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ommission are inconsistent with the TeleconmUnicatiozrs Act of 1996 (,,Act*') and are not 

rpparted by recofd widence. The overall impact ofthe decision is that the price for an 

abundled loopt a primary cost component for 1 4  service, is $21.98. When this loop price is 

mpated to U S WEST'S 1FR rate of $13.18, it is obvious that no oornpetitor could offer 

conomidly m v e  local service in Arizona. Even the prices ordered by the Arbitrators in 

reir Recommeaded -on and Order ("Arbitrators' Decision") (which included an unbundled 

mp price of $14.15) posed competitive wncems. Moreover, several of the decisions made by 

he Commission will have deleterious and unavoidable co11sequez1ces on the rates for all 

clccommuniCatiotls consumers in Arizona. For these reasons, AT&T seeks reconsideration of 

he Order on the issues set forth below. 

i. Depreciation 

The Arbitrators' Decision accepted, with limited modifidons, the depreciation lives 

>imposed by U S WEST. In its Exceptions, AT&T objected to these lives on tfie basis that the 

proposed depreciation lives had not been subjected to appropriate review and wefe inconsistent 

with co&ased pricing principles. In its Order, while acknowledging that its own rules require 
consideration of depreciation adjustments in a rate case, the Commission modified the 

Arbitrators' Decision by adopting the lives set forth in a depreciation snbdy by Technology 

Futures, Inc. ("TFI"), and adopted a 15 year depreciation life fbr underground copper cable.' 

T h e  is no evidence in the recordto support the adopticm of 15 yew depreciation lift for 

undergr~nd cable or the reminder of the depreciation lives recommended in the TFI study.' in 

thad issue (Decision No. Ta 5 927) 
Thccamrmas ion's Order is inttmafly inconsistent because in dtciding dte issue of 

stntcturc the Commission relied on its last decision ad 

The sane loppic should apply to depreciation lives. The Cammission should de&r to Wiion 
No. 58927 fw dqmximon lives, since that decision took into lbccount the impact of cornpe&ion 
ain depreciation lives. 

011 the basis that it reflected both actual capital structure v and e impact of increased competition, 

p"p""d in the TFI study whic "K" have the greawst impact on local service costs. For example, or 
While U S WEST rwrred the TFI study, it did not support the depreciation lives 
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ddition the depreciation lives adopted by the Commission result in Unbundled Network 

3lmment ("E") prices thiat we nut cost-based as required by Section 252(d) of the Act. 

The arbitrary nature of the Commission's otder is highfightad by the Commission's 
~ b e ~ o v t s w h e t h c r t o u s e a  lSor 16ycarlifeforunderlgoundcopper~Ie. 

C o m m k s i ~  K d  statad to Chairman Irvin: 

"So you're at 16 and I'm at IS. I'm codortable With 16. If  you're 
camhtabk with 15, go flip a coin, d Mr. Jennings will call it." 

liarwrript af Deliberation, dated January 8, I998 C'Delib.Tr."), p. 218. 

r)epreciation lives play a critical role in the quantification of the cost of facilities used in 

the provision of telecom~cations service. Shortening the depreciation lives, as recommended 

in the TFI study, nsuIts in significant increases in tbe axst of the WE%, particularly shortening 

the depteciation life for underground cable - the predominant cost associated with the local loop. 

Iacrtasing the UNE costs that must be paid by Competitive Local Exchange Carriers ("CLECs") 

will materially increase the rates the CLECs must charge their Arizona customers. Similarly, the 

Commission has increased the costs pu;rportedly incurred by U S WEST for the use of these loop 

facifies, thereby incrrrasing the costs that must be recovered by U S WEST in its retail rates. 

For example, these stme loop fsilities are used by U S WEST to provision l d  service to its 

Arizona retail customers. There is no basis for these loops to bear one depreciation life when 

offend to CLECs and o different l ie for U S WEST'S end users - the situation which the 

Commission has created by this decision since the Iife for underground copper cable for end 

users in Arimna is 30 ycars and i s  now 15 for CLECs. The Commission's Order must be applied 

in the pricing of U S ~ T ' s  retail services 8s well. To do otherwise would be m t I y  

-, giving tl S WEST an unfair com@tive advantage in the marketphce and would . . .  

d copper cable, U S WEST supported tin 11.3 year life, not the 14 yeat Me s q q o r t d  $nT 
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?ter cnm by CLECs because CLECs could not compete against U S WEST if they were forced 

1 hur, and thus charge their customers for, higher costs than U S WEST for the same facilities. 

