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We don’t wait
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We build it.




At Verizon, we have one mission: to give humans the
ability to do more in this world. It's why we’re partnering
with visionaries from just about every industry you can
imagine, using technology and data to turn innovative
ideas into realities.

We don’t wait for the future. We build it.

Building the future means we’re continuously inventing for
new markets and revenue opportunities yet to emerge. From
smart cities, connected cars and data-driven supply chains
to pioneering disruptive industry transformation, it will all be
made into a reality by our unique technology.

Making cities smarter and greener: Using sensors in
asphalt and roadside cameras running on our powerful
network technology, we're helping the City of Sacramento
cut its traffic jams, reducing carbon dioxide emissions

and driving time for thousands of drivers. There’s a huge
opportunity to work with hundreds of other cities throughout
the U.S. on this type of project.

Enhancing food safety: We're turning the idea of connected
cargo and the smart supply chain into reality. We're working
with partners to track cargo —measuring everything from
temperature changes, humidity and location —in real time
using a sensor the size of a nickel. The market opportunity
for such connected cargo extends well past just the food
chain and into almost every industry depending on logistics,
such as the healthcare industry, where tracking medication
accurately is essential.

Reinventing healthcare: Options for patients have long
been limited by where the best doctors and surgeons were
based, but thanks to the near-zero latency 5G network we're
deploying, that will soon be a thing of the past. Surgeons will
be able to conduct an operation from thousands of miles
away, remotely operating a robotic version of their hands.
This is just one example of the incredible ideas our advanced
network is helping make a reality.

2017 Annual Report | Verizon Communications Inc. and Subsidiaries 1



Financial and operational highlights as of December 31, 2017
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See our investor website (www.verizon.com/about/investors) for reconciliations to U.S. generally accepted accounting principles (GAAP) for the non-GAAP financial
measures included in this annual report.

Forward-looking statements

In this communication we have made forward-looking statements. These statements are based on our estimates and assumptions and are subject to risks and
uncertainties. Forward-looking statements include the information concerning our possible or assumed future results of operations. Forward-looking statements also
include those preceded or followed by the words “anticipates,” “believes,” “estimates,” “hopes” or similar expressions. For those statements, we claim the protection of
the safe harbor for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995. We undertake no obligation to revise or publicly release
the results of any revision to these forward-looking statements, except as required by law. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements. The following important factors, along with those discussed in our filings with the Securities and Exchange Commission (the
“SEC”), could affect future results and could cause those results to differ materially from those expressed in the forward-looking statements: adverse conditions in the
U.S. and international economies; the effects of competition in the markets in which we operate; material changes in technology or technology substitution; disruption of
our key suppliers’ provisioning of products or services; changes in the regulatory environment in which we operate, including any increase in restrictions on our ability to
operate our networks; breaches of network or information technology security, natural disasters, terrorist attacks or acts of war or significant litigation and any resulting
financial impact not covered by insurance; our high level of indebtedness; an adverse change in the ratings afforded our debt securities by nationally accredited ratings
organizations or adverse conditions in the credit markets affecting the cost, including interest rates, and/or availability of further financing; material adverse changes in
labor matters, including labor negotiations, and any resulting financial and/or operational impact; significant increases in benefit plan costs or lower investment returns on
plan assets; changes in tax laws or treaties, or in their interpretation; changes in accounting assumptions that regulatory agencies, including the SEC, may require or that
result from changes in the accounting rules or their application, which could result in an impact on earnings; the inability to implement our business strategies; and the
inability to realize the expected benefits of strategic transactions.
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Corporate responsibility highlights

QUALITY
EDUCATION

At Verizon, we have long believed that it is our responsibility to share our success. It's not enough to deliver

. strong financial performance. We must also make a positive contribution to society and that is why we are
M| taking actions to support the United Nation’s Sustainable Development Goals. We are specifically focused on
goals 4 and 8: providing young people with relevant skills for good jobs and entrepreneurship, and promoting
] an environmentally sustainable economy.

ECONOMIC GROWTH

We have set aggressive targets to guide our actions and we are measuring our impact.

Education goal

By 2023, Verizon will help provide six million students with the skills required to put them on the path to success in an
increasingly tech-dependent job market.
Progress:

«In 2017, almost 128,000 students participated in our Verizon Innovative Learning (VIL) initiative.

*More than one million students have participated in our education programs since 2012.

«Key metric: In the schools that began the program in 2014, VIL schools students significantly outperformed their
non-VIL peers on math and reading standardized tests.

Programresultsindicate:

Math Reading
The percentage of The percentage of
VIL schools students VIL schools students
who improved in math who improved in reading
was 3X greater was 2X greater

B VIL schools students B Non-VIL schools students

Based on 6th grade performance for schools that provided complete data after two years.

Sustainability goals

By 2022, Verizon’s networks and connected solutions will save more
than double the amount of global emissions that our operations By 2025!

create. By 2025, we will reduce our carbon intensity (a measure of the we wi“ reduce the

overall carbon we emit divided by the terabytes of data carried by our

networks) by 50 percent over the 2016 baseline. carbon intensity

In addition, by 2030 we will plant two million trees in communities =
around the world, including 250,000 in areas impacted by the 2017 Of Our OperatIOI‘IS
hurricane season. by 50 percent
Progress:

*In 2017, Verizon’s networks and connected solutions enabled Over the 2016

emissions savings equal to 1.38 times our own operational emissions.

baseline.

«We are currently measuring our progress toward reducing our
carbon intensity and will report our results on our Corporate
Responsibility website.

«We have planted more than 560,000 trees since 2009.

To read more, please visit our 2017 Corporate Responsibility Report at www.verizon.com/about/responsibility
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Dear Shareholder,

One quality that defines a great company is how it responds
to change.

Most companies embrace change with a certain degree of
reluctance. That’s never been the Verizon way. Throughout
our history, we have been drivers of change — while also
remaining true to our corporate mission, strategic vision and
core values.

In early 2017, we outlined our plan for maintaining this
balance. We would devote the year to expanding two of our
strongest traditional assets — our loyal, high-quality customer
base and our preeminent network — while also seizing
opportunities in dynamic sectors of our industry.

We successfully introduced Unlimited wireless plans,

added capabilities to our best-in-class networks, combined
our existing Media business and the operating business of
Yahoo! Inc. (Yahoo) to become an insurgent in digital media,
and increased our presence in the telematics and Internet of
Things (IoT) markets. This positions our company not only
for short-term profitability, but also for growth over what is
certain to be a long period of expansion, change, disruption
and opportunity across our industry.

We achieved strong financial and operational results in 2017.
Bigger picture: We anticipated and drove industry trends, and
we used our unique collection of network and media assets
to take full advantage of the rapid evolution of our industry.

These initiatives are paying off. In our wireless business, we
ended 2017 with 116.3 million retail wireless connections, a
1.8 percent increase from the previous year. We added 1.8
million postpaid smartphones, with an industry-leading
postpaid phone churn of less than 0.8 percent for the year,
and 11 consecutive quarters of churn below 0.9 percent.

As a statement of our uncompromising commitment to our
customers and to showcase the strength of our network, we
rolled out our Unlimited offering in the first quarter. Our aim
was to deepen our already-tremendous customer loyalty —
and to attract new customers.
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Verizon’s core

purpose: To give people
the ability todo morein
this world.

That’s exactly what happened. Our network quality was a
strong selling point, and our Unlimited plans contributed to
customer growth and increased overall demand for high-
speed data services.

Doubling down on network superiority

The success of Unlimited isn’t just about the market
reputation of our network - it's also about real-world
reliability. We knew these offerings would generate
substantially more traffic for us to handle. When that traffic
came, our network didn’t flinch. In fact, we extended our lead
in network quality as a result of the investments we've made
in anticipation of ever-growing demand.

When marketing meets reality, reality wins. We have our
customers’ backs no matter how many videos they stream
or group chats they join, and this network quality advantage
has been recognized by the most respected third-party
evaluators. In 2017, Verizon won more awards than any other
provider in the J.D. Power Wireless Network Quality Study
for the 18th time in a row. RootMetrics ranked Verizon as the
best network in the U.S. for the ninth year running.

The superiority of our network is hardly a secret. There’s
also a deeper layer to this story that does not get as much
attention as it should. Let me share my perspective on why
Verizon’s network quality will be an even bigger asset to our
company and our customers in the future.

| just referred to our anticipation of ever-growing demand.
That isn’t an extrapolation from the growth that we've seen
in years past. It's a prediction that we are on the cusp of a
wholly new era of tech-driven innovation — a Fourth Industrial
Revolution based on connective technologies such as |oT,
next-generation robotics, artificial intelligence, virtual reality,
augmented reality, 3D printing, nanotechnology, wearable
technology and autonomous vehicles.

These innovations —enabled by 5G networks — are at widely
varying stages of maturity and ubiquity. What they have in



common is this: All are sufficiently powerful to reshape entire
industries, and all are still novel enough to be shaped by
companies that have the vision and the capacity to do so.

There’s no company better positioned to exercise
this leadership than Verizon. The reason: Wireless
technology and next-generation fiber will power the
Fourth Industrial Revolution.

At Verizon, we don’t wait for the future — we build it. Our
$17.2 billion capital investment in 2017 is a down payment
on that future, and we are already achieving state-of-the-art
speed with our blazing-fast nationwide 4G LTE network.
We hit the one-gigabit-per-second mark for speed under
real-world ecosystems, and yet we've hardly begun to
exhaust the potential of 4G technology. This network will
remain an extraordinary asset for our company and our
customers for many years to come.

5G is game-changing technology

Even as we push 4G to the next level, we are rapidly
bolstering our leadership position in 5G. This technology
is a game-changer for Verizon as we build the future. It will
allow 10 to 100 times better throughput, 10 times longer
battery life and 1,000 times larger data volumes than
anything offered today.

To give you a sense of 5G’s low latency and speed, consider
an experiment we conducted at the 2017 Indianapolis 500.
We put a driver in a car with blacked-out windows, and only a
5G headcam to use for navigation. The car handled the track
with ease. The near-zero latency of the 5G feed enabled

the driver to “see” the curves and straightaways as reliably
as if the windows had been clear. This is not possible on

4G networks, and 5G’s lower latency will enable many more
applications that do not exist today.

With an agile combination of 4G LTE and 5G infrastructures,
we can enable a surgeon to operate on a patient in an
emergency room on the other side of the country, giving

medical centers everywhere access to high-quality specialist
care. We're also working with food companies and shippers
to expand the use of nickel-sized sensors that can detect
when storage temperatures along the supply chain have
exceeded safe limits.

We're collaborating with cities to improve public safety,
emergency response, traffic management, pollution reduction
and other vital services. In Boston, we've teamed up with city
officials on a vision of zero fatalities from accidents involving
pedestrians or bicyclists, using predictive data analytics to
make intersections safer. This is just the beginning.

We've begun working closely with partners worldwide to set
standards and technical specifications for 5G. We've also
started testing in the field. During 2017, we deployed the
largest 5G trial network in the U.S. with active customers.

In November 2017, we announced that we will commercially
launch 5G wireless residential broadband services in three
to five U.S. markets in 2018. That’s at least two years earlier
than most experts had predicted.

The evolution from 4G LTE to 5G is not an either-or question.
We see our network as a collective set of assets — including
4G LTE, fiber, 5G and software-defined networks — which
together we refer to as the Verizon Intelligent Edge Network.
This versatile, multilayered infrastructure can relay and

sort signals via wireless or wireline connections, allowing

us to handle an enormous range of current and potential
applications.

Many of our strategic transactions in 2017 focused on
additions and enhancements to this infrastructure. Our
acquisitions of XO Communications and Straight Path will
strengthen our fiber assets and spectrum portfolio, as will
our purchasing agreements with Corning and Prysmian. To
give you some perspective, those agreements include enough
fiber to reach from Earth to Mars. In other words, these

aren’'t piecemeal, business-as-usual additions. They’re major
investments toward a whole new level of network capacity.
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Our goal has
always been
to improve
lives through
innovation.
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Even as we make these and other acquisitions, we continue
to uphold our longstanding commitment to financial discipline
and shareholder value. Verizon has generated substantial
savings from process improvements and operational
realignments, and we've launched a major initiative to save
$10 billion by 2021 through further reductions and processes
to work smarter and more efficiently. In addition, we expect
the recent tax-reform legislation to have a positive impact

to cash flow from operations in 2018 of approximately $3.5
billion to $4 billion, which we will use primarily to further
strengthen our balance sheet.

Because of our robust balance sheet, we have delivered

on our commitment to produce long-term value for our
shareholders. The Board of Directors declared the 11th
consecutive annual dividend increase in September, returning

significant value to shareholders.
Giving people the ability to do more

With a strong balance sheet and cash flow fueling network
investment, we have the means to achieve Verizon’s core
purpose: To give people the ability to do more in this world.

Our customers are right there with us, eagerly embracing our
most advanced products. What we offer right now through
our 4G LTE and all-fiber Fios services is just the start. With
even faster broadband networks — and especially with 5G

- we will be able to offer wholly new services far beyond
anything commercially available today.

Services like 3D video. Virtual and augmented reality.
Holograms. The potential applications of such technologies
are staggering to consider — everything from immersive
gaming to real-time “same room” interactions with coworkers,
classmates and loved ones who may be thousands of

miles away.

To ensure we take full advantage of this convergence of
connectivity and content, Verizon has made some important
strategic acquisitions. In 2017, we completed the purchase of
the operating business of Yahoo, which significantly expands
our content offerings — as well as the audience to which we
can stream that content. We combined Yahoo's operating
business with our existing media business to create Oath,

a company that includes diverse media and technology
brands which engage approximately one billion global
content consumers. Oath generated about $6 billion in
revenues in 2017.

This scale enables us to attract high-value content partners,
as we saw in our recent agreements with the National
Football League and the National Basketball Association

to stream live games and other content to users on our
mobile and digital properties. Such partnerships will create
tremendous possibilities as our customer base continues

to expand and our networks continue to achieve new
breakthroughs in speed and quality.

Expanding our digital-media presence is not only exciting,
it's deeply important to our company’s future. When we



talk about giving people the ability to do more, it’s about
something even bigger than these transformative advances
in entertainment and communication. It's about something we
call “humanability,” a word that describes our commitment to
expanding the possibilities of people everywhere — at home,
at work, in their communities and around the world.

This commitment cuts across geographical divides and
sectoral categories. It’'s about spreading the benefits of
technology to where they’re needed most.

For example, the economic impact of information technology
has appeared mainly in traditional “digital” industries —
telecom, media, software, and other tech-related fields
whose business models have adapted quickly to new
demands and opportunities. For many “physical” industries —
such as transportation, agriculture and manufacturing — the
immense potential of mobile and digital technology remains
largely unrealized.

This is where our growing role in [oT comes into play. In 2017,
Verizon launched the industry’s first nationwide loT-friendly,
LTE network which extends battery life while offering enough
bandwidth for communication. Our future 5G networks will
enable deployments on a much larger scale.

Currently, it's estimated some 8.4 billion connected “things”
are in use, an increase of 31 percent from 2016. That number
is expected to reach more than 20.4 billion by 2020. Our
networks will power much of that growth, and we look
forward to giving businesses and consumers the ability to
do more through this powerful Fourth Industrial Revolution
technology.

One important related field is telematics — the transmission
of information to vehicles and other remote objects. This is
a fast-developing sector, one that will profoundly influence
supply-chain logistics, fleet management and vehicular
design.

In 2016 we bolstered our telematics presence through the
acquisitions of Telogis and Fleetmatics. Verizon is now the
world’s top provider of fleet-management technologies for
businesses large and small. In 2017 our revenues from loT

services, including telematics, grew organically by
double-digit percentage rates year over year, with great
promise for the future.

A higher calling

Our goal has always been to improve lives through
innovation. As we help build the Fourth Industrial Revolution,
we are establishing partnerships with forward-thinking
innovators across numerous sectors - including government,
education, agriculture and healthcare - to expand
opportunity and improve human well-being in an era of
unprecedented connectivity.

This is the higher calling that has attracted some of the
world’s best, most diverse talent to become part of the
Verizon team. The combined spirit and creativity of our
employees makes Verizon a great place to work, learn and
grow — and make a positive contribution to society.

For example, we worked hand-in-hand with first responders
in communities of all sizes to aid recovery from hurricanes,
wildfires, floods and other natural disasters that struck
throughout the year. Beyond this, in 2017 we donated

$75 million to disaster recovery and community projects
throughout the U.S. and Puerto Rico.

Our employees ran to crises this year, and generously
assisted one another through our employee-to-employee
VtoV emergency aid fund. In addition, Verizon employees
ensured that emergency personnel and residents in disaster
areas were able to rely on our network when they needed it
most. | am deeply proud of every member of our V Team who
contributed to these efforts, whether in the form of expertise,
financial donations, or simply reaching out to colleagues and
neighbors.

And our employee commitment to serving our communities
doesn’t stop there. Every day of 2017, our V Team made

it a mission to connect our customers to life’s victories,
struggles, and people who matter most. From our front-
line to our corporate employees, V Teamers answered the
call this year, delivering the promise of the digital world to
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families, first responders, businesses and individuals across
the country. To celebrate the work that our employees do
every day and help them share in Verizon’s future success,
we recently invested approximately $380 million in them via
a special stock-based award as part of our tax-reform
reinvestment strategy.

Delivering the promise

If we are truly serious about building the future and acting
as constructive drivers of change, we won't simply wait to
address the problems that affect our customers and fellow
human beings - we will actively identify the challenges of
tomorrow, and address them today.

That brings me to the last topic I'd like to raise here. As the
CEO of a major technology company that depends for its
very existence upon the development and dissemination
of world-class ideas, | am deeply concerned about the
growing digital divide not only between industries, but

also between people.

Far too many of our communities have been left out of the
digital revolution. Far too many of our young people are
beginning their lives and careers at a crippling disadvantage
because their education has not prepared them for the
challenges of this increasingly global, technology-driven
new economy.

