
GTE CORPORATION  AND SUBSIDIARIES

Item 2. Management’s  Discussion  and  Analysis  of Financial  Condition
And Results  of Operations

Overview

Consolidated ODerations

Results  for the third quarter  and  first nine  months  of 1999  reflect  continuing  strong  customer growth  and the
favorable  effects of cost-cutting  initiatives.  Reported net income  was $1,368 million, or $1.39 per diluted share,  for
the third  quarter of 1999  and $3,026  million,  or $3.09  per diluted share,  for the first nine months of 1999. In 1998,
repotted net income was $822 million,  or $.85 per diluted  share, for the third quarter and $I,3 17 million, or $1.36  per
diluted share,  for the nine  months  ended  September30,  1998.  The Company’s  reported results  for 1999 and 1998
were affected  by one-time items,  changes  in the method  of accounting for certain international  investments due to
changes  in ownership and the sale of substantially all of the Government  Systems  business  on September  1, 1999.
The one-time  items, changes  in the method of accounting  for certain international  inveshnents and the sale  of
Government  Systems  are each  described  in further detail in this “Overview”  section.  Other significant transactions
are discussed  in “Segment  Results  of Operations.”

The table below summarizes  reported  and adjusted  key financial  results  foi the three  months  and nine months  ended
September 30, 1999, respectively,  compared  to the same  periods  in 1998.

Three  Months Ended Nine Months  Ended
September  30, Percent September  30,

1999 1998 Change 1999 1998
(Dollars  in Millions  except  per-share  amounts)

Percent
Change

Reported  revenues
Accounting  for international

investments
Normalization  for sale of

Government  Systems
Adjusted  revenues

Reported  operating  income
Accounting  for international

investments
Nommlization  for sale of

Government  Systems
Special  items

Adjusted  operating  income

Reported  net income
Special  items
Extraordinary  charges

Adjusted  net income

$ 6,428 S 6,480 $ 18,595  $ 18,642

_. (430) -_ (1,248)

_- (86)
7.8% $ 18,595  $ 17,308 7.4%

$ 2,378 S 1,650 $ 5,521  $ 3,674

__ (152) __ (441)

12.1%  li-%% $

(6)
755

3,982 12.9%

$ 1,368 $ 822 S 3,026 $ I.317
(416) -- (605) 482

__ __ 30 320
$ 952 $ 822 15.8% S 2,451 $ 2,119 15.7%

Diluted earnings per share-reported $ 1.39 $ .85 $ 3.09 IF I .36
Diluted earnings per share-adjusted $ .97 $ .85 14.1% $ 2.50 $ 2.19 14.2%
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1999 One-time Items
Special Items

During  the third  quarter of 1999, the Company  recorded  special  items of $705 million ($416 million after-tax, or $.42 per
diluted share). Included  in the special  items are a pretax  gain of $754 million  on the sale  of substantially  all of GTE
Government  Systems  on September 1, 1999 to General  Dynamics  Corporation.  The after-tax  impact of this gain  is $445
million, or $45 per diluted  share.  Also included is a special charge  of $49 million  ($29 million after-tax,  or S.03 per
diluted share)  related to the impaimtent  of assets  associated  with the Company’s  decision to exit certain small, non-core
business  activities.

During  the first quarter of 1999, the Company  recorded a pretax gain  of $5 13 million associated  with the merger  of BC
TELECOM  and  TELUS.  The after-tax  impact of this gain is $308 million, or $.32 per diluted share. See “Accounting
for International Investments” for additional  infortnation.

During the first quarter of 1999,  the Company  also recorded  special  charges  of $192 million ($1 I9 million after-tax, or
$.12  per  diluted  share)  associated  with completed employee  separation  programs. The charge  included  separation  and
related benefits  such as outplacement  and  benefit  continuation  costs  for approximately 3,000 employees.

Extraordinary ChargeExtraordinary Charge
During  the fust quarter of 1999, GTE repurchased  $338 million of high-coupon debt through  a public tender  offer priorDuring  the fust quarter of 1999, GTE repurchased  $338 million of high-coupon debt through  a public tender  offer prior
to its stated  maturity,  resulting in a one-time,  after-tax  extraordinary  charge  of $30 million  (net of tax benefits  of $16to its stated  maturity,  resulting in a one-time,  after-tax  extraordinary  charge  of $30 million  (net of tax benefits  of $16
million),  or SO3 per diluted  share.million),  or SO3 per diluted  share.

1998 One-time Items
Special Items

During  the first quarter of 1998, the Company  committed  to tt 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  B pretax charge  of $755 million, $482 million atkr-tax, or $.50 per diluted share, for the year.  The
strategic  actions  to which  the 1998 special  charges  relate  were  completed as planned  consistent  with the original  cost
estimates.

The plan  included  the proposed  sale  of GTE Government  Systems  Corporation,  GTE Airfone Incorporated  and
approximately  1.6 million domestic access  lines located in 13 states.  The status  ofthese transactions  is discussed  in “Net
Assets  Held for Sale.”

Extraordinary Charges
During  the first quarter of 1998, GTE recorded  after-tax extraordinary  charges  of $320  million (net of tax benefits  of
$256 million), or $.33  per  diluted  share, resulting from the discontinued  use  of SFAS No. 71, “Accounting for the
Effects of Certain  Types  of Regulation,”  by its Canadian  operations,  and the early retirement  of long-term debt.

