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DorrARS rN MrLLroNs (except per share amounts)

Total Operating Revenues $33,18 7 .5
Total Operating Expenses $30,893.3
Net Income $ L,36g.g
Earnings per Common Share $1.2s
Dividends Declared per Common Sh are $ 1.20
Return on Average Common Equity 9.48"/"

Operating Revenues and Expenses in 1984

22%

Sales and Revenues

Sales of Services

Sales of Products

Rental Revenues

Sales and Revenues. Almost half of ATS(T's 1984 oper-
ating revenues came from sales of services, including long
distance services, operator services, installation, *ainte-
nance, repair, user training, and customer support. About
31 percent came from the sales of products, including
switching and transmission systems, PBXs (private branch
exchanges), computers and telephones. Rental revenues,
principally from the rental of embedded (in place) cus-
tomer premises equipment, contributed the remainder, 22
percent.

Costs and Expenses. In 1984,54 percent of our operat-
ing costs and expenses was directly related to the cost of
products and services we sold. Marketing, sales, general and
administrative costs accounted for 3 8 percent of our operat-

ing expenses. 
'We 

focused major cost-cutting efforts on this
latter category of expense, and will continue to give special
attention to reducing staff functions and overhead expenses.
The initial results of these cost reductions have been gratify-
ing, although we expect their full benefit to become in-
creasingly apparent during 1985. The remainder of 1984
operating expenses, B percent, went for research and de-
velopment as we continued our commitment to support
both basic and applied research. The support of both funda-
mental research and new product development is an essen-

tial investment in the future.
For a more detailed discussion of the company's 1984

results and financial position, please consult the

Costs and Expenses

Cost of Services,
Products and Rentals

lVlarketing, Sales,
General and

Administrative

Research and
Development

section of this annual report, beginning on Page L3.
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Charles L. Brown
Chairman of the Board

Dear AI&T Shareowner:

I had said from the outset that 1984 would be a difficult
year.lt was.

But difficulty does not imply disrress.
\7hat I have sought to convey throughout the year is my

own sense of optimism about the future, together with a

realistic appraisal of the near term consequences of di-
vestiture, namely: You cannot divest the core of aflourishing
business-in our case, the telephone exchange business-and,
overnight, rebuild in its place a new enterprise.

Now what I seek to convey to you is that in the midst of
last year's difficulties we have established a basis for the
successful transformation of the company.

Difficulties will persist, of course, bur what is now so
evident is the emergence of an altogether new enterprise
eager to demonstrate its newfound market focus and con-
fident in its commitment to financial goals that can generate
and sustain a significant gro\Mth in earnings.

The evidence of our transformation can readily be
summa rtzed.

Customers liked what we had to offer. The marketplace
demand for our flagship products was strong. And where
long distance customers were asked to choose among com-
peting long distance companies, a solid majoriry srayed with
AT6(T

X7e continued to demonstrate at ATS(T Bell Laboraro-
ries leadership in research and development, especially in the
silicon-based technologies. And we showed that we not only
know how to develop and make innovative products, we
know how to market them as well.

\7e further established ourselves in Europe and in the
Far East, the two most important markets for our products
and services outside the United Stares.

\7e are encouraged by the government's stated willirg-
ness to modify old regulations that still hamper our ability to
compete on even terms with our competitors.

And as we began to move the enterprise in new direc-
tions, there has emerged within the company a spirit of
managing more aggressively and of coming to decisions
faster-a spirit of being on the move.

But most encouraging of all was that the people of
AT6(T demonstrated that they know how to be competitors.
Th.y know how to design, develnp, manufacture, market and
sell high technology products, services and sysrems in mar-
kets that are intensely competitive.

One of the principal adjustments we have had to make is
to lower our cost structure and improve our margins.'We had
to come to grips with the fact that not all of the work done
when we were "the telephone company" has a place in this
new business environment-and that we could operate with a

much smaller management force. As a result, jobs have been
eliminated through attrition, volunt ary and involuntary
retirements and layoffs. Four of our manufacturing plants
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are in the process of being closed. Salary structures are fro zen
through 1985 for all management employees.

In short, the stable work environment of the past is
yielding to a new kind of environment and new indices of
success and failure: Rapid change. Greater risk. Greater
in div i du al accountability.

Financial Performance
Our earnings for the year-$1.4 billion in net income,

$1.25 per share-are a disappointment. \7e expected to do
better. (Highlights of our 1984 financial results can be found
on Page l and a detailed financial report starts on Page 13.)

In some lines of business our sales were lower than we
anticipated. Shomages of some components that go into our
larger systems delayed shipments to customers. The charges
we pay the local telephone companies for customer connec-
tions were higher than we thought they would be.

Some of the factors bearing on our financial perfor-
mance in 1984 are attributable to problems created by di-
vestiture. But not all of them. Some reflect gains made by
competitors in markets where we had previously faced little
competition. Some were the result of regulatory rulings.
Some were of our own making.

That was last year. \7e intend to do better in 1985 and
better still in the years ahead.

In the meantime, ATS(T remains a financially strong
company with nearly $40 billion in assets and excellent
prospects in rapidly growing markets. \7e built a reputation
over many decades as a solid, blue chip investment that paid
dividends to shareowners in good times and bad. That repu-
tation has served us well down through the years and we
mean to keep it.

Outlook 
r

As we move into 1985 and beyond, we look to level out
the ups and downs that characterrzed our earnings in 1984
and assume an upwar d tralectory that will merit the con-
tinued confidence of our shareowners.

\7e will be introducing new products and systems that
will strengthen our market position in the businesses in
which we operate.

\7e will be getting our products out of the factory and
into the hands of our customers more quickly.

\7e will be continuing our efforts to reduce our costs to
ensure that we can price our products and services competi-
tively with other companies whose costs are now lower than
ours.

We will be pressing our efforts in Washington and in the
states to lessen unfair and unneeded advantages-including
cost advantages-that government regulations no\M afford
our competitors. We want AT&T's customers to get the full
benefits, including lower long distance prices, that competi-
tion is supposed to promote for consumers.

Most of all, we expect to continue in all we do to meet
what is our overriding goal: that is, to satisfy our customers,

one by one.'We will do that by rewarding our employees with
good pay and good jobs for good performance, and by
producing qualiry reliable products and services at competi-
tive prices, backed up by the best service in the world.

Nineteen eighty-four was a good beginning for us, but it
was only a beginning.

A chronicle of 1984 would be incomplete if I did not
acknowledge the retirement during the year of AT&T officers
who played critical roles in carying out the very complicated
task of divestiture and then helping to launch this new enter-
prise: Bill Ellinghaus, Bob Flint, John Fox, \Talter Kelley, Rex
Reed, Bill Sharwell and Ken \7halen.

Similarly, though their names are too numerous to men-
tion, the year saw the retirement of many other fine AT6(T
people, both management and non-management.

Th.y will all be missed.
So too will we miss Jerome Holland, who died recently.

His contributions to this business were many since h. joined
our board of directors rn1972.

MW
C. L. Brown
February 8, 1985
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AISil's business is
the electronic movement and management of information

-in the United States and around the world.

ATS{T people provide:

. Domestic and international long distance telecommuni-
cations services for residence and business customers and
special voice, data and video services for businesses and
governments.

. Network systems-switching, transmission and com-
puter-based operations support systems-for telecommu-
nications companies and governments.

. Information systems for businesses of all sizes-in-
cluding office communications systems, enhanced networks,
workstations, computers and sofrware.

. Telephones and other related products and services for
consumers.

. Special systems for the Federal government.

. Electronic components, including computer memory
chips and microprocessors, for our own use and, selectively,
for outside sale.

The k.y to the movement and management of informa-
tion in this electronic era is to bring communications and
data processing technologies together into systems that ad-
dress individual customer needs. Our competitive edge

comes from our demonstrated ability to design and manage
complex, interactive systems.

Each of our business units is responsible for contribut-
ing to the company's overall goal of increasing the value of
our shareowners' investment.

Our long distance business remains regulated by the
FCC and, in the states, by public utility commissions. The
rest of our businesses are for the most part unregulated.

The markets we serve are highly competitive and sub-
ject to rapid changes in technology and customer needs. 'We

intend to focus our resources on those markets where our

opportunities for sustainable growth are strongest and the
opportunities for profit most promising.

s u c c.,$ tf3,T #filH #,1 b a s e d
markets is our ability

to stav out front in research
inddevelopment.

In 1984 a restructured ATS(T Bell Laboratories con-
tinued its basic responsibility: supporting our individual
lines of business by designing and developing new products,
systems and services while, at the same time, carying out a
broad program of fundamental research to provide the tech-
nological foundation for our future. Bell Laboratories also

assumed responsibiliry for the oversight of research and

development being done throughout AT6(T
To speed up the introduction of products and services,

we strengthened the links among our network planning,
development and manufacturing processes. X7e also estab-

lished new ties among our development, manufacturing and
marketing organizations.

In all our k.y research areas we continued to expand the
knowledge base of the three information technologies com-
mon to our businesses: microelectronics, software and pho-
tonics (lightwave).

In shbrt, our research and development people provided
the technology we need to be a world leader in information
systems and services.
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Major Developments
ATS(T Bell Laboratories' development of a one-megabit

memory chip-discussed in more detail on Page 11-was a
clear indication of AT&T's determination to remain one of
the nation's and the world's leaders in advancirg new
technologies.

'We 
set records for transmitting information by lightwave

at incredibly fast speeds (up to two billion bits per second) over
long distances wiihout having to ampliff theiignal along the
way.With this technology, which has important applications
in our business, messages are transmitted as pulses of light,
using ultra-pure glass fibers and powerful lasers.

A new generation single-mode fiber lightwave system
was developed. With the largest capaciry of any commercial
lightwave system, it will cary vast amounts of voice, data,
video and graphics at very high speeds.

A semiconductor circuit, operating at higher switching
speeds than ?ny known silicon circuit (up to 90 billion
operations per second), was demonstrated. This new circuit
could have a significant effect on the design of high-speed
computers and data processing systems.

The \fE@ 32100 microprocessor was a major achieve-
ment. This fastest, most powerful 3 Z-bit microprocessor was

brought into use in only 11 months, one-third the normal
development time.

In the field of artificial intelligence, in which scientists
are seeking to simulate hum an reasoning in computer sys-

tems, we developed a new software system that can design a

microcomputer-on-a-chip in a few hours rather than the
months it usually takes.

New developments also were achieved in production
techniques, including computer-aided design.

Finally, the astonishing problem-solving speed of a new
algorithm developed by an ATS(T Bell Laboratories mathe-
matics researcher raised hopes for broad new areas of linear
programming applications.

$1.50 per month, customers receive a 15 percent discount on
all calls during the evening period.

Another new program, ATS(T Opportunity Callingl"
allows residence and business customers who make more
than $tS a month in AT&T long distance calls to earn
credits for discounted purchases of merchandise and ser-

vices. Customers get one dollar of "opportunity credits" for
each dollar they spend on Af&T Long Distance Service.

Vigorous marketing-supported by the voluntary efforts
of many AT6(T employees-was particularly evident as the
local telephone companies began offering other long dis-
tance companies the same kind of local connections that
ATS(T uses. As these equal access connections are imple-
mented, customers are being asked to choose a primary long
distance company. Generally, customers who do not make a

different choice keep their AT&T service.
ATS(T Long Distance Service offers the best overall

quality and value for long distance calling. 'We provide oper-
ator assistance around the clock, the ability to call from
anywhere to anywhere, guaranteed discounts more than 70
percent of the time, and immediate credit for misdialed or
disconnected calls.

For more information about our long distance services,

call toll-free: 1800 222-0300 for residence needs or 1 800
222-0400 for business needs.

Major Developments
Among AT6(T Communications' new service offerings

was a digital service for businesses, Accunet@ packet service.
A more efficient way of sending some kinds of data, it uses

electronic technology to break datamessages into packets of
up to 25 6 characters and transmit them to different loca-
tions, where the packets are reassembled into messages.

X7e offered new optional features for ATS(T Advanced
800 Service and distributed to more than a million house-
holds and businesses a directory with thousands of toll-free
800 numbers.

\7ith our new Alliance'* teleconferencing service, cus-

tomers can set up their own teleconference calls with up to
59 locations.

AT&T Card Caller public telephones were installed in
airports, convention centers and hotels. Calls are made with
one of our new ATS(T Cards or, in some cases, an American
Express card. Billing is automatic. \ile distributed some 50
million ATS(T Cards.

ATScT Communications began extending more of its
domestic services overseas-including international video
teleconferencing, AIS(T International 800 Service and Dial-
Ito 900 service. Also, agreement was reached with 28 nations
for AIS(T to design and build the major part of the eighth
transatlantic cable (TAF8), the first to employ lightwave
technology.

