
 
 
 
 

1 

  
(Excerpt: Verizon New York 2019 Annual Report)  

 
Solve the Digital Divide by Halting 

Billions in Cross-Subsidies:  
Verizon NY 2019 Annual Report 

 
NEXT STEP: Halt the Billions in Wireless Cross-Subsidies;  

Use the Money to Upgrade America with  
Fiber Optics-to-the Home—Solving the Digital Divide. 

 
New Networks Institute (NNI) 

 

 
 
 
 
Bruce Kushnick, IRREGULATORS, Managing Director 
NNI, Executive Director 
bruce@newnetworks.com  
 
August 24th, 2020 

mailto:bruce@newnetworks.com


 
 
 
 

2 

TABLE OF CONTENTS 
 
Introduction  
 
Back Up Documentation:  NNI, IRREGULATORS, Partial List of Reports and 
Filings Related to NY State 
 

1) Summary: The State Telecommunications Utility Financial Reports. 
 

2) Corporate Operations Expense – and Seeing the Pattern of Harms 
 

3) Construction & Maintenance 
 

4) Secrets of “Backhaul” (Also Called “Special Access”, or “Business Data 
Services”) 

 
PART II: Overcharged America: Solve the Digital Divide by Halting Billions in 
Cross-Subsidies 
 
 

5) How Much Was Overcharged in Just New York, in Just 2019 
 

6) If the expenses were reset to pay the actual expenses incurred, we 
estimate that Verizon NY 2019 Local Service was overcharged… 

 
7) 5 Year Analysis of Overcharging 

 
8) A Litany of Other Expenses and Overcharges 

 
9) Now Multiply This by America. 

 
10) The 2019 Annual Report Should Match All of the Other States: The FCC 

Accounting Financial Anomalies Are Nationwide.  
 

11) Overcharging by State-based Utilities Controlled by AT&T, Verizon and 
CenturyLink.  

 
 
 
 
 
 
 
 



 
 
 
 

3 

Back Up Documentation:  
NNI, IRREGULATORS, Partial List of Reports and Filings  

Related to NY State 
 
IRREGULATORS  
 On March 13th, 2020, our challenge of the FCC, IRREGULATORS v FCC, 

was a win for the American public. The DC Court of Appeals made it clear 
that the states are now independent to devise a new set of accounting 
requirements and not use the FCC’s formulas. 

 On June 8th, 2020, Verizon also filed a Motion with the NY Public Service 
Commission to hide, (they call it ‘redact’), basic financial and business data. 

 On June 30th, 2020, the IRREGULATORS filed comments to block Verizon 
NY’s Motion and are now calling for investigations. 

 On July 20th, 2020, NY Department of Public Service determined that the 
information we requested was confidential.  

 On August 5th, 2020 we also filed with the FCC in the $9 billion 5G plan, 
pointing out that the FCC never examined the wireless cross-subsidies.  

 On August 5th, 2020, we also filed with the FCC  “The FCC must start 
serious audits and investigations into the actual expenses for the backhaul 
services and halt all of the cross-subsidies that are now in place with 5G 
wireless, and the harms to local service’. 

We summarized our filing and what was redacted and why it matters:  
 Why are the IRREGULATORS Calling for Investigations? Halting cross-

subsidies can supply the billions of dollars to close the Digital Divide  
 What Is Verizon Afraid of? REDACTED XXX Opens Pandora’s Box. What 

was 'redacted' -- and what we are asking for.  
 NEW REPORT: 15 Quotes: The Wireline-Wireless Bait-&-Switch 

Overcharged America and Caused the Digital Divide. Here is a collection of 
executive statements, excerpts from filings and comments by the FCC, the 
NY Attorney General's office and the state PSC. 

 REFERENCE POINTS: A Library of Research has been put together 
covering this area since 2010. 

 
VERIZON NEW YORK: EXAMINING THE FINANCIAL SHELL GAME 
 In July 2018, Verizon New York and the NY state Public Service 

Commission settled and closed the investigation that had started in 2015. 
Estimated to be worth $300-$500 million, Verizon NY is required to upgrade 
32000 lines of fiber in unserved areas as well as maintain the existing 
copper networks that are not being upgraded, that has been left to 
deteriorate over the last 2 decades. 

