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Please state your name and on whose behalf you are testifying.

My name is Steve Vogelmeier and I am President of Commmunication Options, Inc.
(“COI”). My business address is 921 Eastwind Drive, Suite 104, Westerville
Ohio. I am testifying on behalf of COJ, which is a competitive local exchange
company (“CLEC™) certificated by the Public Utilities Commission of Ohio
(“PUCO" or “Commission™). COI currently has an interconnection agreement
with United Telephone Company of Ohio dba Embarq (“Embarq™) which
commenced oxn Januan;' 200S.

Please state your backgroand with respect to your affiliation with COL
I'have been employed as COI's president since 1990. My duties include
representing the company in negotiations with various incumbent local exchange
camiers both with respect to intercotmection agresments and other commereial
agreements. Prior to this proposed Embarq interconnection agreement (“ICA”),
COI apted into four (4) prior ICAs 10 receive service from Embarq. (I am using
the term “Embarq” to include the United Telephone Company of Ohio before it
changed its name). This is the first ICA proposal that COI felt compelled to
tresolve through the arbitration process.

Have you previously testified in proceedings before the Commission?

Yes. IThave.

‘What is the purpose of your testimony?

The purpose of myy testimony is to explain COI’s position with respect to the

several unresclved issues that appear on the joint matrix that was provided to the

Teutimony of Steve Vogelmeior
Case No, 08-45-TP-ARB
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Staff on May 28, 2008. This matrix shows fewer unresolved issues than appeared
on the matrix that was filed with the COI Petition on January 16, 2008, Alsoon
May 28, 2008 the parties provided the Staff with an updated Embarq proposed
contract which highlighted the unresolved issues for this arbitration.
At the prehearing for this arbitration beld on February 21, 2008, the parties
requested a Staff mediation and on March 20, 2008, a mediation sesgion was held
at the Commission’s offices. As a result of the all day mediation session, several
issues were resolved and several more were resolved within the next two weeks as
a result of the Staff mediation. (Ol made another attempt to negotiate with
Embarg on May 16, 2008 but no further agreements were reached.
Thos at this time, there are 10 separate issnes remaining [ Table One, the rates that
COl is contesting, comprises a single issue, No. 15 on the matrix.] The matrix
provided on May 28, 2008 leaves the original numbering that was used on the
matrix filed on Janmary 16, 2008 even though several of the issues have been
resolved.
The issues that [ will address in this testimony ave item 2 pertaining to charges,
billing and payment found in Sections 7.2.3 and 7.2.4 of Embarq’s ICA provided
to the Staff on May 28, 2008; item 7 pertaining to security deposits found in
Scctions 34.7 and 34.9; and item 10 pertaiming to the ordering of dedicated
transport circuits found in Section 502.2.
Please explain COI’s position with respect to the billing and payment
provisions (item 2 on the matrix) found in Sections 7.2.3 and 7.2.4 of the most
recent version of Embarg’s proposed ICA.

Testimeny of Steve Vagelnwier

Cass No, 08-45-TP-ARB
Page 2 of 9
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A. The last four ICAs have had the provision that if COJ does not pay within 60 days,

Embarq will suspend its process of new service orders. Likewise, these ICAs
have provided that if an Embarg bill is not paid within 90 days, Embarq may
tenminate servics to COL. Embarg proposes to change the terms for suspension
and termination from 60 to 45 days and from 90 to 60 days respectively. COI
opposes this change based on the company’s 10 year history with Embarg,
Some background for our position is necessary. Each month Embarq renders to
COI ten bitls (one of which is approximately 1,600 pages, others vary from 5¢
pages to more than 550 pages). Based on Embarq’s past emror experience with our
company, depending on the month, we are compelled to review spproximately
1,000 to 5,000 separate items consisting of charges and credits. A substantial
amonnit of effort on the part of several COI employees is required to verify the
bills Embarq renders. 1 would estimate approximately 126 man hours per month
are spent on verification activities for Embarg bills to COL
CO! receives these bills on various dates and thus the due date occurs on various
dates each month. Each month, COI pays Embary in the aggregale approximately
$400,000. A number of years ago, Embarg and COI agreed that COI would pay
Embarg on a weekly basls and that practice has been in place ever since. Becavse
of the countless billing issues over the years, COI cannot be sure that each bill is
always paid within 60 days. However, we can be sure that each undisputed bill is
paid within that time and we can assure that we are paying Embarqg approximately
$100,000 cach week. But due to the complexity of the billing we cannot
guarantee that each item for each bill is paid within 60 days.
Testimony of Steve Vogeimeier

Case No. 08-45-TP-ARB
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The purpose of the penalties proposed is to secure payment from the CLEC. In
COI's case, CO makes substantial payments each week. In order to assore that
all items on all the ten voluminous bills “cleac™ the teview process at COY, we
require the 60 days. Excluding those sitnations in which there have been
arguments over the proper application of credits and payments, Embarg has not
had to invoke the provisions in the current 1CA and we kmow that through no fault
of COL it has sometimes taken nearly the full 60 days to clear some of the bills.
Therefore changing this provision after ten years of its working satisfactorily
would harm COL" Were it the case that Embarg were not receiving regular weekly
streams of revenue from COI or even if it were the case that COI paid once
monthly and was consistently tardy, these provisions might be justified.

But Embaryg gave us no reason in our particuler case, why the time lines in these
provisions should change. Based upon our particufar circumstances of substantial
weekly payments, the rumber and complexity of the bills rendered to us by
Embarq and our company’s 10 year payment history with Embarg, we believe that
shortening the periods without a justification that applies to COL, is unreasonable.
Embarq has argued fo us that, as a general business practice, it desires to make

the changes. lis desire is to have a uniform contract, But its desire for uniformity

‘ is mot reasonable as it affects COI and in our opinion, these changes should not be

permitted,
Please explain COV’s position with respect to the security deposit provision
(item 2 on the matrix) found in Section 37.4 of the most recent version of
Embarq’s proposed ICA.

Testimony of Steve Vagemeier

Case No. 08-45-TP-ARB
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COI gbjects to the security deposit provisions that Embarq proposes several reasons.
Embarg’s security deposit provisions, which are not in the current ICA, would have COI
pay a substantial security deposit, at the whim of Embarq. Worse, Embarq would pet to
keep the security deposit, without paying interest, for the duration of the new ICA,
regardless of the fact that COI may have & satisfactory payment performance record for
the prior consecutive 12-month period. The purpose of security deposit provisions is to
assure that a vendor is not at risk to customexs with poor payment records, If a customer
feils to pay, Embarq is assured of payment from the deposit until it can exercise its right
to terminate the contract. As noted earfier, Embarg has not bome this type of business
risk from COI due to the steady substaptial weakly payments that COI makes.
Embarq has not provided any reason for its abandonment of the principies underlying its
current ICA security deposit which states:
336.1 Sprint reserves the right to secure the account with a

suitable form of security deposit, unless satisfactory

credit has already been established through twelve

(12) consecutive months of current payments for

carrier services to Sprint and all ILEC affiliates of

Sprint.

36.8 ... Cash or cash equivalent security deposits will
be returned to CLEC when CLEC has mode current
payments for carrier services to Sprint and all
Sprint affiliates for twelve (12) consecutive months.

Emphasis added. Embarg should not be permitted io disregard the principles and purpose
underlying the concept of security deposits at its discretion. Nor should it be permitted to
keep security deposits when the need for them is not justified.

There is no risk and thus no resson lo apply a security deposit provision to COL

Testimomy of Steve Vogelmeiar
Case No. 08-45-TP-ARB
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Furthermore, there is no triggering event provided for in the provision. On its face, the
provision allows Embarq to invoke the provision against whomever and whenever it likes.
Embarq has informed CO] that it intends to invoke the provision when the ICA becomes
effective.

The amount of the security deposit is staggering. COI would have to give Bmbarg an
additional $800,000 for Embarq to use to eam additional revenue for Embarg for the
period of the ICA, two years. Ouly at a time when COI texminates its relationship with
Embarq would COI get its security deposit back without interest. COI bas several
additional objections to the provision conceming (1) the length of Embarg’s holding the
deposit and (2) the fact that Embarq will not even pay COI for the use of COI’s money.
The PUCO has promulgated a policy with respect to security deposits from residential
customers in Ohio Administrative Code (“OAC™) Chapter 4901-1-17. Though COIhas
not argued that this chapter is applicable to non residential transactions, the policy set
forth in that chapter provides substantial justification for our position. It is noteworthy
that the chapter iz entitled “Bstablishment of Credit” and the chapter proceeds from the
underlying principle that a utility has a right to require its customers to satisfactorily
establish their financial responsibility, precisely as set forth in Embarg's current [CA
security provisions. This test is met in the case of COL There iz no need for a security
deposit from COE because COL has proven its financial responsibility for 10 years. Even
were there a need, OAC Rule 4901:1-17-06 requires, that as to residential customers,
telephone companies shall return the deposit if (a) the customers has paid for service for
12 consecutive months without being terminated; (b) there were no more than two times
in the 12 month period when the bills were not paid timely; and (c) the customer is not

Testimony of Steve Vopslmeier
Case No. 08-45-TP-ARB
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delinquent at the time the deposit is to be returned. In addition, OAC Rule 4901:1-17-05

requires that the minimum interest to be paid is 3%. COI contends that the policy set

forth by the Commission for security deposits is not met by the Embary proposals and that

Embarqg’s proposed security deposit terms do not pass the reasonableness test set forth in

OAC Chapter 4901:1-17.

COI believes that the Cormmission should apply the principles set forth in OAC Chapter

4901:1-17 when considering the security deposit provision of Embarg and the

Commission’s rule that it is not reasonable.

Q.

Please explain COI’s position with respeet to the security deposit provision
(also itcm 2 on the matrix) found in Section 37.9 of the most recent version of

Embarq’s proposed ICA.

COI proposed to Embarq that if there were to be a security deposit provision in the

ICA, the provision should be reciprocal so that COI should likewise be permitted
1o assess a security deposit on Embarq. Embarg declined to even discuss
reciprocity. Currently, Embarq makes payments to COI for services COI provides
to Embarg. Moreover, it is Embarg, not COI, who has a history of being dilatory
in making payment to COL Were one to apply the principles and policies that are
embedded in OAC Chapter 4901:1-1-17, COI would be completely justified in
requiring a security deposit. For example, Embarg withheld payment of invoices
from COI for 4 months without issuing a dispute of any type. After COl contacted
Embarg for collections numerous times, Embarg sent a dispute, which I consider a
bad faith dispute, for 100% of all 4 months invoices instead of just the amount that
they really wanted disputed.

Testimony of Steve Vogelmeier

Case No, 08-45-TP-ARB
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Please ¢xplain COP’s position with respect to item 10 in the matrix, the
ordering of snbundled DS1 franspoxt eircults found in Section 50.2.2 of the
most recent version of Embarg’s proposed 1CA. | .
Embarg's proposed Section 50.2.2 prohibits COI from ordering more than 10 DS1
transport circuits at a time when the next level of service would be a DS3
transport circuit, which has the equivalent capacity of twenty eight DS1 transport
circuits. When COL needs to order for example, 11 DS1 transport circuits, this
provision would force it to order the significantly more expensive DS3 transport
circuit. OO would not choose to order a gingle DS3 transport circuit when it
needs only 11 DS1 transport circuits because the proposed price of the DS3
transport ¢ircuit is the equivalent to on average 24 DS1 transport cizcuits! Thus if
COI requires 11 DS1s, it would be effiectively compelled to take the capacity of
thirteen additional DS1s that it does not need at a cost that is significantly higher
than the 11 DS1 transport circuits.

1 am addresaing the “real world” effect of this provision. As I understand it,
Embarq has taken the legal position that it is permitted to limit the maximum
onber 0f DS1s that can be ordered at one time and that it is permitted to compel
COI to order a DS3 based on the Triennial Review Remand Order (“TRRO™)'
issued by the Federal Communications Commission (“FCC”). The Petition in this

case set forth some of our legal arguments and I will not repeat them here (TRRO

In the Matter of Unbundled Access 0 Network Elemenis, WC Docket No 04-312, and Review of the Section
251 Unbundling Obiigation of Incumbent Local Exchange Carviers, CC Docket No. 01-338 released
December 4, 2004 (“FCC Ordex™).

Testimomy of Steve Vogelmeder
Case No. 03-45-TP-ARB
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pages 9 and 10). They are probably the contentione that will have to be bricfed at
the conclusion of the arbitration hearing.

I will not say more than to emphasize that my understanding is that the FCC’s
ruling was based upon the evidence that it had before it and that the evidence the
FCC had before it may have justified its conclusion based on its belief that a cap
of 10 D51 loops was justified economically; that is, there was a price break point
between 10 DS 18 and a DS3. This may have been the case for the rates that it
reviewed for other ILECs, but it certainly is not the case for Embarqg’s high rates.
Embarqg's pricing for DS3s is more than two timeg the highest ratio that the FCC
cited.

Based on the disparity of economics in the case of Embarg and the fact that the
FCC recommended the cap based on evidence that does not hold true for this case,
COI urges the arbitration panel to consider the ewdennarybasns for the FCC’s cap
and modify it to fit the high ratio that exists due to Embarg's high D33 prices.

Does this conclude your testimony?

Yes it does.

Testimouy of Steve Vogehnejer
Case No. 08-45-TP-ARD
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PUBLIC VERSION Direct Testimony of
August H. Ankum, Ph.D.

I. INTRODUCTION

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS.

My name is Dr. August H. Ankum. Iam a Senior Vice President at QSI Consulting, Inc.,
(“QSI™), a consulting firm specializing in economics, econometric analysis, and
telecommunications cost modehng. My business address is 1027 Arch, Suite 304, and

Philadelphia, PA 19107.

WHAT IS QSI CONSULTING, INC.?

Q81 Consulting, Inc. (“QSI”) is a consulting firm specializing in traditional and non-
traditional utility industries, econometric analysis and computer aided modeling. QSI
provides consulting services for regulated utilities, competitive providers, government

agencies (including pubhc utility commissions) and industry organizations.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK

EXPERIENCE.

I received a Ph.D. in Economics from the University of Texas at Austin in 1992, an M. A.
in Economics from the University of Texas at Austin in 1987, and a B.A. in Economics

from Quincy College, Illinois, in 1982.

My professional background covers work experiences in private industry and at

state regulatory agencies. As a consultant, I have worked with large companies, such as

Page 1
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PUBLIC VERSION Direct Testimony of
August H. Ankum, Ph.D.

AT&T, AT&T Wireless and MCI WorldCom (“"MCIW™), as well as with smatler
carriers, including a variety of competitive local exchange carriers (“CLECs™) and
wireless carriers. I have worked on many of the arbitration proceedings between new
entrants and incumbent local exchange carriers (“ILECs”). Specifically, | have been
involved in arbitrations between new entrants and NYNEX, Bell Atlantic, U S WEST,
BeliSouth, Ameritech, SBC, GTE and Puerto Rico Telephone. Prior to practicing as a
telecommunications consuitant, 1 worked for MCI Telecommunications Corporation
(*MCI”) as a sentor economist. At MCI, 1 provided expert witness testimony and
conducted economic analyses for internal purposes. Before 1 joined MCI in early 1995, I
worked for Teleport Communications Group, Inc. (“TCG™), as a Manager in the
Regulatory and External Affairs Division. In this capacity, I testified on behalf of TCG
in proceedings concerning local exchange competition issues, such as Ameritech’s
Customer First proceeding in Illinois. From 1986 until early 1994, I was employed as an
economist by the Pubkic Utility Commission of Texas (“PUCT™) where I worked on a
variety of electric power and telecommunications issues. During my last year at the
PUCT, I held the posttion of chief economist. Prior to joining the PUCT, I taught
undergraduate courses in economics as an Assistant Instructor at the University of Texas

from 1984 to 1986.

A list of proceedings in which T have filed testimony, including before the Public
Utilities Commission of Ohio (*PUCO” or “Commission,” is attached hereto as Exhibit

(AA-1).

WHAT IS THE PURPOSE OF THIS TESTIMONY?

Page 2
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PUBLIC VERSION Direct Testimony of
August H. Ankum, Ph.D.

The purpose of this testimony is to recommend to the Commission appropriate rates for
the following unbundled network elements (“UUNEs”) to be included in the
Interconnection Agreement (“ICA™) between United Telephone Company of Otuo dba

Embarq (“Embarq”) and Communication Options, Inc. (“COI™):

» 4-Wire xDSL Capable Loop
» 4-Wire Digital Loops (No Electronics)
s DS1 Service and 1ISDN PRI Loop

Given. that Embarq’s rate proposals for “4-Wire xDSL —Capable Loop” and “4-Wire
Digital Loop (No Electronics)” are the same, this testimony refers to them simply as rates
for ““4-wire loops.” Before | proceed to the subject of my testimony, I need to make
several clarifying notes regarding the terminology used in this testimony. First, the term
“Embarq”™ as used in this testimony refers to Embarg’s local operating company in Ohio,
or equivalently, United Telephone Company of Ohio. Second, the term “Model” or
“Embarq’s Model” refers collectively to all studies that Embarq provided to COl in
relation to this arbitration. Third, the testimony makes references to severél Commission
cases involving the entity currently known as “AT&T Ohio,” but also uses its historical
names as they appeared in the Commission’s orders and case materials, including “SBC,”

“Ohio Bell” and “Ameritech.”

WHAT ARE YOUR RECOMMENDATIONS?

Embarq has proposed rates that are significantly higher than the rates in COI’s current
Interconnection Agreement. As I will discuss 1n this testimony, there are a number of

reasons why Embarq’s proposed rates are unreasonable and should be rejected. I wili

Page 3
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August H, Ankum, Ph.D.

Yes. The rates that Embarq is proposing are considerably higher than those in COI’s
current ICA.  This is shown tn Table 2 below, which hists Embarg’s two proposals made
at different points in time (September 2006 and July 2007). As explained below, the
rates contained in Embarq’s July 2007 (attached as Exhibit AA-2) proposal arc the rates
contained in Embarq’s current ICA with Cincinnati Bell Extended Temttories, LLC

(“Cincinnati Bell” or “CBT”).

 Table 2. Compafiso

As explained below, Embarq later withdrew its July 2007 (lower) proposal,
meaning that the mgher, September 2006 rates (attached as Exhibit AA-3} constitute, so
far as COI is aware, Emabrq’s cuﬁent proposal. Nevertheless, I include the rates from
Embarq’s now withdrawn proposal in this testtmony because, as I explain below, these
rates illustrate a very important conceptual point. Moreover, these are the rates that were
attached to the contract from which I am told, COI and Embarq were negotiating when
the impasse was reached. The July 2007 rate proposal was attached as the Embarq
proposed ICA, Exhibit C, to the Petition filed in this proceeding on January 16, 2008.

Page 5
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ARE EMBARQ’S PROPOSED RATES FOR THE 4-WIRE AND DSt LOOPS

COMMISSION APPROVED?

No. The Commission has never approved Embarg’s cost model or its 4-Wire and DS1

Loop rates.

IS THIS THE TIME AND PLACE TO PERFORM AN EXTENSIVE TELRIC
PROCEEDING AND INVESTIGATION INTO THE VALIDITY OF EMBARQ’S

COST MODEL AND RATES?

No. As the Commission knows, the Total Element Long-Run Incremental Cost
(“TELRIC”) proceedings — the current standard for UNE loop pricing’ — are very
involved and resource intensive and may take months and sometimes years to adjudicate.
Clearly, given that this is an arbitration involving a relatively small company with hmited
resources, it would not be appropriate 1o escalate this arbitration into a full blown
TELRIC proceeding. In fact, a requirement that small companies, such as CQI, engage in
full blown TELRIC procéedings when they want to establish interconnection agreements
with ILECs would create regulatory barmers that are possibly as severe as the economic

barriers that the Telecommunications Act of 1996 sought to overcome.

HAS THE COMMISSION PREVIOUSLY FOUND THAT EMBARQ DOES NOT
HAVE COMMISSION-APPROVED TELRIC RATES AND THAT EMBARQ

HAS A DUTY TO PROVIDE UNEs AT TELRIC RATES?

See 47 C.FR. §51.501 and 503. These rules are further developed in QAC Rule 4901:1-7-19 “Forward-

Looking Economic Costs.”

Page
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Yes. In this proceeding, the Commission, in considering Embarq’s motion to dismiss the
Embarq 2007 pricing proposal as an issue in this Arbitration, found that Embarq does not
have Commuission-approved TELRIC rates.” I am informed by counsel that because the
Commission has a specific rule that governs a spectfic proceeding to approve TELRIC
rates, the parties to this Arbitration may present their evidence to support their proposed
rates, but Embarg may not consider its presentation of TELRIC studies in this Arbitration
to substitute for a full-blown TELRIC proceeding. 1t is also my understanding that the

Staff has expressed this view to both parties.

ARE EMBARQ’S PROPOSED LOOP RATES OUT OF LINE WITH LOOP

RATES APPROVED FOR OTHER LECs, SUCH AS AT&T’S IN OHIO AND

OTHER MIDWESTERN STATES?

Yes. A comparison of Embarg’s proposed loop rates with those approved by state
commissions for AT&T in the Midwest shows that Embarq’s proposal is significantly cut

of line with the rates in surrounding states. Table 3 below compares loop rates for the

following companies:

Communication Qptiors, Inc, Case No. 08-45-TP-ARB (Entries dated February 28, 2008 and March 26,

Page 7
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Table 3 AT&T TELRIC Approved Rates in the Midwest

Embarqg 9/6 AT&T IL AT&T OH
Band 1 $87.97] [Metro $ 893|% 2125[|% 17513 1775
Band 2 $92146){Suburban | $ 20931$% 22423 20963 29.31
Band 3 $129.63| IRural $ 3359(% 2458318 32351% 3181
Band 4 $230.15
iy :

ATET IL

ATET IN

Embarn 9/6 AT&T OH
Band 1 $96.97] {Metro $ 27721% 4511183 4065(% 31773 37.04
Band 2 $14166/|Suburban | § 4049|8% 5441 |3 4401 |% 46793 3935
Band 3 $274.18] [Rural $ 528213 5282]1% 5071]|% 5038{% 4510
Band 4 $661.84)

While AT&T is undoubtedly a different company from Embarq, Embarg’s much
higher rates for essentiaily the same facilities are difficult to justify. Embarg’s rates in
Band 1 (Embarg’s lowest for more dense populations) are significantly higher than

AT&T’s rates in rural areas.

IS A COMPARISON OF EMBARQ - AS A MORE RURAL COMPANY - WITH
OTHER ILECS, SUCH AS AT&T, IN OHIO AND OTHER STATES

RELEVANT?