Net Assets Held For Sale

During  the tirst quarter of 1998, the Company  committed  to a repositioning plan that resulted in rt decision  to sell GTE
Government  Systems,  GTE Airfone and  approximately  1.6 million domestic access  lines. The sales  of GTE Government
Systems  and  GTE Airfone were expected  to close in 1999 and, accordingly,  their net assets  arc classified  as “Net assets
held for sale” at December  3 1, 1998. When completed, all of these transactions  are expected to generate  after-tax
proceeds  aggregating  in excess  of $4 billion.
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On June  22, 1999, GTE entered  into  an agreement  with General  Dynamics Corporation  to sell three  divisions of GTE
Government Systems  Corporation  for $1.03 billion. The sale closed on September  1, 1999. A&x-tax  gains of $445
million  were recognized  on this sale. On November  4, 1999, GTE entered into an agreement  with DynCorp  to sell the
remaining division.  The sale,  which is subject to normal regulatory  approvals, is expected  to close  by year-end.
Therefore, the associated  net assets  of this division are classified as “Net assets  held for sale” in the condensed
consolidated  balance sheets. Revenues  for this remaining  division  were  555 million and  $159 million for the thiid
quarter  and  year-to-date  of 1999,  respectively.

On June 24, 1999, GTE entered into  an agreement  with Oak Hill Capital Partners, L.P. (Oak Hill) to sell GTE Airfone.
The agreement  was terminated  on October  19, 1999 when GTE and  Oak Hill were unable  to agree  on the final  terms of
the sale. GTE will continue lo pursue  the sale  of GTE Airfone. Accordingly, GTE Airfone’s  net assets are classified  as
‘Net assets held for sale”  in the condensed  consolidated balance  sheets.  Revenues from GTE Airfone were  $32 million
and  $106 million for the third quarter and  year-to-date  of 1999, respectively.

During the third  quarter of 1999, the Company  continued  to make significant  progress  with its plan to sell approximately
I,.6 million domestic access  lines. GTE has  entered into  defmitive agreements to sell approximately  1.5 million switched
access lines located in Alaska,  Arizona,  Arkansas,  California,  Iowa, Minnesota,  Missouri,  Nebraska, New Mexico,
Oklahoma, Texas and  Wisconsin.  The Company is still negotiating  to sell about 100,000  local customer  lines  in Illinois
and  is expected  to enter  into  an agreement by the end  of 1999. All sales  are contingent upon  final  agreements  and
regulatory  approvals, and all sales are expected to close in 2000.

The net property, plant and equipment of the access  lines to be sold of $1.6 billion has  been reclassified as “Net assets
held for sale” in the condensed  consolidated balance sheets  as of September  30, 1999. The Company  will continue  to
operate  all of these  assets  until  sold. Given the decision to sell,  the Company  stopped  recording depreciation  expense  for
these  assets.  Depreciation  expense  was accordingly  $190 million lower for the fast nine months  of 1999. The I.6
million  access  lines  represent  approximarely  7% of the average  switched  access  lines that  the Company  had  in service
during  1998  and  contributed approximately  4% to 1998 consolidated revenues.

Accounting for International Investments

Af December 31, 1998, GTE had  a 50.8% ownership interest  in BC TELECOM, a full-service  telecommunications
provider in the province of British Columbia, Canada. On January  3 1, 1999,  BC TELECOM  and TELUS Corporation
merged  to form a public company called TELUS (formerly known as BCT.TELUS  Communications,  Inc.).  GTE’s
ownership  interest in the merged company, TELUS,  is approximately  26.7% and,  as such,  during the first quarter of
1999,  the Company  changed  the accounting for its investment  from full consolidation  to the equity method. BC
TELECOM’s  results  ofoperations for 1998 are reflected in reported revenues  and expenses,  while for 1999 the TELUS
net results  are reported as a component of “Other (Income) Expense” in the condensed  consolidated  statements  of
income.

CT1 Holdings, S.A. (CTI), is a consortium providing  cellular  services in the north and south  interior  regions  of
Argentina. During the fourth  quarter of 1998,  GTE increased  its ownership  interest  in CT1 and  changed  the accounting
for its investment i?om the equity method to full consolidation.  The CT1 net results  for 1998  are reflected in “Other
(Income)  Expense,” while for 1999 CTI’s  results of operations  are reflected  in reported revenues  and expenses  in the
condensed  consolidated statements  of income.

The 1998 comparative  adjustments  to reflect the deconsolidation of BC TELECOM and the consolidation  of CTI,
consistent  with 1999 reporting,  are more folly  described  in the discussion  of “Segment  Results  of Operations  -
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International  Operations.” For comparative  discussion  purposes  only, 1998 consolidated revenues,  as previously  shown,
have been adjusted  to reflect the current method of accounting  for these  international investments. Consolidated  net
income and  earnings  per share  are not affected by these  changes  in accounting  methods.

