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a) AT&T Corp. Consolidated I‘in.l information .

ATE&T is making available its audited consolidated financial results and certain other information for the year ended
December 31, 2000. Filed as Exhibit 99.1 1o this 8-K is the following information:
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Managemenlt's Discussion and Analysis.

Seven-Year Summary of Selected Financial Data.

Report of Independent Accountants,

Consolidaled Statements of Income for the Years Ended December 31, 2000, 1999 and 1998.

Consolidated Balance Sheets at December 31, 2000 and 1999.

Consolidated Statements of Changes in Shareowners' Equity for the Years Ended December 31, 2000, 1999 and
1998.

Consolidated Statements of Cash Flows for the Years Ended December 31, 2000, 1999 and 1998.

Notes to the Consolidated Financial Statements.

b) AT&T Wireless Group Combined financial information

AT&T is making available the audiled combined financial results and certain other information of the AT&T Wireless
Group [or the year ended December 31, 2000. Filed as Exhibit 99.2 to this 8-K is the following information:
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Management's Discussion and Analysis.

Report of Independent Accountants.

Combined Statements of Operations for the Years Ended December 31, 2000, 1999 and 1998.
Combined Balance Sheets at December 31, 2000 and 1999.

Combined Statements of Changes in Combined Altributed Net Assels for the Years Ended
December 31. 2000, 1999 and 1998.

Combined Statements of Cash Flows for the Years Ended December 31. 2000. 1999 and 1998,
Notes to the Combined Financial Statements.

ITEM 7 FINANCIAL STATEMENTS AND EXHIBITS.

¢} Exhibits.

Exhibit 23  Consent of PricewaterhouseCoopers LLP

Exhibit
99.1

Exhibit
99.2

AT&T Corp. consolidated financial results and certain other information for the year
ended December 31, 2000.

AT&T Wireless Group combined financial results and certain other information for the
year ended December 31, 2000.
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Dividend Reinvestment and Stock ase Plan (Registration No. 333-00573), For for the AT&T Long Term Savings
and Security Plan (Registration No. 333-47257). Forms S-8 for the AT&T Long Term Savings Plan [or Management
Employees (Registration Nos. 33-34264, 33-29256 and 33-21937), Form S-8 for the AT&T Retirement Savings and Profit
Sharing Plan (Registraiion No. 33-39708), Form S-8 lor Shares Issuable Under the Stock Option Plan of the AT&T 1987
Long Term Incentive Program (Registration No. 333-47251), Form S-8 for the AT&T of Puerto Rico, Inc. Long Term
Savings Plan for Management Employees (Registration No. 33-50819). Form §-8 for the AT&T of Puerto Rico, Inc. Long
Term Savings and Security Plan (Registration No. 33-50817), Post-Effective Amendment No. | to Form 3-8 Registration
Statement (Registration No. 33-34797) for the AT&T 1996 Employee Stock Purchase Plan, Form S-8 for the AT&T Shares
for Growth Program (Registration No. 333-47255), Form S-8 for the AT&T 1997 Long Term Incentive Program
(Registration No. 33-28663). Form S-3 for the AT&T $2.600,000,000 Notes and Warrants to Purchase Notes (Registration
No. 33-49589), Form §-3 for the AT&T $3,000,000,000 Notes and Warrants 1o Purchase Notes (Registration No. 33-594935),
Form S-4 for the AT&T 5,000,000 Common Shares {Registration No. 33-57745), and in Post-Effective Amendment Nos. 1, 2
and 3 on Form S-8 1o Form S-4 Registration Statement (Registration No. 33-42150) {or the NCR Corporation 1989 Stock
Compensation Plan (Registration N0.33-42150-01), the NCR Corporation 1984 Stock Option Plan (Registration

No. 33-42150-02) and the NCR Corporation 1976 Stock Option Plan {Registration No. 33-42150-03), respectively, and the
Post-Effective Amendment Nos. [, 2, 3 and 5 on Form $-8 to Form $-4 Registralion Statement {Registration No. 33-52119)
for the McCaw Cellular Communications, Inc. 1983 Non-Qualified Stock Option Plan (Régistration No. 33-52119-01); the
McCaw Cellular Communications, Inc. 1987 Stock Option Plan (Registration No. 33-52119-02), the McCaw Cellular
Communications. Inc. Equity Purchase Plan (Registration No, 33-52119-03) and the McCaw Cellular Communications, Inc.
Employee Stock Purchase Plan (Registration No. 33-52119-05), respectively. and Post-Effective Amendment No.1 on

Form $-8 1o Form 5-4 Registration Statement (Registration No. 33-45302) for the Teradata Corporation 1987 Incentive and
Other Stock Option Plan (Repistration No. 33-45302-01), Form S-8 for the AT&T Amended and Restated 1969 Stock Option
Plan for LIN Broadcasting Corp. (Registration No. 33-63195), and in Post Effective Amendment Nos. 1, 2, 3,4 and 5 on
Forim 5-8 10 Form S-4 Registration Statement (Registration No. 333-49419) for the Teleport Communications Group Inc.
1993 Stock Option Plan (Registration No. 333-49419-01), Teleport Communications Group Inc. 1996 Equity Incentive Plan
(Registration No. 333-49419-02), ACC CorpEmployee Long Term Incentive Plan (Registration No. 333-49419-03), ACC
Corp. Non-Employee Directors’ Stock Option Plan (Registration No. 333-49419-04) and ACC Corp. 1996 UK Sharesave
Scheme (Registration No. 333-49419-05), and Form S-8 for AT&T Wireless Services, Inc. Employee Stock Purchase Plan
(Registration No. 333-32757), and in Post-Effective Amendment Nos.1 and 2 on Form S-8 and Post-Effective Amendment
Nao. 3 to Form S-4 Registration Stalement (Registration No. 333-70279) for the Tele-Communications, Inc. 1998 Incentive
Plan, the Tele-Communications, Inc. 1996 Incentive Plan (Amended and Restated), the Tele-Communications, Inc. 1995
Employee Stock Incentive Plan (Amended and Restated), the Tele-Communications, Inc. 1994 Stock Incentive Plan
(Amended and Restated), the Tele-Communications, Inc. 1994 Nonemployee Director Stock Optlion Plan, the
Tele-Communications International. Inc., the 1996 Nonemployee Director Stock Option Plan, the Tele-Communications
International, Tne, 1995 Stock Incentive Plan (Registration No. 333-70279-01), the Liberty Media 401(K) Savings Plan, the
TCI 401{K) Stock Plan (Registration No. 333-70279-02), Form 5-3 for the $13,080,000 Debt Securities and Warrants to
Purchase Debt Securities (Registration No. 333-71167), Form S-4 for Vanguard Cellular Systems, Inc. (Registration

No. 333-75083), Form S-4 for MediaOne Corp, (Registration No. 333-86019), Form 5-4 for Four Media Corp. (Regislration
No. 333-30250), Form S-8 for AT&T Long Term Savings (Registration No. 333-87935), Form S-3/A for the AT&T Wireless
Group Tracking Stock (Registration No. 333-96037), Form S-8 for the AT&T 1997 Long-Term Incentive Plan for AT&T
Wireless (Registration No. 333-36130}, Form S-4 for Todd AO Corp. (Registration No. 333-36458), Post-Effective
Amendment No. 1 1o Form S-8 Registration Statement for the AT&T Long Term Savings Plan for Management Employees,
the AT&T Long Term Savings Plan—S8an Francisco. and the AT&T Wireless Services 401(K) Retirement Plan (Registration
No. 33-34264-1), Post Effective Amendment No. 1 to Form 5-8 Registration Statement for the AT&T Long Term Savings
Plan for Management Employees, the AT&T Long Term Savings and Security Plan, the AT&T Retirement Savings and
Profit Sharing Plan, the AT&T of Puerto Rico, Inc., Long Term Savings and Security Plan, the AT&T of Puerto Rico, Inc.
Long Term Savings Plan for Management Employees, the AT&T Long Term Savings Plan—San Francisco, and the AT&T
Wireless Services 401(K) Retirement Plan (Regisiration No. 333-87935-1), Post Effective Amendment No. | on Form §-8 to
Form 5-4 Registration Statement for the Four Media Company 1997 Stock Plan, the Four Media Company Amended and
Restated

We hercby consent 1o the incorp on by reterence n the registralion stalements -‘1 Form 3-3 for the Shareowner




Post Eftective Amendment No, 1 0 ‘m S-8 10 Form 5-4 Registration Statement torgbhe 'f'odd-AQ Corporation Y56,
1994, 1995 and 1997 Stock Oplionm {Registration No. 333-36458-1), Form S-8 VQ AT&T Long Term Savings Plan
for Management employees, the AT&T Long Term Savings and Security Plan. the AT&T Retirement Savings and Profit
Sharing Plan. the AT&T of Puerto Rico, Inc. Long Term Savings and Security Plan, the AT&T of Puerto Rico, Inc. Long
Term Savings Plan for Management Employees, the AT&T Long Term Savings Plan, the AT&T Long Term Savings
Plan—San Francisco, and the AT&T Wireless Services 401(K) Retirement Plan (Registralion No. 333-43438). Form S-8 for
the AT&T 1997 Long Term Incentive Plan (Registration No. 333-43440), Form S-4/A for Video Services Corporation
(Registralion No. 333-48606), Form S-4/A for the Wireless Exchange Offer (Registration No. 333-52670), Form S-8 for the
AT&T Broadband Deferred Compensation Plan (Registration No. 333-53134), and Posi Effective Amendment No. 1 on
Form $-8 to Form S-4 Registration Statement for the Inlernational Post Limited 1993 Long Term Incentive Plan of AT&T
Corp. (Registration No. 333-48606-1). of our reports dated March 16, 2001 relating (o the consolidated financial statements
of AT&T Corp. and ils subsidiaries, and March 16, 2001 relating to the combined financial statements of AT&T Wireless
Group, which appear in Current Reporl on Form 8-K of AT&T Corp.

PricewaterhouseCoopers LLP

New York, New York
March 28, 2001




WAUEMEN'I"S DISCUSSION AND ANALii 11

AT&T Corp. (AT&T or the company} is ameng the world's communications leaders, providing voice, data, video and
broadband telecommunications services to large afid small businesses, consumers and government agencies. We provide
domestic and international long distance; regional, local and wireless communications services; cable tetevision and Internet
communication services. AT&T also provides billing, directory and calling-card services to support our communications
businesses.

OVERVIEW

MERGER WITH MEDIAONE GROUP, INC,

We completed the merger with MediaOne Group, Inc. (MediaOne) on June 15, 2000, in a cash and stock wransaction
valued at approximately $45 billion. We issued approximately 603 million shares, of which 60 million were treasury shares,
an¢l made cash payments of approximately $24 billion.

The merger was recorded under the purchase method of accounting, and accordingly, the results of MediaOne have been
included with the financial results of AT&T, within our Broadband segment, since the date of acquisition. Periods prior to the
merger were not restated 1o include the results of MediaOne.

TRACKING STOCKS

On April 27, 2000, AT&T issued a new class of stock to track the performance of AT&T Wireless Group. AT&T sold 360
million shares ol AT&T Wireless Group tracking shares at a price of $29.50 per share. The 360 million shares track
approximalely 16% of the financial performance of AT&T Wireless Group.

In addition, in connection with the 1999 acquisition of Tele-Communications, Inc. (TCL), renamed AT&T Broadband
{Broadband), AT&T issued a separate tracking stock 1o reflect the financial performance of Liberty Media Group (LMG),
TCT's former programming and lechnology investment businesses, The oulstanding Liberty Media Group tracking stock
tracks 100% of the financial performance of LMG.

The remaining results of operations of AT&T, including approximately 84% of the financial performance of AT&T
Wireless Group, are referred to as the AT&T Common Stock Group and are represented by AT&T common stock.

A tracking stock is designed to provide [inancial returns to its holders based on the financial performance and economic
value of the assets it tracks. Ownership of shares of AT&T common siock, AT&T Wireless Group tracking stock or Liberty
Media Class A or B tracking stock does not represent a direct legal interest in the assets and liabilities of any of the groups,
but an ownership of AT&T in (otal. The specific shares represent an interest in the economic performance of the net assets of
each of the groups.

The earnings attributable to AT&T Wireless Group represent approximately 16% of the eamings from April 27, 2000,
through December 3.1, 2000, and are excluded from the eamnings available 10 AT&T Common Stock Group. Similarly, the
earnings and losses related 1o LMG are excluded {rom the earnings available to AT&T Common Stock Group.

We do not have a controlling financial interest in LMG for financial accounting purposes; therefore, our ownership in
LMG is reflecied as an investment accounted for under the equity method in AT&T's consolidated financial statements. The
amounts atlributable 10 LMG are reflected in the accompanying consolidated financial stalements as "Equity earnings (losses)
from Liberly Media Group” and "Investment in Liberty Media Group and relaled receivables, net".




asset-based or tracking slocks. 0

As part of the {irst phase of the restrucluring plan, we are planning an exchange offer that will give AT&T shareowners the
opportunity to exchange any portion of their AT&T common shares for shares of AT&T Wireless Group tracking stock,
subject to pro-ration. Following the exchange offer and subject to specified conditions, AT&T plans 1o split-off AT&T
Wireless Group from AT&T. We intend, however, to retain up to $3 billion of shares of AT&T Wireless (or future sale,
exchange or monetization within six months following the split-off. We expect AT&T Wireless will become an independent,
publicly-held company in mid-2001, upon receipt of appropriate tax and other approvals.

In addition to the split-off of AT&T Wireless, we intend to fully separate or issue separate lracking stocks to reflect the
financial performance and economic value of each of our other major business units. We plan to create and issue new-classes
of stock to track the financial performance and economic value of our AT&T Broadband unit and AT&T Consumer unit. We
plan lo sell some percentage of shares of the AT&T Broadband unit in the fall of 2001. Within |2 months of such sale, we
intend to completely separaie AT&T Broadband {from AT&T, as an asset-based stock. The AT&T Consumer tracking stock
is expected to be fuily distributed to AT&T shareowners in the second hall of 2001.

AT&T expects that these transactions will be tax-free to U.S. shareholders. AT&T's restructuring plan is complicated and
involves a substantial number of steps and transactions, including obtaining various conditions, such as Internal Revenue
Service (IRS) rulings. In addition, future financial conditions, superior alternatives or other factors may arise or occur that
make it inadvisable to proceed with part or all of AT&T's restructuring plan. Any or all of the elements of AT&T's
restructuring ptan may not occur as we currently expect or in the timeframes that we currently contemplate, or at all.
Alternative forms of restructuring, including sales of interests in ihese businesses, would reduce what is available for
distribution Lo shareowners in the restructuring.

On November 15, 2000, we announced that our board of direciors voted to split-off LMG. A new assel-based security will
be issued 1o holders of LMG tracking stock in exchange for their LMG tracking shares. The split-off remains subject to
receipl of a favorable tax ruling from the IRS. We expect this splii-off to be completed in mid-2001.

FORWARD-LOOKING STATEMENTS

This document may contain forward-looking statements with respect to AT&T's restructuring plan, financial condition,
results ol operations, cash flows, dividends, financing plans, business sirategies, operating efficiencies or synergies, budgets,
capital and other expenditures, network build out and upgrade, competitive positions, availability of capital, growth
opportunities for existing products, benefits from new technologies. availability and deployment of new technologies, plans
and objectives of management, and other malters.

These forward-looking statements, including, without limitation, those relating to the future business prospects, revenue,
working capital, liquidity, capital needs, network build out, interest costs and income, are necessarily estimates reflecting the
best judgment of senior management and involve a number of risks and uncertainties that could cause actual results to differ
malerially [rom those suggested by the forward-looking slaiements. These forward-looking statements should, therefore, be
considered in light of various important factors that could cause actual results to differ materially from estimates,or
projections contained in the forward-looking statements including, without limitation:

= the risks associated with the implementation of AT&T's restructuring plan, which is complicated and involves a
substantial number of different transactions each with separate conditions, any or all of which may not occur as we

currently intend, or which may not occur in the timeframe we currently expect,
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that may otfer less expen roducts and services, desirable or innovativ ucts, technological substitutes, or
have exlensive resources or betler financing,
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. the impact of oversupply of capacity resulling from cxcessive deployment of network capacity.

*  the ongeing global and domestic trend towards consolidation in the telecommunicalions industry, which trend may
have Lhe effect of making the competitors of these entities larger and better financed and afford these compelitors
with extensive resources and greater geographic reach, allowing them to compete more effectively,

*  the effects of vigorous competition in the markets in which the company operates, which may decrease prices
charged, increase churn and change customer mix, profitability and average revenue per user,

» the abilily to enter into agreements 10 provide, and the cost of entering new markets necessary o provide,
nalionwide services,

. the ability to establish a significani market presence in new geographic and service markets,
+  the availability and cost-of capital and the consequences of increased leverage.
+  the successful execulion of plans to dispose of non-strategic assets as part of an overall corporate deleveraging plan,

+  the potential impact of NTT DoCoMo's investment in AT&T, including provisions of the agreements that restrict
AT&T Wireless Group's future operalions, and provisions that may require AT&T Lo repurchase DoCoMo's interest
in AT&T if AT&T or AT&T Wireless Group fail to meet specified conditions,

*  the impact of any unusual items resulting from ongoing evaluations of the business strategies of the company,

*  the requirements imposed on the company or latitude allowed lo competitors by the Federal Communications
Commission (FCC) or state regulatory commissions under the Telecommunications Act of 1996 or other applicable
laws and regulations,

+  the risks and costs associated with the need to acquire additional wireless spectrum for current and fulure services,

»  the risks associated wilh technological requirements, technology substitution and changes and other technological
developments,

= the results of litigation filed or to be filed againsl the company,

«  the possibility of one or more of the markets in which the company competes being impacted by changes in
political, economic or other factors, such as monetary policy, legal and regulatory changes or other external factors
over which these groups have no control, and

»  the risks related to AT&T's investments in LMG and joint ventures.

nwon "o

The words "estimale," "project,” "intend," "expect,” "believe,” "plan” and similar expressions are intended to identify
forward-looking staiements. Readers are cantioned not to place undue reliance on these forward-looking statements, which
speak only as of the date of this document. Moreover, in the future, AT&T, through its senior management, may make
forward-looking staternents about the matters described in this document or other matiers concerning AT&T.
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The comparison of 2000 results \Q 1999 was impacted by evenis, such as acquis‘ and dispositions that occurred
during these two years. For example, in 2000 we acquired MediaOne and wireless properties in the San Francisco Bay area,
which were both included in our 2000 results for part of the year, but were not in 1999 results. In 1999, we acquired TCL the
1BM Global Nelwork (now AT&T Global Network Services, or AGNS) and Vanguard Cellular Syslems, Inc. (Vanguard).
These businesses were included in 2000 results for a full year, but enly a part of [999 (since their respective dates of
acquisition). Further, we disposed of cerlain inlernational businesses during 1999 and 2000. The resuits of businesses sold in
1999 were included in 1999 resulis for part of the year, and were nol in 2000 results. Likewise, businesses sold in 2000 were
included in 1999 resulis for the full year and in 2000 results for part of the year.

Year-over-year comparison was also impacted by the consolidation of At Home Corp. (Excite@Home) beginning
September 1, 2000, due Lo corporate-governance changes which gave AT&T a controlling interest. At that lime and on
December 31, 2000, we had an approximaie 23% economic interest and 74% voting interest in Excite @Home. Prior to
September 1, 2000. we accounted for our ownership in Excite @ Home under the equity method of accounting, which means
our investment was included in "Other invesiments and related advances” in the 1999 Consolidated Balance Sheet and any
earnings or losses were included as a component of "Net losses from other equity investments” in the Consolidated
Statements of Income. The consolidation of Excite@Home resulted in the inclusion of 100% of its results in each line item of
AT&T's Consolidaled Balance Sheet and Consolidated Income Statement. The approximate 77% we do not own is shown in
the 2000 Consolidated Balance Sheet within “Minority interest” and as a component of "Minority interest income (expense}"
in the 2000 Consolidaled Statement of Income.

On January 5, 2000, we launched Concert, our global joint venture with British Telecommunications ple (BT). AT&T
contributed all of its international gateway-to-gateway assets and Lhe economic value of approximately 270 multinational
customers specifically targeled for direct sales by Concert. As a result, 2000 resulls do not include the revenue and: expenses
associated with these customers and businesses, while 1999 does, and 2000 results include our proportionate share-of
Concert's earnings in "Net losses from other equity investments.”

Effective July |, 2000, the FCC eliminated Primary Interexchange Carrier Charges (PICC or per-line charges) that AT&T
. pays for residential and single-line business customers. The elimination of these per-line charges resulted in lower access
expense as well as lower revenue, since AT&T has historically billed its customers for these charges.

The comparison of 1999 results with 1998 was alsc impacted by the 1999 acquisitions of TCI. AGNS and Vanguard, since
1999 results include these businesses for part of the year. while 1998 does not include them. This comparison is also
impacted by the 1999 dispositions of internalional businesses, which were included in 1999 results for part of the year, bul
were in 1998 results for the full year.

For the Years Ended December 31,
2000 1999 1993

Dollars in millions

Business Services o | 0§ 28488 3 27480 § 24285
Consumer Services 18,976 21,854 22,885
Wireless Services , - 10,448 7,627 5,406
Broadband 8.217 5,070 —
Other and Corporate 48 569 647
Total revenue $ 63981 $ 62,600 $ 53,223




by ongoing competition and produwbsmunon.
Tolal revenue in 1999 increased $9.4 billion, or 17.6%. compared with 1998. Nearly three-quarters of the increase was due

1o acquisitions. net of dispositions. The remaining increase was (ueled by growth in wireless. business data. business long
distance voice and outsourcing revenue, partially offset by the continued decline of consumer long dislance voice revenue.

Revenue by segment is discussed in greater delail in the segment results section.

For the Years Ended December 31, 2000 1909 1998

Daollars in millions

Costs of services'and products $ 17587 § 14,594 § 101495

Costs of services and products include the costs of operating and maintaining our networks, costs Lo supporl our
outsourcing coniracts. fees paid to other wireless carriers for the use of their networks (off-network roaming), programming
and licensing costs for cable services, costs of wireless handsets sold, the provision for uncollectible receivables and other
service-related costs.

These costs increased $3.0 billion, or 20.5%. in 2000 compared with 1999. Nearly $2.1 billion of the increase was due to
acquisitions and the impact of consolidating Excite@Home, net of the impact of Concert and divestments of international
businesses. The higher costs associated with our growing wireless subscriber base and wireless network as well as new
oulsourcing contracts increased expenses by approximately $1.5 billion. The higher wireless expenses primarily relaled to
higher cosis of handsets sold, due to a 53.5% increase in gross subscriber additions in 2000 compared with 1999. Expenses
also increased due to higher video-programming costs principally due (o rate increases, and higher cosls associated with new
broadband services of approximately $0.3 billion. These increases were partially offset by approximately $0.9 billion of costs
savings from continued cost control initiatives and a higher pension credit in 2000, primarily driven by a higher pension trust
asset base, resulting from increased investment returns.

Costs of services and products rose $4.1 billion, or 39.1%, in 1999 compared with 1998, primarily due to acquisitions, net
of dispositions, which accounted for approximately $3.7 billion of the increase. The higher costs associated with our growing
wireless subscriber base as well as new outsourcing contracts increased expenses by approximately $1.5 billion. Partially
offsetting the 1999 increases were network cost-conltrol initiatives of approximaiely $0.4 billion, and approximately
$0.3 billion of lower expenses in Business Services related to per-call compensation expense, provision for uncollectible
receivables and gross receipts and property laxes.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions

Access zi_nd.othcl'gonnqcljoh 3 "1‘3_,518 $ 14686 § ‘15,‘328;

Access and other connection expenses decreased 8.0%, to $13.5 billion in 2000, compared with $14.7 billion in 1999.
Included within access and other connection expenses are costs Lhal we pay Lo connect domestic calls onthe facilities of other
service providers. Mandated reductions in per-minute access-costs and decreased per-line charges resulted in lower costs of
approximately $1.5 billion. Also contributing 10 Lhe decrease was more efficient network usage. These decreases were
partially offset by approximately $0.7 billion of higher costs due to volume increases, and $0.5 billion as a result of higher
Universal Service Fund contributions. Since most of these charges are passed through to the customer, the per-minute
access-rate and per-line charge reductions and the increased Universal Service Fund contributions have generally resulted in
a corresponding impact on revenue.




toreign-billed revenue. 'I'he amounigharged by Concert in 20U0 was lower than intergagnection expense incurred in 1994,
since AT&T recorded these transa s as revenue and expense, as applicable. Part‘of‘fseuing the decline were costs
incurred related 10 Concert products that AT&T now sells 1o ils customers.

Access and other connection expenses declined $0.6 billion, or 4.2%, in 1999 compared with the prior year. This decline
resulled from 30.9 billion of mandated reductions in per<minute access rates in 1999 and 1998, and $0.6 billion of lower
international settlement rates resulting from our negotiations with international carriers. Additionally, we conlinue 1o manage
these costs through more efficient network usage. These reductions were partially offset by $0.8 billion of higher costs due to
votume growth, and $0.3 billion as a result of increased per-line charges and Universal Service Fund contributions.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions

Selling, general and administrative $ 13303 $ 13516 $ 12,770

Selling, general and administrative (SG&A) expenses decreased $0.2 billion, or 1.6%, in 2000 compared with 1999,
Approximately $2.0 billion of the decrease was due to savings from continued cost-conlrol initiatives and a higher pension
credit in 2000, primarily driven by a higher pension trust asset base, resulting from increased investment returns. Largely
offsetting this decrease was more than $1.4 billion of higher expenses associated with our growing wireless and broadband
businesses, and nearly $0.7 billion of expenses associated with acquisitions and the consolidation of Excite@Home, net of
the impact of Concert and disposilions.

SG&A expenses increased $0.7 billion, or 5.8%, in 1999 compared with 1998. This increase was primarily due to
acquisitions, net of dispositions, which resulted in an increase in SG&A expenses of approximately $1.4 billion, Also
contributing (o the increase was approximalely $0.4 billion of higher costs to support our growing wireless subscriber base.
Partially offsetling these increases were our continued efforts to control costs on a companywide basis, which resulied in
lower SG&A expenses of approximately $0.9 billion, including lower spending for consumer long distance
acquisition-programs.

the Y Ended December 31,
For the Years Ende cember 3 2000 1999 1998

Dotlars in millions

Depreciation and other:amortization % 7274 $8 6,138 § 4378

Depreciation and other amortization expenses rose $1.1 billion, or 18.5%, in 2000 compared with 1999 and increased $1.8
billion, or 40.2%, in 1999 compared with 1998. Approximately one-half of the increase in both years was due to acquisilions
and the consolidation of Excite@Home, nel of dispositions and the impact of Concenrt, as applicable. The remaining increase
was primarily due to a higher asset base resulting from continued infrastructure investment. Total capital expenditures for
2000, 1999 and 1998 were $14.6 billion, $13.5 billion and $8.0 billion, respectively. We continue to focus the vast majority
of our capital spending on our growth businesses of broadband, wireless, data and IP and local.

For the Years Ended December 31,
2000 1999 1993

Dollars in millions

Amortization.of goodwill, franchise costs and-othier purchased A _
intangibles $ 2993 8 1301 § 250

Amortization of goodwill, franchise costs and other purchased intangibles increased $1.7 billion, or 130.1%, in 2000
compared with the prior year. This increase was largely attributable to the consolidation of Excite @Home, as well as
acquisitions, primarily MediaOne and TCI. Franchise costs represent the value atiributable to agreements with local
authorities that allow access to homes in Broadband's service areas.




For the Years Ended Deg er 31,
' 20 1999 1998

Dollars in millinns

Net restructuring and other charges $ 7029 % 1,506 .5 2514

During 2000, we recorded $7.0 billion of nel restructuring and other charges, which had an approximate $0.90 eamings per
diluted share impact to the AT&T Comimon Stock Group. The 2000 charge included $6.2 billion of asset impairment charges
related to Excite@Home, $759 million for restructuring and exit costs associated with AT&T's initiative Lo reduce costs, and
$91 million related to the government-mandated disposition of AT&T Communications (U.K.) Ltd., which would have
competed directly with Concert.

The asset impairment charges related to Excite@Home resulted from the delerioration of the market conditions and market
vatuations of Internet-related companies during the fourth quarter of 2000, which caused Excite@Home to conclude that
intangible assets related 1o their acquisitions of Internet-related companies may not be recoverable. Accordingly,
Excite@Home conducted a detailed assessment of the recoverability of the carrying amounts of acquired intangible assets.
This assessment resulled in a determination that certain acquired intangible assets, including goodwill, related to these
acquisitions, including Excite, were impaired as of December 31, 2000. As a result, Excite@Home recorded impairment
charges of $4.6 billion in December 2000, representing the excess of the carrying amount of the impaired assets-over their
fair value.

The impairment was allocated 1o each asset group based on a comparison of carrying values and fair values. The
impairment write-down within each asset group was allocated first to goodwill, and if goodwill was reduced to zero, o
identifiable intangible assets in proportion to carrying values.

Since we own approximately 23% of Excite@Home, 77% of the charge recorded by Excite@Home was nol included as a
reduction to AT&T's net income, but rather was eliminated in our 2000 Consolidated Statement of Income as "Minorily
interest income {expense).”

Also as a result of the foregoing, AT&T recorded a goodwill and acquisition-related impairment charge of 1.6 billion
associaled with the acquisition of our investment in Excite@Home. The write-down of our investment to fair value was
determined utilizing discounted expected future cash flows.

The $759 million charge for restructuring and exit plans was primarily due to headcount reductions, mainly in network
operations and Business Services, including the consolidation of customer-care and call centers, as well as synergies created
by the MediaOne merger.

Included in exit costs was $503 million of cash lermination benefits associated with the separation of approximately 7,300
employees as part of voluntary and invoiuntary termination plans. Approximately one-half of the separations were
managemnent employees and one-hatf were nonmanagement employees. Approximately 6,700 employee separations were
related to involuntary terminations and approximately 600 to voluntary terminations.

We also recorded $62 million of network lease and other contract termination costs associated with penalties incurred as
part of notifying vendors of the termination of these contracts during the year, and net losses of $32 million related to the
disposition of {acilities primarily due to synergies created by the MediaOne merger.

Also inctuded in restructuring and exit costs in 2000 was $144 million of benefit plan curtailment costs associated with
employee separations as part of these exit plans. Further, we recorded an asset impairment charge of $18 million related to
the write-down of unrecoverable assets in certain businesses where the carrying value was no longer supported by estimated
future cash flows.




During 1999, we recorded $1.5 .n of net restructuring and other charges, whi‘d an approximate $0.37 earnings per
diluted share impact 1o the AT&T Commeon Stock Group.

A $394 million in-process research and development charge was recorded reflecling the esiimated fair value of research
and development projects at TCI. as of the date of the acquisition. which had not yet reached technological feasibility or had
no alternalive future use. The projects identified related (o efforts to offer voice aver IP, product-integration efforts for
-advanced set-lop devices, cost-savings efforts for broadband-telephony implementation, and in-process research and
development relaled to Excite@Home. We estimated the fair value of in-process research and development for each project
using an income approach, which was adjusted Lo allocate fair value based on the project’s percentage of completion. Under
this approach, the present value of the anticipated future benefits of the projects was determined using a discount rate of 17%.
For each project, the resulting net present value was multiplied by a percentage of completion based on effort expended to
date versus projected costs to complete.

The charge associated with voice-over-1P technology, which allows voice telephony traffic to be digitized and transmitted
in IP data packets, was $225 million as of the date of acquisition. Current voice-over-IP equipment does not yet support many
of the features required Lo connect customer premises equipment 1o traditional phone networks. Further technical
development is also needed Lo ensure voice quality that is comparable to conventional circuil-switched telepheny and to
reduce the power consumption of the IP-telephony equipment. We started testing IP-telephony equipment in the field in
late-2000 and will continue tests throughout 2001,

The charge associated with product-integration efforts for advanced set-top devices, which will enable us to offer
nexi-generation digital services, was $1 14 million as of the acquisition date. The associated technology consists of the
development and integration work needed to provide a suite of sofiware tools to run on the digital set-top box hardware
platform. It is anticipated that field trials will begin in late-2001 for nexl-generation digital services.

The charge associaled with cost-savings efforts for broadband-telephony implementation was $101 million as of the date
of acquisition. Telephony cost reductions primarily consist of cost savings from the development of a "line of power switch."
which allows us 1o cost effectively provide power for customer telephony equipment through the cable plant, This device will
allow us 1o provide line-powered elephony without burying the cable line to each house. Trials related to our telephony cost
reductions are complete, and implementation has begun in certain markets.

Additionally, the in-process research and development charge related to Excite@Home was valued at $154 million. This
charge related to projects to allow for self-provisioning of devices and the development of next-generation client software,
network and back-office infrastructure to enable a variety of network devices beyond personal computers and improved
design for the regional data centers' infrastructure.

Although there are technological issues to overcome to successfully complete the acquired in-process research and
development, we expect successful completion. We estimate the costs Lo complele the identified projects will nothave a
malerial impact on our results of operations. If, however, we are unable to establish technological feasibility and produce
comumercially viable products/services, anticipated incremental future cash flows autributable to expected profits from such
new products/services may not be realized.

A $531 million asset impairment charge was recorded in 1999 associated with the planned disposal of certain wireless
communications equipment resulting from a program to increase the capacity and operating efficiency of our wireless
network. As part of a multivendor program, contracts have been executed with select




Also in 1999, a $145 million cha.'or restructuring and exit costs was recorded .rl of AT&T's initiative to reduce
costs. The restructuring and exit plans primarily focused on the maximization of synergies through headcount reductions in
Business Services and nelwork operations. including the consolidation of customer-care and call centers.




The 1999 restructuring initiative projected Lo yield cash savings of approximgay $250 million per year. This
restructuring yielded EBIT saving‘pproximate]y $200 million in 2000, and is € ed to save nearly $400 million per
year thereafter. We expect increased spending in growth businesses will largely offset these cash and EBIT savings. The
EBIT savings. primarily attributable 10 reduced personnel-related expenses, will be realized in SG& A expenses and costs of
services and products.

We also recorded net losses of $307 million related to the government-mandated disposition of certain international
businesses that would have competed directly with Concert. and $30 million related to a contribution agreement Broadband
entered into with Phoenixstar, Inc. That agreement requires Broadband to satisfy certain Habilities owed by Phoenixstar and
its subsidiaries. The remaining obligation under this contribution agreement and an agreement that MediaOne had is $57
million, which was fully accrued for at December 31, 2000. In addition, we recorded benetfits of $121 million related to the
settlement of pension obligations for former employees who accepted AT&T's 1998 voluntary retirement incentive program
(VRIP) offer. :

During 1998, we recorded $2.5 billion of net restructuring and other charges, which had an approximate $0.59 earnings per
diluted share impact to the AT&T Common Stock Group. The bulk of the charge was associated wilth our overall
cost-reduction program and the approximately 15,300 management employees who accepted the VRIP offer. A restructuring
charge of $2,724 million was composed of $2,254 million and $169 million for pension and postretirement
special-termination benefits, respectively, $263 million of benefit plan curtailment losses and $38 million of other
administrative cosls, We also recorded charges of $1235 million for related facility costs.and $150 million for
executive-separation costs. These charges were partially offsel by benefits of $940 million as we seltled pension benefi
obligations for 13,700 of the 1otal VRIP employees. 1n addition, the VRIP charges were partially offset by the reversal of
$256 million of 1995 business restructuring reserves primarily resulting from the overlap of VRIP on certain 1995 projects.

Also included in the 1998 net restructuring and other charges were asset impairment charges totaling $718 million. of
which $633 million was related to our decision not to pursue Total Service Resale (TSR) as a local-service strategy. We also
recorded an $85 million asset impairment charge related to the write-down of unrecoverable assets in cerlain international
operations where the carrying value was no longer supported by future cash flows. This charge was made in connection with
the review of certain operations thal would have competed directly with Concert.

Additionally. $85 million of merger-related expenses were recorded in 1998 in connection with the Teleport
Communications Group Inc. (TCG) merger, which was accounted for as a pooling of interests. Partially offsetting these
charges was a $92 million reversal of the 1995 restructuring reserve. This reversal reflected reserves no longer deemed
necessary. The reversal primarily included separation costs altribuled to projects completed at a cost lower than originally
anticipated. Consistent with the three-year plan, the 1995 restructuring initiatives were substantially compleled by the end of
1598.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions

Operating income $ 4277 $ 10839 $ 7487

Operating income decreased $6.6 billion, or 60.6%. in 2000 compared with 1999. The decrease was primarily due to
higher nel restructuring and other charges of $5.5 billion. Alse contributing to the decrease was the impact of the acquisition
of MediaOne and the consolidation of Excite@Home, which lowered operating income by $1.5 billion. A majority of the
impact of operating losses and the restructuring charge generated by Excite@Home was offset in minority interest income
(expense), reflecting the approximate 77% of Excite@Home we do not own. Partially offsetting these decreases were
cost-control initiatives and a larger
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efficiencies. Also contributing to t&crease was $1.0 billion of lower net restrucu"and other charges.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions

Other income $ 15148 931 % 1,281

Other income increased $0.6 billion, or 62.4%, in 2000 compared with 1999. This increase was primarily due to greater net
gains on sales of businesses and investments of approximately $1:0 billion, and higher investment-related income of
approximately $0.3 billien. The higher gains on sales were driven by significant gains associated with the swap of cable
properties with Comcast Corporation (Comcast) and Cox Communications, Inc. (Cox), the sale of our investment in Lenfest
Communications, Inc. (Lenfest} and Celumovil, and a gain recorded as a result of the merger of TeleCorp PCS, Inc.
{TeleCorp) and Tritel, Inc. (Trite!) and related transaclions. These gains aggregated approximately $).0 billion and had an
approximale $0.29 earnings per diluted share impact to the AT&T Common Stock Group. In 1999, we recorded significant
gains associated with the sale of our Language Line Services business, a portion of our ownership interest in AT&T Canada
as well as our investmenl in Wood-TV. These gains aggregaled approximately $0.4 billion and had an approximate $0.07
earnings per diluted share impact to the AT&T Common Stock Group. Offsetting the increases to other income in 2000 was
an approximate $0.5 billion charge reflecting the increase in the fair value of put options held by Comcast and Cox related to
Excite®@ Home stock, and approximately $0.2 billion of higher investment impairment charges.

Other income decreased $0.4 billion, or 27.3%, in 1999 compared with 1998. The decrease was due to lower nel gains on
sales of businesses and investments of approximately $0.3 billion as well as lower investment-related income of
approximately $0.2 billion. In 1999, we recorded significant gains associated with the sale of our Language Line Services
business, a portion of our ownership interest in AT&T Canada as well as our investment in Wood-TV. These gains
aggregated approximately $0.4 billion and had an approximate $0.07 earnings per diluted share impact to the AT&T
Commeon Stock Group. In 1998, we recorded significant gains associaled with the sale of AT&T Solutions Customer Care,
LIN Television Corp. and SmarTone Telecommunications Holdings Limited. These gains aggregated approximately $0.8
billion and had an approximate $0.18 earnings per diluted share impact to the AT&T Common Stock Group.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions

[nterest expense ' $ 3,183 % 1765 § 427
Interest expense.increased 80.3%, or $1.4 billion, in 2000 compared with 1999. The increase was primarily due to a higher
average debt balance as a result of our June 2000 acquisition of MediaOne, including outstanding debt of MediaOne and debt
issued to fund the MediaOne acquisilion, and our March 1999 acquisition of TCI, partially offset by higher capitalized
interest.

Interest expense increased $1.3 billion in 1999 compared with 1998, due to a higher average debt balance associated with
our acquisitions, including debt outstanding of TCI at the date of acquisition.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions
Provision for income taxes S $ 3342 % 3695 § 3,040

The effective income tax rate is the provision for income taxes as a percent of income from continuing operations before
income taxes. The effective income tax rate was 128.1% in 2000, 36.9% in 1999 and 36.6% in 1998. In 2000, the effective
tax rate was negatively impacted by Excite@Home, which is unable to record tax benefiis associated with its pretax losses.
Therefore the $4.6 billion restructuring charges taken by




For the Years Ended De.r 31, Q
& 1999 1998

Dolkars in millions

Minorily interest income (expense) $ 4120 8 (119% 21

Minorily interest income (expense), which is recorded net of income taxes, represents an adjustment o AT&T's income to
reflect the less than 100% ownership of consolidated subsidiaries as well as dividends on preferred stock issued by
subsidiaries of AT&T. The $4.2 billion increase in minority interest in 2000 resulted from the consolidation of Excite@Home
effective September 1, 2000. The minority interest income in 2000 primarily reflects losses generated by Excite@Home,
including the goodwill impairment charge, that were attributable to the approximate 77% of Excite@Home not owned by
AT&T. The decrease in minority interest in 1999 compared with 1998 was primarily due to dividends on preferred securities
issued by a subsidiary trust of AT&T in 1999.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions
Equily earnings (losses) from Liberty Media Group. $ 1488 § (2022) —

Equily earnings from LMG, which are recorded net of income taxes, were $1.5 billion in 2000, compared with losses of
$2.0 billion in 1999. The increase was primarily due to gains on dispositions, including gains associated with the mergers of
various companies that LMG had investments in. Gains were recorded for the difference between the carrying value of
LMG's interest in the acquired company and the fair value of securities received in the merger. In addition, lower stock
compensation expense in 2000 compared with 1999 contributed to the increase. These were partially offset by impairment
charges recorded on LMG's investments Lo reflect other than temporary declines in value and higher losses relating to LMG's
equily affiliates.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions

Nel‘l_os:ées from other equity-investments $ 205 & 765 $ 58
&

Net losses from other equity investments, which are recorded net of income taxes, were $0.2 billion in 2000..a 73.2%
improvement campared with 1999. This improvement was primarily a resull of the redemption of our investment in AB
Cellular which resulted in the distribution of wireless properties in the Los Angeles area to AT&T, which caused AB Cellular
to record a gain on the distribution. Qur pro rata share of (his gain was approximately $0.4 billion. In addition, in 2000,
earnings from our investment in Cablevision Systems Corp. (Cablevision) were approximately $0.2 billion higher than 1999
due to gains from cable-system sales. Offsetting these increases were losses from our stake in Time Warner Entertainment
Company, L.P. (TWE) which we acquired in connection with the MediaCne merger and greater equity losses from
Excile@Home, which aggregated approximately $0.1 billion.
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\Lroll 1N mithons, excepl per snare
. 6 amounts)

AT&T Coimmon Stock Group:

Income from continuing operations $ 3105 % 5450 % 57235
Earnings from conlinuing operations per share:
Basic 0.89 1.77 1.96
Diluted 0.88 1.74 1.94
AT&T Wireless Group:
Income b 76 — —
Earnings per share:
Basic and diluted 0.21 — —
Liberty Media Group: )
Income (loss) $ 1,488 %  (2,022) —
Earnings (loss) per share:
Basic and diluted 0:38 (080) —

Earnings per diluted share (EPS) attributable to the AT&T Common Stock Group were $0.88 in 2000 compared with $1.74
in 1999, a decrease of 49.4%. The decrease was primarily due to higher restructuring and asset impairment charges and the
MediaOne acquisition, including the impact of shares issued, operating losses of MediaOne and additional interest expense.
Also contributing (o the decrease was the impact of Excite@Home, including the mark-to-market adjustment related Lo the
put options held by Comcast and Cox. These were partially offset by lower losses from equity investments and an increase in
other income, primarily associated with higher net gains on sales of businesses and investnents, and higher
investment-related income. Also impacting EPS was higher operating income associated with our mature long distance
businesses.