Yes. While it is true that AT&T operates in large urban areas, the company also operates
in more rural areas. Indeed, it 1s precisely to capture the variation in loop costs between
urban, sub-urban, and rural areas, due to such factors as population densities, loop
lengths, etc., that state comrmssions, per the TELRIC requirements of the Federal

Communications Commission (“FCC”), have approved de-averaged rates for those
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zones.” Thus, useful information can be gained from rate compatrisons as long as we

compare rates for the appropnate rate bands.

Further, while each state has its own geographic charactenstics, there is a large
degree of similarity between the Midwestern states that permit a meaningful comparison
between Commission-approved rates for other ILECs and Embarq’s rates. Ata
minimum, such a comparison can be used to establish a range of reasonableness. Clearly,

Embarq’s rates fall outside such a range.

Q. TO THE EXTENT THAT EMBARQ’S PROPOSED RATES ARE BASED ON ITS
MODEL, ARE THERE REASONS TO BELIEVE THAT EMBARQ’S MODEL

PRODUCES ARTIFICIALLY INFLATED COSTS AND RATES?

A Yes. I have already mentioned that Embarg’s rates and Model are not Commission-
approved, and, therefore, there can be no presumption that they are just and reasonable
and appropriately TELRIC based. There are a number of reasons to believe that
Embarq’s Model produces costs and rates that are artificially inflated. 1will discuss

those presently.

? Specifically, the federal rules for pricimg UNEs prescribe that “State commissions shall establish different
rates for ¢lements in at Ieast three defined geographic areas within the state to reflect geographic cost differences.”
(47 C.F.R.§51.507[f]).
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IIl. EMBARQ’S MODEL SHOULD BE REJECTED

A. EMBARQ’S OWN RATE PROPOSALS UNDERMINE THE VALIDITY
OF EMBARQ’S MODEL '

PLEASE EXPLAIN THE CHRONOLOGY OF EMBARQ’S RATE. PROPOSALS

AND THEIR RELATIONSHIP TO EMBARQ’S COST MODEL.

Embarq’s original rate proposal to COI, which Embarq later substituted with rates it
negotiated with Cincinnati Bell Telephone Company (“CBT”) but which Embarg now
states are reinstated for the purposes of this Arbitration with COI, was made in
Septernber 2006 (referred hereafter as “September 2006 Proposal™) and contained rates
found in several ICAs approved by the Commission prior to 2006. Specifically, these

rates are structured according to four rate bands and can be found in Embarq’s ICA with

Granite Telecommunications (application dated May 5 2005).* In May-Tune® 2008,
Embarg provided COI a copy of its Loop Model. Alithough the Model contained a
different set of rates — rates based on a 3-band de-averaging scheme - 1 verified that if
the Model’s wire center level costs are aggregated according to the 4-band classification
found in the Embarq’s September 2006 proposal, the resulting rates would match the
rates in the Embarq’s September 2006 proposal. In other words, the September 2006

proposal is based on the version of the Model provided to COL

4

Based on my review of the following applications of negotiated agreements: United Telephane Company of

Ohio dba Sprint/Granite Telecommunications, LLC, Case No. 05-604-TP-NAG (Application filed May 5, 2005);
United Telephone Company of Ohio IVB/A Sprint/Cinergy Telecammunications Network-Ohio, Inc., Case No, 05-
603-TP-NAG (Application filed May 5, 2005) and United Telephone Company of Ohio dba Embarg/Pac West
Telecomm, Inc., Case No. 06-1191-TP-NAG (Application filed Qctober 3, 2006)

5

As explained below, Embarq’s original CD (provided in May 2008) lacked a number of important

components, which were provided to COI in June 2008,
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Embarq’s second proposal was made in July 2007 (referred hereafter as “July
2007 Proposal”) and contained rates found in more recent Commission-approved ICAs.
Specifically, these rates are structured according to five rate bands and can be found in
Embarg’s ICA with Cincinnati Bell Extended Territories filed on December 31, 2004 in
Case No. 07-1275-TP-NAG. The key feature of this rate set is that it is Jower than
Embarq’s September 2006 Proposal. This rate set was filed with COI’s Petition for
Arbitration in this case {dated January 16, 2008). However, following COF’s filing of its
Petition for Arbitration, Embarq indicate_d that it withdrew this rate proposal and instead
is re-proposing its original kigher September 2006 rate set (the higher rates that are based

on the Model).

There are three sets of recurring loop rates at issue in this dispute: “4-Wire xDSL
~Capable Loop,” “4-Wire Digital Loop (No Electronics)”, and “DS1 Service and ISDN
PRI Loop.” Again, given that Embarq’s rate proposals for “4-Wire xDSL —Capable
Loop” and “4-Wire Digital Loop (No Electronics)” are the same, this testimony refers to
them simply as rates for “4-wire loops.” The following table lists the disputed rates in
both proposals and compares them to COI’s current rates (rates found in its current ICA

with Embarq, which is dated February 11, 2005).
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Is to Current Rates

Q. YOU SAID THAT THE SEPTEMBER 2006 PROPOSAL IS BASED ON THE
MODEL’S COST ESTIMATES, AND IT CONTAINS HIGHER RATES THAN
THE JULY 2007 PROPOSAL (WHICH IS NbW WITHDRAWN). HOW MUCH
HIGHER ARE THE MODEL ESTIMATES COMPARED TO THE JULY 2007

PROPOSAL?

A. The Model estimates are higher than the July 2007 Proposal by approximately
«++jJil+++  The following table contains more specific numbers for the disputed 4-wire

and D31 loops, alone with 2-wire loops, ® showing that the difference is relatively

uniform, ranging from ***| N *+*

s Although 2-wire loops are not the subject of dispute in this arbitration, this testimony presents information
on 2-wire loops to further demonstrate the flaws in Embarq’s model. This is also done because of the close
relationship between the 2-wire and 4-wite cost calculations in the madel’s algorithm, and because wire centers de-
averaging is done in the model according to the costs of 2-wite loops. MNote also that while Embarg’s rate table
{Table One of Embarqg ICA) distinguishes between “4-wire xDSL- capable loop” and “4-wire digital loop (no
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1 *** BEGIN CONFIDENTIAL
2
3 END CONFIDENTIAL***

4 Q. DOESTHE ABOVE TABLE INVALIDATE EMBARQ’S MODEL?

vl

-

5 A Yes. Table 5 above contains a critical observation that Embarg’s model generates cost
6 estimates that are significantly higher than the rates Embarq is currently agreeing to in

electronics),” the rates for these two products are typically the same (specifically, the model does not distinguish
between the two}, therefore, the testimony omits this distinction when presenting rate and cost data.

2503911vi Page 13
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ICAs with other CLECs.” N rational business enterprise would sell products
systematically below cost® AnTLEC (a rational company that has leverage in
negotiations because of its ownership of bottleneck facilities) would not voluntarily agree
to rates below cost. Clearly, Embarg’s ICA with CBT invalidates its model and

demonstrates that it significantly over-estimates cost.

SHOULD THE RATES IN THE ICAs, TO WHICH EMBARQ VOLUNTARILY

ENGAGED, BE VIEWED AS UPPER LIMITS ON REASONABLE RATES?

Yes. Because of the above-mentioned leverage that Embarq has in negotiations for ICAs
concerning its bottleneck facilities and because of the absence of the PUCO-approved
cost methodology or rates for Embarq, the observed ICA rates should be considered an

upper limit of what Embarq actually considers to be its own cost.

B. EMBARQ’S MODEL IS UNVERIFIED, UNSUPPORTED AND HAS
NOT BEEN PROVIDED IN FULL

WHAT COST STUDIES DID EMBARQ PROVIDE TO COI?

Embarq provided a CD (dated May 12, 2008) that contained, as explained below, a
partial and inoperative version of its loop cost studies. Among other things, these cost

studies contained a disclaimer stating as follows:

7

Embarq filed for an approval of the ICA with the same rates as recently as April 2008. Sec United

Yelephane Company of Ohio dba Embarg/Bandwidth.com CLEC, LLC, Case No. 08-393-TP-NAG.

2

Companies somctimes engage the price practice of “loss leader” to attract customers for complimentary

goods, such as below cost razors that require refills for razor blades. That model is not applicable here since the
UNEs are not used to generate additional sales of complimentary goods, but rather to compete against Embarq.
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The Loop Module provided to Communication Options, Inc. by EMBARQ™ js
representative of the inputs and methods that would be filed in an arbitration
proceeding. The results available for review by Communication Options, Inc. do
not have the most recent general ledger expenses, do not have the most recent
vendor contractor rates, do not have the most recent material prices, do not have
the most recent company labor cost. The results produced by the loaded module
are indicative of what could be expecied in a fully updated EMBARQ™ TELRIC
Economic Cost Study but the aforementioned changes could drive the rates

higher.?
Given that this CD was provided almost four months into the Arbitration,'? and

the current schedule of the arbitration does not include the rebuttal round, it is reasonable

to expect that Embarq would provide the model that 1s intended for this arbitration.

However, the disclaimer suggested differently. COI asked for the updated version of the
model on June 3, 2008, and received a response on the afiernoon of June 17, 2008 (less
than a week before the filing deadline for this testimony) that “[t]he requested

information is still under review and will be provided once finalized.™"" In other words,
while Embarq provided COI a model, Embarq has not provided the model it plans to nse
to support its proposed rates. This fact alone makes pointless and wasteful the exercise of
reviewing, critiquing and re-stating the Model that Embarq provided, and prompted COI
to develop a non-model based counter-proposal. Nevertheless, COI below presents its

critique of the provided studies, and refers to them collectively as “the Model.”

ABOVE YOU SAID THAT EMBARQ’S MODEL CD CONTAINED ONLY A

PARTIAL VERSION OF ITS LOOP COST STUDIES. PLEASE EXPLAIN.

The May 12, 2008 CD contained only pertions of its Economic Cost Model.

Specifically, the CD contained portions of Embarq’s studies that provide detatled

i0

File titled “EMBARQ Disclaimer.txt” contained on the model CD (emphasis added).
COI’s Petition for Arbitration was filed January 16, 2008.
Embarg’s Responses to COI's First Set of Interrogatories, Interrogatory No. 1.

Page 15



10

I

12

13

14

15

259391 1w

PUBLIC VERSION Direct Testimony of
August H. Azskum, Ph.D.

calculations of loop investment, but lacked studies related to the development of Cost
Factors used to convert investments mnto monthly recurring cost, such as maintenance,
capital cost, other direct and common cost factors.'? These Cost Factors appeared on the
Model CD in the form of hard-coded values."? COI asked for the missing Cost Factor
studies in its June 3, 2006 discovery to Embarg. Despite the fact that these studies should
presumably be readily available (already exist in order to generate the hard-coded values
coniained on the Model CD and used in the Loop study), Embarg has provided them only
late on June 17, 2008, leaving COI’s consultants inadequate time (less than 4 business
days before the filing date of this testimony) '* to adequately review and analyze these
materials. Further, even with these additional materials provided late, COI does not have
complete studies underlying Embarg’s proposed UNE Loop rates because many of the
assumptions in the Cost Factors modules are hard-coded and unsupported, including such

sizable entries as land and building investments discussed below.

Also missing from the Embarq’s data provided to COI are the labor rates studies

{an important component of loop installation costs) 15 and the Geographical Module — the

2 The CD contained a wverbal description of the Loop Module (documents titled “Loop Module
Methodology,” “Loop Module User Guide” and “Loop Input Definitions”).
12 Note that the limited “final-step™ calculations of Cost Factors contained in file “InpOHLoop.xls” do not

constitute true factor development becanse they represent summations or weighting of several hard-coded values.
For example, the “Total” ACFs (Tab “Loop™) are essentiaily the sum of the hard-coded “Other Direct Factors™ and
hard-coded “Annual Charge Factors” from Tab “ACF.” For Capital Cost Factors, while the underlying assumptions
about depreciation lives, tax rates and cost of capital were provided (in Tab “ACF”), the formulas that would
catculate Capital Cost Factors {calculations that simultancously account for asset-specific depreciation lives,
depreciation schedule, cost of money and tax depreciation life) were not provided. The Power Factor (Tab “Power™)
is based on the numerator derived from hard-coded values of “Power Investment by Wire Center Size.”

b Thie issue of timeliness is aggravated by QSI's observation that it takes longer than an eight-hour business
day to compicte a rum of the Loop Module on a business-grade laptop conmputer.
s See for example, In the Matier of the Application of Ameritech Ohio for Review of TELRIC Costs for

Unbundled Network Elements, Case No. 02-1280-TP-UNC (“SBC Phase [ UNE™) SBC Ohio’s explanation of the

* importance of labor rate stadies in a UNE Loop stady as set forth on page 12 of the Public Version of the Direct

Testimony of James R. Smallwood filed on March 19, 2004: “In recurring cost studies, the UNE loop study in
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Module that designs the physical elements of Embarq’s local network and their location,
including cable routes and distances, fiber/copper cable mix, the number and locations of

Feeder Distribution Interfaces, Digital Loop Carriers, etc. 1

Q. WHAT ARE THE TWO IMPORTANT IMPLICATIONS TO EMBARQ’S

FAILURE TO TIMELY PROVIDE THE COST FACTOR MODULES TO CO1?

A The first implication is that COI (or, for that matter, any party other than Embarq) was
unable to run Embarq’s Madel in order to implement adjustments to such major inputs
(in the Commission’s own opinion' ) as the cost of debt, cost of equity, capital structure
and depreciation lives.'® Below I explain in detail that Embarq’s assumptions for these
inputs are unreasonable, not representative of a forward-looking network, or simply

contradictory to the Commission’s prior decisions, and as such, require adjustments.

The second implication is that COI was unable to replicate, fully review-and
verify Embarg’s logic and data used to derive maintenance, capital cost, other direct cost,
common cost and investment factors, as well as labor rates. Again, the Commussion’s
SBC Phase I UNE Order demonstrated the importance of these issues by devoting almost

half of its volume to the questions surrounding the Factors” calculations.

particular, the labor component of installing the capital investment associated with constructing UNE loops is a large
proportion of the overall total investment.”

o See “Loop Module Methodology” (file provided with the May 12, 2008 Mode! CD), pp. 13-14.

17 See, for example, SBC Phase I UNE Opinion & Order dated November 2, 2004 {(“SBC Phase I UNE
Order”), section V “Major Inputs to Cost Studies,” where cost of debt, cost of equity, capital structure and
depreciation lives where discussed as major inputs alone with two other inputs, fill factors and installation factors,

18 See also page 12 of the Public Version of the Direct Testimeny of James R. Smallwood filed on March 19,

2004 in SEC Phase ] UNE for the following explanations for its UNE Loop siudies: “The major cost drivers in
recurring loop cost studies are the cast of capital, depreciation rates, and fill factors.”
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These two implications show that the provided Model is in violation of Rule
4901: 1-7-20 “Cost Study Requirements,” which requires that a model should be
accompanied by “a complete sct of supporting work papers and source documents” (Rule
4901: 1-7-20 (A)), the “work papers must allow others to replicate the methodology and
calculate equivalent or alternative results using equivalent or alternative assumptions”
(Rule 4901: 1-7-20 (B}), “identfy all source documents used in preparing the cost
estimate” (Rule 4901: 1-7-20 (C)), and “the source [of every number used in the study]

should be clearly identifiable and readily available (Rule 4901: 1-7-20(D)).

WHAT ELSE CAN YOU ADD REGARDING THE OVERALL ISSUES WITH
EMBAR(Q’S MODEL BEFORE YOU PROCEED TO A DISCUSSION OF

SPECIFIC DEFICIENCIES OF EMBARQ’S INPUTS OR MODEL

'CALCULATIONS?

First, it is important to keep in mind that neither the current Embarq Model, nor any of its
predecessors have been approved by the Commission. Second, despite the fact that the
Model’s results are displayed in a Microsoft Excel ® workbook, this model reties
predominantly on “invisible” programming, rather than explicit Microsoft Excel ®

formulas and links."® Given the sheer quantity of the Model’s workbooks between which

Note that the accessihility of a model to outside review was one of the reasons that prompted SBC Ohio to

switch to the Loop Mode] that is currently approved by the Commission for setting SBC Ohio UNE loop rates (SBC
Qhio Phase T UNE Qrder). See also page 15 of the Public Version of the Direct Testimony of James R. Smallwood
filed March 19, 2004 in the SBC Phasc T UNE proceeding for the following explanations of SBC Ohio witness for
its UNE Loop studies: “Ultimately, SBC decided to reject the old Ameritech models such as AFAM and LFAM and
select LoopCAT as its loop cost model. ...Primary among these was the realization that LFAM contained a
significant amount ¢of programming that was not easily accessible 1o CLECs and Comimission staffs. LoopCAT, on
the other hand, is spreadshect-based, which makes LoopCAT significantly easier to audit, update, and operate than
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information is exchanged in the “invisible” fashion,?’ COI’s ability to the audit this

Model was extremely handicapped.

Q. YOU SAID ABOVE THAT SEVERAL MAJOR INPUTS TO EMBARQ’S MODEL
ARE NOT FORWARD-LOOKING, UNREASONABLE OR CONTRADICTORY

TO THE COMMISSION’S PRIOR DECISIONS. PLEASE EXPLAIN.

A.  The first major group of inputs that is contradictory to both theoretical logic and specific
numerical values adopied by the Commission in other UNE cases is the fill factors —
factors that determine the amonnt of spare capacity modeled in the network. For copper
feeder, Embarq’s Model uses its actual copper feeder fill factors.?! For distribution cable,
the Model builds two lines to each housing unit, and the resuliing fill factors are based on
the combined effect of this assumption, the demand for second lines and additional spare
capacity resulting from the practical issue that cable comes in fixed (discrete) cable
sizes.”” The table below lists the Embarg Model fill factors and compares them fo the fill

factors approved by the Commission in the most recent SBC UNE case:

*** BEGIN CONFIDENTIAL

0 For example, the Model’s “LMA” section contains 28 Microsofi Excel ® files {each with multiple Tahs).
See p. 24 of “Loop Module Methodology™ listing these files. Note that the Model’s “Start” file deseribed in the
“Loop Module User Guide” (which appears to be Embarq’s interface for running the model and viewing its results)
permits the user to review results of only one wire cenler at a time — not an acceptable method of review given that
Embarq has well over one hundred wire centers in Ohio.

n This is explained in the following citation from Embarq’s “Loop Inpuwt Definitions” (p. 16; emphasis
added): “Feeder fill factors are developed from company specific data by wire center. Feeder fill factors are
calculated by taking feeder pairs in service and dividing by feeder pairs available for each wire center. Actual fill =
working pairs/total installed pairs. The inputs into LMA represent actual fill in Embarqg’s network. LMA contains
calculations that adjust the fill factors upward (increased cable utilization) so that the modeled cable utilization in
LMA is equivalent 1o the utilization seen in reality.”

= This is explained in the following citation from Embarq’s “Loop Input Definitions” (p. 15); “Cables are
available in a wide range of pair compiements; however, cables of larger pair sizes increase by 600 pair increments
(2400, 3000, 3600). This means that if the forecasted demand for a new cable called for 3500 pairs, a 3600 pair
cable would be placed.”
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1
2 END CONFIDENTIAL ***
3 As demonstrated in the table above, copper cable fill factors used in Embarq’s Model are
4 significantly lower than the fill factors approved by the Commission for SBC. In other
5 words, Embarg’s Model designs significantly more spare capacity (and as a result,
6 generates significantly higher copper investment and cost) than the spare capacity
7 allowed by the Commission for SBC.
8 Further, besides the numerical gap between Embarg’s proposed and SBC’s
9 PUCO-approved fill factors, there is 2 significant conceptual difference between the two
10 because Embarq’s Model fill factors are based on Embarq’s actual fill factors, and the
11 Commission specifically disallowed actual fill factors in a TELRIC study. The
i2 Commission explained its reasoning as follows:
13 [T]he actual current fill factors, based on the existing network, reflect
14 excess capacity beyond the spare capacity needed for the engineering and
15 regulatory requirements stated above. As an example of this excess
16 capacity, the Commission highlights the redundancy resulting from the
17 implementation of new technologies (1.e., overlay of fiber facilities in the

25939111 Page 20




o R

10

11

12

13

14

15

16

259391 1vl

PURLIC VERSION Direct Testimony of
Aungust H. Ankum, Ph.D.

feeder section of the loop) that would not take place in a TELRIC
forward-looking network. >

The Commission concluded that a forward-locking network and a TELRIC study should
have higher fill factors than the carrier’s actual fill factors, and ordered the above listed

fill factors.

WHAT OTHER MAJOR INPUTS TO EMBARQ’S MODEL ARE NOT
FORWARD-LOOKING, UNREASONABLE OR CONTRADICTORY TO THE

COMMISSION’S PRIOR DECISIONS?

They are the cost of capital and economic depreciation lives of assets. Specifically, while
in the recent SBC UNE case the Commission approved a cost of capital of 9.02%** and
rejected SBC’s proposal for a 11.91% cost of capital,” the Model assumes cost of capital
of ***|JJJJl***.2¢ which is much higher than the Comn;ission-appmved value for SBC.
Similarly, a comparison of publicly available depreciation rates approved in the SBC
UNE case? listed in the table below shows that Embarq 1s proposing economic lives that

are smaller than the Commission-approved lives for SBC.

Direct Testimony of Kent A. Currie filed March 19, 2004 in SBC Phase I UNE at p. 44.

A.

B SBC Phase 1 UNE Order p. 39.

“ Id atp. 72.

25

% Souvrce: File InpOHLoop.xls, Tab“ACF.”
27

The Commission approved SBC praposed depreciation lives (SBC Phase I UNE Order p. 61), but the order

does not list these lives. While most of SBC proposed depreciation lives were filed confidentially, some of them are
discussed in the public portion of SBC testimony and included in table below. Specifically, cconomic lives for cable
and circuit equipment are listed on page 10 of the Direct Testimony of Lawrence K. Vanston filed March 19, 2004
in SBC Phase [ UNE. Also, Dr. Carrie explains that SBC proposed future net salvage values/cost of removal
(another component of depreciation lives) are zero to be consistent with the current accounting rules, which direct
carriers to record costs of removal in their expense, rather than investment accounts. See page 44 footnote 21 of the
Direct Testimony of Kent A. Currie filed March 19, 2004 in SBC Phase I UNE.
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1 *+* BEGIN CONFIDENTIAL
2
3 END CONFIDENTIAL *%%*
4 As demonstrated in the above table, each one of Embarg’s adjusted economic
5 lives is smaller than the Commission-approved lives for SBC. Because SBC-approved
6 depreciation lives are not available publicly for some plant types, the last column of this
7 table also lists the adjusted economic lives used by the FCC in its determination of the
8 non-rural high-cost support funding.®® The comparison of this column with the Embarq’s
9 Model economic lives further underscores the unreasonableness of Embarq’s
10 assumptions. For example, for both buildings and conduit Emnbarg assumes a ***.***
“ In the Matier of Federal-State Joint Board on Universal Service and Forward-Looking Mechanism for High

Cost Suppont for Non-Rural LECs, CC Docket Nos. 96-45 and 97-160, 10" -Report and Order (“Inputs Order™),
released November 2, 1999. This order determined the input values used in the FCC Synthesis Model, which is the
basis of the current federal non-rural high-cost (“Model”) suppert mechanism.
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cconomic Iife (net of salvage), while the FCC Synthesis Model uses much higher values

of 51 and 48 vears comrespondingly.

