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STAFF’S POST-HEARING BRIEF

L. INTRODUCTION

By agreement among several of the parties, certain issues in Phase II were deferred to this
phase (Phase II-A) of this proceeding. The rates that Staff recommends are shown on Schedule
WD-1 of Staff Exhibit S-8 (Dunkel Direct). A copy of Schedule WD-1 is attached hereto.

II. DISCUSSION

A. The Commission Should Utilize the HAI Model to Develop Rates in
Phase II(A) for Switching:

In order to arrive at its recommended local traffic rates (all rates under *“7.6” on Schedule
WD-1), port, and local usage rates (Items 9.11.1 through 9.11.3 and 9.11.8 on Schedule WD-1),
Staff relied upon the same model it relied upon in Phase II of this proceeding, which is the HAI
5.2a model (Hatfield).

The Commission first established UNE rates in Decision No. 60635, releyased on January

30, 2001." That Decision relied heavily upon the HAI model. In addition, the portion of the
FCC’s Synthesis Model that deals with usage, relies heavily on the HAI model (Exhibit Staff-8,
page 3). The Administrative Law Judge’s (ALJ) Recommended Opinion and Order (ROO) in
Phase II of this proceeding also adopts the HAI 5.2a model to determine all UNE rates, other

than switching rates.” Staff believes the record in both Phase II and Phase II(A) demonstrate that

! Exhibit Staff-8, page 3, Docket No. U-3021-96-448 et. al.
2 Recommended Opinion and Order filed on or about November 8, 2001 in Docket No. T-00000A-00-
0194.
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the HAI Model is superior to the models proffered by Qwest and produces rates consistent with a

forward-looking, least cost, efficient network.

B. The Commission Should Utilize the Same Inputs as those adopted for
Phase I1.

There are hundreds of inputs to the HAI models. For its proposed costs and resulting
rates in this proceeding, Staff relied upon the inputs that the Commission had chosen in its
Decision No. 60635. In that Decision, the ACC adopted numerous input values. For example,
the ACC adopted 50% support facilities sharing with other utilities.> The ALJ’s ROO in Phase
11 of this proceeding also adopts the 50% support facilities sharing with other utilities.

For those inputs that were not addressed by the Commission in Decision No. 60635, Staff
proposed use of the inputs as determined by the FCC. The FCC’s inputs resulted from extensive
proceedings that were held to determine the appropriate input values to use in the Synthesis
Model, which is the FCC Model used to determine the amount of federal universal service
support for non-rural carriers. The FCC determined the specific values to be used as model
inputs to the Synthesis Model in its 10™ Report and Order (Order C 99-304). (Staff Exhibit S-8,

pp- 3-4)
C. Overhead Factors

The “overhead cost” factor that Staff used in the HAI model was the same 15%
overhead factor adopted by the Commission on page 13 of Decision No. 60635. However, the
ALJ in Phase II of this proceeding recently issued a Recommended Opinion and Order
(“RO0O”), which adopts the HAI Model’s default overhead value of 10.40%. (ROO, p. 21) If
the 10.40% overhead factor is used in the HAI instead of Staff’s proposed 15% factor, the cost
would be four percent below the cost shown on Staff Schedule WD-1 for the costs which
depend on the HAI model. (Local traffic rates (all rates under “7.6” on Schedule WD-1)*, port,
and local usage rates (Items 9.11.1 through 9.11.3 and 9.11.8 on Schedule WD-1).)

* Exhibit Staff-8, page 5, (Page 20, ACC Decision No. 60635).
* The port rate is also affected by “features” costs, as discussed later.
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D. Cost of Money and Depreciation

In the HAI and other models, Staff used the 9.61% overall cost of money and associated
capital structure from the Commission’s March 30, 2001 decision in the Qwest rate case,
Decision No. 63487. Qwest’s testimony in this phase of this proceeding states they also utilized
the 9.61% overall cost of money from that Commission Decision.” (Staff Exhibit S-8 (Dunkel
Direct), p. 6).

Staff utilized the depreciation rates that are calculated using the lives, net salvage, and
other parameters as determined by the Commission in the Qwest’s most recent depreciation case,
Docket No. T-01051B-97-0689. (Staff Exhibit S-8 (Dunkel Direct), p. 6).

Staff recommends that the rates shown on Schedule WD-1, which are based on the HAI
model (local traffic, port, and local usage rates) be adopted. These rates are based upon the HAI
model, which is the model that was relied upon by this Commission in Decision No. 60635, the
ALJ in the ROO in Phase II of this proceeding, and the FCC for the usage portion of its cost
model. The inputs to this model are very reasonable. They are the inputs that the Commission
has previously selected in its Decision No. 60635. Where the Commission had made no

selection, the inputs selected by the FCC were utilized.

