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CODA 2: 
Verizon’s FIOS FIASCO and SBC’s Dim-Lightspeed 

The Rise of the Crippled Networks: Enemies of Openness. The World is Laughing at Us. (This is the last section/excerpt from “$200 Billion Broadband Scandal” and references previous data.)
As we have just demonstrated over the last 300+ pages, by 2006, 86 million households should have been rewired with a fiber optic service, over 50 million by the year 2000. These services were to be capable of speeds of 45 Mbps in both directions that could handle 500+ channels of service, and cost around $40 bucks. This was supposed to be ubiquitous in urban, suburban and rural areas equally, as well as economically diverse areas. And these networks were completely open to all forms of competition.

We estimate that customers paid over $200 billion for these services in the form of higher phone rates and other tax perks — about $2000.00 per household.

Today, there are 0 households with these capabilities, even though state laws were changed to give these companies more money.


And now, over a decade later, SBC and Verizon have announced new plans to fiberize their customers’ homes. SBC calls their proposal Lightspeed and Verizon named their roll out FIOS. 

FIOS, Lightspeed and the Future

This chapter has been added to our tale because of the various issues surrounding Verizon’s FIOS and SBC’s Lightspeed in relationship to net neutrality, blocking VOIP, municipalities’ plans for wiring and wifiing their communities, the Bells’ current state and federal franchise requests, America’s ability to be technologically competitive, increasing the digital divide, and the wrong-headedness of current regulatory environment. Punchline: What we expect to happen next is not good. We will pick up these themes in Volume II.

In Korea or Japan today, 100 Mbps (bi-directional) services are standard and priced at less than America’s ADSL services, which is in the kilobyte range. And now SBC and Verizon are making claims to be rolling out new fiber networks, if only they are able to once again get new financial and regulatory concessions. 

Yet these networks are much slower and much more expensive than anything in Asia, aren’t open to competition, will only be rolled out sporadically at best, if at all, and it will be on their terms, even though customers paid for the development and implementation of high-speed fiber optic services over the last decade through excess phone rates.


More to the point, the Bell companies claim that they own the networks and that they can do what they want with them. According to Ed Whitacre of SBC:

"How do you think they're going to get to customers? Through a broadband pipe. Cable companies have them. We have them. Now what they would like to do is use my pipes free, but I ain't going to let them do that because we have spent this capital and we have to have a return on it. So there's going to have to be some mechanism for these people who use these pipes to pay for the portion they're using. Why should they be allowed to use my pipes?

"The Internet can't be free in that sense, because we and the cable companies have made an investment and for a Google or Yahoo!, or Vonage or anybody to expect to use these pipes [for] free is nuts!”

That’s right — No common carrier obligations and SBC will make the Internet a toll road or a closed road. Think of it this way — If Google offers an advertising-sponsored TV show or movie over my high-speed connection, why should Google or I pay the utility that supplies the broadband connection? Both Google and I are paying for the bandwidth use.

Verizon’s Ivan Seidenberg in January 2006 has echoed this same closed-door, fee based view.
 

“There's no such thing as a free lunch on the Internet,’ according to Verizon CEO Ivan Seidenberg, who said Thursday that providers of bandwidth-intensive Internet applications, including Google and Microsoft, should ‘share the cost’ of operating broadband networks.”

Our take —If history is our guide, Fiasco and Dim-speed are a mirage. They were designed to get the mergers of SBC-AT&T and Verizon-MCI through, block VOIP and keep all other competitors out. As of January 2006, the cable part of this story, IPTV, still hasn’t been rolled out by Verizon (it still doesn’t work), SBC’s Lightspeed still doesn’t exist except in trials, the costs to each household could be prohibitive, and in many cases, the companies are using extortion to get concessions — be nice to us or will skip your neighborhood.

Are SBC, Verizon or BellSouth’s plans what’s best for America? Are these companies going to make America a leader in broadband, fix the digital divide, etc? Fuhgeddaboudit. 

Net Neutrality is at stake: This is not simply about getting 100 Mbps services like other countries while the Bells are delivering 5-30 Mbps at best. It is about who should control the future infrastructure. Should the Bell companies be allowed to close competitors off of customer-funded networks? Should they be allowed to block competitive services, such as Google or Ebay? Should they be allowed to block a customer from sending large files, own a personal server, or even block other video services? 

And should they be allowed to dummy-down a fiber connection to control bandwidth? A fiber pipe can handle a gigabit of service. Let us remember that customers paid for a 45 Mbps service and that these networks were ALL open to all levels of competition and bi-directional, not asymmetrical.

