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other general corporate purposes. The debt securities of those
subsidiaries continue to he accorded high ratings by primary rating
agencies. After the announcement of the Beil Atlantic-GTE merger,
the rating agencies placed the ratings of certain of aur subsidiaries
under review for potential downgrade. In January 2000, Standard &
Poor's revised its requlatory separation palicy as it applies to U.5.
telephone companies. Under the revised policy, Standard & Poor’s
will no longer assign higher corporate credit ratings to telephone
operating subsidiaries. Rating actions by Standard & Poor's on Bell
Atlantic and its operating telephone subsidiaries reflect both the
new policy and their continued CreditWatch listings, which resuylted
from the pending Bell Atlantic-GTE merger.

We also have a $2.0 billion Euro Medium Term Note Program, under
which we may issue notes that are not registered with the Securities
and Exchange Commission. The notes may be issued from time to
time by our subsidiary, Bell Atlantic Global Funding, Inc. (BAGF), and
will have the benefit of a support agreement between BAGF and Bell
Attantic. There have been no notes issued under this program.

In March 1999, we raceived cash proceeds of $38Q millign from a
financing transaction inveiving cellular assets between BAM and

~ Crown Castle International Corporation. A joint venture was formed
for the primary purpose of financing BAM's investment in cellular
towers. BAM, together with certain partnerships in which it is the
managing partner (the managed entities), contributed ta the joint
venture approximately 1,460 cellular towers in exchange for approxi-
mately $380 million in cash and an equity interest of approximately
17.7% in the joint venture. BAM and the managéd entities have
leased back a portion of the towers, and the joint venture will lease
the remaining space o third parties. The joint venture also plans ta
build new towers.

In 1999, we received cash proceeds totaling $119 million from the
public offerings of Iusacell shares. See Note 4 to the consclidated
financial statements for additional informaticn on Iusacell and the
share offerings.

In December 1998, we accepted an offer from Viacom to repurchase
one-haif of our investment in Viacom, or 12 million shares of their
preferred stock {with a book value of approximately $600 millian),
for approximately $564 million in cash. The cash proceeds, together
with additional cash, were used to purchase an outside party’s inter-
est in one of aur fully consotidated subsidiaries. This transaction
reduced Minority Interest by 3600 million and included certain stack
appraciation rights and costs totaling $32 million.

[ Increase (Decrease) in Cash and Cash Equivalents ]

Our cash and cash equivalents at December 31, 1999 totaled 31,097
million, an increase of $350 million over 1998. This increase was
primarily attributable to anticipated funding requirements in early
2000 in connection with an agreement with Metromedia Fiber
Network, Inc. (MFN), a domestic and international provider of dedi-
cated fiber eptic netwarks in majar metropolitan markets.

On March 6, 2000, we invested approximately $1.7 billian in MFN.
This investment included $715 million to acquire approximately 9.5%

of the equity of MFN through the purchase of newly issued shares at
$28 per share. We alse purchased approximately 5975 miltion in
subordinated debt securities convertible at our option, upon receipt
of necessary government approvals, inta commaon stack at a conver-
sion price of $34 per share or an additional 9.6% of the equity of
MFN. This investment completed a portion of aur previously
anncunced agreement with MFN, which included the acquisition of
approximately $550 million of long-term capacity in MFN's fiber
optic netwarks, beginning in 1999 thraugh 2002. Of the 3550
millien, 10% was paid in November 1999 and 30% will be paid each
October from 2000 through 2002.

Market Risk: : ’ T

We are axposed to various types of market risk in the normal course
of our business, including the impact of interest rate changes,
foreign currency exchange rate fluctuations, changes in equity
investment prices and changes in corporate tax rates. We employ risk
management strateqies using a variety of derivatives including inter-
est rate swap agreements, interest rate caps and fleors, foreign
currency forwards and options and basis swap agreements. We do nat
hold derivatives far trading purpases.

It is our policy to enter into interest rate, foreign currency and other
derivative transactions only to the extent necessary to achieve gur
desired objactives in limiting our exposures to the varfous market
risks. Our objectives include maintaining a mix of fixed and variable
rate debt to lower barrawing costs within reasonable risk parameters,
hedging the value of certain internationat investments, and protecting
against earnings and cash flaw votatility resulting from changes in
foreign exchange rates. We do not hedge our market risk exposure in a
mannar that would completely eliminate the &ffect of changes in
interest rates, equity prices and foreign exchange rates on our 2arn-
ings. While we do not expect that our liguidity and cash flows will be
materially affected by these risk management stratagies, our net
income may be materfally affected by certain market risk associated
with the TCNZ and CWC exchangeable notes as discussed betow.

S

Fxchangeable Notes

In 1998, we issued exchangeable notes as described in Note 10 to
the consclidated financial statements ard discussed eariier under
“Mark-to-Market Adjustment for Exchangeable Notes.” These financial
instruments expose us to market risk, inctuding:

e Equity price risk. because the notes are exchangeahle into shares
that are traded on the open market and routinely fluctuate in
value.

+ Interest rate risk, becausa the notes carry fixed interest rates.

* Foreign exchange rate risk, because the notes are exchangeable
into shares that are denominated in a foreign currency.

Periodically, equity price and/or fareign exchange rate movements
may require us to mark te market the exchangeable note liadility to
reflect the increase in the current sharz price over the established
exchange price, resuiting in a charge to incoma.
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The follawing sensitivity analysis measures the effect on earnings
and financial condition due to changes in the underlying share prices
of the TCNZ and CWC stock.

* At December 31, 1999, the exchange price for the TCNZ shares
(expressed as American Depositary Receipts) was $544.93 and the
exchange price for the CWC shares {expressed as American
Depositary Shares) was $58.03.

* For each $1.00 increase in value of the TCNZ shares or the {WC
shares above the exchange price, our earnings would be reduced
by approximately 555 million or $56 million, respectively, A
subsequent decrease in value of the TCNZ shares or the CWC
shares would correspondingly increase earnings, but not to
exceed the amount of any previous reduction in earnings. Our
earnings are not affected so long as the TCNZ and CWC share
prices are at or below their exchange prices.

* Qur cash flows would not be affected by mark-to-market transac-
tions related to the exchangeable notes.

* If we decide to deliver shares in exchange for the notes, the
exchangeable note liability (including any mark-ta-market adjust-
ments} will be eliminated and the investment will be reduced by
the book value of the related number of shares delivered. Upon
settlement, the excess of the liability over the book value of the
related shares delivered will be recarded as a gain. We also have
the option to settle these liabilities with cash upon exchange.

A proposed restructuring of our investment in CWC, as discussed in
Note 3 to the consolidated financial statements, would change the
securities to be delivered upon exchange for the CWC exchangeable
notes. Under this restructuring, we would receive shares in the two
acquiring companies in exchange for our CWC shares.

[ Interest Rate Risk ]

The table that follows summarizes the fair vaiues of our long-term
debt, interest rate derivatives and exchangeable notes as of
December 31, 1999 and 1998. The table also provides a sensitivity
analysis of the estimated fair values of these financial instruments
assuming 100-basis-point upward and daownward parallel shifts in
the yield curve. Qur sensitivity analysis did not include the fair
values of our commercial paper and bank loans. because they are not
significantly affected by changes in market interest rates.

(dollars in millians)

Fair Yalue Fair Value

assuming assuming

+100 basis -100 hasis

At December 31, 1999 Fair Value aoint shift goint shift
Long-term debt and

intarest rate derivatives $ 12,625 $ 11,923 $ 13,385

Exchangeable notes 5,417 §,335 6,498

Total $ 19,042 $ 18,258 $ 19,883
At Dacember 31, 1998
Long-term debt and

interest rate derivatives § 14,243 $ 13,414 $ 15,098

Exchangeable notes 5.818 5,618 §,018

Tatal $ 20,0561 $ 19,032 $ 21,116
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LEquity Price Risk J

The fair values of certain of aur investments, primarily in common
stock, expose us to equity price risk. These investments are subject
to charges in the market prices of the securities. As noted earlier, the
fair values of our exchangeable notes are also affected by changes in
equity price movements. The table that follows summanzes the fair
values of our investments and exchangeable notes and provides a
sensitivity analysis of the estimated fair values of these financial
instruments assuming a 10% increase or decrease in equity prices.

(dotlars in millians}

Fair Valye Fair Value
assuming 10% assuming 10%
decreass in increass in

At Decamber 31, 1999 Fair Value equity price equity price

Cost invastments, at fair value $ 2,296 § 2,066 $ 2,526

Exchangeable notes {6.417) (6.050) (6,822)
Total 5 {4,121) $ (3.984) $ (4,298)
At Dacember 31, 1998

Cast investmants, at fair value $ 29 b3 26 $ 32

Exchangeable notes {5.813) {5,643) (6,023}
Tatal 3 (5,789) $ (5.617) $ (5,691)

Foreign Currency Translation

-

The functional currency for nearly all of our foreign operations is the
local currency. The translation of income statement and balance
sheet amounts of these entities into U.S. dollars are recarded as
cumulative translation adjustments, which are included in
Accumulated Qther Cemprehensive Income (Loss) in our consolidated
balance sheets. At December 31, 1999, our primary translation expo-
sure was to the British pound and Italian lira. We have not hedged
our accounting translation exposure to foreign currency fluctuations
relative to these investments, except for our United Kingdom invest-
ment which is partially hedged.

Equity income from our international investments is affected by
exchange rate fluctuations when an equity investee has assets and
liabilities denominated in a currency other than the investee’s func-
tional currency. Qur investment in the Philippines is exposed to
fluctuations in the U.S. dollar/Filipino peso exchange rate, Iusacell,
eur consolidated investment in Mexico, also issues U.S. daollar
denominated debt.

For the period Qctober 1, 1996 through December 31, 1998, we
cansidered Iusacell to operate in a highty inflationary economy and
utilized the U.S. dotlar as its functional currancy. Beginning January
1, 1999, we discontinued highly inflaticnary accounting for our
Iusacetl subsidiary and resumed using the Mexican pesa as its func-
tional currency. As a result, in 1999 our earnings were affacted by
any foreign currency qains or lasses associated with the U.S doilar
denominated debt issued by Iusacell and our equity was affected by
the translation from the Mexican pesa.
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rFareign Exchange Risk

The fair values of our foreign currency derivatives and investments
accounted for under the cost method are subject to fluctuatiens in
fareign exchange rates. Our most significant foreign currency deriva-
tives contain both a foreign currency forward and a U.S. doeilar
interest rate component. These agreements require an exchange of
British pounds and U.S. dollars at the maturity of the contract.

