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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Joint Application )
of Bell Atlantic Corporation and GTE )
Corporation for Consent and ) Case No. 98- -TP-UNC
Approval of a Change in Control )
JOINT APPLICATION

Bell Atlantic Carporation (“Bell Atlantic”) and GTE Corporation (“GTE”) (collectively,
the “Joint Applicants™) hereby make this Application pursuant to Revised Code Section 4905.402,
and request the approval of the Public Utilities Commuission of Ohio of a transaction whereby
GTE will become a wholly-owned subsidiary of Bell Atlantic. As a result of this transaction, Bell
Atlantic will acquire indirect control of GTE North Incorporated ("GTE North") a “domestic
telephone company” as defined in Revised Code Section 4905.402. Neither Bell Atlantic nor its
affiliates are currently affiliated with GTE or its affiliates.

DESCRIPTION OF THE JOINT APPLICANTS

The Joint Applicants are Bell Atlantic (which will acquire indirect “control” of GTE
North, as that term is defined in Revised Code §4505.402(A)(1)), and GTE Corporation, the
parent company of GTE North (GTE North, although it is not incorporated in Ohio, is still a
domestic “telephone company,” as that term is defined in Revised Code §4905.402(AX3)).
A. Bell Atlantic

Bell Atlantic Corporation is a corporation created and existing under the laws of the State
of Delaware. Its principal office is located at 1095 Avenue of the Americas, New York, New
York 10036, Bell Atlantic’s subsidiaries provide telecommunications services on a regulated and

unregulated basis in various locations throughout the United States and in several foreign



countries. Bell Atlantic's regulated local telephone subsidiaries provide service in thirteen states
and the District of Columbia.

Although Bell Atlantic itself is not a regulated telephone company within Ohio or
elsewhere, Bell Atlantic’s local telephone subsidiaries are subject to public utility regulation in the
states in which they operate as well as regulation by the Federal Communications Commission
(“FCC”) for the interstate services they provide to end users and interexchange carriers.

In 1997, Bell Atlantic had anmual operating revenues of $30 billion. It has a strong
balance sheet and investment-grade credit rating. Its operating companies serve approximately
40.8 million access lines, providing in the Northeast and Mid-Atlantic. Bell Atlantic’s cellular
operations provide service to approximately 6 million customers.

Bell Atlantic Communications, Inc. (“BACI”) is an operating affiliate of Bell Atlantic
subject to Commission jurisdiction with authority to operate as a switchless reseller of long
distance telecommunications services throughout Ohio. NYNEX Long Distance ("NLD") d/b/a
Bell Atlantic Long Distance is also a switchless reseller of long distance telecommunications
services in Ohio. Additionally, PrimeCo Personal Communications, L P, a company in which
Bell Atlantic holds a substantial interest, provides wireless telecommunications service in Ohio.
B. GTE

GTE Corporation is a corporation created and existing under the laws of the State of New
York, with its principal office located at 1255 Corporate Drive, Irving, Texas 75038-2518.
GTE’s subsidiaries provide telecommunications services on a regulated and unregulated basis in
various locations in the United States and in several foreign countries. GTE’s regulated

incumbent local telephone subsidiaries provide service in 28 states, including Ohio.



Although GTE itself is not 2 regulated telephone company within Ohio or elsewhere,
GTE’s incumbent local telephone subsidiaries, or operating companies, are subject to public utitity
regulation in the states in which they operate as well as regulation by the FCC for the interstate
services they provide to end users and interexchange carriers. GTE North is such a local
telephone subsidiary.

In 1997, GTE had annual operating revenues of $23 billion. It has a strong balance sheet
and investment-grade credit rating. Its operating companies serve approximately 22.3 million
access lines throughout the country. GTE’s cellular operations provide service to 4.6 million
customers and its long distance operations provide service to almost 3 million customers.

GTE has the following regulated subsidiaries in Ohio:

1. GTE North

GTE North provides local telephone service, access service, and intraLATA toll service
between its own exchanges and the exchanges of other local telephone companies. As noted
above, GTE North is a “domestic telephone company” within the meaning of Revised Code
§4905.402.

2. Other GTE Affiliates

In addition to GTE North, GTE has several other subsidiaries that are authorized by the
Commission to provide regulated services in the State of Ohio (“the other GTE Affiliates”):

. GTE Communications Corporation (“GTECC.” formerly known as GTE Card Service
Inc. d/b/a GTE Long Distance) is a switchiess reseller of long distance
telecommunications services. GTECC obtained authority to provide long distance
services throughout Ohio in Case No. 96-252-CT-ACE, filed its final tariffs effective

August 22, 1996, and is the holder of Certificate No. 90-5679. Although GTECC also
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provides competitive local exchange service in certain states, it does not provide
competitive local exchange service anywhere in Ohio.

. GTE Wireless Affiliates, specifically, GTE Mobilnet of Ohio LP, GTE Mobilnet of

Cleveland Incorporated, and Ohio RSA # 3 LP (providing cellular telephone service in

northeastern Ohio) and GTE Wireless of the Midwest Incorporated (providing personal

communications service in southeastern Ohio) have been providing competitive wireless
communications services in Ohio for several years.

. GTE Telecommunication Services Incorporated ("GTE TSI") is a switchless reseller of
long distance telecommunications services in Qhio.

As is apparent from the descriptions of Bell Atlantic and GTE subsidiaries in Ohio, there is
some overlap with respect to the companies’ long distance reseller services, but none with respect
to their core business as local exchange service carriers. Accordingly, Bell Atlantic and GTE do
not compete against each other within Ohio to any meaningful extent, and do not compete at all in
Ohio’s local exchange market.

C. Service Addresses
Notices and other pleadings in connection with this Joint Application should be served on

the Joint Applicanis as follows:

For Bell Atlantic:

John Walker

BELL ATLANTIC CORPORATION
1710 H Street, N.W.

11th Floor

Washington, D.C. 20006

(202) 392-5926



William D. Smith

BELL ATLANTIC CORPORATION
1095 Avenue of the Americas

37th Floor

New York, NY 10036

(212) 395-6495

Robert W. Woliz, Ir.

BELL ATLANTIC CORPORATION
600 East Main Street

24th Floor

Richmond, VA 23219

Phone: (804) 772-1595

For GTE.:

Thomas E. Lodge, Esq.
THOMPSON HINE & FLORY LLP
One Columbus

10 West Broad Street

Columbus, Ohio 43215-3435

(614) 469-3200

John Rogovin

Jeff Carlisle

O'MELVENY & MYERS LLP

555 Thirteenth Street, N.W.

Washington, DC 20004

(202) 383-5300

DESCRIPTION OF THE STOCK TRANSFER AND CHANGE OF CONTROL

Al Holding Company Stock Transfer

The mechanics of the merger of GTE and Bell Atlantic are described in the Merger
Agreement, attached hereto as Exhibit 1. GTE will merge into Beta Gamma Corporation, a
subsidiary of Bell Atlantic created solely to facilitate the merger. GTE will be the surviving
subsidiary, and Bell Atlantic will be the surviving parent corporation. GTE'’s shareholders will

receive 1.22 shares of Bell Atlantic for every share owned of GTE.



At closing, (i) the merged company’s headquarters will be located in New York City; (ii)
Charles R. Lee, currently Chairman and Chief Executive Officer of GTE, will become Chairman
and co-Chief Executive Officer of the merged company; (iii) Ivan Seidenberg, currently Vice
Chairman, President, and Chief Executive Officer of Bell Atlantic, will become President and co-
Chief Executive Officer of the merged company; and (iv) the Boards of Directors of GTE and
Bell Atlantic will each have selected half of the new Board of Directors for the merged company.
Until July 1, 2002, the new Board of Directors will nominate GTE and Bell Atlantic directors for
election to maintain equality on the Board.

For federal income tax purposes, the merger is intended to qualify as a tax-free
reorganization under Section 368(a) of the Internal Revenue Code of 1986. Assuming the merger
qualifies as such a reorganization, GTE shareholders will realize no gain or loss with respect to
the exchange of their GTE shares for Bell Atlantic shares, except for cash recetved in lieu of
fractional shares. Furthermore, the merger is intended to be accounted for as a pooling of
interests transaction under Generally Accepted Accounting Principles and APD Opinion 16. As
such, Bell Atlantic will retroactively restate for financial purposes its Consolidated Financial
Statements to include the assets, shareholder equity, and results of operations of GTE as though
GTE and Bell Atlantic had been combined at the beginning of all reported periods.

Since this is a stock transaction involving the two parent corporations, with the exchange
of voting common shares of GTE for Bell Atlantic stock, it will not be necessary for Bell Atlantic
to issue bonds, notes, or any other form of indebtedness to finance the merger, nor will it be

necessary 1o sell any assets in Ohio to consummate the merger.



After the transaction is completed, Bell Atlantic, as the surviving parent will have
indirectly acquired control of GTE North, but otherwise the corporate structure of GTE North,
and its relationship to GTE, will remain unchanged.

B. Regulatory Obligations

Until the transaction is completed, Bell Atlantic and GTE will continue to operate as
independent entities. The transaction will not occur until all necessary governmental and
regulatory approvals and reviews have been obtained or completed. This process includes a
review by the Department of Justice (“DOT”), the FCC, and a number of state commissions.

When the transaction is completed, GTE North will remain a subsidiary of GTE. The
authorizations and licenses currently held by the GTE North will remain in place. The transactions
necessary to complete the merger will not change the relationship of GTE North with the
Commission: GTE North will simply become a second-tier subsidiary of Bell Atlantic. Thus, the
stock transaction will not entail any change in the rates, terms or conditions for the provision of
any telecommunications services provided in Ohio. Further, no operations, lines, plants,
franchises or permits of GTE North will merge with the lines, plants, franchises or permits of any
Bell Atlantic entity; the transaction that is the subject of this application does not involve the
merger of any telephone companies.

Therefore, the parent company merger will not interfere with the Commission’s
jurisdiction nor impede the satisfaction of its public policy goals. GTE North will remain subject
to, and will continue to meet, all of its obligations and commitments under the Commission’s

rules, regulations and decisions.



REASONS FOR THE STOCK TRANSACTION

Bell Atlantic and GTE are merging because, over the long-term, they can better achieve
their goals in the increasingly competitive telecommunications environment as a combined entity.
Although Bell Atlantic and GTE have each pursued these goals separately, the changing nature of
the telecommunications industry within the United States makes it desirable for them to pool their
resources and expertise.

The telecommunications industry has changed because technology, customer expectations,
and public policy have changed radically within the last five years. Advancing technology has
expanded the options available to consumers, who then create a demand for new services and new
service providers. These changes are continuing and accelerating. The Telecommunications Act
of 1996 (the “1996 Act”) and the actions of this Commission have recognized these changes and
have, accordingly, opened the doors to competition.

Incumbent local exchange carriers, like GTE’s and Bell Atlantic’s operating companies,
must not only meet the future needs of their current customers, they must also compete with the
numerous alternative providers who are entering the marketplace. Moreover, in order to enter
new territories and offer viable competitive services, incumbent companies must ensure that they
have adequate resources.

Companies spanning the spectrum of sizes and services have recognized these complex
dynamics and have taken significant steps to modify their business practices accordingly. For
example, WorldCom has merged with UUNet, MFS, Brooks Fiber, and, most recently, MCIL.
Qwest has, within only a few years become a significant player in the telecommunications industry
through strategic mergers, including its recent merger with LCI. Sprint has formed international

alliances with, among others, France Telecom and Deutsche Telekom. As the Commission is also
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aware, numerous local telephone company mergers have also taken place or are underway:
Ameritech/SBC/SNET (currently the subject of Case No. 98-1082-TP-AMT), SBC/Pac Bell, and
Bell Atlantic/NYNEX. Even AT&T, the largest telecommunications corporation in the United
States, has decided that corporate mergers and alliances are essential in the new
telecommunications environment. AT&T has bought Teleport and anmounced its plans to
purchase TCI, and has formed alliances with numerous foreign carriers.

GTE and Bell Atlantic are thus merging so they can better achieve their mutual goals in
this changing environment. First, each company wants to ensure that, in the face of competition,
it will remain a strong, healthy provider of basic telecommunications services in its current
territories. Second, each company wants to be a fully integrated telecommunications service
provider, able to offer business and residential customers packaged voice, data, long distance,
video, wireless and other advanced and innovative services. Third, each company wants a
national presence, with the ability to compete not only for business customers in hotly contested
markets, but also for residential consumers. Competition is a goal of both companies, consistent
with both companies’ longstanding commitments to universal service.

The merged company, operating with combined resources, management, personnel and
technical expertise, will have more financial and operational strength than either company would
have on its own. The merger will roughly double the size of each company, which will receive
revenues from a widely distributed national base of customers and services. Bell Atlantic’s and
GTE’s combined assets, management and personnel will result in more efficient corporate
operations reflecting the best practices of both companies, creating a stronger and more

competitive merged entity. Consequently, the merged company can, over the long-term, iranslate



these parent company benefits into stronger support for its operations in Ohio, thereby benefiting
both business and residential customers.
THE STOCK TRANSACTION AND THE PUBLIC CONVENIENCE

A, Competition with Other Incumbent Local Telephone Companies

Bell Atlantic’s territories are concentrated in the Northeast and Mid-Atlantic, and it does
not have the dispersed facilities necessary to enter and compete effectively as a CLEC in key
markets outside its region, such as Cleveland and Cincinnati. GTE, with its network dispersed
geographically throughout the United States, is the “enabler” that will allow Bell Atlantic to enter
new markets throughout the country. Moreover, the merged company will have a broader
financial base, giving it the strength necessary to support entry into new markets and making it
better able to offer consumers a highly attractive package of local, wireless, long distance and
internet services.
B. Packaged Services

Before the 1996 Act, telecommunications markets were divided not only geographically
but also by product line. Today, however, the markets for telecommunications services are
demanding and being served by firms offering a full range of telecommuntcations services on a
nationwide basis. The 1996 Act’s deregulatory provisions have allowed four entities to form or
plan expanded alliances capable of providing such packages across the country:
MCI/WorldCom/MFS/UUNet, AT&T/TCL/Teleport, SBC/PacTel/SNET/Ameritech and
Sprint/Sprint Spectrum. The merger of Bell Atlantic and GTE will create a fifth new competitor
with the nationwide presence and financial resources necessary to compete head-to-head with the
big four telecommunications carriers in providing the full array of telecommunications services

both around the country.
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C. Internet and Data

Consumers in Ohio are also increasing their demands for data services, making it
important to ensure that a sufficient number of healthy competitors provide such services
throughout Ohio. The merger will advance this goal by strengthening GTE Internetworking
(formerly known as BBN). GTE Internetworking is currently the fourth largest provider of
Internet backbone services, but still far behind WorldCom, Cable & Wireless (spun off from MCI)
and Sprint. The WorldCom, Cable & Wireless and Sprint data networks are significantly larger
than GTE's data network. AT&T is also attempting to join the top ranks of Internet backbone
providers. The merger will combine GTE Interetwaorking’s facilities with the opportunity to
access Bell Atlantic’s large urban customer base, including the hundreds of Fartune 1000
businesses based in Bell Atlantic's territory with offices across the country. GTE Internetworking
could potentially have access to a solid base of high volume data customers, enabling it to expand
services faster and ensure a continued high level of competition in this critical sector.
D. Long Distance

The merger will increase competition in the long distance market in Ohio by presenting the
Joint Applicants with a better opportunity to utilize a combination of GTE's national facilities and
resale capabilities. Construction of a national long-distance network requires large volumes of
traffic to achieve necessary economies of scale and scope. Not surprisingly, there are few long
distance facilities-based networks that are truly national in reach taday. With the FCC’s approval
of the merger of WorldCom and MCI, there are now only three fully national facilities-based
carriers: MCL/'WorldCom, AT&T and Sprint. Resellers of long distance service, like GTECC, are

critically dependent today on one of these few network providers to supply their long distance
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services. Thus, although it provides long distance service in Ohio through GTECC, GTECC is
almost wholly dependent on WorldCom’s facilities.
E. Synergies

The Joint Applicants will have the opportunity to realize synergies that will, over the long
term, make the merged companies more efficient and responsive in the marketplace. These
expected synergies include, among other things, the consolidation and elimination of redundant
management functions, primarily in the headquarters functions, the consolidation of the two
companies’ capital and purchasing programs, and the combination of the two companies’
development efforts for new systems and services.
F. Competition For Customers

As longstanding providers of local exchange service in their respective territories, GTE
and Bell Atlantic have proven records of providing service not only to high volume business
customers, but also, and primarily, to their residential and small business customers. The merged
company will continue to serve all customers in their territories, unlike many other competitors in
the market who are interested only in serving high-end business customers.
G.  Corporate Citizenship

GTE and Bell Atlantic support their local communities. The merged company will
continue to observe this tradition of corporate citizenship that has been a hallmark of GTE and
Bell Atlantic policy for many vears.
H. Impact on Employment

The merger is not expected to have a material impact on employment levels of GTE
hourly workers and Bell Atlantic Associates, and all existing union contracts will be honored.

Any labor reductions occasioned by the merger will come, most likely, from the consolidation and
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elimination of redundant management positions. Any consolidation of management paositions that
does occur is expected to be accomplished to the extent possible, by attrition, retirement, and
other voluntary measures.
L Benefits from Best Practices

The merged company will be able to draw upon the expertise and abilities of the personnel
from both companies, adopting each company's best practices to better serve the public. Bell
Atlantic and GTE have operated networks and marketed services in geographically distinct
markets: the South, Midwest and West for GTE, and the Mid-Atlantic and Northeast for Bell
Atlantic. Accordingly, they have developed separate yet complementary skills. These
complementary skills will, when combined, allow both companies to better maintain and improve
the quality and efficiency of the service they provide.
J. Continued Regulatory Compliance

The stock transaction will not affect GTE North's status as a subsidiary of GTE, nor will
it affect the regulatory authority of this Commission over GTE North in any respect. GTE
North’s customers will continue to obtain the same products and services as they did before the
stock transaction, at the same rates they paid before the stock transaction. GTE North will
continue to submit reports to the Commission as required and GTE North will remain subject to
the Commission's jurisdiction. Following the stock transaction, as before, GTE North will, as
necessary, apply to the Commission for appropriate authorization to change the rates, terms or
conditions of service, or to introduce new services.
K. No Anti-Competitive Effect

Even though GTE and Bell Atlantic subsidiaries are authorized to provide long distance

service in Ohio, their common ownership will not significantly impact competition for long
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distance services. Combined, GTE and Bell Atlantic’s subsidiaries serve only a small fraction of
the total long distance market in Ohio. Long distance services are provided in Ohio by numerous
other competitors, and the market as a whole is dominated by the three largest long distance
companies, AT&T, MCI/WorldCom and Sprint. Accoerdingly, even though GTE and Bell
Atlantic’s separate subsidiaries in Ohio will now be commonly owned, there will be no anti-
competitive effect in Ohio.
REVISED CODE SECTION 4905.402

Under Revised Code §4905.402(B), Bell Atlantic is obligated to obtain the prior approval
of the Commission before acquiring indirect control of GTE North, and has therefore filed this
Joint Application with GTE. Approval is to be granted “after review of the application” or “after
any necessary hearing” once “the Commission is satisfied that approval of the application will
promote public convenience and result in the provision of adequate service [by GTE North] for a
reasonable rate, rental, toll or charge.” For the reasons described in the foregoing, and for those
described below, the Commission should promptly so find, and need not convene a hearing to do
$0.
A. This Joint Application Should Be Granted

The stock transaction that is the subject of this Joint Application is a parent company
merger and is not expected to materially change or relocate, by operation of law or otherwise, the
operations or legal status of GTE North. GTE North will remain subject to the junisdiction of this
Commission, and there will only be an indirect change of control over GTE North. Moreover,
following the transaction, GTE North will be owned by the same shareholder - GTE -- as it was

immediately before the merger.
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Accordingly, the Joint Applicants submit that the “acquisition of control” herein described
will promote the public convenience and result in the continued provision of adequate service for
a reasonable rate, rental, toll or charge by GTE North. Accordingly, the Commission should
grant this Joint Application under Revised Code §4905.402.

B. No Hearing Is Necessary

Under Revised Code §4905.402(B) this Joint Application may, and should be, deemed
approved if the Commission refrains from acting upon it for a period of thirty days. The
Applicants submit that this application should be so treated.

The stock transaction that is the subject of this Joint Application will take place among
two publicly-traded corporations over which this Commission has no general jurisdiction. Federal
agencies, by contrast -- specifically the Federal Communications Commission and Department of
Justice, among others -- exercise pervasive jurisdiction over the operating companies of GTE and
Bell Atlantic, and must also approve the transaction that is the subject of this Joint Application.

Given the limited authority of this Commission, and the scrutiny that will be provided at
the federal level, the transaction that is the subject of this Joint Application presents no issues that
warrant a hearing in the State of Ohio. This Joint Application should be approved by operation of
law or by order of the Commission.

CONCLUSION

For the foregoing reasons, Bell Atlantic Corporation and GTE Corporation pray that the

Commission:

A Consider and conclude that no hearing upon this Joint Application is
necessary, and
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B.

Either

)

(1)

REFRAIN from issuing an order in this matter for a period of not
less than thirty (30) days, as a result of which this Joint Application
will be deemed APPROVED by operation of law; or alternatively,

FIND that for Beil Atlantic Corporation to acquire control
of GTE Corporation and indirectly of GTE North
Incorporated, all as described in this Joint Application, will
promote the public convenience

and result in the provision of adequate service for a
reasonable rate, rental, toll or charge, and APPROVE this
Application pursuant to Revised Code Section
4905.402(B).
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By:

Respectfully submitted,

BELL ATLANTIC CORPORATION

17/

chael DM .owe

BELL ATLANTIC NETWORK SERVICES, INC.

1320 N. Court House Road
82 Floor

Arlington, VA 22201
(703) 974-7344

(703) 974-0783 (Fax No.)

Its Attorneys

GTE CORPORATION

o &

Thomas E. Lodge

THOMPSO &YLORY LLP
One Columbus

10 West Broad Street, Suite 700
Columbus, Ohio 43215-3435

(614) 469-3200

Its Attorneys



EXHIBITS

In further support of this application, the Joint Applicants submit the following exhibits:

EXHIBIT 1

EXHIBIT 2

EXHIBIT 3

EXHIBIT 4

EXHIBIT 5

EXHIBIT 6

EXHIBIT 7

Merger Agreement and Plan of Reorganization, Dated as of July
27, 1998 by and among Bell Atlantic Corporation, Beta Gamma
Corporation and GTE Corporation (Without Schedules)

GTE Corporation 1997 Annual Report

Bell Atlantic Corporation 1997 Annual Report

Pre- and Post-Merger Organizational Charts

National and State Wireline Service Territory Maps

National and State Wireless Service Area Maps

Securities and Exchange Commission $-4 Form (to be filed when
available)



VERIFICATION
I, P. Alan Bulliner, Associate General Counsel and Corporate Secretary of Bell
Atlantic Corporation, do solemnly swear that the facts stated in the foregoing Petition, and
all exhibits incorporated by reference, insofar as they relate to Bell Atlantic Corporation, are
to the best of my knowledge and belief, true and correct and that said statements of fact
constitute a complete statement of the matter to which they relate.

' Bfli Atlantic Cotporation

Subscribed and sworn to before me
this 25" day of /i; Fj:m,ﬂﬂ; N, 1998

SULLIVAN

JEANETTE M
Notary Publlc. S‘me of New York
Quollﬂod in W‘stchaegter me

ission Expives April 20, 1



YERIFICATION

I, Geoffrey C. Gould, Vice President-Government and
Regulatory Affairs for GTE Corporation, do solemnly swear
that the facts stated in the foregoing Petition, and all
exhibits incorporated by reference, insofar as they relate
to GTE Corpeoration and its subsidiaries, are to the best of
my knowledge and belief, true and correct and that said
statements of fact constitute a complete statement of
matters to which they relate.

Geoffrdy C. Gghld

Vice President-Government
ahd Regulatory Affairs

GTE Corporation

. Subscrlbed g.nd sworn to before
me this day of October 1998.

Mmm

Notary Public

My Commission Expires: é%ég//b/




AGREEMENT AND PLAN
OF MERGER
DATED AS OF
JULY 27, 1998
AMONG
BELL ATLANTIC CORPORATION,
BETA GAMMA CORPORATION
AND

GTE CORPORATION
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AGREEMENT AND PLAN OF MERGER

This AGREEMENT AND PLAN OF MERGER (this "Agreement”), dated as of July
27, 1998 ("the date hereof"), is entered into by and among Bell Atlantic Corporation, a
Delaware corporation ("Bell Atlantic"), Beta Gamma Corporation, a New York corporation
and a wholly owned subsidiary of Bell Atlantic ("Merger Subsidiary™), and GTE Corporation,
a New York corporation ("GTE").

WHEREAS, the Board of Directors of each of Bell Adantic, Merger Subsidiary and
GTE has determined that it is in the best interests of its stockholders that Bell Atlantic and
GTE enter into a business combination under which a subsidiary of Bell Atiantic will merge
with and into GTE pursuant to the Merger (as defined in Section 1.1 hereof) and Bell Atlantic
and GTE desire to enter into the "merger of equals” transaction contemplated hereby, and, in
connection therewith, to make certain representations, warranties and agreements;

WHEREAS, as a condition to, and immediately after, the execution of this Agreement,
and as a condition to the execution of the Bell Atlantic Option Agreement (as defined below),
GTE and Bell Atlantic are entering into a stock option agreement (the "GTE Option
Agreement") in the form attached hereto as Exhibit A;

WHEREAS, as a condition to, and immediately after, the execution of this Agreement,
and as a condition to the execution of the GTE Option Agreement, GTE and Bell Atlantic are
entering into a stock option agreement (the "Bell Atlantic Option Agreement”, and together
with the GTE Option Agreement, the "Option Agreements") in the form attached hereto as
Exhibit B;

WHEREAS, the Board of Directors of each of Bell Atlantic, Merger Subsidiary and
GTE has determined that the Merger and the other transactions contemplated hereby are
consistent with, and in furtherance of, its business strategies and goals and has approved the
Merger upon the terms and conditions set forth herein;

WHEREAS, for federal income tax purposes, it is intended that the Merger shall

constitute a tax-free reorganization under Section 368 of the Internal Revenue Code of 1986,
as amended (the "Code"); and '

WHEREAS, for accounting purposes, it is intended that the Merger shall be accounted
for as a pooling of interests under United States generally accepted accounting principles
("GAAP™);



NOW, THEREFORE, in consideration of the foregoing and the mutual covenants and

agreements herein contained, and intending to be legally bound hereby, the parties hereto
hereby agree as follows:

ARTICLE [ - THE MERGER

SECTION 1.1 —The Merger. Atthe Effective Time (as defined in Section 1.2 hereof)
and subject to and upon the terms and conditions of this Agreement and the New York
Business Cotporation Law ("N YBCL"), Merger Subsidiary will be merged with and into GTE
(the "Merger™), whereby the separate corporate existence of Merger Subsidiary shall cease and
GTE shall continue as the surviving corporation which shall be a wholly-owned subsidiary of
Bell Atlantic. GTE as the surviving corporation after the Merger is herein sometimes referred
to as the "Surviving Corporation” and Merger Subsidiary as the non-surviving corporation
after the Merger is herein sometimes referred to as the "Merged Corporation.” GTE, Bell
Atlantic and Merger Subsidiary are herein referred to collectively as the "Parties” and each
" individually as a "Party."

SECTION 1.2 — Effective Time. As promptly as practicable after the satisfaction or
-waiver of the conditions set forth in Article VIII hereof and the consummation of the Closing
referred to in Section 7.2(b) hereof, the Parties shall canse the Merger to be consummated by
filing a Certificate of Merger with the Secretary of State of the State of New York with respect
to the Merger, in such form as required by, and executed in accordance with, the relevant
provisions of the NYBCL (the time of such filing being the "Effective Time").

SECTION 1.3 — Effect of the Merger. Atthe Effective Time, the effect of the Merger
shall be as provided in the applicable provisions of the NYBCL. Without limiting the
generality of the foregoing, and subject thereto, at the Effective Time ail the property, rights,
privileges, powers and franchises of GTE and Merger Subsidiary shall continue with, or vest
in, as the case may be, GTE as the Surviving Corporation, and all debts, liabilities and duties
of GTE and Merger Subsidiary shall continue to be, or become, as the case may be, the debits,
liabilities and duties of GTE as the Surviving Corporation. As of the Effective Time, the
Surviving Corporation shall be a direct wholly-owned subsidiary of Bell Atlantic.

SECTION 1.4 — Subsequent Actions. If at any time after the Effective Time the
Surviving Corporation shall consider or be advised that any deeds, bills of sale, assignments,
assurances or any other actions or things are necessary or desirable to continue in, vest, perfect
or confirm of record or otherwise in the Surviving Corporation its righ, title or interest in, to
orunder any of the rights, properties, privileges, franchises or assets of either of its constituent
corporations acquired or to be acquired by the Surviving Corporation as a result of, or in
connection with, the Merger or otherwise to carry out this Agreement, the officers and
directors of the Surviving Corporation shall be directed and authorized to execute and deliver,
in the name and on behalf of either of such constituent corporations, all such deeds, bills of



sale, assignments and assurances and to take and do, in the name and on behalf of each of such
corporations or otherwise, all such other actions and things as may be necessary or desirable
to vest, perfect or confirm any and ail right, title and interest in, to and under such rights,
properties, privileges, franchises or assets in the Surviving Corporation or otherwise to carry
out this Agreement.

SECTION 1.5 — Certificate of Incarporation; Bylaws; Directors and Officers of

Surviving Corporation. Unless otherwise agreed by GTE and Bell Atlantic before the
Effective Time, at the Effective Time:

(a)  the Certificate of Incorporation of GTE as the Surviving Corporation shall be
the Certificate of Incorporation of GTE as in effect immediately prior to the Effective Time,
until thereafter amended as provided by law and such Certificate of Incorporation;

(b)  the Bylaws of GTE as the Surviving Corporation shall be the Bylaws of GTE
- immediately prior to the Effective Time, until thereafter amended as provided by law and the
Certificate of Incorporation and the Bylaws of such Surviving Corporation; and

(c) thedirectors and officers of GTE immediately prior to the Effective Time shall

continue to serve in their respective offices of the Surviving Corporation from and after the

. Effective Time, in each case until their successors are elected or appointed and qualified or

until their resignation or removal. If at the Effective Time a vacancy shall exist on the Board

of Directors or in any office of the Surviving Corporation, such vacancy may thereafter be
filled in the manner provided by law and the Bylaws of the Surviving Corporation.

ARTICLE II - EFFECT ON STOCK OF THE SURVIVING
CORPORATION AND THE MERGED CORPORATION

SECTION 2.1 — Conversion of Securities. The manner and basis of converting the
shares of common stock of the Surviving Corporation and of the Merged Corporation at the
Effective Time, by virtue of the Merger and without any action on the part of any of the Parties
or the holder of any of such securities, shall be as hereinafter set forth in this Article I1.

SECTION 2.2 — Conversion of Shares. (a) Subject to Section 2.7, each share of
common stock, par value $0.05 per share, of GTE ("GTE Common ‘Stock™) issued and
outstanding immediately before the Effective Time (excluding those cancelled pursuant to
Section 2.3) and all rights in respect thereof, shall at the Effective Time, without any action
on the part of any holder thereof, be converted into and become 1.22 shares of common stock,
par value $0.10 per share, of Bell Atlantic ("Bell Atlantic Common Stock™). Such ratio of

GTE Common Stock to Bell Atlantic Commmon Stock is herein referred to as the "Exchange
Ratio.” .



(b)  AsoftheEffective Time, all shares of GTE Common Stock converted pursuant
to Section 2.2(a) shall no longer be outstanding and shall automatically be cancelled and
retired and shall cease to exist, and each holder of a certificate (each, an "Old Certificate™)
representing any such shares of GTE Common Stock shall cease to have any rights with
respect thereto, except the right to receive shares of Bell Adantic Common Stock, in
accordance with Section 2.2(a), certain dividends or other distributions in accordance with
Section 2.5(b) and any cash in lieu of fractional shares of Bell Atlantic Common Stock to be
issued or paid in consideration therefor upon surrender of such certificate in accordance with
Section 2.5, without interest.

(c)  For all purposes of this Agreement, unless otherwise specified, each share of
GTE Common Stock held by employee stock ownership plans of GTE (i) shall be deemed to
be issued and outstanding, (ii) shall not be deemed to be held in the treasury of GTE and (iii)
shall be converted into shares of Bell Atlantic Common Stock in accordance with the

~ Exchange Ratio.

SECTION 2.3 — Canceliation of Treasury Shares and Bell Atlantic-owned Shares.
At the Effective Time, each share of GTE Common Stock held in the treasury of GTE or
owned by Bell Atlantic immediately prior to the Effective Time shall be cancelled and retired
and no shares of stock or other securities of Bell Atlantic or the Surviving Corporation shall
be issuable, and no payment or other consideration shall be made, with respect thereto.

SECTION 2.4 — Conversion of Common Stock of the Merged Corporation into
Common Stock of the Surviving Corporation. At the Effective Time, each share of common
stock of Merger Subsidiary issued and outstanding immediately prior to the Effective Time,
and all rights in respect thereof, shall, without any action on the part of Bell Atlantic, forthwith
cease to exist and be converted into 1,000 validly issued, fully paid and nonassessable shares
of common stock, par value $0.05 per share, of the Surviving Corporation (the "Surviving
Corporation Common Stock"). Immediately after the Effective Time and upon surrender by
Bell Atlantic of the certificate representing the shares of the common stock of Merger
Subsidiary, GTE as the Surviving Corporation shall deliver to Bell Atlantic an appropriate
certificate or certificates representing the Surviving Corporation Common Stock created by
conversion of the common stock of Merger Subsidiary owned by Bell Atlantic.

SECTION 2.5 — Exchange Procedures. (a) Subject to the terms and conditions hereof,
at or prior to the Effective Time Bell Atlantic and GTE shall jointly appoint an exchange agent
(the "Exchange Agent") to effect the exchange of Old Certificates for Bell Atlantic Common
Stock in accordance with the provisions of this Article II. Atthe Effective Time, Bell Atlantic
shall deposit, or cause to be deposited, with the Exchange Agent certificates representing Bell
Atlantic Common Stock for exchange for Old Certificates in accordance with the provisions
of Section 2.2 hereof (such certificates, together with any dividends or distributions with



respect thereto, being herein referred to as the "Exchange Fund™). Commencing immediately
after the Effective Time and until the appointment of the Exchange Agent shall be terminated,
each holder of an Old Certificate may surrender the same to the Exchange Agent, and, after
the appointment of the Exchange Agent shall be terminated, any such holder may surrender
any such certificate to Bell Atlantic. Such holder shall be entitled upon such surrender to
receive in exchange therefor a certificate or certificates representing the number of whole
shares of Bell Atlantic Common Stock such holder has a right to receive in accordance with
Section 2.2 hereof, certain dividends or other distributions in accordance with Section 2.5(b)
hereof, and a cash payment in lieu of fractional shares, if any, in accordance with Section 2.7
hereof, and such Old Certificate shall forthwith be cancelled. The whole shares of Beil
Atlantic Common Stock to be delivered to such holder shall be delivered in book entry form,
unless such holder shall timely elect in writing to receive the certificates representing such
shares.

Unless and until any such Old Certificate is so surrendered, and except as may be determined
" by Bell Atlantic for a period not to exceed six months after the Effective Time, no dividend
or other distribution, if any, payable to the holders of record of Bell Adantic Common Stock
as of any date subsequent to the Effective Time shall be paid to the holder of such certificate
in respect thereof. Except as otherwise provided in Section 2.6 hereof, upon the surrender of
any such Old Certificate, however, the record holder of the certificate or certificates
representing shares of Bell Atlantic Common Stock issued in exchange therefor shall receive
from the Exchange Agent or from Bell Atlantic, as the case may be, payment of the amount
of dividends and other distributions, if any, which as of any date subsequent to the Effective
Time and until such surrender shall have become payable and were not paid with respect to
such number of shares of Bell Atlantic Common Stock ("Pre-Surrender Dividends™). No
interest shall be payable with respect to the payment of Pre-Surrender Dividends upon the
surrender of Old Certificates. After the appointment of the Exchange Agent shall have been
terminated, any holders of Old Certificates which have not received payment of Pre-Surrender
Dividends shall look only to Bell Atlantic for payment thereof. Notwithstanding the foregoing
provisions of this Section 2.5 (b), neither the Exchange Agent nor any Party shall be liable to
a holder of an Old Certificate for any Bell Atlantic Common Stock, any dividends or
distributions thereon or any cash payment for fractional shares as contemplated by Section 2.7,
delivered to a public official pursuant to any applicable abandoned property, escheat or similar
law or to a transferee pursuant to Section 2.6 hereof.

(b)  Notwithstanding anything herein to the contrary, certificates surrendered for
exchange by any "affiliate” of GTE shall not be exchanged until Bell Atlantic shall have
received a signed agreement from such "affiliate” as provided in Section 7.14 hereof.

SECTION 2.6 — Transfer Books. The stock transfer books of GTE shall be closed at
the Effective Time and no transfer of any shares of GTE Common Stock will thereafter be
recorded on any of such stock transfer books. In the event of a transfer of ownership of GTE



Common Stock that is not registered in the stock transfer records of GTE at the Effective

Time, a certificate or certificates representing the number of whole shares of Bell Atlantic

Common Stock into which such shares of GTE Common Stock shall have been converted

shall be issued to the transferee together with a cash payment in lieu of fractional shares, if
any, in accordance with Section 2.7 hereof, and a cash payment in the amount of Pre-Surrender

Dividends, if any, in accordance with Section 2.5 (b} hereof, if the Old Certificate therefor is
surrendered as provided in Section 2.5 hereof, accompanied by all documents required to

evidence and effect such transfer and by evidence of payment of any applicable stock transfer

tax. The whole shares of Bell Atlantic Common Stock to be delivered to such holder shall be

delivered in book entry form, unless such holder shall timely elect in writing to receive the

certificates representing such shares.

SECTION 2.7 — No Fractional Share Certificates. (a) No scrip or fractional share
certificate for Bell Atlantic Common Stock will be issued in certificated or book entry form
upon the surrender for exchange of Old Certificates, and an outstanding fractional share

 interest will not entitle the owner thereof to vote, 1o receive dividends or to any rights of 2

stockholder of Bell Atlantic or of the Surviving Corporation with respect to such fractional
share interest. :

(b)  Aspromptly as practicable following the Effective Time, the Exchange Agent
shall determine the excess of (i) the number of whole shares of Bell Atlantic Common Stock
10 be issued and delivered to the Exchange Agent pursuant to Section 2.5 hereof over (ii) the
aggregate number of whole shares of Bell Atlantic Common Stock to be distributed to holders -
of GTE Common Stock pursuant to Section 2.5 hereof (such excess being herein called
"Excess Shares"). Following the Effective Time, the Exchange Agent, as agent for the holders
of GTE Comron Stock, shall sell the Excess Shares at then prevailing prices on the New York
Stock Exchange (the "NYSE"), all in the manner provided in subsection (¢) of this Section 2.7.

(¢)  The sale of the Excess Shares by the Exchange Agent shall be executed on the
NYSE through one or more member firms of the NYSE and shall be executed in round lots
to the extent practicable. The Exchange Agent shall use all reasonable efforts to complete the
sale of the Excess Shares as promptly following the Effective Time as, in the Exchange
Apgent’s reasonable judgment, is practicable consistent with obtaining the best execution of
such sales in light of prevailing market conditions. The Exchange Agent shall, out of the
proceeds from the sale of the Excess Shares, pay all commissions, transfer taxes and other out-
of-pocket transaction costs, including the expenses and compensation of the Exchange Agent,
incurred in connection with such sale of the Excess Shares. Until the net proceeds of such sale
or sales have been distributed to the holders of GTE Common Stock, the Exchange Agent will
hold such proceeds in trust for the holders of GTE Common Stock (the "Comumon Shares
Trust"). The Exchange Agent shall determine the portion of the Common Shares Trust to
which each holder of GTE Common Stock shall be entitled, if any, by muitiplying the amount
of the aggregate net proceeds comprising the Common Shares Trust by a fraction the



numerator of which is the amount of fractional share interests to which such holder of GTE
Common Stock is entitled (after taking into account all shares of GTE Common Stock held
at the Effective Time by such holder) and the denominator of which is the aggregate amount
of fractional share interests to which all holders of GTE Common Stock are entitled.

(d)  Notwithstanding the provisions of subsections (b) and (c) of this Section 2.7,
GTE and Bell Atlantic may agree at their option, exercised prior to the Effective Time, in lieu
of the issuance and sale of Excess Shares and the making of the payments contemplated in
such subsections, that Bell Atlantic shall pay to the-Exchange Agent an amount sufficient for
the Exchange Agent to pay each holder of GTE Common Stock an amount in cash equal to
the product obtained by multiplying (i) the fractional share interest to which such holder would
otherwise be entitled (after taking into account all shares of GTE Common Stock held at the
Effective Time by such holder) by (ii) the closing price for a share of Bell Atlantic Common
Stock on the NYSE Composite Transaction Tape on the first business day immediately
following the Effective Time, and, in such case, all references herein to the cash proceeds of
‘the sale of the Excess Shares and similar references shalil be deemed to mean and refer to the
payments calculated as set forth in this subsection (d). In such event, Excess Shares shall not
be issued or otherwise transferred to the Exchange Agent pursuant to Section 2.5 (a) hereof
or, if previously issued, shall be returned to Bell Adantic for cancellation.

(¢)  Assoon as practicable after the determination of the amounts of cash, if any,
to be paid to holders of GTE Common Stock with respect to any fractional share interests, the
Exchange Agent shall make available such amounts, net of any required withholding, to such
holders of GTE Common Stock, subject 10.and in accordance with the terms of Section 2.5
hereof.

(f)  Any portion of the Exchange Fund and the Commeon Shares Trust which
remains undistributed for six months after the Effective Time shail be delivered to Beil
Atlantic, upon demand, and any holders of GTE Common Stock who have not theretofore
complied with the provisions of this Article II shall thereafter look only to Bell Atlantic for
satisfaction of their claims for Bell Atlantic Common Stock, any cash in lieu of fractional
shares of Bell Atlantic Common Stock and any Pre-Surrender Dividends.

SECTION 2.8 — Options to Purchase GTE Common Stock. (a) Atthe Effective Time,
each option or warrant granted by GTE to purchase shares of GTE Common Stock which is
outstanding and unexercised immediately prior to the Effective Time shall be assumed by Bell
Atlantic and converted into an option or warrant to purchase shares of Bell Atlantic Common
Stock in such amount and at such exercise price as provided below and otherwise having the
same terms and conditions as are in effect immediately prior to the Effective Time (except to
the extent that such terms, conditions and restrictions may be altered in accordance with their
terms as a result of the transactions contempiated hereby):



® the number of shares of Bell Atlantic Common Stock to be
subject to the new option or warrant shall be equal to the product of (x) the
number of shares of GTE Common Stock subject to the original option or
warrant and (y) the Exchange Ratio;

(ii) the exercise price per share of Bell Atlantic Common Stock
under the new option or warrant shall be equal to (x) the exercise price per
share of the GTE Common Stock under the original option or warrant divided
by (y) the Exchange Ratio; and

(iii)  upon each exercise of options or warrants by a holder thereof,
the aggregate number of shares of Bell Atlantic Common Stock deliverable
upon such exercise shall be rounded down, if necessary, to the nearest whole
share and the aggregate exercise price shall be rounded up, if necessary, to the
nearest cent.

The adjustments provided herein with respect to any options which are "incentive stock
options” (as defined in Section 422 of the Code) shall be effected in a manner consistent with
Section 424(a) of the Code.

(b) At the Effective Time, each stock appreciation right ("SAR") with respect to
GTE Common Stock which is outstanding and unexercised immediately before the Effective
Time shall be converted into an SAR with respect to shares of Bell Atlantic Common Stock
onthe same terms and conditions as are in effect immediately prior to the Effective Time, with
the adjustments set forth in subsection (a) of this Section 2.8.

SECTION 2.9 — Restricted Stock. At the Effective Time, any shares of GTE Common
Stock awarded pursuant to any plan, arrangement or transaction, and outstanding immediately
prior to the Effective Time shall be converted into shares of Bell Atlantic Common Stock in
accordance with Section 2.2 hereot, subject to the same terms, conditions and restrictions as
in effect immediately prior to the Effective Time, except to the extent that such terms,
conditions and restrictions may be altered in accordance with their terms as a result of the
transactions contemplated hereby.

SECTION 2.10 — Certain Adjustments. If between the date hereof and the Effective
Time, the outstanding shares of GTE Common Stock or of Bell Atlantic Common Stock shall
be changed into a different number of shares by reason of any reclassification, recapitalization,
split-up, combination or exchange of shares, or any dividend payable in stock or other
securities shall be declared thereon with a record date within such period, the Exchange Ratio
shall be adjusted accordingly to provide to the holders of GTE Common Stock and Bell
Atlantic Common Stock the same economic effect as contemplated by this Agreement prior
to such reclassification, recapitalization, split-up, combination, exchange or dividend.



ARTICLE HI — CERTAIN ADDITIONAL MATTERS

SECTION 3.1 - Certificate of Incorporation and Bylaws of Bell Atlantic. At the
Effective Time and subject to and upon the terms and conditions of this Agreement and the
General Corporation Law of the State of Delaware ("DGCL"), Bell Atlantic shall cause the
Certificate of Incorporation of Bell Atlantic and the Bylaws of Bell Atlantic to be amended -
and restated to incorporate the provisions set forth in Appendices I-A and I-B hereto,
respectively. Such amendment and restatement of the Bell Atlantic Certificate of Incorpora-
tion and amendment and restatement of the Bell Atlantic Bylaws are referred to herein as the
"Certificate Amendment” and the "Bylaws Amendment,” respectively.

SECTION 3.2 — Dividends.  Each of GTE and Bell Atlantic shall coordinate with
the other the declaration of, and the setting of record dates and payment dates for, dividends
on GTE Common Stock and Bell Atlantic Common Stock so that holders of GTE Common
Stock do not (i) receive dividends on both GTE Common Stock and Bell Atlantic Common

- Stock received in connection with the Merger in respect of any calendar quarter or (ii) fail to

receive a dividend on either GTE Common Stock or Bell Atlantic Common Stock received
in connection with the Merger in respect of any calendar quarter.

SECTION 3.3 — Headquarters. GTE and Bell Atlantic agree that immediately
following the Effective Time the headquarters of Bell Atlantic shall be located in New York,
New York.

SECTION 3.4 —~ Corporate Identity. GTE and Bell Atlantic agree that at the Effective
Time, the corporate name of Bell Atlantic shall be as shall have been agreed by the Parties.

ARTICLE IV — REPRESENTATIONS AND WARRANTIES OF GTE

Except as expressly disclosed in the GTE Filed SEC Reports (as defined below)
(including all exhibits referred to therein) or as set forth in the disclosure schedule delivered
by GTE to Bell Atlantic on the date hereof (the "GTE Disclosure Schedule”) (each section
of which qualifies the correspondingly numbered representation and warranty or covenant
as specified therein), GTE hereby represents and warrants to Bell Atlantic as follows:

SECTION 4.1 —Organization and Qualification; Subsidiaries. Eachof GTE and each
of its Significant Subsidiaries is a corporation duly organized, validly existing and in good
standing under the laws of its jurisdiction of incorporation or organization. Each of the GTE
Subsidiaries which is not a Significant Subsidiary is duly organized, validly existing and in
good standing under the laws of its jurisdiction of incorporation or organization, except for
such failure which, when taken together with all other such failures, would not reasonably be
expected to have a Material Adverse Effect on GTE. Each of GTE and its Subsidiaries has the



requisite corporate power and authority and any necessary governmental authority, franchise,
license, certificate or permit to own, operate or lease the properties that it purports to own,
operate or lease and to carry on its business as it is now being conducted, and is duly qualified
as a foreign corporatiox to do business, and is in good standing, in each jurisdiction where the
character of its properties owned, operated or leased or the nature of its activities makes such
qualification necessary, except for such failure which, when taken together with all other such
failures, would not reasonably be expected to have a Material Adverse Effect on GTE.

SECTION 4.2 — Certificate of Incorporation and Bylaws. GTE has heretofore
furnished, or otherwise made available, to Bell Atlantic a complete and correct copy of the
Certificate of Incorporation and the Bylaws, each as amended to the date hereof, of GTE.
Such Certificate of Incorporation and Bylaws are in full force and effect. Neither GTE nor any
of its Significant Subsidiaries is in violation of any of the provisions of its respective
Certificate of Incorporation or, in any material respect, its Bylaws.

SECTION 4.3 — Capitalization. (a) The authorized capital stock of GTE consists
of (i) 9,217,764 shares of preferred stock, par value $50.00 per share, none of which are
outstanding or reserved for issuance, (ii) 11,727,502 shares of preferred stock, no par value
per share, none of which are outstanding and 700,000 of which have been reserved for
issuance in accordance with the Rights Agreement (as defined below), and (iii) 2,000,000,000
shares of GTE Common Stock, of which, as of June 30, 1998, (A) 963,241,244 shares were
issued and outstanding, (B) 25,658,980 shares were held in the treasury of GTE, (C) not more
than 50,000,000 shares were issuable upon the exercise of options outstanding under the GTE
option plans, and (D) 31,603,945 shares were reserved for issuance in connection with other
GTE Plans (as defined in Section 4.11(b) below). Except for GTE Equity Rights issued to
GTE employees in the ordinary course of business or, after the date hereof, as permitted by
Section 6.2 hereof or pursuant to the Bell Atlantic Option Agreement, (i) since June 30, 1998,
no shares of GTE Common Stock have been issued, except upon the exercise of options
described in the immediately preceding sentence, and (ii) there are no outstanding GTE Equity
Rights. For purposes of this Agreement, "GTE Equity Rights" shall mean subscriptions,
options, warrants, calls, commitments, agreements, conversion rights or other rights of any
character (contingent or otherwise) to purchase or otherwise acquire any shares of the capital
stock of GTE from GTE or any of GTE's Subsidiaries at any time, or upon the happening of
any stated event, except for rights granted under the Rights Agreement, dated as of December
7, 1989 (the "GTE Rights Agreement”), between GTE and the Rights Agent (as defined
therein), and the Bell Atlantic Option Agreement. Section 4.3 of the GTE Disclosure Schedule
sets forth a complete and accurate list of certain information with respect to all outstanding
GTE Equity Rights as of June 30, 1998.

(b)  Exceptas set forth in Section 4.3 of the GTE Disclosure Schedule, pursuant to
the Bell Atlantic Option Agreement, or, after the date hereof, as permitted by Section 6.2
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hereof, there are no outstanding obligations of GTE or any of GTE's Subsidiaries to
repurchase, redeem or otherwise acquire any shares of capital stock of GTE.

(c)  All of the issued and outstanding shares of GTE Common Stock are validly
issued, fully paid and nonassessable.

(d)  All of the outstanding capital stock of each of GTE's Significant Subsidiaries,
and all of the outstanding capital stock of GTE's Subsidiaries owned directly or indirectly by
GTE, is duly authorized, validly issued, fully paid and nonassessable. All of the outstanding
capitat stock of each of GTE's Significant Subsidiaries is owned by GTE free and clear of any
liens, security interests, pledges, agreements, claims, charges or encumbrances. All of the
outstanding capital stock of GTE's Subsidiaries owned directly or indirectly by GTE is owned
free and clear of any liens, security interests, pledges, agreements, claims, charges or
encumbrances, except where such liens, security interests, pledges, agreements, claims,
charges or encumbrances would not, individually or in the aggregate, have a Material Adverse
" Effect on GTE. Except as hereafier issued or entered into in accordance with Section 6.2
hereof, there are no existing subscriptions, options, warrants, calls, commitments, agreements,
conversion rights or other rights of any character (contingent or otherwise) to purchase or
otherwise acquire from GTE or any of GTE's Subsidiaries at any time, or upon the happening
* of any stated event, any shares of the capital stock of any GTE Subsidiary, whether or not
presently issued or outstanding (except for rights of first refusal to purchase interests in
Subsidiaries which are not wholly owned by GTE), or any of GTE's direct or indirect interests
in any Material Investment, and there are no outstanding obligations of GTE or any of GTE's
Subsidiaries to repurchase, redeem or otherwise acquire any shares of capital stock of any of
GTE's Subsidiaries or securities related to any investments, other than such as would not,
individually or in the aggregate, have a Material Adverse Effect on GTE.

SECTION 4.4 — Authority Relative to this Agreement. GTE has the necessary
corporate power and authority to enter into this Agreement and, subject to obtaining the
requisite approval of the Merger Agreement by GTE's stockholders required by the NYBCL
(the "GTE Stockholder Approval™), to perform its obligations hereunder. The execution and
delivery of this Agreement by GTE, and the consummation by GTE of the transactions
contemplated hereby, have been duly authorized by all necessary corporate action on the part
of GTE, subject to obtaining the GTE Stockholder Approval. This Agreement has been duly
executed and delivered by GTE and, assuming the due authorization, execution and delivery
thereof by each of Bell Atlantic and Merger Subsidiary, constitutes a legal, valid and binding
obligation of GTE, enforceable against it in accordance with its terms, subject to applicable
bankruptcy, insolvency, reorganization, moratorium or other laws relating to or affecting the
rights and remedies of creditors generally and to general principles of equity (regardless of
whether considered in a proceeding in equity or at law).
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SECTION 4.5 — No Conflict; Required Filings and Consents. (a) Except as described
in subsection (b) below, the execution and delivery of this Agreement by GTE do not, and the
performance of this Agreement by GTE will not, (i) violate or conflict with the Certificate of
Incorporation or Bylaws of GTE, (ii) conflict with or violate any law, regulation, court order,
judgment or decree applicable to GTE or any of its Subsidiaries or by which any of their
respective property or assets (including investments) is bound or affected, (iii) violate or
conflict with the Certificate of Incorporation or Bylaws of any of GTE's Subsidiaries, (iv)
result in any breach of or constituie a default (or an event which with notice or lapse of time
or both would become a default) under, or give to others any rights of termination or
cancellation of, or result in the creation of a lien or encumbrance on any of the properties or
assets (including investments) of GTE or any of its Subsidiaries pursuant to, result in the loss
of any material benefit under, or result in any modification or alteration of, or require the
consent of any other party to, any contract, instrument, permit, license or franchise to which
GTE or any of its Subsidiaries is a party or by which GTE, any of such Subsidiaries or any of

their respective property or assets (including investments) is bound or affected, except, in the

~ case of clauses (ii), (i), and (iv) above, for conflicts, violations, breaches, defaults, results or

consents which, individually or in the aggregate, would not have a Material Adverse Effect
on GTE. :

(b)  Except for applicable requirements, if any, of state or foreign public utility
commissions or laws or similar local or state or foreign regulatory bodies or laws, state or
foreign antitrust or foreign investment laws and commissions, the Federal Communications
Commission, stock exchanges upon which securities of GTE are listed, the Exchange Act, the
premerger notification requirements of the HSR Act, filing and recordation of appropriate
merger or other documents as required by the NYBCL and any filings required pursuant to any
state securities or "blue sky” laws or the rules of any applicable stock exchanges, (i) neither
GTE nor any of its Significant Subsidiaries is required to submit any notice, report or other
filing with any federal, state, local or foreign govermnment, any court, administrative,
regulatory or other governmental agency, commission or authority or any non-governmental
U.S. or foreign self-regulatory agency, commission or authority or any arbitral tribunal (each,
a "Governmental Entity"™) in connection with the execution, delivery or performance of this
Agreement and (ii) no waiver, consent, approval or authorization of any Governmental Entity
is required to be obtained by GTE or any of its Significant Subsidiaries in connection with its
execution, delivery or performance of this Agreement.

SECTION 4.6 — SEC Filings; Financial Statements. (a) GTE has filed all forms,
reports and documents required to be filed with the Securities and Exchange Commission
("SEC") since January 1, 1995, and has heretofore delivered or made available to Bell
Atlantic, in the form filed with the SEC, together with any amendments thereto, its (i) Annual
Reports on Form 10-K for the fiscal years ended December 31, 1995, 1996 and 1997, (ji) all
proxy statements relating to GTE's meetings of stockholders (whether annual or special) held
since January 1, 1995, (iii) Quarterly Report on Form 10-Q for the fiscal quarter ended March
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31, 1998, and (iv) all other reports or registration statements filed by GTE with the SEC since
January 1, 1995, including without limitation all Annual Reports on Form 11-K filed with
respect to the GTE Plans (collectively, the "GTE SEC Reports”, with such GTE SEC Reports
filed with the SEC prior to the date hereof being referred to as "GTE Filed SEC Reports").
The GTE SEC Reports (i) were prepared substantially in accordance with the requirements of
the 1933 Act or the Exchange Act (as defined in Section 10.4 hereof), as the case may be, and
the rules and regulations promulgated under each of such respective acts, and (i) did not at
the time they were filed contain any untrue statement of a material fact or omit to state a
material fact required to be stated therein or necessary in order to make the statements therein,
in the light of the circumstances under which they were made, not misleading.

(b)  The financial statements, including all related notes and schedules, contained
in the GTE SEC Reports (or incorporated by reference therein) fairly present the consolidated
financial pasition of GTE and its Subsidiaries as at the respective dates thereof and the
consolidated results of operations and cash flows of GTE and its Subsidiaries for the periods
* indicated in accordance with GAAP applied on a consistent basis throughout the periods
involved (except for changes in accounting principles disclosed in the notes thereto) and
subject in the case of interim financial statements to normal year-end adjustments.

SECTION 4.7 — Absence of Certain Changes or Events. Except as disclosed in the
GTE Filed SEC Reports and in Section 4.7 of the GTE Disclosure Schedule, since December
31, 1997, and except as permitted by this Agreement or consented to hereunder, GTE and its
Subsidiaries have not incurred any material liability required to be disclosed on a balance sheet
of GTE and its Subsidiaries or the footnotes thereto prepared in conformity with GAAP,
except in the ordinary course of their businesses consistent with their past practices, and there
has not been any change, or any event involving a prospective change, in the business,
financial condition or results of operations of GTE or any of its Subsidiaries which has had,
or is reasonably likely to have, a Material Adverse Effect on GTE, and GTE and its
Subsidiaries have conducted their respective businesses in the ordinary course consistent with
their past practices.

SECTION 4.8 — Litigation. There are no claims, actions, suits, proceedings or
investigations pending or, to GTE's knowledge, threatened against GTE or any of its
Subsidiaries, or any properties or rights of GTE or any of its Subsidiaries, by or before any
Governmental Entity, except for those that are not, individually or in the aggregate, reasonably
likely to have a Material Adverse Effect on GTE or prevent, materially delay or intentionally
delay the ability of GTE to consummate transactions contemplated hereby.

SECTION 4.9 — Permits; No Violation of Law. The businesses of GTE and its
Subsidiaries are not being conducted in violation of any statute, law, ordinance, regulation,
judgment, order or decree of any Governmental Entity {(including any stock exchange or other
self-regulatory body) ("Legal Requirements"), or in violation of any permits, franchises,
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licenses, authorizations, certificates, variances, exemptions, orders, registrations or consents
that are granted by any Governmental Entity (including any stock exchange or other self-
regulatory body) ("Permits”), except for possible violations none of which, individually or in
the aggregate, may reasonably be expected to have a Material Adverse Effect on GTE. No
investigation or review by any Governmental Entity (including any stock exchange or other
self-regulatory body) with respect to GTE or its Subsidiaries in relation 1o any alleged
violation of law or regulation is pending or, to GTE's knowledge, threatened, nor has any
Governmental Entity (including any stock exchange or other seif-regulatory body) indicated
an intention to conduct the same, except for such investigations which, if they resulted in
adverse findings, would not reasonably be expected to have, individually or in the aggregate,
a Material Adverse Effect on GTE. Except as set forth in Section 4.9 of the GTE Disclosure
Schedule, neither GTE nor any of its Subsidiaries is subject to any cease and desist or other
order, judgment, injunction or decree issued by, or is a party to any written Agreement,
consent Agreement or memorandum of understanding with, or is a party to any commitment
letter or similar undertaking to, or is subject to any order or directive by, or has adopted any

" board resolutions at the request of, any Governmental Entity that materially restricts the

conduct of its business or which may reasonably be expected to have a Material Adverse
Effect on GTE, nor has GTE or any of its Subsidiaries been advised that any Governmental
Entity is considering issuing or requesting any of the foregoing. None of the representations
and warranties made in this Section 4.9 are being made with respect to Environmental Laws.