Blocking Competitive Services like VOIP: The Bells have already been able to throw off the Internet Service Providers (ISP) and Competitive Local Exchange Companies (CLECs) by getting rid of line-sharing and no longer having to sell parts of their networks at wholesale rates (UNE-P), which put AT&T and MCI up for sale. The next step is to get rid of Voice Over the Internet Protocol (VOIP), by giving their own services higher-quality bandwidth, or forcing the customer who buys the broadband connection to purchase local and long distance services as well.

Municipality Workaround Fights: Municipalities throughout the US are now having to do workarounds because of the Bell companies’ failure to deliver. The Bells paint the picture that the communities are competitors that need to be stopped or they hire a non-profit think-tank to explain why Wifi is a bad idea or… The reality of missing fast networks is that communities who want to undo the harms from the failed deployments and deliver the services that their communities need have to work around the incumbent. 

FIOS and Lightspeed are certainly not going to fix that.

The New Fiber Divide — We acknowledge that having the ability to get a faster speed is a good thing compared to the inferior DSL services. And so, there will be communities that do and do not get wired. Who’s to decide this? Let us remember that the services, funded by customers, were supposed to be wired in rural, urban and suburban areas, in both rich and poor areas equally.

In short, here’s our analysis of the FIOS and Lightspeed plans — a decade late and the wrong plan for America. They are crippled networks, the enemies of openness. They are too slow to compete worldwide and help America gain its role in broadband. But most importantly — it’s not what customers paid for. 

Fiber Optic Broadband: Just to Refresh Those with Collective Amnesia.

As we proved, from 1993-1996, every phone company made promises state-by-state to rewire, fiberize America — about 50 million households by 2000, about 10 million by 1997. However, from 1996-2000, when the mergers of SBC-Southwestern Bell-Ameritech-Pac Bell and SNET occurred, at each juncture all fiber optic deployments were dropped once the ink was dry. Similarly, the Verizon-Bell Atlantic–NYNEX-GTE mergers were the death of all fiber optic services in every state they did controlled. 

26 states were harmed, their fiber optic deployments stopped, not including GTE’s 28-state footprint. And yet, there’s never been a serious investigation. 

As we contended, ALL of these announcements were false and misleading, which were used to change state laws. And the promises, we can now show, were more about getting the Telecommunications Act of 1996 passed and to allow the Bell companies to enter long distance than they were about delivering services. How do we know that? Well, Verizon and SBC. 

FIASCO and Dim-speed: Whom Do You Trust?

In 2004 Verizon decided to rewrite history. Compare these series of quotes from Exhibit 2 — two from Verizon in May 2004, and two from Bell Atlantic, 1993 and 1996. How is it that Verizon is having an historic first in 2004 wiring a community, when it was supposed to have 8.75 million fiber homes by 2000?

Verizon’s FIOS Announcement, May 19, 2004

· “Verizon, in Historic First, Begins Large-Scale Rollout of Advanced Fiber-Optic Technology with Keller, Texas, Deployment. Verizon has begun installing in Keller a new technology known as fiber to the premises (FTTP), which uses fiber optic cable and optical electronics to directly link homes and businesses to Verizon's network. The fiber optic connections will replace traditional copper-wire links.... Although the use of fiber optic technology is common throughout the telecom industry, Verizon is the first company to begin using it to directly connect homes and businesses to the network on a widespread scale." 

· "'FTTP is moving from field trials and the lab to the real world, and it's happening in Keller first,' Verizon Network Services Group President Paul Lacouture said at a news conference with city officials here today… In short, we are building a new network that will make us the broadband leader in the 21st century… Overall, Verizon plans to pass about 1 million homes in parts of nine states with this new technology by the end of the year."

The original fiber optic promises, Bell Atlantic, 1993-1996 

· Bell Atlantic 1993 Annual Report
 "First, we announced our intention to lead the country in the deployment of the information highway.… We will spend $11 billion over the next five years to rapidly build full-service networks capable of providing these services within the Bell Atlantic Region.… We expect Bell Atlantic's enhanced network will be ready to serve 8.75 million homes by the end of the year 2000. By the end of 1998, we plan to wire the top 20 markets.... These investments will help establish Bell Atlantic as a world leader...." 

· Bell Atlantic Press Release, July 1996 "The company plans to add digital video broadcast capabilities to this 'fiber-to-the-curb', switched broadband network by the third quarter of 1997… Bell Atlantic plans to begin its network upgrade in Philadelphia and southeastern Pennsylvania later this year… Ultimately, Bell Atlantic expects to serve most of the 12 million homes and small businesses across the mid-Atlantic region with switched broadband networks."

