
Item 8. Financial Statements and Supplementary Data 

GTE CORPORATION AND SUBSIDIARIES 
Consolidated Statements of Income 

Revenues and Sales 

Operating Costs and Expenses 
Cost of services and sales 
Selling, general and administrative 
Depreciation and amortization 
Special charges 

Total operating costs and expenses 

Operating Income 

Other (Income) Expense 
Interest - net 
Other - net 

Income before income taxes 
Income taxes 

Income before extraordinary charges 
Extraordinary charges 

Net Income 

Basic Earnings (Loss) Per Common Share 
Before extraordinary charges 
Extraordinary charges 

Net Income 

Diluted Earnings (Loss) Per Common Share 
Before extraordinary charges 
Extraordinary charges 

Net Income 

Average Common Shares Outstanding (in millions) 
Basic 
Diluted 

Years Ended December 3 1, 
1998 1991 1996 

(DoIlars in Millions, Except Per-Share Amounts) 

$ 25,473 $ 23,260 $ 21,339 

10,741 9,203 8,071 
4,821 4,560 4,010 
3,820 3,886 3,770 

75s -_ __ 

20,137 17,649 15,851 

5,336 5,611 5,488 

1,253 1,145 1,026 
38 48 50 

4,045 4,418 4,412 
1,553 1,624 1,614 

2,492 2,794 2,798 
(320) __ __ 

$ 2,172 $ 2,794 $ 2,798 

$ 2.59 s 2.92 $ 2.89 
(.33) __ __ 

$ 2.26 $ 2.92 $ 2.89 

$ 2.57 $ 2.90 $ 2.88 
(.33) __ __ 

L 2.24 $ 2.90 $ 2.88 

963 958 969 
968 962 972 

See Notes to Consolidated Financial Statements. 
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GTE CORPORATION AND SUBSIDIARIES 
Consolidated Balance Sheets 

December 3 I, 
1998 1997 

(Dollars in Millions) 
Assets 
Current Assets 

Cash and cash equivalents 
Receivables, less allowances of $395 and $333 
Inventories and supplies 
Deferred income tax benefits 
Net assets held for sale 
0th 

Total current assets 

$ 467 s 551 
4,785 4,782 

668 846 
167 51 
274 __ 
420 307 

6,781 6,537 

Property, plant and equipment, net (including $1,600 held for sale at 
December 31, 1998, see Note 11) 

Prepaid pension costs 
Franchises, goodwill and other intangiblei 
Investments in unconsolidated companies 
Other assets 

Total assets 

24,866 24,080 
4,927 4,361 
3,144 3,232 
2,210 2,335 
1,687 1,597 

8 43,615 S 42,142 

Liabilities and Shareholders’ Equity 
Current Liabilities 

Short-tam obligations, including current maturities 
Accounts payable and accrued expenses 
Taxes payable 
Dividends payable 
Ofher 

$ 4,148 
4,138 
1,071 

470 
528 

8 3,398 
4,672 

771 
466 
534 

Total current liabilities 10,355 9,841 

Long-tam debt 
Employee benefit plans 
Deferred income taxes 
Minority interests 
Other liabilities 

15,418 14,494 
4,404 4,756 
1,948 1,782 
1,984 2,253 

740 978 

Total liabilities 34,849 34,104 

Shareholders’ Equity 
Common stock- 991,314,778 and 984,252,887 shares issued 
Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 
Guaranteed ESOP obligations 
Treasury stock - 23,377,388 and 26,253,088 shares, at cost 

Total shareholders’ equity 

Total liabilities and shareholders’ equity 

50 49 
7,884 7,560 
2,740 2,372 
(375) (243) 
W) (550) 

(1,024) (1,150) 

8,766 8,038 

$ 43,615 $ 42,142 

See Notes to Consolidated Financial Statements 
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GTE CORPORATION AND SUBSIDIARIES 
Consolidated Statements of Cash Flows 

Operations 
Income before extraordinary charges 
Adjusb”ents to reconcile income before extraordinary 

charges to net cash from operations: 
Depreciation and amortization 
Special charges 
Deferred income taxes 
Change in current assets and cunent liabilities, excluding the 

effects of acquisitions and dispositions: 
Receivables-net 
Other current assets 
Accrued taxes and interest 
Other cwrent liabilities 

Other - net 

$ 2,492 $ 2,794 $ 2,798 

3,820 3,886 3,770 
755 _- __ 
471 456 415 

Net cash from operations 

(767) (571) 
(5) 

381 86 (1::) 
(6-Q) 325 @7-O) 
(595) (541) (210) 

5,890 6,164 5,899 

Investing 
Capital expenditures 
Acquisitions and investments 
Proceeds from sales of assets 
Other - “et 

Net cash used in investing 

Financing 
Common stock issued 
Purchase of treasury stock 
Dividends paid 
Long-term debt issued 
Long-term debt retired 
Increase (decrease) in short-&m obligations, 

excluding current maturities ’ 
Ofher -net 

Net cash used in financing 

Increase (decrease) in cash and cash equivalents 

Cash and cash equivalents: 
Beginning of year 

End of year 

Cash paid during the year for 
Interest 
Income taxes 

Years Ended December 3 1, 
1998 1997 1996 

(Dollars in Millions) 

W W  (5,128) (4,088) 
(121) (927) (476) 
209 73 337 

13 89 (50) 

(5,508) (5,893) (4,277) 

447 

(1,807) 
3,934 

WW 

(978) 
(74) 

(466) 

(84) 

288 
(576) 

WW 
2,407 

(2,417) 

2,015 
(40) 

(125) 

146 

(Z) 
(1,825) 
2,038 

(582) 

(725) 
68 

(1,549) 

73 

551 405 332 

$ 467 $ 551 $ 405 

s 1,321 $ 1,282 $ 1,088 
854 1,057 1,325 

See Notes to Consolidated Financial Statements. 
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GTE CORPORATION AND SUBSIDIARIES 
Consolidated Statements of Shareholders’ Equity 

