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INTRODUCTION

In connectionwith their reply commentsin the Triennial Review Proceeding,
BellSouth,SBCandVerizon(collectively“the RBOCs”) submittedadocumentprepared
by unidentified authors and entitled “UNE-P and Investment” (hereinafter“UNE-P
Report”). Thatdocumentpurportsto show that continuedavailability of theplatformof
unbundlednetwork elements(“UNE-P”) reducesthe incentiveof competitive carriers
(“CLEC5”) to investin localnetworks.

The analysispresentedin this papershowstheRBOCs’ conclusionto be in error
for two independentreasons. First, the “data” the RBOCsadducefor the purposesof
theiranalysisappearto be madeup out of wholecloth to achieveapre-determinedresult.
But even if these self-prepareddata were accurate, the numerical and graphical
manipulations that the RBOC authors apply to these “data” are inconsistentwith
reasonableanalyticand statisticaltechnique.WhentheRBOCs’ speciallydevelopeddata
are replacedby the attesteddata that the industry has reported to the Commission
concerningthe extentof local competition,and when appropriateanalyticaltechniques
areappliedto thesedata,theRBOCs’ conclusionsthatthe availabilityof UNE-Pinhibits
CLEC investmentareshownto be false.

The Data UsedIn the UNE-P ReportAre FundamentallyFlawed. Nearly all of
the calculationsperformedby the RBOCsrely on a dataset that the RBOCsappearto
haveproducedspeciallyfor this proceeding.This would not,by itself, be inappropriateif
thesespecial-purposedatawere accurateandconsistentwith the local competitiondata
that are reportedto the Commissionboth by the incumbentcarriers (“ILECs”) and
CLECs, and areattestedto by officers of thesecompanies. But thedatarelied uponby
the RBOCsareneitheraccuratenorconsistentwith verified Commissiondata. Rather,
the data that the RBOCs have preparedfor their advocacyare both inaccurateand
censored— with the effect of generally overstating CLEC facilities deployment,
understatingCLEC relianceon facilities leasedfrom the ILECs, misstatingthe datesof
CLEC facilities deployment,and simply discardingdataobservationswhosevaluesdo
notprovethedesiredpoint.

The AnalyticalApproach UsedIn The UNE-P ReportIs Unsound. The stated
purposeof theRBOCs’ analysisis to prove thatUNE-Phasa demonstrable,detrimental
effect upon CLEC decisionsto invest in local network facilities. Meaningfulresults,
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however,cannotbe achievedusing the RBOCs’ methodsfor comparison. A straight-
forwardandaccuratetechniquewould be to divide thestatedatainto two discretesetsof
states— a setwith high UNE-Ppenetrationand a set with low UNE-P penetration. By
applying the appropriatestatistical tests to the facilities-deploymentstatistics derived
separatelyfrom eachof thesedata sets, the RBOC could, in theory, support their
conclusion,but only if thefacilities-deploymcntstatisticsfrom thelow penetrationUNE-
P dataaresignificantlygreaterin magnitudethan theequivalentstatisticsfrom the high
UNE-P penetrationdata set.2 In particular, facilities-deploymentstatisticsthat do not
differ significantlybetweenthetwo datasetsprovideno statisticalsupportfor theRBOC-
advocated1olicy of “encouraging”CLEC facilities deploymentby inhibiting CLEC use
of UNE-P.

When this statistically sound approachis employed, rather than uncontrolled
regressionsand rankingof stateson meaninglessparametersperformedby theRBOCs,
the uniform conclusionis that the availability of UNE-P cannotbe shown to have a
detrimentalimpacton CLEC investment.TheRBOCadvocacythusnot only fails dueto
flaws in the underlyingdata,but the RBOC hypothesis— that UNE-P is detrimentalto
CLEC facilities investment— is refutedwhenexaminedusing reliabledataandrigorous
analyticaltechniques.”

Conclusions. TheUNE-PReport’spublic policy recommendationsarebasedon
flawed data and inappropriateanalytic techniques. When those shortcomingsare
corrected,the support for the RBOCs’ claims vanishes. Indeed, in many instances,
properly conducted,the RBOCs’ analysissupportsconclusionsthat are the oppositeof
thosereachedby the authorsof theUNE-P Report. In particular,a properlysupported
andrevisedanalysisshows: (1) UNE-Pdoesnot detractfrom CLEC facilities-basedline
penetrationor discouragecable-basedtelephony;(2) UNE-Pdoesnot reduce— and may
in factincrease— the intensityof CLEC switchdeploymentper accessline; (3) AT&T’s
comparisonof its experiencein New York and California, which shows that the

2 Note that this assumesthereareno othercontrollingvariablesthat differ systematicallyin their influence

on eachof thedatasets.

~Mathematicalstatisticsis the scienceof discerningwhethervariationsbetweendatasetsaretheresult of
systematicdifferences,or simply from chance. Statistics from two data sets (e.g., their means, their
variances,etc.) are said to differ in a statisticallysignificantmanneronly if, basedon the characteristicsof
the data sets, the differenceis largeenoughso that it is unlikely to be just a chanceoccurrence. See
AlexanderM. Mood, Franklin Graybill andDuaneC. Boes,Introduction to theTheoryofStatistics,3’~ed.,
McGraw-Hill, 1974,pp.401-402.

~In contrastto the simplistic andinappositecomparisonsmadein theUNE-P Report,AT&T hasrecently
submittedin this docket ~ rigorous econometricanalysisof RBOC investmentincentives. SeeRobert
Willig, John Bigelow, William Lehr, and Stephen Levinson, Stimulating Investment and the
TelecommunicationsAct of 1996 (Oct. 11, 2002). That study unambiguouslyrejects the RBOCs’
hypothesisthat theavailability of UNE-P detersinvestmentin local networks. The studyfurtherprovides
strong empirical support for the oppositehypothesis— that the availability of UNE-P enhancesthe
incentivesof theRBOCsto investin local networks. A similarpositiveandstatisticallysignificantrelation
wasshown betweenAT&T’s useof leasedILEC facilities and its own local facilities deploymentsin the
ReplyDeclarationfiled by RichardN. ClarkedatedJuly 17, 2002 in this proceeding.
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availability of UNE-P facilitatesdeploymentof switchesby AT&T, is fully supported;
and(4) UNE-Pdoesnot reduceandmayinsteadincreaseRBOCinvestment.