EPS [rom continuing operations attributabe to the AT&T Common Stock Group on a diluted basis declined 10.3% in
1999, to $1.74, compared with 1998. The decline was primarily due to the impact of the TCI and AGNS acquisitions,
including the impact of shares issued and equity losses of Excite@Home and Cablevision. Partially offsetting these declines
were increased income from the remaining operations due to revenue growth and operating expense efficiencies, ag well as
lower net restructuring and other charges.

EPS for Liberty Media Group was $0.58 in 2000, compared with a loss of $0.80 per share for 1999. The increase.in EPS
was primarily due 10 gains on disposilions, including gains associated with the mergers of various companies that LMG had
investments in. Gains were recorded for the difference between the carrying value of LMG's interest in the acquired company
and the fair value of securities received in the merger. In addition. lower stock compensation expense in 2000 compared with
1999 contributed to the increase. These were partially offset by impairment charges recorded on LMG's invesiments to reflect
other than temporary declines in value and higher losses relating to LMG's equity affiliates.

Discontinued Operations

Pursuant to Accounting Principles Board Opinion No. 30 "Reporting the Results of Operations—Reporting the Effects-of
Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions," the
consolidated financial statements of AT&T reflect the disposition of AT&T Universal Card Services (UCS), which was sold
on April 2, 1998, as discontinued operations. Accordingly, the revenue, costs and expenses, and cash flows of UCS have
been excluded [rom the respective captions in the 1998 Consolidated Statement of Income and Consolidated Statement of
Cash Flows, and have been reported through the April 2, 1998 date of disposition as "Income from discontinued operations,”
net of applicable income taxes; and as "Net cash provided by discontinued operations.” The gain associaled with the sale of
UCS is recorded as "Gain on sale of discontinued operations,” net of applicable income taxes.
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SEGMENT RESULTS . 0

In support of the services we provided in 2000, we segmenl our results by the business units that support our primary lines
of business: Business Services. Consumer Services, Wireless Services and Broadband. The balance of AT&T's operations,
excluding LMG, is included in a Corporale and Other category. Although not a segment, we also discuss the results of LMG.

The discussion of segment results includes revenue; EBIT (earnings before interest and taxes, including pretax minority
interest and net pretax losses of other equity invesiments); EBITDA [EBIT plus depreciation, amortization and minority
interest income {(expense) other than Excite@Home]; total assets. and capital additions. The discussion of EBITDA for
Wireless Services and Broadband is modified to exclude other income and net losses from equity investments. Total -assets
for each segment generally include all assets, except intercompany receivables. However, our Wireless Services segment
included intercompany receivables from AT&T and the related inierest income since these assets relate Lo the results of the
AT&T Wireless Group tracked business. Prepaid pension assets and corporate-owned or leased real estate are generally held
at the corporate level, and therefore are included in the Corporate and Other group. Shared netwaork assets are allocated to the
segments and reallocated each January, based on two years of volumes. Capital additions for each segment include-capital
expenditures for property, plant and equipment, acquisitions of licenses, additions to nonconsolidated investments, increases
in franchise costs and additions to internal-use software.

EBIT is the primary measure used by AT&T's chief operating decision makers to measure AT&T's operaling results and to
measure segment profitability and performance. AT&T calculates EBIT as operating income plus net pretax losses from
equity investments, pretax minority interest income (expense) and other income. In addition, management aiso uses EBITDA
as a measure of segment profitability and performance, and is defined as EBIT, excluding minority inlerest income (expense)
other than Excite@Home, plus depreciation and amortization. Interest and taxes are not factored into the segment
profitability measure used by the chief operating decision makers; therefore. trends for these items are discussed on a
consolidaled basis. Management believes EBIT is meaningful io inveslors because it provides analysis of operating results
using the same measures used by AT&T's chief operating decision makers and provides a return on otal capitalization
measure, We believe EBITDA is meaningful to investors as a measure of each segment's liquidity consistent with the
measure utilized by our chief operating decision makers. In addition, we believe that both EBIT and EBITDA allow investors
a means o evaluate the financial results of each segment in relation to total AT&T. EBIT for AT&T was $9.4 billion, $10.5
billion and $8.7 billion for the years ended December 31, 2000, 1999 and 1998, respectively. EBITDA for AT&T was $19.8
billion, $18.6 billion and $13.4 billion for the years ended December 31, 2000. 1999 and 1998, respeciively. Our calculation
of EBIT and EBITDA may or may not be consistent with the calculation of these measures by other public companies. EBIT
and EBITDA should not be viewed by investors as an alternative (o generally accepled accounting principles (GAAP)
measures of income as a measure of performance or to cash flows from operating, investing and financing activities as a
measure-of liquidity. In addition, EBITDA does not take into account changes in certain assets and liabilities as well as
interest and taxes which can affect cash flow.

Reflecting the dynamics of our business, we continually review our management model and structure and make
adjustments accordingly.

BUSINESS SERVICES

Our Business Services segment offers a variety of global communications services, including long distance, local, and data
and IP networking to small and medium-sized businesses, large domestic and mullinational businesses and government
agencies. Business Services is also a provider of voice, data and TP transport to service resellers (wholesale services).
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For the Years Ended Decegaber 31,
‘ 2000 ’ 1999 1998
ol

1lars in millions

External revenue $ 27691 § 26749 § 23807
Internal revenue 797 731 478
Tolal revenue 28.488 27,480 '24,285
ERIT 6,548 6,136 4,994
EBITDA 10,260 9,438 7,548
Capilal additions 6,223 7.511 6,130

Al December 31,

2000 1999
Total assets $ 34,804 § 32,010

REVENUE

In 2000. Business Services revenue grew $1.0 billion, or 3.7%, compared with 1999. Approximately $0.4 billion of the
increase was due to the impact of acquisitions, partially offset by the formation of Concert. Strength in data and IP services as
well as growth in our outsourcing business contributed $1.8 billion to the increase. This growth, however, was offset by an
approximale $0.9 billion decline in long distance voice services as a result of continued pricing pressures in the industry.

Revenue in 1999 grew $3.2 billion, or 13.2%. The acquisition of AGNS contributed approximately $1.1 billion to the
growth. Data, IP and outsourcing services grew approximately $1.5 billion in 1999 compared with 1998, while long distance
voice services and local services contributed approximately $0.6 billion to the revenue increase.

Data services, which represent the transportation of data, rather than voice. along our network, was impacted by
acquisitions and the formation of Concert. Excluding these impacts. daia services grew at a high-teens percenlage rate in
2000. Growth was led by the continued strength of frame relay services; [P services, which include IP-connectivity services
and virtual private network (VPN) services; and high-speed private-line services. Excluding the impact of AGNS, data
services grew al a high-leens percentage rate in 1999, led by strength in frame relay and high-speed private-line services.

AT&T Solutions outsourcing revenue grew 47.9% in 2000 and 146.0% in 1999. More than one-half of the 2000 growth
and approximately 65% of the 1999 growth was driven by our acquisition of AGNS. The remaining growth in both years was
primarily due to growth from new conlract signings and add-on business from existing clients.

Excluding the impact ol Concert. long distance voice services revenue declined at a mid single-digit percentage rate in
2000 due to a declining average price per minute reflecting the competitive forces within the industry which are expected to
continue, Partially offsetting this decline was a high single-digit percentage growth rate in minutes. In 1999, long distance
voice revenue grew at a low single-digit percentage rate, as volumes grew at a high-teens percentage rate, which was largely
offset by a declining average rale per minute,

Local voice services revenue grew nearly 209% in 2000 and more than 50% in 1999. During 2000, AT&T added more than
867,000 access lines, with the total reaching nearly 2.3 million at the end of the year. During 1999, AT&T added more than
719,000 access lines. Access lines enable AT&T to provide local service Lo customers by allowing direct connection from
customer equipment to the AT&T network. AT&T serves more than 6,000 buildings on-network (buildings where AT&T
owns Lhe fiber that runs into the building), representing an increase of approximately 3.5% over 1999. At the end of 1999,
AT&T served just over 5,800 buildings on-network compared with approximately 5,200 buildings at the end of 1998.
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EBIT/EBITDA . .

EBIT improved $0.4 billion, or 6.7%, and EBITDA improved $0.8 billion, or 8.1%. in 2000 compared with 1999 This
improvement reflects an increase in revenue and lower costs as a result of our continued cost-control efforts, partially offset
by the formation of Conceri and the acquisition of AGNS. Additionally, the EBIT increase was partially offset by an increase
in depreciation and amortization expense in 2000 compared with 1999 primarily due to a higher network asset base.

In 1995, EBIT improved $1.1 billion, or 22.9%. and EBITDA improved $1.9 biilion, or 25.7%, compared with 1998,
These increases were driven by revenue growth combined with margin improvement resulting {rom ongoing cost-control
initiatives. The increase in EBIT was offsel somewhat by increased depreciation and amortization expenses resulting from
increased capital expenditures aimed at data, IP and local services.

OTHER ITEMS

Capiltal additions decreased $1.3 billion in 2000, and increased $1.4 billion in 1999. In 2000, the decrease was a result of
lower spending for our long distance network (including the data network). In 1999, the increase was primarily due to
additional spending for the build out of our local services SONET transport network.

Total assets increased $2.8 billion, or 8.7%, at December 31, 2000, compared with December 31, 1999, The increase was
primarily due to net increases in property, plant and equipment as a result of capital additions, and a higher accounts
receivable balance.

CONSUMER SERVICES

Our Consuimer Services segment provides residential customers with a variety of any-disiance communications services,
including long distance, local toll (intrastate calls outside the immediate local area) and Internet access. In addition,
Consumer Services provides transaction services, such as prepaid calling card and operator-handled calling services. Local
phone service is also provided in certain areas.

For the Years Ended December 31,
2000 1999 1998

Dollars in milliens

Revenue - $ 18976 $ 21,854 22,885
EBIT . 7090 7909 6.570
EBITDA . . T 8692 7,263
Capilal additions 302 656 459
At December 31,
2000 1999
Total assets 'S 4801 5 6279

REVENUE

Consumer Services revenue declined 13.2%, or $2.9 biilion, in 2000 compared with 1999. Approximately $0.9 billion of
the decline was due to the elimination of per-line charges in 2000 and the impact of Concert. The remainder of the decline
was primarily due to a decline in tradilional voice services, such as Domestic Dial 1, reflecting the ongoing competitive
nature of the consumer long distance industry, which has resulted in pricing pressures and a loss of market share. Also
negatively impacting revenue was product substitution and market migration away from direct-dial wireline and
higher-priced calling-card services to the rapidly growing
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seven days a week, for the same ri hese One Rale offers continue to be well recgid in the market with more than 12
million customers enrolled since l‘m‘s inroduction. In addition, AT&T has bee‘cessful in packaging services in Lhe
consumer market by giving customers the option of intralLATA service with its.One Rate offers. More than 60% of the
customers enrolled in One Rate have chosen AT&T as their intraLATA provider.

AT&T's any distance New York Local One Rale offer, which combines both local and long distance service. has
experienced high customer acceptance. AT&T ended the year with nearly 760,000 customers under this plan.

In 1999, Consumer Services revenue decreased $1.0 billion, or 4.5%, on a mid single-digit percentage decline in volumes.
The 1999 decline reflects the ongoing compelitive nature of the consumer long distance industry, as well as product
substitution and market migration away from direct dial and higher-priced calling-card services to rapidly growing wireless
services and lower-priced prepaid-card services.

EBIT/EBITDA

EBIT declined $0.8 billion, or [0.4%, and EBITDA declined $1.0 billion, or 12.0%, in 2000 compared with 1999. The
declines.in EBIT and EBITDIA primarily reflect the decline in the long distance business, offset somewhat by cost-control
initiatives. In addition, the declines reflect $0.2 billion of lower gains on sales of businesses, primarily the 1999 sale of
Language Line Services, and higher restructuring charges. Reflecting our cost-control initiatives, EBIT and EBITDA margins
in 2000 improved to 37.4% and 40.3%, respectively, compared with 36.2% and 39.8%, respectively, in 1999.

EBIT grew $1.3 billion, or 20.4%. and EBITDA grew $1.4 billion, or 19.7%, in 1999. The EBIT margin improved to
36.2% in 1999 (excluding the gain on the sale of Language Line Services, the 1999 EBIT margin was 35.5%) {rom 28.7% in
the prior year. The EBIT and EBITDA growth for 1999 reflects ongoing cost-reduclion efforts, particularly in marketing
spending, as well as lower negotiated international settlement rales.

OTHER ITEMS

Capilal additions decreased $0.4 billion, or 54.0%, in 2000 as a result of a planned reduction in spending on the voice
network and reduced spending on internal-use sofiware as most of the funciionality upgrades were completed in 1999, In
1999, capilal additions increased $0.2 billion, or 42.9%, primarily due to increased spending on internal-use software to add
more functionality to our services and in support of AT&T WorldNet Services subscriber growth.

Total assets declined $1.5 billion, or 23.5%, during 2000. The decline was primarily due to assets transferred to Concert
during 2000, as well as lower accounts receivable, reflecting lower revenue.

WIRELESS SERVICES

Our Wireless Services segment offers wireless voice and data services and products to customers in our 850 megahertz
{cellular) and 1900 megahertz (Personal Communications Services, or PCS) markets. Wireless Services also includes certain
interests in partnerships and affiliates that provide wireless services in the United States and intemationally,
aviation-communications services and the results of our messaging business through the Qctober 2, 1998 date of sale, Also
included are fixed wireless services providing high-speed Internet access and any-distance voice services using wireless
technology to residential and small business customers.




_ —hm— = -

EBITDA* . 1. 581 856
Capital additions 5,9 2,739 2,395

At December 31,
2000 1999

Total assets $ 35184 $ 23312

*  EBITDA for Wireless Services excludes nel earnings (losses) from equity investments and other income.
REVENUE

Wireless Services revenue grew $2.8 billion. or 37.0%, in 2000, and $2.2 biltion, or 41.1%, in 1999. Approximately $0.6
billion of the 2000 growth was due to acquisitions, and approximately $0.2 billion of the 1999 growth was due (o the net
impact of acquisitions and dispositions. The remaining increases were due Lo subscriber growth, reflecting the continued
successful execution of AT&T's wireless sirategy of targeting and retaining specific cuslomer segments, expanding the
national wireless footprint, focusing on digital service, and offering simple rate plans. In addition, an increase in average
monthly revenue per user (ARPU) contributed to the growth.

Consolidated subscribers grew 58.5% during 2000 to approximately 15.2 million, and grew 33.4% to approximately 9.6
million in 1999. This growth included approximately 3.0 million subscribers from acquisitions closed during 2000, and
approximately 900,000 from acquisitions closed during 1999. ARPU was $68.20 for 2000, a 3.6% increase compared with
1999, ARPU in 1999 was $65.80, a 14.2% increase from 1998. The average monthly subscriber churn rate in 2000 was 2.9%
compared with 2.6% in 1999. Average monthly subscriber churn increased during 2000 as a result of competitive pressures,
as well as-our efforts to expand to a broader base of consumer segments served (e.g., prepaid wireless services). We expecl
these factors 10 continue, which will result in a decline in ARPU.

EBIT/EBITDA

In 2000, EBIT improved $1.6 billion from a deficit of $0.5 billion in 1999. Approximately one-half of the improvement
was due to higher pretax earnings on equity investments and greater gains on sales of businesses and investments. These
items included higher equity earnings due io a gain recorded relating to the redemption of our investment in AB Cellular, as
well as a gain on lransactions associated with our affiliate investments in TeleCorp and Trilel, and a gain on the sale of
Celumovil in 2000. In 1999, we recorded a gain on the sale of WOOD-TV. Also positively impacting the EBIT growth in
2000 was a 1999 asset impairmen| charge of $0.5 billion and higher intercompany interest income in 2000 resulting from the
AT&T Wireless Group tracking stock offering proceeds attributed to Wireless Services. The remaining EBIT increase was
primarily due 1o increased revenue, partially offset by a related increase in expenses.

In 1999, EBIT declined $0.9 billion from $0.4 billion in 1998. The EBIT decline was primarily due to the 1999 asset
impairment charge of approximately $0.5 billion and lower gains on sales of businesses and investments of approximaiely
$0.5 billion. ‘

EBITDA, which excludes net earnings (losses) from equity invesiments and other income, increased $1.1 billion in 2000 to
$1.7 billion. Approximately one-half of the increase was due to the 1999 impairment charge and the remainder was due to
increased revenue, partially offset by a related increase in expenses,

In 1999, EBITDA, which excludes net earnings {losses) from equity investments and other income, declined $0.3 billion to
$0.6 billion. The decline was primarily due to the 1999 assel impairment charge, partially offset by an increase in revenue net

of related expenses.
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Total assets were $35.2 billion f December 31, 2000, an increase of $11.8 billg r 50.3%, compared with
December 31, 1999, The increasea‘-rimarily due 1o increases in licensing costs, E‘)uill, and property, plant and
equipment associated with the acquisitions that closed in 2000. In addition, property, plant and equipment increased as a
result of significant capital expenditures in 2000. These increases were partially offset by a decrease in investments, as
Wireless Services previously held equity interests in portions of wireless properties in the San Francisco Bay area and Los
Angeles through AB Cellular. These markets were consolidated as of December 31, 2000.

BROADBAND

Qur Broadband segment offers a variety of services through our cable broadband network, including traditional analog
video and new services such as digital video service, high-speed data service and broadband telephony service.

For the Years Ended December 31,
2000 1999

Dollars in millions

Revenue o ' $ 8217 8 5070
EBIT (1,175 (1.475)
EBITDA* o 1,709 802
Capital additions 4 963 4,759
Al December 31,

2000 1999
Tolal assets ’ ' o 3 .‘_1.1426@_]. 757 53;@

*  EBITDA for Broadband excludes net losses from equity investments and other income.

Results of aperations for the year ended December 31, 2000, include the results of MediaOne since its acquisition on
Tune 13, 2000, while the year ended December 31, 1999, does not include any results of MediaOne. Additionally, the results
of operations for the year ended December 31, 1999, include 10 months of TCI's results, reflecting its acquisition in
March 1999, while 2000 includes a full 12 months of TCI's results.

REVENUE

Broadband revenue grew $3.1 billion in 2000, or 62.1%, compared with 1999. Approximately $2.8 billion of the increase
in revenue was due o the acquisition of MediaOne in 2000 and TCI in 1999. In addition, revenue from new services (digital
video, high-speed data, and broadband telephony) and a basic-cable rate increase contributed approximately $0.4 billion Lo
the revenue increase.

At December 3 1. 2000, Broadband serviced approximately 16.0 million basic-cable customers, passing approximately 28.3
million homes, compared with 11.4 million basic-cable customers, passing approximately 19.7 million homes at
December 31, 1999. The increase reflects the acquisition of MediaOne. At December 31, 2000, we provided digital video
service lo.approximately 2.8 million customers, high-speed data service to approximately 1.1 million customers, and
broadband telephony service to approximately 547,000 customers. This compares with approximately 1.8 million
digital-video customers, approximately 207,000 high-speed data customers, and nearly 8,300 broadband telephony cusiomers
at the end of 1999,

EBIT/EBITD A

EBIT in 2000 was a deficit of $1.2 billion, an improvement of $0.3 billion, or 20.4%. This improvement was due to
approximaiely $0.5 billion of higher gains on sales of businesses and investments, primarily gains on the swap of cable
properties with Cox and Comcast and the sale of our investment in Lenfest, and $0.4 billion
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bilhon.

EBITDA, which excludes net losses from equity investments and other income, was $1.7 billion in 2000, an improvement
of $0.9 billion compared with 1999, This improvement was due to the impact of the MediaOne and TCI acquisitions.of $0.7
billion and lower restructuring charges of $0.4 billion. Higher expenses associated with high-speed data and broadband
telephony of approximately $0.2 billion offset these increases.

OTHER ITEMS

Capital additions increased 4.3% Lo approximately $5.0 billion in 2000, from $4.8 billion in 1999. The increase was due to
higher capital expenditures of $0.8 billion primarily due to MediaOne, which was almost entirely offset by decreased
contributions Lo various nonconsolidated investments of $0.7 billion. In 1999, spending was largely directed toward
cable-distribution sysiems, focusing on the upgrade of cable plant-assets, as well as equity infusions into various investments.

Total assets at December 31, 2000, were $114.7 billion compared with $53.8 billion al December 31, 1999, The increase in
total assets was primarily due to the MediaOne acquisition and an increase in property, plant and equipment as a result of
capital expenditures, net of depreciation expense. These increases were partially offsel by a decrease in the mark-to-market
valuation of cerlain investments.

CORPORATE AND OTHER

This group reflects the results of corporate staff functions, the elimination of transactions between segments, as well as the
results of international operations and ventures and Excite@Home.

For the Years Ended December 31,
2000 1999 1998

Dollars in millions

Revenue _ "% (148) $ 569§ 647
EBIT L @167 (1625  (3248)
EBITDA (3,171) (871) (2916}
Capital additions 2,150 1,494 594
At December 31,
2000 1959
Total -assets o § 18463 $ 15535

REVENUE

Revenue flor corporate and other primarily includes the elimination of intercompany revenue of negative $0.8 billion (an
increase of $0.1 billion from 1999), revenue from Excite @ Home of $0.2 billion (which was consolidated beginning on
September 1, 2000), and revenue from our international operations and ventures of $0.3 billion (a decline of $0.9 billion from
1999}, The international operations and ventures revenue decrease was largely due to the revenue impact of businesses
contributed to Concert and due to the impact of the divestment of certain businesses.

For 1999, revenue decreased $0.1 billion, or 12.0%. The decline was driven by an increase in the elimination of
intercompany revenue and the sale of AT&T Solutions Customer Care (ASCC) in 1998, partially offset by growth in
international operations and ventures,




related to Excile@Home. Other i1 ts included a charge of approximately $0.5 bjdamn for the fair market value increase of
put options held by Comeast and related o Excite@Home, and operating IossUm Excite@Home. Partially offsetting
these declines were an increase in the pension credit due to a higher pension trust assel base resulting from increased
investment returns, and lower expenses associated with our continued efforts to reduce cosls, which aggregated
approximately $1.0 billion. In addition, higher net gains on sales of investments and an increase in interest income increased
EBIT and EBITDA by approximately $0.6 billion.

In 1999, EBIT and EBITDA deficits improved by $1.6 billion and $2.0 billion to $1 .6 billion and 30.9 billion. respectively.
The improvements were driven by $2.1 billion of lower net restructuring and other charges in 1999 compared with 1998,
partially offsel by lower gains on the sales of businesses and lower interest income, which negatively impacted EBIT and
EBITDA by 30.3 billion. Additionally, EBIT was impacted by dividends on trust preferred securilies. In 1998, AT&T
recorded a gain on the sale of ASCC.

OTHER ITEMS

Capital additions increased $0.7 billion in 2000. The increase was driven by our investment in 2000 in Net2Phone, Inc.
(Net2Phone), parlially offset by lower investments in international nonconsolidated subsidiaries. Capital additions increased
$0.9 billion in 1999 reflecting increased internalional equily investments that support our glebal strategy.

Total assets increased $2.9 billion al December 31, 2000, primarily due to our investments in Concert and Net2Phone.

LIBERTY MEDIA GROUP

LMG produces, acquires and distributes entertainment, educational and informalional programming services through ail
available formats and media. LMG is also engaged in electronic-retailing services, direct-marketing services, advertising
sales relating to programming services, infomercials and transaction processing. Earnings from LMG were:$1.5 billion in
2000 compared with losses of $2.0 billion from the date of acquisition through December 31, 1999. The increase was
primarily due to gains on disposilions, including gains associated with the mergers of various companies that LMG had
investments in. Gains were recorded for the difference between the carrying value of LMG's interest in the acquired company
and the fair value of securities received in the merger. Tn addition, lower stock compensation expense in 2000 compared with
1999 contributed to the increase. These were partially offset by impairment charges recorded on LMG's investments to reflect
other than temporary declines in value and higher losses relating to LMG's equity affiliates.

LIQUIDITY

For the Years Ended D ber 31,
rs nded December 2000 1999 1998

Dollars in millions

CASH FLOW OF CONTINUING OPERATIONS:

Provided by operating activities $ 13307 $ 11521 § 10217
(Used in) provided by investing activities _(39;954') (27.043) 3,58‘2'_;‘
Provided by (used in) financing activities 25.729 13,386 (11,049)

In 2000, net cash provided by operating activities of continuing operations increased $1.8 billion. The increase was
primarily driven by an increase in net income excluding the noncash impact of depreciation and amortization, net
restructuring and other charges and minority interesi income (expense). In 1999, net cash provided by operating activities of
conlinuing operations increased $1.3 billion, primarily due to an increase in
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biilion in 1999. During 2000, AT 1sed approximately $21.4 billion for acquisiligae ol businesses. primarily MediaOne.
and spent $15.5 billion on capilalunditures. During 1999, AT&T spent approx ly $14.3 billion on capital
expenditures, approximately $6.7 billion on acquisitions of businesses, primarily AGNS, and contributed $5.5 billion of cash
to LMG. During 1998, we received $10.8 billion related to the sales of businesses, including receivables from UCS, partially
offset by capital expenditures of $7.8 billion.

During 2000, net cash provided by financing activities was $25.7 billion, compared with $13.4 billion in 1999. In 2000,
AT&T received $10.3 billion from the AT&T Wireless Group tracking stock offering and borrowed an additionai
$17.0 billicn of short-term debt and $2.5 billion of net long-term debt. These were partially offsel by the payment of
$3.0 billion in dividends. In 1999, AT&T received $10.2 billion [rom the issuance of commercial paper and short-term debt,
$5.6 billion from the net issuance of long-term debt and $4.6 billion from the issuance of redeemable preferred securities.
These sources of cash were partially offset by the acquisition of treasury shares of §4.6 billion and the payment of dividends
of $2.7 billion. Cash used tn financing activitles in 1998 primarily related to repayment of long-term and short-term debt, the
acquisition of treasury shares and dividends paid on common stock.

At December 31, 2000, we had current assets of $17.1 billion and current liabilities of $50.9 billion. A significant portion
ofl the current liabilities, $31.9 billion, relates to short-term notes, the majority of which were commercial paper or debt with
an original maturity of one year or less. We expect that we will retire a portion of the short-term debt with other financing
arrangements, including the monetization of publicly-held securilies, sales of certain non-strategic assets and investments,
and securitization of certain accounts receivable. At December 31, 2000, we had a current liability of $2.6 biilion, reflecling
our obligation under put options held by Comcast and Cox. In January 2001, Comcast and Cox exercised their rights under
the put options and elected to receive AT&T stock in lieu of cash. Since December 31, 2000, we have announced the sale of
investmenis or assets, which will result in gross cash proceeds of approximately $4.6 billion. In addition, on February 28,
2001, we exercised our registration rights in TWE and {ormally requested TWE (o begin the process of converting the limited
partnership into a corporation with registered equity securities, We have, however, continued our ongoing discussions with
AOL Time Warner for the sale of our stake in TWE.

In connection with the planned split-off of AT&T Wireless, we announced that we will retain up to $3.0 billion in shares
of AT&T Wireless, which we will dispose of within six months following the split-off. Also in connection with the split-off,
on March 6, 2001, AT&T Wireless completed a $6.5 billion global bond offering. AT&T Wireless will ultimately use the
proceeds to repay $4.8 billion in notes receivable and preferred stock that AT&T Common Stock Group holds in AT&T
Wireless. In addition on March 23, 2001, AT&T Wireless entered into $2.5 billion in revolving credit facilities. The facilities
include a 364-day (ranche and a 5-year tranche. The facilities are for general corporate purposes.

Another agpect of our restruciuring is the expected sale, in late-2001, of a new class of stock which will track our
Broadband business.

AT&T is in a joint venture with Alaska Native Wireless (ANW). At December 31, 2000, AT&T had committed to fund
ANW up to $2.4 billion based on the outcome of FCC license spectrum auction. In Januvary 2001, the auction was completed
and ANW was the highest bidder on approximately $2.9 billion in licenses.

Since the announced restructuring plans to create four new businesses, AT&T's debt ratings have been under review by the
applicable rating agencies. As a result of this review, AT&T's ratings have been downgraded and continued to be on credit
watch with negative outlook. These actions will result in an increased cost of future borrowings and will {imit our access to
the capital markets.
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On December 28, 2000, we en‘ into a 364-day, $25 billion revolving-credit.ly syndicated to 39 banks, which was
unused at December 31, 2000. As a result of certain transactions subsequeni to December 31. 2000, specifically the
investment by NTT DoCoMo of $9.8 billion for a new class of AT&T preferred stock, and the $6.5 billion AT&T Wireless
bond offering, this credit facility was reduced to $18.3 billion.

Also in connection with our restructuring, we have reviewed our dividend policy as it relates to each of the new businesses.
On December 20, 2000, we announced that the board of directors reduced AT&T's quarterly dividend to $0.0375 per share,
from $0.22 per share.

RISK MANAGEMENT

We are exposed 1o market risk [rom changes in interest and foreign exchange rates, as well as changes in equily prices
associated with affiliate companies. In addition. we are exposed to market risk {rom fluctuations in the prices of securities
which we monetized through the issuance ol debl. On a limited basis, we use certain derivative financial instruments,
including interest.rate swaps, options, forwards. equity hedges and other derivative contracts, to manage these risks. We do
not use financial instruments for trading or speculative purposes. All financial instruments are used in accordance with
board-approved policies.

We use interest rate swaps lo manage the impact of inlerest rate changes on earnings and cash flows and also to lower our
overall borrowing costs. We monitor our interest rate risk on the basis of changes in fair value. Assuming a 10% downward
shift'in interest rates, the fair value of interest rate swaps and the underlying hedged debt would have changed by $10 miilion
and $3 million at December 31, 2000 and 1999, respectively. In 2000, we entered into a combined interest rate, forward
-contract to hedge foreign-currency- denominated debt. Assuming a 10% downward shift in both interest rates and the foreign
currency, Lhe fair value of the contract and the underlying hedged debt would have changed by $88 million. In addition,
cerlain debt is indexed to the market prices of securilies we own. Changes in the market prices of these securities result in
changes in the fair value of this debt. Assuming a 0% downward change in the market price of these securities, the fair value
of the underlying debt and securities would have decreased by $534 million at December 31, 2000. Assuming a 10%
downward shift in interest rates at December 31, 2000 and 1999, the fair value of unhedged debt would have increased by
$1.2 billion and $938 million, respectively.

We use forward and oplion contracts to reduce our exposure to the risk of adverse changes in currency exchange rates. We
are subject to foreign exchange risk for foreign-currency-denominated transactions, such as debt issued. In addition, in 1999
we were subject to foreign exchange risk related to reimbursements to foreign telephone companies for their portion of the
revenue billed by AT&T for calls placed in the United States 1o a foreign country. We monitor our foreign exchange rate risk
on the basis of changes in fair value. Assuming a 109 appreciation in the U.S. dollar at December 31, 2000 and 1999, the fair
value of these contracts would have resulted in additional unrealized losses of $6 million and $29 million, respectively.
Because these contracts are entered into for hedging purposes, we believe that these losses would be largely offset by gains
on-the underlying firmly committed or anticipated transactions.

We use equily hedges to manage our exposure to changes in equity prices associated with stock appreciation rights (SARs)
of affiliated companies. Assuming a 10% decrease in equily prices of affiliated companies, the fair value of the equity hedges
would have decreased by $29 million and $81 million at December 31, 2000 and 1999, respectively. Because these contracts
are entered into for hedging purposes, we believe that the decrease in fair value would be largely offset by gains on the
underlying transaction.

In order to determine the changes in fair value of our various financial instruments, we use certain modeling techniques,
namely Black-Scholes, for our SARs and equity collars. We apply rate sensitivity

23




significant changes in the strategi ed to manage interest rate risk, foreign curre ale risk or equity price risk in the near
future. '

FINANCIAL CONDITION

At December 31,
! 2000 1999
Dollars in millions
Total assels $§ 242,223 % 169,406
Total liabilities 129,432 83,388
Total shareowners' equity 103,198 78,927

Total assets increased $72.8 billion, or 43.0%. a1 December 31, 2000, primarily due to the impact of the MediaOne
acquisition, which resulted in increased goodwill, franchise costs, other investments including TWE and Vodafone Group
plc; and the addition of property, plant and equipment. Property, plant and equipment also increased due Lo capital
expenditures made during the year, net of depreciation expense and equipment contributed to Concert. This equipment
contribution. as well ag a $1.0 billion loan to Concert, and our investment in Net2Phone are reflected as an increase to other
investments. Additionally, other receivables increased due 1o Concert. Wireless acquisilions, including the impact of
consolidating former equity investments, resulted in increased licensing costs.

Total liabilities at December 31, 2000, increased $46.0¢ billion, or 55.2%, primarily due to the impact of the MediaOne
acquisition, including debt of MediaOne and borrowings to fund the acquisition, as well as the consolidation of
Excite@Home. In addition, total debt increased due Lo the monetization of our investments in Microsoft Corporation and
Comcast.

Minority interest increased $2.5 billion to $4.9 billion, primarily reflecting the minority interest of our ownership of
Excite@Home resulting from the consolidation of Excite@Home beginning Seplember 1. 2000, and the preferred stock
outstanding of a MediaOne subsidiary.

Total shareowners’ equity was $103.2 billion at December 31, 2000, an increase of 30.8% from December 31. 1999. This
increase was primarily due (o the issuance of AT&T ¢ommon stock for the MediaOne acquisition as well as the issuance of
AT&T Wireless Group tracking stock.

The ratio of total debt to total capital, excluding LMG (debt divided by total debt and equity, excluding LMG) was 46.2%
at December 31, 2000, compared with 43.0% at December 31, 1999. The equity portion of this calculation includes
convertible trust preferred securities. as well as subsidiary redeemable preferred stock. The increase was primarily driven by
higher debt associated with the MediaOne merger, largely offset by a higher equity base associated with the MediaOne
merger and the AT&T Wireless Group tracking stock offering. The ratio of debt (net of cash) to EBITDA was 3.28X at
December 31, 2000, compared with 1.88X at December 31, 1999, reflecting additional debt associated with the MediaOne
merger. Included in debt was approximately $8.7 billion of notes, which are exchangeable into or collateralized by securities
we own. Excloding this debt, the ratio of net-debt-to-EBITDA at December 31, 2000, was 2.84X.

NEW ACCOUNTING PRONOUNCEMENTS

In June 1998, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards
(SFAS) No. 133, "Accounting for Derivative Instruments and Hedging Activities.” Among other provisions, it requires that
entilies recognize all derivatives as either assels or liabilities in the statement of financial position and measure those
instruments at fair value. Gains and losses resulting from changes in the fair values of those derivatives would be accounted
for depending on the use of the derivative and whether it
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In June 2000, the FASB issued S No. 138, "Accounting for Certain Derivatigsnsiruments and Certain Hedging
Aclivities" as an amendment to S No. 133. This statement provides clarificali h regard to certain implementation
issues under SFAS No. [33 on specific types of hedges.

On January 1, 2001, AT&T adopted SFAS No. 133. We recorded a cumulative effect of an accounting change, net of
applicable income Laxes, of approximately $1.4 billion 8f income, or approximately $0.34 per diluted share, primarily
attributable to fair value adjustments of debt instruments, including those acquired in conjunction with the MediaOne merger,
as well as to our warrant portfolio. In addition, in connection with the adoption of SFAS No. 133, we reclassified certain
invesiment securities, which support deblt that is indexed Lo those securities, from "available-for-sale” to "trading.” This
reclassification resulled in the recognition of a charge of $2.8 billion ($1.7 billion after income taxes), or approximately $0.43
per diluted share, which was recorded as a reduction of other income. As available-for-sale securities, changes in fair value
were previously included within other comprehensive income as a component of shareowners' equity. In.addition, LMG
recorded a cumulative effect of an accounting change, net of applicable income taxes, of approximalely $0.8 billion of
income, or approximately $0.31 per share.

The impact of the adoption of SFAS No. 133, as amended by SFAS No. 138, on AT&T's future resulis of operations is
dependent upon the fair values of our derivatives and related financial instruments and could result in pronounced quarterly
Auctuations in other income in future periods.

In September 2000, the FASB issued SFAS No. 140, "Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities — a Replacement of FASB Stalement No. 125." This statement provides accounting and
reporting standards for transfers and servicing of financial assets and extinguishments of liabilities. Under these standards,
after a transfer of financial assets, an entity recognizes the financial and servicing assets it controls and the liabilities it has
incurred, derecognizes financial assets when control has been surrendered, and derecognizes liabilities when extinguished.
This statement provides consistent standards for distinguishing transfers of financial assets that are sales from transfers that
are secured borrowings. This statement is effective for transfers and servicing of financial assets and extinguishments of
Habilities occurring after March 31, 2001. AT&T does nol expect that the adoption of SFAS No. 140 will have a material
impact.on AT&T's results of operations, financial position or cash flows.

SUBSEQUENT EVENTS

On January 12, 2001, AT&T announced that Cox and Comcast had exercised their rights to sell a combined total of 60.4
million shares of Excite@Home Series A common stock to AT&T as part of an agreemenl announced in August 2000 to
reorganize Excite@Home's governance. Cox and Comecast elected Lo receive shares of AT&T common stock in exchange for
their Excite@Horme shares. AT&T is currently in discussions to renegotiate the terms of the put options which may result in a
change to the number of shares of AT&T stock that Cox and Comcast will receive, as well as the number of Excite@Home
shares, if any AT&T receives. There can be no assurances that an agreement will be reached with Cox and Comcast.

On January 22, 2001, AT&T and NTT DoCoMo (DoCoMo) finalized an agreement whereby DoCoMo invested
approximately $9.8 billion for a new class of AT&T preferred stock, termed DoCoMo Wireless tracking stock, that is
economically equivalent to 406 million shares of AT&T Wireless Group tracking stock and reflects approximately 16% of
the ftnancial performance and economic value of AT&T Wireless Group. AT&T allocated $6.2 billion of the proceeds Lo
AT&T Wireless Group. Each share of DoCoMo Wireless tracking stock is convertible at any time into AT&T Wireless
Group tracking stock. Upon the conversion of the DoCoMo Wireless wracking stock, AT&T will reduce its portion of the
financial performance and economic value in AT&T Wireless Group by 178 million shares, and the balance of the 406
million shares will come from the issuance of 228 million new shares of AT&T Wireless Group tracking stock. Additionally,
upon completion of the
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Stock Group earnings. In additior oMo acquired five-year warrants to purcha equivalent of an additional 41.7
miltion shares of AT&T Wireless Group tracking stock at $35 per share. As part of the agreement, DoCoMo obtained a seal
on AT&T's board of directors until AT&T Wireless is split-off from AT&T as a separate public company. which is expected
10 occur later in 2001. At that lime. DoCoMo will retain representation on the new public AT&T Wireless board.

mterest under this nght witl be lrc#ls preierred stock dividends with charges re*d as a reduction ol AT&'l’ Common

In January 2001, AT&T entered into agreements with certain network equipment vendors, which extend through 2004, to
purchase next-generation wireless network equipment for a total of approximately $1.8 billion.

On February 27, 2001, AT&T entered into an agreement with Vodafone Group plc to sell our 10% stake in Japan Telecom
Co. Ltd for approximately $1.35 billion in cash. The transaction is expected o be completed in Aprii 2001 and will result in a
gain.

On March 1, 2001, AT&T Wireless completed a private placement of $6.5 billion in notes. The notes pay interest at rates
ranging from 7.35% to 8.75% per annum. with maturity dates ranging from 2006 to 2031. The notes include customary
covenants.and registration rights.

On March 23, 2001, AT&T Wireless entered into $2.5 billion in revolving credit lacilities. The Facilities consist of a

364-day facility of $1.25 billion and a five-year revolving credit facility of $1.25 billion. The facilities may be used for
general corporate purposes and are subject to customary covenanis and events of default.
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RESULTS OF OPERATIONS AND EARNINGS PER
SHARE

Revenue

Operating income

Income from cnnlmumg operalions

‘ATET Common Stock Group:

Income {from continuing operations
Earnings:per basic share
Earnings per diluted share

. Dividends declared per share
ATE&T Wireless Gr-::‘u_p3 :

Income

__ Eamings per basic and diluted share
L?benyﬂédia Group™ :

Income (loss)

! _ Eamings (loss) per.basic and diluted share

ASSETS AND CAPITAL
Property, plant and equipment, net
Total assels- -continuing operations
Total assefs

Long -term debl

Tmal 'debi

Mandamrlly redeemable preferred securities

Pl

Debt raiio”
Gross capifal expenditures.

OTHER INFORMATION

Operating income.as a percent of reveiue

licome from continuing operations attributable to
AT&T Common Stock Group as a percent of revenue
. Retim.an average comimon :-fquli'y

Employces conunumg eperauons

Dala al y L year-end:

 AT&T stock price per share
f\:l‘ &"1“ Wireless:Group stock price per share
B Li'?e}"l{ Mediq_Grogp A stock price per share*
Liberly Media Group B-stock price per share’

2

2000 1999* 1998 1996 1995 1994

$ 6598 § 62600 S 53223 §  Si577 §  S0688 3 dAB4d9 § 46,063
4277 [ 7487 6.836. 8709 5.169. 7,393
4.669 3,428 5235 4,249 5458 2,981 4230
3.105 5450 5235 4.249 5458 2,981 4,230
0:89 1.77 1.96 1.59 207 115 1.65
0.88 1.74 194 1.59 2.07 114 1.64
0.6975 0.38 0.38 088 0:88 0.88 0.88
76 — — — — — —

0.2t - — — - — —
1,488 (2,022) — — - — —
0.58 (0.80) — — - — —

$ 51160 § 39618 3 26903 5 24203 5 20:803 § 16453 % |

169,406 59.550 59.994 55.838 54,365 -

24-,;23 " 169:406 59,550 61095 57348 62864 81771
3302 w217 5,556 7857 BSTE 8913 9.138

6503 353850 6777 11942 11350 27081 77 T187207
2,380 1,626 — - — = —
103198 T 78937 T 5512 23678 20002 17400 T 18100 |
46.2% 43.0% 209% 33.5% 35.0% 54.8% 50.8%

T 14566 135N 7.981 7,714 7,084 465977 77 35041

65% 17.3% 4.1% 133% 17.2% 10.7%, 16.1%!