Proposed Merger  with Bell Atlantic Corporation

Bell Atlantic  and GTE Corporation  have  announced  a proposed  merger of equals  under a definitive  merger agreement
dated July  27, 1998. At annual  meetings held in May 1999, the shareholders  of each  company  approved the merger.
The completion of the merger  is subject  to a number  of conditions,  including certain regulatory  approvals  and  receipt of
opinions that the merger will be tax-free.

Both  companies  are working diligently to complete the merger  and  are targeting  completion  of the merger around  the
end  of the first quarter of 2000. However, Bell Atlantic  and  GTE most obtain  the approval  of a variety  of state and
federal  regulatory agencies  and, given  the inherent  uncertainties  of the regulatory  process,  the closing  of the merger may
be delayed.

This Management’s  Discussion and  Analysis  is based  on GTE’s own historical  financial results. It does not  reflect  the
impact that  the proposed  merger  will have  on Future financial  performance  of the post-merger  combined company.
Information  about  the proposed merger is provided in Note  I I to the condensed  consolidated  financial  statements.

Segment Results of Operations

GTE has four reportable  segments.  Three reportable  segments  are within GTE’s  National  Operations and the fourth
reportable  segment  is GTE’s  International  Operations. Additional  information  about the segments  is located  in Note IO
to the condensed  consolidated  financial  statements.

The results  of GTE’s  National Operations  include  the Network Services, Wireless  Products and Services,  and the
Internetworking  reportable  segments,,  representing  62%, 14%. and 4% of consolidated  year-to-date  revenues,
respectively. Smaller business  units comprising Other National Operations, representing  14% of consolidated year-to-
date revenues,  include GTE Technology  and  Systems,  GTE Communications  Corporation,  GTE Directories  Corporation
and GTE Airfone.

Network Services
Nehvork  Services  provides wireline  communication  services  within its operating  areas,  including  local telephone service,
toll calls within  franchised areas  and access  services  that  enable  long-distance  carriers to complete calls to or from
locations outside  of GTE’s operating  areas. Network Services  also provides complex voice and  data services  to
businesses,  billing and collection,  operator-assistance  and inventory management  services to other telecommunications
companies.
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Revenues and  Sales

Local  services
Network access  services
Toll services
Directory  services  and other

Total  revenues
hersegment  revenues

Total external  revenues

Three  Months  Ended
September  30, Increase Percent

1999 I998 (Decrease) Change
(Dollars  in Millions)

$ 1,521 $ 1,465
1,389 1,340

160 203
813 886

3,883 3,894
(117) (91)

$ 3,766 S 3,803

Nine  Months Ended
September  30,

I999 1998

$ 56

(26)

$ (37)

increase Percent
(Decrease) Change

4%

(2;;
(8)%
__
__

(I)%

Local  services
Network  access  services
Toll services
Directory  services  and other

Total  revenues
Intersegment  revenues

Total external  revenues

(Dollars  in Millions)
S 4,462  % 4,348 $ 114 3%

4,124 3,961 163
499 662 (163) (2:;

2,377 2,328 49 2%
11,462 I 1,299 163 I%

(315) (213) (102) __

$ 11,147  $ 11,086  % 61 1%

Local  services
Access  line growth of4.3%  over the last  12 months  generated  increased  revenues  of $55 million and  $156 million for the
three  and  nine months  ended  September 30, 1999,  respectively.  This access  line growth  reflects higher demand  for
Internet  services,  including  second  lines. Revenue  growth was  also attxibutable  to increased revenues  from vertical
services  of $23 million and  $56 million for the third quarter  and  year-to-date  periods,  respectively.  Partially offsetting
the higher  growth are mandated price reductions  during  1999 and  favorable regulatory adjustments  that  occurred  in
1998. These  items reduced  revenues  by $24 million for the third quarter and $76 million  for the first nine  months  of
1999.

Network  access  services
The increases  in network  access  services  revenues  for the third quarter and  fust nine months of 1999 compared with the
same  periods  in 1998  were  the result of growth in access  minutes  of use  of 7.3% and 8. I%, respectively. This growth
was  due in part  to higher  network  usage  by alternative providers  of intraLATA toll services. In addition, special  access
revenues,  driven by growing demand for increased  bandwidth  by high-capacity  users,  increased $5 1 million and $ I64
million  in the three  month and  nine month periods,  respectively.  These  increases  were  partially offset by price
reductions mandated  by federal  and state  regulation  which lowered revenues  by $49 million and  $186 million,
respectively,  for the three and nine months  ended  September  30, 1999.

Toll services
Toll services  revenues  decreased  in the third quarter and  tint nine  months  of 1999  compared with the same  periods  in
1998 due to lower toll volumes resulting  t?oom continued  competition  from alternative providers  of intraLATA toll
services. Toll minutes  of use  declined  14.9% and  17.4%, respectively, for the three and  nine months  ended  September
30, 1999 over the prior  year periods. Revenue  reductions  from intraLATA toll competition  were partially  offset by
increased  network access  revenues  for network usage  by alternative providers of intraLATA  toll services.
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Directory  services  and other
Directory  services  revenues  result  primarily from publication  rights received  from GTE Directories  Corporation
(included in the results  of “Other  National  Operations”)  for sales  of Yellow Pages  advertising  to customers  in Network
Services’ operating  areas. Directory  services  revenues decreased  $55 million and  $43 million for the third  quarter and
first nine months  of 1999, respectively, related to the timing of directory  publications.  Billing and collection  services
revenues  decreased  $14 million and  increased  $20 million in the three and  nine months  ended  September  30, 1999,
respectively.  This activity was partially  offset  by telecommunications  service revenues  and equipment  sales  which
contributed  $17 million and $72 million  to the revenue growth for the third quarter and first nine months of 1999
compared  with the same periods  in 1998.