As ttK CommisSion acknowledged, its Rules generally preclude public Servjce 

orpo4atiorrs like U S WEST fiom chsnging depreciation rates except in a taje case whem the 

qwecb!hn isSue am be Mly explod and litigated. A.A.C. gRl4-2-102. “%e Commission 

vaived this d e  on its own motion, concluding that &e above rule may not appfy to this kind of 

ase but, wen if it did, a waiver of the rule was appropriate under these circumstances. Tfrere is 

LO legal basis for cooctuding that Rule 102 does not apply to this proceeding. Moreover, Rule 

02 s h d d  not have been waived. This rule ensures that, before $le Commission changes 

kpreciation lives, it has adequate: infomution regarding the impact of changes in depreciation 

ives on the Company and ratepayers. As evidenced in the transcript of the Commission’s 

kliberations, that idomation is clearly not available here. Given the myriad issws under 

msideration in this cos? proceeding, depreciation was the subject of only limited testimony and 

analysis. 

Moreover, even the present limited record on depreciation strows that the use of the TFI 

study is questionable. First, the study’s sponsor, U S WEST, did not support a number of the 

lives recommended by TFI, in particular the depreciation life for underground copper cable. 

Second, the TFi study relies upon flawed assumptions and is an insufficient and inappropriate 

tool for setting depreciation lives for U S WEST facilities. 

The TFI study, published in 1995, assumes that comwtitian, technology, and consumer 

demauds will force incumbent i o 4  exchange &en (“XLECs”) to retire their existing 

~~nerworksaadt0replacethasenerworkswithbroadbandiategratednetworks. 

Santos-Rach Direct Test. at Ex. 9. This msumption drives the shady’s conclusion that central 

oquipmcnt and outside plant investments will all be nplaced vwy rapidly. - Id. 

However, the Bssumpton that broadband smices will replace existing narrowband 

networks is an invalid OLsSumption to rely on for purposes of determining dejmciation lives for a 
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:lecomm~cations network and is contradicted by what is actually occurring with respect to 

ixility piacement in tclecomm\mications nctwwks. 

First, the term "ktiecommunications" BS used in the FCC's First Report and Order refm 

D Snvices regulated Mder Title 11 of the Communications Act, as amended. Those services 

nclude switched telephone voice and data services, not bradband Video &le &cts. & 
Utocaaion of C m  Associated with J a a l  Exchange Carder Rowision of Video Programming 

5e3uices, CC Docket No. 96-1 12. Notice of Proposed Rul-, FCC No. 96-214. (May 10, 

I M ) ,  pamgraph 2. Thus, the plant lives approprirate for calculating cost-basd W E  prices 

ihould not be based upon the assumption that efficient telecommunications fwilities will be 

*ired prmratr;rrely in order to pmvide broadband video services. In fact, the FCC has 

ipecifically d e d  that the cost of premature retirements will not be charged to regulated 

+lepbne services. The FCC states: 

Facilities upgrades and acceterstted replacement of older facilities might also be 
undertaken primarily for the benefit of unregulated d c e  offerings. The 
principles adopted in the Order dictate that such costs be excluded fiom the 
regulated BccoMts. 

se+- 'MIS of Costs of Regdated Telephone Service h m  Costs of Nonregulated Activities, 

CC Docket No. 86-1 11, Report and Order, FCC 86-564, (Februsry 6,1987), at p9l'a 115. 

Improper reliance on an assumption that the telecomunimions network will be replaced by an 

iate!grate!d tcleconrmuniations/video network will effectively cause Title I1 telephone services to 

pay tbe costs of prematm retirements driven by anticipated unregulated bmdband or video 

services. This is not a p p e r  pricing assumption and should not be the basis for UNE pricing in 

this proceeding. 

Second, evidence was presented during the hearing that U S WEST continues to place 

underground copper cable, despite TFl's assumption that copper is a dying technology. 

Moreover, evidence was presented that the life of copper is being extended (or given new 
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ngevity) through the use of new technology such as Asymmetrkai Digid Subscriber Line 

ADSL") service. la addition, evidence WBS presented that U S WESTS plant replacement 

qpm does not wukmplate replacement of distribution cable, where the iion sbate of copper 

I 

cable is used, for some time. Most iroportaatly, U S W€ST admitted that w p ~  

&le presmtly has a field life of approximaeIy 20 years. "bmfm, it is premaane to shorten 

e life of uncstrgro.lmd capper cable at this time. 

