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Report of Independent Auditors 
 
 
   
The Board of Directors and Management 
Verizon Communications Inc. 
 
We have audited the accompanying combined special-purpose statements of selected assets, selected liabilities and 
parent funding of Verizon Communications Inc.’s (“Verizon”) Separate Telephone Operations,  a combination of 
Arizona and Nevada carved-out of Verizon California Inc.; Illinois, Indiana, Michigan, Ohio and Wisconsin carved out 
of Verizon North Inc.; Illinois, North Carolina and South Carolina carved out of Verizon South Inc.; Verizon Northwest 
Inc., Contel of the South, Inc., Verizon West Virginia Inc. and carved-out components of Verizon Long Distance LLC, 
Verizon Enterprise Solutions LLC and Verizon Online LLC (collectively, the “Business”) as of December 31, 2009 and 
2008, and the related combined statements of income, parent funding, and cash flows for each of  the three years in the 
period ended December 31, 2009. Our audits also included the financial statement schedule listed on page 21.  These 
financial statements and financial statement schedule are the responsibility of the Business’ management. Our 
responsibility is to express an opinion on these financial statements based on our audits.  
 
We conducted our audits 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 the 
financial statements are free of material misstatement. We were not engaged to perform an audit of the Business’ 
internal control over financial reporting.  Our audits included consideration of internal control over financial reporting as 
a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the Business’ internal control over financial reporting.  Accordingly, we express no such 
opinion.  An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by management, and 
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our 
opinion.  
 
The accompanying combined special-purpose financial statements were prepared on the basis described in Note 1.  The 
combined special-purpose financial statements include allocations of certain indirectly attributable amounts on bases 
determined by management of the Business. 
 
In our opinion, the combined special-purpose financial statements referred to above present fairly, in all material 
respects, the selected assets, liabilities and parent funding of Verizon’s Separate Telephone Operations as of December 
31, 2009 and 2008, and the combined results of their operations and their cash flows for each of the three years in the 
period ended December 31, 2009, in conformity with U.S. generally accepted accounting principles. Also, in our 
opinion, the related financial statement schedule, when considered in relation to the basic special-purpose combined 
financial statements taken as a whole, presents fairly in all material respects the information set forth herein. 
 
 

 
 
March 10, 2010 
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COMBINED STATEMENTS OF INCOME 
 
 

 (dollars in millions) 
Years Ended December 31, 2009 2008 2007 
    

Operating Revenues (including $339, $332 and $350 from affiliates) $   4,065 $   4,352 $   4,527 
    
Operating Expenses (including $906, $749 and $779 allocated from affiliates)    
    Cost of services and sales (exclusive of items shown below) 1,380 1,435 1,523 
    Selling, general and administrative expense 1,362 1,114 1,049 

Depreciation and amortization expense 781 759 796 
Total Operating Expenses 3,523 3,308 3,368 
    
Operating Income 542 1,044 1,159 
    
Other income (expense), net (including $0, $4 and $5 allocated from affiliates) 1 7 10 
    
Interest expense (including $(50), $(114)  and $(115) allocated from affiliates) (92) (186) (203) 
    
Income before provision for income taxes  451 865 966 
    
Income tax provision (159) (313) (363) 
    
Net Income $      292    $      552    $      603    
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

See Notes to Combined Special-Purpose Financial Statements. 
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COMBINED STATEMENTS OF SELECTED ASSETS, SELECTED LIABILITIES  
AND PARENT FUNDING 

 
 (dollars in millions) 
At December 31, 2009 2008 
Selected Assets   
Current assets   
   Short-term investments $       ---      $       26      
   Accounts receivable:   

Trade and other, net of allowances for uncollectibles of $46 and $49 391 455 
       Affiliates 83 82 
   Materials and supplies 49 51 
   Deferred income taxes 55 60 
   Prepaid expense and other 68 93 
Total current assets 646 767 
   
Plant, property and equipment 19,426 19,160 
   Less accumulated depreciation 14,160 13,667 
 5,266 5,493 
   
Prepaid pension asset 2,346 2,611 
Other assets 98 55 
Total selected assets $  8,356  $  8,926  
   
Selected Liabilities and Parent Funding   
Current liabilities   
   Current portion of long-term debt $     375      $       ---      
   Accounts payable and accrued liabilities:   
       Affiliates 126 188 
       Other 261 327 
   Other current liabilities  220 276 
Total current liabilities 982 791 
   
Long-term debt 250 622 
Employee benefit obligations 1,240 1,160 
Deferred income taxes   1,310 1,270 
Other long-term liabilities 129 131 
   
Parent funding  4,445 4,952 
Total selected liabilities and parent funding $  8,356    $  8,926    
   
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

See Notes to Combined Special-Purpose Financial Statements. 
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COMBINED STATEMENTS OF PARENT FUNDING 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

See Notes to Combined Special-Purpose Financial Statements. 

