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PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND JOB 

TITLE. 

My name is Russell 6. Diamond and I am employed by GTE 

Consolidated Services Incorporated at 201 North Franklin Street, 

Tampa, Florida 33601. My job title is Business Analysis Manager- 

Florida Region. I am testifying here on behalf of Verizon Florida Inc. 

(Verizon). 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND WORK 

EXPERIENCE. 

I received a Bachelor’s degree in Accounting from Illinois State 

University in 1978 and I am a Certified Public Accountant (CPA). Upon 

graduation from college, I started my career with GTE (now Verizon) in 

Illinois as an internal auditor. I served in several positions there, 

including materials supervisor, payroll supervisor and labor rate 

manager. I transferred to Westfield, Indiana in 1986 to become Area 

Cost Control Manager. In 1994, I took a job at GTE Headquarters in 

Irving, Texas, as the Operations Integration Manager in the Business 

Analysis Department. I accepted my present position in November of 

1995. Currently, I am on a temporary, 6-month assignment as 

Customer Operations Manager in Verizon’s Winter Haven District. 

WHAT ARE YOUR RESPONSIBILITIES AS BUSINESS ANALYSIS 

MANAGER? 

My principal job responsibilities include development and review of the 
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expense and capital budget for the Florida region. I am also 

responsible for compiling Florida service results for internal and 

external reporting purposes. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN M I S  

PROCEEDING? 

I will respond in detail to the allegations of Public Counsel witness, R. 

Earl Poucher, concerning the budgetary process and preventive 

maintenance program of Verizon (formerly GTE Florida Incorporated). 

In particular, I will rebut Mr. Poucher’s contentions that the Company’s 

budget assumptions were unrealistic and that its preventive 

maintenance was lacking. 

MR. FERRELL DISCUSSED THE UNDULY NEGATIVE EFFECT OF 

EXCHANGE-SPECIFIC REPORTING ON SERVICE QUALITY 

RESULTS. HAVE YOU OBSERVED THIS EFFECT FIRSTHAND? 

Yes. For instance, Mr. Poucher lists a total of 569 service repair 

misses by Verizon from 1996 through 1999. (Poucher DT at 7.) This 

figure, taken out of context, may seem high until one understands the 

mechanics of how it is detemined. Verizon has 24 local exchanges. 

Several of these are relatively small areas, where the number of 

trouble reports is correspondingly small. In a number of instances, for 

example, Verizon may have met 11 out of 12 or 34 out of 36 

commitments. Despite the high percentage of commitments satisfied, 

Verizon still failed the standard in these cases because the number 
2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

needed to attain the 95% compliance standard is disproportionately 

high in a small exchange. In fact, in almost half of the cases of 

claimed violations, the percent achieved was over 90%. In most 

states, this would be considered good service. 

I believe Verizon’s installation results also demonstrate quality service, 

in that over 65% of the Company’s customers receive installation on 

the same day or the day after their service orders are placed. 

MR. POUCHER CLAIMS THAT LOCAL FLORIDA MANAGEMENT 

HAS LllTLE INPUT IN THE BUDGETING PROCESS. IS THAT 

TRUE? 

No. I am responsible for developing the budget for Florida. That 

budget includes costs for employees, overtime, contractors, materials. 

and other miscellaneous items. Local management works with my 

group to develop a bottoms-up, detailed plan for each year’s budget. 

Dispatched service order and repair activity is first forecast for the 

year. The team then develops productivity factors based on historical 

activity and consideration of changes that might enhance productivity. 

These productivity factors are applied to the forecasted dispatch 

activities to determine the hours needed for the year. Additional hours 

are then added for preventive maintenance, training, vacations, and 

the like. The hours are then multiplied by labor rates to get the total 

labor dollars. This figure is then reviewed with Headquarters. 

3 



1 Q. 

2 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 A. 

20 

21 

22 

23 

24 

25 

DOES THE COMPANY ALWAYS GET WHAT IT ASKS FOR IN 

TERMS OF BUDGET DOLLARS? 

No, and this is certainly not unusual at Verizon or, for that matter, most 

public and private firms. In Verizon’s case, corporate management 

reviews the region’s assumptions and past results with a critical eye 

toward assessing possible productivity improvements. As a result, 

Headquarters will often build in a budget challenge that the Company 

is expected to achieve through increased efficiencies. Indeed, it would 

be unusual not to expect a company to become increasingly more 

productive, especially one in the telecommunications industry. 

The important point for purposes of this case is that just because the 

Company is expected to operate efficiently, it does not mean that 

earnings are more important than service quality. As Mr. Ferrell 

discusses, it is essential for the Company to satisfy both cost control 

and service quality objectives. 