And now you believe Verizon about FIOS? 

And to complete the record at hand, here’s what SBC said about Lightspeed. It would offer “next-generation television, data and voice services” and be “available to 18 million households by the end of 2007”.

SBC, November 11, 2004

“SBC Communications Inc. (NYSE:SBC) today will provide operational and financial details on its plans to deploy fiber optics closer to customers and build an advanced, IP-based (Internet Protocol) network capable of delivering a rich array of integrated next-generation television, data and voice services substantially beyond what is available from today's telephone, cable or satellite TV providers.

“In a conference call today, the company will say network lab and field trials are under way, network construction is scheduled to begin in the first quarter of 2005 and SBC's new IP-based network is expected to be available to 18 million households by the end of 2007. The launch of IP-based TV services over the new network is planned for the fourth quarter of 2005.”
As we pointed out, the SBC-Ameritech-SNET-Pac Bell merged companies should have spent $33.6 billion and have 12.5 million households wired by 2000.

However, the real issue is — who’s paying for Lightspeed? According to SBC, whatever they build, the money is coming out of the budgets for local phone service. 

“SBC now expects that three-year deployment costs for Project Lightspeed will be approximately $4 billion, at the low end of its previously announced range of $4 billion to $6 billion. In addition, there will be customer-activation capital expenditures of approximately $1 billion spread over 2006 and 2007. Because a significant portion of capital expenditures for Project Lightspeed will replace and refocus ongoing spending for its current network, SBC expects incremental capital investment for this project to be relatively small.”

Oops. Deployment Statements: Trust These Statements at Your Own Risk. 

Here’s just a sample of “Oops”, the changes in schedules that Lightspeed has gone through since 2004 and the changes in stated expenditures. So far, IPTV was to be released late 2005, is next a “controlled entry”, and then a moveable feast to early 2007. Source: SBC.

·  3/11/04 — “IP TV launch expected, late 2005”

·  3/10/05 — “initial controlled market entry in late 2005 or early 2006”.

· 10/18/05 — “introducing services enabled by the IMS platform in late 2006 or early 

 

 2007.”

As of January 2006, SBC has rolled out a few homes in Texas.

“AT&T has quietly entered the TV market with the launch of its new Internet-based service in Texas….is offering the service to a limited number of customers in San Antonio, where the company is headquartered…. But in this initial release of the service, many of the features aren't available….” 

Capital Expenditures Are Chump Change

Meanwhile, expenditures went from $5.5 billion for 2005; announced in 2004, to $4 billion for 2005, even though the company has had significant profits every quarter in 2005.

· 11/11/04 — “2005 overall capital expenditures —$5 billion to $5.5 billion”
·  8/19/05 — “SBC’s $4 billion IPTV investment”
Do the Math: 

The most pathetic part of these statistics is what happens when you start trying to make sense of them. In the quote, SBC stated it will spend $4 billion over 3 years — about $1.3 billion a year. If you remember our analysis of the Bells’ overall expenditures, SBC’s construction expenditures are down over 60% when compared to the increases in revenues. However, an additional $1.3 billion is essentially chump change when you are talking about a company worth over $40+ billion in 2004. (This does not include Cingular’s revenues, SBC and BellSouth’s wireless venture, or the recent acquisition of AT&T.)

Simple math: 18 million households divided by $4 billion yields a sad fact — the actual expenditures are only $222 per-household, which is probably not even enough for the set top box in the house, much less the costs of rewiring homes and neighborhoods. 

Still believe Lightspeed is real?

After reading the last three hundred pages, anyone want to place bets on when they will exclaim: ‘Because of changes in the regulatory climate (or economic climate), we will be reexamining our video deployments.’
Why FIOS Is Ridiculous? Comparing the Pricing and Speed to the Rest of the World. 

America is 16th in the world in broadband because we don’t have the speed, and we’re being ripped off by the price. Let’s suspend the belief that these networks may never show up. One has only to look at what is being promised — the price and the speed, to know we will never be Number 1 in broadband and technology with the Bells’ current plans.
FIOS Pricing Vs Korea and Japan.
Here’s what FIOS is currently offering — no video and pricing from $35 to $199 for an asymmetric service of 5-30 Mbps, top speed in one direction. (Source: Verizon’s web site
)

Exhibit 67

Verizon FIOS Pricing, December 2005

Up to 5 Mbps/2 Mbps 
$34.95 - $39.95

Up to 15 Mbps/2 Mbps 
$44.95 - $49.95

Up to 30 Mbps/5 Mbps 
$179.95 - $199.95

Let’s compare how bad this pricing is with Korea’s offering. NOTE: 1014 Won = $1 dollar. 

