COMMONWEALTH OF MASSACHUSETTS

DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

Investigation by the Department of Telecommunications
and Energy on its own Mation into the Appropriate
Pricing, based upon Total Element Long-Run Incremental
Costs, for Unbundled Network Elements and
Combinations of Unbundled Network Elements, and the
Appropriate Avoided Cost Discount for Verizon New
England, Inc. d/b/aVerizon Massachusetts Resale
Services in the Commonwealth of Massachusetts

D.T.E. 01-20

Part A (UNE Rates)

AT&T'SINITIAL POST-HEARING BRIEF

REDACTED - PUBLIC VERSION

Jeffrey F. Jones
Kenneth W. Salinger
Laurie Gill

Jay E. Gruber

Kevin Prendergast

John Bennett

Katie Davenport
PALMER & DODGE LLP
111 Huntington Avenue
Boston, MA 02199-7613
(617) 239-0100

Mary E. Burgess
AT&T Communications of New England, Inc.
111 Washington Avenue
Albany, NY 12210-0000
(518) 463-3148
March 5, 2002



Table of Contents

Page
Glossary of Acronyms and ShOrt FOIMS. ..o XV
Acronyms for Key Words and PhraSeS.........cccecceieeiecie ettt XV
Short Names for Key Cases and Regulatory DECISIONS.........coevereeeeieenienieniesieseesiesieenens XVi
L. INTRODUGCTION. ..eueeueeseeseeessessessessessesseesssssesssssessessessessesseensessessessessessessessessesssensessessessessenses 1
A. The Department’s Task isto Set TELRIC-Compliant Rates that Permit
UNE-Based Competition, Not to Pick and Choose Among Models. ...........ccceee... 1
B. UNE Rates Should Not be Biased Upward In the Belief that Doing So
Would Promote Facilities Based COMPELItION. .......ccccveevieriieeiiecieesee e 3
C. UNE Rates Must be Set In Accord with the FCC's TELRIC Methodology. .......... 4
1. Under TELRIC, We Must Ignore Embedded Costs and Instead Set
UNE Rates that are Forward-Looking and Reflect the Least-Cost,
Most Efficient Way of Providing the Element in the Long-Run. ................ 5
2. A TELRIC Model Must Estimate the Forward-L ooking Cost for
the Entire Element, and Then Derive Per Unit COSES. .......cccoevenenerencnnns 7
D. Any Doubts Must be Resolved In Favor of Lower UNE Rates, Especially
Given Verizon's Burden of Proof, the Period of Time These Rates Are
Likely to Be In Effect, and that Telecommunications is a Declining Cost
0 S 1 PSPPSRI 8
1. GENERAL INPUTS: AT&T'S RECOMMENDATIONSASTO COST OF CAPITAL,
DEPRECIATION LIVES, AND OTHER GENERAL INPUTS OR ADJUSTMENTS ARE
REASONABLE, BUT THOSE OF VERIZON ARENOT. ...ccuiiicicieiie ettt sne s 11
A. WACC: Verizon's Cost of Capital Estimate Is Based on a Deeply Flawed
Anaysis and Greatly Exceeds the Cost of Capital Adopted by Every Other
State in the VENiZON TEIMITONY. ..o 11
1. Other VerizonEast States Have Adopted aWACC Close To or
Lower Than the Result Supported by Mr. Hirshleifer, and Dr.
Vander Weide Concedes There is No Massachusetts- Specific
Evidence to Support a Higher WACC Here. .....coooveceveevececeece e 13
2. Verizon Significantly Overstated its Cost of EQUItY..........cccoceverercriennnne 15



|

1O

Page
a Vander Weide's Single-Stage DCF Model Unreasonably
Assumes That Verizon's Growth Will Outpace the Growth
Rate of the Entire U.S. Economy FOrever. ..........ccccovvevencnennenn 16

b. Dr. Vander Weide Unreasonably Assumes That Verizon's
Wholesale UNE Business Faces the Same Risks as the
Standard & Poor’ S INAUSLHAIS. .....ccvvveeeeeieee e 18

3. Thereis Little Disagreement Regarding Verizon’s Cost of Debt. ............. 23

4, Although Capital Structure Has Minimal Impact on Verizon's
Overal WACC, the Mgjority of States Considering the Issue Have
Rejected Verizon's Proposed Capital Structure...........occoveeeeieeneeienienne 24

Depreciation: The Department Should Adopt the FCC’ s Forward-L ooking
Prescribed Lives, and Reject the Unreasonably Short Lives Used by
VA= (170 SRR 25

1 The Overwhelming Mgjority of States Considering This Issue
Have Regjected Verizon's Proposals and Adopted the FCC's

Forward-L ooking, State-Specific Depreciation LIiVES. .......c.ccccevveivernenne 25
2. Verizon's Criticisms of Mr. Lee’'s Recommendations Are Invalid

ANd Should be REECEEd. .......cc.everierieeeee e 27
a The FCC'slives are not outdated and are still appropriate

for useiN A TELRIC StUAY. ....ocevevieeeeeceee e 27
b. The FCC's lives are forward- looking and appropriate for

USRIN A TELRIC SUAY. ....ooiiiieieeeeee e 29
C. Verizon has submitted no credible evidence that

technological innovations and competition will decrease the

useful lives of Verizon' s plant. ........cccooeeveieenenieneeneee e 30
d. AT& T sremaining lives are not relevant to a determination

of Verizon's appropriate projection liVes..........cccccvveevvevecceesveennn. 32

3. Because The FCC Lives Are Appropriate For Use In A TELRIC
Study, Verizon's Lives, Which Are Far Shorter, Are Not
F N o]0 o (= (S 32

ACEFs: Verizon's Other Annua Cost Factors of General Application
ATE EXCESSIVE. ...ttt sttt bbbttt b et e benae s 33

1 Productivity Adjustments and Inflation: Verizon Has Failed to
Account Properly for Ongoing, Annua Productivity Gains...................... 34




Page

2. Merger Savings: Verizon Inappropriately Has Ignored the

Substantial Savings Resulting from the Bell Atlantic/GTE Merger. ......... 36
3. FLC: The So-Caled Forward Looking To Current Adjustment Is

Inconsistent with FCC Precedent, and Is an Improper Attempt to

Recoup Embedded COSES. .....c.occvviierrce e 39
4. Network ACF: Verizon Overstates Its Repair and Maintenance

EXPEINSES. ...ttt e 42
5. Retail Cost Adjustments: Verizon Improperly Includes Substantial

Retail Expenses In Factors Used to Justify High UNE Rates.................... 44

a The Eighth Circuit’s Decision Regarding the Resale
Discount Has No Bearing on Wholesale UNE Costs. ................... 46

b. Verizon's ACFs Should be Revised to Exclude At Least the
Share of Expenses Found to be Retail- Related in the
Consolidated Arbitrations Proceeding. ..........ccceeveeeeriverieieesiennns 47

C. Verizon's Wholesale Marketing ACF Should Reflect All of
These Changes, Including Treating 100 Percent of Historic
Advertising Expenses as Retail Related. ...........ccccceevvvceeivciennene, 49

SWITCHING: THE DEPARTMENT SHOULD REJECT VERIZON'S EXCESSIVE SWITCHING
RATESAND INSTEAD ADOPT TELRIC-COMPLIANT RATESWELL BELOW THE
LEVEL RECALCULATED BY MS. PITTS, SHOULD REJECT VERIZON'S PROPOSED DUF
CHARGESAS IT HAS BEFORE, AND SHOULD SET RECIPROCAL COMPENSATION

TERMINATION CHARGES EQUAL TO OTHER SWITCHING RATES.......ccccviirieieiesesee e 52
A. Introduction to Switching Rates: Verizon's Proposed Switching Rates Are
Much Too High, and Not Supported by the Evidence. .........c.cccevvvveeeveeiecciecieenee. 52

B. Switch Material Prices Are Essential Inputs and Must Reflect Forward
LOOKING ECONOMIC COSES. ......cveeiiiitiriesiesieseeee e 58

1. Ms. Pitts' Switch Material Price Inputs Based on Verizon's
Switching Contracts Are Vaidated by Verizon’s Own
Assumptions Regarding the Price for Nortel Switches, Which
Verizon Asserts Will Be Half the Price of Lucent Equipment. ................. 58

2. But the Nortel Contract Prices that Validate Ms. Pitts' Restatement

Arein Fact Much Too High, As Shown By New Information
Regarding What Verizon Actually Pays for Switching. .........ccccoeevveveennen. 62



1O

a Data Kept Hidden By VerizonMA Until Late in the
Hearings Shows That Verizon Can Buy New Switches
Through Competitive Bids At Prices Substantially Below

Page

the Nortel Contract PriCe. ..o 62
b. Verizon Tried to Hide This Information Regarding What It
Actually Paysfor Switching, and Almost Succeeded.................... 66
3. This Newly Discovered Information Regarding Verizon's Actual
Prices for Switch Purchases Must Inform Estimates of Forward-
Looking SWitChing COSES. .........cceiiiiririeeeee e 68
a TELRIC Requires the Use of New Switch Pricing to
EStimate UNE COSES. ....cvoveeieieieeierieeie e snee e 68
b. Verizon's Proposed Growth-Only Discount Is Improper,
and Has Been Rejected by the FCC..........ooooieiiiie e 71
4. Should the Department Opt Not to Adopt a 100% New Switch
Discount, The Ratio of New to Growth Discounts in Any “Mix”
Should Heavily Favor New Switch DiSCOUNLS..........cccceeeeveeieeceeseeciecnenn 73
a Any Melding of New and Growth Pricing Should Reflect
No Less than 90% New Switch Pricing, and No More than
10% Growth PartS PriCing. .......ccccoceeerenirenineeeeeeseese s 73
b. A 90:10 Melding of the Rates Claimed by Verizon Yields
Switch Material Prices Per Line That Are Far Below Those
Used in the Pitts Restatement, and Even Further Below
Those Assumed in New York Based on Much Older Data. .......... 76
Other Switching Inputs or Assumptions Used by Verizon Also Improperly
Inflate Cost Estimates Above TELRIC LEVEIS. ......cccovveiiienieeeeee e 78
1. Verizon's EF& I Factor for Switching Should Be Reduced to 25%. ......... 79
2. Trunk Ports: By Assuming Underutilization of Common Trunks,
Verizon Improperly Inflates the Cost of Common Trunk Ports for
both End Office and Tandem SWitChing.........ccecvveeveicevecresee e 82
3. IDLC: The TELRIC Network Should Be Designed So That All
Fiber Fed Loops Are Served on IDLC with GR-303..........ccccoeevevveiieenene 85
4. NonTraffic Sensitive Costs Must Not Be Assigned To Traffic
Sensitive Rate ElemMEeNntS.........cooiiiiiieieeeeee e 86
a “Getting Started” Costs Are Not Traffic-Sensitive.........cccceeeeeee. 86

-iv-



|©

|

|

Page
b. Other Port-Related Costs Must Also Be Assigned to Fixed
Monthly POrt Charges. ........cooeeirienieieee e 88

RTU Fees Must Be Forward-Looking, and Should be Recovered
through Monthly Port Rates, on a Non Traffic Sensitive Basis. ............... 88

a Verizon's Proposed RTU Fees Are Improperly Based on a
One-Time $200 Million Spike in RTU Expenditures for

b. RTU Fees, Like “Getting Started” Costs, Should Be
Recovered Via Port Rates and Not ViaMOU Rates. .................... 90

Feature Port Additive Charges Should Not Be Levied On Top of
Switch Usage and Port Prices, Since Verizon Has Not Met Its
Burden of Proving the Nature or Magnitude of The Claimed Costs. ........ 91

The Call Completion Ratio Used to Compute the Non

Conversation Time Factor Should Be Increased to Reflect Growing

Use of Call Answering Technology, and Verizon Must Revise its

Tariff to Comport With Use of This Factor in Its Cost Studly. .................. 93

a Verizon's Call Completion Ratio Is Artificialy Low..................... 93

b. Tariff No. 17 Must Be Revised to Prevent Double-
Counting of Nor-Conversation TIMe. .......ccceveeveneeneerieseeseenens 9

Verizon's BH/AHD Conversion Factor Must Reflect the Usage of
a Switch Over All Days, Not Just BUSINESS Days..........cceoveeereenereniereene 9

a Traffic Data from 1997 Cannot Be Relied Upon To Support
the BH/AHD R&ELO. ......c.cocieeieececeece et 96

b. The BH/AHD Conversion Factor Should Spread Switching
Costs Over 365 Days, Or at the Least, 308 Days........ccccceveereennnne 95

DUEF Charges: Verizon Should Not be Allowed to Assess Extra Charges
for Providing Billing Information in Daily Usage FIl€sS. .......ccoovveevivecevecnieenne 96

1.

The Proposed DUF Charge Double Counts Costs Already
Recovered Through Verizon’s Common Overhead and Other
SUPPOIT ACES. ...ttt sne e 98

Even If Verizon Had Not Double Counted its DUF Related Costs,
Its Proposed Charges Should Still be Eliminated or Greatly



Verizon's Proposed Record Transmission Costs are
UNreasonable. ........ccooeiiiieneeee s 101

(1)  Verizon overstates its data transmission costs by
using 1997 costs of computer processing capacity. ......... 101

2 Verizon provides no support whatsoever for its
assumptions regarding the required extent of CPU
processing time or number of “maintenance” hours........ 104

Verizon's Proposed Record Processing Costs are
UNreasonable. ........ccoeeiieieneseseee e 104

E. Reciprocal Compensation Rates for Terminating a Call Should Equal and

Switch UNE Rates for Doing the Same Thing. .......cccceceveveececce e 106

OUTSIDE PLANT: THE DEPARTMENT SHOULD REJECT THE EXCESSIVE RATES

PROPOSED BY V ERIZON FOR L OOPS, HARC, DSL-CAPABLE LOOPS, AND |IOF, AND

SHOULD INSTEAD ADOPT THE RECOMMENDATIONS MADE BELOW........cocvveiieciecieecienen, 108
A. Loop Rates Should be Lowered Substantially. .........ccceeeveevencenienesie e 108
1 Introduction to Loop Rates: Verizon's Model, When Run with

(™

Corrected Inputs, and HAI 5.2a-MA Both Show that the Statewide

Average 2-Wire Analog Loop Rate Should Be Just Over $7.00. ............ 108
L oop Inputs and Assumptions Must be Based on an Efficient,

Least Cost, Forward-Looking Network Design. ........cccccveeerveienneesiennns 113
a IDLCvs. UDLC: TELRIC Requiresthat Costs be Modeled

on the Forward-Looking Assumption that IDLC Interfaces

Will be Used to Provision Fiber Fed LOOPS........ccoceeveeieeneenieenne. 114
1) It is undisputed that IDLC is much more efficient
thaNUDLC. ..o 115
2 There is no reason to assume use of inefficient
UDLC technology on fiber fed 100psS.........cccoevererierienne. 117
@ IDLC unbundling is technically feasible. ............ 119

(b) Verizon cannot define away IDLC asthe
most efficient network design in a forward-
looking network under TELRIC. ........ccoeneeenee. 120

(© ILEC delaysin offering unbundled IDLC
are NOt relevant. ........ccooeeveeeeneereee e 122

-Vi-



=

Page

3 UNE Platform Costs Should be Based on 100%
IDLC. oottt nne s 125
Fill Factors: UNE Loop Rates Should be Based on
Reasonable Utilization Factors and Demand Forecasts. .............. 126
1) Introduction: The low fill factors proposed by
Verizon are out of line with those adopted by the
FCC and other States. .........ccoceviveveninireeeeee e 126
(2 Effective Utilization vs. Cable Sizing Factor: While
AT&T and Verizon's models approach network
utilization differently, for decision making purposes
the Dpartment should focus on “effectivefill.” ............... 128
3 Verizon's proposed distribution fill factor is derived
from inaccurate assumptions and adjustments................. 130
€) A modeling assumption of 2 pairs per living
unit does not comply with TELRIC
FEQUITEMENES. ...t 131
(b) A reduction in distribution fill to serve
vacant parcelsisillogical and unsupported.......... 132
(© Verizon's 10% adjustment for competitive
loss is completely unsupported and
UNNECESSANY. «vvveeivreeeireessreessseessseesssseesssseessnseess 134
(d) An appropriate effective fill for distribution
CaDIC IS B4.1%0.c..cceeeeeeeeeee e 135
4 Verizon's proposed feeder fill factors are too low. .......... 135
@ AT&T's proposed copper feeder fill factor
will avoid stranded investment. ..........cccccceveeenee. 136
(b) A fiber fill factor of 100% is appropriate
given fiber’s inherent redundancy and
expandability. .......ccoeoeveeiine e 137
) The remote terminal electronicsfill should be set at
90 PEICENL. ...oee it 138
(6) Verizon's application of aduct utilization factor to
its level of conduit investment iS iMpProper. ..........ccoe.e.... 138
(7)  Growth in demand must be accounted for in

determining per unit COSES. ......ccccveveevieeiie e 139

- Vi -



|0

Page

Geographic Density Zones: The Department Should

Reconsolidate the Metropolitan and Urban Zones....................... 140

Outside Plant Models: Though the Inputs Matter More than the

Modéls, the Evidence Shows that Verizon's LCAM Model is Not
TELRIC-Complaint and Has Not Been Validated, in Marked
Contrast to the Robust HAI 5.2a-MA MOAE. .....oooveiviieeeeeeeeeeeee 141

a

Verizon's LCAM Mode Has Methodological Weaknesses

Beyond the Improper Inputs Discussed in Section Il and
SECLHONTV A2 ottt 142

@

2

3

(4)

)

Verizon has used a * capacity-costing” approach,

and ignored TELRIC' s requirement that one start by
modeling the incremental cost of serving the entire

demand for each dement. ..o 143

Verizon's assumed average feeder lengths are based
entirely on its embedded network and current FDI
[OCALIONS. ...t 144

Verizon arbitrarily assumed that the average
distribution cable length should equal one-half of
the longest known distribution cables.............ccccceevennee. 145

Verizon set arbitrary fiber/copper break points by

looking solely at historic data, with no economic

analysis of the most efficient forward-looking

JESIgN. i 145

Verizon's EF& | factors for outside plant el ectronics
are UNSUPPOITE. ....veeee et 146

The HAl Model can be Relied Upon to Produce TELRIC
Compliant LOOP RELES. ........ccoueieerieeiinienee e 147

(1

@2

(©)]

Development: The HAI model has benefited from
scrutiny by other state commissions and the FCC........... 148

Geocoding: The HAI 5.2a-MA model relies upon
modern and sophisticated methods to determine
precise Customer 10CatioNS. ........ccovevveeeeseesieeeeseeseeeeens 150

Clustering: The HAI model’s method of customer

clustering facilitates the efficient engineering of
SEIVINGAIEBS. ...oveereeeeesieeteeeesteesee s e saeesesseesseeaesseesseennens 153

- Viii -



|

|0

(4) Feeder Mix: The HAI model selects an economic

Page

mix of copper and fiber feeder cable. ... 155
C. Verizon's Attacks on the HAI 5.2a-MA Modd are
NOE Credible. ..o s 155
@ Mr. Dippon was not credible............ccooeveeienienciiniene 156
2 Dr. Tardiff was not credible. ..........ccocoveeieieneniniicnee, 160
3 Mr. Gansert was not credible. ..........ccooeveeiecceneciec, 162
OSS Charges: The Department Should Reject Verizon's Proposed Per
Line Surcharge for OSS Related COSES. ......ccveveiirierienieriesieseseee e 163
1. The Proposed OSS Surcharge Should be Disallowed, asit Would
Double Count Computer-Related Costs Already Covered by
VEIZON S ACES ... ittt st 164
2. Even If Verizon Had Not Double Counted its DUF Related Costs,
Its Proposed Charges Should Still be Greatly Reduced. ..o 165
a Verizon Should Not be Permitted to Set OSS Charges for
the Next Five Y ears Based on 1999 Hardware Costs. ................. 165
b. Any OSS Access Costs for which Verizon Is Permitted to
Charge Should be Assessed in a Competitively Neutral
Manner, by Calculating a Per Line Charge Based on the
Total Number of Verizon ACCESSLINES.......ccoeveeivnenincseneins 166
HARC: Verizon's Proposed Charges For House And Riser Cable
Are Unreasonable. ........cc.ooiiiieiiiie et e 169
1. Background: How House and Riser CableisUsed. .......ccccevevincrinnnnne 170
2. Verizon's Inflates HARC Charges With Unreasonable
Assumptions as to Terminal Blocks and the Average Length of
Horizontal Cable. .......cooieiiiiiise e 171
a Verizon's Assumptions Used To Estimate Termina Block
Costs Are Unreasonabl . ..........coceveriineeninie e 171
(@) Verizon assumes an unnecessary 20-foot length of
50 pair cable (stub), which adds an unnecessary
splice point to join a 50-pair cable to a 300-pair
CADIE .. e 172

-ix-



Page
2 Verizon assumes labor productivity which is atiny
fraction of the labor productivity found appropriate
by the FCC and determined by Mr. Donovan to be
appropriate in his own experience. .......cccccevveveveereenne 172

3 Verizon assumes a house and riser cable fill factor
of 40% based only on the undemonstrated
assumption that the house and riser fill factor should

be the same as the distribution plant fill factor. ............... 174
b. Verizon's Assumption That Average Horizontal Cable
Length Is 150 Feet Is UnSupported. .........ccccvveeveeceeseesieseeseeenen, 175
C. Correcting the Assumptions for Termina Blocks and Cable
Length Produces a More Reasonable Cost Estimate. .................. 175
3. Verizon's Proposed Charge For An Intermediate Termina Block Is
Prohibited By Department Order. .........ccccveveeveeieeieeseee e eie e 177
D. DSL: Verizon Has Failed to Propose Important DSL Charges, and the
Charges It Has Proposed Are INflated. ..........cooeeeieeiicie e 178
1. Given Verizon's Failure to Propose Any Recurring Charges for

Fiber Fed DSL Loops, the Department Should Approve AT&T's

Proposed Recurring Charge. ........cccceeveeieeeesecse et 178
a The Department Should Adopt a Recurring Monthly

Charge of $11.28 for DSL Capable Fiber Fed Loops................... 179
b. There Is No Sound Basis for Verizon's Failure to Propose

Recurring Charges For Fiber Fed DSL LOOPS. ......cccooveveveeereeenee. 180
C. Verizon's Failure To Propose Recurring Charges For

Fiber-Fed DSL Loops Violates FCC Orders. ......ooovveeverennieenne. 181
Verizon's Proposal For NortRecurring Charges To Recover OSS
Costs For Line Should be Rgected..........cooovieevecesiee e, 182
a Verizon May Not Recover Historic OSS COSES. ......cocveveveeeneeenee. 182
b. Verizon’s Common Overhead Factor Already Recovers Its

OSS Costs FOr Line SNaring. .....ccceeeeeeereerieenieseeseesie e sieeseeseens 183

Verizon Knows That Its Proposed Non-Recurring Charge
For Line Sharing-Related OSS ISWeakK. ........ccccoveevevverieseenneenn. 184

Loop Conditioning Costs Would Not Be Incurred In A Forward-
LOOKING NEIWOTK. .....ooueiiiiiiiiiire e 185



The Proposed Loop Qualification Charges Are Excessive And Not
Based On The Use Of Forward Looking Technology ..........ccccceveevennnne 187

a

Verizon Provides Only Loop Information It Has Selected,
Rather Than Access To All Of Its Loop Information. ................. 188

Verizon Uses A Method For Determining Loop Length

That Ensures That Even This Minimal Information

Provided IS INACCUIate. ........cocvvieeieeie e 189
Verizon Uses A Different And Superior Tool For Itself. ............ 189

If Verizon's Line Sharing OSS Charge Is Not Completely
Rejected, It Should Be Substantially Reduced. ..........cccoceeneee. 193

Verizon's October 2001 Tariff Modifications for Providing DSL
Capable Loops to CLECs UNE-P Customers Is Acceptable,

Assuming That No Additional Charges are Required. .........cccccoecvvenennne. 194
E Interoffice Transport: Verizon's Dedicated and Common Transport Costs
ATE OVEISEALEA. ...t b e 195
1. The Department Should Set Rates on the Basis of AT&T's
Restatement of Verizon's Dedicated and Common Transport
COSES. ..ttt ettt ettt ettt ettt ae e n e sae e eb e e e neeeneenneennneens 196
2. Verizon's I0OF Dedicated Transport Cost Should Be Corrected to
Assume 3.83 Nodes Per SONET RING. ....oooeeiiriinieieneee e 199
3. Digital Cross Connect Systems Should Be Available for
SEParate PUIChESE. ......c.coviiiiiiiesee e e 202
4, Verizon's EF&| Factor For Transmission Equipment Is Inflated. .......... 203
5. Verizon Incorrectly Assumes a 75 Percent Multiplexing
ULHIZatiONFACLON. ..o e 205
6. Verizon Overstates the Weighted Average Distance Between Its
Wire Centers in Estimating Common Transport COSIS.........ccccevveerennnnne 207
V. CoLLOCATION RATESMUST REFLECT TELRIC PRINCIPLES. ......ocveieieieiesiese e seesreenens 210
A. Introduction: Verizon's Collocation Rates are EXCESIIVE. .......cccvevveeereeerennnenn 210
B. DC Power Installation Factor: Verizon’s DC Power | nstallation Factor
Inappropriately Relies on Augment Jobs and Suspect Data. ........c.ccocceeveeiennnne 212

-Xj-



|0

|©

|m

|m

Page
The Power Jobs in the DCPR Database Are Not Representative of

the Cost of the Power Job Which Verizon Estimates in Its Cost
S 110 SRS 212

A Power Installation Factor Based on Augment Jobs Violates the
“Total Demand” Requirement of TELRIC. ........ccccocevieveevecceerece e 213

The DCPR Data Upon Which Verizon Bases The Installation

Factor Contains Errors, Has Not Been Validated, and Should Be

Replaced By A Factor Based on Actual Invoices on Installation

L0001 TSP RO R RPRRURTOPRPRN 215

a The Erroneous DCPR In-Place Costs Improperly Inflate

Verizon' s INStallation FACLOr. ... ..o 215
b. The DCPR Database is Impervious to Independent Review

AN VaATALION. ..o, 217
C. Actua Vendor Invoices Provide Accurate Installation

00 1 217

Circuit ACF, Not Switching ACF: Verizon's Use of the Digital Switching

Annual Cost Factor Is Inappropriate Because the Mgjority of Equipment
Placed in a Collocation Arrangement is Circuit-Based. .........c.cceevevveivveenennns 219

DC Power Consumption Rate: Verizon's Correction of the Emergency

Engine Capacity from AC to DC Amps Significantly Reduces DC Power
CONSUMPLION RELES. ......oviiieieeieeierie ettt b e sne e 222

1.

Verizon Admitsin Its Revised Cost Study That Verizon
Improperly Sized the Emergency Engine in AC Amps Rather Than

Verizon' s Correction Results in a Reduction of Its DC Power
Consumption Rate from $22.79 to $15.88; Yet Verizon Still Has
OVEISLALEA 1S COSES. ...t e e e e e e et et e e e e eeaaeeeeeeeeeeeeeanaans 223

Verizon's Additional Rate For “AC Amp Per DC Amp” Attempts
to Double Recover the Emergency Engine Investment ............ccccccveeeee. 227

DC Power Distribution Rate: Verizon's Cost Study Grossly Overstates the

DC Power Distribution Costs Because It Uses Cabling Distances
Inconsistent With TELRIC. .......ooooiiieeee e e 228

Land and Building Rate: Verizon's Proposed Building Investment Does

Not Comply With TELRIC and Should Not Be Used To Calculate the
Land and BUildiNg RELE. .........coouiiieiieiiceereeee e e 230

- Xii -



G.

Transition Mechanism: Verizon Should Be Required To Implement a

Transition Plan If the Department Adopts Verizon's New Collocation Cost
RECOVENY SITUCIUIE. ...ttt e 233

NON-RECURRING CHARGES SHOULD NOT COVER THE COST FOR NETWORK MOVES

ORADMINISTRATION THAT WILL BENEFIT SUBSEQUENT USERS, AND IN ANY CASE
MuUST REFLECT EFFICIENT, FORWARD LOOKING TECHNOLOGY AND PROCESSES. ........... 234

A.

The Cost of Activities That Benefit Verizon or Subsequent Users of a
Facility as Well as the Ordering CLEC Should Not Be Recovered Through
NOMRECUITiNG Charges. .....couviiiiieiiecie et nne e 236

1.

The Test for Whether to Recover a Cost Through a Recurring or a
NornRecurring Charge Is Not Whether the Cost is“One-Time.” ........... 236

a Field Installation Costs Should be Recovered Through
RECUIMTING RELES. .......ecveceeeie ettt 238

b. Loop Maintenance Costs Should be Recovered Through
RECUIMING RELES. .......oeieieiiieeiesee e 239

The Categories of Cost that Verizon Seeks to Recover Through
NRCs are Already Recovered In Its Recurring Rates, Through Its
N O 241

Verizon's “NRC Revenue Adjustment” Is Not the Solution to
Double Counting, Asit Makes NO SENSE. .......coovververriineenieeee e 243

Verizon's Model Demonstrates that a 2.2% Increase in its Monthly
Loop RatesIs All That Is Needed to Cover Fully the Purported
Service Ordering and Provisioning Costs Upon Which Verizon

Bases its Proposed Non-Recurring Charges. ........cccovveeveeeveccieveesieenan, 245
Proper TELRIC Non-recurring Costs Must be Based on Efficient, Forward
LOOKING PrOCESSES. .....veiiiieitie ettt ettt ettt ettt st e e sa e st e nbe e s nreenneas 247
1. NRCs Should be Based on the Efficient Use of IDLC Without

Unnecessary Copper CONNECLIONS. .......cccveeerieerirseesieeseeseesieeeesseessesnnens 247

TELRIC Requires that NRCs be Based on the Efficient Use of

a Service Order Processing Can be Accomplished Through
OSSs Requiring no Manual Intervention. ...........ccceeeveeeveenennnne 251

b. A Two Percent Fall Out Rate Should be Used in
CalculatiNg NRCS. ....ocoviieiieie e 252

- Xiii -



Page
C. Verizon’s Non-Recurring Costs Reflect Inefficient Manual

Coordination Costs That Grosdy Inflate the Cost of
Provisioning CLEC Orders. ........ccocuverenenenienieeeesesesee s 254

3. Verizon's Survey Methodology for Determining Task Times
Improperly Focuses on Current Processes, not Efficient Forward-
Looking Processes, and its Arbitrary Forward-Looking
Adjustments do not Cure This Serious Defect..........cccevvrvveriveieieesiennnns 257

4, Verizon's Repeated Downward Revisions in NRCs During the
Proceeding Reveal the Inflated Nature of Verizon's Cost

SUDMISSIONS. ...ttt et s sb e e beeneenre e 260
C. Connection and Disconnection Charges Should be Separately Assessed. .......... 264
VIl CONCLUSION. ...tiiteitieteeseeeetestestestessesseeseessesessessessessessessssssensessessessessessessesssessessnssessessessens 268

Addendum

Retail-Related Cost Restatement
(discussed in Section 11.C.5) ..o Addendum Page 1

DC Power Consumption Cost per Amp Restatement
(discussed in SECtioN V.D)....cceveevieeieceee e Addendum Page 2

- Xiv -



Glossary of Acronymsand Short Forms.

Acronymsfor Key Words and Phrases

ADM
BDFB
BH/AHD
CLEC
CLLI Code
CO

CoT
CLEC
DA

DC Power
DWD
EF&I
EPHC
FCC
FDF

FDI
HARC
DCPR
DCS
DLC
DSO
DS1
DSL
IDLC
ILEC
|OF

kw

Definition

Alternating Current Power

Annual Cost Factor

Add Drop Multiplexer

Battery Distribution Fuse Bay

Busy Hour to Any Hour of the Day ratio
Competitive Local Exchange Carrier
Common Language Local Identification Code
Central Office

Central Office Terminal

Competitive Local Exchange Carrier
Distribution Area

Direct Current Power

Dial-with-Dial

Engineered, Furnished and Installed
Equivalent POTS Half Calls

Federal Communications Commission
Fiber Distribution Frame
Feeder-Distribution Interface

House and Riser Cable

Detailed Continuing Property Record
Digital Cross-Connect Systems
Digital Loop Carrier

Digital Signal Level 0

Digital Signal Level 1

Digital Subscriber Line

Integrated Digital Loop Carrier
Incumbent Local Exchange Order
Interoffice

Kilowatt



Term Definition

M-dollars Moves and Rearrangements Expenses
MDF Main Distribution Frame

MIPS Millions of Instructions Per Second
MOU Minute of Use

MTU Multiple Tenant Unit building

NCT Non-Conversation Time

NRC Non-Recurring Charge

OSSs Operations Support Systems

POP Point of Presence

POTS Plain Old Telephone Service
R-dollars Repair Expenses

RT Remote Terminal

RTU Right To Use

SAI Serving Arealnterface

SCIS Switching Cost Information System
SONET Synchronous Optical Network
TELRIC Total Element Long Run Incremental Cost
THC Telephone Holding Company

UDLC Universal Digital Loop Carrier

UNE Unbundled Network Element

UNE-L or UNE-Loop Unbundled Loop

UNE-P or Unbundled Loop and Switching, provided in combined or
UNE-Platform unseparated form

WACC Weighted Average Cost of Capital

Short Namesfor Key Cases and Regulatory Decisons

Short Form Long Form
AT&T Corp. AT&T Corp. v. lowa Utilities Board, 525 U.S. 366, 119 S.Ct. 721,
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in CC Docket No. 96-98, No. FCC 99-355 (released January 19, 2001)
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U.S.C. 271, New Hampshire Public Utilities Commission Docket

DT 01-151, Letter Order with Conditions (March 1, 2002)
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|NTRODUCTION.

A. The Department’s Task isto Set TEL RIC-Compliant Rates that Per mit
UNE-Based Competition, Not to Pick and Choose Among M odels.

As the FCC recently reminded us, the Telecommunications Act of 1996 “is premised on
the notion that federal and state regulators can and should promote competition by requiring
incumbent LECs to provide inputs to other LECs so that the latter may compete with the
incumbent for customers.”! Setting reasonable UNE rates that are truly cost-based, and that
therefore are low enough to permit UNE-based competition, is crucial to the future viability of
local exchange competition in Massachusetts. In the FCC's words, “prices for the
interconnection and network elements critical to the development of a competitive local
exchange [market] should be based on the pro-competition, forward- looking, economic costs of
those elements...”?

The Department opened this docket to investigate “the appropriate pricing, based upon
Total Element Long Run Incremental Costs, for unbundled network elements and combinations
of unbundled network elements to be charged by Verizon New England, Inc. d/b/a Verizon

"3 Asthis vote and the governing statute make clear,* and as the

Massachusetts (‘ Verizon’).
parties have agreed, the task for the Department is to establish appropriate, forward- looking, and
TELRIC-compliant rates for UNEs. In evaluating the voluminous and complex record in this
case, we must not lose sight of the true goal: the setting of pro-competitive rates. The various
costing models and related evidence are all potential tools to help the Department set proper
rates. The goal, however, is the setting of pro-competitive UNE rates based on forward-looking,

economic costs, not the selection of one moddl over another.

1 In The Matter Of Performance Measurements And Standards For Unbundled Network Elements And

Interconnection, CC Docket No. 01-318, Notice of Proposed Rulemaking No. FCC 01-331, 12 (Nov. 19, 2001).
FCC'sFirst Local Competition Order  705.
3 Docket DTE 01-20, Notice of Investigation dated January 12, 2001.
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During the hearings, the Department asked “which is more important for the Department
to be deciding: the model to use to develop TELRIC costs or the inputs that go into that
model ?"°> Dr. Mercer advised the Department that setting proper rates is more important than
model selection, and that choosing the proper inputs is generally a more significant determinant
of the rates than selecting among competing models.® The next day Verizon’switness Dr.
Tardiff “wholeheartedly agree[d]” with this fundamental point, explaining “that, at |east from the
view of the Commission, the important thing is to use whatever models you have to establish the

correct rates.”’

The “correct rates’ are TELRIC-compliant rates that are low enough to foster
local exchange competition.

For the reasons discussed below, the record in this case supports substantial reductions in
UNE rates for Massachusetts. The Department has conducted a thorough investigation and with
the parties has developed an extensive record. AT& T very much appreciates the hard work and
close attention that the Telecommunications Staff and its specia consultant have given and
continue to give to the issues in this case. At thistime, in this proceeding and in others including
Dockets 01-31 and 01-34, the Department isin the process of adjusting the telecommunications
regulatory regime in Massachusetts. It has the opportunity to establish a markedly pro-
competitive paradigm. The evidence in this case fully supports the adoption of much lower UNE
rates that can make Massachusetts a true leader in the development of robust local exchange

competition, with the attendant pricing and service quality benefits that such competition will

bring to Massachusetts consumers.

(..continued)

4 See47U.S.C. § 252(d)(1) (state commissions are to determine “just and reasonable rate for network
elements,” in accord with FCC’ s pricing rules).

> Tr. 3010, 2/5/02 (Baldwin).

& Tr.3011, 2/5/02 (Mercer).

" Tr. 3134, 2/6/02 (Tardiff).



B. UNE Rates Should Not be Biased Upward In the Belief that Doing So Would
Promote Facilities-Based Competition.

The Department should not be led astray by any suggestion by Verizon that higher UNE
rates are desirable because they will purportedly foster facilities-based competition. Such a
suggestion is wrong both as a matter of law and as a matter of fact. Any position that is contrary
to law and unsupported by fact would, of course, also be bad public policy.

As a matter of law, CLECs may choose to provide service to retail customers wholly
through the use of combinations of UNEs, leased from ILECs, and cannot be required to build or
own any portion of the network or other facilitiesin order to do s0.®

The Act contemplates three paths of entry into the local market — the construction

of new networks, the use of unbundled elements of the incumbent’s network, and

resadle. The 1996 Act requires us to implement rules that eliminate statutory and
regulatory barriers and remove economic impediments to each.®

Congress directed that CLECs be permitted to “access the incumbent’ s network elements
through the methods described in the Act” because the theoretical option of a CLEC
“construct[ing] an entire network” of its own is “an obvious burden to market entry.”*°

As a matter of fact, high UNE rates will impede — not foster — facilities-based
competition. Although over time surviving CLECs will have an incentive to develop their own
networks where it is technically and economically feasible to do so, the 1996
Telecommunications Act was designed to jump-start the development of effective local

exchange competition by permitting CLECs to use some or all of the existing networks to

provide service to retail customers.’* Thiswas donein part because an ILEC's “existing

AT&T Corp. v. lowa Utilities Board, 525 U.S. 366, 392-392, 119 S.Ct. 721, 736, 142 L.Ed.2d 835 (1999).
®  FCC'sFirst Local Competition Order 112.
1 InrePetition of Verizon New England, Inc., __ Vt.__,  A.2d___, Docket No. 2000-118, slip. op.
at 7 (Feb. 22, 2002) (affirming Vermont Public Service Board order that Verizon must provide CLECs with access
to UNE combinations that it ordinarily combines for itsretail customers, even if they are not currently physically
combined when ordered by the CLEC). An advance copy of the opinion is available at:
< gopher://dol .state.vt.us/OR0-39516-gopher_root3:%5Bsupct.current%5D2000-118.0p:1 >.
FCC’'s UNE Remand Order, 11 5-7, 12-13.
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infrastructure enablesit to serve new customers at a much lower incremental cost than a
facilities-based entrant that must install its own switches, trunking and loops to serve its
customers.”*? Thiswas Congress understanding when it passed the 1996 Act.
[11t is unlikely that competitors will have a fully redundant network in place when
they initially offer local service because the investment necessary is so significant.

Some facilities and capabilities .. will likely need to be obtained from the
incumbent [LEC] as network elements pursuant to section 251.13

The FCC has determined that, even in areas where facilities-based competition is a worthy long-
term goal, “the ability of requesting carriers to use unbundled network elements, including
various combinations of unbundled network elements, is a necessary precondition to the
subsequent deployment of self- provisioned network facilities.”** In the Section 271 context the
FCC has similarly emphasized that “the ability of requesting carriers to use unbundled network
elements, as well as combinations of unbundled network elements, is integral to achieving
Congress objective of promoting competition in the local telecommunications markets.”*®
In sum, fair access to UNEs is not only mandated by law, it is also pivota to the
development of robust local exchange competition. But without substantially lower,
pro-competitive UNE rates, there will be no fair access and Massachusetts consumers will be

denied the pricing and service benefits of robust retail competition.

C. UNE Rates Must be Set In Accord with the FCC’'s TELRIC Methodology.

The FCC has established the Total Element Long-Run Incremental Cost (“TELRIC”)
methodology as the basis for setting UNE rates.'® TELRIC-compliant rates are needed to permit

“potential new entrants to purchase unbundled incumbent LEC network elements to compete

12 FCC'sFirst Local Competition Order 1 10.

13 Joint Statement of Managers, S. Conf. Rep. No. 104-230, 104" Cong., 2d Sess., at 148 (1996), quoted in
FCC’'s UNE Remand Order, 1 6.

14 FCC’'s UNE Remand Order 1 5.

15 E.g, FCC sMassachusetts 271 Order 1 117, fn. 379; FCC's New York 271 Order 1 230.

16 See 47 C.F.R.§ 51.505; FCC's First Local Competition Order 1 672-711.
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efficiently to provide local exchange services.”!’ The FCC’'s TELRIC rules remain in effect, and
govern the setting of UNE rates in this proceeding.’® Verizon concedes this point,
acknowledging that “[a]pplication of the TELRIC methodology is currently required by the
FCC'srules’ for setting UNE rates.*®
The fact that the TELRIC standard governs here is not a matter of contention. In its Vote
and Order opening this proceeding, the Department has already determined and specified thet it
will apply the TELRIC standard.?® Verizon stipulated at the outset of this proceeding that it will
“charge what the Department finds to be appropriate TELRIC rates.”? One year later, Verizon
still agrees that “the TELRIC rules as currently in effect are what we're applying” to set UNE
rates in this proceeding.?? Since Verizon stipulated at the outset that the Department should
apply the TELRIC standard, and for the past year has litigated this complex and time-consuming
case on that premise, it should not be heard now or later to challenge the setting of UNE ratesin
this proceeding on the basis of the TELRIC methodol ogy.
1. Under TELRIC, We Must Ignore Embedded Costs and Instead Set
UNE Ratesthat are Forward-L ooking and Reflect the L east-Cost,
Most Efficient Way of Providing the Element in the Long-Run.
In their most general terms, the FCC’'s UNE pricing rules provide that the “total element
long-run incremental cost of an element is the forward-looking cost over the long run of the tota

quantity of the facilities and functions that are directly attributable, or reasonably identifiable as

incremental to, such element, calculated taking as a given the incumbent LEC’ s provision of

1 FCC'sFirst Local Competition Order 1 672.

18 seelowa Utilities Board v. FCC, Docket Nos. 96-3321 et al., Order on Motion to Stay Mandate,
(8th Cir., Sept. 25, 2000); FCC’s Massachusetts 271 Order §17. Seealso, e.g., FCC's Rhode Island 271 Order 1 20;
FCC’ s Arkansas/Missouri 271 Order 48; FCC’ sPennsylvania 271 Order, Appendix C, 1 46.

19 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 17.

20 Docket DTE 01-20, Vote and Order to Open Proceeding at 5. 7 (Jan. 12, 2001).

2L procedural Conference Tr. 14, 2/8/01 (Beausejour, attorney for Verizon-Massachusetts).

22 Tr. 1582, 1/24/02 (Anglin).
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other elements.”?® The rules also make a critical efficiency assumption, mardating that costs for
access to UNES “be measured based on the use of the most efficient telecommunications
technology currently available and the lowest cost network configuration, given the existing
location of the incumbent LEC’s wire centers.”?*

The FCC rejected two aternative network assumptions, deciding against using either a
so-called “scorched earth” model in which no consideration whatsoever is given to existing
network design, or the “embedded cost methodology” in which the existing network and
technology “that are currently in operation” are used for the model network.?® The FCC instead
adopted a third approach, in which the locations of existing wire centers remain unchanged but
otherwise a “reconstructed local network [that] will employ the most efficient technol ogy”
becomes the basis for the TELRIC network model.?® This is sometimes referred to as a
“scorched node” methodol ogy.

Verizon's recurring cost panel witnesses argued, wrongly, that the “scorched node”
approach embodied in TELRIC is “economically incorrect.”?” The FCC disagrees, and to the
contrary states in its regulations that this methodological construct is the very definition of
“forward- looking economic cost.”?® In the words of Verizon witnesses Drs. Taylor and Tardiff,
under TELRIC “the ILEC' s costs are determined with reference to a hypothetical carrier that is

able to install new network equipment in the current locations of the ILEC's central offices.”?®

23 47 CFR. § 51.505(b).

24 47 CFR. § 51.505(b)(1). Seealso Tr. 22, 1/7/02 (Taylor).

% FCC'sFirst Local Competition Order 1 683-684.

%6 FCC'sFirst Local Competition Order. { 685.

27 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal, at 24.

2 See 47 C.F.R. § 51.505(a) (forward-1ooking economic cost equals TELRIC of an element plus reasonable
alocation of forward-looking common costs) and § 51.505(b)(1) (defining TELRIC to encompass the scorched node
approach).

2 Timothy Tardiff, William Taylor, Charles Zarkada, and Jaime o’ Almeida, An Economic Evaluation of
Network Cost Models, Appendix A at 4, published by the National Economic Research Associates (Aug. 7, 2000);
reprinted in relevant part at Ex. ATT-3, Hirshleifer Surrebuttal, Attachment JH-12; seealso Tr. 21-22, 1/7/02
(Taylor).
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To eiminate any doubt regarding how to evaluate forward-looking efficiency, the
TELRIC rules specify that embedded costs, “the costs that the incumbent LEC incurred in the
past and that are recorded in the incumbent LEC’ s books of accounts,” “shall not be considered
in a calculation of the forward- ooking economic cost of an element.”®® In other words, Verizon
does “not get the benefit of recovering inefficient embedded costs.”®* This follows from the
long-run nature of the TELRIC costing exercise.

“In a TELRIC methodology, the ‘long run’ used shall be a period long enough that all

costs are treated as variable and avoidable.”®® ©

[T]he long run is measured by how long it takes
for current contracts to become irrelevant, for the firm to be in a position where it can effectively
change any decision -- any capital technology, any hiring practice, anything like that -- that it has
currently in the ground today.”* Thus, the goal here is to estimate the costs that would result if
Verizon could “choog[ €] and arrang[€] its plant to produce the required level of output in the

135

most efficient manner possible.

2. A TELRIC Model Must Estimate the Forward-L ooking Cost for the
Entire Element, and Then Derive Per Unit Costs.

TELRIC is“aversion of the methodology commonly referred to as TSLRIC,” the
difference being that it is used to estimate the forward- looking cost of an entire unbundled
network element, rather than a single service.3®

“The increment that forms the basis for a TELRIC study shall be the entire quantity of the
network element provided.”®” Thus, as Dr. Taylor explained, under TELRIC Verizon is assumed

to continue as a monopolist in the wholesale market, serving the entire increment of demand for

30 47 CF.R. § 51.505(d)(1).

31 Tr. 227, 1/7/02 (Hirshleifer).

32 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 16.
33 FCC'sFirst Local Competition Order 1 692.

34 Tr. 24, 1/7/02 (Taylor).

% Ex.VZ-1, Taylor Direct, at 6.

3 FCC'sFirst Local Competition Order, 1 678.



each element, for both itself and all other retail providers.®® Once the aggregate cost is
determined, “the per-unit costs associated with a particular element must be derived by dividing
the total cost associated with the element by a reasonable projection of the actual total usage of
the element.”®® This total usage for the element is to include the demand by CLECs and the
usage by Verizon for its own retail customers.*

D. Any Doubts Must be Resolved In Favor of Lower UNE Rates, Especially

Given Verizon’s Burden of Proof, the Period of Time These Rates Are Likely
to Beln Effect, and that Telecommunicationsisa Declining Cost I ndustry.

Verizon bears the burden of proving “that the rates for each element it offers do not
exceed the forward-1ooking economic cost per unit of providing the element,” measured in
accord with the TELRIC methodology.** Verizon must prove both “the nature and magnitude of
any forward-looking cost that it seeks to recover.”*? In an adjudicatory proceeding any doubt
must be resolved against the party that has the burden of proof.*® Since the burden is on Verizon
to prove the nature and magnitude of the UNE rates set inthis proceeding, any doubt about any
aspect of the forward-looking costs to be recovered must be resolved by selecting inputs,
methodologies, and costs that result in UNE rates at the lower end of the range of
reasonableness.

Thisis particularly important given that the Department intends to adopt UNE rates that

will bein place for the next five years.** If it isto set UNE rates today that will remain

(..continued)

37 FCC'sFirst Local Competition Order, 1 690.

3 Tr. 16-17, 1/7/02 (Taylor); Timothy Tardiff, William Taylor, Charles Zarkada, and Jaime d’ Almeida, An
Economic Evaluation of Network Cost Models, Appendix A at 4, published by the National Economic Research
Associates (Aug. 7, 2000); reprinted in relevant part at Ex. ATT-3, Hirshleifer Surrebuttal, Attachment JH-12.

39 FCC'sFirst Local Competition Order, 1 682.

40 47 CFR. § 51.511(a).

41 47 CF.R. § 51.505(e).

42 FCC'sFirst Local Competition Order, 1 680.

43 E.g., Western Massachusetts Lifecare Corp. v. Board of Assessors of Springfield, 434 Mass. 96, 101
(20012; Simasv. First Citizens' Federal Credit Union, 170 F.3d 37, 49 (1* Cir. 1999).

4 Docket DTE 01-20, Vote and Order to Open Investigation, at 5 (Jan. 12, 2001).
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reasonable over a period of approximately five years, the Department must anticipate likely
changes that will tend to cause the per unit forward-looking cost over that period of time to
decrease. If the cost of providing an entire element is likely to decrease over time, and especially
if on top of that the number of units demanded is likely to increase, then the Department will
have to make sure that it adopts UNE rates that will best approximate the forward-looking costs
anticipated for the mid-point of the period for which the rates are expected to remain in effect.
Otherwise, if the Department looks solely to evidence regarding cost and demand today, it will
inadvertently err by adopting rates that overcharge CLECs during the life of those rates.

Verizon concedes this point, at least conceptually.*® For example, Verizon: (i) says that
one should calculate switch usage MOU charges based on a projection of the usage at the
“midpoint of the planning cycle;”*® (ii) claimed to reflect productivity gains through the end of
2003*" (but see Section 11.C.1, beginning at page 34, for why this productivity adjustment is
inadequate); and (iii) says that per unit OSS costs should be calculated using the levelized 10-
year annual demand projection, not the demand projection as of today, in order to avoid “any rate
anomalies that might otherwise be created from increased demand during the study period”*®
(but see Section 1V.B beginning at page 163, for why Verizon's proposed OSS charge should be
rejected).

The Department has previously found that “telecommunications is a declining- cost
industry.”*® Thisremainstrue.®® On the equipment side, prices keep declining, and Verizon's

recurring cost witnesses concede that Verizon will continue to be able over time to buy the same

45 Tr. 1623-1624, 1/24/02 (Matt).

46 Ex.VZ-37, Verizon Recurring Cost Study, Workpaper Part C-2, Section 4, Page 2.

47 Ex.VZ-36, Verizon Recurring Cost Panel Direct, at 55.

8 Ex. VZ-26, Minion Direct, at 13.

Petition of AT& T Communications of New England, Inc., for an alternative mode of regulation of the

Comgany's Massachusetts intrastate tel ecommunications services, Docket DPU 91-79, at 45 (June 22, 1992).
O Ex. ATT-29P, Donovan Surrebuttal, at 33-34; Ex. ATT-26, Mercer Surrebuttal, at 50; Ex. ATT-24P,

Baranowski Surrebuttal, at 4.
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capacity for less, or get far greater capacity for the same cost.®! On the labor side, productivity
gains continue to outstrip labor rate increases.® In New Y ork, Verizon conceded that one should
assume 3.33 percent annual productivity growth above inflation, which it says trandates to real
productivity growth of 5.88 percent if one accounts for inflation. (See Section 11.C.1 beginning
at page 34, for discussion and citations.) Because telecommunications is a declining cost
industry, one should expect that over time the forward-looking cost of providing UNEs will have
decreased.>

As aresult, “prices that constitute appropriately forward-looking inputsto a TELRIC
model one year can quickly become outdated and lead to inappropriately high cost estimates.”*
The Department must guard against this both by explicitly attempting to anticipate declining per
unit costs, and by rigorously applying the burden of proof in this case and resolving all doubtsin
favor of lower, pro-competitive UNE rates.

In the following sections of this brief, AT& T applies the foregoing principlesin a
detailed review of the record evidence to demonstrate the appropriate, cost-based UNE rates that

we ask the Department to approve.

1 Tr. 1676, 1/24/02 (Matt) (re switching prices); Tr. 2527, 2/1/02 (Gansert) (same re outside plant).
2 Tr, 3106-3017, 2/6/02 (Donovan).

53 Ex. ATT-26, Mercer Surrebuttal, at 50; Ex. ATT-24P, Baranowski Surrebuttal, at 4.

5 Ex. ATT-29P, Donovan Surrebuttal, at 33-34.
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. GENERAL INPUTS: AT& T'SRECOMMENDATIONSASTO COST OF CAPITAL,
DEPRECIATION LIVES, AND OTHER GENERAL INPUTSOR ADJUSTMENTSARE
REASONABLE, BUT THOSE OF VERIZON ARE NOT.

A. WACC: Verizon’s Cost of Capital Estimate Is Based on a Deeply Flawed
Analysisand Greatly Exceeds the Cost of Capital Adopted by Every Other
Statein theVerizon-East Territory.

The record supports adoption of the 9.54% weighted average cost of capital (“WACC”)
recommended by AT& T’ switness Dr. Hirshleifer, and rejection of the exorbitart 12.6% WACC
advocated by Verizon. The 9.54% WACC advocated by AT&T is consistent with the decisions
of other state commissions in the VerizonEast region, whereas the 12.6% WACC proposed by
Verizon is both out of line with the results in other states and not supported by any
M assachusetts-specific evidence or analysis.

An incumbent ILEC’ s weighted average cost of capital (“WACC”) is determined by
adding: (1) the forward-looking cost to the ILEC (return it must pay) of equity, multiplied by the
percentage of equity in its capital structure, and (2) the forward-1ooking cost to the ILEC of debt,
multiplied by the percentage of debt in its capital structure.®® In order that the WACC be
forward-looking for purposes of this proceeding, it must be based upon reasonable projections of
the cost of equity capital, the cost of debt, and the capital structure that would be faced by the
incumbent wholesale provider of UNESs.

In this case the difference between the WACC proposed by Verizon and that proposed by
AT&T isexplained amost entirely by the excessive and unsupportable cost of equity assumed
by Verizon.

Verizon's witness Dr. Vander Weide estimates Verizon's WACC to be 12.95%.°® This

estimate is based on a cost of equity of 14.75%, a cost of debt of 7.55%, and a capital structure

% Ex. ATT-1, Hirshleifer Direct, at 3.
5 Ex. Vz-3, Vander Weide Direct, at 50.
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containing 25% debt and 75% equity.®’ For the purposes of its cost study, Verizon actually
adopted a slightly lower, but still exorbitant, WACC of 12.6%.%®

In contrast, AT& T’ s expert witness, John Hirshleifer, estimates Verizon's weighted
average cost of capital to bein the range of 9.17 to 9.91% and recommends that the Department
adopt the midpoint of this range, or 9.54%.%° Mr. Hirshleifer estimated a cost of equity for
Verizon of 10.42% and a cost of debt of 7.86%.%° Because there are no publicly traded
companies engaged solely in provisioning wholesale UNEs, Mr. Hirshleifer used a range of
capital structures to determine his WACC estimate.®* As an upper bound, he used the average
market capital structure weights (20% debt/80% equity) of a group of Telephone Holding
Companies (“THCS’). Asalower bound, he used the average book value capital structures
(49% debt/51% equity) of the THCs.%?

There a number of fundamental flaws in Dr. Vander Weide' s methodology that cause him
to significantly overstate Verizon's WACC. Thus, it is not surprising that every other
jurisdiction in the Verizon territory has rejected Verizon’s WACC estimate. The Department
should do the same and avoid adopting an unreasonably high WACC that would lead to UNE
rates that are not TELRIC compliant and that would foreclose CLEC competition in the

M assachusetts local services market.

57
58

Ex. Vander Weide Direct, at 50.
Ex.
59 Ex.
Ex.
Ex.
Ex.

Vander Weide Direct, at 4.
1, Hirshleifer Direct, at 36-37.

z-3,

z-3,

TT-
60 TT-1, Hirshleifer Direct, at 36-37.
TT-
TT-

61
62

1, Hirshleifer Direct, at 36-37.
1, Hirshleifer Direct, at 36-37.
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1 Other Verizon-East StatesHave Adopted a WACC Close To or Lower
Than the Result Supported by Mr. Hirshleifer, and Dr. Vander Weide
Concedes ThereisNo Massachusetts-Specific Evidence to Support a
Higher WACC Here.

Massachusetts is not the first state in which Verizon has made the WACC arguments that
it makes here.®® As explained below, states other than Massachusetts in the Verizon-East
territory have adopted a WACC for setting UNE rates in arange from 8.42 percent to the low to
middle 10 percent range, with West Virginiaan outlier at 11.25 percent. The most recent
decisions have generally been at the low end of that range.

Significantly, Dr. Vander Weide admits that there is nothing unique about Massachusetts
that should result in a higher or lower average cost of capital for Verizon to provide UNESIn
Massachusetts than for Verizon to provide UNEs in other states.® Furthermore, as part of its
application to the FCC for Section 271 relief in Rhode Island, Verizon included a joint
declaration that discussed various inputs and assumptions adopted by the Rhode Island Public
Utilities Commission. In that joint declaration, Verizon admitted that Rhode Island’s WACC of
9.5% complied with TELRIC principles and was reasonable.®® It is not credible for Verizon to
argue in this proceeding that AT& T’ s proposal of a 9.54% WACC for Massachusetts is
unreasonable when Verizon has filed a sworn declaration with the FCC affirming that 9.5% isa
reasonable WACC for Rhode Idand.

In its supplemental response to ATT-VZ 10-3, Verizon provided a chart listing thirteen
jurisdictions where Dr. Vander Weide had made a WACC recommendation similar to the one
that he has made in this case.®® According to Dr. Vander Weide himself, the only difference

between the 12.95% recommendation that he has made for M assachusetts in the current case and

83 Tr. 48-49, 1/7/02 (Vander Weide).

8 Tr. 51, 89, 1/7/02 (Vander Weide).

8 Ex. ATT-9, Joint Declaration of Donna C. Cupelo, Patrick A Garzillo and Michael J. Anglin, filed by
Verizon-RI in CC Docket No. 01-324, in support of Verizon's Section 271 Application for Rhode Island.
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the 13.18% recommendation he made in the other proceedings discussed in Ex. ATT-VZ 10-3is
that he used more recent data in the current proceeding.®” His methodology has not changed in
any way.®®

For ease of reference, the chart which Verizon provided in its supplemental response to
ATT-VZ 10-3 is reproduced below and has been updated to reflect the fact that just days ago
New Hampshire ordered Verizon to recalculate its UNE rates “using an 8.42% overall cost of
capital,”® New Jersey has recently lowered its WACC from 10.4% to 8.8%, ° and Maine has
adopted aWACC of 9.79%."* As this chart demonstrates, the jurisdictions that have considered

Verizon's WA CC arguments have rejected them and adopted WA CCs substantially below what

Verizon proposed.
Jurisdiction Verizon’s Proposed WACC Final WACC Adopted By PUC
Delaware 13.18% 10.28%
Dist. of Columbia 13.18% TBD
Maine 13.18% 9.79%
Maryland 13.18% 10.10%
Massachusetts’2 13.18% 12.16%
New Hampshire 13.18% 8.42%
New Jersey 13.18% 8.80%
New Y ork 13.18% 10.50%"°
Pennsylvania 13.18% 9.83%
Rhode Island 13.18% 9.50%
Vermont 13.18% 9.99%
Virginia 13.18% 10.12%
West Virginia 13.18% 11.25%

(..continued)

66

Ex. ATT-VZ 10-3S.

67 Tr. 50-51, 1/7/02 (Vander Weide).

% Tr.50-51, 1/7/02 (Vander Weide).

%9 New Hampshire 271 Conditions Order at 1.

0 Ex. ATT-8, Excerpt from New Jersey UNE Rates Order, at 5.

L Maine UNE Rates Order at 21.

2 Asproposed and adopted in the 1996 Consolidated Arbitrationsproceeding.

" Though Ex. ATT-VZ 10-3S citesaNew Y ork WACC of 10.2%, the recent New York UNE Rates Order
adopted aWACC of 10.5%.
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Although the mgjority of the decisions set forth in the chart above were from the 1997
timeframe, it is notable that more recent decisions, including Pennsylvania (August 1999),
Vermont (February 2000), Rhode Island (November 2001), New Jersey (December 2001) and
Maine (February 2002), and New Hampshire (March 2002) have demonstrated a trend toward
even lower WACCs.”

Massachusetts is the only state in the Verizon East territory that has adopted a WACC
even close to the WACC which Verizon has proposed in the present case. The FCC, however,
expressed serious reservations about the 12.16% WA CC adopted during the 1996 Consolidated
Arbitrations proceeding in Massachusetts.”® In its Massachusetts 271 Order, the FCC noted that
the Massachusetts cost of capital was “substantialy higher than the cost of capital employed by
any of the other statesin Verizon’s region” and questioned “whether this relatively high cost of
capital is sufficiently justified by state-specific factors.””® Despite these clear admonitions,
Verizon is actually seeking a WACC that is higher than the one criticized by the FCC in its
Massachusetts 271 Order. Furthermore, Dr. Vander Weide has admitted that there is nothing
unique about Massachusetts that should result in a higher cost of capital for Verizonin
Massachusetts than in other states.”’

Verizon's own admissions, and the decisions of every other jurisdiction in the Verizon
territory, demonstrate that Verizon’s WA CC proposal lacks credibility and should be rejected.

2. Verizon Significantly Overstated its Cost of Equity

The primary driver of the difference between the WACC estimates of Dr. Vander Weide
and Mr. Hirshleifer is the assumptions they made regarding Verizon's cost of equity capital. Dr.

Vander Weide made a number of unreasonable assumptions that caused him to significantly

" Tr. 54, 1/7/02 (Vander Weide).
> FCC’'s Massachusetts 271 Order, 1 38.
®  FCC’ s Massachusetts 271 Order, 1 38.
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overestimate Verizon's cost of capital as 14.75%. The most significant of Dr. Vander Weide's
errors was his use of a single-stage discounted cash flow (“DCF") model that unreasonably
assumes that Verizon will continue to grow at arate significantly above the growth rate of the
U.S. economy as awhole; quite literally, this means he assumed that someday Verizon will
subsume the entire U.S. economy. Mr. Hirshleifer, on the other hand, made the far more
reasonable assumption that Verizon’s growth may outpace the rest of the economy for 20 years,
but thereafter can only be expected to be equal to the growth rate of the U.S. economy.
Dr. Vander Weide compounds his error by overstating the risk faced by Verizon in providing
wholesale UNEs, going so far as to claim that Verizon will face the same risk as the Standard &
Poor’s Industrials, a contention that has been rejected elsewhere. Mr. Hirshleifer, on the other
hand, conservatively estimates that Verizon's risk in the wholesale UNE market is more
accurately reflected by the telephone holding companies (“THCS”).

a. Vander Welde's Single-Stage DCF M odel Unreasonably

Assumes That Verizon’s Growth Will Forever Outpace the
Growth Rate of the Entire U.S. Economy.

Verizon's unreasonable WA CC estimate has been rgjected by every other jurisdiction in
the Verizon-East territory. The biggest flaw in Verizon's discredited analysis is Dr. Vander
Weide' s use of asingle-stage DCF model for estimating Verizon's cost of equity which makes
the unreasonable assumption that Verizon can continue to grow at a rate exceeding the growth
rate of the economy as awhole forever.”® Mr. Hirshleifer, on the other hand, uses a far more
reasonabl e three-stage DCF model which, unlike Dr. Vander Weide's model, does not assume

that Verizon will grow to subsume the entire economy of the United States at a future point in

(..continued)

T Tr. 51, 1Y/7/02 (Vander Weide).
® Ex.ATT-2, Hirshleifer Rebuttal, at 5-6.
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time.”® This difference in the DCF models used is the primary driver of the difference in the cost
of equity estimates of the two parties,® causing Verizon to overstate its cost of equity by at least
371 basis points.®* Because, as discussed below, Verizon uses a capital structure consisting of
75% equity and only 25% debt, overstating Verizon's cost of equity by 371 basis points leads to
an overstatement of Verizon's WACC by more than 278 basis points (371 * 75%). Making this
one correction to Dr. Vander Weide' s study would therefore reduce his recommended WACC
from an unreasonable 12.95% to a till high, but far more reasonable, 10.17%.

In order to justify this enormous increase in the cost of equity, proponents of the single-
stage model must make the incredible assumption that sample companies will not only maintain
growth rates higher than the growth rate of the national economy forever, but also that the
companies stock prices will not rise to reflect this phenomenal growth.®? Mr. Hirshleifer's
assumption of athree-stage growth pattern for a telecommunications firm such as Verizon, with
the firm’s growth tracking, rather than outpacing the U.S. economy in the long-run, is clearly a
more plausible application of the DCF method.®® Mr. Hirshleifer's approach is also consistent
with the aimost universally accepted principle that multi- stage models should be used when
eval uating companies whose growth rate exceeds that of the economy as awhole. Not
surprisingly, while Mr. Hirshleifer was able to cite to awide range of experts and academics that
support use of multi-stage DCF models,* Dr. VVander Weide was unable to cite to a single voice
of support for the use of a single-stage DCF model to determine the cost of equity of a company

experiencing growth rates that exceed the growth rate of the economy as awhole. If Dr. Vander

®  Ex. ATT-2, Hirshleifer Rebutta, at 6-7.
8 Tr. Y7/02 at p. 45-46 (Vander Weide).
81 Ex. ATT-2, Hirshleifer Rebuttal, at 10.
8 Ex. ATT-2, Hirshleifer Rebuttal, at 10.
8 Ex. ATT-1, Hirshleifer Direct, at 15.

8 Ex. ATT-1, Hirshleifer Direct, at 12-14.
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Weide' s arguments were actually valid, scholars and experts would support his view, not Mr.
Hirshleifer's.®°

In his three-stage model, Mr. Hirshleifer uses afirst stage that lasts five years, because
that is the longest horizon over which analysts' forecasts of growth are available.®® In thisfirst
stage, Mr. Hirshleifer assumes that Verizon will grow at rates substantially above the growth rate
of the U.S. economy. In the second stage, which lasts fifteen years, Mr. Hirshleifer assumes that
Verizon's growth rate will continue to be above average, but will dow a little bit each year until
it reaches the same growth level as the U.S. economy asawhole.®” Findly, in the final stage,
beginning in year 21, Mr. Hirshleifer assumes that Verizon’s growth rate will be equal to the
growth rate of the economy as a whole into perpetuity.® Thus, Mr. Hirshleifer has allowed for
the possibility that Verizon may outpace the U.S. economy for a full 20 years and thereafter
grow at the same rate as the U.S. economy. However, by using a three-stage model, Mr.
Hirshleifer avoided the mistake made by Dr. Vander Weide, who unreasonably assumed that
Verizon's growth will substantially exceed the growth rate of the U.S. economy forever, leading
to the day when Verizon hes subsumed the entire U.S. economy. Indeed, if anything, Mr.
Hirshleifer’'s cost of equity estimate is high, because few companies can actually expect to grow
at the same rate as the U.S. economy forever.

b. Dr. Vander Weide Unreasonably Assumes That Verizon's

Wholesale UNE Business Faces the Same Risks asthe
Standard & Poor’s Industrials.

Another component in determining a company’s WACC is to select a group of
comparable companies to which the DCF model can be applied. In order to achieve the most

accurate result, it is important to use the closest comparable companies for which public market

8 Ex. ATT-3, Hirshleifer Surrebuttal, at 2.
8 Ex. ATT-1, Hirshleifer Direct, at 15.
8 Ex. ATT-1, Hirshleifer Direct, at 15.
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datais available.® In the present case, this presents a problem because there are no companies
dedicated solely to the wholesale provisioning of UNES for which market data is available.*

Dr. Vander Weide chose to make the unreasonable assumption that Verizon's wholesale
provisioning of UNEs s very risky, and therefore is comparable to the companies in the Standard
& Poor’s Industrials.®* Dr. Vander Weide's use of the S& P Industrials conflicts with FCC
guidelines, rational investor expectations, and common sense. The S&P Industrials are
comprised of firms which face vastly different risks and opportunities than Verizon or other
telecommunications companies.®> Moreover, this list has dropped companies that have
experienced poor or negative growth in the past few years.>® This has the effect of upwardly
biasing the growth rate of the S& P Industrials list as a composite.

Mr. Hirshleifer, on the other hand, based his analysis on the list of telephone operating
companies in Standard and Poor’s Industry Survey.®* Such firms, which are in the business of
providing competitive telecommunications services, can far more rationally be expected to face
similar risks to those faced by Verizon, and thus serve as far superior proxies for estimating the
cost of equity capital to Verizon.®® Indeed, if anything, Mr. Hirshleifer's use of these companies
leads to a higher cost of equity than Verizon will actually experience because these companies
are engaged in avariety of risky businesses that a company engaged solely in the wholesale

provisioning of UNEs would not be engaged in.*®

(..continued)
8 Ex. ATT-1, Hirshleifer Direct, at 15.
8 Ex. ATT-1, Hirshleifer Direct, at 6.
% Ex. ATT-1, Hirshleifer Direct, at 6.
9 Ex. VZ-3, Vander Weide Direct, at 48-49.
92 Ex. ATT-2, Hirshleifer Rebuttal, at 11.
% Tr.121-122, 1/7/02 (Vander Weide); Ex. ATT-3, Hirshleifer Surrebuttal, at 3.
%  Ex. ATT-1, Hirshleifer Direct, at 7.
% Ex. ATT-1, Hirshleifer Direct, at 7.
% Ex. ATT-1, Hirshleifer Direct, at 7, 39.
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Dr. Vander Weide' s unsupportable choice of the S& P Industrials as purported
comparables seems to stem in part from his apparent confusion regarding the business being
evaluated in this case. The relevant market for determining the WACC is the market for
providing unbundied network elements.®” Instead of recognizing this, Dr. Vander Weide tries to
blur the distinction between the wholesale UNE market and the market for retail local exchange
service.®® For example, in his testimony, Dr. Vander Weide discusses at length the competition
allegedly faced by Verizon in providing local exchange service in Massachusetts. However,
such competition is irrelevant to the question of the risk faced by a company whose only
business is the provisioning of wholesale UNEs.*®

Verizon itself has recognized this vital distinction between the wholesale UNE market
and the retail local services market, reassuring investors that despite the potential for retail
competition it will continue to monopolize the wholesale market.!® Verizon's economic witness
explained in this proceeding that under TELRIC “the business decision being modeled is that of
a hypothetical local-exchange carrier” that is “providing only wholesale services as separate
services.”'%! Dr. Taylor and Dr. Tardiff, Verizon MA witnesses both, have explained that
implicit in the TELRIC methodology “are the assumptions that (1) the ILEC will effectively be a
monopolist in the provision of network elements for the indefinite future and (2) competitors will
need to obtain such elements to compete over this time frame.”'% Under TELRIC “we're

measuring the cost, incremental cost, of producing the total volume of service, [which means

97 Ex. ATT-1, Hirshleifer Direct at 39.

% Ex.ATT-2, Hirshleifer Rebuttal, at 13.

9 Ex. ATT-2, Hirshleifer Rebuttal, at 14.

100 Bel| Atlantic’'s4™ Quarter 1999 Investor Quarterly, quoted in Ex. ATT-2, Hirshleifer Rebuttal, at 15.

101 Tr, 16, 1/7/02 (Taylor).

192 Timothy Tardiff, William Taylor, Charles Zarkada, and Jaime d’ Almeida, An Economic Evaluation of
Network Cost Models, Appendix A at 4, published by the National Economic Research Associates (Aug. 7, 2000);
reprinted in relevant part at Ex. ATT-3, Hirshleifer Surrebuttal, Attachment JH-12.
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that] the ILEC must be the only provider of service.”'%® Thusit is entirely inappropriate for Dr.
Vander Weide to attempt to inflate his cost of capital estimate by taking into account alleged
competitive risks that Verizon might face in the retaill market. Such risks, even if they were
shown to exist, are irrelevant here.

To the limited extent that Dr. Vander Weide does focus on the business of provisioning
wholesale UNEs, his claims are not credible. According to Dr. Vander Weide, Verizon faces
substantial risk in the provisioning of wholesale UNEs because CLECs may choose to stop using
Verizon UNEs in the future and Verizon may be stuck with stranded investment.*%*

The CLECs ether have the opportunity to purchase UNEs from Verizon

Communications - Massachusetts, or they have the opportunity to build their own

facilities. So Verizon - Massachusetts is essentially providing service to its

competitors, who also provide facilities-based local-exchange service. And the

reason the risk is so great is that they don't have an obligation to continue to take

service from Verizon - Massachusetts. At any point in time they can build their

own facilities and discontinue their taking of service from Verizon -

Massachusetts, 1%

Thus, for the purposes of his study, Dr. Vander Weide has assumed that Verizon faces
substantial risk because he expects the demand for wholesale UNEs to drop in future years. His
assumption regarding this risk, however, directly contradicts the assumptions made by Verizon

itself.1%® Verizon's Business Plan access line forecast for Massachusetts for the years 2001

through 2006 shows that the demand for Verizon Wholesale UNEs <Begin Proprietary>

1:9,9,0,9,9,9,9,9,9,9,9,9,9,9,9,.9,.9.9.9.9.9.9.9.9.9.9.9.9.9.9.0.9.9.9,0,.9,9,.9,9,9,.9,.9,9,9,9,9.9.9.9.9.9.9.9.

XXXX XX XXX XXX XXX XXX XXX XXX XXX XXX XXX X<End Proprietary>.1%" Thissame

Business Plan shows that Verizon expects its total network demand <Begin Proprietary>

19,.9,9,9,9.9.9.9.9.9.9,9,9.9.9.9.9,9,9,9,9.9.9.9.9.9,.9,0,.9.9.9.9.9,9,.9.9.9.9.9.9,9,9,0,0.9.9.9.9,9,9.9.0.0.4

103 Tr. 17, 1/7/02 (Taylor).

104 Tr. 68, 1/7/02 (Vander Weide).

105 11, 68, 1/7/02 (Vander Weide).

106 Ex. ATT-VZ 4-292S, Proprietary Attachment, at 3.

=
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XXXXXXXXXXX <End Proprietary>.1% These are Verizon's own, actual projections of the

demand upon its network over the next five years to serve its own retail customers plus its
wholesale customers. Verizon's actual access line demand forecast cannot be squared with Dr.
Vander Weide's unsupported and unsupportable assumption that Verizon will face tremendous
risk in the wholesale market for network elements. Dr. Vander Weide' s conjecture regarding
Verizon'srisk is simply not credible and should be ignored.

Finally, any purported risk from future competition is aready reflected in the market
prices for the telephone holding companies’ stock.%® In the words of Dr. Vander Weide, when
investors “ estimate the risk of a particular investment” they “consider all the risks that a firm
might incur over the future life of the company.”**® Since risks from future competition are
already reflected in the market price of the telephone holding companies, there is no need and
indeed it is inappropriate to jigger one’s anaysis to inflate the calculated cost of capital on the
basis of abstract assertions of future risk.

The FCC has made clear that Verizon “bear[s] the burden of demonstrating with
specificity that the business risks that they face in providing unbundled network elements and
interconnection services would justify” a higher cost of capital rate.'** Asdiscussed above, Dr.
Vander Weide merely assumes the existence of such risks, but fails to prove that they exist in the
wholesale market for providing UNEs.

Not surprisingly, Dr. Vander Weide' s approach has been rejected by almost all statesin

the Verizon East region that have considered it.}'? For example, it was recently rejected by the

(..continued)
107 Ex. ATT-VZ 4-292S, Proprietary Attachment, at 3.
108 Ex. ATT-VZ 4-292S, Proprietary Attachment, at 3.
109 Tr. 182, 194, 1/7/02 (Hirshleifer); Ex. ATT-2, Hirshleifer Direct, at 23.
10 Ex. vZ-3, Vander Weide Direct, at 18.
11 FCC sFirst Local Competition Order § 702. Seealso Tr. 181, 183, 1/7/02 (Hirshleifer).
112 see Tableinll.A.1, which begins at page 13, above.
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State of Maine Public Utilities Commission which found that “the S& P Industrials are not a
reasonably comparable group of companies, because the business risk inherent in their
operations generally exceeds the risk faced by a provider of UNES, and their forecasted growth
rates are well above what we would expect for providers of basically monopoly services."*3
Similarly, inits most recent UNE proceeding, the State of Vermont Public Service Board
determined that the S& P Industrials were not comparable to Verizon, because “the business of
salling network elements should present relatively low risks in the intermediate term.”*4

Although the evidence demonstrates that the choice of comparables has far less impact on
the final WA CC than the choice of an appropriate DCF model, it still could account for as much
as 40 basis points.**> Thus, correcting Dr. Vander Weide's erroneous selection of the S& P
Industrials would further reduce Verizon’s WACC from 10.17% (the WACC achieved by merely
correcting Dr. Vander Weide' s erroneous selection of a single-stage model, discussed in
Sectionll.A.2.a, beginning at page 16) to 9.77%. Thisis further evidence of the reasonableness
of Mr. Hirshleifer's 9.54% recommended WACC.

3. ThereisLittle Disagreement Regarding Verizon’s Cost of Debt.

In order to calculate Verizon’'s WACC, the Department must al so determine the cost of
debt to Verizon. Fortunately, in this case, there has been no serious dispute on thisissue.
Verizon' s witness, Dr. Vander Weide, estimated Verizon's cost of debt at 7.55%,® while
AT& T sMr. Hirshleifer estimated a similar cost of debt of 7.86%.'" The miniscule difference

in these estimates has only a de minimus effect on Verizon’s overall WACC. Furthermore,

because these estimates exclude lower cost short-term debt and are based on the cost of debt for

113 Maine UNE Rates Order, at 20.

114 See Vermont UNE Rates Order, at 33.
Y15 Ty, 46-47, 1/7/02 (Vander Weide).

116 Ex. Vz-3, Vander Weide Direct, at 50.
17 Ex. ATT-1, Hirshleifer Direct, at 36-37.
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Verizon's operations as awhole, instead of the less risky portion of Verizon’'s business which
provides wholesale UNEs, these estimates are likely both conservatively high.
4, Although Capital Structure Has Minimal Impact on Verizon's

Overall WACC, the Mgjority of States Considering the I ssue Have
Rejected Verizon’'s Proposed Capital Structure.

Thefina step in determining a company’s WACC is to choose an appropriate capital
structure. Most corporations are financed by some combination of equity (common stock) and
debt (bonds and bank loans).*® A company’s capital structure is represented by its relative use
of equity and debt in financing its businesses, 2

In the present case, Verizon has proposed a capital structure consisting of 75% equity and
25% debt, 12! while AT& T has proposed a capital structure of 65.5% equity and 34.5% debt. 22
This difference accounts for only between 25 basis points (when applied to Mr. Hirshleifer’'s
reasonable cost of equity estimate) and 40 basis points'>® (when applied to Dr. Vander Weide's
unreasonable cost of equity estimate) of the difference between the WACC estimates of the two
parties. The Department’ s decision regarding whether to adopt Dr. Vander Weide' s absurd
single-stage DCF model or Mr. Hirshleifer’s reasonable 3-stage model will be a far greater
determiner of whether the Department sets UNE rates that are TELRIC compliant and will allow
for effectively CLEC competition in Massachusetts. Thus, AT& T will not spend any further
time discussing the capital structure issue, other than to note that ailmost al Verizon jurisdictions
considering this issue have adopted a capital structure with even more debt than AT& T has

recommended here.*?*

118 Ex. ATT-1, Hirshleifer Direct, at 89.

19 Ex. ATT-1, Hirshleifer Direct, at 33.

120 By  ATT-1, Hirshleifer Direct, at 33.

121 Ex. Vz-3, Vander Weide Direct, at 45; Tr. 44, 1/17/02 (Vander Weide).
122 Ex. ATT-1, Hirshleifer Direct, at 4.

123 Tr. 45, 1/17/02 (Vander Weide).

124 Ex. ATT-VZ 10-3 Supplemental.
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B. Depreciation: The Department Should Adopt the FCC’s Forwar d-L ooking
Prescribed Lives, and Reect the Unreasonably Short Lives Used by Verizon.

Verizon attempts to inflate projected UNE costs by using unreasonably short depreciation
livesinits cost model. AT&T, on the other hand, recommends that the Department adopt the
lives specifically prescribed for Massachusetts by the FCC. Aswill be demonstrated below,
Verizon offers little support for its own proposa and failsto rebut AT& T’ s suggestion that the
Department look to the expertise of the FCC. Therefore, the Department should adopt the FCC's
M assachusetts-specific depreciation lives for use in determining Massachusetts UNE rates, as it
did in the Consolidated Arbitrations proceeding.

1. The Overwhelming Majority of States Considering Thislssue Have
Reected Verizon's Proposals and Adopted the FCC’ s Forwar d-
Looking, State-Specific Depreciation Lives.

Verizon has proposed depreciation lives that are shorter than both the lives that the FCC
has specifically prescribed for Massachusetts and the range of lives that the FCC has adopted for
the nation as awhole. Massachusetts is not the first state where Verizon has proposed such short
lives. Almost universally, other states have rejected Verizon's proposed lives and adopted either
the FCC lives or lives similar thereto.

For example, the Maine PUC recently rejected Verizon's proposals, finding that “the
FCC lives and resulting rates are the best indicator of the economically useful lives of newly
installed equipment that will be used to provide service to end- users or provide UNESto
competitors.”*?®> Similarly, in December 2001, the New Jersey Board rejected Verizon's
depreciation proposal. In doing so, the Board found that using depreciation lives at the midpoint
of the FCC's prescription range is appropriate and consistent with TELRIC principles.*?® The

Rhode Island PUC also ordered Verizon to use the most recent depreciation rates prescribed by

125 ME UNE Order at 10.
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the FCC to set UNE rates.*?” In that decision, the Rhode Island PUC found that the FCC's
prescribed lives constitute economic depreciation and are TELRIC compliant.'?®

The Rhode Idland ruling is of particular interest because Verizon has stipulated that it was
correct. In ajoint declaration submitted to the FCC in connection with its Rhode Island § 271
application, Verizon admitted to the FCC that the Rhode Island Commission had made a
reasonable decision and complied with TELRIC principles when it adopted the FCC prescribed
lives.'?° Itis not credible for Verizon to argue in this proceeding that AT& T’ s recommendation
that the Department use the FCC’s lives is unreasonable for Massachusetts, when Verizon has
filed a sworn declaration with the FCC affirming that the use of those lives was reasonable for
Rhode Island.

Verizon's position is further undermined by the sheer number of states that have ruled on
this issue in recent years and rejected Verizon's position, choosing instead to adopt FCC or
similarly prescribed lives. In addition to Maine, Vermont and Rhode Island, the expertsin this
case discussed 25 other states that have dealt with the depreciation issue in recent years.**° An
overwhelming 20 out of those 25 states have rejected the position that Verizon has asserted in the
present case. !

Thus, the record evidence shows that almost all of the states that have dealt with this
issue in recent years have rejected Verizon's attempts to inflate its UNE rates through the use of

unreasonably short depreciation lives. The Department should similarly reject Verizon's

(..continued)

126 Ex. ATT-8, Excerpt from New Jersey UNE Rates Order; Ex. ATT-12, Excerpt from WorldCom New
Jersey Brief; Tr. 240, 1/8/02 (Sovereign).

127 Ex. ATT-11, Rhode Island PUC Report and Order in Docket 2681, 11/18/01.

128 Ex. ATT-11, Rhode Island PUC Report and Order in Docket 2681, 11/18/01.

129 Ex. ATT-9, Joint Declaration of Donna C. Cupelo, Patrick A Garzillo and Michael J. Anglin, filed by
Verizon-RI in CC Docket No. 01-324, in support of Verizon's Section 271 Application for Rhode Island.

130 Ex. ATT-5, LeeDirect, at 10-13; Ex. ATT-7, Lee Surrebuttal, at 4; Ex. ATT-VZ 24-2; Ex. ATT-VZ 24-3.

131 Ex. ATT-5, Lee Direct, at 10-13; Ex. ATT-7, Lee Surrebuttal, at 4; Ex. ATT-VZ 24-2; Ex. ATT-VZ 243,
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proposal and should instead adopt the FCC lives which Verizon itself has recently admitted are
appropriate and TELRIC compliant.13?

2. Verizon's Criticismsof Mr. Lee's Recommendations Arelnvalid and
Should be Rejected.

Verizon's attack on Mr. Lee's recommendations centers on its invalid assertions that:
(1) the FCC’ s depreciation life prescription for Massachusetts is outdated; (2) the FCC
prescribed lives are not forward-looking enough for use in a TELRIC study; (3) technical
innovation will reduce the useful lives of Verizon's plant; and (4) AT&T uses shorter
depreciation lives for its own reporting purposes then it has recommended for use by Verizon in
this docket. Each of these criticismsis invalid and should be reected.

a. The FCC’sLives Are Not Outdated and Are Still Appropriate
for Usein a TELRIC Study.

In its testimony, Verizon suggests that the FCC’s lives are outdated and should not be
used because they were originally prescribed for Massachusetts in 1996.1*% According to
Verizon, the FCC lives are invalid because of changes in the telecommunications industry
generally, and Massachusetts specifically, since 1996.13* Verizon's argument, however, contains
amagjor flaw. Although the FCC did originally prescribe the livesin 1995, the FCC reviewed its
prescribed life ranges in 1999 and at that time expressly found that its prescribed lives were
appropriate for use by state commissions “for determining the appropriate depreciation factors

for use in establishing high cost support and interconnection and UNE prices.”**® Alsoin 1999,

132 Ex. ATT-9, Joint Declaration of Donna C. Cupelo, Patrick A Garzillo and Michael J. Anglin, filed by
Verizon-RI in CC Docket No. 01-324, in support of Verizon's Section 271 Application for Rhode Island.

133 Ex.Vz-7, Sovereign Rebuttal, at 2-3.

134 Ex. Vz-7, Sovereign Rebuttal, at 2-3.

138 FCc, 1998 Biennial Regulatory Review Review of Depreciation Requirements for Incumbent Local
Exchange Carriers, CC Docket 98-137, Report and Order, No. FCC 99-397, at 1 14 (released December 30, 1999).
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the FCC noted that its prescribed lives “represent the best forward- looking estimates of
depreciation lives..."®

If Verizon truly believed that the Massachusetts specific lives prescribed by the FCC
were outdated, Verizon could have sought re-prescription at the FCC. Verizon made a conscious
choice not to, however, because it feared and indeed expected that the FCC would reject any
effort by Verizon to substitute short lives for Massachusetts. When pressed on the issue of why
Verizon had not sought represcription by the FCC, Verizon’s Group Manager responsible for
determining economic depreciation lives admitted that in this proceeding Verizon is “asking for
lives that are short[er] than what we feel the FCC would prescribe.”*3" In other words, VVerizon
admitted it did not seek re-prescription because it knew that the FCC would reject Verizon's
proposed lives and instead adopt longer ones.

Furthermore, Verizon continues to use the FCC's 1996 prescribed lives for Massachusetts
for regulatory purposes. Verizon uses those lives for its ARMIS reporting, and for calculating its
interstate rate of return for reporting to the FCC.**®

Thus, Verizon's argument is ssmply not credible. Verizon first argues that the FCC lives
are invalid because they are old and because the FCC might prescribe shorter livestoday. Then
Verizon admits that it could have remedied the alleged problem of outdatedness by seeking re-
prescription but chose not to because it knew the FCC would reject its shorter lives.**® Having

made that decision, it continues to use for regulatory purposes the lives prescribed in 1996.

Thus, to accept Verizon's argument would be to reward Verizon for its decision to not seek

136 Fcc, United States Telephone Associations Petition for Forbearance from Depreciation Regulation of Price
Cap Local Exchange Carriers, ASD 98-91, Memorandum Opinion and Order, No. FCC 99-397, { 61 (released
December 30, 1999).

187 Tr. 273, 1/8/02 (Sovereign).

138 Tr. 247, 1/8/02 (Sovereign).

139 11, 273, 1/8/02 (Sovereign).
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represcription— a decision motivated by the fact that Verizon knew that a current FCC decision
would include longer lives than Verizon is proposing in this case.

b. The FCC’sLives Are Forward-L ooking and Appropriate for
Usein a TELRIC Study.

In the Consolidated Arbitrations proceeding, the Department found that “the FCC's
represcription process is based on a forward- |ooking orientation, including current technological
developments and trends.”**° 1t concluded that “the projection lives prescribed by the FCC in its
last represcription of NYNEX' s depreciation rates are the kind of forward- looking projection
lives required in a TELRIC study.”*4!

Verizon has offered no credible support for its claim that the FCC’s lives are not
appropriately forward-looking for usein a TELRIC study. Mr. Lee has described the evolution
at the FCC of the depreciation prescription process, reciting the ways in which both as a matter
of policy and as a matter of practice the FCC has employed increasingly forward-looking
analysis in determining depreciable lives for telephone companies.’*? Empirical datain the form
of recent trends in depreciation reserve levels both for the local exchange industry generally and
for Verizon in particular confirm the changes in FCC methodology. *** As Mr. Lee pointed out,
the depreciation reserve level for VerizonrMA has risen from 39.8% in 1991 to 53.8% in 2000
despite a growth rate in plant of over 50%.** Additionally, Verizon-MA’s depreciation rates
have averaged 7.1% over the last 10 years, while its retirement rates have averaged only 3.4%.%°

Thus, if the FCC were prescribing depreciation rates based upon historical indicators, it would be

140" consolidated Arbitrations Docket, Phase 4 Order at 55 (Dec. 4, 1996).
141 Consolidated Arbitrations Docket, Phase 4 Order at 56 (Dec. 4, 1996).
142 Ex.  ATT-6, Lee Rebuttal, at 11-13.

143 Ex. ATT-6, Lee Rebuttal, at 11-13; Ex. ATT-5, Lee Direct at 6-8.

144 Ex. ATT-6, Lee Rebuttal, at 12.

145 Ex. ATT-6, Lee Rebuttal, at 12.
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prescribing rates in the range of 3 to 5 percent instead of 7 percent.*® This confirmsthe
forward-looking nature of the FCC’ s prescriptions.
A fina empirical test of the forward-1ooking nature of current FCC prescriptions can be

performed by comparing recent life indications to FCC prescriptions, as follows:**’

Account Name Historical Life Indications FCC Prescribed
Computers 9.6 6.0
Digital Circuit 16.1 11.0
Poles 58.5 38.0
Aeria Cable Metallic 28.4 22.0
Underground Metallic 110.6 25.0
Buried Metallic 404 23.0

This data provides confirmation that the FCC'’ s projection life prescriptions are indeed forward-
looking and appropriate for use in a TELRIC study.*® In each case, the prescribed life is less
than the latest historical life indication.*® For example, the Buried Cable-Metallic FCC
prescription for VZ-MA is 23.0 years, despite a40.4 year life indication. ™ If the FCC's
projection life prescriptions were not forward- looking, the prescribed life would be the same as
the historical life, i.e. 40.4 years.*>*
C. Verizon Has Submitted No Credible Evidence that
Technological Innovations and Competition Will Decrease the
Useful Lives of Verizon’s Plant.

Verizon attempts to justify its unreasonable position by claiming that technological

innovations and competition are decreasing the useful lives of its plant and that such innovation,

146 Ex. ATT-6, Lee Rebuttal, at 12.
147 Ex. ATT-6, Lee Rebuttal, at 13.
148 Ex. ATT-6, Lee Rebuttal, at 13.
149 Ex. ATT-6, Lee Rebuttal, at 13.
150 Ex. ATT-6, Lee Rebuttal, at 13.
151 Ex. ATT-6, Lee Rebuttal, at 13.
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therefore, counsels for the use of shorter depreciation lives. Verizon's argument, however,
unravels upon closer examination.

For example, Verizon's argument is based in part on what it apparently considers the
threat of competitors offering fixed wireless services that will alow such competitors to bypass
Verizon's network and therefore decrease the need for UNEs.*®? However, alook at the redlity
of the current marketplace shows that the concerns expressed by Verizon were unfounded and
have not come to pass. By the time of the hearingsin this case, al of the companies cited by
Verizon as being competitive threats via the use of fixed wireless facilities have either filed for
bankruptcy or exited the fixed wireless business due to its economic unfeasibility.*>* Verizon
was unable to identify a single example of a company that was economically successful with
fixed wireless technology. 1>

Additionally, Verizon has provided absolutely no evidence in this case that it expects to
face any competition in the wholesale UNE provisioning market. To the contrary, the record
shows that Verizon is likely to face a steady demand for its wholesale services, either from its
own retail customers or from CLECs.>> Because the market for Verizon's wholesale services is
the only market relevant to the issues in this case, Verizon's arguments regarding potential retail
competition are irrelevant.

In sum, Verizon has provided no evidence of any technological innovation or competition
that would justify the use of depreciation lives that are dramatically shorter than those that the

FCC has prescribed.

152 Ex. Vz-6, Sovereign Direct, at 10-11.

153 Tr. 247-249, 1/8/02 (Sovereign).

154 Ty, 249, 1/8/02 (Sovereign).

156 Eg., ATT-VZ 4-29, Second Supplemental Response (proprietary Business Plan forecast).
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d. AT&T’'sRemaining Lives Are Not Relevant to a
Determination of Verizon’s Appropriate Projection Lives.

The final Verizon criticism of Mr. Lee's recommendations is its claim that, for its own
financia reporting purposes, AT& T uses lives that are even shorter than the lives which Verizon
has proposed in this docket.>® Like many of Verizon's other arguments, however, this one fails
upon closer examination.

The AT&T livescited by Mr. Sovereign are remaininglives, not projectionlives.™®” A
projection life is the life that newly placed plant is expected to have over the course of its service
life.®® Thisisfar different than the remaining life of a plant already in service, which is
essentially the number of years that plant already in place is expected to remain in service.**°
Verizon itself has admitted that remaining lives are far shorter than projection lives.**® For
example, in Pennsylvania, Verizon's projection life for fiber is 20 years, but its remaining life for
fiber isonly 11 years.*®

Because the only issue in the present case is the appropriate projection lives, remaining
lives are irrelevant. Therefore, Verizon’s comparison of its projection lives to the remaining
livesthat AT&T usesin its financial reporting is irrelevant and unpersuasive.

3. Because The FCC LivesAre Appropriate For Useln A TELRIC
Study, Verizon’s Far Shorter Lives Are Not.

As has been demonstrated above, the lives prescribed by the FCC are forward- 1ooking
and appropriate for use in a TELRIC study. % Therefore, VVerizon's proposed lives must be
tested by comparison to either the lives that the FCC has prescribed for Massachusetts or the

range that the FCC has established for the nation asawhole. The chart below sets forth some of

156 Ex. Vz-6, Sovereign Direct, at 14.
157 Ty, 334-335, 1/8/02 (Lee).
158 T, 334-335, 1/8/02 (Lee).
159 Tr, 334-335, 1/8/02 (Lee).
160 T, 334-335, 1/8/02 (Lee).
161 Ty, 334-335, 1/8/02 (Lee).
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the major asset categories that are at issue in this case, and then shows in three columns the lives
actually employed by Verizon in its study, the lives currently prescribed by the FCC for usein

Massachusetts, and the FCC range.

PROJECTION LIVES (YEARS)'®
Account Verizon FECCMass FCCRange
Digita Circuit 9 11 11-13
Aerial Cable - Metdlic 18 2 20-26
Underground Cable - Metalic 18 25 25-30
Buried Cable - Metallic 18 23 20-26
All Cable - Fiber 20 25 25-30

As this chart demonstrates, Verizon's lives are materially shorter than the FCC's lives and are
therefore not appropriate for use in a TELRIC study. Indeed, in most cases, the lives proposed
by Verizon are even shorter than the low end of the FCC's prescribed range. %

AT&T respectfully urges the Department to follow the guidance of the FCC and the
overwhelming majority of other states and adopt the Massachusetts-specific FCC lives, as
recommended by Mr. Lee. That is what the Department did in the 1996 Consolidated
Arbitrations proceeding, and Verizon has not met its burden of proving that shorter economic
lives should be used in setting UNE rates today.

C. ACFs: Verizon’s Other Annual Cost Factors of General Application
Are Excessive.

In addition to applying an exorbitant weighted average cost of capital and unreasonably
short depreciation lives, Verizon further overstates its claimed UNE costs by applying other
general annual cost factors that are excessive. These ACFs cannot withstand close scrutiny, as

discussed below. Verizon has not met its burden of proof with respect to these ACFs, and the

(..continued)
162" see also Consolidated Arbitrations Docket, Phase 4 Order at 55-56 (Dec. 4, 1996).
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Department should not consider any cost results produced by Verizon’s models without making
the ACF corrections discussed below.

1. Productivity Adjustments and Inflation. Verizon Has Failed to
Account Properly for Ongoing, Annual Productivity Gains.

Verizon concedes that its ACFs need to be adjusted downward to reflect forward- 1ooking
savings from productivity gains, and says that it did so through its VCost inputs.*®® However,
Verizon provided no explanation, justification, or even quantification of its productivity
assumptions when it submitted its recurring cost studies.'®® It turns out that Verizon applied a
“composite productivity adjustment used to bring its [actual] 1999 expensesto 2003 equal to
10.7 percent.*®” In presenting this explanation, VVerizon was trying to suggest that the
productivity adjustment it used in this proceeding is similar to the one it used in New Y ork, %8
which the New Y ork PSC ultimately accepted.'®® Verizon has failed to provide any other
support for its productivity assumption in this case.

The productivity adjustment assumed here by Verizon in fact differs markedly from that
used in New York. Since Verizon concedes that there is no reason why its productivity in
Massachusetts should be less than that in New Y ork, two major corrections must be made to

bring the productivity adjustment underlying Verizon’s cost models in line with that used in

New York. Verizon has not met its burden of proving that it should be permitted to increase its

(..continued)
163 Ex. ATT-6, Lee Rebuttal, at Attachment 1.
164 Ex. ATT-6, Lee Rebuttal, at Attachment 1.
165 Ex. vZ-36, Verizon Recurring Cost Panel Direct at 55.
186 seeid.
167 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal at 12.

The 10.7 percent figure was calculated as follows: ((1-.0228 [ 2000 productivity] )* (1-.0304)[ 2001
productivity] )*(1-.0273 [ 2002 productivity] )*(1-.0312)[ 2003 productivity] )-1=-.107. See Ex. CC-11, p.2, cell F22
(VCost excerpt) for formula, last two years' productivity assumption (and thus fact that these figures are not
proprietary); see Ex. CC-VZ 1-16 for first two years' productivity assumptions.

168 Ex. VZ-38a, Verizon Recurring Cost Panel at 12.
169 See New York UNE Rates Order at 53-56.
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expenses by applying a substantially smaller productivity adjustment in this proceeding than it
has conceded is proper in the recently completed New Y ork UNE rates case.

First, and most significantly, in New Y ork the productivity adjustment was not offset by
inflation. Verizon-New Y ork assumed productivity savings of 10 percent over the three year
period from 1998 to 2001 for its nonnetwork ACFs, and productivity savings of two percent for
the network ACFs (primarily network maintenance expenses).}’® These adjustments were
“above inflation.”*"* Verizon-New Y ork argued this point as follows:

In considering Verizon's productivity adjustments, it must be remembered that no

allowance has been made in Verizon's ACFs for the effects of inflation. Thus, the

studies assume that, in addition to fully absorbing inflation, Verizon will reduce

its network expenses by 2%, from 1998 levels and 10% for non network expenses
from these levels.*"

For example, the 10 percent adjustment was derived by assuming real productivity gains of 3.33
percent per year over three years.!”® Verizon explained that if one takes into account inflation
this “annual figure becomes 5.88% in real terms.”1’*

In Massachusetts, however, Verizon has applied its productivity factor in avery different
way. Rather than accounting for productivity above inflation asin New Y ork, here Verizon
applies both a productivity adjustment and an inflation adjustment so that “one offsets the
other.”"™® As Mr. Baranowski explained, “the productivity in the VCost model is just about
equally offset by assumptions relating to inflation, so that the net effect of the productivity is
zero because it's offset by inflation.”"® Indeed, for the three year period from 2000 to 2003

inflation more than outweighs the productivity adjustment: Verizon's cumulative three-year

170 New York UNE Rates Order at 53.

171 |d.

172 New York PSC Case 98-C-1357, Verizon New York’s Initial Post-Hearing Brief, at 45 (filed February 16,
2001). Available at < http://www.bellatlantic.com/regulatory/ny/V ZlInitial Brief.pdf >.

173 New York UNE Rates Order at 54.

174 |d.

175 Ty, 1720-1720, 1/25/02 (Anglin).

176 Tr. 2166-2167, 1/29/2002 (Baranowski).
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inflation assumption of 7.99 percent exceeds its three-year productivity factor of 5.76 percent by
2.23 percentage points.t’’

Second, in New Y ork Verizon conceded that a TELRIC study should assume annual
productivity gains “above inflation” of at least 3.33 percent per year.”® Thisis substantially
higher than the annual productivity gains assumed in this proceeding by Verizon.”® Thisannual
productivity gain of 3.33 percent must be applied in this proceeding over afive-year period, to
adjust the 1999 historic expenses that underlie Verizon’s ACFs for productivity gains expected
through 2004, the expected mid-point of the period over which rates set in this proceeding will
bein effect. Using Verizon's formula, a 3.33 percent annual productivity gain trandatesto a
composite 15.6 percent reduction in expenses over this five year period.'&°

In sum, Verizon's proposed UNE rates are overstated because Verizon increases its
historic expenses for inflation, uses too low an annual productivity growth factor, and applies
that productivity factor for too short atime. In evaluating the results of the Verizon cost studies,
the Department should therefore require that they reflect zero cost inflation and a composite
productivity adjustment of negative 15.6%. Making these two changes is necessary to ensure
that the UNE rates for VerizonMassachusetts reflect the same level of real annual productivity

gains that have been recognized and that Verizon has conceded are proper in New Y ork.

2. Merger Savings: Verizon Inappropriately Has Ignored the
Substantial Savings Resulting from the Bell Atlantic/GTE Merger.

When Bell Atlantic and GTE announced the proposed merger that created Verizon, the
companies officially announced in afiling with the Securities and Exchange Commission that

their combination would result in “annual expense synergies of approximately $2 billion” and

177" see Ex. CC-11, p.3 (excerpt from Verizon's V Cost inputs).

178 New York UNE Rates Order at 54. Seealso New York PSC Case 98-C-1357, Verizon New Y ork’s Brief
on Exceptions, at 62 (filed June 21, 2001). Available at < http://www.bellatlantic.com/regulatory/ny/brief.pdf >.

179" See Ex. CC-VZ 1-16, attachment regarding productivity growth; Ex. CC-11, p.2.
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“annual capital synergies of approximately $500 million.”*®" Verizon has stressed to the FCC
that these anticipated savings are not at all uncertain. To the contrary, it presented sworn
testimony that the merger “will produce substantial cost savings ... that are hard, real, and
certain,” and that “the new company will achieve, on a continuing basis, $2.0 hillion of annual
expense savings and $0.5 billion of annual capital expenditure savings.”*®? As of the end of
2001, Verizon was in fact well on its way to meeting or exceeding these annual savings goals.'®
Surprisingly, instead of accounting for these forward-looking savings in its cost studies,
Verizon has chosen to ignore them altogether.'®* Because the development of UNE ratesin this
proceeding must consider the forward-looking cost savings produced by the recent merger,
Verizon's common cost factor should be reduced by the amount of the anticipated savings.'®
Verizon says that the expense savings brought about by the Bell Atlantic/GTE merger are
fully accounted for in its productivity factor, and on that basis argues against separately
accounting for the merger savings.®® Buit this assertion cannot be squared with the facts. The
Bell Atlantic/GTE merger creating Verizon was not completed until June 30, 2000.1%” The
annual growth in productivity that Verizon purports is based on productivity growth trends and

predictions at Bell Atlantic that predate this merger, and thus were not caused by it and do not

reflect any impact of it.X®® The New York PSC rejected Verizon's assertions that the

(..continued)

180 Thisfigureis derived asfollows: ((1-.0333)%)-1= -.156. See Ex. CC-11, p.2, cell F22 (VCost excerpt) for
formula

181 Ex. CC-10 (excerpt of Bell Atlantic’'s Form S-4 Registration Statement dated April 13, 1999).

182 RR-DTE-84 (Declaration of Doreen Toben dated Sept. 30, 1998, filed by Bell Atlantic with the FCC to
support the Bell Atlantic/GTE merger).

183 RR-DTE-85.

184 Ex. ATT-23, Baranowski Rebuittal, at 41.

185 Ex. ATT-23, Baranowski Rebuttal, at 41-42.

186 Tr. 1866-1867, 1/25/02 (Anglin); Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal, at 11-12.

187 See Verizon's Annual Report 2000. Available at
< http://www.reportgall ery.com/work/verizon2000/verizon2000ar11.html >.

188 Tr. 1864-1865, 1/25/02 (Anglin); compare Ex. CC-VZ 1-16 (attachment depicting “Bell Atlantic Labor
Productivity Growth™) with Ex. CC-11, p.2 (excerpt from V Cost, using annual productivity assumption taken
directly from preceding Bell Atlantic Productivity Growth projection) ; seealso Tr. 2166, 1/29/2002 (Baranowski).
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productivity factor already accounts for additional merger-generated savings, and those
assertions have no greater validity here. '8

Verizon aso argues that its ongoing merger savings must be offset by the “transition
related expenses’ it has incurred in connection with its mergers.’®® Buit this assertion makes no
sense. Verizon has admitted that its one-time merger costs will all have been incurred by the end
of 2002, whereas from 2003 onward V erizon projects annual merger-related expense savings of
$2 billion.*®* A forward-looking, TELRIC study should not reflect one time, historic costs like
the transition costs temporarily incurred by Verizon. In contrast, it should and indeed must
account for the ongoing expense savings that will be brought about as aresult of this merger.
Not surprisingly, the New Y ork PSC agreed that forward-1ooking UNE rates must reflect the
savings from both the Bell Atlantic-NYNEX and Bell Atlantic-GTE mergers.®? The
Department should similarly reject Verizon's effort to ignore its forward-looking merger savings.

The evidence shows that the proper way to account for the acknowledged merger savings
is to reduce the common overhead factor by 3.57 percent.*®® This 3.57 percent adjustment is
reached by taking the combined GTE/Bell Atlantic revenue of $56 billion (found in the
GTE/Béll Atlantic merger proxy) and dividing it by Verizon's annual expected merger related
savings of $2 million (found in Bell Atlantic’s 1998 Annua Report and Verizon’s response to

RR-DTE 85) to get a total merger savings of 3.57 percent.%*

If anything, this figure is too low,
because the experience of the Bell Atlantic/NY NEX merger has shown that Verizon's actual
merger savings may exceed its estimated merger savings by a significant amount.'® Indeed, the

Rhode Idland Public Utilities Commission ordered Verizon to reduce its UNE rates by 7.11

189 New York UNE Rates Order at 76.

190 Ex. vZ-38a, Verizon Recurring Cost Panel Surrebuittal, at 12.
191 RR-DTE 85.

192 New York UNE Rates Order at 76.

193 Ex. ATT-25, Mercer Direct, at 29 & RAM-3,§ 5.5.2.
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percent to account for the merger and process re-engineering savings following the Bell
Atlantic/GTE merger to create Verizon, % and just days ago the New Hampshire PUC ordered a
similar reduction of 6.43% also “to account for merger and process re-engineering savings.”*%’

Verizon's error in omitting its substantial merger savingsis also noted by AT& T withess
Baranowski. 1% In his restatement of Verizon's loop study, Mr. Baranowski reduces VVerizon's
Joint and Common Overhead Cost Factors by 2.5 percentage points and notes that thisis quite
conservative because the record evidence has shown that a 3.57 percentage point adjustment
would be wholly appropriate.*®®

The record evidence and Verizon’s own public statements about the beneficial effects of
the merger show that a 3.57 percent reduction to Verizon's joint and common overhead cost
percentage would be reasonable, and possibly even conservative.?® Indeed, Verizon has never
disputed — with evidence or through cross-examination — that, if an adjustment is be made to
account for the Bell Atlantic/GTE merger savings, a reduction of common overhead by 3.57
percent is proper. The Department should require that Verizon's projected expenses be reduced
by at least this amount.

3. ELC: The So-Called Forward Looking To Current Adjustment Is

Inconsistent with FCC Precedent, and Is an Improper Attempt to
Recoup Embedded Costs.

Verizon has proposed a mis-labeled “forward- looking conversion” (“FLC”) adjustment

of 80% that servesto inflate its ACFs and therefore its UNE cost estimates above TELRIC

(..continued)
194 Ex. ATT-25, Mercer Direct, at 29.
195 Ex. ATT-25, Mercer Direct, at 29-30.
196 Phode Island UNE Inputs Order at 76.
197 New Hampshire 271 Conditions Order at 2.
198 Ex. ATT-23, Baranowski Rebuttal, at 41.
199 By ATT-23, Baranowski Rebuttal, at 41-42.
200 Ex. ATT-25, Mercer Direct, at 29.
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levels.?** Verizon's FLC factor is nothing more than a thinly veiled attempt to recoup costs
associated with its embedded network and current operations.?*? The proposed FLC adjustment
isnot TELRIC compliant and should be rejected.

Verizon argues that its FL C adjustment is necessary because Verizon's expense factors
are based on current expense to investment ratios.>®® According to Verizon, when these expense
factors are applied to lower TELRIC investment levels, they will effectively produce for CLECs
awindfall reduction in expenses.?%*

But the FCC has rejected this very argument. The FCC has found that to estimate
forward-1ooking economic cost consistent with TELRIC, plant-specific operations expenses of
the kind that Verizon tries to capture in its ACFs should be calculated using up-to-date expense-
to-investment ratios.?>> The FCC recognizes that application of such an expense-to-investment
ratio will result in alower estimate of forward- 1ooking expenses when the ratio is applied to
lower forward-looking investments.?%® But the FCC has expressly rejected arguments, akin to
that underlying Verizon’'s proposed FL C adjustment, that the expense-to-investment ratio must
therefore be changed to offset this effect.?®” Verizon’s FLC adjustment isinconsistent with this
FCC guidance, and inconsistent with TELRIC principles.

The reason why the FCC rejected such an adjustment, and why the Department should do
the same in this proceeding, is smple. Because TELRIC envisions a new, least cost, efficient,
forward-1ooking technol ogy-based network built today to serve current demand, many of the
embedded Verizon inefficiencies produced by continuing labor intensive efforts with

technologically obsolete equipment to serve increasing demand will not exist in the forward-

201 By vZ-36, Verizon Recurring Cost Panel Direct at 56, 59-60; Tr. 3478-3479, 2/7/02 (Anglin).
202 Ex. ATT-23, Baranowski Rebuttal, at 35.

203 Ey. VZ-36, Verizon Recurring Cost Panel Direct Testimony, at 98-99.

204 Ey. VvZ-36, Verizon Recurring Cost Panel Direct Testimony, at 98-99.

205 FCC'sUSF Inputs Order 1] 341, 346-347.
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looking environment.?°®  Furthermore, as telephone technology improves and the equipment
becomes more sophisticated, it also becomes less labor intensive ard more “user friendly” to
operate and maintain. 2% Verizon also fails to acknowledge that in addition to the lower
investment required in a forward- looking network, the mix of assets in a forward- looking
network will also be different.?'® The forward-looking TELRIC construct allows for the
construction of an all- new facility using the most efficient available technology, and the lowest
cost network configuration.?** Thiswill result in lower overall expenses.?*? For example, as Mr.
Baranowski demonstrated in his Rebuttal Testimony, a shift in the design of the forward-1ooking
network from less efficient copper feeder to more efficient fiber feeder produces an 81.6%
reduction in operating expenses even before the lower investment costs of fiber are taken into
account.?™® Thisis consistent with the FCC's finding that one should “expect the forward-
looking plant with considerably more fiber and less copper to have lower maintenance costs than
the current plant, which has more copper.”'

Therefore, in a forward- looking network, expenses can be expected to decrease in the
same manner as investments.?*® In contrast to Verizon's embedded cost approach, these facts

actually support a forward-looking network adjustment factor that reduces forward-looking

operating expenses, not increases them, as \Verizon proposes.?® Thus, there is no need for

(..continued)
206 ECC’s USF Inputs Order 1 351, 365-369.
207 FCC’s USF Inputs Order 1 3609.
208 By ATT-23, Baranowski Rebuttal, at 35-36.
209 By ATT-23, Baranowski Rebuttal, at 36.
210 By ATT-23, Baranowski Rebuttal, at 36.
21147 CFR. § 51.505(b)(1); Ex. ATT-23, Baranowski Rebuttal, at 36.
212 Ex. ATT-23, Baranowski Rebuttal, at 36.
213 Ex. ATT-23, Baranowski Rebuttal, at 37-38.
214 ECC’s USF Inputs Order, 1 369.
215 Ex. ATT-23, Baranowski Rebuttal, at 36.
216 Ex. ATT-23, Baranowski Rebuttal, at 36.
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Verizon's FLC factor and the inclusion of it in Verizon's cost studies violates TELRIC
principles.

4, Network ACF: Verizon Overstates Its Repair and Maintenance
Expenses.

Verizon applies a“Network ACF” to all of its claimed UNE recurring charges.?!’ This
factor istoo high, and needs to be reduced substantially, because it reflects historic costs with
only a negligible downward adjustment that fails to account for forward-looking savings that
would be expected in a modern, reconstructed network.

“The starting point for the Network ACF is the set of expenses that have been incurred in
1999 for repairing and rearranging [Verizon's] plant and equipment.”?*® For the Network ACFs
that apply to copper cables and drop wire, Verizon adjusts the 1999 cost of responding to trouble
reports (the Repair expenses, or “R” dollars) down by five percent.?° However, Verizon made
no similar adjustment to the 1999 historic costs for all other categories of Repair or “R”
expenses, and made no such adjustment to any category of costs associated with nonttrouble
moves, changes, rearrangements, or upgrades of plant (the Moves and Rearrangements expenses,
or “M” dollars).??°

Thisisincorrect. Asthe FCC has found, “forward-looking expense estimates should not
reflect the cost of maintaining the incumbent LEC’s embedded plant.”?%:

In aforward-looking network, Verizon can expect to incur substantially lower repair and

maintenance expenses than it currently incurs in connection with its embedded, inefficient

217 Ex. VZ-37, Verizon Recurring Cost Study, Workpapers Part G-5.

218 Ex VZ-36, Verizon Recurring Cost Panel Direct, at 42.

219 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 43; Ex. VZ-37, Verizon Recurring Cost Study,
Workpaper Part G-5, Tab 7.“R”".

220 Ex. vZ-36, Verizon Recurring Cost Panel Direct, at 43-44; Ex. VZ-37, Verizon Recurring Cost Study,
Workgaper Part G-5, Tabs6.“M” and 7.“R".

221 'FCC’'sUSF Inputs Order  351.
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network.??> When the new forward-looking plant specifically designed to serve current demand
isinstalled, both repair expenditures associated with defective pairs and rearrangement expenses
will decline from their historic levels.?*® These reductions must be accounted for in any TELRIC
compliant cost study.

Verizon understates these reductions, and thereby inflates its claimed costs. For example,
Verizon computes the maintenance and repair expense for metallic cable based on the embedded
relationship of its current metallic cable repair and maintenance expenditures to its embedded
cable investment.?** Before computing the ratio, however, Verizon adjusts the actual repair
expenses by reducing them by five percent for “Latest Design Standards.”*?® Verizon provides
no explanation for this adjustment, and it appears that such a small adjustment falls far short of
the actual adjustment required to capture the maintenance and repair benefits of an al new
metallic cable facility.??® In order to properly account for the cost savingsin a forward-looking
network, Verizon should have reduced its repair and maintenance expenses by at least the 30
percent recommended by AT& T witness Baranowski.?*’

The New Y ork PSC recently rejected Verizon's arguments on this issue and ordered
Verizon to make a 30% reduction to these costs, for all ARMIS categories except for poles and
conduit.?*® Because Verizon has offered no support for its de minimus 5% reduction in
Massachusetts, and because AT& T’ s recommendation is supported by the recent New Y ork
UNE Rates Order, the same 30% reduction to Verizon's historic “M” and “R” dollarsis

warranted here. Verizon's proposed UNE rates are overstated, and its models should be

evaluated only after this reduction is made.

222 ey ATT-23, Baranowski Rebuttal, at 43.

223 Ex. ATT-23, Baranowski Rebuttal, at 43.

224 Ex. VZ-37, Verizon Recurring Cost Study Workpapers Part G-5.

225 By \VZ-37, Verizon Recurring Cost Study Workpaper Part G-5, Tab 7.“R”, Column “E”.
226 Ex. ATT-23, Baranowski Rebuttal, at 43.
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5. Retail Cost Adjustments: Verizon Improperly Includes Substantial
Retail Expenses |In Factors Used to Justify High UNE Rates.

Most of Verizon's ACFs are based on expense-to- investment ratios, and “are used to
estimate the level of annual experse that [V erizon] can expect to incur to provide a particular
network element based on the investment of the element.”®*® Verizon begins with historic
expense data from its 1999 ARMIS reports to the FCC, and then makes certain adjustments.?*°

Verizon acknowledges that in estimating forward- looking expenses associated with the
wholesale provisioning of UNESs one must “exclud[€] retail expense”?*! It is undisputed that
retail- related expenses must be excluded from the Network, Wholesale Marketing, Other
Support, and Common Overhead ACFs within Verizon's recurring cost models. %2

For the reasons discussed below, Verizon has substantially understated the amount of its
historic expenses that must be excluded as purely retail- related, and in so doing has substantially
overstated its ACFs and therefore its UNE cost estimates. Verizon includes substantially more
retail- related expenses in its ACFs than the Department permitted in the Consolidated
Arbitrations proceeding. In that proceeding the Department “made findings with regard to retail-
related costs in [the] Order on Phase 2,” which it then used to set UNE rates.?** Verizon has not
presented any good reason for deviating from the Department’ s previous findings regarding the
extent to which Verizon's expenses are retail- related, and with the exception of its baseless

arguments regarding advertising expense Verizon has made no effort whatsoever to defend its

arbitrary assumptions that a minimal share of its historic expenses are retail-related.

(..continued)

227 Ex, ATT-23, Baranowski Rebuttal, at 43.

28 New York UNE Rates Order, at 66-69.

229 By \VZ-36, Verizon Recurring Cost Panel Direct, at 35.

230 Ex. VZ-36, Verizon Recurring Cost Panel Direct at 42; Ex. VZ-38a, Verizon Recurring Cost Panel
Surrebuttal, at 12; Ex. VZ-37, Verizon Recurring Cost Study, Part G4, Tab 1.

21 Ex. vZ-36, Verizon Recurring Cost Panel Direct, at 21.

232 By vZ-36, Verizon Recurring Cost Panel Direct, at 54-55.

23 Consolidated ArbitrationsDocket, Phase 4 Order at 57 (Dec. 4, 1996).
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Verizon asserts, wrongly, that the extent to which its ACFs are based on purely retail-
related expenses is an issue that should be reserved for Part B of this proceeding, and that until
the Department sets a new discount for resellers Verizon should be permitted to increase its UNE
rates by including substantial retail-related expenses within its ACFs.>** This suggestion makes
no sensg, for at least two reasons.

First, the cost-based statutory standard for setting wholesale UNE rates is very different
than the standard for determining the resale discount. Asthe New Y ork PSC has properly
determined, the Eighth Circuit’s ruling regarding the standard for determining the resale discount
in no way permits Verizon to include retail- related expenses in the basis for its wholesale UNE
rates.”®> Thisis discussed below in Section 11.C.5.a, beginning at page 46.

Second, Verizon's suggestion would make no sense even if one assumed solely for the
sake of argument that the Eighth Circuit’s decision about the resale discount somehow governed
the setting of UNE rates. Under that assumption, since the Department has ruled that pending
further FCC action it will maintain the current resale discount and thus maintain the underlying
calculation of the percent of total costs to be excluded as retail-related, the same status quo
should be maintained as the default for purposes of setting UNE rates. In Part B of this
proceeding, the Department has dismissed Verizon's cost study and held that the current resale
discount will remain in place until the FCC issues new pricing rules for the resale discount and
the Department is able to conduct a proceeding to apply those new pricing rules.>*® Thereis no
basis at this time for permitting Verizon to inflate its UNE rates by assuming a different
definition of what expenses are retail- related than was adopted by the Department in the

Consolidated Arbitrations proceeding and underlies the resale discount that remains in place.

234 Ex. 38a, Verizon Recurring Cost Panel Surrebuttal, at 17.
235 New York UNE Rates Order at 64.
236 Docket DTE 01-20, Part B, Interlocutory Order on Part B Motions, issued April 4, 2001.
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a. The Eighth Circuit’s Decision Regar ding the Resale Discount
Has No Bearing on Wholesale UNE Costs.

The 1996 Act has defined two very different means by which a CLEC may use Verizon's
facilities, with two very different pricing standards. On the one hand, Congress directed that a
CLEC may purchase unbundled network elements from Verizon, which can be used to provide
any services of the CLEC’ s choosing.

[T]he Act provides a distinct pricing mechanism for purchase of network
elements from incumbents. New entrants are to obtain access to these elements at
“rates, terms, and conditions that are just, reasonable, and nondiscriminatory.”

47 U.S.C. 8 251(c)(3). Inturn, these rates are to be “based on the cost
(determined without reference to a rate-of-return or other rate-based proceeding)
of providing” network elements and “may include a reasonable profit.”

§ 252(d)(1)(A)(1) & (B).*’

Alternatively, a CLEC may engage in the resale of an existing Verizon retail service, under 47
U.S.C. 8§ 251(c)(4). The pricing of resold services follows a very different standard.

Congress also provided a completely separate and distinct pricing methodology
for the resale provision. This methodology provides that incumbent carriers are to
recoup the full retail rate they currently charge customers for conplete telephone
services minus “any marketing, billing, collection, and other costs that will be
avoided by the local exchange carrier” in selling at wholesale to a new entrant.

§ 252(d)(3). Thus, unlike the pricing rule for the unbundled access provision, the
resale pricing rule begins with the current retail rate as the proper baseline for
calculation, not with cost.?*®

As the Department is aware, the United States Court of Appeals for the Eighth Circuit has held
that the statutory standard for resold services that starts with an ILEC’ s retail rates and subtracts
purely retail expenses “that will be avoided” was improperly read by the FCC as excluding
retail- rel ated expenses that “can reasonably be avoided.”%*°

But the Eighth Circuit’ s decision regarding the pricing standard for resold services has

nothing to do with the pricing of UNES. The New York PSC so held, explaining that:

237 AT& T Communications of the Southern States, Inc. v. Bell South Telecommunications, Inc., 286 F.3d 1294,
1297 (11" Cir. 2001).
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[W]e aso see no need to modify the retail avoided cost adjustment further in light

of the Eighth Circuit, inasmuch as the portion of the decision not stayed relates to

resale rather than UNES, and TELRIC-based decision on UNEs should continue

to reflect avoidable, rather than only avoided, retail costs.?*°
Thislegal conclusion is correct, for the simple reasons stated in the preceding paragraph.

By statute, UNE rates may only reflect the cost of providing the network element.?*
Verizon'sretail-related costs are not costs of providing UNES, and thus may not form part of the
basis for its UNE rates. Indeed, the FCC's rules expressly provide that in calculating wholesale
UNE rates the Department may not consider “[r]etail costs includefing] the costs of marketing,
billing, collection, and other costs associated with offering retail telecommunications services to
subscribers who are not telecommunications carriers.”*? Verizon's cost studies do not comply
with this requirement.

Verizon therefore erred when it based its adjustment for retail- related expensesin its
UNE cost studies solely upon the now-dismissed avoided cost study methodology that Verizon
filed in Part B and based on its interpretation of the Eighth Circuit’s ruling.?** Verizon has
understated the need to subtract retail-related costs, because it has applied the wrong standard.

b. Verizon's ACFs Should be Revised to Exclude At Least the

Shar e of Expenses Found to be Retail-Related in the
Consolidated Arbitrations Proceeding.

In the Consolidated Arbitrations proceeding, the Department found that all of Verizon's
product management, sales, and product advertising expenses, most of its customer service

expenses, and much of its testing services are retail-related and thus must be excluded from any

(..continued)

238 AT& T Communications of the Southern States, Inc. v. BellSouth Telecommunications, Inc., 286 F.3d 1294,
1297-1298 (11 Cir. 2001).

239 | owa Utilities Board v. FCC, 219 F.3d 744, 755 (8" Cir. 2000).

240 New York UNE Rates Order at 64.

24147 U.S.C. § 252(d)(1)(A)(i).

24247 CF.R. § 51.505(d)(2).

243 see Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 49.
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estimate of UNE costs.?** 1t also found that some of Verizon'sindirect expenses should be
excluded, and that the excluded share of indirect expenses should at least equal the ratio of the
retail- related direct expenses to the total direct expenses.?*

Verizon has not met its burden of proving that a different result should be obtained here.
When the Department dismissed Verizon's “avoided cost study” in Part B on April 4, 2001, it
expressy stated that its “decision to hold the Part B proceedings in abeyance in no way affects
review of UNE rates in Part A of this docket.”®*® At no time after April 4, 2001, did Verizon
make any effort to provide evidentiary support for the “avoided cost study” in Part G-1 of its
workpapers that underlies the ACFs it uses to estimate UNE costs in Part A.

It is a simple matter to restate Verizon's “avoided cost study” input to its ACFs, so that it
is no longer inconsistent with the Department’s prior findings regarding which expenses are
retail-related. One need only go to the electronic version of Verizon's recurring cost study,

Part G-1, Tab 1, and change the *“avoided amount” for Product Management and Product
Advertising to 100 percent of the total expense amount, and change the “avoided amount” for
Testing to at least $14,216,000.%*" The resulting ratio of retail- related direct expense to resulting
direct expense is 26.50 percent. This ratio then needs to be applied as the share of retail-related
expenses for al indirect expense categories except the one (general purpose computers) that
Verizon has aready determined has a higher share. The result is that 30.42 percent of the total
indirect expenses are retail-related. These results — shown in the form of a restatement of

Part G-1, Tab 1 — are attached hereto as a one-page addendum.

244 Consolidated ArbitrationsDocket, Phase 2 Order at 19, 36-38 (Dec. 3, 1996); Phase 2-A Order at 2-5
(Feb. 5, 1997); Phase 4 Order at 57 (Dec. 4, 1996).

245 consolidated ArbitrationsDocket, Phase 2 Order at 22-23 (Dec. 3, 1996).

246 Docket DTE 01-20, Interlocutory Order on Part B Motions (April 4, 2001).

247 Consolidated Arbitrations Docket, Phase 2 Order at 19-20; Phase 2-A Order at 4-5.
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This restated “avoided cost study” iswhat Verizon should have used in calculating its

ACFs. Instead, Verizon estimated UNE rates on the assumption that only 22.06 percent of direct
expenses and 10.90 percent of indirect expenses are retail-related and thus should be excluded
from its cost study. 2*® This assumption has no evidentiary support. The Department should
make the changes summarized above, and ensure that they are carried through to all portions of
Verizon's ACF calculations and then into all of its UNE cost estimates, before evaluating the
results of Verizon's recurring cost models.

C. Verizon’sWholesale Marketing ACF Should Reflect All of

These Changes, Including Treating 100 Per cent of Historic
Advertising Expenses as Retail Related.

In Part G-4 of its recurring cost study, Verizon proposes a number of different Wholesale
Marketing ACFs. Verizon notes that each of them must be reduced to account for the “portion of
marketing expenses [that] will be avoided in a wholesale environment,” consistent with their
treatment in the “avoided cost study” presented in Part G-1.>*° Thus, in accord with the
Department’s prior findings that 100 percent of Product Management, Sales, and Product
Advertising expenses is retail- related (see preceding section), the three Wholesale Marketing
ACFs for these categories must also be set to zero.?*° In addition, Verizon represents that 84.23
percent of its Customer Services expenses are retail-related.?®* This percent should be (but is
not) reflected in the wholesale marketing workpapers; correcting this minor error reduces the

Customer Services Wholesale Marketing ACF from 0.0029 to 0.0026.2°2

248 py VZ-37, Verizon's Recurring Cost Study, Part G-1, Tab 1.

249 Ex. VZ-37, Verizon's Recurring Cost Study, Part G-4, “Description of Study.” Seealso Ex. VZ-36,
Verizon's Recurring Cost Panel Direct at 49 (wholesale marketing expenses are “ adjusted by avoided retail costs”).

250 see Ex. VZ-37, Verizon's Recurring Cost Study, Part G-4, Tab 2.

21 By vZ-37, Verizon's Recurring Cost Study, Part G-1, Tab 1, Line 6, Column F.

252 gee Ex. VZ-37, Verizon's Recurring Cost Study, Part G-4, Tab 17.
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In its testimony, the only of its Wholesale Marketing ACFs that Verizon attempts to
explain or defend is the factor related to advertising expenses.?®® But Verizon's arguments have
previously been rgected by the Department, and make no more sense today.

Verizon's proposal to include any advertising costs in the development of its claimed
UNE costs should be rejected.?>* The entirety of Verizon's advertising costs should be
considered retail-related, and thus should be excluded in the calculation of wholesale UNE
rates.”>® That is what the Department concluded in the prior Consolidated Arbitrations
proceeding, 2>® and Verizon has not met its burden of proving that a different result should obtain
thistime. Verizon's proposed inclusion of advertising costs is based on costs that Verizon has
incurred in connection with retail services, not with the provisioning of UNEs on awholesae
basis.>>” Verizon failed to prove that it would have to conduct any advertising in connection
with the provision of UNEs on awholesale basis.

Verizon'sinclusion of retail advertising expenses fails to recognize that Verizon is the
only provider of wholesale UNEs.?*® Verizon has been unable to provide any evidence that it
has ever incurred material advertising expenses in connection with its wholesale provisioning of
UNEs.?*® Dr. Taylor has explained that under TELRIC Verizon is assumed to continue as a
monopolist in the wholesale market, serving the entire increment of demand for each element,
for both itself and all other retail providers.?®® Therefore, as the Department previously found,

AT&T and other CLECs do not require Verizon's advertising in order to determine from which

253 Ex. VZ-38a, Verizon's Recurring Cost Panel Surrebuttal, at 17-20.

254 Ex. ATT-23, Baranowski Rebuttal, at 44.

255 Ex ATT-23, Baranowski Rebuttal, at 44.

256 Consolidated Arbitrations Docket, Phase 2 Order at 19 (Dec. 3, 1996).

257 Ex. ATT-23, Baranowski Rebuttal, at 44; Tr. 1727-1729, 1/25/02 (Anglin).

258 Tr, 1730, 1/25/02 (Anglin).

29 Ty 1727-1729, 1/25/02 (Anglin); Tr. 3414, 2/7/02 (Anglin).

260 Ty 16-17, 1/7/02 (Taylor); Timothy Tardiff, William Taylor, Charles Zarkada, and Jaime d’ Almeida, An
Economic Evaluation of Network Cost Models, Appendix A at 4, published by the National Economic Research
Associates (Aug. 7, 2000); reprinted in relevant part at Ex. ATT-3, Hirshleifer Surrebuttal, Attachment JH-12.
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LEC to purchase UNEs.?®! This remains true today in the context of setting UNE rates. Less
than three months ago the New Jersey Board of Public Utilities ordered Verizon “to eliminate all
advertising expenses used in the development of its expense factors’ and noted that “Verizon
was unconvincing in its argument that it would incur such expense in providing wholesale
services such as UNEs.”?%2

Verizon nonetheless insists that in the purely wholesale environment relevant to a
TELRIC analysis it would engage in “general market stimulation advertising, brand awareness
advertising,” and “ advertising directed toward the CLECs themselves.”?®® But Verizon made
these same failed arguments in the Consolidated Arbitrations proceeding, and the Department
rejected them after full consideration, explaining that:

In a monopoly wholesale marketplace, the wholesaler has an interest in expanding

its business, but retailers have precisely the same interest. Retallers also have an

interest in promoting their service over those of other retailers, but the wholesaler

is neutral with regard to those market share issues. Its market share, after al, will

remain at 100 percent regardless of the distribution of customers among the

retailers. If we envision a marketplace in which retailers are reasonably astute in

determining how much they need to spend on advertising to maximize their

profitability, that will be all the advertising that is required. There would be no

need in such a market for NYNEX, as an efficient wholesaler, to advertise at
d|.264

There is no credible evidence supporting Verizon’s claimed wholesal e advertising costs.
Verizon'sinclusion of advertising costs in its ACF calculations should be therefore rejected, and

the Department should once again set UNE rates by excluding all advertising expenses.

261 consolidated ArbitrationsDocket, Phase 2 Order at 19 (Dec. 3, 1996).
2 New Jersey UNE Rates Order at 5 (Dec. 17, 2001). See also New York UNE Rates Order at 69-70
(requiring Verizon to treat 85% of its advertising expenses as retail avoidable).
263 Ex \vZ-38a, Verizon's Recurring Cost Panel Surrebuttal at 17-18.
264 Consolidated Arbitrations Docket, Phase 2 Order at 19-20 (Dec. 3, 1996).
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[1. SWITCHING: THE DEPARTMENT SHOULD REJECT VERIZON'S EXCESSIVE SWITCHING
RATES AND INSTEAD ADOPT TEL RIC-COMPLIANT RATESWELL BELOW THE L EEVEL
RECALCULATEDBY M S. PITTS, SHOULD REJECT VERIZON’S PROPOSED DUF
CHARGESAS I T HASBEFORE, AND SHOULD SET RECIPROCAL COMPENSATION
TERMINATION CHARGESEQUAL TO OTHER SWITCHING RATES.

Verizon's unbundled switching rates should reflect the corrected cost of capital,
depreciation, and other ACF adjustments discussed in Section Il. In addition, they should reflect
the switch-specific considerations discussed below.

A. | ntroduction to Switching Rates: Verizon's Proposed Switching Rates Are
Much Too High, and Not Supported by the Evidence.

The switching rates proposed by Verizon are substantially overstated.?®> Catherine Pitts
— appearing on behalf of AT& T and WorldCom — has provided a compelling critique and
restatement of Verizon's own switch study that corrects for Verizon's use of switch material
prices that are much too high when evaluated against Verizon’s own switch pricing evidence.
However, Ms. Pitts' correction for this key input results in switch cost estimates that are still too
high, as shown by further Verizon information received late in this case —in early February 2002
— in response to Department record requests. The latest information pried from VerizonMA,
after Ms. Pitts had testified, makes clear that switching rates for Massachusetts should be set at a
level well below even those proposed in Ms. Pitts' restatement (see Section 111.B.2.a, beginning
a page 62). The FCC has now made clear that under TELRIC it isimproper to base unbundled
switching costs entirely on the high prices associated with switching growth parts, and that a
state commission must instead look either entirely to new switch pricing or mostly to new switch
pricing?®® (see Section 111.B.3.b, beginning at 71).

Ms. Pitts also demonstrates and corrects the many other problems with Verizon’'s switch

study, including: the overstated EF& | factor; the misallocation of ron-traffic-sensitive costs to

265 gee Ex. ATT-20, Pitts Revised Rebuttal, and Ex. ATT-21, Pitts Surrebuttal.
266 FcC'sRhode Island 271 Order § 34 (emphasis added).
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the traffic-sensitive, minute of use charges; the unsubstantiated assumption that trunks will be
underutilized, thereby artificialy inflating the common trunk port charges; the assumption of
inflated right-to-use fees, and unsubstantiated feature costs (see Section I11.C, beginning at

page 78). Separately, we explain why the Department should reject Verizon's improper charges
for Daily Usage Files, asit did in the 1996 Consolidated Arbitrations proceeding (see
Sectionll1.C.8.b, beginning at page 96). Finally, Ms. Pitts also corrects for Verizon's use of an
incorrect, nonTELRIC methodology to compute reciprocal compensation (see Section I11.E,
beginning at page 106).

Just weeks ago Verizon essentially conceded that the local switching rates it is proposing
in this docket are not credible, when it reduced them in Rhode Island by more than half to levels
approximating those accepted by Verizon in New York. But, as explained below, even these
revised switch rates are far in excess of what Verizon’s own evidence in this case shows are the
maximum acceptable rates under TELRIC. The New Y ork numbers are too high mostly because
they are based on substantially older data— the New Y ork PSC did not have the benefit of more
recent information that Verizon has offered or been forced to produce in this proceeding — and
aso because they are the result of margin analyses by the New Y ork Staff taking into account
VerizonNY'’s substantialy higher retail rates. Let us explain.

In Rhode Island, Verizon attempted last November to moot criticism of its switching
rates by adopting new switching rates similar to those it has proposed in Massachusetts in this
proceeding.?®” The Rhode Island switching rates were severely criticized by AT& T and
WorldCom on many grounds, including but not limited to the particular ones noted by the FCC
initsfinal order.?®® On February 14, 2002, VerizonRI effectively conceded that the rates it had

imported from Massachusetts would not pass muster, and it abandoned its switching usage and

267 ECC’sRhode Island 271 Order § 23.
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line port rates and replaced them with new rates similar to those accepted by Verizon in New
York.?®® Because the original Rhode Island switching rates were not “adopted through a
proceeding which correctly applied TELRIC principlesin al instances,” and the new

February 14 rates “did not result from arate proceeding with a thorough record that would allow
[the FCC] to determine whether the faulty assumptions underlying its original rates were
corrected,” the FCC applied its Section 271 benchmark analysis without attempting to analyze
whether the February 14 rates were TELRIC-compliant.?°

The point of summarizing this recent Rhode Island history issimple. 1t demonstrates that
the switching rates proposed in Massachusetts, and imported by Verizon to Rhode Island last
November, are exorbitant. They are so high that Verizon had to abandon them during the Rhode
Island 271 process.

But the recently adopted New Y ork switching rates, which served as the model for the
latest switching rates voluntarily adopted by VerizonRI, are also much too high for
Massachusetts. They cannot be squared with VerizonMA’s own evidence of markedly lower
switch material prices. Sinceit is undisputed on this record that telecommunicationsis a
declining cost industry (see Section |.D., beginning at page 8), there is every reason to believe
that rates set on more up-to-date information will be lower. Verizon's cost studies, filed on
February 7, 2000, were based primarily on data from 1997 and 1998, as year-end 1999 data
was not yet available.?’? But the cost studies filed here in May 2001 reflect data from 2000, and

a Department record request to Verizon in January 2002 elicited even more up-to-date facts

(..continued)

288 ECC’ s Rhode Island 271 Order 11 33-36.

269 5ee FCC' s Rhode Island 271 Order  47; Verizon-Rhode Island’ s February 14, 2002, ex parte submission to
the FCC in CC Docket No. 01-324. AT&T provided a copy of this ex parte submission to the Department and the
full servicelist on February 21, 2002.

210 FCC’ s Rhode Island 271 Order 11 32, 36.

271 New York UNE Rates Order at 4.

272 See also Tr. 1514, 1/24/02 (Turner).



about switching costs. VerizonMA’s own data demonstrate that the New Y ork rates, even if
accurate based on the record available to the New Y ork PSC, are much too high when evaluated
against the evidence upon which the Department must base UNE rates in this proceeding.

A simple, but central, example demonstrates the point. The New Y ork rates were
estimated by assuming that switch material investment prices would equal $105 per access
line.2”® According to VerizonMA’s own cost study in this proceeding, however, it can serve
forward-looking switching demand by installing Nortel DM S-100 switches at a per-line
investment of $82.62.2’* Thisfigureis amost 21 per cent belowthe assumption adopted in New
York. Because the Nortel and Lucent end-office switches are interchangeable, this is the highest
possible switch investment cost that could reasonably be assumed as in input for setting
Massachusetts UNE rates, based solely on the inputs used by Verizon itsdlf in its cost study.
(See Section 111.B.1. beginning at page 58.)

In fact, however, Verizon can and does purchase Nortel switches for far less than the
prices assumed in its cost study. VerizonMA finaly revealed this important fact in early
February 2002, in its supplemental response to RR DTE-49. Asexplained in Section 111.B.2.a.
beginning at page 62, these new data show that the prices that Verizon actually pays for new
Nortel switches amount to a switch material price per POTS line of only $17.57. Thisisa
whopping 83.5 percant belowthe switch material prices assumed by the New Y ork PSC.

In sum, although the New Y ork switch rates demonstrate that VerizonMA’s proposed
charges are not credible, the updated data provided by Verizon in this proceeding prove that even

Ms. Pitts’ restatement of the Verizon switch cost study produces results far in excess of

273 New York UNE Rates Order at 24, 32.

274 Ty, 1591-1593, 1/24/02 (Matt). See also Ex. ATT-20, Pitts Revised Rebuttal, at 20 (The calculation in Ms.
Pitts' revised rebuttal preceded Verizon's modification of the its switching study after Verizon revealed that the
Springfield tandem host and three remotes were incorrectly included in both the end-office study and the tandem
study.)

-55-



TELRIC-compliant levels. Verizon MA’s cost study reflects switch prices well below the inputs
used by the New York PSC, and the latest data from Verizon shows that the prices it actually
pays for switching are substantially below that.

It is also important to note that the New Y ork rates were deemed acceptable by PSC Staff
on the basis of margin analyses, and those rates only work in the New Y ork market without
creating an unterabl e price squeeze because Verizon's retail rates are higher in New Y ork than
in Massachusetts. The following quote from New Y ork PSC Staff panel testimony in support of
the Joint Settlement in New Y ork confirms this point:

It is our expectation and belief that the significant reductions in wholesale prices

created by the Commission’s [UNE rate] decision, will result in the marketing of

competitive local telephone service offerings throughout the state and across all

customer groups. We have reviewed pro-forma margin analyses which, in our

view, now provide CLECs with an opportunity to cover their costs and to make a

profit, while at the same time offering customers savings and a choice of products
and services.?”®

But here Verizon has presented no evidence that its inflated UNE rate proposals would permit
CLECs “to cover their costs and to make a profit” when competing against Verizon's
Massachusetts UNE rates.

For the reasons discussed in the following sections, AT& T respectfully urges the
Department to adopt switching rates that are set substantially below those recalculated by Ms.
Pitts using Verizon's own cost study. Even the numbers as originally restated by Ms. Pitts are
much too high, because she was unable to incorporate the cost savings that result from data or
analysis that were unavailable to her last summer when she was preparing her restatement. We

now know that the Nortel contract switching prices used in Ms. Pitts' analysisin fact apply only

275 NY PSC Case 00-C-1945, NY PSC Staff Panel Testimony regarding the Joint Proposal Concerning
Verizon Incentive Plan for New York, Tr. 2/14/02 at 6-7.

- 56 -



to switching growth parts, and that Verizon pays stbstantially lower prices for new Nortel
switches through competitive bidding (see Section 111.B.2.a).2"

As discussed below, Verizon's own evidence in this case demonstrates that the key
switching rates for Massachusetts should be set at or close to the numbersin the final column of
the following table, and well below the rates as originaly revised by Ms. Pitts. For convenience
sake this table summarizes only the key switching rate elements. The other switching port and
usage rates should be decreased proportionately. The feature port additive charges should be

eliminated for the reasons discussed below.

Summary of Key Switching Rate Elements

New Switch
Growth Part Pricing Only Pricing
VZ-RI's Ms. Pitts
Revisions Revisons per RR
Rate Element VZ-MA?" toVZ-MA?® toVZ-MA?°® DTE-49%%°
Analog Line Port per month $2.55 $1.86 $1.93 $0.41
Switching — Originating per MOU .0028880 .0013580 .0003133 .0000658
Switching — Terminating per MOU  .0025330 .0011920 .0002749 .0000577
Trunk Port — Common per MOU .0005690 .0003931 .0000826
Tandem Switching per MOU .0002720 .0000840 .0000176
Tandem Trunk Port per MOU .0005940 .0001793 .0000377

The explanation of the numbersin this table — i.e., the reasons why Ms. Pitts' restatement errson
the high side, including but not limited to new information just obtained regarding the even

lower pricesthat Verizon in fact pays to purchase new switches via competitive bidding, and

276 verizon-VA's Response to the FCC's RR VZ-VA -32, reproduced in the proprietary and non-proprietary
attachmentsto RR-DTE-49S.

277 RR ATT-2 (Verizon's proposed recurring costs revised January 2002).

278 gSee Verizon-Rhode Island’ s February 14, 2002, ex parte submission to the FCC in CC Docket No. 01-324.
AT&T provided a copy of thisex parte submission to the Department and the full service list on February 21, 2002.

279" Adapted from Ex. ATT-20, Pitts Revised Rebuttal, Ex. CP-1. Port rates reflect 0.5% reduction from
original Pitts rate, to account for correction to non-conversation time factor. See Ex. ATT-21, Pitts Surrebuttal,
at 10. End office switching rates reflect 2.0% reduction for correction to non-conversation time factor. Id. at 10.

280 see Section 111.B.2.a beginning at page 62, below, for an explanation of why these numbers are the result
that follows from Verizon’s own record evidence in this proceeding.
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why we now know that her restatement represents the results based on 100% growth part pricing,
which the FCC has now emphatically rejected®® — are discussed in the following sections,

B. Switch Material Prices Are Essential Inputsand Must Reflect
Forwar d-L ooking Economic Costs.

To estimate forward- looking switching costs one must start with accurate switch material
prices. The material investments for Verizon’'s switch study were developed using the SCIS
model developed by Telcordia ?®? SCIS contains the list prices of switch manufacturersin its
databases.?®® Because SCIS does not contain the substantial discounts from the list price that
telephone companies receive from switching vendors, discount inputs must be entered into the
SCIS program in order for SCIS to compute a net price.?®* Asthe FCC has noted, the SCIS
program cannot be used to produce meaningful outputs if it is run using incorrect price inputs.?®
The same is true for the HAl Model. When essential price inputs to a model are much too high,
the ultimate switch UNE prices will also be much too high. 2%

1 Ms. Pitts Switch Material Price Inputs Based on Verizon’s Switching
Contracts Are Validated by Verizon’s Own Assumptions Regarding

the Pricefor Nortd Switches, Which Verizon Asserts Will Be Half the
Price of Lucent Equipment.

There has been substantial debate in this proceeding whether UNE switching rates should
be set assuming the pricing for all new switches, or assuming some blend of new switch pricing
and a (small) proportion of switch growth parts. This debate is analyzed Section 111.B.3, which
begins at page 68. However, it turns out that the switch material pricing used by Ms. Fitts to

restate Verizon's cost study can be validated using Verizon's own cost study inputs. Verizon's

281 FCC'sRhode Island 271 Order 1 34 (emphasis added).
282 py VZ- 36, Recurring Cost Panel Direct, at 131.
283 Ex. ATT-20, Pitts Revised Rebuttal, at 9.
284 Ex. ATT-20, Pitts Revised Rebuttal, at 10.
25 |n the Matter of Open Network Architecture Tariffs of Bell Operating Companies, Order FCC 93-532,
91 36-41, 83, 9 F.C.C. Record 440, 1193 WL 521040 (Dec. 15, 1993).
® Ex. ATT-20, Pitts Revised Rebuttal, at 8; Tr. 2100, 1/29/02 (Pitts).
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own inputs and the fundamental requirements of TELRIC show that Verizon's overal switch
material price assumptions are excessive.

Verizon's cost study assumes that a forward-looking local exchange network for
Massachusetts would have a mix of Lucent and Nortel switches. Specifically, Verizon assumes
that it would purchase the same number of Lucent and Nortel end-office switches that it
currently has in its embedded network.?®” But Verizon has not conducted any analysis to
determine whether this represents the least cost, most efficient arrangement. It merely assumes
that the current placement of Lucent and Nortel switches would be replicated ina TELRIC
network.?®® This isimproper not only in concept, but also because it makes no sense given the
specifics of Verizon's cost study.

Verizon has assumed that Lucent switching would cost aimost twice as much as Nortel’s
on aper line basis. Per Verizon's cost study, the Nortel DM S switch average investment per
POTS line (total nort1SDN switch investment divided by total POTS lines served) is $82.62;
while the Lucent 5ESS switch average investment per POTS line is $157.87, or amost twice as
much.?® 1t is undisputed that comparing Lucent and Nortel pricing on a per line basis is
proper.?%°

Since Lucent 5ESS and Nortel DMS-100 switches are “functional substitutes for one

another as local-exchange switches, "%

it makes no sense with these pricing inputs for Verizon
to assume that today’s mix of Lucent and Nortel switches would be replicated in aforward-

looking network. To the contrary, taking Verizon’s own switch investment pricing inputs as

287 Ty 1504-1595, 1/24/02 (Matt).

288 Ty 1503-1595, 1/24/02 (Matt).

289 T, 1591-1593, 1/24/02 (Matt). See also Ex. ATT-20, Pitts Revised Rebuttal, at 20 (The calculation in Ms.
Pitts’ revised rebuttal preceded Verizon's modification of the its switching study after Verizon reveal ed that the
Springfield tandem host and three remotes were incorrectly included in both the end-office study and the tandem
study.)

29 Ty 2379, 1/31/02 (Gansert).

291 Ty 1584, 1/24/02 (Gansert). Seealso Ex. ATT-20, Pitts Revised Rebuttal, at 20.
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given, one must price unbundled switching for a forward- looking network that would use all
Nortel switches and no Lucent switches. Even Verizon admitsthat if two switches are
functionally interchangeable and one is priced considerably below the other, Verizon would pick
the lower priced switch.?%? Dr. Tardiff testified that if one vendor is selling switching equipment
for $160 per line, and another is selling interchangeable equipment for $80 per line, he “wouldn't
expect — everything else being equal, someone is charging twice as much as another, | wouldn't
expect to see that second vendor in the market. But assuming that were the case, [the
Department] should pick the lower one” in setting unbund led switching rates.?*?

In determining switching costs using TELRIC, one must estimate the forward- looking
costs that would be incurred using the “lowest cost network configuration.”?®* Asthe FCC has
stated, the rates for network elements should be “based oncosts that assumethat ... the
reconstructed local network will employ the most efficient technology for reasonably
foreseeable capacity requirements.”?®> As Verizon's own economist has explained, the
touchstone of forward-looking pricing is not the embedded costs resulting from Verizon's
existing deployment of switching technology, but what an efficient provider would do if
unconstrained by previous investments and decisions.?*

As Verizon's own economist has testified, the Department must estimate the costs that
would result if Verizon could “choog/e] and arrang[€] its plant to produce the required level of
output in the most efficient manner possible.”?®” The “long-run” requirement that is the middle

name of TELRIC means, among other things, “that all currert technology is wiped off the

292 Ty 1505, 1/24/02 (Gansert); Tr. 3151, 2/6/02 (Tardiff).

293 Ty, 3151, 2/6/02 (Tardiff).

29447 CF.R. § 51.505(b)(1).

2% ECC'sFirst Local Competition Order, 1 685 (emphasis added).
29 Ty 24, 1/7/02 (Taylor).

297 Ex. VZ-1, Taylor Direct, at 6.
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board.”??® Thus, “the current state of [V erizon]’s network isirrelevant for purpose of alongrun
cost analysis.”?%°

This simple analysis regarding the per line prices of Nortel switchesin Verizon's cost
study versus those for Lucent equipment completely validates the switch material prices that
underlie Ms. Pitts’ restatement of Verizon's cost model. The restatement by Ms. Pitts of
Verizon's Lucent prices results in an average investment per line for Lucent switches
comparable to the average investment per line for Nortel switches. In restating Verizon's cost
study, Ms. Pitts changed only the Lucent discount input into the SCIS model and did not restate
the discount used for purchases from Nortel. Ms. Pitts assumed the Nortel growth discount
because under Verizon's existing contract the new Nortel discount is equivalent to the Nortel
growth discount (for more on this assumption see the following section).*® For the Lucent
switches, Ms. Pitts explained that she used a switch material price of $87 per line.®* But this
figure was the total per investment for both POTS and ISDN lines. The Lucent switch material
price per POTS line that resulted from Ms. Pitts’ analysis was $82.83.3%2 As explained above,
Verizon's own cost study compels the conclusion that one would substitute Nortel switching
equipment at a cost of $82.62 per line.3*® For the purpose of setting ratesin this proceeding the
difference between these two figures is immaterial.

Thus, the results obtained by Ms. Pitts are validated by the fact that essentialy the same

results obtain by using the Nortel switch material price per line that comes directly from

Verizon's own cost study.

298 Ty 31, 1Y/7/02 (Taylor).

299 Bgl| Atlantic-Delaware, Inc. v. McMahon, 80 F.Supp.2d 218, 238 (D.Del. 2000).

300 Ey ATT-20, Pitts Revised Rebuttal, at 21-22; Tr. 2062, 1/29/02 (Pitts).

301 Ex. ATT-20, Pitts Revised Rebuttal at 21, and ex. CP-2 (excerpt from Ex. ATT-VZ 2-30); Tr. 2062,
1/29/02 (Fitts).

302 see Ex. ATT-20, Pitts Revised Rebuttal, ex. CP-5, Workpaper Part C-2, Section 4, Page 1, Line 9 (total
non-ISDN Lucent investment of $212,261,099) and Page 2, Line 1 (total Lucent POTS lines, from Verizon's cost
study, of 2,562,505). $212,261,099 / 2,562,505 = $82.83 per POTS line.
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2. But the Nortel Contract Pricesthat Validate Ms. Pitts Restatement
Arein Fact Much Too High, As Shown By New I nfor mation
Regarding What Verizon Actually Pays for Switching.

a. Data Hidden By VerizonM A Until Latein the Hearings Shows
That Verizon Can Buy New Switches Through Competitive
Bidsfor Much Less Than the Nortel Contract Price.

Ms. Pitts has explained that the $82.62 average investment per line for Nortel switchesis
conservatively high because it assumes that Verizon will purchase both new and growth
switching equipment under its current Nortel contract.*®* New information from Verizon
confirms that Ms. Pitts is correct, and that today Verizon does in fact pay substantially less for
new Nortel switches than the contract price reflected in Verizon's cost study and therefore in Ms.
Pitts’ restatement.>%°

The Nortel pricing inputs used by Verizon, and therefore also used by Ms. Pittsin her
restatement, are based solely on Verizon's current contract with Nortel. % Under that contract,

Verizon is entitled to a discount of <Begin Proprietary> XXXX<End Proprietary> percent off

of Nortel’slist price for both new and growth equipment.3®” The actual price paid is, of course,
the list price minus the discount. Ms. Pitts testified that this contract pricing is conservatively
high, because in fact Verizon is able to purchase new switches and obtain higher discounts—i.e.,
lower prices— from Nortel through competitive bidding. 3%

The contract price is actually the absolute highest price Verizon would ever have to pay

for a switch, not afair predictor of the forward-looking material prices that should be used to

(..continued)

303 Ty, 1591-1593, 1/24/02 (Matt).

304 Ty, 2061-2062, 2065-1066, 1/29/02 (Pitts).

305 Tr. 2061-2062, 1/29/02 (Pitts); Tr. 1596-1597, 1/24/02 (Matt). See also the proprietary attachment to
RR-DTE-49S which includes the response to the FCC's RR VZ-VA 32 filed in the Virginia proceeding.

306 Ex. vZ-36, Verizon Recurring Cost Panel Direct at 153.

307 RR DTE-56, proprietary attachment, pricing discounts shown for Nortel’s DM S switches.

308 Tr. 2061-2062, 1/29/02 (Pitts).
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estimate the forward-looking cost of unbundled switching.3*® Verizon's experience confirms that
its old switch contracts are not meaningful predictors of the prices that it will pay for new
switches. Verizon admits this indisputable fact, stating that:

If Verizon were to purchase a replacement switch today, Verizon would not use

the existing contracts (and their respective discounts) as the existing contracts

only cover additions to existing switches. The purchase of one or more switches

as replacements is handled through competitive bid procedures. The discounts for

a replacement switch would vary based on market conditions and the volume of

the purchase at the time of the competitive bid.3°

In recent competitive bidding processes, Verizon bought new Nortel switches placed in

Chester, PA, and Eastwick, PA, at discounts of <Begin Proprietary> XXXXXXXXXX <End

Proprietary> percent off the list price, respectively. 3" Thus, the discounted price that Verizon

isin fact paying for new Nortel switchesis at least <Begin Proprietary> XXXX <End

Proprietary> percent lower than the discounted Nortel pricing Verizon assumed in its cost
study.3!? Thisinformation was not provided by Verizon-MA until after Ms. Pitts testified.

The record evidence enables us to obtain an apples-to-apples comparison of the switch
material price per line under the Nortel contract and under the recent competitive bidding results.
One need only take the SCIS model filed as Ex. VZ-43, and for Nortel use the switch price
discount that Verizon obtained through competitive bidding in lieu of the contract price discount
that was assumed by Verizon. Making this one change, and otherwise taking Verizon’s run of
the SCIS model for Massachusetts as given, yields the following results, as conpared to the

results used as inputs to Verizon’s cost study.

309 Tr. 2065, 1/29/02 (Pitts).

319 verizon-VA’s Response to the FCC's RR VZ-VA -32, reproduced in the proprietary and non-proprietary
attachmentsto RR-DTE-49S.

311 See Verizon-VA's Response to the FCC's RR VZ -VA -32, in the proprietary attachment to RR-DTE-49S.

312 <Begin Proprietary> X X XXXXXXXXXXX XXXXXXXXXXX XXXXXXX XXXXXX XXXXX
XXXXXX XXX XX XXX XXXXXXX. <End Proprietary> See Verizon-VA’s Response to the FCC’s
RR VZ-VA-32, inthe proprietary attachment to RR-D T E-49S.
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Nortel Switch Material Investment per POTS Line

VZ-MA’sSCIS Revised w/ Competitive
Results®'® Bid Pricing
Total non1SDN Investment 159,848,646 33,368,559°14
POTSLines 1,934,847 1,922,925%15
per POTS line price $82.62 $17.35

The total non-ISDN investment figure in the second column is, therefore, readily derived from
the record evidence provided by Verizon. If the Department would prefer that it also be made
available in the form of a Record Request response, AT& T would of course be happy to answer
such arequest. Asdiscussed in more detail in the following section, this ssmple analysis could
not be done until after the hearings, because Verizon had refused to answer a straightforward
discovery question regarding the prices it in fact pays for new switches.

The $17.35 per POTS line material price that results from running VerizonMA’s SCIS
model with the Nortel new switch discount recently revealed by VerizonMA is approximately
21 percent of (i.e., 79 percent below) the per POTS line materia price of approximately $82.62
that underlay Verizon's switch cost study and Ms. Pitts' restatement. Adjusting Ms. Pitts
analysis to account for a switch material price that is 79 percent lower will result in unbundled
switching cost estimates that are 79 percent lower. This linear relationship can readily be seen
by adjusting the switch material pricesin the electronic version of Ms. Pitts' restated switch cost

workpapers.31°

313 Ex. VZ-40, Revised Workpaper Part C-2, Section 4, Page 1, Line 9, Column B, and Page 2, Line 6,
Column A.

314 Reflects Nortel competitive bid discount of <Begin Proprietary>XXX <End Proprietary>. See
Verizon-VA’s Response to the FCC's RR VZ-VA -32, in the proprietary attachment to RR-DTE-49S. Calculated
using Verizon-MA’s own SCIS model submission, Ex. VZ-43.

315 Thisisthe number of Nortel POTS lines originally assumed in Verizon's cost study. See Ex. VZ-37.

316 Ex. ATT-20, Pitts Revised Rebuttal, Ex. CP-7. This relationship is not precisely linear in Verizon's
original workpapers, because of Verizon’s misapplication of presumed RTU expenses.
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Summary of Key Switching Rate Elements— Adjusted for New Information from Verizon
Pitts Restatement, and Adjusted to Reflected Competitive Bid Data

Ms. Pitts
Revisionsto per RR
Rate Element VZ-MA3Y  DTE-49%8
Analog Line Port per month $1.93 $0.41

Switching — Originating per MOU .0003133 .0000658
Switching — Terminating per MOU .0002749 .0000577

Trunk Port — Common per MOU .0003931 .0000826
Tandem Switching per MOU .0000840 .0000176
Tandem Trunk Port per MOU .0001793 .0000377

Asdiscussed in Section 111.B.3, AT&T respectfully urges the Department to set unbundled
switch rates that reflect 100% new switch prices. Thus, the Department should set switching
rates at or near the figures shown in the right-most column of the preceding table. If growth part
pricing were nonetheless to be taken into account, it should represent no more than 10 percent of
the total pricing input with new switch pricing accounting for the remaining 90 percent (see
Section 111.B.4). Since we now know that the pricing reflected in Ms. Pitts’ original restatement
represents 100% growth part pricing, we know that it is much too high and does not reflect
TELRIC pricing (see Section 111.B.3.b).

Just as these new data confirm thet Ms. Pitts’ restatement has resulted in unbundled
switching rates that are too high, they have similarly confirmed that the switching costs
estimated by the HAI 5.2aMA model are much too high. The HAI Model utilizes the FCC's
switch material inputs adopted in the FCC’'s USF Inputs Order.3!® These switch cost estimates

are based on 1983 to 1995 data, brought current to 1999 levels.3?° Thiswas the best public data

317 Adapted from Ex. ATT-20, Pitts Revised Rebuttal, Ex. CP-1. Port rates reflect 0.5% reduction from
original Pittsrate, to account for correction to non-conversation time factor. See Ex. ATT-21, Pitts Surrebuttal,
at 10. End office switching rates reflect 2.0% reduction for correction to non-conversation time factor. Id. at 10.

318 Figures are 21% of the original Pitts Revisions, since $17.35/ $82.62 = 21.00%.

319 See HAI 5.2a-MA Inputs Portfolio, in Ex. ATT-25, Mercer Direct, Ex. RAM-3.

320 FCC’s USF Inputs Order 1296 and App. C.
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that was available when HAI 5.2a-MA was prepared and filed. But, as discussed above,
Verizon’ s own switch cost data is much more current and makes clear that the switch price
inputs used in the HAI model are substantially overstated. Similarly, the high discounts now
available for switches result in a much lower per line investment than is reflected in Verizon's
cost study or in Ms. Pitts' restatement thereof.

b. Verizon Tried to Hide This Information Regarding What It
Actually Paysfor Switching, and Almost Succeeded.

Once again, Verizon has attempted to hide the truth about the prices it pays for switching,
in an unconscionable attempt to obtain anti-competitive unbundled switching rates. Verizon did
so in the first New Y ork UNE rates proceeding, and got away with it for many years. In this
proceeding it has tried to do so again, and almost succeeded.

In the first New Y ork UNE rates proceeding, Verizon convinced the PSC to ignore the
low prices that Verizon pays for new switches by claiming that these large discounts were
atypical, were associated solely with Verizon's conversion of analog switchesto digital
technology, and would not be available under any other circumstances.®?* Only later was
evidence presented “ suggesting that the deep discounts might, in fact, be available for al
purchases of new switches, not only large scale replacement programs.”3??> Several CLECs
moved to reopen the New York UNE rates. In evaluating Verizon's objection to that request, the
New York PSC found as follows:

We were unimpressed by Verizon's belittling, as “inadvertent misstatement,” of

its own assertion that the higher discounts were uniquely associated with the

analog-to-digital replacements and by its suggestion that the new information
lacked significance because of the manner in which switches are purchased. 3>

321 See New York UNE Rates Order at 20-21, recounting this important procedural history.
322 New York UNE Rates Order at 21.
323 New York UNE Rates Order at 21-22.
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Having had an opportunity to revisit the issue, the New Y ork PSC now finds it to be “clear ...
that relatively deep new-switch discounts are not limited to full- scale switch replacements, and
there is no basis for agreeing with Verizon that incremental replacement of the system over time
would entail growth discounts only.”®?* In |ess polite language, V erizon misrepresented switch
prices to the New Y ork PSC, and eventually got found out.

Verizon, having finally been unmasked in its prior disinformation campaign of falsely
claiming that new switch pricing was a one-time relic of the past, has not learned the lesson that
it has an obligation to be truthful and forthcoming. In this proceeding, it has — apparently
deliberately — attempted to hide the truth regarding the magnitude of the difference between the
very low prices it pays for new switches and the much higher prices that it pays for growth parts.

Back in May 2001, AT&T asked VerizonMA for the information that it deliberately hid
until late in the hearings of this case. Discovery request ATT-VZ 12-19 specifically asked:

Please list each entire new switch (cf. Verizon’ s direct panel testimony at page

139) purchased by Verizon since January 1, 2000, for use anywhere in Verizon's

service territory, and for each such switch, list the switch maker, the switch model

number, the switch size in terms of number of lines to be served by the switch, the

total list price for the switch, the total net price paid for the switch, and the total
price of the switch per line to be served by the switch.

Verizon refused to provide the information, asserting that the request was “overly broad and
burdensome.”?® If not for the fact that the Department asked Verizon-MA to provide copies of
its switching-related record request responses from the recent Virginia UNE rates proceeding,
the significant new information showing that Verizon is actually paying much less for switching
than it assumes in its cost study would have stayed hidden. 326

Verizon's “burdensomeness’ objection now appears to be bogus. But even if it were

valid in May 2001, it certainly stopped being valid by the time in late 2001 that Verizon was

324 New York UNE Rates Order at 28.
325 Ex. ATT-VZ 12-19.
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compelled by the FCC to gather the same information. The groundrules for this proceeding
imposed upon Verizon a continuing obligation to supplement its discovery responses. They state
that:

Information requests shall be deemed continuing so as to require further

supplemental responses if a party or its witnesses receive or generate additional

information within the scope of the requests between the time of the original
request and the close of the record in the proceeding.

Verizon's switch cost witness in Massachusetts, Nancy Matt, was also its switch cost witness in
the Virginia arbitration proceeding before the FCC.3?” Thus, there is no plausible excuse that
Verizon's participants in the Virginia proceeding were unaware of the issues and discovery
requests in this Massachusetts docket. Verizon's failure to provide this information regarding
the actual pricesthat it pays for switching appears to be a deliberate attempt to withhold vital
information.

3. This Newly Discovered I nformation Regarding Verizon’s Actual

Pricesfor Switch Purchases Must I nform Estimates of Forwar d-
L ooking Switching Costs.

a. TELRIC Requiresthe Use of New Switch Pricing to Estimate
UNE Costs.

TELRIC — by its very nature, as a method of estimating long-run, forward- looking
economic costs — requires that the Department price unbundled switching based on the most
efficient, least cost way of serving the demand for the entire element of switching. Given the
tremendous disparity between the prices Verizon actually pays for new switches and the pricesiit
says it pays for growth parts under its existing contracts, it is inconsistent with TELRIC to base

UNE switching rates on anything other than the prices available to Verizon for new switches.

(..continued)
326 See RR DTE49S, with VZ-VA'’s response to RR FCC-32.
" See, e.g., Verizon-VA Responseto FCC'sRR VZ-VA 36, provided in RR DTE49S.
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Verizon's economists explain that under TELRIC “the ILEC’ s costs are determined with
reference to a hypothetical carrier that is able to install new network equipment in the current
locations of the ILEC’s central offices.”?® TELRIC methodology calls for the construction of a
local telecommunications network from scratch, using the best available technology and the
existing locations of the wire centers.3*° Dr. Taylor has characterized this “reconstructed local
network” requirement to mean “that all elements of the local network, including the switches,
including the building that surrounds the switch...all of those elements get rebuilt asif the
neutron bomb had flattened them.”3*° Dr. Taylor also testified that the “long-run” requirement of
the TELRIC standard “says rip every switch out. All of them. . . . Every switch in the network,
rip them out. Leavethe ... wire center locations where they are. And build the network that
you would build today to serve the demand.”®*! During this proceeding, Dr. Taylor reaffirmed
these statements, testifying that the forward-looking costs of switches “are determined with
reference to a hypothetical carrier that is able to install new network equipment in the current
locations of the ILEC’s central offices.”3%

The FCC has held that, for purposes of TELRIC, the “long run is a period so long that all
of the firm’s present contracts will have run out, its present plant and equipment will have been
worn out or rendered obsolete and will therefore need replacement.”*3® This applies with full

force to switching.

328 Timothy Tardiff, William Taylor, Charles Zarkada, and Jaime o’ Almeida, An Economic Evaluation of
Network Cost Models, Appendix A at 4, published by the National Economic Research Associates (Aug. 7, 2000);
reprinted in relevant part at Ex. ATT-3, Hirshleifer Surrebuttal, Attachment JH-12.

329 ECC'sFirst Local Competition Order 1 685.

330 Bel| Atlantic-DE, Inc. v. McMahon, 80 F.Supp. 2d 218, 238 (D. Del. 2000) (quoting Taylor).

331 Bel| Atlantic-DE, Inc. v. McMahon, 80 F.Supp. 2d 218, 238 (D. Del. 2000) (quoting Taylor).

332 Ty, 21, 17/02 (Taylor). Seealso Timothy Tardiff, William Taylor, Charles Zarkada, and Jaime d’ Almeida,
An Economic Evaluation of Network Cost Models, Appendix A at 5, published by the National Economic Research
Associates (Aug. 7, 2000); reprinted in relevant part at Ex. ATT-3, Hirshleifer Surrebuttal, Attachment JH-12.

333 FCC'sFirst Local Competition Order 677 n.1682 (quoting William Baumol, Economic Theory and
Operations Analysis (4" ed. 1977)) at 290).
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In the long run (a period of time that varies according to the technology at issue),
an efficient and rational competitor would replace all of its existing switches with
the most current technology and receive the bulk-rate discounts. Viewed in this
light, [Verizon]’s proposed switch costs, which it premised upon the small add-on
di SC%jntS for which it will qualify “in the coming years,” looks only to the short-
run.

In its February 2000 UNE Rates Order, the Vermont Public Service Board specifically
determined that recurring rates for switching should be set based on the presumption that in a
forward-looking network the incumbent carrier would pay the lowest available prices for
switches, meaning that it would pay the discounted price for new switches rather than the
substantially higher price for switching growth parts.®*® The sameiis true here.

The FCC has also determined that when estimating the forward- looking economic cost of
switching, one must ook to the cost of installing new switches to serve anticipated demand, and
must not factor in the higher cost of providing the same switching services by purchasing and
installing switch equipment upgrades.®*® Specifically, the FCC stated:

We rgject the suggestion...that the costs associated with purchasing and installing

switching equipment upgrades should be included in our cost estimates.[] The

model platform we adopted is intended to use the most cost-effective, forward-

looking technology available at a particular period in time....Switches, augmented

by upgrades, may provide carriers the ability to provide supported services, but do

SO at greater costs. Therefore, such au%mented switches do not constitute cost-
effective forward-looking technology. 3’

As Drs. Taylor and Tardiff have explained, the “forward-ooking economic cost” standard

applied in the FCC’'s USF proceeding is “essentially the same cost standard” as TELRIC.33®

334 Bell Atlantic-DE, Inc. v. McMahon, 80 F.Supp. 2d 218, 238-239 (D. Del. 2000).

335 Vermont UNE Rates Order, at 27-28, 67, 99-102.

336 FCC's USF Inputs Order 1 315-317.

37 ECC’'sUSF Inputs Order 317.

338 Timothy Tardiff, William Taylor, Charles Zarkada, and Jaime d’ Almeida, An Economic Evaluation of
Network Cost Models, Appendix A at 4, fn. 4, published by the National Economic Research Associates (Aug. 7,
2000); reprinted in relevant part at Ex. ATT-3, Hirshleifer Surrebuttal, Attachment JH-12.
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b. Verizon's Proposed Growth-Only Discount I'sImproper, and
Has Been Reected by the FCC.

Verizon argues that it can base unbundled switching rates solely on the higher price that
it will pay for switching growth parts, and that it may and the Department should just ignore the
far lower prices that Verizon in fact pays for new switches.®*® Verizon's position has been
rejected by the FCC, which recently found that:

Even if some growth additions may be used in a forward-looking network, the

absence of any new switches is inconsistent with the assumption in TELRIC

pricing of a forward-looking network built from scratch, given the location of the
existing wire centers. Although an efficient competitor might anticipate some
growth additions over the long run, rates based on an assumption of all growth
additions and no new switches do not comly with TELRIC principle3*
The FCC noted that because switch material prices are grossed up by factors accounting for
installation (and other things), use of such multipliers “magnifies the effect of any other
problematic assumptions underlying switching rates, such as inaccurate assumptions for new
versus growth switch discounts,” which thus underscores the importance of getting the switch
material pricesright.3*

Even before the FCC’s Rhode Island 271 Order, Verizon's position was indefensible.
This is demonstrated in part by the lengths to which Verizon went to pretend that some authority
supported its outlandish position. Verizon’s recurring cost panel quotes a decision by the United
States District Court for the Northern District of New Y ork, stating that UNE rates “must be
based on the incremental costs that an incumbent local service provider actually incurs or will

incur.”3*? Verizon tried to hide the fact that this is nothing more than a District Court quoting the

Eighth Circuit’s decision on the TELRIC standard that has now been stayed, and that the

339 Ex.VvZ-36, Verizon Recurring Cost Panel Direct, at 138-141.

340 Fcc'sRhode Island 271 Order, at 1 34 (emphasis added).

341 FCC'sRhode Island 271 Order, at  35.

342 Ex. vZ-36, Verizon Recurring Cost Panel Direct at 139, quoting MCI Telecommunications Corp. v. New
York Telephone Company, 134 F.Supp.2d 490, 501 (N.D.N.Y. 2001), quoting in turn lowa Utilities Board v. FCC,
219 F.3d 744, 751 (8" Cir. 2000).
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Department and the FCC have aready held is not currently relevant.®** Incredibly, not asingle
member of Verizon’s recurring cost panel had bothered to read the District Court decision that
they swore under oath supported Verizon's view that only switching growth part prices are
relevant here, and not one of them was even aware that the language they were quoting was
taken from the Eighth Circuit decision which they acknowledge is not in effect. 34

Thus, Verizon's cost study violates the requirements of TELRIC. Verizon calculates
costs using only the substantially higher prices associated with switching growth parts.®*> With
respect to the pricing for Nortel switches, Verizon applies the rates available under its contract
with that vendor.3*® But as demonstrated in Section 111.B.2.a, beginning at page 62, Verizon
does not in fact purchase new switches from Nortel under this contract. Instead, it uses
competitive bidding to get a much lower price. Thus, we now know that the Nortel contract
prices in practice apply only to growth parts.

Verizon's Lucent bid data, which includes the discount received for only two new

switches placed in 2000,34

reflects pricing that is amost entirely for growth parts and upgrades.
Verizon based its switch discount for Lucent switches on Verizon's year 2000 purchases of
switches and switch parts from Lucent for the 13 Verizon East states.3*® Verizon supports its
claim that its Lucent switching discount is based on a“ mixture of new, growth, and upgraded
switching equipment discounts’ by pointing to the fact that “importantly, the Lucent data

includes the discount received for two new 5ESS switches, Benning, DC, ... and Brookland,

DC."3*® However, if the new switch data for the District of Columbia is removed from the

343 See Section|.C. at page 4, above.

344 Tr. 1582-1583, 1/24/02 (Anglin, Gansert, Garfield, Livecchi, and Matt).

345 Ex. VZ-36, Recurring Cost Panel Direct, at 139; Ex. VZ -38P, Recurring Cost Panel Surrebuttal, at 60.

346 Ex. VZ-36, Recurring Cost Panel Direct, at 152-154.

347 Ex. VZ-38P, Recurring Cost Panel Surrebuttal, 59-62; Ex. RR-DTE-66, Proprietary Attachment 2.

348 Ex. VZ-36, Recurring Cost Panel Rebuttal, 152.

349 Ex. VZ-38P, Recurring Cost Panel Surrebuttal, 59; Tr. 2068, 1/29/02 (Pitts). See also the proprietary
attachment to RR-D T E-49S which includes Verizon-VA’sresponsetoVZ-VA RR-32 in the Virginia proceeding.
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equation, the remaining 99.7 percent of the investment is all growth.**® Thus, the new switches
in the District of Columbia have almost no impact on Verizon's discount.®*! Moreover, the fact
that only two new Lucent digital switches were installed in 2000 out of the 1740 Lucent switches
in the 13-state territory only confirms that the Lucent bid data relied upon by Verizon do not
reflect a“reasonable’ mix of new switch purchases and growth additions, as Verizon claims. %2

Under TELRIC, incremental cost refers to the total cost of providing the entire element,
not the change in total cost required to maintain or upgrade an existing, embedded facility.**® In
the context of loop rates, Verizon admits that TELRIC rates must be based on the assumption
that the existing network is replaced with new, forward- looking technology. *** This sameistrue
for switching. Verizon's cost study improperly assumes that an efficient carrier will not replace
its switches in the long run, but would simply “add on” capacity or growth equipment. Verizon's
method is akin to someone trying to calculate the price of anew car by going to the dealer and
separately pricing al the car’'s parts.®*® It isin error, and that is why the FCC took pains to
explain that in the Rhode Island 271 Order that Verizon's approach is unlawful.

4, Should the Department Opt Not to Adopt a 100% New Switch

Discount, The Ratio of New to Growth Discountsin Any “Mix”
Should Heavily Favor New Switch Discounts.

a. Any Melding of New and Growth Pricing Should Reflect No
Lessthan 90% New Switch Pricing, and No Morethan 10%
Growth Parts Pricing.
If the Department were not to adopt a 100 percent new switch discount, the Department

should assume no less than 90 percent new switch pricing mixed with no more than 10 percent

growth part pricing. This blend follows from the testimony of both Ms. Pittsfor AT& T and

3017, 2066, 1/29/02 (Pitts).

351 Ty, 2066, 1/29/02 (Pitts).

%2 Ex. RR-DTE-64.

353 47 CFR. § 51.511(a); FCC'sFirst Local Competition Order, 11 682, 690.
354 Tr, 3367-3369, 2/7/02 (Gansert).

35 Tr. 2105-2106, 1/29/@ (Pitts).
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WorldCom, and of Ms. Matt for Verizon. It may not be appropriate in other proceedings. And,
as explained in the preceding section, the proper approach under TELRIC is to estimate the
forward-looking costs of unbundled switching based on 100 percent new switching pricing. But
if the Department were to disagree, and wished to review the switch cost estimates that would
result from using a melding of the new switch and growth part prices, the record evidence
supports applying at least a 90 percent weight to the new switch prices.

Verizon's Ms. Matt suggests that the proper way to meld new switch and growth part
pricing would be to begin by modeling the installation of new switches that include “some
reasonable amount of growth” and “then at the end of th[e] planning period [which Verizon says
is three years®>®] we would need more growth and we would augment the switch.”**" Ms. Matt
reiterated this point one week later, explaining it as follows:

So incrementally, if we'd done our TELRICs right, which we have -- you're

developing a unit cost that's along-run incremental cost. So at the end of three

years, in areal- life situation or in a cost-study situation, you need more

equipment. So you add -- at the end of the planning period you would

hypothetically add more switching equipment; right? Because you're going to
have more lines,**®

In other words, according to Verizon the proper way to meld new switch and growth part pricing
under TELRIC isto begin by modeling the installation of all new switches at the beginning of
the study period with sufficient capacity to cover demand for three years, and then to assume that
the ILEC adds additional capacity to these then-existing switches at the end of year three in order
to handle three more years of growth.

Of course, Verizon made no attempt to model such a scenario.®*® But one can apply

Verizon's own data and assumptions to the conceptual construct described by Ms. Matt, and

356 Tr. 1624, 1/24/02 (Matt).
357 Tr, 1628, 1/24/02 (Matt).
358 Ty, 2357, 1/31/02 (Matt).
359 Tr, 1628, 1/24/02 (Matt).
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determine the mix of new switch and growth part pricing that will result. Indeed, Ms. Matt’s
explanation of a proper modeling construct is made concrete in Ms. Pitts' Discount Factor
Adjustment Worksheet, provided on diskette in response to RR-DTE-56.3°

Based on Verizon's own estimate of 1.5 percent of growth, Ms. Matt’s construct suggests
amix of new and growth discounts in the range of 90:10. The Worksheet created by Ms. Pitts
starts from the correct assumption — also articulated by Ms. Matt — that all switches will be
replaced in year one and, looking forward to the next few years, estimates the growth equipment
necessary for the switch.®*! If one were to assume annual line growth of three percent, the ratio
of new switch investments to growth parts would be approximately 80:20.%%? In other words, “no
more than 20% of the switch would be considered growth equipment.”3®® But the percentage of
annual line growth assumed should in fact be far smaller. Three percent annual growth is too
high in light of recent actual changes in the total number of Verizon retail and wholesale access
lines,*®* and it is twice the 1.5% annual line growth that \Verizon assumesiin its switch cost
model. 3% If this Verizon estimate of 1.5 percent annual growth is plugged into Ms. Pitts
Discount Factor Adjustment Worksheet, the ratio of new switch to growth part pricing becomes
90.1:9.9.%%°

The 90:10 ratio has been adopted as a presumption by Rhode Island Public Utility
Commission.®®’ It is also consistent with the Vermont Public Service Board's explicit

presumption that new switch discounts should be used to calculate the TELRIC cost of

360 T, 1628, 1/24/02 (Matt); Tr. 2070-2072, 1/29/02 (Pitts).

361 Tr. 2070, 1/29/02 (Pitts).

362 RR-DTE-56, Proprietary Attachment.

363 Tr. 2070-2071, 1/29/02 (Pitts).

364 Ex. ATT-VZ 4-29 Second Supplemental, Proprietary Attachment, Page 3.

365 Ty 1629, 1/24/02 (Matt); Tr. 2070-2072, 1/29/02 (Pitts); Ex. ATT-VZ 4-29 Second Supplemental.
366 RR-DTE-56, Proprietary Attachment.

387 Rhode Island UNE Inputs Order, at 35.
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switching. %8 The Vermont PSB creates this presumption because the use of new switch

discounts will produce alower “life cycle” cost of a switch than reliance on growth-only

369

switches. Perhaps most importantly, this mix is consistent with very recent guidance by the

FCC inits Rhode Island 271 Order:

While the Commission has not to date specified an appropriate split between new,

replacement switches and growth additions, we strongly question an assumption

of only growth additions, as proposed by Verizon...Even if some growth

additions may be used in a forward-looking network, the absence of any new

switches is inconsistent with the assumption in TELRIC pricing of a forward-

looking network built from scratch, given the location of existing wire centers.®"
Verizon claims that, should the Department adopt a mix of new and growth discounts, this
“blend” should reflect a 50/50 split between new and growth.*”* Verizon says that this ratio
reflects the mix of equipment that it happened to purchase during the five-year period of 1996-
2000.3"% Verizon'sreliance on the last five year’ s worth of switch purchases to compute an
accurate mix of new and growth discounts is not appropriate, because it has no relevance to the

estimation of long-run, forward- looking economic costs under TELRIC.

b. A 90:10 Melding of the Rates Claimed by Verizon Yields
Switch Material Prices Per Line That Are Far Below Those
Used in the Pitts Restatement, and Even Further Below Those
Assumed in New York Based on Much Older Data.

It is a ssimple matter to calculate a 90:10 melding of the prices that Verizon says it pays
for growth parts under its current Nortel contracts, and of the substantialy lower price that it isin
fact paying per line for Nortel switches purchased through a competitive bidding process. The
calculation is asfollows: ($17.35%72 * 90%) + ($82.62°7* * 10%) = $23.88. Thisfigureisonly

28.9% of the materia price per line of $82.62 that results from running the Nortel contract price

368 \/ermont UNE Rates Order, at 101.

369 \ermont UNE Rates Order, at 101.

370 Fcc'sRhode Island 271 Order, at 1 34.

371 Ty, 2382, 1/31/02 (Matt); RR-DTE-66.

372 RR-DTE-66, Proprietary Attachment 2; RR-DTE-49S, Proprietary Attachment RR-VZVA -29.
373 see Section I11.B.2.3, beginning at page 62.
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through the SCIS model and that formed the basis for Ms. Pitts’ revision of the Verizon switch
cost study. Thus, the results of such amelding of switching ratesis yet further proof that Ms.
Pitts' restatement of Verizon's forward-looking switching costs has produced numbers that are
still many times too high.

The following table depicts the switching rates derived by Ms. Fitts in her restatement of
Verizon's cost study in the first column of numbers, while the last column reduces these figures
by 21.0% to reflect the costs that result from the switch material prices Verizon has received
from Nortel through competitive bidding. The middle column reduces Ms. Fitts' original
restatement by only 28.9%, and therefore represents the result of estimating forward-1ooking
switch costs using a 90/10 melding of the prices that Verizon actually pays for new Nortel
switches and its contract price for Nortel growth parts.

Summary of Key Switching Rate Elements— Adjusted for New Information from Verizon
with Results of Meding New Switch and Growth Part Pricing

Ms. Pitts
Revisonsto  w/ Melded per RR

Rate Element VZ-MA®®  $23.88line  DTE-49%°
Analog Line Port per month $1.93 $0.56 $0.41
Switching — Originating per MOU .0003133 .0000905 .0000658
Switching — Terminating per MOU .0002749 .0000794 .0000577
Trunk Port — Common per MOU .0003931 .0001136 .0000826
Tandem Switching per MOU .0000840 .0000243 .0000176
Tandem Trunk Port per MOU .0001793 .0000518 .0000377

Thus, the last column represents the appropriate forward- looking switch rates for Massachusetts

for the key pricing elements, based on the data obtained from Verizon in this proceeding and on

(..continued)

374 Tr. 1591-1593, 1/24/02 (Matt).

375 Adapted from Ex. ATT-20, Pitts Revised Rebuttal, Ex. CP-1. Port rates reflect 0.5% reduction from
original Pittsrate, to account for correction to non-conversation time factor. See Ex. ATT-21, Pitts Surrebuttal,
at 10. End office switching rates reflect 2.0% reduction for correction to non-conversation time factor. Id. at 10.

® Figures are 21% of the original Pitts Revisions, since $17.35/ $82.62 = 21.00%.
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Verizon's own cost models. The middle column is a conservatively higher middle ground. As
discussed above, however, the undisputed evidence demonstrates that the switching rates
adopted by the Department should be substantially below the rates derived by Ms. Fittsin her
restatement of Verizon's switch cost model.

C. Other Switching Inputs or Assumptions Used by Verizon Also Improperly
Inflate Cost Estimates Above TELRIC Levels.

Switch material prices are the most fundamental input to any estimation of forward-
looking switching costs. They are discussed separately in the preceding sub-section because
Verizon's substantial overstatement of switch material prices is the single biggest reason why the
switch costs it proposes are so far in excess of TELRIC-compliant levels. However, as Ms. Fitts
proved and as the following discussion tries to make clear, a variety of other inputs or
assumptions in the Verizon switch cost study are also unreasonable. Each of the errors discussed
below is a further reason why Verizon's switch cost estimates are unreasonable, and why the
Department should adopt switching rates that are well below those set forth in Ms. Pitts
restatement.

Ms. Pitts' analysisis entitled to substantial deference. She previoudy led the Telcordia
group that developed the Switching Cost Information System (“SCIS’) and other switching cost

models,®’’

and Verizon's lead cost witness acknowledges that Ms. Pitts is a true switch cost
expert and that in the past he has relied upon her expertise.3"® (Indeed, the witness proffered by
Verizon to discuss use of the SCIS model explained that although he and Ms. Fitts originally

worked together at “basically at a comparable level” at Bellcore, now Telcordia, she then “got

877 Ex. ATT-20, Pitts Revised Rebuttal at 1.
378 Tr. 1584, 1/24/02 (Anglin).
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promoted” and from then on he worked for Ms. Pitts.3”® Thus, Telcordia recognized in Ms. Pitts
the same expertise upon which Verizon has in the past relied.)

1 Verizon’sEE& | Factor for Switching Should Be Reduced to 25%.

In order to convert the materia price of a switch, as described above, to the cost of afully
installed switch, an engineering, furnished and installed (“EF&1”) factor is applied to the
material price. The EF&I factor reflects the cost of vendor engineering, Verizon's engineering,
the actual installation of the switch, and salestax.®®® The fully installed or “in-place” cost of a
switch has these predictable pieces to it and therefore should be similar industry-wide. 38!

Verizon's proposed EF& | factor is 40.27 percent, which greatly exceeds the 25 percent
EF&| factor for other comparable ILECs.*®2 One reason Verizon's EF&| costs are so much
higher than other companies EF&| costsis the refusal of New England Telephone to
competitively bid installation jobs. 33 In New England, unlike elsewhere within Verizon and
unlike other ILECs, switches are installed by Verizon's personnel. 33+ Thus, Verizon does not
allow the market to encourage efficiencies in the installation of switches.®®° The fact that New
England Telephone has utilized inefficient switch installation practices under expensive labor
contracts is irrelevant to the setting of TELRIC prices, since “the long run is measured by how
long it takes for current contracts to become irrelevant, for the firm to be in a position where it
can effectively change any decision — any capital technology, any hiring practice, anything like

that — that it has currently in the ground today.”3

379 Ty 1583-1584, 1/24/02 (Garfield).

380 Ex. ATT-20, Pitts Revised Rebuttal, at 39.

381 Tr, 2120-2121, 1/29/02 (Pitts).

382 Ex. ATT-20, Pitts Revised Rebuttal, at 40.

383 Ex. ATT-20, Pitts Revised Rebuttal, at 40-41; Ex. ATT-VZ 3-4.
384 Ex. ATT-VZ 3-4; FCC’ s Rhode Island 271 Order  35.

385 Ex. ATT-20, Pitts Revised Rebuttal, at 41.

386 Tr. 24, 1/7/02 (Taylor).
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The 25% EF&| factor recommended by Ms. Pitts is the appropriate figure to use for
estimating forward-1ooking economic cost under TELRIC. With respect to the EF& I work that
istypically done by an ILEC, the FCC determined in 1999 in its USF proceeding that an
appropriate estimate of this cost is 8 percent of the switch material price.®®” Thiswas consistent
with, albeit updated and thus somewhat lower than, the 10 percent figure reported by the old
NYNEX and Bell Atlantic in the FCC’'s 1992 Open Network Architecture proceedings.*®® For
the engineering and installation typically done by the switch vendor, SCIS reflects Telcordia s
estimate that these vendor costs typically amount to 12% of the switch materia cost.3®° Adding
the 8% adopted by the FCC for telephone company engineering and installation, plus the 12%
computed by SCIS for vendor engineering and installation, plus 5% sales tax, resultsin a more
accurate EF&| of 25 percent.3%°

The sole basis for Verizon's proposed EF& | factor for switching is that the ratio derived
by taking the total value of installed switching investments entered into its Detailed Continuing
Property Record database in 1998 for VerizonEast, and dividing it by the total of corresponding
material-only investments, equals 40.27 percent.>®* But Verizon has been unable to verify that
this calculation based on historic costs as booked during 1998 has any relevance to the
estimation of aforward-looking EF&1 factor. The 1998 DCPR data relied upon by Verizon to
support its claimed EF& | factor cannot be disaggregated on a per project basis.®®? Thus, Verizon
is unable to compute the dollars or the labor hours associated with the installation of one
h, 393

switc so that it isimpossible to verify that Verizon's estimation of total installed cost in its

DCPR records is reasonable. Verizon itself admits that “[t]he EF&| factor depends on what

387 FCC’'s USF Inputs Order, 1 307.

388 Ex. VZ-ATT/WCOM -1-6; RR-DTE-58.

389 Ex. ATT-20, Pitts Revised Rebuttal, at 40; Tr. 2113-2114, 1/29/02 (Pitts).

390 Ex. ATT-20, Pitts Revised Rebuttal, at 40.

31 Ex. VZ-37, Verizon Recurring Cost Study, Part G-3, “Methodology;” Tr. 2119-2120, 1/29/02 (Pitts).
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equipment you're installing and the process of installing it...”3** In other words, the cost of
installing a switch is “facility-specific” in that it depends on the facility, where it is, how many
storiesiit has, etc.3%° Yet, Verizon fails to provide ajob-specific EF&I factor.®*® The Department
cannot compute an accurate EF& 1 factor from Verizon’s DCPR data because Verizon does not
provide the necessary information.

Verizon has failed to meet its burden of proving that its very high EF&| factor is
reasonable. Verizon has not substantiated any of the engineering and installation costs that make
up the more than 40 percent EF& | factor.3%” It is undisputed that Verizon has not provided any
information about the types of activities, labor rates, engineering labor hours, installation labor
hours, or miscellaneous equipment explaining the basis for the difference between the material
cost and the claimed installed cost in the 1998 DCPR data.®**® In order to prove its claimed EF&|
factor, Verizon should have provided this datain detail.3*® Furthermore, Verizon has not
provided any analysis showing that the array of equipment purchased in 1998, upon which it
bases its EF& | factor, represents the array of equipment that would be purchased to put in place a
forward-looking network.*® Even if the 1998 DCPR data for \Verizon East was an accurate
representation of the installation costs for the switching equipment that V erizon happened to buy
and install that year, Verizon has made no showing that this 1998 data isin any way an accurate
representation of forward-looking installation costs. Verizon's witnesses have suggested that the

EF&I ratio derived from any one year’s worth of DCPR data may vary substantially from that in

(..continued)

392 Ty, 2119, 1/29/02 (Pitts).

393 Ty, 2119-2120, 1/29/02 (Pitts).

394 Tr. 1610, 1/24/02 (Gansert).

395 Tr. 2431, 1/31/02 (Anglin).

39 Tr. 1608, 1/24/02 (Anglin).

397 Ex. ATT-21, Pitts Surrebuttal, at 1-3.

398 Tr. 2449-2453, 1/31/02 (Anglin); Ex. ATT-21, Pitts Surrebuttal, at 2; Tr. 2118-2120, 1/29/02 (Pitts); Tr.
2429-2431, 1/31/02 (Anglin).

399 Ty, 2119, 1/29/02 (Pitts).
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other years. “depending on the type of equipment installed that year, you'll get different
relationships.”%*

In sum, Verizon has not met its burden of proving that the historic EF&I ratio it has
calculated isrelevant. The Department should therefore accept Ms. Pitts’ expert
recommendation that a proper, forward-1ooking EF& I factor for switching is approximately
25 percent.

2. Trunk Ports: By Assuming Under utilization of Common Trunks,
Verizon Improperly Inflatestheir Cost.

The utilization of trunks and trunk portsis generally stated as a number of centum call
seconds (CCS, or one hundred seconds) per busy hour,*% but it can readily be restated in
percentages. There are 3600 seconds, or 36 CCSs, in an hour. Thus, a utilization rate of, for
example, 60 percent is the equivalent of 21.6 CCSs per busy hour (2160 / 3600 = 60%).

Verizon does three things in its switch cost model that, together, result in an unreasonably
low assumption of common end office and common trunk port utilization. One of the inputs to
the SCIS model used by Verizon to estimate switch material prices is the expected utilization of
trunks (and therefore of trunk ports) in CCSs per busy hour.*®® Verizon sets this at 1500 CCSs.
It then applies a 95% fill factor within SCIS (this represents a so-called administrative fill, which
reserves capacity for testing of circuits and other network administration).*®* Finally, using the
switch material prices generated by SCIS as an input to its cost model, Verizon then applies
another utilization factor of 94.28%.%> The net result is that VVerizon is assuming an effective

common trunk port utilization of only 37% [(1500 * .95 * .9428) / 3600 = 37.3%]. Thisis

(..continued)
400 T, 1613, 1/24/02 (Anglin).
401 Ty, 2517-2523, 2/1/02 (Anglin).
402 Ex. ATT-20, Pitts Revised Rebuttal at 24.
403 Ex. ATT-20, Pitts Revised Rebuttal at 24.
404 Ty 2121-2122, 1/29/02 (Pitts).
405 Ex. ATT-20, Pitts Revised Rebuttal at 26.
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unreasonably low, and has the effect of unfairly inflating the common trunk port rates calculated
by Verizon.

At aminimum, the Department should evaluate Verizon's costing model by making two
changes to these trunk port utilization assumptions, as recommended by Ms. Pitts. First, it
should set the SCIS input for trunk utilization to 20 CCSs per busy hour.*°® Twenty busy hour
CCSltrunk is the absolute minimum trunk utilization that one would see in anefficient, forward-
looking network, and it would be appropriate to increase to something more like 27 CCSs.*%" A
trunk utilization of 27 CCS/BH would result in call blocking of a minimal, and acceptable, level
of only 0.1% for a 50- member trunk group.*®® Second, since SCIS already accounts for
administrative fill (dividing by 95%), Verizon should not make additional, duplicative utilization
fill adjustment of 94.28% in its workpapers.*®® This factor should be changed from .9428 to 1.0.
The effective utilization that results from these two changesis still a conservatively low 52.8%
[(2000 * .95 * 1.0) / 3600 = 52.8%.

VerizonMA reports that its actual trunk utilization as of November 1, 2001 is 76.6%.
Oddly, it nonetheless argues that the effective utilization of 52.8% resulting from the inputs
recommended by Ms. Pittsistoo high. Of course, the oppositeistrue. If anything, Verizon's
actua utilization confirms Ms. Pitts' suggestion that it would be more appropriate to assume a
trunk utilization of closer to 27.3 CCSs. For example, assuming 27 CCSs and following Ms.
Pitts' second recommendation yields an effective trunk utilization of 71.25%

[(2700* .95 * 1.0) / 3600 = 71.25%].

406 Ty, 2125, 1/29/02 (Pitts).
407 Ty, 2008, 2074, 2126, 1/29/02 (Pitts); Ex. ATT-20, Pitts Revised Rebuttal, at 25 & fn. 24 (as corrected to
read:(%?.S CCSltrunk™).

409 Ty 21252126, 1/29/02 (Pitts).
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Verizon makes no effort to defend its application of a second utilizationfactor of 94.28%
in its cost study workpapers. Since the two SCIS inputs for trunk utilization already sizes the
trunk port investment to leave adequate spare capacity, there is no need and indeed it is improper
to apply athird trunk utilization factor within Verizon's cost study.

Verizon does try to defend its assumption of only 15 CCS/busy hour trunk utilization by
asserting that its cost study does assume trunk usage of more than 20 CCS for trunks that connect
Verizon switches to each other, but that the average trunk utilization in its network is “driven
downward” by lower usage on trunks dedicated to interconnecting CLECs to Verizon's
network.**® But this argument about CLEC usage of dedicated trunksisirrelevant. What's at

issue is the pricing of common or shared trunk ports,***

which carry a mixture of Verizon's own
traffic as well as traffic of CLEC’'s UNE-P customers.**? It is Verizon, and not the CLECs, that
determines how efficiently common trunks are used.*** Verizon should not have used “actual
trunk traffic usage data” for dedicated interconnection trunks that have no bearing on the most
efficient, forward-looking design of common trunk and port utilization. ***

In any case, TELRIC rates require that anticipated utilization reflect efficient practicesin
the long run. The fact that CLECs that are just starting their attempts to enter the local exchange
market in Massachusetts experience lower utilization on dedicated trunking that they purchase
from Verizon is not surprising. Verizon has presented ro evidence showing, and therefore has
not met its burden of proving, that the historic usage data upon which Verizon claims to have

based its trunk utilization assumptions are in any way an accurate predictor of forward-ooking

trunk utilization over the long run. Furthermore, Verizon's arguments about historically low

410 Ex. VZ-38a, Verizon's Recurring Cost Panel Surrebuttal, at 62-63.
411 Ex. ATT-20, Pitts Revised Rebuttal, at 25.

412 verizon-MA’s Tariff DTE MA No. 17, Part B, § 6.2.2.

413 Verizon-MA’s Tariff DTE MA No. 17, Part B, § 6.2.4.

414 Cf. Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal at 63.

w
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trunk utilization cannot be squared with its further representation that “[a]s of November 1, 2001
trunk utilization is approximately 76.6%.”**

3. IDLC: The TELRIC Network Should Be Designed So That All Fiber
Fed Loops Are Served on IDL C with GR-303.

Line port rates should be set on the assumption that all fiber-fed loops are served with
IDLC, and none with UDLC. Thisistrue for two reasons.

First, as explained in Section 1V.A.2.a. beginning at page 114, it is inappropriate to
assume the use of any UDL C technology for setting UNE rates.

Second, as discussed in Section 1V.A.2.a(3) beginning at page 125, it would in any case
be inappropriate to assume that UDL C is needed to serve UNE-P customers. It is undisputed
that “[t]he only UNE line-side switch ports that will be purchased by competitive carriers will be
those associated with UNE-P.”#16

Thus, the switch ports for which costs are being estimated in this proceeding “would be
either copper analog ports or fiber fed GR303-compliant integrated digital loop carrier.”*!’” The
appropriate mix of analog ports and GR303 IDL C ports will match the appropriate economic mix
of copper and fiber feeder in the forward- looking network. Asexplained in Section 1V.A.3.b(4)
beginning at page 155, this proper mix is 49.2 percent fiber fed IDLC and 50.8 percent copper
feeder.

Applying this economic mix to the calculation of switch port rates within Verizon's
switch cost model significantly reduces the line port rate.**® Verizon improperly assumes that
only 25 percent of lines are on IDLC technology.**® The net effect of correcting this assumption

isa 29 percent reduction in the cost of IDLC port rates and a 27 percent reduction in the melded

415 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal at 64.

416 Ex. ATT-20, Pitts Revised Rebuttal, at 27.
417
Id.

418 Ex. ATT-20, Pitts Revised Rebuttal, at 27.

-85-



UNE-P port rate (melded meaning the final port rate, reflecting the cost of both the IDLC port

and the analog line port).*%

4, Non-Traffic Sensitive Costs Must Not Be Assigned To Traffic
Sensitive Rate Elements.

a. “Getting Started” Costs Are Not Traffic-Sensitive.

“Getting started” costs should be recovered via non usage-sensitive elements because
they do not vary with traffic levels.*?! It is undisputed that they are “fixed” in that they do not
increase if minutes or lines are added to the switch. *?? “Getting started” costs reflect the
common equipment purchased to make a switch operational, regardliess of the number of lines,
number of trunks, or traffic carrier.**

The appropriate cost driver for today’s digital switchesis ports, not minutes of use.*?*
Digital switches are basically large computers, and advances in technology associated with
memory and processing power provide current digital switches with memory and processing
power that far exceed expected demand.*?® This can be seen in Verizon’s own study which
shows that the average processor utilization over the life of a Lucent S5SESS switch is only <Begin

Proprietary> XX <End Proprietary> % and the average processor utilization over the life of a

Nortel DMS switch isonly <Begin Proprietary> XX <End Proprietary> %.%?° Given the

computing power available in modern switches, the primary limiting factor in today’ s digital

switchis not processing capacity but rather the exhaustion of the number of ports.

(..continued)
419 Ex. ATT-20, Pitts Revised Rebuttal, at 27.
420 Ex. ATT-20, Pitts Revised Rebuttal, at 28.
421 Ex. ATT-20, Pitts Revised Rebuttal, at 31.
422 Ty, 1614, 1616, 1/24/02 (Matt).
423 Ty, 2085, 1/29/02 (Pitts).
424 Ey ATT-20, Pitts Revised Rebuttal, at 32.
425 Ex. ATT-20, Pitts Revised Rebuttal, at 32.
426 Ex. ATT-20P, Pitts Revised Rebuttal, Ex. CP-4.
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Verizon claims that “getting started” costs are driven by usage because every feature of
the switch other than the port potentially requires augmentation as the level of usage on aline
increases.*?’ Thisclamisfase The record evidence shows conclusively that the fixed getting
started cost of the switch does not vary with increases to either numbers of lines or usage.*?®
Verizon's Ms. Matt explains that “getting started” costs would not increase if Verizon used afive
year planning period as opposed to a three year planning period, even though the busy hour
traffic in minutes of use (“MOUS’) and investments necessarily would be increased.**® Ms. Matt
also concedes that the “ getting started” cost will only increase if Verizon added an “exorbitant
amount of lines” or added another switch. **°

In sum, Verizon incorrectly assigns the “getting started” costs — as well as the related and
similarly fixed RTU fees — to the traffic-sensitive MOU rate element.*** Doing so resultsin
over-recovery by Verizon. It permits Verizon to take an undisputedly fixed cost, divide it by an
estimate number of minutes of use, and then see its UNE revenues increase with usage they the
related costs remain fixed.**> They way to correct this problem of over recovery isto assign
switching costs that do not vary with usage to the fixed monthly rates for ports, and remove them
from the costs used to calculate the per MOU rates.

In Verizon's model, because they take a fixed, getting started cost and charge for it on an
MOU basis, you get a higher per MOU charge using Verizon's assumed three- year planning
period than if one uses the five-year period over which the Department intends for these rates to

bein place.**®* However, this problem disappearsif the Department follows Ms. Pitts advice and

427 Ex. VZ-38P, Recurring Cost Panel Surrebuttal, at 68; VZ-42P, Garfield Surrebuttal, at 12-13.
428 Tr. 1616, 1/24/02 (Matt); Tr. 2085-2086, 1/29/02 (Pitts).

429 Ty, 2351-2352, 1/31/02 (Matt).

430 Ty 2355, 1/31/02 (Matt).

431 Ex. ATT-20, Pitts Revised Rebuttal, at 32.

432 Tr 2087-2088, 1/29/02 (Pitts).

433 Tr. 2087-2088, 1/29/02 (Pitts).
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moves the non-traffic sensitive costs to the fixed monthly port charge, and takes them out of the
variable MOU usage rates.*3*

b. Other Port-Related CostsMust Also be Assigned to Fixed
Monthly Port Charges.

In addition to the getting started costs, al other switching costs that do not vary with
traffic levels or are causally related to the port function should also be assigned to the port rates.
These additional cost elements include: line termination costs, BRI and PRI costs (for ISDN line
and trunks), Additional D Channel Termination costs, and Additional XAT Channel Costs
should be assigned to ports.**® These costs are listed in Verizon's Recurring Cost Model at
Workpaper Part C-2, Section 4, page 1, at lines 1, 2, 11, 13, 14, 19, 20, and 21. In addition, the
two EPHC (*Equivalent POTS Half-Call) categories at lines 2 and 10 should also be assigned to
ports.**® Asexplained by Ms. Pitts:

EPHC is an output category that captures the common equipment in the switch

module, which is the primary building block component of the 5ESS switch,

which uses a “distributed” architecture. This common equipment’s maximum

port capacity is reached before its call processing capacity.[] Therefore, the cost

driver is ports and the EPHC costs should be assigned to the ports.**’

5. RTU Fees Must be Forwar d-L ooking, and Should be Recovered
through Monthly Port Rates, on a Non-Traffic Sensitive Basis.

a. Verizon's Proposed RTU Fees Are lmproperly Based on a
One-Time $200 Million Spike 1999 RTU Expenditures.

Right-to-use (*RTU”) fees are the licensing fees paid to switch vendors for use of the
switch software. Verizon's treatment of RTU fees “accounts for approximately ten percent of

the total switch usage charges proposed by VZ-MA.”**® For thisreason AT& T sought backup

434 14

435 Ex. ATT-20, Pitts Revised Rebuttal , at 33-34.

436 Ty, 2133-2136, 1/29/02 (Pitts).

37 Ex. ATT-20, Pitts Revised Rebuttal, at 35.

438 Ex. ATT-21, Pitts Surrebuttal at 10; Ex. VZ-37, seealso Verizon's Recurring Cost Study, Workpaper
Part C-2, Section 1, Page 1, Lines 19 and 20.
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and justification for the RTU expenses assumed by Verizon in Part G-9 of its recurring cost
study.

Verizon bases its RTU factor for switching on historical expenses for 1999 and 2000, and
forecasts for 2001 and 2002.**° But Verizon was unable to provide any supporting information
to explain these historic costs.**

What we can tell isthat Verizon’s RTU factor for switching is inflated by 26 percent as a
result of improper treatment of RTU investments for the year 1999. Verizon's 1999 RTU cost is
overstated by almost $200 million. Verizon included $377.5 million in RTU costs for 1999 in
calculating its factor, when it should have included only $184.6 million. In that year, Verizon
changed its method of accounting for RTU fees.**! This resulted in a“One Time Impact,”
without which the 1999 RTU costs would have been only $184.6 million. 442

It isimproper under TELRIC to base UNE rates on one-time, historic costs. Verizon
attempts to explain the inclusion of this 1999 figure stating that “[s]oftware expenditures can and
do vary year over year, and there is no reason to disregard any actual spike in expendituresin
any year. Certainly there may be vendor software developed in the near future that may cause
another spike.”*** However, this is not the reason for the 1999 spike and, even if it were, a one-
time atypical RTU purchase should not be reflected in a forward-1ooking environment.*** The
impact of the one-time accounting change in 1999 reflects an embedded, historical cost and is

not a recurring cost that Verizon will incur in the future. In fact, Mr. Anglin concedes that

439 Ex. VZ-37, Verizon's Recurring Cost Study, Part G-9, Workpaper Page 1 of 3.

M0 Ex. ATT-VZ 12-1

441 Ty, 1654-1657, 1/24/02 (Anglin); Ex. ATT-VZ 12-2P.

442 By ATT-VZ 12-2-2S-R (second supplemental reply, redacted) (see the footnote in the attachment.)
443 Ex. VZ-38a, Recurring Cost Panel Surrebuttal, at 73.

444 Ex. ATT-20, Pitts Revised Rebuttal, at 37.

iN
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Verizon does not see “any significant spikes’ in its planning horizon and Verizon's software
engineers likewise do not predict any spikes in annual investment.*+

The correct 1999 expenditure of $184.6 million therefore should be included in column C
of Workpaper Part G-9, Page 1 of 3. This one change results in a decrease of the RTU factor by
approximately 26 percent.

b. RTU Fess, Like " Getting Started” Costs, Should be Recovered
Via Port Rates and Not Via MOU Rates.

Verizon incorrectly allocates RTU fees to the MOU rate for switch usage.**® Itis
undisputed that the licensing fee paid for using the switch software “is not at al afunction of the
minutes of use on the switch.”**’ Since RTU fees are in fact fixed, and do not vary with switch
usage, they should not be assigned to the most volatile usage-sensitive element.**® Rather, RTU
fees should be recovered through the non-traffic sensitive port rates. As with “getting started”
costs, the exhaustion of portsis the cost driver for the purchase of an additional switch and the
concomitant RTU fees.**® Verizon tries to support its traffic-sensitive RTU fee by claiming that
RTU costs should be recovered in proportion to utilization, on the theory that “a user who
utilizes a larger share of resources should be required to pay a proportionally larger amount for
those resources than a user that uses less of the resources.”**® Yet, Verizon will not exhaust the
processor usage or its RTU fees and, therefore, it is incorrect to require that one user of the
switch should pay more toward RTU fees than another user.*** As explained above, allocation of
fixed switching costs to the traffic-sensitive MOU rates will unfairly result in over recovery by

Verizon.

445 Tr. 2437, 1/31/02 (Anglin).

446 Ty 1644, 1/24/02 (Matt).

447 Ty, 1644, 1/24/02 (Matt).

448 Ty, 2130, 1/29/02 (Pitts); Ex. ATT-20, Pitts Revised Rebuttal, at 38.
449 Ex. ATT-20, Pitts Revised Rebuttal, at 38-39.

450 Ex. vZ-38P, Recurring Cost Panel Surrebuttal, at 62.

451 Ty, 2130, 1/29/02 (Pitts).
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6. Feature Port Additive Charges Should Not be Levied On Top of
Switch Usage and Port Prices, Since Verizon Has Not Met Its Burden
of Proving the Nature or Magnitude of the Claimed Costs.

Verizon says that it proposes feature port additive costs to cover the hardware purchased
to provision optional features such as conference calling, distinctive ringing, call forwarding, and
automatic recall.**> However, the costs of features should be included in the basic price of
switches assumed by amodel. Thereis no need to show feature costs separately. **® These
switched- based features associated with local telephone services are aready included in the
switch prices adopted by the FCC*** and utilized in the HAI Model.**> Verizon can and should
be required to structure its rates the same way.

Verizon proposes feature port additive costs without reference to engineering data,

456

marketing line penetration data, > or any other legitimate source of estimating the feature data

inputs to its switch study. *®” The feature input data is unsupported by any document or

explanation and can only be validated by “the opinion of the respective product manager.”*>®

The Department ordered Verizon to provide afurther explanation, in the form of “a step by step
delineation of the process product managers used to derive [each] estimate.”**® VerizonMA’s
entire supplemental response was as follows:

At a meeting between the cost analyst and the product manager:

1. Each SCIS/IN feature input was discussed.

2. The product manager estimated each input value.

3. The cost analyst recorded each value as input into SCIS/IN.4°

452 Ex. VZ-37P, Recurring Cost Model, Workpaper Part C-1, Index, pages 1-2.

453 Ex. ATT-25, Mercer Direct, at 9.

454 FCC’s USF Platform Order 1 75.

455 Tr 2080, 1/29/02 (Pitts)

456 Ty, 2447, 1/31/02 (Matt).

45T Ty, 2441, 1/31/02 (Matt).

458 Exs. ATT-VZ 41, ATT-VZ 12-15, and ATT-VZ 12-16,; see also Ex. ATT-21, Pitts Surrebuttal, at 5.
459 Docket DTE 01-20, “Interlocutory Order on AT&T’s ... Motions to Compel,” at 26 (October 18, 2001).
460 Ex ATT-VZ 4-1, Supplemental Response.
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To state the obvious, this is not a meaningful explanation of a key input to Verizon’s switch cost
study. The cost of feature hardware is directly impacted by the inputs Verizon MA enters into
the SCIS feature model, called SCIS/IN, and therefore Verizon's baseless inputs skew the feature
port costs. *6*

The Department asked Ms. Pitts whether Verizon provided adequate support for its
feature port input data in its response to ATT-VZ 22-3.%%? This response, however, only provides
some penetration data. Penetration datais merely the starting point for a complete analysis of
these costs.*®® Asexplained by Ms. Pitts, the input data required for SCIS/IN takes two forms:
usage and penetration. *®* Verizon's penetration data does not identify how many linesin an
office have a particular feature, although Verizon certainly could produce such information. 4¢°
In addition, Verizon provides no support for the logic used by Verizon's product manager to
estimate the input value for usage.*°®

Without adequate data to demonstrate the reasonableness of these inputs or their
consistency with other inputs, Verizon’s feature port costs should be eliminated. Verizon's
feature investments are substantially overstated as a result of Verizon's incorrect switch discount
inputs. Alternatively, should the Department decline to hold Verizon responsible for failing to
meet its burden of proof on the feature port hardware costs, the rates set for feature port additives
should be set at or substantially below the restated rates provided in Exhibit CP-1 to Ms. Pitts

Revised Rebuttal Testimony. %6’

461 Ex. ATT-21, Pitts Surrebuttal, at 4.
62T, 2082, 1/29/02 (Baldwin).

463 Tr, 2082, 1/29/02 (Pitts).

464 Ex. ATT-21, Pitts Surrebuttal, at 5.

465 Tr 2081-2082, 1/29/02 (Pitts).

466 Ty 2081-2082, 1/29/02 (Pitts).

487 Ex. ATT-20, Pitts Revised Rebuttal, at 31.
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7. The Call Completion Ratio Used to Compute the Non-Conver sation
Time Factor Should Be Increased to Reflect Growing Use of Call
Answering Technology, and Verizon Must Reviseits Tariff to
Comport With Use of ThisFactor in Its Cost Study.

a. Verizon’s Call Completion Ratio IsArtificially L ow.

Verizon uses an inflated factor to increase the minute of use cost to account for nort
conversation time.*®® Non-conversation time (“NCT”) represents the time a switch is used not
for conversation but to complete a call, including the time for dialing, ringing, and call set-up.*®°
In order to arrive a aNCT factor, Verizon must estimate the total NCT per call. Verizon does
this by dividing the NCT per attempted call by the call completion ratio.*”® The call completion
ratio, as its name suggests, provides the percentage that a call is completed by a person or
machine. This call completion ratio directly effectsthe NCT factor. The higher the percentage
of call completions, the lower the NCT factor and, therefore, the lower the minute of use cost.

Verizon's 71.5% completion rate*’! is based on Bell Atlantic South data from 1992.472
Thus, it cannot possibly capture the huge increase in call completions due to answering machines
and voice messaging services.*”® Ms. Matt's contention that caller ID has somehow reduced the
call-completion ratio is unfounded given the fact that, as admitted by her, answering machines
and voice mail complete calls, which still occurs even when an individual decides not to pick up
the phone after consulting caller 1D.#™* Contrary to Verizon's contention, Verizon’s proposed

call completion ratio based on tenyear-old data is not anchored in the reality of today’s

network.*"®

468 Ex. VZ-37P, Recurring Cost Model, Part C-2, Section 1, Page 1, Line 29; Part C-3, Section 6.
469 Ex. VZ-36, Recurring Cost Panel Direct, at 160.

470 Ex. VZ-37P, Recurring Cost Model, Part C-3, Section 6, Page 1 of 1, line 15.

471 Ex. VZ-37P, Recurring Cost Model, Part C-3, Section 6, page 1 of 1, line 14.

472 Ex. ATT-VZ 12-12 (Matt); Tr. 2321, 1/31/02 (Matt).

473 Ex. ATT-21, Pitts Surrebuttal, at 10.

474 Tr. 2315-2316, 1/31/02 (Matt).

475 Ty, 2317, 1/31/02 (Matt).
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Verizon has not produced Massachusetts-specific data, and has not produced recent data
from any jurisdiction. There is good reason to believe that the very old data upon which Verizon
has relied underestimates the forward-looking call completion ratio. For these reasons,
Verizon's completion ratio should be increased from 71.5 percent to at least 85 percent, to reflect
the increased call completions as a result of subscriber reliance on answering machines,
voicemail and caller-1D.#"® Utilizing the more appropriate 85 percent call completion ratio
t.477

reduces the overall NCT adjustment factor and the minute of use cost by two percen

b. Tariff No. 17 Must Be Revised to Prevent Double-Counting of
Non-Conversation Time.

As explained in the immediately preceding section, the Verizon cost study accounts for
the non-conversation time and the call completion ratio in the computation of MOUs. For this
reason, D.T.E. Tariff No. 17, Part B, Section 6.3 must be revised. This portion of Verizon's
UNE tariff increases the recorded originating measured minutes by atotal non-conversation time
and call attempt additives.

If these tariff additives are combined with MOUSs that aready include non-conversation
time and the call completion ratio, however, then Verizon will double recover for non
conversation time. Thus, Verizon should be ordered to revise its tariff to remove non
conversation time and call attempt additives, in order to make the tariff consistent with the basis
upon which Verizon's cost study derives UNE rates.

8. Verizon’s BH/AHD Conversion Factor Must Reflect the Usage of a
Switch Over All Days, Not Just Business Days.

Switches are sized to handle the traffic of the busy hour.*’® Yet, MOU rates for UNE

switch usage apply to al traffic, whether it occurs in the busy hour or not. Verizon's cost study

476 Ex. 21, Pitts Surrebuttal, at 10.
477 Ex. 21, Pitts Surrebuttal, at 10.
478 Ex. VZ-38P, Recurring Cost Panel Surrebuttal, at 79.
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sizes switches to handle busy hour traffic, and estimates a busy hour MOU cost,*’® and then
converts that cost to an Any Hour of the Day MOU by applying an “Annua to Busy Hour
Ratio.”*® To calculate this ratio or conversion factor, Verizon starts with an assumed “Busy
Hour to All Hours of the Day” (“BH/AHD”) ratio,*®* and divides that by the number of days over
which the usage costs are to be recovered.*®?

Verizon's cost study is based on an unsubstantiated BH/AHD ratio. It also improperly
inflates switch usage charges by dividing that ratio by too small a number of days to calculate the
annual conversion factor.

a. The BH/AHD Conversion Factor Should Spread Switching
Costs Over 365 Days, Or at the Least, 308 Days.

Verizon further overstates switching costs by mis-calculating the busy hour to annual
factor, derived from the BH/AHD ratio. Verizon calculates the BH to annual factor by spreading
the assumed busy hour traffic across 251 business days a year.*®® But afactor that only
distributes usage across business days, rather than across every day, improperly inflates the
calculation of switch usage rates. The 251 days represent the “average business days’ of the
year and exclude all weekend and holiday traffic. The remaining 114 days of the year are pure
profit for Verizon.*®* Ignoring these 114 days worth of traffic amounts to an estimated 20%
over-recovery by Verizon, %

Verizon's use of only business daysin ayear alows Verizon to recover its entire

486

switching investment by traffic that occurs only on business days.™” Subscribers, however,

479 Ex. VZ-36, Recurring Cost Panel Direct, at 158-159.

480 E g., Ex. VZ-37, Verizon Recurring Cost Study, Workpaper Part C-2, Section 1, Page 1, Line 27.

481« All Hours of the Day’ means averaged over all time-of-day periods.” Ex. VZ-36, Recurring Cost Panel
Direct, at 157, fn. 34.

482 gee Ex. VZ-37, Verizon Recurring Cost Study, Workpaper Part C-3, Section 7.

483 Ex. VZ-37, Verizon Recurring Cost Study, Workpaper Part C-3, Page 1, Line 4.

484 Ty, 2048-2049, 1/29/02 (Pitts).

485 Ty 2058, 1/29/02 (Pitts).

486 Ty 2058, 1/29/02 (Pitts).
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make telephone calls on weekends and holidays, and CLECs have to pay for those minutes
through Verizon’s switching usage charge on an MOU basis.*®” “Because unbundled network
elements are both residence and business, [and] are going to be used 365 days a year,” Verizon's
BH/AHD ratio should be divided by 365 days.*®

The New Y ork PSC recently found that Verizon's method of computing the BH/AHD
conversion has “the effect...of spreading switching costs only over business day MOUS, not total
MOUSs."*% As aresult, the New Y ork PSC adopted Judge Linsider’ s recommendation of
spreading the costs over 308 days a year, afigure derived by treating each weekend day as one-
half of aday.*®® In making this recommendation, Judge Linsider recognized that weekend usage
must be taken into account when calculating the BH/AHD conversion. *°*

Use of 365 days will soread switching costs over all MOUSs and therefore the Department
should divide the BH/AHD ratio by 365 in order to arrive at the busy hour to annual conversion
factor. Inthe aternative, the Department should utilize the 308 days adopted by the New Y ork
PSC which more accurately allocates the costs of switching in comparison to Verizon's proposal
of 251 days.

b. Traffic Data from 1997 Cannot Be Relied Upon To Support the
BH/AHD Ratio.

Historically, there had been an industry standard of using 10% as the BH/AHD ratio.**2
But this was based on earlier caling trends in which business calling peaked mid- morning and
residential calling peaked in the early evening.*** Now, however, switches often have multiple

busy hours, rather than just one, for reasons ranging from Internet usage to “aways on” work

87 Tr. 2058, 1/29/02 (Pitts).

88 Tr. 2057, 1/29/02 (Pitts).

489 New York UNE Rates Order, at 38.
4% New York UNE Rates Order, at 36-38.
491 New York UNE Rates Order, at 36.
492 Ty 2026, 1/19/02 (Pitts).

493 Ex. ATT-21, Pitts Surrebuttal, at 7-8.
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hours.*®* In other words, the peakedness of old is flatting out. What this means is that the ratio
of busy hour callsto total day callsisfalling, as usage is getting spread more evenly through the
day.*®® Thisis undisputed. Even Verizon's switch cost witness recognizes that “Internet traffic
has flattened out the busy hour” and therefore the industry standard of 10% must be reduced. **°

Verizon uses aratio of 8.3%, not 10%.%9” But this 8.3% ratio is based on aNew York
traffic sample from 1997 from the defunct NCAT cost model, and has not been shown to be an
accurate indicator of present day traffic.*%® Data on 1997 traffic cannot reflect current usage
trends, given the changes associated with the increase in cell phore usage and internet usage.**°
“This factor was not documented and its impact on the minute of use cost is significant.”>%

If the ratio of the busy hour calls to total day calls dropped 20 percent from 1997 to
today, i.e. the BH/AHD ratio had declined to 6.6%, the busy hour to annual conversion factor
would drop 20 percent to .000265 and ultimately cause the minute of use costs to decline by 20
percent.®® No recent study has been conducted by Verizon to establish that its proposed 8.3%
busy hour to total day based on 1997 data accurately reflects traffic today. However, the
evidence indicates that busy hour to total day is likely to decline.>%?

In the 1996 Consolidated Arbitrations, Verizon used a 10% figure based on 1995 data,

while it uses in this proceeding an 8.3% figure based on 1997 data.>®® Given thistrend, and the

very good reasons to expect that it has been continuing and will continue into the future, the

494 Ex. ATT-21, Pitts Surrebuttal, at 7-8; Tr. 2046-2047, 1/29/02 (Pitts).

495 Ex ATT-21, Pitts Surrebuttal, at 8.

496 Tr, 2334-2335, 1/31/02 (Matt).

497 Ex. VZ-37, Verizon Recurring Cost Study, Workpaper Part C-3, Line 5.

498 Ex. ATT-VZ 4-48S; Tr. 2338, 1/31/02 (Matt) (Verizon no longer uses NCAT).
499 Ex. ATT-21, Pitts Surrebuttal, at 7.

500 Ex. ATT-21, Pitts Surrebuttal, at 6.

01 Ex. ATT-21, Pitts Surrebuttal, at 8.

502 Ty 2047, 1/29/02 (Pitts).

03 Ty, 2334, 1/31/02 (Anglin).
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Department should adopt Ms. Pitts' suggestion of a BH/AHD ratio approximately equal to 7.0%.
This adjusted figure properly reflects the increased flattening of the busy hour.>%*

D. DUF Charges: Verizon Should Not be Allowed to Assess Extra Charges for
Providing Billing Information in Daily Usage Files.

In addition to the switching rates proposed in Part C of Verizon’s recurring cost
workpapers, Verizon also seeksin Part F-3 to impose a substantial charge for each billing record
reported to a CLEC that purchases unbundled switching. This crucia billing information is sent
to CLECsin the Daily Usage File (“DUF’). CLECs that purchase unbundled switching from
Verizon, typicaly as part of a UNE-P arrangement, need to get from Verizon the key billing
information associated with each call originated by the CLEC customer, such as the length and
destination of call. Without accurate and timely billing information from Verizon, CLECs
relying on unbundled switching are unable to prevent and resolve consumer billing problems,
and unable to collect proper amounts from their retail customers.®%

“In the Phase 4-O Order in the Consolidated Arbitrations [docket], the Department
rejected Verizon MA’s DUF costs.”*® Asaresult, today there is no charge to CLECs for
receiving the billing information that is gathered by Verizon's switches. In this proceeding,
Verizon once again has not met its burden of proving that its claimed DUF costs are TELRIC-
complaint, or indeed of proving that they are accurate or make any sense. The Department
should therefore, once again, reject Verizon's proposed DUF charges in their entirety.

1. The Proposed DUF Charge Double Counts Costs Already Recover ed
Through Verizon’s Common Overhead and Other Support ACFs.

The Department previoudly found that Verizon may not assess a separate charge for

providing billing records where the relevant comput er-related costs are aready accounted for in

S04 Ty, 2059, 1/29/02 (Pitts).
305 Ex. VZ-37, Verizon's Recurring Cost Study, Part F-3, Section 1.1 (DUF records are needed by CLECs “for
timely and accurate billing of servicesto the end user”).
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the joint and common overhead factors used by Verizon to develop al of its UNE rates.*®’ The
Call Usage Detail Service (“CUDS’) charges that the Department rejected in the Consolidated
Arbitrations proceeding are for the same billing record provision that is covered by what Verizon
now callsits DUF charge.>®

Verizon asserts that it has eliminated any possibility of double counting by its proposed
DUF charges and its overhead factors “through an explicit adjustment to the ACFs.”**° But a
quick review of the evidence shows that this assertion is not true. The “explicit adjustment” to
which Verizon refers was made only to the Other Support ACF, and it took into account only the
OSS access costs addressed in Mr. Minion’s direct testimony without making any reduction in
this ACF for the separate costs claimed in Verizon's Workpapers Part F-3 for providing billing
records through DUFs.®'° No downward adjustment was made to any ACF to prevent double
counting of the claimed DUF-related costs.

If Verizon's proposed OSS access charges and its proposed DUF charges both cover the
same costs, then Verizon is brazenly attempting to pad its UNE charges by counting the same
item more than once in its direct rate elements. But if, as Verizon claims, the OSS and DUF
charges are for different aleged underlying costs, then making an adjustment to the Other
Support ACF with respect to the OSS access costs in no way corrects for double counting
between that Other Support ACF and the proposed DUF charge.

Furthermore, no adjustment whatsoever was made to prevent double counting within the

Common Overhead ACF. This common overhead factor is applied by Verizon to gross up al of

(..continued)
506 Ex. vZ-36, Verizon's Recurring Cost Panel Direct Testimony, at 188.
%07 Consolidated ArbitrationsDocket, Phase 4-O Order at 9 (Jan. 10, 2000), citing Phase 4-L Order at 47-49
(Oct. 14, 1999).
8 Ex. VZ-36, Recurring Cost Panel Direct, at 188 fn. 40.
%09 Ex. VvZ-36, Recurring Cost Panel Direct, at 188.
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its claimed recurring costs.®*! The Common Overhead ACF is the placein Verizon's cost study
where it recovers for, among other things, computer hardware costs and the costs of information
management personnel.®*? The large and broad categories of costs covered by the Common
Overhead ACF subsume the smaller, narrower costs that Verizon seeks to recover in its proposed
DUF charges. The DUF charges are based on total investment in general purpose computers, on
the cost of computing capacity, and on the cost of a few support personnel.>*3

As the Department found in its Phase 4-L and 4-O Orders, Verizon should not be able to
assess specific charges for computing and related support costs that fall within categories of
common costs which are recovered through general factors applied in calculating all UNE
rates.>** For this same reason, the proposed DUF charges should be rejected in this proceeding

just as they were in the Consolidated Arbitrations docket.

2. Even If Verizon Had Not Double Counted Them, Its Proposed DUF
Charges Should Still be Eliminated or Greatly Reduced.

Verizon provided little discussion and no substantive explanation of its proposed DUF
charges in the scant two pages of prefiled testimony addressing the topic, > and instead relies
upon the poorly documented workpapersin Part F-3. Verizon has proposed that CLECs be

charged atotal of $0.001624 for each DUF hilling record that is sent to the CLEC. Thisisthe

(..continued)

10 Ex. vZ-37, Verizon Recurring Cost Study, Part G-6, Tab 8 (“OSS Adjustment”); Ex. VZ-36, Recurring
Cost Panel Direct, at 51 (Verizon subtracts from the Other Support ACF “an estimation of costs that are associated
with accessto OSS,” which costs “are further discussed in Mr. Minion’ s testimony.”).

11 See eg., Ex. VZ-37, Verizon Recurring Cost Study, Part B-1, Massachusetts Monthly Loop Cost
Summary, lines4, 11, 18, 25, 32 (loop rates); Part C-1, Section 1, Page 1, Line 20 (analog line port rate); Part C-2,
Section 1, Page 1, Line 21 (local switch usage rate).

12 Ex. VZ-37, Verizon Recurring Cost Study, Part G-2, Tab 2.

13 Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Sections 4.1B-4.1D, and 4.3A.

514 Consolidated ArbitrationsDocket, Phase 4-O Order at 9 (Jan. 10, 2000), Phase 4-L Order at 47-49
(Oct. 14, 1999).

515 See Ex. VZ-36, Recurring Cost Panel Direct, at 187-189.
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total of the $0.001363 cost to process each record, plus the $0.000261 to transmit each record to
the CLEC electronically viaan EDI interface, that is claimed by Verizon. ®®

Although these numbers seem small on their face, in practice they can be important. At
the typical customer MOU volumes that FCC staff uses to evaluate the actual cost impact of
particular UNE rates, Verizon's proposed combined per DUF record charge would result in a
cost of over 60 cents per month per UNE-P customer. That is a material and significant amount.

a. Verizon's Proposed Record Transmission Costs are
Unreasonable.

Verizon has not come close to meeting its burden of proof with respect to the proposed
per record transmission charge of $0.000261. First, Verizon substantially overstated its claimed
cost of computer processing, by basing its calculations on 1997 hardware costs. Asexplained in
the next section, correcting for this one error would reduce the per record transmission charge to
$0.00008. Second, Verizon rounds out its transmission charge cost study by applying arbitrary
and unsupported assumptions regarding the number of “maintenance hours’ and “daily CPU
minutes’ to be spent each day in transmitting DUFs. Since the cost study is unsupported, this
charge should be disallowed in its entirety.

@ Verizon over statesits data transmission costs by using
1997 costs of computer processing capacity.

One of the key inputs for Verizon's claimed DUF transmission cost is the assumption that
computer cost per minute of central processing unit (“CPU”) time equals $13.13.51" Verizon
provides absolutely no backup or explanation for this number. It just appears, and we are told

that it comes from “Integration and Planning.”>*®

516 RRATT-2, p.4; Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, p.9, § 2.1.
17 Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Section 4.3A, Line 9.
18 Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Section 5.7A
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But thisis not the first time that Verizon has trotted out this assumed processing cost of
$13.13 per CPU minute in support of claimed DUF charges. Verizon used the identical
assumption in its 1997 cost study, which the Department rejected in its Phase 4-O order.>*°
Thus, at least in this key respect, Verizon's assertion that “[i]n this filing, the DUF study is based
on more current data than that provided in the Consolidated Arbitrations’®?° is patently false.
This input was not justified in the 1997 cost study either. The only source for the $13.13 figure
was that it was “estimated.”®?! But the 1997 workpapers suggest that this figure was somehow
derived from Verizon's calculation that its cost of computer processing capacity was $20,000 per
Millions of Instructions Per Second (“MIPS’) in 1997.%%

If the Department intends to adopt UNE rates in this proceeding that will remain in effect
for five years, then it should set those rates based on the computing costs one would expect in the
middle of that period, i.e. in 2004. Inits Phase 4-O order, the Department concluded that any
attempt by Verizon to recover for DUF costs or other OSS costs must be rejected for failure by
Verizon to meet “its burden of proving that the components of that cost estimate were accurate”
so long as Verizon's cost estimates fail to “reflect the decrease in computational costs that are
expected under ‘Moore's Law,” awidely accepted principle in the digital €l ectronics industry,
which holds thet the cost of digital technology decreases by 50 percent every 18 to 24
months.”?® |n testimony before Congress, Verizon Wireless has noted that there is every reason
to expect this trend to continue: “Moore' s observation, now known as Moore's Law, described a

trend that has continued and is still remarkably accurate. It is the basis for many planners

®1% Consolidated ArbitrationsDocket, Phase 4-O Order, at 8 (Jan. 10, 2000), citing Consolidated Arbitrations
Ex. BA-OSS-3, Attachment C.

520 Ex. VZ-36, Recurring Cost Panel Direct, at 188.

%21 Consolidated ArbitrationsEx. BA -OSS-3, Attachment C, Workpaper |, Line 4, column C.

%22 Consolidated ArbitrationsEx. BA -OSS-3, Attachment C, Workpaper |.

2% Consolidated ArbitrationsDocket, Phase 4-O Order at 8-9 (Jan. 10, 2000).
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performance forecasts.”*** FCC Chairman Michael K. Powell agrees.®® Verizon has made no
effort to refute Moore's Law in this proceeding. To the contrary, its own records show that
Verizon's cost for processing capacity in MIPS decreased by 60% from 1996 to 1999, and its
cost for storage capacity (measured in gigabytes of memory) decreased by 80% over the same
three years.>%®

The Department’ s prior findings provide guidance regarding how much Verizon has
overstated its presumed DUF transmission costs by using a 1997 cost of $13.13 per CPU minute,
rather than adjusting this cost forward to expected 2004 levels. Verizon concedes that its cost per
MIPS had fallen from $20,000 in 1997 to $9,800 by calendar year 2000.%*” Applying Moore's
Law, one would expect that Verizon's cost per MIPS will have fallen by at least 50% from 2000
to 2002, and another 50% from 2002 to 2004. In other words, one would expect that cost to fal
by 75% over the four years from 2000 to 2004 (1*.50*.50=.25). If Verizon's cost per MIPSin
2000 was $9,800, then one would expect it to fall to $2,450 by 2004. In other words, Verizon's
computing costs will have decreased by amost 90 percent from 1997 to 2004
($2,450 + $20,000 = 12.25 percent, i.e. an 87.75% decrease).

It isa ssimple matter to apply this adjustment to Verizon's DUF cost study. In the
electronic workpapers, one goes to Part F-3, Tab 4.3A, and replaces the assumed cost per CPU

minute of $13.13 with a new, circa 2004 cost of $1.61 ($13.13 * .1225 = $1.61). The effect of

524 gtatement of Molly Feldman, Vice President - Tax, Verizon Wireless, Testimony Before the Subcommittee
on Oversight of the House Committee on Ways and M eans, September 26, 2000. Available at
< http://waysandmeans.house.gov/oversite/ 106cong/9-26-00/9-26feld.htm>. Accord Vermont Telecommunications
Plan, Department of Public Service, August 2000 (“Moore's observation, now known as Moore's Law, described a
trend that has continued and is still remarkably accurate.”) Available at
< http://www.state.vt.us/psd/tel 00/tel 00c12.htm>.

2> Address by Chairman Michael K. Powell to British American, Inc., May 24,2001 (  “we unleashed this
thing that we now are pretty familiar with that we call Moore's law to describe this unbelievably relentless doubling
and tripling of processing power”), available at < http://www.fcc.gov/Speeches/Powell/2001/spmkpl107.html >. See
also, e.g., Keynote Address by Chairman Michael K. Powell, Georgetown Law Center First Year Orientation,
August 30, 2000, (“Following Moore's Law, the speed of the microchip doubles every 18 months.”), available at
< http://www.fcc.gov/Speeches/Powel 1/2000/spmkp001.html >.

526 Ex.VZ-26, Minion Direct, at 6.
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updating this one input is to reduce the resulting data transmission charge per record cal cul ated
by Verizon’s model to $0.00008 per record, down from the $0.000261 improperly calculated by
Verizon.

As Verizon concedes, in the Phase 4-O order the Department found that the assumed
investments underlying the DUF charges proposed in the Consolidated Arbitrations proceeding
“were overstated.”>?® The passage of time, in the context of steadily declining computing costs,
means that repetition of the exact same cost assumptions today results in even greater
overstatement of costs than was true in the prior UNE rates case.

2 Verizon provides no support whatsoever for its
assumptionsregarding the required extent of CPU
processing time or number of “maintenance” hours.

Two other key assumptions in Verizon’s data transmission cost study are completely
arbitrary. Verizon assumes that someone must spend two hours every day on “maintenance”
related to DUF transmission, and that it will take 35 minutes of CPU processing time each day to
transmit the DUFs.*?° No explanation or justification is provided for these key inputs. Verizon
says only that they “were taken from the previous study.”>3® But the previous, 1997 OSS study
said only that these two numbers were “Estimated;” no other backup was provided.>3*

Verizon has not met its burden of proof with respect to its claimed DUF transmission

costs, and that charge should be disallowed as it was in the Consolidated Arbitrations case.

b. Verizon's Proposed Record Processing Costs are
Unreasonable.

Asdiscussed in Section 111.D.1 beginning at page 98, the computer hardware and support

personnel costs that underlie the proposed DUF record processing charge are already recovered

(..continued)
27 Tr, 929, 1/18/02 (Minion).
28 Ex.\VZ-36, Recurring Cost Panel Direct, at 189.
29 Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Section 4.3A, lines 2 and 10.
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through Verizon’s Common Overhead and Other Support ACFs, and thus no additional, separate
DUF charge should be permitted. Even if there had been no double counting, however, Verizon
has substantially overstated the “CLEC Support” costs that represent the vast mgority of the
proposed record processing charge. These support costs are for the individual service analysts
who perform “usage error correction and adjustments’ on hilling records for CLEC customers.>*?
Verizon substantially overstates these costs in at least two ways.

First, Verizon’s own cost study shows that it misstates staffing levels for 2001. Verizon
calculates the annual cost for 2001, 2002, and 2003, and then derives the “annualized levelized
labor costs’ for this function. But though Verizon acknowledges that for 2002 and 2003 this
function can be performed by only three service analysts, it calculates its 2001 costs assuming
four analysts.>®® If the forward- looking staffing level is three service analysts, that is the level
that should be reflected in al years of a proper TELRIC study.

Second, Verizon substantially overstates the labor rate for this function. Verizon starts
with direct labor rate for each position covered by its DUF cost study, and adds loadings for
clerical support, management supervisory personnel, paid absence, premium time, and other
associated costs.>** One of the categories of loadings is the catch-all “Other.” For the other
three job categories covered by the DUF cost study, the “other” loading amounts to 3.2%, 6.5%,
or 6.8% of the direct labor rate.>*® This averagesto 5.5%. But for the Service Analyst position
(coded as JFC 1250), the “other” loading is a whopping and literally incredible 188.7% of the

direct labor rate. The direct labor rate is $24.21 per hour, and the loading for “other” is an

(..continued)

330 gy, VZ-37, Verizon Recurring Cost Study, Part F-3, Section 5.8.

%31 Consolidated ArbitrationsEx. BA -OSS-3, Attachment C, Exhibit I1.

%32 Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Section 5.5C.

533 Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Section 4.1D, line 6.

3% Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Sections 5.3A to 5.3D; see also Consolidated
ArbitrationsPhase 4-L Order at 7, for discussion of use of such loadingsto develop “directly assigned labor rates.”

® Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Sections 5.3B to 5.3D.
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additional $45.70 per hour.>*® If one goesto Tab 5.3A of Part F-3 of Verizon's electronic
workpapers and substitutes an “other” loading that is 5.5% of the direct labor rate, the total
directly assigned labor rate for the Service Anaysts drops from an unbelievable $100.42 per
hour down to $56.05 per hour, which is more in line with the other labor rates assumed by
Verizon in this DUF cost study.

If the Department permits any DUF charge for record processing, it should require that
both of these corrections be made: the labor rate for Service Analystsin Tab 5.3A should be
reduced as described, and the number of analysts presumed for 2001 in Tab 4.1D should be
reduced from four to three. The impact of making these two changes is to reduce the total DUF
record processing charge from the $0.001363 per record proposed by Verizon, to amore
reasonable rate of $0.00081.%%"

E. Reciprocal Compensation Rates for Terminating a Call Should Equal
Unbundled Switching Rates for Doing the Same Thing.

Ironically but not surprisingly, after al of itsimproper efforts to inflate unbundled
switching rates, Verizon turns around and improperly under statesreciprocal compensation COsts.
Its motivation for doing thisis clear: Verizon isanet payor of reciprocal compensation charges
in Massachusetts, due to its loss of Internet Service Provider (“ISP”) customers to competitors,
and thus it wishes to reduce those charges below TELRIC levels even asit tries to inflate other
switching costs to excessively high levels.>®
For its proposed reciprocal compensation rates, Verizon excludes “ getting started” costs

and RTU fees, even though it includes those costs in its switch UNE usage rates.®3 Verizon

concedes that there is no difference in how a switch processes UNE traffic and how it process

36 Ex. VZ-37, Verizon Recurring Cost Study, Part F-3, Sections 5.3A.

337 Theintermediate step is that making these two changes has the effect of reducing the per record “CLEC
Support” cost calculated at Tab 4.1D from $0.00101 to $0.00050.

%38 gee Verizon'sfilingsin Docket DTE 97-116.
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reciprocal compensation traffic.®*® After al, “‘reciprocal compensation’ traffic does not refer to
a particular type of traffic, but rather to traffic subject to a particular compensation
mechanism.”®*! Verizon nonetheless claims that it is entitled to charge different amounts for
these calls. Although “the switch does not treat either type of terminating call differently,”
“Verizon-MA has allocated the costs differently.”®*? Verizon is obviously trying to maximize its
UNE revenues (thereby injuring its UNE competitors) and minimize the amounts it paysin
reciprocal compensation.>*® Thisis improper.

Verizon concedes that its proposed reciprocal compensation rates are not TELRIC-based.
Verizon says that they reflect “additional costs,” which it claimsis a narrower concept than
TELRIC.®** Thisclaimiswrong. The FCC has expressy ruled that the reciprocal compensation
rate for terminating traffic shall be equal to the TELRIC rate for unbundled switching (unless
reciprocal compensation is subject to a bill-and-keep mechanism).>*> When Ms. Pitts pointed out
that unbundled switching and reciprocal compensation for call termination should be set using
the same pricing standard, the Verizon Recurring Cost Panel accused her of “completely
ignor[ing] the Act.”>* Thisad hominem attack was unwarranted, especially since it was the
Verizon Panel that ignored the governing law.

The New Jersey Board of Public Utilities recently found “that the end-office switching
rate should be adopted as the appropriate reciprocal compensation rate.”>*’ Under the FCC's

clear rules and guidance, this is the same result that the Department should reach here. Verizon

(..continued)
39 Ex. VZ-36, Recurring Cost Panel Direct, at 162.
%0 By ATT-VZ 12-10; Ex. ATT-VZ 12-11.
%1 Ex. ATT-VZ 12-10.
%2 By ATT-VZ 12-10.
%43 Ex. ATT-20, Pitts Revised Rebuttal, at 43.
54 Tr. 1616-1617, 1/24/02 (Matt).
%5 FCC'sFirst Local Competition Order § 1054; 47 C.F.R. § 51.705(a)(1).
%46 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal at 77.
%47 New Jersey UNE Rates Order at 12.
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should not be able to charge different amounts to terminate a call on areciprocal compensation
versus a UNE basis.

Asdiscussed in Section 111.C.4. beginning at page 86, and Section I11.C.5.b. beginning at
page 90, the “getting started” cost of a switch and the RTU fees should not be included in the
traffic-sensitive UNE elements, but properly belong in the non-traffic-sensitive port elements. 1If
Verizon is required to include the “ getting started” costs and RTU fee in the non-traffic-sensitive
port charge, then the problem with the inconsistent reciprocal compensation chargesis
eliminated without any change in the basis for the reciprocal compensation charges.>*® The FCC
has confirmed that this is the correct approach.>*® However, if the Department allows Verizon to
allocate the getting started costs and RTU fees to the traffic-sensitive costs, then the “getting
started” cost and RTU fees should be apportioned to al traffic, including reciprocal
compensation, and not just to UNE switch usage rates.®®° In any case, the final rates for
reciprocal compensation termination should be set equal to the final rates for unbundled

switching termination, as required by the FCC.

V. OUTSIDE PLANT: THE DEPARTMENT SHOULD REJECT THE EXCESSIVE RATES
PROPOSED BY VERIZON FOR LooPS, HARC, DSL-CAPABLE LOOPS, AND | OF, AND
SHOULD INSTEAD ADOPT THE RECOMMENDATIONS M ADE BELOW.

A. L oop Rates Should be L owered Substantially.

1 Introduction to L oop Rates: Verizon's Model, When Run with
Corrected Inputs, and HAI 5.2a-M A Both Show that the Statewide
Average 2-Wire Analog L oop Rate Should Be Just Over $7.00.

In this proceeding, Verizon seeks a substantial increase in UNE loop rates above their

current levels. Specificaly, as shown on the following table, Verizon seeks increases of 91%,

548 Ex. ATT-20, Pitts Revised Rebuttal, at 44.
%49 ECC'sFirst Local Competition Order  1057.
50 Ex. ATT-20, Pitts Revised Rebuttal, at 44.
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18%, 25% and 41% in the metro, urban, suburban and rural 2-wire loop rates respectively. The

proposed increases would amount to a severely inflated statewide average loop rate of $18.75, a

more than 25% increase from the current statewide average of $14.98. But the evidence shows

that even the current rates are substantially overstated.

If one uses appropriate, TELRIC compliant inputs and assumptions, Verizon's LCAM

model and the HAI 5.2a-MA model come out with almost the exact same result for the statewide

average 2-wire analog loop rate.

Two-Wire Analog L oop Rates

Original Updated
Current Corrections  Corrections
Zone Rates® VZ-MA®? toVZ-MA>®® toVZ-MA*™* HAI 5.2a-MA>*>®

Statewide ~ $14.98 $18.75 $7.76 $7.27 $7.09
Metro 7.54 14.41 5.33 5.01 4,99556
Urban 14.11 16.63 6.79 6.36 '
Suburban 16.12 20.15 8.43 7.89 7.75

Rural 20.04 28.20 12.60 11.77 16.91

5! Verizon Tariff DTE MA No. 17, Part M, § 2.5.1; See also Consolidated Arbitrationsproceeding,

NYI\éEX’s February 14, 1997, compliance filing, Ex. Part A, Page 1 (for statewide average).

52 RRATT-2.

%53 Ex. ATT-23, Baranowski Rebuttal, ex. MRB-1.
5% geefollowing table, and related discussion, immediately below.
555 Ex. ATT-26, Mercer Surrebuttal , at 4.

56 AT& T recommends that the Department combine the 4-wire center Metropolitan Zone and the Urban
Zone, asoriginally proposed by Verizon in the Consolidated Arbitrations proceeding. See SectionlV.A.2.c,

beginning at page 140 below.
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The corrected Verizon model produces a statewide average rate of $7.27 per month (see below),
which is very close to the HAI result of $7.09 per month. The record evidence supports adoption
of a statewide average 2-wire analog loop rate within this range. Both results are less than 40
percent of (i.e., 60 percent lower than) the excessive and indeed indefensible |oop rates proposed
by Verizon.

Throughout this section we will focus on the proposed monthly recurring charge for a 2-
wire analog loop. However, all of the proposed loop rates, for al of the various flavors of loops,
should be reduced proportionately. AT& T’ sanaysis of other loop products such as digital and
4-wire loops also results in a significant reductions to Verizon's proposed figures.>>’ These costs
represent a more reasonabl e estimate of Verizon's forward-looking, economic costs to provide
UNE loops.

The evidence presented in this case makes clear that these loop rates should, in fact,
decrease from current levels. Thisisin part because they were set based on a much higher cost
of capital than is appropriate based on the current record and information that has become
available since the Consolidated Arbitrations proceeding, and in part because of similar
downward adjustments that should be made to other inputs or assumptions. Indeed, since
telecommunications is a declining cost industry, >°® one would expect that the forward-looking
cost of loops has decreased substantialy in the past five years. As with switching, Verizon's
rates for outside plant elements should reflect the corrected cost of capital, depreciation, and
other ACF adjustments discussed in Section |1. In addition, they should reflect the plant-specific

considerations discussed below.

57 Ex. ATT-26, Mercer Surrebuttal at 4; Ex. ATT-25, Mercer Direct at 69.
%58 See Section |.D, beginning at page 8 above.
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Mr. Baranowski’s original restatement of the Verizon loop cost or LCAM model results

in an average statewide cost of $7.76.5%°

When that restatement is updated in three ways, to
make it consistent with the record evidence regarding ACFs as discussed in Section |1, it shows
that the average statewide loop cost generated by Verizon’s model when run with proper inputs
is$7.27.

Mr. Baranowski’ s original restatement reflected a series of twelve adjustments to
Verizon' s inputs or assumptions, including general factors such as the cost of capital and proper
depreciation rates, as well as adjustments specific to the loop model. All of these adjustments
were explained in Mr. Baranowski’ s rebuttal testimony, further developed at the hearings, and
are discussed in this brief.

In order to ensure that this restatement of Verizon's loop cost model fully reflects the
complete record evidence, three changes or additions to Mr. Baranowski’ s origina anaysis are
needed. Firgt, for the reasons discussed in Section 11.C.1. beginning at page 34, to account
properly for future productivity increases the inflation factor should be set to zero, the network
factors should reflect a 2% productivity adjustment, and the non-network expense factors should
be multiplied by 0.844 in order to reflect a 15.6% productivity adjustment. Second, for the
reasons discussed in Section 11.C.2. beginning at page 36, Bell Atlantic/GTE merger savings of
3.57% should be reflected (rather than the very conservative 2.5% adjustment originaly made by
Mr. Baranowski). Third, for the reasons discussed in Section I1.C.5. beginning at page 44, retail-
related costs should be eliminated from Verizon's expense factors in the same proportions as
mandated in the Consolidated Arbitrations rulings. If one takes the electronic workpapers that

constitute Mr. Baranowski’s original restatement of Verizon's loop model®®® and makes the three

further adjustments described above, the result from Verizon’s model is as shown in the

559 Ex. ATT-26, Mercer Surrebuttal, at 4; Ex. ATT-23, Baranowski Rebuttal, Ex. MRB-1.
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following table. Thus, these updated figures are readily derived from the record evidence. If the
Department would prefer that this analysis also be made available in the form of a Record
Request response, AT& T would of course be happy to answer such a request.

2-Wire Monthly Recurring L oop Costs

Revised Summary of Individual Impact of Changesto Verizon MA Cost Study
(Restatement of Baranowski Ex. 1 —With Final ACF Corrections)

Recurring Cost (with Common Overhead & GRL)

Adjustments Metro | Urban | Suburban| Rural |Statewide
VZ-MA Proposed Rates $1441 | $16.63 $20.15 $28.20 $18.75
Adj.01 (100% IDLC $9.86 | $1264 $16.17 $25.78 $14.80
Adj. 02 [Distribution Fill @ 64.125% $9.27 | $11.85 $14.75 $2263 | $1359
Adj. 03 |Fiber Feeder Fill @ 100%, $9.07 | $11.35 $14.07 $20.80 $12.97
Metallic Feeder Fill @ 80%
Adj. 04 |RT Plug-in ElectronicsFill @ 90% | $831 | $10.77 $13.45 $2022 | $12.36
Adj. 05 |Conduit Utilization @ 1 $822 | $10.69 $13.33 $20.09 $12.26
Adj. 06 |10 Year Growth Adjustment $7.46 | $9.69 $12.08 $1820 | $1111
Adj. 07 [FLC Factor @ 1 $6.73 $8.68 $10.80 $16.22 $9.94
Adj. 08 |Revised Assef Livesand Sdvage | $6.35 | $3.30 | $10.36 | $1564 | $9.52
Adj. 09 |Cost of Capitd @ 9.54% $5.58 $7.26 $9.08 $13.73 $8.35
Adj. 10 [Merger Savings of 3.57% $5.39 $7.04 $3.78 $13.27 $3.07
Adj. 11 |30% reduction of Repair and $530 | $6.76 $3.39 $12.53 $7.73
Maintenance Expense
Adj. 12 |Adjusted Avoided Cost Study $5.30 | $6.72 $8.33 $12.41 $7.67
Adj. 13 |Elim. ProdMgt and Ad Expense $5.19 | $6.59 $817 | $1218 | $753
Adj. 14 [Whd Marketing Acct 6623 $5.19 $6.58 $3.16 $12.17 $7.52
Adjustment
Adj. 15 |Productivity Adjustment $501 | $6.36 $7.89 $11.77 | $7.27
(..continued)

%60 These electronic workpapers are contained within Ex. ATT-23. See Tr. 2168-2169, 1/29/02 (Salinger).
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2. L oop I nputs and Assumptions Must be Based on an Efficient, L east
Cost, Forward-L ooking Network Design.

It is undisputed that under TELRIC UNE costs must reflect the forward- looking,
economic costs that would be incurred in a reconstructed telecommunications network. %%
Though wire centers are assumed to remain in their existing locations, the remainder of the

"562 and the entire

network must be redeployed in the “lowest cost network configuration,
network must use “the most efficient technology for reasonably foreseeable capacity
requirements.”>®® Thus, in determining the proper level of investment in outside plant for the
purpose of setting UNE rates, the Department must assume a network that maximizes the use of
efficient technology and uses a network configuration that minimizes forward-looking cost.

With the exception of existing wire center locations, it is inappropriate under TELRIC merely to
assume that any other aspects of the embedded network would remain unchanged in the long run.
Verizon concedes these fundamental points in principle.®®* For example, Verizon
specifically concedes that the use of IDLC and other technologiesin a TELRIC network should
reflect what is technically feasible and what represents the least-cost, most efficient design, even

if Verizon does not in fact expect to achieve that forward- looking design in its actual network
during the foreseeable future.®®

However, Verizon's loop cost model violates TELRIC in key ways. With respect to
inputs or assumptions, as distinguished from general model design, Verizon violates TELRIC by
assuming that some fiber fed loops will be served on very inefficient UDLC rather than

concededly more cost effective IDLC technology, and by proposing unduly low fill factors that

reflect inefficient network usage. These fundamental inputs or assumptions are discussed in the

61 ECC'sFirst Local Competition Order, 1 685.
247 C.F.R. § 51.505(b)(1).

63 ECC'sFirst Local Competition Order, 1 685.
64 Tr. 18, 1/7/02 (Taylor).
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remainder of this section. Verizon's model design is aso inconsistent with TELRIC, and relies
on additional inputs that are arbitrary assumptions or otherwise have not been validated. Those
further issues are discussed in Section 1V.A.3.a, beginning at page 142.

a. IDLC vs. UDLC: TELRIC Requiresthat Costs be Modeled on

the Forwar d-L ooking Assumption that IDL C Interfaces Will
be Used to Provision Fiber Fed L oops.

Verizon has come up with a new gambit designed unreasonably to inflate UNE loop
rates. In the Consolidated Arbitrations proceeding the gambit was to argue that in a forward-
looking network every single feeder cable would be a fiber optic cable.*®® CLECs argued that
this was an inappropriate assumption, since copper feeder will remain more efficient for many
portions of the outside plant, particularly for shorter feeder runs.>®’ The Department instead
accepted NYNEX’ s representations that it was no longer installing any new copper feeder, under
any circumstances, and that 100% fiber feeder was therefore the proper forward-looking
construct.>®® But we now know that these were misrepresentations. In fact, Verizon now
concedes that if it were replacing feeder cable today it would use copper rather than fiber to
serve customers located closer to awire center and thus being served on shorter feeder runs.®®°
The CLECs were right on this point al along, and the premise of Verizon’s prior cost study
diverged markedly from the facts. Verizon now admits that “copper cables continue to be the
economically efficient design choice for many feeder loops nearer to the serving wire center,”>"°

and that the proper forward-looking technical construct is an economic mix of both copper and

fiber feeder, based on alife-cycle analysis.’>’* (Asdiscussed in Section IV.A.3. beginning at

(..continued)
6% Ty, 3368-3370, 2/7/02 (Livecchi and Gansert); Tr. 3403-3405 (Anglin and Gansert).
66 Ex VZ-36, Verizon Recurring Cost Panel Direct, at 76.
%67 Consolidated ArbitrationsDocket, Phase 4 Order at 15 (Dec. 4, 1996).
%8 1d. at 16.
%69 Ty 3372, 2/7/02 (Gansert).
570 Ex. \VZ-36, Verizon Recurring Cost Panel Direct, at 71.
571 Ty, 2576-2577, 2/1/02 (Anglin and Gansert); Tr. 3372, 2/7/02 (Gansert); Tr. 3405, 2/7/02 (Anglin).
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page 141, however, it is only the HAl model and not the Verizon model that conducts any
analysis of the proper economic mix of fiber and copper.) In sum, Verizon has enjoyed inflated
UNE loop rates for over five years on the basis of a network assumption it now admitsis
incorrect.

This time around, Verizon's new gambit is to argue that the portion of the network to be
served by fiber feeder should be served mostly with universal digital loop carrier (“UDLC"),
rather than the concededly more efficient integrated digital loop carrier (“IDLC). Verizonis
assuming 20 percent copper feeder, 25 percent fiber-fed IDLC, and fully 55 percent fiber-fed
UDLC.>"? Thisisrather strange, since it is undisputed that UDLC is much more expensive than
IDLC. Asdiscussed below, Verizon's defense of the new gambit evolved markedly during the
course of the hearings. No aspect of that defense withstands scrutiny, however. Verizon
conceded in 1996 that it is possible to unbundle IDLC-fed loops at the DS1 level, and that thisis
the appropriate technology to assume when estimating forward-looking costs under TELRIC.>"
That same assumption should be reflected when the Department sets UNE loop rates in this
proceeding. For those distribution areas that are more efficiently served with fiber feeder rather
than copper feeder, the TELRIC costs should be based on a network that uses only IDLC and has
no UDLC.

@ It isundisputed that IDLC is much mor e efficient
than UDLC.

Verizon concedes that IDLC is more efficient than UDLC. In Verizon's words, “for
POTS switched lines, an integrated digital-loop carrier configuration is more economic. It

avoids the necessity of trandating the signal back to analog and then redigitizing it for the

572 Ty 3362, 2/7/02 (Gansert).
73 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 76; Consolidated Arbitrations Docket, Phase 4-O
Order at 12 (Jan. 10, 2000).
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switch.”®"* Yet despite the acknowledged efficiencies of IDLC over UDLC, Verizon assumed in
its model that only 31.25% of al fiber fed loops would be served using IDLC, and that fully
68.75% of fiber fed loops would be served with more costly and less efficient UDLC
interfaces.®™ This makes no sense, and violates the TEL RIC methodology.

An IDLC system allows for acompletely digital pathway between a Remote Terminal
(RT) inthe field and a digital switch in the Central Office (CO). With this technology,
individual copper pairsin the distribution cable are terminated at the RT, which digitizes the
signal and multiplexes them so that the signals from multiple copper lines can be carried together

on asingle fiber optic cable.>"®

Where the fiber feeder reaches the wire center, it is terminated
on afiber distribution frame and “ connected from there, by fiber cabling, to a piece of equipment
called the central office terminal (‘COT’).”>’" From the COT the signal can continue either to
Verizon's switch or to another carrier’s network at the DS1 level. Says Verizon:

The COT can provide an interface to local switching equipment or other

transmission systems (for example, those systems providing interconnection to

another carrier’s network) ... in astandard, 24 DSO-line digital format (known as
an “Integrated Digital Loop Carrier” [IDLC], or DS1 connection)....>"

Thus, with IDLC, signals for multiple callers can continue on their way without ever being
demultiplexed and put back onto copper pairs.

In contrast, the use of UDLC requires three separate, costly conversions between digital
and analog signal. With UDLC, the analog signal from the end user is converted into a DS1
signal at the RT, then converted back to analog signal on copper wire at the CO, then converted
back to adigital signal asit enters a digital switch.®”® Compared to IDLC, this doubles the cost

of line cards, requires the addition of an analog line card to the digital switch, and necessitates

74 Tr. 2590-2591, 2/1/02 (Gansert).

5> Ex. ATT-23, Baranowski Rebuttal, at 17.

576 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 72.
57 1d. at 74.
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cross connection at the Main Distribution Frame — a process which inflates both non-recurring
and recurring costs.®® Moreover, the repeated conversion processes results in the degradation of
the transmission due to bit rate speed reduction.®®! Yet, Verizon has modeled this less
sophisticated and much less efficient mode of transfer. Rather than using IDLC technology to
maintain adigital signal throughout, Verizon's proposed |oop costs are based on the heavy use
UDLC systems.

The reduction in cost achieved by a 100% IDLC assumption is substantial, as shown by
Verizon's own calculations. At the Department’s request, Verizon restated its model using a
number of different sets of assumptions. Verzion ran Scenario B as requested by the
Department, with an assumption of 100% IDLC, and then developed a Scenario B-1 that is
identical except for assuming 31.25% IDLC and 68.75% UDLC.%®? Scenario B produced a
statewide average monthly loop rate of $11.96, while Scenario B-1 increased that rate to $15.84.
This, in these two scenarios the introduction of substantial amounts of UDLC technol ogy
583

increases the monthly loop costs produced by Verizon’s LCAM model by $3.88, or 32.4%.

2 Thereisno reason to assume use of inefficient UDLC
technology on fiber fed loops.

Verizon has tried in three ways to defend its assumption that in a forward- looking
network there would be widespread deployment of inefficient UDLC systems. As explained
below, none of these arguments withstand scrutiny. First, Verizon asserts that it is not
technically feasible to unbundlie IDLC at the DS1 level. This assertion is proven false by

Telcordia' s independent evaluation, has been rejected by the New Jersey Board and by Qwest,

(..continued)
578 Id.
°9 See eg., Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal, at 27-29
%80 Ex. ATT-23, Baranowski Rebuttal, at 16-18.
%8l RR-DTE 44.
82 RR DTE-51.
583 Id.
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and cannot be squared with Verizon’s sworn testimony in the Consolidated Arbitrations
proceeding. Second, Verizon argues in the aternative that technical feasibility isirrelevant,
because “by definition” an unbundled loop must be terminated on a 2-pair copper wire. This
assertion is belied by the FCC’ s definition of what constitutes the local 1oop, and by Verizon's
concession that UNE-P — which is simply a combination of an unbundled loop and unbundled
switching — can include loops that are served by IDLC fiber feeder. Third, Verizon suggests that
it does not matter whether unbundled IDLC is technically feasible and consistent with the FCC'’s
definition of aloop, because no ILEC has chosen to make it available and therefore existing
OSSs and equipment have not been fully modified to support IDLC unbundling. But thisfliesin
the face of the forward- looking, long-run nature of the TELRIC construct.

Verizon itself concedes that UNE rates should be set assuming a “hypothetical” network
design that has far more IDLC feeder than in today’ s network, or than Verizon is likely to have
in place in Massachusetts over the next five years.’®* The question is whether in constructing
this hypothetical Verizon may assume that in place of today’s copper feeder it would instead use
mostly UDLC systems, with relatively little deployment of the vastly more efficient IDLC
technology. The answer to that question isa simple, “No.” Because most of Verizon's present
network has copper feeder, today when a CLEC orders aloop it will be provided via a two-wire
copper interconnection.®®® But under TELRIC, where Verizon is entitled to recover its forward-
looking economic costs even for a 20 or 30-year old loop that has been paid for many times over,
UNE rates must be set based on the most efficient, least cost technology and network design.

That means fiber feeder using only IDLC, and no UDLC.

84 Ty 3367, 2/7/02 (Anglin, Gansert).
%85 Ty 1382-1383, 1/23/02 (Ankum).
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@ IDL C unbundling is technically feasible.

In the 1996 Consolidated Arbitrations proceeding, Verizon recognized “that all
unbundled two-wire loops could be served on an integrated digital loop carrier (‘IDLC’)
interface,” and assumed that 100 percent of its loops would be served on fiber feeder with
IDLC.%® Asthe Department explained in its Phase 4-O Order issued in January 2000:

What is clear ... isthat Bell Atlantic presented a network design that does not rely
on manual cross connects using the main distribution frame. Its assumption of a
network based on fiber feeders was explicitly combined with an assumption that
those loops would terminate at the DS1 level in the central office at a fiber
distribution frame, which for fiber cable has a similar functionality to amain
distributing frame, directly into the electronics that drive the fiber. The DSO
would not be disaggregated in the 24 individua loops, or DSOs, that constitute a
DS1 circuit, which, in contrast, would terminate at a main distribution frame and
require amanual cross connection (Tr. 7, at 58-63). This assumption was also
contained in the TELRIC compliance filing submitted by Bell Atlantic on
February 14, 1997, which only refersto digital loop electronics and makes o
mention of main distribution frames (Workpapers Part A, at 1-45).°8"

Thus, over five years ago Bell Atlantic (now Verizon) championed the position that forward-
looking, TELRIC pricing should reflect the technical feasibility of unbundling IDLC-fed loops at
the DS1 level.

Verizon's contrary position in this case is inconsistent with its prior admissions. Verizon
now argues that the technical construct that underlay its loop rates in the Consolidated
Arbitrations proceeding “is not technically feasible.”>%®
But Mr. Donovan was able to disprove this claim by pointing to the neutral, expert

opinion of Telcordia.®®® The October 2000 edition of Telcordia's “Notes on the Network” details

anumber of options for IDLC unbundling and interconnection using GR-303 technology. >*°

%86 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 76.

87 Consolidated Arbitrations Docket, Phase 4-O Order at 12 (January 10, 2000), citing Consolidated
ArbitrationsTr. Vol. 7, at 58-63 (Anglin).

%88 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal, at 31.

589 Ty 3112-3114, 2/6/02 (Donovan).

%0 RR-DTE 81, Telcordia s Notes on the Network, at 12-51 to 12-61 (Oct. 2000); Tr. 3109-3114, 2/6/02
(Donovan).
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Verizon states that it would expect to use this very technology in a forward-looking network.>
Indeed, despite its general protestations that unbundling IDLC at the DS1 level istechnically
impossible, Verizon did acknowledge that IDLC loops at the DS1 level can be sent “to another
carrier’s network” just as easily as they are sent today to Verizon's switch. %% Under this
forward-looking construct, the transmission enters the CO as adigital signal and it is delivered to
the CLEC as adigital signd.®®

The New Jersey Board of Public Utilities recently adopted a 100% IDLC assumption. It
found that “Verizon inappropriately includes UDLC in its design,” and concluded that “the use
of 100% IDLC is an appropriate and realistic forward- looking assumption” that should be
adopted when setting UNE rates.®** The propriety of adopting a 100% I DL C assumption for
fiber-fed loops has also been recognized elsewhere. For example, the ILEC Qwest assumes in its
UNE cost studies that 100% of fiber-fed loops will be served using IDLC and 0% with UDLC.5%
The record in this proceeding supports the same, forward-looking conclusion for Massachusetts.

(b)  Verizon cannot define away IDL C asthe most

efficient network design in a forwar d-looking
network under TELRIC.

Verizon also argues, apparently in the alternative, that an IDLC provisioned loop does
not fit within the definition of a 2-wire analog UNE loop. According to Verizon, “providing
CLECs (up to) 24 individual 2-wire unbundled loops on a single multiplexed ‘IDLC/DS1,
connected to the CLEC' s central office collocation arrangement, it if is every technically
feasible, would constitute a new separate and different unbundled element....”**® Thisclamis

also wholly insubstantial.

91 Ty 3366, 3379, 3499, 2/7/02 (Gansert); Tr. 3497, 2/7/02 (Livecchi).
%92 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 74.

593 Ex. ATT-23, Baranowski Rebuttal, at 17-18.

94 New Jersey UNE Rates Order at 6.

%% RR-DTE 44.

9% Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal, at 31.
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In the original version of this argument, Verizon started out by asserting that “[a] two-
wire analog loop is a transmission circuit consisting of two wires.”®®" But that is only true for
loops that happen to be served over copper feeder.®® It is patently not true for a so-called two-

wire analog unbundled loop served over fiber feeder.>%°

Such afacility is run over two-pair
copper wire in the distribution portion of the loop, but is then digitized at the RT and
commingled with other signals with in the fiber feeder. 6%

During the hearings Verizon's panel therefore revised its position, asserting instead that
“[t]he definition of a UNE loop that we've stated is a two-wire interface at both ends, and an
IDLC loop is different.”®®* When Verizon states that this is the “ definition” of a two-wire analog
loop, what it means is that at present Verizon has defined this facility with reference to a two-
wire analog interconnection “in its wholesale handbook and Massachusetts tariff.”°? Under this
logic, Verizon may not ever use an IDLC interconnection to provision analog loops because it
would not comply with the tariff’s definitions of individual UNE loops and their interfaces. But
when a CLEC purchases a UNE-P combination from Verizon, it is purchasing a combination of
the loop, the switch, and the port that connects them.®%® Verizon concedes, as it must, thet in a
UNE-P arrangement the loop may well be connected to the switch on an IDLC connection. °%*

Verizon's attempt to “define” aloop as always consisting of or terminating in atwo-pair
copper wire cannot be reconciled with the definition of aloop promulgated by the FCC.*%® Asa

matter of law, the UNE loop element has been defined to include “al features, functions, and

97 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 65.
98 Tr, 1807, 1/25/02 (Anglin).

99 Tr, 1808, 1/25/02 (Anglin).

600 Tr, 1810-1811, 1/25/02 (Livecchi).

601 Ty, 1850, 1/25/02 (Livecchi).

602 Ty 1812, 1/25/02 (Gansert).

€03 Ty 1850, 1/25/02 (Anglin).

604 Ty 1851, 1/25/02 (Gansert); Tr. 2599, 2/1/02 (Anglin).
605 Ty 1813-1814, 1/25/02 (Gansert).
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capabilities of the transmission facilities. . . and attached electronics.”®® The FCC'sintention is
“to ensure that the loop definition will apply to new as well as current technologies. . .”%%’
Verizon witness, Mr. Gansert, even conceded on cross-examination that though the
Massachusetts tariff had a particular definition, “that doesn’t mean there couldn’t be another.”®%®
It is the FCC's definitions, and not Verizon's current tariff language, that resolves the
issue. The cross-connect between an unbundled loop and a CLEC's collocation facility is“a
means of interconnection,” and not part of the network element.®%® Verizon is required to
provide interconnection “at any technically feasible points,” “including at a minimum” all
“central office cross-connect points.”®° Sinceit is technically feasible to unbundle IDLC-fed
loops and permit a DS1 level cross-connection, that is the network design that must serve as the
basis for setting TELRIC-compliant rates. The fact that Verizon does not do that way today, and
therefore defines interconnection with a two-wire loop differently, isirrelevant for the distinct

purpose of setting forward-1ooking UNE rates.

(© ILEC delaysin offering unbundled IDLC are
not relevant.

At the end of the hearings, after Mr. Donovan quoted from Telcordia s “Notes on the
Network” to demonstrate conclusively that it is possible to provide unbundled loops over IDLC,
and after cross-examination regarding the FCC's UNE Remand Order had proven false
Verizon's assertion that “by definition” al unbundled loops must be provided via a 2-pair copper
wire interconnection, Verizon's sole question to its recurring cost panel on redirect was an effort
to come up with a new reason why loop rates should be increased by assuming a need for UDLC

technology. The exchange is sufficiently interesting to quote much of it here:

606 47 CFR. § 51.319(3)(1).

607 FCC’s UNE Remand Order, 1 167.
608 Ty, 1848, 1/25/02 (Gansert).

809 FCC’s UNE Remand Order 1 179.
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Q. [McBRIDE] Mr. Gansert, during the course of the cross-examination of the
past few weeks, many questions have come up about the provisioning of stand-
alone loops over IDLC GR-303. Can you comment on the ability to provision
stand-alone loops over IDLC with the GR-303 interface?

*k*

A. [GANSERT] Yes. The comment | would make is that Verizon has never --
doesn't and has never contended that there hasn't been defined methodol ogies that
could be used, that could be developed, to do that. Indeed, we've been a sponsor
of that and an advocate of that and a participant in that in the industry.

The question, | think, before the Department here is not whether or not
such atheory exists. | mean, | was sitting here yesterday when the Telcordia

document was read. No doubt, Telcordia has some ideas. They got some of those
ideas from us about how to unbundle loops.

Thereal question is, is the equipment available and the software available
that can support the kind of environment that's needed for unbundled loops, and
that environment requires additional capabilities and in terms of security,
administration, testing, many other functions.®!

Suddenly, Verizon acknowledged that protocols for unbundling IDLC fed loops “could be
developed.” It position on unbundling IDLC-fed loops seems to have moved from “you can’'t do
it,” or “by definition there's no such thing,” to the assertion that of courseit is possible and
indeed it has been Verizon'sidea al aong! Inits last gasp argument, Verizon suggests that
IDLC unbundling should be ignored for present purposes because to date no ILEC has chosen to
unbundle IDLC loops, and therefore final arrangements have not been made as to the details for
“security, administration, testing,” etc.®*? This suggestion seems to be a conscious attempt to
ignore the requirements of TELRIC.

It is worth again quoting Dr. Taylor, Verizon's economist, regarding what the “long-run”
assumption that gives TELRIC its middle name actually means. “[T]he long run is measured by

how long it takes for current contractsto become irrelevant, for the firm to be in a position where

(..continued)

610 47 CF.R. § 51.305(a)(2).
611 Ty, 3526-3527, 2/7/02 (Gansert).
612 Ex. VvZ-38a, Verizon's Recurring Cost Panel Surrebuttal, at 33.
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it can effectively change any decision -- any capital technology, any hiring practice, anything
like that -- that it has currently in the ground today.”®*® Thus, the goal hereis to estimate the
costs that would result if Verizon could “choog[€e] and arrang[€] its plant to produce the required
level of output in the most efficient manner possible.”®

Verizon's assertion that the systems to administer unbundled IDLC have not been fully
developed misses the mark, as it has no bearing on the setting of forward-looking costs. This
assertion is very similar to an argument made by Verizon and rejected by the Department in the
Consolidated Arbitrations proceeding. In that docket, Verizon argued that the Department
should assume that fully 15 percent of all CLEC orders would fall out of Verizon’s OSSs for
manual handling, because Verizon had been unable to achieve any greater flow through in its
existing OSSs to date.®®® The Department rejected this argumert and instead assumed a two
percent fallout rate, on the ground that Verizon “has not met its burden of proof that the 15
percent fallout rate ... is an appropriate reflection of forward-looking technology that will be in
place to process service orders.”®'® Similarly, under TELRIC the Department must estimate
UNE rates that reflect forward-looking technology that will be in place to implement the IDLC
unbundling described in Telcordia s technical papers. Asthe Department noted in its cross
examination of Mr. Walsh, Verizon's own exhibit No. 25, a dlide presentation printout from a
1998 GR-303/IDLC Symposium, notes that “technical issues and challenges of implementing

GR-303 IDLC systems can be successfully resolved with cooperation and support from the

verdors, the ILECs, and Bellcore [now Telcordia].”®*’

613 Tr. 24, 1Y7/02 (Taylor).

614 Ex. VZ-1, Taylor Direct, at 6.

ZZ Consolidated ArbitrationsDocket, Phase 4-L Order, at 10-11 (Oct. 14, 1999).
Id. at 16.

617 Tr. 878, 1/18/02 (Walsh) (questions by Baldwin); Ex. Vz-25, slide No. 11.
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The FCC has observed that an ILEC “has little economic incentive to assist new entrants
in their efforts to secure a greater share” of the local exchange market, and “aso has the ability
to act on its incertive to discourage entry and robust competition by not interconnecting its
network with the new entrant’s network,” and in other ways.®'® The fact that no ILEC has yet
widely offered IDLC unbundling merely reflects the tremendous incentive that ILECs have to
provision UNEs in costly and inefficient ways, as a barrier to competitive entry by CLECs. As
Mr. Donovan explained, “whether ILECs are doing the unbundling using IDLC | think isa
question of strategy more than one of technical issues.”®°

3 UNE Platform Costs Should be Based on 100% IDLC.

Verizon's purported justifications for assuming UDLC al concern the alleged need to do
so in order to provision unbundled loops.®?° In contrast, it concedes that IDLC works just fine
for a UNE P arrangement.®” When a CLEC purchases a UNE-P combination from Verizon, it is
purchasing a combination of the loop, the switch, and the port that connects them.®?? But since
Verizon has stated that it currently performs signal transfers at the DS1 level from its own fiber-
fed loops to its own switches using IDLC, it makes absolute sense for UNE-P costs to be based
on a100% IDLC assumption.®?® Indeed, Verizon's Recurring Cost Panel conceded that IDLC
loops could be provisioned to a CLEC purchasing a UNE Platform.%?* Given Verizon's current
ability to provision UNE-P using IDLC interfaces, the Department should adopt this technology
as a forward- looking assumption with regard to these el ements.

The Department should not base UNE rates on the assumption of any UDLC technology,

as discussed in the preceding section. But Verizon's assumption makes even less sense when it

618 FCC'sFirst Local Competition Order { 10.

619 Ty, 3113-3114, 2/6/02 (Donovan).

620 Ty 2592, 2/1/02 (Gansert); Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 75.
621 Ty, 25092-2593, 2/1/02 (Anglin).

622 Ty 1850, 1/25/02 (Anglin).

623 Tr. 1850-1851, 1/25/02 (Gansert).
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comes to rates for UNE-P, which can be provisioned over IDL C-fed loops with no need for any
UDLC whatsoever. Asthe FCC has explained, UNE costs must allocated on a “ cost-causative”
basis.®?® Even under Verizon's erroneous view of the forward-looking network, UNE-P orders
would not cause any increase costs for UDLC.

b. Fill Factors: UNE L oop Rates Should be Based on Reasonable
Utilization Factors and Demand For ecasts.

@ Introduction: Thelow fill factors proposed by Verizon
areout of linewith those adopted by the FCC and other
states.

Verizon aso improperly inflates its estimates of UNE-L costs with unreasonable
assumptions regarding facility utilization. To comply with TELRIC, a cost model must set a
proper, forward-looking level of network utilization. It must strike a balance between supporting
sufficient investment to allow for growth within the network while not imposing costs upon UNE
purchasers for network equipment that will never be used.®?® A model that projects an
unreasonably low usage of various portions of the network will dramatically over-estimate UNE
costs, by accounting for plant investment for demand that is never expected to materidize. %’

In this proceeding, Verizon once again bases its proposed UNE loop rates on
unreasonably low fill factors, or assumptions regarding effective utilization of outside plant. In
the current proceeding, Verizon proposes unduly low fill factors of 40% for distribution cables,
55.2% for copper feeder, and 60% for fiber feeder. AT&T proposes more reasonable fill factors

of 64.1% for distribution cable, 80% for copper feeder, and 100% for fiber feeder.?8

(..continued)
624 Tr. 1850-1851, 1/25/02 (Anglin, Livecchi, Gansert).
625 ECC'sFirst Local Competition Order, § 691.
626 See FCC'sFirst Local Competition Order, § 682.
627 Ex. ATT-28, Donovan Rebuttal, at 6; Ex. ATT-23, Baranowski Rebuittal, at 19.
628 Ex. ATT-23, Baranowski Rebuttal, at 28.
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Summary of Key Fill Factorsin Verizon’s L oop Model

VZ-MA®?® | VZ-RI®® | AT&T®*
Distribution 40% 50% 64.1%
Copper Feeder 55.2 75 80
Fiber Feeder 60 75 100
RT Electronics 80 90

As discussed below, spare fiber feeder capacity is provided separately by the allocation of two
extra fibers per remote terminal, and thus it is double counting to add even more spare capacity
via a separate utilization factor. %32

Verizon's fill factor assumptions are not reasonable. The FCC has already questioned
use of a40% fill factor for distribution plant, making clear that it is much too low.%*® Verizon
itself has effectively repudiated the distribution and feeder fill factors that it has used in this
proceeding, by conceding in connection with its Rhode Island 271 application that markedly
higher factors are “reasonable’ and “TELRIC-compliant.”®** But even the fill factors that
Verizon recently accepted in Rhode Idland are too low.

Fill factors adopted in other state proceedings make clear that Massachusetts current fill
factors and those proposed by Verizon in this proceeding are out of line. New Y ork recently
adopted a 50% distribution fill factor,*® while the K ansas Commission adopted a 53%
distribution fill factor.®*® Furthermore the New Jersey Board of Public Utilities recently adopted

fill factors of 53% for distribution, 75% for copper feeder, and 77.5% for fiber feeder.%3’

629 Ex. vZ-36, Verizon Recurring Cost Panel Direct, at 78-83.

830 Ex. ATT-9, Joint Declaration of Donna C. Cupelo, Patrick A Garzillo and Michael J. Anglin, filed by
Verizon-RI in CC Docket No. 01-324, in support of Verizon's Section 271 Application for Rhode Island, 1 44.

831 Ex. ATT-28, Donovan Rebuttal, at 6-12; Ex. ATT-23, Baranowski Rebuttal, at 19-32.

832 Ex. ATT-23, Baranowski Rebuttal at 28.

833 FCC’s Massachusetts 271 Order, 1 39.

634 Ex. ATT-9, Joint Declaration of Donna C. Cupelo, Patrick A Garzillo and Michael J. Anglin, filed by
Verizon-RI in CC Docket No. 01-324, in support of Verizon's Section 271 Application for Rhode Island, 1 41, 44.

%35 New York UNE Rates Order at 101.

636 FCC's Massachusetts 271 Order, 139.

837 Ex. ATT-8, excerpt from New Jersey UNE Rates Order at 4-5.
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Furthermore, the FCC has adopted fill factors consistent with AT& T’ s current proposals. The
distribution fill factors adopted by the FCC ranged between 50 and 75% while the feeder fill
factors ranged between 70 and 82.5%.%%8 Verizon concedes that it has not presented any
M assachusetts-specific evidence that would justify lower fill factors here than in other
jurisdictions. %%
Verizon should not be permitted artificialy to inflate the UNE rates charged to its

competitors by using unreasonably low fill factors as inputs to its loop model.

2 Effective Utilization vs. Cable Sizing Factor: While

AT&T and Verizon's models approach network

utilization differently, for decision-making purposes the
Department should focus on “ effectivefill.”

The utilization-related inputs to the two different loop models in this proceeding are very
different from one another conceptually. In order to avoid confusion, the Department can focus
on comparisons of effective utilization or fill. Then it need only remember that this effective
utilization isan input to Verizon's capacity-cost models in the form of a “fill factor” or
“utilization factor,” whereas effective utilization is a result of the engineering practices reflected
in the HAI model. **°

The HAI 5.2a-MA model sizes outside plant cables exactly the way an outside plant
engineer would.®* It first determines the number of access lines that must be served by a given
cable, then uses a “cable sizing factor” to artificially inflate the number of access linesin order to
ensure an appropriate amount of spare capacity, then selects the next larger available cable size
(the fact that cables come in discrete sizes is known as “breakage”).%*? The cable-sizing factor

input is therefore not an effective utilization assumption; rather, the effective fill is not produced

638 FCC'sUSF Inputs Order, Appendix A.
639 Tr. 1845-1846, 1/25/02 (Anglin).

640 See Ex. ATT-27, Donovan Direct at 17.
641 Ex. ATT-27, Donovan Direct, at 15.
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until the model has completed its design of distribution areas and the model has actually sized
cable to serve those distribution areas.®*® The HAI Model, therefore, generates an effective fill
factor based on an actual distribution design, factoring in cable modularity and other actual
design considerations.®**

In contrast, Verizon's fill factors are inputs into its LCAM model.®*® The Verizon fill
factors represent achieved fill or effective utilization, and should not be confused with the cable-
sizing factors (sometimes, and confusingly, called target fill) that are the inputs to the HAI
modgl. %4

It may be smplest to analyze the issue of fill factors or utilization in terms of effective
fill. Focusing on the actual utilization levels proposed by AT& T and Verizon will provide a
consistent benchmark and facilitate a TELRIC compliant analysis of total demand for a
particular network element. The Department should simply keep in mind that AT& T and
Verizon arrive at their respective fill factor results using different methodol ogies that reflect
vastly different attitudes toward the TELRIC construct. As discussed further in 1V.A.3.
beginning at page 141, HAI reflects actual outside plant engineering practices for designing the
entire outside plant network, while Verizon’s model does not design the entire element as
required by TELRIC but instead attempts to estimate capacity costs based on a set of fixed
assumptions. The difference in modelling approaches explains why Verizon has afill factor

input in its model, while HAI sizes cables consistent with actual engineering practices.

(..continued)
642 Ex. ATT-27, Donovan Direct, at 15; Ex. ATT-25, HAI Inputs Portfolio (Mercer Direct, ex. RAM-3) § 2.6.
643 Tr. 3117-3118, 2/6/02 (Donovan); Tr. 2842, 2/4/02 (Mercer).
644 Ty, 2842, 2/4/02 (Mercer).
645 Ex. vZ-36, Verizon Recurring Cost Panel Direct, at 78-83.
646 Tr. 3460, 2/7/02 (Anglin); Tr. 3251, 2/6/02 (Tardiff).
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3 Verizon’sproposed distribution fill factor isderived
from inaccur ate assumptions and adjustments.

The 40% fill factor assumed by Verizon was “derived” by assuming that one should build
two pairs per living unit, and then making a series of specific adjustments to produce an assumed
effective fill of 40%.%*" However, the adjustments that Verizon made to derive this 40% figure
did not hold up on examination by other witnesses, or on cross-examination. If one corrects the
many errors revealed in Verizon's analysis, one instead derives a distribution fill factor of
64.1%.5® This s lower than the distribution fill factor adopted elsewhere.®*® More importantly,
it makes good sense from the perspective of an outside plant engineer.®*°

Distribution Fill Factor Derivation

VZ-MA Corrected %!

1. Lines per unit —design 2.0 2 1.6

2. Lines per unit — demand 12 8 1.2

3. line2/linel 0.60 0.75

4. zoned but unbuilt 0.10 ¢ 0.0

5. vacancies 0.05 % 0.05

6. competition 0.10 ©%° 0.0

7. 1minus(sum of lines 4, 5, 6) 0.75 %7 0.95

8. line3* line7 0.45 %8 0.7125
9. breakage 0.90 ©%° 0.90

10. Effective Fill: line9* line 10 0.405 %50 0.64125

647 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 78-83.
648 Ex. ATT-23, Baranowski Rebuttal, at 20-27.

649 The Michigan PSC has approved adistribution fill of 75%. See Ex. CC-3, Ankum Rebuttal, at 30.
850 Ex. ATT-28, Donovan Rebuittal, at 6.

651 Ex. ATT-23, Baranowski Rebuttal, at 27.

652 VZ-36, Verizon Recurring Cost Panel Direct, at 79.
653 VZ-36, Verizon Recurring Cost Panel Direct, at 79.
654 VZ-36, Verizon Recurring Cost Panel Direct, at 79.
655 VZ-36, Verizon Recurring Cost Panel Direct, at 80.
656 V/Z-36, Verizon Recurring Cost Panel Direct, at 80.
657 VZ-36, Verizon Recurring Cost Panel Direct, at 80.
658 V/Z-36, Verizon Recurring Cost Panel Direct, at 81.
659 \V/Z-36, Verizon Recurring Cost Panel Direct, at 83.
660 \V/Z-36, Verizon Recurring Cost Panel Direct, at 83.
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It isinteresting to note that this 64.1% effective fill derived by correcting Verizon's
analysis is consistent with data provided by Verizon from the engineering survey it used to
produce fixed estimates of feeder lengths. That data showed the number of working lines and
available lines in each of the distribution areas included in Verizon's survey. Dividing the total
661

working lines into the total available lines reveals a current effective utilization of 60%.

@ A modeling assumption of 2 pairs per living unit
does not comply with TELRIC requirements.

It is unreasonable to begin deriving a forward-looking distribution fill with the
assumption that one would build a network with two copper pairs per living unit. The actual
demand is only 1.2 pairs per living unit,®®? and Verizon has confirmed that this number “would
remain the same, relatively stable,” over the next five years.%®® Indeed, if new competitive
pressures were able to force Verizon to offer DSL services more widely, one would expect to see
this number start to decline. “Verizon's acknowledgement of only 20% second line penetration
isaclear indication that providing a minimum of two lines for everyone overstates the amount of
outside plant needed.”®%

During the hearings, Verizon tried to justify its two-pair per living unit assumption with
the argument that two pairs must be dedicated to each unit, because the termination of
distribution pairs cannot be moved and one does not know in advance which locations might
seek a second line.?®® But further cross-examination confirmed that, in fact, one does have

flexibility to “move lines around between your neighbors.”®®® Thisiswhy generally accepted

661 Ex. ATT-23, Baranowski Rebuttal at 27-28.

852 Ex. ATT-VZ 14-20 (data for 2000 through April 2001 show demand of 1.19 lines per living unit);
Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 79; Tr. 2543-2544, 2/1/02 (Livecchi).

663 Ty, 3346, 2/7/02 (Livecchi).

€64 Ex. ATT-23, Baranowski Rebuttal, at 26.

665 Ty 28555, 2/1/02 (Livecchi).

666 Ty, 3337, 2/7/02 (Livecchi).
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engineering practices permit outside plant designs with as little as 1.5 lines per living unit.%®’

Verizon has failed to meet its burden of proving that a design criterion of 1.6 lines per living unit
is inadequate, in aworld where actual demand is never expected to exceed 1.2 lines per living
unit. Verizon's assumption of 2 pairs per household should therefore be disregarded by the
Department, in favor of AT& T’ s proposed 1.6 lines per household input.

(b) A reduction in distribution fill to serve vacant
parcelsisillogical and unsupported.

No reduction in the distribution fill factor should be allowed for “zoned but unbuilt”
living units.®®® Verizon says that it reduced the distribution fill factor by 10 percent on the theory
that in designing a network one should “[a]llocat[€] pairs consistent with zoning [to] provide][]
for the long-term demand that could occur in an areaif al the zoned land is developed.”®®® This
adjustment has the effect of raising UNE rates to cover future costs associated with providing
lines on currently “undeveloped land.” ®"® But this makes no sense. When pressed on cross
examination, Verizon conceded that it does not build, and that it makes no sense to design for,
units on vacant land “in the hopes that someday it is going to be developed.”®’* Thisraisesa
logical disconnect. CLECs should not have to pay for theoretical distribution plant that would in
fact not be built in a forward- looking network.

Having been forced to concede this common sense point, Verizon then tried to justify this
10 percent reduction in its distribution fill factor on the ground that it had nothing to do with
vacant land, but instead reflected parcels that have not been devel oped to the maximum density

permitted by zoning: e.g., asingle-family home has been built in a district zoned for two-family

667 Ex. ATT-27, Donovan Direct, at 18.
668 Ex. ATT-23, Baranowski Rebuttal, at 22-24.

233 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 79 (emphasis added).
Id.

671 Tr. 3341, 2/7/02 (Livecchi), Tr. 2553, 02/1/02 (Gansert).
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homes.®’? But this post hoc justification also cannot withstand scrutiny. When the Department
asked Verizon for documentation to justify its “zoned but unbuilt” reduction of 10%, Verizon
responded by citing Department of Revenue (“DOR”) data regarding the number of vacant
parcelsin Massachusetts as a percent of total parcels.®”® But the “vacant land” figures reported
by DOR are truly vacant, and stand in contrast to the other categories of “single family, multi-
family, condos, apt, open space, commercial, industrial, other usage, total.”®’* When pressed
further, Verizon acknowledges that it can point to absolutely no data to support its conjecture
regarding the percentage of land in Massachusetts that is neither vacant (and thus for which no
distribution plant is or should be built) nor built to maximum allowable density.®” Furthermore,
the Verizon Panel relied upon no data concerning net devel opment of parcels in Massachusetts.
This raises the possibility that developed parcels that become vacant are counted by Verizon,
while vacant parcels that become developed and provide Verizon with revenue are not
counted.®”® Verizon's conjecture cannot and does not come close to meeting Verizon's burden
of proving that this 10 percent decrease in its assumed distribution fill factor is reasonable. The
adjustment should therefore be ignored.

Moreover, Verizon has failed to account for several other logical flaws within the
application of this factor. By assuming a reduced utilization to account for undeveloped parcels
at the outset of its analysis but failing to make any subsequent adjustment as those parcels are
developed, Verizon implicitly assumes that spare cable will forever be needed for future

development. Under such an approach, revenue from new developments is forever chasing new

672 Ty, 3338-3339, 2/27/02 (Gansert).
673 Ex. DTE-VZ 1-6.
674 The Website address given by Verizon in Ex. DTE-VZ 1-6 has moved. This data, and the DOR’s
cate%ori&s, can now befound at: < http://www.dls.state.ma.us'M DM STUF/prcl8601.xIs >.
> Tr. 3491, 2/7/02 (Gansert).
676 Tr. 3491, 2/7/02 (Gansert).
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investments in a vicious cycle of cost inflation.®”” Under a more reasonable and efficient
approach, the revenue from the newly developed parcels would be allowed to defray the cost of
plant investment. The FCC, in fact, has supported such an approach to rate-setting.®’®

(© Verizon’s 10% adjustment for competitivelossis
unsupported and unnecessary.

As the Verizon recurring cost panel readily admitted during evidentiary hearing
testimony, it possessed no data supporting its 10% fill factor adjustment for customers lost to
competitive alternatives.®”® Rather, the Verizon adjustment was a pure guess, °®°

Moreover, Mr. Gansert stated that the 10% figure was arrived at in preparation for
proceedings in New Y ork, rather than Massachusetts.®®* The state of local exchange competition
in New York is very different from that in Massachusetts, as the Department is well aware.

Verizon tried to justify importing this adjustment from New Y ork on the ground that here
it could represent the percent of customers giving up their wireline service in order to rely totally
on wireless service.®® But Verizon’s own testimony proves this to be rank conjecture. Verizon
states that it current market penetration in Massachusetts is approximately 97%, and that the 3%
of households going without telephone service is primarily due to people simply choosing not to
have a phone, and not a result of people switching to competitive alternatives.®®® And when the
Department asked Verizon to explain “over what period of time does Verizon project a 10
percent loss to its competitors?,” the complete answer by Mr. Gansert was that “it wasn't a

specific time frame. We're trying to come up with a forward estimate.”®%4

77 Ex. ATT-23, Baranowski Rebuttal, at 22-24.

678 FCC’'sUSF Inputs Order, 11 56-58.

679 Ty 2556-2557, 2562-2563, 2/1/02 (Livecchi, Gansert).
680 Ty, 2556-2557, 2/1/02 (Livecchi, Gansert).

681 Ty, 2556, 2/1/02 (Gansert).

682 Ty 2556-2557, 2/1/02 (Livecchi, Gansert).

683 Ty, 2557, 2/1/02 (Gansert).

684 Tr, 2557, 2/1/02 (Gansert).
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Furthermore, Verizon's arbitrary 10% adjustment also fails to take into account the
additional network capacity created by the loss of customers to competing alternatives.®® As
Mr. Baranowski pointed out in his rebuttal testimony, “as customers are lost to competitors,
facilities will become available to serve new customer demand.”®®® Thus, plant that becomes
idle due to customer migration does not remain in that state indefinitely — it becomes available to
serve other customers, generating revenue for Verizon.®®” A downward adjustment to Verizon's
effective fill is not warranted.

(d) An appropriate effectivefill for distribution
cableis64.1%

Once Verizon's unreasonable adjustments to effective fill are removed, it is possible to
arrive at amore practical estimate of distribution fill. The restatement of Verizon’s model
performed by Mr. Baranowski arrived at an effective distribution fill factor of 64.1%, which was
strongly endorsed by Mr. Donovan.®® Thisis depicted in tabular form in Section 1V.A.2.b(3),
which begins at page 130. Adopting a 64.1% distribution fill factor would comply with
TELRIC' srequirement of an efficient, least-cost network design.

4 Verizon’'sproposed feeder fill factorsaretoo low.

Verizon assumes afill factor for copper feeder of 55.2% and a fiber feeder fill factor of
60%.%%° Both of these fill factors are much too low in a TELRIC least-cost network
configuration and stand at complete odds with feeder fill factors recently adopted by the FCC

and New Jersey Board.®®® Verizon itself has endorsed use of much higher fill factors in other

685 Ex. ATT-23, Baranowski Rebuttal, at 24-25.

686 Ex. ATT-23, Baranowski Rebuttal, at 25.

687 Ex. ATT-23, Baranowski Rebuttal, at 25.

688 Ex. ATT-23, Baranowski Rebuttal, at 27: Ex. ATT-28, Donovan Rebuttal, at 6.

689 Ex \vZ-36, Verizon Recurring Cost Panel Direct, at 83.

90 ECC’s USF Inputs Order, 1 207-208, Appendix A; Ex. ATT-8, excerpt from New Jersey UNE Rates
Order at 4-5.
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jurisdictions.®®* AT& T’s proposed fill factors of 80% for copper feeder cable and 100% for fiber
feeder cable represent much more reasonable utilization levels that will provide sufficient
capacity for growth while avoiding costs for unnecessary levels of feeder plant investment.®®2

@ AT& T’'sproposed copper feeder fill factor will
avoid modelling stranded investment.

Verizon's assumed 55.2% copper feeder fill will surely result in stranded outside plant
investment.®®® Though the feeder plant engineering guidelines submitted by Verizon in this
proceeding conflict, a a minimum they establish that copper feeder is designed with the
expectation that relief or reinforcement will be available sometime between 2 to 5 years.®** As
Mr. Donovan established in his rebuttal testimony, even if one assumes 3 to 5 year relief interval
with aggressive 3% annual growth, far too much copper feeder cable is left unused in a network
operating with 55.2% fill.%% Indeed, Verizon’s own prefiled testimony gives credence to the
concern that continued large investments in copper feeder will result in further stranded
investment:

Optical DLC isusualy installed first in feeders serving distribution areas that are

more distant from the wire center, since it is in such areas that optical DLC

provides the greatest efficiencies. The copper feeder cable that is made spare

(i.e., freed up) by the DLC installation is then cut and used to provide capacity to

distribution areas closer to the wire center. Over time a greater and greater

portion of the feeder will be moved to optical facilities.®

Verizon's support for the 55.2% fill factor is another example of its effort to avoid

complying with TELRIC' s requirement of a forward-|ooking network. Rather than attempting to

model an efficient, least-cost configuration, Verizon arrives at the 55.2 figure purely upon an

891 Ex. ATT-9, Joint Declaration of Donna C. Cupelo, Patrick A Garzillo and Michael J. Anglin, filed by
Verlzon RI in CC Docket No. 01-324, in support of Verizon’s Section 271 Application for Rhode Island, 1 44.
892 Ex. ATT-28, Donovan Rebuttal, at 9-10.
693 Ex. ATT-28, Donovan Rebutta, at 7.
694 Ex. ATT-29, Donovan Surrebuttal at 35; Tr. 2996, 2/5/02 (Hong).
69 Ex. ATT-28, Donovan Rebuttal, at 9.
69 Ex. VZ-36, Verizon Recurring Cost Panel Direct at 79.
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examination of historic fill levels in its embedded network.®®” Given the increasing deployment
of fiber feeder, Verizon's proposal to keep copper fill at the same low levels it has experienced in
its embedded network is clearly incorrect. A proper, TELRIC compliant network configuration
would seek to increase efficiency by raising copper feeder fill to 80%, as AT& T has proposed.

(b)  Afiber fill factor of 100% isappropriate given
fiber’sinherent redundancy and expandability.

Ther FCC has determined that a 100% fill factor for fiber feeder is an appropriate
measure of utilization, given fiber's inherent redundancy.®%® Asthe FCC has properly explained,
“afill factor of 100 percent for fiber does not equate to 100 percent fiber utilization.”®®® AsMr.
Donovan demonstrated in his rebuttal testimony, a 100% fiber feeder fill factor input actually
results in a 50% effective fill given the extra transmit and receive fibers that are run for every
fiber to multiplexers.’®

The capacity of fiber feeder is not limited by the number of fiber strandsin place. When
higher throughput is needed, one changes the electronics so that a given number of fibers now
have greater capacity.’** Furthermore, methods for expanding the capacity of in-place fiber
feeder cable continue to be developed. One of the latest examples involves the use of wave
division multiplexing, which expands fiber capacity by using different colored lasers over a
single fiber.”%? Given this inherent redundancy and flexibility, AT& T’s 100% fiber fill factor is
reasonable. Thus, the Department should follow the FCC's lead and adopt a 100% assumption

and reject Verizon's anti-competitive 60% factor.

97 Ex. VZ-36, Verizon Recurring Cost Panel Direct at 88.
898 FCC’'s USF Inputs Order, 1 208.

99 ECC’s USF Inputs Order, 1 208, fn. 803.

700 Ex. ATT-28, Donovan Rebuttal, at 9-12.

701 Ty 1393, 1/23/02 (Ankum).

702 Ex. ATT-28, Donovan Rebuttal, at 9.

- 137 -



(5) The remote terminal electronicsfill should be set at
90 per cent.

Verizon's proposed 80% fill factor for Remote Terminal (RT) Electronicsis seriously
inflated, particularly considering the rapidity with which RT plug-in equipment may be
replaced.”®® Verizon has stated that “[|]ine cards are deployed to provision for six (6) months of
growth.”’® Thisis the generally accepted standard in the industry. "% Thisiswhy the New Y ork
PCS recently rejected Verizon's proposed 80% RT electronics fill, and instead adopted an RT
electronics fill factor of 88%. %

Verizon's unsupported argument that 80% fill is necessary to avoid excessive field
dispatches is a red herring. °” Even assuming an aggressive annua growth estimate of 3%, plug-
in card fill would only experience a marginal increase of 1.5% between six month relief
periods.”® Given these facts, AT& T's proposed 90% fill is conservative. Nonetheless, it
represents a much more reasonable estimate of RT electronics utilization.

(6) Verizon's application of a duct utilizationfactor to its
level of conduit investment isimproper.

Verizon's proposed 44% duct utilization factor is wholly unnecessary, resulting in
unjustified plant investment and substantially inflated conduit costs.”® Verizon's arrives at the
44% figure by drawing assumptions concerning conduit construction that do not take into
account proper engineering standards. Verizon first assumes that an entire spare conduit pipe

between manholes is needed to house future facilities.”*° But this assumption ignores the

703 Ex. ATT-28, Donovan Rebuttal, at 10-11.
04 Ex. CC-VZ 2-43.

705 Ex. ATT-28, Donovan Rebuttal, at 11.
706 New York UNE Rates Order, at 102.

07 Ex. ATT-28, Donovan Rebuttal, at 11.
708 Ex. ATT-28, Donovan Rebuttal, at 11.
709 Ex. ATT-23, Baranowski Rebuttal, at 29.
70 Ex. ATT-23, Baranowski Rebuttal, at 30.
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standard industry practice of reserving a spare maintenance duct within each conduit.”** This
gpare duct is constantly available for reserve purposes, as defective cable is removed and
replaced by functioning plant.”*?

Verizon aso overstates the amount of innerduct capacity necessary in a forward-looking
network. Verizon's study assumes a spare innerduct for every two in service to facilitate the
placement of fiber cable.”*® Asatypical duct contains three to four innerducts each capable of
handling a fiber sheath, adequate capacity is created with the allocation of one spare innerduct
for an entire conduit section, rather than adding the multiple spare innerducts that Verizon's
assumption would require."**

The application of this additional fill factor aso overlaps withthe cable fill factors
mentioned above.”*® The distribution and feeder fill factors are already designed to
accommodate additional demand. Applying aduct utilization fill factor on top of the cable factor
results in an unnecessary inflation of cost. The New Y ork Commission made note of the
overlapping nature of Verizon's duct utilization factor when it eliminated it from the cost
analysis within it UNE Rates Order.”® Based on the record in this proceeding, the Department
should eliminate the duct utilization factor (i.e., have it set to 1.0) for the reasons discussed

above.

@) Growth in demand must be accounted for in
determining per unit costs.

In addition to requiring that a sufficient amount of plant investment is made to

accommodate future demand, the Department should also take into account the “need to spread

1 Ex. ATT-23, Baranowski Rebuttal, at 30.
72 By ATT-23, Baranowski Rebuttal, at 30.
"3 Ex. ATT-23, Baranowski Rebuttal, at 30.
714 Ex. ATT-23, Baranowski Rebuttal, at 30.
15 Ex. ATT-23, Baranowski Rebuttal, at 30-31.
"6 New York UNE Rates Order , at 114.
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to costs of [investment] in a manner that is fair to both present and future customers.”’*’ Thus,
the increase in revenue that will be experienced as network demand grows must be balanced
against the increased investment necessary to service that demand. Ignoring this principle forces
current customers to pay for facilities they may never use. Future consumers of new plant
investment should share the burden of that investment. "'

AT& T’ s proposed 3% annual demand growth adjustment accomplishes a proper balance
— alowing new users of the network to contribute to investments made for their benefit. Indeed,
the New Y ork Public Service Commission recently adopted this demand adjustment as part of its
UNE Rates Order.”*® The record here supports the same resullt.

C. Geographic Density Zones: The Department Should
Reconsolidate the M etropolitan and Urban Zones.

In the Consolidated Arbitrations proceeding, Verizon had proposed three density zones,
but its original urban zone was divided into two parts, with the four densest wire centersin
downtown Boston being segregated into a separate “Metropolitan” zone.”?® The change from
three to four zones was made at the request of AT&T, and not opposed by Verizon. "t AT&T
has now realized that the small Metropolitan zone bears no relation to practical marketing
considerations, and therefore respectfully requests that the Department reconsolidate the
metropolitan and urban zones.

Quite frankly, downtown Boston isjust alot smaller than Manhattan. It turns out that it
isone thing for New Y ork to identify Manhattan as a separate geographic density zone, and quite
another for Massachusetts to carve out four downtown Boston wire centers as a separate

Metropolitan zone. Manhattan is large enough to have a critical mass of potential customers that

17" New York UNE Rates Order, at 98.

"8 Ex. ATT-23, Baranowski Rebuttal, at 33; Tr. 2163, 1/29/02 (Baranowski).
"9 New York UNE Rates Order, at 98.

2 RRAG1; Tr. 2397, 1/31/02 (Anglin).
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a CLEC can market separately if it choose to do so. The portion of downtown Boston today
cabined within the Metropolitan zone is not.

In this proceeding, when Verizon set up to define geographic denisty zones it started
“arbitrarily, based on prior orders, [to] take the four downtown Boston offices and establish that
they indeed would be in one density zone.” 2> When asked, Verizon did not voice any
opposition to the notion of recombining the metropolitan and urban zones into a single urban
zone.””® The change makes no difference from the perspective of recovering forward-looking
CO§.724

3. Outside Plant Models: Though the Inputs Matter Morethan the
M odels, the Evidence Shows that VerizonsLCAM Model is Not

TELRIC-Complaint and Has Not Been Validated, in Marked
Contrast to the Robust HAI 5.2a-M A Moddl.

As explored at the outset of this brief, the Department’ s objective in this proceeding is
not to select a particular cost model. Rather, the goal of the Department should be to set
appropriate, TELRIC compliant UNE rates that spur local exchange competition. As witnesses
for both Verizon and AT& T have stated, the underlying assumptions and principles set forth by
particular cost models are often more useful tools for rate-setting purposes than the outcomes
produced by those models.”® Indeed, the evidence shows that with the proper, TELRIC-
compliant inputs Verizon’s LCAM model and the HAI 5.2a-MA model produce statewide
average rates for two-wire analog loops that are within pennies of each other: $7.27 versus

$7.09. (See Section 1V.A.1, beginning at page 108.)

(..continued)

21 Ty, 1803-1805, 1/ 25/02 (Anglin).
22 Ty, 1859, 1/25/02 (Anglin).

;ﬁ Tr. 1804-1805, 1/25/02 (Anglin); Tr. 3520-3521, 2/7/02 (Anglin).
Id.

25 Tr, 3011, 2/5/02 (Mercer); Tr. 3134, 2/6/02 (Tardiff).
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That being stated, the HAI 5.2a-MA Model proposed by AT&T in this proceeding
provides aredlistic, yet forward-looking method for setting UNE rates in Massachusetts. In
contrast, Verizon's model does not comport with TELRIC, and it relies upon key assumptions
that have not been validated or proven by Verizon.

At the most superficial level, the models' documentation differs substantially. AT&T has
provided: (i) an extensive written Model Description that lays out the model’ s methodology, and
provides substantial information regarding the history of its development; (ii) an exhaustive
Inputs Portfolio, which provides afull explanation and cites the documentary support for all of
the many inputs used in the model; and (iii) written instructions for how to boot up and run the
electronic version of the model, which enables the user to change any or al of the 1400 user
adjustable default inputs.”?® Verizon has not bothered to provide anything of the kind. The
methodology of its models is hidden, little or no justification is provided for most of the inputs,
and someone wishing to run the model electronically is embarking on a special challenge.

Verizon has the burden of proof in this proceeding, and it cannot meet that burden by
asserting with minimal or no explanation that the methodology and inputs underlying its outside
plant models are sound. Furthermore, what we have learned about Verizon’s model proves that
it is not TELRIC-complaint, and that it is largely unsubstantiated. 1t stands in marked contrast to
the robust HAI 5.2a-MA modd!.

a. Verizon’'sLCAM Mode Has Methodological Weaknesses

Beyond the Improper Inputs Discussed in Section Il and
Section IV.A.2.

AsDr. Tardiff acknowledged, data validation concerns should be applied equally to any

party sponsoring a cost model in this proceeding, including Verizon.”?” Verizon's LCAM model

726 Ex. ATT-25, Mercer Direct, ex. RAM-2 (“ Automation Description and User Gu ide” and “Model
Descri J]otion") and ex. RAM-3 (“Inputs Portfolio™); Tr. 2763, 2/4/02 (Donovan).
21 Tr, 3232-3233, 2/6/02 (Tardiff).
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suffers both from a myriad of arbitrary assumptions, and from some fundamental methodol ogical
choices that deviate sharply from the requirements of TELRIC.
Q) Verizon has used a “ capacity-costing” approach, and
ignored TELRIC’srequirement that one start by

modeling the incremental cost of serving the entire
demand for each element.

Verizon's proposed LCAM model manifests Verizon's continued inability, or refusal, to
comply with the fundamental principles of TELRIC. Rather than attempting base costs on the
concept of forward-looking and efficient network as TELRIC requires, Verizon continues to
propose rates that reflect assumptions primarily derived from its embedded network experience.
Thisislargely aresult of the very different approach Verizon has taken in attempting to model
forward-looking costs. Verizon's LCAM model is “based on taking statistics from the network
asit is and making what they assert are forward- 1ooking adjustments, as opposed to constructing
a network from the bottom up.”"?® This is undisputed.

Verizon's outside plant models do not try to estimate the cost to serve the entire element
and then derive a per unit cost. Rather, they are —in Verizon’s words — * capacity costing”
models that try to estimate the cost of individua facilities that a CLEC might order, rather than
measure the cost of the entire increment of demand for each element.”?® Mr. Gansert described
Verizon's outside plant models as follows:

It's a capacity-costing approach that tries to come up with -- that estimates the

representative cost of the different elements. It doesn't try to estimate the cost of

the total network in Massachusetts and then divide by different types of unitsto

get the cost. It's adifferent approach. "°

Thus, Verizon attempts to estimate the cost of individual facilities that a CLEC might order,

rather than measuring the cost of the entire increment of demand for a particular element and

28 Ty, 3013, 2/5/02 (Mercer).
729 Ty, 2475-2476, 1/31/02 (Gansert); Tr. 2626-2631, 2/1/02 (Gansert & Anglin); Tr. 3258, 3288, 2/6/02
(Gansert).
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then calculating a per unit cost. As aresult, its outside plant models are not TELRIC-
compliant. 3
2 Verizon'sassumed aver age feeder lengths are based
entirely on its embedded network and current FDI
locations.

TELRIC saysto take the current wire center locations as given, but otherwise to model a
forward-looking, most efficient network design. Verizon claims that it cost study was “designed
to reconstruct the local network” in accord with TELRIC.”*? But this statement reflects afair
amount of poetic license. In fact, it is undisputed that Verizon assumes that the average feeder
lengths in a reconstructed, forward-looking network would be identical to the average feeder
lengths for each geographic density zone as determined in Verizon’'s essentially undocumented
“engineering survey.””*® This assumption is arbitrary, and not based or even justified on any
attempt to evaluate the most efficient outside plant design based on current wire center locations
and known customer locations.”®* Verizon did not undertake any analysis whatsoever to confirm
its assumption that present feeder design and location of feeder-distribution interfaces (or serving
area interfaces) would be replicated as the most efficient outside plant layout in a forward-
looking network. 3°

In sum, Verizon proposes a redesign of the network based largely on a“straght draw” of

information from its enbedded network.”*® Because Verizon’s purported reconstruction of its

network is nothing more than a “mirror image” of its current network, it is inconsistent with

(..continued)
730 Ty, 3258, 2/6/02 (Gansert).
31 FCC'sFirst Local Competition Order, 11 682, 690; 47 C.F.R. § 51.511(a).
732 Ex. VZ-38a, Verizon's Recurring Cost Panel Surrebuttal, at 23.
33 Tr, 1827, 1/25/02 (Gansert); Tr. 1829, 1/25/02 (Livecchi).
34 Tr, 1831-1832, 1/25/02 (Gansert).
35 Ty, 1833, 1/25/02 (Gansert).
36 Ex. ATT-24, Baranowski Supplemental Rebuttal, at 8.
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TELRIC and fails to reflect efficiencies that could be gained in a truly forward-looking
network. 3’

3 Verizon arbitrarily assumed that the average
distribution cable length should equal one-half of the
longest known distribution cables.

Verizon's assumptions regarding the average length of distribution cables may be even
more arbitrary than its assumptions regarding average feeder lengths. For each existing
distribution area, Verizon merely assumed that the average distribution length is one half of the
longest distribution pair that currently exists on the ground today. "*® Verizon is unable to
provide any data, documentation, or analysisin support of this gross assumption. "® Verizon
defends this initial assumption only with the further assumption that customers are evenly
dispersed within each distribution area.”° But its “even dispersion” assumption is not based on
any analysis either.”** When the Department asked how Verizon can vaidate that its “ halfway”
assumption is reasonable, it was told that \VVerizon “just do[es|n’t have that information.”’#2
4 Verizon set arbitrary fiber/copper break points by

looking solely at historic data, with no economic
analysis of the most efficient design.

Verizon assumed that for each density zone there would be a fixed “fiber/copper break
point,” such that feeder runs shorter than that length would be copper and longer than that length
would be fiber. The break points assumed by Verizon were: zero feet in the Metropolitan zone;
4,000 in the Urban zone; 5,000 feet in the Suburban zone; and 10,000 in the Rural zone.”** The

only “data” or “analysis’ presented in support suggest that the selection of these breakpoints was

3T Ex. ATT-24, Baranowski Supplemental Rebuttal, at 8.

38 Tr. 1837, 1/25/02 (Livecchi).

39 Ex. CC-VZ 10-33; Tr. 3310, 2/7/02 (Livecchi).

740 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal at 36; Tr. 1840-1841, 1/25/02 (Livecchi); Tr. 3326,
2/7/02 (Livecchi).

741 Ty, 1837, 1/25/02 (Livecchi).

742 Ty 3324, 2/7/02 (Gansert).

43 Ex. ATT-VZ 4-25,p.2.
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completely arbitrary. Verizon claimsthat it set this “threshold by determining the point along
the feeder route that we begin to see predominant placement of digital-loop carrier,” based on
data from its embedded network. "4

But this justification fails on two grounds. First, it is nothing more than a claim about the
distribution of fiber vs. copper feeder in today’ s network, with no analysis whatsoever to suggest
that this distribution is a meaningful predictor of the economic distribution in a forward-looking
network.”*> Second, even accepting this historic data at face value, one cannot look at the data
d.746

presented by Verizon and tell why Verizon chose the fiber/copper break points that it di

) Verizon’sEF& | factorsfor outside plant electronicsare
unsupported.

Verizon has failed to provide any validation for the very high installation costs that it
assumes for loop electronics equipment.

The Verizon model relies upon outdated Detailed Continuing Property Record (DCPR)
information to model the total cost installed of its |oop electronics equipment.”’ Investment
loading factors for engineering, furnishing and installation (EF&1) and power for digital circuit
equipment hardwire and plug-in investment are derived from historic, 1998 DCPR
information. "*® AT& T sought documentation showing what equipment was associated with this
historic data, to determine whether it resulted in information of any relevance to the EF&1 costs
for loop electronics in a forward-looking retwork. Verizon was unable to produce
documentation or information sufficient to show that its 1998 booked costs are a reasonable

predictor of future EF&| costs.’®

44 Tr. 3319, 2/7/02 (Anglin), citing Attachment C to Ex. ATT-VZ 4-25,
745 Ty, 2576-2577, 2/1/02 (Anglin).

746 See Attachment C to Ex. ATT-VZ 4-25.

747 Ex. ATT-24, Baranowski Supplemental Rebuttal, at 5.

748 Ex. ATT-24, Baranowski Supplemental Rebuttal, at 6.

749 Ex. ATT-24P, Baranowski Supplemental Rebuttal, at 3-7.
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Thisis not merely atheoretical concern. If one takes Verizon's propsoed EF&1 dollar
costs and trandates them into installation times, one can readily see that the costs assumed by
Verizon are exorbitant.”*° Thus, Verizon's blind reliance upon the unverified, embedded DCPR
data produces unnecessary costs associated with the connection of new loop equipment to
existing equipment. Such costs would not be realized in a forward-looking, partially
reconstructed network configuration.

b. The HAI Model can be Relied Upon to Produce TELRIC
Compliant Loop Rates.

In marked contrast to Verizon's “capacity-costing” approach, the HAl 5.2aMA model
adheres to the key principles of TELRIC outlined by the FCC. The HAI model acknowledges
that the entire quantity of the network element provided is the increment that forms the basis of a
TELRIC cost study.”®* The model analyzes all of the costs associated with providing a particular
element, including primary plant investment and expenses, as well as the incremental costs of
shared facilities and operations.”? Importantly, the HAl Model only includes forward-looking,
economic costs, while ignoring embedded costs associated with a particular element.”® The
Model reflects TELRIC' s “scorched node” methodology as existing wire center locations are
assumed, but the most efficient technology available is designed to transport telecommunications
throughout the network.”* Furthermore, HAl models costs on a cost-causative basis, meaning it
accounts for the costs incurred as a direct result of providing the network element, and not those
that could be avoided in the long run. ">°

The general approach of the HAl model may be summarized, in admittedly rough terms,

as follows. The modelling process starts with quite detailed information regarding the location

70 Ex. ATT-28, Donovan Rebuttal at 14.
51 Ex. ATT-25, Mercer Direct, at 17.
752 Ex. ATT-25, Mercer Direct, at 17.
753 Ex. ATT-25, Mercer Direct, at 17-18.
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of telephony customers in Massachusetts, both residential and business, and the total demand for
wireline services in the state.”*® These customers are then grouped into clusters, which are
essentially the equivalent of distribution areas using Verizon's nomenclature. This clustering
process yields very detailed information regarding the size, shape, location, number of lines, and
existing wire center location that will serve each cluster.”’ Based on this information and local
terrain attributes, the HAl model determines the amounts of each network component that will be
needed to serve the total demand, using the most efficient network design and available
equipment.”® The model calculates the cost to build, operate, and maintain the network, and
then converts that cost into per-unit costs for each UNE. ">°

(@) Development: The HAI model has benefited from
scrutiny by other state commissions and the FCC.

The model uses a sophisticated and precise methodology that has been steadily improved.
The model’ s calculations and methodology have been honed extensively since version 2.2.2 of
the Hatfield Model was proposed in Massachusetts in 1996.7%° Indeed, all the criticisms of the
model raised by the Department during the Consolidated Arbitrations proceeding have been
specifically addressed by subsequent enhancements to the model.”®* The scrutiny of the
Massachusetts Department and other state and federal commissions, in addition to thorough
interna review, have played an integral role in many of the significant improvements the model

has experienced since 1996. %2

(..continued)

754 Ex. ATT-25, Mercer Direct, at 17.
S5 Ex. ATT-25, Mercer Direct, at 17.
756 Ex. ATT-25, Mercer Direct, at 25.
ST Ex. ATT-25, Mercer Direct, at 26.
758 Ex. ATT-25, Mercer Direct at 26.
759 Ex. ATT-25, Mercer Direct at 26-27.
760 Ex. ATT-25, Mercer Direct, at 6.

761 Ex. ATT-25, Mercer Direct, at 6.

762 Ex. ATT-25, Mercer Direct, at 6.
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The model has also benefited tremendously from input provided by the FCC. Versions
3.0 and 4.0 of the Hatfield Model were introduced to specifically address concerns raised by the
FCC within its Universal Service Docket and by the Commission’s Competitive Pricing
Division.”®® On July 18, 1997, the FCC released its Further Notice of Proposed Rulemaking,
which specifically addressed certain guidelines and inputs that a proper cost study should
incorporate. The Commission stated that an appropriate cost model should include:

?? A sophisticated and precise method of locating customers;

?? A choice of outside plant technologies and structures that closely reflects local cost
conditions,

?? Explicit modeling of host/remote relationships between end office switches; and
?? Flexible assignments of expenses based either on lines or relative investments.’®*

In December of 1997, AT& T and MCI-Worldcom submitted version 5.0 of the Hatfield
Model, which contained a number of enhancements designed to address a number of the
concerns outlined by the FCC.”®® The most dramatic improvements included a much more
precise identification of customers locations through the use of geocoded data, where available,
and the assignment of nontgeocoded locations to Census Blocks rather than the higher-level
Census Block Groups.”®® In addition, the new version identified outside plant serving areas with
small clusters of customer locations, rather than the much less granular Census Block Groups,

alowing for a much more accurate targeting of outside plant deployment. 6’

53 Ex. ATT-25, Mercer Direct, Ex. RAM-2, Appendix A at 3.

%4 Federal-State Joint Board on Universal Service, Forward-L ooking Mechanism for High Cost Support for
Non-Rural LECs, CC Docket Nos. 96-45, 97-160, Further Notice of Proposed Rulemaking, 12 FCC Rcd 18514,
18532, 111 35-36 (1997).

85 Ex. ATT-25, Mercer Direct, Ex. RAM-2, Model Description, Appendix A (“History of the Hatfield/HAI

M odelg at 4.
76!

767 Id.
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A number of small adjustments to the model’ s data and logic were made subsequent to
the release of version 5.0, resulting in version 5.0a, which was filed with the FCC in January,
1998."%® During 1998, the FCC continued to review cost models sponsored by various parties,
including the Hatfield or HAl Model. "®° At the same time, the FCC began to develop its own
cost model platform for Universal Service purposes, known as the Synthesis Model. "© In
October, 1998, the Commission released its model platform, which adopted the switching,
interoffice and expense portions of the HAI 5.0a Model, as well as the road surrogating
dternative that is currently used in the HAI 5.2a-MA Model for customer location purposes.’*

Version 5.1 of the HAI Model was developed to address concerns expressed by the FCC
as part of its Platform Order.”’> The HAI 5.2 Model was next developed to take advantage of the
FCC's development of certain investment values and model inputs as part of its USF Inputs
Order.””™ The HAI 5.2a Mode adopted some investment values for certain network components
that were suggested by ILECs submissions to the FCC, as well as correcting and improving upon
calculations within version 5.2 of the model.””* The HAI 5.2a-MA Model represents the
HAI 5.2a Model with a number of Massachusetts-specific input values.”’

2 Geocoding: The HAI 5.2a-MA model relies upon

moder n and sophisticated methods to deter mine precise
customer locations.

The HAI 5.2a-MA model uses the most sophisticated techniques available to accurately
determine customer locations. Using information derived from the U.S. Census Bureau's

Topologicaly Integrated Geographic Encoding and Referencing (“ TIGER”) database, geocoding

768 4.
%9 1d. at 5.
70 4.
74,
772 Id
773 Id
74 4.
75 4.
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is used to accurately assign known customer locations to physical locales.’”® The process
involves the assignment of |atitude and longitude values to street addresses.””” The geocoding
software employed by HAI is able to determine the accuracy level of the latitude and longitude
coordinates selected, allowing the model to choose only the most accurately determined

locations as input.”"®

Wherever geocoding has been able to determine precise customer
locations, that information is used in the model. ’”® In Massachusetts geocoding enjoyed a
success rate of 87.5% in determining customer locations throughout the state.”®° The geocoded
locales within the HAI 5.2a-MA Modéd locate customers fifty feet from the center of the roads
on which they reside.”®

For the 12.5% of Massachusetts |ocales with no geocoding information available,
positions are distributed uniformly along roads that lie on and within the boundaries of the
census block. "2 Roads where customers are unlikely to be found, such as limited access
highways or road segments within tunnels or underpasses are eliminated from consideration. "3
This is the exact same road surrogating methodology that was endorsed and adopted by the
FCC.’®

The business and residential customer location data underlying the HAl Modél is derived
from commercial providers Metromail, Inc. and Dun & Bradstreet.”®® Both firms' databases are

used in critical business applications, such as credit verification and mass mailings.”®® The

commercial success of these firms depends amost entirely upon the accuracy of the database

Zj Ex. ATT-25, Mercer Direct, Ex. RAM-2, Model Description § 5.36.
Id.

778 Id
19 Ex. ATT-25, Mercer Direct, at 39.
780 Id
781 Id
782 Id

83 1d., at 40.
84 See Ex. ATT-25, Mercer Direct at 39-40; FCC's USF Inputs Order 11 40-47.
85 Ex. ATT-26, Mercer Surrebuttal, at 24.
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information they provide.”®” Verizon's attempted attack on the accuracy of these databases is
plainly absurd, particularly considering that Verizon has failed to produce its own customer
location data in this proceeding.”®® The customer location data has been assembled by a
company called TNS in its proprietary National Access Line Model (“NALM”), which “uses a
variety of information sources, including: survey information, the LERG, Business Location
Research (“BLR”) wire center boundaries; Dun & Bradstreet’s business database; Metromail’s
residential database; Claritas' s demographic database; and U.S. Census Bureau estimates.
[TNS' s] model uses these sources in a series of steps to estimate the number of residential and
business locations, and the number of access lines demanded at each location. The model makes
these estimates for each Census Block, and for each wire center in the United States.” "8

Thisis precisaly the same “process for estimating the number of customer locations’ that
has been endorsed and adopted by the FCC.”®® The FCC concluded that it is appropriate to take
the number of customer locations estimated from the data sources underlying the NALM, and to
true them up to the most recently available ARMIS line counts.”®* That is exactly what was done
to generate customer counts for use as inputs to the HAI 5.2a-MA modd. "*2

The FCC’' s USF Inputs Order, while not yet adopting a geocoded location database due

to data availability concerns, did express approval for a geocoded approach to customer location.

The FCC found that such a process “ should be used for developing customer-location data” and

(..continued)

786 Id
787 Id

88 Ty, 2736-2737, 2/4/02 (Mercer).

89 FCC’'sUSF Inputs Order 1 51; seealso Ex. ATT-25, Mercer Direct ex. RAM-2, HAI 5.2a-MA Model
Description, at 24-34.

%0 ECC’'s USF Inputs Order 51.

%1 ECC’'s USF Inputs Order  61.

92 Ty, 2848-2851, 2/4/02 (Mercer).
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that it represented a “reasonable method for determining the number of customer locations to be
served in calculating the cost of providing supported services.” "3
3 Clustering: The HAI model’s method of customer

clustering facilitates the efficient engineering of
serving ar eas.

After the HAl Model has identified customer locations, a clustering process identifies
customer locations that are close enough to one another to be efficiently engineered as telephone
plant serving areas.”®* Clusters are developed according to several criteria. First, no customer
may be more than 18,000 feet from the cluster’s centroid. Second, clusters are targeted not to
exceed 1,800 linesin size. Clusters are identified as “main clusters’ if they contain five or more
lines and “outlier” clusters if they have fewer than five lines.”®®

The HAI Model’ s clustering algorithm then places customers belonging to a main cluster
within the confines of a rectangular cluster shape that allows the model to estimate the type and
amount of outside plant needed to serve each cluster area."®® Cluster data, including information
pertaining to the type and shape of each cluster, is then used as the demographic input data for
the HAl Mode’s calculations.”®” Copper or fiber feeder cable is extended to each cluster and
copper distribution cables are modeled to reach customers at their plotted locations. Should the
distance from a particular cluster’s wire center to a particular customer exceed a set maximum
copper loop distance, the cluster is divided into two or more sub-clusters, and fiber feeder is
extended to terminals and Serving Area I nterfaces designed to serve those sub-clusters. Copper
cables enhanced with electronics using digital transmission also extend from the main feeder

cable in order to service remote customers within the confines of the main cluster.

93 FCC’'s USF Inputs Order, at f51.
794 Ex. ATT-25, Mercer Direct, at 40.
795 Ex. ATT-25, Mercer Direct, at 40-41.

796 Ex. ATT-25, Mercer Direct, at 41.
797 |d.
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The FCC expressly approved of the use of a clustering algorithm in mapping serving
areas in its USF Platform Order, stating that a*“ clustering approach, as first proposed by HAI in
this proceeding, is superior to a grid-based methodology in modeling customer serving areas
accurately and efficiently.””*® When Mr. Gansert complained that the HAI model produces
clusters of customersin “odd shapes spread out along the road,””®° he was paying a backhanded
complement. HAI’ s data reflects customer locations along the roads of Massachusetts because
that is where the customers in fact are located — households and businesses are generally aligned
aong aroadway of some kind.®%

The HAI Model recognizes the economic efficiencies created through the use of larger
distribution areas (DAS) and serving area interfaces (SAls) than may exist in the embedded
network that evolved during the days of al copper feeder. The use of this design allows the HAI
Model to enjoy economies of scale that Verizon refuses to acknowledge. AsMr. Donovan
demonstrates in his surrebuttal testimony, Verizon's argument for smaller distribution areas
defies logic when taken to its natural extreme, largely due to the increased costs associated with
fiber feeder electronics.®®* Maximizing fiber feeder, therefore, will frequently result in
inefficiencies. The HAI Model effectively avoids these.

The HAI Model also uses rectilinear, or right angle, distance calculations to determine
loop lengths for each cluster within Massachusetts.®%? This approach has been specifically

endorsed by the FCC, while the use of straight-line or “airline” miles to determine distance was

98 ECC's USF Platform Order, at 142.

99 Ty, 32083, 2/6/02 (Gansert).

800 Ty 2741, 2/4/02 (Mercer).

801 Ex. ATT-29, Donovan Surrebuttal, at 15.
802 Ty, 2838-2839, 2/4/02 (Mercer).
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rejected.8® The FCC noted that “rectilinear distance more accurately reflects the routing of
telephone plant along roads and other rights of way.”8%

In contrast, Verizon has stated that it used straight-line distances as the basis for its
distribution loop length assumptions in this proceeding. 2% Asthe FCC has observed, HAI's

approach results in a more accurate measurement of length.

4 Feeder Mix: The HAI modd selects an economic mix of
copper and fiber feeder cable.

The HAI Model makes reasoned judgments concerning feeder cable technology based on
specific criteria. For feeder routes over 9,000 feet, the model selects fiber feeder because it is the
most economic choice at this distance and generally accepted industry standards call for fiber
systems at such distances.®%® At feeder distances below 9,000 feet, the model chooses the most

807 \When run for M assachusetts,

economically sound technology on a cluster-by-cluster basis.
this process resulted in a 49.2% fiber, 50.8% copper feeder technology mix.2% It is undisputed
that this approach, of determining the economic mix for copper and fiber feeder for each cluster
or distribution area, makes sense. That is the way that Verizon is now attempting to analyze the

issue in other states.®%°

C. Verizon's Attackson the HAI 5.2a-MA Model are
Not Credible.

Verizon funded three witness in an effort to impugn the HAl model and its two sponsors.
Ultimately, however, neither Mr. Dippon, Dr. Tardiff, nor Mr. Gansert proved to be very

credible. Thereis not sufficient room or time to present an exhaustive catalogue of each of their

803 FCC’sUSF Inputs Order, at 182.

804 FCC’'sUSF Inputs Order, at 181.

805 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal, at 36.
806 Ex. ATT-25, Mercer Direct, at 13.

807 Id

808 4. at 13, 58.

809 Ty 2586-2587, 2/1/02 (Gansert and Anglin).
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misrepresentations or misstatements. A reminder of some of the key ones will have to suffice to
illustrate the point.

(N} Mr. Dippon was not credible.

Mr. Dippon states correctly that Verizon sought, and AT& T was ultimately ordered to
make available, “the geocoded [database] for the State of Massachusetts used to produce the
clustersin HAI 5.2a"81° But he then goes on to state, falsely, that he was “only able to access
and review aminute portion of the database.”8* He indicates that all he received were 12 data
fields.2'? He neglects to mention that he was provided with access to this information for each of
approximately three million separate business and residential customer locationsin
Massachusetts.?'® The simple fact is that \Verizon and Mr. Dippon, like the Department, were
provided with complete access to the entire geocoded database used to generate the customer
clusters used in HAI 5.2a-MA.8* He was also provided with the entire cluster file, which
showed the detailed information gleaned by TNS from the geocoded data set for each of the
4,166 customer clusters identified in Massachusetts. ™

Mr. Dippon then complained that he could not conduct any meaningful analysis because
he was not provided sufficient time to access the geocoded data.®*® The truth is, however, that
after Mr. Dippon had one day of access on November 7, 2001, Verizon's attorney checked with
Mr. Dippon and reported to the Department that Verizon could complete its analysis with five

more days of access.®*” Verizon was given the additional five days, and Mr. Dippon used only

810 gy, vZ-59, Dippon Surrebuttal, at 6, quoting Ex. VZ-ATT 1-23.
811 1d. at 12.

812 4. at 10.

813 Tr. 3153, 2/6/02 (Dippon).

814 Tr, 3171, 2/6/02 (Salinger).

815 Ty 3153-3154, 2/6/02 (Dippon).

816 Ex. vZ-59, Dippon Surrebuttal, at 11, 13.

817 Tr. 3169, 2/6/02 (Dippon).
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four of them.8!® Verizon never came back to the Department or AT& T and said that it wanted
any additional time with the geocoded database.?° When it asked for the additional five days,
Verizon had aso reported that the analysis Mr. Dippon wanted to work on was mapping the
geocoded data.®?° It is undisputed that Mr. Dippon in fact completed that work: he “mapped all
the customer locations ... in Massachusetts.”®?! Mr. Dippon’s assertion that he did not have time
to complete his analysis cannot be squared with the fact that he completed the only analysis he
set out to do.

Mr. Dippon also asserted that his analysis was purportedly “hampered by the lack of
specific definitions and details on how the source data was [sic] manipulated.”®?? But the fact is
that TN'S technical support was available at all times, and was “quite responsive.”8

In discussing the customer location file, Mr. Dippon states that “the FCC rejected the use
of this database and opted for an all road-surrogate database instead.”®?* In fact, however, the
surrogated locations used by the FCC were all derived from the very customer location database
that Mr. Dippon claimed was “rejected” by the FCC.8%° Like the HAl modd, the FCC's
synthesis model: (i) “allows the user to estimate the cost of building a telephone network to
serve subscribers in their actual geographic locations, to the extent these locations are known,”
and otherwise to estimate those locations using a “road surrogate” method; (ii) “employs a
clustering algorithm to group customers into serving areas in an efficient manner that takes into
consideration relevant engineering constraints,” and (iii) then “designs outside plant to the

customer locations” using “a number of cost minimization principles designed to determine the

818 Ty 3169-3170, 2/6/02 (Dippon).

819 Id.

820 Ty 3169, 2/6/02 (Dippon).

821 Ex. ATT-59, Dippon Surrebuttal, at 17.
822 Ex. vZ-59, Dippon Surrebuttal, at 11.
823 Ty 3174, 2/6/02 (Dippon).

824 Ex. VZ-59, Dippon Surrebuttal, at 8.
825 See FCC's USF Inputs Order 1 51-60.
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most cost-effective technology to be used under a variety of circumstances, such as varying
terrain and density.”82® Ultimately, the FCC chose not to run the model using known geocoded
locations, and instead used only the road surrogate method to map locations of all residential and
business customers within each Census Block.®?’ (The HAI mode can similarly run on such a
100 percent surrogate database, should the Department so order, albeit at the expense of not
taking full advantage of a great deal of more precise customer location information.®28) But the
road surrogate method of estimating customer locations starts with the same geocoded data to
estimate the number of customer locations within each Census Block and wire center, and does
so using the same National Access Line Model developed by PNR (now TNS).2%° Thus, the
customer location information that is the subject of Verizon's appeal is the same customer
location information that was used by the FCC to run its synthesis model.

One of Mr. Dippon’s more vigorous complaintsis his repeated assertion that AT& T
never provided the clustering algorithm.®° But that isfalse. AT&T provided an electronic copy
of the clustering algorithm to Verizon on September 21, 2001.8%! Faced with this inconvenient
fact, Mr. Dippon then complained that he had been given only a compiled version of the
clustering agorithm, and what he really wanted to see was the underlying C++ code.®3? That is
not what Verizon asked for in request VZ-ATT 1-26, or elsewhere. But, more interestingly, Mr.
Dippon’s fallback assertion isalso false. AT&T produced this C++ code to VerizonMA on

September 21, 2001, and indeed Verizon has had access to it since January 13, 1998, when it was

826 FCC'sUSF Inputs Order 11 17-18; cf. Ex. ATT-25, Mercer Direct at 38-49, and ex. RAM-2, HAI 5.2a-MA
Model Description at 24-53.

821 FCC’s USF Inputs Order 11 36-47.

828 Tr. 3105, 2/6/02 (Mercer).

829 ECC'sUSF Inputs Order 1 51.

830 Eg., Ex. VZ-59, Dippon Surrebuttal, at 22; Tr. 3178, 2/6/02 (Dippon).

81 Ex. VZ-ATT 1-26, Supp’| Response.

832 Ty, 3182, 2/6/02 (Dippon).
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filed with the FCC in its USF proceeding.®®® “[T]he C++ code provided to the FCC and
available to Bell Atlantic and GTE in 1998, and reproduced in response to [VZ-ATT 1-83], isthe
code that underlies the clustering algorithm provided to VerizonrMA in electronic form in this
proceeding in response to VZ-ATT 1-26."83%*

Even on the little points Mr. Dippon could not see his way to truthfulness. He insisted
that AT&T refused to and never did provide the “latitude and longitude of each geocoded and
surrogate customer location,” as requested in VZ-ATT 1-9.8% But the truth is that the geocoded
data set to which Mr. Dippon was given access had the latitude and longitude for each of the
three million customer locations.®°

Perhaps the most interesting thing we learned from Mr. Dippon, however, concerns
something he did not mention in his prefiled testimony. He did not say that he made absolutely
no attempt, whatsoever, to validate any portion of the geocoded data set by evaluating it against
Verizon's own customer location data.®3” Mr. Dippon took pains to emphasize that this was not
his choice, explaining that: “1 was not retained to do that. When you said ‘you made no effort,’
it sounds like | just chose it out of ignorance. That’s what I'm objecting to. | smply say that
was not the scope of my assignment.”®%® But in the next moment he conceded that the decision
of how best to analyze the geocoded data was his to make, and was not dictated to him.®3° He
then asserted that it was impossible to compare the geocoded data to any Verizon customer

location data, because the geocoded data was proprietary and therefore had to remain on TNS

computer.8% But when confronted with the fact of an October 23, 2001, letter from AT&T to

833 Ex. VZ-ATT 1-83, Supp'| Response, Tab 1.

834 Ex. VZ-ATT 1-83, Second Supp’| Response.

835 Ex. VZ-59, Dippon Surrebuttal, at 7-8; Tr. 3187, 2/6/02 (Dippon).
836 Tr. 3190, 2/6/02 (Dippon).

87 Tr. 3155-3160, 3223-3224, 2/6/02 (Dippon).

838 Ty, 3158, 2/6/02 (Dippon).

839 Ty 31583159, 2/6/02 (Dippon).

840 Ty 3161, 2/6/02 (Dippon).
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Verizon —in which AT&T offered to make all arrangements necessary to ensure that “whatever
software Verizon may wish to use to review or analyze the geocoded data [was] |oaded onto the
TNS computer in advance” — Mr. Dippon fell back to the seemingly safer excuse that “this was
not the scope of my assignment.”%*

Whatever the reason, Mr. Dippon made absolutely no effort to have any Verizon
customer location data loaded onto the TNS computer for comparison to the geocoded data
set.842 His complaint that the geocoded data was purportedly unverifiable is not entitled to any
weight, since he made no attempt to undertake the kind of validation that he, as a consultant to
Verizon, was in a unique position to attempt.