Ifthct3mmsso * niscotlcxmcdthattheexi~ptescribedlivcsdanotadcq~ly 

dkct the alircfgw1ce of competition in telecommunicacioas xnarkets, thk: solution is not to adopt 

ffawed TFl study. R a k ,  the Commission should conduct a more thorough depreciation 

Raiysis and use eittrer the depreciation lives adopted in Decision No 58927, or the prescribed 

ves adopted by the FCC on an interim basis uti1 the more thorough d y s i s  is completed. The 

CC hias coducted a carew and thorough analysis of cach RBOC's network, including 

J S WESTS. As B resdt of this analysis, the FCC has adopted prescribed depreciation lives for 

I S WESTS facitities that are designed to be forwrstd-lookhg, and to pay "close attention to 

o m p y  plans, tacbnologicat developments and other firturesriented analysts." Report on 

relephone industry Dcpreciiation, Tax and Capital-Expense Policy, AccoUnting rand Audits 

XVisicm, Federai Communications Commission, April 15,1987 (AAD Report), p.3. 

Recently. the FCC reaffirmred its forward-looking orientation in connecfi 'on with the 

implificaton of its depreciation rep&ption practices. The FCC has prescribed s range of 

@miation fives which can be select& by 

I k s C  rangeswcrrbased u p :  

for prescription on a streamlined basis. 

"stnrtistical studies of the most recently prescribed factors. These statistical 
d e s  rcqukd detailed analysis of each carrier's most recent retirement 
pa#rms, the cmtim' plans, and the current technological devdopmeats and 
trends." 
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E Simplification of the Depreciation Roccss, CC Docket No. 92-2% Third Report and Order, 

CC 95-881, (May 4,1995) at p.6. This streamlined represcription practice assures the 

evelopment of depreciation iives that allow fomd-locking capital recovery. 

Artacbment 1 to ATBLT's ExcegtionS filed on July 21,1997 identifies the prescribed 

qmciation lins pdapted by the FCC that 8 f e  relevsnt to this proceeding. Unlike the lives 

kptedbY*- . 'on. the FCC lives comply with the rtquirements of &e Act and the 

C c ' s  First Report and Order. If  any changes are made to U S WEST'S prescribed lives in 

kimna, the ComnrisSion shoufd go no further than to adopt the FCC prescribed lives on an 

nterim basis until fbsther review is made of U S WESTS Arimna-specific data. 

3. DistribptioeDcsign 

The Arbitrators adopted the distribution design reflezted in the Hatfield Model 2.2.2 

:"HM2.2.2"). In its Order, the Commission adjusted the cable sheath mileage used in "2.2.2 

From 15,600 miles to 26,092 miles, nearly doubling the number of sheath miles without any 

sflanation to support this adjustment d without record support. 

The adjustment made by the Commission is based exclusively on extra record evidence 

md is, thedore, improper. In post-hearing briefs filed well after &e record closed in this case, 

U S WEST 83serted that certain selective modifications reflected in a subsequent version of the 

Hatfield Model HM3.1 ("HM3.1") should be made to HM2.2.2 in this case. Of course, 

USWESTdylrcommmdedthose~~.1 modificationsthathmeasedcosts? Thereisno 

evidence in the record to support the use of any HM3.1 results in this case. Indeed, during 

delibcrstions wben the Commission was confronted witb the absence of any d evidence on 

wM3.1, Chairman lrvin concluded that this problem could be cured by simply stdcing any 

in fa as iatcd out by the CLECS in their response filed on October 23,1997, there 8t'e 
numerous & c h g e s  in HM3.1 that must be taken into wxnmt d e n  looking at thc chang~ in 
distribution miles. Indeed, if all revisions from WM3.1 were made to HM2.2.2, the loop cost 
wouM decrcasc tiom $16.28 (the loop cost fbm HM2.2.2) to Sl4.95. 
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f ixme to HM3.1 in the proposed Amendment and subsaquent Order. @elib.Tr., pp. 176-77.) 

i s  action docs not cufe the absence of record evidence to support she Commission's Order. To 

e CoIltrlScy, there is no record sugport for the Commission's sheath mile adjustment. 

S WEST studies used a sheath miles figure of 34,000. U S WEST identified acrual 

Istrib\nion miles at 43,500. HM2.2.2 use$15,@0 sheath miles. The only refmnce to the 

6.092 mik modificBtion made by the Commission is the flM3.1 reference fiom the U S WEST 

rief The soutcc of the figure c~~llot be disguised by omitting the referewe to wM3. I .  Simply 

d the sheath mile adjustment made by the Commission cannot be d e  on the basis of the 

xord before it and is, therefore, improper. 