CORUtlOtl 
Stock 

Additional 
Paid-in 
Capital 

Accumulated 
Retained Other Guaranteed 
Earnings Comprehensive ESOP TWiSUly 
(Deficit) Income (Loss) Obligations Stock Total 

(Dollars in Millions) 

Shareholders’ Equity, 
December31,1995 S 

Net income 
Dividends declared 
Common and treasury stock 

issued under employee 
and shareholder plans 
(I 1 X0,646 shares) 

Purchase of treasury stock 
(23,533,200 shares) 

Other 
Shareholders’ Equity, 

December 31,1996 

Net income 
Dividends declared 
Common and @any stock 

issued under employee 
and shareholder plans 
(6,620,993 shares) 

Purchase of treasury stock 
(11,719,200 shares) 

Other 
Shareholders’ Equity, 

December 31,1997 

Net income 
Dividends declared 
Common and treasmy stock 

issued under employee 
and shareholder plans 
(9,997,591 shares) 

Other 
Shareholders’ Equity, 

December 31,199s $ 

49 $ 8,221 $ (534) % (172) $ (GO3) $ (90) $ 6,871 

2,798 2,798 
cw (905) (1,820) 

110 340 450 

(1,00~) (1,006) 
11 4 28 43 

49 7,416 1,370 (168) (575) (756) 7,336 

.~ 

146 142 288 

(536) (536) 
(2) 8 (75) 25 (44) 

49 7,560 2,372 (243) ww (1,150) 8,038 

2,172 2,172 
(I,81 1) (1,811) 

1 320 126 447 
4 7 (132) 41 (80) 

50 $ 7,884 $ 2,740 $ (375) $ (509). $ (I,0241 $ 8,766 

See Notes to Consolidated Financial Statements. 

40 



GTE CORPOR4TION AND SUBSIDIARIES 
Consolidated Statements of Comprehensive Income 

Years Ended December 3 1, 
1998 1997 1996 

(Dollars in Millions) 

Net income $ 2,172 $ 2,794 $ 2,798 

Other comprehensive income (loss): 
Foreign currency translation adjustments (144) (90) 
Unrealized gains (losses) on securities, net of taxes of $6, $8 and s(8) 12 15 (& 

Other comprehensive income (loss) (751 (132) 4 

Comprehensive income a$ $ 2,719 $ 2,802 

, 

See Notes to Consolidated Financial Statements. 
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GTE CORPORATION AND SUBSIDIARIES 
Notes to Consolidated Financial Statements 

1. Description of Business and Summary of Significant Accounting Policies 

Description of Business 

GTE Corporation and subsidiaries (“GTE:” or “the Company”) is one of the world’s largest teleconmumications 
companies with a” array of products and services that is among the broadest in the industry. GTE’s National and 
International Operations serve approximately 30 million telephone access lines through subsidiaries in the United 
States, Canada and the Dominican Republic, and au affiliate in Venezuela. GTE is a leading wireless operator in the 
United States, with more than 4.8 million wireless customers and the opportunity to serve 61.4 million potential 
wireless customers. Outside the United States, GTE operates wireless networks serving approximately 2.8 million 
customers with 23.4 million potential wireless customers through subsidiaries in Canada, the Dominican Republic 
and Argentina, and affiliates in Venezuela and Taiwan. GTE also participates in a venture which operates a paging 
network in China. GTE provides data services, including dial-up Internet accas for residential and small business 
consumers and Web-based applications for Fortune 500 companies. GTE is also a leader in government and defense 
conmumications systems and equipment, directories +nd teleconunu”ications-based infmmatio” services and 
systems. 

Basis of Presentation 

G&prepares its consolidated fmancial statements in accordance with generally accepted accounting principles, 
which require management to make estimates and assumptions that affect reported amounts. Actual results could 
differ from those estimates. 

The consolidated fmancial statements of GTE include the accounts of all majority-owned subsidiaries. All 
significant intercompany amounts have been eliminated. Investments in 20%- to 50%.owned companies and less 
than 20%-owned cellularparlnerships over which the Company exercises significant influence are accounted for on 
the equity basis (see Note 5). Other investments of less than 20% are accounted for on the cost basis. 

Reclassifications of prior-year data have been made, where appropriate, to conform to the 1998 presentation 

Revenue Recognition 

Revenues are recognized when services are rendered or products are delivered to customers. Long-term contracts 
are accounted for using the percentage-of-completion method, with revenues recognized in the proportion that costs 
incurred bear to the estimated total costi at c6mpletion. Expected losses on such contracts, if any, are charged to 
income currently. 

Depreciation and Amortization 

GTE’s telephone operating subsidiaries depreciate assets using the remaining life methodology and straight-line 
depreciation rates. This method depreciates the remaining net investment in telephone plant, less anticipated “et 
salvage value, over remaining economic asset lives. This method requires the periodic review and revision of 
depreciation rates. 

The economic asset lives used by our telephone subsidiaries are as follows: 

-1 
Fiber-optic cable 
copper wire 
Switching equipment 
Circuit equipment 

20 
15 
10 
8 
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When depreciable telephone plant is retired in the normal course of business, the amount of such plant is deducted 
from the respective plant and accumulated depreciation accounts. Gains or losses on disposition arc amortized with 
the remaining net invesbnent in telephone plant. When depreciable telephone plant is retired outside the normal 
come of business, for example if a local exchange is sold, any resulting gain or loss is included in operating 
income. 

Property and equipment of other subsidiaries is depreciated on a straight-line basis over the following estimated 
useful lives: buildings, 20 to 40 years; cellular and data network equipment, 5 to 10 years; furniture and futures and 
other equipment, 3 to 5 years. 

When depreciable assets of other subsidiaries are retired or otherwise disposed of, the related cost and accumulated 
depreciation are deducted from the plant accounts and any resulting gain or loss is included in operating income. 

Franchises, goodwill and other intangibles arc amxtized on a straight-line basis over the periods to be benefited or 
40 years, whichever is less. Amortization expense for consolidated subsidiaries was $131 million, $96 million and 
$90 million in 1998-96, respectively. Accumulated amortization was $819 million and $677 million at December 
31,199s and 1997, respectively. Goodwill resulting from investments in unconsolidated subsidiaries is amortized 
on a straight-line basis over the periods to be benefited or 40 years, whichever is less. 