SECTION 4.10 — Joint Proxy Statement. None of the information supplied or to be
supplied by or on behalf of GTE for inclusion or incorporation by reference in the registration
statement to be filed with the SEC by Bell Atlantic in connection with the issuance of shares
of Bell Atlantic Common Stock in the Merger (the "Registration Statement”) will, at the time
the Registration Statement becomes effective under the 1933 Act, contain any untrue statement
of a material fact or omit to state any material fact required to be stated therein or necessary
to make the statements therein, in the light of the circumstances under which they were made,
not misleading. None of the information supplied or to be supplied by or on behalf of GTE
for inclusion or incorporation by reference in the joint proxy statement, in definitive form,
relating to the meetings of GTE and Bell Atlantic stockholders to be held in connection with
the Merger, or in the related proxy and notice of meeting, or soliciting material used in
connection therewith (referred to herein collectively as the "Joint Proxy Statement™) will, at
the dates mailed to stockholders and at the times of the GTE stockholders’ meeting and the
Bell Atlantic stockholders' meeting, contain any untrue statement of a material fact or omit to
state any material fact required to be stated therein or necessary in order to make the
statements therein, in the light of the circumstances under which they were made, not
misleading. The Registration Staternent and the Joint Proxy Statement (except for information
relating solely to Bell Atlantic) will comply as to form in all material respects with the

provisions of the 1933 Act and the Exchange Act and the rules and regulations promulgated
thereunder.
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SECTION 4.11 — Employee Matters; ERISA. (a) Except where the failure to be true
would not, individually or in the aggregate, have a Material Adverse Effect on GTE, (i) each
GTE Plan has been operated and administered in accordance with applicable law, including
but not limited to the Employee Retirement Income Security Act of 1974, as amended
("ERISA™), and the Code, (ii) each GTE Plan intended to be "qualified” within the meaning
of Section 401(a) of the Code is so qualified, (iii) except as required by COBRA, no GTE Plan
provides death or medical benefits (whether or not insured), with respect to current or former
employees of GTE or of any trade or business, whether or not incorporated, which together
with GTE would be deemed a "single employer” within the meaning of Section 4001 of
ERISA (a "GTE ERISA Affiliate™), beyond their retirement or other termination of service,
(iv) no lLiability under Title IV of ERISA has been incurred by GTE or any GTE ERISA
Affiliate that has not been satisfied in full, and no condition exists that presents a material risk
to GTE or any GTE ERISA Affiliate of incurring any such liability (other than PBGC
premiums), (v) all contributions or other amounts due from GTE or any GTE ERISA Affiliate
with respect to each GTE Plan have been paid in full, (vi) neither GTE nor any GTE ERISA

" Affiliate has engaged in a transaction in connection with which GTE or any of its Subsidiaries
could reasonably be expected to be subject to either a civil penalty assessed pursuant to
Section 409 or 502(i) of ERISA or a tax imposed pursuant to Section 4975 or 4976 of the
Code, (vii) to the best knowledge of GTE there are no pending, threatened or anticipated
claims (other than routine claims for benefits) by, on behalf of or against any GTE Plan or any
trusts related thereto, and (viii) neither the execution and delivery of this Agreement nor the
consummation of the transactions contemplated hereby will (A) result in any payment
(including, without limitation, severance, unemployment compensation, golden parachute or
otherwise) becoming due to any director or any employee of GTE or any of its Subsidiaries
under any GTE Plan or otherwise, (B) materially increase any benefits otherwise payable
under any GTE Plan or (C) result in any acceleration of the time of payment or vesting of any
such benefits. '

(b) For purposes of this Agreement, "GTE Plan" shall mean each deferred
compensation, bonus or other incentive compensation, stock purchase, stock option or other
equity compensation plan, program, agreement or arrangement; each severance or termination
pay, medical, surgical, hospitalization, life insurance or other "welfare” plan, fund or program
{within the meaning of section 3(1) of ERISA); each profit-sharing, stock bonus or other
"pension” plan, fund or program (within the meaning of section 3(2) of ERISA); each
employment, termination or severance agreement; and each other employee benefit plan, fund,
program, agreement or arrangement, in each case, that is sponsored, maintained or contributed
to or required to be contributed to by GTE or by any GTE ERISA Affiliate or to which GTE
or any GTE ERISA Affiliate is party, whether written or oral, for the benefit of any employee
or former employee of GTE or any GTE ERISA Affiliate.

SECTION 4.12 — Labor Matters. Neither GTE nor any of its Subsidiaries is the
subject of any material proceeding asserting that it or any of its Subsidiaries has committed
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an unfair labor practice or is seeking to compel it to bargain with any labor union or labor
organization nor is there pending or, to the actual knowledge of its executive officers,
threatened in writing, nor has there been for the past five years, any labor strike, dispute,
walkout, work stoppage, slow-down or lockout involving it or any of its Subsidiaries, except
in each case as is not, individually or in the aggregate, reasonebly likely to have a Material
Adverse Effect on GTE. ‘

SECTION 4.13 — Environmental Matters. Except for such matters that, individually
or in the aggregate, are not reasonably likely to have a Material Adverse Effect on GTE: (i)
each of GTE and its Subsidiaries has complied with all applicable Environmental Laws (as
defined below); (ii) the properties currently owned or operated by it or any of its Subsidiaries
(including soils, groundwater, surface water, buildings or other structures) are not contami-
nated with any Hazardous Substances (as defined below); (iii) the properties formerly owned
or operated by it or any of its Subsidiaries were not contaminated with Hazardous Substances
during the period of ownership or operation by it or any of its Subsidiaries; (iv) neither it nor

" any of its Subsidiaries is subject to liability for any Hazardous Substance disposal or

contamination on any third party property; (v) neither it nor any Subsidiary has been
associated with any release or threat of release of any Hazardous Substance; (vi) neither it nor
any Subsidiary has received any notice, demand, letter, claim or request for information
alleging that it or any of its Subsidiaries may be in violation of or liable under any
Eovironmental Law {including any claims relating to electromagnetic fields or microwave
transmissions); (Vvii) neither it nor any of its Subsidiaries is subject to any orders, decrees,
injunctions or other arrangements with any Governmental Entity or is subject to any indemnity
or other agreement with any third party relating to liability under any Environmental Law or
relating to Hazardous Substances; and (viii) there are not circumstances or conditions
involving it or any of its Subsidiaries that could reasonably be expected to result in any claims,
liability, investigations, costs or restrictions on the ownership, use, or transfer of any of its
properties pursuant to any Environmental Law.

As used herein and in Section 5.13, the term "Environmental Law" means any
law relating to: (A) the protection, investigation or restoration of the environment, health,
safety, or natural resources, (B) the handling, use, presence, disposal, release or threatened

~ release of any Hazardous Substance or (C) noise, odor, wetlands, pollution, contamination or

any injury or threat of injury to persons or property in connection with any Hazardous
Substance.

Asused hereinand in Section 5.13, the term "Hazardous Substance” means any
substance that is: listed, classified or regulated pursuant to any Environmental Law, including
any petroleum product or by-product, asbestos-containing material, lead-containing paint or
plumbing, polychlorinated biphenyls, radioactive materials or radon.
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SECTION 4.14 — Board Action; Vote Required; Applicability of Section 912. (a) The
Board of Directors of GTE has unanimously determined that the transactions contemplated
by this Agreement and the Option Agreements are in the best interests of GTE and its
stockholders and has resolved to recommend to such stockholders that they vote in favor
thereof.

(b)  The approval of the Merger Agreement by two-thirds of the votes of all
outstanding shares entitled to vote thereon by all holders of GTE Common Stock is the only
vote of the holders of any class or series of the capital stock of GTE required to approve this
Agreement, the Merger and the other transactions contemplated hereby. The provisions of
Section 11.A of the Certificate of Incorporation of GTE will not apply to the transactions
contemplated by this Agreement and the Option Agreements.

(c)  The provisions of Section 912 of the NYBCL will not, assuming the accuracy
of the representations contained in Section 5.20 hereof (without giving effect to the knowledge
qualification therein), apply to this Agreement or any of the transactions contemplated hereby.

SECTION 4.15 — Opinions of Financial Advisors. GTE has received the opinions of
Goldman, Sachs & Co. ("Goldman Sachs"), and Salomon Smith Barney Inc. (*Salomon Smith
Barney"), each dated July 27, 1998, to the effect that, as of such date, the Exchange Ratio is
fair from a financial point of view to the holders of GTE Common Stock.

SECTION 4.16 — Brokers. Except for Goldman Sachs, Salomon Smith Barney and
Chase Securities Inc., the arrangements with which have been disclosed to Bell Atlantic prior
to the date hereof, which have been engaged by GTE, no broker, finder or investment banker
is entitled to any brokerage, finder's, investment banking or other fee or commission in
connection with the transactions contemplated by this Agreement and the Option Agreements
based upon arrangements made by or on behalf of GTE or any of its Subsidiaries.

SECTION 4.17 — Tax Matters. Except as set forth in Section 4.17 of the GTE
Disclosure Schedule:

()  All material federal, state, local and foreign Tax Returns (as defined herein)
required to have been filed by GTE or its Subsidiaries have been filed with the appropriate
governmental authorities by the due date thereof including extensions;

(b)  The Tax Returns referred to in subpart (a) of this Section 4.17 correctly and
completely reflect all material Tax liabilities of GTE and its Subsidiaries required to be shown
thereon;

(c)  All material Taxes (as defined herein) shown as due on those Tax Returns
referred to in subpart (a) of this Section 4.17 as well as any material foreign withholding
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Taxes imposed on or in respect of any amounts paid to or by GTE or any of its Subsidiaries,
whether or not such amounts or withholding Taxes are referred to or shown on any Tax
Retumns referred to in Section 4.17 (a) hereof, have been fully paid or adequately reflected as
a liability on GTE's orits Subsidiaries’ financial statements included in the GTE SEC Reports;

(d)  With respect to any period for which Tax Returns have not yetlbeen filed, or
for which Taxes are not yet due or owing, GTE and its Subsidiaries have made due and

sufficient accruals for such Taxes in their respective books and records and financial
statements,

(¢)  Neither GTE nor any of its affiliates has taken, agreed to take or omitted to take
any action that would prevent or impede the Merger from qualifying as a tax-free reorganiza-
tion under Section 368 of the Code;

_ ()  Nodeficiencies forany Taxes have been proposed, asserted or assessed against
GTE or any of its Subsidiaries that are not adequately reserved for under GAAP, except for

deficiencies that individually or in the aggregate would not have a Material Adverse Effect
on GTE;

(2) GTE is not aware of any material liens for Taxes upon any assets of GTE or
any of its Subsidiaries apart from liens for Taxes not yet due and payable; and

(h)  Asused in this Agreement, "Taxes" shall include all (x) federal, state, local or
foreign income, property, sales, excise, use, occupation, service, transfer, payroll, franchise,
withholding and other taxes or similar governmental charges, fees, levies or other assessments
including any interest, penalties or additions with respect thereto, (y) liability for the payment
of any amounts of the type described in clause (X) as a result of being a member of an
affiliated, consolidated, combined or unitary group, and (z) liability for the payment of any
amounts as a result of being party to any tax sharing agreement or as a result of any express
or implied obligation to indemnify any other person with respect to the payment of any
amounts of the type described in clause (x) or (¥). As used in this Agreement, "Tax Return”
shall include any declaration, return, report, schedule, certificate, statement or other similar
document (including relating or supporting information) required to be filed or, where none
is required to be filed with & taxing authority, the statement or other document issued by a
taxing authority in connection with any Tax, including any information return, claim for
refund, amended return or declaration of estimated Tax.

SECTION 4.18 — Intellectual Property; Year 2000.
(a)  As used in this Agreement, "GTE Intellectual Property” means all of the

following which are necessary to conduct the business of GTE and its Subsidiaries as presently
conducted or as currently proposed to be conducted: (i} trademarks, trade dress, service
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marks, copyrights, logos, trade names, corporate names and all registrations and applications
to register the same; (ii) patents and pending patent applications; (iii) all computer sofrware
programs, databases and compilations (collectively, "Computer Software"); (iv) all
technology, know-how end trade secrets; and (v) all material licenses and agreements to which
GTE or any of its Subsidiaries is a party which relate to any of the foregoing.

(b) GTE or its Subsidiaries owns or has the right to use, sell or license all GTE
Intellectual Property, free and clear of all liens or encumbrances, and all registrations of GTE
Inteliectual Property are valid and enforceable and have been duly recorded and maintained,
except, in each case, as would not, individually or in the aggregate, have a Material Adverse
Effecton GTE.

() Tothe knowledge of GTE, the conduct of GTE's and its Subsidiaries' business
and the use of the GTE Intellectual Property does not materially infringe, violate or misuse any
intellectual property rights or any other proprietary right of any person or give rise to any

" obligations to any person as a resuit of co-authorship, and neither GTE nor any of its

Subsidiaries has received any notice, not satisfactorily resolved, of any claims or threats that
GTE's or its Subsidiaries' use of any of the GTE Intellectual Property materially infringes,
violates or misuses, or is otherwise in conflict with any intellectual property or proprietary
rights of any third party or that any of the GTE Intellectual Property is invalid or unenforce-
able that would, individually or in the aggregate, have a Material Adverse Effect on GTE.

{(d) GTE and its Subsidiaries have used reasonable efforts to maintain the
confidentiality of their trade secrets and other confidential GTE Intellectual Property.

(&) GTE has undertaken a concerted effort to ensure that all of the Computer
Software, computer firmware, computer hardware (whether general or special purpose), and
other similar or related items of automated, computerized, and/or software system(s) that are
1o be used or relied on by GTE or by any of its Subsidiaries in the conduct of their respective
businesses will not malfunction, will not cease to function, will not generate incorrect data,
and will not provide incorrect resuits when processing, providing and/or receiving (i) date-
related data into and between the twentieth and twenty-first centuries and (ii) date-related data
in connection with any valid date in the twentieth and twenty-first centuries. GTE reasonably
believes that such effort will be successful.

SECTION 4.19 — Insurance. Except as set forth in Section 4.19 of the GTE
Disclosure Schedule, each of GTE and each of its Significant Subsidiaries is, and has been
continuously since January 1, 1987 (or such later date as such Significant Subsidiary was
organized or acquired by GTE), insured with financially responsible insurers in such amounts
and against such risks and losses as are customary for companies conducting the business as
conducted by GTE and its Subsidiaries during such time period. Except as set forth in Section
4.19 of the GTE Disclosure Schedule, since January 1, 1995, neither GTE nor any of its
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Subsidiaries has received notice of cancellation or termination with respect to any material
insurance policy of GTE or its Subsidiaries. The insurance policies of GTE and its
Subsidiaries are valid and enforceable policies.

SECTION 4.20 — Ownership of Securities. As of the date hereof, neither GTE nor,
to GTE's knowledge, any of its affiliates or associates (as such terms are defined under the
Exchange Act), (i) beneficially owns, directly or indirectly, or (ii) is party to any agreement,
arrangement or understanding for the purpose of acquiring, holding, voting or disposing of,
in each case, shares of capital stock of Bell Atlantic, which in the aggregate represent 10% or
more of the outstanding shares of Bell Atlantic Common Stock (other than sharesheld by GTE
Plans and the Bell Atlantic Option Agreement).

SECTION 4.21 — Certain Contracts. (a) All contracts described in Item 601(b)(10)
of Regulation S-K to which GTE or its Subsidiaries is a party or may be bound ("GTE
Contracts") have been filed as exhibits to, or incorporated by reference in, GTE's Annual
" Reporton Form 10-K for the year ended December 31, 1997. All GTE Contracts are valid and
in full force and effect on the date hereof except to the extent they have previously expired in
accordance with their terms or if the failure to be in full force and effect, individually and in
the aggregate, would not reasonably be expected to have a Material Adverse Effect on GTE.
Neither GTE nor any of its Subsidiaries has violated any provision of, or committed or failed
to perform any act which with or without notice, lapse of time or both would constitute a
default under the provisions of, any GTE Contract, except in each case for those GTE

Contracts which, individually and in the aggregate, would not reasonably be expected to result
in a Material Adverse Effect on GTE.

(b)  Set forth in Section 4.21 of the GTE Disclosure Schedule is a list of each
contract, agreement or arrangement to which GTE or any of its Subsidiaries is a party or may
be bound which is an arrangement limiting or restraining Bell Atlantic, GTE, any Bell Atlantic
or GTE Subsidiary or any successor thereto from engaging or competing in any business
which has, or could reasonably be expected to have in the foreseeable future, 2 Material
Adverse Effect on GTE, or to GTE's knowledge, on Bell Atantic.

SECTION 4.22 — Rights Agreement. (a) Neither Bell Atlantic nor Merger Subsidiary
shall be deemed to'be an Acquiring Person (as such term is defined in the Rights Agreement)
and the Distribution Date (as defined in the Rights Agreement) shall not be deemed to occur
and the Rights will not separate from GTE Common Stock, as a result of entering into this

Agreement or the Option Agreements or consummatmg the Merger and/or the other
transactions contemplated hereby or thereby.

(b) GTE has taken all necessary action with respect to ail of the outstanding

Rights (ﬁs defined in the Rights Agreement) so that, as of immediately prior to the Effective
Time, as a result of entering into this Agreement or consummating the Merger and/or the other
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transactions contemplated by this Agreement and the Option Agreements, (i) neither GTE nor
Bell Atlantic will have any obligations under the Rights or the Rights Agreement and (ii) the
holders of the Rights will have no rights under the Rights or the Rights Agreement.

- ARTICLE V —REPRESENTATIONS AND
WARRANTIES OF BELL ATLANTIC

Except as expressly disclosed in the Bell Atlantic Filed SEC Reports (a5 defined
below) (including all exhibits referred to therein) or as set forth in the disclosure schedule
delivered by Bell Atlantic to GTE on the date hereof (the "Bell Atlantic Disclosure Schedule”
and together with the GTE Disclosure Schedule, the "Disclosure Schedules™) (each section of
which qualifies the correspondingly numbered representation and warranty or covenant
as specified therein), Bell Atlantic hereby represents and warrants to GTE as follows:

SECTION 5.1 — Organization and Qualification; Subsidiaries. Each of Bell Atlantic
and each of its Significant Subsidiaries is a corporation duly organized, validly existing and
in good standing under the laws of its jurisdiction of incorporation or organization. Each of
the Bell Atlantic Subsidiaries which is not a Significant Subsidiary is duly organized, validly
existing and in good standing under the laws of its jurisdiction of incorporation or organiza-
tion, except for such failure which, when taken together with all other such failures, would not
reasonably be expected to have a Material Adverse Effect on Bell Atlantic. Each of Bell
Atlantic and its Subsidiaries has the requisite corporate power and authority and any necessary
governmental authority, franchise, license or permit to own, operate or lease the properties that
it purports to own, operate or lease and to carry on its business as it is now being conducted,
and is duly qualified as a foreign corporation to do business, and is in good standing, in each
jurisdiction where the character of its properties owned, operated or leased or the nature of its
activities makes such qualification necessary, except for such failure which, when taken
together with all other such failures, would not reasonably be expected to have a Material
Adverse Effect on Bell Atlantic.

SECTION 5.2 — Certificate of Incorporation and Bylaws. Bell Atlantic has heretofore
furnished, or otherwise made available, to GTE a complete and correct copy of the Certificate
of Incorporation and the Bylaws, each as amended to the date hereof, of Bell Atlantic. Such
Certificate of Incorporation and Bylaws are in full force and effect. Neither Bell Atlantic nor
any of its Significant Subsidiaries is in violation of any of the provisions of its respective
Certificate of Incorporation or, in any material respect, its Bylaws.

SECTION 5.3 — Capitalization. (a) The aunthorized capital stock of Bell Atlantic
consists of (i) 250,000,000 shares of Series A Preferred Stock, par value $.10 per share, none
of which are outstanding or reserved for issuance, and (ii) 2,250,000,000 shares of Bell
Atlantic Common Stock, of which, as of June 30, 1998, (A) 1,553,473,710 shares were issued
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and outstanding, (B) 22,722,614 shares were held in the treasury of Bell Atlantic and (C)
80,392,512 shares were issuable upon the exercise of options outstanding under the Bell
Atlantic option plans listed in Section 5.3 of the Bell Atlantic Disclosure Schedule. Except
for Bell Atlantic Equity Rights issued to Bell Atlantic employees in the ordinary course of
business or, after the date hereof, as permitted by Section 6.2 hereof or pursuant to the Bell
Atlantic Option Agreement, (i) since June 30, 1998, no shares of Bell Atlantic Common Stock
have been issued, except upon the exercise of options and rights described in the immediately
preceding sentence, and (ii) there are no outstanding Bell Atlantic Equity Rights. For purposes
of this Agreement, "Bell Atlantic Equity Rights" shall mean subscriptions, options, warrants,
calls, commitments, agreements, conversion rights or other rights of any character (contingent
or otherwise) to purchase or otherwise acquire , any shares of the capital stock of Bell Atlantic
from Bell Atlantic or any of Bell Atlantic's Subsidiaries at any time, or upon the happening
of any stated event, excluding the GTE Stock Option. Section 5.3 of the Bell Atlantic
Disclosure Schedule sets forth a complete and accurate list of certain information with respect
to all outstanding Bell Atlantic Equity Rights as of June 30, 1998,

(b)  Except as set forth in Section 5.3 of the Bell Atlantic Disclosure Schedule,
pursuant to the GTE Stock Option or, after the date hereof, as permitted by Section 6.2 hereof,
-there are no outstanding obligations of Bell Atlantic or any of Bell Atlantic's Subsidiaries to
repurchase, redeem or otherwise acquire any shares of capital stock of Beil Atlantic.

(c) All of the issued and outstanding shares of Bell Atlantic Common Stock are
validly issued, fully paid and nonassessable.

(d) All of the outstanding capital stock of each of Bell Atlantic's Significant
Subsidiaries, and all of the outstanding capital stock of Bell Atlantic's Subsidiaries owned
directly or indirectly by Bell Atlantic, is duly authorized, validly issued, fully paid and
nonassessable. All of the outstanding capital stock of each of Bell Atlantic's Significant
Subsidiaries is owned by Bell Atlantic free and clear of any liens, security interests, pledges,
agreements, claims, charges or encumbrances. All of the outstanding capital stock of Bell -
Atlantic’s Subsidiaries owned directly or indirectly by Bell Atlantic is owned free and clear
of any liens, security interests, pledges, agreements, claims, charges or encumbrances, except
where such liens, security interests, pledges, agreements, claims, charges or encumbrances
would not, individually or in the aggregate, have a Material Adverse Effect on Bell Atlantic.
Except as hereafter issued or entered into in accordance with Section 6.2 hereof, there are no
existing subscriptions, options, warrants, calls, commitments, agreements, conversion rights
or other rights of any character (contingent or otherwise) to purchase or otherwise acquire
from Bell Atlantic or any of Bell Atlantic’s Subsidiaries at any time, or upon the happening
of any stated event, any shares of the capital stock of any Bell Atlantic Subsidiary, whether
or not presently issued or outstanding (except for rights of first refusal to purchase interests
in Subsidiaries which are not wholly owned by Bell Atlantic), or any of GTE's direct or
indirect interests in any Material Investment, and there are no outstanding obligations of Bell
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Atlantic or any of Bell Atlantic's Subsidiaries to repurchase, redeem or otherwise acquire any
shares of capital stock of any of Bell Atlantic's Subsidiaries or securities related to any
investments, other than such as would not, individually or in the aggregate, have a Material
Adverse Effect on GTE.

SECTION 5.4 —Authority Relative to this Agreement. Bell Atlantic has the necessary
corporate power and authority to enter into this Agreement and, subject to obtaining the
requisite stockholder approval of the issuance (the "Stock Issuance”) of Bell Adantic
Common Stock pursuant to the Merger Agreement and the Certificate Amendment
(collectively, the "Bell Atlantic Stockholder Approval™), to perform its obligations hereunder.
The execution and delivery of this Agreement by Bell Atlantic and the consummation by Bell
Atlantic of the transactions contemplated hereby have been duly authorized by all necessary
corporate action on the part of Bell Atlantic, subject to obtaining the Bell Atlantic Stockholder
Approval. This Agreement has been duly executed and delivered by Bell Atlantic and,
assuming the due authorization, execution and delivery thereof by the other Parties, constitutes

" alegal, valid and binding obligation of Bell Atlantic, enforceable against it in accordance with
its terms, subject to applicable bankruptcy, insolvency, reorganization, moratorium or other
laws relating to or affecting the rights and remedies of creditors generally and to general
principles of equity (regardless of whether considered in a proceeding in equity or at law).

SECTION 5.5 —No Conflict; Required Filings and Consents. (a) Exceptas described
in subsection (b) below, the execution and delivery of this Agreement by Bell Atlantic do not,
and the performance of this Agreement by Bell Atlantic will not, (i) violate or conflict with
the Certificate of Incorporation or Bylaws of Bell Atlantic, (if) conflict with or violate any law,
regulation, court order, judgment or decree applicable to Bell Atlantic or any of its
Subsidiaries or by which any of their respective property or assets (including investments) is
bound or affected, (iii) violate or conflict with the Certificate of Incorporation or Bylaws of
any of Bell Atlantic's Subsidiaries, or (iv) result in any breach of or constitute a defauit (or an
event which with notice or lapse of time or both would become a default) under, or give to
others any rights of termination or cancellation of, or result in the creation of a lien or
encumbrance on any of the properties or assets (including investments) of Bell Atlantic or any
of its Subsidiaries pursuant to, result in the loss of any material benefit under, or result in any
modification or alteration of, or require the consent of any other party to, any contract,
instrument, permit, license or franchise to which Bell Atlantic or any of its Subsidiaries is a
party or by which Bell Atlantic, any of such Subsidiaries or any of their respective property
or assets (including investments) is bound or affected, except, in the case of clauses (i), (iii)
and (iv) above, for conflicts, violations, breaches, defaults, results or c¢onsents which,
individually or in the aggregate, would not have a Material Adverse Effect on Bell Atlantic.

(b)  Except for applicable reqmremeuts, if any, of state or foreign public utlity

commissions or laws or similar local or state foreign regulatory bodies or laws, state or foreign
antitrust or foreign investment laws and commissions, the Federal Communications
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Commission, stock exchanges upon which the securities of Bell Atlantic are listed, the
Exchange Act, the premerger notification requirements of the HSR, Act, filing and recordation
of appropriate merger or other docurnents as required by the NYBCL and any filings required
pursuant to any state securities or "blue sky" laws or the rules of any applicable stock
exchanges, (i) neither Bell Atlantic nor any of its Significant Subsidiaries is required to submit
any notice, report or other filing with any Governmental Entity in connection with the
execution, delivery or performance of this Agreement and (ii) no waiver, consent, approval
or authorization of any Governmental Entity is required to be obtained by Bell Atlantic or any
of its Significant Subsidiaries in connection with its execution, delivery or performance of this
Agreement

SECTION 5.6 — SEC Filings; Financial Statements. (a) Bell Atlantic has filed all
forms, reports and documents required to be filed with the SEC since January 1, 1995, and has
heretofore delivered or made available to GTE, in the form filed with the SEC, together with
any amendments thereto, its (i) Annual Reports on Form 10-K for the fiscal years ended

" December 31, 1995, 1996 and 1997, (ii) all proxy statements relating to Bell Atlantic's

meetings of stockholders (whether annual or special) held since January 1, 1995, (iii)
Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 1998, and (iv) all other
reports or registration statements filed by Bell Atlantic with the SEC since January 1, 1995, .
including without limitation all Annual Reports on Form 11-K filed with respect to the Bell
Atlantic Plans (collectively, the "Bell Atlantic SEC Reports", with such Bell Atlantic SEC
Reports filed with the SEC prior to the date hereof being referred to as "Bell Atlantic Filed
SEC Reports"). The Bell Atlantic SEC Reports (i) were prepared substantially in accordance
with the requirements of the 1933 Act or the Exchange Act, as the case may be, and the rules
and regulations promulgated under each of such respective acts, and (ii) did not at the time
they were filed contain any untrue statement of a material fact or omit to state 2 material fact
required to be stated therein or necessary in order to make the statements therein, in the light
of the circumstances under which they were made, not misleading.

(b)  The financial statements, including all related notes and schedules, contained
in the Bell Atlantic SEC Reports (or incorporated by reference therein) fairly present the
consolidated financial position of Bell Atlantic and its Subsidiaries as at the respective dates
thereof and the consolidated results of operations and cash flows of Bell Atlantic and its
Subsidiaries for the periods indicated in accordance with GAAP applied on a consistent basis
throughout the periods involved (except for changes in accounting principles disclosed in the
notes thereto) and subject in the case of interim financial statements to norma! year-end
adjustments. :

- SECTION 5.7 — Absence of Certain Changes or Events. Except as disclosed in the
Bell Atlantic Filed SEC Reports and in Section 5.7 of the Bell Atlantic Disclosure Schedule,
since December 31, 1997, and except as permitted by this Agreement or consented to
hereunder, Bell Atlantic and its Subsidiaries have not incurred any material liability required
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to be disclosed on a balance sheet of Bell Atlantic and its Subsidiaries or the footnotes thereto
prepared in conformity with GAAP, except in the ordinary course of their businesses
consistent with their past practices, and there has not been any change, or any event involving
a prospective change, in the business, financial condition or results of operations of Bell
Atlantic or any of its Subsidiaries which has had, or is reasonably likely to have, a Material
Adverse Effect on Bell Atlantic, and Bell Atlantic and its Subsidiaries have conducted their
respective businesses in the ordinary course consistent with their past practices.

SECTION 5.8 — Litigation. There are no claims, actions, suits, proceedings or
investigations pending or, to Bell Atlantic'sknowledge, threatened against Bell Atlantic orany
of its Subsidiaries, or any properties or rights of Bell Atlantic or any of its Subsidiaries, by or
before any Governmental Entity, except for those that are not, individually or in the aggregate,
reasonably likely to have a Material Adverse Effect on Bell Atlantic or prevent, materially
delay or intentionally delay the ability of GTE to consummate the transactions contemplated

hereby.

SECTION 5.9 — Permits; No Violation of Law. The businesses of Bell Atlantic and
its Subsidiaries are not being conducted inviolation of any Legal Requirements or in violation
of any Permits, except for possible violations none of which, individually or in the aggregate,
may reasonably be expected to have a Material Adverse Effect on Bell Atlantic. No
investigation or review by any Govemmental Entity (including any stock exchange or other
self-regulatory body) with respect to Bell Atlantic or its Subsidiaries in relation to any alleged
violation of law or regulation is pending or, to Bell Atlantic's knowledge, threatened, nor has
any Governmental Entity (including any stock exchange or other self-regulatory body)
indicated an intention to conduct the same, except for such investigations which, if they
resulted in adverse findings, would not reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on Bell Atlantic. Except as set forth in Section 5.9 of the
Bell Atlantic Disclosure Schedule, neither Bell Atlantic nor any of its Subsidiaries is subject
to any cease and desist or other order, judgment, injunction or decree issued by, or is a party
to any written Agreement, consent Agreement or memorandum of understanding with, or is
a party to any commitment letter or similar undertaking to, or is subject to any order or
directive by, or has adopted any board resolutions at the request of, any Governmental Entity
that materially restricts the conduct of its business or which may reasonably be expected to
have a Material Adverse Effect on Bell Atlantic, nor has Bell Atlantic or any of its
Subsidiaries been advised that any Governmental Entity is considering issuing or requesting
any of the foregoing. None of the representations and warranties made in this Section 5.9 are
being made with respect to Environmental Laws.

SECTION 5.10 — Joint Proxy Statement. None of the information supplied or to be
supplied by or on behalf of Bell Atlantic for inclusion or incorporation by reference in the
Registration Statement will, at the time the Registration Statement becomes effective under
the 1933 Act, contain any untrue statement of a material fact or omit to state any material fact
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required to be stated therein or necessary to make the statements therein, in the light of the
circumstances under which they were made, not misleading. None of the information supplied
or to be supplied by or on behalf of Bell Atlantic for inclusion or incorporation by reference
in the Joint Proxy Statement will, at the dates mailed to stockholders and at the times of the
GTE stockholders' meeting and the Bell Atlantic stockholders’ meeting, contain any untrue
statement of a material fact or omit to state any material fact required to be stated therein or
necessary in order 10 make the statements therein, in the light of the circumstances under
which they were made, not misleading. The Registration Statement and the Joint Proxy
Statement (except for information relating solely to GTE) will comply as to form in all
material respects with the provisions of the 1933 Act and the Exchange Act and the rules and
regulations promulgated thereunder.

SECTION 5.11 — Employee Matters; ERISA. (a) Except where the failure to be true
would not, individually or in the aggregate, have a Material Adverse Effect on Bell Atlantic,
(i) each Bell Atlantic Plan has been operated and administered in accordance with applicable
" law, including but pot limited to ERISA and the Code, (ii) each Bell Atlantic Plan intended

to be "qualified" within the meaning of Section 401(a) of the Code is so qualified, (iii) except
as required by COBRA, no Bell Atlantic Plan provides death or medical benefits (whether or
_not insured), with respect to current or former employees of Bell Atlantic or of any trade or
business, whether or not incorporated, which together with Bell Atlantic would be deemed a
"single employer” within the meaning of Section 4001 of ERISA (a "Bell Atlantic ERISA
Affiliate™), beyond their retirement or other termination of service, (iv) no liability under Title
IV of ERISA has been incurred by Bell Atlantic or any Bell Atlantic ERISA Affiliate that has
not been satisfied in full, and no condition exists that presents a material risk to Bell Atlantic
or any Bell Atlantic ERISA Affiliate of incurring any such liability (other than PBGC
premiums), (v) all contributions or other amounts due from Bell Atlantic or any Bell Atlantic
ERISA Affiliate with respect to each Bell Atlantic Plan have been paid in full, (vi) peither Bell
Atlantic nor any Bell Atlantic ERISA Affiliate has engaged in a transaction in connection with
which Bell Atlantic or any of its Subsidiaries could reasonably be expected to be subject to
either a civil penalty assessed pursuant to Section 409 or 502(i) of ERISA or a tax imposed
pursuant to Section 4975 or 4976 of the Code, (vii) to the best knowledge of Bell Atlantic
there are no pending, threatened or anticipated claims (other than routine claims for benefits)
by, on behalf of or against any Bell Atlantic Plan or any trusts related thereto, and (viii) neither
the execution and delivery of this Agreement nor the consummation of the transactions
contemplated hereby will (A) result in any payment (including, without limitation, severance,
unemployment compensation, golden parachute or otherwise) becoming due to any director
or any employee of Bell Atlantic or any of its Subsidiaries under any Bell Atantic Plan or
otherwise, (B) materially increase any benefits otherwise payable under any Bell Atlantic
PlanG or (C) result in any acceleration of the time of payment or vesting of any such benefits.

(b) For purposes of this Agreement,"Bell Atlantic Plan" shall mean each
deferred compensation, bonus or other incentive compensation, stock purchase, stock option
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or other equity compensation plan, program, agreement or arrangement; each severance or
termination pay, medical, surgical, hospitalization, life insurance or other "welfare” plan, fund
or program (within the meaning of section 3(1) of ERISA); each profit-sharing, stock bonus
or other "pension” plan, fund or program (within the meaning of section 3(2) of ERISA); each
employment, termination or severance agreement; and each otheremployee benefit plan, fund,
program, agreement or arrangement, in each case, that is sponsored, maintained or contributed
to or required to be contributed to by Bell Atlantic or by any Bell Adaatic ERISA Affiliate
orto which Bell Atlantic or any Bell Atlantic ERISA Affiliate is party, whether written or oral,

for the benefit of any employee or former employee of Bell Atlantic or any Bell Atlantic
ERISA Affiliate.

SECTION 5.12 — Labor Matters. Neither Bell Atlantic nor any of its Subsidiaries is
the subject of any material proceeding asserting that it or any of its Subsidiaries has committed
an unfair labor practice or is seeking to compel it to bargain with any labor union or labor
organization nor is there pending or, to ‘the actual knowledge of its executive officers,

threatened in writing, nor has there been for the past five years, any labor strike, dispute,
walkout, work stoppage, slow-down or lockout involving it or any of its Subsidiaries, except
in each case as is not, individually or in the aggregate, reasonably likely to have a Material
Adverse Effect on Bell Atlantic.

SECTION 5.13 — Environmental Matters. Except for such matters that, individually
or in the aggregate, are not reasonably likely to have a Material Adverse Effect on Bell
Atlantic: (i) each of Bell Atlantic and its Subsidiaries has complied with all applicable
Environmental Laws (as defined below); (ii) the properties currently owned or operated by it
or any of its Subsidiaries (including soils, groundwater, surface water, buildings or other
structures) are not contaminated with any Hazardous Substances (as defined below); (iii) the
properties formerly owned or operated by it or any of its Subsidiaries were not contaminated
with Hazardous Substances during the period of ownership or operation by it or any of its
Subsidiaries; (iv) neither it nor any of its Subsidiaries is subject to liability for any Hazardous
Substance disposal or contamination on any third party property; (v) neither it nor any
Subsidiary has been associated with any release or threat of release of any Hazardous
Substance; (vi) neither it nor any Subsidiary has received any notice, demand, letter, claim or
request for information alleging that it or any of its Subsidiaries may be in violation of or
liable under any Environmental Law (including any claims relating to electromagnetic fields
or microwave transmissions); (vii) neither it nor any of its Subsidiaries is subject to any orders,
decrees, injunctions or other arrangements with any Governmental Entity or is subject to any
indemnity or other agreement with any third party relating to liability under any Environmen-
tal Law or relating to Hazardous Substances; and (viii) there are not circumstances or
conditions involving it or any of its Subsidiaries that could reasonably be expected to result
in any claims, Kability, investigations, costs or restrictions on the ownership, use, or transfer
of any of its properties pursuant to any Environmental Law.
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No representation is made by Bell Atlantic in this Section 5.13 for which
neither Bell Atlantic nor any of its Subsidiaries is (or would be, if a ¢laim were brought in a
formal proceeding) a named defendant, but as to which Bell Atlantic or any of its Subsidiaries
may be liable for an allocable share of any judgment rendered pursuant to the POR. No
representation is made by Bell Atlantic in subsection (i) of this Section 5.13 as to properties
owned, leased or operated by AT&T or any of its Subsidiaries except for such properties
which are, or at any time since November 1, 1983 were, owned, leased or operated by Bell
Atlantic or any of its Subsidiaries.

SECTION 5.14 — Board Action; Vote Reguired. (a) The Board of Directors of Bell
Atlantic has unanimously determined that the transactions contemplated by this Agreement
and the Option Agreements are in the best interests of Bell Atlantic and its stockholders and
has resolved to recommmend to such stockholders that they vote in favor thersof.

(b)  The approval of the Certificats Amendment by a majority of the votes entitled

" 10 be cast by all holders of Bell Atlantic Common Stock and the approval of the Stock

[ssuance pursuant thereto by a majority of the votes cast thereon, provided that the total votes
cast thereon represents over 50% in interest of all securities of Bell Atlantic entitled to vote
thereon, are the only votes of the holders of any class or series of the capital stock of Bell
Atlantic required to approve this Agreement, the Merger, the Certificate Amendment, the
Stock Issuance and the other transactions contemplated hereby.

SECTION 5.15 — Opinions of Financial Advisors. Bell Atlantic has received the
opinions of Bear, Stearns & Co. Inc. ("Bear Stearns”) and Mermrill Lynch, Pierce, Fenner &
Smith Incorporated ("Merrill Lynch"), each dated July 27, 1998, to the effect that, as of such
date, the Exchange Ratio is fair from a financial point of view to the holders of Bell Atlantic
Common Stock.

SECTION 5.16 -~ Brokers. Except for Bear Stearns, Merrill Lynch and Morgan
Stanley Dean Witter, the arrangements with which have been disclosed to GTE prior to the
date hereof, which have been engaged by Bell Atlantic, no broker, finder or investment banker
is entitled to any brokerage, finder's, investment banking or other fee or commission in
connection with the transactions contemplated by this Agreement and the Option Agreements
based upon arrangements made by or on behalf of Bell Atlantic or any of its Subsidiaries.

SECTION 5.17 — Tax Matters. Except as set forth in Section 5.17 of the Bell Atlantic
Disclosure Schedule:

(a)  All material federal, state, local and foreign Tax Returns required to have been
filed by Bell Atantic or its Subsidiaries have been filed with the appropriate governmental
authorities by the due date thereof including extensions;
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(b) The Tax Retums referred to in subpart (a) of this Section 5.17 correctly and
completely reflect all material Tax liabilities of Bell Atlantic and its Subsidiaries required to
be shown thereon;

©) All material Taxes shown as due on those Tax Returns referred to in subpart
(a) of this Section 5.17, as well as any material foreign withholding Taxes imposed on or in
respect of any amounts paid to or by Bell Atlantic or any of its Subsidiaries, whether or not
such amounts or withholding Taxes are referred to or shown on any Tax Returns referred to
in Section 5.17 (a) hereof, have been fully paid or adequately reflected as & liability on Bell
Atlantic's or its Subsidiaries’ financial statements included in the Bell Atlantic SEC Reports;

(d)  Withrespectto any prior period for which Tax Returns have not yet been filed,
or for which Taxes are not yet due or owing, Bell Atlantic and its Subsidiaries have made due
and sufficient accruals for such Taxes in their respective books and records and financial

statements;

(e)  Neither Bell Adantic nor any of its affiliates has taken, agreed to take or
omitted to take any action that would prevent or impede the Merger from qualifying as a tax-
free reorganization under Section 368 of the Code;

) Nodeficiencies for any Taxes have been proposed, asserted or assessed against
Bell Atlantic or any of its Subsidiaries that are not adequately reserved for under GAAP,
except for deficiencies that individually or in the aggregate would not have a Material Adverse
Effect on Bell Atlantic; and

(8)  Bell Atlantic is not aware of any material liens for Taxes upon any assets of

~ Bell Atlantic or any of its Subsidiaries apart from liens for Taxes not yet due and payable.

SECTION 5.18 — Intellectual Property.

(a)  Asused in this Agreement, "Bell Atlantic Intellectual Property” means all of
the following which are necessary to conduct the business of Beil Atlantic and its Subsidiaries
as presently conducted or as currently proposed to be conducted: (i) rademarks, trade dress,
service marks, copyrights, logos, trade names, corporate names and all registrations and
applications to register the same; (ii) patents and pending patent applications; (iii} Computer
Software; (iv) all technology, know-how and trade secrets; and (v) all material licenses and
agreements to which Bell Atantic or any of its Subsidiaries is a party which relate to any of
the foregoing.

(b)  Bell Atlantic or its Subsidiaries owns or has the right to use, sell or license all

Bell Atlantic Intellectual Property, free and clear of all liens or encumbrances, and all
registrations of Bell Atlantic Intellectual Property are valid and enforceable and have been
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duly recorded and maintained, except, in each case, as would not, individually or in the
aggregate, have a Material Adverse Effect on Bell Atlantic.

(c) To the knowledge of Bell Adantic, the conduct of Bell Atlantic's and its
Subsidiaries' business and the use of the Bell Atlantic Intellectual Property does not materially
infringe, violate or misuse any intellectual property rights or any other proprietary right of any
person or give rise to any obligations to any person as a result of co-authorship, and neither
Bell Atlantic nor any of its Subsidiaries has received any notice, not satisfactorily resolved,
of any claims or threats that Bell Atlantic’s or its Subsidiaries’ use of any of the Bell Atlantic
Intellectual Property materially infringes, violates or misuses, or is otherwise in conflict with
any intellectual property or proprietary rights of any third party or that any of the Bell Atlantic
Intellectual Property is invalid or unenforceable that would, individually or in the aggregate,
have a Material Adverse Effect on Bell Atlantic.

(d)  Bell Atlantic and its Subsidiaries have used reasonable efforts to maintain the

" confidentiality of their trade secrets and other confidential Bell Atlantic Intellectual Property.

(e)  Bell Atlantic has undertaken a concerted effort to ensure that all of the
Computer Software, computer firmware, computer hardware (whether general or special
purpose), and other similar or related items of automated, computerized, and/or software
system(s) that are to be used or relied on by Bell Atlantic or by any of its Subsidiaries in the
conduct of their respective businesses will not malfimnction, will not cease to function, will not
generate incorrect data, and will not provide incorrect results when processing, providing
and/or receiving (1) date-related data into and between the twentieth and twenty-first centuries
and (ii) date-related data in connection with any valid date in the twentieth and twenty-first
centuries. Bell Atlantic reasonably believes that such effort will be successful.

SECTION 5.19 — Insurance. Except as set forth in Section 5.19 of the Bell Atlantic

" Disclosure Schedule, each of Bell Atlantic and each of its Significant Subsidiaries is, and has

been continuously since January 1, 1987 (or such later date as such Significant Subsidiary was
organized or acquired by Bell Atlantic), insured with financially responsible insurers in such
amounts and against such risks and losses as are customary for companies conducting the
business as conducted by Bell Atlantic and its Subsidiaries during such time period. Except
as set forth in Section 5.19 of the Bell Atlantic Disclosure Schedule, since January 1, 1993,
neither Bell Atlantic nor any of its Subsidiaries has received notice of cancellation or
terrnination with respect to any material insurance policy of Bell Atlantic or its Subsidiaries.
The insurance policies of Bell Atlantic and its Subsidiaries are valid and enforceable policies.

SECTION 5.20 — Ownership of Securities. As ofthe date hereof, neither Bell Atlantic
nor, to Bell Atlantic's knowledge, any of its affiliates or agsociates (as such terms are defined
under the Exchange Act), (a) (i) beneficially owns, directly or indirectly, or (ii) is party to any
agreement, arrangement or understanding for the purpose of acquiring, holding, voting or
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disposing of, in each case, shares of capital stock of GTE, which in the aggregate represant
10% or more of the outstanding shares of GTE Common Stock (other than shares held by Bell
Atlantic Plans and the GTE Option Agreement), nor (b) is an "interested stockholder” of GTE
within the meaning of Section 912 of the NYBCL. Except as set forth in Section 5.20 of the
Bell Atlantic Disclosure Schedule, Bell Atlantic owns no shares of GTE Common Stock
described in the parenthetical clause of Section 2.2 (a) hereof which would be canceled and
retired without consideration pursuant to Section 2.3 (a) hereof.

SECTION 5.21 — Certain Conmtracis. (a) All contracts described in Item 601(b)(10)
of Regulation S-K to which Bell Atlantic or its Subsidiaries is a party or may be bound ("Bell
Atlantic Contracts™) have been filed as exhibits to, or incorporated by reference in, Bell
Atlantic's Annual Report on Form 10-K for the year ended December 31, 1997. All Bell
Atlantic Contracts are valid and in full force and effect on the date hereof except to the extent
they have previously expired in accordance with their terms or if the failure to be in full force
and effect, individually and in the aggregate would not reasonably be expected to have a
" Material Adverse Effect on Bell Atlantic. Neither Bell Atlantic nor any of its Subsidiaries has
violated any provision of, or committed or failed to perform any act which with or without
notice, lapse of time or both would constitute a default under the provisions of, any Bell
Atlantic Contract, except in each case for those Bell Atlantic Contracts which, individually

and in the aggregate, would not reasonably be expected to result in a Material Adverse Effect
on Bell Atlantic.

(b)  Set forth in Section 5.21 of the Bell Atlantic Disclosure Schedule is a list of
each contract, agreement or arrangement to which Bell Atlantic or any of its Subsidiaries is
a party or may be bound which is an arrangement limiting or restraining Bell Atlantic, GTE,
any Bell Atlantic or GTE Subsidiary or any successor thereto from engaging or competing in
any business which has, or could reasonably be expected to have in the foreseeable future, a
Material Adverse Effect on Bell Atlantic or, to Bell Atlantic's knowledge, on GTE.

SECTION 5.22 — Merger Subsidiary. Bell Atlantic and Merger Subsidiary represent
and warrant to GTE as follows:

()  Organization and Corporate Power. Merger Subsidiary is a corporation duly
incorporated, validly existing and in good standing under the laws of the State of New York.
Merger Subsidiary is a direct, wholly owned subsidiary of Bell Atlantic.

(b)  Corporate Authorization. Merger Subsidiary has all requisite corporate power
and authority to enter into this Agreement and to consummate the transactions contemplated
hereby. The execution, delivery and performance by Merger Subsidiary of this Agreement and
the consummation by Merger Subsidiary of the transactions contemplated hereby have been
duly authorized by all necessary corporate action on the part of Merger Subsidiary. This
Agreement has been duly executed and delivered by Merger Subsidiary and constitutes a valid
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and binding agreement of Merger Subsidiary, enforceable against it in accordance with its
terms, except as such enforceability may be limited by bankruptcy, insolvency, reorganization,
moratorium and other similar laws relating to or affecting creditors generally, by general
equity principles (regardless of whether such enforceability is considered in a proceeding in
equity or at law) or by an implied covenant of good faith and fair dealing.

(¢)  Nom Contravention. The execution, delivery and performance by Merger
Subsidiary of this Agreement and the consummation by Merger Subsidiary of the transactions
contemplated hereby do not and will not contravene or conflict with the certificate of
incorporation or by-laws of Merger Subsidiary.

(d)  No Business Activities. Merger Subsidiary has not conducted any activities
other than in connection with the organization of Merger Subsidiary, the negotiation and
execution of this Agreement and the consummation of the transactions contemplated hereby.

Merger Subsidiary has no Subsidiaries.

ARTICLE VI — CONDUCT OF BUSINESSES
PENDING THE MERGER

SECTION 6.1 — Transition Planning. Ivan G. Seidenberg and Charles R. Lee, as
Chief Executive Officers of Bell Atlantic and GTE, respectively, jointly shall be responsible
for coordinating all aspects of transition planning and implementation relating to the Merger
and the other transactions contemplated hereby. If either such person ceases to be Chief
Executive Officer of his respective company for any reason, such person's successor as Chief
Executive Officer shall assume his predecessor's responsibilities under this Section 6.1.
During the period between the date hereof and the Effective Time, Messrs. Seidenberg and Lee
jointly shall (i) examine various alternatives regarding the manner in which to best organize
and manage the businesses of Bell Atlantic and GTE after the Effective Time, and (i)
coordinate policies and strategies with respect to regulatory authorities and bodies, in all cases
subject to applicable law. '

SECTION 6.2 — Conduct of Business in the Ordinary Course. Each of GTE and Bell
Atlantic covenants and agrees that, subject to the provisions of Sections 7.16 and 7.17 hereof,
between the date hereof and the Effective Time, unless the other shall otherwise consent in
writing, and except as described in Section 6.2 of the Disclosure Schedules or as otherwise
expressly contemplated hereby, the business of such Party and its Subsidiaries shall be
conducted only in, and such entities shall not take any action except in, the ordinary course
of business and in a manner consistent with past practice; and each of GTE and Bell Atlantic
and their respective Subsidiaries will use their commercially reasonable efforts to preserve
substantially intact their business organizations, to keep available the services of those of their
present officers, employees and consultants who are integral to the operation of their
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businesses as presently conducted and to preserve their present relationships with significant
customers and suppliers and with other persons with whom they have significant business
relations. By way of amplification and not limitation, except as set forth in Section 6.2 of the
Disclosure Schedules or as otherwise expressly contemplated by this Agreement and the
Option Agreements, and subject to the provisions of Sections 7.16 and 7.17, each of GTE and
Bell Atlantic agrees on behalf of itself and its Subsidiaries that they will not, between the date
hereof and the Effective Time, directly or indirectly, do any of the following without the prior
written consent of the other:

(@ (i) except for (A) the issuance of shares of GTE Common Stock and Bell
Atlantic Common Stock in order to satisfy obligations under the GTE Plans and Bell Atlantic
Plans in effect on the date hereof and Bell Atlantic Equity Rights or GTE Equity Rights issued
thereunder and under existing dividend reinvestment plans, which issuances shall be consistent
with its existing policy and past practice; (B) grants of stock options with respect to GTE
Common Stock or Bell Atlantic Common Stock to employees in the ordinary course of

- business and in amounts and in a manner consistent with past practice; and (C) the issuance

of securities by a Subsidiary to any person which is directly or indirectly wholly owned by
GTE or Bell Atlantic (as the case may be): issue, seil, pledge, dispose of, encumber,
authorize, or propose the issuance, sale, pledge, disposition, encumbrance or authorization of
any shares of capital stock of any class, or any options, warrants, convertible securities or
other rights of any kind to acquire any shares of capital stock of, or any other ownership
interest in, such Party or any of its Subsidiaries (excluding such as may arise upon the exercise
of existing rights); (ii) amend or propose to amend the Certificate of Incorporation or Bylaws
of such Party (other than by Bell Atlantic as contemplated hereby) or any of its Subsidiaries
(other than wholly owned Subsidiaries) or adopt, amend or propose to amend any shareholder
rights plan orrelated rights agreement; (iii) split, combine or reclassify any outstanding shares
of GTE Common Stock and Bell Atlantic Common Stock, or declare, set aside ot pay any
dividend or distribution payable in cash, stock, property or otherwise with respect to shares
of GTE Common Stock and Bell Atlantic Common Stock, except for cash dividends to
stockholders of GTE and Bell Atlantic declared in accordance with existing dividend policy
payable to stockholders of record on the record dates consistently used in prior periods; (iv)
redeem, purchase or otherwise acquire or offer to redeem, purchase or otherwise acquire any
shares of its capital stock, except that each of GTE and Bell Atlantic shall be permitted to
acquire shares of GTE Common Stock or Bell Atlantic Common Stock, as the case may be,
from time to time in open market transactions, consistent with past practice and in compliance
with applicable law and the provisions of any applicable employee benefit plan, program or
arrangement, for issuance upon the exercise of options and other rights granted, and the
lapsing of restrictions, under such Party’s respective employee benefit plans, programs and
arrangements and dividend reinvestment plans; or (v) authorize or propose or enter into any
contract, agreement, commitiment or arrangement with respect to any of the maiters prohibited
by this Section 6.2 (a);
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(b) (i) acquire (by merger, consolidation, or acquisition of stock or assets) any
corporation, partnership or other business organization or division thereof or make any
investment in another entity (other than an entity which is a2 wholly owned Subsidiary of such
Party as of the date hereof and other than incorporation of a wholly owned Subsidiary), except
for acquisitions or investments which do not exceed $500,000,000 in: the aggregate for all such
acquisitions or investments in any 12-month period; (ii) except in the ordinary course of
business and in a manner consistent with past practice, sell, pledge, dispose of, or encumber
or authorize or propose the sale, pledge, disposition or encumbrance of any assets of such
Party or any of its Subsidiaries, except for transactions which do not exceed $500,000,000 in
the aggregate in any 12-month period and provided further that, unless and vntil it is mumally
determined that pooling of interests accounting is not available for the Merger, no Party shall
make any dispositions in excess of an aggregate of $100,000,000 except for those dispositions
that the management of either party has determined, with the concurrence of its independent
accountants..to be either in the ordinary course of business or not in contemplation of the
Merger, and therefore not a disposition to be measured, individually and in the aggregate with

~ other dispositions, for material disposition of asset purposes, as required by Accounting

Principals Bulletin No. 16 and the authoritative interpretations thereto; or (iii) authorize, enter
into or amend any contract, agreement, commitment or arrangement with respect to any of the
matters prohibited by this Section 6.2(b);

(¢)  incur indebtedness if, following the taking of such action, it is reasonably
anticipated that such Party's outstanding senior indebtedness would be rated by Standard &
Poor's at lower than A-, in the case of GTE, or at lower than A, in the case of Bell Atlantic.

(d)  enter into (i) leveraged derivative contracts (defined as contracts that use a
factor to multiply the underlying index exposure) or (ii) other derivative contracts except for
the purpose of hedging known interest rate and foreign exchange exposures or otherwise
reducing such Party's cost of financing; '

(e) take any action with respect to the grant of any severance or termination pay,
stay bonus, or other incentive arrangements (otherwise than pursuant to any GTE Plan, Bell
Atlaatic Plan (collectively with all GTE Plans, "Benefit Plans") or any policies, arrangements
and agreements of such Party which were in effect on, or offered or approved to be offered by
the board of directors or senior management of the respective Party prior to, the date hereof,
or pursuant fo any renewal or extension subsequent to the date hereof of the duration of the
term of any such Benefit Plans, policies, arrangements or agreements), or with respect to any
increase in benefits payable under its severance or termination pay policies, or stay bonus or
other incentive arrangements in effect on the date hereof;

provided, however, that this subsection shall not prohibit GTE or Bell Atlantic

- or their respective subsidiaries from taking any actions whatsoever that are described in this

Section 6.2(e) if (i) such actions are not Merger-related and are in amounts not materially
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greater than past practice or as otherwise required by Legal Requirements or applicable
provisions of the plan, policy or arrangement, and the Party taking such action consults with
the other Party (where such consultation is reasonable and practicable) reasonably in advance
of any snch action, or (ii) such actions are Merger-related, are taken to meet business needs,
are consistent with competitive market practices of large data transmission or telecommunica-
tions companies, and the other Party gives its consent to such actions (such consent not to be
unreasonably withheld after being consulted by the Party proposing such action (where such
consultation is reasonable and practicable) reasonably in advance of any such action);

provided, further, that on and after the date hereof, each of GTE and Bell
Atlantic will use its best efforts in good faith to develop and adopt within 60 days of the date
hereof, in concert with the other, a common set of principles and guidelines for the design and
implementation of merger-related retention incentives and severance benefits for the purpose
of enabling the respective companies to implement complementary plans, programs and
arrangements, utilizing best competitive practices which each believes will facilitate the
‘convergence of the benefits and employment practices and policies of the Parties and their
respective subsidiaries during the period culminating in the Effective Time, and as scon as
practicable after such adoption, each such Party shall comply, and cause their respective
subsidiaries to comply, with such principles and guidelines (and any amendments thereto
which are mutuaily agreed by the Parties thereafter);

(§9) take any action with respect to increases in employee compensation, or make
any payments under any GTE Plan or any Bell Atlantic Plan, as the case may be, to any
director or employee of, or independent contractor or consultant to, such Party or any of its
Subsidiaries, adopt or otherwise materially amend (except for amendments required or made
advisable by Legal Requirements) any GTE Plan or Bell Atlantic Plan, as the case may be, or
enter into or amend any employment or consulting agreement, or grant or establish any new
awards under any such existing GTE Plan or Bell Atlantic Plan or agreement;

provided, however, that this subsection shall not prohibit GTE or Bell Atlantic
or their respective subsidiaries from taking any actions whatsoever that are described in this
Section 6.2(f) if (i) such actions are not Merger-related and are in amounts not materially
greater than past practice -or as otherwise required by Legal Requirements or applicable
provisions of the plan, policy or arrangement, and, except in the case of increases in employee
compensation in the ordinary course of business consistent with past practice, the Party taking
such action consults with the other Party (where such consultation is reasonable and
practicable) reasonably in advance of any such action, or (ji) such actions are taken to meet
business needs, are consistent with competitive market practices of large data transmission or
telecommunications companies, and the other Party gives its consent to such actions (such
consent not to be unreasonably withheld after being consulted by the Party proposing such
action (where such consultation is reasonable and practicable) reasonably in advance of any
such action);
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(g8)  change in any material respect its accounting policies, methods or procedures
except as required by GAAP,

(h)  take any action which it believes when taken could reasonably be expected to
adversely affect or delay in any material respect the ability of any of the Parties to obtain any
approval of any Governmental Entity required to consummate the transactions contemplated
hereby;

()] other than pursuant to this Agreement, take any action to cause the shares of
their respective Common Stock to cease to be quoted on any of the stock exchanges on which
such shares are now quoted;

() (i) other than as consistent with past practice, issue SARS, new performance
shares, restricted stock, or similar equity based rights; (ii) materially modify (with materiality
to be determined with respect to the Benefit Plan in question} any actuarial cost method,
" assumption or practice used in determining benefit obligations, annual expense and funding
for any Benefit Plan, except to the exient required by GAAP; (iii) materially modify (with
materiality to be determined with respect to the Benefit Plan trust in question) the investment

- philosophy of the Benefit Plan trusts or maintain an asset allocation which is not consistent
with such philosophy, subject to any ERISA fiduciary obligation; (iv) subject to any ERISA
fiduciary obligation, enter into any outsourcing agreement, or any other material contract
relating to the Benefit Plans or management of the Benefit Plan trusts, provided that Bell
- Atlantic and GTE may enter into any such contracts that may be terminated within two years;
(v) offer any new or extend any existing retirement incentive, "window" or similar benefit
program,; (vi) grant any ad hoc pension increase; (vii) establish any new or fund any existing
"rabbi" or similar trust (except in accordance with the current terms of such trust), or enter into
any other arrangement for the purpose of securing non-qualified benefits or deferred
compensation; (viii) adopt any corporate owned life insurance program; or (ix) adopt or
implement any "split dollar” life insurance program;

provided, however, that this subsection shall not prohibit GTE or Bell Atlantic
or their respective subsidiaries from taking any actions whatsoever that are described in this
Section 6.2(j) (with the exception of clause (j)(i)) if such actions are in amounts not materially
greater than past practice or as otherwise required by Legal Requirements or applicable
provisions of the plan, policy or arrangement, and the Party taking such action consults with
the other Party (where such consultation is reasonable and practicable) reasonably in advance
of any such action; or

(k) take any action which it believes when taken would cause its representations
and warranties contained herein to become inaccurate in any material respect.
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GTE and Bell Atlantic agree that any written approval obtained under this Section 6.2
may be relied upon by the other Party if signed by the Chief Executive Officer or any other
executive officer of the Party providing such written approval.