Our company has sought to better understand the causes
and consequences of this digital divide, teaming up with
partners like National Geographic. What's clear is that if we,
and other leading institutions, don’t act now to narrow this
divide, it will quickly get worse, with deeply harmful results
for our economy and our society.
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Verizon is helping to close this gap by helping under-resourced
urban and rural schools provide high-quality STEM

(science, technology, engineering and mathematics)
instruction. Through Verizon Innovative Learning programs,
we've served approximately 128,000 students this year.

We do it because of our belief that everyone deserves a
quality education, regardless of their socio-economic status
or geographic location. We do it because we know that the
future of our society depends on the ability of our young
people to become empowered, engaged participants in
tomorrow’s digital world. Toward this end, we have
announced plans to increase our contributions to the
education work of the Verizon Foundation by $200 million
to $300 million over the next two years.

When Verizon talks about building the future and giving
people the ability to do more, we mean it. We know that it
starts with us. We are committed to creating the connections
that bring human beings together, and that transform ideas
into innovation.

Thank you for being part of our journey over this past year.
Let’s build a better future together.

Lowell McAdam
Chairman and Chief Executive Officer
Verizon Communications Inc.



Selected Financial Data

(dollars in millions, except per share amounts)

2017 2016 2015 2014 2013
Results of Operations
Operating revenues $ 126,034 $ 125,980 $ 131,620 $ 127,079 $ 120,550
Operating income 27,414 27,059 33,060 19,599 31,968
Net income attributable to Verizon 30,101 13,127 17,879 9,625 11,497
Per common share — basic 7.37 3.22 4.38 242 4.01
Per common share - diluted 7.36 3.21 4.37 242 4.00
Cash dividends declared per common share 2.335 2.285 2.230 2.160 2.090
Net income attributable to noncontrolling interests 449 481 496 2,331 12,050
Financial Position
Total assets $ 257,143 $ 244,180 $ 244175 $ 232,109 $ 273,184
Debt maturing within one year 3,453 2,645 6,489 2,735 3,933
Long-term debt 113,642 105,433 103,240 110,029 89,188
Employee benefit obligations 22,112 26,166 29,957 33,280 27,682
Noncontrolling interests 1,591 1,508 1,414 1,378 56,580
Equity attributable to Verizon 43,096 22,524 16,428 12,298 38,836

Significant events affecting our historical earnings trends in 2015 through 2017 are described in “Special Items” in the “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” section.

« 2014 data includes severance, pension and benefit charges, early debt redemption and other costs, gain on spectrum license transactions and
wireless transaction costs. 2013 data includes severance, pension and benefit credits, gain on spectrum license transactions and wireless
transaction costs.

Stock Performance Graph

Comparison of Five-Year Total Return Among Verizon, S&P 500 Telecommunications Services Index and S&P 500 Stock Index
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At December 31,

Data Points in Dollars 2012 2013 2014 2015 2016 2017
Verizon 100.0 118.4 117.8 121.9 147.2 153.2
S&P 500 Telecom Services 100.0 1.3 14.7 118.5 146.3 1445
S&P 500 100.0 1324 150.4 152.5 170.7 207.9

The graph compares the cumulative total returns of Verizon, the S&P 500 Telecommunications Services Index, and the S&P 500 Stock Index over a
five-year period. It assumes $100 was invested on December 31, 2012 with dividends being reinvested.
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Management’s Discussion and Analysis
of Financial Condition and Results of Operations

Overview

Verizon Communications Inc. (Verizon or the Company) is a
holding company that, acting through its subsidiaries, is one of
the world’s leading providers of communications, information
and entertainment products and services to consumers,
businesses and governmental agencies. With a presence
around the world, we offer voice, data and video services and
solutions on our wireless and wireline networks that are
designed to meet customers’ demand for mobility, reliable
network connectivity, security and control. We have a highly
skilled, diverse and dedicated workforce of approximately
155,400 employees as of December 31, 2017.

To compete effectively in today’s dynamic marketplace, we
are focused on transforming around the capabilities of our
high-performing networks with a goal of future growth based
on delivering what customers want and need in the new digital
world. During 2017, we focused on leveraging our network
leadership, retaining and growing our high-quality customer
base while balancing profitability, enhancing ecosystems in
media and telematics, and driving monetization of our
networks and solutions. Our strategy required significant
capital investments primarily to acquire wireless spectrum, put
the spectrum into service, provide additional capacity for
growth in our networks, invest in the fiber-optic network that
supports our businesses, maintain our networks and develop
and maintain significant advanced information technology
systems and data system capabilities. We believe that steady
and consistent investments in our networks and platforms will
drive innovative products and services and fuel our growth.
We are consistently deploying new network architecture and
technologies to extend our leadership in both fourth-
generation (4G) and fifth-generation (5G) wireless networks.
In addition, protecting the privacy of our customers’
information and the security of our systems and networks will
continue to be a priority at Verizon. Our network leadership
will continue to be the hallmark of our brand, and provide the
fundamental strength at the connectivity, platform and
solutions layers upon which we build our competitive
advantage.

Highlights of our 2017 financial results include:

+ Full year earnings of $7.37 per share on a United States
(U.S.) generally accepted accounting principles (GAAP)
basis.

» Total operating revenue for the year was $126.0 billion.

+ Total operating income for the year was $27.4 billion, with
an operating margin of 21.8%.

« Net income for the year was $30.6 billion.

* In 2017, cash flow from operations totaled $25.3 billion.

« Capital expenditures for the year were $17.2 billion.
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Business Overview

We have two reportable segments, Wireless and Wireline,
which we operate and manage as strategic business units
and organize by products and services, and customer
groups, respectively.

» Total Wireless segment operating revenues for the year
ended December 31, 2017 totaled $87.5 billion, a decline
of 1.9%.

» Total Wireline segment operating revenues for the year
ended December 31, 2017 totaled $30.7 billion, an
increase of 0.6%.

» Our Media business, branded Oath, had an increase in
operating revenues of 89.7% to $6.0 billion during the
year ended December 31, 2017 primarily due to the
acquisition of Yahoo! Inc.’s (Yahoo) operating business in
June of 2017.

Wireless

Our Wireless segment, doing business as Verizon Wireless,
provides wireless communications products and services
across one of the most extensive wireless networks in the
U.S. We provide these services and equipment sales to
consumer, business and government customers across the
U.S. on a postpaid and prepaid basis. A retail postpaid
connection represents an individual line of service for a
wireless device for which a customer is billed one month in
advance a monthly access charge in return for access to
and usage of network service. Our prepaid service enables
individuals to obtain wireless services without credit
verification by paying for all services in advance.

We are focusing our wireless capital spending on adding
capacity and density to our 4G Long-Term Evolution (LTE)
network. Approximately 98.5% of our total data traffic
during 2017 was carried on our 4G LTE network. We are
investing in the densification of our network by utilizing
small cell technology, in-building solutions and distributed
antenna systems. Densification enables us to add capacity
to manage mobile video consumption and demand for the
Internet of Things (loT), and also positions us for the
deployment of 5G technology. Over the past several years,
we have been leading the development of 5G wireless
technology industry standards and the ecosystems for fixed
and mobile 5G wireless services. We continue to work with
key partners on innovation, standards development and
requirements for this next generation of wireless
technology. During 2017, we deployed the largest 5G trial
network in the U.S. with active customers. In November
2017, we announced that we will commercially launch 5G
wireless residential broadband services in three to five U.S.
markets in 2018.



Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

Wireline

Our Wireline segment provides voice, data and video
communications products and enhanced services, including
broadband video and data services, corporate networking
solutions, security and managed network services and local
and long distance voice services. We provide these
products and services to consumers in the U.S,, as well as
to carriers, businesses and government customers both in
the U.S. and around the world.

In our Wireline business, to compensate for the shrinking
market for traditional voice service, we continue to build our
Wireline segment around data, video and advanced
business services — areas where demand for reliable high-
speed connections is growing. We expect our One Fiber
initiative will aid in the densification of our 4G LTE wireless
network and position us for the deployment of 5G
technology. The expansion of our multi-use fiber footprint
also creates opportunities to generate revenue from fiber-
based services in our Wireline business. We continue to
seek ways to increase revenue and further realize operating
and capital efficiencies as well as maximize profitability for
our Fios services.

Corporate and Other

Corporate and other includes the results of our Media
business, branded Oath, our telematics and other
businesses, investments in unconsolidated businesses,
unallocated corporate expenses, pension and other
employee benefit related costs and lease financing.
Corporate and other also includes the historical results of
divested businesses and other adjustments and gains and
losses that are not allocated in assessing segment
performance due to their nature. Although such
transactions are excluded from the business segment
results, they are included in reported consolidated earnings.
Gains and losses that are not individually significant are
included in all segment results as these items are included
in the chief operating decision maker’s assessment of
segment performance.

Oath, our organization that combines Yahoo's operating
business with our existing Media business, includes diverse
media and technology brands that engage approximately a
billion people around the world. We believe that Oath, with
its technology, content and data, will help us expand the
global scale of our digital media business and build brands
for the future. See Note 2 to the consolidated financial
statements for additional information.

In addition, Corporate and other includes the results of our
telematics businesses for all periods presented, which were
reclassified from our Wireline segment effective April 1,
2016. The impact of this reclassification was insignificant to
our consolidated financial statements and our segment
results of operations.

We are also building our growth capabilities in the emerging
loT market by developing business models to monetize
usage on our network at the connectivity and platform
layers. During the years ended December 31, 2017 and 2016,
we recognized loT revenues (including telematics) of $1.5
billion and $1.0 billion, a 52% and 40% increase,
respectively, compared to the prior year. This increase was
attributable primarily to our acquisitions of Fleetmatics
Group PLC (Fleetmatics) and Telogis, Inc. (Telogis) in the
second half of 2016, which enable us to provide a
comprehensive suite of services and solutions in the
Telematics market.

Capital Expenditures and Investments

We continue to invest in our wireless network, high-speed
fiber and other advanced technologies to position ourselves at
the center of growth trends for the future. During the year
ended December 31, 2017, these investments included $17.2
billion for capital expenditures. See “Cash Flows Used in
Investing Activities” and “Operating Environment and Trends”
for additional information. We believe that our investments
aimed at expanding our portfolio of products and services will
provide our customers with an efficient, reliable infrastructure
for competing in the information economy.

2017 Annual Report | Verizon Communications Inc. and Subsidiaries 11



Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

Consolidated Results of Operations

In this section, we discuss our overall results of operations and highlight special items that are not included in our segment
results. In “Segment Results of Operations,” we review the performance of our two reportable segments in more detail.

Consolidated Revenues

(dollars in millions)
(Decrease)/Increase

Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015

Wireless $ 87,51 $ 89,186 $ 91680 $ (1,675) (19)% $ (2,494) (2.7)%

Wireline 30,680 30,510 31,150 170 0.6 (640) (2.1)

Corporate and other 9,387 7,778 9,962 1,609 20.7 (2,184) (21.9)

Eliminations (1,544) (1,494) (1,172) (50) (3.3) (322) (27.5)

Consolidated Revenues $ 126,034 $ 125,980 $ 131,620 $ 54 - $ (5,640) (4.3)
2017 Compared to 2016 2016 Compared to 2015

Consolidated revenues remained consistent during 2017
compared to 2016 primarily due to a decline in revenues at
our Wireless segment, offset by an increase in revenues
within Corporate and other.

Revenues for our segments are discussed separately below
under the heading “Segment Results of Operations”.

Corporate and other revenues increased $1.6 billion, or
20.7%, during 2017 compared to 2016 primarily due to an
increase in revenue as a result of the acquisition of Yahoo's
operating business on June 13, 2017, as well as fleet service
revenue growth in our telematics business. These increases
were partially offset by the sale (Access Line Sale) of our
local exchange business and related landline activities in
California, Florida and Texas, including Fios Internet and
video customers, switched and special access lines and
high-speed Internet service (HSI) and long distance voice
accounts in these three states, to Frontier Communications
Corporation (Frontier) on April 1, 2016 and the sale of 23
customer-facing data center sites in the U.S. and Latin
America (Data Center Sale) on May 1, 2017, and other
insignificant transactions (see “Operating Results From
Divested Businesses” below). During 2017, our Media
business, branded Oath, generated $6.0 billion in revenues
which represented approximately 64% of revenues in
Corporate and Other.

Consolidated Operating Expenses

The decrease in consolidated revenues during 2016
compared to 2015 was primarily due to a decline in
revenues at our segments, Wireless and Wireling, as well as
a decline in revenues within Corporate and other.

Revenues for our segments are discussed separately below
under the heading “Segment Results of Operations”.

Corporate and other revenues decreased $2.2 billion, or
21.9%, during 2016 compared to 2015 as a result of the
Access Line Sale that was completed on April 1, 2016. The
results of operations related to these divestitures included
within Corporate and other are discussed separately below
under the heading “Operating Results From Divested
Businesses”. During 2016, our Media business represented
approximately 46% of revenues in Corporate and other,
comprised primarily of revenues from AOL Inc. (AOL), which
we acquired on June 23, 2015. Corporate and other also
includes revenues from new businesses acquired during
2016 of approximately $0.1 billion.

(dollars in millions)

Increase/(Decrease)
Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Cost of services $ 29,409 $ 29,186 $ 29438 $ 223 0.8% $ (252) (0.9)%
Wireless cost of equipment 22,147 22,238 23,119 (91) (0.4) (881) (3.8)
Selling, general and administrative expense 30,110 31,569 29,986 (1,459) (4.6) 1,583 53
Depreciation and amortization expense 16,954 15,928 16,017 1,026 6.4 (89) (0.6)
Consolidated Operating Expenses $ 98,620 $ 98,921 $ 98560 $ (301) (0.3) $ 361 0.4

Operating expenses for our segments are discussed separately below under the heading “Segment Results of Operations”.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

2017 Compared to 2016

Cost of Services

Cost of services includes the following costs directly
attributable to a service: salaries and wages, benefits,
materials and supplies, content costs, contracted services,
network access and transport costs, customer provisioning
costs, computer systems support, and costs to support our
outsourcing contracts and technical facilities. Aggregate
customer care costs, which include billing and service
provisioning, are allocated between Cost of services and
Selling, general and administrative expense.

Cost of services increased during 2017 primarily due to an
increase in expenses as a result of the acquisition of
Yahoo's operating business, an increase in content costs
associated with continued programming license fee
increases and an increase in access costs as a result of the
acquisition of XO Holdings’ wireline business (XO) at our
Wireline segment. These increases were partially offset by
the completion of the Access Line Sale on April 1, 2016, the
Data Center Sale on May 1, 2017 and other insignificant
transactions (see “Operating Results From Divested
Businesses”), the fact that we did not incur incremental
costs in 2017 as a result of the union work stoppage that
commenced on April 13, 2016 and ended on June 1, 2016
(2016 Work Stoppage), and by a decline in net pension and
postretirement benefit costs at our Wireline segment
primarily driven by collective bargaining agreements ratified
in June 2016.

Wireless Cost of Equipment

Wireless cost of equipment slightly decreased during 2017,
primarily as a result of a decline in the number of smartphone
and internet units sold, substantially offset by a shift to
higher priced units in the mix of devices sold.

Selling, General and Administrative Expense

Selling, general and administrative expense includes:
salaries and wages and benefits not directly attributable to
a service or product, bad debt charges, taxes other than
income taxes, advertising and sales commission costs,
customer billing, call center and information technology
costs, regulatory fees, professional service fees, and rent
and utilities for administrative space. Also included is a
portion of the aggregate customer care costs as discussed
in “Cost of Services” above.

Selling, general and administrative expense decreased
during 2017 primarily due to a decrease in severance,
pension and benefit charges, an increase in the net gain on
sale of divested businesses (see “Special Items”), a decline
at our Wireless segment in sales commission expense,
employee related costs, bad debt expense, non-income
taxes and advertising expense, and a decrease due to the
Access Line Sale on April 1, 2016 and the Data Center Sale
on May 1, 2017, and other insignificant transactions (see
“Operating Results From Divested Businesses”). These
decreases were partially offset by an increase in expenses
as a result of the acquisition of Yahoo'’s operating business
on June 13, 2017, acquisition and integration charges
primarily in connection with the acquisition of Yahoo’s
operating business, product realignment charges (see
“Special ltems”) and an increase in expenses as a result of
the acquisition of XO.

Depreciation and Amortization Expense

Depreciation and amortization expense increased during
2017 primarily due to the acquisitions of Yahoo'’s operating
business and XO.

2016 Compared to 2015

Cost of Services

Cost of services decreased during 2016 primarily due to the
completion of the Access Line Sale on April 1, 2016 (see
“Operating Results from Divested Businesses”), as well as a
decline in net pension and postretirement benefit cost in our
Wireline segment. Partially offsetting this decrease was an
increase in costs as a result of the acquisition of AOL on
June 23, 2015, the launch of our mobile video application in
the third quarter of 2015 and incremental costs incurred as
aresult of the 2016 Work Stoppage.

Wireless Cost of Equipment

Wireless cost of equipment decreased during 2016 primarily
as a result of a 4.6% decline in the number of smartphone
units sold, partially offset by an increase in the average cost
per unit for smartphones.

Selling, General and Administrative Expense

Selling, general and administrative expense increased
during 2016 primarily due to severance, pension and benefit
charges recorded in 2016 as compared to severance,
pension and benefit credits recorded in 2015 (see “Special
Items”), an increase in costs as a result of the acquisition of
AOL on June 23, 2015, and the launch of our mobile video
application in the third quarter of 2015. These increases
were partially offset by a gain on the Access Line Sale (see
“Special ltems”), a decline in costs as a result of the
completion of the Access Line Sale on April 1, 2016 (see
“Operating Results from Divested Businesses”), as well as
declines in sales commission expense at our Wireless
segment and declines in employee costs at our Wireline
segment.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

Special ltems

Special items included in operating expenses (see “Special ltems”) were as follows:

(dollars in millions)

Years Ended December 31, 2017 2016 2015
Severance, Pension and Benefit Charges (Credits)

Selling, general and administrative expense $ 1,391 $ 2,923 $ (2,256)
Acquisition and Integration Related Charges

Selling, general and administrative expense 879 - -
Depreciation and amortization 5 — -
Product Realignment

Cost of services and sales 171 - -
Selling, general and administrative expense 292 - -
Depreciation and amortization 219 - -
Net Gain on Sale of Divested Businesses

Selling, general and administrative expense (1,774) (1,007) -
Gain on Spectrum License Transactions

Selling, general and administrative expense (270) (142) (254)
Total Special Items $ 913 $ 1774 $ (2,510)

See “Special ltems” for a description of these items.

