems, and certain
international earth stations and submarine cables. The
group method is used for most other depreciable assets.

When we sell assets that were depreciated using the unit
method we include the gains or losses in operatirg results.
When we sell or retire plant that was depreciated using the
group method we deduct the original cost from the plant
accollnt and from accumulated depreciation.

We use accelerated depreciation methods for factory
facilities and digital equipment used in the telecommuni-
cations network, except switching equipment placed in
service before 1989. All other plant and equipment is
depreciated on a straight-line basis.

In our wireless services unit, depreciation is computed
using the straight-line method over the estimated useful
lives of the assets, w'hich are generally 10 to 12 years for
cellular,2 to 12 years for messaging, 3 to 12 years for arc-
to-ground and 3 to 5 years for other equipment. Leasehold
improvements are amortrzedusing the straight-line
method over the terms of the leases.

Licensing Costs
Licensirrg costs represent costs incurred to develop or
acquire cellular and messaging licenses. Generally, amorti-
zatron begins with the commencement of service to cus-
tomers and is computed using the straight-line method
over a period of 40 years.

Goodwill

Goodwill is the difference between the purchase price and
the fair value of net assets acquired in business combina-
tions treated as purchases. We amortize goodwill on a
straight-line basis over the periods benefited principally in
the range of 10 to 40 years.

Basis of recognition

Minutes of traffic processed and
contracted fees

Upon performance of contractual
obligations

Proportionately over contract
period or as services are

performed

Over the life of the finance
receivables using the inter-
est method, or straight-line
over life of operating lease

't 't
JJ



Reclassif ications
We reclassified certain amounts for previous years to con-

form with the 1994 presentation.

2. Ghanges in Accounting Principles
Postreti rement Benefits
We adopted Statement of Financial Accounting Standards

(SFAS) No. 106, "Employers'Accounting for Postretire-

ment Benefits Other Than Pensions;' effective January 1,

1993. This standard requires us to accrue estimated future

retiree benefits during the years employees are working

and accumulating these benefits. Previously, we expensed

health care benefits as claims were incurred and life insur-

ance benefits as plans were funded.

We also reimburse the divested regional Bell companies

for a portion of their costs to provide health care benefits,

increases in pensions and other benefits to predivestiture

retirees under the terms of the Divestiture Plan of Reorgan-

rzatton Through 1992 we expensed these reimbursements

as incurred.
We recorded a one-time pretax charge for the unfunded

portions of these liabilities of $11 ,3ll million ($7,023

million or $4 .54 per share after taxes). Apart from these

cumulative effects on prior years of the accounting change,

our change in accounting had no material effect on net

income and it does not affect cash flows.

Postem ployment Benefits

We also adopted SFAS No. ll2, "Employers'Accounting

for Postemployment Benefits," effective January 1, 1993.

Analogous to SFAS No. 106, this standard requires us to

accrue for estimated future postemployment benefits,

includit g separation payments, during the years employees

are working and accumulating these benefits, and for dis-

ability payments when the disabilities occur. Before this

change in accounting, we recognized costs for separations

when they were approved and disability benefits when

they were paid.
We recorded a one-time pretax charge for the unpro-

vided portion of these liabilities of $ 1 ,809 million ($ 1 , l2B
million or $0 .73 per share after taxes). The change in

accounting reduced operating income by $301 million and

net income by $17 l million ($0.11 per share) in 1993. This

change does not affect cash flows.

lncome Taxes

We also adopted SFAS No. 109, 'Accounting for Income

Taxes," effective January 1, 1993. Among other provisions,

this standard requires us to compute deferred tax amounts

using the enacted corporate income tax rates for the years

in which the taxes will be paid or refunds received. Before

1993 our deferred tax accounts reflected the rates in effect

when we made the deferrals.
The adoption of this standard reduced net income by

$1,457 million ($0 .91 per share) as a result of deferred

liabilities that were created by McCaw Cellular Commu-

nications, Inc. acquisitions prior to the merger. Apart from

these cumulative effects on prior years of the accounting

change, the new accounting method had no material effect

on net income in 1993. lJnless Congress changes tax rates,

we do not expect this change to affect net income materially

in future periods. This change does not affect cash flows.

3. Prospectiue Accounting Ghanges

lmpaired Loans

In 1 995 we must adopt SFAS No. ll4, 'Accounting by

Creditors for Impairment of a Loan." This standard

requires us to compute present values for impaired loans

when determining our allowances for credit losses. We do

not expect this new standard to affect net income materi-

ally at or after adoption, and it will not affect cash flows.

{. lllerger with lllcGaw Gellular
GommuniGations, InG. ( IlIcGaw)

On September 19, |994,AT&T merged with McCaw. As

a result, 19J.5 million shares of McCaw common stock

were converted into shares ofAf&T common stock at an

exchange ratio of one share of Af &T common stock for
each McCaw share. In addition, AT&T assumed 1 1.3 mil-
lion McCaw stock options which were converted into

AT&T stock options at the same exchange ratio, resulting in

1 1.3 million additional Af&T stock options at an average

exercise price of $27 .43. The merger was accounted for as

a pooling of interests, and the consolidated financial state-

ments were restated for all periods prior to the merger to

include the accounts and operations of McCaw. Inter-

company transactions prior to 1 994 were not eliminated
due to imm atenality. Merger-related expenses of $246 mil-
lion incurred in 1994 ($tS7 million net of taxes) were

reported as selling, general and administrative expenses.

Certain reclassifications were made to McCaw's accounts

to conform to AT&T's presentation. Premerger operating

results of the companies in the current presentation were:

Nine Months
Ended

September 30,

1994

Year

Ended

December 3 l,
1993 t992Dollars in millions

Sales and Revenues

AT&T
McCaw
Eliminations

Total

Net Income (Loss)

AT&T
McCaw
Eliminations

Total

$69,351 $66,641

34
(e3)

s (3,194) $ 3,807

(2,1 l2)* (3 65 )

$ 3,372 $(5,906) $ 3,442

$52,178
2,062
(2s6)

$53,984

$67, I 56

2,,19 5

s64,904
1 ,143

$ 3,43 I

*Includes a charge of $45 million previously reported as an extraordinary item for the

early redemption of debt.

34



5. $upplementary Financial Inlormation
Supplementary lncome Statement lnformation

Dollars in millions 1994 1993

Other assets
Unamo rttzed software production costs

Unamortized goodwill
Deferred charges

Other

Other assets

Debt maturing within one year
Commercial paper
Long-term debt
Long-term lease obligations
Other

Debt rnaturing within one year

Supplementary Cash Flow lnformation

Dollars in millions 1994

Interest payments net of
amounts capitahzed $1,280

Income tax payments 21047

lncluded in costs
An-rortization of software

productior-r costs

Arnortization of licensing
costs

Cost of financial services
and leasing

h-rterest expense

Depreciation, provi sion
for losses, etc.

