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GTE SOUTH INCORPORATED 
Notes to Financial Statements 

1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Description of Busiwess 

GTE South Incorporated (the Company) provides a wide variety of communications services ranging from local 
telephone service for the home and office to highly complex voice and data services for various industries. At 
December 3 1, 1998, the Company served 2,483,604 access lines in the states of Alabama, Illinois, Kentucky, North 
Carolin& South Carolina and Virginia. The Company is a wholly-owned subsidiary of GTE Corporation (GTE). 

Basis of Presentation 

The Company prepares its financial statements in accordance with generally accepted accounting principles, which 
require management to make estimates and assumptions that affect the reported amounts. Actual results could differ 
from those estimates. 

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

Transactions with Affiliates 

GTE Supply (100% owned by GTE) provides constnxtion and maintenance equipment, supplies and electronic 
repair services to the Company. These purchases and services amounted to $83.0 million, $96.3 million and $91.0 
million for the years 1998-1996, respectively. Such purchases and services are recorded in the accounts ofthe 
Company at the lower of cost, including a return realized by GTE Supply, or fair market value. 

The Company is billed for data processing services and equipment rentals, and receives management, consulting, 
research and development and pension management services from other affiliated companies. The Company’s 
financial statements also include allocated expenses resulting from the sharing of certain executive, administrative, 
financial, accounting, marketing, personnel, engineering and other support services being performed at consolidated 
work centers within GTE. The amounts charged for these affiliated transactions are based on proportional cost 
allocation methodologies. These charges amounted to $169.7 million, $64.5 million and $72.3 million for the years 
1998-1996, respectively. The significant increase in 1998 charges is due to a reorganization of support functions 
within GTE. The cost of these support functions, which was previously recorded directly by the Company, is now 
allocated to the Company on a proportional cost basis. 

GTE Funding Incorporated (an affiliate of the Company) provides short-term financing and investment vehicles and 
cash management services for the Company. The Company is contractually obligated to repay all amounts borrowed 
on its behalf by GTE Funding Incorporated. Interest expense on these borrowings amounted to approximately $4.2 
million in 1998 and $2.9 million in 1997. 

The Company has an agreement with GTE Directories Corporation (Directories) (100% owned by GTE), whereby 
the Company provides its subscriber lists, billing and collection and other services to Directories. In addition, when 
Directories sells Yellow Page directory advertising to customers within the Company’s franchise area, the Company 
records a portion ofthe sale as revenue. Revenues from these activities amounted to $44.7 million, $43.1 million 
and $42.7 million for the years 1998-1996, respectively. Also, the Company is billed for certain printing and other 
costs associated with telephone directories, including the cost of customer contact information pages which are 
included in the Company’s White Pages directories. These charges amounted to $36.1 million, $6.2 million and $5.6 
million for the years 1998-1996, respectively. 
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Revenue Recognition 

Revenues are recognized when earned. This is generally based on usage ofthe Company’s local-exchange networks 
or facilities. For other products and services, revenues are generally recognized when services are rendered or 
products are delivered to customers. 

Depreciation and Amortization 

The Company depreciates assets using the remaining life methodology and straight-line depreciation rates. This 
method depreciates the remaining net investment in telephone plant, less anticipated net salvage value, over 
remaining economic asset lives. This method requires the periodic review and revision of depreciation rates. 

The economic asset lives used by the Company are as follows: 

Average lives (in wars) 
Fiber-optic cable 
Copper wire 
Switching equipment 
Circuit equipment 

20 
15 
10 
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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 investment in telephone plant. 

Employee Benefit Plans 

Pension and postretirement health care and life insurance benefits earned during the year as well as interest on 
projected benefit 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 associated with employee separations are recognized when the pension obligations are settled and 
the gain or loss is determinable. 

