


With 1998 revenues of more than $25 billion, GTE is a leading telecom- 
munications provider with one of the industry’s broadest arrays of 
products and services. In the United States, GTE provides local service 
in 28 states and wireless service in 17 states, as well as nationwide 
long-distance and internetworking services ranging from dial-up Internet 
access for residential and small-business consumers to Web-based 
applications for Fattune 500 companies. Outside the United States, the 
company serves customers on five continents. GTE is also a leader in 
government and defense communications systems and equipment, 
directories and telecommunications-based information services, and 
aircraft-passenger telecommunications. 



Dear GTE Shareholder: 

Dramatic changes are reshaping the telecommunications industry 
and creating significant growth opportunities for companies that 
have what it takes. We believe GTE is one of those companies. 

In 1997, we mapped out an aggressive strategy to reposition our 
company to grow in this environment of increasing competition and 
emphasis on Internet-related communications. In 1998, as the pace 
of change accelerated, we put our strategy into action by expanding 
our national marketing capabilities and ramping up revenue growth 
in data communications. At the same time, we continued to grow and 
nurture our Strong core businesses, which provide a solid foundation 
for future success. And, vetook yet another crucial step to secure 
our place as one of a handful of emerging global players by announc- 
ing our intention to merge with Bell Atlantic. 

What has this meant for our shareholders? 

Over the past two years, as our core wireline, wireless, and interna- 
tional businesses produced consistently strong earnings, our consoli- 
dated earnings per share growth slowed due to our investments in 
future growth opportunities. 

I’m happy to report, however, that dilution from these investments 
peaked in 1998, and began to decline in the latter part of the year. This 
trend paves the way for earnings per share growth in the 13% to 15% 
range in 1999 and beyond. Certain factors that may affect this and 
other forward-looking Statements are discussed on page 21. 

As a result of the strategic moves and investments we have made, 
GTE is well positioned in the segments of the telecommunications 
industry with the highest growth potential. We are well on ourway to 
building a profitable growth machine that will equip us to compete 
successfully as a “tier-one” company--and provide greater share- 
holder value-well into the next century. 

GTE aIs0 realizes that technological capabilities and financial 
strength are not enough. We need an employee team with the skills 
to meet and shape the future. That’s why we are focused on attract- 
ing top talent and retaining the key employees we have developed 
over the years. AS a result, GTE has uniquely positioned itself by 
securing and training Some of the best people in the telecommunica- 
tions industry. Ultimately, it will be the skills, abilities and commit- 
ment of our work force that will differentiate us in the marketplace. 

Here is a summary of GTE’s performance in 1998: 

Strong Core Businesses 
Ourwireline operations provide a solid base for GTE’s continued suc- 
cess. In 1998, we added 1.9 million domestic access lines, an 
increase of 9% over the prior year. Domestic access minutes of use 
grew by 8.9 billion minutes, or 11.2%, to lead the industry. We also 
had strong performances from value-added services such as call 
waiting, Caller ID and voice messaging. These services, which grew 
$108 million, or 18%, provide customers with additional choices to 
meet their telecommunications needs. Overall, wireline revenues 
grew 4% to $15 billion, despite mandated federal and state price 
reductions. Regulatory mandates to provide wholesale service to 
competitors also impacted our wireline operating results. 

To enhance the satisfaction of our local telephone customers, GTE in 
1998 adopted the industry’s toughest policy to prevent “cramming,” 
or unauthorized third-party charges, on customers’ telephone bills. 
GTE acts as the middleman between customers and more than 60 
third-patty companies for services ranging from long distance and 
wireless to Internet access. GTE’s new policy will enable customers 
to limit the companies that bill products to their local telephone 
bills. In fact, last year GTE refused to handle the billing for compa- 
nies that failed to meet minimum customer-satisfaction levels. 

Our domestic wireless operations also performed well in 1998, even 
in the face of stiff competition. The strategy of focusing on high-value 
customers, reducing costs, and improving custotnw service increased 
operating cash flow margin for this business to 38.8% from 33.5% in 
1997. This improvement was among the highest in the industry. 
Moreover, the number of domestic wireless customers grew by 7.4%, 
while revenues .increased by 5%. Consequently, our revenues per 
customer per month remained steady throughout the year, despite 
competitive pressures on pricing. 

And we are pleased with GTE Directories’ performance. Directories 
exceeded its financial and operating objectives for 1998, and distin- 
guished itself from the competition by offering multimedia packages of 
print Yellow Pages, Internet and cable-television advertising. 
Government Systems and Airfone also performed well-exceeding all 
their growth and income objectives for 1998. 

GTE’s international operations had an excellent year both financially 
and strategically. Net income grew 20% in 1998 to $441 million, 



primarily because we nearly doubled our wireless subscriber base. 
With these strong results, we achieved--two years ahead of schedule- 
our commitment made in 1995 to double net income from our inter- 
national operations within five years. These operations account for 
approximately 15% of our net income and total assets. 

access-dial-Up modems at speeds up to 56 Kbps, and asymmetric 
digital subscriber line (ADSL) services. 