Foreign Currency Translation 

Assets and liabilities of subsidiaries operating in foreign countries are translated into U.S. dollars using the 
exchange rates in effect at the balance sheet date. Results of operations are translated using the average exchange , 
rates prevailing throughout the period. For most subsidiaries and affiliates, the effects of exchange rate fluctuations 
on translating foreign currency assets and liabilities into U.S. dollars zre included in the other comprehensive 
income component of shareholders’ equity. For those affliates operating in highly inflationary economies, gains 
and losses associated with the effects of exchange rate fluctuations on translating foreign currency assets and 
liabilities into U.S. dollars are included in net income. 

Comprehensive Income 

Effective January 1, 1998, GTE adopted Statement of Financial Accounting Standards (SFAS) No. 130, “Reporting 
Comprehensive Income,” which establishes standards for reporting comprehensive income and its components. 
Included in other comprehensive income arc unrealized gains and losses on securities that the Company intends to 
hold to maturity and foreign currency translation gains and losses. prior year fmancial statements have been 
reclassified to conform to the requirements of SFAS No. 130. 

Employee Benefit Plans 

Pension and postretirement health care and life insurance benefits earned during the year as well as interest on 
projected benetit obligations are accrued currently. Prior service costs and credits resulting from changes in plan 
benefits are amortized over the average remaining service period of the employees expected to receive benefits. 
Curtailment gains and losses associated with employee separations are recognized when they occur. Settlement 
gains and losses are recognized when significant pension obligations are settled and the gain or loss is determinable. 

Valuation of Assets 

The impairment of tangible and intangible assets is assessed’when changes in circumstances indicate that their 
carrying value may not be recoverable. Under SFAS No. 121, “Accounting for the Impairment of Long-Lived 
Assets and for Long-Lived Assets to Be Disposed Of,” a determination of impairment, if any, is made based on 
estimated future cash flows, salvage value or expected net sales proceeds depending on the circumstances. In 
instances where goodwill has been recorded in connection with impaired assets, the carrying amount of the goodwill 
is fast eliminated before any reduction to the carrying value of tangible or identifiable intangible assets. GTE’s 
policy is to record asset impairment losses, and any subsequent adjustments to such losses as initially recorded, as 
well as net gains or losses on sales of assets as a component of operating income. Under Accounting Principles 
Board Opinion No. 17, “Intangible Assets,” the Company also annually evaluates the future period over which the 
benefit of goodwill will be received, based on future cash flows, and changes the amortization life accordingly. 
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Income Taxes 

Deferred tax assets and liabilities arc established for temporary differences between the way certain income and 
expense items are reported for fmancial reporting and tax purposes. Deferred tax assets and liabilities are 
subsequently adjusted, to the extent necessary, to reflect tax rates expected to be in effect when the temporary 
differences reverse. A valuation allowance is established for deferred tax assets for which realization is not likely. 

Deferred income taxes were not provided on undistributed earnings of foreign subsidiaries of approximately $488 
million at December 3 1, 1998, as such earnings are expected to be permanently reinvested. 

Earnings Per Common Share 

All earnings per share computations and presentations arc in accordance. with SFAS No. 128, “Earnings per Share” 
(seeNote 14). 

Cash and Cash Equivalents 

Cash and cash equivalents include investments in short-term, highly liquid securities, which have maturities when 
purchased of three months or less. 

Financial Instruments 

GTE uses a variety of fmancial instruments to hedge its exposure to fluctuations in interest and foreign exchange 
rates and in compensation expense related to GTE’s common stock price appreciation. The Company does not use 
fmancial instruments for speculative or trading purposes, nor is the Company a party to leveraged derivatives. 
Amounts to be paid or received under interest rate swaps are accrued as interest expense. Gains or losses on foreign 
exchange contr.wts are recognized based on changes in exchange rates, as are offsetting foreign exchange gains or 
losses on the foreign currency obligations being hedged. Gains or losses on long-term call options on GTE’s 
common stock, which hedge GTE’s exposure to compensation expense related to outstanding stock appreciation 
rights (SARS) and other stock-based compensation, arc recognized based on fluctuations in the market price of 
GTE’s common stock. Gains or losses recognized on call options offset compensation expense in GTE’s 
consolidated statements of income. 

Inventories and Supplies 

Inventories and supplies are stated at the lower’of cost, determined principally by the average cost method, or net 
realizable value. 

Software 

GTE classifies software as either network-related or non-network related. For network-related software, initial 
operating systems software is capitalized and amortized over the life of the related hardware. All other network- 
related software, including right-to-use fees, is expensed as incurred. Non-network related software, which includes 
billing and administrative systems, is capitalized and amortized over useful lives ranging from 3 to 5 years. 
Software maintenance costs are expensed as incurred. During 1998-96, non-network and maintenance-related 
software expenditures were $516 million, $376 million and $168 million, respectively, of which $243 million and 
$149 million were capitalized in 1998 and 1997, respectively, associated with the implementation of new 
administrative systems within the Company. 

In March 1998, the American Institute of Certified Public Accountants issued Statement of Position (SOP) 98-1, 
“Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.” Under the provisions of 
this SOP, effective January 1,1999, GTE will be required to capitalize and amortize the cost of all internal-use 
software, including network-related software it now expenses. During 1998, the Company expensed nehvork- 
related software of approximately $200 million. 
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In June 1998, the Financial Accounting Standards Board (FASB) issued SFAS No. 133, “Accounting for Derivative 
Instmments and Hedging Activities,” which establishes accounting and reporting standards for derivative 
instruments, including certain derivative instruments embedded in other contracts, and for hedging activities. The 
statement requires entities that use derivative instruments to measure these instruments at fair value and record them 
as assets or liabilities on the balance sheet. It also requires entities to reflect the gains or losses associated with 
changes in the fair value of these derivatives, either in earnings or as a separate component of comprehensive 
income, depending on the natare of the underlying contract or transaction. The Company is currently assessing the 
impact of adopting SFAS No. 133, which is effective January 1,ZOOO. 