Operating Costs  and  Expenses
Three Months  Ended

September  30, Percent
1999 I998 (Decrease) Change

(Dollars  in Millions)
Cost of services  and sales $ 1,242  $ 1,364  ‘$ (122) (9)%
Selling,  general and administrative 483 575 (92) (16)%
Depreciation  and amortization 642 657 (15) (2)%

Total  operating  costs and expenses $ 2,367  S 2,596  $ (229) (9)%

Nine Months Ended
September  30, Increase Percent

1999 1998 (Decrease) Change
(Dollars  in Millions)

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

Total  operating  costs  and expenses

$ 3,780 $ 4,019 ‘$ (239)

1,580 1,5681,918 1,971 (2,

‘V$

(3);
113 171 (58) (34)%

$ 7,391 s 7,735 $ (344) (4)%

Operating costs  and  expenses
Operating costs  and  expenses  decreased  for the three  and  nine months ended  September 30, 1999, compared to the same
periods  in 1998.  In general, higher  costs associated  with increased  telecommunications  equipment  sales volume  and
customer  and  access  line growth were  offset by productivity  improvements  resulting  from the employee-reduction
program  initiated in the first quarter  of 1999. The employee-reduction  program,  which is expected to produce
annualized  savings  at Network Services  of approximately  $450 million, also  resulted in the settlement of pension
obligations. As such,  the Company  was able  to recognize pension plan gains  in excess  of the employee  obligations for
those  employees  leaving the Company. These favorable  pension  settlement gains  were $222 million and  $394 million in
the third quarter  and  first nine months  of 1999, respectively. Partially offsetting  the year-to-date  cost  decreases  were
increased  costs for the publication ofthe Company’s  White  Pages  directories  of $54 million and  the absence  of favorable
adjustments  to employee benefits and  other  liabilities which  reduced 1998 expenses  by $159 million.  In addition,  net
costs of $64 million and $153 million for the third quarter and first nine months of 1999, respectively,  were capitalized
due to the adoption  of Statement of Position  (SOP) 9X-1, “Accounting  for the Costs  of Computer  So&ware  Developed  or
Obtained for Internal Use.”
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The  decreases  in depreciation  and  amortization  expenses  for the three and nine months ended  September  30,1999,
compared  to the same  periods  in 1998,  are primarily driven by the discontinuation of depreciation  on approximately I .6
million  non-strategic  access lines  held for sale, which  reduced  expense  by $62 million  and $190 million, respectively.
These  decreases  are partially  offset  by $47 million and  $129 million, respectively,  of increased depreciation expense  on
additional investment in network facilities  resulting from increased demand  for switched access  lines  in the three and
nine month  periods  of 1999,  respectively.

For a description  of the special  charges,  see “Overview - 1999 and 1998 One-time Items.”

Wireless Products and Services
Wireless  Products  and Services  provides wireless voice and  data  communications  services within  licensed  areas in the
US., sells  cellular  telephones  and  accessories  and provides support services  to other wireless  telephone companies.

Revenues  and Sales
Three  Months Ended

September 30, Percent
1999 1998 Increase Change

(Dollars in Millions)
\S 829 $ 685 ‘% 144 21%

I16 97 19 20%

$ 945 s 782 $ 163 21%

Service revenues
Equipment sales and other

Total revenues

Nine Months Ended
September 30, Percent

1999 1998 l"CEFSE- Change
(Dollars in Millions)

Service revenues $ 2,306 $ 2,006 $ 300 15%
Equipment sales and other 325 287 38 13%

Total revenues $ 2,631 $ 2,293 $ 338 15%

GTE’s wireless  customer  base grew 11% during the last  12 months, which  contributed an estimated $66 million  and
$163 million  to the increases  in service revenues  for the third quarter  and  year-to-date  periods, respectively. Total
domestic  customers  served  reached  approximately  5.2 million at September 30, 1999. In addition,  service  revenues
increased  by $93 million and $198 million for the third  quarter and fust nine months  of 1999 due to a change  in the
manner  of reporting customer  roaming  revenue.  Prior to 1999, the Company  netted  these  revenues with roaming  charges
settled with other  carriers  (see  offsetting  increase  in “Operating  Costs  and  Expenses”  below). Without  this change,
growth  in total  revenues  would have been 11% and 5% for the third  quarter and  year-to-date  periods, respectively.
These  increases  were partially  offset  by a decline in the average revenue per  user, reflecting the increasing  level  of
competition in the wireless industry. The increases in equipment sales and other revenues for the three and nine months
ended  September  30, 1999  were  primarily  due to retail  customer growth.