 (dollars in millions) 
  
Balance at January 1, 2007 $  4,443 

Adoption of the accounting standard regarding accounting for uncertainty in income taxes 23 
Net income 603 
Net change due to parent funding, allocations and intercompany reimbursements  (521) 

Balance at December 31, 2007 $  4,548 
Net income 552 
Net change due to parent funding, allocations and intercompany reimbursements  (148) 

Balance at December 31, 2008 $  4,952 
Net income 292 
Net change due to parent funding, allocations and intercompany reimbursements  (799) 

Balance at December 31, 2009 $  4,445    
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COMBINED STATEMENTS OF CASH FLOWS 
 
 
 (dollars in millions) 
Years Ended December 31, 2009 2008 2007 
    
Cash Flows From Operating Activities     
Net Income             $   292                $   552                $   603     
Adjustments to reconcile net income to net cash provided by    
  operating activities:    

    Depreciation and amortization 781 759 796 
Deferred income taxes, net 45 10 (67) 
Employee retirement benefits 449 150 72 
Provision for uncollectible accounts 62 65 58 
Changes in current assets and liabilities:    

Accounts receivable 1 (23) (32) 
Materials and supplies 2 (22) 2 
Other current assets 25 7 26 
Accounts payable and accrued liabilities (128) 83 (148) 
Other current liabilities (56) (17) (6) 

Other, net (107) (138) (123) 
Net cash provided by operating activities 1,366 1,426 1,181 
    
Cash Flows From Investing Activities    
Capital expenditures (including capitalized network software) (558) (730) (703) 
Purchases of short-term investments (1) (13) (160) 
Proceeds from sale of short-term investments 27 161 175 
Proceeds from sales of assets 1 4 28 
Other, net (36) --- --- 
Net cash used in investing activities (567) (578) (660) 
    
Cash Flows From Financing Activities    
Principal repayments of borrowings and capital lease obligations --- (700) --- 
Net change in parent funding, allocations and intercompany  
reimbursement 

 
(799) 

 
(148) 

 
(521) 

Net cash used in financing activities (799) (848) (521) 
    
Net change in cash --- --- --- 
    
Cash, beginning of year --- --- --- 
    
Cash, end of year $     --- $     --- $     --- 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

See Notes to Combined Special-Purpose Financial Statements. 
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 NOTES TO COMBINED SPECIAL-PURPOSE FINANCIAL STATEMENTS 
 
1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Description of Business 
 
Verizon’s Separate Telephone Operations are comprised of the local exchange business and related landline activities of 
Verizon Communications Inc. (Verizon) in the states of Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North 
Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and Wisconsin, including Internet access and long 
distance services and broadband video provided to certain customers in those states, (collectively the Business).  The 
Business is comprised of portions of Verizon California Inc. and Verizon South Inc., and the stock of Contel of the South, 
Inc., Verizon Northwest Inc., Verizon North Inc., and Verizon West Virginia Inc. (after the transfer of certain operations, 
assets and liabilities of Verizon North and Verizon Northwest) and is referred to as ILECs; also included in the Business 
are portions of Verizon Long Distance LLC and Verizon Enterprise Solutions LLC, referred to as VLD and Verizon Online 
LLC, referred to as VOL. The Business excludes all activities of Verizon Business Global LLC and Verizon Wireless Inc.   
  
Verizon California Inc., Verizon Northwest Inc., Verizon North Inc., Verizon South Inc. and Contel of the South, Inc., are 
wholly owned subsidiaries of GTE Corporation (GTE), which is a subsidiary of Verizon.  Verizon West Virginia Inc. is a 
wholly owned subsidiary of Verizon.  Verizon Long Distance LLC, Verizon Enterprise Solutions LLC and Verizon Online 
LLC are indirect wholly-owned subsidiaries of Verizon.  ILECs, VLD, and VOL are referred to collectively as “the 
Companies.” 
 
We have one reportable segment, servicing a territory consisting of Local Access and Transport Areas (LATAs) in 
Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West 
Virginia and Wisconsin. These LATAs are generally centered on a city or based on some other identifiable common 
geography.  Our business includes regulated and unregulated carrier business in all thirteen states, consisting principally of: 
 
• local wireline customers and related operations and assets used to deliver: 

o local exchange service, 
o intraLATA toll service, 
o network access service,  
o enhanced voice and data services, and  
o products at retail stores; 

• consumer and small business switched long distance customers (excluding any customers of Verizon Business 
Global LLC);  

• dial-up, high speed Internet (or Digital Subscriber Line) and fiber-to-the-premises Internet service provider 
customers; and 

• broadband video in certain areas in Indiana, Oregon and Washington. 

Many of the communications services we provide are subject to regulation by the state regulatory commissions of 
Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West 
Virginia and Wisconsin, with respect to intrastate rates and services and other matters.  In Idaho, we have made the 
election under a statutory amendment into a deregulatory regime that phases out all price regulation.  The Federal 
Communications Commission regulates rates that we charge long-distance carriers and end-user subscribers for 
interstate access services and interstate traffic.  All of the broadband video services we provide, including the payment 
of franchise fees, are subject to regulation by state regulatory commissions or local governmental authorities. 
 
Basis of Presentation 
 
Financial statements had not been historically prepared for the Business, as it was not operated as a separate business and 
does not constitute a separate legal entity.  The accompanying combined special-purpose financial statements have been 
prepared to present the statements of selected assets, selected liabilities and parent funding, and statements of income, 
parent funding and cash flows of the Business in contemplation of the proposed spin-off and business combination of the 
Business.  On May 13, 2009, Verizon entered into a definitive agreement with Frontier Communications Corporation 
("Frontier") pursuant to which Verizon agreed to spin-off the Business in a newly formed legal entity and that entity will 
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then merge with and into Frontier in accordance with the terms of the merger agreement.  The accompanying combined 
special-purpose financial statements have been prepared in accordance with U.S. generally accepted accounting principles 
using specific information where available and allocations where data is not maintained on a state-specific basis within the 
Companies’ books and records.  The allocations impacted substantially all of the income statement items other than 
operating revenues and balance sheet items with the exception of plant, property and equipment, accumulated depreciation 
and materials and supplies, which were maintained at the state level. 
 
