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AGENDA ITEM 25

Discuss and take appropriate action on proposals received for installation of fiber optic cabling and equipment.

Proposals were received from the following:
Avnet Enterprise Solutions, Austin, Texas
Capco Communications, Inc., Austin, Texas
Carroll Systems, Austin, Texas
Central Texas Cabling, Inc., Austin, Texas
Complete Communication Services, Inc., d/b/a Co Com Cabling Systems, Pflugerville, Texas
KST Electric, Manor, Texas
O’Neal & Associates, Lubbock, Texas
GTE Southwest Incorporated d/b/a Verizon, Irving, Texas
NetVersant, Pflugerville, Texas
Orius Corp., Austin, Texas
PRO INFO, Austin, Texas
Titan Solutions, Austin, Texas

Moved: Judge Doerfler
Seconded: Commissioner Limmer
Motion: To approve 48-strand fiber optic cabling and to award proposal for installation of fiber optic cabling

and equipment to Verizon.
Vote: 4 — 0. Commissioner Boatright was absent from the dais.

< Attachment >
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Information Technology Setvices

June 4, 2002

To: Judge John Doerfler
Commissioner Mike Heiligenstein
Commissioner Greg Boatright
Commissioner David Hays
Commissioner Frankie Limmer
From: Jay Schade, Information Technology Services

Subject:  Fiber Optic Cable Connecting County Facilities

SUMMARY

After reviewing the proposals for running fiber between the county facilities in Georgetown, I recommend
the Commissioners Court award the project to Verizon.

The total amount for the project, running 48-strands of fiber rather than 24-strands is $289,214.
Should you decide to run only 24-strands of fiber, the cost is $248,259.

This cost includes hanging the fiber, pole make-ready costs, burying 2.2 miles of fiber and connecting
into each of the buildings (ie. EMS, Justice Center, Courthouse, Juvenile Center, and URS).

Equipment to be placed in each building to connect to the network will cost an additional $35,529,

TOTAL COST OF PROJECT: $324,743 (48-strand) or $283,788 (24-strand).

(See discussion on following page)

405 M.L K., Suite 308, Box 18, Georgetown, Texas 78626 * phone (512) 943-1456 * fax (512) 943-1488
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Page 2 — Fiber Proposal

DISCUSSION

We received 12 proposals for this project. The initial costs ranged from $89,711.09 to $488,600, with the
average cost being $217,544.98. After reviewing all of the proposals, we narrowed the field to three:
Verizon, Carroll Systems, and Co-Com Cabling. After discussing the proposals with these three vendors,
it became clear that there were two primary issues that separated the three vendors. These issues were the
route along which the fiber would be run, and along how much of that route the fiber would be buried or
hung aerially.

The Route

Carrol! Systems and Co-Com Cabling proposed routes that were entirely aerially run on poles, which in
and of itself is not a bad practice. The concern is that, in order to run the entire route along existing poles,
a significant portion of the route must be “back-tracked” (the fiber would be run to a building and also
from that same building along the same poles). This makes that portion of the route more vulnerable and
the building involved susceptible to being severed from the rest of the network. It jeopardizes our disaster
recovery strategy.

Verizon’s route is 2 much more preferred route for a variety of reasons. First of all, when the county
builds future facilities on the Inner Loop, the fiber will be in place to connect them to the ring. Secondly,
the route runs right next to the House of Hatton so the fiber will be accessible when we are ready to
connect it as well. Thirdly, with the wireless technology the county already has in place (from the
courthouse to URS), Verizon’s solution forms a true ring which facilitates our disaster recovery strategy.

Buried vs. Aerial

Another advantage Verizon’s proposal has over the other proposals is the fact that 2.2 miles of the route
(the portion running along the Inner Loop) is buried. Having cable buried reduces the risk of it being
severed due to an automobile or similar accident, or by a natural disaster, which seems to be the primary
cause of cable damage.

Cost

Verizon’s cost after negotiation was $221,723. My major concern was the “unknown” costs such as pole-
make-ready (estimated to be approximately 50 poles at between $1500-$2000/pole. Verizon has absorbed
the costs of the pole make-ready, as well as any costs associated with crossing the railroad tracks. To the
best of our research, all costs are now incorporated in Verizon’s proposal. To address Judge Doerfler’s
desire to have ample bandwidth in case we have non-County enterprises wanting to lease fiber in the
future, we also asked them to give us the cost to double the number of strands from 24 to 48. To double
the number of fibers ($40,955) and absorb the pole make-ready costs ($26,736), the total cost of their
proposal comes to $289,214. With the necessary hardware to connect the fiber to our network ($35,529),
the total project cost comes to $324,743.

To accomplish even minimal connectivity using T1s to these same locations would cost approximately
$26,000/year. As we look into other options such as Voice-Over-IP, as well as leasing a fiber from the
phone company to our fiber rather than having individual T1s from the phone company to each of the
county facilities, we can save another $30,000 to $75,000 per year. This project will easily pay for itself
in five to seven years.
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RECORDERS MEMORANDUM
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clearly legible for satisfactory recordation.
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Vorizan

Verizon Southwest
919 Congress Ave
Austin Tx 78701

April 22, 2002

Ms. Ginny Atkinson

Assistant Purchasing Director
Williamson County

710 Main Street Suite 303
Georgetown TX, 78626

Dear Ms. Atkinson.

Verizon is pleased to respond to Williamson County's request for proposal for Fiber
Optic Cabling, RFP number 02WCB805.

Verizon has taken into consideration that we will be networking the existing four
locations, via fiber, at the Justice Center, Court House, URS Building, EMS and then
ontc the brand new Detention Center.  Verizon is very familiar with the
telecommunication workings and needs of Williamson County and therefore the most
qualified vendor to implement a solution of this scope. Verizon has over 80 years of
experience in the communications business and has excelled as a respected leader in
the industry. We provide not only experience, stability, and strength, but also an
unrivaled level of customer service that Williamson County should expect from their
vendor of choice.

We welcome the opportunity to continue as your partner and you have my personal
commitment that Verizon will excel in meeting your telecommunication needs. Should
you have questions regarding this proposal, please contact me at (512) 249-6585.
Thank you for aliowing Verizon the continued opportunity to serve you.

Sir)cerely,

('/f;(’”&?/r L?W Uy

Colleen R Parker

Senior Account Manager

Verizon Enterprise Solutions Group
512 249 6585
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PROPOSAL
FOR SERVICES TO:

Williamson County
For:

Proposal # 02WC805
Installation of Fiber Optic Cabling and
Equipment

By:
Sorizon

GTE Southwest
D.B.A Verizon Southwest
500 East Carpenter Fwy

Irving TX 75062

April 24, 2002

This proposal shall not be disclosed outside of the organization receiving this proposal and shall not be
duplicated, used, or disclosed in whole or in part for any purpose other than its evaluation provided that if a
contract is awarded to this offer or as a result of or in connection with the submission of this proposal, the
organization receiving this proposal shall have the right to duplicate, use, or disclose it to the extent provided in
““the contract. This restriction does not limit the rights of the organization receiving this proposal to use
information contained in the proposal if it is obtained from another source without restriction.
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WILLIAMSON COUNTY AUDITOR’S OFFICE
PURCHASING DEPARTMENT
710 MAIN STREET - SUITE 303
GEORGETOWN, TEXAS 78626

http://www.williamson-county.org/Procurement

WILLIAMSON COUNTY
PURCHASING DEPARTMENT

FORMAL REQUEST FOR PROPOSALS

INSTALLATION OF FIBER OPTIC CABELING AND EQUIPMENT

PROPOSAL NUMBER: 02WC805

PROPOSAL OPENING DATE & TIME: APRIL 24, 2002 - 2:00 PM

~ PURCHASING CONTACT

TECHNICAL CONTACT

Ginny Atkinson

Assistant Purchasing Director
710 Main Street — Suite 303
Georgetown, TX 78626

(512) 943-1554

| gatkinson @ williamson-county.org

Bill Bingham
Telecommunications Manager
405 MLK ~ Suite 308 — Box 17
Georgetown, TX 78626

(512) 943-1463

bbingham @wilco.org

FOR DETAILED SPECIFICATIONS AND QUESTIONS RELATING TO THE PROPOSAL PROCESS,

CONTACT GINNY ATKINSON.

FOR TECHNICAL QUESTIONS CONTACT BILL BINGHAM.

Proposal Instructions/Requirements

Public Notice
Proposal Check List

Official Proposal Form

Contents

Page 1t0 8
Page 9
Page 10

Page 11

Proposal Specification(s)/Proposal Sheet(s) Attached

Pages 1105
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WILLIAMSON COUNTY
~ PURCHASING DEPARTMENT

PROPOSAL INSTRUCTIONS/REQUIREMENTS

Proposals must be received in the Williamson County Auditor’s Office prior to 2:00 PM on Wednesday, April
24. 2002. At which time the Proposals will be opened in the Williamson County Auditor’'s Office on the 3rd
floor of the County Courthouse. Proposals received after that time will not be opened and will be considered
void and unacceptable. As to each item, the Court may either reject all Proposals or award a contract to the
lowest and best Proposal.

SEALED PROPOSALS may be hand-delivered to:
Williamson County Auditor’'s Office
Attn: Ginny Atkinson - Purchasing
Third (3rd) floor - Suite 303
Williamson County Courthouse (on the square)
710 Main Street, Georgetown, Texas

OR

SEALED PROPOSALS may be mailed to:
Williamson County Auditor’s Office
Attn: Ginny Atkinson - Purchasing
710 Main Street - Suite 303
Georgetown, Texas 78626

ALL PROPOSALS MUST BE SUBMITTED ON THE FORMS PROVIDED IN THIS PROPOSAL DOCUMENT.

ALL INFORMATION REQUIRED BY THE PROPOSAL FORM MUST BE FURNISHED OR THE PROPOSAL
MAY BE DEEMED NON RESPONSIVE. WHERE THERE IS AN ERROR IN THE EXTENSION OF PRICE,
THE UNIT PRICE SHALL GOVERN.

ONE (1) ORIGINAL AND THREE (3) COPIES OF ALL PROPOSALS MUST BE SUBMITTED (THIS
INCLUDES ALL DOCUMENTATION SUBMITTED WITH THE PROPOSAL). PROPOSALS MUST BE
MARKED ORIGINAL OR COPY.

ALL PROPOSALS MUST BE RETURNED IN A SEALED ENVELOPE, MARKED WITH THE PROPOSAL
NAME, PROPOSAL NUMBER, AND PROPOSAL OPENING DATE & TIME. IF AN OVERNIGHT DELIVERY
SERVICE IS GOING TO DELIVER THE PROPOSAL THE PROPOSAL NAME, PROPOSAL NUMBER, AND
PROPOSAL OPENING DATE & TIME MUST ALSO APPEAR ON THE OUTSIDE OF THE DELIVERY
SERVICE ENVELOPE.

FACSIMILE AND ELECTRONIC MAIL TRANSMITTALS SHALL NOT BE ACCEPTED.

1. It is understood that the Commissioners Court of Williamson County, Texas, reserves the right to
accept or reject any and/or all Proposals for any or all materials and/or services covered in this
Proposal request, and to waive informalities or defects in the Proposal or to accept such Proposal it
shall deem to be in the best interest of Williamson County.

L Awards should be made within sixty (60) days after the Proposal opening date. To obtain results, or if
you have any questions, please contact Ginny Atkinson at (512) 943-1544,

Page 2 of 2
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Funding: Funds for payment have been provided through the Williamson County budget approved by
Commissioners Court for the October 1, 2001/September 30, 2002 fiscal year.

Late Proposal: Proposals received after submission deadline shall be unopened and will be
considered VOID AND UNACCEPTABLE. Williamson County is not responsible for lateness of mail,
delivery carriers, etc.

Altering Proposal: Proposals cannot be altered or amended after submission deadline.

Sales Tax: Williamson County is by statute, exempt from the State Sales Tax and Federal Excise Tax.

Contract: This Proposal, when properly accepted by Williamson County, shall constitute a contract
equally binding between the successful proposer and Williamson County.

Changes: No oral statement of any person shall modify or otherwise change, or affect the terms,
conditions, plans and/or specifications stated in the Proposal Package and or Proposal
Instructions/Requirements.

Delivery Times and Locations: The commodity and/or service covered by this Proposal shall be as
stated in the Proposal Package.

Payments: Payment shall be made by check from the County upon satisfactory completion and
acceptance of items and submission of the Invoice to the ordering department for work specified by
this Contract Document. As a minimum, invoices shall include:

(1) Name, address, and telephone number of Contractor and similar information in the event
the payment is to be made to a different address

(2) County contract, Purchase Order, and/or delivery order number

(3) Identification of items or service as outlined in the contract

(4) Quantity or quantities, applicable unit prices, total prices, and total amount
(5) Any additional payment information which may be called for by the contract

Payment inquiries should be directed to the Auditor's Office, Accounts Payable Department: Donna
McKitrick, 943-1558 or Kathy Blankenship, 943-1557.

Conflict of Interest: No public official shall have interest in a contract, in accordance with Vernon's
Texas Codes Annotated, Local Government Code Title 5, Subtitle C, Chapter 171.

Ethics: The proposer shall not accept or offer gifts or anything of value nor enter into any business
arrangement with any employee, official or agent of Williamson County.

Minimum Standards for Responsible Proposers: A prospective proposer must affirmatively
demonstrate proposers responsibility. A prospective proposer must meet the following requirements:

a. have adequate financial resources, or the ability to obtain such resources as required;
b. be able to comply with the required or proposed delivery schedule;

¢. have a satisfactory record of performance;

d. be otherwise qualified and eligible to receive an award.

Williamson County may request representation and other information sufficient to determine proposers
ability to meet these minimum standards listed above.

Page 30of 3
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References: Williamson County REQUIRES proposer to supply with this Proposal, a list of at least
three (3) references where like services have been supplied by their firm. Include name of firm,

address, telephone number and name of representative.

Proposer shall provide with this Proposal response, all documentation required by this Proposal.
Failure to provide this information may result in rejection of the Proposal.

Termination for Default: Williamson County reserves the right to enforce the performance of this
contract in any manner prescribed by law or desemed to be in the best interest of the County in the
event of breach or default of this contract. Non-Performance of the proposer in terms of specifications
shall be a basis for the termination of the contract by the County. The County shall not pay for
commodities/services which are unsatisfactory. Contractors will be given a reasonable opportunity
before termination to correct the deficiencies. This, however, shall in no way be construed as negating
the basis for termination for non-performance.

Contract Administration: Under this contract, Jay Schade, County Information Technologies Services
Director, shall be the contract administrator with designated responsibility to ensure compliance with
contract requirements, such as but not limited to, acceptance, inspection and delivery. The contract
administrator will serve as liaison between Williamson County Commissioners Court and the
successful proposer.

Purchase Order: Williamson County shall generate a purchase order(s) to the successful proposer as
products and/or services are required. The purchase order number must appear on all itemized
invoices and/or request for payment.

Silence of Specifications: The apparent silence of these specifications as to any detail or to the
apparent omission from it of a detailed description concerning any point, shall be regarded as meaning
that only the best practices are to prevail. All interpretations of these specifications shall be made on
the basis of this statement. :

PROPOSALS MUST BE: legible and of a quality that can be reproduced.

Proposal forms that are included in the Proposal package shall be used. CHANGES to Proposal
forms made by proposers shall DISQUALIFY THE PROPOSAL. Exceptions to the Proposal forms
and or specifications shall be made on an attachment to the Proposal package. Call Ginny Atkinson
(512) 943-1554 for explanation if exceptions are needed.

The Texas Labor Code, S406.096, requires workers’ compensation insurance coverage for all

persons providing services on a building or construction project for a governmental entity. The rule
requires a governmental entity to timely obtain certificates of coverage and retain them for the duration
of the project. The rule also sets out the language to be included in bid specifications and in contracts
awarded by a governmental entity and the information required to be in the posted notice to
employees. The rule is adopted under the Texas Labor Code, $S402.061. The information provided
below is a result of this rule. By submitting your bid to the county, you are acknowledging that this rule
is a part of these bid specifications, and that you will observe and abide by all of the requirements
outlined in the rule. You are further agreeing that should your bid or proposal be accepted by the
Williamson County Commissioners’ Court, the necessary certificates of coverage showing workers’
compensation coverage, will be provided to the following name and address, prior to beginning work:

Ginny Atkinson

Williamson County Auditor’s Office
Purchasing

710 Main Street - Suite 303
Georgetown, Tx. 78626

Page 4 of 4
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If you have any questions related to this ruling and/or requirement, you are encouraged to contact
either the Williamson County Purchasing Department at (512) 943-1554, or you may call the Texas
Workers’ Compensation Commission at (512) 440-3789.

WORKERS’ COMPENSATION INSURANCE COVERAGE.

A.

Definitions: Certificate of coverage ("certificate")-A copy of a cenrificate of insurance, a certificate of
authority to self-insure issued by the commission, or a coverage agreement (TWCC-81, TWCC-82,
TWCC-83, or TWCC-84), showing statutory workers’ compensation insurance coverage for the
person’s or entity’s employees providing services on a project, for the duration of the project.

Duration of the project - includes the time from the beginning of the work on the project until the
contractor’'s/person’s work on the project has been completed and accepted by the governmental
entity.

Persons providing services on the project ("subcontractor” in $406.096) - includes all persons or
entities performing all or part of the services the contractor has undertaken to perform on the project,
regardless of whether that person contracted directly with the contractor and regardless of whether that
person has employees. This includes, without limitation, independent contractors, subcontractors,
leasing companies, motor catriers, owner-operators, employees of any such entity, or employees of
any entity which furnishes persons to provide services on the project. "Services" include, without
limitation, providing, hauling, or delivering equipment or materials, or providing labor, transportation, or
other service related to a project. "Services" does not include activities unrelated to the project, such
as food/beverage vendors, office supply deliveries, and delivery of portable toilets.

The contractor shall provide coverage, based on proper reporting of classification codes and payroil
amounts and filing of any coverage agreements, which meets the statutory requirements of Texas
Labor Code, Section 401.011(44) for all employees of the contractor providing services on the project,
for the duration of the project.

The Contractor must provide a certificate of coverage to the governmental entity prior to being awarded
the contract.

if the coverage period shown on the contractor's current certificate of coverage ends during the
duration of the project, the contractor must, prior to the end of the coverage period, file a new
certificate of coverage with the governmental entity showing that coverage has been extended.

The contractor shall obtain from each person providing services on a project, and provide to the
governmental entity:

(1) a certificate of coverage, prior to that person beginning work on the project, so the
governmental entity will have on file certificates of coverage showing coverage for all persons
providing services on the project;

(2) no later than seven (7) days after receipt by the contractor, a new certificate of coverage
showing extension of coverage, if the coverage period shown on the current certificate of
coverage ends during the duration of the project.

The contractor shall retain all required certificates of coverage for the duration of the project and for
one year thereafter.

The contractor shall notify the governmental entity in writing by certified mail or personal delivery,
within ten (10) days after the contractor knew or shouid have known, of any change that materially
affects the provision of coverage of any person providing services on the project.

Page5of 5
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The contractor shall post on each project site a notice, in the text, form and manner prescribed by the
Texas Workers’ Compensation Commission, informing ali persons providing services on the project
that they are required to be covered, and stating how a person may verify coverage and repont lack of
coverage.

The contractor shall contractually require each person with whom it contracts to provide services on a
project, to:

(1) provide coverage, based on proper reporting of classification codes and payroll amounts
and filing of any coverage agreements, which meets the statutory requirements of Texas Labor
Code, Section 401.011{44) for all of its employees providing services on the project, for the
duration of the project;

{2) provide to the contractor, prior to that person beginning work on the project, a certificate of
coverage showing that coverage is being provided for all employees of the person providing
services on the project, for the duration of the project;

(3) provide the contractor, prior to the end of the coverage period, a new certificate of coverage
showing extension of coverage, if the coverage period shown on the current certificate of
coverage ends during the duration of the project;

(4) obtain from each other person with whom it contracts, and provide to the contractor:
(a) a certificate of coverage, prior to the other person beginning work on the project; &

(b) a new certificate of coverage showing extension of coverage, prior to the end of
the coverage period, if the coverage period shown on the current certificate of coverage
ends during the duration of the project;

(5) retain all required certificates of coverage on file for the duration of the project and for
one year thereafter;

(6) notify the governmental entity in writing by certified mail or personal delivery, within ten(10)
days after the person knew or should have known, of any change that materially affects the
provision of coverage of any person providing services on the project; and

(7) contractually require each person with whom it contracts, to perform as required by
paragraphs (1) - (7), with the certificates of coverage to be provided to the person for whom
they are providing services.

By signing this contract or providing or causing to be provided a certificate of coverage, the

contractor is representing to the governmental entity that all employees of the contractor who will
provide services on the project will be covered by workers’ compensation coverage for the duration of
the project, that the coverage will be based on proper reporting of classification codes and payroll
amounts, and that all coverage agreements will be filed with the appropriate insurance cartier or, in the
case of a self-insured, with the commission’s Division of Self-Insurance Regulation. Providing false or
misleading information may subject the contractor to administrative penalties, criminal penalties, civil
penalties, or other civil actions.

The contractor’s failure to comply with any of these provisions is a breach of contract by the

contractor which entitles the governmental entity to declare the contract void if the contractor does not
remedy the breach within ten (10) days after receipt of notice of breach from the governmental entity.

Page 6 of 6
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PERFORMANCE AND PAYMENT BONDS: Chapter 2253.021 of the Texas Government Code
governs the requirements for performance and payment bonds for government entities making public
work contracts. A performance bond is required if the contract is in excess of $50,000 and is to be
made for the full amount of the contract. A payment bond is required if the contract is in excess of
$25,000 and is to be made for the full amount of the contract. The bonds are to be executed within ten
(10) days after receipt of written notification of award of contract prior to beginning work on the project
and must be executed by a corporate surety or sureties in accordance with the Texas Insurance Code.
In the event the bond exceeds $100,000.00, the surety must also (1) hold a certificate of authority from
the United States secretary of the treasury to qualify as a surety on obligations permitted or required
under federali law; or (2) have obtained reinsurance for any liability in excess of $100,000.00 from a
reinsurer that is authorized and admitted as are insurer in this state and is the holder of a certificate of
authority from the United States secretary of the treasury to qualify as a surety or reinsurer on
obligations permitted or required under federal law.

in determining whether the surety or reinsurer holds a valid certificate of authority the County may rely
on the list of companies holding certificates of authority as published in the Federal Register covering
the date on which the bond is to be executed. If the public works contract is less than $50,000 the
performance bond will not be required as long as the contract provides that payment is not due until
the work is completed and accepted by the county.

The purpose of a performance bond is for the protection of the government entity and is conditioned on
the faithful performance of the work being done in accordance with the plans, specifications and
contract documents. The payment bond is for the protection of persons supplying labor and materials
to the contractor to ensure payment.

Prior to submitting any proposal, proposers are required to read the plans and specifications carefully;
to inform themselves by their independent research, test and investigation of the difficulties to be
encountered and judge for themselves of the accessibility of the work and all attending circumstances
affecting the cost of doing the work and the time required for its compietion and obtain all information
required to make an intelligent proposal.

Should the proposer find discrepancies in, or omissions from the plans, specifications, or other
documents, or should he/she be in doubt as to their meaning, he/she should notify at once Bill
Bingham, County Telecommunications Manager, and obtain clarification or addendum prior to
submitting any proposal.

In case of ambiguity or lack of clarity in the statement of prices in the proposals, the county reserves
the right to consider the most favorable analysis thereof, or to reject the proposal. Unreasonable (or
unbalanced) prices submitted in a proposal may result in rejection of such proposal or other proposals.

Award of the contract, if awarded, will be made within sixty (60) days after opening of the proposals
and no bidder may withdraw his proposal within said sixty (60) day period of time unless a prior award
is made.

Failure to execute the contract within ten (10) days of written notification of award or failure to furnish
the performance bond, or letter of credit if applicable, and payment bond as required by item 23 above,
shall be just cause for the annulment of the award

The Contractor shall not commence work under this contract until he has furnished certification of all
insurance required and such has been approved by Williamson County, nor shall the contractor allow
any subcontractor to commence work on his subcontract until proof of all similar insurance that is
required of the subcontractor has been furnished and approved.

Page 7 of 7
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Any quantities given in any portion of the contract documents, including the plans, are estimates only,
and the actual amount of work required may differ somewhat from the estimates. The basis for the
payment shall be the actual amount of work done and/or material furnished.

Proposals shall be submitted on a separated contract basis. No Texas sales tax shall be included in
the prices proposed for materials consumed or incorporated into the finished product under this
contract. This contract is issued by an organization which is qualified for exemption pursuant to the
provisions of Section 151.309(5) of the Texas Tax Code. Williamson County will issue an exemption
certificate to the Contractor. The Contractor must then issue a resale certificate to the material
supplier for materials purchased. The Contractor must have a valid sales tax permit in order to issue a
resale certificate.

In obtaining consumable materials, the Contractor will issue a resale certificate in lieu of payment of
sales tax, and the following conditions shall be observed;

1) The contract will transfer title of consumable, but not incorporate, materials to Williamson
County at the time and point of receipt by the Contractor;

2) The Contractor will be paid for these consumable materials by the County as soon as
practicable. Payment will not be made directly but considered subsidiary to the pertinent
proposed item. The Contractor’'s monthly estimate will state that the estimate includes
consumables that were received during the month covered by the estimate; and

3) The designated representative of Williamson County must be notified as soon as possible of
the receipt of these materials so that an inspection can be made by the representative. Where
practical, the materials will be labeled as the property of the Williamson County.

THE TEXAS HAZARD COMMUNICATION ACT, Chapter 502 of the Health and Safety Code, Sec.
502.006, states that a chemical manufacturer or distributor shall provide appropriate Material Safety
Data Sheets (MSDS) to employers who acquire hazardous chemicals in this state with each initial
shipment and with the first shipment after a MSDS is updated. The MSDS must conform to the most
current requirements of the OSHA standard in 29 CFR 1910.1200. By submitting your bid to the
County you are acknowledging that this regulation is a part of this bid and that you will provide
appropriate MSDS with each initial shipment and with the first shipment after a MSDS is updated.

THE WILLIAMSON COUNTY HAZARD COMMUNICATION PROGRAM POLICY Under Revised
Texas Hazard Communication Act (THCA) of 1993 states that it is the responsibility of all
contractor/sub-contractors who bring hazardous chemicals onto county property to provide appropriate
MSDS to the county at the work site. When exposure to a hazardous chemical is expected each
contractor/sub-contractor shall be responsible for the appropriate training of their employees. Fora
copy of the Williamson County Hazard Communication Program Policy contact the Williamson County
Unified Road & Bridge System Safety/Training Coordinator at 512/930-3330. By submitting your bid to
the County you are acknowledging that this policy is a part of this bid and that you will provide
appropriate MSDS to the county work site and provide for appropriate training as applicable.

Page8of8
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- PUBLIC NOTICE
'- WILLIAMSON COUNTY
REQUEST FOR PROPOSALS

The Williamson County Commissioners Court invites the submission of sealed Proposals for:

INSTALLATION OF FIBER OPTIC CABELING AND EQUIPMENT

Sealed Proposals will be publicly'opened in the County Auditor’s Office, 3rd Floor, Williamson
County Courthouse, Georgetown, Texas on Wednesday, April 24, 2002 at 2:00 PM.

Detailed specifications may be obtained by calling Ginny Atkinson at (512) 943-1554 or by
visiting the Williamson County Procurement web site.
hitp://www.williamson-county.org/Procurement

Performance and Payment Bonds will be required as stated in the proposal documents.

REQUIRED WORKERS' COMPENSATION COVERAGE: "The law requires that each person
working on this site or providing services related to this construction project must be covered

hby workers' compensation insurance. This includes persons providing hauling, or delivering
2quipment or materials, or providing labor or transportation or other service related to the
project, regardless of the identity of their employer or status as an employee."

"Call the Texas Workers' Compensation Commission at (512) 440-3789 to receive information
on the legal requirement for coverage, to verify whether your employer has provided the
required coverage, or to report an employer's failure to provide coverage."

The Williamson County Commissioners Court reserves the right to accept the lowest and best
proposal as deemed by the Court, or reject any and/or all proposals.

Issued by order of the Williamson County Commissioners Court on April 2, 2002.
John C. Doerfler, County Judge.

Page 9of 9
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PROPOSAL CHECK LIST

Please check the following prior to sealing and submitting your proposal.

1.

Official Williamson County Proposal Form Completed, signed, and

enclosed?
YES {\_S NO

All proposal specification sheets completed (including company name at
bottom of each sheet) and attached?

X

YES NO

Have you included and marked (original or copy) six (6) complete proposal
sets as required?

YES )< NO

Have you written the name of your business on the front of the sealed

envelope?
YES :\ § NO

Have you written the Proposal name, Proposal number, and Proposal
opening date & time on the front of the sealed envelope?

YES :\ g NO

Are you using an overnight delivery service to deliver your proposal? If you
are have you written the Proposal name, Proposal number, and Proposal
opening date & time on the outside of the delivery service envelope?

YES NO ; ;

Page 10 of 10
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WILLIAMSON COUNTY PROPOSAL FORM
INSTALLATION OF FiBER OPTIC CABELING AND EQUIPMENT

PROPOSAL NUMBER: 02WC805

PROPOSAL OPENING DATE & TIME: APRIL 24, 2002 - 2:00 PM

The undersigned, by his/her signature, represents that he/she is authorized to bind the
proposer to fully comply with the terms and conditions of the attached Request for Proposal,
and Specifications for the amount(s) shown on the accompanying Proposal sheet(s). By
signing below, you have read the entire document and agreed to the terms therein.

NAME OF PROPOSER: GTE Southwest incorporated d/b/a Verizon

Mailing Address: 500 E. John Carpenter Freeway

City: __lrving State: __Texas Zip: 75062
Email Address: pamela.hughes@verizon.com
Telephone: {972 ) 719-3145 Fax: (972 ) 717-0284

Date of Proposal: April 24, 2002

of Person Authorized'to Sign Proposal

Name and Title of Signer: Vice President — Branch Operations
(Piease Print or Type)
PLEASE COMPLETE THE FOLLOWING:

[ X ] "ali or none" basis. (Will accept award of "all" items only. [f left blank, low item will apply.)
[ ]low item basis. (Will accept award on "any or all" items.)
List Additional Limitations if applicable:

DO NOT SIGN OR SUBMIT THIS FORM
WITHOUT READING ENTIRE DOCUMENT

«~~  THIS FORM MUST BE COMPLETED, SIGNED AND RETURNED WITH BID

Page 11 of 11
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WILLIAMSON COUNTY

PROPOSAL SPECIFICATIONS/PROPOSAL SHEETS

INSTALLATION OF FIBER OPTIC CABELING & EQUIPMENT

PROPOSAL NUMBER: 02WC805

PROPOSAL OPENING DATE & TIME: APRIL 24, 2002 - 2:00 PM

1. BACKGROUND: The Wiliamson County Information Technologies Services Office,
hereinafter referred to as "ITS", is seeking proposals from qualified vendors and suppliers
for the installation of a Fiber Optic Cable to support new Voice and LAN communications
services for Williamson County. The installation shall include, but is not limited to the
installation of fiber optic cable, fiber patch panels, and free standing equipment racks.

2, SCOPE OF WORK: The vendor will be responsible for providing all labor and materials for
the completion of the following —

21.

2.2,

2.3.

2.4,

All necessary design and engineering.

Installation, terminating and testing of 24-strand, single-mode fiber cable from the
Justice Center in Georgetown, Texas to the County Court House, to the New
Juvenile Detention Center, and then to the Unified Road & Bridge System (URS)
Building.

Installation, terminating and testing of 6-strand, single-mode fiber cable from the
Justice Center in Georgetown, Texas to the Emergency Medical Services (EMS)
Building.

Installation of 19-inch equipment racks and 12-inch ladder rack in Main Distribution
Frame (MDF) room and Intermediate Distribution Frame (IDF) rooms.

3. DESIGN REVIEW:

341 Fiber cable runs shall be between the following locations in Georgetown, Texas:

3.1.1 County Justice Center at 405 MLK Computer Room on the 3rd floor, Suite
308, and the County Court House at 710 Main Street Telephone Room in the
basement.

3.1.2 County Court House at 710 Main Street Telephone Room in the basement
and the New Juvenile Detention Center at 1821 SE Inner Loop Road, Room
193.

3.1.3 New Juvenile Detention Center at 1821 SE Inner Loop Road, Room 193, and
the URS Building Computer Room at 3151 SE Inner Loop Road.

3.1.4 County Justice Center at 405 MLK Computer Room on the 3rd floor, Suite
308, to the County EMS Building Computer Room at 307 MLK.

INSTALLATION OF FIBER OPTIC CABELING VENDOR : GTE Southwest d/b/a Verizon Southwest
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4. DOCUMENTATION REQUIREMENTS:

4.1.

4.2.

Test Results - The vendor shall provide all test results in hard copy (print out) as
well as electronic format (Excel, Access, etc.). The test results shall include at a
minimum the following: Building, Customer, Operator, Date and Time of test, Link
Identification and test resuits.

Other Documentation

4.2.1.

422,

Materials Listing - Upon completion of system installation, vendor wili provide
Bill Bingham, County Telecommunications Manager with an itemized
material listing (by description, brand, stock/part number and vendor source)
of all cables, conduit, connectors, paich panels and equipment racks
installed.

Vendor Qualifications ~ Vendor shall be required to submit all certifications,
licenses, references, and other documentation in support of Section 9.

5. PERFORMANCE REQUIREMENTS:

5.1

Other Standards - The cabling system and labor shall be in compliance with all
applicable ordinances, regulations or codes. See Section 8.

6. WARRANTY REQUIREMENTS:

6.1

Vendor Warranty

6.1.1.

6.1.2.

6.1.3.

Workmanship - The County expects the successful vendor to implement
standard quality control procedures as defined in this Request for Proposal
(RFP) and as otherwise defined herein for installation of this fiber system.
We further require the vendor to produce written criteria for quality control
guidelines to be employed when such guidelines do not comply with this
agreement. The successful vendor will be held responsible for the
professional installation of all materials, including the neat and orderly
routing.

Guarantee - The vendor shall provide the County with a lifetime guarantee on
their werkmanship.

Warranty Repairs — During the warranty period, twenty-five (25) years after
date of acceptance, the successful vendor will repair or replace at no cost to
Williamson County, all defective system components and/or correct
deficiencies in workmanship within twenty-four (24) hours after receiving
notification of such deficiency from the County.

7. OTHER REQUIREMENTS:

7.1 Materials Storage - Due to limited space availability the vendor will be responsible for

INSTALLATION OF FIBER OPTIC CABELING

PAGE 2 0t2

providing adequate storage facilities for cabling tools, materials and test equipment.

VENDOR : GTE Southwest d/b/a Verizon Scuthwest
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7.2

7.3

7.4

7.5

PAGE 3 of 3

Ceiling Grid, Ceiling Tile & Building Condition —The successful vendor shall be

responsible for careful handiing of ceiling tiles and existing cabling during the
installation process. The successful vendor shall also be responsible for repairing or
replacing any building component that the vendor, in the sole opinion of the County,
has damaged. All such repairs or replacements shall return damaged components to
“like new condition” without further cost to Williamson County. Any and all damage
caused by the successful vendor (or designated subcontractor/representative) must be
promptly repaired by the vendor.

Trash Removal - The successful vendor must provide his/her own clean up and trash

removal services. The successful vendor will not be allowed to utilize the County’s
trash dumpster for clean up and trash removal services.

Variations in Installation and Design — The successful vendor shall be required to notify

and obtain written approval from the County before deviating from any required
installation design, materials, installation schedule, or installation implementation.

Security — Vendor employees who are assigned to work on-site at any Williamson
County Facility will be required to undergo background checks and be assigned
temporary Visitor badges prior to being granted access to any Williamson County
Facility.

8. APPLICABLE STANDARDS:

8.1 All materials and workmanship shall be in accordance with the current applicable
federal, state, and local regulations, ordinances, building codes and standards.
These standards include, but are not limited to the following:

8.1.1 Electronic Industries Association/Telecommunications Industry
Association (EIA/TIA) -568-A: Commercial Building
Telecommunications Standard

8.1.2 EIA/TIA-569: Commercial Buiilding Standard for
Telecommunications Pathways and Spaces

8.1.3 EIA/TIA-806: Administration Standard for the Telecommunications
infrastructure for Commercial Buildings

8.1.4 EIATIA-607: Commercial Building Grounding and Bonding
Requirements for Telecommunications.

8.1.5 12.6 National Fire Protection Association (NFPA)

8.1.6 American National Standards Institute (ANSI) /NFPA 70 Article 800-
52 shall be applied for separation requirements from typical branch
circuits (120/240V, 20A)

8.1.7 NFPA - National Electric Code (NEC)

8.1.8 Underwriters Laboratory (UL)

8.1.9 National Electrical Manufacturers Association (NEMA)

8.1.10 Bell Communications Research {Bellcore)

8.1.11 Federal Communications Commission (FCC), Title 47, Code of
Federal Regulations, Part 68

INSTALLATION OF FIBER OPTIC CABELING VENDOR : GTE Southwest d/b/a Verlzon Southwest
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VENDOR QUALIFICATIONS:

9.1

In order to qualify for installation of the communications system, the Vendor must
possess and provide documentation of the following:

92.1.1.

9.1.2.

9.1.3.

9.1.4.

9.1.5.

9.1.6.

The vendor must have been in business and in the business of installing
telecommunications systems, continuously, under the same company name,
for a period of at least three (3) years, prior to the date of this proposal.
Vendor must also provide a list of key installation personnel, their hire dates,
and a resume of their experience. Key installation personnel shall include at
least one (1) Foreman and one (1) Journeyman Level installer or technician.
By submitting the names of these personnel, the Vendor is committing them
to the execution of the project outlined in this specification.

The vendor must have successfully performed at least five (5) projects of
similar scope that have been functional for at least one (1) year prior to the
proposal opening date. Proof of performance shall be in the form of
reference sheets which shall include a brief description of the project, starting
and ending dates, the beginning and ending contract price, the project
foreman or superintendent’s name, and the name, address, and telephone
number of a customer project contact.

The vendor must have a Registered Communications Distribution Design
(RCDD) member on staff or on contract to provide approval on the final
design, installation and documentation of this communications system. The
vendor must submit certification of RCDD.

The vendor must have well documented in-house quality, safety and training
programs.

The vendor must have uniformed employees with visible ID badges.

The vendor must be honded.

INSTALLATION SCHEDULE:

10.1

Installation Schedule - Cabling must begin within seven (7) working days after

performance and payment bonds have been accepted by the County and a Notice to
Proceed has been issued. Prospective vendors, who are able to begin work in a shorter
period of time, should so indicate accordingly. The vendor will have thirty {30) working
days prior to the time cabling is required to begin to complete all ready work required for
communications support services. Prospective vendors able to complete this project in
a shorter period of time should so indicate and provide projected completion date.

10.2 Timeline Restrictions - The vendor must provide a timeline with his/her proposal.
The contract award may be based in part upon the successful cable vendor's ability to
deliver the cabling system in a timely manner, thirty (30) working days from when the
order is placed.

10.3

Installation Time Frame - The successful vendor shall provide an installation

schedule including proposed timelines for the completion of work outlined in Section 2
with an estimated "time-to-completion” (including finish out) stated in number of calendar
days.

PAGE 4 of 4
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10.4 County Operations Schedule — Except as otherwise provided herein, all work shall
be accomplished during the County business hours: Monday - Friday 7:45 AM through
4:45 PM, exclusive of holidays. By mutual agreement, successful vendor may complete
specifically identified tasks outside of said hours with the written approval of Bill
Bingham, County Telecommunications Manager.

10.5 Liguidated Damages — A fee of one hundred dollars ($100.00) will be charged for
each day beyond the specified number of days allowed for the completion of this project.
A total of five (5) rain days will be allowed.

ACCEPTANCE CRITERIA: County Acceptance of the cable system shall be based on the
results of the following:

11.1 Test Results - All cables shall be thoroughly tested.
11.2 Receipt of all documentation described in Section 4 above.

11.3 Receipt of all inspections, warranties, guarantees, registrations and/or assurances as
required by this specification, applicable ordinances, regulations or codes or
manufacturer, see Section 6.

11.4 A walk through shall be conducted between vendor and County personnel for
inspection of all areas of installation. A punch list will be formulated by Bill Bingham,
County Telecommunications Manager referencing all deficiencies. The vendor will be
required to correct all deficiencies within five (5) working days in crder to obtain
acceptance.

11.5 Workmanship - The successful vendor must implement standard quality control
procedures as defined in paragraph 9 of this performance specification and as
otherwise defined herein for installation of this premise distribution system. We further
require the vendor to produce written criteria for quality control guidelines to be
employed when such guidelines do not comply with this agreement. The successful
vendor will be held responsible for the professional instailation of all materials,
including the neat and orderly routing, machine-generated labeling.

PAYMENT
12.1 County Payment — Vendor may submit an invoice for payment to Bill Bingham, County

Telecommunications Manager when all areas of the Acceptance Requirements
(Section 11.0) have been fully met in accordance with this document.