2 Dr. Tardiff was not credible.

Dr. Tardiff’s credibility problems were perhaps not as glaring as those of his colleague,
Mr. Dippon. But it isfair to say that he proved quite willing to engage in hyperbole in lieu of
providing substantive testimony.

For example, Dr. Tardiff criticized Dr. Mercer and the HAI 5.2aMA modd for taking
into account purportedly “speculative and unspecified savings attributable to the Bell
Atlantic/GTE merger.”®3 This rhetorical slur is not merely baseless, it is truly outrageous. Dr.
Mercer made clear in his prefiled testimony that the merger savings he was taking into account
were the very savings that had been quantified by Verizon.8** These savings are well
documented, and not in dispute.3*® When confronted with these facts, Dr. Tardiff acknowledged

that he was not aware of any statement by Verizon that it is or will be unable to achieve its self-

proclaimed merger savings.®*® Despite these facts, however, Dr. Tardiff insisted that the merger

841 Ty, 3162, 2/6/02 (Dippon).

842 Tr. 3167, 2/6/02 (Dippon).

843 Ex. vZ-58, Tardiff Rebuttal, at 71.

844 Ex. ATT-25, Mercer Direct, at 29.

845 see Section 11.C.2, beginning at page 36.
846 Ty, 3275, 2/6/02 (Tardiff).
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savings are nonethel ess speculative and uncertain because they are “ predictions of the future,”
and “any forecast has uncertainty.”84

Another example nicely captures Dr. Tardiff’s demonstrated propensity to overreach. He
asserts that “ customer locations in the Hatfield Model are simply assumed to be uniformly spread
across the rectangular serving areas.”®*® This statement is troubling on two levels. First, it is not
true. AsDr. Mercer explained in his surrebuttal testimony, the HAI Model now incorporates a
route distance mechanism — also referred to as “ strand normalization” — that captures the effect
of customers being concentrated in portions of certain clusters.8*® Second, it is quite strange that
Verizon would criticize the HAl model on the ground that it purportedly assumes even
dispersion of customers in rectangularized clusters. Verizon’'s LCAM isin fact the model that
uses a distribution length assumption justified solely by the belief that distribution areas are
regularly shaped and that customers are evenly dispersed within them.8%°

In afinal example, it is similarly troubling that Dr. Tardiff attacks the HAl Model on the
ground that total investment levels it produces are substantially less than the historic investment
carried on VZ-MA'’s books.®®! First, the FCC has “reject[ed] the explicit or implicit assumption
of most LEC commenters that company specific values, which reflect the costs of their
embedded plant, are the best predictor of the forward-looking cost of constructing the network
investment... . ... [To the contrary,] the forward-looking cost of constructing a plant should

reflect costs that an efficient carrier would incur, not the embedded cost of the facilities,

847 Ty, 3278-3279, 2/6/02 (Tardiff).
848 Ex. VZ-58, Tardiff Rebuttal, at 49.
849 Ex. ATT-25, Mercer Surrebuttal, at 27-28.
850 Ex. vZ-38a, Verizon Recurring Cost Panel Surrebuttal at 36; Tr. 1840-1841, 1/25/02 (Livecchi); Tr. 3326,
2/7/02 (Livecchi).
1 Ex. VZ-58, Tardiff Rebuttal, at 26 et seq.
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functions, or elements of a carrier.”®? Second, Verizon has testified that its own outside plant
model implies total plant investment that is substantially below booked values. >

3 Mr. Gansert was not credible.

Mr. Gansert joined in Dr. Tardiff’s effort to tar the HAl model for modelling forward-
looking costs rather than trying to match book investment figures. He specifically focused on
poles, faulting the HAl model for assuming only about 1/3 the number of poles as are shown on
Verizon's books.®>* Thiswas an interesting choice of targets. Dr. Tardiff shows that the dollar
value of the poles placed in the HAI model is $87.2 million.®>> But Verizon’s LCAM results
imply amere $9.1 million investment in poles.®®® Mr. Gansert was a cosponsor of the testimony
demonstrating this fact about Verizon’s own model. And when Mr. Gansert was asked to
evauate Verizon's model by comparing the total investments it suggests to total booked
investments, he took the position that such a comparison is “completely meaningless.”®’

On at least one occasion Mr. Gansert managed to contradict himself within asingle
answer. This occurred during a conversation about Verizon's assumption that the average
distribution cable for a distribution area will be half the length of the longest distribution cable.
Mr. Gansert began an answer by stating that in “the vast mgjority of the distribution areas’ the
transmission design point will correspond with the what is actually the longest distribution pair,
but by the end of the answer he concluded that the transmission design point “tends to be

somewhat shorter than the longest loop in general .”8%8

82 FCC'sUSF Inputs Order, §90. Seealso FCC's USF Platform Order, 1 66.
853 Ex.VZ-38a, Verizon Recurring Cost Panel Surrebuttal, Attachment, at 1-2.
84 Ex. VZ-57, Gansert Rebuttal, at 23.

85 Ex.Vvz-58, Tardiff Rebuttal, at 27.

856 Ex. vZ-38a, Verizon Recurring Cost Panel Surrebuttal, Attachment, at 2.
87 Ty, 1705, 1/25/02 (Gansert).

858 Tr. 3317-3318, 2/7/02 (Gansert).
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Mr. Gansert is also prone to being proven wrong by his Verizon colleagues. For
example, Mr. Gansert insists that a DSL customer cannot receive service over digital loop carrier
on fiber feeder.®%°® His company’s own planning guidelines disagree.®®°

Similarly, he attacked the HAI Model on the ground that it models outside plant cables
that reach the SAI but are not actually terminated. Mr. Gansert asserted at some length that if
cables are not terminated, then they are not available and cannot be counted in measuring
effective fill.%1 But the very next day Mr. Livecchi explained that in fact Verizon brings cables
to SAls without terminating them, and nonethel ess counts them as available and factors them in
when measuring effective fill.8?

B. OSS Charges: The Department Should Reject Verizon's Proposed Per Line
Surchargefor OSS Related Costs.

Verizon seeks to charge CLECs an extra 46 cents each month for every UNE-Loop,
UNE-Platform arrangement, or resold line that they purchase in Massachusetts: this chargeis
justified as a recovery of the purported cost of providing access to Verizon's 0SSs.8%® This 0SS
surcharge would be material. As explained below, it should be denied in its entirety.

Verizon bases its claimed OSS-related costs on the cost of maintaining, and providing
computer hardware to support, modifications to previously existing OSSs (the “core network
systems”) as well as some newly developed “gateway” systems.®®* The latter category are costs
associated with the “interfaces or front ends between the Verizon MA’s OSSs and the CLEC
users,” which act as “middleware between the CLEC and Verizon MA’s core 0SS.”% The

“core’ systems are the OSSs that always have performed the basic functions such as pre-

89 Tr, 3501, 2/7/02 (Gansert).

860 Ex. CC-VZ 2-17, pages 3-4, 13-14, 16-17, 26-27 (proprietary).

861 Ty, 3241-3243, 2/6/02 (Gansert).

862 Ty 3254-3255, 2/7/02 (Livecchi).

863 Ex. vZ-26, Minion Direct Testimony, Ex. OSS p.2; see also RR ATT-2, Attachment, p.5, line for Part F-5.
864 Ex. VZ-26, Minion Direct Testimony, at 4, 5, and Workpaper 4, page 1.

865 Ex. ATT-VZ 17-1; seealso Ex. VZ-26, Minion Direct Testimony, at 6, 11.
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ordering, ordering, and provisioning of service orders, whether for Verizon retail customers or on
awholesale basis for CLECs.®%® Verizon is unable to differentiate between those costs incurred
to support modifications to its core system functionalities and those costs incurred to develop
new gateway systems.®®’

1. The Proposed OSS Sur charge Should be Disallowed, asit Would

Double Count Computer-Related Costs Already Covered by
Verizon’s ACFs.

In its Phase 4-L Order in the Consolidated Arbitrations proceeding, the Department
disalowed Verizon's proposed OSS charges because they were an attempt to recover categories
of costs that were aready covered by Verizon's joint and common cost factors. “Thus, to permit
Bell Atlantic to now assign these same costs to OSS would result in a double-counting of these
costs.”®8 Verizon claimsthat it solved this double-counting problem in this case by making a
reduction to the Other Support annual cost factor.®°

However, Verizon neglected to make any adjustment to the Common Overhead factor,
and for that reason has not iminated its fatal double-counting problem.®’® The Common
Overhead ACF is applied by Verizon to gross up all of its claimed recurring costs.®"

The large and broad categories of costs covered by the Common Overhead ACF subsume
the smaller, narrower costs that Verizon seeks to recover in its proposed OSS charges. The
Common Overhead ACF is the place in Verizon's cost study where it recovers for, among other

things, computer hardware costs and the costs of information management personnel.8

Verizon's proposed OSS charges are in turn derived from estimates of the cost of certain General

866 Ex. ATT-VZ 17-1.

87 Ex. ATT-VZ 18-1; Tr. 934-935, 1/18/02 (Minion).

88 Consolidated ArbitrationsDocket, Phase 4-L Order at 49.

869 Ex. vZ-26, Minion Direct Testimony, at 14.

870 Ex. VZ-26, Minion Direct Testimony, at 14.

871 See eg., Ex. VZ-37, Verizon Recurring Cost Study, Part B-1, Massachusetts Monthly Loop Cost
Summary, lines 4, 11, 18, 25, 32 (loop rates); Part C-1, Section 1, Page 1, Line 20 (analog line port rate); Part C-2,
Section 1, Page 1, Line 21 (local switch usage rate).
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Purpose Computer hardware (all of which is booked to ARMIS account 2124), and of the cost of
maintaining certain computer software (“predominantly” booked to ARMIS account 6724).87
But these same categories of costs are already recovered through the Common Overhead ACF,
and cannot be recovered a second time through an additional OSS charge.

As the Department found in its Phase 4-L and 4-O Orders, Verizon should not be able to
assess specific charges for computing and related support costs that fall within categories of
common costs which are recovered through general factors applied in calculating al UNE
rates.’* For this same reason, the proposed OSS charges should be rejected in this proceeding

just as they were in the Consolidated Arbitrations docket.

2. Even If Verizon Had Not Double Counted its OSS-Related Costs, Its
Proposed Charges Should Still be Greatly Reduced.

AT&T respectfully urges the Department to reject Verizon's proposed OSS charge in its
entirety, for the reasons discussed in the immediately preceding sub-section. If for some reason
the Department does not do so, however, then it should: (i) reduce the OSS charge to reflect
forward-looking computer hardware costs, rather than the 1999 prices assumed by Verizon; and
(i) asses the resulting OSS costs across al of Verizon's access lines, both retail and wholesale,
so that these costs are recovered in the competitively neutral manner required by the
Department’s Phase 4-O order.

a. Verizon Should Not be Permitted to Set OSS Chargesfor the
Next Five Years Based on 1999 Hardwar e Costs.

Verizon has based its claimed investment-related OSS costs on the 1999 costs of

computer hardware.®” Verizon attempts to justify this backward-looking pricing on the ground

(..continued)
872 Ex. VZ-37, Verizon Recurring Cost Study, Part G-2, Tab 2.
873 Tr. 913, 915, 917, 1/18/02 (Minion); Ex. VZ-26, Minion Direct Testimony, at 4, 5.
874 Consolidated ArbitrationsDocket, Phase 4-O Order at 9 (Jan. 10, 2000), Phase 4-L Order at 47-49
(Oct. 14, 1999).
® Ex. VZ-26, Minion Direct Testimony, at 6, and Workpaper 4, page 2, note 1.
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that the gateway systems at issue here were all in place by the end of 1999.87® Verizon further
argues that the prices it paid for computing equipment in the year 2000 happened not to decline
as much as in previous years.®”” But a forward-looking cost study should not use outdated,
backward looking material price estimates.

If the Department intends to adopt UNE rates that will remain in effect for five years,
then it should set those rates based on the computing costs expected in 2004, the middle of that
period. In accord with the Phase 4-O Order in the Consolidated Arbitrations proceeding and
Moore's Law, 8”8 and as discussed in more detail in Section 111.D.2.a(1) beginning at page 101,
one would expect the cost of computer equipment to decline by 75% over the four years form
2000 to 2004. Mr. Baranowski made the conservative estimate (conservative in the sense of
yielding a higher rate) that computer hardware costs should be reduced by at least 50 percent
below the 1999 cost levels used by Verizon.®8”® But the more appropriate adjustment is the 75%
reduction mandated by the Department’ s findings in the Phase 4-O Order.

One can go to the electronic version of Workpaper 4, Page 2, of Verizon's OSS cost
study, and reduce the computer hardware costs estimated in line 10 in 1999 values by 75% to
convert them into forward-looking hardware costs as of 2004. The result of this one change isto
reduce Verizon's proposed OSS charge from 46 cents per wholesale line to 37 cents.

b. Any OSS Access Costs for which Verizon |s Permitted to
Char ge Should be Assessed in a Competitively Neutral

Manner, by Calculating a Per Line Charge Based on the Total
Number of Verizon Access Lines.

In addition, however, if Verizon is permitted to assess an OSS charge it should be

required to do so in a competitively neutral manner, as the Department previously ordered. In

876 Tr. 930-931, 1/18/02 (Minion).

877 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal, at 100-101.

878 Consolidated Arbitrations Docket, Phase 4-O Order at 8-9 (Jan. 10, 2000).
879 Ex. ATT-23, Baranowski Rebuttal, at 46.
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1999, the Department ordered that for any future OSS cost study Verizon “should propose a
competitively neutral rate design under which costs are born by the very carrier that benefits
from [Verizon's modifications to its] OSS[s], including [Verizon].”#%° The Department
explained the basis for this ruling as follows:
[1]t is clear that the kinds of improvements made to the OSY[s] enhance both the
ability of the CLECsto carry out their business and the ability of [Verizon] to
remain competitive in a rapidly changing telecommunications environment. As
Dr. Selwyn notes, for example, [Verizon]'s attempt to win back customers from
other carriersis enhanced by an integrated OSS, permitting [V erizon] to quickly

and efficiently locate the facilities used by the customer, process the service order,
and provision any facilities needed to return the customer to [Verizon].

* * %

[B]ecause the CLECs have made a persuasive presentation that many of the OSS

improvements bring benefits to [Verizon], as well asthe CLECs arate design that

assigns all of the costs of OSS upgrades to the CLECs does not appear

appropriate. A better approach may be to alocate [any permitted OSS] costs with

reference to the total number of access lines’ provided by Verizon on either a

wholesale or aretail basis.®*
Verizon did not seek reconsideration of these findings.

In this proceeding, however, Verizon simply ignores the Department’ s prior conclusion
that any OSS charges must be assessed in a competitively neutral manner. Verizon proposes a
rate structure under which these OSS access costs are spread only across access lines purchased
by CLECs on awholesale basis from Verizon, either as UNE P, UNE-L, or through resale.®%?
That isimproper. To the extent that the Department permits Verizon to assess charges for any of
the OSS-related costs claimed by Mr. Minion, it should require Verizon to assessthemin a
competitively neutral manner as previously ordered.®®® The claimed OSS costs should be

alocated across all of Verizon's aceess lines, whether sold at wholesaleto a CLEC or to a

Verizon retail customer.

80 Consolidated ArbitrationsDocket, Phase 4-L Order at 57 (Oct. 14, 1999).
81 Consolidated ArbitrationsDocket, Phase 4-L Order at 52-53 (Oct. 14, 1999).
82 Ex. VZ-26, Minion Direct Testimony, at 12.
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Verizon argues that “absent a need for these abilities by the CLECs and Resdllers,
Verizon MA would be able to discontinue such support and not incur the costs associated with
such support.”®4 But this statement merely confirms that Verizon would prefer to remain a
monopolist, and not have to permit CLECs to purchase UNEs. This sentiment is not relevant
here. In aworld in which Verizon retains alega obligation to make UNEs available to CLECsS,
all retail customers share the benefits of competition whether they continue to get service from
Verizon or choose to sign up with a CLEC.

In Verizon's OSS cost study, in the Exhibit at page 2, Verizon calculates its proposed
OSS charge by dividing its cost estimate by the total estimated wholesaledemand for Verizon
access lines, which Verizon estimates to be 1,257,141 wholesale lines.®%> But under the prior
Phase 4-L Order, Verizon should actually be calculating the per unit OSS charge by dividing
costs by the total number of al Verizon access lines, including both wholesale and retail
lines.®® The record in this proceeding, which incorporates the record from Docket 01-31,
suggests that a reasonable number for the total number of Verizon wholesale and retail lines for
this purpose is 4,500,000.%%” Mr. Baranowski made the conservative estimate that OSS software
maintenance costs shared 50/50 between Verizon and the CLECs.®88 But the proper adjustment
is the one mandated by the Phase 4-L order.

If one goes to the electronic version of Verizon's OSS workpapers at Exhibit Page 2, and

inserts a total access line estimate of 4,500,000 in lieu of the purely wholesale access line

(..continued)

853 Ex. ATT-23, Baranowski Direct, at 47.

84 Ex. VZ-26, Minion Direct Testimony, at 14.

85 Ex. VZ-26, Exhibit OSS, Page 2, and Workpaper 4, Page 9.

86 Consolidated ArbitrationsDocket, Phase 4-L Order at 52-53 (Oct. 14, 1999).

887 See, e.g., Verizon's Initial Brief filed in Docket 01-31 at 13 (filed Feb. 12, 2002) (for estimate of Verizon's
retail accesslines); Ex. VZ-26, OSS Cost Study Workpaper 4, Page 9 (for estimate of Verizon’s wholesal e access
lines); Verizon’s Second Supplemental Reply to ATT-VZ 4-29, Attachment p.3 (Verizon’s proprietary Business
Plan access line forecast, for both retail and wholesale access lines).

8 Ex.ATT-23, Baranowski Rebuttal, at 47-48.
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forecast improperly used by Verizon, the result (combined with the one change discussed in the
preceding subsection) is to reduce Verizon's proposed OSS charge from 46 cents per wholesale
lineto 10 cents. Thus, if the Department does not reject the OSS charge entirely on the ground
of double counting, the Department should reduce the charge to 10 cents in order to make it
conform to the Department’s prior rulings, which Verizon has failed to refute.

C. HARC: Verizon’s Proposed Chargesfor House and Riser Cable
Are Unreasonable.

Verizon's proposed charges for unbundled house and riser facilities are excessive and
anticompetitive. There are two major problems. First, Verizon's claimed recurring cost for the
monthly use of aterminal block is grossly overstated, due in large part to unreasonable
assumptions regarding, among other things, installation time, material cost, network plant
configuration, and fill factors. The difference is dramatic asillustrated by the difference in the

proposed charges for horizontal cable, when the cost of the termination block is included:

Verizon AT&T

Horizontal Cable Cost per month ~ $1.075%%°  $0.168 %%
(including termination block)

Second, Verizon's proposed non-recurring charge of $112.93 for an intermediate
termination block with the purchase of any combination of house and riser facilities is based on a
Verizon requirement for an intermediate termination block that is technically unnecessary and,
therefore, anticompetitive. Furthermore, the Department has aready prohibited Verizon from
requiring an intermediate terminal block when it provides house and riser cable to its
competitors. The Department should reject altogether Verizon's proposed $112.93 for an

intermediate termination block.

89 ATT-28, Donovan Rebuttal, at 43.

890 Although AT& T initially proposed $.271 per month for the cost of horizontal cable and the terminal block
(see Ex. ATT-28, Donovan Rebuttal, at 43), it did so on the basis of an assumed 25 pair block. If a300 pair block is
assumed, as Verizon does, then the cost is $0.168. ATT-28, Donovan Rebuttal, at 43.
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1 Background: How House and Riser Cableis Used.

Verizon has a number of different rate elements that apply when a CLEC purchases
various parts of house and riser cable. In order to understand Verizon’s proposed rates for house
and riser cable, it is necessary to understand how Verizon intends to apply its various rate
elements. The economic impact on the CLEC purchasing house and riser cable to serve a
customer, as well as the revenue stream to Verizon, is determined not only by the level of each
rate, but also by how many of those rate elements are applied and how they are applied. Unless
properly and carefully specified by tariff, the application of the rates determined in this
proceeding could produce double charging and over recovery by Verizon.®8' Asaresult, it is
important to understand how CLECs will use Verizon's house and riser cable.

In order for a CLEC to provide service to tenants in multiple tenant unit buildings
(“MTUSs") and depending on what the CLEC and Verizon aready own, the CLEC may purchase
from Verizon only the horizontal cable facility, only the riser cable facility or both the horizontal
and riser cable facilities.®% A cable facility, whether it be a horizontal or riser cable, is made up
of twisted copper cable pair. Each end of the cable pair is “punched down,” or terminated, on
termination blocks. The riser cable runs vertically through the different floors of the MTU. The
horizontal cable runs horizontally from ariser closet on each floor to each tenant location on that
floor.8%

In any given situation when a CLEC wishes to purchase some or al of unbundled house
and riser facilities, Verizon imposes severa different charges. Take, for instance, the situation

where the CLEC already has facilities in the MTU up to the tenth floor.8%* The CLEC needsto

891 v erizon witness Anglin was candid about the potential problem of rate application in the context of house
and riser cable: “Although I'll be honest: When we did the cost study, | didn’t think far enough ahead to various
applications of the ratesin the tariff.” Tr. 2/1/02, at 2654.

892 See Ex. ATT-VZ 19-1 Supplemental, at Diagrams A1, A2 and A3.

893 See Ex. ATT-19, Salvatore Direct, for a detailed description of how HARC is deployed and used.

894 See Ex. ATT-VZ 19-1 Supplemental, at Diagram ALl.
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purchase only the horizonta cable facility from Verizon in order to provide service to the tenant.
Verizon's proposed recurring charges in this scenario are $0.70 for access and use of the
horizontal terminal (see point [H on A1) plus $0.26 for access and use of the horizontal cable.®%
Verizon imposes different charges, however, when a CLEC wishes to purchase riser

cable and not horizontal cable. Asdepicted in Diagram A2, Verizon's claimed recurring charges
differ. In this particular scenario, the CLEC has no facilities in the building and the landlord, not
Verizon, owns the horizontal cable facility. The CLEC, therefore, needs to purchase only the
riser cable facility from Verizon in order to reach the customer.8%® Verizon's proposed recurring

charges for this situation are $0.70 for access and use of the riser terminal (see point E on
Diagram A2), $0.15 for the access and use of the basement terminal (see point @ on Diagram
A2), $0.05 for the basement cable splice (see point [H on Diagram A2) and $0.02 x 10 for the

riser cable necessary for tenth floor access,®’

2. Verizon'sInflatesHARC Charges With Unreasonable Assumptions
asto Terminal Blocks and Average L ength.

a. Verizon’s Assumptions Used To Estimate Terminal Block
Costs Are Unreasonable.

Verizon charges for aterminal block in the telephone closet on the floor of the end user
when providing riser cable (in this case, ariser terminal, see Diagram A2, point E) Verizon
also charges for aterminal block in the telephone closet on the floor of the end user when
providing a horizontal cable (in this case, a horizontal terminal, see Diagram A1, point . In
either case, the 70 cents per month that Verizon proposes to charge is excessive and represents a

principal source of the disagreement between AT& T and Verizon.

8% Ex. ATT-VZ 19-1 Supplemental, at Diagram A1.
8% Ex. ATT-VZ 19-1 Supplemental, at Diagram A2.
897 Ex. ATT-VZ 19-1 Supplemental, at Diagram A2.
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The primary difference between Verizon’s cost study and AT& T’ scost study is
Verizon's claim that the material and labor to install a smple 50-pair punch-down
termination [block] costs $442.09. AT&T believes that a reasonable installed cost
of such atermination would be $32.00.8%

The principal reasons for Verizon'sover estimate of terminal block costs are that:

?? Verizon assumes an unnecessary 20-foot length of 50 pair cable (stub), which adds an
unnecessary splice point to join a 50-pair cable to a 300-pair cable;

?? Verizon assumes labor productivity which is atiny fraction of the labor productivity
found appropriate by the FCC and determined by Mr. Donovan to be appropriate in
his own experience; and

?? Verizon assumes afill factor of 40% based on an unsupported assumption that the fill
factor for house and riser cable will be the same as that of distribution plant.?%°

Each of these factors is discussed below.

@ Verizon assumes an unnecessary 20-foot length of
50 pair cable (stub), which adds an unnecessary splice.

Verizon modeled its costs on the assumption that it would place a 20-foot length of
50 pair cable (stub) in connection with each terminal block. The cable stub and the resulting
splice that it requires is unnecessary, however. Mr. Donovan, who has himself placed horizontal
and supervised others placing it, explained in some detail why this is s0.9%°
2 Verizon assumes unduly low labor productivity.
Verizon assumes labor time necessary to place a punchdown terminal block and punch
down 50 pairs onto such aterminal block that exceed by orders of magnitude labor times found

appropriate by the FCC and determined to be reasonable in the HAl Model. The chart below

898 Ex. ATT-28, Donovan Rebuttal, at 37.
89 Ex. ATT-28, Donovan Rebuttal, at 37-41
90 Ex ATT-28, Donovan Rebuttal, at 38-40
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compares Verizon's assumptions with those in the FCC's Synthesis Model and with those in the

HAI Modd. *°*
PLACE BLOCK TERMINAL PUNCH DOWN 50 PAIRS
$100.00 $100.00
$80.00 $80.00
$60.00 $60.00
$40.00 $40.00
$20.00 $20.00
$0.00 - T . d $0.00 T I T l 1
Verizon - MA HAI Model FCC Model Verizon - MA HAI Model FCC Model

In its Inputs Order,

902 the FCC accepted a reasonable set of costs as follows:

Item

FCC Analysis&
Recommendation

Verizon Recommendation

Place 50-pair punchdown terminal

1 minute per
terminal

44 to 98 minutes per terminal-Floor
139 to 308 minutes per terminal-
Basement

Punch down pairs onto terminal 200 pairs per hour

21 to 48 pairs per hour-Floor
7 to 16 pairs per hour-Basement

Material cost of a50-pair Not explicitly identified in HARC cost
punchdown terminal $6.00 exch study
| abor Rate $60.00 per hour Not explicitly |destqﬂ(§|;d in HARC cost

Asthe above comparisons make clear, Verizon's assumptions regarding labor time are

unreasonable. Moreover, Mr. Donovan’'s own experience installing such terminal blocks and

supervising the installation of them also confirms that \erizon’s assumptions are inflated. %%

%1 Ex. ATT-28, Donovan Rebuttal, at 40
%02 ECC 99-120, FNPRM, Inputs Order, May 28, 1999, Appendix D-2.
903 Ty, 2938-2939, 2/5/02 (Donovan) (emphasis added).
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3 Verizon assumes a house and riser cablefill factor of
40% based only on the undemonstrated assumption
that the house and riser fill factor should be the same as
the distribution plant fill factor.

Verizon's assumption of a40% fill factor for HARC has a substantial impact on its cost
estimate. Despite the significance of this assumption, Verizon made no special effort to
determine what an appropriate fill factor should be for house and riser cable. Instead, Verizon
simply used the same fill factor that it used for distribution plant (40%).%** For the reasons
discussed below, afill factor for house and riser cable should be higher than a fill factor for
general distribution plant. If the Department nevertheless concludes that the fill factors for house
and riser cable and general distribution plant should be the same, it should require Verizon to
adjust its house and riser fill factor in accordance with its decision in this case regarding
distribution plant fill factor. (See Section 1V.A.2.b(3).)

The purpose of the fill factor isto alow for under utilization of the built network on
account of uncertainty and fluctuation in actual use. Among the factors that affect uncertainty of
use of distribution plant are changes in zoning, amount and pace of development, and the
likelihood of additions to existing subdivision and even existing houses within subdivisions. %
None of these influences are present in the case of HARC, however, because “the overall size
and layout of an office or apartment building will change little.”®® The New York PSC has
concluded that house and riser fill factors should be five percentage points higher than
distribution plant fill factors.>®” For the same reasons, the record in this case also supports
setting the fill factor for house and riser cable at least five percentage points higher than the fill

factor assumed for distribution plant.

%4 Ex. VZ-38a, Verizon Recurring Cost Panel Surrebuttal, at 96.
%5 Ex. ATT-36, Verizon Recurring Cost Panel Direct, at 78-83.
996 Tr, 2658, 2/1/02.

%7 New York UNE Rates Order, at 101 and 118.
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b. Verizon’s Assumption that Horizontal Cables Average 150
Feet isUnsupported.

Verizon's proposed recurring charge for horizontal cable is based on an unsupported
assumption that horizontal cable will average 150 feet long.°®® Since horizontal cable runs
between the telephone closet on afloor and an end user’ s unit, and since the telephone closet is
usualy placed in or near the elevator banks in the middle of each floor, such an assumption
requires a building that is approximately 300 feet from one side to the other — the size of a
football field.®®° That is not plausible, especially as the average-sized multi- tenant unit building.

In order to test Verizon's unsupported assumption of 150 feet, AT& T conducted a survey
of MTUs. While the survey MTUs were not scientifically selected, there is no reason to believe
that the result over or underestimates the length of horizontal cable, and in any event it provides
a reasonableness check on Verizon's completely unsupported assumption of 150 feet. °*° Ina
survey of 23 locations, AT& T found that the average distance for horizontal cable is 90.6 feet.%!

Accordingly, Verizon's assumed cost for horizontal cable should, at a minimum, be
reduced by 39.6% [1.00 — (90.6/150) = .396.

C. Correcting the Assumptions for Terminal Blocks and Cable
Length Produces a M ore Reasonable Cost Estimate.

Mr. Donovan adjusts Verizon's cost study to show what it would produce for horizontal
cable, including the horizontal terminal block, using more reasonable assumptions for (a) labor
productivity and material cost, (b) house and riser cable fill factors, and (c) average length of

horizontal cable. Although Mr. Donovan believes that Verizon’s assumption of a 20-foot length

908 Ex. VZ-36, Verizon Recurring Panel Direct, at 121.

%09 Ty 2944, 2/5/02 (Donovan) (“buildings that are football-field long and football-field wide seemed too big
to me"g.

919 Ty 2945, 2/5/02 (Donovan).

911 Ex. ATT-28, Donovan Rebuttal, at 36-37.
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of 50 pair cable (stub) is unnecessary and adds unnecessary costs, he did not alter that
assumption for purposes of his adjustment to Verizon's cost study. %12

Under Verizon's unmodified cost study, the assumed monthly cost of horizontal cable
and terminal block is approximately one dollar. If Verizon's cost study is modified to adjust for
more reasonabl e assumptions as discussed above, its monthly costs are approximately 17
cents.’®® AsMr. Donovan explains:

Labor content isthe culprit. AT&T estimates that it takes 26 minutes to travel

between floors and place a simple $6 punch-down terminal block and backboard.
Verizon assumes that it takes 352 minutes for the same function. %4

Verizon'sonly defense for the unredlistic travel times is that it loaded other undefined and
unexplained costs into this estimate. One of the few factors that it actually specified as having
been loaded into the travel time estimate per floor is the travel time between the building where
the work is to be performed and the technician’s office location. Such travel time, however,
would add little to aterminal block installation on a per floor basis, and performed at the same
time as other jobs are being performed.®*®

For the reasons discussed above, the Department should reject Verizon's
proposed recurring charges for house and riser cable and adopt more reasonable recurring
charges. The Department should adopt either the recurring charges proposed by AT& T,
or the lower ones that would result from a Verizon cost study modified to adjust for

Verizon's unreasonable labor time, fill factor and cable length assumptions.

912 Ex. ATT-28, Donovan Rebuttal, at 41.

913 Ex. ATT-28, Donovan Rebuttal, at 43. AsMr. Donovan notes, this 17 cents per month estimate from
Verizon's cost study is even less than the 27 cents per month from AT& T’ s cost study, because AT& T assumes a
higher monthly carrying factor, and assumes a 25 pair cable compared to Verizon’s 300-pair cable. AT&T's 25 pair
cable assumption increases the per pair cost. See, Ex. ATT-28, Donovan Rebuttal, at 42.

914 Ex. ATT-28, Donovan Rebuttal, at 42.

915 Tr, 2939-2940, 2/5/02, p. (Donovan).
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3. Verizon’'s Proposed Charge For An Intermediate Terminal Block Is
Prohibited By Department Order.

As roted above, Verizon proposes to install an intermediate termination block for CLECs
to Cross-connect to termination blocks; a method that the Department previously rejected.%*°
However, Verizon nonethel ess proposes a non-recurring charge of $112.93 for the service
establishment of an intermediate termination block.%” As the Department previously found,®*®
and as Mr. Donovan has explained,®* this is an attempt by Verizon to impose unnecessary costs
on its competitors. There is no need for the intermediate terminal. Instead, a direct cross
connection from one terminal to the other should be performed.%%°

Verizon acknowledges that the Department did, in fact, rule that Verizon may not force
the CLEC to pay for a backboard and terminal block.®*! The panel then notes:

What the Department has ruled is that the arrangement is optional, and that is

exactly what Verizon MA is proposing in thiscase. A review of the

Massachusetts Wholesale Tariff (DTE MA No. 17, Part B, Section 12, Page 3)

clearly showsthat Verizon MA has complied with the Department’ s ruling and
our proposa here is fully compliant with the tariff.9%2

Unfortunately, what Verizon gives with one hand, it tries to take away with another. After many
months of attempts to obtain from Verizon its proposed rate applications with respect to house
and riser cable, Verizon finaly filed a supplemental response to AT& T-VZ 19-1, which became
part of the record upon its filing on February 22, 2002, as a supplement to an existing exhibit. In
AT&T-VZ 19-1 Supplement, Verizon appears once again to propose placement of an

intermediate terminal. At best, Verizon's position on thisissue is ambiguous, and AT& T has

%1% see Consolidated Arbitrations Docket, Phase 4-L Order at 36 (October 14, 1999).
917 Ex. ATT-VZ 19-1 Supplement.

918 gee Consolidated Arbitrations Docket, Phase 4-L Order at 36 (October 14, 1999).
919 Ex. ATT-28, Donovan Rebuttal at 33.

920 Ex. ATT-28, Donovan Rebuttal at 34-35 (emphasisin original).

921 Ex VZ-38A, Panel Surrebuttal at 96.

922 Ex. VZ-38A, Panel Surrebuttal at 96.
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learned the hard way that, when Verizon has control over afacility that is essential for itsrivals
to compete, it will construe any ambiguity in its own favor.

The Department needs to reclarify that AT& T and other CLECs can cross-connect
directly to Verizon's horizontal and riser cable in the most efficient manner possible. The
Department should reject any attempt by Verizon to mandate a charge for the establishment of an
intermediate block.

D. DSL: Verizon Has Failed to Propose Important DSL Charges, and the
Charges |t Has Proposed Are Inflated.

1. Given Verizon’s Failureto Propose Any Recurring Chargesfor Fiber
Fed DSL L oops, the Department Should Approve AT& T's Proposed
Recurring Charge.

Although AT&T and Verizon disagree vigorously on the forward looking cost of aloop,
both AT& T and Verizon agree that the recurring charges for all two wire and four wire DSL
capable loops should be the same as the properly set recurring charges for two wire and four wire
analog loops, when the entire loop is provisioned over copper.®?® Therefore, the Department
should adopt for the recurring charges for a DSL capable copper |oop the same charges that it
adopts for loops.

With respect to fiber fed DSL capable loops, however, a different issue is raised. Despite
the FCC’ s requirement that ILECs provide DSL capable fiber fed loops to CLECs at UNE prices
when the ILECs use them to provide DSL service to their own customers, and despite Verizon's
own proposal for providing such functionality to CLECs in Docket D.T.E. 98-57 (Phase 111),
Verizon claims here that there is no such thing as a DSL capable fiber fed loops and fails to

propose a recurring charge for it. AT&T has proposed arate for fiber-fed DSL loops that covers

923 Ex. Vz-36, Verizon Recurring Cost Panel Direct, at 96-97; Exh. AT&T 26, Mercer Direct, at 68-69.
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the cost of the loop, the cost of upgrading the RT to accept ADSL line cards, and the fiber feeder
capacity for both the data and voice signal's. %%

In the first subsection below, AT& T presents its proposed recurring charge for DSL
capable fiber fed loops and asks the Department to approve it, given the absence of any
countervailing evidence from Verizon. In the next two subsections below, AT& T explains that
() Verizon's purported justification is wrong as a factual matter and belied by its own
admissions, and (ii) Verizon's failure to propose a charge for fiber fed DSL capable loopsis a

violation of FCC requirements.

a. The Department Should Adopt a Recurring Monthly Charge
of $11.28 for DSL Capable Fiber Fed L oops.

Using the HAI model, Dr. Mercer estimates the recurring monthly cost of a DSL capable
fiber fed loop. The loop that was modeled includes cooper distribution plant, upgrades to the
remote terminal to permit the introduction of line cards that split the voice signal from the data
signal for the purpose of placing each on its own pathway over fiber back to the central office,
and the fiber feeder capacity for both signals.®*® Dr. Mercer estimates the cost of both ADSL
two wire and HDSL 4 wire loops.®?® (In the case of HDSL, Mr. Mercer also estimates the cost of
such aloop when the ILEC equips it with the requisite electronics.) His costs and proposed rates

are summarized below. %27

UNE-Type ADSL HDSL 4-Wire

DSL Capable $11.28 $12.65
DSL Equipped NA $32.23

In the absence of any evidence from Verizon that impeaches or undermines the foregoing

proposed rates for DSL capable fiber fed loops, and in the absence of any affirmative evidence

924 Ex. ATT-25, Mercer Direct at 15.
925 Ex. ATT-25, Mercer Direct at 15.
926 Ex. ATT-25, Mercer Direct at 14-16, 65-69.
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from Verizon proposing costs and charges for DSL capable fiber fed loops, the Department
should adopt the AT& T rates proposed above.

b. TherelsNo Sound Basisfor Verizon’s Failureto Propose
Recurring Charges For Fiber Fed DSL Loops.

When filing its cost study, Verizon chose not to propose recurring charges for fiber-fed
DSL loops. Verizon did this despite the fact that the Department opened this docket in order to
determine rates for UNEs and interconnection that will be in place over afive year period.%®
Because DSL over fiber is technically feasible and will be provided within the next five years,
the Department should require rates for this service.

Verizon's primary argument for not proposing rates for aDSL UNE was that it is
impossible to provide DSL over fiber because, according to Verizon, DSL is a purely copper
based technology.®*® This argument, however, was contradicted by another argument made by
Verizon — that the Department defer its decision on this issue here because the Department is
aready considering the method by which a fiber-fed DSL UNE loop would be provided in
D.T.E. 98-57 (Phase 111).9%° Verizon cannot have it both ways. Since the Department is
considering how Verizon should be required to provide DSL over fiber fed loopsin D.T.E.
98-57, it is necessary for the Department to adopt rates for it in this docket.

More importantly, Verizon's claim that DSL over fiber is not technically feasible is
simply untrue as admitted by interna Verizon documents. Verizon's own planning guidelines

indicate that <Begin Proprigtary> XXXXXXXXXXXXXX XXXXXXXXXX XXXX XXXX

XXX XXX XXX XX XXX XXX XXX XX XXX XXX XXX XXXXXXXKXXXXXXXXXXXX <End

(..continued)
927 Ex. ATT-25, Mercer Direct at 69.
928 DTE 01-20, Vote and Order to Open Investigation, 1/12/01.
929 Ex. Vz-18, Verizon NRC/DSL Panel Surrebuttal, at 56-59.
930 Ex. Vz-18, Verizon NRC/DSL Panel Surrebuttal, at 56-59.
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Proprietary>.%! Thus, Verizon's own internal documents demonstrate that DSL can be
provisioned over fiber-fed lines. AsMr. Donovan explained, Alcatel now offersasingle line
card for the RT that “performs the splitting function as well as performing th[e] DSLAM, the
DSLAM function al integrated into a single card, and that the equipment itself in its backplane

then segregates the data and voice, sends the data as a separate packetized data stream, and puts

the voice into, back into, the integrated digital-loop carrier system.”9%2

Verizon's inconsistent and false reasons for not filing proposed DSL UNE loop ratesis
not a sufficient justification for Verizon' s failure to comply with Department directives. The
Department should require rates for aDSL UNE, just like it has required rates for all other
services that will be available during the next five years. %

C. Verizon’'s Failure To Propose Recurring Char ges For
Fiber-Fed DSL L oops Violates FCC Orders.

In any event, Verizon's claim that fiber fed loops cannot be DSL capable is contradicted
by the well informed and detailed requirements of the FCC that require ILECs to provide DSL
capable fiber fed loops to CLECs as UNEs. In its January 19, 2001 Linesharing Reconsideration
Order, the FCC stated:

We clarify that the requirement to provide line sharing applies to the entire loop,
even where the incumbent has deployed fiber in the loop (e.g., where the loop is
served by aremote terminal). Our use of the word "copper” in section
51.319(h)(1) was not intended to limit an incumbent LEC's obligation to provide
competitive LECs with access to the fiber portion of a DLC loop for the provision
of line-shared xDSL services. As noted above, incumbent LECs are required to
unbundle the high frequency portion of the local loop even where the incumbent
LEC's voice customer is served by DLC facilities. The loca loop is defined as a
transmission facility between a distribution frame (or its equivalent) in an
incumbent LEC central office and the loop demarcation point at an end user
customer premises, including inside wire owned by the incumbent LEC. By using
the word "transmission facility” rather than "copper” or "fiber", we specifically
intended to ensure that this definition was technology-neutral. ... When we

931 Ex. CC-VZ 2-17, pages 3-4, 13-14, 16-17, 26-27 (proprietary).
932 Ty 2898, 2/4/02 (Donovan).
933 DTE 01-20, Vote and Order to Open Investigation, 1/12/01.
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concluded in the Line Sharing Order that incumbents must provide unbundled

access to the high frequency portion of the loop at the remote terminal as well as

the central office, we did not intend to limit competitive LECS access to fiber

feeder subloops for line sharing.%**
The FCC imposed this requirement because it found “that it would be inconsistent with the intent
of the Line Sharing Order and the statutory goals behind sections 706 and 251 of the 1996 Act to
permit the increased deployment of fiber-based networks by incumbent LECs to unduly inhibit
the competitive provision of XDSL services.”9%°

Given the FCC's clear and unambiguous requirements, the Department should reject
Verizon's baseless assertion that there is no such thing as a fiber fed DSL capable loop and

approve AT& T’ s proposed rates in the absence of any evidence to the contrary.

2. Verizon’s Proposal For Non-Recurring Charges To Recover OSS
Costs For Line Sharing Should be Rejected.

a. Verizon May Not Recover Historic OSS Costs.

Verizon is seeking to recover historic expenses that it claims to have incurred to develop
the new line sharing 0SSs.%® Thisisimproper. The Telcordia (capital) and TGS (1S) costs that
Verizon seeks to recover are historic costs, and Verizon presents no evidence that they reflect the
forward-looking cost of provisioning these services. ¥’

The Department has previously concluded that it is inappropriate for Verizon to include
historic costs in proposed OSS pricing. “The pricing of UNEs, per the TELRIC method, is not
an exercise in cost recovery. ... A TELRIC proceeding is not the place to enable or ensure that

an incumbent local exchange carrier recovers its historic costs.”**® Verizon has not met its

934 ECC'sLine Sharing Clarification Order, 1 10.

9% FCC'sLine Sharing Clarification Order, §13. Seealso, id., n. 23, citing to Rhythms and Covad comments
(*noting assertions by Covad and Rhythms that, in many instances, it may be cost prohibitive to collocate a
traditional DSLAM at aremote terminal, there may not be space for requesting carriers to do so, and the means to
connect the DSLAM to the unbundled fiber feeder network element may not be commercially viable”).

9% RR DTE-50, 1d.

%7 RR-DTE-4L

938 Consolidated ArbitrationsDocket, Phase 4-L Order at 46 (Oct. 14, 1999).
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burden of proving that its claimed DSL OSS costs are forward- looking, and that they avoid being
an impermissible attempt at recovery of past expenses. These historic costs should be rejected
for the same reasons that Verizon’s original OSS cost study was rejected in the Consolidated
Arbitrations proceeding.

b. Verizon’s Common Over head Factor Already Recoverslts
OSS Costs For Line Sharing.

Even if it were not wholly backward looking, Verizon's line sharing OSS cost study
should be rejected because it seeks to recover for categories of costs that are already covered in
the general ACFs used to calculate all other recurring charges proposed by Verizon. Verizon
proposes to recover OSS costs for Line Sharing via a per line recurring charge.®*® According to
Verizon, this charge will recover “one-time expenses in connection with the required Telcordia-
provided OSS software for line sharing (and its associated installation and testing).”®*° Thus, the
entire basis of Verizon's proposed Line Sharing OSS charge is for a software upgrade and,
presumably, technical support of that software.®** Because VVerizon is already recovering these
costs in other charges proposed in this docket, the Department should reject Verizon’s attempts
to inflate its UNE costs through double-counting here. %4

Verizon's proposed Line Sharing OSS charges are for software upgrades. Verizon
already recovers these computer costs through its Common Overhead ACF. This common
overhead factor is applied by Verizon to gross up al of its claimed recurring costs.®*® The

Common Overhead ACF is the place in Verizon's cost study where it recovers for, among other

939 Ex. Vz-36, Verizon Recurring Cost Panel Direct, at 113.

940 Ex. Vz-36, Verizon Recurring Cost Panel Direct, at 113.

941 Ex.Vz-36, Verizon Recurring Cost Panel Direct, at 113.

942 Even if Verizon's proposed non-recurring charges for DSL loops were not double-counting, its method for
estimating such charges produces inflated results. See RR-DTE-41.

943 See, e.g., Ex. VZ-37, Verizon Recurring Cost Study, Part B-1, Massachusetts Monthly Loop Cost
Summary, lines 4, 11, 18, 25, 32 (loop rates); Part C-1, Section 1, Page 1, Line 20 (analog line port rate); Part C-2,
Section 1, Page 1, Line 21 (local switch usage rate).

- 183 -



things, computer costs and the costs of information management personnel.®** Thus, the large
and broad categories of costs covered by the Common Overhead ACF subsume the smaller,
narrower costs that Verizon seeks to recover in its proposed Line Sharing OSS charge.

As mentioned above, in the discussion concerning Verizon's attempts to double-recover
its DUF charges, see Section 111.C.8.b. beginning at page 96, the Department found in its Phase
4-L and 4-O Orders that Verizon should not be able to assess specific charges for computing and
related support costs that fall within categories of common costs which are recovered through
general factors applied in calculating al UNE rates.®* Just as with its DUF proposal, VVerizon
has ignored this mandate of the Department and attempted to recover specific charges for
computing and related support costs for Line Sharing OSS which are aready recovered through
general factors applied in calculating all UNE rates. Thus, for the same reasons that the
Department should reject Verizon's proposed DUF charges, it should also reject Verizon's
proposed Line Sharing OSS charge.

C. Verizon Knows That Its Proposed Non-Recurring Char ge For
Line Sharing-Related OSS |s Weak.

Apparently aware that its position regarding a separate charge for OSS cost recovery is
weak, Verizon recently entered into a settlement agreemert in New Y ork in which it agreed not
to seek recovery of OSS costs for Line Sharing, Line Splitting, Unbundied Sub-Loop
Arrangements, Feeder Sub-L oops, and other DSL-related items.®*® There is no reason that
M assachusetts end-users should have to pay for Verizon's double recovery of its DSL-related
OSS costs when New Y ork end users do not. The Department should reject Verizon's attempts

to inflate its UNE costs through double-recovery of Line Sharing OSS costs.

944 Ex. VZ-37, Verizon Recurring Cost Study, Part G-2, Tab 2.
945 Consolidated ArbitrationsDocket, Phase 4-O Order at 9 (Jan. 10, 2000), Phase 4-L Order at 47-49
(Oct. 14, 1999).
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3. L oop Conditioning Costs Would Not BeIncurred In A Forward-
L ooking NetworKk.

In itsfiling, Verizon has claimed that it should now be allowed to charge for loop
conditioning, even though such relief has recently been denied by the Department. Verizon's
argument appears to be based on its shift from modeling an all fiber network to modeling a
network that is part fiber and part copper.®*’ Regardless of this shift, however, Verizon's
argument is still based on the inefficiencies of its embedded network and isnot TELRIC
compliant.

Even when copper is used in a forward-looking network, that does not mean that loop
conditioning is required.®*® Conditioning costs arise from the removal of load coils and
excessive bridge taps.®*® No copper loop in a forward-ooking network would contain load coils
and excessive bridge taps.>>° CLEC Coalition witness Mr. Stacy properly pointed out that, even
in the network that serves as the basis of Verizon's cost study, no loop conditioning would be
required.®®!

For example, load coils are only required in copper loops that are more than 18,000 feet
long.®>? Because, in a forward-looking network, there would be no cable runs with more than
18,000 feet of copper, load coils would not be required. Notably, in Verizon’s cost study, it
assumes that all cable runs of more than 10,000 feet will be fiber and that copper will only be

used on shorter runs.?®® Thus, the network construct in Verizon's own cost study precludes the

(..continued)

946 Joint Proposal Concerning Verizon Incentive Plan for New York, NY PSC 00-C-1945, at 13-14 (filed
Feb. 8, 2000).

947 Ex. ATT-28, Donovan Rebuttal, at 29.

948 Ex. ATT-28, Donovan Rebuttal, at 30.

949 Ex. ATT-28, Donovan Rebuttal, at 30.

90 Ex. ATT-28, Donovan Rebuttal, at 30.

%1 Tr 429-430, 1/16/02 (Stacy).

92 Ex. ATT-28, Donovan Rebuttal, at 30-31.

953 Tr. 388, 1/16/02 (Stacy); Ex. ATT-13, Walsh Direct at 23-24.
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need for load coils and demonstrates the impropriety of Verizon's attempts to recover loop
conditioning costs.

Furthermore, if Verizon had merely followed its own engineering guidelines, it would not
even require loop conditioning in its current embedded network. The Serving Area Concept
employed by Verizon since 1972 eliminated excessive bridged taps for al loops ard the Carrier
Serving Area Concept employed by Verizon since 1980 eliminated all load coils, which are
required whenever aloop hasin excess of 18,000 feet of copper cable.®>* If Verizon had been
following its own practices, then it would not require loop conditioning of any loop that it has
put into service since 1980. It certainly will not require loop conditioning in a forward-looking
network.

Thus, whether recurring costs for aloop are based on an al fiber-fed network, or whether
costs for aloop are based on copper feeder cable for short loops plus fiber-fed DLC for long
loops, the outcome is the same.®* Verizon should be denied any additional non-recurring
charges to remove loop defects that will not exist in a forward- looking network. Any attempts to
recover loop conditioning costs, therefore, are attempts by Verizon to recover for expenses
related to its current, inefficient, embedded network—not expenses that Verizon would incur in
connection with a forward-looking network. Verizon's attempts to recover loop conditioning
costs are not TELRIC compliant and should be rejected by the Department.

Finally, should the Department abandon its established precedent and allow Verizon to

956

recover loop conditioning costs,”” those costs should be recovered as part of arecurring rate, not

as a separate NRC. Loop conditioning, much like loop maintenance, provides a benefit to the

94 Ex. ATT-28, Donovan Rebuittal, at 30-31.

95 Ex. ATT-28, Donovan Rebuttal, at 31.

956 See explanation in Section VI.A asto why such costs should not be recovered at all under the TELRIC
methodol ogy.
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network and all subsequent users of the network.®’ Southwestern Bell has offered CLECs a
recurring rate for loop conditioning.®>® Verizon's proposal to recover such costs as part of a
nonrecurring rate would force the CLEC first seeking to use a conditioned loop to incur, as a
sunk cost, the entire cost of such conditioning. The barrier to competitive entry this createsis
obvious. Recovering this cost through a recurring rate assures that all who benefit for such work
will share that cost proportionately.

4. The Proposed L oop Qualification Charges Are Excessive And Not
Based On The Use Of Forward L ooking Technology

Verizon estimated its loop qualification charge on the basis of assumptions that reflect an
antiquated, inadequate and backward looking method for storing and accessing loop information.
As aresult, its proposed charges for loop qualification are excessive even if CLECs were able to
obtain complete and adequate information. But it is worse than that. The method that Verizon
assumes for storing and accessing loop information does not comply with FCC requirements and
does not provide the CLECs with what they need. As explained below, Verizon's clams that its
database complies with FCC requirements are wrong and its estimate for loop qualification
charges are excessive. Instead, as Mr. Donovan testifies, the cost of aloop information query,
when using a forward-looking, mechanized system for storing and accessing loop information,
should be a simple database DIP charge.%*° A simple database charge, therefore should apply,

even where Verizon's cumbersome method requires manual intervention.

97 Ex. ATT-13, Walsh Direct at 24.
958 Tr. 405-06, 1/16/02 (Stacy).
99 Ex. ATT-28, Donovan Rebuttal, at 31
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a. Verizon Provides Only Loop Information It Has Selected,
Rather Than Access To All Of ItsLoop Information.

The FCC could not be clearer regarding the ILEC’ s responsibility for providing to
CLECs the same loop information available to the ILEC.%®° Verizon says that it is building a
mechanized data base that provides information limited to loop length and an indicator simply
indicating that the loop is deemed “qualified.” Says Verizon:

The principa loop qualification information that is available from the Database

and that would be of interest to CLECs is the total metallic loop length (including

bridged taps), as determined by an MLT test. The Database will also indicate,

however, whether the loop is qualified for the offering of DSL service. (A loop is
deemed qudlified for DSL if the total loop length, including bridged tap, is less

than 15,000 fest, if the loop is not served by DLC, and if T1 is absent from the

loop’s binder group.)®®*

But that is far from adequate. Verizon is obligated to provide “nondiscriminatory access to the
same detailed information about the loop that is available to the incumbent, so that the requesting
carrier can make an independent judgment about whether the loop is capable of supporting the
advanced services equipment the requesting carrier intends to install.” %% Asthe FCC has made
clear, this means that Verizon “must provide access to the underlying loop information and may
not filter or digest such information to provide only that information that is useful in the
provision of a particular type of xDSL that the incumbent chooses to offer.”963

Verizon made the unilateral judgment that loop length information was all the CLECs
needed and that isall. Verizon does not provide al of the information regarding loop length that
is generated by the method it uses, “MLT” (a method that is, as explained below, inferior to

others for obtaining loop length information). Verizon instead takes the loop length information

provided by the MLT and filtersit to provide only some of the information the ML T provides.

%0 ECcC’'s UNE Remand Order, 11 427-428 (footnotes omitted; emphasis added).

%1 Ex. Vz-36, Verizon Recurring Cost Panel Direct, at 99-100 (emphasis added).

222 FCC's UNE Remand Order, 1 427-428 (footnotes omitted; emphasis added).
Id.
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When devel oping the database for CLECS, instead of permitting a download of all the MLT
information, Verizon took the time to deliberately write its program to exclude the specific fault
information regarding voltage, capacitance and resistance that the MLT system providesto
Verizon. Verizon has apparently developed its database to frustrate CLEC entry and thereby
thwart competition. And it has most certainly done exactly what the FCC prohibits ILECs from
doing, that is to “filter or digest such information” by determining for the CLEC the type of
information that will be made available in its database to evaluate whether aloop is qualified or
not.

b. Verizon Uses A Method For Determining Loop Length That

Ensures That Even This Minimal Information Provided Is
I naccur ate.

Even if, however, Verizon had provided a complete download of the MLT test into its
proposed CLEC database, Verizon would not have developed a loop qualification mechanism
that provides the information necessary to accurately pre-qualify aloop. The MLT test is not
even ardiable indicator for loop length.°®* There are a number of factors that can cause errors
that the MLT test does not take into consideration, such as leakage, alternating current and
moisture just to name afew. So, if Verizon had actually made an evaluation of the options
available to implement a forward-looking, least cost method to efficiently qualify aloop, making
what Verizon terms as a significant investment to build a database based on the fault ridden out
put of the MLT test results is not an appropriate choice, especialy given the other options
available to Verizon at the time.

C. Verizon Uses A Different And Superior Tool For Itsalf.

At the same time that V erizon proposes for CLECs an inadequate pre-qualification

database, it uses for itself a superior tool for determining whether the loop is qualified for DSL.

94 Ex. ATT-28, Donovan Rebuttal, at 24-26.
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Verizon has touted the superiority of its new tool from Teradyne, named “Celerity.” Verizon has
proclaimed that:

?? Verizon Communications (NY SE:VZ) has placed a multi-million dollar
order for key features of Celerity, a comprehensive ADSL test system
solution that pre-qualifies copper wire for broadband services in less time
than other methods and at significantly reduced costs. Celerity provides
Verizon with very accurate detection of load coils and verification of
correct splitter installation.

?? Veizon's initial need was to address load coil and centra office splitter
issues. With the Celerity system infrastructure in place, Verizon is
positioned to add additional Celerity enhancements in the future providing
the ability to perform mass qualification of their millions of copper loops.

?? [Celerity] reduces Verizon's dependence on switch based testing and
manual methods to verify network equipment configurations.

?? Celerity can detect the presence and verify correct installation of exchange
splitters in the network. This reduces manual verification and provides
broadband service to consumers faster.

?? Cdlerity detects load coils installed in the network so they can be removed
before consumers attempt to go online. This results in fewer customer
problems when service is turned up.

?? Celerity’s measurements provide LECs the capability to pre-qualify every
line in the current voice network using the current switching
infrastructure. This allows the LEC’s to meet the quality and cycle time
requirements of the market at a significantly reduced cost.

?? Celerity reduces the effort and cycle time to qualify lines previously
requiring skilled engineers using network drawings by automatically
detecting impairments in the network that must be removed or repaired to
support DSL service. This providesreal -time accuracy to the information
in the records database and makes DSL service initialization more
reliable.%®°

Verizon's database tool has proven enormously successful and, more importantly for the

purposes of this casg, it is not an “experimental” tool used only in “pilot” projects. Verizon has

%5 Ex. ATT-28, Donovan Rebuttal, Exhibit JCD-2, Press Release April 24, 2001, at JCD-2.1-2.2 (emphasis
supplied).
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represented that the Celerity system was “testing over 20 Million subscriber lines since the
product was launched on June 5, 2000.”%® Verizon goes on to state, in pertinent part:

?? Celerity augments line record systems to enable accurate pre-qualification
of copper loops for DSL services by testing all lines in the network by
directory number, refreshing information in the line record database
weekly or monthly, and operating independently of other systems without
requiring complex interfaces.

?? Celerity accurately qualifies millions of lines in hours enabling Local
Exchange Carriers (LEC' s) to test every line exposed to DS every month.
In addition, Celerity enables LEC's to deploy more DSL sooner by
increasing the pool of available DSL-ready lines and increasing the
productivity of the provisioning process.

?? Celerity is a product that addresses the key business issues of DSL:
provisioning, loop qualification and service assurance. . . . The proven
technology allows customers to successfully meet their goal of speeding
up and dramatically reducing the cost of DSL deployment.” %7

A simple comparison shows the disparity between the detection capabilities of the Verizon
proposed CLEC pre-qualification database and the electronic Teradyne pre-qualification tool

available to Verizon. The detection capabilities of the two alternatives are as follows.

PROPOSED CLEC DATABASE TERADYNE TOOL

- Loop Length - Loop Length.
- Loss, accounting for the presence of bridged taps.
- Presence of Load Caoils.
- Imbalance Faults.
- Metdlic Faults.
- Termination Detection, including splitters

In addition, the Teradyne tool accurately qualifies millions of linesin hours and develops a
database that separates lines based on whether they are qualified to install immediately, lines that
require conditioning and lines that are disqualified, while the proposed CLEC database can pre-

qualify a maximum of 6 (six) lines per hour.

%6 Ex. ATT-28, Donovan Rebuttal, Exhibit JCD-2, Press Release April 24, 2001, at JCD-2.3.
%7 Ex. ATT-28, Donovan Rebuttal, Exhibit JCD-2, Press Release April 24, 2001, at JCD-2.3 (emphasis
added).
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The joint Verizon and Teradyne press releases contradict the Verizon Panel Surrebuttal
Testimony in this case.?®® The Panel Testimony states that the Teradyne tool is simply another
tool for compiling loop information and will be used in afew offices. If this were ssimply
another tool, it is unlikely that Verizon would place a “ multi- million dollar order” for atool that
will pre-qualify aloop “in less time than other methods and at a significantly reduced cost.” In
fact, Verizon purchased the Teradyne tool to give it an advantage when selling to end- users, with
the additional benefits of cost and efficiency savings. Contrary to the Verizon Panel Testimony,
the Teradyne tool permits Verizon to pre-qualify millions of linesin Verizon's current network,
not just a few central offices. Moreover, Verizon's intent to use the Teredyne tool for al linesis
evident from the fact that, in the press release, Verizon identifies the fact that it provides 109
million access line equivalents. This figure clearly includes Verizon as well as the former GTE.

In any event, Verizon cannot limit its responsibilities to CLECs by claiming that the
Teradyne tool will only be used in afew offices in the former GTE territory ard by implication is
inapplicable to the Massachusetts market. The FCC has made explicit requirements regarding
loop qualification information. To the extent that Verizon or its affiliate has access to the
information available from the Teradyne tool, Verizon must also provide non-discriminatory
access to a requesting competitor in the same format, i.e., manual or electronic via an electronic
interface.%®® Therefore, the Department should require Verizon to make the Teradyne tool
available for use by CLECs that choose to use the tool to pre-qualify loops in Massachusetts.
Anything less would be discriminatory, because the tool Verizon provides for use by CLECs in
M assachusetts does not provide real time testing information to CLECs which supplements the

Verizon records database, nor does it have the ability to detect CO splitters and load coils.

98 Ex. \Vz-18, Verizon NRC/DSL Panel Surrebuttal, at 66-67.
99 ECC’s UNE Remand Order, 1 429.
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In keeping with the principle of parity and the FCC requirements, since Verizon and its
affiliate have access to a sophisticated electronic database that performs the loop pre-
qualification function, CLECs should aso have access to the same superior loop information and
in the same manner as Verizon. Furthermore, during the period before the merger Verizon stated
that the two companies, Verizon and GTE, would adopt each other’s best practices in an effort to
bring about greater efficiencies and cost savings. It is evident that the use of the Teradyne tool is
one of those best practices. CLECSs that choose to use the loop pre-qualification mechanism
provided by Verizon should not be forced to incur high costs as well as inefficient and
ineffectual service because Verizon in Massachusetts did not follow corporate policy and use the
best practice for loop pre-qudification, i.e., the Teradyne tool.

d. If Verizon’sLine Sharing OSS Charge Is Not Completely
Reected, It Should Be Substantially Reduced.

Verizon's proposed costs are not TELRIC based and are unnecessarily high, due to
Verizon's intentional development of a database for CLEC use that does not meet the need for
which it was built and will cause CLECs to incur exorbitant manual charges from Verizon.
Those charges come in the form of overstated costs for the ineffectual system that Verizon has
developed and the resulting additional charges that the proposed pre-qualification database will
cause CLECs, based on the high numbers of false indications that the loop is qualified. This will
also result in asignificant delay in the customer’s service being installed, extremely high manual
database search costs to determine why the loop did not work and, if Verizon has its way and it
should not, even higher costs to remove the problems on the loop.

As stated in the AT& T Rebuttal Testimony of John Donovan, CLECs should pay no

more than a simple data DIP charge for loop pre-qualification, whether or not a manual search is
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also required.®”® Since the loop qualification only has to occur once, the database dip charge
should be a nortrecurring, and not a recurring charge, that is recovered over a specific period of
time. The cost should be based on the number of lines requiring pre-qualification.

Moreover, the absolute number requiring pre-qualification should be the number of lines
in service as of January 1, 1985, since Verizon's own practices required populating the LFACS
database with loop makeup information for lines in service after that date. Accordingly, if
Verizon had been following its own practices, the development of a completely new database for
all loops would not be necessary. CLECs choosing to use the tool should not pay for Verizon
neglecting to do what it should have been doing from 1985 to the present.

If, contrary to AT& T’ s position, Verizon is permitted to implement and charge for use of
its proposed CLEC pre-qualification database, the cost for pre-qualification of the remaining
loops, i.e., those in-service prior to January 1, 1985, should be further reduced by the actual
number of lines tested since Verizon proposes to qualify, i.e., test, only 5% or 10% of a group of
lines depending on the size of the group. Moreover, since the pre-qualification tool will be used
by CLECs aswell as Verizon, no matter which tool Verizon ultimately is permitted to offer, the
cost for the pre-qualification tool that Verizon makes available should be recovered from
Verizon retail customers and the CLECs based on the proportionate share of local exchange lines
held by Verizon and the CLECs.

5. Verizon’s October 2001 Tariff Modificationsfor Providing DSL
Capable Loopsto CLECS UNE-P Customers|sAcceptable,
Assuming That No Additional Charges are Required.
AT&T has expressed its concern in this case that Verizon not be permitted to impose any

additional charge where a UNE-P arrangement is used to provide DSL data services in addition

970 Ex. ATT-28, Donovan Rebuttal, at 31.
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to voice services.® In response, Verizon contended that the terms and conditions reflected in
Tariff 17, as modified by an October 5, 2001, tariff filing, have fully addressed these concerns.®’2
If by this Verizon means that a CLEC isto pay only the charges related to adding DSL capability
and does not pay additional charges related to the existing voice capability, then AT& T agrees
that its previously stated concerns are moot.

However, as Mr. Salvatore explained on the stand, Verizon’ s tariff filing of October 5,
2001, is not amodel of clarity.?”® In order to eliminate any potential for confusion, AT&T
recommends the following sentence be struck from Part B, Section 22.1.1.D of Tariff 17:

The addition of data will trigger the conversion of the UNEP to a2 wire line split
loop (i.e.,, UNE ADSL compatible loop) and a UNE analog end office switch port.

It should be replaced with the following language:

The addition of datawill not trigg7er any additional charges for network elements
needed to provide voice service. >’

E. | nteroffice Transport: Verizon's Dedicated and Common Transport Costs
Are Over stated.

Interoffice transport consists of the transmission facilities, i.e. large capacity
cables and associated electronic equipment, used to transport calls between two switches,
including end office as well as tandem switches.®”®> A dedicated interoffice facility is one that a
CLEC buys and occupies entirely for its own purposes, meaning that it is “dedicated to a
particular [wholesale] customer” and used entirely by that one carrier.®”® In contrast, common or
“shared” transport involves facilities used by more than one carrier, each of which pays for its

share on a usage basis.’”” Verizon's proposed |OF charges are excessive. Any |OF cost estimate

971 Ex. ATT-28, Salvatore Rebuttal, at 6; Tr. 1229, 1/23/02 (Salvatore).
972 Ex. Vz-18, Verizon NRC/DSL Panel Surrebuttal, at 69.

973 Tr. 1230, 1/23/02 (Salvatore).

974 Tr. 1234-1235, 1/23/02 (Salvatore).

975 Ex. VZ-36, Recurring Cost Panel Direct, at 169.

976 Ex. VZ-36, Recurring Cost Panel Direct, at 169.

977 Ex. VZ-36, Recurring Cost Panel Direct, at 173.
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must be adjusted to account for the Department’ s decisiors regarding cost of capital and
depreciation inputs, as well as proper treatment of merger savings and productivity. In addition,
Verizon's proposed |OF charges should be further reduced for the following reasons.