Moreover, we’ve extended our international footprint by acquiring a 
significant equity interest in the Puerto Rico Telephone Company. 
Completed in the first quarter of 1999, this investment was imme- 
diately accretive to GTE. We also gained a stake in a full-service 
provider in Canada through the merger of BC TELECOM and 
TELUS Corp., two of that country’s largest telephone companies. 
GTE, which owned 51% of BC TELECOM, now owns nearly 27% of 
the combined firm. In total, fheseacquisit ionsexpandedour interna- 
tional customer base from nearly 9 million at the end of 1998 to 
9.3 million wireline and 3.4 million wireless subscribers. 

GTE’s dial-up Internet service-GTE.net-is preloaded on millions 
of personal computers from Compaq, Hewlett-Packard, Dell, Acer, 
Sony Electronics and Recompute. These companies have installed an 
icon on the desktops of their computers that allows customers to 
access the Internet through GTE with just one touch. In the latter 
part of 1998, GTE was averaging 60,000 promotional sign-ups per 
week, and converting more than 10% of them to customers. With 
approximately 500,000 customers at the end of 1998, GTEnt is 
one of the largest Internet access providers in the nation. 

National Expansion 
In 1997, GTE created a new sales, service, and marketing organiza- 
tion, also known as a competitive local exchange carrier, or CLEC, 
to further our goal of becoming a tier-one player. Our CLEC currently 
operates in some of our largest and most competitive markets- 
including California, Florida and Washington--and will expand in 
1999 beyond our cwent markets. 

We are transforming our local network into a broadband pipeline to 
millions of homes and businesses through a technology known as 
ADSL, which moves data over existing copper wire at 1.5 Mbps, or 
more than 25 times faster than today’s 56 Kbps modems. At ADS L 
speeds, customers can download a two-minute movie preview on 
their personal computers in two minutes, wsUs the 53 minutes it 
would take using the fastest analog modem. Last year, GTE initiated 
the nation’s largest ADSL rollout. Since then, we’ve equipped 333 
central offices in 16 states with ADSL, and plan to expand the serv- 
ice to more than 550 central offices--within reach of almost six mil- 
lion customers-by the end of 1999. 

During 1998, we built software systems, distribution centers, and In the area of value-added services, GTE offers secure, reliable, and 
other processes for expansion nationwide. We also served 86,000 high-speed systems so businesses can stay connected to their cus- 
customers in eight states and gained valuable experience in how tomers and suppliers using the Internet. When visitors access Web 
to package and price telecommunications services for greatest sites for companies like Yahoo! and The Boston Globe, they’re Using 
customer acceptance. GTE’s Web-hosting facilities. 

In fact, the early response from customers underscores the power of 
this approach. Last year, direct-marketing response rates to bundled 
Offers were twice what they were when selling a single product. We 
learned, too, that offering GTE Long Distance through the bundle 
allows us to reduce customer acquisition costs while increasing loy- 
alty and gaining additional sales. 

Internet users can also find information about millions of US. busi- 
nesses through GTE’s SuperPages” service, the leading online Yellow 
Pages service. This year, we expect our Usage to irw’ease bO%, in 
part because of an agreement with America Online making GTE’s 
SuperPages and Bell Atlantic’s BigYellow the exclusive providers of 
AOL’s Yellow Pages service. 

Data Initiatives Consolidated Results 
TO ensure our status as a top-tier company in this emerging growth 
industry, GTE is establishing a solid presence in three key areas of 
the data market: transport, access, and value-added services. 

The foundation of this strategy is our Global Network Infrastructure 
(GNI), a state-of-the-art high-speed transport system. By the time it 
is fully operational later this year, this nationwide fiber backbone 
Will span 17,000 miles and connect more than 100 major markets 
from Coast to coast. Not only will we expand our services through the 
infrastructure, we will reduce our costs by moving our voice and data 
ttdfic from other carriers’ networks onto our GNI. 
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Our strong focus on core wireline, wireless, and international opera- 
tions has paid off. Our consolidated revenues and sales for the year 
increased $2.2 billion, or lo%, to $25.5 billion. Consolidated 
income for the year climbed to $3.0 billion, or $3.07 per diluted 
share, excluding the effects of previously announced after-tax, 
nOnreCUrring charges of $802 million. This compared with income of 
$2.8 billion, or $2.90 per diluted share, in 1997. 

Yet, no matter how powerful this high-speed network is, its value to 
cu*tofws is limited without fast and reliable access. That’s why 
GTE offer* residential and small-business customers two varieties of 

As strong as our results have been, we continue to align OUY strate- 
gies and costs with the realities of the marketplace to enhance share- 
holder value. Last year, we announced our plan to divest certain 
nonstrategic assets, including our Airfone unit, and the sale or trade 
of about 1.6 million of the 21.5 million total domestic access lines 



we held at the end of 1997. We anticipate reaching definitive 
agreements for these properties by the middle of this year, and they 
will transfer to their new owners during the remainder of 1999 
and 2000. 

This year, we also offered for sale our Government Systems sub- 
sidiary. Though Government Systems is an excellent performer in its 
specific businesses, we are now focusing all of our resources on 
becoming a top-tier provider of bundled services in commercial mar- 
kets. Taken together, these actions are part of a corporate program 
that will generate in excess of $3 billion in after-tax proceeds that 
will be redeployed in high-growth strategic initiatives in GTE’s busi- 
ness operations. 