2. Proposed Merger with Bell Atlantic Corporation 

On July 27, 1998, GTE and Bell Atlantic entered into a merger agreement providing for the combination of the two 
companies. Under the terms of the agreement, which was unanimously approved by the boards of directors of both 
companies, GTE shareholders will receive 1.22 shares of Bell Atlantic stock for each GTE share they own. The 
merger is subject to shareholder and regulatory approvals. 

3. Strategic Initiatives 

GTE’s domestic strategy is to profitably offer a complete bundle of high-growth telecoxmmmications services 
nationwide. Consistent with this strategy, as permitted by the Telecommunications Act of 1996, GTE launched 
nationwide long-distance telephone service in early 1996. To accelerate its strategic transformation, in 1997, GTE 
created a national sales and marketing organization to market its products and services both inside and outside of its 
traditional franchise areas and made significant investments 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 leading provider of Internet-based services. Consistent with GTE’s decision to 
focus its resources on higher-growth segments of the industry, in late 1997, GTE began a comprehensive review of 
its core operations to identify business activities that were no longer strategic or were inconsistent with its growth 
objectives. As a result of the completion of the initial phase of this review during the fust quarter of 1998, the 
Company committed to a plan to sell or exit various business 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 $.50 per diluted share, for the year. 

Net Assets Held for Sale 

During the fust q&uter of 1998, the Company committed to a repositioning plan that resulted in a decision to sell 
GTE Government Systems Corporation, a supplier of government and defense communications systems; GTE 
Airfone Incorporated, a provider of aircrafi-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 of the sales 
of local access lines will close in 2000. As a result, the net book value of these lines, which approximates $1.6 
billion, continues to be reported in “Property, plant and equipment, net” in the consolidated balance sheets. The 
Company intends to continue to operate all of these assets until sold. Based on the decision to sell, however, the 
Company stopped recording depreciation expense for these assets. This lowered depreciation expense by 
approximately $100 million for the year. 

During 1998-96, GTE Government Systems and GTE Airfone generated combined revenues of approximately $1.6 
billion, $1.4 billion and $1.3 billion, respectively, and operating income of approximately $160 million, $80 million 
and $50 million, respectively. Due to the centralizedmanner in which GTE’s local telephone. companies are 
managed and since the access lines to be sold represent portions of states rather than entire operating companies, 
revenues and operating income applicable to the access lines to be sold are not readily determinable. The 1.6 
million access lines represent~approximately 7% of the average domestic lines that GTE Network Services had in 
service during 1998. 
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Special Charges - asset impairments and exit costs 

Based on the decision to sell, the Company recorded a pretax charge of $200 million to reduce the carrying value of 
GTE Airfone’s assets to estimated net sales proceeds. No charge was recorded for GTE Government Systems or the 
access lines to be sold because their estimated fair values were in excess of their carrying values. 

During the fast quarter of 1998, the Company also committed to a plan to exit a number of other nonstrategic 
business activities. As a result, the Company recorded a pretax charge of $156 million to reduce the carrying value 
of affected assets to expected net salvage value and to recognize costs resulting from the exit plan. The major 
components of the charge include: 

l the write-off of network equipment and supplies for discontinued wireless products and services ($81 million); 
l the shutdown of business units developing interactive video products and services and excess printing facilities 

($42 million); and 
. the write-off of impaired assets in Latin America ($33 million). 

GTE expects that the assets affected by these actions will be sold or discarded within a year of the decision to exit 
the activities to which they relate. 

After completing the review of its operations, the Company also decided to scale back the deployment of the hybrid 
fiber coax (HFC) video nehvorks 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 change in the scale of the HFC 
networks and the effect on future revenues and expenses, the Company recorded a pretax charge for impairment of 
approximately $161 million based on estimated future cash flows. At December 31, 1998, these networks, which 
have generated operating losses of approximately $86 million, had a net book value of approximately $250 million. 

Special Charges-employee related and other actions 

During the f=st quarter of 1998, the Company also decided to consolidate facilities and centralize or eliminate a 
variety of employee functions and, as a result, recorded a $107 million pretax charge. During the second half of the 
year, the Company closed several administrative facilities, including its corporate headquarters in Connecticut and 
approximately 140 domestic retail stores and other locations operated by its National Operations. The cost of these 
actions is composed primarily of employee severance, outplacement and benefit continuation costs for 
approximately 1,700 employees and other costs to exit locations no longer used by the Company. At December 31, 
1998, 1,587 employees had been separated. The Company anticipates that an additional 2,500-3,500 employee 
separations and related actions will occur during the fust quarter of 1999 and that additional charges of 
approximately $lOO-$150 million after-tax will be necessary as the plans are tinalized 

The Company also recorded a pretax charge of approximately $131 million related to nonrecuning federal and state 
regulatory rulings affecting its Network Services unit. Approximately two thirds of this charge relates to 
nonrecurring access rate refunds applied by the FCC retroactively in 1997, which the Company has contested in the 
courts. In addition, the charge also included the write-off of mandated costs, including generic software, and other 
costs incurred by the Company for which revenue recovery was not allowable under the regulatory process. 
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Special Charges-by category and business unit 

The following summarizes the special charges by major category and by business unit affected: 

Major Category: 
Asset impairments 
Exit costs 
Employee related and other actions 

SeveralIce 
Other 

Other actions 

Total 

Business Unit: 
National Operations 

Network Services 
Wireless Products and Services 
Other National Operations 

International Operations 
Corporate and other 

Total 

Initial Charge 

$ 483 
34 

77 
30 

131 

$ 755 

$ 171 
91 

391 
38 
58 

$ 755 

Cash Payments 
(Dollars in Millions) 

$ -. 
10 

33 
22 
94 

h 159 

$ 124 
9 
7 

-- 
19 

$ 159 

Remaining Liability 

$ _- 
24 

44 
8 

$ 38 
25 
__ 

11 
39 

$ 113 

The $58 million included in “Corporate and other” relates to severance and related costs associated with the closing 
of several administrative facilities, including the Company’s corporate h&dquarters and worldwide training facility 
in Comlecticut. 