Meanwhile, the AT&T telecommunications network
continued its evolution to a largely digital system. A digital
network will reduce our operating costs and give us more

%#m* Ex*ftrl{eting ,,u{
$*ng dist*ra#C tcEe*#rffimrrnic*ticns

servifrtr$ Affi xlffiw end rm$rs
oig*rtlus effid imncYative rtrays.
ATS(T Communications endeavored in1984 to increase

customer awareness of AT6CT as a long distance company
and to differentiate our long distance services from those of
our competitors.

Departing from our traditional pricing methods, we
introduced Reach Out'' Ameri ca, offering one hour of inter-
state long distance calls on nights and weekends for $10 per
month and additional hours for $8.50. For an additional
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flexibiliry in moving informa-
tion, whether voice, video or
data. Customers literally will
be able to design their own
long distance services.

!fle announced plans to
construct by the end of 1990
an extensive network of light-
wave facrlities. And we
launched our second Telstar
302 satellite, this one from the
space shuttle Discovery.

The year was not without
problems. Because of di-
vestiture, new systems for
providing our business ser-
vices had to be developed with
the divested Bell companies.
Wren the systems did not op-
erate as intended, we were
faced with a backlog of service
orders. But by late summer,
\7ATS and 800 Service orders
were back on track, and by
year-end we were approaching
normal service levels for pri-
vate line orders.

All other categories of
our long distance service were
as good or better than before
divestiture.

Regulatory Activities
AT6(T is the only long distance company whose prices

and service offerings are still fully regulated. Even though
this market has become intensely competitive, we pay more
than twice as much as our competitors for connections to
local customer lines.

\What we are seeking, both in \ilashington and in the
states, is the freedom to compete on even terms with other
long distance companies.

There was some improvement in Federal regulation in
1984. The FCC in May ordered an 8.5 percent reduction in
the charges we pay local telephone companies for connec-
tions to customers. (These "access charges" are AfScT Com-
munications' single biggest cost-almost 60 percent of its
gross revenues.) This in turn made it possible for us to reduce
our interstate and international long distance prices by 6.1
percent.

ln many state jurisdictions the charges we are required
to pay for local connections range from 80 to 95 percent of
our intrastate revenues. This resulted in overall losses in our
intrastate business rn 1984.

As the year progressed, some states began taking a more
flexible approach to regulating our intrastate services. Vir-

ginia eliminated rate-of-return
regulation entirely, and several
other states gave us much
more flexibility in the way we
price our services.

As the carrier selection
process referred to earlier
plays out through September
of 1986, our principal com-
petitors in the long distance
business will incur the same
charges we pay for local con-
nections where equal access

has been made aYailable.
Thus, the artificial cost advan-
tage currently enjoyed by
other long distance carriers
should be reduced substan-
tially over the next two years.

As the year ended, the
FCC approved a customer line
charge of $1 a month for resi-
dence and small business cus-
tomers starting in mid-1985
and rising to $Z a month in
mid -1986. Larger business
customers already pay a $0
line charge. These charges are

paid to 
. 
the local telephone

companies and will be accom-
panied by decreases in long distance rates. The purpose of
the customer line charge is to reduce the subsid tzatron of
local telephone service by long distance customers.

In other actions, the FCC ,pproved a 50-cent charge,
after two free calls, for interstate long distance directory
assistance calls. This charge is meant to recover part of the
costs we incur from the telephone companies that provide
the service.

f)
I-roYiding nefwork systems

to telecommunications companies
is a husiness in which

we are second to none in our
of the market and

our ty to serye it.
Through ATS(T Network Systems, we sought in 1984

to retain our market position as the principal supplier of
telecommunications systems and equipment to the local Bell
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companies. In addition, ye !.g.rn yolktrg with other tele-
commurucations companies in the United States and around
the world, as well as with government customers and orig-
inal equipment.manufacturers to acquaint them with our
network systems product line.

\7e recogn rze thatmany customers will continue to rely
on a single, general purpose network-in preference or in
addition to special service networks-to transport voice,
data, images and other types of messages.

In working with the companies that own and operate
segments of the telecommunications network, including
AT6(T Communications, the aim of AT6rT Network Sys-

tems is to support the investment they already have made in
network systems while continuing to offer them new revenue
and cost-cutting enhancements.

To increase our production capacity and ensure our
ability to serve this market more effectively than anyone
else, we are implementing state-of-the-art manufacturing
processes, including the use of robotics.

Major Developments
There was unprecedented growth in demand for our

SESS'-' switch, a digital switching system with a modular
design that can serve population centers of any size. Toward
the end of the year we shipped our two-millionth line of this
equipment. In 1985, continuing a large and rapid product
buildup, we will produce up to six million lines.

X7e made significant efforts during the year to upgrade
the Centrex service capabilities of switching systems we
provide the telephone companies. \7ith Centrex service, a

business customer's telephone switching capability is
provided through computer-based electronics in the tele-
phone company's central office.

In addition to switching systems, we provide transmis-
sion products and systems with capabilities ranging from the
connection of a single line to the networking of information
between cities and countries.

AT&T is a leading supplier of products, systems and
components for lightwave, or fiber optics, communications.
Lightwave technology is rapidly becoming the transmission
technology of choice for both local and long distance
telecommunications.

Thus, we continued to increase our shipments of single-
mode lightwave fiber. A special, high-strength version of this
fiber is being manufactured for use in undersea cables, in-
cluding the transatlantic lightwave cable planned for service
in198 B. The first shipments of a still newer generation single-
mode fiber lightwave system are expected to be made in
1985.

AT&T is also the leading supplier of operations support
systems in this country and we are seeking new customers
overseas.

Meanwhile, some of our traditional customers are be-
ginning to benefit from a nontraditional technology in oper-

ations support systems. An example still in the trial stage is
the Automated Cable Expertise (ACE) System. Using
artificial intelligence techniques based on AI&T Bell Lab-
oratories research, the system economically and efficiently
analyzes outside plant maintenance.

In the gro\Ming market
for business automatron

computer technologies.
Success in this market will be achieved by companies

whose products and services bring together voic e and data
functions, and who therefore can offer business customers

t
a
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total system solutions and end-to-end responsibility for
meeting their information management needs.

And so in 1984 we brought to market new, innovative
products that integrate voice, video and data capabilities
with other functions that help customers improve the man-
agement of their businesses and reduce their iosts.

In early 1985 we strengthened our ability to inte grate
tailor- made communications and dataprocessing systems by
teaming up in a multi-ye ar agreement with Electronic Data
Systems, I General Motors subsidiary.

The services our people provide business customers
include designing and engineering networks, and custom-
designing software and hardware for information systems.
We offer flexible service contract options, including one that
gives customers a single number to call for service. For users
of AT&T computers, a toll-free hotline is available 24 hours
a day to resolve hardware and software problems.

Major Developments
In a further restructuring of our AT&T Technologies

organi zatron, we arc bringing together key organi zatronal
resources into three lines of business within ATS(T Informa-
tion Systems. The three arei large business systems; com-

puter systems; and consumer and general business systems.
A single national services organ rzatronwill support all three.
This realignment is designed to make it easier for customers
to do business with us.

Customer response to our new System 7 5 was excep-
tionally strong. This new digital PBX (private branch ex-
change) for medium-sized businesses, introduced in the u.S.
and Canada, offers features and functions that before were
available only with our larger System 85. A PBX is, in effect,
an information controller that connects a business cus-
tomer's voice and dataterminals.

We more than doubled the capacity of our System 85,
which can now handle from 300 to 32,000 voiceldatatermi-
nals. A voice mail system, Audix, was introduced to work
with System 85.

Sales of our microprocessor-based Merlin" communi-
cations system for small businesses exceeded our expecta-
tions, accounting for nea rly athird of the sales of small office
systems by our Business Service and Sales Centers.

Our Information Systems Network set ne\ry standards in
local and wide-area networking technology. It allows cus-
tomers to link workstations, terminals, computers and other
equipment into one easily managed system which can also
be connected to our PBX products.

One of the stumbling blocks to the full reahzation of
office automation has been the inability of one vendor's data
processing equipment to work with another's. To overcome
this problem, we introduced our Information Systems Archi-
tecture, a communications-based concept to ensure that our
own products-including our computers-are compatible
with each other and with other vendors' products.

ATS(T Teletype Corporation continued to introduce
new products, among them a new family of printers, includ-
ing portable and table top models.

In regulatory matters, we arc seeking the removal of
rules that continue to require structural separation between
AT&T Information Systems and the rest of the enterprise,
including our other unregulated activities. These rules, for-
mulated in 1980, no longer serve any useful purpose now
that the divestiture is behind us.

Computer Systems
One of the most significant events of 1984 was our entry

into the general purpose computer business.
X7e entered the computer market with strong creden-

tials. Indeed, many of the computer industry's basic inven-
tions originated at ATS(T Bell Laboratories. 

'We 
have been

making computers for our own use for many years, but it was
not until now that we were allowed to market them widely
outside our own doors.

Computer hardware and software systems play a major
part in our strategy to provide integrated communications-
based office automation systems.

Early in the year AT&T Technology Systems unveiled a
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family of high-performance
38 computers, ranging from a
desktop supermicro to a

po\Merful superminicomputer.
All use the UNIX" Syr-

tem V operating system devel-
oped by AT&T Bell Labora-
tories. A computer's operating
system is a collection of soft-
ware programs that control
the system's hardware and ap-
plications software. The
UNIX System, licensed to
more than 80 computer man-
ufacturers, is well on its way to
becoming a worldwide stan-
dard in the industry. It is the
only commercially ayatlable
operating system that can be
used across a broad span of
computers: from large main-
frame computers to the much
smaller microcomputers.

Three months after our
initial announcement, AfSaT
Information Systems intro-
duced the ATS(T Personal
Computer PC 6300 and a ya-

riety of new software products.
The PC 6300, manufactured
by Ing. C. Olivetti S( Co., uses the thousands of MS-DOS
software packages already available for business and home
applications. It operates with our UNIX-based 38 com-
puters through the AT&T PC Interface.

The PC 63 00 is being sold by our own sales people and
through more than 900 computer specialty retailers. It can
also be ordered by calling toll-free: 1 800 247-7000.

AT&T Information Systems' sales force has. undergone
intensive training in computers, applications software and
local area networks. A thousand of our systems technicians
have been retrained to service these new products.

New consumer offerings
in 1984 included the econom-
ical Ranger"' 600 telephone,
with features-including last-
number redial and a memory
dialer-that before were found
only in high-priced phones,
and new Nomad@ cordless
phones, which operate in the
46-49 MGz frequencies and
offer improved sound quality,
billing security and privacy.

\7e continued offering
traditional telephones, in-
cluding the Trimline@ phone,
our biggest seller, and we ex-
panded our do-it-yourself
wiring and accessories line to
more than 50 products.

AT&T's consumer prod-
ucts can now be purchased at
7,000 outlets coast-to-coast,
including department and dis-
count stores, catalogue show-
rooffis, and appliance and
hardware stores-or by mail.
They also are aYatlable at
about 900 of our own ATS(T
Phone Centers, or by calling
one of our 40 regional busi-

ness offices toll-fre e,1800 555-8111.
Although many of our customers opted during the year

to own their phones rather than to lease them as in the past,
there continued to be a strong-and profitable-market for
leased ATScT telephones. Many customers prefer the con-
venience and other advantages of leasirg their phones. Still
others are buying refurbished models of our basic sets, in-
cluding the phones they previously leased.

One of the industry's fastest growing markets is cellular
mobile communications, invented and developed by AT&T
Bell Laboratories. It has been estimated that by the year 2000
one of every four or five vehicles in the United States will be

equipped with a cellular phone.
Our Autoplex'n' cellular telecommunications systems,

provided.by AT&T Network Systems, are used by cellular
communrcations companies to transmit and route mobile
calls. At year's end these systems were in use in 13 major
cities. In addition to the systems themselves, we market three
models of cellular phones, including a "hands-free" model.

\7e continued our pioneering role in interactive infor-
mation management systems. Our computer-based Real Es-

tate Information Service allows realtors and their customers
to review on a television screen real estate listings and other
information related to purchasing a home. Our new Videotex
Information System offers all the hardware and software that

W.ontinued
our leadership in the

consumer telephond marketplace.
\7e introduced 3 6 new telephone products for residence

and small business customers and expanded by more than a

thousand the number of retail outlets where they could be

bought.
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businesses need to operate a videotex system, which allows a

customer to access data bases and retrieve information on a

host of subjects.

{t p.r* of our effort to reduce costs and improve profit
margins in the consumer telephone marketplace, we com-
pleted installation of an automated, programmable manufac-
turing facility at our plant in Shrevepoft, Louisi ana.

:r,
,t .:
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In 1984 we broadened the base of products and com-
munications services sold to the Federal government.

'We 
continued development of the new standard signal

processor and began production of an advanced mobile
sonar system to fulfill a $56 million contract with the U.S.
Navy.

In the large command and control communications
systems market, Af&T won a number of competitive bids,
both domestically and abroad. One was a majo r award by
the Defense Communications Agency to build an advanced
network that will provide voice , data and video services to
the U.S. Department of Defense and other Federal agencies.
The contract is valued at nearly $900 million over 10 years.

