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BEFORE THE WASHI NGTON

UTI LI TIES AND TRANSPORTATI ON COWM SSI ON

)
In The Matter of the Review of ) UT-023003

Unbundl ed Loop and Switching Rates ) Volune Xl I
And Revi ew of the Deaveraged Zone ) Pages 801-992
Rate Structure. )

)

A hearing in the above-entitled matter
was held at 9:35 a.m on Friday, May 28, 2004, at
1300 South Evergreen Park Drive, Southwest, O ynpia,
Washi ngton, before Adm nistrative Law Judge THEODORA
MACE, CHAI RWOVAN MARI LYN SHOMLTER, COWM SSI ONER

Rl CHARD HEMSTAD, and COWM SSI ONER PATRI CK OSHI E.

The parties present were as follows:

COW SSI ON STAFF, by Shannon E. Smith,
Assi stant Attorney General, 1400 S. Evergreen Park
Drive, S.W, P.O Box 40128, O ynpia, Washington,
98504- 1028.

COVAD COVMUNI CATI ONS COVPANY, by Karen
Frame, Senior Counsel, 7901 Lowy Boul evard, Denver,
Col orado 80230.

VERI ZON NORTHWEST, by Cat heri ne Kane
Roni s, Brad Berry, Polly Smothergill, Attorneys at
Law, Wl nmer, Cutler & Pickering, 2445 M Street N W,
Washi ngton, D.C. 20037-1420.
Barbara L. Nel son, CCR

Court Reporter



0802
1 AT&T COMMUNI CATI ONS OF THE PACI FI C
NORTHWEST, INC., by Gregory J. Kopta, Attorney at

2 Law, Davis, Wight, Tremaine, 2600 Century Square,
1501 Fourth Avenue, Seattle, Washi ngton, 98101.

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25



0803

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| NDEX OF W TNESSES

W TNESS:

Bl LL JONES

Direct Examination by Ms. Ronis
Cross- Exani nati on by M. Kopta

Exam nati on by Chai rworman Showal t er
Exam nati on by Dr. Gabel

Exam nati on by Conmi ssioner Henstad
Redi rect Exami nation by Ms. Ronis
Exam nation by Dr. Gabel

Exami nati on by Chai rwonman Showal t er
SCOTT C. LUNDQUI ST

Direct Examination by M. Kopta

Exam nation by Dr. Gabel

Exam nati on by Chai rworman Showal ter
DR. GLENN BLACKMON

Direct Examination by Ms. Smith

Exam nation by Dr. Gabel

Exam nati on by Chai rworman Showal ter
VERI ZON SW TCHI NG RATE PANEL (HAROLD E. WEST,
W LLETT G RICHTER, THOVAS MAZZI OTTI .)
Di rect Examination by M. Snothergill

Cross- Exani nati on by M. Kopta

PAGE:

808

815

843

845

866

869

869

872

873

878

880

889

891

893

895

908



0804

1 Exami nation by Ms. Smith 966
2 Exam nation by Dr. Gabel 972
3 Exam nati on by Chai rworman Showal ter 985
4

5

6 | NDEX OF EXHI BI TS

7

8 EXH BI T MARKED: OFFERED: ADM TTED:
9 201-TC -- 810 811
10 202 through 225 - - 810 811
11 226, 227 -- 811 811
12 228 through 232 -- 812 812
13  270-C through 284 -- 843 843
14 1001- TC t hrough 1004-TC -- 878 878
15 1101-T -- 891 891
16 1103, 1104 -- 891 891
17 1105-T - - 891 891
18 302 through 307 -- 966 966
19 156 through 159 - - 992 992
20 351-TC -- 900 900
21  301-TC -- 900 900
22

23

24

25



0805

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JUDCGE MACE: Let's be back on the record

i n Docket Number UT-023003. We're scheduled to begin
with M. Lundquist this norning, but | understand
that Verizon and perhaps the other parties, but
certainly Verizon wanted to rai se sone issues about
t he schedul i ng.

MS. RONIS: Yes, |I'mgetting concerned
whet her we're going to be able to finish all the
Wi t nesses next week, given that we |ost a day for the
tutorial, and | wondered what options were avail abl e
so we could kind of just start planning a little bit.
And one, of course, would be starting earlier and
ending later. Another would be just to possibly
reserve Saturday and just see how it goes, but at
| east think about it and make plans if we need it.
And | wondered what the Conmmi ssion's thoughts were on
t hat .

CHAl RMOVAN SHOWALTER:  You nean this
Saturday or the next Saturday?

MS. RONI'S: Next Saturday.

CHAl RWNOVAN SHOWALTER:  It's out of the

question for me, because I'Il be out of -- | think
all of us are going to -- anyway, we have a
conference. But usually -- | nean, | think -- well

we'll think about it. M guess is we should probably
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stay late on certain days if it's |ooking bad.

MS. RONI'S: Yeah, | nean, my concern is
we're doing all of the critique of the Hatfield node
that AT&T filed all at once in one panel. W' ve
reserved five hours for that. Because of the way the
wi tnesses lined up, that will be very last, so that's
going to be Friday. And ny colleague who will be
doing the cross is concerned that he's not going to
have sufficient tine to do that. Unlike Verizon's,
we split it up by subject area, we will be doing al
of the Hatfield nodel cross at one tinme. And it's at
the end of the day on Friday. And he just wanted ne
to raise -- you know, we could cone back. O course
we coul d cone back

And | think I have ny answer, which is next
Saturday won't be an option, so people shouldn't plan
on that. W'Ill do what we can to shorten all of the
ot her crosses we have.

CHAl RMOVAN SHOWALTER: Normal Iy what we do
here, the reason we do this is we schedul e ot her
things, the rest of our work --

M5. RONI'S: Sure, absolutely.

CHAIl RMOVAN SHOWALTER: -- before 9:30 and at
the lunch hour. So we'll take a |ook at it, but --

MS. RONI'S: Okay. Just -- | nean, |osing
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Tuesday didn't help, and that wasn't an issue of

Verizon's doing. And | just want to state, you know,
we do think we're going to need -- |I'msure we can
cut an hour off of our estimate and we will, but we

do need nore than an hour or two to cross Hatfield.

CHAl RWNOVAN SHOWALTER:  Sounds as if one of
our goals should be to think of Thursday as the end
of everything else and work hard to get that done so
that we, in fact, have all of Friday for the nodel
di scussi on.

MS. RONI'S: That would be great.

CHAl RWOVAN SHOWALTER:  Okay.

M5. RONIS: ['mdoing ny part. |'m not
going to be crossing M. Lundquist. | know that
doesn't help, since that's this week.

JUDGE MACE: | want to make sure your mke's
on, too, if you'd double check.

MS. RONIS: Yeah, it is. W had problens
yesterday, too.

CHAI RMOVAN SHOWALTER: One thing is if
you' re not speaking, turn your mike off. The m ke
systemis related to itself, and so | believe if all
the m kes are on, each m ke is not as powerful.

JUDGE MACE: Are you ready with M.

Lundquist? |'msorry, are you ready with M.
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Lundqui st ?

MR. KOPTA: M. Jones, | believe.

JUDGE MACE: M. Jones, yes, thank you.

M5. RONIS: Yes, Verizon calls M. Bil
Jones to testify.
Wher eupon,

Bl LL JONES,

havi ng been first duly sworn by Judge Mace, was
called as a witness herein and was exam ned and
testified as foll ows:

JUDGE MACE: Pl ease be seated.

THE W TNESS: Thank you.

MS. RONIS: As everyone's probably aware,
M. Jones actually filed testinony as part of a pane
with other Verizon witnesses on other subjects, so
I'"m going to go ahead and nmark that panel testinony,
but M. Jones is only responsible for the factor and
expense | oading portion. So I'll start with Exhibit

201-TC.

DI RECT EXAMI NATI ON
BY M5. RONI S:
Q M. Jones, did you file testinony on factor
and | oading i ssues on June 26th in this proceedi ng?

A Yes, | did.
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Q June 26th, 2003. And as to the factor and
| oadi ng portion of that testinony, was it prepared by

you or under your direct supervision?

A Yes, it was.
Q If I asked you the sane questions today --
strike that. You have made -- have you made any

changes to the June 26th testinobny, as it was
originally filed?
A Yes, we have filed sone errata to that.
Q And | believe the Bench and the parties
al ready have copies of that errata. There was a set
of errata filed this Tuesday with the Conmm ssion and
then a set that was passed out today, although
today's was -- the errata that was filed today or
subm tted today was actually on his May 12th
testi nony.
JUDGE MACE: |I'm --
M5. RONIS: So why don't we -- the errata
that was filed on Tuesday with the Conm ssion --

JUDGE MACE: Let's be off the record for a

nonment .
(Di scussion off the record.)
JUDGE MACE: Let's be back on the record.
Q So M. Jones, with those changes you made to

your direct testinony, if | asked you the sane
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questions today, would your answers be the sanme?
A Yes, they woul d.

MS. RONIS: And | will hold off noving this
panel testinony into evidence until all the w tnesses
have adopted their portion, so | won't do that today
unl ess AT&T and the other parties wouldn't object,
just to get it out of the way.

JUDGE MACE: M. Kopta.

MR. KOPTA: We have no objection to entering
the testinony into the record at this point. It
m ght be easier to do it that way.

JUDGE MACE: Did you want to -- are you
suggesting we do all of the exhibits, as well, and --

M5. RONIS: Yes.

JUDGE MACE: |s that acceptable?

MR. KOPTA: That's acceptabl e.

JUDGE MACE: All right. Go ahead.

M5. RONIS: So Verizon noves into evidence
at this time Exhibits 201-TC, and then Exhibit 202,
203, 204, can | just -- would it just -- can | say
just 202 through 2257

JUDGE MACE: Yes, through 225. Go ahead.

M5. RONI'S: Verizon noves into evidence
Exhi bits 201 through 225 at this tine.

JUDGE MACE: |Is there any objection to the
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adm ssion of those proposed exhibits?
MR, KOPTA: No objection.
JUDGE MACE: |'ll adnmit them

Q M. Jones, did the panel file testinony on
January 26th, 20047

A. Yes, they did.

Q There was no factor or |oading portion of
that testinony; correct?

A No, there wasn't.

Q And for the record, that's Exhibit 226 and
227, but since there's no factor portion, | won't
nove that into evidence unless, to |essen the
confusion, | should just go ahead and do that. How
about that?

JUDGE MACE: |s there any objection if Ms.
Roni s goes ahead and sinply offers the rest of the
panel testinony and exhibits?

MR, KOPTA: No.

JUDGE MACE: Ms. Snmith has no objection,
either. Wy don't you go ahead, then.

M5. RONIS: So Verizon noves into evidence
at this time Exhibits 226 and 227.

JUDGE MACE: Any objection? Hearing none,
"Il adnmit those exhibits.

MS. RONIS: And finally, M. Jones, did the
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1 panel file testinony on May 12th, 2004, with Exhibits
2 1 through 57

3 A Yes, they did.

4 Q And as to the factor and | oadi ng portion of
5 that testinony, was that prepared by you or under

6 your direct supervision?

7 A Yes, it was.

8 Q If | asked you the sane questions today,

9 woul d your answers be the sane?
10 A. Yes, they woul d.
11 MS5. RONIS: So Verizon noves into evidence
12 at this time Exhibits 228 t hrough 232.
13 JUDGE MACE: |Is there any objection to the
14 adm ssion of those proposed exhibits? Hearing none,
15 "Il adnmit them
16 MS. RONI'S: Thank you. M. Jones, you may
17 present your three-minute summary at this tine.
18 THE W TNESS: Thank you.
19 JUDGE MACE: |'Il give you a 30-second

20 war ni ng.

21 THE W TNESS: Ckay. Thank you. Good
22 norning. M nane's Bill Jones. [|'mthe Verizon
23 | oadi ngs and factors witness. Verizon devel ops

24 annual cost factors, known as ACFs, which are

25 designed to cover --
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CHAl RWOMAN SHOWALTER:  You' re goi ng to have
to sl ow down.

THE WTNESS: GCkay. |'msorry. Wich are
designed to recover network --

CHAI RWOMAN SHOMALTER: |I'm sorry. Can you
start over? | really didn't hear the first part of
your sentence. And speak slowly and project.

THE W TNESS: Thank you.

CHAIl RMOVAN SHOWALTER:  And try not to -- if
you're reading, read slowy.

THE W TNESS: Thank you. Verizon devel ops
annual cost factors, called ACFs, which are designed
to recover network expenses such as mai ntenance and
repair costs. The expenses in those factors reflect
all the efficiencies that Verizon can be expected to
achi eve over a three-year planning period.

First, Verizon already operates efficiently
with conpetition from CLECs, cable and wireless
carriers and, therefore, our current expenses are a
good predictor of forward-I|ooking expenses.
Nonet hel ess, Verizon's expenses are further reduced
in the foll owing ways: five percent copper
adj ustment, a productivity adjustment, a nerger
savi ngs adjustnent and the elimnation of nerger

costs. Verizon's cost studies also reflect |ower
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expenses because of forward-Iooking assunptions about
pl ant m Xx.

I want to first address the graph of
Verizon's productivity adjustnent. AT&T proposes
that the productivity adjustnment be based on the
average for the Bureau of Labor Statistics Wre
Tel ecom I ndex for five years, for the period 1996
t hrough 2001. For these years, this index showed a
spi ke in productivity, which Verizon has detern ned
is not sustainable going forward, and thus not
appropriate in a forward-1ooking study. W explain
why in our testinony.

In fact, the wire telecomindex itself shows
that this spi ke has ended and that there was a
downturn in the productivity and |ast reported year
of this index in 2001

Next | wanted to address the
m srepresentati on nmade by AT&T about Verizon's EF&I
factor. The EF& represents the cost to engi neer
furnish and install equipnment in Verizon's network.
AT&T's witness M. Turner proposes reducing Verizon's
EF& factor by 80 percent because of issues raised
about SBC s property records database. Verizon does
not have the sane problenms, and thus M. Turner's

adj ust mrent i s unfounded.
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Finally, I want to make two inportant points
regarding the FLC factor, or the forward-Iooking
calibration factor. This factor is designed solely
to correct a mathenmatical anomaly created because of
the way you apply the ACFs to the forward-| ooking
i nvest ment .

Second, AT&T ignores that Verizon, before it
applies the forward-1ooking calibration, has already
cal cul ated the forward-I|ooking expenses. So while
AT&T may di sagree that we don't reduce our expenses
enough, that has nothing to do with whether the
forward-1 ooking calibration factor is appropriate.
The FLC factor ensures that Verizon recovers the
forward-| ooki ng expenses and i nvestnents ordered by
this Comm ssion. Thank you.

M5. RONIS: The witness is available for
Cross-exam nation.

JUDGE MACE: M. Kopta.

MR. KOPTA: Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR KOPTA:
Q Good norning, M. Jones.
A Good norning, M. Kopta.

Q My nane's Greg Kopta. |'mrepresenting
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AT&T. Wbould you turn, please, to your -- the pane
direct testinmony, which is Exhibit 201-TC, at page
1567

A | have it.

Q And specifically, | want you to | ook at

Chart A, which | believe is a flow chart of how

Verizon applies all of its various factors. |s that
correct?

A That's correct.

Q I didn't notice anywhere in the testinony

where there was any quantification of the ultimte
i mpact of factors, and by that | nmean, after applying
this flow chart, is there a percentage that's added
on to the investnment that results fromthe
application of these factors?

A Well, if you look at that table, the first
two points is the devel opnent of the actua
investment that's performed in the study. The
foll owing points, | guess two through six or
t her eabouts, or seven, is the how -- in the sequence
in which the factors are applied to those investnents
to devel op total cost for that particular product or
unbundl ed network el enent.

Q Well, | guess what |I'mgetting at is what is

the total ampount, whether expressed as a percentage
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or as a raw nunber, that is added to the investnent
as a result of the application of these factors and
| oadi ngs?

MS. RONI'S: Just one clarification. Do you
mean for each conponent or each investnent or one
overall for everything? That nay be the confusion.

Q If they are different for each one, then you
can explain that. M understanding was that it would
be the sane for all of the investments, regardless of
the UNEs, but perhaps you can clarify that.

A Well, this is a basic nmethodol ogy and the
sequence in which the various factors are applied.

In the case of, say, cable, they would not do an EF&I
factor to estimate the installation costs. That's
done on a per-project basis, but for other -- and it
woul d depend on the type of study whether they would
use it or not, and that's to, basically, the

di scretion of the cost anal yst and engi neers who are
devel opi ng the various cost studies.

Q Okay. Well, then, maybe | should use a
speci fic exanple. Do you know, in the case of a
two-wi re anal og | oop, how much the investnent anount
is increased as a result of the application of these
factors and | oadi ngs?

A I'"'mnot sure | understand your question. By



0818

1 i ncrease, they -- the cost studies are devel oped by
2 i dentifying the investment necessary to supply that
3 particul ar product, and then the cost factors are

4 applied -- the network cost factors, the marketing

5 cost factors, the comon overhead factors, the gross
6 revenue | oading factors are then applied in sequence
7 to develop a full cost for that particular product.
8 Q Correct. And so let nme ask it maybe a

9 little bit differently. W start in this chart in

10 the upper left-hand corner with unit nateria

11 i nvest ment .
12 A. Correct.
13 Q So let's assunme, for purposes of clarifying

14 ny question, that that's $20. At the end of that

15 process, what's the anpunt? That's what |'mtrying
16 to ascertain.

17 A Okay. And that woul d depend on the type of
18 investment that is used within the study. It may use
19 di fferent conmponents that carry from one account or
20 i nvest ment account to another. Each investnent

21 account would have a different network investnent

22 factor, okay. That would be applied to that

23 particul ar conponent of the piece of investnents, and
24 al so the marketing, |oading, and the common over head,

25 the gross revenue | oading, for each piece of
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equi pment necessary to provide that service. The
cost study will then accunulate all the pieces and
aggregate it to one cost overall

Q So are you saying that there are various
accounts that are |ooked at separately when
estimating the cost of an unbundl ed two-w re anal og
| oop?

A If there are pieces of investnent that are
in the same account that would be booked to the same
account, they would only have one of these processes
going. |If there are two or nore, then this process
woul d take over and be applied to each one of those
i ndi vi dual pieces of identified investnment because of
the different nature and the different factors
i nvol ved, and then accunul ated in total

Q And do you know, well, in the case of a
two-wi re anal og | oop, whether that involves multiple
accounts or a single account?

A Well, that's done in the cost studies, and
the | oop cost witness would probably be better to
answer that question. They do have multiple types of
pi eces of investment.

Q If you would, please, turn to the pane
rebuttal testinony, which is Exhibit 228-TC, and

specifically, |I draw your attention to --
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MS. RONI'S: Could you hold on one sec?

MR. KOPTA:  Yes.

MS. RONI'S: Excuse ne. You're on page 287

MR. KOPTA: No, |'mon page 106, which is
what | was about to say.

THE WTNESS: |'msorry?

Q Page 106, and specifically line 10. And at
the end of line 10, after the semicolon, you state,
If Verizon NW becanme a whol esal e only conpany, and
continue on with the sentence. And ny question is
about that phrase, which is do Verizon's cost studies
assunme that Verizon has becone a whol esale only
conpany?

A Yes, it does.

Q Is that just for factors or is that for al

nodel s or do you know?

A It's for the devel opment of the estimation
of retail avoided studies in our market -- marketing
cost area.

Q Only in the marketing cost area, or is it in

ot her areas, as well?

A | believe it's overall

Q Do you know whet her Verizon has any plans to
engage in structural separation so it would be a

whol esal e only conpany and have a separate conpany
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1 for providing retail service?
2 A That's beyond the scope of ny testinony.
3 Q I'"d like to explore that a little bit. |If
4 Verizon is a whol esale only conpany, is there also an
5 assunption that there would be a Verizon retail --
6 separate Verizon retail conpany?
7 A I think, for the purposes of this

8 proceedi ng, we have to assunme that the cost would be

9 associ ated with providing whol esale UNEs. | think to
10 separate it between whol esale and retail in the rea
11 world, that -- | really don't know.

12 Q If Verizon were purely a whol esal e conpany,

13 woul d you agree that it would have far fewer

14 custoners than it has today as a retail conpany?

15 A As far as nunber of custoners?

16 Q Nunmber of custoners, yes.

17 A Considering a CLEC as bei ng one custoner?
18 Q Yes.

19 A Yeah, 1'Il --

20 JUDGE MACE: CLEC is CLEC?

21 THE W TNESS: CLEC, |'m sorry.

22 CHAl RWOVAN SHOWALTER: That's okay. That's

23 anot her alternative pronunciation
24 THE WTNESS: | just -- sorry about that.

25 Q Okay. Have you undertaken any anal ysis of
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what the costs -- what Verizon's costs would be if
whol esal e and retail operations remained integrated,
as opposed to assum ng that Verizon is a whol esale
only conpany?

A. For the purposes of this proceeding, we've
assuned that we would identify those costs that would
be -- the retail costs would be avoi ded and what
woul d be Ieft over woul d be whol esal e costs that we
woul d include in our study.

Q So you have not done any analysis of how the
conpany woul d operate as an integrated whol esaling

retail conpany?

A | have not done one.
Q I want to | ook at your assunptions -- let ne
see if | can draw you to a specific exanple. [If you

woul d | ook at page 110 of Exhibit 228-TC,
specifically beginning on line eight. And at that
point, you testify that if the conpany were entirely
dependent on whol esal e revenues, it would rationally
focus its advertising dollars on attracti ng whol esal e
custoners. Have | read that correctly?

A That's correct.

Q Are you al so assum ng that Verizon would
want to sell whol esal e services?

A If we were a whol esal e only conpany, that
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1 woul d be our only business, and we would try to

2 i ncrease and naintain our sales as best we coul d,
3 advertising being one of those avenues to mmintain
4 t hat .

5 Q But that's not the case today, is it?

6 Verizon is not a willing seller of UNEs to CLECs?
7 A We do have UNEs that are being purchased.
8 Whet her they're willing or not, it's beyond ny

9 testinony here.

10 Q So you don't know the activities that

11 Verizon is taking in various foruns to reduce its
12 obligation to provide UNEs?

13 A Again, | think that is not -- will affect

14 our devel opnent of factors in this case.

15 Q So is the answer yes or no?
16 A Woul d you repeat the question?
17 Q Are you aware of Verizon's efforts in

18 various forunms to reduce its obligation to provide

19 UNEs ?

20 A Only as anyone who reads the newspaper woul d
21 be.

22 Q So in your view, the fact that Verizon today
23 is an unwilling provider, assuming that it is, of

24 UNEs, has no inpact on your assunptions with respect

25 to the need for advertising as a whol esale only
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conpany?
A That's correct.
Q On that sanme page, if you would | ook at Iine

17, and there you state, Verizon is actively
pronoting a rational wholesale offering to CLECs. s
that part of the commercial negotiations that Verizon
is undertaking in the wake of the goings on at the
D.C. Circuit?

A I'mnot aware of that. | just -- as it's
stated in that footnote at the bottom of that page,
it's a offering that we are nmaking to the CLECs
cal | ed Whol esal e Advantage, that we are advertising
to CLECs, and that's the context in which that
sentence was put in the testinony.

Q So you have no famliarity with the
ci rcunst ances surroundi ng that offering?

A No, | don't.

Q Do you know whet her any CLECs have taken
Verizon up on that offer?

A Coul d you identify the offer again? [|I'm

sorry.
Q It's the offer in your testinony, in

Foot note --
A Oh, I'msorry, okay. No, | don't. | know

that we're advertising it. | don't know if they have
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1 sol d any yet.

2 Q Do you know whet her there's a simlar offer
3 for transport or high capacity |oops or dark fiber?
4 A No, | don't. But there, again, in our

5 assunption as a whol esal e only conpany, we woul d be
6 maki ng many, many nore advertising areas avail able
7 t hroughout our entire network.

8 Q On line 19, and again, on this same page

9 110, the sentence that begins on that line starts,
10 Whol esal ers commonly engage in, quote, product

11 advertising, close quote, that is designed to

12 stimul ate nore consuner use of a product and thus

13 nore demand. It carries over to the next page.
14 A MM hmm
15 Q Is it your understanding that that type of

16 advertising is generally done by industry groups?