The table that follows summarizes the fair values of our foreign
currency derivatives, cost fnvestments, and the exchangeable notes
as of December 31, 1999 and 1998. The table also provides a sensi-
tivity analysis of the estimated fair values of these financial
instruments assuming 3 10% decrease and increase in the value of
the U.S. dollar 2gainst the various currencies to which we are
expased. Qur sensitivity analysis does not include potential changes
in the value of our international investments accounted for under
the equity method. As of December 31, 1999, the carrying value of
our equity mathod international investments totaled approximately
$2.2 billion.

{dollars in milligns)

Fair Vaiye Fair Yalue
assuming assuming
10% decreasa 10% increasa
At December 31, 1999 Fair Value ini)5§ inus s
Cost investments and
foreign currency derivatives $ 22713 § 2,502 $ 2,091
Exchangeable notes (6,417) (6.822) (6,050}
Total 3 (4,144) % (4.320) $ (3.959)
At Decembar 31, 1998
Cost investments and
foreign currency derivatives $ 154 140 $ 1
Exchangeable notes (5.818) {6.023) {5.643)
Total 3 (5.664) $ (5,883) $ (5.471)

Other Factors That May Affect Future Results
| Proposed Bell Atlantic-GTE Merger

Bell Atlantic and GTE have announced a proposed merger of aquals
under a definitive merger agreement dated as of July 27, 1998,
Under the terms of the agreement, GTE shareholders will receive 1.22
shares of Bell Atlantic common stock for each share of GTE comman
stock that they own. Bell Atlantic sharehalders will continue to own
their existing shares after the merger.

We expect the merger to qualify as a pooling of interests, which
means that for accounting and financiat reparting purposes the
companies wilt he treated as if they had always been cambined. At
annual meetings held in May 1999, the sharehaolders of each
company approved the merger. The completion of the merger is
subject %0 a number of conditions. including certain regulatory
approvals (all of which have been obtained except that of the FCC)
and raceipt of apinions that the merger will be tax-free.

We are targeting completion of the merger in the sacond guarter of
2000.
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Future operating revenues, expenses and net inceme of the combined
company may not follow the same historical trends, or reflect the
same dependence on econgmic and competitive factors, as presented
in our discussion of our own histarical results of operations and
financial condition. You should refer to Note 22 to the consolidated
financial statements for pro forma income statements for the years
ended December 31, 1999, 1998 and 1997 and a pro farma balance
sheat for the year ended December 31, 1999.

[ Recent Developments ]

Proposed Domestic Wiretess Transactions

Vodafone AirTouch

On September 21, 1999, we signed a definitive agreement with
Vodafone AirTouch ple (Vodafone AirTouch) to create a natianal wire-
less business (Wireless Co.} composed of 2oth companies” U.S. wireless
assets. The completion of this transaction is subject to a number of
conditions, including certain reguiatory approvals. In February 2000,
we signed an agreement with ALLTEL Corporation to exchange certain
wireless interests. This agreement eliminates all of the overlapping
cellular aperations that would be created by the combination of Bell
Atlantic and Vodafone AirTouch wireless properties. We expect to
camplete the transaction in April 2000, You should alsc read Note 21
to the consolidated financial statements for additional information
about this proposed domestic wireless business.

PrimeCo Personal Communications, L.A.

On August 3, 1599, Bell Atlantic and Vodafone AirTouch announced an
agresment to restructure our gwnership interests in Primelo, a part-
nership that was formed by us and Vodafone AirTouch in 1994 and
provides personal communications services in major cities across the
United States. Under the terms of that agreement, we would assume
full ownership of PrimeCo aperations in five "major trading areas”
(MTAs)-Richmand, VA, New Orleans, LA and the Florida MTAs of
Jacksonville, Tampa and Miami, Vodafone AirTouch would assume full
ownership of the remaining five PrimeCa MTAs-Chicago, IL, Milwaukee,
WI and the Texas MTAs of Dallas, San Antonie and Houston,

Under the terms of the Wireless Co. agreement described earlier, Bell
Atlantic and Vodafone AirTouch agreed to suspend the August 3,
1999 agreement to restructure PrimeCo ownership interests, with
certain limited exceptions. As a result, no action will be taken ta
allocate most PrimeCo markets unless either we or Vodafone AirTouch
give notica to initiate such an allocation. Neither party has given
such notice.

In Janyary 2000, we and Yodafone AirTouch purchased the remaining
20% partnership interest in the Texas MTAs of Datlas, San Antonio
and Houston held by TXU Communications Holding Company {TXU).
We invested $196 million to acquire 55% of the TXU partnership
interest, Vodafone AirTouch will own the remaining 45% of the TXU
partnership interest.
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Proposed Restructure of Cable & Wireless Communications plc

On July 27, 1999, we announced our agreement to a proposal by
Cable & Wireless pic {Cable & Wireless), NTL Incarparated (NTL) and
CWC for the proposed restructuring of {WC. We currently have an
18.6% ownership interest in CWC.

Under the terms of the agreement, CWC's consumer cable telephone,
television and Internet aperations would be separated from its
corporate, business, Internet protocol and wholesale operations. The
consumer operations would be acquired by NTL and the other opera-
tions would be acguired by Cable & Wireless. In exchange for our
interest in CW(, we would receive shares in the two acquiring
companies, representing approximately 9.1% of the NTL shares
currantly outstanding and approximatety 4.6% of the Cable &
Wireless shares currently outstanding. Upon completion of the
restructuring, our previously issued $3,180 million in CWC exchange-
able notes would be exchangeable an and after July 1, 2002 for
shares in NTL and Cable & Wireless. in proportion to the shares
received in the restructuring. Upon exchange by investors, we retain
the option to settle in cash or by delivery of the Cable & Wireless
and NTL shares. We expect the restructuring to result in a materiat
non-cash gain,

The completion of the restructuring is subject to a number of condi-
tions and, assuming satisfaction of those conditions, is expected to
close in the first half of 2000.

Pension Plan Amendments

Effective January 19, 2000, we amended our management cash
balance plan to provide employees having at least 15 years of service
as of September 1, 1999 with a pension benefit that is the "greater
of” their cash balance account or a benefit based on our former
management pension plan. Employees will be given the greater of
the two benefits when they retire or terminate from the company. In

February 2000, we announced a special lump sum pension payment

to management and associate employees who retired before January
1, 1995 and who are receiving pension annuities. The payments range
from 52,500 to $20,000 depending on years in retirement and
current pension amount. Retirees will have the option of electing the
payment as a lump sum or an annuity. Together these two plan
amendments will increase annual pension costs by approximately $65
million. We expect that favorable investment returns and changes in
actuariat assumptions will compensate for these cost increases. Far
additional information about our employee benefits, see Note 16 to
the cansolidated financial statements.

The Telecommunications Act of 1996 and Competition

The telecommunications industry is undergoing substantial changes
as a result of the 1996 Act, other public pelicy changes and techno-
legical advances. These changes are bringing increased competitive
pressures in aur current businesses, but will also open new markets
to us.

The 1996 Act became law on February 8, 1996 and replaced the
Modificatian of Final Judgment (MFJ}. In general, the 1996 Act
includes provisions that open local exchange markets to competition -
and permit Bell Operating Companies or their affiliates, inciuding Bell
Atlantic, to provide interlATA (long distance) services and to engage
in manufacturing previously prohibited by the MFJ. Under the 1956
Act, our ability to provide in-region long distance service is largely
dependent on satisfying certain conditions. The requirements include 3
14-point “competitive checklist™ of steps we must take which will help
competitors offer local services through resale, through the purchase
of unbundled network elemants or through their own netwaorks. We
must also demonstrate to the FCC that our entry inte the in-region
long distance market would be in the public interest,

We are unable to predict definitively the impact that the 1995 Act

. will ultimatety have on our business, results of operations or finan-

2%

cial condition. The financiat impact will depend on several factors,
including the timing, extent and success of competition in our
markets, the timing and autcome of various requlatory proceedings
and any appeals, and the timing, extent and success of our pursuit
of new oppoartunities resulting from the 1996 Act.

We anticipate that these industry changes, together with the rapid
growth, encrmous size and global scope of these markets, will
attract new entrants and ancourage existing competitors to hroaden
their offerings. Current and potential competitars in telecommunica-
tion services include long distance companies, other local telephone
companies, cable companies, wireless service providers, foreign
telecommunications providers, electric utilities, Internet service
providers and other companies that offer network services. Many of
these companies have a strong market presence, brand recagnition
and existing customer relationships, all of which contribute to inten-
sifying competition and may affect our future revenue growth. In
addition, a number of majar industry participants have anngunced
mergers, acquisitions and joint ventures which could substantially
affect the development and nature of some ar all of our markets.

In-Region Long Distance

On December 22, 1999, the FCC released an order aporoving our
application for permissian to enter the in-region long distance
market in New York. The FCC concluded that we have satisfied tha
14-point “competitive checklist” required under the 1996 Act for
entry into the in-region long distance market, and that cur entry
into the long distance business in New York would benefit the public
interest. Following the FCC's decisian, ATAT and Covad sought a stay
of the Commission’s arder. The stay request was denied, first by the
FCC and later by the U.S. Court of Appeals. ATRT's and Covad's appeal
of the order remains pending and is proceeding on an accelerated
schedule, with argument scheduled for April 2000.

KPMG LL? {KPMG), which conducted an extensive third-party test of
our operations support systems (0SS) in New York under the supervi-
sion of the New York Public Service Commission (PSC), has been
retained hy the Massachusetts Department of Telecammunications
and Energy to conduct a third-party test of our QS5 in
Massachusetts. The Massachusetts test is designed ta build on the
KPMG test of the similar systems in New Yark,
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KPMG has also bean retained by the Pennsylvania Public Utility
Commission to conduct a third-party fest of our 055 in Pennsyivania
and by the New Jersey Board of Public Utilities to conduct a test of
the New Jersey (0SS that builds on the concurrent testing of the
similar systems in Pennsylvania. The Virginia State Corporation
Commission has also retained KPMG for the same purpase.

The timing of our long distance entry in 2ach of our remaining 13
jurisdictions depends an the receipt of FCC approval.

FCC Reguiation and Interstate Rates

In 1999, the FLC continued to implament reforms to the interstate
access charge system and to implement “universal service” and other
requirements of the 1996 Act.

Access Charges

Interstate access charges are the rates long distance carriers pay for
use and availability of gur operating telephone companies’ facilities
for the origination and termination of interstate service. The F(C
required a phased restructuring of access charges, which began in
January 1998, so that the telephone companies’ non-usage-sensitive
costs will he recovered from long distance carriers and end-users
through flat rate charges, and usage-sensitive costs will be recovered
from long distance carriers through usage-based rates.

