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C. MICHAEL ARMSTRONG
Chairman of the Board

32 Avenue of the
Americas

New York, NY
10013-2412

212 387-5400

, 2001

Dear AT&T Shareholder:

As part of our previously announced plan to restructure AT&T, our board of
directors requests your approval:

(1) to create a tracking stock that is intended to reflect the financial
performance and economic value of our Broadband business;

(2) to create a tracking stock that is intended to reflect the financial
performance and economic value of our Consumer Services business; and

(3) to separate and spin off a separate company owning our Business
Services and Consumer Services businesses. We refer to this separate
company as "AT&T Communications Services, Inc."

If you approve the proposals, we expect to sell shares of AT&T Broadband
Group tracking stock in a public offering for cash later this year, subject to
market and other factors. We also expect to distribute some or all of the shares
of AT&T Consumer Services Group tracking stock to our common shareholders as a
dividend later this year. Thereafter, we expect to separate AT&T Business
Services Group and AT&T Consumer Services Group into a single entity called
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"AT&T Communications Services, Inc." and to distribute shares in this company to
our common shareholders.

Approval of each of the first two proposals requires a majority of the
combined voting power of the outstanding shares of AT&T common stock and, if
they remain outstanding, shares of Liberty Media Group tracking stock, AT&T
Wireless Group tracking stock and AT&T Wireless Group preferred tracking stock.
We are seeking the same vote for the proposed separation and spin-off of AT&T
Communications Services, Inc. Our board of directors recommends that you vote
for each proposal.

FOR A DISCUSSION OF THE MATERIAL RISKS INVOLVED IN CONNECTION WITH THE
VARIOUS PROPOSALS, SEE THE DISCUSSION OF RISK FACTORS THAT BEGINS ON PAGE 16 OF
THE ACCOMPANYING PROXY STATEMENT.

If you plan to join us at the special meeting of shareholders, you will
need to bring the admission ticket, which is attached to the proxy card (a card
enabling a representative to vote your shares). For your convenience, we have
printed a map of the area and directions to the special meeting on the back of
the proxy card. Whether you own a few or many shares and whether or not you plan
to attend the special meeting, it is important that you vote your shares on the
matters that come before the special meeting. Registered and many broker-managed
shareholders also can vote their shares via the Internet or by using a toll-free
telephone number. We provide instructions for using these convenient services on
the proxy card. Of course, you still may vote your shares by marking your votes
on the proxy card, signing and dating it, and mailing it in the envelope
provided. If you sign and return your proxy card without specifying your
choices, we will vote your shares in favor of each proposal.

I look forward to seeing you at the special meeting in on
2001.
4

Sincerely,

/s/ MICHAEL ARMSTRONG

C. MICHAEL ARMSTRONG
Chairman of the Board and
Chief Executive Officer

This proxy statement is dated , 2001 and was first mailed to
AT&T shareholders on , 2001.
3

AT&T CORP.
32 AVENUE OF THE AMERICAS
NEW YORK, NEW YORK 10013-2412

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS

TO BE HELD ON ’ , 2001

We will hold a special meeting of shareholders of AT&T Corp. at
a.m., local time, on , , 2001, at
for the following purposes:

- to approve and adopt an amendment to our charter to authorize the
creation of AT&T Broadband Group tracking stock,
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- to approve and adopt an amendment to our charter to authorize the
creation of AT&T Consumer Services Group tracking stock,

- to approve two new incentive plans to enable us to grant incentive awards
based on shares of AT&T Broadband Group tracking stock and AT&T Consumer
Services Group tracking stock to officers and employees of AT&T and its
subsidiaries,

- to ratify and approve the separation and spin-off of AT&T Communications
Services, Inc. from AT&T (including the subsequent name changes of AT&T
Corp. to "AT&T Broadband Corp." and of AT&T Communications Services, Inc.
to "AT&T Corp."), and

- to act upon such other matters as may properly come before the special
meeting or any adjournment or postponement thereof.

We describe these items of business more fully in the accompanying proxy
statement.

Only holders of record of AT&T common stock and, if they remain
outstanding, Liberty Media Group tracking stock, AT&T Wireless Group tracking
stock and AT&T Wireless Group preferred tracking stock, at the close of business
on , 2001 are entitled to notice of, and to vote at, the special
meeting or any adjournment or postponement thereof.

BY ORDER OF THE BOARD OF
DIRECTORS

MARILYN J. WASSER
Vice President -- Law and Secretary

New York, New York
, 2001

WE URGE YOU TO VOTE BY TELEPHONE OR VIA THE INTERNET, OR TO COMPLETE, DATE
AND SIGN THE ENCLOSED PROXY AND MAIL IT PROMPTLY IN THE POSTAGE-PAID ENVELOPE
PROVIDED, WHETHER OR NOT YOU PLAN TO ATTEND THE SPECIAL MEETING IN PERSON. YOU
CAN WITHDRAW YOUR PROXY, OR CHANGE YOUR VOTE AT ANY TIME BEFORE IT IS VOTED. YOU
CAN DO THIS BY EXECUTING A LATER-DATED PROXY, BY VOTING BY BALLOT AT THE SPECIAL
MEETING, BY TELEPHONE OR VIA THE INTERNET, OR BY FILING AN INSTRUMENT OF
REVOCATION WITH THE INSPECTORS OF ELECTION IN CARE OF OUR VICE PRESIDENT —-- LAW
AND SECRETARY AT THE ABOVE ADDRESS.
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QUESTIONS AND ANSWERS ABOUT THE PROPOSALS
Q: PLEASE BRIEFLY DESCRIBE THE PROPOSED TRACKING STOCK AMENDMENTS.

A: The proposed tracking stock amendments provide for the creation of two new
classes of AT&T common stock, which we will call "AT&T Broadband Group
tracking stock" and "AT&T Consumer Services Group tracking stock." These
tracking stocks are intended to reflect the financial performance and
economic value of our Broadband business and of our Consumer Services
business. We describe AT&T Broadband Group starting on page and AT&T
Consumer Services Group starting on page

Q: WHAT IS A TRACKING STOCK AND HOW DOES IT WORK?

A: A tracking stock is a separate class or series of a company's common stock
that is intended to reflect the financial performance and economic value of a
group of assets or a specific business unit, division, subsidiary or equity
investment of the company. Holders of our tracking stock are shareholders of
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AT&T and not of the underlying business or subsidiary. The terms of our
tracking stock are intended to tie the economic value of the tracking stock
to the performance of the tracked business rather than to the performance of
AT&T as a whole. However, there may not always be a linkage between the
market value of the tracking stock and the financial performance and economic
value of the applicable group. The market value of these securities may be
adversely affected not only by factors that adversely affect the applicable
group but also by factors that adversely affect AT&T generally. Holders of
AT&T Broadband Group tracking stock and of AT&T Consumer Services Group
tracking stock will be shareholders of AT&T and will have no direct interest
in the assets, subsidiaries or businesses whose performance the tracking
stock is intended to reflect.

PLEASE BRIEFLY DESCRIBE THE PROPOSED SPIN-OFF OF AT&T COMMUNICATIONS
SERVICES, INC.

Within about a year after our issuance of AT&T Broadband Group tracking stock
and AT&T Consumer Services Group tracking stock, and subject to financial and
market conditions, we plan to spin off AT&T Communications Services, Inc. as
a separate company by distributing its common stock to the holders of AT&T
common stock as a dividend. At the same time, we would exchange the shares of
AT&T Consumer Services Group tracking stock for comparable shares of a new
tracking stock of the spun-off company. Thus, after the spin-off, AT&T
Communications Services, Inc. would consist of our current Business Services
and Consumer Services businesses, but the financial performance and economic
value of our Consumer Services business would be tracked by a separate
tracking stock, which we refer to in this proxy as the "new Consumer Services
Group tracking stock." We expect that AT&T will change its name to "AT&T
Broadband Corp." and that the spun-off entity will assume the name "AT&T
Corp." We describe AT&T Communications Services, Inc. starting on page

IF I CONTINUE TO HOLD ALL MY SHARES OF AT&T COMMON STOCK, WHAT WILL I RECEIVE
IN THE RESTRUCTURING PLAN?

If you continue to hold your shares of AT&T common stock and we complete the
restructuring as planned, at the conclusion of the restructuring plan, you
will have shares of:

- AT&T Broadband Corp.,
- AT&T Communications Services, Inc., and

- a new Consumer Services tracking stock issued by AT&T Communications
Services, Inc.

First, you will receive AT&T Consumer Services Group tracking stock as a
dividend on your shares of AT&T common stock. Thereafter, if you still hold
your shares of AT&T common stock and we complete the spin-off of AT&T
Communications Services, Inc., you will receive shares of AT&T Communications
Services, Inc. common stock as a dividend on your shares of AT&T common
stock. At the time of the spin-off, you also will receive new shares issued
by AT&T Communications Services, Inc., which will be designed to reflect the
financial performance and economic value of our Consumer Services business,
in exchange for your shares of AT&T Consumer Services Group tracking stock.
Your shares of AT&T common stock will remain outstanding, but, after all of
the contemplated transactions, they will represent only the AT&T Broadband
Group businesses. As a result, at the end of the restructuring plan you will
own three stocks.

WHAT ARE THE CONDITIONS TO THE RESTRUCTURING PLAN?
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A: While we currently intend to complete our restructuring plan, our board of
directors may decide not to proceed with all or a portion of this plan due to
future financial conditions, superior alternatives or other events.
Additionally, events or circumstances, including litigation, could occur that
affect the timing or terms of our restructuring plan or our ability to
complete it.

Q: WHAT WILL HAPPEN TO SHARES OF LIBERTY MEDIA GROUP TRACKING STOCK OR AT&T
WIRELESS GROUP TRACKING STOCK?

A: Pursuant to our previously announced restructuring plan, we intend to split
off both Liberty Media Corporation and AT&T Wireless Services, Inc., but we
expect those transactions to occur prior to the transactions we describe in
this document. Therefore, we do not expect the transactions we describe in
this document to affect those separate transactions.

Q: WHAT DO I NEED TO DO NOW?

A: To vote, Jjust mail your signed proxy card in the enclosed return envelope as
soon as possible so that your shares may be represented at the special
meeting. You also may vote by telephone or via the Internet, as we describe
in this document. Our directors unanimously recommend that you vote in favor
of each of the proposals we describe in this document.

Q: CAN I CHANGE MY VOTE?

A: Yes. Just deliver a later-dated, signed proxy card to our Vice
President -- Law and Secretary before the special meeting or attend the
special meeting in person and vote. You also may change your vote prior to
the special meeting by telephone, via the Internet or by filing an instrument
of revocation with the inspectors of election in care of our Vice
President -- Law and Secretary.

Q: WHOM CAN I CALL WITH QUESTIONS?

A: If you have any questions about any of the proposals, please call us at (800)

Information regarding AT&T is also available on the AT&T Investor

Relations Home Page on the Internet at www.att.com/ir.
If you would like copies of any of the documents we refer to or that we
incorporate by reference in this document, you should call us at (800)
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SUMMARY

This summary highlights selected information from this document and may not
contain all of the information that is important to you. To better understand
the proposals, you should read this entire document carefully, as well as those
additional documents to which we refer you. See "Other Information —-- Where You
Can Find More Information" on page . All references to "we," "our," "us" or
"AT&T" in this document are to AT&T Corp.

GENERAL

We are asking you to vote upon and approve proposals that would, among
other things, permit us to:

- create AT&T Broadband Group tracking stock,

- create AT&T Consumer Services Group tracking stock, and

- separate and spin off AT&T Communications Services, Inc. from AT&T.
CREATE AT&T BROADBAND GROUP TRACKING STOCK

AT&T Broadband Group tracking stock is intended to reflect the separate
performance of AT&T Broadband Group, which includes the assets and liabilities
shown in the combined balance sheets of AT&T Broadband Group. We will include
within AT&T Broadband Group all net income or net loss generated by the assets
that comprise AT&T Broadband Group and all net proceeds from any disposition of
these assets.

AT&T Broadband Group is of one of the nation's largest broadband
communications businesses, providing cable television, high-speed cable Internet
services and telephony services over one of the most extensive broadband
networks in the country. At or for the year ended December 31, 2000, AT&T
Broadband Group had:

- owned and operated cable systems aggregating approximately 16 million
analog video subscribers;

- approximately $8.4 billion in combined revenues;

— approximately $(1.9) billion in earnings (including pre-tax earnings or
losses from equity investments and minority interest of At Home
Corporation, or Excite@Home) before interest, taxes, depreciation and
amortization, or EBITDA, which includes a $2.6 billion asset impairment
charge relating to Excite@Home, and $1.0 billion of pre-tax losses from
equity investments and other income; and

— ownership interests in a number of different companies including
Excite@Home, Cablevision Systems Corporation and Time Warner



Edgar Filing: AT&T CORP - Form PRES14A

Entertainment, L.P., or TWE.
CREATE AT&T CONSUMER SERVICES GROUP TRACKING STOCK

AT&T Consumer Services Group tracking stock is intended to reflect the
separate performance of AT&T Consumer Services Group, which includes the assets
and liabilities shown in the combined balance sheets of AT&T Consumer Services
Group. We will include within AT&T Consumer Services Group all net income or net
losses generated by the assets that comprise AT&T Consumer Services Group and
all net proceeds from any disposition of these assets.

AT&T Consumer Services Group 1s the leading provider of domestic and
international long distance service to residential consumers in the United
States. AT&T Consumer Services Group provides a broad range of communications
services to consumers, including inbound and outbound domestic and international
long distance; a variety of transaction-based services, such as calling cards
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and prepaid phone cards; local toll calling and in limited geographic areas
local exchange service; and dial-up Internet service and telephony services over
the Internet through AT&T WorldNet Service. AT&T Consumer Services Group
provides these services individually and in combination with other services.

At and for the year ended December 31, 2000, AT&T Consumer Services Group
had:

- approximately 60 million customers;
- approximately $19.0 billion in combined revenue; and
— approximately $7.0 billion in combined EBITDA.

SPIN OFF AT&T COMMUNICATIONS SERVICES, INC.

Following the spin-off, AT&T Communications Services, Inc. will consist of
the assets and liabilities of AT&T Business Services Group and AT&T Consumer
Services Group, but will not include any retained portion of the value of AT&T
Wireless Group, AT&T Broadband Group or AT&T Consumer Services Group (except its
$3 billion in value of shares of AT&T Wireless Services, Inc.). For the year
ended December 31, 2000, AT&T Communications Services, Inc. had:

- approximately $47.5 billion in combined revenue, and
- approximately $18.7 billion in combined EBITDA.

The AT&T Business Services Group business is one of the nation's largest
business services telecommunications companies, providing a variety of global
communications services to large domestic and multinational businesses, small-
and medium-sized businesses, and government agencies. Business units within this
business provide regular and custom voice services (including local, long
distance, and international outbound, 800, 877, and 888 and 900 services), Data
and Internet Protocol, or IP, services (including private line, frame relay,
asynchronous transfer mode, or ATM, services), as well as hosting, managed
connectivity services and outsourcing. AT&T Business Services Group operates one
of the largest telecommunications networks in the country. At or for the year
ended December 31, 2000, AT&T Business Services Group had more than 5 million
customers.

AT&T Business Services Group also includes a number of joint ventures and
investments, including Concert Communications Company, AT&T Latin America Corp.,
AT&T Canada Corp., Alestra S. de R.L. de C.V., or Alestra, and Alascom Inc. AT&T
Business Services Group will have approximately $3 billion in value in retained
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interest in AT&T Wireless Services, Inc., although this interest is not
reflected in the financial statements of AT&T Communications Services, Inc.

AT&T CORP.

In addition to AT&T Broadband Group, AT&T Consumer Services Group and AT&T
Business Services Group, AT&T also includes AT&T Wireless Group and Liberty
Media Group. We have announced a plan to split off each of AT&T Wireless Group
and Liberty Media Group. We expect the split-off of each of AT&T Wireless Group
and Liberty Media Group to occur prior to the special meeting.

The principal executive offices of AT&T are located at 32 Avenue of the
Americas, New York, New York 10013-2412. The telephone number is (212) 387-5400.

A NOTE ABOUT OUR GROUPS

We use the terms "AT&T Broadband Group" and "AT&T Consumer Services Group"
to refer to the businesses, assets and liabilities of AT&T whose financial
performance and economic value we intend to reflect in AT&T Broadband Group
tracking stock and AT&T Consumer Services Group tracking stock, respectively. We
also refer to AT&T Broadband Group and AT&T Consumer Services Group as though
they conduct these businesses. We do this solely for ease of reference. In
reading

2

this document, you should keep in mind that AT&T Broadband Group and AT&T
Consumer Services Group are defined sets of businesses, assets and liabilities
of AT&T and its subsidiaries. AT&T Broadband Group and AT&T Consumer Services
Group are not, and do not conduct these businesses as, separate legal entities.
Also, references to AT&T Broadband Group and/or AT&T Consumer Services Group in
this document assume that these groups are created, and references to AT&T
Broadband Group tracking stock and AT&T Consumer Services Group tracking stock
assume that these tracking stocks are issued.

Following the issuance of AT&T Broadband Group tracking stock and AT&T
Consumer Services Group tracking stock and prior to the spin-off, AT&T common
stock will represent all assets and liabilities not attributable to Liberty
Media Group, AT&T Wireless Group, AT&T Broadband Group or AT&T Consumer Services
Group. This principally includes the AT&T Business Services business and any
retained portion of the value of AT&T Wireless Group, AT&T Broadband Group, and
AT&T Consumer Services Group.

As used in this document, "AT&T Business Services Group" refers to all
assets and liabilities not attributable to Liberty Media Group, AT&T Wireless
Group, AT&T Broadband Group or AT&T Consumer Services Group. This principally
includes the AT&T Business Services business, and, prior to the spin-off, any
retained portion of the value of AT&T Wireless Group, AT&T Broadband Group and
AT&T Consumer Services Group, but does not include certain inter-group and
third-party debt relationships.

THE SPECIAL MEETING

General; Time and Place of

Special Meeting............... We are furnishing this document to you in
connection with the solicitation of proxies by
our board of directors for use at a special
meeting of AT&T shareholders to be held on

’ , 2001 at
a.m., local time, at and at any and all
adjournments or postponements of the special

meeting.

10



Record Date..

Mailing Date.

Vote Required
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Our board of directors has fixed the close of
business on , 2001 as the record
date for determining shareholders entitled to
notice of and to vote at the special meeting or
any adjournments or postponements thereof.

We are first mailing this document and form of
proxy on or about , 2001 to
shareholders of record at the close of business
on , 2001.

Each of the charter amendment proposals to
create the new tracking stocks requires the
affirmative vote of a majority of the combined
voting power of all outstanding shares of AT&T
common stock and, if they are still
outstanding, Liberty Media Group tracking
stock, AT&T Wireless Group tracking stock and a
class of our preferred stock intended to
reflect the financial performance and economic
value of AT&T Wireless Group, or AT&T Wireless
Group preferred tracking stock. If these
tracking stocks remain outstanding, they will
vote together with AT&T common stock as a
single class. Approval of the proposed
incentive plans requires the affirmative vote
of a majority of the votes cast by all
outstanding shares of AT&T common stock and, if
they remain outstanding, Liberty Media Group
tracking stock, AT&T

3

Wireless Group tracking stock and AT&T Wireless
Group preferred tracking stock.

For the separation and spin-off of AT&T
Communications Services, Inc., we are also
seeking the affirmative vote of a majority of
the combined voting power of all outstanding
shares of AT&T common stock and, if they remain
outstanding, Liberty Media Group tracking
stock, AT&T Wireless Group tracking stock and
AT&T Wireless Group preferred tracking stock.

Shares of AT&T common stock entitle the holder
to one vote per share. If they remain
outstanding, shares of Class B Liberty Media
Group tracking stock entitle the holder to
0.375 of a vote per share, shares of Class A
Liberty Media Group tracking stock entitle the
holder to 0.0375 of a vote per share, shares of
AT&T Wireless Group tracking stock entitle the
holder to 0.5 of a vote per share and shares of
AT&T Wireless Group preferred tracking stock
entitle the holder to 250 votes per share. As
of , 2001, directors and executive
officers of AT&T beneficially owned less than

% of the total voting power of the
outstanding AT&T common shares.

11
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REASONS FOR THE RESTRUCTURING PROPOSALS

We believe that the overall restructuring will improve shareholder value by
enhancing the operations and funding of our businesses and by creating separate
investment vehicles. Our businesses should be better able to serve their
customers by having greater freedom, focus and flexibility to respond to
customers and to adopt to marketplace and technology changes. The restructuring
plan also is intended to permit each business to prioritize its capital, to
invest in its own growth and to target a debt and equity profile consistent with
its own needs and comparable companies in its industry.

We believe the restructuring plan should allow shareholders to view more
clearly the performance of each of our groups and to evaluate each group's
results against those of its competitors. We believe that the restructuring plan
will enable AT&T shareholders and other investors to invest in the securities
that fit their needs and investment profiles without the requirement of
simultaneously investing in other businesses.

We expect that the planned AT&T Broadband Group tracking stock public
offering will provide funds to AT&T and/or AT&T Broadband Group to reduce
outstanding indebtedness or to fund operations. Our board of directors will
determine the allocation and use of the proceeds from the public offering at the
time of the offering.

We expect the issuance of each of the new tracking stocks to:

— assist its respective group by creating an additional publicly traded
equity security that it can use to raise capital for operating purposes
and/or for acquisitions and investments,

- increase market awareness of the performance and value of its respective
business by creating a separate investment vehicle intended to reflect
the performance and value of its respective business, and

— permit the creation of more effective management incentive and retention
programs, with the ability to direct business-specific options and
securities to employees of each of our groups.

11

We believe that the separation of AT&T Communications Services, Inc. from
AT&T Broadband Group in the spin-off will more fully allow the managements of
these businesses to focus on and enhance the operations of each business, as
well as tailor funding and management incentives to each business.

For additional reasons for, and more detail on the reasons for, the
restructuring proposal, see "Reasons for the Restructuring Proposals" on page

RECOMMENDATION OF THE AT&T BOARD OF DIRECTORS

Our board of directors has approved each of the charter amendment
proposals, the incentive plan proposals and the spin-off proposal, and
recommends that you vote FOR each of them.

THE BROADBAND CHARTER AMENDMENT PROPOSAL

The Broadband Charter

Amendment Proposal............ Approval of the Broadband charter amendment
proposal will permit our board of directors to

12
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AT&T Broadband Group Tracking

Stock

Public Offering.......

Timing of the AT&T Broadband

Group

Tracking Stock Public

Offering...... ...

AT&T's Retained Portion of
AT&T Broadband Group..........
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Mandatory Redemption of AT&T
Broadband Group Tracking

amend our charter to define AT&T Broadband
Group, and to create a new class of common
stock of AT&T intended to reflect separately
the financial performance and economic value of
AT&T Broadband Group.

If you approve the Broadband charter amendment
proposal, we currently intend to issue, in an
underwritten public offering, shares of AT&T
Broadband Group tracking stock representing a
portion of the financial performance and
economic value of AT&T Broadband Group. We will
determine the amount to be issued based on
capital requirements of AT&T Broadband Group
and AT&T, market conditions at the time of the
public offering and other factors. We will
allocate the proceeds of the public offering
among our groups based on the determination of
our board of directors.

We expect to complete the public offering of
shares of AT&T Broadband Group tracking stock
later this year, subject to market and other
factors. However, our board of directors
reserves the right to change our current plans
with respect to the public offering. In
addition, our board of directors reserves the
right to not create or issue shares of AT&T
Broadband Group tracking stock, even if
shareholders approve the Broadband charter
amendment proposal.

AT&T will continue to have full legal ownership
of AT&T Broadband Group following creation of
AT&T Broadband Group tracking stock. However,
we intend that a portion of the financial
performance and economic value of AT&T
Broadband Group will be reflected in AT&T
Broadband Group tracking stock sold in the
public offering, while the

remainder of the financial performance and
economic value of AT&T Broadband Group will be
reflected in AT&T common stock. We refer to the
portion that we intend to reflect in AT&T
common stock as AT&T's "retained portion of the
value of AT&T Broadband Group."

If we complete the spin-off of AT&T
Communications Services, Inc., as well as the
split-offs of AT&T Wireless Group and Liberty
Media Group, we expect that AT&T Broadband

13
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Group will be the only remaining business of
AT&T, and that AT&T will be renamed "AT&T
Broadband Corp." In that event, AT&T Broadband
Group tracking stock will be intended to
reflect the financial performance and economic
value of the same group of assets and
businesses as AT&T common stock. For this
reason, following the spin-off, we expect to
redeem all outstanding shares of AT&T Broadband
Group tracking stock for shares of AT&T common
stock. Under these circumstances, AT&T would
have the right to complete this redemption
without the consent of any holder of AT&T
Broadband Group tracking stock and without the
payment of any premium. Immediately following
the spin-off and the redemption, holders of
AT&T common stock will own stock in two fully
separate companies —-- AT&T Broadband Corp. and
AT&T Communications Services, Inc.

In addition, the terms of the AT&T Broadband
Group tracking stock permit us to redeem AT&T
Broadband Group tracking stock, at our
election, for a substantially identical class
of common stock of any company that owns all
material assets and liabilities of AT&T
Broadband Group without the consent of any
shareholder and without payment of any premium.

When evaluating the Broadband charter
amendment, you should be aware of the risk
factors we describe under "Risk Factors
Relating to the Tracking Stock Amendments"
starting on page and "Risk Factors
Relating to AT&T Broadband Group" starting on

page

We expect the Broadband charter amendment and
issuance of AT&T Broadband Group tracking stock
to be tax free to AT&T.

We expect to list AT&T Broadband Group tracking
stock on a national securities exchange or
quotation system.

THE CONSUMER SERVICES CHARTER AMENDMENT PROPOSAL

The Consumer Services Charter

Amendment Proposal

Approval of the Consumer Services charter
amendment proposal will permit our board of
directors to amend our charter to define AT&T
Consumer Services Group, and to create a new
class of common stock of AT&T intended to
reflect separately the financial performance
and economic value of AT&T Consumer Services
Group.

14
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AT&T Consumer Services Group
Tracking Stock
Distribution................

Timing and Size of AT&T
Consumer Services Group
Tracking Stock
Distribution................

Mandatory Redemption of AT&T
Consumer Services Group
Tracking Stock..............
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U.S. Federal Income Tax
Considerations..............
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Listing

If you approve the Consumer Services charter
amendment proposal, we currently intend to
distribute, as a dividend to holders of AT&T
common stock, some or all shares of AT&T
Consumer Services Group tracking stock
representing the financial performance and
economic value of AT&T Consumer Services Group.

We expect to complete the distribution of
shares of AT&T Consumer Services Group tracking
stock later this year. However, our board of
directors reserves the right to change the
timing of the distribution. In addition, our
board of directors reserves the right to not
create or distribute shares of AT&T Consumer
Services Group tracking stock, or to distribute
less than all of these shares, even if
shareholders approve the Consumer Services
charter amendment proposal.

The terms of AT&T Consumer Services Group
tracking stock permit us to redeem AT&T
Consumer Services Group tracking stock, at our
election, for a substantially identical class
of common stock of any company that owns all
material assets and liabilities of AT&T
Consumer Services Group. If we complete the
spin-off of AT&T Communications Services, Inc.,
we expect to redeem all the shares of AT&T
Consumer Services Group tracking stock for a
comparable tracking stock of AT&T
Communications Services, Inc. without the
consent of any shareholder and without the
payment of any premium.

When evaluating the Consumer Services charter
amendment, you should be aware of the risk
factors we describe under "Risk Factors
Relating to the Tracking Stock Amendments"
starting on page and "Risk Factors
Relating to AT&T Consumer Services Group and
AT&T Business Services Group" starting on page

We expect the Consumer Services charter
amendment and the distribution of AT&T Consumer
Services Group tracking stock to holders of
AT&T common stock to be tax free to AT&T and to
the holders of AT&T common stock.

We expect to list AT&T Consumer Services Group

15
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tracking stock on a national securities
exchange or quotation system.

THE INCENTIVE PLAN PROPOSALS

General. ... oottt

THE

The Spin-off of AT&T
Communications Services,

AT&T following the Spin-off...

We are also asking you to vote upon a proposal
to adopt two new incentive plans. These new
incentive plans would enable us to grant
incentive awards based on shares of AT&T
Broadband Group tracking stock and/or shares of
AT&T Consumer Services Group tracking stock to
officers and employees of AT&T and its
subsidiaries, including AT&T Broadband Group,
AT&T Consumer Services Group and AT&T's
Business Services Group.

SPIN-OFF PROPOSAL

Within about a year after we issue shares of
AT&T Broadband Group tracking stock, we plan to
spin off AT&T Communications Services, Inc.,
which consists of both our Business Services
and Consumer Services businesses. We plan to
effect the spin-off in two parts. First, we
would distribute shares of AT&T Communications
Services, Inc. common stock as a dividend to
holders of AT&T common stock. Second, at the
same time, we would redeem all of the shares of
AT&T Consumer Services Group tracking stock for
shares of the new Consumer Services Group
tracking stock.

While we currently plan to complete this
spin-off, our board of directors reserves the
right to change the timing of the spin-off, or
to not go forward with the spin-off. In
addition, we could decide to propose additional
transactions involving the spun-off company or
the remaining AT&T following the spin-off. If
any of these additional transactions require
separate shareholder approval, we would seek a
new shareholder vote at the time.

Following the spin-off of AT&T Communications
Services, Inc., we expect the remaining AT&T
would consist only of AT&T Broadband Group.
After the spin-off, we expect that AT&T will
change its name to "AT&T Broadband Corp." and
that the spun-off entity will assume the name
"AT&T Corp." In this document, we may refer to
AT&T following the spin-off as "AT&T Broadband
Corp."

Immediately following the spin-off,
shareholders will own stock in two separate
public companies —-- AT&T Broadband Corp. and
AT&T Communications Services, Inc. AT&T
Communications Services, Inc. will have two
classes of stock outstanding —-- common stock
and a new Consumer Services Group tracking

16
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stock.