17 A It's done by wholesalers as far as | -- in
18 the context that it is here, it's a wholesaler, or a
19 whol esal e busi ness woul d advertise basic products to
20 end users, even though they don't sell directly to

21 those end users, but sell through retailers.

22 Q Well, the question | have is the type of

23 advertising. You use the exanple of the dairy

24 i ndustry's Got M Ik canpaign, but that's conducted by

25 the dairy industry, not individual dairies; correct?
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A. That is true, but the dairies are part of
that industry group.

Q So --

A They may not be -- you know, a dairy farmer
may not be doing the advertising, but as a group
t hey devel op an industry group, and as an industry
group, they would put this type of advertising
forward, like the Got M|k canpaign.

Q So when you're referring to product
advertising, then, is that the sane sort of thing
that you're referring to with respect to Verizon
that they woul dn't necessarily be doing advertising
t hemsel ves, but instead would be part of an industry
group?

A. I don't know exactly. However, if you're
doi ng advertising to stinulate generic products that
you provide to a retailer, those are the types of
advertising in this context.

Q Does Verizon undertake any of that type of
advertising today individually, just marketing a
product wi thout marketing its own products?

A I don't know of any particul ar exanple.

Q If you would turn to page 112. And I'm
really focusing on the entire question and answer

here. You're addressing the -- or responding to M.
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Lundqui st and tal ki ng about certain functionalities
of voice mail, caller ID, call waiting, three-way
calling, and call waiting IDin terms of product
managenent obligations; is that correct?

A Yes.

Q And again, are we operating under the
assunption that Verizon is only offering these

services as a whol esal e conpany?

A Yes.
Q Then | would like to focus on one aspect of
this testinony, and if you would |look at -- it's the

sentence that actually begins on |ine six, which

tal ks about the functionalities that | just listed.
And on line seven, it continues that these particular
functionalities, quote, require program devel opnent
pricing and provisioning, close quote. And let's
focus on pricing. That's what we're doing here
today, isn't it?

A. No, we're doing costing. Costing is
different than pricing, and pricing is what you can
sell a product on the -- on a conpetitive market.
Costing is actually what it costs you to produce that
pr oduct .

Q But is it your understanding that the

Commi ssion will establish a price in this proceeding
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1 for those functionalities?

2 A It's nmy understanding that they wll

3 identify the costs for the particular UNEs. |f they
4 are nmade available to UNEs at that particul ar cost,
5 then | guess cost will equal price, but this is a

6 costing exercise, if you will, rather than a pricing
7 exercise

8 Q Well, 1'd Iike you to accept that the

9 Conmi ssion will establish what the price is for the
10 UNEs in this particular proceeding. Wuld those
11 costs be -- are those costs of Verizon's
12 participation in this proceeding included in the
13 price -- the costs that you devel oped for this

14 particul ar factor?

15 A And which factor is that?

16 Q Wi chever one is used to develop these --
17 A This is in the context of the devel opi ng an
18 avoi ded retail expense, okay. You will need product

19 managers to do these types of things in a whol esal e
20 only environment. To the degree that they need to be
21 done in a whol esal e only environnent versus what they
22 are done today is what we're trying to establish. So
23 if they're doing retail today in a wholesale only

24 envi ronnent, they would be shifted to servicing

25 whol esal e custoners, and any renmaining i s what we
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1 woul d identify as retail avoided we no | onger would
2 i ncur.

3 Q Well, let me ask the question a little bit
4 differently, which is, the product managenent costs
5 that you were just referring to, do they include

6 Verizon's costs of participating in this particular

7 proceedi ng?

8 A I don't understand the question

9 Q Well, there are product managenent costs, so
10 |l et me ask you, what are product mamnagenent costs?

11 A Well, they would be the costs of the

12 managers and their staff to manage all the

13 devel opnent, rollout, advertising, et cetera, for any
14 particul ar product.

15 Q  well --

16 A These -- you nean the cost of these

17 proceedi ngs?

18 Q Yes.

19 A | don't think so.

20 Q You don't think so or no?

21 A Well, it's very unlikely, because the

22 product -- the accounting systemis set up to track

23 products or to track the wages, et cetera, for those
24 product managers, staff, buildings, et cetera. So

25 the cost of these proceedings is not a channel where
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1 t hey woul d be provided or be included in those

2 nunbers.

3 Q But if any of those people participated in
4 one way or another in either devel oping the factors

5 or assisting in this particular case --

6 A. They were not.
7 Q Oh, okay.
8 JUDGE MACE: | need to caution both the

9 wi t ness and counsel, when you're answering questions
10 or when he's asking questions, try not to junmp --

11 THE W TNESS: Ckay.

12 JUDGE MACE: -- on his questions, so that we
13 have a clear thread of conversation that the reporter
14 can record.

15 THE W TNESS: Sure.

16 Q And the functions that you were descri bing
17 are being conducted today by personnel that are

18 conducti ng whol esal e operations; correct?

19 A. Today they woul d be conducting whol esal e,

20 and there's a retail operations at the sane tine.

21 Q So you have personnel that would be

22 conducti ng product managenment activities for

23 whol esal e custoners today?

24 A Absol utely.

25 Q I'"d |ike you, if you would, to turn back to
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your -- the panel direct testinony, which is Exhibit
201-TC. And specifically, I'd like you to | ook at
page 144, and |'d like you to look at line 11, the
sentence that begins there. It states, As noted
above, the expense related factors were created using
annual expenses and revenue data for the npbst recent
years avail abl e.

And ny question is, is ny understanding

correct that the nmpst recent years avail able were

20017
A For this proceedi ngs, yes.
Q Now, if you would, please, ook at what's

been marked for identification as Exhibit 284, which
is the Wall Street Journal article that | just passed
out this norning. Have you read this article?

A | just saw this only about 40 m nutes ago,
and | have scanned it.

Q Well, since it's fromtoday's paper, |I'm
not surprised that you haven't had a chance to read
it. I'dlike you to | ook at page two, the second
page of the exhibit. Specifically, the first
sentence in that paragraph. Verizon has cut nore
t han 21, 000 thousand jobs through buyouts since
Decenber, and is racing to automate processes that

used to require fax machi nes and thick binders of
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docunents. |Is that an accurate statenent?

A Since this was -- when | saw this was from
the Wall Street Journal, it was not anything that was
produced by Verizon, | don't know exactly what was in
the mind of the journalist that wote this, so
cannot say for sure -- | don't know what they're
really, in particular, talking about.

Q So you don't know whether Verizon has cut
nore than 21,000 jobs since Decenber?

A. Well, that's a knowmn. |I'msorry, | thought
you neant about the autommted processes and fax
machi nes and all those other things. It is true that
we did have an offering in the fall of |ast year

wher e approximately 21,000 enpl oyees left the

payroll. It was a voluntary type of offering, and
the -- it required -- the offer was at a considerable
cost. And there will also be backfill that are

requi red of these types of jobs.

Qur thinking was that we will now be able to
go to the, you know, the colleges and such and get
the bright, young minds with skill sets that are
going to be needed for a conpetitive conpany far into
the future. So that bal ancing of those enpl oyees
that | eft the conpany and those that are conming on is

yet to be determ ned.
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Q But those coming on would |ikely have
sal aries that are |ower than those |eaving, would it
not ?

A In all probability, yes.

Q And in the | ast sentence of that first
paragraph, it also states that Verizon is selling
real estate vacated by laid off enployees. Do you
know whet her that's accurate?

A I don't know if that's accurate or not. |I'm
not famliar with that.

Q Are real estate costs included in the
factors that you devel oped?

A We do have |l and and buil ding costs, but they
are for Washington State only.

Q So you're not aware of whether, since 2001,
Verizon has sold any real estate in the state of
Washi ngt on?

A No, I'm not.

Q And in the second paragraph on that page, it
states, quote, What's happening right now at Verizon
is a total change that is bigger than all prior
changes of the Bells past conbined, close quote.

Paul Lacouture -- am |1 pronouncing that correctly?

A It's good enough.

Q -- the conpany's president of network
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services told workers at a recent early neeting in
Tanpa, Florida. Wre you present at that neeting?
A No, | wasn't.
Q Are you -- would you agree with the
conpany's president of network services comrents?

MS. RONIS: | object to the question. |
mean, this is a pretty general statenent, and |I'm not
quite sure whether he -- he certainly can't be in the
m nd of M. Lacouture. So maybe you need to rephrase
your question, or maybe | misheard it. Exactly what
are you asking the witness to agree with?

MR, KOPTA: |'masking himto agree with the
statement that M. Lacouture made, whether he agrees

with it or doesn't agree with it or has no opinion.

JUDGE MACE: On that basis, I'lIl allow the
answer.

THE WTNESS: It's not that | would agree
with it or disagree with it. | don't see how it
affects our factor developnent in this case. If it

goes to himtrying to notivate enpl oyees so that they
woul d be productive enpl oyees, we do have
productivity factors built into this case and trended
over the planning period through 2006, which would
capture those types of productivities of enpl oyees.

Q If -- and I'"'mnot attributing this comment
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at all to M. Lacouture, but if the comment were
specifically to operations of the conmpany in terns of
greater efficiency, in terns of a total change, would
you agree with that statement, that what's going on
right now at Verizon is a total change in ensuring
that the conpany is nore efficient?

A No, that's the goal of any business at any
time, is to operate as efficiently as possible in a
conpetitive environnent. So what M. Lacouture's
saying here is probably no different than what any
ot her senior executive would say to their enpl oyees
in a conpany that's operating in a conpetitive
mar ket .

Q If you would, please, turn to page five, the
| ast page of this exhibit. And again, the first
par agraph, the first sentence reads, Verizon has put
300 mles of fiber in the ground in Los Angeles,
Seattle, and Dallas, reaching into the territories of
SBC and Qnest. Do you know whether that statenent is
accurate with respect to Seattle?

A No, that would go to the build of our
network or our projected forward-I|ooki ng network, and
that is done in our cost studies by the engi neers, so
it'"s not -- it would have nothing to do with factor

devel opnent .
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Q Now, as | understand your testinony, both as
filed and as you stated in your sunmmary this norning,
Veri zon does apply a productivity savings adjustnent
toits factors; is that correct?

A That's correct.

Q So al though you agree with -- or disagree
with M. Lundquist with respect to how big that is,
how bi g an adjustnent to make, you agree with him
that there should be an adjustnent for productivity?

A. Oh, of course. W do put one in our study.
Actual ly, we put several years' worth of productivity
into our study.

Q And the index that you've applied to do that
is a Labor Productivity Series published by the
Bureau of Labor Statistics, or BLS, called a non-farm
busi ness i ndex?

A. That's correct.

Q And t he BLS non-farm busi ness series
measur es changes in |labor productivity for the entire

U.S. national econony as a whole; is that correct?

A For the non-1labor business sector, yes.

Q But it's not specific to tel ecommunications?
A No, it's not.

Q If you would turn to page -- | nean, not to

page, but Exhibit 282, which is a news release from
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the BLS, one of AT&T's cross exhibits.

A If you could point ne toit, | don't have it
mar ked as a specific exhibit.

JUDGE MACE: The title of it, or the top
page reads News, United States Departnent of Labor
and then Bureau of Labor Statistics, Washington, D.C.

THE W TNESS: Ckay, thank you. | have it.

JUDGE MACE: Okay.

THE WTNESS: Yes, | have it.

Q Okay. And are you famliar with these types
of news releases fromthe BLS?

A Yes.

Q If you would, please, turn to page 11 of
this exhibit, on that page will be a Table Two. And
specifically, I1'd like you to | ook at the last box, |
guess you would call it, and what would be the first
colum that has numeric numbers in it. And this box
is entitled Percent Change from Correspondi ng Quarter
of Previous Year. And nmaybe | ought to back up and
say that this is a table that -- or they've
identified the table here as Table Two, Non-farm
Busi ness Sector, Productivity, Hour Conpensati on,

Unit Labor Costs, and Prices Seasonally Adjusted. So
what we're dealing with on this table are those types

of changes in cost; correct?
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A

Q

Yes.

Okay. Now, the annual percent change for

2002, if you're looking at that colum, is 5.0;

correct?

A

Q
A
Q

For 20027

Yes.

I'"'msorry, which colum was that?

It's the first nunmeric colum. |f you go

over fromthe left-hand side, where you' ve got years

and quarters, then you've got a colum?

A

the left?

Q

amount ?

> O »

Q

2002, in that colum, or that rowwith | to

Yes.
5.3?

Yeah, that would be the first quarter, would

Yes.

And then, down |ater there's an annua

Correct.
Which is 5.0; correct?
Yes.

Ckay. And then for 2003, again, the annua

amount woul d be 4. 4?

A

Correct.
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Q And for 2004, since we are still in the
mddle of it, the first quarter is 5.4; correct?

A Yes, for this docunent.

Q Okay. Now, if you would, please, turn to
Exhi bit 283, which are responses of Verizon to AT&T
data requests in the fourth series. And I'm
speci fically asking about page eight on that exhibit.
Do you recogni ze this as one of your work papers?

A Yes.

Q And if we |l ook in the upper left quarter of
the page -- or let's start out by the title. Wuld
you agree that this is the inflation productivity to
current year, 2001 to 20037

JUDGE MACE: Sorry, Counsel, where are you?

MS. RONI'S: Looks like your pages may be
different than --

MR. KOPTA: ©Oh, are they?

CHAl RMOVAN SHOWALTER: What's the title of
your page?

MR, KOPTA: Work paper 1-WA 2001 UNE, |
bel i eve.

JUDGE MACE: | have that as numbered page
seven.

CHAl RMOVAN SHOWALTER: It's al so page si X,

same title.
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JUDGE MACE: | see

MR KOPTA: Well, let's see. It's alittle
confusi ng, because the pages are very sinmlar

CHAI RWOVAN SHOWALTER:  Yeabh.

MR. KOPTA: But it should have --

THE W TNESS: Actually, nmy page eight is a
table full of numnbers.

MS. RONIS: It's the page before, but which
one?

MR, KOPTA: | mmy have it m snunbered.
apol ogi ze.

CHAl RMOVAN SHOWALTER:  Wel |, of the -- there
are two sheets that are titled Wrk Paper 1-WA 2001
UNE, but if you | ook at --

MR, KOPTA: Right, the colum --

CHAl RWOVAN SHOWALTER:  The col umm under
productivity -- whoops, no, the colum under CP
inflation, they have different nunbers.

MR, KOPTA: Right. And if you |look actually
at the -- basically the title of that table, it says
on the page that I'mlooking at, it says Col unm (K)
Inflation/Productivity to Current Year 2001-2003 CPI

THE W TNESS: Ckay.

CHAI RWOVAN SHOWALTER: \Whereas the previous

one has the -Labor Conpensation?
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MR, KOPTA: Correct.

CHAI RWOVAN SHOMALTER: So you want the one
that has the word CPl in the title?

MR. KOPTA: That is correct.

CHAIl RWOMAN SHOWALTER: That's our page
seven, by the way.

MR, KOPTA: All right. Then | can't count
or | had an extra page in there.

Q So on page seven on Exhibit 283, under
productivity for year 2002, am | correct that that
woul d be 4.3 percent?

A Yes, all the numbers in that col um under
productivity would not be actual at the tinme that
this particular study was done. They would have been
projected nunbers at the tinme. So right now, 2002,
2003 woul d be known. It would be 2004 through 2006
that would require projections.

Q So you would agree with ne that the nunbers
that you used are substantially | ower than the
nunbers that are actually in the BLS report?

A Let me check. Actually, those nunmbers -- we
have 4.3 for 2002, and the fourth quarter of 2002 was
4.3. And again, that was a projection at the tine.

Q But the annual rate is 5.0; correct?

A Yeah, | don't know if you would -- what
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determ nes substantial? | don't know.
Q Well, let's --
A Agai n, these are the projections. Wen

actual s are known, we would have used actual s.

Q Well, then, let's | ook at 2003. Again, on
page 11 of Exhibit 282, the annual nunber that the
BLS has is 4.4, whereas on page seven of Exhibit 283,
you have 2.0?

A Right. And at the time, that was a

proj ection, so now that they are known, we woul d
i ncl ude the known nunbers.

CHAI RWOVAN SHOWALTER: Can you just clarify
what you mean, now that they are known, we woul d
i nclude the known nunbers? Does that nmean you would
actual ly update your nunbers in this proceeding or
the next time round?

THE WTNESS: Well, we would be willing to
update those nunbers in a conpliance filing.

CHAl RMOVAN SHOWALTER: | see

THE WTNESS: But it's the five-year trend
that's also inportant. The five years is included in
our adjustnments, so it's not only what is actual, but
what woul d be projected through the years 2004
through 2006. It would also be relevant, and it's --

to the degree that our projections have been updated,
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1 we would also be willing to include those revised

2 projections. They are not projections that Verizon
3 does in-house. |It's done by an independent

4 consulting firm

5 MR, KOPTA: Thank you, M. Jones. Those are
6 all of ny questions. And | want to nove for

7 adm ssion of Exhibits 270-C t hrough 284.

8 JUDGE MACE: |s there any objection to the
9 admi ssion of those exhibits? Hearing no objection
10 "Il adnmit them

11 MS. RONIS: One thing. Hold one nonment.

12 Could I ask M. Kopta a question off the record?

13 JUDGE MACE: Let's be off the record.

14 (Di scussion off the record.)

15 JUDGE MACE: No objection?

16 MS. RONI'S: No objection.

17 JUDGE MACE: I'Il admit those exhibits. Dr.
18  Gabel

19 CHAl RWNOVAN SHOWALTER: Before Dr. Gabe

20 begins, | just want to ask a follow up question on

21 your past answer.

22

23 EXAMI NATI ON
24 BY CHAl RAOMVAN SHOWALTER:

25 Q | believe, when we were tal king about
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Exhi bit 283, you said you would be willing to update
years 2002 and 2003 fromthe prior estimates to the
now actuals; is that right?

A That's correct.

Q And then, but then also that page has
continued estimates of 2004, 2005, 2006.

A Correct.

Q And | may have been distracted, but are

there new estimtes of those years now?

A. There woul d be, yes.
Q And is it appropriate, also, to update and
isit -- are you willing to update with those new

estimtes?

A. Well, | don't want to update the whol e
case, but if, in the event that, on a conpliance, you
woul d want an update with those new figures for this
particul ar area, that could be provided.

Q | see.

A. But rather -- you know, to update the whole
case would be a little burdensone.

Q | see, but if we find this general approach
to be appropriate, then you'd --

A Yes.

Q -- update then? Thank you.

JUDGE MACE: Dr. Gabel
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EXAMI NATI ON
BY DR GABEL:

Q Good nmorning, M. Jones. 1'd like to ask
you to turn to Exhibit 228, which is the rebutta
panel testinony filed on May 12th.

A Okay.

Q Okay. M first question -- I'mnot sure
you're the right witness, but | better ask the
guestion now while you are here. At page 54, lines
14 to 15, there's a reference to the steady increase
in copper cable prices. Are you there?

A That's not the portion of the testinony |I'm
sponsoring. That would be the -- in the cost
studi es, and the cost study w tness and engi neers, et
cetera, would be able to answer that question.

Q So you did not work with tel ephone plant

i ndexes?
A. Not in this factor devel opment portion
Q Okay.
M5. RONIS: That would be M. Tucek, who
will be here next week.

Q All right. Nowl'd like you to turn to page
100 of the sane exhibit. [|'msorry, page 101. This

is atable that illustrates your calculation of the
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forward-| ooking calibration factor?

A This is an exanple --
Q Yes.
A -- of why it's necessary and an exanpl e of

-- a calculation of it; not the present calculation
that we use in this analysis.

Q On the first line, you identify the
forward-1 ooki ng expense for swi tch naintenance.
Woul d you just describe how that nunber is

cal cul at ed?

A Well, there, again, this is an exanple.

Q Ri ght .

A Okay.

Q I would like you to explain how you woul d

have cal cul ated such a number for switch naintenance.
A Well, we do have a switch expense account,

whi ch accunul at es mai nt enance expenses and ot her

switch-rel ated expenses. So when -- we will start

with the books of account as of our starting point

and we will make appropriate forward-| ooking

adj ustments, nornmalization adjustnments, and ot her

adj ustmrents that we deem appropriate, again, the

productivity adjustnents, inflation, if applicable,

to derive our forward-Iooking | evel of switch

expense, and that's --



0847

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Let ne ask the sanme question for circuit
switch -- circuit equiprment, not circuit swtching.
Circuit equipnment. |If your response could be a

little nore specific. For exanple, in your response
to ny prior question, you said there's sone
normal i zati on. What precisely would that nean in the
context of identifying the forward-I|ooking expenses
for circuit equiprment?

A Well, it goes back to our overal
nmet hodol ogy of how we develop the factors. W start
with the books of account as of 2001, and we will
make -- they're reflected in the work papers of
various normalizations and other adjustments to bring
our book nunbers to a forward-1ooking | evel of
expense. We'll do this for each account or each
network account to devel op our forward-Iooking
expenses that way. |If you want to go into a -- you
know, another detailed | evel --

Q Well, I would like to have a -- you're
describing to me -- you say you apply sone
adj ustnments that start with the book nunbers and,
t hrough the adjustnments, the book numbers becone
forward-| ooki ng nunbers. | want to have a sense of
what's being done in order to make a book nunber a

f orwar d- | ooki ng nunber.
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A. Ckay.
Q | understand the productivity adjustnment,
but 1'd Iike to have a sense of what else is done.
A | don't knowif what I'"'mreferring to is an
exhi bit or has been, you know, filed, but | could go
t hrough, you know, our work papers and give you an
i dea.
MS. RONIS: Is it --
JUDGE MACE: O f the record.
(Di scussion off the record.)
JUDGE MACE: Let's be back on the record.
MS. RONIS: What he's referring to was
provided on a CDwith the direct, and we've narked
that as Exhibit 25, so it's in the record, it's just
not a paper copy. So you don't have a copy unless
you printed out the CDs, which | doubt.

Q Well, please proceed.

A Okay.
Q And just, if you could use as your exanple
circuit equipnment, | would appreciate that.

JUDGE MACE: Dr. Gabel appears to have CDs
before him

DR. GABEL: But | think I can listen w thout
needing to | ook at these.

JUDGE MACE: Go ahead.
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THE WTNESS: Okay. So | believe Circuit
Account 6232, those types of expenses. W would
start with the books of account, and then we would
back out any related revenues that are associ ated
with nonrecurring costs as a surrogate for --

Any costs?

Par don ne, revenues as a surrogate for the
cost.

Okay. You use revenues as surrogate?

We back those out, because we're not doing

is

recurring cost -- nonrecurring costs here, excuse ne.

We al so have a normalization that |'lIl go through
There's a small product specific adjustnment, where
we'll -- those products that are specific to a
certain area that we get revenue through sonepl ace
el se that are not involved in UNEs. Then we wll,
you know, productivity inflation over the period to
devel op a forward-Iooking | evel, okay.

Q Before you turn to the next page, you said
you have an adjustment for products that are not
subject to UNEs. That's the part that | think I'm
particularly interested in. So you have parts of
your product -- your famly of products which you
haven't conducted cost studies. |Is that to nake an

adj ustmrent for areas where you have not undertaken



0850

1 cost studies?

2 A Well, we've done cost studies, but they are
3 not relevant to the devel opnment of factors for UNEs.
4 They may devel op a study or costs based on expenses
5 that are not going to be expenses that would be

6 applied to investnments thenselves. An exanple of

7 that woul d be collocation adjustnments, any kind

8 there, any software devel opnent made for E911

9 devel opnent --

10 JUDGE MACE: M. Jones, |'mhaving trouble
11 under st andi ng what you're saying --

12 THE WTNESS: OCh, |I'msorry.

13 JUDGE MACE: -- and | bet the reporter is,
14 too. Could you just try to make sure that you speak
15 slowy and clearly?

16 THE W TNESS: GCkay. Thank you. There are
17 other -- and I'mtrying to |l ook for ones that are

18 specific to the account that you had asked ne, and
19 don't -- | don't see any that are for that particular
20 account. Let ne just check a little nore. Okay. W

21 do have a very, very mnor adjustrment for third party

22 billing and col |l ection adjustment. Very, very, very
23 smal | .
24 Q Let me ask for a specific product. Are you

25 famliar with a private line alarmsystemthat would
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be offered to retail custoners?