SECTION 6.3 — No Solicitation. (2) From and after the date hereof, Bell Atlantic
shall not, nor shall it permit any of its Subsidiaries to, nor shall it authorize or permit any of
its officers, directors or employees or any investment banker, financial advisor, attorney,
accountants or other representatives retained by it or any of its Subsidiaries to, directly or
indirectly through another person, (i) solicit, initiate or encourage (including by way of
furnishing information), or knowingly take any other action designed to facilitate, any
Alternative Transaction (as hereinafter defined) or (ii) participate in any discussions regarding
any Alternative Transaction; provided, however, that if, at any time prior to approval of the
Stock Issuance and the Certificate Amendment by the holders of Bell Atlantic Common Stock,
the Board of Directors of Bell Atlantic determines in good faith, afier receipt of advice from
outside counsel, that the failure to provide such information or participate in such negotiations

" or discussions would result in a reasonable possibility that the Board of Directors of Bell
Atlantic would breach their fiduciary duties to stockholders under applicable law, Bell Atlantic
may, in response to any such proposal that has been determined by it to be a Bell Atlantic
Superior Proposal (as defined in Section 7.2(b)), that was not solicited by it and that did not
otherwise result from a breach of this Section 6.3(a), and subject to Bell Atlantic giving GTE
at least two business days written notice of its intention to do so, (x) furnish information with
respect to Bell Atlantic and its Subsidiaries to any person pursuant to a customary confidenti-
ality agreement containing terms no less restrictive than the terms of the Nondisclosure
Agreement dated July 19, 1998 entered into between Bell Atlantic and GTE (the
"Nondisclosure Agreement"), provided that a copy of all such information is delivered
simultaneously to GTE, and (y) participate in negotiations regarding such proposal. Bell
Atlantic shall promptly notify GTE orally and in writing of any request for information or of
any proposal in connection with an Alternative Transaction, the material terms and conditions
of such request or proposal (including a copy thereof, if in writing, and all other documenta-
tion and any related correspondence) and the identity of the person making such request or
proposal. Bell Atlantic will keep GTE reasonably informed of the status and details (including
amendments or proposed amendments) of such request or proposal on a current basis. Bell
Atlantic shall immediately cease and terminate any existing solicitation, initiation,
encouragement, activity, discussion or negotiation with any persons conducted heretofore by
Bell Atlantic or its representatives with respect to the foregoing. Bell Atlantic (i) agrees not
to release any Third Party (as defined below) from, or waive any provision of, or fail to
enforce, any standstill agreement or similar agreements to which it is a party related to, or
which could affect, an Alternative Transaction and agrees that GTE shall be entitled to enforce
Beli Atlantic's rights and remedies under and in connection with such agreements and (ii)
acknowledges that the provisions of clause (i) are an important and integral part of this
Agreement. Nothing contained in this Section 6.3(2) or Section 7.2 shall prohibit Bell
Atlantic (i) from teking and disclosing to its stockholders a position contemplated by Rule
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14e-9 or Rule 14e-2(a) promulgated under the Exchange Act or (i) from making any
disclosure to its stockholders if, in the good faith judgment of the Board of Directors of Bell
Atlantic, after receipt of advice from outside counsel, failure to disclose would result in a
reasonable possibility that the Board of Directors of Bell Atlantic would breach its fiduciary
duties to Bell Atlantic's stockholders under applicable law. :

(b) From and after the date hereof, GTE shall not, nor shall it permit any of its
Subsidiaries to, nor shall it authorize or permit any of its officers, directors or employees or
any investment banker, financial advisor, attorney, accountants or other representatives
retained by it or any of its Subsidiaries to, directly or indirectly through another person, (i)
solicit, initiate or encourage (including by way of furnishing information), or knowingly take
any other action designed to facilitate, any Alternative Transaction (as hereinafter defined) or
(ii) participate in any discussions regarding any Alternative Transaction; provided, however,
that if, at any time prior to approval of this Agreement by the holders of GTE Common Stock,
the Board of Directors of GTE determines in good faith, after receipt of advice from outside
" gounsel, that the failure to provide such information or participate in such negotiations or
discussions would result in a reasonable possibility that the Board of Directors of GTE would
breach their fiduciary duties to stockholders under applicable law, GTE may, in response to
a proposal that has been determined by it to be a GTE Superior Proposal (as defined in Section
7.2(d)), that was not solicited by it and that did not otherwise result from a breach of this
Section 6.3(b), and subject to GTE giving Bell Atlantic at least two business days written
notice of its intention to do so, (x) furnish information with respect to GTE and its Subsidiaries
10 any person pursuant o a customary confidentiality agreement containing terms no less
restrictive than the terms of the Nondisclosure Agreement, provided that a copy of all such
information is delivered simuitaneously to Bell Atlantic, and (y) participate in negotiations
regarding such proposal. GTE shall promptly notify Bell Atlantic orally and in writing of any
request for information or of any proposal in connection with an Alternative Transaction, the
material terms and conditions of such request or proposal (including a copy thereof, if in
writing, and all other documentation and any related correspondence) and the identity of the
person making such request or proposal. GTE will keep Bell Atlantic reasonably informed
of the status and details (including amendments or proposed amendments) of such request or
proposal on a current basis. GTE shall immediately cease and terminate any existing
solicitation, initiation, encouragement, activity, discussion or negotiation with any persons
conducted heretofore by GTE or its representatives with respect to the foregoing. GTE (i)
agrees not to release any Third Party from, or waive any provision of, or fail to enforce, any
standstill agreement or similar agreements to which it is a party related to, or which could
affect, an Alternative Transaction and agrees that Bell Atlantic shall be entitled to enforce
GTE's rights and remedies under and in connection with such agreements and (ii) acknowi-
edges that the provisions of clause (i) are an important and integral part of this Agreement.
Nothing contained in this Section 6.3(b) or in Section 7.2 shall prohibit GTE (i) from taking
and disclosing to its stockholders a position contemplated by Rule 14e-9 or Rule 14e-2(a)
promulgated under the Exchange Act or (ii) from making any disclosure to its stockholders
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if, in the good faith judgment of the Board of Directors of GTE, after receipt of advice from
outside counsel, failure to disclose would resuit in 2 reasonable possibility that the Board of
Directors of GTE would breach its fiduciary duties to GTE's stockholders under applicable
law.

(c) For purposes of this Agreement, "Alternative Transaction" means, whether in the
form of a proposal or intended proposal, a signed agreement or completed action, as the case .
may be, any of (i) a transaction or series of transactions pursuant to which any person (or
group of persons) other than Bell Atlantic and its Subsidiaries and other than GTE and its
Subsidiaries (a "Third Party™) acquires or would acquire, directly or indirectly, beneficial
ownership (as defined in Rule 13d-3 under the Exchange Act) of more than 20% of the
outstanding shares of Bell Atlantic or GTE, as the case may be, whether from Bell Atlantic
or GTE or pursuant to a tender offer or exchange offer or otherwise, (ii) any acquisition or
proposed acquisition of, or business combination with, Bell Atlantic or any of its Significant
Subsidiaries or GTE or any of its Significant Subsidiaries, as the case may be, by a merger or

" other business combination (including any so-called "merger-of-equals” and whether or not

Bell Atlantic or any of its Significant Subsidiaries or GTE or any of its Significant
Subsidiaries, as the case may be, is the entity surviving any such merger or business
combination) or (iii) any other transaction pursuant to which any Third Party acquires or
would acquire, directly or indirectly, control of assets (including for this purpose the
outstanding equity securities of Subsidiaries of Bell Atlantic or GTE, as the case may be, and
any entity surviving any merger or business combination including any of them) of Bell
Atlantic or any of its Subsidiaries or GTE or any of its Subsidiaries, as the case may be, for
consideration equal to 20% or more of the fair market value of all of the outstanding shares
of Bell Atlantic Common Stock or all of the outstanding shares of GTE Common Stock, as
the case may be, on the date of this Agreement.

SECTION 6.4 — Subsequent Financial Siatements. Prior to the Effective Time, each
of GTE and Bell Atlantic (a) will consult with the other prior to making publicly available its
financial results for any period and (b) will consult with the other prior to the filing of, and
will timely file with the SEC, each Annual Report on Form 10-K, Quarterly Report on Form
10-Q and Current Report on Form 8-K required to be filed by such Party under the Exchange
Act and the rules and regulations promulgated thereunder and will promptly deliver to the
other copies of each such report filed with the SEC. As of their respective dates, none of such
reports shall contain any untrue statement of a material fact or omit to state a material fact
required to be stated therein or necessary to make the statements therein, in light of the
circumstances under which they were made, not misteading. The respective audited financial
statements and unaudited interim financial statements of each of GTE and Bell Atlantic, as the
case may be, included in such reports will fairly present the consolidated financial position of
such Party and its Subsidiaries as at the dates thereof and the results of their operations and
cash flows for the periods then ended in accordance with GAAP applied on a consistent basis
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and, subject, in the case of unaudited interim financial statements, to normal year-end
adjustments.

SECTION 6.5 — Contro! of Operations. Nothing contained in this Agreement shail
give Bell Atlantic, directly or indirectly, the right to control or direct GTE's operations prior
to the Effective Time. Nothing contained in this Agreement shall give GTE, directly or
indirectly, the right to control or direct Bell Atlantic's operations prior to the Effective Time.
Prior to the Effective Time, each of Bell Atlantic and GTE shall exercise, consistent with the
terms and conditions of this Agreement, complete control and supervision over its respective
operations.

ARTICLE VII — ADDITIONAL AGREEMENTS

SECTION 7.1 — Joint Proxy Statement and the Registration Statement. (a) As
" promptly as practicable after the execution and delivery of this Agreement, the Parties shall
prepare and file with the SEC, and shall use all reasonable efforts to have cleared by the SEC,
and promptly thereafter shall mail to the holders of record of shares of Bell Atlantic Common
Stock and GTE Common Stock, the Joint Proxy Statement, provided, however, that GTE and
Bell Atlantic shall not mail or otherwise furnish the Joint Proxy Statement to their respective
stockholders unless and until:

(i) they have received notice from the SEC that the Registration
Statement is effective under the 1933 Act;

(iiy GTE shall have received a letter of PricewaterhouseCoopers
L.L.P., dated a date within two business days prior to the date of the Arst
mailing of the Joint Proxy Statement, and addressed to GTE, in form and
substance reasonably satisfactory to GTE and customary in scope and
substance for "cold comfort" letters delivered by independent public accoun-
tants in connection with registration statements on Form S-4 with respect to the
financial statements of Bell Atlantic included in the Joint Proxy Statement and

the Registration Statement; and

(1) Bell Atlantic shall have received a letter of Arthur Andersen
LLP, dated a date within two business days prior to the date of the first mailing
of the Joint Proxy Statement, and addressed to Bell Atlantic, in form and
substance reasonably satisfactory to Bell Atlantic and customary in scope and
substance for "cold comfort” letters delivered by independent public accoun-
tants in connection with registration statements on Form S-4 with respect to the
financial statements of GTE included in the Joint Proxy Statement and the
Registration Statement.



(o)  The Parties will cooperate in the preparation of the Joint Proxy Statement and

the Registration Statement and in having the Registration Statement declared effective as soon
as practicable.

SECTION 7.2 — Bell Atlantic and GTE Stockholders' Meetings.

(a)  Aspromptly aspracticable after the Registration Statement is declared effective
under the Securities Act, Bell Atlantic shall duly give notice of, convene and bold a meeting
of its stockholders (the "Bell Atlantic Stockholders' Meeting") in accordance with the DGCL
for the purpose of obtaining the Bell Atlantic Stockholder Approval and shall, subject to the
provisions of Section 7.2(b) hereof, through its Board of Directors, recommend to its
stockholders the approval of the Stock Issuance and adoption of the Certificate Amendment.

(b Neitherthe Board of Directors of Bell Atlantic nor any committee thereof'shall

(i) except as expressly permitted by this Section 7.2(b), withdraw, qualify or modify, or
propose publicly to withdraw, qualify or modify, in a manner adverse to GTE, the approval

or recommendation of such Board of Directors or such committee of the Certificate

‘Amendment or the Stock Issuance, (ii) approve or recommend, or propose publicly to approve
or recommend, any Alternative Transaction or (iii) cause Bell Atlantic to enter into any letter

of intent, agreement in principle, acquisition agreement or other similar agreement (each, a

"Bell Atlantic Acquisition Agreement™) related 10 any Alternative Transaction. Notwithstand-

ing the foregoing, in the event that prior to the adoption of the Stock Issuance and the

Certificate Amendment by the holders of Bell Atlantic Common Stock the Board of Directors

of Bell Atlantic determines in good faith, after it has received a Bell Atlantic Superior

Proposal (as defined below) and after receipt of advice from outside counsel, that the failure

to do so would result in a reasonable possibility that the Board of Directors of Bell Atlantic

would breach its fiduciary duties to Bell Atlantic stockholders under applicable law, the Board

of Directors of Bell Atlantic may (subject to this and the following sentences) inform Bell

Atlantic stockholders that it no longer believes that such adoption is advisable and no longer
recommends approval (a "Bell Atlantic Subsequent Determination™), but only at a time that
is after the fifth business day following GTE's receipt of written notice advising GTE that the
Board of Directors of Bell Atlantic has received a Bell Atlantic Superior Proposal specifying
the material terms and conditions of such Bell Atlantic Superior Proposal (and including a
copy thereof with all accompanying documentation, if in writing), identifying the person
making such Bell Atlantic Superior Proposal and stating that it intends to make a Bell Atlantic
Subsequent Determination. After providing such notice, Bell Atlantic shall provide a

reasonable opportunity to GTE to make such adjustments in the terms and conditions of this
Agreement as would enable Bell Atlantic to proceed with its recommendation to its
stockholders without a Bell Atlantic Subsequent Determination; provided, however, that any
such adjustment shall be at.the discretion of the Parties at the time. For purposes of this

Agreement, a "Bell Atlantic Superior Proposal” means any proposal (on its most recently
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amended or modified terms, if amended or modified) made by a Third Party to enter into an
Alternative Transaction which the Board of Directors of Bell Atlantic determines in its good
faith judgment (based on, among other things, the advice of a financial advisor of nationally
recognized reputation} to be more favorable to Bell Atlantic's stockholders than the Merger
taking into account all relevant factors (including whether, in the good faith judgment of the
Board of Directors of Bell Atlantic, after obtaining the advice of a financial advisor of
nationally recognized reputation, the Third Party is reasonably able to finance the transaction,
and any proposed changes to this Agreement that may be proposed by GTE in response to
such Altemative Transaction). Notwithstanding any other provision of this Agreement, Bell
Atlantic shall submit the Stock Issuance and the Certificate Amendment to its stockholders

whether or not the Board of Directors of Bell Atlantic makes a Bell Atlantic Subsequent
Determination.

(¢) As promptly as practicable after the Registration Statement is declared effective

under the Securities Act, GTE shall duly give notice of, convene and hold a meeting of its

" stockholders (the "GTE Stockholders’ Meeting") in accordance with the NYBCL for the

purpose of obtaining the GTE Stockholder Approval and shall, subject to the provisions of

Section 7.2(d) hereof, through its Board of Directors, recommend to its stockholders the
approval and adoption of this Agreement and the Merger.

(@) Neither the Board of Directors of GTE nor any committee thereof shall (i)
except as expressly permitted by this Section 7.2(d), withdraw, qualify or modify, or propose
publicly to withdraw, qualify or modify, in a manner adverse to Bell Atlantic, the approval or
recommendation of such Board of Directors or such committes of the Merger or this
Agreement, (ii) approve or recommend, or propose publicly to approve or recommend, any
Alternative Transaction, or (iii) cause GTE to enter into any letter of intent, agreement in
principle, acquisition agreement or other similar agreement (each, a "GTE Acquisition
Agreement”) related to any Alternative Transaction. Notwithstanding the foregoing, in the
event that prior to the adoption of this Agreement by the holders of GTE Common Stock the
Board of Directors of GTE determines in good faith, after it has received a GTE Superior
Proposal (as defined below) and after receipt of advice from outside counsel, that the failure
to do so would result in a reasonable possibility that the Board of Directors of GTE would
breach its fiduciary duties to GTE stockholders under applicable law, the Board of Directors
of GTE may (subject to this and the following sentences) inform GTE stockholders that it no
longer believes that the Merger is advisable and no longer recommends approval (a "GTE
Subsequent Determination”), but only at a time that is after the fifth business day following
Bell Atlantic's receipt of written notice advising Bell Atiantic that the Board of Directors of
GTE has received a GTE Superior Proposal specifying the material terms and conditions of
such GTE Superior Proposal (and including a copy thereof with all accompanying
documentation; if in writing), identifying the person making such GTE Superior Proposal and
stating that it intends to make a GTE Subsequent Determination. After providing such notice,
GTE shall provide a reasonable opportunity to Bell Atlantic to make such adjustments in the
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terms and conditions of this Agreement as would enable GTE to proceed with its recommen-
dation to its stockholders without a GTE Subsequent Determination; provided, however, that
any such adjustment shall be at the discretion of the Parties at the time. For purposes of this
Agreement, a "GTE Superior Proposal” means any proposal (on its most recently amended or
modified terms, if amended or modified) made by a Third Party to enter into an Alternative
Transaction which the Board of Directors of GTE determines in its good faith judgment (based
on, among other things, the advice of a financial advisor of nationally recognized reputation)
to be more favorable to GTE's stockholders than the Merger taking into account all relevant
factors (including whether, in the good faith judgment of the Board of Directors of GTE, after
obtaining the advice of a financial advisor of nationally recognized reputation, the Third Party
is reasonably able to finance the transaction, and any proposed changes to this Agreement that
may be proposed by Bell Atlantic in response to such Alternative Transaction). Notwith-
standing any other provision of this Agreement, GTE shall submit this Agreement to its
stockholders whether or not the Board of Directors of GTE makes a GTE Subsequent

Determination.

SECTION 7.3 — Consummation of Merger; Additional Agreements.

(a3  Uponthe terms and subject to the conditions hereof and as soon as practicable
after the conditions set forth in Article VIII hereof have been fulfilled or waived, each of the
Parties required to do so shall execute in the manner required by the NYBCL and deliver to
and file with the Secretary of State of the State of New York such instruments and agreements
as may be required by the NYBCL and the Parties shall take all such other and further actions
as may be required by law to make the Merger effective, and Bell Atlantic shall take all such
other and further actions as may be required by law to make the Certificate Amendment and
the Bylaws Amendment effective. Prior to the filings referred to in this Section 7.3(a), a
closing (the "Closing™) will be held at the offices of Bell Atlantic (or such other place as the
Parties may agree) for the purpose of confirming all the foregoing. The Closing will take
place upon the fulfillment or waiver of all of the conditions to closing set forth in Article VIII
of this Agreement, or as soon thereafter as practicable (the date of the Closing being herein
referred to as the "Closing Date™). '

()  Eachofthe Parties will comply in all material respects with all applicable laws

~ and with all applicable rules and regulations of any Governmental Entity in connection with

its execution, delivery and performance of this Agreement and the transactions contemplated
hereby. Each of the Parties agrees to use all commercially reasonable efforts to obtain in a
timely manner all necessary waivers, consents and approvals and to effect all necessary
registrations and filings, and to use all commercially reasonable efforts to take, or cause to be
taken, all other actions and to do, or cause to be done, all other things necessary, proper or
advisable to consummate and make effective as promptly as practicable the transactions
contemplated by this Agreement and the Option Agreements and to effect all necessary filings
under the 1933 Act, the Exchange Act and the HSR Act. Without limiting the generality of
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the foregoing, each of GTE and Bell Atlantic shall promptly prepare and file a Premerger
Notification in accordance with the HSR Act, shall promptly comply with any requests for
additional information, and shall use its commercially reasonable efforts to obtain termination
of the waiting period thereunder as promptly as practicable.

(¢)  Each of Bell Atlantic and GTE shall, in connection with the efforts referenced
in Section 7.3(a) and (b), (i) cooperate in all respects with each other in connection with any
filing or submission and in connection with any investigation or other inquiry, including any
proceeding initiated by a private party; (ii) promptly inform the other party of any material
communication received by such party from, or given by such party to any Governmental
Entity and of any material communication received or given in connection with any
proceeding by a private party, in each case regarding any of the transactions contemplated
hereby and (iii) consult with each other in advance of any meeting or conference with any such
Governmental Entity or, in connection with any proceeding by a private party, with any other
person, and to the extent permitted by the applicable Governmental Entity or other person,
" give the other Party the opportunity to attend and participate in such meetings and conferences.

(d) In furtherance and not in limitation of the covenants of the parties contained
in Sections 7.3(a), (b) and (c), if any administrative or judicial action or proceeding, including
any proceeding by a private party, is instituted (or threatened to be instituted) challenging any
transaction conteruplated by this Agreement or the Option Agreements as violative of any
applicable law, or if any statute, rule, regulation, executive order, decree, injunction or
administrative order is enacted, entered or promulgated or enforced by a Governmental Entity
which would make the Merger or the other transactions contemplated hereby or by the Option
Agreements illegal or otherwise prohibit or materially impair or delay consummation of the
transactions contemplated hereby or thereby, each of Bell Atlantic and GTE shall cooperate
in all respects with each other and use all commercially reasonable efforts to contest and resist
any such action or proceeding, to have vacated, lifted, reversed or overturned any decree,
judgment, injunction or other order, whether temporary, preliminary or permanent, thatis in
effect and that prohibits, prevents or restricts consummation of the transactions contemplated
by this Agreement and to have such statute, rule, reguiation, executive order, decree,
injunction or administrative order repealed, rescinded or made inapplicable. Notwithstanding
the foregoing or any other provision of this Agreement, nothing in this Section 7.3 shall limit
a party's right to terminate this Agreement pursuant to Section 9.1 so long as such Party has
up to then complied in all respects with its obligations under this Section 7.3.

(e)  If any objections are asserted with respect to the transactions contemplated

hereby under any applicable law or if any suit is instituted by any Governmental Entity or any
_private party challenging any of the transactions contemplated hereby as violative of any
applicable law, each of Bell Atlantic and GTE shall use its commercially reasonable efforts
to resolve any such objections or challenge as such Governmental Entity or private party may



have to such transactions under such law so as to permit consummation of the transactions
contemplated by this Agreement.

SECTION 7.4 — Notification of Certain Matters. Each of GTE and Bell Atlantic shall
give prompt notice to the other of the following:

(a) the occurrence or nonoccurrence of any event whose occurrence or nonoccur-
rence would be likely to cause either (i) any representation or warranty contained in this
Agreement to be untrue or inaccurate in any material respect at any time from the date hereof
to the Effective Time, or (ii) directly or indirectly, any Material Adverse Effect on such Party;

(b)  any material failure of such Party, or any officer, director, employee or Agent
of any thereof, to comply with or satisfy any covenant, condition or agreement to be complied
with or satisfied by it hereunder, and

(c)  any facts relating to such Party which would make it necessary or advisable to
amend the Joint Proxy Statement or the Registration Statement in order to make the statements
therein not misleading or to comply with applicable law; provided, however, that the delivery
of any notice pursuant to this Section 7.4 shall not limit or otherwise affect the remedies
available hereunder to the Party receiving such notice.

SECTION 7.5 — Access to information. (a) From the date hereof to the Effective
Time, each of GTE and Bell Atlantic shall, and shall cause its respective Subsidiaries, and its
and their officers, directors, employees, auditors, counsel and agents to afford the officers,
employees, auditors, counsel and agents of the other Party complete access at all reasonable
times to such Party’s and its Subsidiaries’ officers, employees, auditors, counsel agents,
properties, offices and other facilities and to all of their respective books and records, and shall
furnish the other with all financial, operating and other data and information as such other
Party may reasonably request, including in connection with confirmatory due diligence.

(b)  Eachof GTE and Bell Atlantic agrees that all information so received from the
.other Party shall be deemed received pursuant to the Nondisclosure Agreement and such Party
shall, and shall cause its Subsidiaries and each of its and their respective officers, directors,
employees, financial advisors and agents ("Party Representatives™), to comply with the
provisions of the Nondisclosure Agreement with respect to such information and the
provisions of the Nondisclosure Agreement are hereby incorporated herein by reference with
the same effect as if fully set forth herein, provided that such information may be used for any
purpose contemplated hereby.

SECTION 7.6 — Public Announcements. GTE and Bell Atlantic shall use all

reasonable efforts to develop a joint communications plan and each Party shall use all
reasonable efforts to ensure that all press releases and other public statements with respect to
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the transactions contemplated hereby shall be consistent with such joint communications plan
or, to the extent inconsistent therewith, shall have received the prior written approval of the
other.

SECTION 7.7 — Transfer Statutes. Each of GTE and Bell Atlantic agrees to use its
commercially reasonable efforts to comply promptly with all requirements of the New Jersey
and Connecticut Property Transfer Statutes, to the extent applicable to the transactions
contemplated hereby, and to take all actions necessary to cause the transactions contemplated
hereby to be effected in compliance with the New Jersey and Connecticut Property Transfer
Statutes. GTE and Bell Atlantic agree that they will consult with each other to determine
what, if any, actions must be taken prior to or after the Effective Time to ensure compliance
with such statutes. Each of GTE and Bell Atlantic agrees to provide the other with any
documents to be submitted to the relevant state agencies prior to submission and agrees not
to take any action 1o comply with the New Jersey and Connecticut Property Transfer Statutes
without the other's prior consent, which consent shall not be unreasonably withheld. Each
" Party shall bear its respective costs and expenses incurred in connection with compliance with
the New Jersey and Connecticut Property Transfer Statutes. For purposes of this section, the
New Jersey and Connecticut Property Transfer Statutes means the New Jersey Industrial Site
- Recovery Act, 1993 N.J. Laws 139, and the Connecticut Transfer Act, Conn. Gen. Stat. Ann.
§ 22a-134(b).

SECTION 7.8 — Indemnification, Directors’ and Officers’ Insurance. For a period of
six years after the Effective Time, Bell Atlantic shall cause GTE to, and Bell Atlantic shall,
maintain in effect the current policies of directors’ and officers' liability insurance and
fiduciary liability insurance maintained by GTE and Bell Atlantic, respectively (provided that
Bell Atlantic may substitute therefor policies of at least the same coverage and amounts
containing terms and conditions which are, in-the aggregate, no less advantageous to the
insured in any material respect) with respect to all possible claims arising from facts or events
which occurred on or before the Effective Time. Bell Atlantic shall cause GTE to maintain
in effect (a) the current provisions regarding indemnification of officers and directors
contained in the charter and bylaws of GTE and each of its Subsidiaries until the statutes of
limitations for all possible claims have run; provided that Bell Atlantic need not cause GTE
to maintain in effect indemnification provisions contained in the charter and bylaws of its
Subsidiaries if and to the extent that Bell Atlantic assumes such indemnity obligations; and
(b) any directors, officers or employees indemnification agreements of GTE and its respective
Subsidiaries. Bell Atlantic shall cause GTE to, and Bell Atlantic shall, indemnify the directors
and officers of GTE and Bell Atlantic, respectively, to the fullest extent to which GTE and
Bell Atlantic are permitted to indemnify such officers and directors under their respective
charters and bylaws and applicable law. As of the Effective Time, Bell Atlantic shall
unconditionally and irrevocably guarantee for the benefit of such directors, officers and
employees the obligations of GTE under the foregoing indemnification arrangements.
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SECTION 7.9 — Employee Benefit Plans. (a) Except as otherwise provided herein or
set forth in Section 6.2 of the Disclosure Schedules, GTE and Bell Atlantic agree that, uniess
otherwise mutually determined, the GTE Plans and the Bell Atlantic Plans in effect at the date
hereof shall remain in effect after the Effective Time with respect to classes of employees
covered by such plans immediately prior to the Effective Time.

From time to time from the date hereof to the Effective Time, the management of Bell
Atlantic and GTE shall consult with one another for the purpose of reviewing such Benefit
Plans for management (non-represented) employees of Bell Atlantic and GTE and their
respective subsidiaries ("Management Employees™), and determining which of such Benefit
Plans represent best competitive practices, which should be terminated at the Effective Time
(or following a transition period thereafter), and which of such Benefit Plans should be
redesigned and/or extended to other employees at (or after) the Effective Time. Notwithstand-
ing the foregoing or any other provision of this Agreement, (1) after the Effective Time, Bell
Atlantic shall cause the compensation and benefits provided to similarly-situated Management

" Employees of each business unit to be at least as valuable as the aggregate compensation and
benefit package provided to such employees of that business unit immediately prior to the
Effective Time, except to the extent (i) such benefits and/or compensation plans are replaced

by one or more benefits and/or compensation plans at least as valuable as those which are
provided to similarly situated employees of comparable business units of the other Party or
its subsidiaries, or (ii) corresponding benefits for similarly situated employees of the other
Party or its subsidiaries are eliminated, (2) from the Effective Time until the first anniversary

‘thereof, Bell Atlantic shall not, and shall ensure that each of its Subsidiaries shall not,
discontinue, or change eligibility provisions or levels of benefits under, severance plans,
policies and arrangements in which such Management Employees participated immediately
prior to the Effective Time, and further agrees that any of such plans, policies or arrangements
that expire during such one-year period shall be extended for the duration of such one-year
period, and (3) for the 18-month period immediately following the Effective Time, with
respect to those GTE Management Employees who were relocated as part of the consolidation
of GTE's world headquarters to Texas, Bell Atlantic shall not, and shall ensure that eack of its
Subsidiaries shall not, discontinue, or change the relocation benefits program which was
applicable to such Management Employees as of the Effective Time. Inaddition, with respect
to all Management Employees, at and after the Effective Time (i) each such employee shall
receive full credit for their credited service with their respective employer prior to the
Effective Time for all purposes, including eligibility (including eligibility for early retirement,
disability and other benefits), vesting, level of benefits and benefit accrual (except to the extent
such benefit accrual would be duplicative); (ii) any provisions which restrict benefits by reason
of pre-existing conditions, waiting periods or evidence of insurability shall be waived and (jii)
such employees shall receive credit under such plan for co-payments and deductible during
the applicable plan year.
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(b)  Except as otherwise set forth in Sections 2.8 and 2.9 hereof, in the case of the
GTE Plans under which the employees’ interests are based upon GTE Common Stock, or the
respective market prices thereof (but which interests do not constitute stock options), GTE and
Bell Atlantic agree that such interests shall, from and after the Effective Time, be based on
Bell Atlantic Common Stock in accordance with the Exchange Ratio.

(¢) With respect to all GTE Plans which have entitlement or vesting terms that are
based upon the market price or value per share of GTE Common Stock, GTE and Bell Atlantic
agree that from and after the Effective Time, such market price or value per share shall be
adjusted by multiplying it by the inverse of the Exchange Ratio.

(d)  Withrespectto any GTE Plans maintained or contributed to outside the United

States for the benefit of non-United States citizens or residents, the principles set forth in this

Section 7.9 and in Section 6.2 of the Disclosure Schedules shall apply to the extent the
application of such principles does not violate applicable foreign law.

(e)  Without limiting the applicability of Sections 2.8 and 2.9 hereof, each of the
Parties shall take all actions as are necessary to ensure that GTE will not at the Effective Time
be bound by any stock options, SARS, warrants or other rights or agreements which would
entitle any person, other than Bell Atlantic, 10 own any capital stock of the Surviving
Corporation or to receive any payment in respect thereof, and all GTE Plans conferring any -
rights with respect to GTE Common Stock or other capital stock of GTE shall be deemed
hereby to be amended to be in conformity with this Section 7.9.

SECTION 7.10 — Succession. (a) At the Effective Time, pursuant to the terms of the
Employment Agreements (as defined below) and subject to Section 5.11 of the Bylaws of Bell
Atlantic reflecting the Bylaws Amendment (the "Amended Bylaws") (i) Charles R. Lee shall
hold the positions of Chairman and Co-Chief Executive Officer of Bell Atlantic and (ii) Ivan
G. Seidenberg shall hold the positions of President and Co-Chief Executive Officer of Bell
Atlantic. Pursuant to the terms of the Employment Agreements and subject to Section 5.11
of the Amended Bylaws (A) on June 30, 2002, Mr. Seidenberg shall become the sole Chief
Executive Officer of Bell Atlantic and (B) on June 30, 2004, Mr. Lee shall cease to be
Chairman of Bell Atlantic and such position will be assumed by Mr. Seidenberg. If either of
such persons is unable or unwilling to hold such offices as set forth above, his successor shall
be selected by the Board of Directors of Bell Atlantic in accordance with the Amended
Bylaws. The authority, duties and responsibilities of the positions set forth above shall be set
forth in the Employment Agreements, which Employment Agreements shall also set forth in
their entirety the rights and remedies of Mr. Seidenberg and Mr. Lee with respect to
employment by Bell Atlantic. Neither Mr. Seidenberg nor Mr. Lee shall have any right,
remedy or cause of action under this Section 7.10, nor shall they be third party beneficiaries
of this Section 7.19.
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(b)  As soon as practicable afier the date hereof, Bell Atlantic shall enter into
employment agreements effective as of the Effective Time (the "Employment Agreements")
with Messrs. Lee and Seidenberg containing arrangements concemning management succession
satisfactory to each Party.

SECTION 7.11 — Stock Exchange Listing. Each of the Parties shall use its best efforts
to obtain, prior to the Effective Time, the approval for listing on the NYSE, effective upon
official notice of issuance, of the shares of Bell Atlantic Commor Stock into which the GTE
Common Stock will be converted pursuant to Article IT hereof and which will be issuable upon
exercise of options pursuant to Section 2.8 hereof.

SECTION 7.12 — Post-Merger Bell Atlantic Board of Directors. (a) At the Effective
Time, 50% of the directors of Bell Atlantic shall be directors selected by Bell Atlantic, to the
extent possible from current directors of Bell Atlantic, and 50% shall be selected by GTE, to
the extent possible from current directors of GTE.

The persons to serve initially on the Board of Directors of Bell Atlantic at the Effective
Time who are GTE Directors (as defined below) shall be selected solely by and at the absolute
discretion of the Board of Directors of GTE prior to the Effective Time; and the persons to
serve on the Board of Directors of Bell Atlantic at the Effective Time who are Bell Atlantic
Directors (as defined below) shall be selected solely by and at the absolute discretion of the
Board of Directors of Bell Atlantic prior to the Effective Time. In the event that, prior to the
Effective Time, any person so selected to serve on the Board of Directors of Bell Atlantic after
the Effective Time is unable or unwilling to serve in such position, the Board of Directors
which selected such person shall designate another of its members to serve in such person's
stead in accordance with the provisions of the immediately preceding sentence.

(0) From and after the Effective Time and until July 1, 2002, the Board of Directors
of Bell Atlantic and each Committee of the Board of Directors of Bell Atlantic as constituted
following each election of Directors shall consist of an equal number of GTE Directors and
Bell Atlantic Directors and subject to the fiduciary duties of the Directors, the Board of
Directors shall nominate for election at each stockholders meeting at which Directors are
elected, an equal number of GTE Directors and Bell Atlantic Directors. If, at any time prior
to July 1, 2002, the number of GTE Directors and Bell Atlantic Directors serving, either as
directors or as members of any Committee of the Board of Directors of Bell Atlantic, would
not be equal, then, subject to the fiduciary duties of the directors, the Board of Directors shall
appoint to fill any existing vacancy or vacancies, as appropriate, such person or persons as
may be requested by the remaining GTE Directors (if the number of GTE Directors is, or
would otherwise become, less than the number of Bell Atlantic Directors) or by the remaining
Bell Atlantic Directors (if the number of Bell Atlantic Directors is, or would otherwise
become, less than the number of GTE Directors) to ensure that there shall be an equal number
of GTE Directors and Bell Atlantic Directors. The provisions of the preceding two sentences
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shall not apply in respect of any vacancy which occurs after July 1, 2002. The term "GTE
Director” means (i) any person serving as a director of GTE on the date hereof who becomes
adirector of Bell Atlantic at the Effective Time and (ii) any person who subsequently becomes
a director of Bell Atlantic and who is designated by the GTE Directors pursuant to this
paragraph; and the term "Bell Atlantic Director” means (i) any person serving as a director of
Bell Atlantic on the date hereof who continues as a director of Bell Atlantic after the Effective
Time and (ii) any person who becomes a director of Bell Atlantic and who is designated by
the Beil Atlantic Directors pursuant to this paragraph. From the Effective Time through July
1, 2002, the Board of Directors shall consist of an even number of Directors and such number
of Directors shall not be amended unless, immediately following such amendment, the number
of GTE Directors then in office is equal to the number of Bell Atlantic Directors then in office.

(c) Each of GTE and Bell Atlantic shall take such action as shall reasonably be
deemed by either thereof to be advisable to give effect to the provisions set forth in this

section, including but not limited to incorporating such provisions in the Bylaws of Bell
‘Atlantic in effect at the Effective Time.

SECTION 7.13 — No Shelf Registration. Bell Atlantic shall not be required to amend
or maintain the effectiveness of the Registration Statement for the purpose of permitting resale
of the shares of Bell Atlantic Common Stock received pursuant hereto by the persons who
may be deemed to be "affiliates” of GTE or Bell Atlantic within the meaning of Rule 145
promulgated under the 1933 Act. The shares of Bell Atlantic Common Stock issuable upon
exercise of options pursuant to Section 2.8 hereof shall be registered under the 1933 Act and
such registration shall be effective at the time of issuance.

SECTION 7.14 — Affiliates. (a) Each of GTE and Bell Atlantic (i) has disclosed to the
other in Section 7.14 of the Disclosure Schedules all persons who are, or may be, as of the date
hereof its "affiliates” for purposes of Rule 145 under the Securities Act or SEC Accounting
Series Release 135, and (ii) shall use all reasonable efforts to cause each person who is
identified as an "affiliate" of it in Section 7.14 of the Disclosure Schedules to deliver to the
other as promptly as practicable but in no event later than 31 days prior to the Closing Date,
a signed Agreement substantially in the form attached hereto as Exhibit 7.14(a), in the case
of GTE, and 7.14(b), in the case of Bell Atlantic. GTE and Bell Atlantic shall notify each
other from time to time of any other persons who then are, or may be, such an "affiliate” and
use all reasonable efforts to cause each additional person who is identified as an "affiliate” to
execute a signed Agreement as set forth in this Section 7.14(a).

(b)  Ifthetransactionscontemplated by this Agreement and the Option Agreements
would otherwise qualify for pooling of interests accounting treatment, shares of GTE Common
Stock and shares of Bell Atlantic Common Stock held by such "affiliates” of GTE or Bell
Atlantic, as the case may be, shall not be transferable during the 30 day period prior to the
Effective Time, and shares of Bell Atlantic Common Stock issued to, or as of the Effective
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Time held by, such "affiliates” of GTE and Bell Atlantic shall not be transferable until such
time as financial results covering at least 30 days of combined operations of GTE and Bell
Atlantic have been published within the meaning of Section 201.01 of the SEC's Codification
of Financial Reporting Policies, regardless of whether each such "affiliate” bas provided the
signed Agreement referred to in Section 7.14 (a), except to the extent permitted by, and in
accordance with, SEC Accounting Series Release 135 and SEC Staff Accounting Bulletins 65
and 76. Any Bell Atlantic Common Stock held by any such "affiliate” shall not be
transferable, regardless of whether such "affiliate” has provided the applicable signed
Agreement referred to in Section 7.14(a), if such transfer, either alone or in the aggregate with
other transfers by "affiliates”, would preclude the ability of the Parties to account for the
transactions contemplated by this Agreement and the Option Agreements as a pooling of
interests, Bell Atlantic shall not register the transfer of any shares of Bell Atlantic Common
Stock unless such transfer is made in compliance with the foregoing.

SECTION 7.15 — Blue Sky. GTE and Bell Atlantic will use their best efforts to obtain

" prior to the Effective Time all necessary blue sky permits and approvals required to permit the

distribution of the shares of Bell Atlantic Common Stock to be issued in accordance with the

provisions of this Agreement.

SECTION 7.16 — Pooling of Interests. Each of the Parties will use its best efforts to
(a) cause the transactions contemplated by this Agreement to be accounted for as a pooling of
interests in accordance with GAAP, and such accounting treatment to be accepted by Bell
Atlantic's independent certified public accountants, by the NYSE and by the SEC,
respectively, and (b) not take any action which could reasonably be expected to cause such
accounting treatment not to be obtained; provided that the foregoing shall not apply to any
conduct or the effect of any conduct to obtain all necessary waivers, approvals and consents,
and to avoid any contractual, legal, regulatory or other issues, impediments or delays, to
consummate the transactions contemplated by this Agreement and the Option Agreements.
Nothing in this Agreement shall restrict the rights of any Party pursuant to the Option
Agreements.

SECTION 7.17 — Tax-Free Reorganization. (a) Each of the Parties will use its best
efforts to cause the Merger to qualify as a tax-free reorganization under Section 368 of the
Code. (b) Bell Atlantic will deliver an Officer’s Certificate substantiaily in the form of Exhibit

< 7.17(b)i) executed as of the Closing Date and GTE will deliver an Officer's Certificate

substantially in the form of Exhibit 7.17(b)(ii) executed as of the Closing Date
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ARTICLE VII - CONDITIONS TO MERGER

SECTION 8.1 — Conditions to Obligations of Each Party to Effect the Merger. The

respective obligations of each Party to effect the Merger shall be subject to the following
conditions:

()  Stockholder Approval. Each of the GTE Stockholder Approval and the Bell
Atlantic Stockholder Approval shall have been obtained;

(b)  Legality. No federal, state or foreign statute, rule, regulation, executive order,
decree, injunction or administrative order shall have been enacted, entered, promulgated or
enforced by any Govemmental Entity which is in effect and has the effect of (i) making the
Merger illegal or otherwise prohibiting the consummation of the Merger or (ii) creating &
Material Adverse Effect on GTE or Bell Atlantic, with or without including its ownership of

" GTE and its Subsidiaries after the Effective Time;

(¢)  HSRAct; California PUC. Any waiting period applicable to the consummation
of the Merger under the HSR Act shall have expired or been terminated and the decision and
order of the California Public Utilities Commission ("CPUC") authorizing the Merger and
making any required determinations under Section 854(a)-(c) of the California Public Utilities
Code, including its determination as to any required allocation of economic benefits, if any,
of the Merger, between shareholders and ratepayers, shall have become final;

(d)  Regulatory Marters. All authorizations, consents, orders, permits or approvals
of, or declarations or filings with, and all expirations of waiting periods imposed by, any
Governmental Entity (all of the foregoing, "Consents”) which are necessary for the
consummation of the transactions contemplated hereby, other than Consents which, if not
obtained, would not have a Material Adverse Effect on Bell Atlantic, with or without including
its ownership of GTE and its Subsidiaries after the Merger, or GTE, shall have been filed, have
occurred or have been obtained (all such Consents being referred to as the "Requisite
Regulatory Approvals") and all such Requisite Regulatory Approvals shall be in full force and
effect, provided, however, that a Requisite Regulatory Approval shall not be deemed to have
been obtained if in connection with the grant thereof there shafl have been an imposition by
any Governmental Entity of any condition, requirement, restriction or change of regulation,
or any other action directly or indirectly related to such grant taken by such Governmental
Entity, which would reasonably be expected to have a Material Adverse Effect on either of (A)
GTE or (B) Bell Atlantic (either with or without including its ownership of GTE and its
Subsidiaries after the Merger); .

(¢)  Registration Statement Effective. The Registration Statement shall have
become effective prior to the mailing by each of GTE and Bell Atlantic of the Joint Proxy
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Statement to its respective stockholders, no stop order suspending the effectiveness of the
Registration Statement shall then be in effect, and no proceedings for that purpose shall then
be threatened by the SEC or shall have been initiated by the SEC and not concluded or
withdrawn;

() Blue Sky. All state securities or blue sky permits or approvals reci\ﬁredtocan'y
out the transactions contemplated hereby shail have been received;

()  Stock Exchange Listing. The shares of Bell Atlantic Common Stock into which
the GTE Common Stock will be converted pursuant to Article I1 hereof and the shares of Bell
Atlantic Common Stock issuable upon the exercise of options pursuant to Section 2.8 hereof
shall have been duly approved for listing on the NYSE, subject to official notice of issuance;

(b) . Pooling. Unless unable to be delivered due to actions taken by the Parties
which constitute mutually agreed commercially reasonable efforts or commerciaily reasonable

 efforts with respect to wireless operations, (i) Bell Atlantic shall have received a letter from

PricewaterhouseCoopers L.L.P., dated as of the Closing Date, to the effect that the transactions
contemplated hereby will qualify for pooling of interests accounting treatment; and (i) GTE
shall have received a letter from Arthur Andersen LLP, dated as of the Closing Date, to the
effect that the transactions contemplated hereby will qualify for pooling of interests accounting
treatment;

(i) Consents Under GTE Agreements. GTE shall have obtained the consent or
approval of any person whose consent or approval shall be required under any agreement or
instrument in order to permit the consummation of the transactions contemplated hereby
except those which the failure to obtain would not, individually or in the aggregate, have a
Material Adverse Effect on Bell Atlantic, including its ownership of GTE and its Subsidiaries
after the Merger; and

)] Consents Under Bell Atlantic Agreements. Bell Atlantic shall have obtained
the consent or approval of any person whose consent or approval shall be required under any
agreement Or instrument in order to permit the consummation of the transactions contemplated
hereby except those which the failure to obtain would not, individually or in the agpregate,
have a Material Adverse Effect on Bell Atlantic, including its ownership of GTE and its
Subsidiaries after the Merger.

SECTION 8.2 — Additional Conditions to Obligations of GTE. The obligations of
GTE to effect the Merger are also subject to the fulfillment of the following conditions:

‘(@)  Representations and Warranties. The representations and warranties of Bell

Atlantic contained in this Agreement shall be true and correct on the date hereof and (except
to the extent such representations and warranties speak as of a date earlier than the date hereof)
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shall also be true and correct on and as of the Closing Date, except for changes permitted
under Section 6.2 bereof or otherwise contemplated by this Agreement and the Option
Agreements, with the same force and effect as if made on and as of the Closing Date,
provided, however, that for purposes of this Section 8.2(a) only, such representations and
warranties shall be deemed to be true and correct unless the failure or failures of such
representations and warranties to be so true and correct (without regard to materiality
qualifiers contained therein), individually or in the aggregate, results or would reasonably be
expected to result in a Material Adverse Effect on Bell Atlantic, either with or without
including its ownership of GTE and its Subsidiaries after the Merger;

(b))  Agreements and Covenants. Bell Atlantic and Merger Subsidiary shall have
performed or complied with all agreements and covenants required by this Agreement to be
performed or complied with by them on or before the Effective Time, provided, however, that
for purposes.of this Section 8.2 (b) only, such agreements and covenants shall be deemed to
have been complied with unless the failure or failures of such agreements and covenants to

" have been complied with (without regard to materiality qualifiers contained therein),

individually or in the aggregate, results or would reasonably be expected to result in a Material
Adverse Effect on Bell Atlantic, either with or without including its ownership of GTE and
its Subsidiaries after the Merger;

(¢)  Certificates. GTE shall have received a certificate of an executive officer of
Bell Atlantic to the effect set forth in paragraphs (a) and (b) above;

{(d)  TaxOpinion. GTE shall have received an opinion of O'Melveny & MyersLLP,
special counsel to GTE, dated as of the Closing Date, in form and substance reasonably
satisfactory to GTE, substantially to the effect that, on the basis of the facts, representations
and assumptions set forth in such opinion, the Merger constitutes a tax-free reorganization
under Section 368 of the Code and therefore: (A) no gain or loss will be recognized for federal
income tax purposes by Bell Atantic, GTE or Merger Subsidiary as a result of the formation
of Merger Subsidiary and the Merger; and (B) no gain or loss will be recognized for federal
income tax purposes by the stockholders of GTE upon their exchange of GTE Commeon Stock
solely for Bell Atlantic Common Stock pursuant to the Merger (except with respect to cash
received in lieu of a fractional share interest in Beil Atlantic Common Stock). In rendering
such opinion, O'Melveny & Myers LLP may require and rely upon representations and
covenants including representations and covenants substantially in the form of those contained
in the GTE officer's certificate and the Bell Atlantic officer's certificate attached hereto as
Exhibit 7.17(b)X(ii) and Exhibit 7.17(b)(i), respectively;

(e)  Affiliate Agreements. GTE shall have received the agreements required by
Section 7.14 hereof to be delivered by the Bell Adantic "affiliates,” duly executed by each
"affiliate” of Bell Atlantic; and
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® Bylaws Amendment, Board of Directors. Bell Atlantic shall have taken all such
actions as shall be necessary so that (i) the Bylaws Amendment shail become effective not
later than the Effective Time; and (ii) at the Effective Time, the composition of Bell Atlantic's
Board shall comply with Section 7.12 hereof (assuming GTE has designated the GTE
Directors as contemplated by Section 7.12 hereof).

SECTION 8.3 — Additional Conditions to Obligations of Bell Atlantic. The
obligations of Bell Atlantic to effect the Merger are also subject to the fulfillment of the
following conditions:

(a)  Represemtations and Warranties. The representations and warranties of GTE
contained in this Agreement shall be true and correct on the date hereof and (except to the
extent such representations and warranties speak as of a date earlier than the date hereof) shall
also be true and correct on and as of the Closing Date, except for changes permitted under
Section 6.2 hereof or otherwise contemplated by this Agreement and the Option Agreements,

" with the same force and effect as if made on and as of the Closing Date, provided, however,

that for purposes of this Section 8.3 (a) only, such representations and warranties shall be
deemed to be true and comrect unless the failure or failures of such representations and
warranties to be so true and correct (without regard to materiality qualifiers contained therein),
individually or in the aggregate, results or would reasonably be expected to result in a Material
Adverse Effect on GTE or Bell Atlantic (only after including its ownership of GTE and its
Subsidiaries after the Merger);

(d)  Agreements and Covenants. GTE shall have performed or complied with all
agreements and covenants required by this Agreement to be performed or complied with by
them on or before the Effective Time, provided, however, that for purposes of this Section 8.3
(b) only, such agreements and covenants shall be deemed to have been complied with unless
the failure or failures of such agreements and covenants to have been complied with (without
regard to materiality qualifiers contained therein), individually or in the aggregate, results or
would reasonably be expected to result in a Material Adverse Effect on GTE;

(¢)  Certificates. Bell Atlantic shall have received a certificate of an executive
officer of GTE to the effect set forth in paragraphs (a) and (b) above;

(d) GTE Rights Agreement. The rights issued pursnant to the GTE Rights
Agreement shall not have become non-redeemable, exercisable, distributed or triggered
pursuant to the terms of such Agreement and would not become so upon consummation of the
transactions contemplated hereby;

(e) Tax Opinion. Bell Atlantic shall have received an opinion of Skadden, Arps,

Slate, Meagher & Flom LLP, special counsel to Bell Atlantic, dated as of the Effective Time,
in form and substance reasonably satisfactory to Bell Atlantic, substantially to the effect that,
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on the basis of the facts, representations and assumptions set forth in such opinion, the Merger
constitutes a tax-free reorganization under Section 368 of the Code and therefore: (A) no gain
or loss will be recognized for federal income tax purposes by Bell Atlantic, GTE or Merger
Subsidiary as a result of the formation of Merger Subsidiary and the Merger; and (B) no gain
or loss will be recognized for federal income tax purposes by the stockholders of Bell Atlantic
as a result of the Merger, including the Certificate Amendment. In rendering such opinion,
Skadden, Arps, Slate, Meagher & Flom LLP may require and rely upon representations and
covenants including representations and covenants substantially in the form of those contained
in the GTE officer's certificate and the Bell Atlantic officer's certificate attached hereto as
Exhibits 7.17(b)(ii) and 7.17(b)(i) respectively.

()  Affiliate Agreements. Bell Atlantic shall have received the agreements required
by Section 7.14 hereof to be delivered by the GTE "affiliates,” duly exescuted by each
"affiliate” of GTE.

ARTICLE IX — TERMINATION, AMENDMENT AND WAIVER

SECTION 9.1 — Termination. This Agreement may be terminated at any time before
the Effective Time, in each case as authorized by the respective Board of Directors of GTE or
Bell Atlantic:

(a) By mutual written consent of each of GTE and Bell Atlantic;

(b)  Byeither GTE or Bell Atlantic if the Merger shall not have been consummated
on or before July 26, 1999 (the "Initial Termination Date” and as such may be extended
pursuant to this paragraph, the "Termination Date"), provided, however, that if on the
Termination Date the conditions to the Closing set forth in Sections 8.1(bX1), {c) or (d) shall
not have been fulfilled, but all other conditions to the Closing shall be fulfilled or shall be
capable of being fulfilled, then the Termination Date shall be extended to March 31,2000, (the
"Extended Termination Date™); and provided further that if on the Extended Termination Date
the conditions to the Closing set forth in Sections 8.1(b)(i), (¢) or (d) shall not have been
fulfilled, but all other conditions to the Closing shall be fulfilled or shall be capable of being
fulfilled, then the Termination Date shall be extended to June 30, 2000 (the "Final Termination
Date"), unless within five days prior to the Extended Termination Date any Party reasonably
determines that it is substantiaily unlikely that the conditions to the Closing set forth in
Sections 8.1(b)(1), (¢) and (d) will be fulfilled by the Final Termination Date and delivers to
the other Parties a notice to such effect. The right to terminate this Agreement under this
Section 9.1(b) shall not be available to any Party whose failure to fulfill any obligation under
~ this Agreement has been the cause of, or resulted in, the failure of any condition to be
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(c) By either GTE or Bell Atlantic if after the date hereof a court of competent
jurisdiction or Governmental Entity shall have issued an order, decree or ruling or taken any
other action (which order, decree or ruling the Parties shall use their commercially reasonable
efforts to lift), in each case permanently resiraining, enjoining or otherwise prohibiting the
transactions contemplated by this Agreement and the Option Agreements, and such order,
decree, ruling or other action shall have become final and nonappealable;

(d) (i) by GTE, (A) if Bell Atlantic shall have breached or failed to perform in any
material respect any of its representations, warranties, covenants or other agreements
contained in this Agreement, which breach or failure to perform (1) is incapable of being cured
by Bell Atlantic prior to the Termination Date and (2) renders any condition under Section 8.1
or 8.2 incapable of being satisfied prior to the Termination Date, or (B) if a condition under

Sections 8.1 or 8.2 1o GTE's obligations hereunder cannot be satisfied prior to the Termination
Date;

(ii) by Bell Atlantic, (A) if GTE shall have breached or failed to perform in any
material respect any of its representations, warranties, covenants or other agreements
contained in this Agreement, which breach or failure to perform (1) isincapable of being cured
by GTE prior to the Termination Date and (2) renders any condition under Sections 8.1 and
8.3 incapable of being satisfied prior to the Termination Date, or (B) if a condition under
Sections 8.1 or 8.3 to Bell Atlantic's obligations hereunder cannot be satisfied prior to the
Termination Date; '

(¢) By either GTE or Bell Atlantic if the Board of Directors of the other or any
committee of the Board of Directors of the other (i) shall fail to include in the Joint Proxy
Statement its recommendation without modification or qualification that stockholders approve
this Agreement and the Merger, in the case of GTE, or the Stock Issuance and the Certificate
Amendment, in the case of Bell Atlantic Stock, (ii) shall withdraw or modify in any adverse
manner its approval or recommendation of this Agreement or the Merger, in the case of GTE,
or the Certificate Amendment or the Stock Issuance in the case of Bell Atlantic, (iii) shall fail
to reaffirm such approval or recommendation upon such Party’s request, (iv) shail approve or
recommend any Alternative Transaction or (v) shall resolve to take any of the actions specified
in this Section 9.1(e); or

(f) By either GTE or Bell Atlantic if any of the required approvals of the
stockholders of GTE or of Bell Atlantic shall fail to have been obtained at a duly held
stockholders meeting of either of such companies, including any adjournments thereof.

SECTION 9.2 — Effect of Termination. (a) In the event of termination of this
Agreement as provided in Section 9.1 hereof, and subject to the provisions of Section 10.1
hereof, this Agreement shall forthwith become void and there shall be no liability on the part
of any of the Parties, except (i) as set forth in this Section 9.2 and in Sections 4.10, 4.16, 5.10,
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5.16 and 10.3 hereof, and (ii) nothing herein shall relieve any Party from liability for any
willful breach hereof.

(b)  Ifthis Agreement (i) is terminated by GTE pursuant to Section 9.1(¢) hereof,
(i) could have been (but was not) terminated by GTE pursuant to Section 9.1(¢) hereof and
is subsequently terminated by Bell Atlantic or GTE pursuant to Section 9.1(f) because of the
failure to obtain the Bell Atlantic Stockholder Approval, (iii)}(A) could not have been
terminated by GTE pursuant to Section 9.1(e) hereof but is subsequently terminated by Bell
Atlantic or GTE pursuant to Section 9.1(f) because of the failure to obtain the Bell Atlantic
Stockholder Approval, (B) prior to the Bell Atlantic Stockholders' Meeting there shall have
been an offer or proposal for, an announcement of any intention with respect to (including the
filing of a statement of beneficial cwnership on Schedule 13D discussing the possibility of or
reserving the right to engage in), or any agreement with respect to, a transaction that would
constitute an Alternative Transaction (as defined in Section 6.3(c) hereof, except that for the
purposes of this Section 9.2(b), the applicable percentage in clause (i) of such definition shall
" be fifty percent (50%)) involving Bell Atlantic or any of Bell Atlantic's Subsidiaries, and (C)
within 12 months after the termination of this Agreement, Bell Atlantic entersinto a definitive
agreement with any Third Party with respect to an Alternative Transaction, or (iv) is
terminated by GTE as a result of Bell Atlantic’s material breach of Section 7.1, Section 7.2(a)
or Section 7.2(b) hereof which, in the case of Section 7.1 and Section 7.2(a) only, is not cured
within 30 days after notice thereof to Bell Atlantic, Bell Atlantic shall pay to GTE a
termination fee of one billion eight hundred million dollars ($1.800,000,000) (the "GTE
Termination Fee").

{c) If this Agreement (i) is terminated by Bell Atlantic pursuant to Section 9.1(¢)
hereof, (ii) could have been (but was not) terminated by Bell Atlantic pursuant to Section
9.1(e) hereof and is subsequently terminated by GTE or Bell Atlantic pursuant to Section
9.1(f) because of the failure to obtain the GTE Stockholder Approval, (iii)}{(A) could not have
been terminated by Bell Atlantic pursuant to Section 9.1(e) hereof but is subsequently
terminated by GTE or Bell Atlantic pursuant to Section 9.1(f) because of the failure to obtain
the GTE Stockholder Approval, (B) prior to the GTE Stockholders' Meeting there shall have
been an offer or proposal for, an announcement of any intention with respect to (including the
filing of a statement of beneficial ownership on Schedule 13D discussing the possibility of or
reserving the right to engage in), or any agreement with respect to, a transaction that would
constitute an Alternative Transaction (as defined in Section 6.3(c) hereof, except that for the
purposes of this Section 9.2(c), the applicable percentage in clause (i) of such definition shall
be fifty percent (50%)) involving GTE or any of GTE's Subsidiaries, and (C) within 12 months
after the termination of this Agreement, GTE enters into a definitive agreement with any Third
Party with respect to an Alternative Transaction, or (iv) is terminated by Bell Atlantic as a
result of GTE's material breach of Section 7.1, Section 7.2(c) or Section 7.2(d) hereof which,
in the case of Section 7.1 and Section 7.2(c) only, is not cured within 30 days after notice
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thereof to GTE, GTE shall pay to Bell Atlantic a termination fee of one billion eight hundred
million dollars ($1,800,000,000) (the "Bell Atlantic Termination Fee").

(d) Eech termination fee payable under Sections 9.2(b) and (c) above shall be
payable in cash, payable no later than one business day following the delivery of notice of
termination to the other Party, or, if such fee shall be payable pursuant to ¢lause (iii) of either
of Section 9.2(b) or (c), such fee shall be payable no later than one business day following the
day such Party enters into the definitive agreement referenced in such clause (jii).

(¢}  GTE and Bell Atlantic agree that the agreements contained in Sections 9.2(b)
and (¢) above are an integral part of the transactions contemplated by this Agreement and the
Option Agreements and constitute liquidated damages and not a penalty. In the event of any
dispute as to whether any fee due under such Sections 9.2(b) and (c) is due and payable, the
prevailing party shall be entitled to receive from the other Party the costs and expenses
(including legal fees and expenses) in connection with any action, including the filing of any

" lawsuit or other legal action, relating to such dispute. Interest shall be paid on the amount of

any unpaid fee at the publicly announced prime rate of Citibank, N.A. from the date such fee

was required to be paid.

SECTION 9.3 — Amendment. This Agreement may be amended by the Parties
pursuant to a writing adopted by action taken by all of the Parties at any time before the
Effective Time; provided, however, that, after approval of the Merger Agreement by the
stockholders of GTE or Bell Atlantic, whichever shall occur first, no amendment may be made
which would (a) alter or change the amount or kinds of consideration to be received by the
holders of GTE Common Stock upon consummation of the Merger, (b) alter or change any
term of the Certificate of Incorporation of GTE or the Certificate of Incorporation of Bell
Atlantic (except for the implementation at the Effective Time of the Certificate Amendment)
or (¢) alter or change any of the terms and conditions of this Agreement if such alieration or
change would adversely affect the holders of any class or series of securities of GTE or Bell
Atlantic. This Agreement may not be amended except by an instrument in writing signed by
the Parties.