12.2 Contract Modifications - Vendor must submit in writing to the County any proposed
modifications with applicable pricing before a formal change in contract scope; terms
or conditions will be authorized. The County will not reimburse the vendor for any
additional work performed or materials supplied unless such additions have been
specifically and formally authorized in writing by the County.

EVALUATION CRITERIA
Vendor Qualifications 25%
Vendor Experience 25%
Totat Cost 25%
Project Timeline 25%

VENDOR : GTE Southwest d/b/a Verizon Southwest
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Pricing For verizon

Williamson County
Proposal # 02WC805

Material Termination Hardware

Description Manufacturer Part # Quantity

19” Wall Mnt Rack CP1 11632-718 1ea
19” Free-Standing Rack CPl1 46353-703 4 ea
CCH Fiber Cabinet Corning CCH-02U 3ea
12 fiber Pre-Loaded Pnls SC Corning CCH-CP12-59 12 ea
CCH Fiber Cabinet Corning CCH-01U 2ea
6-fiber Preloaded Pnls SC Corning CCH-CP06-38 2ea
Wall Mnt. Splice Cabinet Corning WSC-001 lea
Splice Trays Corning Mo67-048 3ea
Splice Enclosure (underground) Corning SCF-6C22-01-72 lea
Cable Pathway Material 60 ea
24 Fiber Cable Corning 36,000 ft.
6 Fiber All-Dielectric Cable Corning 1,000 ft.

Material: $ 70,032.00

Labor: $144,587.00
Engineering: $ 34,626.00
Bonds: $ 1.938.00

TOTAL $251,183.00
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verizon

Contractual Exceptions

After review of Bid # 02WC805, Verizon would like to note that there were no Terms
and Conditions included with the RFP. Therefore, a copy of our contract is included as an
exhibit under Tab 8 and this will form the basis for negotiations.

Verizon would also like to take exception to the following items within this bid.

Page 7, Item 28: Verizon requests to revise this clause to read as follows; "Failure to
execute the contract within ten (10) days, or such other timeframe as mutually agreed to,
of written notification...."

Page 8, Item 31.2: Verizon requests clarification of the implication of “Progress
Payments™

Page 12, Item 6.1.2: Verizon must take exception to this clause. Please Refer to
Engineering Notes and Conditions

Page 12, Item 6.1.3:Verizon must take exception to this clause. Please refer to
Engineering Notes and Conditions

Page 12, Item 7.2: Verizon requests to revise this sentence to read as follows;
"....replacing any building component that the vendor and the County agree was
damaged by the vendor.”

Page 15, Item 10.5: Due to the Exceptions to the outlined scope of work, we must take
exception to this clause.
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Vortmar

Exceptions to Outlined Scope of Work

Verizon has surveyed all of the sites identified in the Williamson County Proposal that
require fiber optic cabling. Verizon understands the cabling requirements and has chosen
both aerial and buried construction for the implementation. However, there are, at this
time, certain costs which Verizon was unable to determine and which will be an
additional cost factor to Williamson County. These costs are described in the following
paragraphs.

Verizon has contacted the City of Georgetown Municipal Power to request pole contacts
on behalf of Williamson County. Mark Miller and Michael Mayben, with the City of
Georgetown, talked with Verizon on the possibility of Williamson County contacting the
City poles and using the City right-of-ways. Mark and Mike looked at our proposed
routes and made some suggestions on route changes. They also told us that the annual
pole contact fee would be approximately $7.50 per pole, and there will be approximately
100 poles that the fiber will attach. Also, the City will charge Williamson County a
“make ready” charge of $1,500.00 to $2,000.00 per pole on approximately 50 poles. This
make ready charge has not been included in Verizon’s pricing. The make ready costs will
be the responstibility of Williamson County. The City requested Verizon to submit a set
of plans when we are ready to implement. The City at that time will approve or refuse the
County’s pole attachments. The County will be responsible for these annual fees.
Verizon will prepare all permit submittals for the pole contacts. The County will be
responsible for any cost associated with these permit requests.

As mentioned, most of the cabling inside of Georgetown will be aerial except where there
will be underground “dips” into the building entrance conduit. Verizon is proposing
approximately 2.2 miles of direct buried fiber cable on the Inner Loop Drive from F.M.
1460 to both the new Juvenile Detention Center and the URS Building. This buried
construction, after conferring with the URS personnel, is on the County’s property and
would be their right of way.

Verizon has uncovered other concerns and possible additional costs where the cable will
cross the Georgetown Railroad. Crossing the Railroad will require a permit, which
Verizon will prepare, but we have not included the associated cost of this permit in the
cable pricing. Williamson County will be responsible for the costs of the Railroad
permits.

The Williamson County Courthouse will be difficult to access. The City of Georgetown
has completed a beautification project of the Square. Verizon contacted Mark Miller and
Michael Mayben with the City of Georgetown. They suggested, and told us that the City
of Georgetown would approve open cutting the asphalt along 7% Street to Austin Ave
where we could use the first two parking spots for a bore pit. The bore would be made
from the Southwest corner of 7" Street, across Austin Ave, to the Northwest corner of the
Courthouse Square. The cable would be buried from the end of the bore into the
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Courthouse. The costs for open cutting and restoring has been included in Verizon’s
pricing.

The proposed pricing assumes the City of Georgetown, and the State of Texas provide
access to all necessary right of ways and pole lines.
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Engineering Notes and Conditions for Williamson County

All permit applications and fees are the responsibility of others.

The Installation Schedule (Outside Plant Portion) is controlled by the permitting agencies
Once the permits are approved we can order cable and start all prep work.

The construction days talked about in the Installation Schedule will not start until the
cable has been pre-tested by Verizon and accepted by the customer.

Our prices are based on using existing conduit at all building entrances, place
approximately 20,000 feet of aerial cable on existing poles, 9500 feet of buried cable, 800
feet of cut and restore asphalt.

Term of Warranty:
ISP Labor: 10 years
ISP Material: 5 years

OSP Labor and Material: Standard 1 year

1. Warranty

1.1.  If within one (1) year from the date of installation or the date of substantial
completion, whichever earlier, the cable fails due directly to a defect in workmanship,
Verizon will, at its sole discretion, repair or replace the failed cable free of charge.

1.2.  This warranty does not apply to:

damage caused by accident, abuse, mishandling, or vandalism;

cables that have been subject to repair by third parties;

damage due to failure of electrical power, sprinkler of humidity control; and
damage due to fire, water damage or Acts of God.

Under no circumstances shall Verizon be liable to purchaser or

any other person for any indirect, special or consequential damages, including loss of use
or loss of profits, whether arising out of breach of warranty, breach of contract or
otherwise, nor shall it be liable for damages exceeding the amount charged by Verizon
for the original cable installation.

1.3  Under no circumstances shall Verizon be liable to purchaser or

any other person for any indirect or direct damages to installed components, including
loss of use or loss of profits, whether arising out of breach of warranty, breach of contract
or otherwise, nor shall it be liable for damages exceeding the amount charged by Verizon
for the component.
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Yortzan

1.4  Statements made relating to the cable or its installation, made prior to execution
of this agreement, are not warranties. It is understood that such statements were not
intended to, and did not, form a part of the agreement; they were merely made in the
course of negotiations of the parties.

1.5  The warranty period for each site begins upon approval of the deliverable
documentation.
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Vertzan

e RE 3 & QUALIFICATIONS

Provided are three project references of substantial scope and size.
PREMISE/ CAMPUS WIRING SYSTEM REFERENCES:

Reference Name  Henderson County Courthouse
Address 100 East Tyler

Athens, Tx. 75751
Phone Number 903-675-6172

Contact Names Brad Burnett
Network Administrator
Installation Date 1998-1999
Description of Re-cabling of the Juvenile Center, Courthouse and re-
Work model of the New Administration Building. Also instailed

fiber connectivity between the Courthouse and Admin Bldg.

CAMPUS WIRING SYSTEM REFERENCES:

Reference Name  Reliant Energy

Address Houston, TX.

Phone Number 713-207-5646

Contact Names Kevin Seat

Installation Date 2000 - 2001

Description of Project consisted of the installation of 81 miles of optical
Work fiber cabling to 77 Aldine ISD sites.

CAMPUS WIRING SYSTEM REFERENCES:

Reference Name Reliant Energy

Address Houston, TX.

Phone Number 713-207-5646

Contact Names Kevin Seat

Instaliation Date 2001

Description of Project consisted of the instaliation of 13 miles of optical
Work fiber cabling to 17 Deer Park I1SD sites.

Henkels and McCoy, Inc.
Confidential and Proprietary
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Theodore A. Hussey

1903 SpringValley Dr.

Denton, Texas 76208
(940) 484-1647

Basic Electric and Advanced Electrical Principles at Central Florida Community College.
Certificate of Authorization Lucent Systimax Structured Connectivity Solutions
BICSI Registered Installation Technician

EMPLOYMENT:

12/00 - Present

6/95 - 12/00

9/91 - 6/95

10/82 - 9/91

Henkels & McCoy, Inc. Title: Area Manager of North Texas Region. Responsibilities:
Insured margins are met from both the field and overhead. Also handle atl hiring of
personnel with-in our area.

Henkels & McCoy, Inc. Title: Estimator — Duties included, site surveys, estimating
projects, insuring projects came in under-budget while still maintaining a high quality
service.

Henkels & McCoy, Inc. Title: Lead Technician - Duties included site surveys, tracking
job performance, insuring projects where brought in on time and under budget.

Projects included: Bank of Mid-America — Oklahoma City, Okla. Installed 24 fiber cable
to numerous IDFs through-out, Installed LAN cabling voice and data to approx. 2500
locations.

Other projects included National roll-owt for Chilies, Bennigans and Steak & Ale
Restaurants. Instatlation of redundant fiber ring for Peterbilt Truck Manufacturer and Six
Flags Over Texas. Installed Type I cabling for Sears national cabling project.

Outside Plant Engineering and Construction: Title: Forman - Duties included the
over-seeing of 10 man crew in the installation of fiber optic cables and systems for the
1.8, Government in locations the U.S. and countries abroad,

MILITARY SERVICE

6/76 - 9/82

UNITED STATES AIRFORCE
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Rt. 1
Box 2068-C
Whitney, Texas 76692

Phone 254-694-3581

Keith Mowery

Summary

Work experience

Education

Certifications

Project Manager and Sr. Technician capable of managing large projects
and experienced in alf aspects of voice and data cable installations as
well as fiber optic instailations and termination. Current responsibilities
include conducting surveys of potential customer job locations, analyze
cable systems, procure correct cable and cabling components for
installation. Follow up with change orders and invoices to be sent to
Accounts Receivable, as well as provide technical advise to field
installation crews.

1988 - PresentHenkels and McCoy, Inc. Lewisville, Texas

Project Manager and Sr. Technician

Managed numerous local and national accounts. Pertorm site surverys,
analyze existing cable systems. Perform installations of varicus networks and
cabling. Assist in installation of hubs, routers, and various other electronic
components.

1986-1987 Texas Utilities Electric Waxahachie, Texas
Utility Linemen
1982 - 1984 Hil College Hillsboro, Texas

Major — Physical Education
1978 — 1982 lowa Park H.S. lowa Park, Texas

General Studies

Structured Cabling Systems for Voice and Data (CATS) ~Cabling
Business Institute — 12/99

Seicor M77 Fusion Splicing Applications — Seicor — 6/98

Fluke Media Certification Training Course Ceirtified Test Technician ~
Fluke — 5/98

3M Cenrification MS2 Installation Technician — 3M — 6/97
BICSI Ceritied ~ BICSI — Expires 12/02
Thomas & Betts Registered Installer — Thomas & Betis — 6/95

Krone Products installer — Krone — 7/95
Fiber Optic Installation and Splicing for LAN, Building and Campus
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Applications — Seicor -- 6/95

Ortronics CAT5 Networking Partner — Ortronics Open System
Architecture — 8/94

Avaya Certified — 2002

Siemens Certified - 2002

Trained CPR Emergency Provider
Licensed Fork Lift Operator

OSHA Respirator Cerified

Certified Scissor and Boom Operator
Hilti Certified

Passport for Overseas Work

I am a devoted family man, non-smoker, and drug free. | have a very strong
work ethic. | like to work! | am willing to learn new skills and | am not afraid to
work hard to achieve company goals as we alt personal goais.
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940-683-3149
harrison @ wees net
972 539 1746 ext 258

Mike Harmrison

Objective

Concept to Completion Project Management:

OSP/ISP Network/Infrastructure Design, Estimation/Proposal, Project Mngt.

1990-2001 Henkels and McCoy, Inc. Lewisville, TX

Senior Tech, Estimator, Project Manager

= No non-profit jobs attributed to my management or crew leadership in 10
yrs.

= Increased recent sales per estimated project proposals submitted.

= Suggested new products and methods that could increase eamings and
procuctivity.

= led projects in excess of $.25 mil.

1989-1990 Burnup & Sims Tampa, FL

OSP Projects Supervisor

= Pole Line Telco and Distribution Power Line Restoration after Hurricane
Huge on St. Thomas, USVI.

= Supervised 25 power and telephone Linemen.

= Implemented orientation course for new recruits. Increased productivity.

= QOur initial objective was telephone restoration , but we had several power
lineman that were only slightly productive at phone line installations. |
realized a need for power line repair ahead of our phone crews for safety
reasons. We had the resources for this repair, so | negotiated a plan with
the Virgin Islands Power Co. to clear and repair trouble areas, at a rate
higher than the phone crew rates. This also eased tension between
Vitelco, and WAPA.. This decreased construction downtime by 50% and
increased sales by $70,000.00 over three months.

1978-1989 Self Employed
Telecommunications and Electrical Contractor

= Aerial and underground OSP construction of Telephone, CATV, and
power lines in a 500 mile radius of Ft. Worth.

= Contracts with REA, Contel, SWBT, United Telco, Guadalupe Valley
Telco, Southwest Texas Telco, Fort Bend Telco, Teleprompter Cable,
Wamer Communications, People’s Telco, Salina-Spavinaw Telco, South
Westem Engineering, CenTel, Exxon, Gulf, and Sohio Pipeline.

= Specialized in cross country, storm restoration, and difficult situations.

1971-1978 CCC and MWCC Houston and Lufkin, TX
OSP Supervisor
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Education

Interests
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= CATV and Telephone

1968-1970 Henderson Co. Jr. College Athens, TX
= AA, Prerequisite to Mech.Eng. and Computer Science.

= Graduated Dean's List.

» Football Scholarship

QOutdoors/Wilderness Activities, Gourmet food, Home improvements,
Technologies and Science.




Page 232

06/04/2002

| abed

T  orcoeees et Rrewung
I S50.60.d ¢ PeoY 2 ouosanN
S supeeq O eucisop dn peioy I ssauBoud KUnoD UosmetmA ool

& cuoisenn lewop mds dn petox uds
Summmmmndh  ewwns polord %seL dn peljoy ¥sel

skep ¢ Bugsos ey | 6

skep g buping sw3 o1 seweg eopsne  EB| ¢

sAep O ~ Bupsng sunopeweovonuseg  EB| 2

shep gy 1ean uonuajeq oy esnoH inog Aunoy  EH| o

skep 62 esnoy unog Aunog oseweg eonsnr  EE| 5

shep g [eAcsdde spusad seye sjeualel J8piO m v

shep z1 SWeWLOERY aod g suuued Joj oy EE| €

sfep g} Siuuad / Buusaubu3 uibeg Bl :

shepg penss) spuog g plemy wenuony  BEH| |

uoneing suieN an.r_ gl a

ZIM| LIM| _OIM]  6M|_ 8M]  ZM| 9M|  Sm|  vml em|  ml M| M| M _

L




06/04/2002 Page 233

o

2001 ANNUAL REPORT

e e i mi A e ————— — = o Lo e m e e e m e T L L G e e TR A, CE, R W L L e e m = = s B e e T ]



06/04/2002 -

Page 234

—

VERIZON %"6EFRCUSTOMERS

ireline households and nearly 30 million wireless
the largest and most valuable consumer
also serve nearly 4 million business customers.

stomers is as simple as it is successful:

stworks; use them to deliver innovative
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investing for growth. We have demonstrated our ability to
; w— proof-positive of our commitment to increasing

 financlal targets year after
shareowner value and transforming our company for long-term success.

EARMNINGS PER SHAREY DIVIDENDS PER SHARE 2009 REVERUES
~ :?‘@ Telecom 54% L A
. oy i
& & Telecom Data 10% L)
& Wirgless 26%
Information Services 6% ,35'
i Ci & Intamational 4% =
o 5 &
a o ™ i E=3 - bl £l -
] & o & & & & 2 &
2 8 & ¢ B 7 ¢ 5 3
Total $67.2 Billion

* Difted basis, before special tems
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Verizon has a strong Jegacy of community support. Our investments in telecommunications networks make us a critical
link in creating a vibrant economic infrastructure in every market we serve. Through the Verizon Foundation, we also make a difference
on issues that matter most to our customers: creating an educated and literate workforce, closing the digital divide and promoting
employee volunteerism by matching donations in Both time and dollars.
Economic Development Phifanthropy Literacy

» With nearly 250,000 employees, Verizon * Through a special program that matched + As part of our commitment to be America's
is one of the ten largest private employers - employse contributions three-to-one, Verizon literacy champion, we launched the
in the nation. i raised $14 miliicn in donations to the Verizon Literacy Network, the first national

+ As part of our commitment ta bridging the September 11th Fund. web-based network linking national and tocal
digital divide, Verizon has wired schools + Verizon's unique matching gift program— lteracy providers.
and librraries throughout our territory with high-  Verizon Volunteers, or “V-Squared” —allows + During the holidays, empioyees supported our
speed connections to the Internet. . employees to earn matching funds for their literacy efforts through a program called

« In 2002, Verizon wilt invest more than $15  contributions to disaster relief, colleges and "Season's Readings" by contributing more than
billion in our wireline and wireless networks. non-profit organizations. 68,000 books and volunteering more than

* Verizon Wireless's Hopeline™ program puts 15,000 hours of time to read books to young
wireless services to work to combat domestic people in the commurities we serve.

violence, donating wireless phones, airtime * In 2001, Verizon contributed nearty $20 million
and manetary ‘contributions te domestic to local and national literacy organizations.
violence sheiters and prevention programs

across the country.
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VERIZON

N FEE VERIZON PROMISE

i+ 4+ When disaster struck America on September 11th, the Verizon Promise didn’t tell us exactly what to do at every minute and in

every situation, but it gave us the goals and it gave us the inspiration. Those on-the-spot decisions have to be made by instinct, and

that’s where the strength of your values as an organization really gets tested. | am humbled hy the way our values —our absolute

commitment to serving customers and the community—guided us in everything we did.

Chuck Lee, Chairman and Co-CEQ, Verizon

“Verizon has really done a tremendous job to
get service pack. | can’t express to you how
appreciative we are of what they're doing,
including taking some real risks in order to make
sure that we have at least emergency service,
and that we keep our telephone service.”
Rudoiph Giluliani, Former Mayor, New York City

“It was a Herculean job on the part of the men and

women of Verizon. | can't say enough about the wonderiul
Verizon people on the line who worked continuously, 24/7,
from September 12th untit the New York Stock Exchange
re-opened September 17th.”

Dick Grasso, Chairman & CEQ, NYSE

“Inside our firm, we refer to Verizon as our
business partner. We saw the true meaning
of partnership over the last ten days in your
employees’ every word and deed.”

Bill Harrison, Chairman, J.P. MarganChase

“] was a soldier and have seen troops in the field. | can
recognize commitment to getting a tough job done.

| can sense a genuine pride in the mission and sincere
spirit in carrying it out. | saw all of these 1hings in the
Verizon employees toiling on the street, in the rubble and
in the vaults. It made me immensely proud to be in the
communicaticns field.”

Michael Powell, Chairman, Fedaral Communications Commissicn

“To the Verizon employees who sifted through the rubble,

climbed through windows, hung wires through hallways and streets
and warked till your fingers bled...Thank you.”

Verizon Employee Email

“We lost some humanity here Tuesday. Sc I'm just
trying to get my hands dirty here. Do my share. We're all
trying te get a tittie of that humanity back.”

James Ladich,Technician at Ground Zero

Varizon's building adjacent to the World Trade
Center rises amid the devastation.

- - e © e e e e e A O] ], o i . s v S o
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~ VERIZON AT A GLANCE

Consumer 41% o
General Business 14%

Wholesale 25%
DOMESTIC TELECOM Enterprise Business 17% ¢

Verizon serves residential and businass wireline Other 3% 9
customers in 32 states and the District of Columbia.
We have more than 81 million access lines and
more than 132 million voice grade equivalent lings.
Our wirgline footprint includes 67 of the top 100
U.S. markets, 31 million households, more than
one-third of Fortune 500 company headqguarters
and the Federal Government.

REVENUES
fhikans)

2001 Revenues of $43.1 Billion 2 8 3
2 & 8
DO.MESTIC W!RELESS' ' Service 92% REVENUES
Verizon Wireless is the leading wireless Equipment ang Othar 8% (Bitions)
communications provider in the U.S. with nearly 30
million customers. The company's footprint covers
more than 90% of the nation's population and 97 of
the top 100 U.S. markets. It was formed by the »
 Combination of the U.S. wireless businesses of w ﬁ;i\
. Verizon and Vodafone in April 2000. Verizon currently =
owns 55% of Verizon Wireless, and Vodatone owns ,;\"\
the remaining 45%.
2001 Revenues of $17 4 Billion 4 2 b=
g€ & =
{,N?ERNA?IONMT ; - < Wireless 568% REVENUES
‘erizon has international investment interests in 19 . (bithons)
countries, with a global presence that extends ta Wireline and Other 42% >
more than 40 countries in the Americas, Europe, s W
Asia and the Pacific. Our Global Solutions network A P
interconnects leading commercial centers in the Ty
world, and provides customers access to an
extensive selection of voice, data and IP products
and services.
2001 international Revenues of $2.3 Billion 4 =1 b=
Proportionate Revenuas of $5.9 Billion 2 8 =
INFORMATION SERVICES
Verizen Information Services is the world's Domestic 30% :ﬂ:i;iﬁs
leading print and online directary publisher and International 10% T
content provider for communications products and
services. A leader in linking buyers and sellers, ~ NP
information Services' bundled print and electronic & &
commerce products and services include
=" SuperPages printed telephone directories and
SuperPages.com, the internet's preeminent online
directory and directory servicaes provider for MSN,
InfoSpace, AltaVista, Excite, Lycos, Ask Jeeves,

HotBot, BigFoot, Triped and Angelfire. 2001 Revenues of £4.3 Billion

1999
2000
2001
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VOICE GRADE EGUIVALENTS
{mitlians)

BSL SUBSCRIBERS
(Mhousands) 3
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LONG DISTANCE CUSTOMERS
imiflions)

O (=] - [+ (=] by @ = —
& g g 5 & % g g 2
DPERATING INCOME SUBSCRIBERS MONTHLY SUBSCRIBER CHURN RATE
{biltions; {miions
A’
- ‘;\Q’ 3 "
N ane
55 @ oo
PN a2
[=:] (=] ~ @ f=1 p=y (=) s by
INVESTMENT CWNERSHIP INVESTMENT OWNERSHIP
T INCOME Canada Gibraltar 50%
NEM s TELUS 23.7% Stot Hellas 17.5%
trn:ons; Latin America LureTel Praha 24.5%
& CANTV 28.5% EurcTel Bratislava 24.5%
. Compafia de Telephonos Asia
'S ,;\{5 del Interior 85.3% Taiwan Celflular 13%
& Telecomunicaciones de Micronesian Telecom 100%
Puerto Rico, inc. {1/02) 52% Excelcomindo 23.1%
CODETEL 100% PT Gitra Sari Makmur 36.7%
Grupe lusacell 39.4% TelegomAsia 12.5%
Europe BayanTet 19.4%
Cable & Wirejess 4.6% Telecom Corp. of New Zealand 21.5%
- — NTL incorporated 8.9% Cannectivity
& 8 =2 Omnitel 23.1% FLAG 18.6%
- ™ ™ Giobal Sofutions 100%
OPERATING CASH MARGIN NET INCOME Information Services provides sales, publishing
{oilions) and other refated services for nearly 2,300
R directory titles in 48 states, the District of
. LN e Columtia and 14 countries,
o o & _ -
@ 9
Domestic circulation 106 mitlion
International circulation 44 miltion
Monthly visits to SuperPages.com 12 million
Number of advertisers 1.8 million
o o - o -
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FELLOW SHAREOWNERS:

2001 was a year that tested the mettle of every
company in America.

Ten years’ worth of economic expansion gave way 1o recession.
Stock values that seemed to float on hslium suddenly fell to
earth. Questions about the sustainability of "new economy” busi-
ness models and the integrity of financial results undermined
investor confidence in even the most stable of corporate fran-
chises. And, on September 11“", an unprecedented attack on
America caused extensive damage to our communications net-
work, to say nothing of the national psychs.

In these difficult market conditions, Verizon delivered solid finan-
cial performance. More than that, we demonstrated that, in
Verizon, we have created a company with the strength to sustain
good operating results and build for the future in an extraordi-
narily challenging environment.

Our financial results for 20071 reflect both the strength of our
operating units and the effects of a siow economy and an unset-
tled climate for investmant. Revenues were $67.2 billion, up 4.1
percent, driven by increased sales in wireless, long distance,
data and high-speed Internet access. On an adjusted basis, net
income grew nearly 3.0 percent, to $8.2 billion, and earnings per
share were $3.00. Reported results, which include the effects of
non-recurring or non-cperational items such as investment loss-
es, severance costs and asset sales, show net income of $389
million for the year, or 14 cents per share.

We are, of course, unhappy with the performance of our stock,
which lost 5.3 percent in value in 2001. Relative to the broader
market, however, we fared socmewhat better; as you see from the
chart below, the S&P 500 Index declined 13 percent for the year
and the S&P Telecom Services Index, which averages the per-
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Charles R. Lee Ivan G. Seidenberg
formance of the companies in cur peer group, declined 13.7 per-
cent. When dividends are factored in, Verizon's totai return was
down 2.5 percent—certainly not where we want to be but a rel-
atively stable, high-quality investment in this difficult market.

Whatever the vagaries of the stock market, 2001 unambiguous-
ly demonstrated the wisdom of the merger that created Verizon
and the power of the company we have built. Our increased
scale and scope gave us the ability to absorb the pressures of a
weak economy by using industry-leading cost savings and merg-
er synergies to mitigate the effects of the economic downturn,
Since the merger closed in June 2000, we have realized approx-
imately $1.4 billion in synergy savings, putting us well down the
path toward our goal of $2 billion within three years. Our core
businesses—wireline, wireless and print and on-line directories —
serve millions of customers across the country, giving us a stable
source of revenues and cash flow, and our international invest-
ments continue to contribute to revenue and net income growth,

o
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Together, they represent the most strategically powerful collec-
tion of assets in the communications industry, which—for ali the
turmail of 2001 —remains a terrifically exciting growth market. No
one is better positioned than Verizen to deliver a full bundle of
communications services to customers. As communications and
cornputing technologies converge, we have continued to invest
in high-speed wireless and wireline access technologies so that
our networks will remain a platform for growth in the Internet era.
And we are continually reinventing our products, services and
technology base around new opportunities —such as e-com-
merce, wireless data, voice-over-iIP and broadband —that will fuel
our growth for years to come.

Whatever the vagaries of the

we have built.

stock market, 2001 unambiguously
demonstrated the wisdom of

the rmerger that created Verizon
and the power of the company

-~ 2001 Resuits
In a year when good news was hard to come by, our performance
in the following growth areas was outstanding:

We ended the year with 7.4 million long distance customers,
a 59 percent increase over the prior year, which makes
Verizon the nation’s fourth largest long distance carrier. We
now have the ability to offer long distance over two-thirds
of our footprint and expect to receive FCC approval for
long distance entry in all our remaining states by the end
of the year.

We also ended the year with 1.2 million customers for our
high-speed Internet access service, DSL—a 122 percent
increase over 2000—and dramatically improved customer
service and provisioning.

Data revenues were $7 billion. Transport revenues were up
21.2 percent despite the weak economy. And, even as the
number of traditional access lines declined due to competition
and technology substitution, voice-grade equivalents—a
better measure of the data-carrying capacity of our network —
grew by 13 percent.

Verizon Wireless added 2.6 million customers in 2001, for a
total of nearly 30 million. With its unrivalled subscriber base,
market coverage and network quality, Verizon Wireless is
the leading wireless company in the country, by a wide
margin. And with its expanding cash flew margins and out-
standing expense controls, Verizon Wireless alsc leads the
industry in profitability.
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IN JUNE 2002, CHUCK LEE WILL
RETIRE AS CO-CEO OF VERIZON.
HE WILL REMAIN NON-EXECUTIVE
CHAIRMAN OF THE BOARD UNTIL
JUNE 2004.

PELIVERING ON A LEGACY FOR THE FUTURE .

When Chuck and I started down this path
together, we shared two important things: arn
unshakable belief in the vision of the company we
were creating and a mutual respect that allowed
us to work fogether to make it succeed. As

much as anything, our success is a trbute fo
Chuck's character. He came to this venture—just
as | did—with his awn legacy, his own loyalties,
and thousands of dedicated empfoyees with a
fremendous sense of pride in what they'd built at
GTE. But along the way, he made a choice:

fo put the interests of Verizon ahead of anything
else. He's been able to do it because, when it
comes right down to it, he knows who he is, what
he's accompiished, and what his own vaiues —

and those of his company —really are.

All the decisions to put us on the right side of
technology, innovation and competition in our
industry happened on Chuck Lee’s walch. He has
led his companies— first GTE, then Verzon—to
strong positions in every important sector of
communications! local, long distance, wireless,
international and data. Everybody associated with

Verizon owes him a debt of thanks.

I'm grafeful to him, and I'm proud to be part of

his legacy:

\S an
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+  Revenues from international operations were $2.3 bilion for
the year, up 18.3 percent. Growth in equity income from
unconsolidated businesses was 37 percent. All told, interna-
tional contributed nearly $1 billion in net income for the year.
In addition, our Global Solutions business turned up four
international gateway switches, which allows us to offer
global customers a core set of voice and data products.

» And Verizon Information Services, our directory publishing
and electronic commerce unit, increased revenues by 4.1
percent, to $4.3 billion, and grew operating income by 11.2
percent. SuperPages.com, the industry's leading Internest
directory service, grew more than 70 percent for the year.

Underlying all the accomplishments of 2001 is our unrelenting
focus on the “blocking and tackling” of operational excellence
that is the hallmark of our company: reducing costs, managing
complex networks, introducing new products and—above all—
delivering superior service to customers. We have succeeded
not just in assemnbling the assets we need to compete, but in
integrating them intc strong national franchises and unifying our
organization around a new identity and a shared value system.
We made the tough degisions when we had to and took early,
' aggressive action to adapt to changing economic conditions.

And, even in a challenging operating environment, we have con-
tinued to transform ourselves around new opportunities and
position our company for long-term market leadership.

Pasitioned for the Future: Service + Innovation

As in any compstitive business, the bar for being the market
leader gets higher every year. Even if the economy recovers in
the second half of 2002, as we expect, technological change and
increasing competition from cable, Internet telephony and other
full-service carriers will continue to accelerate—challenging us to
execute our game plan faster, better and with a greater sense of
urgency. So, in 2002, we will focus on the basics to solidify our
position as the market leader—building on our world-class
networks, respected brand, valuable customer relationships and
the service ethic of our employees to earn our customers’ confi-
dence and loyalty.

Ultimately, innowvation is the pulse of any technology-driven indus-
try. Over time, Verizon's success will depend on our ability to bring
to our customers the next generation of broadband, wireless data
and many other products and services that technology innovation
makes possible. Qur people manage complex tachnologies bet-
ter than just about anybody, and we are excited by the prospects
of using that wealth of inteflectual capital and technical expertise
to make our customers’ fives more convenient, more secure and
more productive.
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The Strength of Our People

Our ability to sxecute our ptan for market leadership lies in the
strength of the Veerizon management team, one of the most sea-
soned and capable in the business. We also owe our success to
the committed efforts of our Board of Directors, which continues
to oversee our progress with diligence and foresight,

Above all else, our continued strength as a company derives
from the efforts of nearly 250,000 dedicated employees,
who come to work every day with the work ethic and unparal-
leted skills required to make a difference for our customers and
our communities.

Perhaps that sounds trite. But on Septermber 11th, these qualities
were put to the test in the most excruciating circumstances imag-
inable. All three terrorist attacks —in Shanksville, Pennsylvania; at
the Pentagon; and, most disastrously, at the World Trade
Center—happened in Verizon territory. Our people worked
heroically, under devastating conditions, to restore service and
rebuild the communications network on which America depends.
This spirit of patriotism and duty extended beyond the workers
at Ground Zero to energize our entire employes body, which gen-
erously donated thousands of volunteer hours and millions of
dallars to aid the victims and rebuild our communities,

Tragically, three Verizon employees lost their lives in the attacks.
The actions of their fellow employees do honor to their memory.

Verizon employees showed America that, when it comes to
managing networks and integrating technolagy, we wrote the
book. And when it comes to quality of service and the ability to
come through in the clutch, nobody does it better.

We could not be more proud of the character of the people of
Verizon. We are confident that the steadiness, resourcefulness
and commitment they demonstrated in this moment of national
importance will see us through the more prosaic difficuities of a
slow economy and competitive challenges. Our aim—and our
continuing opportunity—is to use that excellence to set the
standard for performance in our industry as we deliver the next
generation of growth and innovation in this immensely valuable
and vital business.

Charles R. Lee
Chairman
Co-Chief Executive Officer

W

Ivan G. Seidenberg
President
Co-Chief Executive Officer
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SELECTED FINANCIAL DATA

VERIZON COMMUNICATIONS INC. AND SUBSIDIARIES

Results of Operations
Operating revenues
Operating income
Income before extraordinary items and cumuiative effect of
accounting change
Per common share—basic
Per common share—diluted
Net income
Net income available to common shareowners
Per common share-basic
Per commaon share—diluted
Cash dividends declared per common share

Financial Position

Total assets

Long-term debt

Employee benefit obligations

Minority interest, inctuding a portion
subject to redemption requirements

Shareowners’ investment
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{dollars in millions, except per share amounts)

2000 1999 1998 1997
$ 67190 $ 64707 §$ 58,194 $ 57075 § 53575
11,532 16,758 15,953 11,756 10,881
590 10,810 8,296 5,326 5,181

22 3.98 3.03 1.94 1.90

22 3.95 298 1.92 1.89

389 11,797 B,260 4,980 5,181

389 11,787 8,260 4,948 5,181

44 4.34 3.02 1.81 1.90

14 4.31 2497 1.79 1.89

1.54 1.54 1.54 1.54 151

$ 170,795 § 164,735 § 112830 $ 98164 $ 95742
45,657 42,491 32,419 33,064 27,759
11,808 12,543 13,744 14,788 14,760
22,149 21,830 1,900 2,490 3,338
32,5309 34,578 26,376 21,435 20,632

* Significant events affecting our historical earnings trends in 1999 through 2001 are described in Managerment's Discussion and Analysis of Results of Operatlons and Financial

Condition.

* 1947 and 1998 data include retirernent incentive Costs, merger-related costs and other special items.

MANAGEMENT’S DISCUSSION AND ANALYSIS

OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

OVERVIEW

Verizon Communications Inc. is one of the world's leading
providers of communications services. Verizon companies are the
largest providers of wireline and wireless communications in the
United States, with 132.1 million access line equivalents and 29.4
million wireless customers. Verizon is also the largest directory
publisher in the world. A Fortune 10 company with more than $67
billion in annual revenues and approximately 247,000 employses,
Verizon's global presence extends to more than 40 countries in
the Americas, Europe, Asia and the Pacific,

We have four reportable segments, which we operate and
manage as strategic business units: Domestic Telecom,
Domestic Wireless, International and Information Services.
Domestic Telecom includes local, long distance and other
telecommunication services. Domestic Wireless products and
services include wireless voice and data services, paging
services and equipment sales. International operations include
wireline and wireless communications operations, investments
and management contracts in the Americas, Europe, Asia and
the Pacific. Information Services publishes domestic and interna-
tional print and electronic directories and Internet-based
shopping guides, as well as includes website creation and other
electronic commerce services.

Critical Accounting Policies: Significant accounting policies
are highlighted in the applicable sections of this Management’s
Discussion and Analysis (see "Special Items," "Severance/
Retirement Enhancement Costs and Settlement Gains,"

10

*Loss/(Gain) on Securities” and *Genuity Loss"). In addition, all
of our significant accounting policies are described in Note 1 to
the consaclidated financial statements.

CONSOLIDATED RESULTS OF OPERATIONS

In this section, we discuss our overall reported results and high-
light special and nonrecurring items. In the following section, we
review the performance of our segments on an adjusted basis. We
adjust the segments’ reported results for the effects of these
items, which management does not consider in assessing
segment performance due primarily to their nonrecurring and/or
non-operational nature. We believe that this presentation wil
assist readers in better understanding operating results and
trends from period to period.

Reported consolidated revenues were $67,190 million for the year
ended December 31, 2001, compared to $64,707 million and
$58,194 million for the years ended December 31, 2000 and 1999,
respectively. Reported consolidated revenues were not adjusted
tor prior year sales of wireline operations and the deconsclidation
of Genuity Inc. (Genuity). In addition, prior year revenues included
the formation of the Verizon Wireless joint venture beginning in
April 2000 and included overlapping wireless properties through
June 30, 2000.

Adjusted for the items in the preceding paragraph, 2001 consoli-
dated adjusted revenues were $67,190 million, or 4.1% higher
than 2000 adjusted revenue of $64,550 million. In 1999, we
reported consolidated adjusted revenue of $59,181 million.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Page 245

OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION continues

~~ We reported net income available to common shareowners of

£ $389 million, or $.14 diluted earnings per share for the year ended
December 31, 2001, compared to net income available to
common shareowners of $11,787 miilion, or $4.31 diluted earn-
ings per share for the year ended December 31, 2000, In 1999, we
reported net income available to common shareowners of $8,260
million, or $2.97 diluted earnings per share.

Included in our 2001 reported and adjusted net income is a pretax
charge of $285 million {$172 million after-tax, or $.06 per diluted
share) refated to losses, and service disruption and restoration
costs, associated with the Septernber 11, 2001 terrorist attacks
(also see “Segment Results of Operations — Domestic Telecom™).
In 2002, we anticipate incurring similar costs of up to $.04 per
diluted share. The net income impact includes a reduction for a
preliminary assessment of insurance recovery. Verizon’s insurance
policies are limited to losses of $1 billion for each ogcurrence and
include a deductible of $1 million. The cost and insurance recovery
were recorded in accordance with Emerging Issues Task Force
Issue No. 01-10, “Accounting for the Impact of the Terrorist Attacks
of September 11, 2001.” Additionally, governmental reimbursement
mechanisms are under consideration but have not been finalized at
this time and accordingly, we cannot determine the potential impact.

Our reported results for all three years were affected by special

items. After adjusting for these items, net income would have

been $8,190 million, or $3.00 diluted earnings per share in 2001,

$7,962 million, or $2.91 diluted earnings per share in 2000, and
f'\ $7,895 million, or $2.84 diluted earnings per share in 1999.

The table below summarizes reported and adjusted results of
operations for each period.

{dollars in millions, except per share amounts)

Years Ended December 31, 2000 1999
Reported operating revenues $67,190 $64,707 $ 58,194
Reported operating expenses 55,658 47,949 42,241
Reported operating income 11,532 16,758 15,953

Reported Net Income Available to

Commeon Shareowners 389 11,787 8,260
Merger-reiated costs - 749 -
Transition costs 578 316 126
Sales of assets, net 26 (1,987) 819)
Severance/ratirement enhancemant

costs and settlement gains 1,001 (564) (410)
Loss/{gain) on securities 4,858 (1,941} -
Mark-to-market adjustment -

financial instruments 179 {431} 432
Genuity loss - 281 325
International restructuring 663 50 -
Wireless joint venture - - {173)
NorthPoint investrnent write-off - 153 -
Other charges and special items j: 1 526 126
Extraordinary items 19 {1,027} 36
Cumulative effect of accounting change 182 40 (8)
Redemption of subsidiary

preferred stock - 10 -

f\ Adjusted Net Income $ 8190 $ 7962 $ 7.895

Diluted Earnings Per Share—Reportsd $ 44 8 431§ 297
Diluted Earnings Per Share-Adjusted & 300 $ 291 § 284

Further explanation of the nature of these special items can be
found on pages 17 to 21.

1

SEGMENT RESULTS OF OPERATIONS

We measure and evaluate our reportable segments based on
adjusted net income, which excludes unallocated corporate
expenses and other adjustments arising during each period. The
other adjustments include transactions that management
excludes in assessing business unit performance due primarily to
their nonrecurring and/or non-operationat nature. Although such
transactions are excluded from business segment results, they
are included in reported consolidated earnings. We previously
highlighted the more significant of these transactions in the
“Consolidated Results of Operations” section. Gains and losses
that are not individually significant are included in all segment
results, since these iterns are included in management's assess-
ment of unit performance. These are mostly contained in
International and Information Services since they actively manage
investment portfolios.

Further information about our segments can be found in Note 21
to the consolidated financial statements.