A Personally, no, |I'mnot, but --

Q Is it likely one product that would be
of fered by Verizon, a private line alarmsystem or
say a private line data systenf?

A. It could be a product that we offer. [I'm
not famliar with all the product |ines.

Q well --

A VWhat we're trying to do is make a
rel ati onshi p between our network expenses and our
network i nvestnents that could be used to cost any
product that we would service or that we would
provide, so if we can identify the investnments, then
-- and these are done in a UNE context, so they're
applicable to UNEs. So these factors are avail able
to be used in cost studies to determ ne the cost of
provi ding a particular service.

Q Let's assume that you offer private |ine
data services or private line alarm systens, and as
part of providing those products you nade investnents
in circuit equipment that is placed both in the
central office and at the custonmer's location. Are
you aware of any UNE products -- well, let nme just --
if you have such a retail product, would you have

identified investnent of that private line alarm



0852

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

servi ce when you undertook your estimte of the

i nvestments that are referred to in your hypothetica
exanple at line four, your forecast of your TELRIC

i nvest ment ?

So let me -- what I"'minterested in
exploring with you, M. Jones, is your forecast of
your TELRIC investnment, this is investnment associated
with network activities that are nodeled in the cost
nodel that Verizon has submitted in this proceeding;
is that correct?

A In the cost studies, that's correct.

Q What if you had a product where you didn't
undertake a cost study for this proceedi ng? Wuld
its investnent be reported at line four?

A Li ne four?

Q Line four, page 101, your hypothetica
forecast of TELRIC investment?

A Oh, okay. That switch investnent would be
what is determ ned by the analysts that do the switch
cost studies, and they develop a forward-| ooking
| evel of investnent. So that -- on line four, that's
what that woul d determ ne

Q Ckay. And what |1'm asking, what if there
was a product which used circuit equipnent, and in

this proceeding you did not devel op a cost study for
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that product? Wuldn't the investment for that
product be admitted fromline four?

A I think you have to -- the basic idea is to
-- the products versus the investnment. The
i nvestnment is what we're actually determ ning. Now,
the investnent can -- all the products and services
ride the network, the investnent, so this is for the
-- to develop the investnment necessary in a
forward-1 ooki ng network environnment as according to
TELRI C, those projections into that efficient
envi ronnent, forward-1| ooking.

Q You nentioned riding the network, but | used
as ny exanple circuit equi prment, where the circuit
equi pnment is at one end of the network or the other
It is either in the central office or it is in the
end user's |ocation.

A Again --

Q If there was sonme circuit investnment that
was | ocated at the custoner's |location and you did
not offer that kind of functionality as a UNE, woul d
that investnent be excluded fromline four?

A There again, | think you need to address
t hose questions to the cost devel opnent peopl e,
because you're tal ki ng about specific services.

MS. RONI'S: The switching person who
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devel oped the investnents will be on right after
this. He could address that. | do understand what
you' re aski ng.

DR. GABEL: Well, let ne ask, because -- |et
me just ask. Your exanple of switching, and Counsel
you could correct me if I'mwong here, but am!|
correct that you do not need to provide voice nail as
an unbundl ed network el enent?

MS. RONI'S: Correct.

DR. GABEL: All right. And am| correct
that the investnent that you make in voice nmail is a
regul ated activity or is that a non-regul ated
activity?

MS. RONIS: | don't know the answer to that,
but I think the switching witness that devel oped the
investments will say there isn't a cost for that in
the switching investment that he then hands over to
M. Jones. We could confirmwi th him

Q Okay. WM. Jones, let ne just, then, ask you
this. Let's -- 1'll ask you to assune that there may
be a product that generates sone network investnent
that's adnmitted fromthe forecast of the TELRIC
i nvestment, because that's not a UNE-rel ated product.
What adj ustment woul d have been made up at |ine one

to reflect that what's at |ine four excludes sone of
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the products that generate the book expenses that you
start with at |ine one?

A There, again, line one is done on a -- we
create our factors on a total conpany basis, not only
product specific. So on a total basis, that would
not be a thousand dollars, but it would be a mnuch
| arger nunber, of course. And the real purpose of
this table is to denonstrate that the investnent that
t hese expenses are supporting in the forward-I ooking
network could be rmuch lower, and that -- so that's
t he basic reason for this table.

Q | understand that, but in the exanple that
you have -- we're using here, where we started with
circuit expenses -- | think you said that was Account
6626. |1s that correct?

A | can't renmenber the account nunber.

Q Okay. Well, regardless, whatever is the
uni form system of account for circuit expenses, if
there is a retail product that generates expenses,
such as ny hypothetical exanple with an alarm
service, and that investnent isn't included in line
four, where you have the forecast of the TELRI C
investnment, is there a m smatch between what you're
doing in line one and |line four, or is it the case

that at |ine one you've pulled out the expenses
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associated with services that are not included in the
forward-1| ooking TELRI C i nvestnent at |ine four?

A To answer your question, we have not taken
anyt hi ng out of those expenses to reflect any type of
-- other than if they are not going to be used in the
future. If they're a technology that's not to be
used in a forward-1ooking network, we will take those
out. But there's no other adjustnment necessary,
because when we devel op our factors, the factors are
then applied to investnent to wherever it is. |If
it's a circuit account, any product devel opnent that
uses circuit investnent would apply that factor to it
to reflect those expenses. So it's on a product by
product basis that those woul d be applied.

So that's why | say you have to | ook at the
i nvestment and a product a little separately. A
product could cross over and use nultiple types of
i nvestment. So they would go to the studies and pul
that particular type -- or particular factor for that
particul ar type of investnment and incorporate it into
their study.

Q Let me just try to put it in very genera
ternms, and this is the last question in this area,
then 1'll nove on to sonething else. M. Kopta's

article fromthe Wall Street Journal referred to
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reans and reans of paper. Well, if I pile up
tariffs, the tariffs are a very, very big pile, and
so is your cost study a big pile, but | think your
tariff's even higher in pages than the cost study.
And ny concern is if the cost study doesn't include
all of the services, then is there a mismatch in your
study net hodol ogy?

A Not from a factor perspective. The cost
studies is where you need to go, because they're
trying to produce a particular cost study. |If you
did a study for every service that the conpany
provi des and there's a corresponding study to it, |

don't know where that paper match would be, but --

JUDGE MACE: Are you -- I'msorry, | didn't
mean to --

THE WTNESS: No, go ahead. |[|'m sorry.

JUDGE MACE: Are you done with your answer?
Go ahead.

THE W TNESS: Pretty nuch.

JUDGE MACE: Okay. We'Ill take a 15-mnute
recess at this point.

THE W TNESS: Ckay.

(Recess taken.)

JUDGE MACE: Let's be back on the record.

Q M. Jones, could you nowturn to the
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1 succeedi ng page, 102. At |line one, you use the term
2 both current and forward-|ooking investnent. That's

3 page 102, line one.

4 A Yes, | have it.

5 Q Ckay. Would you explain the difference --
6 A Sur e.

7 Q -- please?

8 A Putting it into context, it has to do with

9 what's called a CCto BC ratio that AT&T proposes.

10 That stands for current cost and book cost. And what
11 that particular ratio does for each individua

12 account is to look at the investnents that are

13 currently on the books at a particular tinme, in this
14 case 2001, and all of its vintages. 1In current

15 technol ogy, you know, it is included in there, as

16 wel | as older technology. So they apply a -- what is
17 called a Turner Index going back those years for the
18 ol dest piece of plant in your network, and redisplay
19 that at today's prices, okay.
20 Q M hmm
21 A So it's designed to put your book investnent
22 on a current level, but it's not a forward-Iooking
23 level. It has not reflected the forward-Iooking
24 changes of the forward-| ooki ng network.

25 Q Okay. Now, since you've used the term
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Turner Price Index, now I'lIl nake my bench request,
which | was going to save for M. Tucek. As a bench

request, would you please provide the Turner Price

I ndexes?

A | believe that is included in our work
papers.

Q If you could just identify later, you don't

need to identify now --

A Sure, sure.

Q -- where | would find those. Now, if you
could turn to page 117 of this same exhibit. This is
Exhibit 228. Am | correct that you're advocating
that the Commission rely on the CPlI, rather than the
GDP Price Index?

A. That's correct. And I'Il explain why.

Q Are you famliar with Verizon's advocacy in
price cap filings regarding what kind of price index
shoul d be used to adjust rates?

A. | understand that the price cap -- the FCC
did use the GNP Pl back in 1990. However, the GDP
Pl, what they currently use, that is a broad index of
all products and services that are produced within
the United States, whether they be capital, whether
they be for export, okay. Wat we're trying to do is

to apply an inflation factor to our expenses. Now,
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again, the GDP Pl includes, to put it in a very
sinple term planes, trains and autonobiles, okay.
They're big capital items. Wat the CPlI is is the --
like the gasoline or the fuel that is used to operate
those, and that's what's reflected in our expenses.
By its nature, expenses are things that are consuned
Wit hin one year
So going back to the fuel exanple, | think

everyone is aware the price of fuel has gone through
the roof recently. So those are the types of
expenses we're trying to capture. Another exanple
woul d be the GDP Pl includes office buildings,
residential structures, refrigerators, washing
machi nes. Again, durable capital itens. W're
trying to focus on the electricity that is needed to
run those. So we feel that the CPl is a better
i ndi cator of those types of products that are
reflected in our expenses and a better indicator of
the inflation than the GDP PI

Q You nentioned that the FCC, in the early
1990s, determined that the GNP price index should be
used for price cap filings. Wat is the difference
between the GNP price index and the GD --

A I don't know, to answer your question. |

don't know exactly.
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1 Q Am | correct that your -- Verizon's filing

2 contains a proposed rate for the daily usage factor

3 fee, the DUF fee?

4 A Yes.

5 Q And woul d you be the expert to ask questions

6 about how the conputer investnment was determ ned for

7 the DUF study?

8 A Yes. See if | have it with me.

9 Q For that study, is your starting point the
10 enbedded book investnent in the conputer account? O
11 what -- let nme restate the question. Could you
12 explain in general your nethodology for identifying
13 the investnent associated with the DUF UNE rate

14 el ement ?

15 A. The DUF elenent is primarily |abor, |abor
16 driven.

17 JUDGE MACE: |'msorry, it is --

18 THE WTNESS: It's primarily |abor driven.

19 And it would be included in one of those types of

20 products that we would back out of our factors.

21 However, the study was not done -- performed in tine,
22 so we woul d have backed this out of our

23 forward-| ooking factors as a product specific study.
24 Q | didn't understand, then, your comrent, the

25 study wasn't done in tinme?
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A. It was not conpleted in time for us to
incorporate it into our analysis of factors, but it
woul d have been a study that those results would have
been renoved.

Q Ckay. So the annual charge factor includes
t he cost of the DUF?

A Yeah, it's very snmall to begin with, and
agai n, we woul d have included that in our
product -specific adjustnent had it been conpleted in
tinme.

Q And you're al so proposing a separate rate
el ement for the DUF?

A Yeah, on its own.

Q And does that lead to any potential double
recovery that the costs of the DUF is included in the
devel opnent of the expense factor, and then you al so
have those sane expenses potentially recovered
t hrough a DUF charge?

A. That is true, to the point that we were
unable to remove those fromthe factors at the tine.

Q And do you have any recommendati ons on how
this potential double recovery could be rectified?

A. Well, in a conpliance, we would include that
as a product specific type of adjustnment, to take it

out of the factors.
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Q So in a conpliance filing, does that nean
that you await an order fromthe Conm ssion to do
that or is this just something you would initiate on
your own?

A | don't know how that would work, but if
you're correct in your observation that this would be
a potential double count and if we were to do this
over again, we would include this in those product
adj ustnments that we would take out of the factors.

Q Well, let nme just ask, if the study had been
done on tinme, how would you estinate the
conputer-rel ated i nvestment associated with the DUF
product |ine?

A. W would try to determ ne those conputer
costs or systens mmi ntenance and other types of costs
devel oped in that study and, on a per account basis,
to the degree we can identify them adjust the --
each individual account within the investnent if it's
known and al so the expense portion. So it would be
an account by account adjustnent.

Q When you estimte the conputer-rel ated
i nvestment, your conputer investnent, do you start
with the book investment in conputer equipnent?

A For the --

Q For the DUF. The DUF -- am| correct the
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DUF stands for daily usage factor?

A Ri ght .

Q And it involves a billing charge to the
CLECs for processing?

A. Dail y.

Q Daily usage information that's used by the
CLECs for billing their end users; is that correct?

A. Correct.

Q And so you have to use your own conputers to
process that billing information?

A That's correct. |In |ooking at the study,
like | said, it's basically labor driven. There's
not a great deal of conputer time that's involved in
this. Basically --

Q Woul d that --

A -- you know, the | abor involved in
processi ng these things.

Q Okay. Wthin the past year -- I'ma little
surprised to hear that response, M. Jones, because
within the past year | was sitting as an adviser to
the Maine Conmission in a proceedi ng where they were
dealing with a DUF, and the |argest part of the rate
was generated by the investnent in the conputers.

So am| -- would it be correct to infer from

your response that the conputer equipnent that is
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used for the DUF is also just in your general |oading
factors, or do you know -- well, | guess | should
have started out, do you know the degree to which the
processing of the tapes requires Verizon to incur
conmputer time? Do you know how nmuch tinme is
i nvol ved?
A No, | don't know exactly. Like |I said --
Q Al right. So --

JUDGE MACE: You can't both talk at the sane
time. That's not going to work. | know you're in a
conversation, but please try to avoid that.

DR. GABEL: All right. | have no further
questions. Thank you.

CHAl RWOMVAN SHOWALTER: | have no questi ons;
| just have a request. Oh, sorry. |'d like to nake
a bench request. And it's regardi ng Exhibit 283,
page seven. Can you please provide an update of that
page, which | think would nmean there would be actuals
for the first two years --

THE W TNESS: Yes.

CHAI RWOVAN SHOWALTER: -- and updat ed
estimates for the | ast three years?

THE W TNESS: Yes, that would be no problem

JUDGE MACE: That will be Bench Request

Nunmber 4.
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THE WTNESS: |Is there any particular -- we
were tal king about the productivity. Do you wish to
have the productivity for those two years updated, as
wel |l as the projections?

CHAl RMOVAN SHOWALTER: That's correct.

THE W TNESS: Ckay.

CHAl RMOVAN SHOWALTER: I n ot her words, but
just -- | don't need anything nore than that one
pi ece of paper updated.

THE W TNESS: Ckay.

CHAl RWOMAN SHOWALTER:  Thanks.

JUDGE MACE: Conmi ssioner Henstad.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:

Q | have just one question, and it's pursuing
that same exhibit and page. This is perhaps in your
testinmony, but I'mtrying to understand the basis for
the conclusion that there will be a rapid decline in

the rate of productivity.

A I"msorry, could you point ne to --

Q well --

A -- so | can comment?

Q I think it was sonewhere in your testinony,

but also here. The productivity levels, for exanple,
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1 in 2002, your assunptions were 4.3 and turned out to
2 be 5.0, and then, for '03, fall into 2.0 when they

3 were 4.4. And then, for '04, '05 and ' 06,

4 productivity levels that are quite | ow over what they

5 have been now in the last two or three years or the

6 | ast several years.

7 A Agai n, that would be included in our update,
8 in that bench request.

9 Q But nmy question is, what was the prem se

10 behi nd the assunption that there would be a rapid or

11 significant decline in your rate of productivity

12 i ncrease?

13 A In the rate of productivity increase?
14 Q In the rate of productivity?

15 A You nean fromthe 2003 | evel that was

16 projected versus what came in in actual ?

17 Q What |'mtrying to get at, the |ast severa
18 years we've had productivity increases of four to
19 five percent a year. The conpany projections are
20 they will fall to say one and a half percent. And

21 what was goi ng on?

22 A Your Honor, | would Iike to answer your
23 question as best | can. However, | don't actually do
24 the projections. W do have these -- a consultant --

25 an i ndependent consulting firmthat prepares these
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for the industry. It's not a -- it's not internally
at Verizon; it's done by a consulting firmthat we
subscri be to.

Q And you just put the nunber in?

A. There is sone -- | get the nunber from our
i nternal sources, who use these indexes to create
these -- the productivity factors, give us a year
over year. | don't do it nyself. | don't pull the
data nyself, is what I'mtrying to say.

Q Does the conpany do any studi es about actua
or projected productivity increase limted to the
conmpany itsel f?

A No, it doesn't. There's no index that we

can access that would do that, and we do not do that

internally.

COW SSI ONER HEMSTAD:  That's all | have
Thank you.

COW SSIONER OSHIE: | don't have any

guestions. Thank you.

JUDGE MACE: Okay. Thank you. M. Kopta,
not hi ng.

MS. RONIS: May | take just a two-m nute
break? W may have redirect and possibly a
correction to sonething M. Jones said, based on sone

research his assistant did in the back of the room
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1 | really just need a minute or two.

2 JUDGE MACE: Sure.

3 (Recess taken.)

4 JUDGE MACE: Back on the record.

5 MS. RONIS: Yes, | just have one question on

6 redirect.

8 REDI RECT EXAMI NATI ON

9 BY M5. RONI S:

10 Q M. Jones, would you like to correct your
11 statement on renoving DUF charges?

12 A Yes, | was getting this case confused with
13 the California case that | was working on, and we --
14 a checking of the work papers, we did make an

15 adj ustnment for that specific product in our

16 product - speci fi ¢ adj ustnents.

17 Q And that's in the work papers?

18 A It's in the work papers. | don't know the
19 exhi bit nunmber, but it's work paper 1.2.2.

20 M5. RONIS: And that's Exhibit 15. Hold one
21 mnute. 214-C, Exhibit 214-C

22

23 EXAMI NATI ON

24 BY DR. GABEL:

25 Q M. Jones, let ne return to ny question
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about the DUF study. In the DUF study, do you
i ncl ude any conputer investnment?

A Looki ng at the work papers, | can't
deternmine that, because we get a -- just the nunber
fromthose people that do that study, so | would have
to research that in order to properly answer your
guesti on.

Q And woul d you know, in terms of the
met hodol ogy for the study, if the study relies on

enbedded i nvest nent ?

A It would rely on, you know, the investnent
that we need to use to provide that service. | would
assunme it's in place, but, again, | would need to

consult those who do the study to find out nore
exactly to answer your question.

Q Is that sonething where you could give a
person a call and testify on that while you' re here?
Al right. Well, then, okay. W' Il just handle it
as a bench request.

A Okay.

Q Pl ease provide the DUF study, and in the
response descri be how the conputer-rel ated investnent
was estimated. Did you work with embedded invest nment
or did you convert it to a forward-| ooking

i nvest mnent ?
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A Well, it wouldn't be converted to a
forward-1| ooking | evel of investnent since it's not
going to be included in our forward-I|ooki ng network.

Q Pardon ne?

A. Since we're backing it out, it wouldn't be
i ncluded in our forward-|ooking investnent or |evels
of investnent.

Q ['m --

A Actually, to answer your question, | may be
able to answer it right now just looking at it. |
don't reflect any investnent being used to provide

the adj ustnent that we were given.

Q Okay.

A. It's only expense.

Q It's only expense?

A Yes.

Q And so then how is the cost of the conputers

that are used to process the DUF tapes recovered?

A. Again, I'lIl have to discuss that with --

Q Then | guess ny request is to provide the
st udy.

A Okay.

Q And then al so provide an expl anati on of how

the investnent expenses associated with the conputers

process the DUF tapes, how do you recover that cost?
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1 A. Ckay.

2 DR. GABEL: Thank you.

3

4 EXAMI NATI ON

5 BY CHAI RMOMAN SHOWALTER

6 Q I have just a question. Are you ready?

7 A Yes, ma'am |'msorry.

8 Q | wanted to let you finish witing

9 A Ckay.

10 Q There's been discussion, | believe, of both

11 retail advertising costs and whol esal e adverti sing
12 and marketing costs, and can you point nme to your
13 rebuttal of M. Lundquist's points about whol esal e

14 advertising and marketing costs?

15 A Well, our --

16 Q | actually mean in your testinony, if it's
17 here.

18 A Okay. I1t's on page 110 of Exhibit 228-TC, |

19 think it is. The rebuttal testinony.

20 Q Okay. All right. And there was questioning
21 on this earlier. Now, where is the rebuttal of the
22 retail advertising cost issue, if there is?

23 A There is no -- it's a -- our rebuttal is

24 that, in a whol esal e-only environnent, the current

25 | evel of advertising would be a good proxy as our
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1 forward-| ooking | evel of advertising if we would be a
2 whol esal e-only conpany.

3 Q Okay. | think that -- | think that | had a
4 confusion in my own mnd, and you've clarified it.

5 Thank you.

6 A You' re wel cone.

7 JUDGE MACE: M. Kopta, did you have

8 anyt hing? Anything else? Let nme nmake sure that |

9 have all the exhibits taken care of. Thank you.

10 You' re excused, M. Jones.

11 THE W TNESS: Thank you.

12 JUDGE MACE: M. Lundqui st.

13 Wher eupon,

14 SCOTT C. LUNDQUI ST,

15 havi ng been first duly sworn by Judge Mace, was

16 called as a witness herein and was exam ned and

17 testified as foll ows:

18 JUDGE MACE: Please be seated.
19
20 DI RECT EXAMI NATI ON

21 BY MR. KOPTA:

22 Q Whul d you state your nane and busi ness
23 address for the record, please?

24 A Yes, good norning. M name is Scott C.

25 Lundquist. | ama vice president of Econonics and
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Technol ogy, Incorporated, Two Center Plaza, Boston,
Massachusetts, 02108.

Q And do you have before you docunents that
have been identified as Exhibits 1001-TC, which is
the confidential direct testinony of Scott C
Lundqui st, Exhibits 102 -- | mean, 1002 and 1003,
which are attachments to that testinony, and Exhi bit
1004-TC, which is the confidential May 12th, 2004
testinmony of Scott C. Lundquist?

A. Actually, | don't have the 1004-TC, ny
rebuttal testinony. Excuse ne, Counsel, just to
check, too. If 1003-TC -- | m ght not have that.
Let me just check what that was identified as.

Q Exhi bit 1003 is SCL-2, which is a conparison
of WUTC Prescribed, Verizon Proposed and FCC Safe
Har bor Depreciati on Rates.

A Okay. M copy has the cover page to that,
but not the actual table. Okay. Thank you.

Q Were these exhibits prepared by you or under
your direction and control ?

A Yes, | have all those exhibits, and yes.

Q And do you have any corrections to make to
any of those exhibits?

A | have three corrections to make to Exhibit

1001-TC, in the nature of errata. On page 15, lines
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20 and 21, there is a nunber that appears on both of
those lines. Verizon counsel advises nme those are
now public information. And | had a typographica
error here, and the nunber should be 33.9 percent on
both lines 20 and 21, as was pointed out in M.
Jones' rebuttal testinony.

On page 23 -- sorry, at line one, it should
read, "Verizon has provided" instead of "Verizon has
providing."

And al so, on page 34, line 11, it should
read "were applied" rather than "were applies." And
those are all of ny corrections to ny pre-filed
testi nony.

Q And as corrected, are these exhibits true
and accurate, to the best of your know edge?

A Yes, they are.

Q If | asked you the questions contained in
these exhibits, would your answers contained in the
exhi bits be the same?

A Yes, they woul d.

Q Have you prepared a three-m nute summary of
your testinony?

A Yes.

Q Woul d you give that now, please?

A Good norning. M testinony that ']l
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sunmari ze today focuses on Verizon's expense factor
devel opnent. | reviewed Verizon's expense factors,
identified certain flaws in them and nmade

adj ustnments that were included in the revised
revisions to the Verizon cost nodel that were filed
with AT&T's testinony of Steven Turner. | found
errors that need to be corrected in four different
areas. They are the forward-1ooking calibration
factor, the marketing expense factor, the inflation
and productivity adjustnments, and the uncollectibles
factor.