Cost of financial services
and leasing

lncluded in selling, general
and administrative expenses

Amortization of goodwill

Other income - net
Interest income
Royalties and dividends
Minority interests in

earnings of subsidiaries
\'liscellaneous - net

Other income - net

Deducted from interest expense
Capitalized interest

s 370

115

$ 72s

1,427

s2,152

$ 3s9

108

$ s06

1,205

$ 1,71 I

1992

$ 31s

105

$ 48s

825

$ 1,3 l0

$ t6l
48

$ 483

1,007

746
1,7 57

$ 3,993

s10,777
2,535

30

324

$ 13,666

$ 1,640

1.J33

$ (43)
260

96

$ 313

$ (le)
(1)

(132)

5

7
a
J

$ 499

1,359

270

1,431

$ 3,565

$ 8,7 6l
2,019

52

231

$ I 1,063

1993 t992

se7 $8e $80
$1,5 l0

721

$ r4t
59

(64) (e)
190 28s

$236 $476 $

$47$72$

1994

Supplementary Balance Sheet lnformation

Dollars in millions at December 3l

lnventories
Completed goods

Work in process and raw materials

Inventories

Property, plant and equipment
Land and improvements
Buildings and improvements
Machinery, electronic and

other equipment

Total property, plant and equipment
Less : Accumulated depreciation

Property, plant and equipment - net

Investments
Accounted for by the equity method
Stated at cost or fair value

Investments

Exchange of stock
Net assets

I nvestrnents

Licenses

Acquisition activities
Net receivables

Inventories
Property, plant and equipment
Licensing costs

Accounts payable

Short-term and long-term debt
Other operating assets and

liabilities - net

Net non-cash items consolidated
Net cash received from (used for)

acquisitions

80

30
$

The following table displays the non-cash items excluded
from the consolidated statements of cash flows:

Dollars in millions 1994 1993 1992

Machinery and equipment
acquired under capital
leaseobligations $ 13 $ 15 $ 60

40
(e2)

163

62

1993
$

2

134

136

$ 2,A22

1,611

$ 3,633

$ 761
9,240

35,981

45,992

23,947

s22,035

$ 1,921

1,295

$ 3,222

$ 7s7

8,608

33,930

43,295

22,280

$21,015

$

$24
(10)

3

(7e)
(8)

47

167

144

$ 144

(el)

(228)

$ (228)

$ (l3l)
(48)
(82)
(7 s)
37

93

(102)

(308 )

s 2,314
394

$ 2,603
451

$ 3,060

$ (308 )

6. Business Restructuring and Other Gharges
Our $498 million in provisions for business restructuring
in 1993 covere d 5227 million of costs at AT&T Global
Information Solutions (including, in millions, $ l3 7 for
special termination benefits, $43 for closing facilities, $ 1B

for employee relocation, $ 19 for contractual obligations
and $ l0 for other related expenses)" We also provided
$2 l5 rnillion fbr restructuring customer support functions
for telecomrrunications services (including, in millions,
$55 for employee relocation, $25 for outplacement costs,

$30 for legal matters, and $105 for closing facilities, lease

$ 2,708
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terminations and asset abandonments associated with
central rzrfigsupport services). The remaining provisions

consist of $23 million related to closing plants for manu-

facturing telecommunications network systeffis, and $33

million for employee relocation, outplacement services

and legal liabilities related to restructuring operations

that service the u.S. federal gor,'ernment. These amounts

were recorded as $ I 3 million in costs of products and sys-

tems, $90 million as costs of other services, $313 mtllion
as selling, general and administrative expenses and $22

million as research and development expenses.

We believe ttrat the balance of reserves for business

restructuring activities, $894 million at December 3 1,

1991, is adequate for the completion of those activities.

7. 0thcr lncome - IIet
In June 1993 we sold our remainingTT% interest in

LrNIX System Laboratories, Inc. to Novell, Inc. (Novell)

in exchange for approximately 3% of Novell's common

stock. Our gain on the sale was $217 million.
We sold our remaining interest in Compagnie Industriali

Riunite S.p.A. in 1993 for a slight gain. We reduced the

carrying value of that investment by $68 million in 1992

because of a sustained decline in its market value.

8. $ale ol $tock by Subsidiary
In August 1 993 AT&T Caprtal Corporation (AT&T
Caprtal) sold 5,7 50,000 shares of common stock in an

initial public offering and approximately 850,000 shares

of common stock in a management offering. That was

about 14% of the shares outstanding, so our ownership is

now about 86%. The shares were sold at$21 .50 per share,

yielding net proceeds of $ 1 15 million excluding $ 1B mil-
lion of recourse loans attributable to the management

offering. Because of these loans, we recorded a $9 million
loss on the sale. When the loans are collected by the year

2000, we expect to report a net $6 million gain from this

sale of stock.

9" lncome Taxes
This table shows the principal reasons for the difference

between the effective tax rate and the United States federal

statutory income tax rate:

Dollars in millions

U.S. Federal statutory income
tax rate

Federal income tax at

statutory rate

Amorti zation of investment

tax credits

State and local income taxes,

net of federal income tax effect

Amorti zatton of intangibles
Fore i gn r ate differenti al

Taxes on repatriated and

accumulated foreign income,

net of tax credits

Research credits

Capital loss carryforward
E,ffect of tax rate change on

deferred tax assets

Other differences - net

Provision for income taxes

Effective income tax rate

lncome before income taxes
Ijnited States

Fore ign

Provision for income taxes
Current
Federal

State and local
Foreign

Deferred
Federal

State and local
Foreign

Deferred investment tax credits-net*

The lJ.S. and foreign components of income before

income taxes and the provision for income taxes are

presented in this table:

Dollars in millions 1994 1993

1994

35o/o

$2,631

(33)

296
20

36

(71)
(60

(s)

1993

3s%

$2,1 0 1

(e2)

(20)

$t)

(23)
26

$5,705
298

$6,003

$ 92s
206

t69

$ 1,300

$ e10

2t2
(41)

$ 1,081

(80)

1992

34%

$ 1,917

(22t)

243

110

75

67

(18)
(13)

287

24

45

$2,808 $2,301

37.30h 38.3%

$6,841
677

$7,518

$1,618
300
225

$2,143

36

$2,196
r.-.-.*

39.0%

t992

$5,3 08

330

$5,63 8

$ 533

t42
2ts

$ BeO

$ 1,3 84

225
(8s)

$1,524

(218)

$2,196

s 488

155

60

s 703

(38)

Provision for income taxes $21808 $2,301_..--'
*Net of amortizationof $33 in 1994, $92 in 1993 and 5221in1992.