ARE THERE TIMES WHEN BOTH GOALS CANNOT BE MET? 

Yes. That sometimes happens, despite management’s best efforts. 

When it does, service quality objectives will take precedence. For 

instance, as Mr. Poucher acknowledges, Verizon has not held to its 

budget in times of floods and service emergencies. (Poucher DT 17.) 

Indeed, as Mr. Ferrell points out, Verizon exceeded its budget by $20.5 

million in 1998 and $7.9 million in 1999. 
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MR. POUCHER CONTENDS THAT VERIZON’S BUDGETING 

PROCESS FOR THE YEARS AT ISSUE DID NOT CONSIDER THE 

NEED TO PROVIDE SERVICE IN COMPLIANCE WITH PSC RULES. 

IS THAT TRUE? 

No. Mr. Poucher seems to believe that because there is no budget 

document listing any line item or adjustment for meeting the PSC’s 

installation and repair standards, the budget process disregarded the 

need to comply with those standards. This conclusion displays a 

fundamental misunderstanding of Verizon’s budgetary process. That 

process always assumes that the Company needs to meet PSC 

standards. That is why a bottoms-up, detailed analysis is done at the 

local level. 

THE THRUST OF OPC’S CASE IS THAT VERIZON CHOSE TO CUT 

SPENDING ON PREVENTIVE MAINTENANCE EVEN THOUGH IT 

KNEW IT COULD NOT MAKE PSC SERVICE OBJECTIVES IF IT 

DID SO. IS THIS TRUE? 

Certainly not, and none of the documents Mr. Poucher cites supports 

his theory. At the outset, it is important to point out a fundamental 

fallacy in Mr. Poucher‘s logic. He claims a direct correlation between 

expenditures for preventive maintenance and customer trouble reports. 

(Poucher DT at 12.) But his own testimony precludes any such 

simplistic conclusions. Mr. Poucher’s chart shows that Verizon spent 

$24.1 million to achieve a trouble report rate of 2.3 network troubles 

per 100 lines in 1990, before price cap regulation. In 1998, however, 
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Verizon had about the same trouble rate (2.2), even though it spent 

over $19 million less on preventive maintenance. Similarly, in 1997, 

Verizon spent $5.4 million to achieve a trouble report rate (1.9) that 

was about the same (2.0) as the rate achieved by spending $21.3 

million in 1991. This evidence proves that Verizon management is 

doing exactly what it is supposed to do under price caps in a 

competitive environment-achieve better productivity with more 

targeted funds, while meeting customer expectations. 

Q. MR. POUCHER’S CRITICISM OF VERIZON’S PREVENTIVE 

MAINTENANCE PROGRAM RESTS LARGELY ON HIS 

ALLEGATIONS THAT THE COMPANY’S LIGHTNING PROTECTION 

IS INADEQUATE. IS THIS CRITICISM JUSTIFIED? 

No. Mr. Poucher is constrained to admit that factors such as lightning 

are out of the Company’s control. (Poucher DT at 14.) Thus, in order 

to fabricate a case that even service misses due to extreme weather 

were willful, Mr. Poucher claims that Verizon did not undertake the 

employee training and funding necessary for proper bonding and 

grounding. This conclusion is wholly unfounded. Every Verizon repair 

and installation technician on the payroll receives bonding and 

grounding training. And contrary to Mr. Poucher‘s allegation, Verizon 

has not “admitt(ed1 that it has a bonding problem.” (Poucher DT at 14.) 

This contention is based on a Verizon study of cross-connect boxes 

that had high lightning reports. There were 361 such boxes, out Of a 

total of 6500 (or less than 6%). While Mr. Poucher is correct in stating 

A. 
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that, as of the date of the report in 1998, 57 of the 361 problematic 

cross-connect boxes had been repaired, this simple fact does not 

prove that there is any grounding problem the Company has refused to 

remedy. On the contrary, it proves that Verizon is actively searching 

for possible sources of service problems in order to fix them. Indeed, 

the Company has employed a crew to continuously correct grounding 

problems with cross-connect boxes. 

MR. POUCHER SAYS THAT VERIZON PUTS PROFITS AHEAD OF 

SERVICE OBLIGATIONS BECAUSE THE BUDGET ASSUMPTIONS 

ARE UNREALISTIC. IS THERE ANY EVIDENCE THAT THIS IS 

TRUE? 

No. Once again, the conclusion Mr. Poucher draws is not rooted in the 

evidence he offers. He states, for example, that Verizon projected that 

if it spent $7.8 million in 1999, it could eliminate 18,000 dispatches. 