 Verizon NY Settlement Story, July 14th, 2018 
 NY PSC Proposed Settlement April 16th, 2018 
 NNI & IRREGULATOR FILINGS, 2017 

http://irregulators.org/wp-content/uploads/2020/03/IRREGULATORSvFCCBIGWIN.pdf
http://irregulators.org/wp-content/uploads/2020/07/VerizonFOIL.pdf
http://irregulators.org/wp-content/uploads/2020/07/REDACTFILINGIRREGULATORSfin.pdf
http://irregulators.org/wp-content/uploads/2020/08/letterjushnick.pdf
http://irregulators.org/fcc9billionfor5g/
http://irregulators.org/wp-content/uploads/2020/08/access3.pdf
https://medium.com/@kushnickbruce/why-we-requested-an-investigation-of-the-verizon-ny-2019-financial-annual-report-10446afd1eef
https://medium.com/@kushnickbruce/what-is-verizon-afraid-of-redacted-xxx-opens-pandoras-box-92d0c1abff8d
https://medium.com/@kushnickbruce/15-quotes-the-wireline-wireless-bait-switch-overcharged-america-and-caused-the-digital-divide-3ee71a709300
http://irregulators.org/our-work-reports-filings/
https://medium.com/@kushnickbruce/score-verizon-ny-settlement-fiber-optics-to-underserved-areas-repair-of-the-state-utility-a7e468599017
http://documents.dps.ny.gov/public/Common/ViewDoc.aspx?DocRefId=%7b117A4382-605D-45F5-8AB4-E9795671ABF4%7d
https://newnetworks.com/ny-related-filings/
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DIGITAL DIVIDE BY DESIGN 
  FILED WITH COMMENTS: REPORT 1:  Did AT&T, Verizon, CenturyLink 

& the FCC Intentionally Create the Digital Divide? 
 FILED AS REPLY COMMENTS:  REPORT 2: Verizon New York 2017 

Annual Report: An Analysis of Cross-Subsidies and Customer 
Overcharging 

 DESCRIPTION: This report, based on the Annual Report shows that there 
is a utility and that it is hemorrhaging money because of the FCC. 

MANIPULATION OF THE ACCOUNTING OF ACCESS LINES: THE 
USTELECOM  PETITION FOR FORBEARANCE 

 FILED AS COMMENTS:  REPORT 3: Bell Access Line Accounting 
Manipulation 1984-2018 

 Description: Verizon, AT&T, CenturyLink, and their association, 
USTelecom, with the help of the FCC, have manipulated the basic 
accounting of access lines, and have removed or hidden 80% of all lines. 

FIXING TELECOM REPORTS: 
 Report 1: Exec Summary: Verizon’s Manipulated Financial Accounting & the 

FCC’s Big “Freeze” 
 Report 2: Full Data Report 
 Report 3: SPECIAL REPORT How Municipalities and the States can Fund 

Fiber Optic Wireline and Wireless Broadband Networks. 
 REPORT 4: Data Report Proving Verizon’s Wireline Networks Diverted 

Capex for Wireless Deployments Instead of Wiring Municipalities, and 
Charged Local Phone Customers for It. 

 Report 5: The Hartman Memorandum proves that the FCC’s own cost 
allocation rules created massive financial cross subsidies between and 
among the state-based wired utilities, and the companies’ other lines of 
business, such as special access, or the wireless service. 

 Report 6: The History & Rules of Setting Phone Rates in America —The 
FCC’s ‘Big Freeze’ details that the FCC has set basic cost accounting 
expenses to based on the year 2000 and the FCC has never audited or 
investigated the impacts for 18 years. 

 Report 8: Full Report: Verizon NY 2016 Report Analyzed, June 2017. 
Reports and Filings, 2010- 
 Verizon’s State-Based Financial Issues & Tax Losses: The Destruction of 

America’s Telecommunications Utilities 
 In 2010, NNI started an investigation of the financial books of five Verizon’s 

state-based utility phone companies, including Verizon New York and 
Verizon New Jersey and the ties to Verizon Communications affiliate 
companies, (subsidiaries) including Verizon Wireless, Verizon Online, 
Verizon Services, among others. Published in 2012 

