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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Plan Administrator of the
BellSouth Savings and Security Plan

We have audited the accompanying statements of net assets available for benefits of the BellSouth Savings and
Security Plan as of December 31, 2016 and 2015, and the related statement of changes in net assets available for
benefits for the year ended December 31, 2016.  These financial statements are the responsibility of the Plan's
management.  Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Plan's internal control over financial reporting. Our audits included consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Plan's internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net assets available
for benefits of the BellSouth Savings and Security Plan at December 31, 2016 and 2015, and the changes in its net
assets available for benefits for the year ended December 31, 2016, in conformity with U.S. generally accepted
accounting principles.

The accompanying supplemental schedule of assets held (at end of year) as of December 31, 2016, has been subjected
to audit procedures performed in conjunction with the audit of the BellSouth Savings and Security Plan's financial
statements. The information in the supplemental schedule is the responsibility of the Plan's management. Our audit
procedures included determining whether the information reconciles to the financial statements or the underlying
accounting and other records, as applicable, and performing procedures to test the completeness and accuracy of the
information presented in the supplemental schedule. In forming our opinion on the information, we evaluated whether
such information, including its form and content, is presented in conformity with the Department of Labor's Rules and
Regulations for Reporting and Disclosure under the Employee Retirement Income Security Act of 1974. In our
opinion, the information is fairly stated, in all material respects, in relation to the financial statements as a whole.

Dallas, Texas /s/ Ernst & Young LLP
June 22, 2017
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BELLSOUTH SAVINGS AND SECURITY PLAN
STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS
(Dollars in Thousands)

December 31,
2016 2015

ASSETS
Investment in AT&T Savings Group Investment Trust $624,163 $621,259
Investments, at fair value 1,783,206 1,618,132
   Total Investments (See Note 4) 2,407,369 2,239,391

Notes receivable from participants 64,369 65,809
Participant contributions receivable 2,177 2,164
Employer contributions receivable 701 666
Interest receivable 370 420
   Total Receivables 67,617 69,059

Total Assets 2,474,986 2,308,450

LIABILITIES
Administrative expenses payable 773 809
Due to broker for securities purchased 27,023 14,160

Total Liabilities 27,796 14,969

Net Assets Available for Benefits $2,447,190 $2,293,481

See Notes to Financial Statements.
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BELLSOUTH SAVINGS AND SECURITY PLAN
STATEMENT OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS
FOR THE YEAR ENDED DECEMBER 31, 2016
(Dollars in Thousands)

Net Assets Available for Benefits, December 31, 2015 $2,293,481

Additions to Net Assets:
   Contributions:
      Participant contributions 65,020
      Employer contributions 21,173
      Rollover contributions 11,798

97,991
Investment Income:
   Net income from investment in AT&T Savings Group Investment Trust 14,105
   Interest 1,951
   Dividends 45,997
   Net appreciation in fair value of investments 200,383

262,436

   Interest income on notes receivable from participants 2,734

      Total Additions 363,161

Deductions from Net Assets:
   Distributions 207,620
   Administrative expenses 1,309

      Total Deductions 208,929

Net increase 154,232

Transfers to affiliated plan (523 )

Net Assets Available for Benefits, December 31, 2016 $2,447,190

See Notes to Financial Statements.
3
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Notes to Financial Statements
(Dollars in Thousands)
NOTE 1. PLAN DESCRIPTION

The BellSouth Savings and Security Plan (Plan) is a defined contribution plan originally established by BellSouth
Corporation (BellSouth) to provide a convenient way for eligible nonmanagement employees of participating
BellSouth companies to save on a regular and long-term basis. In December 2006, BellSouth was acquired by AT&T
Inc. (AT&T or the Company). The following description of the Plan provides only general information. The Plan has
detailed provisions covering participant eligibility, participant allotments from pay, participant withdrawals,
participant loans, employer contributions and related vesting of contributions and Plan expenses. The Plan text and
prospectus include complete descriptions of these and other Plan provisions. The Plan is subject to the provisions of
the Employee Retirement Income Security Act of 1974, as amended (ERISA).