Valuation of Assets 

The impairment oftangible or intangible assets is assessed when changes in circumstances indicate that their 
carrying value may not be recoverable. Under the Financial Accounting Standards Board’s (FASB) Statement of 
Financial Accounting Standards (SFAS) No. 121, “Accounting for the Impairment oflong-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 ofthe goodwill is first 
eliminated before any reduction to the carrying value oftangible or identifiable intangible assets. The Company’s 
policy is to record asset impairment losses, and any subsequent adjustments to such losses as initialIy 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. 

Income Taxes 

The Company’s results are included in GTE’s consolidated Federal income tax return. The Company participates in 
a tax-sharing agreement with GTE and remits tax payments to GTE based on its tax liability on a separate company 
basis. 
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Deferred tax assets and liabilities are established for temporary differences between the way certain income and 
expense items are reported for financial 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. 

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 

The Company uses a variety of financial inshwnents to hedge its exposure to fluctuations in interest. The Company 
does not use financial 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. 

Inventories and Supplies 

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

Software 

The Company 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 5 years. Software maintenance costs 
are expensed as incurred. In 1998 and 1997, $24.7 million and $9.1 million, respectively, of software expenditures 
were capitalized associated with the implementation of new administrative systems within the Company. 

Recent Accounting Pronouncements 

In March 1998, the American Institute of Certified Public Accountants issued Statement of~Position (SOP) 98-1, 
“Accounting for the Costs ofcomputer Software Developed or Obtained for Internal Use.” Under the provisions of 
this SOP, effective January 1, 1999, the Company 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 network- 
related software of approximately $26.9 million. 

Effective January 1, 1998, the Company adopted SFAS No. 130, “Reporting Comprehensive Income.” During the 
years ended December 3 1, 1998, 1997, and 1996, there were no differences between net income and comprehensive 
income. 

In June 1998, the FASB issued SFAS No. 133, “Accounting for Derivative Instruments 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 Company is currently assessing the impact 
ofadopting SFAS No. 133 which is effective January 1,200O. 

2. PROPOSED MERGER WlTH BELL ATLANTIC CORPORATlON 

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 I .22 shares of Bell Atlantic stock for each GTE share they own. The 
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merger is subject to shareholder and regulatory approvals. GTE and Bell Atlantic hope to complete the merger in 
late 1999 or early 2000. 

3. PLANNED ASSET SALES 

During the first quarter of 1998, the Company committed to a plan that resulted in a decision to sell approximately 
7,000 switched access lines located in Illinois. 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 $3.3 million, continues to be reported in “Property, plant and equipment, net” in the balance sheet. 
Until sold, the Company intends to continue to operate all ofthese assets. Based on the decision to sell, however, the 
Company stopped recording depreciation expense for these assets. 

Due to the centralized manner in which GTE’s local telephone companies are managed and since the access lines to 
be sold represent a portion of a state rather than the entire Company, revenues and operating income applicable to 
the access lines to be sold are not readily determinable. The 7,000 access lines represent less than 1% of the average 
switched access lines that the Company had in service during 1998. 

4. EXTRAORDINARY CHARGE 

During the first quarter of 1998, the Company recorded an after-tax extraordinary charge of $0.2 million (net of tax 
benefits of $O.l), reflecting premiums paid on the redemption of high-coupon debt prior to state maturity. 

5. PREFERRED STOCK 

Cumulative preferred stock, not subject to mandatory redemption, consists of4,119 authorized and outstanding 
shares ofthe 5.20%, $100 par value series, at December 31, 1998 and 1997. 

Cumulative preferred stock, subject to mandatory redemption, is as follows: 

1998 1997 
Shares SliZireS 

Authorized 
4.64% $25 par value 97,200 
5.00% $50 par value __ 41,114 
5.16% $50 par value _- 120,000 

Total __ 258,314 

1998 
December 3 1, 

1997 

Outstanding 

4.64% $25 par value 
5.00% $50 par value 
5.16% $50 par value 

Total 

Shares Amount Shares Amount 
(Dollars in Millions) (Dollars in Millions) 

._ $ __ 68,200 $ 1.7 
__ __ 8,480 0.4 
-_ __ 10,986 0.6 - 
-_ $ __ 87,666 $ 2.7 
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The outstanding preferred stock is redeemable at a premium, at any time, in whole or in pan, on thirty days notice 

During 1997, 1,210 shares ofthe 5.00% Series were offered to the Company for repurchase and no shares of the 
5.16% and 4.64% Series were offered for repurchase. 