Deferred tax liabilities are taxes we expect to pay in
future periods. Similarly, deferred tax assets are taxes we

expect to get refunded in future periods. Deferred taxes

arise because of differences in the book and tax bases of
certain assets and liabilities.
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Longterm deferred income tax liabilities:
Property, plant and equipment
Other

Total long-term deferred tax liabilities

Long-term deferred income tax assets:
Business restructuring
Credit carryforwards
Employee pensions and other benefits-net
Reserves and allowances
Unamo rtrzed investment tax credits
Valuation allowance
Other

Total long-term deferred income
tax assets

Net long-term deferred income
tax liabilities

Current deferred income tax liabilities:
Other

Total current deferred income
tax liabilities

Current deferred income tax assets:
Business restructuring
Credit carryforwards
Employee pensions and other benefits
Reserves and allowances
Other

Total current deferred income tax assets

Net current deferred income tax assets

in 1992:

Dollars in millions

Property, plant and equipment
Business restructuring charges

Employee pensions and other benefits
Reserves and allowances
Other timing differences - net

Deferred income taxes

Deferred tax liabilities (assets) consist of the following:
Dollars in millions 1994 1993

This table shows the scheduled maturities for our $5,414
million minimum lease payments receivable on these
leases at December 3 1, 1 994:

1995 1996 1997 1998 1999 Later Years

$ I ,689 $ 1 ,402 $ 1 , 143 $659 $3 09 $2t2

We lease airplanes, energy-producing facilities and
transportation equipment under leveraged leases having
original terms ranging from 10 to 30 years, expiring in
various years from 1995 through2025.

This table shows our net investment in leveraged leases:

Dollars in millions at December 31 1994 1993

Rentals receivable (net of principal
and interest on nonrecourse notes) $ 967 $ 1,010

Estimated residual value of leased property 781 782
Unearned and deferred income (472) (531)
Allowance for credit losses (30) (22)

Investment in leveraged leases 11246 1,233
Deferred taxes (1,066) (90+1

Net investment $ 180 $ 239

We lease land buildings and equipment to others
through operating leases, the majority of which are

cancelable. This table shows our net investment in operat-
irrg leases:

Dollars in millions at December 31 1994 1993

Assets leased to others S2rl29 $2,694
Less: Accumulated depreciation 817 1,230

Net investment $1,312 $1,464

This table shows the $977 million of future minimum
rentals receivable under noncancelable operating leases at
December 3 1, 1994:

1995 1996 l99l 1998 1999 Later Years

$354 $201 $ 104 $46 $:z $240

As Lessee

We lease land, buildings and equipment through contracts
that expire in various years through2025. Our rental
expense under operating leases, in millions, was $ 1,098 in
1994, $ 1,095 in 1 993 and $ 1,168 in 1992. The table below
shows our future minimum lease payments due under non-
cancelable leases at December 3 1, 1994. Such payments
total $2,968 million for operating leases. The net present
value of such payments on capttal leases was $ 105 million
after deductirr.g estimated executory costs of $ I million
and imputed interest of $ 15 million.

1995 1996 1997 1998 1999 Later Years

Operating leases $579 $445 S370 $301 $250 $ 1,023

Capitalleases 52 30 21 10 5 3

Minimum lease

payments $631 S4l5 $391 $31 I $255 $ 1,026

s3,764 $4,353

s3,913 52,231

$5,964
1,713

$7,677

$ 479

166
21618

t4t
92

(178)
446

$99
99

1,166
1,126

6s0

$3,140

$3,030

$5,620
964

$6,5 84

$ 476

42s

3,348
142

119

(2t2)
55

$110 $ e3

$110 $ 93

$ 9t

This table shows the principal sources of deferred taxes

8s0

907

224

$2,172

$2,079

r992

$ 992
218
234

108

(28)

$1,524

10. Leases
As Lessor

We provide financing on sales of our products and those
of other companies and lease our products to customers
under sales-type leases. This table displays our net invest-
ment in direct financing and sales-type leases:

Dollars in millions at December 3l 1994 1993

Minimum lease paynlents receivable $ 5,414 54,226
Estimated unguaranteed residual values 593 543
[Jnearned income (1,006) (]91)
Allowance for credit losses (127) ( 1 10)

Net investment $ 4,874 $3,862
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lI. Shareowners' Equity

Dollars in millions

At December 31, l99l
L992
Net income
Dividends declared

Shares issued:

Under employee plans

Under shareowner plans

Other
For merger with

Teradata

Teradata balance recorded

Shares repurchased

Translation adj ustments

Other changes

At December 31, I 992

1993
Net income
Dividends declared

Shares issued:

Under employee plans

Under shareowner plans

Other
Shares repurchased

Translation adj ustments

Other changes

At December 31, 1993

L994
Net income
Dividends declared

Shares issued:

Under employee plans

Under shareowner plans

To acquire licenses

Shares repurchased

Preferred stock redemption
Translation adj ustments
Other changes

At December 3 1, 1 994

Foreign
Additional Currency Retained

Common Paid-in Translation Earnings
Shares Capital Adjustments (Deficit)

$1,491 $t2,610 $158 $4,116

3,442
(1 ,t 59)

t4
10

11

(178)

1,526 65

(5,906)
( 1 ,780)

lB3

4s0
208

(4)

2

1,541 14,324

(68)

(2,t10)

4,710
(1,940)

t77
27

$14s $ 687

We have 100 million authortzed shares of preferred
stock at $ 1 par value. No preferred stock is currently
issued or outstanding.

12. Lotrg-term llebt Obligations
This table shows the outstanding long-term debt obliga-
tions in millions at December 31:

Interest Rates Maturities 1994 1993

Z)

5,644

(e3)

301

402

2

103

(2)

1
J

1 3,485

(e7)

(32)

Debentures
4'lro/o to 43lf/o

5'lro/o to 60/o

8oh to 9oh

Notes
4t loo/o to J3loo/o

Jolro/o to 8'olruo/o

9o/o to 13%

Variable rate

t996-1999
2000 -200t
2008-203 1

1995-2009
t99s-2004
t995-2020
t99s-2054

6,291
348

373

3,187

13,149

105

739

69

13,924
2,566

$11,358

$

3,605

445

616

6,072

13,664

r63
89

43

13,873

2,071

$ 1 1,802

150
s00

l,616

750
s00

700t,

$

Long-term lease obligations
Other
Less: Unam ortized discount-net

Less: Amounts maturing within one year

Total long-term obligations
6

8

1

$ 1,569 $ 15,825

In 1992 we recorded the retained earnings of Teradata
Corporation (Teradata) as of Januaryl, after making adjust-
ments associated with the merger. In September 1991 NCR
Corporation (NCR) issued 6.3 million shares of NCR com-
mon stock in connection with the merger with AT&T. The
shares were converted into approximately 17 .9 million shares

of our common stock upon consummation of the merger.

In March 1 990 we issued 13.4 million new shares of com-
mon stock in connection with the establishment of an ESOP
feature for the nonmanagement savings plan. The shares

are being allocated to plan participants over ten years com-
mencing in July 1990 as contributions are made to the plan.