(Source: Korea Telecom’s web site
)

Exhibit 68

Korean VDSL Pricing and Costs, December 2005

Apartment Ntopia 
34,200 won
100Mbps/100Mbps

VDSL
39,900 won
20Mbps/4Mbps


40,500 won
50Mbps/4Mbps

Avg.
38,200 won
57 Mbps/36 Mbps

If you live in an apartment that’s been rewired, you can get 100 Mbps in both directions for $34. It’s a bit higher for stand alone, with 50 Mbps down, 4 Mbps upstream for $40. 

Japan VDSL for House Residents

Here’s the pricing for various Japanese services, as of February 2005.
 We note that some of these services are not available in every section of town. However, imagine getting a 100 Mbps service for $40, which is about what most people pay for their ADSL over the old copper that can’t even reach megabit speeds. This data is attributed to a spreadsheet prepared by Dirk van der Woude.

Exhibit 69

Japan VDSL

(As of 2/05)
Service

Price
Speed

BIGLOBE NTT East B-Flets VDSL (East Japan)

 $52.77 
100Mbps/100Mbps

NIFTY NTT West B-Flets VDSL (West Japan)

 $48.56 
100Mbps/100Mbps

BB. Excite NTT East B-Flets VDSL

 $51.15 
100Mbps/100Mbps

USEN broad-gate 01 LAN type:

 $43.08 
100Mbps/100Mbps

NIFTY TEPCO VDSL type

 $38.59 
100Mbps/100Mbps 

NIFTY TEPCO E type

 $33.21 
100Mbps/100Mbps

KDDI Hikari Plus-Net DION (VDSL)

 $35.00 
100Mbps/ 35Mbps 

USEN broad-gate 01 VDSL type

 $25.47 
100Mbps/ 50Mbps

Average

$41.00
100 Mbps/35-100

We need to stress one thing — neither Korea nor Japan has any services below a megabit, at least not advertised on the various web pages. 

In comparing the cost per-megabit, the US is $6.63 as compared to $.34 to $.41 cents in Korea and Japan.

Exhibit 70

Comparing FIOS to Korea and Japan for Broadband Price and Speed


Price
Top Speed
Upstream
Cost per Meg

FIOS
$199.
30 Mbps
2-5 Mbps
$6.63

Korea
$38
100 Mbps
4-100 Mbps
$.34

Japan
$41
100 Mbps
35-100 Mbps
$.41

If you argue that some of these are government run, we argue that would be better than what we have today — a duopoly out of control with no constraints and no enforcement of contractual agreements. And if you argue that these are smaller geographic locations, then you seem to forget that each state had their own fiber deployment plans and there were 50 states, 50 plans. A state is smaller than these countries in terms of population. And remember that these costs were averaged over rural, urban and suburban distribution.

The Verizon 100 Megabit Challenge? Another Cruel Joke. 

More to the point, America doesn’t have 100 Mbps residential services being deployed by the Bell companies anywhere at these prices. Not in any city, etc.. It’s not that it can’t. Verizon told Barons in 2003 that it was getting ready for that speed.

"Verizon plans to start replacing its copper wires with fiber-optic lines that reach all the way to a customer's door — in the beginning of next year (2004)." 

"'I talk about it with my engineers as 'The 100 Megabit Challenge', says Greg Evans, the vice president in charge of Verizon's access technologies. 'It puts this almost infinite capacity out there'." 

Ironically, both Verizon and SBC in 2004 stated that they could offer the speed, but why would anyone need it?
 

"’I don't know why a customer would need 100-megabit speeds that transfer the Library of Congress in a second,’ says SBC Chief Executive Edward E. Whitacre Jr. No. 3 telecom BellSouth Corp. is implementing a similar strategy to serve about 1.3 million homes by next year.”

“Verizon claims it could hike that speed to a sizzling 100 mbps networkwide — 

though it won't try until new applications demand it."

IPTV Still Doesn’t Work.

Another fly in the ointment? As of December 2005, the IPTV service that should have passed a million homes by 2004 still didn’t work as advertised. 

“Verizon's Elby: IPTV Could Take Years”

Verizon Communications Inc.'s Stuart Elby, vice president of network architecture and enterprise technology … had strong words for the IPTV crowd, saying that technology is not yet ready for deployment on a mass scale and likely won't be until late 2006 or 2007.”

