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To The Board of Directors and Shareowners of Verizon Communications Inc.: 

We have audited Verizon Communications Inc. and subsidiaries’ (Verizon) internal control over financial reporting as of 
December 31, 2010, based on criteria established in Internal Control–Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (the COSO criteria). Verizon’s management is responsible for 
maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal control 
over financial reporting included in the accompanying Report of Management on Internal Control Over Financial Reporting. 
Our responsibility is to express an opinion on the company’s internal control over financial reporting based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal 
control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of 
internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design 
and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we 
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures 
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to 
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and directors of the 
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the company’s assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

In our opinion, Verizon maintained, in all material respects, effective internal control over financial reporting as of 
December 31, 2010, based on the COSO criteria. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), 
the consolidated balance sheets of Verizon as of December 31, 2010 and 2009, and the related consolidated statements of 
income, cash flows and changes in equity for each of the three years in the period ended December 31, 2010 of Verizon and 
our report dated February 28, 2011 expressed an unqualified opinion thereon. 
  

Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting

   /s/ Ernst & Young LLP

        Ernst & Young LLP

        New York, New York

        February 28, 2011
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Stock-Based Compensation Expense 
After-tax compensation expense for stock-based compensation related to RSUs, PSUs, and VARs described above included in 
net income attributable to Verizon was $0.5 billion, $0.5 billion and $0.4 billion for 2010, 2009 and 2008, respectively. 

Stock Options 
The Plan provides for grants of stock options to participants at an option price per share of 100% of the fair market value of 
Verizon common stock on the date of grant. Each grant has a 10-year life, vesting equally over a three-year period, starting at 
the date of the grant. We have not granted new stock options since 2004.

The following table summarizes Verizon’s stock option activity: 
  

All stock options outstanding at December 31, 2010, 2009 and 2008 were exercisable. 

The following table summarizes information about Verizon’s stock options outstanding as of December 31, 2010: 
  

The total intrinsic value for stock options outstanding and stock options exercised, and the after-tax compensation expense for 
stock options was not significant as of and for the years ended December 31, 2010, 2009 and 2008, respectively. 

  

We maintain non-contributory defined benefit pension plans for many of our employees. In addition, we maintain 
postretirement health care and life insurance plans for our retirees and their dependents, which are both contributory and non-
contributory, and include a limit on the Company’s share of the cost for certain recent and future retirees. We also sponsor 
defined contribution savings plans to provide opportunities for eligible employees to save for retirement on a tax-deferred 
basis. We use a measurement date of December 31 for our pension and postretirement health care and life insurance plans. See 
Note 1 regarding the change in accounting for benefit plans. 

Pension and Other Postretirement Benefits 

Pension and other postretirement benefits for many of our employees are subject to collective bargaining agreements. 
Modifications in benefits have been bargained from time to time, and we may also periodically amend the benefits in the 
management plans. The following tables summarize benefit costs, as well as the benefit obligations, plan assets, funded status 
and rate assumptions associated with pension and postretirement health care and life insurance benefit plans. 

(shares in thousands)   Stock Options
Weighted-Average

Exercise Price

Outstanding, January 1, 2008   181,858   $   45.94  
Exercised   (227) 36.54  
Cancelled/Forfeited   (41,473) 46.28  

  

Outstanding, December 31, 2008   140,158   45.86  
Exercised   (2) 25.32  
Cancelled/Forfeited   (32,391) 50.31  

  

Outstanding, December 31, 2009   107,765   44.52  
Exercised   (372) 34.51  
Cancelled/Forfeited   (50,549) 44.90  

  

Outstanding, December 31, 2010   56,844   44.25  
  

Range of Exercise Prices   

Stock Options
(in thousands)   

Weighted-Average

Remaining Life
(years)   

Weighted-Average
Exercise Price

$ 20.00-29.99   34    1.7    $   27.91  
  30.00-39.99   18,146    2.6    35.02  
  40.00-49.99   19,973    1.1    45.21  
  50.00-59.99   18,691    0.1    52.21  

      

   Total    56,844     1.2    44.25  
      

Note 12 

Employee Benefits
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Forward Interest Rate Swaps 

In order to manage our exposure to future interest rate changes, during 2010, we entered into forward interest rate swaps with a 
total notional value of $1.4 billion. We have designated these contracts as cash flow hedges. The fair value of these contracts 
was $0.1 billion at December 31, 2010 and the contracts are included in Other assets. On or before February 7, 2011, Verizon 
terminated these forward interest rate swaps. 