E. = Non-Recurring Rates

The HAI model itself does not produce non-recurring costs. The parties to the case
produced other cost studies that they used to calculate the non-recurring costs. The non-
recurring costs calculated by the various parties varied greatly. For example, for the “Analog
Port” Qwest alleges a non-recurring cost of $145.57°, whereas AT&T/Worldcom/XO (Joint
Intervenors) determined the non-recurring installation cost for the same item to be $1.68.7 Qwest
cost studies generally assume a relatively large amount of manual order activities by Qwest -

personnel, whereas the Joint Intervenors assume automated data transfer from the CLECs to

5 Exhibit Staff-8, page 6 (Qwest Exhibit Qwest-1 (Brigham Direct), page 7, line 14).

¢ Staff Exhibit S-8 (Dunkel Direct), page 9. Analog Line Side Port, first port. Qwest Exhibit
RHB-1, page 1, attached to Exhibit Qwest-1 (Brigham Direct testimony in Phase ITIA).

7 Exhibit Staff-8, page 9; Exhibit RL-2, line 36, attached to Mr. Lathrop’s Direct testimony in Phase II of this

proceeding. Also see page 20 of Exhibit MH-1R attached to the Summary Testimony of Michael Hydock in Phase 11

of this proceeding. AT&T calculates the disconnect separately, as being $1.57 non-recurring. Even if the installation

and disconnect are considered together, as Qwest does, the non-recurring cost for the installation and disconnection

of an Analog Port is either $3.25 using AT&T’s cost analysis, or $145.57 using Qwest’s cost analysis.
3
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Qwest. (Staff Exhibit S-8 (Dunkel Direct), p. 9) Because some of the key inputs are based upon
one’s best judgement, the resulting cost results are likely vary greatly.

Some of the time estimates and probabilities that Qwest has assumed are clearly
excessive. For example, as shown on page 2 of Schedule WD-4 to Staff Exhibit S-8 (Dunkel
Direct), Qwest assumed that it would require an average of five minutes of manual effort to
“obtain telephone numbers”, with a probability of “one.” (The probability of “one” means this
function would always occur.) It certainly is logical that obtaining a telephone number is a
procedure that could be computerized.®

On the other hand, the Joint Intervenors non-recurring costs assumed a computerized
interface between the CLECs and Qwest operates with virtually no fallout that requires manual
processing.  Staff’s testimony concluded that the correct number is between the Joint
Intervenors” and Qwest numbers. Since the goal is to have a computer interface between the
CLECs and Qwest, Staff believes the appropriate non-recurring costs are closer to the Joint
Intervenors’ numbers than to Qwest’s numbers. Staff concluded the reasonable assumption is an
automated interface with some minor percent falling out, (and therefore requiring manual
intervention). The Joint Intervenors’ study is closer to this than is Qwest’s study. Qwest’s study
assumes significant manual effort required on all orders, and includes very large time estimates
for those manual functions, such as the previously referenced five minutes to “obtain telephone
numbers.” The current non-recurring charge for the analog line port is $42.58. This is clearly
within the range the above analysis produces. (Staff Exhibit S-8 (Dunkel Direct), pp. 9-10)
Therefore, Staff recommended the current non-recurring rate of $42.58 for the analog port be
continued, as is shown on Schedule WD-5 of Staff Exhibit S-8 (Dunkel Direct).’

Since the time that the testimony in this case was presented, the ALJ in Phase II
of this proceeding has issued the ROO.  That ROO adopted the Joint Intervenors’ non-
recurring model. (Page 32, ROO).

® Staff Exhibit S-8, page 10.

® If there is a concern that some CLECs might fax in orders instead of using the more efficient electronic interface, a
lower rate could be established for those orders that are presented through the electronic interface, with a higher
rate for those orders that are sent to Qwest from the CLECs by fax.
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F. Recurring Rates For Features

Currently, the UNE rates in effect for Qwest in Arizona include no additional recurring
charge for features. (Item 9.11.4 on Schedule WD-1) The cost of vertical features is recovered
in the “port” recurring rates. All parties, including Qwest, proposed that there be no separate

recurring charge for features.'°

Currently, there is also generally no separate non-recurring charge for features. (Exhibit
Staff-8, page 11 (Dunkel Direct))

G. Port Cost

As previously discussed, the “port” cost is calculated from the HAI model. However,
since the “feature” costs are also to be recovered in the “port” rate, the key question becomes
how much additional “feature” cost, if any, should be added to the port cost that is calculated
from the HAI model. The sponsors of the HAI model state that the feature cost is already
incorporated in the “port” cost in the HAI model, and therefore, they believed no additional
charge for features is appropriate.'’ The HAI port cost includes the cost of at least the initial
programming for features, according to the parties presenting the HAI model.'”> The switching
inputs that the FCC adopted include the costs incurred at installation, and within three years of

installation, but do not include later upglrades.13

The FCC expenses are based on actual
expenses. (Staff Exhibit S-8 (Dunkel Direct), pp. 11-12).