The Plan participates in the AT&T Savings Group Investment Trust (Group Trust) with respect to the AT&T Stable
Value Fund and International Stock Fund. The Bank of New York Mellon Corporation (BNY Mellon) serves as
trustee for both the Group Trust and the trust holding the Plan's assets, known as the Bell South Savings and Security
Plan Trust. Fidelity Investments Institutional Operations Company, Inc. (Fidelity) serves as recordkeeper for the Plan.
During 2016, participants could invest their contributions in one or more of 12 funds in 1% increments:

· AT&T Shares Fund · DFA U.S. Small Cap Value Portfolio
· Bond Fund · DFA U.S. Large Cap Value Portfolio II
· Vanguard Growth Index Fund · T. Rowe Price Mid-Cap Growth Fund
· Fidelity Growth and Income Portfolio · Indexed Stock Fund
· Balanced Fund · LifePath Funds (based on retirement date)
· Interest Income Fund (known as the AT&T Stable
     Value Fund & International Stock Fund) *

* Investment fund option of the Group Trust

Participants contribute to the Plan through payroll allotments. Participants may also contribute amounts representing
distributions from other qualified defined benefit and defined contribution plans (rollovers). The Company contributes
to the Plan by matching the participants' contributions based on the provisions of the Plan. All contributions are
participant directed.

Dividends on shares in the AT&T Shares Fund can either be reinvested in the AT&T Shares Fund on a quarterly basis,
or paid into a short-term interest bearing fund for distribution before the end of the year. Interest earned on dividends
held in the short-term interest bearing fund are used to purchase additional units of the AT&T Shares Fund in the
participant's account. During 2016, Plan participants elected to receive $1,482 in dividend distributions. This amount
is included in distributions on the Plan's statement of changes in net assets available for benefits.

Each participant is entitled to exercise voting rights attributable to the AT&T shares allocated to their account and is
notified by the Company prior to the time that such rights may be exercised. Subject to the fiduciary provisions of
ERISA, the trustee will not vote any allocated shares for which instructions have not been given by a participant. The
trustee votes any unallocated shares in the same proportion as it votes those shares that were allocated to the extent the
proportionate vote is consistent with the trustee's fiduciary obligations under ERISA. Participants have the same
voting rights in the event of a tender or exchange offer.

Although it has not expressed any intent to do so, AT&T has the right under the Plan to discontinue its contributions
at any time and to terminate the Plan subject to the provisions of ERISA and collectively bargained agreements. In the
event that the Plan is terminated, subject to the conditions set forth by ERISA, the account balances of all participants
shall be 100% vested.
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Administrative Expenses  Each participant in the Plan may be charged for investment manager fees and administrative
expenses, including, trustee and other expenses considered reasonable by the Plan administrator. Investment manager
fees are charged through the applicable investment option. Administrative fees are divided on a pro rata basis among
investment options of the participant.  An additional fee is charged to individual participants for various services
provided by the Plan's recordkeeper and other service providers. Certain expenses are paid by the Plan, Group Trust,
or Company.
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Notes to Financial Statements (Continued)
(Dollars in Thousands)

NOTE 2. ACCOUNTING POLICIES

The accompanying financial statements were prepared in conformity with U.S. generally accepted accounting
principles (GAAP), which require management to make estimates that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates. Distributions are recorded when
paid.

Investment Valuation and Income Recognition  Investments are stated at fair value except those investments that are
fully benefit responsive which are stated at contract value. Fair value is the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. See
Note 3 for discussion of fair value measurements. Investments in securities traded on a national securities exchange
are valued at the last reported sales price on the last business day of the year. If no sale was reported on that date, they
are valued at the last reported bid price. Shares of registered investment companies (i.e. mutual funds) are valued
based on quoted market prices, which represent the net asset value of shares held at year-end. Over-the-counter
securities (OTC) and government obligations are valued at the bid price or the average of the bid and asked price on
the last business day of the year from published sources where available and, if not available, from other sources
considered reliable. Depending on the types and contractual terms of OTC derivatives, fair value is measured using
valuation techniques such as Black-Scholes option price models, simulation models, or a combination of various
models.

Common/collective trust funds and 103-12 investment entities (i.e. an investment entity that holds the assets of two or
more plans which are not members of a related group or employee benefit plan) are valued at quoted redemption
values that represent the net asset values of units held at year-end. Publicly traded partnerships are valued using trades
on a national securities exchange based on the last reported sales price on the last business day of the year.