As a result of the steps we’re taking this year, we expect revenues 
from “continuing operations” to grow in the high single digits in 
1999 rather than the 10% to 12% range we previously estimated. 
Nonetheless, we will proceed with our investments in high-growth 
opportunities-including data and national service delivery capabil- 
ities-that will maximize value for our shareholders. 

Our Proposed Merger 
Bell Atlantic, our partner in a merger of equals, has also been imple- 
menting its own success str&egy. By combining our complementary 
strengths, sharing our resources, and capitalizing on our synergies, 
we will speed our common ascent to the top tier. 

The merger is pro-competitive and pro-consumer. Together, our two 
companies will bring new services to millions of consumers and busi- 
nesses. In-region, we will provide a broad product mix that will allow 
customers to obtain new services faster and more cost-effectively. 
Out-of-region, this union will give us the scale, scope, and skills to 
offer a full package of local, long-distance, Internet, wireless, and 
video services on a highly competitive basis. The merged company’s 
greater resources will allow it to develop a national brand, accelerate 
the transition to facilities-based competition, and continue to invest in 
expensive operational platforms for bundled services-all compo- 
nents that are necessary to succeed out of franchise. In fact, within 18 
months of the merger’s completion, the combined company plans to 
compete in 21 major markets outside its current service territories. 

We believe that GTE already has the best national profile of any 
local carrier, with wireline Operations in 58 of the top 100 markets. 
After the proposed merger, we Will operate in 76 of those markets. 
What’s more, GTE will integrate our data and advanced Internet 
services into Bell Atlantic’s market of information-intensive residen- 
tial and corporate customers, enabling us to provide the crucial link 
to the global telecommunications network for millions of homes and 
businesses in 39 states and the District of Columbia. 

Together, GTE and Bell Atlantic will have a significant presence in 
more than 30 countries, with virtually no overlap. From Canada to 
Argentina, and from Europe to Asia, GTE and Bell Atlantic are 

focused on some of the world’s highest growth markets. Above all, 
the proposed merger will be in the best interest of the shareholders of 
both companies. It will give them a stake in a premier telecommuni- 
cations company that combines the people skills, experience, prod- 
ucts, services and strong customer base to lead the industry. In total, 
we expect earnings per share growth to be greater than 15% by the 
third full year of the new company-beyond what either company 
could have achieved on its own. 

More Than Numbers 
Our success in 1998 can also be measured in terms of people. For 
example, in recognition of our family-friendly programs, we were 
named one of the 100 Best Companies for Working Mothers by 
Working Mother magazine in 1998. Recently, Hispanic magazine 
named GTE to the Hispanic Corporate 100, a listing of companies 
providing the most opportunities for Hispanics. 

The Literacy Volunteers of America Joined with other organizations 
in 1998 to recognize GTE for our support of literacy, one of the 
primary thrusts of our giving program. 

What’s more, we were inducted into the National Urban League 
Million Dollar Hall of Fame for fostering equal opportunity through 
programs such as the National Urban League’s Black Executive 
Exchange Program. GTE participants in the exchange program 
serve as visiting professors in historically African-American colleges 
to lecture in courses related to their own areas of expertise. 

As we approach the next century, we continue to rely on and develop 
our people, and to tap their remarkable diversity of knowledge, 
skills, and experience. GTE is committed to achieving diversity in the 
recruitment, hiring, career development, and promotion of our 
employees. After all, our success in the marketplace largely depends 
on a work force that is able to anticipate and meet the needs of 
diverse customers. 

In Closing 
In short, wewill continue to build the profitable growth machine that 
will assure GTE’s leadership in the millennium, and provide the 
greatest return to our shareholders year after year. Thank YOU to our 
customers, our employees and our shareholders for your continued 
support of our company. 

Charles R. Lee 
Chairman and Chief Executive Officer 
March 26,1999 



Business Profile ~--~-~- 

GTE’s National Operations provide a strong mixture of 
traditional telecommunications services and leading-edge 
offerings, including Internet-related services. 

Network Services 
Wireless Products and Services 
Data Products and Services 
GTE Communications 
Government Systems 
Directory Servicer 
GTE Alrfone 

Customer Totals: 
* 23.5 million access lines 
* 2.7 mlllion long-distance customers 
- 4.8 million wireless subscribers 
. 500,000 dial-up Internet customers 
* 104,000 video customers 

GTE’s International Operations account for approximately 15% of 
total assets and net income, and serve customers on five continents. 

Significant Operationr: % Ownmhip’“’ 
BCT.TELUS 27 
Compafila Adnima National Telefonos de Venezuela (CANTV) 26 

Compaiila Dominicana deT&fonos (CODETEL) 100 
CTI Holdings, S.A. 58 
Pacific Communications Services CO. Ltd. (Taiwan) 12 
Puerto Rico Telephone Company 40 
QubbecTel Group Inc. 50 
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rG8 Performance Highlights 

l National Operations rwenueswere $22.2 billion, an increase of 9% over 
the prior year. 

l Domestic wireline revenues were driven by 9% growth in access lines and 
industry-leading 11.2% growth in minutes of use over 1997. 

l Domestic wireless operating cash flow margin rose to 3&E%, placing GTE 
among the leaders in operating cash flow margin improvement. 

* Millions of Internet consumers made GTE’s SuperPages* service the 
leading Internet Yellow Pages service. 