ANALYSIS

I. THE DATA USED BY THE RBOCS IN THE UNE-P REPORT ARE
FLAWED AND CANNOT BE RELIED UPON

A. The RBOC Data Significantly Overstate The Extent Of CLEC
FacilitiesDeployment

Becausethepurposeof the RBOCpaperis to demonstratethatthe availability of
UNE-PdetersCLEC facilities deployment,it is vital thatCLEC facilities deploymentbe
accuratelymeasured. The RBOCs; however, adducea series for CLEC facilities
deploymentthatis substantiallyoverstated.Theirgeneralmethodfor developingthiskey
seriesis to useCLEC E911 listings to representthetotal numberof lines terminatedon
CLEC-owned switches. From this figure, they then subtractthe numberof lines
purchasedasUNEs from theILEC. Theyassumethattheresidualis thenumberof lines
servedby theCLECs’ ownfacilities.

This processis severelyflawed. First, E911 listings(assumingtheyaremeasured
accurately)can only provide an upperbound for the numberof lines terminating on
CLEC switches. As outlined in the Lancaster-MorgansternReply Declarationfiled by
AT&T in this proceeding,using E911 databasesto estimateCLEC line counts is
inaccuratefor many reasons. BecauseAT&T (and, presumablyotherCLECs) do not
knowwhich portedtelephonenumbersuniquefacilitiesnumbersandwhichareonly DID
numbers,AT&T routinely loads all its ported customers’telephonenumbersinto the
E911 databaseto ensurethat thedatabaseincludesall linesthat arenecessaryfor prompt
emergencyresponse.This practiceresultsin theE911 databaseincluding asubstantially
larger numberof telephonenumbersthan the actual facilities neededto provide the
service.5Areacodeoverlayscan alsocauseCLEClines to beoverstated,becausein such
circumstancesCLECsoften loadnumbersfrom both areacodesinto the E911 databaseto
ensureemergencyresponse.6 Further, ILECs and CLECs follow a wide variety of
methodswhensubmittingnumbersto E9 11 databases,andasa resulttheE9 11 databases
do not providea moreaccuratecountof CLEC lines than the Commission’sForm 477
information,in whichall partiesfollow thesamemethodologyanddirectly reportcounts

~SeeAT&T ReplyComments,Lancaster-MorgansternReplyDec. 9112. AT&T’ s networkengineering
standardsallow for up to 500 DID telephonenumbersfor eachT- 1 facility purchasedby a customer.
AT&T may not load all DID numberswhena customerusestelephonenumbersfrom a block of numbers
assignedto AT&T (ratherthanported)becauseAT&T hasspecificinformation on which numbersare only
DID.

6Seeid.9[13.
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of local service voice grade (“VGEs”) equivalentsprovided using various serving
technologies(e.g.,resale,UNEs,etc.).7

Second,the numberof lines that the RBOCs claim that CLECs purchasedas
UNEs is a severeunderstatementof thenumberof CLEClinesthat actuallyrely on ILEC
facilities. This is becausethe unavailability of unbundledloops (due to inefficient and
expensive“hot cut” proceduresandcharges,costsof collocationand/orbackhaul,or the
outright refusalby manyILECs to sell loops out of a UNE tariff) hasforcedCLECs to
use lines purchasedout of special accesstariffs as a substitutefor unbundledloops.
Indeed,thenumberof CLEC local linesprovisionedvia specialaccessnearlyequalsthe
numberof CLEC linesprovisionedasUNEs. Thus, by subtractingonly the numberof
CLEC lines provisionedas UNEs from the grossE911 figure, the resulting difference
continuesto include all CLEC lines provisionedover specialaccess— andis a severe
overstatementof thenumberof CLEC linesprovisionedstrictly overtheirown facilities.

Specifically,theRBOCs’April 4, 2002“UNE FactReport,”which is thebasisfor
thedatausedin the UNE-PReport,assertsthereare 12.5M CLEC-providedloops (i.e.,
911 listings lesstotalunbundledloops). This documentalsostatesthatCLECsemploy3
million analog,72,000DS1 and 140 DS3 UNE loops. TheseprecedingRBOC figures
equateto 4.8 million VGEs assuming100% utilization of high capacityioops, or 3.9
million VGE at 50% utilization.8 Usingthesefigures,theRBOCsconcludethatCLECs
connectbetween16.4 million and17.3 million VGEs to theirownlocal switches.9

But thereis no excusefor using theseRBOC-hypothesizedfigures becausebetter
dataare readily available. Table 1 of the Commission’sJuly 2002Local Competition
Report showsthat thereareatotal of 19,653,441CLEC retail local VGE lines. Table4
of thatreportfurthershowsthat, for thesameperiod,theILECs supplied4.0 million lines
to CLECsunderresaletariffs, 5.8 million linesunderUNE-Ptariffs, and3.6 million lines
as stand-aloneunbundledloops. Subtractingthe resold and UNE-P lines (which are
clearly notprovidedoverCLEC-ownedfacilities) leavesa totalof only 9.9M CLEC lines
that couldpossiblyconnectto CLEC switches. This figure includesunbundledioops,all
loop connectivityobtainedasspecialaccess,andself-provisionedloops.’0

The reasonablenessof this estimateis confirmed by other Commissiondata.
Table3 of theJuly 2002Local CompetitionReportshowsthat theCLECs use6. 1M self-
provisionedand specialaccess-basedlines(ona VGEbasis). This reportalsoshowsthat

7Seeid.’1[10.

8 Thecalculationis: 3,000,000analogloops* (1 VGE/analogloop) + [72,000 DS1 loops* (24 VGE/DS1

loop) + 140 DS3 loops * (672VGE/DS3 loop)] * (utilization).

~Although the RBOCsgive both of thesenumbersequalprominence,50% capacityfor line utilization is
much morerealistic than 100%utilization. Thus, the smallerfigure would bemuchmoreappropriateeven
if theRBOCs’ datawereotherwisecorrect,which theyarenot.

10 Subtractingthe 3.6M UNE-L lines from the 9.9M lines that couldpossibly be servedthrough CLEC

facilities,theresultis atotal of 6.3M VGE of self-provisionedandspecialaccess-basedlines.

4



CLECs purchased9.322M VGE lines as UNEs, but this figure includes both lines
provided via UNE-P as well as standaloneunbundledloops. The relevant statistic,
however,is thenumberof unbundledloops, becausetheRBOCsareseekingto measure
the number of lines served by the CLECs’ own facilities. Fortunately, the Local
CompetitionReportprovidesdatathatallows oneto “backout” thenumberof unbundled
loops. Specifically, that report providesthe ratio of the numberof unbundledloops to
total numberof UNE-basedlines, asreportedby the ILECs.11 Thus, multiplying the
9.322M figure by this ratio (3.680/9.461)showsthat CLECs purchase3.6M unbundled
loopson a VGE basis. Whenthis 3.6MVGE unbundledloop figure is addedto the6.3M
VGEs of self-provisionedand special access,the result is that CLECs employ 9.7 M
“facilities-based”lineson aVGE basis.

