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AT&T OPPOSITION TO VERIZON PETITION FOR PRICING FLEXIBILITY

FOR SPECIAL ACCESS SERVICES

Pursuantto Section 1.774 of the Commission’s Rules and its PublicNotice,

DA No. 05-307,releasedFebruary3, 2005, AT&T Corp. (“AT&T”) opposesthe petition

for pricing flexibility for specialaccessservicesfiled by the Verizontelephonecompanies

(“Verizon”) pursuantto thePricing Flexibility Order. 1

The instant petition encompassesone metropolitan serving area (“MSA”) in

Verizon’s region. Specifically, Verizon seeks PhaseII relief for end-user

channelterminations in its Dallas-FortWorth, Texas MSA. Verizon has alreadybeen

grantedPhaseII relief— removalfrom pricecapregulationandaccesschargeratestructure

rules— for morethan55% of its total revenuesfor interstatespecialaccessservicesin the

territory whereit has requestedsuchrelief.2 If grantedrelief in the instantpetition, the

scopeof PhaseII relieffor Verizonin this territorywould growto REDACTED%.

1 AccessChargeReform,et al,, CC DocketNos.96-262,94-1,98-157andCCB!CPD

File No. 98-63,Fifth ReportandOrderandFurtherNoticeof ProposedRulemaking,
14 FCCRcd. 14222 (1999)(“Pricing Flexibility Order”).

2 This is basedon thedifferencebetweenVerizon - TexasSpecialAccessrevenuesas

reportedin its 2003 ARMIS 43-01 reportand its SpecialAccessrevenuesreported
in its 2004Annual PriceCap AccessChargeFiling (basedon 2003 demand). The
differencerepresentsVerizon - TexasunregulatedSpecial Accessrevenues,over
$75 million.
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The Commissiononly two weeks ago issued its SpecialAccessNPRM, which

includes an examinationof whetherto maintain, modify, or repeal the Commission’s

currentpricing flexibility rules for Special Access Services.3 While the Commission

declinedto adoptamoratoriumonconsiderationofpricing flexibility applicationspending

completion of the rulemaking, the Commissionanticipatedadopting an order prior to

July 1, 2005, that will establishan interim plan to ensurespecialaccesspricescap rates

remainjust andreasonableduringthe completionoftheproceeding.4AT&T urgesthat the

Commissionnot considerVerizon’s petitionuntil it releasesits order on interim relief so

that anyrelevantprovisionsofthat Ordercanbe consideredbeforetheCommissionactson

Verizon’spetition.

As indicatedin the SpecialAccessNPRM, the BOCs’ ARMIS reportsdemonstrate

that theirratesof returnon specialaccessservicesaresignificantly higherthan11.25%,the

rateof returnthe Commissionfound just and reasonablefor dominantILEC servicesin

1990(areturnwhich is far too hightodaygiventhelower inflation andborrowingratesthat

prevail).5 While ratesofreturnfor specialaccessservicesareundulyhigh overall,Verizon

Texas(thestudyareawheretheDallas-FortWorthMSA is located)hasoneof thehighest—

anastonishing49.3%rateofreturnin 2003,whichhassteadilyriseneachyearsince1996.6

In the Matter of SpecialAccessRatesfor Price Cap Local ExchangeCarriers,
WC Docket No. 05-25, RM 10593, Order and Notice of ProposedRulemaking,
FCC05-18,releasedJanuary31, 2005,¶ 22 (“SpecialAccessNPRM”).

Id.1J131.

The Commission’sSpecialAccessNPRM(~J27) statesthat “[t]he overall (i.e. not
compoundedannually) BOC interstatespecial accessaccountingrates of return
wereapproximately38%,40%,and44%in 2001,2002,and2003,respectively.”