Taking the first, the forward-I ooking
calibration factor does not do what Verizon intends
it to do. What it actually does is divorce the
calculation of its expenses fromthe network redesign
that goes on within the investnment side of the nodel
And Verizon essentially has admitted as nuch by
saying that its network expense level is what it
started with prior to the devel opnent of the factor,
that that's what the forward-|ooking conversion does
is get it back to that |evel.

That, as | explained in nmy pre-filed
testinony, that |eads to an overstatenment of expenses
and does not account for things such as if |ess

copper is used under the redesigned network in the
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TELRI C nodel, that its network expense |evel for
copper would be decreased. What's needed is just to
recogni ze changes in unit prices, and to do that |'ve
used the industry standard, C. A Turner current Cost
of Book Cost Ratios, which has the right effect and
makes the appropriate adjustnment.

Rel ative to expense factors, several
different areas in there, but briefly, advertising,
Verizon kept 100 percent of its current advertising
expense in its nodel. | found no reason to include
that in a whol esale-only scenario. And Verizon did
not identify in particular a |level of advertising
needed to stinulate purchase of UNEs in a whol esal e
environnment, so, as in the Virginia Arbitration
Order, | nmade the advertising expense zero, as | see
little need for a -- for Verizon to advertise for
sonmet hing that woul d be provided on a mandatory basis
to a very specialized subset of custoners with which
it already has business rel ationshi ps.

And then, for inflation productivity, | nmade
corrections by replacing its consunmer price index
with the gross donestic product price index that the
FCC has used and used a productivity index that is
specific to wireless tel ecommuni cations carriers,

rat her than the national -based non-farm busi ness
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| abor output index. Thank you.

MR. KOPTA: 1'd nove admi ssion of Exhibits
1001- TC t hrough 1004- TC.

JUDGE MACE: |s there any objection to the
adm ssion of these exhibits?

MS. RONI'S: No objection.

JUDGE MACE: |'Il adnmit them

MR. KOPTA: The witness is available for
Cross-examni nati on.

JUDGE MACE: Thank you.

M5. RONIS: | have no cross for this
Wi t ness.

JUDGE MACE: Thank you. Dr. Gabel

EXAMI NATI ON
BY DR. GABEL:
Q Yes, | have one question. On your May 12th
testi mony, at page 12 --
CHAl RMOVAN SHOWALTER:  What exhi bit?
JUDGE MACE: It should be 1004-TC.

Page 12, |ine 13.

Yes, | have it.
Q Wel |, actually, this version has different
page nunbers. It's actually line three, but this

refers -- you've characterized this table as an



0879

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

illustration. 1'mjust curious why you said it's an
illustration. |'mjust wondering what you're
suggesting would be the weight that is given to this
tabl e when you use that ternf

A Well, it illustrates that there's a
significant problemwth Verizon's analysis here, but
what |'ve done is only disaggregate between two
different types of |oops, the digital DSl | oop and
t he, you know, DSO | oop, which to ne illustrates the
problemthat its aggregated |loop cost is inflated, as
| show. |It's 116 percent higher than the applied
voi ce grade | oop cost.

But if you did a full disaggregation into --

t hat recogni zed the other types of | oops that have
different costs, including I SDN, BRI and PRI | oops
and ot her types of |oops, perhaps including the alarm
service private line |loops, that you would have even
-- you know, it would change the results and probably
show that there's nore of a disparity between the
aggregate result and the actual voice grade |oop
cost, because you've rolled together with the |oop --
DSO | oop cost the voice grade | oop cost, these costs
of other nore expensive types of |oops.

Q. And in this table, the value of $23.66, this

is a cost estimate that reflects 11 and a quarter
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rate of return; is that correct?

A Let me just check. | believe so. | have
ot her adjustnments that |'ve nade in my testinony. |
think this one is separate, but | could confirmthat
by I ooking at my work paper

Q Al right. Then, as a bench request, would
you please provide the rate of return that's
associated with the cost estimte of $23.66 that
appears on table two at page 13?

A. Yes, certainly.

DR. GABEL: Thank you. | have no further

guesti ons.

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER

Q My question relates to whol esal e marketing
and advertising expenses. First, is there a
di stinction between marketing and advertising? In ny
| ay sense, | think of advertising as broadcast type
ads, wide distribution. | think of marketing as
i ncludi ng sales reps and people that mght visit a
CLEC to show what a UNE can do. Do you see that
di stinction?

A Yes, there is that distinction. 1In the

Uni form System of Accounts, those are actually
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accounted for in separate accounts. There's a
advertising account, which would include things such
as the nass market advertising you're referring to,
then there's a separate sal es account, nunber 6612,
and then al so other marketing functions, which are

i ncluded in anot her account called product
managenent .

Verizon generically refers to all those, in
sonme context, as marketing, and I would al so do that
in sonme contexts. It's -- whereas advertising is --
can be considered as a subset of the marketing
function of attenpting to, you know, convey your
product to the marketpl ace.

Q Are you reconmmending that all three

categories be renpved as an expense for Verizon?

A No, no, |'m not.
Q Okay.
A I have included what | consider appropriate

| evel s of expenses for the product nmmnagenent and
sales. |'ve just zeroed out the advertising portion
of expenses, because | -- in particular, you know, a
great deal of Verizon's current advertising is, you
know, oriented towards mass narket advertising, the
ones you see on television and radio and things |ike

that, and those are enphasi zing Verizon's brand.
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They are surely attenpting to pronote its own
services. The one | recall we see back in the East
are ones where it specifically shows Verizon's DSL
service in conparison to Contast cable service, and
tries to show that its services is nuch easier to
use.

And | don't believe that sort of advertising
woul d be necessary at all, and it is not necessary
for the provision of wholesale UNEs. The custoners
for UNEs are a very small, specialized nmarketplace,
its CLECs. They already have busi ness rel ati onshi ps
with Verizon. |[If they need UNEs, they have -- you
know, in the real world, you know, under the TRO
they woul d need to have those UNEs -- need to obtain
them from Veri zon, because there would be no other
alternative.

But even in a wholesale -- in the scenario
that's being contenplated for TELRIC purposes or ful
facilities-based conpetition, there would be little
need for advertising of its whol esale UNEs, because
CLECs know very well, they have -- you know, what
those services are and how they are -- you know, what
their differences are between those services and, you
know, other alternatives they m ght have for

provi ding their service.
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Q How do you explain advertisenents for Intel
Intel chips? They're ubiquitous -- not ubiquitous,
but many, many advertisenents that basically let the
end use consunmer know you want to |l ook for the little
-- the record can't convey a ding-di ng-di ng-ding, but
that is a brand identification trying to convey to
the end use consunmer you want to nake sure your
product has this whol esale product init.

A That's right, and what they're -- the key
difference there is that Intel is working with its
di stribution channels, you know, in the sense of, you
know, the things that use its products, those
conput er manufacturers, to do this advertising in the
sense that it wants to have its brand included as
part of the val ues perceived by retail custoners of
that computer.

That's in contrast to what's been going on
with UNEs, which is UNEs are not Verizon-branded.
And ny understanding is that, you know, if you
provi de, for instance, operator services that Verizon
provi des on a whol esal e basis, they will not be
branded as Verizon operator services, but nust be
rebranded as the brand of the CLEC providing the
servi ce.

Q But that kind of brings us to the Got MIKk
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anal ogy. It does seem plausible that there woul d be
advertising battles over cable versus DSL versus
wireless, and the land |ine group, which could be

| LECs and CLECs, m ght want to convince the retai
public that that's the way they want to go.

Would that -- is that effort, should it
exist, does that relate to UNE costs or would it be
t hrough sone ot her mechani sns?

A No, | would think that relates to the retai
side. It's trying to generate and pronote its --
Verizon's retail services or the retail services of
that, you know, group of wireline carriers that were
trying to pronote their service

Q Well, for exanple, the cable industry has --
there's an industry association, and so each of the

cabl e conpanies are trying to pronmote their product

at a retail level, but there's also a fair amount of
activity, I'mnot sure advertising, but there's nobney
put into the commopn cause of pronoting cable. Is it

plausible to think that, in a forward-I| ooking
conpetitive world, that sort of land |line association
activity, including potentially advertising, would
occur?

A Yes, let nme clarify what we're doing here.

W're trying to identify the costs that should be
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attributed to UNES --

Q Ri ght .

A -- to the whol esal e side of Verizon
operation. But in any scenario for doing this,
there's no need to assune that Verizon is only
provi di ng whol esal e services. It can well be
providing its own retail services. So -- and we
expect that, in the real world, Verizon will continue
to provide retail services. So if it wanted to join
with other wireline providers -- let's assune there
was facilities-based conpetition and it was intense
enough to stinulate advertising of wireline service

as, you know, against cable and against wreless

service. |If Verizon joined in efforts to do that,
that would be perfectly fine. It mght incur
mllions of dollars of cost for that, but that would

be attributable to its retail operations and should
not be attributed to its whol esal e and provision of
UNEs.

Q Well, | nean, that brings nme back to the
Intel exanple. Supposing they were not exactly a
UNE- only conpany, but a whol esal e conpany. There
are, in the tel ecomunications industries, providers,
provi ders, that kind of thing, and you're bringing ne

back to Verizon as Verizon. |I'mtrying to think
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about whol esaling activity that m ght have an
interest in advertising.

Now, | believe it would be advertising to
t he general public, not advertising to its whol esale
custoners. So | think the question I"mtrying to ask
isif it's legitinate for a wholesaler to participate
inretail types of advertising, is that an expense
that would go into the whol esal e business, including,
in this case, UNE provision?

A Under certain linmted circunmstances, and the
distinction | was pointing out was that when Inte
does that, it is trying to pronote its brand, and
that brand would, if you will, carry through the
di stribution channel. The conputer that the retai
end user gets would have a little logo on it that
says Intel Inside, and thereby Intel is trying to
stimul ate use of its whol esal e service.

Verizon has not been even allow ng branding,
as | nentioned with the operator services exanple, of
its Verizon-supplied whol esal e services through to
retail custonmers in the same way, and | don't see any
reason to believe that that would change in a
facilities-based conpetitive environnent, so --

Q I s brandi ng necessary to advertise your

product? Got M Ik doesn't brand.
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A. But Got MIk is -- again, that's an industry
collection just trying to stinulate overall interest
in consunption of mlk.

Q | nean, the farmers who own the cows m ght
not be the retailers of the mlk, but I don't knowif
they contribute to the advertising or not.

A Ri ght .

Q But if they do, wouldn't that be an exanple?

It is an exanple of, you know, advertisers
in industry sector to stinulate overall consunption
of those services. | don't see that as what's going
on here. W're tal king about Verizon incurring
expenses to stimulate its, you know, consunption, if
you will, of its UNE services.

Part of the difference here is, you know,
mlk is, you know, it's -- the difference is that,
you know, milk is something that is consuned on a
retail basis, whereas UNEs are, you know, demanded by
CLECs, but only to the extent that they have retai
custoners of their own that they need to, you know,
provi de those whol esale facilities for

Q But using land line --

A Sort of derived demand.

Q Woul dn't you agree that consuners are pretty

aware that there is an option of land |ine versus
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Wi rel ess versus cable? They may or nay not be
conpl etely conparabl e, but these are not things the
average consuner is unfamliar with. |'msure they
don't know what a UNE is.

A. Right. ©h, they certainly understand
there's different, you know, choices in
t el econmuni cations services, and some of them are
based on land line, sonme are not. Certainly I'm
agreeing with you there.

Q Al right. Thank you.

A Thank you.

JUDGE MACE: Commi ssi oner Gshi e.

COWM SSI ONER OSHI E: No questions.

JUDGE MACE: All right: Anything further?

MS. RONI'S: No questions.

MR. KOPTA: No redirect.

JUDGE MACE: W th regard to Verizon cross
exhibits for this witness, you have requested to have
mar ked 1005 through 1008. Do you offer those?

MS5. RONIS: No, we don't.

JUDGE MACE: All right. Thank you. You're

excused.

THE W TNESS: Thank you.

JUDGE MACE: We will take our lunch recess
now, resunme at 1:30 with Dr. Blacknon. |s that
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correct?

M5. SMTH: Yes, Your Honor.

JUDGE MACE: Thank you.

(Lunch recess taken.)

JUDGE MACE: Let's be back on the record.
We're scheduled to begin this afternoon with the
testimony of Dr. Blacknon. Wuld you stand and raise
your right hand, please?
Wher eupon,

DR. GLENN BLACKMON

havi ng been first duly sworn by Judge Mace, was
called as a witness herein and was exam ned and
testified as foll ows:

JUDGE MACE: Pl ease be seat ed.

DI RECT EXAMI NATI ON

BY MS. SM TH:

Q Good afternoon, Dr. Bl acknon.

A Good afternoon.

Q For the record, will you please state your
name, your enployer and your position?

A My nanme is G enn Bl acknmon, and my enpl oyer
is the Washington Utilities and Transportation
Commission. |'mthe acting director of regulatory

services.
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Q Do you have before you what's been marked in
this proceeding as Exhibit 1101-T, revised April 20,
2004; Exhibit 1103; Exhibit 1104, corrected and
revised May 27th, 2004, and Exhibit 1105-T, filed My
12t h, 2004?

A. Yes, and | would just note that 1103 was
revised on April 20th.

Q Okay. Thank you, Dr. Blackmon. Were these
testi moni es and exhibits prepared by you or under
your direction?

A Yes.

Q If | were to ask you the sane questions
today as contained in these pre-filed testinonies,
woul d your answers be the sanme as those that have
been revised?

A Yes, except there are a couple of typos that
I noted.

Q Woul d you state those for the record,

pl ease?
A In Exhibit 1101, at page five, line 13, the
answer should be, "No, | amnot." And in Exhibit

1105, page two, line eight, the word "approach"
should follow the word "eyeball .’
Q And with those two corrections, if | were to

ask you the questions today, would your answers be
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t he same?
A Yes.

M5. SMTH: The witness is available for
cross-exam nation, and |1'd nove the adm ssion of
Exhi bits 1101-T, 1103, 1104 and 1105-T.

JUDGE MACE: |s there any objection to the
adm ssion of the proposed exhibits? Hearing no
objection, I'll admt them And | understand that
Verizon has cross for Dr. Blackmon? 1'msorry.

M5. RONI'S: No cross.

JUDGE MACE: No cross. Did the Comi ssion?

Dr. Gabel

EXAMI NATI ON

BY DR GABEL:

Q Good afternoon, Dr. Bl acknon.

A Good afternoon

Q I'"d like to ask you an open-ended question
whi ch has al so been presented to AT&T and to Veri zon,
and this is the open-ended question. There's
testinmony in this proceedi ng about why certain rates
shoul d be adopted because they pronote conpetition
and that testinony seens to suggest |ower UNE prices
in testinony which says higher prices would pronote

facility-based investnent.
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And as just a general question, do you have
an interest in conveying sone advice to the
Conmi ssion on how to consider the bal ance between
price conpetition and facility-based investnment and
do you actually see there being a trade-off between
price conpetition and facility-based investnent?

A The -- | definitely see some trade-offs
between those two, and it's a trade-off that the
Staff has attenpted to bal ance since before the
Tel ecom Act of '96 was passed, and we have, however,
I would say generally not really been able to nake a
clean call on that, you know. W haven't really been
able to bal ance those interests and cone out with
what we thought was the right outcome, because we
have been constrained to follow essentially pricing
rules that the FCC established and that the United
States Suprene Court ultimtely upheld.

So | would say generally that what we've
been doi ng and what | understand to be the job of the
Conmi ssion in this case is not to make those sort of
policy-type decisions, but instead just set
forward-|ooking rates, rates that are based on
forward-| ooki ng econom c cost, and to do that w thout
really trying to skew the result one way or the

ot her.
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1 I mean, | have a pretty good sense about how
2 I would think the prices ought to be set, and it's

3 not particularly well achieved through the use of the
4 pricing mechanisnms that we're required to follow.

5 But | think, at every step along the way, we have put
6 that policy thinking aside and said, yes, but what

7 are the costs, what is the appropriate rate of

8 depreciation or the sharing of infrastructure and

9 things like that that should be used in order to

10 measur e forward-1 ooki ng econom c cost.

11 And | think that this Conmi ssion should

12 foll ow that sane approach and determ ne prices that
13 aren't biased by either a desire to make it easier

14 for CLECs to get into the narket or to make it nore
15 attractive for incunmbents to invest in their own

16 networks. That's certainly how Staff has presented
17 its case, both this time around and every ot her

18 previous iteration of the generic cost case.

19 DR. GABEL: Thank you.
20
21 EXAMI NATI ON

22 BY CHAI RAMOVAN SHOWALTER:
23 Q Did you hear Dr. Selwn's answer to the
24 simlar question posed to hinf

25 A | did not. |'msorry.
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CHAl RWOVAN SHOWALTER: Ckay. Thanks.

JUDGE MACE: Commi ssioner Henst ad.

COWM SSI ONER HEMSTAD:  No.

JUDGE MACE: Commi ssioner Oshie.

COW SSI ONER OSHI E:  No questi ons.

JUDGE MACE: Anything from Verizon or AT&T?
Al right, then. Anything else, Ms. Smith?

M5. SMTH: No. Thank you, Your Honor

JUDGE MACE: Thank you. You're excused,

Dr. Bl acknon.

THE W TNESS: Thank you.

JUDGE MACE: All right. The next w tness or
set of witnesses is the Verizon -- what's called the
swi tchi ng panel, and while the wi tnesses are taking
their places, | understand that there's going to be
di fferent counsel cross-exam ning or presenting these
Wi t nesses?

MS. RONI'S: Yes.

MS. SMOTHERG LL: That's right. Let ne
i ntroduce nmyself. M nane's Polly Snothergill. [|I'm
at Wlnmer Cutler Pickering, LLP, on behalf of
Veri zon.

JUDGE MACE: Usually we require counsel who
are entering their appearances for the first tine to

give a long form which includes all of your contact
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1 i nformati on, your e-mail, your phone nunber, your

2 fax. |If you would provide that for us.

3 MS. SMOTHERG LL: Certainly. ©h, okay.

4 JUDGE MACE: On the record right now

5 MS. SMOTHERG LL: Sorry. M e-mil address

6 is polly.smothergill @il nmer.com M phone nunber is

7 202-663-6706, and ny fax nunber is 202-772-6076.

8 JUDGE MACE: Thank you.
9 M5. SMOTHERGI LL:  You're wel cone.
10 JUDGE MACE: If everybody's ready, first |

11 need to have the panel nenbers please stand and raise
12 your right hands.

13 Wher eupon,

14 WLLETT G RICHTER, HAROLD E. WEST, I1Il, and

15 THOVAS MAZZ| OTTI ,

16 havi ng been first duly sworn by Judge Mace, were

17 cal l ed as witnesses herein and were exam ned and

18 testified as foll ows:

19 JUDGE MACE: Thank you. Go ahead, Ms.

20 Snot hergi | |

21 MS. SMOTHERG LL: Thank you.
22

23

24 DI RECT EXAMI NATI ON

25 BY M5. SMOTHERG LL:
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MS. SMOTHERG LL: Good afternoon. 1'l|
i ntroduce each witness in turn. M. Richter, please
state your name, occupation, enployer and business
address for the record.

MR RICHTER. M nane is Wllett Richter
Wi-l-1-e-t-t.

JUDGE MACE: M. Richter, let's start off
right away. You need to speak directly into your
m crophone, have it right facing to you and speak
directly intoit. Make sure that it's on. Thank
you. And for all the panelists, | see that they've
done that.

MS. SMOTHERG LL: Ckay. M. Richter,
pr oceed.

MR, RICHTER. My nane is Wllett Richter
Wi-l-l-e-t-t. | amenployed by Verizon. | ama
seni or specialist, engineering regulatory support.
My busi ness address is 85 High Street, Paw ucket,
Rhode |sland, P-a-wt-u-c-k-e-t.

MS. SMOTHERG LL: Thank you. M. Mzziotti
pl ease state your name, occupation, enployer and
busi ness address for the record.

MR MAZZIOTTlI: M nane is Thomas Mazziotti.
I'm al so enpl oyed by Verizon as senior staff

speci alist, financial planning and analysis. And ny



0897

1 address is 1095 Avenue of the Americas in New York,
2 New Yor K.

3 MS. SMOTHERG LL: Thank you. And M. West,
4 pl ease state your name, occupation, enployer and

5 busi ness address.

6 MR, WEST: M nane is Harold West. |I'm

7 di rector of regulatory support for Verizon, and |

8 work at 540 Broad Street, Newark, New Jersey.

9 M5. SMOTHERG LL: Thank you. Because the
10 wi t nesses have filed testinony together and

11 separately, I'mgoing to proceed with each piece of
12 testimony in turn. First, M. Mzziotti and M.

13 Ri chter, do you have in front of you the direct

14 testi nony of the Verizon Northwest recurring cost
15 panel subm tted June 26th, 2003, and entered into the

16 record as Exhibit 201-TC?

17 MR. MAZZI OTTI: Yes.
18 MR. RI CHTER: Yes.
19 MS. SMOTHERG LL: Is it correct that you're

20 responsi ble for the portion of this testinony

21 regardi ng switching costs and call-rel ated dat abase,
22 specifically pages 66 through 104 of Exhibit 201-TC?
23 MR MAZZ| OTTI: Yes.

24 MR. RICHTER: Yes.

25 MS. SMOTHERG LL: Was this prepared by you
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or under your direct supervision?

MR. MAZZ| OTTI: Yes, it was.

MR. RICHTER:  Yes.

MS. SMOTHERG LL: And if | asked you those
sane questions today, would your answers be the sane?

MR, MAZZI OTTI: Yes.

MR. RICHTER:  Yes.

M5. SMOTHERG LL: Thank you. Second, M.
West, do you have in front of you your direct
testi nmony regardi ng conpetition submtted June 26t h,
20037

MR. VEST: | do.

MS. SMOTHERG LL: And this is pre-nmarked as
Exhi bit HEW 1 and designated as Exhibit 351-TC?

MR, VEST: Yes.

MS. SMOTHERG LL: Was this prepared by you
or under your direct supervision?

MR, WEST: Yes.

MS. SMOTHERG LL: And if | asked you those
same questions today, would your answers be the same?

MR, WEST: They woul d.

MS. SMOTHERG LL: Thank you. Third, M.
Mazziotti, M. Richter and M. West, do you have in
front of you your testinmony on switching rate

structure, filed April 20th, 2004, pre-narked as
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1 Exhibit RMM1 and designated as Exhibit 301-TC?

2 MR, VEST: Yes.

3 MR. RI CHTER:  Yes.

4 MR MAZZ| OTTI: Yes.

5 MS. SMOTHERG LL: Was this prepared by you

6 or under your direct supervision?

7 MR, VEST: Yes.

8 MR. MAZZ|I OTTl: Yes, it was.

9 MR RI CHTER:  Yes.

10 MS. SMOTHERG LL: And if | asked you those

11 same questions today, would your answers be the same?

12 MR. MAZZI OTTI: Yes.

13 MR RI CHTER:  Yes.

14 MR WEST: Yes.

15 MS. SMOTHERG LL: Finally, M. Mazziotti and

16 M. Richter, do you have in front of you the rebutta
17 testinony of the Verizon Northwest recurring cost
18 panel, submitted on May 12th, 2004, entered into the

19 record as Exhibit 228-TC?

20 MR. MAZZI OTTI: Yes.
21 MR. RI CHTER:  Yes.
22 MS. SMOTHERG LL: Thank you. [Is it correct

23 you are responsible for the portion of the testinony
24 regardi ng switching cost, specifically pages 77 to 91

25 of Exhibit 228-TC?
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1 MR, MAZZI OTTl: Yes, it is.
2 MR. RICHTER: Yes.
3 MS. SMOTHERG LL: Thank you. Do you have

4 any corrections to your testinony, M. Richter?

5 MR. RICHTER: Yes, | do. Exhibit 301-TC

6 the switching rate structure filed on April 20th, on
7 page 12, line 14, the word "repl aced" should be

8 replaced with the word "relieved."

9 JUDGE MACE: |'msorry. Relieved?
10 MR. RI CHTER: Yes.
11 MS. SMOTHERG LL: Thank you. Do you have

12 any other corrections, M. Richter?