1. The Department Should Set Rateson the Basisof AT&T'’s
Restatement of Verizon’s Dedicated and Common Transport Costs.

The cost models of AT& T and Verizon utilize different rate structures for dedicated and
common transport costs. Verizon's dedicated transport costs have been developed on afixed per
monthly basis and on a per mile basis. In contrast, the HAl Model has no mileage component to
it because of assumptions that the Model makes about circuits transiting fiber rings with
redundancy schemes. As such, there is no way to make a straightforward comparison between
the two rate structures. For purposes of this analysis, AT&T will rely on Verizon's cost model to
provide the starting point for transport costs since the HAl Model only yields a fixed monthly
cost for dedicated transport that is not easily trandated into a fixed and per mile monthly cost.

Before the Department can use Verizon's |OF study to produce reasonable dedicated
transport costs, five adjustments to Verizon’s study must be made. First, the number of nodes
per SONET ring must be reduced from 6 to 3.79. Second, the costs for digital cross connect
systems (“DCS’) should be excluded from transport costs, and DCS should be provided as a
separate element. Third, Verizon's EF&I factor for transmission equipment should be reduced
from 53.2 percent to a more reasonable 36.4 percent. Fourth, Verizon’ incorrect 75 percent fill
factor for the DS1 to DSO multiplexing equipment should be changed to 1.00. Finally, Verizon's
| OF costs should be reduced to reflect proper cost of capital and depreciation inputs and proper
treatment of merger savings and productivity.

For ease of reference, the table below provides AT& T’ s proposed rates for dedicated
transport after the above-listed corrections have been made to Verizon's cost study. Asisshown

in this table, Verizon revised its original 10F Transport cost model after Steven Turner pointed
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out that Verizon incorrectly ran the IOF cost model with the IEC POP option instead of running
the model with the IntraLATA option.®”® The IntraLATA cost study option studies the costs for
transport between any two of Verizon's central offices.®’® In contrast, the |EC POP cost study
option assumes that one end of the transport is always for a central office connected to a CLEC's
POP.% |n its December surrebuttal testimony, Verizon admitted its mistake in running the |OF
cost study with the IEC option and produced revised rates after running the model using the
IntraL ATA option. %! As shown in the following table, Verizon's revised model produces lower
rates for most transport elements, thereby confirming Mr. Turner’s criticism that the IEC POP
option “ skews costs significantly above what Verizon would actually experience between its own
central offices— the cost that is to be studied in this proceeding.”%®? Mr. Turner utilized the
IntraLATA option when he revised Verizon's rates.

Summary of Proposed | nter office Dedicated Transport Monthly Rates

Rate Element Verizon 98.3 Verizon 984. AT&T 985.
(TEC POP Option) (IntraLATA Option) (IntraLATA Option)

DS0 Dedicated Transport NA NA $18.00

(Fixed)

DS0 Dedicated Transport NA NA $0.04

(Per Mile)

DS1 Dedicated Transport $46.42 $53.00 $23.26

(Fixed) %%°

DSI1 Dedicated Transport $1.41 $1.45 $0.88

(Per Mile)

DS3 Dedicated Transport $768.89 $495.93 $157.00

978 Ex, ATT-16, Turner Rebuttal, at 16-17.

979 Ex, ATT-16, Turner Rebuittal, at 16.

980 Ex, ATT-16, Turner Rebuttal, at 16-17.

91 Ex. VZ-38P, Recurring Cost Panel Surrebuttal, at 93.

92 Ex. ATT-16, Turner Rebuttal, at 17.

983 Ex. VZ-37P, Recurring Cost Model, Part D-6, Section 2.1, page 1 of 1 (May 4, 2001).

94 Ex. VZ-39P, Revised Recurring Cost Model, Part D-6, Section 2.1, page 1 of 1 (December 17, 2001).

95 Ex. ATT-16, Turner Rebuttal, at 17-18.

96 |t is difficult to compare precisely the AT& T and Verizon proposed rates for dedicated transport in that
Verizon has averaged DCS investment into its rates rather than allowing CLECs to elect this UNE if they wantsto
as does Verizon. Allowing CLECsto elect DCS accounts for 72.7 percent of the DS1 investment difference between
AT&T and Verizon. Verizon'sfailure to separate the cost of DCS from it overall transport costsis described in
section 1V.E.3 below.
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Rate Element

(Fixed)

DS3 Dedicated Transport
(Per Mile)

STS-1 Dedicated Transport
(Fixed)

STS-1 Dedicated Transport
(Per Mile)

OC-3 Dedicated Transport
(Fixed)

OC-3 Dedicated Transport
(Per Mile)

OC-12 Dedicated Transport
(Fixed)

OC-12 Dedicated Transport
(Per Mile)

OC-48 Dedicated Transport
(Fixed)

OC-48 Dedicated Transport
(Per Mile)

Multiplexing DS1 to DSO —
Common

Multiplexing DS1 to DSO —
Plug-In

Multiplexing STS-1/DS3 to
DS1

Multiplexing STS-1/DS3to
DS1 —Plug-In

DCS DS1 Port

DCSDS3 Port

DCS STS-1 Port

DCS OC-3 Port

Verizon %83

(TEC POP Option)

$19.86
$784.66
$20.22
$2,253.18
$60.05
$2,596.78
$117.03
$1,483.12
$11.49
$352.90
$14.70
$546.19
$19.51
NA
NA

NA
NA

Verizon %4
(IntraLATA Option)

$20.90
$511.70
$21.26
$1418.00
$62.81
$2987.77
$125.79
$1483.12
$11.49
$352.90
$14.70
$546.19
$19.51
NA
NA

NA
NA

AT&T %

(IntraLATA Option)

$11.85
$163.57
$11.99
$502.82
$37.33
$1,688.09
$81.05
$964.13
$8.51
$172.06
$7.17
$266.29
$9.51
$6.35
$121.77

$121.77
$341.20

Because AT& T recommends that the Department utilize the Verizon cost study to

estimate dedicated transport costs, AT&T is constrained to rely on the Verizon model for the cost

of common or shared transport. Both the Verizon cost study and the HAl Model make

assumptions about overall costs based on the cost of acircuit. Verizon uses as the underlying

cost element for common transport the cost from the dedicated transport study for DS1
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Dedicated Transport and STS-1 Dedicated Transport.®®” Specifically, Verizon developed the
MOU cost for Common IOF Transport “by dividing the Dedicated Transport investments by the
capacity of annual minutes of usage that could be transported by those investments.”%® Thus, if
Verizon's cost study is used to develop the cost of acircuit for purposes of dedicated transport,
that same circuit cost must be used for common transport. Otherwise, the dedicated and
common transport costs will not be internally consistent.

In order to produce reasonable common transport costs, three adjustments must be made:
(1) AT& T srestatement of the costs from the dedicated transport cost study should be
incorporated into the common transport cost study; (2) the weighted average distance between
Verizon's wire centers must be reduced from 37.52 miles to 12 miles; and (3) the annual cost
factors and overhead factors discussed in Section || must be used. These adjustmentsto
Verizon's cost study result in arate for common transport of $0.000091 per MOU. See Section
IV.E.6, beginning at page 207, for an explanation of this common transport rate.

2. Verizon’s | OF Dedicated Transport Cost Should Be Corrected to
Assume 3.83 Nodes Per SONET Ring.

Without any explanation or support, Verizon simply assumes six nodes per SONET ring
for the calculation of the non-distance sensitive or “fixed” portion of IOF UNE rates. Six nodes
per SONET ring is a’57 percent increase over the average 3.83 nodes per ring found in Verizon's
interoffice network in Massachusetts.®®® The 3.83 figure for Massachusetts is comparable to the
average 3.76 nodes per ring in New York and the average 3.79 nodes per ring in Virginia ®®°
Because the cost of a SONET ring increases in relation to the number of nodes on it, Verizon's

failure to support its six node assumption is a failure to support its inflated costs.

97 Ex. ATT-16, Turner Rebuittal, at 18.

988 Ex. VZ-26, Recurring Cost Panel Direct, at 173.

989 Ty 2466, 1/31/02 (Gansert).

990 Ty 2466, 1/31/02 (Gansert); Ex. ATT-17P, Turner Surrebuttal, at 9.
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The dedicated |OF element includes the facilities, such DS1, DSO, and DS3-leve circuits,
which connect Verizon's wire centers.®? In Verizon's |OF study, the costs of these dedicated
trangport facilities are developed on either (1) a“fixed” monthly basis, meaning the costs are not
mileage sensitive, or (2) on a*“per mile” basis, meaning the costs vary with the length of the
facility. 92 The fixed component of dedicated |OF represents the cost of electronics equipment
called add/drop multiplexers or ADMs and other necessary equipment at the SONET nodes. %%
The Verizon recurring cost panel provides a helpful description of a node and itsrelation to the
SONET ring:

A node represents a point at which transport circuits may enter and exit a SONET

ring, and it is typically located at a wire center. Each node on a SONET ring

contains a piece of electronics equipment called an...ADM, and the nodes on a

ring are connected by fiber optic cables. Other types of equipment, such as digital

cross-connect systems (DCYS), are typically deployed at SONET nodes, as well.

These systems facilitate the management of circuits entering and exiting the

SONET rings. They also allow for more efficient interconnection between

different SONET rings.***

The number of nodes per SONET ring is, therefore, directly relevant to the fixed cost of
dedicated transport. The larger the number of nodes assumed per SONET ring, the greater the
number and therefore the higher the cost of the ADM and DCS equipment placed at the nodes.
The actual, average number of nodes per ring in Massachusetts currently is 3.83, which Verizon
uses to calculate the mileage-sensitive components of the |OF UNE rates,*%®

Verizon insists that six nodes per ring is an appropriate “forward-looking” assumption for
the fixed dedicated transport cost because it permits the efficient interconnection of different

SONET rings. However, Verizon was unable to provide any support whatsoever for its

assumption of six rings. In Mr. Gansert’s words:

991 \/7-36, Recurring Cost Panel Direct, at 169.
992 \/7-36, Recurring Cost Panel Direct, at 170.
993 Ex. VZ-38P, Recurring Cost Panel Surrebuttal, at 83.
994 Ex. VZ-38P, Recurring Cost Panel Surrebuttal, at 83.
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The short answer is, the six-node ring assumption is afact. That's what the model

does. That’s all the testimony says, is that the model assumes six nodes...l don’t

know what other support | can give to that, other than to look in the workpapers,

and you'll see that it uses the six- node assumption. 9%
When pressed, Mr. Gansert reveals that the six node assumption was simply chosen by a costing
group to produce a “ring configuration that we [ateam of experts] believed best represented the
cost of aforward SONET ring.”®®" In other words, no analysis supports the six node assumption.

Verizon's failure to validate its six node per ring assumption is particularly troublesome
given that an increase in the number of nodes per ring reduces the utilization of each node on a
SONET ring and, therefore, isinefficient.®®® In other words, there is a point where continuing to
add nodes to SONET rings has an adverse impact on the utilization of each individual ADM.%°
Mr. Gansert concedes this point.*°%°

Thus, the result of assuming six nodes per ring is higher costs and less efficient use of the
electronics equipment placed on the ring, which is the most expensive part of SONET ring
architecture. Moreover, “the forward-looking impact on SONET network engineering is to
realize smaller numbers of nodes per ring” in order to increase the utilization of the equipment
necessary to support “the growth in data traffic and the related growth in transport.”1%°* Mr,
Gansert concedes that higher nodes per ring is efficient only “where the nodes on the ring have
very small demand.”*°*? Finally, the consistent number of nodes per ring in Verizon's network —

3.83 in Massachusetts, 3.76 in New York and 3.79 in Virginia— undercuts Verizon' s suggestion

that six nodes per ring is anything other than an assumption made to produce a cost estimate that

(..continued)
995 Ex. VZ-38P, Recurring Cost Panel Surrebuttal, at 83.
996 Ty, 2465, 1/31/02 (Gansert).
997 Ty, 2465, 2467, 1/31/02 (Gansert).
998 Ex. ATT-17P, Turner Surrebuttal, at 9.
99 Ex. ATT-17P, Turner Surrebuttal, at 9.
1000 £y \vZ-57, Gansert Rebuttal, at 30.
1001 gy ATT-17P, Turner Surrebuttal, at 9-10.
1002 gy \vZ-57, Gansert Rebuttal, at 30.
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satisfied Verizon's cost group, given the absence of any analysis showing that the six nodes
assumption would be more efficient in a forward-looking network.

3. Digital Cross Connect Systems Should Be Available for
Separate Purchase.

Verizon's cost study includes the cost of Digital Cross-Connect Systems (“DCS’) within
its overall dedicated transport costs. DCS allows telecommunication providers electronically to
cross connect different speeds of interoffice traffic. For example, telecommunications carriers
can take multiple DS1 dedicated transport circuits and place them on a DS3 circuit to carry a
signal to another location. DCS equipment is expensive, and other technology (e.g. ATM
switching) performs many of the same functions as DCS with a much lower lever of
investment.'°%® Asaresult, CLECs may not wish to use DCS, but under Verizon's method for
costing dedicated transport CLECs do not have the option of using other methods, %4

Verizon'sinclusion of DCS facilities as part of the dedicated transport costs contradicts
the requirement that DCS should be made available separately to CLECs, and CLECs should be
free to determine if they want to purchase this service. The FCC requires ILECsto provide
access to DCS, stating “[w]e believe that access to [DCS] will improve competitors' ability to
design efficient network architecture, and in particular, to combine their own switching
functionality with the incumbent LEC’s unbundled loops.”1°%® An efficient network requires that
new entrants be permitted not to purchase DCS since technology affords other alternatives for

accomplishing the same functionality as DCS in a much less costly manner.%®® Moreover,

1003 v 1530-1531, 1/24/02 (Turner).

1004 By ATT-16, Turner Rebuttal, at 10-11.

1005 FCCr s First Local Competition Order, at  447.
1006 Ex. ATT-16, Turner Rebuttal, at 11.
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Verizon's interconnection agreements with AT& T and WorldCom specify that dedicated
transport includes DCS as an option where DCS equipment is available. 2%

Verizon claims that DCS functionality cannot be separated from dedicated transport
because “dedicated transport UNEs can[not] be provided at the same efficient cost developed in
the Verizon study without the DCS functionality.”*°® Thisis true for the DCS included in the
interconnection part of Verizon’s cost study, as readily admitted by Mr. Turner and reflected in
the fact that Mr. Turner does not remove the DCS in the interconnection part of the cost
study. 1°%° However, the DCS at the termination ends of a circuit purchased as a UNE can and
should be separated. As Mr. Turner explains:

Verizon itself doesn’t always put DCS at the terminal ends of the circuit, evenin

their own cost study and in reality. So there' s no reason, if the CLEC wantsto

provide that functionality themselves in their collocation cage, that DCSis able to

do on the terminal end, they should be allowed to do that, by either collocating

that asset in their cage or potentially just routing that DS3 back out to their own

node, where they’ d have the asset that’s able to do that. They shouldn’t be forced

—and, in fact, their interconnection agreements provide that they cannot be forced

— to buy that terminal DCS from Verizon. 1020
Accordingly, the terminal DCS cost should be separately identified from the Verizon proposed
rate for dedicated transport.2°** This simple adjustment accounts for 72.7% of the investment
difference between AT& T's and Verizon's |OF rate for fixed DS1 dedicated transport. 12

4, Verizon's EF&I Factor For Transmission Equipment Is|nflated.

Verizon proposes an EF& | factor for transmission equipment of 53.2 percent in

Massachusetts.’?*® An EF&| factor is utilized by Verizon to gross up the material investment of

1007 Ex. ATT-16, Turner Rebuttal, at 11.

1008 £y vZ-38P, Recurring Cost Panel Surrebuittal, at 91.
1009 1y 1527-1528, 1530, 1/24/02 (Turner).

1010 Ty, 1528-1529, 1/24/02 (Turner).

1011 By ATT-16, Turner Rebuttal, at 13.

1012 £y ATT-16, Turner Rebuttal, at 17, n. 17.

1013 By vZ-38P, Recurring Cost Panel Surrebuttal, at 92.
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dedicated transport facilities to arrive at the fully installed cost of the equipment.’®** Verizon's
proposed 53.2 percent figure is significantly higher than comparable EF& | factors for
transmission equipment, which are typically in the 30 percent range.’°*® In New York, Verizon
proposed and the administrative law judge accepted an EF& | factor for transmission equipment
of 36.4 percent.®'® There is no reason to believe that installation costs in Massachusetts should
be 46 percent greater than the 36.4 percent factor used in New Y ork.

Verizon claims that the significant discrepancy in the Massachusetts and New Y ork EF& |
factorsisthe result of Verizon's use of 1997 installed equipment in New Y ork as opposed to
Verizon's use of 1998 installed equipment in Massachusetts.*®*” This one year differencein the
equipment purchases relied upon by Verizon cannot justify a factor in Massachusetts that is 46
percent greater than in New York.%*® As admitted by Verizon, the components that make up the
EF&| factor are “the samein New Y ork as they would be in Massachusetts.” 1% Although
telecommunications is a declining cost industry, pricing of dedicated transport equipment is not
changing so quickly that a 46 percent increase in the EF& | factor would result in just one
year.'%%° Asdemonstrated by Mr. Turner in his response to RR-DTE-47, to justify an increase in
the EF& | factor from 36.4 percent to 53.2 percent, Verizon would need a reduction in price of
approximately 11 percent across all of its transmission equipment, combined with proof that its
EF&I costs have not changed, in order for the fully installed cost of such equipment to remain

the same.*%?! Verizon, however, only points to one piece of equipment, ADM equipment, for

1014 Ex. ATT-16, Turner Rebuttal, at 15.

1015 By ATT-16, Turner Rebuttal, at 15.

1016 New York PSC Case 98-C-1357, Workpaper Part C-1 — Section 1.0 to the Panel Testimony of Bell
Atlantic-New Y ork on Revised Costs and Rates for Unbundled Network Elements and Related Wholesal e Services,
Feb. 24, 2000, p. 3.

1017 Ex. \vZ-38P, Recurring Cost Panel Direct, at 93.

1018 Ty, 1512-1513, 1/24/02 (Turner).

1019 11 2521, 2/1/02 (Anglin).

1020 Ty 1513, 1/24/02 (Turner).

1021 Ex. RR-DTE-47 (Turner).
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which Verizon received areduction in price from 1997 to 1998 of 5-7 percent.'%?? Thissmall
reduction for one piece of 10OF equipment certainly does not justify a 46 percent increase in the
EF&| factor. Accordingly, in the absence of evidence that Verizon's proposed M assachusetts
EF&| factor is reasonable, the Department should adopt an EF& 1 factor of 36.4 percent for
1023

transmission equipment in Massachusetts.

5. Verizon Incorrectly Assumesa 75 Percent Multiplexing
Utilization Factor.

DS0 to DS1 multiplexing is an arrangement which converts 24 voice frequency channels
into a DS1 channel. The same conversion can be made as aresult of DS1 to DS3
multiplexing.®** When a CLEC purchases DS0 to DS1 multiplexing, the CLEC is buying the
entire capacity of DS1 multiplexing equipment. Verizon does not bear any risk if the CLEC
does not utilize the whole element. For this reason, the utilization factor for the DS1 to DSO
multiplexing equipment should be 100 percent.*®® To make this more concrete, if a CLEC
elects to use three of the available 24 channels on a DS1, the CLEC will pay Verizon for the
entire DS1 worth of capacity and Verizon will bear no risk or cost associated with the CLEC's
election not to use 21 of the 24 channels on the multiplexing equipment.’°®® The sameiis true for
DS1 to DS3 multiplexing. 1%

Verizon, however, proposes a 75 percent utilization factor, claiming that “athough a
CLEC does ‘purchase’ the DS1/DS0 channel bank, one must consider the utilization of the
number of channel banks per bay, and apply that utilization to the associated equipment that is

utilized by all channel banks contained in the bay.”%?® That is, Verizon is claiming that, because

1022 RR-DTE-71 (Matt).

1023 Ex . ATT-16, Turner Rebuttal, at 16.

1024 \/7-37, Recurring Cost Model, |OF Transport, Section 1.1 Study Overview, page 2 of 2.
1025 Ex. ATT-16, Turner Rebuttal, at 13.

1026 By ATT-16, Turner Rebuttal, at 14; Tr. 1523-1524, 1/24/02 (Turner).

1027 Ty 1524, 1/24/02 (Turner).

1028 Ex. RR-DTE-69 (Matt).
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the entire bay must be devoted to a CLEC even though the CLEC is only using three-quarters of
it, the CLEC should be required to pay for al of the bay and for al of what the bay could (but
does not in fact) hold.

AT&T agreesthat in principle it should pay for all of the bay even though it uses less
than afull bay, because Verizon will have to provision afull bay, i.e., that bay costs should have
afill factor of lessthan 1.00. AT&T does not agree, however, that the fill factor of 1.00 should
be applied to the Channel Bank Common Equipment and Plug in Equipment that is placed in the
bay. AT&T should not have to pay for afull bay of such equipment because Verizon will not
have to provideit. Since on average CLECs will purchase enough Channel Bank Common
Equipment and Plug in Equipment to fill 75% of the bay, they should only pay for that amount of
equipment. Because Verizon does not need to provide more than what the CLECs need, the fill
factor for Channel Bank Common Equipment and Plug in Equipment is 1.00.

Because a bay can hold more than one channel bank, Verizon should have separated the
multiplexing equipment costs into three categories. (1) Bay cost; (2) Channel Bank Common
Equipment costs; and (3) Plug-in Cards cost. If Verizon had done this, it would be appropriate to
apply afill factor less than 1.00 (such as Verizon's proposed 0.75) to the Bay equipment and
then separately apply the 1.00 to the Channel Bank Common Equipment and the Plug-in Cards.
However, Verizon's investments are not broken out in thisway. Moreover, the Bay represents a
very small fraction of the investment associated with the “hardwired” investment and therefore,
on aweighted basis (weighting the Bay at 75 percent fill and the Channel Bank investment at
100 percent fill) the overall weighting should be almost 100 percent. As such, even though
Verizon is right about the Bay, the aggregation of the multiplexing equipment in Verizon's study

still requires that a 1.00 fill factor be used for the “hardwired” investment.

- 206 -



Verizon references the DACB file that is attached to RR-DTE 69, stating that Verizon has
applied a 0.75 fill factor to the appropriate “bay” investments and the 1.00 fill factor to the other
investments. This however is not accurate. In the D4 CB file that Verizon provided in its cost
study, the application of the fill factor is never done. Rather, the investments per DSO are simply
summarized in the DACB file. Thefill factor is actually applied in the MA01-20 IOF Invest file
a the “Parameters’ worksheet.1%?® As demonstrated on this worksheet, Verizon unilaterally
applies the 0.75 “utilization” or fill factor to both the Hardware and Common investments.
Verizon's response to RR-DTE-69 where Verizon indicates that at least some of the investment
should receive a 1.00 fill factor entirely contradicts its cost study.

In summary, Verizon's response to RR-DTE-69 confirms that Verizon has not reflected
in its cost study a proper treatment of the fill factors for multiplexing. Moreover, while Verizon
is correct that the bay should receive afill factor lower than 100 percent, the method that Verizon
has used in developing its investments does not separately identify this bay investment. Further,
since the bay investment represents de minimus portion of the Hardware investment, it is only
proper to use the 1.00 fill factor for al of the investment given that Verizon's aggregation of the
data does not permit a more accurate analysis of the fill factor.

6. Verizon Overstates the Weighted Average Distance Between ItsWire
Centersin Estimating Common Transport Costs.

Under Verizon's proposal for common transport costs, Verizon requests that the
Department approve a cost for common transport which assumes that, on average, every minute
of acall in Massachusetts has to travel 37.52 miles between end offices.2%*° Common transport

facilities are those facilities shared by more than one carrier, including the incumbent LEC,

1029 \/7-37, Recurring Cost Model, Workpaper Part D-6, |OF Invest Worksheet, “ Parameters” Spreadsheet,
Row 38.
1030 Ty, 1518, 1/24/02 (Turner).
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between wire centers in the incumbent LEC network.'%!  Verizon has significantly overstated
the weighted average distance between these wire centers and developed a correspondingly
overstated estimate of the cost for common transport.1°*2 The more appropriate distance of 12
miles accounts for both the common transport mileage between end offices as well as the
common transport distance between end office and tandem switch. 1032

In order to develop an accurate estimate of the weighted average distance between wire
centers, Verizon should have evaluated how its switched transport network is used. Specificaly,
Verizon should have investigated how many minutes of transport traverse each of its IOF
segments (transport between any two wire centers) and then Verizon should have used these
minutes to weight the mileage between these same segments.®** By doing this Verizon would
have devel oped a weighted average distance based on the number of minutes traversing its
switched network. %3

Verizon did not follow this approach, however. Verizon smply examined the mileage
between the wire centers, without any consideration of the minute-of-use rate.1%*° It then applied
average mileage between wire centers statewide to the minutes of use, even though the vast
majority of those minutes of use were traversing much shorter |OF segments in urban areas. As
Mr. Turner explained in oral testimony:

[Y]ou can't apply acircuit calculated distance to a minute-of- use rate. What you

have to do is, you have to weight the circuit mileage distances by the number of

minutes that pass across those trunks. They [Verizon] have affirmatively said that

they calculated their distance from ssmply taking circuit mileages, and that's just

on its face wrong. So in other words, if you had two central offices in downtown,

th[ey] would probably have a very close proximity to one another and have avery
high level of usage between one another, you wouldn't just want to take the one

1031 £CC Rule 319(d).

1032 By ATT-16, Turner Rebuttal, at 19.

1033 Ex. ATT-16, Turner Rebuttal, at 20.

1034 v 1516-1517, 1/24/02 (Turner).

1035 Tr1516-1517, 1/24/02 (Turner).

1036 Tr. 15151516, 1/24/02 (Turner); Ex. VZ-38P, Recurring Cost Panel Surrebuttal, at 94.
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mile-- let's just say, arguably -- one mile between those offices and average it
with, say, a 20-mile distance that you might find out in Springfield between two
offices that might not have a lot of traffic in common. Y ou would want to weight
that one mile with however many millions of minutes that you had there and then
take the 20 miles in Springfield and weight it with the number of minutes there,
which would likely be lower. %%’

In jurisdictions such as Texas, Missouri and Kansas which are larger and less population dense
than Massachusetts, the resulting weighted average distance is in the range of 12 miles.'%® Mr.
Turner explainsthat “you wouldn’t have an average mileage [of 12] in a geographically big state
like Texas and have such a high mileage figure [of 37.52] in a more dense state like
Massachusetts.”'%*° Moreover, Mr. Turner’s proposal of 12 miles is consistent with the 12 mile
distance adopted in the New Y ork rate case. 1%

Verizon's method for estimating common transport costs is flawed in another way as
well. Verizon acknowledgesin its cost study that its common transport includes the distances
between “end offices or from an end office to atandem.”**** However, Verizon claimsthat its
circuit distance is only based on where the CLEC interconnects and does not consider the total
demand for common transport in its network.%*?> Common transport, however, is also used with
UNE-P and the usage of this element would not be based on where the CLEC interconnected, but
rather, would be based on common transport between any two Verizon central offices for
Verizon's own usage. Nonetheless, Verizon proposes a distance of 37.52 miles. The problem
with this approach is that most common transport actually traverses between two end offices
where the mileage will be much shorter than 37.52 miles. In Verizon's development of common

transport, Verizon did not account for this shorter distance. 1%+

1037 Ty, 1516, 1/24/02 (Turner).

1038 Ty 1517, 1/24/02 (Turner).

1039 Ty 1518, 1/24/02 (Turner).

1040 gy ATT-16, Turner Rebuttal, at 21.

1041 By VZ-31, Recurring Cost Model, Workpaper Part C-2, Section 1.1.
1042 Ey  ATT-16, Turner Rebuttal, at 19; Tr. 1520, 1/24/02 (Turner).

1043 Ex. ATT-16, Turner Rebuttal, at 20.
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Based on these adjustments to Verizon's study, AT& T proposes that the more
appropriate cost of common transport is $0.000091 per minute of use.1%* This adjustment also
reflects previoudy discussed adjustments to Verizon's annual cost factors and overhead
1045

factors.

V. VERIZON'S COLLOCATION RATES FAR EXCEED TELRIC LEVELS.

A. Introduction: Verizon’s Collocation Rates ar e Excessive.

Verizon's proposed charges for provision of collocation facilities to its competitors are
inconsistent with TELRIC methodology. The Verizon rates for DC Power Distribution, Land
and Building, and DC Power Consumption are greatly inflated by the nonforward- looking costs
developed from small projects not designed to meet total demand. They are al'so skewed by the
erroneous inclusion of undersized emergency engines, the application of the switching ACF to
circuit-based equipment, and the assumption of a cable distance twice aslong as found in an
efficiently engineered power cabling arrangement. Finally, the corrections to Verizon's circuit-
based ACFs discussed in Section |l must also be incorporated into Verizon's proposed
collocation rates.

When Verizon's DC Power Distribution and Land and Building rates are revised to
eliminate the above errors and to convert Verizon's cost study from a historical model based on
small projects to a forward-looking, total element cost study, the following rates proposed by
AT&T arethe highest possible rates that can be supported by the record evidence.

Summary — Collocation DC Power Distribution and Land & Building

VZ-MA’s AT&T's
Rate Element Proposed Rate Proposed Rate
DC Power Distribution $15.16 1046 $2.17 1047

1044 Ex . ATT-16, Turner Rebuttal, at 21.

1045 By ATT-16, Turner Rebuttal, at 21.

1046 Ex. vZ-28, Verizon Cost Model, Part CA, Workpaper 5.0, page 2 of 2, line 27 (attached to Clark’s
Rebuttal).
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(per cable run fused up to 30 amps)
Land and Building $4.02 1048 $2.52 1049
(per square foot)

With respect to the DC Power Consumption rate, Verizon made a partial correction in its
response to RR-DTE-40. The late-filed workpapers attached to that response reflect a DC Power
Consumption rate based on the correct assumption that the emergency engine should be sized by
DC amp capacity rather than AC amp capacity. Adjustments to the revised Verizon study are
still necessary, however, to correct the inaccurate DC power installation factor and annual cost
factor. The table below provides the restatement of Verizon's newly updated DC Power
Consumption cost study that is required based on the record evidence.

Summary — Proposed Monthly DC Power Consumption Rate
(per amp, for lessthan 60 amps)

VZ-MA’sOrigind VZ-MA'’s AT&T s Proposed Rate
Proposed Rate®*° Revised Rate!®! (based on VZ-MA’s revised rate) 19>
$22.79 $15.88 $5.39

Finally, the Verizon collocation proposed cost recovery structure fundamentally differs
from the current structure of recovering collocation costs. In propounding this new structure,
Verizon has not offered any transition plan to allow collocators operating under the old structure
to convert to the new structure. Wholesale implementation of this new structure will have

significant and detrimental financial impact on collocators.'®2 I the Department adopts

(..continued)

1047 By ATT-16, Turner Rebuttal, Attachment 3.

1048 Ex. vZ-28, Collocation Cost Model, Part CA, Workpaper 3.0, page 1 of 1, line 15 (attached to Clark’s
Direct).

1049 By ATT-16, Turner Rebuttal, Attachment 3.

1050 By \/7-28, Collocation Cost Model, Part CA, Workpaper 5.0, page 1 of 2, line 77 (attached to Clark’s
Direct).

1051 RR-DTE-40, Attachment 1, Workpaper 1.0, page 1 of 1, line 77.

1052 A ddendum to Brief, AT& T Restatement of Collocation Cost Model, Part CA, Workpaper 5.0, page 1 of 2.

1053 Ex, DTE-ATT 1-5.
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Verizon's proposed recovery structure, the Department should order Verizon to provide a
transition period for converting to the new rate structure.

B. DC Power |nstallation Factor: Verizon's DC Power Installation Factor
Inappropriately Relieson Augment Jobs and Suspect Data.

Verizon' sinstallation cost factor of 2.78521%* is based on the historic relationship
between installation costs and material costs of small augments to its 50-60 year-old existing DC
power plants.2®*® This installation cost factor does not estimate the relationship between
installation costs and material costs for a DC power plant necessary to serve current and
expected demand.'%*® Rather, it assumes that the total installed cost for power plant facilitiesis
almost three times the cost of the facilities themselves. This assumption is improbable and
unreasonable. In addition, the small augment jobs upon which Verizon relies do not provide the
economies of scale inherent in a forward-looking network sized to meet current and expected
demand.*%’

1 The Power Jobsin the DCPR Database Are Not Representative of the
Cost of the Power Job Which Verizon Estimatesin Its Cost Study.

There is no dispute that the data upon which Verizon relies for the development of its
installation factor reflects the installation of power equipment for small job augments.°%®
Verizon's Ms. Clark readily concedes that the average power plant installation job in the 1998
data from the DCPR database is a tiny fraction of the size of a power plant sized to meet total
demand.%*® The installation factor, however, is supposed to represent the relationship between

material costs and installation costs of the power plant whose costs Verizon is estimating in its

cost study. Verizon'sinstalation factor fails to do so.

1054 Ex. vZ-28, Collocation Cost Model, Part CA, Workpaper 5.0, page 2 of 2, line 4 (attached to Clark’s
Direct).

1055 Ex. ATT-16, Turner Rebuttal, at 15.

1056 Ex. ATT-17, Turner Surrebuttal, at 12.

1057 Ex. ATT-17, Turner Surrebuttal, at 13.

1058 Ex. ATT-17, Turner Surrebuttal, at 16; Tr. 1040, 1/22/02 (Clark).
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The discrepancy betweenthe size of the jobs that underlie Verizon's installation factor
and the size of the plant for which Verizon is estimating installation costs is striking. It can
readily be seen by comparing the average size, by material cost, of the jobsin the DCPR
database to the total material cost for the 6,000-amp power plant assumed in Verizon's cost
study. The total material cost of the 6,000-amp power project in the Verizon cost study is
$392,459. Thisfigureis obtained by adding the total materia investment for each collocation
element as provided in lines 2, 9, 14, 17, 20, and 25 of Part CA, Workpaper 5.0, page 1 of 2.1%%°
In comparison, the average material investment made in the central officesin 1998 as reflected in

the DCPR datais <Begin Proprietary> XXXXXXX <End Proprietary>.1%! Thus, Verizon's

material investment for the 6,000-amp power plant assumed in its cost study is over <Begin

Proprietary> XX <End Proprietary> times greater than the average material investment from

the DCPR database used to compute the installation factor.
Verizon has not met its burden of showing that its 1998 DCPR data provides a
meaningful indicator of the cost of installing the equipment at issue in its collocation cost study.

2. A Power Installation Factor Based on Augment Jobs Violates the
“Total Demand” Requirement of TELRIC.

Verizon inappropriately calculates its proposed installation factor by developing this
factor using the (dis)economies of scale associated with the small power jobs in the one year of
DCPR data and then applying that cost factor to the installation and equipment for a
comprehensive DC power job — a 6000-amp plant.1°®? The mistakein VVerizon's calculation can

best be seen in Steven Turner’s example of the construction of his house and his subsequent

(..continued)
1059 Tr. 1040, 1/22/02 (Clark).
1060 Tr 1038, 1/22/02 (Clark).
1081 gy ATT-17P, Turner Surrebuttal, at 16.
1082 Ty 1042, 1/22/02 (Clark); Ex. ATT-17P, Turner Surrebuttal, at 16; Tr. 1421, 1/24/02 (Turner).
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desire to finish an additional room. % Mr. Turner was able to finish the inside of his whole
house at a cost of $27 per square foot. However, he had to pay $54 per square foot to finish an
extra 150 square feet of space at alater time. The difference in price per square foot results from
the economies of scale inherent in finishing the whole house at once as opposed to finishing a
small space.

In the Phase 4-G Order in the Consolidated Arbitrations proceeding, the Department
recognized the “substantial efficiencies’ in the construction of collocation cages that are “ subject
to the economies of scale.”'%®* The same costing principle holds true for Verizon's power jobs:
it will aways cost more per amp to augment an existing power job than it would to complete an
entire power job. Verizon, however, capitalizes on the higher cost associated with augments by
using the costs of augments to develop the installation factor and then applying that factor to
larger installation jobs, thereby producing fantastically exaggerated installation costs for a
properly sized power plant.1°®® AsMr. Turner explains:

[W]hat Verizon has done here is, they developed the in-place factor as if they

were finishing my house 150 square feet at a time, but then they want to apply

that factor to the material cost asif you were building the house al at one
time, 1066

As aresult of this reliance on augment jobs, Verizon's costs for DC power distribution and
consumption are substantially inflated and should be rejected. Verizon ignoresthe TELRIC
requiring that forward- looking costs be developed from a “total demand” perspective and not
from an augment perspective.'%” (See Section 1.C.2, beginning at page 7.)

A detailed analysis of the individual itemsin the DCPR database for each central office

shows that the size of the jobs reflected in the database are even smaller than Ms. Clark suggests.

1063 Ty, 1421-1423, 1/23/02 (Turner); Tr. 1495-1496, 1/24/02 (Turner).
1084 Consolidated Arbitrations, Phase 4-G (June 11, 1998), at 10-11.
1065 v 1040, 1/22/02 (Clark).

1066 Ty, 1423, 1/23/02 (Turner).
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In order to make the smaller augment jobs appear larger, Verizon simply assumes that the
individual items installed in each central office during Verizon's “sample’ year (1998) were part
of one project.'%® However, nothing in the DCPR database indicates that all of the work in the
central office designated by the CLLI code BLTMMDHM, for instance, occurred in ore
project.’%® Multiple power jobs for one central office may have been performed during that
year.2%® For example, the DCPR database shows plug-in equipment and hardware equipment
both being installed in a central office over the course of ayear. Yet plug-in equipment is not
necessarily placed at the same time as hardware equipment.*°”* Verizon’s assumption that the
individual items from the 1998 data were all part of one job cannot be verified, is unreasonable,
1072

and merely attempts to make small power jobs look as large as possible.

3. The DCPR Data Underlying the EF& | Factor Contains Errorsand
Has Not Been Validated.

a. The Erroneous DCPR In-Place Costs Improperly Inflate
Verizon's Installation Factor.

Verizon's reliance on the DCPR accounting system to compute the power installation
factor isinappropriate. For one thing, the DCPR data contains rampant inconsistencies in the
costs of installation. Mr. Turner highlighted various individual data points in the DCPR data
which are not consistent with the entirety of the dataset.

Looking at the over <Begin Proprietary> XX <End Proprietary> instances where 200-

amp rectifiers were installed across the 13-state Verizon territory, the average materia price for a

(..continued)
1067 Ex. ATT-16, Turner Rebuttal, at 30.
1068 Ty 1003, 1/22/02 (Clark); Tr. 1005-1007, 1/22/02 (Clark).
1089 Tr. 1420, 1/23/02 (Turner); Ex. VZ-31P.
1070 Tr. 1420, 1/23/02 (Turner).
1071 Ty 1420, 1/23/02 (Turner).
1072 Ty 1421, 1/23/02 (Turner).
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200-amp rectifier was approximately $3,000 and the average installation cost was approximately
$4,000. Thus the total in-place cost for a 200-amp rectifier averaged about $7,000.1°73
However, in the DCPR data sort for Maryland alone, %’ there are approximately 15
instances where the data show material costs and installation costs outside of any reasonable
range of variation, and inexplicably greater by orders of magnitude than the rest of the
dataset.’°”> For example, for the Landover, Maryland, central office (indicated by CLLI code
LDVRMDLO), the DCPR database purports to identify the material cost of two 200-amp

rectifiers as <Begin Proprietary> XXXXXXX <End Proprietary> and the cost to install these

two rectifiers as <Begin Proprietary > XXXXXXX <End Proprietary>.1°"® Similarly, for the

Maryland central office idertified by CLLI code NRBHMDNE, the material cost of one 200-

amp rectifier islisted at <Begin Proprietary> XXXXXXX <End Proprietary> and installation

costs listed at <Begin Proprietary > XXXXXXXX <End Proprietary>.1°"" These outliersin

Verizon's dataset skew the data and significantly overstate material installation costs. 1”8

Verizon claims that these inconsistent in-place costs are the result of DCPR’s alocation
of the cost of miscellaneous items, such as nuts and bolts, to the pieces of equipment placed
during the entire calendar year.2°”® According to Verizon's Ms. Clark, it is this “spreading” of
the miscellaneous items across the entire year that causes the “dramatic difference’ in the
material cost versus the in-place cost.*®®® However, if this were the case, the miscellaneous costs

would be spread out over al of the 200-amp rectifiers and individual central offices would not

1073 Ty 1416, 1/23/02 (Turner).

1074 Ty, 1002-1003, 1/22/02 (Clark); Ex. VZ-31P.

1075 Ty 1416-1417, 1/23/02 (Turner).

1076 Ex. vZ-31P, at 32.

1077 Ex. VZ-31P, at 34; Attachment to Ex. ATT-VZ 5-6S, page 1 of 7 (Maryland data).
1078 Ex . 17P, Turner Surrebuttal, at 17; Tr. 1418-1419 (Turner).

1079 Tt 1008-1009, 1/22/02 (Clark).

1080 Tt 1007, 1009, 1/22/02 (Clark).
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stand out as having grossly overstated in-place costs. %! Verizon's purported explanation fails to
justify the outliers like Landover, Maryland.

b. The DCPR Database is | mperviousto I ndependent Review
and Validation.

The extreme in-place costs for certain central offices only illustrates a fundamental
problem with Verizon's reliance on the DCPR database. These in-place costs are the artifact of
accounting rules that have never been described by Verizon.%? Moreover, Verizon has not
submitted invoices from third parties or any independent verification to prove that the
installation costs alleged for the DCPR power jobs are in fact the actual costs of those jobs, %82
Thus there is no way to verify or validate whether the installation factor proposed by Verizon
represents any real cost relationship between material costs and installation costs.

C. Actual Vendor Invoices Provide Accurate I nstallation Costs.

Verizon's use of an installation power factor based on the DCPR database is completely
unnecessary. Vendor invoices can be used in two different ways to produces accurate costs. The
first and best way is to use the invoices to compute the total cost per amp. An aternative method
is to develop a cost factor from the invoices. Verizon has opted to do neither, relying on afactor
based on the DCPR database.

Estimating the total cost of a power plant based on the total material and labor charges of
avendor chosen by competitive bid is the best method for determining total material and
installation cost.'* Verizon should have utilized actual vendor invoices to compute material

and installation costs. Vendors are capable of providing not only the material cost for

1081 Tv 1416-1417, 1/23/02 (Turner).

1082 Ty 1021, 1/22/02 (Clark).

1083 Tr. 1020, 1/22/02 (Clark).

1084 Consolidated Arbitrations, Phase 4-G (June 11, 1998), at 12 (stating that “Bell Atlantic’s prequalified
contractors have agreed to limitations on their profit and overhead rates in no way guarantees that the material and
installation costsincluded in their final invoices reflect the influence of competition.”)
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installation jobs, but also the installation costs.}°® Use of an invoice that includes both material
and installation costs ensures that a factor is not misapplying installation costs to material
costs. %8¢ Even Verizon admits that reliance on cortractor invoices is an appropriate method to
compute costs and that the Department has espoused this methodology in past proceedings.
Verizon's Ms. Clark explains the benefit of relying on actual invoices:

These are actual costs that you can look at and determine that obviously the work

that was performed in these various central offices over a period of time reflected

the costs that Verizon actualy incurs, and that’s what we' re trying to recover

here. 1087

Utilizing this methodology, Verizon relied on recent vendor-discounted material pricesin
order to compute the material prices for power equipment.t®®® Yet, despite Verizon's
acknowledgment that use of general contractor invoices is the preferred method for estimating
costs, Verizon insists on using an installation factor and compounds the problem of relying on an
installation factor by deriving the factor from accounting data. Verizon’s methodology should be
rejected as inconsistent with past Verizon practice and Department approved methods.

Because Verizon utilized an installation factor derived from the DCPR database, Verizon
did not provide invoices necessary to compute the installation costs for the 6000-amp power job
modeled in the Verizon cost study. '%° Thus, without actual invoices to demonstrate the
installation costs of the 6000-amp power plant, an installation factor based on actual invoices for
installation is the next best alternative. Mr. Turner’s analysis of actual installation data for two

DC power plant jobs in Pennsylvania demonstrate that 1.454 is a more accurate installation

factor for comprehensive DC power plants.'®% This factor is based on the installation of two

1085 Ey . ATT-16, Turner Rebuttal, at 42.
1086 Ty 1535, 1/24/02 (Turner).

1087 Tr. 1026, 1/22/02 (Clark).

1088 £y vZ-28, Clark Direct, at 21.

1089 Ey  ATT-VZ 56 (original reply).

1090 Ex ATT-17, Turner Surrebuttal, at 19.
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complete DC power plants, not on augment jobs, and relies on actual installation data from
Lucent which specifies the material, installation, and miscellaneous costs of the equipment. 0%

Employing this more accurate installation factor, and keeping everything el se constant,
Verizon's originally proposed costs for DC Power Consumption drop from $22.79 to $11.90 per
amp.1%%2 Such a reduction brings Verizon's proposed costs in line with the DC Power
Consumption rates adopted by other state commissions. While power costs may vary dightly
across regions of the country, the range of rates set by other states provide at least a
reasonableness check on Verizon's proposed costs here. 1% The states identified by Mr. Turner
in the list on page 37 of his rebuttal testimony set rates for DC power consumption in the range
of approximately $7.28 to $13.80. These commissions employed the same methodology that
Verizon propounds in this proceeding, with the exception that some states rely upon invoices, as
opposed to a factor, to compute the installation cost.'°** In addition, Mr. Turner’s restatement of
Verizon’s DC Power Consumption rates is more comparable to the New Hampshire PUC's
adoption of DC power consumption rates ranging from $3.03 to $5.27 per amp per month
depending upon density zone.2®® Thus, use of an installation factor based on actual invoices,
instead of afactor based on Verizon's accounting data, resultsin a DC power consumption rate
for Massachusetts comparable to the rates adopted in other states.

C. ACF Selection: Verizon’s Use of the Digital Switching Annual Cost Factor Is

I nappr opriate Because the Majority of Equipment Placed in a Collocation
Arrangement is Circuit-Based.

Verizon used an incorrect annual cost factor to develop the monthly recurring rate for DC

power investment. This mistake results in inaccurate costs for both DC power consumption and

1091 Tr 1470, 1/24/02 (Turner); Tr. 1426, 1/23/02 (Turner).

1092 By ATT-16, Turner Rebuttal, at 44.

1098 Ex. ATT-16, Turner Rebuttal at 36.

1094 Ex. ATT-16, Tumer Rebuttal, at 37; Tr. 140-1492, 1/24/02 (Turner).
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DC power distribution. An ACF accounts for the costs incurred by Verizon in providing a group
of elements or services that cannot be attributed directly to individual elements or services.1%%
Examples of such costs are capital costs and maintenance expenses. Instead of the more
appropriate Digital Circuit Other ACF of 0.2388, Verizon uses the Digital Switch Annual Cost
Factor of 0.3183.1%°" Thereis no dispute that the type of equipment which uses the mgjority of
power requirementsin a collocation arrangement is circuit-based equipment.'°®® Verizon itself
admits that the Digital Circuit Other ACF should be used to recover its capital costs and
maintenance expenses associated with a circuit-based investment.'%® Thus, it is more
appropriate to utilize the circuit ACF for equipment used in a collocation arrangement. 1%

The fact that switching and circuit-based equipment are unrelated is demonstrated by the
FCC’ s Designation Order (CC Docket No. 01-140, Transmittal Nos. 1373 and 1374 and
Transmittal Nos. 23 and 24, June 26, 2001) in Paragraph 33 in which the FCC stated:

[W]e direct Verizon to recalculate its federal EF& | factor including only costs of

engineering, furnishing, and installing the following hardware items:

microprocessor plant (BUSS BAR), rectifiers, batteries, automatic breakers,

power distribution service cabinets, emergency engines/turbines, power plant

distribution bays, and battery distribution fuse bays.
The FCC issued this directive within the context of considering whether “switching” factors

should be used for developing the cost for power elements. The FCC instructions here are

intended to ensure that only DC Power Plant investments are included in developing this factor

(..continued)

1095 Bel| Atlantic Petition for Approval of Satement of Generally Available Terms Pursuant to the
Telecommunications Act of 1996, New Hampshire Public Utilities Commission Docket 97-171, Order Addressing
Motions for Reconsideration, Order No. 23,847 (issued November 21, 2001), at 73, line 41.

109 gy vZ-36, Recurring Cost Panel Direct, at 18-19.

1997 Ex. ATT-16, Turner Rebuttal, at 46-47; Ex. ATT-VZ 5-7; Ex. VZ-28, Collocation Cost Model, Part CA,
Workg)aper 5.0, page 1 of 2, lines 39, 64; page 2 of 2, line 14 (attached to Clark Direct).

1098 Tr. 1203, 1/23/02 (Clark); Tr. 1502, 1/24/02 (Turner).

1099 Ex. WCOM-VZ 2-17 (Clark); Ex. VZ-28, Collocation Cost Model, Part CD, Workpaper 8.0, lines 12 and
13 (attached to Clark Direct).

1100 v 1502-1503, 1/24/02 (Turner).
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because of the obvious differences between the installation of switching equipment from DC
power equipment. 110

Verizon argues that the “digital switch is...the ‘cost-causer’ of the power plant
placement” and, therefore, the digital switch ACF should be applied.'*%? Verizon, however,
ignores the important distinction between what consumes the vast mgority of the power ina
Verizon serving wire center and what consumes the vast magjority of power in a collocation
arrangement. Verizon does not permit CLECs to install switching equipment in their collocation
cages. Thus, in acollocation arrangement, circuit-based equipmert utilizes the majority of the
power requirements and thus Mr. Turner is correct in recommending that the Department apply
the circuit ACF in order to compute a “more accurate” power consumption rate.

“More accurate’ is the appropriate terminology given thet no distinct ACF for DC power
investment exists.!'% Incumbents do not track factors associated with a power plant.*%* The
circuit ACF is the closest approximation because the circuit ACF is associated with the asset
class being studied — circuit-based equipment.*'® However, if a power-expense ACF were
actually developed, it would be substantially lower than the circuit-based ACF, 11 for the
following reasons:

One is that the depreciation lives for power assets are much longer than the

depreciation lives for circuit equipment...the expenses associated with

maintaining the equipment are much lower, and...the depreciation cost is much

lower, because you' re dealing with much longer lives and you get to recover the
capital cost for the power assets over a longer life than circuit equipment.**°’

Thus, the circuit ACF is not as low as a power-expense ACF would be, but it is a substantiated

factor which calculates the annualized costs of circuit-based equipment, the kind of equipment

101 By VZ-ATT/WCOM 1-89.

1102 By \/Z-29A, Clark Surrebuttal, at 42.
1103 gy ATT-16, Turner Rebuttal, at 47.
1104 11 1503, 1/24/02 (Turner).

1105 11 1503, 1/24/02 (Turner).

1106 v 1504, 1/24/02 (Turner).
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which utilizes the power in a collocation arrangement. Using the circuit ACF, the DC power

investment portion of the recurring rate is reduced by 23.5 percent.1%®

D. DC Power Consumption Rate: Verizon’s Correction of the Emergency
Engine Capacity from AC to DC Amps Significantly Reduces DC Power
Consumption Rates.

Verizon's response to RR-DTE-40 proves. (1) that Verizon significantly overstated its
DC Power Consumption cost in its original DC Power Consumption cost study and (2) that
Verizon continues to overstate these rates in its revised cost study. Instead of undersizing its
emergency generator, as Mr. Turner rightly assumed based on the original cost study submitted
by Verizon, it is clear that Verizon now has substantially oversized the emergency engine and
attempts to double recover for the emergency engine investment.

1. Verizon Admitsin Its Revised Cost Study that Verizon Improperly
Sized the Emergency Enginein AC Amps.

It isimportant to understand the origination of this conflict about the sizing of the
emergency generator. In Mr. Turner’ s Rebuttal Testimony, he explained that Verizon had
undersized the backup generators for its metro, suburban, and rural central offices.*%° Mr.
Turner made this conclusion based on the fact that Verizon’s DC Power Consumption Cost
Study claimed to analyze the investment for a variety of elements on a DC amp basis. Thiswas
clearly documented in the original DC Power Consumption cost study at Line 41 which shows
that the cost study was estimating the “ Total Annual Cost per DC Amp."***° Line 41
summarizes the cost after application of Verizon's cost factors to the DC investment per amp
(line 28). Line 28 (“total unit investment”) adds together the unit investment per amp for the

microprocessor, rectifier, battery, automatic breaker, power distribution service cabinet and,

(..continued)
107 Ty 1504-1505, 1/24/02 (Turner).
108 By ATT-16, Turner Rebuttal, at 48.
1109 gy ATT-16, Turner Rebuttal, at 45.
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finally, the emergency engine.!*** Mr. Turner assumed that, in order for Verizon's cost study to
be consistent and therefore calculated correctly, the emergency engine must be in DC amps, just
like the other DC elements to which it is being added. Under the assumption that the emergency
engine was being calculated in DC amps, the metro, suburban, and rural backup generators of
1,505, 1,216 and 278 amps, respectively, were insufficient to provide the necessary power for the
power plant.

Verizon's Ms. Clark stated at the hearings that Verizon had actually expressed the backup
generator capacity in AC amps— not DC amps.*!'? Therefore, the 1,505 amp capacity for the
metro office represented AC amps and not DC amps, as Mr. Turner had assumed. Verizon
continues to advocate this position in its response to RR-DTE-40. This approach, however, is
improper from a costing standpoint in that al of the investment elements. microprocessor plant,
rectifiers, batteries, automatic breaker, power distribution service cabinet, and the emergency
engine need to be expressed in the same unit — DC amps — so that the investments can be
summed, and the cost factors can be applied to the investment to arrive at a DC rate per amp.

2. Verizon's Correction Resultsin a Reduction of 1ts DC Power

Consumption Rate from $22.79 to $15.88; Yet Verizon Still Has
Overstated Its Costs.

In response to the Department’ s record request, Verizon corrected its DC Power
Consumption cost study so that it is now using the DC amperage equivalent for its backup
generators in reevaluating the cost for DC power.*'®  After making this correction, Verizon

reduced its rate for DC power consumption from $22.79 per DC amp to $15.88 per DC amp.*'**

(..continued)

1110 gy \v7-28, Collocation Cost Model, Part CA, Workpaper 5.0, page 1 of 2, Line 41 (attached to Clark
Direct).

i Ex. VZ-28, Collocation Cost Model, Part CA, Workpaper 5.0, page 1 of 2 (attached to Clark Direct).

112 71 1206-1207, 1/23/02 (Clark).

1113 v/ erizon continues to assert that it is meaningless to express the capacity of the backup generator in DC
amps and that there is “no direct relationship between emergency engines and DC power.” RR DTE-40.
Nonetheless, Verizon demonstrated that it is relatively straightforward to convert the capacity of the backup

(continued...)
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Nonetheless, even with Verizon's restatement expressing the capacity of the backup
generator on a DC amp basis, the record evidence shows that two corrections still must be made
to Verizon's cost study as aresult of clear errorsin Verizon's revision.

First, Verizon has significantly overstated the DC capacity required for the backup
generator. Inthe metro central office, Verizon has included a 1000 kw backup generator that is
capable of providing 20,833 amps of DC power.''® This 1000 kw backup generator represents
an emergency engine investment of $86,700.111® By utilizing a 1000 kw generator capable of
providing 20,833 amps of DC power for the metro central office, Verizon assumes that only 29
percent of its capacity, or 6,000 DC amps, will be used to support the telecommunications
equipment in the central office; while 14,833 amps, or 71 percent of the engine’ s capacity, will
be available for the ancillary equipment such as air conditioning and lighting.***’

This is an unreasonable assumption given that the primary necessity of the backup
generator is to provide power to the telecommunications equipment in the event of a utility
power failure.***® |t is customary to provide additional power from the backup generator above

that which is needed for the telecommunications equipment to support ancillary functions in the

central office such as lighting and air conditioning. ***° However, the telecommunications

(..continued)
generator (which is always expressed in AC kilowatts) in DC Amps. Mr. Turner explained thisat the hearings. See
Tr. 1432-1433, 1/23/02; Tr. 1505-1506, 1/24/02 (Turner). The backup generator capacity is expressed in kilowatts
and that produces AC current. However, the capacity must be converted to DC amps so that an overall cost per DC
amp can be produced.

1114 RR-DTE-40, Attachment 1, Workpaper 1.0, page 1 of 1, line 77.

1115 PR-DTE-40, Attachment 1, Workpaper 4.0, page 1 of 1, lines 2 and 5.

1116 PR-DTE-40, Attachment 1, Workpaper 1.0, page 1 of 1, line 25(C).

117 RR DTE-40, page 3 (Clark); Attachment 1, Workpaper 3.0, page 1 of 1, lines 4, 5, 6, and 7.

1118 ATT-16, Turner Rebuttal, at 46.

1119 ATT-16, Turner Rebuttal, at 44-45.
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equipment generally represents approximately 80 percent of the use of the backup generator'?° —

not the 29 percent that \Verizon has assumed in its metro offices.'!?

Verizon's utilization in its urban offices is not much better. Verizon assumes the
placement of a 350 kw emergency engine capable of providing 7,292 DC amps, representing an
investment of $55,800.11%2 Under this assumption, only 36 percent of the backup generator
capacity, or 2,600 amps, is used for the telecommunications equipment; while 64 percent, or
4,692 amps, is necessary for ancillary equipment in urban offices.!'?® Thus, asis obvious from
these lopsided percentages in favor of ancillary equipment, Verizonhas grossly overstated the
capacity required for the metro and urban central offices. The capacity must be adjusted to
provide a TELRIC cost study for DC power. Instead of using the oversized metro office engine
of 1000 kw, Verizon's urban backup generator of 350 kw and its associated investment
($55,800)*1%* and capacity (7,292 DC amps)*?® can support the metro central office. Verizon's
200 kw suburban backup generator and its associated investment ($45,600)*'%° and capacity
(4,167 DC amps)**?” should be used to support the urban central office.

Second, Verizon's restated cost study has mistakenly assumed the same capacity for the
backup generator as the capacity of the microprocessor plant.**?® For example, Verizon assumes

a 6,000 amp microprocessor for the metro office and a 6,000 DC amp capacity for the emergency

engine. However, Verizon identified the DC capacities of the backup generatorsin Verizon's

1120 ATT-16, Turner Rebuttal, at 46.

1121 PR-DTE-40, page 3; RR-DTE-40, Attachment 1, Workpaper 3.0, page 1 of 1, lines 6 and 7(C).

1122 RR-DTE-40, Attachment 1, Workpaper 4.0, page 1 of 1, lines 7 and 10; Workpaper 1.0, page 1 of 1,
line 25(D).

1123 PR-DTE-40, Attachment 1, Workpaper 3.0, page 1 of 1, lines 4, 5, 6 and 7(D).

1124 PR-DTE-40, Attachment 1, Workpaper 1.0, page 1 of 1, line 25(D).

1125 RR-DTE-40, Attachment 1, Workpaper 4.0, page 1 of 1, line 10.

1126 RR-DTE-40, Attachment 1, Workpaper 1.0, page 1 of 1, line 25(E).

1127 RR-DTE-40, Attachment 1, Workpaper 4.0, page 1 of 1, line 15.

1128 RR-DTE-40, Attachment 1, Workpaper 1.0, page 1 of 1, lines 1 and 22.
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workpapers.1*?° Since the entire investment for the backup generators is being attributed to the

telecommunications equipment, 1%

the full capacity of the backup generator should be utilized in
the calculations. In short, the DC capacities that Verizon documents in its workpapers for the
urban (7,292 amps), suburban (4,167 amps), and rural (1,667 amps) backup generators**3! should
be used for the DC amp capacity in the DC power consumption cost estimate. 1132

Verizon provided its revised DC Power Consumption workpaper in electronic form. That
makes it easy to take Verizon's revised analysis with backup generators sized in DC amps, and
make the corrections to Verizon' s revised cost study explained above. Thisrecalculated DC
Power Consumption cost study produces arate of $5.39 per DC Amp, as shown in Page 2 of the
Addendum to this brief. This restated rate is very close to the New Hampshire DC power
consumption rates ranging from $3.03 to $5.27 per amp per month depending on density
zone 133

The revision to Verizon's late-filed revised workpaper is readily derived from the record
evidence. If the Department would prefer that it also be made available in the form of a Record
Request response, AT& T would of course be happy to answer such arequest. Thissimple
analysis of the record evidence could not be done until after the hearings, because Verizon did

not provide its revised workpaper in response to RR DTE-40 until February 26, 2002, long after

the hearings and only one week before thisinitial brief had to be filed.

1129 PR DTE-40, Attachment 1, Workpaper 4.0, page 1 of 1, lines 5, 10, 15, and 20.

1130 pR-DTE-40, Attachment 1, Workpaper 1.0, page 1 of 1, line 25.

131 PR DTE-40, Attachment 1, Workpaper 4.0, page 1 of 1, Lines 10, 15, and 20.

1132 RR-DTE-40, Attachment 1, Workpaper 1.0, page 1 of 1, line 25.

1133 Bel| Atlantic Petition for Approval of Statement of Generally Available Terms Pursuant to the
Telecommunications Act of 1996, New Hampshire Public Utilities Commission Docket 97-171, Order Addressing
Motions for Reconsideration, Order No. 23,847 (issued November 21, 2001), at 73, line 41.
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3. Verizon’'s Additional Rate For “AC Amp Per DC Amp” Attemptsto
Double Recover the Emer gency Engine I nvestment

Verizon states that “for the purposes of this record request only” it calculates two
different rate elements for DC power: (1) PER DC AMP; and (2) AC AMP PER DC AMP.13*
Verizon intimates that it would need to recover both elements to fully recover the investment
associated with the backup generator. Thisis not the case and Verizon's work papers
demonstrate the mistake. In developing the PER DC AMP rate element, Verizon included the
full investment in the backup generators.1**® This can be confirmed by comparing this
investment in Verizon's response to the record request to the investment Verizon included in its
initial DC Power cost study filing.1**° Verizon's“new” rate element — AC AMP PER DC AMP
— recovers the same full investment in the backup generators again, but multiplied by the
incorrect percentage of the backup generator that is used for the ancillary equipment, 71
percent.**3" If Verizon is permitted to recover both rate elements it would fully recover the
investment in the backup generator through the DC power rate el ement and then recover 71
percent of the same backup generator again through this new AC power rate element (for metro
offices). Thiswould represent a clear double-recovery in that the same investment would be
recovered through both rate elements. Verizon cannot be permitted to double recover using
these two rate elements.

In summary, Verizon's response to the Department’ s record request demonstrates that
correction of the emergency engine amperage from AC to DC amps significantly reduces the DC
Power Consumption rate. Moreover, the numerous mistakes in the Verizon restatement

demonstrate that the DC Power Consumption rate should be even lower. It is unfortunate that it

1134 PR DTE-40, page 5 (Clark); Attachment 1, “Cost Summary,” lines 1 and 2.

1135 RR DTE-40, Attachment 1, Workpaper 1.0, page 1of 1, lines 25 and 26.

1136 \/7-28, Collocation Cost Study, Part CA, Workpaper 5.0, Page 1 of 2, Lines 25 and 26 (attached to Clark
Direct).
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took until after the hearings were completed for Verizon to acknowledge the error in the
approach it used to develop the investment per DC amp for the backup generator. However, with
the additional information Verizon has provided in RR-DTE-40, it is clear that Verizon's
currently proposed rate for DC Power Consumption is wrong and its incorrect use of AC
amperages in its DC cost study is only intended to overstate the cost for DC power to collocators.
Further, the information provided has allowed AT&T to correct the calculations for DC Power
Consumption. The restated DC Power Consumption workpaper, included in the addendum to this
brief, should be used by the Department in setting the DC Power Consumption Rate for
Massachusetts.

E. DC Power Distribution Rate: Verizon’s Cost Study Grossly Over statesthe

DC Power Distribution Costs Because It Uses Cabling Distances Inconsistent
With TELRIC.

The blatant error made by Ms. Clark on the cabling distances in Verizon's cost study
demonstrates the inability of Ms. Clark to provide sound analysis of the information fed to her by
Verizon. Indeed based on the argumentative style of Ms. Clark’s prefiled testimony and the
repeated references to herself in the third person, it appears that her erroneous “testimony” was
taken from alegal brief in another jurisdiction. Because she is not an engineer, she was unable
to correct Verizon's mistake and instead attempted, unsuccessfully, to argue the correctness of
wrong cable lengths.

The cabling distances in the Verizon cost study are significantly greater than what central
office engineering guidelines require.!**® Based on his extensive experience as an engineer, Mr.

Turner testified that the cabling distance between a BDFB and a collocation arrangement is

(..continued)

1137 RR DTE-40, Attachment 1, Workpaper 2.0, page 1 of 1, Lines 4, 5, and 7.
1138 Ex, ATT-16, Turner Rebuttal, at 49-50.
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typically about 45 feet.!*3° The Texas PUC, after a thorough evaluation of collocationcosts,
determined that this cabling distance, for purposes of setting the DC Distribution rate, should be
55 feet. 1140 Yet, the average cabling distance from the BDFB to the collocation arrangement that
Verizon proposes for the metro zone is 121 feet.

Ms. Clark attempts to explain the large discrepancy by stating the that “when Mr. Turner
speaks of a 45-foot average for power cable, heis really endorsing a 90-foot long total cable”
because a power source requires the placement of “two” power cables: (1) the “battery” and (2)
the “ground” or “return” cable.}'* Ms. Clark’s statement is correct.**?> However, in calculating
Verizon's cable distances, Ms. Clark failed do the same calculation. As demonstrated by the
data on page 1 of the attachment to Ex. ATT-VZ 5-12, the Verizon cost study shows an average
total loop length for both the battery and return for metro offices of 242.35.1**% (In order to
arrive at thisfigure, the numbers in column E (loop length and battery return) are added for the
metro zone. Thisresultsin 4120 feet of battery and return lengths for cable in the metro density
zone. In order to arrive at the average total cable of 242.35 feet, 4,120 isdivided by 17, the
number of COs in the metro zone, as provided in line 19).*** Once the total loop length for
battery and return is calculated at 242.35 feet, that length for both cables must be halved in order
to arrive at the distance between the BDFB and the collocation arrangement — the distance for
one cable.}'*° Thus, the average cable length in the metro zone in Verizon's cost study is 121.17

feet.12%® Ms. Clark errsin stating that this 121 feet should be halved again to arrive at 60.5

139 By ATT-16, Turner Rebuttal, at 49.

140 By ATT-16, Turner Rebuttal, at 51; Ex. VZ-29A, Clark Surrebuttal, at 43, n.139.
M4l By VZ-29A, Clark Surrebuttal, at 43; Tr. 1048-1049, 1/22/02 (Clark).

142 By VZ-ATT/WC 1-97.

1143 Ex. ATT-VZ 512, page 1 of 10; Tr. 1052-1053, 1/22/02 (Clark).

144 Ty 1052-1053, 1/22/02 (Clark).

145 Ty 1053, 1/22/02 (Clark).

1146 Tr. 1053, 1/22/02 (Clark).
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feet.'24" The Verizon data clearly shows that the total length for battery and return has already
been halved. Thus, Verizon's cable length of 121 feet for one way of cable greatly exceeds the
45 feet recommended by Mr. Turner and the 55 feet adopted by the Texas PUC for that same
one-way cable distance.

Perhaps most remarkable about Ms. Clark’ s erroneous claim that the cable length of 121
feet must be halved again is the purpose for which the error was committed. Ms. Clark made this
error in an effort to demonstrate that her assumed cable length is about the same as the cable
length utilized by the Texas PUC (55 feet), thus demonstrating that even Verizon concedes its
assumed 121 foot cable is far too long.

Utilizing the Texas PUC’ s distance of 55 feet for cable length, as well as the DC Power
Installation Factor and the Digital Circuit Annual Cost Factor, the DC Power Distribution Cost
drops from $15.16 per month for cable fused up to 30 amps to $2.17 per month.

F. Land and Building Rate: Verizon’s Proposed Building Investment Does Not

Comply With TELRIC and Should Not Be Used To Calculatethe Land and
Building Rate.