The combined special-purpose financial statements include the wireline-related businesses, Internet access and long 
distance services provided to customers in those thirteen states.  All significant intercompany transactions have been 
eliminated.   
 
The preparation of the financial information related to our business, which is included in the accompanying combined 
special-purpose financial statements, was based on the following: 
 
ILECs: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, plant, property and 
equipment, accumulated depreciation, materials and supplies and certain other assets and liabilities were determined based 
upon state specific records; accounts receivable were allocated based upon applicable billing system data; short-term 
investments, accrued payroll related liabilities and certain employee benefit obligations were allocated based on employee 
headcount; and accounts payable were allocated based upon applicable operating expenses.  The remaining assets and 
liabilities were primarily allocated based upon relevant percentages of our ILECs’ revenues, operating expenses and 
headcount to the total revenues, operating expenses and headcount of each of the Verizon ILEC businesses.  For the 
Combined Statements of Income, operating revenues and certain operating expenses were based on state specific records. 
 
VOL: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were 
calculated based on applicable operating revenues; accounts payable were calculated based on allocated operating 
expenses; the remaining assets and liabilities were determined based upon state-specific records. For the Combined 
Statements of Income, operating revenues were determined using applicable billing system data and depreciation expense 
was determined based upon state-specific records.  The remaining operating expenses were allocated based on the 
percentage of our VOL’s revenues to total Verizon VOL’s revenues applied to operating expense for total Verizon VOL.   
 
VLD: For the Combined Statements of Selected Assets, Selected Liabilities and Parent Funding, receivables were 
calculated based on applicable operating revenues and accounts payable were calculated based on allocated operating 
expenses. Other current liabilities, which consist of advanced billings, were allocated based upon the revenue percentage of 
our VLD’s revenues to the total operating revenues of Verizon VLD.  For the Combined Statements of Income, operating 
revenues were determined using applicable billing system data; operating expenses were allocated based on the percentage 
of our VLD’s revenues to total Verizon VLD’s revenues applied to operating expenses for total Verizon VLD. 
 
We believe the allocations used to determine selected amounts in the financial statements are appropriate methods to 
reasonably reflect the related assets, liabilities, revenues and expenses of our business. 
 
We have evaluated subsequent events through March 10, 2010, the date the financial statements were available to be 
issued. 
 
Use of Estimates  
 
The accompanying combined special-purpose financial statements have been prepared using U.S. generally accepted 
accounting principles, which require management to make estimates and assumptions that affect reported amounts and 
disclosures.  Actual results could differ from those estimates.  
 
Examples of significant estimates include the allowance for doubtful accounts, the recoverability of plant, property and 
equipment and income taxes.  In addition, estimates were made to determine the allocations in preparing the combined 
special-purpose financial statements as described above. 
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Revenue Recognition 
 
We recognize service revenues based upon usage of our local exchange network and facilities and contract fees.  Fixed 
fees for local telephone, long distance, Internet access and certain other services are recognized in the month the service 
is provided.  Revenue from other services that are derived from fixed fee or that exceed contracted amounts is 
recognized when such services are provided.   
 
We recognize revenue for services, in which we bundle the equipment with maintenance and monitoring services, when 
the equipment is installed in accordance with contractual specifications and ready for the customer’s use. The 
maintenance and monitoring services are recognized monthly over the term of the contract as the services are provided. 
Long-term contracts are accounted for using the percentage of completion method.  The completed contract method is 
used when the costs cannot be estimated with a reasonable degree of reliability. 
 
Non-recurring customer activation fees, along with the related costs up to, but not exceeding the activation fees, are 
deferred and amortized over the customer relationship period. 
 
We report taxes imposed by governmental authorities on revenue-producing transactions between us and our customers 
on a net basis.   
 
Maintenance and Repairs 
 
The cost of maintenance and repairs, including the cost of replacing minor items not constituting substantial betterments, 
is charged primarily to Cost of services and sales as these costs are incurred. 
 
Trade and Other Accounts Receivable 
 
Trade and other accounts receivable are stated at the amount we expect to collect.  We maintain allowances for 
uncollectible accounts for estimated losses resulting from the inability of our customers to make required payments.  In 
determining these estimates, we consider historical write-offs, the aging of the receivables and other factors, such as 
overall economic conditions. 
 
Concentrations of Credit Risk 

Financial instruments that subject us to concentrations of credit risk consist primarily of trade receivables.  
Concentrations of credit risk with respect to trade receivables, other than those from AT&T Inc. (AT&T) and Sprint 
Nextel Corporation (Sprint), are limited due to the large number of customers.  We generated revenues from services 
provided to AT&T and Sprint (primarily network access and billing and collection) of $178 million and $73 million in 
2009, $227 million and $76 million in 2008 and $246 million and $78 million in 2007, respectively.  
 
While we may be exposed to credit losses due to the nonperformance of our counterparties, we consider this risk remote 
and do not expect the settlement of these transactions to have a material effect on our results of operations or financial 
position. 
 
Materials and Supplies 
 
Materials and supplies include new and reusable supplies and network equipment, which are stated principally at 
average original cost, except that specific costs are used in the case of large individual items.  
 
Plant, Property and Equipment 
 
We record our plant, property, and equipment at cost.  Depreciation expense is principally based on the composite group 
remaining life method and straight-line composite rates.  This method provides for the recognition of the cost of the 
remaining net investment in telephone plant, property and equipment less anticipated net salvage value, over the 
remaining asset lives. This method requires the periodic revision of depreciation rates. 
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The asset lives used are presented in the following table: 
 
Average Useful Lives (in years)  
Buildings   45 
Central office equipment 5 – 11 
Outside communications plant  
   Copper cable 15 
   Fiber cable 25 
   Poles and conduit 30 – 50 
Furniture, vehicles and other 5 – 15 

 
When depreciable telephone plant used in our wireline network is replaced or retired, the carrying amount of such plant 
is deducted from the respective accounts and charged to accumulated depreciation.  