There have been no adjustments to the liability as originally recorded. 

4. Extraordinary Charges 

During the fust quarter of 1998, GTE recorded after-tax extraordinary charges of $320 million (net of tax benefits 
of $256 million), or $.33 per diluted share. 

Approximately $300 million of the charge related to the discontinuation of SFAS No. 7 1, “Accounting for the 
Effects of Certain Types of Regulation,” by GTE’s Canadian operations. The decision by GTE’s Canadian 
subsidiaries to discontinw using regulatory accounting practices was in response to rulings by the Canadian 
regulatory commission in March of 1998 that opened the Canadian telecommunications market to full competition. 
Under SFAS No. 71, certain assets were depreciated and certain expenses were recognized over a longer period of 
time than would have been the case in a competitive environment. This charge includes a reduction in the net 
carrying value of property, plant and equipment of $270 million to reflect impairment based on the estimated cash 
flows that the assets are expected to generate in a competitive environment and a reduction in costs that had been 
capitalized based on the expectation of fatore recovery of approximately $30 million. 

In addition, during the first quarter of 1998, GTE called $800 million of high-coupon debt and preferred stock prior 
to their stated maturity date, resulting in a one-time, after-tax extraordinruy charge of $20 million. 
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5. Investments in Unconsolidated Companies 

GTE’s investments in companies accounted for on the equity basis at December 3 1, were as follows: 

1998 1997 
(Dollars in Millions) 

CANTV $ 1,751 $ 1,645 
CT1 Holdings, S.A. __ 208 
Other invesmlents 459 482 

Total $ 2,210 $ 2,335 

Compania Anonima National Telefonos de Venezuela (CANTV) is the primary provider of local telephone service 
and national and international long-distance service in Venezuela. CANTV also provides cellular, Internet-access 
and directory advertising services. On December 22, 1998, GTE increased its ownership interest in CANTV from 
25.9% to 26.4%. At December 31, 1998 and 1997, GTE’s investment in CANTV included unamortized goodwill of 
$765 million and $787 million, respectively. 

CTI Holdings, S.A. (CTI), is a consortium providing cellular services in the north and south interior regions of 
Argentina. During 1998, GTE increased its ownership interest in CT1 and assumed management con!ml through the 
conversion of debt to equity, and through the purchase of additional shares. As a result, in the fourth quarter of 
1998, GTE changed the accounting for its investment in CT1 from the equity method to full consolidation. The 
consolidation of CTI, which increased the Company’s revenues and operating income by $126 million and $17 
million, respectively, during 1998 had no effect on net income. As of December 31,1998, CT1 had total assets of 
approximately $1.1 billion, including $700 million of net property, plant and equipment, and long-term debt of 
$712 million. 

Other investments represent cellular partnerships in the U.S. and other international investments 

At December 31,1998, GTE had a 50.8% ownership interest in BC TELECOM, Inc. (BC TELECOM), a full- 
service telecommunications provider in the province of British Columbia, Canada. On January 31,1999, BC 
TBLECOM and TELUS Corporation merged to form a public company called BCT.TBLUS Communications, Inc. 
GTE’s ownership interest in the merged company, BCT.TELUS, is approximately 26.7% and, as such, during the 
fust quarter of 1999, the Company will change the accounting for its investment &om full consolidation to the 
equity method. In 1998, GTE’s consolidated results include the following amounts reiated to BC TELECOM: 
revenues of $2.2 billion, operating income of $589 million, total assets of $2.6 billion, including $1.7 billion of net 
property, plant and equipment, and long-tam debt of $686 million. 

6. Shareholders’ Equity 

Common Stock 

The authorized common stock of GTE at December 31, 1998, consisted of two billion shares with a par value of 
$.05 per share. In 1997, GTE’s Board of Directors authorized the repurchase of up to 20 million shares of currently 
issued GTE common stock in the open market or in privately negotiated transactions. 

Additional Paid-In Capital 

Dividends for the fast and second quarters of 1996 were paid entirely from additional paid-in capital as a result of 
the extraordinary charges taken as of December 31,1995, in connection with the discontinuance of SFAS No. 71 for 
domestic telephone subsidiaries. Beginning in the third quarter of 1996, dividends were paid from retained 
earnings. 
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Accumulated Other Comprehensive Income 

Accumulated other comprehensive income includes cumulative foreign currency translation adjustments of $(407) 
million, $(263) million and $(173) million at December 31, 1998-96, respectively (see Note 1); and cumulative 
unrealized gains on investments in securities of $32 million, $20 million and $5 million at December 3 1,1998-96, 
respectively. 

I. Stock Option and Shareholder Rights Plans 

Stock Option Plans 

GTE maintains broad-based stock option plans that cover substantially all employees. Prior to 1997, options were 
granted separately or in conjunction with stock appreciation rights (SARs). Beginning in 1997, the granting of 
SARs was discontinued. In 1997, shareholders approved the GTE Corporation 1997 Long-Term Incentive Plan (the 
LTIP). Each option granted under the LTIP conveys the right to purchase, at fair market value on the date of the 
grant, shares of GTE commc~n stock. Generally, options have a term of ten years and become vested over a period 
not to exceed seven years. The LTIP plan, as approved, authorizes GTE to issue up to 43 million common shares. 
Through December 31, 1998, options have been granted to purchase 27.2 million shares. In addition, 19.4 million 
options have been granted under predecessor plans. 

The following table summariz es 
thousands): 

stock option activity during each of the last three years (number of options in 

Stock Average 
options Price 

Balance, December 31,1995 15,434 $ 32.21 

Options granted 13,268 41.96 
Options exercised GW 30.29 
Options cancelled or forfeited (154) 37.51 

Balance, December 31,1996 25,914 37.36 

Options granted 22,208 45.28 
Options exercised W51) 33.58 
Options cancelled or forfeited (1,046) 40.31 

Balance, December 31,1997 43,125 41.71 

Options granted 14,703 53.97 
Options exercised (8,672) 39.34 
Options cancelled or forfeited (2,461) 44.78 

Balance, December 3 1, 1998 46,695 $ 45.85 

At December 31, 1998, 17.6 million options were exercisable. 

