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Joseph DiBella
Regulatory Counsel

1320 North Courthouse Road
Eighth Floor
Arlington, VA  22201
Phone 703 974-6350
Fax 703 974-0259
joseph.dibella@verizon.com

August 31, 2001

Ms. Magalie Roman Salas
Secretary
Federal Communications Commission
4445 12th Street, SW, Room 3B-443
Washington, DC 20554

Re: CC Docket No. 01-140; Bell Atlantic Telephone Companies Revisions in
Tariff FCC Nos. 1 and 11, Transmittal Nos. 1373 and 1374; Verizon Telephone
Companies Tariff FCC Nos. 1 and 11, Transmittal Nos. 23 and 24.

Dear Ms. Salas:

In response to a request from the Common Carrier Bureau, Verizon provides additional
explanation of the methodology for the overhead loading study that it submitted with its Reply To
Oppositions To Direct Case on August 7, 2001.

As required by paragraph 54 of the Designation Order, Verizon identified the lowest overhead
loading factor in each region for any interstate service that competes with services offered by
collocators.  Because this required calculation of direct costs for every individual special access
rate element, Verizon used existing comprehensive cost studies that were readily available for
representative states – a New York study for the north and a New Jersey study for the south.  See
Verizon Reply, p, 11.1  These studies allowed Verizon to identify the competitive services in each
tariff entity that had the lowest overhead loading factors at the time that Verizon filed the
revisions to its rates for DC power.  The services with the lowest overhead loading factors were
the 7 year term discount plans for zero-mileage DS1 circuits (i.e., two DS1 channel terminations)
for Verizon New York and Verizon South and the 7 year term and volume discount plan for DS3
                                               

1 As is noted infra, Verizon also relied on data from a Maryland loop cost study to develop the
costs for Verizon South.
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service in Verizon New England.  See Verizon Direct Case, Attachment 7.  The cost studies
supporting these calculations were attached to Verizon's Reply as Exhibit 1.  The following shows
how these calculations were performed in each region.

[***Begin Verizon Proprietary***]

Verizon New York Overhead Analysis

To determine the costs of special access services in New York, Verizon used the “Link Cost
Calculator” from its New York state TELRIC studies.  This computer program produces a
bottom-up calculation of forward-looking costs for access lines for the entire state, for three cost
zones.  (Attachment 1 provides additional background information about the New York study).
As shown in Verizon’s Reply Comments, Exhibit 1, Workpaper AH-1, Section 4, Homepage, the
calculator produced costs for 4-wire DS1 links of $108.97 for Zone 1a, $114.59 for Zone 1b, and
$159.16 for Zone 2.  Verizon developed a state-wide average cost for a DS1 link by weighting
each of these zone costs by the number of access lines in each zone (2,960,461 for Zone 1a,
6,274,583 for Zone 1b, and 3,155, 223 for Zone 2).  This produced a weighted-average cost of
$124.60 per DS1 link.  Since a zero-mileage circuit requires two channel terminations, Verizon
used the costs of two DS1 links to produce a total cost of $249.20.

Verizon then compared this cost to the lowest rate for a zero-mileage DS1 service using rates
effective on July 1, 2001 for Verizon New York.  To develop a statewide average rate, Verizon
multiplied the rate for a DS1 channel termination at the 7-year term discount rate in each zone by
the percentage of DS1 demand in each zone.  The 2000 base year demand was 222,670 in Zone 1,
25,762 in Zone 2, and 106,013 in Zone 3.  This resulted in the weighted-average rate shown
below;

7-year discount rate       Percent demand by zone      Weighted Rate

Zone 1 $114.56 x      .628222 = $71.97

Zone 2 $167.55 x      .072683 = $12.18

Zone 3 $173.17 x               .299096 = $51.79

Weighted average rate                       $135.94

Two DS1 channel termination charges produce a rate of $271.88 for a zero-mileage DS1 service.
Dividing this by the cost of $249.20 produces a state-wide average overhead loading factor of
1.09.

The last page of the New York study shows the annual cost factor applied to each type of
investment.  See Verizon Reply Comments, Exhibit 1, Workpaper Part AH-1, Section 4, Factors.
Attachment 2 is a series of spreadsheets providing additional detail behind the calculation of these
factors. The factors include direct costs relating to maintenance and repair, marketing and other
administrative support, depreciation, return, interest, federal income taxes, and other taxes.  These
costs do not include common overhead costs such as general administrative costs, human
resources, legal, etc.
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Verizon New England Overhead Analysis

Verizon used the New York cost model to develop direct costs for Verizon New England as well,
since the two areas have similar cost characteristics.  This analysis identified the zero mileage DS3
7-year term and volume discount rate as having the lowest overhead loading factor.