When evaluating the proposed spin-off, you
should be aware of the risk factors we describe
under "Risk Factors Relating

to the Spin-off of AT&T Communications
Services, Inc." starting on page

AT&T intends to apply for a private letter
ruling from the Internal Revenue Service to the
effect that, for U.S. federal income tax
purposes, the spin-off is tax free to AT&T and
to stockholders to the extent that they receive
either AT&T Communications Services, Inc.
common stock as a distribution with respect to
AT&T common stock or new Consumer Services
Group tracking stock in exchange for AT&T
Consumer Services Group tracking stock. Receipt
of this ruling will be a condition to the
spin-off.

We expect to list the shares of AT&T
Communications Services common stock and the
new Consumer Services Group tracking stock
following the spin-off on a national securities
exchange or quotation system.

SELECTED HISTORICAL FINANCIAL DATA

This information is only a s
financial information we include
incorporate by reference in this
information we incorporate by ref
Find More Information" on page

ummary and you should read it together with the
elsewhere in this proxy statement or that we
proxy statement. For copies of the financial
erence, see "Other Information —-- Where You Can

AT&T CORP. AND SUBSIDIARIES
SEVEN-YEAR SUMMARY OF SELECTED FINANCIAL DATA

(DOLLARS IN MILLI

(UNAUDITED)
ONS, EXCEPT PER SHARE AMOUNTS)

RESULTS OF OPERATIONS AND EARNINGS PER

SHARE
Revenue........ ...
Operating income.................
Income from continuing operations
AT&T Common Stock Group:
Income from continuing operatio
Earnings per basic share.......
Earnings per diluted share.....

......... $ 65,981 $ 62,600 $ 53,223 $ 5
......... 4,277 10,859 7,487
......... 4,669 3,428 5,235
NS....... 3,105 5,450 5,235
......... 0.89 1.77 1.96
......... 0.88 1.74 1.94

1,577
6,836
4,249

4,249
1.59
1.59

$ 50,688
8,709
5,458

5,458

2.07
2.07
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Dividends declared per share............ 0.6975 0.88 0.88 0.88
AT&T Wireless Group(3):
TNCOME s+ v e e e e e e e ae e e e eeeeeeeeeeenns 76 - - -
FEarnings per basic and diluted share.... 0.21 - - -
Liberty Media Group (3, 4):
Income (L10SS) v vttt ittt et ettt et 1,488 (2,022) —— ——
Earnings (loss) per basic and diluted
ShaATE . ittt e e e e e e e e e e 0.58 (0.80) —= —=
ASSETS AND CAPITAL
Property, plant and equipment, net........ $ 51,161 $ 39,618 $ 26,903 $ 24,203
Total assets - continuing operations...... 242,223 169,406 59,550 59,994
Total assets. ... ittt 242,223 169,406 59,550 61,095
Long-term debt....... ... 33,092 23,217 5,556 7,857
Total debt. ... i 65,039 35,850 6,727 11,942
Mandatorily redeemable preferred
SECUritiesS . ittt ittt et et e et e 2,380 1,626 —— ——
Company-obligated convertible quarterly
income preferred securities............. 4,710 4,700 —— -
Shareowners' equUity.....cuiiiiiinnnenn. 103,198 78,927 25,522 23,678
Debt ratio(5) ...ttt 46.2% 43.0% 20.9% 33.5%
Gross capital expenditures................ 14,566 13,511 7,981 7,714
OTHER INFORMATION
Operating income as a percent of
TEVENUES « v v v vt et e e oo eaeeeeeesenanenens 6.5% 17.3% 14.1% 13.3%
Income from continuing operations
attributable to AT&T Common Stock Group
as a percent of revenue................. 4.8% 8.7% 9.8% 8.2%
Return on average common equity(6)........ 6.2% 15.2% 25.3% 19.7%
Employees - continuing operations(6)...... 165,600 147,800 107,800 130,800
Data at year end:
AT&T stock price per share.............. 17.25 50.81 50.50 40.87
AT&T Wireless Group stock price per
Share. .. i i it e e e e e 17.31 - - -
Liberty Media Group A stock price per
ShAaTe (4) v ittt e e e e e e e e e e e e e e e e 13.56 28.41 —— ——
Liberty Media Group B stock price per
Share (4) v vttt et e e e e e e e e e e e e 18.75 34.38 —— ——
10
17
1. On April 27, 2000, AT&T issued 15.6% of AT&T Wireless Group (AWE) tracking

stock. AT&T Common Stock Group results exclude the portion of AT&T Wireless

Group that is represented by the tracking stock and exclude Liberty Media
Group (LMG). In addition, on June 15, 2000,

MediaOne Group, Inc.

2. In connection with the March 9, 1999, merger with Tele-Communications,

AT&T issued separate tracking stock for LMG. LMG is accounted for as an

equity investment.

AT&T completed the acquisition of

Inc.,

No dividends have been declared for AWE or LMG tracking stocks.

LMG earnings per share amounts and stock prices have been restated to reflect
the June 2000 two-for-one stock split.

Debt ratio reflects debt as a percent of total capital (debt plus equity,
excluding LMG). For purposes of this calculation, equity includes convertible
quarterly trust preferred securities as well as redeemable preferred stock of

$ 20,803
55,838
57,348

8,878
11,351

17.2%

10.85%
27.1%
128,700

27.54
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subsidiary.
6. Data provided excludes LMG.

11
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AT&T COMMUNICATIONS SERVICES, INC.
THREE-YEAR SUMMARY OF SELECTED FINANCIAL DATA
(UNAUDITED)

(DOLLARS IN MILLIONS)

2000 1999 1998
RESULTS OF OPERATIONS
ROV NI s 4 v v v e et e ettt tete e et eeeeeeeeeeeeeeeeeeeeenneeens $47,521 $50,152 $47,890
Operating Income (1) .. v it it ittt et ettt e e e et eeaeenns 12,960 12,702 7,683
Income before extraordinary 1o0SS......uiiiit e eneeeeenns 8,054 8,124 5,084
ASSETS AND CAPITAL
Property, plant and equipment, nNet.........ooiuieeeeeeennnsn $26,083 $25,587 $21,780
Total ASSEE S i ittt ittt ettt et ettt ettt ettt e e e e 57,013 49,893 40,136
Long-term notes payable to AT&T. ...ttt ittt eeeeeeennnnns 8,603 9,040 2,056
Total notes payable L0 AT&T . . i vttt ittt ettt enneeeeeeeenns 30,749 16,205 3,139
Combined Attributed Net AsSsetsS. ... iiii i itneeneenneanns 4,415 12,560 15,112
JD 1Y o A ot il A o (572 O 87.5% 56.3% 17.2%
Gross capital expendituUres. ... ..ttt itnteeeeeeennnnns 6,207 7,807 6,871
OTHER INFORMATION
Operating income as a percent of revenue.................. 27.3% 25.3% 16.0%
Return on average eqUity. .. ..o ii ittt tneeeeeeeennnenns 94.9% 58.7% 41.2%
Employees — continuing operationsS.........c.ooiiiiieeennnnn. 81,971 96,777 95,765

(1) Operating income includes $0.8 billion, $0.3 billion and $2.5 billion of net
restructuring and other charges in 2000, 1999 and 1998, respectively.

(2) Debt ratio reflects debt as a percent of total capital (debt plus equity).
The increase in 2000 compared with 1999 and 1999 compared with 1998 was due
primarily to higher debt payable to AT&T.

12
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CONSOLIDATING CONDENSED FINANCIAL INFORMATION

In conjunction with the issuance of AT&T Wireless Group and Liberty Media
Group tracking stocks, and the proposed issuance of AT&T Broadband Group and
AT&T Consumer Services Group tracking stocks, AT&T has separated for financial
reporting purposes in all periods the AT&T Common Stock Group, Liberty Media
Group, AT&T Consumer Services Group, AT&T Broadband Group and AT&T Wireless
Group. Below is the consolidating financial information reflecting the
businesses of these individual groups, including the allocation of expenses
between the groups in accordance with our allocation policies, as well as other
related party transactions such as sales of services between groups and interest
income and expense on intercompany borrowings. The AT&T Common Stock Group
presented below excludes its retained portion of the value of AT&T groups. AT&T
does not have a controlling financial interest in Liberty Media Group for

19
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financial accounting purposes; therefore, our ownership in Liberty Media Group
is reflected as an investment accounted for under the equity method and is
reflected as such in the consolidating financial statements below.

AT&T Wireless Group, AT&T Consumer Services Group and AT&T Broadband Group
purchase long distance and other network-related services from AT&T at
market-based prices and accordingly such amounts are eliminated. Prior to the
offering of AT&T Wireless Group tracking stock, the capital structure of AT&T
Wireless Group had been assumed based upon AT&T's historical capital ratio
adjusted for certain items. Intercompany interest rates are intended to be
substantially equivalent to the interest rate that AT&T Wireless Group would be
able to obtain or receive if it were a stand-alone entity. Debt has been
allocated to AT&T Consumer Services Group and AT&T Broadband Group, based on the
future view of AT&T's debt position after taking into account the significant
deleveraging activities of AT&T. This allocation took into account the following
factors: prospective financing requirements, desired standalone credit profile,
working capital and capital expenditure requirements and comparable company
profiles. At or before the time of the spin-off, when AT&T Communications
Services, Inc. is separated from historical AT&T, we plan to seek to transfer
the indebtedness allocated to AT&T Business Services Group and AT&T Consumer
Services Group from historical AT&T to AT&T Communications Services, Inc. We may
seek to accomplish this through a variety of measures that may result in
increased costs and additional covenants on AT&T Communications Services, Inc.
The historical interest expense on the allocated debt was calculated based on a
rate intended to be equivalent to the rate AT&T Consumer Services Group and AT&T
Broadband Group would have received if each was a stand-alone entity. General
corporate overhead related to AT&T's corporate headquarters and common support
divisions has been allocated to the groups based on the ratio of each group's
external costs and expenses to AT&T's consolidated external costs and expenses,
adjusted for any functions that any group performs on its own. The consolidated
income tax provision, related tax payments or refunds, and deferred tax balances
of AT&T have been allocated to the group based principally on the taxable income
and tax credits directly attributable to each group.

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

13
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CONSOLIDATING SELECTED FINANCIAL DATA
(UNAUDITED)
(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

AT&T AT&T
COMMON AT&T CONSUMER AT&T LTIBERTY
STOCK WIRELESS SERVICES BROADBAND MEDIA
GROUP GROUP GROUP GROUP GROUP
AT DECEMBER 31, 2000
Cash and Cash equivalents................ $ 3 S 62 S - $ 61 $ -
Property, plant & equipment, net......... 25,912 9,892 170 15,187
Total ASSelS. .ttt ittt i, 67,709 35,302 3,543 117,534 34,290
Debt maturing within one year............ 28,752 109 13 3,073
Short-term debt due to related party..... 638 5,830
Long-term debt.......cciiiiiiiiinnneen.. 13,572 19,517
Long-term debt due to related party...... 1,800 4,000
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Total Debt. ...ttt it i e 42,324 2,547 4,013 28,420
Total shareowners' equity................ 6,218 24,8717 (2,541) 43,317
AT DECEMBER 31, 1999

Cash and Cash equivalents................ $1,013 $ 5 S 6 $ —=
Property, plant & equipment, net......... 25,454 6,349 132 7,780
Total AsSsSetS. .ttt iiie i, 55,428 23,512 4,072 58,228
Debt maturing within one year............ 11,511 154 36 932
Short-term debt due to related party..... 4,297
Long-term debt.......cciiiii e, 13,542 9,671
Long-term debt due to related party...... 3,400 900

Total Debt. ...ttt it 25,053 3,554 936 14,900
Total Liabilities.........ciiiiiiiiiina... 44,007 9,495 3,002 36,312
Total shareowners' equity................ 11,377 13,997 1,070 14,889
FOR THE YEAR ENDED DECEMBER 31, 2000

REVENUE . ¢ ittt i ettt ettt ettt e et et e e 28,917 10,448 18,894 8,445
Operating income (lOSS) «vv v iienneennnn. 6,218 (38) 6,741 (8,656)
Net INCOME. .t i i ittt ittt ettt i 3,908 658 4,112 (5,370)
FOR THE YEAR ENDED DECEMBER 31, 1999

Total revVeNUE. .. i ittt ittt e teeteeeenenan 28,726 7,627 21,753 5,080
Operating income (lOSS) «vv v iieeeennnnn. 5,365 (666) 7,335 (1,177)
Net INCOME. .t i i ittt ittt ittt i 3,521 (405) 4,633 (2,200)

FOR THE YEAR ENDED DECEMBER 31, 1998

Total reVEeNUE . . i ittt ittt ettt eeaeeenns 25,407 5,406 22,763
Operating income (lOSS) ¢ vv v iineeennnnn. 1,579 (343) 6,104
Income from continuing operations........ 1,314 164 3,807
14
21

SELECTED PRO FORMA FINANCIAL DATA
This information is only a summary and you should read it together with the
financial information we include elsewhere in this proxy statement or that we
incorporate by reference in this proxy statement. For copies of the financial
information we incorporate by reference, see "Other Information —-- Where You Can
Find More Information."

AT&T

The unaudited pro forma financial information set forth below for AT&T
gives effect to

- the AT&T Wireless Group exchange offer,

- the DoCoMo investment,

— the AT&T Wireless Group distribution,

— the Liberty Media Group distribution, and

- the AT&T Communications Services distribution
as if those events had been completed on January 1, 1998 for income statement
purposes, and on December 31, 2000 for balance sheet purposes. The unaudited pro
forma financial information set forth below for AT&T also give effect to the

March 9, 1999 Telecommunications Inc., or TCI, merger and the 2000 MediaOne
Group, Inc. acquisition as if they had been completed on January 1, 1998 for

38,460

1,488

(2,022)
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income statement purposes. The unaudited selected pro forma financial
information does not necessarily represent what AT&T's financial position or
results of operations would have been had the TCI merger, MediaOne acquisition,
the AT&T wireless events, the Liberty Media Group distribution and the AT&T
Communications Services, Inc. distribution occurred on such dates.

We have included detailed unaudited pro forma financial statements at the
end of this document.

SUMMARY PRO FORMA CONDENSED FINANCIAL INFORMATION
(UNAUDITED)
(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

AT AND FOR THE YEARS ENDED

DECEMBER 31,

2000 1999

INCOME STATEMENT DATA:
ROV NI s 4 v v v e et e ettt te e e et e e eeeeeeeeeeseeeeeeeenneeens S 9,771 $ 8,715
Operating income (1OSS) c v v vttt in e e e et eeneeeeeeeenneeens (9,090) (2,279)
Income (loss) from continuing operations —-- attributable

to AT&T common SEOCK groUP . v vt i i v vt ettt eeeeeeeeeennenns (4,237) 1,189
Weighted average AT&T common shares —-- diluted............ 3,334 3,356
Earnings per AT&T common share —— basicC........oveeeeeennnn (1.27) 0.35
Earnings per AT&T common share —- diluted................. (1.27) 0.34
Cash dividends declared per AT&T common share............. $ 0.6975 $ 0.88
BALANCE SHEET DATA:
B o= B R = $150, 650
Long—term debt ... ...ttt it ettt et e e 32,947
Total shareowners' equUity......oii ittt eeeennn 48,374

15
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RISK FACTORS RELATING TO THE TRACKING STOCK AMENDMENTS

You should consider the following factors, in addition to the other
information contained elsewhere in this document, in connection with the
tracking stock amendments.

THE MARKET PRICE OF AT&T BROADBAND GROUP TRACKING STOCK AND/OR AT&T CONSUMER
SERVICES GROUP TRACKING STOCK MAY NOT REFLECT THE FINANCIAL PERFORMANCE AND
ECONOMIC VALUE OF AT&T BROADBAND GROUP OR AT&T CONSUMER SERVICES GROUP AS WE
INTEND AND MAY NOT EFFECTIVELY TRACK THE SEPARATE PERFORMANCE OF AT&T BROADBAND
GROUP AND/OR AT&T CONSUMER SERVICES GROUP

The market price of AT&T Broadband Group tracking stock and/or AT&T
Consumer Services Group tracking stock may not in fact reflect the financial
performance and economic value of AT&T Broadband Group or AT&T Consumer Services
Group as we intend. Holders of AT&T Broadband Group tracking stock and AT&T
Consumer Services Group tracking stock will continue to be common shareholders
of AT&T and, as such, will be subject to all risks associated with an investment
in AT&T and all of its businesses, assets and liabilities. The performance of
AT&T as a whole may affect the market price of either or both of AT&T Broadband
Group tracking stock and AT&T Consumer Services Group tracking stock or the
market price could more independently reflect the performance of the business of
AT&T Broadband Group and/or AT&T Consumer Services Group. Investors may discount

$9,085
(1,002)

(961)
3,332
(0.29)
(0.29)
$ 0.88
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the value of AT&T Broadband Group tracking stock or AT&T Consumer Services Group
tracking stock because these groups are part of a common enterprise with the
rest of the operations of AT&T rather than stand-alone entities.

THE COMBINED MARKET PRICES OF AT&T COMMON STOCK, AT&T BROADBAND GROUP TRACKING
STOCK AND AT&T CONSUMER SERVICES GROUP TRACKING STOCK MAY NOT EQUAL OR EXCEED
THE MARKET PRICE OF AT&T COMMON STOCK BEFORE THE OFFERING OR DISTRIBUTION OF THE
TRACKING STOCKS, AND NO MARKET CURRENTLY EXISTS FOR EITHER OF THE PROPOSED
TRACKING STOCKS

There can be no assurance that investors will assign values to AT&T common
stock, AT&T Broadband Group tracking stock or AT&T Consumer Services Group
tracking stock based on the reported financial results and prospects of their
respective groups, or the dividend policies established by our board of
directors with respect to that class of our common shares.

Because there has been no prior market for AT&T Broadband Group tracking
stock or AT&T Consumer Services Group tracking stock, we do not know how either
tracking stock will trade or if an active market for either tracking stock will
be maintained. In addition, we cannot predict the market impact of some of the
terms of either tracking stock, such as:

- redemption for stock of AT&T Broadband Corp. in the event AT&T completes
the spin-off of AT&T Communications Services, Inc.,

— the relative voting rights of AT&T common stock and the two tracking
stocks,

— the discretion of AT&T's board of directors to make determinations
affecting the tracking stocks, and

— in the case of each tracking stock, the creation and issuance of the
other tracking stock.

THE COMPLEX NATURE OF THE TERMS OF AT&T BROADBAND GROUP TRACKING STOCK AND AT&T
CONSUMER SERVICES GROUP TRACKING STOCK, OR CONFUSION IN THE MARKETPLACE ABOUT
WHAT A TRACKING STOCK IS, COULD MATERIALLY ADVERSELY AFFECT THE MARKET PRICES OF
AT&T BROADBAND GROUP TRACKING STOCK AND AT&T CONSUMER SERVICES GROUP TRACKING
STOCK

Tracking stocks, like AT&T Broadband Group tracking stock and AT&T Consumer
Services Group tracking stock, are more complex than traditional common stock
and are not directly or entirely comparable to common stock of companies that
have been spun off by their parent

16
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companies. The complex nature of the terms of AT&T Broadband Group tracking
stock and AT&T Consumer Services Group tracking stock, and the potential
difficulties investors may have in understanding these terms, may materially
adversely affect the market price of AT&T Broadband Group tracking stock and
AT&T Consumer Services Group tracking stock. Examples of these terms include:

— the discretion of AT&T's board of directors to make determinations
affecting AT&T Broadband Group tracking stock and AT&T Consumer Services
Group tracking stock,

— AT&T's redemption and/or exchange rights in the event (1) AT&T proposes
to spin off AT&T Broadband Group or AT&T Consumer Services Group and/or
AT&T Business Services Group or (2) AT&T proposes to transfer or dispose
of substantially all the assets attributed to AT&T Broadband Group or
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AT&T Consumer Services Group,

— the ability of AT&T to convert shares of AT&T Broadband Group tracking
stock into shares of AT&T common stock, or

— the voting rights of AT&T Broadband Group tracking stock, AT&T Consumer
Services Group tracking stock and AT&T common stock.

Confusion in the marketplace about what a tracking stock is and what it is
intended to represent, and/or investors' reluctance to invest in tracking
stocks, could also materially adversely affect the market price of AT&T
Broadband Group tracking stock and AT&T Consumer Services Group tracking stock.

HOLDERS OF AT&T COMMON STOCK, AT&T BROADBAND GROUP TRACKING STOCK AND AT&T
CONSUMER SERVICES GROUP TRACKING STOCK ALL WILL BE SHAREHOLDERS OF ONE COMPANY
AND, THEREFORE, FINANCIAL IMPACTS ON ONE GROUP COULD AFFECT THE OTHER GROUPS

Holders of AT&T common stock, AT&T Broadband Group tracking stock and AT&T
Consumer Services Group tracking stock all will be common shareholders of AT&T.
As such, they will be subject to various risks associated with an investment in
a single company and all of AT&T's businesses, assets and liabilities. Financial
effects arising from one group that affect AT&T's consolidated results of
operations or financial condition could, if significant, affect the combined
results of operations or financial position of the other groups or the market
price of the class of common shares relating to the other groups. In addition,
if AT&T or any of its subsidiaries were to incur significant indebtedness on
behalf of a group, including indebtedness incurred or assumed in connection with
an acquisition or investment, it could affect the credit rating of AT&T and its
subsidiaries. This, in turn, could increase the borrowing costs of the other
groups and AT&T as a whole. Net losses of any group and dividends or
distributions on shares of any class of common or preferred stock will reduce
the funds of AT&T legally available for payment of future dividends on each of
AT&T common stock, AT&T Broadband Group tracking stock and AT&T Consumer
Services Group tracking stock. For these reasons, you should read AT&T's
consolidated financial information together with the financial information of
AT&T Broadband Group and AT&T Consumer Services Group.

HOLDERS OF EACH OF AT&T BROADBAND GROUP TRACKING STOCK AND AT&T CONSUMER
SERVICES GROUP TRACKING STOCK WILL HAVE LIMITED SEPARATE SHAREHOLDER RIGHTS, AND
WILL HAVE NO ADDITIONAL RIGHTS SPECIFIC TO THEIR GROUP, INCLUDING DIRECT VOTING
RIGHTS

Holders of AT&T Broadband Group tracking stock and AT&T Consumer Services
Group tracking stock will not have any direct voting rights in their respective
group, except to the extent required under AT&T's charter or by New York law. We
will not hold separate meetings for holders of AT&T Broadband Group tracking
stock or AT&T Consumer Services Group tracking stock. When a vote is taken on
any matter as to which all of our common shares are voting together as one
class,
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any class or series of our common shares that is entitled to more than the
number of votes required to approve the matter being voted upon will be in a
position to control the outcome of the vote on that matter.

Currently:

— each share of AT&T common stock has one vote,

— each share of Class B Liberty Media Group tracking stock has 0.375 of a
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vote,

- each share of Class A Liberty Media Group tracking stock has 0.0375 of a
vote,

— each share of AT&T Wireless Group tracking stock has 0.5 of a vote, and
— each share of AT&T Wireless Group preferred tracking stock has 250 votes.

Each share of AT&T Broadband Group tracking stock will have
of a vote per share and each share of AT&T Consumer Services Group tracking
stock will have of a vote per share. The voting power of each
class will be subject to adjustment for stock splits, stock dividends and
combinations, including any distribution of AT&T Broadband Group tracking stock
or AT&T Consumer Services Group tracking stock to holders of AT&T common stock.

HOLDERS OF EACH OF AT&T BROADBAND GROUP TRACKING STOCK AND AT&T CONSUMER
SERVICES GROUP TRACKING STOCK MAY HAVE POTENTIALLY DIVERGING INTERESTS FROM
HOLDERS OF OTHER CLASSES OF AT&T CAPITAL STOCK

The existence of separate classes of our common stock could give rise to
occasions when the interests of the holders of AT&T common stock, AT&T Broadband
Group tracking stock and/or AT&T Consumer Services Group tracking stock diverge,
conflict or appear to diverge or conflict. Examples include determinations by
AT&T's board of directors to:

- set priorities for use of capital and debt capacity,

- pay or omit the payments of dividends on AT&T common stock, AT&T
Broadband Group tracking stock or AT&T Consumer Services Group tracking
stock,

— redeem shares of AT&T Broadband Group tracking stock and/or AT&T Consumer
Services Group tracking stock for shares of AT&T common stock, tracking
stock of AT&T Communications Services, Inc. or stock of qualifying
subsidiaries of AT&T,

- approve dispositions of assets attributed to any group,

— allocate the proceeds of issuances of AT&T Broadband Group tracking stock
and/or AT&T Consumer Services Group tracking stock to one group or
another,

- formulate public policy positions for AT&T,
— establish material commercial relationships between groups, and

- make operational and financial decisions with respect to one group that
could be considered to be detrimental to another group.

In addition, decisions regarding distribution and other commercial
arrangements between the groups may affect costs, service alternatives and
marketing approaches for each group. When making decisions with regard to
matters that create potential diverging interests, our board of directors will
act in accordance with:

— the terms of AT&T's charter and the AT&T Groups policy statement
described under "Relationship among AT&T Groups," and

- its fiduciary duties, which require our board of directors to consider
the impact of these decisions on all shareholders of AT&T.
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Our board of directors also could, from time to time, refer to the AT&T
Groups capital stock committee for our various group matters involving any
conflict, and have the AT&T Groups capital stock committee report to our board
of directors on those matters or decide those matters to the extent permitted by
our by-laws and applicable law.
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A DECISION BY OUR BOARD OF DIRECTORS TO DISPOSE OF ASSETS ATTRIBUTED TO AT&T
BROADBAND GROUP OR AT&T CONSUMER SERVICES GROUP COULD HAVE A MATERIAL ADVERSE
IMPACT ON THE TRADING PRICE OF AT&T BROADBAND GROUP TRACKING STOCK OR AT&T
CONSUMER SERVICES GROUP TRACKING STOCK

Assuming AT&T Broadband Group's assets or AT&T Consumer Services Group's
assets represent less than substantially all of the properties and assets of
AT&T as a whole, our board of directors could, in its sole discretion and
without shareholder approval, approve sales and other dispositions of any amount
of the properties and assets of AT&T Broadband Group or AT&T Consumer Services
Group because the New York Business Corporation Law, or NYBCL, requires
shareholder approval only for a sale or other disposition of all or
substantially all of the properties and assets of all of AT&T.

However, in the event of a disposition of all or substantially all of the
properties and assets attributed to either AT&T Broadband Group or AT&T Consumer
Services Group, generally defined as 80% or more of the fair value of that
group, AT&T will be required under its charter to:

— convert each outstanding share of the affected tracking stock into shares
of AT&T common stock at a % premium, or

— distribute cash and/or securities, other than AT&T common stock, or other
property equal to the fair value of the net proceeds from that
disposition allocable to the affected tracking stock, either by special
dividend or by redemption of all or part of the outstanding shares of
that tracking stock, or

— take a combination of the actions described in the preceding bullet
points whereby AT&T would convert some shares of the affected tracking
stock into AT&T common stock at a % premium and pay a dividend on the
remaining shares of the affected tracking stock or redeem all or part of
the remaining shares of the affected tracking stock for cash and/or
property equal to the fair value of a portion of the net proceeds of the
disposition allocable to the affected tracking stock.

Our board of directors is not required to select the option that would
result in the distribution with the highest value to the holders of AT&T
Broadband Group tracking stock or AT&T Consumer Services Group tracking stock.
See "-- The fiduciary duties of AT&T's board of directors to more than one class
of common stock are not clear under New York law" for a discussion of our board
of directors' fiduciary duties to the holders of the different classes of our
common shares.

In addition, under New York law, our board of directors could decline to
dispose of AT&T Broadband Group assets or AT&T Consumer Services Group assets
even if a majority of the holders of the respective tracking stocks request such

a disposition.

AT&T MAY TAKE POSITIONS ON PUBLIC POLICY OR REGULATORY MATTERS THAT BENEFIT ONE
GROUP MORE THAN ANOTHER

Because of the nature of the different businesses of AT&T Broadband Group,
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AT&T Consumer Services Group and AT&T Business Services Group, the various
groups may have diverging interests as to the position AT&T should take with
respect to various regulatory issues. For example, Federal Communications
Commission, or FCC, regulations that may advance the interests of one group may
not advance or be adverse to the interests of the other groups. Under the AT&T
Groups policy statement, we will resolve material matters involving potentially
divergent interests in a manner that our board of directors, or the AT&T Groups
capital stock committee, determines to be in the best interests of AT&T and all
of our common shareholders after giving fair consideration to the potentially
divergent interests and all other relevant interests of the holders of the
separate classes of our common shares. Nevertheless, AT&T's board of directors
could take positions on any given issue that may benefit one group more than
another or that may be adverse to another group.
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AT&T MAY MAKE OPERATIONAL AND FINANCIAL DECISIONS THAT BENEFIT ONE GROUP MORE
THAN ANOTHER

Our board of directors could, in its sole discretion, from time to time,
but subject to its fiduciary duties and the AT&T Groups policy statement, make
operational and financial decisions or implement policies that affect
disproportionately the businesses of a group. These decisions could include:

— allocation of financing opportunities in the public markets or the
refinancing of existing indebtedness,

— allocation of business opportunities, resources and personnel, and

- transfers of services, including sales agency, resale and other
arrangements, funds or assets between groups and other inter-group
transactions

that, in each case, may be suitable for one or more groups. Any of these
decisions may benefit one group more than the other groups. For example, the
decision to obtain funds for one group may materially adversely affect the
ability of the other groups to obtain funds sufficient to implement their
respective growth strategies or may increase the cost of those funds.

In addition, AT&T Broadband Group and AT&T Consumer Services Group are
subject to AT&T's existing agreements or arrangements with third parties. These
agreements or arrangements currently may benefit those groups, as in the case of
purchasing arrangements, or may have the effect of limiting or impairing their
respective business opportunities. For example, AT&T and British
Telecommunications plc, or BT, have entered into a joint venture agreement for
the provision of global communications services. As part of that joint venture
agreement, among other things, AT&T has agreed to various restrictions on its
businesses and activities, including non-competition provisions and exclusive
purchasing requirements, all of which apply to AT&T Broadband Group, AT&T
Consumer Services Group and AT&T Business Services Group while they are part of
AT&T.

Any decisions by our board of directors to renew, extend, modify or
terminate its current agreements or arrangements, or enter into similar
agreements or arrangements in the future, may benefit one group more than
another group or limit or impair the ability of a group to pursue business
opportunities. Furthermore, overlap between the businesses of the groups may
increase as a result of regulatory changes, technological advancements or other
factors that will make those operational and financial decisions more difficult.