‘WHAT OTHER IMPORTANT ISSUES WITH EMBARQ’S COST STUDIES

HAVE YOU NOTICED?

One important issue concerns Embarg’s Maintenance Factor studies. As explained in the
Embarq Model documentation, Maintenance Factors (whi ch represent ratios of
maintenance expense and investments for specific types of telecommunications plant,
such as poles, cable and circuit equipment) are based on the actual booked maintenance
expense.” Indeed, for most types of the telecommunications plant, the maintenance
expenses and investments used in Embarq’s calculation of Maintenance Factors do match
its booked amounts. However, there are two notable exceptions: the amounts of
maintenance expenses for buried cable and circuit equipment used to calculate Embarq’s
Maintenance Factors are approximately *++JJJ#** times higher than the booked
::lmounts,30 meaning that the Maintenance Factors for these types of plants, and
consequently, cost estimated associated with these investments are similarly over-stated.

Given that these two plant types constitute more than ***JJJJ}*** of the Model’s loop

k]

30

File “ACF Documentation,” p. 4 (pages are not marked).

The amounts used io derive Maintenance Factors are in file MaintenancéFaclors.xls, Tab “Sheet 1,” cells

F15:F17 (buried copper cable) and cell F23 (circuit equipment). The booked amounis are in file “odc07.x1s™ Tab
“Expenses,” cells E73 (buried copper cable) and E39 (circuit equipment). Note that the amounts contained in file
“odc07.xIs” Tab “Expenses” match amounts reported in Embarg’s ARMIS 43-01 repori, confirming that file
“ode0)7.x1s” Tab “Expenses” contains actual booked amounts. (The comparison to ARMIS 43-01 report also
established the vintage date of Embarg’s Cost Factors study as 2003.)
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investment for both 4-wire and DS1 loops,” it is no wonder that the resulting loop cost

estimates fail the test of reasonableness, as shown by my Price Index analysis below.

Q. DO YOU HAVE ANY OTHER COMMENTS ABOUT EMBARQ’S COST

FACTOR STUDIES?

A Yes. Despite being pressed for time due to Embarq’s failure to provide these studies in a
timely fashion, ] noticed a series of important flaws. These flaws cause an over-
statement of cost and make this study not-forward-looking and unreasonable. One ﬂaw. is
Embarq’s failure to properly exclude retail costs from the cost factors. As explained by
the Commission in the SBC Phase I UNE Order, retail costs are inappropriate in a
TELRIC study ~ a study that sets wholesale rates.”® For example, while the Commission
directed SBC to remove from the cost fa_ctors expenses for account 6613 Product
Advertising in its entirety,” the Embarq Model included portions of this account in the
cost factors applicable to wholesale loops.”* A proper exclusion of the entirety of this

account would result in lower cost factors, and therefore, lower estimated loop cost.

Another example concerns an adjustment of Embarg’s cost factors for rent
revenues from buildings. This adjustment means that expenses flowed into cost factors

are reduced to account for the fact that some expenses are recovered in rent revenues. To

H Calculated from the model’s output file LoopSum07.xls, Tabs “4wireLoopCost” and “DS1LoopCost” as
the sum of buried copper, buried fiber, buried drop and circuit electronic investment divided by total investment.

3 SBC Phase I UNE Order, pp. 91-92.

3 Id. atp. 101,
4 See Embarq’s “Other Direct Cost” study, file ode07.x1s, Tab “Other Direct:” A comparison of columns D
and E shows that Embarg removes only ***ﬂ‘** of this account as retail based, and flows the rest of it inlo the

wholesale study.
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make this adjustment, Embarq does not use actual data on retail rent revenues, but instead
estimates the retail portion by using certain proportional relationships observed in the
Model. This adjustment, which is applied separately to two factors (the Other Direct
Factors and Common Factor), is done illogically for the Comummon Factor: On the one
hand, when estimating the retail portion of the Other Direct rent revenues, the Model uses
the retail percentage of “land and buildings,” which is a reasonable approach because rent
revenues are associated with land and buildings.”® On the other hand, when estimating
the retail portion of the Common Factor rent revenues, the Model apportions them
according to the ratio that is not related to any “retail to total” proportions.’® The result is
that *+* <} ***7 of rent revenues are exchuded from the Common Factor calculations as
if being retail, while a more reasonable allocation is used in the Other Direct Factor
calculations and is based on the retail portion of land and building expense, is
***-***.3 % Note that because rent revenues reduce expenses flowed into the cost
factors, the above described illogical allocation of the rent revenue in the Common Factor
calculations means an over-stated Commmon Cost factor, and consequently, over-stated

wholesale loop costs.

YOU MENTIONED ABOVE THAT EMBARQ’S LAND AND BUILDING

INVESTMENTS ARE NOT SUPPORTED. PLEASE EXPLAIN.

35

36

See file 0odc07.xls, Tab “Other Direct,” cell E20.
It is done using a ratio between Land and Buildings Common Expense and Land and Buildings Total

Lxpense. Because this ratio has no relation to retail measures, its use does not make any sense and may be a
calculation error, See file 0odc07 xls, Tab “Common,” ¢ell ES.

37

33

See file odc07 xls, Tab “Common,” ratio of cells E9 and D9,
See file 0dc07.x1s, Tab “Other Direct,” ratio of cells E20 and D2{.
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Building and land investment belong to a category of the general support assets that are
accounted for in Embarg’s Other Direct and Common Cost Factors alone with other
general support assets such as furniture, motor vehicles and general support computers.
While the majority of numbers found in the Other Direct and Common Cost study come
from on Embarg’s booked amounts,” entries for building and land investments that are
used in the Other Direct and Common Cost study exceed Embarg’s booked amounts
significantly. For example, land investment is almost *** - *** the booked
amount.** Documentation to the Other Direct study*' simply alludes to “Land Usage
‘Analysis” and “Building Usage Analysis” as the source of these investments, but fails to
provide this analysis or even mention the basis for the methodology used to arrive at

these numbers.

C. THE MODEL PRODUCES INTERNALLY INCONSISTENT AND
UNREASONABLE RESULTS

DOES EMBARQ’S COST MODEL PRODUCE INTERNALLY INCONSISTENT

AND UNREASONABLE RESULTS?

Yes. Again, while I have not performed a comprehensive review of Embarg’s cost
model, there are some inconsistencies that stand out, most notably, the relationship

between 4-wire loops and 2-wire loops. For example, the Model costs of 4-wire loops

Booked amounts are the gencral basis of the numerators of Other Direct and Common Cost. The

denominator uses Model investroenis among other things.

Booked amounts are in file InpOlExpensexls, Tab “ODC”, cells F28 (Land) and F38 (Buildings).

Amounts used in the Qther Direct and Common Cost Study are in file oded7xls, Tab “Investments,” cells E21
(Land) and E27 (Buildings).

File “ODC Documentation,” p. 4 (pages are not marked).
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are ***J*** times higher than the cost of 2-wire loops. This is an irrational result
since, as acknowledged by the Model’s own description, a 4-wire loop is essentially tweo

. 42
2-wire loops.

The table below illustrates this irrational result by comparing the ratio of 4-wire
and 2-wire loop rates in Embarq’s proposal with COI’s current rates and rates from other

current and historical ICAs between Embarq and other CLECs.

#**% BEGIN CONFIDENTIAL

END CONFIDENTIAL***

As seen in the above table, Embarg’s past rates contained a more reasonable

relation between the 4-wire and 2-wire loop rates, with the 4-wire loop rates being less

42

Sez p. 42 of “Loop Module Methodology™ stating that “Using the 2-wire loop cost as a base, the cost for 4-

wire loops is the incremental cost of an additional pair of copper wires.”
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than two time the 2-wire loop rates, which was clearly a recogmtion of cestain economies

when moving from a 2-wire loop to a 4-wire loop.*

Another irrational result generated by the Model is that in 21 Wire Centers the
cost of a DS1 is lower than the cost of a 4-wire loop, and in a 1 Wire Center the cost of a
DS1 is lower than the cost of a 2-wire loop. These results further cast doubts on the
validity of the Embarq Modetl because, by design, DSt loops are more complex loops |

than 2-wire loops.

D. COSTS GENERATED BY THE MODEL INDICATE THAT EMBARQ

VIOLATES PRICING RULES FOR BASIC LOCAL EXCHANGE
SERVICES

Q. PLEASE EXPLAIN WHY THE MODEL RESULTS SUGGEST THAT EMBARQ
VIOLATES RETAIL PRICING RULES FOR BASIC LOCAL EXCHANGE

SERVICES.

A This ohservation concerns the four exchanges where Embarq was recently granted
pricing flexibility of Basic Local Exchange Services (“BLES”) under Chapter 4901:1-4

of Ohio Administrative Code (“0.A.C.”).** These exchanges are Lebanon, Mason,

“ The cbservation that the ratio between Embarg’s proposed 4-wire and 2-wire loops is unreasonable is
further supported by the currently approved UNE loop rates for AT&T-Ohio. For AT&T-Ohio, the ratio of 4-wire
to 2-wire loops ranges from 1.76 to 2.08 depending on the zone. (For rates, see the following link on the
Commission’s web site: hup:/fwww.puco.ohic.gov/PUCO/IndustryTopics/Topic.cfm?id=4210.)

"" See In the Matter of the Application of United Telephone Company d/tva Embarg for Approval of an
Alternative Form of Regulation of Basic Local Exchange and Other Tier | Services Pursuant to Chapter 4901 :1-4,
Chie Administrative Code, Case No. 07-760-TP-BLS (Opinion and Order dated December 19, 2007, p. 30) siating
that “BLES and basic caller II will be subject to the pricing flexibility provided for pursuant 1o Rule 4901:1-4-11,
CACT
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I South Lebanon and Waynesville. According to Rule 4901:1-4-11 “Pricing of BLES and
2 other tier one services” states:
3 In those telephone exchange areas where an ILEC is granted pricing flexibility
4 for BLES and other tier one services, an ILEC is not permitted to price its tier
5 one retail service(s) below the LRSIC of each service plus a common cost
6 allocation. A telephone company may allocate common costs using a fixed
7 allocator of ten per cent.** (Emphasis added.)
8 Although the Model is designed to calculate the “clement” (TELRIC) rather than
9 “service” (LRSIC) cost, it nevertheless provides information on the level of “service”
10 cost because a 2-wire loop is a necessary component of the basic local service (along
11 with other components such as local switching and transport). More specifically, the cost
12 of a 2-wire loop is a lower boundary of thé cost of local service. Therefore, if Embarg
13 complies with the above cited pricing Rule 4901:1-4-11, the retail prices of the basic
14 local service should be higher than the Model costs of 2-wire loops (<_:osts with the
15 common markup) 1n exchanges where Embarg was granted pricing flexibality. Such
16 comparison of retail rates and the Model costs for 2-wire loops 1s a sumple test that
17 checks whether the model agrees with the pricing flexibility status of the four Embarq
18 exchanges. Ifthis condition is violated, either the model generates unreasonably high
19 cost estimates, or Embarq violates pricing Rule 4901:1-4-11.
20 A comparison of Embarg’s retail rates in the four exchanges with the costs of 2-
21 wire loops generated by the Model show that Embarq fails this simple check. The
22 analysis that leads 1o this conclusion is presented in the following table:
23 *¥* BEGIN CONFIDENTIAL

“ 0.A.C. Rule 4901:1-4-11{C) (emphasis added).
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END CONFIDENTIAL***

As shown in the table above, in all four exchanges residential service is priced
***-*** the cost of the 2-wire loop generated by the Model.*® In one exchange
(Waynesville), business service is also priced ***[JJJJ*** the cost of the 2-wire loop.
In three exchanges (all but Mason), the weighted average retail rates of residential and
business services are ***|JJ*** the costs generated by the Model. These results
demoustrate that either Embarq violates the rule that “an ILEC is not permitted to price
its tier one retail service(s) below the LRSIC of each service plus a common cost

»” 47

allocation],]”*’ or Embarq’s Model produces overstated cost estimates.*® Given a large

1 The Model cost inchides the common markup and represents a lower boundary for the LSRIC cost plus the
comon markup.

‘“ 0.A.C. Rule 4904:1-4-11(C).

48

Note that these conclusions are re-enforced by several conservative assumptions made in this analysis.
First, the table conservatively assumes that the cost of a 2-wire loop is a proxy of costs for local basic service, while
ignoring the non-loop (switching and tramsport) costs of local service. Second, the costs of a 2-wire loop are
wholesale costs and as such, exclude certain retail costs. Third, the retail rates presented in the table were calculated
by using the highest-rated zone in each exchange, which over-stated the weighted average retail rate. Note also that
the common markug of 10% suggested by rale 0.A.C. Rule 4901:1-4-11 is very similar to the common cost markup
assumed by the Embarg Model, which is ***-**"‘, ag shown in Embarg’s Model run, file LoopSum07.xls, Tab
*Variables.”
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nurnber of concerns about Embarqg’s cost model discussed throughout this testimony, 1

tend to conclude that the latter is true — that the Model produces grossly inflated cost

estimates.

E. EMBARQ’S 1CA RATES INVALIDATE ITS COST MODEL

DO EMBARQ’S PROPOSED ICA RATES CAST FURTHER DOUBTS ON THE

VALIDITY OF THE EMBARQ MODEL?

Yes. Asnoted previously, the fact that CBT just signed an ICA with rates lower than the
mode] results impeaches the Model. Further, Embarq indicated on June 3, 2008 that it
plans io update the Model with higher copper prices, and that the expected results would
be even higher cost estimaies. This planned update further compromises the integrity of
the Model. Similarly, as pointed out above, cost estimates generated by the Model date
back to at least May 2005, which was only three months after COI signed its current ICA.

Again, these rates were lower than the Model costs, as shown in Table 10 below.

Table 10 below lists rates contained in Embarq’s different ICAs and aggregates
them into the statewide weighted average level (marked “Total”).” This aggregation is
necessary for an apples-to-apples comparison because different ICAs contain different

classifications of wire centers into bands.

49

This aggregation is based on the wire center level Model line counts.
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*** BEGIN CONFIDENTIAL

END CONFIDENTIAL***

As shown in the above table, Embarg’s recent rate offerings constitute a dramatic
mcrease over COD's current rates despite the fact that approximately only a single year
separates each pair of different rate sets. For example, for DS1 loop rates, Embarg’s
current proposal to CO1 (which was made in September 2006) constitutes an aggregate

287% of COTI’s current rate (the rate that dates to COI's February 2005 ICA), and
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Embarq’s withdrawn proposal to COI (which was made in June 2007) constitutes 221%

of COU’s current rate.

A natural question arises: Can the observed dramatic increases in Embarg’s rate
offerings be cost-based? In other words, is it possible that price increases for
telecommunications inputs necessary to provision unbundled loops ~ inputs such as
copper and fiber cables, circuit equipment, labor, general purpose computers, etc. — drove
Embarq’s cost to levels that justify the above listed rate hikes? A simple way to answer
this question is to compare Embarq’s rate hikes with the relevant price indices pubhished
by the Bureau of Economic Analysis (“BEA”) and Bureau of Labor Statistics (“BLS™).
This comparison is performed 1 Table 11 below. This table lists the statewide
aggregated rates and their percentage increases (Ederived in Table 10 above) and compares
them to various price indices, including the more general inflation price index ~ the
BEA’s GDP Deflator ~ and more specific price indices of BLS that measure price

changes of inputs specific to telecommunications. >

*¥* BEGIN CONFIDENTIAL

For the purposes of price indices calcnlation, the vintages of each rate set (each data column in the table)

were determined based on COI's examination of 1CA applications in the Commission’s Docketing Iuformation
Systems. They are assumed to correspond to the end of year in which a specific rate set first appeared in an ICA.
An exception is COI’s current rates, which are conservatively assumed to date to the end of year 2004. This is a
conservative assumption because it implies a larger time gap to the next rate hike than the actually observed time

Page 33



2593011l

PUBLIC VERSION Direct Testimony of
August H. Ankum, Ph.D.

END CONFIDENTIAL***

As is evident from the examination of price indices in Table 11 above, rate hikes
contained in Embarq’s offerings for UNE loops cannot be justified by the observed
changes in prices. For example, from the time of COI's current ICA to Embarq’s 2007
proposal (the lower Embarq proposal that is now withdrawn) general prices (the GDP-PI

deflator) increased to 109% of the level observed in 2004, while Embarq’s rate proposals
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for 4-wire and DS1 loops constituted much bigger rate increases over current rate — to
148 and 221% of the 2004 level (correspondingly). Input-specific price indices were also
predominantly lower than Embarg’s rate hikes: employee’s compensation (total labor
cost including benefits) in the private industry went up to 109%, fiber optic cable prices
remained flat at 100%, prices for telephone equipment went down to 95%, and only
copper cable prices exhibited significant growth, reaching 186% of the level observed at

the end of 2004 5!

Although the observed price increases for copper cable are higher than Embarq’s
rate hike for the 4-wire loops {which is 148% for the same time period), cépper cable
prices still cannot justify Embarq’s rate hikes because copper cable is not the only input
to 4-wire and DS1 loops,** and because prices for other inputs (particularly, fiber cable
and circuit equipment) did not increase as much as for copper. In fact, prices for circuit
equipment, which constitutes more than ***JjJii*** of the Mode!’s loop investment
for 4-wire Joops and more than ***[JJ*** of the Model’s loop investment for DS1

loops,” went, down as reflected in the BLS® price index of Telephone and Telegraph

3 Another data point to consider (not included in the 1able) is that fuel and energy prices increased during the
same period to “only” 152% of the level observed at the end of 2004. This is also Jower than the rate hikes for 4-
wite and DS1 loops offered by Embarg. (Based on the BEA Price Indices for Gross Domestic Product,
gasaline, fuel oil, and other encrgy goods.)

52 For example, even if we focus on loop mvestment (ignoring other components of loop costs such as
common and shared, support assets and maintenance expense) in Embarg’s model, we see that copper constitutes
only ***|JJ I * of total investments for 4-wire and DS1 loops respectively, with fiber cable and circuit
equipment being two other major investment components. (Calculated from the model’s output file LoopSum07.xls,
Tabs “4wireLoopCost” and “DS1LoopCost” as the sum of copper cable investment over total investment, or
[SUM(E1L:G11)+M11+N11)T11.)

2 Calculated from the Model’s output file LoopSum07.xls, Tahs “4wireLoopCost” and “DS1LoopCost” as
the ratio of circuit elecironic investment over tolal invesiment.
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equipment.” The changes in input prices discussed above further highlight the
unreasonableness of Embarg’s rate offerings, which contain more significant rate hikes
for 4-wire loops, and particularly, DS1 loops compared (o 2-wire loops: given that the
most significant input price increase occurred o copper cable, we expect that rates of 2-

wire loops (to which copper cable is a more prominent input5 5) would goup by a

-significantly larger degree than rates of DS1 loops (to which copper 1s a relatively minor

input). However, we sce an exactly opposite result in Embarq’s rate proposals. Clearly,

Embarq’s proposals are not cost justified.

APART FROM INPUT PRICES, CAN THE RATE HIKES IN EMBARQ’S
OFFERINGS BE EXPLAINED BY OTHER FACTORS, SUCH AS ACCESS LINE

LOSS?

No, because line losses are typically attributable to wireless telephony and cable, i.e., the
market niche served via basic 2-wire loops. In other words, line losses (which mean that
fewer economies of scale are realized) would affect the cost of 2-wire loops to a larger
degree than the cost of 4-wire and DS1 loops. As shown in the table above, Embarq is
proposing larger rate increases for 4-wire and DS1 loops than for 2-wire loops — a result

that does not fit with the hypothesis that line losses caused increases in costs.

54

This result is also supported by a more specific price index discussed below -- the Telephone Plant Index

for Circuit Egnipinent,

55

Copper constitutes **<JJJJ#** of investment for 2-wire toops in the Embarg Model. (Catcolated fiom the

Model’s output file LoopSum07.xls, Tab “ZwireLoopCost,” as the sum of copper cable investment over total
investment, or [SUM(E11:G11)}+M11+NH)T11L.)
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It is also important to keep in mind that productivity improvements (such as the increase
in the BLS’ productivity measure captured in the above table) and other cost cuiting
imtiatives help companies like Embarg offset higher input prices, meaning that a given
percent increase in input prices translates into a smaller percent increase in the

company’s expenditures on inputs. If a company operates in a competitive market (or, if

its output prices are set to mimic competitive markets as done in the contested UNE price
cases), the last phenomenon, a smaller percent increase in the company’s expenditures on
inputs 1s equivalent to a smaller percent increase in output prices. In other words, the fact
that productivity improvements offset input price increases further reinforces the
conclusion that Embarg’s rate offerings (including the cost estimates appearing in the

Embarq Model) are not cost-justified.

IV. COI'S RATE PROPOSAL

GIVEN THE LARGE NUMBER OF REASONS WHY EMBARQ’S PROPOSALS
ARE DEMONSTRABLY UNREASONABLE, SHOULD THE COMMISSION
REJECT EMBARQ’S PROPOSED RATES AND ADOPT A REASONABLE

ALTERNATIVE?

Yes. I have discussed a large number of reasons why Embarq’s rates and costs are
demonstrably unreasonable and should be rejected. In what follows, I will discuss an
alternative set of rates calculated based on a reasonable adjustments to COI’s/Emabrq’s

current rates.
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PLEASE EXPLAIN THE GENERAL APPROACH USED BY COI TO ARRIVE

AT I1TS COUNTER-PROPOSAL FOR RECURRING 4-WIRE AND DS1 LOOP

RATES.

The starting point of COI’s counter-proposal analysis is that the current ICA rates should
be considered an upper limit of what Embarq actually believed to be its own cost at the
time the ICA was signed; otherwise Embarq would not have agreed to these rates.
Therefore, instead of trying to re-vamp the Model that is too far off any measures of
reas;anableness (a complex task that should be addressed in a full-scale UNE case), COI's
approach is to start with current rates (as the very upper limit of what Embarq believed its
costs were at that time) and adjust them upwards for changes in prices by using price

indices of vartous inputs.