Operating Results From Divested Businesses

On April 1, 2016, we completed the Access Line Sale. On May 1, 2017, we completed the Data Center Sale. The results of
operations related to these divestitures and other insignificant transactions are included within Corporate and other for all
periods presented to reflect comparable segment operating results consistent with the information regularly reviewed by our
chief operating decision maker. The results of operations related to these divestitures included within Corporate and other

are as follows:

(dollars in millions)

Years Ended December 31, 2017 2016 2015
Operating Results From Divested Businesses

Operating revenues $ 368 $ 2115 $ 6,224
Cost of services 129 747 2,185
Selling, general and administrative expense 68 246 638
Depreciation and amortization expense 22 127 278

Other Consolidated Results

Other Income (Expense), Net
Additional information relating to Other income (expense), net is as follows:

(dollars in millions)

Increase/(Decrease)
Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Interest income $ 82 $ 59 $ 115 $ 23 39.0% $ (56) (48.7)%
Other, net (2,092) (1,658) 7 (434) (26.2) (1,729) nm
Total $ (2,010) $ (1,599) $ 186 $ (41) (25.7) $ (1,785) nm

nm —not meaningful

The change in Other income (expense), net during the year ended December 31, 2017, compared to the similar period in
2016, was primarily driven by early debt redemption costs of $2.0 billion, compared to $1.8 billion recorded during 2016 (see
“Special ltem” below), as well as a net loss on foreign currency translation adjustments compared to a net gain in the 2016
period. The change in Other income (expense), net during the year ended December 31, 2016, compared to the similar period
in 2015, was primarily driven by early debt redemption costs of $1.8 billion recorded during the second quarter of 2016.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

Special ltem
Special item included in Other income (expense), net was as follows:

(dollars in millions)
Years Ended December 31, 2017 2016 2015

Early debt redemption costs $ 1983 $ 1822 $ -

Interest Expense

(dollars in millions)

Increase/(Decrease)
Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Total interest costs on debt balances $ 5411 $ 5,080 $ 5504 $ 331 6.5% $ (424) (7.7)%
Less capitalized interest costs 678 704 584 (26) (3.7 120 20.5
Total $ 4,733 $ 4,376 $ 4,920 $ 357 8.2 $ (544) (11.1)
Average debt outstanding $ 115,693 $ 106,113 $ 112,838
Effective interest rate 4.7% 4.8% 4.9%

Total interest costs on debt balances increased during 2017 primarily due to higher average debt balances. Total interest
costs on debt balances decreased during 2016 primarily due to lower average debt balances and a lower effective interest
rate (see “Consolidated Financial Condition”).

Capitalized interest costs were higher in 2016 primarily due to an increase in wireless licenses that are currently under
development, including those licenses we acquired in the FCC spectrum license auction during 2015. See Note 2 to the
consolidated financial statements for additional information.

(Benefit) Provision for Income Taxes

(dollars in millions)

(Decrease)
Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
(Benefit) provision for income taxes $ (9,956) $ 7,378 $ 9,865 $ (17,334) nm $ (2,487) (25.2)%

Effective income tax rate (48.3)% 35.2% 34.9%

nm —not meaningful

2017 Annual Report | Verizon Communications Inc. and Subsidiaries 15



Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

The effective income tax rate is calculated by dividing the
(benefit) provision for income taxes by income before
income taxes. The effective income tax rate for 2017 was
(48.3)% compared to 35.2% for 2016. The decrease in the
effective income tax rate and the provision for income taxes
was due to a one-time, non-cash income tax benefit
recorded in the current period as a result of the enactment
of the Tax Cuts and Jobs Act (TCJA) on December 22,
2017. The TCJA significantly revised the U.S. federal
corporate income tax by, among other things, lowering the
corporate income tax rate to 21% beginning in 2018 and
imposing a mandatory repatriation tax on accumulated
foreign earnings. U.S. GAAP accounting for income taxes
requires that Verizon record the impacts of any tax law
change on our deferred income taxes in the quarter that the
tax law change is enacted. Due to the complexities involved
in accounting for the enactment of the TCJA, SEC Staff
Accounting Bulletin (SAB) 118 allows us to provide a
provisional estimate of the impacts of the legislation.
Verizon has provisionally estimated, based on currently
available information, that the enactment of the TCJA
results in a one-time reduction in net deferred income tax
liabilities of approximately $16.8 billion, primarily due to the
re-measurement of U.S. deferred tax liabilities at the lower
21% U.S. federal corporate income tax rate, and no impact
from the repatriation tax. This provisional estimate does not
reflect the effects of any state tax law changes that may
arise as a result of federal tax reform. Verizon will continue
to analyze the effects of the TCJA on its financial
statements and operations and include any adjustments to
tax expense or benefit from continuing operations in the
reporting periods that such adjustments are determined,
consistent with the one-year measurement period set forth
in SAB 118.

The effective income tax rate for 2016 was 35.2%
compared to 34.9% for 2015. The increase in the effective
income tax rate was primarily due to the impact of

$527 million included in the provision for income taxes from
goodwill not deductible for tax purposes in connection with
the Access Line Sale on April 1, 2016. This increase was
partially offset by the impact that lower income before
income taxes in the current period has on each of the
reconciling items specified in the table included in Note 11 to
the consolidated financial statements. The decrease in the
provision for income taxes was primarily due to lower
income before income taxes due to severance, pension and
benefit charges recorded in 2016 compared to severance,
pension and benefit credits recorded in 2015.

A reconciliation of the statutory federal income tax rate to
the effective income tax rate for each period is included in
Note 11 to the consolidated financial statements.
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Consolidated Net Income, Operating Income
and EBITDA

Consolidated earnings before interest, taxes, depreciation
and amortization expenses (Consolidated EBITDA) and
Consolidated Adjusted EBITDA, which are presented below,
are non-GAAP measures that we believe are useful to
management, investors and other users of our financial
information in evaluating operating profitability on a more
variable cost basis as they exclude the depreciation and
amortization expense related primarily to capital
expenditures and acquisitions that occurred in prior years,
as well as in evaluating operating performance in relation to
Verizon’s competitors. Consolidated EBITDA is calculated
by adding back interest, taxes, depreciation and
amortization expense, equity in losses of unconsolidated
businesses and other income (expense), net to net income.

Consolidated Adjusted EBITDA is calculated by excluding
the effect of special items from the calculation of
Consolidated EBITDA. We believe this measure is useful to
management, investors and other users of our financial
information in evaluating the effectiveness of our operations
and underlying business trends in a manner that is
consistent with management’s evaluation of business
performance. We believe Consolidated Adjusted EBITDA is
widely used by investors to compare a company’s operating
performance to its competitors by minimizing impacts
caused by differences in capital structure, taxes and
depreciation policies. Further, the exclusion of special items
enables comparability to prior period performance and trend
analysis. See “Special ltems” for additional details regarding
these special items.

Operating expenses include pension and other
postretirement benefit related credits and/or charges based
on actuarial assumptions, including projected discount rates
and an estimated return on plan assets. Such estimates are
updated at least annually at the end of the fiscal year to
reflect actual return on plan assets and updated actuarial
assumptions or more frequently if significant events arise
which require an interim remeasurement. The adjustment
has been recognized in the income statement during the
fourth quarter or upon a remeasurement event pursuant to
our accounting policy for the recognition of actuarial gains/
losses. We believe the exclusion of these actuarial gains or
losses enables management, investors and other users of
our financial information to assess our performance on a
more comparable basis and is consistent with
management’s own evaluation of performance.



Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

It is management’s intent to provide non-GAAP financial information to enhance the understanding of Verizon’'s GAAP
financial information, and it should be considered by the reader in addition to, but not instead of, the financial statements
prepared in accordance with GAAP. Each non-GAAP financial measure is presented along with the corresponding GAAP
measure so as not to imply that more emphasis should be placed on the non-GAAP measure. We believe that non-GAAP
measures provide relevant and useful information, which is used by management, investors and other users of our financial
information as well as by our management in assessing both consolidated and segment performance. The non-GAAP
financial information presented may be determined or calculated differently by other companies.

(dollars in millions)

Years Ended December 31, 2017 2016 2015
Consolidated Net Income $ 30,550 $ 13,608 $ 18,375
Add (Less):
(Benefit) provision for income taxes (9,956) 7,378 9,865
Interest expense 4,733 4,376 4,920
Other expense (income), net 2,010 1,599 (186)
Equity in losses of unconsolidated businesses 77 98 86
Consolidated Operating Income 27,414 27,059 33,060
Add Depreciation and amortization expense 16,954 15,928 16,017
Consolidated EBITDA 44,368 42,987 49,077
Add (Less):
Severance, pension and benefit charges (credits) 1,391 2,923 (2,256)
Product realignment 463 - —
Gain on spectrum license transactions (270) (142) (254)
Net gain on sale of divested businesses 1,774) (1,007) -
Acquisition and integration related charges 879 - -
Consolidated Adjusted EBITDA $ 45,057 $ 44761 $ 46,567

The changes in Consolidated Net Income, Consolidated Operating Income, Consolidated EBITDA and Consolidated Adjusted
EBITDA in the table above were primarily a result of the factors described in connection with operating revenues and
operating expenses.

Segment Results of Operations

We have two reportable segments, Wireless and Wireline, which we operate and manage as strategic business units and
organize by products and services, and customer groups, respectively. We measure and evaluate our reportable segments
based on segment operating income. The use of segment operating income is consistent with the chief operating decision
maker’s assessment of segment performance.

Segment earnings before interest, taxes, depreciation and amortization (Segment EBITDA), which is presented below, is a
non-GAAP measure and does not purport to be an alternative to operating income (loss) as a measure of operating
performance. We believe this measure is useful to management, investors and other users of our financial information in
evaluating operating profitability on a more variable cost basis as it excludes the depreciation and amortization expenses
related primarily to capital expenditures and acquisitions that occurred in prior years, as well as in evaluating operating
performance in relation to our competitors. Segment EBITDA is calculated by adding back depreciation and amortization
expense to segment operating income (loss). Segment EBITDA margin is calculated by dividing Segment EBITDA by total
segment operating revenues.

You can find additional information about our segments in Note 12 to the consolidated financial statements.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

Wireless

Operating Revenues and Selected Operating Statistics

(dollars in millions, except ARPA and I-ARPA)
(Decrease)/Increase

Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Service $ 63121 $ 66580 $ 70,396 $ (3,459) (5.2)% $(3,816) (5.4)%
Equipment 18,889 17,515 16,924 1,374 7.8 591 35
Other 5,501 5,091 4,360 410 8.1 731 16.8
Total Operating Revenues $ 87511 $ 89186 $ 91680 $ (1,675) (1.9) $(2,494) 2.7
Connections (‘000):(

Retail connections 116,257 114,243 112,108 2,014 1.8 2,135 19
Retail postpaid connections 110,854 108,796 106,528 2,058 1.9 2,268 241
Net additions in period (‘000):

Retail connections 2,041 2,155 3,956 (114) (5.3) (1,801) (45.5)
Retail postpaid connections 2,084 2,288 4,507 (204) (8.9) (2,219) (49.2)
Churn Rate:

Retail connections 1.25% 1.26% 1.24%

Retail postpaid connections 1.01% 1.01% 0.96%

Account Statistics:

Retail postpaid ARPA $ 13599 $ 14432 $ 15263 $ (833) (58) $ (831 (5.4)
Retail postpaid I-ARPA $ 166.28 $ 167.70 $ 163.63 $ (1.42) (0.8) $ 4.07 25
Retail postpaid accounts (‘000)™ 35,404 35,410 35,736 (6) - (326) (0.9)
Retail postpaid connections per account( 3.13 3.07 2.98 0.06 2.0 0.09 3.0

0 As of end of period
@ Excluding acquisitions and adjustments

2017 Compared to 2016

Wireless’ total operating revenues decreased by $1.7 billion,
or 1.9%, during 2017 compared to 2016, primarily as a result
of a decline in service revenues, partially offset by an
increase in equipment revenues.

Accounts and Connections

Retail postpaid accounts primarily represent retail
customers with Verizon Wireless that are directly served
and managed by Verizon Wireless and use its branded
services. Accounts include unlimited plans, shared data
plans and corporate accounts, as well as legacy single
connection plans and family plans. A single account may
include monthly wireless services for a variety of connected
devices.
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Retail connections represent our retail customer device
postpaid and prepaid connections. Churn is the rate at
which service to connections is terminated. Retalil
connections under an account may include those from
smartphones and basic phones (collectively, phones) as well
as tablets and other devices connected to the Internet,
including retail loT devices. The U.S. wireless market has
achieved a high penetration of smartphones, which reduces
the opportunity for new phone connection growth for the
industry. Retail postpaid connection net additions
decreased during 2017 compared to 2016, primarily due to
an increase in disconnects of Internet devices, partially
offset by a decline in phone disconnects.



Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

Retail Postpaid Connections per Account

Retail postpaid connections per account is calculated by
dividing the total number of retail postpaid connections by
the number of retail postpaid accounts as of the end of the
period. Retail postpaid connections per account increased
2.0% as of December 31, 2017 compared to December 31,
2016. The increase in retail postpaid connections per
account is primarily due to an increase in Internet devices,
including tablets and other connected devices, which
represented 19.0% of our retail postpaid connection base as
of December 31, 2017 compared to 18.3% as of

December 31, 2016. The increase in Internet devices is
primarily driven by other connected devices, primarily
wearables, as of December 31, 2017 compared to
December 31, 2016.

Service Revenue

Service revenue, which does not include recurring device
payment plan billings related to the Verizon device payment
program, decreased by $3.5 billion, or 5.2%, during 2017
compared to 2016, primarily due to lower postpaid service
revenue, including decreased overage revenue and decreased
access revenue. Overage revenue pressure was primarily
related to the introduction of unlimited pricing plans in 2017
and the ongoing migration to the pricing plans introduced in
2016 that feature safety mode and carryover data. Service
revenue was also negatively impacted as a result of the
ongoing customer migration to plans with unsubsidized
service pricing. The pace of migration to unsubsidized price
plans is approaching steady state, as the majority of
customers are on such plans at December 31, 2017.

Customer migration to unsubsidized service pricing was
driven in part by an increase in the activation of devices
purchased under the Verizon device payment program. For
2017, phone activations under the Verizon device payment
program represented approximately 78% of retail postpaid
phones activated compared to approximately 77% during
2016. At December 31, 2017, approximately 80% of our
retail postpaid phone connections were on unsubsidized
service pricing compared to approximately 67% at
December 31, 2016. At December 31, 2017, approximately
49% of our retail postpaid phone connections have a
current participation in the Verizon device payment program
compared to approximately 46% at December 31, 2016.

Service revenue plus recurring device payment plan billings
related to the Verizon device payment program, which
represents the total value received from our wireless
connections, decreased $0.6 billion, or 0.8%, during 2017
compared to 2016.

Retail postpaid ARPA (the average service revenue per
account from retail postpaid accounts), which does not
include recurring device payment plan billings related to the
Verizon device payment program, was negatively impacted
during 2017 compared to 2016, as a result of customer
migration to plans with unsubsidized service pricing,
including our new price plans launched during 2016, which
feature safety mode and carryover data, and the introduction
of unlimited data plans in 2017. Retail postpaid I-ARPA (the
average service revenue per account from retail postpaid
accounts plus recurring device payment plan billings), which
represents the monthly recurring value received on a per
account basis from our retail postpaid accounts, decreased
0.8% during 2017 compared to 2016. The decrease was
driven by service revenue decline, partially offset by
increasing recurring device payment plan billings.

Equipment Revenue

Equipment revenue increased $1.4 billion, or 7.8%, during
2017 compared to 2016, as a result of an increase in the
Verizon device payment program take rate and an increase
in the price of devices, partially offset by an overall decline
in device sales.

Under the Verizon device payment program, we recognize a
higher amount of equipment revenue at the time of sale of
devices. For 2017, phone activations under the Verizon
device payment program represented approximately 78% of
retail postpaid phones activated compared to approximately
77% during 2016.

Other Revenue

Other revenue includes non-service revenues such as
regulatory fees, cost recovery surcharges, revenues
associated with our device protection package, sublease
rentals and financing revenue. Other revenue increased $0.4
billion, or 8.1%, during 2017 compared to 2016, primarily due to
a $0.3 billion increase in financing revenues from our device
payment program and a $0.2 billion volume-driven increase in
revenues related to our device protection package.

2016 Compared to 2015

Wireless’ total operating revenues decreased by $2.5 billion,
or 2.7%, during 2016 compared to 2015, primarily as a result
of a decline in service revenue, partially offset by increases
in equipment and other revenues.

Accounts and Connections

Retail postpaid connection net additions decreased during
2016 compared to 2015, primarily due to a decrease in retail
postpaid connection gross additions as well as a higher
retail postpaid connection churn rate.

Retail Postpaid Connections per Account

Retail postpaid connections per account increased 3.0% as
of December 31, 2016 compared to December 31, 2015,
primarily due to increases in Internet devices, which
represented 18.3% of our retail postpaid connection base as
of December 31, 2016 compared to 16.8% as of

December 31, 2015.
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Service Revenue

Service revenue, which does not include recurring device
payment plan billings related to the Verizon device payment
program, decreased by $3.8 billion, or 5.4%, during 2016
compared to 2015, primarily driven by lower retail postpaid
service revenue. Retail postpaid service revenue was
negatively impacted as a result of customer migration to
plans with unsubsidized service pricing, including our new
price plans launched during 2016 that feature safety mode
and carryover data. Customer migration to unsubsidized
service pricing was driven in part by an increase in the
activation of devices purchased under the Verizon device
payment program. For 2016, phone activations under the
Verizon device payment program were 77% of retail
postpaid phones activated. At December 31, 2016,
approximately 67% of our retail postpaid phone connections
were on unsubsidized service pricing compared to
approximately 42% at December 31, 2015. At December 31,
2016, approximately 46% of our retail postpaid phone
connections participated in the Verizon device payment
program compared to approximately 29% at December 31,
2015. The decrease in service revenue was partially offset
by an increase in retail postpaid connections compared to
the prior year. Service revenue plus recurring device
payment plan billings related to the Verizon device payment
program, which represents the total value received from our
wireless connections, increased 2.0% during 2016.