SECTION 9.4 — Waiver. At any time before the Effective Time, any Party may (a)
extend the time for the performance of any of the obligations or other acts of the other Parties,
(b) waive any inaccuracies in the representations and warranties contained herein or in any
document delivered pursuant hereto and (c) waive compliance with any of the agreements or
conditions contained herein. Any agreement on the part of a Party to any such extension or
waiver shall be valid only as against such Party and only if set forth in an instrument in writing
signed by such Party.
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ARTICLE X — GENERAL PROVISIONS

SECTION 10.1 — Non-Survival of Representations, Warranties and Agreements. The
representations, warranties and agreements in this Agreement shall terminate at the Effective
Time or upon the termination of this Agreement pursuant to Section 9.1 hereof, as the case
may be, except that (a) the agreements set forth in Article I and Sections 2.2, 2.4,2.5,2.6,2.7,
28,29, 7.8, 79 and 7.12 hereof shall survive the Effective Time indefinitely, (b) the
agreements and representations set forth in Sections 4.10, 4.16, 5.10, 5.16, 7.5 (b), 9.2 and
10.3 hereof shall survive termination indefinitely and (c) nothing contained herein shall limit
any covenant or Agreement of the Parties which by its terms contemplates performance after
the Effective Time.

SECTION 10.2 — Notices. All notices and other communications given or made
pursuant hereto shall be in writing and shall be deemed to have been duly given or made as
of the date of receipt and shall be delivered personally or mailed by registered or certified mail

" (postage prepaid, return receipt requested), sent by overnight courier or sent by telecopy, to

the Parties at the following addresses or telecopy numbers (or at such other address or telecopy
pumber for a Party as shall be specified by like notice):

(a) if to GTE:

GTE Corporation

One Stamford Forum

Stamford, Connecticut 06904
Atention: William P. Barr

Executive Vice President-Government
and Regulatory and General Counsel
Telecopy No.: (203) 965-3464

with a copy to:

O'Melveny & Myers LLP

153 East 53™ Street, 54™ Floor
New York, New York 10066
Attention: Jeffrey J. Rosen, Esq.
Telecopy No.: (212) 326-2061



(b)  ifto Bell Atlantic:

Bell Atlantic Corporation

1095 Avenue of the Americas, 39® Floor

New York, New York 10036

Attention: Vice President and General Counsel
Telecopy: (212) 597-2587 |

with a copy to:

Bell Atlantic Network Services, Inc.
1717 Arch Street, 32N
Philadelphia, Pennsylvania 19103
. Attention: Assistant General Counsel - Mergers and Acquisitions
Telecopy: (215) 963-9195

and

Skadden, Arps, Slate, Meagher & Flom LLP
919 Third Avenue

New York, New York 10022-3897
Attention: Peter Allan Atkins, Esq.
Telecopy No.: (212) 735-2000

SECTION 10.3 — Expenses. Exceptasotherwise provided in this Agreement, all costs
and expenses incurred in connection with this Agreement and the transactions contemplated
hereby shall be paid by the Party incurring such costs and expenses, except that those expenses
incurred in connection with the printing of the Joint Proxy Statement and the Registration
Statement, as well as the filing fees related thereto and any filing fee required in connection
with the filing of Premerger Notifications under the HSR. Act, shall be shared equally by GTE
and Bell Atlantic. GTE will pay any real property transfer or similar Taxes imposed on the
stackholders of GTE in connection with this Agreement and the transactions contemplated
hereby.

SECTION 10.4 — Certain Definitions. For purposes of this Agreement, the following
terms shall have the following meanings:

(a) "1933 Act" means the Securities Act of 1933, as the same may be amended

from time to time, and "Exchange Act" means the Securities Exchange Act of 1934, as the
same may be amended from time to time.
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(b)  "affiliate" of a person means a person that directly or indirectly, through one
or more intermediaries, controls, is controlled by, or is under common control with, the first
mentioned person.

() "commercially reasonable efforts” shall mean those efforts necessary or
advisable to advance the interests of the Parties in achieving the purposes and specific
requirements and satisfying the conditions of this Agreement, provided that such efforts will
not require or include either expense or conduct not ordinarily incurred or engaged in by
Parties seeking to implement agreements of this type unless part of a separate mutual
understanding of the Parties not contained in this Agreement whether reached before or after
the Agreement is executed.

(d) "control” (including the terms "controlled by” and "under common control
with") means the possession, direct or indirect, of the power to direct or cause the direction
of the management and policies of a person, whether through the ownership of stock, astrustee
* or executor, by contract or credit arrangement or otherwise.

(¢)  "HSR Act" meansthe Hart-Scott-Rodino Antitrust Improvements Act of 1976,
as the same may be amended from time to time.

§)) *knowledge" of any Party shall mean the actual knowledge of the executive
officers of such Party.

(g) "Material Adverse Effect” means any change in or effect on the business of the
referenced corporation or any of its Subsidiaries that is or will be materially adverse to the
business, operations (including the income statement), properties (including intangible
properties), condition (financial or otherwise), assets, liabilities or regulatory status of such
referenced corporation and its Subsidiaries taken as a whole, but shall not include (I) the
effects of changes that are generally applicable in (A) the telecommunications industry, (B)
the United States economy or (C) the United States securities markets if, in any of (A), (B) or
(C), the effect on GTE or Bell Atlantic, determined without including its ownership of GTE
after the Merger, (as the case may be) and its respective Subsidiaries, taken as a whole, is not
materially disproportionate relative to the effect on the other and its Subsidiaries, taken as a
whole. All references to Material Adverse Effect on Bell Atlantic orits Subsidiaries contained
in Article IV, V or VI of this Agreement shall be deemed to refer solely to Bell Atantic and
its Subsidiaries without including its ownership of GTE and its Subsidiaries after the Merger.

(h)  "Material Investment" means (2) as to GTE, any person which GTE directly
or indirectly holds the stock of, or other equity interest in, provided the lesser of the fair
market value or book value of such interest exceeds $100 million, excluding, however, any
person which is a Subsidiary of GTE; and (b) as to Bell Atlantic, any person which Bell
Atlantic directly or indirectly holds the stock of, or other equity interest in, provided the lesser

62



of the fair market value or book value of such interest exceeds $100 million, excluding,
however, any Person which is a Subsidiary of Bell Atlantic.

(D) "person” means an individual, corporation, partnership, association, trust,
estate, limited liability company, labor union, unincorporated organization, entity or group (as
defined in the Exchange Act).

) "POR" means the Plan of Reorganization approved by the United States Court
for the District of Columbia on August 5, 1983 and the Agreement Concerning Contingent
Liabilities, Tax Matters and Termination of Certain Agreements dated as of November 1,
1983, as amended and supplemented.

(k) "Significant Subsidiary” with respect to GTE means any Subsidiary which on
the date of determination is a "significant subsidiary” within the meaning of Rule 1-02(w) of
Regulation S-X promulgated under the Exchange Actand, with respect to Bell Atlantic means
" any Subsidiary which on the date of determination is a "significant subsidiary” within the

meaning of Rule 1-02(w) of Regulation S-X promulgated under the Exchange Act. '

'f)) "Subsidiary”, "GTE Subsidiary”, or "Bell Atlantic Subsidiary” means any
corporation or other legal entity of which GTE or Bell Atlantic, as the case may be (either
alone or through or together with any other Subsidiary or Subsidiaries), owns, directly or
indirectly, more than 50% of the stock or other equity interests the holders of which are
generally entitled to vote for the election of the board of directors or other governing body of
such corporation or other legal entity. For purposes of this Agreement, Grupo Iusacell S.A.
de C.V. shall be deemed to be a Material Investment, and not a Subsidiary, of Bell Atlantic.

SECTION 10.5 — Headings. The headings contained in this Agreement are for
reference purposes only and shall not affect in any way the meaning or interpretation of this
Agreement.

SECTION 10.6 — Severability. 1f any term or other provision of this Agreement is
invalid, illegal or incapable of being enforced by any rule of law or public policy, all other
conditions and provisions of this Agreement shall nevertheless remain in full force and effect
so long as the economic or legal substance of the transactions contemplated hereby is not
affected in any manner adverse to any Party. Upon such determination that any term or other
provision is invalid, illegal or incapable of being enforced, the Parties shall negotiate in good
faith to modify this Agreement so as to effect the original intent of the Parties as closely as
possible in an acceptable manner to the end that the transactions contemplated hereby are
fulfiiled to the maximum extent possible.

SECTION 10.7 — Entire Agreement; No Third-Party Beneficiaries. This Agreement,
the Nondisclosure Agreement and the Stock Option Agreements constitute the entire
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agreement and, except as expressly set forth herein, supersedes any and all other prior
agreements and undertakings, both written and oral, among the Parties, or any of them, with
respect to the subject matter hereof and, except for Section 7.8 (Indemnification, Directors' and
Officers' Insurance) and Section 7.12 (Post-Merger Bell Atlantic Board of Directors), is not
intended to confer upon any person other than GTE, Bell Atlantic, and Merger Subsidiary and,
after the Effective Time, their respective stockholders, any rights or remedies hereunder.

SECTION 10.8 —dssignment. This Agreement shall not be assigned by operation of
law or otherwise.

SECTION 10.9 — Governing Law. This Agreement shall be governed by, and
construed in accordance with, the laws of the State of Delaware applicable to contracts
executed in and to be performed entirely within that State, without regard to the conflicts of
laws provisions thereof; provided that the Merger shall be govemned by the laws of the State
of New York applicable to contracts executed in and to be performed entirely within that State,
" without regard to the conflicts of laws provisions thereof.

SECTION 10.10 — Counterparts. This Agreement may be executed in two or more
- counterparts, and by the different Parties in separate counterparts, each of which when
executed shall be deemed to be an original, but all of which shall constitute one and the same
Agreement.

SECTION 10.11 — Interpretation.

(a) Whenever the words "include”, "includes" or "including” are used in
this Agreement they shall be deemed to be followed by the words "without limitation.”

(b)  Words denoting any gender shall include all genders. Where a word or

phrase is defined herein, each of its other grammatical forms shall have a corresponding
meaning.

(¢) A reference to any party to this Agreement or any other agreement or
document shall include such party’s successors and permitted assigns.

(d)  Areferencetoany legislation orto any provision of any legislation shall
include any modification or re-enactinent thereof, any legislative provision substituted therefor
and all regulations and statutory instruments issued thereunder or pursuant thereto.

(e) Al references to "$" and dollars shall be deemed to refer to United
States currency unless otherwise specifically provided.



. IN WITNESS WHEREOF, GTE, Bell Atlantic and Beta Gamma Corporation have
caused this Agreement to be executed as of the date first written above by their respective
officers thereunto duly authorized.

GTE CORPORATION

By: s/ CharlesR. Lee
Name: Charles R. Lee
Title: Chairman and Chief Executive Officer

By: &/ Marianne Drost
Name: Marianne Drost
Title: Secretary

BELL ATLANTIC CORPORATION

By: &/ Ivan Seidenberg

Name: Ivan Seidenberg

Title:  Vice Chairman, President and Chief
Executive Officer

BETA GAMMA CORPORATION

By: _s/Ivan Seidenberg
Name: Ivan Seidenberg
Title: President and Chief Executive Officer
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CONSOLIDATED FINANCIAL HIGHLIGHTS «

{Millions of Dellars, Except Per-Share Amounts} 1957 1996 % Change
Revenues and Sales $23,260 $21,339 9.0
Operating Income . 5,611 5,488 2.2
Net Income* 2,794 2,798 1)
Earnings Per Common Share*

Basic ' 2.92 2.89 1.0

Diluted 2.90 2.88 7
Commen Sharehelders’ Equity 8,038 7,336 9.6
Average Common Shares Qutstanding {in millicns) 958 969 (1.1
Return on Common Equity 37.6% 40,2% -
Capital Expenditures 5,128 4,088 25.4
Access Minutes of Use (in millions) 79,640 70,452 13.0
Access Lines (in thousands) 27,670 25,766 7.4
Employees (in thousands) 114 102 11.8

* Costs assaciated with the new data (nitiatives reduced net income by $242 million, or § .25 per share in 1997. Excluding these costs, basic earnings per share from core operations would have been $3,17. The 1996
results include & pretex gain of $12 million, which increased nat income by $8 millien, er § .01 per share, in connection with the program to seil or trade a small percantage of nenstrategic domestic local-exchange
telephane properties. Excluding this gain and the costs related to the new data initiziivas, net inceme woutd have grown 8,8% whilke earnings per share would have grown 10.1%.

ABOUT GTE = With 1997 revenues of more than $23 billion, GTE is one of the world’s largest
telecommunications companies and a leading provider of integrated telecommunications services.
In the United States, GTE provides local service in 28 states and wireless service in 17 states,
nationwide long-distance service and internetworking services ranging from dial-up Internet access
for residential and small-business consumers to Web-based applications for Fortune 500 compa-
nies, and video service in selected markeis. OQutside the United States, the company serves over
seven million telecommunications customers. « |n addition, GTE is a leader in government and
defense communications systems and equipment, directories, telecommunications-based informa-
tion services, and aircraft-passenger telecommunications.
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OUR COVER: WHAT'S THE BIG IDEA? = Years ago, GTE was a local telephone
company moving voice over copper wires. Today, we're that — and much more.
» Sometimes we move voice along a strand of fiber-optic cable stretched
between telephones. Or send it through the air to your wireless phone. We
move voice, video and digitized data along the Internet, pipe it beneath

the ocean, and cable it underground to your phone, fax or TV. = Whether
you're tracking fish shipments from the Chesapeake Bay, ordering inventory
in Shanghai or making a call to a friend down the street — we're there.

= We're People Moving ldeas™

.

1

| COLD = John Patten has placed *in the money” in HOT = Deep in the heart of Rub Al Khakt — Saudi Arabia’s
competitions including Alaska’s Iditarod and Minnesata’s “Empty Quarter™— sits Shayhah, a major oil and gas field
Beargrease Sled Dog Marathon using a lightweight managed by Saudi ARAMCQ, There, GTE employees
dog sled that he designed and built at his Saw Tooth routinely brave sandstorms and 130-degree heat to pro-
Mountain Sled Works in Grand Marajs, Minnesota. vide a communications infrastructure including radia, fber-
The Sled Warks is one of 11 million businesses featured optic and local arca networks, and basic telephone service.

in GTE's SuperPages€, putting them on the map - no
matter where in the world they're located.

LOW = Since 1952, visitors to Carlsbad Caverns have
been able to make phone calls 755 feet below the wind-
swept New Mexico desert. GTE installed a special cable,
rced ta withstand its own ponderous weight and
’led from view, The cable carries conversations
twao pay phones, from the cafeteria and gift shap

phone system and from 14 emergency phones located
alang miles of subterranean trails.

HIGH = GTE installed fiber-optic cables that link the observ-
atories atop Hawaii’s Mauna Kea, 13,796 feet above sea
level, to reserrch stations at the base of this inactive voleana.
Transmitting images from the farthest known reaches of
outer space, GTE’s vaice, video and data capabilities help
scientists understand the universe and share this information
with the rest of our world — practica]ly at ]ight speed.




CHAIRMAN'S MESSAGE =

The telecommunications industry is undergoing fundamental and
profound change, driven |argely by technological developments,
rising customer expectations, and greater levels of competiticn.

We have spent the past several years positioning GTE to thrive

in this new environment. And in 1997, we mapped out a strategy
to capture the new oppartunities we see 1o truly become a growth
company. To win, we believe GTE must:

* Create a national, versus a multi-regional, presence;
* Enhance our international capabilities;

* Offer a broad array of services, with increased focus
an enhanced data and leading-edge Internet services;

* Develop the marketing and sales expertise to compete
in key national markets; and

* Provide unparalleled customer service to build the frust
and confidence of consumers as more and more choices
flood the marketplace.

In the midst of se much change, one thing remains censtant:
Tha key to our success is in providing customers with excellent
products and setvice. Wa undarstand the important role we play
in serving our customers’ needs, because we are a company that
maves the most precious cargo of all: ideas and information.

That's why People Moving ldeas is both the theme of this annual
report and our new national advertising campaign. These three
words capture the spirit and direction of today’s GTE: We are a
company on the move. We're people who move ideas, ane person
to another, one company to another, anywhere in the world.

During 1997, we took several important steps to fulfill our
vision to turn GTE into a true growth company. At the same
time, we made substantial gains across virtually all areas of
our core businesses.

STRONG RESULTS FROM CORE OPERATIONS = Wa know

what it takes to compete and win in the changing telecommu-
nications marketplace. At year-end 1997, we had a record

1.5 million new domestic telephone customer lines, 883,000
new long-distance customers, 738,000 new wireless customers,
202,000 new Internet-access customers, 114,000 new directory
advertising customers, and 73,000 new video and competitive
services customers.

We are very pleased with the financial and operating results of
our core business for 1997. Our consolidated revenues and sales
for the vear increased $1.32 billion, or 9%, to $23.3 billion,

the highest annual revenue growth ever reported by our company.

Qur earnings per share (EPS) from core operations increased 10%
for the third consecutive year. Net income from core cperations
was $3.04 billion, or $3.17 per share. However, because of the
dilutive effect of our data initiatives and other critical growth
investments, our net income was reduced to $2.79 billion,

or $2.92 per share. Without these investments, our care EPS
growth would have exceeded 15% for the year. Making the right
investments today provides the foundation for future profitable
growth and ensures that we are a leader in providing integrated
communications services in the marketplace.

With the steps we've taken to strengthen our competitive pasition
and with the continued strong performance of our core businesses,
we expect our revenue growth rates to hit double digits in 1998
and EPS growth to be in the 13% to 15% range in 1999. Certain
factors that may affect these forward-looking statements are
discussed on pages 26 and 27.

STEPS TOWARD LONG-TERM GROWTH = | addition to deliver-

ing strang results in core operatians in 1997, we took steps to
posilion gurselves for future profitable growth as outlined in o’
overall strategy:

* We must have a national presence. In May 1997, wa taunched
GGTE Communications Corpaoration, a competitive local-exchange
carrier that will market the full spectrum of GTE services in key
markets, withaut regard to franchise boundaries.

» We must be a leader in providing value-added, enhanced data
services. Indusiry-wide data revenues are now growing at about
15% annually, roughly three times faster than traditional voice
services. The Internet continues to grow exponentially. All told,
industry-wide data ravenues are expected to quadruple from
roughly $100 billion in 1997 to over $400 billion in 2006.

To seize data-related growth opportunities, we have moved
aggressively to position GTE as the industry's leading provider
of advanced data intermnetworking services.

In 1997, this strategy included the acquisition of BBN Corpara-
tion - a leading supplier of end-to-end Internet solutions - as well
as the development of a high-speed, national fiber-optic network.
In addition, in November we purchased Genuity Inc. — a premier,
value-added provider of distributed application Web hosting serv-
ices that enable customers to transfer their business applications
to the Internet.

In 1998, we will expand and capitalize on our position in the data
market, which will provide a significant new source of revenues.

= We must provide bundled services — a complete, cenvenient
package of telecommunications services, all on a single bill. $
veys repeatedly show that consumers want “one-stop” shopping.

. ]
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In 199&, GTE hecame the first of its peers to offer local, long-
distance, wireless and Internet-access services on a single bill.
By year-end 1997, we offered the convenience of “one-stop”
shopping in 21 markets throughout the country,

» And finally, we must continue to enhance our international
capabilities. This market represents a significant opportunity
for us. The international market is more than twice as big as
the U.5. market and it's growing twice as fast.

WE ARE HELPING TO DEFINE A NEW TELECOMMUNICATIONS
INDUSTRY = While our industry is expariercing unprecedented
growth, we are also experiencing significant restructuring,
Alliances, mergers and acquisitions are changing the competitive
landscape on an almost daily basis.

Within this context, in October, GTE offered to buy MCI for
$40 per share in cash. In November, MCl announced that it had
signed an agreement to merge with WorldCum in a deal reported
be worth $51 per share in stock for most sharehoiders and
‘ame amount in cash for shareholders of BT (formerly British
com), which owns abeut 20% of MCI.

| believe acquiring MCI would have been ~ and still would be —
an excellent strategic fit for GTE. The acquisition would have
significantly accelerated our overall growth. But it only made
sense at the right price. The WorldCom offer exceeded the price
that made sense for GTE.

We're confident about GTE's ability to succeed in the competi-
tive marketplace without entering into a major transaction or
combination with another company. in other words, we can go
it alone and win.

However, we will continue te hold discussions with other
companies regarding possible alliances and combinations
that will help accelerate grawth or enhance our strategic
plans. This is an integral part of doing businass in the
evolving telecommunications industry.

CONSOLIDATED REVENUES AND REVENUE GROWTH RATES rexeludes propertios sald)
[ Revenues and Sales {in billions)
® Revenue Crowth Rates

$21.3 $23.35
$19.2 $20.0
$18.5 4 02
6.9% | ——&
S I e
//—
./
93 g4 95 96 97
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A FEW FINAL WORDS = In a period of unprecedented change

in the telecommunications industry, GTE has not only stayed
ahead of the curve, we have helped define the curve. We are
leading the effcrt to ensure that Congress' intention to create

a level playing field among competitors is fulfilled as the Tele-
communications Act of 1996 is implemented. This successful
effort is making a significant impact on the accomplishment of
our goal to create a profitable growth company, and has helped
inspire the cultural shift to a much more aggressive posture in
the marketplace. This transformation of GTE fo a growth company
is absclutely key to building greater shareholder value long term.

This transformation has not been easy. | want to express my
thanks to three speciat groups.

To all of GTE"s sharehalders, | thank you for your support and
confidence as GTE navigates through a changing and challenging
industry — but an industry full of opportunity.

To our employees, thank you for your dedication, your hard work’
and your positive and professional attitude.

And to our customers, thank you for allowing us to serve you.
We pledge even higher levels of service for you in the fuiure.

With the continued support of our shareholders, our team of
world-ciass employees and our loyal customer base, GTE's
growth prospects have never been better, The only question is:
How far and how high we will go?

Cloatu R oie

CHARLES R. LEE
Chairman and Chief Executive Officer
February 20, 1998

EARNINGS PER COMMON SHARE (excludes special items and data imbatives)

$3.17

$7.88

$2.38 £2.61

$2.20

93 L] 85 96 7
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GTE PEOPLE =

Building a stronger sense of partnership is a key goal of GTE's
human resources policies and programs. Enhancing the capabili-
ties of our people is equaliy important.

With the intreduction of our Partnership Shares program, our
domestic employees now receive stock options.

Partnership Shares is the argest employee stock option program
in the telecommunications industry and one of the 10 largest in
corporate America. More than 91,000 GTE employees received
options in 1997,

Some 40,000 of our employees are uaion represented, primarily
by either the Communications Workers of America or the Inter-
national Brotherhood of Electrical Workers. We've partnered

with these unions to strengthen our GTE team. As a result, we've
initiated special programs to increase employee involvement in
identifying and resolving business issues and to share information
vital to improved performance.

In November, reflecting our longstanding leadership in employee
health care benefits, we were the first company to adopt the
“Consumer Bill of Rights and Respensibilities” developed by a
presidential health care advisory commission. GTE was praised by
President Clinton for this action during a White House ceremany.

In 1997, we continued to demonstrate our deep commitment

to developing our workforce by completing the nationally recog-
hized Management Development Core Course Series. These
courses, in which more than 22,000 employees participated over
the past four years, have been the centerpiece of our strategy to
develop the next generation of GTE's leaders. The successor Lead-
ership Development Series is scheduled to start in early 1998,
Similarty, the majority of our front-line workers participated in
the Front-Line Core Course series. This series will continue to
play a vital role in our efforts to educate our front-line employees
about GTE's campetitive market strategies.

We continue our commitment to balance work and family needs.
For example, we offer special seminars, broadcast to GTE locations
via our internal TV network. These seminars assist employees in

TIMELY = When Colette Petros was diagnosed with
multiple sclerosis, she wanted to learn more about
possible treatments. Colette logged onto the Internet
at the Antelope Valley Coliege Library in California’s
Mohave Desert, where she is a student, and nncovered
the latest medical research. She shared this with her
physician, wha prescribed a more promising treatment
plan. A GTE grant helped the college connect to the
World Wide Web,

financial planning and in selecting colleges for their children. We
also provide many employees with the flexibility of telecommuting.

GTE is committed to making diversity a critical consideration in
the recruitment, hiring, career development and promotien af our
employees. We also recognize that our success in the marketplace
largely depends on a workfarce that is able to anticipate and meet
the needs of diverse customers.

SOCIAL RESPONSIBILITY =

Preparing the future workforce is the strategy driving GTE's giving
program. Each year through the GTE Foundation, we contribute
to nearly 4,000 nonprofit organizations. Grants in 1997, tetaling
more than $27 million, concentrated on supparting math and
science education - equipping students with skills needed in the
21st century.

The GTE Growth Initiatives for Teachers Program, for example,
helps educators boost student achievement by harnessing p
tachnology. The Scientific American FRONTIERS series on ’
PBS, underwritten by GTE, reaches millions of viewers in

homes and classrooms with stories on scientific breakthroughs.

Qur giving also extends to special partnerships with the United
Negro College Fund and Literacy Yolunteers of America. Bayond

education, we also suppert initiatives that enhance the arts and
build healthy, vibrant communities.

We also are helping our comrrunities to grow by supporting eco-
nomic development initiatives and assisting with job creation
and retention. In addition, our employees serve as volunteers in
hundreds of nonprofit organizations - reinforcing our company’s
commitment to the communities we serve.

CARING = For 25 years, a gravel parking lot covered what

were ance salman spawning beds in McCollum County

Park, near Everett, Washington, Seeking to restore the
1.35-acre site to its original wetlands habitat, the Adopt;
A-Stream Foundation had 400 truckloads of fill hauled '
away, Yolunteers from GTE and other local organizations
assisted in planting 4,000 native plants and constructing

a beaver dam. Today, a new freshwater marsh is home

ta great blue herons, sandpipers, ducks, pileated wood-
peckers, frogs, salamanders and salmon.



' DOMESTIC OPERATIONS =
Domestic Operations took a number of definitive steps in 1997
to become a national provider of integrated telecommunications

services and te position GTE to take advantage of growth opportu-
nities in the data marketplace.

On the data front, we acquired BBN Corporation — the company
that helped pioneer the Internet. In May, we bagan developing
a new, state-of-the-art, nationwide fiber-optic network. This
nefwork of the future will enable GTE to provide outstanding
end-to-end voice, video and data services to customers.

To be a national provider of integrated services, we made
several arganizational changes during the year. These changes
will provide us with maximum flexibility to meet the competitive
challenges ahead.

We remodeled our Telephone Qperations group and buiit three
new business units:

» GTE Network Services is managing our extensive local telephone
twork and retains marketing, sales and service responsibilities
‘;arrier, husiness and residential customers. This unit will
tinue to serve the more than 21.5 million residential and
business customers of GTE within its wireline service territories.

» We formed GTE Communications Corporation — which is our com-
petitive local-exchange carrier, or CLEC. It will be able to market
the full spectrum of GTE services, including locat, long-distance,
wireless and data services, without regard to franchise boundaries.
This unit will allow us to compete on a level playing field with
other companies entering our markets as CLECs, and will help

us become a national provider of telecommunications and data
services. At year-end 1997, this group was aggressively marketing
a full array of bundled services in California and Florida, with
plans to market in additional states by year-end 1998,

= |n addition, we formed GTE Business Development and
Integration — a unit that will review marketing strategy and
market response on behalf of all business units. This unit

will also be responsible for many staff functions, such as infar-
mation technelogy, and will reduce expenses and eliminate any
potential duplication of efforts.

While we are taking definitive steps to achieve our overall vision,
we experienced strong growth across all our businass units.

Revenues from our domestic business units grew to $20.4 billion,
an increase of 10% over 1996 resulis.

GTE Network Services achieved strang resubts in 1997, Revenues
from new and expanded sarvices — including caller 1D, video, voice
aging and call waiting - soared an impressive 55%. Overall,
ork usage jumped 13% in 1997, Residential second lines, a
key measure of future demand, graw an impressive 16%. Business
lines increased 9%.

GTE Wireless is an integral part of our effort ta provide a total
integrated communications package to customers nationwide.
During 1997, its customer base increased by 20%, reaching

a total of 4.5 million customers by year end. In 1997, we
responded quickly to significant price competition in several
markets, introducing new pricing plans and promations. We
reduced customer turnover and fraud, even as we entered new
territories. We introduced digital personal communications
services in three new markets: Cincinnat{, Seattle and Spokane.
We now offer wireless service in 17 states.

GTE Directories encompasses more than 2,300 directary titles
with a circulation of 70 million copies. This unit alsc has expand-
ed into a multi-preduct company and in 1997 became the first
major publisher to offer customers value-priced integrated bun-
dling of print directory, electronic directory, cable-TV advertising
and |nternet-access services — through a single sales call. Monthly
usage of our Internet-based SuperPages® interactive service grew
by nearly 16%, reaching monthly levels of four millien visits and
53 millien hits.

GTE Technology and Systems brings our successful GTE Laborato-
ries and GTE Government Systems units under one reof. This unit
is moving quickly to provide leadership and coordination of tech-
nology planning and resources throughout GTE. GTE Government
Systemns continued to successfully market our unique expertise to
governments and defense agencies.

GTE Internetworking was created in 1997 after the acquisition
of BBN Corporation. This unit is quickly positioning GTE as the
industry’s leading provider of advanced data and Internet-related
services, including network management, security and other
value-added services, Further enhancing our data capabilities,
we acquired Genuity Inc., a company that specializes in complex
Web-hosting services. Genuity brings to GTE strategically located
network data centers and load-balancing proprietary software
that ensures efficient delivery of data access across the Interneat.

GTE Airfone strengthened its position this year as the industry
leader in inflight communications with the addition of Continental
Airlines to its roster of clients. Airfone offers a full array of air/
ground communications services, including conference calling,
seat-to-seat calling, data ard fax capabilities,
and & wide variety of information services,
including LIVE CNN. Airfone® service is now
installed in more than 2,300 aircraft.

We're pleased with the progress we made
this past year, but we’re even more excited
about our uniimited growth prospects in the
years ahead.

KENT B. FOSTER
President
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21.5 MILLION

' ACCESS LIKES IN THE U.S.

S“PER

areas that caver approximately 30% of the U.S. pepulation. Fully
60% of the U.S. population lies within easy reach (100 miles or

Michael Mcllraph, a sponge diver in Tarpon
Springs, Florida, uses one of GTE's 21.5 million telephene
lines to make a call. In addition to nationwide long-distance less) of GTE's existing territaries.
and Internet-access services, GTE has local and wireless service
TRICNEY » GUE Phone Mart® stores pravide one-stop

4510 2 Alan Wallace, chairman of 2 l)uth relations agency, .
shopping and total communications solutions. Services

is one of GTEs first customers in the Mariner’s Village

condominium complex in Marina Del Rey, California, to range from wireline to wireless, digital pagers, faxes, cable

subscription, anc the Internct. Phone Mart® stores are also
fricndly places tu get techaical questivas answered. OF .

GTE s 148 storcs, 115 had revenurs of §1 million or maor

receive new, lJla;r,ingl;\' fast Inrernet-aceess sorvice, called
asymmeirical digital subscriber line (ADSL) ltullrlolug}‘.

ADSL transmits huge volwmes of data between home
bringing total retail revenues to mose than $350 million in

and attice computers at specds up wo 1.5 megabits-per-
1997, 2 37% Increase over 1996,

second, taking the pan out of werking over the Internct

al slower speeds,
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150+ CHANNELS . .- -~ :

ViA AMERICAST® GTE HAD MORE i
THAN 73,000 CABLE-TY CUSTOMERS
AT YEAR-END 1997.
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l Some days, thirgs just dan s go right. Like getting serve 9.7 1 lliont peoole iving on this crowdec planet - and a
stranded on 2 desert highway in New Mexico. Having a wireless few wio find themselves in some pretty remote placas as well
phone can make li‘e a little eas er. GTE's wire ess businesses

Cicda Nelsan, g o practitinner,

decsa s den arosonpe teoesamine the inner car of avoang
selult 2t the .\‘uL".I'Up'-lJL.m Mistries, o home e shelter
Aactial suppo ol by te G TE Foundaton, A wlemedicae
oo sideclinks an image ol the var and transmits it
aver G wrelines 1o e ltirg coctors at the Uaisersity

ab S th Florda Pediatew s U o,
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The frenetic staf! of Boston.cem churns out a daily on- fratfic conditions and online exhibits for Boston’s Museum of
line version of The Boston Glebe newspaper. The informatian Fine Arts. GTE Internetwarking 1s the site’s Internet service and
service aiso works with over 40 content providers — from other Weh-hosting provider, offering secure network management and
publications to TV ana radio outlets — to provide advertisers with reliability — & requirement for this popular site, which receives
a direct link to New Englanders in search of everything from Red as many as one million page views each day.

Sox scoras to real estate classifieds, updated weather reports,

The Federal Aviation Administration Josephine Easton, a re altor, uses GTE

(FAA) selected GTE 10 derign. install and operate a new Real BEstate Solutions software 1o download "real-time”
intormation on the local housing market to a prospective
customer. Using a Japtop computer, 2he has fast, direct

actess tomultiple listings, public databrases, v mrail and .

lll‘-l]’llp fnlernet-access services t}'{)ll] hL’l' ]1()”10, ()I‘EVLL'U nr

Aceronautical Intormation System. FAA persunne] andd
military pilots at 250 locations avross the Ws. will uee
the systetly to prepare and file ﬂlght ])1.1115 with the FAA,
and to comumunicate weather l\riufmg:i and advisaries
enline, making it {aster and casier w communicate on the road, providing her with a compentive edge.
critical fhyghe-related data,
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FAILSAFE

GTE'S INTERNET SECURITY ENCRYPTION
SYSTEM IS USED BY THE U.S5. DEPARTMENT
OF DEFENSE.

PRODUCTIVE

| GTE providas over 13,000 Boeing Company customizing a wiretess headset system thal will allow jel aircraft
} employees with dial-up Internet-access service and offers a fast assemblers to commuricate with supphers — and each other
ntegrated services digital network (ISDN) system to promote across the factory floor mare efficiently, hoosting productivity

\
} relecommuting. We also helped to configure and install a private and quality In 1ts plants in Washingten and Kansas.
j Central Office telephane switching system. GTE is bidding on

\

cPo =7 G R enables Purdue University in Woest
latasette, Indiana. to use a special Picture Tel " svstem to
conduct iteractn e distance ]uaruiug, videolinking faculty
and students at other campuses w increase office bours
and the quality of education. GTE also meets other Purduc
commnications needs fram basic phone service o trial
ADSL Internet access and a managed switching facility on
the campus, which serves 36,000 students and 12,000 faculty
and staff,
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GUAST-TO-COAST - IR o B S R
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LONG-DISTANCE_‘CUSTOMERS g e Lo ad : 2 '3004. .
AIRFONE® INSTALLA
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WE'RE THE LEADER
IN-FLIGHT CALLING. 4
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g 1
World-renowned potter Nancy Youngblood Lugo (right) Detective David Wilson {left) and officer David
uses skills passed down over the centuries through her family to Tull of the Irving, Texas, Police Department use the Bastille”™,
create a decorative clay pot. Ore of her creations is seen here GTE's new, secure, Web-based software, to track a missing child
baking in a traditional open fire kiln in her studio on the Santa across slate lines. When fully deployed, the Bastille™ will help
Clara Reservation in Espafiola, New Mexico. GTE local and long- law enforcement agencies to collaborate on everything from |
distance phene service, together with the Internet, help Nancy menitoring gangs to tracking “most wanted” suspects. ‘

keep in touch with family, friends and gallery outlets. Her
husband, George {(abave), is a GTE emplcyee who helps to
maintain telephone voice transmissions over the rugged Jemez |
Mountains to Greater Santa Fe and beyond. |



‘The Everything Pages® telephone directory. Pazazz

GTE IS CREATING &

15,000-MILE

DATA NETWORK.

CONNECTED -

COAMETT T 0 Mike Rabaut is an associate professor of computer
science and the father of three children, including Sarah (left).
Because his wife aften works out of town, he leaves his campus
office early to be home when the kids get out of schoal. He

has this flexibility and remains productive, thanks to GTE's

SAVYY « Wendy Ballentine receives a lacial from Erin
Fox at Pazazz Hair Design. Pazazz advertises in GTE's

zlao reaches potential cosromers through advertising
[TE'> SuperPages® interactive service and GTE
icast® cable TV,

far-reaching network, which includes local and long-distance
service and Internat access. All of this allows Mike to tele-
commute from his home office, where he edits Weh files,

faxes papers, reconfigures college routers and e-mails students.




INTERNATIONAL OPERATIONS =

International operations had a very successful year of continued
improvement of existing operations while pursuing new profitable
growth opportunities.

Overall, GTE’s international operations continue to make signifi-
cant contributions to the company's financ¢ial performance.

Reported revenues were $2.9 billion, up 7% from 1998, and
consolidated net income reached $366 million, up 8% over 1996,
Resulis in 1997 included the cost of start-up operations in Asia.

L.oaking at our international operations on a managed basis,
revenues reached $5.2 billien in 1997, up 20% from 1996.

At the end of 1997, GTE’s international operations served more
than 6.1 million access lines, 1.2 millicn callular subscribers
and 382,000 paging customers throughout the world.

BC Telecom and QuébecTel - our affiliated companies in
Canada — both had strong performances as they successfully
managed the trensition to a fully competitive markeatptace.

CODETEL - the national telephone company of the Dominican
Repuklic, which GTE wholly owns - maintained its solid perform-
ance in the face of increasing competition.

CANTV - Venezuela's national telephone company, which we

.manage and in which we have nearly a 26% ownership interest -

also had an outstanding y=ar financizlly and now is preparing for
competition that will arrive in the next few years. At the end of
1996, CANTY became a public company with the listing of its
share equivalents on the New York Steck Exchange. The initial
share equivalents were offered publicly on Movember 22, 1996

AT YOUR SERVICE = GTE owns 50.8% of BC Telecom,
which provides a full range of sophisticated telecommunica-
tions services to the Canadian provinee of British Columbia.
BC Telecom crowned a successful year by being the sole host
telecommunications provider to Vancouver’s November
1997 Asia-Pacific Economic Council Sumomit, which
brought together presidents, prime ministers and wrade
ministers of Canada, Mexico, the L%, and most Pacific

Rim countrics.

2.

ON THE ROAD

sm
GLOBALROAM™ SERVICE
ALLOWS USERS TO MAKE AND RECEIVE CALLS
THROUGH THEIR HOME WIRELESS PHONE
NLUMBER WHILE TRAVELING IN EUROPE AND ASIA.

*a " 2
L]

at $23. At the end of 1997, the share equivalents were trading ‘
at $41.625, an increase of B1% since the initial offering.

Our international joint ventures continued to grow. For example,
CTl — a wireless telephone company in Argentina — more than
tripled its cellular custamer base during the year. In China, serv-
ice over our paging network expanded to 20 major metropolitan
areas. Elsewhere in Asia, GTE is investing in everything fram
personal communications systems in Taiwan to helping India and
Sri Lanka companies build telecommunications infrastructures,

GTE expanded its directories presence in Europe in 1997 with
new acquisitions in Poland and Austria. We joined with Swedish
publisher Telia AB to purchase Polish independent publisher U §
WEST Polska from U S WEST International. GTE also purchased
Herold Business Data, Austria’s largest telephone directory pub-g
lisher, in a joint venture with Post & Telekom Austria. .

In addition, we realigned our international units to strengthen
our husiness devalopment efforts, and appointed a new manage-
ment team to spearhead our drive. We're focusing particularly
on new opportunities in Latin America, Europe and Asia.

We're confident that International will
continue to present GTE with unlimited
growth oppertunities.

MICHAEE T. MASIN
Vice Chairman and President — Internatianal

INTERNATIONAL OPERATIONS:

ACCESS LINES AND CELLULAR SUBSCRIBERS (including affiliates)
[ Access Lines (in millions)
& Cellylar Subscribers (in thousands)

536 ey

202 371
Lt ]

93 L] 95 9§ 97

Fl

6.1
5.8 -
4.9 5.3 5.5 1,224 '




INTERNATIONAL

OVER 7 MILLION °
CUSTOMERS QUTSIDE THE U.S. FROM Lo
. CANADA TO CHINA AND ARGENTINA

- I !
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5 Since late 1995, GTZ 1195 sartnerec with a major active n 0 nmapr metopolitan areas. inc uding Shanghai {above),
; Chinase w.reless camraany te help modertize telecomm anicatians Guangzho. anc Beij ng. With 1.2 oill un people, China presents

] n China with a nationwice paging nelwerk, Today. the netwaork < GTE wizh a majcr markat opportunity.
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’ [ R WIRELESS o .
S ~...5.7 MILLION
, B A R - CUSTOMERS WORLDWIDE - - -
n . ; i u - e .. Lo a o . - .

| a 1

GTE has Network Oaerations Uenters
INC2CN in the Donunican I{L'pulahc. wheee s ORI
stubadiary s located. In Yeneeuela at CANTY, and near the
1lallas/ Fort Worth Tnternational f\ir]lm toin Texan, The

NOCs manage GUEs wireline and woreless oetwerk as

-

well as private networks for 2,500 clients i the LIS, andd
threughout Latin America, enabling G1E to montor and

vorrect network problems from thousands of muiles av av,




ELECTRONIC COMMERCE

GTE’s CYBERTRUST"

TEAM 1S WORKING WITH AMERICAN EXPRESS®
MASTERCARD INTERNATIONAL® AND BANKS
AROUND THE WORLD - INCLUDING CHINA,

. TAIWAN, JAPAN AND THE U.S. - TO OFFER SAFE o !
. ELECTRONIC COMMERCE YIA THE INTERNET. e oo .
R . 1 1 o -.p;}a%"“_‘{‘;ﬂ 1 .g in® ' 8 ! T

1
u

‘ QR CALLING FROV THL RAN FORFST OF 10UACU FALLS, ONE CF L8T N AVERICAS MOST EXTENSIVE w RELESS
| I ARGENTINAG, GTE'S COVPANIA BL "LLEIONOS DI NETWORKS = CTI more than tripled its wiraless customer base
f INTERIOR (CTI) AFFILIAT = COVERS IHF TERR TORY WITH in the interior regions during 1937 to over 328,000 users.

UYNAMIC = Pacific Cellular Corporation Lid., a consor-
| tium in which GTE is a stakeholder, launched a nation-

BONJCUR = The QuébecTel Group Inc. in Canada covers
the northeastern portion of (Québec’s vast territory. GTE
owns 50.6% of the company. In 1997, “Globetrotrer™)”
the QuébecTel-owned Internet service provider, extended

wide personal communications services venture in Taiwan

1 rin 1998, Over (40,000 customers presubscribed to
| vvice. GTE is the only forcign strategic partner in

nsortium.

its reach and enjoyed wemendous commercial success,
QuébecTel alsa acquired Adde ala Micro-[nformatique
(AMI) Inc., a high-tech systems integration firm,
strengthcning the cumpany's tcchnolugical power.
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GTE AT A GLANCE = ’ :
4 '
MAJOR DOMESTIC OPERATIONS = GTE Airfone, the leading provider of airborne communications systems,

provides clear, reliable inflight telecommunications services to passengers
on more than 2,300 aircraft. Passengers can use the Airfone® service

to make and receive calls, send and receive data and faxes, and access
e-mail and voice mail. Since the first call in 1984, the Airfone service
has logged more than 76 miltien calls,

GTE Network Services is GTE’s nationwide regulated wireline telephone
opetation. it served more than 21.5 million residential and business lines
at the end of 1997, The business unit is also responsible for all wholesale
operatians to other telecommunications companies.

GTE Communications Corporation is GTE's competitive local-exchznge
carrier {CLEC). |t markeis the full spectrum of GTE's servicas, includ- MAJOR INTERNATIONAL OPERATIONS =
ing local, long-distance, wireless and daia services, without regard to
franchise boundaries.

= GTE Long Distance provides long-distance services fo customers in all

GTE International networks connect more than 250 locations on five
continents. GTE has more than 40 years of international experience
and serves more than seven miilion customers.

50 states.

= GTE Video Services provides advanced high-quality videc services to BC Telecom provides local, long-distance and wireless services in the
residential and business customers in California, Florida and Hawaii province of British Columbia, Canada, to three million customers. GTE
(including cable modem interngt access in some markets). has a 50.8% controlling interest in BC Telecom.

GTE Wireless is a leading provider of wireless telecommunications products Compafifa Andénima Nacional Teléfonos de Venezuela (CANTV) is a full-.

and services in 73 metropolitan statistical areas, 53 rural statistical areas service telecommunications provider offering lacal, wireless, national

and three majot trading areas. Some 61.3 million pecple live in the areas and international long-distance services throughout Venezuela. GTE is

GTE is licensed to serve and it has 4.5 million customers. part of @ multinational consortium that owns a controlling minority

interest in CANTV.
GTE Internetworking Inc. offers managed access to the Internst and a variety

of value-added servicas for businesses and other organizations. H offers Compafila Deminicana de Teléfones (CODETEL) provides lecal, wireless,
| Internet services with global reach, as well as Internet and Intranet business national and international long-distance services throughout the Dominican
application solutions, It includes BBN Techrologies, which provides the Republic.

core research and development efforts that cantinue to drive the evolution

Compafila de Teléfonos del Interier (CTI) provides wireless services in the
of the Internat.

north and scuth interior regions of Argentina. CT1 has mcre than 328,000

GTE Directories annually publishes or provides sales and ather directory- wireless customers. GTE Is part of 2 muttinational consortium that owns a

related services for more than 2,300 directory titles with a circulation of cantrolling minority interest in CTI.

70 million copies.

» GTE New Media Services develops and markets online advertising and
information services, including SuperPages® an interactive service for
consumers and advertisers on the Internet's World Wide Web. QuébecTel Group Inc. provides local, long-distance and wireless services

. to mare than 300,000 customers in the northeastern region of Québec,
GTE Technology & Systems serves as a consolidated source of technology-related Canada. GTE has a 50.6% controlling interest in QuébecTel.

information, coordination, support and guidance for all GTE business units.

GTE China provides paging services in 20 major mekropelitan areas,
including Beijing.

= GTE Government Systems is a leading supplier of communications and GTE Internaticnal Telecom Services includes business initiatives invalving
intelligence systems for defense, government and industry primarily in the publishing and sale of directory-related services in Europe, Canada,
the United States. It also provides field enginearing services, logistics Asia and Latin America, as well as an Engineer, Furnish and Install (EF&I)
support and the installation, operation and maintenance of tetecommuni- business unit.

cations and information systems.
= GTE Laboratories is the central research and development facility for
GTE Corporation.

I
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Selected Financial Data

GTE Corporation and Subsidiaries

Five-Year Annual

{Millions of Dollars, Except Per-Shara Amounts) 1997 1996 1995 1994 1993 Grawth Rate*
Results of Operations
Revenues and sales

Local services $ 6,607 $ 6,060 $ 5,743 $ 5137 $ 5,062 6.5%

Network access services 4,923 4618 4 363 4,348 4,398 1.8

Tol! services 2,429 2,500 2,548 3,285 3321 (7.6}

Cellular services 2,817 2,562 2,181 1,666 1,178 26.2

Directory services 1,507 1,627 1,383 1372 1,438 1.6

Other services and sales 4.977 4072 3,729 3,720 3,935 1.8

Total revenues and sales 23,260 21,339 19,957 19,528 19,332 35

Cost of services and sales 9,203 8,071 7,537 7,677 7,848 1.8
Selling, general and administrative 4,560 4,010 3,689 3,667 3,817 2.4
Depreciation and amortization 3,886 3,770 3675 3,432 3,419 3.5
Restructuring costs - — — — 1,840 —
Operating income 5,611 5,488 5,066 4762 2,4081% 12.7
Net income {loss) '

Income before extraordinary charges 2,794 2,798 2,538 2,441 872 17.1

Consolidated® 2,794 2,798 (2,144)¢= 2,441 882" —
Earnings (loss) per common share

income hefore extracrdinary chargest® 2,92t 2.89 2.62 2.55 1.03 15.8

Cansolidatecie 2.92 2.89 (2.21)e 2.55 .93® —'
Dilutad earnings {loss) per common share

Income before extraordinary charges™ 2.90 2.88 2.61 2.54 1.03 158

Consolidated® 2.90 2.88 (2.20) 254 83 -
Common dividends declared per share 1.88 1.88 1.88 1.88 1.85 1.1
Book value per share 8.39 7.62 7.05 10.85 9.96 {6.6)
Average common shares :

autstanding {in millions) 958 969 970 958 945 1.1
Assets and Capital
Consclidated assets 42,142 38,422 37,0198 42 500 41,575 (1.1}
Long-term debt and redeemahle

prefarred stock 14,494 13,210 12,744 12,236 13,103 4
Shareholders' equity 8,038 7,336 6,871« 10,483 9,593 {6.5)
Net cash from operations 6,244 5,899 5,033 4,740 5,373 4.7
Capital expenditures 5,128 4,088 4,034 4,192 3,893 4.3
Consolidated Ratios and Other Information
Return on common equity's) 37.6% 40.2% {20.3)% 24 8% 8.8% -
Return on investment'® 14.5% 15.6% (4.2Y% 13.1% 6.9% —
Average common equity 7,433 6,960 10,539 9,838 10,030 (5.3)
Equity ratio 36.5% 38.1% 37.9%@ 46.2% 42.6% —
Average investrment 26,857 24,395 27,150 25,647 27,322 (1.4)
Research and development 122 122 137 139 135 (4.6)
Employees (in thousands)

Total 114 102 106 111 - 117 {3.0)

United States 94 83 85 29 94 {2.6)
{nternational Operations (included above)® .
Revenues and sales $ 2,902 $ 2,711 $ 2,477 $ 2,483 $ 2,420 4.0
Income before extraordinary charges 366 339 206 265 321 5.2
Total assets - 6,877 6,516 5,808 5,727 5,449 5.4

Nates tu Selected Financial Data appear on page 19.
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Selected Financial Data

GTE Corporation and Subsidiaries

Five-Year Annual

[Millians of Dollars) 1997 19%6 1995 1994 1993 Growth Rate*
Netwark Statistics
Access minutes of use (in millions) 79,640 70,452 64,193 R9,247 55,864 8.6%
Access lines {in thousands)
Tatal® 27,670 25,766 24,0580 22,739 21,972 55
United Statest 21,539 20,007 18,512 17,427 17,059 £.2
Switched 18,378 17,416 16,650 16,022 15,915 3.1
Wireless subscribers (includes PCS in thousands)
Total 5,701 4,445 3,547 2,660 1,787 36.1
United States 4,487 3,749 3,011 2,339 1,585 32.7
Adjusted “POPs” {in. millions)?
Total 78.9 783 76.7 68.0 63.4 6.1
United States 61.3 61.9 61.7 53.0 53.0 39
Domestic Wireline Operations
" Revenues and sales $15,134 $13,965 $13,37% $13,212 $13162 2.6
Operating income'® 4,491 3,982 3,621 3,490 1,962 11.2
Operating cash flow margintk 47.7% 48.3% 47.8% 46.4% 34.7% —
Capital expenditures 3,607 2,690 2,h64 2,821 2,811 - 2.7
Domestic Cellular Operations
‘rvice revenues $ 2,549 $ 2,347 $ 2,019 $ 1,539 $ 1,082 259
perating income 449 461 410 278 124 45.6
Operating cash flow margin® 33.5% 36.0% 36.8% 35.3% 31.9% —
Capital expenditures 297 600 709 610 389 8

*Least-squares method; percentages have been omitted where not meaningful.

(a) During 1993, GTE recorded one-time restructuring costs of $1.8 biltion, which reduced net income by $1.2 bitlion, or $1.22 per share.
(B) Includes 2 $74 million pretax charge ($46 million aftertax, or $.05 per share) for the cast of voluntary separation programs at domestic telephone operations.
(c} Includes costs associated with the new data initiatives that reduced net income by $242 million, or $.25 per share.
{d) 1996, 1995, 1994 znd 1993 include after-tax gains of $8 million, or $.01 per share; $11 million, or $.01 per share; $162 million, or $.17 per share; and $91 million, of $.10 per share,

respectively, on sales of certain nonstrategic dormestic loczl-exchange telephone praperties.

(e) See Note 2 on Extraordinary Charges.

{f) During 1993, GTE redaemed, prior to scheduled makurity, $2.1 hillion of high-cou pon first-mortgage bonds of five of its telephone subsidiaries. These redemptions resulted in an
after-tax extraordinary charge of $90 million {nei of 1ax benefits of $53 mitlion), or $.10 per share.

{g) Excluding the spacial iterns described in fovinotes (a) through (D, nel income, earnings per commen share, diluted earnings per share, return on commaon equity and return on

investment would have been:

Five-Year Annual

1997 1996 1995 1994 1993 Growth Rate*
Net income {in millions) $3,036 $2,790 $2,527 $2.279 $2,077 11.2%
Earnings per comman shars 3.17 2.88 2.61 2.38 2.20 10.0
Diluted earnings per common share 3.16 2.87 2.60 2.37 2.19 10.0
Return on common equity 40.6% A40.1% 23.2% 23.3% 20.4% -
Refurn on investment 15.6% 15.5% 12.8% 12.5% 11.2% —

{h} Includes GTE's international subsiclaries and affiliates.

(i) Access lines exclude 448,000 and 440,000 net lines sold during 1994 and 1993, respectively. Tolal access lines include 2.7 millicn, 2.5 million, 2.4 million, 2.3 mitlion and 2.0 million
lines served by CANTV In Latin America in 199783, respectively. Excluding the effect of CANTV and the actess lines sold during 1994 and 1993, the five-year total access line growth

ate was 5.9%.
apresents population to be served times GTE's percentage interest in wireless markels.
Represents operating income before depreciation and amaertization divided by revenues.
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Financial Review

Return to Shareholders

GTE's primary objective is to maximize shareholders’ long-term total
return, consisting of share-price appreciation and dividends. Totat return
to GTE sharehplders in 1997 increased to 20% compared with 8% appre-
ciation in 1996. GTE generated a three-year 1997 average total return of
25.3% compared with the regional Bell operating companies of 306%.

RETURN TO SHAREHOLDERS (assumes dividends are reinvested)
B GTE
7 RBOC Average (regional Bell operaling companies}

30,62

25.3%

THREE-YEAR BRDWTH

GTE’s commitment to shareholder value is supported by clear
investment criteria: investments must be in the Campany's integrated
telecommunications business, and they must be expected to earn more
than their cost of capital over time. GTE's commitment to shareholder
value is also supported by a palicy of maintaining a dividend payout ratio
that is competitive with peer companies. Consistent with this policy,
GTE maintained its dividend at $1.88 per sharg in 1997, resulting in a
dividend payout ratio of 64%. '

Consalidated Operations

GTE had another strong year in 1997, Domestically, GTE realizad record
growth in access lines and network usage and strong growth in wireless
customers, Internationally, network services revenues grew 7%, driven by
increased usage of network access lines, higher rates in the Canadian
operaticns and wireless subscriber growth in Canada and the Dominican
Republic.

Consolidated net income in 1997 was $3.0 billion, or $3.17 per
share, excluding the impact of data initiatives. This is a 10% earnings per
share growth compared with consolidated net income in 1996 of $2.8 bii-
lion, or $2.88 per share, excluding the impact of gains {$8 million, or
$.01 per share) associated with the sale of nonstrategic domestic tele-
phone properties. Including the effects of the new 1997 data initiatives,
reported earnings per share of $292 was achieved on $2.8 billion of net
income.

Consolidated revenues and sales grew 9% in 1997 to $23.3 billion
comparad with $21.3 billion reported in 1996, Strong volume growth in
network services operations and substantial increases in wireless cus-
tomers more than offsat lower, more competitive pricing. Outside the
U.S., local rate rebalancing programs in Canada and the Dominican
Republic more than offset tell revenue losses resulting fram competitive
pressures.

DDMESTIC WIRELINE OPERATIONS: ACCESS LINES Gin millionsfexcludes properties seld)
Il Special Lings
[ Switched Lines

ninininin’

GTE's Network Services experienced record growth, adding 1.5 mil-
lion access lines, an increase of 77%, and achieving a 13.0% increasa in
minutes of use.

During 1997, GTE added 738,000 new domestic wireless customers,
bringing total domestic wireless customers to 4487000 and total world-
wide wireless customers to 5,701,000, representing a 2B.3% growth rate
over the 4445000 served at the end of 1996,

The rollout of new and expanded services also drove the increase
in revenues. These services, which include interlata long-distance,
CentraMNet®, data and custom-calling features, such as caller 1D, call
waiting and voice messaging, increased these revenues 55% to $L9 bil-
lion in 1997. This compares with $1.2 billion of ravenues reccrded in
1996. These new services are expected to continue to contribute a larger
percentage of GTE’s total revenue stream in future years asa result of
strang business and consumer demand.
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DOMESTIC WIRELINE OPERATIONS: NEW AND EXPANDED SERVICES {in billions)
B Long Distance
B Local Services $1.9
[] Wetwork Access and Othar Sarvices and Sales
* Revanue Growth Rates

95 98 97

Operating income for 1997 reached a record $56 billion, up 2%
fram the $5.5 hillion reported in 1996. The increase was accomplished
while investing in new strategic opportunities, such as the data inttia-
tives, that began in 1997 Excluding the data initiatives, 1997 operating
income from core operations was $6.0 billion, representing 9% growth
over last year. Investments in other initiatives, such as long distance,
PCS, video and GTF SuperPages®, as well as GTE's new sales, service
and marketing activities, reduced operating income by $456 million. Net
interest expense increased from 1996 levels due to higher debt balances,
partly offset by favorable interest rates. Other expense totaled $48 mil-
lion in 1997 compared with $50 million in 1996. The slight improvement
reflects GTE's increased ownership in and higher earnings from CANTY,

he Venezuelan telephone company in which GTE has a 259% equity
interest, and income from unconsolidated domestic wireless subsidiaries.
GTE’s effective income tax rate in 1997 increased to 36.8% from 366%
in 1994

in 1996, consolidated revenues and sales totaled $21.3 biflion com-
pared with $20.0 billion in 1995, Strong volume growth in telephone
operations and substantial increases in cellutar customers more than
offset lower, more competitive pricing. In the U.S., price reductions and
reguiatory actions reduced revenues by approximately $160 million and
$450 million in 1996 and 1995, respectively.

Operating income in 1996 increased 8.5% over 1995, The increase
was due to higher revenues and ongoing cost reductions from process
re-engineering activities. The increase was partially offset by higher costs
associated with the expansion of core wireline and wireless businesses,
as well as investments in new initiatives. Income was $2.8 billion, or
$2.88 per share, in 1996, an increase of 10% compared with $2.5 billion,
or $261 per share, in 1995, excluding special items. '

For a discussion of the use of financia! instruments and contin-
gencies, see Notes 9 and 16 to Consolidated Financial Statements.
During 1995, GTE adopted accounting principles appropriate for nonreg-
ulated companies and recorded extraordinary charges totaling $4.7 bil-
lion, or $4.83 per share, as discussed in Note 2 to the Consolidated
Financial Statements.
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Loca! Service Revenues- )

Local service revenues are based on fees charged to customers for provid-
ing focal telephone exchange service within designated franchise areas.
Local service revenues increased 8% to $6.6 billion in 1997. This growth
was attributable to adding a record 1.5 million domestic access lines in
service during 1997, a 779% growth rate, including a 426,000, or 89%,
increase in business lines and a 267000, or 16.0%, increase in residen-
tial second lines. The growth in second lines is attributable to strong eon-
sumer demand for access to the Intarnet, online compuier services and
fax machines. Additionally, 159000Q international access lines were
added in 1997

DOMESTIC WIRELINE OPERATIONS:
MINUTES OF USE AND MINUTES OF USE GROWTH RATES (axcludas properties sold}

] Minutes of Use (in billions)

» Minutes of Use Growth Rates 79.6
70.%
64,2
59,2
55.9 13.0%
—'".
9.8% |1
9.52 | *JE L
B.4% L1
93 94 95 96 97

Network Access Service Revenues

Interstate and intrastate network access service revenues are based

on fees charged to interexchange carriers that use GTE's local-exchange
network in providing long-distance services 1o their customers. Network
access service revenues of $4.9 billion grew 7% from $4.6 billion in
1996, The impact of the 13.0% growth in minutes of use of GTE's
domestic local-exchange network for long-distance calling was partially
offset by competitive and regulatory-mandated rate reductions totaling
$120 million.

Toll Service Revenues

Toll service revenues are besed on fees charged for service beyond a
customer's local calling area but within the local access transport area
{LATA), and also include revenues of GTE Long Distance service intro-
duced in 1996. Toll service revenues decreased 3% to $24 billion from
the 1996 level. This decline was primarily attributable to price reducticns
to meet less expensive campetitive access and regulatory-mandated rate
reductions. Partially offsetting these reductions were $274 million of
higher revenuas related to GTE Long Distance service.
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Cellular Service Revenues

Cellular service revenues grew 10% to $2.8 billion from $26 billion in
1996. The growth in revenues was primarily attributable to the growth in
customers both in the U.S. and internationally. Total U.&. customers
served at the end of 1997 reached 4487000, an increase of 20% over
1996. Celluiar market penetration increased to 91% in 1997 compared
with 78% in 1996. The revenue growth was tempered by a decline in
revenues per customer per month in the U.S., reflecting price competi-
tion and continued growth of casual and security users in the custorner
base. During the year, revenues per customer in the U.S. averaged

$51 per month compared with $60 in 1996, a 150% decline.