All of these decisions will be made by our board of directors in its good
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faith business judgment and in accordance with procedures and policies adopted
by our board of directors from time to time, including the AT&T Groups policy
statement described under "Relationship among AT&T Groups —-- The AT&T Groups
Policy Statement."

AT&T'S BOARD OF DIRECTORS WILL HAVE THE ABILITY TO CONTROL INTER-GROUP
TRANSACTIONS BETWEEN AT&T GROUPS

AT&T's board of directors may decide to transfer funds or other assets
between groups. Transfers of assets among AT&T Business Services Group, AT&T
Broadband Group and AT&T Consumer Services Group that AT&T's board of directors
designate as an equity contribution or repayment will result in a change in the
retained portion of the value of that group.

AT&T's board of directors will have the ability to control commercial
arrangements between groups, subject to the AT&T Groups policy statement, and
such commercial arrangements may be less favorable to a group than could
otherwise be obtained from an unaffiliated third party.

Under the AT&T Groups policy statement, the groups may make loans to each
other at interest rates and on terms and conditions substantially equivalent to
the interest rates and terms and conditions that the groups would be able to
obtain from third parties without the benefit of support or
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guarantee by AT&T. In the case of AT&T Broadband Group, the financial statements
included elsewhere in this document reflect a cost of borrowing slightly in
excess of the cost historically achieved at the consolidated AT&T level. In the
case of each of AT&T Consumer Services Group and AT&T Business Services Group,
the financial statements included elsewhere in this document make no distinction
between the inter-group rate and the cost at which consolidated AT&T was
historically able to raise funds in the external market. In each case, AT&T
believes that the inter—-group rate is a reasonable estimate of the rate of
borrowing in the external market. However, in the future, although AT&T Consumer
Services Group is expected to be part of the same legal entity as AT&T Business
Services Group, AT&T Consumer Services Group may be charged interest at a rate
higher or lower than that of AT&T Business Services Group. The actual rates of
interest charged or paid by any of the groups in the future is uncertain and
will depend on a variety of factors including the credit profile of the group
and market conditions. As a result, future interest rates charged or paid by any
of the groups may materially exceed those reflected in the financial statements
included elsewhere in this document.

Any change in AT&T's retained portion of the value of AT&T Broadband Group
or, if applicable, AT&T Consumer Services Group would be determined by reference
to the then-current market value of the affected tracking stock as determined by
our board of directors. Such an increase or decrease, however, could occur at a
time when those shares are considered undervalued or overvalued.

AT&T'S BOARD OF DIRECTORS MAY CHANGE THE AT&T GROUPS POLICY STATEMENT OR BY-LAW
AMENDMENT RELATED TO THE GROUPS WITHOUT SHAREHOLDER APPROVAL

In connection with the issuance of the tracking stocks, our board of
directors intends to adopt the AT&T Groups policy statement that we describe in
this document to govern the relationship among AT&T groups and to amend our
by-laws to create the AT&T Groups capital stock committee that will oversee the
interaction between the groups. Our board of directors may modify, suspend or
rescind the policies set forth in the AT&T Groups policy statement or make
additions or exceptions to them, in the sole discretion of our board of
directors, without approval of our shareholders, although there is no present
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intention to do so. Our board of directors also may adopt additional policies,
depending upon the circumstances. The by-law amendment similarly may be
modified, suspended or rescinded. Our board of directors would make any
determination to modify, suspend or rescind the AT&T Groups policy statement or
by-law amendment, or to make exceptions to them or adopt additional policies or
by-laws, including any decision that would have disparate impacts upon holders
of AT&T common stock, AT&T Broadband Group tracking stock and/or AT&T Consumer
Services Group tracking stock, as applicable, in a manner consistent with its
fiduciary duties to AT&T and all of our common shareholders after giving fair
consideration to the potentially divergent interests and all other relevant
interests of the holders of the separate classes of our common shares. See

"-— The fiduciary duties of AT&T's board of directors to more than one class of
common stock are not clear under New York law" for more information regarding
our board of directors' fiduciary duties to our shareholders. See "Relationship
among AT&T Groups" for a description of the AT&T Groups policy statement and
by-law amendment.

IT WILL BE DIFFICULT FOR A THIRD PARTY TO ACQUIRE AT&T BROADBAND GROUP OR AT&T
CONSUMER SERVICES GROUP WITHOUT AT&T'S CONSENT

If either AT&T Broadband Group or AT&T Consumer Services Group were an
independent entity, any person interested in acquiring either entity without
negotiation with our management could seek control of the outstanding stock of
that entity by means of a tender offer or proxy contest. Although the tracking
stock amendments will create new classes of our common shares that are intended
to reflect the separate financial performance and economic value of AT&T
Broadband Group and AT&T Consumer Services Group, a person interested in
acquiring only AT&T Broadband
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Group or AT&T Consumer Services Group without negotiation with our management
still would be required to seek control of the voting power represented by all
of the outstanding capital stock of AT&T entitled to vote on that acquisition,
including the classes of common shares related to the other groups. As a result,
this may discourage potential interested bidders from seeking to acquire either
AT&T Broadband Group or AT&T Consumer Services Group. See "-- Holders of each of
AT&T Broadband Group tracking stock and AT&T Consumer Services Group tracking
stock will have limited separate shareholder rights, and will have no additional
rights specific to their group, including direct voting rights" for more
information on the rights of holders of tracking stocks. This inability of third
parties directly to acquire control of AT&T Broadband Group and/or AT&T Consumer
Services Group may materially adversely affect the market price of AT&T
Broadband Group tracking stock and/or AT&T Consumer Services Group tracking
stock.

THERE WILL BE NO BOARD OF DIRECTORS OR COMMITTEE THAT OWES ANY SEPARATE
FIDUCIARY DUTIES TO HOLDERS OF AT&T BROADBAND GROUP TRACKING STOCK OR AT&T
CONSUMER SERVICES GROUP TRACKING STOCK, APART FROM THOSE OWED TO AT&T
SHAREHOLDERS GENERALLY

Each of AT&T's board of directors and the AT&T Groups capital stock
committee owes fiduciary duties to AT&T and its shareholders as a whole. AT&T
Broadband Group and AT&T Consumer Services Group will not have separate boards
of directors to represent solely the interests of the holders of AT&T Broadband
Group tracking stock and AT&T Consumer Services Group tracking stock.
Consequently, there is no separate board of directors or committee that owes any
separate duties to the holders of AT&T Broadband Group tracking stock or AT&T
Consumer Services Group tracking stock.

THE FIDUCIARY DUTIES OF AT&T'S BOARD OF DIRECTORS TO MORE THAN ONE CLASS OF
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COMMON STOCK ARE NOT CLEAR UNDER NEW YORK LAW

Although we are not aware of any legal precedent under New York law
involving the fiduciary duties of directors of corporations having two or more
classes of common stock, or separate classes or series of capital stock,
principles of Delaware law established in cases involving differing treatment of
two classes of capital stock or two groups of holders of the same class of
capital stock provide that a board of directors owes an equal duty to all
stockholders regardless of class or series, and does not have separate or
additional duties to either group of stockholders. Under these principles of
Delaware law and the related principle known as the "business judgment rule,"
absent abuse of discretion, a good faith business decision made by a
disinterested and adequately informed board of directors, or a committee of the
board of directors, with respect to any matter having disparate impacts upon
holders of AT&T common stock, AT&T Broadband Group tracking stock or AT&T
Consumer Services Group tracking stock would be a defense to any challenge to a
determination made by or on behalf of the holders of any class of our common
shares. Nevertheless, a New York court hearing a case involving this type of a
challenge may decide to apply principles of New York law different from the
principles of Delaware law discussed above, or may develop new principles of
law, in order to decide that case. Any future shareholder litigation over the
meaning or application of the terms of AT&T Broadband Group tracking stock, AT&T
Consumer Services Group tracking stock or our board's policies may be costly and
time consuming to AT&T, AT&T Broadband Group and AT&T Consumer Services Group.

CHANGES IN THE TAX LAW OR IN THE INTERPRETATION OF CURRENT TAX LAW MAY RESULT IN
REDEMPTION OF AT&T BROADBAND GROUP TRACKING STOCK AND/OR AT&T CONSUMER SERVICES
GROUP TRACKING STOCK, OR MAY PREVENT US FROM ISSUING FURTHER SHARES OF EITHER
STOCK

From time to time, there have been legislative and administrative proposals
that, if effective, would have resulted in the imposition of corporate level or
shareholder level tax upon the issuance of tracking stock. As of the date of
this document, no such proposals are outstanding.
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If there are adverse tax consequences associated with the issuance of AT&T
Broadband Group tracking stock and/or AT&T Consumer Services Group tracking
stock, it is possible that we would cease issuing additional shares of AT&T
Broadband Group tracking stock and/or AT&T Consumer Services Group tracking
stock. This could affect the value of shares of AT&T Broadband Group tracking
stock and/or AT&T Consumer Services Group tracking stock then outstanding.

Furthermore, we are entitled to convert AT&T Broadband Group tracking stock
and AT&T Consumer Services Group tracking stock into AT&T common stock at a
premium of % if, based on the opinion of tax counsel, adverse U.S.
federal income tax law developments related to AT&T Broadband Group tracking
stock or AT&T Consumer Services Group tracking stock, respectively, occur after
the issuance of that tracking stock.

If we did convert AT&T Broadband Group tracking stock and/or AT&T Consumer
Services Group tracking stock into AT&T common stock at a premium, the interests
of holders of AT&T common stock would be diluted as a result of the redemption
premium paid for AT&T Broadband Group tracking stock and/or AT&T Consumer
Services Group tracking stock.

IN SOME INSTANCES, WE MAY OPTIONALLY REDEEM AT&T BROADBAND GROUP TRACKING STOCK

AND/OR AT&T CONSUMER SERVICES GROUP TRACKING STOCK, INCLUDING AS A RESULT OF AN
ADVERSE TAX LAW CHANGE
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Our board of directors may, at any time after either the occurrence of
tax-related events, such as the ones described above, or the
anniversary of the date we initially issue shares of AT&T Broadband Group
tracking stock or AT&T Consumer Services Group tracking stock, respectively,
redeem all outstanding shares of AT&T Broadband Group tracking stock or AT&T
Consumer Services Group tracking stock, respectively, for shares of AT&T common
stock at a % premium. We could decide to redeem the tracking stock(s)
at a time when any or all of the AT&T common stock and the tracking stocks may
be considered to be overvalued or undervalued. In addition, a redemption at any
premium would preclude holders of both AT&T common stock and the redeemed
tracking stock from retaining their investment in a security intended to reflect
separately the financial performance and economic value of the relevant group.
It would also give holders of shares of the redeemed tracking stock an amount of
consideration that may differ from the amount of consideration a third-party
buyer pays or would pay for all or substantially all of the assets of the
respective group. For further details, see "The Broadband Charter Amendment
Proposal —-—- Broadband Group Tracking Stock Amendment" and "The Consumer Services
Charter Amendment Proposal —-- Consumer Services Group Tracking Stock Amendment."

Additionally, at any time, if the businesses, assets and liabilities of
AT&T Broadband Group are substantially equivalent to the businesses, assets and
liabilities of AT&T, our board of directors may mandatorily redeem shares of
AT&T Broadband Group tracking stock for AT&T common stock without a premium at a
ratio based on the number of shares of AT&T common stock outstanding, the number
of shares of AT&T Broadband Group tracking stock outstanding and the AT&T
Broadband Group allocation fraction, as described under "The Broadband Charter
Amendment Proposal —-- Terms of the Broadband Group Tracking Stock
Amendment —-- AT&T Broadband Group Allocation Fraction." If we complete the
spin-off of AT&T Communications Services, Inc. in the manner we contemplate, our
board of directors will use this redemption right to redeem all shares of AT&T
Broadband Group tracking stock for shares of AT&T common stock.

WE HAVE THE RIGHT TO REQUIRE THE EXCHANGE OF SHARES OF AT&T BROADBAND GROUP
AND/OR AT&T CONSUMER SERVICES GROUP TRACKING STOCK FOR TRACKING STOCK OF ANOTHER
ENTITY

In the event of a disposition or other transfer by AT&T of all of the
properties and assets of AT&T Broadband Group or AT&T Consumer Services Group,
the Broadband Group charter amendment and the Consumer Services Group charter
amendment generally allow us to redeem all outstanding shares of AT&T Broadband
Group tracking stock or AT&T Consumer Services Group
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tracking stock in exchange for a new tracking stock of the entity that owns
materially all of the assets and liabilities of AT&T Broadband Group or AT&T
Consumer Services Group, as the case may be. In order to require this
redemption, the new tracking stock must have substantially the same terms as
AT&T Broadband Group tracking stock or AT&T Consumer Services Group tracking
stock, as the case may be, including the definition of "AT&T Broadband Group" or
"AT&T Consumer Services Group." In the event of such a redemption, the wvoting
rights of the new tracking stock will be set based on the ratio, over a fixed
measurement period, of the initial trading prices of the new tracking stock to
the trading prices of the common stock of the entity of which the new tracking
stock is a part. While this new entity will own materially all of the properties
and assets of AT&T Broadband Group or AT&T Consumer Services Group, as the case
may be, it may have different businesses and a different capital structure and
be subject to different risks than AT&T generally. In the event of redemption
for a tracking stock of a new entity, holders of the new tracking stock will
become equity holders of this new entity and become subject to risks affecting
this new entity generally. Additionally, adverse fluctuations in market
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valuations at and after the time of issuance of the new tracking stock could
materially adversely affect the relative voting power of the new tracking stock
with respect to the voting power of this new entity as a whole. If we complete
the spin-off of AT&T Communications Services, Inc. in the manner we contemplate,
our board of directors will use this redemption right to redeem all shares of
AT&T Consumer Services Group tracking stock for shares of a comparable tracking
stock of AT&T Communications Services, Inc. In this case, shareholders of AT&T
Consumer Services Group tracking stock no longer would be shareholders of AT&T
but would be shareholders of AT&T Communications Services, Inc.

AT&T'S BOARD OF DIRECTORS MAY REDEEM AT&T BROADBAND GROUP TRACKING STOCK OR AT&T
CONSUMER SERVICES GROUP TRACKING STOCK IN EXCHANGE FOR STOCK OF ONE OR MORE
QUALIFYING SUBSIDIARIES OF AT&T

AT&T's charter provides that AT&T may, at any time, redeem all outstanding
shares of AT&T Broadband Group tracking stock or AT&T Consumer Services Group
tracking stock in exchange for a specified number of outstanding shares of
common stock of a subsidiary of AT&T that satisfies requirements under the
Internal Revenue Code of 1986, as amended, and that holds, directly or
indirectly, all of the assets and liabilities of AT&T Broadband Group, in the
case of AT&T Broadband Group tracking stock, or AT&T Consumer Services Group, in
the case of AT&T Consumer Services Group tracking stock. This type of redemption
may only be made on a pro rata basis, and must be tax free to the holders of
AT&T Broadband Group tracking stock or AT&T Consumer Services Group tracking
stock, as the case may be, except with respect to any cash that holders receive
in lieu of fractional shares. For more information, see "The Broadband Charter

Amendment Proposal —-- Terms of the Broadband Group Tracking Stock
Amendment -- Redemption" and "The Consumer Services Charter Amendment
Proposal —-- Terms of the Consumer Services Group Tracking Stock
Amendment —-- Redemption."

FUTURE SALES OF AT&T BROADBAND GROUP TRACKING STOCK, AT&T CONSUMER SERVICES
GROUP TRACKING STOCK AND AT&T COMMON STOCK COULD MATERIALLY ADVERSELY AFFECT
THEIR RESPECTIVE MARKET PRICES AND THE ABILITY TO RAISE CAPITAL IN THE FUTURE

Sales of substantial amounts of AT&T Broadband Group tracking stock, AT&T
Consumer Services Group tracking stock and AT&T common stock in the public
market could hurt the market price of each of those classes of stock. These
sales also could hurt AT&T's ability to raise capital in the future. The shares
that we plan to sell to the public in the public offering of AT&T Broadband
Group tracking stock and any shares of either class of tracking stock that we
distribute to holders of AT&T common stock will be freely tradable without
restriction under the Securities Act of 1933, as amended, by persons other than
"affiliates" of AT&T, as defined under the Securities Act. Any sales of
substantial amounts of AT&T Broadband Group tracking stock, AT&T Consumer
Services Group tracking stock or AT&T common stock in the public market, or the
perception that those sales might occur, could materially adversely affect the
respective market prices of AT&T Broadband Group tracking stock, AT&T Consumer
Services tracking stock or AT&T common stock, as applicable.
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The approval of the shareholders will not be solicited by AT&T for the
issuance of authorized but unissued shares of AT&T Broadband Group tracking
stock, AT&T Consumer Services Group tracking stock or AT&T common stock, unless
these approvals are deemed advisable by our board of directors or are required
by applicable law, regulation or stock exchange listing requirements. The
issuance of those shares could dilute the value of shares of AT&T Broadband
Group tracking stock, AT&T Consumer Services Group tracking stock or AT&T common
stock, as the case may be.
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WE DO NOT EXPECT TO PAY DIVIDENDS ON AT&T BROADBAND GROUP TRACKING STOCK

Determinations as to the future dividends on AT&T Broadband Group tracking
stock primarily will be based upon the financial condition, results of
operations and business requirements of AT&T Broadband Group, and AT&T as a
whole. We currently do not expect to pay any dividends on AT&T Broadband Group
tracking stock for the foreseeable future. Following any issuance of AT&T
Consumer Services Group tracking stock, it is currently expected that one-third
of the current dividend payable on AT&T common stock will be allocated to AT&T
common stock and that two-thirds of the dividend will be allocated to AT&T
Consumer Services Group tracking stock. The declaration of dividends by AT&T and
the amount thereof will, however, be in the discretion of our board of directors
and will depend upon each of our group's financial performance, the dividend
policies and capital structures of comparable companies, each group's ongoing
capital needs, and AT&T's results of operations, financial condition, cash
requirements and future prospects and other factors deemed relevant by our board
of directors. Payment of dividends also may be restricted by loan agreements,
indentures and other transactions that AT&T enters into from time to time.

IF WE LIQUIDATE AT&T, AMOUNTS DISTRIBUTED TO HOLDERS OF EACH CLASS OF COMMON
STOCK MAY NOT REFLECT THE VALUE OF THE ASSETS ATTRIBUTED TO THE GROUPS

Under our charter, we would determine the liquidation rights of the holders
of the respective classes of stock in accordance with each group's respective
market capitalization at the time of liquidation. However, the relative market
capitalization of each group may not correctly reflect the value of the net
assets remaining and attributed to the groups after satisfaction of outstanding
liabilities.
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RISK FACTORS RELATING TO AT&T BROADBAND GROUP

AT&T BROADBAND GROUP HAS A HISTORY OF NET LOSSES AND NEGATIVE CASH FLOW AND
EXPECTS TO CONTINUE TO EXPERIENCE NET LOSSES AND NEGATIVE CASH FLOW.
CONSEQUENTLY, AT&T BROADBAND GROUP MAY NOT HAVE THE ABILITY TO FINANCE FUTURE
OPERATIONS

AT&T Broadband Group (including its predecessor entities, TCI and MediaOne)
has had a history of net losses and negative cash flow and expects to continue
to report net losses and negative cash flow for the next few years. AT&T
Broadband Group reported net losses from continuing operations before
extraordinary items of $2.2 billion for the ten months ended December 31, 1999
and $5.4 billion for the year ended December 31, 2000. AT&T Broadband Group
reported negative free cash flow, or EBITDA, excluding asset impairment, pre-tax
losses from equity investments and other income and expense, and less capital
expenditures, from operations of $2.1 billion for the ten months ended December
31, 1999 and $2.7 billion for the year ended December 31, 2000. AT&T Broadband
Group cannot predict what impact continued losses and negative cash flows will
have on its ability to finance operations in the future.

AT&T BROADBAND GROUP'S PROGRAMMING COSTS ARE INCREASING AND IT MAY NOT HAVE THE
ABILITY TO PASS THESE INCREASES ON TO ITS CUSTOMERS, WHICH WOULD MATERIALLY
ADVERSELY AFFECT ITS CASH FLOW AND OPERATING MARGINS

Programming costs have been, and are expected to continue to be, AT&T
Broadband Group's largest single expense item. In recent years, the cable and
satellite video industries have experienced a rapid escalation in the cost of
programming, particularly sports programming. This escalation may continue, and
AT&T Broadband Group may not be able to pass programming cost increases on to
its customers. The inability to pass these programming cost increases on to its
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customers would have a material adverse impact on its cash flow and operating
margins. In addition, as AT&T Broadband Group upgrades the channel capacity of
its systems and adds programming to its basic, expanded basic and digital
programming tiers, AT&T Broadband Group may face increased programming costs,
which, in conjunction with the additional market constraints on its ability to
pass programming costs on to its customers, may tighten operating margins.

While AT&T Broadband Group has some investments in programming companies,
unlike some of its competitors it has no meaningful participation with regard to
programming, and consequently AT&T Broadband Group's exposure to programming
costs may be greater than that of some of its competitors.

AT&T BROADBAND GROUP FACES SUBSTANTIAL COMPETITION

The broadband communications industry in which AT&T Broadband Group
operates is highly competitive. In some instances, AT&T Broadband Group competes
against companies with fewer regulatory burdens, easier access to financing,
greater personnel resources, greater brand name recognition and long-standing
relationships with regulatory authorities. The following businesses offer some
or all of the services currently offered by AT&T Broadband Group, and mergers,
joint ventures and alliances among any of the following businesses could result
in providers capable of offering a combination of cable television, Internet and
other telecommunications services in direct competition with AT&T Broadband
Group:

— cable television operators,

- direct broadcast satellite, or DBS, providers,
- regional telephone companies,

- long distance telephone service providers,

- utilities and municipalities,
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- providers of local area telephone services and access to long distance
services to customers,

— providers of cellular and other wireless communications services,
- digital subscriber line, or DSL, resellers, and
- Internet service providers, or ISPs.

AT&T Broadband Group faces competition within the subscription television
industry. This industry includes providers of paid television service employing
technologies other than cable, but excludes broadcast companies that transmit
their signal to customers without assessing a subscription fee. AT&T Broadband
Group also faces competition from broadcast companies distributing television
broadcast signals without assessing a subscription fee and from other
communications and entertainment media, including the following:

conventional off-air television and radio broadcasting services,

DBS providers,

- newspapers,

movie theaters,
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— Internet,
- live sports events, and
- home video products.

There can be no assurance that upgrading its broadband facilities and
related infrastructure will allow AT&T Broadband Group to compete effectively.
Additionally, AT&T Broadband Group is subject to competition from
telecommunications providers and ISPs in connection with offerings of new and
advanced services, including telecommunications and Internet services.
Additionally, evolving DSL, wireless IP and consumer electronic technologies
(such as digital video recorders) may present an opportunity for AT&T Broadband
Group subscribers alternatively to obtain premium media content and erode
anticipated digital and advanced services revenues. Management cannot predict
the extent to which this competition may affect AT&T Broadband Group's business
and operations in the future.

AT&T BROADBAND GROUP HAS SUBSTANTIAL EXISTING DEBT, WHICH COULD MATERIALLY
ADVERSELY AFFECT ITS FINANCIAL HEALTH AND AFFECT ITS ABILITY TO OBTAIN FINANCING
IN THE FUTURE AND REACT TO CHANGES IN ITS BUSINESS

AT&T Broadband Group has a significant amount of debt. As of December 31,
2000, its total debt was approximately $28.42 billion. This debt could have
important consequences to investors. For example, it could:

- make it more difficult for AT&T Broadband Group to satisfy its
obligations under its credit facilities and to its noteholders;

— increase AT&T Broadband Group's vulnerability to general adverse economic
and broadband industry conditions, including interest rate fluctuations;

- require AT&T Broadband Group to dedicate a substantial portion of its
cash flow from operations to payments on its debt, which will reduce
funds available for working capital, capital expenditures, acquisitions
of additional broadband systems and other general corporate expenses;

- limit AT&T Broadband Group's flexibility in planning for, or reacting to,
changes in its business and the broadband industry generally;

- place AT&T Broadband Group at a disadvantage compared to its competitors
that have proportionately less debt; and
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— limit AT&T Broadband Group's ability to borrow additional funds in the
future, if needed, due to applicable financial and restrictive covenants
in that debt.

Additionally, following the spin-off, AT&T Broadband Corp., as historical
AT&T, will be burdened with any AT&T liabilities, including indebtedness, from
which AT&T Broadband Corp. is not released, even if not allocated to AT&T
Broadband Group. See "Risk Factors Relating to AT&T's Restructuring
Plan —-- Following the spin-off, AT&T Broadband Corp. will be liable for
historical AT&T liabilities from which AT&T Broadband Corp. is not released,
even if not allocated to AT&T Broadband Group."

AT&T BROADBAND GROUP MAY SUBSTANTIALLY INCREASE ITS DEBT LEVEL IN THE FUTURE,
WHICH COULD SUBJECT IT TO VARIOUS RESTRICTIONS AND HIGHER INTEREST COSTS AND
DECREASE ITS CASH FLOW AND EARNINGS
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AT&T Broadband Group may substantially increase its debt level in the
future to fund the expansion, maintenance and upgrade of its systems and develop
new services, as well as to finance acquisitions. Any increase in debt could
subject it to various restrictions and higher interest costs and decrease its
cash flow and earnings. It also may be difficult for AT&T Broadband Group to
obtain all the financing it needs to fund its business and growth strategy on
desirable terms. AT&T Broadband Group may require substantial additional
financing in the future to fund capital expenditures and costs and expenses in
connection with funding its operations, investments and its growth strategy.

AT&T and AT&T Broadband Group are exploring and evaluating the relative
advantages and disadvantages of various funding mechanisms for AT&T Broadband
Group. The alternatives being considered include a long-term debt offering, a
bank credit line, commercial paper, and other forms of public and private debt
facilities. The decision on debt composition is dependent on, among other
things, the business and financial plans of AT&T Broadband Group and the market
conditions at the time of financing. The agreements governing this indebtedness
may contain financial and other covenants that could impair the flexibility of
AT&T Broadband Group and restrict its ability to pursue growth opportunities.

AT&T BROADBAND GROUP HAS SUBSTANTIAL CAPITAL REQUIREMENTS

AT&T Broadband Group intends to continue to upgrade a significant portion
of its broadband systems over the coming years and make other capital
investments, including with respect to its advanced services. AT&T Broadband
Group expects to incur substantial capital expenditures in 2001 and in future
years. The actual amount of the funds required for capital expenditures may vary
materially from management's estimate. The majority of these amounts is expected
to be used to acquire customer premises equipment (such as set-top boxes, cable
modems and telephony equipment) and to pay for installation costs for additional
video and advanced services customers. In addition, capital is expected to be
used to upgrade and rebuild most network systems to expand bandwidth capacity
and add two-way capability so that it may offer advanced services. There can be
no assurance that these amounts will be sufficient to accomplish the planned
system upgrades, customer premises equipment acquisitions and expansion.

AT&T Broadband Group also has commitments under its "Social Contract" with
the FCC and under certain of its franchise agreements with local franchising
authorities, or LFAs, to upgrade and rebuild certain network systems. These
commitments may require capital expenditures in order to avoid default and/or
penalties, which expenditures may divert funds from other AT&T Broadband Group
priorities.

AT&T Broadband Group's strategy and business plan will continue to require
substantial capital, which AT&T Broadband Group may not be able to obtain or to
obtain on favorable terms. A failure to obtain necessary capital would have a
material adverse effect on AT&T Broadband Group, and result in the delay, change
or abandonment of AT&T Broadband Group's development or expansion plans.
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THE ACTUAL AMOUNT OF FUNDS NECESSARY TO IMPLEMENT AT&T BROADBAND GROUP'S
STRATEGY AND BUSINESS PLAN MAY MATERIALLY EXCEED CURRENT ESTIMATES, WHICH COULD
HAVE A MATERIAL ADVERSE EFFECT ON AT&T BROADBAND GROUP'S FINANCIAL CONDITION AND
RESULTS OF OPERATIONS AND ITS COMPETITIVENESS

The actual amount of funds necessary to implement AT&T Broadband Group's
strategy and business plan may materially exceed AT&T Broadband Group's current
estimates in the event of various factors including:
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— departures from AT&T Broadband Group's current business plan,
- unforeseen delays,

— cost overruns,

- unanticipated expenses,

- regulatory developments,

- engineering design changes,

- unforeseen competitive developments,

— changes in labor requirements, and

technological and other risks.

If actual costs do materially exceed AT&T Broadband Group's current
estimates for these or other reasons, this would have a material adverse effect
on AT&T Broadband Group's financial condition and results of operations and its
competitiveness.

POTENTIAL ACQUISITIONS MAY REQUIRE AT&T BROADBAND GROUP TO INCUR SUBSTANTIAL
ADDITIONAL DEBT AND INTEGRATE NEW TECHNOLOGIES, OPERATIONS AND SERVICES, WHICH
MAY BE COSTLY AND TIME CONSUMING

An element of AT&T Broadband Group's strategy is to further consolidate its
network geographically, which AT&T Broadband Group may do through the
acquisition of broadband providers or exchanges of systems with other providers.
These acquisitions may cause AT&T Broadband Group to incur substantial
additional indebtedness to finance the acquisitions or to assume indebtedness of
the entities that are acquired. In addition, AT&T Broadband Group may encounter
difficulties in integrating those acquired operations into its own operations,
including as a result of different technologies, franchising authority
requirements, systems, services or service offerings. These actions could prove
costly or time consuming or divert management's attention from other business
matters.

FAILURE TO DEVELOP FUTURE BUSINESS OPPORTUNITIES MAY HAVE A MATERIAL ADVERSE
EFFECT ON AT&T BROADBAND GROUP'S GROWTH POTENTIAL

AT&T Broadband Group intends to pursue a number of new growth opportunities
beyond its core video service, high-speed cable Internet service and telephony
services, such as video-on-demand, or VOD, and interactive television. These
opportunities involve new services for which there are no proven markets. In
addition, the ability to deploy and deliver these services relies, in many
instances, on new and unproven technology. AT&T Broadband Group's existing
technology may not perform as expected and AT&T Broadband Group may not be able
to successfully develop new technology to effectively and economically deliver
these services.