The cost of a DS3 loop includes both fixed and per-mile costs.  Verizon uses two designs to
develop the fixed costs for DS3 links.  The first is a High Speed Access Ring (“HSAR”)
arrangement and the second is a Customer Access Ring (“CAR”) arrangement.  Since these
arrangements utilize the same design and the same equipment in New York and New England,
Verizon used the New York study as a representative study for comparison with rates in New
England.  The direct costs of HSAR and CAR were included in Verizon Reply Comments, Exhibit
1.  The costs for DS3 can be determined by adding the $292.71 fixed cost of HSAR2 and the
$777.95 fixed costs for CAR and dividing by 2 for a total of $535.33.  This produces the fixed
cost portion of a single DS3 channel termination.  In addition to the fixed costs, the per-mile
structural costs contained in the attachment must be determined using the same formula.
However, the structural costs shown are for New York and are slightly higher than in New
England.  These costs were added using the same formula used for the fixed costs and averaged
for New York and New England, resulting in a structure cost of $5.48 per mile.  The total direct
cost for a DS3 service is calculated by adding the $535.33 and an average loop length of 6 miles
at $5.48 per mile for a total of $568.21.  This is the cost for a single channel termination, which is
doubled to determine the cost of a zero mileage DS3 service.  This results in a total cost of
$1,136.42 as is shown in Verizon Direct Case, Attachment 7.

Verizon then compared this cost to the lowest rate for a zero-mileage DS3 service using rates
effective on July 1, 2001 for Verizon New England in Massachusetts, where Verizon has zoned
rates.  The rates were weighted according to a breakdown of price cap demand for the base year
2000 for the state of Massachusetts. This weighting for the 7-year term and volume, zero mileage
DS3 channel termination is illustrated below.  The volume rate includes a lower rate for over 25
channel terminations for the primary premises termination to the interexchange carrier point of
presence and a higher “secondary” rate used for the individual channel termination to the end user
premises.

New England DS3 – 25 Channel Per-Termination Rate
7-year discount rate  Demand Percent demand by zone   Weighted Rate

Zone 1 $660.00      144  0.384 $253.44

Zone 2 $693.00      231 0.616  $426.89

Zone 3 $726.00          0 0.00      $0.00

Weighted average rate              $680.33

                                               
2 This is the combination of $226.82 and $65.89 on the HSAR Investment Results page.
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New England DS3 – Secondary Channel Per-Termination Rate
7-year discount rate  Demand Percent demand by zone   Weighted Rate

Zone 1 $1,020.58    1,207  0.459460 $468.92

Zone 2 $1,071.61      517  0.196802 $210.89

Zone 3 $1,122.64      903  0.343738      $385.89

Weighted average rate           $1,065.70

Total Weighted average rate            $1,746.03

The weighted average rate of $1,746.03 divided by the cost of $1,136.42 produces an overhead
loading factor of 1.54 for Verizon New England.

Verizon South Overhead Analysis

Verizon used available cost data for a DS1 private line in New Jersey and a UNE DS1 loop study
for Maryland to develop representative costs for Verizon South.  This analysis identified the zero
mileage DS1 7-year term discount rate as having the lowest overhead loading factor.

The back-up for the cost study that Verizon submitted with its Reply Comments for the South
(and references thereto) inadvertently did not include data from the Maryland loop cost study,
which is attached hereto as Attachment 3.  This analysis shows that the cost of a DS1 loop in
Maryland is $131.40.  In addition, the New Jersey PARII cost study provided in Exhibit 1 of
Verizon's Reply Comments should have noted that the statewide DS1 loop cost of $103.858
included 10% common overhead costs.  Subtracting these overhead costs produces a DS1 loop
cost of $93.472.  The average of these two costs is $112.44 and is used as the representative cost
of a DS1 loop for Verizon South.  This is doubled to produce a total of $224.87, as is shown in
Attachment 7 of Verizon's Direct Case for the direct cost of a zero-mileage DS1 service, which
includes two channel terminations.

Verizon then compared this cost to the lowest rate for a zero-mileage DS1 service using rates
effective on July 1, 2001 for Verizon South. The rates were weighted according to a breakdown
of price cap demand for the base period 2000.  This weighting for the 7-year term, zero mileage
DS1 service is illustrated below.
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7-year discount rate  Demand Percent demand by zone   Weighted Rate

Zone 1 $138.90    315,291  0.469492 $65.21

Zone 2 $158.81    175,246  0.260954 $41.44

Zone 3 $162.05    181,021  0.269554      $43.68

Weighted average rate           $150.343

Two DS1 channel termination charges produce a rate of $300.68 for a zero-mileage DS1 service.
Dividing this by the cost of $224.87 produces an overhead loading factor of 1.34.  [***End
Verizon Proprietary***]

These data demonstrate that current overhead loading factors exceed those prescribed by the
Commission in the Physical Collocation Tariff Investigation in most states.4  This further
demonstrates that the overhead loading factors used by Verizon in its tariff filing were reasonable
and conservative.

Sincerely,

Joseph DiBella

Attachments

                                               
3 The actual number is $150.33576 before rounding.

4 Consequently, if the Commission were to order Verizon to use current overhead loading
factors in calculating rates for DC power, the rates would increase in most states.