How Much to Build? 

One of the more startling issues is the actual cost of putting together a fiber optic network from scratch. According to The Street.com, it looks like it might cost $21,000 per-household, thus, never get built with any serious deployment.

“The company says it has about 12.4% penetration in markets where it has marketed the service for more than six months. Some analysts say that means about 100,000 Fios subscribers as of the end of September. Based on estimates and analysts' cost projections, Verizon will have spent $3.2 billion on Fios work over the past two years. And assuming the company has 150,000 subscribers by year-end, that would mean Verizon paid about $21,000 for each new customer.”

We should put the costs into perspective. Verizon and SBC told Business Week in 2004 that Verizon’s fiber deployments cost $800 per household in Keller Texas and SBC $300 dollars per household for their deployments. As we pointed out, the current expenditures for SBC indicate they’re spending $222 per household, which is below even the low number quoted in 2004.

"Verizon has opted for an ambitious and costly plan — building fiber directly to the home at an estimated cost of $800 per household. On its all-fiber network in Keller, Texas….”

"In contrast, SBC is taking the more cost-efficient option of extending fiber lines into neighborhoods — but not to individual homes. Cable operators take a similar approach, building fiber to neighborhoods and then connecting to homes using coaxial cable. SBC's strategy, which costs about $300 per household, uses a souped-up version of today's DSL technology to speed signals across copper wires in the final stretch, delivering data to the house at up to 25 mbps.”

A Closed Network: A Crippled Network

If FIOS is a slower service than most of the other broadband nations offer, is expensive to build, and it still can’t do IPTV, it is a questionable service at best. However, it is also crippled, closed to competitors, walled-in system.

Besides going through the list of what the service can’t do, it is also clear that Verizon wants to control and limit what a custom can do, especially from accessing any competitive service.

“Control, Type One”

“Control, Type One” is on the customer side. We found that FIOS requires its own hardware, is the sole Internet Provider, doesn’t allow a customer to host their own server (i.e., blocking file-sharing), can’t use it for high-volume purposes, can limit “the number and/or size of email messages that may be sent during a given time period, or the number of recipients of a particular email”, and Verizon has sole discretion. They can even limit your bandwidth for Usenet Newsgroups.
 (Source: Verizon’s web site, December 2005)

· “The consumer offers do not permit customers to host any type of server, personal or commercial.”

· “Can I use my DSL Modem, Router, or Cable Modem with my Verizon FiOS Internet Service? No. At this time you need to use the broadband routers provided by Verizon that have been approved to work specifically with Verizon FiOS Internet Service. 

·  “3.6.1 You may not resell the Broadband Service, use it for high volume purposes, or engage in similar activities that constitute resale (commercial or non-commercial), as determined solely by Verizon.”

· “Email Service. Use of Verizon email service is subject to Verizon's email and anti-spam policies, including limitations on the number and/or size of email messages that may be sent during a given time period, or the number of recipients of a particular email.

· “3.8 Verizon also reserves the right in our sole discretion, with or without notice to you, to modify or restrict the bandwidth available to download content from our Usenet Newsgroup services. “

And Verizon is the sole decision-maker and they can shut you down when they feel like it. 

“12.3.3 Termination and/or Suspension by Verizon. If, in the sole discretion of Verizon: (a) you are in breach of any of the terms of this Agreement (including but not limited to) all policies regarding abuse and acceptable use of the Service)….”

We do not argue for the need to block spam or to charge for usage if it is used for serious commercial purposes (though that could be argued). However, when you enter the world of file-sharing with video services, where a video can be 300 megabits or more, can Verizon simply say — enough? In fact, Internet expert Joe Plotkin,
 believes that this is one of the reasons Verizon has crippled the network to be asymmetric, so as to limit what you can do with the service.

“Control, Type II”, is the control the phone companies have over the competitors ability to supply you with services.


We will come back to this issue of control in a moment. 

Case Study: Examining Fiber Optic Promises and FIOS in New Jersey. 

 (NOTE: See the chapter on New Jersey for more details.)

Verizon, in New Jersey, is claiming that FIOS is the fulfillment of their obligations under the state law known as “Opportunity New Jersey”, even though it is a decade late.

We believe that FIOS is not only a decade late, but is a crippled product that does not fulfill various state obligations to deliver fiber optic broadband. We have already written about New Jersey’s failed deployments. Let’s summarize:

Exhibit 71

The Verizon ONJ Commitments vs FIOS


Promised to Customers
FIOS, 2006


First deployment of video 
1996 
A decade late, still doesn’t work.