The final 1999 budget, however, assumed a reduction of 32,000 

dispatches and set a spending level of $4.4 million. Mr. Poucher 

expresses doubt that either projection materialized. 

There are a couple of problems with Mr. Poucher's discussion. First, 

the projected and actual budget numbers he uses are not directly 

comparable. The 32,000 figure included dispatches of all types 

(including, for example, repeat reports, no access conditions. buried 

drops, etc.), while the 18,000 figure included only TAC focus 

dispatches. So Mr. Poucher's funding comparison is ill-founded. 
7 
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His doubts about Verizon’s success in reducing dispatches are 

unfounded, as well. What actually happened in 1999 was that the 

Company had a 73,000 reduction in trouble dispatches as compared to 

1998. Even accounting for the estimated net impact of El Nino and line 

growth, the preventive maintenance plan exceeded the projected 

reduction by about 5000 dispatches (575,000 estimated versus 

570,532 actual). (Ex. RBD-1.) Since Mr. Poucher’s facts are incorrect, 

his conclusion that Verizon lacks an effective preventive maintenance 

plan is also incorrect, as are his allegations that Verizon’s budgeting 

process is unrealistic. 

BUT WHAT ABOUT MR. POUCHER’S ALLEGATION THAT THE 

INSTALLATION AND REPAIR FORCES WERE NEVER ABLE TO 

MEET THE PRODUCTIVITY FORECAST FOR 1997 (POUCHER DT 

AT 16-1 7)? 

It is not unusual to find that actual results don’t always match 

projections. This is not the case just at Verizon, but at any company in 

any industry. The lack of perfect correlation between projected and 

actual results does not justify a conclusion that the budgetary process 

uses “inaccurate inputs.” It is obviously impossible at the outset to tell 

whether the assumptions used in any budget will prove to be perfectly 

accurate. Reasonableness of assumptions should not be judged by 

whether results matched perfectly with projections; the question, 

rather, is whether the Company had a rational basis for using particular 

inputs. 
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In this case, Verizon’s 1997 forecast for installation and repair hours 

used installation and repair factors that were, in fact, achieved during 

several months in 1995 and 1996. So the Company was justified in 

believing those objectives could be met again in the future. 

Verizon could have used productivity factors it knew for certain that it 

could meet. But a telecommunications company that doesn’t expect 

any productivity improvements from year to year will not survive for 

very long. As Mr. Ferrell explains, Verizon is acting exactly as a 

responsible carrier should. Expecting reasonable productivity gains 

from year to year is prudent and not tantamount to choosing budget 

over service, as Mr. Poucher erroneously concludes. (Poucher DT at 

17.) 

Q. MR. POUCHER CLAIMS THAT, FOR EACH YEAR FROM 1997 

THROUGH 1999, VERIZON’S BUDGETARY PROCESS WAS 

“CLEARLY MANAGED” TOWARD EARNINGS RATHER THAN 

SERVICE OBLIGATIONS. IS THIS TRUE? 

No, and Mr. Poucher‘s own testimony demonstrates it is not. He 

admits that, for the first half of 1997, forecasted and actual expenses 

tracked almost perfectly and Verizon generally provided “superior 

installation and repair service.” (Poucher DT at 17.) This fact shows 

that Verizon’s budget was reasonably drawn to permit achievement of 

service standards. 

A. 
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Mr. Poucher, however, claims that Verizon “held tight” to budgetary 

commitments in the last half of 1997 while allowing service to 

deteriorate. In this regard, he notes that the Company missed the 

repair standard 106 times during the six-month period. Based on this 

piece of information, he concludes that Verizon managed the budget 

toward earnings goals rather than service obligations. 

This conclusion, of course, ignores certain key facts. First, as I have 

already noted, the budget projections proved to be on target for the 

first half of 1997. Second, as Mr. Poucher points out, Verizon 

exceeded the budget by over half a million dollars because of bad 

weather toward the end of the year. Third, a substantial number of the 

repair and installation misses occurred in this same period of extreme 

weather. So there were good reasons for service standard failures 

during the last half of 1997. There is no justification for assuming that 

they were due to inadequate budget dollars, such that Verizon 

deliberately allowed service to deteriorate. 

Q. CAN YOU RESPOND TO MR. POUCHER’S ALLEGATION THAT 

VERIZON DELIBERATELY SET THE 1998 BUDGET AT A LEVEL 

INADEQUATE TO MEET PSC SERVICE STANDARDS? 