This table shows the maturities, at December 31 , 1994,
of the $13 ,149 million in debentures and notes:

1995 1996 l99l 1998 1999 Later Years

$2,535 $2,1 15 $ 1,197 $ 1,299 $ 1,396 $4,619

A consortium of lenders provides revolvirrg credit
facilities of $7 billion to Af&T and $2 billion to Af&T
Caprtal. These facilities are intended for general cor-
porate purposes, which include support for AT&T's and

AT&T Caprtal's commercial paper. They were unused
atDecember3l, 1994.

13. Employee Benelit Plans
Pension Plans
We sponsor noncontributory defined benefit plans cover-
irg the majority of our employees. Benefits for manage-

ment employees are principally based on career-average
pay.Benefits for occupational employees are not directly
pay-related.

Pension contributions are principally determined using
the aggregate cost method and are primarily made to trust
funds held for the sole benefit of plan participants. We

compute pension cost using the projected unit credit
method and assumed a long-term rate of return on plan
assets of 9 .0% in 1 994, 1993 and 1992.

s38
424

133

(2)
408

11

8

3
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Pension cost includes the following components:

Dollars in millions 1994 1993 1992

Service cost - benefits earned
during the period $ 669 $ 536 $ 452

Interest cost on projected
benefit obligation 2,400 2,294 2,225

Amorti zatton o f unre c ognize d
prior service costs 230 251 346

Credit for expected return on
plan assets* (3,260) (3,1 10) (2,973)

Amortizatton of transition asset (501) (500) (502)
Charges for special pension options 7 4 1 1

Net pension cost (credit) $ (462) $ (455) $ (441)
*The actual return on plan assets was $601 in 1994, $5,068 in 1993 and $2,153 in 1992.

This table shows the funded status of the defined benefit
plans:

Dollars in millions at December 31 1994 1993

Actuarial present value of accumulated
benefit obligation, including
vested benefits of $26,315 and

$28,021, respectively $28,778 $30,804

Plan assets at fair value $40,150 $41 ,291
Less: Actuarial present value of

projected benefit obligation 30,090 32,495

E,xcess of assets over projected
benefit obligation 10,060 8,796

Unrecogntzed prior service costs 21319 2,052
Unrecogntzedtransition asset (3,460) (3,960)
Unrecognrzednet gain (4,982) (3,504)
Net minimum liability of

nonqualified plans (93) (122)

Prepaid pension costs $ 31844 $ 3,262

We used these rates and assumptions to calculate the
proj ected benefit obligation :

At December 31 1994 1993

Weighted-average discount rate 8.7o/o 1 .5%
Rate of increase in future compensation levels 5.0o/o 5.0%

The prepaid pension costs shown above are net of pen-
sion liabilities for plans where accumulated plan benefits
exceed assets. Such liabilities are included in other liabili-
ties in the consolidated balance sheets.

We are am ortrzrng over approximately 1 5 .9 years the
unrecogntzed transition asset related to our 1986 adoption
of SFAS No . 87, "Employers'Accounting for Pensions."
We amorti ze prtor service costs primarily on a straight-line
basis over the average remaini.rg service period of active
employees. Our plan assets consist primarily of listed
stocks (including $2 l6 million and $378 million of AT&T
common stock at December 3 1, 1994 and 1993, respec-
tively), corporate and governmental debt, real estate
investments, and cash and cash equivalents.

Savings Plans
We sponsor savings plans for the majority of our employees.
The plans allow employees to contribute a portion of
their pretax andlor after-tax income in accordance with
specified guidelines. We match a percentage of the
employee contributions up to certain limits. Our contribu-
tions in millions amounted to $3 57 rn 1994, $351 in 1993
and $334 in 1992.

14. PostretiremGnt Benelits
Our benefit plans for retirees include health care benefits,
life insurance coverage and telephone concessions. This
table shows the components of the net postretirement
benefit cost:

Dollars in millions 1994 1993

Service cost - benefits earned during the period S108 $ 95

Interest cost on accumulated postretirement
benefit obligation 852 868

Expected return on plan assets* (242) ( 1 B0)

Amortizatron of unrecognized prior service costs 14 29
Charge for special options 29

Net postretirement benefit cost $732 $841

*The actual return on plan assets was $(30) rn 1994, and $243 in 1993.

We did not restate our 1992 financial statements to
reflect the change in accounting for retiree benefits. This
table shows our actual postretirement benefit costs on a
pay-as-you-go basis in 1992:

Dollars in millions 1992

Cost of health care benefits for retirees $532
Cost of life insurance benefits for retirees 3

Cost of telephone concessions and other benefits 39

Payments to regional Bell companies for
predivestiture retirees 145

Postretirement benefit cost $719

We had approximately 144,900 retirees in 1994,
142,200 in 1 993 and 141,200 in 1 992.

Our plan assets consist primarily of listed stocks, corpo-
rate and governmental debt, cash and cash equivalents and
life insurance contracts. This table shows the funded status
of our postretirement benefit plans reconciled with the
amounts recognrzed in the consolidated balance sheet:

Dollars in millions at December 3l 1994 1993

Accumulated postretirement benefit obligation:
Retirees $ 7,861 $ 8,912
Fully eligible active plan participants 822 BB5

Other active plan participants 1,745 2,084

Accumulated postretirement benefit obligation 10,428 1 1,881

Plan assets at fatr value 31291 2,918

lJnfunded postretirement obligation 7,137 8,963
Less:

Unreco gnrzed prior service cost (46) 210
lJnreco gmzed net (gain) loss (633) 5 5 8

Accrued postretirement benefit obligation S 7 ,816 $ 8,195
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Weighted-average discount rate

Expected long-term rate of return on plan assets

Assumed rate of increase in the per

caprta cost of covered health care benefits

We made these assumptions in valuing our postretire-

ment benefit obligation at December 31:

processing systems, and other systems, products and ser-

vices that combine communications and computers. Our
operations in the financial services and leasing industry
involve direct financing and finance leasing programs for
our products and the products of other companies, leasing

products to customers under operating leases and being in
the general-purpose credit cardbusiness. Miscellaneous

other activities, including the distribution of computer

equipment through retail outlets, in the aggregate, repre-

sent less than l0% of revenues, operating income and

identifiable assets and are included in the information
movement and mafiagement segment. Revenues between

industry segments are not material.

Dollars in millions 1994 1993 1992

Revenues
Information movement and

1994

8.87o

9.0o/o

t993

1.5%

9.0%

8.6o/o 9.4%

We assumed that the growth in the per captta cost of
covered health care benefits (the health care cost trend

rate) would gradually decline after 1994 to 5 .l% by the

year 2021 and then remain level. This assumption greatly

affects the amounts reported. To illustrate, increasing the

assumed trend rate by 1 
o/o rn each year would raise our

accumulated postretirement benefit obligation at

December 31, 1994 by $ 517 million and our 1994 post-

retirement benefit costs by $58 million.