Special items affected our segments as follows:

{dollars in millions)

Years Ended December 31, 2000 1999
Domestic Telecom

Reported net income $ 3364 5 65057 § 5664
Special items 1,546 {922) (644}
Adjusted net income $ 4910 $ 5135 § 5,020
Domestic Wireless

Reported nat income $ 430 $ 854 $ 614
Special items 107 {410} 14
Adjusted net income $ 537 $ 444 $ 628
International

Reported nat income {loss} $ (1,995 % 2547 $ 808
Special items 2,953 (1,814) 10
Adjusted net income $ 958 § 733 & 618
Information Services

Raported net income $ 1277 $ 1,098 § 1,197
Special iterns 81 140 14
Adjusted net income $ 1,352 $ 1,238 3 1,211
Corporate and Other

Reported nat income (loss} $ (2681 $ 1,241 & 177
Special tems 3,114 (829) 241
Adjusted net income $ 433 § 412 3§ 418

Corporate and Other includes intersegment eliminations.

| Domestic Telecom |

Domestic Telecom provides local telephone services, including
voice and data transport, enhanced and custom calling features,
network access, directory assistance, private lines and public
tetephones in 32 states and the District of Columbia. This
segment also provides long distance services, customer premises
equipment distribution, data solutions and systems integration,
billing and collections, Internet access services, research and
development and inventory management services.
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., Highlights

" Operating Revenues

Damestic Telecom ended the year 2001 with a slight decline in
operating revenues of 0.6%, compared to an increase of 3.9% in
2000. In 2001, Domestic Telecom's revenue growth rates were
pressured by several factors including the weakened U.S. econ-
omy, which has dampened demand for basic wireline and other
services, and rate reductions mandated by regulators. In addition,
Domestic Telecom continues to be affected by competition and
technology substitution, as more customers are choosing wireless
and internet services in place of some basic wireline services.

Despite these challenges, our data transport and long distance
businesses continued to show solid demand and revenue growth,
Data transport revenues, which include our high-bandwidth,
packet-switched and special access services, as well as Digital
Subscriber Line (DSL) services, grew more than 21% over 2000
and 32% over 1999. We ended 2001 with data circuits in service
equivalent to 71 million voice-grade access lines, up 31% from
2000. Data circuits now account for more than half of Verizon's
132 million access line equivalents, as more custorers chose
high-capacity, high-speed transport services. In 2000, data
circuits in service were equivalent to 54 million voice-grade
access lines, more than a 65% increase over 1999, Operating
revenues were also fueled by strong growth in our interLATA long
distance business. We ended the year 2001 with 7.4 million long
distance customers nationwide, an increase of 2.7 million
subscribers or 59% over 2000. We now offer long distance service
to more than two-thirds of all Verizon access lines. In 2000, we
entered the in-region fong distance market in New York, and in
2001 we entered the Massachusetts, Connecticut and
Pennsylvania in-region long distance markets. At year-end 2000,
long distance subscribers totaled nearly 4.7 million nationwide, an
increase of nearly 50% from the prior year. Qur revenues were
negatively affected by federal and state regulatory price reduc-
tions of approximately $660 million in 2001, $860 million in 2000
and $660 million in 1999, primarily affecting our network access
revenues.

Operating Expenses

Domaestic Telecom’s operating expenses were essentially flat in
2001 as a result of strong cost containment measures, merger-
related savings and other cost reductions. Operating expenses in
2001 also included added costs related to the events of
September 11th and increased costs associated with our growth
businesses such as tong distance and data services. These entry
costs include customer acquisition expenses associated with the
launch of long distance in several states and costs refated to
marketing, distribution and service installation of our DSL service.
In 2000, increased operating expenses were principally due to
higher costs associated with entering new businesses, partially
offset by the effect of cost containment measures,

Wireline Property Sales

We have either sold or committed to seli wireline properties repre-
. senting approximately 2.9 million access lines or 2.2% of the total
' Domestic Telecom access line equivalents. The effect of these
dispositions largely depends on the timing of the sales and the
reinvestment of the proceeds. As of December 31, 2001, we have
sold all but approximately 1.2 million access lines that we commit-
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ted to sell. Those remaining access lines are under definitive sale
agreements. For comparability purposes, the adjusted results of
cperations shown In the table below exclude the operating
revenues and expenses contributed by the properties that have
been sold in 2000. No access lines were sold in 2001, These
operating revenues were approximately $766 million and $1,151
million for the years 2000 and 1999, respectively. Operating
expenses coniributed by the sold properties were $253 million
and $378 million for the years 2000 and 1999, respectively. Net
income contributed by the sold properties was approximately
$314 million and $475 million for the years 2000 and 1999,
respectively. For additional information on wireline property sales,
see Note 5 to the consolidated financial statements.

Additional financial information about Domestic Telecom’s results
of operations for 2001, 2000 and 1999 follows:

(dollars in millions)

Years Ended December 31, 2000 1999

Results of Operations-Adjusted Basis

Operating Revenues _

Local services $21918 $22,033 $20,733

Network access services 13,379 13,142 12,827

Long distance services 3,107 3,152 3,183

Other services 4,674 5,016 4,980
43,078 43,343 41,723

Operating Expenses

Operations and suppott 23,928 24,537 23,64

Depreciation and amortization 9,332 8,752 8,200
33,260 33,289 31,891

Operating Income $ 9818 $ 10,054 $ 9,832

Adjusted Net iIncome $ 4910 $ 5135 $ 5,020

Operating Revenues

Local Services

Local service revenues are earned by our telephone operations
from the provision of local exchange, local private line, wire main-
tenance, voice messaging and value-added services. Value-added
services are a family of services that expand the utifization of the
network, including products such as Caller 1D, Calt Waiting and
Return Call. The provision of local exchange services not only
includes retail revenue but also includes tocal wholesale revenues
from unbundied network elements (UNEs), interconnection
revenues from combetitive local exchange camiers (CLECS), wire-
less interconnection revenues and some data transport revenues.

In 2001, loca! service revenues declined $115 million, or 0.5% due
to the effects of lower demand and usage of our basic local wire-
line services and mandated intrastate price reductions. Our
switched access lines in service declined 2.1% from December
31, 2000, primarily reflecting the impact of an economic slow-
down and competition for some local services. Technology
substitution also affected focal service revenue growth, as indi-
cated by lower demand for additional residential access lines.
These factors were partially offset by higher payments received
from CLECs for interconnection of their networks with our network
and by solid demand for our value-added services as a result of
new packaging of services.
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In 2000, growth in local service revenues of $1,300 million, or
6.3% was driven by higher interconnection revenues from CLECs
and higher usage of our network facilities. Volume-related growth,
generated in part by an increase in switched access lines in
service of 1.4% from December 31, 1999, refiected higher
customer demand and usage of our data transport and digital
services. Solid demand for our value-added services, as well as
growth in wireless interconnection, inside wire maintenance, and
national directory assistance services further contributed to higher
locat service revenues in 2000. Revenue growth was also partially
attributable to the favorable resolution of various regulatory
matters and the impact of implementing Securities and Exchange
Commission (SEC) Staff Accounting Bulietin (SAB) No. 101,
“Revenue Recognition in Financial Statements.” Revenue growth
associated with SAB No. 101 was entirely offset by corresponding
increases in operating expenses. Local service revenue growth in
2000 was partially offset by the effect of resold and UNE plat-
forms, as well as the effect of net regulatory price reductions and
customer rebates.

See “Other Factors That May Affect Future Results” for additional
information on the Telecommunications Act of 1996 (1996 Act)
and its impact on local services.

Network Access Services

Network access services revenues are earned from end-user
subscribers and long distance and other competing carriers who
use our local exchange facilities to provide usage services to their
customers. Switched access revenues are derived from fixed and
usage-based charges paid by carriers for access to our local
network. Special access revenues originate from carriers and end-
users that buy dedicated local exchange capacity to support their
private networks. End-user access revenues are earned from our
customers and from resellers who purchase dial-tone services.

Our network access revenues grew $237 million, or 1.8%, in 2001
and $315 million, or 2.5%, in 2000. This growth was mainly attrib-
utable to higher customer demand, primarily for special access
services {including DSL) that grew approximately 24% in 2001
and 36% in 2000. Speciat access revenue growth in both years
reflects strong demand in the business market for high-capacity,
high-speed digital services. Revenue growth in 2001 was affected
by the slowing economy, as reflected by a 1.0% decline in
minutes of use from carriers and CLECs and a 2.1% reduction in
switched access lines in service. In 2000, growth in minutes of
use from carriers and CLECs of 5.7% and higher revenues
received from customers for the recovery of local number portabil-
ity also contributed to network access revenue growth.

Volume-related growth in both years was substantially offset by
price reductions associated with federal and state price cap filings
and other regulatory decisions. State public utility commissions
regulate our telephone operations with respect to some intrastate
rates and services and other matters. State rate reductions on
access services were approximately $165 million in 2001, $285
million in 2000 and $220 milion in 1989,

The Federal Communications Commission (FCC) regulates the
rates that we charge long distance carriers and end-user
subscribers for interstate access services. We are required to file
new access rates with the FCC each year. In July 2000, we imple-
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mented the Coalition for Affordable Local and Long Distance
Services (CALLS) plan. Rates included in the July 2000 CALLS
plan were in effect through June 2001. Effective July 3, 2001, we
implemented further rate reductions in accordance with the plan.
Interstate price reductions on access services were approximately
$300 million in 2001, $520 million in 2000 and $380 miflion in 1999.

See “Cther Factors That May Affect Future Results” for additional
information on FCC rulemakings concerning federal access rates,
universal service and unbundling of network elements.

Long Distance Services
Long distance service revenues include both intralLATA toll
services and interlLATA long distance voice and data services.

Long distance service revenues declined $45 million, or 1.4%, in
2001 and $31 million, or 1.0% in 2000 primarily due to competi-
tion and the effects of toll cailing discount packages and product
bundling offers of our intralLATA toll services. These reductions
were largely offset by revenue growth from our interLATA long
distance services, including significant customer win-backs result-
ing from the introduction of interLATA long distance services in
New York in 2000 and in Massachusetts, Connecticut and
Pennsylvania in 2001,

See alse "Other Factors That May Affect Future Results® for a
discussion of our plans to enter the interLATA long distance
market in other states in our region.

Other Services

Gur other services include such services as billing and collections
for long distance carriers, public {pay} telephone and customer
premises equipment services, Other services revenues also include
services provided by most of our non-regulated subsidiaries such
as inventory management and purchasing, Internet access and
data solutions and systermns integration businesses.

Revenues from other services declined $342 million, or 6.8% in
2001 principally as a result of lower sales of customer premises
equipment, a decline in public telephone revenues as more
customers substituted wireless communications for pay telephcne
services, and lower billing and collection revenues reflecting the
take-back of these services by interexchange carriers. Lower data
selutions and systems integration revenues due to the slowing
economy and the effect of closing our CLEC operation further
contributed to the revenue decline in 2001. These revenue reduc-
tions were partially offset by higher revenues from other
non-regulated services.

Revenues from other services grew $36 million, or 0.7%, in 2000
primarily due to higher demand for such services as systems inte-
gration and data solutions and inventory management and
purchasing services, principally due to new contracts with busi-
ness customers, These factors were partially offset by lower
demand for our billing and collection, public telephone and direc-
tory services.

Operating Expenses

Operations and Support

Operations and support expenses, which consist of employee
costs and other operating expenses, decreased by $609 million,
or 2.5% in 2001 principally due to lower costs at our domestic
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telephone operations. These reductions were attributable to lower
overtime for repair and maintenance activity principafly as a resuit
of reduced volumes at our dispatch and call centers and lower
employee costs associated with declining workforce levels.
Operating costs have also decreased due to business integration
activities and achievement of merger synergies. Other effective
cost containment measures, including lower spending by non-
strategic businesses and closing our CLEC operation, also
contributed to cost reductions in 2001,

Cost reductions in 2001 were partially offset by additional charges
related to the terrorist attacks on September 11th (see
“Consolidated Resuits of Operations” section) and by higher costs
associated with our growth businesses such as long distance and
data services. Increased costs associated with uncollectible
accounts receivable and higher employee benefit costs further
offset cost reductions in 2001, The increase in employee benefit
costs in 2001 was largely due to increased health care costs
driven by inflation, higher savings plan costs and changes in some
plan provisions. These factors were partially offset by favorable
pension plan income, including gain amortization.

In 2000, operations and support expenses increased by $846
million, or 3.6% principally as a result of higher costs associated
with entering new growth businesses and higher interconnection
payments to CLECs and other carriers to terminate calis on their
networks {reciprocal compensation). Higher costs at our tele-
phone operations, including salary and wage increases for
management and non-management employees and the effect of
higher work force levels also contributed to cost increases in
2000. Expense increases also reflect the implementation of SAB
No. 101. Expense increases associated with SAB No. 101 were
entirely offset by corresponding increases in operating revenues,
as described earlier.

Cost increases in 2000 were partially offset by lower employee
benefit costs. The decline in employee benefit costs in 2000 was
chiefly due to favorable pension plan income and changes in
actuarial assumptions. These factors were offset, in part, by
changes in some pian provisions, increased health care costs
caused by inflation, savings plan benefit improvements for some
management employees, as well as benefit improvements
provided for under new contracts with other employees. In 2000,
we executed contracts with unions representing our employees,
The new contracts provide for wage and pension increases and
other benefit improvements, including annual wage increases of
4%, 3% and 5%, beginning in August 2000. Customer service
representatives received an additional 4% wage increase. Pension
benefits for active employees increased by 5% on July 1, 2001,
and will increase by 5% on July 1, 2002 and 4% on July 1, 2003,
The contracts also include team-based incentive awards for meet-
ing higher service performance and other standards, increased
funding for work and family programs, improvements to health
and other benefits and provisions relating to overtime, access to
work and employment security. In addition, alt union-represented
employees were granted options to purchase 100 shares of our
common stock.

For additional information on reciprocal compensation refer to
“Other Factors That May Affect Future Results — Compensation
for internet Traffic.”
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Depreciation and Amoriization

Depreciation and amortization expense increased by $580 million,
or 6.6%, in 2001 and $552 million, or 6.7%, in 2000. Expense
increases in both years were principaily due to growth in deprecia-
ble telephone plant and increased software amortization costs.
These factors were partially offset by the effect of lower rates of
depreciation.

| Domestic Wireless |

Our Domestic Wireless segment provides wireless voice and data
services, paging services and equipment sales. This segment
primarily represents the operations of the Verizon Wireless joint
venture. Verizon Wireless was formed in April 2000 through the
combination of our wireless properties with the U.S. properties
and paging assets of Vodafone Group plc (Vodafone), including
the consolidation of PrimeCo Communications (PrimeCo). Verizon
owns a 55% interest in the joint venture and Vodafone owns the
remaining 45%. The 2001 financial results included in the table
below reflect the combined results of Verizon Wireless. The period
prior to the formation of Verizon Wireless is reported on a histori-
cal basis, and therefore, does not reflect the contribution of the
Vodafone properties and the consolidation of PrimeCo. In addi-
tion, the financial results of several overlap properties, that were
subsequently sold, were included in Domestic Wireless's results
through June 30, 2000.

Highlights

Our Domestic Wireless segment ended the year 2001 with 29.4
million customers, an increase of 9.8% over year-end 2000, At
year-end 2000, customers totaled approximately 26.8 million, an
increase of 83.4% over year-end 1999. At year-end 13399,
customers totaled approximately 14.2 million. Al customer counts
have been restated for a first quarter 2001 customer base
adjustment. The 2000 growth in customers is primarily attributable
to the formation of Verizon Wireless in April 2000. Approximately
22 million, or almost 75%, of Verizon Wireless customers now
subscribe to CDMA {Code Division Multipte Access) digital
services, and generate more than 93% of our busy-hour usage,
compared to 80% at year-end 2000. In addition, almost 850,000
customers subscribe to the company’s wireless data services,
including Mobile Web Internet access.

In December 2001, Verizon Wireless and Price Communications
Corporation agreed to combine the business operations of Price
Communications Wireless, Inc. and a portion of Verizon Wireless,
in a transaction valued at $1.7 billion, including $550 million in net
debt that will be assumed or redeemed. Under the terms of the
transaction, which replaces an agreement announced by the
companies in November 2000, Price Communications Wireless
and Verizon Wiretess will form a limited partnership consisting of
substantially all of the assets of Price Communications’ wireless
operations and some of Verizon Wireless's assets. Verizon
Wireless will control and manage the partnership. Price
Communications’ partnership interest will be exchangeable into
Verizon Wireless or Verizon stock, subject to several conditions.
The transaction, which remains subject to the approval of Price
Communications' shareholders and other customary closing
conditions, will significantly expand the company’s footprint in the
Southeastern L.S. and add approximately 560,000 customers.
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£ Additionat financial information about Domestic Wirsless results of

»

" operations for 2001, 2000 and 1999 follows:

{dofiars in millions)

Years Ended December 31, 2000 1999

Results of Operations-Adjusted Basis

Operating Revenues

Wireless services $17,393 $ 14236 § 7,653

Operating Expenses

QOperations and support 11,379 9,563 5,166

Depreciation and amortization 3,709 2,894 1,100
15,088 12,457 6,266

Operating Income $ 2305 $ 1,779 $ 1,387

Minority Interest $ (788) § (504 & (76)

Adjusted Net income $ 537 § 444 $ 628

Operating Revenues

Revenues earned from our consclidated wireless businesses grew
by $3,157 million, or 22.2%, in 2001 and $6,583 million, or 86.0%,
in 2000. By inciuding the revenues of the properties of the wire-
less joint venture and excluding the impact of wireless overlap
properties on a basis comparable with 2001, revenues were
$2,030 million, or 13.2%, higher than 2000. On this comparable
basis, revenue growth was largely attributable to customer addi-
tions and slightly higher revenue per customer per month. Our
domestic wireless customer base grew to 29.4 million customers
in 2001, compared to 26.8 million customers in 2000, an increase
of nearly 10%.

Revenues for 2000 were $14,236 million, an increase of $6,583
million, or 86.0%, compared to 1999. By including the revenues of
the properties of the wireless joint venture on a basis comparable
with 2000, revenues were $2,300 million, or 19.3%, higher than
1999, The revenue growth was due to the growth in the customer
base and stable revenue per customer per month.

Operating Expenses

Operations and Support

Operations and support expenses, which represent employee
costs and other operating expenses, increased by $1,816 million,
or 19.0%, in 2001 and $4,397 million, or 85.1%, in 2000, By
including the expenses of the properties of the wireless joint
venture on a basis comparable with 2001, operations and support
expenses were $1,186 miilion, or 11.6%, higher than 2000. Higher
costs were attributable to the growth in the subscriber base
described above, as well as the continuing migration of analog
customers to digital.

The increased costs in 2000 were principally the result of the
formation of the wireless joint venture in Aprit 2000, as well as
costs associated with customer growth and digital migration.

Depreciation and Amortization

Depreciation and amortization expense increased by $815 milfion,
or 28.2%, in 2001 and by $1,794 million, or 163.1%, in 2000. The
increase in 2001 over the prior year was primarily due to increased
capital expenditures to support the increasing demand for wire-
less services. Adjusting for the joint venture in a manner similar to
operations and support expenses above, depreciation and amorti-
zation was $336 mitlion, or 10.0%, higher than 2000. Capital
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expenditures for cur cellular network have increased in 2001 and
2000 to support increased demand in aill markets.

The 2000 increase was mainly attributable to the formation of the
wireless joint venture in April 2000, as well as increased capital
expenditures to support the increasing demand for wireless
services.

Minority interest

The increases in minority interest in 2001 and 2000 were princi-
pally due to the increased income of the wireless joint venture and
the significant minority interest attributable to Vodafone beginning
in Aprit 2000.

! International |

Our International segment includes interational wireline and wire-
less telecommunication operations, investments and management
contracts in the Americas, Europe, Asia and the Pacific. Qur
consolidated international investments as of December 31, 2001
included Grupo lusacelt {fusacell) {(Mexico), CODETEL (Dominican
Repubtic}, CTI Holdings, S.A. {CTI) (Argentina), Micronesian
Telecommunications Corporation (Northern Mariana Islands) and
Global Solutions Inc. Qur international investments in which we
have a less than controlling interest are accounted for on either
the cost or equity method.

Highlights

International adjusted net income grew $225 mitlion, or 30.7%, in
2001 and $115 million, or 18.6%, in 2000, This growth was aided
by the continued worldwide demand for wireless services. The
number of proportionate international wireless customers served
by Verizen investments increased 1.8 million in 2001 to 8.6 million.

On January 25, 2002, Verizon exercised its option to purchase an
additional 12% of Telecomunicaciones de Puerto Rico, Inc.
{TELPRE commaon stock from the government of Puerto Rico.
Verizon obtained the option as part of the March 1999 TELPRI
privatization. Accordingly, we now hold 52% of TELPRI stock, up
from 40% and will begin consclidating TELPRI in 2002,

On Juns 6, 2001, we exercised an option to exchange 15 million
shares in FLAG Telecom Holdings Ltd. (FLAG) for shares in TyCom
Ltd., which were subsequently exchanged for Tyco international
Ltd. shares. As a result of this transaction, our interest in FLAG
declined from 29.8% to 18.6%, and the investment is now
accounted for on a cost basis.

In February 2001, Verizon launched an initiative designed to
expand our presence in the carrier and large business market. The
new business unit, Global Solutions, will offer a primarily facifities
based network which connects commercial centers around the
world and provides an array of voice, data and Internet services.
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{dollars in millions}

Years Ended December 31, 2000 1999

Results of Operations-Adjusted Basis

Operating Revenues

Wireless services $ 1,35 % 1218 § 974

Wiraline and other services 979 758 740
2,337 1,876 1,714

Operating Expenses

Cperations and support 1,622 1,359 1,185

Depreciation and amortization 422 355 264
2,044 1,714 1,459

Operating Income $ 203 $ 262 $ 255

Equity in Income From

Unconsclidated Businesses $ 919 $ 672 $ 547
Adjusted Net Income $ 958 $§ 733 % 618

The revenues and operating expenses for the International
segment exclude QuébecTel, which was deconsolidated in the
second quarter of 2000. QuébecTel’s net results for all periods are
included in Equity in Income From Unconsolidated Businesses.

Operating Revenues

Revenues earned from our international businesses grew by $361
million, or 18.3%, in 2001 and by $262 million, or 15.3%, in 2000.
The increase in wireless revenues was primarily due to the
increase in wireless subscribers of consolidated subsidiaries.
CTI's Buenos Aires wireless operations, which commenced
commercial operations in the second quarter of 2000, contributed
$108 million to the 2001 year over year wireless revenue increase.
Revenues generated by Giobal Solutions, which began its opera-
tions in the first quarter of 2001, also contributed to the increase
in wireline and other services in 2001,

Operating Expenses

Operations and Support

Operations and support expenses, which represent employee
costs and other operating expenses, increased by $263 million, or
19.4%, in 2001 and by $164 million, or 13.7%, in 2000. The higher
costs in 2001 were primarity generated by the Global Solutions
start-up and its continued expansion throughout 2001. In addition,
CTlI’s Buenos Aires wireless operations contributed to higher costs
in both years.

Depreciation and Amortization

Depreciation and amortization expense increased by $67 million,
or 18.9%, in 2001 and by $91 million, or 34.5%, in 2000. The
increase in both years was attributable to the capital expenditures
necessary to support the growth in cellular subscribers and
CODETEL's wireline customers. The build-out of CThs Buenos
Aires wireless operations also contributed to the increased depre-
ciation for both years.

Equity in Income From Unconsolidated Businesses

Equity in income from unconsolidated businesses increased by
$247 million, or 36.8%, in 2001 and by $125 million, or 22.9%, in
2000. The increase in 2001 was primarily due to improved opera-
tional growth at Omnitel Pronto Halia S.p.A. {Omnitel) and
Compafiia Andnima Nacional Teléfonos de Venezuela (CANTYV).
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Although CANTV's historical operational performance has
improved, economic and potitical instability in Venezuela has had
an adverse effect on CANTV's operations. This instability, along
with significant devaluation of the currency that occurred subse-
quent to the government’s recent decision to allow the currency to
float freely, may impact our investment in CANTV if these condi-
tions continue.

The increase in 2000 was primarily due to strong subscriber
growth at Taiwan Cellular Corporation and Omnitel and a full
twelve months of operations at TELPRI in 2000, as well as the
cessation of recording equity fosses from our investment in
BayanTel, a Philippines-based telecommunications company.
These increases in 2000 were partially offset by lower resuits at
CANTV driven by the weakened Venezuetan economy and
delayed tariff increases, as well as lower income from Telecom
Corporation of New Zealand Limited {TCNZ) driven by a change
from the equity to cost method of accounting and a reduction in
the TCNZ dividend payout ratio.

| Information Services |

Our Information Services segment consists of our domestic and
international publishing businesses, including print and electronic
directories and Internet-based shopping guides, as well as website
creation and other electronic commerce services. QOur directory
business uses the publication date method for recognizing
revenues. Under that method, costs and advertising revenues
associated with the publication of a directory are recognized when
the directory is distributed. This segment has operations principaily
in North America, Europe and Latin America.

{doliars in millions)

Years Ended December 31, 2000 1989

Results of Operations-Adjusted Basis

Operating Revenues

Information services $ 4313 $ 4,144 § 4,086

Operating Expenses

Operations and support 1,961 2,026 2,007

Depreciation and amortization 79 74 76
2,040 2,100 2,083

Operating Income $ 2273 § 2,044 § 2,003

Adjusted Net Income $ 1,352 $ 1,238 % 1,211

Operating Revenues

Operating revenues from our Information Services segment
increased $169 million, or 4.1%, in 2001. The 2001 revenue
increase was due primarily to growth in directory advertising
revenues and extension revenues, continued growth of our
Internet directory service, SuperPages.com®, and increased
revenue from the 2001 acquisition of TELUS Corporation’s
(TELUS) advertising services business in Canada, offset by reduc-
tions in affiliated revenues from Dornestic Telecom.

Operating revenues from our Information Services segment
improved by $58 million, or 1.4%, in 2000. The 2000 revenue
increases were primarily generated by growth in print directory
advertising revenue and expansion of our Intemet directory service,
SuperPages.com®, offset by reductions in affiliated revenues from
Domestic Telecom.
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. Operating Expenses

" In 2001, total operating expenses decreased $60 million, or 2.9%,
largely due to the execution of cost reduction initiatives and
mearger synergies.

In 2000, total operating expenses increased $17 million, or 0.8%,
from the corresponding period in 1998. Cost control programs
related to directory pubfishing limited expense increases in 2000.

SPECIAL ITEMS

Special items generally represent revenues and gains as well as
expenses and losses that are nonrecurring and/or non-operational
in nature. Several of these special items include impairment
losses. These impairment losses were determined in accordance
with our policy of comparing the fair value of the asset with its
carrying value. The fair value is determined by quoted market
prices, if available, or by estimates of future cash flows.

These special items are not considered in assessing operational
performance, either at the segment level, or for the consolidated
company. However, they are included in our reported results, This
section provides a detailed description of these special items.

{ Completion of Mergers |

In June 2000, Bell Atlantic Corporation and GTE Corporation
completed a merger under a definitive merger agreement dated as
of July 27, 1998 and began doing business as Verizon
Communications.

The following table summarizes the pretax charges incurred for
the Belt Atlantic-GTE merger. Amounts for 2001 and 2000 pertain
to the Bell Atlantic-GTE merger. Transition costs for 1999 pertain
to the Bell Atlantic-NYNEX merger, which was completed in
August 1997.

(dollars in millions)

Years Ended December 31, 2000 1999
Direct Incremental Costs

Compensation arrangements $ - $ 210 $ -
Professional services - 161 -
Shareowner-related - 35 -
Registration, regutatory and other - 66 -
Total Direct Incremental Costs - 472 -
Employee Severance Costs - 584 -
Transition Costs

Systems modifications 401 g 186
Branding 112 240 1
Reldocation, training and other 526 355 18
Total Transition Costs 1,039 694 205
Total Merger-Related Costs  $ 1,039 $ 1,750 $ 205

Merger-Related Costs

Direct Incremental Costs

Direct incremental costs related to the Bell Atlantic-GTE rmerger of
$472 million {($378 miltion after-tax, or $.14 per diluted share)
include compensation, professional services and other costs.
Compensation includes retention payments to employees that
were contingent on the close of the merger and payments to
employees to satisfy contractual obligations triggered by the
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changes in control. Professional services include investment
banking, legal, accounting, consulting and other advisory fees
incurred to obtain federat and state regulatory approvals and take
other actions necessary to complete the merger. Other includes
costs incurred to obtain shareholder approval of the merger, regis-
ter securities and communicate with shareholders, employees and
regulatory authorities regarding merger issues.

Employee Severance Costs

Employee severance costs related to the Bell Atlantic-GTE merger
of $584 million ($371 million after-tax, or $.14 per diluted share) as
recorded under Statement of Financial Accounting Standards
{SFAS) No. 112, "Employers’ Accounting for Posternployment
Benefits,” represent the benefit costs for the separation of approx-
imately 5,500 management employees who were entitled to
benefits under pre-existing separation ptans, as weli as an accruat
for ongoing SFAS No. 112 obligations for GTE employees. Of
these employees, approximately 5,200 were iocated in the United
States and approximately 300 were located at various interna-
tional iocations. The separations either have or are expected to
occur as a result of conscolidations and process enhancements
within our operating segments. The remaining severance liability
under this program as of December 31, 2001 is $220 mitlion.

Transition Costs

in addition to the direct incremental merger-related and severance
costs discussed above, we expect to incur a total of approxi-
mately $2 billion of transition costs related to the Bell Atlantic-GTE
merger and the formation of the wireless joint venture. These
costs will be incurred to integrate systems, consolidate real
estate, and relocate employees. They also include approximately
$500 million for advertising and other costs to establish the
Verizon brand. For 2001 and 2000, transition costs related to the
Bell Atlantic-GTE merger and the formation of the wireless joint
venture were $1,039 millicn ($578 million after taxes and minority
interest, or $.21 per diluted share) and $694 million ($316 million
after taxes and minority interest, or $.12 per diluted share),
respectively.

in connection with the Bell Atlantic-NYNEX merger, we recorded
transition costs similar in nature to the Bell Atlantic-GTE merger
transition costs of $205 million ($126 million after-tax, or $.05 per
diluted share} in 1899,

| Sales of Assets, Net |

During 2001, we recognized net losses in operations related to
sales of assets, impairments of assets held for sale and other
charges. During 2000 and 1999, we recognized net gains related
to sales of assets and impairments of assets held for sale. These
net gains and losses are summarized as follows:

Yaars Ended
December 31,

{doflars in millions}
2000 1999
Protax After-tax Pretax After-tax  Pretax After-tax

Wirsline property

sales $¢ - 8§ - $3051 $186 $ - 8% -
Wireless overlap

sales {92) 60) 1922 1,156 - -
Other, net (258) (166) (1,180) (t,025) 1,379 B19

$ (350) $ (226) $3,793 $1,9867 $1,379 $ 819




~

06/04/2002
MANAGEMENT’S DISCUSSION AND ANALYSIS

Page 252

OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION continued

As required, gains on sales of wireless overlap properties that
occurred prior to the closing of the Bell Attantic-GTE merger are
included in operating income and in the table above. Gains on sales
of significant wireless overlap properties that occurred after the Bell
Atlantic-GTE merger are classified as extraordinary items. See
“Extraordinary tems” below for gains on sales of significant wire-
less overiap properties subsequent to the Bell Atlantic-GTE merger.

Wireline Property Sales

During 1998, GTE committed to sell approximately 1.6 million
nonstrategic domestic access lines. During 2000, access line
sales generated combined cash proceeds of approximately
$4,903 million and $125 million in convertible preferred stock. The
pretax gain on the sales was $3,051 million ($1,856 million after-
tax, or $.68 per diluted share).

Wireless QOverfap Sales

A LS. Department of Justice (DOJ) consent decree issued on
December 6, 1999 required GTE Wireless, Belt Atlantic Mobile,
Vodafone and PrimeCo to resolve a number of wireless market
overlaps in order to complete the wireless joint venture and the
Beil Atlantic-GTE merger. As a result, during April 2000 we
completed a transaction with ALLTEL Corporation that provided
for the exchange of former Bell Atlantic Mobite and GTE Wireless
markets for several of ALLTEL's wireless markets. These
exchanges were accounted for as purchase business combina-
tions and resulted in combined pretax gains of $1,922 million
{$1,156 million after-tax, or $.42 per diluted share).

During 2001, we recorded a pretax gain of $80 million ($48 million
after-tax, or $.02 per diluted share) on the sale of the Cincinnati
market and a pretax loss of $172 million ($108 million after-tax, or
$.04 per diluted share) related to the sale of the Chicago market.

Other Transactions

During 2001, we recorded charges totaling $258 million pretax
{$166 million after-tax, or $.06 per diluted share) related to exiting
several businesses, including our video business and some leasing
activities.

During 2000, we recorded charges related to the write-down of
some impaired assets and other charges of $1,180 million pretax
{$1,025 million after-tax, or $.37 per diluted share), as follows:

{dollars in millions, except per share amounts)

Per diluted
Year Ended December 31, 2000 Pretax  After-tax share
Airfone and Video impairment $§ 566 $ 362 & 13
CLEC impairment 334 218 .08
Real estate consolidation and cother
merger-retated charges 220 142 .05
Deferred taxes on contribution to
the wireless joint venture - 248 .08
Cther, net 60 54 02
$ 1,180 §$ 1025 $ 37

In connection with our decisions to exit the video business and
Airfone {a company Involved in air-to-ground communications), in
the second quarter of 2000 we recorded an impaimment charge to
reduce the carrying value of these investments to their estimated
net realizable value.
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The CLEC impairment primarily relates to the revaluation of assets
and the accrual of costs pertaining to some long-term contracts
due to strategic changes in our approach to offering bundied
services both in and out of franchise areas. The revised approach
to providing such services resulted, in part, from post-merger inte-
gration activities and acquisitions.

The real estate consolidation and other merger-related charges
include the revaluation of assets and the accrual of costs to exit
leased facilities that are in excess of our needs as the result of
post-merger integration activities.

The deferred tax charge is non-cash and was recorded as the
result of the contribution in July 2000 of the GTE Wireiess assets
to Verizon Wireless based on the differences between the book
and tax bases of assets contributed.

During 1999, we sold substantially ali of GTE Government
Systems to General Dynamics Corporation for $1 billion in cash.
The pretax gain on the sale was $754 million ($445 million after-
tax, or $.16 per diluted share). In addition, during 1999, we
recorded a net pretax gain of $112 million ($66 million after-tax, or
$.02 per diluted share), primarily associated with the sale of the
remaining major division of GTE Government Systems to
DynCorp. The 1999 year-to-date net gains for asset sales also
include a pretax gain of $513 million ($308 million after-tax, or
$.11 per diluted share) associated with the merger of BC TELE-
COM Inc. and TELUS during the first quarter of 1999.

Severance/Retiremont Enhancement Costs and
Settlement Gains

During the fourth quarter of 2001, we recorded a special charge of
$1.613 million {$1,001 million after-tax, or $.37 per diluted share}
primarily associated with employee severance costs and related
pension enhancements, The charge included severance and
related benefits of $765 million {$477 million after-tax, or $.18 per
diluted share), as recorded under SFAS No. 112, for the voluntary
and involuntary separation of approximately 10,000 employees. We
also included a charge of $848 million ($524 million after-tax, or
$.19 per diluted share) recorded in accordance with SFAS No. 88,
“Employers’ Accounting for Settlements and Curtailments of
Defined Benefit Pension Plans and for Termination Benefits,” which
includes pension enhancements of $813 millior ($504 million after-
tax, or $.18 per diluted share) and pension settlement losses of
$35 million {$20 miliion after-tax, or $.01 per diluted share), relating
to lump sum settlements of some existing pension obligations.

In 2000 and 1999, we recorded pensicn settlement gains of $911
million and $663 million pretax ($564 million and $410 million
after-tax, or $.21 and $.15 per diluted share), respectively, in
accordance with SFAS No. 88. They relate to some settlements of
pension obligations for former GTE employees through direct
payment, the purchase of annuities or otherwise.

Pretax pension income, net of postretirement benefit costs,
recorded by Verizon in 2001, 2000 and 1999 was $1,320 mitlion,
$3,095 million and $1,440 million, respectively. Adjusting for the
special items above, pretax pension income, net of postretirement
benefit costs, was $2,168 million, $2,184 million and $777 million
in 2001, 2000 and 1999, raspectively. The increase in 2000, after
adjusting for the special items, is primarily the result of higher
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returns on plan assets and actuarial gains. See Note 19 to the
" consolidated financial statements for additional information about
our pension plans, accounting for defined benefit pension ptans
and significant actuarial assumptions, as well as changes in
those assumptions.

| Loss/{Gain) on Securities |

We continually evaluate our investments in securities for impair-
ment due to declines in market value considered to be other than
temporary. That evaluation includes, in addition to persistent,
declining stock prices, general economnic and company-specific
evaluations. In the event of a determination that a decline in
market value is other than temporary, a charge to earnings is
recorded for the loss and a new cost basis in the investment is
established.

Prior to the second quarter of 2001, we considered the declines in
the market values of our investments in securities to be tempo-
rary, due principally to the overall weakness in the securities
markets as well as telecommunications sector share prices.
However, included in our results for 2001 is the recognition of
pretax losses recorded in June 2001 and December 2001 totaling
$4,686 million ($3,607 million after-tax, or $1.32 diluted loss per
share) primarily relating te our investments in Cable & Wireless plc
(C&W), NTL Incorporated (NTL) and Metromedia Fiber Network,
Inc. (MFN). We determined, through the evaluation described
above, that market value declines in these investments were
considered other than temporary.

During 2001, we also recorded a pretax charge of $1,251 million
($1,251 million after-tax, or $.46 per diluted share) related to our
cost investment in Genuity. The charge was necessary because
we determined that the decline in the estimated fair value of
Genuity was other than temporary. Our investment in Genuity is
not considered a marketable security given its unique characteris-
tics and the associated contingent conversion right (see "Other
Factors That May Affect Future Results® for additional informa-
tion). However, we estimated fair value based on the number of
shares of Genuity we would own, assuming the exercise of the
contingent conversion right, and the market value of Genuity
common stock.

In May 2000, C&W, NTL and Cable & Wireless Communications
plc {CWC) completed a restructuring of CWC. Under the terms of
the restructuring, CWC’s consumer cable telephone, television
and Internet operations were separated from its corporate, busi-
ness, Internet protocol and wholesale operations. After the
separation, the consumer operations were acquired by NTL and
the other operations were acquired by C&W. In connection with
the restructuring, we, as a shareholder in CWC, recesived shares in
the two acquiring companies, represeriting approximately 9.1% of
the NTL shares outstanding at the time and approximately 4.6%
of the C&W shares outstanding at the time. Qur exchange of CWC
shares for C&W and NTL shares resulted in the recognition of a
non-cash pretax gain of $3,088 million ($1,941 million after-tax, or
$.71 per diluted share) in Equity in Income (Loss} From
Unconsolidated Businesses in the consolidated statements of
income and a corresponding increase in the cost basis of the
shares received.
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| Mark-to-Market Adjustment - Financial Instruments |

During 2001, we began recording mark-to-market adjustments in
earnings relating to some of our financial instruments in accor-
dance with newly effective accounting rules on derivative financial
instruments. Mark-to-market losses of $182 million ($179 million
after taxes and minority interest, or $.07 per diluted share) were
recarded in 2001 due primarily to the change in the fair value of
the MFN debt conversion option.

in 2000, we recorded a gain on a mark-to-market adjustment of
$664 million {$431 million after-tax, or $.16 per diluted share)
related to our $3,180 miltion of notes which are exchangeable into
shares of C&W and NTL. Prior to the reorganization of CWC in
May 2000, these notes were exchangeable into shares of CWC. In
1999, we recorded a loss on a mark-to-market adjustment of
$664 million ($432 million after-tax, or $.16 per diluted share)
related to these notes. These mark-to-market adjustments are
non-cash, non-operational transactions that result in either an
increase or decrease in the carrying value of the debt obligation
and a charge or credit to income. The mark-to-market adjust-
ments are required because the carrying value of the notes is
indexed to the fair market value of C&W'’s and NTU's common
stock. If the combined fair value of the C&W and NTL common
stock declines, our debt obligation is reduced (but not to less than
its amortized carrying value) and income is increased. If the
combined fair vaiue of the C&W and NTL common stock
increases, our debt obligation increases and income is decreased.
The CWC exchangeable notes may be exchanged beginning in
July 2002,

| Genuity Loss ]

In accordance with the provisions of an FCC order in June 2000,
Genwity, formerly a wholly owned subsidiary of GTE, sold in a
public offering 174 million of its Class A common shares, repre-
senting 100% of the issued and outstanding Class A common
stock and 90.5% of the overail voting equity in Genuity. GTE
retained 100% of Genuity’s Class B common stock, which
currently represents 8.2% of the voting equity in Genuity and
contains a contingent conversion feature, A complete description
of the circumstances in which the conversion feature can
be exercised is included in “Other Factors That May Affect
Future Results.”

In accordance with provisions of the FCC order, the sale trans-
ferred ownership and control of Genuity to the Class A common
stockholders and, accordingty, we deconsolidated our investment
in Gerwity on June 30, 2000 and are accounting for our invest-
ment in Genuity using the cost method. Our accounting policy
concerning the method of accounting applied to investments
{(consalidation, equity or cost) involves an evaluation of al signifi-
cant terms of the investments that explicitly grant or suggest
evidence of control or influence over the operations of the entity in
which we have invested. Where control is determined, we consoli-
date the investment. f we determine that we have significant
influence over the operating and financial policies of an entity in
which we have invested, we apply the equity method. We apply
the cost method in situations where we determine that we do not
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have significant influence, such as our investment in Genuity, As a
result, Genuity’s revenues and expenses, as well as changes in
balance sheet accounts and cash flows subsequent to June 30,
2000 are no fonger included in our consolidated financial results.
For comparability, we have adjusted the reported results for all
periods prior to June 30, 2000 to exclude the results of Genuity.
The after-tax losses were $281 million (or $.10 per diluted share) in
2000 and $325 miltion {or $.12 per diluted share} in 1999.

| International Restructuring |

In 2001, we recorded a pretax charge of $672 million {$663 million
after-tax, or $.24 per diluted share) primarily relating to our invest-
ment in CTI, our celluiar subsidiary in Argentina. Given the cuirent
status of the Argentinean economy, the recent devaluation of the
Argentinean pesc as well as future economic prospects, including
a worsening of the recession, we recorded an estimated loss of
$637 million ($637 million after-tax, or $.23 per diluted share)
based on CTI's current financial position and revised expected
results of operations. This loss was an estimation since the
Argentinean economy deteriorated very rapidly at year-end and is
continuing to reflect instability. This estimated loss may not be
sufficient when our assessment of the economic impact on CTI,
as well as the structure and nature of our continuing involvement
in CTI, is completed, We also recorded a loss of $35 million ($26
million after-tax, or $.01 per diluted share) refated to international
losses.

In 2000, we recorded a pretax charge of $50 million ($50 million
 after-tax, or $.02 per diluted share) associated with our share of
costs incurred at two of our international equity investees to
complete employee separation programs.

[ Wireless Joint Venture |

On April 3, 2000, Verizon and Vodafone consummated the previ-
ously announced agreement to combine U.S. wireless and paging
operations. In July 2000, following the closing of the Bell Atlantic-
GTE merger, interests in GTE’s U.S. wireless operations were
contributed to Verizon Wireless. As a result, Verizon owns an
econemic interest of 55% and Vodafone owns an economic inter-
est of 45% in the wireless joint venture. Adjusted results of
operations for 1999 reflect the impact of the wireless joint venture
for the comparable pericd in 1999 so that the financial information
is presented on a comparable basis with 2000.

[ Other Charges and Special tems |

Other charges and special items recorded during 2001 include
asset impairments related to property sales and facility consolida-
tion of $151 million {$95 million after-tax, or $.03 per diluted share).

Other charges and special items recorded during 2000 included
the write-off of our investment in NorthPoint Communications
Corp. (NorthPoint) of $155 million ($153 million after-tax, or $.06
per diluted share) as a result of the deterioration in NorthPoint’s
business, operations and financial condition.

" Other charges and special items in 2000 also included the cost of
disposing or abandoning redundant assets and discontinued

system development projects in connection with the Bell Atlantic-
GTE merger of $287 million ($175 million after-tax, or $.06 per
diluted share), regulatory settlements of $98 million ($61 million
after-tax, or $.02 per diluted share} and other asset write-downs of
$416 million ($290 million after-tax, or $.11 per diluted share).

During 1999, we recorded a special charge of $192 million ($319
mitlion after-tax, or $.04 per diluted share)} primarily associated
with employee separation programs. The charge included separa-
tion and related benefits such as outplacement and benefit
continuation costs for approximately 3,000 employees. The
programs were completed in early April 1999, as planned, consis-
tent with the original cost estimates.

| Extraordinary ltems |

During 2001, we retired $726 million of debt prior to the stated
maturity date, resulting in a pretax extraordinary charge of $29
million ($12 million after-tax, or $.01 per diluted share).

In June 2000, we entered into a series of definitive sale agree-
ments to resolve service area conflicts' prohibited by FCC
regulations as a result of the Beli Atlantic-GTE merger (see “Sales
of Assets, Net — Wireless Overlap Sales”). These agreements,
which were pursuant to the consent decree issued for the merger,
enabled both the formation of Verizon Wireless and the closing of
the merger. Since the sales were required by the consent decree
and occurred after the merger, the gains on sates were recorded
net of taxes as Extraordinary ltems in the consotlidated statements
of income.

During the second half of 2000, we completed the sale of the
Richmond (former PrimeCc) wireless market to CFW
Communications Company in exchange for two wireless rural
service areas in Virginia and cash. The sale resulted in a pretax
gain of $184 million ($112 million after-tax, or $.04 per diluted
share). In addition, we completed the sales of the consolidated
markets in Washington and Texas and unconsolidated interests in
Texas {former GTE) to SBC Communications. The sales rasulted in
a pretax gain of $886 million ($532 million after-tax, or $.19 per
diluted share). Also, we completed the sale of the San Diego
(former GTE) market to AT&T Wireless. The sale resulted in a
pretax gain of $304 million ($182 million after-tax, or $.07 per
diluted share}. In 2000, we also completed the sale of the Houston
{former PrimeCo) wireless overlap market to AT&T Wireless, result-
ing in a pretax gain of $350 million {$213 million after-tax, or $.08
per diluted share).

During 2000, we retired $190 million of debt prior to the stated
maturity date, resulting in a pretax extraordinary charge of $19
milticn {$12 million after-tax, or less than $.01 per diluted share).

During the first quarter of 1999, we repurchased $338 million of
high-coupon debt through a public tender offer prior to stated
maturity, resulting in a pretax extraordinary charge of $46 million
($30 million after-tax, or $.01 per diluted share). During the second
quarter of 1999, we recorded a pretax extraordinary charge of $10
million ($6 million after-tax, or less than $.01 per diluted share)
associated with the early extinguishment of debentures of our
telephone subsidiaries.
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[ Cumulative Effect of Accounting Change |

Impact of SFAS No. 133

We adopted the provisions of SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” and SFAS No.
138, “Accounting for Certain Derivative Instruments and Certain
Hedging Activities” on January 1, 2001, The impact to Verizon
pertains to the recognition of changes in the fair value of deriva-
tive instruments. Results for the year ended December 31, 2001
inctude the initial impact of adoption recorded as a cumulative
effect of an accounting change of $182 million after-tax {or $.07
per diluted share) in the first quarter of 2001. This cumulative
effect charge primarily relates to the change in the fair value of the
MFN debt conversion option prior to January 1, 2001,

Impact of SAB No. 101

We adopted the provisions of SAB No. 101 in the fourth quarter of
2000, retroactive to January 1, 2000, as required by the SEC. The
impact on our results pertains to the deferral of some non-recur-
ring fees, such as service activation and installation fees, and
associated incremental direct costs, and the recognition of those
revenues and costs over the expected term of the customer rela-
tionship. Our 2000 results include the initial impact of adoption
recorded as a cumulative effect of an accounting change of $40
million after-tax (or $.01 per diluted share}. Our 1999 adjusted
results reflect the impact of the new rules on revenue recognition
as a gain of $8 million after-tax {or less than $.01 per diluted
share), had the rules been effective January 1, 1999.
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Special items are reflected in our consolidated statements of
income for each period as follows:

(dollars in miflions)

Years Ended December 31, 2000 1989
Operating Revenues
Operations sold $ - $ (874 $ (1,390}
Deconsolidation of Genuity - (529) (807}
Wireless joint venture - - 4,282
Other spacial items - 119 {1,098)
- (1,284) 987
Operations and Support

Expense
Operations sold - 325 522
Bell Atlantic-GTE merger-related

costs - 1,056 -
Merger transition costs 1,039 694 205
Severance/retiremeant

enhancement costs and

settlement gains 1,596 @11} {663)
Deconsolidation of Genuity - 829 1,123
International restructuring 672 - -
Wireless joint venture - - {2,695)
Other special items 219 639 1,278
Depreciation and Amortization
Operations sold - 19 46
Deconsolidation of Genuity - 112 168
Wireless joint venture - - {1,548}
Other special items - 3 -
Sales of Assets, Net 350 (3,793} {1,379)

3,876 (2,311} (1,956)
Opaerating Income Impact of

Operations Sold - 530 822
Equity in {(iIncome) Loss From

Unconsolidated Businesses
Loss/(gain) on securities 5,869 (3,088) -
Wireless joint venture - - 108
Other special iterns 12 205 {4)
Other (Income) and Expense, Net
Total special iterns s 18 {7}
Interest Expense
Wireless joint venture - - {100}
QOther special items - a5 2
Minority Interest
Merger transition costs {108) (204) -
Wireless joint venture - - 379)
Mark-to-Market Adjustment -

Financial Instruments 182 (664) 664
Total Special items—Pretax 9,826 (5,479) (850}
Tax effect of special itearns and

other tax-related items (2,226) 2,631 449
Total Special items-After-Tax 7,600 (2,848) {401)
Extraordinary [tems, Nat of Tax 19 (1.027) 36
Cumulative Effect of

Accounting Change, Net of Tax 182 40 -
Redemption of Subsidiary

Preferred Stock - 10 -
Total Special items $ 7,801 $ (3,825) $ (365)
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OTHER CONSOLIDATED RESULTS

The following discussion of nonoperating items is based on the
amounts reported in our consolidated financial statements.

Other Income and (Expense), Net {dollars in millions)
Years Ended December 31, 2000 1999

Interest income $ 383 3 281 $ 10t
Foreign exchange gains

(losses), net 32 {11) 11
Other, net M 41 31
Total $ 449 $ an $ 143

The changes in other income and expense in 2001, compared to
2000, were primarily due to changes in interest income and
foreign exchange gains and losses. We recorded additional inter-
est income in 2001 primarily as a result of interest on several
notes receivable, higher average cash balances and the settle-
ment of tax-related matters. The change in interest income In
2000, compared to 1999, was the result of higher levels of short-
term investments, income from our investment in MFN’s
subordinated debt securities and the favorable settlement of a
tax-related matter.

Foreign exchange gains in 2001 and 2000 were driven primarily by
lusacell, which uses the Mexican peso as its functional currency.
Foreign exchange gains or losses are largely associated with the
U.S. dollar denominated debt issued by lusacell.

. Interest Expense
Years Ended December 31,

{dollars in millions)

20001999

Total interest expense $ 3,369 $ 3490 $ 2,818
Capitalized interest costs 368 230 146
Total interest costs on debt balances $ 3,737 $ 3720 $ 2,762
Average debt outstanding $62622 $51,987 % 40,821
Effective interest rate 6.0% 7.2% 6.8%

The rise in interest costs on debt balances in both 2001 and 2000
was principally due to higher average debt levels. The increase in
debt levels for both years was mainly the result of funding for
capital expenditures primarily in our Domestic Telecom and
Domestic Wireless segments and the debt assumed by Verizon
Wireless in connection with the formation of Verizon Wireless. The
rise in interest costs in 2001 was partially offset by lower average

interest rates.
{dollars In miltions)

2000 1999

622) $ (216) $ (159

Years Ended December 31,

Minority interest $

The increase in minority interest during 2001 compared to 2000 is
due to higher earnings at Verizon Wireless and the significant
minority interest aftributable to Vodafone.,

The increase in minority interest in 2000 was primarily due to the
impact of the wireless joint venture with Vodafone. This increase
was partially offset by the redemption in October 1998 and March
2000 of preferred securities issued by our subsidiary GTE
Delaware, L.P. and higher operating losses at lusacell and CT!.

2000 1999

78.7%

Years Ended December 31,

Effective income tax rates 39.3% 37.0%

The effective income tax rate is the provision for income taxes as
a percentage of income before the provision for income taxes. Our
effective income tax rate for 2001 is not consistent with 2000
primarily because tax benefits were not available on many of the
losses resulting from the other than temporary decline in market
value of several of our investments during 2001.

Our reported effective tax rate for 2000 was higher than 1999
primarily due to some merger-related costs for which no tax bene-
fits were recorded, the write-down of some investments for which
no tax benefits were recorded, deferred taxes recorded in connec-
tion with the contribution of GTE Wireless assets to Verizon
Wireless and higher staie income taxes.

A reconciliation of the statutory federal income tax rate to the
effective income tax rate for each period is included in Note 20 to
the consolidated financial statements.

CONSOLIDATED FINANCIAL CONDITION

(dollars in millions)

2000 190

$ 18,773 § 15827 $17.017
{21,626) {16,055} (17,420)
2,075  (1,048) 1732

Years Ended December 31,

Cash Flows Provided By {Used In}

Operating activities

Investing activities

Financing activities

Increase (Decrease) in Cash and
Cash Equivalents

$ 222 3 (1,276) $ 1,329

We use the net cash generated from our operations and from
external financing to fund capital expenditures for network expan-
ston and modernization, pay dividends, and invest in new
businesses. While current liabilities exceeded current assets at
December 31, 2001 and 2000, our sources of funds, primarily from
operations and, to the extent necessary, from readily available
external financing arrangements, are sufficient to meet ongoing
operating and investing requirements. We expect that capital
spending requirements will continue to be financed primarily
through internally generated funds. Additional debt or equity
financing wilt be needed to fund additional development activities
or to maintain our capitat structure to ensure our financial flexibility.

| Cash Flows Provided By Operating Activities ]

QOur primary source of funds continues to be cash generated from
operations. in 2001, the increase in cash from cperations
compared to 2000 primarily reflects improved results of opera-
tions before gains and losses on asset sales and the
mark-to-market adjustments of financial instruments, which are
adjusted in cash from operating activities, partially offset by an
increase in working capital requirements.

Decreased cash flow from operations during 2000 resulted
primarily from the payment of income taxes on the disposition of
businesses and assets. See “Cash Flows Used In Investing
Activities” for additional information on sales of businesses and
assets, Improved cash flows from operations during 1999 resulted
from growth in operating income, partialty coffset by changes in
assets and liabilities.
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In 1999, the change in assets and liabilities largely reflects growtn
in customer accounts receivable and a reduction in employee
benefit obligations primarily due to favorable investment returns
and changes in plan provisions and actuarial assumptions.

| Cash Flows Used In Investing Activities |

Capital expenditures continue to be our primary use of capital
resources. We invested approximately $11,480 million in our
Domestic Telecom business in 2001, compared to $12,119 mitlion
and $10,087 million in 2000 and 1999, respectively, to facilitate
the introduction of new products and services, enhance respon-
siveness to competitive challenges and increase the operating
efficiency and productivity of the network. We also invested
approximately $5,006 million in our Domestic Wireless business in
2001, compared to $4,322 million and $1,497 million, respectively,
in 2000 and 1999. The increase in 2001 and 2000 is primarily due
to the inclusion of both Vodafone and PrimeCo properties in
Verizon Wireless in April 2000, as well as increased capital spend-
ing in existing Bell Atlantic and GTE wireless properties.

Capital spending is expected to be approximately $15 billion to
$16 billion in 2002.

We invested $3,142 million in acquisitions and investments in
businesses during 2001, including $1,691 million related to wire-
less licenses purchased in connection with an FCC auction (see
*Recent Developments — FCC Auction® for additional information),
$410 mitlion for additional wireless spectrum purchased from

- another telecommunications carrier and $194 million in wireless

properties. In addition, we invested $497 million to acquire the
directory business of TELUS. In 2000, we invested $2,247 million
in acquisitions and investments including approximately $715
million in the equity of MFN and $1,028 million in wireless proper-
ties. In 1999, we invested $5,219 million in acquisitions and
investments including $3,250 million to acquire approximately half
of the wireless properties of Ameritech Corporation, $635 million
to increase our ownership percentage in Omnitel from 19.7% to
23.1%, $374 million to fully acquire the cellular properties of
Frontier Cellular, $200 million in PrimeCo, $366 million for a 40%
interest in TELPRI and $120 million for the purchase of the wire-
less license in Buenos Aires, Argentina.

In 2001, we received cash proceeds on sales of businesses and
assets of $415 million, including cash proceeds of $200 million
and $215 million in connection with sales of our Cincinnati and
Chicago wireless overlap properties, respectively. In 2000, we
received cash proceeds on sales of businesses and assets of
$6,794 million, including gross cash proceeds of $4,903 million
from the sale of non-strategic access lines and $1,464 million
from overlap wireless properties, as well as $144 million from the
sale of CyberTrust. In 1999, we received cash proceeds on sales
of businesses and assets of $1,813 million, including $1,196
million from the sale of a substantial portion of GTE Government
Systems and $612 million from the disposition of our remaining
investment in Viacom.

During 2000, we also invested $975 million in subordinated
convertible notes of MFN, in connection with cur overall invest-
ment in MFN, as well as $45 million in OnePoint Communications
Corp. notes. The MFN notes were originally issued to be convert-

ible at our option, upon receipt of necessary government
approvals, into MFN common stock at a conversion price of $17
per share (after two-for-one stock split) or an additional 9.6% of
the equity of MFN. This investment compteted a portion of our
previously announced agreement, as amended, with MFN, which
inciuded the acquisition of approximately $350 million of fong-
term capacity in MFN's fiber optic networks, beginning in 1999
through 2002, Of the $350 million, $35 million was paid in
November 1999, $105 million was paid in October 2000 and $85
million was paid in 2001, and these amounts are included in net
cash provided by operating activities. However, in 2001 we rene-
gotiated several significant terms of our MFN investment and
commitments, in connection with a new financing arrangement.
We purchased an additional $50 million of subordinated convert-
ible notes, that are convertible into MFN common stock at a
conversion price of $.53 per share. This new financing arrange-
ment also repriced $500 million of the subordinated convertible
notes purchased in 2000 at a conversion price of $3 per share
(from $17 per share). Furthermore, the remaining obligations under
the long-term capacity agreement of $115 million will be satisfied
through purchases in the amount of $90 million in 2002, $10
million in 2003 and 2004, and $5 million in 2005.

Qur short-term investrments include principally cash equivalents
held in trust accounts for payment of empioyee benefits. In 2001,
2000 and 1999, we invested $2,002 million, $1,204 million and
$1,051 million, respectively, in short-term investments, primarily to
pre-fund health and welfare benefits. Proceeds from the sales of
all short-term investments, principally for the payment of these
benefits, were $1,595 million, $983 million and $954 million in the
years 2001, 2000 and 1999, respectively.

In 2001, Other, net investing activities include loans to Genuity of
$1,150 million. In addition, we received a deposit of $191 million
related to a sale of telephons lines, $167 million in connection
with CANTV's share repurchase program and proceeds of $515
million related to prior year wireless asset sales. Also, Other, net
investing activities include capitalized non-network software of
$1,250 million, $1,044 million and $923 million in 2001, 2000 and
1999, respectively.

The toans to Genuity of $1,150 million are a part of an agreement
to provide up to $2.0 billicn in financing to Genuity with a maturity
of 2005,

In addition, under the terms of an investment agreement,
Vodafone may require us or Verizon Wireless to purchase up to
$20 billion worth of its interest in Verizon Wireless between 2003
and 2007 at its then fair market value. The purchase of up to $10
billion may be required during July 2003 or July 2004 and the
remainder during the following years.

[ Cash Flows Provided By (Used In) Financing Activities ]

The net cash proceeds from increases in our total debt during
2001 of $6,064 million was primarily due to the issuance of $7,002
million of long-term debt by Verizon Global Funding Corp.,
partially offset by repayments of $980 million of maturities of
corporate long-term debt. In addition, Verizon Wireless issued
$4,555 million of long-term debt and repaid $4,690 million of
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revolving loans, while Domestic Telecom incurred $2,303 million of
long-term debt, repaid $573 million of net short-term debt and
retired $1,430 million of long-term debt. In 2000, the net cash
proceeds from increases in our total debt of $5,058 million was
primarily due to the issuance of $5,500 million of long-term notes
issued by Verizon Global Funding. The increase in total debt was
also attributable to the issuance of $893 million of notes under a
medium-term note program, $657 million of financing transactions
of cellular assets, $398 million of long-term bank debt at Verizon
Wireless and an increase in other short-term borrowings, partially
offset by repayments of long-term debt. In 1999, we increased our
total debt {including capital lease obligations) by approximately
$6,592 million, primarily due to the issuance of $4,375 million of
long-term dabt issued by GTE. Our debt balance at December 31,
1999 also included $456 million of additional debt issued by
lusacell in 1998, These factors were partially offset by the use of
cash proceeds received from the disposition of our remaining
investment in Viacom. The pre-funding of employee benefit trusts
also contributed to the increase in debt levels in 2001, 2000 and
1999. Additionally, the purchases of shares to fund employee
stock option exercises contributed to the increase in debt levels in
2000 and 1999,

Our debt to equity ratio was 66.4% at December 31, 2001,
compared to 62.4% at December 31, 2000.

As of December 31, 2001, we had approximately $7.9 billion of
unused bank lines of credit and $449 million in bank borrowings
outstanding. As of December 31, 2001, our telephone and financ-
ing subsidiaries had shelf registrations for the issuance of up to
$11.9 billion of unsecured debt securities. The debt securities of
our telephone and financing subsidiaries continue to be accorded
high ratings by primary rating agencies. However, in April 2001,
Moody's Investors Service (Moody's} revised our credit rating
outlook from stable to negative. Moody’s cited concern about our
ability to complete an initial public offering (IPO} of Verizon
Wireless in a timely fashion in order to pay for the anticipated FCC
spectrum auction purchases of $8.8 billion (see "Other Factors
That May Affect Future Results — FCC Auction® for additional
information on the current status of the spectrum purchases). A
change in an outiook does not necessarily signal a rating down-
grade but rather highlights an issue whose final resclution may
result in placing a company on review for possible downgrade.

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 pericdic basis by considering such
factors as long-term growth opportunities, internal cash require-
ments, and the expectations of our shareowners. In 2001, we
declared quarterly cash dividends of $.385 per share. In the first,
third and fourth quarters of 2000, we announced a quarterly cash
dividend of $.385 per share. In the second quarter of 2000, we
announced two separate pro rata dividends to ensure that the
respective shareowners of Bell Atlantic and GTE received divi-
dends at an appropriate rate. In 1999, we declared quarterly cash
dividends of $.385 per share.

In 2001 and 2000, common stock repurchases were primarily the
result of the two-year share buyback program approved by the
Board of Directors in March 2000 and repurchase of GTE common

stock. In 2001 and 2000, .4 million and 35.1 million Verizon
commen shares were repurchased, respectively. In January 2002,
the Board of Directars approved an extension of the existing buy-
back program to February 2004. In August 1999, GTE announced
the initiation of a share repurchase program to offset shares
issued under its employee-benefit and dividend-reinvestment
programs. Under the program, we repurchased approximately
17.7 million shares of GTE common stock in 1999, and completed
the program with the purchase of an additional 8.4 million shares
valued at approximately $600 million through February 2000.

| Increase {Decrease) in Cash and Cash Equivalents |

Our cash and cash equivalents at December 31, 2001 totaled $972
million, a $222 million increase over cash and cash equivalents at
December 31, 2000 of $757 million. The December 31, 2000
balance decreased by $1,276 million compared to 1899. This
change is primarily attributable to the increase in cash at December
31, 1999 for the anticipated funding requiremsnts in early 2000 for
our investment in MFN, which occurred in March 2000.

[ Leasing Arrangements |

We are the lessor in leveraged and direct financing lease agree-
ments under which commercial aircraft and power generating
facilities, which comprise the majority of the portfolio, along with
industrial equipment, real estate property, telecommunications
and other equipment are leased for remaining terms of 1 to 46
years as of December 31, 2001. Minimum lease payments receiv-
able represent unpaid rentais, less principal and interest on
third-party nonrecourse debt relating to leveraged lease transac-
tions, Since we have no general liability for this debt, which holds
a senior security interest in the teased equipment and rentals, the
related principal and interest have been offset against the mini-
mum lease payments receivable in accordance with generally
accepted accounting principles. All recourse debt is reflected in
our consolidated balance sheets.

| Contractual Obligations and Commercial Commitments |

The following tabla provides a summary of our contractual oblig-
ations and commercial commitments. Additional detail about
these items is included in the notes to the consolidated financial
statements.

(dollars in millons}

Payments Due by Period

Contractual Less than 1-3 4-5  After3
Obligations Total 1 year years years years
Long-term debt $51,215  $5,787 $11,322 $10,028 $24,078
Capital lease

obligations 279 50 113 39 77
Operating leases 5,477 723 1,267 1,261 2,226
Other long-term

obligations 115 90 20 5 -
Total contractual

cash obligations $57,086 $6,650 $12,722 $11,333 $26,381
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MARKET RISK

We are exposed to varicus types of market risk in the normal
course of our business, including the impact of interest rate
changes, foreign currency exchange rate fluctuations, changes in
equity investment prices and changes in corporate tax rates. We
employ risk management strategies using a variety of derivatives,
including interest rate swap agresments, interest rate caps and
floors, foreign currency forwards and options, equity options and
basis swap agreements. We do not hold derivatives for trading
purposes.

It is our general policy to enter into interest rate, foreign currency
and other derivative transactions only to the extent necessary to
achieve our desired objectives in limiting our exposures to the
various market risks. Qur objectives include maintaining a mix of
fixed and variable rate debt to lower borrowing costs within
reasonable risk parameters and to protect against earnings and
cash flow volatility resulting from changes in market conditions.
We do niot hedge our rarket risk exposure in a manner that would
completely eliminate the effect of changes in interest rates, equity
prices and foreign exchange rates on our earnings. While we do
not expect that our liguidity and cash flows wili be materially
affected by these risk management strategies, our net income
may be materially affected by market risks associated with the
exchangeable notes discussed below.

| Exchangeable Notes ]

In 1998, we issued exchangeable notes as described in Notes 10
and 14 to the consolidated financial statements and discussed
earlier under “Mark-to-Market Adjustment — Financial Instruments.”
These financial instruments expose us to market risk, including:

+ Equity price risk, because the notes are exchangeable into
shares that are traded on the open market and routinely fluctu-
ate in value.

« Foreign exchange rate risk, because the notes are exchange-
able into shares that are denominated in a foreign currency.

= [Interest rate risk, because the notes carry fixed interest rates.

Periodically, equity price or foreign exchange rate movements
may require us to mark-to-market the exchangeable note lability
to reflect the increase or decrease in the current share price
compared to the established exchange price, resutting in a charge
or credit to income. The following sensitivity analysis measures
the effect on earnings and financial condition due to changses in
the underlying share prices of the TCNZ, C&W and NTL stock.

« At December 31, 2001, the exchange price for the TCNZ
shares (expressed as American Depositary Receipts) was
$44.93. The C&W and NTL notes in the amount of $3,180
million are exchangeable into 128.4 million shares of C&W
stock and 24.5 million shares of NTL stock.

« For each $1 increase in the value of the TCNZ shares above
the exchange price, our pretax earnings would be reduced by
approximately $55 million. Assuming the aggregate value of
the C&W and NTL stocks exceeds the value of the debt liabil-
ity, each $1 tncrease in the value of the C&W shares
(expressed as American Depositary Receipts) or NTL shares

25

would reduce our pretax earnings by approximately $43 million
or $24 million, respectively. A subsequent decrease in the
value of these shares would correspondingly increase earn-
ings, but not 1o exceed the amount of any previous reduction
in earnings.

» Qur cash flows would not be affected by mark-to-market activ-
ity relating to the exchangeable notes.

« |If we decide to deliver shares in exchange for the notes, the
exchangeable note liability {including any mark-to-market
adjustments) will be eliminated and the investment will be
reduced by the fair market value of the related number of
shares delivered. Upon settlement, the excess of the liability
over the book value of the related shares delivered will be
recorded as a gain. We also have the option to settle these
liabilities with cash upon exchange.

| Interest Rate Risk |

The table that follows summarizes the fair values of our long-term
debt, interest rate derivatives and exchangeable notes as of
December 31, 2001 and 2000. The table also provides a sensitiv-
ity analysis of the estimated fair values of these financial
instruments assuming 100-basis-point upward and downward
parallel shifts in the yield curve. Our sensitivity analysis did not
include the fair values of our commercial paper and bank loans
because they are not significantly affected by changes in market
interest rates.

(doilars In milllons})

Fair Value Fair Value

assuming assuming

+100 basis -100 basis

At December 31, 2001 Fair Value point shift point shift
Long-term debt and

interest rate derivatives $ 45,736 $ 43,667 $ 47,973

Exchangeable notes 5,678 5,538 5,786

Total $ 51,414 $ 49,205 $ 53,759

At December 31, 2000

Long-terrn debt and

interest rate derivatives $ 38,117 $ 36,309 $ 39,990

Exchangeable notes 5,694 5,558 5,830

Total $ 43,811 $ 41,867 $ 45,820
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| Equity Risk j

| Foreign Exchange Risk ]

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

{dollars in millions)

Fair Value Fair Value
assuming 10% assuming 10%
decrease in incraase in
At December 31, 2001 Fair Value squity price equity price
Equity price sensitive cost
investments, at fair value
and derivatives $ 2189 $ 2,008 $ 2369
Exchangeable notes {5,678) {5,677) (5,680}
Total $ (3.489) $ (3,669) $ (3311
At December 31, 2000
Equity price sensitive cost
investments, at fair vatue
and derivatives $ 4,715 $ 4,239 $ 5191
Exchangeable notes (5,694) (5,604) (5,799)
Total $ (879) $ {1,385) $ {608)
| Foreign Currency Translation |

The functional currency for nearly all of our foreign operations is
the local currency, The transiation of income statement and
balance sheet amounts of these entities into U.S. dollars are
recorded as cumulative translation adjustments, which are
included in Accumulated Other Comprehensive Loss in our
consolidated balance sheets. At December 31, 2001, our primary
translation exposure was to the Mexican peso, Canadian dollar,
ltalian tira, and beginning January 1, 2002, the Euro. We have not
hedged our accounting translation exposure to foreign currency
fluctuations relative to the carrying value of these investments,
except for $167 million in hedges which protect a portion of U.S.
dollar debt at lusaceli from foreign currency fluctuations. In 2001,
2000 and 1999, our earnings were affected by foreign currency
galins or losses associated with the unhedged portion of U.S.
dollar denominated debt at lusacell.

Equity income from our international investments is affected by
exchange rate fluctuations when an equity investee has assets
and liabilities denominated in a currency other than the investee's
functional currency. Several of our equity investees have assets
and liabilities denominated in a currency other than the investee’s
functional currency, such as our investments in Venezuela,
Canada, the Philippines and Slovakia.

The fair values of our foreign currency derivatives and investments
accounted for under the cost method are subject to fluctuations in
foreign exchange rates. We use forward foreign currency exchange
contracts to offset foreign exchange gains and losses on British
pound and Japanese yen denominated debt obligations.

The table that follows summarizes the fair values of our foreign
currency derivatives, cost investments, and the exchangeable
notes as of December 31, 2001 and 2000. The table also provides
a sensitivity analysis of the estimated fair values of these financial
instruments assuming a 10% decrease and increase in the value
of the U.S. dollar against the various currencies to which we are
exposed. Qur sensitivity analysis does not include potential
changes in the value of our international investments accounted
for under the equity method. As of December 31, 2001, the carry-
ing value of our equity method international investments totaled
approximately $5.7 billion.

(doilars in mitlions)

Fair Value Fair Value
assuming 10% assuming 10%
decrease increase
At December 31, 2001 Fair Value in US$ in US$
Foreign exchange sensitive
cost investments and foreign
currency derivatives $ 1,433 $ 1,581 $ 1316
Exchangeable notes {5,678) {5,680) (5,677
Total $ (4,245) $ {4,099) $ (4,361)
At December 31, 2000
Fereign exchange sensitive
cost investments and foreign
currency derivatives $ 4,158 $ 4585 $ 3818
Exchangeable notes (5,694) (5,799) {5,604)
Total $ {1,535) 3 {1.214) $ (1,786)

OTHER FACTORS THAT MAY AFFECT FUTURE RESULTS

[ Genuity and Bell Atlantic - GTE Merger |

Genuity, formerly a wholly owned subsidiary of GTE, operates a
tier-one interl ATA Internet backbone and related data businesses.
The transition of Genuity to a public company was part of a
comprehensive proposal filed with the FCC on January 27, 2000,
to permit the Bell Atlantic-GTE merger to close by addressing
regulatory restrictions associated with Verizon's ability to provide
long distance and Internet-related data service offerings that GTE
had previously provided to consumers and businesses.

in accordance with the provisions of an FCC order, in June 2000
Genuity sotd 174 million of its Class A common shares, represent-
ing 100% of the issued and outstanding Class A common stock
and 90.5% of the overall voting eguity in Genuity, in an IPO. GTE
retained 100% of Genuity’s Class B common stock, which
currently represents 8.2% of the voting equity in Genuity, as
permitted by the 1996 Act. Our investrment afso includes a contin-
gent conversion right.

Our contingent conversion right currently permits us to increase
our ownership interest to as much as 79.6% of the total equity of
Genuity, representing 95.1% of Genuity's total voting rights
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{before giving effect to outstanding options granted to Genuity
employees), if we elirninate the applicable restrictions of Section
271 of the 1996 Act as to 100% of the total telephone access
lines owned by Bell Atlantic in 1999 in its region. This option
expires if we do not eliminate these restrictions within five years of
the merger, subject to possible extension. If we eliminate Section
271 restrictions as to 95% of the former Bell Atlantic in-region
lines, we may reguire Genuity to reconfigure its operations in one
or more former Bell Atlantic in-region states where we have not
eliminated those restrictions in order to bring those operations
into compliance with Section 271. The FCC order also allows us
to transfer our Class B common stock to a dispesition trustee for
sale to one or more third parties once we eliminate Section 271
restrictions on at least 50% of the former Bel! Atlantic in-region
access lines. As of December 31, 2001, we have eliminated
Section 271 restrictions as to more than 50% of the former Bell
Atlantic in-region access lines.

The IPO transferred the majority ownership and contro! of Genuity
to the public shareholders and, accordingly, we deconsolidated
our investrnent in Genuity on June 30, 2000. In addition to the
transfer, we are also required to adhere to safeguards in the FCC's
order that prohibit us from exercising influence over Genuity's
operations. Therefore, we are accounting for our investment in
Genuity using the cost method.

Federal and state regulatory conditions to the merger also
included commitments to, among other things, promote competi-
tion and the widespread deployment of advanced services while
helping to ensure that consumers continue to receive high-quality,
low-cost telephone services. In some cases, there are significant
penalties associated with not meeting these commitments. The
cost of satisfying these commitments could have a significant
impact on net income in future periods. The pretax cost to begin
compliance with these conditions was approximately $200 million
in 2000 and approximately $300 million in 2001. We expect an
impact of $200 million to $300 million in 2002.

| Recent Developments J

Verizon Wireless

FCC Auction

On January 29, 2001, the bidding phase of the FGC reauction of
1.9 GHz C and F block broadband Personal Communications
Services spectrum licenses, which began December 12, 2000,
officially ended. Verizon Wireless was the winning bidder for 113
licenses. The total price of these licenses was $8,78% million,
$1,822 million of which has already been paid. Most of the
licenses that were reauctioned relate to spectrum that was previ-
ously licensed to NextWave Personal Communications Inc. and
NextWave Power Partners Inc. (collectively NextWave), which
have appealed to the federal courts the FCC’s action canceling
NextWave’s licenses and reclaiming the spectrum.

27

In a decision on June 22, 2001, the U.S. Court of Appeals for the
D.C. Circuit ruled that the FCC's cancellation and repossession of
NextWave's licenses was unlawful. The FCC sought a stay of the
court’s decision which was denied. The FCC subsequently rein-
stated NextWave’s licenses, but it has neither returned Verizon
Wireless's payment on the NextWave licenses nor has it acknowl-
edged that the court’s decision extinguished Verizon Wireless’s
obligation to purchase the licenses. On October 19, 2001 the FCC
filed a petition with the U.S. Supreme Court to reverse the U.S,
Court of Appeals for the D.C. Circuit's decision. On March 4,
2002, the U.S. Supreme Court granted the FCC's petition and
agreed to hear the appeal.

Timing of Initial Public Offering

in November 2001, Verizon Wireless Inc. filed an amended regis-
tration statement with the SEC in connection with the proposed
IPO of its common stock. Since August 2000, when the Verizon
Wireless Inc. registration statement was initially filed with the SEC,
we have perfodically reiterated that the IPO would occur when
market conditions are favorable.

Acquisition of Several Dobson's Wireless Operations

In November and December 2001, we announced that Verizon
Wireless signed definitive agreements to acquire several of
Dobson Communications Corporation’s {Dobson) wireless opera-
tions in California, Georgia, Ohio, Tennessee and Arizona. The
transactions closed in February 2002. The acquired Dobson prop-
erties serve a popufation of approximately 1.2 million.

Sale of Access Lines
In July 2001, we announced that we were exploring the sale of 1.2
million access lines in Alabama, Kentucky and Missouri.

In October 2001, we agreed to sell all 675,000 of our switched
access telephone lines in Alabama and Missouri to CenturyTel Inc.
for $2.2 billion. The sale must be approved by the Missouri public
service commission, the FCC and the DOJ. The Alabama public
service commission approved the sale in December 2001, We
expect to close the sale and transfer our operations to CenturyTel
during the second half of 2002.

Also in October 2001, we agreed to sell approximately 600,000
access lines in Kentucky to ALLTEL for $1.9 billion. The sale has
been approved by the Kentucky public service commission, and
remains subject to approval by the FCC and the DOJ. We expect
to close the sale and transfer our operations to ALLTEL during the
second half of 2002.

| Regulatory and Competitive Trends |

Competition and the Telecommunications Act of 1996

We face increasing competition in all areas of our business. The
1996 Act, regulatory and judicial actions and the development of
new technologies, products and services have created opportuni-
ties for alternative telecornmunication service providers, many of
which are subject to fewer regulatory constraints. Current and
potential competitors in telecommunication services include long
distance companies, other local telephone companies, cable
companies, wireless service providers, foreign telecommunica-
tions providers, etectric utilities, Internet service providers and
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other companies that offer network services. Many of these

* companies have a strong market presence, brand recognition and
existing customer relationships, all of which contribute to intensi-
fying competition and may affect our future revenue growth,

We are unable to predict definitively the impact that the ongoing
changes in the telecommunications industry will ultimately have
on our business, results of operations, or financial condition. The
financial impact will depend on several factors, including the
timing, extent and success of competition in our markets, the
timing and outcome of various regulatory proceedings and any
appeals, and the timing, extent and success of our pursuit of new
opportunities resulting from the 1996 Act and technological
advances.

in-Region Long Distance

We offer long distance service nationwide, except in those states
served by the former Bell Atlantic telephone operations where we
have not yet received authority to offer long distance service
under the 1996 Act. Under the 1996 Act, our ability to offer in-
region long distance services in the states where the former Bell
Atlantic telephone subsidiaries operate as local exchange carriers
is largely dependent on satisfying specified requirements. The
requirernents include a 14-point “competitive checklist® of steps
which we must take to help competitors offer local services
through resale, through purchase of unbundled network elements,
or by interconnecting their own networks to ours. We must also
demonstrate to the FCC that our entry into the in-region long
distance market would be in the public interest.

We now have authority to offer in-region long distance service in
five states in the former Bell Atlantic territory, accounting for
more than half of the lines served by the former Beil Atlantic. In
addition to its New York order released in December 1999, the
FCC released orders on April 16, 2001, July 23, 2001, September
19, 2001 and February 22, 2002 approving our applications for
permission to enter the in-region long distance market in
Massachusetts, Connecticut, Pennsylvania and Rhode Island,
respectively. Both the Massachusetts and Pennsylvania orders
are currently on appeal to the U.S. Court of Appeals.

We have filed applications with the FCC to offer long distance
service in New Jersey and Vermont. We expect the FCG to rule on
those applications by March 20, 2002 and April 17, 2002, respec-
tively. We have also filed state applications for support of
anticipated applications with the FCC for permission to enter the
in-region long distance market in New Hampshire, Maine and
Detaware. Third-party testing of our operations support systems is
in its final stages in Virginia, West Virginia, Maryland and the
District of Columbia.

FCC Regulation and Interstate Rates

Our tetlephone operations are subject to the jurisdiction of the

FCC with respect to interstate services and related matters. In

2001, the FCC continued to implement reforms to the interstate

access charge system and to implement the “universal service®
+ and other reguirements of the 1996 Act.

Access Charges and Universal Service

On May 31, 2000, the FCC adopted the CALLS plan as a compre-
hensive five-year plan for regulation of interstate access charges.
The CALLS plan has three main components. First, ft establishes a
portable interstate access universal service support of $650 million
for the industry. This explicit support replaces impiicit support
embedded in interstate access charges. Second, the plan simpli-
fies the patchwork of common line charges into one subscriber line
charge (SLC) and provides for de-averaging of the SLC by zones
and class of customers in a manner that will not undermine
comparable and affordable universal service. Third, the plan sets
into place a mechanism to transition to a set target of $.0055 per
minute for switched access services. Once that target rate is
reached, local exchange carriers are no fonger required to make
further annuat price cap reductions to their switched access prices.
The annual reductions leading to the target rate, as well as annual
reductions for the subset of special access services that remain
subject to price cap regulation was set at 6.5% per year.