4.8% 8.7% 9.8% 8.2% 10.8% 6.2% 92%

L B2 asm 253%  197% A% 04w 295%
165.600 147.800 107.800 130800 1287700 126.100 1 16 400
1725 50.81 50.50 40.87 27.54 29.60 22.97
i7:31 = — — — — -
1356 28:41 — — — — -

18.75 34:38. —_ — - _ e

1. On April 27, 2000, AT&T issued 15.6% of AT&T Wireless Group (AWE) tracking stock. AT&T Common Stock Group results exclude the portion.of
AT&T Wireless Group that is represented by Lhe tracking stock and exclude Liberty Media Group (LMG). [n addition, on June 13, 2000, AT&T
completed the acquisition of MediaOne Group, Inc.

2. Inconnection with the March 9, 1999,-merger with Tele-Communications, Inc.. AT&T issued separate Iracking stock for LMG. LMG is accounzed for

asan equity investment,

3. Nodividends have been declared for AWE or LMG tracking stocks.

4. LMG earnings per share amounts and stock prices have been restated 1o reflect the June 2000 two-for-one stock split.
5. Debl ratio reflects debt as a percent of total capital (debt plus equity. excluding LMG). For purposes-of this calculation, equity includes convertible
quarterly trust preferred securities as well as redeemable preferred stock of subsidiary.

6. Data provided excludes LMG.
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reflect the consolidated accounts QR T&T Corp. and subsidiaries (AT&T) and oth nancial information shown, were
prepared in conformity with gen“ accepted accounting principles. Estimates itied in the {inancial statements were
based on judgments of qualified personnel. To maintain its system of internal controls, management carefully selects key
personnel and establishes the organizational structure 1o provide an appropriate division of responsibility. We believe it is
essential 10 conduct business affairs in accordance with the highest ethical standards 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 organization. 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 controls is
reviewed, evaluated and revised as necessary in light of the results of constanl management oversight, inlernal and
independent audits, changes in AT&T's business and other conditions. Management believes that the system of iniernal
controls, taken ag a whole, provides reasonable assurance that (1) financial records are adequate and can be relied upen to
permit the preparation of financial statements in conformity with generally accepted accounting principles, and {2) access to
assets occurs anly in accordance with 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 accountants Lo review the manner in which these
groups of individuals are performing their responsibilities and to carry out the Audit Commitiee's oversight role wilh respect
to auditing, internal controls and financial reporting matters. Periodically, both the internal auditors and the independent
accountants meet privately with the Audit Committee and have access to its individual members at any time.

The consolidated financial statements in this annual report have been audited by PricewaterhouseCoopers LLP,
Independent Accountants. Their audits were conducted in accordance with generally accepted auditing standards and include
an assessmenl of the internal control structure and selective tests of transactions. Their report follows,

C. Michael Armstrong Charles H. Noski
Chairman of the Board, Senior Executive Vice President,
Chief Executive Officer Chief Financial Officer
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In our opinion, based on cur ayslle and the report of other auditors, the accomp g consolidaled balance sheets and the
related consolidated statemenls ol’tsmc, changes in shareowners' equity and of i‘]ows present fairly, in all material
respects, the financial position of AT&T Corp. and its subsidiaries (AT&T) at December 31, 2000 and 1999, and the results
of their operations and their cash flows for each of the three years ended December 31, 2000, in conformity with accounting
principles generally accepied in the United States. These {inancial statements are the responsibility of AT&T's management;
our responsibility is to express an opinion on these financial statements based an our audits. We did not audit the financial
statements of Liberty Media Group, an equity method invcslce, which was acquired by AT&T on March 9, 1999. AT&T's
financial statements include an investment of $34,290 million and $38.460 million as of December 31, 2000 and 1999,
respectively, and equity method earnings (losses) of $1,488 millien and $(2,022) million, for the years ended December 31,
2000 and 1999, respeclively. Those stalements were audited by other auditors whose report thereon has been furnished to us.
and our opinion expressed herein, insofar as it relates to the amounts included for Liberty Media Group, as of and for the
years ended December 31, 2000 and 1999, is based solely on the report of the other auditors. We conducted our audits of
these statements in accordance with auditing standards generally accepted in the United States, which require that we plan
and perform the audit to gbtain reasonable assurance about whether the financial statements are [ree of material misstalement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evajuating the overall financial
slatement presentation. We believe that our audits and the report of other auditors provide a reasonable basis for the opinion
expressed above.

PricewaterhouseCoopers LLP
New York, New York
March 16, 2001
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. . 1999 1998
Dollars in millions

{except per share amounts)

Revenue $ 65981 % 62600 $ 53,223

Operating Expenses
Costs of services and products (excluding depreciation of $5,457, $4:947 and

$3,362 included below) 17,587 14,594 10,495
Access and other connection 13518 14,686 15,328
Selling, general and-administrative 13,303 13,516 12,770
Dcpremauon and other amortization 7,274 6,138 4,378
Amomz*\tion of goodwill, franchise costs and other'purchased: intangibles 2,993 1,301 251
Net restr ucturing and other charges 7,029 1,506 2,514
Total opérating. expenses - 61,704 51,741 45,736
OP_;raling income _ N 4,277 ] 10,859 7.487
Other income: 1,514 931 1,281
Interest expense 3,183 1,765 427

Income from conlinuing operations béfore income taxes, minority interest and :
608 IO 025 3,341

earnings (losses) from equity investments 2,601 !
Ifrovisjon t_’or ipco_mp taxes 3, 42 3 695 3.049
Minority interest'income (expense) 41200 sy . 20
Equity earnings gg§ses) from Liberty Media Group _ o 1488 (2, 022) =
Net losses:from other equity investments o 205 765 I £
Income from continuing operations 4,669 3,428 5,235
D1scommued Operations )
Income from discontinued operations (net of i mcome laxes of $6) — — 10
Gain on sale of dlscontmued operations {net of incomeitaxes of $799). o — = . 11290
Income before extraordinary loss ] o 40669 3428 6535
Exiraprdinary loss (net of income taxes of $80) : = .. = L 13
Net income $ 4669 $ 3428 % 6,398
AT&T Common Stock Group—-per basic share: __ T T
Income from continuing operations o $ 08 % 177§ 196
Tndome from. discontinued operations o — — L
Gam on sale of dlscommued operations o S — 048
Exlraordmdry I0:>S B . - . 0'b5
AT&T Common Stock Group earnings 5 089 § 1.77 % 2.39
AT&T Common Stock Group—per diluted share: T
Income from continuing operations o 3 088 § 1.74  § 1.94
Income from dnscontmued operations . — - =
Gain on sale of discontinued operations . — — 048
Extraordinary loss — — - 005
AT&T Commoen Stock Group earnings $ 0.88 % 1.74 % 2.37
AT&T Wireless Group: )
Earnings per share: . _ .

Basic and diluted $ 021 $ — 3 —

Liberty Media Group:

Lrininme (laorY nar shara-



2000

1599

ASSETS

Cash and cash equivalents 3
Receivables. Iess alldwances of $£;379 and-$1.281

Other receivables

Inveﬁlmems

Defered income taxes

Orther curre‘n[ assets

Dollars in-millions

TOTAL CURRENT ASSETS

Property..plant and equipment, net

Franchise costs, net of accumulated amortization of $1.664 und $697
Licensing <dsts, net of accurnulated amortization of $1.762 and'$1,491
Goadwill, net of accumulated amortization of $850 and $363
Investment:in Liberty-Media Group and related-receivables, nel

Otker i invesuments and reiated advances

Prcpald pens;on cosis

Other assels

TOTAL ASSETS o 5

LIABILITIES

Accoums payable ) ) ) . $

Payroll and benefit-related Jiabilitics
Debt matunng within one,  year
L:ablllty»under put npuons
‘cherrgurre:}_l lmbnhges

TOTAL CURRENT LIABILITIES

Loig:terfn débt

L.ong-termﬁbener‘ t-related liabilities
Def‘em:d income laxes

Other long—lerm liabilities and deferred credits

TOTAL LIABILITIES

Minority [merest

Conipany-Obligated Convertible Quarterly Tncome Preferred Securities of:Subsidiary Trust Holding 'Solely
Subordinated Debl Securities of AT&T

SHAREOWNERS' EQU]TY

Common Stog'k

AT&T Comman Stock, §1 par value, authorized 6, 000,060,000 shares: issued and outstanding 3.760,151, 185
shares (net of 416,887,452 reasury shares) at December 31, 2000, and 3,196,436.757 shares (net of
287,866,419 wreasury shares) at December 31, 1999

AT&T Wireless Group Common Stock, $1 par value: autharized 6,000,000,000 shares; issued and
owtstanding 361,802, 200 shares at December 31, 2000

Liberty Media Group Class A Common Stock, $1 par value, authorized 4,000,000.000 shares: issued and
outstanding 2,363,738,198 shares (net of 59,512,496 treasury shares) at December 31. 2000, and
2,313,557 460 shares at December 31, 1999

Liberiy Media Group Class B Conimon Stock, 31 par value, authorized 400,000,000 shares: issued and
outstanding. 206,221,288 shiares.{net of 10,607,776 treasury shares) at December 31, 2000, and 216,842,228
shares a1 December 31, 1999

Additional paid-in capital

Guaranteed ESOP abligation

Retained earnings

Accumulated othef comprehensive income

TOTAL SHAREOWNERS' EQUITY

TOTAL LIABILITIES ANE SHAREOWNERS' EQUITY s

126 1.024
i1.144 9.813
1,703 640
202 —
812 1,287
[:200 1,120
17,087 13,884
51,161 39:618
48218 32.693
137626 8,548
31478 7445
34,290 38,460
34,261 19,366
3,003 2,464
9,099 6928
242773 5 169406
643" s 6]
2423 2,651
31947 12,633
2,564 -
7478 6152,
50,867 28,207
33,002 23217
1670 3.964
36.713 2471 99-
5,000 3.801
129432 | 83,388
4883 2,391

3

4760 4700
3,760 3.196

.= ST

362 :.T
2,364 2314

:

206 s
90,496 59,526

— ()
7.408 6,712

(1,398) 6979 1
103,198 78.927
242223 3 169.406°

The notes are an imegral part of the consolidated financial statements.
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AT&T-Cominon Shares
Balance at beginning of year

Shares issued (acquired), .net:
Under employee plans
For:acquisitions

Other*

Balance at end of year

ATE&T Wireless Group Common Stock

Balance-at beginning:of year
Shares {ssued:
For.stock offering

Under eﬁ]ployce plans

Balarice at.end of year

Liberty Media Group Class A Commeon Stock

Balance atbeginning:of year
Shares issued {acquired), net:
" For acquisitions
" Orher
Balarice atend.of year
lI__iberri_y. Media Group Ctass B Common Stock
Balance at beginning of year
Shares issued (ncqu'ire(.]), net:
" For acquisitions.
7 Other

Baluce avend of year

Additional Paid-In Capital

Batance at beginning of year
" Shares issued faél]uired). net:
""" Under employee plans
o 'I.:’O—rhéc;ql-‘lisitions .

T Other*

Proceeds in excess of par value from issuance of AT&T Wireless common stock

" "Common;stock warrants issued

Gain on issuance of comimon stock by affiliates

» 7 Gither

Balance at end of year
Gyarameed ESOP Obligation
Balance at beginning of year
" Amortization

Balance at end of year
Rtiied Eirfings
Balance at beginning of year
. Neétincome
Dividends declared
Treasuryshares issued al less than cost

" Other c_hanges

Baliicé t end of year

‘ Dollars in millions

$ 3196 $ 2630 § 2,684
i — 2

607 566 {56}
“@6) — —
3.760 3.i96 2,630
360 — T

2 — —

362 — L=
2314 — e
62 2280 T 7 —
T2 34 -
2:364 2314 N
217 — R
Tl 220 —
— (3) —
206 i =
55:526 15,195 1921
98 43 T 67"
23,097 42,425 (3.10%)
@.767) 323 12}
9,915 — T
— 306 e

P - - b
530 667 —
97 179 T
90,496 59.526 15,195
an (44) (70)

17 27 26°
-

— (7 (44)
6.712 7.800 T T3981°
4,669 3,428 6,308
(2.485) (2.307) (2,230)
«(1,488) (1.709) “.'(13'.7'05';
— — a1
7.408 6,712 7:800;,




Activity in 2000 primarily represents AT&T stock received from Cox Conumnunications, Inc. in exchange for an eniity owning cable sysiems and certain
other asseis.

AT&T accounts for treasury stock as retired stock, and as of December 31, 2000 and 1999, had 417 million and 288 million treasury shares,
respectively. of which 346 million and 216 million shares, respectively, were owned by AT&T Broadband subsidiaries. In addition, 70 million treasury
shares related to the purchase of AT&T shares previously owned by Liberty Media Group.

We have 100 million authorized shares of preferred stock at $1 par vatue. No preferred stock was issued or outstanding,
The notes are an integral pact of the consolidated financial slalemenis.
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. _. 1999 1998

Dollars in millions

OPERATING ACTIVITIES

Net income % 4,669 % 3428 3% 6,398
Deduct Income from discontinued operations — —_ 1o
G'un on sale of discontinued operations —_ — [,290
Add: E_g(t_nordlnary loss on retirement of detn — — 137
Income from-continuing operations 4,669 3.428 5235

Adjusiments to reconcie net income to nei cash provided by operating activities of continuing
operations:

MNet gains.on sales of businesses and investments (1,683) (682) (95_9)
Net restructuring and.cther charges 6,793 1,200 2.362
Depreciation and ameortization 10.267 7439 4,629
Provision for uncollectiple receivables 1,393 1416 1,389
E?gferred income taxes 1.054 145 _(1 2_8)
Mihority interest (income) expense ) (4,357) 8 (53)
Ngl eq_uily (earnings) losses from Liberty Media Group (1,488) 2,023 —
__ Netlosses from other equity investments 395 1,155 08
_ Increase in receivables _ (3.350) (2.891) (1.577)
' _(Decreast) increase in accounts:payable 7 ) (773) [16 :(4_67)
_ Net change in other operating asseis and liabilities 7 4 (1,679 5
_ Other adjustments, net 383 (163) 285y
NET CASH PROVIDED BY OPERATING ACTIVITIES OF CONTINUING OPERATIONS 13,307 1521 10,217
E]‘j}iE§TING ACTIVITIE:,S - _: .
Caplml expenduures and other-additions (15,524) (14,306) 7817
Prouzeds {rom sale or disposal.of property, plant and equipment 600 286 404
(Increase) decrease in other receivables {1.052) 17 6,403
Netacquisitions.of licenses ) (247 (6) o7
Sales of mar)kt:l'\hle securities 96 — 2,003
Burchiases of marketable securities . - — (14696).
Eqmly investment distributions and sales ‘ 1,352 1.875 1,516
Eqully mveslmem contrlbuuons and Durchaseq ’ ) o (3412) (8.121) (12813
Net (ac_cgt_usmouﬂ dmposmons of busmesses mcludmg cash acqmred T @1410) (6.711) 4,507
Otherinvesting aciivities, net ’ i 33N D {60}
NET CASH (USED IN) PROVIDED BY INVESTING ACTIVITIES OF CONTINUING
OPERATIONS (39,934) (27,043) 3,582
FINANCING iG ACTIVITIES ) - i ) _ ) -
Proceeds from long-term debt issuances 4,601 8.396 7
Rellrp_nlca_ql_.oflong “lerm debl B i o NS (2.807) {27610y
[ssuance of convertible securities —_ 4,638 —
Redempiion of redeemable securities ™~ T ©152) — =
[ssuance of AT&T common shares 99 — _32
Issuance of AT&T Wnrcless Group cnmmon shares . |Q_~314 . — fe—
Net acqulsmon of'treasury shares (381) (4,624) 3321
QiVIdengs‘ga}d on common stock ‘ ’ i (3.047) (2.712) (2087
E)i_vidend_sz on pljeferrcd securities (294) {133) —
{i‘ﬂéﬂmﬁ,ﬁﬂeﬁsﬁ)_iﬁ stiort-term' borrowiigs. net 16,973 10,238 - .(3‘,_03:2)
Other financing activities, net (66) 392 33

NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES @F CONTINUING

OPERATIONS 25:729 13,386 (11,049
NE_T CASH PR_OVIDED BY DISCONTINUED QPERATIONS — — 92
Eﬁ(d_%reésg)-increaseiin cash and cash equivalents ’ (898) (2.136) 2:842
Cash and cash equivalemis at beginning of year 1,024 3.160 318
Casltand cash equivalenis at end of Vear T8 1% 03 1824 % 3160

The notes are an integral part of the consolidated financial statements.
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1. SUMMARY OF SIGNIFICA‘CCOUNTING POLICIES ‘

CONSOLIDATION

The consolidated financial statements include all controlled subsidiaries. All significant intercompany accounts and
transactions have been eliminated in consolidation. Investments in majority-owned subsidiaries where control does not exist
and invesiments in which we exercise significant influence but do not control (generally a 20% to 50% ownership.interest)
are accounted for under the equity method of accounting. This represents the majorily of our investments. Investments in
which we have less than a 20% ownership interest and in which there is no significant influence are accounted for under the

cost method of accounting.

FOREIGN CURRENCY TRANSLATION

For operations outsice the United States thal prepare financial stalements in currencies other than the U.S. dollar, we
translale income statement amounts al average exchange rates lor the year, and we translate assets and liabililies at year-end
exchange rates. We present these translation adjustments as a component ol accumulated other comprehensive income within
shareowners’ equity. Gains and losses from foreign currency transactions are included in results of operations.

REVENUE RECOGNITION

We recognize long distance, local and wireless services revenue based upon minutes of traffic processed or contracted lee
schedules. Cable installation revenue is recognized in the period the installation services are provided to the extent of direct
selling costs. Any remaining amount is deferred and recognized over the estimated average period that customers are
expected to remain connected 1o the cable distribution systems. Customer activation fees, along with the related costs, are
deferred and amortized over Lhe customer relationship period. The revenue and related expenses associated with the sale of
wireless handselts and accessories are recognized when the products are delivered and accepted by customers, as this is
considered to be a separate earnings process from the sale of wireless services. We recognize other products and services
revenue when the products are delivered and accepted by customers and when services are provided in accordance with
contract terms. During 2000, we adopted Securilies and Exchange Commission (SEC) Staff Accounting Bulletin No. 101,
"Revenue Recognition in Financial Statements”. The adoption did not have a material impact on our resulis of operations or
financial condition. :

ADVERTISING AND PROMOTIONAL COSTS

We expense costs of advertising and promotions, including cash incentives used to acquire customers, as incurred.
Adpvertising and promotional expenses were 51,995, $1,804 and $1,920 in 2000, 1999 and 1998, respectively. Of these
amounts, $288, $320 and $622 were cash incentives to acquire customers in 2000, 1999 and 1998, respectively.

INVESTMENT TAX CREDITS

We amortize investment tax credits as a reduction to the provision for income taxes over the uselul lives of the assets that
produced the credits.

CASH EQUIVALENTS

We consider all highly liquid investments with original maturities of generally three months or less to be cash equivalents.
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range from 10 to 40 years. The grogmcthod is used for most depreciable assets, inggaing the majority of communications
and network equipment. When we..vr relive assels depreciated vsing the group mw.l. the cost is deducted from
properly. plant and equipment and charged to accumulated depreciation, without recognition of a gain or loss. The unit
method is primarily used for large computer systems and support assets. When we sell assels thal were depreciated using the
unil method. we include the related gains or losses in other income.

We use accelerated depreciation methods primarily for certain high-technology computer-processing equipment and digital
equipment used in the lelecommunications network, excepl for swilching equipment placed in service before 1989, where a
straight-line method is used. All other plant and equipment, including capitalized software, is depreciated on a straight-line
basis.

LICENSING COSTS

Licensing costs are costs incurred o acquire cellular and personal communications services {PCS) licenses. Amortization
begins with the commencement of service to customers and is computed using the straight-line method over periods of 35 or
40 years.

FRANCHISE COSTS

Franchise costs include the value attributed (0 agreements with local authorities that allow access (o homes in cable service
areas acquired in connection with business combinations. Such amounts are amortized on a straight-line basis over 40 years.

GOODWILL
Goodwill is the excess of the purchase price over ihe fair value of net assets acquired in business combinations accounted
for under the purchase method. We amortize goodwill on a swraighl-line basis over the periods benefited, ranging from live to

40 years.

SOFTWARE CAPITALIZATION

Certain direct development costs associated with internal-use software are capitalized, including external direct costs of
malterial and services, and payroll costs for employees devoting time to the software projects. These costs are included within
other assets and are amortized over a period not to exceed five years beginning when the assel is substantially ready for use.
Costs incurred during the preliminary project stage, as well as maintenance and training costs, are expensed as incurred.
AT&T also capitalizes initial operating-system software costs and amortizes them over the life of the associated hardware.

AT&T also capitalizes costs associated with the development of application software incurred from the time technological
feasibility is established until the sofiware is ready (o provide service 1o customers. These capitalized costs are included in
property. plant and equipment and are amortized over a useful life not to exceed live years.
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loss is recognized for the differenc ween the fair value and carrying value of the L. [n addition, in accordance with
Accounling Principles Board (AP inion No. |7, "Intangible Assels”. we conlin gvaluate the amortization periods (o
determine whether events or circumstances warrant revised amortization periods.

DERIVATIVE FINANCIAL INSTRUMENTS

We use various financial instruments, including derivative financial instruments, for purposes other than trading. We do
not use derivative financial instruments for speculative purposes. Derivalives, used as part of our risk-management strategy,
must be designated at inception as a hedge and measured for effecliveness both at inception and on an ongoing basis. Gains
and losses related Lo qualifying hedges of foreign currency firm commitments are deferred in current assets or liabilities and
recognized as part of the underlying Lransactions as they occur. All other foreign exchange contracts are marked to market on
a current basis, and the respeclive gains or losses are recognized in other income. Interest rate differentials associated with
interest rate swaps used o hedge AT&T's debt obligations are recorded as an adjustment to interest payable or receivable,
with the offset to interesl expense over ihe life of the swaps. If we terminate an interest rale swap agreement, Lhe gain or loss
is deferred and amortized over the remaining life of the liability. Cash flows from financial instruments are classified in the
Consolidated Statements of Cash Flows under the same categories as the cash Mows [rom the related assets, liabilities or
anticipated transactions.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepled accounting principles requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the dale of the financial statements, and revenue and expenses during the period reported. Actual
results could differ from those estimates. Estimates are used when accounting for certain ilems such as long-term contracts,
allowance for doubtful accounts, depreciation and amortization, employee bencfit plans, laxes, restructuring reserves and
contingencies.

CONCENTRATIONS

As of December 31, 2000, we do not have any significant concentration of business transacted with a particular customer,
supplier or lender that could, if suddenly eliminaled, severely impact our operations. We also do not have a concentration of
available sources of labor, services, franchises. or licenses or other rights that could, if suddenly eliminaled, severely impact
our operations, We invest our cash wilh several high-quality credit institutions.

ISSUANCE OF COMMON STOCK BY AFFILIATES

Changes in our proportionate share of the underlying equily of a subsidiary or equity method investee, which resuit from
the issuance of additional equity securities by such entity, are recognized as increases or decreases to addilional paid-in
capital in the Consolidated Siatements of Shareowners’ Equily.
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2. RESTRUCTURING OF AT@ .

On Oclober 25, 2000. we announced a restructuring plan designed (o fully separale or issue separately tracked stocks
intended to reflect the financial performance and economic value of each of AT&T's lfour major operating units. Upon
completion of the plan, AT&T Wireless. AT&T Broadband, AT&T Business and AT&T Consumer will all be represented by
asset-based or tracking stocks.

As part of the first phase of the restructuring plan, we are planning an exchange offer that will give AT&T shareowners the
opporturtity lo exchange any portion of their AT&T common shares for shares of AT&T Wireless Group tracking stock,
subject to pro-ration. Following the exchange offer and subject to specified conditions, AT&T plans to split-off AT&T
Wireless Group from AT&T. We intend, however. to retain up to $3 billion of shares of AT&T Wireless for future sale,
exchange or monetization within six months following the split-off. We expect AT&T Wireless will become an independent,
publicly-held company in mid-2001. upon receipt of appropriate tax and other approvals.

In addition Lo the split-off of AT&T Wireless, we intend to fully separate or issue separate tracking stocks Lo reflect the
financial performance and economic value of each of our other major business units, We plan 1o create and issue new classes
of stock to track the financial performance and economic value of our AT&T Broadband unit and AT&T Consumer unit. We
plan 1o sell some perceniage of shares of the AT&T Broadband unit in the fall of 2001. Within 12 months of such sale, we
intend to completely separale AT&T Broadband from AT&T, as an assel-based stock. The AT&T Consumer tracking stock
is expected to be fully distributed to AT&T shareowners in the second half of 2001.

AT&T expects that these transactions will be tax-free to U.S. shareholders. AT&T's restructuring plan is complicated and
involves a substantial number of steps and transactions, including obtaining various conditions, such as Internal Revenue
Service (IRS) rulings. In addition, [uture financial conditions, superior alternatives or other factors may arise or occur that
make it inadvisable to proceed with part or all of AT&T's restructuring plans. Any or all of the elements of AT&T's
restructuring plan may not occur as we currently expect or in the timeframes that we currently contemplalte, or at all.
Aliernative forms ol restructuring. including sales of interests in these businesses, would reduce what is available for
distribution to shareowners in the restructuring,

On November 15. 2000, AT&T announced that our board of directors voted 1o split-off Liberty Media Group (LMG).
which we acquired through our acquisition of Tele-Communications, Inc. A new asset-based security will be issued 1o
holders of LMG tracking stock in exchange for their LMG iracking shares. The split-off remains subject Lo receipt of a
favorable tax ruling from the IRS. We expect this split-off to be completed in mid-2001.
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INCLUDED IN SELLING, GEN‘ AND ADMINISTRATIVE

LUT

17>7 1FF0O

EXPENSES
Research and development expenses $ 402 § 530 % 513
OTHER INCOME
Investment-related income $§ 514 % 222 % 389
Net gains on sales of businesses and investments 1,683 682 959
Mark-to-market charge on pul options (537 — —
Investment impairment charges (24%) (40) —
Miscellaneous, net 102 67 (67)
Total other income $ 1514 $ 931 § 1,281
DEDUCTED FROM INTEREST EXPENSE 7
Capitalized interest $ 299 % 143 8 197
SUPPLEMENTARY BALANCE SHEET INFORMATION
At December 31,
2000 1999

PROPERTY, PLANT AND EQUIPMENT ' ' .
Communications, network and other equipinent $ 74550 § 60,985
Buildings and improvements o ) 8.951 8,104
Land and improvements 531 586
Total property. plant and equipment ’ 84.032 69,675
Accumulated depreciation (32.871) (30.057)
Property. plant and equipment, nel $ 51161 $  39.618
SUPPLEMENTARY SHAREOWNERS' EQUITY INFORMATION
For the Years Ended December 31,

2000 1999 1998
OTHER COMPREHENSIVE INCOME ' ) ) T
Net foreign currency translation adjustment [net of income taxes of $(181), $87
and $(3)] o i ) § (309) $ 148 % (5)
Net revaluation of securities [net of income taxes of $(5,166). $4.506 and $(35)) (8.067) 6,878 (25).
Net minimum pension liability adjustment [net of income taxes of $(1), $7 and
$(15)] (N 12 9
Total other comprehensive income ‘ ' $ (8377 % 7038 § (21)

En 2000, other comprehensive income included LMG's foreign currency translation adjustments totaling 5(202), net of applicable income taxes.
revaluation of LMG's available-for-sale securities 1otaling $(6.117). net of applicable income taxes, and the recognition of previously unrecognized
available-for-sale securities 101aling $(6335). net of applicable income taxes.

In 1999, other comprehensive income included LMG's foreign currency translation adjustments totaling $60, net of applicabie income taxes, and
revaluation of LMG's available-for-sale securities totaling $6.497, net of applicable income taxes.
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Income tax payments 76 3,906 2,881
4. MERGERS WITH MEDIAONE GROUP, INC. AND TELE-COMMUNICATIONS, INC.

MERGER WITH MEDIACONE GROUP, INC.

On June 15, 2000, AT&T completed a merger with MediaOne Group. Inc. {MediaOne} in a cash and siock transaclion
valued at approximately $45 billion. For each share of MediaOne stock, MediaOne shareowners received, in the aggregate,
0.95 of a share of AT&T common stock and $36.27 per share in cash, consisting of $30.85 per share as stipulated in the
merger agreement and $5.42 per share based on AT&T's stock price preceding the merger, which was below a predetermined
amount. AT&T issued approximately 603 million shares of common stock in the wansaction, of which approximately 60
million were treasury shares. The AT&T shares had an aggregate markel value of approximately $21 billion and cash
payments tolaled approximately $24 billion.

The merger was accounted for under the purchase methed. Accordingly, the results of MediaOne have been included in the
accompanying consolidated financial stalements since the date of acquisition as part of our Broadband segmenl.

Approximately $16 billion of the purchase price of $45 billion has been attributed 1o agreements with tocal franchise
authorities that allow access to homes in our broadband service areas ("{ranchise costs”) and is being amortized on a
straight-line basis over 40 years. Also included in the purchase price was approximaltely $22 billion related to
nonconsolidated investments, including investments in Time Warner Entertainment Company. L.P, (TWE) and Vodaflone
Group ple (Vodafone), approximately $5 billion related to property, plant and equipment, and approximately $7 billion of
other nel assets. In addition, included was approximately $14 billion in deferred income liabilities, approximately $10 billion
attributable to MediaOne debt, and approximately $1 billion of minority interest in Centaur Funding Corporation, a
subsidiary of MediaOne. The purchase resulted in preliminary goodwill of approximately $20 billion. which is being
amortized on a straight-line basis over 40 years. AT&T may make refinements Lo the allocation of the purchase price in
future periods as the related fair value appraisals of certain assets and liabilities are finalized.

MERGER WITH TELE-COMMUNICATIONS, INC.

On March 9, 1999, AT&T completed a merger with Tele-Communications, Inc. (TCI), renamed AT&T Broadband, in an
all-stock transaction valued al approximately $52 billion. Each share of TCI Group Series A common stock was converled
into [.16355 shares of AT&T common stock, and each share of TCI Group Series B common stock was converted into
1.27995 shares of AT&T common stock. AT&T issued approximately 664 million shares of common stock in the transaction,
of which approximately 149 million were treasury shares. The AT&T shares had an aggregate market value of approximately
$27 billion. Certain subsidiaries of TCI held TCI Group Series A common stock. which was converted into 216 million
shares of AT&T common stock. These subsidiaries continue to hold these shares, which are reflected as treasury stock in the
accompanying Consolidated Balance Sheets.

In addition, TCI simultaneously combined its Liberty Media Group prograniming business with its TCI Ventures Group
technology investment business, forming LMG. In connection with the closing, AT&T issued
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AT&T does not have a controlli hancial interest for {inancial accounting purp.in LMG. Thereflore, our investment
in LMG has been reflected as an investment accounted for under the equity method in the accompanying consolidated
financial stalements. The amounts allributable o LLMG are reflected as "Equity earnings (losses) from Liberty Media Group”
and "Investment in Liberty Media Group and related receivables, net” in the accompanying consolidated financial statements.
As a separale tracking stock. all of the earnings or losses related 10 LMG are excluded from the earnings available (o the
holders of AT&T common siock.

Each share of Liberty Media Group Class A common stock is entitled lo 0.0375 of a vole, and each share of Liberty Media
Group Class B common stock is entitled 1o 0.375 of a vote.

The TCI merger was accounted lor under the purchase method. Accordingly. the resulis of TCI have been included in the
financial results of AT&T since the date of acquisition. The operating results of TCI have been included in the accompanying
consolidaled Tinancial statements at their fair value since March 1, 1999, the deemed efTective dale of acquisition for
accounting purposes. The impact of the resuits from March | through March 9, 1999, were deemed immaterial to our
consolidated results.

Approximaltely $20 billion of the purchase price of $52 billion was attributed Lo franchise costs and is being amortized on a
straight-line basis over 40 years. Pursuant to Statement of Financial Accounting Standards (SFAS) No. 109, "Accounting for
Income Taxes,” AT&T recorded an approximaie $13 billion deferred tax Jiability in connection with this {ranchise intangibie,
which is also included in franchise costs. We do not expect that this deferred tax liability will ever be paid. This deferred tax
liability is being amortized on a straight-line basis over 40 years and is included in the provision for income taxes. Also
included was approximately $11 billion related to nonconsolidated investments, approximately $5 billion related to property,
plant and equipment, approximately $11 billion of TCI long-term debt and approximately $7 billion relaied 10 other net
liabilities. In addition, our investment in LMG was recorded at approximately $34 billion, including approximately $11
billion of goodwill that is being amortized on a straight-line basis over 20 years as a component of "Equity earnings (losses)
from Liberty Media Group."
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Revenue . .67.306 $ 66,236

Net income 5.617 6.452
Weighted-average AT&T common shares : 3.762 3,784
Weighted-average AT&T common shares
and potential common shares 3.821 3.906
Weighted-average AT&T Wireless Group shares 361 —
Weighted-average Liberly Media Group shares 2,572 2.519
AT&T Common Stock Group earnings per common share:

Basic $ 1.08 $ 2.30

Diluted b 1.07 5 223
AT&T Wireless Group earnings per commeon share:

Basic and diluted $ 021 % —
Libeny Media Group earnings (loss) per share:

Basic and diluted $ 0:58 § (0.89}

Pro forma data may not be indicative of the results that would have been oblained had these events actually occurred at the
beginning of the periods presented, nor does it inlend to be a projection of future results.

5. OTHER MERGERS, ACQUISITIONS, STOCK OFFERING, VENTURE, DISPOSITIONS AND
DISCONTINUED OPERATIONS

AB CELLULAR

On December 29, 2000, AB Cellular completed the redemption of AT&T's equity interest in AB Cellular. Prior to that
date, AT&T held a 55.62% equity interest in AB Cellular, which was formed in 1998 with BellSouth, with each party having
a 50% voting interest. AB Cellular owned, controlled and supervised wireless properties in Los Angeles, Houston, and
Galveston, Texas. BellSouth exercised an option available to it, which resulted in AB Cellular redeeming AT&T's interest in
AB Cellular in exchange for 100% of the net assets of the Los Angeles property. AB Cellular recognized a significant gain
upon completion of the transaction. Accordingly, net losses from other equity investments included $603 representing our
portion of this gain, and other income included a net pretax loss of $184 related to the difference between the carrying value
of our investment in AB Cellular and the fair market value of the Los Angeles property. As a result of this transaction, we
consolidated the Los Angeles property. The consolidation resulted in licensing costs of $2.2 billion, goodwill of $0.8 billion,
other net assets of $0.6 billion and the removal of our investment in AB Cellular of $3.8 billion.

TELECQORP PCS, INC,

On November 13, 2000. two of AT&T's wireless affiliates, TeleCorp PCS, Inc. (TeleCorp) and Tritel, Inc., merged as part
of a stock transaction. In connection with the merger. AT&T contributed to TeleCorp rights to acquire wireless licenses in
Wisconsin and lowa, paid approximately $20 in cash and extended the term of its brand license agreement through July 2005,
in exchange for approximately 9.3 mitlion additional common shares in the newly merged entity. In a separale transaction,
AT&T exchanged certain additional wireless licenses and rights to acquire licenses in the Wisconsin and Iowa markets, and
made a cash payment of
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On August 28. 2000. AT&T zma.{ome Corporation {Excite@Home) announc.areholdcr approval of a new board
ofl directors and governance structure for Excite@Home and completion of the extension of distribution contracts with
AT&T, Cox Communications. Inc. (Cox) and Comeast Corporation (Comcast). AT&T was given the right to designale six of
the 11 Excite@Home board members. In addition, Excite @ Home converted approximately 50 million of AT&T's Series A
shares into Series B shares, each of which has 10 voles. As a result of these governance changes, AT&T gained a controlling
interest and began consolidating Excite@Home's results upon the closing of the transaction on September 1, 2000. As of
December 31, 2000, AT&T had, on a [ully diluted basis. approximately 23% of the economic interest and 74% ol the voting
interest in Excite @Home.

In exchange for Cox and Comcast relinquishing their rights under the shareholder agreement, AT&T granted put options 10
Cox and Comcast on a combined total of 60.4 million shares of Excite@Home Series A common stock. The put options
provide Cox and Comcast with the right (o convert their Excite@Home shares into either AT&T stock or cash at their option,
at any time between January 1, 2001 and June 4, 2002, at the higher of (i) $48 per share or (ii) the 30-day average trading
price at the Lime of exercise (beginning 15 trading days prior io the exercise date, and ending 15 days afler Lhe exercise date).
The maximum amount that AT&T would be required Lo pay in cash or slock is approximately $2.9 billion based on the $48
strike price. The obligation under these pul options was recorded at [air value, with gains or losses resulting from changes in
lair value being recorded as a component of other income. For the year, changes in lair market value resulled in a pretax
expense of $337. Subsequent to December 31, 2000, Cox and Comcast exercised their put options, electing to receive AT&T
common shares (see Note 22).

Also. in connection with the distribution agreements which extend through 2008, AT&T obtained the right to purchase up
to approximately 25 million Excite@Home Series A shares and 25 million Series B shares. In addition, Cox and Comcast
will each receive new warrants 1o purchase two Series A shares for each home its cable system passes. These warrants will
vest in installments every six months beginning in June 2001, and will be fully vested by June 2006 if Cox and Comcasl elect
to continue their extended non-exclusive distribution agreements through that period.

The consolidation of Excite@Home resulted in minority inlerest of approximately $2.2 billion, goodwill of approximately
$2.4 billion, short-lerm liabilities of approximately $2.4 billion (including an inilial put option liability), other net assets.of

approximately $1.2 billion and the removal of our investment in Excite@ Home of approximately $1.9 billion.

AT&T WIRELESS GROUP

On April 27, 2000, AT&T created a new class of stock and completed a public stock offering of 360 million shares, which
represented 15.6% of AT&T Wireless Group tracking stock at a price of $29.50 per share. This slock is intended Lo track the
financial performance and economic value of AT&T's wireless services’ business. The net proceeds to AT&T after deducting
underwriter's discount and related fees and expenses were $10.3 billion. AT&T allocated $7.0 billion of the net proceeds to
AT&T Wireless Group, which were used for acquisitions, network expansion, capital expenditures and for general corporate
purposes. The remaining net proceeds of $3.3 billion were utitized by AT&T for general corporate purposes. Holders of
AT&T
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On March 13, 2000, AT&T recej 50.3 million shares of AT&T common stock, by Cox in exchange for an entity
owiting cable television systems se'g approximately 312,000 custoners and cen.her net assets. Specifically, AT&T
exchanged $1.1 billion of investmenis and related advances, $0.9 billion of franchise costs and $0.5 billion of other net assets
for stock valued at $2.7 billion on March 15, 2000. The transaction resulted in a pretax gain of $189.

LENFEST COMMUNICATIONS, INC.

On January 18, 2000, AT&T sold its ownership in Lenfest Comimunications, Inc. to a subsidiary of Comcast. In connection
with the sale. we received 47.3 million shares of Comcast Ctass A Special common stock. The transaction resulted in a pretax
gain of $224.

CONCERT
On Janvary 5. 2000. AT&T and British Telecommunications ple (BT) announced financial closure of Concert, their global

communications joint venture, AT&T conuributed all of its international gateway-to-galeway assels, as well as the economic
value of approximately 270 multinational customers specifically targeted for direct sales by Concert.

ACC EUROPE

On November 5. 1999, AT&T sold ACC Corp. (ACC) in Europe, including ACC's principal operations in the United
Kingdom as well as ACC's operating companies in France, Germany and haly, to WORLDxCHANGE Communications. We
were required Lo dispose of this investment pursuant 1o a government mandate since it would have competed directly with
Concert. The Lransaction resulted in a pretax loss of $179.

[BM GLOBAL NETWORK

On April 30, 1999, AT&T completed its acquisition of the IBM Global Network business (renamed AT&T Global
Network Services or AGNS) and its assets in the United States. The non-U.S. acquisitions were completed in phases
throughout 1999 and during the first quarter of 2000. Under the ierms of the agreement. AT&T acquired the global network
of IBM, and the two companies entered into outsourcing agreements with each other. The acquisilion was accounted lor
under the purchase method. Accordingly. the operating results of AGNS have been included in the accompanying
consolidated financial statements since the date ol acquisition. The pro forma impact of AGNS on historical AT&T results is
not material.

TELEPORT COMMUNICATIONS GROUP INC,

On July 23, 1998, AT&T completed a merger with Teleport Communications Group Inc. (TCG) pursuant to an agreement
and plan of merger dated January 8, 1998. Each share of TCG common stock was exchanged for 1.4145 shares of AT&T
common stock. resulting in the issuance of 272.4 million shares in the transaction. The merger was accounted for as a pooling
of interests, and accordingly, AT&T's results of operations, financial position and cash flows were restated to reflect the
merger. In 1998, we recognized $85 of merger-related expenses. Premerger TCG revenue was $455, and net losses were
$118, for the six months ended
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On March 3. 1998. AT&T sold iyl % common share interest in LIN Television .. a subsidiary of LIN Broadcasting
Company, for $742 to Hicks, Musc'e and Furst Inc. We recognized a prelax gail.B [7. Also on March 3. 1998, AT&T
sold AT&T Solutions Customer Care to MATRIXX Marketing Inc., a teleservices unit of Cincinnati Bell. for $625. AT&T
recognized a pretax gain of $350 in 1998 on the sale.

DISCONTINUED OPERATIONS

On April 2, 1998. AT&T sold AT&T Universal Card Services Inc. (UCS) Tor $3.500 to Citigroup, Inc. The after-tax gain
resulting from the disposal of UCS was $1.290, or $0.48 per diluted share. Included in the transaction was a cobranding and
joint-marketing agreement. In addition, we received $5,722 in settlement of receivables from UCS.

The consolidated financial statements of AT&T reflect UCS as a discontinued operation. Accordingly. the revenue. costs
and expenses, and cash flows of this business have been excluded from the respective captions in the 1998 Consolidated
Statement of [ncome and Consolidated Statement of Cash Flows, and have been reported through the date of disposition as
"Income from discominued operations,” net of applicable income taxes, and as "Net cash provided by discontinued
operations” for all periods presented. The gain associated with this sale is retlected as "Gain on sale of discontinued
operations,” net of applicable income laxes.

Summarized financial information for UCS was as follows:

For the Year Ended December 31,

1998
Revenue _' o $ 365
Income before income taxes 16
Net income 10

No interest expense was allocated to UCS in 1998 due Lo the immateriality of the amounts; however, UCS recorded direct
interest expense of $85 in 1998, primarily relaled 10 amounts payable to AT&T.