2 3



GTE CORPORATION AND SUBSIDIARIES

Management’s  Discussion and Analysis of Financial  Condition
And Results of Operations - Continued

Operating  Costs  and  Expenses

Cost  of services  and sales
Selling, general  and administrative
Depreciation  and amortization

Three  Months  Ended
September  30, Increase Percent

1999 1998 (Decrease) Change
(Dollars  in Millions)

8 513 $ 271 $ 242 89%
194 207 (13) (6)%
114 111 3 3%

Total operating  costs  and expenses $ 821  $ 589 $ 232 39%

Cost of services  and sales
Selling, general  and administrative

Depreciation  and amortizationSpecial  charges

Total operating  costs and expenses

Nine  Months  Ended
September  30, Increase Percent

1999 1998 (Decrease) Change
(Dollars  in Millions)

$ 1,231 $ 765 $ 466 61%
590 604 (14) (2)%

342 328 I424 91 (67) (7:;

$ 2,187 S 1,788  $ 399 22%

The increases  in operating  costs  and expenses  for the three and  nine  months  ended  September 30, 1999  were primarily
due  to increased  customer roaming charges  paid to other wireless carriers  of $133 million and $204 million for the third
quarter and year-to-date  periods, respectively. Customer  roaming charges  were higher for both  periods  due to high
customer acceptance  and  stimulated usage  of new,  flat-rate bundled  minute rate plans that allow local,  regional  and
national roaming  at competitive  rates. Also, operating  costs  and expenses  have  increased  by $93 million and  $198
million for the third quarter  and first nine months of 1999 due to a change  in the reporting of customer  roaming  revenues
(see  offsetting increase  in “Revenues and Sales” above).  In addition, due  to the I I% growth in customers,  acquisition
and retention costs  have increased  $30 million and  $95 million for the three  and  nine  month periods  compared  to last
year.  Also contributing  to the variance  were gains  on the sale of wireless properties  recorded in the third quarter and
year-to-date  of 1998 of $15 million and $65 million,  respectively.  These  cost increases  were offset  by continuing  cost
reduction initiatives. Depreciation  and amortization  increased  for the three  and nine  months ended  September 30, 1999,
compared with the same periods in 1998, as a result of continued investment  in the wireless network to provide  greater
digital capacity and  coverage.

For a description ofthe special charges,  see “Overview  - 1999 and  1998  One-time  Items.”

Internetworking
The Internetworking  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  hosting,  application  development  and  systems  integration
services. Internetworking also  includes  the investment  in GTE’s  national fiber-optic  network  which is expected to be
fully operational by December 1999. Recent investments in undersea  cable  have  now expanded the reach  of the
nationwide  network  into Europe, Asia  and  Latin America.

This segment  does not  include  the results  of GTE’s traditional local  data businesses,  such as high-speed  dedicated
circuits and  ADSL,  which continue to be reflected  in the Company’s  Network Services  segment.
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Revenues  and Sales

Revenues  a”d sales
Intersegment  revenues

Total  external  revenues

$

$

Three  Months  Ended
September  30, increase Percent

1999 1998 (Decrease) Change
(Dollars  in Millions)

285 $ 151 % 134 89%
(II) (9) (2) __

274 $ 142 s 132 93%

Nine Months  Ended
September  30, I”CWlX Percent

1999 1998 (Decrease) Change
(Dollars in Millions)

Revenues and sales $ 735 % 414 $ 321 78%
Intersegment  revenues (49) (26) (23) __

Total  external  revenues $ 686 $ 388 $ 298 77%

Intemehvorking  revenues  for the third  quarter of 1999 and year-to-date  increased  over the same periods of 1998  due  to
customer  growth and  revenues  derived fioom consumer  and  business  Internet-based products  and  services.  The increases
also  reflect the expanded  relationship with America  Online (AOL), for which  GTE provides national  network
deployment  services  in support  of AOL’s dial-up  network,  and  the favorable  settlement of an arbitrated  dispute.

Operating Costs  and Expenses
Three  Months  Ended

Cost of services  and sales
Selling,  general  and administrative
Depreciation  and amortization

Total operating  costs and expenses

September 30, Percent
1999 1998 Increase Change

(Dollars  in Millions)
267 S I45 $ 122 84%
I10 88 22 25%
50 28 22 79%

427 6 261 $ 166 64%

Cost of services  and sales
Selling,  general and administrative
Depreciation  and anmrtization

Total operating  costs and expenses

Nine Months  Ended
September  30, Percent

1999 1998 l”C~~8.% Change
(Dollars in Millions)

$ 702 $ 438 $ 264 60%
293 282 II 4%
135 83 52 63%

8 1,130  $ 803 S 327 41%

The increase  in cost of services  and  sales for the third quarter of 1999 and year-to-date  compared  with the same  periods  in
1998 reflects  growth  in the cost of the network int?astmctwe  to support a growing  customer base  and  new service
offerings, as well as the continued  expansion  of dial-up  networks operated for AOL. Selling, general and administrative
costs  increased  in the three and nine  months ended  September 30, 1999 compared with the same  periods of 1998  due to
increased  selling expenses  associated  with customer  growth.  Depreciation  and  amortization  expenses  increased  for the
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third quarter of 1999 and  year-to-date  compared with the same periods  in 1998  primarily due to the continued  investment
in the national fiber-optic network.