Retail postpaid ARPA, which does not include recurring
device payment plan billings related to the Verizon device
payment program, was negatively impacted during 2016 as
a result of customer migration to plans with unsubsidized
service pricing, including our new price plans launched
during 2016 that feature safety mode and carryover data.
Retail postpaid I-ARPA, which represents the monthly
recurring value received on a per account basis from our
retail postpaid accounts, increased 2.5% during 2016.

Operating Expenses

Equipment Revenue

Equipment revenue increased $0.6 billion, or 3.5%, during
2016 compared to 2015, as a result of an increase in device
sales, primarily smartphones, under the Verizon device
payment program, partially offset by a decline in device sales
under the traditional fixed-term service plans, promotional
activity and a decline in overall sales volumes.

Under the Verizon device payment program, we recognize a
higher amount of equipment revenue at the time of sale of
devices. For the year ended December 31, 2016, phone
activations under the Verizon device payment program
represented approximately 70% of retail postpaid phones
activated compared to approximately 54% during 2015.

Other Revenue

Other revenue increased $0.7 billion, or 16.8%, during 2016
compared to 2015, primarily due to financing revenues from
our device payment program, cost recovery surcharges and
a volume-driven increase in revenues related to our device
protection package.

(dollars in millions)

Increase/(Decrease)
Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Cost of services $ 7990 $ 7988 $ 7803 $ 2 -% $ 185 2.4%
Cost of equipment 22,147 22,238 23,119 (91) (0.4) (881) (3.8)
Selling, general and administrative expense 18,772 19,924 21,805 (1,152) (5.8) (1,881) (8.6)
Depreciation and amortization expense 9,395 9,183 8,980 212 23 203 23
Total Operating Expenses $ 58,304 $ 59333 $ 61,707 $ (1,029) (1.7) $ (2,374) (3.8)

Cost of Services

Cost of services remained consistent during 2017 compared
to 2016, primarily due to higher rent expense as a result of
an increase in macro and small cell sites supporting network
capacity expansion and densification, as well as a volume-
driven increase in costs related to the device protection
package offered to our customers. Partially offsetting these
increases were decreases in costs related to roaming, long
distance and cost of data.
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Cost of services increased $0.2 billion, or 2.4%, during 2016
compared to 2015, primarily due to higher rent expense as a
result of an increase in macro and small cell sites supporting
network capacity expansion and densification, as well as a
volume-driven increase in costs related to the device
protection package offered to our customers. Partially
offsetting these increases were decreases in network
connection costs and cost of roaming.
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Cost of Equipment Selling, general and administrative expense decreased $1.9
Cost of equipment decreased $0.1 billion, or 0.4%, during billion, or 8.6%, during 2016 compared to 2015, primarily due
2017 compared to 2016, primarily as a result of a decline in to a $1.2 billion decline in sales commission expense as well
the number of smartphone and internet units sold, as declines in employee related costs, non-income taxes,
substantially offset by a shift to higher priced units in the bad debt expense and advertising. The decline in sales
mix of devices sold. commission expense was driven by an overall decline in
activations as well as an increase in the proportion of
Cost of equipment decreased $0.9 billion, or 3.8%, during activations under the Verizon device payment program,
2016 compared to 2015, primarily as a result of a 4.6% which has a lower commission per unit than activations
decline in the number of smartphone units sold, partially under traditional fixed-term service plans. The decline in
offset by an increase in the average cost per unit for employee related costs was a result of reduced headcount.
smartphones.
Depreciation and Amortization Expense
Selling, General and Administrative Expense Depreciation and amortization expense increased during
Selling, general and administrative expense decreased $1.2 2017 and 2016 primarily driven by an increase in net

billion, or 5.8%, during 2017 compared to 2016, primarily due depreciable assets.
to a $0.6 billion decline in sales commission expense as well
as a decline of approximately $0.2 billion in employee
related costs primarily due to reduced headcount, as well as
a decline in bad debt expense, non-income taxes and
advertising expense. The decline in sales commission
expense was driven by an increase in the proportion of
activations under the Verizon device payment program,
which has a lower commission per unit than activations
under traditional fixed-term service plans, as well as an
overall decline in activations.

Segment Operating Income and EBITDA

(dollars in millions)
(Decrease)/Increase

Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Segment Operating Income $ 29,207 $ 29853 $ 29,973 $(646) (22)% $ (120) (0.4)%
Add Depreciation and amortization expense 9,395 9,183 8,980 212 23 203 2.3
Segment EBITDA $ 38,602 $ 39,036 $ 38,953 $(434) (1.1) $ 83 0.2
Segment operating income margin 33.4% 33.5% 32.7%

Segment EBITDA margin 44.1% 43.8% 42.5%

The changes in the table above during the periods presented were primarily a result of the factors described in connection
with operating revenues and operating expenses.

Wireline

During the first quarter of 2017, Verizon reorganized the customer groups within its Wireline segment. Previously, the
customer groups in the Wireline segment consisted of Mass Markets (which included Consumer Retail and Small Business
subgroups), Global Enterprise and Global Wholesale. Pursuant to the reorganization, there are now four customer groups
within the Wireline segment: Consumer Markets, which includes the customers previously included in Consumer Retail;
Enterprise Solutions, which includes the large business customers, including multinational corporations, and federal
government customers previously included in Global Enterprise; Partner Solutions, which includes the customers previously
included in Global Wholesale; and Business Markets, a new customer group, which includes U.S.-based small business
customers previously included in Mass Markets and U.S.-based medium business customers, state and local government
customers, and educational institutions previously included in Global Enterprise.

The operating revenues from XO are included in the Wireline segment results as of February 2017, following the completion
of the acquisition, and are included with the Enterprise Solutions, Partner Solutions and Business Markets customer groups.
Total operating revenues of XO for the year ended December 31, 2017 were $1.1 billion.
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The operating results and statistics for all periods presented below exclude the results of the Access Line Sale in 2016, the
Data Center Sale in 2017, and other insignificant transactions (see “Operating Results from Divested Businesses”). The
results were adjusted to reflect comparable segment operating results consistent with the information regularly reviewed by

our chief operating decision maker.

Operating Revenues and Selected Operating Statistics

(dollars in millions)

Increase/(Decrease)
Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Consumer Markets $ 12,777 $ 12,751 $ 12,696 $ 26 02% $ 55 0.4%
Enterprise Solutions 9,167 9,164 9,378 3 - (214) (2.3)
Partner Solutions 4,917 4,927 5,189 (10) (0.2) (262) (5.0)
Business Markets 3,585 3,356 3,553 229 6.8 (197) (5.5)
Other 234 334 (78) (25.0) (22) (6.6)
Total Operating Revenues $ 30,680 $ 30,510 $ 31,150 $ 170 0.6 $ (640) (2.1)
Connections (‘000):(
Total voice connections 12,821 13,939 15,035 (1,118) (8.0) (1,096) (7.3)
Total Broadband connections 6,959 7,038 7,085 (79) (1.1) (47) (0.7)
Fios Internet subscribers 5,850 5,653 5,418 197 3.5 235 4.3
Fios video subscribers 4,619 4,694 4,635 (75) (1.6) 59 1.3

™ As of end of period

Wireline’s revenues increased $0.2 billion, or 0.6%, during 2017 compared to 2016, primarily due to increases in Business
Markets, as a result of the acquisition of XO, and Fios revenues. The 2016 Work Stoppage negatively impacted revenue for

the year ended December 31, 2016.

Fios revenues were $11.7 billion during 2017 compared to $11.2 billion during 2016. During 2017, our Fios Internet subscriber
base grew by 3.5% and our Fios Video subscriber base decreased by 1.6%, compared to 2016, reflecting the ongoing shift

from traditional linear video to over the top offerings.

Consumer Markets

Consumer Markets operations provide broadband Internet
and video services (including HSI, Fios Internet and Fios
video services) and local and long distance voice services to
residential subscribers.

2017 Compared to 2016

Consumer Markets revenues increased 0.2% during 2017
compared to 2016, due to increases in Fios revenues as a
result of subscriber growth for Fios Internet services fueled
by the introduction of gigabit speed data services, as well as
higher pay-per-view sales due to marquee events during the
third quarter, partially offset by the continued decline of
voice service and HSI revenues.

Consumer Fios revenues increased $0.4 billion, or 3.7%,
during 2017 compared to 2016. Fios represented
approximately 85% of Consumer revenue during 2017
compared to approximately 82% during 2016.

The decline in voice service revenues was primarily due to a
7.5% decline in retail residence voice connections resulting
primarily from competition and technology substitution with
wireless, competing voice over Internet Protocol (VolP) and
cable telephony services. Total voice connections include
traditional switched access lines in service, as well as Fios
digital voice connections.
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2016 Compared to 2015

Consumer Markets revenues increased $0.1 billion, or 0.4%,
during 2016 compared to 2015, due to increases in Fios
revenues as a result of subscriber growth for Fios services,
partially offset by the continued decline of voice service
revenues.

Our Fios connection growth for 2016 was impacted by the
2016 Work Stoppage. Consumer Fios revenues increased
$0.4 billion, or 4.3%, during 2016 compared to 2015. Fios
represented approximately 82% of Consumer revenue
during 2016 compared to approximately 79% during 2015.

The decline of voice service revenues was primarily due to a
7.5% decline in retail residence voice connections resulting
primarily from competition and technology substitution with
wireless, competing VolP and cable telephony services.
Total voice connections include traditional switched access
lines in service as well as Fios digital voice connections.
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Enterprise Solutions

Enterprise Solutions helps customers deliver an adaptive
enterprise, while mitigating risk and maintaining continuity,
to capitalize on the data driven world and create
personalized experiences. Enterprise Solutions provides
professional and integrated managed services, delivering
solutions for large businesses, including multinational
corporations, and federal government customers.
Enterprise Solutions offers traditional circuit-based network
services, and advanced networking solutions including
Private Internet Protocol (IP), Ethernet, and Software-
Defined Wide Area Network, along with our traditional voice
services and advanced workforce productivity and
customer contact center solutions. Our Enterprise Solutions
include security services to manage, monitor, and mitigate
cyber-attacks.

2017 Compared to 2016

Enterprise Solutions revenues remained consistent during
2017 compared to 2016. Increased revenues resulting from
the acquisition of XO were fully offset by declines in
traditional data and voice communications services as a
result of competitive price pressures.

2016 Compared to 2015

Enterprise Solutions revenues decreased $0.2 billion, or
2.3%, during 2016 compared to 2015, due to declines in

traditional data and advanced networking solutions and

voice communications services. Also contributing to the
decrease was the negative impact of foreign exchange

rates.

Partner Solutions

Partner Solutions provides communications services,
including data, voice and local dial tone and broadband
services primarily to local, long distance and other carriers
that use our facilities to provide services to their customers.

Operating Expenses

2017 Compared to 2016

Partner Solutions revenues decreased 0.2% during 2017
compared to 2016, primarily due to declines in traditional
voice revenues due to the effect of technology substitution,
as well as continuing contraction of market rates due to
competition, offset by revenues resulting from the
acquisition of XO. As a result of technology substitution and
the elimination of affiliate access lines due to the acquisition
of XO, the number of core data circuits at December 31,
2017 decreased 26.8% compared to December 31, 2016.
The decline in traditional voice revenue was driven by a
10.1% decline in domestic wholesale connections at
December 31, 2017, compared to December 31, 2016.

2016 Compared to 2015

Partner Solutions revenues decreased $0.3 billion, or 5.0%,
during 2016 compared to 2015, primarily due to declines in
data revenues and traditional voice revenues driven by the
effect of technology substitution as well as the continuing
contraction of market rates due to competition. As a result
of technology substitution, the number of core data circuits
at December 31, 2016 decreased 16.3% compared to
December 31, 2015. The decline in traditional voice revenue
was driven by a 5.8% decline in domestic wholesale
connections at December 31, 2016, compared to
December 31, 2015.

Business Markets

Business Markets offers traditional voice and networking
products, Fios services, IP Networking, advanced voice
solutions, security, and managed IT services to U.S.-based
small and medium businesses, state and local governments,
and educational institutions.

2017 Compared to 2016

Business Markets revenues increased $0.2 billion, or 6.8%,
during 2017 compared to 2016, primarily due to the
acquisition of XO, partially offset by revenue declines
related to the loss of voice and HSI connections as a result
of competitive price pressures.

2016 Compared to 2015

Business Markets revenues decreased $0.2 billion, or 5.5%,
during 2016 compared to 2015, primarily due to revenue
declines related to the loss of voice connections as a result
of competitive price pressures.

(dollars in millions)
(Decrease)/Increase

Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Cost of services $ 17,922 $ 18,353 $ 18,483 $ (431) (2.3)% $ (130) (0.7)%
Selling, general and administrative expense 6,274 6,476 7,140 (202) (3.1) (664) (9.3)
Depreciation and amortization expense 6,104 5,975 6,353 129 2.2 (378) (5.9)
Total Operating Expenses $ 30,300 $ 30,804 $ 31,976 $ (504) (16) $ 1172 (3.7)
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Cost of Services

Cost of services decreased $0.4 billion, or 2.3%, during
2017 compared to 2016, primarily due to the fact that we did
not incur incremental costs in 2017 that were incurred in
2016 as a result of the 2016 Work Stoppage, as well as a
decline in net pension and postretirement benefit costs
primarily driven by collective bargaining agreements ratified
in June 2016. These decreases were partially offset by an
increase in content costs associated with continued
programming license fee increases as well as an increase in
access costs as a result of the acquisition of XO.

Cost of services decreased $0.1 billion, or 0.7%, during 2016
compared to 2015, primarily due to a decline in net pension
and postretirement benefit cost, and a decline in access
costs driven by declines in overall wholesale long distance
volumes and rates. These decreases were partially offset by
incremental costs incurred as a result of the 2016 Work
Stoppage as well as an increase in content costs
associated with continued programming license fee
increases and continued Fios subscriber growth.

Segment Operating Income (Loss) and EBITDA

Selling, General and Administrative Expense

Selling, general and administrative expense decreased $0.2
billion, or 3.1%, during 2017 compared to 2016, due to a
decline in net pension and postretirement benefit costs,
primarily driven by collective bargaining agreements ratified
in June 2016 and the fact that there were no 2016 Work
Stoppage costs in 2017, partially offset by a 9.5% increase
in expenses resulting from the acquisition of XO.

Selling, general and administrative expense decreased $0.7
billion, or 9.3%, during 2016 compared to 2015, primarily due
to declines in employee costs as a result of reduced
headcount, a decline in net pension and postretirement
benefit costs and decreases in non-income taxes.

Depreciation and Amortization Expense

Depreciation and amortization expense increased during
2017 compared to 2016 primarily due to increases in net
depreciable assets as a result of the acquisition of XO.

Depreciation and amortization expense decreased during

2016 compared to 2015 primarily due to decreases in net
depreciable assets.

(dollars in millions)

Increase/(Decrease)
Years Ended December 31, 2017 2016 2015 2017 vs. 2016 2016 vs. 2015
Segment Operating Income (Loss) $ 380 $ (294) $ (8206) $ 674 nm $ 532 64.4%
Add Depreciation and amortization expense 6,104 5,975 6,353 129 2.2% (378) (5.9)
Segment EBITDA $ 6,484 $ 5,681 $ 5,527 $ 803 141 $ 154 2.8
Segment operating income (loss) margin 1.2% (1.0)% (2.7)%
Segment EBITDA margin 21.1% 18.6% 17.7%

nm —not meaningful

The changes in the table above during the periods presented were primarily a result of the factors described in connection

with operating revenues and operating expenses.
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Special ltems

Severance, Pension and Benefit Charges
(Credits)

During 2017, we recorded pre-tax severance, pension and
benefit charges of approximately $1.4 billion, exclusive of
acquisition related severance charges, in accordance with
our accounting policy to recognize actuarial gains and losses
in the period in which they occur. The pension and benefit
remeasurement charges of approximately $0.9 billion were
primarily driven by a decrease in our discount rate
assumption used to determine the current year liabilities of
our pension and postretirement benefit plans from a
weighted-average of 4.2% at December 31, 2016 to a
weighted-average of 3.7% at December 31, 2017 ($2.6
billion). The charges were partially offset by the difference
between our estimated return on assets of 7.0% and our
actual return on assets of 14.0% ($1.2 billion), a change in
mortality assumptions primarily driven by the use of updated
actuarial tables (MP-2017) issued by the Society of Actuaries
($0.2 billion) and other assumption adjustments ($0.3 billion).
As part of these charges, we also recorded severance costs
of $0.5 billion under our existing separation plans.

During 2016, we recorded net pre-tax severance, pension
and benefit charges of $2.9 billion in accordance with our
accounting policy to recognize actuarial gains and losses in
the period in which they occur. The pension and benefit
remeasurement charges of $2.5 billion were primarily driven
by a decrease in our discount rate assumption used to
determine the current year liabilities of our pension and
other postretirement benefit plans from a weighted-average
of 4.6% at December 31, 2015 to a weighted-average of
4.2% at December 31, 2016 ($2.1 billion), updated health
care trend cost assumptions ($0.9 billion), the difference
between our estimated return on assets of 7.0% and our
actual return on assets of 6.0% ($0.2 billion) and other
assumption adjustments ($0.3 billion). These charges were
partially offset by a change in mortality assumptions
primarily driven by the use of updated actuarial tables (MP-
2016) issued by the Society of Actuaries ($0.5 billion) and
lower negotiated prescription drug pricing ($0.5 billion). As
part of these charges, we also recorded severance costs of
$0.4 billion under our existing separation plans.