In March 1998, the Company redeemed all outstanding shares of 4.64%, 5.00%, and 5.16% Series ofpreferred stock 
with cash from operations. The Company incurred $0. I million pretax in premiums associated with these 
redemptions. No shares of preferred stock were held by or for the account of the Company and no shares were 
reserved for officers and employees, or for options, warrants, conversions or other rights. 

The preferred shareholders are. entitled to voting rights (on an equal basis with the common shareholder) in the event 
dividends in arrears equal or exceed the annual dividends on all preferred stock. Otherwise, the preferred 
shareholders have no voting rights. The Company is not in arrears in its dividend payments at December 31, 1998. 

6. COMMON STOCK 

The authorized common stock of the Company consists of 25,000,OOO shares with a par value of $25 per share. All 
outstanding shares of common stock are held by GTE. 

There were no shares of common stock held by or for the account of the Company and no shares were reserved for 
officers and employees, or for options, warrants, conversions or other rights. 

At December 3 1, 1998, $20.2 million of retained earnings were restricted as to the payment of cash dividends on 
common stock under the most restrictive terms of the Company’s Articles of Incorporation. 

I. DEBT 

Long-term debt as of December 3 I, was as follows: 

First mortgage bonds: 
7 5/8 % Series U, due 2002 
7 314 % Series, due 2003 
10.54 % Series VV, maturing through 2008 
8.88 % Series WW, maturing through 2009 

Debentures: 
7.25 % Series B, due 2002 
6.0 % Series C, due 2008 
7.5 % Series D, due 2026 
6.125% Series E, due 2007 

Other 
Total principal amount 

Unamortized premium and discount-net 

Total 

Less: current maturities 

Total long-term debt 

1998 1997 
(Dollars in Millions) 

$ -_ $ 21.0 
__ 10.9 

17.6 19.4 
25.9 28.2 

150.0 150.0 
125.0 125.0 
250.0 250.0 
225.0 __ 

-_ 0.1 
793.5 604.6 

7.2 9.5 

800.7 614.1 

(4.1) (4.2) 

$ 796.6 $ 609.9 
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In June 1998, the Company issued $225.0 million of 6.125% Series E debentures, due 2007. The net proceeds were 
applied toward the repayment of short-term borrowings incurred in connection with the redemption of $3 1.9 million 
of long-term debt prior to stated maturity in March 1998. The Company incurred $0.3 million pretax in premiums 
associated with this retirement. Net proceeds were also used to finance the Company’s construction program and for 
general corporate purposes. 

In May 1997, the Company retired $22.5 million of long-term debt prior to stated maturity. The Company incurred 
$0.3 million in premiums associated with this retirement. 

The aggregate principal amount of bonds and debentures that may be issued is subject to the restrictions and 
provisions ofthe Company’s indentures. None of the securities shown above were held in sinking or other special 
funds of the Company or pledged by the Company. Debt discounts and premiums on the Company’s outstanding 
long-term debt are amortized over the lives of the respective issues. Substantially all ofthe Company’s telephone 
plant is subject to the liens of the indentures under which the bonds listed above were issued. 

Estimated payments of long-term debt during the next five years are: $4.1 million each year during 1999-2001; 
$154.1 million in 2002 and $4. I million in 2003. 

Total short-term obligations as of December 3 I, were as follows: 

1998 1997 
(Dollars in Millions) 

Current maturities of long-term debt $ 4.1 $ 4.2 
Notes payable to affiliates-average rate 5.4% and 6.2% 106.8 151.3 

Total $ 110.9 $ 155.5 

The Company participates with other affiliates in a $1 .S billion 364-day syndicated revolving line of credit and has 
access to an additional $1.0 billion in short-term liquidity through GTE and GTE Funding Incorporated’s bi-lateral 
revolving lines of credit. 

