New Networks



Did Verizon POTS Customers Pay for FiOS Cable Deployments and Upgrades? 

1) Summary: Verizon’s overall wireline construction budgets from 2000-2010 showed that FiOS deployment had come directly out of the original maintenance and construction budgets for the utility networks. Moreover, there is clear indication that the $23 billion dollars spent on FiOS between 2005-2010 came from the original budgets and not ‘new’ or ‘extra’ funding. 

Instead of maintaining and repairing the utility networks, the company diverted funds to pay for FiOS, a cable and broadband service. 

Moreover, in 2010, Verizon stated it was halting further deployment of FiOS.  If this is the case, then instead of maintaining the plant it appears to have moved the funding to wireless. 


In short, it shows that instead of properly maintaining and reinforcing networks in Fire Island over the last 13 years, the monies were being diverted to a) fund a cable service and b) fund the companies’ wireless infrastructure – paid for by POTs customers, as show by the 2009 rate increase of POTs. 


2) Overall Verizon Wireline Construction Expenditures and FiOS. 

Exhibit 1

Verizon Wireline Construction Expenditures,  including FiOS 2000-2010

(In the millions)

	
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010

	
	
	
	
	
	
	
	
	
	
	
	

	1)Construction
	 $12,119 
	$11,480 
	$8,004 
	 $6,820 
	 $7,118 
	 $8,276 
	$10,259 
	$10,956 
	 $ 9,757 
	 $ 8,892 
	 $ 7,269 

	 2) FIOS 
	
	
	
	
	
	 $3,833 
	 $3,833 
	 $ 3,833 
	 $3,833 
	 $ 3,833 
	 $ 3,833 

	3) PSTN
	
	
	
	
	
	 $ 4,443 
	 $6,426 
	  $7,123 
	 $5,924 
	$5,059 
	 $ 3,436 

	4) % spent on PSTN
	
	
	
	
	54%
	63%
	65%
	61%
	57%
	47%

	5) FIOS Bump
	
	
	
	
	$12,109 
	$14,092 
	$14,789 
	$13,590 
	$12,725 
	 $ 11,102 


In 2004 Verizon announced it would be spending $23 billion dollars through 2010 for the deployment of FiOS, a cable television and broadband service. Multiple reports, including Reuters
 and Fierce Telecom
 claim that the money was spent. 

1) Construction: Verizon Wireline Construction Expenditures by Year

2) If FiOS was built from 2005-2010, the company spend $3.8 billion annually. 

3) PSTN represents the monies left to pay for PSTN-based network upgrades and maintenance. 

4) As this shows, the percentage of monies left for network upgrades averages about 58% of the total being spent.

5) The “FiOS Bump” would be if the FiOS construction budgets had been increased above the ‘normal’ construction budgets. 

3) Average Construction Budgets: 2000-2010

Exhibit 2

Comparing Verizon Construction Averages 2000-2004 to FiOS Years 2005-2010.

	2000-2004
	$  9,108.20
	1.4%

	2005-2010
	$   9,234.89
	


This exhibit supplies the average construction budgets before FiOS deployment, 2000-2004) and during FIOS deployment. On average, there was only a 1.4% increase to the budgets. 

Note: The drop in wireline expenditures from 2002-2004 was done to hold the states hostage to get the franchise agreements passed on the state level and deregulation on the federal level, which was granted on all cases. 

Conclusion: FIOS expenditures came directly out of the annual upgrade and maintenance budgets historically for the utility networks. 

4) Verizon Ends FiOS Deployments  

According to the Wall Street Journal, March 30, 2010
“Verizon to End Rollout of FiOS
, 

“Verizon Communications will no longer seek new cities to roll out its FiOS TV service as the company nears the end of its $23 billion network upgrade project. 

“The New York-based telecommunications provider has wagered heavily that its bundle of faster Internet service and television would give it an edge over its cable rivals, and has spent the last six years replacing much of its older, slower copper lines with faster fiber-optic ones. One of the hurdles has been getting community approval to offer television service, or what's known as a video franchise. 

“Verizon made it known that it would not seek anymore franchises after sending a letter last week to city officials in Alexandria, Va., telling them that the company has stopped seeking nationwide permission to offer television service in new markets. Among the other large cities not getting access to FiOS TV are Boston and Baltimore.”

Conclusion: If the utility plant expenditures where shifted to FiOS and then the company stopped the deployment of FiOS, were the monies used to fund Wireless?

6) Wireline Shifting of Special Access Lines to Fund Wireless Access

In the movement to have wireline expenditures pay to build out the wireless fiber to the towers, it appears that the company is now also shifting the wireline-special access lines to the deregulated “IP backbone”. 

Fran Shammo
- Verizon Communications Inc. - EVP and CFO

“Well, I mean special access is still a considerable part of the Wireline business and obviously we're a big pusher for special access. But look, it's no different than the rest of the legacy products of Wireline, which continue to decline and it declines month after month. The real pickup here is to move everybody to more IP backbone, more data consumption and that is really the focus of the wholesale business which is really where special access comes in.” 

Are customers funding new wireless infrastructure out of the wireline-network upgrades? 

� http://www.reuters.com/article/2011/08/10/us-verizoncommunications-wireline-idUSTRE7796FV20110810


� http://www.fiercetelecom.com/story/verizon-cfo-shammo-expanding-wirelines-profit-remains-challenge/2011-08-12


� � HYPERLINK "http://online.wsj.com/article/SB10001424052702303410404575151773432729614.html" ��http://online.wsj.com/article/SB10001424052702303410404575151773432729614.html�





� Goldman Sachs Communacopia Conference, sept 20, 2012


� HYPERLINK "http://www22.verizon.com/idc/groups/public/documents/adacct/goldman_vz_transcript_092012.pdf" ��http://www22.verizon.com/idc/groups/public/documents/adacct/goldman_vz_transcript_092012.pdf�








