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INTRODUCTION AND EXECUTIVE SUMMARY

Verizon can no longer attempt to defend its high unbundled network element ("UNE")

rates in New Jersey based on the old UNE rates in New York or those New York rates as

imported into Massachusetts. That argument has been laid to rest by the New York Public

Service Commission's ("PSC's") decision last week to substantially cut Verizon's UNE rates.

Verizon must markedly improve its UNE rates in New Jersey to eliminate the glaring TELRIC

errors identified in WoridCom's original comments and to permit local residential competition.

The switching rates in New York were well known to be far too high, and there is no longer even

any arguable support from the old New York (or Massachusetts) rates that can be used to prop up

non-TELRIC rates in New Jersey.

rfVerizon corrects even the known TELRIC errors identified to date, Verizon's UNE

rates in New Jersey would fall significantly. For example, brief inspection ofVerizon's newly

submitted cost models reveals that Verizon's failure to count weekends or holidays in setting

switching rates requires by itself a··· ••• reduction in the usage rate, far more than the

18.5% that WoridCom conservatively estimated in our initial comments without having the

benefit ofVerizon's newly filed information. Correction of TELRIC errors in switching rates,

along with resolution of errors in the loop rates, would eliminate the biggest part of the price

squeeze discussed in WoridCom's initial comments, and additional TELRrC errors may become

apparent once the New Jersey Board of Public Utilities ("BPU") issues an order explaining its

December 200 I pricing decision.
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WoridCom's sole focus in this and other section 271 proceedings is how to adequately

open local markets so that we (and other competitors) can offer the full benefits of competition to

as many consumers as possible. While other issues raised by commenters should be remedied,

such as Verizon' s dismal record on reciprocal compensation which also plagues WoridCom,

ONE pricing remains the most critical competitive roadblock in New Jersey. As emphasized in

our initial comments, unless ONE rates are reduced to reflect Verizon' s costs, WoridCom would

on average lose money on every consumer every month in every zone in the state. That does not

make for a market open to competition, and should not provide the basis for section 271

authorization.

Unfortunately, Verizon has made no progress toward lowering its high ONE rates in New

Jersey since initial comments were filed in this case. While it now seems clear that the high end

of any conceivable "reasonable range" of TELRIC is dramatically less than previously asserted,

New Jersey rates in any case should be at the low end of that range in order to eliminate the price

squeeze in the state and permit robust local residential competition. Until Verizon's above-cost

prices are so reduced to eliminate the price squeeze, its application for New Jersey must be

denied because its rates do not comply with the requirements of the competitive checklist, and

because its entry into the in-region long-distance market would not be in the public interest.
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The inadequacy ofVerizon's UNE rates in New Jersey has been revealed more clearly by

the action taken by the New York PSC to substantially reduce Verizon's UNE rates there. In

New Jersey, Verizon has made no progress toward UNE rates that comply with the FCC's

TELRIC requirements and the public interest requirements of the Telecommunications Act since

filing its application. Pricing thus remains the central issue of concern in this application, and

the issues raised in WorldCom's initial comments remain unresolved. In addition, WoridCom

obtained new information about the TELRIC errors in New Jersey underlying Verizon's high

UNE rates from Verizon's confidential cost models (which Verizon did not include in its original

application and only provided to WoridCom this week), and we expect to have additional

information once we obtain the New Jersey BPU's order. Verizon's rates present an ongoing

barrier to ubiquitous local residential competition anywhere in the state, depriving New Jersey
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consumers of all the benefits of competition. The Commission should reject Verizon's section

271 application until it has corrected its UNE rates to reflect TELRIC in the range that will

eliminate the price squeeze of competitors and permit broad scale local competition in New

Jersey.

New York UNE Rate Improvements Hillhlight New Jersey Deficiencies

Verizon can no longer attempt to justify its high New Jersey switching rates by

comparison to the rates in New York and Massachusetts. WorldCom long pointed out the

misrepresentations by Verizon which led to excessive New York switching rates in the first

place, and which resulted in the New York PSC beginning another cost proceeding at the time of

the New York section 271 application. That effort resulted in action by the New York PSC on

January 23, 2002 announcing revisions in the permanent UNE rates for New York and

establishing substantially improved and reduced rates'! Verizon can no longer argue that outdated

non-TELRIC rates in New York justify its excessive UNE rates in New Jersey.

Verizon attempts to rely on the Massachusetts switching rates as well, but the

Massachusetts rates now provide no more cover for Verizon than the old New York rates. The

current Massachusetts switching rates were set by simply adopting the high New York rates, and

were defended during Verizon's section 271 proceeding for Massachusetts solely on the basis

that they were the same as the New York rates. While the Commission felt constrained to find

the rates acceptable in Massachusetts because they had been previously approved in New York,

the Commission made clear that once the New York rates were lowered (which was widely

I The New York PSC issued a press release and lengthy order outlining its revised UNE rates, which are posted on
the PSC's website at http://www.dps.state.ny.us/fiJeroom/doc l1086.pdf(press release) and
hltp:l/www.dps.state.ny.us/fileroom/doclJIZZ.pdf(order).
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expected even at that time), then Verizon would have to similarly lower its switching rates in

Massachusetts, and could no longer rely on the higher rate level in other section 271 applications.

Massachusetts Order '\['\[29-30, 251.

The Commission expressly stated that:

[T]he New York Commission is actively investigating UNE rates and may modify
those rates to reflect changed market conditions, technologies, and information. If
the New York Commission adopts modified UNE rates, future section 271
applicants could no longer demonstrate TELRIC compliance by showing that
their rates in the applicant states are equivalent to or based on the current New
York rates, which will have been superceded. Moreover, because Verizon would
have us rely on switching rates from the New York proceeding, a decision by the
New York Commission to modify these UNE rates may undermine Verizon's
reliance on those rates in Massachusetts and its compliance with the requirements
of section 271.

Massachusetts's Order '\['\[29-30 (emphasis added).'

TELRIC Problems with Verizon's UNE Rates

Verizon's switching and loop rates in New Jersey are not TELRIC-compliant, as they

remain infected by several substantial TELRIC errors. Moreover, additional errors may be

apparent once the New Jersey BPU issues its written order explaining how it arrived at the UNE

rates that it recently established for Verizon. Two points illustrate the magnitude ofVerizon's

TELRIC errors.

First, the confidential cost models that WoridCom was only recently able to obtain from

Verizon show that the TELRIC problem relating to the calculation of switch costs has a much

2 The Department of Justice ("DOJ") also recognized that this action by the New York PSC is significant, DOJ
Eva!. at 7 n.27, but did not have any opportunity to consider its impact as the NY order was issued the same day
DOJ filed its New Jersey evaluation at the Commission.
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bigger impact than we conservatively estimated in WoridCom's initial comments. As explained

in our initial comments, Verizon erred in using only the usage on 251 business days, rather than

the usage in the 365 calendar days in setting its switch usage rates. Changing this input in the

switch cost models recently filed by Verizon lowers the originating and terminating switch usage

rates by *** *** 3

In addition, we explained in WorldCom' s initial comments that Verizon incorrectly

included the switch features (which Verizon calls "getting started" costs) in the usage rather than

the port charge. Removing these costs from the usage charge lowers the computed originating

usage cost by *** *** and the terminating usage cost by *** *** 4 Combining this

change and the change to the total number of days in a year, results in *** ***

reductions in the originating and terminating switch usage costs, respectively, that are computed

by Verizon's model. Clearly, these two Verizon errors alone greatly overstate the switch usage

charge.

CONCLUSION

Verizon's New Jersey application should be denied.

3 ***
4 ***

4
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•••
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