The net pre-tax severance, pension and benefit charges
during 2016 were comprised of a net pre-tax pension
remeasurement charge of $0.2 billion measured as of
March 31, 2016 related to settlements for employees who
received lump-sum distributions in one of our defined
benefit pension plans, a net pre-tax pension and benefit
remeasurement charge of $0.8 billion measured as of

April 1, 2016 related to curtailments in three of our defined
benefit pension and one of our other postretirement plans, a
net pre-tax pension and benefit remeasurement charge of
$2.7 billion measured as of May 31, 2016 in two defined
benefit pension plans and three other postretirement
benefit plans as a result of our accounting for the
contractual healthcare caps and bargained for changes, a
net pre-tax pension remeasurement charge of $0.1 billion
measured as of May 31, 2016 related to settlements for
employees who received lump-sum distributions in three of
our defined benefit pension plans, a net pre-tax pension
remeasurement charge of $0.6 billion measured as of
August 31, 2016 related to settlements for employees who
received lump-sum distributions in five of our defined
benefit pension plans, and a net pre-tax pension and benefit
credit of $1.9 billion as a result of our fourth quarter
remeasurement of our pension and other postretirement
assets and liabilities based on updated actuarial
assumptions.

During 2015, we recorded net pre-tax severance, pension
and benefit credits of approximately $2.3 billion primarily for
our pension and postretirement plans in accordance with
our accounting policy to recognize actuarial gains and
losses in the year in which they occur. The credits were
primarily driven by an increase in our discount rate
assumption used to determine the current year liabilities
from a weighted-average of 4.2% at December 31,2014 to a
weighted-average of 4.6% at December 31, 2015 ($2.5
billion), the execution of a new prescription drug contract
during 2015 ($1.0 billion) and a change in mortality
assumptions primarily driven by the use of updated actuarial
tables (MP-2015) issued by the Society of Actuaries ($0.9
billion), partially offset by the difference between our
estimated return on assets of 7.25% at December 31, 2014
and our actual return on assets of 0.7% at December 31,
2015 ($1.2 billion), severance costs recorded under our
existing separation plans ($0.6 billion) and other assumption
adjustments ($0.3 billion).

The Consolidated Adjusted EBITDA non-GAAP measure
presented in the Consolidated Net Income, Operating
Income and EBITDA discussion (see “Consolidated Results
of Operations”) excludes the severance, pension and
benefit charges (credits) presented above.
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Early Debt Redemptions

During 2017 and 2016, we recorded losses on early debt
redemptions of $2.0 billion and $1.8 billion, respectively.

We recognize losses on early debt redemptions in Other
income (expense), net on our consolidated statements of
income. See Note 6 to the consolidated financial statements
for additional information related to our early debt
redemptions.

Net Gain on Sale of Divested Businesses

During the second quarter of 2017, we completed the Data
Center Sale. In connection with the Data Center Sale and
other insignificant transactions, we recorded a net gain on
the sale of divested businesses of approximately $1.8 billion
in Selling, general and administrative expense on our
consolidated statement of income for the year ended
December 31, 2017.

During the second quarter of 2016, we completed the
Access Line Sale. As a result of this transaction, we
recorded a pre-tax gain of approximately $1.0 billion in
Selling, general and administrative expense on our
consolidated statement of income for the year ended
December 31, 2016. The pre-tax gain included a $0.5 billion
pension and postretirement benefit curtailment gain due to
the elimination of the accrual of pension and other
postretirement benefits for some or all future services of a
significant number of employees covered in three of our
defined benefit pension plans and one of our other
postretirement benefit plans.

The Consolidated Adjusted EBITDA non-GAAP measure
presented in the Consolidated Net Income, Operating
Income and EBITDA discussion (see “Consolidated Results
of Operations”) excludes the gain on the Access Line Sale
described above.

Gain on Spectrum License Transactions

During the fourth quarter of 2017, we completed a license
exchange transaction with affiliates of T-Mobile USA Inc. (T-
Mobile USA) to exchange certain Advanced Wireless
Services (AWS) and Personal Communication Services
(PCS) spectrum licenses. As a result of this agreement, we
received $0.4 billion of AWS and PCS spectrum licenses at
fair value and recorded a pre-tax gain of $0.1 billion in
Selling, general and administrative expense on our
consolidated statement of income for the year ended
December 31, 2017.

During the first quarter of 2017, we completed a license
exchange transaction with affiliates of AT&T Inc. (AT&T) to
exchange certain AWS and PCS spectrum licenses. As a
result of this non-cash exchange, we received $1.0 billion of
AWS and PCS spectrum licenses at fair value and recorded
a pre-tax gain of $0.1 billion in Selling, general and
administrative expense on our consolidated statement of
income for the year ended December 31, 2017.
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During the first quarter of 2016, we completed a license
exchange transaction with affiliates of AT&T to exchange
certain AWS and PCS spectrum licenses. As a result of this
non-cash exchange, we received $0.4 billion of AWS and
PCS spectrum licenses at fair value and we recorded a pre-
tax gain of approximately $0.1 billion in Selling, general and
administrative expense on our consolidated statement of
income for the year ended December 31, 2016.

During the fourth quarter of 2015, we completed a license
exchange transaction with an affiliate of T-Mobile USA to
exchange certain AWS and PCS licenses. As a result of this
non-cash exchange, we received $0.4 billion of AWS and
PCS spectrum licenses at fair value and we recorded a pre-
tax gain of approximately $0.3 billion in Selling, general and
administrative expense on our consolidated statement of
income for the year ended December 31, 2015.

The Consolidated Adjusted EBITDA non-GAAP measure
presented in the Consolidated Net Income, Operating
Income and EBITDA discussion (see “Consolidated Results
of Operations”) excludes the gains on the spectrum license
transactions described above.

Acquisition and Integration Related Charges

During the second quarter of 2017, we completed the
acquisition of Yahoo's operating business. We recorded
acquisition and integration related charges of approximately
$0.9 billion, including $0.6 billion of acquisition related
severance charges during the year ended December 31,
2017, primarily related to the acquisition of Yahoo’s
operating business. These charges were primarily recorded
in Selling, general and administrative expense on our
consolidated statement of income for the year ended
December 31, 2017.

The Consolidated Adjusted EBITDA non-GAAP measure
presented in the Consolidated Net Income, Operating
Income and EBITDA discussion (see “Consolidated Results
of Operations”) excludes the acquisition and integration
related charges described above.

Product Realignment

During the fourth quarter of 2017, we recorded product
realignment charges of approximately $0.7 billion. Product
realignment costs primarily related to charges taken against
certain early-stage developmental technologies. These non-
cash charges were recorded in Selling, general and
administrative expense, Cost of services, and Depreciation
and amortization expense on our consolidated statement of
income for the year ended December 31, 2017.

The Consolidated Adjusted EBITDA non-GAAP measure
presented in the Consolidated Net Income, Operating
Income and EBITDA discussion (see “Consolidated Results
of Operations”) excludes the product realignment costs
described above.
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Impact of Tax Reform

During the fourth quarter of 2017, we recorded a one-time
corporate tax reduction of approximately $16.8 billion in
Benefit (provision) for income taxes on our consolidated
statement of income for the year ended December 31, 2017.

Operating Environment and Trends

The industries that we operate in are highly competitive,
which we expect to continue particularly as traditional, non-
traditional and emerging service providers seek increased
market share. We believe that our high-quality customer
base and networks differentiate us from our competitors
and give us the ability to plan and manage through changing
economic and competitive conditions. We remain focused
on executing on the fundamentals of the business:
maintaining a high-quality customer base, delivering strong
financial and operating results and generating strong free
cash flows. We will continue to invest for growth, which we
believe is the key to creating value for our shareowners. We
are investing in innovative technologies, such as 5G and
high-speed fiber, as well as the platforms that will position
us to capture incremental profitable growth in new areas,
like media and telematics, to position ourselves at the
center of growth trends of the future.

The U.S. wireless market has achieved a high penetration of
smartphones which reduces the opportunity for new phone
connection growth for the industry. We expect future
revenue growth in the industry to be driven by monetization
of usage through new ecosystems, and penetration
increases in other connected devices including tablets and
loT devices. Current and potential competitors in the U.S.
wireless market include other national wireless service
providers, various regional wireless service providers,
wireless resellers, cable companies, as well as other
communications and technology companies providing
wireless products and services.

Service and equipment pricing continues to play an
important role in the wireless competitive landscape. We
compete in this area by offering our customers services and
devices that we believe they will regard as the best available
value for the price. As the demand for wireless data services
continues to grow, we and many other wireless service
providers offer service plans at competitive prices that
include unlimited data usage (subject to certain restrictions).
We and other wireless service providers also offer service
plans that provide a specific amount of data access in
varying megabyte or gigabyte sizes and, in some cases, the
ability to carry over unused data allowances. These service
offerings will vary from time to time as part of promotional
offers or in response to the competitive environment.

Many wireless service providers, as well as equipment
manufacturers, offer payment options, such as device
payment plans, which provide customers with the ability to
pay for their device over a period of time, and device leasing
arrangements. Historically, wireless service providers
offered customers wireless plans whereby, in exchange for
the customer entering into a fixed-term service agreement,
the wireless service providers significantly, and in some
cases fully, subsidized the customer’s device purchase. We
and many other wireless providers have limited or
discontinued this form of device subsidy. As a result, we
have experienced significant growth in the percentage of
activations on device payment plans and the number of
customers on plans with unsubsidized service pricing;
however, the migration is approaching steady state. We
expect future service revenue growth opportunities to arise
from increased access revenue and also new account
formation. Future service revenue growth opportunities will
be dependent on expanding the penetration of our services
and increasing the number of ways that our customers can
connect with our network and services and the
development of new ecosystems.

Current and potential competitors to our Wireline
businesses include cable companies, wireless service
providers, domestic and foreign telecommunications
providers, satellite television companies, Internet service
providers, over the top providers and other companies that
offer network services and managed enterprise solutions.

In addition, companies with a global presence increasingly
compete with our Wireline businesses. A relatively small
number of telecommunications and integrated service
providers with global operations serve customers in the
global enterprise and, to a lesser extent, the global
wholesale markets. We compete with these full or near-full
service providers for large contracts to provide integrated
services to global enterprises. Many of these companies
have strong market presence, brand recognition, and
existing customer relationships, all of which contribute to
intensifying competition that may affect our future revenue
growth.

Despite this challenging environment, we expect that we will
be able to grow key aspects of our Wireline segment by
providing network reliability, offering consumers product
bundles that include broadband Internet access, digital
television and local and long distance voice services,
offering business and government customers more robust
IP products and services, and accelerating our loT
strategies. We will also continue to focus on cost
efficiencies to attempt to offset adverse impacts from
unfavorable economic conditions and competitive
pressures.
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2018 Connection Trends

In our Wireless segment, we expect to continue to attract
and maintain the loyalty of high-quality retail postpaid
customers, capitalizing on demand for data services and
bringing our customers new ways of using wireless services
in their daily lives. We expect that future connection growth
will be driven by smartphones, tablets and other connected
devices such as wearables. We believe the overall customer
experience of matching the unlimited plan with our high-
quality network continues to attract and retain higher value
retail postpaid connections, contributes to continued
increases in the penetration of data services and helps us
remain competitive with other wireless carriers. We expect
to manage churn by providing a consistent, reliable
experience on our wireless network and focusing on
improving the customer experience through simplified
pricing and better execution in our distribution channels.

In our Wireline segment, we have experienced continuing
access line losses as customers have disconnected both
primary and secondary lines and switched to alternative
technologies such as wireless, VolP and cable for voice and
data services. We expect to continue to experience access
line losses as customers continue to switch to alternate
technologies. We expect to continue to grow our Fios
Internet connections as we seek to increase our penetration
rates within our Fios service areas. In Fios video, the
business continues to face ongoing pressure as observed
throughout the linear television market. We expect to
expand our existing business through initiatives such as
One Fiber, our multi-use fiber deployment.

2018 Operating Revenue Trends

In our Wireless segment, we expect to see a continuation of
the service revenue trends that started in 2017 as the
migration to unsubsidized pricing is largely behind us and as
we gain momentum in new account formation driven by the
introduction of new pricing structures in 2016 and 2017 and
the use of promotions. Equipment revenues are largely
dependent on wireless device sales volumes, the mix of
devices, promotions and upgrade cycles, which are subject
to device lifecycles, iconic device launches and competition
within the wireless industry.

In our Wireline segment, we expect segment revenue
growth driven primarily by revenue growth in Consumer
Markets, offset by revenue declines in Partner Solutions. We
expect Consumer Markets revenue growth to be driven by
growth in our Fios broadband subscriber base, offset by
continuing declines related to retail voice and legacy
broadband connection losses. We expect a continued
decline in core revenues for our Business Markets,
Enterprise Solutions and Partner Solutions customer
offerings; however, we expect revenue growth from
advanced business and fiber-based services, including the
expansion of our fiber footprint, to partially, and in some
cases fully, mitigate these declines for the customer groups.
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Due to the implementation of Accounting Standard
Codification (ASC) Topic 606 on January 1, 2018, we
estimate the overall impact from the opening balance sheet
adjustment and ongoing impact from new contracts to result
in an insignificant change to consolidated revenue for the full
year 2018, based on currently available information, as the
expected increase to wireless equipment revenue will be
offset by an expected decrease to wireless service revenue.

We expect initiatives to develop platforms, content and
applications in the media and loT space will have a long-
term positive impact on revenues, drive usage on our
network and monetize our investments.

2018 Operating Expense and Cash Flow from Operations
Trends

We expect our consolidated operating income margin and
adjusted consolidated EBITDA margin to remain strong as
we continue to undertake initiatives to reduce our overall
cost structure by improving productivity and gaining
efficiency in our operations throughout the business in 2018
and beyond. We have deployed a zero-based budgeting
initiative to take $10 billion of cumulative cash outflows out
of the business over the next four years. As part of this
initiative, we will focus on both operating expenses and
capital expenditures. Every area of the business will be
examined with significant areas of focus being network
costs, distribution and customer care. Expenses related to
newly acquired businesses are expected to apply offsetting
pressure to our margins.

Due to the implementation of ASC Topic 606, we estimate
the overall impact from the opening balance sheet
adjustment and ongoing impact from new contracts to
result in a net decrease, ranging from $0.9 billion to $1.2
billion, to operating expenses primarily related to wireless
and wireline commission expenses for the full year 2018,
based on currently available information.

We expect that the Tax Cuts and Jobs Act will have a
positive impact to Verizon’s cash flow from operations in
2018 of approximately $3.5 billion to $4.0 billion.

We create value for our shareowners by investing the cash
flows generated by our business in opportunities and
transactions that support continued profitable growth,
thereby increasing customer satisfaction and usage of our
products and services. In addition, we have used our cash
flows to maintain and grow our dividend payout to
shareowners. Verizon’s Board of Directors increased the
Company’s quarterly dividend by 2.2% during 2017, making
this the eleventh consecutive year in which we have raised
our dividend.
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Our goal is to use our cash to create long-term value for our
shareholders. We will continue to look for investment
opportunities that will help us to grow the business,
strengthen our balance sheet, acquire spectrum licenses
(see “Cash Flows from Investing Activities”), pay dividends
to our shareholders and, when appropriate, buy back shares
of our outstanding common stock (see “Cash Flows from
Financing Activities”).

Consolidated Financial Condition

Capital Expenditures

Our 2018 capital program includes capital to fund advanced
networks and services, including expanding our core
networks, adding capacity and density to our 4G LTE
network in order to stay ahead of our customers’ increasing
data demands and pre-position our network for 5G, building
out multi-use fiber to expand the future capabilities of both
our wireless and wireline networks while reducing the cost
to deliver services to our customers and pursuing other
opportunities to drive operating efficiencies. We expect the
new One Fiber architecture will also deliver high-speed Fios
broadband to businesses and create new opportunities in
the small and medium business market. The level and the
timing of the Company’s capital expenditures within these
broad categories can vary significantly as a result of a
variety of factors outside of our control, such as material
weather events. Capital expenditures for 2018 are expected
to be in the range of $17.0 billion to $17.8 billion, including
the commercial launch of 5G. Capital expenditures were
$17.2 billion in 2017 and $17.1 billion in 2016. We believe that
we have significant discretion over the amount and timing of
our capital expenditures on a Company-wide basis as we
are not subject to any agreement that would require
significant capital expenditures on a designated schedule or
upon the occurrence of designated events.

(dollars in millions)

Years Ended December 31, 2017 2016 2015
Cash flows provided by (used in)
Operating activities $ 25,305 $ 22,810 $ 39,027
Investing activities (19,372) (10,983) (30,043)
Financing activities (6,734) (13,417) (15,112)
Decrease in cash and cash equivalents $ (801) $ (1,590) $ (6,128)

We use the net cash generated from our operations to fund
network expansion and modernization, service and repay
external financing, pay dividends, invest in new businesses
and, when appropriate, buy back shares of our outstanding
common stock. Our sources of funds, primarily from
operations and, to the extent necessary, from external
financing arrangements, are sufficient to meet ongoing
operating and investing requirements. We expect that our
capital spending requirements will continue to be financed
primarily through internally generated funds. Debt or equity
financing may be needed to fund additional investments or
development activities or to maintain an appropriate capital
structure to ensure our financial flexibility. Our cash and
cash equivalents are primarily held domestically and are
invested to maintain principal and provide liquidity.
Accordingly, we do not have significant exposure to foreign
currency fluctuations. See “Market Risk” for additional
information regarding our foreign currency risk
management strategies.

Our available external financing arrangements include an
active commercial paper program, credit available under
credit facilities and other bank lines of credit, vendor
financing arrangements, issuances of registered debt or
equity securities, U.S. retail medium-term notes and other
capital market securities that are privately-placed or offered
overseas. In addition, we monetize our device payment plan
agreement receivables through asset-backed debt
transactions.
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Cash Flows Provided By Operating Activities

Our primary source of funds continues to be cash generated
from operations, primarily from our Wireless segment. Net
cash provided by operating activities during 2017 increased
by $2.5 billion primarily due to an increase in earnings and
changes in working capital, partially offset by our
discretionary contributions to qualified pension plans of
$3.4 billion (approximately $2.1 billion, net of tax benefit) and
the change in the method in which we monetize device
payment plan receivables, as discussed below. As a result of
the discretionary pension contribution in 2017, our
mandatory pension funding through 2020 is expected to be
minimal, which will benefit future cash flows. Further, the
funded status of our qualified pension plan is improved.

