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2062, and $1.4 biliicn in 2001. The 2002 variances include a positive impact
attributable to the reintegration of customers and assets from the unwind of
Cencert.

In 2003, we expect our long distance wvoice revenue to coniinue to decline
due to ongeoing competition and product substitution. This decline in revenue is
expected to be partially offset by growth in our local voice services and
data/IP/managed services.

Revenue by segment is discussed in greater detail in the segment results

section.
<Table>
<Caption:>

FCR THE YEARS ENDED DECEMBER 31,

2002 2001 2000
(DOLLARS IN MILLIONS)

<85> <0 <0 <C>
Aocess and Other CoOnNeCLiO . i v n vt et e et sttt e e e aeeeeeen 510,790 512,085 213,133
Costs cf services and procucts. . .. ... . i, 8,363 8,021 8,235
Selling, general and administrative....... ... uiinnn. 7,988 8,064 7,387
Depreciation and amortization........ ... ... L. 4,888 4,559 4,538
Net restructuring and other charges.......covuiuienenn 1,437 1,036 758
Total CPEraling CHPENSES. ettt ansnrarennnansansossres $33,46¢6 534,365 $34,057
Operating ZNCOME . .« v vt et e et e r b m b e e e st st e ca e e S 4,36l $ 7,832 $12,793
Operating MACTIll. oy oo oo ot o rrrennsnnsrnssnssnaasassns 11.5% 18.6% 27.3%
</Tablex

Included within access and cther connection expenses are costs we pay to
connect calls using the facilities of other service providers, as well as the
Universzl Service Fund contributions and per-line charges mandated by the FCC.
Coste paid to telephone companies cutside of the United States to connect
internaticnal calls are alsc included within access and cther connection
expenses.

hcoess and other connecticon expenses decreased 10.7%, or $1.3 billien, in
2002 compared with 2001. Approzimately $0.5 billion of this decrease was due to
lower Universal Service Fund contributiens and lower per-line charges, which
were primarily driven by the decline in long distance voice revenue. In
addition, dcmestic access charges decreased by $0.5 billion primarily due to
product mix and FCC-mandated access-rate reductions. Internaticnal connection
charges decreased by approximately $0.4 billion driven primarily by lower rates
and the reintegration of customers and assets from the unwind of Concert. These
reducrions were partially offset by an increase in local connectivity costs.
Since most cf the Universal Service Fund contributions, per-minute access-rate
reductions and per-line charges are passed thrcough to the customer, these
reductions generally result in a corresponding reducticn in revenue.

In 2003, we expect access rates to be f£lat or slightly lower than 2002 as
most of the FCC-mandated rate reducticns have been implemented. We also expect
our local connectivity costs to continue to increase as we continue to grow our
loca: woice business.

Acrress and other connection expenses decreased 8.0%, or $1.1 billion, in
200% compared with 2000. Approximately $1.6 billion of the decrease was due to
mandatad reductions in per-minute access rates, lower per-line charges and lower
international connection rates. In July 2000, per-line charges that AT&T paid
for residential and single-line business customers were eliminated by the FCC.
These reductions were partially offset by a $0.6 billion increase due to overall
volume growth primarily related to lecal and internaticnal services and higher
Universal Service Fund contributions.
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Costs of services and preducts include the costs of operating and
maintaining our networks, costs to support our outsourcing contracts, the
provision for uncellectible receivables and other service-related costs,
including the cost of equipment scld.

Costs of services and products decreased $0.3 billion, or 3.0%, in 2002
compared with 2001. Approximately $0.5 billion of the decrease was due to the
overall impact of lower revenue and related costs at AT&T Consumer Services and
AT&T Business Services. In addition, costs decreased approximately $0.2 billion
due to losses on certain long-term contracts recorded in 2001 by AT&T Business
Services. These decreases were partially offset by an increase of $0.1 billicn
in AT&T Business Services' provision for uncollectible receivables

29
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AT&T CORP. AND SUBSIDIARIES (AT&T;
NOTES TO COMSQLIDATED FINANCIAL STATEMENTS -- (CONTINUED)
USE OF ESTIMATES

Trhe preparation of financial statements in conformity with generally
accepted accounting principles reguires management to make estimates and
assumptions that affect the reported amounts of assets and liakbilities and
disclosure of contingent assets and liabilities at the date cf the financial
statements, and revenue and expenses during the pericd reported. Actual results
could differ from those estimates. Estimates are used when accounting for
certain items such as allowances for doubtfuvl accounts, depreciation and
amortization, employee benefit plans, taxes, restructuring reserves and
contingencies.

REVENUZ RECOGNITION

We recognize long distance, local volce and data services revenue based
upon minutes cof traffic processed or contracted fee schedules. In addition, we
record an estimated revenue reducticn for adjustments to customer accounts. This
estimate is based on a detailed analysis that compares accounts receivable aging
at cifferent peints in time to determine the appropriate level of adjustments.
We recognize other products and services revenue when the products are delivered
and accepted by customers and when services are provided in accordance with
contract terms. For contracts where we provide customers with an indefeasible
right to use network capacity, we recognize revenue ratably over the stated life
cf the agreement.

ADVERTISING AND PROMCTIONAL COSTS

We expense costs of advertising and promections as incurred. Advertising and
promotional expenses were $6814 million, $874 million and $80X million in 2062,
2001 and 2000, respectively.

INCOME TAXES

The provisiosn for income taxes is based o¢n reported income before income
taxzes. Deferred income taxes are provided for the effect of temporary
differences between the amounts ¢f assets and liabilities reccgnized for
financial reporting purposes and the amounts recognized for inceme tax purposes.
Deferred tax assets and liabilities are measured using currently enacted tax
laws and the effects of any changes in income tax laws are included in the
provision for income taxes in the period of enactment. Valuation allowances are
recognized to reduce deferred tax assets when it 1s more likely than not that
the asset will not be realirzed. In assessing the likelihood of realization, we
consider estimates of future taxable income, the character of income needed to
realize future hkenefits and all available evidence. Investment tax credits are
amortized as a reduction to the provision for income taxes over the useful lives
of the assets that produced the credits.

CasSH EQUIVALENTS

We consider all highly liguid investments with original maturities cof
generally three months or less to be cash equivalents.

RCPERTY, PLANT AND EQUIPMENT

We state property, plant and eguipment at ceost. Construction costs, labor
and applicabkle overhead related to installations and interest during
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construction are capitalized. Costs cf additions and substantial improvements to
property, plant and equipment are capitalized. The costs of maintenance and
repairs of property, plant and equipment are charged to operating expense.
Depreciation 1s determined based upon the assets' estimated useful lives using
either the group or unit method. The useful lives of communications and network
equipment range from three to 1% years. The useful lives of other equipment
ranges from three to seven years. The useful lives of bulldings and improvements
range from 10 to 40 years. The group methed is used for nost depreciable assets,
including the majority cf communicaticns and network equipment. The unit method
iz primarily used for large computer systems, bulldirngs and support assets.
Under trhe group methoed, a specific
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