Thus, the certified datashow — from two different perspectives— that CLEC
facilities-basedconnectionsare only in therangeof 9.7 to 9.9M VGEs, not the 16.4 to
l7.3M VGEs theRBOCsassert— anoverstatementin therangeof 66% to 78%. Given
this substantialflaw in the datafoundationfor theRBOCs’ analyses,nonethe RBOCs’
conclusionsbasedon thosedatacanbegivenanyweight.

B. The RBOC Data Are Highly Inaccurate In Identifying At Least
AT&T’s Local Network Switching Facilities And In-Local-Service
Dates

As describedin greater detail below, the RBOCs also attempt to develop a
relationshipbetweenUNE-Pavailability andCLEC facilities deployment. Theaccuracy
of sucha relationship,of course,is dependentupon accuratedata. In this context, that
meansit is vital that theCLEC facilities identifiedby theRBOCsbe local facilities, and
it is alsovital theirdeploymentdatesareaccurate.

Appendix B of the RBOCreport lists the switchestheRBOCs claim areAT&T
local switches,alongwith a claimedin-servicedate. The datacompiledby the RBOCs
for New York andCaliforniaaresetforth belowin Table 1:

~ SeeLocalCompetitionReport,Table4.
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RBOC-Claimed AT&T Local Switch Deployments

Year NY CA

2001 1 1

2000 1 9

1999 6 5

priorto 1999 9 19

Table 1

Thesedatahave severeflaws. First, thesenumberssubstantiallyoverstatethe
numberof local switchesAT&T hasin thesestates. Thereasonfor this is becausethe
RBOCs included many AT&T 4E switches12that are predominantlylong distance
tandemswitches13and that were installedlong beforeUNE-Pbecameavailablein these
states. But evenfor the switchesthat shouldbe appropriatelyincluded,theRBOC data
do not accuratelyportray the in-servicedatein many instances. Removingthe long
distanceswitchesandcorrectingthe in-servicedatesfor the local switchesresultsin the
following, correctswitch deploymentmatrix.14

12 Although AT&T deployedcore long distanceswitchesother than 4Esin California andNew York in

1999,2000,and2001,thoseswitcheswereoperatedby thecore AT&T networkunit, not theAT&T local
unit. This is because4E technologyhas not beenavailablefor new switch installationsof any type since
1999.

13 TheseClass4 switchesmayhavesomeability to handlecertain typesof outboundlocal calling for high

volume businesscustomersthat deploy sophisticatedcustomerpremisesequipment,but are fundamentally
core long distanceswitches. These4E switchesaccountfor more than half of the switchestheRBOCs
haveattributedto AT&T in CaliforniaandNew York. Consideringthe4E switchesto be local switches
also skews the in-servicedate, becausenearly all of the 4E switchesin California andNew York were
installedbefore1999.

14 The accuracyof the in-servicedatesfor AT&T’s switcheshasbeenconfirmedby therelevantAT&T

local networkengineers.
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Correct AT&T Local Switch Deployments

Year NY CA

2001 1 3

2000 6 5

1999 4 0

priorto 1999 4 7

Table 2

II. USE OF VERIFIED DATA AND APPROPRIATE ANALYTICAL
TECHNIQUES FAILS TO SHOW UNE-P DETERS FACILITIES-BASED
COMPETITION

Basedon theirself-prepared,flawed data,the RBOCsdevelopa seriesof figures
that purportto showthatUNE-PhasinhibitedCLEC facilities-basedentry. Of course,to
theextenttheRBOCs’ dataareflawed,theconclusionsthat theyseekto derivefrom that
dataarelikewise flawed. In fact, asexplainedbelow, oncetheRBOCs’ unverifieddata
arereplacedwith verified industry dataandappropriatecomparativemethodologiesare
employed, the results fail to substantiatethe RBOCs’ assertionsthat UNE-P deters
investmentby facility-basedCLECs.

A. UNE-P Report Figure 1 (Claiming UNE-P Deters Facility-Based
Competition)

Figure 1 of the UNE-P Reportpurportsto compareCLEC facilities-basedlines
per 1,000 BOC accesslines to CLEC UNE-P lines per 1,000 BOC accesslines and
concludesthat thereis less facilities-basedcompetitionin stateswherethereis moreuse
of UNE-Pby CLECs. First, aswe haveexplainedabove,the “facilities-based”line count
developedby the RBOCsis severelyoverstated.Without reliabledata,theanalysisthat
theyperform cannotbe given any weight. And notably, the RBOCs’ analysiscensors
evenits own databy selectingobservationsonly from stateswhere total CLEC lines
(facilities and non-facilitiesbased)areclaimedto representmore than 10% of the total
BOC accesslines. As a result, the analysisexcludesnearly half of the datapoints
availablein theRBOC-createddataseries. Indeed,theUNE-PReportexpresslynotes(in
footnote 5) that when all data points are included, the RBOC analysis shows no
statisticallysignificantcorrelationbetweenUNE-Pandfacilities-basedlines.

This admissionis astounding. “Results” that occur only when a data set is
censoredto removeinconvenientobservationsare simply not methodologicallysound
results. Moreover,becausethereare no appropriateerror distributionsto apçlyto such
series,no level of statistical confidencecan be calculatedand assigned.1 Instead,

15 Theordinaryleastsquaresregressioninferencetechniquesemployedin theRBOC analysisassumethat

the datarepresentrandomdrawingsfrom the underlyingpopulation. To the extentthesedatahavebeen
(continued...)
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“results”generatedby engineereddatasetsarenothingmorethanassertions;theyarenot
statistically-basedconclusions.16

As shownbelow in Figure 1, re-runningtheRBOCs’ analysiswith completesets
of correct data further confirms that the RBOCs’ analysisprovides incorrect results.
Specifically, Table 6 of theFCC’s Local CompetitionReportlists the countof linesby
ILEC andCLEC, exceptwherepublicationmayjeopardizeconfidentiality (e.g., Alaska
and Arkansas). Table 8 of that samereport also showsthe numberof “CLEC-owned”
lines by state. UNE-P and RBOC line countsareavailableas a result of the FOIA
requestfor accessto RBOC 477 datamadeby PACE.17 Notably, recalculatingthe
RBOCs’ analysisusing thesedatamakesit apparentthatthe RBOCscouldonly produce
the conclusionstheysoughtto reachin theirFigure 1 by excludinga major portion of
theirdata.18

(...continued)
systematicallyselectedpursuantto somenon-randomrule (e.g., all selectedobservationsare from states
with greaterthan 10% CLEC penetration),this assumptionof randomnessis violated and the “statistics”
producedareno longeruseful.