Cross Currency Swaps 

Verizon Wireless has entered into cross currency swaps designated as cash flow hedges to exchange approximately $2.4 
billion British Pound Sterling and Euro denominated debt into U.S. dollars and to fix our future interest and principal 
payments in U.S. dollars, as well as mitigate the impact of foreign currency transaction gains or losses. The fair value of these 
swaps included primarily in Other assets was approximately $0.1 billion and $0.3 billion at December 31, 2010 and 
December 31, 2009, respectively. During 2010 and 2009, a pre-tax loss of $0.2 billion and a pre-tax gain of $0.3 billion, 
respectively, was recognized in Other comprehensive income, a portion of which was reclassified to Other income and 
(expense), net to offset the related pre-tax foreign currency transaction gain on the underlying debt obligations. 

Prepaid Forward Agreement 

During the first quarter of 2009, we entered into a privately negotiated prepaid forward agreement for 14 million shares of 
Verizon common stock at a cost of approximately $0.4 billion. We terminated the prepaid forward agreement with respect to 
5 million of the shares during the fourth quarter of 2009 and 9 million of the shares during the first quarter of 2010, which 
resulted in the delivery of those shares to Verizon. 

Alltel Interest Rate Swaps 

As a result of the Alltel acquisition, Verizon Wireless acquired seven interest rate swap agreements with a notional value of 
$9.5 billion that paid fixed and received variable rates based on three-month and one-month LIBOR with maturities ranging 
from 2009 to 2013. During 2009, we settled all of these agreements for a gain that was not significant. Changes in the fair 
value of these swaps were recorded in earnings through settlement. 

Concentrations of Credit Risk 

Financial instruments that subject us to concentrations of credit risk consist primarily of temporary cash investments, short-
term and long-term investments, trade receivables, certain notes receivable, including lease receivables, and derivative 
contracts. Our policy is to deposit our temporary cash investments with major financial institutions. Counterparties to our 
derivative contracts are also major financial institutions. The financial institutions have all been accorded high ratings by 
primary rating agencies. We limit the dollar amount of contracts entered into with any one financial institution and monitor our 
counterparties’ credit ratings. We generally do not give or receive collateral on swap agreements due to our credit rating and 
those of our counterparties. While we may be exposed to credit losses due to the nonperformance of our counterparties, we 
consider the risk remote and do not expect the settlement of these transactions to have a material effect on our results of 
operations or financial condition. 

  

Verizon Communications Long-Term Incentive Plan 

The 2009 Verizon Communications Inc. Long-Term Incentive Plan (the Plan) permits the granting of stock options, stock 
appreciation rights, restricted stock, restricted stock units, performance shares, performance stock units and other awards. The 
maximum number of shares available for awards from the Plan is 119.6 million shares. 

Restricted Stock Units 

The Plan provides for grants of Restricted Stock Units (RSUs) that generally vest at the end of the third year after the grant. 
The RSUs granted prior to January 1, 2010 are classified as liability awards because the RSUs will be paid in cash upon 
vesting. The RSU award liability is measured at its fair value at the end of each reporting period and, therefore, will fluctuate 
based on the performance of Verizon common stock. The RSUs granted subsequent to January 1, 2010 are classified as equity 
awards because these RSUs will be paid in Verizon common stock upon vesting. The RSU equity awards are measured using 
the grant date fair value of Verizon common stock and are not remeasured at the end of each reporting period. Dividend 
equivalent units are also paid to participants at the time the RSU award is paid, and in the same proportion as the RSU award. 

