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Please state your names and the parties sponsoring your testimony.

Our names are Joseph Gillan and Richard Chandler. We are testifying on behdlf of
AT&T Communications of the Pacific Northwest, Inc. (“AT&T”) and
WorldCom, Inc (“MCI”). We previoudy filed direct and rebuttal testimony on

behdf of these companiesin this proceeding.

What isthe purpose of your rebuttal testimony?

The purpose of our testimony is to respond to claims by Verizon that the rates for
unbundled locd switching should be usage sengitive because expected usage may
influence switch cogts at the time the switch is designed and that aflat-rate
Sructure “subsidizes’ AT& T and MCI because they target “ high volume business
customers.” In addition, we comment on the one area where we agree with
Verizon—that is, that in would be ingppropriate to deaverage the rate for

unbundled local switching, given itsreative insengtivity to factors that may vary

geographicaly.

Why does Verizon claim that usageisthe principal driver of switching cost?*

1

Verizon claims that roughly 65% of its fixed switch investment is actually usage
sengitive. Reply Testimony of Willet Richter, Thomas Mazziotti and Harold West 111 (*Verizon
Switching Testimony™), page 6.
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A. In essence, Verizon's argument collgpses to the non-sequitur that because
switches are designed to accommodete virtudly any usage levd, that most of the

switch's costs should be viewed as usage sengtive:

Most important, Mr. Gillan and Mr. Chandler do not account for
the fact that modern digital switches are traffic limited but are
designed in advance to avoid exhaust Situations.?

* k%

... costs are incurred based on the anticipated need for traffic
sensitive switch resources prior to deployment ...°

*k*

Because the cost of these [switch] resources varies based on
expected usage, usersincur different costs based on their actual

usage.”
There are anumber of fundamentd flawsin Verizon's“logic” and the conclusion
that it draws. Foremost isthat the fact that merely because switches are designed
to accommodate anticipated usage does not make their cost “usage sendtive.”
That is, the modern forward-1ooking switching machine is equipped with
sgnificant excess processor and switch fabric capacity that is normally not
approached by subscriber demand. Nortd’s ENET switching fabric, as aforward-

looking example, is an inherently non-blocking design which is “[u]ncongrained

Verizon Switching Testimony, page 3 (emphasisin original).

Verizon Switching Testimony, page 7 (emphasis added).
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by traffic and load baancing, [and] provisioning is based only on peripherd-link
terminations.”®  Furthermore, the periphera-link terminations are conceptualy no
different than integrated DL C connections, for which there is no usage charge,
even though the DLC system uses concentration. Therefore, so long as actual
usage is less than the expected usage thereis no forward looking cost
consequence to usage. Where there is no decrementd changein vaue— or
incremental need for additiona cost — there is no judtification for additional

charge.

Second, to the extent that usage would have a design effect, it would be the usage
in the busy hour, not usage during any other period. Yet, the “usagerate’ that
Verizon proposes would apply to al usage, not just the expected usage in the peak
period that can even be claimed to having had somerole in establishing the design
parameters of the switch. Evenif it made sense to price peak usage based on the
theory that such expected usage influenced switch design -- and such atheory,
we believe, isincorrect -- that would il not judtify imposing acharge on dl

usage, irrespective of when it occurred.’

4

5

6

Verizon Switching Testimony, page 10 (emphasis added).

http://www.nortel networks.com/products/01/dms100/supernode/enet switch.html

We are not suggesting that the Commission adopt time-of-day sengitive pricing. Fird, as

we have repeatedly explained, merely because a factor may have influenced the design of a
switch, that does not mean that its cost-consequences follow the design decision into the field and
justify a specific price. Thus, we would not agree that a peak-period price is justified here.
However, even if there were a theoretically sound justification for a peak-period price,
administrative and practical considerations would advise against such arate structure.
Significantly, even if the Commission were to reject peak-period pricing solely on administrative
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Q. Verizon also claimsthat ther e are occasions wher e a switch does reach

exhaust dueto increased usage.” Isthisclaim persuasive?