Network software purchased or developed in connection with related plant assets is capitalized.  Interest associated with 
the acquisition or construction of plant assets is also capitalized. Capitalized interest is reported as a cost of plant and a 
reduction in interest expense.  
 
Annually, we review the estimated useful lives of plant, property, and equipment along with the associated depreciation 
rates.   
 
Effective January 1, 2009, the average lives of fiber cable were increased from a range of 20 to 25 years to 25 years.  As 
a result, 2009 depreciation expense decreased by $6 million.  Effective January 1, 2009, the average life of copper cable 
was standardized from a range of 14 to 18 years to 15 years.  As a result, 2009 depreciation expense increased by $37 
million.  Effective January 1, 2009, the average life of switch-related network software was changed from 3 years to 5 
years.  As a result, 2009 depreciation expense decreased by $2 million. 
 
Effective January 1, 2008, the average useful lives of fiber cable were increased from 20 years to a range of 20 to 25 
years.  As a result, 2008 depreciation expense decreased by $9 million.  Effective January 1, 2007, the useful life for 
buildings was increased to 45 years from a previous range of 25 to 42 years.  As a result, 2007 depreciation expense 
decreased by $29 million.  In addition, the useful life of circuit equipment was increased from 8 to 9 years, effective 
January 1, 2007.  This resulted in a decrease in 2007 depreciation expense of $32 million. .   
 
We believe that current estimated useful asset lives are reasonable, although they are subject to regular review and 
analysis.  In the evaluation of asset lives, multiple factors are considered, including, but not limited to, the ongoing plans 
to roll out the broadband network, technology upgrades and enhancements, planned retirements, and the adequacy of 
reserves.   
 
Impairment of Long-Lived Assets 
 
Plant, property, and equipment and intangible assets with finite lives are amortized over their useful lives and reviewed 
for impairment whenever events or changes in circumstances indicate that the carrying amount of the asset may not be 
recoverable.  If any indications are present, we test for recoverability by comparing the carrying amount of the asset to 
the net undiscounted cash flows expected to be generated from the asset. If those net undiscounted cash flows do not 
exceed the carrying amount (i.e., the asset is not recoverable), we perform the next step, which is to determine the fair 
value of the asset and record an impairment, if any. We reevaluate the useful life determinations for these intangible 
assets each reporting period to determine whether events and circumstances warrant a revision in their remaining useful 
lives. 
 
Computer Software Costs 
 
We capitalize the cost of network software which has a useful life in excess of one year in accordance with the 
accounting standard for the costs of computer software developed or obtained for internal use.  Subsequent additions, 
modifications or upgrades to network software are capitalized only to the extent that they allow the software to perform 
a task it previously did not perform.  Also, we capitalize interest associated with the development of network software.  
Software maintenance and training costs are expensed in the period in which they are incurred.   
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Advertising Costs 
 
Advertising costs for advertising products and services are charged to selling, general and administrative expense in the 
period in which they are incurred. 
 
Stock-Based Compensation 
 
We participate in the Verizon Communications Long Term Incentive Plan (the Plan).  The Plan permits the granting of 
stock options, stock appreciation rights, restricted stock, restricted stock units (RSU), performance shares, performance 
stock units (PSU) and other awards.   
 
Restricted Stock Units 
 
The Plan provides for grants of RSUs that vest at the end of the third year of the grant. The RSUs are classified as 
liability awards because the RSUs are 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 price of Verizon’s stock.  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 

The Plan also provides for grants of 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 Verizon Board of Directors determines the number of PSUs a 
participant earns based on the extent to which the corresponding goals have been achieved over the three-year 
performance cycle.  All payments are subject to approval by Verizon’s 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’s 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. 

Stock Options 

The Plan provides for grants of stock options to employees 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 structure of Verizon’s stock incentive plans does not provide for the separate determination of certain disclosures 
for our business.  The costs associated with such plans are allocated to us as part of the general allocations and are not 
relevant on a participant basis.  The disclosures omitted are the rollforward of stock option activity, the assumptions 
used in the Black-Scholes valuation and information about the range of exercise prices for outstanding and exercisable 
options. 
 
After-tax compensation expense for stock options and other stock-based compensation included in net income for the 
years ended December 31, 2009, 2008 and 2007 was not material. 

Employee Benefit Plans 
 
We participate in certain Verizon benefit plans.  Under these plans, pension and postretirement health care and life 
insurance benefits earned during the year as well as interest on projected benefit obligations are accrued currently.  Prior 
service costs and credits resulting from changes in plan benefits are amortized over the average remaining service period 
of the employees expected to receive benefits.  Unrecognized actuarial gains and losses and prior service costs and 
credits that arise during the period are immediately recognized as a component of other accumulated comprehensive 
income, net of applicable income taxes.  
 
We maintain ongoing severance plans for both management and associate employees who are terminated.  The costs for 
these plans are accounted for under the accounting standard on employers’ accounting for postemployment benefits.  
Severance benefits are accrued based on the terms of the severance plan over the estimated service periods of the 
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employees.  The accruals are also based on the historical run-rate of actual severances and expectations for future 
severances.  Severance costs are included in selling, general and administrative expense in the statement of income (See 
Note 5).   
 