Households
75% of the state
“0” — 45 Mbps services.

Speed, Bi-directional
45 Mbps
Up to 30 Mbps/5 Mbps

Price 
$40 bucks
$179.95 - $199.95

Video 
384 channels
NOT AVAILABLE YET



(180 video and music)

Layout
All Areas Equally
Wealthy Areas Mainly

Open or Closed?
Open To ALL Competition
Closed to ALL Competition

In 1993, a new state law, Opportunity New Jersey (ONJ), was put into place. The phone companies promised to rewire the entire state by 2010 with fiber optic 45 Mbps services in two-directions. 

Here’s the actual deployment schedule, which shows that starting in 1996, 45 Mbps services were supposed to be deployed, and completed 100% by 2010.

http://www.newnetworks.com/OpportunityNewJerseyFiber.htm

In other Verizon documents we learn that this was a phased roll out. By 1996, with the acceleration of the ONJ plan, 19% of the state should have had access to their 45 Mbps service, 52% in 2000, etc..
.

Exhibit 72

 Bell Atlantic, Opportunity NJ Broadband 

(Up to 45 Mbps & Higher)


1996
1997
1998
1999
2000
2010

w/o acceleration (est) 
1% 
1% 
3%
9% 



with acceleration (act) 
19% 
34% 
35%
42% 
52% 
100% 

To add insult to injury, in 2003, the company claimed that 68% of the state could get broadband digital service.
 

“As of the end of last year, broadband digital service capability was available to 68% of Verizon NJ’s lines.”

Today, there are 0% 45 Mbps services. Based on the data, Verizon, New Jersey has submitted false and misleading documents to show that it is compliance with the state commitments. 

Verizon promised to rewire the state if state laws were changed to give them more money. And it worked like a charm, as we documented. Customers paid for networks they never got. Verizon collected an estimated $2000 per household from customers for these services. State laws were changed in 1993 

The Fiber Fight in New Jersey and Verizon; Try Extortion First

Verizon first tried extortion and that worked. That’s right. Verizon “suspended” its fiber plans in the state in 2004 until the New Jersey Commission gave Verizon more money.

“Today's announcement comes about a year after the company suspended its fiber-to-the premises (FTTP) deployment plans for New Jersey because the regulatory environment in the state did not compare favorably with the other states competing for significant new investment. 

"In the past year, there have been signs that the overall investment climate in our state has been improving…Their willingness to listen and their encouragement have given us the confidence to proceed with building this communications network of the future."

The Franchise Fights: New Jersey. 

And in 2006 there is a new fight. In order to offer cable services, the phone company must get a franchise that gives them the rights to build. Municipalities can also make some demands on the company, such as making sure that everyone within the franchise area gets served at a reasonable price, or that programming is open for the municipality/customers to use.


Instead of dealing with each county and municipality, the phone companies are trying three things: a) get a franchise for the entire state, b) get a franchise overall for all states through Congress or c) limit what they have to give and take.


This is the short version, obviously. However, in New Jersey, Verizon wants to be able to get a state-wide-franchise and pick and choose which communities it wants to enter. 

Where Will We Build? This Ain’t Universal Service.
According to the Bell sponsored New Jersey bill, S2912, Verizon is only planning on guaranteeing 60 municipalities in 3 years (with numerous caveats.) There are 566 municipalities in New Jersey; Verizon controls 526 of them. Thus, if Verizon got its franchise in 2006, the best scenario would have only 15% completed of the municipalities in the state, not 100%.

“21. (New section) a. As part of any system-wide franchise issued by the board pursuant to P.L.1972, c.186 (C.48:5A-1 et seq.), a cable television company shall be required to: (1) begin providing cable television service on a commercial basis, within three years of issuance of the system‑wide franchise, in the sixty municipalities having the greatest population density in the cable television company's service area. Such population density determination and rankings shall be based on….”

They can also make cable television available in other municipalities within six years, but with various caveats that could let them off the hook for future deployments. And they only have to provide 2 channels for public municipality use.

“i. A commitment to provide to each municipality that is served by a cable television company, with two public, educational and governmental access channels.”

Let’s contrast this with the original Bell Atlantic, Dover deployment that was filed with the FCC as part of their video dialtone applications. . The company claimed they would be required to have 384 channels.

“This system is capable of transmitting up to 384 digital channels, where a "channel" is defined as one full-motion video transmission path, consisting of a 6 Mbps circuit over which video information is digitally encoded in an MPEG2 format.”
And under the Dover plan, which was also directly tied to the company’s state Opportunity New Jersey laws, only 60 of these 384 channels would be provided by Bell Atlantic — everything else was wide open as ‘common carrier’ services.