In addition, the FCC has required that different levels of usage-basad
charges for eriginating and for terminating interstate traffic be
established. The final phase of this restructuring was completed on
January 1, 2000.

Price Caps

Under the FCC price cap rules that apply to interstate access rates,
each year our price cap index is adjusted downward by a fixed
percentage intended to reflect increases in productivity (productivity
factor) and adjusted upward by an allowance for inflation (GDP-PI).
Qur annual price cap filing effective July 1, 1999 reflects the effects
of the current productivity factor of 6.5%.

In May 1999, the U.S. Court of Appeals reversed the FCC arder that
adopted the 6.5% productivity factor. The Court concluded that the
FCC had not justified its choice of a productivity factor and directed
the FCC to reconsider and explain the methods used in selecting the
productivity factor. The Court granted the FCC a stay of its order,
however, until April 1, 2000. As a result, the FCC is now conducting a
proceeding to determine an appropriate productivity facter in
response £o the court’'s order.

At the same time, the FCC is considering a propoasal to further
restructure access rates by an industry coalition that includes both
lacat exchange carriers {including Bell Atlantic) and long distance
carriers, Amang gther things, that proposal wauld set into place a
mechanism to transition tc a set target of $.0055 per minute for
switched access services. Gnce that target rate is reached, local
exchange carriers would no longer se requirad to make further
annuat price cap reductions to their switched access prices. To allow
time to consider this industry proposal, parties have requested that
the Court further extend the stay of its price cap decision arder until
June 30, 2000,

The FCC has adopted rutes for special access services that provida for
added pricing Fflexibility and uitimately the removal of services from
price requlation when cerfain competitive thresholds are met. In
order to take advantage of this relief, however, carriers must forego
the ability to take advantage of pravisions in the current ruies that
provide relief in the avent earnmings fall below certain thresholds, and
we have not filed for this relief, The order aiso allows certain
services, including those inctuded in the interexchange basket of
services, to be removed from price requlation immediataly. In
response, effective October 1999, we removed approximately $90
million in annual revenues of our services in the interexchange
basket from price requlation and from the operatian of the produc-
tivity offset which otherwise would require annual price reductions.

Universal Service

In July 1999, the U.S. Court of Appeals reversad certain aspects of
the FCC's order implementing the “universal servica”™ provision of the
1996 Act. The universal service fund includes a muiti-billion dollar
interstate fund to link schools and librarfes to the Internet and to
subsidize high cost areas, low incame consumers and rural healthcare
providers. Previously, under the FCC's rules, all providers of interstate
tetecommunications services had to contribute to the schools and
libraries fund based on their total interstate and intrastate retail
revenues. The Caurt reversed the decision to include intrastate
revenues as part of the basis for assessing contributions to that fund.
As a result of this decision, our centributions to the universal service
fund were reduced by appraximately $107 million annually beginning
on November 1, 1999, and our interstate access rates will be reduced
accordingly because we will no longer have to recover these contribu-
tions in our rates. AT&T and MCI WoridCom, Inc. have since asked the
U.5. Supreme Court ta review this latter partion of the appeals court
decision. Other parties have asked the U.S. Supreme Court to review
additional aspects of the court of appeals decision.

In November 1999, the FCC adopted a new mechanism far groviding
universal service support to high cost areas served by large local
telephone companies. This funding mechanism will provide addi-
tional suppert for local telephone services in several states sarved by
Beil Atlantic. State requlatary commissions must take these funds
inta account in the rate-making process. '

Unbundling of Network Elements

In November 1999, the FCC announced its decision setting forth new
unbundling requirements. The FCC had previously identified seven
elements that had to be provided to competitors on an unbundied
basis. With respect to those seven elements, the FCC concluded that
incumbent local exchange carriers, suck as our operating telaphone
subsidiaries, do not have to provide unbundled switching {or combi-
natigns of elements that inctude switching, such as the so-called
unbundled element “platform™) under certain circumstances to busi-
ness customers with four ar mare lines in certain offices in the top
50 Metropolitan Statistical Areas {MSAs). It atso hald that incum-
bents de not have to provide unbundted access to their directary
assistance or operator services. The remaining elements on the FCC's
original list still must be provided.
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With respect to new elements, the FCC concluded that new equip-
ment to provide advanced services such as Asymmetric Digital
Subscriber Line (ADSL} does not have to be unbundled as a general
matter. On the other hand, the FCC concluded that incumbents must
provide dark fiber as an unbundled elament, and that sub-loop
unbundling should be provided. Finally, the FCC ruled that combina-
tions of loops and transport must be made available under certain
circumstances, but teft to a further rulemaking that it initiated
certain issues relating to the use of these combinations to substitute
for special access services. While this rulemaking proceeds, the FCC
adopted intarim rules limiting the instances in which such combina-
tions of etements must be made available. The FCC sat a target date
of June 30, 2000 to decide the further rulemaking.

In addition to the unbundling requirements reteased in November
1999, the FLL reieased an order on December 9, 1999 in a separate
proceeding requiring incumbent lecal exchange companies also to

unbundle and provide to competitors the higher frequency portion of

their local {oop. This provides competitars with the ability te provi-
sion data services on top of incumbent carrers” voice service,

State Requlation

Pennsylvania

On September 30, 1959, the Pennsylvania Public Utility Commission
(PUC) issued a final decision in its “Global” proceeding an tetecom-
munications competition matters. The decision proposes to requirs
our operating telephone subsidiary in Pennsylvania, Bell
Atlantic-Pennsylvania, to split into separate retail and wholesale
corporations. It proposes reductions in access charges applicable to
services provided to interexchange carrers and in both unbundled
network element rates and wholesale rates apoplicable to services and
facilities provided to competitive local exchange carriers. It requires
Bell Atlantic-Pennsylvania to provide combinations of unbundled
network elements beyond those required by the FCL. It rectassifies
certain business services as “competitive,” but restricts the pricing
freedom that that classification is supposed to give Bell Atfantic-
Pennsylvania. It sets a schedule of prerequisites for state endorse-
ment of a Bell Atlantic-Pennsylvania application to the FCC for
permission to offer in-region long distance service under Section 271
of the 1996 Act that are likely to delay that endorsement. Bell
Atlantic - Pennsyivania has challenged the lawfulness of this order in
the Pennsylvania Suprame Court, the Commonwealth Court of
Pennsylvania and the Federal District Court.

On January 18, 2000, Beil Atlantic-Pennsylvania and fourteen ather
parties submitted to the PUC a Joint Petition for Settlement to
resolve the appeals from the “Globat” Order. If approved by the PUC,
the settlement will eliminate the wholasaie/retail separate subsidiary
requirement and replace it with a requirement to establish an
advanced services affiliate. The settlement would also expedite the
process to obtain state endarsement of any Bell Atlantic -
Pennsylvania application to the FCC for permission to offer long
distance service. On February 2, 2000, the Commonwealth Court
denied the PUC's request to cansider the settlement and set an expa-
dited briefing schedule for the appeals. On February 22, 2000, the
PUC and Bell Atlantic-Penrnsylvania appealed this determination to
the Pennsylvania Supreme Court, and the matter is pending.
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Reciprocal Compensation

State regqulatory decisions have required us to pay “reciprocat
compensation” under the 1996 Act for the increasing volume of one-
way traffic fram our customers to customers of other carriers,
primarily calls to Internet service providers. In February 1999, the
FCC confirmed that such traffic is largely interstate but conciuded
that it would not interfere with state requlatory decisions requiring
payment of reciprocal compensation for such traffic and that carriers
are bound by their existing interconnection agreements. The U.S.
Court of Appeals has remanded the FCC's decision for 3 better expla-
nation of why this traffic is interstate.

Based upan the FCC's February 1999 decision, the Massachusatts
Department of Telecommunications and Energy modified its earlier
decision, resutting in a reduction of our reciprocal compensation
obligation. Both the New Jersey Board of Public Utilities and the
West Virginia Public Service Commission also have issued favorable
decisions on reciprocal compensation for Internet-bound traffic. The
New Yark PSC issued a decision that high volume, convergent traffic
(which includes Internet-bound traffic} has different cost character-
istics and should be compensated at the lower end-office rate. The
New York PSC determined that traffic in excess of a 3:1 ratio is
presumed ta be high volume, convergent traffic, although this
presumption may be rebutted. The Virginia State Corparation
Commission has denied jurisdiction over compensation for Internet
access and has referred us and other parties to the FCC. Commissions
in Delaware, Maryland, Pennsylvania, and Rhaode Island have issued
decisions requiring us to continue to pay reciprocal compensation on
Internet-bound traffic. We currently estimate that our reciprocal
compensation payment obligations will be approximatety $500
million to $550 mitlion in 2000.
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Qther Matters
[ New Accounting Standard-Derivatives and Hedging Activities

In June 1998, the Financial Accounting Standards Board (FASB)
issyed SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities.” This statement requires that ail derivatives be
measured at fair value and recognized as either assets or liabilities
on our balance sheet. Changes in the fair values of derivative instru-
ments will be recognized in either earnings or comprehensive
income, depending on the designated use and effectiveness of the
instruments. The FASE amended this pronouncement in June 1999 to
defer the effactive date of SFAS Ng. 133 for one year. We must adopt
SFAS No. 133 no later than January 1, 2001.

On March 3, 2000, the FASB issued a Proposed SFAS, "Accounting for
Certain Derivative Instruments and Certain Hedging Activities,”
which would amend SFAS No. 133, The proposed amendments address
certain implementation issues and relate to such matters as the
normal purchases and normal sales excepticn, the definition of intar-
est rate risk, hedging recognized foreign-currency-denominated debt
instruments, and intercompany derivatives.

We are currently evaluating the provisions of SFAS No. 133 and the
proposed amendments. The impact of adeption witl be determined by
sevaral factars, inctuding the specific hedging instruments in place
and their retationships to hedged items, as weil as market conditions
at the date of adoptian.

[ New Staff Accounting Bulletin—Revenue Recognition ]

In December 1999, the Securities and Exchange Commission (SEC)
issued Staff Accounting Bulletin (SAB) Mo. 101, “Revenue
Recognition in Financial Statements,” which currently must be

adopted by June 3¢, 2000. SAB No. 101 provides additional quidance.

an revenue racagnition, as well as criteria for when revenue is gener-
atly reatized and earned, and also requires the deferral of incremental
direct selling costs. We are currently assessing the impact of SAB No.
101 on our results of operations and finandial position.

Year “2000" Update J

We implemented a comprehensive program to evaluate and address
the impact of the Year 2000 date transition on our aperations. We
did not experience any material interruption or failure of our normal
business functions or operations as a result of an actual or perceived
Year 2000 problem.