 Verizon Wireless and the Other Verizon Affiliate Companies Are Harming 
Verizon New York’s (The State-based Utility) Customers & the 
State. Examining Verizon NY’s Phone Rate Increases, Income Tax Benefits, 

https://ecfsapi.fcc.gov/file/1082805496908/DIGITALDIVIDEIRREGULATORSFREEZE.pdf
https://newnetworks.com/verizon-new-york-2017-annual-report-overcharging/
https://ecfsapi.fcc.gov/file/1080748415878/USTelecomIRREGULATORS.pdf
https://ecfsapi.fcc.gov/file/1080748415878/USTelecomIRREGULATORS.pdf
http://newnetworks.com/report1executivesummary/
http://newnetworks.com/report2data/
http://newnetworks.com/muniwireless/
http://newnetworks.com/report2datawirelinewireless/
http://newnetworks.com/hartmanmemorandum/
http://newnetworks.com/hartmanhistory/
http://newnetworks.com/hartmanhistory/
https://ecfsapi.fcc.gov/file/1071888613875/NYrteportjune22FINAL.pdf
http://newnetworks.com/Verizonshellgame2012.pdf
http://newnetworks.com/verizon-wireless-affiliates-harming-verizon-wireline-customers/
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Lack of Network Upgrades, Service Quality and Pushing Voice Link 
Wireless Deployment 

 Verizon Wireless and the Other Verizon Affiliate Companies Are Harming 
Verizon New York’s (The State-based Utility) Customers & the State. In 
September 2013, our next report focused on Verizon New York and was the 
centerpiece of a filing by Common Cause, Consumer Union, CWA, and the 
Fire Island Asc., which called for an investigation of Verizon’s financials and 
business practices, Alexander Goldman, Esq. co-authored the report. 

 “It’s All Interconnected”, In May 2014, Public Utility Law Project, (PULP) 
published “It’s all Interconnected”, written by New Networks (with assistance 
by David Bergmann, Esq.) and it relied on unexamined data from Verizon 
New York using different Verizon supplied financials books. 

 The Connect New York Coalition, filed a Petition with the NY State Public 
Service Commission to do a formal investigation of Verizon New York. July 
1, 2014. The Petition is based, in part, on NNI’s continuing research. 

 Coalition members include AARP, Consumer Union, Common Cause, 
CWA, NY state politicians. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://newnetworks.com/verizon-wireless-affiliates-harming-verizon-wireline-customers/
http://newnetworks.com/wp-content/uploads/PublicNN3.pdf
http://newnetworks.com/wp-content/uploads/PublicNN3.pdf
http://www.scribd.com/doc/232125660/Connect-New-York-Coalition-Petition
http://teletruth.org/docs/ConnectNewYorkCoalition.pdf
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INTRODUCTION 
 
Want to know why there is a Digital Divide or how to fund a fiber optic-to the-home 
future, even in rural areas, without government subsidies and handouts? 
 
This is an excerpt from the Verizon NY 2019 Annual Report which was published 
on June 8th, 2020. 
 

 
 
Verizon NY is NY State’s (which includes NY City) primary public 
telecommunications utility, just like other state-based utilities, such as water, gas or 
electric. We will be referencing the excerpt above, taken directly from page 25. (It 
has been simplified for this discussion, but nothing was changed.) 
 
We estimate that Verizon NY Local Service was overcharged an estimated $1.1-
$1.6 billion, in just 2019, for just three expense items; Construction & Maintenance, 
Corporate Operations expenses and Marketing. (This is the low number.) 
Nationwide, this equates to Local Service being overcharged in America an 
estimated $16-$23 billion in just 2019.  
 
We will go through our calculations based on this Verizon NY 2019 Annual Report 
and the previous 5 years, as well as using this as a model for the rest of America.  
 
Follow the Money: The Basics in the Era of the Pandemic 
 
First, virtually no one knows that there are still state telecommunications utilities in 
every state and virtually no one has actually examined the financial books — the 
revenues and expenses. Yet, it is now more critical and relevant than ever 

http://irregulators.org/wp-content/uploads/2020/06/Verizonny2019annualcomplete.pdf
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because the pandemic has exposed that there are massive holes in broadband 
deployment, mostly impacting low income urban areas as well as rural areas. 
 
Moreover, these networks are not just the legacy copper wires, but also include 
almost all of Verizon’s fiber optic wires, such as the Fiber to the Premises, FTTP, 
wires used for FiOS, as well as the fiber going to the cell sites or to the ATM 
machines.  
 
But, also unknown is the fact that over the last decade, these public telecom 
utilities have been and are continuing to be dismantled — and it has been done 
through the manipulation of the FCC’s cost accounting rules. These federal 
accounting formulas have been applied to the state utility financials and were 
supposed to divide up the costs to the different lines of business fairly to protect 
the utility phone customers. Instead, they now make the entire wired infrastructure 
of America appear unprofitable by diverting the majority of expenses into one 
category—basic wired local service. 
 
More surprising, New York appears to be the only state that still requires and 
makes public the state-based incumbent telecommunications utility financials. The 
last available data from the FCC for America was for the year 2007. 
 