\ile are installing a 350-mile lightwave system for the
U.S. Army in Korea.

senre.
Components and electronic systems represent a critical

element in many AT&T products, such as computers,
switchirg and transmission systems, and PBXs. To a great
extent they determine the features, quality, reliability and
cost of the products we offer.

\Uile ensure our access to the most technically advanced
components at reasonable cost by designing and producing
them ourselves.

A worldwide silicon shortage in 1984 slowed the deliv-
ery of a number of our larger business systems. The shortage
began to ease in midyear, although we continued to feel the
effects of shortages of other components later into the year.

Major Developments
\7e announced that a computer memory chip that can

store over one million bits of information-developed in less

than a year by ATS(T Bell Laboratories-will be ready for
manufacture toward the end of 1985 and in full production
the following year.\7ith this announcement we srgnalled our
intention to maintain our leadership in the field of electronic
components. 'We 

expect to use this new megabit chip in such
ATE(T products as PBXs, digital switches and computers. It
holds four times the amount of memory in about the same
area of silicon as our 256K Random Access Memory chip,
which we first fabricated in 1982 and which is now used in
about two dozen ATS(T products.

ln 1984 we began using our new 32-bit microprocessor
in our 38 computers and Teletype Corporation worksta-
tions. This is the most powerful 3 Z-bit microprocessor avail-
able today.

\7e took steps during the year to increase our capacity to
produce electronic components. 'We expanded integrated
circuit production operations at three factories and opened a
new facility in Orlando, Florida. \7e also are negotiating an
agreement with Compania Telefonica Nacional de Esp ana
to build a $200 million manufacturing facility to make inte-
grated circuits in Spain.

Essential to most ATS.T products are the printed wir-
ing boards that link electronic components together. AT&T
leads the world in printed wiring board technology. \7e also
enjoy technological leadership in a wide range of other
components, such as hybrid integrated circuits, relays, con-
nectors and capacitors.

In addition to supporting our own internal needs for
components, AT&T began in1984 to sell selected electronic
products in the commercial market.

\7e announced an agreement appointing Hamilton/
Avnet as the first industrial electronics distributor for arange
of high-performance AT&T component products, begin-
ning with our 256K memory chip and our family of ODL"
lightwave datalinks.

The year also saw expanded marketing of power sys-

tems, which we develnp and produce for our own products.
In producing high technolngy components and po\ryer

systems, Af&T employs the most sophisticated manufactur-
ing techniques and production processes. As part of a con-
tinuing effort to mod erntze and cut costs, we are phasing out
our Hawthorne and Kearny works, transferring operations
to more efficient facilities. Our printed circuit board plant in
Richmond, Virginia, was singled out in a Fortune magazine
article on "America's best-managed companies" as "the
plant of the future, here and nowl'
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Wcontinued establishing
footholds in international markEts,

dweloping offshore marketing
and manu facturing channels-

for ffi products Ind systems.
Our principal overseas presence is provided by AT&T

International.
An agreement was reached with Ing. C. Olivetti & Co.,

S.p.A, which is 25 percent owned by AT&I to market our
38 line of computers in Europe. And a new company was
formed by ATS(T and Olivetti-UNIX Europe-to handle
licensing agreements and software distributionfor the UNIX
operating system.

In addition, ATS(T International announced the open-
ing in lbkyo of a UNIX systems office for the marketing,
licensing and support of software products in the Far East.

ATS(T Information Systems products were introduced
in international markets tn 1984. Systems 85 and 75 were
made available in Canada for the first time. In 'Western

Europe, System 85 was set for introduction in the United
Kingdom and elsewhere.

\7e began marketing our SESS switch through the joint
company we formed with N. V. Philips of the Netherlands-
ATScT and Philips Telecommunications. This company will
market both switching and transmission equipment in Eu-
rope, the Middle East and part of South America. Sales have

been concluded in Colombia and the Netherlands.
A joint venture company was established with three

Thiwan organizatrons to manufacture and market the 5ESS
switch in Taiwan. 'We 

own 70 percent of this new company,
AT&T Thiwan Telecommunications.

Another joint venture company, Gold Star Semiconduc-
tor, will also make the 5ESS switch and other switching
products for sale in Korea.

lb bolster our domestic production of lightwave fiber,
we formed-with the Gold Star Cable Company of Korea-
the Gold Star Fiber Optic Comp any.Production of optical
fibers in Korea began in 1984.

activities in L984.
A new subsid tary, AT&T Credit Corporation, was

formed to provide long-term financing for iustomers pur-
chasing equipment and services from AT&T units. Bl the
end of 1985, A16(T Credit Corporation is expected to have
assets of about $1 billion.

AT6(T Resource Management was created at the time of
divestiture. It was formed in part from our real estate divi-
sion, the 19 5 Broadway Corporation. The company, which is

responsible for developing all new office space for AfS{T,
seeks to derive maximum benefits from ATS{T's investments
in real estate and other capital assets. It owns or leases more
than 23 million square feet of commercial space nationwide
and has assets of approximately $1.25 billion.

Another subsidi xA, American Transtech, manages
shareowner services for ATS(T and the seven regional com-
panies formed from the Bell telephone companies at di-
vestiture. These services include shareowner account rec-
ordkeeping, handling telephone and mail inquiries from
shareowners, administeri*g the dividend reinvestment
plans, mailing dividend payments, and providing stock
transfer and proxy-related services. The company also has

undertaken some new ventures in direct marketing and data
security services.

The principal philanthropic programs of AT6cT and its
subsidiaries are directed by the AT&T Foundation, which in
1984 made grants of some $16 million to higher education,
health care, social action and cultural programs throughout
the country. Its education program emphasizes university
research and teaching important to the communications
industry. An annual report is available by writing to: Secre-

tary,AT&T Foundation, 550 Madison Avenue, Room 2400,
New York, N.Y. 10022

Our commitment to equal opportuniry and affirmative
action is as strong in our new business environment as it was

in the old. The representation of women and minorities in
managerial positions provides a benchmdrk of past accom-
plishment as well as a base for future achievement. Approx-
imately 32 percent of our managers are women and nearly 13

percen t are minorities.

Of the year's many notable events, perhaps none will be

better remembered by ATScT people than the 1984 Summer
Olympics. \7e brought together and applied our most ad-
vanced Information Ag. technologies at the Games for the
use of both participants and spectators. The systems we
provided, including an advanced Electronic Messaging Syt-
tem, demonstrated Af&T's ability to design and provide
large, complex, user-friendly information systems.

But in its own way, even more remarkable was the
Olympic Torch Run, sponsored by ATS.T Communica-
tions. For 82 days Af &T employees and others-aided by the
Telephone Pioneers of Ameri ca-carried the Olympic Torch
over a 9,000-mile route that started in New York and ended
at the site of the Olympic Games in Los Angeles. Some 30
million people turned out, at all hours of the d^y and night
and in good weather and bad, to see the torch pass by and to
cheer the runners with waving flags and patriotic songs.
ATS(T is proud to have been a part of this event. r



R.port of
Management

The financial statements on pages 18 through 29, which consolidate the

accounts of American Telephone and Telegraph Company and its sub-

sidiaries, have been prepared in conformity with generally accepted

accounting principles.

The integrity and objectivity of datain these financial statements, includ-
ing estimates and judgments relating to matters not concluded by year-

end, are the responsibility of management as is all other information
included in the Annual Report unless indicated otherwise. To this end,
management maintains a system of internal accounting controls which,
on an ongoing basis, is reviewed and evaluated. Our internal auditors
monitor compliance with it in connection with the annual plan of
internal audits. Management believes that the Company's system
provides reasonable assurance that transactions are executed in accor-
dance with management's general or specific authorizations and are

recorded properly to maintain accountability for assets and to permit the
preparation of financial statements in conformity with generally accepted

accounting principles. Management also believes that this system
provides reasonable assurance that access to assets is permitted only in
accordance with management's authorizations, that the recorded ac-

countability for assets is compared with the existing assets at reasonable
intervals, and that appropriate action is taken with respect to any dif-
ferences. Management also seeks to assure the objectivity and integrity of
its financial data by the careful selection of its managers, by organtza-
tional arrangements that provide an appropriate division of respon-
sibility, and by communications programs aimed at assuring that its
policies, standards, and managerial authorities are understood
throughout the organization.

These financial statements have been examined by Coopers & Lybrand,
independent Certified t\rblic Accountants. The other auditors referred to
in their report relating to years 1983 and 1982 are Arthur Young &
CompanS auditors of AT&T Technologies, Inc., (formerly Western
Electric CompanS Incorporated) and Southwestern Bell Telephone
Company and Arthur Andersen 6c Co., auditors of Illinois Bell Tele-

phone Company.

The Audit Committee of the Board of Directors, which is composed of
Directors who are not employees, meets periodically with management,
the internal auditors, and the independent auditors to review the manner
in which they are performing their responsibilities and to discuss audit-
ing, internal accounting controls, and financial reporting matters. Both
the internal auditors and the independent auditors periodically meet
alone with the Audit Committee and have free access to the Audit
Committee at any time.

Robert M. Kavner
Senior Vice President and Cbief Financial Officer

R.port of Independent
Certified Public Accountants

IU7e have examined the consolidated balance sheets of American Tele-

phone and Telegraph Company and its subsidiaries as of December 3L,

1984, January 1, 1984 and December 31, 1983 and the related consoli-
dated statements of income and retained earnings and changes in finan-
cialposition for the years ended Decernber 3L, 1984,1983 and 1982. Our
examinations were made in accordance with generally accepted auditing
standards and, accordingly, included such tests of the accounting records

and such other auditing procedures as we considered necessary in the

circumstances. The financial statements of two former telephone subsidi-
aries and ATS(T Technologies, Inc. (formerly Western Electric Company,

Incorporated) as of December 31, 1983 and 1982, were examined by
other auditors; such statements reflect net income constituting approx-
imately 25% of consolidated income before extraordinary charge for
1983, and 22% of consolidated net income for 1982. The reports of the

other auditors have been furnished to us and our opinion expressed

herein, insofar as it relates to amounts included for subsidiaries examined

by them, is based solely on such reports.

As described in Notes (A) and (B) to Financial Statements, prior to 1984
the Company's financial statements included the accounts of 22 wholly-
owned operating telephone companies. On January lrtg}4ras a result of
a Court-ordered divestiture, certain operations of these companies were
assigned to the Company and the companies were divested by , spin-off
to shareowners. Due to the magnitude of the divested operations, the
Company's financial statements for 1984 are not comparable to those of
prior years.

In our opinion, based on our examinations, and the reports of other
auditors for the years ended December 31, 1983 and L982,the financial
statements referred to above present fairly the consolidated financial
position of American Telephone and Telegraph Company and its sub-
sidiaries at December 31,1984, January 1,1984 and December 31, 1983,

and the consolidated results of their operations and changes in their
financial position for the years ended becember 3L, 1984, 1983 and
1982, in conformiry with generally accepted accounting principles ap-
plied on a consistent basis.

Coopers & Lybrand
l25l Avenue of the Americas
New York, N.Y.

February 8, 1985
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American Telephone and Telegraph Company and its Subsidiaries

Results in Brief:
Selected Financial Dxa

On 
-lanuary 

l, 1984, AT&T was required by Court order to divest those pans of the Bell System operating telephone companies that provided local exchange and exchange access

to the financial statements' 
Due to divestiture, l9&4 financial results are not comparable to prior years.

DoLLARS rN MILLToNS (except per share amounts)

For the yeari
Total operating revenues
Total operating expenses
Income before extraordinary charge

Post-divestiture
'1984

$ 33,188
30,893

L37A

1,370
ttz

$ 1.25

1,010

$ Lza

$ 8,718

lte-divestiture
1982 1981 1980

$ 51,152
38,728
5,967

5,967
150

$ 8.04
724

1983

$ 70,319
57,33 8

5,747
(5,49 8 )

249
127

$ .13
937

$ 65,866
50,678
7,279

7,279
r42

8.40
850

$ 5 8,655
44,365
6,823

6,823
146

8.47
788

net of taxes

Net Income
lteferred dividend

Income applicable to common shares

Earnings per common share
Based on average shares outstanding (in millions)

Dividends declared per common share

At end of year:
Total assets

leases

Preferred shares subject to mandatory redemption

Convertible preferred shares subject to redemption

Other statistics for 1984:
Current ratio

Capital expenditures

Return on average common equity

Market and Dividend Data

The principal market for trading in Af&T common stock is the New
York Stock Exchange. The common stock is also listed in the United
States on the Philadelphia, Boston, Midwest and Pacific exchanges. As of
December 31, 1984, there were 3,197,905 holders of record of this
common stock. Market data as obtained from the Composite Thpe* and

dividend data for the last two fiscal years are listed in the table at right.
The payment of subscquent dividends by the Company will depend upon
the earnings and financial requirements of the Company and other
factors. The prefered shares rank prior to the common shares as to
dividends. See Note (Q to the financial statements.