From the inception of our Year 2000 project through December 31,
1999, and based on the cost tracking methods we have historically
applied to this project, we incurrad total pre-tax expenses of approx-
imatety $230 million, and we have made capitai expenditures of
approximately $181 millian. Far 1999, totat pre-tax expenses for our
Year 2000 project were appraximately $108 million and totat capital
expenditures were approximately $103 million.
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Cautionary Statement Concerning Forward-Looking

Statemamts

In this Management's Discussion and Analysis, and elsewhere in this
Annual Report, we have made forward-logking statements. Thesa
statements are based an qur estimates and assumptions and are
subject ta risks and uncertainties. Forward-looking statements inciude
the information concerning our possible or assumed future resuits of
operations. Forward-looking statements also include those preceded
or followed by the words “anticipates,” “believes,” “estimates,”
*hopes” or similar expressions. For those statements, we claim the
protection of the safe harbor for forward-looking statements
contained in the Private Securities Litigation Refarm Act of 1995.

The following important factors, along with those discussed else-
where in this Annual Report, could affect future results and could
cause those results to differ materiatly from thosa expressed in the
forward-looking statements:

s materially adverse changes in economic conditions in the markets
served by us or by companies in which we have substantial
investments;

» material changes in available technology:

* the final outcome of federal, state, and local requlatery initia-
tives and proceedings, including arbitration preceedings, and
judicial review of those initiatives and proceedings, pertaining
to, among other matters, the terms of interconnection, access
charges, universal service, and unbundled network element and
resale ratas; .

e the extent, timing, success, and overall effects of competition
fram others in the local telephone and toll service markets;

¢ the timing and profitability of our entry into the in-region tang
distance market;

+ the timing of. and reguiatery or other conditions associated with,
the completion of the merger with GTE and our ability to compine
operations and obtain revenue enhancements and cost savings
following the merger; and

+ the timing of, and requlatory or other conditions associated with,
tha completion of the wireless transaction with Vodafone AirTouch,
and the ability of the new wireless enterprise to cambine opera-
tions and obtain revenue enhancements and cost savings.




Report of Management

Report of Independent Accountants

We, the management of Bell Atlantic Corporation, are responsible for
the consotidated financial statements and the information and repre-
sentations contained in this report. The financial statements have
been prepared in conformity with generally accepted accounting
principles and include amounts based on management's best asti-
mates and judgments. Financial information elsewhere in this report
is consistent with that in the financial statements.

Management has established and maintained a system of internal
contral which is designed to provide reasonable assurance that errors
or iregularities that could be material to the financial statements
are prevented or would be detected within a timely period. The
system of internal control includes widely communicated statements
of policies and business practices, which are designed to require all
employees to maintain high ethical standards in the conduct of our
business. The internal contrals are augmented by organizational
arrangements that provide for appropriate delegation of authority
and division of responsibility and by a program of internal audits.

The financial statements have been audited by Pricewaterhousa-
Coopers LLP, independent accountants. Their audit was conducted in
accordance with generally accepted auditing standards and inciuded
an evaluation of cur internal control structure and salective tasts of
transactians. The Repoart of Independent Accountants appears on
this page.

The Audit Committee of the Board of Directors, which is composed
solely of outside directors, meets perfodically with the independent
accountants, management and internal auditors to review accounting,
auditing, internal controls, litigation and finandial reporting matters.
Both the internal auditors and the independent accountants have free
access to the Audit Committee without management present.

\*Jh.m

Ivan G. Seidenberg
Chairman of the Board
and Chief Executive Officer

/@z@ S

fFrederic V. Salerno

Senior Executive Vice President
and Chief finandial Officer/
Strateqy and Business Development

Dareen A, Toben
Vice Prasident - Cantroller
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To the Board of Directors and Shareawners of

Bell Atlantic Corporation:

In our opinion, the accompanying consolidated balance sheets and
the retated consolidated statements of income, changes in sharegwn-
ers’ investment, and cash flows present fairly, in all material
respects, the financial position of Bell Atlantic Corporation and its
subsidiaries at December 31, 1999 and 1998, and the results of their
operations and their cash flows for each of the three years in the
period ended December 31, 1999, in conformity with accounting
principles generally accepted in the United States. These financial
statements are the responsibility of the Company’s management; qur
respansibility is to express an opinion on these financial statements
based on our audits. We conducted our audits of these statements in
accardance with auditing standards generally accepted in the United
States which require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free
of material misstatemert. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the finan-
cial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the over-
all financial statement presentation. We believe that our audits
provide a reasanable basis for the opinion expressed above.

As discussed in Nate 1 to the consclidated financial statements, the
Company changed its method of accounting for computer software
casts in accardance with AICPA Statement of Pasition No. 98-1,
“Accounting for the Costs of Computer Software Develaped or
Obtained for Internat Use,” effective January 1, 1959,

Driownitihae optens 11/

New York, New York

February 14, 2000, except for Note 24,
as to which the date is March 22, 2000




Selected Financial Data

(datlars in millioas, sxcept per share amounts)

1999 1998 1997 1996 1995
Results of Operations
Operating revenues $ 33,174 $ 31,566 $ 30,194 $ 29,155 $ 27,927
Operating income 8,495 6.627 5,341 6.079 5.418
Income before extraordinary items and cumulative
affact of change in accounting principle 4,208 2,991 2,455 3,129 2,828
Per comman share~basic 2,72 1.90 1.58 2.02 1.85
Per camman share-diluted 2.66 1.87 1.56 2.00 1.84
Net income (loss) 4,202 2,965 2,455 3,402 (97}
Per commaon share-basic a7 1.89 1.58 2.20 {.06)
Par common share~diluted 2.65 1.86 1.56 2,18 (.08)
Cash dividends declared per common share 1.54 1.54 1.51 1.44 1.40
Financial Position
Totat assets $ 62,614 3 535,144 $ 53,944 § 53,351 $ 50,623
Long-term debt . 18,463 17,646 13,265 15,286 15,744
Employee benefit abligations ' 9,326 10,384 10,004 9,588 9,388
Mingrity interest, including a portion subject to
redemptian requirements 458 330 911 2,014 1,221
Preferred stock of subsidiary 201 201 201 145 145
Shareowners’ investment 15,880 13,025 12,789 12,976 11,214

Significant events affecting our historical earnings trends tnctude the following:

« 1999 data include a loss an mark-to-market adjustment for exchangeable notes (see Note 10) and merger-related costs.

* 1998 and 1997 data include retirement incentive costs (see Note 16), merger-related costs and other special items (see Note 2).

* 199§ data inciude retirement incentive ¢osts (see Mate 16), other special items, and the adoption of a change in accounting for directory publishing.
« 1995 data include retirement incentive costs (see Note 16), and an extranrdinary charge for the discontinuation of regulatory accounting princigles.

Per share amounts have been adjusted to reflect a twe-for-one stock split on June 1, 1998.
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Consolidated Statements of INCOME geil attante torporation and Subsidiaries

(doltars in millions, except per share amounts)

Yaars Ended Decembar 31, 1999 1998 1997
Operating Revenues 3 33174 $ 31,566 $ 30,194
Cperating Expenses

Employee costs, including benefits and taxes 8,241 9,266 9,047

Degpreciation and amortization §,221 5,870 5,865

Other operating expenses 10,217 9,803 9,941

24,679 24,939 24,853
Operating Income 3,495 6,627 5.341
Income (loss) from unconsolidated husinesses 143 (415} (124)
Qther income and {expease}, net _ 54 122 (3
Interest expense 1,263 1,335 1,230
Mark-to-market adjustment for exchangeable nates (864) - -
Income before provision for income taxes and axtraordinary itam 6,765 4,999 3,984
Provision for income taxes ) 2,557 2,008 1,529
Income Before Extraordinary Item : 4,208 2,991 2,455
Extraordinary item .

Early extinguishment of debt, net of tax {5} (25) . .-
Met Incame 4,202 2,965 2,455
Redemption of minarity interest - (30} -
Redemption of investee preferred stock - (2) -
Met Income Available to Common Shareowners $ 4202 $ 2,933 § 2,455

Basic Earnings Per Common Share:

Income Before Extraordinary Item $ 2.72 $ 1.%0 s 1.58
Extracrdinary item (.01) (.01) -
Net {ncome 3 2.71 $ 1.89 3 1.58
Weighted-average shares outstanding (in millions) ’ 1,553 1,553 1,552

Dituted Earnings Per Comman Share:

Income Before Extraordinary Item 5 2.56 S 1.87 3 1.58
Extraordinary item ' (.01) (.01) -
Net Income - $ 2.65 $ 1.86 $ 1.56
Weighted-average shares-diluted (in millions) 1,583 - 1,578 1,571

10 See Nates to Consolidated Financal Statements




Consalidated Balance Sheets seu atantic Comoration and Subsidiaries

(dailars in mitlfons, except per share amounts)

At December 31, . 1999 1998
Assets
Current assets
Cash and cash equivalents $ 1097 $ 237
Short-term investments 839 786
Accounts receivable, net of allowances of $619 and $593 7.025 6,560
Iaventories 664 566
Prepaid expenses 673 522
Other 298 411
10,596 9,082
Plant, property and equipment 89,238 83,064
Less accumulatad depreciation 49,939 46,248
39,299 36.316
Investments in uncansolidated businesses . 6,275 4,276
Other assets ’ 6,444 4,97C
Total assets : $ 62,614 : $ 55,144

Liabilities and Shareowners’ Investment
Current liabilities

Debt maturing within one year $ 5,455 5 2,988
Accounts payahle and accrued liabilities 8,465 6,105
Other 1,547 1,438
13,467 10,531
Long-term debt 18,463 17,646
Employee benefit obligations 9,326 10,384
Deferred credits and other {iabilities
Deferred income taxes 3,892 ) 2,254
Unamortized investment tax credits ) 197 2z2
Other 730 551
4,819 3,027
Minority interest. including a portion subject to redemption requirements 458 330
Preferred stock of subsidiary 201 201

Commitments and contingencies (Notes 2, 3, 8, and 9)
Shareowners’ investment
Series preferred stock ($.10 par value; none issued) -

Cammon stack ($.10 par value; 1,576,246,325 shares and 1,576,246.325 shares issued) 158 158
Contributed capital 13,550 13,368
Reinvested eamings 2,806 1,371
Accumulatad other comprehensive income (loss) 450 (714)

' ' 16,964 14,183

Less comman stock in treasury, at cost 640 593
Less deferred compensation-employee stock ownership plans 44k ' 565
15,880 13,025

Total liabilities and shareawners’ investment $ 62,514 $ 55144

31 See Nates to Consalidatad Financial Statements




Consolidated Statements of Changes in Shareowners’ Investment seu antic Comaration and Subsidiaries