In addition, these opportunities require substantial capital outlays and
network capacity availability to deploy on a large scale. This capital or
capacity may not be available to support these services.

Furthermore, these services may not be widely introduced and fully
implemented in a timely fashion or at all. These services may not be successful
when they are in place, and customers may not purchase the services offered. If
these services are not successful or costs associated with implementation and
completion of the roll-out of these services materially exceed those currently
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estimated by AT&T Broadband Group, AT&T Broadband Group's financial condition
and prospects could be materially adversely affected.

AT&T BROADBAND GROUP MAY NOT BE ABLE TO KEEP PACE WITH TECHNOLOGICAL
DEVELOPMENTS OR CUSTOMERS' DEMAND FOR ADVANCED SERVICES, WHICH COULD LIMIT ITS
ABILITY TO COMPETE EFFECTIVELY

The broadband business is characterized by rapid technological change and
the introduction of advanced services. AT&T Broadband Group cannot assure you
that it will be able to keep pace with technological developments, or that it
will successfully anticipate the demand of customers for services requiring new
technology. This type of rapid technological change could materially adversely
affect its plans to upgrade or expand its systems and respond to competitive
pressures. AT&T Broadband Group's inability to upgrade, maintain and expand its
systems and provide advanced services in a timely manner, or to anticipate the
demands of the marketplace, could materially adversely affect its ability to
compete. Consequently, growth, results of operations and financial condition
could suffer materially.

AT&T BROADBAND GROUP MAY BE UNABLE TO NEGOTIATE CONSTRUCTION CONTRACTS ON
FAVORABLE TERMS AND ITS CONSTRUCTION COSTS MAY INCREASE SIGNIFICANTLY, WHICH
COULD MATERIALLY ADVERSELY AFFECT ITS GROWTH, FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The continued expansion and upgrade of AT&T Broadband Group's existing
systems will require it to hire contractors and enter into a number of
construction agreements. AT&T Broadband Group may have difficulty hiring
contractors, and the contractors AT&T Broadband Group hires may encounter cost
overruns or delays in construction. Moreover, municipalities place certain
restrictions and have certain requirements relating to the time and manner in
which construction projects may be undertaken. Construction costs may increase
significantly over the next few years as existing contracts expire and as demand
for cable construction services continues to grow. There can be no assurance
that AT&T Broadband Group will be able to construct new systems or expand or
upgrade existing or acquired systems in a timely manner or at a reasonable cost.
This may materially adversely affect its growth, financial condition and results
of operations.

CERTAIN ENTITIES INCLUDED IN AT&T BROADBAND GROUP ARE SUBJECT TO LONG-TERM
EXCLUSIVE AGREEMENTS THAT MAY LIMIT THEIR FUTURE OPERATING FLEXIBILITY AND
MATERIALLY ADVERSELY AFFECT AT&T BROADBAND GROUP'S FINANCIAL RESULTS

Certain entities attributed to AT&T Broadband Group may be subject to
certain long-term agreements relating to significant aspects of AT&T Broadband
Group's operations, including long-term agreements for video programming, audio
programming, electronic program guides and other services. For example, TCI
Communications, Inc. and Satellite Services, Inc., both affiliates of TCI, are
parties to an affiliation agreement with Encore Media Group, LLC, an affiliate
of Liberty Media Group, which extends to 2022 and provides for a fixed price
payment (subject to adjustment for certain factors, including inflation) and may
require AT&T Broadband Group to pay two-thirds of Encore Media Group's
programming costs above certain specified levels. Satellite Services, Inc. also
entered into a ten-year agreement with TV Guide in January 1999 for interactive
program guide services, which designates TV Guide Interactive as the exclusive
interactive programming guide for AT&T Broadband Group systems. The price, terms
and conditions of such agreements may not reflect the current market and if such
agreements continue to apply to AT&T Broadband Group, one or more of these
agreements may materially adversely impact the financial performance of AT&T
Broadband Group.
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AT&T BROADBAND GROUP'S BUSINESS IS SUBJECT TO EXTENSIVE GOVERNMENTAL LEGISLATION
AND REGULATION, WHICH COULD MATERIALLY ADVERSELY AFFECT ITS BUSINESS BY
INCREASING ITS EXPENSES OR LIMITING ITS PRICING FLEXIBILITY

Regulation of the broadband communications industry has increased the
administrative and operational expenses and limited the revenues of cable
systems. Broadband operators are subject to, among other things:

- limited rate regulation,

- requirements that, under specified circumstances, a cable system carry a
local broadcast station or obtain consent to carry a local or distant
broadcast station,

- rules for franchise renewals and transfers, and

— other requirements covering a variety of operational areas, such as
technical standards and customer service requirements.

Additionally, many aspects of these regulations currently are the subject
of judicial proceedings and administrative or legislative proposals. There also
are ongoing efforts to amend or expand the state and local regulation of some
cable systems, which may compound the regulatory risks AT&T Broadband Group
already faces. AT&T Broadband Group cannot predict whether in response to these
efforts any of the states or localities in which AT&T Broadband Group now
operates will expand regulation of its cable systems in the future or how they
will do so.

AT&T BROADBAND GROUP MAY BE REQUIRED TO PROVIDE ACCESS TO ITS NETWORKS TO OTHER
ISPS, WHICH COULD MATERIALLY ADVERSELY AFFECT THE UPGRADE OF ITS SYSTEMS OR ITS
ABILITY TO PROVIDE NEW PRODUCTS AND SERVICES

Although there is at present no significant federal regulation of cable
system delivery of Internet services, and the FCC recently issued several
reports finding no immediate need to impose such regulation, this situation may
change as cable systems expand their broadband delivery of Internet services. In
particular, proposals have been advanced at the FCC and Congress that would
require cable operators to provide access to unaffiliated ISP and online service
providers. The Federal Trade Commission and the FCC recently imposed certain
open access requirements on Time Warner, Inc. and America Online, Inc. in
connection with their merger, but those requirements are not applicable to other
cable operators. Some states and LFAs are considering the imposition of
mandatory Internet access requirements as part of cable franchise renewals or
transfers. In June 2000, the Ninth Circuit Court of Appeals rejected an attempt
by the City of Portland, Oregon to impose mandatory Internet access requirements
on the local cable operator. In addition, a federal district court overturned a
requirement by Broward County, Florida to provide access to unaffiliated ISPs.
AT&T Broadband Group has commenced a technical and operational trial to test how
multiple ISPs can offer high-speed, always-on cable Internet service over a
hybrid fiber coaxial network.

AT&T Broadband Group believes that, should specific technological solutions
and/or specific pricing mechanisms be imposed on the industry, it:

— would impair its ability to use its bandwidth in ways that would generate
maximum revenues; and

- may cause it to decide not to upgrade systems, which would prevent it
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In addition, AT&T Broadband Group believes that if there were governmental
imposition of mandatory Internet access requirements on the industry, it could:

- increase the expenses AT&T Broadband Group incurs to enhance and maintain
its information and network systems;

31
38

— increase the expense of upgrading and/or expanding its hybrid
fiber/coaxial and data systems;

- limit profit margins to a prescribed level; and/or

— further reduce the value of AT&T Broadband Group's investment in
Excite@Home.

AT&T BROADBAND GROUP'S CABLE SYSTEMS ARE OPERATED UNDER FRANCHISES THAT ARE
SUBJECT TO NON-RENEWAL OR TERMINATION; THE FAILURE TO RENEW A FRANCHISE COULD
MATERIALLY ADVERSELY AFFECT ITS BUSINESS IN A KEY MARKET

AT&T Broadband Group's cable systems generally operate pursuant to
franchises, permits or licenses typically granted by a municipality or other
state or local government controlling the public rights-of-way. Many franchises
establish comprehensive facilities and service requirements, as well as specific
customer service standards and establish monetary penalties for non-compliance.
In many cases, franchises are terminable if the franchisee fails to comply with
material provisions set forth in the franchise agreement governing system
operations. Franchises generally are granted for fixed terms and must be
periodically renewed. LFAs may resist granting a renewal if either past
performance or the prospective operating proposal is considered inadequate. LFAs
often demand concessions or other commitments as a condition to renewal, which
concessions or other commitments have been and may continue to be costly to
obtain. In some instances, franchises have not been renewed at expiration, and
AT&T Broadband Group has operated under either temporary operating agreements or
without a license while negotiating renewal terms with the LFAs.

AT&T Broadband Group cannot assure you that it will be able to comply with
all material provisions of its franchise agreements or that AT&T Broadband Group
will be able to renew its franchises in the future. A termination of and/or a
sustained failure to renew a franchise could materially adversely affect its
business in the affected geographic area.

AT&T BROADBAND GROUP OPERATES CABLE SYSTEMS UNDER FRANCHISES THAT ARE
NONEXCLUSIVE; LFAS CAN GRANT ADDITIONAL FRANCHISES AND CREATE COMPETITION IN
MARKET AREAS WHERE NONE EXISTED PREVIOUSLY

AT&T Broadband Group's cable systems are operated under franchises granted
by LFAs. These franchises are nonexclusive. Consequently, these LFAs can grant
additional franchises to competitors in the same geographic area. As a result,
competing operators may build systems in areas in which AT&T Broadband Group
holds franchises. In some cases municipal utilities may legally compete with
AT&T Broadband Group without obtaining a franchise from the LFA. The existence
of more than one cable system operating in the same territory is referred to as
an "overbuild." These overbuilds could materially adversely affect AT&T
Broadband Group's growth, financial condition and results of operations by
increasing competition or creating competition where no non-satellite
competition existed previously.

LFAS HAVE THE ABILITY TO IMPOSE ADDITIONAL REGULATORY CONSTRAINTS ON AT&T

40



Edgar Filing: AT&T CORP - Form PRES14A

BROADBAND GROUP'S BUSINESS, WHICH CAN FURTHER INCREASE EXPENSES

In addition to the franchise document, cable authorities also have adopted
in some jurisdictions cable regulatory ordinances that further regulate the
operation of cable systems. This additional regulation increases AT&T Broadband
Group's expenses 1in operating its business. There can be no assurance that the
LFAs will not impose new and more restrictive requirements.

LFAs also have the power to reduce rates and order refunds of basic service
and associated equipment rates paid in the previous 12-month period determined
to be in excess of the maximum permitted rates.
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AT&T BROADBAND GROUP IS SUBJECT TO ADDITIONAL REGULATORY BURDENS IN CONNECTION
WITH THE PROVISION OF TELECOMMUNICATIONS SERVICE, WHICH WILL CAUSE IT TO INCUR
ADDITIONAL COSTS

AT&T Broadband Group is required to obtain U.S. federal, state and local
licenses or other authorizations in connection with its offering
telecommunications services. AT&T Broadband Group may not be able to obtain
these authorizations in a timely manner, or at all, and conditions could be
imposed upon these licenses or authorizations that may not be favorable to it.
Specific risks are also associated with the regulatory regime established by the
Telecommunications Act of 1996. These include risks related to AT&T Broadband
Group's interconnection agreements with local exchange carriers, or LECs, and
whether AT&T Broadband Group will be able to obtain these agreements or obtain
them on favorable terms. Also, AT&T Broadband Group is subject to risks
associated with the regulation of its telecommunications services by the FCC and
state public utilities commissions, or PUCs. Furthermore, telecommunications
companies, including IP telephony companies, generally are subject to
significant regulation as well as higher fees for pole attachments. IP telephony
companies are companies that have the ability to offer telephone services over
the Internet, and pole attachments are cable wires that are attached to poles.

In particular, cable operators that provide telecommunications services and
cannot reach agreement with local utilities over pole attachment rates in states
that do not regulate pole attachment rates will be subject to a methodology
prescribed by the FCC for determining the rates. These rates may be higher than
those paid by cable operators that do not provide telecommunications services.
The rate increases are to be phased in over a five-year period beginning on
February 8, 2001. If AT&T Broadband Group become subject to telecommunications
regulation or higher pole attachment rates, AT&T Broadband Group may incur
additional costs that may be material to its business. The FCC clarified that a
cable operator's provision of cable Internet service does not affect the
favorable pole rates, but a recent decision by the Eleventh Circuit Court of
Appeals disagreed and suggested that Internet traffic is neither cable service
nor telecommunications service and might leave cable attachments that carry
Internet traffic ineligible for the federal rate structure. This decision could
lead to substantial increases in pole attachment rates, and certain utilities
have already proposed vastly higher pole attachment rates based in part on the
existing court decision. The United States Supreme Court is now reviewing this
decision. The Eleventh Circuit mandate has been stayed pending Supreme Court
action, and a variety of cable operators, including AT&T Broadband Group, are
challenging certain increased pole attachment rates at the FCC.

AT&T BROADBAND GROUP IS RELIANT UPON EXCITEQ@HOME FOR THE DEVELOPMENT,
MAINTENANCE AND DISTRIBUTION OF ITS HIGH-SPEED CABLE INTERNET SERVICE; AND THE
GROWTH OF ITS HIGH SPEED CABLE INTERNET SERVICE IS DEPENDENT ON THE RELIABILITY,
AVAILABILITY AND STABILITY OF EXCITEQHOME'S NETWORK AND SERVICES
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AT&T Broadband Group has made a significant investment and commitment to
Excite@Home. It has a contractual arrangement that allows Excite@Home to be the
exclusive provider of high speed cable Internet services to residential
subscribers in AT&T Broadband Group cable systems (other than those affiliated
with Road Runner LLC) through June 4, 2002. While AT&T Broadband Group may
distribute other residential Internet services after this period of exclusivity
has expired, it has committed to use Excite@Home as its provider of platform
connectivity services in its residential high-speed cable Internet services and
to make Excite@Home's content services a featured portal for AT&T Broadband
Group's residential Internet services. The impact of this agreement cannot be
accurately determined. If Excite@Home is not able to maintain its financial
viability while improving its current network and ISP performance and scaling
its network and services for anticipated growth, this could materially adversely
impact the expansion of AT&T Broadband Group's high-speed cable Internet service
and the financial performance of AT&T Broadband Group.
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AT&T BROADBAND GROUP FACES RISKS RELATING TO ITS INVESTMENT IN EXCITE@HOME,
INCLUDING RISKS RELATING TO EXCITEQHOME'S LIQUIDITY

On April 17, 2001, Excite@Home issued a press release announcing that, due
to recent acceleration in the weakness of the market for online advertising and
marketing services, it expects to report significantly lower revenues, greater
operating losses, and more rapid use of cash than previously forecasted for the
balance of 2001. As a result, Excite@Home will record in its first quarter
results an impairment charge associated with its media business. Because AT&T
owns approximately 23% of the outstanding shares of capital stock of
Excite@Home, AT&T will record an impairment charge in its first quarter results
of $739 million, which will have a net income impact, after minority
elimination, of $279 million. After giving effect to the charge, AT&T's carrying
value of Excite@Home will be approximately $490 million.

In light of the weaker financial outlook, Excite@Home announced it is
taking several immediate measures to conserve cash and raise additional funds.
These measures include adopting a revised operating plan with lower expenses and
the execution of a non-binding letter of agreement with AT&T, under which AT&T
may provide Excite@Home with $75 million to $85 million in connection with the
restructuring of the backbone fiber agreement between the companies and with a
joint initiative to maintain and improve current network performance levels. In
addition, Excite@Home said it may negotiate additional debt and/or equity
financing from third parties, and continue efforts to focus its resources around
its broadband franchise through the potential sale or restructuring of its media
operations not directly supporting the broadband strategy. If Excite@Home does
not achieve its targeted expense reductions or other stated initiatives and
raise at least $75 million to $80 million by June 30, 2001, there would be a
material adverse impact on Excite@Home's operations and liquidity.

AT&T BROADBAND GROUP HAS SUBSTANTIAL ECONOMIC INTERESTS IN JOINT VENTURES IN
WHICH IT HAS LIMITED MANAGEMENT RIGHTS

AT&T Broadband Group is a partner in several large joint ventures, such as
TWE, Texas Cable Partners and Kansas City Cable Partners, in which it has a
substantial economic interest but does not have substantial control with regard
to management policies or the selection of management. These joint ventures may
be managed in a manner contrary to the best interests of AT&T Broadband Group,
and the value of AT&T Broadband Group's investment in these joint ventures may
be affected by management policies that are determined without input from AT&T
Broadband Group or over the objections of AT&T Broadband Group.

AT&T BROADBAND GROUP OPERATIONS AND FINANCIAL RESULTS MAY BE MATERIALLY
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ADVERSELY AFFECTED BY RESIDUAL LIABILITIES ASSOCIATED WITH THE RESTRUCTURING OF
THE ROAD RUNNER JOINT VENTURE AND THE RESULTING TRANSITION TO EXCITEQ@HOME

AT&T Broadband Group, through the MediaOne acquisition, acquired an
interest in Road Runner, a broadband cable ISP similar to Excite@Home. In
December 2000, AT&T Broadband Group and the other cable members of Road Runner
agreed to restructure this venture and distribute the assets to the cable
members. Consequently, on May 1, 2001, AT&T Broadband Group purchased the Road
Runner assets used to support the AT&T Broadband Group high-speed cable Internet
subscribers and sold its equity interest in Road Runner to subsidiaries of AOL
Time Warner Inc. However, AT&T Broadband Group and AOL Time Warner have agreed
to jointly satisfy certain residual liabilities associated with the
restructuring of Road Runner in proportion to their prior equity interests in
Road Runner. The extent of these residual liabilities cannot be determined at
this time and payment of AT&T Broadband Group's portion of such liabilities may
have a material adverse affect on its financial condition.

AT&T Broadband Group intends to migrate its Road Runner high-speed cable
Internet subscribers over time to the Excite@Home service. Implementation of
this transition may result in unanticipated material delays and financial
expense.
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RISK FACTORS RELATING TO AT&T CONSUMER SERVICES GROUP
AND AT&T BUSINESS SERVICES GROUP

Prior to the spin-off of AT&T Communications Services, Inc., AT&T Business
Services Group includes any retained portion of the value of AT&T Wireless
Group, AT&T Broadband Group and AT&T Consumer Services Group, and is thereby
subject to risks related to these groups.

AT&T CONSUMER SERVICES GROUP AND AT&T BUSINESS SERVICES GROUP EXPECT THERE TO BE
A CONTINUED DECLINE IN THE LONG DISTANCE INDUSTRY

Historically, prices for voice communications have fallen because of the
introduction of more efficient networks and advanced technology, product
substitution, deregulation and competition. AT&T Consumer Services Group and
AT&T Business Services Group expect these trends to continue and neither group
can predict to what extent it may need to reduce its prices in the future to
remain competitive. In addition, AT&T Consumer Services Group and AT&T Business
Services Group do not expect that they will be able to achieve increased traffic
volumes in the near future to sustain their current revenue levels. The extent
to which each of AT&T Consumer Services Group's and AT&T Business Services
Group's business, financial condition, results of operations and cash flow could
be materially adversely affected will depend on the pace at which these
industry-wide changes continue and its ability to create new and innovative
services to differentiate its offerings, enhance customer retention and retain
or grow market share.

AT&T CONSUMER SERVICES GROUP AND AT&T BUSINESS SERVICES GROUP FACE SUBSTANTIAL
COMPETITION

Each of AT&T Consumer Services Group and AT&T Business Services Group
currently faces significant competition and expects that the level of
competition will continue to increase. AT&T Consumer Services Group and AT&T
Business Services Group traditionally have competed with other long distance
carriers. In recent years, AT&T Consumer Services Group and AT&T Business
Services Group have begun to compete with incumbent LECs, which historically
have dominated local telecommunications and with other competitive LECs for the
provision of long distance services. Some Regional Bell Operating Companies, or
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RBOCs, such as Verizon Communications Inc. in New York and SBC Communications
Inc. in Texas, Kansas and Oklahoma, already have been permitted to offer long
distance services in certain states within their regions and have applications
pending with the FCC for authorization to offer long distance service in other
states within their regions. In April 2001, Verizon was granted authorization to
provide long distance service in Massachusetts. Also in April 2001, SBC filed an
application with the FCC for authority to provide long distance communications
service in Missouri, and Verizon filed an application seeking such authority in
Connecticut. The FCC is due to rule on those requests by July 3 and July 16,
respectively. The incumbent LECs presently have numerous advantages as a result
of their historic monopoly control over local exchanges. Additionally, in the
next few years, AT&T Consumer Services Group and AT&T Business Services Group
expect that Verizon and SBC will seek to enter virtually all states in their
regions and that other RBOCs will be given permission to offer long distance
services within their regions. A continuing trend toward business combinations
and alliances in the telecommunications industry may create significant new
competitors. Some of AT&T Consumer Services Group's and AT&T Business Services
Group's existing and potential competitors have financial, personnel and other
resources significantly greater than those of AT&T Consumer Services Group and
AT&T Business Services Group.

Competitive conditions create a risk of market share loss and the risk that
customers shift to less profitable, lower margin services. Competitive pressures
also create challenges for each of AT&T Consumer Services Group's and AT&T
Business Services Group's ability to grow new businesses or introduce new
services successfully and execute on its business plan, including, most
significantly, the ability to purchase fairly priced access services. Each of
AT&T Consumer Services Group and AT&T Business Services Group faces the risk of
potential price cuts by its competitors that could materially
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adversely affect both market share and margins. AT&T Consumer Services Group and
AT&T Business Services Group believe that it is unlikely that they will sustain
existing price or margin levels.

AT&T Consumer Services Group and AT&T Business Services Group also face the
risk of increasing competition from entities that own their own access
facilities, particularly the RBOCs, which have access facilities across vast
regions of the United States with the ability to control cost, cycle time and
functionality for most end-to-end services in their regions. These entities can
preserve large market share and high margins on access services as they enter
new markets, including long distance and end-to-end services. This places them
in superior position vis—-a-vis AT&T Consumer Services Group and AT&T Business
Services Group and other competitors that must purchase such high-margin access
services. Additionally, AT&T Consumer Services Group and AT&T Business Services
Group may initiate price cuts in order to seek to retain market share or to seek
to slow decline of market share.

The cost structure of AT&T Consumer Services Group and AT&T Business
Services Group also affects their competitiveness. Each of AT&T Consumer
Services Group and AT&T Business Services Group faces the risk that it will not
be able to maintain a competitive cost structure if newer technologies favor
newer competitors that do not have legacy infrastructure, and as technology
substitution continues. Each of AT&T Consumer Services Group's and AT&T Business
Services Group's ability to make critical investments to improve cost structure
also may be impaired by its current debt obligations.

AT&T Consumer Services Group and AT&T Business Services Group also may be
subject to additional competitive pressures from the development of new
technologies and the increased availability of domestic and international
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transmission capacity. The telecommunications industry is in a period of rapid
technological evolution, marked by the introduction of new product and service
offerings and increasing satellite, wireless, fiber optic and coaxial cable
transmission capacity for services similar to those provided by AT&T Consumer
Services Group and AT&T Business Services Group. AT&T Consumer Services Group
and AT&T Business Services Group cannot predict which of many possible future
product and service offerings will be important to maintain their competitive
position or what expenditures will be required to develop and provide these
products and services.

THE REGULATORY AND LEGISLATIVE ENVIRONMENT CREATES CHALLENGES FOR AT&T CONSUMER
SERVICES GROUP AND AT&T BUSINESS SERVICES GROUP

Each of AT&T Consumer Services Group and AT&T Business Services Group faces
the risk of the impact of the implementation of current regulations and
legislation, unfavorable changes in regulation or the introduction of new
onerous regulation. These risks include the impact of the following:

— current law has been implemented in a manner that has not allowed
effective entry into local markets due to noncompetitive pricing of
access and local service and RBOC systems that do not permit rapid
large-scale customer changes from RBOCs to new service providers, and

- new head-on competition as RBOCs begin to enter the long distance
business.

At present, AT&T Consumer Services Group and AT&T Business Services Group
do not believe that many market entry rules have been applied or enforced to
allow the economic viability of the various local market access alternatives or
effective large scale management of customers. Further, few facilities-based
competitors to RBOCs have emerged and there is no significant alternate source
of supply for most access and local services. One consequence of this is that
AT&T Business Services Group and AT&T Consumer Services Group remain ultimately
dependent on RBOCs for supply as RBOCs still represent substantially all of the
access and still control cost, cycle times and functionality.
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This dependency on supply materially adversely impacts each of AT&T
Business Services Group's and AT&T Consumer Services Group's cost structure and
its ability to create and market desirable and competitive end-to-end products
for customers. Absent more effective application of rules and regulations, RBOCs
will be well-positioned to deter new entrants to local service.

In addition, RBOCs will be entering the long distance business while they
still control substantially all the access facilities in their regions. This
will likely result in an increased level of competition for long distance or
end-to-end services as the services offered by RBOCs expand.

EACH OF AT&T CONSUMER SERVICES GROUP AND AT&T BUSINESS SERVICES GROUP HAS
SUBSTANTIAL EXISTING DEBT, WHICH COULD MATERIALLY ADVERSELY AFFECT THEIR
FINANCIAL CONDITION AND ABILITY TO OBTAIN FINANCING IN THE FUTURE AND REACT TO
CHANGES IN THEIR BUSINESSES; THESE DEBT LEVELS MAY INCREASE IN THE FUTURE

Each of AT&T Consumer Services Group and AT&T Business Services Group has a
significant amount of debt. As of December 31, 2000, AT&T Consumer Services
Group's total debt was approximately $4.0 billion, and AT&T Communications
Services, Inc.'s total debt was approximately $31.1 billion. Intense competitive
pressures, adverse regulatory developments or other factors could cause future
debt levels to increase materially. This significant amount of debt could have
important consequences to investors. For example, it could:
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- make it more difficult for AT&T Consumer Services Group and AT&T Business
Services Group to satisfy their obligations under their credit facilities
and to their respective noteholders;

— increase AT&T Consumer Services Group's and AT&T Business Services
Group's vulnerability to general adverse economic and industry
conditions, including interest rate fluctuations, to the extent their
borrowings are or continue to be at variable rates of interest;

- require AT&T Consumer Services Group and AT&T Business Services Group to
dedicate a substantial portion of their respective cash flow from
operations to payments on their debt, which will reduce funds available
for working capital, capital expenditures, acquisitions of additional
systems and other general corporate expenses;

- limit AT&T Consumer Services Group's and AT&T Business Services Group's
flexibility in planning for, or reacting to, changes in their businesses
and the communications industry generally;

- place AT&T Consumer Services Group and AT&T Business Services Group at a
disadvantage compared to their competitors that have proportionately less
debt; and

- limit AT&T Consumer Services Group's and AT&T Business Services Group's
ability to borrow additional funds in the future due to applicable
financial and restrictive covenants in that debt.

EACH OF AT&T CONSUMER SERVICES GROUP AND AT&T BUSINESS SERVICES GROUP MAY
SUBSTANTIALLY INCREASE ITS DEBT LEVEL IN THE FUTURE, WHICH COULD SUBJECT IT TO
VARIOUS RESTRICTIONS AND HIGHER INTEREST COSTS AND DECREASE ITS CASH FLOW AND
EARNINGS

Each of AT&T Consumer Services Group and AT&T Business Services Group may
substantially increase its debt level in the future, which could subject it to
various restrictions and higher interest costs and decrease its cash flow and
earnings. It also may be difficult for AT&T Consumer Services Group and AT&T
Business Services Group to obtain all the financing they need to fund their
businesses and growth strategies on desirable terms. The amount of debt required
in the future will depend upon the performance revenue and margin of each group,
which in turn may be materially adversely affected by competitive and other
pressures. Any agreements governing indebtedness obtained by AT&T Consumer
Services Group or AT&T Business Services Group may contain financial and other
covenants that could impair AT&T Consumer Services Group's or AT&T Business
Services Group's flexibility and restrict its ability to pursue growth
opportunities.
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THE ACTUAL AMOUNT OF FUNDS NECESSARY TO IMPLEMENT EACH OF AT&T CONSUMER SERVICES
GROUP'S AND AT&T BUSINESS SERVICES GROUP'S STRATEGY AND BUSINESS PLAN MAY
MATERIALLY EXCEED CURRENT ESTIMATES, WHICH COULD HAVE A MATERIAL ADVERSE EFFECT
ON ITS FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The actual amount of funds necessary to implement each of AT&T Consumer
Services Group's and AT&T Business Services Group's strategy and business plan
may materially exceed AT&T Consumer Services Group's and AT&T Business Services
Group's current estimates in the event of various factors, including:

- competitive downward pressures on revenues and margins,
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- departures from AT&T Consumer Services Group's and AT&T Business Services
Group's respective current business plans,

- regulatory developments,

- unforeseen competitive developments,

- technological and other risks,

- unanticipated expenses,

- unforeseen delays and cost overruns, and
- engineering design changes.

If actual costs do materially exceed AT&T Consumer Services Group's and/or
AT&T Business Services Group's current estimates for these or other reasons,
this would have a material adverse effect on AT&T Consumer Services Group's
and/or AT&T Business Services Group's financial condition and results of
operations.

AT&T BUSINESS SERVICES GROUP'S BUILD OUT OF ITS NEXT GENERATION IP BACKBONE
NETWORK REQUIRES SUBSTANTIAL CAPITAL REQUIREMENTS AND SUBSTANTIAL CAPITAL
EXPENDITURES

AT&T Business Services Group's business plan will require substantial
capital expenditures in connection with its build out of its end-to-end IP
connectivity network, including both the next generation IP backbone as well as
dedicated IP customer connectivity and hosting facilities. AT&T Business
Services Group may not be able to obtain or to obtain sufficient capital on
favorable terms. This failure to obtain capital would have a material adverse
effect on AT&T Business Services Group, and result in the delay, change or
abandonment of its development or expansion plans.

AT&T CONSUMER SERVICES GROUP'S POTENTIAL GROWTH IN DSL IS SUBJECT TO
COMMERCIALLY VIABLE ACCESS TO INCUMBENT LEC FACILITIES, AND REQUIRES SUBSTANTIAL
CAPITAL EXPENDITURES

The AT&T Consumer Services Group's business plan will require substantial
capital expenditures in connection with its expansion into providing DSL voice
and data services. AT&T Consumer Services Group historically has not had to
incur these capital expenditures, and it may not be able to obtain sufficient
capital on favorable terms or at all. This failure to obtain capital would have
a material adverse effect on AT&T Consumer Services Group, and result in the
delay, change or abandonment of its development or expansion plans.