6. EARNINGS PER COMMON SHARE AND POTENTIAL COMMON SHARE

Income (loss) from continuing operations atiributable to the different classes of AT&T common stock is as follows:

For the Years Ended December 31,
2000 1999 1998

AT&T Common Stock Group S ' $ 3105 § 35450 $ 57235
AT&T Wireless Group _ o ) 76 — —-
Liberly Media Group ’ ) 1488 (2,022) —

Income from continuing operations $ 4669 § 3428 $§ 5235

Basic earnings per share (EPS) for AT&T Common Stock Group for 2000, 1999 and 1998 were computed by dividing
AT&T Common Stock Group income by the weighted-average number of shares outstanding during the year.
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Diluted EPS for AT&T Commo.ck Group was computed by dividing AT&T.nnon Stock Group income. adjusted
for the conversion of securities, by the weighted-average number of shares and dilutive potential shares outstanding during
the year, assuming conversion of the potential shares at the beginning of the years presented. Shares issuable upon conversion
of preferred stock of subsidiaries. convertible debt securities of subsidiary, stock options and other performance awards have
been included in the diluted calculation of weighted-average shares to the extent that the assumed issuance of such shares
would have been dilutive, as illustrated below. The convertible quarterly income preferred securities were antidilutive and
were excluded from the computation of diluted EPS. Computed on a yearly basis, the dividends would have an after-tax
impacl lo earnings of approximately $155. Assuming conversion of the securities, the dividends would no longer be included
as a reduction to nel income and (he securities would convert into 67 million shares of AT&T common stock.

A reconciliation of the income and share components [or basic and diluted EPS calculalions with respect to AT&T
Common Stock Group continuing operations is as follows:

For the Years Ended December 31,

2000 1999 1998
Income $ 305 § 5450 § 5235
Income impact of assumed conversion of preferred stock of
subsidiary 32 26 —
Income adjusted for conversion of securilies $ 3137 § 5476 $ 5235
Shares in millions
Weighted-average common shares 3,486 3,082 2,676
Stock options 19 35 24
Preferred stock of subsidiary 40 33 _
Convertible debt securities of subsidiary — 2 —
Weighted-average common shares and potential common
shares , 3,545 3,152 2,700

Basic EPS for AT&T Wireless Group for the period from April 27, 2000, the siock offering date, through December 31,
2000, was computed by dividing AT&T Wireless Group income by the weighted-average number of shares outstanding of
AT&T Wireless Group of 361 million. There were no potentially dilutive securities outstanding at December 31. 2000.

Basic EPS for LMG was computed by dividing LMG income (loss) by the weighted-average number of shares outstanding
ol LMG of 2,572 million in 2000 and 2,519 million [rom the March 9, 1999, dale of issuance through December 31, 1999,
Potentially dilutive securities, including fixed and nonvested performance awards and stock options, have not been factored
into the dilutive calculations because past history has indicated that these contracts are generally settled in cash. There were
96 million and 124 million of these potentially dilutive securities outstanding at December 31, 2000 and 1999, respectively.
The diluted earnings per share calculation for 2000 also excludes approximately 700,000 warrants outstanding al
December 31, 2000, which were antidilutive. In addition, since LMG had a loss in 1999, the impact of any potential shares
would have been antidilutive.

7. NET RESTRUCTURING AND OTHER CHARGES

During 2000, we recorded $7,029 of net restructuring and other charges, which included $6,179 of asset impairment
charges related to Excite@Home, $759 for restructuring and exit costs associated with AT&T's initiative to reduce costs, and
$91 related to the government-mandated disposition of AT&T Communications {U.K.) Lid., which would have competed
directly with ConcerL.
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companies during the fourth quart 2000. which caused Excite @Home to concl at inlangible assets related to their
acquisitions of Inlernet-relaled co“ies may nol be recoverable. [n accordance UAS No. 121, "Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assels to be Disposed Of", Excite@Home conducted a detailed
assessment of the recoverability of the carrying amounts of acquired intangible assets. This assessment resulted in a
determination that certain acquired intangible assets. including goodwill, related to these acquisitions. including Excile, were
impaired as of Decenmiber 31, 2000. As a result, we recorded impairment churges of $4,609 in December 2000, representing
the excess of the carrying amount of the impaired assets over their fair value.

The review for impairment included a review of publicly-traded Internet companies that are comparable to the companies
that Excite@Home acquired. These companies experienced a substantial decline in stock price and market capitalization
during the fourth quarter of 2000.

Excite@Home also reviewed the business climate for Internet advertising and web-based infrastructure companies as of
December 31, 2000, and observed the following: (1) investor and consumer enthusiasm for the Internet seclor severely
deteriorated during the fourth quarter of 2000; (2) many Internet companies, including those acquired by Excite@Home,
experienced significant decelerations in their growth both as a resull of economic conditions and due to Inlernet-sector
specific issues such as competition and the weakening of the Internet advertising market; and (3) funding sources for
Internet-based consumer businesses. which require considerable amounts of capital, had substantially evaporaled as of
December 31. 2000. As a result, Excile @ Home concluded that fundamental, permanent and significant adverse changes had
occurred during the fourth quarter of 2000 in the business climate for companies providing Internel advertising and other
web-based services.

In addition, Excite@Home reviewed operating and cash flow projections that existed at the time Excite@Home made the
acquisitions and thal were used as a basis upon which the decisions 10 complete the acquisitions were made. These operating
and cash flow projections indicated that the acquired companies, over their useful lives, would be profitable and generate
positive cash flows. The operating and cash flow projections were compared 1o operaling results after the date of the
acquisitions through December 31, 2000, as well as to projecled operating results for 2001. These comparisons indicated that
cerlain acquisitions generated operating and cash llow losses through the end of 2000, and were projected to continue
generating operating and cash {low losses for the foreseeable future.

As aresult of these factors, Excile@Home determined that the intangible assets related to the acquisttions might not be
recoverable and conducted impairment tests.

Generally, the impairment {ests were performed at an assel group level corresponding to the lowest level at which cash
flows independent of other assets could be identified. Each asset group consisted of the goodwill and acquired identifiable
intangible assets related 1o a specific acquisition. Acquired intangible assels were combined for those acquisitions where
separately identifiable cash flows that are largely independent of the cash flows of other groups of assets could not be
identified.

For each of the asset groups to be tested for impairment, Excite@Home projecied undiscounted cash flows over a future
projection period of five years, based on Excite@Home's determination of the current remaining useful lives of the asset

groups, plus an undiscounted terminal period cash flow to reflect
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Excite@Home measured the i[TOl'lt:nl loss related to impaired asset groups ba..n the amount by which the carrying
amount of the asset group exceeded the fair value of the asset group. Measurement of fair value was based on an analysis by
Excite @ Home utilizing the best information available in the circumstances using reasonable and supporlable assumptions
and projeclions, and including the discounted cash flow and market comparison valuation techniques. The discounted cash
Now analysis considered the likelihood of possible outcomes and was based on Excile@Home's best estimate of projected
future cash llows, including terminal value cash flows expected to result from the disposition of the asset at the end of its
useful life, discounted at our weighted average cost of capilal. Weighted average cost of capital was based on historical risk
premiums required by investors for companies of Excite@Home's size, industry and capital structure and included risk
factors specific to Excite@Home. The market comparison model represented Excite@Home's estimate of the prices that a
buyer would be willing to pay currently for similar assets, based on comparable products and services, customer base. risks,
earnings capabilities and other factors.

Based on the foregoing, Excite @ Home recorded an impairment write-down of $4,609 in the aggregate, which was
allocaled to each asset group based on a comparison of carrying values and fair values. The impairment write-down within
each asset group was allocated first to goodwill, and if goodwill was reduced 1o zero, 1o identifiable intangible assets in
proportion to carrying values.

Also as a result of the foregoing, AT&T recorded a goodwill and acquistion-related impairment charge associated with the
acquisition of our investment in Excite@Home. The write-down of our investment 1o fair value was determined utilizing
discounted expected luture cash flows.

Since we own approximalely 23% of Excite@Home, 77% of the charge recorded by Excile @ Home was not included as a
reduction to AT&T's net income, but rather was eliminated in our 2000 Consolidated Statement of Income as "Minority
inlerest income (expense).”

The $759 charge lor restructuring and exit plans was primarily due to headcount reductions, mainly in network operations
and Business Services. including the consolidation of customer-care and call centers. as well as synergies created by the
MediaOne merger.

Included in exit costs was $503 of cash lerminalion benefils associated with the separation of approximately 7,300
employees as part of voluntary and involuntary termination plans. Approximately one-half of the separations were
management employees and ene-half were nonmanagement employees. Approximately 6,700 entployee separalions were
related to involuntary terminations and approximately 600 to voluntary lerminations.

We also recorded $62 of nelwork lease and other contract terminalion costs associated with penalties incurred as part of
notifying vendors of the termination of these contracts during the year, and net losses of $32 related to the disposition of

facilities primarily due to synergies created by the MediaQOne merger.

47




Balance al January |, I‘m $ 413 § 434 § 60 $ 907
Additions 150 125 — 275
Deductions (445) (190)  (30)  (665)

Balance at December 31, 1998 118 369 30 517
Additions 142 — 3 145
Decuclions (11 (130) (12) (252)

Balance al December 31, 1999 150 239 21 410
Additions 503 32 62 597
Deductions (394) (98) (47} (539)

Balance at December 31. 2000 3 259 % 173 § 36 § 408

Deductions reflect cash payments of $245. $209 and $369, for 1998. 1999 and 2000, respectively. These payments included cash termination benefits of
$124, 340 and $257. respectively, which were primarily funded through cash from operations. Deductions also reflect noncash utilization of $420, $43 and
$170 for 1998, 1999 and 2000, respectively. Noncash utilization included deferred severance payments primarily related to executives, and a reversat in
1998 of 3348 related 10 the 1993 restruciuring plan. Nearly 75% of the employees affecied by ihe 1999 and 2000 restruciuring charges have lefi their
positions as of December 31, 2000.

Also included in restrucluring and exit costs in 2000 was $144 of benefit plan curtailment costs associated with employee
separations as part of (hese exit plans. Further, we recorded an asset impairment charge of $18 related to the write-down of
unrecoverable assels in certain businesses where the carrying value was no longer supported by estimated lulure cash flows.

During 1999, we recorded $1.506 of net restructuring and other charges.

A $594 in-process research and development charge was recorded reflecting the eslimaied lair value of research and
development projects at TCI, as of the date of acquisition, which had not yet reached technological leasibility or had no
alternative future use. The projects identified related to efforts to offer voice over Internet protocol (IP). product-integration
efforts for advanced set-top devices that would enable the offering of next-generation digital services and cosi-savings efforts
for broadband-telephony implementation. In addition, Excite@Home had research and development efforts underway,
including projects to allow for self-provisioning of devices and the development of next-generation client software, network
and back-office infrastructure to enable a variety of network devices beyond personal computers, and improved design for the
regional data centers’ infrastructure. We began testing IP-telephony equipment in the field in late-2000, we anticipale
beginning field trials for next-generation digital services in late-2001, and have completed trials related to our telephony cost
reductions and implementation has begun in certain markets, Although there are technological issues 1o overcome to
successfully complete the acquired in-process research and development, we expect successful completion. If, however.
AT&T is unable to establish technological feasibility and produce commercially viable products/services, anticipated
incremental {uture cash flows attributable 10 expected profits from such new products/services may not be realized.

A $531 asset impairment charge was recorded in 1999 associated with the planned disposal of ceriain wireless
communications equipment resulting from a program to increase the capacily and operating efficiency of our wireless
network. As part ol a multivendor program, contracts have been executed with select vendors Lo replace significant portions
of our wireless infrastructure equipment in the western United States and the metropolitan New York markets. The program
is intended to provide Wireless Services with the

48




expected future cash flows of thesgagesets through the date of disposal. Since the asgga will remain in service froin the date
of the decision to dispose of thes ts to the disposal dale, the remaining net boc'ue of the assets will be depreciated
over Lhis period. As of December 31, 2000. approximately $320 ol the assel impairment reserve has been utilized for assets
that have been disposed of and writen off. The remaining nel book value of these assets was approximately $23 at
December 31, 2000, which will be depreciated over an estimated remaining useful life of three months.

Also in 1999, a $145 charge for restructuring and exit costs was recorded as part of AT&T's initiative to reduce costs. The
restructuring and exit plans primarily focused on the maximization of synergies through headcount reductions in Business
Services.and network operations, including the consolidation of customer-care and call centers,

Included in exit costs was $142 of cash termination benefits associated with the separation of approximately 2,800
employees as parl of voluntary and involuntary termination plans. Approximately one-half of the separations were
management employees and one-half were nonmanagement employees. Approximately 1.700 employee separations were
related to involuntary terminations and approximately 1,100 to voluntary terminations.

We also recorded net losses of $307 reiated to the government-mandated disposition of certain inlernational businesses that
would have competed direcily with Concert, and $50 relaled 1o a contribution agreement Broadband entered into with
Phoenixstar, Inc. That agreement requires Broadband to satisfy certain liabilities owed by Phoenixstar and its subsidiaries. In
addition, we recorded benelits of $121 related 1o the settlement of pension obligations for former employees who accepted
AT&T's 1998 volunlary retirement incentive program (VRIP) offer,

During 1998, we recorded $2.514 of net restructuring and other charges. The bulk of the charge was associated with our
overall cost-reduction program and the approximately 15,300 management employees who accepted the VRIP offer, A
restructuring charge of $2,724 was composed of $2,254 and $169 for pension and postretirement special-termination benefils,
respectively. $263 of benefil plan curtailment losses and $38 of other administrative cosls. We also recorded charges of $125
for related facility costs and $150 for executive-separation costs, These charges were partially offset by benefits of $940 as
we setlled pension benefil obligations of 13,700 of the total VRIP employees. In addition, the VRIP charges were partially
offset by the reversal of $256 of 1995 business restructuring reserves primarily resulling from the overlap of VRIP on certain
1995 projects.

Also included in the 1998 net restructuring and other charges were asset impairment charges totaling $718, of which $633
was related to our decision not to pursue Total Service Resale (TSR) as a local-service stralegy. We also recorded an $85
asset impairment charge related Lo the write-down of unrecoverable assets in certain international operations where the
carrying value was no longer supported by future cash flows, This charge was made in connection with the review of certain
operations that would have competed directly with Concert.

Additionalty, $85 of merger-related expenses was recorded in 1998 in connection with the TCG merger, which was
accounted for as a pooling of interests. Partially offselting these charges was a $92 reversal of the 1995 restructuring reserve.
This reversal reflected reserves no longer deemed necessary. The reversal primarily inciuded separation costs attributed to
projects completed at a cosl lower than originally anticipated.
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the equity method (see Note 4). Sl'urized-rcsulls of operations for L{berly Medi.up were as follows:

For the Year For the Ten
Ended Months Ended
December 31, December 31,
2000 1999
Revenue $ 1.526 § 729
Operating income (loss) 436 (2.214)
Net income (loss) 1.488 2,022)

At December 31,

2000 1999
Currenl assets $ 2,954 §$ 3,387
Noncurrent assets 51,314 55,297
Current liabi.]ities 2.962 3.37(]
Noncurrent liabilities _ 16,668 16,853
Minority interest 348 1

During 2000 and 1999, certain investees of Liberty Media Group issued comimon stock. Changes in the equity of the
investees, net of the dilution of LMG's ownership interest, resulted in an increase 1o AT&T's additional paid-in capital of
$355 and $109 in 2000 and 1999, respectively.

9. OTHER INVESTMENTS

We have investments in various companies and partnerships that are accounted for under the equity method and included
within "Other investments and related advances” in the accompanying Consolidated Balance Sheets. Under the equity
method, investments are stated al iniual cost, and are adjusted [or subsequent contributions and our share of earnings, losses
and distributions. At December 31, 2000 and 1999, we had equity investments (other than LMG) of $13,624 and $18,454,
respectively. The carrying value of these investments exceeded our share of the underlying reported net assets by
approximately $8,720 and $12,530. at December 31. 2000 and 1999. respectively. The goodwill is being amortized over
periods ranging from 15 10 40 years. Prelax amortization of goodwill was $371, $495, and $52 in 2000, 1999, and 1998,
respectively. The amortization is shown net of income taxes as a component of "Net losses from other equily investments” in
the accompanying Consolidated Statements of Income. Distributions from equity investments totaled $214. $317 and $360,
for the years ended December 31, 2000, 1999 and 1998, respectively,
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(b)

(d)

()

0

Concert 0.00%(b} —
Time Warner Texno 0.00%  30.00%

Ne(2Phone, Inc. 31.34%(c) —
Insight Midwest LP 50.00% 50.00%
EuroTel Praha, spol. s.r.o. 24.50% —
Century-TCI California, LP 25.00% 25.00%
Rogers Wireless Communications, [nc. 16.65%(d)  16.65%(d)
TeteCorp PCS. Inc. ’ 22.99% 15.67%
Kansas City Cable Partners 50.00% 50.00%
Parnassos, LP 33.33% 33.33%
ACC Acquisitions, LLC 50.00% —

Far EasTone Telecommunications, [td. 22.70% 13.87%
AB Cellular —(e) 55.62%(e)
At Home Corporation — (0 25.00%()
Lenfest Communications, Inc. — 50.00%
Bresnan Communications Group LLC — 50.00%

Al December 31, 2000 and 1999, we owned 48,942,172 shares of Cablevision Sysiems Corperation Class A common stock, which had a-closing market
price of $84.94 and $75.50 per share, respectively, on those dates. Cablevision Systems Corporation {Cablevision) redeemed all of its outstanding
preferved stock and issued additional common stock, and issued shares of its comman stock for acquisitions. As a resull of these transactions, AT&T's
ownership interest in Cablevision decreased from 32.04% 10 27.98%. Due to the dilution of AT&T's ownership interest in Cablevision, net of the
increase in Cablevision's equity, AT&T recorded a net decrease to additional paid-in capital of $170 in 2000.

On January 3, 2000, we formed Concert., our global-communications joinl venture with BT.

At December 31. 2000, we owned 18,900.000 shares of NetZPhone, Inc. Class A common stock, which had a closing market price of $7.38 per share on
that date.

This investment is accounted for under the equity method because of our ability 1o elect certain members of the board of directors of this entity, which
we believe provides us with significant influence.

On December 29, 2000. AB Cellular compieted the redemption of our equity interest in AB Cellular. Voting interest in AB Cellutar was 50% at
December 31, 1999.

On August 28, 2000, AT&T and Excite@Home announced the closing of their extension contracts and governance reorganization, As a result of the
governance changes, AT&T gained a controlling interest and began consolidating Excite@Home's resuits on September 1, 2000, As of December 31,
2000, AT&T had an approximate 23% economic interesi and 74% voting interest in Excile@Home. We owned 7,924,422 and 63.720.000 shares of
Excite@Home Class A common stock at December 31, 2000 and 1999, respectively, which had closing market prices of $5.53 and $42.88 per share,
respectively, on those dates. We also owned 86,595,578 and 30,800,000 shares of Excite@Home Class B commen stock at December 31, 2000 and
1999, respectively, which are not publicly traded. During 2000 and 1999, Excile@Home issued shares of its common stock for various acquisitions. As
a result of these wransactions. AT&T's economic interest in Excite®Home decreased from 25% 10 23% in 2000, and from 38% to 25% in 1999,
respectively. Due to the resulting increase in Excile@Home's equity, net of the dilution of AT&T's ownership interest in Excile®Home, AT&T
recorded an increase to additional paid-in capital of $116 and 35327 in 2000 and 1999, respectively.
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o . {unauaited)

Revenue $ 32663 § 12,751 § 4.488
Operating (loss) income ' (583) (1.384) 239
{Loss) income from continuing operations before

extraordinary items and cumulative effect of a change in

accounting principle (1,005) (2.701) 147
Net (loss) incorne (1,373) (2,897) 53
At December 31,
2000 1999
(Unandited)
Current assets $ 12274 § 7.616
I\_foncurrenl assels 44,748 38.008
Current 1iabilit_ies_ . . ) lZ,_ISI 6,209
Noncurrent liabilities 26,337 19,422
Redeemable preferred stock 7316 6,457
Minority interest 621 1.740

In addition, we have a 25.51% interest in TWE. This investment is "held-for-sale™ al December 31, 2000. Accordingly, we
are no longer recording equity earnings (losses) on this investment.

We also have investments accounted for under the cost method of accounting. Under this method, investments are stated at
cost, and earnings are recognized to the extent distributions are received from the accumuiated earnings of the invesiee.
Distributions received in excess of accumulated earnings are recognized as a reduction of our investment balance. These
investments, which are covered under the scope of SFAS No. 115, "Accounting for Certain Investments in Debt and Equily
Securities,” are classified as "available-for-sale” and are carried at fair value with any unrealized gain or loss. net of income
taxes, being included within other comprehensive income as a component of shareowners’ equity. Approximately $2,102 of
these investments have been classified as current assets since they are indexed to certain currently maturing debt instruments.
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Commercial paper o .b 16,234 § 5,974

Short-lerm noles 11.505 5.000
Currently maturing long-term debt 3,724 1.355
Other 484 304
Total debt maturing within one year $ 31947 % 12,633
Weighted-average interest rate ol short-term debs 6.5% 53%

In February 2000. we entered into a 364-day, $10 bitlion syndicated credit facility upon the expiration of existing credit
facilities. On December 28, 2000, we entered into a new 364-day, $25 billion credit facility syndicated to 39 banks. As a
result, the outstanding $10 billion credit facility was terminated. The credit facility is for commercial paper back-up and was
unused at December 31, 2000. The credit {acility agreement contains a financial covenant that requires AT&T to maintain a
net debi-10-EBITDA ratio (as defined in the credit agreement) not exceeding 3.00 to 1.00 for four consecutive quariers
ending on the last day of each fiscal quarter. At December 31, 2000). we were in compliance with this covenant.

At December 31. 1999, we had a 364-day, $7 billion revolving-credit facility with a consortium of 42 lenders. We also had
additional 364-day. revolving-credit facilities of $3 billion. These lines were [or commercial paper back-up and were unused
at December 31, 1999.

LONG-TERM OBLIGATIONS

At December 31,

2000 1999
DEBENTURES, NOTES AND TRUST PREFERRED SECURITIES ® - i
Interest Rates Maturities _
400% - 600% 20012018 5 6639 § 5251
6.25% - 6.50% 2001-2029 6.660 4,367
6.55% - 7.50% 2001-2037 7,840 3.701
7.53%-8.50%  2001-2097 5267 4,762
8.60%- 11.13%  2001-2045 ' © 7320 5389
Variable rate 2001-2054 2.794 867
Total debentures, notes and trust preferred securities ) 36,520 24,337
Other . - ) 360 362
Unamortized discount, net e (127
Total tong-term obligations 36,816 24,572
Less: Currently maturing long-term debt ‘ 3724 1,355
Nel long-term obtigations $ 33.092 % 23217

(a) Included in these batances was $946 and $975 representing the remaining excess of the fair value over the recorded value of debt in connection with the
TCI and MediaOne mergers at December 31, 2000 and December 31, 1999, respectively, The excess is being amortized over the remaining lives of the
underlying debt obligations.

(b) The actual interest paid on our debt obligations may have differed from.the stated amount due 10 our entering into interest rate swap contracts 1o
manage our exposure Lo interest rate risk and our strategy (o reduce finance costs (see Note 12).
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On January 26, 1999, AT&T I'i@registralion statement with the SEC for the oglg and sale of up to $10 billion of
notes and warrants 10 purchase notes. resulling in a total available shelf registration of $13.1 billion. On March 26, 1999,
ATE&T issued $8 billion in notes. We received net proceeds of approximately $7.9 billion from the sale of the notes. The
proceeds were ulilized to repay commercial paper issued in connection with the TCI merger and loward funding the share
repurchase program. On September 14, 1999, AT&T completed a $450 bond offering in connectlion with the same
registration statement. The proceeds from the issuance were utilized for general corporale purposes.

Included in long-term debt are subsidiary-obligated mandatorily redeemable preferred securities of subsidiary trusts
holding solely subordinated debt securities, exchangeable notes and other exchangeable debt acquired in connection with the
TCI and MediaOne mergers.

SUBSIDIARY-OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITIES OF SUBSIDIARY TRUSTS
HOLDING SOLELY SUBORDINATED DEBT SECURITIES

Certain subsidiary trusts of TCI (TCI Trusts) had preferred securities owtstanding at December 31, 2000 and 1999, as
follows:

. Carrying Amount
Interest Maturity ying

Subsidiary Trust Rate Date 2000 1999

TCluéé}]1ni‘llni'cati'oné Financing 1 ' ' 8.72% 2045 § 528 $ A 528
TCI Communications Financing I 10.00% 2045 514 521
TCI Communications Financing 11 9.65% 2027 357 360
TCI Cemmunications Financing 1V 9.72% 2036 204 217
Total $ 1,603 § 1,626

The TCI Trusts were created for the exclusive purpose of issuing trust preferred securities and investing the proceeds
thereof into subordinated deferrable interest notes (subordinated debt securities) of TCI. The subordinated debi securities
have interest rates equal to the interest rate of the corresponding trust preferred securities and have maturity dates ranging
from 30 to 49 years from the date of issuance. The preferred securities are mandatorily redeemable upon repayment of the
subordinated debt securities, and are callable by AT&T. The Financing I and Il trust preferred securilies are callable al face
value beginning in January and May 2001, respectively. Financing IlI trust preferred securities are callable at 104.825% of
face value beginning in March 2007. Financing IV trust preferred securities are callable at face value beginning in
March 2002. TCI effectively provides a full and unconditional guarantee of the TCI Trusts' obligations under the trust
preferred securities. In 2000, AT&T provided a full and unconditional guarantee of the trust preferred securities for TCI
Communications Financing I, Il and IV subsidiary trusts.

AT&T has the right to defer interest payments up to 20 consecutive quarters; as a consequence, dividend payments on the
trust preferred securities can be deferred by the trusts during any such interest-payment period.
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MediaOne Financi’ 7. 2025 3 30
MediaOne Financiig 8 2036 28

MediaOne Finance II 9.50% 2036 214

MediaOne Finance 1] 9.04% 2038 504

Total $ 776

The MediaOne Trusts exist for the purpose of issuing the trust preferred securities and investing the proceeds thereofl into
subordinaled deferrable interest notes (subordinated deferrable notes) of MediaOne Group Funding, Inc., a wholly owned
subsidiary of MediaOne. The subordinated deferrable notes have the same interest rate and maturity date as the trust
preferred securities 1o which they relate. All of the subordinated deferrable notes are redeemable by MediaOne Group
Funding, Inc. or MediaOne at a redemption price of $25.00 per security, plus accrued and unpaid interest. Upon redemption
of the subordinated deferrable notes. the Lrust preferred securities will be mandatorily redeemable, at a price of $25.00 per
share, plus accrued and unpaid distributions. The 7.96% subordinated deferrable notes became redeemable after
September 11, 2000. The 9.50% and 8.25% subordinaled deferrable notes are redeemable after October 29, 2001. The 9.04%
subordinated deferrable notes are redeemable after October 28, 2003. MediaOne has effectively provided a full and
unconditional guarantee of the MediaOne Trusts' obligations under the trust preferred securities. In 2000, AT&T provided a
full and unconditional guarantee ol MediaOne's trust preferred securities.

ATET has the right to defer interest payments up to 20 consecutive quarlers; as a consequence, dividend payments on the
trust preferred securities can be deferred by the trusts during any such interest-payment period.

EXCHANGEABLE NOTES

During 2000, we issued debt (exchangeable noles) which is mandatorily redeemable at AT&T's option inlo shares of
Comcast and Microsoft Corporation (Microsoft) common stock. as applicable, or its cash equivalent. During 1999 and 1998,
MediaOne issued exchangeable notes which are mandatorily redeemable at MediaOne's option into (i} Vodafone American
Depository Receipts (ADRs} held by MediaOne, (ii) the cash equivalent. or (iii} a combination of cash and Vodafone ADRs.
The maturity value of these exchangeable notes varies based upon the fair market value of the security it is indexed to.

Following is a summary of the exchangeable noles outstanding at December 31, 2000, which are indexed to 25 million
shares of Comcast common stock:

Maturity Date 2003 2004 2005
Face value T T T % 3 s 314§ 329
Interest rate 6.75% 5.50% 4.63%
Put price ' T 4150 41.06 39.13
Call price 49380 49.27 46.96
Carrying value at December 31,2000 $ 371 % 314§ 329
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(b)

{c)

0.8333;

Il the fair markel value c.'mre of Comcast common stock is less than o.al to the pul price, the exchange ratio
will be |;

If the fair market value of a share of Comcast common stock is less than or equal to the call price but greater than
the put price. the exchange ratio will be be a fraction, the numerator of which is equal to the put price, and the
denominator ol which is equai io the fair markel value of a share of Comcast common stock.

Following is a summary of the exchangeable notes outstanding at December 31, 2000, which are indexed Lo 10 million
shares of Microsoft conunon stock:

Maturily Date 2003 2004 2005

Face value ' $ 227 8 226§ 226
Interest rate 0.96% 7.00% 7.04%
Put price 67.87 67.87 67.87
Call price 97.39 111.64 128.60
Carrying value at December 31, 2000 $ i45 % 144 § 144

Al maturily, the exchangeable notes will be redeemed, al AT&T's option, with (i} a number of shares of Microsoft
common stock equal to the undertying shares multiplied by the exchange ratio. or (ii) its equivalent cash value. The exchange
ratio will be calculaied at maturity in the following manner:

(a)

(b)
©

If the fair market value ol a share of Microsofl common stock is greater than the call price, the exchange ratio will
be a fraction, the numerator of which is equal to the sum of (i) the put price. plus (ii) the excess of the fair market
value of a share of Microsoft common stock over the call price, and the denominator of which is equal Lo the fair
market value of a share of Microsolt common stock;

If the fair market value of a share of Microsofl common stock is less than or equal to the put price, the exchange
ratio will be 1;

If the fair market valve of a share of Microsoft common stock is less than or equal to the call price but greater than
the put price, the exchange ratio will be a fraction, the numerator of which is equal to the put price, and the
denominator of which is equal to the fair market value of a share of Microsolt common stock.

Following is a summary of the exchangeable notes outstanding at December 31. 2000. which are indexed o 22.3 million
shares of Comcast common stock:

Maturity Date 2003 2004 2005
Facevalue ST $ 267 § 267 $ 267
Interest rate 6.76% 6.80% 6.84%
Put price . 35.89 35.89 35.89
Call price 50.64 58.39 67.97
Carrying value at December 31. 2000 ) $ 267 % 267 $ 267
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ratio will be a fraction. ganumeralor of which is equal to the sum of (i) ui price, plus (ii) the excess of the fair
market value of a sharebomcasl common stock over the call price, ai denominator of which is equal 1o the
fair market value of a share of Comcast cominon stock:

{b) I the fair markel value of a share of Comcast common stock is less than or equal to the pul price. Lthe exchange ratio

will be 1;
(¢) If the fair market value of a share of Comcast common stock is less than the call price but greater than the put price,

the exchange ratio will be a fraction, the numerator of which is equal to the put price, and the denominator of which
is equal Lo the fair market value of a share of Comcast common stock.

Following is a summary of the exchangeable notes outstanding at December 31, 2000, which are indexed to Vodafone
ADRs:

Maturity Date 2001 2002
Face value ) T ) $ 1,686 $ 1.029
Interest rate 6.25% 7.00%
Put price 19.65 43.44
Call price 25.10 51.26
Carrying value at December 31, 2000 $ 2337 $ 1.012

The exchangeabie notes that mature in 2001 are indexed to 29 million Vodafone ADRs. and will be exchanged at maturity
based upon a redemption value of $9.00 in cash plus 2" /2 times the fair market value of a Vodafone ADR (maturity price),

as follows:

(a) If the mawrity price is greater than or equal to $9.00 plus 2 ' /2 limes the call price per share, each exchangeable
nole is equivalent to 0.8101 of the maturity price;

(b) If the maturity price is less than or equal to $9.00 plus 2" /2 times the put price per share. each exchangeable note
is equivalent to the maturity price: or

(c) If the maturity price is less than $71.75 per share but greater than $38.125 per share, each exchangeable note is
equivalent to $58.1235.

The exchangeable notes that mature in 2002 are indexed 1o 26 million Vodafone ADRs, and will be exchanged at maturily
as follows:

(a) If the fair market value of a Vodafone ADR is greater than or equal to the call price, each exchangeabie nole is
equivalent to 0.8475 of a Vodafone ADR;

(b) If the fair market value of a Vodafone ADR is less than or equal 1o the put price. each exchangeable note is
equivalent to one Vodafone ADR; or

{c) If the fair market value of a Vodafone ADR is less than the call price but greater than the put price, each
exchangeable nole is equivalent to a fraction of a Vodafone ADR equal to (i) the put price divided by (ii) the fair market

value of a Vodafone ADR.

The exchangeable notes are being accounted for as indexed debt instruments since the maturity value of the debt is
dependent upon the fair market value of the underlying Comeast, Microsoft and Vodafone
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Since the Comcast, Microsoﬁ,’\/odal'one securities are cost method inveslm.oeing accounted lor as
"available-for-sale” securities under SFAS No. 115, "Accounting for Certain Investments in Debt and Equily Securities.”
changes in the maturity value of the exchangeable notes and the underlying securities are being recorded as unrealized gains
or losses, net of income laxes, within other comprehensive income as a component of shareowners’ equity.

The exchangeable notes indexed to Comcast common stock and Microsoft common stock are secured by the Comeast and
Microsoft invesiments AT&T owns. The exchangeable notes indexed 1o Vodafone ADRs are unsecured obligations, ranking
equally in right of payment with ail other unsecured and unsubordinated obligations of AT&T.

OTHER EXCHANGEABLE DEBT

During 2000, we entered into a series of purchased and written optiens on 21.9 million shares of Microsofl common stock,
and issued [loating rate debt. The carrying value of the debt at December 31, 2000, was $1,369, which pays inlerest at the
three-month London Inter-Bank Offered Rate (LIBOR) plus 0.4%. The debt matures annually with $458 maturing in 2003
and 2004, and $453 maturing in 2005, and is repayable at AT&T's option in either Microsoft stock or cash.

In addition, during 1999 two subsidiaries of MediaOne, MediaCne SPC IV and MediaOne SPC V1, entered into a series of
purchased and written options on Vodafone ADRs contributed to them by MediaOne, and issued floating rate debt. The
carrying value of the debt at December 31, 2000, was $1,739, which pays interest at the three-month LIBOR pius 0.5%. This
debt matures in equal quarterly installments beginning in 2003 and ending in 2005. The assets of MediaOne SPC IV, which
are primarily 29.1 million Vodafone ADRs, are available only to pay the creditors of MediaOne SPC IV, Likewise, the assets
of MediaOne SPC VI, which are primarily 18.0 million Vodafone ADRs, are available only to pay the creditors of MediaOne
SPC VL

This table shows the maturities al December 31, 2000, of the $36.816 in total long-lerm obligations:

2001 2002 2003 2004 2003 Later Years
$ 3,724 § 2661 $ 3.093 $ 4112 $ 4182 $ 19044

11. OTHER SECURITIES

PREFERRED STQCK QF SUBSIDIARIES

Prior to the TCI merger, TCI Pacific Communications Inc. {Pacific) issued 5% Class A Senior Cumulative Exchangeable
preferred stock, which remains outstanding. There were 6.3 million shares authorized and outstanding at December 31, 2000
and 1999. Each share is exchangeable, from and after August 1, 2001, for approximately 6.3 shares of AT&T common stock,
subject to certain antidilution adjustments. Additionally, Pacific may elect to make any dividend, redemption or liquidation
payment in cash, shares of AT&T common stock or a combination of the foregoing. The Pacific preferred stock is reflected
within "Minority Interest” in the accompanying Consolidated Balance Sheets, and aggregated $2.1 biliion at December 31,
2000 and 1999.
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COMPANY-OBLIGATED CON.FIBLE QUARTERLY INCOME PREFERR‘ECURITIES OF SUBSIDIARY
TRUST HOLDING SOLELY SUBORDINATED DEBT SECURITIES OF AT&T AND RELATED WARRANTS

On June 16, 1999, AT&T Finance Trust T (AT&T Trust), a wholly owned subsidiary of AT&T, completed Lhe private sale
of 100 million shares of 5.0% cumulative quarterly income preferred securities {quarterly preferred securities) to Microsoft.
Proceeds of the issuance were invested by the AT&T Trust in junior subordinaled debentures (debentures) issued by AT&T
due 2029, which represent the scle asset of the AT&T Trust.

The quarterly preferred securities pay dividends at an annual rate of 5.0% of Lhe liquidation preference of $50 per security,
and are convertible at any time prior to malurity inte 66.667 million shares of AT&T common stock. The quarterly preferred
securtlies are subject lo mandatory redemption upon repayment of the debentures at maturity or their earlier redemption. The
conversion feature can be terminated, under certain conditions, afler three years.

The debentures will make a quarterly payment in arrears of 62.5 cents per securily on the last day of March. June,
September and December of each year. AT&T has the right to defer such interest payments up Lo 20 consecutive quarters. As
a consequence, quarterly dividend payments on the quarterly preferred securities can be deferred by the AT&T Trust during
any such interest-payment period. If AT&T defers any interest payments, we may not, among other things, pay any dividends
on our common stock until all interest in arrears is paid to the AT&T Trust.

Dividends on the quarterly preferred securities were $250 and $135 for the years ended December 31, 2000 and 1999,
respectively, and are reported within "Minority inlerest income (expense)” in the accompanying Consolidated Statements: of
Income.

On June 16, 1999, AT&T also issued to Microsoft 40 million warrants, each to purchase one share of AT&T common
stock at a price of 375 per share at the end of three years. Alternatively. the warrants are exercisable on a cashless basis. If the
warranls are not exercised on the three-year anniversary of the closing date, the warrants expire,

A discount on the quarterly preferred securities equal to the value of the warrants of $306 was recognized and is being
amortized over the 30-year life of the quarterly preferred securities as a component of "Minority interest income (expense)}”
in the accompanying Consolidated Statements of Income,

CENTAUR FUNDING CORPORATION

Centaur Funding Corporation (Centaur), a subsidiary of MediaOne. issued three series of prelerred shares prior to AT&T's
acquisition of MediaOne. Centaur was created for the principal purpose of raising capital through the issuance of preferred
shares and investing those proceeds into notes issued by MediaOne SPC I1. a subsidiary of MediaOne. Principal and interest
payments from the notes are expected to be Centaur's primary source of funds to make dividend and redemplion payments on
the preferred shares. In addition, the dividend and certain redemption payments on the preferred shares will be determined by
reference 1o the dividend and redemption activity of the preferred stock of AirTouch Communications, Inc. (ATI Shares) held
by MediaOne SPC I1. Payments on the preferred shares are neither guaranteed nor secured by MediaOne or
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Series A . Variable None h] 100

Series B 9.08% April 219 g 0 927
Series C None April 21, 2020 118
Total 3 1,145

The Auction Market Preference Shares, Series A, have a liguidation value of $250 thousand per share and dividends are
payable quarterly when declared by Cenlaur's board of directors oul of funds legally availabie. The 9.08% Cumulative
Preference Shares, Series B, have a liquidation value of $1 thousand per share angd dividends are payable quarterly in arrears
when declared by Centaur's board of directors out of funds legally available. In addition, dividends may be declared and paid
only to the exlent that dividends have been deciared and paid on the ATI shares. The preference shares. Series C, have a
liquidation value of $1 thousand per share at maturity. The value of the Series C will be accreted to reach its liquidation value
upon maturity. The Series B shares rank equally with the Series C shares as to redemption payments and upon liquidation,
and the Series B and Series C shares rank senior to the Series A shares as to redemption payments and upon liquidation. The
preference shares issued by Centaur are reflecled within "Minority interest” in the accompanying 2000 Consolidated Balance
Sheet,

Dividends on the preferred shares were $55 for the period ended Becember 31, 2000, and were included within "Minority
interest income (expense)” in the Consolidaled Stalement of Income.

12. FINANCIAL INSTRUMENTS

In the normal course of business, we use various financial instruments, including derivative financial instruments. for
purposes other than trading, We do not use derivative financial instruments for speculative purposes. These instruments
include letlers of credit, guaraniees of debt, interest rate swap agreements, foreign currency exchange contracts, oplion
contracts and equity hedges. Collateral is generally not required for these types of instruments.

By their nature. all such instruments involve risk, including the credit risk of nonperformance by counterpariies. and our
maximum potential loss may exceed the amount recognized in our balance sheel. However, at December 31, 2000 and 1999,
in management’s opinion, there was no significant risk of loss in the evenl of nonperformance of the counterparties to these
financial instruments. We control our exposure to credit risk through credit approvals. credit limits and monitoring
procedures. We do not have any significant exposure Lo any individual customer or counterparty, nor do we have any major
concentralion of credit risk related to any financial instruments.

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. Letters of credit do not create any additional risk to AT&T.

GUARANTEES OF DEBT

From time 1o time. we guarantee the debt of our subsidiaries and certain unconsolidated joint ventures. Prior Lo the merger,
TCI had agreed to take certain steps to support debt compliance with respect 1o obligations aggregating $1,461 and $1,720 at
December 31, 2000 and 1999. respectively, of cerlain cable television partnerships in which TCI has a non-controlling
ownership interest. Although there can be no
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INTEREST RATE SWAP ACE‘NTS ‘

We enter into inlerest rale swaps to manage our exposure to changes in interest rates and 1o lower our overall costs of
financing. We enter inlo swap agreements Lo manage the fixed/floating mix of our debt portfolio in order to reduce aggregale
risk to interest rate movements. Interest rate swaps also allow us to raise funds at floating rates and effectively swap them
into fixed rates that are lower than those available o us if fixed-rate borrowings were made directly. These agreements
involve the exchange of floating-rate for fixed-rale payments, fixed-rate for floating-rate payments or floating-rate for other
floating-rate payments without the exchange of the underlying principal amount. Fixed interesl rate payments at
December 31, 2000, were al rates ranging {rom 6.05% to 8.20%. Floating-rale payments are based on rates tied Lo the
LIBOR. In addition, we also have combined interest rale, foreign currency swap agreements for
foreign-currency-denominated debt, which hedge our risk to both interest rate and currency movements.

The following table indicates the types of swaps in use at December 31, 2000 and 1999, and their weighted-average
interest rates. Average variable rates are those in effect at the reporting dale and may change significantly over the lives of
the contracts.

2000 1999
Fixed (o variable swaps—notional _amdunt $° '—15_6 $ ' 1866
Average receive rale 8.16% 6.89%
Average pay rate 8.16% 6:67%
Variable to lixed swaps—notional amount _ s 218" $ 229
‘ Average receive rdle . 6:81% 6:30%:
Average pay rate 731% 6.77%
Variable to variable swaps—notional amount $ 739 § 495
Average receive rate 1.74% 6.63%
Average pay rate T 5.42% 6.53%:

The weighted-average remaining terms of the swap contracts were 11 and seven years at December 31, 2000 and 1999,
respectively.