{dollars in millions, except per share amounts, and shares in thousands)

Years Ended Decamber 31, 1999 1998 1997
Shares Amount Shares Amount Shares Amount

Common Stock
Balance at beginning of year 1,576,246 § 158 1,576,053 5 157 1,574,001 § 157
Shares issued

Employee pians - - 193 1 2,044 -

Shareowner plans - - = - ] -
Batance at end of year 1,576,246 158 1,576,246 158 1,576,053 157
Lontributed Capital
Balance at heginning of year 13,368 13177 13,216
Shares issued

Employee plans 138 178 (22}
Issuance of stock hy subsidiaries 44 13 -
(ther - - (17)
Balance at end of year 13,550 13.368 13,177
Reinvested Earnings
Balance at beginning of year 1,371 1,262 1,282
Net incame 4,202 2,965 2,453
Dividends declared {$1.54, $1.54, and $1.51 per share) (2.391} {2,392} {2.363)
Shares issued

Employee plans {359) {443} (121}
Yax benefit of dividends paid to ESOPs 9 11 13
Redemption of minority interast - (30) -
Redemption of investee prefarred stock - (2) -
Other {26) - {4)
Balance at end of year 2,806 1,371 1,262
Accumulated Other Comprehensive Income (Loss)
Balance at beginning of year [714) {553) (321)
Foreign currency transiation adjustment (68) (1486) (234)
Unrealized gains on marketable securities 1,225 2 2
Minimum pension Hability adjustment 7 (17) -
Other comprehensive income (lass) 1,164 {151) (232)
Balance at end af year 450 {714) (553)
Treasury Stock
Balance at beginning of year 22,887 593 22,952 391 22,540 589
Shares purchased 12,142 723 20,743 1,002 24,1438 920
Shares distributed

Employee plans {11.446) {675} {29,779} {999) {23,260} (299}

Shareowner plans {14} (1} {26} (1} (52) (2}

Acquisition agreements - - (3) - (424) {17}
Balance at end of year 23,569 540 22,887 593 22,952 59t
Deferred Compensation~ESCPs
Balance at heginning of year 565 663 769
Amortizatian (121) (8B) {106}
Balance at end of year 4bb 563 663
Total Shareowners’ Investment $15.880 £13,025 §12,789
Comprehensive Income
Net income $ 4,202 § 2,965 $ 2,455
Other comprehensive income (lass) per above 1.164 [161) (232}
Tatal Comgrehensive Income $ 5,386 $ 2,804 § 2,223
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See Motes to Consolidated Financial Statements
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Consolidated Statements of Cash FlOWS zel atantic Corporation and Subsidiaries

{dollars in millions)

Yaars Ended Dacember 31, 1999 1998 1997

Cash Flows from Operating Activities

Net income ' $ 4,202 $ 2,965 $ 2,455

Adjustments to reconcile net incame ta net cash provided by operating activities
Depreciation and amortization 6,221 5,870 5,965
Deferred income taxes, net 928 264 237
Mark-to-market adjustment for exchangeable notes 664 - -
Loss {income) fram unconsolidated businesses (143) 415 124
Dividends received from unconsolidated businesses : 116 170 192
Amortization of unearned lease income (151) {120) (110)
Investment tax credits (25) (29) (38)
Extraordinary item, net of tax 6 26 -
Qther items, net 169 227 88

Changes in certain assets and Liabilities, net of effects from
acquisition/disposition of businesses

Accounts receivable . (423} (220} (140)
[nventories : (32} {111} {74)
Other assets . (379} (108} 85
Employee benefit abligations : (1,046) 154 418
Accounts payabie and accrued liabilities 345 376 (93)
Other liabilities 264 {8) (128)
Net cash pravided by operating activities 10,656 10,071 8,859

Cash Flows from Investing Activities

Capital expenditures (8.675) (7.446) (6,638)
Praceeds fram sale of plant, property and equipment 211 12 [
Purchases of short-term investments (855) (1.,028) (B44)
Praceeds fram sale of short-term investments 795 968 427
Investments in unconsolidated businesses, net {901) {603) (B33)
Acguisition of businesses, less cash acquired : (505) (62) (62)
Praceeds from disposition of businesses 612 637 547
Investment in leased assets {170} (269) (162}
Praceeds fram leasing activities 110 155 33
Proceeds from Telecom Corparation of New Zealand Limited share repurchase plan - - 153
Other, ret {251) {49} (16)
Net cash used in investing activities (9,629} (7.685) {7.339)

Cash Flows from Financing Activities

Dividends paid (2.399) {2,379) (2.340)
Net change in short-term borrowings with original maturities of three months or less 2,645 {4,038) 1,580
Praceeds from barrowings 662 6,328 633
Principal repayments of borrowings and capital lease obligations {942) (651) (902)
Early extinguishment of debt (257) (790) . -
Praceeds from financing of cetlular assets _ 380 - -
Proceeds from sale of comman stock 314 559 711
- Purchase of comman stack for treasury ' (723) (1.002) {220}
Minority interest - {632) -
Reduction in preferred stock of subsidiary - - ©(10)
Proceeds from sale of stock of subsidiary 19 - -
Praceeds from sale of praferred stock by subsidiary - - 66
Met change in qutstanding checks drawn on controlled disbursement accounts 34 133 {285)
Net cash used in financing activities (167) (2,472} {1,447)
Increase (decrease) in cash and cash equivalents 860 (85) 73
Cash and cash equivalents, beginning of year 237 323 250
Cash and cash eguivalents, end of year $ 1,007 ] 237 $ 323

13 See Notes te Consolidated Financiol Statements




Notes to Consolidated Financial Statements se atsotic Corporation and Subsidiacies

Description of Business and Summary of Significant
Accounting Policies

Description of Business

Bell Atlantic is an international telecommunications company that
operates in four segments: Domestic Telecom, Global Wireless,
Directory and Other Businesses. For further information concerning
our business, see Note 18.

The telecommunications industry is undergoing substantial changes
as a result of new legislation, public policy changes, technalogical
advances, and various mergers and alliances. We are participating in
this transfarmation in several ways, including:

* The provision of in-region long distance service in New York
beginning in January 2000.

* Qur forthcoming merger of equals with GTE Corporation (see
Note 22).

* The combination of the U.5. wireless assets of both our company
and Vodafone AirTeuch ple (see Note 21).

Consolidation

The consolidated financial statements inctude our controlled or
majority-owned subsidiaries. Investments in businesses which we do
not control, but have the ability to exercise significant influance
over aperating and financial policies, are accounted for using the
equity method. Investments in which we do not have the ability to
exercise significant influence over operating and financial policies
are accounted for under the cast method. Certain of our cost method
invastmants are classified as available-for-sale securities and
adjusted to fair value under Statement of Financial Accounting
Standards (SFAS) No. 115, “Accaunting for Certain Investments in
Debt and Equity Securities.”

All significant intercompany accounts and transactions have been
eliminated.

Telecom Corporation of New Zealand Limited

Effective May 31, 1999, our representatives resigned from the Board
of Directors of Telecom Corporation of New Zealand Limited (TCNZ),
an unconsolidated business in which we hold a 24.94% ownership
interast, and we agreed to vote our shares neutrally. As a result, we
no longer have significant influence over TCNZ's operating and finan-
cial policies and, therefore, have changed the accounting for our
investment fram the equity method to the cost method. You can find
additional information about our TCNZ investment in Notes 3 and 10.

Common Stock Split

On May 1, 1998, the B8card of Directors declared a two-for-one split
of Bell Atlantic common stock, effected in the form of a 100% stock
dividend to shareholders of record on June 1, 19938 and payabte on
June 29, 1998. Sharehelders of record received an additional share
of camman stock for each share of commaon stock held at the record
date. We retained the par value of 3.10 per share for all shares of
commen stock. The prior period financial information (including
share and per share data) contained in this repart has been adjusted
to give retroactive recognition te this common stock split,
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Use of Estimates

We prepare our financial statements under generally accepted
accounting pringiples which require management to make estimates
and assumptiens that affect the reparted amounts or certain discto-
sures. Actual results cauld differ from those estimates.

Revenue Recognition

We recognize wireline and wireless services revenues based upon
usage of our network and facilities and contract faes. We recognize
preducts and other services revenues when the products are delivered
and accepted by the customers and when services are provided in
accordance with contract terms.

Maintenance and Repairs

We charge the cost of maintenance and repairs, including the cost of
replacing miner items not constituting substantial betterments, to
Operating Expenses.

Earnings Per Common Share

Basic earnings per common share are based on the weighted-average
number of shares outstanding during the year. Diluted earnings per
comtmon share include the dilutive effect of shares issuable under
our stock-based campensation plans, which represent the only
potentiat dilutive common shares.

Cash and Cash Equivalents

We consider all highly liquid investments with 2 maturity of 90 days
or less when purchased to be cash eguivalents, except cash equiva-
lents held as short-term investments. Cash equivalents are stated at
cost, which approximates market value.

Short-Term Investments

Our short-term investments consist primarily of cash equivalents
held in trust to pay for certain employee benefits. Short-term invest-
ments are stated at cost, which approximates market value.

Inventories

We inctude in inventory new and reusable matarials of the operating
telephane subsidiaries which are stated principatly at average origi-
nai cost, except that specific costs are used in the case of large.
individual items. Inventories of our other subsidiaries are stated at
the lower of cost (determined principally on either an average or
first-in, first-out basis) or market.

Plant and Depreciation

We state plant, property and equipment at cost. Qur operating tete-
phone subsidiaries’ depreciation expense is principaily based on the
composite group remaining tife method and straight-line compesite
rates. This method provides for the recognition of the cost of the
remaining net investment in telephone plant, less anticipated net
salvage value, over the remaining asset lives. This method requires
the pericdic revision of depreciation rates.

The asset lives used by our operating telephone subsidiaries are
presented in the following table:

Aumén Lives {in years)

Buildings 20-60
Central office equipment 5-12
Qutside communications plant 8-65
Furnitura, vehicles and other 3=15




Notes to Consolidated Finandcal Statements continuea

Note 1 continyed

When we replace or retire depreciable tetephone plant, we deduct the
carrying amount of such plant from the respective acceunts and
charge accumulated depreciation. Gains or losses on disposition are
amortized with the remaining net investment in tetephone plant.

Plant, property and equipment of our other subsidiaries is depreci-
ated on a straight-line basis over the following estimated useful
lives: buildings, 20 to 40 years, and other equipment, 1 to 20 years.

When the depreciable assets of our other subsidiaries are retired or
otherwise disposed of. the related cost and accumulated deprecia-
tion are deducted from the plant accounts, and any gains or losses
on disposition are recognized in income.