Net cash provided by operating activities during 2016
decreased by $16.2 billion primarily due to a change in the
method by which we monetize device payment plan
receivables, as discussed below, as well as a decline in
earnings, an increase in income taxes paid primarily as a
result of the Access Line Sale and the fact that in 2015 we
received $2.4 billion of cash proceeds as a result of our
transaction (Tower Monetization Transaction) with
American Tower Corporation (American Tower). We
completed the Tower Monetization Transaction in March
2015, pursuant to which American Tower acquired the
exclusive rights to lease and operate approximately 11,300
of our wireless towers for an upfront payment of $5.0 billion,
of which $2.4 billion related to a portion of the towers for
which the right-of-use has passed to the tower operator.
See Note 2 to the consolidated financial statements for
additional information.

During 2016, we changed the strategic method by which we
monetize device payment plan receivables from sales of
device payment plan receivables, which were recorded
within cash flows provided by operating activities, to asset-
backed debt transactions, which are recorded in cash flows
from financing activities. During 2016 and 2015, we received
cash proceeds related to sales of wireless device payment
plan agreement receivables of approximately $2.0 billion
and $7.2 billion, respectively. See Note 7 to the consolidated
financial statements for additional information. During 2017
and 2016, we received proceeds from asset-backed debt
transactions of approximately $4.3 billion and $5.0 billion,
respectively. See Note 6 to the consolidated financial
statements and “Cash Flows Used in Financing Activities”
for additional information.
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Cash Flows Used In Investing Activities

Capital Expenditures

Capital expenditures continue to relate primarily to the use
of capital resources to facilitate the introduction of new
products and services, enhance responsiveness to
competitive challenges and increase the operating
efficiency and productivity of our networks.

Capital expenditures, including capitalized software, were
as follows:

(dollars in millions)

Years Ended December 31, 2017 2016 2015
Wireless $ 10,310 $ 11,240 $ 11,725
Wireline 5,339 4,504 5,049
Other 1,598 1,315 1,001

$ 17,247 $ 17,059 $ 17,775

Total as a percentage of
revenue 13.7% 13.5% 13.5%
Capital expenditures decreased at Wireless in 2017 and

2016 primarily due to the shift in investments to fiber assets,
which support the densification of our 4G LTE network and
pre-position us for 5G technology deployment. Capital
expenditures increased at Wireline in 2017 primarily as a
result of an increase in investments to support our multi-use
fiber deployment. Capital expenditures declined at Wireline

in 2016 as a result of the avoidance of capital expenditures
related to the assets included in the Access Line Sale that
were sold to Frontier in April 2016, and reduced capital

spending during the 2016 Work Stoppage.

Acquisitions

During 2017, 2016 and 2015, we invested $0.6 billion, $0.5
billion and $9.9 billion, respectively, in acquisitions of
wireless licenses. During 2017, 2016 and 2015, we also
invested $5.9 billion, $3.8 billion and $3.5 billion,
respectively, in acquisitions of businesses, net of cash
acquired.
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In February 2017, Verizon acquired XO, which owns and
operates one of the largest fiber-based IP and Ethernet
networks, for total cash consideration of approximately $1.5
billion, of which $0.1 billion was paid in 2015.

In June 2017, Verizon acquired Yahoo's operating business
for cash consideration of approximately $4.5 billion, net of
cash acquired.

In December 2017, Verizon purchased certain fiber-optic
network assets in the Chicago market from WideOpenWest,
Inc. (WOW!) for cash consideration of approximately $0.2
billion.

In July 2016, we acquired Telogis, a global cloud-based
mobile enterprise management business, for $0.9 billion of
cash consideration.

In November 2016, we acquired Fleetmatics, a leading
global provider of fleet and mobile workforce management
solutions, for $60.00 per ordinary share in cash. The
aggregate merger consideration was approximately

$2.5 billion, including cash acquired of $0.1 billion.

In January 2015, the FCC completed an auction of 65 MHz
of spectrum, which it identified as the AWS-3 band. Verizon
participated in that auction, and was the high bidder on 181
spectrum licenses, for which we paid cash of approximately
$10.4 billion. During the first quarter of 2015, we submitted
an application to the FCC and paid $9.5 billion to the FCC to
complete payment for these licenses. The cash payment of
$9.5 billion is classified within Acquisitions of wireless
licenses on our consolidated statement of cash flows for
the year ended December 31, 2015. In April 2015, the FCC
granted us these spectrum licenses.

In June 2015, Verizon acquired AOL for cash consideration of
approximately $3.8 billion, net of cash acquired.

During 2017, 2016 and 2015, we acquired various other
businesses and investments for cash consideration that was
not significant.

See “Acquisitions and Divestitures” for additional
information on our acquisitions.

Dispositions

During 2017, we received net cash proceeds of $3.5 billion
in connection with the Data Center Sale on May 1, 2017. We
also completed other insignificant transactions during 2017.

During 2016, we received cash proceeds of $9.9 billion in
connection with the completion of the Access Line Sale on
April 1, 2016.

See “Acquisitions and Divestitures” for additional
information on our dispositions.

Other, net

In May 2015, we consummated a sale-leaseback transaction
with a financial services firm for the buildings and real estate
at our Basking Ridge, New Jersey location. We received total
gross proceeds of $0.7 billion resulting in a deferred gain of
$0.4 billion, which will be amortized over the initial leaseback
term of twenty years. The leaseback of the buildings and real
estate is accounted for as an operating lease. The proceeds
received as a result of this transaction have been classified
within Other, net investing activities for the year ended
December 31, 2015. Also in 2015, we received proceeds of
$0.2 billion related to a sale of real estate.

Cash Flows Used In Financing Activities

We seek to maintain a mix of fixed and variable rate debt to
lower borrowing costs within reasonable risk parameters.
During 2017, 2016 and 2015, net cash used in financing
activities was $6.7 billion, $13.4 billion and $15.1 billion,
respectively.

2017

During 2017, our net cash used in financing activities of $6.7

billion was primarily driven by:

+ $24.2 billion used for repayments of long-term borrowings
and capital lease obligations, which included $0.4 billion
used for repayments of asset-backed long-term
borrowings; and

+ $9.5 billion used for dividend payments.

These uses of cash were partially offset by proceeds from
long-term borrowings of $32.0 billion, which included $4.3
billion of proceeds from our asset-backed debt
transactions.

Proceeds from and Repayments of Long-Term
Borrowings

At December 31, 2017, our total debt increased to $117.1
billion as compared to $108.1 billion at December 31, 2016.
Our effective interest rate was 4.7% and 4.8% during the
years ended December 31, 2017 and 2016, respectively. The
substantial majority of our total debt portfolio consists of
fixed rate indebtedness, therefore, changes in interest rates
do not have a material effect on our interest payments. See
also “Market Risk” and Note 6 to the consolidated financial
statements for additional details.

At December 31, 2017, approximately $18.0 billion or 15.3%
of the aggregate principal amount of our total debt portfolio
consisted of foreign denominated debt, primarily the Euro
and British Pound Sterling. We have entered into cross
currency swaps on a majority of our foreign denominated
debt in order to fix our future interest and principal
payments in U.S. dollars and mitigate the impact of foreign
currency transaction gains or losses. See “Market Risk” for
additional information.
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Verizon may continue to acquire debt securities issued by
Verizon and its affiliates in the future through open market
purchases, privately negotiated transactions, tender offers,
exchange offers, or otherwise, upon such terms and at such
prices as Verizon may from time to time determine for cash
or other consideration.

Other, net

Other, net financing activities during 2017 includes early

debt redemption costs, see “Special Items” for additional
information, as well as cash paid on debt exchanges and
derivative related transactions.

Dividends

The Verizon Board of Directors assesses the level of our
dividend payments on a periodic basis taking into account
such factors as long-term growth opportunities, internal
cash requirements and the expectations of our
shareholders. During the third quarter of 2017, the Board
increased our quarterly dividend payment 2.2% to $0.5900
from $0.5775 per share in the prior period. This is the
eleventh consecutive year that Verizon’s Board of Directors
has approved a quarterly dividend increase.

As in prior periods, dividend payments were a significant use
of capital resources. During 2017, we paid $9.5 billion in
dividends.

2016

During 2016, our net cash used in financing activities of

$13.4 billion was primarily driven by:

« $19.2 billion used for repayments of long-term borrowings
and capital lease obligations; and

+ $9.3 billion used for dividend payments.

These uses of cash were partially offset by proceeds from
long-term borrowings of $18.0 billion, which included

$5.0 billion of proceeds from our asset-backed debt
transactions.

Proceeds from and Repayments of Long-Term
Borrowings

At December 31, 2016, our total debt decreased to $108.1
billion as compared to $109.7 billion at December 31, 2015.
Our effective interest rate was 4.8% and 4.9% during the
years ended December 31, 2016 and 2015, respectively. The
substantial majority of our total debt portfolio consisted of
fixed rate indebtedness, therefore, changes in interest rates
did not have a material effect on our interest payments. See
also “Market Risk” and Note 6 to the consolidated financial
statements for additional details.
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At December 31, 2016, approximately $11.6 billion or 10.7% of
the aggregate principal amount of our total debt portfolio
consisted of foreign denominated debt, primarily the Euro and
British Pound Sterling. We have entered into cross currency
swaps on a majority of our foreign denominated debt in order
to fix our future interest and principal payments in U.S. dollars
and mitigate the impact of foreign currency transaction gains
or losses. See “Market Risk” for additional information.

Other, net

Other, net financing activities during 2016, includes early
debt redemption costs of $1.8 billion. See “Special Items” for
additional information related to the early debt redemption
costs incurred during the year ended December 31, 2016.

Dividends

During the third quarter of 2016, the Board increased our
quarterly dividend payment 2.2% to $0.5775 from $0.565
per share in the prior period.

As in prior periods, dividend payments were a significant use
of capital resources. During 2016, we paid $9.3 billion in
dividends.

2015

During 2015, our net cash used in financing activities of $15.1

billion was primarily driven by:

+ $9.3 billion used for repayments of long-term borrowings
and capital lease obligations, including the repayment of
$6.5 billion of borrowings under a term loan agreement;

« $8.5 billion used for dividend payments; and

« $5.0 billion payment for our accelerated share repurchase
agreement.

These uses of cash were partially offset by proceeds from
long-term borrowings of $6.7 billion, which included

$6.5 billion of borrowings under a term loan agreement
which was used for general corporate purposes, including
the acquisition of spectrum licenses, as well as $2.7 billion
of cash proceeds received related to the Tower
Monetization Transaction attributable to the portion of the
towers that we continue to occupy and use for network
operations.

Proceeds from and Repayments of Long-Term
Borrowings

At December 31, 2015, our total debt decreased to $109.7
billion as compared to $112.8 billion at December 31, 2014.
The substantial majority of our total debt portfolio consisted
of fixed rate indebtedness, therefore, changes in interest
rates did not have a material effect on our interest
payments. See Note 6 to the consolidated financial
statements for additional information regarding our debt
activity.
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At December 31, 2015, approximately $8.2 billion or 7.5% of
the aggregate principal amount of our total debt portfolio
consisted of foreign denominated debt, primarily the Euro
and British Pound Sterling. We have entered into cross
currency swaps in order to fix our future interest and
principal payments in U.S. dollars and mitigate the impact of
foreign currency transaction gains or losses. See “Market
Risk” for additional information.

Other, net

Other, net financing activities during 2015 included

$2.7 billion of cash proceeds received related to the Tower
Monetization Transaction, which relates to the portion of
the towers that we continue to occupy and use for network
operations partially offset by the settlement of derivatives
upon maturity for $0.4 billion.

Dividends

During the third quarter of 2015, the Board increased our
quarterly dividend payment 2.7% to $0.565 per share from
$0.550 per share in the same prior period.

As in prior periods, dividend payments were a significant use
of capital resources. During 2015, we paid $8.5 billion in
dividends.

Asset-Backed Debt

As of December 31, 2017, the carrying value of our asset-
backed debt was $8.9 billion. Our asset-backed debt
includes notes (the Asset-Backed Notes) issued to third-
party investors (Investors) and loans (ABS Financing
Facility) received from banks and their conduit facilities
(collectively, the Banks). Our consolidated asset-backed
debt bankruptcy remote legal entities (each, an ABS Entity
or collectively, the ABS Entities) issue the debt or are
otherwise party to the transaction documentation in
connection with our asset-backed debt transactions. Under
the terms of our asset-backed debt, we transfer device
payment plan agreement receivables from Cellco
Partnership and certain other affiliates of Verizon
(collectively, the Originators) to one of the ABS Entities,
which in turn transfers such receivables to another ABS
Entity that issues the debt. Verizon entities retain the equity
interests in the ABS Entities, which represent the rights to
all funds not needed to make required payments on the
asset-backed debt and other related payments and
expenses.

Our asset-backed debt is secured by the transferred device
payment plan agreement receivables and future collections
on such receivables. The device payment plan agreement
receivables transferred to the ABS Entities and related
assets, consisting primarily of restricted cash, will only be
available for payment of asset-backed debt and expenses
related thereto, payments to the Originators in respect of
additional transfers of device payment plan agreement
receivables, and other obligations arising from our asset-
backed debt transactions, and will not be available to pay
other obligations or claims of Verizon’s creditors until the
associated asset-backed debt and other obligations are
satisfied. The Investors or Banks, as applicable, which hold
our asset-backed debt have legal recourse to the assets
securing the debt, but do not have any recourse to Verizon
with respect to the payment of principal and interest on the
debt. Under a parent support agreement, Verizon has
agreed to guarantee certain of the payment obligations of
Cellco Partnership and the Originators to the ABS Entities.

Cash collections on the device payment plan agreement
receivables are required at certain specified times to be
placed into segregated accounts. Deposits to the
segregated accounts are considered restricted cash and
are included in Prepaid expenses and other and Other
assets on our consolidated balance sheets.

Proceeds from our asset-backed debt transactions,
deposits to the segregated accounts and payments to the
Originators in respect of additional transfers of device
payment plan agreement receivables are reflected in Cash
flows from financing activities in our consolidated
statements of cash flows. Repayments of our asset-backed
debt and related interest payments made from the
segregated accounts are non-cash activities and therefore
not reflected within Cash flows from financing activities in
our consolidated statements of cash flows. The asset-
backed debt issued and the assets securing this debt are
included on our consolidated balance sheets.

During September 2016 and May 2017, we entered into loan
agreements through an ABS Entity with a number of
financial institutions. Under these ABS loan agreements, we
have the right to prepay all or a portion of the loans at any
time without penalty, but in certain cases, with breakage
costs. In December 2017, we prepaid $0.4 billion. The
amount prepaid is available for further drawdowns until
September 2018, except in certain circumstances.

Credit Facilities

In July 2017, we entered into credit facilities insured by
various export credit agencies with the ability to borrow up
to $4.0 billion to finance equipment-related purchases. The
facilities have borrowings available, portions of which
extend through October 2019, contingent upon the amount
of eligible equipment-related purchases made by Verizon. At
December 31, 2017, we had not drawn on these facilities.
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In September 2016, we amended our $8.0 billion credit
facility to increase the availability to $9.0 billion and extend
the maturity to September 2020. As of December 31, 2017,
the unused borrowing capacity under our $9.0 billion credit
facility was approximately $8.9 billion. The credit facility
does not require us to comply with financial covenants or
maintain specified credit ratings, and it permits us to borrow

even if our business has incurred a material adverse change.

We use the credit facility for the issuance of letters of credit
and for general corporate purposes.

In March 2016, we entered into a credit facility insured by
Eksportkreditnamnden Stockholm, Sweden (EKN), the
Swedish export credit agency. As of December 31, 2017, we
had an outstanding balance of $0.8 billion. We used this credit
facility to finance network equipment-related purchases.

Common Stock

Common stock has been used from time to time to satisfy
some of the funding requirements of employee and
shareowner plans. During the year ended December 31,
2017, we issued 2.8 million common shares from Treasury
stock, which had an insignificant aggregate value. During
the year ended December 31, 2016, we issued 3.5 million
common shares from Treasury stock, which had an
insignificant aggregate value. During the year ended
December 31, 2015, we issued 22.6 million common shares
from Treasury stock, which had an aggregate value of
$0.9 billion.

On March 3, 2017, the Verizon Board of Directors
authorized a new share buyback program to repurchase up
to 100 million shares of the company’s common stock. The
new program will terminate when the aggregate number of
shares purchased reaches 100 million, or at the close of
business on February 28, 2020, whichever is sooner. The
program permits Verizon to repurchase shares over time,
with the amount and timing of repurchases depending on
market conditions and corporate needs. There were no
repurchases of common stock during 2017 and 2016. During
2015, we repurchased $0.1 billion of our common stock
under our previous share buyback program.

In February 2015, the Verizon Board of Directors authorized
Verizon to enter into an accelerated share repurchase
(ASR) agreement to repurchase $5.0 billion of the
Company’s common stock. On February 10, 2015, in
exchange for an up-front payment totaling $5.0 billion,
Verizon received an initial delivery of 86.2 million shares
having a value of approximately $4.25 billion. On June 5,
2015, Verizon received an additional 15.4 million shares as
final settlement of the transaction under the ASR
agreement. In total, 101.6 million shares were delivered
under the ASR at an average repurchase price of $49.21.

Credit Ratings

Verizon’s credit ratings did not change in 2017, 2016 and
2015.
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Securities ratings assigned by rating organizations are
expressions of opinion and are not recommendations to
buy, sell or hold securities. A securities rating is subject to
revision or withdrawal at any time by the assigning rating
organization. Each rating should be evaluated independently
of any other rating.