Fair Value Measurements 
 
Fair value of financial and non-financial assets and liabilities is defined as an exit price, representing the amount that 
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants. 
The three-tier hierarchy for inputs used in measuring fair value, which prioritizes the inputs used in the valuation 
methodologies in measuring fair value, is as follows: 
 
Level 1 - Quoted prices in active markets for identical assets or liabilities 
Level 2 - Observable inputs other than quoted prices in active markets for identical assets and liabilities 
Level 3 - No observable pricing inputs in the market 
 
Financial assets and financial liabilities are classified in their entirety based on the lowest level of input that is 
significant to the fair value measurements. Our assessment of the significance of a particular input to the fair value 
measurements requires judgment, and may affect the valuation of the assets and liabilities being measured and their 
placement within the fair value hierarchy. 
 
The value of the financial assets and financial liabilities held by the Business and impacted by the adoption of this 
accounting standard is not material. 
 
Income Taxes 
 
Verizon and its domestic subsidiaries, including us, file consolidated federal income tax returns. We participate in a tax 
sharing agreement with Verizon and remit tax payments to Verizon based on the respective tax liability determined as if 
on a separate company basis. Current and deferred tax expense is determined by applying the accounting standard for 
income taxes to each subsidiary as if it were a separate taxpayer. 
 
Our effective tax rate is based on pre-tax income, statutory tax rates, tax laws and regulations and tax planning strategies 
available to us in the various jurisdictions in which we operate. 
 
Deferred income taxes are provided for temporary differences in the bases between financial statement and income tax 
assets and liabilities.  Deferred income taxes are recalculated annually at rates then in effect.  We record valuation 
allowances if applicable to reduce our deferred tax assets to the amount that is more likely than not to be realized. 
 
We use the deferral method of accounting for investment tax credits earned prior to the repeal of investment tax credits 
by the Tax Reform Act of 1986.  We also defer certain transitional credits earned after the repeal.  These credits are 
amortized over the estimated service lives of the related assets as a reduction to the Income Tax Provision. 
 
We use a two-step approach for recognizing and measuring tax benefits taken or expected to be taken in a tax return.  
The first step is recognition: we determine whether it is more likely than not that a tax position will be sustained upon 
examination, including resolution of any related appeals or litigation processes, based on the technical merits of the 
position.  In evaluating whether a tax position has met the more-likely-than-not recognition threshold, we presume that 
the position will be examined by the appropriate taxing authority that has full knowledge of all relevant information.  
The second step is measurement: a tax position that meets the more-likely-than-not recognition threshold is measured to 
determine the amount of benefit to recognize in the financial statements.  The tax position is measured at the largest 
amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement.  Differences between 
tax positions taken in a tax return and amounts recognized in the financial statements will generally result in one or more 
of the following: an increase in a liability for income taxes payable, a reduction of an income tax refund receivable, a 
reduction in a deferred tax asset, or an increase in a deferred tax liability.   
 
Significant management judgment is required in evaluating our tax positions and in determining our effective tax rate. 
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Other  
 
During 2009, we recorded $26 million in expense and $34 million in capital expenditures, for costs incurred related to 
network, non-network software and other activities to enable the Business to operate on a stand-alone basis subsequent 
to the proposed spin-off and business combination.  The expense is primarily included in Cost of services and sales in 
the combined statements of income.  The capital expenditures are included in Other assets in the combined statements of 
selected assets, selected liabilities and parent funding and Other, net cash flows used in investing activities in the 
combined statements of cash flows.    
 

2. PLANT, PROPERTY AND EQUIPMENT 
 
We maintain continuing property records, which identify specific plant, property and equipment balances, depreciation 
reserves and annual capital expenditure amounts for our business. The plant, property and equipment balance in the 
accompanying statements of selected assets, selected liabilities, and parent funding is based on these specific amounts 
and does not include any allocations of common assets utilized in providing centralized services and otherwise not 
specifically associated with our business.   
 
The following table displays the details of our plant, property and equipment, which is stated at cost: 
 

 (dollars in millions) 
At December 31,  2009 2008 
Land $         49   $         50   
Buildings 1,141 1,130 
Central office equipment 7,287 7,262 
Outside communications plant 10,248 9,992 
Furniture, vehicles and other work equipment 460 370 
Construction-in-progress 56 49 
Other 185 307 
 19,426 19,160 
Less accumulated depreciation 14,160 13,667 
Total $    5,266   $    5,493 

 
3. LEASES  
 
We lease certain facilities and equipment for use in our operations principally under operating leases.  Total rent 
expense under operating leases amounted to $140 million, $189 million and $217 million in 2009, 2008 and 2007, 
respectively.  Of these amounts, $106 million, $135 million and $162 million in 2009, 2008 and 2007, respectively, 
were lease payments to affiliated companies.   
 
The table below displays the aggregate minimum rental commitments under noncancelable operating leases for the 
periods shown at December 31, 2009, excluding those with affiliated companies: 

 (dollars in millions) 
 
Years 

Third-Party 
Operating Leases 

2010 $  10      
2011 7 
2012 5 
2013 4 
2014 3 
Thereafter 1 
Total minimum rental commitments $  30    
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4. DEBT  
 
Debt Maturing Within One Year 
 
Debt maturing within one year is as follows: 
 (dollars in millions) 
At December 31, 2009 2008 
Current portion of long-term debt $  375  $  ---   
   

Long-Term Debt 
 
Long-term debt consists of debentures that were issued by certain of the Companies.   Interest rates and maturities of the 
amounts outstanding are as follows at December 31: 
 
   (dollars in millions) 
Description Interest Rate Maturity 2009 2008 
Twelve year debenture         6.375 2010 $  200 200 
Twelve year debenture         6.300 2010 175 175 
Thirty year debenture         6.730 2028 200 200 
Forty year debenture         8.400 2029 50 50 
   625 625 
Unamortized premium and discount, net       ---     (3) 
Total long-term obligations   625 622 
Less maturing within one year   375 --- 
Total long-term debt   $  250   $  622 
 
In February 2010, Verizon North’s 6.375% debenture of $200 million due February 15, 2010, which was outstanding at 
December 31, 2009, matured and was repaid. During 2008, Verizon North’s 5.65% debenture of $250 million, Verizon 
Northwest’s 5.55% debentures of $200 million and Verizon North’s 6.9% debenture of $250 million matured and were 
repaid. 
 