FOREIGN EXCHANGE

We enter into foreign currency exchange contracts, including forward and option contracts, to manage our exposure to
changes in currency exchange rates related to foreign-currency-denominated transactions. In 2000, this consisted principally
of Brazilian reais and Swiss francs related to debt. In 1999, this consisted principally of European Union currency (Euro),
British pounds sterling and Japanese Yen contracts related to the reimbursement to foreign telephone cornpanies. for their
portion of the revenue biiled by AT&T for calls placed in the United States to a foreign country and other foreign currency
payables and receivables, Tn addition, we are subject o foreign exchange risk related to other foreign-currency-denominated
transactions.

COLLARS
We enter into option agreements to hedge our exposure on debt that is indexed to securities we own. During 2000, we
entered inlo a series of purchased and writien options related to a portion of our holdings in Microsofl stock (Microsoft

collar), which is indexed to floating rate debt. The collar has been designated and is
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Al the expiration of the Micros lNar. if the price of a Microsoft share is equa r less than Lhe put price of $62.48. we
would exercise the pul option and er all underlying shares ol Microsofl comm ck and receive cash equal in value o
(i) the put price, multiplied by (ii) the underlying share amount. Allernatively. at our option, we can elect not lo deliver the
underlying shares and instead settle the put option by receiving cash equal in value to the (i) the dilference between the put
price minus the fair value of one Microsofl share, multiplied by (ii) the underlying share amount. If the price of a Microsofl
share is greater then the call price. which range from $86.26 to $118.36, then the call option would be exercised and we
would deliver all underlying shares and receive cash equal in value to (i) the call price, multiplied by (ii) the underlying share
amount. Al our option, we can elect not to deliver the underlying shares and instead seltle the call option by paying cash
equal in value to the {i) the difference between the call price minus the fair value of one Microsofl share. multiplied by
{ii) the underlying share amount. Any cash received by AT&T from the exercise or settlement of either put or call option
would be used to retire the floating rate debt. We would retain cash in excess of the call price from a call option exercise. If
the price of a Microsofl share is between the put price and the call price, the collar will expire without value.

Prior to our merger with MediaOne. two subsidiaries of MediaOne, MediaOne SPC 1V and MediaOne SPC VI, entered
into a series of purchased and written options (Vodafone collars) on Vodafone ADRs contributed to them by MediaOne, and
issued floating rate debi. The Vodafone coliars have been designated and are effective as a hedge of the market nsk
associated with our investment in Vodafone ADRs. The Vodafone collars are carried at fair value, with unrealized gains or
losses, net of income Laxes, being recorded within other comprehensive income as a component of shareowners' equity,
together with any change in the fair value of the Vodafone ADRs. The carrying value of the Vodafone collars was $453 at
December 31, 2000.

Al the expiration of the MediaOne SPC IV collar, we will receive cash if the market value of a Vodafone ADR is less than
approximately $34.00 per share, effectively eliminaling downside risk on the stock below $34.00 per share. Conversely, if the
markel value of a Vodafone ADR is greater than approximalely $49.00 per share, we will be required to pay cash, which will
be offset by the corresponding increase in the value of the Vodafone ADR. This Vodafone collar expires quarterly beginning
n 2003 and ending in 2005.

Al the expiration of the MediaOne SPC VI collar. we will receive cash il the market value of a Vodafone ADR is less than
approximately $40.00 per share, effectively eliminating downside risk on the stock below $40.00 per share. Conversely, if the
market value of a Vodafone ADR is greater than approximately $58.00 per share, we will be required to pay cash. which will
be offset by (he corresponding increase in the value of the Vodalone ADR. This Vodalone collar expires quarterly beginning
in 2003 and ending in 2005.

EQUITY HEDGES

We enter into equily hedges to manage our exposure to changes in equity prices associated with stock appreciation rights
ol affilialed companies.

FAIR VALUES OF FINANCIAL INSTRUMENTS INCLUDING DERIVATIVE FINANCIAL INSTRUMENTS

The following table summarizes the notional amounts of material financial instruments. The notional amounts represent
agreed-upon amounts on which calculations of dollars to be exchanged are based. They do not represent amounts exchanged
by the parties and, iherefore, are not a measure of our exposure. Our exposure is limited (o the fair value of the contracts with
a positive fair value plus interest receivable, if any, at the reporting date.
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Interest rate swap ¢ nents . 968 3 2,524
Combined interest rale foreign currency swap agreements 739 —
Foreign exchange forward contracts 71 1,881
Option contracts 3.108 -—
Equity hedges 392 495
Leuers of credil 852 243
Guarantees of debt 1607 1.848

The following tables show the valuation methods, the carrying amounts and estimated fair values of material financial

instruments.

FINANCIAL INSTRUMENT
Debt excluding capital leases

Letters of credit
Guarantees of debt

Interest rale swap agreements

Combined interest rate foreign currency swap
agreements

Foreign exchange contracts

Option contracts

Equity hedges

Preferred securities

VALUATION METHOD

Markel quoltes or rales available to us for debt with
similar terms and malturities

Fees paid to obtain the obligations

There are no quoted market prices lor similar
agreements available

Markel quotes oblained from dealers

Market quotes obtained from dealers

Markel quotes

Black-Scholes option-pricing model
Market quotes

Market quotes*

*  Itis not practicable to estimate the fair market value of our quarterly preferred securities that aggregated $4,710 and $4.700 at December 31, 2000 and

1999, respectively. There are no current market guotes availabie on ihis private placement.

2000 1999
Carrying Carrying
Amount Fair Value Amouni Fair Value
Debt excluding capital leases $ 64547 § 6168 $ 35507 § 34,002
Pacific preferred slock 2,121 595 2121 1,929
2000 1999
Carrying Amount Fair Value Carrying Amount Fair Value
Assel Liab Asset Liab. Asset Liab. Asset Liab.
Inferest rate swap agreements $ 43 53 4% 5§% 288% 27% 63 29
Combined interest rate foreign currency swap
agreements o o 1 3 1 3 — — — —
Foreign exchange forward contracts — | ! 2 —_ 26 i 28
Equity hedges 2 100 2 100 313 2 313 —




benefit plans lor current and certaifilture retirees include health-care benefits, lifr:.rance coverage and lelephone
concessions.

The following table shows the compaonents ol the net periodic beneflit costs included in our Consolidated Statements of
Income:

Pension Benefits Postretirement Benefits
For the Years Ended December 31,
2000 1999 1998 2000 1999 1998

Service cost benefits earned during the period $ 248 247§ 275 S 35 % 54§ 56
Interest cost on benefit obligations 991 919 940 352 324 322
Amortization of unrecognized prior service cosl 174 159 135 4 13 2)
Credit for expecled return on plan assets (11821) (1,458) (1,570) (230) (200 (173)
Amortization of transition asset 1136) (158) (17%) — — —
Amortization of gains (332) (10} — (16) 0 —
Charges for special termination benefiis® — — 2,254 16 5 169
Nel curtailment losses {gains)* 121 — 140 (14) —_ 141
Net settlernent losses (gains)* 8 (120 (921) — — —
Net periodic benefit (credit) cost $ (767 % (422) § i.078 § 147 $ 195 $§ 513

*  Primarily included in "Net restructuring and other charges™ in the Consolidated Statements of Income,

On January 26, 1998, we offered a voluntary retirement incentive program (VRIP) to employees who were eligible
participants in the AT&T Management Pension Plan. Approximately 15,300 management employees accepted the VRIP
offer. In connection with the VRIP, we recorded pretax charges in 1998 for pension and postretirement plan
special-termination benefits of $2,254 and $169, respectively. We also recorded pension and postretirement plan pretax
charges of $120 and $143, respectively, which are included within net curtaiiment losses in 1998. The special-termination
benefits reflect the value of pension benefil improvements and expanded eligibility for postretirement benefits. The VRIP
also permitted employees 1o choose either a total lump-sum distribution of their pension benefits or periodic future annuity
payments.

As of December 31, 1999, all 15,300 employees had terminated employment under the VRIP. AT&T has settled the
pension obligations covering about 15,100 of these employees. the remainder of which either chose to defer commencing
their pension benefits or elected to receive an annuity distribution. Lump-sum pension settlements totaling $5.2 billion,
inctuding a portion of the special-pension termination benefits referred to above, resulted in settlement gains of $121 and
$940 recorded in 1999 and 1998, respectively.
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' FALLY .?9 Zuun 1y
Change in-benefit obligations:

Benefit obligation, beginning of year $ 12868 3 14443 § 40642 § 5,168
Service cost 248 247 35 54
Interest cost 991 019 352 324
Plan amendments ‘ 32 358 (45) 4
Actuarial losses (gains) 5 (1,683) 203 (579)
Acquisition 204 — 38 —
Benefit payments (1,228) (1,062} (362) (334)
Special termination benefits — . 16 3
Settlements (57 (554) — —
Cur;aiiniént losses — — 7 —
Benefit obligation, end of year $ 13063 § 12858 § 4836 § 40642

Change in fair value of plan assets:

Fair value of plan assets, beginning of year 0§ 21854 § 18567 $ 2852 § 2476
Actual return on plan assets 995 4,853 (128) - 385
Employer contributions ) Y 48 159 325
Acquisition _ 205. = s —
Bencfit payments - (1228 (,062) — (362) (334
Settlements 6D (554)- — =
Fair value of plan assets, end of year $ 21863 § 21854 § 2,526 § 2,832
At December 31,

Funded (unfunded) benefit obligation $ 8800 % 898 $ (2360) $ (1,790
Unrecognized net gain ) (7,301) (8,457) (188) (800)
Unrecognized transition asset _ (123 (279) — -
Unrecognized prior service cost 1.100 1,362 {9 35
Net affiount recorded ' o $ 2476 § 1612 'S (2,557) $ (2535)

At December 31, 2000, our pension plan assets included $34 of AT&T common stock, $26 of Liberty Media Group
Series A common stock, and $2 of AT&T Wireless Group common stock. Al December 31, 1999, our pension plan assels
included $82 of AT&T common stock and $34 of Liberty Media Group Series A common stock.
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Prepaid pension cost . $ 3.003 Zmmo 464 $ — 3 —
Benefit related liabilities (579) (918) (2.557) (2,535}

Intangible asset 30 46 — —
Accumulated other comprehensive income 22 20 — —
Net amount recorded $ 2476 $ 1612 § (2,557 % (2,535}

Our nonqualified pension plans had an unfunded accumulated benefit obligation of $125 and $118 at December 31. 2000
and 1999, respectively. Our postretirement health and telephone concession benefit plans had accumulated postretirement
benefii obligations of $4.282 and $4,021 at December 31, 2000 and 1999, respectively, which were in excess of plan assets of
$1.413 and $1,635 at December 31, 2000 and 1999, respectively.

The assumptions used in the measurement of the pension and postretirement benelit obligations are shown in the following
table:

At Decembey 31.
2000 1999 1998

Weighted-average assumplions:

Discount rate 75% 1.75% 65%
Expected return on plan asscts 85% 95% 95%
Rate of compensation increase 45% 45% 45%

We assumed a rale of increase in the per capita cost of covered health-care benefits (the health-care cost trend rate) of
7.6%. This rate was assumed to gradually decline afler 2000 10 4.5% by 2010 and then remain level. Assumed health-care
cosl trend rates have a significant effect on the amounts reported for the heallh-care plans. A one percentage point increase or
decrease in the assumed health-care cost trend rate would increase or decrease the total of the service and interest-cost
componenis of nel periodic postretirement health-care benefit cost by $9 and $9. respectively, and would increase or decrease
the health-care component of the accumulated postretirement benefit obligation by $125 and $122, respectively.

We also sponsor savings plans for the majority of our employees. The plans allow employees to contribute a portion of
their pretax and/or after-tax income in accordance with specified guidelines. We match a percentage of the employee
coniributions up to certain limits. Cur contributions amounted to $280 in 2000, $234 in 1999 and $204 in 1998.

14. STOCK-BASED COMPENSATION PLANS

Under the 1997 Long-term Incentive Program (Program). which was effective June 1, 1997, and amended on May 19,
1999 and March 14. 2000, we grant stock oplions, performance shares, restricted stock and other awards on AT&T common
stock as well as stock options on AT&T Wireless Group tracking stock.

Under the Program, there were 150 million shares of AT&T common stock available for grant with a maximum of 22.5
million common shares thal could be used for awards other than stock options. Beginning with January 1, 2000, the
remaining shares available for grant at December 31 of the prior year, plus 1.75% of the shares of AT&T common stock
outstanding on January | of each year, become available for grant. There are 2 maximum of 37.5 million shares that may be
used for awards other than stock options. The exercise
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1987 Long-term Incentive Progra'rformance share units with the same lerms U.li.SO awarded to key employees based
on AT&T's returm-to-equity perfoiNiifice compared with a target.

On April 27, 2000, AT&T created a new class of stock and completed an offering of AT&T Wireless Group tracking
stock. Under the Program. 5% of the outstanding AT&T Wireless Group shares became available for grant with a maximum
of 1.25% of the outstanding shares that may be used for awards other than options. Beginning with January 1, 2001, the
remaining AT&T Wireless Group shares available for grant at December 31 of the prior year, plus 2% of the outstanding
AT&T Wireless Group shares on January 1 of each year, become available for grant, The exercise price of any stock option
is equal 1o the stock price when the option is granted. Generally, the options vest over two Lo three and one-half years and are
exercisable up to 10 years from the date of grant. In 2000, there were no grants of awards other than stock options. On
April 27. 2000, subsianiially all employees were granted AT&T Wireless Group tracking stock options.

Under the AT&T 1996 Employee Stock Purchase Plan (Plan), which was effective July 1, 1996, we are authorized to sell
up to 75 million shares of AT&T common stock to our eligible employees. Under the terms of the Plan, employees may have
up to 10% of their earnings withheld lo purchase AT&T's common stock. The purchase price of the stock on the date of
exercise is 85% of the average high and low sale prices of shares on the New York Stock Exchange for that day. Under the
Plan, we sold approximately 6 million shares to emptoyees in 2000 and 3 million shares to employees in both 1999 and 1998.

We apply APB Opinion No. 25, "Accounting for Stock Issued 1o Employees,” and related interpretations in accounting for
our plans. Accordingly, no compensation expense has been recognized for our stock-based compensation plans cther than for
our performance-based and resiricted stock awards and stock appreciation rights (SARs). Stock based-compensation income
(expense) was 5253, $(462) and $(157) in 2000, 1999 and 1998, respectively. These amounts included income {expense) of
$269 and $(382) in 2000 and 1999, respectively, related 10 grants of SARs of affiliated companies held by certain employees
subsequent lo the TCI merger. We also enlered into an equity hedge in 1999 to offsel polential future compensation cosls
associated with these $ARs. (Expense) income related o this hedge was $(297) and $247 in 2000 and 1999, respectively.

A summary of the AT&T common stock option transactions is shown below:

Weighted- Weighted- Weighted-
Average Average Average
Shares-in thousands Exercise Exercise Exercise
2000 Price 1999 Price 1998 Price
Quistanding at January 1, 168763 5 3742 131904 $ 3041 110972 § 2477
Options assumed in mergers 29613 $ 24.71 11,770 & 14.79 — —
Optioiis granted 74570 § 3612 47927 $ 57103 46,148 § 4169
Options and SARs exercised (11,446) $ 2207 (17,858) $  22.87  (18894) $§  21.95
Options canceled or forfeited _ (12,474) $ 4561 (4980) $ 4244 (6322) &  3l.64
At December 31:
Options otitstanding ’ 245026 $ 0 3582 168763 $ 3742 131904 § 3041
Options exercisable 131450 $ 3044 57894 $ 2821 35472 §  23.13
Shares available For grant 34,204 ST 41347 91838 '
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Options Outstanding

‘ Options Exercisable

68

Number
Number Weighted- Exercisable
Outstanding Average at
at Remaining Weighted- December Weighted-
December 31,  Contractual Average 31, Average
Range of Exercise Prices 2000 Exercise Price 2000 Exercise Price
(in (in
thousands) thousands)
$2:69 - $18.08 21,182 50 8 11.23 20,206 $ 10.99
$18.15 - $24.49 16,914 62 § 22.51 11,808 § 22.57
$24.:50 15451 66 § 2450 15451 §  24.50
$24.55 - $26.18 8.664 62 % 25.33 8.664 § 25.33
$26.21 17,299 61 § 2621 17299 $ 2621
$26.33 - $31.97 20,246 66 $ 3031 12,501 % 2998
$32.09 25,551 96 $ 3209 41 8 3209
$32. 19 $42 04 26,908 85 § 3691 10,147 § 39.57
$42.10 26,975 71 8 4210 17531 '8 42,0
$42 19 - $45.44 20,017 9.1 $ 45.25 1927 % 44.45
$45.48 - $59.75 23,581 86 § 5133 9293 § 50.40
$59.88 - $62.13 26,238 8.1 % 59.89 6,482 § 59.89
L 249,026 75 $ 3582 131450 $ 3044
A summary ol the AT&T Wireless Group tracking stock option transactions is shown below:
Weighted-
Average
Shares in thousands Exercise
2000 Price
Outstanding at January 1, — % —
Options granted 76,983 § 29.29
Options'exércised — 35 —
Opuons canceled or forfeited (3,357) $ 29.43
At December 31: ' .
Opllons outstanding 73626 % 29.29
Opuon‘s exermsable _ 12,391 § 20.48
Shares available for gram i 41,874




Number Weighted- Exercisable
Qutstanding Average . at
at Remaining Weighted- December Weighted-
December 31, Contractual Average 31, Average
Range of Exercise Prices 2000 Life Exercise Price 2000 Exercise Price
(in (in
thousands) thousands)
$17.06 -1$21.00 305 99 $ 1791 — s —
$24.4'{’ 1 74 l 98 $ 21-}.47 — 3 —
$26.00 - $28.53 1.865 95 $ 27:62 122§ 27.21
$29.50 69.715 93 § 29.50 12,269 % 29.50
73,626 9.3 $ 29.48

69

$ 29.29 12,391




For the Years Ended December 31, 0

_._ 1999 1998

AT&T Common Stock Group:

Income from continuing operations $ 2625 5 51093 § 5078
Income from discontinued operalions — — 7
Gain on sale -of discontinued operations — — 1,200
Extraordinary loss — — 137
Income § 2625 % 5193 § 6,238
Earnings per AT&T Common Stock Group common share-basic:

Continuing operations $ 075 %5 168 35 190
Discontinued operations . ' — — —
Gain on sale of discontinued operalions — — 0.48
Exllaordmaly loss ) — — 0.05
AT&T Common Stock Group earnings $ 075 % 168 % 233
Earnmos per AT&T Common Stock Group common share-diluted:

Conlmumg operalions $ 074 3 165 $ 1.88
Discontinued operations R — —
Gains on sale of discontinued operations — — 0.48
Extraordinary loss ' — — 0.65
AT&T Common Stock Group earnings $ 074 % 165 % 231
AT&T Wueles-s Group: ' ) i

Income o 3 51 — % —
Earmn gs per-share: ’ ‘ ' o

Basic and diluted $ 014 $ — 3 —

The pro forma effect on net income for 1998 may not be represenltative of the pro forma effect on net income of future
years because the SFAS No. 123 method of accounting for pro forma compensation expense has.not been applied to oplions
granled prior to January 1, 1995,

The weighted-average fair values at date of grant for AT&T common stock options granted during 2000, 1999 and 1998
were $12.10, $15.64 and $9.75, respectively, and were estimated using the Black-Scholes option-pricing model. The
weighted-average risk-free interest rales applied for 2000, 1999 and 1998 were 6.29%, 5.10% and 5.33%, respectively. The
following assumpltions were applied for 2000, 1999 and 1998, respectively: (i) expecled dividend yields of [.6%, 1.7% and
2.1%, (ii) expected volatility rates of 33.5%, 28.3% and 23.8% and (iii) expected lives of 4.7 years in 2000 and 4.5 years for
1999 and 1998.

The weighted-average fair values at date of grant for AT&T Wireless Group tracking stock options granted during 2000
was $14.20 and was estimated using the Black-Scholes option-pricing model. The following weighted-average assumptions

were applied for 2000: (i) risk-free rate of 6.53%. (ii) expected volatility rate of 55.0% and (iii) expected life of 3.9 years.
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‘For the Years Ended December 31, 0

U.S. federal statutory income lax rate

Federal income tax at statutory rate

Amortization of investinent tax credits

State and local income taxes, nel of federal income lax effect
In-process research and development write-off

Amortization of intangibles

Foreign rate differential

Taxes on repatriated and accurmulated [oreign income. net of lax credils
Research and other credits

Valuation allowance

Investment dispositions, acquisitions and legal éntily restructurings
Operaling losses and charges relating to Excite@Home
O'll:ler‘cpfiﬂf—f‘c_renges, net o

Provision for income taxes

Eff‘éclii'é:income, tax rate

The U.S. and foreign components of income from continuing operations before income taxes and the provision for income

laxes are presented in this table:

For the Years Ended December 31,

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME
TAXES

United States
FA_()r'eig'n= B

Total

PROVISION POT INGOMETARES
CURRENT

Federal

Slalc and lmocra-li B

Foreign '

DEFERRED
Federal
-'Stateiﬁnd local o

Foreign

Deferred investment tax credits

Provision for incoine taxes

5 3014 §

1999 1998
35% 35% 35%
$§ 913 § 3500 $ 2920
(23) (10) (14)
176 247 199
— 208 —
111 43 28
104 56 30
(84) (45) (36)
(40) (64) 91
— (78) 37
(477) (94) (133
2,757 — —
(95) (77) 129

5 3342 § 3695 $ 3049
128.1% 36.9% 16:6%,

2000 1999 1998

] 9,595 § 8047
@o6) . 430 294

$ 2608 § 10025 § 8341

$ 1878 $ 2691 § 2784

196 415 232
g9 100 4]
2,163 3 206 3,057
1136 527 (68)
77 T 36 ezt
(5) 8 —
(23) (10) (4

¥ 3343 5 3695 § 304

[t addition, we also recorded current and deferred income 1ax expenses (benefits) refated 1o minority interest and net equity losses on other equity
investments in the amounts of $(134) and $(125) in 2000, $(94) and $(344) in 1999 and 5143 and $(120) in 1998, respectively.
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At Decemtber 31,

. 2000

1999
LONG-TERM DEFERRED INCOME TAX LIABILITIES
Property. plant and equipment $ 9123 § 7678
Investments 10,716 7.304
Franchise costs 18,571 11,998
Other 2.826 1,156
Total long-term deferred income tax liabilities 41,236 28,136
LONG-TERM DEFERRED INCOME TAX ASSETS
Business restructuring 127 120
Net operating loss/credit carryforwards 710 710
Employee pensions and other benefiis, net 1.470 1,359
Reserves and allowances 99 376
Other 2,867 1,603
Valuation aliowance (750) (2310)
Total net long-lerm deferred income Lax assets 4,523 3,937
Net long-term deferred income tax liabilities ) A $ 36713 § 24,199
CURRENT DEFERRED INCOME TAX LIABILITIES o .
Investments $ 670 $ —
Other 309 427
Total current deferred income tax liabilities ) 979 427
CI_J'RRENT DEFERRED INCOME TAX ASSETS L
Business restructuring ‘ 155 47
Employee pensions and other benefits 436 562
Reserves and allowances 639 6382
Other 600 423
Valuation allowance ) S (395 =
Total net current deferred income tax assets 1,791 1,714
Net current deferred income tax assets - $ 812 $ 1,287

Al December 31, 2000, we had net operating loss carryforwards {tax-effected}, excluding Excite@Home, for federal and
state income tax purposes of $79 and 5164, respectively, expiring through 2015, In addition. we had federal tax credit
carryforwards of $145, of which $64 have no expiration date and $8! expire through 2005. We also had state tax credit
carryforwards (tax-effected) of $32 expiring through 2003. In connection with the TCI merger, we acquired certain federal
and state net operating loss carryforwards subject 1o a valuation allowance of $39. If. in the {uture, the realization of these
acquired deferred tax assets becomes more likely than not, any reduction of the associated valuation allowance will be
allocated to reduce franchise costs and other purchased intangibles.

At December 31, 2000. Excite@Home had net operating loss carryforwards (lax effected) for federal and staie income tax
purposes of $290 expiring through 2020. Utilization of Excite@Home's net operating loss
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2000. Approximately $142 of Excitc®Home's vatuation allowance at December 31, .is attributable Lo stock option
deductions, the benelit of which will be credited Lo paid-in capital when realized. Approximalely $269 of Excite@Home's
valuation allowance a1 December 31, 2000, is attributable to deferved tax assets that, if realized. will be allocated 1o first
reduce goodwill. then other purchased intangibles, and then income tax expense.

Excile@ Home provided a valuauo\mwance 1 an amount equal (o 1ts net deferred sssels ol $/UZ as ot December 31,

On November 13, 2000, we announced our intention to split-off LMG. The split-off of LMG remains subject lo the receipt
of necessary approvals, including a favorable tax ruling from the IRS. Pursuant to the tax-sharing agreement dated March 9,
1999 between AT&T and LMG, in the event LMG is split-off, AT&T would be required to reimburse LMG approximately
3830 for the value of certain TCI pre-acquisition net operating loss carryforwards. Also, in connection with a tax-sharing
agreement between LMG and TCI that was executed prior 1o AT&T's acquisition of TCI, LMG would be obligated to pay
AT&T approximately $138 upon its split-off from AT&T.

16. COMMITMENTS AND CONTINGENCIES

In the normal course of business we are subject to proceedings, lawsuits and other ciaims, including proceedings under
laws and regulations related to environmental and other matters. Such matters are subject io many uncertainties, and
outcomes are not predictable with.assurance. Consequently, we are unable to ascertain the ultimate aggregate amount of
monetary liability or financial impact with respect to these malters al December 31, 2000. These matters could affect the
operating results of any one quarter when resolved in fulure periods. However, we believe that after final disposition, any
monetary liability or financial impact to us beyond that provided [or at year-end would not be material 10 our annual
consolidated financial statements.

We lease land, buildings and equipment through contracts that expire in various years through 2037. Our rental expense
under operating leases was $980 in 2000, $827 in 1999 and $742 in 1998. The total of minimum rentals 10 be received in the
future under noncancelable operating subleases as of December 31, 2000, was $209.

The following table shows our future minimum commitments due under noncancelable operating and capital leases at
December 31, 2000:

Operating Capital

Leases Leases
000 R TR
2002 700 137
2003 o . 602 87
2004 519 ] 66
2005 T ~ 413 . 63
Later years 1,218 175
Total minimum lease payments $ 4282 677
Less: Amount representing inlerest (179
Present value of net minimum lease payments o 5 498
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totaled $432 as of December 31, 2(011(1 extend through 2004,

AT&T has committed to provide funding to a joint venture with other investors, Alaska Native Wireless (ANW), which
was formed in November 2000 to participate in the Federal Communication Commission's recent license spectrum auction.
The auction was concluded in January 2001 and ANW was the highest bidder on approximately $2.9 billion in licenses.
AT&T has commiuted to fund approximately $2.6 billion to ANW to fund ANW's purchase of licenses. At December 31,
2000, AT&T had provided approximately $229 of funding and has committed to provide additional funding of approximately
$2.4 billion consisting primarily of debt securities of ANW. At the fifth anniversary of the first date on which licenses are
granted to ANW, the other owners of ANW have rights 1o require AT&T to purchase their equity interests. If such rights are
exercised five years alter the license grant date, the purchase price would be approximately $950 and would be payable, at
our-option, in either cash or marketable securities. In the event that these rights are exercised before the fifth anniversary, or
tn the event that the winning bid s rejected, or if any licenses granted to ANW are revoked or challenged, the amount that
AT&T would be required to pay would be less than $950.

Through a joint venture (70% owned by AT&T and 30% owned by BT), AT&T and BT have a 31% ownership of AT&T
Canada Corp. as a result of the 1999 merger between AT&T Canada Corp. and MetroNet Communications, Corp. In
connection with this merger, the AT&T and BT joint venture has the right to call, or arrange for another entily Lo call, the
remaining 69% of AT&T Canada for the greater of Cdn$40.56 per share, which represenied the projected value as of
December 31, 2000, with an accretion of 4% each quarter that began on June 30, 2000, or the then-appraised fair market
value. Il we do nol exercise our call rights by June 30, 2003, the shares would be put up for auction, and the AT&T and BT
joint venture would have to make the shareholders whole for the difference belween the proceeds received in auction and the
greater of the fair market value or the accreled value. The exact liming of any purchase will likely be partially dependent
vpon the future status of Canadian foreign-ownership regulalions.

17. RELATED PARTY TRANSACTIONS

AT&T has various related party transactions with Concert as a result of the closure of this glabal veniure in early
January 2000.

Included in revenue for the year ended December 31, 2000, is $1,080, for services provided to Concert.

Included in access and other connection expenses for the year ended December 31, 2000, are charges from Concert
represeniing costs incurred on our behalf to connect calls made to foreign countries (internattonal settlements) and costs paid
by AT&T 10 Concert for distributing Concert products totaling $2,364.

During the first quarter of 2000, AT&T contributed property, plant and equipment of approximately $1,600 to Concert.
AT&T also loaned $1,000 to Concert; that loan is included within "Other investments and related advances” in the
accompanying 2000 Consolidated Balance Sheet. Interest income of $67 was recognized for the year ended December 31,
2000.

At December 31, 2000, AT&T had a floating rate loan payable to Concert in the amount of $126. The loan, which is due
on demand, is included in "Debt maturing within one year" in the accompanying Consolidated Balance Sheet. Interest

expense was $6 for the year ended December 31, 2000.
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programming expenses related to SQS from LMG. These expenses amounted to § for the year ended December 31,
2000 and $184 for the 10 months en December 31, 1999, respeclively.

Included in "Investment in Liberty Media Group and related receivabies, net” was $155 and $27 at December 31, 2000 and
1999, respectively, primarity related 1o laxes pursuant to a tax-sharing agreement between LMG and Broadband. That
agreement existed prior to the TCI merger.

18. SEGMENT REPORTING

AT&T's results are segmented according to the way we manage our business: Business Services, Consumer Services,
Wireless Services and Broadband.

QOur Business Services segment offers a variety of global communications services, including long distance, local, and data
and Internet protocol (IP) networking, to small and medium-sized businesses, large domestic and multinational businesses
and governmenl agencies. Business Services is also a provider of voice, data and IP transport to service resellers (wholesale
services). Also included in the Business Services segment is AT&T Solutions. our outsourcing and network-management
business.

Our Consumer Services segment provides a variety of any-distance communications services, including long distance,
local toll (intrastate calls outside the immediate local area) and Internet access to residential customers. In addition,
Consumer Services provides prepaid calling card and operator-handled calling services. Local phone service is also provided
in certain areas.

Our Wireless Services segment offers wireless voice and data services and products to customers in our 850 megahertz
(cellular) and 1900 megahertz (Personal Communications Services, or PCS) markets. Wireless Services also includes certain
interests in partnerships and affiliates that provide wireless services in the United States and internationally,
aviation-communications services and fixed wireless services. Fixed wireless provides high-speed Internet access and
any-distance voice services using wireless technology to residential and small business customers.

Our Broadband segment offers a variety of services through our cable broadband network, including traditional analog
video and new services such as digital video, high-speed data and broadband ielephony.

The balance of AT&T's operations (excluding LMG) is included in a "Corporate and Other” category. This category
reflects corporale staff functions and the elimination of transaclions between segments, as well as the results of
Excite@Home and international operations and ventures. LMG is not an operating segment of AT&T because AT&T does
not have a controlling financial interest in LMG for financial accounting purposes. Therefore, we account for this investment
under the equity method. Additionally, LMG's resulis are not reviewed by the chief operating decision-makers for purposes
of determining resources to be allocated.

Total assets for our reportable segments generally include all assets, except intercompany receivables. However, our
Wireless Services segment included intercompany receivables from AT&T and the related interest income since these assets
relate to the results of the AT&T Wireless Group tracked business. Prepaid pension assets and corporate-owned or leased real
estate are generally held at the corporate level and therefore, are included in the Corporale and Other category. Shared
network assets are allocated 1o the segments and reallocated each January based on two years of volumes. Capital additions
for each segment include capital expenditures for property, plant and equipment, acquisitions of licenses, additions to
nonconselidated investments, increases in franchise costs and additions to internal-use software.
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REVENUE
For the Years Ended December 31,

Business Services external revenue
Business Services internal revenue

Total Business Services revenue

Consumer Services external revenue

Wireless Services external revenue
Broadband external revenue

Broadband internal revenue
To_tql_Byqadpand revenue
Total reportable segments

Corﬁbrat'e and Other

Total revenue

DEPRECIATION AND AMORTIZATION*

For the Years Ended December 31,

Business Services
Consumer Services
Wireless Services
Broadband

Total reportable segments
Corporate and Other

Total depreciation and amortization.

¥ Includes the amortization of goodwill, franchise costs and other purchased intangibles.

EARNINGS (LOSSES) FROM OTHER EQUITY INVESTMENTS

For the Years Ended December 31,
Wzi'_rcl.essv §érvjc¢-s
Broadband

Total reportable segments
Corporate and Other

Total net losses from other equity investments

76

2000 1999 1998
$ 27691 $ 26749 § 23,807
797 731 478
28,488 27,480 24,285
18,976 21.854 22,885
10,448 7,627 5,406
8,203 5,069 —
14 1 —
8217 5,070 =
66,129 62,031 52,576
(148) 569 647
$_ 65981 B 62600 $ 531223
2000 1999 1998
$ 3714 § 3352 § 2,354
s61 783 693
1:678 346 1051
3,068 1636 —
9021 T0F T 4298
1,246 422 331
$ 10267 $ 7439 § 4629
2000 1999 1998
$ 38 s (10s 30
(215)  (396) —
167 (406) 30
(372) (359  (108)
3 2033 (7658 (78




Consumer Services o
Wireless Services
Broadband

Total reportable segments
Corporate and Other

Pretax losses from other equity investments
Interest expense

Total income before income taxes

ASSETS
Al December 31,

BusineSs*rServiccs
Consumer Services
Wireless Services
Broadband

Total reportable’segments
Corporate and Other assets:
Other segments
I5repa1:(f pension cosis
Deferred income taxes
Other corporale assets
In\{esfmenl in Liberty Media Group and related réce;ivables; net

Tolal assets

EQUITY INVESTMENTS (EXCLUDING LMG)

At December 31,

W'i_rgl'p_ss Services
Broadband

Total ré_[—aort_ab‘le éegmcnts
Corporate and Other

Total efuity investments
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7.09 7909 6,570
1, 19 (473) 418
(1.1 (1,475) —
13,594 12,097 11,982
(4,167) {1,625) (3.248)
4,031 (163) 34
395 1,155 68
(3.183) (1,765) (427,
$ 2608 $ 10025 § 8341
2000 1999 1998
$ 34804 § 32000 § 23189
4,801 6279 6.i8S
35,184 23,312 19,416
114,681 53,810 —
189,470 115,411 47,750
6,892 3,336 3018
3,003 2,464 2,074
720 899 1,156
7,848 8,786 5514
34200 38460 =
§ 242,223 $ 169,406 $§ 59,550
2000 1999 1998
$§ 3080 § 4409 § 3766
6,470 10,327 —
9550 14736 3,766
4,074 3,718 491
5 1360 § 1834 § 4257




CAPITAL ADDITIONS

For the Years Ended December 31,

2000 1999 1998

Business Services $ 6223 % 7511 § 6130
Consumer Services 302 ) 656 4}59
Witeless Services 5,553 2,739 2,395
Broadband 4963 4,759 —

Total reporlable segments 17,041 15,665 8,984
Corporate and Other 2,150 1,494 594
Total capital additions _ $ 19,191 % 17,159 § 9,578

Geographic information is not presenied due to the immateriality of revenue attributable to intermalional customers.

Reflecling the dynamics of our business, we continually review our management model and structure and make
adjustments accordingly.
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1%. CONSOLIDATING CONDENSED FINANCIAL INFORMATION .

In conjunction with the issuance of AT&T Wireless Group and Liberty Media Group tracking siocks, AT&T has separated
for financial reporting purposes in all periods the AT&T Comtmon Stock Group. Liberty Media Group and AT&T Wireless
Group. Below is the consolidating financial information reflecting the businesses of these individual groups. including the
allocation of expenses between the groups in accordance with our allocation policies, as well as other related party
transactions such as sales of services belween groups and interest income and expense on intercompany borrowings. The
AT&T Common Stock Group presented below excludes iis retained portion of the value of AT&T Wireless Group. AT&T
does not have a controlling financial interest in LMG for financial accounting purposes: therefore. our ownership in LMG is
reflected as an investment accounted for under the equity method and is reflected as such in the consolidating financial
siatements below.

AT&T Wireless Group, purchases long distance and other network-related services from AT&T at market-based prices
and accordingly such amounts are efiminated. Prior (o the offering of AT&T Wireless Group tracking stock, the.capital
structure of AT&T Wireless Group had been assumed based upon AT&T's historical capital ratio adjusted for certain items.
Intercompany interest rales are intended to be substantially equivalent to the interest rate that AT&T Wireless Group would
be able to obtain or receive if it were a stand-alone entity. General corporate overhead related to AT&T's corporale
headquarters and common suppor divisions has been allocaled to AT&T Wireless Group based on the ratio of AT&T
Wireless Group's external costs and expenses to AT&T's consolidated external costs and expenses, adjusted for any functions
that AT&T Wireless Group performs on its own. The consolidated income tax provision, related lax payments or refunds,
and deferred tax balances of AT&T have been alloated 10 AT&T Wireless Group based principally on the taxable income and
1ax credits directly altribulable o AT&T Wireless Group,

Pursuant to the Inter-Group agreement, AT&T does not allocate general overhead expenses 1o Libery Media Group and
only charges Liberty Media Group for specific services that Liberty Media Group receives from AT&T pursuant to service
agreements or similar arrangemenis. Additionally, as Liberty Media Group operates independent of AT&T, there is no cash
or debt allocated 1o them,

Condensed Income Statement
For the year ended December 31, 2000

AT&T
Common AT&T Liberty

Stock Wireless Media Eliminations/ Consolidated AT&T

Group Group Group Reclassifications(1) Corp.
External Reveriug $ 55533 § fodd8 5§ 3 - 65981
Inter-group revenue 321 (321
Total Revenue 55854 10448 ' (321) $ 65,981 |
Operating Expenses ' '
Costs of services and i - r
products 13,001 o 4969 (383) 17:587
Access and other |
connection 13,140 378 13,518
Selling, general and ‘ ' o R
administrative 10,001 3,302 13,303 !
Depreciation and other -
amortization 5,923 1,686 (333) 7,274
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Inler-group-expenses Q) 524 40'F)
Total operating expenses 5] 10.486 ) 61.704
12

Operating income (loss) 4,303 {38} 4,277 .
Other income (expense) 1,150 301 2N 1,514
Inter-group interest

income 326 143 (469)

Interest expense 3294 (tin 3,183
Inter-group interest

expernse 143 196 (339

Income before income
taxes, minority interest
and earnings (losses) from

equily investments 2.342 411 (145) 2,608

Provision for income

laxes 3.199 141 2 3,342
Minority interest income 4,092 28 4,120
Equity earnings from ‘
Liberty Media Group 1,488 1,488 1
Net earnings (losses) from

other equity investments (585) 388 (%) (205)
Net,iricorne: 2,650 658 488 Coa2n 4,669

Dividend requirements on
preferred stock held by

AT&T, net 130 _ (130)
Net income after o
preferred stock dividends § 2,650 $ 528§ 1488 & , 3% 4,669 '

(I) Includes the elimination of inter-group transactions, consolidating entries as well as reclassifications and adjustments
related o AT&T Wireless Group tracking stock.
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e vraciae R TP v RS
Gro Group Group Reclassiﬁcmi‘ Corp.

ASSETS

Cash and cash

equivalents 5 64 § 62 § i b 126
Receivables 11,053 2,010 (216) 12,847
Deferred income taxes 719 93 812
Other-cufrent assets 2:890 417 (5) 3,302
Short-term note due from

related party 038 (638)

TOTAL CURRENT

ASSETS 15,364 2,582 (859) 17,087
Property, plant and

equipment, net 41,269 9.892 51,101
Franchise costs, net 48,218 487218
Licensin g costs, nel 13,627 (1) 13’_,62@
Goodwill, net 26,782 5,816 (1,120) 315478

Investment in Liberty
Media Group and related

receivables, net 34,290 34,290
Otherinvestments and ) ' '

related advances 30.876 3:385 ) 34,261
Other assets 10,984 ) ) 1,118 12,102
Long-term assets due ' ’ o

[from related ;party 4.800 ) : ) (4,800)

TOTAL ASSETS $ 178293 § 35302 § 34290 $ (5,662) 242,223
LIABILITIES . | ' |
Debt maturing within one

year $ 31,838 3% 109 % $ $ 31,947
Short-term: debt due to ' o '

related party 638 (638)

Liability under put

options ) 2,564 2,564
Other.current liabilities 13,709 2907 ) (260) . 16,356
TOTAL CURRENT

LIABILITIES ) 48,111 3,654 (898) 50.867
Long-term debt 33,089 i 3 o 33,092
Long-term debt due Lo )

related parly 1,800 (1,800)

Deferred income takes ~ ~ 7 32,054 4,659 L 36713
Other long-term liabilities

and deferred credits 8,493 271 , “ 8,760
TOTAL TIABILITIES 121,747 10,384 ' - (2:699) o 129432

{1) Includes the elimination of inter-group transactions, consolidating entries as well as reclassifications and adjustments
related 1o AT&T Wireless Group tracking stock.

81




Gro‘ Group Group Reclassiﬁcatio.— Corp.
Minority Interest 4,842 a1 - “ 4 4,883
Company-Obligated
Convertible Quarterly
Income Preferred
Securities of a Subsidiary
Trust Holding Solely
Subordinated Debt
Securities of AT&T 4710 4,710
SHAREOWNERS'
EQUITY ‘
AT&T Common Stock 3,760 3,760
AT&T Wireless Group
Common Stock 362 362
Liberty Media Group
Class A Common Stock 2,364 2,364
Liberty Media Group - ‘
Class B-Common Stock , 206, 206
Other shareowners’ equity 46,994 21,877 34,290 (6,655) 96,506
Other shareowners' equity
due to related party 3,000 ) (3,000)
TOTAL
SHAREOWNERS'
EQUITY 46,994 24,877 34,290 (2,963) 103,198
[FOTAL LIABILITIES ' ) ) o
AND'SHAREOWNERS'
EQUITY $ 178293 $ 35302 § 34290 $ (5.662) § 242,223

(1) Includes the elimination of inter-group transactions, consalidating entries as well as reclassifications and adjustments
related 1o AT&T Wireless Group tracking stock,
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Gwan T S Cansis .
0 Group Group Group Re.ﬁcations( i) AT&T Corp.