* Tripled users of GTE’s Internet-access service, making GTE.net one of the 
nation’s leading consumer Internet Service Providers. 

* Began carrying Internet and voice traffic on the new Global Network 
Infrastructure, a 17,000.mile, nationwide, high-speed private fiber network. 
When completed in 1999, the network will connect more than 100 major 
U.S. markets. 

l Revenues from consolidated International Operations grew $432 million to 
$3.3 billion, an increase of 15% over the prior year. 

l A GTE-led consortium submitted a winning bid for a majority stake in the 
Puerto Rico Telephone Company. 

. Gained a 27% stake in a full-service provider in Canada through the merger 
of BC TELECOM and TELUS. 

l Wireless customers nearly doubled in 1998, providing a solid base for current 
and prospective results. 

l In Taiwan, gained 900,000 wireless customers in the first year of operation - 
tripling expectations. 

2.11 2.8 



@ollan in MfNionr, Ewe+ Per-Share Anwmtr) 

~Rerttltr of~Opsratimtr 
Revenues and sales 
Cost of services and sales ,~ 
Selling, general and administrative 
Depreciation and amortization 
Special charges 

cooperating Income 

1998 1997 1996 1993 1994 

$25,473 $23,260 $21,339 ,$19,957 $19,528 

10,741 ,9,203 8 I 071 7,537 7,677 
4,821 4,560 4,010 3,689 3,667 
3,820 3,886 3,770 3,675 3,432 

755 

5,336 -5,611 5 , 488 5,056 4,752 

Net income Boss) 
income before extraordinarycharges 
Consolidated 

Basic earnings floss.1 per common share 
Income before extraordlnary charges 
Consolidated 

Diluted earnings floss) per common share 
income before extraordinary charges 
Consolidated 

Common dividends declared per share 
-,,Book value per share 
:Averaw common shawoutstandlng fin millions) 

Basic 
Diluted 

Asetr'md Capitol 
Consolidated assets 
Long-term debt 
Shareholders’equlty 
Net cash from operations 
Capital expenditures 
Qmrolidated Ratiorand Otherbfomntion 
Return on common equity 
Return on investment 
Average common equity 
Equity ratio 
Average investment 
Research and development 
Employees fin thousands) 

Total 
United States 

Access minutes of “se fin millions) 
Access lines (in thousands) 

Total 
United States 

Wireless subscribers tin thousands) 
Total 
United States 

Adjusted “POPS” tin millions)(*~ 
Total 

2.59tal 
2.26@) 

2.57@, 
2.24@ 
1.88 
9.06 

963 
968 

43,615 
15,418 

8,766 
5,890 
5.609 

27.3% 
10.9% 

7,962 
35.4% 

28,662 
159 

120 
98 

87,943 

29,594 
23,473 

7,567 
4,817 

84.8 

.2,794W 2,798’b’ 
2,794 2,798 

2.92”’ ~2.89’b’ 
.2.92 2.89 ~, 

2.90’* 2.8W 
.2.90 2.88 
1.88 1.88 
8.39 7.62 

,’ 958 969 
962 972 

42,142 38,422 
14,494 13,210 

8,038 7,336 
6,164 5,899 
5,128 4,088 

37.6% 40.2% 
14.5% 15.6% 

7,433 6,960 
36.5% 38.1% 

26,857 24,395 
122 122 

114 102 
94 83 

79,086 70,452 

27,670 25,766 
21,539 20,007 

5,701 4,445 
4,487 3,749 

78.9 78.3 

2,538’” 2,4411b’ 
(2,144)” 2,441 

,2.62’” 2.55@’ 
(2.21Y 2.55 

2.61’O’ 2.54’O’ 
(2.20)” 2.54 
1.88 1.88 
7.05’6’ 10.85 

970 958 
973 961 

37.019’0’ 42,500 
12,744 12,163 

b,871’d’ 10,483 
5,033 4,740 
4,034 4,192 

(20.3)%‘d’ 24.8% 
(4.21%‘d’ 13.1% 

10,539 9,838 
37.9%‘6’ 46.2% 

27,150 25,647 
137 139 

106 111 
85 89 

64,193 59,247 

24,050 22,739 
18,512 17,427 

3,547 
3,011 

76.7 

2,660 
2,339 

68.0 
United States 61.4 61.3 61.9 61.7 53.0 

fa) 1998 inciudpr afler-fax special rhargs ofS482 million, or J.SOper share, a well or after-tax lose associated 
JQperskare, in 1998 and $242 million, or S.26per diluted share (J.25per bark share), in 1997. 

with data initiatiw oft407 million, or 

(b) 1996 1993 ad 1994 include after-kzxgoinr of J8 million, or J.O1 per share; Jll million, or J.O1 pershore;nnd J162 million, or J. 17perrhare, 
.wWW, a sales Dfnmtrafegic domestic telephone properties, 

$;, ,, @In afdifbn @ Ihe irem diswsed in (a), 1998 iwluder after-tar extmordimry charger of J320 million, or J.33perrhare rerultingfmm the dimntinued me 
fp~ lg.:!:’ 
~4,:; ,, 

“dsf4*“Wof ?fFinancfalAcco”n!ing Standards No. 71, '!kounlingfor the Eferu of Ceruin Typer cf&gulation”(SFAS No. 7% by CTEk Canadian 
,.,yfht and the e&y relirenent of long-term debt and mefcrred rmk. 