The terms of the debentures shown above are subject to the restrictions and provisions of the indentures governing that 
debt.  None of the debentures shown above were held in sinking or other special funds or pledged by us. Debt discounts 
and premiums on our outstanding long-term debt are amortized over the lives of the respective issues.  
 
The fair value of debt is determined based on market quotes for similar terms and maturities or future cash flows 
discounted at current rates. The fair value of debt was $637 million and $604 million at December 31, 2009 and 2008, 
respectively, as compared to the carrying value of $625 million and $622 million, respectively at December 31, 2009 
and 2008. 
 
We are in compliance with all of our debt covenants. 
 
  
5. EMPLOYEE BENEFITS 

 
We participate in Verizon’s benefit plans. Verizon maintains noncontributory defined pension plans for many of its 
employees. The postretirement health care and life insurance plans for our retirees and their dependents are both 
contributory and noncontributory and include a limit on our share of cost for recent and future retirees. Verizon also 
sponsors defined contribution savings plans to provide opportunities for eligible employees to save for retirement on a 
tax-deferred basis. A measurement date of December 31 is used for the pension and postretirement health care and life 
insurance plans. 
 
The structure of Verizon’s benefit plans does not provide for the separate attribution of the related pension and 
postretirement assets and obligations at the Business level.  Because there is not a separate plan for our business, the 
annual income and expense related to such assets and obligations have been allocated to us and are reflected as prepaid 
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pension assets and employee benefit obligations in the combined statements of selected assets, selected liabilities and 
parent funding.   
 
The structure of Verizon’s benefit plans does not provide for the separate determination of certain disclosures for the 
Companies, or our Business.   
 
Pension Plans and Other Postretirement Benefits 
 
Pension and other postretirement benefits for the majority of our employees are subject to collective bargaining 
agreements. Approximately 82% of the employees (associates) of the ILECs’ operations are covered by collective 
bargaining agreements which expire at different times.  Modifications in benefits have been bargained for from time to 
time, and Verizon may also periodically amend the benefits in the management plans.   
 
Benefit Cost 
 
The following table summarizes the benefit costs related to our pension and postretirement health care and life insurance 
plans associated with the ILECs operations.  Because our operating expenses associated with VLD and VOL were 
determined predominantly through allocations, the benefit costs for these businesses were not separable for disclosure 
purposes. 

  (dollars in millions) 
 Pension  Health Care and Life 
At December 31, 2009 2008 2007 2009 2008 2007 
Net periodic benefit (income) cost $   (101) $ (143)   $ (116)   $  168  $ 193  $ 188 
Settlement loss 343 98 --- --- --- --- 
Curtailment loss 24 --- --- 14 --- --- 
Termination benefits 1 2 --- --- --- --- 
Total cost $  267   $   (43)   $ (116) $  182   $ 193   $188   

 
We recorded pension settlement losses of $343 million and $98 million in 2009 and 2008, respectively, related to 
employees that received lump-sum distributions, primarily resulting from our previous separation plans, as prescribed 
payment thresholds were reached. We also recorded pension and postretirement curtailment losses of $38 million in 
2009, as workforce reductions caused the elimination of a significant amount of future service requiring us to recognize 
a portion of the prior service costs and actuarial losses.  The settlement and curtailment of pension and postretirement 
obligations are recorded in accordance with the accounting standard regarding employers’ accounting for settlements 
and curtailments of defined benefit pension plans and for termination benefits. 
 
The employee benefit assets and obligations associated with our ILECs’ operations and recognized in our combined 
statements of selected assets, selected liabilities and parent funding consist of:                                                                                             

                                                                                                                                                       (dollars in millions) 
 Pension Health Care and Life
At December 31,  2009 2008 2009 2008 
Prepaid pension asset $2,346   $2,611   $      ---   $      ---   
Employee benefit obligations 3 6 1,168 1,102 

 
The changes in the employee benefit asset and obligations from year to year were caused by a number of factors, 
including changes in actuarial assumptions (see Assumptions), settlements and curtailments.   
 
Assumptions 
 
The weighted-average assumptions used in determining benefit obligations are as follows: 

 
 Pension Health Care and Life

At December 31,       2009       2008       2009       2008 
Discount rate      6.25% 6.75%      6.25% 6.75% 
Rate of future increases in compensation       4.00        4.00        N/A        N/A 
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The weighted-average assumptions used in determining net periodic cost are as follows: 
 

 Pension Health Care and Life 
Years Ended December 31,     2009     2008     2007     2009     2008     2007 
Discount rate   6.75% 6.50% 6.00% 6.75% 6.50%    6.00% 
Expected return on plan assets     8.50      8.50      8.50      8.25      8.25      8.25 
Rate of compensation increase      4.00      4.00        4.00         N/A      4.00      4.00 

 
In order to project the long-term target investment return for the total portfolio, estimates are prepared for the total return 
of each major asset class over the subsequent 10-year period, or longer.  Those estimates are based on a combination of 
factors including the current market interest rates and valuation levels, consensus earnings expectations, historical long-
term risk premiums and value-added.  To determine the aggregate return for the Verizon pension trust, the projected 
return of each individual asset class is then weighted according to the allocation to that investment area in the trust’s 
long-term asset allocation policy.   
 