In essence, COI’s analysis follows the general logic presented in the above table
which compares input price indices to Embarg’s rate offerings, but the logic is refined on
two accounts: first, COI uses telecommunications-specific input price indices, which are
the Telephone Plant Indices (“TPIs”) discussed below. Second, COl utilizes information
comained in the Embarq Modet to properly weigh these indices when deriving the
aggregate rate increases driven by input price increases. The resulting estimates reflect
rate increases that would be warranted due to increased input costs. They constitute

COI’s counter-proposal.

PLEASE EXPLAIN IN MORE DETAIL WHAT PRICE INDICES YOU USED
AND HOW YOU AGGREGATED THEM TO DETERMINE THE RATE

INCREASES WARRANTED DUE TO INCREASED INPUT COST.

Page 38




10
i1
12
13

14

15

" 16
17

18

2583911v1

PUBLIC VERSION Direct Testimony of
August H. Ankum, Ph.D.

First, for loop investments, I utilized the TPIs, which are the telephone plant indices
maintained at the USOA™ plant account levels and published by AUS Consultants.
These indices are often used by ILECs (including AT&T Ohio’”} in TELRIC studies to
convert booked plant cost to current cost. For expense-driven loop costs (the non-capital
portion of annual cost factors such as maintenance and other direct expense, as well as
commeon cost expense), I used the above cited GDP-PI deflator because TPIs are not

maintained for these expenses.

Second, 1 applied these price indices against wire center tevel investment and
expense contained in the Embarg Model. This step essentially adopts the network design
and annual cost factors contained in Embarg’s cost Model, but prices them out at the
different levels of mput prices. To be more specific, I priced them out at two different
levels — at the level of input prices in 2004 and 2008, which correspond to the “vintage
dates” of COI’s current loop rates and this arbitration.® These two sets of input prices
(when applied to the Model’s investment and expense) produced two sets of monthly per

line loop cost estimates — for 2004 and 2008.

Third, I calculated the ratio between the monthly per line loop cost estimates in
2008 and 2004. This ratio is a measure of loop rate increases attributable to (*justified

by} the input price inflation.

56

57

Uniform System of Accounts for Telecommunications Companies required by federal rules.

See page 23 of the Public Version to the Direst Testimony of Dr. Kent A. Currie filed March 19, 2004 in

SBC Phase I UNE.

58

Note that because cost of capital (through the cost of debt and return on equity) accounts for the expected

future inflation, TELRIC studies use current input prices (rather than input prices forecasted into the future).
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Fourth, I applied this ratio to COTI’s current 4-wire and DS1 loop rates to produce

COI’s counter-proposal for these elements.

To further clanfy the role of the Embarg Model in COI’s counter-proposal
analysis: while COl rejects the absolute level of costs generated by the Model as grossly
inflated, unsupported and unreliable, it uses the Model’s structure (network design and all
inputs with exception of input prices) to calculate relative changes in UNE cost estimates

that would occur between the present and the vintage date of COI’s previous ICA.

BEFORE YOU PRESENT COI'S COUNTER-PROPOSAL RESULTING FROM
THE ABOVE-DESCRIBED ANALYSIS, PLEASE EXPLAIN WHY THIS

PROPOSAL IS GENEROUS AND LIKELY EXCEEDS EMBARQ’S TELRIC

COST OF 4-WIRE AND DS1 LOOPS.

This proposal is generous because it is based on a series of conservative assumptions.
First, COI’s current rates (the starting point of COI’s analysis) are likely higher than
Embarq’s true TELRIC cost at that time. This is because these rates were established in
the absence of the Commission-approved TELRIC study and in negotiations where

Embarq (United), as an owner of essential bottieneck facilities, had a definite unfair

advantage.

Second, this proposal utilizes network design and annual and common cost factors
contained in the Embarq lﬁodel, which, again, by virtue of being an unapproved model
proposed by an owner of essential bottleneck facilities, likely over-designs the network
and overstates costs. More specific examples include the deficient model inputs and

assumptions addressed previously, including unreasonable fill factors, depreciation lives,
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cost of capital and overstated cost factors, which mean that some costs are certamly over-
stated, while other costs may be improperly allocated or double-recovered. Another
example is the already discussed observation that the Embarq Model produces

unreasonably high cost estimates for 4-wire loops compared to 2-wire loops.

Third, COI’s analysis captures increases in input prices but does not account for
the offsetting effects of productivity improvements and other cost cutting initiatives.
PLEASE PRESENT THE RESULTS OF THE ABOVE-DESCRIBED ANALYSIS

AND COI’S COUNTER-PROPOSAL.

The COYF’s counter-proposal resulting from the above-described analysis is contained in

Table 12 below, in the column titled “Current Rates Grown by TPIs.”

**% BEGIN CONFIDENTIAL
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END CONFIDENTIAL***

As seen in this table, under COI’s counter-proposal 4-wire loop rates range from
$49.57 to $157.88, which on average constitute a 16% increase over current rates. For
D81 loops, COI's counter-proposal is 10 increase current rates by 11% on average,

resulting in rates in the range of $69.05 1o $156.41,

Note that the Price Index adjustment generated a result that at first glance is
unexpected: COT’s proposed DS1 loop rate for Band 2 ($68.46) is now Iower than the
DS1 loop rate for band 1 ($69.05). On closer mspection, it 1s clear that this result is

justified because band 1 contains a higher percent of copper cable investment (the plant
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item that grew most in recent years) than band 2. Similarly unexpected at the first glance
1s another result, that for Band 4, the DS1 loop rate is less than the 4-wire loop rate.
However, given that at the “start” (COI’s current 1CA) these two rates were close, and
during the time that passed, circuit equipment prices (2 more sizable input into DS1 loops
compared to 4-wire loops) did not increase much, while copper prices (a more sizable
input into 4-wire loops compared to DS1 loops) increased significantly, this result is not

unreasonable.

Further, while COF's proposal concerns only 4-wire and DS1 loop rates, Table 12
also lists the results of the application of COI’s price index analysis to 2-wire loops. This
is done to demonstrate the reasonableness of COI’s analysis. Specifically, Table 12
shows that COI’s analysis implies a 19% increase over COF's current 2-wire prices,
which is higher than the increases in the 2-wire loop rates associated in Embarq’s current
JCA with CBT. This result is likely due to a number of conservative assumptions used in

COTs study that were discussed above.

Y. LOOP CONDITIONING CHARGES

PLEASE BRIEFLY DESCRIBE THE PRICING RULES FOR LOOP
CONDITIONING.
These rules, contained in 47 C.F.R.§ 51.319, state as follows:

Incombent LECs shall recover the costs of line conditioning from the
requesting telecommunications carrier in accordance with the Commission’s
forward-looking pricing principles promulgated pursuant to section 252(d)X1)
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of the Act and in compliance with rules governing nonrecurring costs in §
51.507(c).”

State comnissions may, where reasonable, require incumbent LECs 10 recover
nonrecurring costs through recumring charges over a reasonable perod of time.
Nonrecurring charges shall be allocated efficiently among requesting
telecornumuucations carriers, and shall not permit an incumbent LEC to
recover more than the total forward-looking economic cost of providing the
applicable element. 60

In other words, the federal rules mandate that charges for loop conditioning are based on

forward-looking cost, and do not permit double-recovery of costs.

DID EMBARQ PROVIDE A COST STUDY OR ANY OTHER PROOF THAT ITS

PROPOSED LOOP CONDITIONING CHARGES ARE COST-BASED?

No. Embarg did not provide a cost study for loop conditioning charges. As a matter of
fact, Embarq proposed loop conditioning charges as non-recurring charges (“NRC”), but
it did not provide any NRC studies. Further, because Embarg did not provide NRC
studies in support of its proposed loop installation rates, there is no guarantee that loop

conditioning costs had not been included in those rates.

DO YOU HAVE ANY OTHER INDICATIONS THAT EMBARQ’S PROPOSED

LOOP CONDITIONING CHARGES ARE NOT COST-BASED?

47 C.F.R.§ 51.319(a} 1 )iii{B).
47 C.F.R.§ 51.507).
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1 A Yes. One indication can be seen from a simple comparison of Embarg’s two pricing
2 proposals to COI’s current rates. This comparison shows drastic differences that suggest
3 these rates are not cost-based. This is shown in the following table:

Table 13. Comparisen of Loop Conditioning Charges in Embarg's Proposals to COV's Current Rates

{Lad Goil Resvioval for al Digital UNE and ADSt-capable loopis tht
are Jess than 18,000 feet in length -- per line congitioned (No-
|Engineering or Trip charges - price reflects 25 pair £conomies)

4
5 As shown int Table 13 above, the differences in load conditioning charges between

6 Embarg’s proposals and COl’s current rates are too significant, arbitrary and non-

7 systematic®! to be cost-driven. For example, while the charges to “unload cable pair” for
8 aerial and buried locations increased by more than three timmes ~ from $20.08 in the

e Cost-based changes in non-recurring rates (such as the growth in fabor rates) are likely gradual

and affecting similar non-recurring rates in similar fashions, which I call systematic charges.
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current ICA (both aerial and buried) to $76.96 (aerial) and $109.26 {buried) in the
proposals, — the charge to unload underground cable went down from $501.24 to
$186.07. These changes appear to be a result of simple “rebalancing” of revenue streams
rather than a result of significant changes in inputs or technology that simultaneously
increased costs of unloading aerial and buried pairs, but decreased costs of unloading

underground pairs.

Another indication that the proposed rates do not comply with the forward-
looking cost principles is that they are not based on “bulk” conditioning approach
(simultaneous conditioning of multiple pairs), or the assumed number of situltaneously
gonditioned pairs is too small. For example, in Case No. 96-922-TP-UNC the
Commission set Ohio Bell’s interim loop conditioning rates® under an assumption that
Ohio Bell simultaneously conditions 75 loops under 17,500 feet in length, and 25 loops
over 17,500 feet.% Although Embarq did not provide any methodology for determining
loop conditioning rates, Embarq’s description of rate elements (cited in Table 13)
indicates that the very first charge, Load Coil Removal for loops under 18,000 feet, is
based on an assumption of 25 pairs being simultaneously conditioned. This is
significantly less than the Commission’s assumption used to set Ohio Bell’s rates, which
is 75 pairs. ® Further, because none of the other elements include any description of

“bulk conditioning™ assumption, it is fair to conclude there are none.

This ruling governs Ohio Bell’s current rates.

In the Matter of the Review of Ameritech Ohio's Economic Costs for Interconnection, Unbundied

Network Elements and Reciprocal Compensation for Transport and Termination of Local
Telecommunications Traffic, Case No. 96-922-TP-UNC {Entry on Rehearing dated June 10, 2003, p- 2.)

Id.
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Q. CAN EMBARQ’S CONDITIONING COST BE INCLUDED IN ITS RECURRING

RATES SUCH AS RECURRING LOOP RATES?

R

A Yes. Because conditioning represents a form of routine network modifications,®
conditioning costs appear on ILEC’s books as maintenance expense. This observation is

addressed in the following citations from TRO:

We note that the costs associated with these modifications often are reflected
in the recurnng rates that competitive LECs pay for loops. Specifically,
equipment costs associated with modifications may be reflected in the carrier’s
mvestment in the network clement, and labor costs associated with
modifications may be recovered as part of the expense associated with that
investment (e.g., through application of annual charge factors [ACFs]). The
Commussiony’s rules make clear that there may not be any double recovery of
these costs (ie., if costs are recoverexi through recurnng charges, the
incumbent LEC may not also recover these costs through a NRC).*

A state commission could decide, for example, that loop conditioning costs
should be recovered through a NRC only in extraordmary situations, such as
removing load coils on loops that exceed 18,000 feet in Jength, and that any
other conditioning costs should be recovered in recuring charges just like
other loop maintenance costs.”’

The key to the FCC’s reasoning is that loop conditioning is captured 1n the annual charge

factors used in UNE cost models. This happens because ACFs are typically calculated by

& See, for example, the FCC Triemnial Review Order Report and Order and Order on Remand, CC Dockels
Nos. 01-338, 96-98, 98-147, In the Matter of Review of the Section 251 Unbundling Obligations of Incumbent Local
Exchange Carriers, (released August 21, 2003) (“TRO™) at § 250: “we find that line conditioning constitutes a form
of routine network modifications[.J”

% Id. at § 640 (footnote omitted).

&7 TRO at | 641 (footnote omitied). See also the FCC Virginia Arbitration Order (CC Dacket Nos. 00-218,
00-251; released August 29, 2003) 4 634 “Verizon proposes to impose a NRC for Joop conditioning only in
extraordimary cases and will recover ordinary conditioning in recurring charges that cover normal network
maintenance. .. Similarly, because xDSL technologies are generally designed to operate with up o 6,000 feet of
bridged tap, Verizen proposes to remove bridged taps as normal network maintenance (f.e., recovering the costs
through ACFs rather than NRCs) only on loaps with more than 6,000 feet of bridged taps” (Emphasis added);
(foomote omitied).
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using the ILEC’s booked expense data, so that booked maintenance expenses are divided
by investments to produce the portion of ACFs known as Maintenancé Factors. As
discussed, above, this same approach of using booked expense to derive ACFs is utilized
in the Embarq model. This means that unless special effort is undertaken to remave loop
conditioning cost from the ILEC’s booked expense during the calculation of ACFs, loop
conditioning costs are included in ACFs, and therefore, are included in the recwrring
rates. Because loop conditioning costs typically are not tracked separately in accounting

systems, their removal from ACFs is complicated by the lack of the necessary data.%®

Q. ' DID EMBARQ PROVIDE ANY EVIDENCE THAT CONDITIONING COSTS
ARE REMOVED FROM ITS ACFs USED IN THE CALCULATION OF

RECURRING LOOP RATES?

A. No. As discussed above, when addressing an apparent overstatement of the Model’s
Maintenance Factors for buried cable and circuit equipment, Embarq’s Maintenance
Factors are derived as a ratio of expense booked to the specific plant account (such as
“underground cable™) to investment booked to the same account. The only “adjustment”

to the booked data contained in this derivation is the inexplicable overstatement of buried

58 See for example, Virginia Arbitration Crder, ¥ 135 “Verizon asserts that it has removed all non-recurning

expenses from the numerator in its Network ACF because it proposes to recover these costs through NRCs. Because
Verizon’s accounting system does not actually identify costs as recurring or non-recurring, it has used the amount of
non-recurring revente {retail and wholesale} as a proxy for non-recurring expenses.” The FCC concluded as follows
i § 157 “Allowing even this limited set of NRCs creates a potential for double recovery without an adjustment to
the ACFs. However, AT&T/WorldCom propose no such adjustment and based on the record before us we have no
basis on which to develop one. Although Verizon proposes an adjustinent based on its retail NRCs, it is umclear
whether retail NRCs actually recover all the costs associated with retail non-recurring activities, and ther¢ is no
evidence as to how Verizon’s retail NRC revenues relate to the limited set of expenses we allow it {o recover
through NRC is this proceediag.” (Footnotes oinitted),
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and circuit equipment cost, which is obviously a result of some additions, rather than

- 6
removal of specific expense.”

VI. CONCLUSION

Q. PLEASE BRIEFLY SUMMARIZE YOUR TESTIMONY.

A. In this testimony I have demonstrated that Embarq’s rate proposal and Model are
unreasonable. I recommend that the Commission reject Embarg’s proposal and, instead
adopt the rates presented m the introduction to this testimony.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes, it does.

@ A further examination of Embarq’s Factors studies shows that Embarg does not remove loop conditioning
costs through a proxy method, which is the removal of non-recurring revenues {as proposed by Verizon in the
Virginia Arbitration case and described in the previous footnote through 2 citation from the Virginia Arbiration
Order, § 135). Specifically, while Embarg’s Other Direct and Common Cost Factors study removes certain Service
Connection NRCs (see file odc07 xls, Tab “Other Direct,” cell I3 21}, these are Service Connection charges hooked
to account 5060 “Other Basic Area Revenue” (as seen from the source file for these charges “InpOHExpense.xls,
Tab “Revenues” sum of cells G12:G22). However, loop conditioning charges for UNE loops should not be booked
to this account according to the federal rules governing financial reporting of Embarg and other telecommunications
companies {47 CFR §32) The rales prescribe that revenues derived from the pravision of unbundled network
elements be booked to a different account — account 5200 “Miscellaneous Revenues™ (see 47 CFR §32.5200).
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Proceeding by the Department on its own Motion to Implement the Reguirements of the Federal
Communications Commission's Triennial Review Order Regarding Switching for Mass market
Customers
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Before the Michigan Public Service Commission
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In the Matter of the Application of City Signal, Inc. for an Order Establishing and Approving
Interconnection Arrangemenis with Michigan Bell Telephone Company

On behalf of Teleport Communications Group, Inc.

Before the Michigan Public Service Commission

Case No. U-10860

In the Matter, on the Commission’s Own Motion, to Establish Permanent Interconnection
Arrangements Between Basic Local Exchange Providers

On behalf of MCI Telecommunications Corporation.

Before the Michigan Public Service Commission

Case No. U-11280
In the Matter, on the Commission ' s Own Motion, to consider the total service long run incremental

costs and to determine the prices for unbundled network elements, interconnection services, resold
services, and basic local exchange services for Ameritech Michigan
On behalf of MCI Telecommunications Corporation.
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Before the Michiganr Public Service Commission
Case No. U-11366
In the matter of the application under Section 310(2} and 204, and the complaint under Section

205(2) and 203, of MCI Telecommunications Corporation against AMERITECH requesting a
reduction in intrastate switched access charges
On behalf of MCI Telecommunications Corporation.

Before the Michigan Public Scrvice Commission

Case No. U-13531

In the matter, oni the Commission s own motion, to review the costs of telecommunications services
provided by SBC Michigan

On behalf of AT&T, Worldcom, Inc., McLeodUSA and TDS Metrocom.

Before the Michigan Public Service Commission

Case No. U-11831
In the Matter of the Commission’s own motion, to consider the total service long run incremental

costs for all access, toll, and local exchange services provided by Ameritech Michigan
On behalf of MCIWorldCom, Inc.

Before the Michigan Public Service Commission

Case Neo. U-11830

In the matter of Ameritech Michigan's Submission on Performance Measures, Reporting, and
Benchmarks, Pursuant to the October 2, 1998 Order in Case No. U-11654

On behalf of Covad Communications, McLeodUSA Telecommunications Services, Inc., LDMI
Telecommunications Inc., Talk America Inc., and XO Communications Services, Inc.

Before the Minnesota Public Utilities Commission

PUC Docket No. P-442, 421, 3012 /M-01-1916

In Re Commission Investigation Of Qwest s Pricing Of Certain Unbundled Network Elements,
On behalf of Otter Tail Telecom, Val-Ed Joint Venture D/B/A 702 Communications,
McCleowdUSA, Eschelon Telecommunications, USLink.

Before the Minnescta Public Utilities Commission

PUC Docket No . P-421/AM-06-713

OAH Docket No. 3-2500-17511-2

In the Martter of Owest Corporation’s Application for Commission Review of TELRIC rates Pursuant
to47US.C §251

On Behalf of Integra Telecom of Minnesota, Inc.; McLeodUSA Telecomnnumications Services, Inc.;
POPP.com, Inc.; DIECA Communications, Inc., d/b/a Covad Communications Company; TDS
Metrocom; and XO Communications of Minnesota, Inc,
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Before the Minnesota Public Utilitiecs Cominission

PUC Docket #P-421/CI-05-19%6

OAH Docket No. 12-2500-17246-2

In the Matter of a Polential Proceeding to Investigate the Wholesale Rate Charged by Owest

On behalf of Integra Telecom of Minnesota, Inc., McLeodUSA Telecommunications Service, Inc.,
POPP.com, Inc., DIECA Communications, Inc. d/b/a Covad Communications Company, TDS
Metrocom, and X0 Communications of Minnesota, Inc.

Before the New Jersey Board of Public Utilities

Petition of Focal Communications Corporation of New Jersey For Arbitration Pursuant to
Section 252(b} of the Telecommunications Act of 1996 to Establish an Interconnection
Agreement with Bell Atlantic

On behalf of Focal Communications Corporation of New Jersey.

Before the New Jersey Board of Public Utilities

Docket No. TO00060356
1/M/Q the Board’s Review of Unbundled Network Elements Rates, Terms and Conditions of Bell

Atlantic-New Jersey, Inc. New Jersey Board of Public Utilities, On behalf of WorldCom, Inc.

Before the State Of New Jersey Public Service Commission

Docket No. TO0309%0705
In The Matter, The Implemeniation Of the Federal Communications Commission s Triennial Review

Order
On Behalf of Conversent Communications of New Jersey, LLC

Before The New Mexico State Corporation Commission

Docket No. 96-307-TC
Brooks Fiber Communications of New Mexico, Inc. Petition for Arbitration
On behalf of Brooks Fiber Communications of New Mexico, Inc.

Before The New Mexico State Corporation Commission

Utility Case No. 3495, Phase B

In the matter of the consideration of costing and pricing rules for OSS, collocation, shared
transport, non-recurring charges, spot frames, combination of network elements and switching,
On behalf of the Commission Staff.

Before the New York Public Service Commission
Case Nos. 95-C-0657, 94-C-0095, 91-C-1174
Commission Investigation into Resale, Universal Service and Link and Port Pricing
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On behalf of MCI Telecommumecations Corporation.

Before the New York Public Service Commission

Case 99-C-0529 |

In the Matter of Proceeding on Motion of the Commission To Reexamine Reciprocal Compensation
On Behalf Of Cablevision LightPath, Inc.

Before the New York Public Service Commission

Case 98-C-1357

Proceeding on the Motion of the Commission to Examine New York Telephone Company’s Rates
for Unbundled Network Elements

On behaif of Corecomm New York, Inc.

Before the New York Public Service Commission

Case 98-C-1357
Proceeding on Motion of the Commission to Examine New York Telephone Company’s Rates for

Unbundled Network Elements
On behalf of MCIWorldCom.

Before the State Of New York Public Service Commission

CASE 02-C-1425
In The Matter, Proceeding on Motion of the Commiission to Examine the Processes, and Related

Costs of Performing Loop Migrations on a More Streamlined (e.g., Bulk) Basic
On Behalf of Conversent Communications of New York, LLC

Before the Public Utilities Commission of Ohio

Case No. 96-883-TP-ARB

In the Matter of MCI Telecommunications Corporation Petition for Arbitration Pursuant to Section
252(b) of the Telecommunications Act of 1996 to Establish and Interconnection Agreement with
Ameritech Ohio

On behalf of MCI Telecommunications Corporation.

Before the Public Utilities Commission of Ohio
Case No. 96-922-TP-UNC,
In the matter of the review of Ameritech Ohio’s economic costs for interconnection, unbundled

network elements, and reciprocal compensation for transport and termination of local

telecommunications traffic
On behalf of MCI Telecommunications Corporation.