Putting this Report and Next Steps in Context 
 
Unfortunately, Verizon has been slowly removing (“redacting”) information from 
these financial reports. The IRREGULATORS and New Networks Institute filed to 
block this removal of basic information and we are now calling for investigations.  
 
 On March 13th, 2020, IRREGULATORS v FCC, was a win for the American 

public. The IRREGULATORS had filed since 2015 to have the FCC fix their 
accounting or acknowledge, in writing, that they do not apply – or that there 
were no other ‘strings attached’. The DC Court of Appeals made it clear that 
the states are now independent to devise a new set of accounting 
requirements and not use the FCC’s formulas. 

 
 On June 8th, 2020, Verizon also filed a Motion with the NY Public Service 

Commission to hide, (they call it ‘redact’), basic financial and business data. 
 On June 30th, 2020, the IRREGULATORS filed comments to block Verizon 

NY’s Motion and are now calling for investigations. 
 
We summarized our filing and detailed what was redacted and why it matters:  

 Why are the IRREGULATORS Calling for Investigations? Halting cross-
subsidies can supply the billions of dollars to close the Digital Divide.  

http://irregulators.org/wp-content/uploads/2020/03/IRREGULATORSvFCCBIGWIN.pdf
http://irregulators.org/wp-content/uploads/2020/07/VerizonFOIL.pdf
http://irregulators.org/wp-content/uploads/2020/07/REDACTFILINGIRREGULATORSfin.pdf
https://medium.com/@kushnickbruce/why-we-requested-an-investigation-of-the-verizon-ny-2019-financial-annual-report-10446afd1eef
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 What Is Verizon Afraid of? REDACTED XXX Opens Pandora’s Box. What 
was 'redacted' -- and what we are asking for.  

 
The 5G Wireless & WiFi Knee-Jerk Reaction: The immediacy of solving the 
newly-exposed Digital Divide — and the uncertain future of families being stuck at 
home — has now generated knee-jerk reactions to roll out wireless and WiFi even 
though these statements never mention or examine that wireless requires fiber 
optic wires and it is not profitable once the costs of the fiber optic wires required for 
these services are incorporated; it is like giving a heart attack patient some aspirin 
and a band-aid, vs fixing the underlying problems. But the subplot has been that 
Verizon et al. have been force-feeding wireless because it makes them more 
money, not because it is better for the communities they serve. 
 
1)  Summary: The State Telecommunications Utility Financial Reports 
 
Using the opening chart, (based on Page 25 in the PDF reader), let us go through 
it by the numbers. (We removed some columns and line items for simplicity.) 
 
The Line Items are Numbered: 
 

1) Verizon NY and the state telecommunications utilities have traditionally 
used 3 primary lines of business, which were established as part of the 
FCC’s “USOA”, “Uniform System of Accounts”. Going back to the opening 
chart: 

 
 “Local Service”: (“NY State”, Column F) are the “intrastate” revenues. 

These are mainly the copper-based basic residential and business local 
phone service. 

 “Backhaul”: (“Other”, Column G) are also called “Special Access” and 
“Business Data Services”. These can be the wires to the bank ATM 
machines and data services or they can be the fiber optic wires to the cell 
sites and 5G. 

 “Nonregulated” services (“Column C”) is a catchall for VoIP or FiOS video, 
and other services that were never regulated. 

 
Highlights of the Findings: (rounded) 
 

2) Total Operating Revenues: Verizon NY had $4.1 billion in revenues, with 
Backhaul having the majority at $1.9 billion, followed by Nonregulated with 
$1.2 billion and Local Service at $864 million. 
 NOTE: Local Service is 21% revenues; Backhaul 48%; Nonregulated is 

31%. 
 

https://medium.com/@kushnickbruce/what-is-verizon-afraid-of-redacted-xxx-opens-pandoras-box-92d0c1abff8d
http://irregulators.org/wp-content/uploads/2020/06/Verizonny2019annualcomplete.pdf
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3) Construction & Maintenance (known as “Plant” and “Plant Non-Specific”) 
shows that Local Service was charged $1.2 billion, (3F) while Backhaul only 
paid $606 million (3G). 
 (Expenses to maintain the existing wired network or to upgrade them to 

fiber.) 
 

4) Marketing: Local Service paid 54% of this expense, $205 million (4F); 
Verizon stopped selling Local Service in many parts of the country. 
Nonregulated paid less than 15%, but that is FiOS video and VoIP.  
 (Expenses incurred with the selling of products and services.) 
 