We capitalize interest associated with the acquisition or construction
of plant assets, Capitalized interest is reported as a cost of plant and
a reductian in interest cost.

Computer Software Costs .

Effective January 1, 1999, we adopted Statement of Position (SOP)
No. 98-1, “Accounting far the Costs of Computer Software Developed
or Obtained for Internal Use.” Under SOF No. 98-1, we capitalize the
cost of intarnal use software which has a useful life in excess of ane
year, Subsequent additions, modifications or upgrades to internal-
use soffware are capitalized anly to the extent that they allow the
software to perform a task it previously did aot perform. Software
maintenance and training casts are expensed in the period in which
they are incurred. Also, we capitalize interest associated with the
development of internal-use software. Capitalized computer software
costs are amortized using the straight-tine methad over a period of 3
to 5 years. The effect of adopting SOP No, 98-1 was an increase in
net income of approximately $230 million in 1999. We also capital-
ized approximately $600 million as an intangible asset in 1999.

Prior to 1999, sur operating telephone subsidiaries capitalized initial
right-to-use fees for central office switching equipment, including
initial operating system and initial application software costs. For
nencentral office equipment, only the initial operating system soft-
ware was capitalized. Subsequent additions, modifications, or
upgrades of initial software programs, whether operating ar applica-
tion packages, were expensed as incurred.

Costs of Start-Up Activities

Effective January 1, 1999, we adopted SOP No. 98-5, “Reparting on
the Costs of Start-Up Activities.” Under this accounting standard, we
expense ¢osts of start-up activities as incurred, including pre-gperat-
ing, pre-opening and other organizationat costs. The adoption of S0P
No. 98-5 did not have a material effect an our resuits of aperations
or financial condition because our policy has been generaily to
axpense all start-up activities.

Goodwill and Other Intangibles

Goodwill is the excess of the acquisition cast of businesses over the
fair value of the identifiable net assets acquired. We amortize good-
will and other identifiable intangibles on a straight-line basis over
their estimated useful life, not exceeding 40 years. We assass the
impairment af other identifiabte intangibles and goodwill retated to
our consolidated subsidiaries under SFAS No. 121, “Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
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Disposed Of,” and whenever events or changes in circumstances indi-
cate that the carrying value may not be recoverable. A determination
of impairment (if any) is made based on estimates of future cash
flows. In instances where gaodwill has been recorded for assets that
are subject to an impairment loss, the carrying amount af the good-
will is eliminated befere any reduction is made to the carrying
amounts of impaired long-lived assets and identifiabie intangibles.
On z guarterty basis, we assess the impairment of enterprise level
goodwill under Accounting Principles Board {APB) Opinion No. 17
“Intangible Assets.” A determination of impairment (if any) is made
based primarily on estimates of market value.

Sale of Stack by Subsidiary

We recognize in consotidation changes in our ownership percentage
in a subsidiary caused by issuances of the subsidiary’s stock as
adjustments to Contributed Capital.

Income Taxes

Beil Atlantic and its domestic subsidiaries file a consolidated federal
income tax return. For perfods oriar to the Bell Atlantic-NYNEX
marger, NYNEX filed its own consolidated federal income tax return.

Our operating telepheone subsidiaries use the deferral method of
accounting for investment tax credits earned prior ta the rapeal of
investment tax credits by the Tax Reform Act of 1986. We also defer
certain transitional credits earned after the rapeal. We amortize
these credits over the estimated servica lives of the related assets as
a reduction to the Provision for Income Taxes.

Advertising Costs
We expense advertising costs as they are incurred.

Stock-Based Compensation

We account for stock-based employee compensation plans under APB
Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related interpretations, ang follow the disclosure-anly provisiens of
SFAS Na. 123, “Accounting for Stock-8ased Compensation.”

foreign Currency Translation

Tha functional currency for nearly all of our foreign operations is the
local currency. For these fareign entities, we transiate income state-
ment amounts at average exchange rates for the period, and we
translate assets and labilities at end-of-period exchange rates. We
record these translation adjustments in Accumulated Other
Camprehensive Income (Loss) inm our consalidated balance sheets, We
report exchange gains and losses on intercompany foreign currency
transactions of a long-term nature in Accumulated Other
Comprehaensive Income (Loss). Other exchange gains and losses are
reported in income.

When a foreign entity operates in a highly inflationary economy, we
use the U.S. dollar as the functional currency rather than the local
curency. We translate nonmanetary assets and liabilities and retated
expenses into U.S. dotlars at historical exchange rates. We transiate all
ather income statement amounts using average exchange rates for the
period. Monetary assets and liabilities are translated at end-of-period
exchange rates, and any gains or losses are raported in income, For
the perfod October 1, 1996, through December 31, 1998, we consid-
ered Grupo Iusacell S.A. de C.V., a fully consalidated subsidiary in
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Mexico, to operate in a highly inflationary economy and utilized the
U.S. doliar as its functional currency. Beginning January 1, 1999, we
discontinued highly inflationary accounting for this entity and
resumed using the Mexican peso as its functional currency.

Derivative Instruments

We have entered into derivative transactions to manage our axposure
to fluctuations in foreign cumrency exchange rates, interest rates, and
corporate tax rates. We employ risk management strategies using a
variety of derivatives including fareign currency forwards and options,
interest rate swap agreements, interest rate caps and floars, and basis
swap agreements, We do not hold derfvatives for trading purposes.

Fair Value Method

We use the fair value method of accounting for our foreign currency
derivatives, which requires us to record these derivatives at fair
value in our consolidated balance sheets, and changes in value are
recorded in income ar Shareownars’ Investment. Depending upon the
nature of the derivative instruments, the fair value of these instru-
ments may be recorded in Current Assets, Other Assets, Current
Liabilities, and Deferred Credits and Other Liabilities in our consoli-
dated balance sheets.

Gains and {gsses and related discounts or premiums arising from
foreign currency derivatives {which hedge our net investments in
 consolidated foreign subsidiaries and investments in foreign entities
accounted for under the equity method) are included in Accumulated
Other Comprehensive Income (Loss) and reflected in income upan
sale or substantiat liquidation of the investment. Certain of these
derivatives also include an interest element, which is recorded in
Interest Expense over the lives of the contracts. Gains and losses
from derivatives which hedge our short-term transactions and cost
investments are included in Qther Income and Expense, Net, and
discounts or premiums on these contracts are included in income
over the lves of the contracts. Gains and losses from derivatives
hedging identifiable foreign currency commitments are deferred and
reflectad as adjustments to the related tramsactions. If the foreign
currency cammitment is no longer likely to occur, the gain or loss is
recognized immediately in income,

Earnings generatad from our leveraged lease portfolio may be
affected by changes in corporate tax rates. In order to hedge a
partion af this risk, we use basis swap agreements, which we
account for using the fair vaiue method of accounting. Under this
methed, these agreements are carried at fair value and included in
Other Assets ar Deferred Credits and Other Liabilities in our consoli-
dated balance sheet. Changes in the unrealized gain or loss are
included in Other Income and Expense, Net.

Accrual Method

Interest rate swap agreements and interest rate caps and floars that
qualify as hedges are accounted for under the accrual method. An
instrument qualifies as a hedge if it effactively modifies and/or
hedges the interest rate characteristics of the underlying fixed or
variable interest rate debt. Under the accrual method, no amounts
are recognized in our consolidated balance sheets related to the
principal balances. The interast differential to be paid ar received,
which is accrued as interest rates change, and premiums related to
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caps and floors, are recognized as adjustments to Interest Expense
over the tives of the agreements. These interest accruals are recarded
in Current Assets and Current Liabilities in our consoiidated balance
sheets. If we terminate an agreement, the gain or loss is recorded as
an adjustment to the basis of the underlying liability and amortized
over the remaining original life of the agreement. If the undertying
liability matures, or is extinguished and the related derivative is not
terminated, that derivative would no longer qualify for accrual
accounting. In this situation, the derivative is accounted for at fair
value, and changes in the value are recorded in income.

New Accounting Standard-Derivatives and Hedging Activities

In June 1998, the Financial Accounting Standards Board {FASB)
issued SFAS No. 133, "Accounting far Derivative Instruments and
Hedging Activities.” This statement requires that ail derivatives be
measured at fair value and recognized as either assets ar liabilities
on our balance sheet. Changes in the fair values of derivative instru-
ments will be recognized in either earnings or comprehensive
income, depending on the designated use and effectiveness of the
instruments. The FASB amended this pronouncement in June 1999 to
defer the affective date of SFAS No. 133 for one year. We must adopt
SFAS No. 133 no fater than January 1, 2001.

On March 3, 2000, the FASE issued a Proposed SFAS, "Accounting for
Certain Derivative Instruments and Certain Hedging Activities,”
which would amend $FAS No. 133, The proposed amendments address
certain implementation issues and relate to such matters as the
normal purchases and naormal sales exception, the defiritien of inter-
est rate risk, hedging recognized foreign-currency-denominated debt
instrumants, and intercompany derivatives.

We are currently svaluating the provisions of SFAS Na. 133 and the
proposed amendments. The impact of adoption will be determined by
several factors, including the specific hedging instruments in place
and their relationships to hedged items, as well as market conditions
at the date of adoption.

New Staff Accounting Bulletin-Revenue Recognition

In December 1999, the Securities and Exchange Commission {5EC)
issued Staff Accounting Bulletin (SAB) No. 101, “Revenue
Racognition in Financial Statements,” which currently must be
adopted by June 30, Z000. SAB No. 101 provides additional guidance
on revenue recognition, as well as criteria far when revenue is gener-
ally realized and 2arned, and also requires the defarral of incremental
direct selling costs. We are currently assessing the impact of SAB No.
101 on our results of operations and financial position.
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Bell Atlantic - NYNEX Merger

\

On August 14, 1997, Bell Atlantic Corporation and NYNEX
Corporation completed a merger of equals under a definitive merger
agreement entered into an April 21, 1996 and amended on July 2,
1996. Under the terms of the amended agreement, NYNEX became a
wholly owned subsidiary of Bell Atlantic. NYNEX stockholders
received 0.768 of a share of Bell Atlantic common stock for each
share of NYNEX common stock that they owned. This resuited in the
issuance of 700.4 million shares of Bell Atlantic commen stock.

The merger qualified as a tax-free reorganization and has been
accounted for as a pooling of intarests. Under this method of
accounting, the companies are treated as if they had always been
cambined for accounting and financial reporting purposes and,
therafore, we restated our financial information for all dates and
periods prior o the merger.

Beil Atlantic -NYNEX Merger-Relatad Costs

In the third quarter of 1997, we recorded merger-related pre-tax
costs of $200 million far diract incremental casts, and $223 millian
for employee severance costs.

