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BEFORE THE
FLORIDA PUBLIC SERVICE COMMISSION

In re: Investigation into pricing of ) Docket No. 990649B-TP
unbundled network elements ) Filed May 28, 2002
)

VERIZON FLORIDA INC.’S POST-HEARING STATEMENT AND BRIEF

In accordance with Florida Administrative Code section 28.106.215, Commission Order
No. PSC-02-0568-PHO-TP, and Chairman Jaber’s instructions at the hearing in this docket,
Verizon Florida Inc. (“Verizon”), by and through its undersigned counsel, files its Post-Hearing
Statement and Brief.}

The Florida Public Service Commission’s (“Commission’) decision in this case will have
a significant impact on the type of competition that develops in Florida and on Verizon’s ability
to provide service and recover its costs. To encourage the development of efficient competition,
the Commission’s decision must provide accurate signals about Verizon’s forward-looking costs
of processing and provisioning unbundled network elements (“UNEs”). This necessarily
requires that UNE prices reflect, as accurately as possible within the constraints of the total
element long run incremental cost (“TELRIC”) standard,? the efficient, forward-looking costs
Verizon will incur in providing UNEs to alternative local exchange carriers (“ALECs™). Prices

set too far below Verizon’s costs will lead to an inefficiently high consumption of UNEs and will

L On May 24, 2002, the United States Court of Appeals for the District of Columbia Circuit vacated and

remanded the Federal Communications Commission’s (“FCC”) unbundling and line sharing rules (United States
Telecom Assoc., Inc. v. Federal Communications Comm’n, No. 00-1012 (May 24, 2002).) Verizon has not
addressed the effect of this ruling in its Post-Hearing Statement and Brief and reserves the right to do so at a future
date.

2

2 The U.S. Supreme Court recently affirmed the FCC's TELRIC standard. (Verizon Communications et al.
v. Federal Communications Commi’n, No. 00-511 (May 13, 2002).)



deter facilities-based competition, which is the ultimate objective of the Telecommunications Act
of 1996 (“1996 Act”) and should be the Commission’s goal as well.

The evidence submitted by the parties establishes that Verizon’s recurring and non-
recurring cost studies -- the only cost studies submitted in this case (Tr. at 640-42 (Trimble)) --
provide the best (and only) measure of the forward-looking costs of a real-world network in
Florida, while complying fully with the FCC’s TELRIC rules. (Tr. at 722-23, 830-33 (Tucek);
Tucek Depo. at 52.) The design, plant, and technology chosen for the forward-looking network
underlying Verizon’s Integrated Cost Model (“ICM”) reflects the judgments and assessments of
Verizon engineers and cost analysts concerning the most efficient, least-cost approach that
actually could be used in the real world to achieve a forward-looking, TELRIC-compliant
evolution of Verizon’s network. Nevertheless, [ICM-FL models the network as if it is built all at
once, and thus assumes economies of scope and scale that cannot be realized in the real world.
Accordingly, the cost estimates produced by ICM-FL are a lower bound of Verizon's forward-
looking costs. (Tr. at 731-33, 752-54, 830-31 (Tucek).)

In addition, ICM-FL is open and fully auditable. (Tr. at 768-69 (Tucek).) ICM-FL is
written in Delphi Pascal -- a commercially-available and commonly-used programming language
-- and nearly all of its inputs are user-adjustable. (Tr. at 768-72, 831-33, 902-905 (Tucek).) The
ALECs’ claims to the contrary speak more to the limited capabilities of their outside consultants
than to any alleged failings in ICM-FL. Not only were the analyses conducted by the ALECs’
consultants admittedly circumscribed, their consultants lacked the necessary cost modeling
proficiency to analyze Verizon’s cost studies in the desired manner.2 (Ankum 3/15/02 Depo. at

15 (acknowledging that he was asked to focus only on a subset of rate elements), 24-25

2 Thus is curious given that. in other state UNE proceedings -- as in the BellSouth phase of this docket -- the

ALECs retained consultants who possessed the cost modeling and programming experience necessary to analyze
Venzon's cost studies. (See Tr. at 900-02 (Tucek). 1276-80 (Ankum); VZ Hearing Ex. 63 (PA UNE Transcript).)
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(admitting that he 1s not proficient in the Delphi programming language); Morrison Depo. at 38-
39,42-44.) As AT&T and WorldCom’s cost model consultant in the BellSouth phase of this
docket, Mr. Pitkin, previously testified, the experience Dr. Ankum lacks is “commonplace in
[cost] modeling.” (VZ Hearing Ex. 63 at 448 (PA UNE Transcript).)

Moreover, Dr. Ankum is simply wrong in contending that code-based cost models such
as ICM-FL are inappropriate for establishing UNE rates because they are not sufficiently
“flexible to allow model auditing and inputting of different assumptions in order to compare
various possible outcome scenarios.” (Tr. at 1173 (Ankum).) The use of code-based cost models
is prevalent in the industry. (Tr. at 832-33 (Tucek).) Indeed, AT&T and WorldCom have
sponsored the FCC’s code-based federal universal service cost model (the so-called “Synthesis
Model”) in numerous state universal service and UNE proceedings.‘—l While Dr. Ankum would
prefer that cost models be Excel-based to accommodate his lack of programming proficiency, the
FCC in designing the code-based Synthesis Model, and AT&T and WorldCom in sponsoring it,
acknowledge there is no such requirement.—5

In short, AT&T, WorldCom, and various other ALECs have one goal in this docket: to
reduce Verizon’s UNE rates in order to subsidize their entry into, or increase their share of, the

local exchange market in Florida. Rather than sponsor an alternative cost model as they have in

i Tr. at 832-33 (Tucek); Docket No. R-00016683, Direct Testimony of Brian F. Pitkin (Penn. PUC Dec. 7,
2001); CC Docket Nos. 00-218, -249, -251, Direct Testimony of Brian F. Pitkin (FCC July 31, 2001); Case No.
8879, Direct Testimony of Brian F. Pukin (MD PSC May 25, 2001); Case No. 8745, Direct Testimony of Brian F.
Pitkin (MD PSC Mar. 23, 2001).

3 To make the Synthesis Model “UNE-compliant,” AT&T and WorldCom cost model consultant Mr. Pitkin
re-wrote portions of the model’s uncompiled code, and then recompiled the modified program. (VZ Hearing Ex. 63
at 449 (PA UNE Transcript).) He accomplished this task despite the fact that, unlike ICM-FL, the version of the
Synthesis Model modified by Mr. Pitkin, and sponsored by AT&T and WorldCom, is written in Turbo Pascal -- the
predecessor to Delphi Pascal -- an obsolete programming language that is no longer commercially available in the
United States. (Tr. at 1281-82 (Ankum), VZ Hearing Ex. 64 (Borland Webpage).)



other jurisdictions,g the ALECs attempt to slash Venzon’s UNE rates by three equally flawed
methods: (1) advocating the adoption of the rates and methodologies established for BellSouth
in the previous phase of this docket; (2) making unsubstantiated modifications to Verizon’s cost
studies, often based on decisions made by other state regulatory commissions; and (3) proposing
unrealistic and impossible assumptions concerning fill factors and network design.

For example, Dr. Ford proffers a misguided comparative cost analysis based on the
estimates produced by an outdated and error-ridden version of the FCC’s Synthesis Model to
support his contention that Verizon’s UNE rates should be no greater than those adopted by the
Commission for BellSouth.? (Tr. at 287-90 (Ford); Ford Depo. at 30-31.) Dr. Ford’s analysis is
fundamentally flawed and must be rejected. The FCC has never used, nor condoned the use of,
the Synthesis Model to identify the relative cost differences between two ILECs operating in the
same state.® Moreover, the Synthesis Model’s numerous platform flaws and use of generic,
nationwide average input values render it incapable of accounting for the differences in costs
incurred by two carriers operating two real -- yet very different -- networks in a particular state.”?

The cost model critique and UNE rate recommendations proffered by Dr. Ankum and

Mr. Morrison are equally unsound. They erroneously suggest that this Commission should set

& In addition to the modified Synthesis Model, AT&T and WorldCom continue to sponsor the HAI Model to

estimate Verizon’s cost of providing UNEs in other states. (D.T.E. 01-20, HAI Model, Release 5.2a-MA
(Massachusetts D.T.E. May 8, 2001); see also Ankum 3/15/02 Depo. at 69-70.)

! Despite Dr. Ford’s repeated attempts to provide an accurate and up-to-date analysis, and notwithstanding

his claims to the contrary, he persists in using the outdated January 2000 version of the Synthesis Model. (Tr. at
497-98 (Murphy/Tardiff); see also Ford Depo. at 41-42.)

8 Tr. at 475-76 (Murphy/Tardiff) (noting that, outside the federal universal service context, the FCC has only

used the Synthesis Model in the context of Section 271 proceedings to compare the rates of the same ILEC operating
in two different states, and then only when the state regulatory commission did not apply TELRIC, or did so
improperly).

2 Tr at 489-90 (Murphy/Tardiff) (noting that the FCC has repeatedly and unequivocally stated that the

Synthesis Model is incapable of accurately estimating the costs of a particular carrier 1 a particular state), 492, 494-
95.)



rates based on those adopted for different companies by state regulatory commissions in other
jurisdictions. (Tr. at 1159-61 (Ankum); Tr. at 1307-08 (Morrison).) The ALECs’ witnesses’
flawed analyses and theoretical musings are not the kind of competent and substantial evidence
upon which the Commission’s decision must be based. This docket is intended to identify
Verizon’s forward-looking costs of providing UNEs ir Florida. Rates adopted by other
regulatory commissions -- often times the results of regulatory gives-and-takes -- provide no
useful basis for evaluating Verizon’s proposed UNE rates. Dr. Ankum’s and Mr. Morrison’s
numerous recommendations concerning various model inputs and methodologies are equally
unsound and often inconsistent with one another. For these and other reasons discussed herein
and throughout the course of this docket, the Commission should rely on Verizon’s cost studies
and its company-specific inputs in establishing Verizon’s UNE rates.

VERIZON’S SPECIFIC POSITIONS

Issue 1: What factors should the Commission consider in establishing rates and charges
for UNEs (including deaveraged UNEs and UNE combinations)?

Verizon’s Position: * Verizon’s rates must reflect Verizon’s costs of provisioning UNEs,
including a reasonable share of its common costs. If the Commission orders further
deaveraging, UNE costs should be calculated at a wire center level. UNE rates must not
undermine universal service goals or efficient competition. *

A number of important considerations should guide the establishment of Verizon’s UNE
rates. First and foremost, Verizon’s UNE rates should reflect, to the maximum extent possible,
Verizon’s TELRIC of provisioning UNEs in Florida. In addition, and consistent with the FCC’s
pricing rules, Verizon’s UNE rates must reflect a reasonable allocation of Verizon’s forward-
looking common costs. The Commission should also take care to ensure that the UNE rates
adopted preserve and advance universal service and promote efficient competitive entry into

Florida’s local exchange market. Finally, the rates established for other ILECs in Florida and



elsewhere, as well as the financial position of the ALEC industry, are irrelevant to the
determination of Verizon’s UNE rates.

A. UNE Rates Must Reflect Verizon’s Forward-Looking, Long Run Costs of
Providing UNEs in Florida.

Consistent with the FCC’s TELRIC standard, UNE rates should be based, to the
maximum extent possible, on the rational choices that Verizon would make, acting efficiently
over the long run. In addition, UNE rates and charges should reflect cost causation principles,
the opportunity for cost recovery, and ease of admintstration. Verizon’s use of ICM-FL to set
UNE rates satisfies all of these criteria.

ICM-FL is designed to comply with the most economically appropriate interpretation of
TELRIC. ICM-FL “reconstructs” Verizon’s network with a forward-looking technology mix
and assumes network characteristics and inputs that reflect the most efficient possible operation
of that network, given TELRIC constraints and the technological and demand uncertainties a
real-world carrier must face. Even the ALECs’ own witness admits that this is the proper
approach:

[Tlhe real world network places a constraint on the costing
exercise, the constraint being that . . . it should result in a
functioning network, the technologies that you chose should be
available on the market and not be some pie-in-the-sky technology,
and you should be able to obtain vendor prices for it so that you
can actually determine what your investment costs are . . . It’s not
that the [real network and the modeled network] live in separate
universes. Very much the TELRIC exercise draws very heavily on
what’s being done in the real world. (Ankum 3/15/02 Depo. at 61-
62.)

Nevertheless, the ALECs’ proposals are flatly inconsistent with these principles. In the
ALECs’ view, TELRIC requires the Commission to assume a hypothetical network completely

divorced from reality. This fantasy network reflects unrealistic fill factors, ignores the impact of

discrete sizes for network components, assumes technologies that do not exist (e.g., unbundling



from an integrated digital loop carrier (“IDLC”)), and is based upon the wholesale replacement
of a majority of Verizon’s switches. This hypothetical “scorched-node” approach bears no
resemblance to Verizon’s network or the network any carrier would build in Florida. (Tr. at 747-
51 (Tucek).) In the real world, an economically rational carrier must take into account the fact
that future changes in technology or demand could render investments -- even for the
deployment of the most up-to-the-moment technology -- obsolete sooner than anticipated. (Tr. at
731 (Tucek).) Accordingly, carriers minimize costs over the long run through incremental
changes and investments, taking appropriate account of existing facilities. Thus, an efficient
carrier is likely to employ a number of technologies of differing vintages and charactenistics at
any given point in time.

B. UNE Rates Must Reflect a Reasonable Share of Common Costs.

The FCC’s pricing rules require UNE rates to be based solely on TELRIC, plus a portion
of forward-looking common costs. (47 C.F.R. § 51.505(c)(2)(B); Tr. at 557, 640 (Trimble).)
Verizon allocates common costs to UNEs using a fixed common cost allocator, which is
computed by dividing common costs by total direct costs (i.e., the sum of all direct costs for all
UNESs that would be needed by ALECs to serve all existing customers).lg (Tr. at 579-81, 629-30
(Trimble); VZ Hearing Ex. 46 at DBT-1; Trimble/Dye Depo. at 59.) The FCC has determined

that the fixed common cost allocator approach is reasonable. !t

lo Contrary to the ALEC’s contentions, Verizon did notr compute two separate common cost recovery factors.

The computation of the percentage in Mr. Trimble’s Attachment Q was for informational purposes only and was
intended to show the relationship between Verizon’s total common costs and its total regulated revenues. (Tr. at 629
(Trimble).)

u Implementation of the Local Competition Provisions in the Telecommunications Act of 1996, First Report

and Order, 11 FCC Red 15499 (1996) Local Competition Order at { 696 (*Local Competition Order™); Tr. at 708-
09 (Trimble). As Mr. Trimble testified, although the FCC indicated that other methodologies may also be
reasonable, to his knowledge, state commissions have relied exclusively on the fixed common cost allocator
approach. (Tr. at 708-09.)



The common cost allocator is designed to allow Verizon an opportunity (albeit an
unlikely one) to recover its total costs (i.e., its total direct costs + total common costs) through
the prices created when direct costs are marked up.l—3 (Tr. at 630 (Trimble).) As such, the direct
costs, upon which the common cost allocator is based, include the direct costs for only those
UNE:s that Verizon intends to mark up -- Verizon does not intend to mark up non-recurring costs
(“NRCs™), and thus the direct costs for NRCs are not included in the calculation. (Tr. at 580,
648 (Trimble), 860 (Tucek).) Mr. Fischer’s suggestion that the fixed allocator should be based
on total common costs divided by total revenues (as opposed to dividing by total direct costs)
would significantly understate Verizon’s total costs and deny Verizon the opportunity to recover
its forward-looking costs (let alone its true costs).l; (Tr. at 630, 649 (Trimble).) Because
revenues necessarily include common costs, application of Mr. Fischer’s revenue-based allocator
would result in an under-recovery of Verizon’s common costs due to the inconsistency between
the denominator of Mr. Fischer’s revenue-based allocator and the direct costs to which it would
be applied.

Verizon uses this common cost allocator to establish a statewide uniform dollar amount
of recovery for common costs, and applies it to specific deaveraged UNEs regardless of the
geographic zone in which the UNEs are sold. (Tr. at 584-85 (Trimble).) Absent such an
approach, the fixed allocator process would assign an unusually large amount of common costs
to high-cost rural areas and a small absolute amount to low-cost urban areas when geographic

deaveraging is implemented. To ensure an equitable distribution of common cost recovery,

i Verizon notes, however, that the fixed allocator approach, while reflecting the UNEs" underlying long run

characteristics., does not necessarily reflect a company’s total actual costs because of the various assumptions
underlying TELRIC. (Tr. at 564 (Trimble).}

B Despite the ALECs’ repeated attempts to prove otherwise, Verizon has never used total common costs

divided by total revenues to determine the fixed allocator. (Tr. at 650-56 (Trimble).)



Verizon assigns an equal, absolute dollar amount to each geographically deaveraged UNE. (Tr.
at 585 (Trimble).)

The ALECs’ objections to Verizon’s use of a uniform amount of common costs across
deaveraged zones are baseless and designed solely to enhance their ability to cream skim
Verizon’s profits from a few, select customers while ignoring the rest of Verizon’s serving area.
(Tr. at 631 (Trimble).) Common costs -- as the name implies -- cannot be attributed to any
specific service or product, let alone any specific geographic area. (Tr. at 631, 642 (Trimble)
(“common costs do not vary by geography”).) Geographic areas that require higher investment
costs will not incur higher common costs. (Tr. at 631-32 (Trimble).) For example, a UNE loop
in a more costly serving area will not require more of a human resources employee’s time than a
UNE loop in a less costly area. (Tr. at 631, 642 (Trimble).) Thus, the ALECs’ proposal is just
an attempt to create undue price distortions and exploit them for their own benefit. (Tr. at 633-
34 (Trimble).)

The ALECs’ opposition to Verizon’s inclusion of external relations and legal costs in the
calculation of the common cost factor is equally unavailing. (Tr. at 537-38 (Fischer).) Verizon
is entitled to structure in its UNE rates to recover all of the forward-looking costs associated with
its provision of UNEs. (Tr. at 634-36 (Trimble).) As Mr. Trimble testified, *“it would not be
reasonable to take [the forward-looking legal and external affairs expenses associated with
wholesale services] and ask the retail ratepayers to cover those costs.” (Tr. at 673 (emphasis
added).) Moreover, the 1996 Act explicitly states that UNE rates are to be just and reasonable,
and may include a reasonable profit.™* Verizon cannot realize a profit until it recovers all of the

forward-looking costs associated with its provision of UNEs, including external relations and

u 47 U.S.C. § 252(d)(1)(A).



legal costs. (Tr. at 634-36, 660-61 (Trimble).) Indeed, under the FCC’s pricing rules, the only
costs explicitly excluded from a company’s forward-looking costs are embedded costs, retail
costs, opportunity costs, and revenues to subsidize other services.'” Notably absent from this list
are external relations and legal costs. Thus, lacking any legal or rational foundation, the ALECs’
recommendation must be rejected.

C. UNE Rates Should Promote Universal Service and Encourage Fair and
Efficient Competition.

UNE rates are inextricably linked to the preservation and advancement of universal
service and the development of fair and efficient competition. (Tr. at 566 (Trimble).) In order to
sustain and promote these important policy objectives, Verizon’s UNE rates must not be
deaveraged unless and until Verizon’s retail rates are deaveraged. (Tr. at 558-60 (Trimble).) To
do otherwise would result in a number of perverse incentives. Specifically, deaveraging
Verizon’s UNE rates in isolation would give the ALECs an even greater incentive to pursue low-
cost urban customers, while ignoring high-cost rural ones. (Tr. at 558 (Trimble).) The universal
service support provided by low-cost customers is already in jeopardy without deaveraged rates.
(Tr. at 558-60 (Trimble).) Further reducing the ALECs’ costs of serving low-cost, and highly
profitable, customers, while raising the costs of serving rural customers, would only exacerbate
the existing strains on universal service. (Tr. at 558-60 (Trimble).) In short, deaveraging
Verizon’s UNE rates without deaveraging Verizon’s retail rates would result in an environment
of haves (low-cost urban customers) and have nots (high-cost rural customers). The ALECs
have already made clear that they do not intend to serve rural customers (Tr. at 560 (Trimble)) --

they should not be permitted to undermine further the support Verizon will need to do so.

= See 47 C.F.R. at §§ 51.505(b), 51.505(c)(2¥(B); Tr. at 635 (Trimble).
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Moreover, deaveraging UNE rates without deaveraging retail rates results in a
misallocation of market resources and is antithetical to the establishment and advancement of
facilities-based competition in the state. The ALECs are already engaged in deaveraged
facilities-based competition, targeting the low-cost, high-value customers in Verizon’s most
dense serving areas and ignoring (because they can) the high-cost, less desirable rural customers.
(Tr. at 560 (Trimble).) If UNE rates are deaveraged, but retail rates are not, the ALECs would
exploit this arbitrage opportunity by purchasing discounted, deaveraged UNEs from Verizon and
selling them at rates that are lower than Verizon’s averaged, retail rates. In the end, Verizon
would be left holding the bag -- obligated to serve high-cost customers at discounted prices, yet
unable to counter the ALECs’ inevitable cream-skimming of Verizon’s low-cost customers.
Verizon’s ability to recover its total costs would necessarily be destroyed. (Tr. at 563 (Trimble).)

D. The Rates Established for Other ILECs Are Irrelevant To The Commission’s
Determination Of Appropriate UNE Rates for Verizon.

The UNE rates set for Verizon must be based on Verizon’s forward-looking costs of
operating in Florida -- and not the rates set for other companies operating in Florida, let alone
other companies operating in other states. (Trimble/Dye Depo. at 21-22; Tr. at 618-20
(Trimble); 47 U.S.C. § 252(d)(1)(A).) Thus, it is absurd to suggest, as the ALECs do, that the
rates adopted for other ILECs are somehow relevant to the Commission’s determination of
Verizon’s UNE rates. (Tr. at 618-20 (Trimble).) The rates established for other ILECs --

whether operating in Florida or not -- have absolutely no bearing on Verizon’s TELRICs.!¢

18 As the FCC recognized “[t]he Act contemplates the states independently setting rates based on federally

established guidelines. It is important to recognize both that costs may vary between states and that state
commussions may reach different reasonable decisions on matters in dispute while correctly applying TELRIC
principles.” (CC Docket No. 02-35, Memorandum Opinion and Order, FCC 02-147 (FCC rel. May 15, 2001) at § 24
(“Georgia/Louisiana § 271 Order.”)
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Moreover, comparing one company’s rates against another’s is a futile exercise because
the costs included in one company’s rates will not likely match the costs included in another
company’s rates, and it is unlikely that the two companies will combine activities and processes
in an identical manner. For example, at the hearing, AT&T attempted, unsuccessfully, to
compare Verizon’s cost of a DS-1 loop with the DS-1 loop rate the Commission ordered for
BeliSouth. (Tr. at 1102-08.) As Mr. Dye and Mr. Richter explained, this comparison is
meaningless given the companies’ different rate structures. (Tr. at 1105-11, 1142.) Among
other things, BellSouth includes disconnect charges as a separate rate element (i.e., they are not
reflected in its overall loop rates), whereas Verizon does not separate out those charges (i.e., they
are incorporated in its overall loop rates). (Tr. at 1106-12 (Dye).) Thus, AT&T is making the
classic apples-to-oranges comparison. (Tr. at 1106-1112 (Dye); Richter Depo. at 64-65; see also
Tr. at 618-21 (Trimble) (noting that among other things BellSouth’s UNE rates reflect the costs
associated with entirely different provisioning, ordering and billing systems).)

Indeed, relying upon rates from other states, for other companies, is also dangerous as
UNE rates not only reflect vastly different serving areas and operating constraints, but often are
the product of negotiated agreements or unique political concerns. For example, as Mr. Tucek
explained, the rates established for Verizon New York -- which Dr. Ankum erroneously attempts
to use as a benchmark for Verizon’s UNE rates -- “are not reflective of Verizon New York’s
costs . . . They were ordered by the [New York Public Service] Commission. [Verizon] agreed
not to challenge [the Commission-ordered rates] in order to get rate rebalancing. So they are
very much a product of a political process.” (Tr. at 840; see also Tr. at 619-20 (Trimble) (noting

that the New York Commission allowed local rate increases in conjunction with adoption of new
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UNE rates); Trimble/Dye Depo. at 22.) As such, it is meaningless to compare the UNE rates
proposed by Verizon with such artificial and unrealistic results.

E. The Capitalized Worth of the ALEC Industry Is Irrelevant To The
Commission’s Determination of Appropriate UNE Rates for Verizon.

The financial state of the ALEC industry is equally irrelevant to the determination of
appropriate UNE rates for Verizon. The ALEC’s witnesses erroneously assert that the “troubled
state” of the competitive telecommunications industry requires the adoption of below-cost UNE
rates. (Tr. at 1150-51, 1166-72 (Ankum); see also Tr. at 243-44, 249, 252-53, 256 (Wood);
Ankum 3/15/02 Depo. at 87-88.) This proposal is meritless on both legal and policy grounds.
UNE rates are not to blame for the ALECs’ financial problems. (Tr. at 613-14, 616-17
(Trimble).) When the ALECs entered the local telecommunications market, they were well
aware of Verizon’s existing UNE rates and the tariffed retail rates for Verizon’s services. (Tr. at
617 (Trimble).) Poor business decisions, mismanagement, and erroneous predictions are the root
of the ALECs’ financial difficulties. (Tr. at 616-17 (Trimble); see also Tr. at 407-09 (Vander
Weide).) There is no reason to make Verizon and its shareholders finance the ALECs’
mistakes. !

As the Commission is well aware, the 1996 Act and the FCC’s rules require UNE rates to
be based on cost and be nondiscriminatory.'LS The ALECs’ unabashed pleas for corporate
welfare violate both of these principles. (Tr. at 618 (Trimble).) First, the rock-bottom UNE
prices advocated by the ALECs bear absolutely no relationship to Verizon’s TELRICs of
providing UNEs in Florida. For example, the ALECs proposed average loop rate for Zone 1 is

approximately $/0.00 less than the average Zone 1 loop rate they agreed to just two and a half

ﬂ Dr. Ankum is not even sure that the companies he alleges are in need of the Commission’s assistance have

operations in Florida. (Ankum 3/15/02 Depo. at 85-86.)
18 47 U.S.C. § 252(d)(1)(A); 47 CF.R. § 51.503.

13



years ago, which was based on Commission-ordered rates. (ALEC Hearing Ex. 43 at GID-2; Tr.
at 664-65 (Trimble).) Moreover, the preferential treatment and subsidized entry the ALECs so
desperately seek violates the FCC’s prohibition on favoritism among carriers. The 1996 Act
sought to make competition possible -- it in no way guaranteed that competitors would survive,
let alone flourish. (Tr. at 618 (Trimble) (noting that “[t]hat Commission’s interest is in
protecting competition, not particular competitors”) (emphasis added); 47 U.S.C. §§ 251, 252.)
Perhaps most important, forcing Verizon to sell UNEs below cost is directly contrary to
Congress’ goal of promoting facilities-based competition. (Tr. at 618 (Trimble) (noting that
there is no legal or policy reason supporting the fire sale UNE rates the ALECs seek.) It would
not be economical or rational for the ALECs to build their own facilities when they can purchase
UNESs from Verizon at below-cost rates. Thus, the witnesses’ assertions that the Commission
should consider information about certain ALECs’ financial troubles in setting UNE rates for
Verizon must be dismissed as empty rhetoric intended to improperly influence the Commission’s

pricing decisions. (Tr. at 616 (Trimble).)

Issue 2(a):  What is the appropriate methodology to deaverage UNEs and what is the
appropriate rate structure for deaveraged UNEs?

Verizon’s Position: * To encourage widespread competition, the Commission should not
deaverage UNE rates further until retail rates can also be deaveraged. In the alternative,
the Commission should accept Verizon’s three-zone deaveraging proposal set forth in Mr,
Trimble’s Direct Testimony. *

To resolve this issue, the ALEC Coalition has proposed the following stipulation: “[a]ll
loops, subloops, and UNE combinations containing loops or subloops should be deaveraged
according to Verizon’s deaveraging proposal identified in Exhibit DBT-3 attached to witness

Trimble’s prefiled direct testimony.” Verizon and the parties have agreed to this proposal and

2 Docket No. 990649B-TP, Order No. PSC-02-0568-PHO-TP (April 25, 2002) at 72.
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are endeavoring to draft a mutually agreeable stipulation. The following argument is offered in
the event no stipulation is reached.

A. A Single Rate Should Be Established for Verizon or, in the Alternative,
Three Cost-Based Zones for Verizon’s Serving Area Should Be Adopted.

The appropriate methodology for deaveraging UNE:s is to establish a single rate for
Verizon to accompany the rates already established for BellSouth and Sprint. (Tr. at 565, 667
(Trimble).) In doing so, the three rates would appropriately reflect the different cost
characteristics and operational realities of the three carriers and be compliant with the FCC’s
requirement that UNE rates be deaveraged into at least three zones per state. (Tr. at 565-66
(Trimble); see also 47 C.F.R. § 51.507(f).) Contrary to the ALECs’ contentions, the
Commission is under no legal requirement to deaverage each company’s UNE rates into at least
three zones.22 Moreover, by establishing separate rates for Verizon, BellSouth and Sprint,
wholesale UNE rates would exhibit a more rational relationship to retail rates, thereby reducing
the unfair and anti-competitive rate arbitrage engaged in by the ALECs. (Tr. at 565 (Trimble).)

Not as advantageous from a policy standpoint, but an acceptable alternative, would be to
establish three cost-based zones for Verizon’s serving area and establish a single UNE price for
each zone. (Tr. at 566-67 (Trimble).) In developing these three zones, the Commission should:
(1) calculate the average costs for UNEs at a wire center level, (2) identify those UNEs that have
material cost differences between wire centers, and (3) group each wire center into one of the
three cost-based zones. (Tr. at 566 (Trimble).) These three zones would be based upon whether

the wire centers’ costs are (a) below the statewide average, (b) above the statewide average, but

2 Tr. at 622 (Trimble); see also Petitions for Waiver of the Section 51.507(f) UNE Deaveraging
Requirement, Order, 15 FCC Red 23353 (2000} at § 15 (“the FCC has never ruled that states must create company-
specific zones for each carrier in the state. but only that the state commisston must have at least three deaveraged
rate zones in total™).

15



below 200 percent of the statewide average, or (c) above 200 percent of the statewide average.
(Tr. at 626-27 (Trimble); VZ Hearing Ex. 46 at DBT-3.)

Despite the ALECs’ contentions (Tr. at 520 (Fischer)), Verizon’s alternative deaveraging
methodology does not result in “overly averaged” UNE rates. To the contrary, Verizon’s
deaveraging methodology produces a much smailer amount of total variation than the ALECs’
proposal. (Tr. at 627 (Trimble).) Moreover, the ALECs incorrectly assert that Verizon’s
proposal produces rates unrelated to Verizon’s costs of providing the relevant UNEs. To the
contrary, Verizon’s deaveraged rate proposal produces rates that are directly related to the
average cost of provisioning the service to all the customers in a given zone. (Tr. at 627
(Trimble).) The ALECs’ assertion that Verizon’s deaveraged UNE rates are “overly averaged”
only makes sense if an ALEC intends to selectively target customers, and thus is focused on
whether the UNE rates for a particular zone or geographic area are higher or lower than the costs
of providing service to those customers. (Tr. at 627, 707 (Trimble) (noting that, if the ALECs
intended to serve every customer and engage in statewide competition, there would be no
difference in the ALECs’ total costs for UNEs whether they are charged deaveraged loop rates or
a statewide average rate).)

B. The ALEC Coalition’s Deaveraging Proposal Would Encourage Uneconomic
Rate Arbitrage.

Contrary to the ALEC’s assertions, deaveraging UNE rates will not improve the
efficiency of Verizon’s network or promote competition in Florida. True efficiency in the
marketplace will only occur when Verizon’s retail rates are aligned with its UNE rates, and both
reflect the underlying cost realities in a given area. (Tr. at 623-24 (Trimble).) Deaveraging
wholesale UNE rates without deaveraging retail rates would only exacerbate the unfair and

uneconomic arbitrage currently existing in Verizon’s rate structures (Tr. at 623 (Trimble})), and
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would benefit the ALECs financially without any corresponding advantages for Florida
consumers. (Tr. at 624 (Trimble).)