On September 10, 2001, the U.S. Court of Appeals for the Fifth
Circuit ruled on an appeal of the FCC order adopting the plan. The
court upheld the FCC on several challenges to the order, but
remanded two aspects of the decision back to the FCC on the
grounds that they lacked sufficient justification. The court
remanded back to the FCC for further consideration its decision
setting the annual reduction factor at 6.5% and the size of the
new universal service fund at $650 million. The entire plan {includ-
ing these elements) will continue in effect pending the FCC's
further consideration of its justification of these components.

As a result of tariff adjustments which became effective in
July 2001, approximately 80% of our access lings reached the
$0.0055 benchmark.

The FCC has adopted rules for special access services that
provide for pricing flexibility and ultimately the removal of services
from price regulation when prescribed competitive thresholds are
met. In order to use these rules, carmriers must forego the ability to
take advantage of provisions in the current rules that provide relief
in the event earnings fall below prescribed thresholds. in 2001 we
were authorized to remove special access and dedicated trans-
port services from price caps in 35 of the 57 Metropolitan
Statistical Areas (MSAs) in the former Bell Atlantic territory and in
three additional MSAs in the former GTE territory. In addition, the
FCC found that in 10 MSAs we have met the stricter standards to
remove special access connections to end-user customers from
price caps. We have an application pending that, if granted, would
remove special access services from price cap reguiation in 16
additional MSAs.

In November 1999, the FCC adopted a new mechanism for
providing universal service support to high cost areas served by
large local telephone companies. This funding mechanism
provides additional support for local telephone services in several
states served by our telephone operations. This system has been
supplemented by the new FCC access charge plan described
above. On July 31, 2001, the U.S. Court of Appeals for the Tenth
Circuit reversed and remandsd to the FCC for further proceed-
ings. The court concluded that the FCC had failed to adequately
explain some aspects of its decision and had failed to address




06/04/2002
MANAGEMENT'S DISCUSSION AND ANALYSIS

Page 263

OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION continued

any need for a state universal service mechanism. The current
universal service mechanism remains in place pending the
outcome of any FCC review as a result of these appeals.

Unbundling of Network Elements

In November 1999, the FCC announced its decision setting forth
new unbundling requirements, eliminating elements that it had
previously required to be unbundled, limiting the obligation to
provide others and adding new elements. Appeals from this deci-
sion are pending.

In addition to the unbundling requirements released in November
1999, the FCC released an order in a separate proceeding in
December 1999, requiring incumbent local exchange companies
also to unbundle and provide to competitors the higher frequency
portion of their local lcop. This provides competitors with the abil-
ity to provision data services on top of incumbent carriers’ voice
services. Appeals from this order are also pending.

In July 2000, the U.S. Court of Appeals for the Eighth Circuit
found that some aspects of the FCC’s reguirements for pricing
UNEs were inconsistent with the 1996 Act. In particular, it found
that the FCC was wrong to require incumbent carriers to base
these prices not on their real costs but on the imaginary costs of
the most efficient equipment and the most efficient network
configuration. This pertion of the court’s decision has been stayed
pending review by the U.S. Supreme Court. In addition, the court
upheld the FCC's decision that UNEs should be priced based on a
forward-looking cost model rather than historical costs. The U.S,
Supreme Court currently has this case under review.

In December 2001, the FCC opened its trienniat review of unbun-
dled network elements. This rulernaking reopens the question of
what network elements must be made available on an unbundled
basts under the 1996 Act and wil revisit the unbundling decisions
described above. In this rulemaking, the FCC also will address
other pending issues refating to unbundled elements, including
the guestion of whether competing carriers may substitute combi-
nations of unbundled loops and transport for already competitive
special access services.

Compensation for internet Traffic

On April 27, 2001, the FCC released an order addressing intercar-
rier compensation for dial-up connections for Internet-bound
traffic. The FCC found that Internet-bound traffic is interstate and
subject to the FGC’s jurisdiction. Moreover, the FCC again found
that Internet-bound traffic is not subject to reciprocal compensa-
tion under Section 251(b){5) of the 1996 Act. Instead, the FCC
established federal rates for this traffic that decline from $0.0015
to $0.0007 over a three-year period. The FCC order also sets caps
on the total minutes of this traffic that may be subject to any inter-
carrier compensation and requires that incumbent local exchange
carriers must offer to pay reciprocal compensation for local traffic
at the same rate as they are required to pay on Internet-bound
traffic. Several competing carriers and state regulators appealed
this order to the U.S. Court of Appeals for the D.C. Circuit. The
court denied a motion to stay the FCC order, and the order went
into effect. The appeal remains pending.

State Regulation

On January 28, 2002, the New York Public Service Commission
issued an order mandating reductions in the rates that Verizon
New York Inc. may charge its local exchange competitors for
access to unbundied network elements. Assuming current
volumes, the revenue impact of the reductions is estimated to be
$200 million per year, although this amount may change if
volumes change.

Verizon New York has separately been involved in preceedings
before the New York Public Service Commission relating to an
alternative reguiation pian to replace and succeed the current
Performance Regulation Plan, put in place in 1995. Under the new
two year plan, Verizon New York would be permitted to exercise
rate flexibiity up to 3% of its total intrastate revenues annually, or
approximately $160 million.

OTHER MATTERS

Recent Accounting Pronouncements

Business Combinations

In June 2001, the Financial Accounting Standards Board (FASB)
issued SFAS No. 141, “Business Combinations,” which applies to
business combinations occurring after June 30, 2001. SFAS No.
141 requires that the purchase method of accounting be used and
includes guidance on the initial recognition and measurement of
goodwill and other intangible assets acquired in the combination.

Goodwill and Other Intangible Assets

In June 2001, the FASB aiso issued SFAS No. 142, “Goodwili and
Other Intangible Assets.” SFAS No. 142 no ionger permits the
amortization of goodwill and indefinite-lived intangible assets.
Instead, these assets must be reviewed annually (or more
frequently under prescribed conditions) for impairment in accor-
dance with this statement. This impairment test uses a fair value
approach rather than the undiscounted cash flows approach
previously required by SFAS No. 121, “Accounting for the
impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of.” The goodwill impairment test under SFAS No. 142
requires a two-step approach, which is performed at the reporting
unit level, as defined in SFAS No. 142. Step one identifies poten-
tial impairments by comparing the fair value of the reporting unit
to its carrying amount. Step two, which Is only performed if there
is a potential impairment, compares the carrying amount of the
reporting unit’s goodwill to its implied value, as defined in SFAS
No. 142. If the carrying amount of the reporting unit's goodwill
exceeds the implied fair value of that goodwill, an impairment loss
is recognized for an amount equal to that excess. The amortiza-
tion of goodwill included in our investments in equity investees will
alse no tonger be recorded upon adoption of the new rules.
Intangible assets that do not have indefinite lives will continue to
be amortized over their useful lives and reviewed for impairment in
accordance with SFAS No. 144, "Accounting for the Impairment
or Disposal of Long-Lived Assets."

We will adopt SFAS No. 142 effective January 1, 2002. In accor-
dance with the standard, we are currently in the process of
performing the transitional goodwill impairment tests and evaluat-
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ing the impact of these tests on our results of operations and
" financial position. Any impairment resulting from our initial appli-
cation of the standard will be recorded as a cumulative effect of a
change in accounting principle as of January 1, 2002. We have
estimated the impact of no longer amortizing goodwill and intangi-
bie assets with indefinite lives, including wireless licenses, under
the new rules of SFAS No. 142 to be between approximately $.07
per share and $.14 per share. The range represents our continuing
analysis of intangible assets with indefinite lives and intangible
assets that do not have indefinite lives.

Asset Retirement Obligations

In June 2001, the FASB issued SFAS No. 143, “Accounting for
Asset Retirement Obligations.” This standard provides the
accounting for the cost of legal obligations associated with the
retirement of long-lived assets. SFAS No. 143 requires that
companies recognize the fair value of a liability for asset retire-
ment obligations in the period in which the obligations are
incurred and capitalize that amount as a part of the book value of
the long-lived asset. That cost is then depreciated over the
remaining fife of the underlying long-lived asset. We are required
to adopt SFAS No. 143 effective January 1, 2003. We are currently
evaluating the impact this new standard will have on our future
results of gperations or financiat position.

Impairment or Disposal of Long-Lived Assets

In August 2001, the FASB issued SFAS No. 144. This standard
supersedes SFAS No. 121 and the provisions of Accounting
- Principles Board Opinion No. 30, “Reporting the Results of
Operaticns-Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions™ with regard to reporting the effects of a
disposal of a segment of a business. SFAS No. 144 establishes a
single accounting model for assets to be disposed of by sale and
addresses several SFAS No. 121 implementation issues. We are
required to adopt SFAS No. 144 effective January 1, 2002. We do
not expect the impact of the adoption of SFAS No. 144 to have a
material effect on our results of operations or financial position.

CAUTIONARY STATEMENT CONCERNING FORWARD-
LOOKING STATEMENTS

In this Management's Discussion and Analysis, and elsewhere in
this Annual Report, we have made forward-looking statements.
These statements are based on ouwr estimaies and assumptions
and are subject to risks and uncertainties. Forward-looking state-
ments include the information concerning our possible or
assumed future results of operations. Forward-iooking statements
also include those preceded or followed by the words “antici-
pates,” *believes,” “estimates,” “hopes” or similar expressions.
For those statements, we claim the protection of the safe harbor
for forward-looking statements contained in the Private Securities
Litigation Reform Act of 1995,

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

+« the duration and extent of the current economic downturn;

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

« material changes in available technology;

« an adverse change in the ratings afforded our debt securities
by nationally accredited ratings organizations;

= the final outcome of federal, state and local regulatory initia-
tives and proceedings, inciuding arbitration proceedings, and
judicial review of those initiatives and proceedings, pertaining
to, among other matters, the terms of interconnection, access
charges, and unbundled network element and resale rates;

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

« the timing and profitability of our entry and expansion in the
national fong distance market;

= our ability to satisfy regulatory merger conditions and obtain
combined company revenue enhancements and cost savings;

» the profitability of our broadband operations;

= the ability of Verizon Wireless to achieve revenue enhance-
ments and cost savings, and obtain sufficient spectrum
resources;

« the continuing financial needs of Genuity, our ability to convert
our ownership interest in Genuity into a controlling interest
consistent with regulatory conditions, and Genuity’s ensuing
profitability;

+ our ability to recover insurance proceeds relating to equipment

losses and other adverse financial impacts resulting from the
terrorist attacks on September 11, 2001; and

+ changes in our accounting assumptions that regulatory agen-
cies, including the SEC, may require or that result from
changes in the accounting rules or their application, which
could resilt in an impact on earnings.
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We, the management of Verizon Communications Inc., are respon-
" sible for the consalidated financial statements and the information
and representations contained in this report. The financial state-
ments have been prepared in conformity with generally accepted
accounting principles and include amounts based on manage-
ment’'s best estimates and judgments. Financial information
elsewhere in this report is consistent with that in the financial
statements.

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

The 2001 and 2000 financial statements have been audited by
Emst & Young LLF, independent accountants, and the 1999 finan-
cial statements have been audited by other auditors. Their audits
were conducted in accordance with generafly accepted auditing
standards and included an evaluation of our internal control struc-
ture and selective tests of transactions. The Report of
Independent Accountants follows this report.

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

M R@.Q.ﬂ_«

Charles R. Lee
Chairman of the Board and Co-Chief Executive Officer

van G. Seidenberg
President and Co-Chief Executive Officer

Frederic V. Salerno
Vice Chaiman and Chief Financial Officer

T lh i

Lawrence R. Whitman
Senior Vice President and Controller
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Yo the Board of Directors and Sharpowners of Verizon
Communications inc.

We have audited the accompanying consolidated balance sheets of
Verizon Communications Inc. and subsidiaries (Verizon) as of
December 31, 2001 and 2000, and the related consolidated state-
ments of income, cash flows and changes in shareowners'
investment for the years then ended. These financial statements are
the responsibility of Verizon’s management. Our respensibility is to
express an opinion on these financial statements based on our
audits. The financial statements of Verizon for the year ended
December 31, 1999 were audited by other auditors whose reports
dated February 14, 2000 (except as to the pooling-of-interests with
GTE Corporation, which is as of June 30, 2000) and June 30, 2000,
expressed unqualified opinions and included explanatory para-
graphs that disclosed a change in the method of accounting for the
costs of computer software developed or obtained for internal use
as required by AIGPA Statement of Position No, 98-1, “Accounting
for the Costs of Computer Software Developed or Obtained for
Internat Use.”

We conducted our audits in accordance with auditing standards
generally accepted in the United States. Those standards require
that we plan and perform the audit to obtain reasonable assur-
ance 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 prin-
ciples used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We
befieve that our audits provide a reasonable basis for our opinion.

In our opinion, the 2001 and 2000 financial statements referred to
above present fairly, in ali material respects, the consolidated
financial position of Verizon at December 31, 2001 and 2000, and
the consolidated results of their operations and their cash flows
for the years then ended, in conformity with accounting principles
generally accepted in the United States.

As discussed in Note 15 to the consclidated financial statements,
Verizon changed its method of accounting for derivative instru-
ments in accordance with Statement of Financial Accounting
Standards {SFAS) No. 133, “Accounting for Derivative Instruments
and Hedging Activities” and SFAS No. 138, “Accounting for
Certain Derivative Instruments and Certain Hedging Activities”
effective January 1, 2001.

Barat ¢ MLLP

Ernst & Young LLP
New York, New York

January 31, 2002
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{dolars in millions, except per share amounts)

Years Ended December 31, B 2001 2000 1999
Operating Revenues $ 67,190 £ 64,707 $ 58,194
Operations and support expense 41,651 39,481 33,730
Depreciation and amortization 13,657 12,261 9,880
Sales of assets, net 350 {3,793) (1,379)
Operating Income 11,632 16,758 15,953
Equity in income {loss) from unconsolidated businesses (5,042) 3,792 511
Other income and (expense}, net 449 3N 143
Interest expense (3,369} (3.490} (2.616)
Minority interest {622) 216) (159)
Mark-to-market adjustment - financial instruments {182) 664 (664)
Income before provision for income taxes, extraordinary items

and cumulative effect of accounting change 2,766 17,819 13,168
Provision for income taxes 2,176 7,009 4,872
Income Before Extraordinary Items and Cumulative

Effect of Accounting Change 580 10,810 8,206
Extraordinary items, net of tax (19} 1,027 (36)
Cumulative effect of accounting change, net of tax (182) (40} -
Net Income 389 11,797 8,260
Redemption of subsidiary preferred stock - (10} -
Net income Available to Common Shareowners $ 389 $ 11,787 $ 8,260
Basic Earnings (.oss) Per Common Share:
Income before extraordinary items and cumulative

effect of accounting change $ 22 $ 3.98 $ 3.03
Extraordinary items, net of tax {.01) 37 {01}
Cumulative effect of accounting change, net of tax {.07) (.01} -
Net Income $ 14 $ 4.34 $ 3.02
Weighted-average shares outstanding (in mitlions) 2,710 2,713 2,739
Diluted Earnings (L.oss) Per Common $hare:
Income before extraordinary items and cumufative

effect of accounting change $ 22 $ 395 $ 2.98
Extraordinary iterns, net of tax {.01) 37 {.o1)
Cumulative effect of accounting change, net of tax {.07) (.01) -
Net Income $ 14 $ 4.31 $ 297
Weighted-average shares outstanding (in millions) 2,730 2,737 2,777
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See Notes to Consolidated Financlal Statements.

At December 31, 2000
Assets
Current assets
Cash and cash equivalents $ 879 $ 757
Short-term investments 1,991 1,613
Accounts receivable, net of allowances of $2,153 and $1,562 14,254 14,010
Inventories 1,968 1,910
Net assets held for sale 1,199 518
Prepaid expenses and cther 2,796 3,313
Total current assets 23,187 22 121
Piant, property and equipment 169,586 158,957
Less accumulated depreciation 95,167 83,453
74,419 69,504
Investments in unconsolidated businesses 10,202 13,1156
Intangible assets, net 44,262 41,990
Other assets 18,726 18,005
Totat assets $ 170,795 $ 164,735
Liabiiities and Shareowners’ Investment
Current liahilities
Debt maturing within one year $ 18,669 $ 14,838
Accounts payable and accrued liabilities 13,947 13,965
Other 5,404 5,433
Total current liabilities 38,020 34,236
Long-term debt 45,657 42,491
Employee benefit obligations 11,898 12,543
Deferred income taxes 16,543 15,260
. Other liabilities 3,889 3,797
Minority interest 22,149 21,830
Sharecwners' investment
Series preferred stock ($.10 par value; none issued) - -
Common stock ($.10 par value; 2,751 650,484 shares issued in both periods) 275 275
Contributed capital 24,676 24,555
Reinvested earnings 10,704 14,667
Accumulated other comprehensive loss {1,187) {2,176}
34,468 37,321
Less common stock in treasury, at cost 1,182 1,861
Less deferred compensation-employes stock ownership plans and other 747 882
Total shareowners’ investment 32,539 34,578
Total liabilities and shareowners’ investment $ 170,795 $ 164,735
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Years Ended December 31, 2000 1998
Cash Flows from Operating Activities
Income before extraordinary items and cumulative effect of
accounting change $ 590 $ 10,810 $ B,29%
Adjustments to reconcile income before extraordinary
items and cumulative effect of accounting change
to net cash provided by operating activities:
Depreciation and amortization 13,657 12,261 9,890
Sales of assets, net 350 {3.793) (1,379)
Mark-to-market adjustment — financial instruments 182 (664) 664
Employee retirement benefits {1,3270) {3.340) (1,707)
Deferred income taxes 1,065 3,434 2,148
Provision for uncoilectible accounts 1,952 1,408 1,133
Equity in unconsolidated businesses 5,042 (3.792) {511)
Changes in current assets and liabilities, net of effects from
acquisition/disposition of businesses:
Accounts receivable {2,379) (2,440 {1,865}
inventories 40 (530 (146}
Other assets (396) (264) {334)
Accounts payable and accrued liabilities 420 1,973 780
Other, net 664 763 48
Net cash provided by operating activities 19,773 15,827 17,017
Cash Flows from Investing Activities
Capital expenditures (17,371} (17,633) (13,013)
Acquisitions, net of cash acquired, and investments (3,142} (2,247) {5.21%)
Proceeds from disposition of businesses 415 6,794 1,813
investments in notes receivable (50} (1,024) {1}
Purchases of short-term investments {2,002} (1,204) {1,051}
Proceeds from sale of short-term investments 1,595 983 954
Cther, net {1,071} {1,724 {903}
Net cash used in investing activities {21,626) {16,055) (17,420}
Cash Flows from Financing Activities
Proceeds from long-term bomrowings 14,199 8,781 5,299
Repayments of long-term borrowings and capital lease obligations {7,589) (7,238) {2,873}
Increase {decrease) in short-term obligations, excluding current maturities {546) 3,515 4,166
Dividends paid (4,168) (4,421} {4,227}
Proceeds from sale of common stock 501 576 1,166
Purchase of common stock for treasury {18) (2,294} {2,037)
Minority interest 53 3 122
Othet, net (357) 30 116
Net cash provided by {used in) financing activities 2,075 {1,048) 1,732
Increase (decrease) in cash and cash equivalents 222 {1,276} 1,329
Cash and cash squivalents, beginning of year 757 2.033 704
Cash and cash equivalents, end of year $ 979 $ 757 $ 2033

See Notes to Consolidated Financial Statements.
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Years Ended Decembher 31,

Common Stock

Balance at beginning of year
Shares issued-employee pians
Shares retired

Batance at end of year

Contributed Capital

Balance at beginning of year

Shares issued-empicyee plans

Shares retired

Issuance of stock by subsidiaries

Tax benefit from exercise of stock options
Gain on formation of wireless joint venture
Other

Balance at end of year

Reinvested Earnings

Balance at beginning of year

Net income

Dividends declared ($1.54, $1.54, and
$1.54 per share}

Shares issued-employee plans

Other

Batance at end of year

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

Accumulated Other Comprehensive Income (t.oss)

Balance at beginning of year
Foreign currency transtation adjustment

Unrealized gains (losses) on marketable securities
Unrealized derivative losses on cash flow hedges

Minimum pension liability adjustment
Other comprehensive income (loss)
Balance at end of year

Treasury Stock

Balance at beginning of year

Shares purchased

Shares distributed
Employee plans
Shareowner plans

Balance at end of year

Deferred Compensation-ESOPs and Other
Balance at baginning of year

Amortization

Other

Balance at end of year

Totat Shareowners’ Investment

Comprehensive Income

MNet income

Other comprehensive income (foss) per above
Total Comprehensive Income

See Notes to Consolidated Financial Statemerts.

2000 1900
Shares Amount Shares Amount Shares Amount
2,751,650 $ 275 2,756,485 $ 276 2,757,203 $ 276
- - 5,533 - 20,918 2

- - {10,368) (1} (21,636) 2)
2,751,650 275 2,751,650 275 2,756,485 276
24,555 20,134 20,160

- 473 989

- {577 {1,314)

- 17 44

101 66 256

- 4,271 -

20 17 (1)

24,676 24,555 20,134

14,667 7,428 3,754

389 11,797 8,260

(4,176) (4,416) {4,219)

{188) {160) {359)

12 18 8)

10,704 14,667 7,428

{2,176) 75 {1,088)

(40) (262) (41)

1,061 {1,965} 1,197

(a5) - -

13 @4 7

289 {2,251) 1,163

{1,187) {2,176) 75

49,215 1,861 23,569 640 22,887 593
395 18 35,110 1,717 12,142 723
{14,376) (694} {9,444) (495) {11,446} (675)
{61) (3) {20} {1) (14} (1}
35,173 1,182 49,215 1,861 23,569 840
882 897 1,074

{1585) {155) {177}

20 140 -

747 882 897

$ 32,539 $ 34,578 $ 26,376

$ 380 $ 11,797 $ 8,260

989 {2,251) 1,163

$ 1,378 $ 9,546 $ 9,423
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DESCRIPTION OF BUSINESS AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Verizon Communications Inc. (Merizon) is one of the world's lead-
ing providers of communications services. Our company is the
largest provider of wireline and wireless communications in the
United States. Qur global presence extends to over 40 countries
in the Americas, Europe, Asia and the Pacific. We have four
reportable segments, which we operate and manage as strategic
business units: Domestic Telecom, Domestic Wireless,
International and Information Services. For further information
concerning our business segments, see Note 21,

Consolidation

The method of accounting applied to investments, whether
consolidated, equity or cost, involves an evaluation of all signifi-
cant terms of the investments that explicitly grant or suggest
evidence of control or influence over the operations of the
investee. The consolidated financial statements include our
controlled subsidiaries. Investrments in businesses which we do
not control, but have the ability to exercise significant influence
over operating and financial policies, are accounted for using the
equity method. Investments in which we do not have the ability to
exercise significant influence over operating and financial policies
are accounted for under the cost method. Equity and cost method
investments are included in Investments in Unconsolidated
Business in our consolidated balance sheets. Certain of our cost
method investments are classified as available-for-sale securities
and adjusted to fair value pursuant to Statement of Financial
Accounting Standards (SFAS) No. 115, “Accounting for Certain
Investments in Debt and Equity Securities.”

All significant intercompany accounts and transactions have been
eliminated.

Use of Estimates

We prepare our financial statements using generally accepted
accounting principles which require management to make esti-
mates and assumptions that affect reported amounts and
disclosures. Actual results could differ from those estimates.

Examples of significant estimates include the allowance for
doubtful accounts and the recoverability of intangibles and other
long-lived assets.

Revenue Recognition

We recognize wireline and wireless service revenues based upon
usage of our network and facilities and contract fees. We recog-
nize product and other service revenues when the products are
delivered and accepted by the customers and when services are
provided in accordance with contract terms. We recognize
directory revenues, and associated costs, when the directories
are published and distributed.

We adopted the provisions of the Securities and Exchange
Commission (SEC) Staff Accounting Bulletin (SAB) No. 101,
“Revenue Recognition in Financial Statements” effective January
1, 2000, as required by the SEC. The impact to Verizon pertains to
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the deferral of some non-recurring fees, such as service activation
and instailation fees, and associated incremental direct costs, and
the recognition of those revenues and costs over the expected
term of the customer relationship. The total cumulative effect of
adopting SAB No. 101 was a non-cash, after-tax charge of $40
million.

Maintenance and Repairs

We charge the cost of maintenance and repairs, including the cost
of replacing minor items not constituting substantial betterments,
to Operations and Support Expense as these costs are incurred.

Earnings Per Commeon Share

Basic earnings per common share are based on the weighted-
average number of shares outstanding during the year. Diluted
earnings per common share include the dilutive effect of shares
issuable under our stock-based compensation plans, which repre-
sent the only potentially dilutive common shares.

Cash and Cash Equivalents

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

Short-Term Investments

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

Marketable Securities

We continually evaluate our investments in marketable securities
for impairment due to declines in market value considered to be
other than temporary. That evaluation includes, in addition to
persistent, declining stock prices, general economic and
company-specific evaluations. In the event of a determination that
a decline in market value is other than temporary, a charge to
earnings is recorded for the loss, and a new cost basis in the
investment is established. These investments are included in the
accompanying consolidated balance sheets in Investments in
Unconsclidated Businesses or Other Assets.

Inventories

We include in inventory new and reusable supplies and network
equipment of our telephone operations, which are stated princi-
pally at average original cost, except that specific costs are used
in the case of large individual items. Inventories of our other
subsidiaries are stated at the lower of cost {determined principally
on either an average cost or first-in, first-out basis) or market.

Plant and Depreciation

We record plant, property and equipment at cost. Our telephone
operations’ depreciation expense is principally based on the
composite group remaining life method and straight-line compos-
ite rates. This method provides for the recognition of the cost of
the remaining net investment in telephone plant, less anticipated
net salvage value, over the remaining asset lives. This method
requires the periodic revision of depreciation rates.
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. The asset lives used by our telephone operations are presented in

€

the foliowing table:

Average Lives [in years)

Buildings 35
Central office equipment 5-10
Outside communications plant 14-50
Furniture, vehicles and other 3-15

When we replace or retire depreciable plant used in our wireline
network, we deduct the camrying amount of such plant from the
respective accounts and charge it to accurnulated depreciation.

Plant, property and equipment of our other subsidiaries is depre-
ciated on a straight-line basis over the foliowing estimated useful
lives: buildings, 20 to 40 years; wireless plant equipment, 3 to 15
years; and other equipment, 1 to 20 years.

When the depreciable assets of our other subsidiaries are retired
or otherwise disposed of, the reiated cost and accumulated
depreciation are deducted from the plant accounts, and any gains
or losses on dispositicn are recognized in income.

We capitalize interest associated with the acquisition or construc-
tion of plant assets. Capitalized interest is reported as a cost of
plant and a reduction in interest cost.

Computer Software Costs

We capitalize the cost of internal-use software which has a usefut
life in excess of one year in accordance with Statement of
Position (SOP) No. 98-1, “Accounting for the Costs of Gomputer
Software Developed or Obtained for Internal Use.” Subseguent
additions, modifications or upgrades to internal-use software are
capitalized only to the extent that they allow the software to
perform a task it previously did not perform. Software mainte-
nance and training costs are expensed in the period in which they
are incurred. Also, we capitalize interest associated with the
development of internal-use software. Capitalized computer soft-
ware costs are amortized using the straight-line method over a
period of 3 to 7 years.

Goodwill and Other Intangibles

Goodwill is the excess of the acquisition cost of businesses over
the fair value of the identifiable net assets acquired. For acquisi-
tions prior to July 1, 2001, we generally amortized goodwill,
wireless licenses and other identifiable intangibles on a straight-
line basis over their estimated useful life, not exceeding 40 years.
For acquisitions after June 30, 2001, we applied newly issued
accounting rules on business combinations, goodwill and intangi-
ble assets, which no longer permit amortization of goodwill and
indefinite-lived intangible assets. Most of our acquired customer
bases are amortized in a manner consistent with historical attrition
patterns. Through December 31, 2001 we assessed the impair-
ment of other identifiable intangibles and goodwill related to our
consolidated subsidiaries under SFAS No. 121, “Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets
to Be Disposed Of” whenever events or changes in circumstances
indicated that the carrying value may not have been recoverable.
A determination of impairment {if any) was made based on esti-
mates of future cash flows. In instances where goodwill was
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recorded for assets that were subject to an impairment loss, the
carrying amount of the goodwill was eliminated before any reduc-
tion was made to the carrying amounts of impaired long-lived
assets and identifiable intangibles. On a quarterly basis, we
assessed the impairment of enterprise level goodwill under
Accounting Principles Board (APB) Opinion No. 17, “Intangible
Assets.” A determination of impairment (if any) was made based
primarily on estimates of market value.

In June 2001, the Financial Accounting Standards Board (FASB)
issued new pronouncements which change our accounting poli-
cies for goodwill and other intangible assets and for impaiments
or disposals of long-lived assets (see “Recent Accounting
Pronouncements” below).

Sale of Stock by Subsidiary

We recognize in consolidation changes in our ownership percent-
age in a subsidiary caused by issuances of the subsidiary’s stock
as adjustments to Contributed Capital.

Income Taxes

Verizon and its domestic subsidiaries file a consolidated federal
income tax return. For periods prior to the Bell Atlantic-GTE
merger {see Note 3), GTE filed a separate consolidated federal
incorme tax return.

Our telephone operations use 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 certain
transitional credits earned after the repeal. We amortize these
credits over the estimated service lives of the related assets as a
reduction to the Provision for Income Taxes.

Stock-Based Compensation

We account for stock-based employee compensation plans under
APB Opinion No. 25, “Accounting for Stock Issued to
Employees,” and related interpretations, and follow the disclo-
sure-only provisions of SFAS No. 123, *Accounting for
Stock-Based Compensation.”

Foreign Currency Translation

The functional currency for nearly all of our foreign operations is
the local currency. For these foreign entities, we translate income
statement amounts at average exchange rates for the period, and
we translate assets and liabilities at end-of-period exchange rates.
We record these translation adjustments in Accumulated Other
Comprehensive Loss, a separate component of Shareowners’
Investment, in our consclidated balance sheets. We report
exchange gains and losses on intercompany foreign currency
transactions of a long-term nature in Accumulated Other
Comprehensive Loss. Other exchange gains and losses are
reported in income.

When a foreign entity operates in a highly inflationary economy,
we use the LS. dollar as the functional currency rather than the
local currency. We translate nonmonetary assets and liabilities and
related expenses inta U.S. dollars at historical exchange rates. We
translate all other income statement amounts using average
exchange rates for the period. Monetary assets and liabilities are
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transtated at end-of-period exchange rates, and any gains or
losses are reported in income.

Employee Benefit Plans

Pension and postretirement health care and life insurance benefits
earned during the year as well as interest on projected benefit
obligations are accrued currently. Prior service costs and credits
resulting from changes in plan benefits are amortized over the
average remaining service period of the employees expected to
receive benefits.

Derivative Instruments

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

Effective January 1, 2001, we adopted SFAS Na. 133, "Accounting
for Derivative Instruments and Hedging Activities™ and SFAS No.
138, “Accounting for Certain Derivative Instruments and Certain
Hedging Activities.” SFAS No. 133 requires that all derivatives,
including derivatives embedded in other financial instruments, be
measured at fair value and recognized as either assets or liabilities
on our balance sheet. Changes in the fair values of derivative
instruments not qualifying as hedges under SFAS No. 133 or any
ineffective portion of hedges are recognized in earnings in the
current period. Changes in the fair values of derivative instruments
used effectively as fair value hedges are recognized in eamings,
along with changes in the fair value of the hedged item. Changes in
the fair value of the effective portions of cash flow hedges are
reported in other comprehensive loss, and recognized in earnings
when the hedged item is recognized in earnings.

Prior to January 1, 2001, foreign currency derivatives and basis
swap agreements were accounted for under the fair value method
which required us to record these derivatives at fair value in our
consolidated balance sheets, with any changes in value recorded
in income or Shareowners’ Investment. Gains, losses and related
discounts or premiums related to foreign currency derivatives that
hedged our investments in consclidated foreign subsidiaries or
foreign equity method investments were included in Accumulated
Cther Comprehensive Loss and reflected in income upon sale or
substantial liquidation of the investment. Gains or losses from
foreign currency derivatives that hedged our short-term transac-
tions and cost method investments were included in Other
Income and (Expense), Net, and discounts or premiums on these
contracts were included in income over the lives of the contracts.
Gains or losses from identifiable foreign currency commitments
were deferred and recognized in income when the future transac-
tion occurred or at the time the transaction was no longer likely to
occur, Interest rate swap agreements and interest rate caps and
fioors that qualified as hedges were accounted for under the
accrual method. Under the accrual method, no amounts were
recoghized in our consolidated balance sheets related to the prin-
cipal balances. The interest differential that was paid or received
and the premiums related to caps and floors were recognized as

adjustments to Interest Expense over the life of the agreements.
Gains or losses on terminated agreements were recorded as an
adjustment to the basis of the underlying liability and amortized
over the original life of the agreement.

Recent Accounting Pronouncements

Business Combinations

In June 2001, the FASB issued SFAS No. 141, “Business
Combinations,” which applies to business combinations occurring
after June 30, 2001. SFAS No. 141 requires that the purchase
method of accounting be used and includes guidance on the
initial recognition and measurement of goodwill and other intangi-
ble assets acquired in the combination.

Goodwill and Other Intangible Assets

In June 2001, the FASB also issued SFAS No. 142, “Goodwill and
Other Intangible Assets.” SFAS No. 142 no longer permits the
amortization of goodwill and indefinite-lived intangible assets,
Instead, these assets must be reviewed annually (or mare
frequently under certain conditions) for impairment in accordance
with this statement. This impairment test uses a fair value
approach rather than the undiscounted cash flows approach previ-
ously required by SFAS No. 121. The goodwill impairment test
under SFAS No. 142 requires a two-step approach, which is
performed at the reporting unit level, as defined in SFAS No. 142.
Step one identifies potential impairments by comparing the fair
value of the reporting unit to its carrying amount. Step two, which
is only performed if there is a potential impairment, compares the
carrying amount of the reporting unit’s goodwill to its implied value,
as defined in SFAS No. 142. If the carrying amount of the reporting
unit’s goodwill exceeds the implied fair value of that goodwill, an
impairment loss is recognized for an amount equal to that excess.
The amortization of goodwill included in our investments in equity
investees will also no longer be recorded upen adoption of the new
rules. Intangible assets that do not have indefinite lives will
continue to be amortized over their useful lives and reviewed for
impairment in accordance with SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets.”

We will adopt SFAS No. 142 effective January 1, 2002. In accor-
dance with the standard, we are currently in the process of
performing the transitional goodwill impairment tests and evaluat-
ing the impact of these tests on our results of operations and
financial position. Any impairment resulting from our initial appii-
cation of the standard will be recorded as a cumulative effect of a
change in accounting principle as of January 1, 2002. We have
estimated the impact of no longer amortizing goodwill and intangi-
ble assets with indefinite lives, including wireless licenses, under
the new rules of SFAS No. 142 to be between approximately $.07
per share and $.14 per share. The range represents our continuing
analysis of intangible assets with indefinite lives and intangible
assets that do not have indefinite lives.

Asset Retirement QObligations

In June 2001, the FASB issued SFAS No. 143, “Accounting for
Asset Retirement Obligations.” This standard provides the
accounting for the cost of legal obligations associated with the
retirement of long-lived assets. SFAS No. 143 requires that
companies recognize the fair value of a liability for asset retire-
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ment obligations in the period in which the obligations are
incurred and capitalize that amount as a part of the book value of
the long-lived asset. That cost is then depreciated over the
remaining life of the underlying long-lived asset. We are required
to adopt SFAS No. 143 effective January 1, 2003. We are currently
evaluating the impact this new standard will have on our future
results of operations or financial position.

Impairment or Disposal of Long-Lived Assets

In August 2001, the FASB issued SFAS No. 144, This standard
supersedes SFAS No. 121 and the provisions of APB Opinion No.
30, “Reporting the Results of Operations-Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions™ with regard
to reporting the effects of a disposal of a segment of a business.
SFAS No. 144 establishes a single accounting model for assets to
be disposed of by sale and addresses several SFAS No. 121
implementation issues. We are required to adopt SFAS No. 144
effective January 1, 2002. We do not expect the impact of the
adoption of SFAS No. 144 to have a material effect on our results
of operations or financial position.

woreo

ACCOUNTING FOR THE IMPACT QF THE
SEPTEMBER 11, 2001 TERRORIST ATTACKS

The terrorist attacks on September 11th resulted in considerable
loss of life and property, as well as exacerbate weakening
economic conditions. Verizon was not spared any of these effects,
given our significant operations in New York and Washington, D.C.

The primary financial statement impact of the September 11th
terrorist attacks pertains to Verizon's plant, equipment and admin-
istrative office space located either in, or adjacent to the World
Trade Center complex, and the associated service restoration
efforts. During the period following September 11th, we focused
primarily on service restoration in the World Trade Center area and
incurred costs, net of estimated insurance recoveries, totaling
$285 million pretax ($172 million after-tax, or $.06 per diluted
share) as a result of the terrorist aitacks.

Verizon's insurance policies are limited to losses of $1 billion for
each occurrence and include a deductible of $1 million. As a
result, we accrued an estimated insurance recovery of approxi-
mately $400 million in 2001, of which approximately $130 million
has been received. The costs and estimated insurance recovery
were recorded in accordance with Emerging Issues Task Force
lssue No. 01-10, “Accounting for the Impact of the Terrorist
Attacks of September 11, 2001.”

COMPLETION OF MERGERS

On June 30, 2000, Bell Atlantic Corporation {Bell Atlantic) and
GTE Corporation (GTE) completed a merger under a definitive
merger agreement dated as of July 27, 1998. Upon closing of the
merger, the combined company began doing business as Verizon.
GTE shareowners received 1.22 shares of Bell Atlantic common

stock for each share of GTE common stock that they owned. The
merger qualified as a tax-free reorganization and has been
accounted for as a pocling-of-interests business combination.
Under this method of accounting, Bell Atlantic and GTE are
treated as if they had always been combined for accounting and
financial reporting purposes. As a result, we have restated our
consolidated financial statements for afl dates and periods prior to
the merger to reflect the combined resuits of Bell Atlantic and GTE
as of the beginning of the earliest period presented.

In addition to combining the separate historical resuits of Bell
Atlantic and GTE, the restated combined financial statements
include the adjustments necessary to conform accounting meth-
ods and presentation, to the extent that they were different, and to
eliminate significant intercompany transactions. The separate Bell
Atlantic and GTE results of operations for periods prior to the
merger were as follows:

{dollars in millions)

Three Months Ended Year Ended
March 31, December 31,
2000 1999
Operating Revenues (Unaudited)
Bell Atlantic $ 8,534 $ 33,174
GTE 6,100 25,336
Conforming adjustments,
reclassifications and eliminations (85} (316}
Accounting change (17} -
Combined $ 14,532 % 58,194
Net Income
Bell Atlantic $ 3 $ 4,202
GTE 807 4,033
Conforming adjustments,
reclassifications and eliminations 19 25
Accounting change {42} =
Combined $ 1,515 $§ 8,260

The following table summarizes the pretax charges incurred for
the Beli Atlantic-GTE merger. Amounts for 2001 and 2000 pertain
to the Bell Atlantic-GTE merger. Transition costs for 1999 pertain
to the Bell Atlantic-NYNEX Corporation (NYNEX) merger, which
was completed in August 1997.

{dollars in miliions)

Years Ended December 31, 2000 1999
Direct incremental Costs

Compensation arrangements $ - % 210 § -
Professional services - 161 -
Shareowner-related - 35 -
Registration, regulatory and cther - 66 -
Total Direct Incremental Costs - 472 -
Employee Severance Costs - 584 -
Transition Costs

Systems modifications 401 99 186
Branding 112 240 1
Rslocation, training and other 526 355 18
Total Transition Costs 1,039 684 205

Total Merger-Related Costs $ 1,039 $ 1,750 % 205
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= The foliowing table provides a reconciliation of the liabilities associated with Bell Atlantic-GTE merger-related costs, Belt Atlantic-NYNEX
merger-ralated costs and other charges and special items described below:

L

(dodlars in millons)

1999 2000 [ 2001 |
Asset Asset Asset
Beginning Write-offs Charged to Write-offs Write-offs
of Year Payments and Other End of Year Expense Payments and Other End of Year | Payments and Other End of Year
Merger-Related
Direct incremental costs $ 4 % 1 $ @ $ -] % 472 % (469) & - % il s @ 8 - & -
Employee severance costs 316 {35) (15) 266 584 (120) (68} 662 {310) 7 423
Other Initiatives
Video-related costs 6 2 4 - - - - - - - -
Write-down of fixed assets
and real estate
consolidation 23 3 {18) 2 - - (2} - - - -
Regulatory, tax and legal
contingencles, and
other special items 249 {4} (40) 205 - (14) {73} 118 - {10) 108
$ 598 $ (45 $ (BO) $473| $1.056 $ (603) 3 (143) $ 783 | $ (313 $ 61  $ 531

Merger-Related Costs

Direct Incremental Costs

Direct incremental costs refated to the Bell Atlantic-GTE merger of
$472 million ($378 million after-tax, or $.14 per diluted share)
include compensation, professional services and other costs.
Compensation includes retention payments to employees that
were contingent on the close of the merger and payments to
employees to satisfy contractual obligations triggered by the
change in control. Professional services include investment bank-
ing, legal, accounting, consulting and other advisory fees incurred
to obtain federal and state regulatory approvals and take other
actions necessary to complete the merger. Other includes costs
incurred to obtain shareholder approval of the merger, register
securities and communicate with shareholders, employees and
regulatory authorities regarding merger issues. All of the Bell
Atlantic-GTE merger direct incremental costs had been paid as of
December 31, 2001.