The Company's stock price and dividends declared were significantly
different in 1984 from previous years because of the change in the
Company's size and other effects of divestiture. As a consequence of
divestiture, investors who held ATS(T shares on December 31, 1983 were

entitled to receive one share in each of the newly formed regional

$ 1,259 $ 122 $ 7,137 $ 6,677 $ 5,817

$ 39,827 $149,530 $148 ,186 $137,7 50 $125,553

$ 44,8t0 $ 44,105 $ 43,877 $ 41,,25 5

$ 1,494 $ L,523 $ 1,550 $ 1,,563 $ r,57 5

$ 5.85 $ 5.40 $ 5.40 $ 5.00

$ 301 $ 336 $ 38s

$ 3,215

9.48%o

holding companies for every ten shares of ATS(T stock held. The com-

bined percent increase in stock price of regional company and AT6{T
shares between December 30, 1983 and December 31, 1984,as measured

by the Composite Tape, was 18.3o/o.

Calendar

Quarter

Market Price*

High Low
Dividends

Declared

1984 $tgYo
ITTs
20Y+

20

$1s
L47/s

1,6Ys

177+

Lst

Lnd
3rd
4th

$.30
.30
.30
.30

1 983 1st
Znd
3rd
4th

$7aY+
69s/a

677/a

66Ya

$se%
62Ys

60Ys
60l/a

1.80* *$
L.35
L.35
1.35

*Encompasses trading on the principal U.S. stock exchanges as well as off-board
trading.

**A spec'ial one-time dividend of $.45 per common share was paid to holders of record
o, I\r[rr.h 31, 1983. This special dividend was not a "dividend increase" but instead

was a one-time payment declared by the Company to accommodate a change in the

schedule of its regular quarterly dividend payments.



15

Management's
Discussion and Analysis
of Financial Condition
and Results of Op.rations

Comparison of Statement of Income Line ltems
IS&P Forecast Format and Annual Report For Year 1984

Annual
Report

DOLLARS IN BILLIONS
(except per share amounts)

IS&P
Forecast Diff.

Total IS&P operating
revenues $s6.5

(18.8)

1.0

(a)

(b)

As a result of divestiture on January 1, 1984, the former Bell
System was separated into seven regional holding companies
("RHCs") and the "new" AT&T-a unified enterprise provid-
ing high qualiry high technology products and services for
information movement and management.

Because of the magnitude and nature of the changes which
occurred at divestiture, comparison of financial results for
1984 with prior years is not meaningful; however, to provide a

complete perspective of divestiture, this year's Annual Report
for AfS(T (the "Company") does include data for bothl984
and prior years. The impact of divestiture is further discussed
in Note (B) to the financial statements. Because comparison of
pre- and post-divestiture financial data is neither meaningful
nor useful, we do not plan to issue pre-divestiture data in the
future.

First Year Operating Results
for the New AT&T
1984 was ayear of change and major readjustment for AT&T
as we moved through the difficult and abrupt transition from a
stable, regulated, telephone comp any environment to the
competitive world of advanced information technology. The
rigors of this transition had a negative impact on the Com-
pany's operating results as did certain decisions by the Federal
Communications Commission ("FCC"). Net income for the
yearwas $1.4 billion, down substantially from management's
expectations at the beginning of 1984, but the actions taken in
1984 have left the Company in a strong position for the future.
In order to meet the demands of the new operating environ-
ment, the Comp any is continuing to streamline operations
and reduce its cost structure, and has filed requests with the
FCC for regulatory relief.

In November, 1983, as part of the preparations for divestiture,
the Company issued an Information Statement and Prospec-
tus ("1S6(P") to inform investors of the changes about to
occur and the expected impact on the Company's operations;
included in the ISS(P was a financial forecast for 1984. The
following chart compares L984 results with the IS&P forecast.

Three changes in financial reporting format have been made
since the IS&P forecast was prepared and are reconciled in this
chart by reclassifying IS&P data into the cuffent format. An
explanation of the reclassifications may be found in the notes
following the chart.

o Adjusted for comparison

Notes;
a) Telephone company access charges were reflected in the IS&P as an operating

gxpense.rather than as a reduction in revenue as they now appear in the Company's
hnancral statements.

b) The provision for uncollectibles was shown in the IS&P as a reduction from revenue
rather than as an operating expense as it is now classified.

c) Ta,xes not relating to income such as property, gross receipts and social security taxes
were classified along with income taxes as operating taxes in the IS&P but are now
included in the opeiating expenses category.

lbtal operating revenues $38.7- $33.2 $(5.s)

Total IS&P operating
expenses

(a)

(b)

(c)

51.6
(18.8)

1.0
1.5

Total operating expenses 35.3 0 
3 0.9 (4.4)

Net IS&P operating
revenues

(c)

4.9
(1.5)

Operating income 3.4* 2.3 (1.1)

Other income-net
Interest expense

.5

.8

7
7

(.2)

Income before income taxes 3.4 2.0 (1.4)

$&P operating taxes
(c)

2.8
(1.5)

Provision for income taxes 1.3 * 6 (.7)

Net income 2.1, T,4 (.7)

Preferred dividend requirements .1 1

Income applicable to common
shares $ 2.0 $ 1.3 $ (.7)

Earnings per common share $2.02 $1.2s $ (.77)

Weighted average number
of shares outstanding
(Millions) 989 1,010 21

Revenues
Total operating
billion in 1984,
expectations.

revenues, net of access charges, were $33.2
down $5.5 billion from our previous forecast

Revenues from sales of products, primarily those manufac-
tured by ATSrT Technologies, were less than expected because

of increased competition, including a large influx of foreign
manufactured products, and delays in the availability of key
products due to silicon chip and other component shortages.
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Service revenues, largely from long distance telecommunica-
tions services but also from installation and maintenance
services and other special services, were also lower than
expected. There were three principal factors in the service
revenues shortfall: unexpectedly high charges paid to the local
exchange carriers ("LECs") for access to their network (access

charges), increased competition in the long distance calling
market, and adverse regulatory actions which prevented the
Company from earning a satisfactory return in most intrastate
toll iurisdictions.

The increase in access charges paid to the LECs was partly due
to the effect of an FCC mandated delay in instituting multi-
line business customer access charges, and a postponement
until mid-1985 of residence customer and single line business
customer access charges. As a result of these delays, the LECs
charged higher access charges to the Comp tnyrcharges which
substantially exceeded Company estimates.

Rental revenues, principally from company-owned customer
premises equipment, were approximately as expected.

Despite the negative influences on revenues inlgS4rthe Com-
pany expects to see significant increases in sales beginning in
1985. Marketplace demand for our high technology products
is encouraging. In addition, component shortages are being
resolved and plans have been laid for the introduction of new
products in 1985. In sales of services, significant growth op-
portunities exist in international long distance calling and in
special services such as private line and networking for large
users. It is expected that competition in the long distance
market will continue and become more intense, but we also
expect that declines in market share will be offset by a growth
in calling volumes, leading to an overall growth in our service
revenues.

It now appears that net revenues {rom the sale of toll services
would have shown a small but steady increase durin gI984 if
actual data rather than estimates had been available. Di-
vestiture created a need for new systems and processes in the
LECs to provide access charge billing as a replacement for the
pre-divestiture division of revenues among the companies. In
meeting these requirements, significant lags and problems
occured in the billing of actual amounts by the LECs during
1984, making it necess ary for the Company to utilize esri-
mates. Differences berween these estimates and actual data

reported were a source of concern to the Com-
pany As the year came to a close, the
LECs had made
accurate financial data the Co
improved procedures to provide greater accur acy in situations
where estimates are still required.

Expenses
Total operating expenses were $30.9 billion in 1984, down

$4.4 billion from previous forecast expectations.

More than half the Company's total expense is the direct cost
of services, products and rentals. The principal cause of the
lower expenses in 1984 was lower than expected volumes.
One-time increases did occur in some costs due to the intro-
duction or expansion of a number of programs designed to
reduce long-term costs.

As a part of our commitment to reduce costs, we arc carrying
out programs to phase out older factories, streamline produc-
tion operations, and reduce inventories and expenses. Addi-
tionally, general and administrative costs are being reduced by
eliminating redundancies and being more frugal.

Expenditures for research and development were $2.4 billion
in1984, reflecting the Company's continuing commitment to
basic research, tcl new product design and development, and
to the redesign and enhancement of existing products.

1984 also saw the settlement of numerous pending litigation
cases, at a cost of $84.6 million, with payment ofiettlement
amounts to be accomplished over a 15 year period. These costs
were charged to expense in 1984 and will not impact income
in futu re years. Settlement of these cases will enable the Com-
pany to concentrate more of its attention and resources on the
present and future needs of the business.

Provision for income taxes of $581.5 million includes fede ral,
state, local and foreign taxes on income. The difference be-
tween the effective income tax rate of 29.8 percent and the
statutory federal income tax rate of 46.0 percent is attribut-
able principally to the amortizatron of investment tax credits,
state and local income taxes, and research credits.

Capital Expenditures
The Company's capital expenditures amounted to $3.2 billion
int984 as we moved to take advantage of new market oppor-
tunities and to improve our products and services. Major
areas of capital investment included network and special ser-
vices growth and improvement, new customer equipment,
and additions for development, production and billing opera-
tions. Internal sources provided financirg for 95 percent of
our total capital needs. Equity financing raised through the
Company's Shareowner Dividend Reinvestment and Stock
Purchase Plan, employee savings plans and capital leases
provided the balance. We plan to continue making significant
investments in productive assets that will enable us to take
advantage of future opportunities.

Liquidity and Financing
As planned, the Company's cash and tempo rury cash invest-
ments decreased significantly during 1984, first by the $1.3
billion payment of the final dividend associated with the

the
in providing timely and
mpany had developed
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former Bell System, then by the use of approximarely $a27.0
million to redeem maturing long-term debt, and approx-
imately $445.6 million to reduce short-rerm debt ouisiand-
ing. Cash and tempo rary cash investments were also affected
by the assignment of assets berween the Comp any and the Bell
Operating Companies ("BOCs") at divestiture; in this asset
assignment, essentially all receivables were left with the BOCs.
As a result, the Comp any began the year with an unusually
small amount of receivables and, as expected, had to draw
from cash reserves to meet cuffent obligations.

Our future plans for the management of cash call for main-
taining a minimum amount of cash on hand to meet short-
term needs and investing the remainder to provide growth
opportunities for the business. Cash generatad from bpera-
tions will be used primarily to pay employees and supplieis for
services rendered, to invest in the future business of AT&T,
anq to pay dividends to our stockholders. Consequently, cash
pd tempo r?ry cash investment balances are nol expecred to
lncrease and may decline somewhat from the level at the end of
1994.

In other areas of current asset management, we are monitoring
the levels of receivables and invenrories and will institute
additional management procedures where needed.

Equity financing during 1984 totaled $I,228.2 million from
new common equity, of which $740.8 million was raised
through the Company's Shareowner Dividend Reinvesrmenr
and Stock furchase Plan, $445.6 million through employee
r3rirgs plans and $41.8 million through the Employee Stock
Ownerchip Plan. This increase in common equity was par-
tially offset by the redemprion of 12,500 shaies of $77.50
preferred shares totaling $12.5 million and redemprions of
300,000 shares of $3.54 preferred and 300,000 ihares of
$3.74 preferred totaling $16.1 million, in accordance with
sinking fund provisions.

Debt outstanding decreased by $701.5 million berween Janu-
ary I and December 31, 1984. Long-term debt decreased
$255.9 million due to retirement of the Company's $250.0
million of 3/q% debentures due September 1,5, 1984; rerire-
ment of $150.0 million of The Pacific Telephone and Tele-
graph Comp any ("Pacifi c") 9.Lo/o debentures due October L5,
1984 assumed at divestiturel and by the retiremenr of other
long-term debt of $27.0 million which was offset by an in-
crease in other long-term debt of $171.1 million. In addition to
the above debt retirements, the Comp any has announced
plans to call $300.0 million of debt, also assumed from Pacific
at divestiture, during 1985; see Note (N) ro the financial
statements. Short-term debt decreased $445.5 million result-
ing from decreases in commercial paper of $405.8 million and
in bank loans and orher notes of $39.8 million.

The Company's debt ratio decreased from 42.5 percent as of
January 1,L984 to 38.5 percent as of December 31r1984 as a

result of the increase in equity financing and the decrease in
debt financing. If preferred shares subject to mandatory re-
demption were included with debt, rhe debt ratio would have
been 48.8 percent and 44.6 percent at January I and De-
cembe r 3Lr 1984, respectively.

til7e expect over time to bring our debt ratio down to a range of
25 to 30 percent.

Dividends declared payable to common shareowners in 1984
were $1.20 per common share. This payout represented 97
percent of Income Applicable to Common Shares. Further
details relating to market and dividend dat a may be found on
page 14.

The impact of inflation on the Company's results and financial
position in 1984 is discussed in the Supplemenrary Data
section beginning on page 30.

Summary of Prior Bell System Results
Because operating results and financial position for 1984 arc
not comparable to previous years, the following summ ary of
1983 and lgS}results is presented for general information only.