At December 3 1, 1998, the Company had a note payable with GTE Funding in the amount of $106.4 million, which 
the Company is contractually obligated to repay. 

8. FINANCIAL 1NSTRUMENTS 

The fair values of financial instruments, other than long-term debt, closely approximate their carrying value. As of 
December 3 1, 1998, the estimated fair value of long-term debt based on either reference to quoted market prices or 
an option pricing model, exceeded the carrying value by approximately $42 million. The estimated fair value of 
long-term debt as of December 31, 1997 was lower than the carrying value by approximately $7 million. 
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9. I N C O M E  T A X E S  

T h e  i ncome tax prov is ion (benef i t )  is as  fol lows: 

Current :  
Federa l  
state 

Defer red:  
Federa l  
state 

Amor t izat ion of de fe r red  investment  tax credits 
Total  prov is ion 

1 9 9 8  1 9 9 7  1 9 9 6  
(Dol lars in  Mi l l ions) 

$  114 .6  $  155 .7  $  102 .3  
14 .5  34 .8  13 .8  

129 .1  190 .5  116 .1  

42 .5  (6.6)  36 .5  
9 .6  (4.0)  12 .1  

52 .1  (10.6)  48 .6  

(2.7)  (3.4)  (4.2)  
$  178 .5  $  176 .5  $  160 .5  

A  reconci l ia t ion be tween  taxes compu ted  by  app ly ing  the statutory federa l  i ncome tax rate to pre tax i ncome a n d  
i ncome taxes p rov ided  in  the statements of i ncome is as  fol lows: 

1 9 9 8  1 9 9 7  1 9 9 6  
(Dol lars in  Mi l l ions) 

A m o u n ts compu ted  at statutory rates $  164 .9  $  162 .4  $  147 .4  
S tate a n d  local  i ncome taxes, net  of federa l  i ncome tax effect 15 .7  20 .0  16 .8  
Amor t izat ion of de fe r red  investment  tax credits (2.7)  (3.4)  (4.2)  
O ther  d i f ferences - net  0 .6  (2.5)  0 .5  

Total  prov is ion %  178 .5  $  176 .5  $  160 .5  

T h e  tax effects o f temporary  d i f ferences that g ive  r ise to the de fe r red  i ncome tax benef i ts  a n d  de fe r red  i ncome tax 
l iabil i t ies at D e c e m b e r  3  I, a re  as  fol lows: 

Deprec ia t ion  a n d  amort izat ion 
E m p l o y e e  benef i t  ob l igat ions 
P repa id  pens ion  cost 
Investment  tax credits 
S tate a n d  local  taxes 
O ther  - net  

Net  de fe r red  tax l iabil i ty 

1 9 9 8  1 9 9 7  
(Dol lars in  Mi l l ions) 

$  124 .5  $  84 .1  
(82.4)  (85.7)  
58 .8  47 .0  

4 .0  6 .6  
2 .2  10 .3  

38 .1  33 .5  
$  145 .2  $  95 .8  
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10. EMPLOYEE BENEFIT PLANS 

The FASB issued SFAS No. 132, “Employers’ Disc losures about Pensions and O ther Postretirement Benefits,” in 
February 1998. The new standard does not change the measurement or recognition of costs for pension or other 
postretirement plans. It standardizes disclosures and eliminates those that are no longer useful. 

Certain disclosures are required to be made of the components of pension credits, postretirement benefit costs and 
the funded status of the plans, including the actuarial present value of accumulated plan benefits, accumulated or 
projected benefit obligation and the fair value of plan assets. W e do not present such disclosures because the 
structure of the GTE plans does not permit the plans’ data to be readily d&aggregated. 

Pension Plans 

The Company participates in noncontributory defined benefit pension plans sponsored by GTE covering 
substantially all employees. The benefits to be paid under these plans are generally based on years of credited 
serv ice and average final earnings. GTE’s  funding policy, subject to the minimum funding requirements of 
employee benefit and tax laws, is  to contribute such amounts as are determined on an actuarial basis to accumulate 
funds sufficient to meet the plans’ benefit obligation to employees upon their retirement. The assets of the, plans 
consist primarily of corporate equities, government securities, and corporate debt securities. 