Other  National  Operations
GTE’s  Other  National Operations  include: GTE Technology  and  Systems,  GTE Communications  Corporation,  GTE
Directories  Corporation  and  GTE Airfone. Eliminations for intersegment  activity  occurring within  National  Operations
are also included  in Other National Operations.

Technology  and Systems is primarily composed  of GTE Government  Systems.  The Company  sold substantially all of its
Government  Systems  business  to General Dynamics  on September I, 1999.

GTE Communications  Corporation  (GTECC)  includes GTE’s  national sales  and marketing  organization, which  enables
GTE to offer a complete  bundle oftelecommunication  services  and expand  beyond  its traditional  operating  boundaries.
GTECC also includes  GTE Long Distance,  which  provides long-distance  services  to customers  in all 50 states,  and GTE
Video Services, which  provides video  services  to residential  and  business  customers  in California, Florida  and Hawaii.

Revenues  and Sales
Three  Months  Ended

September  30, Increase Percent
1999 1998 (Decrease) Change

(Dollars  in Millions)
Technology  and Systems S 291  ‘$ 347 ‘$ (56) (l6)%
Communications 391 281 II0 39%
Other,  including  eliminations 196 209 (13) (6)%

Total  revenues 8 878 $ 837 $ 41 5%

Technology  and Systems
Communications
Other, including  eliminations

Total revenues

Nine  Months  Ended
September  30, I”C”%Se Percent

1999 1998 (Decrease) Change
(Dollars  in Millions)

S 1,023 $ 1,039  $ (16) (2)%
1,082 742 340 46%

448 561 (113) (20)%

8 2,553  8 2,342  $ 211 9%

The sale of substantially  all of the GTE Government  Systems  business  effective  September I, 1999, as previously
mentioned, resulted  in a decrease  in Technology  and  Systems  revenues  compared  to 1998. The third quarter of 1999
only includes  two months of GTE Government  Systems  revenue,  whereas  the same quarter last year  includes  a full three
months  of revenue. The increases  in GTECC’s revenues  are attributable in part to increased  revenues  from long-distance
operations,  higher contract sales to medium and  large business  customers  and  revenues  from bundled  local, long
distance,  wireless, paging and Internet services. The growth  in long-distance  revenues  is due to a 27% increase  in the
number of customers  since September 30, 1998 to approximately  3.2 million  customers.  At September  30, 1999 there
were 239,000  customers  of bundled services,  an increase  of 232% since the third quarter  of 1998.
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Operating Costs  and  Expenses
Three  Months Ended

September  30, l"CPSSe Percent
I999 1998 (Decrease) Change

~Dollars  in Millions)
Cost  of services  and sales
Selling, general  and administrative
Depreciation  and amortization
Special  items

Total  operating  costs  and expenses

~~$ 689 $ 582 $ 107 18%
177 203 (26) (13)%

55 55 __ ._
(705) -. (705) __

$ 216 8 840 $ (624) (74)%

Cost of services  and sales
Selling, general  and administrative
Depreciation  and amortization
Special  items

Total  operating  costs and expenses

Nine Months  Ended
September  30, I"C"XS~ Percent

1999 1998 (Decrease) Change
(Dollars  in Millions)

$ 2,048 16 1,815  $ 233 13%
599 550 49 9%
166 I51 15 10%

(663) 397 (1,060) -_

$ 2,150  S 2,913 $ (763) (26)%

Total operating costs and  expenses,  excluding  depreciation, amortization  and  special  items,  were higher  in the third
quarter of I999  and  year-to-date  compared with the same periods  in 1998  primarily due  to increased  capacity costs
associated  with GTECC’s revenue  growth  and higher provisions  for oncollectibles, partially  offset  by lower advertising
and telemarketing costs.

For a description ofthe special  items, see “Overview - 1999 and 1998  One-time  Items.”

GTE’s International  Operations, which represent  7% of consolidated  revenues,  provide  telecommunications  services  in
the Dominican  Republic,  Argentina  and  Canada and operate  directory-advertising  companies  in Europe  and Latin
America through consolidated subsidiaries. GTE also participates  in ventures/consortia  that  are accounted  for on the
equity basis. These investments  include a full-service  telecommunications company in Venezuela,  a paging network  in
China  and  a nationwide  wireless network  in Taiwan. In March  1999, GTE completed the acquisition  of 40% of the
Puerto Rico Telephone  Company  (PRTC). PRTC is a full-service  telecommunications  provider serving the
Commonwealth  of Puerto  Rico and is accounted for under  the equity method.  Also, in June  1999, GTE acquired  a PCS
license  for the Buenos Aires,  Argentina greater metropolitan  area. The license,  one  of two auctioned by the Argentine
government,  covers a population of I3 million.

BC TELECOM, a majority-owned  Canadian  subsidiary of GTE, merged  with TELUS  on January  3 I, 1999. GTE’s
ownership interest in the merged company,  TELUS  (formerly  known as BCT.TELUS  Communications,  Inc.), is 26.7%;
therefore, beginning  in 1999, GTE has  deconsolidated BC TELECOM  and  now accounts  for the investment  in TELUS
using  the equity  method of accounting. In addition,  during the fourth  quarter of 1998, GTE increased  its ownership
interest  in CTI Holdings,  an Argentine  wireless company, and began  accounting  for CTI Holdings  on a consolidated
basis.
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The tables  below represent  reported  and adjusted  fmancial  results,  including  the impact  of the changes  in accounting
methods described  above. For comparative purposes,  the financial  results  are discussed  on an adjusted  basis.