15 The authorsof theUNE-P Reportattemptto deflectthe importof their full datasetanalysisby claiming

that becauseno significant relationship is found betweenUNE-P and facilities deployment,thereis no
support for a positive correlationbetweenthese two measures. Although that is certainly true, this
admissioncertainlyprovidesno support to the centralpublic policy position that the RBOCsaretaking in
this proceeding— thatUNE-P shouldbe restricted,evenwhereCLECswould be impairedwithout it, in
order to provideincentivesfor greaterfacilities deployment. Statistically insignificantrelationshipssuggest
that therewill beno incentiveeffectfrom anysuchrestriction.

17 Implicit in this approachis the assumptionthat UNE-P is providedexclusivelyby the RBOCs. Theend

of year 2001 Form 477 reportsfor theRBOCsshowsthat theyprovide5.66Mof the5.78M (or 97.9%)of
all theUNE-P lines reportedto theCommission. SeeTable4, July 2002Local CompetitionReport. This
small variationcannotmateriallyaffecttheresultsof our analysis.

18 This analysisalso providesfurther confirmationthat theRBOC calculated“facility-based” CLEC line

counts resulting from the use of the “E9 11 methodology” are grosslyoverstated. Overall, the numbers
derivedfrom themostrecentFCClocal competitiondata(July 2002)show thatthefacility-basedline count
is inflated, on average,by 74%.
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Replicated RBOC Figure 1 Analysis
(Using 12/01 FCC 477 Data, No Data Masking)
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Figure 1

The differencesbetweenthe uncensoredregressionusing the correctdataand a
regressionof thesamedata,but eliminatingthestatesthe RBOCsdid, arestriking. First,
the magnitudeof thecoefficient on UNE-P/1000BOC accesslines (i.e., therelationship
betweenUNE-PandCLEC facilities deployment)dropsby a factorof ten (-0.0423vs. —

0.4205). And second,this relationshipis devoidof any statisticalsignificance(t-statistic
of —0.2231 vs. _2.088).19 Thus, this statistical analysisshowsthat using the RBOCs’
relationshipmodel,whencorrectdatafor all thestatesis reflected,thereis no meaningful
correlationbetweentheuseof UNE-P and“facilities-based”lines in astate.2°Indeed,the

19 t-statisticsareusedto measurethedifferencebetweentwo samplemeans. SeeMood, Graybill andBoes,

op. cit., pp. 432-435. Here,this statisticis employedto testwhethertheregressioncoefficientof —0.2231is
significantlydifferentfrom zero. Becausethis regressionhas47 degreesof freedom,the p-valueof this t-
statisticis 0.824. This meansthat thereis an 82.4%chancethat thereis no systematicrelationshipin these
databetweenCLECUNE-P useandfacilities-deployment.In general,statisticiansrequire thereto beless
than a 5% chanceof no systematicrelationship before they feel confident in concluding that a true
relationshipmayexist.

20 Notethat AT&T in no wayendorsesthesimplisticrelationshipmodelproposedby theRBOCs. A proper

model would control for other influenceson thesevariables. For moreappropriateanalyses,seeRobert
Willig, John Bigelow, William Lehr, and Stephen Levinson, Stimulating Investment and the
TelecommunicationsActof 1996 (Oct. 11, 2002),filed in an ex parte letter from JoanMarshof AT&T
datedOctober 11, 2002 and the Reply Declarationfiled by RichardN. ClarkedatedJuly 17, 2002in this
proceeding.
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low R-squarein the regressionindicates that variations in UNE-P lines acrossstates
explainspracticallynoneof thevariationin CLEC facilities linesacrossstates.21

In anyevent,betterapproachesto relatingCLEC facilities investmentandUNE-P
also show that UNE-Pcreatesno materialdisincentivesto CLEC investment. Oneway
to measuresuch investmentis to track the numberof switch-basedCLECs operating
within theRBOCterritory in a state. Figure2 below showsthe regressioncurverelating
the total numberof lines in eachstateand the total numberof switched-basedCLECs
servingthestate.

Figure 2 first demonstratesthe common sensepropositionthat the greaterthe
number lines in a territory, the more switched-basedCLECs will seek to serve the
territory. Thelogarithmicregressedrelationshipalso indicatesthatasa statemarketgets
furthersubdividedamongcompetitors,themarketbecomeslessattractive(or less ableto
support) the samerateof expansionin the numberof serviceproviders. For example,
whensizeof theaddressablemarketdoublesfrom 5M to 1 OM, thepredictednumberof
switched-basedCLECs doesnot doublebut insteadgrows from about19 to 24 (abouta
25%increase).

Thequestion,then,is whetheror not greaterpenetrationof UNE-Psuppressesthe
numberof CLECs deployingtheirown switchesto servemarketsof equivalentsize. To
assessthis possibility, the datasetusedfor the analysisshownin Figure 3 wasdivided
into states with above-averageUNE-P penetration(based on a weighted national

21 R-squaremeasurestheproportionof thetotal variation (up anddown) in thedependentvariable (CLEC

facilities lines) that is explainedby the regressionequation— which is basedon CLEC UNE-P lines. See
Edwin Mansfield,Statisticsfor BusinessandEconomics,2” ed. Norton: 1983,pp.471-473.

Number of Switched-based CLECs in a State
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average), and stateswith below-averagepenetration. Eachdata segmentwas then
separatelyregressedandtheircoefficientscomparedto seeif switch-basedCLEC entryis
enhancedordeterredby greaterUNE-Ppenetration.

The resulting best-fit lines are very similar; and statistically it cannot be
concludedthat they differ in significant fashion.22 But what is clearfrom this figure is
that everythingelseequal,therearemoreswitch-basedCLECsin stateswith higherthan
averageUNE-Ppenetrationsthan in equivalentsizestateswith lower thanaverageUNE-
P penetrations.Critically, theseregressionsshowsthereis no quantitativesupportfor the
RBOC hypothesisthat UNE-P suppressesmarket entry by facility-basedCLECs (i.e.,
CLECsdeployingone ormoreswitchesin astate).

~iT0N~enetration~teT

Figure 3

B. UNE-P Report Figures 2 and 5 (Claiming UNE-P Deters Facilities-
BasedResidential Competition).

Figure 2 of the UNE-P Report seeks to support the assertionthat UNE-P
discouragesresidentialfacilities-basedfacility competition. It attemptsto do so by
comparingCLEC residentialfacilities-basedlines(presumablybasedon residentialE911
listings) to CLEC UNE-P lines, with eachexpressedasa percentageof BOC switched
accesslines. This analysisagainappearsto usecensoreddata,and not only is faulty on
its own terms, but it fails to demonstratethe existenceof any relationshipbetweenthe

22 Although the highpenetrationUNE-P states’regressedequationindicatesmoreextensiveCLEC entry,

the slope and the interceptfor the high penetrationequationis indistinguishablefrom the slope and
interceptof the low penetrationstatesat a 95% level of confidence.But justas theseparticulardatado not
provethatUNE-Pis correlatedwith higherCLECfacility-basedmarketentry, they alsodemonstratethat it
is not correctthatUNE-Pdiscouragesentry.