NET CASH PROVIDED BY
OPERATING ACTIVITIES $ 11684 $ 1635 $ 12y $ 13,307
INVESTING ACTIVITIES

Capilalexpenditures and other

additions {10,912} (4,012} {14,924)
Equity investment distributions and

sales 992 360 1,352
Equity investment contributions and

purchases (1,767) (1,645) 3.412)
Net acquisitions of businesses

including cash acquired (16,647) {4.763) (21,410)
Other. 2,113) (465) 1,038 {1,540y
NET CASH USED IN

INVESTING ACTIVITIES (30,447) (10,525) 1,038 - (39,934)

FINANCING ACTIVITIES
Proceeds from Jong-term debt

issuance 4,601 . 4,601
Retirement of long-term debt (2,118) _ (2,118),
Issuance of AT&T Wireless Group

common stock 3,314 7,000 10,314
Dividends paid (3,047) {3,047
Increase in short-term borrowings,

net 17,009 638 (674) 16,973
Other ) ) (1.951) 1,309 (352) (994
NET CASH PROVIDED BY

FINANCING ACTIVITIES 17,808 8.947 {1,026} 25,729
Net {decrease) increase in cash and i '

cash equiivalents (955) 57 o . (898,
Cash and cash equivalents at

beginning of year 1.019 5 - L024
Cash:and cash.equivalents at end.of .
period 3 b 64§ 62 % $ 3 ‘ 126.

(1) Includes the elimination of inter-group transactions, consolidating entries as well as reclassifications and adjustments
related to AT&T Wireless Group tracking stock.
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Grc. Group Group Reclassiﬁcati‘- Corp.
Revenue $ 54973 § 7627 § b ‘ 8

Inter-group revenue 227 (227

Total Revenue 55,200 7.627 (227 62,600
Operating Expenses

Coslts of services and

products 11,158 3,676 (240) 14,594
Access and olher

connection 14,439 247 14,680
Selling, general and

administrative 11,243 2,273 13,516
Depreciation and other

amortization 5,137 1,253 (232} 6,138

Amortization of goodwill,
{ranchise costs and.other

purchased intangibles 1,057 244 1,301
Net restructuring and

other charges 976 531 (n 1,506
Inter-group expenses (333) 560 ' 227) A
Tolal operating expenses 43,677 8,293 (229) 51,741
Opqral}ng income (loss) 11.523 . (666) 2 10,859
Other income {expense) 824 122 (15) 931
Inter-group interest ' o
income 270 (270)

Interest expense 1,755 (78) 88 1,765
Inter-group interest ) o - R
expense 214 (214)

Income (loss) before
income laxes, minority
interest and earnings
{losses) [rom equity

investments 10.862 {680) (157 10,025
Provision {or income -

laxes 4,016 (294} (27) 3,695
Minority interest income

(expense} ) (132) 17 (115)
Equity earnings from ’ -
Liberty Media Group ‘ (2.022) o (2:022)
Nel earnings (losses) from

other equity investments (760) (19} 14 (765)
Income (loss) 5,954 (405)  (2,022) L) 3428

Dividend requirements on
preferred stock held by

AT&T, net 56 (56)
Nel income (loss) after
preferred stock dividends  $ 5954 % 461) $  (2,022) $ (43) $ 3,428

(1) Includes the elimination of inter-group transactions, consolidating entries as well as reclassifications and adjustments
related 10 AT&T Wireless Group tracking stock.
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o, vass desve “ PP i A
Gro Group Group Reclassiﬁcati‘ Corp.

ASSETS

Cash and cash equivalent  § 1.019 % 5% 3 $ 1.024
Receivables 9,241 1,300 (88) 10.453
Deferred income taxes 1,160 127 1,287
Other current assels 929 196 (5) 1,120
TOTAL CURRENT

ASSETS 12,349 1.628 (93) 13.884
Property, plant and

equipiment, net 33,366 6,349 (97 39.618
Franchise costs, net 32,693 32,693
Licensing costs, net 8,571 (23) 8.548
Goodwill, net 5.310 2,462 (327} 7.445

Investment in Liberty
Media Group and related

receivables, net 38.460 38.460
Other investments and

related advances 14,856 4,502 8 19.366
Other assets 9,065 327 9,392
Long-term assets due

_from related parly 4,400 ) (4,400) )
TOTAL ASSETS $ 112039 $ 23512 $ 38460 $ (4,605) $ 169,406
LIABILITIES

Debt maturing within one

year 12479 § i34 § $ $ 12,633
Other current liabilities 13,711 2,143 (280) 15.574
TQTAL CURRENT ' B
LIABILITIES 26,190 2,297 (2800 28,207
Long-lerm debt 23,213 4 23217
Long:term debt due to

related party 3,400 (3.400)

Deferred incoine taxes 20,507 3,750 (38) 24,199
Other long-term liabilities

and deferred credits 7,722 48 (5 7,765
TOTAL LIABILITIES 77,632 9.495 (3.739) 83,388

(1) Includes the elimination of inter-group transactions, consolidating entries as well as reclassifications and adjustments
related to AT&T Wireless Group tracking stock.
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Gro. Group Group Rcclassiﬁcati' Corp.
Minority Interest 2,371 20
Company-Obligated
Convertible Quarterly
Income Preferred
Securities of a Subsidiary
Trust Holding Solely
Subordinated Debit
Securities of AT&T 4,700 4,700
SHAREOWNERS'
EQUITY
AT&T Common Stock 3.196 3,196
AT&T Wireless Group
Commnion Stock
Liberty Media Group
Class A Common Stock _ 2,314 2314
Liberty Media Group
Class B Common Stock . 217 217
thgr shareowners' equity 27.336 12,997 38.460 (5.593) 73.200
Other shareowners’ equily
due to related party 1,000 (1,000}
TOTAL
SHAREOWNERS'
EQUITY 27.336 13.997 38.460 (866) 78.927
TOTAL LIABILITIES
‘AND SHAREOWNERS'
EQUITY § 112,039 § 23512 § 38460 % (4:605) $ 169,406

(1) Includes the elimination of inter-group transactions, consolidating entries as well as reclassifications and adjustments
related to AT&T Wireless Group tracking stock.
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. Group Group Group Reclcications(1) AT&T Corp.
NET CASH PROVIDED BY ' ' -
OPERATING ACTIVITIES $ 10907 $ 267 $ (253) $ (1,521

INVESTING ACTIVITIES
Capital expenditures and other

addilions (11,795) (2.272) 47 (14.020)
Equity investment distributions and

sales 1.639 236 1.875
Equity investmeni contributions and

purchases (7,837 (284) (8,121
Net acquisitions of businesses

including cash acquired (6,955) 244 (6711
Other {960) (47) 941 (66)
NET CASH USED IN

INVESTING ACTIVITIES (25.908) (2,123) 988 {27,043)

FINANCING ACTIVITIES
Proceeds from long-term debt

issuance 8,396 8,396
Retirement of long-lerm debt (2,807) (2:807)
Issuance of convertible securilies 4,638 4,638
Net acqp_i.silion of weasury shares (4.624) (4.624)
Dividends paid (2.712) (2,712)
Increase in short-term borrowings.

net 10,173 65 . 10,238
Other (77 1.169 {735) 257
NET CASH PROVIDED BY '
FINANCING ACTIVITIES 12,887 1,234 (135) 13,386
Net decrease in cash and cash

equivalents (2.114) 22) (2,136)
Cash and cash equivalents al

beginning,of year 3,133 27 3,160
Cash and cash equivalents at end of

period $ 1.019 & 5 % $ $ 1,024

Incluties elimination of inter-group lransactions, consolidating entries as well as reclassifications and adjustments related Lo
AT&T Wireless Group tracking stock.
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. Group Group Re‘i.llions(l) AT&T Corp.
$ b

Revenue $§ 47817 § 5406 33.223
Inter-group revenuc 73 (73)

Total Revenue 47,890 5,400 (73) 33.223
Operating Expenses:

Cosis of services and products 8,336 2.363 (204) 10,495
Access and other connection 15,117 2 15,328
Selling, general and administrative 10,845 1,931 (6) 12,770
Depreciation and other amortization 3.534 1.079 (235) 4.378
Amortization of goodwill, franchise costs and :

other'purchased intangibles 44 207 251
Net restructuring and other charges 2514 120 (120 2.514
Inter-group expenses (133) 256 (73)

Tolal operating expenses 40,207 5,749 (220) 45736
Operating income (loss) 7.683 (343) 147 7487
Other income 811 650 (180) 1,281
Inter-group interest income 246 (246)

Interest expense 313 (70 (18) 427
Inter-group interest expense 190 (190)

Income from continuing operations before
income laxes, minority interest and earnings

(losses) from equity investments 8225 187 (71) 8,341

Provision:for income taxes 2.996 59 ) (6) 3,049

Minority interest income 21 21

Netearnings (losses) from other equity

investments (108) 36 (6) (78)
Income from conlinuing operations 5.121 164 (50) 5,235

Dividend requirements.on preferred stock held by

AT&T, net 56 (50)

Income from continuing operations afler

preferred stock dividends $ 5,121 § 108 % 6 3 5.235

{13 Includes the elimination of inter-group lransactions, consolidating entries as well as reclassifications and adjustments
related to AT&T Wireless Group tracking stock.
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. Group Group Re“lcations(l) AT&T Corp.

NET CASH PROVIDED BY OPERATING

ACTIVITIES $ 9928 % 414 3 (125) $ 10,217

INVESTING ACTIVITIES .

Capit:;l expenditures and other additions {6.509}) (1.219) 15 (7,713)
Decrease in other receivables 6.303 100 6.403

Net salesrof marketable securities 307 307

Equity invesimenl distributions and sales 148 1.354 14 1516

Equity mvestment contributions-and purchases (1L118) (156) ) (1,281
Net acquisilions of businesses including cash

acquired 4183 324 4,507

Other (60) (65} (32} {157
NET CASH PROVIDED BY INVESTING

ACTIVITIES 3,254 238 ) ) 90 3,582

FINANCING ACTIVITIES
Proceeds from long-term debt issuance

Retirement of long-term debt (2,610 , (2,610
Net acquisition of treasury shares (3.321}) _ (3,321)
Dividends paid _ (Z187) (2,187
Increase in short-term borrowings, net (3,076) 43 (3,030
Other ' ' 833 (674) (57 102
NET CASH USED IN FINANCING

ACTIVITIES. (10,361) (631) B CY) (11,049)
NET GASH PROVIDED BY DISCONTINUED

OPERATIONS A L 92 92
Net increase in cash and cash equivalents 2,821 2] i B 2.842
Cash and cash equivalents at'beginning of year 312 6 L 318
Cash and cash equivalents at end of period $ 3,133 ¢ 27 % £ 3.160

(1) Includes the elimination of inter-group transactions, consolidating entries as well as reclassifications and adjustments
related to AT&T Wireless Group tracking stock.
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Operating income (loss) * .

Nel income
AT&T Common Stock Group:
Earnings (loss) per share:
Basic
Diluted
Dividends declared
AT&T Wireless Group® :
Earnings (loss) per share:
Basic and diluted

Liberty Media Group” :
Earnin_gs (Ioss) per share:
Basic and diluted”’

Stock _priccs :
ATE&T common stock
High
Low
Quarter-end close
AT&T Wireless Group common stock
High
Low
Quartér-end close

Liberty Media Group Class A common stock®

High
Low
Quarter-end close

Liberty Media Group Class B common stock *

High
Low
Quarter-end close

37

61.00
44.31
56.25

30.72
24 .44
29.63

36.36
27.00
32.81

a7
s @

33

5 58.81

3125

31.63

36.00
23.56
27.88

29.94
19.19
2425

32.69
22.13
32.50

$

2.954
3072 §

355
.35
22 %

(o1 %

68 §

(4,346)
(3,120)

(.45)
(45)
0375

.16




AT&T Common Stock Group: . .

Earnings per share:

Basic $ 39 % 50 % 5105 36
Diluted $ 38 3 49§ 50 % 36
Dividends declared $ 22 % 22 % 22 3 22

Liberty Media Group™ :
Loss per share:
Basic and diluted” $ 02 % 20 % 09 48
Stock price” :
AT&T common stock

High $ 06408 % 6300 $ 59.00 $ 61.00
Low 50.58 50.06 4181 41.50
Quarter-end close 53.20 55.81 43.30 50.81
Liberty Media Group Class A common stock * o
High 14.533 18.52 19.84 28.34
Low 10.95 13.13 15.44 17.94
Quarter-end close 13.15 18.38 18.66 28.41
Liberty Media Group Class B common stock ' _ '
High 14.56 18.63 19.88 3438
Low 11.13 13.69 16.00 19.31
Quarter-end close 13.44 18.63 19.88 34.38

1. Results have been reslaled to reflect certain franchise tax expenses as revenue and expense in the amount of $21 in first
quarter 1999, $61 in second quarter 1999, $63 in third quarter 1999, $64 in lourth quarter 1999 and $65 in first quarter
2000. This restatement had no impacl on operating income or net income.

2. Operating income (loss) included net restructuring and other charges of $773 in first quarter 2000, $24 in third quarter
2000, $6,232 in fourth quarter 2000, $731 in first quarter 1999 and $804 in fourth quarter 1999. Second quarter 1999
included a nel restructuring and other charges benefit of $29.

3. Nodividends have been declared on AT&T Wireless Group or Liberty Media Group (LMG) common stocks.
4. Amounts have been restated io reflect the June 2000 two-for-one split of LMG common stock.

5.  Stock prices obtained from the New York Stock Exchange Composite Tape.
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resulting from changes in the fair \‘ of those derivatives would be accounted fo ending on the use of the derivative
and whether il qualifies for hedge acCounting. The effective date for this standard w:MBElayed via the issuance of SFAS No.
137. The elfective date for SFAS No. 133 is now for fiscal years beginning after June 13, 2000. though eartier adoption is
encouraged and retroactive apptication is prohibited. For AT&T, this means that the standard must be adopled no later than
January |, 2001.

In June 2000. the FASB issued SFAS No. 138, "Accounting for Certain Derivative Instruments and Certain Hedging
Activities.” as an amendment to SFAS No. [33. This statement provides clarification with regard to certain implementation
issues under SFAS No. 133 on specific types of hedges.

On January 1, 2001, AT&T adopted SFAS No. 133. We recorded a cumulative effect of an accounting change, net of
applicable income taxes, of approximately $1,370 of income, or approximatety $0.34 per diluted share, primarily attributable
to fair value adjustments of debt instruments, including those acquired in conjunction with the MediaOne merger, as well as
to our warrant portfolio. In addition, in connection with the adoption of SFAS No. 133, we reclassified certain investment
securities, which support debt that is indexed Lo those securities, from "available-for-sale” to "trading." This reclassification
resulted in the recognition of a charge of $1,724, or approximately $0.43 per diluted share, net of applicable taxes, which was
recorded as a reduction of other income. As available-for-sale securities, changes in fair value were previously included
within other comprehensive income as a component of shareowners’ equily. In addition, LMG recorded a cumulative effect
of an accounting change, net of applicable income taxes, of approximately $800 of income. or approximately $0.31 per share.

The impact of the adoption of SFAS No. 133, as amended by SFAS No. 138, on AT&T's future results of operations is
dependent upon the fair values of our derivatives and related financial instruments and could result in pronounced quarterly
fluctuations in other income in future periods.

In September 2000, the FASB issued SFAS No. 140, "Accounting for Transfers and Servicing of Financial Assels and
Extinguishments of Liabilities — a Replacement of FASB Statement No. 125." This statement provides accounting and
reporting standards {or (ransfers and servicing of financial assets and extinguishments of liabilities. Under these slandards,
after a transfer of financial assets, an entity recognizes the financial and servicing assels it controls and the liabiiities it has
incurred. derecognives financial assets when control has been surrendered, and derecognizes liabilities when extinguished:
This statement provides consistent standards for distinguishing transflers of financial assets that are sales from transfers that
are secured borrowings, This statement is effective for transfers and servicing of financial assets and extinguishments of
liabilities occurring after March 31, 2001, AT&T does not expect that the adoption of SFAS No. 140 will have a material
impact on AT&T's results of operations, financial position or cash flows.

22. SUBSEQUENT EVENTS

On January 12, 2001, AT&T announced that Cox and Comcast had exercised their rights to sell a combined total of 60.4
million shares of Excite®@Home Series A common stock to AT&T as part of an agreement announced in August 2000 to
reorganize Excite@Home's governance. Cox and Comcast elected to receive shares of AT&T common stock in-exchange for
their Excite @Home shares. AT&T is currently in discussions to renegotiate the terms of the put options which may resultin a
change lo the number of shares

92




economically equivalent 1o 406 mi’shares of AT&T Wireless Group tracking st nd reflects approximately 16% of
the linancial performance and econoitic value of AT&T Wireless Group. AT&T all d $6.2 biliion of the proceeds to
AT&T Wireless Group. Each share of DoCoMo Wireless tracking stock is convertible al any time into AT&T Wireless
Group tracking stock. Upon the conversion of the DoCoMo Wireless tracking stock, AT&T will reduce its portion of the
financial performance and economic value in AT&T Wireless Group by 178 million shares. and the balance of the 406
million shares will come from the issuance of 228 million new shares of AT&T Wireless Group tracking stock. Additionally,
upon completion of the planned split-off of AT&T Wireless, the DoCoMo Wireless tracking stock and related warrants will
automatically be converled into AT&T Wireless Group tracking stock and thereafter be exchanged on the same terms as all
other shares of AT&T Wireless Group tracking stock in the split-ofT. In the event that AT&T has not split-off AT&T
Wireless by specified dates beginning January 1, 2002, DoCoMo will have the right, at its election, to require AT&T to
repurchase from DoCoMo the preferred shares initially issued 10 them at DoCoMo's original purchase price plus interest up
10 the date of paymeni. The interest under this right will be treated as preferred stock dividends, with charges recorded as a
reduction of AT&T Common Stock Group eamnings. In addition, DoCoMeo acquired five-year warrants to purchase the
equivalent of an additional 41.7 million shares of AT&T Wireless Group tracking stock al $35 per share. As part of the
agreement, DoCoMo obtained a seat on AT&T's board of directors until AT&T Wireless Group is split-off from AT&T as a
separale public company, which is expected to occur later in 2001. At that time, DoCoMo will retain representation on the
new public AT&T Wireless board. Receipt of the DoCoMo proceeds reduced AT&T's existing $25 billion credit facility by
$1.8 billion.

In January 2001, AT&T enlered inlo agreements with certain network equipment vendors, which extend through 2004, 10
purchase next-generation wireless network equipment for a total of approximately $1.8 billion.

On February 27, 2001, AT&T entered into an agreement with Vodalone Group ple to sell our 10% stake in Japan Telecom
Co. Lud for approximalely $1.35 billion in cash. The transaction is expected to be completed in April 2001 and will resull in a
gain.

On March 1, 2001, AT&T Wireless completed a privale placement of $6.5 billion in notes. The notes pay inlerest at rates
ranging from 7.35% 1o 8.75% per annum, with maturily dates ranging from 2006 to 2031. The notes include customary
covenants and registration rights. As a result of the issuance of these notes, AT&T's existing $25 billion credit facility was
reduced by $4.8 billion.

On March 23, 2001, AT&T Wireless entered into $2.5 billion in revolving credit facilities. The facilities consist of a
364-day facility of $1.25 billion and a five-year revolving credit facility of $1.25 billion. The facilities may be used for

general-corporale purposes and are subject Lo customary covenanis and events of deflault.
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.q‘r&'r WIKELESS GROUP b'lNANL‘lAl.

(an integrated business of AT&T)

AT&T Wireless Group is an integrated business of AT&T Corp. and not a stand-alone entity. As AT&T Wireless Group is
a tracking stock of AT&T. separate financial slatements are not required 1o be filed. We are providing these linancial
statemenls to provide additional disclosures 10 investors 1o allow them to assess the financial performance of AT&T Wireless
Group. Presenting separate financial statements for AT&T Wireless Group does not indicate that we have changed title to
any assets or responsibilily for any liabilities, and does not purport to affect the rights of any of AT&T's creditors. Holders of
AT&T Wireless Group tracking stock do not have claims against the assets of AT&T Wireless Group. Instead, AT&T
Wireless Group shareholders own a separate class of AT&T common stock that is intended to reflect the financial
performance and economic value of AT&T's wireless services' businesses.




AT&T Wireless Group is an imc.:d business of AT&T and is nol a separate le’tity. On April 27. 2000, AT&T
completed an offering of 15.6%. or 360 million shares, of AT&T Wireless Group tracking stock al an offering price of
$29.50 per share. AT&T Wireless Group tracking stock is a class of AT&T commeon stock. which is intended to provide
holders with financial returns based on the financial performance and economic value of AT&T's wireless services'
businesses. AT&T Wireless Group tracking stock issued in the offering reflected only a portion of the authorized shares. The
remaining 84.4% has been reserved for the benefil of AT&T Common Stock Group (which consists of the operations of
AT&T other than those altributed to AT&T tracking stocks) and is intended to be reflecled in AT&T common stock.

AT&T Wireless Group includes the results of its mobility and lixed wireless businesses, as well as its international
operations, which primarily include the earnings or losses associated with equity interests in international wireless
communications ventures and partnerships.

The combined financial statements of AT&T Wireless Group primarily include the legal entity results of AT&T Wireless
Services, Inc and its subsidiaries (AWS), AT&T Wireless Group, LLC (AWG), AT&T Wireless PCS, LLC and 1t
subsidiaries (AWPCS), and Winston, Inc. and its subsidiaries (Winston). all of which are direct subsidiaries of AT&T Corp.,
as of December 31, 2000. In February 2001. the legal entities of Winston and AWPCS as well as certain assets of AWG were
transferred to AWS. The remaining assets and liabilities of AWG will be wransferred prior o the split-off.

On Oclober 25, 2000, AT&T announced its decision to present an exchange offer to AT&T common shareowners to allow
them to exchange any portion of shares of AT&T common stock for shares of AT&T Wireless Group tracking stock. On
December 22, 2000, AT&T filed a registration statement for the exchange offer with the Securities and Exchange
Comimnission, which was amended on February 23, 2001. AT&T anticipates that the exchange offer will be completed during
the second quarter of 2001. AT&T Wireless Group will continve to be a part of AT&T following the complelion of the
exchange offer.

Also on QOctober 25, 2000, AT&T announced its restrucluring plan. In connection with their restructuring plan, following
the completion of the exchange offer and subject to certain conditions, AT&T intends to split-off AT&T Wireless Group
from AT&T. These conditions include the receipt of a favorable ruling on the split-off from the Internal Revenue Service
(IRS) and satisfaction of conditions coniained in AT&T's new $25 billion credit agreement. including the repayment of
AT&T Wireless Group's intercompany obligations to AT&T. The split-off, which is anticipated to be completed in mid-2001,
wouldinclude several sieps. These steps include transferring substantially all of the assets and liabilities of AT&T Wireless
Group to AT&T Wireless Services, Inc., mandatorily exchanging all issued and outstanding shares of AT&T Wireless Group
tracking stock, including those issued in the exchange offer, for shares of AT&T Wireless Services common stock, and
distributing a majority of the shares of AT&T Wireless Services common stock held by AT&T Common Stock Group, Lo
holders of AT&T common stock on a pro rata basis. On February 14. 2001, AT&T announced its intention to retain up to
$3 billion of shares of AT&T Wireless Services for its own account for sale or exchange within six months of the split-off,
subject to receipt of a satisfactory IRS ruling.

In January 2001, NTT DoCoMo, a leading Japanese wireless communications company. invested $9.8 billion in a security
of AT&T that, like AT&T Wireless Group tracking stock, is intended to reflect a poition of the financial performance and
economic value of AT&T Wireless Group. AT&T Wireless Group, through AT&T Wireless Group, LLC, was allocated
$6.2 billion of the proceeds from DoCoMo's $9.8 billion investment in AT&T. AT&T retained the remaining $3.6 billion-of
the DoCoMo investment proceeds as consideration for the reduction in AT&T's retained portion of AT&T Wireless Group's
value. Following the split-off, this investment will be converted into approximately 16% of AT&T Wireless Services'
common shares. DeCoMo also received warranls at an exercise price of $35 per AT&T Wireless Group tracking share
equivalent that would represent an approximate additional 1.6% of AT&T Wireless Services' common shares after the
split-off. As part of this investment, AT&T Wireless Group, through AT&T Wireless Services, Inc., has entered into a
strategic alliance




Acquisitions . .

On December 29, 2000, AT&T Wireless Group, through AWS and AWPCS, completed the acquisition of a wireless
system in Houston, which covers a population base of approximately five rhillion potential customers and served
approximately 180 thousand subscribers as of the acquisition date. Also on December 29, 2000, AT&T Wireless Group's
equity interest in AB Cellular, an entity which owned cellular properties in Los Angeles, Houston and Galveston, Texas, was
redeemed. In consideration [or their equity interest, AT&T Wireless Group. through AWS, received [00% of the net assets of
the Los Angeles property. The Los Angeles property covers a population base of approximately 15 million polential
customers and had approximately 1.3 million subscribers as of December 31, 2000. On November 14, 2000, AT&T Wireless
Group, through AWPCS, completed a ransaction with their affiliate Telecorp PCS which resulted in AT&T Wireless Group
acquiring wireless systems in several New England markets. On October 2, 2000, AT&T Wireless Group, through AWPCS,
completed the acquisition of a wireless system in Indianapotis. Combined, the New England and Indianapolis markets cover
a population base of approximately 4 mitlion potential customers, and served approximately 145 thousand subscribers as of
their acquisition dates.

On September 29, 2000, AT&T Wireless Group, through AWS, completed the acquisition of a wireless sysiem-in San
Diego, which covers a population base of 3 million potential customers. Also, during the third quarter, AT&T Wireless
Group, through AWS, compleled its acquisition of a wireless system on the Big Island of Hawaii. Combined, these two
markelts served more than 80 thousand subscribers as of their acquisition dates.

In June 2000, AT&T Wireless Group, through AWS, closed the acquisition of the remaining 50% partnership interest it
previousty did not own in CMT Partners (Bay Area Properties). The Bay Area Properties cover a population base exceeding
7 million potential customers and, as of the acquisition date, served nearly I million subscribers. Also in June, AT&T
Wireless Group, through AWS, completed its acquisition of Wireless One Network, L.P. {Wireless One). Wireless One owns
and operates wireless systems in Northwest and Southwest Florida covering a population base of 1.6 million potential
customers and had approximately 190 thousand subscribers as of the acquisition date.

In February 2000, AWS and Dobson Communications Corporation, through a joint venture, acquired American Cellular
‘Corporation. AT&T conuributed cash equai to AWS’ interest in the joint venture to AT&T Wireless Group as of the date of
the acquisition. This acquisition increased AT&T Wireless Group's coverage in New York State and several mid-wejt
markets by adding approximately 450 thousand subscribers as of the acquisition date.

Forward-Looking Statements

Excepl for the historical statements and discussions contained herein, statements herein constitute "forward-looking
statements” within the meaning of Section 27A of the Securilies Act of 1933 and Section 21E of the Securities Exchange Act
of 1934, including without limitation, statements concerning future business prospects, revenue, operating performance,
working capital, liquidity, capital needs, and general industry growth rates and AT&T Wireless Group's performance relative
théreto. These forward-looking statements rely on a number of assumptions concerning future events, including AT&T
Wireless Group's ability to achieve a significant market penetration in new markets. These forward-looking statements are
subject 1o a number of uncertainties and other factors, many of which are outside AT&T Wireless Group’s control, that could
cause actual results to differ materially from such siatements. AT&T and AT&T Wireless Group diselaim any intention or
obligation to update or revise any forward-looking siatements, whether as a result of new information, future events or
oltherwise.




Total revenue includes wireless voice and data services, the sale of handsets and agories, and revenue assoctated with
the.aviation communications and fixed wireless operations. AT&T Wireless Group records revenue as services are provided
or when the product is sold. Services revenue prirharily includes mionthly recurring charges, airtime and ioll usage charges,
and roaming charges billed to subscribers for usage outside of AT&T Wireless Group's network as well as charges billed to
other wireless providers for roaming on AT&T Wireless Group's network. The revenue and related expenses associated with
the sales of wireless handsets and accessories are recognized when the products are delivered and accepted by the customer,
as this is considered to be a separate earnings process from the sale of wireless services.

Total revenue increased 37.0% to $10.448 million for the year ended December 31, 2000, compared with the prior year.
Total revenue increased 29.6% for the year ended December 31, 2000, compared with 1999, adjusled to exclude the Bay
Area Properties for the six months ended December 31, 2000, and to exclude Vanguard Cellular for the period January 2000
to April 2000, o correlate results with 1999, due to the May 1999 acquisition. The revenue increase for the year ended
December 31, 2000, was primarily due to growth in our mobility business revenue, including both growth in services and
equipment revenue.

Services revenue for the year ended December 31, 2000, was $9,376 miltion, an increase of $2,553 million, or 37.4%,
compared with 1999, The services revenue growth was driven by strong consolidaled subscriber growth. Additionally, an
increase in average monthly revenue per user {ARPU) for the year ended December 31. 2000, compared with the prior year,
contributed Lo the revenue growth, AT&T Digital One Rate service, including additional calling plans introduced in
August 2000 as well as the AT&T Regional and Digital advantage plans announced during the second quarter of 2000,
continue to contribute to growth in subscribers as well as an increase in ARPU.

As of December 31, 2000, AT&T Wireless Group had nearly 15.2 million consolidated subscribers, an increase of 58.5%,
compared with the prior year, of which 90.1% were digital subscribers, up from 79.2% as of December 31, 1999,
Consolidated subscribers at December 31, 2000, included approximately 3.0-million subscribers associated with acquisitions
that closed during 2000. Net consolidaled wireless subscriber additions in the year ended December 31, 2000, totaled nearly
2.6 million, a 67 5% increase over the prior year, including 865 thousand during the fourth quarter. AT&T Wireless Group's
average monthly churn rate for the year ended December 31, 2000, was 2.9% compared with 2.6% for the year ended
December 31, 1999, AT&T Wireless Group's average monthly churn increased during 2000 as a result of competilive
pressures, as well as AT&T Wireless Group's efforts 10 expand the customers they serve to a broader base of consumer
segmenis. Total subscribers, including partnership markets in which AT&T Wireless Group does not own a controlling
interest, were over 13.7 million at the end of 2000, a 28.9% increase over the prior year. Due to the redemption of AT&T
Wireless Group's interest in AB Cellular during the fourth quarter of 2000, the Houston market subscribers of AB Ceilular
are,no longer included in AT&T Wireless Group's Lotal subscribers. Ending total subscribers included approximately
450 thousand subscribers associated with AT&T Wireless Group's acquisition of American Cellular in February 2000.

AT&T Wireless Group's ARPU for the year ended December 31, 2000, was $68.2, an increase of $2.4, or 3.6%, compared
with 1999. The increase was primarily due to increased minutes of use per subscriber, driven in part by the continued success
of AT&T Digital One Rate service and other rate plans introduced in 2000. AT&T Wireless Group's ARPU trended
downward during the second half of 2000 as a resull of market segmentation efforts. Despite this, AT&T Wireless Group's
ARPU remained higher than the wireless industry average during the year ended December 31, 2000, excluding AT&T
Wireless Group. As a result of our market segmentation efforts, AT&T Wireless Group anticipates that ARPU will decline in
2001 relative to 2000,




Costs of services . .

Costs of services include the costs o place calls over the network (including the costs 1o operate and maintain AT&T
Wireless Group's network as well as roaming costs paid to other wireless providers) and the charges paid o connect calls on
other networks, including those of AT&T.

Costs of services for the year ended December 31, 2000, were $3,169 million, an increase of $589 million, or 22.9%,
compared with 1999. This increase was due primarily to growlh in the mobility subscriber base and their increased minutes
of use which resulted in an increase in the access and other connection charges paid to connect calls on other networks,
including AT&T, as well as the-costs to maintain AT&T Wireless Group's neiwork. The costs of services associated with
AT&T Wireless Group's fixed wireless business increased during 2000 as a result of the commercial launch of service in
several markets. Additionally, during the fourth quarter. AT&T Wireless Group's costs of services included asset write-offs
associated with changes in AT&T Wireless Group's strategy for markets that overlap with AT&T's broadband markets,

Costs of equipment sales

Costs of equipment sales include the costs of the handsets and accessories provided to AT&T Wireless Group customers.
Costs of equipment sates for the year ended December 31, 2000 were $2,041 million. This was an increase of $775 million,
or 61.2%, compared with 1999. This increase was due primarily 1o higher gross subscriber additions in 2000 compared with
the prior year.

Selling, general and administrative

Selling, general and administrative expenses for the year ended December 31, 2000, were $3,590 million, compared with
$2,663 million for the year ended December 31, 1999, representing an increase of 34.8%. This increase was largely
attributable to higher marketing and selling costs, primarily advertising and commissions, associated with the increase in
gross consolidated subscriber additions for the year ended December 31, 2000, compared to 1999. Cost per gross subscriber
addition (CPGA), which inclndes the costs of handset subsidies recorded in costs of equipment sales, was $367 for both the
year ended December 31, 2000, and 1999. In addition, growth in the wireless customer base resulted in an increase in
informaltion technology and customer care related expenses.

Depreciation and amortization

Depreciation and amortization expenses for the year ended December 31, 2000, were $1,686 million, an increase of
$433 million, or 34.5%, compared with 1999. This increase primarily resulled from growth in AT&T Wireless Group's
depreciable asset base resulting from capital expenditures to increase the capacity of the network and improve call quality.
Total capital expenditures were $4,287 million and $2,476 million for the years ended December 31, 2000 and 1999,
respectively. Additionally, amortization expense, which includes amortization of licensing costs, goodwill, and other
intangibles, increased for the year ended December 31, 2000, as a result of the 1999 acquisitions of Vanguard Cellular and
Honolulu Cellular, as well as the 2000 acquisitions, primarily the Bay Area Properties and Wireless One which closed during
June 2000.

Asset impairment and restructuring charges

During the fourth quarter of 1999, AT&T Wireless Group recorded a $331 million asset impairment charge primarily
associated with the planned disposal of wireless communications equipment resulting from a program to increase capacity
and operaling efficiency of the wireless network.




December 31, 2000, was due prim.lo the pretax gain of $379 million on the trat'ons associated with AT&T Wireless
Group's affiliale investment in Telecorp PCS, interest income on the note receivable TBn AT&T. partially offset by a pretax
loss of $184 million associated with the acquisition of the Los Angeles cellular property resulting from AB Cellular's
redemption of AT&T Wireless Group's equity interest in AB Cellular, as well as prelax gains recorded in 1999,

Interest expense

Interest expense consists primarily of inlerest on intercompany debt due to AT&T less interest expense capitalized. Interest
expense for the year ended December 31, 2000, was $85 million. a decrease of $51 million, or 37.4%, compared with 1999,
The decrease was due 10 higher levels of capitalized interest as a result of increased capital expenditures, as well as lower
levels of average outstanding debt due 10 AT&T. The decrease in the average outstanding debt due to AT&T was attributable
to the recapitalization of $2.0 billion of long term debt due to AT&T into 9% cumulative preferred stock held by AT&T
subsequent o the offering of AT&T Wireless Group racking stock. These decreases were partially offset by a higher rate of
interest charged on the intercompany debt in 2000 versus the prior year.

Provision (benefit) for income taxes

The provision [or income taxes for the year ended December 31, 2000, was 5141 miilion, compared with a benefit of
$294 million for the year ended December 31, 1999. The effective income tax rate for the year ended December 31, 2000 was
34.1%, compared with 43.2%, for the year ended December 31, 1999. The effective rate for 2000 was impacted by increased
goodwill and other purchased intangibles amortization expense associated with the 1999 and 2000 acquisitions as well as the
sale of a foreign equity investment during 2000, The effective income tax rate for 1999 was impacted by the benefit from a
change in the valuation allowance and other estimates, offset by amortization of goodwill and other purchased intangibles.

Net equity earnings (losses) from investments

Nel equity earnings (losses) from investments, net of tax. was $388 million of earnings for the year ended December 31,
2000, compared with $19 million of losses for 1999. The increase was primarily due to a $372 million after-tax gain included
in equily earnings for AT&T Wireless Group's portion of the gain recognized by AB Cellular on the redemption of AT&T
Wireless Group's equity interest in AB Cellular.

Dividend requirements on preferred stock held by AT&T

At December 31, 2000 and 1999, AT&T Wireless Group had outstanding, $3.0 billion and $1.0 billion, respectively, of
preferred stock held by AT&T that pays dividends at 9% per annum. Long-term debt due to AT&T of $2.0 billion was
recapitalized into an additional $2.0 billion of 9% cumulative preferred stock held by AT&T following the offering. Dividend
requiremenis on this preferred stock for the year ended December 31, 2000, were $130 million and for the year ended
December 31. 1999, were $56 million, net of amounts recorded in accordance with the 1ax sharing agreement.

FOR THE YEAR ENDED DECEMBER 31, 1999
COMPARED WITH THE YEAR ENDED DECEMBER 31, 1998

Revenue

Total revenue for the year ended December 31, 1999, was $7,627 million, an increase of $2.221 million, or 41.1%,
compared with 1998. AT&T Wireless Group's 1999 results included Vanguard Cellular since its acquisition on May 3, 1999,
and 1998 results included its messaging business until its sale on October 2,
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contributed o the increase in ARPl. subscribers by acquiring and retaining high geae cusltomers, who have a
significantly higher ARPU than an 2#%Tage subscriber. ‘

Services revenue for the year ended December 31, 1999, was $6,823 million, an increase of $2.044 million. or 42.8%,
compared with 1998,

As of December 31, 1999, AT&T Wireless Group had 9.6 -million consolidated subscribers. an increase of 33.4%
compared with the prior year, of which 79.2% were digital subscribers, up from 60.7% as of December 31, 1998. Included in
Lhese ligures were approximately 700 thousand subscribers from our acquisition of Vanguard Cellular in May 1999,
approximately 125 thousand subscribers from our acquisition of Honolulu Cellular in August 1999 and approximately
45 thousand subscribers from our acquisition of Bakersfield Cellular in April 1999. Including AT&T Wireless Group's
partnership markets, approximately 9.4 million of the 12.2 million total subscribers were digital subscribers as of
December 31, 1999.

AT&T Wireless Group's ARPU for the year ended December 31, 1999 was $65.8. an increase of $8.2, or 14.2%, compared
with 1998. The increase was primarily due to increased minuies of use per subscriber, driven in part by the success of AT&T
Digital One Rate service. AT&T Wireless Group's ARPU remained significantly higher than the wireless industry average
during 1999, excluding AT&T Wireless Group.

Equipment revenue for the year ended December 31, 1999 was $804 million, an increase of $177 million, or 28.2%,
compared with 1998. The increase was primarily due to a 25.1% increase in gross consolidated subscriber additions in 1999
compared with [998. As an integral part of the wireless service offering, AT&T Wireless Group supplies to its new
subscribers a selection of handsets at competitive prices, which are generally offered at or below cost.

Costs of services

Costs-of services for the year ended December 31, 1999 were $2,580 million. This was an increase of $1,152 million, or
80.7%, compared with 1998. The increase was due primarily to roaming expenses assoctated with the success of AT&T
Digital One Rate service as off-network roaming minutes of use increased by 194.7% for the year ended December 31, 1999,
compared with 1998,

Although roaming expenses continued to impact results for the year ended December 31, 1999, the rate of roaming
expense growth declined significantly during the latter half of 1999, as AT&T Wireless Group introduced initiatives lo
aggressively migrale more minutes onio AT&T Wireless Group's network as well as reduced intercarrier roaming rates.
AT&T Wireless Group continued to seek to decrease roaming expenses through capital spending for network expansion,
acquisitions and-affitiate launches. Roaming rates also declined significantly as a result of renegotiated roaming agreements
and.the deployment of IRDB technology, which assists in icdentifying favorable roaming partners in areas not inciuded in
AT&T Wireless Group'’s network. All of these efforts resulted in a reduction of approximately 18% in the average roaming
rale per minute paid to other carriers for the year ended December 31, 1999, compared with 1998.

Costs of equipment sales

Costs of equipment sales for the year ended December 31, 1999 were $1,266 million. This was an increase of
$266 million, or 26.6%, compared with 1998, This increase was primarily the result of increased gross subscriber additions in
1999 compared with 1998. Gross subscriber additions increased 25.1% for the year ended 1999 compared with the.prior year.




associated with the larger consolid.'.:ubscriber base. .

Depreciation and amortization

Depreciation and amortization expenses for the year ended December 31, 1999 were $1.253 million, an increaseof
$174 mitlion, or i6.1%. This increase primarily resulled from a larger assei base and additional amortization of .goodwill and
other purchased intangibies associaled with the acquisition of Vanguard Cellular. Capital expenditures for the year ended
December 31, 1999 and 1998, were $2,476 million and $1.136 million. respectively.

Asset impairment and restructuring charges

During the fourth quarter of 1999, AT&T Wireless Group recorded a $53 1 million assel impairment charge primarily
associated with the planned disposal of wireless communications equipment resulting from a program to increase capacity
and operating efficiency of the wireless network. Asset impairment and restructuring charges for the year ended
December 31, 1998 were $120 million, which represented the write-down of unrecoverable assets associated with
non-strategic businesses.

Other income

Other incone for the year ended December 31, 1999 was $122 million. Other income for the year ended December 31,
1998 was $650 million. The decrease was due primarily to the pretax gains on sales in 1998 of LIN Television Corporation of
$342 million, SmarTone Telecommunications Holdings Limited of $128 million and PriceCellular of $67 million.

Interest expense

Interest expense consists primarily of interest on inlercompany debt due to AT&T. Interest was charged at 7.25% per
annum for the year ended December 31, 1999 and 7.75% per annum for the year ended December 31, 1998, Interest expense
for the year ended December 31, 1999 was §136 million. an increase of $16 miltion, or 13.3%. compared with 1998. The
increase was due to a higher level of average debt outstanding, partially offset by the impact of the lower rate charged by
AT&T in 1999,

Provision (benefit) for income taxes

The benefit for income taxes for the year ended December 31, 1999 was $294 million, compared with a tax provision of
$59 million for the year ended December 31, 1998. The benefit for income taxes in 1999 was primarily due to the pre-tax loss
for the period coupled with changes in the vatuation allowance and other estimates. The effective income tax rates for the
years ended December 31, 1999 and 1998, were 43.2% and 31.6%, respectively. The effective income tax rate for 1998 was
impacted by the effect of state taxes, net of federal benefit, and the amortization of intangibles, partially offsel by the effects
of changes in the valuation allowance and other estimates.

Net equity earnings (losses) from investments

Net equity earnings (losses) from investmentis, net of tax, was a loss of $19 million for the year ended December 31, 1999,
compared with earnings of $36 million for 1998. The decrease was primarily a result of increased losses associated with
affiliate investments. Additionally, equity losses increased in 1999 compared with 1998 due to losses associated with
financial commitments related to certain investments.




.LIQUIDITY AND CAPITAL RESOURCI.

The coniinued expansion of AT&T Wireless Group's network and footprint, including spectrum auctions, and service
offerings, and the marketing and distribution of its products and services. will continue to require substantial capital. AT&T
Wireless Group has funded its operations by offering proceeds attributed from AT&T, intercompany borrowings from AT&T
and internally generated funds, as well as capilal contributions from AT&T prior to the offering. Capital contributions from
ATE&T prior to the offering included acquisitions made by AT&T that have been atuibuted to AT&T Wireless Group.
Noncash. capilal contributions from AT&T to AT&T Wireless Group related to acquisitions and initial investments {unded by
AT&T totaled $339 million, $2,553 million, and $982 million for Lhe years ended December 31, 2000, 1999, and 1998,
respectively.