Operating Results-ln the former Bell System, revenues grew
throughout 1982 and 1983, but at aslower ratein 1983 due to
increased long distance telecommunications competition. Ex-
penses continued to show the impact of inflation, which was
primarily reflected in increases in salary and wage related
costs, in research and systems engineering costs, and in other
operating and administrative costs. Expenses increased both
in 1983 and Lg\Z,although at a lesser rare in 1983.

AT6(T Technologies, Inc.'s net income declined sharply during
1983 and 1982, principally due to diminished sales volumes
and to costs associated with reorga nLzation and consolidation
of manufacturing, distribudon and repair facilities.

Financing-N&T obtained approximarely 84 percent of its
capital needs through internal sources in 1983 and 87 percenr
inl982. The Company's debt ratio (debt as a percent of total
debt, common equiry and preferred shares) was 42.9 percent
atyer end 1983 and 42.3 percent atyer end 1982.

In Conclusion
1984 has been a yer of reor ganrzation and a new financial
beginning for Af&T, To ope rutein a new world of competitive
information technology, we are cutting costs, investingin new
technology, continuing to strengthen our balance sheet, intro-
ducing ne\ / accounting and management procedures, and
laying out solid financial plans for the future.

We look forward to 1985 as ayear of growth in which we will
begin to reap the benefits of these efforts.
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American Telephone and Telegraph Company and its Subsidiaries

Years ended December 31,1984,1983 and L982

Consolidated Statements of Income
and Retained Earnings

Due to divestiture, 1984 financial results are not comparable to prior years.

DoLLARS rN MTLLToNS (except per share amounts)

SALES AND REVENUES

Sales of services, net of access charges

of $20,633.0

Sales of products

Rental revenues

Total operating revenues (C)

COSTS AND EXPENSES

Cost of services

Cost of products

Cost of rentals

Selling, general and administrative,

and other expenses (D)

Total operating expenses (C) (D) (GXH)

OPERATING INCOME

Other income-net (E)

Interest expense (F)

Income before income taxes

ltovision for income taxes (l)

Income before extraordinary charge and cumulative effect

of a change in accounting principle

Extraordinary charge-net of taxes (B)

Prior years' cumulative effect (through December 31.,

L981) of the change in accounting for defered income

taxes in 1982 (l)

NETINCOME

lteferred divi dend requirements

INCOME APPLICABLE TO COMMON SHARES (carried forward)

33,187.5 $70,3 D.A $55,856.4

8,010.3

6,166.8

21574.2

141142.0

30,893.3 57,338.3 50,577.8

Post-divestiture
re84(B)

$15,780.9

10,189.4

7 1217.3

21294.2

524.5

867.3

1,951.4

581.5

11369.9

11369.9

112.3

Ite-divestiture
1983 1982

L2,980.7

300.8

3,950.4

9,331.1

3,5 84.5

5 ,7 46.6

(5,497 .9)

248.7

126.5

15,L 88.5

37 6.8

31612.4

1 1,953.0

4,96L.0

61992.0

286.8

7 1278.8

141.9

The accompanying notes are an part of the financial statements.

$ 1,257.6 $ 122.2 $7,135.9

ii...li.l.

liiiiiiiiii:ii
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Due to divestiture, 1984 financial results are not comparable to prior years.

DoLLARS IN MTLLToNS (except per share amounts)

INCOME APPLICABLE TO COMMON SHARES (brought forward)

EARNINGS PER COMMON SHARE AMOUNTS based on weighted average

number of shares outstanding of 1,009,569,000 in 1984,935,801,000 in 1983,

and 849,550,000 tn 1982.

Before extraordinary charge and cumulative effect

of a change in accounting principle

Extraordinary charge (B)

ltior years' cumulative effect (through

December 3I,1981) of the change in

accounting for defened income taxes in 1982 (l)

Earnings per Common Share

RETAINED EARNINGS

At beginning of year

Add: Net income

Miscellaneous-ner (S)

Deduct dividends declared

Convertible preferred shares subject to redemption:

$4 Cumulative convertible preferred shares

Preferred shares subject to mandatory redemption:

$3.64 Preferred shares

$3 .7 4 Preferred shares

$77.50 keferred shares

Common: 198 4,$L.20 per share; 1983, $5.85 per share and

1982, $5.40 per share

At end of year

$1,257.6 $ 1,22.2 $ 7,136.9

Post-divestiture
le84(B)

$ 1.25

$ 1.25

Pre-divestiture
19 83 1,992

.34

$ .13 $ 9.40

$ 6.00

(5 .8 7)

$ 8.06

35.4

37.4

42.6

$4,803.9*

11369.g

4l.g

34.7

36.9

40.1

$28,8 8 8.5

249.7

(7.8 )

$26,364.9

7 1278.8

(L2.6)

6,215.7 29,129 .4 33,531.L

1,1.6 25.2

35.9

37.4

41.7

lr22l.5 5 ,49 5 .g 4,601.0

1,333.9 5,622.5 4,742.6

$4,881.9 $23,50 6.9r' $29,888.5

earnings
pre-divestiture retained earnings balance of $23,506.9 was reduced by $18,703.0 of divestiture
AT&T at January 1,1984. This change is discussed in Note (B) to the financial statements.

resulting in a $4,803.9 opening retained

:::ll::: l: . ::::::

:l:::,:::!:,:;li:

li:i:iri
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American Telephone and Telegraph Company and its Subsidiaries

Consolidated Balance Sheets

DoLLARS rN MTLLToNS (except per share amounts)

ASSETS

CURRENT ASSETS

Cash and temporary cash investments
Receivables less allowance for uncollectibles:

$318.4, $194.4 and $358.8, respectively
Inventories (J)

Deferred income taxes
Other current assets

Total current assets

Investments (M)
Property, plant and equipment-net (B)(KXL)
Other assets

TOTAL ASSETS

LIABILITIES AND SHAREOWNERS' EQUITY

CURRENT LIABILITIES
Accounts payable
Accrued vacation compensation
Debt maturing within one year (N)
Advance billing and customers' deposits
Dividends payable
Interest accrued
Other current liabilities

Total current liabilities

DEFERRED CREDITS
Deferred income taxes
Unamo rttzed investment tax credits
Other defered credits

Total deferred credits

Long-term debt including capital leases (B)(O)(L)
Other long-term liabilities
Commitments and contingencies (U)

Ownership interest of others in consolidated subsidiaries
Prefened shares subject to mandatory redemption (Q)

coMMoN SHAREOXTNERS', EQUITY
Common shares-par value $ 1 per share (R)

Author ized shares : 1,200,000, 000
Outstanding shares: 1,03 7 ,678,000 at Dec. 3I,1984;

965,731,000 at Jan. 1,1984 and Dec. 3I,1983
Additional paid-in capital (R)

Retained earnings (B)

Total common shareowners' equity

TOTAL LIABILITIES AND SHAREOWNERS' EQUITY

Due to divestiture, 1984 financial results are not comparable to prior years.

Post-divestiture
at Dec. 31, 1984(8) at Jan. 1, 1984(8)

$ 2,139.9 $ 5,311.7

Pre-divestiture
at Dec. 31,1983

$ 4,77 5 .r

17,333.0 14,346.6

9,370.8

41789.2

751.4
281.7

421.7

21,015.0
1,056.9

$ 5,580.3

L424.8
850.1
537.1

339.2
259.2

21652.9

21000.7
11725.4

299.9

4.257.2
3,616.5

606.3
554.9

333.9
20,289.3

622.0

$ 21326.0

97 5,1
1,126.4

302.3
11332.3

199.6

21151.3

953.9
11700.4

346.4

3,000.7

91137.1

1,151. I

11522.5

965.7

61597.8
4,803.9

$ 149,5 29 .8

9,730.9
1r436.3

33',1..6

342.6

L6,61,6.5

6,146.3
123,7 54.2

3 rA1,2.8

$ 6,860.9
818.0

21307.5

1,729.7
1,335.8
Lr'.1.59.2

L,657.6

15,8 68.7

1,6,366.0
8,059.3
Lr629.7

26,055.0

44,8L0.3

5 10.9
L,522.5

965.7

36,289.8
23,506.9

60,7 62.4

$39,826.6 $35,591.9

11,243.6 8,413.0

41026.0

81717.5

582.7

1,493.9

11037.7

7 1843.3
4,881.9

13,762.9 12,367.4

The accompanying notes are an integral part of the financial statements.

$39,826.6 $35,591.8 $149,5 29.8
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American Telephone and Telegraph Company and its Subsidiaries

Years ended December 31,,1984,1983 and L982

Consolidated Statements of Changes in Financial Position

Due to divestiture, 1984 financial results are not comparable to prior years.

Post-divestiture
lgg4tx

Pre-divestiture
1gg3 * 1,982*DoLLARS IN MTLLToNS (except per share amounts)

Funds (cash and temporary cash investments) at Janu ary I

SOURCES OF FUNDS
From operations:

Net Income
Depreciation
Deferred income taxes-net
Other

Funds from operations before extraordinary charge and cumulative
effect of a change in accountiirg principle

Extraordinary charge
Cumulative effect of a change in accounting principle
Extraordinary charge not requiring funds currently
Cumulative effect of a change in accounting principle not providing

funds currently

Total funds from operations

From external sources:
Increase in long-term debt
Issuance of shares, net of redemptions
Other-divestiture cash flow settlement (S)

Total funds from external sources

Total funds available

USE,S OF FUNDS
Retirement of long-term debt
Dividends paid
Decrease in short-term borrowings-net
Investment in property, plant and equipment-net (S)

Increase in investments
Net change in working capital, detailed below
Increase in other assets

Other-net

Total uses of funds

Funds (cash and temporary cash investments) at December 31

$ 5,311.7 $ 2,453.7 $ 1,252.6

4,893.5 18,626.9 2L,L66.1,

(5,497 .9)
286.8

41869.9

(28 6.8 )

4,893.5 17 ,998.9 2L,1,66.L

1,369.9
2,777.9

777.3
(31.6)

17l.l
1,195.6

17 5,1

5,746.6
9 r854.2
2,400.7

625.4

t,359.3
3r9A2.L

6,992.0
8,734,5
4,157.7
T,27L,9

7r3.4
41463.4

785.0
4,687.2

67 4.t
L6,814.4

72.3
Lr259.2

541.L

318.5

1,541 .8 5,26t.4 5,17 6.8

111747.0 25,714.0 27,605.5

427,A

21326.9

445,6

3,462.1
67.9

1,913. 1

435.5
529.0

557.1

5 ,5L6.7
807.5

1,4,849.3

600.0
(r,292.2)
I,074.6

(1,1 7 4.L)

91607.1 20,938.9 25,1 51 .8

$2,139.9 $ 4,77 5 .l $ 2,453.7

Working capital components (excluding cash and temporary cash investments,
debt maturing within one year,dividends payable and deferred income taxes)

Increase (decrease) in net receivables
Increase (decrease) in inventories
Increase (decrease) in other cuffent assets
(lncrease) decrease in accounts payable
(Increase) decrease in other current liabilities

$ 5,113.6
lrl72.7
(273.2)

(3,254.3)
(845.7)

$ L,l5t.4
257.5

96.8
(2,592.7)

(205.2)

$ 748.3
7.2

19.2
(754.8 )

L,239.3

Net change in working capital $ 1,913.1 $ (t ,292.2) $ t,259.2

The accompanying notes are an integral part of the Enancial statements.
tThe1984statementrefectschangesfomlanuary1,1984toDecember31,1984. oThisstatementhasbeenchangedfomthe"fndssupportingconstruction"formatcommonlyused
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Notes to Financial Statements
DoLLARS rN MrrrroNs (except per share amounts)

(A) Summary of Major Accounting Policies
General Change in Accounting and Reporting Practices-ltior to 1984,
the Company's financial statements reflected accounting practices ap-
plicable to regulated public utilities for its tariffed telecommunications
services as well as accounting principles appropriate for nonregulated
entities for the remainder of the Company. Divestiture and the growth of
competition in the telecommunications business have significantly
changed the environment in which the Company operates. Accordingly,
at the close of 1983 the Company adjusted its financial statements to
reflect the discontinuance of accounting practices appropriate for rate-
regulated enterprises. See Note (B). As a result, the reporting of Company
financial data for 1984 is consistent with generally accepted accounting
principles for nonregulated enterprises.

Consolidation-T1te 1984 consolidated financial statements include the
accounts of the Company and all its significant wholly-owned subsidi-
aries. As a result of divestiture and the change in the nature of the
Company's business, the consolidation now includes AT&T Tech-
nologies, Inc. (formerly Western Electric Company, Incorporated) and
AT6(T Bell Laboratories, Incorporated ("AT6(T Bell Labs"), formerly
Bell Telephone Laboratories, Incorporated, which were reported as in-
vestments on an equity basis prior to 1984. Investments in 20 percent to
50 percent-owned companies and joint ventures are carried on the equity
method. Other investments are recorded at cost.