Covenants

Our credit agreements contain covenants that are typical
for large, investment grade companies. These covenants
include requirements to pay interest and principal in a timely
fashion, pay taxes, maintain insurance with responsible and
reputable insurance companies, preserve our corporate
existence, keep appropriate books and records of financial
transactions, maintain our properties, provide financial and
other reports to our lenders, limit pledging and disposition of
assets and mergers and consolidations, and other similar
covenants.

We and our consolidated subsidiaries are in compliance with
all of our restrictive covenants.

2017 Term Loan Agreement

During January 2017, we entered into a term loan credit
agreement with a syndicate of major financial institutions,
pursuant to which we could borrow up to $5.5 billion for

(i) the acquisition of Yahoo and (ii) general corporate
purposes. None of the $5.5 billion borrowing capacity was
used during 2017. In March 2017, the term loan credit
agreement was terminated in accordance with its terms and
as such, the related fees were recognized in Other income
(expense), net and were not significant.

Change In Cash and Cash Equivalents

Our Cash and cash equivalents at December 31, 2017
totaled $2.1 billion, a $0.8 billion decrease compared to
Cash and cash equivalents at December 31, 2016 primarily
as a result of the factors discussed above. Our Cash and
cash equivalents at December 31, 2016 totaled $2.9 billion, a
$1.6 billion decrease compared to Cash and cash
equivalents at December 31, 2015 primarily as a result of the
factors discussed above.
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Free Cash Flow

Free cash flow is a non-GAAP financial measure that
reflects an additional way of viewing our liquidity that, when
viewed with our GAAP results, provides a more complete
understanding of factors and trends affecting our cash
flows. We believe it is a more conservative measure of cash
flow since purchases of fixed assets are necessary for
ongoing operations. Free cash flow has limitations due to
the fact that it does not represent the residual cash flow
available for discretionary expenditures. For example, free
cash flow does not incorporate payments made on capital
lease obligations or cash payments for business
acquisitions. Therefore, we believe it is important to view
free cash flow as a complement to our entire consolidated
statements of cash flows. Free cash flow is calculated by
subtracting capital expenditures from net cash provided by
operating activities.

The following table reconciles net cash provided by
operating activities to Free cash flow:

(dollars in millions)

Years Ended December 31, 2017 2016 2015
Net cash provided by
operating activities $ 25305 $ 22,810 $ 39,027

Less Capital expenditures
(including capitalized

software) 17,247

$ 8,058

17,059
$ 5751

17,775
$ 21,252

Free cash flow

The changes in free cash flow during 2017, 2016 and 2015
were a result of the factors described in connection with net
cash provided by operating activities and capital
expenditures. The change in free cash flow during 2017 was
primarily due to an increase in earnings and changes in
working capital, partially offset by our discretionary
contributions to qualified pension plans of $3.4 billion
(approximately $2.1 billion, net of tax benefit) and the
change in the method in which we monetize device payment
plan receivables, as discussed below. As a result of the
discretionary pension contribution in 2017, our mandatory
pension funding through 2020 is expected to be minimal,
which will benefit future cash flows. Further, the funded
status of our qualified pension plan is improved.

The change in free cash flow during 2016 was primarily due
to a change in the method by which we monetize device
payment plan receivables, as discussed below, as well as a
decline in earnings, an increase in income taxes paid
primarily as a result of the Access Line Sale and the fact
that in 2015 we received $2.4 billion of cash proceeds as a
result of our Tower Monetization Transaction with American
Tower.

During 2016, we changed the strategic method by which we
monetize device payment plan receivables from sales of
device payment plan receivables, which were recorded
within cash flows provided by operating activities, to asset-
backed debt transactions, which are recorded in cash flows
from financing activities. During 2016 and 2015, we received
cash proceeds related to sales of wireless device payment
plan agreement receivables of approximately $2.0 billion
and $7.2 billion, respectively. See Note 7 to the consolidated
financial statements for additional information. During 2017
and 2016, we received proceeds from asset-backed debt
transactions of approximately $4.3 billion and $5.0 billion,
respectively. See Note 6 to the consolidated financial
statements and “Cash Flows Used in Financing Activities”
for additional information.

Employee Benefit Plan Funded Status and
Contributions

Employer Contributions

We operate numerous qualified and nonqualified pension
plans and other postretirement benefit plans. These plans
primarily relate to our domestic business units. During 2017,
2016 and 2015, contributions to our qualified pension plans
were $4.0 billion, $0.8 billion and $0.7 billion, respectively.
We also contributed $0.1 billion to our nonqualified pension
plans each year in 2017, 2016 and 2015.

The company’s overall investment strategy is to achieve a
mix of assets that allows us to meet projected benefit
payments while taking into consideration risk and return. In
an effort to reduce the risk of our portfolio strategy and
better align assets with liabilities, we have adopted a liability
driven pension strategy that seeks to better match cash
flows from investments with projected benefit payments.
We expect that the strategy will reduce the likelihood that
assets will decline at a time when liabilities increase
(referred to as liability hedging), with the goal to reduce the
risk of underfunding to the plan and its participants and
beneficiaries; however, we also expect the strategy to result
in lower asset returns. Nonqualified pension contributions
are estimated to be approximately $0.1 billion in 2018.

Contributions to our other postretirement benefit plans
generally relate to payments for benefits on an as-incurred
basis since these other postretirement benefit plans do not
have funding requirements similar to the pension plans. We
contributed $1.3 billion, $1.1 billion and $0.9 billion to our
other postretirement benefit plans in 2017, 2016 and 2015,
respectively. Contributions to our other postretirement
benefit plans are estimated to be approximately $0.8 billion
in 2018.

Leasing Arrangements

See Note 5 to the consolidated financial statements for a
discussion of leasing arrangements.
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Contractual Obligations

The following table provides a summary of our contractual obligations and commercial commitments at December 31, 2017.
Additional detail about these items is included in the notes to the consolidated financial statements.

(dollars in millions)

Payments Due By Period

Less than More than
Contractual Obligations Total 1year 1-3 years 3-5 years 5 years
Long-term debt® $ 116,459 $ 2926 $ 12,482 $ 15,805 $ 85,246
Capital lease obligations(@ 1,020 382 41 118 109
Total long-term debt, including current maturities 117,479 3,308 12,893 15,923 85,355
Interest on long-term debt® 89,691 5,021 9,765 9,032 65,873
Operating leases(@ 20,734 3,290 5,729 4,253 7,462
Purchase obligations®) 20,984 7,558 8,960 2,128 2,338
Other long-term liabilities® 1,366 1,075 291 - -
Finance obligations(®) 2,093 271 559 582 681
Total contractual obligations $ 252,347 $ 20,523 $ 38,197 $ 31918 $ 161,709

0 Items included in long-term debt with variable coupon rates exclude unamortized debt issuance costs, and are described in Note 6 to the

consolidated financial statements.

@ See Note 5 to the consolidated financial statements for additional information.

@ ltems included in purchase obligations are primarily commitments to purchase content and network services, equipment, software and marketing
services, which will be used or sold in the ordinary course of business. These amounts do not represent our entire anticipated purchases in the
future, but represent only those items that are the subject of contractual obligations. We also purchase products and services as needed with no
firm commitment. For this reason, the amounts presented in this table alone do not provide a reliable indicator of our expected future cash
outflows or changes in our expected cash position. See Note 15 to the consolidated financial statements for additional information.

@ Other long-term liabilities include estimated postretirement benefit and qualified pension plan contributions. See Note 10 to the consolidated

financial statements for additional information.

) Represents future minimum payments under the sublease arrangement for our tower transaction. See Note 5 to the consolidated financial

statements for additional information.

We are not able to make a reasonable estimate of when the unrecognized tax benefits balance of $2.4 billion and related
interest and penalties will be settled with the respective taxing authorities until issues or examinations are further developed.
See Note 11 to the consolidated financial statements for additional information.

Guarantees

We guarantee the debentures of our operating telephone
company subsidiaries as well as the debt obligations of GTE
LLC, as successor in interest to GTE Corporation, that were
issued and outstanding prior to July 1, 2003. See Note 6 to
the consolidated financial statements for additional
information.

As aresult of the closing of the Access Line Sale on April 1,
2016, GTE Southwest Inc., Verizon California Inc. and
Verizon Florida LLC are no longer wholly-owned
subsidiaries of Verizon, and the guarantees of $0.6 billion
aggregate principal amount of debentures and first
mortgage bonds of those entities have terminated pursuant
to their terms.

In connection with the execution of agreements for the sale
of businesses and investments, Verizon ordinarily provides
representations and warranties to the purchasers pertaining
to a variety of nonfinancial matters, such as ownership of
the securities being sold, as well as financial losses. See
Note 15 to the consolidated financial statements for
additional information.
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As of December 31, 2017, letters of credit totaling
approximately $0.6 billion, which were executed in the
normal course of business and support several financing
arrangements and payment obligations to third parties, were
outstanding. See Note 15 to the consolidated financial
statements for additional information.

Market Risk

We are exposed to various types of market risk in the
normal course of business, including the impact of interest
rate changes, foreign currency exchange rate fluctuations,
changes in investment, equity and commodity prices and
changes in corporate tax rates. We employ risk
management strategies, which may include the use of a
variety of derivatives including cross currency swaps,
forward interest rate swaps, interest rate swaps and
interest rate caps. We do not hold derivatives for trading
purposes.
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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
optimizing exposure to various market risks. Our 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 not
hedge our market risk exposure in a manner that would
completely eliminate the effect of changes in interest rates
and foreign exchange rates on our earnings.

Counterparties to our derivative contracts are major
financial institutions with whom we have negotiated
derivatives agreements (ISDA master agreements) and
credit support annex agreements (CSA) which provide rules
for collateral exchange. Our CSA agreements entered into
prior to the fourth quarter of 2017 generally require
collateralized arrangements with our counterparties in
connection with uncleared derivatives. At December 31,
2016, we had posted collateral of approximately $0.2 billion
related to derivative contracts under collateral exchange
arrangements, which were recorded as Prepaid expenses
and other in our consolidated balance sheet. Prior to 2017,
we had entered into amendments to our CSA agreements
with substantially all of our counterparties that suspended
the requirement for cash collateral posting for a specified
period of time by both counterparties. During the first and
second quarter of 2017, we paid an insignificant amount of
cash to extend certain of such amendments to certain
collateral exchange arrangements. During the fourth quarter
of 2017, we began negotiating and executing new ISDA
master agreements and CSAs with our counterparties. The
newly executed CSAs contain rating based thresholds such
that we or our counterparties may be required to hold or
post collateral based upon changes in outstanding positions
as compared to established thresholds and changes in
credit ratings. We did not post any collateral at

December 31, 2017. While we may be exposed to credit
losses due to the nonperformance of our counterparties, we
consider the risk remote and do not expect that any such
nonperformance would result in a significant effect on our
results of operations or financial condition due to our
diversified pool of counterparties. See Note 8 to the
consolidated financial statements for additional information
regarding the derivative portfolio.

Interest Rate Risk

We are exposed to changes in interest rates, primarily on
our short-term debt and the portion of long-term debt that
carries floating interest rates. As of December 31, 2017,
approximately 76% of the aggregate principal amount of our
total debt portfolio consisted of fixed rate indebtedness,
including the effect of interest rate swap agreements
designated as hedges. The impact of a 100-basis-point
change in interest rates affecting our floating rate debt
would result in a change in annual interest expense,
including our interest rate swap agreements that are
designated as hedges, of approximately $0.3 billion. The
interest rates on substantially all of our existing long-term
debt obligations are unaffected by changes to our credit
ratings.

The table that follows summarizes the fair values of our
long-term debt, including current maturities, and interest
rate swap derivatives as of December 31, 2017 and 2016.
The table also provides a sensitivity analysis of the
estimated fair values of these financial instruments
assuming 100-basis-point upward and downward shifts in
the yield curve. Our sensitivity analysis does not include the
fair values of our commercial paper and bank loans, if any,
because they are not significantly affected by changes in
market interest rates.

(dollars in millions)

Long-term

debt and Fair Value Fair Value
related assuming + 100 assuming — 100
derivatives Fair Value basis point shift  basis point shift
At

December 31,

2017 $ 128,867 $ 119,235 $ 140,216
At

December 31,

2016 117,580 109,029 128,007

Interest Rate Swaps

We enter into interest rate swaps to achieve a targeted mix
of fixed and variable rate debt. We principally receive fixed
rates and pay variable rates based on the London Interbank
Offered Rate, resulting in a net increase or decrease to
Interest expense. These swaps are designated as fair value
hedges and hedge against interest rate risk exposure of
designated debt issuances. At December 31, 2017, the fair
value of the asset and liability of these contracts were

$0.1 billion and $0.4 billion, respectively. At December 31,
2016, the fair value asset and liability of these contracts
were $0.1 billion and $0.2 billion, respectively. At

December 31, 2017 and 2016, the total notional amount of
the interest rate swaps was $20.2 billion and $13.1 billion,
respectively.
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Interest Rate Caps

We also have interest rate caps which we use as an
economic hedge but for which we have elected not to apply
hedge accounting. We enter into interest rate caps to
mitigate our interest exposure to interest rate increases on
our ABS Financing Facility and Asset-Backed Notes. The
fair value of these contracts was insignificant at

December 31, 2017 and 2016. At December 31, 2017 and
2016, the total notional value of these contracts was $2.8
billion and $2.5 billion, respectively.

Foreign Currency Translation

The functional currency for our foreign operations is
primarily the local currency. The translation of income
statement and balance sheet amounts of our foreign
operations into U.S. dollars is recorded as cumulative
translation adjustments, which are included in Accumulated
other comprehensive income in our consolidated balance
sheets. Gains and losses on foreign currency transactions
are recorded in the consolidated statements of income in
Other income (expense), net. At December 31, 2017, our
primary translation exposure was to the British

Pound Sterling, Euro, Australian Dollar and Japanese Yen.

Cross Currency Swaps

We enter into cross currency swaps to exchange British
Pound Sterling, Euro, Swiss Franc and Australian Dollar-
denominated cash flows into U.S. dollars and to fix our cash
payments in U.S. dollars, as well as to mitigate the impact of
foreign currency transaction gains or losses. These swaps
are designated as cash flow hedges. The fair value of the
asset of these contracts was $0.5 billion and insignificant at
December 31,2017 and 2016, respectively. At December 31,
2017 and 2016, the fair value of the liability of these
contracts was insignificant and $1.8 billion, respectively. At
December 31, 2017 and 2016, the total notional amount of
the cross currency swaps was $16.6 billion and $12.9 billion,
respectively.
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Critical Accounting Estimates and
Recently Issued Accounting Standards

Critical Accounting Estimates

A summary of the critical accounting estimates used in
preparing our financial statements is as follows:

» Wireless licenses and Goodwill are a significant
component of our consolidated assets. Both our wireless
licenses and goodwill are treated as indefinite-lived
intangible assets and, therefore are not amortized, but
rather are tested for impairment annually in the fourth
fiscal quarter, unless there are events requiring an earlier
assessment or changes in circumstances during an
interim period that indicate these assets may not be
recoverable. We believe our estimates and assumptions
are reasonable and represent appropriate marketplace
considerations as of the valuation date. Although we use
consistent methodologies in developing the assumptions
and estimates underlying the fair value calculations used
in our impairment tests, these estimates and assumptions
are uncertain by nature, may change over time and can
vary from actual results. It is possible that in the future
there may be changes in our estimates and assumptions,
including the timing and amount of future cash flows,
margins, growth rates, market participant assumptions,
comparable benchmark companies and related multiples
and discount rates, which could result in different fair
value estimates. Significant and adverse changes to any
one or more of the above-noted estimates and
assumptions could result in a goodwill impairment for one
or more of our reporting units.

Wireless Licenses

The carrying value of our wireless licenses was
approximately $88.4 billion as of December 31, 2017. We
aggregate our wireless licenses into one single unit of
accounting, as we utilize our wireless licenses on an
integrated basis as part of our nationwide wireless network.
Our wireless licenses provide us with the exclusive right to
utilize certain radio frequency spectrum to provide wireless
communication services. There are currently no legal,
regulatory, contractual, competitive, economic or other
factors that limit the useful life of our wireless licenses.

In 2017 and 2016, we performed a qualitative impairment
assessment to determine whether it is more likely than
not that the fair value of our wireless licenses was less
than the carrying amount. As part of our assessment we
considered several qualitative factors including the
business enterprise value of Wireless, macroeconomic
conditions (including changes in interest rates and
discount rates), industry and market considerations
(including industry revenue and EBITDA margin
projections), the projected financial performance of
Wireless, as well as other factors. Based on our
assessments in 2017 and 2016, we qualitatively concluded
that it was more likely than not that the fair value of our
wireless licenses exceeded their carrying value and,
therefore, did not result in an impairment.



In 2015, our quantitative impairment test consisted of
comparing the estimated fair value of our aggregate
wireless licenses to the aggregated carrying amount as of
the test date. If the estimated fair value of our aggregated
wireless licenses is less than the aggregated carrying
amount of the wireless licenses then an impairment charge
would have been recognized. Our quantitative impairment
test for 2015 indicated that the fair value exceeded the
carrying value and, therefore, did not result in an impairment.

In 2015, using a quantitative assessment, we estimated
the fair value of our wireless licenses using the Greenfield
approach. The Greenfield approach is an income based
valuation approach that values the wireless licenses by
calculating the cash flow generating potential of a
hypothetical start-up company that goes into business
with no assets except the wireless licenses to be valued.
A discounted cash flow analysis is used to estimate what
a marketplace participant would be willing to pay to
purchase the aggregated wireless licenses as of the
valuation date. As a result, we were required to make
significant estimates about future cash flows specifically
associated with our wireless licenses, an appropriate
discount rate based on the risk associated with those
estimated cash flows and assumed terminal value and
growth rates. We considered current and expected future
economic conditions, current and expected availability of
wireless network technology and infrastructure and
related equipment and the costs thereof as well as other
relevant factors in estimating future cash flows. The
discount rate represented our estimate of the weighted-
average cost of capital (WACC), or expected return, that
a marketplace participant would have required as of the
valuation date. We developed the discount rate based on
our consideration of the cost of debt and equity of a
group of guideline companies as of the valuation date.
Accordingly, our discount rate incorporated our estimate
of the expected return a marketplace participant would
have required as of the valuation date, including the risk
premium associated with the current and expected
economic conditions as of the valuation date. The terminal
value growth rate represented our estimate of the
marketplace’s long-term growth rate.