15. $tock 0ptions
In our Long-Term Incentive Program, we grant stock

options, stock appreciation rights (SARs), either in tandem

with stock options or free-standing, and other awards. On

January 1 of each year,0.6% ofthe outstanding shares of
our common stock become available for grant. The exer-

cise price of any stock option is equal to or greater than the

stock price when the option is granted. When granted in
tandem, exercise of an option or SAR cancels the other to

the extent of such exercise. Before our mergers with
McCaw, NCR and Teradata, stock options were granted

under the sep arate stock option plans of those companies.

No new options can be granted under those plans. Option
transactions are shown below:

Number of Shares 1994 1993 1992

Balance at January 1 38,0111478 36,771 ,098 37 ,26J ,956
Options assumed in merger

with Teradata 1,848,642

Options granted 5,803,142 7 ,261,355 7,580,568

Options and SARs exercised (2,498,132) (5,766,132) (9,504,536)

Average price $25.04 $23 .93 $ 13.66

Options forfeited (1,03 1,687) (260,843) (415 ,532)
At December 31:

Options outstanding 10,284,801 38,011,478 36,J7J ,098

Average price $36.61 $33.52 $28.53

Options exercisable 28,010,381 24,063,837 23,7 59,421

Shares available for grant 22,0141728 25 ,264,307 22,614,535

During 1994,41,300 SARs were exercised and no SARs

were granted. At December 3 1 , 1 994, 88 1 ,3 85 SARs

remained unexercised and all of these were exercisable.

16. Segment lnlormation
lndustry Segments
Our operations in the global information movement and

management industry involve providing wireline and wire-
less telecommunications services, business information

Total liabilities
Financial services and leasing $19,463 $15,329 $12,250

Geographic Segments
Transfers between geographic areas are on terms and

conditions comparable with sales to external customers.

The methods followed in developing the geographi e area

data require the use of estimation techniques and do not

take into account the extent to which product development,

manufacturing and marketing depend upon each other.

Thus the information may not be indicative of results if
the geographic areas were independent organizations.

management

Financial services and leasing

Operating income
Information movement and

management

Financial services and leasing

Corporate and nonoperating

Income before income taxes

Assets
Information movement and

management

Financial services and leasing

Corporate assets

Eliminations

Depreciation and amortization
Information movement and

management

Financial services and leasing

Capital expenditures
Information movement and

management

Financial services and leasing

$71,977
3,117

s75,094

$66,847
2,504

$69,3 5 1

$64,153
l,gg4

s66,641

$ 8,188

394
(1,064)

$ 7,518

$ 6,839
339

(1,175)

$ 6,003

$ 7,200
t93

(t,7 55)

$ 5,63 8

$56,551
21,462
1,714
(46s)

s79,262

$ 4,193
440

$ 4,237

609

$5 1,971

11 ,033
1,104
(71s)

$69,393

$ 4,21I
43r

$ 3,83 1

451

$50,661
14,003

1,849
(40e)

$66,1 04

$ 4,046
3s2

$ 3,7l0
633
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Dollars in millions

Revenues - external customers
United States

Other geographic areas

Transfers between
geographic areas
(eliminated in consolidation)

United States

Other geographic areas

Operating income (loss)
United States

Other geographic areas

Corporate and nonoperating

Income before income taxes

Assets
ljnited States

Other geographic areas

Corporate assets

Eliminations

1994 1993 1992

Data on other geographic areas pertain to operations
that are located outside of the IJ.S. Our revenues from all
international activities, including those in the table, inter-
national telecommunications services and exports, pro-
vided 25 .2% of consolidated revenues in I 994.

Business restructuring and other charges were taken
primarily in the information movement and management
segment and the U.S. geographic area. Corporate assets are
principally cash and temporury cash investments.

17. Financial Instruments
In the normal course of business we use various financial
instruments, includirg derivative financial instruments, for
purposes other than trading. These instruments include
commitments to extend credit, letters of credit, guarantees
of debt, interest rate swap and cap agreements, and foreign
currency exchange contracts. By their nature all such
instruments involve risk, includirrg the credit risk of non-
performance by counterparties, and our maximum poten-
tial loss may exceed the amount recognrzed in our balance
sheet. As is custom ary for these types of instruments,
we usually do not require collateral or other security from
other parties to these instruments. However, because we
control our exposure to credit risk through credit approvals,
credit limits and monitoring procedures, we believe that
our reserves for losses are adequate.

Commitments to Extend Credit
We participate in the general-purpose credit card business
through AT&T Universal Card Services Corp., z wholly
owned subsidrary. We purchase essentially all cardholder

receivables under afi agreement with the lJniversal Bank, a
subsidrary of Synovus Financial Corporation, which issues
the cards. At December 3 1, the unused portion of available
credit was approximately $75 ,445 million in 1 994 and
$64,864 million in 1 993. This represents the receivables
we would need to purchase if all Universal Card accounts
were used up to their full credit limits. The potential risk of
loss associated with, and the estimated far values of, the
unused credit lines are not considered to be significant.

Letters of Credit

Letters of credit are purchased guarantees that ensure our
performance or payment to third parties in accordance
with specified terms and conditions.

Guarantees of Debt

From time to time, we guarantee the financirg for product
purchases by customers outside the lJ.S., and the debt of
certain unconsolidated j oint ventures.

lnterest Rate Swap and Cap Agreements
We enter into interest rate contracts to manage our expo-
sure to changes in interest rates and lower our overall costs
of financing. We enter into swap agreements to man age
the fixedifloating mix of our debt portfolio to reduce
aggregate risk to interest rate movements. These agree-
ments involve the exchange of floatin g rate for fixed rate
payments without the exchange of the underlying principal
amount. Fixed interest rate payments are at rates ranging
from 3.8% to 8.2%. Floatingrate payments are based on
rates tied to prime, LIBOR or IJ.S. Treasury bills. Interest
rate differentials paid or received under these swap con-
tracts are rec ogntzed over the life of the contracts as

adjustments to the effective yield of the underlying debt.
We pay premiums for cap agreements to protect us from

rising interest rates on our floatingrate debt. There is no
market risk of loss beyond the premiums paid, which are
amortized over the life of the agreement. The weighted
average remaining term of the agreements is 5 years for
swap contracts and 2 years for caps.

Foreign Exchange

We enter into foreign currency exchange contracts, includ-
ing forward, option and swap contracts, to man age our
exposure to changes in currency exchange rates, princi-
pally Canadian dollars, Deutsche marks, pounds sterling
and Japanese yen. The use of derivative financial instru-
ments allows us to reduce our exposure to the risk that the
eventual dollar net cash inflows resulting from the sale
of products to foreign customers and purchases from for-
eign suppliers will be adversely affected by changes in
exchange rates. Our foreign exchange contracts almost
entirely hedge firmly committed purchases and sales.