For years prior to 1984, the Company's consolidated financial statements
included the accounts of 22 wholly-owned Bell operating telephone
companies ("BOCs"). On January 1., 1984, under Court order, these

companies were divested and are no longer affiliated with the Company.

Industry Segmentation-The Company operates as a unified and ver-

tically integrated enterprise in the rapidly evolving industry segment,
information movement and management. This industry encompasses all
facets of information and communications technology, including the
development and provision of devices which receive, send, or process
information, the provision of facilities and services which move informa-
tion over wires and other circuits, and the provision of services which
provide customer support in the usage of information technology.

Regulatory requirements presently impose some structural separation in
the Company's operations and organization; however, the Company has

filed requests to remove these restrictions in order to further integrate its
operations.

Revenue Refunds-Beginning in L984, liabilities for probable revenue
refunds, if any, are reflected in current year results, rather than by restating
the results of the prior periods during which the related revenues were
originally recorded.

Plant and Equipment-Ttte investment in plant and equipment is stated at
original cost. ltior to 1984, such cost for rate-regulated telephone plant
and equipment included intercompany profits. Commencing in 1984, the
original cost of all newly-acquired plant and equipment excludes inter-
company profits. In some instances the cost of plant previously pur-
chased in the Company's pre-divestiture operations as a regulated tele-
phone utility has been reduced to the amount expected to be recoverable
in a competitive environment. See Note (B).
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Depreciation-Depreciation is calculated principally using the group
straight-line method over the useful lives of assets. When depreciable
plant is retired, the amount at which such plant has been carried in plant
in service is charged to accumulated depreciation. AT&T Technologies,
Inc. provides for depreciation on a group straight-line basis for composite
accounts of assets acquired prior to Janu aU 1,19 8 0 and on an accelerated
method for composite accounts of assets placed in service subsequent to
December 3 1,1979 .

Long-term Contracfs-Long-term contracts are accounted for generally
on the percentage-of-completion basis.

Inventories-lnventories are stated at the lower of cost, principally deter-

mined on a first-in, first-out ("FIFO") basis, or market, with provision
for loss for defective material and obsolescence.

Retirement Plans-All costs are accrued over the active working lives of
the employee work force. See also Note (G).

Income Taxes-lncome tax expense includes the effects of timing dif-
ferences between reported earnings and taxable earnings. These dif-
ferences arise when certain transactions are included in the financial
statements in years different from those in which they are reported for
income tax purposes.

Investment tax credits are deferred and amortized as a reduction in income
til( expense over the average useful life of the applicable classes of property.

The Company's tax liability also is reduced as a result of a tax credit
relating to the Employee Stock Ownership Plan ("ESOP"), the amount of
which is contributed to the ESOP, and by ntax credit relating to research

activities.

(B) Impact of Divestiture
As a result of the Court-ordered January 1, 1984 divestiture, the Com-
pany's integrated telecommunications business was split up with those
portions which operate predominantly under monopoly regulation, the
BOCs, being assigned to seven regional holding companies ("RHCs") and
those portions which facestrong and growing competition being assigned

to the post-divestiture AT&T Consequently certain of the Company's
accounting policies and practices were no longer appropriate after
December 31, 1983. Accordingly, the Company adjusted its financial
statements on December 31,1983 to reflect the discontinued use by the
post-divestiture ATS(T of accounting policies and practices appropriate
for rate-regulated enterprises and restated the rate-regulated assets as-

signed to the new ATS(T on a basis appropriate for nonregulated enterprises.

These adjustments, each of which reduced the carrying value of the post-
divestiture AT&T's net assets, consisted of the following:

(1) Reducing the carrying value of terminal equipment and network
facilities from the amounts recogni zed by regulators in the rate-making
process to a lesser amount expected to be recoverable in a competitive
environment.

(2) Establishing liability accruals for expenses which in the rate-making
process have been accounted for only when paid. These include expenses

for future compensated absences and special termination benefits.

(3) Establishing deferred income tax credits for tax timing differences
which regulators in the rate-making process have recognized on a current

basis rather than on a deferred basis as is required for nonregulated
businesses.

These adjustments were accounted for as a divestiture-related extraordinary
charge on December 31,1983, reducing Income Applicable to Common
Shares by $5.5 billion, net of taxes of $4.5 billion (comprised of $.1 billion
of current taxes and $4.4 billion of deferred taxes), or $5 .87 per share.

Additional accounting changes were made in 1984 that did not require
adjustments to income in 1983; the changes relating to Consolidation,
Revenue Refunds, and Plant and Equipment are discussed in Note (A),

Summary of Major Accounting Policies. In addition, the asset values and
related obligations of capital leases are included in the 1984 balance
sheets. The amortization of assets under capital leases and the interest
cost of capital lease obligations are included in current results.

In addition to the divestiture impacts described above, the Divestiture
Plan of Reor ganrzation required AT&T and the BOCs to discontinue
joint ownership of facilities which perform multiple communications
functions. Appropriate arangements have been made through operating
leases and service agreements to utilize these facilities.

1983 expenses included costs of FCC and divestiture-relared reorgan-
ization plans. These charges, incurred in connection with new entities
and with employee relocations and reductions, amounted to $937.0, net
of taxes.

Due to the magnitude of divestiture and the nature of the organizational
and accounting changes related thereto, the Company's results for 1984
are not comparable to those of prior years. The new, post-divestiture
AT&T is about one-fourth the size of the pre-divestiture enterprise for
which 1983 and 1982 results are included in these financial statements.
Furthermore, divestiture involved an intricate reassignment of business
operations, assets and liabilities, and ernployees. The pervasive and com-
plex nature of these changes makes it impossible to restate pre-divestiture
results in a way which would be comparable to post-divestiture results.

The January 1., 1984 balance sheet reflects the accounts of the post-
divestiture Af&T Included are the assets and liabilities transferred from
the BOCs at net book value. AIso reflected is the consolidation of AT&T
Technologies, Inc. and AT&T Bell Labs. Reclassifications of account
categories have been made to conform to classifications in effect at year
end 1984. The net effect of divestiture adjustments reduced retained
earnings at December 31, 1983 bV $tS,703.0.

(C) Operating Revenues and Expenses for Prior Years
Ite-divestiture operating revenues and expenses were as follows:

1983 1982

Operating revenues

Local services

Toll services

Directory advertising and miscellaneous

$30,274.5
34,528.7

5,515.8

$28,985.3
33,25 6.4

3,623.7

Total operating revenues" $70,3 rg.0 $55,866.4

Operating expenses

Depreciation

Other operating expenses

(including taxes not related to income
and provision for uncollectibles) *'

$ 9,854.2

47,484.t
$ 8,734.5

41,943.3

Total operating expenses o

*'Reclassified to conform to 1984 presentation.

$57,338.3 $50,677.8
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DoLLARS IN MILLToNS (except per share amounts)

(D) Research and Development
Research and development expenditures, which are charged to expense

as incurred, amounted to $2,3 68.1in1984,$862.2 in 1983 and $610.6 in
lgSL,respectively. The 1983 and 1982 research and development expen-

ditures of AT6rT Technologies, Inc., which were $1,358.9 and $1,179.8,
respectively arc not included in the above amounts because AT6(T
Technologies, Inc., was not consolidated prior to1984. See Note (A).

(E) Other Income
Other Income-net for the years 1984,1983 and 1982 includes the net

income applicable to investments in unconsolidated companies (includ-

ing AT&T Technologies, Inc. in 1983 and 1982) accounted for on an

equity basis of $19.9, $54.3 and $372.3, respectively and interest in-
come, primarily from temporary cash investments, of $452.3, $493.4
and $234.8, respectively. Also included in other incom e aregains relating
to the sale of fixed assets, dividend income, and other miscellaneous

income. Deductions from other income relate principally to contribu-
tions and other miscellaneous non-operating expenses and also, in 1983

and lgtlrminority ownership of others in net income.

(F) Interest Capitalized
Interest expense is net of interest capitahzed, which was $74.7, $35 6.8,

and $317 .6 in1984,I983 and LgSz,respectively.

(G) Provisions for Pensions and Death Benefits
Itior to L984, employees of the pre-divestiture Bell System were covered

by two pension plans, one for non-management employees and the other
for management employees. As a result of divestiture, the non-manage-

ment and management pension plans were split into several non-man-
agement and management pension plans covering the divested com-
panies and the new AT&T

Contributions to the pension plans are made to irevocable trust funds. It
has been, and continues to b., the policy of the Company to make

contributions which are equal to the current year cost of the plans

determined on a going concern basis by an actuarial method specified by
the Employee Retirement Income Security Act of L974 ("ERISA"). The

actuarial cost method used for pension cost determination by the Com-
pany is the Aggregate Cost Method.

The following data provide information on plan costs. Figures for years

1983 and L982 relate to the entire pre-divestiture Bell System whereas

figures for 1984 are for the new ATS(T and its subsidiaries only.

The reduction in the dollar amount of pension costs from 1983 to 1984 is

due primarily to the smaller employee base of the post-divestiture AT&T,
1983 pension costs decreased by approximately $959.1 due to a change in
the assumed earnings rate inl983. Amendments to the plans in 1983 had
the effect of increasing costs by approximately $61.5 and $270.7 ,in 1984

and 19 83, respectively.

Statement of Financial Accounting Standards No. 36 ("Statement No.
36") requires disclosure to be made of the actuarial present value of
accumulated plan benefits and the fair value (essentially current market
value) of net assets available for plan benefits. The followin g data arc
based on the latest actuarial valuations. Figures for the post-divestiture
AT&T are on an estimated basis.

January 1, December 31,, December 31,
1984 1983 1982

Actuarial present
value of accumulated
plan benefits:

Vested

Non-Vested
$ 9,600.9

1,832.0
$31 ,558.6

41520.2
$26,L6L.3

3,939.5

Current year cost $1,043.4 $2,620 .2 $3,5 ro.7

Current year cost
as a percent of
salaries and 9,Vvo 9.2o/o l2.8o/o

The 1984 current year cost was determined using an assumed investment
earnings rate which varies by calendar year. The rates assumed are 8% for
1984 and 1985 and decline to 5 %by lggl,remaining at 5% thereafter. If
the assumed investment earnings rates were 1% lower, the 1984 current
year cost would be $497.0 more than shown above.

Total $tt,432.9 $3 6,09 9.8 $3 0,100.8

Fair value of net assets

available for benefits $17,148.3 $53 ,9 57 .o $45,380.3

The rates of return used in determining the actu artal present value of
accumulated plan benefits arc the rates used by the Pension Benefit

Guaranty Corporation ("PBGC") for determining the value of plan bene-

fits under terminated pension plans and averuged approximately 9.1o/o

and 9.9o/o compounded annually at December 31, 1983 and 1982, re-

spectively. If the rates used by PBGC had been 1% lower, the actuarial
present value of accumulated plan benefits at December 31r 1983 would
have been approximately $4A,646.9 instead of $36,088.8 as shown above

for pre-divestiture Af&T and $13,021.4 instead of $11,432.9 as shown
above for post-divestiture AT&T at JanuaA 1,1984.

The Company believes that misleading inferences concerning the plans'

funding status may result from a comparison of the actuarial present

value of accumulated plan benefits with the fair value of net assets

available for plan benefits. This is because plan assets have been accumu-

lated by making contributions equal to current year costs determined on
a going concern basis as required by ERISA, while the determination of
the actuarial present value of accumulated plan benefits required by

Statement No. 36 is essentially a "plan termination" type calculation
which uses methods and assumptions which are not the same as those

used to determine current year pension costs. Furthermore, the fair value

of net assets available for plan benefits will fluctuate which also may

create erroneous impressions with respect to long-term progress on fund-
ing the pension plans.

(H) Post-Retirement Health Care and Life Insurance Benefits
The Company provides health care benefits for retired employees through
insurance company contracts in which the premiums are based on bene-

fits paid plus administrative expenses. The Company recognizes the cost

of providing such benefits by expensing the annual insurance premiums,

which were $853 .6 for 1984. This cost, which is not separable by active

and retired employees, represented 7 .4o/o of total salaries and wages and

included costs for approximately 365,000 active and 70,000 retired

employees.

1984 1983 1982



25

Under the terms of the Divestiture Plan of Reor gantzation, ATBcT is

responsible for a portion of the health care benefits costs of the divested
BOCs' pre-divestiture retirees. Such cost is expensed as incurred and
totaled $92.0 for 1984.

The Company also provides life insurance benefits for all retired em-
ployees. The current yeff cost, determined using the Aggregate Cost
actuarial method, was $36.3 for 1984, representing less than one percent
of total salaries and wages.