Performance Stock Units 

Note 11 

Stock-Based Compensation
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The Plan also provides for grants of Performance Stock Units (PSUs) that generally vest at the end of the third year after the 
grant. As defined by the Plan, the Human Resources Committee of the Board of Directors determines the number of PSUs a 
participant earns based on the extent to which the corresponding goal has been achieved over the three-year performance 
cycle. All payments are subject to approval by the Human Resources Committee. The PSUs are classified as liability awards 
because the PSU awards are paid in cash upon vesting. The PSU award liability is measured at its fair value at the end of each 
reporting period and, therefore, will fluctuate based on the price of Verizon common stock as well as performance relative to 
the targets. Dividend equivalent units are also paid to participants at the time that the PSU award is determined and paid, and 
in the same proportion as the PSU award. 
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The following table summarizes Verizon’s Restricted Stock Unit and Performance Stock Unit activity: 
  

As of December 31, 2010, unrecognized compensation expense related to the unvested portion of Verizon’s RSUs and PSUs 
was approximately $0.3 billion and is expected to be recognized over a weighted-average period of approximately two years. 

The RSUs granted in 2010, and classified as equity awards, have a weighted average grant date fair value of $28.63. During 
2010, 2009 and 2008, we paid $0.7 billion, $0.9 billion and $0.6 billion, respectively, to settle RSUs and PSUs classified as 
liability awards. 

Verizon Wireless’ Long-Term Incentive Plan 

The 2000 Verizon Wireless Long-Term Incentive Plan (the Wireless Plan) provides compensation opportunities to eligible 
employees of Verizon Wireless (the Partnership). The Wireless Plan provides rewards that are tied to the long-term 
performance of the Partnership. Under the Wireless Plan, Value Appreciation Rights (VARs) were granted to eligible 
employees. As of December 31, 2010, all VARs were fully vested. We have not granted new VARs since 2004. 

VARs reflect the change in the value of the Partnership, as defined in the Wireless Plan. Similar to stock options, the valuation 
is determined using a Black-Scholes model. Once VARs become vested, employees can exercise their VARs and receive a 
payment that is equal to the difference between the VAR price on the date of grant and the VAR price on the date of exercise, 
less applicable taxes. VARs are fully exercisable three years from the date of grant, with a maximum term of 10 years. All 
VARs were granted at a price equal to the estimated fair value of the Partnership, as defined in the Wireless Plan, at the date of 
the grant. 

The following table summarizes the assumptions used in the Black-Scholes model during 2010: 
  

The risk-free rate is based on the U.S. Treasury yield curve in effect at the time of the measurement date. Expected volatility 
was based on a blend of the historical and implied volatility of publicly traded peer companies for a period equal to the VARs 
expected life ending on the measurement date. 

The following table summarizes the Value Appreciation Rights activity: 
  

(shares in thousands)   

Restricted Stock
Units

Performance Stock
Units

Outstanding January 1, 2008   21,573  32,135  
Granted   7,277  11,194  
Payments   (6,869) (7,597) 
Cancelled/Forfeited   (161) (2,518) 

  

Outstanding December 31, 2008   21,820  33,214  
Granted   7,101  14,079  
Payments   (9,357) (17,141) 
Cancelled/Forfeited   (121) (257) 

  

Outstanding December 31, 2009   19,443  29,895  
Granted   8,422  17,311  

Payments   (6,788)  (14,364) 
Cancelled/Forfeited   (154) (462) 

  

Outstanding December 31, 2010   20,923  32,380  
  

  Ranges

Risk-free rate   0.14%  - 0.88%
Expected term (in years)   0.03  - 2.00
Expected volatility   31.05% - 47.56%

(shares in thousands)   VARs

Weighted-Average
Grant-Date
Fair Value

Outstanding rights, January 1, 2008   60,412   $   17.58  
Exercised   (31,817) 18.47  
Cancelled/Forfeited   (351) 19.01  

  

Outstanding rights, December 31, 2008   28,244   16.54  
Exercised   (11,442) 16.53  
Cancelled/Forfeited   (211) 17.63  
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During 2010, 2009 and 2008, we paid $0.1 billion, $0.2 billion and $0.6 billion, respectively, to settle VARs classified as 
liability awards. 

Outstanding rights, December 31, 2009   16,591   16.54  
Exercised   (4,947) 24.47  

Cancelled/Forfeited    (75) 22.72  
  

Outstanding rights, December 31, 2010   11,569   13.11  
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