Goodwill

In 2017, Verizon combined Yahoo's operating business with
our previously existing Media business to create a newly
branded organization, Oath. At December 31, 2017, the
balance of our goodwill was approximately $29.2 billion, of
which $18.4 billion was in our Wireless reporting unit, $4.0
billion was in our Wireline reporting unit, $4.6 billion was in
our Media reporting unit and $2.2 billion was in our other
reporting units. To determine if goodwill is potentially
impaired, we have the option to perform a qualitative
assessment to determine whether it is more likely than not
that the fair value of a reporting unit is less than its carrying
value. If we elect to bypass the qualitative assessment or if
indications of a potential impairment exist, the determination
of whether an impairment has occurred requires the
determination of fair value of each respective reporting unit.

Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

In 2017 and 2016, we performed a qualitative assessment
for our Wireless reporting unit to determine whether it is
more likely than not that the fair value of the reporting unit
was less than the carrying amount. As part of our
assessment we considered several qualitative factors,
including the business enterprise value of Wireless from
the last quantitative test and the excess of fair value over
carrying value from this test, macroeconomic conditions
(including changes in interest rates and discount rates),
industry and market considerations (including industry
revenue and EBITDA margin projections), the projected
financial performance of Wireless, as well as other factors.
Based on our assessments in 2017 and 2016, we
qualitatively concluded that it was more likely than not that
the fair value of the Wireless reporting unit exceeded its
carrying value and, therefore, did not result in an
impairment.

We performed a quantitative impairment assessment for
our Wireless reporting unit in 2015 and for our Wireline
and other reporting units in 2017, 2016 and 2015. For
2017, 2016 and 2015, our quantitative impairment tests
indicated that the fair value of each of our reporting units
exceeded their carrying value and therefore, did not result
in an impairment. In the event of a 10% decline in the fair
value of any of our reporting units, the fair value of each
of our reporting units would have still exceeded their book
value. However, the excess of fair value over carrying
value for Wireline continues to decline such that it is
reasonably possible that small changes to our valuation
inputs, such as a decline in actual or projected operating
results or an increase in discount rates, or a combination
of such changes, could trigger a goodwill impairment loss
in the future. For our Media reporting unit, some of our
valuation inputs are dependent on discount rates, and the
continued expansion of the digital advertising industry
coupled with the effective execution of our strategic plans
for Oath. These valuation inputs are inherently uncertain,
and an adverse change in one or a combination of these
inputs could trigger a goodwill impairment loss in the
future.

In conjunction with our test for goodwill impairment, our
Wireline reporting unit had fair value that exceeded its
carrying amount by 14% and 20% in 2017 and 2016,
respectively. For our Media reporting unit, its fair value
exceeded its carrying amount by more than 20% in 2017.

2017 Annual Report | Verizon Communications Inc. and Subsidiaries 39



Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

Under our quantitative assessment, the fair value of the
reporting unit is calculated using a market approach and a
discounted cash flow method. The market approach
includes the use of comparative multiples to corroborate
discounted cash flow results. The discounted cash flow
method is based on the present value of two

components — projected cash flows and a terminal value.
The terminal value represents the expected normalized
future cash flows of the reporting unit beyond the cash
flows from the discrete projection period. The fair value of
the reporting unit is calculated based on the sum of the
present value of the cash flows from the discrete period
and the present value of the terminal value. The discount
rate represented our estimate of the WACC, or expected
return, that a marketplace participant would have required
as of the valuation date.

We maintain benefit plans for most of our employees,
including, for certain employees, pension and other
postretirement benefit plans. At December 31, 2017, in the
aggregate, pension plan benefit obligations exceeded the
fair value of pension plan assets, which will result in higher
future pension plan expense. Other postretirement
benefit plans have larger benefit obligations than plan
assets, resulting in expense. Significant benefit plan
assumptions, including the discount rate used, the long-
term rate of return on plan assets, the determination of
the substantive plan and health care trend rates are
periodically updated and impact the amount of benefit
plan income, expense, assets and obligations. Changes to
one or more of these assumptions could significantly
impact our accounting for pension and other
postretirement benefits. A sensitivity analysis of the
impact of changes in these assumptions on the benefit
obligations and expense (income) recorded, as well as on
the funded status due to an increase or a decrease in the
actual versus expected return on plan assets as of
December 31, 2017 and for the year then ended pertaining
to Verizon’s pension and postretirement benefit plans, is
provided in the table below.

(dollars in millions)

Increase
Percentage (decrease) at
point December 31,

change 2017*
Pension plans discount rate +0.50 $(1,149)
-0.50 1,282
Rate of return on pension plan

assets +1.00 (165)
-1.00 165
Postretirement plans discount rate +0.50 (995)
-0.50 1,098

Rate of return on postretirement
plan assets +1.00 (12)
-1.00 12
Health care trend rates +1.00 532
-1.00 (516)
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* In determining its pension and other postretirement obligation, the

Company used a weighted-average discount rate of 3.7%. The rate
was selected to approximate the composite interest rates available on
a selection of high-quality bonds available in the market at

December 31, 2017. The bonds selected had maturities that coincided
with the time periods during which benefits payments are expected to
occur, were non-callable and available in sufficient quantities to
ensure marketability (at least $0.3 billion par outstanding).

The annual measurement date for both our pension and
other postretirement benefits is December 31. Effective
January 1, 2016, we adopted the full yield curve approach
to estimate the interest cost component of net periodic
benefit cost for pension and other postretirement
benefits. We accounted for this change as a change in
accounting estimate and, accordingly, accounted for it
prospectively beginning in the first quarter of 2016. Prior
to this change, we estimated the interest cost component
utilizing a single weighted-average discount rate derived
from the yield curve used to measure the benefit
obligation at the beginning of the period.

The full yield curve approach refines our estimate of
interest cost by applying the individual spot rates from a
yield curve composed of the rates of return on several
hundred high-quality fixed income corporate bonds
available at the measurement date. These individual spot
rates align with the timing of each future cash outflow for
benefit payments and therefore provide a more precise
estimate of interest cost.

Our current and deferred income taxes and associated
valuation allowances are impacted by events and
transactions arising in the normal course of business as
well as in connection with the adoption of new accounting
standards, changes in tax laws and rates, acquisitions and
dispositions of businesses and non-recurring items. As a
global commercial enterprise, our income tax rate and the
classification of income taxes can be affected by many
factors, including estimates of the timing and realization
of deferred income tax assets and the timing and amount
of income tax payments. We account for tax benefits
taken or expected to be taken in our tax returns in
accordance with the accounting standard relating to the
uncertainty in income taxes, which requires the use of a
two-step approach for recognizing and measuring tax
benefits taken or expected to be taken in a tax return. We
review and adjust our liability for unrecognized tax
benefits based on our best judgment given the facts,
circumstances and information available at each reporting
date. To the extent that the final outcome of these tax
positions is different than the amounts recorded, such
differences may impact income tax expense and actual
tax payments. We recognize any interest and penalties
accrued related to unrecognized tax benefits in income
tax expense. Actual tax payments may materially differ
from estimated liabilities as a result of changes in tax laws
as well as unanticipated transactions impacting related
income tax balances. See Note 11 to the consolidated
financial statements for additional information.



Management’s Discussion and Analysis of Financial Condition and Results of Operations continued

» Our Property, plant and equipment balance represents a
significant component of our consolidated assets. We
record Property, plant and equipment at cost. We
depreciate Property, plant and equipment on a straight-line
basis over the estimated useful life of the assets. We expect
that a one-year increase in estimated useful lives of our
Property, plant and equipment would result in a decrease to
our 2017 depreciation expense of $2.7 billion and that a
one-year decrease would result in an increase of
approximately $5.1 billion in our 2017 depreciation expense.

+ We maintain allowances for uncollectible accounts
receivable, including our device payment plan agreement
receivables, for estimated losses resulting from the failure
or inability of our customers to make required payments.
Our allowance for uncollectible accounts receivable is
based on management’s assessment of the collectability
of specific customer accounts and includes consideration
of the credit worthiness and financial condition of those
customers. We record an allowance to reduce the
receivables to the amount that is reasonably believed to
be collectible. We also record an allowance for all other
receivables based on multiple factors, including historical
experience with bad debts, the general economic
environment and the aging of such receivables. If there is
a deterioration of our customers’ financial condition or if
future actual default rates on receivables in general differ
from those currently anticipated, we may have to adjust
our allowance for doubtful accounts, which would affect
earnings in the period the adjustments are made.

Recently Issued Accounting Standards

See Note 1to the consolidated financial statements for a
discussion of recently issued accounting standard updates
not yet adopted as of December 31, 2017.

Acquisitions and Divestitures
Wireless

Spectrum License Transactions

From time to time, we enter into agreements to buy, sell or
exchange spectrum licenses. We believe these spectrum
license transactions have allowed us to continue to enhance
the reliability of our network while also resulting in a more
efficient use of spectrum. See Note 2 to the consolidated
financial statements for additional information regarding our
spectrum license transactions.

Tower Monetization Transaction

In March 2015, we completed a transaction with American
Tower pursuant to which American Tower acquired the
exclusive rights to lease and operate many of our wireless
towers for an upfront payment of $5.1 billion, which also
included payment for the sale of 162 towers. See Note 2 to
the consolidated financial statements for additional
information.

Straight Path

In May 2017, we entered into a purchase agreement to
acquire Straight Path Communications Inc. (Straight Path), a
holder of millimeter wave spectrum configured for 5G
wireless services, for consideration reflecting an enterprise
value of approximately $3.1 billion. Under the terms of the
purchase agreement, we agreed to pay (i) Straight Path
shareholders $184.00 per share, payable in Verizon shares,
and (i) certain transaction costs payable in cash of
approximately $0.7 billion, consisting primarily of a fee to be
paid to the FCC. The acquisition is subject to customary
regulatory approvals and closing conditions, and is
expected to close by the end of the first quarter of 2018.

Wireline

Access Line Sale

In February 2015, we entered into a definitive agreement
with Frontier pursuant to which Verizon sold its local
exchange business and related landline activities in
California, Florida and Texas, including Fios Internet and
video customers, switched and special access lines and
high-speed Internet service and long distance voice
accounts in these three states, for approximately $10.5
billion (approximately $7.3 billion net of income taxes),
subject to certain adjustments and including the assumption
of $0.6 billion of indebtedness from Verizon by Frontier. The
transaction, which included the acquisition by Frontier of the
equity interests of Verizon’s incumbent local exchange
carriers in California, Florida and Texas, did not involve any
assets or liabilities of Verizon Wireless. The transaction
closed on April 1, 2016. See Note 2 to the consolidated
financial statements for additional information.

XO Holdings

In February 2016, we entered into a purchase agreement to
acquire XO, which owned and operated one of the largest
fiber-based IP and Ethernet networks in the U.S.
Concurrently, we entered into a separate agreement to
utilize certain wireless spectrum from a wholly-owned
subsidiary of XO Holdings, NextLink Wireless LLC
(NextLink), that holds its wireless spectrum, which included
an option, subject to certain conditions, to buy the
subsidiary. In February 2017, we completed our acquisition
of XO for total cash consideration of approximately $1.5
billion, of which $0.1 billion was paid in 2015.

In April 2017, we exercised our option to buy NextLink for
approximately $0.5 billion, subject to certain adjustments.
The transaction closed in January 2018. The spectrum
acquired as part of the transaction will be used for our 5G
technology deployment.

Data Center Sale

In December 2016, we entered into a definitive agreement,
which was subsequently amended in March 2017, with
Equinix Inc. pursuant to which we agreed to sell 23
customer-facing data center sites in the U.S. and Latin
America for approximately $3.6 billion, subject to certain
adjustments. The transaction closed in May 2017.
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WideOpenWest, Inc.

In August 2017, we entered into a definitive agreement to
purchase certain fiber-optic network assets in the Chicago
market from WOW!, a leading provider of communications
services. The transaction closed in December 2017. In
addition, the parties entered into a separate agreement
pursuant to which WOW! will complete the build-out of the
network assets we acquired by the second half of 2018. The
total cash consideration for the transactions is expected to
be approximately $0.3 billion, of which $0.2 billion is related
to the transaction that closed in December 2017.

Other

Acquisition of AOL Inc.

In May 2015, we entered into the Merger Agreement with
AOL pursuant to which we commenced a tender offer to
acquire all of the outstanding shares of common stock of
AOL at a price of $50.00 per share, net to the seller in cash,
without interest and less any applicable withholding taxes.
On June 23, 2015, we completed the tender offer and
merger, and AOL became a wholly-owned subsidiary of
Verizon. The aggregate cash consideration paid by Verizon
at the closing of these transactions was approximately $3.8
billion. Holders of approximately 6.6 million shares exercised
appraisal rights under Delaware law. If they had not
exercised these rights, Verizon would have paid an
additional $330 million for such shares at the closing.

AOL was a leader in the digital content and advertising
platform space. Verizon has been investing in emerging
technology that taps into the market shift to digital content
and advertising. AOL’s business model aligns with this
approach, and we believe that its combination of owned and
operated content properties plus a digital advertising platform
enhances our ability to further develop future revenue
streams. See Note 2 to the consolidated financial statements
for additional information.

Acquisition of Yahoo! Inc.’s Operating Business

In July 2016, Verizon entered into a stock purchase
agreement (the Purchase Agreement) with Yahoo. Pursuant
to the Purchase Agreement, upon the terms and subject to
the conditions thereof, we agreed to acquire the stock of
one or more subsidiaries of Yahoo holding all of Yahoo's
operating business for approximately $4.83 billion in cash,
subject to certain adjustments (the Transaction).

In February 2017, Verizon and Yahoo entered into an
amendment to the Purchase Agreement, pursuant to which
the Transaction purchase price was reduced by $350
million to approximately $4.48 billion in cash, subject to
certain adjustments. Subject to certain exceptions, the
parties also agreed that certain user security and data
breaches incurred by Yahoo (and the losses arising
therefrom) were to be disregarded (1) for purposes of
specified conditions to Verizon’s obligations to close the
Transaction and (2) in determining whether a “Business
Material Adverse Effect” under the Purchase Agreement
has occurred.
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Concurrently with the amendment of the Purchase
Agreement, Yahoo and Yahoo Holdings, Inc., a wholly-
owned subsidiary of Yahoo that Verizon agreed to purchase
pursuant to the Transaction, also entered into an
amendment to the related reorganization agreement,
pursuant to which Yahoo (which has changed its name to
Altaba Inc. following the closing of the Transaction) retains
50% of certain post-closing liabilities arising out of
governmental or third-party investigations, litigations or
other claims related to certain user security and data
breaches incurred by Yahoo prior to its acquisition by
Verizon, including an August 2013 data breach disclosed by
Yahoo on December 14, 2016. At that time, Yahoo disclosed
that more than one billion of the approximately three billion
accounts existing in 2013 had likely been affected. In
accordance with the original Transaction agreements,
Yahoo will continue to retain 100% of any liabilities arising
out of any shareholder lawsuits (including derivative claims)
and investigations and actions by the SEC.

In June 2017, we completed the Transaction. The aggregate
purchase consideration of the Transaction was
approximately $4.7 billion, including cash acquired of $0.2
billion.

Prior to the closing of the Transaction, pursuant to a related
reorganization agreement, Yahoo transferred all of the
assets and liabilities constituting Yahoo’s operating
business to the subsidiaries that we acquired in the
Transaction. The assets that we acquired did not include
Yahoo’s ownership interests in Alibaba, Yahoo! Japan and
certain other investments, certain undeveloped land
recently divested by Yahoo, certain non-core intellectual
property or its cash, other than the cash from its operating
business we acquired. We received for our benefit and that
of our current and certain future affiliates a non-exclusive,
worldwide, perpetual, royalty-free license to all of Yahoo's
intellectual property that was not conveyed with the
business.

In October 2017, based upon information that we received in
connection with our integration of Yahoo’s operating
business, we disclosed that we believe that the August 2013
data breach previously disclosed by Yahoo affected all of its
accounts.

Oath, our organization that combines Yahoo's operating
business with our existing Media business, includes diverse
media and technology brands that engage approximately a
billion people around the world. We believe that Oath, with
its technology, content and data, will help us expand the
global scale of our digital media business and build brands
for the future.
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Fleetmatics Group PLC

In July 2016, we entered into an agreement to acquire
Fleetmatics. Fleetmatics was a leading global provider of
fleet and mobile workforce management solutions. Pursuant
to the terms of the agreement, we acquired Fleetmatics for
$60.00 per ordinary share in cash. The aggregate merger
consideration was approximately $2.5 billion, including cash
acquired of $0.1 billion. We completed the acquisition on
November 7, 2016.

Other

In July 2016, we acquired Telogis, a global cloud-based
mobile enterprise management software business, for $0.9
billion of cash consideration.

From time to time, we enter into strategic agreements to
acquire various other businesses and investments. See Note
2 to the consolidated financial statements for additional
information.

Cautionary Statement Concerning
Forward-Looking Statements

In this report we have made forward-looking statements.
These statements are based on our estimates and
assumptions and are subject to risks and uncertainties.
Forward-looking statements include the information
concerning our possible or assumed future results of
operations. Forward-looking statements also include those
preceded or followed by the words “anticipates,” “believes,”
“estimates,” “expects,” “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. We
undertake no obligation to revise or publicly release the
results of any revision to these forward-looking statements,
except as required by law. Given these risks and
uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements.

The following important factors, along with those discussed
elsewhere in this report and in other filings with the SEC,
could affect future results and could cause those results to
differ materially from those expressed in the forward-
looking statements:

- adverse conditions in the U.S. and international economies;

« the effects of competition in the markets in which we
operate;

» material changes in technology or technology substitution;

- disruption of our key suppliers’ provisioning of products or
services;

» changes in the regulatory environment in which we
operate, including any in