(I) Income Taxes
The components of income tax expense are as follows:

A reconciliation between the statutory federal income tax rate and the
effective income tax rate is as follows:

1984 1983

(2.3)

t982

Statutory federal income
tax rate

State and local income
taxes, net of federal
income tax effect

Amorti zatton of investment
tax credits

Research credits

Settlement of Pacific's
prior years' tax matters

Other differences

Effective income tax rate

(J) Inventories
At lower of cost or market:

46.0%o 46.0% 46.00/o

3.1

(15.8)

2.9 2.4

(7,8) (5.3)

(.6) (.2)

(1.5) (2.0)

Plant construction costs
deducted for tax purposes,
depreciated for book purposes

(3.2)

(.3)

Current
Federal

Foreign
State and local

Defened
Federal

Foreign
State and local

Defened investment tax
credits-net

ESOP tax credit

1984

$(241.6)
8.6

14,5

682.2

95.1

9.2
13.5

1983

$261,.3
6,8

337.4

2,245.9
(1.5)

164.6

440.9
1,29.1,

1982

$(77 5.6)
(2.9)

31 1.3

L.3

1,.7 (.7)

29.\Vo 38.4'/o 4l.5o/o

3 1984.5

219.8

1,,089.4

r34.5

December 31, 1984 January l, 1984

Completed
In process
Raw materials and supplies

$1,875.8
lr9gg.4

914.A

$11244.1
l1573.g

798.5
Total $581.5 $3,5 94.5 $4,9 61,.0

Deferred income tax expense results primarily from timing differences
between tax and financial reporting of depreciation expense and also ,,

in 1984, from sales-type leases and special termination benefits.

The Company's Current Federal Income Thxes are negative in l984due to
a net operating loss for ta:r purposes and research credits. Carryback of
these items will result in refunds of income taxes paid in prior years.

Investment tax credits are net of amorttzatronof $3 09 .2 in 1984, $725 .7

in 1983 and $795.5 in 1982.

ln 1982, the Company changed its accounting for certain defered in-
come taxes (primarily state and local) to eliminate defered taxes not
recognizedby regulators having jurisdiction over the related plant. This
change increased net income in1982 by $352 .7 ($.+Z per share), includ-
ing the prior years' cumulative effect of $2S6.8 ($.34 per share).

1982 Cument and Defened Income Thxes were also affected by settlement
of a tax matter relating to The Pacific Telephone and Telegraph Com-
pany's ("Pacific") eligibility for accelerated tax depreciation and invest-
ment tax credit. This change increased net income in 1982 by $191,.2
($.22 per share), including $47.8 ($.Oe per share) applicable to prior
years. In 1983, further settlements between the Company and Pacific and
the IRS on this same matter increased net income by $21,6.4 ($.23 per
share).

Total inventories $4,799.2 $3,616.5

Inventories in 1984 included new equipment held for sale, lease or
maintenance, used rental equipment held for reuse or sale, items in the
process of manufacture, and materials and supplies.

Inventories at December 31, 1983 were $1,436.3 and consisted primarily
of materials and supplies in the BOCs and new customer premises
equipment held for sale, lease or maintenance. The amount for 1983 does

not include $3 ,120.6 ofinventory of AT&T Technologies, Inc. which was

not consolidated prior to 1984. See Note (A).

(K) Property, Plant and Equipment
At cost:

Land
Buildings and leasehold

lmprovements
Machinery and electronic

equlpment
Transportation equipment,

furniture, tools and other

Total propgrry plant
and equlpment

Less: Accumulated
depreciation

December 31, January 1,

1984 1984

$ 452.6 $ 432.9

5,648.8 5rl7g.3

3A,046.7 30,686.5

2,359.7 2,292.8

38,507.8 38,591.5

17,492.8 18,302.2

December 31,
1983

9r3.8

14,41,2.4

1,38,877.7

L2,690.t

L66,894.0

43,L39.8

$

Net property, plant
and equipment $2t,015.0 $20,289.3 $123 ,7 54.2
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Depreciation expense was $2,777.9, $9,85 4.2 and $8,734.5 for 1984,
1983 and lgsz,respectively.

(t) Leases
The Company's future minimum lease payments under capital and non-
cancellable operating leases, together with the present value of the net

minimum capital lease payments at December 3L, 1984,are as follows:

Capital Operating
Leases Leases

Minimum lease payments for years ending December 3L:

The minimum future rental payments to be received on leases are as

follows:

Sales-Ilpe
Leases Operating Leases

1 985 $256.3 $105.1

t986 254.8 48,2

1987 197.3 23.7

1988 104.8 10.1

1989 51.3 .4

Thereafter 13,7 I

1985

Rental expense under operating leases was $855.9 in 1984, $L,758.2 rn

1983 and $1,508.4 in 1982.

ltior to 1984, under accounting appropriate for regulated industries, all
leases of the Company's regulated entities were reflected in financial
statements as operating leases.

In addition to leasing prop erty from others for use in the business, the

Company also leases its products to customers. The Company's net

investment in sales-type leases at December 31.,L984, was $521.6.

$878.2 $187.6

(M) Investments at Equity
As of Decemb er 31,1984 the Company held the following major equity
investments:

Ing, C. Olivetti & Co., S,p,A, -25.0o/o of voting shares owned, an

international manufacturer and marketer of office equipment and com-

munications products. The Company's investment at equity is $252.5.

Joint venture with N.I{ Philips-50.0% of voting shares owned, to ex-

plore and develop international opportunities for marketing and dis-

tribution of Company products and services. The Company's investment
at equity is $86.1.

Dividends received from equity investment entities were $2J in 1984.

The Company's cumulative equity investment in undistributed earnings

of investees was $30.0 at December 31,1984. See also Note (E).

During 1983 and 1982 the Company also held major equity investments

in ATErT Technologies, Inc., ATS(T Bell Labs, The Southern New En-

gland Telephone Company ("SNET") and Cincinnati Bell Inc. AT&T
Technologies, Inc. and AT&T Bell Labs are now consolidated in the

Company's financial statements. Investment in SNET has been sold while
the investment in Cincinnati Bell Inc. is now recorded at the amount
which will be realized upon completion of the sale to that company.

The following summa rtzed consolidated financial information is for
AT&T Technologies, Inc. in years L983 and 1982:

$ 163.6 $ 546.5 Total

1986 136,6 460.1

t987 95.4 353.4

198 8 46,7 286.0

1989 17.8 146,6

Remainder 164.2 539.4

Total minimum lease payments $ 624.3 $2,332.0

Less: Estimated executory costs on capital leases

Imputed interest on capital leases

24.1

219.5

Present value of net minimum

capital lease payments $ 380.7

1983 1982

Sales

Operating costs and expenses

Provision related to
Facility Utilization Plans

Net Income

$tt,1.54.7 $12,579.9
1 0,841 .5 11 ,359.5

260.0 625.0
50.7 336.7

The Company also leases equipment to others on an operating lease

basis; the principal portion of these leases is cancellable. The net invest-

ment for such equipment at December 3L, 1984 was as follows:

Current assets

Net plant and equipment
Other assets

$5,426.r
3 1152.6

508.8

$4,77A.7
2,936.8

490.3

Total assets $9,087.5 $8,197.8

Machinery and equipment

Less: Accumulated depreciation

$8,831.3

5,784.6

Curent liabilities
Long-term debt
Other liabilities

$2,499.0
Lr0l7.8

949.4

$1,672.7
889.7
878.3

Net investment $3,046.7 Total liabilities $4,466.2 $3,44A.7
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The 1983 and 1982 ltovisions related to Facility Utilization Plans in
AT&T Technologies, Inc. represent charges to earnings to cover the costs

of consolidating facilities and other reorganization plans.

(N) Debt Maturing Within One Year
Debt maturing within one year consists of the following:

distributed to senior managers upon the achievement of specified finan-
cial and management effectiveness objectives. During 1984, 398,051
units were awarded with an average value of $17 .94 per unit.

Under the AT&T 1984 Stock Option Plan, a maximum of 20,000,000
shares are avatlable for grant of options to selected key employees of the
Company beginning on Janu aA 1,1984. The option price for outstand-
ing options is the average quoted market price on the date of the grant.
This plan shall expire Decemb er 21,1993 unless previously terminated.
During 1984, options were granted for future purchase of 1,508,372
shares of common stock at an average exercise price of $17.89 per share,

exercisable one year after date of grant, and stock appreciation rights for
521863 shares were granted at an average exercise price of $17.86, exer-

cisable at least six months after date of grant. No options were exercised
in 1984. As of December 3I,1984,18,491,628 shares were available for
future grants under the Stock Option Plan.

(Q) Preferred Shares
The Company has 100,000,000 authorized shares of preferred stock at $1

par value. The outstanding issues are as follows:

$:.e+ preferred shares having a $50 stated value-9,400,000 shares are

outstanding. These shares may be redeemed by the Company at a pre-
mium of $2.50 per share on or before April 30, 1985 and at a diminishing
premium thereafter. During each of the years 1984 and 1983, the Com-
pany redeemed 300,000 of these shares.

$3.74 preferred shares having a $50 stated value-9,700,000 shares are

outstanding. These shares may be redeemed by the Company at a pre-
mium of $2.5 6 per share on or before January 31,1986 andat a diminish-
ing premium thereafter. Duri ng1984, the Company redeemed 300,000 of
these shares.

$77.50 prefened shares having a $1000 stated value-S25,000 shares are

outstanding. These shares may be redeemed by the Company at a pre-
mium of $48.70 per share on or before January 31, 1986 and at a

diminishing premium thereafter. During each of the years 1984,1983 and
1982,the Company redeemed12,500 of these shares.

The $3.64 and 53.74 issues described above contain a requirement for
sinking fund redemption each yer of 3o/o of the shares without premium;
an additional 3% may also be redeemed at the Company's option. For the

$77.50 prefened shares, on February 1 of each year through L992 the
Company must redeem 12,500 of these shares through a sinking fund at

stated value; thereafter the requirement is 1,8,750 shares each year; an

equal number may be redeemed at the Company's option each year.

The total sinking fund requirements for all series of preferred shares

subject to mandatory redemption arc $42.5 per year for 1985 through
L989. These sinking fund requirements are cumulative; that is, should
redemption amounts not be set aside in full because the net assets of the
Company are insufficient, or for any other reason, such amounts must be

set aside, without interest, before any common share dividends are paid
or declared, or any common shares are purchased or redeemed.

Allpreferred shares rank prior to the common shares both as to dividends
and on liquidation but have no general voting rights. However, if divi-
dends on any series of preferred shares are in default in an amount equal
to six quarterly dividends, the number of directors of the Company will
be increased by two, and the holders of all preferred shares will have the

December 31, January 1,

1984 1984
December 31",

1983

Notes payable:
Bank loans
Commercial paper
Commercial notes

Other notes

Current portion of long-term
lease obligations

Long-term debt maturing
within one year

$

2.2

112.2

563.5

22.4

94.4

412,0

$ 149.9
1,529.4

68.1

5.1

555.0

$ 19.6

172.2 578.0

Total $850.1 $1,126.4 $2,3 07 .5

Through February 8, 1985 the Company has announced plans to call two
issues of long-term debt outstanding. These issues, assumed from Pacific
at divestiture, are as follows: $100.0 of ISYz% debentures due in 2A20
and $200.0 of LSVI% debentures due in 1988. This debt has been

reclassified from long-term debt and is now included in long-term debt
maturing within one year.

(O) tong-term Debt
Interest rates and maturities on long-term debt outstanding at
December 31,1984 were as follows:

Zs/s%o to
Maturities 6TsVo

7To to
STsVo

9Vo to
14.7 %o Total

1985 $ 132.0 $ 15.0 $ 7.5 $ 154.5

1987 307.0 15.0 7.5 329,5

1 988 7.4 15.0 7.5 29,5

1,989 7,0 15.0 407.5 429.5

I990-L999 2,151.0 529.A 1,575.0 4,255.0

2000-2009 500.0 2,4a8.1 45.0 21953.1

2010-20t9 300.0 300.0

lbtal $3,104.0 $3,297.1 $2,050.0 $8,451.1

Long-term lease obligations
Other
Unamortized discount-net

Total $8,717.5

(P) Stock Options and Employee Incentive Plans
The Company has two employee incentive plans that provide for the
granting of stock and/or options to purchase the Company's common
stock to selected key employees of the Company. Under the Af6rT Long
Term Incentive Plan, units equal to the value of one common share are

268,5

25.8
(27.9)



28

DoITARS IN MILLToNS (except per share amounts)

exclusive right, voting separately as a class, to elect such two additional
directors so long as such default continues.

At December 31, L982, following conversion of 685,509 shares during
that year, the Company had 6,002,712 shares of $50 stated value, $4
cumulative convertible preferred stock outstanding. All shares outstand-
ing at September 30, 1983 were redeemed at the stated value.

and true-up of reserves previously accrued for restructuring the corpora-
tion and adjusting the carrying value of assets.

Miscellaneous-net in the 1984 Statement of Retained Earnings includes

the settlements of divestiture cash flo*, divestiture asset assignment, and

other claims which increased retained earnings by $81.8 and cumulative
foreign exchange translation adjustments which reduced retained earn-
ings by $39.9.

(R) Common Shareowners' Equity
Book value per common share amounted to $13.27 at December 31,

1984; $12.81 at January L, 1984; $62.92 at December 3L, 1983, and

$69.07 at December 31, 1982, On May 23, 1983, the par value was

changed from $I62h per share to $1 per share.