AT&T CONSUMER SERVICES GROUP MAY BE SUBJECT TO NON-COMPETE OBLIGATIONS IN A
DEFINED GEOGRAPHIC AREA UNTIL 2006 RELATING TO WIRELINE HIGH-SPEED INTERNET
ACCESS SERVICES

As part of the March 28, 2000, agreement among AT&T, Excite@Home, Comcast
Corporation and Cox Communications, Inc. relating to the reorganization of the
governance and distribution arrangements of Excite@Home, AT&T agreed that until
June 4, 2006, AT&T will not provide wireline high-speed Internet access services
to residential customers in the United States in areas that are served by the
cable systems of Comcast or Cox. AT&T's obligation will terminate automatically
as to either Comcast or Cox, if Comcast or Cox, as the case may be, does not
continue to use Excite@Home as its primary provider of high-speed cable Internet
services in substantially all of its
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U.S. cable systems. AT&T further agreed to use all reasonable efforts to cause
its subsidiaries and affiliates to comply with the provisions, terms and
obligations of that agreement that are applicable to them. If this agreement is
interpreted to apply to the activities of AT&T Consumer Services Group, it could
limit AT&T Consumer Services Group's ability to provide DSL and other wireline
high-speed Internet services in the geographic areas where Comcast and Cox have
cable systems and could have a material adverse effect on AT&T Consumer Services
Group's ability to expand and grow its wireline high-speed Internet business
generally or to achieve economies of scale in that business.

SUBSTANTIALLY ALL OF THE TELEPHONE CALLS MADE BY EACH OF AT&T CONSUMER SERVICES
GROUP'S AND AT&T BUSINESS SERVICES GROUP'S CUSTOMERS ARE CONNECTED USING OTHER
COMPANIES' NETWORKS, INCLUDING THOSE OF ITS COMPETITORS

AT&T Consumer Services Group principally is a long distance voice
telecommunications company. AT&T Consumer Services Group does not own or operate
any primary transmission facilities. Accordingly, it must route domestic and
international calls made by its customers over transmission facilities leased
from AT&T Business Services Group. AT&T Business Services Group provides long
distance telecommunications over its own transmission facilities. However,
because AT&T Business Services Group's network does not extend to homes, both
AT&T Consumer Services Group and AT&T Business Services Group must route calls
through a local telephone company to reach AT&T Business Services Group's
transmission facilities and, ultimately, to reach their final destinations.

In the United States, the providers of local telephone service generally
are the incumbent LECs, including the RBOCs. The permitted pricing of local
transmission facilities that AT&T Consumer Services Group and AT&T Business
Services Group lease in the United States is subject to uncertainties. The FCC
has issued an order requiring incumbent LECs to price those facilities that both
AT&T Consumer Services Group and AT&T Business Services Group would use to
provide local exchange and exchange access services at their total element
long-run incremental cost, and the Supreme Court upheld the FCC's jurisdiction
to set a pricing standard for local transmission facilities provided to
competitors. The Eighth Circuit Court of Appeals on remand struck down the FCC's
pricing and new element combination rules, but the Supreme Court in January 2001
again agreed to review the Eighth Circuit Court of Appeals's decision. Should
the incumbent LECs succeed before the Supreme Court, the result probably would
be to increase the cost of incumbent local transmission facilities obtained by
AT&T Consumer Services Group and AT&T Business Services Group. Also, AT&T
Consumer Services Group and AT&T Business Services Group could expect incumbent
LECs to bring additional challenges before U.S. federal and state regulators
concerning various aspects of the Supreme Court's ultimate ruling, should
incumbent LECs view it unfavorably.

AT&T CONSUMER SERVICES GROUP MUST RELY ON AT&T BUSINESS SERVICES GROUP'S ABILITY
TO MAINTAIN, UPGRADE AND REDUCE COSTS ASSOCIATED WITH THE CORE NETWORK, WHICH
MAY LEAD TO ADDITIONAL COSTS

AT&T Consumer Services Group currently is dependent upon AT&T Business
Services Group for leased line capacity, data communications facilities, traffic
termination services and physical space for offices and equipment. Although AT&T
Consumer Services Group expects to enter into a services agreement with AT&T
Business Services Group for it to provide these services, 1f AT&T Business
Services Group becomes unwilling or unable to provide its current level of
services to AT&T Consumer Services Group during the term of the service
agreement or thereafter, AT&T Consumer Services Group may not be able to find
replacement service providers on a timely basis. If AT&T Consumer Services Group
is required to change providers, AT&T Consumer Services Group would likely
experience delays, operational difficulties and increased expenses, and its
ability to provide services to customers or expand operations may be impaired.
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FAILURE TO DEVELOP FUTURE BUSINESS OPPORTUNITIES MAY HAVE A MATERIAL ADVERSE
EFFECT ON AT&T CONSUMER SERVICES GROUP'S GROWTH POTENTIAL

AT&T Consumer Services Group intends to pursue growth opportunities in
providing services over a DSL platform, which involve new services for which
there are no proven markets. In addition, the ability to deploy and deliver
these services relies, in many instances, on new and unproven technology. AT&T
Consumer Services Group's DSL platform may not perform as expected and AT&T
Consumer Services Group may not be able to successfully develop new enabling
systems to effectively and economically deliver these services. In addition,
these opportunities require substantial capital outlays to deploy on a large
scale. This capital may not be available to support these services. Furthermore,
each of these opportunities entails additional operational risks. For example,
the delivery of DSL services requires AT&T Consumer Services Group to provide
installation and maintenance services, which services AT&T Consumer Services
Group has never provided previously. This will require AT&T Consumer Services
Group to hire, employ, train and equip technicians to provide installation and
repair in each market served, or rely on subcontractors to perform these
services. AT&T Consumer Services Group may not be able to hire and train
sufficient numbers of qualified employees or subcontract these services, or do
so on economically attractive terms. These services may not be successful when
they are in place, and customers may not purchase the services offered. If these
services are not successful or costs associated with implementation and
completion of the roll-out of these services materially exceed those currently
estimated by AT&T Consumer Services Group, AT&T Consumer Services Group's
financial condition and prospects could be materially adversely affected.

AT&T BUSINESS SERVICES GROUP IS ENGAGED IN STRATEGIC DISCUSSIONS WITH BT
REGARDING POTENTIAL TRANSACTIONS WHICH MAY SUBSTANTIALLY AFFECT ITS BUSINESS AND
THE CONTEMPLATED TRANSACTIONS

AT&T Business Services Group and BT are equal owners of the Concert global
joint venture, which serves the communications needs of multinational companies
and the international calling needs of businesses around the world. AT&T and BT
are discussing ways to improve the performance of the business. These
discussions include a variety of strategic alternatives to the Concert joint
venture, including an acquisition of, or a business combination of our business
services unit, upon its planned separation from the remainder of AT&T, with,
BT's business services operations. Such a transaction could include all or a
substantial portion of BT's business services operations, including BT Ignite
and BT's interest in Concert, in exchange for some mixture of cash, equity
and/or other instruments in the combined business. These discussions may or may
not lead to any acquisition or other business combination and may or may not
lead to any change in the existing alliance arrangements. As possible
alternatives to such a transaction, we have also been considering a narrowing of
Concert's business scope, as well as its termination as a joint venture. There
can be no assurances, however, that an agreement could be reached with BT with
regard to either of such alternatives. We cannot tell you whether these
discussions will continue, whether any of these transactions, or other
transactions, will be completed, or the timing or terms of any possible
transaction.
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RISK FACTORS RELATING TO THE SPIN-OFF OF AT&T COMMUNICATIONS SERVICES, INC.

You should consider the following factors, in addition to the other
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information contained elsewhere in this document, in connection with the
spin-off of AT&T Communications Services, Inc. We refer to the post-spin-off
AT&T as "AT&T Broadband Corp."

THE SPIN-OFF WILL REQUIRE AT&T TO RESTRUCTURE A SUBSTANTIAL AMOUNT OF
INDEBTEDNESS, WHICH MAY INVOLVE MATERIAL COSTS AND MAY BE DIFFICULT TO COMPLETE

A substantial portion of AT&T's indebtedness, including its long-term
indebtedness, will be allocated to AT&T Business Services Group and AT&T
Consumer Services Group. This indebtedness currently is an obligation of AT&T.
At or before the time of the spin-off, when AT&T Communications Services, Inc.
is separated from historical AT&T, we plan to seek to transfer the indebtedness
allocated to AT&T Business Services Group and AT&T Consumer Services Group from
historical AT&T to AT&T Communications Services, Inc. We may seek to accomplish
this through a variety of measures that may result in increased costs and
additional covenants on AT&T Communications Services, Inc.

IF WE COMPLETE THE SPIN-OFF, EACH OF AT&T COMMUNICATIONS SERVICES, INC. AND AT&T
BROADBAND CORP. WILL NEED TO OBTAIN FINANCING ON A STAND-ALONE BASIS

Historically, all financing for AT&T Communications Services, Inc. and AT&T
Broadband Corp. was done by AT&T at the parent level. AT&T was able to use its
overall balance sheet to finance the operations of AT&T Communications Services,
Inc. and AT&T Broadband Corp. If we complete the spin-off, AT&T Communications
Services, Inc. and AT&T Broadband Corp. will have to raise financing on a
stand-alone basis without reference to AT&T's new overall balance sheet.
Following the spin-off, AT&T Communications Services, Inc. and AT&T Broadband
Corp. may not be able to secure adequate debt or equity financing on desirable
terms. If concerns generally affecting the communications services industry or
the broadband industry arise, AT&T Communications Services, Inc. and AT&T
Broadband Corp. will lose the benefit of the other's current diverse business
profile to support its debt. The cost to each of AT&T Communications Services,
Inc. and AT&T Broadband Corp. of stand-alone financing may be materially higher
than the cost of financing that AT&T Communications Services, Inc. and AT&T
Broadband Corp. incurred as part of AT&T.

The credit ratings of AT&T Communications Services, Inc. and AT&T Broadband
Corp. following the spin-off may be different than the historical ratings of
AT&T. After the spin-off, AT&T Communications Services, Inc.'s and AT&T
Broadband Corp.'s credit ratings may be different from what they will be prior
to the spin-off. Differences in credit ratings affect the interest rate charged
on financings, as well as the amounts of indebtedness, types of financing
structures and debt markets that may be available to AT&T Communications
Services, Inc. and AT&T Broadband Corp. following the spin-off. AT&T
Communications Services, Inc. and AT&T Broadband Corp. may not be able to raise
the capital they require on desirable terms following the spin-off.

IF WE COMPLETE THE SPIN-OFF, AT&T COMMUNICATIONS SERVICES, INC. AND AT&T
BROADBAND CORP. MAY BE UNABLE TO MAKE THE CHANGES NECESSARY TO OPERATE AS
INDEPENDENT ENTITIES AND MAY INCUR GREATER COSTS

If we complete the spin-off, the separation of AT&T Communications
Services, Inc. from the Broadband businesses of AT&T may materially adversely
affect both AT&T Communications Services, Inc. and AT&T Broadband Corp.

In particular, following the spin-off, AT&T Communications Services, Inc.
and AT&T Broadband Corp. will have no obligation to provide financial,
operational or organizational assistance to each other, other than limited
services. Each of AT&T Communications Services, Inc. and AT&T
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Broadband may not be able to implement successfully the changes necessary to
operate independently. Each of AT&T Communications Services, Inc. and AT&T
Broadband Corp. also may incur additional costs relating to operating
independently that would cause its cash flow and results of operations to
decline materially. In addition, although AT&T Consumer Services and AT&T
Broadband Corp. may be able to participate in some of each other's supplier
arrangements where those arrangements permit this or the vendors agree to this,
their respective supplier arrangements may not be as favorable as has
historically been the case.

Agreements to be entered into in connection with the spin-off may provide
that the businesses of AT&T Communications Services, Inc. and AT&T Broadband
Corp. will be conducted differently and that their relationship will be
different from that which has historically been the case. These differences may
have a detrimental effect on the results of operations or financial condition of
AT&T Communications Services, Inc. or AT&T Broadband Corp.

THE HISTORICAL FINANCIAL INFORMATION OF EACH OF AT&T COMMUNICATIONS SERVICES,
INC. AND AT&T BROADBAND GROUP MAY NOT BE REPRESENTATIVE OF ITS RESULTS AS AN
INDEPENDENT ENTITY, AND, THEREFORE, MAY NOT BE RELIABLE AS AN INDICATOR OF ITS
HISTORICAL OR FUTURE RESULTS

The historical financial information we have included and incorporated in
this document may not reflect what the results of operations, financial position
and cash flows of AT&T Communications Services, Inc. and AT&T Broadband Group
would have been had they been independent entities during the periods presented.
This is because the combined financial statements reflect allocations for
services provided to AT&T Communications Services, Inc. and AT&T Broadband Group
by AT&T, which allocations may not reflect the costs AT&T Communications
Services, Inc. and AT&T Broadband Corp. will incur for similar or incremental
services as independent entities. In addition, among other things, the
historical financial information we have included does not reflect transactions
that are expected to occur in connection with the spin-off. See
"Summary -- Consolidating Condensed Financial Information" and "Selected
Historical Financial Data of AT&T Communications Services, Inc."

This historical financial information also is not reliable as an indicator
of future results.

IF WE COMPLETE THE SPIN-OFF, AT&T COMMUNICATIONS SERVICES, INC. WILL GENERALLY
BE RESPONSIBLE FOR TAX LIABILITY IF THE SPIN-OFF IS TAXABLE

Under the separation and distribution agreement to be entered into between
AT&T and AT&T Communications Services, Inc., subject to limited exceptions, AT&T
Communications Services, Inc. will be responsible for any liability that results
from the spin-off failing to qualify as a tax—-free transaction. If the spin-off
fails to qualify as a tax-free transaction, this liability could have a material
adverse effect on AT&T Business Services Group and AT&T Consumer Services Group.

IF WE COMPLETE THE SPIN-OFF, VARIOUS FACTORS MAY INTERFERE WITH AT&T
COMMUNICATIONS SERVICES, INC.'S ABILITY TO ENGAGE IN DESIRABLE STRATEGIC
TRANSACTIONS AND EQUITY ISSUANCES

AT&T Communications Services, Inc. may be prevented from engaging in some
strategic transactions after the spin-off. The Code restricts the ability of a
company that has undergone a tax—free spin-off from certain issuances of shares
generally within a two-year period after the spin-off. In addition, the
separation and distribution agreement will prohibit AT&T Communications
Services, Inc., for a period of months following the spin-off, from entering
into certain transactions that could render the spin-off taxable. This may
discourage, delay or prevent a merger, change of control, or other strategic or
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capital raising transaction involving the issuance of equity by AT&T
Communications Services, Inc. Provisions of AT&T Communications Services, Inc.'s
charter and by-laws, its rights plan and applicable law also may have the effect
of discouraging, delaying or preventing change of control transactions that its
shareholders find desirable.
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IF WE COMPLETE THE SPIN-OFF, EACH OF AT&T COMMUNICATIONS SERVICES, INC. AND AT&T
BROADBAND CORP. MAY LOSE RIGHTS UNDER AGREEMENTS WITH EACH OTHER IF A CHANGE OF
CONTROL OCCURS

We expect that some of the agreements that AT&T Communications Services,
Inc. and AT&T Broadband Corp. expect to enter into in connection with the
spin-off, including the brand license agreement, intellectual property
agreement, network services agreement and other commercial agreements, will
contain provisions that give one party rights in the event of a change of
control of the other party. These provisions may deter a change of control. In
the event of a change of control, the exercise of these rights could have a
material adverse effect on AT&T Communications Services, Inc. or AT&T Broadband
Corp.

THE MARKET PRICE AND TRADING VOLUME OF AT&T COMMUNICATIONS SERVICES, INC. COMMON
STOCK, THE NEW CONSUMER SERVICES GROUP TRACKING STOCK AND AT&T BROADBAND CORP.
COMMON STOCK FOLLOWING THE SPIN-OFF MAY BE VOLATILE AND MAY FACE NEGATIVE
PRESSURE

Before the spin-off, there will be no trading market for shares of AT&T
Communications Services, Inc. common stock that holders of AT&T common stock
will receive in the spin-off or shares of the new Consumer Services Group
tracking stock that holders of AT&T Consumer Services Group tracking stock will
receive in exchange for their shares in the spin-off. Investors' interest may
not lead to a liquid trading market and the market price of AT&T Communications
Services, Inc. common stock, the new Consumer Services Group tracking stock and
AT&T Broadband Corp. common stock may be volatile. Following the spin-off, there
may be confusion due to the additional shares of stock that represent interests
in AT&T Broadband Group, which could materially adversely affect the market
price of AT&T Broadband Corp. common stock.
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RISK FACTORS RELATING TO AT&T'S RESTRUCTURING PLAN

IF WE DO NOT COMPLETE AT&T'S RESTRUCTURING PLAN AS WE INTEND, THERE MAY BE
ADVERSE CONSEQUENCES TO AT&T AND ITS VARIOUS GROUPS

AT&T's restructuring plan is complicated, and involves a substantial number
of steps and transactions. The implementation of AT&T's restructuring plan will
require various approvals and be subject to various conditions, including
Internal Revenue Service rulings. In addition, future financial conditions,
superior alternatives or other factors may arise or occur that make it
inadvisable to proceed with part or all of AT&T's restructuring plan, and our
board of directors is not obligated to proceed with AT&T's restructuring plan
even 1f all approvals are received and all conditions are satisfied. Also, other
events or circumstances, including litigation, could occur that could affect the
timing or terms of the restructuring, or our ability to or plans to complete it.
In addition, we could decide to propose additional transactions involving AT&T
Communications Services, Inc. or AT&T Broadband Corp.

If we are unable to complete AT&T's restructuring plan as we expect, or the
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implementation of AT&T's restructuring plan is more complex than we expect, this
could have a material adverse effect on AT&T, its businesses or the trading
prices of its securities. Any or all of the elements of AT&T's restructuring
plan may not occur as we currently expect or in the time frames that we
currently contemplate, or at all. Alternative forms of restructuring, including
sales of interests in these businesses, would reduce what is available for
distribution to shareholders in the restructuring.

AT&T'S RESTRUCTURING PLAN REQUIRES FUNDAMENTAL CHANGES TO AT&T AND AT&T'S
BUSINESSES THAT MAY BE HARD TO IMPLEMENT

If we complete AT&T's restructuring plan, each of AT&T's current businesses
will need to make changes in its operations that will require substantial effort
and involve substantial risks and costs. These include risks relating to
operating as less diversified businesses compared to operating as part of a
fully integrated communications company. These changes may materially adversely
affect each business's competitive position, operations and financial condition.
If any of these businesses is unable to make this transition smoothly or is not
able to operate as effectively after the restructuring, the financial position
and results of operations of that business could suffer and cause the trading
value of securities intended to reflect the financial performance and economic
value of that business to decline materially.

THE TOTAL VALUE OF THE SECURITIES ISSUED IN AT&T'S RESTRUCTURING PLAN MIGHT BE
LESS THAN THE VALUE OF AT&T COMMON STOCK WITHOUT AT&T'S RESTRUCTURING PLAN

If we complete AT&T's restructuring plan as we currently contemplate,
holders of AT&T common stock who do not dispose of those shares of AT&T common
stock eventually will own new securities issued by or intended to reflect the
financial performance and economic value of three businesses: AT&T Broadband
Group, AT&T Consumer Services and AT&T Communications Services, Inc. The
aggregate value of these securities could be less than what the value of AT&T
common stock would be without AT&T's restructuring. The trading price of AT&T
common stock may decline as a result of the implementation of AT&T's
restructuring plan or as a result of other factors.

If we complete the restructuring, these new securities will begin trading
publicly for the first time. Until orderly trading markets develop for each of
these new securities, and after that time as well, there may be significant
fluctuations in price. Also, we have not yet determined many of the details of
AT&T's restructuring plan, and these details could materially adversely impact
the value of AT&T common stock, AT&T Broadband Group tracking stock, AT&T
Consumer Services Group tracking stock and/or AT&T Communications Services, Inc.
common stock.
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AT&T'S RESTRUCTURING MAY MATERIALLY ADVERSELY IMPACT THE COMPETITIVE POSITION OF
AT&T'S BUSINESS UNITS

In connection with the restructuring, there is a risk that AT&T's separated
business units may not be able to create effective intercompany agreements to
facilitate effective cost sharing or enter into mutually desirable bundling
arrangements. Competition between AT&T's business units in overlapping markets,
including consumer markets where cable telephone and DSL solutions may be
available at the same time, could result in more downward price pressure. It is
expected that the different businesses and companies will share the AT&T brand
after the restructuring, which will likely increase this level of competition.
In addition, any incremental costs associated with implementing AT&T's
restructuring plan may materially adversely affect the different businesses and
companies. Additionally, synergies resulting from cooperation and joint
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ownership among AT&T's groups may be lost due to the restructuring.

AT&T'S GROUPS WILL COMPETE WITH EACH OTHER AND EACH GROUP'S RESULTS MAY BE
MATERIALLY ADVERSELY IMPACTED BY CONFUSION IN THE MARKETPLACE DUE TO MULTIPLE
USES OF THE AT&T BRAND

AT&T Broadband Group, AT&T Business Services Group, AT&T Wireless Group and
AT&T Consumer Services Group all are in the communications business and may
compete with each other under some circumstances. None of the groups is
prohibited from competing with the other groups, although their use of the AT&T
brand in these circumstances may be restricted. All groups' use of the AT&T
brand in many of these circumstances will be subject to guidelines intended to
reduce customer confusion. Nevertheless, the multiplicity of AT&T-branded
offerings may lead to confusion in the marketplace concerning the groups,
resulting in potential competitive disadvantage and/or devaluation of the AT&T
brand.

FOLLOWING THE SPIN-OFF, AT&T BROADBAND CORP. COULD INCUR MATERIAL TAX
LIABILITIES IN CONNECTION WITH CERTAIN TRANSACTIONS

AT&T Broadband Corp. may incur material federal income tax liabilities as a
result of certain issuances of shares or change of control transactions with
respect to AT&T Broadband Corp., Liberty Media Corporation, AT&T Wireless
Services, Inc. or AT&T Communications Services, Inc. Under the Code, a
split-off/spin-off that is otherwise tax-free may be taxable to the distributing
company (i.e., AT&T Broadband Corp.) 1if, as a result of certain transactions
occurring generally within a two-year period after the split-off/spin-off,
non-historic shareholders acquire 50% or more of the distributing company or the
spun-off company. Transactions with respect to AT&T Broadband Corp. could cause
all three split-offs/spin-offs to be taxable to AT&T Broadband Corp. Under
separate intercompany agreements between AT&T Broadband and each of Liberty
Media Corporation, AT&T Wireless Services, Inc. and AT&T Communications
Services, Inc., AT&T Broadband Corp. generally will be entitled to
indemnification from the spun-off company for any liability that results from
the split-off/spin-off failing to qualify as a tax free transaction, unless, in
the case of AT&T Wireless Services, Inc. and AT&T Communications Services, Inc.,
such liability was caused by post split-off/spin-off transactions with respect
to the stock or assets of AT&T Broadband Corp.

If a subsequent transaction were to cause one or more of the
split-offs/spin-offs to be taxable to AT&T Broadband Corp., such tax liability
could have a material adverse effect on AT&T Broadband Corp. To the extent AT&T
Broadband Corp. is entitled to an indemnity with respect to such liability, AT&T
Broadband Corp. would be required to collect such claim on an unsecured basis.
Furthermore, these rules could effectively delay or prevent a merger, change of
control, or other strategic or capital raising transactions involving the
issuance of equity by AT&T Broadband Corp.
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FOLLOWING THE SPIN-OFF, AT&T BROADBAND CORP. WILL BE LIABLE FOR HISTORICAL AT&T
LIABILITIES FROM WHICH AT&T BROADBAND CORP. IS NOT RELEASED, EVEN IF NOT
ALLOCATED TO AT&T BROADBAND GROUP

Following the spin-off, AT&T Broadband Corp., as historical AT&T, will be
burdened with any AT&T liabilities from which AT&T Broadband Corp. is not
released, even if not allocated to AT&T Broadband Group. For example, AT&T has a
number of contractual obligations and liabilities, as well agreements governing
financial instruments, such as long-term indebtedness, guarantees and letters of
credit. To the extent these agreements do not permit the transfer and assumption
of the underlying liabilities and the release of AT&T Broadband Corp., AT&T will
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have to seek the consents of the counterparties to effectuate such transfer,
assumption and release. The counterparties may be unwilling to provide such
consents, in which case AT&T Broadband Corp. would remain liable for these
liabilities to third parties. AT&T Broadband Corp. will be indemnified by AT&T
Communications Services, Inc. for liabilities that are allocated to AT&T
Communications Services, Inc. but not transferred. However, to the extent AT&T
Broadband Corp. is entitled to an indemnity with respect to these liabilities,
AT&T Broadband Corp. would be required to collect these claims on an unsecured
basis.

AT&T AND ITS GROUPS MAY BE MATERIALLY ADVERSELY AFFECTED BY AT&T'S INCREASED
OVERALL DEBT LEVELS

AT&T currently is pursuing various measures to seek to reduce its debt
level. However, if these efforts cannot be completed successfully or at levels,
on the terms and within the time frame contemplated, or if AT&T's liquidity
needs increase as a result of further revenue or margin deterioration, AT&T's
financial condition, and that of its groups, would be materially adversely
affected. AT&T and its groups would be materially adversely affected by a
weakening of the overall market for corporate credit or ratings downgrades.

AT&T's current debt level itself may materially adversely affect the company and

each of its groups by impairing their respective financial flexibility, ability
to pursue acquisitions or make capital expenditures and by otherwise impacting
investment decisions that could materially impair each group's growth and
ability to compete.

AT&T and its groups may not be able to obtain financing on terms that are
acceptable to it. AT&T's debt ratings have been under review by rating agencies.
As a result of this review, AT&T's ratings have been either downgraded and/or
put on credit watch with negative outlook. These actions will result in an
increased cost of future borrowings and can limit access to financing. AT&T's
failure to complete the restructuring plan as contemplated may impact its
liquidity.

At December 31, 2000, AT&T had total indebtedness of approximately $65
billion with the short-term portion of that at $31.9 billion. AT&T's ability to
meet these obligations depends upon its credit ratings, market conditions and
business results. AT&T continues to investigate and negotiate other financing
alternatives including the monetization of publicly held securities, sales of
certain non-strategic assets and investments, and securitization of certain
accounts receivable, as well as a $6.5 billion debt offering by AT&T Wireless
Services, Inc. in the first quarter 2001. AT&T has increased its $10 billion
line of credit to $25 billion, which was subsequently reduced to $17.5 billion
following the NTT DoCoMo, Inc., or DoCoMo, investment, the AT&T Wireless
Services, Inc. debt offering and the sale of its interest in Japan Telecom. In
addition, AT&T plans to retire a portion of the short-term debt with all or a
part of the funds from a planned 2001 offering of AT&T Broadband Group tracking
stock although that offering may not occur as expected. AT&T also plans in the
future to dispose of its interests in TWE and Cablevision as well as its
retained interest in AT&T Wireless Services, Inc. (except for approximately $3
billion in shares of AT&T Wireless Services, Inc.).
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AT&T AND ITS GROUPS MAY BE MATERIALLY ADVERSELY AFFECTED BY FURTHER RATINGS
DOWNGRADES

AT&T's senior debt ratings and two of its short-term debt ratings were
reduced in late 2000 by Standard & Poor's Rating Services to A and Al; by
Moody's Investors Service, Inc. to A2 and Pl; and by Fitch, Inc. to A- and F1.
Both AT&T's short-term and long-term ratings remain under review for further
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downgrade at Standard & Poor's and Moody's Investors Service.

Late last year, AT&T initiated a debt reduction plan, against which it has
continued to make progress. However, at the same time, AT&T has seen
deterioration in the results of its core communication services businesses. It
is unclear as to how the rating agencies will balance these developments in
their ratings assessments, but there is a material risk that AT&T could be
further downgraded. We currently are in the process of reviewing the financial
results and long-term financial projections of the AT&T groups with the rating
agencies. Given that our ratings remain under review at Standard & Poor's and
Moody's Investors Services, further ratings actions could occur at any time.

If AT&T were to be further downgraded, access to capital could be disrupted
and the cost of capital would likely increase. AT&T has access to the commercial
paper market today which is sufficient to satisfy its short-term borrowing
needs. In the event of a further short-term rating downgrade or downgrades, the
level of issuance capacity available to AT&T would likely contract and could be
exceeded by our short-term borrowing needs. In this case, AT&T could access the
$25 billion bank credit facility put in place on December 28, 2000 to serve as a
commercial paper back-up source of liquidity. The $25 billion bank credit
facility was reduced to $17.5 billion during May 2001 as we made progress in our
deleveraging efforts. The cost of any short-term borrowing under the bank
facility would likely be higher than the cost of commercial paper borrowings for
AT&T today, and could be even higher depending upon market conditions. In
addition, the access to this bank facility extends only until December 28, 2001
and could be reduced to as low as $10 billion if we continue to make progress in
our deleveraging efforts. To the extent that the combined outstanding short-term
borrowings under the bank credit facility and AT&T's commercial paper program
were to exceed the market capacity for such borrowings at the expiration of the
bank credit facility, AT&T's continued liquidity would depend upon our ability
to reduce such short-term debt through a combination of capital market
borrowings, asset sales, operational cash generation, capital expenditure
reduction and other means. Our ability to achieve such objectives is subject to
a risk of execution and such execution could materially impact AT&T's
operational results. In addition, the cost of any capital market financing could
be significantly in excess of AT&T's historical financing costs. Also, AT&T
could suffer negative banking, investor, and public relations repercussions if
we were to draw upon the bank facility, which is intended to serve as a back-up
source of liquidity only. Such impacts could cause further deterioration in our
cost and access to capital.