The s ignificant weighted-average assumptions used by GTE for the pension measurements were as follows at 
December 3 1: 

1998 1997 

Discount rate 7.00% 7.25% 
Rate of compensation increase 4.75% 5.00% 
Expected return on plan assets 9.00% 9.00% 

Net periodic benefit credit was $27.5 million, $33.1 million, and $32.3 million for the years 1998-1996, respectively 

Postretirement Benefits O ther than Pensions 

Substantially all of the Company’s  employees are covered under postretirement healthcare and life insurance benefit 
plans sponsored by GTE. The determination of benefit cost for postretirement health plans is  generally based on 
comprehensive hospital, medical and surgical benefit plan provisions. The Company intends to fund amounts for 
postretirement benefits as deemed appropriate. 

Postretirement benefit cost was $15.5 million, $31.6 million, and $41.5 million for the years 1998-1996, 
respectively. The weighted-average assumptions used by GTE in the actuarial computations for postretirement 
benefits were as follows at December 3 I: 

Discount rate 
Expected return on plan assets 

Savings Plans 

199x 1997 

7.00% 7.25% 
8.00% 8.00% 

The Company sponsors employee sav ings plans under section 401(k) of the Internal Revenue Code. The plans cover 
substantially all full-time employees. Under the plans, the Company provides matching contributions in GTE 
common stock based on qualified employee contributions. Matching contributions charged to income were $4.1 
million in 1998 and $4.3 million in 1997 and 1996. 
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11. I’ROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment is summarized as follows at December 31: 

1998 1997 
(Dollars in Millions) 

Land $ 19.7 $ 19.3 
Buildings 243.6 223.2 
Plant and equipment 4,132.0 3,772.0 
Construction in progress and other 112.1 271.2 

Total 4,507.4 4,285.7 
Accumulated depreciation (2,X07.2) (2,664.0) 

Total property, plant and equipment - net IF 1,700.2 $ 1,621.7 

At December 3 1, 1998, property, plant and equipment-net included approximately $3.3 million of access lines and 
related equipment held for sale (See Note 3). This represents gross assets of$12.6 million less accumulated 
depreciation of $9.3 million. 

12. REGULATORY AND COMPETITIVE MATTERS 

The Company is subject to regulation by the regulatory bodies ofthe states of Alabama, Illinois, Kentucky, North 
Carolina, South Carolina and Virginia for its intrastate business operations and by the Federal Communications 
Commission (FCC) for its interstate operations. 

As was the case in 1997, much of 1998’s regulatory and legislative activity at both the state and federal levels was a 
direct result of the Telecommunications Act of 1996 (Telecommunications Act). Along with promoting competition 
in all segments of the telecommunications industry, the Telecommunications Act was intended to preserve and 
advance universal service. 

Significant Customer 

Revenues received from AT&T Corp. include amounts for access and billing and collection during the years 1998- 
1996 under various arrangements and amounted to $181.9 million, $192.4 million and $188.3 million, respectively. 

13. COMMITMENTS AND CONTINGENCIES 

The Company has noncancelable operating leases covering certain buildings, office space and equipment. Rental 
expense was $19.7 million, $18.9 million and $11.2 million in 1998-1996, respectively. Minimum rental 
commitments under noncancelable leases are $4.4 million, $3.6 million, $3.0 million, $2.6 million and $2.5 million 
for the years 1999-2003, respectively, and aggregate $12.8 million thereafter. 

The Company is subject to a number of proceedings arising out of the conduct of its business, including those 
relating to regulatory actions, commercial transactions and environmental, safety and health matters. Management 
believes that the ultimate resolution ofthese matters will not have a material adverse effect on the results of 
operations or the financial position ofthe Company. 