Reported  Revenues  and  Sales

Local services

Three  Months  Ended Nine  Months  Ended
September 30, September 30,

1999 1998 1999 1998
(Dollars  in Millions)

S 95 s 295 $ 263 S 915
Toll services 77 217 218 686
Wireless  services 129 84 417 227
Directory  services and other 170 229 423 557

Total reported revenues and sales $ 471 $ 825 $ 1,321 $ 2,385

The following table provides  supplemental detail  for GTE’s International  Operations  revewes.  The results  for the three
and  nine months  ended  September  30, 1998 have  been adjusted  to reflect the deconsolidation  of BC TELECOM and  the
consolidation of CTI, consistent  with 1999 reporting.

Adjusted  Revenues  and Sales

Local services
Toll services
Wireless  services
Directory  services  and other

Three  Months  Ended
September  30, l"CWWC PWX"t

1999 1998 (Decrease) Change
(Dollars  in Millions)

$ 95 $ 75 $ 20 21%
77 75 2 3%

129 135 (6) (4)%
I70 110 60 55%

$ 471 $ 395 $ 76 19%Total adjusted revenues and sales

Local  services
Toll services
Wireless  services
Directory  services  and other

Total  adjusted revenues  and sales

Nine Months Ended
September  30, 1”CKa.X Percent

1999 I998 (Decrease) Change
(Dollars  in Millions)

$ 263 $ 222 $ I 8%
218 234 (E, (7)%
417 399 I8 5%
423 282 I41 50%

S 1,321 $ 1,137  $ 184 16%

Local  services
Local rate increases,  as part  of an overall  rate  rebalancing  effort in the Dominican  Republic, combined with increased
access  lines in service  contributed  to the increases  in local service revenues  for the third quarter and first nine months  of
1999 compared  to the same periods  in 1998.
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Toll services
Rate reductions  in Latin America  and  Canada stemming  from rebalancing  programs and competitive  pressures  led to
overall  decreases  in toll revenues  for the first nine months  of 1999. These rate reductions are partially  offset  by
increased  toll volumes.

Wireless  services
Wireless  services  revenues  primarily represent  cellular, PCS and paging services. Consolidated  wireless subscriber
growth  of 55% over the last  I2 months,  driven primarily  by increased  prepaid wireless  subscriben  within  the Latin
American  operations,  contributed  to the 1999 year-to-date revenue  increase.  These increases  were significantly  offset by
lower average  revenue  per  user. In addition, during  the thud quarter of 1999, a one-time  reclassification  was  recorded  to
reflect  cellular  product  sales  revenues  in Directory  services  and other.

Directory services  and  other
Directory services  and  other  revenues  result  primarily  from sales  of Yellow Pages  advertising  to local and national
businesses,  along with equipment and other product  revenue and sales. Increased product  revenues  and sales  and  the
one-time  third quarter  reclassification from Wireless  services  revenue  discussed  above contributed  to the third quarter
and  nine month  increases.  Also contributing  to the increases  were higher Yellow Pages  advertising  revenues  in Canada
and Europe, including a change  in reporting for publication-right  fees paid to local exchange carriers  which contributed
$33 million and  $57 million to revenues  for the third quarter and year-to-date  periods (see “Adjusted  Operating  Costs
and  Expenses”  below).  In addition, 1999 results  include  the activities  of Axesa  Information, Inc., a directory  publication
business  in Puerto  Rico for which GTE acquired  a controlling  interest  in April 1999,  as well as revenues  from
technology right-to-use fees  paid  to the Company.

Reported Operating Costs  and  Expenses

Cost of services  and sales
Selling, general and administrative
Depreciation  and amortization
Special  items

Total  reported operating  costs  and expenses

Three Months  Ended Nine Months Ended
September  30, September  30,

1999 1998 1999 1998
(Dollars  in Millions)

$ 196  $ 274 $ 520 $ 811
II7 208 349 611
57 108 I77 327

__ _- (513) 38

$ 370 $ 590 $ 533 IF 1,787

The 1999 year-to-date special  item represents  a pretax  gain of $513 million associated  with the merger of BC
TELECOM and TELUS, as previously described.  The after-tax  impact of this gain is $308  million, or $.32  per diluted
share.