Exhibit RHB-3 attached to Exhibit Qwest-1 (Brigham Direct) shows the summary of the
additional costs that Qwest proposes to include in the recurring port charge for features. Staff
does not agree with these Qwest claimed costs for several reasons.

1. Exhibit RHB-3 attached to Exhibit Qwest-1 (Brigham Direct) shows Qwest
includes significant costs for “Centrex 217 features. However, the list of services that are being
offered to the CLECs, as shown on Exhibit RHB-1 attached to Exhibit Qwest-1 (Brigham

Direct), does not show “Centrex 21" as being one of the services being offered. Therefore,

“Centrex 21 costs should not be included in any additional features cost.

19 Qwest Exhibit RHB-1 attached to Exhibit Qwest-1 (Brigham Direct in Phase I1A).
' Exhibit Staff-8, page 11; Page 43, Hydock Direct; Page 31, Denney Direct; Phase IL
12 Exhibit Staff-8, page 12; Page 31, Denney Direct, Phase II.
"> Exhibit Staff-8, page 12; Paragraphs 295 and 301, FCC Order 99- 304 (Tenth Order and Report, CC Docket No.
96-45, 97-160).
5
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2. In addition, Qwest calculates the feature cost per line from the one study as 65
cents per line.'* Qwest also calculates a 51 cent feature cost from a different study. The cost
studies that Qwest provided do not provide any explanation as to why the sum of these two
calculations of features should be added to the port costs that are derived from the Hatfield
model, which already includes some feature costs.

3. Another problem is that Qwest’s feature costs include the costs of amortizing over
only a three year period.15 There is no evidence that the software is in service an average of only
three years. In fact, Qwest’s witness Mr. Fleming’s Rebuttal testimony in Phase II, on page 94,
implies a life for features software that is significantly longer than three years.

Staff believes the appropriate additional features cost to add to the “port” cost, is less than
Qwest’s proposed addition, but greater than the Joint Intervenors’ proposal, which is no addition.
The current recurring charge for the Analog Line Side Port is $1.61 1® The recurring port cost as
calculated from the Hatfield model utilizing the ACC and FCC inputs is $1.10 per month per
line, as shown on Schedule WD-2 to Exhibit S-8 (Dunkel Direct). If the current rate was
continued, this would effectively include a 51 cent per line per month allowance for the cost of
providing features, above the feature cost that is already included in the HAI port cost. This is a
reasonable figure that is well within the range established by the other parties in this proceeding.
Staff recommends the current recurring rate of $1.61 for line port be continued. This rate
includes feature costs. Therefore, no additional recurring charge for features should be imposed.
(Staff Exhibit S-8 (Dunkel Direct), p. 13)

H. Remote Collocation in the Qwest Model

Another cost that is not calculated in the HAI model is the cost for “remote collocation.”
(Item 8.8 on Schedule WD-1 of Exhibit Staff-8 (Dunkel Direct)) The Qwest calculation of the
cost for remote collocation contained a number of errors including:

1. The Qwest “Collocation: Remote Terminal” cost study includes the claimed

calculated cost of a “cabinet” that would be installed outdoors. Since the cabinet would house

'* Exhibit Staff-8, page 12; See Qwest Exhibit RHB-3, attached to Exhibit Qwest-1 (Brigham Direct testimony in
Phase II-A). :
13 Staff Exhibit 1 (Qwest response to Staff Request 264).
16 Exhibit Staff-8, page 14; Schedule WD-17 attached to Rebuttal testimony of William Dunkel in Phase II.
6
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certain equipment, the “cabinet” is effectively the “building” for the equipment that it houses.
However, Qwest’s calculation improperly increases the cabinet investment cost using a
“puilding” cost factor. A “building” cost factor is used to add the cost of any buildings that
house equipment to the cost of the equipment. Therefore, Qwest calculated the cost of the
cabinet, which is itself a “building”, and then increased that cost as if that outdoor cabinet was
inside a building. Since the outdoor cabinet is itself the “building” that houses equipment, and
since the cabinet is not itself located inside another building, Qwest is effectively double
charging for the building/cabinet.