Before the Publie Utilities Commission of Ohio
Case No. 00-1368-TP-ATA
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August H. Ankum, Ph.D.

1027 Arch, Suite 304 ?g Q S I
Philadelphia, PA 19107 consulting, inc.
2152381180

In the Matter of the Review of Ameritech Ohio's Economic Costs for Interconnection, Unbundled
Network Elements, and Reciprocal Compensation for Transport and Termination of Local
Telecommunications Traffic. Case No. 96-922-TP-UNC and In the Maiter of the Application of
Ameritech Ohio for Approval of Carrier to Carrier Tariff

On behalf of MCIWorldCom and ATT of the Central Region.

Before the Public Utilities Commission of Ghio

Case No. 97-152-TP-ARB

In the matter of the petition of MCI Telecommunications Corporation for arbitration pursuani to
section 252(b) of the Telecommunications Act of 1996 to establish an interconnection agreement
with Cincinnati Bell Telephone Company

On behalf of the MCI Telecommunications Corporation

Before the Pennsylvania Public Utility Commission

Docket No. 1-00940035

in Re: Formal Investigation to Examine Updated Universal Service Principles and Policies for
telecommunications Services in the Commonwealth Interlocutory order, Initiation of Oral Hearing
Phase

On behalf of MC1 Telecommunications Corporation.

Before the Pennsylvania Public Utility Commission
Docket No. M-0001352

Structural Separation of Verizon

On behalf of MCI WorldCom.

Before the Puerto Rico Telecammunications Regulatory Board

Docket No. 97-0034-AR

Petition for Arbitration Pursuant to 47 U.S.C. & (b) and the Puerto Rico Telecommunications Act of
1996, regarding Interconnection Rates Terms and Conditions with Puerto Rico Telephone Company
On behalf of Cellular Communications of Puerto Rico, Inc.

Before the State Of Rhodc Island And Providence Plantations Publie Utilities Commission
Docket No. 2252

Comprehensive Review of Intrastate Telecommunications Compeiition

On behalf of MCI Telecommunications Corporation.

Before the State Of Rhode Island And Providence Plantations Public Utilities Commission

Docket Nos. 3550 and 2861
In The Matter, Implementation of the Requirements of the FCC'’s Triennial Review Order (“TRO")
On behalf of Conversent Communications of Rhode Island, LLC
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August H. Ankum, Ph.D. AN

1027 Arch, Suite 304 3* Q S I
Philadelphia, PA 19107 v

2152381180

Before the Tennessee Public Service Commission

Docket No. 96-00067
Avoidable Costs of Providing Bundled Services for Resale by Local Exchange Telephone Companies

On behalf of MCI Telecommunications Corporation.

Before the Public Utility Commission of Texas

Docket No. 7790
Petition of The General Counsel for an Evidentiary Proceeding to Determine Market Dominance

On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 8665

Application of Southwestern Beli Telephone Company for Revisions to the Customer Specific
Pricing Plan Tariff

On behalf of the Public Utility Commnission of Texas.

Before the Public Utility Commission of Texas

Docket No. 8478

Application of Southwestern Bell Telephone Company to Amend its Existing Customer Specific
Pricing Plan Tarifi: As it Relates to Local Exchange Access through Integrated Voice/Data
Multiplexers

On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 3672

Application of Southwestern Bell Telephone Company to Provide Custom Service to Specific
Customers

On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas

Docket No. 8585 :
Inquiry of the General Counsel into the Reasonableness of the Rates and Services of Southwestern
Bel! Telephone Company

On behalf of the Public Utility Commission of Texas.

Before the Public Utility Commission of Texas
Docket No. 9301
Southwestern Bell Telephone Company Application to Declare the Service Market for CO LAN

Service to be Subject to Significant Competition
On behalf of the Public Utility Commission of Texas.
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August H. Ankum, Ph.D.

1027 Arch, Suite 304 f* Q S I
Philadelphia, PA 18107 consulting, inc,
215238 1180

Before the Public Utility Commission of Texas

Docket No. 10382

Petition of Southwestern Bell Telephone Company for Authority to Change Rates
On behalf of the Public Utility Commuission of Texas.

Before the Public Utility Commission of Texas

Docket No. 14658

Application of Southwestern Belf Telephone Company, GTE Southwest, Inc., and Contel of Texas,
Inc. For Approval of Flat-rated Local Exchange Resale Tariffs Pursuant io PURA 1995 Section
3.2532

On behalf of Office of Public Utility Counsel of Texas.

Before the Public Utility Commission of Texas

Docket No. 14658
Application of Southwestern Bell Telephone Company, GTE Southwest, Inc., and Contel of Texas,

Inc. For Interim Number Portability Pursuant to Section 3.435 of the Public Utility Regulatory Act
On behalf of Office of Public Utility Counsel of Texas.

Before the Public Utility Commission of Texas

Docket Nos. 16226 and 16285
Application of AT& T Communications for Compulsory Arbitration to Establish an Interconnection

Agreement Between AT&T and Southwestern Bell T elephone Company, and Petition of MCI for
Arbitration under the FTA96
On behalf of AT&T and MCL

Before the Public Utility Commission of Texas

Docket No. 21982
Proceeding to examine reciprocal compensation pursuant to section 252 of the Federal

Telecommunications of 1996
On behalf of Taylor Communications.

Before the Public Utility Commission of Texas

Docket No. 25834

Proceeding on Cost Issues Severed from PUC Docket 24542
On behalf of AT&T and MCIMetro.

Before the Public Utility Commission of Texas

SOAH Docket No. 473-07-1365

PUC Docket No. 33545

Application of McLeodUSA Telecommunications Services, Inc. for Appraval of Intrastate
Switched Access rates Pursuant to PURA Section 52.155 and PUC Subst. R. 26.223
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August H. Ankum, Ph.D. 74

1027 Arch, Suite 304 ' !# Q S I
Philadelphia, PA 19107 X

215238 1180

On behalf of McLeodUSA Telecommunications Services

Before the Utah public Service Commission
Docket No. 01-049-85
In the Matter of the Determination of the Cosis Investigation of the Unbundled Loop of Qwest

Corporation, Inc.
On behalf of AT&T and WoridCom.

Before the Vermont Public Service Board

Docket No. 5713 '

Investigation into NET's tariff filing re: Open Network Architecture, inciuding the Unbundling of
NET s Network, Expanded Interconnection, and Intelligent Networks

On behalf of MCI Telecommunications Corporation.

Before the Public Service Commission of Wisconsin
Cause No. 05-TI-138
Investigation of the Appropriate Standards to Promote Effective Competition in the Local Exchange

Telecommunications Market in Wisconsin
On behalf of MCI Telecommunications Corporation.

Before the Public Service Commission of Wisconsin

Docket 670-TI-120

Matters relating to the satisfaction of conditions for offering interLATA services (Wisconsin Bell,
Inc. dib/a Ameritech Wisconsin)

On behalf of MC! Telecommunications Corporation.

Before the Public Service Commission of Wisconsin

Docket Nos. 6720-MA-104 and 3258-MA-101

In the Matter of MCI Telecommunications Corporation Petition for Arbitration Pursuant to Section
252(b) of the Telecommunications Act of 1996 to Establish an Interconnection Agreement with
Wisconsin Bell, Inc. d/b/a Ameritech Wisconsin

On behalf of MCI Telecommunications Corporation.

Before the Public Service Commission of Wisconsin

Docket No. 05-T1-349
Investigation Into The Establishment of Cost-Related Zones For Unbundled Network Elements,

On behalf of AT&T Communications of Wisconsin, McLEQDUSA Telecommunications
Services, Inc., TDS MetroCom, Inc., and Time Warner Telecom.

Before the Public Service Commission of Wisconsin
Docket No. 6720-T1-161

Page 14

consulting. inc.




August H. Ankum, Ph.D.
1027 Arch, Suite 304
Philadelphia, PA 19107
215238 1180

Investigation into Ameritech Wisconsin’s Unbundled Network Elements

»
24Q
Y

SI

consulting, inc.

On Behalf Of AT&T Communications of Wisconsin, Inc., WorldCom, Inc., Rhythms Links, Inc.,

KMC Telecom, Inc., and McLeodUSA (“CLEC Coalition”)
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KEY CODES Fi3qizonr
| trc | NRC
Otter than Operator / DA 13.85%
Op Assist/ DA 16 87%
Message Provisioning, per message 40060654
Data Transmission, per message $0.ea8000|
iMedia Charge - per GO (Price reflects shipping via regular LS. Mainh $18.00
Temporary Suspension of Service for Resale - SUSPEND $9.00
Temporary Suspension of Sevvice for Resate - RESTORE $21.00
PIG Ghange Charge, per change Per Tariff
Operator Assistance / Directory Assistance Branding e
Ho005 | Tag and Label on a reinstall Inop or an exisling loop or resale $5.80
W07 | Trip Chasge $18.30
|loope  |Manual Service Order NRC $16.74)
Jioo0e ~Manual Service Order - Listing Only $16.74|
10010 |Manual Service Qrder - Ghange Gnly $1G.‘MI
10011 |Electronic Service Order {IRES) $9.26
10012 |Electronic Service Order - Listing Only $9.2¢
10013 |Elecionic Sendce Order - Ghange Only $9.26
10014 {2-Wire Loop Cooperstive Teating $28.55
10015 |4 Wira Loop Cooperative Testing $47.35;
1006 | Trouble Isolation Charge $71.32
1017 |Chaage Telephone Number, per change $9.26
LNP Coordinaled Conversion - Lines 1-1D $66.33
LNP Coosdnated Converson - Each additional ine $4.79
LNP Gonversion - 10 Digit Trigger $0.00
UNE to Special Access or Special Access to UNE Conversions or Migrations (includes
EEL}
(008 [DS1 Loop, per circuit $103.49
10019 |DST Transpart, per circuit $103.49
053 Loop. per circuit ICB
D52 Transport, per circult Ica

1 acp Ma&p Infacmation $10.69
Z-Wire Analog
10020 Band 1 $21.28
10021 Band 2 s n
10022 Hand 3 $35.1%
10023 Band 4 - $44 01
Bamd 5 $88.48
27 Frst Line $84.146
10028 Secord Ling and Each Additional Line (sama time) $29.58
10024 Re-install (Cut Thsu and DedicatedMacant) $42.84
10030 Disconneci $42.82

EXHIBIT AA-2

Ohia



KEY CODES 3112007
MRC | MRC
4-Wire Analog
0031 Band 1 $69.74
10032 [Band 2 $72.13
10033 |Bana 3 $96.36
10034 |Band 4 $10.q0
IBand 5 $182.40,
10038 Firsl Uine 311030
10039 Sacond Line and Each Addional Line {same time) $51.95
liooan Re-instal {Cul Thru and Dedicated\acant) $61.50
10044 Disconnecl $42.82
2-\Wire xD5E - Capahle Loop
10042 Band 1 $21.28
0043 Band # $22.1
10644 Band 3 $35.19
10045 Band 4 344,01
Band 5 $86.43
10049 Firsl Line $88.16
| Secomd Line and Each Additional Line (same time) $2965
1005¢ Re-inslall (Cut Thru and Dedicated/Vacant) $42.54]
10052 Disconnad $42.82
{3-Wise xDSL - Capable Loop
{Band 1 $69.74]
[Band 2 $73.13
[Bana 3 $96.35
Band 4 $110.70
Band 5 3182.40
First Line $110,30
Second Line and Esch Addiional Line {same time) $51.75
Re-instafl (Cut Theu and DedicatedVacanl) $61.50
tligconnec! $42.92)
2-Wite Oigial Loop
10064 Band 1 $21.28
hooes Hand 2 s22.2
10066 Band 3 $35.13
10067 Band 4 $44.01
Gand 5 $86.48
10074 First Line $83.16
|2 Sacond Line and Each Addiional Line {same tima) $29.65
0073 Disconnect $4z 82
2-Wire ISDN-BR! Digital Loop
0074 jBend 1 $34.12]
10075 |Band 2 $35.28
Jiooze {Band 3 $56.76
10077 Band 4 $69.66
Band 5 $t43.90
{0081 First Line 58816
Jiooaz Second Line and Each Additiondl Line {same ne) $79.65
Jiooes Disconnact 542,32
4Wire Digital L 00op {no electronics)
JBand 1 $69.74
Band 2 $71.13
Band 3 $96.36
Band 4 $110.70
Band § $182.40,
First Line ] $110.30
Secomd Line and Each Additicnal Ling {same time) 351.75
Disconnect $a2 82
| Digitat 664K Loop
10094 JBand 1 $71.04
10095 lpana > $51.31
10066 Band 3 $61.10
10097 Band 4 £87.50 ]
Bana 5 $116.77 1

Ohio




KEY CODES 7137007
MRC NRC
011 Fust Line $202.87
0107 Second Line and Each Additional Line (same tirme) $144.31
15102 Discoanec! $43.47
051 Service and ISDN PR Loop
10104 Band 1 4T6.66
10405 Barxt 2 $111.58.
0106 Band 3 $184.39)
0107 Band 4 $276.,49
Band 5 $500.60
10141 First L $282.07
0112 Second Line and Each Additional Line {same time) $223.52
liona Disconnect $42.82
D53 Sarvice
Add (53 1o exisling fiber system ICB $107.01
Disconpect $17.23
1 oad Colt Removal for all Digital UME and xDSL-Cagabla loops that ara less than 16,000
feet in length - per line conditioned (No Engineering o Trip charges - price reflects 25 paw
eCONomes) $0.39
Conditioning Engineering Charge - per loop $73.40]
Conditioning Trp Charga - per bop $22.84
The tollowing charges apply to all loops of any iength that require Bridged Tap ar
Repeater removal.
Load Coil Removal: Loops 18kft or longer
Unload cabig pair, per Underground location 3186.07
Unload Addrl cable pair, L3 same lime, same location and cabie $1.13]
Undoad cable pair, per Aedal Location $76.96
Unfoad Addt't cable pawr, AE or BLJ, same fime, location and cable $1.11
Uniaad cable pair. per Buried Location $109.26
Eridged Yap or Repeater Remaval - Any Laap Length )
[Remove Bridged Tap or Repeater, per Undarg d Location $18€.33
{Remove each Addli Bridged Tap or Repeater, UG same time, localion and cabie $1.44,
Remove Bridged Tap or Repeater, per Aerial Location $77.27
Hemave each Addti Bridged Tap or Repeater, AE or BL aame time. location and cable Ll
Remove Bridged Tap or Repoater, per Buried Location $109.57
Sub-Loops Interconnection (Stub Cable) IC8
2 Wire Vaice Grade and Digital Data Distribution
10114 {Band 1 $iz.07
0115 i E $13.37
0116 jgana 3 $17.84
10117 Band 4 $26.93
Band 5 $44.97
10121 Frst Ling $32.81
{0122 Second Line and E£ach Addiional Line (same time} $34.30
10123 Disconnect $46.26
4 Wira Valce Grade and Digital Data Distribution
0124 Band 1 $24.14
0125 Band 2 $26_74,
poze Hand 3 $43.47
10127 Barnd 4 $51.86
Band 5 $97.94
W31 First Line $120.29
V0132 Second Line apd Each pgditional Line {same ime) 56174
0133 Disconnect £45. 49

Ohio



Refer to
Dedicated
DOHOD J0S1 Teansport Tab 1594.90
DSt Disconned $17.23
Rafar to
Dedicated
DOHG1 DS Transport Tab $94.90
053 Discohnect $17.21
Multiploxing slements are only relevant in conjunction with UNE transport.
10134 [10135  |Muttiplexing - DS1-DS0 (per D51} - {Shelf only, rate does nat include cards) $144.72] $84 00/
051-D80 Oisconnect $17.23
10136 {10137 (Multiplexing - DS3-DSY (per DS3) $252.07 $94.90
DS3-DS1 Discannect $17.33
Dark Fiber Apptication & Quoate Preparation Charga §247.09
Noe: Thase alaments are calculaled and biled manually using one price per USOC and COS.
Detadl is provided by the DFA fofm retlumed o the customer.
Transport
Interoffice, per foot per Bber - Stalewide Average 5000250
Additianal Charges Applicable to Transporl
Fiber Patch Cord, per fiber $0.40
Fiber Palch Panel, per fiber $1.37
Ceniral Office Intarconnection,1-4 Patch Cords per CO - Install or Disconnect $178.00
Dark Fiber End-to-End Testing, Initial Sirand $651.90
Dark Fiber End-to-End Testing, Subseguent Sirand $17.30
Enhances! Extended Link (EEL} #5 a combinatfon of {Loop, Tranépnrl and Multiplexing
{when applicable). Reler to the specific UNEE section (Lransport, loop, multiplexing) in
this document to obtain pricing for each specific etement.
See Rate Element | Service Onder | Installation/Repair Center section of this price sheat
for EEL Convession Charges.
Jerd otfice - per mOU $0.002997 ruA
Fandem Swilching - per MOU $0_002435 NIA
Shared Transpost - per MOU $0.001621 MNIA
Transit Service Charge - per MOU
Lacal Humber Porability query {LNF) - Contracted 30.00030
Tolt Free Code quary (TFC) - Simple - Conlracied $0.00200
Toli Free Code query (FFC) - Complex Additive - Contracted $0.00020
Line information Database query {LIDB) - Per [nterstate Tariff Per Tariff
Line inlormation Dalabase query ranspord (LINB) - Per Inlerstate Tarill Per Tariff
Calling Harme Database Access Service query (CNAM) . Contracted, MTM $0.01450!
Catling Nanme Datahase Access Service query {GNAI) - Cootracled, 3 year teem $2.00800
h Catling Mame Database Access Service query JONAM) - Contracied, 3 + year term $0.DD550
Refer to
Applicable
Qperator Senices Retail Tavift
Reler o
Apphcable
Dereclory Assslance Services Reiait Tariff

Ohio




KEY CODES

MRC

NRC

7312007

Refer to

Applicatrie
Directary - Premium & Privacy Listings Retail Tari#t
Refer to
Dedicated
311 and E911 Transport - DS Teansport Tah $94.90
Mulliplexing - DS1-050 (per DS1) - (Shell only, rate does nol include cards) 314472 $94.90
$19.10 IC8

D50 911 Per Port {minemum of 2 DS9's required)

1000 §

SIG Datobase Extract Repon. per COROM (price reflects shipping regular U.S. Mad)

$18.00

Chio



Loop Banding

Exchange Name CLLI Band
Mason MASNOHXAR 1
BeHefontaine BLLFOHXAH 2
Defiance DFMCOHXAH 2
Lima XAH LIMAOHXAH 2
{ima XBH LIMAOHXBH .
Madisonburg MDBROHXAR 2
Mansficld XAH MNFDOHXAH 2
Mansfield XCR MNFDOHXCR 2
Mansfield XDR MNFDOHXDR 2
Rittrnan RTMNOHXAR 2
South Lebanon SLBNOHXAR 2
Woaodland WLDROHXAH Z2
Warren XAH WRRNOHXAH 2
Warren XBH WRRNOHXBH 2
Warren XER WRRNOHXER 2
Warren XFR WRRNOHXFR 2
Warren XGR WRRNOHXGR 2
Waterville WTVLOHXAR 2
Ada ADA OHXAR 3
Bucyrus BCYROHXAR 3
Biuffion BFTNOHXAR 3
Bellville BLVLOHXAR 3
Delphos DLPHOHXAH 3
Greenville GNVLOHXAH 3
Lebanon LBNNOHXAH 3
Lordstown LRTWOHXAR 3
Lexington LXTNOHXAR 3
Millersburg MLBGOHXAH 3
Mansfield XBR MNFDOHXBR 3
Momow MRRWOHXAR 3
Mount Gilead MTGLOHXAH 3
Mouat Vernon MTVROHXAH 3
Marysville MYVIOHXAH 3
Napoleon NPLNOHXAH 3
Newton Falls NWFLOHXAR 3
Orrville ORVLOHXAH 3
Russelis Point XAS RSPNOHXAS 3
Sidney SDNYOHXAH 3
Shelby SHLBOHXAH 3
Van Wert VRWROHXAR 3
Wooster WSTROHXAH 3
Waynesvitle WYVLOHXAR 3
Alger ALGROHXAR 4
Alexandria ALXNOHXAR 4
Anna ANNAOHXAR 4
Apple Creck APCKOHXAR 4
Archbold ARCHOHXAR 4
Arcanum ARCNOHXAR 4




Loop Banding

Exchange Name cLLE Band
Bristolville BIVLOHXAS 4
Berlm Center BRCTOHXAR 4
Bradford BRFROHXAR 4
Botkins BTKNOHXAR 4
Butler BTLROHXAR 4
Beaverdam BVRDOHXAR 4
Cairo CARACHXAR 4
Crooksville CKVLOHXAR 4
Camden CMDNCHXAR 4
Centerburg CNBGOHXAR 4
Cortland CRLDOHXAR 4
Damascus DMSCOHXAR 4
Eaton EATNOHXAR 4
East Liberty ELBLOHXAR 4
Fredericktown FRTWOHXAR 4
Glouster GLSTOHXAS 4
Gettysburg GTBGOHXAS 4
Hebron HBRNOHXAR 4
Jefferson JFSAOHXAR 4
Johnston JHTNOHXAR 4
Johnstown JHTWOHXAR 4q
Luckey LCKYOHXAR 4
Lake Mifton LKMLOHXAH 4
Leavittshiig LVBGOHXAR 4
Moline MOLNOHXAR 4
Marengo MRNGOHXAR 4
Metamora MTMOOHXAR 4 .
North Lewisbarg NLBGOHXAS 4
New Madison NWMSOHXAR 4
Mew Paris NWPROHXAR 4
Ottawa OTWAOHXAR 4
Pataskala PTSKOHXAH 4
Richfield Center RCCTOHXAR. 4
Smithville SMVYLOHXAR 4
Sunbury SNBYOHXBR 4
Sterling STNGOHXAR 4
Stony Ridge STRGOHXAH 4
Stryker STRYOHXAR 4
Swanton SWTNOHXAR 4
Utica UTICOHXAR 4
Versailles VRSLOHXAR 4
Wauseon WASNOHXAH 4
Woodville WDVLOHXAS 4
Windham WHNHMOHXAS 4
Adario ADAROHXAR 5
Adamsville ADVLOHXAS 5
Andover ANDVOHXAH 9
Ansonia ANSOCHXAS 5
Big Prairic BGPROHXAR 5
Belle Center BLCTOHXAR 5
Bleomdale BMDLOHXAS 5