The assumed health care cost trend rates are as follows: 
 

 Heath Care and Life 
At December 31,        2009        2008        2007 
Health care cost trend rate assumed for next year  8.00%  9.00% 10.00% 
Rate to which cost trend rate gradually declines         5.00      5.00      5.00 
Year the rate reaches level it is assumed to remain thereafter        2014     2014      2013 

 
Savings Plans and Employee Stock Ownership Plans 
 
Substantially all of our employees are eligible to participate in savings plans maintained by Verizon.  Verizon maintains 
four leveraged employee stock ownership plans (ESOP) for its management employees.  Under these plans, a certain 
percentage of eligible employee contributions are matched with shares of Verizon’s common stock.  We recognize 
savings plan costs based on these matching obligations.   We recorded total savings plan costs of $19 million in 2009, 
$20 million in 2008 and $24 million in 2007. 
 
Severance Benefits 
 
The following table provides an analysis of our severance liability recorded in accordance with the accounting standard 
regarding employers’ accounting for postemployment benefits: 
 

(dollars in millions) 
 
Year  

Beginning of 
Year  

Charged to 
Expense  (a)  Payments  End of Year 

      
2007  $  27                  $  56  $  (19)  $  64 
2008  64                      11  (24)  51 
2009  51                      21  (27)  45 

 
(a) Includes accruals for ongoing employee severance costs and $16 million, $9 million and $53 million of special 

charges in 2009, 2008 and 2007, respectively. 
 
The severance liability at December 31, 2009 includes future contractual payments due to employees separated as of the 
end of the year.   
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6.      PARENT FUNDING AND INTEREST EXPENSE 
 
For purposes of these combined special-purpose financial statements, some funding requirements have been summarized 
as “Parent Funding” without regard to whether the funding represents debt or equity. No separate equity accounts are 
maintained for our business and debt instruments that cannot be directly attributable to our business are allocated to us 
and included in the parent funding.  As such, a portion of interest expense net of interest income for the years ended 
December 31, 2009, 2008 and 2007 was allocated to us based on the percentage of our parent funding relative to the 
total debt and equity for the Companies.  

 

7. INCOME TAXES 

The components of income tax provision are presented in the following table: 

 (dollars in millions) 
Years Ended December 31,  2009 2008 2007 
Current:    

Federal $    83    $  245    $  371   
State and local 31 58 59 

 114 303 430 
Deferred:    

Federal 47 19 (56) 
State and local (2) (9) (11) 

 45 10 (67) 
Total income tax provision $  159    $  313    $  363   

 

The following table shows the primary reasons for the difference between the effective income tax rate and the statutory 
federal income tax rate: 

  
Years Ended December 31,     2009     2008     2007 

Statutory federal income tax rate 35.0% 35.0% 35.0% 
State income taxes, net of federal tax benefits 4.3        3.6 3.2 
Unrecognized tax benefits (1.8) (1.3) 0.3 
Medicare subsidy (2.2) (1.2) (1.0) 
Other, net ---               0.1 0.1 
Effective income tax rate 35.3% 36.2%       37.6% 

 
Deferred taxes arise because of differences in the book and tax bases of certain assets and liabilities.  Significant 
components of our deferred tax assets and liabilities are shown in the following table: 
 

 (dollars in millions) 
At December 31,         2009         2008 
Deferred tax assets:   
   Employee benefits       $    536           $     511   
   Allowance for uncollectible accounts 18 19 
   Other assets 38 46 
Total deferred tax assets 592 576 
   
Deferred tax liabilities:   
   Employee benefits 907 1,018 
   Depreciation 938 757 
   Other liabilities  2 11 
Total deferred tax liabilities 1,847 1,786 
   
Net deferred tax liabilities       $   1,255        $  1,210   
   

No valuation allowance has been recorded against deferred tax assets as of December 31, 2009 and December 31, 2008. 
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Unrecognized Tax Benefits 

A reconciliation of the beginning and ending balance of unrecognized tax benefits is as follows: 
 
  (dollars in millions) 
 2009 2008 2007 
Balance at January 1, $  47   $  71   $  73   
Additions based on tax positions related to the current year 7 8 6 
Additions for tax positions of prior years 31 (2) --- 
Reductions for tax positions of prior years (27) (5) (8) 
Settlements --- (25) --- 
Balance at December 31,   $  58     $  47    $  71   
 
During the year ended December 31, 2008, Verizon settled the federal income tax audit for tax years 2000 through 2003 
with the Internal Revenue Service.  This settlement resulted in payments of approximately $25 million with respect to 
the Business. 
 
Included in the total unrecognized tax benefits at December 31, 2009, 2008 and 2007 was $5 million for each respective 
period that, if recognized, would favorably affect the effective tax rate.   
 
We recognize any interest and penalties accrued related to unrecognized tax benefits in income tax expense.  During 
2009 and 2008, we recognized a net after tax benefit in the income statement related to interest and penalties of 
approximately $8 million and $10 million, respectively.  During 2007, we recognized a net after tax expense in the 
income statement related to interest and penalties of approximately $5 million.  We had approximately $5 million (after-
tax) and $13 million (after tax) for the payment of interest and penalties accrued in the combined statements of selected 
assets, selected liabilities and parent funding at December 31, 2009 and December 31, 2008, respectively. 