Overview .. 
EReturn to Shareholders 
The primary 6bjective of GTE Corporation (“GTE” or “the Company”) is to maximize shareholders’ long-term total return, consisting of share- 
,price appreciation and divldends.‘Total return to GTE shareholders I”~1998 was 29% comp.$ed with 20% in 1997. Average total return over 
the past three~years was 19%. These measures Include share-price appreclatlorrduriqg theperiod and ‘assume that actual dividends paid were 
reinvested In GTE stock atthe market price at the time of payment. ~~. ~~ :’ .,: ,,~: ,~ 

,~ 
,Consolidated Operations 

Revenues and Sales 

‘y7sh-Nors in AfNNm) ” 1998 1996 % 
~Network Services 
Wireless Products and S&ices 

$15,248 $13,555 64 
3,070 2,634 12 

Data Products and Services 784 3 ~, ,279, 1 - - 

mother National Operations 3,137 12 2,647 ~12 2,412 11 

Total National Operations 22,239 87 ,20,372 88 18,601 a7 
International Operationi 3,334 13. ~,,~~:;:, ,:,:2,902 :~~ 12 2,711 13 
Corporate and other, Including ellmlnatlons (100) '- (14) - 27 - 

To&l revenues $25,473 100 ~$23,260 ,100 $21,339 100 

‘Consolidated revenues In 1998 grew 9.5% as compared with 1997. 
This growth was primarily driven by growth In domestic access 
lines and minutes of use, as well as demand for long-distance service 
offerings. 

Consolidated net income In 1998 was $2.2 billion, or $2.24’per 
dllutedshare.Thisrepresentsadecreaseof $.66perdilutedsharecom- 
pared with consolidated net Income in 1997 of $2.8 billion, or $2.90 
per diluted share. Net income for 1998 includes the effects of after-tax 
special charges of $482 mllllon, or $.50 per diluted share, and extra- 
ordinary charges of $320 million, or $.33 per diluted share. Consoli- 
dated net income for 1998 and 1997 also Includes $407 million, or 
$.42 per diluted share, and $242 million, or 5.26 per diluted share, 
respectively, of start-up losses related to GTE’s Data Products and 
Services unit that was formed in mid-1997. While the continued 
investment in the high-growth data sector of the telecommunications 
industry is essential to achieving GTE’s growth objectives, over the 
pasttwoyears, thesestart-up losses haveoffsetthestrong performance 
Of GTE’s traditional core operations. Losses are expected to decline 
during 1999 as the Data Products and Services unit moves out of Its 
start-up phase. 

The 1998 special charges related to the continuation of GTE’s 
strategic initiatives, as discussed below. The 1998 extraordinary 
charges related to the discontinuance of regulatory accounting prin. 
ciples at the Company’s Canadian telephone operations and the 
redemption of high-coupon debt and preferred stock prior to their 
stated maturity. 

‘Strategiclnitiatives 
GTE’s domestic $rategy Is to profitably offer a complete bundle of 
high-growth telecommunications services nationwide. Consistent 
with thls strategy, as permitted by the Telecommunications Act of 
1996 (the Telecommunications Act), GTE launched nationwide long- 
distance telephone service In early 1996: To accelerate Its strateglc~ 

~transformation, in 1997, GTE created a national sale5 and market- 
ing organization to market its products and services both inside and 
outside of its traditional franchise areas and made significant invest- 
ments In enhanced data and leading-edge, Internet-based products 
and services. These investments included the purchase of a nationwide 
fiber-optic network and the acquisition of BBN Corporation, a lead- 
ing provider of Internet-based services. Consistent with GTE’s deci- 
sion to focus its resources on higher-growth segments of the industry, 
in late 1997, GTE began a comprehensive review of its core opera- 
tions to identify business activities that were no longer strategic or 
were Inconsistent with its growth objectives. As a result of the com- 
pletion of the initial phase of this review during the first quarter of 
199B, the Company committed to a plan to sell or exit various busi- 
ness activities and reduce costs through employee reductions and 
related actions. As a result of these actions, during the first quarter 
of 1998, the Company recorded a pretax charge of $755 million, 
$482 million after-tax, or 5.50 per diluted share, for the year. 

Net Assets Neid for Sale 
During the first quarter of 1998, the Company committed to a repo- 
sitioning plan that resulted in a decision to sell GTE Government 
Systems Corporation, a supplier of government and defense commu- 
nications systems; GTE Airfone Incorporated, a provider of aircraft- 
passenger telecommunications; and approximately 1.6 million 
domestic access lines located in 13 states. In aggregate, these 
transactions are expected to generate for the Company after-tax cash 
proceeds in excess of $3 billion. The sale of GTE Government Systems 
and GTE Airfone are expected to close in 1999 and, accordingly, their 
net assets have been reclassified to “Net assets held for sale” in the 
consolidated balance sheets. Due to the regulatory approvals that are 

~required, It is projected that most bfthe sales of local access l!nes wlll~ 



,@pment, .net?fn,;the consolidated balance sheets. The ,~~Speciai~Ch~rSes -employee related and other actions 
cdntinueto~operate all of these assets until sold. ~.~~Ddrins~~~~~~tsuarter of &~the~Company also ~decided to con. 