Expected Number of Switch-Based CLECs
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two typesof entry, i.e., that facilities entry is less in stateswherethereis UNE-Pbased
competition. In fact, whenthecensoris lifted and all statesareincludedin the analysis,
facilities penetrationis not significantly different in thestateswith high versuslow UNE-
P penetration. Thus, thesedata cannot demonstrateany linkage between the two
variables.

As a thresholdmatter,thereis no reasonablefoundationfor the RBOCsto use
theirown total “switchedaccess”line countsasthebasisfor normalizingthecomparative
data on UNE-P and facilities penetration. The RBOCs acknowledgethat the most
significant source of facilities-based residential competition has come from cable
companies.23 But such cable-basedcompetition is directed almost exclusively at
residentialconsumersand, in only very limited instances,at small businesses. Thus,
normalizingbasedon total switch accesslines introducesbiasesbecausetheproportionof
residential to total switchedlines varies widely from state to state.24 The skewing
resultingfrom this normalizationcouldhavebeenavoidedhadtheRBOCsrelied on their
own certifiedForm 477 datathat reportsdirectly theircountsof UNE-P linesemployed
for residentialand small business,aswell as theircountsof total residentialand small
businessswitchedlines.

It is alsocuriousthat Figure2 showsonly 15 stateswith facility-basedresidential
competition.25 As noted,theRBOCshaveacknowledgedthat residentialfacilities-based
competition is predominantlysupplied by cable companies. The RBOC analysis,
however,completelyfails to takeinto accountothersignificantfactorsunderlyinga cable
provider’s decisionas to whetherto provide telephonyservices,includingamongother
things,whetherits plant is upgradedand cansupport telephony,thecostsfor necessary
upgradesand the need to deploy a customerservice and a billing infrastructurefor
telephony.

Most fundamentally,however, the analysisunderlyingFigure 2 of the UNE-P
Reportfails to addressthebasicquestion— whetherfacilities/cabletelephonypenetration
is lower in stateswhereUNE-P penetrationis higher. This is necessaryto determine
whether there is, in fact, an actual statistical correlation betweenthe two types of
competition. If theRBOCs’ assertionsaretrue — thatcable-basedcompetitionaddresses
the samecustomersasdoesthe UNE-P basedoffer — then one would expectto see a

23 SeeUNE-P Report at 4: “Most facility-based residential competition is provided through cable

telephony(andto anincreasingdegreethroughwireless).”

24 For example,usingARMIS Table43-01 datafor 2001, if the sumof RBOC rows 2100 (Residential

Lifeline AccessLines) and2110 (Residentialnon-LifelineAccessLines) are comparedto row 2150 (Total
Billable AccessLines) by state,thepercentageresidentiallines variesfrom a low of 33% (in theDistrict of
Columbia)to a high of 76%(in Tennessee).The sameis generallytruefor the 15 areasselectedfor usein
RBOCFigure2.

25 It is unclearwhetherthis displayof only 15 statesis becausethe RBOCsbelievethesestatesrepresent

the completeuniverseof where facilities-basedresidentialcompetition exists, whether the data set is
limited by the frailties of the RBOC E911 approach,or whetherthesestatesprovideddatathat wasmost
convenientto theRBOCresult.
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materially lower UNE-P penetrationratein stateswhere cable alternativesexist than
wheretheydo not.26 Whenthis analysisis performed,theRBOCargumentfalls apart.

Again, the Commission’sown Form 477 datacan be employedto support this
analysis. In this instance,the countof UNE-P lines is directly reportedin RBOC Form
477 reportsand asis thecountor Residenceand Small Businessretail lines.27 If, asthe
RBOC conclusionsimply, UNE-P andcable-basedtelephonyservicescannibalizeeach
other’scustomerbase,thentheUNE-Ppenetrationshouldbe significantly lower in states
with cablepenetrationcomparedto thosewhereno cablepenetrationexists. Theresults
areshownbelowin Table3:

FacilitiesIUNE-PResidentialandSmall BusinessPenetrationComparison

15 statesidentified by
RBOCsashaving

facilities-based
residential entry

Remaining 34 states
(presumablywithout

facilities-based
residential entry)

P-valueof
t-statisticfor
equality of

means
(onetail)

Percentof lines
servedon UNE-P

3.5% 3.8% 42.7%

Table 3

Applying a t-test for equality of meansallows us to testthe null hypothesisthat
UNE-P is penetrationis no different in stateshaving facilities-basedresidentialentry
comparedto thosewherefacilities-basedentrydoesnot exist. As seenby the42.7%p-
valuefor the t-teststatistic,the degreeof UNE-Ppenetrationis not statisticallydifferent
in stateswherefacilities-basedentry is presentversuswhereit is not. Thus, thereis no
basis to concludethat greaterUNE-P penetrationdetersfacilities-basedentry suchas
cabletelephony.28

26 Ideally, thecorollarycomparisonshouldbemadeto testwhethercablepenetrationratesarelower in high

UNE-P penetrationstatescomparedto low UNE-P penetrationstate. Unfortunately,such information
requirescablepenetrationratesby stateswhich is notpublicly available. Performingthis analysisusingthe
limited AT&T internal datashowednegligible differencein the cablepenetrationratesfor high UNE-P
comparedto low UNE-Ppenetrationstates..

27 Theimplicit assumptionis that UNE-Pis residentialis predominantlyemployedto serveresidentialand

small businesscustomers. This is a clearly reasonableassumptiongiven that the Commission limited
unbundledswitchingto only thoselocationsusingthreeor fewer lines. The datasubmittedon the RBOC
Form 477 reportsconfirm this. For thestateswherethe RBOC provideda Residence& Small Business
breakoutof UNE-P (accountingfor 80% or all UNE-Plines of theRBOCs),85% wereemployedto serve
residentialandsmallbusinesscustomers.

28 A p-valueof 42.7% is tantamountto absolutelyno statisticaldifference betweenthese two means.

Statisticiansgenerallydemandp-valuesto be 5% or less beforethey would haveadequateconfidenceto
concludethat theoneUNE-Ppenetrationmeandiffers from theother.
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In Figure 5 of their UNE-P Report, the RBOCs compareUNE-P and cable
telephony availability in California and in New York, and attempt to infer that the
reasonwhy cabletelephonyis providedto 480,000residentialcustomersin Californiais
becauseUNE-P is not practicallyavailablein California (servingonly 25,000lines) —

andthereasonwhy thereareonly 170,000cabletelephonysubscribersin New York is
becausethereare 1 .6M lines servedon UNE-P in that state. But anexaminationof the
factsshowsthis diagramprovidesno basisfor suchan inference.