5) Corporate Operations Expense: (Sometimes called “General and 
Administrative”) Local Service is paying $507 million (5F) in Corporate 
Operations expenses, 61% of the total, while Backhaul paid only $243 
million (5G), 29%; Nonregulated is only paying 10% (5C). 
 (Everything from executive pay, lawyers, lobbyists, or the corporate jets.) 
 

6) Net Operating Revenues: Backhaul has $528 million in profits (6G) while 
Local Service shows a loss of $1.9 billion (6F). 
 (These are the “profits” after most of the expenses have been paid.) 

 
This, of course, makes no sense. Local Service, with $864 million in revenues, 
ended up paying $1.2 billion in Construction and Maintenance, over $507 million in 
Corporate Operations expense and over $205 million in Marketing—over $1.9 
billion in expenses, which is more than double the revenues, (126%) and almost 
none of these expenses are related to offering local service.  

 
7) Profit Margin: Backhaul’s “EBITDA”, “Earnings Before Taxes, Depreciation 

and Amortization” is 55% — (Calculated from ‘Column G’, “Subtotal” divided 
by “Revenues”.) 

 
Local Service Pays the Majority of All Expenses.  
 
This is the percentage of revenues, expenses and profits for the three lines of 
business, and it should stand out like a sore thumb that Local Service pays the 
majority of all of the expenses, making it show a net revenue loss of 141%. 
Conversely, how can “Backhaul” have the majority of the revenues but pay about 
½ of Local Service for these expenses, like Corporate Operations expense? 
 

http://irregulators.org/marketing/
https://www.huffpost.com/entry/did-rate-increases-on-ver_b_8029032
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Important: Additional Revenues: Verizon, in New York, has an additional 
estimated $7-$10 billion in revenues which do not appear in these financial reports. 
However, the expenses for much of this revenue from Verizon Wireless, Verizon 
Online or Verizon Business appear to be contained within these expenses. 
 

 
 
5-Year Analysis of Verizon New York Revenues and Expenses  
 
We have decided to show that this pattern of cross-subsidies did not start in 2019, 
but has been a constant theme with identical deformed financial FCC formulas 
being applied. In fact, this pattern started in 2001, so the issues extend back for 2 
decades. 
 
2)  Corporate Operations Expense – and Seeing the Pattern of Harms 
 
Local Service in 2019 paid 61% of the Corporate Operations expense because it 
has been doing that since 2001. This is the percentage of expenses allocated for 
Corporate Operations expense for the last 5 years. Even when the total amount 
varies by a billion dollars, the percentage is set to reflect the year 2000. See a 
pattern? 
 

https://www.huffpost.com/entry/did-rate-increases-on-ver_b_8029032
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Corporate Operations expenses are a garbage pail which can include public 
relations and corporate advertising.  
 
As we uncovered, for whatever the reasons, (which are never mentioned), the 
Corporate Operations per year can change dramatically. While Local Service 
always paid the same percentage, the total varied by $1.2 billion. 
 
Over the last 5 years, Local Service paid a whopping $5 billion, over $1 billion 
annually, in Corporate Operations Expenses, regardless of what the revenues 
were. 
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3)  Construction & Maintenance 
 

 
 
Local Service also paid $1.2 billion in construction in 2019, which is the majority of 
this expense. This has been going on for decades, but it is all based on the “75%-
25% rule that is in place that put the majority of all construction into this one 
category. This rule has 75% of the network components being put into the 
‘intrastate’ wire utility local service financial bucket, while only 25% of these 
expenses are put into the ‘interstate’ side.  
 
4)  Secrets of “Backhaul” (Also Called “Special Access”, or “Business 

Data Services”) 
 
In the opening chart, Backhaul, had over $1.9 billion dollars, more than double the 
revenues of Local Service, and it shows a 55% profit margin, (while ironically, 
Local Service lost the same amount, $1.9 billion).  
 
This is a very important point because all of America’s communications prices 
have been jacked up by this profit of the critical infrastructure, the guts of the 
networks.  
 
The price of America’s wireless and broadband services are now 3–14 times more 
expensive than other countries worldwide. The Digital Divide, at its core, is created 
because low income families can’t afford broadband and wireless services, even if 
it is available. 
 