The April 2000-offering of AT&T Wireless Group iracking stock resulted in net proceeds to AT&T afler deducling
underwriter's discount and related fees and expenses of $10.3 billion. AT&T attributed $7.0 billion of the net proceeds to
AT&T Wireless Group in the form of an intercompany note receivable, which was repaid by December 31, 2000, and was
used primarily to fund acquisitions and capital expenditures.

On May 1, 2000, following the offering, AT&T Wireless Group recapitalized $2.0 billion of outstanding intercompany
indebtedness to AT&T into an additional $2.0 billion of 9% cumulative preferred stock held by AT&T. In conjunction with
the recapitalizalion, AT&T Wireless Group's long-term debt due 1o AT&T was recapitalized to be 10 year term debt thal
bears interest at a fixed rate of 8.1% per annum.

Currently, financing activilies for AT&T Wireless Group are managed by AT&T on a centralized basis and are subject to
the review of AT&T Wireless Group's capital. stock committee. AT&T Wireless Group capital stock committee is selected by
ATE&T's board of directors 10 oversee the interaction between businesses of AT&T Common Stock Group and AT&T
Wireless Group in accordance with the AT&T Wireless Group Policy Statement. Under the AT&T Wireless Group Policy
Statement, all maierial transactions between AT&T Common Stock Group and AT&T Wireless Group are determined and
governed by a process of fair dealing. Sources for AT&T Wireless Group's future linancing requirements may include the
borrowing of funds. including additional short-term floating rate debt from AT&T and/or third-party debt. Loans from AT&T
Lo any member of AT&T Wireless Group have been made at interest rates and on other terms and conditions intended to be
substantially equivalent to the interest rates and other terms and conditions that AT&T Wireless Group would be able to
obtain from third parties, including the public markels, as a non-affiliate of AT&T without the benefit of any guaranty by
AT&T. This policy contemplates that these loans will be made on the basis set forth above regardless of the interest rates and
other terms and conditions on which AT&T may have acquired the funds. If, however, AT&T incurs any [ees or charges in
order to keep available funds for use by AT&T Wireless Group, those fees or charges will be allocated to AT&T Wireless
Group.

In association with the intended split-off of AT&T Wireiess Group from AT&T announced on October 25, 2000, AT&T
and AT&T Wireless Services, Inc. anticipate that they will enter into a separation and distribution agreement that will govern
the terms of the split-off. As part of this agreement, AT&T Wireless Services will agree, upon completion of the split-off, to
repay the full amount of the principal and accrued but unpaid interest or face value and accrued but unpaid dividends, of all
outstanding indebtedness owned by AT&T Wireless Group to AT&T, and all preferred stock in AT&T Wireless Group held
by AT&T.

On January 22, 2001, AT&T closed their transaction with NTT DoCoMo. AT&T attributed $6.2 billion of the approximate
$9.8 billion of proceeds received from DoComo to AT&T Wireless Group in the form of an intercompany note receivable.
AT&T Wireless Group intends to utilize the proceeds to continue executing their strategy 10 expand their capacity, enlarge
their footprint, create an advanced mobile internet and invest in other strategic growth initiatives, as well as to satisfy
intercompany obligations,




the Facilities contain financial cov s providing for a maximumn tolal debt to tota solidated Operational EBITDA,
ralio (as defined in the [acilities agreement) not to exceed 4:0 to 1:0 for AT&T WireleSs Group and a minimum inlerest
coverage ratio of 3.5:1.0. From the date of the closing of the Facilities until the date of the split-ofl of AT&T Wireless Group.
AWS will be prohibited from declaring and/or paying dividends. The Facility also specifies limitalions on AT&T's and
AT&T Wireless Group's ability 1o consummate the spii-off including a provision that it will constitute an event of default if
the split-off is consummated without oblaining a favorable tax ruling from the IRS or an unqualified tax opinion that the
split-off will qualify as a tax-{ree transaction. In addition, the existence of an obligation by AT&T Wireless Group to
repurchase equity interests from DoCoMo may under certain circumstances constitute an event of default.

corporate purposes and are sutuect‘lslomary covenants, representations and warrailes and events ol detaull. In addition,

On March 1, 2001, AT&T Wireless Group, through AWS, completed a private placement of $6.5 billion in Senior Notes
with maturily dates from 2006 to 2031. The noles pay interest at rates ranging from 7.350% Lo 8.750% per annum, and
include customary covenants. The notes include registration rights, such that AWS is required to exchange the noles for a
new issue of notes registered under the Securities Act of 1933 and are to be declared effect no later than 240 days afler the
issue date.

AT&T performs cash management functions on behalf of AT&T Wireless Group. Substantially all of AT&T Wireless
Group's cash balances are swept Lo AT&T on a daily basis, where they are managed and invested by AT&T. Prior to the
offering of AT&T Wireless Group tracking swock, transfers of cash to and from AT&T were reflected as a component of
combined attributed net assets, with no interest income or expense reflected. Subsequent to the offering, transfers are
reflected as changes in the note receivable from AT&T. Cash balances maintained and reported by AT&T Wireless Group
primarily represent cash balances for which no right of offset exists with AT&T.

Net-cash provided by operating activities for the year ended December 31, 2000, was $1,635 million, compared with
$867 million for the year ended December 31, 1999. The increase in cash provided by operating activilies was primarily due
(o an increase in operating income excluding depreciation and amortization, and the asset impairment and restructuring
charge in 1999, resuiting from revenue growth and expense leveraging, and an increase in operaling and payroll related
accruals, partially offset by increases in inventories and accounts receivable.

Net-cash used in investing activities for the year ended December 31, 2000, was $10,525 million, compared with
$2,123 million for the year ended December 31, 1999. The investing activities included on AT&T Wireless Group's
statemnents of cash flows include cash expenditures or receipts of cash for investing ransactions directly attributabie 1o the
wireless group operations, and those legal entities that comprise the financiat stalements of AT&T Wireless Group. These
amounlts are representative of what AT&T Wireless Group would report on a stand-alone basis. The increase was due
primarily to the acquisitions of wireless systems in Houston, Indianapolis and San Diego, the Bay Area Properties,. and
Wireless One. Equity investment purchases increased primarily due to the acquisition of equily interests in international
ventures, acquired from AT&T in association with their acquisition of MediaOne. In addition, capital expenditures increased
as a result of efforts Lo increase network capacity in existing markets as well as to expand the national footprint.

Net cash provided by financing activities for the year December 31, 2000, was $8,947 million, compared with
$1,234 million for the year ended December 31, 1999. The increase was primarily due to proceeds attributed from the
offering of AT&T Wireless Group tracking stock, short-term debl borrowed [rom AT&T as well as increased transfers from
AT&T prior to the offering, to fund acquisitions and higher capital expenditures.

10




Lo upgrade and increase capacity i1 ting markets as well as to expand the nationd tprint, and lower cash proceeds
associated with the sales of equity investments. Net cash provided by financing activitics for the year ended December 31,
1999 was $1,234 million compared with $631 million of cash used in financing activities in 1998 due to increased transfers
and debt financing from AT&T to fund the higher capital expenditures during 1999.

$238 million ot cash provided by 1.11155 activities 1n 19938, 'I'he ditterence was dueg i"lmarlly o higher capilal expenditures
1

EBITDA. defined as earnings before interest and taxes, excluding other income, plus depreciation and amortization, is the
primary measure used by the chief operating decision-makers 1o measure our ability to generate cash flow. EBITDA may or
may not be consistent with the calculation of EBITDA for other public companies and should not be viewed by investors as
an alternative to generally accepied accounting principles, measures of performance or to cash flows from operating,
investing and financing activities as a measure of liquidity.

EBITDA for the year ended December 31, 2000, was $1,648 million, compared with $587 million for the year ended
December 31, 1999. On an operational basis, adjusted to exclude the 1999 asset impairment and restructuring charge of
$331 million, EBITDA increased $330 million or 47.3%. The increase was primarily the resull of revenue growth and lower
off-network roaming expenses. These increases were partially offset by increased customer acquisition costs associated with
the increase in gross subscriber additions, increased network costs attributable to the growth in subscribers and their minutes
of use, and increased information technology and customer care relaled costs to support growth in the subscriber base,

For our mobility business, EBITDA for the year ended December 31, 2000. was $ 1,884 million, compared with
$670 million for the year ended December 31, 1999. Excluding the 1999 asset impairment and restructuring charge, mobility
EBITDA increased $686 million or 57.2%.

For our fixed wireless business, EBITDA for the year ended December 31, 2000, was a deficit of $228 million, compared
with a deficit of $75 million the year ended December 31, 1999. Excluding the 1999 asset impainnent and restructuring
charge, fixed wireless EBITDA decreased $156 million or 213.4%.

EBITDA margins were 15.3% for the year ended December 31, 2000. compared with 14.7% for the year and
December 31, 1999, excluding the 1999 asset impairment and restructuring charge, The improvement in EBITDA margins
for the year ended December 31, 2000, compared to the year ended December 31, 1999, was primarily driven by revenue
growth and expense leveraging, primarily off-network roaming expenses. partially offset by increased customer acquisition
and customer care costs associated with growth in the subscriber base.

EBITDA margins for our mobility business were 18.0% for the year ended December 31, 2000, compared with 15.7% for
the year ended December 31, 1999, excluding the 1999 asset impairment and restructuring charge.

EBITDA for the year ended December 31, 1999 was $587 million compared with $736 million for the year ended
December 31, 1998. Excluding pretax asset impairment and restructuring charges of $531 million in 1999 and $120 million
in 1998, EBITDA was $1,118 million for 1999, which represented an increase of $262 million, or 30.6%, compared with
1998. This increase was attribulable to increases in total revenue and an improving margin as SG&A expenses declined as a
percenlage of revenue,

For our mebility business, EBITDA {or the year ended December 31, 1999, was $670 million, compared with $794 million
for the year ended December 31, 1998. Excluding pretax asset impairment and restructuring charges of 3528 million in 1999
and $120 million in 1998, EBITDA was $1,198 million for 1999 compared with $914 million for 1998,
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Excluding the aforementioned pnassel impairment and restructuring charges ing@99 and 1998, EBITDA margins for
our mobility business were 15.7% (98e year ended December 31, 1999, compared 16.9% for the year ended

December 31, 1998,
FINANCIAL CONDITION

Total assets were $35.302 million as of December 31, 2000, an increase of $11,790 million, or 50.1%, compared with
December 31, 1999, The increase was due primarily Lo increases in licensing costs, goodwill, and property, plant and
equipment associaled with (he acquisitions ctosed in 2000, including the acquisitions of Wireless One. L.P. and wireless
systems in the. San Francisco Bay Area, San Diego, Indianapolis, Houston and Los Angeles. In addition. the increase in
property, plant and equipment was a result of significant capital expenditures for the year ended December 31, 2000, These
increases were partially offsel by a decrease in investments as AT&T Wireless Group previously held equity interests in
portions of the Bay Area Properties, and Lhe Los Angeles market, through their interest in AB Cellular. These markets were
consolidated as of December 31, 2000.

Total liabilities were $10.384 million as of December 31, 2000, a increase of $889 million, or 9.4%, compared with
December 31, 1999, The increase was primarily due Lo increases in deferred income taxes as a result of gains recorded during
the fourth quarter, as well as increased marketing, business tax and other operating accruals. These increases were partially
offsel by a net decrease in intercompany indebtedness to AT&T.

Combined altributed net assets was $24,887 million as of December 31, 2000, an increase of $10,880 million, or 77.7%,
compared with December 31, 1999. The increase was primarily due (o the attribution of offering proceeds to AT&T Wireless
Group, net transfers from AT&T prior to the offering 1o fund capital expansion and acquisitions, as well as the additional
$2.0 billion of preferred stock issued 10 AT&T.

RECENT ACCOUNTING PRONOUNCEMENTS

In September 2000, the Financial Accounting Slandards Board (FASB) issued SFAS No. 140, "Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities—A Replacement of FASB No. 125", This statement
provides accounting and reporting standards for transfers and servicing of financial assets and extinguishments of liabilities.
Under these standards, after a transfer of financial assets, an entity recognizes the financial and servicing assels it controls
and the liabilities it has incurred, derecognizes financial assels when control has been surrendered, and derecognizes
liabilities-when extinguished. This statement provides consistent standards for distinguishing transfers of financial assets that
are sales from transfers that are secured borrowings. This statement is effective for transfers and servicing of financial assets
and extinguishments of liabilities occurring after March 31, 2001, AT&T Wireless Group does not expect that the adoption of
SFAS No. 140-will have a material impact on ils results of operations, financial position or cash flows,

In June 1998, the FASB issued SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities". Among
other provisions, it requires that entities recognize all derivatives as either assets or liabilities in the statement of financial
position and measute those instruments at fair value. Gains and losses resulting from changes in the fair values of those
derivalives would be accounted for depending on the use of the derivative and whether it qualifies for hedge accounting. The
effective date of this standard was delayed via the issuance of SFAS No. 137. The effective date for SFAS No. 133 is now for
fiscal years beginning after June 15, 2000, though earlier adoption is encouraged and retroactive application is prohibited. For
AT&T Wireless Group, this means that the standard must be adopted no later than January 1, 2001. In June 2000, the FASB
issued SFAS No. 138, "Accounting for Certain Derivative Instruments and Certain Hedging Activities” as an amendment to
SFAS No. 133. This statement provides clarification with regard to certain
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. SUBSEQUENT EVENTS ‘

In January 2001. AT&T Wireless Group execuled agreements with certain network equipment vendors, related io the
development of its next-generation network strategy. These agreements require AT&T Wireless Group 1o buy equipment
from these vendors totaling approximately $1.8 billion through 2004.

Effective January |, 2001, AT&T Wireless Group implemented the results of a review of the estimated service lives of
certain wireless communications equipment, primarily electronics. Lives were shorlened 1o fully depreciate all such
equipment within seven years. Similar equipment acquired after January 1. 2001, will have useful lives no longer than seven
years.

On January 22, 2001, AT&T Wireless Group. through AWS, compleled its previously announced transaction with
DoCoMo. See Note | for further discussion of the transaction.

On November 17, 2000, AT&T Wireless Group announced that AT&T's board of directors had approved an agreement
under which AT&T Wireless Group would purchase $200 in Series AA preferred stock from Dobson Communications
Corporation. AT&T Wireless Group, through AWS, compleled this transaction on February 8. 2001. The Series AA
preferred stock acquired has a liquidation preference of $1,000 per share and is exchangeable into Series A convertible
preferred siock. If the Series AA preferred stock is exchanged into Series A convertible preferred stock, AT&T Wireless
Group will increase its ownership interest in Dobson, on an as converted to common stock basis. from its current ownership
of 4.6% to approximately 11.6%.

On March 23, 2001, AT&T Wiretess Group, through AWS, entered into Competitive Advance and Revolving Credil
Facilities (the "Facilities") in the aggregate amount of $2.5 billion consisting ol and up to $1.25 billion 364-day Competitive
Advance and Revolving Credit Facility and an up 1o $1.25 billion Five-Year Competilive Advance and Revelving Credit
Facility. The facilities are subject to a facility fee and utilization [ee and bear interest at variable rates based upon, in various
cases, LIBOR. the prime rate or the rates on overnight Federal funds transactions. The Facilities may be used [or general
corporaie purposes and are subject to customary covenants, representations and warranties and events of default. In addition,
the Facilities contain financial covenants providing for a maximum total debt to total Consolidaled Operational EBITDA
ratio (as defined in the facilities agreement) not 1o exceed 4:0 to 1:0 for AT&T Wireless Group and a minimum interest
coverage ratio of 3.5:1.0. From the date of the closing of the Facilities until the date of the split-off of AT&T Wireless Group.
AWS will be prohibited from declaring andfor paying dividends. The Facility also specifies limitations on AT&T's and
AT&T Wireless Group's ability to consummate the split-off including a provision that it will constitute an event of default if
the split-off is conswimmated without obtaining a favorable ax ruling from the IRS or an unqualified tax opinion that the
splil-ofl will qualify as a tax-free transaction. In addition, the existence of an obligation by AT&T Wireless Group to
repurchase equity interests from DoCoMo may under certain circumstances constitute an event of defaull.

On February 26, 2001, AT&T agreed to sell its entire interest in Japan Telecom for approximately $1.35 billion. The net
after-tax proceeds are expecled to be approximately $1 billion. AT&T has indicated that the net after-tax proceeds will be
split evenly between AT&T and AT&T Wireless Group. AT&T Wireless Group anticipates that it will recognize a significant
gain on the transaction,

On March 1.2001. AT&T Wireless Group. through AWS, compleled a private placement of $6.5 billion in Senior Notes
with maturity dates from 2006 to 203 1. The notes pay interest at rates ranging from 7.350% to 8.750% per annum, and
include customary covenants. The notes include registration rights, such that AWS is required o exchange the notes for a
new issue of noles registered under the Securities Act of 1933 and are to be declared effect no later than 240 days after the
issue date.
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in.combined atiributed nel assets a” cash flows present fairly, in all material res . Lhe financial position of AT&T
Wireless Group at December 31, 2 and 1999, and the results of their operations 'neir cash flows for each of the three
years in the period ended December 31, 2000, in conformity with accounting principles generally accepted in the United
States of America. These financial statements are the responsibility of AT&T Wireless Group's management; our
responsibility is to express an opinion on these financial statements based on our audits. We conducled our audits of these
statemenis in accordance with auditing standards generally accepted in the United States of America, which require that we
plan and perform the audit 1o obtain reasonable assurance about whether the [inancial stalements are ree of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
stalements, assessing the accounting principles used and significant estimales made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

AT&T Wireless Group is a fully integrated business unit of AT&T Corp.; consequently, as indicated in Note 1, these
combined financial statements have been derived from the consolidated financial siatements and accounting records of
ATE&T Corp. and reflect certain assumptions and allocations. Moreover, as indicated in Note 1, AT&T Wireless Group relies
on AT&T Corp. for adminisirative, management and other services. The financial position, resulls of operations and cash.
flows of AT&T Wireless Group could differ from those that would have resuited had AT&T Wireless Group operated
autonomously or as an enlity independent of AT&T Corp. As more fully discussed in Note 1, the combined financial
statements of AT&T Wireless Group should be read in conjunction with the audited consolidated financial stalements of
AT&T Corp.

PRICEWATERHOUSECOOPERS LLP
March 16, 2001

New York, New York




. F. Years Ended December 31,

2000 1999 1998

Revenue
Services revenue $ 97,'3_76 $ 6823 5 4779
Equipment revenue 1.072 804 627

Total revenue 10,448 7,627 5,406
Operating expenses
Costs of services (excluding depreciation of $1,047, $732, $599. included
below) 3,169 2,580 1,428
Costs of equipment sales 2,041 1,266 1.000
Sel]mg general and administrative 7 . _ 3,590 2,663 2,122
Depreciation and mnoru/auon 1,686 1,253 1:079
Asset impairment and restructuring charges — 531 120
) :'i'dta] qpéraling expenses o 10,'48_6 8,293 5749 7
Operating loss ) (38) (666) (343)
Otherincome 534 122 650
Interest expense 85 136 120
Income (loss) before income taxes ' ) ) 411 (680) 187
Provision (benefit) for income taxes 141 (294) 59
Net.equity earmnos*(losscs) from investments 388 (19) 36
Net income (loss) ‘ 638 (405) 164
DlVLdend.requlrcmenls on preferred : stock heldby AT&T, net 130 36 56
Net income (loss) after preferred stock dividends $ 528 $ (461 § 108

See Notes to Combined Financial Statemenis
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Cash and cash equivalents

Accounts receivable, less allowances.of $193 and $130

Inventories
Income tax receivable
Deferred income taxes

Prepaid expenses and other current-assets

Total Current Assets

Probea_‘ty, plant and equipment, net

Licensing costs, net of accumulated amortization of $1,761 and $1,519
Investmenits in and advances to unconsolidated subsidiaries

Goodwill and other assets, net

Total Assets

Accounts payable

Payroll and beneﬁl-re]aied llablhl]CS
Due on demand notes payabie
Shorl term debl due to AT&T

Total Current Liabilities

fpﬁg—_le’fm débt EIﬁf:;Lo )&_TT&_T-
Deferred income laxes _
Other-long-term liabilities

Total Liabilities

Mmonly Inlerest
Combined Attributed Net Assets

Total Liabilities and Combined Autributed Net Assets

LIABILITIES

16

‘ At December 31,

2000 1999
5 62 % 3
1,892 1,300
335 162
118 —
93 127
82 34
2,582 1,628
9,892 6,349
13,627 8,571
3,385 4,502
5816 2,462
$ 35302 $ 23,512
$ 1,080 $ 780
432 291
109 154
.88 =
1,393 1,072
3,654 2,297
1,800 3,400
4,659 3,750
271 48
10,384 9,495
4] 20
24,877 13,997
$ 35302 § 23512

See Notes to Combined Financial Statements




For the Years Ended December 31,

2000 1999 1998
Combined Attributed Net Assets:
Balance at beginning of year $ 1397 s 11532 § 11,187
Net income (loss) after preferred stock dividends 528 (461} 108
Proceeds attributed from offering of AT&T Wireless Group tracking
stock 7.000 — —
Proceeds from shares issued for employee plans 4] — —
Preferred stock issued 1o AT&T _ 2,000 — -
Transfers from AT&T, net 1,345 2,897 288
Net revaluation of investments (34) 29 (62D
Balance at end of year $ 24877 $ 13997 § 11532
Summary of Total Comprehensive Income: 7
Nelincome (loss) after preferred stock dividends b 528 % 461y § 108
Dividend requirements on preferred stock held by AT&T, net 130 56 56
Net income (loss) 658 (405) 164
Net revaluation of investments (nel of taxes of $(22), $18, and
$31) (34) 29 (51
Total Comprehensive Income $ 624 s (3768 113

See Notes 1o Combined Financial Statements
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(In Millions)

Operating-activities
Net income (loss)
Adjtistinénts to reconcile net inéome (loss) (o net cash provided by
operating activities:
Net gains on sale/exchange of businesses and investments
Assel impairment and restructuring charges
Depreciation and amortization
Deferred income taxes
Net equily earnings from investments
Minority interests in consclidated subsidiaries
~ Provision for uncollectible receivables
Increase in accounts receivable
(Increase) decrease in inventories
(Decrease) increase-in accounts payable

Net change in other operating assets and liabilities

Net cash provided by operating activities

[nvestmg actlvmes

Ca'pl'tal expendltures and other addmons
Net acquisilions of licenses

Equ]ty investment distributions and sales
Equity investment contributions, advances and purchases

Net (acqutsmons) dispositions of businesses mcludmcr cashacquired
Deposxts on leng-lived assets

Net c_as}i (used in)provided by investing activities

Financing activities

Increase in short-term borrowings

Net i increase in short-term debt due to AT&T
Increase in long -term debt due to AT&T

Proceeds attributed from offermg of AT&T ereless

; Group tracking stock o
Proceeds from shares issued for employee plans
D1v1dend requirements on preferred stock, net
Transters from (to) AT&T, net

Olher ﬁnancmg activities, net

Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash.and cash equivalents at end of year

For Lthe Years Ended December 31,

2000 1999 1998
658 $  (405) 3 164
(362) (99) (600)

— 531 120-,
1,686 1,253 1,079
585 (85) (39):
(305) (149) (115
(28) (17 (35
314 200 99
(853) (514) (307),
(142) 27 (32)
(48) (11) l|23_'
330 136 (43)
1.635 867 414

(4012) (2272 (1,219)
(247) (47) (65)
360 236 1,354

(1,645) (284) (156)
(4,763) 244. 324
(218) — —
(10525) (2123 238
— 65 43
638 — —
400 900 100
7,000 _ -
41 — —
(130) {56) (36):
1,001 344 (694)
[&)] (19) (24)
8,947 1,234 (631)
57 22). 21

5 27 6

62 5 27

See Notes to Combined Financial Statements
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|| (In Millions Unless Otherwise Noted} .

1. Background and Basis of Presentation
Background

AT&T Wireless Group is an integrated business of AT&T and is not a separate legal entity. On April 27, 2000, AT&T
completed an offering of 15.6%. or 360 million shares, of AT&T Wireless Group tracking stock at an offering price of
$29.50 per share. AT&T Wireless Group tracking stock is a class of AT&T common stock, which is intended (o provide
holders with financial returns based on the {inancial performance and economic value of AT&T's wireless services'
businesses. AT&T Wireless Group tracking stock issued in the offering reflected only a portion of the anthorized shares. The
remaining 84.4% has been reserved for the benefil of AT&T Common Stock Group (which consists of the operations of
AT&T other than those attributed to AT&T tracking stocks) and is intended to be reflected in AT&T common stock.

On October 25, 2000, AT&T announced its decision to present an exchange offer 1o AT&T common shareowners (o allow
them to exchange any portion of shares of AT&T common steck for shares of AT&T Wireless Group tracking stock, On
December 22, 2000, AT&T filed a registration statement for the exchange offer with the Securities and Exchange
Commission, which was amended on February 23, 2001. AT&T anticipates that the exchange offer will be completed during
the second quarter of 2001. AT&T Wireless Group will continue to be a part of AT&T following the completion of the
exchange offer.

Also on-October 25, 2000, AT&T announced its restrucluring plan. In connection with its restructuring plan, following the
completion of the exchange offer and subject Lo certain conditions, AT&T intends Lo split-off AT&T Wireless Group from
AT&T. These conditions include the receipt of a favorable ruling on the split-off {rom the Internal Revenue Service (IRS)
and satisfaction of conditions contained in AT&T's new $235 billion credit agreement, including the repayment of AT&T
Wireless Group's intercompany obligations to AT&T. The split-off, which is anticipated to be completed in mid-2001, would
include several steps. These sleps include transferring substantially all of the assets and liabilities of AT&T Wireless Group
to AT&T Wireless Services, Inc.. mandatorily exchanging all issued and outstanding shares of AT&T Wireless Group
tracking stock, including those issued in Lhe exchange offer, for shares of AT&T Wireless Services common stock, and
distributing a majerity of the shares of AT&T Wireless Services commeon stock held by AT&T Commen Stock Group, 1o
holders of AT&T comimon stock on a pro rata basis. On February 14, 2001, AT&T announced its intention to retain.up to
3$3 billion of shares of AT&T Wireless Services for its own account for sale or exchange within six months of the split-off,
subject 1o receipt.of a satisfactory IRS ruling.

In January 2001, NTT DoCoMo, a leading Japanese wireless communications company, invested $9.8 billion in a security
of AT&T that, like AT&T Wireless Group iracking stock, is intended to reflect a portion of the financial performance and
economic value of AT&T Wireless Group. AT&T Wireless Group, through AT&T Wireless Group, LLC, was allocated
$6.2 billion of the proceeds from DoCoMo's $9.8 billion investment in AT&T. AT&T retained the remaining $3.6 billion of
the DoCoMo investment proceeds as consideration for the reduction in AT&T's retained portion of AT&T Wireless Group's
value. Following the split-off, this investment will be converted into approximately 16% of AT&T Wireless Services'
common shares. DoCoMo also received warrants at an exercise price of $35 per AT&T Wireless Group tracking share
equivalent that would represent an approximate additional [.6% of AT&T Wireless Services' common shares after the
split-off. As part of this invesiment, AT&T Wireless Group, through AT&T Wireless Services, Inc., has entered into a
strategic alliance with DoCoMao 1o develop mobile multimedia services on a global-siandard, high-speed wireless network.
DoCoMo may require the repurchase of its investment at DoCoMo's original purchase price, plus interest, if
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AT&T Wireless Group is an in’(ed business of AT&T. AT&T Wireless Grougascludes the results of its mobility and
fixed wireless businesses, as well 2990s international operations, which primarily in‘ the earnings or losses associated
with equity interests in international wireless communications ventures and partnerships. The combined financial slatements
reflect the results of operations, financial position, changes in combined attributed net assets and cash flows of AT&T
Wireless Group as il it were a separale enlity for all periods presented. The financial information included herein may not
necessarily reflect the combined results ol operations, financial position, changes in equity and cash flows of AT&T Wireless
Group had it been a separate, siand-alone entity during the periods presenied. The combined linancial stalements of AT&T
Wireless Group should be read in conjunction with AT&T's Form 10-K for the year ended December 31, 2000.

The combined financial statements of AT& T Wireless Group conform to generally accepted accounting principles. The
combined financial stalements reflect the assets, liabilities, revenue and expenses directly attribulable 1o AT&T Wireless
Group, as well as allocations deemed reasonable by management, to present the results of operations, financial position and
cash flows of AT&T Wireless Group on a stand-alone basis. The allocation methodologies have been described within the
notes Lo the combined linancial statements where appropriate.

The combined financial statements of AT&T Wireless Group primarily include the legal entity results of AT&T Wireless
Services, Inc. and its subsidiaries (AWS), AT&T Wireless Group, LLC (AWG), AT&T Wireless PCS, LLC and its
subsidiaries (AWPCS), and Winston, Inc. and its subsidiaries (Winston), all of which were direct subsidiaries of AT&T
Corp., as of December 31, 2000. In February 2001, the legal entities of Winston and AWPCS as well as certain assets of
AWG were transferred to AWS. The remaining assets and liabilities of AWG will be transferred prior to the split-off.

The April 2000 offering of AT&T Wireless Group tracking stock resulted in net proceeds to AT&T, after deducling
underwriter's discount and related fees and expenses, of $10.3 billion. AT&T attributed $7.0 billion of the net proceeds to
AT&T Wireless Group, in the form of a note receivable, which was repaid by December 31, 2000, primarily to fund
acquisitions and capilal expenditures. Interest on the note receivable was calculated based upon the average daily balance
outstanding at a rale equal (o the one month London InterBank Offered Rate (LIBOR) minus six basis points, a rate intended
to be equivalent to the rate AT&T Wireless Group would receive if it were a stand-alone entity.

Prior to the offering of AT&T wireless group tracking stock. the capital structure of AT&T Wireless Group had been
assumed based upon AT&T's historical capital ratio adjusted for certain items. In determining the allocation between short-
and long-term debt and preferred stock, we considered factors such as prospective financing requirements lor the business,
working-capital commitments and future requirements, and peer group analysis. This resulted in $3.4 billion in long-term
debt due to AT&T at December 31, 1999, paying annual interest at 7.25%. In addition, as of December 31, 1999, AT&T
Wireless Group had issued and outstanding. $1.0 billion of 9% cumulative preferred stock held by AT&T that, subject to Lhe
approval of AT&T Wireless Group capital stock committee, is redeemable at the option of AT&T. The preferred stock is
mncluded
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rale that AT&T Wireless Group be able to obtamn trom thurd parties, includinggbe public markets, as a non-altihate of
AT&T without the benefit of any ¥@fanty by AT&T.

During December 2000, AT&T Wireless Group, through AWS, obtained a short-term revolving loan from AT&T, which
is included in "Short-lerm debt due to AT&T" in the accompanying combined balance sheets. At December 31, 2000, the
amount outstanding under the loan was $638, paying interest monthly at the average seven-day commercial paper raie, which
was 8.37% at December 31, 2000. The revolving loan matures on December 29, 2001. The loan was repaid in full in
January 2001.

Changes in combined atiributed net assets prior to the offering primarily represented net transfers to or from AT&T, after
giving effect to the net income or loss of AT&T Wireless Group during the period, and were assumed to be settled in cash.
AT&T's capital contributions for purchase business combinations and initial investments in joint ventures and partnerships
which AT&T attributed to AT&T Wireless Group have been treated as noncash transactions prior to the offering.

AT&T performs cash management functions.on behalf of the AT&T Wireless Group. Subsiantially all of the AT&T
Wireless Group's cash balances are swept to AT&T on a daily basis, where they are managed and invested by AT&T. Prior o
the offering of the AT&T Wireless Group tracking stock, transfers of cash to and from AT&T were reflected as a component
of combined attributed net assets, with no interest income or expense reflected, Subsequent o the offering, transfers were
reflected as changes in the note receivable from or short-term debt payable to AT&T. Cash balances maintained and reported
by the AT&T Wireless Group primarily represent cash balances for which no right of offset exists with AT&T.

General corporate overhead related 1o AT&T's corporate headquarters and commen support divisions has been allocated to
AT&T Wireless Group as it was not deemed practicable to specifically identify such common costs to AT&T Wireless
Group. These allocations were based on the ratio of AT&T Wireless Group's external costs and expenses to AT&T's
consolidated external costs and expenses, adjusted for any functions that AT&T Wireless Group performs on its own.
However, the costs of these services charged 1o AT&T Wireless Group are not necessarily indicative of the costs that would
have been incurred if AT&T Wireless Group had performed these functions entirely as a stand-alone entity, nor are they
indicative of costs that will be charged or incurred in the future.

Consolidated income tax provision, related tax payments or refunds, and deferred tax balances of AT&T have been
allocated to AT&T Wireless Group based principally on the taxable income and tax credits directly attributable 1o AT&T
Wireless Group. These allocations reflect AT&T Wireless Group's contribution 1o AT&T's consolidated taxable income and
the consolidated tax liability and tax credit position. The AT&T Commeon Stock Group and AT&T Wireless Group have
entered into a tax sharing agreement that provides for tax sharing payments based on the taxes or tax benefiis of a
hypothetical affiliated group consisting of AT&T Common Stock Group and AT&T Wireless Group. Based on this
agreement, the consolidated tax liability before credits is allocated between the groups, based on each group's contribution to
consolidaied taxable
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2. Summary of Significant Acco’ng Policies .

Cash Equivalents

All highly liquid investments with original maturities of generally three months or less are considered to be cash
equivalents.

Cash Flows

Foi purposes of the combined statements of cash flows, all transactions between AT&T Wireless Group and AT&T,
except for purchase business combinations and initial investments in joint ventures and partnerships which were funded by
AT&T and contributed by AT&T to AT&T Wireless Group prior to the offering, have been accounted for as having been
setiled in cash at the.time the wransaction was recorded by AT&T Wireless Group,

Inventories

Inventories, which consist principally of handsets and accessories, are recorded at the lower of cost or market. Cost is
principally determined by the first-in, first-out (FIFO) method. Market is determined using replacement cost.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost, unless impaired, and depreciation is determined based upon the assets'
estimated useful lives. Depreciation is calculated on a straight-line basis according to the following useful lives:

Wireless communications systems and other equipment 3-15 years

Building and improvements 5-20 years
When AT&T Wireless Group sells, disposes or relires assets, the related gaing or losses are included in operating results.

During 1998. AT&T Wireless Group completed a review of the estimaled service lives of certain wireless communications
equipment. As a result, effective January 1, 1998, the estimated service lives of such equipment were changed from 12 years
to varying periods ranging primarily from seven to ten years, with certain assels being changed to 15 years, depending on Lhe
nature of the equipment. The net impact of these changes to 1998 resuits was an annual increase in depreciation expense of
approximately $42 and an annuat reduction in net income of approximately $26. See Note 14 for further discussion
associated with an additional change in depreciable lives.
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substantially ready for use. Costs {Jlllred during the preliminary project stage, as wgidas maintenance and training costs, are
expensed as incurred. AT&T WircY®® Group also capitalizes initial operaling-syst ftware costs and amorlizes them over
the life of the associated hardware.

AT&T Wireless Group also capitalizes costs associated with the development of application software incurred from the
time technological feasibility is established until the sofiware is ready to provide service o customers. These capitalized costs
are included in property, plant and equipment and are amortized over a useful life not 1 exceed five years.

Licensing Costs

Licensing costs are primarily incurred to acquire cellular (850 megahertz) and PCS (1900 megahertz) licenses. In addition,
licensing costs include costs incurred to acquire 38 gigahertz and 2.3 gigaheriz licenses. Amortization begins with the
commencement of service to customers and is computed using the straight-line method over periods of 35 or 40 years.

Capitalized Interest

AT&T Wireless Group capitalizes interest which is applicable to the construction of additions to property, plant, and
equipment and the acquisitions of licenses until the assets are placed into service. These costs are amortized over the related
assets’ estimated useful lives.

Investments

Investments in which AT&T Wireless Group, primarily held by AWS and AWPCS, exercises significant influence but
which AT&T Wireless Group does not conltrol are accounted for under the equity method. Under the equity method,
investments are stated at initial cost and are adjusted for AT&T Wireless Group's subsequent contributions and its share of
earnings or losses, and distributions. The excess of the carrying value of investment over the underlying book value of Lthe
investee's net assets is being amortized over periods ranging from 20 to 40 years.

Investments in which AT&T Wireless Group has no significant influence over the investee are accounted for under the
cost method. Investments covered under the scope of Staternent of Financial Accounting Standards (SFAS) No. 115,
“Accounting for Certain Investments in Debl and Equity Securities,” are classified as "available for sale” and are carried at
fair value. Unrealized gains or losses, net of tax, are included within combined auributed net assets as "Net revaluation of
mvestments”.

Goodwill

Goodwill is the excess of the purchase price over the fair value of net assets acquired in business combinations accounted
for as a purchase. Goodwill is amortized on a straight-line basis over periods not exceeding 40 years,

23




changes. For assets AT&T Wirel@oup intends to hold for use, if the total of theggnected future undiscounted cash flows
is less than the carrying amount of asset, a loss is recognized for the difference den the fair value and carrying value
of the asset. For assets AT&T Wireless Group intends to dispose of, a loss is recognized for the amount that the estimated fair
value, less cosls 1o sell, is less than the carrying value of the assets. In addition, in accordance with Accounting Principles
Board Opinion No. 17, "Intangible Assets”, AT&T Wireless Group continues 1o evalualte the amortization periods to
determine whether events or circumstlances warrant revised amortization periods. Additionally, AT&T Wireless Group
periodically evaluates the useful lives of its wireless communications syslems and other equipment based on changes in
technological and industry conditions.

Revenue Recognition

Wireless services revenue is recognized based upon minutes of traffic processed and contracted fees. Customer activation
fees, along with the relaled costs, are deferred and amortized over the customer relationship period. The revenue and related
expenses associated with the sale of wireless handsels and accessories are recognized when the products are delivered and
accepted by the cusiomer, as this is considered to be a separate earnings process from the sale of wireiess services. During
2000, we adopted Securities and Exchange Commission Staff Accounting Bulletin No. 101, "Revenue Recognilion in
Financial Statements”. The adoption did not have a material impact on our results of operations or financial condition.

Advertising and Promotional Costs

Costs of advertising and promotions are expensed as incurred. Advertising and promotional expenses were $618. $386,

and $344, in 2000, 1999 and 1998, respectively.
Income Taxes

AT&T Wireless Group is not a separate laxable entity for federal and state income tax purposes and its results of
operalions are included in the consolidated federal and state income lax returns of AT&T and its affiliates. AT&T Wireless

Group's provision or benefit for income taxes is based upon its contribution to the overall income tax liability of AT&T and
its affiliates as described in Note [.

Issuance of Common Stock By Affiliates
Changes in AT&T Wireless Group's proportionate share of the underlying equity of a subsidiary or equity method
investee, which resylt from the issuance of additional equity securilies by such entity. are recognized as increases or

decreases in combined auributed net assets.
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results could differ from those csl&s. Estimates are used when accounting for cegain items such as the allowance for
doubtful accounts, depreciation and®nortization. taxes. valuation of investments a et impatrment and restructuring

charges.
Reclassifications

Certain reclassifications have been made (o prior year amounts'to conform with current year presentations.
Concentrations

AT&T Wireless Group purchases a substantial portion of its wireless infrastructure equipment from three major suppliers.
Additionally, four primary vendors provide AT&T Wireless Group's multi-network handsets. Further, AT&T Wireless Group
relies on one vendor to provide substantially all of its billing services. Loss of any of these suppliers could adversely impact
operations temporarily until a comparable substitute could be found . AT&T Wireless Group does not have a concentraticn of
available sources of labor or services, nor does AT&T Wireless Group have any significant cancentration of business
transacted with a particular customer, that could, if suddenly eliminated, severely impact operations.

3. Recent Accounting Pronouncements

In September 2000, (the Financial Accounting Standards Board (FASB) issued SFAS No. 140, "Accounting for Transfers
and Servicing of Financial Assets and Exlinguishmenis of Liabilities—A Replacement of FASB No. 125". This statement
provides accounting and reporting standards for transfers and servicing of financial assets and extinguishments of liabilities.
Under these standards, afier a transfer of financial assets, an enlity recognizes the financial and servicing assets it controls
and'the liabilities it has incurred, derecognizes financial assels when control has been surrendered, and derecognizes
liabilities: when extinguished. This statement provides consistent standards for distinguishing transfers of financial assets that
are sales from transfers (hal are secured borrowings. This statlement is effective for transfers and servicing of financial assels
and extinguishments of liabilities occurring after March 31, 2001. AT&T Wireless Group does nol expect that the adoption of
SFAS No. 140 will have a material impact on its results of operations, financial position or cash flows.

In June 1998, the FASB issued SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities". Among
other provisions, it requires that entities recognize all derivatives as either assets or liabilities in the statement of financial
position and measure those instruments at fair value. Gains and losses resulting from changes in the fair values of those
derivatives would be accounted for depending on the use of the derivative.and whether it qualifies for hedge accounting. The
effective date of this standard was delayed via the issuance of SFAS No. 137. The efflective dale for SFAS No. 133 is.now for
fiscal years beginning after June 15, 2000, though earlier adoption is encouraged and retroactive application is prohibited. For
AT&T
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AT&L Wireless Group does nol ate Lthat this standard will have a material impgact on juture results ol AT&’T Wireless
Group. “

4. Acquisitions and Dispositions

During 2000. 1999 and 1998, AT&T Wireless Group, through AWS, AWPCS and Winston, compleled certain transactions
as parl of its overall strategy to expand its wireless fooiprint and divest itself of non core interests. The net pretax gains
recognized were $362, $99 and $600 in 2000, 1999 and 1998, respectively. The pretax gains and losses from the sale and
exchange transactions are included in "Other income" in the accompanying combined statements ol operations. A summary
of the significant transactions follows.