These transactions are generally expected to occur in less

than one year. Deferred gains and losses are recognized
when the future sales or purchases are rec ognLzed or

$67 ,7 69

7,325

s75,094

s63,tl5
5,57 6

$69,351

$60,977
5,670

$66,647

s 1,679
l,2gl

$ 2,970

$ 8,732
(1s0)

(1,064)

$ 7,518

$ 1,37 4

1,125

$ 2,499

$ 1,077

911

$ 1,988

$ 1,441
(48)

( 1,755)

$ 5,63 8

$60,409
5,313

l,g4g
(1,527)

$66,1 04

$ 7 ,425
(247)

(t,17 5)

$ 6,003

$69,718
9,361
1,714

(1,531)

s79,262

$63, I 94

6,901
1,104

( 1 ,906)

$69,393
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immediately if the commitment is canceled. At December 31

1994, deferred unre ahzed gains, based on dealer quoted

prices, were $51 million and deferred unreahzed losses

were $55 million.

Fair Values of Financial lnstruments includin$ Derivative
Financial lnstruments
The tables below show the valuation methods and the

carrying or notional amounts and estimated fair values

of material financial instruments held or issued for
purposes other than trading:

18. Gontingencics
In the normal course of business we are subject to pro-

ceedings, lawsuits and other claims, includirrg proceedings

under government laws and regulations related to environ-

mental and other matters. Such matters are subject to many

uncertainties, and outcomes are not predictable with assur-

ance. Consequently, we are unable to ascertain the ultimate
aggregate amount of monetary liability or financial impact

with respect to these matters at December 31, 1994. While
these matters could affect the operating results of any one

quarter when resolved in future periods, we believe that

after final disposition, any monetary liability or financial
impact to us beyond that provided for at year-end would not

be material to our annual consolidated financial statements.

19. ATET Gredit Holding$, lnc.
In connection with a March 31 , 1993, legal restructuring
of Af&T Capital Holdings, Inc. (formerly Af&T Capttal
Corporation), we issued a direct, full and unconditional
guarantee of all the outstanding public debt of Af&T
Credit Holdings, Inc. (formerly AT&T Credit Corporation).

AT&T Credit Holdings, Inc. holds the majority of
AT&T's investment in Af&T Capital and the lease finance
assets of the former AT&T Credit Corporation. The table

below shows summartzed consolidated financial informa-
tion forAf&T Credit Holdings, Inc., which consolidates

the accounts ofAf&T Capital. The summarrzed financial
information includes transactions with AT&T that are

eliminated in consolidation.

Financial instrument

Universal Card finance
receivables

A11 other finance receivables

Debt excluding capital leases

Letters of credit

Guarantees of debt

Interest rate swap agreements

Interest rate cap agreements

Foreign exchange contracts

Dollars in millions

On balance sheet
Assets:

Finance receivables

other than leases

Liabilities:
Debt excluding

capital leases

Valuation method

Carrying amounts. These accrue

interest at a prime-based rate.

Future cash flows discounted

at market rates.

Market quotes or based on rates

available to us for debt with
similar terms and maturities.

Fees paid to obtain the obligations

Costs to terminate agreements.

Net gains or losses to terminate
agreements.

Costs to obtain agreements.

Market quotes.

1994

Carrying Fair
Amount Value

t993

$13,553 S13,528 $ 10,320 $ 10,337

Dollars in millions

Total revenue
Interest expense

Selling, general and administrative
expense

Income before cumulative effect
of change in accounting

Cumulative effect on prior years

of change in accounting for
income taxes (SFAS No. 109)

Net income

Finance receivables

Net investment in operating
lease assets

Total assets

Total debt
Total liabilities
Minority interest

Total shareowners' equity

Carrying
Amount Value

23,032

Fair
Value

1994

$1,437
302

92

s7,726

903
9,468
5,682
8,299

270
899

t993

sL,432
284

918
7,886
4,639
6,867

251
168

t992

$1,351
293

309

100

100

Fair

387 329

92 70

24,920

Contract/
Notional
Amount

s4,423

1,333

1,573
340

24,449

Fair
VaIue

22,702

Contractl
Notional
Amount

22
48

$6,220

Off balance sheet
Interest rate swap

agreements

Interest rate cap

agreements

Foreign exchange:

Forward contracts

Swap contracts

Purchased option
contracts

Letters of credit
Guarantees of debt

sl 1s

2

$3,83 5

1,640

783

36t

$(37)

4

(17)
10

(3)

5

)834

423

4l
680

45s

In some cases, AT&T Caprtal securitizes finance
receivables, subject to limited recourse provisions. In
the unlikely event that all such receivables had become

uncollectible and subject to recourse, our exposure was

$:S3 million at December 31, 1994 and $347 million at

December 31, 1 993. We record liabilities for the amounts

we expect to actually reimburse.
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20. Prelerred Stock Redemption
On June 24, 1994, LCH Communications (LCH), a sub-
sidiary of LIN Broadcasting Corporation (LIN), redeemed
all $ 1 .3 billion of its outstanding redeemable preferred
stock held by Comcast Cellular Communications, Inc.
in exchange for all of the capital stock of one of LCH's
subsidiaries.

As a result of the redemption, we eliminated the net
assets and recorded a gain on the sale of assets of $ 12 mil-
lion and ataxbenefit of Sl4 million. The $784 million dif-
ference between the book value of the preferred stock and
the fair value of the assets exchanged was recorded as

$408 million of additional paid-in capttal and $376 million
of minority interests.

21. Private f,larket Ualue Guarantee
lJnder the Private Market Value Guarantee (PMVG)
between McCaw and its 52o -owned subsidtary, LIN, a
process began on January l, 1995, to determine the private
market price per share of LIN. The private market value is
defined as the price per share, including control premium,
that an unrelated third party would pay if it were to acquire
all the outstanding shares of LIN, including the shares held
by McCaw, in an arm's-length transaction and assuming
that LIN was being sold in a manner to attract all possible
participants and to maxtmrze shareholder value. lJsing that
definition, the private market value is being determined by
Morgan Stanley & Co. Incorporated designated as

McCaw's appraiser, and by Lehman Brothers Inc. and
Bear, Stearns & Co., designated jointly as the LIN inde-
pendent directors' appraiser, and if necessary by a third
party apprarser. After the price is determined, McCaw will
have 45 days to decide whether to proceed with the acqui-
sition of all the public shares of LIN atthatprice, subject
to the approval of the LIN public shareholders, or to put
LIN in its entirety up for sale under the direction of the
LIN independent directors. Such a sale would also be sub-
ject to approval by the LIN public shareholders.

22. Quarterly lnlormation (unaudited)
Dollars in millions
(except per share amounts) First Second Third

L994
Total revenues $17,097 $18,238 $18,649
Gross margin 61967 7 ,406 7 ,7 65
Net income 11074 11248 1,050
Per common share:

Net income .69 .80 .67
Dividends declared .33 .33 .33

Stock price*:
High 57 tl9 s7 118 5s 718

Low 50 5/8 49 ll2 52 ll2
Quarter-end close 5l ll4 53 3/8 54

1993
Total revenues $ 16,199 $ 16,857 $17 ,225
Gross margin 6,491 6,785 6,941
Income before

cumulative effects

of accounting
changes 922 982 1,022

Net income (loss) (8,686) 982 1,022

Per common share:

Income before

cumulative effects
of accounting
changes .60 .64 .66

Net income (loss) (5.65) .64 .66

Dividends declared .33 .33 .33

Stock price*:
High s9 tl8 63 718 6s
Low 50 1i8 53 314 57 318

Quarter-end close 56 314 63 58 718

*Stock prices obtained from the Composite Tape.