In 1995, the FASB issued SFAS No. 123, “Accounting for Stock-Based Compensation.” As permitted by SFAS No. 
123, GTE continues to apply the recognition and measurement provisions of Accounting Principles Board Opinion 
No. 25, “Accounting for Stock Issued to Employees” (APB 25). In accordance with APB 25, compensation expense 
is not recognized for stock options on the date of grant since it is GTE’s practice to grant options with an exercise 
price equal to the fair market value of its common stock on the date of grant. Under SFAS No. 123, compensation 
cost is measured at the grant date based on the value of the award and is recognized over the service or vesting 
period. Had compensation cost for GTB’s stock options been determined under SFAS No. 123, based on the fair 
market value at the grant dates, GTE’s proforma net income and diluted earnings per share at December 31 would 
have been as follows: 
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1998 1997 1996 
(Dollars in Millions, Except Per-Share Amounts) 

Net Income 
As reported 
Proforma 

$ 2,172 $ 2,794 !I 2,798 
2,113 2,769 2,776 

Diluted Earnings Per Share 
As reported 
Proforma 

$ 2.24 $ 2.90 $ 2.88 
2.18 2.88 2.86 

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model 
with the following weighted-average assumptions for those options granted in 1998-96: expected volatility of 18%, 
expected maturities of seven years, risk-free interest rates equal to the yield on seven-year US. Treasury notes on 
the grant date and expected dividend yield of approximately 3%. 

GTE maintains a shareholder rights plan. Under the original provisions of this plan, a right to purchase one one- 
thousandth of a share of series A participating no par preferred stock for 5200 (a “Right”) was granted for each 
outstanding share of GTE common stock. As a result of a two-for-one stock split effected after the adoption of the 
plan, each share of GTE common stock is currently entitled to one-half of a Right. The Rights become exercisable 
only if a person or group, without GTE’s prior consent, (i) acquires or commences a tender or exchange offer for 
20% or more of GTE common stock, or (ii) acquires 10% or more of GTE common stock and executes an 
agreement with GTE to effect a merger or other business combination. The Rights have certain anti-takeover 
effects designed to cause substantial dilution to a person or group that attempts to acquire GTB on terms not 
approved by GTE’s Board of Directors. The Rights may be redeemed by GTE at a price of $.Ol per Right, at any 
time prior to becoming exercisable. Under this plan, Rights that are not redeemed or exercised will expire on 
December 7,1999. 

8. Minority Interests 

Minority interests in equity of subsidiaries as of December 31 was as follows: 

1998 1997 
(Dollars in Millions) 

Minority interests in consolidated subsidiaries: 
BC TELECOM (50.8% GTE ownership) $ 550 $ 789 
Qu6bec Telephone (50.1% and 50.6% GTE ownership, respectively) 85 85 
Cellular partnerships and other 159 170 

Preferred securities issued by subsidiaries 1,190 1,209 

Total minority interests $ 1,984 $ 2,253 

Preferred securities issued by subsidiaries include two issues, Series A and B, totaling $1 .O billion of Monthly 
Income Preferred Securities. These securities, issued by GTE Delaware, a limited partnership holding solely GTE 
junior subordinated debentures, are subject to optional redemption at a price of $25 per share. Series A and B 
become callable beginning October 17, 1999, and March 6,2000, respectively, and have cumulatiVe annual 
dividend rates of 9.25% and 8.75% and mature in 2024 and 2025, respectively. 
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9. Debt 

Long-tam debt as of December 3 1, was as follows: 

GTE Corporation: 

1998 1997 
(Dollars in Millions) 

Debentures, maturing 2000 through 2028, average rates 7.9% and 8.7% $ 5,300 $ 4,150 
Guaranteed ESOP obligations, maturing 1999 through 2005, average rate 9.7% 555 555 
Other borrowings, maturing 2000 through 2010, average rates 6.9% and 6.1% 805 807 

6,660 5,512 
Telephone Subsidiaries: 

First mortgage bonds, debentures and notes, maturing through 2031, 
average rates 7.1% and 7.5% 

Other Subsidiaries: 

8,347 7,412 

Debentures and notes, maturing through 2012, average rates 10.1% and 7.3% 1,340 696 

Commercial paper expected to be refinanced on a long-term basis, 
average rates 4.5% and 6.0% 217 1,963 

Total principal amount 16,564 15,583 

Unamortized premium and (discount) -net (59) 13 
Total 16,505 15,596 

Less: Current maturities 1,087 1,102 

Total long-term debt % 15,418 $ 14,494 

Estimated payments of long-tam debt during the next five years are: $1.1 billion in 1999; $1.1 billion in 2000; 
$884 million in 2001; $805 million in 2002; and $661 million in 2003. 

GTE’s telephone subsidiaries finance part of their construction programs through the use of short-term loans, 
including commercial paper, which are refmanced at later dates by the issuance of long-term debt or equity. As a 
result of this practice, at times, the Company has negative working capital. First mortgage bonds issued by GTE’s 
telephone subsidiaries are secured by a lien on substantially ail telephone property, plant and equipment. 

Total short-term obligations as of December 31 were as follows: 
1998 1997 

(Dollars in Millions) 
Commercial paper - average rates 5.4% and 6.1% $ 3,056 $ 2,259 
Notes payable - average rates 3.7% and 6.9% 5 37 
Current maturities of long-term debt 1,087 1,102 

Total short-term obligations $ 4,148 $ 3,398 

At December 3 1, 1998, GTE had lines of credit totaling $5.0 billion available to provide backup to its commercial 
paper program. No amounts had been drawn against these lines of credit at December 3 1,1998. 