The Commission also, responding to issues regarding the impact that the sheath mile 

djustment could have on local loop prices, established an arbitmy cap of $400, &, the 

sultant increase in the loop price associated with this change would be no more than an 

dditionalS4.00. Again, there is no support for the underlying adjustment and the use of the 

3.00 cap to make the adjustment mote palatable demonstrates just how arbitraty this 

mendment is. 

Z. Strumre Sharing 

A k r  hearhg substantid evidence regarding present and hture sharing opportunities 

ivailable to U S WEST, the at bit rat or^ found the structure sharing assumptions of 33% in 

HM2.2.2 were apjmpriate. The Commission altered the Arbitrators' Decision, tstablishing a 

sharing nssuqtion of 5Wh. Again, there is no recotd support for the sharing 

Bssumption adopted by the Commission and the prices adapted employing this sharing 

EIJsumptio~~ are not cost based. Indeed, as evidenced by the Commission's deliberations, the 

source of tbe 50% figure is a compromise bttwcen the Aibitmtors' Decision of 33% and the 

initial amendment of 66% proposed by Chainnan Irvin. Specifically, Commissioner Kuiasek 
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m 10 to 63%. The Commission, during the Open Meeting, arbitrarily cbangul the discount 

t by the Arbjtrrarors and adopted a i2% discount for residential services and an 18% discount 

r all other services. 

Oaoe again, there is absolutely no record evidence to support the discounts adopted by 

e Commission. Indeed, both discounts arc below the 20.22% aggregated discount chosen by 

x: Arbitrators. The arbitmry nature of the Commission’s Onser is again cvidtprced in the 

:tibedons where the following exchange occuned: 

COM. KUNASEK: J would statt out the negotiations 
at 18 percent. 

COM. JENNMGS: Take that in a flash. I must say I 
prefa the targeted approach, but 18 percent doesn’t 
sound bad to me. 

COM. KUNASEK: The overall Staff proposd was 20 
percent. 

ARBITRATOR BE”: 20.22. 

COM. KUNASEK: You’re funttioning now on 17 
percent. 

ARBITRATOR RUDIBAUGH: That’s correct. 

COM. KUNASEK: Any reaction to that? 

Simply stated, the re& disc0;unts adopted by the Commission reflect the results of an 

arbitmy bidding process. The Order should be revised and MCl’s avoided cost discount of 

22.5% in the aggregate should be adopted, since the Arbitrators i b u n d  MCI’s methodology to be 

the most reliable afkr hearing all the evidence. 

10 
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There me other reasons hat a single discount should be adopted. Accurately &dating 

mkeqiecific discounts would require meticulous, expensive, and timeconsuming activities- 

wed cost studies. U S WEST does - now record its costs in this fashon. For this reason, 

@re isnoacrmrate way to dceermtr#e appropriate groupings of services for disaggrel6ated 

iscountS. U S WEST simply cannot meet its burden to show h t  di- discounts 

--based prkbg. Momver, the adoption of multiple, seniEcc-spccific discounts would 

@re tbe CommiSrion to determine new discount rates whenever U S WEST introduces new 

roctrpctS or c o m b i i  existing pducts. Tbe5e plobrems can be avoided by applying one 

iscwnt to all products. 

L CaegnpBieD+rrveroging 

ia its Order. the Commission directed the Hearing Division to set a m i n g  to 

letermine whether geographically derrveraged rates should be estsblished and, if so, how tbat 

h0U)d be done and when such rates should become effective. Until such a proceeding is 

esatved, there will be one suite-wide price established for unbundled network eiments. The 

ieciion not to deavmge rates now is cofltrciry to the Act and inconsistent with ttie record. 

doreover, this decision will delay the development of cost-based rates and, thus, barnper the 

lewloplntnt 0fcompetitiminAriZoMI. 

W e  the Commission stated that there was insufficient evidence in the record to support 

jeavmgin& in fjrcz the Ttcord my supports deavemging Of loop costs, thehighest cost 

mnpncnt far local service. Fim, it is undisputed that U S WEST'S costs of providing 

tmbmdled network eltments vary across the mte. ACSl Ex.2; Tr. 405 (Harris Ttstimony). 