“Video dialtone is a common carrier transmission service, provided by local telephone companies, that enables end-users to gain access to video programming provided by multiple programmers”
FIOS doesn’t have 384 channels, and  it is not open, and therefore isn’t what customers paid for since 1993.

Control Type 2 Open to Competition vs Closed Networks.

Let’s reinforce this issue of open-to competition issue --- Control Type 2.  The New Jersey Opportunity Order clearly states that these networks were open to competition, just as the FCC video dialtone decision mandated. Even the NYNEX-Bell Atlantic merger conditions guaranteed that these new customer-funded networks would be open to competition.

And, as we previously discussed, in Opportunity New Jersey, the issue of keeping the networks open to competition was repeated page after page in the state commission decisions as well. “Unbundling” means to make competitive services available by selling necessary components of the network for the use by a competitor.

“Staff submits that the unbundling provision must apply to all competitive services and not just a for new filings to make a service competitive….”

“The Board “FINDS” that it is essential that this Board encourage optimal use of the public switched networks, and that therefore NJ Bell shall be required to unbundle all noncompetitive service into service arrangements… so that competitors may market such services.”

We make note of this because, as we will discuss, though Verizon is claiming that FIOS is the fulfillment of the Opportunity New Jersey plan, they will argue that it is allowed to be closed because of various FCC decisions over the last four years related to fiber optic deployments.


Our argument is simple: Customers funded the network under a state contract that required open networks. If FIOS is supposed to fulfill that agreement, does the FCC’s decision in 2004 cancel the billions of dollars spent by customers in the state from 1993-2004?

To summarize the New Jersey Opportunity Commitments to FIOS.

Promised in New Jersey:

1. Verizon-New Jersey promised 45 Mbps, bi-directional, 384 channels, totally open to competition, and rolled out in urban, suburban and rural areas, including economically diverse areas. 

2. Customers paid over $2000 for networks they have yet to receive.

3. There are no 45 Mbps service with 384 channels in 2006. 

4. By 2010, the entire state should be rewired, through incremental increases starting in 1996.

5. The Bells rolled out an inferior product, DSL, over the old copper wiring, which did not require new laws and financial perks.

6. According to Verizon, 68% of the lines were capable of 45 Mbps by 2003!

To Be Delivered?

1. FIOS is planning a service with top speed is 30 Mbps in one direction, and cost $199.00, not a consumer product.

2. It still can’t do the promised IPTV video, nor does it have 384 channels. 

3. It is a walled in network, no competitors invited. They can also control the service speed, the emailing, file-sharing, and other activities.

4. The company’s franchise proposal is only promising 60 communities in three years, 15% of the total to be completed.

5. It may cost $21,000 a home, thus it will never be rolled out fully.

6. Verizon, under the franchise agreement, will be allowed to essentially pick and choose the 85+% of the state that is not rewired. 

7. Korea, for example, has 100 Mbps speeds in 2 directions for $34.  FIOS can’t come close in speed and cost $199.00. It will not make America Number 1 in broadband, much less the state of New Jersey.

8. Based on history, there are 0 guarantees that anything will happen or that the building of fiber based networks will continue past the signing of the contract and some commitments. 
Let’s look at the plan to block everyone else from using FIOS and Lightspeed.

Blocking Everyone Else: The Last Four Years and Now Writing the Telecom Act — How

Stupid. 

For those of you who don’t follow telecommunications, there is currently a Bell-supported campaign to rewrite the Telecom Act of 1996. You would think it was broken. The truth is that the Telecom Act opened the networks to competition, including broadband competition. The FCC, under Michael Powell, simply erased any competitive opening.

And the parts you may not know is that FIOS and Lightspeed are considered “new builds” of fiber optic services, and after 4 years of terrible laws (2000-2004), the law of the land has been deflowered. It now says that these networks don’t have to be open to any competition!

What happened was that the regulators kept thinking that they worked for the phone companies instead of the public interest. And so, at every turn, the FCC was able to rewrite every competitive regulation for both local service and broadband, while giving the Bell companies every thing they wanted. 

· The FCC’s decision blocks Internet Service Providers from using the customers phone line for DSL, known as “line sharing”. 

· The FCC blocked competitors, including AT&T and MCI, from renting parts of the local phone networks (UNE-P). No wonder they were sold off.

· The FCC blocked ISPs from renting the cable networks.

· The FCC blocked anyone from using the new, upgraded, customer-funded fiber networks. 