In November 1998, AT&T Wireless Group, through AWS, and BellSouth combined their jointly owned cellular properties
in Los Angeles, Houston and Galveston, Texas, plus cash, to form AB Cellular Holding, LLC (AB Cellular), which owned,
controlled and supervised all three properties. AT&T Wireless Group held a 55.62% equity interest in AB Cellular, however,
held a 50% voting interest, therefore, this investment was accounted for under the equity method. Pursuant to the AB Cellular
Limited Liability Company Agreement, there were redemption provisions that allowed BellSouth, commencing in
December 2000, to alter the ownership structure of AB Cellular pursuant to one of three options. On December 4, 2000,
BellSouth announced its election to have AB Cellular exercise its option to redeem AT&T Wireless Group's 55.62% equity
interest. On December 29, 2000, AB Cellular compleled the redemption of AT&T Wireless Group's 55.62% equity interest in
AB-Cellular, and in exchange, AT&T Wireless Group, through AWS, received 100% of the net assets of the Los Angeles
cellular property. As a resull of the redemption, AB Cellular recognized a significant gain on the transaction based on the
estimaled [air value of the net assets of the Los Angeles cellular property on the date of redemption. AT&T Wireless Group's
net equity earnings for the vear ended December 31, 2000, included $372 reflecting its proportionate share of the gain. The
net assets of the Los Angeles cellular property were recorded at fair value and resulted in a pretax loss of $184 to AT&T
Wireless Group. The excess of the fair value of the Los Angeles cellular property over the fair value of net tangible assets
received, based on a preliminary allocation, totaled $3.174 and has been assigned 1o licensing costs, goodwill and other
intangible assels and is being amortized over periods of five to 40 years. We may make refinements to the allocation of the
fair value of assets acquired in Muture periods as the related fair valve appraisals of certain assets and liabilities are. finalized.
As aresult of this transaction, AT&T Wireless Group's results include a non-cash reduction to investments of 3,756,
associated with the redemption of its equity interest in AB Celluiar,

On November 13, 2000, TeleCorp PCS, Inc. (Telecorp) completed its merger agreement with Tritel, Inc., as part of a stock
transaction. Pursuant to the terms of the agreement, each company merged with a separate newly formed subsidiary of a new
holding-company named TeleCorp PCS, Inc., upon consummation of the transaction. Prior to the merger, AT&T Wireless
Group, through AWPCS, held equity interests in each of TeleCorp and Tritel which were both affiliates of AT&T Wireless
Group. In.connection with the merger, AT&T
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lowa markeis, as well as made a ayment of approximately $80. In return, A ireless Group received TeleCorp's
PCS licenses and wireless syslems in several New England markets. The acquisition 0l the wireless systems was recorded as
a purchase. Accordingly, the operating results have been included in the accompanying combined f{inancial stalements since
the date of acquisition. The excess of aggregate fair value of total assets acquired over the fair value of net tangible assels
acquired, based on a preliminary allocation, totaled $268 and has been assigned to licensing costs, goodwill and other
intangible assets and is being amortized over periods of five to 40 years. AT&T Wireless Group recognized a pretax gain of
$379 associated with these transactions,

AWPLS, completed an exchangec‘)rlam wireless licenses and nghts o acquire aiimonal licenses in the Wisconsin and

On October 2, 2000, AT&T Wireless Group, Lhrough AWPCS, compleled its acquisition of a wireless system in
Indianapolis for approximately $530 in cash. The (ransaction was recorded as a purchase. Accordingly, the operating results
of Indianapolis have been included in the accompanying combined financial statements since the date of acquisition. The
excess of aggregate purchase price over the fair value of net tangible assels acquired, based on a preliminary allocation,
totaled $494 and has been assigned to licensing costs, goodwill and other intangible assets and is being amortized over
periads of five to 40 years. We may make refinements to the allocations of the purchase prices in future periods as the related
fair value appraisals of certain assets and liabilities are finalized.

On June 19, 2000, AT&T Wireless Group announced that it had signed definitive agreements to acquire wireless systems
in the San Francisco Bay Area, San Diego and Houston. On December 29, 2000, AT&T Wireless Group, through AWS and
AWPCS, completed the acquisition of the wireless system in Houston for approximately $1.0 billion in cash. On
Seplember 29, 2000, AT&T Wireless Group, through AWS, compleled the acquisition of the wireless system in San Diego,
for approximately $500 in cash. On June 29, 2000, AT&T Wireless Group, through AWS, completed the acquisition of
Vadafene ‘Airtouch ple's 50% partnership interest in CMT Partners (the Bay Area Properties), which holds a controlling
interest in five Bay Area markets including San Francisco and San Jose, for approximately $1.8 billion in cash, thereby
giving AT&T Wireless Group a 100% ownership interest in this partnership. These (ransaclions were recorded as purchases,
Accordingly, the operating results of the acquired entities have been included in the accompanying combined financial
statements since their dates of acquisition. The excess of aggregate purchase price over the fair value of net tangible assets
acquired, based on-preliminary allocations, tolaled $3,082 and has been assigned to licensing costs, goodwill and other
intangibte assets and is being amortized over periods of five to 40 years. We may make refinements to the allocations of the
purchase prices in future periods as the related fair value appraisals of certain assets and liabilities are finalized. Piior to
consummation of this transaction, AT&T Wireless Group's 50% ownership interest in CMT Partners was accounted for as an
equily investment. As a result of the transaction, $190 was reclassified from investments to goodwill on the accompanying
combined balance sheet.

On June 1, 2000, AT&T Wireless Group, through AWS, completed its acquisition of the assets of Wireless One Network.
L.P., for $859 in cash, acquiring wireless systems in Northwest and Southwest Florida. The

27




In June 2000, AT&T Wireless Op, through AWS, sold its interest in lwo equijgsan vestments for cash resulting in pretax
gains of approximately $141. ‘

On August 2, 1999, AT&T. through AWPCS, completed its acquisition of Honolulu Cellular Telephone Company for
$194 in cash. AT&T contributed its interest in Honolulu Cellular to AT&T Wiretess Group as of the acquisition date. This
transaction was accounted for as a purchase. Accordingly, the operating results of Honelulu Cellular Telephone Company
have been included in the accompanying combined financial statements since the date of acquisition. The excess of aggregale
purchase price over the fair value of net tangible assets acquired totaled $154, and has been allocated (o licensing costs and
goodwill and is being amortized over 40 years.

On May 3, 1999, AT&T, through Winston, acquired Vanguard Cellular Systems, Inc. (Vanguard) and has contributed its
inlerest in Vanguard to AT&T Wireless Group as of the date of acquisition. Under the agreement, each Vanguard shareholder
was entitled 1o elect 1o yeceive either cash or AT&T stock in exchange for their Vanguard shares subject to Lhe linitation that
the overall consideration would consist of 50% AT&T stock and 50% cash. Consummaltion of the merger resulted in the
issuance of approximately 12.6 mitlion AT&T shares and payment of $485 in cash. In addition, Vanguard had approximately
$550 in debt, which was subsequenily repaid by AT&T. The merger with Vanguard was recorded as a purchase. Accordingly
the operating results of Vanguard have been included in the accompanying combined financial statements since the date of
acquisition. The excess of aggregate purchase price over the fair value of net tangible assets acquired totaled $1,436 and has
been assigned to licensing costs, goodwiil and other intangible assets and is being amortized over periods of five to 40 years.
Additionally, AT&T Wireless Group recorded $241 in deferred tax liabilities associated with this transaction.

In April 1999, AT&T Wireless Group, through AWS, acquired Bakersfield Cellular Telephone Company in exchange for
several cellular markels in Texas and cash of $77. The acquisition was accounied for as a purchase. The excess of aggregate
purchase price, including markets exchanged, over the fair value of net tangible assels acquired totaled $104, and has been
-allocated to licensing costs and goodwill and is being amortized over 40 years.

In addition to the acquisitions of Honolulu Cellular, Vanguard and Bakersfield Celtular, AT&T Wireless Group, through
AWS and other direct subsidiaries of AT&T, acquired other cellular markets in Utah, Oregon, California, Idahe, and
Louisiana during 1999, All of these acquisitions were accounted for as purchases. The excess of aggregate purchase prices
over the fair value of net 1angible assets acquired totaled $220, and has been allocaied to licensing costs and is being
amortized over 40 years.
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In May 1999, AT&T Wireless Qz through AWPCS, sold its net assels in the raphic area of San Juan, Puerto Rico,
including a portion of the PCS licell®C, to TeleCorp PCS, Inc. for cash and preferre‘k of TeleCorp resulling in a pretax

gain of $11.

In the fourth quarier of 1998, AT&T Wireless Group, through AWPCS. sold its net assets in the geographic area of
Norfolk, Virginia, including a portion of the PCS license, to Triton PCS Holdings, Inc. for cash and preferred stock of Triton
resulting in a pretax gain of $29.

Alsa in the fourth quarter of 1998, AT&T Wireless Group, through AWPCS, sold a portion of its net assets in the
geographic areas of Cincinnati and Dayton, Ohio, including portions of the PCS licenses, 1o Cincinnati Bell Wireless, LLC
for cash and an ownership interest. A pretax gain of $24 was recognized on this transaction.

On October 2, 1998, AT&T Wireless Group, through AWS, sold its one-way messaging services business and a
narrowband PCS license lo Metrocall, Inc. in exchange for cash and preferred stock of Metrocall. A pretax loss of $5 was
recognized on this transaction. AT&T Wireless Group subsequently distributed its investment in the preferred stock of
Metrocall to AT&T.

In the second quarter of 1998, AT&T Wireless Group, through AWS, sold, for cash, its interest in two equity invesiments
and recognized prelax gains of $195.

In the first.quarter of 1998, AT&T Wireless Group, through AWS, sold, for cash, its equity interest in LIN Television
Corp. and recognized a pretax gain of $342.

5. Asset Impairment and Restructuring Charges

During the fourth quarter of 1999, AT&T Wireless Group recorded a $531 asset impairment charge primarily associated
with the planned disposal of certain wireless communications equipment resulting from a program to increase capacity and
operating efficiency of the wireless network. As part of a multi-vendor program, contracts have been executed with certain
vendors to replace significant portions of the wireless infrastructure equipment in the Western United States and the
metropolitan New York markets. The program is intended to provide AT&T Wireless Group with the newest technology
available and allow it 10 evolve 10 new next-generation digital technology, which is designed to provide high-speed data
capabilities.

The planned disposal of the existing wireless infrastructure equipment required an evaluation of asset impairment in
accordance with SFAS No. 121, "Accounting for the Impairment of Lang-Lived Assets and for Long-Lived Assets Lo be
Disposed Of," to write-down these assets to their fair value, which was estimated by discounting the expected future cash
flows 1o be generated by these assets from their use and eventual disposition through the date of disposal. Since the assets
will remain.in service {rom the date of the decision to dispose of these assets to the disposal date, the impairment has been
recorded as accumulated depreciation and the remaining nel book value of the assets will be depreciated over this shortened
period. As of December 31, 2000, approximately $320 of the asset impairment reserve has been utilized for assets that have
been disposed of and written off. The remaining net book value of these assets was approximately $23 at December 31, 2000,
which will be depreciated over an estimated remaining useful life of 3 months.
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OSupplementary Income Statement lnform.:

For the Years Ended
December 3,

2000 1999 1998

Other income:

Inlerest income $ 146 § 4 %
~ Minority interests in consolidated subsidiaries 28 17 35
Net gains on sale/exchange of businesses and investments 362 99 600
Miscellarieous, net _ () 2 —
Total Other Income $ 53 $ 122 § 650

Supplementary Balance Sheet Information

At December 31,
2000 1999

'Prqggrty,‘plam;and equipment, net: ) . o
Wireless communications systems and other equipment $ 14319 § 10,127
" Land, buildings and improvements o ' 316 255"

Total property. plant and equipment 14,635 10,382

“Accumulated depreciation (4,743) ' (4,033)

Property, plant and equipment, net $§ 9892 § 6349
Goodwill and other assets, nel: . C
Goodwill § 4937 § 2.303
Accumulated amortization (241) (168)
Goodwill, net 4,696 2,135
A@thér_ assets ) - ' ' 1,384 ) 514,'
Accumulated amortization (264) (217)
,_Other assets, net - o S 1,120 327
Goodwill and other assets, net 3 5816 3% 2,462
Included in other current liabilities: . o
Advertising and promotion accruals 5 179 8 162
7 Business tax accruals. ' ' 258 139 '
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Income tax (refunds) payments . (202) (41} 177
7. Investments

AT&T Wireless Group, primarily through AWS and AWPCS, holds investmentis in ventures and partnerships that provide
AT&T Wireless Group access to additional domestic and international wireless markets. Substantially all of these
investiments are accounied for under the equity method.

At Decermber 31, 2000 and 1999, AT&T Wireless Group had equity method investments of $3,080 and $4,409,
respectively, Amortization of excess carrying value of $25, $19 and $52 in 2000, 1999 and 1998, respectively, is reflected as
a compenent of nel equity earnings in the accompanying combined statements of operations. At December 31, 2000 and
1999, the carrying value of investments accounted for under the equity method exceeded our share of the underlying reported
net assets by approximately $446 and $551, respectively, AT&T Wireless Group received distributions based on its equity
interest in these investments of $201, $232 and $233 for the years ended December 31, 2000, 1999 and 1998, respectively.

Ownership of significant equily investments is as lollows:

At December 31,
2000 1999
AB Cellular ) ) T NA () T 55.62% (D)
CMT Partners N/A (2} 50.00% (2)
ACC Acquisitions, LLC ' _ 5000% 3y NA (3
Triten PCS Holdings, Inc. 16.71% (4) 1680% (4)
TeleCorp PCS; Inc. i , 22.99% (5) 1567% (5)
Tritel, Inc. N/A (_6) 21.64% .EG,)
Cincinnati Bell Wireless, LLC ' ' T1990% (D 19:90% (7)
Alaska Native Wireless, LLC 39.90% (8) NA  (8)
Rogers Wireless Communications, Inc. ‘ 16:65% (9 16.65% (9)
Japan Telecom 5.00% (10) NA  (10)
EuroTel Praha, spol. s.r.o. ) _ L 2430% (1) WA (1D
Far EasTone Telecommunications, itd. 2270% (12)  13.87% (12)

{1) See Note 4 for further discussion related Lo the redemption of AT&T Wireless Group's equity interest in AB Cellular in
December 2000.

(2} See Note 4 refated to AT&T Wireless Group's acquisition of the remaining 50% interest in CMT Partners in June 2000.
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(4)

(5)

(6}

and jomtly controlled by Dol and AT&L Wireless Group. Accordingly, thisgnvestment is accounted ror as an equity
method investment in the ac anying combined {inancial statemnents.

During 1998, AT&T Wireless Group, through AWPCS. entered into a venture with Triton PCS Holdings, Inc. to build
and operate digital wireless networks in the Southeast and MidAtlantic areas of the United States. AT&T Wireless
Group contributed licenses to the venture in exchange for preferred stock. The effect of the above transaction resulied in
a non-cash reclassification of license balances of approximately $101 to investments. Additionally during the fourth
quarter of 1998, AT&T Wireless Group, through AWPCS, sold its net assets in the geographic area of Norfolk, Virginia,
including a portion of the PCS license, 10 Triton for cash and preferred stock. Ownership percentages reflect AT&T
Wireless Group's ownership of common stock, assuming conversion of all currently convertible preferred shares to
common stock. In addition, AT&T Wireless Group, through AWPCS, holds redeemable preferred shares in this
investment, which are not currently convertible 1o common stock. These preferred shares have cenain liquidation
preference rights.

During 1998, AT&T Wireless Group, through AWPCS, entered into a venture with TeleCorp PCS, Inc. to build and
operale digital wireless neiworks in portions of New England and the Midwestern and Southeastern Uniled States.
AT&T Wireless Group contributed licenses to the venture in exchange for preferred stock. The effect of the above
transaction resulted in a non-cash reclassification of license balances of approximately $40 Lo investments. Additionally
in May 1999, AT&T Wireless Group sold, through AWPCS, its net assets in the geographic area of San Juan, Puerto
Rico, including a portion of the PCS license, to TeleCorp for cash and preferred stock. In November 2000, Telecorp
completed a merger with Tritel. See Note 4 regarding the discussion of the merger. Ownership percentages reflect
AT&T Wireless Group's ownership of common stock, assuming conversion of all currently convertible preferred shares
to common stock. In addition, AT&T Wireless Group holds, through AWPCS, redeemable preferred shares in this
investment. which are not currently convertible to common stock. These preferred shares have certain liquidation
preference rights.

In January 1999. AT&T Wireless Group, through AWPCS, entered into a venture with Tritel, Inc. to build and operate a
digital wireless network across parts of the Southwestern United States. AT&T Wireless Group contributed licenses to
the venture in exchange for preferred stock. The effect of the above transaction resulled in a non-cash reclassification of
license balances of approximately $94 to investments. In November 2000. Telecorp completled a merger with Tritel. See
Note 4 regarding the discussion of the merger. The December 31, 1999, ownership percentage reflected AT&T Wireless
Group's ownership of common stock, assuming conversion of all convertible preferred shares, as of December 31, 1999,
to common stock. In addition, the AT&T Wireless Group, through AWPCS, held redeemable preferred shares as of
December 31, 1999, in this investment, which were not convertible to common stock. These preferred shares had certain
liquidation preference rights.
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Alaska Native Wireless, LLC| h participated in the Federal Communicatio nmissions’ recent auction of license
spectrum in the 1900 megahertz band, which is used to provide wireless servicest s I& T Wireless Group provided
funding to the joint venture through a combination of a non-controlling equity interest and debt securities of Alaska
Nalive Wireless totaling approximately $229 as of December 31, 2000. AT&T Wireless Group has made certain future
commitments related to this joint venture. See Note 12 for further discussion of outstanding commitments,

LAUNINE INOVEHIDELD LUUU, A &@chss UFOUpP, UHOUZILAYY PO, JULCHE WILINULLCES UL LTS JONRRUIVLL O 4 venwdre,

In August 1999, AT&T and British Telecommunications plc through a newly created joint venture acquired a 33.3%
ownership interest in Rogers Wireless Communications, Inc., formerly Rogers Cantel Mobile Communications, Inc.,. for
approximately $934 in cash. AT&T contribuled its interest in the joint venture to AT&T Wireless Group as of the date
of acquisition. The investment is owned equally by AT&T Wireless Group, through AWS, and British
Telecommunications plc. This investment is accounted for under the equily method because of our ability to elect
certain members of the board of directors of this entity, which we believe provides us with significant influence.

(10) In the first quarter of 2000, AT&T Wireless Group was allocated one-halfl of AT&T's interest in Japan Telecom, which

is held through a joint venture with British Telecommunications plc. This investment is accounted for under the equity
method because of our abilily to elect certain members ol the board of directors of this entity, which we believe provides
us with significant influence. See Note 14 for discussion of subsequent events associated with Japan Telecom.

(11} On October 2, 2000, AT&T Wireless Group, through AWS, completed its acquisition of several interests in intermational

ventures, including Eurotel Praha in the Czech Republic, acquired by AT&T as a result of its acquisition of MediaOne
in June 2000. AT&T Wireless Group acquired these interests from AT&T for approximalely $1 billion in cash, which

'was determined based upon a third party valuation. Addilionally, AT&T Wireless Group assumed deferred tax liabilities

totaling approximately $200 which were transferred from AT&T.

(12) On December 8, 2000, AT&T Wireless Group, through AWS, exercised its options to purchase additional shares of

stock in its equity investment in Far EasTone Telecomrunications, ltd. AT&T Wireless Group paid approximately $205
for the additional shares and increased its ownership percentage Lo 22.70%.
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For the Years Ended
. . December 31,

2000 1999 1998
Revenue $ 13221 § 3466 3 2,065
Operating income (loss) 287 (141) 448
Nel'income-(loss) 1,002 (150) 453

Condensed income statement information includes the results of AB Cellular and CMT Partners prior to their consolidation
by AT&T Wireless Group. The net income in 2000 includes the gain recognized by AB Cellular associated with the
redemption of AT&T Wireless Group's equily interest in December 2000,

Condensed Balance Sheet Information

As of
December 31,
2000 1999
Current assets § 4024 3 2,900
Noncurrent assets 21,792 8867
Current liabilities 2,439 1,215
Noncurrent liabilities 10,008 3,131

Current assets are comprised primarily of cash, accounts receivable and other current assets. Noncurrent assets are
comprised primarily of net goodwill and other assets. net licenses and net property, plant and equipmenti. Current liabilities
are.comprised primarily of operaling accruals and accounts payable. Noncurrent liabilities are comprised primarily. of
long-term debt and deferred income taxes.

AT&T Wireless Group also has investments accounted for under the cost method of accounting, Under this method,
investments are stated al cost, and earnings are recognized (o the extent distributions are received in excess of accumulated
earnings of the investee. Distributions received in excess of accumulated earnings are recognized as a reduction of our
investment balance. These investments, which are covered under the scope of SFAS No. 115,"Accounting for Cerlain
Investments in Debt and Equity Securities,” are classified as "available-for-sale™ and are carried at Fair value with any
unrealized gain or loss, net of tax, being included within our other comprehensive income as a component of combined
atiribuled net assets.

8. Income Taxes

AT&T Wireless Group is not a separate taxable entity for federal and state income tax purposes and its results of
operations.are included in the consolidated federal and state income tax returns of AT&T and its
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1) 1999 1998
U.S. [ederal statutory incom& rale h 35% 35% 35%
Federal income tax at statutory raie $ 144 5 (238) § 65
State and local income taxes, net of federal income tax effect — (20 5
Dividends received deduction — — (2)
Amortization of intangibles 19 17 12
Sale of foreign investment 30 — —
Change in valuation allowance and other-estimates — (50) (17).
Other differences, net 9 3 4
Provision (benefit) for income taxes 5 141§ Q9H s 59
Effective income tax rate 34.1% 43.2% 31.6%
Provision (benefit) for income taxes: ' S
Current:
Federal § @370y § @0h § g

State and local (74) (2) I5

$ @4 s (209 8 98

Deferred:
© Federal R _ $ 499 $ @) s (38
State and local - ' ' 86 (44) (0
i $ sS85 § (85 8 (39
Provision (benefit) for income taxes $ 141§ (294) § 59

Deferred income tax liabilities are taxes AT&T Wireless Group expects to pay in future periods. Similarly, deferred
income tax assets are recorded for expected reductions in laxes payable in future periods. Deferred income taxes arise
because of differences in the book and tax bases of certain assets and liabilities.
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Property, plant and eql‘ntand licenses . P O3618) 8§ (3,240

Investments (939) (508)
Other . (74) (49)
Total long-term deferred income tax liabilities $ (468D % (3,803)
Long-term deferred income tax assels:
Nel pperating loss/¢redit carryforwards b 37 % 65 :
Valuation allowance (15) (12)
Total net long-term deferred’income-tax assels 223 53
Net long-term deferred income tax liabilities $ (4659) % (3,750)
Currem deferred income tax lnbllmes i
Total current deferred income tax liabilities $ — 3 —
Current deferred income tax assets: T
Employee benefits $ 113 11
. Reserves and allowances o ) 65 -If)l_]i
Other 17 15
Tolal current deferred income tax assets 3 93 '§ _ 1 2:/J
Current deferred income tax assets $ 93 3 127

Al December 31, 2000, AT&T Wireless Group had net operating loss carryforwards for federal and state income tax
purposes of $21 and $619, respectively, expiring through 2019. AT&T Wireless Group alse has federal tax credit
carryforwards of $29 which are not subject to expiration. AT&T Wireless Group recorded a valuation allowance to reflect the
estimated amount of deferred 1ax assets which, more likely than not, will not be realized by AT&T Wireless Group.

The realization of AT&T Wireless Group's deferred tax assets is not dependent upon the consolidated tax group of AT&T.
On a stand alone, separate company basis, AT&T Wireless Group has sufficient reversing taxable temporary differences to
warrant recognition of ils deferred tax assets without the need for any additional valuation allowance. AT&T Wireless Group
received payments under its tax sharing arrangement with AT&T for the net domestic tax losses and credits it had generated.
These payments were recorded as a reduction to the related deferred tax assets.

AT&T previously announced that it intends to split-off AT&T Wireless Group (see Note 1). IF it were determined that the
split-oflf failed to qualify as a tax-free transaction, a tax liability would be created which would have a material effect on
AT&T Wireless Group. In addition, there may be tax costs associaled with the split-off that result from AT&T Wireless
Group ceasing to be a member of the AT&T consolidated tax return group, as well as from pre-split transactions. If incurred,
these costs could be malerial to AT&T Wireless Group's results.
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9. Employee Benefit Plan

AT&T Wireless Group sponsors a savings plan for the majority of its employees. The plan allows employees to contribute
a portion of their pretax income in accordance with specified guidelines. The plan matches a percentage of employee
contributions up to certain limits. In addition. AT&T Wireless Group may make discretionary or proefil sharing
contributions . Contributions amounted to $60. $37 and $31 in 2000, 1999 and 1998, respectively.

10. Stock-Based Compensation Plans

Under the AT&T 1997 Long-termy Incentive Program (Program). which was eflective June 1, 1997, and amended on
May 19, 1999 and on March 14, 2000, AT&T grants stock oplions, performance shares. restricted stock and other awards on
AT&T common stock as well as stock options on AT&T Wireless Group tracking stock.

Under the Program, there were 130 million shares of common stock available for grant with a maximum of 22.5 million
common shares that could be used for awards other than stock options. Beginning with January 1, 2000, the remaining shares
available for grant at December 31. of the prior year, plus 1.75% of the shares of AT&T common stock outstanding on
January | of each year become available for grant. There is a maximum of 37.5 million shares that may be used for awards
other than stock options. The exercise price of any stock option is equal to the stock price when the option is granted.
Generally, the options vest over three or four years and are exercisable up to 10 years from the date of grant.

Under the Program, performance share units are awarded to key employees in the form of either common slock or cash at
the end of a three-year period based on AT&T's tolal shareholder return and certain financial performance targets. Under the
1987 Long-term Incentive Program, performance share units with the same terms were also awarded to key employees based
on AT&T's return-io-equity performance compared with a target.

On April 27, 2000 AT&T created a new class of stock and completed an offering of AT&T Wireless Group tracking stock.
Under the Program as amended on March 14, 2000, 5% of the outstanding AT&T Wireless Group tracking shares became
available for grant with a maximum of 1.25% of the outstanding shares that may be used for awards other than options.
Beginning with January 1, 2001 the remaining AT&T Wireless Group shares available for grant at December 31 of the prior
year plus 2.0% of outstanding AT&T Wireless Group tracking shares on January 1 of each year become available for grant.
The exercise price of any stock option is equal to the stock price when the option is granted. Generally, the oplions vest over
two to three and one half years and are exercisable up to 10 years from the dale of grant. In 2000 there were no grants of
awards other than stock options. On April 27, 2000, AT&T granted AT&T Wireless Group tracking stock options Lo
substantially all AT&T and AT&T Wireless Group employees.

Under the AT&T 1996 Employee Stock Purchase Plan (Plan), which was effective July 1. 1996, AT&T is authorized to
issue up to 75 million shares of AT&T common stock to its eligible employees. Under the terms of the Plan, employees may
have up to 10% of their eamings withheld to purchase AT&T's common stock. The purchase price of the stock on the date of
exercise is 85% of the average high and low sale prices of shares on the New York Stock Exchange for that day. Under the
Plan, AT&T sold approximately 1,127 thousand shares to AT&T Wireless Group employees in 2000, approximately
424 thousand shares in 1999 and approximately 535 thousand shares in 1998.
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perods presented. .

AT&T and AT&T Wireless Group have adopled the disclosure-only provisions of SFAS No. 123, "Accounting for
Swock-Based Compensation.” Il AT&T Wireless Group had elecled Lo recognize compensation costs based on the fair value
at the date of grant for AT&T awards granted to AT&T Wireless Group employees in 2000, 1999 and 1998, and for AT&T
Wireless Group awards granted o AT&T Wireless Group employees in 2000, consistent with the provisions of SFAS
No. 123, AT&T Wireless Group's net income (loss) would have been adjusted to reflect additional compensation expense
resulting in the following pro forma amounts:

For the Years Ended December 31,
2000 1959 1998

Net income (loss) $ 481 § (@ed$ 127

The pro forma effect on net income for 1998 may not be representative of the pro forma effect on net income (loss) of
{uture years because the SFAS No. 123 method of accounting for pro forma compensation expense has not been applied 1o
options granted prior to January 1, 1995, as all such options were fully vested by the end of 1998.

There were approximately 53,308 thousand AT&T Wireless Group stock options granted 1o AT&T Wireless Group
employees during 2000. At the date of grant the weighted- average exercise price of these options granted was $29.23. The
weighted-average fair value at date of grant was $14.43 and was estimated using the Black-Scholes option-pricing model.
The following weighted-average assumptions were applied: (i) expected volalility rale of 55.0%, (ii) expected life of 4 years
and (iii) risk-free interest rate ol 6.52%.

AT&T granted approximately 1,082 thousand, 9,438 thousand and 10,503 thousand stock options to AT&T Wireless
Group employees during 2000. 1999 and 1998. respectively. At the date of grant. the weighted-average exercise price for
AT&T options granted to AT&T Wireless Group employees during 2000, 1999 and 1998 were $48.05, $59.35 and $41.86,
respeciively. The weighied-average fair values at date of grant for AT&T oplions granted 1o AT&T Wireless Group
employees during 2000, 1999 and 1998 were $14.26. $15.36 and $9.80. respectively, and were estimated using the
Black-Scholes option-pricing model. The following weighted-average assumptions were applied for 2000, 1999 and 1998,
respectively: (i) expected dividend yields of 1.7%, 1.7% and 2.1%, (ii) expected volatility rates of 31.2%, 27.2% and 23.8%,
and (iii) risk-free interest rates of 6.69%, 4.719% and 5.27% and (iv) expected lives of 3.9 years, 4.9 years and 4.5 years.

11. Fair Values of Financial Instruments

The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable and other current liabilities are a
reasonable estimate of their fair value due to the short-term natwure of these instruments. The Fair value of the shorl-lerm and
long-term debt due to AT&T approximales its carrying vaiue.
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December 31. 2000. AT&T Wirele, roup also makes routine filings with the Fede ommunications Commission and
state regulalory authorities. These .rs could affect the operating resulls of any o arter when resolved in fulure
periods. However. AT&T Wireless Group believes that afler final disposition any monelary liability or financial impaci to us
beyond that provided for al year-end would not be material to our annual combined financial statements.

During January 2001, AT&T closed its previously announced agreement with DoCoMo. Pursuant 1o this agreement,
DoCoMo may require the repurchase of its investment at DoCoMo's originat purchase price, plus interest, if AT&T does not
complete the split-off by specified dates beginning January 1, 2002, or if AT&T Wireless Group (ails Lo meet specified
technological milestones. See Note [ for further discussion related 1o the DoCoMo investment.

AT&T Wireless Group has enlered into various purchase commitments for network equipment as well as handsets. related
to the development of its next-generation strategy. Those commitments totaled $432 as of December 31, 2000. These
commitments expire between 2001 and 2004.

During November 2000, AT&T Wireless Group joined with others in the formation of a venture, Alaska Native Wireless,
which participated in the Federal Communication Commission's recent auction of license spectrum in the 1900 megahertz
band. which is used to provide wireless services. [n January 2001, the auction was completed. and Alaska Native Wireless
was the high bidder on approximately $2.9 billion in licenses. AT&T Wireless Group has committed to fund $2.6 billion to
Alaska Native Wireless to fund Alaska Native Wireless' purchase of licenses. As of December 31, 2000, AT&T Wireless
Group funded approximately $229 of the commitment through a combinalion of a non-controlling equity interest and debt
securities of Alaska Native Wireless. Additionally, in February 2001, AT&T Wireless Group funded an additional $80. The
remaining approximate $2.3 billion of additional funding will be made when such licenses are granted, and will take the form
of non-convertible notes of Alaska Native Wireless. Al the fifth anniversary of the first date on which licenses won in the
auction are granted 1o Alaska Native Wireless, and in addilion o other means by which they may transfer their interests, the
other owners of Alaska Native Wireless have the right 1o require AT&T Wireless Group to purchase their equity interests. If
this right were exercised five years after license grant, the purchase price could be as much as approximately $950 and would
be payable, at AT&T Wireless Group’s option, in cash or marketable securities. The right to require AT&T Wireless Group to
purchase these interests may be exercised before the five-year anniversary of the license grant if the conditions of certain
FCC regulalions restricting the free transferability of certain licenses offered in this auction are met earlier. If the right were
exercised earlier, the purchase price would be calculated in generally the same way as if exercised at five years, except that a
discount would be applied. In certain circumstances, if a winning bid of Alaska Native Wireless is rejected or if any license
granted (o it is revoked, AT&T Wireless Group would be obligated to compensate other owners for making capilal available
to the venture. In certain circumstances, if the grant of the licenses is challenged, AT&T Wireless Group may be obligated to
purchase the interests of other owners. Depending on when such revocation or challenge takes place, the amount may be
material but will be less than the $950 purchase price described above.

AT&T Wireless Group leases land, buildings and equipment through contracts that expire in various years through 2037.
Rental expense under operating teases was $271 in 2000, $205 in 1999, and $181 in 1998. The
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During 2000 and 1999, AT&T \’:ss Group expensed 528 and $82. respective - losses associated with
commitments related Lo certain equity investments. Included in the 1999 loss of $82 W AT&T Wireless Group's
commilment of $63 to fund the long-term debl obligations of one of its equity investments, which fully satisfied AT&T
Wireless Group's commitment for this equity investment.

AT&T Wireless Group also has various other purchase commitments [or materials, supplies and other items incidental o
the ordinary course of business which are not significant individually, nor in the aggregate.

13. Related Party Transactions

As discussed in Note 1. AT&T has provided necessary working capital requirements 1o AT&T Wireless Group, through
AWG and AWS, via an attribution of a portion of the offering proceeds. intercompany debt and preferred stock. as well as
capital contributions prior to the offering. Intercompany debt is reflected in the accompanying combined balance sheets as
"Short-term debt due to AT&T" and "Long-term debt due to AT&T.” Preferred stock held by AT&T is included in
"Combined attributed net assets” in the accompanying combined balance sheets. In addition, AT&T Wireless Group loaned
the proceeds back to AT&T via an intercompany note receivable.

Intercompany interest income on the note receivable from AT&T for the year ended December 31, 2000, wotaled $143.
There was 1o intercompany interest income for the years ended December 31, 1999 and 1998. The intercompany interest
income was determined based upon the methodology described in Note | and is included within other income in the
accompanying combined statements of operations.

Intercompany debt and interest expense was assumed based upon the methodology discussed in Note 1, Intercompany debt
was $2,438 and $3,400 at December 31, 2000 and 1999, respectively, of which $638 represented short-term debt at
December 31, 2000. Intercompany interest expense was $196, $214, and $190, for the years ended December 31, 2000, 1999
and 1998, respectively, of which $123, $88 and $75, was capilalized as of December 31, 2000, 1999, and 1998, respectively.

The 9% cumulative preferred stock held by AT&T was $3.0 billion and $1.0 billion as of December 31, 2000. and 1999,
respectively. Dividend requirements were $130, $56 and $36, for the years ended December 31, 2000, 1999 and 1998,
respeclively.

AT&T Wireless Group, through AWS, purchases long distance and other network-related services from AT&T at
markel-based prices. For the years ended December 31, 2000, 1999 and 1998, these amounts totaled $241. $170 and $65.
respectively. These amounts are reflected within costs of services in the accompanying combined slatements of operations.

ATE&T has allocated general corporate overhead expenses, including finance, legal, marketing, use of the AT&T brand,
planning and strategy and human resources to AT&T Wireless Group, as well as costs for AT&T employees who directly

support AT&T Wireless Group, amounting to $56. $40 and $42, for the years ended
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direct sales force who were employ, f AT&T. as well as commissions and marke s support cosls reimbursed to AT&T
for costs incurred to acquire custo 1 AT&T Wireless Group's behalf. Effcclive‘l 1, 2000, the aforementioned sales
force became employees of AT&T Wireless Group. through AWS. These charges amounied to $67, $223 and $65. for the
years ended December 31, 2000, 1999 and 1998, respectively.

AT&T Wireless Group, through AWS, purchases their administrative telephone services from AT&T. These amounts are
included within selling, general and administrative expenses and totaled $104. $69, and $50 for the years ended
December 31, 2000, 1999 and 1998, respectively.

AT&T Wireless Group. through AWS, selis receivables to AT&T lor wireless customers whose wireless charges are
combined ("bundled™) with their long distance charges into one bilt. Accounts receivable in the accompanying combined
balance sheets included $97 and $83 as of December 31, 2000 and 1999, respectively, associated with receivables from
AT&T for these bundled customers. Selling, general and administrative expenses included $38, $36 and $22 for the years
ended December 31, 2000, 1999 and 1998, respectively. and cosls of services included $38, $29 and $14, lor the years ended
December 31. 2000, 1999, and 1998, respectively, {or the billing and collection fees charged by AT&T.

AT&T Wireless Group, through AWS, utilizes the AT&T remiltance processing organization to process customer
payments into AT&T's lockbox. AT&T Wireless Group paid $23. $22 and $12, 10 AT&T for reimbursement of its cosis
associated with these services for the years ended December 31, 2000, 1999 and 1998, respectively. These costs are included
with selling, general and administrative expenses on the accompanying combined statements of operations.

14. Subsequent Events

In January 2001, AT&T Wireless Group executed agreements with certain network equipment vendors, related Lo the
development of its nexl-generation network strategy. These agreements require AT&T Wireless Group to buy equipment
from these vendors totaling approximately $1.8 billion through 2004,

Effective January 1, 2001, AT&T Wireless Group implemented the resuits of a review of the estimated service lives of
certain wireless communications equipment, primarily electronics. Lives were shortened to fully depreciate all such
equipment within seven years. Similar equipment acquired after January {, 2001, will have useful lives no longer than seven
years.

On January 22, 2001, AT&T Wireless Group, through AWS, compleled its previously announced transaction with
DoeCoMo. See Note | Tor further discussion of the transaction.

On November 17, 2000, AT&T Wireless Group announced that AT&T's board of direclors had approved an agreement
under which AT&T Wireless Group would purchase $200 in Series AA preferred stock from Dobson Communications
Corporation. AT&T Wireless Group. through AWS, completed this ransaction on February 8, 2001. The Series AA
preferred stock acquired has a liquidation preference of $1.000 per share
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Facilities {the "Facilities”) in the agJiate amount of $2.5 billion consisting of an upgea$1.25 billion 364-day Competitive
Advance and Revolving Credil Fac and an up to $1.25 billion Five-Year Compe Advance and Revolving Credit
Facilily. The facilities are subject to a facility fee and utilization fee and bear interesi al variable rates based upon, in various
cases. LIBOR. the prime rate or the rates on overnight Federal funds transactions. The Facilities may be used for general
corporate purposes and are subject to customary covenants. representations and warranties and evenlts of delault. In addition,
the Facilities contain linancial covenants providing for a maximum total debt to total Consolidated Operational EBITDA
ralio (as defined in the facilities agreement) not to exceed 4:0 to 1:0 for AT&T Wireless Group and a minimunt interest
coverage ratio of 3.5:1.0. From the dale of the closing of the Facilities until the date of the split-off of AT&T Wireless Group,
AWS will be prohibited [rom declaring and/or paying dividends. The Facilily also specifies limitations on AT&T's and
AT&T Wireless Group's ability to consummate the split-ofl including a provision that it will consiitule an event of default if
the split-ofT is consummalted wilhout obtaining a favorable tax ruting from the IRS or an unqualified lax opinion that the
split-off will qualify as a tax-[lree transaction. In addition, the existence of an obligation by AT&T Wireless Group to
repurchase equity interests from DoCoMo may under certain circumstances constitute an event of default.

On February 26, 2001, AT&T agreed Lo sell its entire inlerest in Japan Telecom for approximately $1.35 billion. The nel
after-tax proceeds are expected to be approximately $1 billion. AT&T has indicated that the net after-tax proceeds will be
split evenly between AT&T and AT&T Wireless Group. AT&T Wireless Group anticipates that it will recognize a significant
gain on the transaction.

On March 1. 2001, AT&T Wireless Group, through AWS, compleled a private placement of $6.5 billion in Senior Notes
with maturity dates from 2006 to 203 1. The notes pay interest at rates ranging from 7.350% to 8.750% per annum, and
include customary covenanis. The notes include registration rights, such that AWS is required to exchange the notes for a
new issue of noles registered under the Securities Act of 1933 and are 1o be declared effective no later than 240 days after the
issue date.
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COMMONWEALTH OF PENNSYLVANIA

DATE;: October 3, 2001

SUBJECT:  A-311140; F0002; F0003; FO004 )

TO: Bureau of Fixed Utility Services

James J. McNulty, Secretary

Application of AT&T Broadband Phone of Pennsylvania, LLC

We attach hereto a copy of the Application of AT&T
Broadband Phone of Pennsylvania, LLC, for approval to provide
telecommunication services as a Reseller of Toll Services
docketed at A-311140, as a Competitive Locai Exchange Carrier
docketed at A-311140 F0002, as a Competitive Access Provider
docketed at A-311140 FO003, and as a Interexchange Facilities-
Based Carrier docketed at A-311140 FO004 to the public in the
Commonwealth of Pennsylvania, which has been captioned and
docketed to the above number.

The Protest period for this application will expire on October
16, 2001.

This matter is being referred to your Bureau to schedule it
for consideration by the Commission at Public Meeting.

jih

Attachment




..COMMONWEALTH OF PENNSYLVA‘
PENNSYLVANIA PUBLIC UTILITY COMMISSION
P. 0. BOX 3265, HARRISBURG PA 17105-3265

October 3, 2001
IN REPLY PLEASE
REFER TO OUR FILE

A-311140; FO002; FO003; FO004

ROBERT C. BARBER
STERPHANIE BALDANZI
3033 CHAIN BRIDGE ROAD
OCAKTON VA 22185

Dear Sir/fMadam:

Please be advised that the Application of AT&T Broadband Phone of
Pennsylvania, LLC to provide telecommunications services as a Reseller of Toll
Services docketed at A-311140, as a Competitive Local Exchange Carrier docketed at
A-311140 F0002, as a Competitive Access Provider docketed at A-311140 F0003,
and as a Interexchange Facilities-Based Carrier docketed at A-311140 F0004 to the
public in the Commonwealth of Pennsylvania, has been reviewed and found to be in
compliance with the filing requirements of the Commission’s Opinion and Order
entered June 3, 1996, at Docket Number M-00960799.

The protest period for this application will expire on Octoberl'IG, 2001.

This matter is being referred to the Bureau of Fixed Ulility Services to schedule
it for consideration by the Commission at Public Meeting.

Please be advised that you now have provisional authority to do business in
Pennsylvania.

Should you have any further questions concerning this matter, please do not
hesitate to contact me.

Sincerely,

o T

JIM:jih
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PENNSYLVANIA PUBLIC UTlLITY CONMMISSION

RECEIPT
The addressee named here has paid the PA P.U.C. for the following bill: £op
DATE 10/5/01
ROBERT C. BARBER RECEIPT # 198984

WOLF BLOCK SCHORR & SOLIS-COHEN
1650 ARCH ST. 22ND FLOOR
PHILADELPHIA, PA 19103

IN RE: Application fees for AT&T BROADBAND PHONE LLC (ALSO INCLUDES DOCKET #'S
A-311140F0003 & A-311140F0002) :

Docket Numbers A-311140 and A-311140F0004.........ccooiiiiiiiiieiiiiennn, $250.00
REVENUE ACCOUNT: 001780-017601-102

CHECK NUMBER: 1089
CHECK AMOUNT: $250.00 C. Joseph Meisinger
: (for Department of Revenue)

OCUMENT
cQLDER