Historically, this service should have had profit margins of 11.25%, but this profit 
margin kept going up continually. Now, in 2019, we see that Verizon NY backhaul 
has a profit margin, EBITDA, of 55%, for a service that is using the existing utility 
networks  
 
The Art of Miss-Classifying 
 
One must realize that this has all been a shell game. What is also unknown to 
most is that besides the FCC’s accounting formulas that are manipulating the 
books, there has been an additional shell game of ‘classification’, where one wire 

https://medium.com/@kushnickbruce/redacted-verizon-report-hiding-why-americas-wireless-broadband-internet-services-cost-3-to-14-caf132a9e5fe
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that was for phone service and classified as ‘intrastate’ is suddenly reclassified as 
an ‘information service’ or ‘interstate’ service, and different regulations are applied, 
but also different accounting formulas.  
 
Making an ‘interstate’ service be highly profitable, while ‘intra-state’ Local Service 
has been artificially made highly unprofitable, has been underway for the last 
decade and this has helped to inflate the price of ALL telecommunications services 
in America.  
 
At the core— the price of backhaul to all wireless and broadband companies who 
rent these wires has been inflated, which means that the bottom-line profitability is 
set based on this inflated price; thus all services that relies on these wires, which 
includes wireless, have an inflated base controlled by just 3 companies— AT&T, 
Verizon and CenturyLink. 
 
Add to this the twist that Backhaul is subsidized by low-income families and rural 
customers via excess rate increases, this creates a circle, a wheel of harms, of 
which each of the spokes has their own digs. 
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PART II: Overcharged America: Solve the Digital Divide by Halting 
Billions in Cross-Subsidies 
 
We estimate that Verizon NY Local Service was overcharged an estimated $1.1-
$1.6 billion, in just 2019, in just New York (which includes NY City) and this 
includes overcharges created by the wireless cross-subsidies. (This is the low 
number.) Nationwide, this equates to Local Service being overcharged in America 
an estimated $16-$23 billion in just 2019.   
 

 
 
The Verizon NY 2019 Annual Report was published on June 8th, 2020. Verizon NY 
is NY State’s (which includes NY City) primary public telecommunications utility, 
just like other state-based utilities, such as water, gas or electric. 
 
This chart details the estimated overcharge of Verizon NY Local Service for just 
three specific expense areas; Construction & Maintenance, Corporate Operations 
expenses and Marketing, for just the year 2019.  
 
This is PART II. PART 1 went through some of the basic components of this state-
based telecom public utility, detailing how the accounting has been manipulated so 
that the majority of all expenses have been put into one category, Local Service.  
 
Putting this in Context 
 
Over the last decade, New Networks Institute and the IRREGULATORS uncovered 
a massive financial accounting shell game using the Verizon New York, state-
based telecommunications public utility financial reports. It took us years to 
understand the multiple layers that are in place. In 2014, our report “It’s All 
Interconnected”, published by Public Utility Law Project, became the foundation for 
an investigation of Verizon New York, led by the Connect NY Coalition that 
resulted in a settlement in July 2018. Estimated at $300-$500 million, our research 
helped to get 30,000 lines of fiber optics to unserved areas and the maintaining of 
the copper networks that were deteriorating in areas the were never properly 
upgraded. But, this still left billions in cross-subsidies.  

http://irregulators.org/wp-content/uploads/2020/06/Verizonny2019annualcomplete.pdf
http://irregulators.org/who-we-are/
http://newnetworks.com/wp-content/uploads/PublicNN3.pdf
http://teletruth.org/docs/ConnectNewYorkCoalition.pdf
https://medium.com/@kushnickbruce/score-verizon-ny-settlement-fiber-optics-to-underserved-areas-repair-of-the-state-utility-a7e468599017
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 On March 13th, 2020, our challenge of the FCC, IRREGULATORS v FCC, 
was a win for the American public. The DC Court of Appeals made it clear 
that the states are now independent to devise a new set of accounting 
requirements and not use the FCC’s formulas. 

 On June 8th, 2020, The Verizon NY 2019 Annual Report was published.  
 On June 8th, 2020, Verizon also filed a Motion with the NY Public Service 

Commission to hide, (they call it ‘redact’), basic financial and business data. 
 On June 30th, 2020, the IRREGULATORS filed comments to block Verizon 

NY’s Motion and are now calling for investigations. 
 
We summarized our filing and what was redacted and why it matters:  

 Why are the IRREGULATORS Calling for Investigations? Halting cross-
subsidies can supply the billions of dollars to close the Digital Divide  

 What Is Verizon Afraid of? REDACTED XXX Opens Pandora’s Box. What 
was 'redacted' -- and what we are asking for.  

5)  How Much Was Overcharged in Just New York, in Just 2019? 
 