Furthermore, according to the terms of the bank credit facility, AT&T's
ability to split off AT&T Wireless Group is contingent upon AT&T's senior debt
rating, as determined by Standard & Poor's and Moody's Investors Service, not
falling below BBB+ and Baal, respectively. Failure to split off AT&T Wireless
Group by early 2002 would permit DoCoMo to elect to require AT&T to repurchase
its interest in AT&T for an aggregate purchase price of $9.8 billion plus a
predetermined rate of interest, which could further limit the availability and
increase the cost of financing.
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THE SPECIAL MEETING
GENERAL
We are mailing this proxy statement and the accompanying proxy card
beginning , 2001 to holders of AT&T common stock, Liberty Media Group
tracking stock, AT&T Wireless Group tracking stock and AT&T Wireless Group

preferred tracking stock in connection with the solicitation of proxies by our
board of directors for use at the special meeting. We solicit proxies to give
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all shareholders on the record date an opportunity to vote on matters that will
come before the special meeting. This procedure is necessary because
shareholders live in all states and abroad and many may not be able to attend
the special meeting. You can vote or let us vote your shares of AT&T common
stock, Liberty Media Group tracking stock, AT&T Wireless Group tracking stock or
AT&T Wireless Group preferred tracking stock only if you are present in person
or represented by proxy. A form of proxy is being provided to holders of AT&T
common stock, Liberty Media Group tracking stock, AT&T Wireless Group tracking
stock and AT&T Wireless Group preferred tracking stock with this proxy
statement. Information with respect to the execution and revocation of proxies
is provided under "-- Proxies; Revocability of Proxies; Cost of Solicitation."

Registered shareholders (those that hold shares directly or through AT&T
plans rather than through a bank or broker) can simplify their voting and save
AT&T expense by calling or voting via the Internet at
Telephone and Internet voting information is provided on the proxy card. A
Control Number is designed to verify shareholders' identities and allow them to
vote their shares and confirm that their voting instructions have been properly
recorded. The Control Number is located above the shareholder's name and address
in the lower left section of the proxy card. If you hold your shares through a
bank or broker, you will receive separate instructions on the form you receive.
Although most banks and brokers now offer telephone and Internet voting,
availability and specific processes will depend on their voting arrangements.

At the special meeting, holders of AT&T common stock, Liberty Media Group
tracking stock, AT&T Wireless Group tracking stock and AT&T Wireless Group
preferred tracking stock eligible to vote will be asked to consider and vote
upon approval and adoption of each of the charter amendment proposals and the
incentive plan proposals and the ratification and approval of the spin-off
proposal. For more information, see "The Broadband Charter Amendment Proposal,"
"The Consumer Services Charter Amendment Proposal," "The Incentive Plan
Proposals" and "The Spin-off Proposal."

DATE, TIME AND PLACE OF THE SPECIAL MEETING; RECORD DATE

The special meeting is scheduled to be held at a.m., local time, on
, , 2001, at . Our board of directors has fixed the
close of business on as the record date for determination of
holders of AT&T common stock and holders of entitled to notice of and
to vote at the special meeting. On , 2001, there were outstanding
shares of AT&T common stock and shares of AT&T Wireless
Group tracking stock, shares of Class A Liberty Media Group common
stock, shares of Class B Liberty Media Group common stock and

shares of AT&T Wireless Group preferred tracking stock.

We expect that representatives from PricewaterhouseCoopers LLP, independent
accountants for AT&T, will be present at the special meeting, have the
opportunity to make a statement if they so desire and be available to respond to
appropriate questions.

VOTE REQUIRED; QUORUM

Approval of each of the charter amendment proposals requires a majority of
the combined voting power of all outstanding shares of AT&T common stock,
Liberty Media Group tracking stock, AT&T Wireless Group tracking stock and AT&T
Wireless Group preferred tracking stock, voting together as a class, to vote in
its favor. Approval of each of the incentive plan proposals requires a majority
of the
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votes cast by all outstanding shares of AT&T common stock, Liberty Media Group
tracking stock, AT&T Wireless Group tracking stock and AT&T Wireless Group
preferred tracking stock, voting together as a class, to vote in its favor. For
the separation and the spin-off of AT&T Communications Services, Inc., we are
also seeking the affirmative vote of a majority of the combined voting power of
all outstanding shares of AT&T common stock, Liberty Media Group tracking stock,
AT&T Wireless Group tracking stock and AT&T Wireless Group preferred tracking
stock, voting together as a class. Each share of AT&T common stock has one vote
on each matter properly brought before the special meeting. Each share of Class
B Liberty Media Group tracking stock has 0.375 of a vote, each share of Class A
Liberty Media Group tracking stock has 0.0375 of a vote, each share of AT&T
Wireless Group tracking stock has 0.5 of a vote, and each share of AT&T Wireless
Group preferred tracking stock has 250 votes on each of these matters. If we
complete our planned split-offs of Liberty Media Group and AT&T Wireless Group
prior to the record date for determining shareholders eligible to vote on the
proposals, shares of Liberty Media Group tracking stock, AT&T Wireless Group
tracking stock and AT&T Wireless Group preferred tracking stock will not be
eligible to vote on the proposals.

The presence, either in person or by proxy, of holders of 40% of the shares
entitled to vote on the proposals to be presented to shareholders at the special
meeting 1s necessary to constitute a quorum at the special meeting. Shares of
AT&T common stock, Liberty Media Group tracking stock, AT&T Wireless Group
tracking stock and AT&T Wireless Group preferred tracking stock represented by a
properly completed proxy will be treated as present at the special meeting for
purposes of determining a quorum, without regard to whether the proxy is marked
as casting a vote or abstaining. See "-- Proxies; Revocability of Proxies; Cost
of Solicitation" for more information.

PROXIES; REVOCABILITY OF PROXIES; COST OF SOLICITATION

If a shareholder attends the special meeting, the shareholder may vote by
ballot. However, many shareholders may be unable to attend the special meeting.
Therefore, our board of directors is soliciting proxies so that each holder of
AT&T common stock, Liberty Media Group tracking stock, AT&T Wireless Group
tracking stock and AT&T Wireless Group preferred tracking stock at the close of
business on the record date has the opportunity to vote on the proposals to be
considered at the special meeting.

Registered shareholders can simplify their voting and save us expense by
calling 1-800- or by voting via the Internet at . We provide
telephone and Internet voting information on the proxy card. A Control Number,
located above the shareholder's name and address on the lower left of the proxy
card, is designed to verify the shareholder's identity, allow the shareholder to
vote the shareholder's shares and confirm that we have properly recorded the
shareholder's voting instructions.

If you do not choose to vote by telephone or Internet, you still may return
your proxy card, properly signed, and we will vote the shares in accordance with
your directions. You can specify your choices by marking the appropriate boxes
on your proxy card. If you sign and return your proxy card without specifying
choices, we will vote the shares as recommended by our board of directors.
Abstentions marked on your proxy card are voted neither FOR nor AGAINST, but we
count these shares in determining a quorum for each of the proposals.
Abstentions have the effect of a vote against the charter amendment proposals
and the spin-off proposal and have no effect on the incentive plan proposals. IF
YOU DO VOTE BY TELEPHONE OR VIA THE INTERNET, IT IS NOT NECESSARY TO RETURN YOUR
PROXY CARD.

If you wish to give your proxy to someone other than the Proxy Committee,

you must cross out all three names appearing on your proxy card and insert the
name of another individual or individuals (not more than three). The individual
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or individuals representing you must then present your signed proxy card at the
special meeting.

The proxy card also confers discretionary authority on the individuals
appointed by our board of directors and named on the proxy card to vote the
shares represented by the proxy card on any other matter that is properly
presented for action at the special meeting. No proxies instructing that they be
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voted AGAINST or ABSTAIN from voting on the charter amendment proposals, the
incentive plan proposals or the spin-off proposal will be voted in favor of any
adjournment of the special meeting to solicit additional proxies. You may revoke
your proxy at any time before it is voted at the special meeting by executing a
later-dated proxy by telephone, via the Internet or mail, by voting by ballot at
the special meeting, or by filing an instrument of revocation with the
inspectors of election in care of the Vice President -- Law and Secretary of
AT&T.

IF YOU HOLD YOUR SHARES THROUGH A BANK OR BROKER, FOLLOW THE VOTING
INSTRUCTIONS ON THE FORM YOU RECEIVE. BROKER NON-VOTES WILL BE TREATED AS SHARES
OF AT&T COMMON STOCK THAT ARE PRESENT AND ENTITLED TO VOTE AT THE SPECIAL
MEETING FOR PURPOSES OF DETERMINING WHETHER A QUORUM EXISTS AND WILL HAVE THE
SAME EFFECT AS VOTES AGAINST APPROVAL OF EACH OF THE CHARTER AMENDMENT PROPOSALS
AND THE SPIN-OFF PROPOSAL AND WILL HAVE NO EFFECT ON THE APPROVAL OF THE
INCENTIVE PLAN PROPOSALS. THE AVAILABILITY OF TELEPHONE AND INTERNET VOTING WILL
DEPEND ON THE BANK'S OR BROKER'S VOTING PROCESSES.

YOUR VOTE IS IMPORTANT. WE URGE YOU TO VOTE BY TELEPHONE, VIA THE INTERNET,
OR BY SIGNING AND RETURNING THE ACCOMPANYING PROXY CARD, WHETHER OR NOT YOU PLAN
TO ATTEND THE SPECIAL MEETING. If you do attend the special meeting, you may
vote by ballot, thereby canceling any proxy previously given.

The cost of soliciting proxies in the accompanying form will be borne by
AT&T. In addition to solicitations by mail, a number of regular employees of
AT&T and of its subsidiaries may solicit proxies in person or by telephone. AT&T
has retained to aid in the solicitation of proxies, at an estimated
cost of § plus reimbursement of reasonable out-of-pocket expenses. In
addition, AT&T has retained to answer telephone inquiries from
shareholders for a variable fee equal to $ per call, depending on the
type of call.

VOTING SHARES HELD IN DIVIDEND REINVESTMENT AND SAVINGS PLANS

If you are a participant in the AT&T Shareowner Dividend Reinvestment and
Stock Purchase Plan or the AT&T Employee Stock Purchase Plan, your proxy card
will represent the number of full shares in either of those accounts on the
record date as well as shares registered in your name. If you are an employee
shareholder participating in the AT&T Employee Stock Ownership Plan, the AT&T
Long Term Savings Plan for Management Employees, the AT&T Long Term Savings and
Security Plan, the AT&T Retirement Savings and Profit Sharing Plan, the AT&T of
Puerto Rico, Inc. Long Term Savings Plan for Management Employees, the AT&T of
Puerto Rico, Inc. Long Term Savings and Security Plan, the Liberty Media 401 (k)
Savings Plan, the Liberty Media 401 (k) Savings Plan of Puerto Rico, the Long
Term Savings Plan (for AT&T Broadband & Internet Services), or the Long Term
Savings Plan —-- San Francisco (for AT&T Broadband & Internet Services), your
proxy card also will serve as a voting instruction for the trustees of these
plans for accounts registered in the same name. The trustees of these trust
plans will not vote shares for which they have not received proxy instructions,
except for shares in the employer shares fund in the AT&T Long Term Savings and
Security Plan, which shares the trustee will vote in its discretion.
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SPECIAL MEETING ADMISSION

IF YOU ARE A REGISTERED SHAREHOLDER AND PLAN TO ATTEND THE SPECIAL MEETING
IN PERSON, PLEASE DETACH AND RETAIN THE ADMISSION TICKET AND MAP THAT WE HAVE
ATTACHED TO YOUR PROXY CARD. IF YOU CHOOSE TO VOTE BY MAIL AND ALSO PLAN TO
ATTEND THE SPECIAL MEETING, PLEASE BE SURE TO MARK THE "SPECIAL MEETING" BOX
WHEN YOU RETURN YOUR PROXY CARD. A BENEFICIAL OWNER THAT PLANS TO ATTEND THE
SPECIAL MEETING MAY OBTAIN AN ADMISSION TICKET IN ADVANCE BY SENDING A WRITTEN
REQUEST, WITH PROOF OF OWNERSHIP, SUCH AS A BANK OR BROKERAGE FIRM ACCOUNT
STATEMENT, TO: MANAGER -- PROXY, AT&T CORP., 295 NORTH MAPLE AVENUE, ROOM
1216L2, BASKING RIDGE, NEW JERSEY 07920. WE WILL BASE ADMITTANCE TO THE SPECIAL
MEETING UPON AVAILABILITY OF SEATING.
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Subject to seating availability, we will admit shareholders that do not
present admission tickets at the special meeting upon verification of ownership
at the admissions counter.

is fully accessible to disabled persons, and sign interpretation
and wireless headsets will be available for our hearing-impaired shareholders.

CONFIDENTIAL VOTING

For many years, we have had a confidential voting policy. In 1998, we
formalized this policy by amending our by-laws so that all proxies and other
voting materials, including telephone and Internet voting, are kept confidential
and are not disclosed to AT&T or its officers and directors, subject to standard
exceptions. These documents are available for examination only by the inspectors
of election and certain personnel associated with processing proxy cards and
tabulating the vote. This new by-law provision cannot be amended, rescinded or
waived, except by a shareholder vote. One independent inspector of election, an
officer of The Corporation Trust Company, has been appointed.

RECOMMENDATION OF OUR BOARD OF DIRECTORS

Our board of directors has approved each of the charter amendment
proposals, the incentive plan proposals and the spin-off proposal and recommends
that shareholders vote FOR each of the charter amendment proposals, the
incentive plan proposals and the spin-off proposal.
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REASONS FOR THE RESTRUCTURING PROPOSALS

The creation of AT&T Broadband Group tracking stock and AT&T Consumer
Services Group tracking stock and the spin-off of AT&T Communications Services,
Inc. are part of our previously announced plan to restructure AT&T. Our board of
directors recommended these actions based on its view that AT&T's restructuring
plan would promote greater market recognition of the value of the various AT&T
businesses. Our board of directors considered the following factors among others
in approving, and recommending that shareholders approve, the charter amendment
proposals and the spin-off.

WE EXPECT AT&T'S RESTRUCTURING PLAN TO CREATE MORE FOCUSED AND FLEXIBLE
MANAGEMENT TEAMS BOTH BEFORE AND AFTER THE SPIN-OFF

If the proposals are approved and implemented, we believe that each of our
groups —-- AT&T Broadband Group, AT&T Consumer Services Group and AT&T Business
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Services Group -- will be a smaller, but more focused and flexible, business
unit, in a better position to implement its respective business strategy and
serve its customers more effectively though quicker decision making, more
efficient deployment of resources, increased operational agility and enhanced
responsiveness to customers and markets and technological changes.

GREATER MARKET RECOGNITION OF VALUE

AT&T believes that issuing securities intended to reflect the separate
performance of each of AT&T Broadband Group, AT&T Consumer Services Group and
AT&T Business Services Group will result in greater market recognition and
realization of the value, individually and collectively, of AT&T and its
distinct lines of business represented by each of the groups and allow the
market to evaluate each group's results against those of its competitors.
Similarly, following the spin-off, as separate, stand-alone entities, AT&T
Broadband Corp. and AT&T Communications Services, Inc. will offer more focused
investment opportunities than those presented by a diversified AT&T. For
example, we believe that the fundamental structural decline in long distance
revenue and profit makes it harder for the market to discern the growth
potential of our broadband and data/IP services businesses. We expect that this
will promote a more efficient equity valuation of both AT&T Broadband Corp. and
AT&T Communications Services, Inc. than if both were to be valued together as a
part of a larger, diversified company.

GREATER FINANCIAL AND STRATEGIC FLEXIBILITY

AT&T believes that the creation of AT&T Broadband Group tracking stock and
AT&T Consumer Services Group tracking stock will provide AT&T (and, later, AT&T
Communications Services, Inc.) with greater financial flexibility. AT&T expects
that each tracking stock will assist its related group in meeting its capital
needs by creating an additional publicly traded equity security that the group
can use to raise capital. In addition, the creation of AT&T Broadband Group
tracking stock and AT&T Consumer Services Group tracking stock prior to the
spin-off will allow AT&T to issue AT&T Broadband Group tracking stock or AT&T
Consumer Services Group tracking stock in potential group-specific acquisitions
and investments prior to the spin-off. This would allow shareholders of an
entity that AT&T Broadband Group or AT&T Consumer Services Group acquires the
opportunity to participate more directly in the success of the business in which
that entity engages rather than participating in the much larger and more
diversified AT&T enterprise.

In addition, the restructuring plan also is intended to permit each of our
businesses to target a debt and equity profile consistent with its own needs and
comparable companies in its industry and to prioritize its capital and invest in
its own growth.
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Following the spin-off, with enhanced market recognition of the value of
each of AT&T Broadband Corp. and AT&T Communications Services, Inc., we expect
each company to be better positioned to pursue strategic acquisitions to grow
its businesses.

INCREASED SHAREHOLDER CHOICE

A corporation typically uses tracking stocks in situations where the
corporation has two or more businesses that have different investor profiles. In
this case, AT&T Broadband Group is a higher-risk, higher-growth potential
business focused on a distinct set of products and services, which contrast with
the more mature core businesses of AT&T Consumer Services Group. AT&T Consumer
Services Group consists of businesses offering a particular set of services and
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targeting a particular type of customer, distinct from AT&T Business Services
Group. AT&T believes that the creation and issuance of AT&T Broadband Group
tracking stock and AT&T Consumer Services Group tracking stock will provide
investors with greater choice among the different types of investment currently
embedded in AT&T.

The creation of the tracking stocks is expected to be followed by the
spin-off, which will create two separate, distinct companies with different
investor profiles. Thus, the spin-off is intended to provide investors with an
opportunity to make an investment in different, separate entities and choose the
one (s) better suited to their investment needs without necessarily investing in
any other one.

REDUCE INDEBTEDNESS

AT&T believes that the creation and public offering of AT&T Broadband Group
tracking stock will raise funds that will allow AT&T to reduce its outstanding
indebtedness. By reducing indebtedness, AT&T intends to improve its financial
position and its credit rating.

MANAGEMENT INCENTIVES
PRE-SPIN-OFF

We believe the existence of AT&T Broadband Group tracking stock and AT&T
Consumer Services Group tracking stock will permit the creation of more
effective management incentive and retention programs. In particular, we will be
able to grant stock options and other incentive awards to employees of each
group that are tied more directly to the performance of that group.

POST-SPIN-OFF

We expect the spin-off to enhance each of AT&T Broadband Corp.'s and AT&T
Communications Services, Inc.'s employees' motivation and to strengthen each
company's management's focus through incentive compensation programs tied to the
market performance of its separate common stock. The spin-off will enable each
of AT&T Broadband Corp. and AT&T Communications Services, Inc. to offer its
employees compensation more directly linked to the performance of its business
than if both were a part of a single corporation, which we expect will enhance
each company's ability to attract and retain qualified personnel.

OTHER CONSIDERATIONS

In addition, our board of directors considered other factors relating to
the charter amendment proposals and the spin-off, including that we expect that
implementation of the charter amendments and the completion of the spin-off will
not be taxable for U.S. federal income tax purposes to us, to AT&T
Communications Services, Inc. or to our shareholders.
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Our board of directors also considered the following potential adverse
consequences of the creation of the tracking stocks and the completion of the
spin-off, including the following:

— with regard to the tracking stocks, our board of directors considered
that:

—— there can be no assurance as to the degree to which the market price

of the tracking stocks will reflect the separate performance of the
respective groups, and

62



Edgar Filing: AT&T CORP - Form PRES14A

—— holders of common stock and of the tracking stocks will continue to
bear the risks associated with an investment in a single corporation
and all of AT&T's businesses, assets and liabilities;

— with regard to the spin-off, our board of directors considered that:

—— there can be no assurance as to the market for, or the trading prices
of, AT&T Broadband Corp. common stock and AT&T Communications
Services, Inc. common stock following the spin-off,

—— the lack of diversification and smaller size could affect each of AT&T
Broadband Corp.'s and AT&T Communications Services, Inc.'s ability to
achieve economies of scale, could create capital and size constraints
that did not previously exist, could create increased costs due to
decreased purchasing power and could limit each company's ability to
obtain financing, and

—-— as more focused companies, the earnings of each of AT&T Broadband
Corp. and AT&T Communications Services, Inc. will be more closely tied
to its particular performance and its industry performance and as a
result their securities could be subject to greater volatility.

Our board of directors also considered the risk factors related to the
creation of AT&T Broadband Group tracking stock and AT&T Consumer Services Group
tracking stock, described under "Risk Factors Relating to the Tracking Stock
Amendments, " and the spin-off described under "Risk Factors Relating to the
Spin-off of AT&T Communications Services, Inc."

Our board of directors believes, however, that, on balance, the positive
aspects of the tracking stocks and the spin-off outweigh any potentially adverse
consequences.

RECOMMENDATION OF OUR BOARD OF DIRECTORS

Our board of directors has approved each of the charter amendment
proposals, the incentive plan proposals and the spin-off proposal and recommends
that shareholders vote FOR each of the charter amendment proposals, the
incentive plan proposals and the spin-off proposal.
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THE BROADBAND CHARTER AMENDMENT PROPOSAL

The description of the material terms of the Broadband charter amendment
proposal set forth below is not complete. We qualify this description by
reference to the form of proposed charter amendment, a copy of which we have
attached as Appendix A to this proxy statement. We urge all shareholders to read
it in its entirety.

GENERAL

We are proposing the following amendment to our charter, which we refer to
as the Broadband charter amendment proposal:

Broadband Group tracking stock amendment -- an amendment to create a new
class of common stock called Broadband Group common stock, par value $1.00
per share, which we intend to reflect the financial performance and
economic value of our broadband services business. We refer to this stock
as "AT&T Broadband Group tracking stock."
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Approval of the Broadband charter amendment proposal requires a majority of
the combined voting power of all outstanding shares of AT&T common stock,
Liberty Media Group tracking stock, AT&T Wireless Group tracking stock and AT&T
Wireless Group preferred tracking stock to vote in its favor. OUR BOARD OF
DIRECTORS RECOMMENDS THAT SHAREHOLDERS VOTE FOR APPROVAL. Any shares not voted,
whether by abstention, broker non-vote or otherwise, have the effect of a vote
against the Broadband charter amendment proposal.

BROADBAND GROUP TRACKING STOCK AMENDMENT
The Broadband Group tracking stock amendment would, among other things:

— Define "AT&T Broadband Group," the financial performance and economic
value of which we intend AT&T Broadband Group tracking stock to reflect.
AT&T Broadband Group will consist of the assets and liabilities shown in
the combined balance sheets of AT&T Broadband Group and will include:

—-— AT&T's cable television and cable telephony customers;

—-— AT&T's cable television and cable telephony licenses that solely
support cable telephony;

—-— AT&T's cable television and cable telephony systems and operations
that solely support cable telephony;

—-— AT&T's cable television and cable telephony support infrastructure,
including ordering, provisioning, billing and care;

—— AT&T's interest in partnerships and affiliates providing cable
television services, such as Cablevision and TWE; and

—-— AT&T's interest in partnerships and affiliates providing high-speed
cable Internet services, such as Excite@Home.

— Establish the terms of AT&T Broadband Group tracking stock, consisting of
authorized shares and entitling the holders of AT&T
Broadband Group tracking stock to of a vote per share, voting as
one class with all other classes and series of AT&T common stock and
preferred stock of AT&T with respect to all matters to be voted upon by
AT&T shareholders, except as otherwise required by the NYBCL or by the
terms of any other class or series of AT&T capital stock.

We include a more complete description of AT&T Broadband Group tracking
stock under "-- Terms of the Broadband Group Tracking Stock Amendment."
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RECOMMENDATION OF OUR BOARD OF DIRECTORS

OUR BOARD OF DIRECTORS HAS APPROVED THE BROADBAND CHARTER AMENDMENT
PROPOSAL AND RECOMMENDS THAT YOU VOTE FOR THE BROADBAND CHARTER AMENDMENT
PROPOSAL.
TERMS OF THE BROADBAND GROUP TRACKING STOCK AMENDMENT

GENERAL

If we adopt the Broadband Group tracking stock amendment, we will amend our

charter to authorize billion shares of AT&T Broadband Group
tracking stock. If we adopt the Consumer Services Group tracking stock
amendment, we will amend our charter to authorize billion shares of AT&T
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Consumer Services Group tracking stock. Currently, 16.5 billion shares of AT&T
capital stock are authorized, consisting of 100 million shares of preferred
stock, of which 812,511.778 million are shares of AT&T Wireless Group preferred
tracking stock, par value $1.00 per share, and 16.4 billion shares of common
stock, of which 6.0 billion are shares of AT&T common stock, par value $1.00 per
share, 4.0 billion are shares of Class A Liberty Media Group common stock, par
value $1.00 per share, 400 million are shares of Class B Liberty Media Group
common stock, par value $1.00 per share, and 6.0 billion are shares of AT&T
Wireless Group tracking stock, par value $1.00. We refer to Class A Liberty
Media Group common stock and Class B Liberty Media Group common stock together
as Liberty Media Group tracking stock. We sometimes refer to AT&T Wireless Group
tracking stock and AT&T Wireless Group preferred tracking stock together as AT&T

Wireless Group tracking stocks. As of , 2001, we had outstanding
shares of AT&T common stock, shares of Class A
Liberty Media Group tracking stock, shares of Class B Liberty
Media Group tracking stock, shares of AT&T Wireless Group
tracking stock and shares of AT&T Wireless Group preferred

tracking stock.
EFFECT UPON OTHER AT&T TRACKING STOCKS

The Broadband Group tracking stock amendment would not affect the
substantive provisions relating to Liberty Media Group tracking stock, AT&T
Wireless Group tracking stocks or AT&T Consumer Services Group tracking stock.

AT&T BROADBAND GROUP

We intend AT&T Broadband Group tracking stock to reflect the financial
performance and economic value of AT&T Broadband Group. The Broadband Group
tracking stock amendment defines "AT&T Broadband Group" generally as the
interest of AT&T or any of its subsidiaries in all of the businesses, assets and
liabilities reflected in the unaudited combined financial statements of AT&T
Broadband Group, dated December 31, 2000, as included in this proxy statement,
including any successor to AT&T Broadband Group by merger, consolidation or sale
of all or substantially all of its assets. The Broadband Group tracking stock
amendment contains adjustments to the definition of "AT&T Broadband Group" to
reflect, among other things, related assets and liabilities (including
contingent liabilities), net income and net losses arising after the date of
these financial statements, contributions and allocations of assets, liabilities
and businesses between the groups and acquisitions and dispositions.

The retained portion of the value of AT&T Broadband Group represented by
AT&T common stock will be included in AT&T Business Services Group. See "-- AT&T
Broadband Group Allocation Fraction."

AT&T BROADBAND GROUP ALLOCATION FRACTION

The Broadband Group tracking stock amendment defines the "AT&T Broadband
Group allocation fraction" to represent the interest in the financial
performance and economic value of
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AT&T Broadband Group reflected by AT&T Broadband Group tracking stock issued to
the public. At any time that all of the interest in the financial performance
and economic value of AT&T Broadband Group is not reflected by the outstanding
AT&T Broadband Group tracking stock, this fraction will be used, in effect, to
allocate to AT&T Business Services Group the right to participate in any
dividend, distribution or liquidation payment made to holders of AT&T Broadband
Group tracking stock. This right to participate will reflect the retained
portion of value of AT&T Business Services Group in AT&T Broadband Group. At any
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time that all of the interest in the financial performance and economic value of
AT&T Broadband Group is fully reflected by the outstanding AT&T Broadband Group
tracking stock, this fraction will equal one.

Subject to the criteria we describe below, this fraction is subject to
adjustment from time to time as our board of directors deems appropriate:

- to reflect subdivisions (by stock split or otherwise) and combinations
(by reverse stock split or otherwise) of AT&T Broadband Group tracking
stock and stock dividends payable in shares of AT&T Broadband Group
tracking stock;

- to reflect the fair market value of contributions or allocations by AT&T
of cash, property or other assets or liabilities from other AT&T groups
to AT&T Broadband Group (or vice versa), or of cash or property or other
assets or liabilities of other AT&T groups to, or for the benefit of,
employees of AT&T Broadband Group in connection with employee benefit
plans or arrangements of AT&T or any of its subsidiaries (or vice versa);

- to reflect the number of shares of AT&T capital stock contributed to, or
for the benefit of, employees of AT&T Broadband Group in connection with
benefit plans or arrangements of AT&T or any of its subsidiaries;

— to reflect repurchases by AT&T of shares of AT&T Broadband Group tracking
stock for the account of AT&T Broadband Group;

— to reflect issuances of AT&T Broadband Group tracking stock for the
account of AT&T Broadband Group;

- to reflect dividends or other distributions to holders of AT&T Broadband
Group tracking stock, to the extent no payment is made to AT&T Business
Services Group; and

— under other circumstances as our board of directors determines
appropriate to reflect the economic substance of any other event or
circumstance.

In addition, in determining the percentage interest of holders of AT&T
Broadband Group tracking stock in any particular dividend or other distribution,
we will reduce the economic interest of holders of AT&T Broadband Group tracking
stock to reflect dilution arising from shares of AT&T Broadband Group tracking
stock reserved for issuance upon conversion, exercise or exchange of other
securities that are entitled to participate in this dividend or other
distribution.

The Broadband Group tracking stock amendment provides that any adjustment
of this kind must be made in a manner that our board of directors determines to
be fair and equitable to holders of AT&T common stock and AT&T Broadband Group
tracking stock. In the event that any assets or other property are acquired by
other AT&T group(s) and allocated or contributed to AT&T Broadband Group, the
consideration paid by the other AT&T group(s) to acquire these assets or other
property will be presumed to be its "fair market value" as of its acquisition.
Any adjustment to the AT&T Broadband Group allocation fraction made by our board
of directors in accordance with these principles will be at the sole discretion
of our board of directors and will be final and binding on all shareholders.

VOTING RIGHTS

Currently, holders of AT&T common stock have one vote per share, holders of
Class B Liberty Media Group tracking stock have 0.375 of a vote per share,
holders of Class A Liberty Media Group tracking stock have 0.0375 of a vote per
share, holders of AT&T Wireless Group tracking stock have

66



Edgar Filing: AT&T CORP - Form PRES14A

57
64

0.5 of a vote per share and holders of AT&T Wireless Group preferred tracking
stock have 250 votes per share. This voting power is subject to adjustment for
stock splits, stock dividends and combinations, including any distribution of
AT&T Broadband Group tracking stock to holders of AT&T common stock.

Each outstanding share of AT&T Broadband Group tracking stock initially
will have of a vote. The voting rights of AT&T Broadband Group
tracking stock will be subject to adjustments to reflect stock splits, reverse
stock splits, stock dividends or certain stock distributions with respect to
AT&T common stock, AT&T Broadband Group tracking stock, Liberty Media Group
tracking stock, AT&T Wireless Group tracking stocks or AT&T Consumer Services
Group tracking stock.

Except as otherwise required by New York law or any special voting rights
of any class or series of AT&T preferred stock or common shares, holders of
shares of AT&T common stock, AT&T Broadband Group tracking stock, each other
class of AT&T common shares, if any, that is entitled to vote, Class A Liberty
Media Group tracking stock and Class B Liberty Media Group tracking stock, AT&T
Wireless Group tracking stock, AT&T Consumer Services Group tracking stock and
holders of shares of each class or series of AT&T preferred stock, if any, that
is entitled to vote, will vote as one class with respect to all matters to be
voted on by shareholders of AT&T. No separate class vote of AT&T Broadband Group
tracking stock will be required, except as required by the NYBCL.

DIVIDENDS

General. Provided that AT&T has sufficient assets to pay a dividend under
applicable law, after excluding the available dividend amount relating to
Liberty Media Group, AT&T Wireless Group and AT&T Consumer Services Group, the
Broadband Group tracking stock amendment provides that dividends on AT&T
Broadband Group tracking stock are limited to an available dividend amount that
is designed to be equivalent to the amount that would legally be available for
dividends on that stock if AT&T Broadband Group were a stand-alone entity.
Dividends on AT&T common stock are limited to the amount of legally available
funds for all of AT&T less the sum of the available dividend amount for AT&T
Broadband Group tracking stock, the available dividend amount for Liberty Media
Group tracking stock, the available dividend amount for AT&T Wireless Group
tracking stocks and the available dividend amount for AT&T Consumer Services
Group tracking stock.

AT&T does not expect to pay any dividends on shares of AT&T Broadband Group
tracking stock. If and when our board of directors determines to pay any
dividends on shares of AT&T Broadband Group tracking stock, the AT&T Groups
policy statement provides that this determination also will be subject to
factors similar to those that we describe above with respect to the payment of
dividends on each class of AT&T common stock.

Discrimination among classes of common shares. The Broadband Group
tracking stock amendment does not provide for mandatory dividends. Provided that
there are sufficient assets to pay a dividend on a class of stock as described

under "--General," our board of directors will have the sole authority and
discretion to declare and pay dividends (or to refrain from declaring or paying
dividends), in equal or unequal amounts, on AT&T common stock, AT&T Broadband

Group tracking stock, Liberty Media Group tracking stock, AT&T Wireless Group
tracking stocks, AT&T Consumer Services Group tracking stock, any other class of
AT&T common shares or any two or more of these classes. Subject to not exceeding
the applicable available dividend amount, our board of directors has this power
regardless of the relative available dividend amounts, prior dividend amounts

67



Edgar Filing: AT&T CORP - Form PRES14A

declared, liquidation rights or any other factor.
SHARE DISTRIBUTIONS

Subject to the provisions of Liberty Media Group tracking stock, AT&T
Wireless Group tracking stocks and AT&T Consumer Services Group tracking stock,
AT&T may declare and pay a distribution consisting of shares of AT&T common
stock, AT&T Broadband Group tracking stock or any other securities of AT&T or
any other person to holders of AT&T common stock or AT&T
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Broadband Group tracking stock only in accordance with the provisions described
below. We refer to this type of distribution as a "share distribution."

Distributions on AT&T common stock or AT&T Broadband Group tracking
stock. Subject to any limitations imposed by the terms of Liberty Media Group
tracking stock, AT&T Wireless Group tracking stocks or AT&T Consumer Services
Group tracking stock, AT&T may declare and pay a share distribution to holders
of AT&T common stock, AT&T Broadband Group tracking stock or any other class of
AT&T common shares consisting of any securities of AT&T, any subsidiary of AT&T
or any other person. However, securities attributable to a group may be
distributed to holders of another group only for consideration. In the case of
shares of AT&T Broadband Group tracking stock distributed to holders of AT&T
common stock, the consideration may consist, in whole or in part, of a decrease
in the inter-group portion of value, if any, held by AT&T Business Services
Group in AT&T Broadband Group.

Discrimination among classes of AT&T common shares. The Broadband Group
tracking stock amendment does not provide for mandatory share distributions.
Subject to the restrictions described above or that are in effect regarding
Liberty Media Group tracking stock, AT&T Wireless Group tracking stocks or AT&T
Consumer Services Group tracking stock, our board of directors will have the
sole authority and discretion to declare and pay share distributions (or to
refrain from declaring or paying share distributions), in equal or unequal
amounts, on AT&T common stock, AT&T Broadband Group tracking stock, Liberty
Media Group tracking stock, AT&T Wireless Group tracking stocks, AT&T Consumer
Services Group tracking stock, any other class of AT&T common shares or any two
or more of these classes. Subject to not exceeding the applicable available
dividend amounts, our board of directors has this power regardless of the
relative available dividend amounts, prior share distributions amounts declared,
liquidation rights or any other factor.

REDEMPTION

Redemption in exchange for shares of AT&T common stock in connection with
spin-offs and certain transactions at option of our board of directors. At any
time, i1if the businesses, assets and liabilities of AT&T Broadband Group are
substantially equivalent to the businesses, assets and liabilities of AT&T (as
would be the case if the spin-off of AT&T Communications Services, Inc. is
completed as proposed), our board of directors, in its sole discretion, may
redeem all outstanding shares of AT&T Broadband Group tracking stock for shares
of AT&T common stock on a ratio based on the number of shares of AT&T common
stock outstanding, the number of shares of AT&T Broadband Group tracking stock
outstanding and the AT&T Broadband Group allocation fraction. In this event,
each share of AT&T Broadband Group tracking stock will be redeemed in exchange
for a number of shares of AT&T common stock calculated in a manner intended to
maintain the approximate relative proportional interest in AT&T Broadband Group
of holders of AT&T Broadband Group tracking stock and AT&T common stock.
Specifically, each share of AT&T Broadband Group tracking stock will be redeemed
in exchange for that number of shares of AT&T common stock, calculated to the
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nearest 1/10,000, equal to a fraction the numerator of which is:

- a fraction the numerator of which is the product of (1) the number of
shares of AT&T common stock outstanding on a fully diluted basis and (2)
the AT&T Broadband Group allocation fraction and the denominator of which
is 1 minus the AT&T Broadband Group allocation fraction;

and the denominator of which is:

— the number of shares of AT&T Broadband Group tracking stock outstanding
on a fully diluted basis.

All calculations of fully diluted shares of AT&T common stock or AT&T
Broadband Group tracking stock will be made on the treasury basis in accordance
with United States generally accepted accounting principles.
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Other redemptions in exchange for shares of AT&T common stock at option of
our board of directors. At any time following either the occurrence of
tax-related events or the anniversary of the date that AT&T Broadband
Group tracking stock is initially issued, our board of directors, in its sole
discretion, may redeem all outstanding shares of AT&T Broadband Group tracking
stock for shares of AT&T common stock. In this event, each share of AT&T
Broadband Group tracking stock will be redeemed in exchange for that number of
shares of AT&T common stock, calculated to the nearest 1/10,000, equal to %
of the ratio of the average market price per share of AT&T Broadband Group
tracking stock to the average market price per share of AT&T common stock.

In this case, the average market price per share of AT&T common stock or
AT&T Broadband Group tracking stock, as the case may be, means the average of
the daily market value per share for such AT&T common stock or AT&T Broadband
Group tracking stock for the 40 consecutive trading days ending on the 15th
trading day prior to the date notice of the redemption is mailed to holders of
AT&T Broadband Group tracking stock.

In order to redeem AT&T Broadband Group tracking stock on the basis of a
tax-related event, AT&T must obtain the opinion of counsel that, as a result of
an amendment to or change (or prospective change) in a law or an interpretation
of the law that takes place after AT&T Broadband Group tracking stock is issued,
there is more than an insubstantial risk that:

- any issuance of AT&T Broadband Group tracking stock would be treated as a
sale or other taxable disposition by AT&T or any of its subsidiaries of
any of the assets, operations or relevant subsidiaries underlying AT&T
Broadband Group tracking stock;

— the existence of AT&T Broadband Group tracking stock would subject AT&T,
its subsidiaries or its affiliates, or any of their respective successors
to the imposition of tax or other adverse tax consequences; or

— either AT&T common stock or AT&T Broadband Group tracking stock would not
be treated solely as common stock of AT&T.

Redemption in exchange for stock of qualifying subsidiaries at option of
our board of directors. The Broadband Group tracking stock amendment also
provides that AT&T may, at any time, redeem all outstanding shares of AT&T
Broadband Group tracking stock in exchange for a specified number of outstanding
shares of common stock of a subsidiary of AT&T that satisfies certain
requirements under the Code and that holds all of the assets and liabilities of
AT&T Broadband Group. We refer to a subsidiary that satisfies these requirements
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as a "qualifying subsidiary." This type of redemption only may be made on a pro
rata basis, and must be tax free to the holders of AT&T Broadband Group tracking
stock, except with respect to any cash that holders receive in lieu of
fractional shares.

In this case, we would exchange each share of AT&T Broadband Group tracking
stock, on a pro rata basis, for an aggregate number of shares of common stock of
the qualifying subsidiary equal to the number of outstanding shares of common
stock of the qualifying subsidiary held by AT&T.

Redemption in exchange for shares of another tracking stock. At any time
our board of directors may redeem all outstanding shares of AT&T Broadband Group
tracking stock for a new tracking stock of another entity that owns all of the
material assets and liabilities of AT&T Broadband Group. In order to effect a
redemption of this type, the new tracking stock must have substantially the same
terms as those governing AT&T Broadband Group tracking stock as contained in
AT&T's charter and by-laws, including with regard to the definition of "AT&T
Broadband Group." In the event of redemption of this type, the voting rights of
the new tracking stock will be set based on the ratio, over a fixed measurement
period, of the initial trading prices of this new tracking stock to trading
prices of the common stock of the new entity of which the new tracking stock is
a part.

Redemption in connection with certain significant transactions. In the
event of a sale, transfer, assignment or other disposition by AT&T in a
transaction or series of related transactions, of all or substantially all of
the properties and assets of AT&T Broadband Group, AT&T generally is required
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to take one of the following actions, which action will be selected in the sole
discretion of our board of directors:

— AT&T may redeem each outstanding share of AT&T Broadband Group tracking
stock in exchange for a number of shares of AT&T common stock (calculated
to the nearest 1/10,000) equal to % of the ratio of the average
market price per share of AT&T Broadband Group tracking stock to the
average market price per share of AT&T common stock. For this purpose,
the "average market price per share" of AT&T common stock or AT&T
Broadband Group tracking stock, as the case may be, means the average of
the daily market value per share for AT&T common stock or AT&T Broadband
Group tracking stock, respectively, during the 10-trading-day period
beginning on the 15th trading day following completion of that
transaction.

— Subject to limitations, AT&T may declare and pay a dividend in cash
and/or in securities (other than AT&T common stock) or other property to
holders of the outstanding shares of AT&T Broadband Group tracking stock
equally on a share-for-share basis in an aggregate amount equal to the
net proceeds of the disposition allocable to AT&T Broadband Group
tracking stock.

- Subject to limitations, if the disposition involves the disposition of
all, not merely substantially all, of the properties and assets of AT&T
Broadband Group, AT&T may redeem all outstanding shares of AT&T Broadband
Group tracking stock in exchange for cash and/or securities or other
property in an aggregate amount equal to the net proceeds of the
disposition allocable to AT&T Broadband Group tracking stock.

- Subject to limitations, if the disposition involves substantially all,
but not all, of the properties and assets of AT&T Broadband Group, AT&T
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may redeem a number of outstanding shares of AT&T Broadband Group
tracking stock in exchange for a redemption price equal to the net
proceeds of that disposition. The number of shares of AT&T Broadband
Group tracking stock to be redeemed would be equal to the lesser of (1) a
number determined by dividing the aggregate amount allocated to the
redemption of these shares by the average market value of one share of
AT&T Broadband Group tracking stock during the 10-trading-day period
beginning on the 15th trading day following the completion of that
disposition and (2) the total number of outstanding shares of AT&T
Broadband Group tracking stock.

- Subject to limitations, AT&T may take a combination of the actions
described in the preceding bullets whereby AT&T may redeem some shares of
AT&T Broadband Group tracking stock in exchange for shares of AT&T common
stock at the exchange rate described in the first bullet above, and use
an amount equal to a portion of the net proceeds of the disposition
allocable to AT&T Broadband Group tracking stock to either (1) declare
and pay a dividend as described in the second bullet above, or (2) redeem
part or all of the remaining shares of AT&T Broadband Group tracking
stock as described in the third or fourth bullet above.

For purposes of these provisions, "substantially all of the properties and
assets" of AT&T Broadband Group as of any date means a portion of these
properties and assets that represents at least 80% of the fair value of the
properties and assets attributed to AT&T Broadband Group as of that date.

Certain exceptions. The provisions described under "-- Redemption in
connection with certain significant transactions" will not apply, and AT&T will
not be required to redeem any securities or make any dividend or other
distribution it would otherwise be required to make, in some circumstances,
including the following:

- if, in connection with the underlying transaction, our board of directors
redeems all outstanding shares of AT&T Broadband Group tracking stock for
a new tracking stock of
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another entity that owns all of the material assets and liabilities of
AT&T Broadband Group pursuant to "-- Redemption in exchange for shares of
another tracking stock."

— 1f the underlying disposition is conditioned upon the affirmative vote of
a majority of holders of AT&T Broadband Group tracking stock, voting as a
separate class;

— 1f the disposition is in connection with a liquidation of ATT

- if the disposition is to a person or group of which AT&T is the majority
owner and AT&T Broadband Group receives in exchange primarily equity
securities of that person or group as consideration;

— 1in connection with a spin-off or similar distribution of AT&T's entire
interest in AT&T Broadband Group to the holders of AT&T Broadband Group
tracking stock, including a distribution that is made in connection with

a mandatory redemption as described under "-- Other redemptions in
exchange for shares of AT&T common stock at option of our board of
directors" or "-- Redemption in exchange for stock of qualifying

subsidiaries at option of our board of directors"; and

— in connection with a "related business transaction," which generally
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means a disposition of all or substantially all of the assets attributed
to AT&T Broadband Group in which AT&T receives equity securities of an
entity that engages or proposes to engage primarily in one or more
businesses similar or complementary to the businesses conducted by AT&T
Broadband Group prior to that transaction.

GENERAL PROCEDURES

Conditions. With regard to any redemption at the discretion of our board
of directors, our board of directors may, in its discretion, condition the
redemption on the occurrence or failure to occur of any events set forth in the
applicable notice of redemption. Our board of directors will have the right to
waive any of these conditions in its sole discretion.

Public announcements; notices. The Broadband Group tracking stock
amendment provides that, in the case of specified dispositions or a redemption,
AT&T will publicly announce or otherwise provide specified information to
holders of AT&T Broadband Group tracking stock and, in the case of redemption of
the discretion of our board of directors, give the notice of redemption no fewer
than 15 days prior to the date of redemption.

Fractional shares. Our board of directors will not have to issue or
deliver any fractional shares to any holder of AT&T Broadband Group tracking
stock upon any redemption, dividend or other distribution under the provisions
described under "-- Redemption." Instead of issuing fractional shares, AT&T will
pay cash for the fractional share in an amount equal to the fair market wvalue of
the fractional share, without interest.

No adjustments for dividends or other distributions. No adjustments for
dividends will be made upon the exchange of any shares of AT&T Broadband Group
tracking stock; except that, if a redemption date with respect to AT&T Broadband
Group tracking stock comes after the record date for the payment of a dividend
or other distribution to be paid on AT&T Broadband Group tracking stock but
before the payment or distribution, the registered holders of those shares of
AT&T Broadband Group tracking stock at the close of business on that record date
will be entitled to receive the dividend or other distribution on the payment
date, notwithstanding the redemption of those shares of stock or AT&T's default
in payment of the dividend or distribution.

Payment of taxes. If any person exchanging a certificate representing
shares of AT&T Broadband Group tracking stock wants us to issue a certificate in
a different name than the registered name on the old certificate, that person
must pay any transfer or other taxes required by reason of the issuance of the
certificate in another name, or establish, to the satisfaction of AT&T or its
agent, that the tax has been paid or is not applicable.
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LIQUIDATION RIGHTS

In the event of a liquidation, dissolution or winding up of AT&T, whether
voluntary or involuntary, AT&T will first pay or provide for payment of debts
and other liabilities of AT&T, including the liquidation preferences of any
class or series of AT&T preferred stock. Thereafter, holders of the shares of
AT&T common stock, Liberty Media Group tracking stock, AT&T Wireless Group
tracking stock, AT&T Consumer Services Group tracking stock, AT&T Broadband
Group tracking stock and any other class of AT&T common shares will share in the
funds of AT&T remaining for distribution to its common shareholders in
proportion to the aggregate market capitalization of the outstanding shares of
each class of stock, as applicable, to the aggregate market capitalization of
all the classes of AT&T common shares. AT&T will calculate the market
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capitalizations based on the 20-trading-day period ending on the trading day
prior to the date of the public announcement of the liquidation, dissolution or
winding up of AT&T.

None of the following, by itself, will constitute a liquidation,
dissolution or winding up of AT&T:

— the consolidation or merger of AT&T with or into any other corporation or
corporations or the sale, transfer or lease of all or substantially all
of the assets of ATT

- any transaction or series of related transactions that results in all of
the assets and liabilities included in AT&T Broadband Group being held by
one or more AT&T Broadband Group subsidiaries and the distribution of
AT&T Broadband Group subsidiaries, and no other material assets or
liabilities, to the holders of outstanding AT&T Broadband Group tracking
stock;

- any transaction or series of related transactions that results in all of
the assets and liabilities included in Liberty Media Group being held by
one or more Liberty Media Group subsidiaries and the distribution of
these Liberty Media Group subsidiaries, and no other material assets or
liabilities, to the holders of outstanding Liberty Media Group tracking
stock (but this will be subject to the provisions relating to the
redemption of shares of Liberty Media Group tracking stock described in
our charter);

- any transaction or series of related transactions that results in all of
the assets and liabilities included in AT&T Wireless Group being held by
one or more AT&T Wireless Group subsidiaries and the distribution of
these AT&T Wireless Group subsidiaries, and no other material assets or
liabilities, to the holders of outstanding AT&T Wireless Group tracking
stock (but this will be subject to the provisions relating to the
redemption of shares of AT&T Wireless Group tracking stock described in
our charter); or

- any transaction or series of related transactions that results in all of
the assets and liabilities included in AT&T Consumer Services Group, if
created, being held by one or more AT&T Consumer Services Group
subsidiaries and the distribution of these AT&T Consumer Services Group
subsidiaries, and no other material assets or liabilities, to the holders
of outstanding AT&T Consumer Services Group tracking stock (but this will
be subject to the provisions relating to the redemption of shares of AT&T
Consumer Services Group tracking stock described in our charter).

DETERMINATIONS BY OUR BOARD OF DIRECTORS

Any determinations made by our board of directors under any provision
described in this section "-- Terms of the Broadband Group Tracking Stock
Amendment" will be final and binding on all shareholders of AT&T, except as may
otherwise be required by law. AT&T will prepare a statement of any determination
by our board of directors respecting the fair market value of any properties,
assets or securities, and will file the statement with our Corporate Secretary.
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NO PREEMPTIVE RIGHTS
Holders of AT&T common stock, AT&T Broadband Group tracking stock, Liberty

Media Group tracking stock, AT&T Wireless Group tracking stocks or AT&T Consumer
Services Group tracking stock do not have any preemptive rights to subscribe for
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any additional shares of AT&T capital stock or other obligations convertible
into or exercisable for shares of capital stock that may hereafter be issued by
AT&T.

THE BROADBAND PUBLIC OFFERING
THE PUBLIC OFFERING

We currently intend to issue, in an underwritten public offering, shares of
AT&T Broadband Group tracking stock representing a portion of the financial
performance and economic value of AT&T Broadband Group. We will determine the
amount to be issued based on capital requirements of AT&T and its groups, market
conditions at the time of the public offering and other factors. We currently
expect to issue shares of AT&T Broadband Group tracking stock in the public
offering reflecting no greater than 20% of the economic performance of AT&T
Broadband Group. The proceeds from the public offering may be allocated between
any of the groups or only to one group, which may or may not be the AT&T
Broadband Group.

TIMING OF THE PUBLIC OFFERING

We currently expect to complete the public offering later this year,
subject to market and other factors. However, our board of directors reserves
the right to change our current plans with respect to the public offering.

Our board of directors reserves the right to not create AT&T Broadband
Group tracking stock or to not issue AT&T Broadband Group tracking stock once it
is created. In addition, even if we complete the public offering, there is no
guarantee that the spin-off of AT&T Communications Services, Inc. will follow.

MATERIAL U.S. FEDERAL INCOME TAX CONSEQUENCES TO AT&T

Subject to the discussion below in this section, neither the creation of
AT&T Broadband Group tracking stock nor the occurrence of the public offering of
AT&T Broadband Group tracking stock will be taxable to AT&T.

The conclusions in the preceding paragraph are not free from doubt. These
conclusions assume that AT&T Broadband Group tracking stock is treated as a
class of common stock of AT&T. The filing of consolidated income tax returns by
AT&T together with AT&T Broadband Group also assumes that AT&T Broadband Group
tracking stock is treated as a class of common stock of AT&T. While AT&T
believes that, under current law, AT&T Broadband Group tracking stock will be
treated as common stock of AT&T, there are no authorities directly on point nor
will AT&T receive an advance ruling from the Internal Revenue Service. There is
a risk that the Internal Revenue Service could assert that AT&T Broadband Group
tracking stock is property other than common stock of AT&T. AT&T believes it is
unlikely the Internal Revenue Service would prevail on that view, but no
assurance can be given that the views expressed in the preceding paragraph, if
contested, would be sustained by a court.

EFFECTS OF THE SPIN-OFF OF AT&T COMMUNICATIONS SERVICES, INC.

Under the terms of the proposed Broadband Group tracking stock amendment,
if the businesses, assets and liabilities of AT&T are substantially equivalent
to the business, assets and liabilities of AT&T Broadband Group, our board of
directors may redeem all outstanding shares of AT&T Broadband Group tracking
stock for a number of shares of AT&T common stock intended to maintain the
relative approximate proportional interest in AT&T Broadband Group of the
holders of AT&T Broadband Group tracking stock and AT&T common stock. Following
the spin-off of AT&T
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Communications Services, Inc., we expect that AT&T will consist of AT&T
Broadband Group. For this reason, following the spin-off, we expect to redeem
all outstanding shares of AT&T Broadband Group tracking stock for shares of AT&T
common stock, as permitted by the terms of the proposed Broadband Group tracking

stock amendment. See "-- Terms of the Broadband Group Tracking Stock
Amendment —-- Redemption."
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DESCRIPTION OF AT&T BROADBAND GROUP

The description below of AT&T Broadband Group reflects our current plans
regarding the operation of AT&T Broadband Group. These plans may change from
time to time. For financial information about AT&T Broadband Group, see
"Summary —-- Consolidating Condensed Financial Information" and the combined
financial statements of AT&T Broadband Group, which are included in Appendix D
to this document.

OVERVIEW

AT&T Broadband Group is one of the nation's largest broadband
communications businesses, providing cable television, high-speed cable Internet
services and telephony services over one of the most extensive broadband
networks in the country. At or for the year ended December 31, 2000, AT&T
Broadband Group had:

- owned and operated cable systems aggregating approximately 16 million
analog video subscribers;

- approximately $8.4 billion in combined revenues;
- approximately $(1.9) billion in EBITDA, which includes a $2.6 billion
asset impairment charge relating to Excite@Home and $1.0 billion of

pre-tax losses from equity investments and other income; and

— ownership interests in a number of different companies, including
Excite@Home, Cablevision and TWE.

AT&T Broadband Group provides a broad range of traditional cable video
services to consumers individually and in combination with other services,

including:

- basic service,

expanded basic service,
— premium service, and
- pay-per-view programming.

In addition, AT&T Broadband Group has been upgrading its network to provide
a variety of advanced services, including:

— digital video and digital audio, with over 2.8 million digital video and
digital audio subscribers as of December 31, 2000,

— high-speed cable Internet service, with over 1.1 million high-speed cable
Internet service subscribers as of December 31, 2000, and
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- broadband telephony, with over 547,000 local telephony subscribers as of
December 31, 2000.

In addition, AT&T Broadband Group has entered into and consummated a number
of transactions since December 31, 2000 that may substantially impact its
business profile. See "-- Strategy —-- Consolidating Operations in Major
Markets."

AT&T BROADBAND GROUP

AT&T Broadband Group tracking stock is intended to reflect the separate
financial performance and economic value of AT&T Broadband Group, which includes
the assets and liabilities shown in the combined balance sheets of AT&T
Broadband Group. If we acquire interests in other businesses, we intend to
attribute those assets and any related liabilities to AT&T Broadband Group or to
the other AT&T groups in accordance with the AT&T Groups policy statement. All
net income and net
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losses generated by the assets attributed to AT&T Broadband Group will be
attributed to AT&T Broadband Group and all net proceeds from any disposition of
these assets also will be attributed to AT&T Broadband Group.

Except as described elsewhere in this document, we attribute all of AT&T's
current Broadband business unit operations to AT&T Broadband Group, including:

AT&T's cable television and cable telephony customers;

- AT&T's cable television and telephony licenses that solely support cable
telephony;

- AT&T's cable television and cable telephony systems and operations that
solely support cable telephony;

- AT&T's cable television and cable telephony support infrastructure,
including ordering, provisioning, billing and care;

— AT&T's interest in partnerships and affiliates providing cable television
services, such as Cablevision and TWE; and

— AT&T's interest in partnerships and affiliates providing high-speed cable
Internet services such as Excite@Home.

AGREEMENTS AMONG AT&T BROADBAND GROUP AND AT&T'S OTHER GROUPS
AT&T will seek to manage AT&T Broadband Group and AT&T's other groups in a
manner designed to maximize the operations, unique assets and value of all

groups. AT&T Broadband Group will be able to:

- use the powerful AT&T brand name in accordance with a brand license
agreement,

— use AT&T's intellectual property and technology on a royalty-free basis
in accordance with an intellectual property agreement, and

— benefit from AT&T's favorable purchasing contracts with major suppliers.
The relationship among the groups will be governed by the AT&T Groups

policy statement, including the process of fair dealing described under
"Relationship among AT&T's Groups ——- The AT&T Groups Policy Statement -- General
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Policy." Although our board of directors has no present intention to do so, it
may modify, suspend or rescind the policies set forth in the AT&T Groups policy
statement, adopt additional policies or make exceptions to existing policies, at
any time, without the approval of our shareholders, subject to limitations we
describe under "Relationship among AT&T Groups ——- The AT&T Groups Policy
Statement”" and our board of directors' fiduciary duties.

INDUSTRY OVERVIEW

AT&T Broadband Group operates in the broadband communications industry,
offering video television programming services (both analog and digital),
high-speed cable Internet services and broadband telephony service, in each case
primarily to residential and small business customers. AT&T Broadband Group also
is pursuing other additional services, including VOD and interactive television
that take advantage of the robust broadband network that AT&T Broadband Group
has assembled and constructed.

Cable television is a service that delivers multiple channels of video and
audio programming to subscribers that pay a monthly fee for the services they
receive. Cable television systems receive video, audio and data signals
transmitted by nearby television broadcast stations, terrestrial microwave relay
services and communications satellites. These signals then are amplified and
distributed by coaxial cable and optical fiber to the premises of customers that
pay a fee for the service. In many
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cases, cable television systems also originate and distribute local programming.
Cable television systems typically are constructed and operated pursuant to
nonexclusive franchises awarded by LFAs for specified periods of time.

Cable television systems offer varying levels of service, which may
include, among other programming, local broadcast network affiliates and
independent television stations, certain other news, information and
entertainment channels, such as CNN, CNBC, ESPN, and MTV, and certain premium
services, such as HBO, Showtime, The Movie Channel, Starz and Cinemax.

Cable television revenues principally are derived from monthly fees paid by
subscribers, sales of pay-per-view movies and events, sale or advertising time
on advertiser supported programming and installation charges.

High-speed cable Internet services deliver typical ISP services, such as
e-mail, instant messaging, personal webspace management, and personalized front
pages, and content that takes advantage of the unique characteristics of
broadband distribution systems. In some cases, AT&T Broadband Group provides
unique localized content to complement the national content provided by
Excite@Home. Subscribers pay a monthly fee for the services they receive,
including unlimited access to the Internet. Other revenue streams may be derived
from sales of premium content and services, advertising spots, premium placement
of media/service providers within the service, and installation service.

Cable telephony is a technology that allows cable operators to offer
telephone service over the same hybrid fiber/coaxial network that supplies
television service. Cable telephony systems have three basic components - a
headend unit, a customer premise unit and a management interface - though each
vendor takes a slightly different approach. Cable operators connect to the
public switched telephone network through an interface on the headend unit that
conforms to one of several standards. At the customer premise unit, voice
transmission is separated from the coax drop and routed to a twisted copper pair
connected to the customer's existing inside telephone wiring.
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Cable telephony continues to move forward to offer local residential
telephone service. Now, with IP networks emerging as viable platforms for the
delivery of voice traffic, cable operators hope to use their high-speed data
networks to support packet telephone services as an alternative to deploying
stand-alone telephony equipment.

Using IP networks, cable operators attempt to create an integrated
multi-service communications platform that operates on a lower cost structure
than existing circuit-switched alternatives. Cable operators believe the
flexibility of IP networks will allow them to deliver a host of unique
value—-added features, such as integrated voice mail and e-mail messaging and the
real-time provisioning of additional phone lines without rewiring a home.

STRATEGY

AT&T Broadband Group's business strategy is to utilize the technological
capabilities of its advanced broadband network and its regionally consolidated
broadband network systems to provide an array of entertainment and
communications services primarily to residential customers in its markets.
Today, these services primarily include analog and digital video, high-speed
cable Internet service and local and long distance telephone.

AT&T Broadband Group believes that aggressive investment in the
technological capabilities of its broadband network and the long-term
competitive advantages of consolidating operations in major markets and service
bundling will enhance its ability to continue to grow its broadband network
operations and offer advanced services to existing and new customers.
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NETWORK EXPANSION AND UPGRADES

AT&T Broadband Group continues to deploy fiber optic cable and to upgrade
the technical quality of its hybrid fiber/coaxial broadband network in order to
provide advanced cable services. The result is a significant increase in network
capacity, quality and reliability, facilitating the delivery of additional
programming and services, such as digital video, high-speed cable Internet
service, and local and long distance telephone services.