Employee Severance Costs

Employee severance costs related to the Bell Atlantic-GTE merger
of $584 million ($371 million after-tax, or $.14 per diluted share}, as
recorded under SFAS No. 112, “Employers’ Accounting for
Postemployment Benefits,” represent the benefit costs for the
separation of approximately 5,500 management employees who
were entitled to benefits under pre-existing separation plans, as
well as an accrual for ongoing SFAS No. 112 obligations for GTE
employees, Of these employess, approximately 5,200 were located
in the United States and approximately 300 were iocated at various
international locations. The separations either have or are expected
to occur as a result of consclidations and process enhancements
within our operating segments. Accrued postemployment benefit
liabilities for those employees are included in our consolidated
balance sheets as components of Other Current Liabilities and
Empioyee Benefit Obligations. As of December 31, 2001, a total of
approximately 5,400 employees have been separated with sever-
ance benefits in connection with the Bell Atlantic-GTE merger
severance program and ongoing severance plans.

Employee severance costs related to the Bell Atlantic-NYNEX
merger represented the benefit costs for the separation of approx-
imately 3,100 management employees who were entitied to
benefits under pre-existing separation pay plans. During 1999,
231 management employees were separated with severance
benefits. There were no Bell Atlantic-NYNEX merger-related sepa-
rations in 2000 and 2001. There was no remaining severance
liability under this program as of December 31, 2000.

Transition Costs

In addition to the direct incremental merger-related and severance
costs discussed above, we expect to incur a total of approxi-
mately $2 billion of transition costs related to the Bell Atlantic-GTE
merger and the formation of the wireless joint venture. These
costs will be incurred to integrate systems, consolidate real
estate, and relocate employees. They also include approximately
$500 million for advertising and other costs to establish the
Verizon brand. Transition costs related to the Bell Atlantic-GTE
merger and the formation of the wireless joint venture were $1,038
million ($578 million after taxes and minority interest, or $.21 per
diluted share) in 2001 and $694 million {$316 million after taxes
and rminority interest, or $.12 per diluted share} in 2000.

In connection with the Bell Atlantic-NYNEX merger, we recorded
transition costs similar in nature to the Bell Attantic-GTE merger
transition costs of $205 million ($126 million after-tax, or $.05 per
diluted share} in 1999,

Genuity

In accordance with the provisions of a Federal Communications
Commission (FCC) order approving the merger of Bell Atlantic and
GTE, in June 2000 Genuity Inc. (Genuity}, formerly a wholly owned
subsidiary of GTE, sold in a public offering 174 million of its Class
A common shares, representing 100% of Genuity's issued and
outstanding Class A common stock and 90.5% of its overall
voting equity. The issuance resulted in cash proceeds to Genuity
of $1.9 billion. GTE retained 100% of Genuity's Class B common
stock, which currently represents 8.2% of the voting equity in
Genuity and contains a contingent conversion feature.
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in accordance with provisions of the FCC order, the sale trans-
* ferred the majority ownership and controt of Genuity to the Class
A common stockholders and, accordingly, we deconsolidated our
investment in Genuity effective June 30, 2000. In addition to the
sale, we are also required to adhere to safeguards in the FCC's
order that prohibit us from exercising influence over Genuity's
operations. Therefore, we are accounting for our investment in
Genuity using the cost method.

The Class B common stock’s conversion rights are dependent on
the percentage of certain of Verizon's access lines that are
compliant with Section 271 of the Telecommunications Act of
1996 (Section 271). Under the FCC order, once we eliminate the
applicable Section 271 restrictions as to at least 50% of the
former Bell Attantic in-region access lines, we can transfer our
Class B common stock to a disposition trustee for sale to one or
mare third parties. If we eliminate the applicable Section 271
restrictions as to 100% of the former Bell Atlantic in-region access
lines, we can convert our Class B common stock into 800 million
shares of Genuity’s Class A common stock or Class C cormmon
stock, subject to the terms of the FCC corder. This conversion
feature expires if we do not eliminate the applicable Section 271
restrictions as to 100% of the former Bslt Atlantic in-region access
lines by the fifth anniversary of the Bell Atlantic-GTE merger,
subject to extension under certain circumstances, In addition, if
we eliminate Section 271 restrictions as to 95% of the former Bell
Atlantic in-region lines, we may require Genuity to reconfigure its
operations in one or more former Bell Atlantic in-region states
* where we have not eliminated those restrictions in order to bring
those operations into compliance with Section 271 under certain
circumstances. As of December 31, 2001, we have eliminated
Section 271 restrictions as to more than 50% of the former Bell
Attantic in-region access lines.

For further information refated to our investment in Genuity, see
Note 10.

NET ASSETS HELD FOR SALE

In December 2001, we agreed to sell Telecommunication Services
Inc. (TSH), for approximately $800 million. The transaction closed
on February 14, 2002,

During the third quarter of 2001, we announced that we were
exploring the sale of approximately 1.2 million switched telephone
access lines in Alabama, Kentucky and Missouri, and during the
quarter we committed to sell those access fines. In October 2001,
we agreed to sell all 675,000 of our access lines in Alabama and
Missouri to CenturyTel Inc. {CenturyTel) for $2.2 billion. The sale
must be approved by the Missouri public service commission, the
FCC and the U.S. Department of Justice (DOJ). The Alabama
public service commission approved the sale in December 2001,
We expect to close the sale and transfer our operations to
CenturyTel during the second half of 2002, Aiso in October 2001,
we agreed to sell approximately 600,000 access lines in Kentucky
to ALLTEL Corporation (ALLTEL) for $1.9 billion. The sale has
been approved by the Kentucky public service commission, and
remains subject to approval by the FCC ang the DO.J. We expect

Ll

to close the sale and transfer our operations to ALLTEL during the
second half of 2002. The net assets pertaining to those access
lines, principally piant, property and equipment of approximately
$1.2 billion, are classified in the consolidated batance sheets as
Net Assets Held for Sale as of December 31, 2001. At December
31, 2001, these access lines represent less than 2% of Verizon's
total switched access lines in service.
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SALES OF ASSETS, NET

During 2001, we recognized net losses in operations related to
sales of assets, impairments of assets held for sale and other
charges. During 2000 and 1999, we recognized net gains related
to sales of assets and impairments of assets held for sale. These
net gains and losses are summarized as follows:

{dollars in millions)
Years Ended
December 31, 2000 1899

Pretax After-tax Pratax Aftertax Pretax After-tax

Wirsline property

sales $ - % - $3051 %186 $ - % -
Wireless overlap

sales {92) (60) 1922 1,156 - -
Other, net {258) (166) (1,180) {1,025) 1,379 819

$ (350) $ (226) $3,793 $1987 51,379 $ 819

As required, gains on sales of wireless overlap properties that
occurred prior to the closing of the Bell Atlantic-GTE merger are
included in operating income and in the table above. Gains on
sales of significant wireless overlap properties that occurred after
the Bell Atlantic-GTE merger are classified as extraordinary items.
See Note 7 for gains on sales of significant wireless overlap prop-
erties subsequent to the Bell Atlantic-GTE merger.

Wireline Property Sales

During 1998, GTE committed to sell approximately 1.6 million
nonstrategic domestic access lines. During 2000, access line
sales generated combined cash proceeds of approximately
$4,903 million and $125 million in convertible preferred stock. The
pretax gain on the sales was $3,051 million ($1,856 million after-
tax, or $.68 per diluted share).

Wireless Overlap Sales

A DOJ consent decree issued on December 6, 1989 required GTE
Wireless, Bell Atlantic Mobile, Vodafone Group pic (Vodafone) and
PrimeGoe Communications (PrimeCo) to resclve a number of wire-
less market overlaps in order to complete the wireless joint
venture and the Bell Atlantic-GTE merger. As a resuit, during April
2000 we completed a transaction with ALLTEL that provided for
the exchange of former Bell Atlantic Moblle and GTE Wireless
markets for several of ALLTEL's wireless markets. These
exchanges were accounted for as purchase business combina-
tions and resulted in combined pretax gains of $1,922 million
($1,156 million after-tax, or $.42 per diluted share).

During 2001, we recorded a pretax gain of $80 million ($48 million
after-tax, or $.02 per diluted share) on the sale of the Cincinnati
market and a pretax loss of $172 million ($108 million after-tax, or
$.04 per diluted share) related to the sale of the Chicago market.
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Other Transactions

During 2001, we recorded charges totaling $258 million pretax
($166 million after-tax, or $.06 per diluted share) related to exiting
several businesses, including our video business and some leasing
activities.

During 2000, we recorded charges related to the write-down of
certain impaired assets and other charges of $1,180 million pretax
($1,025 million after-tax, or $.37 per diluted share), as follows:

{doftars in milions, except per share amounts)
Per diuted

Year Ended December 31, 2000 Pratax  After-tax shara

Alrfone and Video impairment $ 566 $ 362 $ 13
CLEC impairment 334 218 .08
Real estate consolidation and
other merger-rolated charges 220 142 .05
Deferred taxes on contribution to
the wireless joint vanture - 249 .08
Other, net 60 54 .02
$ 1,180 $ 1025 § 37

In connection with our decisions to exit the video business and
Airfone (a company involved in air-to-ground communications), in
the second quarter of 2000 we recorded an impairment charge to
reduce the carrying value of these investments to their estimated
net realizable vaiue.

The competitive local exchange carrier (CLEC) impairment primar-
ily relates to the revaluation of assets and the accrual of costs
pertaining to certain long-term contracts due to strategic changes
in our approach to offering bundled services both in and out of
franchise areas. The revised approach to providing such services
resulted, in part, from post-merger integration activities and acqui-
sitions.

The real estate consolidation and other merger-related charges
include the revaluation of assets and the accrual of costs to exit
leased facilities that are in excess of our needs as the resuit of
post-merger integration activities.

The deferred tax charge is non-cash and was recorded as the
result of the contribution in July 2000 of the GTE Wireless assets
to Verizon Wireless based on the differences between the book
and tax bases of assets contributed.

During 1999, we sold substantially all of GTE Government
Systems to General Dynamics Corporation for $1 billion in cash.
The pretax gain on the sale was $754 million ($445 million after-
tax, or $.16 per diluted share). In addition, during 1999, we
recorded a net pretax gain of $112 million ($66 million after-tax, or
$.02 per diluted share), primarily associated with the sale of the
remaining major division of GTE Government Systems to
DynCorp. The 1989 year-to-date net gains for asset sales also
include a pretax gain of $513 million ($308 million after-tax, or
$.11 per dituted share) associated with the merger of BC TELE-
COM Inc. (BC TELECOM} and TELUS Corporation during the first
quarter of 1989.

[NO) s
OTHER STRATEGIC ACTIONS

During the fourth quarter of 2001, we recorded a special charge of
$1,613 million ($1,001 million after-tax, or $.37 per diluted share}
primarily associated with employee severance costs and related
pension enhancements. The charge included severance and
related benefits of $765 million {$477 million after-tax, or $.18 per
diluted share), as recorded under SFAS No. 112, for the voluntary
and involuntary separation of approximately 10,000 employees. We
also included a charge of $848 million ($524 million after-tax, or
$.19 per diluted share) recorded in accordance with SFAS No. 88,
“Employers’ Accounting for Settlements and Curtaiiments of
Defined Benefit Pension Plans and for Termination Benefits,” which
includes pension enhancements of $813 million ($504 million after-
tax, or $.18 per diluted share) and pension settlement losses of
$35 milliors ($20 million after-tax, or $.01 per diluted share), relating
to lump sum settlements of some existing pension obligations.

In 2001, we recorded a pretax charge of $672 million ($663 million
after-tax, or $.24 per diluted share} primarily relating to our invest-
ment in CTl Holdings, S.A. (CTl), our cellular subsidiary in
Argentina. Given the current status of the Argentinean economy,
the recent devaluation of the Argentinean peso as well as future
economic prospects, including a worsening of the recession, we
recorded an estimated loss of $637 million (3637 million after-tax,
or $.23 per diluted sharej based on CTI's current financial position
and revised expected resuits of operations. This loss was an esti-
mation since the Argentinean economy deteriorated very rapidly
at year-end and is continuing to reflect instability. This estimated
ioss may not be sufficient when our assessment of the economic
impact on CT), as well as the structure and nature of our continu-
ing involvement in CT, is completed. We also recorded a loss of
$35 million ($26 million after-tax, or $.01 per diluted share} related
to international losses.

In 2000, we recorded a pretax charge of $50 million ($50 million
after-tax, or $.02 per diluted share) associated with our share of
costs incurred at two of our international equity investees to
complete employee separation programs.

Other charges and special items recorded during 2001 include
asset impairments related to property sales and facility consolida-
tion of $151 million ($95 million after-tax, or $.03 per diluted share).

Other charges and special items recorded during 2000 included
the write-off of our investment in NorthPoint Communications
Corp. (NorthPoint) of $155 million ($153 million after-tax, or $.06
per diluted share) as a result of the deterioration in NorthPaint's
business, operations and financial condition.

Other charges and special iterns in 2000 also included the cost of
disposing or abandoning redundant assets and discontinued
system development projects in connection with the Betl Atlantic-
GTE merger of $287 million ($175 million after-tax, or $.06 per
diluted share), regulatory settlements of $38 million ($61 million
after-tax, or $.02 per diluted share} and other asset write-downs of
$416 million ($290 million after-tax, or $.11 per dituted share).

During 1999, we recorded a special charge of $192 million ($119
million after-tax, or $.04 per diluted share) associated with
employee separation programs. The charge included separation
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and refated benefits such as outplacement and benefit continua-
tion costs for approximately 3,000 employees. The programs were
completed in early April 1999, as planned, consistent with the
original cost estimates.

ores

EXTRAORDINARY ITEMS

During 2001, we retired $726 million of debt prior to the stated
maturity date, resulting in a pretax extraordinary charge of $29
mitlion ($19 million after-tax, or $.01 per diluted share).

In June 2000, we entered into a series of definitive sale agree-
ments to resolve service area conflicts prohibited by FCC
regulations as & result of the Bell Atlantic-GTE merger (see Note
5). These agreements, which were pursuant to the consent decree
issued for the merger, enabled both the formation of Verizon
Wireless and the closing of the merger. Since the sales were
required pursuant to the consent decree and occurred after the
merger, the gains on sales were recorded net of taxes as
Extraordinary Items in the consolidated statements of income.

During the second half of 2000, we completed the sale of the
Richmond (former PrimeCo) wireless market to CFW
Communications Company in exchange for two wireless rural
service areas in Virginia and cash. The sale resulted in a pretax
gain of $184 million ($112 million after-tax, or $.04 per diluted
share). In addition, we completed the sales of the consolidated
markets in Washington and Texas and unconsolidated interests in
Texas {former GTE) to SBC Communications. The sales resulted in
a pretax gain of $886 million ($532 million after-tax, or $.19 per
diluted share). Also, we completed the sale of the San Diego
{former GTE) market to AT&T Wireless. The sale resulted in a
pretax gain of $304 million ($182 million after-tax, or $.07 per
diluted share}. In 2000, we also completed the sale of the Houston
{former PrimeCo) wireless overlap market to AT&T Wireless, result-
ing in a pretax gain of $350 million ($213 million after-tax, or $.08
per diluted share).

During 2000, we retired $190 million of debt prior to the stated
maturity date, resulting in a pretax extraordinary charge of $19
million {$12 million after-tax, or less than $.01 per diluted share).

During the first quarter of 1999, we repurchased $338 million of
high-coupon debt through a public tender offer prior to stated
maturity, resulting in a pretax extraordinary charge of $46 million
{$30 million after-tax, or $.01 per diluted share). During the second
quarter of 1999, we recorded a pretax extraordinary charge of $10
miliion {$6 million after-tax, or less than $.01 per dituted share)
associated with the early extinguishment of debentures of our
telephone subsidiaries.

NOTE 8
WIRELESS JOINT VENTURE

On April 3, 2000, Verizon and Vodafone consurnmated the previ-
ously announced agreement to combine LS, wireless and paging
cperations. Vodafone contributed its U.S. wireless operations,
including its interest in PrimeCo, to an existing Bell Atlantic part-
nership in exchange for a 65.1% economic interest in the
partnership. Bell Atlantic retained a 34.9% economic interest and
control pursuant to the terms of the partnership agreement, We
accounted for this transaction as a purchase business combina-
tion. The total consideration for the U.S, wireless operations of
Vodafone was approximately $34 billion, resulting in increases in
intangible assets of approximately $31 billion, minority interest of
approximately $21 billicn and debt of approximately $4 billion
included in the consclidated balance sheets. Since the acquisition
was effected through the issuance of partnership interests, the
$4,271 million after-tax gain on the transaction was reported as an
adjustment to contributed capital in accordance with our account-
ing policy for recording gains on the issuance of subsidiary stock.
The appraisal and the allocation of the purchase price to the
tangible and identifiable intangible assets were completed in the
fourth quarter of 2000, A substantial portion of the excess
purchase price over the tangible assets acquired was identified
with wireless licenses, which will be amortized over a period up to
40 years since they are renewable on an indefinite basis, and
therefore, have an indefinite fife. We are cumently evaluating the
appropriate accounting for our wireless licenses in connection
with our adoption of SFAS No. 142,

in July 2000, following the closing of the Bell Attantic-GTE merger,
interests in GTE's U.S. wireless operations were contributed to
Verizon Wireless in exchange for an increase in our economic
ownership interest to 55%. This transaction was accounted for as
a transfer of assets between entities under commeon controi and,
accordingly, was recorded at the net book value of the assets
confributed.

The foilowing represents Verizon's historical results for 1999
adjusted to include the wireless joint venture on a pro forma basis
comparable with 2000 results. No other pro forma adjustments
were made to the historicai results.

{dollars in millions, except per share amount)

Revenues $ 62504
Net income $ 8,101
Diluted earnings per common share $ 292

Under the terms of an investment agreement, Vodafone may
require us or Verizon Wireless to purchase up to $20 billion worth
of its interest in Verizon Wireless between 2003 and 2007 at its
then fair market value. The purchase of up to $10 billion may be
required during July 2003 or July 2004 and the remainder during
the foliowing years.
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MARKETABLE SECURITIES

We have investments in marketable securities, primarily common
stocks, which are considered “available-for-sale” under SFAS No.
115. These investments have been included in our consolidated
balance sheets in nvestments in Unconsolidated Businesses and
Other Assets.

Under SFAS No. 115, available-for-sale securities are required to
be carried at their fair value, with unrealized gains and losses (net
of income taxes) that are considered temporary in nature recorded
in Accumulated Other Comprehensive Loss. The fair values of our
investments in marketable securities are determined based on
market quotations.

The following table shows certain summarized information related
to our investrnents in marketable securities:

{dollars in milllons)

Gross Gross
Unrealized  Unrealized
Cost Gaing Losses Fair Value
At December 31, 2001
Investments in unconsolidated
businesses $1337 $ 578 $§ (80) $1.835
Other assets 243 26 - 269
$1580 $ 604 $ (80} $2,104
At December 31, 2000
investments in unconsolidated
businesses $ 4523 § 559 ${1,542) $ 3,546
Other assets 1,326 29 (241} 1,114

$ 5855 $ 588 $(1.783) $ 4,660

Prior to 2001, we considered the declines in the market values of
our marketable securities investments to be temporary, due prin-
cipally to the overall weakness in the securities markets as well as
telecommunications sector share prices. However, during 2001,
we recognized a pretax loss of $4,686 million ($3,607 million after-
tax, or $1.32 diluted loss per share) in Equity in Income (Loss)
From Unconsolidated Businesses in the consolidated statements
of income primarily relating to our investments in Cable & Wireless
plc (C&W), NTL Incorporated (NTL} and Metromedia Fiber
Network, Inc. {MFN}. We determined, through the evaluations
described in Note 1, that market value declines in these invest-
ments during 2001 were considered other than temporary. (See
Note 10 for more information on these and other of our invest-
ments in unconsclidated businesses.)

During 2000, we recognized a pretax gain of $3,088 million
($1,941 million after-tax, or $.71 per diluted share) related to the
restructuring of our equity investment in Cable & Wireless
Communications ple (CWC). In exchange for our equity invest-
ment in CWC, we received shares of C&W and NTL. In 2000, half
of our shares in MFN were restricted and carried at cost. In 2001,
those shares became unrestricted and all of our MFN shares were
recorded at fair value. (See Note 10.)

The unrealized gains on marketable securities at December 31,
20C1 and 2000 relate primarily to our investment in Telecom
Corporation of New Zeatand Limited (TCNZ).

Certain other investments in securities that we hold are not
adjusted to market values because those values are not readily
determinable and/or the securities are not marketable. We have,
however, adjusted the carrying values of these securities in situa-
tions where we believe declines in value below cost were other
than temporary. During 2001, we recognized a pretax loss of
$1,251 million {$1,251 million after-tax, or $.46 loss per diluted
share) in Equity in Income (Loss) From Unconsolidated
Businesses in the consolidated statements of income relating to
our investment in Genuity (see Note 10). The carrying values for
investments not adjusted to market value were $1,558 million at
December 31, 2001 and $3,071 million at December 31, 2000.

NO 0

INVESTMENTS IN UNCONSOLIDATED BUSINESSES

Our investments in unconsolidated businesses are comprised of
the following:

{dotiars in millions)
2601 20060

At Decambaer 31, Ownership Investment Ownership Investment
Eqully Investees
CANTV 285%$ 1,869 285%$ 1,901
Omnitel 23.1 1,574 2341 1,300
TELUS 23.7 1,363 22.0 1,258
TELPRI 40.0 446 40.0 427
Other Various 1,560 Various 1,622
Total equity investees §,812 6,508
Cost investees
Genuity 8.2 1,264 9.5 2,515
Caw 4.6 634 4.6 1,706
NTE 8.9 - 9.1 586
TCNZ 25 840 249 912
MFN 8.6 230 9.9 622
Other Various 422  Various 266
Total cost investees 3,990 6,607
Total $10,202 $13,115

Dividends received from investees amounted to $244 million in
2001, $215 million in 2000 and $336 million in 1999.

Equity Investees

CANTV

Compaiia Andnima Nacional Teléfonos de Venezuela (CANTV) is
the primary provider of local telephone service and national and
international long-distance service in Venezuela, CANTV also
provides wireless, Internet-access and directory advertising
services. At December 31, 2001 and 2000, our investment in
CANTV included unamortized goodwill, which is being amortized
on a straight-line basis over a period of 40 years, of $673 million
and $715 million, respectively.

In October 2001, shareholders of CANTV approved an extraordi-
nary dividend of approximately $550 million, to be paid in two
installments in December 2001 and March 2002, and a share
repurchase program of up to 15% of CANTV's shares, During
December 2001, we received approximately $167 million from the
repurchase program and $85 million in dividends.
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Omnitel

Omnitet Pronto ltalia S.p.A. {Omnitel) operates a cellular mobile
telephore network in Naly. Goodwill related to this investment
totals $995 million which is being amortized on a straight-line
basis over a period of 25 years. At December 31, 2001 and 2000,
remaining goodwill was approximately $703 million and $779
million, respectively.

TELUS

Prior to 1999, we had a 50.8% ownership interest in BC TELE-
COM, a fuli-service telecommunications provider in the province
of British Columbia, Ganada. On Janvary 31, 1999, BC TELE-
COM and TELUS Corporation merged to form TELUS
Corporation (TELUS). Our ownership interest in TELUS at the
time of the merger was approximately 26.7%. Accordingly, we
changed the accounting for our investment from consolidation to
the equity method effective January 1, 1999.

On Qctober 20, 2000, TELUS acquired 98.5% of Clearnet
Comrmunications Inc., a leading Canadian wireless company
through the issuance of non-voting TELUS shares, creating
Canada's largest wireless company in terms of annual revenue.
The issuance of additional TELUS shares diluted Verizon’s inter-
est in TELUS from 26.7% to approximately 22.0%.

At December 31, 2001 and 2000, our investmeant in TELUS
included unamortized goodwilt of $55 million and $345 million,
respectively, which we are amortizing on a straight-line basis over
a period of 20 years.

TELPR!

in March 1999, we completed our 40% investment in
Telecomunicaciones de Puerto Rico, Inc. (TELPRI}, which provides
iocal, wiretess, long-distance, paging, and Internet-acceass
services in Puerto Rico. At December 31, 2001 and 2000, cur
investment in TELPRI included unamortized goodwill, which is
being amortized on a straight-line basis over a period of 25 years,
of $206 million and $211 million, respectively.

On January 25, 2002, Verizon exercised its option to purchase an
additional 12% of TELPR! common stock, from PRTA Holdings
Corporation, an entity of the government of Puerto Rico. Verizon
obtained the option as part of the March 1999 TELPR! privatiza-
tion. We now hold 52% of TELPRI stock, up from 40%. As a result,
Verizon changed the accounting for its investmert in Puerto Rico
from equity method to full consolidation, effective January 1, 2002,

Other Equity Investees

We also have international wireless investments in the Czech
Republic, Slovakia, Greece, Taiwan and indonesia. These invest-
ments are in joint ventures to build and operate cellutar networks
in these countries. We also have an investment in a company in
the Philippines which provides telecommunications services in
some regions of that country. The remaining investments include
wireless partnerships in the U.S,, real estate partnerships, publish-
ing joint ventures, and several other domestic and international
joint ventures,

Cost Investees

Some of our cost investments are carried at their current market
value, principally our investment in TCNZ, as described beiow.
Other cost investments are carried at their original cost, except in
cases where we have determined that a decline in the estimated
market value of an investment is other than temporary as
described in Note 9.

Genuily

In June 2000, Genuity, which had formerly been a wholly-owned
subsidiary, issued common stock through an initial public offering.
As aresult, our common stock voting interest was reduced, and is
at a current level of 8.2%. As we no longer have the ability to
exercise significant influence over operating and financial policies
of Genuity, we changed the accounting for our investment from
full consolidation of its financial results to the cost method. The
FCC required the sale as a condition of the Bell Atlantic-GTE
merger (see Note 3).

Genuity’s revenues for the first six months of 2000, the period
prior to deconsoclidation, were $529 million and its net loss was
$281 miilion. Genuity’s revenues and net loss for the period from
July 1, 2000 to December 31, 2000 were $621 million and $513
million, respectively. For the year ended December 31, 2001,
Genuity's revenues and net loss were $1,221 million and $3,960
million respectively. Genuity’s results of operations after June 30,
2000 are not included in our results, consistent with the cost
method of accounting.

If, in the future, we meet the criteria necessary to exercise our
conversion right and regain control of Genuity, we would be
required by generally accepted accounting principles to restate
our financial results to include our share of Genuity's losses.

During 2001, we recorded a pretax charge of $1,251 million
($1,251 miliion after-tax, or $.46 per diluted share) related to our
cost investment in Genuity. The charge was necessary because
we determined that the dectine in the estimated fair value of
Genuity was other than temporary. Our investment in Genuity is
not considered a marketable security given its unique characteris-
tics and the associated contingent conversion right (see Note 3
for additional information). However, we estimated fair value
based on the number of shares of Genuity we would own, assum-
ing the exercise of the contingent conversion right, and the market
value of Genuity common stock.

C&W /NTL

Prior to 2000, we transferred our interests in cable television and
telecommunications operations in the United Kingdom to CWC in
exchange for an 18.5% ownership interest in CWC, an interna-
tional telecommunications service provider. In May 2000, CAW,
NTL and CWC completed a restructuring of CWC. Under the
terms of the restructuring, CWGC's consumer cable telephone, tele-
vision and Internet operations were separated from its corporate,
business, Internet protocol and wholesale operations. Once sepa-
rated, the consumer operations were acquired by NTL and the
other operations were acquired by C&W. In connection with the
restructuring, we, as a shareholder in CWC, received shares in the
two acquiring companies, representing approximately 9.1% of the
NTL shares outstanding at the time and approximatety 4.6% of
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the C&W shares outstanding at the time. Based on this level of
ownership, our investments in NTL and C&W are accounted for
under the cost method. See Note 9 for information regarding a
gain on the restructuring of CWGC and declines in market value
considered other than temporary.

TCNZ

TCNZ is the principal provider of telecommunications services in
New Zealand. in 1998, we issued $2,455 million of 5.75% senior
exchangeable notes due on April 1, 2003, The notes were
exchangeable into 437.1 million ordinary shares of TCNZ stock at
the option of the holder, beginning September 1, 1998. As of
December 31, 2001, $8,000 in principal amocunt of notes has
been delivered for exchange. See Note 14 for additional informa-
tion on the TCNZ exchangeable notes.

Agreement with MFN

On March 8, 2000, we invested approximately $1.7 billion in MFN,
a domestic and international provider of dedicated fiber optic
networks in major metropolitan markets. This investrment included
$715 million to acquire approximately 9.5% of the equity of MFN
through the purchase of newly issued shares at $14 per share
(after two-for-one stock splif). We also purchased approximatety
$975 million in subordinated debt securities convertible at our
option, upon receipt of necessary government approvals, into
MFN comman stock at a conversion price of $17 per share (after
two-for-one stock split) or an additional 9.6% of the equity of
MFN. This investment completed a portion of ocur previously
announced agreement, as amended, with MFN, which included
the acquisition of approximately $350 million of long-term
capacity on MFN’s fiber optic networks, beginning in 1999
through 2002. Of the $350 millior, $35 million was paid in
November 1939, $105 million was paid in October 2000 and $95
million was paid in 2001, However, in 2001 we renegotiated
several significant terms of our MFN investment and commit-
ments, in connection with a new financing arrangement. We
purchased an additional $50 million of subordinated convertible
notes, that are convertible into MFN common stock at a conver-
sion price of $.53 per share. This new financing arrangement also
repriced $500 million of the subordinated convertible notes
purchased in 2000 at a conversion price of $3 per share (from
$17 per share). Furthermore, the remaining obligations under the
jong-term capacity agreement of $115 million will be satisfied
through purchases in the amount of $90 million in 2002, $10
million in 2003 and 2004, and $5 million in 2005. See Note 9 for
information regarding declines in market value considered other
than temporary.

Other Cost Investees

Other cost investments include a variety of domestic and interna-
tional investments primarily involved in providing
telecommunication services.

lNotes |

MINGCRITY INTEREST

Mincrity interests in equity of subsidiaries were as follows;

{dollars in millions)

At December 31, 2000

Minority interests in consolidated subsidiaries:
Wireless joint venture (see Note 8) $ 21,243 $ 20,894
Celular partnerships and other 320 489
lusacell (39.4% and 37.2%) 234 132
CTl Hoidings, S.A. (65.3% and 59.5%) 124 103
Preferred securities issued by subsidiaries 219 212
$ 22,149 $ 21,830

lusacel!

lusacell is a wireless telecommunications company in Mexico.
Since we control its board of directors, we consolidate lusacell.
Through March 2001, Peralta Group was anocther large shareholder
of lusacell. Under an agreement dated February 22, 1999, the
Peraita Group could have required us to purchase from it approxi-
mately 517 million lusacell shares for $.75 per share, or
approximately $388 million in the aggregate, by giving notice of
exercise between November 15 and December 15, 2001. However,
in April 2001, Peralta Group sold its 34.5% interest in lusacell to
Vodafone and is no longer a principal shareholder, which invali-
dated the share agreements we had with the Peralta Group.

In Novemnber 2001, lusaceli completed a $100 million rights offer-
ing to holders of outstanding stock. We purchased a prorata
interest for $37.2 million, Vodafone purchased a prorata interest
for $34.5 million and the public purchased $18.9 million. Verizon
purchased the additional shares the public elected not to
purchase for $9.4 million. As a result of this transaction, our
ownership percentage in lusacell increased to 39.4% in 2001.

cTi

CTI provides wireless services in Argentina. During 2001, we
purchased additional equity in CTI through equity contributions,
which increased our ownership percentage to 65.3%. See Note 6
for additional information pertaining to a charge recorded in 2001
relating to our interest in CTI.

P

PLANT, PROPERTY AND EQUIPMENT

The following table displays the details of plant, property and
equipment, which is stated at cost:

{dollars in millions)

At December 31, 2000
Land $ B850 $ 805
Buildings and equipment 13,285 12,258
Network equipment 132,035 124,779
Furniture, office and data processing equipment 15,568 12,720
Work in progress 1,970 2,480
Leasehold improvements 1,516 1,563
Other 4,362 4,352

169,586 188,957
Accumulated depreciation {95,167) (89,453)
Total $ 74,419 § 69,504
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LEASING ARRANGEMENTS

As Lessor

We are the lessor in leveraged and direct financing lease agree-
ments under which commercial aircraft and power generating
facilities, which comprise the majority of the portfolio, along with
industrial equiprment, real estate property, telecommunications
and other equipment are leased for remaining terms of 1 to 46
years as of December 31, 2001. Minimum lease payments receiv-
able represent unpaid rentals, less principal and interest on
third-party nonrecourse debt relating to leveraged lease transac-
tions. Since we have no general liability for this debt, which holds
a senlor security inferest in the leased equipment and rentals, the
related principal and interest have been offset against the mini-
mum lease payments receivable in accordance with generally
accepted accounting principles. All recourse debt is reflected in
our consolidated balance shests.

Finance lease receivables, which are included in Prepaid Expenses and Other and Other Assets in our consolidated batance sheets are
comprised of the following:
(dollars in millions)

At December 31, 2000

Direct Direct

Leveraged Finance Leveraged Financa
Leases Leases Total Leases Leases Total
Minirum lease payments receivable $ 3,645 $ a2 $ 3,986 $ 3825 $ 437 $ 4,082
Estimated residual value 2,499 42 2,541 2,459 53 2,512
Uneared income (2,355) (47) (2,402} (2,374} (66) (2,440)
$ 3,789 $ 316 4,105 $ 3710 $ 424 4,134
Allowance for doubtful accounts (63} {46)
Finance lease receivables, net $ 4,052 $ 4,088
Current $ [ $ 126
Nonhcutrent $ 3981 $ 23,962

Accumulated deferred taxes arising from leveraged leases, which are included in Deferred Income Taxes, amounted to $3,079 million at
December 31, 2001 and $2,942 million at December 31, 2000.

As Lessor
The following table is a summary of the components of income
from leveraged leases:

{(dollars in millions)

Years Ended December 31, 2000 1999
Pretax lease income $ 64 $ 135 & 138
incorna tax axpense /(benefit) 32 46 49
Investment tax credits 3 3 2

The future minimum lease payments to be received from noncance-
lable ieases, net of nonrecourse loan payments related to leveraged
and direct financing leases in excess of debt service requirements,
for the pericds shown at December 31, 2001, are as follows:

(dollars in millions)

Years Capital Leases Operating Leases
2002 $ 192 $ 44
2003 155 3
2004 123 27
2005 145 23
2006 97 20
Thereafter 3,254 62
Total $ 3,966 $ 207

47
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As Lessee

We lease certain facilities and equipment for use in our operations
under both capital and operating leases. Total rent expense under
operating leases amounted to $1,282 million in 2001, $1,052
million in 2000 and $1,008 million in 1999.

Capital lease amounts included in plant, property and equipment
are as follows:

{doliars in millions)

At December 31, 2000
Capital leases $ 482 $ 283
Accumulated amortization {263) (165)
Total $ 219 $ 118

The aggregate minimum rental commitments under noncancelable
{eases for the periods shown at December 31, 2001, are as follows:

(dollars in millions)

Years Capital L eases Operating Leases
2002 E: 71 ] 723
2003 67 655
2004 84 612
2005 29 566
2006 23 695
Thereafter 99 2,226
Total minimum rental commitments 373 $ 5477
Less interest and executory costs (94)

Present value of minimum lease payments 279

Less current instaliments (50)

Long-term obligation at December 31,2001 § 229

As of December 31, 2001, the total minimum sublease rentais to
be received in the future under noncancelable operating and capi-
tal subleases were $187 million and $6 million, respectively.

O :
DEBT

Debt Maturing Within One Year
Debt maturing within one year is as follows:

{dollars in millions)

At December 31, 2000
Notes payable
Commercizl paper $ 12,781 $ 12,659
Bank loans 39 151
Short-term notes 12 209
Long-term debt maturing within one year 5,837 1,819
TFotal debt maturing within one year $ 18,869 $ 14,838
Weighted-average interest rates for
notes payable outstanding at year-end 21% 6.5%

Capital expenditures (prirmarily construction of telephone plant)
are partially financed, pending long-term financing, through bank
loans and the issuance of commercial paper payable within 12
months.

At December 31, 2001, we had approximately $7.9 hillion of
unused bank lines of credit. Certain of these lines of credit contain
requirements for the payment of commitment fees.

Assets of lusacell and CTI, totaling approximately $1,427 million
and $747 million, respectively, at December 31, 2001, are subject
to lien under credit facilities with certain bank lenders, equipment
suppliers and other financial institutions.
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Long-Term Debt
Outstanding long-term debt obligations are as follows:

(doflars in millions)

At December 31, Interest Rates % Maturities 2000
Notes payable 193 - 1875 2002- 2030 $ 18377 $ 10667
Tetephone subsidiaries — debentures and first/refunding mortgage bonds 2.00 - 7.00 2002- 2041 11,408 9,574
713 - 7175 2002- 2033 3,580 3,990
7.86 - 987 2009- 2031 2,383 2,817
Other subsidiaries - debentures and other 6.36 - 14.00 2002- 2028 5,062 5,558
Zerc-coupon convertible notes, net of unamortized discount of $2,386 3.0% yield 2021 3,056 -
Employse stock ownership plan loans:
GTE guaranteed obligations 9.73 2005 311 388
NYNEX debentures 955 2010 230 256
Capital lease obligations {average rate 9.4% and 9.4%)
and cther lease-related debt {average rate 4.8% and 4.8%) 1,392 1,337
Exchangeable notes, net of unamortized discount of $146 and $180 4258 - 575 2003 - 2005 5,744 5,710
Revolving loans expected to be refinanced on a long-term basis 6.86 - 4120
Property sale holdbacks held in escrow and other 486 - 6.00 2002- 2003 39 13
Unamortized discount, net of premium {98) {120)
Total long-term debt, including current maturities 51,494 44,310
Less maturing within one year {5,837 {1,819)
Total iong-term debt $ 45,657 $ 42,491

Telephone Subsidiaries’ Debt

The telephone subsidiaries’ debentures outstanding at December
31, 2001 include $1,542 million that are callable. The call prices
range from 100% to 106% of face value, depending upon the
remaining term to maturity of the issue. All of ‘our refunding mort-
gage bonds of $305 million are also callable as of December 31,
2001. Qur first mortgage bonds also include $18 million that are
catlable as of December 31, 2001. Also, our notes payable
includes a senior note of $11 million that is callable as of
December 31, 2001. The call price for this security is 101.4% of
face value. Of this total callable amount of $1,876 million,
$1,536 million was called subsequent to December 31, 2001. In
addition, our telephone subsidiaries’ long-term debt includes
$350 million that will become redeemable in 2002 at the option
of the holders. The redemption prices will be 100.0% of face
value plus accrued interest. Refunding mortgage bonds and
first mortgage bonds of $636 million are secured by certain
telephone operations assets.

Zero-Coupon Convertible Notes

In May 2001, Verizon Global Funding Corp. (Verizon Global
Funding) issued approximately $5.4 billion in principal amount at
maturity of zero-coupon convertible notes due 2021, resulting in
gross proceeds of approximately $3 billion. The notes are convert-
ible into shares of our common stock at an initial price of $69.50
per share if the closing price of Verizon common stock on the
New York Stock Exchange exceeds specified levels or in other
specified circumstances. The conversion price increases by at
least 3% a year. The initial conversion price represents a 25%
premium over the May 8, 2001 closing price of $55.60 per share.

There are no scheduled cash interest payments associated with
49

the notes. The zero-coupon convertible notes are callable by
Verizon Global Funding on or after May 15, 2006. In addition, the
notes are redeemable at the option of the holders on May 15th in
each of the years 2004, 2006, 2011 and 2016.

Exchangeable Notes

In 1998, Verizon Global Funding issued $2,455 miltion of 5.75%
senior exchangeable notes due on Aprit 1, 2003 (TCNZ exchange-
able notes). The TCNZ exchangeable notes are exchangeable into
437.1 million ordinary shares of TCNZ stock at the option of the
holder, beginning on September 1, 1993, The exchange price was
established at a 20% premium to the TCNZ share price at the
pricing date of the offering. Upon exchange by investors, we
retain the option fo settle in cash or by delivery of TCNZ shares.
During the period from Aprii 1, 2001 to March 31, 2002, the TCNZ
exchangeable notes are callable at our option at 102.3% of the
principal amount and, thereafter and prior to maturity at 101.15%.
As of December 31, 2001, $8,000 in principal amount of notes has
been delivered for exchange.