However, the FCC allowed the Bell companies to merge, even though each merger was based on the Bell companies competing with each other — which didn't happened. The FCC allowed the Bell companies to enter long distance, even though it blocked the competitors from using these networks. Ironically, opening the networks to competition was the lever to allow the Bell companies into long distance services.

The outcome — The Telecom Act was killed by the regulator who was supposed to bring competition. And when the FCC made these announcements starting in 2000 under Michael Powell, he signed the death warrant to these companies. Who's going to invest in a market that is about to be reregulated out of business?

So, FIOS and Lightspeed are NOT open to competition, at least according to the current regulation.

Bad Bills Proposed in Congress. 

If the last four years of bad regulation wasn’t enough, the phone companies are now lobbying for passing new bills in Congress. Because this is a new session in Congress (January 2006), the various bills of 2005 could change or morph into newer, more problematic versions of the Bell-backed legislation. However, the Bells’ goals are to close down the rights of municipalities to offer competitive broadband, to allow the Bells to have nationwide (or statewide) cable franchises, and to give control to the Bell companies for any new services, while stopping anyone from using any upgraded networks. And while these bills will all couched in openness, competition, etc., they all will be nothing more than an attempt to close down whatever moves. As we have learned, the Devil’s in the details as well as in the enforcement (or lack thereof) of the laws.

Even Microsoft, the 800-pound gorilla, has concerns that they will be regulated out of the digital future. Here’s a piece of their recent congressional testimony.

“Today's hearing moves us from the big picture to the critically important details: how proposed legislation would promote or impede broadband deployment and the continued growth of Internet content and services in America. In short, how can legislative levers be used to promote continued investment in Internet content and services and enhance consumer benefit from these tremendous IP services and products. 

“I will elaborate further but I have two overarching observations: First, the definitions in the bill could extend regulation to Internet services that have never been regulated before. Lest this Congress run the risk of impeding innovation by regulating new services, we suggest that the definitions need to be revisited. Second, the policy of "net neutrality" - or the Connectivity Principles as Microsoft prefers to call them -- has served consumers, content providers, and network operators exceedingly well over the past decade. These principles provide the certainty necessary for Internet companies to invest billions of dollars in new and innovative services and products which have added value to the underlying network… This policy is one of the fundamental reasons why the Internet has become what it is today. It does not need to be fixed. It only needs to be maintained in the broadband world.”

The past and present proposed bills are sure to come up in 2006 as the Bells have more money than anyone else and thus can buy influence and attempt to block Microsoft, Google or Ebay from offering new services. Ebay has spent a few billion on Skype, a VOIP company, and Google is currently planning to Wifi San Francisco to start, as well as video services. These bills could close down or limit those services. 

Also, the Bell companies are lobbying to have new bills that give their own services preferential treatment. So, if you order a Skype, it might not sound as good as BellSouth’s own service. Cnet, in December 2005, wrote:

“A bill expected early next year in the U.S. House of Representatives, coupled with recent comments made by executives from BellSouth and the newly merged AT&T and SBC Communications, has raised the prospect of a two-tiered Internet in which some services--especially video--would be favored over others.

“No broadband provider has proposed to block certain Web sites. But they have said Yahoo, for instance, could pay a fee to have its search site load faster than Google. Other possibilities include restricting bandwidth-hogging file-swapping applications, or delivering their own video content faster than a similar service provided by rivals.”

And these fights continue in 2006 in almost every state. Franchise agreements fights, like the one coming up in New Jersey, will happen throughout the US,. Blocking municipalities who want to offer broadband is a battleground now in states like Louisiana and will continue throughout the US. For example, a bill that passed in Pennsylvania in 2005 only let Philadelphia escape. All of the other munis in the state have to ask permission. As Broadband Reports put it, "Mr. Verizon, may we build a Wi-Fi network?”

FIOS and Lightspeed can decide who they block, what speed you get, what web sites get better or worse service —you don’t decide, they do.

The Rise of the Crippled Networks: Enemies of Openness.

Conclusion — Do we really want to have companies who are only looking out for their own self interest to control America’s digital highways? Do we want to trust those who have mislead the public, who have failed to deliver on their previous promises, who are planning to create toll roads and block other services and who are rolling out inferior services as compared to the rest of the world dictate America’s digital future? 

With FIOS and Lightspeed, America will not be number 1 in broadband. And forget the idea that these companies will deliver anything that will be universal service based.

Is this really what’s best for America? 

Welcome to Volume II: We Were Number 1 in the World Wide Web and Now We’re 16th in Broadband. What Happened?
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