Fourth

$2 1,1 10

8,639

1,339

55 U4
47 u4
s0 u4

$ 19,070

7,499

.50

.50
aa.JJ

6t 318

52

52 U2

.85

.33

176

176

The number of weighted average shares outstanding
increases as we issue new common shares for employee
plans, shareowner plans and other pufposes. For this reason,
the sum of quarterly earnings per common share may not be
the same as earnings per common share for the year, and the
per share effects of unusual items in a quarter may differ
from the per share effects of those same items for the year.

In the third quarter of 1994, we recorded 5227 million of
costs ($169 million net of taxes) related to the McCaw
merger primarily consisting of legal and investment bank-
i.rg fees and bonus pool funding.

In the second quarter of 1993, we record ed $218 million
in provisions for business restructuring activities. The
effect of these provisions was offset by the $2 t 7 million
gain from selling LINIX System Laboratories, Inc. and
other miscellaneous credits. In the fourth quarter of 1 993,
we recorded a $ 190 million provision for business restruc-
turing at Af&T Global Information Solutions Company,
which reduced net income by $ 1 19 million ($0.08 per
share).
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Board ol
Ilirectors

Robert E. Allen, 59

Chairman of the Board and

Chief Executive Officer of
AT&T since 1988. Director since

1984. o,s

M. Kathryn Eickhoff, 55

President of Eickhoff Economics
Inc., a business consulting firm.
Elected to Board in 1987. t"s

Walter Y. Elisha,62
Chairman and Chief Executive
Officer of Springs Industries,
Inc., a textile manufacturing
firm. Director since 1987 . 2,4,j

Philip M. Hawleyr 69

Retired Chairman and Chief
E,xecutive Officer of Broadway
Stores, Inc. (formerly Carter

Hawley Hale Stores, Inc.),
department stores. Director since

1982.2,3,4

Carla A. Hills, 60

Chairman and Chief Executive
Officer of Hills & Company
consulting firm and former U.S.

Trade Representative. Elected to
Board in 1993. 1,2,5

Belton K. Johnson, 65

Former owner of Chaparrosa

Ranch. Chairman of Belton K.
Johnson Interests. Director since

l9l4. 3,s,6,8

Drew Lewis, 63

Chairman and Chief Executive

Officer of Union Pacific
Corporation, a rail transportation,
natural resources and trucking
company. Elected to Board in
1989. t ,2,s

Donald E McHenry, 58

President of IRC Group, interna-

tional relations consultants'

educator and former U.S.

Ambassador to the United
Nations. Director since 1986. z.t

Victor A. Pelson, 57

Chairman of AT&T Global
Operations Team and Executive
Vice President of AT&T. Elected

to Board in 1993. s

Donald S. Perkins, 67

Chairman of Kmart Corp., mass

merchandise retailer. Director
since 1919. 2,3,6.J,8

Henry B. Schacht, 60

Chairman and former Chief
Executive Officer of Cummins
Engine Company, Inc., manufac-
turer of diesel engines. Elected

to Board in 1981. t.s

Michael I. Sovern, 63

President Emeritus and

Chancellor Kent Professor of
Law at Columbia [Jniversity.
Director since 1984. 1.4

Franklin A. Thomas, 60

President of The Ford Foundation.

Elected to Board in 1988. t.z.s

Joseph D. Williams, 68

Retired Chairman and Chief
Executive Officer of Warner-

Lambert Compan), a pharmaceu-

tical, health care and consumer

products company. Director
since 1984. 4,6,7

Thomas H. Wyman, 65

Chairman of S. G. Warburg &.

Co. Inc., investment bankers.

Director since 198 1 . 2.4.1

1. Audit Committee
2. Committee on Directors
3. Committee on Employee Benefits
4. Compensation Committee
5. Corporate Public Policy Committee
6. Executive Committee
7. Finance Committee
8. Proxy Committee

Robert E. Allen, 59

Chairman of the Board and Chief
E,xecutive Officer since 1988.

During 37 -year AT&T career, has

been chairman of Chesapeake

and Potomac Telephone

Companies, AT&T chief financial
officer, chairman and CEO of
AT&T Information Systems, and

president and chief operating

officer of AT&T.

Richard S. Bodman, 56

Senior Vice President of
Corporate Strategy and

Development since 1990. Pre-

viously president of Washington
National Investment Corporation
and CEO of Comsat General

Corporation. Also held positions
at E.I. du Pont de Nemours &
Company, in the federal govern-
ment and at Touche Ross &
Company.

Harold W. Burlingame, 54

Senior Vice President of Human
Resources since 1981. During 33-

year AT&T career, has been vice
president of public relations for
AT&T Information Systems and

senior vice president of public
relations for the corporation.

Marilyn Laurie, 55

Senior Mce President of Public
Relations and Employee

Information since 1981. Chairman

of the AT&T Foundation. Headed

public relations at Af&T Bell
Laboratories and Af&T
Communications. A nationally
recognized environmentalist, she

joined AT&T in l9l1"

Alex J. Mandl*, 51

Executive Vice President and

Chief Executive Officer of
Communications Services since

1993. Joined AT&T in 1991 as

chief financial officer. Formerly
chairman and CEO of Sea-Land

Service, Inc. Held senior

positions at CSX Corporation
and Boise Cascade Corporation.

William B. Marx, Jr.*, 55

Executive Vice President and

Chief Executive Officer,
Multimedia Products, since 1994.

Also responsible for worldwide
purchasing operations, global
manufacturing planning and

AT&T Microelectronics. Held
executive positions in several

AT&T units since joining the

company in 1961, most recently
as Chief Executive Officer of
AT&T Network Systems from
1989 to 1994.

John S. Mayotr 64

President of AT&T Bell
Laboratories since 1991. Joined

AT&T in 1955. Headed product
development at AI&T Network
Systems and was senior vice
president for network systems

and network services at Bell
Labs. Recipient of the National
Medal of Technology for role in
providing the technological
foundation for Information Age
communications.

Richard A. McGinn*, 48

Executive Vice President and

Chief Executive Officer of
Network Systems since 1994.

During 25-year Af&T career,

has been a regional director for
AT&T International, president of
Af&T Computer Systems, and

president and chief operating
officer of Network Systems.

Richard W. Miller*, 54

Executive Vice President and

Chief Financial Officer since

1993. Formerly chairman and

CEO of Wang Laboratories, Inc.,

senior vice president and general

manager for consumer electronics

at General Electric Company and

chief financial officer for RCA.