Loop Banding

Exchange Name CLLI Band
Bartlen - IBRTLOHXAS 5
Chesterhill CHHLOHXAR 5
Chesterville CHVLOHXAS 5
Caledontia CLEONOHXAS 5
Cardington CRDGOHXAR 5
Croton CRTOOHXAR 5
Chatfield CTFDOHXAR 5
Cygnet CYGTOHXAS 5
Danville DANKOHXAR 5
Degraff DGRFOHXAR 5
Dunkirk DNKROHXAS 5
Deshler DSHLOHXAR 5
Eldorado ELDROHXAR )
Elida ELIDOHXAR 5
Florida FLRDOHXAR 5
Fredericksburg FRBGOHXAR 5
Fort Loramie FTLROHXAR 5
Frazeyshurg FZBGOHXAS 5
Glenmont GLMTOHXAR 5
Gambier GMBROHXAR 5
Gomer-Rimer GOMROHXAS 5
Greene GRNEQHXAR 5
Green Springs GRSPOHXAS 5
Grelton/Matinta GRTNOHXAS 5
Hollansburg HLBGOHXAS 5
Holgate HLGTOHXAR 5
Hamler HMLROHXAS 5
Holmesville HMVLOHXAR 5
Huntsvitle HNVIOHXAR 5
Hartford HRFROHXAR 5
Jewell JEWLOHXAR 5
Johnsville JHVLOHXAR 5
Jackson Center JKCTOHXAR 5
Junction City INCYOHXAS 5

{Kidron KDRNOHXAR 5
Killbuck KLBCOITXAR 5
Kinsman KNMNOHXAR 5
Libetty Center LBCTOHXAR 5
Lafayette LFYTOHXAR B
Locas LUCSOHXAR 5
Lykens LYKNOHXAR 5

ILyons TLYNSOHXAR 5
McConnelsville MCNVOHXAH 5
Magnetic Springs MGSPOHXAS 5
Milford Center MLCTOHXAR 5

|Martinshurg, MRBGOHXAR 5
Marshaliville MRVLOIIXAR 5
Mount Sterling MTSTOHXAS 5
Mount Victory MTVCOHXAS )
North Benton NBENOHXAR 5
Nashville NSVLOHXAR 5
New Winchester NWCHOHXAR 5




Loop Banding

Exchange Name CLLi Band
Mew Lyme NWLYOHXAR S
Old Faut OLFTOHXAR 5
Pennsville PEVLOHXAS 5
Portage PRTGOHXAR 5
Rockford RCFROHXAS 5
Ridgeway RDWYOHXAR 5
Reinersville RNRVOHXAR 5
Rasshurg RSBGOHXAR 5
Rushsyivinia RSHSOHXAR )
Rising Sun RSNGOHXAS 5
Rosewood RSWDOHXAR 5
Raymond RYMNOHXAR 5
Shiloh SHLHOHXAR 5
Shreve SHRVOHXAR 5
Stockport STPTOHXAS 5
Venedocia VNDCOHXAR 5
West [ iberty WLBTOHXAR 5
West Manchester WMCHOHXAR S5
West Mansfield WMFDOHXAR 5
Westminster WMNSOHXAR 5
Waynesticld WYFDOHXAR 5
Wayland WYLDOHXAR 5
York Center YRCTOHXAS 5




KEY CODES 9/25/2006
MRC | NRC
Other than Operaior f DA 13.85% 1
Op Assizt/ DA 165.07%
UFDT Message Pravisianing, per message $0.000684;
UFO2 Data Transmissian, permessage £0.00000
DBO8 [Media Charge - per CD (Price reflects shipping via reguisr U.S. Mail) $18.60
UPo26 jTemporary Suspension of Service for Resale - SUSPEND $0.00
UP027 [Temporary Suspension of Service fiw Resale - RESTORE $21.00
028 [PIC Change Chasge, per change Per Tarn
DAD30 |{Operator Assistance { Directory Assistance Branding e
0C013 |Tag and Label on a reinstall loop of an existing loop or resale $3.80
QC003 {Trip Charge 318,30
50001 |[Manual Sefvice Onder NRGC $16.74
SO002 |Manuat Service Order - Listing Cniy $16.74
S0003 (Manual Service Qrder - Ghange Qaly $16.74
$O004 [Elcironic Service Order (IRES) $9.28
SON05 |Electronic Service Ouder - Listing Only $3.26
S0006 |ERechonic Service Order - Change Ondy $9.26
6008 |2-Wire Loop Cooperalive Testing 33855
OC00e 14-Wire Loop Cooparative Testing $47.35
0Co10 {Trouble isolation Charge $71.32
QL 016 jChange Tetephone Mumber, per change $9.26
QCO47 |LNFP Coordinated Canverswn - Lines 1-10 $66.33/
oC018 JLNP Caordinated Gonversion - Each additianal line $4.79
0C023 {LNF Convarsion - 10 Digit Trigger 10.00
‘UNE fo Special Access or Special Access to UNE Conversions or Migrations (includes
EEL])
0C021 |DS1 Loap, per cireuil $103.49
oC021 {DS$ Transport, per circult $103.49
0022 1053 Loop, per circuit R
0Cc022 |DS3 Transpor, per cicuit R
PQ0O01 JLoop ep information
2-Wire Analog
AAD13 Band 1 326,50
AAQTE Band 2 327.62
AAD1S Band 3 $49.45
AADTG Band 4 $109.04
AADOZ First Line $84.22
AADDS Second Line and Each Addiional Line {same time) $29.67
AACDH Re-nstall {Cut Thiu and Dedicated/Vacant) $42.84
AAQQS Dizcannect 343.50
{4-Wire Analog
lAa017 Band 1 $87.97
ARD 18 Band 2 $92.16

EXTBIT AA-3
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KEY CODES ALY 9/25/2006
MRC | NHE
A01e | loand 3 $129.63
aao2e | [panas $230.15
ARLOH First Luve $110.30
MADOT Second Ling and Each Adddional Line {same tirme) $51.7%
AT Re-mstall (Cul Thru and Dedicatedacant) $61.50
QNJ !_i- isconnect $43.50
- 2-Wire xDSL - Capable Loop
ARC13 | [Band1 $26.50
AAO 14 Band 2 32762
AADTS Band 3 $49.45
AA016 | |Bandd $109.04
Toxang FastLme $88.22
i Second Line and Each Additional Line (same finej $2967
X003 Re-install {Cut Thiu and Dedicated/VVacant) $42.33
_)_U-Uz-x " Disconnect 343150
" 1i Wire xDSL - Capabie Loog
X010 Hand 1 387.97
DXOY Hand 2 $92.16
oXi2 | |Bang 3 $129.63
X013 | |pand4 $210.15
[Ar14 First Line $110.30
Uil')';f: Second Line and Each Addional Line {same time) 35175
X0t6 Re-install (Cul Thru and Dedicated/Vacanl) 361 .60
l'l;;;‘l 7 Disconnec] $43.50
"7 T2-wire Digital Loop
aA013 B Y $26.50
hacta | |panaz $27.62]
aa0ls | [Ranad $49.45]
anc1s | [oandd 5109,04
[)‘i;(:tﬂ‘;‘ Fral Line $a8.22
Li0r: | Secund Liee and Each Additional Line (same time} $29.67
DG Frisconnact $43.50
2-Wire ISDN-BRI Digital Loop
D012 amnd 543.01
DEO14 fand 7 §44.4%
poois{  |Band3 $80.07
DDGI6 Hand 4 $182.93
O First Line $88.22
Dro0s || Senond Line and Fach AddRional Line (same time) $2967
O0ua Disconnect $43.50
"a-wire Digitat Loop tno electronics)
DOO17 Band 1 L8797
D0018 Band 2 $92.16
00019 Band 3 $129.63
DD020 Band 4 $230.15
DOTNG First Line $110.20
|ormor Secand Line and Each Additional Line {same time) $51.75,
|l.'JL:nﬂa Disconnect $43.50
" iDigitai 56464k Loap
Dozt Hana 1 $91.62
opo22 “tand 2 $65.09
D023 Band 3 $90.18
DDO24 Hand 4 $148.84
| etasxlsl Firstiine $202 96
[2]01ek3 Second Line and Each Additional Line {same time) $144.4%
DO Disconpect $431.50
|51 Service and ISON PRI Loop
DDaz5 Fraand 1 $96.87
bDO0z26 Taondz $141.56
DD027 fBanas $274.13
DD023 _eanda $661.84
OO0y b Fral Line 5282.07

Ohio



KEY CODES " j SI25/20N06
MHC | NRC
D13 Second Line ang Each Additional Line (same time) $221.52
DDoog Disconnect $43.50
053 Service
HCO02 {HCOD1 [Add DS3 to exdsting fiber system 377479 $107.01
HCGOA Disconnect §$17.23
Load Coll Removal for afl Digial LINE 2nd xDSL-Capable bops that ace less than 18,060
feat in lenglh - per fine conditioned (Mo Engineering or Trip charges - price reflects 25
LCO01 jpair economies) $0.39
LGoa? [Canditioning Engineerng Gharge - per lbop $78.45
LC003 {Cenditioning Trip Charge - per lucp $22.84
The foRowing charges apply to all loops of any length that require Bridged Tap or
Repeater removal,
t pad Coil Removal; Loops 18kt or longer
LC004 §Unioad cable pair, pst Underground location $186.07
LC005 |Unload Addr( cable patr, UG same time, same localion and cable $1.13}
LCOOG Juntoad cable pakr, per Aerial Location $76.98)
LCDO7 fUnioad Addt] cable pai, AE or BY, sarme time, kecation and cable 5113
Unioad cable par, per Buried 1.ocation $109.26
Bridged Tap or Repeater Removal - Any Loop Length
LC012 jRemove Bridged Tap or Repeater, per Linderground Location $185.38
LCO13 JRemove each Addt] Bridged Tap or Repeater, UG sama time, localiop and cabie $1.44
.C011 JRemove Bridged Tap ar Repeater, per Aerial Lacation $71.27
LGCO15 |Remove each Addtl Bridged Tap ar Repealer, AE or Bt) same time, location and cabis $1.44
Remove Bridged Tap or Repeater, per Buried Localion $108.57
Sub-Loops Interconnechion (Stub Cable} _ ICB
|2 Wire Voice Grade and Digital Data Distribution
SBOD2 Band 1 314871
SB0OD3 Band 2 $16.48
SBOO4 |pana 3 $29.51
SB0OS |Band 4 $61.34
SBo1d First Line $92.88
SB011 Second tine and Each Addiional Line (same time) $34.32
SBO12 Disconnect $46.49
4 Wire Voice Grade and Digital Data Distioution
SB006 Band 1 $29.75
SEMT Band 2 $32.95
SRog8 Band 3 $59.61
SB00% Bard 4 $122.68
SBO3 Fist Line 3120.29
SR04 Second Line and Each Additional Line {sanie time) 36174
$8Q15 - Discannect s46.49
Referto
Dedicated
DT2  |DToos (OS5I Transport Tab $94.90
DTQ0S5 DSt Disconnect $17.23
Refer to
Dedicated
073 DTo07 JO33 Transport Tab $94.90
DTO08 DS iscornsct $i7.23
DT023 JDT019 [Mulliplexing - DS1-DS0 (per DST1) - {Shelf only, rate does not inchude cards) $14472 $94.90
DT020 D51-D3q Disconnect $1722
0T024 |DT021 {Multiplexing - DS3-051 (per DS3) $252.07 $94.90
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KEY CODES : ; 9/25/2006
MRC ] NRC
DT022 053051 Disconnect $7.23

|Mote: These elements are calculated and bitled manually using ane price per USOGC and
COS. Detai is provided by the DFA form retumed 1o the customer.

Fransport

DFODS interoffice, per fool per fiber - Slatewide Average $0.00250

Additional Charges Applicable to Transport
DF011 Fiber Patch Corg, per fibar $0.40
DFO12 Fibar Patch Panel, per fiber $1.37

DFa03 JCentral Office Interconnection, §-4 Paich Cords per ©O - installor Disconnect $176.00
0OC011 |Dark Fiber End-to-End Testing, Inkiat Strand $61.%0
OC012 {Dark Fiber End-lo-End Testing, Subsequent Strard $17.20

[Enhanced Extended Link {EEL) s a combination of Loop, Transport and Multiplexing
fwhen applicable). Refer to the specific UNE section (ransport, kop, multiplexing] in
this document (o obiain pricing for each specific element.

See Rate Element/ Service Order { InstallationMepair Cenler Section of this price
zheet for EEL Conversion Gharges.

End Office - per MOU 30.0039987 MIA
Tandem Switchmyg - per MOU $0.002435 NIA
Shared Transport - par MOU $0.001541 NiA

Transk Service Charge - per MOU $0.005000

DBOO1 Locat Number Portabifity query (LNP) - Contracted j $0.00030

DBEQDZ ToR Free Code query (TFC) - Simple - Contracted $0.00200

’Dﬂo{n Tol Free Code query (TFC) - Complex Additive - Cantracted 5000020
IDBOD-I Line information Database query (LIDB} - Per interstate Tariff Per Tariff
IDBOO5 Line Informaticn Database query lransport (LIOB) - Per Interstate Tariff Per Tariil
DBRODE Calling Name Dalabase Access Service query (CNAM) - Contracled, MTM $0.01450

CRO09 Catling Name Database Access Service query (CHAM) - Contracted, 3 year term $0.00800

CBO10 Calling Name Dalabase Access Service query (CHNAM) - Contracled, 3 + year term $0.00550

Refer to

Applicable
. Retail Tariff

LDABOZ Operator Services

Refer to
Applicable
DAOD2 {Directory Astiblance Services Retail Tarifl

Refer to
Applicabie
DA0D2 [Directory - Premium & Privacy Lislings Retatl Tarift
Refer to
Dedicated

1072 jnT604 [211 and €931 Transpor - DS1 Transport Tab $94.90
DT023 |OT019 |Mutiplexing - DS1-DS0 {per DS1) - (Shek only, rate does not include cards) $14472 §94.90
DB011 |DBON7 JDS0 911 Per Port (minimum of 2 DS0's required) $19.10 ICH
DBO03 [SIG Database Extract Report, per COROM (pwice refiects shipping ragular U .S Maily $18.00

Ohio



Embarg - Ohio

Exchange Name CLLI Band
Mason MASNOHXAR 1
Defiance DFNCOHXAH 2
Lima XAH LIMAOHXAH 2
Madisonburg MDBROHXAR 2
Mansfield XAH MNFDOHXAH 2
Mansfietd XCR MNMFDOHXCR 2
Mansfield XDR MNFDOHXDR 2
Moline MOLNOHXAR 2
Rittman RTMNOHXAR 2
South Lebanon SLLBNOHXAR 2
Woodland WLDROHXAH 2
Warren XAH WRRNOHXAH 2
Waren XBH WRRNOHXBH ?
Warren XER WRRNOHXER 2
Warren XFR WRRNOHXFR 2
Warren XGR WRRNOHXGR 2
Waterville WTVLOHXAR 2
Ada ADA OHXAR 3
Alger ALGROHXAR 3
Alexandria ALXNOHXAR 3
Anna ANNAOHXAR 3
Apple Creek APCKOHXAR 3
Archbold ARCHOHXAR 3
Arcanum ARCNOHXAR 3
Bucyms | BCYROHXAR 3
Bluffion BFTNGOHXAR 3
Bristolville BIVLOHXAS 3
Belicfontaine BLLFOHXAH 3
Bellville BLVLOHXAR 3
Berlin Center BRCYOHXAR 3
Bradford BRFROHXAR 3
Botkins BTKNOHXAR 3
Butler BTLROHXAR 3
Beaverdam BYRDOHXAR 3
Cairo CARAOHXKXAR 3
Crooksville CKVLOHXAR 3
Camden CMDNGHXAR 3
Centerburg CNBGOHXAR 3
Cortland CRLDOHXAR 3
Delphos DLPHOHXAH 3
Damascus DMSCOHXAR 3
Eaton EATNOHXAR 3
East Liberty ELBLOHXAR 3
Fredericktown FRTWOHNXAR 3
Glouster GLSTOHXAS 3
Greenville GNVLOHXAH 3
Gettysburg GTBGOHXAS 3
Hebron HBRNOHXAR 3
Jefferson JFSAOHXAR 3




Johnston
Johnstown
Lebanon
Luckey

Lima XBH
Lake Mikon
Lordstown
Leavitisburg
Lexington
Mitlersburg
Mansfield XBR
Marengo
Morrow

Mount Gilead
Metamora
Mount Yemon
Marysville
North Lewisburg
Napoleon
Newton Fails
New Madison
New Paris
Orrville

Ottawa
Pataskala
Richfield Center
Russells Point XAS
Russells Point XBR
Sidney

Sheiby
Smithville
Sunbury
Sterling

Stony Ridge
Stryvker
Swanion

Utica

Van Wert
Versailles
Wauseon
Woedville
Windham
Woaoster

. |Waynesvilie

Adario
Adamsville
Andover
‘JAnsonia
Big Prairie
{Belle Center
Bloomdale
Bartient
Chesterhill
Chesterville

JHTNOHXAR
JHTWOHXAR
LBNNOHXAH
LCKYOHXAR
LIMAOHXBH
EEMLOHXAH
LRTWOHXAR
LYBGOHXAK
LXTNOHXAR
MLBGOHXAH
MNFDOHXBR
MRNGOHXAR
MRRWOHXAR
MTGLOHXAH
MTMOOHXAR
MTVROHXAH
MY VIOHXAH
NLBGOHXAS
NPLNOHXAH
NWFLOHXAR
NWMSOHXAR
NWPROHXAR
ORVLOHXAH
OTWAOHXAR
PTSKOHXAH
RCCTOHXAR
RSPNOHXAS
RSPNOHXBR
SDNYOHXAH
SHLBOHXAH
SMVLOHXAR
SNBYODHXBR
STNGOHXAR
STRGOHXAHR
STRYOHXAR
SWTNOHXAR
UTICOHXAR
VNWROHMAR
VYRSLOHXAR
WASNOHXAH
WDVLOHXAS
WNHMOHXAS
WSTROHXAH
WYVLOHXAR

ADAROHXAR
ADVEOHXAS
ANDVOHXAH
ANSOOHXAS
BGPROHXAR

BLCTOHXAR
BMIOLOHXAS
BRTLOHXAS

CHHLOHXAR.
CHVLOHXAS
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Caledonia
Cardington
Croton
Chatfield
Cygnet
Danville
Degraff
Dunkirk
Deshler
Eldorado
Elida

Florida
Fredericksburg
Fort Loramie
Frazeysburg
Glenmont
{Gambier
Gomer-Rimer
Greene

Green Springs
Grelton/Malinta
Hollansburg
Holgate
Hamler
Holmesvitle
Hunisville
Hartford
Jewell
{lohnsville
Jackson Center
Junction City
Kidron
Kiltbuck
Kinsman
Liberty Center
Lafayetie
Lucas

Lykens

Lyons
McConnelsville
Magnetic Springs
Miiford Center
Martinshurg,
Marshallville
Mount Sterfing
Mount Victory
North Benton
Nashville

New Winchester
New Lyme
Old Fort
Pennsville
Portage
Rockford
Ridgeway

CLDNOHXAS
CRDGOHXAR
CRTOOHXAR
CTFDOHXAR
CYGTOHXAS
DANKOHXAR
DGRFOHXAR
DNKROHXAS
DSHLOHXAR
ELDROHXAR
ELIDOHXAR
FLRDOHXAR
FRBGOHXAR
FTLROHXAR
FZBGOHXAS
GLMTOHXAR
GMBROHXAR
GOMROHXAS
GRNEOHXAR
GRSPOHXAS.
GRTNOHXAS
HLBGOHXAS
HLGTOHXAR
HMLROHXAS
HMVLOHXAR
HNVIOHXAR
HRFROHXAR
JEWLOHXAR
JHVLOHXAR
JKCTOHXAR
INCYOHXAS
KDRNOHXAR
KLBCOHXAR
KNMNOHXAR
LBCTOHXAR
LEYTOHXAR
LUCSOHXAR
LYKNOHXAR
LYNSOHXAR
MCNVOHXAH
MGSPOHXAS
MLCTOHXAR
MRBGOHXAR
MRVLOHXAR
MTSTOHXAS
MTVCOHXAS
NBENOHXAR.
NSVLOHXAR
NWCHOHXAR
NWLYOHXAR
OLFTOHXAR
PEVLOHXAS
PRTGOHXAR
RCFROHXAS

RDWYOHXAR
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Reinersville
Rossburg
Rushsylvania
Rising Sun
Rosewood
Raymond
Shilok

Shreve
Stockport
Venedocia
West Liberty
West Manchester
West Mansfield
Westminster
Waynesheld
Wayland

York Center

RNRVOHXAR
RSBGOHXAR
RSHSOHXAR
RSNGOHXAS
RSWDOHXAR
RYMNOHXAR
SHLHOHXAR
SHRVOHXAR
STPTOHXAS
VNDCOHXAR
WLBTOHXAR
WMCHOHXAR
WMFDOHXAR
WMNSOHXAR
WYFDOHXAR
WYLDOHXAR
YRCTOHXAS
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DEDICATED TRANSPORT RATE SUMMARY

e ik B bl hS

ADADHAARSY ALGROMR Ada
ADAQHXARS§ DNKROHAAda
ADACHIMIS LFYTOHK Ada
ADAROHXARS]  IMNFDOHEAdre
ADAROHXARST [SHUHOHX Adario
ALGROHXARS T [WMNSOH Alger
ALXNOHXARST  [JHTWOHR Alexandria
ANOVOHXARSY ’KNMNO Andaver
ANNACHXARST  |BTKNOHYANRE
ANMAOHXARST  §FFLROHX]Anna
ANNAOHXARST [JKCTOHX Anna
AMNACHIARST JSDNYOHRAnna
ANSOOHXARST (ARCHOHYAnsonia
ANSOCHAARST [JBRFROHY AMsonia
ANSOOHXARST [GNVLOHAADsonia
ANSOOHXARST 1GTBGOHAARSOMa
ANSOOHXARST [HLBGG Ansonis
ANSOCHXARST INWMSGHAnsonia
ANSOOHAARST {RSBGOHYAnsonia
ANSOOHNARST [VRSLOHM Ansoniz
APCKOHXARSt [FRBGOHNAsDle Creek
APCKOHXARST {HDRNOHNApple Creek
APCROHXARST  |MOBROBYAPple Creek

APCKOHXARSY
ARCHOMXARSS
ARCHOHXARS3
ARCHOHXARST
ARGHNOHXARS
ARCNOHXARS1
ARCHOHXARS
ARCNOHXARS1T
ARCNOHXARS 1
ARCNOHXARS 1
ARCHOHXARS Y
ARCNOHXARS
BCYROHXARS!
BCYROHXARS
BCYROHXARS T
BCYRDHXARS1
BGPROHKARS

SHRVOHA BiaPraine
CRIDOHA Bistolyite
GRNEOHA Bristolville
LVYBGOHY Bristolille
BLLFD Belie Cerder
RSHSOHMBelle Center
DGRFOHY Retisfontaine™
ELBLOHX] Bellefontaine *