Second, the proPofltnts of the Hatfield Model provided cost suppo~ fw rriae sones for 

Arizona. In addition, evidence was m t e d  that such deaveraging was critical to succes5fh$ 

implememion of competition in Arizona. 
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The Commission seemed to be swayed by U S WESTS argument that geographic 

mveneging stbould not occur until U S WEST cleaverages its retail rates. U S WEST dearly has 

WrtrOI over tbe pricing of its retail services. To date, U S WEST has not mug& such 

Eaveraging of its d l  rates. Instead, it has used this argument 16 delay proper, cost-bsed 

eking of- u s WESTS lIIotives are obvious -delay me;lmiagfuf competition for 8s long 

s @He. This CommisSion should quire deaVentging of WEs snd that deeision will 

govide the impetus for U S WESTto realign its retail ratcs. U S WESTtestifid in this 

~-g that it would file a rate case “in the near future.” Tr. 675. The Commission should 

tot Wait for U S WEST to decide if and when it will file such a case. U S WEST’S failure to 

Rek dearveraged retail rates provides no basis for the Commission to ignore the Act’s 

qukement of cost-based pricing for unbundled network elements. 

F. Won-Rceurring Charges 

The Arbitrators established two different pricing stnrctwcs for non-recurring rate 

dements. where there is a retail tariff corresponding to a non-muning charge propod by 

U S WEST in this docket, the Arbitrators required that the charge to new entrants equal the retail 

W l e s s  an avoided cost discount. Where there is no corresponding 4 1  tarif‘X, the c k g e  to 

new entrants is set at the Hatfield Model’s recommended charge, which incorporates the nun- 

Fecuning costs witkin its recurring rate calculations for each unbundled elemeat. In its Order, the 

Commission adopted the appmach etniloyed by the Arbitrators. The use of the Hatfield Model 

to price non-tariffed nommrring chatges is proper. However, use of tariff-bmcd nonrecuning 

is inconsistent with the requirement in the Act that WNE price be cast-batsed. Furher, 

because the Hatfield Model includes nonreeUning charges in its recurring rate atidations, 

additional ~~~g charges WOUM result in double recovery. 

Sedan 2S2(d)(1 )(A) of the Telecommunications Act of 1996 (Wie Act”) requites that 

the rate for an unbundled network element be based upon tbe cost of providing the element. The 

12 
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ommissmt’s onier that artah wn-recuning charges be based on tariffd retail rates does not 

mply with this requiremcat. The Commission’s 1995 decision which established these retail 

m-mcmhg rates clearly set those rates not just on the basis of embedded Eosts, but dso 

pplying other ktos such as ’bte continuity, as well as simplicity and stabiiity of rates”. - In the 

ilatter of Application of U S WEST. Decision No. 58927 (Arimnta C o p  Comm’n) (Jan. 3, 

995) at p. 69. U S WEST’S htersate tariff rates, which provide the bask fhr non-rrtCmring rate 

tcments such as tbe Expaded ’on Cbannel Termination, alsc, ILM: not based on 

J S WEST’S fonward-looking cos1~. h fnrct, the FCC has m t l y  detenniaed that U S WEST’S 

allocation prices are not cost-based. In the Man= of Local Exchange caniers” Rates, Tenns, 

nd Conditions for Expan ded Interconndon Through Physical Collocation, CC Docket No. 93- 

62, Second Report and Order, (June 13,1997) FCC 97-208. 

Moreover, even if retail non-recUning charges were based on forward-looking costs, the 

eta3 rate dements iisted in U S WEST’S tariff are not identical to the unbundled network 

:rementS being priced in this docket. The price of mnrecuRing charges for unbundled network 

kmentq that are based upon a different retail element, by definition, cannot be cost-based. For 

hese reasons, the Commission’s Order should require that all non-recurring charges be set based 

m the Hatfield Model’s unbundled network element prices. 

C. OvtrJmd Factor 

The Commission ad@ the common cost f- r e c o d e d  by the Arbitrators of 

1 S%% far in excess of the Presumptive JQ% fwtor prescribed by the Commission’s Rules. 

A.A.C. Rl4-2-1310. There is no basis in the record for this detemrination. 

The Arbitraton determined that U S WEST’S evidence of its commotl costs shodti be 

rejected. In its order, the convnission rejected U S WEST’S 22% overhead factor on &e basis 

that it was derived using ernbedded costs and therefore included costs which do not relate to the 

use of network elements. However, the Commission then ignored the only forward-looking 

13 
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CONCLUSION 

eCommission. 

DATEXl this day of Februwy, 1998. 

By: 

Mary 8. Tdbby 
AT&T Communications ofthe Mountah 
Stata, h. 
1874 Lawnme Street, Room 1575 
Denver, co 80202 
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