Direct incramental costs consist of expenses associated with
completing the merger transaction, such as professional and regula-
tory fees, compensation arrangements, and shareowner-related costs.

Employee severance costs, as recorded under SFAS No. 112,
“Employers’ Accounting for Postemployment Benefits,” reoresent the
anticipated benefit costs for the separation by the end of 1399 of
approximately 3,100 management employees who are entitled to
benefits under pre-existing separation pay plans. Ouring 1997, 1998,
and 1999, 245, 854, and 231 management employees were separated
with severance benefits. Accrued postemployment benefit liabilities
are inctuded in our consolidated batance sheets as a compenent of
Employee Benefit Obligations.

Qther Initiatives

During 1997, we recorded other charges and special items totaling
$1,041 million (pre-tax) in connection with consolidating operatfons
and combining erganizations, and for other special items arising
during the year,

Video-Related Charges

In 1997, we recognized total pra-tax charges of $243 million related
ta certain video investments and operations. We determined that we
would no longer pursue a multichannel, muitipoint, distribution
system (MMOS) as part of our video strategy. As a resutt, we recog-
nized liabilities for purchase commitments associated with the MMDS
technology and costs associated with closing the operations of our
Tele-TV partnarship because this operation no longer supports our
video strategy. We alsoe wrote-down our remaining investment in CAI
Wireless Systams, Inc.

Write-Down of Assets and Reol Estate Consolidation

In the third quarter of 1997, we recorded pre-tax charges of $355
millian for the write-down of obsaolete or impaired fixed assets and
for the cost of consolidating redundant real estate properties. As
part of our merger integration planning, we reviewed the carrying
valuas of long-lived assets. This review included estimating remain-
ing useful lives and cash flows and identifying assets to be
abandoned. In the case of impaired assets, we analyzed cash flows
refated to those assets to determine the amount of the impairment.
As a result of these reviews, we recorded charges of $275 million for
the writa-off of some assets and $25 million for the impairment of
other assets. These assets primarily inciuded computers and ather
agquipment used to fransport data for internal purposes. copper wire
used to provide telecommunications service in New York, and dupii-
cate voice mait ptatforms. None of these assets is held for disposat.
At December 31, 1999 and 1998, the impaired assets had no remain-
ing carrying value.

In connection with our merger integration efforts, we consolidated
real estate to achieve a reduction in the total square footage of build-
ing space that we utilize. We scld properties, subleased some of qur
leased facilities, and terminated ather leases, for which we recerded a
charge of §55 million in the third quarter of 1997. Most of the charge
related to properties in Pennsylvania and New York, where corpaorate
support functions were consolidated inte fewer wark locations.

Regulatory, Tax and Legal Contingencies and Other Special Items

In 1997, we also recorded reductions to operating revenues and
charges to operating expenses tataling $526 million (pre-tax), which
consisted of the following:

+ Revenue reductions consisted of $179 miilion for federal regula-
tory matters. These matters relate to specific issues that are
currently under investigation by federal reguiatory commissions.
We believe that it is probable that the ultimate resolution of
these pending matters will result in refunds to our customers.

= (harges to operating expenses totaled $347 million and consisted
af $75 million for interest on federat and other tax contingencies;
$55 miilion for other tax matters; and $52 million for legal
contingencies and a state regulatory audit issue. These cantin-
gencies wera accounted for under the rules of SFAS No. 5,
“Accounting for Contingencies.” These charges also included 395
mitlion related to costs incurred in standardizing and consolidat-
ing our directory businesses and 370 mitlion for other
post-merger imtiatives.

Other charges arising in 1997 included $59 mitlion for our equity
share of formation costs praviously announced by Cable & Wireless
Communications ple (CWC). We own an 18.6% interest in CWC and
account for aur investment under the equity methed of accounting.

In 1997, we recognizat pre-tax gains of 3142 million on the sales of
our ownership interests of several nanstrategic businesses. These
gains included $42 million on the sale of our interest in Sky Network
Television Limitad of New Zealand; $54 million an the sale of our
33% stake in an Italian wireline venture, Infastrada; and 346 million
an the sale of our two-sevenths interest in 8ell Communications

Research, Inc.
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The following table provides a reconciliation of the liabilities associated with Bell Atlantic-NYNEX merger-related costs and other charges and

special items dascribed above:

(dailars in miilians)

1997 1993 19%9
Charged to
Beginning  Expense or .
of Year Revenue Deductions Adjustments End of Year | Deduchions Adjustmants  End of Year | Jeductions Adjustments  End of Year
Merger-Related
Direct incremental costs s - $ 200 $ (165)a § - $ 35 M {(5}a § (25 § 4 $ (1) 3 3 3 -
Severance obligation 1 223 {28)a 20 130 (61)a 47 318 (35)a {15) 266
Other Initiatives
Video-ralated costs - 243 (227 5 21 (3)a (12) 6 (2)a (4) -
Write-down of fixed
assets and real estate
consclidation - 355 (312)b - 43 (18)b (2} 23 {84 -[13) 2
Regulatory, tax and legal
contingencies, and .
other special items - 526 (1443b - 382 {118)¢ (15) 249 {Te {37} 205
§ 111 $1547 § (872) § 25 0§ 811 5 (208 § (8 § 598 | % (53) 5§ (72) § 473

Adjustments refer to deductions to the lability that reduced expense, or additions to the Uability that increased expense rasulting from changes in circumstances

ar experience in implementing the planned activities. In 1999, adjustments inciude the favorabie settlement of tax matters.

a-primarily comprised of cash payments
b=primarily comprised of asset write-offs

Deguctians refer ta the utitization of the liability through payments, asset write-offs, or refunds to custamers.

c-camprised of cash payments of 356 million, refunds to customers of 542 million, and asset write-offs of $10 million

d-comprised of cash payments of $3 million and asset write~-affs of $5 miilion
s-comprised of cash payments of $4 million and asset write-offs of 53 million

At December 31, 1999, direct incrementai and video-related labili-
ties were futly utilized through either payments or adjustments. We
expect that the remaining real estate liabilities will extend through
2003. Liabflities for regulatory, tax and legal contingencies, and
other speciai items will be utilized as the respective mattar is
settled. The obligation for severance benefits, which has been deter-
mined under SFAS No. 112, represents expected payments to
employees who leave the campany with benefits provided under pre-
existing separation pay plans. The severance obligation is adjusted
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through annual costs, which are actuarially determined based upon
financial market interest rates, experience, and management's best
astimata of future benefit payments. In 1997, the merger-related
severance costs increased our existing severance obligation. At
December 31, 1999, the merger-related separatians were compieted
and the remaining liability balance represents our obligation far
ongoing separations under the pre-existing separation pay plans, in
accordance with SFAS No. 112.
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Investments in Unconsolidated Businesses

.

Qur investments in unconsolidated businesses camprise the foilowing:

{dollaes in milliens)

1999 1998

At December 11, Qwnership Investment Ownership Investment
Equity Investees
Omnitet Pronto Italia S.0.A 23.14% % 1,262 19.71% § 521
PrimeCa Persanal

Communicatians, L.P. 50.00 1,073 50.00 1,012
Cable & Wireless

Cammunications plc 18.59 543 18.50 675
FLAG 37.67 161 37.57 178
Telecom Corporation of

New Zealand Limited - o 24.95 373
Other Various 723 Various 738

Tatal equity investees 3,367 3,498
Cost Investeas
Telecom Corporation of

New Zeatand Limited 24,94 2,103 - -
Viacom Ing. - - - 503
Othar Variaus 305 Various 175

Totai cost investaes 2,408 778
Tetal $ 6,275 $ 4,276

Dividends received from investees amounted to $116 million in
1999, $170 miklion in 1998, and $192 million in 1997.

Omnitel Pronto Italia 5.p.A.

Omnitel Pronto [taliz S.p.A. (Omnitel) operates a wireless mobile
telephane network in Italy. We account for this investment under the
equity method because we have significant influence over Omnitel's
operating and firancial policies. Since 1994, we have invested
approximately §1.2 billion in Omnitel. Approximately $630 million of
this amount was invested in June 1999, which increased our ewner-
ship interest from 19.71% to 23.14%. Goadwill related to this
investment totals approximately $995 million which is being amaor-
tized on a straight-line basis over a period of 25 years. At December
31, 1999, remaining goodwill was approximately $200 mitlion.

PrimeCo Parsonal Communications, L.P.

PrimeCo Parsonal Communications, L.P. (PrimeCo) is a partnership
astablished in 1994 between Bell Atlantic and Vodafaone AirTouch plc
(Vodafone AirTouch), which provides personal communications
services [PCS) in major cities across the United States.

Since 1994, we have invested approximately $2 bitlion in PrimeCo to
fund its operations and the build-out of its PC5 network. Under the
terms of the partnership agreement, PrimeCo entared intg a lever-

~aged lease ffnancing arrangement for certain equipment which has

been guaranteed by the partners in the joint venture, Qur share of
this guarantee is approximately $126 million.

On August 3, 1999, Bell Atlantic and Vodafane AirTouch announced
an agreement to restructure our ownership interests in PrimeCo.
Under the terms of that agreement, we would assume full ownership

of PrimeCo operations in five “major trading areas” (MTAs) -
Richmond, VA, New Orleans, LA and the Flarida MTAs of Jacksanville,
Tampa and Miami. Yodafone AirTauch would assume fuil ownership of

" the remaining five PrimeCo MTAs - Chicage, IL. Milwaukee, WI and

the Texas MTAs of Dallas, San Antonia and Houston.

Under the terms of the Wireless Co. agreement (see Note 21}, Bell
Atlantic and Vodafone AirTouch agreed ta suspend the Augqust 3.
1999 agreement to restructure PrimeCo ownership interests, with
certain limited exceptions. As a result, no action will be taken to
allocate most PrimaCo markets unlass either we or Vodafone AirTouch
give notice to initiate such an atlocation. Neither party has given
such notice.

In January 2000, we and Vedafone AirTouch purchased the remaining
20% partnership interest in the Texas MTAs of Dallas, San Antonio
and Houston held by TXU Communications Hoiding Company {TXU).
We invested $196 million to acguire 55% of the TXU partnership
interest, Vodafone AirTouch will own the remaining 45% of the TXU
partnership interest.

Cable & Wireless Communications plc

In the second quarter of 1997, we transferred our interests in cable
television and telecommunications operatians in the United Kingdam
to Cable & Wireless Communications ple (CWC) in exchange for an
18.5% ownership interest in CWC. This transaction was accounted for
as a nonmonetary exchange of similar productive assets and, as a
result, no gain or toss was recorded. We account for our investment
in CWC under the equity methad because we have significant influ-
ence over CWC's operating and financial policies. Priar to the
transfer, we included the accounts of these operations in our consol-
idated financial statements.