$100 mllllon’for~the year. 

operatlng Income applicable to the access line* 
readily determinable. Thel;6mlll lon.a~ces,s lines 
mately 7% of the average~domestlclines,that GTE Network Services 
had In service during 1998. “:, ~~ ~‘~ 

Special Charges-asset impaiwentsind axit costs 
Based on the decision to s&the Company recorded a pretax 
of $200 million to reduce the carrying value of GTE 
to estimated net sales proceeds. ~:No charge was 
Government Systems or the access lines to be sold because their esti- ~’ coucts: +@iition, the charge also incjuded thewrite-off of mandated 
mated fair values were in excess of their carrying values. co+, $@alj,&generic software, and others costs ,incurred by the 

During the first quartei of 1998, the Company also committed to ~’ ~Cbmpanyfor~whlch revenue tecoverywas not allowable under the reg- 
a plan to exit a number of other nonstrategic business activities. As a ‘~~ulatory:p~ie5s~ : ;,’ ‘:;,~ ~,, ;.~ ,~, 
result, the Company recorded a pretax charge of $156 million to 
reduce the carrying value of affected assets to expected net salvage especial Charger-by categoryand buiiness unit 
value and to recognize costs resulting from ,the exit plan. The major 
components of the charge Include: 

The~following summarizesthe~special charges by major category and 

* the write-off of network equipment and supplies for discontinued 
by business.unit affected: : 

wireless products and services ($81 million); Initial cash 
fDoflcz~s in Mflffrmr) 

Remaining 

l the shutdown of business units developing interactive video prod- 
Gkagc ‘pavnrcnts Liability 

ucts and services and excess printing facilities ($42 million); and Major Category: 

* the write-off of impaired assets in Latin America ($33 million). Asset Impairments $483 s- $- 

GTE expects that the assets affected by these actions will be Exit costs 34 10 24 

sold or discarded within a year df the decision to exit the activities to Employee related 

which they relate. end other actions 

After completing the review of its operations, the Company also 
decided to scale back the deployment of the hybrid fiber coax UiFC) 
video networks that it had built over the past three years in certain 
test markets, Although the Company is obligated to, and will continue 
to, use the existing HFC networks to provide video service in these 
markets, technological innovations have created alternative ways for 
the Company to deliver video and high-speed data services in the 
future at a significantly lower overall cost. Due to the significant 

Severance 
Other 

Other actions 

TOM 

Business Unit: 
National Operations 

Network Services 
Wireless Products 

77 33 44 
30 22 8 

131 94 37 

$755 $159 $113 

$171 $124 $ 38 

change in the scale of the HFC networks and the effect on future rev- and Services 91 
enues and expenses, the Company recorded a pretax charge for 

9 25 

impairment ofapproximately $161 million based on estimated future 
Other National Operations 397 7 - 

38 - 
cash flows. At December 31, 1998, these networks, which have 

international Operations 11 

generated operating losses of approximately $66 million, had a net 
Corporate and other 58 19 39 

book value of approximately $250 million. 
Total $755 $159 $113 

The $58 million included in “Corporate and other” relates to sever- 
ance and related costs associated with the closing of several adminis- 
trative facilities, including the Company’s corporate headquarters. 
and worldwide training facility in Connecticut. 

There have been no ,adjusbnents to the liability as originally 
recoraeo. 



ucts and Servlcas .rapo 
smaller business units, I 
Communications Corp 
GTE Airfone. 

Network Services 

Network Services provides 
operating areas, Including 
franchisedareas and access services that,eqa&+ng- 
ers to complete calls to or from locatlws oui 
areas. NetworkSewicesalsoprovidescomple 
to businesses, billing and collection, opwator-asslstanc~ 
management services to other telecommunia 

~,,, ‘~ ,, .:$ ;- ~,‘$educed by,$338~mill ion in 1998. This reduction was partially offset 
Revenues and Sales :, -,::iil- ?+$298 million if new p+ine charges to long-distance carrierwnd 

:tirr EndrdIkUabcr3& :,iflcreaied Chargespaid bytheend-user customer &ee”Regulatoryand 
(Dollars in Millions) s ,y; ,+;;m;, $‘;:‘;;‘, -Competit ive ‘Trends-Interstate Access .Revision” for additional 

Local services .~.information). Intrastate access charges ,were also reduced by 

Network access services 51316 41896 4,589 $102 million hi 1998 and $62 million in 1997 as a result of state 

Toll services 859 “~ ‘1,251 1,525 regulatory proceedings. 
Directory services and other 3,259 2,847 2,311 

-.. 
Total revenues 

Intersegment revenues 

Total external revenues 

15,248 14,524 13,555 .TO,, services 
(305) : ‘,X20) ,,,(92) Toll services revenue is earned primarily from calls made outside a 

$14,943 $14,304 $13,463 customer’s local calling area but within the same LATA UntraLATA). 
LATAs are ~geographic areas that were defined by the FCC in 
the 1980s. 

Local service revenues are earned from providing local telephone serv- 
ice and from value-added services. Value-added services include prod- 
ucts such as Caller ID and Call Waiting. 