Also in 1998, Verizon Global Funding issued $3,180 million of
4.25% senior exchangeable notes due on September 15, 2005
(CWC exchangeable notes). When issued, the CWC exchangeable
notes were exchangeable into 277.6 million ordinary shares of
CWC stock at the option of the holder beginning on July 1, 2002,
The exchange price was established at a 28% premium to the
CWC share price at the pricing date of the offering. The CWC
exchangeable notes were issued at a discount, and as of
December 31, 2001 and December 31, 2000, the notes had a
carrying value of $3,289 million and $3,255 million, respectively. In
connection with a restructuring of CWC described in Note 10, the
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CWC exchangeable notes are now exchangeable into 128.4
million shares of C&W and 24.5 million shares of NTL. The CWC
exchangeable notes are redeemable at our option, beginning
September 15, 2002, at escalating prices from 104.2% to 108.0%
of the principal amount. If the CWC exchangeable notes are not
called or exchanged prior to maturity, they will be redeemable at
108.0% of the principal amount at that time.

The TCNZ exchangeable notes are indexed to the fair market
value of the TCNZ common stock and the CWC exchangeable
notes are indexed to the fair market value of the C3W and NTL
common stock. If the price of the shares exceeds the exchange
price established at the offering date, a mark-to-market adjust-
ment is recorded, recognizing an increase in the carrying value of
the debt obligation and a charge to income. If the price of the
shares subsequently declines, the debt obligation is reduced {but
not to less than the amortized carrying value of the notes).

At December 31, 2001 and 2000, the exchange price exceeded
the combined value of the C&W and NTL share prices, resulting in
the notes recorded at their amortized carrying value with no mark-
to-market adjustments. The decrease in the debt obligation since
December 31, 1999 of $664 million was recorded as an increase
to income in 2000 ($431 million after-tax, or $.16 per diluted
share). For 1999, the CWC share price exceeded the exchange
price and we recorded an increase in the carrying value of the
CWC exchangeable notes of $664 million and a corresponding
charge to income ($432 million after-tax, or $.16 per diluted
share). As of December 31, 2001, we have recorded no mark-to-
market adjustments for the TCNZ exchangeable notes.

Support Agreements

Al of Verizon Global Funding’s debt has the benefit of Support
Agreements between us and Verizon Global Funding, which guar-
antee payment of interest, premium (if any} and principal
outstanding should Verizon Global Funding fail to pay. The holders
of Verizon Global Funding debt do not have recourse to the stock
or assets of most of our telephone operations or TCNZ; however,
they do have recourse to dividends paid to us by any of our
consolidated subsidiaries as well as assets not covered by the
exclusion. Verizon Global Funding's long-term debt, including
current portion, aggregated $19,591 million at December 31,
2001. The carrying value of the available assets reflected in our
consolidated financial statements was approximately $66.0 billion
at December 31, 2001.

Refinancing of Short-Term Debt

As of December 31, 2000, Verizon had the ability and intent to
extend $4,120 million of short-term revolving loans beyond one
year. Consequently, this debt was reclassified to Long-Term Debt
in the consolidated balance sheets. As of December 31, 2001,
these revolving foans have been replaced with other floating and
fixed rate long-term debt.

Maturities of Long-Term Debt

Maturities of long-term debt outstanding at December 31, 2001
are $5.8 billion in 2002, $6.0 billion in 2003, $5.4 billion in 2004,
$5.8 billion in 2005, $4.3 billion in 2006 and $24.2 billion there-
after. These amounts include the redeemable debt at the earliest
redemption dates.

FINANCIAL INSTRUMENTS

Derivatives - Effective January 1, 2001

We adopted the provisions of SFAS No. 133 effective January 1,
2001. The initial impact of adoption of SFAS No. 133 on our
consolidated financial statements was recorded as a cumulative
effect of an accounting change resulting in a charge of $182
million to current earnings and income of $110 million to other
comprehensive incorme (loss). The recognition of assets and liabili-
ties was immaterial to our financial position. The ongoing effect of
SFAS No. 133 on our consolidated financial statements wilt be
determined each quarter by several factors, including the specific
hedging instruments in place and their relationships to hedged
items, as well as market conditions at the end of each period, For
the year ended December 31, 2001, we recorded a charge to
current earnings of $182 million and a loss of $43 million to other
comprehensive income {loss).

Interest Rate Risk Management

We have entered into domestic interest rate swaps, to achieve a
targeted mix of fixed and variable rate debt, where we principally
receive fixed rates and pay variable rates based on LIBOR. These
swaps hedge against changes in the fair value of our debt portfo-
lio. We record the interest rate swaps at fair value in our balance
sheet as assets and liabilities and adjust debt for the change in its
fair value due to changes in interest rates. The ineffective portions
of these hedges at January 1, 2001 and December 31, 2001 were
immaterial to our operating results.

Foreign Exchange Risk Management

Our foreign exchange risk management includes the use of
foreign currency forward contracts and cross currency interest
rate swaps with foreign currency forwards. These contracts are
typically used to hedge short-term foreign currency transactions
and commitments, or to offset foreign exchange gains or losses
on the foreign currency obligations and are designated as cash
flow hedges. The contracts have maturities ranging from approxi-
mately one month to four years. We record these contracts at fair
value as assets or liabilities and the related gains or losses are
deferred in shareowners’ investment as a component of other
comprehensive income {foss). We have recorded $43 miltion in
other comprehensive losses at December 31, 2001.

Other Derivatives

Conversion Option

in 2001 and 2000, we invested a total of approximately $1.7 billion
in MFN (see Note 10 for additional information), including $1,025
million in convertible debt securities. The conversion options on
the MFN debt securities have, as their underlying risk, changes in
the MFN stock price, This risk is not clearly and closely related to
the change in interest rate risk underlying the debt securities.
Under SFAS No. 133 we are required to separate the conversion
options, considered embedded derivatives, from the debt securi-
ties in order to account for changes in the fair value of the
conversion options separately from changes in the fair value of the
debt securities. The debt securities will retain their classification
as avallable-for-sale with any temporary changes to fair value
being recorded to other comprehensive income {loss). The fair
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# value of the conversion options are recognized as assets in our

£

balance sheet and we record the mark-to-market adjustment in
current earnings. The fair value of the debt securities and the
conversion options are recorded in Investments in Unconsolidated
Businesses in the consolidated balance sheets.

A net charge of $186 million related to the conversion options was
included as part of the cumulative effect of the accounting change
recorded on January 1, 2001. A net charge of $163 million was
recorded as a mark-to-market adjustment for the year ended
December 31, 2001. As of December 31, 2001, the value of the
conversion options on our consolidated balance sheet is approxi-
mately $48 million.

Warrants

On October 10, 2000, we received warrants giving us the right to
obtain 3.1 million shares of Interland, Inc. common stock for an
exercise price of $18 per share in association with an agreement
to purchase an ownership interest in a business. SFAS No. 133
requires that these warrants be recorded at fair value in the
balance sheet with mark-to-market adjustments recorded in
current earnings. A gain of $3 million was recorded as the cumuia-
tive effect of an accounting change on January 1, 2001 and a $2
million charge was recorded for the year ended December 31,
2001 as a mark-to-market adjustment.

Call Options

We previously entered into several long-term call options on our
common stock {0 hedge our exposure to compensation expense
related to stock-based compensation. Prior to the adoption of
SFAS No. 133, we recognized gains and losses in current earmn-
ings based on changes in the intrinsic values of the options
caused by changes in the underlying stock price. SFAS No. 133
requires that we record the fair value of the options as assets and
recognize the mark-to-market adjustments as gains or losses in
current earnings. As such, we included income of $3 million as
part of the cumulative effect of an accounting change on January
1, 2001 and recorded a charge of $13 miliion as a mark-to-rmarket
adjustment for the year ended December 31, 2001.

Japanese Leveraged Leases

We previously entered into several long-term foreign currency
forward contracts to offset foreign exchange gains or losses asso-
ciated with Japanese yen denominated capitalized lease
payments. In accordance with SFAS No. 133, these contracts
were designated as effective cash flow hedges; however, late in
2000, we sold a location which held some of the capital leased
assets. The assets and corresponding capital lease obligations
were transferred to the purchaser as part of the sale. The forward
contracts associated with the sold assets no longer qualify for
hedge accounting under SFAS No. 133, and are recorded at fair
value with mark-to-market adjustments recognized in current
earnings. We recorded a charge of $4 million as part of the cumu-
lative effect of an accounting change on January 1, 2001 and
recorded a charge of $4 million in mark-to-market adjustment for
the year ended December 31, 2001, We have recorded $2 million
in other comprehensive losses at December 31, 2001 for the
contracts designated as effective cash flow hedges.

51

Derivatives - Prior to January 1, 2001

Prior to January 1, 2001, we applied several accounting principles
pertaining to our Investments in derivatives, which have been
superseded by SFAS No, 133. The table that follows provides
additional information about our risk management in accordance
with those principles. The notional amounts shown were used to
calculate interest payments, foreign currencies and stock to be
exchanged. These amounts were not actually paid or received,
nor were they a measure of our potential gains or losses from
market risks. They did not represent our exposure in the event of
nonperformance by a counterparty or our future cash require-
ments. Our financial instruments were grouped based on the
nature of the hedging activity.

(dollars in millions)

Notional Weighted-Average Rate

At December 31, 2000 Amount Maturities  Receive Pay
Interest Rate Swap

Agreements
Pay fixed § 270 2001-2005 Various 6.3%
Pay variable $ 901 2001-2007 7.0% Various
Foreign Currency

Contracts $ 613 2001-2005
Interest Rate Cap/Floor

Agreements $ 147 2001-2002
Basis Swap Agreements $ 1,001 2003-2004
Call Options on

Common Stock $ 80 2001-2006

Interest Rate Risk Management

Interest rate swap agreements, which sometimes incorporated
options and interest rate caps and floors were ali used to adjust
the interest rate profile of our debt portfolio and allowed us to
achieve a targeted mix of fixed and variable rate debt. We entered
into domestic interest rate swaps, where we principally paid ftoat-
ing rates and received fixed rates, as indicated in the previous
table, primarily based on six-month LIBOR. At December 31,
2000, the six-month LIBOR was 6.2%.

Foreign Exchange Risk Management

Our foreign exchange risk management included the use of
foreign currency forward contracts, options and foreign currency
swaps. Forward contracts and options called for the saie or
purchase, or the option to sell or purchase, certain foreign curren-
cies on a specified future date. These contracts were typically
used to hedge short-term foreign currency transactions and
commitments, or to offset foreign exchange gains or losses on the
foreign currency obligations. The contracts cutstanding at
December 31, 2000 had maturities ranging from approximately
ane month to four years.

Our net equity position in unconsclidated foreign businesses as
reported in our consalidated balance sheets totaled $5,386 million
at December 31, 2000. Our most significant investments at
December 31, 2000 had operations in ltaly, Venezuela and Canada.
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Our equity income is subject to exchange rate fluctuations when
our equity investees have balances denominated in currencies
other than the investees’ functional currency. We recognized
losses of $2 milliors in 2000 and $9 million in 1999 related to such
fluctuations in Equity in Income (Loss) from Unconsolidated
Businesses. In 2000, our consolidated subsidiaries recognized a
net loss of $23 million related to balances denominated in curren-
cies other than their functional currencies. Our consolidated
subsidiaries recognized a net gain of $14 million in 1999, primarily
due to a $15 million gain recognized by lusacell related to
balances denominated in a currency other than its functional
currency, the Mexican peso.

We continually monitor the relationship between gains and losses
recognized on all of our foreign currency contracts and on the
underlying transactions being hedged to mitigate market risk.

Concentrations of Credit Risk

Financial instruments that subject us to concentrations of credit
risk consist primarily of temporary cash investments, short-term
and long-term investments, trade receivables, certain notes
receivable, preferred stock, and derivative contracts. Our policy
is to place our temporary cash investments with major financial
institutions. Counterparties to our derivative contracts are also
major financial institutions and organized exchanges. The finan-
cial institutions have ail been accorded high ratings by primary
rating agencies. We limit the dollar amount of contracts entered
into with any one financial institution and monitor our counter-
parties’ credit ratings. We generally do not give or receive
coltateral on swap agreements due to our credit 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 trans-
actions to have a material effect on our results of operations or
financial condition.

Fair Values of Financial Instruments
The tables that follow provide additional information about our
material financial instruments;

Financial Instrument

Valuation Method

Cash and cash equivalents and
short-tarm investments

Short- and long-term debt
(excluding capital leases and
exchangeable notes)

Exchangeable notes

Cast investments in unconsolidated
businesses and notes receivable

Carrying amounts

Market quotes for similar terms and
maturities or future cash flows
discounted at current rates

Market quotes

Future cash flows discounted at
current rates, market quotes for
simiar instruments or other
valuation models

(dollars in milifons)

2000

Carrying Fair  Camying Fair

At Dacamber 31, Amount Value Armount Value

Short- and fong-term debt $58,303 $58613 $51475 $51,180

Exchangeable notes 5,744 5678 5710 5,694
Cost investrnents in

uhconsolidated businesses 3,390 3,390 6,607 6,607

Notes receivable, net 1,299 1,299 1,395 1,393

The decrease in our cost investments in unconsolidated busi-
nesses resulted primarily from declines in the market values of
our investments in Genuity, C&W, NTL and MFN, as previously
discussed.

P C) 3
SHAREOWNERS' INVESTMENT

Our certificate of incorporation provides authority for the issuance
of up to 250 million shares of Series Preferred Stock, $.10 par
value, in one or more series, with such designations, preferences,
rights, gualifications, limitations and restrictions as the Board of
Directors may determine.

We are authorized to issue up to 4.25 billion shares of common
stock.

Common Stock Buyback Program

On March 1, 2000, our Board of Directors authorized a new two-
year share buyback program through which we may repurchase
up to 80 million shares of common stock in the open market, As
of December 31, 2001, we had repurchased 35.5 million shares
principally under this program. The Board of Directors also
rescinded a previous authorization to repurchase up to $1.4 billion
in Verizon shares. On January 24, 2002, our Board of Directors
approved the extension of the stock repurchase program to the
earlier of the date on which the aggregate number of shares
purchased under the program after March 1, 2000 reaches 80
million shares, or the close of business on February 29, 2004. All
other terms of the prior resolutions dated March 1, 2000 remain in
full force and effect.
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EARNINGS PER SHARE

The following table is a reconciliation of the numerators and
denominators used in computing earnings per share:

{dollars and shares in millions, except per share amounts)
Years Ended December 31, 2001 2000 1999

Net Income Available To
Common Shareowners
income betors extraordinary items and

cumulative effect of accountingchange & 580 $ 10810 $ 8,296

Redemption of subsidiary

preferred stock - (10 -
Income available to common

shareowners™ 580 10,800 8,296
Extraordinary items, net (19} 1,027 (36)
Cumulative effect of accounting

change, net {182} {40 -
Net income available to

common shareowners” $ 389 & 11,787 § 8,260
Basic Earnings (Loss) Per

Common Share
Weighted-average shares outstanding 2,710 2,713 2,739
Income before extraordinary items and

cumulative effect of accounting change $ 22 § 398 § 303
Extraordinary items, net {.01) .37 (.01}
Cumuiative effect of accounting

changse, net {.07) {.01} -
Net income $ 14 5 434 § 302
Diluted Earnings (Loss) Per

Common Share
Waeighted-average shares outstanding 2,710 2,713 2,739
Eftect of dilutive securities 20 24 38
Weighted-average shares — diluted 2,730 2,737 2,777
Income before extraordinary items and

cumulative effect of accounting change $ 22 § 395 § 298
Extraordinary items, net {.01) 37 .01)
Cumulative effect of accounting

change, net {-07) (01) -
Net income $ 14 $ 431 $ 2.97

* Ingome and Net income available to common shareowners Is the same for
purposes of calculating basic and dituted earnings per share.

Certain outstanding options to purchase shares were not inciuded
in the computation of diluted sarnings per common share
because to do so would have been anti-dilutive for the period,
including approximately 115.7 million shares during 2001, 85.3
million shares during 2000 and .3 million shares during 1999.

N oY 3
STOCK INCENTIVE PLANS

We have stock-based compensation plans, which permit the
issuance of stock-based instruments, including fixed stock
options, performance-based shares, restricted stock and phan-
tom shares. We recognize no compensaticn expense for our fixed
stock option plans. Compensation expense charged to income for
our performance-based share plans was $66 million in 2001, $101
million in 2000, and $61 million in 1999. If we had elected to
recognize compensation expense based on the fair value at the
date of grant for the fixed and performance-based plan awards
consistent with the provisions of SFAS No. 123, net income and
earnings per share would have been changed to the pro forma
amounts below:

{deoltars in millions, except per share amournts)

Years Ended December 31, 2001 2000 1999

Net income (loss) available

to common shareowners  Asreported $ 389 § 11,787 $ 8,260

Pro forma {109) 11,445 8,075

Diluted earnings
{loss) per share Asreported $ 4% 431§ 297
Pro forma {.04) 4,19 2.9

We determined the pro forma amounts using the Black-Scholes
option-pricing model based on the following weighted-average
assumptions:

2000 1999
Dividend vield 2.7% 3.3% 3.4%
Expected volatility 29.1% 275%  20.0%
Risk-free interest rate 4.8% 6.2% 5.3%
Expected lives (in years) ] 6 6

The weighted-average value of options granted during 2001, 2000
and 1999 was $15.24, $13.09 and $11.58, respectively.
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. Our stock incentive plans are described below:

Fixed Stock Option Plans

We have fixed stock option plans for substantiaily alt employees.
Options to purchase common stock were granted at a price
equal to the market price of the stock at the date of grant. The
options generally vest over three years and have a maximum
term of ten years.

This table summarizes our fixed stock opticn plans:

Stock Options  Weighted-Average

fin thousands) Exercise Price
QOutstanding, January 1, 1998 135,053 3 36.01
Granted 55,423 55.21
Exercised {30,189} 34.05
Canceled/forfeited (4,123} 43.19
Qutstanding, December 31, 1999 156,164 42.76
Granted 98,022 48.93
Exercised {14,663) 35.57
Canceledforfeited (6,955) 51.39
Outstanding, December 31, 2000 232,568 45,58
Granted 34,217 55.93
Exercised (15,358) 35.64
Canceled/forfeited 6,219) 47.82
Qutstanding, December 31, 2001 245,208 47.60
Options exercisable, December 31,
1989 94,719 35.7¢2
2000 111,021 40.97
2001 131,824 45.29

The following table summarizes informaticn about fixed stock options outstanding as of December 31, 2001:

Stock Options Outstanding Stock Options Exercisable

Range of Shares Weighted-Average Weighted-Average Shares Waighted-Average

Exercise Prices {in thousands) Remaining Life Exercise Price {In thousands) Exercise Price

$ 20.00 - 2099 13,905 2.1 years $ 2541 13,905 $ 254
30.00 - 39.99 32,073 4.7 34.76 32,073 34.76
40,00 - 4999 82,400 7.9 44,08 29,066 45.35
50.00 - 59.99 114,784 8.0 56.13 55,243 55.86
60.00 - 69.99 2,037 7.8 62.44 1,637 62.69
Total 245,208 7.2 47.60 131,924 45.29

Performance-Based Shares

Performance-based share programs provided for the granting of
awards to certain key employees of the former Bell Atlantic, which
are now fully vested. Certain key employees of the former GTE
participated in the Equity Participation Program (EPFP). Under EPP,
a portion of their cash bonuses were deferred and held in
restricted stock units for a minimum of three years. In 2000,
certain key Verizon employees were granted restricted stock units
that vest over a three to five year period.

The number of shares outstanding in the performance-based
share programs were 4,507,000, 4,387,000 and 2,133,000 at
December 31, 2001, 2000 and 1999, respectively.
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NO s
EMPLOYEE BENEFITS

We maintain noncontributory defined benefit pension plans for
substantially all employees. The postretirement heaithcare and life
insurance plans for our retirees and their dependents are both
contributery and noncontributory and include a limit on the
company’s share of cost for certain recent and future retirees. We
also sponsor defined contribution savings plans to provide oppor-
tunities for eligible employees to save for retirement on a
tax-deferred basis.

Pension and Othor Postretirement Benefits

Pension and other postretirement benefits for the majority of our
employees are subject to collective bargaining agreements,
Modifications in benefits have been bargained from time to time,
and we may also periodically amend the benefits in the manage-
ment pians. At December 31, 2001, shares of our common stock
accounted for less than 1% of the assets held in the pension and
postretirement benefit trusts.

The following tables summarize benefit costs, as well as the benefit obligations, plan assets, funded status and rate assumptions associ-
ated with pension and postretirement healthcare and life insurance benefit plans.

Benefit Cost
{doktars in millions)
Pension Healthcare and Life
Years Ended December 31, 2000 1999 2000 1999
Service cost $ 665 $ 612 $ 675 $ 128 $ 121 $ 149
Interest cost 2,490 2,562 2,485 965 909 822
Expected return on plan assets {4,811) {4,686} (4,082) {461) {441} (373)
Amortization of transition asset {112} (127} (150) - - -
Amortization of prior service cost (44) (66) 84 (26) (28} {22)
Actuarial gain, net {878) (623) (241) (78) {124) {83)
Net periocdic benefit (income) cost (2,690} (2,328) {1,414} 528 437 483
Termination benefits, curtaiiments and other, net 807 {250) 152 - - -
Settlement loss {gain) 35 {911) (663) - {43) {8}
Subtotal 842 (1.161) (611} - (43) (8}
Total (incomse) cost $ (1,848) $ (3,489) $ (1,925) $ 528 $ 394 $ 485

Assumptions

The actuarial assumptions used are based on market interest rates, past experience, and management's best estimate of future
economic conditions. Changes in these assumptions may impact future benefit costs and obligations. The weighted-average assump-
tions used in determining expense and benefit obligations are as follows:

Pension Healthcare and Life
2000 1999 2000 1999
Discount rate at end of year 7.25 % 775% 8.00 % 7.25% 775% 8.00 %
Long-term rate of return on plan assets for the year 9.25 9.25 9.00 9.10 9.10 8.80
Rate of future increases in compensation at end of year 5.00 5.00 4.80 4.00 4.00 4.20
Medical cost trend rate at end of year 10.00 5.00 575
Uttimate (year 2005) 5.00 5.00 5.15

The medical cost trend rate significantly affects the reported postretirenent benefit costs and obligations. A one-percentage-point
change in the assumed healthcare cost trend rate would have the following effects:

(dodlars in millions)

One-Percentage-Point Increase Decrease
Effect on 2001 total service and interest cost $ 85 $ &7
Effect on postretirement benefit obligation as of December 31, 2001 957 (794)
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{doiiars in millons)
Pension Healthcare and Life
At December 31, 2001 EEEEETH 2001 2000
Benefit Obligation
Beginning of year $ 33136 $ 32,99 $ 12,397 $ 11,168
Service cost 665 612 128 121
Interest cost 2,480 2 562 965 909
Plan amendments 721 564 (601) 33
Actuarial loss, net 1,888 1,275 2,394 1,067
Benefits paid {3,851) (3,371) (988) (828)
Termination benefits 813 - - -
Acquisitions (divestitures) 70 (215) 15 (43}
Settlements and curtaiiments 15 {1,407) - (30}
Other 444 120 - -
End of year 36,381 33,136 14,310 12,397
Fair Value of Plan Assets
Beginning of year 55,225 59,141 5,236 5,580
Actual return on plan assets (3,063) 1,294 (252) (128)
Company contributions 81 138 253 243
Benefits paid (3,851) {3,371) 517 (457)
Settlaments - {1,764) - (2)
Acquisitions (divestitures) 167 {216) - -
Other {1) 3 - -
End of year 48,558 55,225 4,720 5,236
Funded Status
End of year 12,167 22,089 (9,590} (7.161)
Unrecognized
Actuarial (gain) loss, net (4,547) (15,153} 1,121 (2,019)
Prior service {benefit) cost 817 54 (980) 407)
Transition asset {160) {272} - -
Net amount recognized $ 8,277 $ 6,718 $ (9,449) $ {9,587)
Amounts recognized on the balance sheet
Prepaid pension cost $ 973 $ 8,626 $ - $ -
Employes benefit obligation {1,601) (1,881} {9,449) {9,587)
Other assets 108 21 - -
Accumulated other comprehensive loss 32 52 - -
Net amount recognized $ 8,277 $ 6,718 $  (9,440) $ (9,587)

Changes in benefit obligations were caused by factors including
changes in actuarial assumptions (see “Assumptions”}, plan
amendments and special termination benefits. In 2000 and 1999,
the forrmer GTE's lump-sum pension distributions surpassed the
settlement threshold equal to the sum of service cost and interest
cost requiring settlement gain recognition for all cash settiements
for each year. In 2001, Verizon announced an employee severance
plan (see Note B). As a result, we recorded pension termination
benefits of $813 million for related pension enhancements.

Savings Plan and Employee Stock Ownership Plans

We maintain four ieveraged employee stock ownership plans
(ESOP); two were established by Bell Atlantic and one each by
GTE and NYNEX. Under these plans, we match a certain percent-
age of eligible employse contributions to the savings plans with
shares of our common stock from these ESOPs, At the date of the
respective mergers, NYNEX and GTE comman stock outstanding
was converted to Bell Atlantic shares using an exchange ratio of
0.768 and 1.22 per share of Bell Atlantic common stock to one
share of NYNEX and GTE common stock, respectively. Common
stock is allocated from alt leveraged ESOP trusts based on the
proportion of principal and interest paid on ESOP debt in a year to
the remaining principat and interest due over the term of the debt.
At December 31, 2001, the number of unaliocated and allocated
shares of common stock was 21 million and 60 miliion, respec-
tively. All leveraged ESOP shares are included in earnings per
share computations.
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We recognize leveraged ESOP cost based on the modified shares
allocated method for the Bell Atlantic and GTE teveraged ESOP
trusts which purchased securities before December 15, 1989 and
the shares allocated method for the NYNEX leveraged ESOP trust
which purchased securities after December 15, 1989.

ESOP cost and trust activity consist of the following:

{dotars in millions})

Years Ended December 31, 2000 1999
Compensation $ 121 5 61 § 176
Interest incurred 61 69 86
Dividends (36) {43) (50)
Net leveraged ESOP cost 146 187 212
Additional (reduced} ESOP cost 20 {18) {74)
Total ESOP cost $ 236 % 168 § 138
Dividends received for debt service s 87 § B7 $ 134
Total company contributions to

leveraged ESOP trusts $ 258 § 15t § 285

In addition to the ESOPs described above, we maintain savings
plans for non-management employees and empioyees of certain
subsidiaries. Compensation expense associated with these
savings plans was $252 mitlion in 2001, $219 million in 2000, and
$161 million in 1999,

N 0)
INCOME TAXES

The components of income tax expense from continuing opera-
tions are as follows:

{dollars in milllons)

Years Ended December 31, 2000 1999
Current
Federal $ 759 % 3165 $ 28612
Foreign 94 105 83
State and local 258 657 379
1,111 3,827 3,074
Deferred
Federal 898 2,969 1,708
Foraign {16) (60) 148
State and local 232 553 338
1,114 3,462 2,194
Investment tax credits {49) (28) (46)
Other credits - {352) {350)

Total income tax expense

$ 2,176 $ 7008 § 4872

57

The foltowing table shows the principal reasons for the difference
between the effective income tax rate and the statutory federai
income tax rate:

Years Ended December 31, 2000 1999
Statutory federal income tax rate 35.0% 35.0% 35.0%
State and local income tax,

net of federat tax benefits 11.5 43 a5
Loss on investments 40.2 3 -
Eguity in incorne (loss) from

unconsolidated businesses {1%.1) (1.2) (.3}
Other, nat 31 9 {1.2}
Effective income tax rate 78.7% 39.3% 37.0%

The increase in our effective income tax rate in 2001 is primarily
because tax benefits are not currently and may never be available
on many of the losses resulting from the other than temporary
decline in market value of our investments during 2001 (see Note 9),

Deferred taxes arise because of differences in the book and tax
bases of certain assets and fabilities. Significant components of
deferred tax liabilities {assets) are shown in the following table:

{dollars in millions)

At December 31, 2000
Depreciation $ 617 $ 5,360
Employee benefits (533) {1,623}
Leasing activity 3,080 2,953
Net unrealized losses on
marketable securitias {1,124) (515}
Wireless joint venturs 7,287 5,925
Exchange of CWC stock - 1,147
Other-net (459) 589
14,402 13,836
Valuation allowance 1,574 441
Net deferred tax fiability $ 15,976 $ 14,277

At December 31, 2001, undistributed earnings of our foreign
subsidiaries amounted to approximately $4 billion. Deferred
income taxes are not provided on these earnings as it is intended
that the earnings are indefinitely invested outside of the U.S. it is
not practical to estimate the amount of taxes that might be
payable upon the remittance of such earnings.

The valuation allowance primarily represents the tax benefits of
certain state net operating loss carryforwards and other deferred
tax assets which may expire without being utilized. During 2001,
the valuation allowance increased $1,133 million. This increase
primarily relates to the write-down of investments for which tax
benefits may never be realized.
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SEGMENT INFORMATION

We have four reportable segments, which we operate and manage
as strategic business units and organize by products and
services. We measure and evaluate our reportable segments
based on adjusted net income, which excludes unallocated
corporate expenses and other adjustments arising during each
period. The other adjustments include transactions that manage-
ment excludes in assessing business unit performance due
primarity to their nonrecurring and/or non-operational nature.
Although such transactions are excluded from the business
segment results, they are included in reported consolidated earn-
ings. Gains and losses that are not individually significant are
included in alt segment results, since these items are included in
management’s assessment of unit performance. These are mostly
contained in International and information Services since they
actively manage investment portfolios.

Our segments and their principal activities consist of the following:

Segment Description

Domestic Telecom Domestic wireline communications services, princi-
pally representing our tetephone operations that
provide local telephone services in 32 states and
the District of Columbia. These services include
voice and data transport, enhanced and custom
calling features, network access, directory assis-
tance, private lines and public telephones. This
segment altso provides long distance services,
customer premises equipment distribution, data
solutions and systems intaegration, billing and
collections, Internet access services, research and
development and inventory management services.

Domestic Wireless Domestic wireless products and services include
wireless voice and data services, paging Sefvices and

equipmant sales.

International International wireline and wireiess communications
operations, investments and management contracts in
the Americas, Europe, Asia and the Pacitic.

information Domestic and international publishing businesses,

Services including print and electronic directories and Internet-

based shopping guides, as well as website creation
and other electronic commerce services. This segment
has operations principally in North America, Europe
and Latin America.

Geographic Areas

Our foreign investments are located principally in Europe, the
Americas and Asia. Domestic and foreign operating revenues are
based on the location of customers. Long-lived assets consist of
plant, property and equipment (nhet of accurnulated depreciation)
and investments in unconsolidated businesses. The table below
presents financial information by major gecgraphic area:

{dollars in millions)

Years Ended Dacember 31, [ 2001 DT 1999
Domestic

Operating revenues $ 64,649 §$62,066 § 55802
t.ong-lived assets 74,462 71,180 61,044
Foreign

Operating revenues 2,541 2,641 2,392
Long-lived assets 10,159 11,439 10,406
Consolidated

Operating revenues 67,190 64,707 58,194
Long-lived assets 84,621 82,619 72,350
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Reportable Segments

The foliowing table provides adjusted operating financial information for our four reportable segments:
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{dollars in milttons)

Domaestic Domestic Information  Total Segments
Telecom Wireless International Services Adjusted
External revenues $ 42,600 $ 17,352 $ 2,281 $ 4,267 $ 66,500
Intersegment revenues 478 41 56 46 621
Total operating revenues 43,078 17,393 2,337 4,313 67121
Depreciation & amortization 9,332 3,709 422 79 13,542
Equity in income from unconsolidated businesses 4 5 919 - 928
Interest income 133 12 93 2 260
Interest expense (1,787) 577 {439) {39) {2,842)
Income tax expense {3,262) 413 {at) {892) {4,598)
Net income 4,910 537 a58 1,352 1,757
Assets 82,635 60,262 14,324 4,160 164,391
Investments in unconsolidated businesses 69 285 7,217 10 7,681
Capital expenditures 11,480 5,006 704 93 17,283
2000
External revenues $ 42,597 $ 14194 $ 1.976 $ 4,031 $ 62,798
intersegment revenues 746 42 - 113 a0
Total operating revenues 43,343 14,236 1,976 4,144 63,699
Depraciation & amortization 8,752 2,894 355 74 12,075
Equity in income from unconsolidated businesses 35 55 672 5 767
Interest income 116 66 28 13 223
interast expense {1,767) 617) {398) (25) {2,807)
income tax {expense) benefit {3.311) (345) 53 {788} {4,391)
Net income 5,135 444 733 1,238 7,550
Assets 78,112 56,029 14,466 3,148 151,755
Investments in unconsolidated businesses 24 133 8,919 28 9,104
Capital expenditures 12,119 4,322 586 48 17,075
1999
External revenues $ 41,075 3 7.632 3 1,714 $ 3,971 $ 54,392
intersegment revenues 648 21 - 115 784
Total operating revenues 41,723 7.653 1,714 4,086 55,176
Depreciation & amortization 8,200 1,100 264 76 9,640
Equity in income {loss} from unconsolidated businesses 10 1 547 M 557
Interest income 54 5 17 15 91
Interest expense {1,623) (247) (268) (20) (2,158}
Income tax (expense) benefit {3,249) (443) 9 (780) (4,463)
Net income 5,020 628 618 1,211 TATT
Assets 69,897 16,580 12,543 2,829 101,959
Investments in unconsclidated businesses 23 1,464 7,936 35 9,458
Capital expenditures 10,087 1,497 521 5Q 12,155
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Reconciliation To Consolidated Financial Information
A reconciliation of the adjusted results for the operating segments
to the applicable line items in the consolidated financial state-

ments is as follows:
{dollars in millions)

2000 1999

Operating Revenues

Total reportable segments $ 67,121 § 63693 $ 55,176
Genuity and GTE Government Systems - 529 1,789
Domaestic Telecom operations soid

{see Note 5} - 766 1,151
Merger-related regulatory settlements - (69) -
Impact of accounting change

(SAB No. 101) - - 117
Corporate, eliminations and other 69 218) (39)
Consolidated operating revenues -

reported $§ 67,190 & 64707 § 58,194
Net Income
Total reportable segments $ 7,757 & 7550 $ 7477
Merger-retated costs - (749) -
Transition costs (578) (316) {126}
Sales of assets, net (226) 1,987 819
{Loss)/gain on securities (4,858) 1,941 -
Settlement gains - 564 410
Mark-to-market adjusttent

- financial instruments {179) 431 (432)
Genuity loss - (281) (325)
NorthPoint investment write-off - (153) -
Severance/retirement enhancement {1,001) - -
international restructuring {863) (50 -
Wireless joint ventura - - 173
OCther charges and special items {o5) {526} (126)
Extraordinary items (19) 1,027 (36)
Cumulative effect of accounting change {1823) 40 8
Corporate and other 433 412 418
Consolidated net income - reported $ 389 $ 11,797 § 8280
Assets
Total reportable segments $161,381  $151,755 $101,959
Reconciling items 5,414 12,980 10,871
Consolidated assets $170,795 $164,735 $112,830

Pension settlement gains before tax of $311 million and $663
million {$564 miltion and $410 million after-tax) were recoghized
for the years ended December 31, 2000 and 1999, respectively.
These gains were recorded in accordance with SFAS No. 88. They
relate to the settlement of pension obligations for former GTE
employees through the purchase of annuities or otherwise. There
were no similar pension settlernent gains recorded during 2001.

As described in Note 1, Verizon adopted the provisions of SAB
No. 101 effective January 1, 2000. The revenue rectassification in
1999 that would have been recorded had SAB No. 101 been
effective January 1, 1999 would have been a reduction of
revenues of $117 million and a reduction of operating costs and
expenses of $109 million.

Corporate, eliminations and cther includes unallocated corporate
expenses, intersegment eliminations recorded in consolidation,
the results of other businesses such as lease financing, and asset
impairments and expenses that are not allocated in assessing
segment performance due to their nonrecurring nature.

We generally account for intersegment sales of products and
services and asset transfers at current market prices. We are not
dependent on any single customer.
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COMPREHENSIVE INCOME

Comprehensive income consists of net income and other gains and losses affecting shareowners’ investment that, under generally
accepted accounting principles, are excluded from net income.

Changes in the components of other comprehensive income (loss), net of income tax expense (bensfit), are as follows:

{dotiars in millions)

Years Ended December 31, 2000 1509
Foreign Currency Translation Adjustments, net of taxes of $--, $1 and $1 $ {40} $ (262) $ {41}
Unrealized Gains [Losses) on Marketable Securities
Unrealized gains (losses), net of taxes of $(403), ${1,077) and $648 (2,402) {1,877 1,198
Less: reclassification adjustments for gains (fosses) realized in net income,
net of taxes of $(1,059), $51 and $-- {3,351) 88 1
Add: reclassification of eamings due to accounting change for derivatives 112 - -
Net unrealized gains (losses) on marketable securities 1,061 {1,965) 1,197
Unrealized Derivative Losses on Cash Flow Hecdges
Cumulative effect of agecounting change 2 - -
Unrealized losses (68) - -
Lass: reclassification adjustments for losses realized in net income {25) - -
Net unrealized derivative losses on cash flow hedges {45) - -
Minimum Pension Liability Adjustment, net of taxes of $7, ${13) and $5 13 {24} 7
Other Comprehensive Income {(Loss) $ 989 $ (2,251) $ 1,163

The reclassification adjustments for losses realized in net income on marketable securities in 2001 primarily relate to the other than

temporary decline in market value of certain of our investments in marketable securities (see Note 9). The unrealized derivative losses

result from our hedges of foreign exchange risk (see Note 15). The net unrealized losses on marketable securities in 2000 primarily relate

to our investments in C&W, NTL and MFN. The increase in unrealized gains on marketable securities for 1999 is principally due to the
#*~ change in accounting for our investment in TCNZ from the equity method to the cost method in 1999.

The components of accumulated other comprehensive loss are as follows:

{dollars in millions)

At December 31, 2000

Foreign currency translation adjustments $ (1,48 $ (1,408}
Unrealized gains {losses) on markstabie securities 327 {734)
Unrealized derivative losses on cash flow hedges (45} -
Minimum pension liability adjustment {21} (34)
Accumulated other comprehensive loss $ (1,187 §  (2.176)

61
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ADDITIONAL FINANCIAL INFORMATION
The tables that follow provide additional financial information
related to our consclidated financial statements:

Income Staternent Information
(doliars in milllons)

2000 1999

$11,155 $10276 $ 9,550

Years Ended December 31,

Depreciation expense

Taxes other than income 2,246 2,210 2,218
Interest expense incumred 3,737 3,720 2,762
Capitalized interest {368) (230} {146)
Advertising expense 1,454 1,399 796

Balance Sheet Information
(dottars in mitkons)
At December 31, m‘ 2000

Intangible Assets, Net

Intangible assets $ 49,081 $ 44,605
Accumulated amortization (4,819) (2,615)
$ 44,262 $ 41,890
Accounts Payable and Accrued Liabitities
Accounts payabie $ 5171 $ 6,247
Accrued expenses 3,224 3,083
Accrued vacation pay 1,086 1,043
Accrued salaries and wages 1,985 1,346
Interast payable 826 574
Accrued taxes 1,855 1,692
$ 13,947 $ 13,965
Other Current Liabilities
Advance billings and customer deposits $ 1,840 $ 1,162
Dividends payable 1,061 1,053
Other 2,703 3,218
$ 5404 $ 5,433

Cash Flow Information
{dollars in milions)

2000 1999

Years Ended December 31,

Cash Paid
Income taxes, net of amounts refunded $ 945  $3,201 $1,997
Interest, net of amounts capitalized 3,289 3,414 2,628
Supplemental investing and
financing transactions:
Assets acquired in
business combinations 3,075 6,944 3,960
Liabilities assumed in
business combinations 37 3,667 259
Debt assumed in
business combinations 215 4,387 480

W

COMMITMENTS ANG CONTINGENCIES

Several state and federal regulatory proceedings may require our
telephone operations to refund to customers a portion of the
revenues collected in the current and prior periods. There are also
various legal actions pending to which we are a party and claims
which, if asserted, may lead to other legal actions. We have estab-
lished reserves for specific liabilities in connection with regulatory
and legal actions, including environmental matters, that we

currently deem to be probable and estimable. We do not expect
that the ultimate resolution of pending regulatory and legal matters
in future periods will have a material effect on ouwr financial condi-
tion, but it could have a material effect on our results of operations.

On January 29, 2001, the bidding phase of the FCC reauction of
1.8 GHz C and F block broadband Personal Communications
Services spectrum licenses, which began December 12, 2000,
officially ended. Verizon Wireless was the winning bidder for 113
licenses. The total price of these licenses was $8,781 million,
$1,822 million of which has already been paid. Most of the
licenses that were reauctioned relate to spectrum that was previ-
ously licensed to NextWave Personal Communications Inc, and
NextWave Power Partners Inc. {collectively NextWave), which
have appealed to the federal courts the FCC's action canceling
NextWave's licensas and reclaiming the spectrum.

in a decision on June 22, 2001, the U.S. Gourt of Appeals for the
D.C. Circuit ruled that the FCC's cancellation and repossession of
NextWave's licenses was unlawful. The FCC sought a stay of the
court's decision which was denied. The FCC subsequentiy rein-
stated NextWave's licenses, but it has neither returned Verizon
Wireless's payment on the NextWave licenses nor has it acknow!-
edged that the court's decision extinguished Verizon Wireless's
obligation to purchase the licenses. On October 19, 2001 the FCC
filed a petition with the U.S. Supreme Court to reverse the U.S,
Court of Appeals for the D.C. Circuit's decision. On March 4,
2002, the U.S. Supreme Court granted the FCC's petition and
agreed to hear the appeal.