On July 27, 1999, we announced cur agreement to a proposal by
Cable & Wireless plc (Cabte & Wireless), NTL Incorporated (NTL) and
CWC for the proposed restructuring of CWC. Under the terms of the
agreement, CWC's consumer cable telephone, television and Internet
aperations would be separated from its corporate, business, Internet
protocot and wholesale operations, The consumer operations would
he acquired by NTL and the cther operations would be acyuired by
Cable & Wireless. In exchange for our interest in CWC, we would
receive shares in the two acquiring companies, reprasenting approxi-
mately 9.1% of the NTL shares currently outstanding and
approximatety 4.6% of the Cable & Wireless shares currently
outstanding. Qur investments in NTL and Cable & Wireless will be
accounted for under the cost methad.

We expect the rastructuring to result in a material non-cash gain.
The comptetion of the restructuring is subject to a number of condi-
tians and, assuming satisfaction of those conditians, is axpected to
close in the first haif of 2040.

In August 1998 we issued $3,180 million of 4.25% senior exchange-
able notes due on Septamber 15, 2005. Prior to the proposed
restructuring described above, the notas are exchangeable into 277.5
million ordinary shares of CWC stock at the option of the holder,
beginning on July 1, 2002. Hewever, upon completion af the
proposad restructuring, the CWC exchangeabie notss would be
exchangeable on and arter July 1, 2002 for shares in NTL 2nd Cabple
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& Wireless in proportion to the shares received in the restructuring.
Upan exchange by investors, we setain the option to settle in cash
or by delivery of the Cable & Wireless and NTL shares. You can find
additional information on the CWC exchangeabie notes in Note 10.

FLAG

Fiberoptic Link Around the Globe (FLAG) is an undersea fiberoptic
cable system, providing digital communications links between
Europe and Asia. FLAG launched commercial service in the fourth
quarter of 1997. We have invested approximately $227 million in
FLAG since 1994. At December 31, 1999, our awnership interest was
comprised of our interest in FLAG Ltd. and our interest in its parent
company, FLAG Telecom Heldings Limited (FLAG Telecom). In January
2000, we exchanged our shares in FLAG Ltd. for anm interest in FLAG
Telecom resulting in an aggregate interest in FLAG Telecom of
approximately 318%. There was no impact to our financial statements
or our effective ownership interest as a result of this transaction.

In February 2009, Flag Telecom conducted an initial public offering.
The primary offering consisted of approximately 28 mitlion newly
issued comman shares. Certain existing shareowners also partici-
pated in a secondary offering in which approximately & million of
their common shares were sold. We did not acquire any new shares in
the primary offering, nor did we participate in the secondary offer-
ing. As a resuit, our current ownership interest has been reduced to
approximatety 30%.

FLAG had outstanding borrewings of $615 million as of Dacember 31,
1997 under a limited recourse debt facility, which it refinanced in
the first quarter of 1998 through 2 new 3300 million credit facility.
This refinancing resulted in an after-tax extraordinary charge of $15
miltion. The refinancing also released us fram certain obiigations
under a contingent sponsar support agreement signed in ¢gnnection
with the debt facility outstanding in 1997.

Other Equity Investments

We also have global wireless investments in the Czech Republic,
Slovakia, Greece, and Indonesia. These investments are in joint
ventures to build and operate wirelass networks in these countries.
We also have an investment in a company in the Philippines which
provides telecommunications servicas in certain regions of that
country. The remaining investments include real estate partnerships,
publishing jeint ventures, and several pther domestic and interna-
tional joint ventures,

In 1998, ather equity investess alsg fncluded Bell Atlamtic Mobiie's
(BAM) investment in domestic wireless properties doing business
under the Frontier Cellular name. Frontier Ceilular was a joint venture
between BAM and Frontier Corporation (Frontier). In Oecember 1999,
8AM compteted its purchase of Frontier's interests for $374 million
and assumed approximately $105 million in debt, resuiting in
purchased goodwill of approximately $265 million. As a result of this
transaction, we increased our awnership interest from 50% to 100%
and, therefore, have changed the accounting far our investment in
Frontier Cellular fram the equity method to full consolidation. The
change in accounting methodology resulted in a reduction to
Investments in Unconsolidated Businesses of $87 million in 1999,

40

Summarized Financial Information

The following tables display the summarized audited financial infar-
mation for our equity investees. These amounts are shown on a 100
percent basis.

(doltars in millions)

Years Ended December 31, 1999 1998
Results of operatians
Operating revenues $ 10,584 5 8.3z
Oparating income 2,124 1,474
Income before extraordinary item 698 577
Net income 6598 520
Bell Attantic’s equity share of income 3 72 b1 25
At Uecamber 11, 1399 1598
Financial position
Current assets $ 373 $ 4,680
Noncurrent assets 18,613 18,986
Current, liabilities 4,484 4,830
Noncurrent liabilites 8,877 10,027
Minarity interest 169 155
Stockholders’ aquity 8,819 8,654
Bell Atlantic's equity share of investees $ 3,857 $ 3,498

Cost Investees

Certain of our cost investments are carried at their fair value, princi-
pally our investment in Telecom Corporation of New Zealand Limited
(TCNZ), as described below, Other cost investments are carried at their
original cast, except in cases where we have determined that a decline
in the estimated fair value of an investment is other than temparary
as described below under the section “Other Cost Investments.”

Telecom Corporation of New Zealand Limited

TCNZ is that country’s principal provider of telecammunications
servicas. We account for our investment in TCNZ under the cost
method because we do not havae significant influence over TCNZ's
operating and financial policies (see Note 1}.

In February 1998, we issued $2,455 million of 5.75% seniar
exchangeable notes due on Aprl 1, 2003. The notes wera axchange-
able into 437.1 million ordinary shares of TCNZ stock at the option
of the halder, beginning September 1, 1999. As of December 31,
1999, no notes have bean delivered for axchange. You can find addi-
tional infarmation on the TCNZ exchangeable notes in Nota 10.

Viacom Inc. .

Since 1993, we have held an investment in Viacom Inc. {Viacom), an
entertainment and publishing company. This investment consisted of
24 million shares of Viacom Series 8 Cumulative Preferred Stock that
we purchased for §1.2 billion. The preferred stock, which carred an
annual dividend of 5%, was convertible into shares of Viacom (lass 8
Nonvoting Common Stock at a price of $70 per share.

In December 1998, we accepted an offer from Viacom to repurchase
one-half of aur Viacom investment, ar 12 million shares of the
preferred stock (with a book value of approximately $600 mitlion} for
approximately 3564 million in cash. This transaction resuited in a
small loss, which was recorded in [ncome {Loss) from Unconsolidated
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Businesses in 1998. This preferred stock had been held by a fully
consolidated subsidiary, which had been created as part of a transac-
tion to monetize a partion of our Viacom investment during 1995
and 1996. This monetization transaction involved entering into
nonrecourse contracts whereby we raised $600 million based, among
other things, an the value of our investment in Viacom. To accom-
plish the monetization, two fully consolidated subsidiaries were
creatad to manage and protect certain assets for distribution at a
later date. In additian, an outside party contributed $600 million in
cash in exchange for an interest in one of these subsidiaries, and we
contributed a $600 million note that was collateralized by certain
financial assets, including the 12 miilion shares of Viacom preferred
stock and 22.4 million shares of aur common stock. The autside
party's contribution was reflected in Minority Interest, and the
issuance of common stock was reflected as Treasury Stock.

The cash proceeds fram the repurchase of the 12 mitlion shares of
Viacom preferred stock, together with additional cash, was used to
repay the nate that had been contributed to ane of the subsidiaries.
The total amount of cash was distributed to the outside party, under
a pre-existing agreement, to redeem most of that party's interest in
the subsidiary. We then purchased the remaining portion of the
outside party’s interest. The transaction was accounted for as a
charge to Reinvested Earnings and a reduction from Net Incame in
calcutating Net [ncome Availabte to Common Shareowners in the
amount of $30 millien. As a result of our purchase of the outside
party’s interast, we reduced Minority Interest by $600 million in
1998. However, the subsidiaries continue to hold shares of our
common stock, which have heen reported as Treasury Stock at
December 31, 1999.

The remaining 12 million shares of preferred stock were repurchased
by Viacom in a secand transaction in January 1999 for approximatety
$612 millicn in cash. This transaction did not have a matenal effect
on our consolidated results of operations.

Gther Cost Investments

Other cost investments include gur Asian investments-TelecomAsia,
a wireline investment in Thailand, and Excelcominde, a wireless
invastment in Indonesia. In the third quarter of 1998, we recorded
pre-tax charges of $485 million to Income (Loss) Fram Unconsoli-
dated Businesses to adjust our carrying values of TelecomAsia and
Exceleomindo. The charges were necessary hecause we determined
that the decline in the estimated fair vaiues of each of these invest-
ments were other than temparary. We determined the fair values of
these investments by discounting estimated future cash flows.

In the case of TelecamAsia, we recorded a charge of $348 miltion to
adjust the carrying value of the investment to its estimated {Gir value.
We considered the fallowing factors in determining the charge:

* The continued weakness of the Thaj currency as compared to
historical exchange rates had placed additional financiat burdens
on the company in servicing U.5. dallar-denominated debt.
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* The economic instability and prospects for an extended recovery
period had resuited in weaker than expected growth in
TelecomAsia’s business. This was indicated by slower than
expected growth in total subscribers and usage. Thess factors
resufted in reduced expectations of future cash flows and, accord-
ingly. a reduction in the value of our investment.

* The business plan for TelecomAsia contemptated cash flows from
several lines of husiness. Given TelecomAsia's inclinatian to focus
an its core wireline business, these other lines of business would
not contribute future cash flows at previously expected levels.

In the case of Excelcomindo, we recorded a charge of $137 miltion to
adjust the carrying value of the investment to its estimated fair vatue.
We considered the following factors in determining this charge:

* The continued weakness of the Indonesian currency as compared
to histarical exchange rates had placed additicnal financial
burdens on the company in sarvicing U.S. dotlar-denominated
debt. The political unrest in Indonesia contributed to the
currency’s instability.

= The econamic instability and prospects for an extended recovery
period had resulted in weaker than expected growth in
Excelcominde’s business. One significant factor was the inflexible
tanff requilation despite rising costs due to inflation. This and
other factars resuited in reduced expectations of future cash flows
and, accordingly, a reduction in the value of our investment.

* Tssues with cash flow required Excelcomindo’s sharehalders to
evaluate the future funding of the business.