Higher usage of our network was the primary reason for the 
increase in local service revenues in 1998 and 1997. Thisgrowth was 
generated by an increase in switched access lines in service of 4.6% 
in 1998 and 5.5% in 1997. Access line growth reflects higher demand 
by Internet Service Providers USPS), and additional residential lines, 
including second lines. Revenue growth In 1998 and 1997 was also 
boosted by increased revenues from value-added services. These serv- 
icescontributed revenuegrowhof $91 million in 1998andS127 mil- 
lion in 1997. 

Toll revenues decreased in 1998 and 1997 due to lower toll vol- 
~umesresulting from competition. By August 1997, all of GTE’s oper- 
ating seas were open to toll competition. Prior to full competition, 
intraLATA toll calls were completed by the Company, unless.the cus- 
tomer dialed a code to access a different carrier. The ability to prese- 
lect a competing carrier changed this and enabled customers to 
complete toll calls using another carrier without having to dial an 
access code. Revenue reductions from intraLATA toll competition 
were partially offset by increased network access revenues for usage 
of our network by alternative providers of IntraLATA toll services. 

Toll revenues also declined in both years because of company- 
initiated and regulatory-mandated rate reductions. The Company 
continues to implement price reductions on certain long-distance 
~services aspartof its response to competition. Partially offsetting the 
toll erosion in Network Serviceswas $280 million of higher revenues 
related to GTE’s long-distance service (see “Other National Opera- 
tions?for additional Information). 



: Dl,ect~~SWVices ano’ other 
i Directory services revenues result prlmariiy from publication rights 

,,&& fmm GTE Directories Corporation (included in the discussion 
‘;-, of”Other National Operations”) for,sales of Yellow Pagesadvertising 

to c”stomerS In Network Services’ operating areas. Directory Se*YiCeS 
revenues remained relatively constant in both 1998 and 1997. 

Other revenues~include nonregulated sales and services such as 
inventory managementand purchasing servlces,,telephone equipment 
sales, public telephowrevenues, bllling and collection and operator 
services provided to affiliates and third parties. 

Revenues from Inventory management and purchasing services 
increased by $281 mlllion In 1998 and $300 million in 1997, and 
billing and collectlon~ revenues Increased by $74 million in 1998 
and $26 million in 1997, as a result of recently acquired third-patty 
and affiliated customers. 

Public telephone revenues Increased $34:million and $57 million 
in 1998 and 1997, respectively. These increases were related to the 
Telecommunications Act, which mandated compensation to payphone 
service providers for credit card and toll-free calls originating from 
payphones. Prior to the Telecommunications Act, the Company was 
not compensated for such calls. ‘Revenues in 1998 and 1997 also 
increased due to higher sales of advanced products, including paging 
and voic6 mail. 

Intersegment we&s at Network Services primarily represent local 
telephone services provided at market ratesto GTE Communications, 
which markets bundled telecommunications services, and sales of 
inventory management services provided to affiliates. 

Operating Costsand Expenses 
Ibars Ended Lkcembn 31, 

(D&rr In Mmim) 1998 $997 19% 
Cost of services and sales S 5,485 $5,028 $4,884 
Selling, general and 

administrative 2,184 2,165 2,140 
Depreciation and amortization 2,591 2,605 2,642 
Special charges 171 - - 

Total operating costs and 
expenses 810,431 $9,798 $9,666 

The 1998 and 1997 increases were primarily driven by growth in 
inventory management and purchasing services to third-party cus. 
tamers and higher volumes. The 1998 increase is also due to the 
recording of pension settlement gains in 1997, which resulted from 
lump-sum payments from the Company’s pension plan to separated 
employees. These increases were partially Offset by productivity 
improvements. 

Selling, general and administrative costs remained relatively con- 
stant in all years. The slight increase in 1998 was driven primarily by 

,sales growth and new initiative support costs. This increase was 
;partially offset by lower advertising and marketing costs. 

Depreciation and amortization 
.Depreciation andamortization decreased in 1997 from 1996 reflect- 
ing a reductlori in depreciation rates to reRect higher salvage values 
for outside plaMThe 1998 decreaseprlmar~ly resulted from the dis- 
continuation of depreciation expen~,fornoqstrategic domestic access 
lines held for sale. In 1998, GTE announced-its plan to sell approxi- 
mately 1.6 million nonstrategic domestic access lines. Based on the 
decision to sell these ,access lines, ‘:the Zompany ceased recording 
depreciation expenseXhe decrease in .both years was partially offset 
,by the depreciatitin Of Capital additions, reflecting growth in the 
demand for access lines and data services. 

~Wireless Products and Servtcer 
Wireless Products and Services provides wireless communications 
services (both voice and data) within licensed areas in the U.S., sells 
,cellular telephdnes and accessories and provides support services to 
other cellular telephone companies. 

Revenues and Sales 

(Ddrars fn MiwnJ) 

Service revenues 
Equipment sales and other 

Total revenues 

Xarr Ended Lk-xmbn 31, 
1998 1997 1996 

$2,687 $2,549 $2,347 
383 373 287 

$3,070 $2,922 $2,634 

The growth in service revenues was primarily attributable to the 
growth in GTE’s wireless customer base of 7.4% in 1998 and 19.7% 
in 1997.Total U.S. customersservedreached4.8mill ionand4.5mil- 
lion in 1998 and 1997, respectively. In both 1998 and 1997, revenue 
growth resulting from the increased customer basewassomewhat off- 
set by a decline’in revenues per customer per month, reflecting the 
increasing level of competition in the wireless industry. However, 
1998 results reflect profitable growth by focusing on higher-value 
customers utilizing a value-based marketing strategy. 