First, it is statisticallyinappropriatefor the RBOCsto look at a specificpair of
states,and theninfer that theirspecific relationshipshouldapply to theentire industry.
This is especiallythe casewhen, asexplainedin Table 3 above,the RBOCs’ overall
data do not supportaconclusionthatUNE-P inhibits theavailability of cabletelephony.
By similar token, thestatisticalconclusionsfor thegeneralmarketdisplayedin Table3
will not necessarilybe evinced in eachand every individual state. When individual
statesare examined,a wide variety of influencescanuniquely interplay to generatea
particularbusinessoutcome— thatmay differ from theoverallmean. For example,not
all cablecompanieshave an equal commitmentto cable telephonyand their service
areas,evenfor thosethat arecommittedto cabletelephony,serviceareasvary by state.
Beyondthis otherfactors,suchassignificantdifferencesin UNE-Pratesbetweenstates
(which affect CLEC entry decisions)and significant differences in the telephony-
readinessof the cableprovidersin thetwo statesmayalso influencethe decisionasto
whetherornot aparticularcompetitivestrategyis prudentfor thosestates. Unlessthese
variables (and other relevantvariables)are tightly controlled betweenthe two states
beingcompared— andthereis no indication in theUNE-PReportthat this hasbeendone
— theconclusionsdrawnarespeculativeasto cause-and-effectandtotally unreliablefor
projectionto othersituations.

For thesereasons,the UNE-P Report’s conclusionshaveno value. AT&T and
Cox are the only two cable companiesthat have made significant commitmentsto
deploying cable telephonyinfrastructure.29 Had the RBOC analysisinvestigatedthe
potential impactof this uncontrolledvariable for California and New York, it would
havebeenobvious that AT&T and Cox havesubstantialcablefootprintsin California,
but very little in New York.3° Accordingly, the fact that there is relatively little
residentialfacilities-basedservicein New York canhardlybea surprise,andcannotbe
attributedto theavailability of UNE-P in that state,but rathersubstantiallyto the fact
thatAT&T and Coxhaveno significantcablefootprint there.

29 Basedupon recentfinancial reportsfor the end of 2001, thesetwo companiesrepresent2M of the

reported2.2M cable-basedVGEsreportedby theCommissionin its LocalCompetitionreportfor the end
of 2001.

30 The2001 Cox10-K identifiesCox’s 15 largest“clusters”thataccountfor 74% of Cox’s customers.Two
are in California (OrangeCountyand San Diego) andnone are in New York. Likewise, AT&T hasno
cablepropertiesin NewYork.
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C. UNE-P Report Figures 3 & 4 (Claiming AT&T’s Comparison Of Its
New York To California ExperienceIs Faulty)

In its initial commentsin this proceeding,AT&T’s submitteddatashowingthat,
on both an actualandnormalizedbasis,it haddeployedmore’switchesin New York than
in California — eventhoughits UNE-P presencein New York was substantialand its
UNE-P presencein California was minimal.31 The UNE-P Reportseeksto createthe
impressionthat AT&T’s dataarenot usefulbecauseAT&T doesnotdistinguishbetween
its investmentsbefore 1999 and after. The RBOCsclaim this distinctionis significant
becauseit was only after 1999 that UNE-P usebecamewidespreadin New York. The
RBOCs thenassertthat when the relevanttime period (1999to present)is considered,
AT&T deployedmoreswitchesin Californiathanin New York (seeTable 1).

As we haveexplainedearlier, theRBOCs’ analysisof theseswitch deployments
is basedon flawed data— misclassifyinglong distanceswitchesaslocal, andincorrectly
listing theirin-servicedates. Table4, below, reproducesthe correctswitch deployment
datawe showedin Table2 above,and adjuststhosedatafor Californiaso thatit reports
Californiaswitch countson an “apples-to-apples”basisto thesmallerstateofNew York.

AT&T Local Switch Deployments

Year California
California

Normalized32 New York

2001 3 1.7 1

2000 5 2.8 6

1999 0 0.0 4

prior to 1999 7 3.9 4

Table 4

As can be seenfrom the abovetable, on a normalizedcount basis from 1999

through2001, AT&T activatedonly 4.5 local switchesin Californiawhile activating11

31 BecauseCalifornia is a state with about75% moreswitchedaccesslines than New York, it is to be

expectedthat CLECsmay deploy more switchesin California than in New York. Thus, it is vital that
California switch counts benormalizedto reflectthe different sizesof the statesif theseCaliforniacounts
areto becompareddirectlywith NewYork counts.

32 This normalizedcolumn is developedby multiplying therawcount of Californiaswitchesby theratio of

switchedaccesslines in New York to that in California. Table 6 of the most recentLocal Competition
Report (July 2002) lists 24.8M end userswitchedaccesslines for California and 13.6M for New York.
Thus, for comparativepurposes,the raw California switch counts must be multiplied by 0.5484 for
comparisonto New York (13.6/24.8).
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in New York.33 Indeed, evenif the “UNE-P is widespread”period in New York is
truncatedto the 2000-2001 time frame, AT&T still added50% more switchesin New
York than in Californiaduring this more recentperiod (7 vs. 4.5). In anyevent,even
though it is statisticallyimproper to infer on the basis of this two-stateanalysisthat
greaterUNE-P developmentresultsin greaterCLEC switch deployments,this two-state
comparisoncertainly lends no support the RBOCs’ hypothesisthat the effect is the
reverse.

D. UNE-P ReportFigure6 (ClaimingUNE-PDoesNot PromoteFacility-
BasedBusinessCompetition)

Figure 6 of theUNE-P Reportseeksto give the impressionthat facilities-based
competition for businesscustomershasbeeninhibited by the availability of UNE-P.
Again, theRBOCsarewrong.

As a thresholdmatter,the numberof “facility-based” lines reflectedin RBOC
Figure 6 is grosslyoverstatedfor both New York and California. In particular, the
RBOCsassertthat CLECs serve1 .5M lines in New York and 1 .6M lines in California
using theirown switches. Thesefiguresarenot credible.

The only meansavailable for a CLEC to useits own switch are to connectto
customersvia unbundledloops, self-provisionedloops, or specialaccess. Theselater
two categoriesare reported,in combination, on Table 8 of the Local Competition
Report. For theend of 2001, the figures were681,678for New York and 909,861 for
California. Subtractingfrom thosenumbersthe“actual” residentialfacilities-basedline
counts assertedby the RBOCs (107,000YGEs for New York and 480,000VGEs for
California),34showsthat CLECs serve 574,678VGE businesslines using theirown or
specialaccessfacilities in NewYork and429,861VGE businesslinesusing theirown or
specialaccessfacilities in California. Thus,thereare33%moreCLEC ownedorspecial
accessfacilitiesservingbusinesscustomersin New York thanin California.