AT&T Broadband Group's goal is to have one of the highest network
capabilities in the industry. AT&T Broadband Group's U.S. cable television
systems have bandwidth capacities up to 860 megahertz. At December 31, 2000,
over 75% of AT&T Broadband Group's networks had bandwidth capacity of 550
megahertz or 750 megahertz. At December 31, 2000, the majority of AT&T Broadband
Group's networks had been upgraded to 750 megahertz and, excluding the effect of
the net disposition of subscribers to Comcast described under "-- Consolidating
Operations in Major Markets," 75% of the network was two-way capable.

Upgrading bandwidth capacity of its systems allows AT&T Broadband Group to:

- offer advanced services, such as digital television, cable Internet
service, broadband telephony and other interactive services;

— increase channel capacity up to 112 channels, or even more programming
channels if some bandwidth is used for digital services; and

- permit two-way communication, which will give customers the ability to
send and receive signals over the cable system so that high-speed cable
services, such as Internet services, will not require a separate
telephone line.
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ADVANCED SERVICES

Beyond traditional analog video programming services, AT&T Broadband Group
offers advanced services to its customers over its broadband network, including:

— digital video and audio and its related enhancements;

- high-speed cable Internet services, through cable modems installed in
subscribers' homes; and

— cable telephony services.

The broadband network's high bandwidth allows AT&T Broadband Group to be
well positioned to deliver a multitude of channels and/or new and advanced
services. AT&T Broadband Group believes that this high bandwidth will be a key
factor in the successful delivery of these products and services.

Beyond these existing advanced services, a variety of emerging technologies
and the rapid growth of Internet usage present substantial opportunities to
provide new or expanded products and services to broadband customers and to
expand sources of revenue. As a result, AT&T Broadband Group is in the process
of testing and offering on a limited basis a variety of new or expanded services
beyond the traditional offerings of analog television programming. These new
products and services include VOD, interactive television, targeted advertising,
multiple service tiers of high-speed cable Internet, home networking, multiple
ISP offerings and a set of communications services that work seamlessly over all
television, computer and telephone platforms.

Digital video. As part of upgrading its systems, AT&T Broadband Group
installs headend equipment capable of delivering digitally encoded cable
transmissions to a digital-capable set-top converter box in the customer's home.
This digital connection offers significant advantages over traditional analog
service. For example, AT&T Broadband Group can compress the digital signal to
allow the transmission of up to 12 digital channels in the bandwidth normally
used by one analog
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channel. This allows AT&T Broadband Group to increase both programming and
service offerings, including near VOD for pay-per-view customers. AT&T Broadband
Group offers digital video services, which include additional channels on its
existing service tiers, create new service tiers, introduce multiple packages of
premium services and increase the number of pay-per-view channels. AT&T
Broadband Group has increased the amount of services purchased by its former
analog-only video customers by offering digital service. Digital services
customers receive a mix of additional television programming, an electronic
program guide and up to 40 channels of digital music.

High-speed cable Internet service. AT&T Broadband Group currently provides
Internet services to its customers via cable modems attached to personal
computers.

The principal advantage of cable Internet connections is the high speed of
data transfer over a cable system and the elimination of the need to dial into
an Internet connection as is required with traditional dial-up ISPs, thus
providing an always-on connection. AT&T Broadband Group currently offers these
services to its residential and small business customers over coaxial cable at
speeds substantially faster than the speed of a conventional telephone modem.
Furthermore, a two-way communication cable system using a hybrid fiber
optic/coaxial structure can support the entire connection at cable modem speeds
without the need for a separate telephone line.

79



Edgar Filing: AT&T CORP - Form PRES14A

AT&T Broadband Group has agreements with Excite@Home under which AT&T
Broadband Group is provided with broadband network services and content
aggregation necessary for the delivery of high-speed cable Internet services to
AT&T Broadband Group's subscribers. Agreements between AT&T Broadband Group and
Excite@Home extend to June 2008, with AT&T Broadband Group required to use
Excite@Home for broadband cable Internet services on an exclusive basis until
June 2002. AT&T Broadband Group cable systems acquired in the MediaOne
acquisition obtained similar broadband network services and content aggregation
pursuant to an agreement with Road Runner. Effective May 1, 2001, AT&T Broadband
Group and AOL Time Warner restructured the ownership of Road Runner, with AT&T
Broadband Group purchasing those assets used to support the AT&T Broadband Group
high-speed cable Internet subscribers and selling its equity interest in Road
Runner to subsidiaries of AOL Time Warner. As a consequence of this
restructuring, AT&T Broadband Group's affiliation agreement with Road Runner
terminated May 1, 2001. With respect to its cable systems previously affiliated
with Road Runner, AT&T Broadband Group has entered into a transitional service
agreement with an affiliate of AOL Time Warner to support AT&T Broadband Group's
pending a transition to the Excite@Home service.

AT&T Broadband Group currently is testing a multiple ISP environment for
its high-speed cable Internet service in Boulder, Colorado. This test is with
four ISPs, two of which are unaffiliated with AT&T Broadband Group. The purpose
of the Boulder experience is to validate operational and technical solutions for
the presentation of choice in selecting an ISP that best suits the subscriber's
needs. A marketing trial will follow later this year. Furthermore, an additional
trial is planned in Massachusetts for the fourth quarter of 2001. The purpose of
this trial is to test these solutions for scale in anticipation of rolling out a
nationwide multiple ISP capability starting in 2002.

Cable telephony services. AT&T Broadband Group offers cable telephony
services using its systems' direct, two-way connections to homes. AT&T Broadband
Group utilizes the capacity and reliability of its advanced broadband network,
which will pass virtually all homes in its markets, by providing local telephone
services and reselling AT&T long distance services. AT&T Broadband Group's
telephony market initiatives progressed substantially in 2000. As of December
31, 2000, AT&T Broadband Group had approximately 547,000 telephony customers in
17 markets.

CONSOLIDATING OPERATIONS IN MAJOR MARKETS

As an integral part of AT&T Broadband Group's broadband communications
strategy, AT&T Broadband Group has continually sought the advantages and
efficiencies of consolidating its operations into large local and regional cable
systems focused in major markets. AT&T Broadband Group believes that the
consolidation of its cable systems into large geographic areas will improve its
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ability to leverage network capabilities, sell advertising, enhance its ability
to efficiently introduce and market new products, and allow it to more
efficiently and effectively provide customer service and support. Locally and
regionally focused cable television systems enable AT&T Broadband Group to
reduce expenses through the consolidation of marketing and support functions and
to place more experienced management teams at the system level that are better
equipped to meet the new competitive and regulatory challenges of today's
telecommunications industry. Locally and regionally consolidated operations also
will increase the speed and effectiveness of AT&T Broadband Group's new product
and services deployment, enhancing its ability to increase both customers and
revenues.

80



Edgar Filing: AT&T CORP - Form PRES14A

After giving effect to the pending sales of non-strategic systems,
described below, approximately 92% of AT&T Broadband Group's video customers
will be served by its 20 largest markets, approximately 87% of AT&T Broadband
Group's video customers will be located in one of the top 25 U.S. Designated
Marketing Areas, and approximately 84% of AT&T Broadband Group's video customers
will be located in major markets.

AT&T Broadband Group regularly seeks to improve the geographic footprint of
its cable systems by selectively exchanging its cable systems for systems of
other cable operators or acquiring systems in close proximity to its systems. In
this regard, AT&T Broadband Group completed a significant number of transactions
in 2000 that substantially changed the size and profile of its cable system
network, and has signed agreements in 2001 that will substantially further the
strategic objective of consolidating operations in large local and regional
markets:

— In January 2000, a subsidiary of AT&T Broadband Group sold its entire 50%
interest in Lenfest Communications, Inc. to a subsidiary of Comcast. In
consideration for its 50% interest, AT&T Broadband Group received
47,289,843 shares of Comcast Special Class A common stock.

- In February 2000, AT&T Broadband Group redeemed a portion of its interest
in Bresnan Communications Group LLC for $285 million in cash. AT&T
Broadband Group then contributed its remaining interest in Bresnan to CC
VIII, LLC, in exchange for a preferred ownership interest.

— In March 2000, AT&T Broadband Group redeemed approximately 50.3 million
shares of AT&T common stock held by Cox in exchange for stock of a
subsidiary of AT&T Broadband Group owning cable television systems
serving approximately 312,000 customers, AT&T Broadband Group's interest
in certain investments, and $750 million in other assets, including cash.

- In April 2000, AT&T Broadband Group contributed 103,000 subscribers into
a joint venture with Midcontinent Communications, Inc. in exchange for a
50% interest in Midcontinent Communications, a general partnership.

— In June 2000, MediaOne merged into a subsidiary of AT&T, whereby AT&T
Broadband Group acquired approximately 5 million basic cable subscribers,
0.2 million digital video subscribers, 0.3 million high-speed cable
Internet service subscribers and 0.1 million broadband telephony
subscribers.

- Effective December 31, 2000, AT&T Broadband Group transferred systems
serving approximately 770,000 subscribers primarily located in Michigan
and Naples, Florida to Comcast in exchange for systems serving
approximately 700,000 subscribers primarily located in Sacramento,
California and Chicago, Illinois.

— In January 2001, AT&T Broadband Group sold 98,400 subscribers to Insight
Communications Company, Inc. In a subsequent transaction, AT&T Broadband
Group contributed 247,500 additional subscribers in the Illinois markets
to Insight Midwest, L.P., a partnership owned 50% by AT&T Broadband Group
and 50% by Insight Communications, and Insight Communications also
contributed additional subscribers to the partnership. The expanded Jjoint
venture will continue to be managed by Insight Communications.
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— In January 2001, AT&T Broadband Group acquired 356,000 subscribers in the
Boston metropolitan area from Cablevision and transferred 128,000 New
York subscribers and approximately $195 million in cash to Cablevision.
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- On February 27, 2001, AT&T Broadband Group entered into definitive asset
purchase agreements with MediaCom Communications Corporation pursuant to
which AT&T Broadband Group will sell to MediaCom cable television systems
serving about 840,000 basic subscribers in Georgia, Illinois, Iowa and
Missouri for $2.215 billion in cash.

- On February 28, 2001, AT&T Broadband Group and Charter Communications,
Inc. signed definitive agreements pursuant to which (1) Charter will
receive cable systems from AT&T serving approximately 574,000 customers
in the St. Louis area; areas of Auburn, Birmingham, Montgomery and Selma,
Alabama; and the Reno area of Nevada and California; and (2) AT&T
Broadband Group will receive $1.79 billion, consisting of Charter cable
systems valued at $249 million serving 62,000 customers in Miami Beach
and Sebastian, Florida, up to $500 million in Charter common stock and
the balance in cash.

- In April 2001, AT&T Broadband Group transferred approximately 595,000
subscribers in New Mexico, Maryland, New Jersey, Pennsylvania and
Tennessee to Comcast in exchange for approximately 63.9 million shares of
AT&T common stock.

Total managed basic service customers declined between 1997 and 1998 as a
result of certain contribution transactions entered into in 1998. In the most
significant of these transactions, on March 4, 1998, AT&T Broadband Group
contributed to Cablevision certain of its cable television systems serving
approximately 830,000 customers in exchange for approximately 48.9 million newly
issued Cablevision Class A common shares and the assumption of indebtedness.

In addition to the Cablevision transaction discussed in the paragraph
above, during 1998 AT&T Broadband Group also completed eight transactions
whereby AT&T Broadband Group contributed cable television systems serving in the
aggregate approximately 1,924,000 customers to eight separate joint ventures in
exchange for non-controlling ownership interests in each of the joint ventures,
and the assumption and repayment by these joint ventures of indebtedness.

SERVICES AND PRODUCTS

AT&T Broadband Group offers a variety of services through its cable
broadband network, including traditional analog video and advanced services,
such as digital cable, cable telephony and high-speed cable Internet service.
AT&T Broadband Group operates broadband systems throughout the United States.

CABLE TELEVISION

Domestic basic service-television cable customers served by AT&T Broadband
Group are summarized as follows:

BASIC SERVICE-TELEVISION CUSTOMERS AT

DECEMBER 31,

(AMOUNTS IN MILLIONS)

Managed through AT&T Broadband Group's operating

Aivisions . vt e e e e e 15.9 11.3 11.4
Other non-managed subsidiaries of AT&T Broadband
Gl OUD e v e v v et e e e e e e et e eae e eeeeeee e 0.1 0.1 0.5

14.2

0.2
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In addition to the above, the FCC has taken the position that AT&T
Broadband Group is attributed with the subscribers of (1) TWE and Time Warner as
a consequence of the MediaOne acquisition and (2) various other entities as a
consequence of AT&T Broadband Group's investments in those entities. The
aggregate number of attributable subscribers is 18.8 million.

AT&T Broadband Group had approximately 2.8 million digital video customers
and over 1.1 million high-speed cable Internet customers as of December 31,
2000.

The following table sets forth certain statistical data regarding AT&T
Broadband Group's cable television operations.

AS OF DECEMBER 31,

2000 1999 1998
Homes passed by cable(l) ...ttt iinnneneeennnnn 28,303,000 19,668,000 19,889,000
Basic service subscribers..........coiiiiiiiean. 16,041,000 11,408,000 11,948,000
Basic service subscribers as a percentage of
homes pPassed. .ottt ittt ettt ee e eeaennn 56% 57% 59%
Average monthly revenue per basic service
SUDSCE I (2) ittt et e e e e e e et e e e e S 29.81 S 27.69 S 26.64

(1) Homes passed is based on homes actually marketed and does not include
multiple dwelling units passed by the cable plant that are not connected to
it.

(2) Based on recurring service revenues for the last month of the period,
excluding installation charges and certain other nonrecurring revenues, such
as pay-per-view, advertising and home shopping revenues.

Local Franchises. Cable television systems generally are constructed and
operated under the authority of nonexclusive franchises granted by local and/or
state governmental authorities. U.S. federal law, including the Cable
Communications Policy Act of 1984, or 1984 Cable Act, and the Cable Television
Consumer Protection and Competition Act of 1992, or 1992 Cable Act, limits the
power of the franchising authorities to impose certain conditions upon cable
television operators as a condition of the granting or renewal of a franchise.

Franchises contain varying provisions relating to construction and
operation of cable television systems, such as time limitations on commencement
and/or completion of construction; quality of service, including, in certain
circumstances, requirements as to the number of channels and broad categories of
programming offered to customers; rate regulation; provision of service to
certain institutions; provision of channels for public access; and maintenance
of insurance and/or indemnity bonds. AT&T Broadband Group's franchises typically
also provide for periodic payments of fees, not to exceed 5% of revenue, to the
governmental authority granting the franchise. Additionally, many franchises
require payments to the franchising authority for the funding of public,
educational and governmental, or PEG, access channels. Franchises usually
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require the consent of the franchising authority prior to a transfer of the
franchise or a transfer or change in ownership or operating control of the
franchisee.

Subject to applicable law, a franchise may be terminated prior to its
expiration date if the cable television operator fails to comply with the
material terms and conditions of the franchise. Under the 1984 Cable Act, if a
franchise is lawfully terminated, and if the franchising authority acquires
ownership of the cable television system or effects a transfer of ownership to a
third party, the acquisition or transfer must be at an equitable price or, in
the case of a franchise existing on the effective date of the 1984 Cable Act, at
a price determined in accordance with the terms of the franchise, if any.

In connection with a renewal of a franchise, the franchising authority may
require the cable operator to comply with different and more stringent
conditions than those originally imposed, subject to the provisions of the 1984
Cable Act and other applicable U.S. federal, state and local law. The 1984 Cable
Act, as supplemented by the renewal provisions of the 1992 Cable Act,
establishes an orderly process for franchise renewal, which protects cable
operators against unfair denials of renewals
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when the operator's past performance and proposal for future performance meet
the standards established by the 1984 Cable Act. AT&T Broadband Group believes
that its cable television systems generally have been operated in a manner that
satisfies these standards and allows for the renewal of its franchises; however,
there can be no assurance that the franchises will be successfully renewed as
they expire.

Most of AT&T Broadband Group's current franchises had initial terms of
approximately 10 to 15 years. The duration of AT&T Broadband Group's outstanding
franchises currently varies from a period of months to an indefinite period of
time. More than 1,500 of AT&T Broadband Group's franchises expire within the
next three years. This represents more than 35% of the franchises held by AT&T
Broadband Group and involves over 4 million basic service customers.

Programming Suppliers. AT&T Broadband Group has various contracts to
obtain basic and premium programming from program suppliers whose compensation
typically is based on a fixed fee per customer or a percentage of AT&T Broadband
Group's gross receipts for the particular service. Some program suppliers
provide volume discount pricing structures or offer marketing support to AT&T
Broadband Group. AT&T Broadband Group's programming contracts generally are for
a fixed period of time and are subject to negotiated renewal. AT&T Broadband
Group's programming costs have increased in recent years, and will likely
continue to increase due to additional programming being provided to its
customers, increased costs to produce or purchase programming, inflationary
increases and other factors. Increases in the cost of programming services have
been offset in part by additional volume discounts as a result of the growth of
AT&T Broadband Group and its success in selling these services to its customers.
AT&T Broadband Group believes that it will continue to have access to
programming services but at increasing cost levels.

DIGITAL VIDEO

Digital compression technology currently allows up to 12 digital channels
to be inserted into the space of only one traditional analog channel. The
digitally compressed signal is uplinked to a satellite, which retransmits the
signal to a cable system's headend to be distributed, via optical fiber and
coaxial cable, to the customer's home. At the home, a set-top video terminal
converts the digital signal into analog channels that can be viewed on a normal
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television set. Digital compression enables AT&T Broadband Group to increase the
channel capacity of its cable television systems up to 200 channels. AT&T
Broadband Group believes that its cable television system upgrades, along with
the implementation of digital compression technology, will provide its customers
with greater programming diversity, better picture quality, improved reliability
and enhanced service. Digital video customers currently can receive up to 200
channels, including enhanced pay-per-view service, digital music channels, new
networks grouped by genre and an interactive program guide. Below is a summary
of operating statistics for digital video services as of December 31, 2000 and
1999:

AS OF DECEMBER 31,

2000 1999
Digital video CUSLOMET S . @ v vttt ittt ittt ettt et aeeeeeenes 2,815,000 1,800,000
Digital penetration as a percentage of basic service
SUDSCIrIDEr S . vttt it e e e e e e e 17.5% 15.8%

HIGH-SPEED CABLE INTERNET SERVICE

The use of computers, on-line services and the Internet has significantly
increased over the last few years. AT&T Broadband Group believes in the revenue
opportunities of Internet-related services, and is taking advantage of these
opportunities by providing high-speed cable Internet service and work—-at-home
services to residential customers. AT&T Broadband Group's high-speed cable
Internet service delivers Internet service at speeds substantially faster than
traditional phone modems and provides unique on-line content that capitalizes on
the substantial capacity of AT&T Broadband Group's broadband network. AT&T
Broadband Group also has an ownership interest in Excite@Home, as described
under "-- Other Assets —-—- Joint Ventures." Below is a summary of
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AT&T Broadband Group's high-speed cable Internet service operating statistics as
of December 31, 2000 and 1999:

DECEMBER 31,

2000 1999
Data marketable homes passed. . ...ttt eennnnennns 14,523,000 4,974,000
(OGS it )1 = Y 1,060,000 207,000
Penetration. @ vttt ittt e e e e e e e e e e e e e 7.3% 4.2%

BROADBAND TELEPHONY

AT&T Broadband Group utilizes the capacity and reliability of its advanced
broadband network, which will pass virtually all homes in its markets, by
providing local telephone services and reselling AT&T long distance services.
AT&T Broadband Group's telephony market initiatives progressed substantially in
2000. As of December 31, 2000, AT&T Broadband Group had approximately 547,000
telephony customers in 17 markets. The markets in which AT&T Broadband Group's
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telephony service is available are: Atlanta, Boston, the San Francisco Bay Area,
Chicago, Dallas, Denver, Hartford, Jacksonville, Pittsburgh, Richmond, Seattle,
Salt Lake City, Southern California and Portland, Oregon. AT&T Broadband Group's
Telephony offerings include AT&T Digital Phone local phone service, unlimited
local calling, low in-state long distance calling rates, by the minute and block
of time calling plans, up to four lines, custom calling feature selections, and
feature packages. The features available are Call Waiting, Caller ID, Anonymous
Call Rejection, Call Forwarding, Custom Ring, 3-Way Calling, Speed Dialing, LD
Alert, Distinctive Call Ringing, and Voice Mail, among others. AT&T Broadband
Group offers a variety of options and calling plans with various price points to
meet customers' needs. These options and calling plans range from basic one line
service to multiple lines with full feature functionality.

Below is a summary of AT&T Broadband Group's operating statistics for cable
telephony services as of December 31, 2000 and 1999:

DECEMBER 31,

2000 1999
Telephone ready homes passed.......iii it itineneeeeeennenns 6,103,000 721,000
(OGS it )1 = Y 547,000 8,000
Penetration. c vttt it e e e e e e e e e e e e e 9.0% 1.1%

GENERAL

Marketing and Sales. AT&T Broadband Group's sales efforts primarily are
directed toward increasing penetration and revenues in its franchise areas. AT&T
Broadband Group markets its services through promotional campaigns and local
media and newspaper advertising, through telemarketing, direct mail advertising,
on-line selling and in person selling. In addition, AT&T Broadband Group
reserves a portion of its inventory of locally inserted cable television
advertising to market its services.

Customer Care. AT&T Broadband Group manages most of its cable
communications systems in geographic regions. This regional approach is intended
to improve its ability to sell advertising, enhance its ability to efficiently
introduce and market new products, and allow it to more efficiently and
effectively provide customer service and support. As part of AT&T Broadband
Group's region-focused strategy, AT&T Broadband Group consolidates its local
customer service operations into large regional call centers. These regional
call centers have technologically advanced telephone systems that provide
24-hour per day, 7-day per week call answering capability, telemarketing and
other services. Subscribers in the remaining cable communications systems
primarily receive customer service through local, system-based representatives.
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System Capacity. AT&T Broadband Group i1s engaged in an ongoing effort to
upgrade the technical capabilities of its cable plant and to increase channel
capacity for the delivery of additional programming and new services. At
December 31, 2000, over 75% of AT&T Broadband Group's cable television systems
had bandwidth capacities of at least 550 megahertz, with the majority of the
network upgraded to 750 megahertz. AT&T Broadband Group's cable television
systems generally carry up to 80 analog channels. Compressed digital video
technology converts, on average, 12 analog signals (now used to transmit video
and voice) into a digital format and compresses these signals (which primarily
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is accomplished by eliminating the redundancies in television imagery) into the
space normally occupied by one analog signal.

Rates and Billing. AT&T Broadband Group offers a basic service (primarily
comprised of local broadcast signals and PEG access channels) and a standard
package (primarily comprised of basic service and expanded basic service, in
such areas as health, family entertainment, religion, news, weather, public
affairs, education, shopping, sports and music). The monthly fee for basic
service generally ranges from $7.50 to $12.00, and the monthly service fee for
the expanded basic service generally ranges from $22.50 to $36.00. Many of the
systems acquired in the MediaOne acquisition also offer a third tier of service
that generally ranges from $2.00 to $6.00 per month. AT&T Broadband Group offers
premium services (referred to in the cable television industry as "pay
channels") to its customers. Premium services principally consist of feature
films, original programming, live and taped sports events, concerts and other
programming, which are offered for a monthly fee. Customers also may elect to
subscribe to digital video services comprised of up to 80 additional video
channels and between 10 and 30 additional audio channels featuring additional
specialized programming and premium services at an average incremental monthly
charge of $10.00.

As further enhancements to their cable services, for a monthly charge,
customers generally may rent converters and remote control devices, purchase
pay-per-view, or purchase monthly printed channel guides. Also, a nonrecurring
installation charge is usually charged. Pay-per-view programming consists of
movies and special events that are offered to customers for an additional
per-program charge.

Monthly fees for basic services, standard package and pay channel services
to commercial customers vary widely depending on the nature and type of service.
Except under the terms of certain contracts to provide service to commercial
accounts, customers are free to discontinue service at any time without penalty.

AT&T Broadband Group also offers AT&TQ@Home and Road Runner high-speed cable
Internet services in some markets. Monthly charges for AT&T@Home and Road Runner
range from $29.95 to $49.95, which may include, under certain offerings, the
charge for rental of cable modem equipment.

The 1992 Cable Act and the Telecommunications Act established rules under
which AT&T Broadband Group's basic service and expanded tier service rates and
equipment and installation charges are regulated if the appropriate LFA is
certified.

Advertising Revenue. In addition to monthly fees from residential
customers, AT&T Broadband Group derives revenues from the sale of advertising
time on satellite-delivered networks such as ESPN, MTV and CNN. Local cable
television advertising often is more effective and less expensive than
alternative local advertising sources. As such, AT&T Broadband Group expects
continued growth of this revenue source. In addition, AT&T Broadband Group
participates in the national and regional cable television advertising market
through its investment in National Cable Communications, L.L.C., a partnership
that represents cable television companies to advertisers. National Cable
Communications is the largest representation firm in spot cable advertising
sales.
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OTHER ASSETS

JOINT VENTURES
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AT&T Broadband Group possesses a number of investments in publicly held
companies, Jjoint ventures or partnerships, the most significant of which are
Excite@Home, TWE, Insight Midwest, and Texas Cable Partners.

Excite@Home. Excite@Home is a provider of content and cable Internet
services over the cable television infrastructure and leased digital
telecommunication lines to consumers and businesses. On September 1, 2000,
Excite@Home converted approximately 50 million of the Excite@Home Series A
shares held by AT&T Broadband Group into Excite@Home Series B shares, each of
which has 10 votes. As a result, AT&T Broadband Group has approximately 23% of
the economic interest and 74% of the voting interest in Excite@Home, as compared
to the 56% voting interest AT&T Broadband Group had previously. AT&T Broadband
Group's interest reflects modifications to Excite@Home's governance structure
which were effective on September 1, 2000. Based on these governance changes,
Excite@Home's financial results, which previously were accounted for by AT&T
Broadband Group as a nonoperational equity investment, are now fully
consolidated and included in AT&T Broadband Group's financial results. On
January 11, 2001, Comcast and Cox exercised their rights to sell a total of
approximately 60 million shares of Excite@Home to AT&T as part of the March 2000
agreement to reorganize Excite@Home's governance. If this transaction were
completed as originally contemplated, AT&T Broadband Group would hold, on a
fully diluted basis, approximately 38% of the economic interest in Excite@Home
and approximately 79% of the voting interest. However, AT&T currently is in
discussions to renegotiate the structure or terms of the exercise of these sale
rights, which negotiations may change the number of shares or the percentage
interests in Excite@Home that AT&T Broadband Group will hold and may result in
Comcast and/or Cox retaining all of their Excite@Home shares.

On April 17, 2001, Excite@Home issued a press release announcing that, due
to recent acceleration in the weakness of the market for online advertising and
marketing services, it expects to report significantly lower revenues, greater
operating losses and more rapid use of cash than previously forecasted for the
balance of 2001. As a result, Excite@Home will record in its first quarter
results an impairment charge associated with its media business. Because AT&T
owns approximately 23% of the outstanding shares of capital stock of
Excite@Home, AT&T will record an impairment charge in its first quarter results
of $739 million, which will have a net income impact, after minority
elimination, of $279 million. After giving effect to the charge, AT&T's carrying
value of Excite@Home will be approximately $490 million.

In light of the weaker financial outlook, Excite@Home announced it is
taking several immediate measures to conserve cash and raise additional funds.
These measures include adopting a revised operating plan with lower expenses and
the execution of a non-binding letter of agreement with AT&T under which AT&T
may provide Excite@Home with $75 million to $85 million in connection with the
restructuring of the backbone fiber agreement between the companies and with a
joint initiative to maintain and improve current network performance levels. In
addition, Excite@Home said it may negotiate additional debt and/or equity
financing from third parties, and continue efforts to focus its resources around
its broadband franchise through the potential sale or restructuring of its media
operations not directly supporting the broadband strategy. If Excite@Home does
not achieve its targeted expense reductions or other stated initiatives and
raise at least $75 million to $80 million by June 30, 2001, there would be a
material adverse impact on Excite@Home's operations and liquidity.

Time Warner Entertainment Company, L.P. TWE is a Delaware limited
partnership that was formed in 1992 to own and operate substantially all of the
business of Warner Bros., Inc., HBO and the cable television businesses owned

and operated by Time Warner prior to that time. AT&T Broadband Group's current
interest in TWE was acquired by AT&T Broadband Group in connection with the
MediaOne acquisition. Currently, AT&T Broadband Group, through its wholly owned
subsidiaries, owns general and limited partnership interests in 25.51% of the
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pro rata priority capital
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and residual equity capital of TWE. The remaining 74.49% limited partnership
interests in the Series A capital and residual capital of TWE are held by
subsidiaries of AOL Time Warner. AT&T has an option to increase its priority
capital and residual capital interests of TWE from 25.51% to up to 31.84% in
certain events. Subsidiaries of AOL Time Warner act as the general partners of
TWE, and AT&T has only certain protective governance rights pertaining to
certain limited significant matters relating to TWE.

On February 28, 2001, AT&T submitted a request to TWE, pursuant to the TWE
partnership agreement, that TWE reconstitute itself as a corporation and
register for sale in an initial public offering an amount of partnership
interests held by AT&T (up to the full amount held by AT&T) determined by an
independent investment banking firm so as to provide sufficient trading
liquidity and minimize the initial public offering discount, if any. Under the
TWE partnership agreement, upon this request, AT&T and Time Warner are to cause
an independent investment banker to determine both the registrable amount of
partnership interests and the price at which the registrable amount could be
sold in a public offering, and upon determination of the registrable amount and
the appraised value of the registrable amount, TWE may elect not to register
these interests, but instead to allow AT&T the option to require that TWE
purchase the registrable amount at the appraised value, subject to certain
adjustments. If AT&T does put the registrable amount to TWE under such
circumstances, TWE may call the remainder of AT&T's interest in TWE at a price
described in the TWE partnership agreement. If TWE e