13 MR, RI CHTER:  No.

14 MS. SMOTHERG LL: M. Mazziotti, do you have
15 any corrections to your testinony

16 MR. MAZZ| OTTI: No, | do not.

17 MS. SMOTHERG LL: And M. West, do you have

18 any corrections?

19 MR. WEST: No, | do not.

20 MS. SMOTHERG LL: Thank you. At this point
21 I"d like to nove into evidence Exhibits 351-TC and
22 301-TC

23 JUDGE MACE: |s there any objection to the

24 adm ssion of those proposed exhibits?

25 MR. KOPTA: No objection
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JUDGE MACE: |'ll admit them

MS. SMOTHERG LL: Thank you. | believe each
of the witnesses has prepared an openi ng statenent.
M. Richter, would you pl ease make yours? Ch, excuse
me. M. Mazziotti is going to go first. Wuld you
pl ease proceed?

MR, MAZZI OTTl: The switching cost studies
submitted by Verizon in this proceeding are fully
conpliant with the econonic cost principles for
unbundl ed network el enents as |laid out by both the
FCC - -

JUDGE MACE: M. Mazziotti, | need to have
you slow down just a little bit.

MR MAZZIOTTI: [I'msorry, |I'mfrom New
York. Okay. You want nme to start over again?

JUDGE MACE: Yes, please.

MR. MAZZ| OTTlI: Okay. The switching cost
studi es submtted by Verizon in this proceeding are
fully conpliant with the economic cost principles for
unbundl ed network el enents as |aid out by both the
FCC and this Conmi ssion.

The studies represent the real world costs
that a new entrant with the scale, scope and buying
power of Verizon would face in providing

t el ecommuni cations service in the Verizon territory,
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and as such, provide the economically correct signals
for CLECs nmaking build versus | ease deci sions.

The studi es nodel demand vol unmes t hat
Verizon expects to see in the future and assune a
forward-| ooking m x of switching technologies to neet
those needs, as well as switch discounts and prices
that represent what Verizon or any other carrier
coul d expect to receive fromswitch vendors in the
real world.

Usi ng these switch prices, along with
Verizon's forward-1ooking traffic engi neering data,
switch investnments are devel oped using the Tel cordia
Swi tching and Cost Information System Telcordia's
nodel s have been endorsed and adopted by --

THE REPORTER: Sorry. Could you sl ow down,
pl ease?

MR. MAZZ| OTTI : Been adopted -- sorry.
| ost ny place. Have been adopted and -- endorsed and
adopted by regul ators throughout the United States
and used for decades to determine rates for services
of fered by | ocal exchange carriers on both a
whol esal e and a retail basis.

After rigorous exani nation, the FCC found
the SCI'S nodel to be fundanentally sound and

internally valid. 1In addition, the SCIS nodel is
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t horoughly docunented and parties in this case have
been given access to copies of the nodel itself,
copi es of the user docunentation, and even copi es of
the source code to be used in their evaluation of the
program

However, the proper level of cost alone is
not enough to insure that correct econonic signals
are sent to the marketplace. 1In addition to the
proper rate level, UNE tariffs must also enploy a
proper rate structure. Rate elenents nust be set up
and cost studies perfornmed in such a way that the
rates offered to the CLECs reflect the reasons these
costs are incurred.

The Verizon cost studies acconplish this by
properly identifying those costs that are caused
because a custoner has a line, as opposed to the
costs that are incurred when customers make calls
usi ng those lines.

Wil e other parties have postul ated that the
cost of a nmodern digital switch is solely a function
of the nunber of custoners connected to it, nothing
could be further fromthe truth.

Not only do the conponents of a switch need
to be engi neered and sized when the switch is

originally designed, but these conponents al so need
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to be constantly nonitored and augnmented whenever
their performance starts to degrade.

Verizon's proposed rates and rate structures
recogni ze this fact and assign the costs associ ated
with the purchase and augnentation of
traffic-sensitive conponents to usage rate el enents,
thereby insuring that custoners neking the nost calls
will fairly carry their share of the cost.

JUDGE MACE: Thank you.

MS. SMOTHERG LL: M. Richter, please nake
your statement.

MR, RICHTER: A significant issue in this
case is the proper rate structure for swtching
costs. Verizon's switching cost studies nodel the
nost forward-|ooking efficient switching network that
can operate in the real world.

Wth respect to each critical engineering
aspect of the switching network Verizon has nodel ed,
Verizon determ ned what technol ogy and design it is
likely to use as it evolves its network over the
future years.

In addition, Verizon's switching studies
accurately identify, from an engi neering perspective,
whi ch switching resources incur costs that vary based

on usage. This is of fundanental inportance in
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accurately setting unbundl ed switching rates. It is
i mportant for the Commission to understand network
engi neers and switch vendors devote an extraordinary
amount of tine planning switch design and nonitoring
switch performance. [In addition, engineers and
switch vendors benefit from decades of experience
runni ng these switches and nonitoring custoner
behavi or .

Switch design is a compl ex process.
Swi t ches are conpl ex nmachi nes that have many
i nt erdependent conponents. The switch system
conponents di ffer by manufacturer, as well as by
function. Traditionally, the planning and design of
a switch is an iterative one. Switch suppliers
design switching systens that will neet or exceed
custoner service standards comon in the industry.
The design will consider things |ike nunber and types
of custoners, types of services and features and
expect --

JUDGE MACE: Thirty seconds.

MR RICHTER |'msorry?

JUDGE MACE: Thirty seconds.

MR, RICHTER: -- and expected usage. It is
the responsibility of Verizon's switch planners and

engi neers to anal yze our custoner base and their
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associ at ed usage patterns, and then design and
mai ntain the switch systens to neet the needs of that
customer base.

Furthernore, it is incunbent upon our
pl anners and engi neers to devel op processes that
nonitor switch system performance once the switch is
put in service. Changes in usage patterns, features
and services, number of lines of connection influence
the way switch --

JUDGE MACE: M. Richter, sorry, your three
m nutes are up.

THE W TNESS: Ckay.

MS. SMOTHERGI LL: Thank you. M. West,
pl ease make your statenent.

MR. WEST: As M. Mzziotti said, Verizon's
switching cost studies denonstrate that a significant
portion of the switching resources in Verizon's
network are traffic-sensitive. Consistent with the
principle of cost causation, traffic-sensitive costs
shoul d be recovered using usage-sensitive rate
elements. That is, traffic-sensitive costs should be
recovered on a per mnute of use basis. Simlarly,
non-traffic-sensitive costs should be recovered with
a flat rate.

This is consistent with the | ocal
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conpetition order, which says UNE rates nust recover
costs in a manner that reflects the way they are
i ncurred.

Accordingly, Verizon proposes a conbi ned
m nute of use and flat rate UNE structure for
switching, where traffic-sensitive costs are
recovered through mnute of use charges and the
non-traffic sensitive costs are recovered in the port
rate. Failure to do so, as AT&T and MClI advocate by
mappi ng all switching costs to the flat-rated port,
will lead to arbitrage possibilities, as CLECs
serving hi gh-usage custoners will evade paying their
fair share for the switching resources they use at
t he expense of CLECs serving | owusage custoners who
don't require as many swi tching resources.

Finally, nothing in Verizon's proposed rate
structure for switching forecloses on the CLEC s
abilities to vigorously conpete with Verizon. Thank
you.

MS. SMOTHERG LL: Thank you. The witnesses
are now avail abl e for cross-exam nation.

JUDGE MACE: M. Kopta.

MR, KOPTA: Thank you, Your Honor

CROSS-EXAMI NATI ON
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BY MR KOPTA:

MR, KOPTA: Good afternoon, gentlenen.

MR. MAZZ| OTTI: Good afternoon

MR. VEST: Cood afternoon

MR. RICHTER: Good afternoon.

MR, KOPTA: M nane is Greg Kopta, and |'m
representing AT&T. Let's start with M. Wst and
deal with his individual testinony first, if we
coul d.

MR. WVEST: Sure.

MR, KOPTA: And that, as you have indicated,
is marked as Exhibit 351-TC. And if you would, | ook
on page two of that docunent.

MR, WVEST: Okay.

MR, KOPTA: Specifically the testinopny that
begins on line 13. And at that point in your
testimony, | believe you are discussing the FCC s
June 2003 Local Conpetition Status Report; is that
correct?

MR, VEST: Yes.

MR, KOPTA: And you give some figures for
the state of Washington; correct?

MR WEST: Yes.

MR, KOPTA: Do you have any conparabl e

figures for Verizon's service territory in the state
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of WAshi ngt on?

MR. VWEST: No, | do not. | mean, we -- in
this testinony, we do provide some data on the
Washi ngt on-specific -- or the Verizon
Washi ngt on-specific conpetition situation. W
provi de collocation data. W give sone indication as
how fast UNE-P and UNE-L |ines have been grow ng, but
we do not have the data disaggregated for Verizon
Northwest's territory that would allow us to do a
paral |l el analysis the way the FCC does for the whole
state of Washi ngton.

MR, KOPTA: Are you aware that Verizon can
obtain conpetitive classification of some of its
services if it can denonstrate that those services
are subject to effective conpetition?

MR. VEST: |'mnot fanmiliar with that
specific facet of the way Verizon is regulated in
Washi ngton, but that's fairly conmon to Verizon
jurisdictions that |1've worked in.

MR, KOPTA: And do you know whet her Verizon
has ever sought conpetitive classification for any of
its local exchange services in Washi ngton?

MR, VEST: | do not.

MR, KOPTA: All right. Now | would like to

turn to the switching issues, and begin with the
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panel direct testinmony, which is marked as Exhi bit
201-TC, and would like to begin on page 73 of that
testi nmony.

JUDGE MACE: Sorry, Counsel. What page was
t hat ?

MR, KOPTA: Seventy-three.

JUDGE MACE: Thank you. 201 is the nodel
panel .

MR. KOPTA: And specifically, I'd |ike you
to look at line 19. And although anyone on the panel
could answer, | suspect that M. Richter may be the
appropriate witness here.

The full sentence on line 19 reads, Verizon
assunes a four-to-one |ine concentration ratio for
GR303 loops. First, | want to clarify that by GR303
| oops you do nean digital |oop carrier; correct?

MR, RICHTER: Correct.

MR. KOPTA: And a four-to-one |ine
concentration nmeans that there are four |lines coning
in for every one |line going to the central office
fromthe renpte terminal; is that correct?

MR. RICHTER: That is correct. There can be
four lines -- they balance the systemw th four
consecutive |lines at once.

MR, KOPTA: Okay. Just -- and obviously I
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1 want to make it clear. You do have some diagranms in
2 your testinony, but | don't believe you have a

3 di agram of DLC structure, do you?

4 MR, RICHTER: We nmay not have specific

5 GR303-type DLC diagram | believe we have -- | do

6 believe at one point we did show the basic construct
7 of the -- of a digital |oop carrier system

8 MR, KOPTA: | just thought it mght be

9 easier to follow ny questions, although | really

10 don't have that many. But let ne sort of describe, |

11 guess, what | understand, and you can correct ne if

12 ' m mi staken.

13 M5. RONIS: Want himto draw it? W have
14 paper.

15 JUDGE MACE: Let's be off the record.

16 (Di scussion off the record.)

17 JUDGE MACE: Let's be back on the record.
18 MR. KOPTA: Let nme try and describe just

19 what | understand to be the basic structure of

20 digital loop carrier, and that would be that, froma
21 custoner prem se, there's -- there are -- actually,
22 mul tiple customer prenises, there are lines that

23 would go to a renote terminal; is that correct?

24 MR, RICHTER: Correct.

25 MR. KOPTA: And in that renote terni nal
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there is DS1 equi pnment that woul d aggregate those
lines and send the signals over fiber to the centra
office; is that correct?

MR. RICHTER: That's correct.

MR. MAZZ| OTTI: DS1.

MR, KOPTA: And the fiber is then integrated
into the switch?

MR, RICHTER: Correct.

MR, MAZZI OTTlI: Well, that's a little
sinmplistic, but it's -- there's other pieces of
equi pnent in between, but those type of questions,
the | oop panel would be nmuch nore equi pped to handl e,
you know, next week.

MR, KOPTA: That's why | wanted to |leave it
at the 30, 000-foot |evel.

MR. MAZZ| OTTlI: But the fiber -- there's
ot her pieces in the niddle, but that's general

MR. KOPTA: And am | correct that in
determ ni ng what concentration level, which is the
four-to-one, how nmany lines comng in to how nany
lines going out, is determ ned by the amount of usage
t hat custonmers have on the |ines going in?

MR. RICHTER: Yes, that's correct. There
are design tools that the engineer will use to

deternmi ne what that ratio should be, but typically
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it's four-to-one.

MR. KOPTA: And am | also correct that, even
t hough you discuss DLC technology in the context of
swi tching, that the costs of the DS1 facility that
goes fromthe renpte termnal to the central office
is part of the loop cost; is that correct?

MR. RICHTER: Yes.

MR MAZZ| OTTI: Yes.

MR, KOPTA: Would you turn, please, to page
92 of Exhibit 201-TC, specifically the testinony that
begins on line 20. And at this point, you state, The
entire capacity of MOU, which | understand to nean
m nutes of use, (originating mnutes plus term nating
m nutes), was used to develop the per-MMU costs of
| ocal switch usage

And first | want to understand what m nutes
of use are included in that calculation. That
includes all local traffic; is that correct?

MR. MAZZ|I OTTlI: That includes all traffic
goi ng across the switch. Wen our switch engineers
design a switch, they have to design it based -- to
neet all demands. | nean, the switch doesn't care,
when you go off hook, the switch doesn't care where
you're going to call. You're still seizing equipnent

and utilizing resources in that switch. So the costs
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of the switch are divided by the total of al
mnutes. It's the standard that the switch is
desi gned by.

MR. KOPTA: So this would be local, toll,
reci procal conpensation, everything?

MR, MAZZI OTTlI: |If the phone's off the hook,
it's being counted.

MR, KOPTA: Okay. And in making your per
m nute of use cost, in devel oping your per mnute of
use cost, do |I understand correctly that you divide
the total investnent by those nunber of mnutes to
get a per mnute of use cost?

MR, MAZZI OTTl: Correct. And that that
gives you the cost for a custoner using a phone. So
-- in one line, so that the cost of a total call, of
course, you have to have two customers, so there
woul d be originating and a term nating end to each
cal l.

MR, KOPTA: Now, if you would, please, turn
to page 95 of Exhibit 201-TC, specifically the
testi mony begi nning on line 11, where you are
di scussing reci procal conpensation usage costs. And
as | understand it from your testinony, you have
cal cul ated those costs using the local sw tching

usage cost, but subtracting what you call a getting
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1 started cost; is that correct?

2 MR, MAZZI OTTl: Correct.
3 MR. KOPTA: Do you know the amount of
4 reci procal conpensation mnutes of use that -- or

5 what percentage of the total m nutes of use was

6 represented by reciprocal conpensation mnutes in

7 Washi ngt on?

8 MR, MAZZI OTTlI: No, | don't.

9 MR. KOPTA: Do you know whether it is a

10 signi ficant amount of the total traffic on the

11 switch?

12 MR. MAZZI OTTI: No, the data that we have is
13 for all traffic, and it was not needed to break it

14 out in that fashion.

15 MR, KOPTA: Okay. So you don't know

16 whet her, if one renpved reciprocal conpensation

17 traffic, whether that would have any inpact on the
18 size of the switches that you have in the state of

19 Washi ngt on?

20 MR, MAZZI OTTlI: Well, it kind of depends on
21 how you're defining size. Certainly, if you're

22 defining size as is traditionally, you know, we | ook
23 at switches in ternms of how many |ines, the nunmber of
24 lines aren't going to change dependi ng on where the

25 peopl e call
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If you were to renpve reciproca
conpensation traffic fromthe traffic mx, certainly
the demand on the switch would go down and this may
require | ess resources, because you're building a
smal l er switch

MR, KOPTA: Now, as | understand it, you are
proposing to charge less for reciprocal conpensation
m nutes of use than |ocal usage m nutes of use when
provi ded as an unbundl ed network el enent; correct?

MR. MAZZI OTTI: Well, that's correct. It's
al so a different product.

MR, KOPTA: Okay. But if you took the tota
m nutes of use over the switch, including reciproca
conpensation m nutes, and divided the investnent by
t hat nunber, then you come up with a per nmnute of
use cost for all mnutes that travel across the
swi tch; correct?

MR MAZZ| OTTI: Correct.

MR, KOPTA: So if you charge less for
reci procal conpensation mnutes, aren't you
underrecoveri ng your sw tching investnent?

MR. MAZZI OTTI: | guess one thing we have to
back off fromhere is we've got to renenber that
TELRI C or unbundl ed -- the cost standards, as laid

out for reciprocal conpensation and unbundl ed network
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el enents, are two different cost standards, as
defined in the act.

TELRIC requires that we have the cost of al
services and everything built in, and that's what we
have. Wen you | ook at the act and the rules for
reci procal conpensation, the act specifically |ays
out a different cost standard. It says that the cost
for reciprocal conpensation shall be equal to the
addi ti onal cost incurred by the carrier for carrying
the additional traffic.

Now, the difference is when you have TELRI C,
you're taking the sumtotal of all traffic, dividing
by the sumtotal of all minutes, and comng up with a
cost per mnute. When you're dealing with an
addi ti onal cost standard, what you have to do is | ook
at what are your costs to carry the traffic with or
wi t hout that reciprocal conpensation traffic.

So basically, what you have to do is say
what costs do | have for carrying nmy traffic, and
then, if | were to add reciprocal traffic on top of
it, what additional costs would | carry? Now, if we
have a switch processor, if we have things of that
nature, you need that to carry your |ocal and tol
traffic. So therefore, that's not an additional cost

to reciprocal conpensation.
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And that's basically just -- it's an anomaly
of the act, the way it's laid out, and it's the
standards that we' ve been given to play the gane by.

MR. KOPTA: | appreciate your response,
al though I don't think you answered my question,
which was if you calculated switch costs as you say
that you have, by charging |less for the reciproca
conpensation nminutes, aren't you underrecovering your
total switching investnents?

MR, MAZZIOTTl: |If you're |ooking at
something on a TELRIC basis. Wit |I'msaying is it's
got to be looked at as two separate things in two
separate studies. And if I'"mgoing to -- yes, it --
but that's the way the gane is played.

MR. KOPTA: Do you know whet her Verizon, in
the state of Washington, term nates nore reciproca
conpensation traffic than it originates or originates
nore than it term nates?

MR, MAZZI OTTl: | honestly don't know, but
it wouldn't surprise ne if you were to say it
termnated -- termnated nore than it origi nated, but
I have no data to back that up

MR, KOPTA: (Okay. Let's turn to the
response, panel response testinmony, which is Exhibit

228-TC, and --



0919

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MR. MAZZI OTTlI: Excuse ne. |Is that the
April 20th?

MR, KOPTA: It's the May 12th testinony.

MR. MAZZI OTTI: Thank you. GCkay. |I'm
t here.

MR, KOPTA: And specifically, I would Iike
you to look at page 79. And at this point in your
testi mony, you are addressing some of the testinony
of AT&T and MCI witnesses G llan and Chandl er, and |
wanted to ask you a few questions about this
particul ar aspect of your testinony, but first | want
to make sure we're tal king about the sane thing.

Is it your understanding that the | ocal
switching UNE is only used in conjunction w th UNE-P?

MR, MAZZI OTTl: Theoretically, no. | don't
know of anyone who's buyi ng unbundl ed switching on
its own, but theoretically it could be purchased.

MR. KOPTA: Ckay. Well, I wll anmend ny
guestion to say, as a practical matter, Verizon would
only be providing unbundl ed | ocal switching as part
of a UNE-P product?

MR MAZZ| OTTl: Never say never. I nean, |
don't have any data in front of nme, but that's not a
bad assunption. Subject to check, | guess | would

say.
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MR, KOPTA: All right. Sure. Maybe we'l
just say generally, that will be the case, and | eave
it at that. And is it also your understanding that
Verizon is no longer required to offer enterprise
switching as part of a UNE-P product?

MR. VWEST: | nean, that cane out of the TRO

MR. KOPTA: Correct.

MR WEST: Yes.

MS. RONIS: You're not asking himfor a
| egal opinion, are you? Wy don't you assume that --

MR, KOPTA: Yes, | nean --

JUDGE MACE: Well, there's a |lot of people
talking at once, and it's very hard for the reporter
to take that down, so if you could please speak one
at a tine, that would be better.

MR, KOPTA: Let nme put it this way. Are any
of you aware that Verizon has recently announced that
it plans to discontinue offering enterprise swtching
as part of a UNE product?

MR, WEST: | don't specifically know that,
but it doesn't surprise nme, given what was witten in
the TRO

MR, KOPTA: And an enterprise UNE-P product
woul d be used to serve custonmers over a DSl-sized

circuit, wouldn't it?
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1 MR MAZZI OTTl: Ckay. Yes.

2 MR, KOPTA: And therefore, an enterprise

3 UNE- P product woul d be used to serve high-vol une

4 custoners predom nantly, if not exclusively business
5 custoners; correct?

6 MR. MAZZI OTTlI: Right.

7 MR, KOPTA: |If you would | ook at the

8 sentence in your testinony on page 79 of Exhibit

9 228-TC, on line eight, you state there that, because
10 CLECs, particularly AT&T and MClI, typically target

11 hi gh-usage busi ness custonmers, and | wanted to focus

12 --

13 MR. MAZZ|I OTTI: Excuse ne. You said on |line
14 ei ght ?

15 MR. KOPTA: Yes, the sentence.

16 MR, MAZZI OTTl: | have a pagination

17 difference. If you could read it, because ny line

18 eight is the mddle of a question

19 MR KOPTA: Ah, well, then, we are --

20 JUDGE MACE: Let's be off the record.

21 (Di scussion off the record.)

22 JUDGE MACE: Let's be back on the record.
23 MR, MAZZI OTTl: The dangers of different
24 printers. GCkay. |I'mwth you.

25 MR, KOPTA: Okay. |'mfocusing on the term
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hi gh- usage busi ness custoners, and do | understand
correctly that you are not using that termin the
cont ext of high-volune business custonmers that woul d
be served over an enterprise UNE-P product; is that
correct?

MR, MAZZI OTTlI: No, | nean, generally, it's
just referring to custonmers that have a higher than
average calling volune, whereas, when you're talking
enterprise, you're really tal king about a custoner
that has a aggregation of lines in a single place
that it is going to be served over DS1 or higher
| oops for loop efficiency. So that's -- you're
tal king nore an enterprise volunme of |ines, where
we're talking calling volumes here. So it could be
calling volume, sonebody who nekes a lot of calls on
a single 1MB |ine.

MR, KOPTA: Okay. And it's your
under standi ng that a non-enterprise UNE product would
generally be up to four lines, generally; correct?

MR, WEST: That's kind of an open issue --

MR. MAZZ|I OTTI: Yeah

MR, WEST: -- with respect to the TRO |
mean, they kind of split that universe up as DS1 and
the rest. And then they asked different states to

| ook at where that break point might be and different
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1 states have cone out differently on that. | know

2 I've worked in states where we've said there is no

3 break point. It's sinply if you use DSCs, then

4 that's mass market; if you use DS1, that's

5 enterprise, and there is no cutoff.

6 MR, KOPTA: And | appreciate that

7 clarification. That is ny understanding, as well. |
8 was sinply referring to the FCC default, trying to

9 stay away fromthe TRO, given that it is sonewhat

10 controversial. But in any event, with that

11 clarification, we're tal king about mass nmar ket UNE-P?
12 MR. MAZZI OTTI: Right.

13 JUDGE MACE: And the answer was? You're

14 tal ki ng about nmass mar ket UNE-P?

15 MS. RONIS: You have to answer.

16 JUDGE MACE: You have to say --

17 MR MAZZ| OTTI: Yes.

18 MR. KOPTA: Thank you. Well, I'd like to

19 know what evi dence you rely on to support your

20 statement that AT&T and MCl, in particular, typically
21 target high-usage business custonmers wi th UNE-P?