DOMESTIC WIRELESS OPERATIQNS: SUBSCRIBERS AND MARKET PENETRATION
[J Subscribers (with PCS) {in thousands)

® Penatration Percentage (without PCS) 8,487
3.749
3,011 9.1%
2,339 _,.3-08':"‘-,“",4
6.3% L
1,58% Y 4 ’___.-"""r‘,‘
_— ,--“““'I‘
-
93 LT 95 % 87

|
| Directory Services Revenues

| Directory services revenues result primarily from the sale of Yellow Pages
i advertising and also include fees charged to print, publish and distribute
i telephone directories. GTE annually publishes or provides sates and other
} directory-related services for approximately 2600 different directories in

i 47 states and 16 foreign countries. Directory services revenues declined

| slightly, 1% to $1.5 biltion in 1997

|

|

|

Other Services and Sales
QOther services and sales include revenues from; GTE Government

| Systemns, which provides intagrated telecommunication systems and

| customized solutions and equipment to U.S. government defense and
civilian agencies as well as commarcial users beth domestically and inter-
nationally; GTE Airfone, which provides aircraft-based telecommunica-
tion services for passengers; and telephone and celiutar equipment sales
and services. |n addition, other services and sales includes revenue from
data initiatives of $279 millien in 1997, GTE continued strengthening its
data initiatives by acquiring BBN Corporation (BBN) based in Cambridge,
Massachusetts. BBN is a leading provider of high performance end-to-

| end Internet solutions such as World Wide Web site hosting, network

1 security, consulting, systems integration, and dedicated and dial-up

l Internst access for government and commercial customers. its 2,200
employees have extensive experience in leading-edge Internet and other
telecommunications applications. Twenty-eight years ago, BBN created
ARPANET, the forerunner of the Internet. In total; other services and
sales revenues increased to $5.0 billion in 1997 reflecting an increase of
22% due to the new data initiatives and higher non-network related
equipment and systems sales. During 1997, GTE Government Systems
received orders valued at $14 billion, an 18% increase over 1996,

Cost of Services and Sales

Cost of services and sales increased 14% to $9.2 billion in 1997 com-
pared with $3.1 billion in 1996, primarily reflecting the growth in sales of
telecommunication systems and equipment as well as increased costs
associated with the new Initiatives that GTE started over the past two
years. Partly offsetting these increases are productivity improvements
such as the rollout of technologically-advanced systems, thereby reducing
|abor-intensive processes.

Selling, General and Administraiive Expenses

Selling, general and administrative expenses increased 14% in 1997

to $4.:6 biltion from $40 biltion in 1996. The growth in these operating
costs is primarily related to higher selling and advertising costs, which
grew 34% fram 1996 levels. In addition, the increase is associated with
the strong customer growth and support of the data and other new initia-
tives, within GTE"s core wireline and wireless operations. Partially offset-
ting these increases were ongolng cost containment and reduction
programs in general and administrative costs, which have been imple-
mented across all business units, in addition to a reduction in pension
costs due to the purchase of annuities for certain retiress.

Depreciation and Amortization

Depreciation and amortization increased 3% to $39 billion in 1997 com-

pared with $3.8 billion in 1996. The increase reflects the expansion of .
the wireline network to meet demand for additiona! lines, enhanced call-

ing features and switched data services, and the continued deployment of
enabling technologies for broadband services. The wireless neiwork was

also expanded to provide significantly higher capacity and to improve serv-

ice quality, Thesa increases were partially offset by a reduction in depre-

ciation rates in 1997 to reflect higher salvage values related to certain
telephone plant and equipment.

QOther income and Expense
In 1997 GTE reported other expense of $48 million compared with $50
miilian in 1996. Gther income and expanse is comprised primarily of
minarity interests and earnings of unconsolidated subsidiaries, including
international ventures and cellular partnerships.

Minority interests increased $6 million in 1997 to $245 rmillion as
a result of higher earnings in the Canadian operations. The increase in
minority interest was more than offset by higher income from unconsoli-
dated subsidiaries.

: 2
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Equity in income of unconsolidated subsidiaries improved consider-
ably in 1997 and 1996. Higher eamings in 1997 of 13% were provided
by CANTV. GTE’s results from CANTV were favorably affected by operat-
ing improvements stemming from timely rate increases, productivity
gains resulting from employee reductions, and othet cost controls. In
addition, 1997 results were favorably impacted by GTE's increase in its
ownership level of CANTV fram 204% to 259% in the fourth quarter of

1596. In contrast, during 1995, CANTV cperated within a weak economy

with currency controls and limited access to international banking and
capital markets. As a result of these conditions, CANTV made a relatively
small contribution to GTE’s 1995 earnings.

Due to the high level of inflation in Venezuela, CANTV's financial
petformance is highly dependent on its ability to increase tariffs. In
1997-86, CANTV successiully obtained tariff increases, generally
in accordance with the Concession Agreement with the Venezuelan
government.

Regulatory and Competitive Trends
Much of the regulatary and legisiative activity that occurred in the U.S. in
1997 was a direct result of the Telecommunications Act of 1996 {1996
Act) adopted by Congress. The 1996 Act is intended to promote competi-
tion in all sectors of the telecommunications marketplace, while presery-
ing and advancing universal telephone service,

‘ The 1996 Act presents GTE with both chaliengas and opportunities.

TE is facing additional competition from numerous sources, such as

other incumbent local-exchange carriers, new competitive local-exchange
carriers, wireless carriers, cable television service providers, and long-
distance companies. Howewver, GTE is now permitted to provide a full
array of local, long-distance, Internet-access, wireless, and videa services
both within and cutside of its traditional operating areas, and thus gener-
ate new sources of revenue from customers previously beyond reach. In
fact, GTE now provides long-distance and Internet-access services to
1717000 and 272000 customers, respactively.

GTE is a strong supporter of competition in all telecommunications
markets. The Company's position remains constant: the benefits of com-
petition should not be divided between customers or industry segments,
There must be fair, reasonable rules at the state and federal level that
enable all service providers to participate equitably in the marketplace
and benefit everyone. GTE believes the FCC and a number of state regula-
tory agencies did not establish these comparable conditions. GTE has
consegquently exercised its right to challenge regulatory actions it believes
unfairly disadvantage its customers and shareholders.

In July 1997 the U.S, Eighth Circuit Court released its decision an
the challenge filed in 1996 by GTE and numerous other parties to rules
developed by the FCC to implement the interconnection provisions of the
1994 Act. The prices for both resold service and network elements were
required to be set using a methodology created by the FCC. The court
challenge asserted the FCC's rules were inconsistent with the 1996 Act.
The July 1997 court decision found that the FCC overstepped its author-
ity in a number of areas, and upheld GTE's position that state regulatory
agencies bear the primary responsibility fer determining the prices which
cornpeting firms must pay when interconnecting their networks. On Janu-
ary 26, 1998, the U.S. Supreme Court announced that it would review
this decision. Oral argument in the Supreme Court is expected to take
place in Qctober 1998, with a final decision likely to be issued no later
than June 1999,

This favorable ruling did not impede the progress of competition.
GTE bhas processed over 100,000 requests fram competitors for resoid
lines, is currently processing over 20,000 orders per month and expects
higher volumes per manth in the future. GTE has finalized more than 350
interconnection agreements with various competitive local-exchange car-
riers, and is currently in the process of negotiating approximately 900
additional agreements. A number of these interconnection agreements,
atdopted as a result of the arbitration process established by the 1996
Act, incorporate prices or terms and conditions based upon the FCC's
rules that were overtumed by the Eighth Circuit Court, Thus, GTE has
exercised its right to challenge a number of such agreements. GTE has -
lawsuits pending in federal district court in 14 states.

In May 1997, the FCC released two new major decisions related to
implementation of the 1996 Act’s provisions: the universal service and
access charge reform orders. The universal service order established the
support mechanisms to ensure continued availability of affordabie local
telephone service and created new programs to provide discounted
telecommunications services te schools, libraries and rural health care
providers. GTE and numerous other parties have challenged the FCC's
dacision before a Federal Court of Appeals on the grounds that the FCC
did not fallow the requirements of the 1936 Act to develop a sufficient,
explicit and competitively neutral universal service pregram. A decision
is expectad in 1998,

The FCC access charge order revamped the rate structure through
which local and long-distance companies charge customers for using
the local phone network to make long-distance calls. The FCC ordered
£18.5 billion in cuts for tong-distance companies to be accomplished by
increasing the access charges for businesses and residential customers
with more than one phone line. GTE and numerous other parties also
challenged this decision befere a federal appeals court, charging the
FCC: did not eliminate the universal service subsidies implicit in
interstate access charges as directed by the 1996 Act; and created
additional subsidy charges paid only by businesses and multiline
residential customers,
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Also in May 1997 the FCC released a decision completing a periadic
review of its price cap regulatory oversight of interstate access charges.
GTE and numerous cther local-exchange camiers have chzllenged this
decision before a Federal Court of Appeals based on the belief that the
FCC established a fundamentally unfair price reduction formula and
required retroactive price reductions. A decision on this challenge is also
expecied in 1998.

Appreximately 62% of GTE's domestic access lines are in 10
states that have adopted incentive regulation plans for intrastate service,
including California, Florida and Texas, the states where GTE's largest
operations are [ocated. Approximately 72% of the regulated revenues for
GTE's domestic telephena operations are under some form of alternative
regulation, Inciuding 100% of the interstate revenues. GTE filed inter-
state access revisions during 1997 that became effective June 3, 1997
and July 1, 1897, Overall, these filings resulted in a net annual price
reduction of $103 million. In 1997 the FCC also crdered significant
changes that altered the structure of access charges collected by GTE,
effective January 1, 1998. Generally, the FCC reduced and restructured
the per minute charges paid by long-distance carriers and impiementad
new per line charges. The FCC also created an access charge structure
that resulted in different access charges for residential primary and sec-
andary lines and single tine and multiline business lines. In aggregate,
the reductions in usage sensitive access charges paid by long-distance
carriers were offset by new per line charges and the charges paid by
end-users. .

Internationally, the pace of regulatory and competitive change con-
tinued to accelerate during 1997, which allows GTE the opportunity to
more fully participate in the $600 billion annual world telecom market.
Currently, 20% of the world market operates in a competitive mode, and
by the year 2000, this will have shifted to 80%. Much of this shift is
associated with the 1997 World Trade Qrganization (WTQ) agreement on
trade in basic telecommunications. This agreement was signed by 69
countries that represent 94% of global telecommunications services.

Across Latin America, intensive efforts to institute market liberaliza-
tian are underway with Brazil, Mexico, Ecuador and Guatemala leading
the way. In Venezuela, where GTE is a major participant in a wide range of
telecom services through CANTYV, the market is scheduled for competitive
liberalization in November 2000. in Argentina, important regulatory
changes have instituted “calling party pays” in the cellular market. In
addition, a decision is in the courts that could allow GTE's cellular ven-
ture CTI ta carry its customers’ long-distance calls. Further, CT| has
gained the right to bid for a license to offer PCS service in Buenos Aires,
which would extend its service coverage to the entire country. In the
Dominican Republic, CODETEL maintains its solid pasiticn as a full ser-
vice provider of choice in an increasingly competitive telecom market.

Eurcpe opened its market to extensive competition on Jaruary 1,
1998, as part of its WTO commitment. GTE continues to evaluate the
many opportunities made available by this opening of one of the most
prosperous telecom markets in the world,

In Asia, where GTE's position is growing, massive untapped markets
are just beginning to émerge. GTE is involved in providing fixed wireless
service in narthem India, PCS service in Taiwan and paging service in
China. Although China and Taiwan have not currently committed to the
WTO agreement, these countries, along with all of Asia, continue their
movement toward market liberalization. From its base in Asia, GTE will
share in the region’s growth.

In Canada, GTE already provides a wide range of telecom services
through its BC TEL and Québec Tel operations. These companies provide
the opportunity for further growth as Canada's market flourishes under
that country’s competitive initiatives, which include the implementation
of & price cap regime, rebalancing of lccal rates and the opening of
competition in local service in British Columbia effective January 1,
1998. The Canadian telephone operations currently follow accounting
prescribed by Statement of Financial Accounting Standards No. 71,
“Accounting for the Effects of Certain Types of Regulation™ {FAS 71}.
Given the changes discussed above, GTE's Canadian telephone opera-
tions are studying whether the use of FAS 71 continues to be appropriate.
i they were to determine that the use of FAS 71 was no longer appropri-
ate, they would be required to write-off certain deferred costs and obliga-,
tions and reduce the carrying value of their plant and equipment to the -
extent that it is considered unrecoverahle, The financiat impact of such a
determination, which would be non cash, could be material.

Around the globe, GTE continues to support the orderly transition to
competitive telecommunications markets that allow all efficient service
providers to work together under unhiased laws and regulations to bring
the best in telecommunications services to the consumer, -

GTE Growth Initiatives
In 1997, GTE continued to position itself to respond aggressively to
competitive developments and benefit from new opportunities,

In May 1997, GTE announced plans to become a leading national
provider of data communications services that included the acquisition
of BBN Corporation, a leading supplier of end-to-end Internet solutions.
BBN Corporation brings valuable skills, a leading position in the Internet
market and an impressive list of Fortune 500 clients. In addition, GTE
announced a strategic alliance with Cisco Systems, Inc. to jointly develop
enhanced data and Internet services for customers; and the purchase of a
national, state-of-the-art fiber-optic network from Qwest Communice-
tions, This expansion of data services continued in November 1997 with
the announcement of the acquisition of Genulity Inc. (Genuity), a sub-
sidiary of Bechtel Enterprises. Genuity is a premier valug-added provider
of distributed application hosting solutions.
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During 1997 GTE established an organization that could take
advantage of tha new apportunities available as a result of the changing
regulatory environment, GTE Comvmunications Corporation is the enabling
marketing and sales ofganization, permitting GTE 1o go beyond its tradi-
tional franchise boundaries and campete effectively in the marketplace.
By packaging products and services, such as traditional wireline, wire-
less, long-distance and Internet services on one bill, GTE is positioned
to capture high valus, high margin customers, both inside and outside
of franchise territories. GTE Communicaticns Corporation is initially
reselling other companies' facilities, including those of GTE's in-franchise
lacal-exchange carrtexs, Hawever, as the marketplace dictates, variations
of service delivery may ocour that could include the following possibili-
ties: a GTE network, supparting all information transport (voice, video
and data) over wireline and wireless; a series of alliances; or through least
cost routing as a reseller,

In addition, GTE activated its first PCS wireless network in Cincin-
nati in February. PCS wireless networks were also activated in April and
May, in Seattle and Spokane, respectively, completing the PCS market
launch. At year end there were 19000 customers.

GTE is also actively pursuing expansion of its international opera-
tions to capitalize on opportunities for long-term profitable growth,

GTE expanded paging service through a joint venture with a major
Chinese wireless telecommunications operator. This service now encom-
pesses 20 major metropolitan areas. This effort has penerated over

5,000 customers. In January 1997, the government of Taiwan awarded
a digital cellular license to Pacific Cellular Corporation, a consortium in
which GTE holds a minority interest as the only foreign stakeholder, -
GTE expects to invest approximately $135 million into this venture. The
planned network will include approximately 1,200 call sites, representing
the largest network on any frequency in the country. Service was
launched in January 1998,

Capital Investment, Resaurces and Liquidity

Return on Equity

GTE's return on average common equity was 406% in 1997 compared
with 40.1% in 1996, exctuding the impact of data initiatives and the
1996 gains on the sales of certain nonstrategic domestic telephane
properties.

Capitalization

GTE targets a capital structure and overali credit position that is appropri-
ate for an *A’ rated company. This allows GTE's shareholders to enjoy the
benefits of prudent and reascnable financial leverage, while also protecting
debtholder interests and ensuring ready access to the capital markets,

In June 1996, Mocdy's raised its rating on GTE Corporation’s senior
dabt to A3 from Baal and in March 1997 Standard & Poor's raised its
rating on GTE Corporation’s senior debt to A fram A-. In October 1997
due to the proposed offer to merge with MCI, tha rating was reduced to
Baal by Moody's. Although MCI has approved an alternate offer, GTE's
offer remains open. Due to the uncertainty of the ¢losing of the other
offer for MCt and GTE's open offer, four major rating agencies have con-
tinued a negative “watch (isting” on GTE's debt rating.

During 1997, GTE renegotiated its two syndicated credit facilities
totaling $4.0 billian, including a five-year line of $2.5 billion for GTE
Corporation and a 364-day line of $L.5 billion fer certain domestic tele-
phone aperating subsidiaries. Fifty-four banks representing 12 countries
participated in these syndicated facilities, which will be used primarily to
back up commercial paper borrowings. In December 1957, GTE negoti-
ated bilateral credit agreemants for an additional $2.0 billien in credit
capacity. These facilities, which are shared by GTE Corporation and cer-
tain domestic teiephone operating subsidiaries, are aligned with the
maturity date of the existing 364-day line. The additichal capacity pro-
vides greater flexibility to incur additional indebtedness of a shorter-ferm
duration during periods when it may not be desirable te access the capi-
tal markets to refinance short-term debt.

In June 1957 GTE's Board of Directors approved the filing of a
$3 billion shelf registration statement with the Securities and Exchange
Commission that included the establishment of a public Medium-Term
Note (MTN) pragram. The benefits of an MTN program include lowear
rates than traditional debentures due to more flexibility with regard to
amounts issued, timing and spead to market. Notes issued under the
MTN program have received the same credit ratings as GTE Corperation's
debentures.

CONSOLIDATED CAPITALIZATION
[0 Total Debt {in billions)

W Total Equity (n billions)

& |Interest Coverage Ratio

$28.2
$26.4
$25.5 420 .0 £25.4
s14,7 $14,2 814,39 515.7 $17.9
5.0x
4. 3x b.5K Y3
3.4x i
93 94 95 96 87

Total equity as a percentage of total capitatization was 36.5% at the
end of 1997 cormpared with 38.1% in 1996.
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CONSQLIDATED CASH FLOWS tin billions)

I EBITDA {sea definition in “Cash Flow" below)
[1 NetCash from Operations

& Capilal Expenditures

Cash Flow

GTE’s cash flow from operations increased to $6.2 billion in 1997 from
$5.9 billion in 1996, reflecting the improved 1997 operating results from
domestic and international operations. The improvement in aperating
results is reflected in the “Earnings before income taxes pius deprecia-
tion and amortization” (EBITDA) performance measure. EBITDA repre-
sents operating income, adjusted to include the net earnings from
unconsolidated subsidiaries less minority interest, plus depreciation and
amortization. For 1997, EBITDA amounted to $96 hillion, reflecting a
favorable increase of $249 million.

Capital expenditures totaled $5.1 billion in 1997, a 25% increase
from the $4.1 billion spent in 1296, The majority of the 1997 new invest-
ments were made to meet demands of growth, modernize facilities and
continue to position GTE as the low-cost provider of high-quality voice,
data and video teiecommunications services, Other expenditures were
made to improve and expand GTE's wireless and data networks, including
an approximately $264 million initial investment to build a state-of-the-
art national fiber-optic network. GTE expects capital expenditures to
ramain at approximately the same level in 1998, Reduced capital require-
ments within GTE's core wireline business are expected to be partially
offset by increased expenditures on GTE's new data initiatives.

Additional cash used in investing activities totaled $845 million
during 1987, Acquisitions and investments in the new data initiatives
accounted for a majority of the increase and included approximately
$625 million to acquire all of the outstanding shares of 8BN. In addition,
approximately $90 million was used to acquire Genuity Inc., whose
applications enable customers to transfer their business applications
to the Internet,

In 1997-95, GTE announced plans to repurchase up ta 20, 25 and
20 million shares, respectively, of its currently issued common stock from
time ta time, depending on market conditions. The shares will be usad to
satisfy the requirements of GTE's employee benefit and dividend rainvest-
ment programs. Cf the announced repurchase plans, a total of 38.8 mil-
lion shares had been repurchased under the 1996 and 1995 programs.
Cash used for the purchase of these shares was $1.7 billion, Repurchases
under the 1997 program will continue in the future, considering the Com-
pany's targeted credit profiie, stock price and related factors.

In 1996, GTE's cash flow from operations increased to $5.9 billion
from $5.0 billicn in 1995, reflacting improved 1996 operating results.

Capital expenditures totaled $4.1 billion in 1996, about $50 millian
mare than the 1995 level. The 1996 total reflected expenditures used for
the deployment of broadband video netwerks in California and Florida,
buildout of the new wireless PCS networks and other requirements to
support new révenue growth initiatives and expanded service capabilities,
partially offset by lower spending on domestic cellular networks. Other
investing activity included $190 million for the purchase of CANTV shares
during the initlal public offering by the government of Venezuela and
subseguent market purchases.

In 1998, the funding of dividends and capital requirements for
GTE’s businesses will be substantially sourced by cash from operations,
although GTE's strong financial position allows ready access to worldwide
capital markets for any additional cash requirements.

Forward-Looking Statements

GTE estimates that core eamings per share from operations wifl grow not
less than 10% in 1998, and that for 1995 and beyond consolidated earn-
ings per share, including the effects of the data initiatives, will grow at an
accelerated level of 30% to 50% higher than the previous guidance of
10%. Consolidated revenue growth will accelerate from the current 9%
growth rate to 10% to 12% over the longer term, with much of that
growth driven by expanded services like long-distance, video, value-
added data communications and Internet-related services. In addition,
the new marketing and sales initiative will generate significant revenue
growth through sales of bundled services. Operating margins for domestic
telephone operations are expected to be consistent with margins )
achieved in 1997, .

GTE has projected domestic wireless oparations will graw consistent
with the industry. Cellular revenues per customer, however, is expected to
continue a downward trend as more residential customers sign up and
new competitors enter the market.

BTE continues to project that the amount of net income cantributed
by its international operations in 1995 will double by the year 2000.

* .
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Risk Management

GTE views derivative financial instruments as risk management tools and,
in accordance with Company pelicy, does not utilize them for speculative
or trading purposes. GTE is also not a party to any leveraged derivatives.
GTE is exposed te market risk from changes in interest rates and foreign
currency exchange rates, as wel} as changes in the market price of GTE's
common stock. GTE manages its exposure to market risks through its reg-
ular operating and financing activities and, when deemed appropriate,
through the use of derivative financial instruments that have been autho-
rized pursuant to the Company’s policies and procedures, The use of
these derivatives ailows GTE to reduce its overall exposure to market risk,
as the gains and losses on these contracts substantially offset the gains
and losses on the liabilities being hedged. In addition, GTE enters into
derivative financial instruments with a diversified group of major financial
institutions in order to manage its exposure to nonperformance on such
instruments.

GTE uses derivative financial instrumeants to manage its exposure to
interest rate movemnents and to reduce borrowing costs. GTE's net expe-
sure to interest rate risk primarily consists of floating rate instruments
that are benchmarked to U.S. &nd European short-term money market
interest rates. GTE manages this risk by using interest rate swaps to con-
vert floating-rate long-term and short-term debt to synthetic fixed rate
instruments. GTE also uses forward interest rate swaps and forward con-
tracts to sell U.S. Treasury bonds to hedge interest rates on anticipated

.Iong-term debt issuances.

Based on GTE's interest rate sensitive derivative financial instru-
ments outstanding at December 31, 1997, a 100 basis point increase in
interest rates as of December 31, 1997 would result in a net increase in
the market value of these instruments of $96 million. Conversely, a 100
basis point decrease in intarest rates would result in a $108 million net
reduction in the market value of these instruments. Any increase gr
decrease in the market value of GTE's interest rate sensitive derivative
financial instruments would be substantially offset by a corresponding
dacraase or increase in the market value of the underlying liability or
anticipated debt issuance. '

GTE uses foraign currency derivative instruments to reduce its
exposure to adverse changes in foreign currency rates. The use of these
derivatives allows GTE to reduce Hs overall exposure to exchange rate
fluctuations, as the gains and losses on these contracts substantially off-
set the gains and losses on the liabilities being hedged. The Company's
exposure to foreign exchange rates primarily exists with the British pound
and the Canadian doilar. As of December 31, 1997, GTE's exposure result-
ing from fluctuations in foreign currency exchange rates was not material.

In the past, GTE issued stock options to certain of its employees
that had tandem stock appreciation rights. To minimize GTE's exposure to
compensation expense related to these stock appreciation rights, GTE
purchased long-term call options on its common stock. As of December
31, 1997, a $5 change in the per-share price of GTE's common stock
would impact GTE's pretax earnings by $50 million. However, gains and
lossas recognized on granted employee options are substantially offset by
gains and losses recognized on the purchased call options,

Year 2000 Convaersion

The Year 2000 issue has an industry-wide impact. GTE has had an active
Year 2000 Program in place. The GTE Year 2000 msthodology and
processes were certified in 1297 by the Information Technology Associa-
tion of America. This program is necessary bacausa the Year 2000 issue
would impact systems, networks and business processes at GTE. This
program includes: Inventery; assessment and analysis of systems, net-
works and business processes; remadiation of any impacted software;
and validation testing. The current estimate for the cost of remediation
for GTE and affiliates is approximately $350 million. Year 2000 remedia-
tion costs are expensed in the year incurred. Through 1997 expenditures
totaled $67 million. GTE currently has approximately 1,200 full time
equivalents {company employess and cantractors) mobilized threughout
its business units to address the Year 2000 issue. Continued success is
dependent on the timely delivery of Year 2000 compliant products and
services from its suppliars. GTE currently belisves that its essential
processes, systems and business functions will be ready for the millen-
nium transition.

Risk Facters ‘
GTE's forward-looking statements are based upon a series of projections
and estimates regarding the economy, the telecommunications industry,
the effects of federal, state and local regulations on the industry in gen-
eral and within GTE's markets, as wall as key performance indicators that
affect the company directly. These projections and estimates regarding
the economy and the telecommunications industry relate to the demand
for and pricing of services, the eifects of competitian, the impact of uni-
versal service and the success of new products, services and new busi-
nesses such as bundled services through the new marketing and sales
initiative, value-added data communications, Internet-related services,
long distance and video.

With regard to the effects of regulation, GTE has assumed fair and
reasonable resolutions ta any pending and petential federal, state and
local regulatery initiatives and proceedings, including arbitration pro-
ceedings before various state regulatory commissiors. GTE has assumed
that the favorable rulings of the Court of Appeals for the Eighth Cireuit
regarding the terms of interconnection, unbundied network elements and
resale rates wili be upheld by the U.3. Supreme Court, which announced
it would review this decision.

The risk management discussion and the estimated exposures
included herein are forward-looking statements of market risk assuming
cartain adverse market conditions occur. Actual results in the future may
differ significantly from these estimated exposures due to actual develop-
ments in the global financial markets. The analysis methods used by the
campany to assess and mitigate risk shouid not be considered projections
or forecasts of future events or losses.

In developing its forward-looking statements, GTE has made certain
assumptions relating to key performance indicators that have a direct
bearing on GTE's ability to attain these prajections. These assumptions
include the continued annual growth of telephone access lines and min-
utes of use, new and expanded services, wireless volumes, and customer
growth, They also assume productivity improvements and the absence of
disruption to GTE's markets.

If future events and actual performance differ from that assumed for
the risk factors noted above, GTE's actual results could vary significantly
from the performance projected in the forward-looking statements.




Report of Independent Public Accountants

To the Board of Directors and
Shareholders of GTE Corporation:

We have audited the accompanying consolidated talance sheets of GTE
Corporation {a New York corporation) and subsidiaries as of December 31,
1897 and 1996 and the related consolidated statements of income,
sharehalders’ equity and cash flows for each of the three years in the
period ended December 31, 1997 as set forth on pages 29 through 39

of this report. 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 in accordance with generaily accepted
auditing standards. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement. An audit includes
exarmining, on a test basis, evidence supporting the amounts and disclo-
sures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by manage-
ment, as well as avaluating the averall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of GTE Corporation
and subsidiaries as of Decamber 31, 1997 and 1996, and the results of
their operations and their cash flows for each of the three years in the
period ended December 31, 1997 in canformity with generally accepted
accounting principles.
| As discussed in Note 2 to the consalidated financial statements, in
1995 the Company discontinued applying the provisions of Stalement of
Financial Accounting Standards No. 71, “Accounting for the Effects of
Certain Types ¢f Regulation.”

LA Lol i f

Stamford, Connecticut
January 27, 1998

Management Report

To Qur Shareholders:

The management of GTE is responsible for the integrity and objectivity of
the financial and operating infarmation contained in this annual report,
including the consolidated financial statements covered by the Report

of Indlependent Public Accountants, These statements were prepared in
conformity with generally accepted accounting principles and include
amounts that are based an the best astimates and judgments of
managernert.

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

In addition, the Audit Committee of the Board of Directors, con-
sisting solely of cutside directors, mests pericdically with management,
the internal auditors and the independent public accountants to review
internal acceunting centrols, audit results and accounting principles
and practices, and snnually recommends to the Board of Directors the .
selection of independent public accountants.

ladn K- re

Charles R. Lee
Chairman and
Chief Executive Officer

D Lefoine o,

J. Michael Kelly
Executive Vice President—
Finance and Planning




Consolidated Statements of Income _ GTE Corporation and Subsidiaries

Years Ended December 31

{Millions of Dollars, Except Per-Share Amaunts} 1997 1996 1995

Revenues and Sales

Local services $ 6,607 $ 6,060 $ 5,743
Network access services 4,923 4618 4,363
Toll services 2,429 2,500 2,548
Gellular services 2,817 2,562 ‘ 2,191
Directory services 1,507 1,527 1,383
Other services and sales 4,877 4,072 3,729
Total revenues and sales 23,260 21,339 19,957
Operating Costs and Expenses
Cost of services and sales 9,203 8,071 7,537
Selling, general and administrative 4,560 4,010 3,689
Depreciation and amortization 3,886 3,770 3,678
Total operating costs and expenses 17,649 15,851 14,801
Operating Income 5,611 5,488 5,056
Other (Income) Expense
Interest—net 1,145 1,026 1,047
Other—net 48 £0 5
ome before income taxes 4,418 4,412 4,004
me taxes 1,624 1,614 1,466
Income before extracrdinary charges 2,794 2,798 2,538
Extrecrdinary charges .- — {4,682)
Net Income (Loss) $ 2,794 $ 2,798 $(2,144)

Earnings (Loss) Per Commaon Share

Before extracrdinary charges $ 292 $ 289 $ 262

Extraordinary charges . - — (4.83)
Net Income (Loss) $ 292 $ 2.89 $ (2.21)
Diluted Earnings (Loss} Per Common Share

Before extraordinary charges $ 290 $ 288 $ 26l

Extraordinary charges - - — (4.81)
Net income {Loss) $ 290 $ 2.88 $ (2.20)
Average Common Shares Outstanding {in millions)

Basic 958 969 970

Diluted 262 972 973

See Moles iv Consolidated Financial Statements.




Consolidated Balance Sheets GTE Corporation and Subsidiaries

Dacember 31
Millicns of Doflars} 1997 1996
Assels
Current Assets
Cash and cash equivalents $ 551 $ 405
Receivables, less allowances of $333 and $299 4,782 4,482
Inventeries and supplies 846 673
Deferred income tax benefits 51 200
Other 307 273
Total curent assets 6,537 6,033
Property, plant and equipment, net 24,080 22,902
Prepaid pension costs 4,361 3,639
Franchises, goodwill and other intangibles 3,232 2,507
Investments in unconsolidated companies : 2,335 2,035
Other assets 1,597 1,306
Total assels $42,142 $38,422
Liabilities and Sharehelders’” Equity
Current Liabilities
Shori-term obligations, including current maturities : $ 3,398 $ 2,497
Accounts payable and accrued expenses 4,672 4,156
Taxes payable 71 ?54.
Dividends payable 466 472
Other 534 435
Total current liabilities 9,841 8,314
Long-term debt 14,494 13,210
Employee benefit pians 4,756 4,688
Deferred income taxes 1,782 1,474
Minority interests 2,263 2,316
Other liabilities 978 1,084
Total liabilities 34,104 31,086
Shareholders’ Equity
Comman stock—shares issued 984,252 887 and $80,911,281 49 49
Additional paid-in capital 7,317 7,248
Retained earnings ' 2,372 1,370
Guaranteed ESOP obligations {55Q) (57%)
Treasury stock—26,253,088 and 17813,275 shares, at cost {1,150) (756)
Total shareholders' equity 8,038 7.336
Total {iabilities and shareholders’ equity $42,142 $38,422

See Notes to Consolidated Financial Statements.

.



Consolidated Statements of Cash Flows GTE Carporation and Subsidiaries

Years Ended December 31

{Millions of Dellars) 1997 1296 1995
Operations
lncome before extraordinary charges $ 2,794 $ 2,798 $ 2,538
Adjustments to reconcile income before extraordinary charges
to net cash from operations:
Depreciation and amortization 3,886 3,770 3,675
Deferred income taxes 456 415 484

Changes in current assets and current liabilities, sxcluding the
effects of acquisitions and dispositions:

See Noles [o Consglidated Financial Statements.

Receivables—net {622) (571} (561
Other current assets (220) 26 (92)
Accrued taxes and interest 86 (109) {25)
Other current liabilities 405 (220) (598)
Other—net (541) (210) (388)
Met cash from operations 6,244 5,899 5,033
Investing
Capital expenditures : {5,128) (4,088) (4,034)
Acquisitions and investments . (927) {476} {798)
Proceeds from sales of assets 73 337 314
her—net 9 (50} 17
Net cash used in investing (5,973) {4,277) {4,501)
‘h Financing
Comman stock issued 288 444 385
, Purchase of treasuty stock (576} (967 {133)
| Dividends paid (1,802} {1,825) (1,827)
, Long-term debt and preferrad securities issued 2,407 2,038 1,098
i Long-term debt and preferred securities retired (2,417} (582) {1,553)
; Increase {decrease} in short-term obligations, excluding current maturities 2,015 (725} 1,529
; Other—net (40) 68 (22)
| Net cash used in financing {125) (1,54%) (5623)
Fr increase in cash and cash equivalents 146 73 9
: Cash and cash equivalents:
l Beginring of year 405 332 323
{ End of year $ 551 $ 405 $ 332
E Cash paid during the year for
Interest $ 1,282 $1,088 $ 1,133
l{ Income taxes 1,057 1,325 985
i
|
F
|

L .
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Consolidated Statements of Shareholders’ Equity GTE Corporation and Subsidiaries

Additional Retained Guaranteed
Preferred Commen Paid-in Earnings ESOP Treasury
(#illions of Doliars) Stock Stock Cepital {Deficit)  Obligations Stock Tatal
Shareholders’ Equity,

December 31, 1994 $ 10 $48 $7.627 $ 3,422 $624) % — $10,483
Net loss (2,144) (2,144)
Dividends declared (1,824) {1,824)
Commeon and treasury stock issued under employee i

and sharehalder plans (13,564,835 shares) 1 369 43 413
Purchase of treasury stock (3,689,200 shares) (133) (133)
Retirement of preferred stock (265,835 shares) (10} (10)
Dther 53 12 21 86
Sharehotders' Equity, ‘

December 31, 1995 - 49 8,049 (534) (603) °0) 6,871
Net income 2,798 2,798
Dividends declared (915) (905} {1,820}
Common and treasury stock issued under employee

and shareholder plans (11,570,646 shares) 110 340 450
Purchase of treasury stock (23,533,200 shares) {1,0086) {1,006}
Other 4 11 28 43
Shareholders’ Equity, '

Decemher 31, 1996 - 49 7,248 1,370 {575) (756} 7,’
Net income 2,794 2,7
Dividends declared (1,800) (1,800)
Common and treasury stock issued under employee ‘

and shareholder plans (6,620,993 shares) 146 142 288
Purchase of treasury stock (11,719,200 shares) (536} (536)
Other (77) 8 . 25 (44)
Shareholders™ Equity,

December 31, 1997 $ - $49 $7.317  $2,372 $(550) %(1,150) % 8,038

See Notes to Consolidated Financial Statements.




Notes to Consclidated Financial Statements

1. Summary of Significant Accounting Policies

Description of Business
GTE Corporation and subsidiaries (GTE} is ane of the largest telecom-
municatigns companies in the world. GTE’s domestic and internationai
operations serve 277 million access lines in the United States, Canada,
the Dominican Republic and Venezuela. GTE is & leading wireless opera-
tor in the United States, with the potential of serving 61.3 million wireless
and personal communications services customers. OQutside the United
States, GTE operates wireless networks serving some 176 million POPs
through subsidiaries in Canada and the Dominican Republic and affili-
ates in Venezuela and Argentina. GTE pravides internetworking services
ranging from dial-up Internet access for residential and small business
consumers to Web-basad applications for Fortune 500 companies. GTE
is also a leader in government and defense communications systems and
equipment, directories, telacommunications-based information services
and systems and aircraft-passenger telecommunications.
Basis of Presentation
GTE prepares Its consolidated financial statements in accordance with
generally accepted accounting principles, which require management to
make estimates and assumptions that affect the reported amounts.
Actual results could differ from those estimates.

The consolidated financial statements of GTE include the accounts
of all majority-owned subsidiaries. All significant intercompany amounts

accounted for on the equity basis. Investments of less than 20% are

‘uave been eliminated. Investments in 20%-50% owned companies are

generally accounted for on the cost basis.

Reclassifications of prior-year data have been made, where appropri-
ate, to conform to the 1997 presentation.
Revenue Recognltion
Revenues zre generally recognized when services are rendered or prod-
ucts are delivered to customers, Long-term contracts are generally
accounted for using the percentage of completian method, with revenues
recagnized in the proportion that costs incurred bear to the eslimated
total costs at completion. Expected losses on such contracts, if any, are
charged to income currently. '

Depreciation and Amortization

All subsidiaries provide for depreciation on a straight-line basis over the
estimated ecanomic lives of their assets. Prior to 1996, GTE’s telephone
subsidiaries provided for depreciation on a straight-line basis over asset
lives approved by regulators (see Note 2),

Franchises, goodwill and other intangibles are amortized on a
straight-line basis over the periods to be benefited or 40 years, whichever
is less, Amortization expense for consolidated subsidiaries was $143 mil-
lien, $20 millian and $87 million in 1997-95, respectively. Accumulated
amortization was $677 million and $488 million at December 31, 1997
and 1996, respectively.

Goodwill resuiting from investments in unconsolidated subsidiaries
is amortized on a siraight-line basis over the periods to be benefited or
40 years, whichever is less,

Foreign Currency Translation

Assets and liabilities of subsidiaries operating in foreign countries are
transiated into U.S. dellars using the exchange rates in effect at the kal-
ance sheet date. Resulfs of operations are translated using the average
exchange rates prevailing throughout the period. The effects of exchange
rate fluctuations on translating foreign currency assets and liabilities into
U.S. dollars are included in sharehalders’ equity. Translation gains and
losses of affiliates operating in highly-inflationary economies are included
in net income as they occur. '

Employee Benefit Plans

Pension and postretirement health care and life insurance benefits
earned during the year as well as interest on prejected benefit obligations
are accrued currently. Prior service costs and credits resulting from
changes in plan banefits are amortized over the average remaining service
period of the employaes expected to raceive benefits. Material curtailment/
settlement gains and losses associated with amployee separations are
recognized in the period in which they occur.

Income Taxes .

Deferred tax assets and liabilities are astablished for temporary differ-
ences between the way certain income and expense items are reported for
financial reporting and tax purposes and are subsequently adjusted to
reflect changes in tax rates expected to be in effect when the temporary
differences reverse. A valuation allowance is established for deferred tax
assets for which realization is nof likely,

Deferred income taxes are not provided on undistributed earnings of
foreign subsidiaries, ageregating approximately $612 millian at December
31, 1997, as such earnings are expacted te be permanently reinvested
in these companies.

Earnings Per Common Share

In the fourth quarter of 1997, GTE adopted Staterment of Financial
Accounting Standards No. 128, “Eamings per Share” (FAS 128}, which
supersedas Accounting Principles Board Qpinion No. 15, Under FAS 128,
earnings per common share is computed by dividing net income (loss)
availablz ta comman stockholders by the weighted-average number of
comimon shares outstanding during the period. Dituted earnings per share
reflects the potential dilution that could occur if securities or other con-
tracts to issue common stock were exercised or converted inta common
stock or resulted in the issuance of common stock. Prior-period amounts
have been restated, where appropriate, to conform to the requirements

of FAS 128 (see Note 15},

Cash and Cash Equivalents

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

Financial Instruments

GTE uses a variety of financial instruments to hedge its exposure to fluc-
tuations in interest and foreign exchange rates and in compensation
expense related to GTE's common stock price appreciation. The Company
doaes not use financial instruments for speculative or trading purposes,
nor is the Company a party to leveraged derivatives. Amounts to be paid
or received under interest rate swaps are accrued as interest expensa.
Gains or losses on foreign exchange contracts are recognized based on
changes in exchange rates, as are offsetting foreign exchange gains or
losses on the foreign currency obligstions being hedged. Gains or losses
on iong-term call options on GTE's common stock, which hedge GTE's




Notes to Consolidated Financial Stataments

exposure to compensation expense related to outstanding stock apprecia-
tion rights (SARs), are recognized based on fluctuations in the market
price of GTE's common stock. Gains or losses recognized on these call
options offset SARs expense or income in GTE's consolidated statements
of incomae,

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

2. Extraordinary Charges

In response ta fegislation and the increasingly competitive environment
in which telaphone subsidiaries operate, GTE discontinued the use

of Statement of Financial Accounting Standards No. 71, “Accounting
for the Effects of Certain Types of Regulation” (FAS 71), in the fourth
quarter of 1995,

As a result of the decision to discontinue FAS 71, GTE recorded a
nencash, after-tax extraordinary charge of $46 bittion (net of tax benefits
of $2.8 billion), or $4.79 per share, in the fourth quarter of 1995, The
charge primarily represented a reduction in the net book value of tele-
phone plant and equipment of domestic telephone subsidiaries through
an increase in accumulated depraciation. GTE shortened the depreciable
lives of its telephone plant and equipment in 1296, which ranged from 11
to 30 years, to 8 to 20 years for circuit equipment, switching equipment,
copper and fiber-optic cable.

In addition, during 1995, GTE redaemed, prior to their stated matu-
rity, 12 series of its preferred stock totaling $71 million, including $10
million of perpetual preferred, and $932 million of its telephone operat-
ing subsidiaries' long-term debt. These redemptions resulted in an after-
tax extraordinary charge of $41 miliion (net of tax benefits of $21
millian), or $.04 per share.

3. Investments in Unconsolidated Companies

GTE's investments in unconsolidated subsidiaries include its investments
in Compafifa Anénima Nacional Teléfonos de Venezuela (CANTV) and
Compafiia de Teléfonos del Interior (CTI) as well as its investments in cellu-
lar partnerships in the U.S. and cther international investments.

During the fourth quarter of 1996, GTE increased its ownership in
CANTV from 20.4% to 25.9% through the purchase of $190 million of
additional shares in connection with the initial public offering of CANTY
shares by the Venezuelan government and subsequent market purchases,
CANTYV is the primary provider for local, national long-distance and inter-
national long-distance telephone service in Venezuela, CANTY also pro-
vides ather telecommunications and related services, including cellular,
Internet access and directory advertising services. At December 31, 1997
and 1996, GTE had an investment in CANTV of $16 billion and $15 bil-
lion, including $787 million and $812 million of goodwill, respectively.

GTE has a 2565% ownership interest in CTI, an international con-
sortium providing celiular services in the north and south interior regions
of Argentina. At December 31, 1997 and 1996, GTE had an investment in
CTI of $208 million and $113 million, respectively, and through Decem-
ber 31, 1997 provided $182 million in guarantees to banks and other
shareholders. ‘

4

Other investments in unconsolidated subsidiaries, primarily cellular
partnerships, were $482 million and $400 million at December 31, 1997
and 1996, respectively, including goodwill of approximately $23 million
and $24 million, respectively.

4. Recent Accounting Pronouncements
In June 1997, the Financial Accounting Standards Board (FASB) issued
Financial Accounting Standards No. 130, “Reporting Comprehensive
Income” (FAS 130). FAS 130 establishes standards for reparting and dis-
play of comprehensive income and its compenents in the financial state-
ments. FAS 130 is effective for fiscal years beginning after December 15,
1297, Reclassification of financial statements for aarlier perieds provided
for comparative purposes is required. The adoption of this standard will
have no impact on GTE"s results of operations, financial position or cash
flows.

In June 1997, the FASE issued Financial Accounting Standards No.
131, "Disclosures about Segments of an Enterprize and Related informa-
tion” (FAS 131). FAS 131 establishes standards for the way that public
business enterprises report information abaut operating segments in
annuat financial statements and requires that those enterprises report
selected information about operating segments in interim financial
reports issued to shareholders. It also establishes standards for related
disclostres about products and services, geographic areas and major
customers. FAS 131 is effective for financial statements for fiscal years
beginning after December 15, 1997 Financial statement disclosures for
prior periods are required to be restated. GTE expects changes in its
disclosure. The adoption of FAS 131 will have no impact on GTE's
consolidated results of operations, financial position ar cash flows.

5. Shareholders’ Equity

Preferred Stock

During 1995, GTE retired, prior to its stated maturity, perpetual preferred
stock of approximately $10 million (see Note 2}

Common Stock

The authorized common stock of GTE at December 31, 1997 consisted
of two hillion shares with a par value of $.06 per share. In 1997, GTE's
Board of Directors authorized the repurchase of up to 20 millian shares
of currently issued GTE common stock in the open market or in privately
negotiated transactions, This program is in addition to the 25 million
ghare repurchase program announced in August 1996,

Additional Paid-In Capital

Dividends for the first and second quarters of 1996 were paid entirely
from additional paid-in capital as a result of the extraordinary charges
taken as of December 31, 1995 in connection with the discontinuance of
FAS 71 (see Note 2). Beginning in the third quarter of 1996, dividends
were paid from retained earnings.

Additional paid-in capital includes cumulative foreign currency
translation adjustments of ${263) million, $(173) million and $(192}
million at December 31, 1997-95, respectively, and the cumulative
unrealized gains on investments in debt and equity securities of $20 mil-
lign, $5 miltion and $20 miliion at December 31, 1997-95, respectively.
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Notes to Consolidated Financial Statements

€. Stock Option and Sharehglder Rights Plans

Stock Option Plans

GTE maintains broad-based stock option plans that caver substantially all
employees. Prior to 1997, options were granted separately or in conjunc-
tion with stock appreciation rights (SARs). Beginning in 1997, the grant-
ing of SARs was discontinued. The options aliow the purchase of GTE
common stock at the market price on the date of grant and have a term of
10 years. The options vest aver periods not exceeding seven years.

The number of shares that are available for granting in each year is
limited ta four-tenths of one percent of GTE's outstanding common stock
as of December 31 of the preceding year. Any unused ameunt is carried
forward and made available for granting in the subsequent year.

in 1995, the FASE issued FAS No. 123, "Accounting for Stock-
Based Compensation” (FAS 123). As permittec by FAS 123, GTE contin-
ues to apply the recognition and measurement provisions of Accounting
Principles Board Opinian No. 25, "Accounting for Stock Issued to
Emplayees™ (APB 25). The differences hetween the recognition and
measurerment pravisions of FAS 123 and APB 25 would impact GTE's
results of operations by less than $.03 per share.

The following table summarizes stock aption activity during each
of the last three years:

Stock Average

to acquite GTE on terms not approved by GTE's Board of Directors. The
Rights may be redeemed by GTE at a price of $.01 per Right, at any time
priot to becoming exercisable. Rights that are not redeemed or exercised
will expire on December 7 1999,

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

(Millions of Dollars) 1997 1996
Minority interests in consolidated subsidiaries:
BC TEL {50.8% GTE ownership) $ 789 § 784
Québec Telephone (506% GTE ownership) as 84
Cellulat partnerships and other 170 139
Preferrad securities issued by subsidiaries 1,209 1,309

Total minority interests in equity of subsidiaries $2,253  $2,316

Preferrad securities issued by subsidiaries includa two issuss,
Series A and B, totaling $1.0 hillion of Menthly income Preferred Securi-
ties. These securities, issued by GTE Delaware, a limited partnership
holding solely GTE junior subordinated debentures, are subject to
optional redemption at a price of $25 per share. Series A and B become
caliable beginning October 17 1999 and March &, 2000 and have cumu-

(Number of Options in Thousands) Options Price lative annual dividend rates of 5.25% and 8.75% with maturities in 2024
alance, December 31, 1594 12,264  $31.01 and 2025, respectively.
Options granted 5,728 33.54
Options exercised (2,378) ~29.17 8. Debt
Options cancelled or forfeited {183) 33.16 Long-term debt as of Oecember 31 was as follows:
Balance, December 31, 1995 15,434 32.21 (Milligns of Dollars) 1997 1996
Options granted 13,268 41.96 GTE Corporation:
gﬁ:gns exercised ) QE??:: ggg? Debirﬁnl.:res, rr;aturi ng 1998 through 2027,
ns cancelled or forfeited - average rates 87% and 90% $ 4,150 $ 3,350
Balanc.E, December 31, 1996 25,914 37.36 Guaranteed ESQOP obligations, maturing 1999
Options granted 22,208 45.28 through 2005, average rate 9.7% 555 503
Op thns exercised {3,951) 33.58 Sinking fund debenture at a rate of 10.8% -— 200
Options cancelled or forfeited {1,046) 40.31 Other borrawings, maturing 2000
Balance, December 31, 1997 43,125 $%$41.71 through 2010, average rates 6.1% and 6.0% 807 411
At Decembar 31, 1997 13.4 million options were exercisable. 5512 4,554
Sharehlder Rights Plan Telephone Subsidiaries:
GTE maintains a sharehoider rights plan. Under the ariginal provisions of First mortgege bonds, debentures
this plan, a right to purchase one one-thousandth of 2 share of saries A and notes, maturing through 2031, average
participating no par preferred stock for $200 {a “Right") was granted for rates 75% and 76% 7412 7835
each outstanding share of GTE common stock. As a result of a two-for- Other Subsidiaries:
one stock split effected after the adoption of the plan, each share of GTE Debentures and notes, maturing
common stock is currently entitled ta one-half of a Right. The Rights through 2012, average rates 7.3% and 7.5% 696 1,062
become exercisable only if a person or group, without GTE's prior con- Commercial paper expected to be refinanced on
sent, {i} acquires or commences & tender or exchange offer for 20% or a long-term basis, average rates 60% and 53% 1,963 631
more of GTE common stock, or (i) acquires 10% or mare of GTE common Total principzl amount 15,583 14,082
stock and executes an agreemant with GTE to effect a merger or other Less: Premium and (discount)—net 13 12
bus!'n955 combination. The Rights have certain anti-takeover effects Total 15,596 14,094
.desngned to cause substantial dilution to a person or group that attempts Less: Current maturities {1,102} (884}
Total long-term debt $14,494 313,210
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Estimated payments of long-term debt during the next five years
are: $1,102'million in 1998; $1,274 million in 1999; $863 million in
2000; $7391 million in 2001; and $832 million in 2002.

GTE’s telephene subsidiaries finance part of their construction pro-
grams through the use of short-term loans, including commercial paper,
which are refinanced at later dates by issues of long-term debt or equity.

First mortgage bonds issued by GTE's telephone subsidiaries
are secured by a lien on substantially all telephone praperty, plant
and equipment.

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

{Millians af Dollars) 1997 1996

Commercial paper—average rates 61% and 56%  $2,259  $1,580

Notes payable 10 banks—average rates 6.9%

and 6.5% 37 33
Current maturities of feng-term debt 1,102 884
Total $3,398 %2497

GTE and its subsidiaries had available unused lines of credit
agaregating $6.4 billion at December 31, 1997

9, Financial Instruments

As of December 31, 1997 and 1996, GTE had entered into interest

rate swap agreements primarily to convert $1,42% million and $800 mil-
lien, respectively, of floating rate long-term and short-term debt to

fixed rates. GTE had enterad into foreign exchange contracts having

a contract value of $579 million and $484 million at December 31, 1997
and 1998, respectively. Call options on GTE's comman stock having a
notional contract vatue of $380 million and $428 million were outstand-
ing at December 31, 1997 and 1996, respactively.

At December 31, 1997 and 1996, GTE had enterad into forward
interest rate swap agreements and forward contracts to sell U.S. Treasury
Bonds to hedge against changes in market interest rates on $1,460 mil-
lion and $400 million, respectively, of planned long-term debt issuances
expected to be completed within the next twelve manths. Gains and
losses recognized upon the expiration or settlement of forward interest
rate swap agreements and forward contracts to sell U.S, Treasury Bonds
are amortized over the life of the associated long-term debt issuance as
an offset or addition to interest expense.

The risk associated with these off-batance-sheet financial instru-
ments arises from the possible inabitity of counterparties to meet the
contract terms and from movements in interest and exchange rates as
well as the market price of GTE's common stock. GTE carafully evaluates
and continually monitors the creditworthiness of its counterparties and
believes the risk of nonperformance is remate.

The fair values of financial instruments, other than long-term debt,
closely approximate their carrying value. As of December 31, 1997 and
1996, the estimated fair value of long-term debt based on either reference
to quoted market prices or an option pricing model, exceeded the carry-
ing value by approximately $600 mitlion and $450 million, respectively.

10. Property, Plant and Equipment -
Property, plant and eqguipment as of December 31 was as follows:

(Milllons of Dallars) 1997 1996
Land $§ 369 % 364
Buildings 4,534 4,395
Plant and equipment 45,715 42,963
Work in progress and other 5,872 5,759

Total 56,490 53,481

(32,410) (30,579)
$ 24,080 522,902

Depreciation expense in 1997-95 for GTE's telephone subsidiaries
was equivalent to a composite average percentage of 6.8%, 70% and
7.2%, respectively. During 1997, depreciation was partially offset by a
reduction in depreciation rates to reflect higher salvage values related to
certain telephone plant and equipment.

Accumulated depreciation
Total property, plant and equipment—net

11. Employee Benefit Plans

Retirement Plans
GTE sponsors noncontributory defined benefit pension plans covering
substantially all employees. The benefits to be paid under these plans are
generally basaed on years of credited service and average final eamings.
GTE's funding policy, subject to the minimum funding requirements of
employee benefit and tax laws, is to centribute such amounts as are .
determinad on an actuarial basis to accumulate funds sufficient to meet ‘
the plans' benafit obligation to employees upon their retirement. The
assets of the plans consist primarily of corporate equities, government
securities and corporate debt securities. During 1997, pension costs and
abligations were reduced due to the purchase of annuities for certain
retirees.

The components of the net pension credit for 1997-95 were as follows:

{Millians of Dollars) 1997 1996 1995
$ 259 $ 250 $ 213

Benefits earned during the year
Interest cost on projected

benefit obligations 618 593 568
Return on plan assets:

Actual {(2,689) (2,079) (2,420}

Deferred 1,496 943 1,413
Other—net {122) (138) {177)

$ (438) § (431) $ (403)

The expected long-term rate of return on plan assets was 9.0% for
1997, 90% for 1996 and 8.5% for 1995, The funded status of the plans
and the net prepaid pension cost at December 31, 1997 and 1996, were
as follows:

(Millions of Dollars) 1997 1996
Vested benefit obligations $ 5930 3 5,644
Accumulated benefit obligations $ 6,766 $ 6,260
$16,934 $15,097

Net pension credit

Plan assets at fair value

Less: Projected benefit obligations 8,649 B,Oﬁp )
Excess of assets over projected obligations 8,285 7,03
Unrecognized nel transition asset (318) (427)

(3,910) (3,230
$ 4,057 ¢ 3373

Unrecognized net gain

Het prepaid pension cost
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nciuded in the previous table are prepaid pension costs of $4.4 bil-
tion and $3.6 billion and accrued pension liabilities of $304 million and
$266 million for 1997 and 1996, respectively,

Assumptions used to develop the projected benefit obligations at
December 31 were as follows:

1997 1996
Discaunt rate 7.25% 7.50%
Rate of compensation increase 5.00% 5.25%

Postretirement Benefits Qther Than Pensions
Substantially all of GTE’s employees are covered under postretirement
health care and life insurance benefit plans. |n addition, many retirees
outside the U.S. aré covered by government sponsored and administered
programs. The determination of benefit cost for postretirement health
plans is generally based on comprehensive hospital, medical and surgical
benefit plan provisions, GTE funds amounts for postretirement benefits as
deemed appropriate from time to time. Plan assets consist primarily of
corporate equities, government securities and corporate debt securities.
The postretirement benefit cost for 1997-95 included the follow-

ing components:
{Millions of Dollars) 1997 1996 1995
Benefits earned during the year 543 $ 49 $ 46

Interest on accumulatad postretirement

. benefit obligations 240 256 258
ctual return or plan assets {(44) (21} (41)

Amortization of prior service benefits (75) (53} (50)
_ Other—net 8 (2} 17
! Postretirement benefit cost $172 $228 $230

The following tabie sets forth the plans’ funded status and the accrued
postretirement benefit obligations as of December 31:

' {Millions of Dollars) 1997 1996
3
I'
!
f
J
3
|
]

Accumulated postretirement benefit abligations
attributable to:

Retirees $2,954 32,812
Fully eligible active plan participants 219 293
Other active plan participants 931 960
Total accumulated postretirement benefit
obligations 4,104 4,065
, Less: Fair value of plan assets 524 416
' Excess of accumulated obligations over
plan assets 3,580 3,649
; Unrecognized prior service benefits 731 554
! Unrecognized net loss {248) (62}
Accrued postretirement benefit obligations $4,063 34,141

The assumed discount rates used to measure the aceumulated

! postretirement benefit cbligations were 725% and 75% at December 31,
1597 and December 31, 1996, respectively. The assumed health care cost
trend rate was 8.25% in 1997 and 8.75% in 1996 and is assumed to

- ecrease gradually to an ultimate rate of 6.0% in the year 2004. A one
‘ercentage point increase in the assumed health care cost trend rates for

each tuture year would have increased 1997 costs by approximately $27
million and the accumulated postretirement benefit obligations as of
December 31, 1997 by approximately $340 million.
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Savings and Stock Ownership Plans
GTE sponsors employee savings plans under section 401{k} of the Inter-
nal Revenue Code. The plans cover substantially all full-time empioyees.
Under the plans, GTE provides matching contributions in GTE common
stock based on qualified employee contributions. Matching contributions
chatrged to income were $76 million, $80 millicn and $85 million in the
years 1997-95, respectively.

GTE also maintains an Employze Stock Ownership Plan (ESQF). In
1989, the ESOP barrowed $700 million to acquire, at market vatue,
245 million shares of GTE common stock, which will be used to meet
GTE's contributions to certain employee savings plans through the year
2004. The unpaid balance of the loan, which has been guaranteed by
GTE, is included in the accompanying consolidated balance sheets as
long-term debt with a similar reduction in shareholders’ equity. The debt
service payments, including interest, made by the ESOP for the years
1997-95 totaled $96 million, $32 million and $38 million, respectively,
These payments were funded by $49 million, $45 million and $45 mil-
lion of dividends accumulated an the GTE stock held by the ESOP and by
$47 million, $47 million and $43 million of cash contributions by GTE in
1997-95, respectively.