10. Financial Instruments 

As of December 31, 1998 and 1997, GTE had entered into interest rate swap agreements primarily to convert 
floating rate long-term and short-term debt to fxed rates. Additionally, GTE had entered into forward interest rate 
swap agreements and forward contracts to sell U.S. Treasury Bonds to hedge against changes in market interest 
rates on planned long-term debt issuances expected to be completed within the next 12 months. GTE used forward 
foreign exchange contracts to offset foreign exchange gains or losses on the foreign currency obligations being 
hedged and used long-term call options on GTE common stock to hedge exposure to compensation expense related 
to outstanding stock appreciation rights. 
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As of December 31, 1998 and 1997, GTE had the following financial instmments in effect: 

Interest rate swaps: 

NOtiOlld 
Amount 

(Dollars in Millions) 

Expiration Weighted-Average 
Dates Pay Rate 

Pay fixed 
1998 
1997 
Pay floating 
1998 
1997 

$ 648 1999-2008 
1,212 1998-2008 

$ 124 1999-2001 
214 1998-2001 

Fonvard interest rate swap agreements: 
1998 
1997 

$ 100 1999 
1,460 1998-2000 

6.3% 
6.3% 

6.2% 
7.0% 

Forward foreign exchange contracts: 
1998 
1997 

Call options on GTE conxnc~n stock: 
1998 
1997 

$ 409 2004 
579 1998-2004 

$ 31s 1999-2006 
380 1998-2006 

GTE has entered into domestic interest rate swaps and forward interest rate swap agreements, where GTE pays fixed 
rates, as indicated in the previous table, and receives floating rates, primarily based on three-month LIBOR. At 
December 31, 1998 and 1997, the three-month LIBOR was 5.1% and 5.8%, respectively. 

GTE’s Canadian telephone subsidiaries have entered into interest rate swaps, where GTE pays floating rates, 
primarily Banker’s Acceptance rates, and receives futed Canadian Dollar treasury rates. At December 31,1998 and 
1997, the Banker’s Acceptance rate was 5.1% and 4.8%, respectively. 

Gains and losses recognized upon the expiration or settlement of forward interest rate swap agreements and forward 
contracts to sell U.S. Treasury Bonds are amortized over the life of the associated long-tam debt issuance as a 
decrease or increase to interest expense. For 1998 and 1997, the net gains (losses) that are being amortized over 
future periods were $(85) million and $2 million, respectively. 

The risk associated with these fmancial instmments arises from the possible inability of counterparties to meet the 
contract terms and from movements in interest and exchange rates as well as the market price of GTE’s common 
stock. GTl3 carefully evaluates and continually monitors the creditworthiness of its counterparties and believes the 
risk of nonperformance is remote. 

The fair values of other fmancial instruments included in the consolidated balance sheets, other than long-term debt, 
closely approximate their carrying value. As of December 31, 1998 and 1997, the estimated fair value of long-tam 
debt based on either quoted market prices or an option pricing model, exceeded its carrying value by approximately 
$1.5 billion and $600 million, respectively. 
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11. Property, Plant and Equipment 

Property, plant and equipment as of December 3 1 was as follows: 
1998 1997 

(Dollars in Millions) 
Land $ 349 $ 369 
Buildings 4,397 4,534 
Plant and equipment 51,489 45,715 
Work in progress and other 3,454 5,872 

Total 59,689 56,490 
Accumulated depreciation (34,823) (32,410) 

Total property, plant and equipment-net $ 24,866 $ 24,080 

At December 31, 1998, total property, plant and equipment-net included approximately $1.6 billion of access lines 
and related equipment held for sale (see Note 3). This represents gross assets of $4.4 billion less accumulated 
depreciation of $2.8 billion. 

12. Employee Benefit Plans 

GTE sponsors several qualified and nonqualified pension plans and other postretirement benefit plans for its 
employees. Substantially all GTE employees are covered under defmed benefit pension plans and postretirement 
health care and life insurance plans. Pension plans are generally noncontributory. Postretirement health care plans 
are generally contributory and include a limit on GTE’s share of the cost for recent and future retirees. All of the 
following information is presented in accordance with the revised disclosure requirements of SFAS No. 132, 
“Employers’ Disclosures about Pensions and Other Postretirement Benefits.” 

The following tables provide a reconciliation of the changes in the plans’ benefit obligations and fair value of plan 
assets for the years ended December 31, and a statement of funded statis as of December 31: 

Benefit obligation at January 1 
Service cost 
Interest cost 
Plan amendments 
Actuarial (gain) loss 
Benefits paid 
Curtailments and settlements 
Assets held for sale 
Other 

Benefit obligation at December 3 1 

Pension Benefits 
1998 1997 

(Dollars 
$ 8,649 $ 8,067 

293 259 
651 618 

10 206 
527 347 

‘:;s; 
(545) 
(339) 

(435) -- 
0 36 

Other Postretirement Benefits 
1998 1997 

in Millions) 
$ 4,104 $ 4,065 

44 43 
234 240 
(34) 

(272) (43) 
(230) (222) 

(2) (11) 
(175) __ 

32 32 
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Fair value of plan assets at January 
Actual return on plan assets 
Company contributions 
Benefits paid 
Settlements 
Assets held for sale 
Other 

1 

Fair value of plan assets at December 3 1 

Pension Benefits 
1998 1997 

(Dollarc 
$ 16,934 $ 15,097 

2,511 2,689 
105 

(545) 
(379) 

(626) 
(33) (60) 

$ 17,949 $ 16,934 

Other Postretirement Benefits 
1998 1997 

1 in Millions) 
$ 524 $ 416 

83 44 
217 253 

(230) (222) 

(71) 
__ 
__ 

33 33 

$ 556 $ 524 

Funded status as of December 3 1 
Unrecognized transition asset 

$ 9,160 $ 8,285 $ (3,145) $ (3,580) 
(244) (318) 

Unrecognized prior service cost (benefit) 241 261 (626) (731) 
Unrecognized (gain) loss (4,626) (4,171) (SO) 248 

Net amount recognized $ 4,531 $ 4,057 %_o u4,063) 

The following table provides the amounts recognized in the consolidated balance sheets as of December 31: 

Prepaid pension costs 
Accrued benefit liability 

Net amount recognized 

Pension Benefits Other Postretirement Benefits 
1998 1997 1998 1997 

(Dollars in Millions) 
$ 4,927 $ 4,361 $ -- $ -- 

(396) (304) (3,821) (4,063) 