To calculatethetotal numberof CLEC “switch-based”lines,it is thennecessary
to identify andaddin thenumberof lines servedvia unbundledloops. Verizon’sendof
year Form 477 Reportto the Commissiondeclaredthat, on a VGE basis, it provided
336,267unbundledloops in New York and61,226unbundledloops(for GTE areas)in
California, while SBCreported451,319unbundledloops for California. Adding these
numbersto the numberof lines CLECs self-provideor purchaseas specialaccessto
servebusinesscustomers,givesthetotal “facilities-based”businesslines. Thus, in total,
CLECs serve910,945VGE businesslinesusing theirownswitchesin NewYork, while
theyservejust 942,400VGE businesslinesin California— eventhoughCalifornia is 75
percentlarger thanNew York in termsof lines. Not only do thesefigures refutethe
RBOCs’ claimsbasedon the relativeprevalenceof “facilities-based”businesslines in

~ Evenon a raw countbasis,AT&T activatedmoreswitchesin New York than in California (11 vs. 8) in
the 1999andlaterperiod.

~ SeeUNE-P Report,Figure 5.
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New York and California, but theyalsoshowthat the RBOCs’ claim thatCLECs have
1 .5M “facilities-based”businesslines in NewYork and 1 .6M “facilities-based”business
lines in California is incorrect.35

In sum, thefact thatNew York hasa sizeablenumberof UNE-Plines employed
for businesscustomersis notproofthatUNE-Pdetersfacility-basedinvestment. Rather,
becauseNew York hasaboutthe samenumberof “facilities-based”lines asCalifornia
despitethe fact it has less than 55 percentof the numberof switchedaccesslines as
California shows that UNE-P can serve as a meaningful competitivetool when the
operationalandeconomicimpairmentsrelatedto hot cuts andthe needto extendvoice-
gradecustomerioops to CLEC switchesmakeUNE-Limpractical.

E. UNIE-P Report Figure 7 (Claiming New York Ranks Low In
Normalized Switch Deployment)

In Figure 7 of the UNE-PReport,the RBOCspresentdatathatpurport to show
thathigh UNE-Ppenetrationin New York hasinhibitedCLEC switchdeploymentthere.
However,the analysisunderlyingthis claim suffersfrom two primaryflaws. First, the
normalizationis faulty and second,it restson the unjustifiedassumptionthat UNE-P is
theprimaryfactorcausingthehighlightedrelationship.36

In fact, all that Figure7 showsis therecognizedfact that fewerswitchesper 10
million lines areneededto servecustomerslocatedin a denselypopulatedurbanstates
(suchasNew York), thanin low densityrural states(suchasNebraska).This is because
higher lines densitiesallow the RBOCs to usefewer, largerswitches to servemore
customers. Indeed,the RBOCs’ own ARMIS datashow that this situationto be the
normfor theRBOCs’ networks.37Accordingly,anyanalysisof the effectof UNE-Pon
competitionthat reliessolely on thenumberof switchesin an areawithout controlling
for this essentialfact will createmisleadingresults. The following graph (Figure 4)
rankseachstateby normalizingthenumberof RBOCswitchesreportedfor the stateby
the total numberof switchedaccesslines the RBOC reportsfor the samestate. Both
dataseriesarefrom theRBOCs’ 2001ARMIS 43-08reports.

~ Seeid., at 9

36 Again, the RBOCs’ selectionof datafrom onestateout of 48 providesno statisticalbasisfor industry-

wide inferences.Furthermore,certainof theRBOCs’ dataon CLECswitch deploymentseemsinaccurate,
e.g.,no CLECswitchesare statedto existin Colorado.

~ A further problemwith the RBOCs’ analysisis that it appearsthat the RBOCs’ normalizationprocess
includedall CLEC switchesdeployedin a statein thenumerator,but thedivisor includedonly the number
of RBOC switched accesslines in the state. Accordingly, CLEC switchesdeployed in non-RBOC
territories— suchasTampa,Los Angeles,DallassuburbsandLas Vegas— were includedbut all the lines
servedin thoseterritorieswereexcluded. Fortunately,theRBOCsprovidedatapermitting identificationof
the CLEC switchesdeployedin RBOC territory and ARMIS dataprovides the correspondingswitched
accessline counts. SeeUNE-PReport,AppendixB (in which CLEC switch deploymentis representedby
stateandBOC Region). Switchedaccesslines are reportedby theRBOCsin ARMIS 43-08. Correcting
this error,as is donebelow,permitsa moreappropriatebasisfor analysis.
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State Ranking: RBOC Switches/1OM RBOC lines

~Ifl~llIll
Figure 4

If the RBOCs’ claim that UNE-P discouragesinvestmentwere correct, CLEC
switch deploymentper 1OM linesshouldrank significantly lower thantheRBOCrank on
the samemeasurein stateswith a high UNE-P penetration,and should be significantly
higherthantheRBOCrank in stateswith low UNE-Ppenetration.38

This is a testablehypothesis.Table5 below, showsthe averagenumberof CLEC
switches/1OM lines deployedin RBOC territory in a state,divided by the numberof
RBOC switches/1OM lines deployedin the samestate. As canbe seen,even though
UNE-Ppenetrationis 755%higherin high UNE-P statesthanlow UNE-Pstates,CLEC
switch deployment intensity is only 15% less (relative to CLEC/RBOC switch
deploymentof 1.03 versus1.21). But eventhis 15% figure is not statisticallysignificant.
Thep-valuefor a t-testof equalitybetween1.03 and 1.21 is 22.1%— again,well higher
than the 5% thresholdrequiredfor statisticalsignificance. Thus, thereis no statistical
evidence that the CLEC switch deployments (normalized by the BOC switch
deployments)areappreciablylower in stateswith high UNE-Ppenetration.