In order to fully determine how much money is owed to customers and how much 
has been cross-subsidized and needs to be halted and redirected so it can be 
used to build out the fiber to the home networks and solve Digital Divide, here is 
the starting point, based on the Verizon NY 2019 Annual Report.  
 
IMPORTANT 
 
 First, the underlying revenue and expense numbers presented were not 

created by the IRREGULATORS by are directly from actual financial reports 
from Verizon that were given to the NY Public Service Commission.  

 Second, the numbers presented are NOT the total overcharging or the 
amount that could be recovered, but only recalculating the results of the 
Verizon NY Annual Report for 2019 and five years of annual reports.  

 Third, this overcharging only covers 3 expense areas: Marketing, 
Construction and Maintenance, and Corporate Operations expenses. This 
means that excessive cell phone bills, customer overcharging for local 
service via cross-subsidies or a collection of miscellaneous charges, like not 
fully paying property taxes, are still on the table to be exposed.  

 We apply the term “cross-subsidy” to mean that the wireline public telecom 
utility’s assets, infrastructure, construction budgets, etc. have been used by 
a different line of business without adequate payment or reimbursement. 
Moreover, these other lines of business or subsidiaries are not paying 
expenses that should have been allocated and paid for by these other 
entities. Worse, many of these items had a direct impact on customer rate 

http://irregulators.org/wp-content/uploads/2020/03/IRREGULATORSvFCCBIGWIN.pdf
http://irregulators.org/wp-content/uploads/2020/06/Verizonny2019annualcomplete.pdf
http://irregulators.org/wp-content/uploads/2020/07/VerizonFOIL.pdf
http://irregulators.org/wp-content/uploads/2020/07/REDACTFILINGIRREGULATORSfin.pdf
https://medium.com/@kushnickbruce/why-we-requested-an-investigation-of-the-verizon-ny-2019-financial-annual-report-10446afd1eef
https://medium.com/@kushnickbruce/what-is-verizon-afraid-of-redacted-xxx-opens-pandoras-box-92d0c1abff8d
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increases and pricing, as well as public policy decisions such as who got 
upgraded and who didn’t, and with what technology and at what cost. 

 IMPORTANT: Local Service is a line of business of Verizon NY; this is not 
direct overcharging of local phone customers, which is actually much higher. 
As we discussed elsewhere, local phone customers paid over $3,100.00 per 
line as of 2018 if they had the service since 2005. 

 
6)  If the expenses were reset to pay the actual expenses incurred, we 

estimate that Verizon NY 2019 Local Service was overcharged: 
 
SEE THE OPENING CHART:  We created a “low” and “medium” scenario. The 
“low” is based on historical models of expenses (or best guesstimates), while the 
“medium” is created based on the expenses being allocated using the % of the 
revenues (as was the case in 2001). The “paid” column represents the actual 
expense charged to that specific line of business. However, without full audits it is 
impossible to determine the full extent of the overcharging.  
 
 $1.1-$1.6 billion was overcharged to Local Service, in just 2019, using a 

limited number of factors. Again, we base the overcharging on Construction 
& Maintenance, Marketing and Corporate Operations expenses, only 

 “Marketing” was charged $205 million, 54%, to Local Service. We estimate 
that the expense for the “low” scenario should have been less than $20 
million, tops. When was the last time you saw an advertisement for basic 
copper phone service? 

 “Construction & Maintenance” paid $1.2 billion. Historically, Local 
Service, based mostly on the existing, aging copper networks, had 
expenses of $75-$125 million. We used the high range of $125 million for 
the ‘low’ scenario. This represents a potential of $1 billion in overcharging 
as the construction appears to have been diverted to wireless. 

 “Corporate Operations” was charged at 61%, over $½ billion dollars. We 
estimate that it should have been $200-300 million based on the historical 
record. In 2017, it paid $1.8 billion, which would be a $1.5 billion 
overcharge. 

 
7)  5 Year Analysis of Overcharging 
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 Local Service, over the last 5 years, was charged over $12.5 billion in 

Construction and Maintenance, Marketing and Corporate Operations 
expenses. 

 Using historical expenses, we estimate that it should have paid $1.7 billion; 
an overcharge of $10.8 billion. 

 If Local Service paid the percentage of expenses based on the percentage 
of revenues, than Local Service (at 21%) was overcharged $3.6 billion. 

 Local Service was charged almost $868 million dollars in just 5 years for 
MARKETING while the other lines of business, like FiOS video paid 15%. 

 Local Service paid the majority of construction and maintenance which was 
double what ‘Backhaul’ paid. 