$ 4,531 $4,057 A $ (4,063) 

The following table provides the components of net periodic benefit cost for the yews ended December 31: 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of 

Transition asset 
Prior service cost (benefit) 
Net gain 

Curtailments and settlements 

Net periodic benefit cost 

Pension Benefits Other Postretirement Benefits 
1998 1997 1996 1998 1997 1996 

(Dollars in Millions) 
$ 293 $ 259 $ 250 $ 44 $ 43 $ 49 

651 618 593 234 240 255 
(1,307) (W3) (1,136) (39) (32) (22) 

(76) (8% (96) 

(Z) (4% (57) 
(7j (73 (53) 

(1) 
(35) (269) (70) (2) -- -- 

$ (508) $ (707) $ (501) $ 149 $ 172 $ 228 

In addition to the net periodic benefit costs reported in the previous table, GTE recognized one-time costs for 
special termination benefits provided under voluntary and involuntary separation programs of $19 million, $64 
million and $20 million in 1998-96, respectively. Curtailment and settlement gains or losses related to these 
programs, divestitures occurring during the period and benefit obligations settled through the purchase of annuities 
for certain retiee pensions are reflected in the above table. 
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The weighted-average assumptions used III measuring the Company’s benefit obligations as of December 31 are as 
follows: 

Discount rate 
Rate of compensation increase 

Pension Benefits Other Postretirement Benefits 
1998 1997 1998 1997 
7.00% 7.25% 7.00% 7.25% 
4.75% 5.00% __ __ 

The expected return on pension plan assets for 1998 and 1997 was 9.00%. The expected return on other 
p&retirement benefits plan assets for 1998 and 1997 was 8.00%. 

The assumed health care cost trend rate is 6.75% in 1999 and is assumed to decrease gradually to an ultimate rate of 
5.50% in the year 2004. A one percentage point change in the assumed health care cost trend rate would have the 
following effects on the Company’s other postretirement benefits: 

1% Increase 1% Decrease 
(Dollars in Millions) 

Effect on 1998 service and interest costs $ 25 $ (23) 
Effect on p&retirement benefit obligation as of December 31,1998 241 (223) 

Savings and Stock Ownership Plans 

GTE sponsors employee savings plans under section 401(k) of the Internal Revenue Code. The plans cover 
substantially all full-time employees. Under the plans, GTE provides matching contributions in GTE common stock 
based on qualified employee contributions. Matching contributions charged to income were $95 million, $76 
million and $80 million in the years 1998-96, respectively. 

GTE also maintains an Employee Stock Ownership Plan (ESOP). In 1989, the ESOP borrowed $700 million to 
acquire, at market value, 24.6 million shares of GTE common stock, which will be used to meet GTE’s contibutions 
to certain employee savings plans through the year 2004. The unpaid balance of the loan, which has been 
guaranteed by GTE, is included in the accompanying consolidated balance sheets as long-term debt and short-term 
obligations with a similar reduction in shareholders’ equity. The debt service payments, including interest, made by 
the ESOP for the years 1998-96 totaled $100 million, $96 million and $92 million, respectively. These payments 
were funded by $47 million, $49 million and $45 million of dividends accumulated oc the GTE stock held by the 
ESOP and by $53 million, $47 million and $47 million of cash contributions by GTE in 1998-96, respectively. 

13. Income Taxes 
I 

Income before income taxes is as follows: 

Domestic 
Foreign 

Total 

1998 1997 1996 
(Dollars in Millions) 

$ 3,246 $ 3,720 $ 3,799 
799 698 613 

$ 4,045 s 4,418 $ 4,412 
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The income tax provision (benefit) before extraordinary charges is as follows: 
1998 1997 1996 

(Dollars in Millions) 
CUrreIlt: 

Federal $ 612 $ 725 $ 851 
Foreign 293 256 241 
State and local 177 187 107 

1,082 1,168 1,199 
Deferred: 

Federal 451 451 399 
F0reigIl (14) (26) (38) 
State and local 56 65 97 

493 490 458 

Amortization of deferred investment tax credits (22) (34) (43) 

Total provision $ 1,553 $ 1,624 $ 1,614 

The amortization of deferred investment tax credits relates to the amortization of investment tax credits previously 
deferred by GTE’s telephone subsidiaries. 

A reconciliation between taxes computed by applying the statutory federal income tax rate to pretax income and 
income taxes provided in the consolidated statements of income is as follows: 

Amounts computed at statutory rates 
State. and local income taxes, net of federal benefit 
Minority interests and preferred stock dividends 
Amortization of investment tax credits 
Other differences - net 

Total provision 

1998 1991 1996 
(Dollars in Millions) 

$ 1,416 $ 1,546 $ 1,544 
151 164 133 

(:;I (ii) (‘z) 
(96) (64) 

$ 1,553 $ 1,624 $ 1,614 

The tax effects of temporary differences that give rise to the deferred income tax (benefits) and deferred income tax 
liabilities at December 31 are as follows: 

1998 . 1997 
(Dollars in Millions) 

Depreciation and amortization s 1,625 $ 1,830 
Employee benefit obligations (LW W73) 
Prepaid pension costs 1,688 1,439 
other - net 278 335 

Net deferred tax liability $ 1,781 $ 1,731 

14. Earnings per Common Share 

Basic earnings per common share is computed by dividing net income available to common shareholders by the 
weighted-average number of common shares outstanding during the period. Diluted earnings per common share is 
calculated in a similar manner except that the weighted-average number of common shares outstanding during the 
period includes the potential dilution that could occur if stock options or other contracts to issue common stock were 
exercised. The number of shares included in diluted earnings per common share for the potential issuance of 
common shares was 5.2 million in 1998,4.3 million in 1997, and 3.4 million in 1996. Certain outstanding options 
to purchase common shares were not included in the. computation of diluted earnings per common share because to 
do so would have been anti-dilutive for the period, including 1.0 million shares during 1998, 8.5 million shares 
during 1997, and 8.7 million shares during 1996. 
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