HINVIOH X Seliaf
. e, ki

ROWYQHI Beflefontaine
BLLFGHXASHE RSHSUHM Belielontaine”
BLLFOHEASSE [ SONY G Getiefantaine
SLLFOHXASSE WLBTOH}Belkefonlaine”
BLLFOHAASSE  IWMFDOH Beliaforiaine”
BLVILOHXARSY |BTLROHX]|Belvile
BLVLOHYARSL  {LUCSOHA Betlvifle
BLVLOHXARST . X TNOHXG Befiville
BLVEOHXARST  [MNFDOHXBeliville
BMDLOHXARS1 JCYGTOHABoomdale
BMDLOHXARST |PRTGQHABloomdale
BRCTOHAARS2 |LKMLOHX Bedin Cir
BRCTORXARS?  [NBENQHNBertn Cir
BRFROHXARST |GNVLOHY Bradford
*BRFROHXAR& GTRGOH) Bradiord
BRFROHXARS1 [HLBGOHX Bradford
BRFROHXARST  INWMSOH] Bradierd
HBRFRDHXARS1 RSBGEOH Bradiord
BRFROHXARS1 |VRSLOHM Bradiord
BRTLOHXASHC | CHAH OHYBarttett

Alger
DCunicirk

t afayette
ﬁlﬂansﬁeld
Shidoh
Westminster
Johinstown
Kmsman
Botkins

Fort Loramie
Jackson Cenier
| Sidney
Arcamasm
Bractord
Greenville
Genyshurg
Hegliansburg
Mew Madison
Rosshurg
Versailles
Fredericksburg
Kidron
Wooster®

Crrrvile
Sieyker
Wauseon*
Bradford
Exdocade
Greeswifle®
Gettysburg
Hollansburg

MNeaw Madison
Rossburg
Versailles

'West Manchester
Chatficld

Lykens

F Mansficld

New Winchesier
Waoosler™

Shreve
Corland
Greene
Warren
fBeliefontrine*
Fushsyfvania

[Rushayivania
Sidney

West Liberty
West tanshield
Butler

bucas
Lexingion
Manstield
Cygnel
Partage

Lake Mitlon
Morth Bentan
Graenvitte®
Geltysbury
HoBansburg
New Bladison
Rossburg
Versailles

Chestedill

$203.13
$203.13
$201.73
$234.83
$234 63
$203.13
$149.54
$1,308.32
$362.51
$229.87
$113.55
111,55
$633.02
£126,32
$126.32
$126.32
$633.02
$633.02
$126.32
$128.32
$204.50
$204.50
$204.50

$204.50
$369.03
$120.32
$533.02
$506.59
$506.69
$531.02
$506.69
$506 69
$633.07
$633.02
$713.68
325517
$878.45
$357.65
$255.17

] $371.05 |

$1,551.55
$1,068.43
$243.22
$897.64
$1,406.01
$176.3
314560

$508.37
$115.13
314560
$451.36
$145.53
$145 52
$232.43
$145.53
$916.40
$916.40
$548.19
$548.79
$126.32
$126.32
363302
$613.02
$126.32
$126.32
§223.62

Ohio

$4.686.21
$4,686.21
$4,686.21
$5,392.01
$5,392.01
$4,686.21
$31,185.78
$135,596.29
§7.970.48
$4,536.74
$2,001.48
$2,001 .49
$15,544.55
$2,53525
$2,535.25
$2,635.25
$15,544.55
$15,644 .55
$2,515.25
$2,535.25
$4,548.21
$4,548.21
$4,543.21

$4,553.21

$5,082.03

$2367.5¢
$15,544.55
$12,009.30
$13,000.30
$15,544,55
$13,009.30
$13,009.30
$15,544 55
$15,544.55
$17 62658

36,142.95
$23,345.63
$9.282.52
$6,142.85
$8,963.15

$8,963.15
$41,156.10
$29,418.37

$5,558,81
$24,885.03
$33,270 29
$3,774.69
£3,039.77

$13,985.26
$13,985.26
cB
$3,039.77
§11,35280
$2,897.16
$2,897.16
$4,329,32
$2397.16
$24,373.96
$24,373.96
$12,937.21
$12,93721
$2,518.25
$2,53525
$15,544.55
$15,544 55
$2,53525
$2,535.25
£5,083.22

onIG
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DEDICATED TRANSPORY RATE SUMMARY
& ik A
Fort Losamie $476.05 | $3.9771.98
BTKNOHXARSH Jackson Center $345.73 | 5743671
BTHNOHXARS 1 Siingy" $249.73[ 4743671
BTLAOHXARS] |Lucas $145.53 |  $2,897.16
BTLROHXARS1 Lexwvglon $232.42 $4,329.32
BTLROHXARS1 Mansfisld* $14553 $2.897.16
BVRDOHXARS 1 Bluffion $28229| $6,726.14
’BVRDOHIARS‘! Cairo $536.35 | $12,802.97
BYRDOHXARSY Lafayetle $282.28 {  $6,726.14
BVRDOHXARS 1 1kna” $282.79 | §6,726.14
CARADHIACM1 Gomer $25406 |  $6,076.81
CARAOHIACMI Lima* $25405 | 5607681
CHHLOHKARS 1 Chesterhil McConmetsville® s223.62 | $s5083.22
CHHR OHYARS Chestehif Pennsvifle $225.62 $5,083.22
CHHLOHXARST Chesterhilf Stockpart $223.62] $5083.22
CHVLOHXATEE Chestervitia Johnsille $443.53 | $10,239.24
CHVLOHXATGE Chestendie Marengo $158.35 ] 34,096.28
CHVLOHXATSE Chestarvile Mount Giead $iBB.35 )  $4,096.28
CHVLOHXATGE [Chestendile lowt Vernon® $188.35 ICH
CLOMOHXASAS Caledonia Mount Gitead* 425517 $6,142.95
CLDNOQHXAB4S Caledonia New Winchesler $255.37 | %6,142.95
CMDNOHXARS1 Camden Eaton”™ $206.98 $4,617.59
CMDNOHXARSA Camden Etdorado $713.68 | 31767688
CMONOHXARS1 Camden New Paris $206.98 | $4,61759
CMONOHXARS 1 [Camden West Manchester $206.98 | 3461789
CNBGOHXARSZ  |MTVROHA Centerburg Matnt Vernon* $148.54 [ $31185.78
CROGOHXARS1 L Marengo £189.35 $4,006.28
CROGOHXARS1 Mount Gilead* $18835 | $4.09628
CRLDOHXARS1 Greene $931.00 | 52551933
CRLDOHXARS Hartford $1,208.32 | $35,596.29
CRUDOHXARS Johnston $1,463.22 § $3IBT55.41
CRLDOHXARST Winsaian $1,208.32 | $35,596.29
Lcmmﬂxmm Wartren $15489 | $345842
CRYOOHXARS? Croton Johastown s1495a| saaes7a
CTFDOHXARL1 Chatfiald Lykens $878.45] $21.34563
CYGTOHXAGSS Cygned Portage 347656 | $12,138.95
CYGTOHXABSS Cyghet Risingstsn $916.40 | 524,373.9%
DANKOHXARSZ Danville Gambier $407.32 | $to,227.07
DANKOHXARS2 Mount Vemon~ $407.32 1 $16,227.07
DFNCOMIATMD Jewell $283.8% | 3769799
DFMCOHIAIMD - IMansfieid $907.37 icB}
DFNCOHIATMD Napoleon* 3283811 3269799
DGRFOHXARSA Ruosewood $176.89 | $3.77489
DLPHOHXAGOE Gomar $461.52 | $10,683.%7
DLPHOHXAGYE [WVenedoria 5207.46 | $4,807.14
qnmscouxmm North Benton 354879 | $12,93%.21
EISHLOHXARS2 Deshier Grettos Malnta $407.94 | 510,420,563
DSHLOHXARS2 Destier Harnier $407.94 | $10420.63
EATNOHXARSY Eaton” inorada $7T1368 | $1762688
EATNOHXARS1  [NWPROH] Eaton® [MNew Paris 320693 | $4,6175%
EATNOHXARS1 [WMCHOHEaton® \Wesl Manchesier $206.98 ] $451759
ELBLOHXARST  [RVMNOHCast Liberty Raynona s1as60 | $a1039.77
ELBLOHXARS1  [WMFDOH}Eas: Liberty VWest Mansfield $451.36 | §11,352.00
ELDROHXARST [HLEGOMAEidorada Hattansburg $506.5% | $13,009.30
ELDROHXARS1 |MWMSQHEldorado Naw Madison 4506.69 | $13,000.30
ELOROHXARST  [HWPROt|Elarade Move Paris $71358 | $1761638
ELDROHXARS1T JWMCHOH Eldarato West Manchaster $71368 ] $17626.28
FERDOMXARST |GRTNOHYFIonda Grellan-Malinta $691.75 | $18,118.61
FLRDOHXARS1  |HLGTOHXNFinrita Helgate $754.37 | 31953693
FLRDOHXARS Y Jewell $283.81| 57,597.99
FLRDOKXARS1 Libesty Center £691.75 | $18,112.61
FLROOHXARS1 Napoteon* $283.81 | $7.697.99
FRBGOHXARS $454.44 | $3,146.45
FREGOHXARS $154.44 $2,146.46
FRTWOHXARS1 $188.35 |  $4.006.28
FTLROHXARST Gellefortaine $239.87 IcB
FILROHXARS1 Dehznce $1,072.61 Ice
FTLROHXARS1 Greenvifle* $126.32 e,
FTLROHXARS1 Jackson Ceater $239.87 | $4,536.74
FTLROHXARS Lima® $248.73 I8
Mansfiaid $813.01 ICB
SDNYOHAFert Loramie Sidney” $12632| $3,535.25
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JHVLOMXARST  [MTGLOHMY Johnsille Mount Gitead™
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EIMAOHAZZH  IMNFDOH)Lma* Mansferd”

$1,085.90 | 52597844
$1,000.52 | $26,791.78
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$1,463.22 | $38,755.41

$1.41412 | $37,557.06
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$916.40 | $24,373.96
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518599 { s4,02068
ss06.69 | 31300830
$506.69 | 513,009.20
$633.02 | 31554455
$633.02 | $15,544.55
320698 | $4617.59
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$407.94 | $10,42063
$150.44 | $3.148.48

I $3148.45

$26069 ] $5119.89

$308.121 $8718.93

$2B0.69 $5,119.39
$255.17 $6,142.95
$255.17 $9,142.95
325547 $6,142.95
$2,217.36
$4,548.21
$4,548.21
$3,146.46

540794 | 51042063
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425225 4588529
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3508.37
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1 $25225] 3539528
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. $203.93
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$17,025.04
Ice,
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15,435 83
$4. 807 14
$20,633.41

39,1271
$4,686.1

OHIO



Cot EXHIBIT

FILE YV T
(7
oy 4 "00%}) :
BEFORE & 0 Y,
THE PUBLIC UTILITIES COMMISSION OF OHIO - 4.
&, i

Co
In the Matter of the Petition of
Communication Options, Inc. for Asbitration
of Interconnection Rates, Terms and

Conditions and Related Amrangements with
United Telephone Company of Ohio dba
Embarq Pursuant to Section 252(b) of The
Telecommunications Act of 1996,

Case No. 08-45-TP-ARB

Yo N Nt Vg Ve gt et

PREFILED SUPPLEMENTAL TESTIMONY OF
AUGUST H. ANKUM, FH.D.
On Bebalf of

Communication Options, Iac.

PUBLIC VERSION

CONFIDENTIAL DATA ARE MARKED AS ** [l ++*

Aupust 20, 2008

This is to cartify that the images appearing ars an

accdurate and complate reproducticn of a case file

document delivered in the reglar coucse §9 T DU 8.
)

2692813v1
Techni : ta Processs



| B
1L

V.

2652913v1

INTRODUCTION . i
EMBARQ*S NEWLY PROPOSED RATES ARE UNREASONABLY HIGH AND

NOT COMMISSION APPROVED. - 4
EMBARQ’S MODEL SHOULD BE REJECTED e 13
LOOP CONDITIONING CHARGES )
CONCLUSION oras S

TABLE OF CONTENTS - Page 2




Supplemental Direct Testimony of
Angust H. Ankem, Fh.D.

1 I. INTRODUCTION
-2 Q. PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS.

3 A My narne is Dr. August H. Ankum. 1am a Senior Vice President at QSI Consulting, Inc.,

4 (“QSI™), a consulting firm specializing in economics, econometric analysis, and
5 telecommunications cost modeling, My business address is 1027 Arch, Suite 304,
6 Philadelphia, PA 19107.

7 Q. ARE YOU THE SAME DR. ANKUM WHO FILED DIRECT TESTIMONY IN

8 THIS CASE ON JUNE 24, 2008?

9 A Yes

10 Q. WHATIS THE PURPOSE OF THIS TESTIMONY?

11 A Inaccordance with the Attorney’s Examiner Order of July 15, 2008, the purpose of this

12 testimony is to explain how Embarq's filing of the new version of its Model and the
' 13 associated new pricing proposal' impact the analysis and conclusions of my direct
14 testimony.
15 A few notes on the terminology and organization of this testimony: First, the new
16 version of Embarq’s Model and the pricing proposal associated with this Model were

t The new version of Embarg’s Model and the pricing propessl associated with this Modet were contained in

the Direet Testimony of Christy V. Londerhobm and the supporting CD antachments filed on June 24, 2008,
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contained in the Direct Testimony of Christy V. Londerholm, which was filed on June
24, 2008 (i.e., simultaneonsly with my direct testimony); I will refer to that version of the
Model, the CD attachments and associated pricing proposal contsined in M.
Londerholm’s testimomny as the “New Model,” “New CD” and “Embarq’s New
Proposal,” corraspondingly. To the version of the Model addressed in my Direct
testimony I will refer as the “Previous Version of the Model.” Second, several tables in
this testimony constitute supplemental (amended} versions of tables contained in my
Direct testimony. In such cases the title of the table includes a note referencing the

number unier which tlds table appeared in my Direct testimony.

WHAT IS THE MAIN CON&ﬁSION OF YOUR SUPPLEMENTAL D[ﬁEC’I‘ .

TESTIMONY?

The main conclusion is that recommendations contained in my Direct testimony still

siamd-

¢ Embarq has proposed rates that are significantly higher than the rates in

Communication Options, Inc.’s (“COI”) current Interconnection Agreement.
» Embarq’s New Proposal is unreasonable and should be rejected.

e COI's counter-proposal that 1 presented in my Direct testimony and that was
developed by using the generally accepted Telephone Plant Indices, other price
indices and information from Embarg’s own cost model, constitute a more rsasonable

proposal,

I reiterate COI’s counter-proposal in Table 1 below:

Page 2
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Band 1 $49.57
Band 2 $49.69
Band 3 $81.15
Band 4 $157.88
4-Wire Digiial Loop fne elecironics) |
Band 1 $49.57
Band 2 $49.53
Band 3 $81.15|
Band 4 _ $157.88
DS1 Service and ISDN PRI Loop -
Band 1 $69.06
Band 2 SBRAS
Band3 $107.27
Band 4 $166.41

Note that the price bands contained in this proposal comespond to the price bands in

COP’s current ICA. n other words, while Embarq proposes changes in the price bands,”

under COFs proposal, the wire center classification into bands would remain the same,

i

This is different from Embarq's New propozal, which completely revises the wire center classifivation into

bands, inchxling a somewhat unusual proposal to have separate band classifications for 4-wire, DS1 and 2-wire
loops. The following hypothetical example demonstrates these separate band classifications: voder Embarg®s New
Froposal, the same wire center may be classificd as Band | for 4-wire 1oops, Band 2 for DS] leops and Band 3 for

2-wire loops.
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II. EMBARQ’S NEWLY PROPOSED RATES ARE
UNREASONABLY HIGH AND NOT COMMISSION
APPROVED

ARE EMBARQ'S NEWLY PROPOSED RATES CONSIDERABLY HIGHER

THAN THOSE IN COI'S CURRENT INTERCONNECTION AGREEMENT?

Yes. The rates that Embarq is proposing are considerably higher than those in COI’s
current ICA. This is shown in Table 2 below, which lists COFs current rates, Embarg’s
New Proposal, as well as Embarg’s two other proposals that were made previously (in
September 2006 and July 2007). Amounts in rows titled “TOTAL"” and “Increase over
Current COL Rates” are not part of the rate structure, but are measures that I am providing
in order to make an “apples to apples™ comparison. They are based on a weighted
average calculation and are necessary because different rate sets are associated with

different de-averaging schemes (wire center classifications to bands).

**+* BEGIN CONFIDENTIAL
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; 2 END CONFIDENTIAL ***
3 As shown in Table 2 above, on average, Embarg’s New Proposal is to increase COI's
4 DS1 loop rates to *** [ *** of the rates in its current ICA, and 4-wire loop rates to
5 +++ I *** of the mites in COFs current ICA.
6 It is important to note that the average percent increases depicted in Table 2 above do not
7 capture the true scale of increases associated with Embarq’s New Proposal. Specifically,
8 in 39 wire centers that are classified as “Band 3” in COI's Current ¥CA and where DS1
9 loop rates are currently equal to $97.04 per month, Embarg is proposing a rate of $514.72
10 per month (the rate that correspond to the new Band 3). In other words, Embarqg is
11 proposing that DS1 loop rates increase to 530% of their cuzrent level in 3% wire centers,
12 This is a totally unreasonable price increase by any measure. A more than five-fold
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increase (530%) in the price of a UNE loop would likely mean that a CLEC cannot
sustain business in these wire centers. Similarly, there are 63 other wire centers that,
under COI’s current ICA, are classified as “Band 4™ and where DS1 loop rates are equal
to $142.03. In these wire centers Embarq is proposing a DS1 loop rate of $514.72 per
month (the rate that correspond to the new Band 3), or equivalently, Embarq’s New
Proposal is to set this rate to 362% of the current level.  These two groups of wire

centers constitute more than half of Embarg’s wire centers in Ohio.?

Similaly, the average statistics depicted in Table 2 above do not capture the true scale of _
Embarq’s new proposed rate increases ford-wire loops. Specifically, in four wire centers
the increase is 16 245% 6ﬂhe'current'1m;-'(ﬁ'orﬁ $69.66 to $170.98), and in 57 other
wire centers the increase is approximately to 160% of the current level (from $43.22 to
$70.40 and from $69.66 to $109.59). Agaﬁ, these increases are beyond what is
reasonable and 5o large as to call into question the very sustainability of & CLEC business

in these wire centers.

HOW DOES EMBAR(Q’'S NEW PROPOSAL COMPARE TO ITS PREVIOUS
PROPOSALS—PROPOSALS THAT ARE ADDRESSED IN YOUR DIRECT

TESTIMONY?

As shown in Table 2 above, numerically these propusals differ, both in terms of band-
specific and average rates, as well as the number of bands. For exemple, for DS1 loop

rates, Embarq’s New Proposal (on average, an increase to *** [JJJJj *** of the current

k)

The Frst group {39 wire centers) and the second group {69 wire centers) total 102 wire centers, while the

statewide count of Embarg’s wire centers is 174.
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level) lies in the middle between Embarg’s two other proposals.® For 4-wire loops
Embarq's New Proposal calls for a somewhat lower increase (on average, to *** [l
*+# of the current level) than the two other proposals.’ However, qualitatively Embarg’s
New Proposal is similar (o the two other proposals because Emberg’s newly proposed

increases are out of line and uareasonable. Iexplain this assessment below.

WHAT WAS THE BASIS FOR YOUR CONCLUSION THAT EMBARQ’S NEW

PROPOSAL IS UNREASONARBLE?

1 made this conclusion by using the same approach as I used in my Direct testimony.

First, I start with 2 “red-face test” and ask the basic question: Can the dramatic increases
in Embarq’s rate offerings be cost-based? In other words, is it possible that price
increases for telecommunications inputs necessary to provision unbundled loops—inputes
such as copper and fiber cables, circuit equipment, labor, general purpose computers,
etc.—drove Embarq’s cost to levels that justify the above discussed rate hikes? Asl
explain below, the anawer to this question is “no, Embarg’s New Proposal implies rate

hikes that are in excess of the observed changes in input prices.”

Second, I'look at the foundation of Embarg’s New Proposal, which is its New Model, to
answer the question: Does the New Modsl properly and reasonably estimate costs of
providing 4-wire and DS1 UNE loops? As I explain further below, the answer to this
question is again “no”, the New Model-—Like the Previous Version of the Model—over-

states costy.

4

Embarg’s July 2007 proposal meant that D51 Joop rates would increese on avarage to *** ] +** of the

current tevel, and Embarq’s September 2006 proposal meant that DS loop rates would increasc on average to ***
I =+ * of the current level.

5

Embarg’s July 2007 proposal meant that four wire loop rates would incresse ou average to *** [ ***

of the current Jevel, and Embarg’s September 2006 proposal meant that four wire loop rates would increase on
average to *** [} *** of the current level.
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Q. PLEASE ELABORATE ON YOUR FIRST APPROACH, THE ASSESSMENT OF
THE FROPOSED RATE INCREASES AGAINST PRICE INCREASES IN

TELECOMMUNICATIONS INPUTS.

A.  limplement this approach by comparing Embatq’s rate hikes with the relevant price
indices published by the Bureau of Economic Analysis (*BEA”) and Bureau of Labor
Statistics (“BLS")—the same exercisé that 1 summarized in Table 11 on page 34 of my
direct testimony. The supplemental version of that table is below. This table lists the
statewide aggregated rates and their percentage increases and compares them to various
price indices, including the general inflation price index—the BEA™s GDP Deflator—and
more specific price indices of the BLS that measure price changes of inputs specific to

telecommunications.®

*+* BEGIN CONFIDENTIAL

¢ For the purposes of price imndices calculation, the vintages of each rate set (each data column in the table)

werg determined based on COT's examination of ICA applications in FUCO’s online Docket Information System.
They are assumed lo correspond to the erd of year in which 2 specific rate set first appeared inan ICA. An
exception is COI's current rates, which are conservatively assumed 1o date to the end of year 2004, This is &
conservative assumption begavss it implies a larger time gap to the next rate hike than the actually abserved time
gap.