During the fourth quarter of 2000, Verizon Wireless agreed to
acquire the wireless business of Price Communications Corp.
(Price) in exchange for Verizon Wireless stock and the repayment
by Verizon Wireless of net debt. The transaction was conditioned
upon completion of a Verizon Wireless initial public offering. The
agreement permitted either party to terminate the agreement if the
closing did not occur by September 30, 2001. Because that dead-
line was not met, Verizon Wireless began discussing alternative
forms of consideration and other terms with Price for acquiring
Price's wireless business. In December 2001, Verizon Wireless
and Price announced that an agreement had been reached
combining Price’s wireless business with a portion of Verizon
Wireless in a transaction valued at approximately $1.7 billion,
including $550 million of net debt. The resulting limited partner-
ship will be controlled and managed by Verizon Wireless. Price's
partnership interest will be exchangeable into Verizon Wireless or
Verizon stock, subject to several conditions. Price’s wireless oper-
ations serve approximately 560,000 customers in the
Southeastern U.S. We expect the transaction to close during the
second quarter of 2002, subject to Price shareholder approval and
other custormary closing conditions.

In 2001, we agreed to provide up to $2.0 billion in financing to
Genuity with a maturity in 2005. As of December 31, 2001, $1,150
million of that commitment had been loaned to Genuity, and is
reported in Other Assets in the consolidated balance sheets.
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QUARTERLY FINANCIAL INFCRMATION (UNAUDITED)

Income (Loss) before Extraordinary items and

Page 297

{dollars in miilions, except per share amounts)

Cumulative Effect of Accounting Change

Operating Operating Per Share— Per Share- Net income
Guarter Ended Revenues Income Amount Basic Divted (Loss)
March 31 $ 16,266 $ 3,607 $ 1,754 $ .85 $ 65 $ 1,572
June 308 16,900 3,801 {1,021) (-38) (-38) (1,021)
September 30 17,004 3,677 1,883 69 .69 1,875
December 310} 17,011 447 (2,026) (75) (-75) (2,037
2000
March 31} $ 14,532 $ 3828 $ 1,564 3 56 $ .58 $ 1,515
June 3000 16,769 4,609 4,904 1.80 1.79 4,904
September 30 (s) 16,533 4,942 2,640 a7 97 3,466
December 31 16,873 3,379 1,702 .63 .62 1,912

{2) Resuits of operations for the second quarter of 2001 include a $2,926 million after-tax loss on securities.
{b}) Resuits of operations for the fourth quarter of 2001 Include a $1,932 milllon after-tax loss on securities, a $1,001 million after-tax charge for severance benefits, and a $663

million after-tax charge related to international operations, inchuding CTI,

{€) Results of operations for the first quarter of 2000 include a $536 million after-tax loss on mark-to-market adjustment for CWC exchangeable notes,
(d) Resutts of operations for the second quarter of 2000 include a $722 million after-tax gain on mark-to-market adjustment for CWGC exchangeable notes, a $1,941 miflion after-tax
gain on exchange of CWC stock, and a $1,811 million after-tax gain related to the sale of overlapping wireless properties and non-strateglic domestic access lines, partially offset
by a $1,032 million after-tax charge for direct merger, severance and transition costs related to the Belf Atlantic-GTE merger.
{e) Resutts of operations for the third quarter of 2000 include a $245 milllon after-tax galn on mark-to-market adjustment for CWC exchangeable notes, a $1,085 million after-tax
galn on the sale of non-strategic domestic access lines and an extraordinary gain of $826 million after-1ax as a result of wiretess properties sold.

Income {loss) before extracrdinary items and cumulative effect of accounting change per commaon share is computed independently for each quarter and the sum of the quarters

may not equal the annual armount.
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Registered Sharesowner Services

Questions, Changes, Stock Transfers and Assistance—with
regard to your registered stock ownership, should be directed 1o
our transfer agent, EquiServe Trust Company, N.A. at:

Verizon Communications Shareowner Services
c/o EquiServe

P.O. Box 43005

Providence, Rt 02340-3005

Phone 800 6§31-2355

Website: www.equiserve.com

Emait: verizon@equiserve.com

Pearsons outside the U.S. may call coliect: 781 575-3994

Persons using a telecommunications device for the deaf (TDD)
may call: 300 524-9955

On-line Account Access—registered shareowners can view
account information on-line at:
www.varizon.com/investor/accountaccess

You will need your account number, password and taxpayer
identification number. For more information, contact EquiServe.

Electronic Delivery of Proxy Materials —registered shareowners
can receive their Annual Report, Proxy Statement, and Proxy Card
slactronically, instead of receiving printed materials by mail.

Enroll at www.econsent.com/vz

Direct Dividend Deposit Service—Verizon Communications
offers electronic funds transfer to registered shareowners wishing
to deposit dividends directly into checking or savings accounts on
dividend payment dates. For more infarmation, contact EquiServe.

Direct Invest Stock Purchase and Ownership Plan—Verizon
Communications offers a direct stock purchase and share
ownership plan. The plan allows current and new investors to pur-
chase Verizon Communications common stock and to reinvest the
dividends towards the purchase of additional shares. To receive a
Plan Prospactus and enroliment form, contact EquiServe.

Investor Services

Shareowner Newsline —For recorded earnings highlights, dividend
announcements and other pertinent information, you may cali our
newsline at: 800 235-5595

VZ Mail—Get the latest investor information delivered directly to
your desktop. Subscribe to VZ mail at our investor information web-
site—www.verizon.com/investor
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Stock Market Infermation
Shareowners of record at December 31, 2001: 1,197,000

Verizon is listed on the New York Stock Exchange
{ticker symbol: VZ)

Also listed on the Philadelphia, Boston, Chicago, Pacific, London,
Swiss, Euronext Amsterdam, and Frankfurt exchanges.

Common Stock Price and Dividend Information

Cash
Market Price Dividend
High Low Declared
2001
First Quarter $ 5713 % 4380 $ 0.385
Second Quarter 55.99 47.00 0.385
Third Quarter 57.40 48.32 0.385
Fourth Quarter 55.99 46.90 0.385
2000
First Quarter $ €63.19 % 4738 § 0.385
Second Quarter £€6.00 49.50 0.385
Third Quarter 56.88 39.08 0.385
Fourth Quarter 58.38 45.19 0.385
Form 10-K

To receive a copy of the 2001 Verizon Annual Report on Form 10-K,
which is filed with the Securities and Exchange Commission, con-
tact Investor Relations:

Verizon Communications
investor Relations

1095 Avenue of the Americas
36th Floor

New York, New York 10036
Phone 212 395-1525

Fax 212 921-2917

Corporate Governance
To receive a copy of the Verizon Communications Corporate
Governance Guidslines, contact the Corporate Secretary:

Verizon Communications
Corporate Secretary

1095 Avenue of the Americas
38th Floor

New York, New York 10036

Equal Opportunity Policy

The Company maintains a long-standing commitment to equal
employment opportunity and valuing the diversity of its
employees, suppliers and customers. Verizon is fully committed
to a workplace free from discrimination and harassment for all
persons without regard to race, color, religion, age, gender,
national origin, sexual orientation, marital status, citizenship sta-
tus, veteran status, disability or other protected classifications.

RECORDERS MEMORANDUM
All or parts'. of the text on this page was not
clearly legible for satisfactory recordation,
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Communications System Agreement
Form 90004060 (8/2000)

DISTRIBUTION:

L. - . . Lo -
B verizon
: File/Sales :

THIS AGREEMENT IS MADE BETWEEN
A | Customer (subsequently referred to as “Customer”): B | Verizon Entity (subsequently referred to as “Verizon"):
CUSTOMER NAME VERIZON ENTITY NAME
EQUIPMENT LOCATION STREET ADDRESS STREET ADDRESS
cITY STATE ZiP CODE cITY STATE ZIP CODE
BILLING STREET ADDRESS CUSTOMER HELPUNE TELEPHONE NUMBER
Ty ETATE ZiP CODE REPAIR SERVICE TELEPHONE NUMBER
CONTACT NAME CONTACT TELEPHONE NUMBER VERIZON REPRESENTATIVE NAME TELEPHONE NUMBER
2 PURCHASE CHOICES 3 PRICE
irect Purchase System Price s
Or Supplemental Warranty Coverage* $
{3 Third Party Lease/Finance Prepaid Maintenance $
Leasing Company Name: i Third Party Vendor Maintenance $
b Applicable Taxes (estimate) $
] E-Rate/USF Funding Application No.: TOTAL PRICE s
{1 Verizon installation of the System included Down Payment $
{1 system/Equipment replaces existing Verizon equipment Balance Due $
. * Extends Office Hours warranty coverage to 24-hour coverage for major
I Tax Exempt Number: failures during the Warranty Period
4 AGREEMENT
Verizon sells and Customer purchases the communications system (the "System”) and the installation, warranty and maintenance services shown
on pages 1, 2 and 3 and described more fully on pages 4, 5 and 6 and referenced attachments. This agreement includes the terms and conditions
oh pages 4, 5 and €. This agreement is effective on the date accepted by Verizon.
A I Agreed to by Customer, 8 I Accepted by Verizon:
SIGNATURE SIGNATURE
PRINTED NAME PRINTED NAME
TITLE DATE TITLE DATE

FOR VERIZON USE ONLY

sustomer Account Number Service Order Number Customer P.Q. Number (if applicable)

THE TERMS AND CONDITIONS PRINTED ON PAGES 4, 5 AND 8 ARE PART OF THIS AGREEMENT.

Page 1 of 6, Communications System Agreement (8/2000)  Contract No.:
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Verizon Maintenance Plan

Voice Equipment Data and Video Equipment
- ~Stomer purchases after-warranty maintenance services for Customer purchases maintenance services for data and/or
voice equipment under the Verizon Maintenance Plan as video equipment under the Verizon Data Service Plus
checked below and under the Payment Option selected in Maintenance Plan as checked below and under the Payment
Section B. Option selected in Section B.
[ office Hours : {0 on-site Office Hours
O Around-the-Clock O on-site Around-the-Clock
O voice Service Plus {3 Tele-Maintenance
DO contract Labor 0 video On-site

[J video Tele-Maintenance

Maintenance Plans are described on Page 4 Maintenance Plans are described on Page 4

Verizon’s Maintenance Services Guarantee

If, for any reason, you are not satisfied with Verizon Maintenance Services selected above, and wish to cancel maintenance
coverage, Verizon will refund the unused portion of prepaid Maintenance Services. Simply notify Verizon in writing at least thirty
{30) days prior to cancellation.

B Verizon’'s Maintenance Plan Payment Options

[ Prepaid Maintenance — Discounted maintenance paid in advance: years $

{Annual Rate)

L. Deferred Bitling — Billing for maintenance is deferred until warranty expiration:

Years $ $ $ $ $
{Year §) {Year 2) (Year 3) {Year 4) {Year §)
Bill my deferred payment {check one): 1 annually 3 semi-annually G quarterly [T monthly
C Third Party Vendor Maintenance Plan

[ cCustomer purchases maintenance services provided by the following third party vendor:

Vendor Name:

Vendor Service Part No.:

Vendor Contract Reference-Number:

When Customer purchases Vendor Maintenance, the maintenance services and the terms and conditions of those services are
specified by the Vendor and are not specified in this agreement.

€ ATTACHMENTS

Attachment : Attachment :
Attachment : : Attachment :
Attachment : : Attachment :
Aachment : : Attachment :
r.aachment : : Attachment :
Attachment : : Attachment ;

THE TERMS AND CONDITIONS PRINTED ON PAGES 4, 5 AND 8 ARE PART OF THIS AGREEMENT.

Page 2 of 6, Communications System Agreement (8/2000} Contract No.:
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System Type:

EQUIPMENT DESCRIPTION

Page 303

[Owantity Material Code

Item Description

Type of Equipment
{voice/data/video)

Warranty Period
{in months}

Totat Training Hours Allocated:

See attached Equipment Description (Form 90004433) if equipment is not listed above.

THE TERME AND CONDITIONS PRINTED ON PAGES 4, 5 AND 8 ARE PART OF THIS AGREEMENT.

Page 3 of 6, Communications System Agreement (8/2000) Contract No.:
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PART | - INSTALLATION BERVICES

1 INSTALLATION: When Instaliation by Verizon i requested, Verizon will deliver,
instalt and tast the Systam so thal R operaiss in accordence with manufacturer's
specifications. When Customer requests that instafistion be performed outside Varzon's
‘normel work hours, Gustomer shell pay Veriron its premium tima chames. Unless

permits

notice indicating the date the System becomes operational {the "in-Service Date”).
Should Customer rquest delay of inetaflation, Verdzon may store componetts of the
System a1 Custoner’s risk and expense.

2 SYSTEM ACCEPTANCE: The Systern is sccepled by Customer on the in-Service
Data, and Customer agrees 10 sxeculs a certificate of acceptance upon request by
Varizon,

3 TRAMNING: Within 30 days following the In-Service Dale of voice equipment, Verdzon
wik provide training on how to use the voice squipment. The number of hours aliocated
for training is shown on page 3, tem 7. For data and video equipment, Verizon will
provide training on instaftation, configuration and perdormance tuning &t Verizon's then
provaliing rates.

4 CHANGES: Veidzon will reasonably sccommodate Customer requested changes
prior io the in-Service Date pursuant {0 a written change order executed by both parties
reflecting an appropriste adjustment in tha Systam price and installation date.

5. CUSTOMER RESPONSIBILITIES: Customer will:
()] Amvmmmmmwm maintenance and repair
of the Syslem and performance of ary required
{b} mmmmmmmwmmmwm

might ba affected by or might aflect the instaliation of the System. Customer
shall delend snd hold Verizon hamlees from any claim, damage or Hability
resulling from a Iailure to discloss this information.

T} Authorize Verizon, at Customer's axpense, to make sarvice requests upon third
parties for System interconnection requirements, inchuding obtaining telaphone
sarvice lor testing whers necessary.

{g) Designate trash deposit points on sach foor on which the System Is to be
instatied where Verizon will place wasts for removal by Customer.

{h) Cooperale with Verizon's requests for assistance in testing or instalistion.

() Designste and ifentify tc Vedzon an individual 1o serve as a System
Adminietrator and primary contact.

() mmedately nolity Verizon of any anticipated delay in building aveiability or
inability to mast any of the above-disted requiremernts,

PART N - WARRANKTY AND MAINTENANCE SERVICES

1 MAINTENANCE SERVICES: For Systems instalied by Verizon, duing the Warranty
Perod (i any) and during the term of & Verizon Maintenance Plan purchased by the
Customer and checkad on page 2, item 5-A, Verizon witl maintain the System in good
working order, or, for Verzon's Tele-Maintenance Plan and Verizon's Video
Tele-Maintonance Plan, Verizon wili provide custorer support by telephons o assist
tha Customer to malntsin the System in good working order in accordance with the
Warranty andior the Maintenance Plan. For Wamanty and thoss Mairbnance Plans for
which Verizon mairtsins the Syatem, Verizon wilf replace or repair, llVodzmuopﬁon
any materals or squipment necessary for operation of the System. Thess services are
the "Maintenancs Services”.

2 WARRANTY PERIOD: For Systems Installed by Verzon, the “Waranly Pedod”
beging on the In-Servics Dete and cortinues for the appiicable Warranty Period shown
on page 3, Iem 7. Unless otherwiss stated in the Wamanty Period column, data and
video squipment is soid with Maintenance Services in lisu of wamanty.

3 MAINTENANCE SERVICES TERM AND AENEWAL: Verizon Maintenance Plana
for squipment sold with Warranty begin at the end of tha Warranty Perdod. Verizon
Magintenance Plans for equipment sold without Warranty begin &t the in-Service Date.
Initial Maintenance Servicea are provided In multiples of one year. At the end of the
initisl maintenance period, Verizon Malintenance Services will thereafter renew on a
yoar-to-ysar basis st Verizon's rates prevailing at the beginring of each maimtenance
year (the “Flenswal Date”). Customer may terminale Verizon Maintenance Services at
any time upon 30 days’ prior written notice. Verizon may terminste the Mainlenance
Services at the end of & maintsnance ysar ypon written notice plven to the Customer
at lsast 80 days prior to the Renewal Date. Verizon will give Cusiomer written notice of
price changes at least 66 days prior to the Renewal Date.

4 MAINTENANCE SERVICES FOR ADDITIONS: Varzon Maintenance Services
include maintsnance for additions 1o the Systern which are purchased from and ingtalled
by Verizon during the term of this Agresment. H Customer Verizon
Maintenance Services for the System and later during the term of thie Agresment
purchases from Verzon en addition{s) to the Syslem and Verizon instels such
addiion(s}, the Verizon waranty, if any, for such addition(s} shall run until the next
Mairtenance Services Renewal Dats, so that the warranty period for the addition(s} will

mmmmwmummmhw

§ MAINTENANCE PLANS: Verizon will provide Mairtenance Services under the
Maintonance Plan selected by Customer. Maintenance Services customers recelve
priority in repair sarvice dispaiching over time and matedal customers. Once any major
on-site maintenance has started, # will continve uninterrupted during the hours for the
applicable Verizon Maintenance Plan. At Customers request, Verizon will continua the
maintenance activity beyond the plan hours. Labor provided ouiside of plan hours will
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be billed &t the current Vesrizon labor ratas. “Office Hours™ are 8:00 am. o 5:00 p.m.
(7:30 am. to 415 p.m. in Hawall), local time, Monday through Friday, exciuding
Verizon-observed holideys.

_ 8@ AFTER-WARRANTY MAINTENANCE FOR VOICE EQUIPMENT:

{a) Office Hours Plan: This plan provides labor and material repair coverage during
Office Hours. PEX systems with remote monitoring capability will be monfiored
from Verzon's Network Opsrations Center (“NOC™ 8:00 am. to 5:00 pm.,
Mmduy&\mumFﬂdayorﬂy in Customer's time zone with this coveraga plan.

Addiional equipment and services may be required from Customer for such
monitoring. Problems that cause PBX alams to be received in the NOC will be
remotely when possible. When troubla is found 16 be outside the Systsm

and to be Verizon network relatad, a Verizon Field Services Technician will
coordinate neceasary repair activities to axpedits the problem resolution. PBX

Hours Plan coverage uniess the Customer Supplemental
Coverege to axtsnd coverage for major system lailures to 24 hours a day during
the Warranty Period.

(b) Around-the-Clock Plan: This plan provides the same coverage as the Office
Hours Ptan with the following adkfitions or changes: Around-the-Clock coverage
provides repair coverage for major fallures, 24 hours a day, seven days n week,
Holidays are inciuded. PBX systems with remote monioring capability will be
monitorad from tha NOC saven days a week, 24 howrs a day, including holidays,
with this coverage plan {additional squipmant and services may be requirad from
mamu)ommwmwsmmwmcom
provides the same coverage as the Around-the-Clock Plan,

(c)vmmmmmmsmmwuuawam
specified Verizon PBX and Hylwid systems. This plan provides the same
coverage as the Around-the-Clock Plan with the following edditiors or changes:
{1} Verizon will provide the Customer a rele reduction irom Vedzon standand

hourly iabor rates for move, add and change (MAC) sctivity. This rate will be
sinted in the current Voice Sarvice Plus maintenance procedures or in an
atiachrnent to this sgreement.

{2) Verizon will provide six instructor-hours of snd user training annually (in
increments of 2 hours minimum).

(3} Verizon will provide two customer system traffic studies annually (sdditional
aquipment may be mecquired from the Cusiomar).

(4) Verizon will provide quarterly Customer system performance reports

{5} Vedzon will provide system slamn monitoring and reporting.

{6) Verizon will provide Customer disaster recovery information storage.

(M) Verizon will provide daity Custormer system health checks.

(8) Verizon will provide toll traud surveiiance (additional equipment may ba
required from the Customer). Toll fraud surveillance is the detaction of a
suspicious cali(s) based upon a Customer-defined set of paramaters and
notification to the Customer. This is NOT Toll Fraud Prevention.

(8) Verizon will provide hacker notification (additional equipment may be required
fromn the CGustomer). Hacleer notification is the detsction: of a specitied number
of unsuccassful attempts to access the System from a singla source,
immediate cancellation of subsequent access atterpts from that source, and
notification to the Customer.

{d) Contract Labor Plan: Contract Labor Plan provides a cectified Verizon
tachnician on the Cusiomer's site for a specified period of ime. Days and times
are spacified in an attachment. Vehicle and tools are included in the base labor
rate. Repair materinl coverage is negotiated ssparaioly.

T MAINTENANCE FOR DATA AND VIDEQ EQUIPMENT:

{a) AH Data Service Plus Maimtenance Plans include: Telephone technical
support ks provided during plan hours from the NOC snd, when deemed
wppropriste by Verzon, from Vesdizon's vandors. Vendor software updates and
fixes are distributed from the NOC. Software updates, version relsases and
mairtenance releases provided to Verdzon from Verlzon's vendors at no
addiional cost are provided to Verizon's customers st no additional cost.
Addiional charges apply for other reloases and revisions. Hardware upgrades
necessary 1o support new software are not included and must be purchased by
the Customar,

{b} All Video Data Service Plus Msintenance Plans include: access to a Verizon
help desk during plan hours 10 answer operational qusstions,

{c) On-Site Office Hours, On-Site Around-the-Clock and Video On-Sits Plans:
These plans provide Vertzon customers with an aftemative 1o a fuli-time lechnicat
siall. These plans include:

{1) The On-She Office Hours and Video On-Site Plans provide labor and material
wmmmmmmmmmm

MMMMMMNWMW
described in the preceding subsection, plue labor and material repelr
coverage for major hardware end/or system softwars taillures 24 hours a day,
seven deys a weel. Holideys are included,

{3) Verizon makes svery sffort to provide repair parts by the next business day.

{d} Tela-Maintenance and Video Tele-Maintenance Plans: These plans provide

periorm

(1)mmummmmcm-meammnwofum
tachnical support.

{2) When part repincement is necessary, Verizon cortacis the sppropriate
vandor and orders replacemeant parts for fastest deiivery to tha Customar's
gite. Verizon makes every sffort to provide replacement pans by the next
buginess day. Customer must relum the replaced part 10 the vendor within
ton days or Customer will be billad for the part.

Contract No.:
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& REPAIR RESPONSE; mhmaammmm
dingnostics, telephone

{a) Two hours for voica equipment failure.
(b} Four hours for date or viieo egquipment tailure.

& MAJORMINOR SYSTEM FAILURE: Verizon wil respond to major System Iadures
within the time apecified in the preceding section (Part H, Section 8), subject to
coverage of the seleciad Maintenance Plan. A major System failure Is one or more
of the jollowing:

{a) Total inability to originale voice andior data communications.

(b) Tota! inability 10 process incoming voice and/or data communications.

(c) Total inability 1o procass voice and/or data communications within the System.

(4} Total Inability 1o establish the audio and/or video segment of interactive video
conlarancing

(o)mmwmde-ndfornhhtmpodmm

{} Twenty percent (20%) or mors of trunks out of service.

(g} Twenty percent (20%) or mors of stations and/or poris out of service.

(h} Hotsi'motel call accounting aystam failure.

() Any other fallure rmusually agreed to in writing by Customer and Verizon.

A minor System lailure ls any other System lailure or matfunction. Verizon witl respond

0 minor System failures within one {1} business day of receipt of & request for service.

Verizon will charge its then prevailing rates for repair of minor System faillures that

Customer requests be pedormed cutside of Offica Hours.

10. EXCLUSIONS: Wamanty and Maintenance Services do not include:
() Additions, changes, mmmmwm
@)wmmwmvmwnmﬁuﬂy
this Agresmant and aitachments.

(c} WWWMM neglact, misuse, intentional acts or

any causa other than normal use of the System.

{d) nmormnmmwmmmmymm.
power disturbances, fire, ficod, earthqueka, sxcessive moisture or any svent
occurming extemad 1o the System that directly or indirecty causes a malfuncticn
In the System, a privide network to which the System ls connecied, or in
mmummmwmmwmmwm

telephone network,
(o) &Meanooudmedbyuuofhsmnmwmdamumml
supplied or approved as 10 such combinad use by Verizon, or uss of any part
of the System in a mamner not specified by Verzon.

.f- = {f) Repair or maintanance or increass in nowmnal service time resulting from

Customer's faiture to provide a suitable snvironment for the Systam or any other
failure of Customer o perform ita responsibilities.

{h) Loss or recovery of Customner data (Customer is responaible for providing
adequate back-up of data and for restoring data to repaired squipmerd.)

11, 8YSTEM OPERATION: Customer shall operate the System in the manner
preacribed by Verzon and/or the squipment manutacturer and shall not alter the System
In any vy without the prior written consant of Verizon. Cusiomer shall pay for repains

upon modification of the terms of warmanties and Maintenance Services to refisct
changed circumstences arxd location. i relocation, removal or nesmangement requires
relocation of the Systam to a different service address, Verizon may modity its charges
or tarminate the Maintenance Services, provided that the unused portion of prepald
Maintenance Services shall be refunded.

PART Il - GENERAL TERMS AND CONDITIONS

1. ADDITIONAL PURCHASES: During the period this Agresmant ls in effect, 1o include
Renewsl Temms for Maintenance Services,

prosisions
mmumw;pmmmmmmmmmdwd
to, delete or vary Varzon's obligations or rights under this Agreement are hereby rejected
and shall not become part of the transaction without Verizon's specific written consent.

,—-,z. PRICE AND PAYMENT TERMS:

(a) Uniess ctherwise staled, prices Include delivery to the System addrass. if Cus-
tomer and Vertzon agres on any change to the System belors the In-Service
Dats, Varizon will mdjust the total purchase price and instafistion date accord-

®) %Mwaﬂmﬂhﬂo“mwwmmhmm
other charges pursuard 1o this Agresment.
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(£) The down payment shall accompany the signed Agresment. Payment(s) of the
balarce sheil be rmade upon invoice by Verizon. Payments are due upon receipt
of invoice and are considensd past dus 30 days after invoice date. Customer
shal pay interest on any past due balance sl 1.5% per month (nat o exceed
the madmum rate aiowed under state law). i any payment for purchase of the
Systern ls not recelved within 45 daye of the invoice date, Verizon may remove
the System and seek o appropriate lagal remedies. If payment for Maintsnance
Sarvices is not received within 45 days of the involce date, Verizon may cease
performing Malntenance Secvices and teminate the Agresment.

{ch i Customer cancels this Agresment belore the In-Service Date, cancellation
muet be In wriing and Customar shall pay Vertzon's charges for preperation of
the Systern, instaliation and removal at Verizon's then curent rates plus a
restocking charge of 15% of tha System price. Verlzon wilt apply ary payment
recefved from Custormner to these charges snd will relund any balance. if a
deficiency results, Verzon will invoice the Customer, and Customer shall pey
such deficiency within 45 days of the invoice date.

{8} I Customer Snancee this purchase, Varizon will refund amounts paid by Custo-
mar upon recelpt of paymaent in full from the thind party lessor or lender, Customer
may assign its ights and obligations under this Agreement to & third pernty tessor
of lender accapiable 1o Verizon or may cause the third party lessor or lender to
issue a purchase order in a form accepiabie to Verizon. Notwithstanding such
assignment or thind party purchase order, Customer shall have the right to
srdoros Verizon's obligations and wil remain responsible for performance of
Gustomer's obligations under this Agreemant, including paymant lor the System.

(N As siated in Part Il, Section 3, the term of Maimenance Services will renew for
succassive one-year rensval tems ynless terminated by Customer upon thirty
(30) days written notice or unleas terminated by Verlzon at the end of the
appiicabls temm upon slxty (80) days wiitten notics prior to the end of the term.
Verizon may change the Maintenance Services prices for a rahewa! term by
providing Customer with writlen notice of the price change at least sixty (60}
days prior to the end of the then-current term. Such now prices efiective
&t the beginning of the renewal tam, without additional amendmernt to this
Agrsement.

2. SOFTWARE LICENSE: Software provided in conjunction with the System is icensed
to Cusiomer undsr the license provided by the sofiware publisher or equipment man-
uincturer, Customer may be required 10 axecide & separate soliware license agresment
furnishad by the software provider of equipment mamsfacturer.

4. RISK OF LOS3: Risk of loss or damage to the Systam that is not caused by Verizon
passes 10 Customer on dslivery to the System address #f Verdzon installs the System
or upon delivery to the carrier or pickup by Customer if Verlzon does not install.

8. TITLE AND SEGURITY INTEREST: Until the full paymant has bsen made, Customar
grants Verizon a purchase money securlty intereet in the System, agrees to execute ail
doCumanis necsssary 10 perfect that irderest, mnd, 1o the sxtent parmitied by law, grants
Verizon a special power-of-atiomey for the purpose of sxecuting said documents. Upon
final payrnent, tide paases to Customer and Verzon will release its sacurity intsrast.
8. WARRANTIES:

(@) H Verizon doss not inatall the System, such warranties as may be provided by
the manuiacturers or Verizon's supplies shall be the sole and exclusive
warranties for the System, except as provided in {c) below. In such cases,
Customer is responsible for retuming defective equipment and paris 1o the
manyiacturar.

(b} When Vertzon instalis the System, wamanties provided by the manitacturers or
suppliers apply 1o the System for the Warranty Padod stated in the Equipmant
Description, and Veriron aiso warants for the Waranty Perdod that the
Instafiation work of Varizon will be free from defacts in material and worlonanship.

{£} Varzon warmaris thet good titie to the System will be conveyed to Customer

hdl

upon hull payrnent.

{d} These warrantias do not cover damage 10 or malfunction of the Systern caused
in whole or in pant by Custorner or thind parties through other than normad use
of the System or caused by events extemal o the Systam.

(e} Customer’s sole and sxciusive remedy for breach of Verizon's wamanties shall
be fimited to repair or replacemnent, st Verizon's option, of any defective part or
insiafistion work, provided that Verizon shall have no Hability uniess Custorner
provides Verizon written notice within the Warranty Psriod of the specific defect.

THE WARRANTIES STATED N THIS SECTION ARE IN LIEU OF ALL OTHER
WARRANTIES FROM VERIZON, EXPRESS OR IMPLIED, INCLUDING, BUT NOT LIMITED
TO, THE IMPLIED WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A
PARTICULAR PURPOSE. VERIZON MAKES NO WARRANTY FOR USE OF THE SYSTEM
AE A COMPONENT N LIFE SUPPORT DEVICES OR SYGTEMS. VERIZON MAKES NO
WARRANTY WITH RESPECT TO THE PERFORMANCE OF ANY SOFTWARE OR
FRMWARE,

7. LIMITATION OF LIABILITY: UNDER NO CIRCUMSTANCES SHALL VERIZON, ITS
SUPPLIERS OR SUBCONTRACTORS BE LIABLE FOR INCIDENTAL, INDWRECT,
CONSEQUENTIAL OR SPECIAL DAMAGES, WHETHER ARISING IN CONTRACT, TORT
OR OTHERWISE, NOCTWITHSTANDING THE(R FORESEEABIITY OR DISCLOSURE BY
CUSTOMER TO VERIZON, INCLUDING, BUT NOT LIETED TO, DAMAGES ARISING
FROM DELAY, LOSS OF DATA, PROFITS OR GDODOWILL. EXCEPT WITH RESPECT TO
THE INDEMNIFICATIONS SET OUT W PART M, SECTION 0, VERIZON'S LIABILITY,
WHETHER iN CONTRACT, TORT OR OTHERWISE, SHALL NOT EXCEED THE PURCHASE
PRICE FOR THE SYSTEM. VERIZON SHALL BEAR NO LIABILITY POR USE OF
EQUIPMENT OR SERVICES PROVIDED UNDER THIS AGREEMENT i CONNECTION
WITH LIFE SUPPORT SYSTEMS OR DEVICES, iN ADDITION, VERIZON SHALL HAVE NO
LIABILITY OR RESPONSIBILITY FOR INTERQPERABILITY OR COMPATIBILITY OF THE
SYSTEM WITH THIRD-PARTY PRODUCTS Oft SYSTEMS THAT CUSTOMER MAY UTILIZE
IN CONJUNCTION WITH THE SYSTEM OR TO WHICH CUSTOMER MAY CONNECT THE
SYSTEM. VERIZON MAY FROM TIME TO TIME PROVIDE ADVICE, MAKE
RECOMMENDATIONS OR SUPPLY OTHER ANALYSIS RELATED TO THE SYSTEM,
EQUIPMENT AND BERVICES DESCRIBED IN THIS AGREEMENT, AND CUSTOMER
ACKNOWLEDGES AND AGREES THAT THIS LIMITATION OF LIABILITY SHALL ARPLY
TO PROVISION OF SINCH ADVICE, RECOMMENDATIONS AND ANALYSIS.
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or relevant component with an equivalent, OF COMpPonent,
modity the System or relevant component so that it becomes non-infringing, or
remove the System and refund tha purchase price based on

Thia indemnity does not extend to any portion of the injury, death or damage
caused by sither the sole or comtributing negligence of Customer or thind partiss.
Verizon's cbiigation with respect to damage to the System s limited to repair or
replacement, s Verizon's option, of the damaged kems.

8. COMPLIANCE WiTH LAW:

{s) The parties ahall comply with applicable laws, reguiations and ordinances with

anthameeﬂmsmvamqaﬂmMpm

{t) Restrictions or prohibitton on the export of the System may be imposed by
Varizon's suppliers or by the U.8. Government. If Customer exponts any part of
the System, Customer shall, in ks own name, apply for any reguired U.S. sxport
ficensa and assumes full responsibliity for compliance with alt U.S. and foreign
country laws applicable to the export of the squipment from the United States
and import into other courtries.

1. RESPONSIBILITY POR TELECOMMUNICATIONS CHARGES: The System is
intended to bs connected 10 the public switched telsphone network. Customer is solely

payment of long distance, toft and other telscommunications charges incurred through
uss of the System.

11. HAZARDQUS SUBSTANCES: Except as disclosed to and acimowledged in writing
by Verizon, Customer certifies that & is nol aware of the presence of any asbestos or
other hazardous subsiance (as defined by any appiicable simie, federal or local
hazerdous waste or snvironmental law or ragulation) at any location where Verzon is
I periorm seivices under this Agreement. If during such performance Verdron
smployses of agents sncounter any such substance, Customer agrees to take afl
necessary sieps, al ks own sxpense, 10 remove of condain the asbestos or othar
hazardous substance and 10 test the premises to eneure that exposure doss not sxcesd
the iowsst sxposure Fmit for the protection of workers. Verizon may suspend

uncier this Agreament until the removal or containrnent his bean completed

and approved by the spproprisie govemmental sgency and Vedzon. Performance
obiigations under this Agresmaent shall be extendad for the defay taused by said dsanup
or mmoval. Customers faiiure o remove of contain hazardous substances shall entile
Varizon 10 terminate this Agreement without further Hability. If Vierizon so teminates,
Cusiomer shali parmit Verizon 1o remove sy equipment that has not been accepted,
shell reimburss Varzon for spenses incumed in performing this Agresment untll
termination (including expenses of remaving equipment), and shall complete payment
for any portion of the System that has been acceptad, and Verzon shait refund to
Customar any down payment for the System If the System has not been accepted, and
shall refund the unused portion of sy prephid Meintenance Service.

12. DELAYED PERFORMANCE: if pariormance under this Agreement is interferad with
by mcts of God, war, riot, embargo, acte of the Govemmaent in ks scvereign capacity,
labor difficulties, unavallabitity of squipment or parts from vendors, changes requested

by Custorner, or any cther circumstances beyond the reasonable control and without

hehdtdﬁopwdbcbd,lwhpmy upon giving prompt notice 1o the other party,
“shall bs excused from such performance on a day-to-day basls to the extent of auch
Intorference (and the other party shaelii kkewise be excused from its performance),
provided that the party so affected shall use reasonable sffons 10 remove such causes
of nonperfomance and both parties shall proceed whwnever such causes ane remdved
or coase. H parformance of sither party is prevented or dalayed by circumstances as
described In this section for more than ninety (80} days, efther party may terminate this
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Agresment_ H this Agreement is 50 terminated, Customer shall parmit Verizon to remove

any
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" Maintenance Sendce.

13. DEFAULY: If either party fails to perform any material obligation under this
Agresment or violatas any matarial term or condition of this Agreement, and such failure
of violation is not cursd within 30 days following receipt of & written notice of default
from the othar party, then the other party shall have the right to terminats this Agreement
upon written notice o the defaulting party.

14. RESOLUTION OF DISPUTES:

(a) The parties desire 10 resolve disputes arsing out of this Agreement without
liigation. Accordingly, except for action seeking a temporary resiraining order
or injunction related 10 the purposes of this Agreoment, o suit to compel
compliance with this dispute nesotulion process, the parties sgree 1o use the
following sitemative dispute resolution procedure as their sole remady with
respact to any controversy or claim arising out of or relating to this Agreement
or ks breach.

(b) At the written request of a parly, each pary will appoint a knowladgeable,
responsible

discretion of the represeniatives. the rapresentatives may

axempt production,
which shall not be admissible in the arbitration described below or in any lawsuit
withowut the concurrence of all partiss. Documaents identified in or provided with
such communications, which are nol preparsd for purposes of the negotiations,
are nol 80 axompted and may, I otharwisas admissible, be sdmitied in evidance
in the arbitration or lawsult.

(c) H the dispute is not resoived under the preceding subsaction within 60 days of
the initia! written notics, the dispute shall ba subeitted to binding arbitration by
& single arbitrator. Either party may demand arbitration by submiiting writien
notice to the Amarican Arbitration Aasociation, with a copy 1o the other party,
Tha dispute shai? then be administersd according to the American Arbitration
Association's Commercial Arbitration Rules, with the folowing modificationa: (1)
the arbitration shall be held in the city where this Agreement was exacuted by
Verizon; (2) the arbitralor shal ba ficensed to practic law and shall preferably
have former judicial axpedence; (3) the arbitrator shalt conduct the arbitration
as if It ware a bench triad and shall usa, apply and snforce the Federa! Rules of
Civil Procedurs; (4) the arbitrator shall have no power or authority to make any
award that provides for consequential, incidental, indirect, punitive or axsmplary
damages; (5) the arbitrator shall control the acheduling so thet the hearing is
compieted no iater than 120 days after the data of demand for arbitration; (6)
the arbitrator shall rule on the dispute by lssulng a wiitten decislon within 30
days atter the close of the hearing; and (7) the arblirator's decision shall follow
the plain meaning of this Agreement and the rsisvant documents. JJudgment on
the award rendered by the arblitrator may be entered in any court having
jurisdiction over the parties.

ments (lo include search time and reproduction costs). The parties shall sgually
spilt the fees of the arbitration and the arbitrator.

15. MISCELLANEOUS:

{a) No action or demand for arbitrtion arising o of this Agreement may be brought
by & party more than 2 ysars after the causs of action has accrued. The parti
waive the rght 1o Invoke any different imiiation on the bringing of actions under
slate iaw.

{b) Verlzon may assign this Agreement without msiriction, but Custormer may not
assign this Agresmant without Verizon's writien consent, which shall not unrea-
sonably be withheld.

{c} Eithar party’s fallure 10 enforce any of the provisions of this Agresment, or to
sxarcise any right or option is not & widver of wy such provision, right or option,
and shall not affect the valldity of this Agreement.

{d) Notices required by thie Agreement shall be in writing and shall be sent by a
method which oblains a written recsipt. Notices shall ba sent to the address
isted on the front of this Agreement urdil such address is changed by written

notice,

{a) This Agreement is 1o be govemed and construed according to the substantive
law of the stats in which this Agresment is accepted by Varizon.

N wpmmmmmmmmmwwmmumm

without invelidating the remaining provisions of this Agresment, unless the

general intent of ihis Agreement would be negated.

{g) The section haadings in this Agresment are for convenience onfy and shall not
be considersd in e intarpretation.

(h) No subsaquent agreement shall change, modily or discharge this
in whole or ins part, uniess such agreement Is in writing and signed by the party
againat whom enforcement of the change, modification: or diacharge is sought.

{) This Agreement, inciuding attachments, constitutes the entira agreement of the
partias pertaining 10 the subject matter herein and supersades all prior agmee-
ments, nagotiations and representations, whether written or oral, conceming
auch subject maiter. No representations or warranties, express or implied, have
been made or refied upon in the making of this Agreement other then those
spacifically contalned In this Agreemant.
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AGENDA ITEM 26

Discuss and take appropriate action on bids received for bridge replacement on CR 390, 406, and 427.

Bids were received from the following:
Bland/Schroeder/Archer, L.P., Austin, Texas
Dayco Construction Co., Austin, Texas
Capital Excavation Co., Austin, Texas
Ellis-McGinnis Construction Co., Ennis, Texas
FTWOODS Construction Services, Inc., Georgetown, Texas

Moved: Commissioner Limmer

Seconded: Commissioner Hays

Motion: To award bid for bridge replacement on CR 390, 406 and 427 to Ellis-McGinnis Construction
Company, as recommended by Project Manager George Tillett of HDR Engineering.

Vote: 5-0

< Attachment >