William T. O'Shea*, 47

Interim Executive Vice President

and Chief Executive Officer of
AT&T Global Information
Systems following the departure

of Jerre L. Stead. Has spent more

than 20 years in development,

marketing and sales of information
systems since joining AT&T Bell
Laboratories rn 1972. Currently

senior vice president for world-
wide marketing of AT&T Global

Information Solutions.

Management
Executiue
Gommittee



General
lnlormation

Victor A. Pelson*, 57

E,xecutive Vice President and

Chairman of the Global Operations
Team since 1993. Responsible for
the efl-ectiveness of AT&T'.s opera-

tions worldwide. Joined Af&T in
1959 as an engineer. Named head

of Communications Serv ices

Group in 1989. Has held executive
positions in virlually every paft of
the company.

.lohn D. Zeglis, 47

Serrior Vice President- General

Counsel and Government Affairs
since 1986 and 1989, respectively.

Joined AT&T in 1984. Formerly
a partner at the law firm of
Sidley & Austin.

':'Also a member of the Global
Operations Team.

-i-Daniel C. Stanzione, president of
.{T&T Network Systems' Global
PLrblic Networks unit. will succeed

Dr'. Maryo upon his retirement
Fcbruary 28. 1995.

The Management Executive
Conrmittee leads the development
;.rncl irnplernentation of AT&T's mis-
:ior-r. values and strategic intent,
u'hile the Global Operations Tearn is

responsible for the effectiveness of
,{T&T's operations worldwide.

Our thanks and best wishes to
three Management Executive
Committee members who left
the company. Sam Willcoxon
retired as Group Executive of
AT&T and President of the
Telephone Pioneers of America.
Jerre Stead, Chief Executive
Officer of AT&T Global
Information Systems, left to
become Chief E,xecutive Officer
of Legent Corp., and Robert
Kervner, Chief Executive Officer
of AT&T Multimedia Products
ar-rd Services, joined Creative
Artists Agency.

GENE,RAL QT]E,STTONS
General questions or comments

about AT&T may be addressed to

the office of Vice President-Law
and Secretary at:

AT&T Corporate Headquarters

32 Avenue of the Americas
Room 24208
New York, NY 10013-2112

FOR\,I IO.K
Form l0-K (AT&T's annual

report to the Securities and

Exchange Commission) is avail-
able without charge from Af&T's
shareowner services agent, First
Chicago Trust Co., at the address

shown at right.

OTHE,R REPORTS
AT&T Capital Corporation's

annual reporl and Form l0-K are

available without charge by call-

ing 1 800 235 -4288 or 201 391-

3000, or writing:

AT&T Capital Corporation
Corporate Communications
44 Whippany Road

Morristown. NJ 07962-1983

AT&T Foundation Report
Department BR
P.O. Box 45284

Jacksonvi lle, FL 32232-5284

AT&T and the Environment
Department AR
l3l Morristown Road

Room B 1336

Basking Ridge, NJ 07920-1650

SHAREOWNE,R SERVICE,S
First Chicago Trust Co., our shareowner services and transfer agent,
will be happy to answer questions about your account and help you
with transactions. You may call them toll-free at: I 800 348-8288.

Persons using a telecommunications device for the deaf (TDD) or a
teletypewriter (TTY) may call: I 800 822-2794.

From outside the United States. call us collect at: 201 321-0293

Our mailing address is:

AT&T
c/o First Chicago Trust Co. of NY
P.O. Box 2515

Jersey City, NJ 07303-2515

The First Chicago Trust address to which banks and brokers may
deliver certificates for transfer is l4 Wall Street in New York City.

DTVIDEND REIN/ESTMENT
The Dividend Reinvestment and Stock Purchase Plan provides owners
of common stock a convenient way to purchase additional shares. If
interested, please call or write First Chicago Trust for a prospectus and

enrollment form.

INVE,STOR RE,LATIONS
Security analysts and other members of the professional financial
community are invited to contact AT&T Corporate Investor Relations
with questions. Call 1 800 972-0184.

STOCK DATA
AT&T is listed on the New York Stock Exchange (ticker symbol
"T"). AT&T also is listed on the Boston, Midwest, Pacific and

Philadelphia stock exchanges in the LJ.S., and on stock exchanges in
Brussels, London, Paris, Geneva and Tokyo.

Shareowners of record (as of December 30, 1994): 2,302,32J

1995 ANNUAL MEETING
The l1Oth Annual Shareowners Meeting will be held 9:30 &.ffi.,

Wednesduy, April 19, 1995, at the Washington State Convention and
Trade Center in Seattle.

INFORMATION VIA INTE,RNET
Internet World Wide Web users can access information on AT&T and

its products and services through the following Universal Resource
Locator address : http: I lwww.att.com/.

Shareowners with an e-mail address can send account inquiries elec-

tronically to our transfer agent, First Chicago Trust Co. The Internet
address is fctc@attmail.com. Af&T Mail Service subscribers should

address inquiries to lfctc.

Maureen B. Tart, 39

Vice President and Controller

S. Lawrence Prendergast, 53

Vice President and Treasurer

Marilyn J. Wasser, 39

Vice President-Law and

Secretary

This annual report is printed on recycled
paper containin g l}Va post-consumer and
50o/a pre-consumer fiber. Please recycle.@

Helplul
lnlormation lor

lnuestors



32 Avenue of the Americas
New York, NY 1OOl3-2412
212 387-5400

We Gommit to these ualues to guide
our decisions and behauior

ReSpeCt lOf IndiUidUalS: we treat each other with respect and dignity,

valuing individual and cultural differences. We communicate frequently and

with candor, listening to each other regardless of level or position. Recognizing

that exceptional quality begins with people, we give individuals the authority to

use their capabilities to the fullest to satisfu their customers. Our environment

supports personal growth and continuous learning for all AT&T people.

Iledication to Helping Gustomerc: we truly care for each

customer. We build enduring relationships by understanding and anticipating

our customers' needs and by serving them better each time than the time

before. AT&T customers can count on us to consistently deliver superior

products and services that help them achieve their personal or business goals.

Highest StandardS Ol Integrity3 we are honest and ethical in all

our business dealings, starting with how we treat each other. We keep our

promises and admit our mistakes. Our personal conduct ensures that AT&Tb

name is always worthy of tnrst. InnOUati0n: W" believe innovation is the

engine that will keep us vital and growing. Our culture embraces creativity seeks

different perspectives and risks pursuing new opportunities. We create and

rapidly convert technology into products and services, constantly searching for

new ways to make technology more useful to customer.. TeamW0ilt: We

encourage and reward both individual and team achievements. We freely join

with colleagues across organizational boundaries to advance the interests of
customers and shareowners. Our team spirit extends to being responsible and

caring partners in the communities where we live and work. By living these

values, ATET asplras to sel a standard oI excellence worldwldsthat

will reward our shareowners, nur customers, and all *TET people. I

Our Gommon Bond

O 1995 AT&T. All rights rcserved.