Yes. This claim is based on the simple fact that the 1998 budget was 

about the same level as the 1997 budget. (Poucher DT at 18.) Again, 

it was not unreasonable for the Company to expect some productivity 

gains from 1997 (when both standards and budget were largely met 

A. 
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during at least half the year). And, as I noted earlier, Verizon 

exceeded its 1998 budget, in any event. 

WHAT ABOUT MR. POUCHER’S CRITICISM OF THE 1999 

BUDGET? 

For 1999, Mr. Poucher cites a few purported problems, which I will 

address in turn here. The first is that Verizon’s targeted 1999 budget 

was below its 1997 budget. In this regard, Mr. Poucher points to a 

June 1999 e-mail from Richard Pelham, a general manager. Mr. 

Poucher characterizes that e-mail as indicating that “budget and force 

reductions reduced the company’s ability to meet the PSC service 

objectives.” (Poucher DT at 18-19.) 

I must first point out that Mr. Pelham’s e-mail does not reference PSC 

standards anywhere. Furthermore, we do carefully consider the 

operations departments’ risk analyses. In this case, the Company did 

not take the action described in Mr. Peiham’s e-mail; rather, some 

central office-related contractors were eliminated gradually as new 

employees were hired. 

Verizon does not deny that the productivity targets it sets for its 

managers are ambitious. In this marketplace, they have to be. 

However, as I noted earlier, the Company’s budget is set every year on 

the assumption that efficient management can meet the PSC 

standards within the resources allotted. As I said when I submitted the 
11 
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1999 Florida budget, management here had “put together a plan that 

balances very aggressive cost reductions with the need to maintain or 

improve service levels and meet minimum PSC standards.” (Poucher 

REP-1 5.) It is certainly not unusual for individuals within the Company 

to disagree as to what the budget should be in any given year. But this 

doesn’t mean that the Company deliberately established a budget it 

knew would be insufficient to meet PSC standards. 

MR. POUCHER’S ALSO FOCUSSES ON HEADCOUNT 

REDUCTIONS. WHAT IS YOUR RESPONSE? 

It is true that total headcount was reduced by 150 employees from 

1998 to 1999, through attrition, including significant numbers of 

retirements. But more than half of these reductions were in the 

Infrastructure Provisioning department, which is not responsible for 

day-to-day installation and repair activities. And, as the attached 

pages from Verizon’s 1999 hiring requisitions log show, a substantial 

staffing effort was well underway by July of 1999; in that month alone, 

80 new repair and installation technicians (designated “Cust Zone 

Tech I I ”  and “Cust Zone Tech 111”) were requisitioned. These new hires 

hit Verizon’s payroll in September of 1999, and staffing in these 

categories continued into 2000. (Ex. RBDP.) 

Moreover, in both 1998 and 1999, Florida significantly overran its 

expense budget for contractor utilization-by $9.6 million in 1998 and 

almost $3 million in 1999 (Ex. RBD-3.) This shows that while 
12 
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Company employee levels might have been down, contractors were 

used to address the needs of the business. 

MR. POUCHER ALSO TAKES ISSUE WITH VERIZON’S DECISION 

TO REDUCE CAPITAL SPENDING FROM 1998 TO 1999. 

(POUCHER DT AT 19-20.) WAS THIS DECISION JUSTIFIED? 

Yes. it is important to first point out that capital spending is not 

preventive maintenance dollars. Capital spending is, instead, based 

on projected net growth. In any event, the 1999 projected capital 

budget reductions were justifiable because growth in Florida had 

dropped substantially with increased competition. For instance, 

Verizon’s second line growth, which was largely driven by Internet use, 

had stalled. This is because customers migrated many of these 

service requests to alternative local exchange carriers and cable 

companies. 

Nevertheless, when it became clear that actual results would be out of 

line with projections, Headquarters increased Verizon’s 1999 capital 

spending budget by $14.6 million, as Mr. Poucher acknowledges. 

(Poucher DT at 19.) 

In sum, as Mr. Appel testifies, there was never any corporate intent to 

disadvantage the Florida Company through capital spending 

reductions. 

13 
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PLEASE SUMMARIZE YOUR TESTIMONY. 

My job is to balance both cost and quality objectives--a difficult task 

that I take very seriously. If Verizon is to succeed in the marketplace, 

we need to make continuous efforts to gain efficiencies while 

maintaining the service quality that motivates customers to remain with 

Verizon. This balance is not always perfect. But there is no evidence 

that the Florida region willfully pursues budget objectives at the 

expense of service levels. 

DOES THAT CONCLUDE YOUR TESTIMONY? 

Yes. 
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Florida Contractor Expense Dollars 98 '98 
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