The following table provides  supplemental detail  for GTE’s International  Operations  operating  costs  and expenses.  The
results  for the three  and  nine months  ended  September  30, 1998 have  been  adjusted  to exclude  the special  items and
reflect  the deconsolidation  of BC TELECOM and  the consolidation  of CTI, consistent  with 1999 reporting.
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Adjusted  Operating  Costs  and Expenses

Cost of services  and sales
Selling,  general and administrative
Depreciation  and amortization

Total adjusted  operating  costs  and expenses

Three  Months  Ended
September  30, I”CL%3% Percent

1999 1998 (Decrease) Change
(Dollars  in Millions)

$ 196 $ II9 $ 65%
I17 135 (Z) (13)%
57 58 (I) (2)%

$ 370 $ 312 $ 58 19%

Cost of services  and sales
Selling,  general and administrative
Depreciation and amortization

Total adjusted  operating  costs and expenses

Nine Months  Ended
September  30, Increase Percent

1999 1998 (Decrease) Change
(Dollars  in Millions)

S 520 S 389 S I31 34%
349 382 (33) (9)%
I77 171 6 4%

$ 1,046  $ 942 S 104 II%

Higher  network  and  customer support  costs  related to the increased  service revenues, combined with higher  equipment
cost of sales,  contributed  to the increases  in cost  of services  and  sales  for both  the three  and  nine  months  ended
September  30, 1999. The classification  change  for directory publication-right fees also contributed  to the increases  in
costs  for the third  quarter and  first nine months of 1999  compared  with the same  periods  in 1998 (see “Directory  services
and other” revenues  above). The decreases  in selling,  general  and administrative  expenses  for both the three  and nine
month  periods  primarily reflect  lower  selling  and commission expenses  related  to wireless customer  acquisitions  within
the Latin  American  operations.

Equity Income
Three  Months  Ended

Reported  Equity Income
Adjusted  Equity  Income

September  30, - Percent
)98 l"C*CZ%Se Change
n Millions)

1999 IS
(D= ~~~~

$ 82 $ 23 ‘$ 59 __
82 63 19 30%

September  30, Percent
1999 1998 l”C*WSe Change

fDollars  in Millions)
Reported  Equity Income $ 234 $ 68 ‘$ 166 __
Adjusted  Equity  Income 234 I89 45 24%

Equity income  (reflected  in “Other (Income) Expense” in the condensed  consolidated statements  of income) of $234
million for the first nine months  of 1999 increased $45 million, or 24%, compared to the same period in 1998, after
adjusting  for the changes  in accounting method  previously  described. A Taiwan cellular  consortium,  which became
operational  in January  1998, has  added  over 2.2 million customers  to date. This strong  increase  in customer  growth
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coupled  with increased  earnings  from our investment in CANTV,  the Venezuelan  telephone  company, contributed  to the
equity earnings  increase  for the first nine months  of 1999.

Consolidated Financial Condition
Nine Months  Ended

September  30,
1999 1998
(Dollars  in Millions)

Cash  flows  from (used in):
Operations
Investing
Financing

Operations

$ 4,550 $ 4,721
(2,861) (3,837)

1,399 0554)

Cash  from operations  includes  losses  associated  with the Company’s  Internetworking  and Other National  growth
initiatives. In addition,  results  include  the previously  discussed  increased  pension  settlement gains and equity  in income
of unconsolidated companies,  offset  by greater deferred income taxes  and working  capital requirements  that  were  less
than  the same  period  last year.

Investing
Capital  expendihaes totaled $3.3  billion  in the nine months  ended  September 30, 1999, a 16% decrease  from the $4.0
billion spent  during the same period  in 1998. This variance is attributable  to lower capital expenditures  for the Network
Services  segment,  the deconsolidation  of BC TELECOM to the equity method of accounting  and the Company’s
decision  in 1998 to scale  back the deployment  of its hybrid fiber coax video networks. The majority  ofthe 1999  new
investments  were made  to acquire facilities  and develop and  install applications necessary  to support  the growth  in
demand  for GTE’s  core  services,  facilitate the introduction  of new products  and  services,  and increase  operating
efficiency  and productivity. Significant investments  have also  been made to build and expand  GTE’s  national  fiber-optic
data network. Capital  expenditures for 1999 are expected to be comparable to 1998  levels.

In March  1999, the Company  completed  its purchase  of approximately  40% of the Puerto  Rico Telephone Company
(PRTC) for approximately  $360 million. In June  1999, the Company  was awarded one of two Personal  Communications
Services  (PCS) wireless licenses  that were auctioned  by the government  of Argentina  for the Buenos  Aires greater
metropolitan  area. The total purchase  price was $301 million of which  approximately  $120 million has  been  paid.

In 1998, GTE committed  to a plan to sell GTE Government  Systems,  GTE Airfone and approximately  1.6 million
domestic  access  lines. When completed,  all of these transactions  are expected  to generate  after-tax  proceeds  aggregating
in excess  of $4 billion. On September  I, 1999  GTE sold  a substantial  portion of GTE Government  Systems  to General
Dynamics  Corporation  for $1.03  billion.

Financing
Cash  provided by financing  activities totaled %I .4 billion during the nine months  ended  September  30, 1999  compared
with cash  used  of $664 million for the same  period in 1998. The Company  retired $1.0  billion  of long-term debt  in the
first nine months  of 1999 compared with long-term debt and preferred  security retirements of $1.9  billion for the same
period in 1998. Additionally, on October  17, 1999, GTE redeemed $488 million of 9.25% monthly  income preferred
securities  due 2024. The Company  issued  $3.2 billion of long-term  debt  in the fust nine  months  of 1999 compared  with
$3.5 billion in the first nine  months  of 1998. Certain  of GTE’s domestic telephone  operating  subsidiaries  have  shelf
registration statements  tiled  with the Securities and Exchange Commission  that  total  $1.6  billion  as of September  30,
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