2. In its “Collocation: Remote Terminal” cost study, Qwest used fill factors as low
as 33%."7 Staff believes Qwest’s use of a 33% fill factor is inappropriately low. The use of this
fill factor would effectively require the CLEC to pay for three times as much space as they
utilized. The TELRIC standards, as well as the standards that the ACC has adopted in the past,
require the assumption of the efficient provision of service.'® As part of its explanation as to why
it was using such a low fill factor, Qwest alleged “by law” they were required to set aside 15% of
their “DA Hotel” space for CLECs. (Tr. 288) Qwest testified that the CLECs were not using
much of the space that was “by law” set aside for them, and therefore Qwest claimed there was a
low utilization of the space that was allegedly set aside for the CLECs. However, under cross-
examination, Qwest admitted that they were actually building the DA Hotels for their own needs.
(Tr. 275) Qwest admitted that “there is no FCC rule or statute or legal requirement” that requires
Qwest to set aside 15% of the DA Hotels for CLECs. This requirement had been imposed on the
parties in the SBC/Ameritech merger, but Qwest was not a party to that merger, and therefore
this requirement does not apply to Qwest in any way. (Tr. 297/298)

3. Staff recommends replacing Qwest’s 33% fill factor with a 61.25% fill factor for
efficient operation and to be more consistent with ACC Decision No. 60635. While the ACC’s
decision 60635 did not address all fill factors, for the fill factors that it did address, the ACC

adopted fill factors significantly higher than those that Qwest proposed. In that prior case, Qwest

1" Page 7, Qwest Cost Study 5635 Collocation: Remote Terminal, “Space Utilization Factor.”
'® paragraph 690, FCC 96-325, CC Docket No. 96-98 released August 8, 1996 (“Interconnection” Order). Also see
page 5 of Decision No. 60635.
7
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1 In that Decision,

claimed that “approximately 35% of its plant is currently in use” for cable.
the Commission adopted the fill factors that were used in the Hatfield model, which were 71.5%
for feeder, and approximately 51% for distribution céble, after sizing for standard cables was
considered.?’ (Staff Exhibit S-8 (Dunkel Direct), pp. 6-7).

4. The overhead factors that Qwest used in this cost study resulted in a 32%
overhead increase over the direct costs. In Decision No. 60635, the ACC adopted a factor for

attributed, joint, and common costs that was 15% over the direct costs.”!

Staff corrected Qwest’s Collocation: Remote Terminal study by,

1. - Changing the space utilization factor from Qwest’s 33% factor to 61 .25%;

2. Eliminating the building factors, since that cost was already directly included as
the cost of the cabinet (which is effectively the building);

3. Utilizing the 15% overhead factor, instead of Qwest’s factors that had the effect
of increasing the costs by approximately 32% for overhead costs;

4. Using the cost of money and income tax factors that are based upon a 9.61% cost
of money; and

5. Using the depreciation expense that is determined using the Commission
prescribed depreciation parameters. In some cases, the depreciation factors that Qwest used
were slightly different than the figures that are properly calculated using these inputs.

The result of this analysis is a Staff proposed non-recurring charge of $406.50 for remote
collocation “space” (per standard mounting unit) as compared to Qwest’s proposed rate of
$868.13.2 (Staff Exhibit S-8 (Dunkel Direct), pp. 7-8) The corrected recurring rate for this item
is 63 cents, as compared to Qwest’s proposal of $1.35, as is shown on Schedule WD-3 of Staff
Exhibit S-8 (Dunkel Direct).

III. CONCLUSION
In conclusion, Staff recommends that the Commission adopt the rates shown on Exhibit

Staff-8, Schedule WD-1. These rates are reasonable. Staff used the HAT model, which is the

1% page 16, Decision No. 60635.
20 page 16, Decision No. 60635.
21 page 13, Decision No. 60635.
22 Qwest Exhibit RHB-1, page 1, Item 8.8, attached to Qwest Exhibit Qwest-1 (Brigham Direct testimony in Phase
I1-A).
8
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model on which this Commission has previously relied. The FCC heavily relied upon the HAI
model in the “usage” portion of the FCC Synthesis Model. The inputs to the HAI model that
Staff used are the inputs that the Commission or FCC have previously adopted. For the rates that
do not depend on the HAI model, Staff’s recommendations are also reasonable. Staff uses fill
factors that assume reasonably efficient operation, and which are consistent with this
Commission’s previous fill factor decision. Staff’s proposed treatment of features is also
consistent with past Commission approved practices.

RESPECTFULLY submitted this 19™ day of December, 2001

Maureen A.
Attorney, Legal Division

1200 West Washington Street
Phoenix, Arizona 85007
Telephone: (602) 542-6022
Facsimile: (602) 542-4870
e-mail: maureenscott(@cc.state.us

The original and ten (10) copies
of the foregoing were filed this
day of December 2001 with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copies of the foregoing were mailed/
hand-delivered this day of
December, 2001 to:
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