Recent judicial and regulatory developments, as well as the pace of technological change, have continued to 
influence industry trends, including accelerating and expanding the level of competition. As a result, the Company’s 
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operations face increasing competition in virtually all aspects of its business. The Company supports greater 
competition in telecommunications, provided that, overall, the actions to eliminate existing legal and regulatory 
barriers allow an opportunity for all service providers to participate equally in a competitive marketplace under 
comparable conditions. 

14. SEGMENT REPORTING 

Effective December 3 1, 1998, GTE adopted SFAS No. 13 1, “Disclosures about Segments of an Enterprise and 
Related Information.” SFAS No. 13 1 establishes standards for reporting fiancial information about operating 
segments in annual financial statements and requires reporting of selected information about operating segments in 
interim financial reports. 

The Company does not have separate reportable segments of its own. The Company is part of the Network Services 
product segment of GTE’s National Operations segment. Network Services provides wireline communication 
services within franchised areas. These services include local telephone service and toll calls as well as access 
services that enable long-distance carriers to complete calls to or from locations outside of the Company’s operating 
areas. Network Services also provides complex voice and data services to businesses, billing and collection, and 
operator assistance services to other telecommunications companies and receives revenues in the form of a 
publication right from an affiliate that publishes telephone directories in its operating areas. 

15. ADDITIONAL INCOME STATEMENT INFORMATION 

The components of “Other - net” for the years ended December 3 1, are as follows: 

1998 1997 1996 
(Dollars in Millions) 

Income from the reversal of expired representation 
and warranty reserves associated with 1993 property sales $ 

Expense associated with the early retirement of debt 

Total Other-Net $ 

-- $ -- $ (15.1) 
__ 0.3 __ 

__ $ 0.3 $ (15.1) 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To the Board of Directors and Shareholders of 
GTE South Incorporated: 

We have audited the accompanying balance sheets of GTE South Incorporated (a Virginia corporation and wholly- 
owned subsidiary of GTE Corporation) as of December 3 1, 1998 and 1997, and the related statements of income, 
shareholders’ equity and cash flows for each of the three years in the period ended December 3 1, 1998 as set forth 
under Item 8 and Schedule II of this report. These fmancial statements and the schedule and exhibit referred to 
below are the responsibility of the Company’s management. Our responsibility is to express an opinion on these 
financial statements and the schedule and exhibit based on oix audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position 
of GTE South Incorporated as of December 3 I, 1998 and 1997, and the results of its operations and its cash flows 
for each of the three years in the period ended December 3 1, ,1998, in conformity with generally accepted accounting 
principles. 

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a whole. The 
supporting schedule and exhibit listed under Item 14 are presented for purposes of complying with the Securities and 
Exchange Commission’s rules and are not a required part of the basic financial statements. The supporting schedule 
and exhibit have been subjected to the auditing procedures applied in the audits ofthe basic financial statements and, 
in our opinion, fairly state in all material respects the financial data required to be set forth therein in relation to the 
basic financial statements taken as a whole. 

Dallas, Texas 
January 28, 1999 
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MANAGEMENT REPORT 

To Our Shareholders: 

The management of GTE South Incorporated (the Company) is responsible for the integrity and objectivity of the 
financial and operating information contained in this Annual Report on Form IO-K, including the financial 
statements covered by the Report of Independent Public Accountants. These statements were prepared in conformity 
with generally accepted accounting principles and include amounts that are based on the best estimates and 
judgments of management. 

The Company has a system of internal accounting controls which provides management with reasonable assurance 
that transactions are recorded and executed in accordance with its authorizations, that assets are properly safeguarded 
and accounted for, and that financial records are maintained so as to permit preparation of financial statements in 
accordance with generally accepted accounting principles. This system includes written policies and procedures, an 
organizational structure that segregates duties, and a comprehensive program of periodic audits by the internal 
auditors. The Company has also instituted policies and guidelines which require employees to maintain the highest 
level of ethical standards. 

JOHN C. APPEL 
President 

LAWRENCE R. WHITMAN 
Vice President - Finance and Planning 
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 

None. 
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