Verizon and/or its domestic subsidiaries file income tax returns in the U.S. federal jurisdiction, and various state and 
local jurisdictions. The Internal Revenue Service (IRS) is currently examining Verizon’s U.S. income tax returns for 
years 2004 through 2006.  As a large taxpayer, Verizon is under continual audit by the IRS and multiple state 
jurisdictions on numerous open tax positions.  It is reasonably possible that the amount of the remaining liability for 
unrecognized tax benefits could change by a significant amount during the next twelve-month period.  An estimate of 
the range of the possible change cannot be made until issues are further developed or examinations close. 
 

8. TRANSACTIONS WITH AFFILIATES  
 
Our operating revenue includes transactions with Verizon for the provision of local telephone services, network access, 
billing and collection services, interconnection agreements and the rental of facilities and equipment.  These services 
were reimbursed by Verizon based on tariffed rates, market prices, negotiated contract terms that approximated market 
rates, or actual costs incurred by us. 
 
We reimbursed Verizon for specific goods and services it provided to, or arranged for, us based on tariffed rates, market 
prices or negotiated terms that approximated market rates.  These goods and services included items such as 
communications and data processing services, office space, professional fees and insurance coverage. 
 
We also reimbursed Verizon our share of costs incurred by Verizon to provide services on a common basis to all of its 
subsidiaries.  These costs included allocations for marketing, sales, accounting, finance, materials management, 
procurement, labor relations, legal, security, treasury, human resources, tax and audit services.  The allocations were 
based on actual costs incurred by Verizon and periodic studies that identified employees or groups of employees who 
were totally or partially dedicated to performing activities that benefited our Business.  These allocations were based on 
actual costs incurred by Verizon, as well as on the size of our business relative to other Verizon subsidiaries.  We 
believe that these cost allocations are reasonable for the services provided.  We also believe that these cost allocations 
are consistent with the nature and approximate amount of the costs that we would have incurred on a stand-alone basis.   
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We also recognized an allocated portion of interest expense in connection with our contractual agreements with Verizon 
for the provision of short-term financing and cash management services.  Verizon issues commercial paper and obtains 
bank loans to fund the working capital requirements of Verizon’s subsidiaries, including us, and invests funds in 
temporary investments on their behalf.    
 
The affiliate operating revenue and expense amounts included only our ILECs operations.  Because our operating 
expenses associated with VLD and VOL were determined predominantly through allocations, separate identification of 
the affiliate transactions was not available. 

 

9. ADDITIONAL FINANCIAL INFORMATION  
 

The tables below provide additional financial information related to the Business’ financial statements: 
 
 (dollars in millions) 

Years Ended December 31,  2009 2008 2007 
Statements of Cash Flows:    
Cash paid during the year for:    
   Income taxes, net of amounts refunded $  188      $   333      $   472      
   Interest, net of amounts capitalized (excluding affiliates) 42     79 88 
    
Statements of Income:    
Depreciation expense 780 758 794 
Interest costs incurred 95     189    205 
Capitalized interest (3) (3) (2) 
Advertising expense allocated from affiliates 41 39 28 

 
    
  (dollars in millions) 
At December 31,  2009 2008 
Statements of Selected Assets, Selected Liabilities and Parent Funding:    
Prepaid Expense and Other     
Deferred activation costs  $   58      $   81      
Other  10 12 
  $   68    $   93    
    
Accounts Payable and Accrued Liabilities - Other    
Accrued payroll related  $    77 $ 110 
Accounts payable  76 97 
Accrued general taxes  54 49 
Accrued income taxes  28 58 
Other  26 13 
  $  261    $  327     
    
Other Current Liabilities    
Advanced billings and customer deposits  $  133      $  145      
Deferred activation revenues  58 81 
Other  29 50 
     $  220      $  276   

 
 
10. COMMITMENTS AND CONTINGENCIES 
 
Various legal actions and regulatory proceedings are pending to which the Companies are a party and claims may exist 
which, if asserted, may lead to other legal actions.  We have established reserves for specific liabilities in connection 
with legal and regulatory matters that we currently deem to be probable and estimable.  We do not believe the ultimate 
resolution of pending regulatory and legal matters in future periods will have a material effect on the financial condition 
of our Business, but it could have a material effect on our results of operations. 
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From time to time, state regulatory decisions require us to assure customers that we will provide a level of service 
performance that falls within prescribed parameters.  There are penalties associated with failing to meet those service 
parameters, and we, from time to time, have paid such penalties.  We do not expect these penalties to have a material 
effect on the financial condition of our Business, but they could have a material effect on our results of operations.  
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Schedule II – Valuation and Qualifying Accounts 
 
 

(dollars in millions) 
   Additions     
 

 
Description 

 
Balance at 

Beginning of 
Period 

  
 

Charged to 
Expense   

 Charged to 
Other 

Accounts Note 
(a) 

  
 
 

Deductions (b) 

  
Balance at 

End of 
Period 

Allowances for Uncollectibles 
Accounts Receivable: 

     

2009…………………………... $  49  $  62  $    2  $  (67)   $  46 
2008…………………………... 54            65  (2)  (68)   49 
2007…………………………... 66  58  (3)  (67)   54 
 
(a) Charged to other accounts includes accruals charged to accounts payable for anticipated uncollectible charges on 

purchase of accounts receivable from others which were billed by us. 
(b) Deductions include amounts written off as uncollectible, net of recoveries. 