12. Interest—Net
Tha {income) and expense compenents of interest—net are as follows:

{Miliions of Doilars) 1997 1996 1595
Interest expense $1,283 $1,146 $1,151
Interest capitalized (48) (61} (49)
Interest income (90) (59} (58)

Total $1,145 $1026 $1,047
13. Other—Net
The (income) and expense components of ather—net are as follows:
(Miltigns of Doliars) 1997 1996 1995
Minority interests $ 245 $ 239 $ 227
Preferred dividends 12 17 22
Equity in income of

unconsolidated companies (217) (201} (107)
Gains on sales of nonstrategic

telephone properties - (12) (16)
Other 8 7 (121)

Total $ 48 $ 50 $ b5

In 1996, GTE completed its program to sell or exchange nonstrate-
gic domestic local-exchange telephone properties {representing less
than 5% of its U.S. access lines). Telephone properties serving 11,700
and 10000 access lines were sold in 1996 and 1995, respectively, for
cash of $30 million in each year. Pretax gains, associated with these
sales, were recorded by GTE in 1996 and 1995 of $12 million and
$16 million, respectively,
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14, Income Taxes 15. Earnings (Loss) per Common Share
Income before income taxes is as follows: The recanciliation of basic and diluted per-share computations is as follows:
{Mittions of Dallars) 1997 1996 1995 (Millions of Dotlars,
Domestic $3,720 $3,799 $3,550 Except Per-Share Amounts) 1997 1996 1995
Foreign 698 613 454 Net income {loss) fram:
Total $4,418 $4412 $4.004 Income I'Jefore extraordinary charges $2,794  $2,798 § 2,538
- Extraordinary charges — — (4,682)
. i - o :
e income tax provision (benefit) is as follows: Net incame {lase) 2,794 2798 (2.144)
{Millions of Collars) 1997 1996 1995 Adjustment to net income (foss):
Current;: Add: Interest expensea, net of tax
Ezderal ' $ 725 % 851 § 711 effect, on employess’ stock plans - — 2
reign 256 241 173 :
State and local 187 107 98 Total adjustments 2
Adjusted net income (loss] from:
1,168 1,199 982 income before extraordinary charges 2,794 2,798 - 2,540
Deferred: Extraordinary charges — —  (4,682)
Federal 451 g9 438 ‘ -
Foreign 26) 38) 11 Adjusted net income (loss) $2,794 32,798 $(2,142)
State and local 65 97 50 Average common shares 258 969 870
Adjustment to common shares:
490 458 543 Add: Employees’ stock and stock
Amartization of deferred option plans 4 3 3
investment tax credits—net (324) (43) {59) Total adjustments } 4 3 3
Total $1.624 $16i4 $1,466 Adjusted average common shares 962 972 97.
The 'Tamolrtizatif)n of deferred inves_tment tax credits—net, relates to Farnings (l0ss) per common share:
the amortization of investment tax credits previously deferred by GTE’s Basic
telephone sub§!d|?r|es. . Income before extraordinary charges $ 2.92 $ 285 § 262
A r-econcmatlon between ta%es compute(_i by applying the statutory Extracrdinary charges - . (4.83)
federal income tax rate to pretax income and income taxes provided in -
the consolidated statements of income is as follows: Net income (|°55}_ $292 28 §$ @2
. Diluted
(Mill f Dollars) 1997 1996 1995
o Income before extraordinary charges $ 2.90 § 288 3 261
gtrn;JuntsCI clomplgted at sttatutory :attias $1,546 $1544 $1,401 Extraordinary charges - _ (4.81)
ate and local income taxes, net o -
federal tax benefits 164 133 122 Net income (lass) $290 %288 % (220
Minority interests and preferred Certain outstanding cptions to purchase common shares were not
stock dividends 44 44 43 included in the respective computations of diluted eamings (loss) per
Arnortization of investment tax cemmon share because the options” exercise prices were greater than the
credits—net {34) (43) (59) average market price of the common shares. Fer each of the ysars pre-
Qther differences—net (96) (64} (41) sented these outstanding options consisted of the following: during 1997,
Total provision $1,624 $1614 $1,466 8.5 million shares at an average price of $48.59 expiring ir} ?DQZ during
- — 1996, 87 millien shares at an average price of $43.69 expiring in 2006
The tax effects of temporary differences that give rise to the and during 1995, 0.2 million shares at an average price of $38.33 expir-
deferred income tax benefits and deferred income tax liabilities at ing in 2005
Becember 31 are as follows:
{Millions of Dollars) 1997 1996
Depreciation and amortization $1,830 $169
Employee benefit obligations (1,873) (1,870}
Prepaid pension cost 1,439 1,189
Investment tax credits 60 a5
Qther—net 275 164

Total $1,731 31,274 | . .

.
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16. Cormmitments and Contingencies
GTE has noncancelable operating leases covering cartain buildings, office

" space and equipment. Rental axpense was $399 million, $392 million

and $384 million jn 1997-95, respectively. Minimum rental commit-
ments under noncancelable leases through 2002 do not exceed $244
million annually and aggregate $663 million thereafter.

GTE and is unconsolidated affiliates are subject to a number of pro-

cesdings arising out of the conduct of its business, including those relat-

ing to regulatory actions, commercial transactions, government contracts
and environmental, safety and health matters. Management believes that
the ultimate resolution of these matters will nat have a material adverse
effect on the results of operations or the financial position of GTE.

Recent judicial and regulatory developments, as well as the pace of
technological change, have continued ta influence industry trends,
including accelerating and expanding the level of competition. As a
result, GTE's wiretine and wireless operations face increasing competition
in virtually all aspects of their business. GTE supports greater competi-
tion in telecommuynications provided that, overalf, the actions tc elimi-
nate existing legal and regulatory barriers ailow an opportunity for all
service providers to participate equally In a competitive marketplace
under comparable conditions.
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Quarterly Financial Data (Unaudited}

{Mittions of Dollars

Except Per-Share Amounis} 1IstQtr  2nd QIr rd@tr  4th Qtr
1997
Revenues and sales $5,281 $5,692 $5,940 $%$6,347
Operating income 1,346 1,406 1,487 1,372
Net income 665 671 756 702
Earnings per

common share@:

Basic $ 69 $ 0 $ .79 $ .73

Diluted $ 69 & 70 5 .79 % .73
Dividends declared per

common share $ 47 $ 47 & 47 % 47
Stock market price:

High $49.38 $47.50 $48.38 $52.25

Low 43.13 41.13 A2.88 40.50

Close 46.63 43.88 45.38 52.25
{Millions of Dollars
Except Per-Share Amourts) Ist Girfth  2nd Qtr 3rd Qfr 4th Qtr
1996
Revenues and sales $4,951 %5293 $5344 $5751
Operating income 1,250 1,339 1,445 1,454
Net income 616 642 756 784
Earnings per

common share @

Basic $ 63 % 6 $ .78 & 81

Diluted $ B3 $ 66 $ .78 $ .81
Dividends declared per

¢ommon share $ 47 $ 47 % 47 % .47
Stock market price:

High $49.25 $45.63 $45.00 $46.50

Low 40,50 40.88 37.75 38.25

Close 43.38 44.75 38.50 45.38

{a) Inthe fourth quarter of 1997, GTE adopted Slatement of Financial Accounting
Standards No. 128, *Earnings per Share,” accordingly prior-period amounts have
beer restated to canform to the rew requirements (see Notes 2 and 15 to the
Consolidaied Financial Statements).

{(b) First-quarter 1996 net income includes an after-tax gain on the sale of nonstrategic
domestic iocal-exchange telephone properties of $8 million, or $.01 per share (see
Note 13 to the Consolidated Financial Statements). :
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Information Via the Internet
Warld Wide Web users can access
information about GTE at:
http://www.gte.com

Corporate Headquarters
GTE Corporation

One Stamford Forum
Stamford, CT 06904
203.965.2000

Shareholder Systematic Investment Plan. Under this plan, GTE sharcholders
may reinvest their dividends or make optional payments toward the purchase
of additional shares of commeon stock. Shareholders wishing information
about this plan should contact BankBoston, N.A. at 800.225.5150,

Dividend Direct Deposit Service. GTE offers its registered shareholders the
option of having dividends deposited directly into their checking or savings
accounts at any financial institution participating in the Automated Clearing
House (ACH) system. This service is provided at no charge. To sign up for this
service, shareholders should contact BankBoston, N.A. at 800.225.5160.

Dividends and Earnings. GTE has generally paid its dividends on the first day
of January, April, July and October. Earnings have generally been announced
the third week of January, April, July and October. Shareholders may call
5.5160 at BankBoston, N.A. {0 hear quarterly financial highlights.

Shareholder Services. BankBoston, N.A., Transfer Agent and Registrar for
GTE's cammon stock, sheuld be contacted with any questions relating to
shareholder ac¢ounts. This includes:

& Account Information ¢ Dividends » Market Prices

» Transfer Instructions » Statements and Reports  Change of Address

* Lost Cerlificates

Shareholders may call toll free at 800,225.5160 any time, seven days a
week, Customer Service Representatives are available Monday through
Friday between the hours of 8 a.m. and 5 p.m. Eastern Time. Qutside the
United States call 781.575.2990.

QOr write to:
BankBoston, N.A.
cfo Boston EquiServe, L.P.
P.O. Box 8031
Boston, MA 02266-8031

Shareholders with e-mail addresses can send inquities to:
http://Www.equiserve.com

For overnight delivery services, use the following address:
BankBoston, N.A.
cfo Boston EquiServe, L.P.
Blue Hills Office Park
150 Royalj Street
Maif Stop 4502-60
Canton, MA 02021

BﬂkBosmn, N.A. address where shareholders, banks and brokers may

cettificates:

curities Transfers and Reporting Services
55 Broadway

New York, NY 10006

Q This report Is printed on paper thai contains recycled libers {10-50% postconsumer waste}.

Annual Meeting. The 1998 Annual Meeting of Shareholders will be held
at 2 p.m. on Wednasday, April 15, at the Italian Center, 1620 Newfield
Avenue, Stamford, Connecticut.

Investor Relations. Security analysts, institutional investors and other
members of the financial community requesting information about GTE
shouid contact:

Investor Relations Department

GTE Corporation

One Stamford Forum

Stamford, CT 06904

203.965.2789

International Telex: 4750071

Fax: 203.965.2520

http:/fwww.gte.com

Stock Exchange Listings. GTE Corporation (symbol: GTE} is listed on the
Mew York Stock Exchange, the Chicago, Pacific and other regional stock
exchanges in the United States and on stock exchanges in Amsterdam,
Basel, Geneva, Lausanne, London, Paris, Zurich and Tokya.

Auditors

Arthur Andersen LLP
400 Attantic Street
Stamford, CT 06912

Requests for Annual Reports. Shareholders may cbtain an additional printed
copy of this annual report or a copy of the annual Form 10-K filed with the
Securities and Exchange Commission, by calling 800.225.5160Q.

An audiocassette version of the 1997 annual report is available to visually
impaired shareholders by contacting:

Public Affairs and Communications

GTE Corporation

One Stamford Forum

Stamford, CT 06904

203.965.3436

Other Securities. Questicns regarding the bonds, debentures and preferred
securities of GTE or its subsidiaries should be directed to:

Treasury Department

Capital Markets

GTE Corporation

One Stamford Forum

Stamiord, CT 06904

203.965.3425

Products and Services Hotline. Shareholders may call 800.828.7280 to
receive information concerning GTE products and services.

Diversity at GTE. GTE strives to be a workplace of choice in which people

of diverse backgrounds are valued, challenged, acknowledged and rewarded,
leading to higher levels of fulfiliment and productivity. A capy of our
Diversity at GTE brochure is available upon request from the Corperate
Secretary’s Office,

© 1998 GTE Corporation
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The New Bell Atlantic - formed through the merger of
Bell Atlantic and NYNEX - is at the forefront of the new
communications and infarmation industry. With nearly 40
miltion domestic access lines and mare than six million

wireless customers worldwide, the company is a premier

provider of advanced wireline voice and data services, a
market leader in wireless services and the world's
largest publisher of directory information. Belf Atlantic is
also one of the world's largest investors in high-growth
global communications markets, with operations and
investments in 21 countries.

Additional investor information is available by contacting
Investor Relations on 212 395-1525, We also have a shareowner
newsline on 800 BEL-5595 and a Fax-on-demand service on
800 329-731Q, Or visit us oa the World Wide Web at
www.BellAtlantic.com/invest
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1397 Highlights

We successfully completed the merger of Bell Atlantic and NYNEX,

creating a company with a diverse portfollo of communications assets

In some of the most attractive markets in the world. This combination of

market reach, financial resources and customer focus positions us to

address expanding market opportunities and become one of the premier
investments in the global communications industry.
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Letter to Shareowners

dﬂ Our Shareowners

Raymaond W. Smith

“The merger

of our two
companies gives
Bell Atlantic
shareowners a
matchless
investment in the
most valuable
assets in the
communications
industry”

By any measure, 1997 was an
excellent year for Bell Atlantic’s

shareowners.

We achieved our third cansecutive year of double-
digit growth in earnings before special items and
delivered a 46.5 percenc rotal return to shareowners.

With strong volumes in our care businesses, we
were able to sustain our performance even in the face
of increased competition and significant price reduc-
tions mandated by regularors. We made greart strides
in preparing for a more competitive environment by
opening our local networks and improving our cost
structure. And we raised the standard of service we
deliver to customers, with dramatic improvements in
virtually every measurement of service excellence.

The years most strategic accomplishment, however, will continue to pay off
long past 1997. By successfully merging Bell Aclantic and NYNEX, we are
convinced we have created a company that is best-positioned to benefit from the
historic expansion of communications markets that will drive the global economy
for years to come.

The merger of our two companies gives Bell Atlantic shareowners a matchless
investment in the most valuable assets in the communications industry: high-
quality “first-mile” connections to high-demographic, infermation-hungry
customers — Fortune 500 companies, Federal and state governments, colleges and
research centers and many millions of households — in the most attractive markerts
in the world.

Building scale and scope in key business sectors was s the fundamental rationale
for the merger of Bell Adantic and NYNEX. Together, this collection of assets gives
us the abilicy to leverage the remendous potential of these markets into worldwide
growth opportunities through global alliances, joint ventures, and partnerships. Qur
“currency” in forming these arrangements will be our access to the scarcest resource
of all: millions and millions of customers in prime communications markets.

The benefits of our merger are immediare 2nd long-rerm.

We structured the merger to create shareowner value, with accrerion in value to
owners of both companies. We saw that — by uniting our regional market, lowering
our cost strucrure and enhancing our strategic position in new markets ~ we could
accelerate our long-term growth rate beyond what either company could have
achieved on its own. We have identified about $1.8 billion in annual expense syner-
gies, capital savings and incremental revenue opportunities w be achieved by 2000 -
nearly twice what we believed possible before closing the merger in August 1997.

Thanks to the extraordinary efforts of a focused and aggressive management
team, we have moved quickly to integrate the operations of our two companies -
meaning we are making good on our synergy commitments today.

Our goal was o begin to think and act as a single company as soon as
possible — and we've succeeded.

van G. Seidenbarg




Letter to Shareowners concinusd

Looking ahead, we are committed 1o delivering
double-digit earnings growth while we make the tran-
sicion ta full competition and fund new business
initiatives required for future growth.

For 1998, strong volumes expected from our
core wireline and wireless businesses —~ combined
with $450 million in anticipated expense synergies —
enable us to rarget earnings within our long-term
growth objecrive of 10 o 12 percent despite signifi-
cant investments in comperitive readiness. In partic-
ular, synergies will help us absotb both the costs
associated with opening our local nerworks as a pre-
condition for long distance entry, as well as the price
reductions mandared by stare and federal regularors
that will impact revenue growth at least chrough the
first half of the year.

We also are preparing for competition by step-
ping up our capital investment in high-bandwidth
landline and digital wireless networks, which will
better position us for new revenue opportunities -
particularly the exploding demand for high-speed
data connectivity. The size of our new marker oppor-
tuniries is what separates the new Bell Arlantic from
the pack.

Because of the superior demographics and infor-
mation-intensive cconomies across all our marker
segments, we start from a position of strength. The
combined markers for long distance and dara connec-
tivity in our regtonal telecommunications business
alone expand our market opportunity to more than
$G0 billion — more than twice che size of our $27
billion telecom business roday. And, fueled by surging
customer demand and new digiral rechnologies, the
wiceless industry continues to be one of the world’s
great investment apportunities despite increased
competition. We are confident that our global wireless
portfolio will continue to experience healthy increases
in subscribers and profitability as we fully participate
in chis high-growth market.

Being a full-service provider in the warld’s best
communications markets is the biggest merger
synergy of all, We intend to capitalize on these
growth opportunities by delivering world-class
customer service, building on our strong brand iden-
tity and leveraging our low-cost position. Qur goal is
to be the premier provider of nerwork services in the
industry — the key, we believe, to maximizing our
current investments as well as to forming the joint
ventures and alliances thar will permir us to serve
customers on a global basis.

The influx of capital into the communicarions
industry in 1997 is evidence of investors’ confidence
that che expansion of markets — spurred by new digiral
technologies, new customer requirements, and a more
open global regulatory environment — represents a
historic growth opportunity for investors.

The job of any leadership team is to pur its
company — and ics shareowners — in a pasition to

benefit from this growth,

Our most important achlevement of
1997 Is that we have repositioned
Bell Atlantic to be one of the very
few companies with the right
markets, the right assets, and the
right priorities to succeed, no
matter how the industry develops.

A critical part of that scrategic repositioning is
putting in place a management team and structure
that will deliver on this promise.

We will ensure that the Bell Acdantic leadership
team remains ane of the strongest and most focused
in the industry.

Bell Atlantic may be a new company, with new
opportunitics, but our commitment to shareowners is
the same: to continue our proven track record of
sustainable growth in the value of your investment.
We firmly believe that our marker value will reflect
our conviction that we have built one of the great
compani¢s in perhaps che most dynamic indusery in
the global economy.

Stay tuned.

\Cuf e,

W Gl

Raymond W. Smith Ivan G. Seidenberg
Chairman of the Board Vice Chairmas, President
and Chief Executive Officer  and Chief Operating Officer

February 27, 1998
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[ Bell Atlantic at a Glance :

-

Business Profils

Premier provider of advanced voice, data, and informarion
services from Maine to Virginia — the world’s most

information-intensive markerplace.

Major markee segments include: :
; f

Consumer

Business ) JJLWK/
Wholesale . {‘*ﬁ
Information Services Revenues of $27 bllflon & i

Busingss

~ Assets of more than $41 billion

Consumar * Nearly 40 million access lines

» 22 million housshoids

. Regidn inciudes 34% of Fortune 500
companies and Federal Government

Infermation Sarvicgs

Wholasale

Glohal Wireless One of the world's largest and most successful wireless

companies, with domestic operations in 25 states and interna-
tional investments in Latin America, Europe and

the Pacific Rim.
The portfolio includes the following companies:

Toral

Owmarship % Subscribers (000}
Bell Adancic Mobile 100 5.356
Grupe Iusacell (Mexico) 42.1 400
PrimeCo Personal Communications 50 387  + Assets of more than §7.5 biilien
Omaicel Prosico lealia (Traly) 17.45 2400, More than 175 million proportionate POPs
EuroTel Praha (Czech Republic) 24.3 347 + Proportionate revenues of $3.7 billion
EurcTel Bratislava (Slovakia) 245 o1 . .
STET Hellas (Greece) 2 300 8.3 million proportionate subscribers
Excelcomindo (Indonesia) 234 133

A mix of mature and starr-up communications businesses in
Europe and the Pacific Rim. The portfolio censists principally
of the fallowing investments: 5
Ownership %
Telecom Corparation of New Zealand 24.95
Cable & Wireless Communications 18.5
| FLAG 37.87
i TelecomAsia 18.2
! BayanTel 20
Glebal Dicectory Services various

» Assets of nearly 52 billien

« Market value of investments exceeds
44 hilfion




1997 Parformance Highlights

* Revenue growth of neacly 3%; revenue
growth excluding the effect of $500 million in
mandated federal and state price ceductions
approached 5%

* Revenues driven by solid growth in access
lines and access minuzes of use, with strong
increases in vertical services in the consumer
marker and high-speed, high-bandwideh
services in the business market

* Expense growth contained o 1.2% including
nearly $300 million of costs associaved with
apening our ncewark to competitars

+$5.5 billion capital investment as part of
network modemizarion program

« Significantdy improved service results in virw-
ally all measurements throughour the region

Access Lines in Service

a4 97
|| | O
Residenca Bukinass Public
3.7% growth

Strategic Prioritles

* Maximize value of “first-mile” assers
through higher penetration of vertical
services and emiry into new markees
such as lang distance and datz
communications

+ Improve operating efficiency through
cost savings initiatives

* Achieve higher asset returns and-capital
productivity

+ Build brand equity and focus an
customer care and service excellence

* Added more than 1.6 million proportionare
subscribers in [997

* [nrernasional ventures contributed 30% of
new subscribers, with significanc subscriber
growth in all markees

* Bell Atlantic Mobile (BAM) cperating
income grew 299 with an operating cash
fiow margin of 43%

* Deployed advanced digiral technology
throughout 75% of domestic cetlular markess

* Market-leading neewark quality and coverage

* Expanded distribution channels

Proportionaie Subscribers

6.3M
a7
[

* Be the leading provider in every
market served

* Drive growth and profitability through
effective marketing, product innovation,
and operaring efficiency initiatives

» Provide world class customer service

* Deliver superior network qualicy

* Increased conmiburion to corporate carnings
growth

* Continued solid operating performance in
Telecom Corporarion of New Zealand

* Formed Cable & Wireless Communications
in April chrough the merger of Mercury
Commuaications, NYNEX CableComms,
and Bell Cablemedia

* Successfully launched the commercial service
of FLAG, the world's largest undersea
fiberoptic cable, in December. FLAG
recorded nearly $400 million in revenues,
reflecting cumularive pre-sales since the
beginning of the project

|
] |
Beil Atlantic Primeto Intemational
Mobile
38% growth
Proportionale Hevenues
$1.38
§48
%
l g8 7 87
B86% growth

* Maximize the value of current invesc-
ments by exporting our core comperen-
cies to improve operating performance

* Capiralize on marker demands for
expanded global connectivicy

* Selectively pursue global alliances and
partnerships




Selacted Financial Data
{Dollary in Millions, Excepe fer Share Amounts)
18970 16966® 19956 19949 19931
Results of Operations
Operacing revenues $30,1939 | $29,1552 $27,926.8 $27.098.0  $ 26,5534
Operating income 5,341.5 6,078.6 54174 4,522.4 3,204.6
Income before extraardinary items
and cumulative effect of changes
in accounting principles 2,454.9 3,128.9 2,826.1 2,224.9 1,320.7
Per common share-basic 3.16 4.05 3.70 2.94 1.76
Per common share-diluted 3.13 4,01 3.68 2.93 1.75 i
Ner income (loss} 2,454.9 3,402.0 (96.8) 68.2 (593.2) ;
Per common share-basic 3.16 4.40 (.13) 09 (79 !
Per common share—dilured 3.13 4,36 (.13} 09 (.78)
Cash dividends declared per commeon share © 3.02 2,88 2.80 2.76 2.68
Financial Positlon
Toral assets $ 53,9641 | $53361.1 $50,623.1  §54,0202  §58,844.8 |
Long-term debt 13,265.2 15,286.0 15,744.1 14,590.2 14,1440 l‘
Employee benefit obligations 10,004.4 2,588.0 9.388.4 8.980.2 7.666.4 |
Minority interest, including 2 porrion |
subject to redemption requirements 91L.2 2,014.2 1,221.1 648.0 2137 |
Preferred stock of subsidiary 200.5 145.0 145.0 85.0 - m
Sharcowners’ invesement 12,789.1 12,976.4 11,213.6 13,063.5 15,010.5 |

Selected Financial Data prior to 1997 has been restated to reBlect the merger of Bell Adantic Corporation and NYNEX Corporation compleced
on August 14, 1997 and accounted for as 2 poaling of interests.

{a} 1997 dara include merges-related costs and other special isems (see Note 1 and Management’s Discussion and Analysis).

(b} 1996 data include retirement incentive costs (see Note 16), and the adoption of a change in accounting foe direcrary publishing (see Note 3).

(c) 1995 and 1994 dara include reriremenc inczncive costs {see Note 16}, and an cxiraordinary chacge for the discontinuation of regulatory accounting

principles (see MNote 4).

{d) 1993 dara inclusde sestrucruring easts and dhe adoprion of changes in accounting for income mxcs and postemployment benefits,

{e] Cash dividends declared per common share cepresenc the hiscorical dividends of Bell Adantic Corporation. Cash dividends declared in 1996
include 2 paymenc of $.005 per common share for redempeion of all righes granted undcr our Shareholder Rights Plan.




Management’s Discussion and Analysis of Results of Operations and Financlal Condition

(Tables shown in Dollars in Millions}

l The year 1997 marked a period of significanc change for our

company. We camplered the merger with NYNEX
Corporation (NYNEX) on August 14, 1997, creating one of
the world’s largest telecommunications companies. The merg-
er was accounted for as 2 pooling of interests, meaning thar
for accounting and financial reporting purposes the compa-
nies are treated as if they had always been combined.
Therefore, we have restated our financial information for all
dares and periods prior to the merger. The financial state-
ments presented reflect the new presentation used by our
company. You should read Note 1 to the consolidated finan-
cial statements on pages 28 and 29 for additional information
on the merger transaction.

We reporred net income of $2,454.9 million or basic earnings
per shace (EPS} of $3.16 and diluted EPS of $3.13 in 1997,
compared 10 net income of $3,402.0 million or basic EPS of
34.40 and dilyted EPS of $4.36 in 1996, and 2 net loss of $96.8
million or basic and diluted loss per share of $.13 in 1995.

Basic earnings per share are calculared by dividing ner income
by. the weighted-average number of common shares oursrand-
ing during the period. Dilured earnings per share are calculat-
ed based on the assumption that potential common shares,
such as stock options, were alse outstanding during the
reporting period.

Qur reported resulrs for afl three years were affected by special
irems. After adjusting for such items, net income was
$3,846.8 millicn or $4.96 basic EPS and $4.90 diluted EPS
in 1997, $3,474.2 million or $4.49 basic EPS and $4.45
diluted EPS in 1996, and $3,120.7 million or $4.08 basic
EPS and $4.06 diluted EPS in 1995. The most significant of
these itemns are discussed below. Per share amounts referred to
in the following discussion are diluted EPS,

Year 1997

Merger-related Costs

During 1997, we recognized merger-relared costs of approxi-
mately $519 million ($381 million after-tax or $.49 per share),
consisting of $200 million of direct incremental costs, $223
million for employee severance costs and $96 million of transi-
tion and integration costs. Direct incremental costs consist of
expensss associated with completing the merger transaction
such a5 professional and regulatory fees, compensation arrange-
ments and shareowner-related costs. Employee severance casts
represent benefit costs for the separation by the end of 1999 of
approximately 3,100 management employees who are enticled
to benefirs under pre-existing separation pay plans. Transition
and integration costs consist of costs associated with integrating
the operations of Bell Adantic and NYNEX, and we expect
over the three years following the closing of the merger that
such costs will aggregare berween 5400 million to $500 million
{pre-tax).

Cther Charges and Special Ttems

During 1997, we recorded pre-rax charges of approximarely
$1,041 million (3686 million after-tax oc $.87 per share) i
connecrion with consolidating operations and combining
organizations and for special items arising during the year,
These charges were principally associated with certain video
investments and operations, the write-down of obsolere fixed
assets, the consolidation of cerrain redundant real estate prop-
erties, contingencies for various regulatary, legal and rax
matters and other miscellaneous irems. Other special items
recognized during 1997 included gains on the sales of our
ownership interests in several businesses, a ner tax benefit
related to a change in state tax law and other rax issues, and
charges associated with our equiry share of formartion costs
incureed by Cable 8¢ Wireless Communications FLC (CWC),

We also incurred pre-tax costs of approximately $513 million
(3225 million after-tax or §.41 per share) associated with our
current retirement incentive program.

Year 1996

In 1996, we incurred pre-tax charges of approximarely $315
million ($198 million after-tax or $.25 per share) for regula-
tory issues, 2 net loss an the disposition of cereain nonstrare-
gic investments and other marvers arising during the year.

We also incurred pre-tax costs of approximately $236 million
($147 million after-tax or $.19 per share) associated with the
tetirement incentive program.

Effective January 1, 1996, we changed our methad of
accounting for directory publishing revenues and expenses.
We adopeed the point-of-publication method, meaning rhat
we now recognize directory revenues and expenses upon
publication racher than over the lives of the directories. We
recorded an after-tax increase in income of $273.1 million, ot
$.35 per share, in 1996, representing the cumulative effect of
this accounting change.

Year 19938

In 1995, we incurred pre-cax charges of approximately $228
million ($172 million after-tax or $.22 per share) for regula-
tory and other issues, and we recognized a net pre-tax gain of
approximarely $336 million ($204 million after-tax or §.27
pet share) on the sale of cortain cellular properties and other
asser disposirions.

We also incurred pre-tax costs of approximarely $514 million
(3327 million after-tax or $.43 per share) associared with the

retirement incentive program.



Management's Discussion and Analysls continued

In the second quarter of 1995, we recognized an extraordi-
naty charge of $2,919.4 million, or $3.80 per share, in
cottnection with our decision to discontinue the use of regula-
tory ascounting principles for two of our operating telephone
subsidiaries (New York Telephone and New England
Telephone) under Statement of Financial Accounting
Standards {(SFAS) No. 71, "Accounting for the Effects of
Certain Types of Regulation” (see Nate 4 to the consolidated
financial statements on page 32). Results for 1995 also
included an extraordinary charge of $3.5 million, or $.01 per
share, for the early extinguishment of debt.

Accounting for Investments

" Grupo fusacell, 5.A. de C.V.

In February 1997, we consummared a rescructuring of our
investment in Grupo lusacell, S.A. de C.V. (lusacell), a
Mexican wireless company, to permit us to assume control of
the Board of Dirccrors and management of Tusacell. As a
result of the restructuring, we changed the accounting for our
[usacell investment from the equity method 1o full consolida-
ton in the frst quarter of 1997.

United Kingdor Operations

In the second quarter of 1997, we wansferred our incerests in
cable relevision and tzlecommunications operations in the
United Kingdom o CWC in exchange for an 18.5% owner-
ship interest in CWC, This transaction was accounted for as a
nonmonetary exchange of similar productive assets and, as a
tesult, no gain or loss was recorded, Prior to the transfer, we
included the accounts of these operations in our consolidaved
financial stacements. We account for our investment in CWC
under the equity method.

See Note 6 to the consolidated financial statements on pages
33 and 34 for addicional information en the Tusacell restruc-
turing and CWC rransaction.

These and other items affécting the comparison of our results of
operations for the yedrs ended December 31, 1997, 1396 and
1995 are discussed in the following sections,

Results ef Operations

Operating Revenues

Years Ended December 31, 1997 1996
Local services $13,113.2 | $12,559.1 $12,1153
Network access services 7.158.6 71126 6,992.2
Long distance services 2,190.1 2,373.6 2,474.3
Ancillary services 1,845.4 1,738.0 1,450.8
Dizrectary and

information services 2,298.0 2,224 3 2,050.8
Wircless services 3.328.5 27136 2,147.8

Ocher services 260.1 434.0 735.6

Total Operating Revenues  $30,193.9 | $29.155.2 $27,926.8
Local Services Revenues

Increase
1997-1996 . $5M1 0 44%
1996-1995 $ 4438 3.7%

Local services revenues are earned by our operacing relephone
subsidiaries from the provision of local exchange, local privare
line, public tefephone (pay phone) and value-added services.
Value-added services are a family of services which expand the
utilization of the nerwork. These services include products

such as Caller 1D}, Call Waiting and Rerurn Call.

Higher usage of our nctwork facilities was the primary reason
for the increase in local services revenues in 1937 and 1996.
This growth was generated by an increase in access lines in
service of 3.7% in 1997 and 3.6% in 1996, and stronger busi-
ness message volumes. Access line growth reflects primarily
higher demand for Cenrtrex services and an increase in addi-

switched data services also coneributed ro the revenue growth
in both years.

Revenue growth in 1997 and 1996 was boosred by increased
revenues from value-added services. This increase was princi-
pally the result of higher customer demand and usage.

Revenue growth from volume increases was partially offset in
1996 by rate reductions primarily in New York and
Massachuserts, and by the effect of service rebates paid ro

customers in New York.

For a discussion of the Telecommunications Act of 1996 {the
Act) and its impact on the local exchange marker, see “Other
Factors That May Affect Furure Resules™ beginning on page 19.

10

tional residential lines, Highet revenues from private line and -

1995 l




Management's Discussion and Analysis coniimued

Network Access Services Revenues
Inerease

Long Distance Services Revenues
{Decreasz)

6%

1597-19%6 %
2.3%

1996-1995

§ 460
$ 160.4

1997-1996

220 - §(183.5)
1996-1995

-3) 7%
$(100.7)

(4.1)%

Merwork access services revenues are earned from carriers for
their use of our local exchange facilities in providing usage
services to their customers, and from end-user subscribers.
Swirched access revenues are derived from fixed and usage-
based charges paid by carriers for access to our nerwork.
Special access revenues arise from access charges paid by carri-
ers and end-users who have private networks, End-user access
revenues are earned from our customers wha pay for access to
our necwork.

Nerwork access services revenues increased in 1997 and 1996
because of higher customer demand as reflected by growth in
access minutes of use of 7.3% in 1997 and 9.6% in 1996,

* Growth in access revenues in 1997 and 1996 also reflects

. higher necwork usage by alternarive providers of intralLATA
. toll services. This revenue growth was negacively affected in
© bath years by price reducticns as mandated by federal and

state price cap and incentive plans.

The Federal Communications Commission (FCC) regulates
the rates that we charge long distance catriers and end-user
subscribers for interstate access services. We are required to
File new access rates with the FCC each year, under the rules
of its Interim Price Cap Plan. We implemented required price
decreases for interstate access services totaling approximately
$380 million on an annual basis for the periad August 1995
through June 1996 and $63 million on an annual basis for
the period July 1996 through June 1997, Effective July 1,
1997, we implemented annual price decreases on interstate
access services of approximately $430 million. An addidonal
price reduction of $49.5 million was implemented in
December 1997, following the resolution of certain issues
previously under review by the FCC. The rares included in
our 1997 filings will be in effect through June 1998, In addi-
tion, effective January 1, 1998, our operating tefephone -
subsidiaries adjusted their annual races by approximartely 3200
millian to recaver contributions that they will owe w the new
universal service fund. These revenues will be entirely offser
by the contribution ameunt, which will be included in Ocher
Operating Expenses,

Revenues were also affected by reductions of approximarely

$174 million in 1997 and 3132 million in 1996 for contin-
gencies associaved with regulatory matters.

For a further discussion of FCC rulemakings concemning price
caps, access charges and universal service, see "Other Factors
Thar May Affect Future Results—Recent Developments—
FCC Orders™ beginning on page 20.

Long distance services revenues are earned primarily from
calls made outside a customer’s local calling area, but within
the same service area of our operating telephone subsidiaries
(intral ATA toll). Other long distance services that we
provide include 800 services, Wide Area Telephone Service
(WATS), corridor services and long distance services outside
of our region, .

Company-initiated price reductions and increased competi-
tion for inwral.ATA toll, WATS and private line services both
contributed substantially to che reducrion in long distance
services revenues in 1997 and 1996. We continue to imple-
ment price reductions on certain long distance services as
part of our response to competition. Competition for

ineral ATA roil services decreased revenues o a greater degree
in 1997 as a result of the introduction of presubscriprion in
many states throughout our region. Revenue reducrions from
presubscription were partially offset by increased neework
accass services revenues for usage of our nerwork from alter-
native providers of intralLATA toll services. Higher calling
volumes generaced by an increase in access lines in service
alsa mitigated revenue decreases.

By December 1997, all of our operating telephone
subsidiaries had implemented tatral ATA presubscription,
except in Maryland, Massachusents and Virginia. We expect to
offer intralL ATA presubscription coincident with our offering
of long distance services in those states, or by February 8,
1999, as required by the Act. We believe that competition for
long distance services, including competitive pricing and
customer selection of alternative providers of intraLATA roll
services in the states currentdy offering presubscription, will
continue to affect revenue trends. You should read “Other
Factors That May Affect Future Resulis—Competition—
Intral ATA Toll Services™ on page 21 for a further discussion
of presubscription,

11



Management’s Discusslon and Analysls continued

Ancitlary Services Revenues
Increase

Wireless Services Revenues
Increar

1997-1996
1996-1995

§ 1074
5 2872

62%
19.8%

1997-1996
1996-1995

3 6149
$ 565.8

227%
26.3%

Qur company provides ancillary services which include
systems integration services, equipment and construction
services for other telecommunications carriers, billing and
collection services for long distance carriers, customer premis-
¢s equipment (CPE) services, Facilities rental services and
voice messaging.

The growth in ancillary services revenues in 1997 and 1996
included highet revenues as a result of new contraces with
business customers for systems integration services and higher
demand for CPE and voice messaging services, principally
Home Voice Mail, We also recognized additional revenues in

I both years as a resulr of the introducrion of customer late
i payment charges by our operating relephone subsidiaries.

Revenue growth in 1996 was also affected by the impact of
srate regularory issues in [996 and 1995, resulting in a year-
over-year revenue increase of approximately $137 million. In
1997, the effecr of these state regulatory issues reduced revenue
growth by approximarely $64 million, a5 compared 1o 1996,

Directery and Information Services Revenues
Increase

3.3%
8.5%

1997-1996
1996-1995

$ 737
$ 1735

We earn directory and informarion services revenues primarily
from local adverrising and marketing services provided to
businesses in our White and Yellow Pages directories within

i our region, international directory services, and electronic

publishing services. We aiso provide darabase services and
directory markering services outside of our region. Revenues
from our Internet services businesses are also included in chis
evenue CatEgol'y.

As previously described in the "Overview” section, we changed
our method of accounting for direcrory publishing revenues
and expenses in 1996, The effect of this change caused an

. increase in revenues of approximately $125 million in 1996.
i Excluding the effect of this accounting change, 1996 directory
- and information services revenues grew 2.4% over 1995.

Revenue growth in both 1997 and 1996 was principally

attriburable to volume increases and higher rates charged for

+ directory publishing services. The year 1997 also reflects
. improved revenue growth fram our Inrerner services.

Wireless services include revenues generated from our consoli-
dated subsidiaries that provide cellular and paging communi-

| cations services, including Bell Adantic Mobile, domesically,

and [usacell in Mexico. As described earlier, as a result of the
restructuring of our [usacell investment, we account for this
investment as a fully consolidated subsidiary beginning in
1997, while in 1996 and 1995 we accounted for this invest-
ment under the equicy mechad.

Growth in our domestic cellular customer base of 21.4% in
1997 2nd 31.3% in 1996 was the primary reason for the
increase in wireless services revenues in both years. Customer
growth in both years, particularly in 1997, was affected by
competition from new wireless carriers. Revenue growth
resulting from our increased costomer base was partially offser
by a decline in average revenue per subscriber as a result of
increased penetration of the lower usage customer marker,
and in 1997, competitive pricing factors. The consolidation

. of approximarely $228 million of [usacell’s operating revenues

also conrtribured o revenue growth in 1997,

Ocher Services Revennes
(Decrease)

(@0.%
(41.0)%

1997-1996
1996-1995

$(173.9)
$(301.6)

Qvther services include revenues from our relecommunications
consulting, real estate and financing businesses. As described
earlier, we account for our CWC investment under the equity
method, beginning i the second quareer of 1997, Prier to this
transaction, our cable relevision and telecommunicarions opera-
tions in the United Kingdom were accounted for as 2 fully

. consolidated subsidiary.

" The decline in other services revenues in 1997 was caused

primarily by the effect of the CWC rransaction and by the
sale of pur real estate properties business in the second quacter
of the year. Revenues in 1996 declined principally as a result

. of the sale of our domestic computer maineenance subsidiary

in October 1995.
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Operating Expenses
Years Ended December 31, 1397 ‘ 1996 1995
Empioyee costs § 9.047.2 | $ 87039 § 8.31L3
Depreciarion

and amertization 5.864.4 5.379.0 5,326.1
Taxes other than income 1,606.9 | 1,499.9 1,589.3
Other operating expenses 8,333.9 | 7.493.8 6,782.7
Total Operating Expenses  §24,852.4 | $23,076.6 $22,509.4

For purposes of our discussion, reference w the ncework subsidiaries
includes our operating telephone subsidiaries, subsidiaries thac provide
centeatized services and support, and nerwork-relared subsidiaries provid-
ing systems invegration, CPE discriburion, inside wiring, long distance,
and directory and information services.

Employee Coses

Increase (Decrease}
19971996 $3433 . 33%
1996-1995 $(107.4)

{1.2)%

i Employee costs consist of salaries, wages and other employee

compensation, ¢mployee benefits and payroll taxes.

Employee costs increased in 1997 2s a result of merger-related
costs recorded in the third quarter. As described earlies, we
recognized approximately $223 million in benefit costs for che
separation by che end of 1999 of approximately 3,100
management employees who are entided to benefits under pre-
existing separation pay plans. We alsa recorded approximarely
$53 million of direct incremental merger-related costs associac-
ed with compensation arrangements. The 1997 expense
increase also reflects higher costs of approximarcly $277
million in connection with our retirement incentive program.
For 2 further discussion of retircment incentives, sce below.

Other items contributing to the increase in employee costs in
1997, but 1o a lesser extent, were annual salary and wage
increases and the effect of increased work force levels princi-
pally as a result of higher business volumes at our nerwork
and domestic wircless subsidiaries. Work force levels grew by
approximately 3,800 or 2.8% from the prior year, with
approximatcly 2,600 of the increase ateributable to our wire-
less subsidiaries. The effect of consclidating our [usacell
investment also contributed to che expense increase in 1997.

These increases were partially offser by reductions due to
lower overtime pay for repair and maintenance acriviry at our
network subsidiaries and the effect of accounting for our
CWC investment under the equiry method.

In addition, pension and benefit costs were lower in 1997 due
10 a number of factors, including changes in actuarial assump-
tion, favorable returns on plan assets, lower than expected
medical claims experience and plan amendments including
the conversion of a pension plan ta a cash balance plan.
Effective January 1, 1998, we established common pension
and saving plans benefir provisions for all management

! employees. As a resule, continuing NYNEX management

employees will receive the same benefit levels as previously
given under Bell Adantic management plans. This change
included the canversion of the NYNEX management pension
plan to a cash balance plan. The change to the cash balance
plan is expected o resulc in lower pension costs in 1998.

The reduction in employee costs in 1996 was principally
caused by lower retirement incentive costs of approximately
$278 million, as compared to 1995. This expense decrease
was partially offser by the effect of annual salary and wage
increases, higher work force levels and increased overtime pay
for repair and maintenance activity.

Retirement [ncentives

In 1993, we announced a restructuring plan which included
an accrual of approximately $1.1 billion (pre-tax) for severance
and postretiremenc medical benefits under a force reducdon
plan. Beginning in 1994, retirement incentives have been
offered as 1 voluntary means of implementing subsrandially all
of the work force reductions planned in 1993.

We estimated thar additional costs of approximacely $2.2
billion would be incureed as employees elected to leave the
business through 1998 under the redirement incentive program
racher than through the severance provisions of the 1993 force
reduction pian. This determination was based on the expecta-
tion thar the oral number of employess who would elect to
leave under the current reticement incentive program chrough
its compierion in 1998 would be in the range of 19,000 o
21,000, consisting of approximately 9,000 to 10,000 manage-
ment and 10,000 to 11,000 asseciate employees.

Since the inception of the retirement incentive program, addi-
tional costs votaled approximately $1,957 million (pre-tax) as
of December 31, 1997, consisting of 3513 million in 1997,
$236 million in 1996, $514 million in 1995 and $694 million
in 1994, As of Decernber 31, 1997, employees who have lef
the business under the rerirement incentive program totaled
19,275, consisting of 9,329 management and 9,946 associate
employses. The retirement incentive program covering

-management employees ended on March 31, 1997 and the

program covering associate employees is scheduled o end in
August 1998, In the first quarter of 1998, we expect berween
1,700 to 1,800 assaciate employees to elect ro leave under the
retirement incentive program, resultng in an ¢stimated pre-tax
charge in the range of $250 million ta $300 million.

Based on the experience of employee take rates under the
program and management’s most recent assessment of work
volume and producrivity trends, we are currently considering
and discussing with the unions possible changes in the program
for associate employees. We now expecr chat, if the current
program is fully implemented, the rotal number of employecs
electing to leave under the program, and the associated addi-
tional charges, would be substancially greater than previously
cstimated,
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Management's DIscussion and Analysis continued

As of December 31, 1997, the remaining reserves associated
with the 1993 rescrucruring plan were approximately $39
million for employee severance and $54 million for postretire-
ment medical benefits, Other reserves established in the 1993
restructuring plan related te process re-engineering, exir costs
and asser write-offs. The urilization of these other reserves
amouared to approximately $5 million in 1997, $134 million
in 1996 and $328 million in 1993, See Note 16 to the consoli-
daeed financial statements on pages 44-47 for addirional infor-

mation gn retirement incencives.

Depreciation and Amortization

Increase
. 90%
1.0%

19971996
1996-1995

$ 485.4
$ 529

Depreciation and amortization expense increased in 1997
primarily as a result of the recording of approximarely $297
million for the write-down of obsolete fixed assers in the third
quarter of 1997. Depreciation expense was also higher in 1997
due to growth in depreciable plant and changes in the mix of
plant assets ar our necwork and domestic wireless subsidiaries.
The effect of consolidating our fusacell invesemenr also
contribuced to the expense increase in 1997, These expense
increases were parrially offset by lower rares of depreciation and

the effect of the CW<C rtransacrion.

The increase in depreciation and amorrization expense in
1996 was principally caused by higher depreciable plant
balances at our network and domestic wireless subsidiaries.
This expense increase was substantially offset by lower rares of
depreciation and che effect of the sale of our domestic
computer maintenance subsidiary in October 1995,

Taxes Other Than Inceme
Increase (Decrease)

19971996

. .. §107.0
1996-1995

$ (89.4) (5.6%

Taxes other than income consist principally of taxes for gross
receipts, property, capital stock and business licenses.

The increase in raxes ocher than income in 1997 was substan-
tially due to charges recorded in che chird quarter of 1997 for
stare and local vax contingenciss of approximarely $55 million
and for raxes incurred as pare of direct incremental merger-
related costs of approximately $25 million,

Taxes other than income declined in 1996 principally as a
result of a tax sertlement recorded in 1999, and the effect of a
change in the gross receipts tax law in New York in 1995.

1%

Other Operating Expesses
Incraase
1996-1995 7111 10.5%

Other operating expenses consist of conteact services, rent,
nerwerk software costs, the provision for uncollectible
accounts receivable and other costs.

The rise in other operating expenses in 1997 was largely due
to the recording of merger-related costs and other special
itemns aggregating approximately $634 million in the cwelve-
month period. The charges conuributing to the increases in
other operating expenses included; direct incremental merger-
related costs of $122 millien, transition merger-related costs
of $90 million, video-related charges of $69 million, costs to
consolidate cerrain redundant real estate propertics of §55
million, charges for regularory, legal and other contingencies
of $126 million and other miscellaneous expense ftemns of
$172 million.

Other aperating expenses in 1997 also included increased costs
at our nerwork subsidiaries to comply with certain require-
ments of the Act to permit our sventual entry into the in-
region long distance business. Costs associated wich opening
out nerwork to competitors, including local number poreabili-
ty, totaled approximarely $290 million in 1997 and $125
million in 1996. In 1997, we also recognized higher intercon-
nection payments 1o competitive local exchange and wireless
carriers to rerminace calls on their nerworks, higher expenses as
a result of inereased business volumes ar our domestic wireless
and systems inregration subsidiaries and higher costs associated
with entering new businesses such as out-of-region long
distance and Internet services. The effect of consolidating
Tusacell also coneribured to the expense growth in 1997,
Expense increases in 1997 were offset, in part, by the effect of
the CWC transaction and lower nerwork software purchases,

Other opetating expenses were higher in 1996, as compared
1995, largely due to additional costs incurred at the network
subsidiaries o upgrade nevwork software, enbance billing and
operating systemns, market and advertse services and comply
with cercain aspeces of the Act. The change in acoounting for
directory publishing expenses in 1996 and costs associared
with entering the out-of-region long distance and [nternet
businesses also caused an increase in other operaring expenses
in 1996. Other operating expenses also included higher
volume business costs at aur domestic wireless and systems
integrarion subsidiaries. Expense increases in 199G were
partially offset by the cffect of the sale of our domestic
compurer maintenance business in late 1995 and the effect of
lower chargss associated with regulatory issues and certain
asset and investment dispasitions.

We expect to continue to incur costs associated with compli-
ance with the Act in 1998 at about the same level as in 1997,
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fncome (Lass) from Unconsolidated Businesses
Tnerease (Decrease)

$(138.3

1997-1996
1996-1993

Income {loss) from unconsofidated businesses includes
income and losses from investments accounted for under che

i equity mechod and goodwill amortization relared to these

investments, As described earlier, beginning in the second
quarter of 1997 we account for our investment in CWC
under the equity method, and in che first quarter of 1997 we
fully consolidated our investment in lusacell.

We recognized a loss from unconsolidated businesses in 1997
principally as a result of special charges of approximately $162
million related to cerrain video investments and operartions. [n
1997, we derermined char we would no longer pursue a multi-
channel, multipoint, distriburion sysrem (MMDS) as pare of
our video straregy. As a result, we recognized liabilicies for
purchase commitments associared wich the MMDS rechnology
and costs associated with closing the operacions of our Tele-TV
partnership because this eperation is no longer needed
support our current videa stracegy. We also wrote down our
remaining investment in CAY Wireless Systems, Inc.

The year 1997 also included $59.3 million for our equity
share of formation costs incurred by CWC and higher equiry
losses associated with our investmene in a personal communi-
cations services (PCS) joint vencure, PrimeCo Personal
Communicarions, L.P (PrimeCo). In Navember 1996,
PrimeCo launched commercial service in 16 majar cities
throughour the counury, expanding its PCS service to 28 cities
by the end of 1997, The change berween 1997 and 1996 was
also affected by a pre-tax gain of approximately 866 million
recognized in the first quarter of 1996 on the disposition of 2
nonstrategic investment.

These Factors were offset, in pari, by pre-tax gains on the
sales of our ownership interests in several businesses, includ-
ing approximately $42 million related to the disposition of
our interest in Sky Network Television Limited of New
Zealand, $54 million on the sale of our 33% stake in an
[talian wireline venture, Infostradz, and $46 million, ner of
reserves, on the sale of our rwo-sevenths interest in Bell
Communications Reseerch, Inc. (Bellcore). We also recog-
nized a small gain on the sale of [usacell’s interest in an
Ecuadornian cellular company in 1997.

Results for 1997 were positively affected by the consolidation
of our Iusacell investment and improved operating results from
our invesements in Omnitel Pronto Italia 5.p.A. (Omnitel), an
incernational wireless investment, and FLAG Lid. {(FLAG). 2

company, in which we are the managing sponsor, thar has
completed construction of an undersea fiberoptic cable system
berween Europe and Asia and launched its commercial service
in the fourth quarter of 1997,

Income from unconsolidated businesses in 1996 was higher
than in 1995, principally due to the recognition of a pre-tax
gain on the sale of 2 nonstrategic investment and lower equiry
losses from our lusacell investment, reflecting ner forcign
exchange gains and a reduction in the amortization of good-
will. These increases were partially offset by higher equiry
losses associated with our investments in several joint
ventures, including PrimeCo and Omnitel.

Orher Incame and (Expensel, Net

Irecrease (Decrease)
3 963
$(563.9)

19971996
1996-1995

Other income and {expense), net, consists primarily of inter-
est and dividend income, minority inrerest in net income
(loss) of consolidated businesses, and gains and losses on non-
operating assets and investments.

The principal items affecting the change in other income and
expense in 1997 were the effects of accouncing for our equity
investment in CWC and the consolidation of our Tusacell

| investment, as described earlier,

The change in other income and expense in 1996 was primar-
ily atreibucable to a pre-tax gain of approximately 3384
million recorded in 1995 an the sale of certain cellular prop-
erties and a change in the method of recording capiralized
interest costs by two of our operating telephone subsidiaries,
In connection with the discontinued application of SFAS No,
71 in 1995, thesc operating telephone subsidiaries began
recognizing capitalized incerest costs as a reduction to intersst
ezpense beginning in 1996. Previously, chese subsidiaries
recorded an allowance for funds used during construcrion as
an item of other income.

Interest Expense

Incozars {Derrenie)
1997-1996 § 1480 137 %
1996-1995 $(182.6) (14.4)%

[nterest expense increased in 1997 principally as a result of
higher borrowing levels at our network and wircless
subsidiaries. A reduction in capitalized interest costs associat-
ed with our PrimeCo investment and che effect of the Tusacell
consolidation also cantributed to the rise in interest expense
in the year.



Management's Discussion and Analysls continued

We were able o reduce our interest expense in 1995 as a
resuly of lower rates of interest and lower average borrowing
levels during the year. The aforementioned change in the
method of recarding capiralized inrerese costs by two of our
operating telephone subsidiaries also contributed to the
reducrion in interest expense in 1996,

See Note 9 to the consolidared financial starements on pages
36-38 for additional information about our debr portfolio.

Effecrive Income Tax Rates
Years Ended December 31,

97 L. 38A%
1996 . 363%
1995 37.7%

The effective income tax rar¢ is the provision for income taxes
as 3 percentage of income before provision for income taxes,
extraordinary items and cumulacive cffect of change in
accounting principle.

The higher effective income tax rate in 1997 resulted from
the effect of certain merger-related costs and special charges
far which there were no corresponding tax benefits.
Adjustmenss to the valuadon allowance resulting from our re-
evaluation of tax planning strategies in light of the merger
also contributed to the higher effective income tax rate in
1997. These factors were partially offset by the effect of a
change in the New Jersey state tax law, which resulted in the
recognition of a deferred state income tax benefit of approxi-
marely $75 million in the third quarter of 1997.

In 1997, a New Jersey law was enacted that repealed the gross
receipts tax applicable to telephone companies and extended
the net-income-based corporare business eax o include tele-
phone companies. This change is not expected to have 2
material effect on future results of operations.

The effective income tax rate was lower in 1996, as compared
10 1995, due principally to changes in foreign investes results

{ for which there were no corresponding tax benefies or expense.

The 1996 rate also reflects prior period adjustments, including
research and developmene credits. The 1995 rare refleces a
provision for various state tax issues recorded in 1995. The
effect of these factors was partially offset by the reduction in
the amorrtization of investment tax credics and che elimination
of the benefit of the income tax rate differencial applied o
reversing ciming differences, both as a resule of the disconcin-
ued application of regularory accounting principles by two of
our operating telephone subsidiaries in June 1995.

A reconciliacion of the srarutory federal income cax rate to the
effective income rax rare for each period is provided in Note
17 to the consolidared financial stacements on pages 47-48,

Financial Condition

Years Ended Deccmber 31, 1997 1996 1995
Cash Flows From (Used In);

Operating activities $ 88587 | $ 8780.8 § 7.8M4.4
Investing activities (7,338.G) (7,.374.0) (6,564.1)
Financing activities {1,446.7) (1,420.3) (1,147.8}

We use the ner cash generated from our operations and from
external financing to fund capital expenditures for necwork
expansion and modernization, pay dividends, and invest in
new businesses. While current liabilities exceeded current
-assets at December 31, 1997 and 1996, our sources of funds,
primarily from operations and, to the extent necessary, from
readily available external financing arrangemens, are suffi-
cient to meet ongoing operating and investing requirements.
We expect that presently foreseeable capital requirements will
i continue o be financed primarily through internally generat-
ed funds. Additional debt or equity financing may be needed
to fund additional development acrivities or to mainrain our
capital structyre o ensure our financial flexibiliy.

Cash Flows From Operating Activities

Our primary source of funds continued ro be cash generated
from operations. [mproved cash flows from operating activi-
ties during 1997 resulted mainly from improved operating
income before certain charges in connection with the merger
and with consalidating operations and combining organiza-
tions. Cash flows from operations improved in 1996 due
principally to growth in operating income and timing differ-
ences in the payment of accounts payable and accrued raxes.

Cash Flows Used in Investing Activities

Capital expenditures cantinued to be our primary use of cash
resources. Our capital expenditures consisted principally of
investments in our neowdrk subsidiaries. We invested approxi-
mately $5.5 billion in 1997 and $4.9 billion in each of 1996
and 1995 to support our network businesses in order to facili-
tate the intreduction of new producrts and services, enhance
responsiveness to competitive challenges and increase the
operating efficiency and productiviry of the nerwork. We
expect capital expenditures in 1998 co aggregare 10 approxi-
mately $7.0 billion, including approximately $6.0 billion w
be invested in our nerwork subsidiaries,

We conrinue ro make subseanrial investments in our uncon-
solidated businesses. During 1997, we invested $833.0
million in unconsolidated businesses including approximately
$426 million in PrimeCo to fund its operations and the
continued build-ous of its PCS neework, $138 million in
FLAG and $269 miilion in leasing and other partnerships.
Cash investing activities in unconsolidated businesses in 1996
toraled $1,071.2 million, which included investments of
approximately $257 million in PrimeCo, $315 million in
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Omnitel, primarily to increase our ownership interest, $224
million in other international telecommunications invest-
ments and $275 million in leasing and other partncrships.
Cash investments in unconsolidated businesses in 1995
consisted principally of approximately 3612 million in
PrimeCo o fund rhe initial purchase of PCS licenses, $170
million in intesnational telecommunications investmenes and
$253 million in leasing and other partnerships,

Cur short-term investments censist principally of cash equiv-
alents held in rruse accouncs for che payment of certain
employee benefits. During 1997 and 1996, we invested
$843.6 million and $418.1 million in short-term investments,
principally in trusts to pre-fund vacation pay and associare
health and welfare benefirs. In 1997, we increased our pre-
F{mding of benefirs trusts to cover employees of the former
NYNEX companies. Proceeds from the sales of short-term
investmencs were $426.9 million in 1997, compared o
$132.5 million in 1996.

During 1997, we received cash proceeds rotaiing $346.5
million from the sales of our real estate properries and our
intercsts in Bellcore, Infostrada, Sky Nerworl Television
Limited of New Zealand and other joint venrures.

In 1996, we received cash proceeds of approximately 5128
million from the sales of nonstrategic investments. Cash
proceeds from dispositions of businesses in 1995 consisted
principally of approximately $453 million from the sale of
cereain cellular properries and appreximarely $250 million in
connection with the sales of our computer maintenance busi-
ness and our interssts in certain European computer mainte-
nAnce operations.

During 1997, we received cash proceeds of $153.53 million
from Telecom Corporation of New Zealand’s (TCNZ) share
repurchase plan. TCNZ completed its repurchase plan in
December 1997, As a result of the repurchase plan, we
increased our ownership interest in TCNZ from 24.82% to
24,95%, the maximum permireed level,

Cash Flows Used in Financing Activities

As in prior years, dividend payments were a significant use of
capital resources. We determine the appropriateness of the
level of our dividend payments on a periadic basis by consid-
ering such factors as long-term growth oppertuniries, internal
cash requirements and the expectations of our sharcowners. In
Seprember 1997, we announced a quarterly dividend
payment of $.77 per share, an annual rate of $3.08 per share,
as contemplated in the merger with NYNEX, The new divi-
dend paymenc is equivalent to what former WYNEX share-
owners would have received from the NYNEX quarterly
dividend of $.59 per share. Cash dividends declared in che
first and second quarters of 1997 were 3.74 per share. In
1996, cash dividends were $.72 per share ¢ach quarter, or
$2.88 for the year; dividends declared in 1996 included $.005

per comman shate for redemption of all rights granted under
our Sharcholder Rights Plan, In 1995, cash dividends were
$.70 per share each quarter, or $2.80 for the year.

We increased our long-term debr (including capival lease
cbligations) and shott-erm debr by approximately $1,438
million from December 31, 1996, compared to 2 reduction in
debr of approximately $197 million from 1995 to 1996, The
increase in 1997 was principally artribucable to an increass in
telephone plant construction, new invesrments in PrimeCo
and other wireless subsidiaties, and the consolidation of our
lusacell investment. Addicional pre-funding of employes
benefits trusts also contributed to the increase in debr levels.
The effects of these capital expenditures and the pre-funding
af benefits trusts were partially offser by proceeds from the
TCNZ share repurchase plan and from sales of our real estare
properties and other investments.

In January 1998, one of our operating telephone subsidiaries
issued $250.0 million of debentures, and in February 1998
the proceeds were used ta redeem $200.0 million of bonds
and to reduce shart-term debt levels.

Qur debt ratio was 60.5% as of December 31, 1997,
compared to 58.39% as of December 31, 1996 and 62.1% as
of December 31, 1995,

Ar December 31, 1996, we classified approximarely §1.8
billion of commercial paper borrowings as Long-Term Debt
as a result of our intent to refinance thess borrowings on a
lang-term basis using an unsecured revelving credit Faciliry.
This revolving credit facilicy was canceled in 1997. Asa
result, all commercial peper was classified as Debr Maruring
Within One Year in 1997,

As of December 31, 1997, we had unused bank lines of credit
in excess of $4.8 billion and our subsidiaries have sheif regis-
trations for the issuance of up w $2.7 billion of unsecured
debe securities. We also bad $509.7 million in borrowings
outstanding under bank lines of credir ar December 31, 1997.
We have established 2 $1.0 billion Euro Medium-Term Noce
Program for the issuance of debe securities through a
subsidiary. The debr securities of our subsidiaries concinue to
be accorded high ratings by primary rating agencies.

In the secand quarter of 1997, we reduced our Series B
Preferred Stock of Subsidiary by 100,000 shares through the
purchase of the stock by a wholly owned subsidiary for $10.0
million. In December 1997, our subsidiary Bell Aclantic New
Zealand Holdings, Inc. (BANZHI) issued 650,000 shares of
Series C Variable Term Preferred Stock at 3100 per share with
an initial annval dividend race of 4.40%. [n 1995, BANZHI
issued 600,000 shares of Series B Preferred Stock at a share
price of $100 with an annual dividend rate of $5.80 per

- share. Preferred share sales resulted in cash inflows of $65.3

million in 1997 and $59.5 million in 1995,
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As 2 result of the consolidarion of our Iusacell invescment in
the first quarrer of 1997 and the transfer of our inrerests in
United Kingdom operations to CWC for an equiry interest in
CW/C in the second quarter of 1997, our consolidated balance

‘ sheer at December 31, 1997 reflects increases and decreases in

certain categories of assets and liabiliries; however, these trans-
actions had no material effect on our financial condition.