Operating Costs and Expenses 

POllars in Millions) 

Cost of services and sales 
Selling, general and 

administrative 
Depreciation and amortization 
Special charges 

Total operating costs and 
expenses 

l&wr Ended Lkcembn 31, 
1998 1997 1996 

$1,049 $1,083 $ 908 

848 974 846 
435 428 398 

91 - - 

$2,423 $2,485 $2,152 
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Financial Review 

Cost of services and sales 
Costof servicesand salesdecreasedslightlyin 1998ascomparedwith 
1997 despitean increasedcustomerbase.The increasedvolumeswere 
offset by reduced costs for cellular phones, favorable interconnection 
fees, lower fraud losses and increased productivity throughout the 
organization. Cost of services and sales also includes approximately 
$b9 million of gains on the sale of assets in 1998. The 1997 increase 
over 1996 reflects higher equipment and operations costs due to a 
larger customer base, partially offset by lower roaming costs and 
lower fraud losses. 

Selling, general and administrative 
The 1998 decrease is attributable to lower customer acquisition and 
retention costs, including lower costs due to increased productivity in 
the retail channel. The 1997 increase reflects higher customeracqui- 
sition and retention costs, increased sales and marketing efforts to 
aggressively gmw and retain the customer base and higher general 
and administrative costs to support a larger customer base. 

Depreciation and amortization 
Depreciation and amortization increased in both 1998 and 1997 as a 
result of continuing investment in the wireless network to provide 
greater capacity. The 1998 increase is partially offset by lower depre- 
ciation expense due to the discontinuation of the T&-Go product 
offering and thewrite-off of affected network equipment and supplies, 
which is included in the special charges. 

Data Products and Services 

The Data Products and Services segment offers a wide range of 
advanced data and Internet-related services, including dedicated and 
dial-up access to the Internet, managed network security, Web-servev 
hosting, application development and systems integration services. 
During 1998, GTE expanded its business service offerings to include 
E-Commerce Hosting, Virtual Private Networks, Global Remote 
Access and Digital Certificates. Data Products and Services also 
includes the investment in GTE’s nationwide fiber-optic network. 
More than two thirds of the planned 17,000 miles of this network 
is operational. Additional investments in undersea cable expand 
the reach of the nationwide network into Europe, Asia and Latin 
America. During the latter half of 1998, the Company began 
migrating its customers’ data and voice traffic to the network from 
leased facilities and began providing access and transport services to 
other ISPs and telecommunications carriers. 

GTE’s Data Products and Services segment was created in mid- 
1997 after the acquisition of BEN Corporation. This segment does 
not include the results of GTE’s traditional local data businesses, such 
as T-l connections and ISDN dedicated access, which continue to be 
reflected in the Company’s Network Services segment. 

Revenues and Sales 

(Dollars in Millions) 1998 

Data revenues $784 
Intersegment revenues (36) 

Total external revenues $748 

Xars Ended December 31, 
1997 

$279 
(11) 

$268 

Revenues for 1998 reflect a full year of activity, whereas 1997 rev- 
enues reflect only a partial year, as described above. The increase in 
1998 isalsodueto salesafaccessand transportservicestoother ISPs 
and carriers and the expanded relationship with America Online 
(AOL), for which GTE provides national network deployment services 
in support of AOL’s dial-up network. The increase also reflects cus- 
tomer growth and revenues derived from newly introduced Internet- 
based products and services for both consumers and businesses. 

Intersegment revenues reflect affiliate activity between Data 
Productsand Services and other entities within National Operations. 

Operating Costs and Expenses 
Years Ended December 31, 

(Dollars in Millions) ,998 1997 

Cost of services and sales $ 754 $376 
Selling, general and administrative 428 lb2 
Depreciation and amortization 128 88 

Total operating costs and expenses $1,310 $626 

Total operating costs and expenses for 1998 reflect a full Year of 
activity, whereas 1997 reflects only a partial year, asdescribed above. 

Cost of services and sales 
Cost of services and sales consists primarily of the cost of leasing 
telecommunication circuits and labor and expenses of operating the 
network infrastructure and supporting customers. The results reflect 
the growth in the cost of the network infrastructure and personnel to 
support a growing customer base and service offerings introduced 
during the yew Cost of services and sales also reflects the continued 
expansion of dial-up networks operated for AOL. 

Selling, general and administrative 
Selling, general and administrative costs are driven by customer 
growth, higher new product development costs and continued 
investment in the Company’s sales and marketing infrastructure, 
including expansion of sales channels, advertising costs and otherpro- 
motional activities related primarily to Internet-based services for 
consumers and businesses. 

Depreciation and amortization 
Depreciation and amortization reflects the continuing investment in 
the network and other infrastructure necessary to support the growth 
in customers and services. Capita expenditures during 1998 and 
1997 collectively totaled over $900 million, primarily associated 
with the build-out of the 17,000 mile fiber-optic network. 