A. No. Firg, the Commission should never confuse the rule with the exception, and
the isolated instances claimed by Verizon hardly establish a pattern judtifying its
pricing recommendeation. Even more sgnificant, however, isthat Verizon never
explains whether the processor exhaudt that it claims occurred was the result of
increased lines (and, therefore, increased usage), or whether the switches were
even of a contemporary design relevant to aforward-looking cost study.
Processor exhaudt in earlier switch designs was not uncommon, but such desgns
have long been superseded by more modern processor hardware and software
sructures that do not normaly exhaust red-time limits. Moreover, two (of the
three) examples of claimed “processor exhaust” were in Virginia, where the FCC

rejected Verizon's request for a usage-based switching rate:

Given the record evidence that modern switches typically have
large amounts of excess centra processor and memory capacity,
the usage by any one subscriber or group of subscribersis not
expected to press so hard on processor or memory capacity at any
onetime asto cause call blockage, or aneed for additiona
capacity to avoid such blockage.... Principles of cost causation,
therefore, support a per line port cost recovery approach because,

grounds, that would not justify a non-time differentiated usage rate as a second best solution.
Such an approach would misprice 23 hours of the day in afutile attempt to price the 24" — a
poorly considered trade-off, even if reasonable to consider (which we would argue it should not).

7

Verizon Switching Testimony, page 12.
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more than any other approach, it spreads getting started costs to
carriersin amanner that treets equally al subscribers served by a
switch.®

These “Virginiaexamples’ did not persuasively support Verizon's postion in the

Virginia Arbitration and they should be even less persuasive here.

Q. Verizon also claimsthat a flat rate structurewould provide AT& T and MCI
a competitive advantage because of the allegation that AT& T and MCI
target “ higher than aver age volume business customers.”® Isthisclaim

accurate?

A. No. Asathreshold point, unbundled loca switching is used by CLECs generdly
(and AT& T and MCI specificaly) to serve mass market customers. Large
enterprise accounts are typicaly served by CLECs using their own switching
facilities, not UNE-P. The characterization that either AT& T or MCl issarving
large business customers through UNE-P is not true,"® much less that the practice

would cause “smadler cariers’ to subsidize these larger CLECs.** Not only isthe

8 Memorandum Opinion and Order, Federa Communications Commission, CC Dockets

No. 00-218 and 00-251, Released August 29, 2003 (“Verizon Virginia Arbitration Order"), 1 463.

9

Verizon Switching Testimony, page 14.

10 Although Verizon twice dleges that AT& T and MCI would use unbundled local
switching to serve large business customers (pages 2 and 14), Verizon never offers any evidence
to support this remarkable clam.

t In our experience, support for flat-rate local switching is widespread among all carriers
leasing switching from the ILEC, small and large.
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factud predicate to the clam fase, however, but even if true (i.e, evenif AT&T
and MCI did serve larger business customers with UNE-P), that fact would il
not cause a cross-subsidy to occur. Asthe FCC found when it adopted a flat-rate

for loca switching in the Virginia Arbitration:

... charging aper line port price for the central processor and
memory recovers these costs from competitive LECson a
competitive neutral bad's, thereby potentidly extending to many
different subscribers the benefits of competition.... The incumbent
LEC' s centrd processor and memory costs do not vary with
respect to whether a subscriber connected to its switch isahigh or
low volume user, aresidentia or business user, or a peak-period or
off-peak-period user.*
Verizon's atempt that to justify its usage-based rate for loca switching because
of its concern for competitorsis factudly incorrect (and suspect given itsown

incentives).

Isthere any area where you agreewith Verizon?

Yes. We do agree with Verizon that staff’s proposal to deaverage loca switching
rates should not be adopted.”® As noted by Verizon, staff offered no explanation
asto why locd switching should be deaveraged, so directly addressing its

rationaeis not possble. More importantly, as Verizon notes, there are no

12

13

Verizon Virginia Arbitration Order, 1 464.

Verizon Switching Testimony, page 17.
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geographic-factors that Sgnificantly affect switch costs. Consequently, just aswe
oppose imposing the additional complexity of unnecessary usage rates where the
underlying judtification does not warrant it, we would oppose introducing the

complexity of geographically deaveraged port rates as well.

Doesthis conclude your reply testimony?

Yes.