In February 1998, we issued approximarely $2.5 billion in
exchangeable notes. The notes have a maturity of five years
and may be exchangeable into sharas of TCNZ, with the
exchange price established ar 2 premium to the TCNZ share
price at the time of the offering. The notes are noncallable for
a period of at least three years, and are not exchangeable by
investors for an initial period of 18 months. Upon exchange
by investors, we retain the option to settle in cash or by deliv-
cry of shares. Proceeds from the offering arc being used for
general corporace purposes, including the repayment of 2
portion of our short-term debt. This transaction is not expect-

: ed to have 2 marerial effect on our financial condition or

results of operations in 1998.

Market Risk

We are exposed to various types of market risk in the normal
course of our business, including the impact of interest rate
changes, foreign currency exchange rate flucruarions and
changes in corporate tax rates. We employ risk management
strategies including the use of derivatives such as interest rate
swap agreements, incerest rate caps and floors, foreign
currency forwards and options, and basis swap agreements to
manage these exposures. We do not hold derivatives for trad-
ing purposes, The analysis below presents the hypothetical
changes in fair values related to our financial instruments
held as of December 31, 1997, which are subject to these
market risks.

Interest Rate Risk Management

Cur objective in managing interest cate risk is to maintain a
mix of fixed and variable rate debr that will lower our overall
borrowing costs within reasonable risk paramerers. Qur
shore-term commercial paper and bank loans expese our
earnings to changes in short-term interest rates since incerest
rates on these obligations are either variable or fixed for such
a short period of rime as to effectively become variable.
Incerest rate swaps are used to convert a portion of our debt
portfolio fram 2 variahle cate o a fived eate or from a fixed
rate to a variable rate. We have also entered inco inrerest rate
swap agreements to hedge the value of cereain incernacional
investments. These swap agreements generally have both
interest rare and foreign currency companents. The interest
rate components typically require us to pay a floating rate of
interest and receive z fixed race,

As of December 31, 1997, the fair value of our long-term
debe and interest rate derivatives was approximarely $14.4
billion. The aggregace hypotherical fair value of these Financial
inscruments assuming a 100-basis-point upward parallel shift
in the yield curve is estimated to be $13.6 billion. The aggre-
gate hypotherical fair value of these financial instruments
assuming a 100-basis-point downward parallel shift in the
yield curve is estimated to be §15.2 billion. The fair values of
our commercial paper and bank leans are not significantly
affected by changes in marlker interest rates.

Foreign Exchange Risk Management

Our objective in managing foreign exchange zisk is to protect
against earnings and cash flow volatility resulting from
changes in foreign exchange rates. Short-term transactions in
foreign currency and foreign currency commitments expose us
to changes in foreign exchange races. We have entered into
forward coneracts to limit this risk by making the terms of the
forward exchange conrracts comparable with the terms of the
related foreign currency transactions.

At December 31,1997, our primary exposure with respect to
these transacrions was to U.S. dollar/ ITralian lira, U.S. dollar/
German mark and U.S. dollar/ Dutch guilder exchange ratcs,

Cercain other fateign currency transactions were entered ince
to hedge the value of cerrain international investments. As
noted in the “Interest Rate Risk Management” section above,
certain of our interest rare swap agreements also conrain 2
foreign currency companent whereby the final principal
exchange is designaced in a foreign currency. At December 31,
1997, we had exposure to U.S. dollar/ British pound and U.S.
dollar/ Thai bahe exchange rates. In addition, aur equity
invescment in the Philippines holds debt denominated ina
currency other than the Filipine pese and recognizes foreign
currency gains ot losses when translating those liabiliries. Our
equity income related to this investment is subject to fluctua-

tions in the U.S. dollar/Filipino pesa exchange rate.

We are subjecr to risk from changes in foreign exchange rares
for our equity investees which use a foreign currency as their

i functional currency and are translated to U.S. dollars. Such

changes result in cumulative translation adjustments which
are included in Sharcowners’ Investment. At December 51,
1997, we had cranslation exposure to various forcign curren-
cies wirh the most significant being the New Zealand dollar,
Tralian lira and British pound.

The aggregate hypothetical change in the fair values of our
foreign currency derivatives and cost investments from a 10%
increase or 10% decrease in the value of the U.S. doilar
against che various currencies that we are exposed to at
December 31, 1997 was not material. This calculacion does
not include potential changes in the value of our international
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investments accounted for under the equity method. As of
December 31, 1997, those international investmencs totaled
approximately $1.8 biflion.

The fair values of our investments accounted for under the
cost method may also be at risk from adverse changes in
foreign exchange rates. We currently hold an internarional
portfolio of telecommunication-related infrastructure projects
that includes cost investments in Thailand 2nd Indonesia.
During the past several months, Asian financial markets bave
experienced a high degree of volatility, which has had a nega-
tive effect on the fair values of these international invest-
ments. However, we believe that the declines from recorded
book values are temporary and that the spot currency rurkets
are not a clear and reliable indicaror of the rates which the
local economies may support in the furure. While we expect
tO recover our investments in these cauntries, we will contin-
ue to monitor the Asian financial markers closely and manage
our investments in order to maximize our furure resules, all
within the parameters of established risk management
processes. The ultimate impact of these market uncerrainties
will be dependent upon future events, including the level of
volarility in these markers, the duration of these unsercled
market conditions and the state of the underlying economies
in the affected countries. Should we determine the downturn
of financial markes in these countries to be ather then
tempaorary, the impact could be material to our financial
condition and results of operations.

Qther Risk Management

Earnings generated from our leveraged lease portfolio may be
affected by changes in corporate tax rates. In order to hedge a
portion of this risk, we entered into several basis swap agree-
ments which provide for the receipt of a variable interest rate
{LIBOR-based) in exchange for a rate calculated based on 2
tax-exempt market index {J.J. Kenney). We account for these
swaps at fair value and record changes in unrealized geins and
losses in our statement of income.

It is our policy to enter into interest rare, foreign currency and
other transactions only to the extent necessary to achieve che
desired objectives of our management in limiting our exposures
to the various marker risks discussed above. We do not hedge
all of our market risk exposures in a manner thar would
completely eliminare the impacr of changes in interest rates and
foreign exchange rates on our net income. We do not expect
that our results of operations or liquidity will be materially
affzcted by these risk management strategies,

The notional amounts of our derivative contracts are used only
to ¢calculats contractual payments to be exchanged and are not
a measure of our credit risk or our fcure cash requirements.
Credir risk related to derivatives is limited to nonperformance
by counterparties to our contracts, We manage that credir risk

by limiting our exposuse to any one financial instrurion and
by monitoring our counterparties’ credit ratings. We believe
that the risk of loss due to nonperformance by counterparties
is remote and that any losses would not be marerial o our
financial condition or results of operations.

In addition, we are gypically exposed o other types of risk in
the course of our business such as political risks to assets
located in foreign countries.

Credit risks and other potential risks have not been included
in the above analysis.

Other Factors That May Affect Future Results

Ball Atlantic — NYNEX Maerger

t The merger of Bell Adlantic and NYNEX was completed on
August 14, 1997. We are targeting recurring expense savings
of approximarely $450 million in 1998, $750 million by

i 1999 and $1.1 billion by 2000 and approximarely $300

; million a year in capital savings as a result of the merger by
| consolidating and integrating nerworks and operating

\

|

i systems, eliminating approximately 3,100 management posi-
tions, centralizing procurement, reducing the need for
coneract services, consolidating real estate, combining infor-
mation systems and eliminating duplicative operations. We
also expect to add approximacely $400 million a year in
revenues from our current product portfolio by using our
best marketing and advertising practices. We are rargering
1998 carnings growth within the 10% to 12% range, exclud-
ing merger-related transition and integration costs.

Telecommunications Industry Changes

The telecommunications industry is undergoing substantial
changes as a resule of the Ace, ather public policy changes and
technological advances. These changes are bringing increased
competitive pressures in our current businesses, but will alsa
open new markets to us.

The Act became law on February 8, 1996 and replaced the
Modification of Final Judgment (MF]}. In general, che Act
includes provisions that open local exchange markets to
comperition and permit Bell Operating Companies (BOCs)
or their affiliates, including Bell Atlantic, to provide
intertLATA (long distance} services and to engage in manufac-
turing previously prohibited by the ME]. Under the Act, our
abiliry 1o provide in-region long distance service is largely
dependent on sadsfying certain conditions. The requirements
include a 14-point “competitive checklist” of steps we must
take which will help competitors offer local service through
resale, the purchase of unbundled network elements or
through their own networks. We must also demonstrate to the
. FCC that our entry into the in-region long distance marker

- would be in the public interest.
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' parties, Alchough we believe chac the courts decision will be
: upheld on appeal, we are continuing to work chrough the regu-

. depends on the receipt of FCC approval and on the ultimate
. outceme of the appeals of the district court’s decision,

' network element prices or to combine unbundled nerwork
! elements for competitors. The U. §. Supreme Court has agreed
* to hear appeals by the DOJ and other parties of thar decision.

. will ultimacely have on our business, results of operations or

© broaden their offerings. Cucrent and potential comperitors in
-~ telecommunication services include long distance companies,
* other local telephone companies, cable companies, wireless

service providers, foreign telecommunications providers, elec- |
- tric utilities, Interner service providers and other companies

A U. 8. Districr Courr recently found that the line-of-business
rescrictions in che Acr, including the requirement that BOCs
alone comply with a comperitive checklist before being allowed
10 provide long distance, 2re unconstitutional because they
apply only to BOGs. The court has stayed its order pending
appeals by the U, 8. Department of Justice (DQ]J) and other

latory process at both the state and federal levels in order 1o be
in a posicion to enter the in-region long distance market in
1998. We expecr to petition the FCC for permission to enter
the in-region long distance market in New Yok early in the
second half of this pear and in one or more ather states by the
end of the year. We anricipate entering the in-region long
distance market in at least one jurisdiction during the second
half of 1998, but there can be no assurance that any approval
will be forthcoming in time to permit us to do so. The timing
of our long distance entry in each of our 14 jurisdictions

A U. 8. Court of Appeals has found, thar the ECC unlawfully
artempted to preempr state autkority in implementing key
provisions of the Act and that several provisions of the FCC's
rules that we challenged are inconsistenc with che staturory
requirements. In parricular, ir affirmed chat the staces have
exclusive jurisdiction over the pricing provisions of local incer-
connecrion and resate arrangemenus, that the FCC cannor
lawfully allow competitors to “pick and choose” isolated rerms
ourt of negotiated interconnection agreemencs, #nd that che
FCC cannor require incumhent local exchange carriers 1o
provide competitors a pre-assembled necwaork platform at

We are unable to predict definitively the impact that the Act

financial condidon. The financial impact will depend on several
factors, including the timing, extent and success of competition
in our markets, the rfiming and outcome of the various appeals,

and the timing, extent and suceess of our pursuit of new oppor-
tunities resulting from the Act.

We anricipate that these indusery changes, together with the
rapid growth, enormous size and global scope of these markets,
will arcract new enerants and encourage existing competitors to

that offer network services. Many of these companies have a

strong marker presence, brand recogrition and existing
customer relationships, all of which concribure to intensifying
comperition and may affect our fucute revenue growth. In
addition, a number of majar industry parcicipants have
annaunced mergers, acquisitions and joint ventures which
could substantially affect the development and rarture of some
ar all of our markees. You should also read the “Competition”
section on page 21 for additional informarion.

Recent Developments — FCC Orders

In 1997, the FCC adopted orders to reform the interstate
access charge system, te modify its price cap system and o
implement the “universal service” requirements of the Act.

Access Charges
Interstate access charges are the rates long distance carriers

pay for use and availabiliry of the operating eelephone
subsidiaries’ facilities for the origination and termination of

' interstate service, The FCC’s arder adopted changes to the
- access tariff structures in order to permit the operating tele-

phone subsidiaries w recover a greater poction of their inter-
state costs through rates thac reflect the manner in which
thase costs are incurred. The FCC required a phased restruc-
turing of access charges, beginning in January 1998, so that
the operating telephone subsidiaries’ nonusage-sensidve coss
wilf be 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 addiion, the FCC will require establishment of
different levels of usage-based charges for originating and for
terminating interstate traffic.

A portion of the operating telephone subsidiaries’ interstate
costs are also recovered chrough flar mondhly charges w0
subscribers (subscriber line charges). Under the FCC's arder,

. subscriber line charges for primary residential and single line
| businesses will remain unchanged inidiaily, buc such charges for

additional residencial lines and mulri-line businesses will rise.

The FCC has begun an investigation of the tariffs filed by the
operating telephone subsidiacies and other local exchange
carriers to implement this new rate srructure. We are unable
to predict the results of this investigation.

FPrice Caps

The FCC also adopted modificadions to its price cap rules
which affect access rate levels. Under those rules, each year
our price cap index is adjusted downward by a fixed percent-
age intended to reflect increases in productivity {Productivicy
Factor) and adjusted upward by an allowance for inflation
{the GDP-PI). In the swelve monch period ended June 30,
1996, our Productiviry Facror was 5.3%. The FCC creared 2
single Productivity Factor of 6.5% for all price cap compa-
nies, ¢liminated requirements co share a portion of furure
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interstate earnings in excess of the authorized rare of return
with customers and required that rates be set as if the higher
Productivity Factor had been in effect since July 1996. Any
local exchange company thar earns an interstate rate of return
below [0.25% in a calendar year will be permitced to increase
its interstace rates in the following year. The FCC also ordered
elimination of recovery far amartized costs associated wich
our implementation of equal access to all long distance carri-
ers and removal of certain general overhead costs thar it
concluded were associated wich other unregulated servicss.

The FCC is expected to adopt an order in 1998 to address the
conditions under which the FCC would relax or remove exist-
ing access rate structure requirements and price cap reseric-
tions as increased lacal market competition develops. We are
unzble o predict the results of this further proceeding.

Universal Service

The FCC also adopeed rules implementing the “universal
service” pravisien of the Act, which was designed o ensure
that a basket of designaced services is widely available and
affordable to all customers, including low-income customers
and customers in areas that are expensive to serve. The FCC's
universal service suppore in 1998 will approximare §1.5
billion for high-cost ateas. The support amount thereafter
cannot yer be determined. The FCC, in conjunction with the
Federal-State Joint Board on Universal Service, will adopra
methodology for determining high-cost areas for nonrural
carriers, and the proper amount of federal universal service
support for high-cost areas. A new faderal high-cost universal
service support mechanism will become effective in 1999.

The FCC also adopred rules to implement the Acr’s require-

| ments o provide discounred relecommunications services to

schools and libraries and to ensure that not-for-profir rural
health care providers have access to such services at rates
comparable to those charged their urban counterpares. All

; telecommunications carriers must contribute funding for

these universal service programs.

The federal universal service funding needs as of fanuary .
1998 require each of our operating telephone subsidiaries to
contribute approximazely 2% of its interstate rerail revenues
for high-cost and low-income subsidies. Each of our operating
telephone subsidiaries will also be contributing a portion of its
total interstate retail revenues for schools, libraries and not-for-
profit health care, Qur operating relephone subsidiaries will
recover these contributions chrough interstate charges to long
distance carriers and end-users. Effective in 1998, our domes-
tic wireless subsidiary will also be required to contribute to

© these universal service programs and will recover the cost of its

contributions from end-users.

Compethion

Intral ATA Toll Services

Ineral ATA toll calls originate and terminate within the same
LATA, but generally cover a preater distance than a local call.
These scrvices are generally regulaced by scare regulatory
commissions racher than federal authoriries. All of our stace
regulatory commissions (except in the District of Columbia,
where intralLATA toll service is not provided) permic other
carsiers to offer intraLATA roll services within the state.

Until the implementation of presubscription, intralLATA tol
calls were completed by our operating telephone subsidiaries
unless the customet dialed a code to access a competing carri-
er. Presubscription changes this dialing method and enables
customers to make chese roll calls using another carrier with-
out having to dial an access code.

The Act generally prohibits, with cerrain exceptions, a state
from requiring presubscription until the earlier of such rime
as the BOC is authorized to provide long disrance services
originating in the state or three years from the effective date
of the Act.

Mew York Telephone Company substantially completed
implementation of intral ATA presubscripeion in the first
quarter of 1996, and fully complered intral ATA presubscrip-
tion implementation by September 1996. By December 1997,
our operatng telephone subsidiaries in Delaware, Maine,
New Hampshire, New Jersey, Pennsylvania, Rhode Island,
Vermonr and West Virginia had also implemented presub-
scription. We expect to offer intralLATA presubscription in
Maryland, Massachuserrs and Virginia coincidene with our
offering of lang distance services in those states, or by
February 8, 1999, as required by the Act.

Implementatien of presubscription for intralL ATA toll services
has begun to have a material negative effect on intralLATA toll
service revenues in those jurisdictions where, as noted above,
presubscription has been implemented before we are permit-
ted ro offer long distance services. The adverse impact on
intralL ATA toll services revenues is expected to be partially
offser by an increase in incral ATA access revenues.

Local Exchange Services

Local exchange services have historically been subject co regu-
lation by state regulatory commissions. Applications from
competitors to provide and reseil local exchange services have
been approved in all of our state jurisdictions. The Act is

. expected to significandy increase the level of competition in

[ all of our local exchange markers,
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Year “2000" Systems Modifications

We have initiated a comprehensive program ta evaloate and
address the impact of the year 2000 on our operations in
order te ensure that our network and computer systems
recognize calendar year 2000. This program includes steps to
(a} identify each item or element dyat will require date code
remediation, (b) establish a plan for remediation or replace-
ment, (c) implement the fix, (d) test the remediared product
and (¢) provide management with assurance of a seamless
transition to the year 2000. The identification and planniog
phases are substandially complete and remediasion and testing
are in process. We expect 1o complete the major portion of
our internal date remediation activity in 1998,

For the years 1998 and 1999, we expect to incur roral pre-tax
expenses of approximarely $200 million to $300 million asso-
ciared with both internal and external staffing resources for
the necessary planning, remediation and cesting and other
eXpenses [0 prepare our systems for the year 2000, However, 2
portion of these expenses will rot be incremental, bur rather
will represent the redeployment of existing information tech-
nology resousces. Estimated expenses include {a) anticipated
license fees for replacement software that will generally
provide increased functionality as well as year 2000 compli-
ance, and (b} direct remediation costs to pravide priority to
year 2000 compliance during the next two years. The cost of
planning and initial remediation incurred through 1997 has
not been significant. Certain other costs, which will be capi-
talized, represent ongoing investment in systems upgrades, the
timing of which is being accelerated in order o facilicate year
2000 complianee, These cost estimates have been included in
our earnings rargets.

We expect to complete this effort on a timely basis withour
disruprion to cur customers or operations.

Cautionary Statement Concerning Forward -

Locking Statements :

Information contained above in this Management's
Discussion and Analysis and elsewhere in this Annual Report
with respect to expected financial results and furure events
and trends is forward-looking, based on aur estimates and
assumptions and subject to risks and uncertainties. For those
staternents, we claim the protecrion of the safe harbor for
forward-looking statements contained in the Privace Sccurities
Litigation Reform Act of 1995,

The following important factors could affect the future resules
of our company and could cause those results to differ mareri-
ally from those expressed in the forward-looking statements:
(i) materially adverse changes in economic conditions in the
markets served by us or by companies in which we have
substantial investments, or changes in available technology;
(ii} the final outcome of FCCT rulemakings, and judicial
review of those rulemakings, with respect to the access and
interconnection thar we must pravide other cartiers under the
Act; (iii) the final outcome of FCC rulemakings with respect
to access charge reform and universal service; (iv) future state
regulatory actions in our operating areas; (v) the extent,
timing and success of competition from others in the locat
telephone and intralL ATA roll service markecs; (vi) the ciming
and profirability of our eniry into the in-region long distance
market and {vii) the success and expense of the remediation
efforts of the company and its suppliers in achieving year
2000 compliance.
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Report of Management

Report of Independent Accountants

We, the management of Bell Adantic Corporation, are
responsible for the consolidated financial statements and the
information and representations conrained in chis report. We
believe the financial statemants have been prepared in confor-
mity with generally accepted accounting principles and the
informarion in this report is consistenc with those statements.

To meert our responsibility for the preparation of reliable finan-
cial statements, we maintain a sirong internal control struc-
ture. It includes the appropriate control environment,
accounting systems and control procedures. The internal
control structure is designed o provide reasonable assurance
thar assets are safeguarded from unauthorized use, thar transac-
tionts ara properly recorded and executed under our authoriza-
tions, and that the financial records permit the preparation of
reliable financial starements. There are, however, inherent limi-
tations that should be recognized in considering the assurances
provided by the internal control strucrure, The concept of
rcasonable assurance recognizes thac the coses of the incernal

i control structure should not exceed the benefits to be derived.
{ The internal control structure is reviewed and evaluared on a
. regular basis. Compliance is monitored by our internal audi-

| tors through an annual plan of internal audits,

-

The Board of Directors has the responsibility to review the
financial statemenss. This is done by its Audit Commirtee,
which is composed of four ourtside directors. The Audit
Commirttee meets periodically with management and the
Board of Directors. [t also meets with represencatives of the
internal auditors and independent accountants and reviews
the work of ezch 1o ensure thar cheir respective responsibilities

. are being carried our and to discuss related matters. Both rhe

inrernal audicors and independent accountanrs have direct
access to the Audit Commirtee.

Raymond W. Smith
Chairman of the Board

¢ and Chief Executive Officer

A, Pt

Frederic V. Salerno
Senior Executive Vice President

" and Chief Financial Officer/

Strategy and Business Development

To the Board of Directors and Sharegwners of

Bell Atiantic Corporation:

We have audited the accompanying consolidated balance
sheets of Bell Adantic Corporation and subsidiaries as of
December 31, 1997 and 1996, and the related consolidated
statements of income, changes in shareowners’ investment,
and cash fiows for each of the three years in the period ended

December 31, 1997. The consolidated financial statements
give retroactive effect ro the merger of Bell Adantic

Corposarion and NYNEX Corporation on August 14, 1997,
which has been accounted for as 2 pooling of interests, as
described in Note | 1o the consolidated financial scatements.
These financial statements are the respansibility of the
Company’s management. Qur responsibility is to express an
opinion an these financial scatements based on our audirs.

. We conducted our audits in accordance with generally accepred
 audiring standards. Those standards require that we plan and

perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An

. audit includes examining, on a test basis, evidence supporting
. the amounts and disclosures in the financial statements. An

audit also includes assessing the accounting principles used and

~ significant estimates made by management, as well as evaluat-

ing the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

© In our opinion, the financial statements referred to zbave
present fairly, in all macerfal respects, the consolidated finan-

. cial position of Bell Aclantic Corporartion and subsidiarics as

of December 31, 1997 and 1996, and the consclidated tesules
of their operations and cheir cash flows for each of the three
years in the period ended December 31, 1997 in conformity
with generally accepted accounting principles.

As discussed in Note 3 to the consolidared financial state-
ments, in 1996, the Company changed its method of
accounting for directory publishing revenues and expenses.
Also, as discussed in Notes 2 and 4 to the consolidared finan-
cial statemens, in the second quarter of 1995, the Company

. discontinued accounting for the operations of cerrain cele-
: phone subsidiaries in accordance with Seatement of Financial

Accounting Standards No. 71, "Accounting for the Effects of
Certain Types of Regulation,”

W;QWM

1301 Avenue of the Americas
New York, New Yock
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Beil Avluntec Coarporatton and Subsidiries

Consolidated Statements of Income

Years Ended December 31, 1997 1996 1995
Qperating revenues $ 30,1939, 3 29,155.2 $ 27,9268
Qperating expenses '
Employee costs, including benefits and taxes 9.047.2 8,703.9 8,811.3
Depreciation and amertization 5,864.4 5,379.0 3.326.1
Taxes other than income 1,606.9 1.499.9 1,589.3
Other operating expenses 8,333.9 7,493.3 6,782.7 |
24,852.4 23,076.6 22,509.4 |
Operating income 3,341.5 I 6,078.6 5.417.4 f
Income {loss) from unconsolidared businesses (124.1) 14.2 (22.1) |
© Other income and (expense), net (3.3 (99.6) 404.3 |
Inrerest expense 1,2300 1,082.0 12646
Income before provision for income taxes, ¢
sxtraordinary items, and cumulacive effect | '
of change in accounting principie 3,984.1 4,911.2 4,335.0
Provision for income taxes 1,529.2 1,782.3 1,708.9
|
Income before extraordinary itams and |
cumulative effect of change in accounting principie 2,454.9 3,128.9 2,826.1
Extraordinary items
Discontinuation of regulatory accounting ! .
principles, net of tax ~1 - {2.919.4) :
Extinguishment of debt, net of rax - - {3.5)
- - (2.922.9) :
Cumulative effect of change in accounting principle :
Directory publishing, net of cax = 273.1 -
Net income {loss) $  2,4549°¢ $  3,402.0 $ (96.8)
Basic Earnings Per Commeon Share: :
income before extraordinary items and :
cumutative effect of change in accounting principle $ 3.16 1 3 405 3 370
Extraordinary items - - (3.83)
Cumulative effect of change in accounting principle ~: 35 -
Net income (loss) $ 3.16 $ 4.40 $ (.13)
Weigheed-average shares outstandiag (in millions) 775.9 773.3 764.3
Diluted Earnings Per Common Share:
Income before extraordinary items and
cumulative effect of change In accounting principle $ 3.13¢ 3 4.01 § 3.08
Extraordinary items - - (3.81)
Cumulacive effect of change in accounting principle - 35 -
Net income {loss) 3 313" 3 4.36 5 (13
Weighced-average shares-diluted {in millions) 785.5 7301 768.2
- Ser Noves o Casnadiohaived Frongaciti S0 0

{Deollars in Millions, Exczpr Per Share Amounts)
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Bell Aslantic Corporarion und Subsidiartes

Consolidated Balance Sheets

{Deltars in Millions, Excepe Per Shue Amounes)

At December 31. 1997 19986
Assets
Current assets
Cash and cash equivalents 3 322.8 3 249.4
Short-term investments 720.6 300.5
Accounss receivable, net of allowances of $611.9 and $566.7 6,340.8 6,168.9 !
Inventories 550.3 478.4 |
Prepaid expenses 634.0 7163
Other 432.3 543.3
9,000.8 8,456.8
Plant, property and equipment 77,4372 75,679.5
Less accumulated depreciadon 42,397.8 39,544.7
35,0394 36,134.8
Investments in unconsolidared businesses 5,144.2 4,922,2
¢ Other assets 4,779.7 3,847.3
Total assers 5 53.964.1 $ 53.361.1 !
Liabilitiss and Shareowners’ Investment
Current liabilicies l
Debr maturing within one year $ 634238 $ 28842
Accounts payable and accrued liabilicies 3,966.4 6,160.6
Other 1,355.0 1,305.F |
13,664.2 10,349.9
Long-term debt 13,265.2 15,286.0 |
Employee benefir abligations 10,004.4 9,588.0 :
i Deferred credics and other liabilicies l
Deferred income taxes 2,106.2 1,846.9 |
Unamorrized investment tax credics 230.7 288.8
Other 772.6 865.9 |
3,129.5 3,001.6
Minority incerest, including a portion subject
w0 redemption requirements 911.2 2,014.2 !
Preferred stock of subsidiary 200.5 145.0 '
' Commitments and contingencies (Notes 6, 7 and 8)
: Shareowners’ investment
Series preferred stock ($.10 par value; none issued) - -
Common stock (3.10 par value; 788,026,395 shares and
787,000,254 shares issued) 78.8 787
Contribured capical 13,255.6 13,295.0 '
Reinvested earnings 1,261.7 1,279.8 .
Foreign currency rranslation adjustment (553.4) (319.4) .
14,042.7 14,334.1
Less common stock in treasury, at cost 590.5 589.3
Less dzferred compensation-employee stock ownership plans 663.1 | 768.4
12,789.1 12,976.4
. Total liabiliries and shareowners’ investment § 53,964.1 $ 53.3601.1

Sev Mot ro Comsolidarc i
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Consolidated Statements of Changes in Shareowners' Investment

(Dollars in Millions, Except Per Share Amounts, and Shares in Thousands)

Years Ended December 31, 1997 1996 1995
Shares Amaunt Shares Amounr Shates Amount
Common Stock .
Balance ac beginning of year 787.000 % 78.7 771,680 3 77.2 436,406 H 436.4
Pooling of intereses with NYNEX Corporation - - - - 325,299 (360.2)
Balance ac beginning of year, restated 787,000 787 | 771.680 77.2 761,705 76.2
Shares issued: |
Employee plans 1,022 d 4.542 .5 5,615 6
Shareowner plans 4 - 1.484 -1 2,167 2
Acquisition agreements - - - - 75 -
Comron shares issued 1o subsidiary - - 9,398 9 1,818 2
Shares rerired - - (104} - - -
Balunce ar end of year . 788.026 78.8 787,000 78.7 771,680 7.2
Cantributad Capital |
Balance at beginning of year 13,2950 12,4529 5,428.4
Pooling of inserests with NYNEX Carporation - - 7.097.6
Batance ar beginning of year, restared 13,2950 124529 12,526.0
Shares issued:
Employee plans (2.0 263.% 306.0
Shareawner plans - 942 118.9
Acquisition agreements [&)] - 13.7
Sale of stock by subsidiary - - 155.2
Dividends - ! (-2) {761.5)
Common shares istucd to subsidiary - 490.0 94.6
Orher {17.0) | (5.4} -
Balance at ead of year 13,2556 ¢ 13,2950 12,452.9
Relnvested Eamnings i
Balunce 2¢ beginning of year 1,279.8 | 184.6 1,144.4
Pooling of interests with NYNEX Corporation - l - 605.8
Balznce ar beginning of year, restaced 1,279.8 | 184.6 1,750.2
Net incame flass) 24549 3,402.0 (96.8)
Dividends declazed and redemprion of scock :
righs ($3.02, $2.88, and §2.20 per shate) (2.363.4} | {2,295.7) {1,473.4)
Shazes issued; .
Employee plans {(121.0 4 (19.4) [11.8) -
Tax benefit of dividends paid to ESOPs 129 ¢ 14.8 164
. Ocher (1.5 E (6.5} -~
" Balance ar end of year 1.261.7 ! 1,279.8 184.6
Foraign Currancy Translation Adlustment (‘ .
Balance ac beginning of year (319.41 | (541.3) (3308 .
Poaling of interests with NYNEX Corporation - - 32 _
Balznce at beginning of pear, restated (319.4) . 1541.3}) (327.6)
Translarion adjustrnents (ner of tax benefic ‘ ‘
of 1.8, §4.7. and $1.1} {334.9 g 2437} -
Balance ar end of year {$53.4} {319.4) (541.3)
i
Troasury Stock :
Balance at beginning of year 11270 1893 ; 1.881 97.9 220 11.0
Pooling of interests with NYNEX Corporation - - - - - - .
Balance at beginning of yrar, restated 11,270 5893 1,881 97.9 220 1.0
Shares purchased 12,074 9198 1,789 1183 211 1.2
Shares distributed: i
Employee plans (11.630) {(899.0) (1.693) (111.6) (43 2.1
Shareowner plans (26} g’ {1 4] 234) {11.6)
Acquisition agreements {212} (17.8) - - (91) (3.4) ]
Common shares held by subsidiary - - 9,598 i90.9 1518 94.8
Shares retired - - (104 (6.1) - -
Balance at end of year 11,476 5005 11,270 589.3 1,881 979
Defarred Gompansation-ESOPs
Balance ar beginning of year 768.4 8619 58062
Paoling of interests with NYNEX Corporation - - — 3642
Balance ar beginning of yrar, restaced 768.4 8619 9304
Amartization {105.3) (93.5) (88.59)
Balanee a1 end of year 663.1 7684 . 8BGO
Tatal Shareawnars’ investment 5 12,789.1 £ 12.976.4 3 12136
Sew Notes tu Consoicrbtod Frivienil S
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Betl Attantic Corporarinn and Subdiaries

Consalidatad Statements of Cash Flows

{Dollass in Millions)

Years Ended December 31, 1997 | 1996 1995
Cash Flows From Operating Activities
Net income {loss) 245492 | § 34020 3 (96.8)
Adjustments to reconcile net income {loss) .
to net cash provided by operating activities:
Depreciation and amorsizatian 3,864.4 5,379.0 5.326.1
Extraordinary items, net of tax - - 2,922.9
Cumulative effect of change in accouncing principle, net of tax - (273.1) -
Gain on sale of cellular properties, net of rax - - (244.2) .
Income (loss} from unconsolidated businesses 124.1 (14.2) 221 ¢
Dividends received from uncensolidaced businesses 192.1 194.8 1790
Amordzation of unearned lease income (110.3) (100.6) (92.1) .
Deferred income raxes, net 236.9 184.2 {13.8) !
Investmene tax credits (38.1) (57.3) (70.5) !
Other items, net 88.2 274.1 48.0 |
Changes in certain assews and liabilities, ner of effeces ,
from acquisition/dispesition of businesses: ;
Accounts receivable (139.%9) (184.0 (59100 |
Inventories {73.8) (116.1} {70.8) ¢
Orher assets 63.2 (244.8) (241.0)
Accounts payable and accrued liabilities (93.3) 382.6 290.3
Emplayee henefit obligations 415.5 206.5 425.5
Other liabilities (127.6) ; (332.3) 100.7
Ner cash provided by operating activities 8,858.7 | 8,780.8 7.894.4
Cash Flows Froem |nvesting Activities :
Purchases of short-term investmenrs (843.6) (418.1} (135.00
Proceeds from sale of shore-term invesuments 426.9 132.5 1369
Additions to plant, property and equipment (6.637.7) (6,394.7) {6,304.7)
¢ Proceeds from sale of plant, property and equipment 5.5 15.4 49
i Investment in leased assers {161.6) {201.3) (245.4) .
Proceeds from leasing accivities 853.0 99.9 179.0
Proceeds from nores receivable 63.1 213.3 264.5
Acquisition of businesses, less cash acquired (61.8) (10.0) (41.4) |
Proceeds from Telecom Corporation of New Zealand Limited
share repurchasc plan 153.3 ! - -
[nvesuments i unconsolidated businesses, net {833.03 1 {1,071.2) {(1,040.5) -
Proceeds from disposition of businesses 5465 ¢ 127.8 7014
(cher, net (79.2) ! {67.6) {83.8)
Net cash used in investing acrivities (7.338.6) {7.574.0) (6,564.1)
Cash Flows From Financing Activitles ‘
Proceeds from bocrowings 6213.0 109.4 429.0
. Principal repayments of borrowings and capital tease obligarions (901.4) (375.8) (583.8)
* Early :xtingui.shmcnt of debr - - (200.00
- Net change in short-term borrowings with I :
original marurities of three months or less 1.580.3 77.1 89
Dividends paid and redemption of srock righrs (2,340.4) | {2.204.1) (2.117.4)
Proceeds from sale of common stock 7107 ¢ 328.3 299.6
Purchase of common stock for treasury (919.8) ! (118.3) (11.2)
Minority inwrest .0 687.8 289.2
Reduction in preferied stock of subsidiary {10.0) - -
Proceeds from sale of preferred stock by subsidiary 65.5 - 59.5
Proceeds from sale of stock by subsidiary - - 610.3
Net change in outstanding checks drawn
on controlled disbursement accounts {264.5) 733 . .160.0
Net cash used in financing activities (1,446.7) (1,420.3) (L.147.8)
Increase (decrease) in cash and cash equivalents 73.4 (213.5) 182.77
Cash and cash equivaiencs, beginning of year 2494 | 462.9 2804
Cash and cash equivalents, end of year 3228 1 % 2494 %3 4629
S Nowrey g0 Canssolindeted i il



Notes to Consolidated Firancial Statements

M Bell Atlantic - NYNEX Merger

On August 14, 1997, Bell Aclantic Corporation and NYNEX
Corporation complered a merger of equals under a definirive
merger agreement entered into on April 21, 1996 and amend-
ed on July 2, 1996. The stockholders of each company
approved the merger at special meetings held in Navember
1996.

In chis Annual Report, Bell Atlantic Corporation is referred to
as “we” or “Bell Atlantic,” Reference to Bell Atlantic is also
made in connection with information about Beil Arlantic
prior to the merger. NYNEX Corporarion is referred to as
“NYNEX.”

Under the terms of the amended agreemenc, NYNEX became
a wholly owned subsidiary of Bell Atlancic. NYNEX stock-
holders received 0.768 of a share of Bell Aclantic common
stock for each share of NYNEX common stock that they
owned. This resulted in the issuance of 350.2 million shares
of Bell Atlantic common stock.

NYNEX provides a full range of communications services in
the noreheastern United States and in high growth markets
around the world. WYNEX has expertise in telecommunica-
tions, wireless communications, directory publishing and

infarmation services.

The merger qualified as a tax-free reorganization and has been
accounted for as a pooling of interests. Under this method of
accounting, the companies are treated as if chey had always
been combined for accounting and financial reporting
purposes and, thercfore, we have restated our financial infor-
mation for all dates and pertods prior to the merger.

The combined resules reflect certain reclassifications to
conform to the presentation used by Betl Ardantic and certain
adjustments to conform accounting methodologies berween
Bell Atlantic and NYNEX. Results of operations for certain

; periods prior ta the merger have been combined and

conformed as follows:

(Dollars in Millians)

Six monchs ended Years Ended December 31,
June 30, 1997 1996 1985
{unaudired)

i Operating revenues: .
Bell Aclantic $  6,854.6 $ 13,0814 $ 13,4295
NYNEX 6.815.1 13,453.8 13,406.9
Reclassifications (a) 1 7 -
Cellular consolidation (b) 1.454.5 2,6193 1,090.4

Combined $ 15,1243 | § 29,155.2 § 27.926.8

Net income (loss):
Bell Adlanric $ 11,0145 $ 11,8815 $ 1.838.3
NYNEX 540.1 1,477.0 (1,849.9)
Cellular consolidation (b) 33 | (7.6) (10.5)
SFAS No. 106 adjustment (c) 39.1 62.4 79.0
Gain on sale of stock by subsidiary (d) - - (155.2)
Orther (e} (2.0) : {11.3) (18.5)

. Combined $  1,595.0 | 5 3,402.0 $ (96.8)

i (a) Redlassifications have been made ro confarm te our past-merger presencation.

(9)An zdjustment has been made 1o conform accounting methodologies and to consalidare the accounts of cztlutar operations thar were jointly
eontrolied by NYNEX and Bell Atlantic prior to the merger and accounted for by both companies using the equiry method.

(G An adjustment has been made o reflect the adoption by NYNEX of the immediate recognition of the transition benefir obligation under Sratement of
Financial Accounting Standards (SFAS} Na. 106, “Employers’ Accounting for Postretirement Benefis Other Than Pensions,” effective January 1,

1993, to conform ta the method used by Bell Ackanric.

{d)An adjustment has been made to reflect the inirial public offering of stock by a subsidiary of NYNEX as 2 capical transaction to conform ta the

accounting methodelogy thar we adopred for cecording such eransactions.

. {¢] Other adjustments have been made o conform the accounting pelicies of the companies, and o record the related cax effeces of chese adjustmenes.
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Notes to Consolidated Financial Stalements continued

Nete | continwed

Merger-Related Costs

In the third quarrer of 1997 we recorded merger-related pre-
tax costs of approtimately $200 million ($182 million after-
tax) for direcr incremenral costs and approximarely $223
million ($140 million after-tax} for employee severance costs.

Direct incremental costs consist of expenses associated with
complering the merger transaction such as professional and
regulatory fees, compensation arrangements and sharcowner-
related costs. Emplayee severance costs, as recorded under
SFAS No. 112, “Employers’ Accounting for Postemployment
Benefits,” represent the benefir costs for the separation by
the ¢nd of 1999 of approximately 3,100 management
employees who are entitled to benefics under pre-existing
separation pay plans.

F Description of Business and Summary of Significant
Accounting Policies

. Description of Business
" The merger of Bell Atlantic and NYNEX creates a telecom-

municarions company that operates in a region stretching
trom Maine to Virginia (Maine, New Hampshire, Yermont,
Massachusetts, Rhode Island, Connecticur, New York,
Pennsylvania, New Jersey, Maryland, Delaware, Discrice of
Columbia, West Virginia and Virginia). Our nine operating
telephone subsidiaries provide local telephone services includ-
ing voice and dara transpore, enhanced and custom calling
features, network access, directory assistance, private lines and
public relephones. We also provide systems integraion,
customer premises equipment distribution, directory and
electronic publishing and financing services. We currencly
offer long distance services in selected areas outside of our

geographic region.
We provide domestic wireless services in 25 states and have

international wireless investments (n Lacin America, Europe
and the Pacific Rim.

We have ather international investments in telecommunica-
tions companies it New Zealand, Thaitand and the
Philippines. We own an interest in an integrated telecommu-
nications and tclevision enterrzinment service company in the

* United Kingdom, and we ar¢ the managing sponsor of 2

. company that has constructed an undersea fiberoptic cable

- berween Europe and Asia.

- 'We operare predominany in a single industry segment —

communications and related services.

The telecommunications indusery is undergoing substanrial
changes as a result of the Telecommunications Act of 1996,
other public policy changes and technological advances. These
changes are likely to bring increased compecitive pressures,
but will also open new markets to us, such as long distance

. services in our geographic region, upon completion of cerrain

requirements of the Telecommunications Act of 1996,

Consolidation

The consolidared financial statements include our controlled
or majority-owned subsidiaries. Invesuments in businesses in
which we do not have conerol, but have the ability ro exercise
significant influence over operating and financial policies, are
accounted for using the equicy method. Investments in which
we do not have che ability to exercise significant influence
over operating and financial policies are accounted for under
the cost method. All significant intercompany accounts and
transactions have been eliminared.

Grupo lusacell, S.A. de C.V.

In February 1997, we consummated a restrucruring of aur
investment in Grupo lusacell, $.A. de C.V. {lusacell), 2
Mexican wireless company, to permit us to assume control of
the Board of Directors and management of Tusacell (see Note

. G). As a resulc of che restructuring, we changed the accounting
: for our [usacell investment from the equity method to full
. consolidarion, :

United Kingdom Operations

- [nn the second quarter of 1997, we transferred our incerests in
. cable celevision and relecommunicarions operations in the

: Unired Kingdom ra Cable & Wireless Communications PLC
, (CWC) in exchange for an 18.3% ownership interest in

! CWC (see Note 6). Prior to the mransfer, we included the

- accounts of these operations in our consolidated financial

statements. We account for our investmenc in CWC under

the equity method.

Use of Estimates

We prepare our financial statements under generally accepeed
accounting principles which require management ro make
estimates and assumptions that affect the reported amounts
or cerrain disclosures. Actual resules could differ from those
estimates.

Revanue Recoghition

Qur operating telephone subsidiaries recognize revenues when
services are rendered based on usage of our lecal exchange
network and facilities. Qur other subsidiaries recognize
revenues when products are delivered or services are rendered
{0 CUStOMETs.

Maintenance and Repairs

We charge the cost of maintenance and repairs, including the
cost of replacing minor items nat constituting substantial
betterments, to Operating Expenses.

Eamings par Common Share
All earnings per share compurarions and presentations are in

accordance with SFAS No. 128, “Earnings per Share.”
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Note 2 conrinued

Cash and Cash Equivalents

We consider all highly liquid investments with a macurity of
90 days or less when purchased to be cash equivalents, except
cash equivalents held as shorz-term investments. Cash equiva-
lens are stated ae cose, which approximates market valuc.

Short-Term {nvestments

Our short-tecm investments consist primarily of cash equiva-
lents held in crust ta pay for cerrain employee benefits. Shore-
term investments are stated at cost, which approximares
market value.

inventories
We include in inventory new and reusable materials of the
operating telephone subsidiaries which are stated principally at

: average original cost, except that specific costs are used in the

case of lacge individual items. Invenrories of our othet
subsidiarics are stated at the lower of cost {(determined princi-
paliy on either an average or first-in, first-out basis) or market.

Plant and Depreciatlon

We state plant, properry and equipment ar cost. Qur operat-
ing telephone subsidiaries’ depreciation expense is principally
based on the composite group remaining life mechod and
straight-line compesite rates. This method provides for the

_recognition of the cost of the remaining ner investment in

telephone plant, less anticipared ner salvage value, over the
remaining asser lives. This method requires the periodic revi-
sion of depreciation rates.

Our operating telephone subsidiaries discontinued accounting
for their operations under SFAS No. 71, “Accounting for the
Effects of Cerrain Types of Regulation,” in August 1994
(Pennsylvania, New Jersey, Maryland, Delaware, District of
Columbia, West Virginia and Virginia) and June 1995 (New
York and New England) {see Note 4). For financial reporting
purposes, we no longer use asset lives set by regulatars. As a
result, we began using shorter estimared asset lives for certain
categories of plant and equipment.

The asser lives used by out operating telephone subsidiaries are
presented in the following table:

Average Lives (in years)

Buildings 15-60
Central office equipment 4-12
Cable, wiring and conduir 8-65
Other equipment 5-40

When we replace or retire depreciable telephone plant, we
deduct the carrying amount of such plant frem che respective
accoynts and charge accumulated depreciation. Gains or loss-
&5 on disposition are amorrized with the remaining net invest-
ment in telephone plant.

Plant, property and equipment of our other subsidiaries is
depreciated on a straight-line basis over the following estimat-
ed usefud lives: buildings, 20 to 60 years; and other equip-
ment, 3 to 40 years.

When the depreciable assers of our other subsidiaries are
retired or otherwise disposed of, the related cost and accumuy-
lated depreciation are deducted from the plant accounts, and
any gains or losses on disposidon are recognized in income.

Computer Sof{ware Costs

Our operating telephone subsidiaries capitalize initial right-
to-use fees for central office switching squipment, including
initial operating system and inirial application software costs,
For noncencral office equipment, only the initial operating
system software is capitalized. Subsequent additions, modifi-
cations, or upgrades of initial sofeware programs, whether
opetating or application paclcages, are expensed as incursed.

Capitalization of Interest Costs

We capiralize interest associated with the acquisition or
construction of planc assets. Capitalized interest is reported as
2 cost of planc and a reduction in interest cost. Before we
discontinued accounting under SFAS No. 71, our aperating
telephone subsidiaries recorded an allowance for funds used
during construction, which included bath interest and equity
return components, as a cost of plant and as an irem of other
income.

Goodwill

Goodwill is the cxcess of the acquisition cost of businesses
over the fair value of the idencifiable net assets acquired. We
amortize goodwill on a straight-line basis over periods not
exceeding 40 years. We assess the impairment of goodwill
related to our consolidated subsidiaries under SFAS No. 121,
“Accounting for the Impairmenr of Long-Lived Assers and for
Long-Lived Assecs to Be Disposed Of,” and whenever events
or changes in circumstances indicate thar the carrying value
may not be recoverable. A determination of impairment (if
any} is made based on escimaces of furure cash Hows.

Foreign Currency Translatlon

The funcrional cusrency for nearly all of our foreign operarions
is che local currency. For these foreign entities, we translare
income statement amotints at average exchange rates for the
period, and we translare assets and liabiliries at end-of-period
exchange rates. We present these rranslation adjustments as 2
separate component of Shareowners' lnvestment. We ceporc
exchange gains and losses on intercompany foreign currency
transactions of 2 long-term nature in Shareowners’ [nvestment.
Other exchange gains and losses are reported in income.

When a foreign entity operates in 2 highly inflationary econo-

. my, we use che U.S. dollar as the funcrional currency rather

than the local currency. We translate nonmonerary assets and
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Notes to Consplidated Financlal Statements continned

Nore 2 continued

liabilities and refated expenses into U.S. dollars at historical
exchange rates. We cranslarte ail other income statement
amounts using average exchange rates for the period.
Menetary assets and liabilities are rranslated at end-of-period
exchange razes, and any gains or losses are reported in income.
Effective Qctober 1, 1996, we consider Jusacell to operate in a
highly inflationary economy.

Derivative Instruments

We have entered into derivative transactions to manage our
exposure to fluctuations in foreign exchange rates, interest rates
and corporate fax rates. We have implemented stracegies using a
varicty of derivatives including foreign currency forwards and
options, foreign currency swaps, interest rate swap agreements,
interest rate caps and floors and basis swap agreements.

Fair Value Method

We use the fair value method of accounting for our foreign
currency derivatives, which requires us to record these deriva-
tives at fair value in our consolidated balance sheets with
changes in valug recorded in income or Shareowners'
Investment. Depending upon the nature of the derivarive
instruments, the fair value of chese instruments may be record-
ed in Currenc Assets, Ocher Assers, Current Liabilities and
Deferred Credirs and Other Liabilicies in our consolidated
balance sheets.

Gains and losses and relaced discounts or premiums arising
from foreign currency derivatives, which hedge our net invess-
ments in consolidated foreign subsidiaries and investments in
foreign entities accounted for under the equity method, are
inchided in Shareowners’ [nvestmenc as foreign currency
translation adjustments and reflecred in income upon sale or
substantial liquidation of che investment. Cerrain of these
derivatives also include an interest element, which is recorded
in [ncerest Expense over the lives of the contracrs. Gains and
losses from derivatives which hedge our short-term transac-
tions and cost investments are included in Other [ncome and
Expense, Net, and discounrts or premiums on these contracts
are included in income aver the lives of the contracs. Gains
and losses from derivatives hedging identifiable foreign
currency commitments are deferred and reflected as adjust-
ments o the related transactions. [f the foreign currency
commirment is no longer likely to occur, the gain or loss is
recognized immediately in income.

We have entered into basis swap agreemencs which protect a
portion of our leveraged lease portfolio from the effects of
increases in corporate rax rates. We account for our basis swap
agreements using rhe fair value method of accounring. Under
this method, these agreements are carried at fair value and
included in Other Assets or Deferred Credits and Other
Liabilities in our consolidared balance sheers. Changes in the
unrealized gain or loss are included in Other Income and
Expense, Net.

Accrual Method

[nterest rate swap agreements and interest race caps and floors
that qualify as hedges are accounted for under the accrual
method. An insrument qualifies a5 a hedge if it effectively
moadifies and/or hedges the interest race characreristics of the
underlying fixed or variable interest rate debt. Under the
accrual method, no amounts are recognized in our consofidas-
ed balance sheets related to the principal balances. The inter-
est differential o be paid or received, which is acerued as
interest rates change, and premiums related ro caps and floors
are recopnized as adjusements to Interest Expense over the
lives of the agreements. These interest accruals are recorded in
Current Assers and Current Liabilities in our consofidated
balance sheets. If we terminare an agresment, the gain or loss
is recorded as an adjustment to the basis of the underlying
liabilicy and amortized over the remaining ariginal life of the
agreement. If the undeclying liabilicy matures or is extin-
guished and the related derivarive is not terminarted, that
derivative would no longer qualify for accrual accounting and
would then be accounted for at fair value, with changes in
that value included in income.

Sale of Stock by Subsidiary

. Changes in our ownership percentage in a subsidiary caused

by issuances of che subsidiary’s stock are recognized in consol-
idation as adjustments to Contributed Capical.

Income Taxes

Bell Adantic and its domestic subsidiaries file a cansolidated
federal income tax return, For periods prior to the merger,
NYNEX filed its own cansolidated federal income tax return,

Cur operating telephone subsidiaries ise the deferral method
of accounting for investment tax credits earned prior to the
repeal of investment tax credits by the Tax Reform Act of

. 1986. We also defer cerrain transitional credirs earned after

the tepeal. These credits are being amortized a5 a reduction to
the Provision for [ncome Taxes over the estimated service lives
of the related assets.

. Advertising Costs
Advertising costs are expensad as incurred.

Stock-Based Compensation

We account for stock-based employee compensation plans
under Accounting Principles Board (APB) Opinion No. 25,
“Accounting for Stock Issued 10 Employees,” and relared
interpretations. Effective January 1, 1996, we adopted the
disclosure-only provisions of SFAS No. 123, “Accounting for

" Stock-Based Compensation.”
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Note 2 continuced

Recent Accounting Pronouncements

In June 1997, the Financial Accounting Standards Board
issued SFAS No. 130, “Reporting Comprehensive [ncome.”
SFAS No. 130 establishes standards for the reporting and
display of comprehensive income, requiring its compeonents
te be reported in z financial scatemenc that is displayed with

! the same prominence as ocher financial statemenes. We will

adopr this standard in the fiest quarter of 1998. The adoprion
of SFAS No. 130 will have no impact on our conselidated
results of operations, financial condition or cash flows.

In June 1997, the Financial Accouncing Standards Board
issued SFAS No. 131, “Disclosures abour Segments of an
Enterprise and Related Informarion.” SFAS No. 131 estab-
lishes standards for reporring financial information about
operating segments in annual financial seatements and
requires reporting of selecred information abouc operating
segments in interim financial repetts issued to shareowners. It
also establishes standards for related disclosures about prod-
uces and services, geographic areas, and mzjor customers.
Operating segments are defined as components of an enrer-
prise abour which separate financial information is available
and evaluated regularly by the chief operating decision makers
in deciding how to allacate resources and in assessing perfor-
mance. We are required 1o disclose chis informacion for the

i first time when we publish our 1998 annual report, but earli-

er adaption of the statement is permitted. We are in the

. process of evaluaring the segment disclosures for purposes of

reporting under SFAS No. 131, The adoprion of SFAS No,
131 will have no impact on our consolidated resules of opera-

| tions, financial condirion ot cash flows.

Kl Change in Accounting Principle - Directory Publishing

+ Effective January 1, 1996, we changed our method of

accounting for directory publishing revenues and expenses
from the amortized merhod o the poinc-of-publication
method. Under the point-of-publicarion methed, revenues
and expenses are recognized when the directories are

! published rather than over the lives of the directories, as

i under the amortized merhod. We believe the point-of-publi-
" cation mechod is preferable because it is the method generally

followed by publishing companies.

' This accounting change resulted in a one-time, noncash

incrt_:asc in net ingome of $273.1 million {net of income tax
of 3179.0 million), or $.35 per share, which is reporred as a
cumulative effect of a change in accounting principle ac
January 1, 1996. On an annual basis, the financial impact of
applying this methed in 1996 was not significant, and it

* would not have been significant had it been applied in 1995.

|
|

B Discontinuation of Regulatary Accounting Principles

In August 1994, aur operating telephone subsidiaries in
Pennsylvania, New Jersey, Maryland. Dielaware, Districr of
Columbia, West Virginia and Vitginia discontinued the use of
regulatory accounting principles under SFAS No. 71. As a

i result, we recorded a noncash, extraordinary charge of

£2,150.0 million, which is nec of an income tax benefit of
$1,498.4 million.

In June 1995, our aperating telephone subsidiaries in New
York and New England also discontinued the use of regulato-
ry accounting principles under SFAS No. 71. For these
subsidiaries, we recorded a noncash, extraordinary charge of
$2,919.4 million, which is net of an income rax benefir of
$1,617.6 million,

The extraordinary charges consisted principally of adjust-
ments to telephone plant and equipment through an increase

. to accumulated depreciation of $2,306.9 million in 1995 and

$2,128.9 millien in 1994 to reflect the difference berween

t tecorded depreciation and che amount of depreciation thac

would have been recorded had the operating telephone
subsidizties not been sitbject to rate regulacion. Invesement
tax credir amortization of $44.2 million in 1995 and $136.2
million in 1994 was accelerared as a result of the reduction in
asset lives of the associated relephone planc and equipment.
We also eliminzted nonplant regulatory assets and liabilities
of $656.7 million in 1995 and $157.3 million in (994, prin-
cipally related 1o deferred debr refinancing, vacation pay and
pension costs, which wete being amorrized as they were recog-
nized in the raremaking process.

W Plant. Property and Equipment

. The following table displays the details of plant, property and
! equipment which is stared at cost

{Dollars in Millions)

| At December 31, 1497 1996

i Land $ 405.7 ' % 440.3

" Buildings 6,284.8 6,284.4

" Cenral office equipmenc 29,167.2 . 27,2268

* Cable, witing and conduir 26,739.0 ¢ 25,780.1

© Other equipment 12,323.4 11,126.8
Other 1,228.1 | 3,131.8

* Construction-in-pragress 1,269.0 ©  1,6893

: 774372 75.679.5

. Accumulzated depreciacion (42,397.8) - {39.544.7) _

" Toral $ 350304 ' § 36,1348

_ Plant, property and equipment at December 31, 1997 and

1996 includes real estate properry and equipment under oper-

 ating leases, or held for lease, of $52.8 million and $365.4

million, and accumulated depreciation of $14.8 million and
3101.0 million.
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B Investments in Unconsolidated Businesses

Our investmencs in unconsolidared businesses are comprised of the following:

(Dollars in Millions)

1997 1996
At December 31, Ownetship Investment Ownership [nvestment
Equicy investees:
PrimeCo Personal Communicariens, L. 50.00% $ 919.9 50.00% 3 725.8
Cable & Wireless Communications PLC 18.50 665.8 - -
Telecom Corporation of New Zealand Limited 24,95 417.7 24.82 689.2
Omnitel Pronto Italia S.p.A. 17.45 3132 17.45 331.5
Grugo lusacell, 5.A. de C.V. - - 41.90 3331
FLAG Lud. 37.87 236.6 37.87 67.5
Other various 714.7 various 794.1
“Total equity investees 3,267.9 2,941.2
Cost investees various 1,87G.3 various 1,981.0
Toceal 3 5,144.2 $ 49222

PrimeCo Personal Communlcations, L.P.
PrimeCo Personal Communications, L.P. (PrimeCo) is a part-
nership berween Bell Adansic, AirTouch Communicarions

© and U § West Media Group which provides personal commu-

nications services (PCS) in 28 major cities across the United

, States. PrimeCe began offering services to cuscomers in

. November 1996, Under the terms of the partnership agree-

. ment, PrimeCo encered into a leveraged lease financing

* arrangement for certain equipment. This leveraged lease

+ financing obligation has been guaranteed by the partners in
 the joine venture. Qur share of this guarancee is approximare-
! ly $151 million, In 1997, we invested approximarely $426

" million in PrimeCa to fund its operations and ¢he continued

build-out of its PCS nerwork,

Cable & Wireless Communications PLC

In the second quarter of 1997, we transferred our interests in
cable tedevision and telecommunications operarions in the
United Kingdom 1o Cable & Wireless Communications PLC
{CWC) in exchange for an 18.5% ownership interest in
CWC. This transaction was accounted for as 2 nonmonetary
exchange of similar productive assets and, as a result, no gain

" or loss was recordad, We account for our invesrment in CWC
- under che equiry method because we have significanc influ-
+ ence over CWC’s operating and financial policies. Prior to the

transfer, we included the accounts of these operatians in our
consolidated financial seacements.

An entity holding our Unired Kingdom operadons complered
; aa Inicial Public Offering (IPO} of 305 million equicy units in
. June 1995 for approximarely $5610 million. We recorded an

increase to Contributed Capiral on the IPO of $155.2 million,

* net of deferred raxes of $109.0 million, in recogrition of the

nct increase in our interests in the United Kingdom operations.

Tetecom Corporation of New Zealand Limited
Telecom Caorporarion of New Zealand Limited (TCNZ) is

 that country’s principal provider of telecommunicacions

services. Ar the date of acquisition of our intereszin 1990,
goodwill was approximately $285 million. We are amortizing
this amount on a straight-line basis aver 2 period of 40 years.

During 1997, we sold portions of our stock investment to
TCNZ in connection with its share repurchase plan, resulting
in cash proceeds of approximately $153 miilion. These transac-
tions reduced our investment and increased our owanership
interest in TCNZ. Our investment in TCINZ was also reduced
by approximarely $100 millian as of December 31, 1997 asa
result of foreign currency translation lasses. We recorded these

. losses as a component of Shareowners’ Invesimenc.

' In connection with our investment in TCNZ, in February

1998 we issued approximately $2.5 billion in notes which
may be exchangeable into shares of TCNZ stock. The notes
have a maturity of five years, are noncallable for a periad of at

: Jeast three years, and are not exchangeable by invescors for an

initial peried of 18 months. Upon exchiange by investors, we
retain the option to settle in cash or by delivery of shares.

- Omnitel Pronto Italia S.p.A.

Omuirel Pronto [ralia S.p.A. {Omnirel) operates a cellular
mobile relephone necwork in Iealy. We account for this invest-

| ment under the equity method because we have significant

influence over Omnitel’s operating and financial policies.

* Approximately $250 million of our investment represents
. goodwill, which is being amortized on a straight-line basis
_ aver a period of 25 years.
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Grupo lusacell, S.A. de C.V.