22 MR, MAZZI OTTlI: | don't know if | have any
23 general or specific --

24 MR. WEST: | mean, it's a crossover into a

25 pi ece of testinony that | have. | would say a couple
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things. First of all, why wouldn't they target

hi gh-usage busi ness custonmers? Those are likely to
be the nost profitable custoners to capture. W
certainly have | ooked at data within this state for
UNE- Ps, and 90 percent of those UNE-Ps are business
UNE- Ps, not residence UNE-Ps. So that would indicate
that CLECs |ike AT&T and MCI woul d probably first go
after the business custoners, establish a good
cluster, a -- you know, a good critical mass, and
then branch into residence, serving residence
custoners. So | mean, | think there's just a fair
amount of common sense in that statement.

And then the last thing | would say is AT&T
and MCI, of course, are very |arge interexchange
carriers who, for years, have been these custoners'
interstate toll providers, so they have sone sense as
to who is a | arge business customer in that respect,
and it just, again, it's just sort of comon sense
that if you're using a lot of toll, you're probably
using a |l ot of teleconmunications services in
general. So it's that sort of argunent.

MR. KOPTA: Okay. Well, | guess | wanted to
explore with you, perhaps, if you' re the correct
wi t ness, what incentives AT&T woul d have to serve a

hi gh-usage busi ness custoner using UNE-P with
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flat-rated switching, as opposed to sone other type
of custonmer. And so, in pursuing that, let nme ask
you, do you know what Verizon's basic business
exchange rate is in Washi ngton?

MR. VEST: No, | don't.

MR, KOPTA: Would you accept, subject to
check, that it is approximtely $30 a nonth?

MR WEST: Sure.

MR. KOPTA: And a custoner pays that rate
whet her it has high usage or | ow usage; correct?

MR, WEST: |If it's a flat rate service, yes,
yes.

MR, KOPTA: Now, if AT&T were going to serve
that particular custoner, | believe you testified
earlier that it's your experience that today carriers
using UNE-P wi ||l serve hi gh-usage busi ness custoners
before other types of custoners; is that correct?

MR. WEST: Sure, if they can, and the data
that 1've seen would indicate they've been successfu
in making that differentiation.

MR, KOPTA: And currently, Verizon offers
| ocal switching on a per minute of use basis as a
UNE; correct?

MR, WVEST: Yes.

MR, KOPTA: So if it were flat rated,
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guess I"'mtrying to understand why AT&T woul d have
any nore or |less incentive to serve business
custoners sinply because the service is flat rated,
as opposed to m nute of use?

MR, WEST: Well, if the business custoners
that AT&T cover -- captures are |large users of
switching resources, then, under a nmixed flat rate
traffic sensitive rate structure, they would pay nore
for the underlying whol esal e service. So given that
they are -- let's accept for the nonent the prenise
that they are successful at capturing high-usage
custoners. AT&T is going to be better off if they
can have the rate structure changed to a flat rate,
where an average anount of usage is incorporated in
each port. And therefore, the big percentage of
| ocal switching resources that they're paying for is
probably | ess than they woul d be paying for under the
m xed structure that exists today with the flat rate
and the m nute of use charge.

MR, KOPTA: So do | hear you correctly that
because these conpanies are going to target
hi gh-usage custonmers anyway, that, by having a fl at
rate for local switching, that woul d save t hem noney;
is that correct?

MR, WEST: It could save them nobney,
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dependi ng on how successful they are in capturing
t hese hi gh-usage custoners. And the point is --
well, there's two points. | nean, there's probably
ot her CLECs out there who nmight have an interest in
serving the residential market. Well, that's not
going to have the sane usage profile as the business
market, but if we use this rolled up flat rate port,
every CLEC is going to pay the same for |oca
swi tching regardl ess of how many switching resources
their end user custoners are using.

So it just -- it's a -- fromour
perspective, a nore fair way to allocate the
swi tching resources, is to have a flat rate port for
the costs that are truly non-traffic sensitive, have
a mnute of use rate for the resources that are truly
traffic sensitive, and then have everybody pay for
what they use.

So you know, forget the | abels AT&T and M
Let's just say high-usage -- carriers who are able to
attract high-usage custoners versus carriers who
attract or are left with | owusage custoners. It
seenms to us the nore fair way to ultinmately allocate
who pays for all these switching resources is to have

that traffic-sensitive elenent in there so that if

you are a carrier who has predonmi nantly high-usage
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custoners, you pay nore for switching because you are
usi ng nore swtching.

If you have a carrier whose custoners are
| ow- usage custoners on average, you would pay | ess
for switching because that's what your -- you, as a
carrier, are using |less of the wholesale service to
provi de that service to your custoners.

MR, KOPTA: Well, it's interesting that you
woul d characterize it as a fairness issue, because
Verizon, given that it charges the sane rates to
custoners regardl ess of their usage, would you then
characterize their treatment of their retai
customers as unfair?

MR. WEST: See, to ne, this whole discussion
of what the proper rate structure is for switching in
the UNE worl d needs be -- it needs to decoupled from
retail rates, because how carriers opt to recover
their costs in retail land may or may not have a | ot
to do with the underlying cost structure. There's a

| ot nore that goes into how | decide to structure ny

service. | need to appeal. That night be what the
flat rate -- a flat rate service. It mght not be.
For instance, | know in the East, AT&T often

of fers busi ness custoners si x-second neasur ed

service. That's because the access charges that
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they' re paying underneath that retail rate are
measured in six-second intervals. So they pass al ong
that sort of rate structure to their business

customers because they think that will appeal to

t hem

So the point is that what works or what
doesn't work for retail is primarily a marketing
exercise. It's how successful you are in packagi ng,

how successful you are in attracting, how successfu
you are in matching price points with levels of rate
that custoners are willing to pay.

In our view, this Conmm ssion should not try
to handicap or try to influence what goes on in
retail |and by meki ng decisions on rate structures in
t he whol esal e universe. Instead, what they should
try to do in the whol esal e universe is have the costs
that the CLECs confront when they have to do business
have the same structure as the cost that Verizon
confronts when it tries to do business. And if you
mat ch those structures, and in this case, we believe
that the correct way to do that is to have a comnbi ned
flat rate and minute of use pricing schenme, if you
mat ch those structures, you're going a long way to
maki ng the conpetition as |evel as you can

Now, how it ultimately works out in retai
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land is, again, it's -- you know, it's -- that is the
result of many factors, rate structure being perhaps
one, but certainly not the overriding one.

MR, MAZZIOTTlI: 1'd like to just add one
more thing to that. When Verizon puts a flat rate
service out to their retail custoners, we go through
a pricing procedure where our narketing people sit
down and say what is this service going to cost us.
We have so nmuch flat rate for the port, we incur so
much cost for minute of use. Qur nmarket people then
put together sone kind of intelligence and nmake sone
assunptions as to how nuch of this service are these
peopl e going to consune. So we'll assune that
they're going to have, | nmean, just to pick a nunber,
1,500, 1,800 nminutes a nonth. \hatever it is, we now
come up with a price that's based on underlyi ng cost
for the nonthly port, plus that many ninutes of use.

In doing so, we put our intelligence into
this decision and we take a risk. W're naking an
assunption that they're not going to oversubscribe to
that, in which case, if they do, we can end up | osing
money. The CLECs, given a per mnute of use and a
mont hly port structure, have that sane opportunity,
and they can go out to their custonmers and cone up

with the intelligence, decide what they need to offer
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and what they're going to consune and give them a
price. And if the price is -- covers that cost, you
go to market with it; if it doesn't you raise it and
decide can | go to market and nake it or do I not

of fer the service, but you know, then the conpany
that's going to bear the benefits of selling this
service is also taking the risk based on their

inputs. It's no different than anything we do as the
i ncunmbent carrier.

So | don't see them di sadvantaged at all by
not having a flat rate just because we have retai
flat rate.

MR. KOPTA: Well, there are a couple things
I wanted to follow up on. First, M. Mazziotti,
you're aware that this Conm ssion regulates the rates
that Verizon charges for its residential and business
customers that are basic residential and business
custoners; correct?

MR. MAZZI OTTlI: That's correct.

MR, KOPTA: So the process you're talking
about is only one aspect of what the final price ends
up being. Wuld you also agree with that?

MR, MAZZI OTTl: Yeah, there are other steps
init, but we do still put the packages together and

come up with the underlying cost.
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1 MR, KOPTA: But this Commission ultimtely
2 deternm nes what price you are authorized to charge,

3 and it nmay or may not be based on what you believe,

4 in your marketing, to be an appropriate price;

5 correct?

6 MR. MAZZI OTTlI: Yes, and it's not uncomon
7 for basic residential rates to be bel ow cost.

8 MR. KOPTA: Well, that wasn't what | was

9 referring to, but if that noves us ahead, then that's
10 fine.

11 MR. MAZZIOTTI: But I'd like to add to that,
12 too, that, you know, the cash flow that any

13 t el ecomruni cati ons conpany has is not sole function

14 of that, you know, flat rate residence |ine.

15 Certainly, | think if the entire tel ecommunications
16 i ndustry had nothing but residential flat rate, you
17 know, service to sell, we'd all be out of business

18 with the regul ati on we have.

19 The fact is, when you have the custoner,
20 there's a whole, you know, basket of services they
21 al so buy, and this industry has traditionally been
22 built around keeping | ocal exchange rates as |ow as
23 possi bl e and nmaki ng up the margins on selling tol
24 service, vertical features and other things, and

25 those options are still available to the CLEGCs.



0933

1 I mean, certainly the vertical services are
2 basically all included for free in the UNE world, so
3 sell away, you know.

4 MR. KOPTA: And then, to follow up on an

5 earlier comment that M. West made, and | recognize
6 this, it comes as heresy to you, but if you were to
7 assunme that Verizon did incur switching costs on a

8 flat-rate basis, based on that assunption, would you
9 agree that, in light of your comrents, that CLECs

10 shoul d be charged for UNE | ocal switching on a

11 flat-rated basis?

12 MR, WEST: [|I'msorry, could you run that by
13 me one nore time?

14 MR. KOPTA: Sure. If Verizon incurs

15 switching costs on a flat-rated basis, would it be
16 appropriate for CLECs to be charged for |oca

17 switching on a flat-rated basis?

18 MR WEST: Yes. | nean, we're a strong

19 advocate of matching the cost to the structure. |If
20 the structure is ultimately proven to be NTS, then
21 the rates should be NTS, yes.

22 MR. KOPTA: Now, changing subjects, if you
23 woul d, please, turn to page 82 of Exhibit 228-TC. Am
24 | correct that part of the switching investnent that

25 Verizon has estimated i ncludes switch growth
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1 additions or switch -- well, mybe | ought to ask
2 you. Are growth and switch additions two different

3 things or is it the sane thing? Switch growth Iines.

4 I mean --
5 MR, MAZZI OTTl: Coul d be, but not
6 exclusively. | nean, you can have switch additions

7 that are done for reasons other than growh, for

8 t echnol ogi cal network change-outs, things of that --
9 regul ated, mandated things, so growth is a subset of
10 switch additions.

11 MR, KOPTA: Okay. Well, | want to focus on
12 that subset. And in this portion of your testinony,
13 specifically page 82, line -- basically, 14 through
14 15.

15 MR, MAZZI OTTl: Could you just read the line
16 for me, so --

17 MR, KOPTA: Sure. Actually, | will read the
18 whol e sentence for you so that you m ght be able to
19 find it nore easily. Begins on line 12. Therefore,
20 M. Gllan and M. Chandler's calculation of 2,900

21 annual nminutes per line overstates demand, because it
22 is based on a division of year 2000 DEMS by year 2003
23 swi tched access lines, which have been steadily

24 decl i ni ng.

25 And the question that | have is if sw tched
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access lines have been steadily declining, there
would -- would you -- or you wouldn't anticipate that
there woul d be any need to add growm h additions to
the switch, would you?

MR, MAZZI OTTI: It sounds counterintuitive,
but that's not a correct statement. Because when --
what you're looking at with that is the |ines that
are reported in the ARM S report to the FCC are total
aggregate lines across the Verizon territory, and
just because lines in aggregate may be dropping,
there's no way to indicate that we don't have to be
addi ng switch capacity in certain areas. | mean,
certainly if we have a business district in downtown
Seattle that the CLECs are successful and
facilities-based CLECs conme in and they take |ines
fromus, those districts are going to be declining.

At the sanme time, you could have suburban
areas that they're building all kinds of housing in
response to the new jobs that are coming fromall
these things being built in Seattle and we'll be
addi ng over there.

So the fact that lines in total are going
down certainly doesn't indicate we won't be doi ng any
growth additions to the sw tches.

MR, KOPTA: |If you would | ook on page 88.
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No, no, it's actually page 88 of your direct, which
is Exhibit 201-TC and --

MR. MAZZI OTTI: |'mthere.

MR. KOPTA: -- specifically lines 13 through
14.

MR, MAZZI OTTl: Okay.

MR, KOPTA: And although I won't say it, of
course, there is a proprietary nunmber of Verizon's
current utilization rates, and based on that
utilization rate, again, it would seem as though
growth lines would not be necessary, but | assune
that you perhaps woul d have the sanme caveat there
that you just gave me with respect to the --

MR, MAZZI OTTl: Yeah, because you're | ooking
at the aggregate across the state, and certainly we
have pockets of growth and pockets of declining.
mean, it's just the way the business runs.

MR, KOPTA: Well, let's go back to your
rebuttal testinony, Exhibit 228-TC, and specifically
page 83. And again, at this point, you are
addressi ng sone argunents that M. Gllan and M.
Chandl er raise in their testinony. And beginning on
line 12, you're discussing interconnection trunks,
the trunks that other carriers use to exchange

traffic with Verizon. Do you see where |'m pointing?
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MR MAZZI OTTI: GCkay. |I'min the section.

MR, KOPTA: Okay. Don't the other carriers
pay for these trunks?

MR. MAZZI OTTlI: Yes, they do.

MR. KOPTA: So the costs of these trunks
woul d not be included in the rates for |oca

swi tching, would they?

MR, MAZZI OTTI: Well, if you're talking
i nterconnection -- what kind of carriers are you
tal ki ng about, | guess?

MR, KOPTA: The sane carriers you're talking
about in this portion of your testinony.

MR. MAZZI OTTI: Well, they would be -- if
they're local trunks, those carriers would be paying
the rates we're tal king about here. | nean, that's
what we're here to determ ne

MR, KOPTA: No, |I'mtalking about, in this
case, if interconnection trunks -- if the cost of the
i nterconnection trunks are paid for by the carrier
that is obtaining the trunk, has ordered the trunk
from Verizon, then those costs of those trunks
shoul dn't be in the cost that we're tal king about
here when determ ning | ocal switching as a UNE

MR, MAZZI OTTlI: Well, what |I'msaying is

they're the sane trunks. | nean, if you're talking
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1 -- if they're local interconnection trunks, they're
2 going to be paying out of the UNE tariff. And if

3 they are -- if they are interexchange carriers' |ong
4 di stance trunks, those m nutes woul d never get

5 applied. 1 mean, what we're doing is we're, in this
6 study, coming up with an average cost per mnute.

7 Certainly we're not going to recover every one of

8 those m nutes through the UNE tariff. | nean, it's
9 only -- proportionately they wouldn't be paying,

10 because only the proportion of |ocal mnutes are

11 going to get charged these rates.

12 Q Well, et me -- perhaps we're tal king past
13 each other, and let ne try and back up and see if |
14 can't clarify things. Interswitched trunks are

15 i ncluded as part of the switching investnent that you
16 used to develop the UNE | ocal switching rate;

17 correct?

18 MR, MAZZI OTTI: Correct.

19 MR. KOPTA: Interconnection trunks are paid
20 for by the carriers that order them correct?
21 MR. MAZZ|I OTTlI: Correct.
22 MR. KOPTA: So when you are determning
23 whi ch trunks, the cost of which you include for
24 determining the rates for |ocal switching, you would

25 not include the costs of interconnection trunks?
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MR, MAZZI OTTlI: No, actually we're bound to
i nclude the | ocal interconnection trunks by the
TELRIC rules that say we are to aggregate the
equi pnrent and the demands for all services so that we
have scale and scope efficiencies. W wll divide
those trunks, we divide the cost of all trunks by the
demand for all trunks, and so that only the
percentage of the demand that goes to UNEs is going
to be charged that and the other, you know, they pay
for on their own, but, you know, you're only --
you're comng up with a per -- in this case, per
nm nut e charge

MR. KOPTA: That includes interconnection
trunks; is that what you' re saying?

MR, MAZZI OTTlI: No, it's the average of al
trunks.

MR. KOPTA: Including interconnection
trunks?

MR. MAZZI OTTlI: Yes, but it's not like we're
doubl e recovering or anything. You're getting scale
and scope.

JUDGE MACE: Just -- M. Mazziotti, it may
not have happened precisely in this instance, but I
want to be careful that you don't talk over each

ot her.
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MR, MAZZIOTTI: |I'msorry.

JUDGE MACE: And | need to have you sl ow
down a little bit.

CHAl R\WOVAN SHOWALTER:  Just wait unti
you're sure that he has finished speaki ng and have
there be a pause. It helps listeners, anyway, to
have a little pause.

MR, KOPTA: Well, perhaps we just disagree
over whether there's doubl e-recovery, because it
seens to me that if you include the costs of
i nterconnection trunks among all of the costs that
are split anmong the m nutes of use and the carrier
pays for interconnection trunks, then you are
doubl e-recovering the costs of interconnection
trunks; isn't that correct?

MR. MAZZ|I OTTlI: No, not at all.

MR, KOPTA: Howis it not correct if, as

part of my m nute of use as a UNE-P provider, |'m
paying a small, tiny portion of the interconnection
trunk, but --

MR, MAZZI OTTl: Well, but you're not.

JUDGE MACE: Now, this is exactly what |
mean. You have to wait till M. Kopta finishes his
guestion, and then answer.

MR MAZZI OTTI: |I'msorry.
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JUDGE MACE: Thanks.

MR, KOPTA: And yet the facilities-based
carrier that has ordered the interconnection trunk
from Verizon is already paying for the full cost of
that trunk.

MR, MAZZI OTTl: You're done? They're
different trunks, | guess is ny point. Let's put up
some hypothetical nunmbers. Say | have 1,000 trunks
and they cost a dollar apiece. | have $1,000 worth
of trunk investnment, and | have aggregated the 1,000
trunks together to get the scale and scope
efficiencies of trunks and the act and the Loca
Conpetition Order tells us to do for TELRIC, the sum
of all services. So |I now have this thousand dollars
in trunk investnment |'mtrying to recover at a dollar
a trunk, but I have 500 trunks of |ong distance,
maybe 100 trunks go to wireless carriers and 400
trunks are local trunks that are recovered through
UNE- P

So we're only recovering the dollar a trunk
and you're only going to be charged as |local carriers
for the local trunks that your calls are, in fact,
usi ng, because the dollar a trunk for the 500
i nterconnection or interexchange trunks, they're

paying for already. It's not |ike we're taking
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1 taking the 1,000 trunks and dividing them by your

2 demand. Your piece of the demand, dividing into the

3 total, it cones out to the sane thing.

4 MR, KOPTA: Well, let's use your

5 hypot hetical, then. Are you taking the costs of al

6 the 1,000 trunks, dividing them by the total nunber

7 of mi nutes, and using that figure as the sw tching

8 cost in this case?

9 MR, MAZZI OTTI: We're taking the sum of al
10 the trunks and dividing themby all the m nutes, yes.
11 MR, KOPTA: Okay.

12 MR. MAZZ| OTTI: But those minutes are not

13 all UNE-P mnutes, that's ny point. There are

14 demands on the network, within that total of al

15 mnutes, are mnutes that go to other carriers.

16 MR, KOPTA: Okay. But let's expand your

17 hypot hetical a bit and say that you've got -- oh

18 | awyers doing math is always a bad thing -- 10, 000

19 m nutes of use. So that would nmean -- and you divide

20 your $1,000 in trunking by the 10,000 minutes. Maybe

21 | ought to ask you what the per mnute of use rate
22 is. Wuld you accept ten cents a m nute?

23 MR, MAZZI OTTl: (Noddi ng.)

24 MR, KOPTA: Okay. So you're now recovering

25 all the costs of all those 1,000 trunks.
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1 MR, MAZZI OTTl: Right.

2 MR, KOPTA: A CLEC cones along and wants to
3 order 1,000 trunks to dedicate to sending traffic to

4 Verizon, and he pays a dollar a trunk

5 MR, MAZZI OTTI: Okay.

6 MR, KOPTA: All right. So you're getting --
7 MR. MAZZ| OTTI: But wait a mnute.

8 MR. KOPTA: You're getting $100 fromthe

9 CLEC, but then you're already recovering the cost of
10 all 1,000 trunks through the 10,000 m nutes; isn't
11 that correct?

12 MR. MAZZI OTTI: Well, first of all, let's
13 back up a second, because, with the rate structures
14 in place, we don't -- there is no way for a CLEC to
15 order trunks at a dollar a trunk. They'd be paying
16 for the mnutes that they use. So whatever calls

17 t hey make, they'd be paying for the trunks.

18 But what your hypothetical -- what you just
19 said is a CLEC -- | have 1,000 trunks, a CLEC cones,
20 and orders 1,000 trunks, well, now | have 2,000

21 trunks. You've just doubled ny anpbunt of trunks.

22 MR. KOPTA: No, | think we're still talking
23 past each other. Wen a CLEC orders trunks for

24 i nterconnection with Verizon, the trunk goes fromthe

25 CLEC s switch to the point of interconnection, often
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a Verizon tandem correct?

MR. MAZZ| OTTlI: Right.

MR. KOPTA: Are those trunks included in the
trunks that you're tal king about when you're
i ncluding costs for trunks in the |ocal sw tching
m nut es?

MR, MAZZI OTTl: The trunk ports on the
tandem yes, but you just -- the hypothetical you
just postulated was | have 1,000 trunks. | do a cost
study on the 1,000 trunks and you cone and order
anot her 1, 000.

MR, KOPTA: No, that wasn't my hypotheti cal
Let's put the hypothetical aside for the nonent.

VWhat I'mtrying to get at is you, in this part of
your testinony, are saying utilization is different
because you have to consider interconnection trunks.
What |'mtrying to get at is if a CLEC is already
paying for the interconnection trunk, it shouldn't be
i ncl uded anong the costs or the utilization that
you're | ooking at when determ ning switching costs in
this case.

MR, MAZZI OTTlI: No, | think you've got to
back up. And what we're tal king about in this
section of the testinony is sinply that, in the AT&T

testimony, they were saying that trunks should be
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runni ng at a nuch hi gher CCS -- properly designed
trunks would run at a nuch hi gher CCS per trunk, and
therefore, by us running at a | ower CCS, we nust have
too many trunks.

The point of this is that | fully agree with
their statement that in a situation where the |oca
exchange carrier has control and designs those
trunks, trunks will run at a nmuch hi gher CCS, but
when other carriers come in and order trunks based on
-- not on nunber of mnutes, but just say | need 25
trunks, I'"'mconmng into this area, |I'mgoing to have
a big sellout and I need 25 trunks, and then they put
five trunks' worth of traffic on it because they
didn't sell as well as they thought they would or
they think they're going to growinto it or for
what ever reason, that is why the CCS per trunk is
down | ower, is because we don't have the control. |
mean, back in the days of the old Bell system where
we controlled the whole thing and you coul d design
trunks to a nuch nore efficient anpunt of traffic
handl i ng and use fewer, on top of that sinple
probability, which is math, | don't want to hurt you.

MR, KOPTA: Oh, please don't.

MR, MAZZI OTTl: But the sinple probability

that goes behind trunk design is that smaller trunk
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groups are less efficient than | arger trunk groups.
So when you take an anmount of traffic and split it
anong carriers, if you have 100 trunks and now you
have 10 carriers and you split those 100 trunks and
if you split themten apiece, the point is you can't
split them 10 apiece. They're going to have -- the
10 carriers would need to have 12 or 14 apiece, which
nmeans they'd have less traffic on each trunk. And
that's just the mathematics and the probability

anal ysis that goes behind designing trunks.

And the point is that, given those
situations and that we don't have control over how we
design these trunks, that that |ower CCS than one
we'd be used to seeing in the days of the old Bel
systemis not an unreasonabl e nunber, given the
conpetitive market that we are now forced to operate
in.