Page 8
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END CONFIDENTIAL #%*

As is evident from the cxamination of price indices in Tahle 3 above, rate hikes contained
in Embarg’s New Propasat cannot be justified by the vbserved changes in prices. For
example. trom the wume of COI's current 1CA (which, as explained in a footnote above, is
assoctated with vintage year 2004) to Embarq’s New Proposal general prices (the GDP-

Pl deflmory increased to 110% of the level observed in 2004, while Embarg’s rate
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proposals for 4-wire and DS1 loops constituted much bigger rate increases over current

- . Tate—io *h - e anﬁ s - 4+ of the 2004 level (correspondingly). Input-
specific price mdnccs were also predommanﬂy lower than Embarq s rate hikes:
Employee’s compensation (total labor cost including benefiis) m the private industry
went up to 110%; prices for fiber optic cable and telephone equipment went down to
96%; and only copper cable prices exhibited significant growth, reaching 214% of the
level observed at the end of 2004.7

Although the observed price increases for copper cable (214%) are higher than Embarq’s
.  rate hike for the 4-wire loops (which is *%* - *** for the same hme pmod), ooppm'
- -'cahlepnocs still cannot justify Embarg® sa'ate hikes because coppercable is nmthe enly
| input to 4-wire and DS1 loops,? and because prices for other inputs (particularly, fiber

cable and circuit equipment) did not increase, but rather decreased, during the same time.
In fact, prices for fiber cable and circuit equipment, which together constitute
approximately *** ] *** of the New Model’s loop investment for 4-wire loops
and more than *** IR “** of the New Model’s loop investment for DS1 loops,”
wenl down as teflected in the BLS’ price indices of Fiber Optic Cable and Telephone and

Telegraph equipment.

7

Another data point to consider (not inchaded in the table) is that fus] and enerpy prices increased during the
same period to “only” 161% of the level observed at the end of 2004. This is also lower than the rats hikes for 4-
wire and DS loops offered by Embarq. {Based on the BEA Price Indices for Gross Domestic Product,

Gesoling, fuel oil, and other energy goods )

8 Far example, cven if we focus oe Joop investment (ignoring other components of loop costs such as
common and shared, support assets and maintenance expense) in Embang’s model, we see that copper constitfites

*** of total investments for 4-wire and DS1 loops respectively, with fiber cable and circuit
equipment being the two other major investment components. (Calculated from the New Models output file
LoopSum08.xs, Tabs “4wireLoopCost? and “DS1LoopCost” as the sum of copper cable investment over total
investent, or [SUM(EI1:G11)+M11+N11)/T11.)

» Calcolated from the New Model’s output file LoopSum08.x13, Tabs “4wireloopCost™ and “D51LoopCost”
as the ratio of circuit electronic and fiber cable investment aver total investment, or (SUM{E11:35 I+P11YTIL.
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The above-discussed changes in input prices forther highlight the unreasonableness of
Embarq’s rate offerings, which contain more significant rate hikes for DS1 loops
compared o 4-wire loops.'® Given that the most significant input price increase occurred
to copper cable, we expect that rates of 4-wire loops (to which copper cable is 2 more
prominent input compared to DS1 loops'!) would go up by a significantly larger degree
than rates of DS1 loops (to which copper is a relatively minor input). However, we see
an exactly opposite result in Embarg’s New Proposal, as well as in its previous proposals.

Clearly, Embarq’s New Proposal, just like its previous propoaa]s, is not cost justified.

Q. APART FROM INPUT PRICES, CAN THE RATE HIKES IN EMBARQ'S

OFFERINGS BE EXPLAINED BY OTHER FACTORS, SUCH AS ACCESS LINE
LOSS?

A.  No. The fact that DS loops would experience the more significant rafe increase under
Embarg’s New Proposal than 4-wire loops is a particularly clear illustration of why lme
losses cannot explain raie hikes estimated by Embarg’s New Model: DS1 loop counts
actually increased significantly,'* rather than decreased in Embarq’s New Model

compared to its Previous Version. An increase in ling counis (which means that more

10 Note that in my disect testimony I made a more extended comparison by looking at rate hikes of 2-wire, 4-

wire and DS loops. Because Embarq’s New Proposal does not contain 2-wire leops, I do not make that extended
comparison here.

" Asmentioned above, copper constitutes *+* [JJJ] +* of iuvestreat fox 4-wire loops, and *+* [ *** of
investment for DS! loops in Embarg’s New Model. {Calculated from the model's output file LoopSum08.x1s, Tabs
“4wireLoopCost” and “DE1LoopCost” as the sum of copper cable investment aver total investmant, or
[SUM(E11:GE 1) +M11+N11)/T11.)

% Statewide D31 Loop count is *** ] *** in the New Model, snd *** il *** in the Previons Version
of the Model, meaning thet DS1 Loop counts in the New Modal ase *** [l *** of the counts in the Previous
Version of the Model. (Sources: files LoopSum08.xls and LoopSum07 xls, Tab “DStLoopCost,” celi D11.)

Page 11



10
11
12

13

14
15

16

17
18
19

2692813viE

Supplemental Direct Testimony of
August H. Ankum, Ph.D.

economies of scale are realized) skould decrease, not increase per line cost and the

associated recurring rate."’

To summarize, DS} loop rates demonstrate particnlarly well why Embarg’s New
Proposal fails any tests of reasonableness.” While Bmbarg is proposing an average of
*+++ [} *** iucrease in DS1 loop rates compared to COI’s current rates, the prices of
inputs that corprise cost of DS loops did not increase that much. In fact, prices of fiber
cable and circuit equipment—inputs that constitute more than *** [JJJI *** of ttl
DS1 loop investinents—went down toSﬁ%";:iftlm_é level that oo:wspmds to the vintapc ‘
date of the cln-re.nt rates. Prices of copper cable—a minor input to DS1 leops, though
went up sil,miﬁcmﬂy (to 214%), but still by a relatively smaller percent than Embang's
DS loop rate proposal. At the same time, DS1 loop counts increased by *** ] -**
meaning that Embarq is enjoying increased economies of scale (L., additional cost

savings). Clearly, Embarq’s New Proposal is unreasonable and not cost based.

PLEASE ELABORATE ON YOUR SECOND APPROACH FOR TESTING
REASONABLENESS OF EMBAR(Y’S NEW PROPOSAL—THE ASSESSMENT

OF THE NEW MODEL ON WHICH THIS NEW PROPOSAL IS BASED.

1 reviewed Embarq's New Model, focusing on the deficiencies that I discussed in my
Direct testimony with regard of the Previous Version of the Model. The main conclusion

from this review is that in most parts, the New Model repeats flaws observed in the

3

The trug test of reasomableness is a comparison of COI's curvent rates to Embarg's New Propesal. Becavse

the vintage date of the Previous Version of the Mode] is close (o the vintage date of CQL's current rates, DS1 Ioop
counts in the Previous Version can serve as a proxy for DS loop cownts at the time when COT"s current retes were
established. Therefore, because DS1 loop counts increased significantly between the date of COI's current ICA and
present, it is reasonable 10 expect that the new DS) loop rates would be lower than COl's current rates (other things
being equal} to reflect the increased economies of scale—a resuht that is nof observed in Embarg's New Proposal

13

All oumbers cited in this paragraph were explained above in Table 3 or in the text fallowing Table 3.
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Previous Version of the Model, including the use of inputs that are (i) not forward-
looking, (ii) unreasonable and (jii) contradictory to the Commission’s decision in
TELRIC cases. These flaws cause Embarg’s New Model to produce costs and rates that

are artificially inflated. 1will discuss those flaws below.

. EMBARQ’S MODEL SHOULD BE REJECTED

Q. DO YOU HAVE ANY GENERAL COMMENTS REGARDING THE OVERALL
ISSUES WITH EMBARQ*S MODEL BEFORE YOU PROCEED TO A
DISCUSSION OF SPECIFIC DEFICIENCIES OF EMBARQ’S INPUTS OR
‘MODEL CALCULATIONS?

A, Yes. The New Model, just like its predecessor, relies predominantly o “invisible™
programming, rather than explicit Microsoft Excel ® formulas and links. Given the sheer
quantity of the Model’s workbooks between which information is exchanged in
“invisible” fashion, as well as the limited time and other resource constraints'” in
preparation of this supplemental testimony, the andit of this Model was extremely
handicapped.

Another important issue is that Embarq’s run of the New Model appears to be
accompanied by a large number of computer errors. Specifically, the New Model CD

contains two “log” files: one file appears to be associated with the creation of the Loop

Y COI is a relatively small company and should not be expected to dedicate the same ammunt of rescurces to

ihis arbitration as, say, AT&T and M(] did in full-fledged TELRIC proceedings involving the former Ameritech.
Not anly does COI not have those resonsrces, but, as T have argued in my direct testimony, a CLEC should pot be
required to perform a full raview of an ILEC’s costs outside of a TELRIC proceeding, which thiv is not.
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Module Inputs file,'® and another—with the processing of the Loop Module.!” Each log
file contains over one thousand error messages, including error messages “Operation is
not supported for this type of object,” “Data type conversion error,” and “Microsoft Jet -
engine could not find the object.” These errors cast further doubt on the validity of the

New Mode] results and its ability to operate.

YOU SAID ABOVE THAT SEVERAL MAJOR INPUTS TO EMBARQ’S NEW
MODEL ARE NOT FORWARD-LOOKING AND ARE UNREASONABLE OR
CONTRADICTORY TO THE com_'ﬂfssioh’s PRIOR DECISIONS. PLEASE
EXPLAIN.

The first major group of inputs that is contradictory to both theoretical logic and specific
numerical values adopted by the Commission in other UNE cases is the fill factors—
factors that determine the amount of spare capacity modeled in the network. Just like the
Previous Version, the New Model uses its actual copper feeder fill factors;'™ and for
distribution cable, the New Model builds two lines to each housing unit, and the resulting
fill factors are based on the combined effect of this assumption, the demand for second
lines and additional spere capacity resulting from the practical issue that cable comes in
fixed (discrete) cable sizes.'® Just Eke in the Previous Version, copper cable fill factors
used in Embarq’s New Model are significantly lower than the fill factors approved by the

Commission for SBC. For example, for copper fesder, Embarq’s New Mol uses fill

%

)}

File LM.txt in folder Modules\Eoop\LM\Inputs.
File LM.txt in folder Modules\toop\LM. A
See Embarg’s “Loop Input Definitions,” pp. 15-16
14
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factors ranging between *** | +*+.%° which i1l factors are Jower than the
Commission-approved copper feeder fill factors in the SBC UNE case (between 61.87
and 69.14%2"). In other words, Embacq's New Model designs significantly more spare
capacity (and as 2 result, generates significantly higher copper invesiment and cost) than
the spare capacity allowed by the Commission for SBC.

Further, just like in the Previcus Versicn of the Model, besides the numerical gap
between Embarq’s proposed and SBC’s PUCO-approved fill factors, there is  significant
conceptua) difference between the two because Embarq’s Model fill factors are based on
Embarg’s actual fill factors, and the Commission specifically disallowed actual fili
Jacters in a TELRIC stndy.?? The Commission concluded that a forward-looking
network and a TELRIC study should have higher fill factors than the carrier’s sctual fill
factors, and ardered fill factors that are above SBC’s actual fill factors.

WHAT OTHER MAJOR INPUTS TO EMBARQ'S MODEL ARE NOT
FORWARD-LOOKING AND ARE UNREASONABLE OR CONTRADICTORY
TO THE COMMISSION'S PRIOR DECISIONS?

They are economic depreciation lives of assets. Just like in the Previous Version of the

Model, the New Model uses depreciation lives that are generally Jower than the publicly

b

File Loop Workpaper_Copper Feeder Fill Factor OFF; Tab "Fill Summary.”
Order in Case No. 62-1280-TP-UNC L the Moiter of the Review of SBC Ohip’s TELRIC Costs of

Untumdled Nemwork Elemems (November 3, 2004) (“SBC Phase 1 UNE Order™) p. 44 (range is acToss rate zones).

22

The Commission explained its reasoning as follows: “[Tihe actual current £l factors, based on the existing

network, reflect excess capacity bayand the spare capacity needed for the engineering and regulatory requirements
stated above, As an example of this excess capacity, fhe Commission highlights the redundancy resulting from fhe
implementation of new technologies (i.c., overlay of fiber fcilities in the feeder section of the loop) that would not
take place in a TELRIC forward-looking network.” (SBC Phase | UNE Order, p. 35).
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available depreciation rates approved in the SBC UNE case® or depreciation lives used

by the FCC. This is captured in the table below:

*#* REGIN CONFIDENTIAL

END CONFIDENTIAL *#**

Unreasonably low depreciation lives mean that the New Model overstales economic cost,

and, conscquentially, the proposed loop rates.

n The Commission approved SBC proposed depreciation lives (SBC Phase I UNE Oxder, p. 61), but the order
does not list these lives. While most of SBC propased depreciation lives were filed confidentially, some of them are
discussed in the public portion of SBC testimony and are inchrded in the table below. Specifically, economis lives
for cable and circuit equipment are Histed in the testimony of Dr. Vanston (Case No. 02-1280-TP-UNC, Direst
Testimony of Lawrence K. Vanston behalf of SBC Ohic, March 19, 2004, pp. 10-11.). Also, Dr. Currie explains
that SBC proposed fiture net salvage valves/cost of remaval (another component of depreciation Kves) are zero to
be consistent with the cuent accounting rules, which direct carmiers to recard costs of removal in their expense,
rather than investment accounts. {Case No. 92-1280.-TP-UNC, Dircct Testimony of Kemt A. Currie on behalf of
SBC Obio, March 19, 2004, p. 44 footnote 21.)
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WHAT IS YOUR OPINION ABOUT THE COST OF CAPITAL USED IN

EMBARQ’S NEW MODEL?

The cost of capttal decreased significantly compared to the Previous Version of the
Model, with the new value ** [JJJJJj ***** being slightly above the Commission
approved cost of capital of 9.02% for SBC.** However, there appears to be an error,
either in the Model or in Ms. Londerholm’s iestimony that describes derivation of the
cost of capital. It i8 not clear where the error is made because the cost of capital isa
hard-coded value in the New Modei. Generally, the cost of capital is derived as a
weighted average calculation by using four components: the Cost of Debt, the Debt
Sl;m‘e, the Cost of Equity and the Bquity Share. Ms. Londerholm’s testimony at page 35
lists these components as follows: the Cost of Debt is **=* [} ***, the Debt Share is
*¥% - w»#_the Cost of Bquity is ** - *+*and the Equity Share is *** - L
It follows from Ms. Londerholm’s listing ofthest.tfom components that the cost capital
should be +** [ *+*.* which is much lower than the value need in the New Model.
If Ms. Londerholm’s listing of the components of the cost of capital is correct, the New
Model over-estimates cost of capital (and consequently, Joop costs and rates) even under
Embarg’s own assumptions about the compositions of capital, and the cost of debi and

equity.

WHAT OTHER IMPORTANT ISSUES WITH EMBARQ’S NEW MODEL HAVE

YOU NOTICED?

25

24

InpQHO8.xls, Tab "ACF,” cell 9.
SBC Phase I UNE Onxder, p. 72,
Calcutated as *** N
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The New Model preserves many of the other flaws of the Previons Version—iflaws that
cause an over-statement of cost and make this study not-forward-looking and
unreasonable. One flaw is Embarg’s failure to properly exchude retail costs fiom the cost
factors. As explained by the Commission in the SBC Phase I UNE Order, retail costs are
inappropriate in a TELRIC study—a study that sets wholesale rates.”’ For example,
while the Commission directed SBC to remove from the cost factors expenses for
account 6613 Product Advertising in its entirety,”® Embarq’s New Model, just like its
predecessor, inciuded poﬁions of this account in the cost factors applicable to wholesale
loops.® A proper exclusion of the eatirety of this account wonld result in lower cost
factors, and therefore, lower estimated loop cost.

Another gystematic flaw is the use of unsupported and mexplame&hudcoded
adjustments. One example is the land and building investment, which constitute sub-
categories of the general support assets—assets that are accounted for in Embarq’s Other
Direct and Common Cost Factors. Just like the Previous Version, the New Model
replaces booked land and building investments with the unsupported hard-coded
pumbers. The only “explanation” of these numbers is a reference to “Land Usage
Analysiz™ and “Building Usage Analysis” in the Documentation to the Other Direct
study’’—a reference that is not accompanied by Land and Building Usage studies, or

even by a commentary about the methodology used to amive at these numbers.

F4
a3
19

SBC Phas= 1 UNE Order, pp. 931-92.
SBC Phase ] UNE Order, p. 101.
See Embarq's “Other Direct Cost” study, file odc08.xks, Tab “Other Direct” rows 64 and 66, and file

InpOHUE xis” Tab ODC™ cells C14: C16. These cells show that Embary removes only *** [l *** of this sccount
s retail based, and flows the rest of it ineo the wholesale study, which is an even lower percent than was used in the
Previvus Version of the Model.

n

File “QDC Documentation,” p. 4 {pages are not marked).
Foge 18
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Another example is explained more fully below when addressing loop conditioning and is
related to unexplained adjnsiments to expense accounts that flow into the Annnal Charge
Factors. For example, the New Maodel adjusts buried cable and pole expense upwards

from the booked amounts without explaining the reason or source of the adjustment.

Just like in the Previous Version of the Model, the New Model contains the irrational
result that in a number of wire centers the costs of a DS1 are lower than the costs of a 4-
wire loop. This result further cast doubts on the validity of Embarg’s Model because, by

design, DS1 loops are more complex loops than 4-wire loops.

Q. IN YOUR DIRECT TESTIMONY YOU POINTED OUT THAT THE MODEL
RESULTS SUGGEST THAT EMBARQ VIOLATES RETAIL PRICING RULES
FOR BASIC LOCAL EXCHANGE SERVICES IN THE FOUR EXCHANGES
WHERE EMBARQ WAS RECENTLY GRANTED PRICING FLEXIBILITY.

1S THIS STILL THE CASE WITH THE NEW MODEL?

Al Yes. Using the New Model, I restated Table 9 of my direct testimony to show that, while
the numbers changed, the qualitative result still stands: The New Model does not agree
with the pricing flexibility requirement of the four Embarq exchanges, which is the

~ requirement that “fijn those telephone exchange arcas where an ILEC is granted pricing

flexibility for BLES and other tier one services, an ILEC is not permitted to price its tier

o 1 am refexring to pricing flexibility of Basic Local Exchange Servives (“BLES™) nnder Chapter 4901:1-4 of
Ohio Administrative Code (“0.A.C."). See Opinion and Order {(December 19, 2007) i Case No. (7-760-TP-BLS
Iz the Matter of the Application of United Telephone Comprny dft/a Embarg for Approval of an Alternative Form
of Regulation of Busic Local Exchanrge and Other Tier | Sevvices Pursuant te Chapier 496114, Ohio
Administrative Code, stating at p. 30 that “BLES and basic caller II» will be subject to the pricing flexibility
provided for parsuant to Rule 4901:1-4-11, O.A.C." These exchanges are Iebanon, Masan, South Lebanon and
Waynesville.
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one retail service(s) below the LRSIC of each service plus a common cost allocation.™? .

The restated table is as follows:

*** BEGIN CONFIDENTIAL

END CONFIDENTIAL **¥

As | explained in the direct testimony, the cost of a 2-wire loap is & lower boundary of
the LRSIC cost of local service. Therefore, if Embarq complies with the above cited
pricing O.A.C. Rule 4901;14-11, the retail prices of the basic local service should be
higher than the Model costs of 2-wire loops {costs with the common markup) in
exchanges where Embarg was granted pricing flexibility. As shown in Table 5 above, in
all four exchanges residential service is priced *** [JJJJ] *** the costs of the 2-wire foop
generated by the Model.”® Tn one exchange (Waynesville), business service is also priced
- - **¥ the cost of the 2-wire loop. In threa exchanges (all but Mason), the
weighted average retail rates of residentiol and business services are *** B - the

costs generated by the Model. These results demonstrate that either Embarg violates the

2
a3

O.A C. Rale 4901:1-4-11(C),
The Mode] cost includes the common marknp and represemts a lower boundary for the LSRIC cost plus the

comman markup.

Page 20



10
11
12
13

14

15
16
17
18
19
20

21

2692813v1

Supplements} Direct Testimony of
Awpgust H. Ankum, Ph.D.

rule that “an ILEC is not permitted to price its tier one retail seyvice(s) below the LRSIC
of each service plus a common cost allocationf,]™ or Embarg’s New Mode! produces
oversiated cost estimates. Given a large number of concemns about Embarq’s cost model
discnssed throughout this testimony, I tend to conclnde that the latter is troe—+tie New

Model produces grossly inflated cost estimates.

IV. LOOP CONDITIONING CHARGES

YOUR DIRECT TESTIMONY NOTED THAT, BECAUSE CONDITIONING
COSTS APPEAR ON ILEC’S BOOKS AS MAINTENANCE EXPENSES FOR
OUTSIDE PLANT, THEY ARE PASSED ONTO RECURRING LOOP RATES
THROUGH ANNUAL CHARGE FACTORS—UNLESS SPECIAL EFFORT IS
UNDERTAKEN TO REMOVE LOOP CONDITIONING COSTS FROM THE
BOOKED EXPENSE. DID EMBARQ PROVIDE ANY EVIDENCE THAT
CONDITIONING COSTS ARE REMOVED FROM ITS ACFs USED IN THE
CALCULATION OF RECURRING LOOP RATES IN THE NEW MODEL?

No. While the New Model contains some “Service Order-related” adjustments to the
booked expenses associated with cable and wire accounts, these adjustments do not
appear to relate to loop conditioning charges. Specifically, Ms. Londerhohn mentions on
pp. 33-34 of her testimony that, during the calculation of maintenance factors, the New
Mudel removes service provisioning non-recurring costs (“Rearrange & Change costs via
a Service Order™) for aerial drop, buried drop and circuit equipment accounts, This

narrow list of accounts—the list that omits aerial, buried and underground “non-drop™

k1

O.A.C. Rule 4901:1-4-11{C), O.A.C.
See Gle inpOHDIS.xls, Tab “Mein_Factors™ cell C37.
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_table—indicates that this adjustment does not capture the proposed loop conditioning

charpes. For example, Embarg’s proposed loop conditioning charges, such as unloading
of underground cable and the removat of repeaters, are not associated with the short list
of accounts {aerial drop, buried drop and circuit equipment) to which the New Model

applies an adjustment for service provigioning non-recurring cost.

Further, just tike the Previous Version of the Model, the New Model contains _
unexplained additions to some expense accounts, including the buried cable (other than
drop), buried drop and poles expense accounts.”® To summarize, Embarq failed to
provide evidence that loop-conditioning costs were removed from the New Model's

recurring cost estimates of loops.

V. CONCLUSION

PLEASE BRIEFLY SUMMARIZE YOUR TESTIMONY.

In this supplemental testimony I have demonsirated that Embarq’s New Proposal and the
New Model are nnreasonable. I recommend that the Commission reject Embarg’s
proposal and, instead, adopt the rates presented in the introduction to this testimony.
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

E

See file InpOHO8.xls, Tab “Expenses_Revenugs” columns F, G and H. (The amounts that flow inte the

caleulation of cost factors are in column H, and they are adjusted from the booked values by amounts in colomn G.)
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