Grupo Tusacell, $.A. de C.V. {lusacell) is the second largest
telecommunications company in Mexico. At acquisition,
goodwill amounted to approximately $760 million, which is
being amortized on a straight-line basis over a period of 25
years. In February 1997, we consummated a restructuring of
out investment to permit us 1o assume control of the Board
of Direcrors and management of [usacell. Under the rerms of
the restrucruring, we exchanged cerain Series B and D shares
of Tusacell stock for Series A shares, enabling us to electa
majority of the Board of Direcrors. This exchange of shares
did not affect our economic ownership percentage of Iusacell.
We also paid a premium of $50.0 million to the principal
shareowner. We also converted approximazely $33 million of
subordinared debrt into Series A shares, thereby incressing
our economic ownership from 41.9% to 42.1%, and we are
abligared until Seprember 3¢, 1999 to provide lusacell up to
$150 million in subordinated convertible financing as
Tusacell may require from time ca rime. As a result of the
restrucruring, we changed the acceunting for our [usacell
investment from the equicy mechod to full consolidarion in

i the first quarter of 1997.

FLAG Lid.

. Fiberoptic Link Around cthe Globe Lid. (FLAG]) is an under-
sea fiberoptic cable systerm, providing digital communicacions
| links between Europe and Asia. We are the managing sponsor
of FLAG and hold appreximately a 38% equity interest in the
venture and 2 41% funding obligation. [n 1997, we invested
approximately $138 million in FLAG to fund the construc-
tion of its network. FLAG launched commercial service in the
fourch quarter of 1997.

FLAG has borrowed $615.1 million as of December 31, 1997
under a limired recourse debe facility which provides for
maximum svailable borrowings of $950.0 million, Under the
terms of this facility, we and the othet funding sharcholders of
FLAG had entered inta a contingent sponsor support agree-
ment which could require aggregate payments to the lenders
of $500.0 million upon the occurrence of cereain limited
events of default by FLAG. Our shaie of this guarantee
toraled $350.0 million at December 31, 1997, which included
obligations we had assumed on behalf of ather shareholders in
rerurn for a fee.

In the first quarter of 1998, FLAG refinanced its existing debe
through an $800.0 million crediz facility. As a result of this
refinancing, we are now released from our obligations under
the contingent sponsor support agreement.

Other Equity Investees

We also have global wireless investments in the Czech
Republic, Slovakia and Greece. These investments are in joint
ventures to build and operate cellular nerworks in these coun-
tries. We have an investment in a company in the Philippines
which provides relecommunicarions services in certain regions

! of that country. Other investments include real estace partner-

ships, publishing joint venrures, and several other domestic

and internarional joint ventures.

In 1997, we sold our ownership interests in scveral businesses
resulting in pre-tax gains of approximately $54 million for
[nfostrada, an Iralian wireline joine venture; $42 million for
Sky Nerwork Television Limited of New Zealand; and $46
millicn for Bell Communications Reszarch, Inc. (Betlcore).

Included in Operating Expenses are amounts billed by
Belleore. Such expenses were $191.2 miliion in 1997, $182.0
million in 1996 and $197.5 million in 1995 for various
network planning, engineering and software development
projects.

Dividends received from equity investees amounted ro $132.1
millicn in 1997, $134.8 million in 1996 and $115.6 million
in 1995,

Cost Investees

In 1993, we invested $1.2 billion in Viacom Inc. (Viacom) for
24 million shares of Viacom Series B Comulative Preferred
Stock, carrying an annual dividend of 5%. The stock is
convertible into shares of Viacom Class B nenvoting common
stock ax a price of $70 per share. For additional informartion
on our investment in Viacom, see Notwe 11.

Other cost investments consist principally of a wireless invest-
ment in [ndonesia and a celecommunications investmenr in

Thailand.

Dividends received from cost investees amounted rg $560.0
million in 1997, $60.0 million in 1996 and $63.4 miltion
in 1995.
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[8 Leasing Arrangements

As Leggor

We are the lessor in {everaged and direct financing lease agree-
ments under which commercial aircraft, rail equipment,
industrial equipment, power generating facilities, real estace,
and relecommunications and other equipment are leased for
remaining terms of 2 ta 32 years. Minimum lease payments
receivable represent unpaid rencals, less principal and interest

on chird-party nonrecourse debe relating to leveraged lease
transactions, Since we have no general liability for this debt,
the refated principal and interest have been offsct against the
minimum lease payments receivable. Minimum lease
payments receivable are subordinate to the debt and the debr
holders have a security interest in che leased equipment,

Finance lease receivables, which are included in Current Assers - Ocher and Noncurrent Assers - QOther Assets in our consalidaced

balance sheets, are comprised of the following:

(Dollars in Millions)

At December 31, 1997 | 1996
Direct ! Direct
Leveraged Finance | Leveraged - Finance
Leases Leases Toral Leases Leases Towl
Minimum lcase payments receivable §$2,674.6 $ 2235 $2,898.1 $2,4369 3 2686 $2,705.5
Estimated residual value 1,969.7 36.2 2,005.9 1,925.6 36.3 1,961.9
Unearned income (1.874.7) (70.7) (1,945.4) (1,806.1) (87.2) (1,893.3)
$2,769.6 3 189.0 2,958.6 $2,556.4 3 2177 2.774.1
Allowance for doubtful accounts {24.9) (23.8)
Finance lease receivables, net $2,933.7 § 2,750.3
Current $§ 392 $ 369
Nencurrent $ 2,894.5 $2,713.4

‘ Accumulated deferred taxes arising from leveraged leases, which are included in Deferred Income Taxes, amounted o $2.233.8

million at December 31, 1997 and $1,976.4 million at December 31, 1996.

The following table is 2 summary of the components of
income from leveraged leases:

{Dallars in Milliens)

Years Ended December 31, 1997 1996 1995
Pre-tax lease income $ 974 % 875 $ 918
Income tax expense 30.7 22.1 29.3
Invesrment rax credits 2.9 3.5 3.9

This rable displays the fucure minimum lease payments to be
received from noncancelable leases, ner of nonrecourse loan
payments related 1o leveraged and direcr financing leases in
excess of debe service requirements, for the periods shown ar
December 31, 1997:

(Dollars in Millions}

Capiral Operating
\ears Leuses Loases
1998 L3 100.3 b 35
1999 74,7 3.4
2000 635 32
2001 66.3 2.9
2002 93.7 31
Thereafrer 2,499.6 9
Total $ 2,898.1 £ 170




Notes to Consoiidated Financlal Statements coneinusd !
b

Note 7 continued

As Lesses

We lease certain facilities and equiprnent for use in our opera-
tions under bath capital and operating leases. Total rent
expense under operating leases amounted to $572.6 million in
1997, $531.9 million in 1996 and $531.3 million in 1995. In
1997, 1996 and 1995, we incurred initial capital leasc obliga-
tions of $11.4 million, $16.4 million and $14.3 million.

Capital lease amounts included in plant, property and equip-
ment are as follows:

[Dallars in Millions)

Ar December 31, 1997 1998
Capiral leases s 307.2 | § 304.7
Accumulated amortization {163.5) (147.8)
Total $ 143.7 | $ 156.9

This table displays the aggregate minimum rental commit-
ments under noncancelable leases for the periods shown ar
December 31, 1997:

{Delfars in Miilions)
Capical Operating
Years Lcases Leases
1998 3 440 & 294.3
1999 35.2 262.9
2000 44.9 232.6
2001 315 197.0
2002 25.6 179.9
Thereafeer 492.5 1,522.6
Total minimum rental
commitmencs 6737 % 26893
Less interesc and
executnry costs 503.4
Present value of minimum
lease payments 170.3
Less current inscallments 20.6

Long-term obligatien
at December 31, 1997 g 149.7

As of December 31, 1997, the total minimum sublease rentals
to be received in the future under noncancelable operating
subleases was $273.6 million.

5
|
|

8 Commitments and Contingencies

In connection with certain incentive plan commitments with
state regulatory commissions, we have deferred revenues
which will be recognized as the commitments are met or
abligations are satisfied under che plans. In addition, several
state and federal regulatory proceedings may require our oper-
ating tefephone subsidiaries to refund a portion of the
revenues collecred in the current and prier periods. There are
also various legal actions pending te which we a1z a parry.
We have established reserves for specific liabilities in connec-
tion with regulatory and legal marters which we currendy
deem ro be probable and estimable.

We do not expect that the ultimate resolution of pending
regularory and legal matters in furure periods will have a
material effect on our financial condition, but it could have a
marerial effect on results of operarions.

oot ]
Debt Maturing Within One Year

The following table displays che details of debt maturing
within one year:

{Dollars in Millions)

At December 31, 1997 1996
Notes payable:

Commetcial paper $ 50677 |% 16110

Bank loans 509.7 480.8
Long-term debr maturing

within one year 765.4 792.4
Total debt maruring

within one year § 63423 |§8 28842
Weighred-average interest

rates for notes payable

ourstanding ac year-end 5.99% ! 57%

Capitai expeadirures, primarily construction of relephone
plant, are partially financed, pending long-term finencing,
through bank loans and the issuance of commercial paper
payable within 12 months.

Ar December 31, 1997, we had in excess of §4.8 billion of
unused bank lines of credic. The availability of these lines, for
which there are ro formal compensating balances, is at the
discretion of each bank, Certain of chese lines of credic
conrain requirements for the payment of commitment fees.
Substantially all of the assets of lusacell, toraling approximate-
ly $500 miltion at December 31, 1997, are subject to lien
under 2 credit facility wich certain bank lenders.
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Long-Term Debt

This table shows our outstanding long-term debt obligations:

(Dollars in Millions)

Ar December 31, [nteresc Races Maturities 1997 1996
Telephone subsidiarics’ debentures 4.375% - 7.00% 1998 - 2033 $ 3.867.0 $ 38670
7.025% - 7.75% 2002 - 2033 2,705.0 2,705.0
7.85% -9.375% 2010 - 2031 2,179.0 2,179.0
8,751.0 B,751.0
Notes payable 5.05% -12.42% 1998 - 2012 3,516.6 3.564.7
Refunding mortgage bonds 425% - 7.75% 1998 - 2011 985.0 1,045.0
Motrgage and installment noces 10.50% -11.00% 1998 ~ 2003 225 50.8
Commercial paper and bank loans - 1,773.7
Employee stock ownership pian loans:
Bell Atlantic Corporation senior notes 8.17% 2000 313.4 412.2
- NYNEX Corporartion debentures 9.55% 2010 327.3 348.6
Capiral lease obligations -
average rate 10.8% and 10.7% 170.3 188.4
Unzmorrized discount and premium, ner {55.5} (63.0)
Total long-term debi, including
current marturities 14,030.6 16,078.4
Less maturing within one year 765.4 792.4
Toral long-term debr § 13,2652 $ 15,2806.0

The telephane subsidiaries” debenrures outstanding at
December 31, 1997 include $2,317.0 million that are
callable. The call prices range from 103.15% ro 100.00% of
face value, depending upon the remaining term to maturity of
the issue. All of our refunding morrgage bonds, toraling
$985.0 million are also callable as of December 31, 1997. In
addition, our long-term debt includes $735.0 million thac
will become redeemable for limited periods at the option of
the holders. OFf this amount, $385.0 million becomes
redeemable in 1999 and $175.0 million in 2002. One deben-
ture totaling $175.0 million becomes redeemable in 2000 and
again in 2002. The redemption prices will be 100.0% of face
value plus accrued interest.

Maturicies af long-term debt surstanding ar December 31,
1997, excluding capiral fease obligations and unamortized
discount and premium, are $744.8 million in 1998, $1,287.2
million in 1999, $892.0 million in 2000, $372.7 million in
2001, $840.0 million in 2002 and $9,779.1 million there-
after. These amounes include the redeemable debt at the carli-
est possible redemption dates.,

Our medium-rerm nores are issued by Bell Atlantic Financial
Services, Inc. {FSI), a wholly owned subsidiary. FSI debt secu-
rities (aggregating $503.6 million at December 31, 1997) have
the benefit of a Support Agreement dated Ocrober 1, 1992
between Bell Aclancic and FSI under which Bell Atlantic will
make payments of interest, premium {if any} and principal on
the FSI debr should FSI fail to pay. The holders of FSI debt de
not have recourse ro the stock or assets of our operaring rele-
phone subsidiaries, however, they have recourse to dividends
paid o Bell Adantic by any of our consolidared subsidiaries as

well as assers not covered by the exclusion. The carrying value
of the available assets reflected in our consolidared financial
starements was approximately $13.7 billion at December 31,
1997. A similar Supporr Agreement dared February 1, 1998
berween Bell Adantic and FSI also provides guarantees for the
paymenc of interest, premium (if any), principal and the cash
value of exchange property on approximately $2.5 billion of
exchangeable notes thac we issued in connection with our
investment in TCNZ (see Note 6). The holders of these notes
also have recourse to the $13.7 billion of assers previously
mentiened. Substantially all of the assets of New York
Telephone Company, roraling approximately $12.6 biilion at
December 31, 1997, are subject to lien under New York
Telephone Company’s refunding merrgage bond indencure.

At December 31, 1996, we had a $2.0 billion unsecured
revolving credic facility under which we were permitced o use
the proceeds for various corporate purposes, including support
of outstanding commercial paper and bank loans. Since we
had both the intent and the ability to refinance a portion of
our commersial paper and bank foans on a long-term basis
using the credit facility, $1,773.7 million of owtstanding
commercial paper and bank loans were included in Long-
Term Debr at December 31, 1996. This revolving credit facili-
ty was canceled in 1997. As a result, all commercial paper was
dassified as Debt Macuring Within One Year in 1997,

We recorded extraordinary charges assaciaced with che early

. extinguishment of debentures. These charges reduced nex

 income by $3.5 million (net of an income tax benefir of $2.5
. million) in 1995. On January 13, 1998, New York Telephone
. Company issucd $250.0 million of 6.125% debentures due on

C3v
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Note 9 continued

January 15, 2010. The proceeds of chis issuance were used in
February 1998 to redeem $200.0 million of refunding mort-
gage bonds due in 2006 and to reduce short-rerm debe Jevels.
In connection with this redemption, we will recdrd an extraor-
dinary charge of $1.5 million in the first quarter of 1998.

[nformation on our Employee Stock Ownership Plan Loans is
provided in Note 16,

kU A Financial Instruments

Derivatives

We limit our use of derivarives to managing risk thar could
negatively impact our financing and operating Hexibiliry,
making cash flows more stable over the long run and achiev-
ing savings over other means of financing. Our risk manage-
mente stracegy is designed to protecr against adverse changes in
foreign exchange rates, incerest rates and corporare tax rates,

. and 1o prherwise facilieate our financing serategies. We use

several cypes of derivarives in managing these risks, including
foreign currency forwards and options, interese rate swap
agreements, interest rare caps and floors, and basis swap
agreements. Derivative agreements are linked to specific
liabilities or assets and hedge the related ecanomic exposures.
We do not hold derivatives for erading purposes. In 1997 and
1996, we recognized income of $17.3 million and $12.7
million before taxes in our statements of income related to all

' of our risk management activities.

interest Rate Risk Management

The following table provides additional information about
our intercst rate swap agreements, interest rate caps and
flaars, and basis swap agreements. Certain of our interest race
swap agreements [included below as “Foreign
Currency/flInterest Rate Swaps”) also contain a foreign
exchange componene which has been described in the
“Foreign Exchange Risk Management” section below, We use
these incerest rare swap agreements to hedge the value of
cerrain international investments. The agreements generally
require us to receive payments based on fixed interese rares
and make payments based on variable interest raves. The
structured note swap agreements coavert several strucrured
medium-term notes to conventional fixed rate liabilities while

. reducing financing costs. The effective fixed interest races on
g g

these notes averaged 6.1% and 6.2% =zt December 31, 1997
and 1996, Other interest rate swap agreements, which some-
times incorpetate options, and interest rate caps and floors are

i all used to adjust the interest rate profile of our debt portfolie

and allow us tu achieve a targered mix of Aoating and fixed
rate debt. The basis swap agreements hedge a portion of our
leveraged lease portfolio against adverse changes in carporate
tax rates, The agreements require us to receive payments based
on an interest rate index {LIBOR-based) and make payments
based on a tax-exemprt marker index (].]. Kenney). We account

for these basis swap agreements ar fair value and recugnized
income of $4.2 million and $20.2 million in 1997 and 1996
related to mark-ro-market adjustments.

The notional amounts shown below are used to calculare inrer-
est payments to be exchanged. These amounts are not acrually
paid or received, nor are they a measure of our potential gains
or losses from market risks. They do not represent our exposure
in the event of nonperformance by a counterparty ot our future
cash requirements. Our financial instruments are grouped
below based on the nature of the hedging activiry.

(Dollars in Millions!

. Notional Weighted-Average Ratz
At December 31, Amount  Maruriies  Receive Pay
Imterest Rate Swap Agreements:
Foreign Currancy/interest Rate Swaps:
1997 § 3754 1998-2002 45%  6.2%
1996 928.4 1997-2002 33 29

i Other Interest Rate Swaps:

Pay fixed
1997 $ 2600 1999-2005 5.7% 5.9%
1996 221.2  1997-2005 5.7 6.0
Pay variable
1997 $ 7837 1999-2006 6.6% 6.1%
1996 530.7 1997-2004 6.5 6.4

Structured Note Swap Agreements:
1997 $ 600 1999

i 1996 105.0 1997-2004

Interest Rata Cap/Floor Agresments:

1997 $ 2620 1999-2001
1996 140.0 1999-2001
Basis Swap Agreements: - .

1997 $ 1,001.0 2003-2004
1996 1,001.0 2003-2004

Foreign Exchange Risk Management .

Qur foreign exchange risk management includes the use of
foreign currency forward contracts, options and foreign
currency swaps. Forward contracts and oprions call for the
sale or purchase, or the option to sell or purchase, cerrain
foreign currencies on a specified future dare. These cancracts
are rypically used to hedge shore-term foreign currency trans-
actions and commitments. The total notional amouats of our

- foreign currency forward contraces and aprion contracts were
* %14.5 million and $352.1 million at December 31, 1997 and

1996, all of which had maruriries of six months or less.

© Certain of the interest rate swap agreements noted above
~ contain boch a foreign currency and an incerest rate compo-

nent. The agreements require the exchange of payments based

_ on specified interest rates in addition o the exchange of
_ currencies at the marurity of the contract. The required

payments for both components are based on the notional
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Note 10 continued

amounts of the contracts which have been included in the
tabie above. Foreign currency swaps, with a notional value of
$60.0 million and a scheduled maturity of 2003, were
outstanding at December 31, 1996. These swaps also
contained both a foreign currency and aa interest rate compo-
nent. These foreign currency swaps, which were terminaced in
1997, required quarterly payments in U.5. dollars and
receipts in British pounds.

Our net equity posizion in unconsolidated foreign businesses
as reported in our consolidated balance sheets rotaled
$1,784.2 million and $1,611.3 million at December 31, 1997
and 1996. Our most significant investments ar December 31,
1997 had operations in New Zealand, the United Kingdom,
[taly and Bermuda. We have not hedged cur accounting
translation exposure to foreign currency flucruations relative
to these investmens excepr for our United Kingdom invest-

i ment, which is partially hedged. Our equity income is subject

. to exchange rate flucruarions when our equiry investee has

balances denominared in a currency other chan the investees’
functional currency. We recognized $(30.1) million, $6.8
million and $(29.0) million related to such Aucruations in
[ncome (Loss) From Unconsolidated Businesses for the years
ended December 31, 1997, 1996 and 1995. We continually
monitor the relationship berween gains and losses recognized
on all of our foteign currency contracts and on the underlying
transactions being hedged to mitigate market risk.

Concentratlons of Credit Risk

Financial instruments that subject us to concentrations of
credir risk consist primarily of tetporary cash investments,
shorr-term investments, trade receivables, cereain nores receiv-
able, preferred stock, and derivative contracts. Our policy is
to place our temparary cash investments with major financial
institutions. Counterparties to our derivative contracts are
also major financial institutions and organized exchanges. The
financial institutions have alt been accorded high ratings by
primary raring agencies. We fimit the dollar amounc of
concracts entered inte with any one financial institudon and
moniter our counterpartics’ credit carings. We generally do
nat give or receive collateral on swap agreemenrs due to our
credic rating and those of our counterparties. While we may
be exposed to credit losses due to the nonperformance of cur
counterparties, we consider the risk remote and do not expect
the settlement of these transactions to have a marerial effect
on our results of operations or financial condicion,

Concentrartions of credir risk with respect to trade receivables

© other than those from AT&T are limited due to the large

number of customers. For the years ended December 31,
1997, 1996 and 1995, revenues generated from setvices
provided vo AT&T (primarily nerwork access and billing and
collection) were $2,632.3 million, $2.570.3 million and
$2,791.3 million.

+ Foreign currency forward
* and option contracts

Fair Values of Financial Instruments
The cables below provide additianal information about our
material financial instruments:

Financial Inserument Valuarion Method

Cash and cash equivalents
and short-term investments

Carrying amounts

Drebt (excluding capical leases) Market quotes for similar terms
and maturiries or furure cash

flows discounted at current rates

Future cash flows discounred

at Current races, matkcv:

quotss for similar instruments or
ather valuation models

Cost invesemenes in
unconsalidared businesses
and notes receivable

Gains or losses to rerminate
agreements of amounts paid
to replicate agreements ar
CurrEne rates

Interest race swap and other
agreements

Market quotes or gains or losses
to terminate agreements

(Dallacs in Millions}

1997 ° 1996
Carrying Fair ; Carrying Fair
At December 31, Amount Value ‘ Amaounc Value
Debt $19.437.7 $19,988.9 $17,981.8 $18,150.7
Cost investments )
in unconsclidated
businesses 1,693.0 14646 . 1,785.3 1,968.5
Notes receivable, net 32.9 332, 936 93.3
[rarerese cace swap and !
other agreements: .
Assets 26.3 318, 11.8 23.0
Liabilities 4.8 3.8 39.5 53.3
Foreign currency
forward and
option contraces:” ;
Assers 2 - 199 19.9
Liabilities 2 2 2.3 2.3

L

* No position in any individual foreign currency exceeded $.2
million at December 31, 1997 and $19.8 million ac December 31,
1996. The carrying amounts shown for derivarives include
deferred gains and losses.

© Qwir investment in Viacom, which is included in “Cost invest-

ments in unconsolidated businesses” in che table above, isin a

preferred stock which is not publicly eraded, and therefore the

; fair value indicated 2bove includes amouncs caleulated using
! certain theoretical convertible valuation models, These

. models, however, do not ascribe or attribute any value to any
strategic aspect of the investment. We were unable o deter-

- mine the fair value of other investments, with carrying values
: of $183.3 million and $195.7 million at December 31, 1997

and 1996, without incurring excessive costs.
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& Minority nterest

(Dollars n Millions)

At December 31, 1997 ! 1996

!

- Portion subject to
+ redemption requirements  $ 6183 § 15044
. Portion nonredeemable 2919 509.8
$ 911.2°' § 2,014.2

. United Kingdom Operations
i As a result of the transfer of our inrerests in cable television
. and relecommunications operarions in the United Kingdom

to CWC in the second quarter of 1997, we now account for
this investment under the equity method {see Note 6). Prior
to this transaction, we included the accounts of these opera-

' tions in our consolidated financial statements. The change in
¢ Minority Interest from 1996 10 1997 s principally due ro
© this transacrion.

; Vlacom Monetization Transaction
. In connection with our investment in Viacom preferred stock
~ (see Note 6), we entered into nonrecourse contracts whereby

we raised capital based on the value of our investment in
Viacom ("monctized” our investment) and realized proceeds

* of $100.0 million in 1995 and $500.0 million in 1996. In

order to accoraplish this transacrion, a fully consolidated
subsidiary was created to manage and protecr certain assets for
sale or distriburion ar a later date. In arder to induce an
ourside party to contribute cash in exchange for an interest in

* this subsidiary, we coneribured certain financial assets as
. collateral. These assets included 12 million shares of Viacom

prefeered stock with a book value of $600.0 million and 11.2
million shares of our commoe: stock. The outside parry’s
contribution included $600.0 million in cash for an interest
in che subsidiary which is reflected in Minority Interest in our
consolidated balance sheets. The common stock held by the
subsidiary is reflected as an issuance of common shares in
1995 and 1996 in our consolidaced stacement of changes in
shareowners’ investment and as Treasury Stock in our consoli-
dated balance sheets.

The term of the monetization wransaction is five years {ending
December 31, 2000) at which rime the ourside parry’s interest
in the subsidiary will be redecmed through the liquidation of
the subsidiary's assets. We may, upon meeting certain funding
requirements, elect to purchase the outside parry's incerest

or terminate the transaction and cause the liquidatien of all
the asscts.

Absent certain defaults or other defined events, only we have
the option to unwind and liquidate the existing structure.
The ourside party has cereain consent righes that could,
under certain circumstances, limit our rights ro acquire, sell,
refinance or distribure the assets of our subsidiary or affece

cerrain other fundamental changes in sityations other than in
the ordinary course of business. Howrver, such rights are not
expected o affect the management and conerol of these
assets. In additian, absent certain defanles or other events, we
have the right to refinance the transauion, purchase the

+ outside parey’s ineerest and thereafter avquire, sell, refinance
- or distribute any remaining assets.

The ourside party has certain rights 1 vonsenc to or prohibic

certain actions by our subsidiary, including changes in the
basic structure, operations or assets. Hiwwever, the curside
party is not involved in managing the assets and only has
recourse {absent certain defaulss) for income or rerurn of capi-
tal derived from the assets. The outside parry does noc have

{ redemprion righrs but can cause liquidation upon the occur-
+ rence of a breach by us or our subsidizi v of cur undertakings,
i or the occurrence of certain other defined events.

Qther Minority Interests

~ Minority interest for 1997 and 1996 .lws included the minot-

ity interests in certain partnerships cons-jidated by Bell
Atlantic Mobile. The minority partness ;neresc in {usacell is
reflected in 1997 as a result of consolidazing our Iusacell

. investment in 1997 (see Nore 6).

‘ L*8 Preferrad Stock of Subsidiary

Our subsidiary Bell Adantic New Zz.13~d Holdings, Inc.
(BANZHI} has che authority to issue 5. ,00,000 shares of

* Serial Preferred Stock, BANZHI has 12 _ed chree series of

preferred stock. BANZHI and another «ybsidiary indirectly

~ own our investment in Telecom Conpni-arion of New

~ Zealand Limited.

. In 1994, BANZHI issued 850,000 sliares of Series A Preferred
- Stock ac $100 per share with an annu.l Zividend race of $7.08

per share. In 1995, 600,000 shares of “sries B Preferred Stock
were issued at $100 per share with an 1= nual dividend rate of
$5.80 per share. At Decernber 31, 10~ 95,000 shares (§9.5
million) of Series B Preferred Stock wre: held by a wholly
owned subsidiary. Borh series are subye- ro mandarory

- redemprion on May 1, 2004 at a redrn- =tion price per share of
- 3100, wogether with any accrued and - naid dividends.

In 1997, 650,000 shares of Series C v';-.able Term Preferred
" Stock were issued at $100 per share. A- December 31, 1997,

these shares had an initial annual div.:25d rate of 4.40%.
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kN Shareowners’ Investment

| Our centificate of incorporation provides authoriry for the
issuance of up to 250 million shares of Series Preferred Scock,
' $.10 par value, in oné or more series, with such designations,

. preferences, rights, qualificacions, limitations and restrictions
. as the Board of Directors may determine,

We are authorized to issue up to 2.25 billion shares of

common stock.

On January 23, 1996, the Board of Directors adopted a reso-
. lution ordering the redemption of all rights granted under our

| Shareholder Rights Plan, approved by the Board in 1989.

k- N Earnings per Share

Basic earnings per common share are based an the weighted-

. average number of shares outstanding during che year.
* Diluted earnings per common share include che dilueive effect
* of shares issuable under our stock-based compensarion plans,

which represent the only potential dilutive common shares.

© The number of shares included in the diluted earnings per

. share computation for potential commeon shares issuable

under stock-based compensation plans was 9.6 million in
1997, 6.8 millien in 1996 and 3.9 million in 1995.

' bR Stock Incentive Plans

We have stock-based compensation plans that inctude fixed
stock option and performance-based share plans. We apply
APB Opinion No. 25 and related interprecations in account-
ing for our plans. We have adopred the disclosure-only provi-
sions of SFAS No. 123, We recognize no compensation
expense for aur fixed stock oprion plans. Compensation
expense charged wo income for our performance-based share

Years Foded Decomber 310

Sharcholders of record as of Aptil 10, 1996 were paid the
tedemption price of $.01 per Right ($.005 per share as a
result of a two-for-one stock split declared on March 16,
1990) on May 1, 1996,

A portion of NYNEXs 1995 dividends was declared from
Contributed Capiral.

During 1993, we issued 92,898 shares of common stock to
complete the terms of an acquisition of a cellular telephone
system in 1992. Prior to delivery, these shares were carried in
our consolidared balance sheets as Common Stock Issuable,

Stock options to purchase 0.1 million shares and 14.9 million
shares of common stock were outstanding at December 31,
1997 and 1996, which were not included in the compuration
of diluted earnings per share because the options’ exercise
price was greater than the average market price of the
commeon shares. The number of antidilusive stock oprions
outstanding at December 31, 1995 was not marerial.

plans was $23.4 million in 1997, $10.6 million in 1996 and
$8.7 million in 1995. If we had elected ro recognize compen-
sation expense based on the fair value ar the grant dates for
£995 and subsequent fixed and performance-based plan
awards consistenz with rthe provisions of SFAS No. 123, net
income and earnings per share would have been changed to
the pro forma amounts indicared below:

(Deilars in Millions, Escept Per Share Amounts)

Net income (lass) As reported
Pro forma

Basic earnings (loss) per share As reported
Pre forma

Dilated earnings {loss) per share As reporced
Pro forma

1e87 L 1888 . 1988

$ 24549 S5 34020 (96.8)
2.393.6 3,355.8 (117.8)

$ 0 36§ 440 t.13)
3.08 4.34 (.15)

$ 313§ 436 (13)
3.05 4.30 (.15)

These results may not be represenearive of the effects on pro forma net income for future years.
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Nove 13 continued

. We determined the pra forma amounts using the Black-

* Scholes optien-pricing madel based on the following

weighted-average assumprions:

1997 | 1936 1995
Dividend yicld 486% | 472%  5.75%
Expected volatility 14.87% ; 15.16%  15.62%
i Risk-free inverest rate 6.35% ¢ 5.42% 7.61%
. Expected lives (in years) 5 i 5 5

The weighted-average value of options granted was $8.60 per
option during 1997, $5,92 per option during 1996 and $5.82
per option during 1995. '

The NYNEX stock options outstanding and exercisable at the
date of the merger were converted to Bell Adantic stock
optiens, The NYNEX oprion activity and share prices have
been restated, for all years presented, to Bell Atlantic shares

" using the exchange ratio of 0.768 Bell Atlantic common stack

to one share of NYNEX common stock. Our stock incentive
plans are described below:

Fixed 5tock Option Plans

- We have fixed stock option plans for key managemenc

+ employees under which options o purchase Bell Atlantic

" common stock are granted ar a price equal to the market price
. of the stock ar the dace of grant.

: Under the 1983 Incentive Stock Option Plan {ISO Plan),

key employees may be granted incentive and/or nonqualified
stock oprions to purchase shares of commeon stock and
certain key employees may receive reload options upon
tendering shares of common stock to exercise options. In

i 1994, we adopted the Options Plus Plan. Under this plan,

. we granted nonqualified stock options to approximarely 800
. managers below the rank of officer in place of a portion of

. each such manager's annual cash bonus in 1994 and 1995,

The Options Plus Plan was then discontinued. The Stock

. Compensarion Plan for Quuside Directors entirles each
. ousside director to receive up 0 2,500 stock options per year.

Options are exercisable afrer three years or less and the maxi-
fnum term is ten years.

Fixed stock option plans covering key management employees
of the former NYNEX companies include the 1990 and the
1995 Srock Option Plans. The 1990 Srock Option Plan, which
expired on December 31, 1994, permitted the grant of eptions
through December 1994 to purchase shares of common stock.
In January 1995, NYNEX established the 1995 Stock Option
Plan which permirs the grant of oprions ne later than
December 31, 1999 to purchase shares of common stock.
Options under the 1995 Stock Option Plan are exercisable after
three years or less and the maximum term is ten years.

In 1992, NYNEX established stock option plans for associates
and for management employees other than those eligible to
participate in the other stock option plans. These employees
were granted options, with the number of options granced
varying according co employce level, to purchase a fixed
number of shares of common stock at the market price of the
stock on the grant date. Options under this plan are exercis-

. able after two years or less and the maximum term is ten years.

This table is 2 summary of the status of the fixed stock

|
|
:
L

i

option plans:

Weighred-
Average
Stock Oprions Excrcise Price
Dutstanding,

December 31, 1994 32,812,229 $ 4479
Granted 6,233,123 49.70
Exercised (4,065,511) 48.59

. Canceled/forfeired (621,379) 51.51
+ Qurstanding,

December 31, 1993 34,357,962 49.86

i Granted 15,933,184 66.55

Exercised (4,444,703) 49.30

' Canceled/forfeired (549,944) 63.01
" Qurstanding,

December 31, 1996 45,296,499 55.85
Granted 7,835.105 66.19
Exercised (13,119,045) 52.79
Canceled/forfeited (442.592) 58.78
Cutstanding,

December 31, 1997 39,569,967 58.56

i Options exercisable,
 December 31:
1995 22,643,942 49.68
1996 28,241,432 55.35
1997 31,825,285 56.53

1
rx




Notes to Consolidated Financial Statements conrinued

Note 15 coneinued

The following table summarizes information about fixed stock options outstanding as of December 31, 1997:

Siock Options Quistanding

Stock Qptions Exercisable

Weighced-Average

Range of Remaining Weighted-Average Weighted-Average
Exercise Prices Shares Contractual Life Exercise Price Shares Exercise Price
$ 30.00-39.99 19,708 .7 years § 35.48 19,708 $ 3548
40.00-49.99 6,636,342 4.6 46.20 6,636,342 46.20
50.00-39.99 12,282,991 6.3 51.98 11,755,114 51.88
60.00-69.99 19,608,830 8.4 65.92 13,350,627 65.71
70.00-72.99 862,876 9.6 75.55 63,494 73.27

80.00-89.99 135,113 9.8 34.03

90.00-99.99 24,107 10.0 90.45
39,569,967 7.2 58.56 31,825,285 56.53

Teoeal

Performance-Based Share Plans

Qur performance-based share plans provide for the granting
of awards to cerrain key employees, including employees of
the former NYNEX companies in che form of Bell Adlantic
common stack. Employees receive the distribution of shares
or cash at the end of the applicable performance measurement
period or the employees elect to defer the distribution of the
awards for one or more years. Awards are based on the roral
return of Bell Ardantic common stock in comparison to the
total return on the stock of 2 number of other telecommuni-
carians companies and other straregic performance indicators.
Authority to make new grants expired in December 1994.
Final awards were credired ra pre-merger employees of Bell
Atlansic in January 1996 and to employees of the former
NYNEX companies in March 19%4.

We also have deferred compensation plans that allow certain
employees and members of the Board of Directors o defer all

* or a portian of their compensation. Some of these plans

provide for retutns based on the performance of, and evencual
sertlement in, Bell Aclantic common stock. Compensation
expense for all of these plans is recorded based on che fair
market value of the shares as they are credited to participants’

+accounts.

. Effective January t, 1998, the Income Deferral Plan replaces
! all performance-based share plans, including the deferred
" compensation plans, and expands the award distribucion

{ oprians for these employees.

This table is a summary of the status of the share portion of
our performance-based share plans:

Shares
Ourstanding,

December 31, 1994 1,094,165
Additional shares credited 87,387
Shares discributed {193,499}
Canceled/forfeired {21,634)
Quistanding,

December 31, 1995 966,419
Additional shares credited 60,699
Shares distribured (170,917}
Canceled/forfeited {230,058)
Ourstanding,

December 31, 1996 626,143
Addirional shares credired 81,890
Shares distributed (105,042)

: Canceled/forfeited {53,146}
i Qutstanding,
' December 31, 1997 549,845

. A total of 75,878,886 shares may be distributed under the fixed
~ stock option plans and the performance-based share plans. As

of December 31, 1997 and 1996, a total of 20,406,827 and
21,915,417 shares of common stock were available for the

~ granting of stock options under the fixed stock option plans
~ and for distributions of shares under the performance-based
i share plans.

" In addition to plans described above, Iusacell mainrains a

separate stock option plan for its key employees in which it

. awards options to acquire [usacell common stock. The effect

of this plan on our consolidated results of operations was

not significant.
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LB Employee Benefits

In 1997, following the completion of the merger, we contin-
ued to maintain separate benefit plans for employees of the
former NYNEX companies, The assers of the Bell Aclanric
and NYNEX pension and savings plans have been commin-
gled in a master truse. The following disclosures present finan-
cial information for the combined Bell Atlantic and NYNEX
henefit plans using weighted-average assumptians to calculare
benefic costs and obligations. The actuarial assumprions used
are based on financial marker interesc rates, past experience,
and management’s best estimate of future benefic changes and
economic conditions. Changes in these assumptions may
impact future benefir costs and obligations.

Effective January 1, 1998, we established common pension
and savings plans benefit provisions for all management
employees. As 2 resulr, continuing NYNEX management
employees will receive the same benefir levels as previously
given under Bell Atlantic management plans. Pension and
other postretirement benefits for our associate employees
{approximarely 70% of our work force] are subject to collec-

{ tive bargaining agreements, and no changes were bargained in

1997. Madificarions in associate benefirs have been bargained
from time to time, and we may also periodically amend the
benefits in the management plans. Substanrive commirments
for future amendments are reflecred in the pension costs and

. benefit obligatians.

Pension Plans
We sponsor noncontributory defined benefie pension plans
covering substantially all of our management and associate

: employees. Benefits for associate employees are determined by a
" flac dollar amount per year of service according o job classifica-

tion. Management employees are covered under cash balance

. plans with pension benefits determined by compensarion cred-
* its relared to age and service and interest credirs on individual

account balances. The cash balance plan covering the NYNEX
management employees was adopred on Seprember 3, 1997,
with an effective date of December 31, 1997. The cash balance
plan covering all other management employees became effecrive

; on December 31, 1995. Prior to this change, the pension bene-
" fit for management employees was based on a stated percentage

of adjusted carcer average eamnings.

Under the cash balance plan, each management employec’s

- opening accounc balance was determined by converting the
" accrued pension benefirt as of che effective date to a flump-sum

amounc based on the prior plan’s provisicns, The lump-sum
value was then mulciplied by a transition factor based on age
and sarvice to arrive ar the opening balance,

Our objective in funding the plans is to accumulare funds ar 2
relatively stable level over pariicipants’ working lives so thar
benefits are fully funded at retiremenc. Plan assets consist
principatly of investmenss in domestic and forsign corporare
equity securities, U.5. and foreign government and corporate
debrt securirics and real escace.

A summary of the components of pension cost is as follows:

(Deilars in Millions)

Years Ended December 31, 1997 1998 1595
Service cost $ 3558 | § 3986 § 3438
Interest cost 1,877.3 1,831.2 1,808.4

Acrual return on v
(6,202.7) ! (4,215.4) (5,638.5)

plan assets
et amortization

and deferral 35756 1 18270 32921
Nee periodic !

pension income (394.0)  (158.6) (194.2)
Retirement incentive

cost, net 397.1, 2163 422.3
Other gains, aet B - | - {103.9)
Total pension cost $§ 318 577 § 1242

The change in nex periodic pension income from year to year
was caused by a number of variables, including changes in
actuarial assumptions (see table below), favorable returns on
plan assets and plan amendments. We recognized retirement
incentive costs in 1997, 1996 and 1995 as a result of work
force reductions primarily through retirement incentives
offered to management and associate employees of the former
NYNEX companies. The costs were comprised of special
termination benefits charges of $687.7 million in 1997,

' $481.3 million in 1996 and $723.5 million in 1995. These

- amounts were partially offser by curtailment gains of $221.8

million in 1997, $174.4 million in 1996 and $222.7 million
in 1995 and by severance reserves of $68.8 million in 1997,
$90.6 million in 1996 and $78.5 million in 1995. The sever-
ance reserves were established in 1993 and transferred to the
pension liability as employees accepted the retirement incen-
tive offer. Other gains represent net curtailment gains associar-
ed with the termination of pension benefits for cerrain

. employees in 1995.
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Note 16 continued

The following table shows the pension plans’ funded status
reconciled wich amouats in our consolidated balance sheets:

| {Dollars in Milliens)

Postretitement benefit cost includes the following
components:

(Dollars in Millions)
i

At December 31, 1597 1996 ! Years Ended December 31. 1997 1996 1695
Actuarial present value of benefir obligations: Service cost $ 984 .3 1225 $ 107.8
i Benefics based on service to date Interest cost 6263 |  G53.0 682.8
© and present salary levels Actual return on
. Veseed $ 238893 | § 213896 plan assets (673.3)| (3583)  (525.3)
i Nonvested 1,923.3 2,192.7 Net amortization
Accumulated benefit obligacion  25,812.6 23,5823 and deferral 433.9 207.1 423.4
Addirional benefits refaced Net periodic
1o estimated future salary levels 919.4 1,353.4 postretirement
Projected benefic obligation 26.732.0 24,935.7 benefit cost 485.3 624.3 ¢88.7
Fair value of plan assers 35253.0 31,075.5 Retirement incentive
Plan assems in excess of ¢Oost, net 89.5 4.4 71.6
| projectec benefit obligatien (8.521.0) {6,139.8) QOther gains, net - - (17.2)
i Unrecognized ner gain 9521.4 7,025.4 | Total postretirement ,
- Unamortzed prior service cosc 1.493.1 1.465.9 © benefit cost § 5748 § 628.7 3§ 7431
' Unamortized net transition asset 439.0 | 5209
Addirional minimum liabilicy ! i The change in net periodic postretirement benefit cost from
. for nonqua]iﬁcd plans 42.2 24.7 | year to year was caused by a number of variables, iné]uding
- Accrued pension obligation $_ 29747 | 8 28971 changes in acruarial assumptions {see table below}, changes in
|

: We used the following weighted-average assumpsions w0
calculate pensian costs and benefit obligations:

At December 3. 1997 ' 1986 1995
¢ Diiscount rate 7.25% 7.75% 7.25%
+ Rare of furure increases :
in compensation levels 4.00 1 440 4.40

: [n addition, the expected long-term rate of return on plan
- assers used to calculace pension costs for 1997, 1996 and
1995 was 8.90%, 8.60% and 8.60%.

~ Postretirement Benafits Other Than Pensions

* Qur postretirement health and life insurance benefit plans
cover substantially all of our management and associate

~ employees. Postretirement health benefic costs are based on

- comprehensive medical and dental plan provisions,

* Postretirement life insurance costs are based on annual basic
pay at retirement.

In 1996, we restructured certain postretirement health and

life insurance obligations and assets to create a single plan.

The remaining postretirement benefits continue to be provid-

ed by separace plans. The restructure did not affect plan bene-
* fits or postretirement benefit costs or obligations.

We fund the postretirement health and life insurance benefits
of current and future retirees. Plan asscts consist principally of
investments in domestic and foreign corporate equity securi-
ties and 1U.S. Governmenr and corporare debr securiries.

plan provisions, favorable medical claims experience and
favorable rerusns on plan assers. We recognized retirement
incentive costs in 1997, 1996 and 1999 as 2 result of work
force reducrions primarily through redirement incentives
affered tm management and associate employees of the former
NYNEX companies. The costs were comprised of special
termination benefit charges of $60.0 million in 1997, $39.8
million in 1996 and $72.9 million in 1995 and curtailment
losses of $139.5 million in 1997, $95.7 million in 1996 and
$45.0 million in 1995. These amounts were partially offset by
postrerirement medical benefit reserves of $110.0 million in

| 1997, $131.1 millien in 1996 and $46.3 million in 1995.

The postretirernent medical reserves were established in 1993

" and transferred to che postretirement benefit liability as

. employees accepred the retirement incentive offer. Other

gains represenc ner curtailment gains associated with the
termination of postretirement benefits for certain employees
in 1995,
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Note 16 continued

The following table shows the postretirement benefit plang’
funded status reconciled with the amounts recognized in our
consolidared balance sheets:

{Dollars in Millions)

At December 31, 1997 | 1996
Accumulated postrecirerment ;
benefit abligation {(APBQ): i
Retirees $ 6,018.2 I 3 5,683.7
Fully ligible plan |
participants 884.7 } 877.3
Other active plan |
participants 1,949.3 | 2,056.2
Total APBO 88522 8.617.2
Fair value of plan assers 3,824.6 | 3,209.9
APBO in excess of plan assecs 5,027.6 5,407.3
Unrecognized ner gain 1,512.1 £061.7
Unamortized prior service cost (192.3) {224.7}
Accrued postretirement
benefir obligation 4 6,347.4 $ 6,244.3
Toral APBO by plan:
Health and welfare $ 7.957.9 $ 7.815.1
Life insurance 394.3 802.1
Toral $ 8,852.2 $ 8,617.2
Fair value of plan
assets by plan:
Health and welfare $ 300371 8 2,516.4
Life insurance §20.9 693.5
Total F] 3,824.6 $ 3,209.9

. We used the following weigi_ued-average assumprions ro calcu-

late the pestreciremenc benefir costs and benefit obligarions:

At December 31, 1997 | 1998 1995
T
Discount rate 7.23% l 7.75% 7.25%
Rate of fature increases in l
. compensation levels 400 4,40 4.40
" Medical cost trend rage:
For the year eading 650 | 830 10.30
Ultimate (year 2001 for 1997, ;
2008 for 1996 and 1995} 500 | 475 4.75
Denral cost crend rage: %
For the year ending 350 ¢ 375 4.00
Ulcimare (year 2002) 3.00 3.50 3.50

~ In addition, the expecred long-term rare of return on plan

" assets used to calculate postretirement benefit costs for 1997,

1996 and 1995 was 8.70%, 8.35% and 8.35%. The medical

cost trend rate significantly affects the reported postretirement
benefit costs and benefit obligations. A onc-percentage-point

. increase in the assumed health care cost trend races for each

future year wauld have increased 1997 postretirement benefit
costs by $59.3 million and would have increased the accumu-
lated postretiremenc benefit obligation as of December 31,

1997 by $649.6 million.

1

Ratirement Incentives

In 1993, we announced a restrucruring plan which included
an accrual of approximarely $1.1 billion (pre-tax) for sever-
ance and postretirement medical benefits under a force reduc-

tion plan. Beginning in 1994, recirement incentives have been
offered as a voluntary means of implementing substantially all
of the work force reductdons planned in 1993.

Since the incepeion of the retirement incentive program, addi-
tional costs totaled approximately $1,957 million (pre-tax) as
of December 31, 1997, comprised of $513 million in 1997,
$236 million in 1996, $314 million in 1995 and $694
million in 1994. These costs include the pension and postre-
tirement benefit amounts shown in the tables above, as well as
vacation pay costs and other irems. As described above, the

| retirement incentive costs have been reduced by severance and

postretirernent medical benefits reserves established in 1993
and transferred 1o the pension and postretirement benefies
liabilities as employees accepted the retirement incentive offer.
As of December 31, 1997, the remaining reserves associated
with the 1993 restructuring plan were approximately $39
million for employee severance and $54 million for postretire-
ment medical benefits,

As of December 31, 1997, employees who have left the busi-
ness under the retirement incentive program rotaled 19,2735,
consisting of 9,329 management employees and 9,946 associ-
ate employees. The retirement incentive program covering
management employees ended on March 31, 1997 and the
program covering associate employees is scheduled to end in
August 1998.

Savings Plans and Employae Stack Ownership Plans

We sponsor savings plans to provide opportunities for eligible
emplayees to save for retirement on a tax-deferred basis and wo
encourage employees to acquire and mainwin an equity inter-
est in our company. Under these plans, we match a certain
percentage of eligible employes contributions with shares of
cur common scock, We maintain theee leveraged employze
stock ownership plans (ESOPs). In 198%, two leveraged
ESQPs wete established to purchase our common stock and
fund our marching contribution. In 1990, NYNEX estab-
lished a leveraged ESQP to fund maeching coneriburions wo
management employees and purchased shares of NYNEX
common stock. At the date of the merger, NYNEX common
stock outstanding was converred to Bell Arlanric shares using
an exchange ratio of 0.768 of a share of Bell Atlantic common
stock to one share of NYNEX common stock.
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Note 16 continued

The leveraged ESOP trusts established in 1989 were funded
by the issuance of $790.0 million in ESOP Senior Notes. The

© annual interest rate on the ESOP Senior Notes is 8.17%. The
- ESOP Senior Notes are payable in semiannual instailments,

; which began on January 1, 1990 and end in the year 2000.

, The NYNEX leveraged ESOP trust was esrablished through a
. company loan of $450 million, the proceeds of which were

" used to purchase common shares of NYNEX stock held in

. weasury. NYNEX issued and guaranteed 3450 million of

. 9.55% Debentures, the praceeds of which were principally

' used to repurchase common shares in the open market. The

i Debentures require annual payments of principal and are due
on May 1, 2010. Incerest payments are due semiannuatly. The

leveraged ESOP rrusts repay the debe, including interest, with
funds frem our contributions to the ESOP trusts, as weil a5
dividends received on unallocared and allocaced shares of
common stock.

The obligations of the leveraged ESOP trusts, which we guar-
antee, are recorded as Long-term Debt and the offsetting
deferred compensation is classified as a reduction of
Shareowners’ Iavestment. As the ESOP rruses make principal
payments, we reduce the long-term debrt balance. The
deferred compensation balance is reduced by the amount of
employee compensation recognized as the ESOP shares are
allocared 1o participants.

Commeon stock is allocated from the leveraged ESOP trusts
based on the proportion of principal and interest paid on
ESOP debt in a year to the remaining principal and interest
due over the term of the debe. At December 31, 1997, the
number of unallocated and allocared shares of common stock
was [1.2 million and 13.9 million. All leveraged ESOP
shares are included in earnings per share compurations.

We recognize leveraged ESOP cost based on the modified
shares allocated method for the leveraged ESOP trusts chat
held securities before December 15, 1989 and the shares allo-
cated method for the leveraged ESOP trust thac held securi-
tics after December 13, 1989,

ESOP cost and truse activicy consise of the following:

{Dollss in Miltions)

Years Ended December 31, 1987 1996 1995
Comgpensation $ 1054 3 935 § 884
Interest incarred 57.0 69.4 84.4
Dividends (36.9) {42.1) (47.0)
Other teuse earnings and
expenses, net (5 .2) (.5
i Net leveraged ESOP cnst 125.0 i 120.6 1253
Additional (reduced)
ESOP cost (2.3} 14.6 19.2
Toral ESOF cost § 1227 % 1352 § 1445
i
| Dividends received for |
. debr service $ 667 '$ 0683 $ 697

Total company

L
]

contriburions ro leveraged ‘

ESOP crusts $ 1365 ' 5 141.8 $ 1523

In addition to the ESQPs described above, we maincain

. savings plans for assoclace employees of the former NYNEX

- companies and certain other subsidiaries. Compensatian

+ expense associated with these savings plans was $71.1 million
i in 1997, $69.1 million in 1996 and $62.8 million in 1995,

YA ncome Taxes

- The components of income tax expense from continuing
operations are presented in the following rable:

{Dodlars in Millions)

Years Fnded December 31 1997 1996  1995%
Current: :
Federal $1,207.4 $1450.2 $1.602.3
Stare and local 2222 ' 1954 2348
Tora TADE 16456 18371
Deferred: ‘
. Federal 27921 2359 65.1)
. State and lacal (423} . 48.3 51.3
" Toral 236.9 . 2842  (13.B)
Investmentt tax crediss (38.1): {57.3) {(70.5)
Other credics @9 (0D (#39)

© Total income tax expense $1,529.2 $1,782.3 $1,7089

*  Daoes not include the effect of invesement tax credic amortization thac
was accelerated in cannection with the discontinued application of

SFAS No, 71,



TNotes to Consolldated Financial Statements conrinued

' Note [7 continned

During 1997, two srates in our operating region cnacted
significant changes in their rax laws. In New Jersey, a law was

enacted that repealed the gross receipts tax applicable to tele-
phone companies and extended the net-income-based cerpo-
rate business tax to include telephone companies. This
resulted in a decrease in deferred state income rax expense of
$75.4 million. [n Maryland, a law was enacted that changed
the determination of taxable income. This resulted in an

increase in deferred state income tax expense of $8.3 million.

The following table shows the principal reasons for the differ-
¢nce berween the effective income rax rate and the staturory
. federal income rax rate:

I Years Ended December 31, 1997 1996 1985

| Statutory federal

| income tax rate 35.0% 35.0% 353.0%

" Investment tax credits (.6) (.8) (L.1)

! Rare differential applied to :

©  reversing timing differences - - {2

i Srate income taxes, net of

! federal tax benefics 2.6 3.1 3.9

' Other, net 1.4 (L.} N
38.4% | 36.3%  37.7%

| Effecrive income tax rate
|
|
|

o Y-¥ Additional Financial Information

Deferred taxes arise because of differences in the book 2nd
tax bases of certain assets and liabilities. Significant compo-
nenrs of deferred rax liabilities (assers) are shown in the

following table:

{Dallars in Millions)

Ar December 31, 1997 1996
Deferred tax liabilities: :
Depreciation $ 35645 1 § 3,646.8
Leveraged leases 22253 2,022.0
Partnership investments 329.9 244.0
Orher 1,044.2 1,024.3
7,163.9 §,937.1
Deferred rax assers: ,
Employee benefits (4,065.0) | (4.021.1)
Investment rax credirs (94.3) | (103.9)
Allowance for uncollectible :
accounts receivable (117.4) {90.6)
Orher (1,114.8) {1,060.1)
(5,391.5) {5.275.7)
Valuarion allowance 79.4 ! 44.8

Net deferred tax liabilicy

$ 18518 ' 8 1.706.2

Deferred rax assets include approximarely $3,125.8 million ac
December 31, 1997 and $2,740.2 million ar December 31,
1996 related to postretirement benefit costs recognized under
SFAS No. 106, “Employers’ Accounting for Postretirement
Benefits Other Than Pensions.” This deferred tax asser will
gradually be realized over the estimated lives of current
retirees and employees, '

The valuarion allowance primarily represents tax benefits of
capital loss carryforwards, certain state NOL carryforwards
and other deferred tax assets which may expire unudilized.
During 1997, the valuacion allowance increased $34.6
million. This increase was primarily a result of a change in tax
planning strategies.

. The rables below provide additional financial information relared 1o our consolidated financial stacements:

" Income Statement Information

Years Ended December 31,

¢ Interest expense incurred, net of amounes capitalized
- Capiralized interest
* Advertising expense

Interest expense incurred includes $45.2 millien in 1997,

~ $42.1 million in 1996 and $40.4 million in 1995 related o

. our lease financing business. Such interest expense is classified
* as Other Operating Expenses.

{Doilars in Millions)

997, . 1e%6 1995

§ 1,275 § L1241 51,3050

810 128.5 733
397.0° 357.5 3148

48



Notes to Consoclidated Financial Statements continued

Note I8 continued

; Balance Sheet Information

{Dollars in Millions)

At December 31, 1997 | 1996
Accounts payable and eccrued liabilities:
Accounts payable § 35754 3 35131
Accrued expenses 1,089.7 ; 1,357.6
Accrued vacation pay 618.1 ‘ 611.7
Accrued salaries and wages 279.9 | 2367
Ingerest payable 2458 230.0
Accrued axes 157.5 211.%
Total $ 590664 $ 61606
Other current liabilitics:
Advance billings and customer deposirs $ 643.0 $ 638.3
Dividend payable 597.8 574.8
Other 114.2 92.0
Toral 3 1,355.0 £ 1,305.1
Cash Flow Information
{Dollars in Millions)
Years Ended December 31, 1997 | 1996 1995
Cash paid during the yzar foc: E
" Income taxes, net of amounss refunded 3 14028 § 16679 $ 1.668.1
Interest, net of amounts capitalized 1,215.4 | 1,162.5 1,307.5
Noncash investing and financing activities: {
Acquisition of plant under capiral leases 1.4 L6.4 14.3
Acquisition of plant through mortgage assumprion - | 16.0 -
Common steck issued for performance-based share plans 10.0 | 13.1 8.1
Common stock issued for dividend reinvestment plan - 79.2 106.1
Common stock issued 2nd debr assumed for acquisitions 219 - 19.0
Noncash investment in unconsolidated businesses - 9.0 -
Contribution of ner assets ro unconsolidared businesses 631.8 ! - 16.4
Accrued contributions to parenerships 73.0 ¢ 220.1 139.8
b X Quarterty Financial Information (Unaudited)
{Dollars i Millions. Excepr Per Share Amounts)
Income {Losst Before Cumulative Effect of Change
Operating Operating i Aceounting Principle Net
Quarrer Ended Revenues [ncome Amount P'er Share-Basic Per Share-Diluted Income { Lossy
1997
March 31 $7.4165 $1.458.5 $ 6982 3§ 90 5 .89 $ 6982
June 30 7.707.8 1,847.9 896.8 1.16 1.14 896.8
Seprember 30* 73739 421.0 (80.1) (.10} (.10 (80.1)
December 31 7,695.7 1,614.1 940.0 1.21 .19 940.0
1996: _
March 31 $7.044.0 $ 1,346.2 $ 690.0 $ .90 5 .88 $ 963.1
June 30 7.329.4 1,599.2 829.8 1.07 1.06 829.8
September 30 7,376.6 1,667.2 871.8 1.13 1.12 871.8
December 31 7,40%.2 1,466.0 737.3 95 94 737.3

Results of operzrions for che thitd quarter of 1997 include merger-related costs (see Nate 1),

We restaced resulis of operations for 1996 and the first and second quarrers of 1997 as 2 resubt of our merger with NYNEX which was accounted for

as a peoling of interests (see Note 1).

[ncome before cumulative effect of change in accounting principle per commen share is computed independenty for each quarter and the sum of the

quarters may not equal the annual amaunr.

-3
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Investor Infarmation

Annual Shareowners Mesting
May 1, 1998 - 2 p.m.

The Playhouse Theatre
Wilmingron, Delaware

Shareownar Services

Quesrions about scock-related marters including account
changes, stock rransfers and other requests for assistance with
regard to your stock ownership should be directed o our
transfer agent, Boston EquiServe:

Bell Atlantic Sharegwner Services
Boston EquiServe

c/o BankBasron

PO. Box 8038

Boston, MA 02266-8038

Phone 800 631-2355

Persons outside the U.S. may call collect: 781 575-3994

DPersons using a telecommunications device for the deaf
(TDD) may cail: 800 §29-8259

Shareowners with e-mail addresses can send inquiries to:
Shareholder-EquiServe@EquiServe.com

Bell Atlantic conearrs:

Peter Crawford Vice President — Investor Relations and
Shareowner Services

212 395-1955

Director — Shareowner Services

212 395-18406

Maria Dominguez

Bell Atlantic Direct Invest

Bell Atlantic offers a direct stock purchase and share owner-
ship plan. The plan allows current and new investors 1o
purchase Bell Aclantic stock conveniently and economically.

1 3
To receive a Plan Prospectus and enrollment form, contact

Boston EquiServe.

Dividend Direct Daposit Sesvice

Bell Adlantic offets an electronic funds rransfer service to
shareowners wishing o deposit dividends directly into check-
ing or savings accounts on dividend payment dates.

For more information, contact Boston EquiServe.

Shareowner News
For earnings highlights, dividend announcements and

+ other pertinent information, you may call our newsline:

800 BEL-5595

Wabsite information
Corporate
[nvestor Information

www. BellAtlantic.com
www.BellAclantic.com/invest

Commeon Stock Price and Dividend Information
+ Ticker symbol (NYSE): BEL

* Shareowners of record at December 31, 1997: 1,233,500
Cash
Marker Price Dividend
High Low Declared

1997

First Quarter 3 7V $ s9h 8 74

Second Quarcter 78% 56°4 74

Third Quarrer Bl 68 77

Fourth Quarter 9Vh 744, 77

1896

First Quarter $ 74% $§ 6% § 72
Second Quarter 67% 59 72

Third Quarter o4 55% 72

Fourth Quarrer 68 584 72

* Includes payment of $.005 per commeon share for redemption of rights
under our Sharehalder Rights Plan.

Form 10-K

| To receive a copy of the 1997 Bell Aclantic Annual Report on

Form 10-K, which is filed with the Securities and Exchange
Commission, conract:

Bell Arlanric Investor Relarions
1095 Avenue of the Americas
36¢h Floor

New York, New York 10036
Phone: 212 395-1525

Fax:  212921-2917

Equai Opportunity Policy

The Company has over 140,000 employess and maintains a
long-sranding commitment 1o equal opportunity and valuing
the diversity of its employees, suppliers, and customers.

The Company strives to create a working environment free of
discriminarion with respect to age, color, disabiliry, gender,
national origin, race, religion, citizenship stacus, marital
starus, sexual oriencation, disabled vereran and vereran of the
Vietnam era starus,

For a summary of annual profile reports filed with the EEQC,
conract Mr. Charles Christian, 1717 Arch Streee, 28¢ch Flaor
South, Philadelphia, Pennsylvania 19103,



mailto:Shareholder-EquiServe@EquiServe.com
http://www.BellAclantic.com
http://www.BellAtlantic.com/invest
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Post-Merger Organizational Chart
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Wireline Operations

EEE GTEWircling Aroa
EEE Boli Atiantic







Wireless Operations
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