MR. KOPTA: And | suppose ny point is that,
in maki ng those cal cul ati ons, you shouldn't even | ook
at interconnection trunks, because it's a wholly
separate thing, and |I'm assumi ng you di sagree with
me?

MR MAZZIOTTlI: And like I said, I -- if you
| ook at the rules of the act, they say you nust take

all demand for all services and come up with a unit
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cost. By then only selling the units associated with
-- | nmean, you know, when we sell those 1,000 trunks,
we're going to sell sonme to the |ocal people, use
some ourselves, sell some to wireless, sell some to

| ong di stance, and everybody gets a piece of it al

at the sane per mnute or per trunk rate. There's no
overrecovery, because everybody's only paying for
what they consunme at that per unit basis, whatever
that unit is in the particular --

JUDGE MACE: It sounds like there continues
to be a disagreenent about this, and I'm wondering if
it would be beneficial for us right nowto take a
break. | don't knowif it would be beneficial for
you to talk off the record or not, but to continue
back and forth, |I'mnot sure how productive that is.

MR, KOPTA: | wasn't going to. | was going
to ask one sort of followup question and then was
goi ng to suggest that we take a break, because I'm
going to go on to a different subject, if | mght.

JUDGE MACE: All right. Go ahead with your
foll ow-up question, then.

MR, KOPTA: Okay. And this really goes nore
to how a CLEC that obtains a trunk pays for it. |Is
it your understanding that a CLEC that seeks to get

an interconnection trunk from Verizon pays a per
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1 m nute of use basis or is it a flat basis?

2 MS. SMOTHERG LL: Your Honor, | think this
3 is the exact question that they've been going back
4 and forth over the last 15 mnutes. | don't know if

5 the answer's going to be anything different.

6 MR MAZZIOTTI: No, | don't -- didn't see
7 anything in our proposals where we propose a flat

8 trunk el ement.

9 MR. KOPTA: Well, no, and |I'm not saying
10 that. |1'mjust saying, in your discussion, are you

11 assum ng or do you know t hat when Verizon sells an

12 i nterconnection trunk to a CLEC, that it's on a
13 measured or flat basis. |It's a dedicated trunk
14 isn't it?

15 MR, MAZZI OTTlI: To be honest with you,

16 don't know, because ny involvenent has been in this
17 case. And for the elenments that are in this case, we
18 have not proposed a flat nonthly trunk rate, but

19 there was a caveat sonmewhere in the front that said
20 things that weren't discussed in this case would

21 continue with the tariff, and |I'mjust not that

22 famliar with the Washi ngton-specific tariffs.

23 MR. KOPTA: That's fine. That's all

24 wanted to know.

25 JUDGE MACE: All right. Let's take a
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1 15-m nut e recess.

2 (Recess taken.)
3 JUDGE MACE: Let's be back on the record.
4 The Chai rwoman just went to -- she'll be back very

5 shortly, and she said that we should go ahead.

6 MR, KOPTA: Thank you, Your Honor. Now,

7 gentleman, if you would, please, turn to page 85 of

8 Exhi bit 228-TC. And in that section of your

9 testi mony, you're discussing host renote unbilica

10 costs. And | wanted to ask you a few questions about
11 the renpte in that circunstance

12 Am | correct that each rempte has its own
13 entry in the Local Exchange Routing Guide, or LERG

14 as a switching entity?

15 MR. MAZZI OTTI: | don't know.

16 MR, WEST: They do.

17 MR. KOPTA: And there are nunbers that are
18 assigned -- NPA NXXs that are assigned to renote

19 swi t ches?

20 MR, WEST: Yes.
21 MR, MAZZI OTTI: Yes.
22 MR. KOPTA: And are the trunk facilities

23 between the renote and the host engineered the sane
24 as the trunks between the host and other sw tches?

25 MR, MAZZIOTTI: Well, there are no trunks
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per se between a host and a renpte; there are
connections that are referred to as unbilical |inks,
but they are not trunks per se. Wthin a digita
switch, there are -- and they go by various ternms for
the various vendors, but for want of a general term
"Il call them network paths that connect swtch
peripherals, lines to trunks, trunks to |ines, and
things to the control -- central control units, and
those paths are, you know, internal to the swtch.
When a renmpte unit is added to a switch, the
umbilicals are sinply -- call it like a range
extender of those network paths. So it's really
nothing different than the links that woul d connect
two line units if they were in the same building. A
renote has no central processor, it has, you know, no
t hought processes, and all the trunks that connect it
to other offices are connected to the host, such
that, for exanple, if there was a renote here in
Oynpia and it connected to a host in whatever the
next town over is, forgive ny geographic ignorance,
and | wanted to go fromOynpia to Seattle, the cal
woul dn't go from O ynpia to Seattle; it would go from
Oynpia to the host switch and then there would be
trunks at the host switch that connected it. And

those |links, umbilical |inks between the host and
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renmote functionally serve the sanme purpose as the
[inks within two switch nodules in that sane host.
There's no difference to them functionally, so
they're not trunks per se.

MR, KOPTA: Well, is there a functiona
di fference between those |inks and the trunks that
connect the switch from let's say, Lacey to Seattle?

MR, MAZZI OTTlI: Well, yeah, yes, absolutely,
because the purpose of those -- the purpose of a
trunk is to connect two offices, two central offices,
whereas the purpose of an unbilical link is to tie
together parts of the sane switch

MR. KOPTA: But the facilities are the sane,
are they not?

MR, MAZZI OTTl: The outside plant facilities
-- | nean, yeah, they both go over the sane type of
fiber and they -- sone of the physical hardware is
the sane, yes, | nean, if that's the question

MR. KOPTA: Yes. And does a renote use a
| ocal processor?

MR, MAZZI OTTl: Again, it varies a little
bit by technol ogy, but it doesn't use a |oca
processor to any greater or |esser extent than the
nodul e would use if it was located in the sane

physi cal building as the host switch. | nean, it's
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really not a renpte switch. |It's a renote switch
nodule. It's basically, with a couple little extra
pi eces of hardware to make that range extension, it's
t he sane hardware as one that was |located in the sane
buil ding as the host, with the exception of they have
alittle bit of intelligence and will have a snal
nunber of trunks for survivability purposes, such
that if the unbilicals get cut froma natura
di saster or sonebody dropping a backhoe or a pile
driver, the custoners in that remote still have
access to 911 energency services.

MR. KOPTA: And the renptes can be | ocated
even hundreds of miles apart fromthe host, can't it?

MR MAZZIOTTI: | would take that subject to
check. There are mleage |imtations and they do
vary by technol ogy and -- but sone distances. |
don't know if hundreds is realistic. It my or may
not be by what vendor it is.

MR, KOPTA: Okay. Now, if you would,
pl ease, turn to page 87, again, in Exhibit 228-TC.
And at this page, you're discussing SS7 signaling
costs. And | want to differentiate the two types of
costs associated with SS7. There is an unbundl ed
network el enent for SS7 signaling; correct?

MR, MAZZI OTTl: Correct. Although not in
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the -- it wasn't proposed in this case. |It's one of
the ones that's --

MR, KOPTA: Right. But there are certain
SS7 costs, let's say SS7 network costs that are
assigned to the SS7 signaling UNE, correct?

MR, MAZZI OTTl: Correct.

MR. KOPTA: And then there are switch
i nvestment costs associated with providing SS7 that
are included in the switching costs; correct?

MR, MAZZI OTTlI: Well, yes, and let ne
explain. There's two differences here. The
st and- al one SS7 network costs, if you were to buy
like an SS7 port, are to be sold to another carrier
who wi shes to use the Verizon SS7 network. Say you
were a facilities-based carrier and you only have one
switch, and you're not going to go out and buy a
whol e SS7 network for it and you want to connect to
the Verizon SS7 network and use the network, you
woul d buy a port into our network and use it for your
facilities-based switch

The other SS7 costs that you're talking
about that go in with the usage are the costs of a
call setup using that network to set up a call on our
network. So one is when you're buying in and one is

for when you're using a piece of it.
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MR, KOPTA: That's what | was trying to get
at, is that they were tal ki ng about separate costs.

MR. MAZZ| OTTI: Yes.

MR. KOPTA: And on page 88, the sentence
that begins on line one, you testify that the anount
of investnent, again, that we're tal king about for
SS7 that is attributable to the switch is driven by
the nunber of call attenpts; is that correct?

MR. MAZZIOTTlI: It's not on ny line one, so
I"mlooking for it.

MR, KOPTA: Okay. | will read the sentence.
In addition, the ampunt of Verizon's investment in
SS7 equi pnment - -

MR, MAZZIOTTI: Got it. |1'mthere.

MR. KOPTA: -- is not a function.

MR. MAZZI OTTI: Mmhmm correct.

MR. KOPTA: And aren't call attenpts
generally estimted per |ine?

MR, MAZZI OTTlI: Well, certainly you can cone
up with an estinate of call attenpts per line. The
purpose of this paragraph is saying that the fact
that a person -- as | said in my opening statenment, |
said we try and differentiate between the costs that
are caused by a person having a |ine versus a person

using a line. So that if you were to have a line and
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not make a call once all nonth because you're on

vacation or didn't nmake any calls, you wouldn't be

driving -- you wouldn't be using the SS7 network at
all. There would be no SS7 investnment required.
Certainly, you could make -- you know, neasure it and

cone up with an average attenpts per |ine, but that
doesn't nean that the fact of having the |line drove
any of the SS7 costs; it is the nunmber of calls that
drove -- that was the driver, not -- just because
they make 1,000 calls a nonth doesn't nean that the
line caused the cost. It was 1,000 calls.

MR, KOPTA: |f you would please turn to page
91. And I'mreferring in this case to the sentence
that begins on line six, and perhaps | should read it
just in the interest of making sure we're on the
ri ght place.

MR, MAZZI OTTl: Thank you. | would
appreci ate that.

MR, KOPTA: At this point, Telcordia has
agreed to give the source code to AT&T/MCI upon their
execution of a required nondisclosure agreenent, and
Verizon NWhas offered this agreenent to AT&T and
MCI. Do you see where | anf

MR. MAZZI OTTlI: Yes, | have it.

MR, KOPTA: Do you know when Veri zon
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provi ded AT&T with the source code to SCI S?

MR, MAZZI OTTlI: | would have to defer to ny
| egal team who handled all that. | do not know

MR. KOPTA: Would you accept, subject to
check, that counsel for Verizon overnighted it to ne
on May 21st, 20047

MR, MAZZI OTTl: Subject to check. | have no
reason to doubt your integrity.

M5. RONIS: It's checked.

MR, KOPTA: | have a copy of the cover
letter fromMs. Snothergill, so --

MR. MAZZ| OTTI: Consider it checked.
Getting that done was a nonunental task. It is a
very cl osel y-guarded secret that they were not too
willing to part with, and it took a | ot of
negoti ati ng.

MR. KOPTA: Funny things about secrets, huh?
I would I'ike now to ask a couple of questions about
your reply testinony, which is your April 20th
testi nmony, Exhibit 301-T.

JUDGE MACE: Just a nonent, Counsel, while
we find that exhibit. Page --

MR, KOPTA: Page 12. And this is beginning
on line nine with the question, Has Verizon ever

experienced switch exhaust due to increased usage.
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1 MR MAZZI OTTlI: W're good on this one.

2 MR, KOPTA: All right. And you discuss

3 three switches in this part of your testinony, and

4 was wanting to ask if any of those switches were

5 swi tches that have been manufactured within the | ast
6 three years.

7 MR. RICHTER: The answer is | don't know.

8 MR. KOPTA: And you have no conparabl e

9 experience with switch exhaust in Washington; is that
10 correct?

11 MR. RICHTER: That's correct.

12 MR, KOPTA: Now, if we could go back to your
13 direct testinmony, which is Exhibit 201-TC, and in

14 this case | would |like you to | ook at page 70. And
15 at this point in your testinony, you are discussing
16 switch features. And as | understand it, there are
17 sone features that are included within the |oca

18 switching cost that you devel oped and others that you
19 have costed out separately because you testified that
20 they require specific unique hardware; is that
21 correct?
22 MR MAZZI OITI: That's correct.
23 MR, KOPTA: Can you tell nme where in your
24 testimony or exhibits you have identified the

25 hardware that is used to provide those features that
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1 need the specific hardware?
2 MR, MAZZI OTTl: Can you -- could you clarify

3 the question? Are you asking which features or what?

4 MR. KOPTA: Vhat the hardware is.

5 MR, MAZZI OTTI: Oh, what the hardware is?
6 MR. KOPTA: Yes.

7 MR, MAZZI OTTlI: Well, if you're |ooking for

8 the specific list of what the piece parts are, no,

9 that's not in there. There was a file on the CDs

10 that acconpanied the direct testinony, there's

11 outputs of the SCIS IN nodul e that gives you the

12 price for hardware when the SCI'S program-- SCI'S IN,
13 which is, by the way, the nodule of the SCI'S program
14 that is used to determne the cost of features. It
15 gi ves you the outputs in various categories, nopst of
16 which are included in the switching already, the way
17 we did it, and the only one that isn't is a category
18 call ed hardware, and it has the specific cost of the
19 har dwar e, but doesn't identify the piece parts

20 t hemsel ves.

21 MR, KOPTA: Okay.

22 MR, MAZZI OTTlI: But it does, by the way,

23 give you the feature nunber and certainly you have
24 the program and you can run it and look it up. |

25 mean, you have the ability to find it. It's all in
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t he docunentation; it's just not in the printout that
was provided.

MR. KOPTA: So it's in the nodel run that
you provided with your testinony?

MR. MAZZI OTTI: No, it would be within the
docunentation of the nodel if you would go into each
-- the docunentation for each feature nunber gives
you forrmulas and tells you, you know, what's
i ncl uded.

MR, KOPTA: And it specifically identifies
the hardware for each feature?

MR. MAZZI OTTI: Yeah, | believe so.

MR, KOPTA: |If you would, please, turn to
page 85 of Exhibit 201-TC, specifically your response
begi nning on |ine 24.

CHAI RMOVAN SHOWALTER: Can you read the
sentence for hin®

MR. KOPTA: And the sentence reads, Verizon
asked each of its switching vendors to provide a
detailed list of all sw tching equi pment (hardware)
pur chases Verizon made during past years (either 2000
or 2001, depending on which was the | atest avail able
information), and to include actual quantities, |ist
prices and prices Verizon paid for the equipnment. Do

you see where | amin that testinony?
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MR MAZZ| OTTI: Yes.

MR. KOPTA: And is that -- did | read that
correctly?

MR, MAZZI OTTl: Yes, you did.

MR, KOPTA: Now I would ask you to turn to
Exhi bit 304, which is a cross exhibit. Actually,
Verizon's response to AT&T Data Request 6-144.

MR, MAZZI OTTlI: Okay. |'mhere

MR. KOPTA: Are these the lists fromthe
vendors that are referenced in the testinony that |
just read?

MR, MAZZI OTTl: Yes, they are.

MR, KOPTA: And if you would, please, turn
to page 49 of this exhibit.

JUDGE MACE: Forty-nine of Exhibit 304?

MR, KOPTA: Forty-nine of Exhibit 304.
That's correct.

MR, MAZZI OTTl: Okay.

MR. KOPTA: And the discounts that are
listed in bold -- or the discount nanes are in bold,
the actual anounts are not. Do you see where |I'm
referring?

MR. MAZZI OTTlI: Yes, about in the mddle of
the page, right under where it says total material?

MR, KOPTA: Correct.
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1 MR, MAZZI OTTl: Yeah

2 MR. KOPTA: Are those the discounts that

3 you' ve included in your nodel?

4 MR, MAZZI OTTlI: No, actually, if you go a
5 little further in, | believe on page 95, what they
6 did here is they broke up the discounts into two

7 categories, and if you see right over where it says

8 total material, when it says material, that is for

9 in this case, Northern Tel ecom-- Nortel provided

10 material of their manufacture. |In addition to that
11 material, they were also vendor materials and -- hold
12 on. | might have m sled you. There were vendor

13 materials, as well. Things that they don't

14 manuf acture, but go into the switch that they

15 purchase fromthe outside. And as you see, it

16 continued right after, there's a bunch of things

17 designated V-e-n-d, for vendor. |If you follow that
18 all the way through, it also cal culates the discount
19 on the vendor and then cones up with an aggregate of

20 the two of them which is really the whole switch

21 MR, KOPTA: So then, that would be on page
22 967

23 MR, MAZZIOTTI: Yes, I'msorry, you're

24 right. The total is on -- total cost is on 95, and

25 t he di scount nunber is on 96.
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MR. KOPTA: And those are the discounts that
you' ve used in --

MR. MAZZI OTTI: Yes.

MR. KOPTA: -- in the nodel ?

MR, MAZZI OTTl:  Mm hmm

MR. KOPTA: Now, | want to make sense of
these, so if you would, please, turn to page 10 of
this Exhibit 204.

CHAI RMOVAN SHOWALTER: Did you say 2047?

MR, KOPTA: O Exhibit 304. |'msorry. The
one we were just |ooking at.

MR. MAZZI OTTI: Yes.

MR. KOPTA: Let's look at the top line. By
| ooking at this, can you tell nme what this is that's

bei ng priced?

MR, MAZZI OTTlI: Not in the least, I'msorry
to say. You know, | nean, there's a |ot of vendor
part nunbers in here that, you know -- | nean, there

are thousands and thousands of piece parts that go
into these things and circuit packs and different
things. | nmean, what we did is we asked themto go
out and they went into their ordering systems and
gave us a list of every piece part and what it cost
to list and what it cost and we just added them up

and canme up with an average. But | would have to be
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a wal ki ng conputer to know every one of the thousand
parts. Maybe 10 years ago, when | was in
engi neering, | mght have known a few of them but --

MR, KOPTA: | won't test your know edge t hat
far, but in the last colum, and unfortunately the
headi ngs don't follow with the colums, am| correct
that that is the list price?

MR, MAZZI OTTlI: |If we go back to -- | just
want to check the first page of the list that has the
colum headi ngs. Yes, the very -- the right-nost
colum is the list price.

MR. KOPTA: And the third colum to the --
third colum, two columms over, is the price that
Veri zon pai d?

MR MAZZ|I OTTI: Yes, it is.

JUDGE MACE: |s that the net price colum?

MR MAZZI OTTlI: Yes, correct.

MR. KOPTA: And do you have any idea, a
nunber of this size and the list price, what that
m ght |likely be? That wouldn't be a switch, would
it?

MR. MAZZI OTTI: No, these would all be
either circuit packs or frames. These are all nuts
and bolts, piece parts.

MR, KOPTA: Pretty big piece part, though;
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right?

MR, MAZZI OTTl: Could be -- well, again,
pi ece parts, it could be a -- the serial nunmber could
be a switch nodule, an entire unit, it could be a
single circuit pack. | have no way of know ng from
-- you know, w thout a cheat sheet or a vendor, you
know, parts list. | nean, that could be, you know, a
whole -- | don't know what. You know, that could be
a unit that has 150 circuit packs and fuses and power
packs and -- you know.

MR, KOPTA: Right. And | believe in your
testimony you say that this exhibit includes the
prices for growh additions or any other kinds of
additions; is that correct?

MR, MAZZI OTTl: It includes the prices for
what ever we bought. That's our total purchasing. W
bought it, it's in there. It's kind of |ike Prego
spaghetti sauce. |It's in there.

MR, KOPTA: But | just can't tell which one
is which at this point, based on this docunent?

MR. MAZZI OTTI: Right.

MR. KOPTA: And would the sane be true of
t he hardware needed for the individual features that
you have proposed?

MR, MAZZI OTTl: Yeah, | would -- yeah,
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mean, it all follows the same thing. | nean, if
you're looking for the list price of a particular

pi ece of hardware and you had the right
cross-reference sheet, you mght be able to find it,
but, you know, there's nothing on this page
specifically that would tell you, you know, what type
of job it was bought under

I mght add, though, that this being a
Northern Tel ecom page, Northern Tel ecom does not have
a segregated di scount per se anynore.

MR, KOPTA: What do you nean, a segregated
di scount ?

MR, MAZZI OTTI: \When years ago we had, you
know, so much for a -- if you bought it new and so
much if it's gromh. They just have prices per type
of equi pment now.

MR. KOPTA: So it's the sanme discount?

MR, MAZZI OTTl: Yeah.

MR, KOPTA: Regardless of whether it's a new
switch or a grow h?

MR. MAZZ|I OTTlI: Correct.

MR. KOPTA: Thank you.

MR, MAZZI OTTI: There'd certainly be a
different m x of what you buy in a new or growth

switch, but, you know, the sane piece part would be
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1 t he sane discount in all of themunder the terns of
2 the contract.

3 MR. KOPTA: Thank you for that

4 clarification. Wth that, those are my questions. |
5 woul d nove adm ssion of Exhibits 302 through 307.

6 JUDGE MACE: |s there any objection to the

7 adn ssi on of those exhibits?

8 MS. SMOTHERG LL: No objection.

9 JUDGE MACE: I'Ill admit them Ms. Smith.
10 MS. SM TH. Thank you, Your Honor.

11

12 EXAMI NATI ON

13 BY MS. SM TH:

14 MS. SMTH. Good afternoon, |'m Shannon

15 Smith. I'mrepresenting Commission Staff. M first
16 gquestion is directed to M. West and his testinony.
17 The remai nder of ny questions all address to the

18 panel and, whichever witness is the proper wtness,
19 pl ease answer.

20 M. West, in your testinony, Exhibit 351, |
21 don't think you're going to need to refer to it, but
22 you di scuss on page five conpetition that Verizon is
23 facing in the state of Washi ngton from gover nment
24 networks. Do you recall that testinony?

25 MR. VAEST: | do.
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M5. SMTH. Are you aware that there are
state statutes here in Washington that woul d prohibit
PUDs from conpeting with tel ephone conpani es for end
use custoners?

MR, WEST: There may be such statutes, but
certainly the docunents that | reviewed in preparing
for this case would indicate that they do conpete
with Verizon for services.

M5. SMTH: Do you know whet her those are
whol esal e or retail services?

MR, WEST: They | ooked an awful lot |ike
retail services to ne, nostly broadband, but there's
sonmething floating around called a zip network
whi ch, you know, prom ses all kinds of fancy advanced
t el ecommuni cati ons services, and they sure | ooked
i ke end user services to ne.

M5. SMTH:  Thank you. In your April 20th
reply testinony, which has been marked as Exhibit
301, on page 17, and at |ines one through two, the
testinony says that there is no significant
geographic difference in the cost of switching. Do
you see that testinony?

MR WEST: Yes.

M5. SMTH: \What is the basis for that

statenent ?
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MR, VEST: We've done a numnber, obviously,
of these switching studies in a lot of different
states, and our experience is the port does not vary
much, if at all, with geography, and the way we
cal cul ate the | ocal usage, the | ocal usage mnute
costs what it costs. It doesn't change with respect

to which density zone it's generated in, either.

MR, MAZZI OTTl: | think one of the points of
that is also that it doesn't vary -- certainly
geography isn't the driver. |If | buy a switch and

put it in a building, it costs me a certain anmount.
If | were to pick up that switch and nmove it to
anot her building or build the same switch in another
geogr aphy, the cost of the switch is the sanme, so any
differences in cost may be -- can be driven certainly
by the traffic patterns generated in a different
area, but it's not like a |oop where a loop will vary
by geography, specifically certainly mountai nous
conditions, hard rocks, things of that nature wll
cause direct variations in the cost of the | oop
There's nothing in geography itself that's
going to affect the cost of the switch per se, as a
direct function of geography.
MS5. SMTH: Do switches have a fixed cost

conponent ?
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1 MR, MAZZI OTTI: | guess that depends how

2 you're | ooking at them and what you define as a fixed
3 conmponent. Certainly there are vol une-sensitive and
4 non-vol ume sensitive conponents in the switch, and

5 just classically what we have in our cost studies. |
6 nmean, we have a cost of a port, plus the cost of

7 m nutes. | nmean, you know, it's an A plus BX type

8 thing. Certainly -- | nmean, when the FCC did their
9 switch curves in their universal service nodel, they
10 cane up with a fixed and a vari abl e conmponent based
11 on lines. | certainly wouldn't agree that it was

12 cost causative. They did a regression on a bunch of
13 switches and canme up with an A plus BX function that
14 woul d represent the cost of the switches.