An examination of the ALECs’ specific proposal demonstrates its self-serving nature.
The ALECs propose that eight zones be established for Verizon, with only one wire center in the
lowest cost zone and /8 wire centers in the 4 highest cost zones. (ALEC Hearing Ex. 44 at
WRF-2; Tr. at 624-25 (Trimble).) Alternatively, the ALECs propose collapsing the eight zones
into three, with five of the highest cost zones incorporated into Zone 3. (Tr. at 518, 520-21
(Fischer); ALEC Hearing Ex. 44 at WRF-2, WRF-5.) The ALECs’ proposal highlights their
intent: to ensure low-priced UNEs in the only areas they intend to serve -- the low cost areas that

have the most profit potential. (Tr. at 634 (Trimble).)

Issue 2(b):  For which of the following UNEs should the Commission set deaveraged
rates: (1) loops (all); (2) local switching; (3) interoffice transport (dedicated and shared);
(4) other (including combinations)?

Verizon’s Position: * All parties agree that only 2-wire, 4-wire and DS-1 loops (including
subloops), and any combinations including such loops, should be considered for
deaveraging. *

If the Commission determines that it should further deaverage UNE rates, it should only
deaverage those that vary significantly across geographic locations. (Tr. at 569 (Trimble).)
Verizon proposes -- and all parties apparently agree -- that only the recurring rates for the local
loop should be considered for deaveraging because only loop UNEs exhibit material cost
differences between geographic areas. (Tr. at 567 (Trimble).) Switching costs do not exhibit the
significant cost variations properly associated with deaveraged rates; and, regardless, the cost
variations (to the extent there are any) are based more on call set up and call duration
characteristics as opposed to any geographic disparities. (Tr. at 567-68 (Trimble).) The costs

associated with interoffice transport already reflect distance, traffic and volume characteristics,
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effectively resulting in deaveraged rates for those UNEs. (Tr. at 568 (Trimble).) Notably, in the
BellSouth phase of this docket, the parties and Staff recommended, and the Commission

adopted, deaveraged rates for only loop UNEs and combinations that include such loops.g

Issue 3(a):  What are xDSL-capable loops?

Verizon’s Position: * An xDSL-capable loop is a basic copper 2-wire or 4-wire UNE loop
with electrical characteristics that allow for transmission of xDSL-based technology
signals. *

An xDSL-capable loop is a basic copper 2-wire or 4-wire UNE loop that possesses the
electrical characteristics that allow for the transmission of xDSL-based technology signals. (Tr.
at 630 (Trimble).) The primary considerations in determining whether a UNE loop is capable of
transmitting XxDSL services are (1) the length of the loop, (2) the gauge of copper that makes up
the loop, and (3) the existence of load coils or bridged taps, which are necessary for the efficient
provision of voice-grade service. (Tr. at 570 (Trimble).) Currently, an xXDSL-capable loop

would not include loops served by digital loop carrier (“DLC™).2 (Trimble/Dye Depo. at 15.)

Issue 3(b):  Should a cost study for xDSL-capable loops make distinctions based on loop
length and/or the particular DSL technology to be deployed?

Verizon’s Position: * No. A loop is a loop; charges for xDSL-capable loops should not
change based on loop length or the DSL technology used on the loop. If they did, the result
will be arbitrage and administrative chaos. *

Verizon proposes -- and no party to this docket has disagreed -- that the charges for an
xDSL-capable loop should not be based upon the length of the loop and/or the particular DSL

technology an ALEC intends to put on the loop. Loops are loops, and should be priced as such.

2 Docket No. 990649-TP, Order No. PSC-01-1181-FOF-TP (May 25, 2001) at 36 (“BellSouth Order”).
2 While some fiber-fed next generation digital loop carrier ("NGDLC”) vendors have developed plug-in
cards that can be used at the DLC location to provision xXDSL service to customers, these plug-ins are not readily
available and are still very much in the trial stage. (Trimble/Dye Depo. at 15.) Until such time as these plug-in
cards are readily available and technicaily viable, it would be premature and indeed inappropriate to model these
plug-in cards in ICM-FL.
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(Tr. at 570-71 (Trimble).) To assume otherwise would only create unjust opportunities for
arbitrage, not to mention administrative chaos, as loop prices would essentially be deaveraged
based upon either the length of the loop or the types of technologies a specific loop can
accommodate. (Tr. at 571 (Trimble); Trimble/Dye Depo. at 19-20.) Indeed, if wholesale UNE
rates are deaveraged based upon loop length or the specific DSL technology that a loop will
support, then retail rates (including any universal service support) would also need to be based
upon loop lengths or technology to avoid additional arbitrage opportunities and uneconomic and
inefficient rate structures. (Tr. at 573 (Trimble).) Moreover, basing UNE loop prices on loop
lengths or DSL technology characteristics would be inconsistent with the FCC’s rules, which
require geographically deaveraged rate zones, not rate zones deaveraged based on loop length or

the DSL technology the loop will support.2

Issue 4: Which subloop elements, if any, should be unbundled in this proceeding, and
how should prices be set? How should access to such subloop elements be provided, and
how should prices be set?