 
Because of the FCC deformed accounting formulas, the pattern of cross-subsidy is 
evident and unchanged as the percentage that was applied year by year to each 
expense category for each line of business was unchanging. 
 

 
 
Wireless Overcharge: If, as the research suggests, that 80% of the construction 
budget was improperly used for wireless, then Wireless construction from Local 
Service was $5.3 billion. 
 

8) A Litany of Other Expenses and Overcharges 
 
 These inflated expenses created losses for Local Service which were used 

as an excuse for rate increases since 2006. 
 This lowered the tax payments as well as gave Verizon tax benefits. 
 Rate increases were also granted for “massive deployment of fiber optics”, 

which were later diverted to fund the wireless networks instead. 
 The other lines of business, like wireless, have been underpaying, and 

should be paying $750 million to $1 billion more, annually, for use of the 
networks as well as for the construction of their wireless networks. 

 Some charges, like charging Local Service $868 million for “Marketing” over 
the last 5 years, when there is virtually no marketing for local phone service, 
is one of many areas that should be investigated. 
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9)  Now Multiply This by America. 
 
The 2019 Annual Report Is Indicative of the Verizon New York’s Financials 
Over the Last 5 Years. The next chart proves beyond a shadow of a doubt that 
the 2019 Annual Report is a continuation of the previous reports. This is a 5-year 
breakout of the expenses by line of business, as well as the percentage paid by 
each line of business on the right. 
 

 
 
10) The 2019 Annual Report Should Match All of the Other States: The 

FCC Accounting Financial Anomalies Are Nationwide.  
 
We know that the last available data from the FCC for the other state utilities was 
from 2007, but we’ve obtained info on other states that shows that the FCC 
formulas are still in play; no state ever upturned these rules publicly and it appears 
the telcos never changed their accounting practices.  
 
This chart supplies a collection of AT&T, Verizon and CenturyLink’s state utilities’ 
Corporate Operations expenses, using the Backhaul (here called “Access”) and 
Local Service lines of business. (In 2007, the Nonregulated category was nominal 
in revenues and thus expenses.) As you can see from the chart, while there is a 
range for the Corporate Operations expenses, the overall average was—Local 
Service was charged 72% of the total, while Backhaul only paid 28%. 
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We use this set of data as an indicator of the state-based overcharging coming up. 
 
To create a model of nationwide overcharging, we used our New York analysis. 
More importantly, having tracked the state utilities for the last 2 decades, we know 
that New York historically represented 6–7% of the US wireline networks from time 
immemorial. We used 7% for this calculation. 
 

 
 
Since the accounting formulas were the same and we can find no evidence that 
the rules are not in use, even when the state commissions or companies or 
advocates don’t realize this has been happening, we estimate that: 
 
Nationwide: 
 Local Service category has paid $28 billion in these 3 expense areas. 
 Should have paid between $4.9 billion to $12.3 billion. 
 Overcharged $15.6 to $22.9 billion dollars in just 2019. 

Rough 5 Year Calculation: 
 Local Service category has paid $140 billion in these 3 expense areas 
 Should have paid between $24.5 billion to $61.5 billion 
 Overcharged $78 to $114.5 billion dollars from 2015-2019 
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If this is even partially happening, the amount of money to close the Digital Divide 
is there and has been for the last decade, but the regulators never stopped to 
examine the cross-subsidies, much less stopped them. 
  
11)  Overcharging by State Utilities Controlled by AT&T, Verizon & 

CenturyLink.  
 
We offer up the break out of various states utilities we have been covering for the 
last decade+. Using New York as the model as well as examining the expenses in 
each state for Construction, Corporate Operations and Marketing, we developed 
this chart. It does not cover most states nor would we consider it accurate until we 
had the actual state-based data and details.  
 

 
 
(For low and medium and paid definitions, see Verizon NY overcharging section) 
 AT&T California has a range of $1.7 billion going to $2.4 billion in just 2019 

for Local Service overcharging, and that comes to over $10.3 billion on 
average for 5 years. 

 CenturyLink Colorado has $356 million to $517 million going to $2.1 billion 
for the last 5 years.  

 
NOTE:) These overcharging calculations have many caveats, as it will require 
actual audits of the financial books in other states to determine the extent of the 
problem. But we have a set of 2 decades of financial reports from Verizon New 
York as well as our analysis. We also demonstrated that the other states matched 
NY using the last available FCC data, as well as FOIL requests and other state 
documents to realize this is a national problem. 
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