Verizon's proposed building investment per square foot of assignable space ignores the
TELRIC requirement that costs must be devel oped from a “total demand” perspective.
Verizon's estimate of the land and building rate, however, violates this TELRIC requirement in a
different way than Verizon's power installation factor. In this instance, Verizon includes more
costs than the costs of network facilities needed to serve expected demand. Verizon includesin
its forward- looking costs the costs of maintaining its existing network while building a new
network and transition costs associated with moving its operation from one set of facilities to

another.

1147 Ex. VZ-29A, Clark Surrebuttal, at 43.
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In 1998 Verizon filed rates for the forward-looking cost of abuilding. Verizon would be
hard-pressed to justify the notion that the forward- looking cost of a building would doublein a
three-year period. However, thisis exactly what Verizon’s analysis purports to show.
Comparing data on building investment produced by Verizon in the 1998 compliance filing and
the Verizon data produced in this proceeding, Verizon claims that its forward- looking cost per-
square-foot for buildings doubled.**® For example, in Sharon the investment per square foot for
this building increased from $89.88 per square foot to $191.76 per square foot.!**° Verizon's
explanation for this inconsistency only confirms that Verizon’'s building investment contradicts
TELRIC principles.***° Verizon's costs doubled not because a forward-looking building is much
more expensive now, but because Verizon included in its “forward-looking” coststemporary
buildings that will not even be used in a forward-looking network.

In his rebuttal testimony, Mr. Turner points to two Massachusetts central offices, Sharon
and Tewksbury, to demonstrate the failure of Verizon’sdramatically higher building investment
to increase assignable space.***! In 1998, the Sharon office had a building investment of
$449,475.48 and assignable space of 5,001 square feet.*>? In 2001, Verizon shows that the
Sharon office had a building investment of $958,977.78, and assignable space of, again, 5,001
square feet.1*>% Verizon states that the increased building investment at the Sharon central office
resulted from a Dial-with-Dial (“DWD") central office conversion.**®* In order to accommodate
this new switch replacement, Verizon constructed a temporary building to house the existing

switch while the new switch was being installed in the existing building.*>> Similarly, Verizon

1148 Tr 1056-1057, 1/22/02 (Clark).

1149 Fy ATT-16, Turner Rebuttal, at 30.

150 Ty 1427, 1/23/02 (Turner).

1151 Ey. ATT-16, Turner Rebuttal, at 29-30.

1152 By ATT-16, Turner Rebuttal, at 29; Attachment 1to Ex. ATT-VZ 5-1.
1153 Ex. ATT-16, Turner Rebuttal, at 29-30; Attachment 2 to Ex. ATT-VZ 5-1.
1154 Ex. VZ-29, Clark Surrebuttal, at 7.

1155 Tr. 1057, 1/22/02 (Clark).
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states that the reason for the increased investment but identical assignable space in Tewksbury is
that the Tewksbury office underwent a switch conversion which “required a temporary addition

to the central office while new walls, flooring, lighting, ductwork, air conditioning, and a new

roof were ingtalled in the existing central office.”**°

Verizon'sjustification for these costs demonstrates that Verizon is not complying with
TELRIC. Coststhat Verizon incurs to maintain the current operation of its existing network
during the time that it is constructing a new building are not the forward- looking costs of a
network. It isinstead a cost that arises from the fact that Verizon has been operating out of a
pre-existing building that it now wants to change. As Mr. Turner states:

...in essence what was going on is, they had a central office which had a certain
amount of square feet in it —let’sjust say 5,000, for example -- and had an
investment of a half million dollars, for an illustration. And then they built,
according to [Ms. Clark’s] testimony, a temporary structure so that they could
migrate the lines off of the old switch onto atemporary switch, then migrate the
lines back to a new switch in a now-retrofitted building. So there was effectively
$500,000 of cost for the building that in 1997 they represented as being forward-
looking, but then they built atemporary building, renovated the existing building,
and then closed up the holes in the wall that they made and put a new roof on the
building, and they've summed those four things -- the old building plus the
temporary building plus the new building that's been renovated plus the fixing of
the wall and putting on a new roof -- they've added al that up together, divided it
by the same amount of square feet, and have said that the nowdoubled cost of
that building is now TELRIC.

It's not possible to do TELRIC in that way. You can't build effectively two
buildings to do the work of one building, [and] divide it by the [area] of only one
building[]. >’

Thus, AT& T recommends that the data from Verizon’s 1998 compliance filing be used to

calculate the building investment. The Department has already approved these 1998 costs which

1156 £y vZ-29, Clark Surrebuttal, at 8.
187 Tr. 14281429, 1/23/02 (Turner).
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more accurately state the forward- looking costs of a building opposed to the inflated, non

forward-looking costs proposed by Verizon in this proceeding. %

G. Transition M echanism: Verizon Should Be Required To Implement a
Transition Plan If the Department Adopts Verizon's New Collocation Cost
Recovery Structure.

With the submission of its proposed collocation rates in this proceeding, Verizon has
altered the way it charges CLECs for interconnection arrangements in Massachusetts from a
recurring cost structure per interconnection arrangement placed in service to alargely
nonrecurring cost structure per interconnection arrangement ordered whether in service or
not.1**° As aresult, collocators will now be required to pay alarge nonrecurring charge to
Verizon as soon as they order an interconnection arrangement, as opposed to paying a recurring
cost upon use of an element through an interconnection arrangement.***° Unless managed
properly, transition to this new cost recovery structure will have a huge financial impact on
collocators. Due to the nature of the existing system, CLECs may have ordered large numbers of
interconnection arrangements that they are not fully using. Under the new rate structure, those
CLECs could be liable for alarge nonrecurring charge for the interconnection arrangements that
they ordered in the past, but have not yet placed into service.''®* Moreover, there are many
interconnection arrangements for which CLECs may have been paying a large recurring charge
during the past few years. To the extent that Verizon has aready been completely compensated,
the nonrecurring charge that Verizon is now proposing would be wholly inappropriate. Verizon

has not indicated how it will handle situations where the CLEC has already paid a considerable

1158 Ex. ATT-16, Turner Rebuttal, at 33.
1159 Ex. ATT-16, Turner Rebuttal, at 53.
1160 gy ATT-16, Turner Rebuttal, at 53.
1161 Ex. DTE-ATT 1-5.
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sum for the interconnection arrangements and whether there will be true- up mechanisms in the
other direction for these interconnection arrangements that have been in service, 2

Verizon simply propounds this new structure without a plan for adjusting collocators to
this new charging method. In the absence of atransition plan, Verizon is likely to recoup a
substantial windfall ssimply from the change in rate structure. AT& T does not object in principle
to the new rate structure but vigorously opposes any transition to it without a plan to mitigate
transitory impacts. |If the Department decides to change the cost structure in Massachusetts to
conform to Verizon's proposed cost recovery structure, Verizon should be required either to
grandfather “ existing interconnection agreements’ or to formulate an appropriate transition plan
for collocators in Massachusetts to move from the old structure to Verizon’s new cost recovery

structure. 1% Without a transitional plan, VVerizon will be left with too much discretion and could

easily cause damage to collocators.

VI.  NON-RECURRING CHARGES SHOULD NOT COVER THE COST FOR NETWORK M OVESOR
ADMINISTRATION THAT WILL BENEFIT SUBSEQUENT USERS, AND IN ANY CASE M UST
REFLECT EFFICIENT, FORWARD LOOKING TECHNOLOGY AND PROCESSES.

Verizon proposes a mind-boggling non-recurring charge (“NRC”) of $307.34 for a Two
Wire Hot Cut Initia with field dispatch.*** This represents a more than three-fold increase from
the $86.01 to $98.66 non-recurring charge currently imposed for alocal loop, even with a
manual intervention surcharge and dispatch out charge.}'®® Many if not most of Verizon's other

proposed NRCs are similarly outrageous.

1162 By DTEATT 1-5.

1163 Ex. ATT-16, Turner Rebuittal, at 53.

1164 py VZ-21 (VZ Revised Non-Recurring Cost Summary) line 3, columns C, D, E and F.

1185 \/erizon’s DTE MA Tariff No. 17, § 1.3.1 (adding service order, manual intervention surcharge, service
connection-central office wiring, service connection-other and installation dispatch out for asingle local 1oop).
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Even if VZ-MA’srecurringcharges are brought down to pro-competitive, TELRIC-
compliant levels, exorbitant NRCs would still stifle the emergence of robust local exchange
competition. It would take months of customer gross revenue for a CLEC just to recover this
NRC, without anything left to cover al the recurring UNE rate and other CLEC expensesin
providing service to a customer. It would be years before a CLEC could hope to make a profit
on alow-margin customer, in the face of such an exorbitant NRC. Because customers may
change service providers frequently, the barrier to competitive entry posed by such an excessive
NRC issignificant. Such high NRCs would mean that the only possible way for CLECsto
consider UNE-based entry would be to rely solely on UNE-P, and to avoid all UNE-L orders so
as not to incur such outrageous nortrecurring charges. Thus, high NRCs for loop hot cuts will
discourage CLEC investment in their own switches and related facilities, and more generally
discourage competitive entry at all.

There are two primary reasons why the NRCs proposed by Verizon are so untenably
high.

First, most of Verizon's proposed non-recurring charges are for activities that are or
should be recovered through recurring charges. The vast majority of Verizon's proposed NRCs
are either for moving and rearranging wires within its network, or for coordinating those moves
and rearrangements. Aswill be explained below, these categories of costs are already coveredin
Verizon’s recurring charges by application of the Network and Wholesale Marketing ACFs. Itis
improper, and bad public policy, to permit Verizon to segregate a portion of these categories of
costs and to charge for them on a nonrecurring basis. Verizon’s recurring cost model
demonstrates that a modest increase in the monthly loop rates of only 2.2% is adequate to permit
Verizon to recover fully the costs it seeks to assess as a non-recurring charge, and permit

adoption of NRCs at the pro-competitive levels recommended by AT&T.
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Second, even if Verizon were to be permitted to assess non-recurring charges for costs
that could and should be amortized and included within the recurring rates, those NRCs must be
reduced substantially to reflect efficiencies that the Department should expect to result from
forward-1ooking technologies and processes. The TELRIC methodology governs the
determination of all costs used in establishing prices for UNES, whether those costs are
recovered through recurring rates or through a non-recurring charge.}*® TELRIC requires that
“only forward-looking, incremental costs” be used and further requires that costs “must be based
on the most efficient technology available.”'®” Verizon's proposed NRCs fail to reflect proper
forward-looking costs based on the most efficient technology available. Verizon acknowledges
that it did not model a forward looking process and then cost out the activities necessary for that
process, but instead “started off with how things are today.”*'®® Asaresult, Verizon proposes
unreasonably high non-recurring rates based on enmbedded costs and inefficient technologies.

A. The Cost of Activities That Benefit Verizon or Subsequent Users of a Facility

asWell asthe Ordering CLEC Should Not Be Recovered Through
Non-Recurring Charges.

1 The Test for Whether to Recover a Cost Through a Recurring or a
Non-Recurring Charge s Not Whether the Cost is“One-Time.”

Verizon's proposed NRCs repeatedly seek to recover costs that should be recovered as
part of arecurring rate and in fact, often are included in those recurring rates, resulting in
Verizon's double recovery of awide range of costs,*®°
Verizon cannot and does not provide any reasoned distinction between those UNE costs

that it seeks to recover through recurring monthly charges, and those that it seeks to recover up

front through a nontrecurring charge. Verizon suggests that NRCs are intended to cover “one-

1166 47 C.F.R. 8§ 51.503(b) and 51.507(€)

1167 ECCr s First Local Competition Order,  690.
1168 11 511, 1/16/02 (Goldrick).

1169 £y ATT-14, Walsh Rebuttal at 37.
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time” costs, or “service costs that occur once in the life of a service.”**"® But this fails to explain
the distinction between the two kinds of rates. After all, the vast mgjority of the costs that
Verizon seeks to recover through recurring monthly charges are for one-time expenses. In
particular, they cover the one-time cost of purchasing the switch, IOF, or other facilities at issue,
along with the one-time cost of the engineering, furnishing, and installation required to put the
equipment into service. ! In its recurring cost studies, Verizon takes these one-time costs and
converts them into recurring monthly charges. It isthe charge that recurs or does not recur, not
the underlying cost.

Costs associated with activities to produce facilities that can be reused to provide service
to a subsequent customer without change should be recovered through recurring charges, rather
than NRCs. Only those costs which benefit only the ordering CLEC, with no benefit to a
successor carrier serving the same retail customer location, should be included in NRCs.'"? This
should be the standard for determining whether a cost can be recovered through an NRC, not
whether the cost isincurred only once.

Proper identification of one-time costs that provide the ordering CLEC, and only the
ordering CLEC with a benefit, and so should be recovered through nonrecurring rates, is
particularly important in a competitive environment where more than one local exchange carrier
(including the incumbent) may use a particular facility at different pointsin that facility’s
economic life. If the first telecommunications provider to use the facility bears all the forward-

looking costs of a one-time activity benefiting multiple users, then obviously the first user will be

170 By ATT-VZ 6-1; Tr. 584, 1/17/01 (Meacham).
Ul ey ATT-VZ 6-1.
1172 gy ATT-13, Walsh Direct at 12.
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forced to pay more than its fair share.!*”® The FCC, recognizing this problem, has expressly
authorized the recovery through recurring rates of costs that are incurred only once.**"

a. Field Installation Costs Should be Recovered Through
Recurring Rates.

Throughout its NRC study, Verizon seeks to include costs for tasks that provide the
network and its subsequent users with a continuing benefit. For example, Verizon's proposed
field installation tasks clearly benefit its network as a whole and are available to benefit
subsequent users. The “Place intermediate field X-Conn. and NI(SI)”, “Place plug-inif
required/work at remote termina”, “Place block and/or drop wire from serving terminal to
Network Interface Device (NID)”, and “Place Network Interface Device (NID) at premise where
one does not already exist” tasks are clear examples of work activities that benefit Verizon's
network and subsequent users of the network.'”® These activities are part of building aloop
element and so are properly recovered in the recurring rate for that loop, not an in onerous one-
time, up-front charge.**"®

In particular, Verizon has proposed a nontrecurring field installation cost of $104.92 for a
basic loop.*"" The proposed charge is for making the cross-connection between feeder and
distribution plant at a feeder/distribution interface, if necessary, when arequest for serviceis
received.™’® Verizon’s NRC Panel, however, admitted that an intermediate cross-connection at
afeeder distribution interface or serving area interface stays connected in the normal situation

even after service is discontinued and so benefits subsequent entities seeking a loop provided

173 Ex. ATT-14, Walsh Rebuttal at 37-38; Ex. ATT-15, Walsh Surrebuttal at 4-5; FCC's First Local
ComPetition Order, § 750.
174 ECC' s First Local Competition Order, § 749; 47 C.F.R. § 51.507(€).
175 Ex. ATT-14, Walsh Rebuttal at 39.
1176 Tr. 815, 1/18/02 (Walsh).
77 Ex. vZ-21, Revised NRC Cost Summary, Line 1, Column F.
1178 Ex. vZ-20, Revised NRC Ex. G, Field Installation Activity Description, line 8.
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through the same interface.*'’®  Each of the field installation activities included in Verizon's
model is needed either in order to make a new connection between the network and the CLEC
customer, making the ordered UNE functional, or to deal with a network related problem, both of
which improve the network and benefit subsequent users.**® Thus, such costs should be shared
with those other network users as part of a recurring rate.

AT&T does not include a field dispatch and installation NRC because such fieldwork
costs are properly treated as recurring costs. Under the FCC rules, “The local loop element is
defined as a transmission facility between a distribution frame (or its equivalent) in an incumbent
LEC central officeand ... an end user customer premises.”**8! Because the VVerizon recurring
cost loop study includes everything required for a complete path, including the cross-connection
at the feeder-distribution interface, it would be incorrect to include those same costs in non
recurring charges. Once alineis connected at the FDI, any subsequent customer served out of
that area can reuse the loop without Verizon making that connection or incurring the cost
again.}*® Thus, consistent with cost causation principles, AT& T’ s proposed NRCs do not reflect
1183

such field installation costs as non-recurring costs.

b. L oop Maintenance Costs Should be Recovered Through
Recurring Rates.

Verizon also improperly seeks to recover costs for maintenance related tasks through its
NRCs, disregarding the FCC'’s clear mandate in its First Local Competition Order that
maintenance costs be recovered as part of arecurring rate:

[R]ecurring costs must be recovered through recurring charges, rather than
through a nonrecurring charge. . . For example, we determine that maintenance

179 Ty, 540, 1/16/02 (Peduto).

1180 Ey ATT-14, Walsh Rebuttal at 39-40.
1181 47 CF.R. § 51.319(a).

1182 Ex  ATT-14, Walsh Rebuttal at 38-39.
1183 Ex. ATT-14, Walsh Rebuttal at 40-41.
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expenses relating to the local loop must be recovered through the recurring 100
charge, rather than through a nonrecurring charge imposed upon the entrant. %4

For example, Task 10 in the RCCC task list for atwo wire loop covers “remove any facility
roadblock or problem.” More than 22 minutes are allocated to complete that task.*®® Verizon's
NRC panel acknowledged that if removing the problem requires afield dispatch, afield dispatch
NRC also will be charged to the CLEC.'8 When that facility roadblock or problem is caused by
defective plant or other Verizon-caused reasons, the costs of fixing the problem, including the
coordination of that repair, should not be assessed as an NRC to the CLEC ordering service. 8’
Instead, that cost should be recovered through recurring rates.

The Verizon NRC Panel admitted that if Verizon technicians encounter defective outside
plant during the installation of a UNE ordered by a CLEC, the costs associated with repairing
that plant are recovered through a non-recurring charge.**® Verizon also admitted that the repair
of such aloop would also benefit subsequent users.'*®® Thisisaclear example of the entire cost
of anetwork benefit improperly being forced onto asingle CLEC. In particular, Verizon NRC
Panel members stated that field installation activities such as * Contact MLAC, if necessary, for
new pair assignment” and “Work with Frame, and/or RCCC if necessary, for new pair
assignment”, are resolved by rearrangement of loop plant.*°° The costs associated with this

maintenance and rearrangement of the network should be recovered in Verizon's recurring rates.

1184 ECC s First Local Competition Order, ] 745.

1185 py vZ-20, Revised NRC Ex. G, RCCC Activity Description, line 10.
1186 Ty 684, 1/17/01 (Peduto).

1187 Ex. ATT-15, Walsh Surrebuttal at p. 18.

1188 11 674-75, 1/17/02 (Peduto).

1189 ¢ 677-78, 1/17/02 (Peduto).

1190 11688, 1/17/02 (Peduto).
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AT& T s proposed NRCs do not include loop maintenance and repair activities,!*%*

Instead, the NRCs proposed by AT& T are properly limited to those costs that benefit only the
ordering CLEC.

2. The Categories of Cost that Verizon Seeksto Recover Through NRCs
are Already Recovered In Its Recurring Rates, Through Its ACFs.

Verizon acknowledges that its various ACFs are intended to recover the “ operations costs
... that can be ascribed to purchasing and operating a UNE investment.”**%2 |n particular,
Verizon's Network ACF permits Verizon to recover through its recurring UNE charges the same
categories of costs that Verizon also is trying to assess as non-recurring charges.

Verizon's Network ACF covers, among other things, “repair expenses, rearrangement
expenses, [and] testing expenses.”*1% Thus, this factor is specifically designed to capture the
costs of “moves and rearrangements’ (the “M” subfactor) and repairs (the “R” subfactor).'%*
Verizon takes its 1999 ARMIS expense in specified accounts and develops a factor that it applies
to plant investment in order to create an associated expense level which is part of the recurring
rate. 1% Review of the ARMIS accounts used in the development of these factors reveals that
over $85,000,000 in expenses associated with moves and rearrangements of aerial cable (ARMIS
account 6421.1) isincluded in the development of the “M” subfactor, as well as over
$95,000,000 in expense for repair of such loop facilitiesin the “R” subfactor.**® More
generdly, these subfactors cover costs associated with moving wires, other rearrangements of

plant, and repairs for all categories of Verizon's switching, circuit, and outside plant

191 Ex. ATT-15, Walsh Surrebuttal at 4.

1192 gy v7-36, Verizon Recurring Cost Panel Direct at 37.

193 By \/Z-36, Verizon Recurring Cost Panel Direct, at 42.

1194 By vZ-37, Verizon Recurring Cost Study, Part G-5, “Overview of Factor Methodology” and
Tab “1.NtwkFctr.”

1195 By vZ-37, Verizon Recurring Cost Study, Part G-5, “Overview of Factor Methodology” .

1196 Ey vZ-37, Verizon Recurring Cost Study, Part G5, Tab 6.“M”, line 10, and Tab 7.“R”, line 10.
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equipment.*%” As Mr. Walsh explained, “[r]earrangements fall under the maintenance category
of the recurring expense. And so those dollars are recovered, or should be recovered, in the
recurring rate for those elements.”*1%

The Network ACF also encompasses “ Other” subfactors, which among other things
recoup tens of millions of dollars of expensesin the 6534 ARMIS account for activities allocated
to the central office (“CO”) or to outside plant (“OSP").*%° This account encompasses expenses
for “supervising plant operations” as well as “planning, coordinating and monitoring plant
operations.”'?%° These categories of expenses encompass, therefore, the coordination and related
expenses that Verizon seeks to impose anew through NRCs.

Furthermore, Verizon acknowledges that portions of the network expenses used in the
recurring rate calculation are also being recovered through NRCs.*?%! Mr. Peduto testified that
defective loop plant generating a field installation NRC is resolved by loop rearrangements. 2%
Rearrangements are covered by the “M” factor in the recurring rates, but Verizon also seeksto
impose a field installation NRC when such rearrangements occur in the process of provisioning a
CLEC loop. The MLAC and RCCC are aso involved in such loop rearrangements.*?*® The
costs for these activities are therefore included in both the “M” factor and the provisioning and
CO wiring NRCs. In addition, the cost of the coordination activities performed by the RCCC
should be reflected in the * coordinating plant operations’ expense used to generate the “ other
network” factors applied in Verizon’s recurring cost study.

The FCC has expressly recognized that nonrecurring changes must be set so as to prevent

“an incumbent LEC [from] recover[ing] more than the total forward looking economic cost of

197 ey VZ-37, Verizon Recurring Cost Study, Part G-5, Tab 5.M&RExp., Tab 6.“M”, and Tab 7.“R".
1198 11 816. 1/18/02 (Walsh).

199 By VZ-37, Verizon Recurring Cost Study, Part G5, Tab 9.

1200 47 CF.R. § 32.6534.

1201 Ex. \/Z-36, Verizon Recurring Cost Panel Direct at 43.
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providing the applicable element.”*?%* Verizon's proposed NRCs violate this basic principle
because many of the costs included in the field installation and provisioning NRCs are already
recovered through the recurring rates Verizon is proposing. The Department has aready rejected
efforts to impose separate additional charges for expenses that are recovered through genera
factors applied in calculating UNE rates, *?%

The plant rearrangement, maintenance and coordination related expenses Verizon seeks
to recover in field installation and provisioning NRCs should be rejected because they are
already recovered through the network factors Verizon used to calculate its recurring costs.

Verizon should not be allowed double recovery of these expenses.

3. Verizon’s“NRC Revenue Adjustment” IsNot the Solution to Double
Counting, Asit Makes No Sense.

Verizon recognizes that the categories of cost it seeks to impose as non-recurring charges
are dready covered within its Network ACFs. In Verizon's words, “non-recurring revenues
recover the costs of activities that are captured by the expense accounts contained within the
Network ACFs.”*?% Therefore, in an attempt to avoid charges of double-counting, Verizon
subtracts from the expenses reflected in the Network ACFs *an amount equal to the total non
recurring revenues from the customer interfacing (service order) and provisioning (network)
expenses.”'?%” These offsets are an admission by Verizon that all of its NRCs are for expenses

that are covered by its ACFs.

(..continued)

1202 ¢ 687-88, 1/17/02 (Peduto).

1203 ¢ 687-88, 1/17/02 (Peduto) and Tr. 535, 1/16/02 (Peduto).

1204 47 C.F.R. § 51.507(e); see also FCC's First Local Competition Order, 750 (incumbent L ECs cannot
“recover nonrecurring coststwice.”)

1205 gee Phases 4-L and 4-O Ordersin Consolidated Arbitrations Docket, disallowing a separate OSS charge;
see also discussion at § I11.F. supra., explaining why imposing a separate CUDS charge would result in improper
double recovery of those costs.

1206 £y \/Z-36, Verizon Recurring Cost Panel Direct, at 47.

1207 Ex, ATT-VZ 6-1.
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Verizon reduces the CO and OSP expense categories used in the development of the
“other network factor” by approximately $35.6 million in NRC revenue received in
Massachusetts in 1999.'%%® Thisis intended to offset NRC revenue from installation related
charges.??® Thus, the categories of expense covered by the “M” and “R” dollars in the Network
ACF would fully encompass the central office wiring, provisioning, and field installation NRCs,
but for this revenue adjustment.

Verizon makes a conceptually similar adjustment for all “service order” NRC revenue,
but it chooses to make this adjustment to its Wholesale Marketing ACF.*?° Again, by making
this revenue adjustment, Verizon is conceding that its “ service order” NRCs are for expenses that
would be fully encompassed by its ACFs, but for the NRC revenue adjustment.

But this subtraction makes no sense, and does not comport with TELRIC. For example,
the effect of subtracting installation NRC revenues is to reduce the Network ACFs dlightly so
that they now cover the expense of moves and rearrangements everywhere in Verizon's network
except for the discrete portions provisioned as UNEs. Verizon says that it has identified
particular activities related to the provisioning of UNEs, and charges NRCs for those activities.
But all other similar activities throughout the rest of the network then serve as the basis for the
Network ACFs used to adjust Verizon’s UNE costs upward. Thisis absurd.

Under TELRIC, one is supposed to estimate the forward- looking economic cost of the
entire element, and then divide by demand to derive a per unit cost.**!* By using these NRC
revenue adjustments, Verizon hes effectively calculated the service ordering and provisioning

expenses associated with the entire element except for any portions actually ordered by and

1208 Ey \/Z-37, Verizon Recurring Cost Study, Part G5, Tab 9, cell L205.

1209 Eyx vZ-37, Verizon Recurring Cost Study, Part G5, Tab 4, Line 3.

1210 Ey vZ-37, Verizon Recurring Cost Study, Part G4, Tab 2, line 15 (cell E22), and (in the electronic
version only) the embedded “NRC Adjustment Study” spreadsheet; see also Ex. VZ-36, Verizon Recurring Cost
Panel, at 49.
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provisioned to a CLEC, and then incorporated the cost associated with that non-CLEC portion
into its proposed UNE rates. Thisisimproper, and makes no sense.
4, Verizon’sModel Demonstratesthat a 2.2% Increasein its Monthly
Loop RatesIsAll That IsNeeded to Cover Fully the Purported

Service Ordering and Provisioning Costs Upon Which Verizon Bases
its Proposed Non-Recurring Char ges.

These NRC revenue adjustments do not appropriately cure the double recovery problem.
The NRC revenue adjustments to Verizon’s ACFs do serve an important analytic purpose,
however, and thus inadvertently advance the goal of sensible, pro-competitive UNE rates. Mr.
Walsh has demonstrated conceptually why the overwhelming majority of the NRCs proposed by
Verizon should instead by recovered through recurring charges. Because these expenses will
benefit subsequent users of the network, and not just the ordering CLEC, they should be
recovered in recurring rates, not in NRCs.

We can now see that the NRC revenue adjustments provide a simple way within
Verizon's cost models to quantify the result. All one need do is zero out the NRC revenue
adjustments in the Network and Wholesale Marketing ACFs that were discussed in the preceding
section. Reversing the NRC Revenue Adjustments in Verizon's development of its Network and
Wholesale Marketing ACFs and then eliminating all field installation and provisioning activities
from the NRCs assures that Verizon will recover such costs only once through recurring rates.

Making this one change has the effect of increasing monthly recurring loop ratesin
Verizon's model by 2.2 percent. The loop rates generated by making this one change to
Verizon's electronic workpapers are depicted in the second column below, and the percent
difference between Verizon's origina result and the result after zeroing out the NRC revenue

adjustments is shown in the middle column. (Though this result comes directly from the record

(..continued)
1211 47 CF.R. § 51.511(a).
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evidence, AT& T would also be happy to provide it in the form of a record request response if
that is helpful to the Department.) If one takes the 2.2 percent resulting increase and appliesit to
the corrected result from Verizon's loop model, as discussed in Section 1V.A.1 beginning at

page 108, the result is a statewide average 2-wire analog loop rate of $7.43.

Two-Wire Analog Loop Rates
Revised to Zero Out Verizon’s NRC Revenue Adjustments

Without NRC Updated Increased

Revenue Per cent Corrections by Percent

Zone  VZ-MA™?  Adjustments  Difference toVZ-MA! Difference
Statewide  $18.75 $19.16 2.2% $7.27 $7.43
Metro 14.41 14.74 2.2 5.01 5.12
Urban 16.63 17.00 2.2 6.36 6.50
Suburban 20.15 20.58 2.1 7.89 8.06
Rural 28.20 28.80 2.1 11.77 12.02

In sum, Verizon’s model demonstrates that the Department can eliminate the very high
up-front NRCs that serve as a barrier to competitive entry and permit Verizon full recovery of
the expenses it has claimed simply by taking what should be final 2-wire average loop rates of
dightly over $7.00 and increasing them by about two percent. As discussed below, Verizon's
claimed NRCs are substantially overstated on their own terms, so an adjustment to loop rates of
even less than two percent would be justified on this record.

The key point, though, is that Verizon' s own cost model provesthat: (i) itisentirely
appropriate to recover UNE service ordering and provisioning costs through recurring charges,
and (ii) even if one accepts at face value Verizon's claims regarding the magnitude of those
costs, they can be fully recovered through a very modest increase in the monthly loop rate.

Moreover, this approach will comply with the TELRIC methodology, which requires that the

1212 RRATT-2.
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forward looking cost for the total demand for the element be calculated and then spread across
the total usage of the element.??** Verizon’s methodology, on the other hand, results in a
recurring rate that does not comply with TELRIC in order to impose high upfront NRCs on
CLECs seeking to compete with Verizon.

B. Proper TELRIC Nonrecurring Costs Must be Based on Efficient, Forward
L ooking Processes.

To the extent that the Department nonethel ess permits Verizon to impose NRCs for
service ordering and provisioning, rather than make the pro-competitive move of incorporating
those costs into the recurring charges, Verizon's proposed NRCs should be reduced substantially.
Verizon has proposed NRCs that are far in excess of forward-looking, long-run economic cost.

1 NRCs Should be Based on the Efficient Use of IDLC Without
Unnecessary Copper Connections.

For the reasons discussed in Section 1V.A.2.a, beginning at page 114, TELRIC rates
should be set on a forward-looking network design in which loops on fiber feeder are served
using IDLC technology, with no UDL C technology and those no cross-connects at any main
distributing frame in the central office.

In determining NRCs for loops, however, Verizon has wrongly assumed that all loops
provided to CLECs over IDLC will have to be transferred from fiber optic facilities to copper at
the main distribution frame.*?*® Verizon proposes to impose an NRC of $338.62 for an IDLC to
Copper Hot Cut with field dispatch, an additional $31 above the already excessive Hot Cut NRC
proposed by Verizon.?'® The end result is a double whammy — the NRC rises significantly

because of the manual tasks involved in converting to copper facilities at the MDF and service

(..continued)
1213 seefollowing table, and related discussion, immediately below.
1214 See Section |.C.2. above.
1215 Ey ATT-14, Walsh Rebuttal at 53 citing Verizon Worksheet 5.
1216 Compare Ex. VZ-21, Revised NRC Cost Summary, line 3 to line 5.
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quality declines because of the multiple analog to digital and digital to analog signal
conversions. '’

As described more fully in Section I.C, beginning at page 4, the TELRIC methodol ogy
requires that costs be calculated based on a forward- looking efficient network. The appropriate
network construct is not limited to the technology that is currently deployed today by the ILECs.
Instead costs must be based on the most efficient technology available in a forward- looking
network. Loops served by IDLC are not connected to the MDF, but rather bypass the MDF,
thereby keeping digital signals digital and eliminating the need for manual cross-connections at
the MDF. With IDLC, connections to reach the switch are provisioned by an electronic
instruction, not by ajumper wire.*?*® The Department should establish NRCs for loops based on
an efficient eectronic process for unbundling IDLC loops.

The October 2000 editionof “ Telcordia s Notes on the Networks’, a document provided
in response to RR-DTE 81, lists up to eight different options for unbundling IDLC loops. In fact,
one of the options cited by Telcordiais adopted by the AT& T NRC Mode.*?*® Unbundling
IDLC, therefore, is technologically feasible and should be adopted as a forward-looking and
efficient design assumption by the Department in setting NRCs for loops.

The reason why Verizon and other ILECs have not yet unbundied IDLC loops at the DSL
level issmple: Verizon has no commercial or market incentive to implement efficient IDLC
unbundling for its CLEC competitors. To the contrary, Verizon's commercial interests are best
served by the expensive IDLC to copper NRC it is proposing. This very high NRC significantly

increases the sunk costs faced by a new entrant seeking to use a UNE loop, while Verizon can

1217 Response to RR DTE-44; Ex. ATT-14, Walsh Rebuttal at 10-11.
1218 py  ATT-14, Walsh Rebuttal at 53.
1219 £y ATT-15, Walsh Surrebuttal at 28.
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provide service to its own customers over IDLC without incurring any such costs.*?®° Verizon's
assertion that it cannot unbundle IDLC is particularly suspect because it has made no effort to do
so. Cooperétive efforts between the ILEC, the CLECs and the vendor could resolve any
remaining issues in unbundling such IDLC systems.*??

The importance of the Department requiring that NRCs for loops be based on the
efficient electronic unbundling of IDLC cannot be overstated. Asreflected inthe AT& T NRC
Model, loops served by an IDLC connection can be electronically provisioned, eliminating
entirely any manual cross-connection costs for such fiber-fed loops.'??? Instead Verizon is
proposing a $233.70 NRC for the IDLC to Copper Hot Cut Initial, even after excluding the
separate $104.92 field installation cost imposed whenever a dispatch is required.*??® This
$233.70 cost includes $68.43 for C.O. Wiring costs, which would be entirely unnecessary for
fiber loops which can be unbundled and connected electronically to the switch'??4. In addition,
Verizon has failed to explain the additional $31 in provisioning costs for this UNE as compared
to the Two Wire Hot Cut Initial proposed by Verizon.*??® Although all the manual coordination
costs Verizon seeks to impose for hot cut loops are unnecessary and should not be included in
NRCs (see Section VI1.A, beginning at page 236), there certainly should be no additional manual
coordination costs imposed because of any unnecessary IDLC to copper conversion in the
provisioning of hot cut loops.

If Verizon were permitted to impose a manual cross connection charge for IDLC loops, it
would deny CLECs the very efficiency which Verizon provides to itself and which isinherent in

the forward- looking network. That is not appropriate because the operational savings associated

1220 ¢ 2892, 2/4/2002 (Donovan).

1221 1, 878-79, 1/18/02 (Walsh).

1222 Ey  ATT-13, Walsh Direct, Tab 3, page 6 showing cross-connection activity only for the 50.8% of loops
provisioned on copper.

1223 Ex, vZ-21, Revised NRC Ex. H, line 5.
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with avoiding manual cross connections are part of the economic justification for placing fiber
and IDLC. CLECs should not pay recurring charges based on technology that is placed, in part,
to reduce the cost of one-time activities that are recovered through non-recurring rates and then
pay nonrecurring rates that do not capture these cost savings.

Forward-1ooking loop NRCs should be based on the electronic unbundling of IDLC as
reflected in AT& T’ s proposed loop NRCs, not the unnecessary conversion of IDLC to copper
requiring manual cross-connection as used by Verizon in its NRC calculations. Verizon's
proposed NRCs fail to satisfy the TELRIC standard.

2. TELRIC Requiresthat NRCs be Based on the Efficient Use of OSSs.

The forward-looking requirement of the TELRIC methodology also mandates that NRCs
be based on the assumption that CLECs and ILECs will conduct their business electronically
using efficient 0SSs.1??® The efficient, electronic ordering and processing of goods and services
isareality in many parts of today’s economy, and there is no reason for Verizon to assume that
the same efficiencies cannot be realized between ILECs and CLECs in the forward-looking
world TELRIC requires.

Verizon, however, fails to reflect the efficient use of electronic communications through
OSSsin its proposed NRC. Verizon relies too heavily on manual intervention that could be
avoided through the use of more efficient electronic processes. Furthermore, Verizon
significantly overstates the percentage of service orders that will have to be processed manually.
Verizon aso continues to model excessive coordination activity for processes that could be

accomplished more efficiently, and without coordination, using properly functioning OSSs.

(..continued)
1224 By ATT-14, Walsh Rebuttal at 53.
1225 Compare Ex. VZ-15, NRC Workpapers Tabs 3 and 5
1226 £y ATT-13, Walsh Direct at 16.
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Indeed, the Verizon NRC Panel admitted that the starting point for its modeling efforts was “how
things are dore today”, rather than a forward-looking network. 2%’

a. Service Order Processing Can be Accomplished Through OSSs
Requiring no Manual I ntervention.

Verizon fails to take advantage of OSS efficiencies in calculating service order
processing costs. Indeed, when an OSS system is functioning properly there should be no human
intervention required to process CLEC service orders. Orders enter the OSS computer system
directly and flow through to the appropriate provisioning personnel within Verizon
electronically. CLECswould place orders much like Verizon's own sales representatives do
their own customers. If there is a problem with the order, it should be rejected back to the CLEC
automatically.*??® It is the CLEC, not Verizon, that is in the best position to correct errorsin a
service order. This efficient use of OSSs in service order processing isreflected in AT&T's
proposed nonrecurring rates, 1229

Y et, Verizon has proposed a service ordering cost of $7.04 for al initial loop and port
orders. Thisis due to Verizon's unsupported assumption that manual handling by Verizon
service representatives will be necessary for 38% of al orders.*?3® Evenif all the Verizon
forward-looking adjustment is applied to this occurrence factor, manual service order processing
is still assumed over 23% of the time in Verizon's NRC calculation. 3! The Verizon NRC Panel
admitted, however, that such manual activities would not be required if an order could flow
through the Verizon OSS electronically.*?*? Instead of assuming costly human intervention by

Verizon to correct CLEC errorsin their orders, the OSS should automatically return defective

orders back to the CLEC for correction and no service order charge should be imposed.

1227 Ty 511, 1/16/02 (Goldrick)

1228 £y ATT-14, Walsh Rebuttal at 26-28.
1229 By ATT-15, Walsh Surrebuttal at 5-6.
1230 1r. 520, 1/16/02 (Peduto).
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Verizon attempts to justify its extremely high level of human intervention in service order
processing by claiming that it has designed its system so that “complex” ordersin which 5 or
more lines are included in a single order fall out for manual handling by the TISOC.1%%3
Verizon's choice about how to design its system, however, should not be the basis for
establishing proper forward looking NRCs. Again, Verizon has no incentive to make such
improvements to its OSS, for such modifications will only benefit its CLEC competitors.

Instead, Verizon has used its policy choice not to automate such functions as the basis for
imposing a $7.04 order processing charge on every loop and port order. This chargeis
particularly inappropriate for the typical one or two line residentia orders, where even Verizon
acknowledges that no manual intervention should be required.*?®** In an effort to stifle
competition in the residential market, Verizon has skewed its rate structure to impose charges on
CLECs serving residential customers for which no corresponding Verizon work activity will ever
be incurred.

Proper forward- looking NRCs should be based on fully electronic service order
processing. AT&T’s proposed NRCs, which fully reflect the use of efficient OSSs for service

order processing, comply with TELRIC. Verizon's proposed NRCs do not.

b. A Two Percent Fall Out Rate Should be Used in Calculating
NRCs.

Even with efficient forward-looking provisioning systems, it is inevitable that some
orders will fall out of the provisioning system and require some manual intervention. When the

CLEC isresponsible for that fallout, it is appropriate to include the costs of that manual

(..continued)
1231 Ex. ATT-14, Walsh Rebuttal at 25.
1232 11 518, 1/16/02 (Meacham).
1233 71 518 and 528-29, 1/16/02 (Meacham).
1234 71, 530-31, 1/16/02 (Meacham).
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intervention in the NRC.**® When such fallout is due to problems for which Verizon is
responsible, such as defects in its database inventory, however, the costs of that manual
intervention should not be included in the NRC.*#*® Instead, as discussed above, the costs of
such Verizon maintenance of its own system should be recovered through recurring rates.*?*’ [f
an unreasonably high fall-out rate is used in calculating NRCs, the CLECs will be forced to pay
for excessive manual efforts which will not in fact be incurred in the forward-looking efficient
network.

This Department has previousy ordered Verizon to use a 2% fall-out rate in calculating
NRCs.1%*® Use of a2% fall-out rate in calculating NRCs has also been ordered by severa other
state commissions, including in the recent New York UNE Rates Order.'?*° That is the fall-out
rate used consistently by AT&T in calculating the NRCs it proposes.*?4° Verizon, on the other
hand, has used varying fall-out rates for different components of its NRC study and, because of
the ambiguous nature of the Verizon forward-looking adjustment, is difficult to ascertain what
fal-out rate is reflected in the final costs proposed by Verizon. 124
The primary justification offered by Verizon for its use of higher fall-out rates is that no

ILEC currently achieves a 2% fall-out rate in provisioning UNE orders.*?*? Again, however, no

ILEC currently has the incentive to fine tune its OSSs to achieve this capability. Aslong asthe

1235 11, 793-94, 1/18/02 (Walsh).

1236 By, ATT-15, Walsh Surrebuttal at 8.

1237 Ex. ATT-15, Walsh Surrebuttal at 8; Tr. 796-97, 1/18/02 (Walsh).

1238 consolidated Arbitrations Docket, Phase 4-L Order at 10-16 (October 14, 1999).

1239 | nvestigations into the Compliance of Illinois Bell Telephone Company with the order in Docket
98-0486/056/Consolidated regarding the filing of tariffs and the accompanying cost studies for interconnection,
unbundled network elements and local transport and termination and regarding end to end bundling issues. Illinois
Commerce Commission, Order Case No. 98-0396. Oct. 16, 2001; Connecticut Department of Public Utility
Control, Investigation of the Southern New England Telephone Company’s Proposed Unbundled Network Elements
(UNE) Non-Recurring Charges (NRCs) Docket No. 98-09-01, Jan. 5, 2000, at 34; In the Matter of a Generic
Investigation of USWest Communications, Inc.’s Cost of Providing I nterconnection and Unbundled Network
Elements; OAH Docket No. 12-2500-10956-2, Nov. 17, 1998 at 75; New York UNE Rates Order at 143.

1240 By ATT-13, Walsh Direct at 30.

1241 By ATT-14, Walsh Rebuttal at 20-21 and 23; Tr. 863, 1/18/02 (Walsh).

1242 Ty 374, 1/16/02 (Question to Stacy)
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ILECs like Verizon can continue to operate their systems inefficiently and force CLECs to
absorb these costs through inflated NRCs, such improvements will never happen. In fact,
Verizon acknowledged that it made no forward looking adjustment whatsoever to its loop
assignment costs, reflecting no improvement in either time spent or occurrence rates, nor did it
attempt to determine who the cost-causer was for the fallout in such processes, 243
A fundamental benefit of the forward-looking efficient pricing requirement of the
TELRIC methodology is that it will provide Verizon and other ILECs with the incentive to
implement the most efficient technology. The Department’s prior recognition that a 2% fallout
rate was proper for a forward looking provisioning process is reflected in AT& T's NRC
calculations.’®** AT&T has presented evidence concerning the types of fallout experienced and
their causes that fully justifies the 2% fallout rate.*?*> Continuing to use that 2% fallout rate will
provide the needed incentive to force Verizon to make its el ectronic processes more efficient,
benefiting al concerned.
C. Verizon’s Non-Recurring Costs Reflect I nefficient Manual
Coordination Costs That Grosdly Inflate the Cost of
Provisioning CLEC Orders.
Verizon's proposed NRCs contains very substantial costs for manual coordination that
are completely unnecessary and inappropriate in a forward-looking, efficient system. For
example, unnecessary coordination costs through the RCCC account for at least $107.49 of the

$127.14 provisioning cost sought by Verizon for a Two Wire Hot Cut Initial. ?*® Verizon

admitted that the RCCC group that performs this role does not fulfill asingle physical task that is

1243 Tr. 533, 1/16/02 (Meacham); Tr. 534, 1/16/02 (Peduto).

1244 £y ATT-13, Walsh Direct at 30.

1245 Tr, 896-97, 1/18/02 (Walsh); Ex. ATT-13, Walsh Direct, Tab 2, NTAB at 20-21.
1246 Ex. vZ-15, NRC Workpapers, Tab 3
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actually required to provision service, but is simply an overlay to a normally mechanized flow of
such work activity. 1247

Verizon's costs of manual coordination reflect the inefficiencies of its existing network
and procedures and are not forward-looking. These RCCC costs reflect an existing
administrative process that requires substantial amounts of inefficient labor to coordinate and
monitor Verizon's employees work progress and to resolve internal Verizon roadblocks.
Verizon would not incur these costs if its operations for CLEC orders were truly mechanized and
efficient. In a forward-looking efficient network environment, employees use automated
systems to coordinate as well as perform the work required by service order requests. Flow
through of provisioning activitiesis one of the basic capabilities of modern 0SSs,***® and a
forward-looking cost study must recognize this capacity. Charging for manual activities that
mimic the inherent capabilities of the OSSs, as Verizon seeks to do through RCCC charges, is
not forward looking.

The Rhode Island PUC recently rejected all of Verizon's proposed RCCC costs as double
recovery of the supervisory administration overhead inconsistent with TELRIC, stating:

The Commission shares the Division’s concern that the costs associated with the

Coordination Bureau are unnecessary. Specia coordination charges that apply

only to work being done for UNEs might well amount to double-recovery or

ordinary supervision overhead expenses and could, therefore, constitute a barrier

to entry. Accordingly, we order that no such costs be included in any futue
TELRIC cost studies in this docket. *24°

In addition, the Vermont Public Service Board rejected Verizon's proposed NRCs because they

included significant costs that are “likely to be unnecessary” and found that eliminating such

costs would “eliminate virtually all the loop and switch port provisioning costs.”*?*°

1247 Tr. 538, 1/16/02 (Peduto).

1248 Ey  ATT-14, Walsh Rebuttal at 17-18.
1249 Rhode Island UNE Inputs Order at 68.
1250 \/ermont UNE Rates Order at 81.
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It is particularly telling that Verizon’s costs of manual coordination are significantly
higher than the cost of the work effort that is actually required to make the connection. For
example, Verizon' s cost study for a hot cut loop includes 126.46 minutes of RCCC time, even
after application of the alleged forward looking adjustment.*?*! The total forward looking CO
Frame time is 62.41 minutes, of which at |least half appears to be for interfacing with the
RCCC.1?*? The coordination time assumptions by Verizon are not reasonable.

Verizon seeks to justify including all this manual coordination cost in the NRCs on the
ground that CLECs have asked for coordination. The current coordinated hot-cut process,
however, was developed to eliminate repeated errors committed by Verizon in migrating loopsin
New York, as aresult of problems within its OSSs and its line provisioning practices. These
errors caused many customers to lose dial tone and service atogether after signing up with a
CLEC. Because Verizon proved incapable of successfully implementing an uncoordinated hot
cut process when first learning how to provision unbundled loops to CLECS, it became necessary
to implement the present coordinated hot cut process to avoid service outages caused by Verizon
errors.12*3

The problems that were experienced in the initial network environment and the resulting
hot-cut provisioning practices currently used between Verizon and CLECs are not relevant to the
setting of TELRIC-compliant rates in this proceeding. Those rates must be set for a forward-
looking network environment, under the assumption that Verizon will have fixed its OSS
databases and that it will follow best and most efficient provisioning practices.**** The most

efficient means of provisioning unbundled loops in the forward- looking environment relevant to

the setting of TELRIC-compliant rates would be an uncoordinated, but no less accurate, hot-cut

1251 By v/Z-15, NRC Workpapers, Tab 3.
1252 Ey VZ-15-NRC Workpapers, Tab 3.
1253 Response to RR-DTE-24.
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migration process.?®> Verizon will have no incentive to deploy anaccurate uncoordinated
process if they are permitted to recover NRCs including manual coordination costs from CLECs.

Moreover, much of the manual coordination time that Verizon has included in its NRCs
isfor interna coordination among Verizon’s work groups. It is not coordination with the CLEC.
For example, the study includes five separate tasks (even for a single line order) totaling almost
15 minutes for a person called a screener to assign an order to another person (the coordinator)
who will do the coordination. The same five tasks are piled on the disconnect costs, but the
different and higher task times for the identical activities reveals another obvious flaw in
Verizon' s survey data.1?*® This redundant manual effort is used instead of having electronic
orders from new entrants automatically channeled to qualified personnel.

In addition, some work activity identified for the RCCC relates to field dispatch work.
For example, RCCC tasks 11, 17 and 35 each involve aleged coordination with field installation
activities.'*” These three tasks account for almost 40 minutes in the RCCC cost calculation for a
new two-wire loop.*?°*® Even though Verizon proposes to charge for field installation only when
dispatch occurs, costs for these related activities of the RCCC and other groups are improperly
included in the provisioning component of the NRC charged on all orders.

3. Verizon's Survey Methodology for Determining Task Times
I mproperly Focuses on Current Processes, not Efficient Forward-

L ooking Processes, and its Arbitrary Forward-L ooking Adjustments
do not Cure This Serious Defect.

Verizon claims that the task times it used to calculate NRCs are more rdiable than the

estimates made by the AT& T panel of experts, because Verizon used the results of an employee

(..continued)
1254 Response to RR-DTE-24.
1255 T, 821-22, 1/18/02 (Walsh)
1256 By vZ-20, Revised NRC Ex. G., RCCC Activity Description, Lines 1-5.
1257 £y ATT-15, Walsh Surrebuttal at 20-21.
1258 Ex. vZ-20, Revised NRC Exhibit G, RCCC Activity Description, lines 11, 17 and 35.
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survey. However, Verizon's task time methodology suffers from several serious flaws. First
Verizon's methodology locks in embedded inefficiencies. The survey, conducted in 1999,
required respondents to estimate average task times based on their experience.'>*° Asaresult,
this survey, at best, captured only the time to carry out the then current embedded processes, not
what would be expected in a forward- looking environment. The Vermont Commission rejected
Verizon's survey methodology, finding that it “fails to estimate work times satisfactorily, largely
because the work functions are inaccurately specified and the times needed to perform them are
not well estimated. These flaws flow mainly from the fact that Verizon assumes that the work
will be undertaken in the context of its historic, rather than the presumed forward- 1ooking,
network.”1?%° The Verizon survey used in this proceeding also failed to measure the times
needed to perform the relevant activities in a proper forward-ooking network. Accordingly, the
survey results are essentially useless. Similarly, Verizon's estimates of the typical occurrence
factor were based on the current processes and systems in place when the cost study was
performed, not on a forward looking environment. 126

Second, the survey process was biased. Twice on the first page of the survey
instructions, employees are advised that the results will be used to establish the rates Verizon
will charge its competitors.*?%? The kickoff memorandum to the management team for the
surveys urged company loyalty, stating that inadequate survey data “jeopardizes our ability to
recover our costs and strengthens the positions of our opponents (AT& T, MCI WorldCom,

Sprint, etc.). . ."*?%®* Employees understand that longer work times will translate to higher costs.

Treating the development of forward-looking costs as a competitive sport in which the goal isto

1259 1y 512, 1/16/02 (Goldrick); Tr. 560, 569, 1/17/02 (Goldrick); Tr. 705, 1/17/02 (Peduto).
1260 \/ermont UNE Rates Order at 81.

1261 11 577, 1/1702 (Peduto).

1262 By \/Z-14, Meacham Direct Testimony, Ex. K.

1263 £y VZ-14, Meacham Direct Testimony, Ex. L.
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defeat the CLECS, is certainly not a reasonable approach for obtaining unbiased and accurate
results. The New Jersey Board of Public Utilities recently found that Verizon's self-
administered surveys produced biased and arbitrary results.*%*

Third , the variation in survey results for the same task and the small sample size for
many tasks seriously undermine the reliability of the mathematical average times derived from
the survey. There were many tasks for which there were fewer than 10 survey responses.*?®® For
example, severa of the activities included in the excessive RCCC charge for hot cut loops were
the subject of only 5, 6 or 7 survey responses.?®® There were also many tasks for which the
highest times reported were many multiples higher than the lowest reported time.*?*” For
example, key activities included in the CO Frame charge for loops had survey time estimates
ranging from 1 minute to 20 minutes or more.*?*® The survey responses for CO Frame activity 4
for two wire, two wire hot cut and two wire IDLC to copper hot cut loops ranged from two
minutes to 90 minutes.*?*® |n addition, Verizon failed to explain how the survey respondents
were selected for those tasks performed by a large number of Verizon employees. 1?7

Finally, and most troubling, is Verizon’s complete failure to explain for individual tasks
the reason why a forward-looking adjustment was or was not made and, if so, what the basis for
that adjustment was. All Verizon provided was an alleged forward- ooking adjustment |abeled
as apercentage. No documentation or explanation of those adjustments was provided.'?"? Itis

impossible to tell whether that adjustment reflects a forward-looking reduction in the time

needed to perform atask or a reduction in the occurrences of that task or some unspecified

1264 Tr_ 596, 1/17/02 (Meacham); New Jersey UNE Rates Order at 7.

1265 Response to RR DTE-13.

1266 pesponse to RR DTE-13. See RCCC activities 3, 4, and 5 for the IDLC to Copper Hot Cut (UNE #5).
1267 Response to RR-DTE-13.

1268 Response to RR DTE-13. See CO Frame Activities 2, 3, 8, 15 for loop elements.

1269 Responseto RR-DTE-13.

1270 1r 647, 1/17/02 (Goldrick).

1271 1r. 581, 711, 1/17/02 (Peduto).
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combination of both. The Department can only speculate as to what factors went into these
adjustments. Therefore, even if the survey results were reliable, the unexplained adjustments
render the final results arbitrary and unsupported. Accordingly, Verizon has failled to satisfy its
burden of proving that the work time and occurrence factors comply with TELRIC requirements.
The process assumptions and specific basis for each of the task times and occurrence
factors used in the AT& T model are set forth in the NTAB and the model documentation filed
with the model. 22 The “bottoms-up” process used by AT& T assures that its proposed NRC
cost development is properly forward looking and efficient.}?”®* AT& T’ stime estimates by
experts based on fully disclosed forward looking processes are much more reliable than the
unexplained adjustments by Verizon to its unreliable embedded process survey results.

4, Verizon's Repeated Downward Revisionsin NRCs During the
Proceeding Reveal the Inflated Nature of Verizon’s Cost Submissions.

Verizon's admissions as to inaccuracies in its cost studies when challenged, and resulting
downward restatements of work times and costs in this proceeding, evidence the inflated nature
of Verizon's cost submission. Viewed against this backup, it is easy to identify other inflated
times and costs in Verizon's study.

Verizon, when pressed at the hearing regarding the basis for the “travel to unmanned
central office” component of the CO wiring cost, attempted to justify their use of the percentage
of unmanned central offices, rather than the percentage of loops in such unmanned offices, by
arguing that CLECs choose locations in which to market, not individual loops.*?™* This
argument makes no sense and Verizon has now admitted, in its response to a Department record
request, that the original 12% and 24% occurrence factors for Task No. 4, “Trave to

remote/unmanned central office for the purpose of performing frame provisioning work” for new

1212 By ATT-13, Walsh Direct at 25-27 and Ex. 2.
1273 Ex. ATT-13, Walsh Direct at 25 and Ex. 2 at 28.
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two wire loops and two wire hot cut loops, respectively, were overstated by a factor of four,
resulting in nearly a $4.00 inflation of CO wiring cost.*2”® Verizon finally admitted that the
percentage of lines at unstaffed central offices, rather than the percentage of unstaffed offices,
was the more appropriate basis for calculating how often a technician would have to travel to
perform CO wiring work.*?’® Asaresult, Verizon proposes to reduce the CO wiring cost ona
Two Wire New Initia loop from $37.24 to $33.44, with corresponding reductions for all
applicable two and four wire loop NRCs.*?"’

Verizon has aso conceded that its original study contained overstatements of TISOC
work times. On December 17, 2001, Verizon submitted arevised NRC Model with revised
TISOC work times resulting in service order cost for aloop falling from $10.62 in Verizon's
original submission to $7.04. UNE-P service order costs dropped from $1.14 to $0.65.*2"® This
revision was based on an Arthur Anderson study performed in March, 2000, which was designed
to capture actual productivity based on observations and interviews by the consultants.*?”® Yet
Verizon did not make this revision until mid-December, just weeks before these hearings were to
begin.

Even then, Verizon failed to correct its submission to reflect the connection of a Verizon
loop to a Verizon port, which is how UNEP is provided. Instead, Verizon improperly continues
to use the time for the connection of a Verizon loop to a CLEC port (which is a UNE-loop). 2%

Furthermore, the other CO Frame work tasks that remain in the Verizon study reflect a much

higher percentage of DIP creation, which contradicts the 33% DIP percentage Verizon belatedly

(..continued)
1274 T, 743-749, 1/17/02 (Peduto, Goldrick and Meacham).
1275 pesponse to RR-DTE-21
1275 Response to RR-DTE-21
1277 Responseto RR-DTE 21.
1278 compare Ex. VZ-18, NRC Panel Surrebuttal, Ex. G with Ex. VZ -14 Meacham Direct Testimony, Ex. G.
1279 11 513, 1/16/02 (Meacham).
1280 By ATT-14, Walsh Rebuttal at 58; Tr. 809, 1/18/02 (Walsh).
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used to discount UNE-P charges. As an example, the calculations used in the disconnect portion
of the Verizon “Two Wire Anaog Digital Conversion UNEP” (Initial and Additional) NRC
calculation reflect no “CO Frame” or “RCCC” involvement.1?®! Accordingly all such cross-
wires would remain intact upon disconnect and therefore produce a DIP percentage much higher
than the 33% now used by Verizon. 1282

Finally, at the beginning of the hearing devoted to NRCs, V erizon made another
downward adjustment to its proposed NRCs. Verizon revised the CO wiring and Provisioning
components of the new UNE-P elements to reflect that jumpers would be left in and no
disconnection or need for reconnection would occur 33% of the time.*?®® This resulted in
reducing CO wiring charges for a new UNE-P initial from $27.93 to $18.72 and the provisioning
cost from $24.28 to $18.52.1%%4

Given the significant cost overstatements admitted by Verizon aready in this proceeding,
other overstatements and inaccuracies undoubtedly exist. One need not look far to find them.
The CO wiring and provisioning processes, in which Verizon has aready conceded inaccuracies,
is riddled with even further inefficiencies.

The CO wiring and connection, or CO FRAME activities, represent the core activities
required to place a cross-connection between a Verizon cable pair and a CLEC UNE facility. 128
Verizon's time measurements for these processes, however, do not redistically reflect how

technicians efficiently operate and perform their tasks. Verizon has calculated 17.97 minutes for

the combined tasks of verifying the assignment and making the cross-connection. *?® In practice,

1281 Response to RR DTE-22.

1282 pesponse to RR DTE-22.

1283 Ty, 436, 1/16/02 (Peduto)

1284 Compare Ex. VZ-18, NRC Panel Surrebuttal, December 17, 2001, Ex. H with Ex. VZ 20, revised Ex. H
submitted on January 16, 2002.

1285 £y ATT-15, Walsh Surrebuttal at 26.

1286 £y vZ-20, Revised NRC Ex. G, C.O. Frame Activity, lines 8 and 11.
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atechnician will verify and make the connection as a single work activity. 2" Mr. Walsh, who
has observed thousands of connections being made on various types of frames, testified that the
combined verification cross-wire placement activity takes on average less than 2-1/2 minutes. 2%

Verizon's analysis of its CO FRAME service order retrieval processis another prime
example of overstated times. Verizon begins the CO FRAME provisioning process by listing
Task No. 3 “Retrieve FOMS/TIRK'S output (paper copy) and verify the information.”?8°
Verizon's stated time for thistask is 6.08 minutes. Given that technicians typically receive a
number of service orders at one time and verify their information together, Verizon fails to
account for the efficiencies created by such a process.***® According to Verizon, atechnician
receiving ten service orders would require over an hour to verify the order information. Asthe
first-hand observations of AT& T Witness Richard Walsh make clear, such atime estimate is
patently unreasonable. Mr. Walsh estimated that a technician receiving eight to ten orders would
require approximately twenty- five minutes to verify the information contained in all those
orders.**®! |n addition, because all the RCCC coordination time is unnecessary, al of the
corresponding time for the frame technician to communicate with the RCCC reflected in the CO
wiring component of the NRCs should be eliminated. 2%

Verizon's study aso combines various tasks that should be separated in order to
determine proper occurrence factors. For instance, CO FRAME Task No. 8 includes at |east
three different tasks — “ Confirm the assignment by verifying that the cable and pair assignment is

correct. Notify RCCC of any troubles and obtain new assignment.” If the cable and pair

assignment the technician encountersis correct, there is no need to notify the RCCC of any

1287 Ex. ATT-15, Walsh Surrebuttal at 30.

1288 Tr, 882-84, 1/18/02 (Walsh).

1289 gy \v7-15, NRC Workpapers, Tab 1, CO Frame Activity, line 3.
1290 gy ATT-15, Walsh Surrebuttal at 27.

1291 By ATT-15, Walsh Surrebuttal at 28.
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troubles or obtain a new assignment. Yet, Verizon included all of these activities in one task,
and provides a single occurrence factor for that task, even though some of these activities will
occur much less frequently than others. The result is that CLECs are charged for time that is not
likely to be actually incurred. Furthermore, Verizon's completion time of 9.44 minutes for Task
No. 8 is also a significant overstatement. As Mr. Walsh stated in prefiled testimony, Task No. 8
would simply involve a technician “walk[ing] over to the MDF [to] compare the information on
the order to the facilities on the frame.”*?®® Allotting nearly ten minutes for such an activity is
clearly unreasonable.

Finally, Verizon’'s last minute recognition that no CO wiring expense will be incurred in
33% of new UNE-P installations still fails to reflect reality. In fact, reusing inside plant for
UNE-P provisioning is now the industry standard because it is both economical and efficient, as
reflected in AT&T's NRC calculation. ?°* Indeed, Verizon does not include any CO wiring cost
in its disconnect calculation for the conversion UNE-P, thus tacitly acknowledging that those
existing connections will not be broken apart, even when service is disconnected.*?*® The
Department should require that NRCs for UNE-P reflect the efficient reuse of inside plant in all
circumstances, as done in the NRCs proposed by AT&T.

C. Connection and Disconnection Charges Should be Separ ately Assessed.

Verizon's attempt to impose an upfront charge for disconnection every time a CLEC
orders afacility should be rejected by the Department. While aggregated connect and disconnect
charges have a history of use in the retail environment, the CLEC market is very different.12%

CLECs are wholesale purchasers of large quantities of unbundled network elements — and the

(..continued)
1292 £y v7-15, NRC Workpapers, Tab 1, CO Frame Activity, lines 1, 5, 7, 8, 15 and 23.
1293 £y ATT-15, Walsh Surrebuttal at 30.
1294 Ex ATT-15, Walsh Surrebuttal, p. 22.
1295 Ty 543-44, 1/16/02 (Peduto and Meacham)
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NRCs imposed by Verizon should reflect this market redlity.*®” Verizon'sinsistence that
CLECs pay a disconnect charge at the time of ordering simply increases the sunk cost faced by
the CLEC, further raising the barrier to competitive entity. Verizon's proposal is particularly
inappropriate because even if the CLEC customer discontinues service from the CLEC at some
time in the future, the physical connection for that service may not actually be disconnected but
instead will be reused to benefit Verizon or another CLEC.*?%® Verizon admitted that, under that
circumstance, it will recover revenue under its proposed NRCs for costs it never incurs.’?*® The
Department should rgject Verizon's aggregated NRCs and adopt the approach used by AT&T in
its proposed NRCs, and endorsed by the Rhode Island and Connecticut Commissions, of
eliminating disconnection charges from the upfront NRC.***° Doing so makes fundamental
economic sense — and will help remove yet another barrier to competitive entry in the local
exchange market. %!

The rationale for charging individual retail customers a disconnect fee at the time of
service ordering is that such retail customers may be unable or unwilling to pay Verizon for
disconnect services at the time service is cancelled, particularly when service is cancelled
involuntarily, and the transaction costs would be too high for Verizon to recover such costs from
each such individual .**? This reasoning may be logical when applied to a multitude of small
retail customers. It isconceivable that tracking down many small retail customers for such

charges would be inefficient and at times difficult for an ILEC.

(..continued)

129 . ATT-14, Walsh Rebuttal at 36; Tr. at 855-56, 1/18/02 (Walsh).

1297 Ex. ATT-14, Walsh Rebuttal at 36; Tr. at 855-56, 1/18/02 (Walsh).

1298 Tr, 403-04, 1/16/02 (Stacy).

1299 11 689, 1/17/02 (Peduto).

1300 Rhode Island UNE Inputs Order at 66-67; January 5, 2000 Decision by the Connecticut Department of
Public Utility Control in Docket 98-09-01 requiring compliance with 2% fallout rate established in May 20, 1998
Decision in Docket 97-04-10 at 46.

1301 11 857, 1/18/02 (Walsh).

1302 Ex. Vz-18, Verizon NRC/DSL Panel Surrebuittal, at 56.
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This rationale does not apply to CLECs, however. CLECSs are corporate entities making
“huge volume”, wholesale purchases of UNE services.'**® They are fundamentally different
from retail customers who are typically making small, isolated service orders.'*** Unlike retail
customers, Verizon should have no difficulty tracking down corporate CLECs and collecting
from them in an efficient and cost-effective manner.*3%® Furthermore, CLECs are involved in a
long-term continuing business relationship with Verizon. 3% Such a relationship virtually
eliminates the possibility that a CLEC would simply walk away from disconnect charges. '3’

Verizon raises the specter of CLEC bankruptcy in an unavailing attempt to justify
imposing upfront disconnect charges in the UNE market.*®® The Verizon NRC Pand’s
contention in its surrebuttal testimony that CLEC bankruptcy has “happened relatively
frequently” was contradicted by its own hearing testimony. Indeed, the Verizon Panel members
testified at the January 17, 2002 evidentiary hearing that CLEC bankruptcy occurs “rarely” and
that they could not recall any CLEC in Massachusetts going bankrupt.*3%°

Verizon's proposed inclusion of disconnection costs with connection costs also violates
basic economic principles of cost causation. **'° Simply put — disconnect charges should be
imposed only if and when disconnect occurs. In fact, Verizon witness Michagl Peduto admitted
that upfront disconnect charges will, at times, result in Verizon recovering revenues for costs it
never incurs.'®! CLECs should not be forced to pay upfront for speculative disconnection costs

that may or may not ever happen. AT&T's proposed NRCs, which include separate connection

and disconnection NRCs reflect the appropriate rate structure. Verizon's effort to increase the

1303 11 855, 1/18/02 (Walsh).

1304 Ex . ATT-14, Walsh Rebuttal at 36.

1305 By ATT-14, Walsh Rebuttal at 36.

1306 £y ATT-14, Walsh Rebuttal at 36.

1307 Ex. ATT-14, Walsh Rebuttal at 36.

1308 £y V/z-18, Verizon NRC/DSL Panel Surrebuttal, at 56.

1309 1, 692-93, 1/17/02 (Peduto, Meacham).

1310 By ATT-14, Walsh Rebuttal at 36; Tr. 403, 01/16/02 (Stacy)
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barriers both to competitive entry by aggregating connection and disconnection costs into a

single up front charge should be rejected.

(..continued)
1811 Tr. 691, 1/17/02 (Peduto).
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VII. CONCLUSION.

AT&T respectfully urges the Department to adopt pro-competitive, forward- looking
UNE rates consistent with the analysis and detailed recommendations provided above, and to
require that Verizon's tariffs be made consistent with these conclusions including in the ways

also described above.

Respectfully submitted,

Jeffrey F. Jones
Kenneth W. Salinger
Laurie Gill

Jay E. Gruber

Kevin Prendergast

John Bennett

Katie Davenport
PALMER & DODGE LLP
111 Huntington Avenue
Boston, MA 02199-7613
(617) 239-0100

Mary E. Burgess

AT&T Communications of New England, Inc.
111 Washington Avenue

Albany, NY 12210-0000

(518) 463-3148

March 5, 2002

- 268 -



Addendum.

- 269 -