Investment contracts held by a defined contribution plan are required to be reported at contract value. Contract value
is the relevant measurement attribute for that portion of the net assets available for benefits of a defined contribution
plan attributable to fully benefit-responsive investment contracts because contract value is the amount participants
would receive if they were to initiate permitted transactions under the terms of the Plan. The Group Trust invests in
fully benefit-responsive guaranteed investment contracts (GICs) and synthetic investment contracts (Synthetic GICs).
The underlying investments of the Synthetic GICs are owned by the Group Trust and are comprised of corporate
bonds and notes, registered investment companies and government securities and are also valued as described above.
The contract value of the fully benefit-responsive investment contracts represents contributions plus earnings, less
participant withdrawals and administrative expenses.

Purchases and sales of securities are reflected as of the trade date. Dividend income is recognized on the ex-dividend
date. Interest earned on investments is recognized on the accrual basis.

Notes Receivable from Participants Notes receivable from participants represent participant loans that are recorded at
their unpaid principal balance plus any accrued, but unpaid interest. Interest income on notes receivable from
participants is recorded when it is earned. Related fees are recorded as administrative expenses and are expensed when
they are incurred. No allowance for credit losses has been recorded as of December 31, 2016 or 2015. If a participant
ceases to make loan repayments and the plan administrator deems the participant loan to be a distribution, the
participant loan balance is reduced and a distribution is recorded.

Recent Accounting Standards
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In February 2017, the Financial Accounting Standards Board issued Accounting Standards Update No. 2017-06,
"Employee Benefit Plan Master Trust Reporting" (ASU 2017-06). ASU 2017-06 requires plans to report interests in a
master trust and changes in the value of that interest as separate line items on the plan's financial statements. The plans
must also disclose the master trust's investments by general type as well as other assets and liabilities and disclose the
dollar amount of the plan's interest in each category disclosed. The new standard is effective for fiscal years beginning
after December 15, 2018, with retrospective application. Early adoption is permitted. Management is currently
evaluating this updated guidance.
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Notes to Financial Statements (Continued)
(Dollars in Thousands)

NOTE 3. FAIR VALUE MEASUREMENTS

Accounting Standards Codification 820, Fair Value Measurement, establishes a framework for measuring fair value.
That framework provides a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three
levels of the fair value hierarchy are described below:

Level
1

Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in active
markets that the Plan has the ability to access.

Level 2 Inputs to the valuation methodology include:
·Quoted prices for similar assets and liabilities in active markets;
·Quoted prices for identical or similar assets or liabilities in inactive markets;
·Inputs other than quoted market prices that are observable for the asset or liability;
·Inputs that are derived principally from or corroborated by observable market data by correlation or other means.

If the asset or liability has a specified (contractual) term, the Level 2 input must be observable for substantially the full
term of the asset or liability.

Level 3 Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

The asset's or liability's fair value measurement level within the fair value hierarchy is based on the lowest level of any
input that is significant to the fair value measurement. Valuation techniques used need to maximize the use of
observable inputs and minimize the use of unobservable inputs.

The valuation methodologies described in Note 2 may produce a fair value calculation that may not be indicative of
net realizable value or reflective of future fair values. Furthermore, while Plan management believes its valuation
methods are appropriate and consistent with other market participants, the use of different methodologies or
assumptions to determine the fair value of certain financial instruments could result in a different fair value
measurement at the reporting date. There have been no changes in the methodologies used at December 31, 2016 and
2015.

See Note 4 for fair value hierarchy for the Group Trust's and Plan's investments.

NOTE 4. INVESTMENTS

The Plan held investments in its own trust and in the Group Trust (through participation in the Interest Income Fund,
also known as the AT&T Stable Value Fund and International Stock Fund) as of December 31, 2016 and for the year
ended December 31, 2016, and in the Group Trust (through participation in the Interest Income Fund, also known as
the AT&T Stable Value Fund) as of December 31, 2015.
6
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Notes to Financial Statements (Continued)
(Dollars in Thousands)
The following table sets forth by level, within the fair value hierarchy, the Plan's assets at fair value as of December
31, 2016:

Plan Assets at Fair Value as of
December 31, 2016

Level 1 Level 2
Level
3 Total

Interest-bearing investments $- $20,083 $ - $20,083
AT&T common stock 514,356 - - 514,356
Mutual funds or exchange-traded funds 754,319 - - 754,319
U.S. government securities 1,068 50,366 - 51,434
Corporate debt instruments - 29,233 - 29,233
Municipal debt instruments - 6,854 - 6,854
Futures (12 ) - - (12
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