Common shares outstanding increased in the periods indicated as follows:

(T) Quarterly Financial Information (unaudited)
Summarizedquarterly financial results for 1984 and 1983 are as follows

Calendar Net
lbtal

Operating
Revenues

.20

.43

.28

.33

$1984 lst
2nd
3rd
4th

lbtal
Operating
Expenses

Earnings
Per

Common
Share*xQuarter Income

1982

$8,139.3
81621 .3
8,009.9
8,411.0

$7,699.2
7,832.6
7 1502.0
7,859.5

$ 226.9

455.5
317 .3

370.2
Beginning balance
Conversion of cumulative

convertible prefemed shares
Shares issued through

underwritten offerings
Shares issued under

share owner plans
Shares issued under

employee plans
Other

Beginning balance
Conversion of cumulative

convertible prefemed shares
Shares issued through

underwritten offerings
Shares issued under

share owner plans
Shares issued under

employee plans
Divestiture adjustments (S)

Other

$965.7

44.7

27.3

1984

$6,597.8

696.1

$896.4

6.0

17.6

31.7

to:

$8 15.1

.7

27.7

28.3

17.9
6.7

1982

$1,7 36.6
1,g2g.g
1,45 9.0

623.2*
(5,497 .9)

$1.87
2.A3

1.5 1_

.62"
(5.8 7)

1984

460,1

93.3
(4.0)

1983

1983

83L9

Total $33,187.5 $30,893.3 $1,369.9 $1.25

1st $17,025.7 $13,330.0
Znd 17,707.0 13,908.8
3rd L7,713.5 13,8 907
4th 17,872.8 16,208.8
Extraordinary charge (B)

Ending balance $1,037.7 $965.7 $896.4

Additional paid-in capital increased in the periods indicated as follows:

Total $70,3 L9 .0 $5 7,3 3 8 .3 $ 248 .7 $ . l 3

*lncome before extraordinary charge.
*xBecause of increasing numbers of common shares outstanding each quarter, the sum of

quarterly earnings per common share may not equal earnings per common share for
th. y.rr.

1984

Quarterly results have been affected by adjustments and charges relating
to divestiture, access charge estimates and billing from the local exchange

companies, new methods of revenue reimbursement, and litigation
expenses.

Third Quarter-During the third quarter the Company reallocated

$500.0 of reserves previously accrued for restructuring the corporation
and for adjusting the carrying value of assets in order to provide for the

cost of the expansion of the Af6rT Technologies cost reduction program.
Net income was reduced by $51.2 as a result of adjustments to estimated

access charges, which were partially offset by reductions in other reserves

previously accrued.

Second Quarter-lncludes a $75 .4 charge to expense as a result of the

settlement of pending litigation cases.

1983

As discussed in Note (B), 1983 results include an end of year extraordi-
nary charge to reflect the impact of divestiture. Quarterly results also

include special charges relating to litigation, divestiture, and restructur-
ing the business.

Fourth Quarter-lncludes a $175.5 reduction in net income due to the

award of damages in a civil antitrust suit filed by Litton Industries, Inc.

against the Company. Results for this quarter also include $724.0 non-
recurring charges, net of taxes, made to reflect the cost of consolidating

-

-

$32,128.1

27 5.7

1,L25.5

t,852.3

900.2

$27,699.r

33.6

L,578.6

L,464.6

987.9

8.0 364.3

Ending balance $ 7,943.3 $36,289.8 $32,L28.1

(S) Other Information
In the Statement of Changes in Financial Position, funds from external
sources include settlements of divestiture cash flo*, divestiture asset

assignment, and other claims that increased funds by $175 .1, of which
$81.8 is included in retained earnings and $93.3 is included in additional
paid-in capital in the Balance Sheet. In addition, investment in property,

plant and equipment-net increased by $541.0 resulting from reallocation
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operations and forming new entities in compliance with FCC and di-
vestiture related reorganization plans.

Third Quarter-lncludes a $213.0 reduction in net income for consoli-
dating operations and starting new entities in compliance with FCC and
divestiture related reorganization plans.

Second Quarter-lncludes a $190.0 charge to expense by ATSrT Tech-
nologies, Inc. to cover the costs of consolidating distribution and repair
facilities. Results for the second quarter also include an adjustment to
recognize settlement of the Pacific tax matter. This adjustment increased
net income by $21,6.4. See Note (l).

(U) Pending titigation
MCI Antitrust Litigation-ln June 1980, MCI Communications Corpo-
ration ("MCI") was awarded $1.8 billion in treble damages in a civil
antitrust suit against the Company. In Janu ary 1983, the United States

Court of Appeals for the Seventh Circuit reversed in part and remanded
the case to the lower court for a new trial on damages on certain issues.

The United States Supreme Court denied petitions to review the case in
1983. MCI also now is seeking to include damages relating to non-private
line services. In November 1984, the Court of Appeals denied a petition
by the Company to construe its January 1983 decision to exclude non-
private line damages. The new trial is expected to begin in 1985. In the
opinion of the Company's legal counsel , any monetary liability or finan-
cial impact to which the Company might be subject after final adjudica-
tion would not be material in amount.

Any liabilities resulting from the foregoing pending litigation will be

apportioned among ATS{T and the BOCs.
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Srpplementary Data
Accounting for the Effects of Inflation (Unaudited)

High rates of inflation in the years prior to 1979 drew increased attention
to the need to assess both the impact of inflation on business and the

results of management's efforts in coping with it. The Financial Account-
ing Standards Board ("FASB"), believing that additional experience

should be gained and experimentation undertaken with respect to report-
ing the effects of inflation, issued Statement of Financial Accounting
Standard No. 33 ("statement No. 33") in1979 which required disclosure

of supplementa ry data to reflect the effects of general inflation (constant
dollar) and the effects of changes in specific prices (current cost). Inflation
continues to erode the purchasing power of the dollar, although the rute

of inflation has slowed significantly in recent years. In 1984, the FASB

issued an amendment to Statement No. 33 which eliminated certain
historical cost/constant dollar information previously required. The data
in Thbles A and B have been prepared to comply with Statement No. 33 as

amended. The Company believes that this information should be used

with care because it neither completely nor accurately portrays inflation's
effects.

In the "current cost" method of estimating the effects of inflation, finan-
cial statement elements are restated to reflect the changes in specific prices

of fixed assets and of the goods and services that the Company purchases

or manufactures. These changes in specific prices affect earnings and

stockholders equity through changes in inventory values, depreciation,
and cost of sales. The Company's current cost estimates are based pri-
marily on internally-developed indices reflecting changes in labor and

material costs, and on appraised valuations of propery published price
indices and current suppliers' prices.

Table A-presents "income from continuing operations" as if depreciation
of assets had been based on current cost asset amounts expressed in
dollars of constant purchasing power. In computing "income from con-

tinuing operations" only depreciation expense and cost of sales have been

adjusted to show the effects of inflation. Because most other operating
expense items are current year transaCtions, they are already recorded in
dollars of approximately current purchasing power.

As can be seen from the current cost adjustments in Table A, the Com-
pany's inflation-adjusted net income from continuing operations is less

than one-half of the income reported in the historical cost financial
statements. This indicates that inflation has had a significant impact on
the replacement cost of the Company's inventories and property, plant
and equipment, with a resulting theoretical increase in costs and ex-

penses. The impact of applying the concept of current cost to the Com-
pany's financial statements is not as great as might otherwise be expected

because the Janu aA 1, 1984 carrying value of terminal equipment and

network facilities is stated at the amount expected to be recovered in the

competitive environment.

In accordance with requirements of Statement No. 33, no adiustments

have been made to reflect any effects of inflation on provision for income
taxes. The effective income tax rate (provision for income taxes divided

by the sum of provision for income taxes and income from continuing
operations) for the historical data in Column (a) of Table A is 29.8
percent. This rate reflecting adjustments for inflation would be 50.0
percent for Column (b) of Table A. rilUhile the income taxes used in these

computations include investment tax credits and tax deferrals relating to
accelerated depreciation, the effects of inflation on effective tax rates also

would be increased dramatically, even though in lower percentages, if
these tax benefits were excluded. These tax benefits were intended by
Congress to provide for funds for investment in other capital assets in
order to increase productivity and employment.

The reader is cautioned, however, that inflation adjusted data does not
represent the financial consequences of actual operations of the Com-
pany. The Company does not plan to replace or dispose of its plant on
any large scale. Furthermore, the environment of inflation is a condition
which affects all business entities, rather than relating specifically to the
Company's operations.

Table B-presents selected financial data adjusted for the effects of chang-

ing prices. Amounts shown as "net assets at year end" in Table B are the

sum of common shareowners' equiry and convertible preferred shares in
the years 1980-1982, and equal to common shareowners' equity in the

years 1983 and 1984, as adjusted for changes in specific prices by the

difference between plant and inventories at historical cost and plant and

inventories at current cost. Statement No. 33 also requires that the data

shown in Table B be presented in a five year summary restated into the

average purchasing power of the dollar during 1984. The calculations for
these restatements (except market price per common share) have been

made by applying the average CPI-U for 1984 to the data for the years

1979 through 1983. The calculations for market price per common share

have been made by applying the average CPI-U for 1984 to the data for
the years 1980 through 1984.

Since the actual market price for 1984 is stated in year end dollars which
have a lower purchasing power than the average 1984 dollar, the effect of
the calculation for 1984 is to decrease the year end market price per

common share from the actual quoted amount. No adjustments have

been made to the historical cost information, which is presented for
comparison purposes only.

Thbles A and B contain an item identified as "purchasing power gain on

net mon etary items." During periods of inflation lenders of money expe-

rience a loss due to the fact that amounts owed to them will be repaid in
dollars having less purchasing power than the dollars originally lent; it is
in anticipation of such loss that interest rates are high during inflationary
times. Conversely, to the extent that lenders are losing purchasing power,

borrowers are benefiting. In 1984, the Company experienced a $277.7
purchasing power gain on net monetary items, indicating that total
liabilities requiring a future fixed cash settlement amount exceeded like
assets. It should be noted that this is a hypothetical gain, which is

excluded from income.
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TableA
Supplementary Financial Data
Adjusted for the Effects of Inflation and Changing Prices
December 31, 1984

DOLLARS IN MILLIONS

As Reported in the

Historical Cost

Financial Statements
(a)

Adjusted for Changes

in Specific Prices
(Current Cost)

(b)

Sales and revenues $33,187.5 $33,187.5

Total operating costs and expenses excluding depreciation expense

Depreciation expense

Provision for income taxes

Other income and expenses

28,115.4

21777.9

581.5

342.8

27 1974.3

31707.7

581.5

342.8

Income from continuing operations $ 1,369.9 $ 581.2

furchasing power gain on net monetary items $ 277.7

Increase in specific prices (current cost)
of inventories, property, plant and equipment
held during the year fiL,472.1

];:,:,1,:,lll;,ll

l:li::'iiliiiii
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Table B
Supplementary Five-Year Comparison
of Selected Financial Data

Due to divestiture, 1984 financial results are not comparable to prior years.

Post-divestiture
1984

$ 11369.9

1.25

13r762.9

$ 581.2

1,359.6

24rMA.9

$1.20

1,20

$19.50

19.23

lte-divestiture
1982 1981 1980DoLLARS IN MILLIoNS (except per share amounts)

Operating revenues in average 1 984 dollars

Historical cost information:

lncome from continuing operations

Income from continuing operations per common sharel

Net assets at year end

Historical cost information adjusted for changes

in specific prices (aver age 1,984 dollars):

Income (loss) from continuing operations

Income (loss) from continuing operations per
common sharel

Increase (decrease) in current cost of
inventories and property, plant
and equipment held during the year

net of general inflation

Net assets at year end

Other information:

Purchasing power gain on net monetary items

Cash dividends declared per common share:

At historical cost

In average 1 984 dollars

Market price per common share atyear end:

At historical cost2

In average 1 984 dollars

$33,187.5 $72,357 .A $70,022.2 $66,315.0 $63,856.5

$ (684.9) $ r,525.2 $ 2,422.0 $ 2,362.8

$ 5,745.6

5.00

60,762.4

$ 6,992.0

8.06

62,214.4

1,.62

(7,171..8)

15 0,003.5

$ 6,822.9

8.47

5 5,630.7

2.96

6r58L.6

138 ,71,9.3

$ 5,967 .8

8.04

50,009.0

3.00

6,857.3

13 8 ,1,6t.2

$5.00

5.31,

$47.8 8

57.63

1983

(.88)

298.4

,46

$277.7 $2,579.9 $3,098.1 $6,272.4 $8,697.1

(L,201.7)

140,228.8

$5.85

6.\0

$51.50

63.02

$5.40

5.8 L

$59.38

62.86

289.1

$5.40

6.16

$5 8.75

64.93

CPI-U
llncome ftom continuing operations pet common share is afur preferred dividend requirements. 2Using Composite Tape closing price.

311.1 272.4 246.8
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