Verizon’s Position: * Intrabuilding house and riser cable and feeder, distribution and
drop for 2-wire and 4-wire loops are the only subloop elements that should be considered
for unbundling. The Commission should adopt the subloop prices Mr. Trimble proposes.
The nature of access to subloops depends on the operational characteristics of the
interconnecting ALEC. *

Verizon proposes to unbundle four separate subloop elements -- feeder, distribution and
drop, for both 2-wire and 4-wire loops, as well as intrabuilding house and riser cable. (Tr. at 574
(Trimble); Trimble/Dye Depo. at 33-34.) For dark fiber loops, Verizon proposes to unbundle
only the feeder and distribution subloop elements. (Tr. at 575-76 (Trimble).) This proposal is

consistent with the FCC’s decisions and definitions,** and immportantly, no ALEC “has requested

2 47 C.F.R. § 51.507(); Tr. at 572 (Trimble); Trimble/Dye Depo. at 20-21.

5

= Implementation of the Local Competition Provisions of the Telecommunications Act of 1996, Third Report
and Order and Fourth Further Notice of Proposed Rulemaking, 15 FCC Red. 3696, 3789-90 (1999) (“UNE Remand
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or stated any issues with the level of subloops that [Verizon has] developed.” (Trimble/Dye
Depo. at 37.)

The recurring rates for these subloop elements, which are consistent with TELRIC
principles, were proposed by Mr. Trimble. (Tr. at 575-76 (Trimble); Trimble/Dye Depo. at 9-
10.) However, the ability to access subloop elements depends largely on the characteristics and
operations of the requesting ALEC. The ALEC must pre-position, or otherwise establish a point
of connection, at the point(s) where access to the subloop is requested. The ALEC must also
collocate at the Verizon central office where the main distribution frame (“MDF”) is located and
establish a point of presence (through collocation or otherwise) at the feeder/distribution
interface (“FDI”) or terminal. (Tr. at 575 (Trimble).) There are technical and safety limitations
with respect to where the ALEC can gain access to subloop unbundling; and for many of the
specific subloop elements, Verizon has specified places where access is available (e.g., at cross-
connect boxes or FDIs). (Trimble/Dye Depo. at 10, 42-43.) Verizon works with ALECs to
determine whether access to the particular subloop element is technically feasible. (Trimble/Dye
Depo. at 46.) Thus, the labor and/or capital costs for which the ALEC is responsible will depend
largely on the specific tasks that Verizon must perform, if feasible, to establish the point(s) of
connection with the ALEC. (Tr. at 575-76 (Trimble).)

With respect to house and riser cable, an ALEC need only request access if it brings its
own distribution facilities into a building where Verizon owns the house and riser cable. (Tr. at
576 (Trimble)) (noting that, if an ALEC purchases either a UNE loop or UNE distribution
subloop, it will automatically receive access to any necessary house and riser cable).) The

charges for access to house and riser cable are based upon the specific provisioning activities

Order”); Trimble/Dye Depo. at 40. As previously noted, on May 24, 2002 the D.C. Circuit vacated and remanded
the FCC’s unbundling and line sharing rules.



Verizon must undertake to cross connect with an ALEC-compatible terminal block at the

minimum point of entry for the cable. (Tr. at 576 (Trimble).)

Issue 5: For which signaling networks and call-related databases should rates be set?

Verizon’s Position: * Verizon proposes TELRIC-based UNE prices for access to its SS-7
signaling network and for the call-related databases identified by the FCC. Access to and
pricing of Advanced Intelligent Network (‘“‘AIN”’) databases will be determined on a case-
by-case basis because customer requirements vary widely. *

Verizon proposes TELRIC-based UNE prices for access to its SS-7 signaling network
and for the call-related databases identified in the FCC’s rules. (Tr. at 577 (Trimble); VZ
Hearing Ex. 46 at DBT-2; see also 47 C.F.R. § 51.319(e)(2)(a).) Because customer requirements
may vary, Verizon will establish prices for access to its AIN service creation environment and

associated databases on a case-by-case basis. (Tr. at 577-78 (Trimble).)

Issue 6: Under what circumstances, if any, is it appropriate to recover non-recurring
costs through recurring rates?

Verizon’s Position: * It is generally inappropriate to recover one-time, non-recurring
costs through recurring rates, unless parties agree to do so or the cost object has a
reasonably definite revenue-producing life and can be reused by different customers. *

As a general matter, it is not appropriate to recover NRCs through recurring rates; when a
cost is incurred only once, it should be recovered through a one-time payment. To do otherwise
transforms the party that has incurred the cost (i.e., the ILEC) into a lender -- the ILEC incurs an
immediate cost and hopes to recover it over time through a series of payments. (Tr. at 1020
(Dye).)

There are, however, two exceptions to this general rule. First, parties may agree to
recover NRCs through recurring rates. To ensure full cost recovery, however, the parties’
contract will generally include an early termination provision, whereby the buyer is required

either to pay the bill in full or make monthly payments even should it cease operating. (Tr. at

21



1020 (Dye).) Second, recurring charges may be assessed for a non-recurring cost when the cost
object has a reasonably definite revenue-producing life and can be reused by different customers.
Take, for example, the tocal loop -- instead of assessing ALECs a one-time, non-recurring charge
to recover the entire cost of the loop, Verizon recoups the cost of the loop through monthly
recurring charges. (Tr. at 1020-21 (Dye).) On the other hand, ordering and connection costs are
customer-specific and are caused by an activity that is not reusable. As such, Verizon
appropriately recovers such costs through non-recurring charges. (Tr. at 1021 (Dye).) Similarly,
if a customer requests an extremely large and costly specialized telecommunications facility to
serve its particular business needs -- one that is not likely to be used by other customers --
Verizon properly assesses a one-time, non-recurring charge to recover the cost of the entire
facility. (Tr. at 1021-22 (Dye).) In short, Verizon’s non-recurring cost structure is fully
consistent with the principle of cost c