6 Annual Rateof Return was calculatedusing ARMIS datareportedfor interstate

specialaccessservices. Specifically, thenetreturnwasdivided by the averagenet
investment. SeeVerizon 2003 ARMIS 43-01, Table 1, Cost and Revenue,rows
1910, 1915,col. “s”.
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Verizon Texas’ special accessnet return in 2003 exceededamountsthat would have

producedan 11.25%rateof returnby morethan$43.9 million.7 Indeed,Verizon’smonth-

to-monthspecialaccessratesareuniformly higherin areasin which it hasreceivedPhaseII

pricing flexibility thantheyare in areasstill subjectto pricecaps.8 Amongthereasonsfor

this is that there hasbeen no requirementto make a Productivity Factor (X-Factor)

reductionto theseratesat the time of the annualfiling(s), as it is requiredto for special

accessratesthat arestill subjectto pricecaps. This hasallowedVerizonto avoidhundreds

ofmillions ofdollarsofratedecreasesto its SpecialAccessservices.

Forthesereasons,theCommissionshouldnot awardVerizonanyadditionalpricing

flexibility at this time, and deferconsiderationof the petitionuntil its interim order in the

Special AccessNPRM is released. As the evidence over the last three years has

dramaticallyshown, the “triggers” for pricing flexibility simply do not measurewhether

meaningftdcompetitionexists for the relevantservices. For example, the trigger for

deregulationof channelterminations is inherently flawed, becauseit focusesonly on

whetherthereis somefiber deployedin a collocation,andnotwhetherthe CLEC’s channel

terminations fully bypassthe Bell’s facilities. As the Commissionitself noted in the

Pricing Flexibility Order (IJ 81),mosttransmissionfacilities in acollocationaretrunk-side

“facilities leading from the collocated equipmentto the IXC POP.” As a result, the

Commission’s channel termination trigger deregulatesthe Bell’s end-user channel

terminationrates,eventhoughthe CLEC hasbypassedonly the Bell’s entrancefacilities.

Id. ReducingVerizon Texas’ SpecialAccessnet return from $56.9 million to
$13.0million would reduceits SpecialAccessrateofreturnfrom 49.3%to 11.25%.

8 SeeAT&T Corp. Petition for Rulemakingto Reform Regulation of Incumbent

Local Exchange Carrier Rates for Special Access Services, RM 10593,
Petitionfor Rulemaking (filed October 15, 2002) (“AT&T Petition”), and
ReplyComments(filed January23, 2003),pp. 11-13.
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In short, thetriggersfor channelterminationsaretotally non-representativeoftheexistence

of relevant sunk investmentbecausethey rely exclusively on a showing of transport

deploymentas evidenceof loop deployment. Similarly, the collocationtrigger identifies

only the possibility of competitive facilities between the collocation cage and the

competitor;it saysnothingaboutthepotentialfor competitionbetweenthecollocationcage

andthecustomer— i.e., interofficetransportandloop equivalentfacilities.9

Moreover, by its own admission,’°Verizon once again relies exclusivelyon the

Commission’s alternative “percentage of revenues”trigger, under which Verizon is

awardedpricing flexibility if it showsfiber-basedcollocationsin wire centersrepresenting

a certainpercentageof the BOC’s revenuesfrom the relevantservicesin that MSA. This

trigger is even less indicative of competition,becausethe “percentageof revenues”test

meansthatVerizonneedonly demonstratefacilities-basedcollocationsin an evensmaller

percentageofwire centers(i.e., thosein themosturbanareaof theMSA).

Even without pricing flexibility, Verizon is alreadychargingspecial accessrates

that are unjust and unreasonableand is earning excessivelyhigh rates of return. The

Commissionshould not exacerbatethis situationany further. The Commission’spricing

flexibility triggers create the opportunity—indeedinvite—carriersto chargeexcessively

highrates,astheevidenceofthe lastthreeyearsconfirms.

This is especiallyproblematicbecauseentrancefacilities representa relativelysmall
percentageoftheoverallcostofspecialaccess(typicallyaround15 percent).

10 VerizonPetitionForPricingFlexibility For SpecialAccessServices,filed

January28, 2005,p. 5, n3.
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CONCLUSION

For the reasonsstatedabove,the Commissionshould deny Verizon’s petition for

pricing flexibility for specialaccessenduserchannelterminationservicesatthis time.

Respectfullysubmitted,

AT&T CORP.

By Is! Mart Vaarsi
LawrenceJ. Lafaro
Judy5db
Mart Vaarsi

Room3A229
OneAT&T Way
Bedminster,NewJersey07921
(908)532-1846(voice)
(908)532-1218(fax)

February14, 2005
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