38 The assumptionis that the RBOC ordinal rankingreflectsthe effectsof geographyandpopulationupon

thenumberand sizeof switches.Accordingly, oncestatesarerankedbaseduponthe CLEC switches/1OM
lines, if a state’sCLECrankingis higherthan state’srankbasedon RBOC switches/1OMlines, then CLEC
switchdeploymentin thestateis more intensivethan RBOC switchdeployment.
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Developmentof UNE-P
in a state

UNE-P
penetration

CLEC sw/1OM
divided by RBOC

sw/1OM

Abovenationalweighted
averageUNE-Ppenetration 8.3% 1.03

Below nationalweighted
averageUNE-Ppenetration 1.1% 1.21

Table 5

F. RBOC Figure 8 (Claiming UNE-PPenetration Is Inversely Correlated
With Facility-BasedLine Penetration)

In Figure 8 of the UNE-P Report,the RBOCspurport to provide statisticsthat
show that “most” stateswith high-facilities-basedpenetrationhavelow UNE-P usage.
This “conclusion”appearsto be basedon ahodgepodgeidiosyncraticobservationsby the
the UNE-P Report’s authors’ (e.g., “all nine states that have proportionatelymore
facilities-basedlinesthanNew York also havemuch lower volumes,”“six statesin the
formerBell Atlantic regionhavemorefacilities-basedresidentialcompetitionthanNew
York,” “while WorldComhasdecidedto provideresidentialUNE-P in bothMasschusetts
andPennsylvania,AT&T hasdeclinedto do so”). Suchsnippetsdo notprovideevidence
that allow for statistically soundconclusions. If the RBOC claims regardingUNE-P
disincentiveshad any credibility, thepenetrationof facility-basedlines should be lower
in stateswith high UNE-Ppenetrationand vice versa. Table 6 below, however,shows
thatthereis no suchrelationship.

First, any statistically basedconclusionsmust be predicatedon accuratedata.
TheseRBOC analyses,however,appearto be basedon sameinaccuratedatafor CLEC
facilities deploymentsthat theUNE-PReport’sauthorshaveusedthroughouttheirwork.
Second, using all available accuratedata (i.e., not just data selectedaccording to
idiosyncraticprinciples, suchas “the six statesin the former Bell Atlantic region”), a
statisticallytestablehypothesismustbeformulated,suchas“facilities-basedCLEC entry
is higherin stateswith lessUNE-Pentry.” Table6 below, comparesthepenetrationrates
for facility-basedCLEC lines39 in thehighestUNE-Ppenetrationstates(i.e., the states
with UNE-Ppenetrationat or abovethe nationalweightedaveragepenetration)versusin
low UNE-Ppenetrationstates. This table againdemonstratesthat thereis no evidence
thatthe facility-basedline penetrationrateis appreciablyless in stateswith high UNE-P

~ Facility-basedpenetrationhasbeencalculatedusingthe CLEC lines reportedon Table6 of the Local
CompetitionReportandthensubtractingtheresoldlines listed on Table8 andtheUNE-Plines reportedby
theRBOCfor thestate. If no dataregardingresoldlines wassuppliedin Table8, butdataweresuppliedin
Table6, thenthe defaultprocedurewasto subtractthe RBOC reportedresoldlines unless the resultwas
negative. The approachby necessityeliminated 15 states,becauseof the lack of a value for total CLEC
lineson Table8, andoneadditionalstatecouldnotbeusedbecauseof aresultingnegativevalue. Thus, the
resultsfor 32 stateswerecompared.
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penetration.And from astatisticalstandpoint,theRBOChypothesisthatfacilities-based
line penetrationrateare less in stateswith high UNE-Ppenetrationcomparedto states
with a low UNE-Ppenetrationhasap-valueof only 46.9%— well higherthanthegeneral
statisticalthresholdof 5%needednot to reject the hypothesis.Thus, whensubjectedto
correctstatisticaltechnique,the musingsof the RBOC UNE-P Reportare shownto be
completelyunfounded.

Developmentof UNE-P
in a state

UNE-P
penetration

Facilities-based
penetration

Abovenationalweighted
averageUNE-Ppenetration 8.3% 5.7%

Below nationalweighted
averageUNE-Ppenetration 1.1% 5.8%

Table 6

G. UNE-P Report Figure 9 (Claiming ILEC Investment Does Not
IncreaseasUNE-P Increases)

Finally, the RBOCs purport to offer a regressionstudy showing that ILEC
investmentdoesnot increaseasUNE-P increases.40As an initial matter,it is puzzlingas
to why theRBOCsshouldadvancethis claim. It is theRBOCswho areadvocatingthat
CLEC accessto UNE-Pshouldbe withdrawnsothat theywill be encouragedto increase
their facilities deployments.But this regression,on its face,saysthat therewould beno
suchincentiveeffect on ILECs. Rather,it showsthat theavailability (ordenial)of UNE-
P is atbestneutralasto ILEC investmentincentives.

In all events,eventhis RBOC analysisis flawed. As explainedin greatdetail in
the white paperrecentlysubmittedby AT&T entitled, Stimulating Investmentand the
TelecommunicationsAct of 1996, the RBOCs violated basiceconometricprinciples in
performingthisregression.First, theRBOCsappearedto haveusednetplant (ratherthan
changein netplant) asthedependentvariable. This is crucialbecausetherelevantissue
is howtheavailabilityof UNEs affectsinvestment.Investmentis indicatedby changesin
netplant, ratherthanthe simple level of netplant. Second,theRBOCsfailed to include
controls for othersignificant factors that couldbe reasonablyexpectedto influencethe
relationshipbetweenILEC capitalper line andthe proportionof lines servedby CLECs
usingUNE-P. In particular,thereareno controlsfor demandfactors,theunderlyingcost
of telecommunicationsinfrastructure,or the effectsof regulation. As a matterof basic
econometrics,the omissionof suchhighly relevantvariablesmeansthat the estimates
obtainedarebiasedandunreliable. Finally, asexplainedabove,thedatarelieduponfor
this analysisare incompleteandseverelyflawed. In contrast,therigorouseconometric

~ UNE-PReport,Figure 9.
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analysis conductedby ProfessorWillig et al., using correctdata, demonstratesthat a
reductionsin UNE rates correspondswith statistically significant increasesin ILEC
investment.

CONCLUSIONS

As with prior anonymousRBOC filings, in placeof verified datathe UNE-P
Reportusesself-prepareddatathat areriddled with errors,censoredand/orbiased. In
addition, it subjectsthese “data” to questionablecomparativetechniquesand draws
conclusionswithout applyinganystandardstatisticaltests.

When the RBOCs’ claims are reviewed utilizing reliable data and properly
executedandverified analysis,theseclaimsareshownto bebaseless— and,indeed,often
adirectly oppositeconclusionis warranted.In particular,aproperanalysisshows:

o UNE-Pdoesnot detractfrom CLEC facilities-basedline penetrationordiscourage
cable-basedtelephony;

o UNE-Pdoesnotreduce— andmayin fact increase— the intensityof CLEC switch
deploymentperaccessline;

o AT&T’s comparisonof its experiencein New York and California is fully
accurateandis not contradictedby theRBOCs’ efforts to examinetheexperience
of thebalanceof theindustry;

o UNE-Pdoesnotreduce,andmayinsteadincreaseRBOCinvestment.

Thus, the inescapableconclusionof theseempiricallybasedstatisticalanalysesis
that UNE-P is notdetrimentalto CLEC andRBOCinvestmentincentives.
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