15 | certainly wouldn't agree that, from an

16 engi neering or econom c point of view, that was a

17 fixed and variable cost. It was sinply a conveni ent
18 way to conme up with a quick and dirty cost for a

19 switch. You know, to that extent, you do need a

20 processor and there's a base mni mum depending on
21 your traffic characteristics and what's going into
22 the switch, the size of the processor can al so vary,
23 but there's certainly a base mninum | nean, |

24 guess at the very least, there's a base RTU that you

25 need to run a switch. | nmean, you can't get around
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that. Wthout the software, it's a piece of dunb
iron. So there's certainly sone fixed conponents.

MS. SMTH. Do you know -- or strike that.
Have the total m nutes of use on the Verizon
Nort hwest Washi ngton switched network been increasing
or decreasing over the |last couple of years?

MR. MAZZI OTTlI: As it trends, no, | don't.
Do you have anythi ng?

MR. RI CHTER: No.

M5. SMTH: You had a discussion with M.
Kopta on cross-exam nation during his questioning on
the term high usage, and are you referring to the
toll usage or the | ocal usage or both when you refer
to hi gh usage?

MR, MAZZIOTTlI: | was referring -- yeah,
everything we do in this UNE nodel is based on total
total mnutes, and, you know, the discussions sinply,
I think, boil down to is if you have an average, you
have a rate that assunes a port plus an average
amount of minutes. |If a carrier has a customer that
uses nore than the average anount of mnutes, they're
going to pay less than they would if they were paying
per minute, and if they have |less, then, you know, |
mean -- it's going to be above or bel ow t he average.

| nean, sonebody who's above the average is a higher
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t han average user and would i ncur nore costs. So
you' d be ahead of the gane if you paid the average
and had hi gher than average users.

MS. SMTH:. But just to clarify, then, when
you say total, you're including within that tota
local, toll, long distance, all mnutes of use; is
that correct?

MR, MAZZI OTTl: Well, yes, because fromthe
poi nt of view of the switch, | nean, the switch is --
you know, it doesn't care where the m nute goes. You
know, you dial, it sends a mnute sonewhere and it
sends it to a trunk. Where that trunk ends up is
irrelevant to the switch and to the engineering. The
fact is the trunk and the switch conponents are being
used.

M5. SMTH: |If a CLEC were to offer service
to a group of custoners and, within that group of
custoners sonme of them were high usage customers and
some of them were | ow usage custoners, wouldn't a
flat rate be fair under those circunstances?

MR, WEST: | nean, it mght work out as
bei ng perfect recovery, but it would also work out
perfect recovery if you had the m nute of use rate,
so why not insure sonething closer to perfect

recovery by inposing the mnutes of use rates.
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If you didn't have the small custoner
bal anci ng out the large custonmers, you would get the
sort of cross-subsidization we're tal king about. So
rather than run that risk, it seems |ike the prudent
thing to do is match the rates to the cost structure
and have the mnute of use charge.

MR, MAZZI OTTl: | mean, certainly, if it
wor ked out exactly, it would be pure happenstance.
You woul dn't be driving it there correctly by the
structure in what you're doing.

MS. SMTH. That's all. Thank you.

JUDGE MACE: Thank you. Dr. Gabel

EXAMI NATI ON

BY DR. GABEL:

DR. GABEL: | think -- good afternoon
panel .

MR. VEEST: Good afternoon.

MR MAZZ| OTTI: Good afternoon.

DR. GABEL: Good afternoon. | believe nost
of ny questions are going to be directed to M.
Mazziotti. Let me begin by just following up on a
question from Staff regarding fixed costs on a
swi t chi ng machi ne

Did | understand your response, M.
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Mazziotti, to be that there is not a fixed cost
associated with a switching nmachine? You gave an
answer, but | wasn't certain. Do you believe there
is or is not a fixed cost with the sw tching machine?
MR, MAZZIOTTI: Well, | think there is at
sonme | evel a base ampbunt that you have to have. Now,
what that is and what the fixed cost is, | nean,
there's got to be the smallest anpbunt of sonething
you have to have, you know, but certainly, | mean, if
things drive -- are driven to ports and to, you know,
to mnutes and things, it's got to be a mnimmsize
of sonething. Yes, there has to be, on a theoretical
basis, a fixed cost. And certainly if nothing el se,
if you could fit the entire switch in one piece of
iron work, that piece of iron work would be a fixed

cost. How that relates to the rest of the switch, |

DR. GABEL: Now, you've used SCIS to
estimate switching investnment |evels?

MR, MAZZI OTTl:  Yes.

DR. GABEL: And are you famliar with the
termgetting started investnents within SClS?

MR MAZZ| OTTI: Yes, | am

DR. GABEL: And are getting started costs

synonynous with fixed costs? And if not, how are
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they different?

MR, MAZZIOTTlI: |'mcertainly glad you asked
t hat question, because it will give me a chance to
cl ear up sonething. Getting started is a very
unfortunate choice of words on their part. You know,
when you think of it from an engi neering point of
vi ew or sonething, of getting started, you need to
have a building, you need to have things. The
getting started category in SCISis really where they
put all of the common control type equi pnent, the
processor and ot her common equi pnent that are not
related to |lines and trunks.

DR. GABEL: And those are pieces of
equi pment that nust be acquired in order for the
swi tching machine to function?

MR, MAZZI OTTl: They're pieces of equipnent
t hat must be acquired, but they're certainly not
fixed in nature. | nean, it's fixed in that you nust
have them but they are engi neered and sized based on
the traffic patterns and, you know, the load that's
going to put on the switch, so it's not like, you
know, one would think it's getting started and, |ike,
you buy a processor and you drop it in the office
and, 20 years later you, pull the plug and you throw

the processor out and you never touch it.
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Even the term processor is kind of a
m snonmer, because the processor is really a processor
conpl ex of quite a number of different types of
equi pnrent, nmenory equi prent, the central processor
equi valent to like the Intel CPU in a conmputer that
does the thinking.

The machines that do the billing and
recording are in there, announcenent circuits that
are used for whenever you go to a vacant code,
sonebody' s di sconnected, that are all comon and not
related to any one particular |line or trunk, but
certainly necessary to operate the machi ne and
operate it in a fashion that will live up to the
servi ce standards our custoners and our regul ators
are going to expect from us.

And t hese things do need to be not only
engi neered when you buy it, but as | said in ny
openi ng statement, monitored, watched. |If sonething
gets in trouble, you need to augnent it, and we do
that on nunerous occasions. They need to be upgraded
due to regul atory mandates. You know, we had, over
t he past decade, when we had | ocal nunber
pre-subscription for toll carriers, as well as |ong
di stance, that required equi prment.

We canme up with 800 database dips, so you
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coul d have | ocal nunber portability for 800 and now
| ocal nunber portability for wireless to wireline and
all kinds of other things.

Anot her thing that was in there was CALEA,
whi ch, forgive ne, | don't remenber the exact
acronym but for those that aren't famliar with it,
it's the ability for I aw enforcenent to do wire taps
on digital switches. You can't just go and clip on
them You know, there's not too many policemen that
speak digital, you know, so there has to be a way for
us to tap in. Those kinds of things.

And we do add to themon a regular basis to
keep the switch operating correctly, given its
traffic load, and up to date with the network
standards that we have to have

And | nmight add, this is -- you know, | gave
exanpl es over the past 10 years or so. W certainly
-- it's going to continue. | nean, we all know that
the days of the 10-digit tel ephone nunber are
limted. | nean, we're running out of nunbers. That
is going to be a nmajor upheaval in the routing and
how swi tches operate. And who knows what's going to
happen as we nove nore into, you know, newer
technol ogi es and do | P addresses repl ace phone

nunbers or, you know, what do we do when you have
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1 | ocal nunber presubscription all over the place, and
2 you can go from your conputer to your wireless. You
3 know, it's not going to stop. Technol ogy doesn't

4 stand still.

5 CHAIl RMOVAN SHOWALTER: M. Mazziotti, can

6 you keep your answers just a little bit nore to the
7 point? | think you have gone on fairly | ong beyond
8 the answer to the question.

9 MR. MAZZI OTTI: M apol ogi es.

10 DR. GABEL: M. Mazziotti, you just

11 expl ai ned about how there's add-ons to the central
12 processor on a periodic basis, but within SCI'S, when
13 you run it in year 2003 for this proceeding, are you
14 including in your estimate the cost of a central

15 processer that's purchased in 2003, or are you

16 forecasting what's the cost of the central processor
17 that's going to be needed to handl e nore than

18 10-digit dialing in five years?

19 MR, MAZZI OTTlI: No, well, certainly, it's
20 the 2003, because we don't know what's coning in the
21 future and, quite frankly, it's probably not designed
22 yet and wouldn't be in there. |It's the figment of
23 sone engi neer's imagination right now.

24 DR. GABEL: Now, followi ng up on a question

25 from M. Kopta, M. Kopta asked you about the
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umbi lical |ink between the host office and the renote
of fice, and he asked you was the equi pment identica
to the equi pnent that appears on the host switching
machi ne, and | believe your response was they're
simlar, but not identical; is that correct?

MR. MAZZI OTTlI: There are --

DR. GABEL: Well, could you just --

MR, MAZZI OTTl: Depending on the technol ogy
and the vendor, some of the vendors use some of the
same peripherals that they would put -- use for
outward facing trunks, they use to interface these
urbi | i cal s.

DR GABEL: So --

MR MAZZIOTTI: It's, you know, the sane
part nunber, nane.

DR. GABEL: So for exanple, for Nortel, it
woul d be a digital trunk controller, which would be
identical in the host and renote swi tching machi ne?

MR, MAZZI OTTlI: Do you know that? | was
thinking nore of the five years. It's a DLTU, which
is adigital line trunk unit.

MR. RICHTER: Yeah, it's --

JUDGE MACE: GCentlenen, please. |
appreci ate that you have the answers, but, please, we

have -- it's really inportant for the reporter to
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record what you're saying, and she can't do that when
everybody speaks at once.

MR, MAZZIOTTlI: In the five years, and |I'm
| ooking at ny little cheat sheet here, they use a
unit called DLTU, which is a digital line trunk unit.
Now, that sane unit can be used for T-1 based trunks.
In our nodel, we assune not only that, but a DNU,
which is for sonic-based trunks. So there is sone
har dware that has a dual purpose, but certainly, on a
functional basis, it's not the sanme thing within the
switch.

DR. GABEL: M. Mazziotti, in your opening
statement, and | didn't get all the words down, but
you made reference to how the FCC had | ooked
favorably on the Switching Cost Information System
Do you recall that?

MR, MAZZI OTTl: Yes, | do.

DR. GABEL: All right. Wre you referring
to a recent pronouncenent of the FCC or the FCC s
finding in a proceeding in the early 1990s?

MR. MAZZ| OTTI: Yeah, it was.

DR. GABEL: The early 1990s?

MR, MAZZI OTTl: Yeah, that's the general
time frane, yeah.

DR. GABEL: M. Kopta asked you about TR-303
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1 and the four-to-one concentration ratio associ ated

2 with digital line carrier systens that term nate on a
3 swi t chi ng machi ne.

4 My question is if the concentration ratio

5 was different, if it was six-to-one instead of

6 four-to-one, how would that affect your paynents to

7 the vendor? So state -- let ne restate the question.
8 You have lines coming in fromthe field that

9 term nate on the digital switching machine. 1Is the
10 paynment that Verizon nakes to the vendor based upon
11 the nunber of DSO |inks and thereby ignore the

12 four-to-one or six-to-one concentration ratio, or is
13 your paynent based upon the nunber of DS1

14 term nati ons, which would be the four-to-one or the
15 si x-to0-one concentration ratio?

16 MR. MAZZI OTTI: It would be the DS1. |

17 mean, you buy DS1 ports in the switch. But | might
18 add, | think, and M. Richter would agree, that if we
19 go to a six-to-one, we would probably incur serious

20 service probl ens.

21 DR. GABEL: That wasn't -- | was just
22 interested to understand the nature of your contract.
23 So overall, the nature of your contract is to pay for

24 a piece of equipnent, and it's not to pay a flat rate

25 per DSO term nation?
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MR MAZZ|I OTTlI: Correct. It's not a
per-line contract, it's a piece part contract, as |
had that big thing of what piece parts we purchased.
What ever you receive, you pay for.

DR GABEL: | believe, and | could be wong
about this, but |I believe in your testinobny you state
that, Well, if the Comri ssion were to agree with AT&T
that the rate structure should be a per port rate,
SCI'S could still produce an investnment per ported.

Is that correct? Do | renenber that?

MR, MAZZI OTTl: Certainly. | nean, it's not
a matter of we would really have to change anything
in SCIS itself. You would certainly -- it would be
easy enough to just take the total. | nmean, SCI'S
gives you a bottomline total, and if you divide the
bottomline total by the nunber of ports, you have
cost per port. |It's really not a SCIS function; it
woul d just be easy to calculate using the outputs we
have in the SCI S al ready.

DR. GABEL: Just so that | make sure
correctly understand the SCI'S out put, can you point
to me in your work papers where | could get the
i nvestnment per line? And we can just take that as a

bench request, because | don't need to see it right
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MR, MAZZI OTTI: Well, no. It wouldn't be an
investment -- | wouldn't be able to find in ny work
papers where you woul d have an investnment per |ine.

I could point you to the total investment, which you
woul d have to manually then divide by the tota
nunber .

DR. GABEL: |f you could point to ne where
the total investment and the total nunmber of |ines
appears.

MR, MAZZI OTTl: Certainly.

DR. GABEL: And would those |ines be working
lines, revenue producing lines? The reason | ask
this is because, as you know, included in the nodel
is autilization factor.

MR, MAZZI OTTl: Right, yeah. \What that
woul d represent would be installed lines, and then
t he conversion of that installed lines to be
recovered over the working lines is acconplished by
the application of the utilization factor, which is
no different than how we do the ports.

DR. GABEL: Okay. Then could you al so point
to me where the appropriate utilization --

MR, MAZZIOTTI: It's the same one that's in
t he study.

JUDGE MACE: | want to nmake sure |
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1 under stand what this bench request is. You're

2 requesting the total investnment, total nunber of

3 installed |ines?

4 DR. GABEL: Yes, and utilization

5 JUDGE MACE: And utilization

6 DR. GABEL: On the lines.

7 JUDGE MACE: And that's Bench Request Nunber
8 Seven.

9 MR, MAZZI OTTlI: Now, would you like that per
10 -- separate per technology or just rolled up?

11 DR. GABEL: Just rolled up

12 MR, MAZZI OTTl: You got it.

13 DR. GABEL: M. Mazziotti, in response to
14 anot her question from M. Kopta, | understood you to

15 state that you could have a decline in business from

16 -- in a business district and an increase in access
17 lines in a suburban area, and because of that
18 i ncrease in the suburban area, you'd still need to go

19 out and acquire facilities. Wy couldn't you
20 transport the equi pment fromthe business district

21 over to the suburban area?

22 MR, MAZZI OTTlI: | would say that's just a
23 cost thing, because it would be -- it would shock ne
24 if you had a decline in an area and you exactly

25 cleared out entire franes to manually re-hone people
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1 and, you know, groomthe switch, so to speak. To

2 say, you know, | have 10 free over here and 10 free
3 over there and 20 free over there and just nove them
4 all into one place and free up a unit is very |abor

5 intensive. And it's probably just easier, cheaper

6 and cheaper to just start with a brand new unit.

7 DR. GABEL: And in this exchange with M.

8 Kopta, | understood you were referring to ARMS |ine
9 counts. Am | correct about that, when you were

10 | ooki ng at --

11 MR, MAZZI OTTlI: Well, he was referring to
12 the ARMS |ine counts in the part of the testinony.
13 DR. GABEL: And do you know, does the ARM S
14 line count includes UNE | oops, UNE or UNE-P

15 custoners, or is it just your retail customers?

16 MR. MAZZI OTTlI: Oh, no, it's all switch --
17 first of all, I wouldn't include UNE | oops, because
18 believe the nunber he was referring to was swtched
19 lines, but it would -- | believe, and | guess | can
20 take this subject to check, that, you know, the ARMS
21 counts are total demands on the switch and they're --
22 DR. GABEL: Yes, if you would check that to
23 ensure that the switch line includes UNE-P custoners?
24 MR, MAZZI OTTl: Sure.

25 DR. GABEL: And if it excludes UNE-P
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custoners, to provide the sanme data, but after adding
in the UNE-P I|ines.

MR, MAZZI OTTl: Okay.

JUDGE MACE: We'll nmke that part of Bench
Request Nunber Seven.

DR. GABEL: M |ast area of questioning, and
I'"'mnot sure that you're the right panel. | asked
M. Jones about this. And that is with the
adj ustnent to the annual charge factor, are al
services nodeled. And |I'd asked him for exanple,
does the Verizon cost nodel estimate the cost of
certain private line services, such as an alarm
service? Are you famliar enough with --

MR MAZZI OTTI: Certainly not with private
line. | amthe switching witness. | --

DR. GABEL: Okay. All right. So that's al
the questions that | have.

JUDGE MACE: Thank you.

EXAMI NATI ON
BY CHAI RAMOMAN SHOWALTER
CHAI RWOVAN SHOWALTER: | just have a
conceptual question, and |I'm not sure which, if any
of you, is the appropriate to ask, but |I'mthinking

of what happens to a per unit cost, whether that's
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per line or mnute of use cost if VolP devel ops and
bypasses the switch. First of all, am| correct that
Vol P does bypass the switch?

MR. VEST: Yes, | nean, VolP, or Voice over
Internet Protocol, as that service becomes nore
preval ent, there will be | ess demand on the |oca
swi tch network.

Now, how that inpacts the rates that are at
i ssue today is a cost question that | believe M.
Mazziotti nmay or nmy not be able to answer, but it's
certainly in his sandbox.

CHAI RWOVAN SHOWALTER:  And before you answer
that, that is where | was going. Wat account is
bei ng taken of that phenonenon today, but what does
it mean for the future if VolP, for exanple,
accel erates nmore quickly than one is thinking? Does
it mean the depreciation lives should be revised or
t he conpany should conme back in here with another
cost docket sooner or is it sonehow anticipated
t oday?

MR, MAZZI OTTl: Well, let nme, just as a
general costing matter, certainly a cost study is
done at a point in time using the best intelligence
in forecasting that we have going forward. Shoul d

sonmet hing enter the market and cause a paradi gm
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shift, I mean, it's kind of like all bets are off.

It would be Iike saying what if the mlIl closes in
town and everybody noves out and, you know, we didn't
anticipate that. So to make it a VolP thing is not
-- there's nothing, | guess, exclusive about VolP
It's sinply | ooking at what happens if the demand we
forecasted doesn't materialize. And | guess the
short answer is we | ose nobney.

You know, we have taken these costs, we will
i ncur these costs and build a network. That network
has a -- we divide by a demand and, | nean, say we
divide it by 100 units, and if we only sell 80 units
because we m sforecasted or sonething happened, we
only get 80 percent of the nobney. So | nmean, to that
extent -- nowif you get into the Vol P, again,
guess it gets down to when you say it takes off, how
does it take off, what does it inpact?

I nmean, it's really -- certainly, if it
becomes a replacenent for circuit switching and such
that conpani es start abandoning circuit sw tching and
going to circuit switching, yes, absolutely, we'd be
| ooki ng at shorter depreciation |lives because we'd be
retiring these switches and they'd be going out the
door.

That, | guess, is different from what
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happens if soneone el se conmes in with voice over IP
sets up conpetitive voice over IP and steals traffic
of f of our network. You know, | don't -- you |lose
nmoney. And yeah, we shoul d probably conme in and --
if things changed that drastically, it's tine to
re-look at things. | nmean, that's --

MR, WEST: | nean, | agree with everything
he said. And | would add, though, there will be
conpetitors who conme in with VolP. | nean, AT&T has
al ready announced, MClI has announced, there's a whole
litany of conpanies that are rolling out nationw de
Vol P.

And it does weigh on depreciation |ives,
along with all the other internodal chall enges
Verizon faces. | nean, we | ose custoners to
wirel ess, we |ose custonmers to other Internet
services, like e-mail, and it just -- it's just
common sense that, as the entire marketpl ace becones
nore and nore conpetitive, that the luxury of the
very long depreciation lives in the past have got to
fall by the wayside. The technology is just going to
keep evolving at a faster clip

CHAIl RA\OMVAN SHOWALTER:  All right. But in
any event, though, in this proceeding, certain

forecasts and assunpti ons have been nmade about the
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use of the systemin ternms of nunmber of swi tches and
lines and minutes, and to the extent that they are
not accurate, you coul d over-recover or
under-recover, but to the extent sonething |ike VolP
accelerates in a way that you did not anticipate, al
ot her things being equal, your nunbers are basically
conservative. That is, that, to the extent that
technol ogy provides alternatives to the systemthat
you're costing right now, it would drive the unit
costs up over time. |Is that correct?

MR, WEST: | think that's true. |f you have
the sane system and, obviously, you know, fewer
m nut es of use being used and you still need to pay
for the sanme system that seens to nake sense.

CHAl RMOVAN SHOWALTER: Now, Verizon, as you
point out, may be its own beneficiary of that, but if
you were |looking at sinply either switching costs,
which | think your point is the swtching cost
doesn't change, but the m nutes of use or lines that
support the switch could change?

MR. MAZZI OTTlI: Yeah, | nean, if we were to
go in and redo a new study with |ower -- |ower
demand, things m ght change, but, you know, once its
out there, once it's in the ground, you know, | nean,

we' ve done this study and we don't change it, we'l
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end up losing revenue. | think one of the things we
have to keep in mnd, though, is while you -- it
won't be a perfect contraction as demand goes away,
because we still have the wireline network as the
carrier of last resort, universal service, you know.
W will tend to see a loss in mnutes a ot nore than
we see a loss in -- accelerating nore than a loss in
lines, even people with VolP and ot her things.

As much as people are using their cel
phones nore and nore, there's not -- there's sone,
but it hasn't been a nass exodus of people ripping
the phone off their wall and using their cell phone a
hundred percent, because while it can provide a nore
econom ¢ | ong di stance and, you know, various things,
people still like to have that phone there and, you
know, when the tornado hit yesterday and hope the
phone still works and, you know, it's, you know,
steady Freddy there. 1It's always there and people
have that, you know, opinion of it.

So you know, | don't know how quickly you're
going to see the circuit switch network di sassenbl ed
in the face of sone of these newer technol ogies, and
| ower usage on it is going to drive up -- you know,
it's going to cause a |loss of scale and scope

efficiencies and drive up costs, too.
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CHAl RWOMVAN SHOWALTER:  Thank you.

JUDGE MACE: Commi ssioner Henst ad.

COW SSI ONER HEMSTAD: | have no questi ons.
COW SSI ONER OSHI E: | have no questi ons.
JUDGE MACE: M. Kopta.

MR, KOPTA: Not hi ng.

JUDGE MACE: Ms. Smith.

MS. SM TH:  No.

M5. SMOTHERG LL: No redirect.

JUDGE MACE: Great. Thank you. You're

excused.

MR, WEST: Thank you, Your Honor.

MR, MAZZI OTTl: Thank you.

JUDGE MACE: Let's be off the record.

(Di scussion off the record.)

JUDGE MACE: One nore thing on the record,
and that had to do with this bench request of -- Dr.

Gabel talked with you about the |ISDN i ssue and the
retail rate for | SDN.

(Di scussion off the record.)

JUDGE MACE: There's one additional item
and that has to do with cross exhibits for M.
Fl esch. AT&T had presented exhibits nmarked 156
through 159 for cross exhibits for that witness. |Is

there any objection to the adm ssion of those --
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wel |, you offer those exhibits; is that correct?
MR. KOPTA: We do, Your Honor.
JUDGE MACE: |s there any objection to the
admi ssion of those exhibits?
MR. RONIS: There is not.
JUDGE MACE: All right. Thank you.

(Proceedi ngs adjourned at 4:26 p.m)



