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I hereby certify that I have this day sc:m:d u true and exact copy of the within and 

foregoing Prefiled Testimony of Tony H. Key and David E. Stahly on behalf of Sprint 

Communications Company Limited Partnership via Express overnight mail (Airborne:). to 

the following: 

GTE Florida Incorporated 
Anthony P. Gillman, Esq. 
M. Eric Edington, Esq. 
One Tampa City Center 
201 North Franklin Street 
Tampa. FL 33602 

This 3rd day of October, 1996 
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BEFORE THE FLORIDA PUBLIC IEIMCE ~liON 

DIRECT TESTIMONY 

OF 

DAVID E. STAHLY 

ON BEHALF OF 

SPRINT COMMUMCA110NS COMPANY 
..-TED PARTNERStiP 

1 Q. ,..... ..... yourfullftiiMMCibuliMialddNel. 

2 

3 A. My name is David E. Stahly. My offici eddrea In 8140 WMI ParkwaJ, t<ansn City, 

4 Missouri. 64114. 

5 

6 Q. What .. JOUf poeltlon? 

1 

8 A. I ,8f11 ~by Sprint Cornmunlc.tiona CompMy Umled Pertnerlhlp rSpnnr.) as a 

9 Policy Manege~'. 

10 

12 ~· 

13 

1 
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8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

A. I recei'Md • B8cMior of Alta degrM In loonomlol from 8tlgh8m Yount Uniwlf'lity In 

1885 ......... of Arts degt'Min Public Polley from the UtMrlity of Chicllgo In 1887. 

I bepn wcwtdng for Sprint In 1884 • I Mllnlllt' of Regulllory Acclu Pllnning. fn lhlt 

~ .. INIIflllntld Sprint before ltlel and fldnl Ngldi1DI''I comm6lllana ntpn1ng 

IICCIH ..._ 8nd Sprint'a negotiltld 100111 pftolng lnd rite atruc:hnl with the loclll 

exc:hlnge Cll'rtlta rLECa"). 

Prior to joining Sprint' a Long DiUnot DMIIon, I Wll emPo~ ~Sprint Corpcntjon'a 

IOCII telephone .tfilllll, Sprtnt.unleld NMh Clnerll ruNC•) from 1880 to 1894. In lhlt 

~. IWII mponaibll for COitillg and prtoirlt IWitc:hld lnd IPidlf ICCIIS MMcea. 

Wile It UNC, IIIIo conduc:ted CGft'411tllM lftiiiVMa. Prior to joining Sprint, I worbd 

Cornmluionlfl from 1811 to 1810. In thlt CIPICit'/, I PfOVIdld t'tnlndlllndiCOIICif'IIC 

.....,... of telecommunicetlone, 111 and ell Citric utili'/ IMuH lnd lllliltld in the 

,....,.,.,.. of Ofdlrl end opinlolll. 

...., current retpOnlibllitiN lndudl ooonJinltlng wilt'l ~of Sprint buainln 

units repding ,..,......., metllfl, ~to lhldlooelopmetlt of Sprint reg~.e.toty 

policy, lnd teltif)'l<lg on behllf of 8prtnt GOnOimlnG economic lnd NgUIItclfy policy In 

tel1~11. I hive teltMid MfoN 1M ArtllnUI Public: SIMoe Commiulon, 

the Georgie Public SeMoe COmmlll6on, the Olcllhoml Corporation Commialon, and 

the Wahington Utility lnd TrenepoMtlon Commllelon. 

2 



1 

2 

3 Q. WMt • 1M purpoee of your f8ltlmony? 

• 
5 A. 

6 

7 

6 

9 

10 

11 

12 

13 

1. 
15 

The purpoee ol my tntimony II to dncftbe Sprint's position on .. ol the pricing 111ues 

thlt hive blln urneolved In negotiltiol11 over the ln&erconnec:tlon egreement bltween 

Sprinl Md GTE FloridllnQOI1XIf1lted rGTE"). The teltln~ Will cover COlt-baled 

pricing fof 11...-colwleetion, unbundled nelwoft( Ill menta, end tranlpoft and termln8tlon 

of lr8ffic including dllcuslion of Interim '*'end lhe ~of penn.,_,. met 

whollllle pricing inc:IUdlng diiQ .. Ion of the avoided COlt rnethodology.establilhed by 

lhe Fedlnll Communlc8tionl Commillion ("FCC"). Findy. the tntlmony win cover 

lmportn pricing l*iiY ...... Including lhe IPPbtion ol volume dllc:ounta, ln. 

16 I. TELRIC-bued Pricing Methodology 

17 (A) Summary of Pa.ltiOn • TEUUCobaed Pricing Methodology 

18 Q. Haa ~GTE provided coet atudlle lhet Ntla~ 1M NqUI,....nta of 1M 

19 Teleco......-.ICIIIOM Act of t• (1M Act) Mel 1M FCC'a Fllat Report and Onler 

20 Nlluld Augud I, ttllln CC DocMt No ...... (•FCC OfderM)? 

21 

3 



1 A. 

2 

3 

4 Q. 

5 

6 A. 

7 

8 

9 

10 

11 Q, 

12 

13 

14 A. 

15 

16 

17 

18 Q. 

18 

20 A. 

No. SpiN_. r•ecUo file furtMr .._nony when TELRIC b uad coat lludies .. 

pnwided. 

The Ad requiMI thlt lncunbent l.oc:ll Exch8ngt Complny (ILEC) prices for 

inlefcolw . .c:tion and nelwodt alameru shill be beMd on coat (without re-.nct to eny 

•*IIIII prac.edli~g) 8nd be nondilctirninll. Md NY Include I reaoneble profit. 

Section 252(d)(1). 

WMt doM 1M FCC 01-.r NIIUifl for pricing of lnllrcor.ntctlon end MIWOit& 

.......... ., 

The FCC Order,....._ that lillltCOIIiwc::tion Md unbundled lllmeta be priced biNd 

on the eum aftcltlllllft•lt long run lnaemenlll coat (TELRIC) n • reetonlble 

21 eCOIIOft'Mc COil Mote epedllclly, Sprint NCOIM*Ids: 

22 



1 

2 
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6 

7 

8 

9 

10 

11 

12 

13 

• 

• 

Prien for lu..,c:onnection 8nd unbundled ellmenta lhould be dlviiOped Uling 

the TELRic-baHd pricing methodology eatJiblllhed by the FCC. 

exchange cerrter. 

The re810111b1e profillevef to be InclUded In TELRIC lhould be lht moat reatnt 

authorized lnlraiWte rate of return or pmcribed intelstMe r8te of return. 

Pticn for networtc elernentalhould be~ duvefaged; for exemple. 

ec:co~ding to high coat. medium COli. end low cost ..... 

14 (8) TSLRIC 

17 A. 

18 

18 

Totll Semce Long Run lnaementlll eo.t. or TSLRIC, ,..,...nil the lncremenlll cost 

oiM entire product.' In other words, TSlRIC ,._.ntl .. the costa directty QUI8d 

by e MNice. TSLRIC II ello 1011'1111titlllt clllld totallnclemlntel COlt, long run MNice 

20 lncremecUI COlt, long run lnclerntrUI cost· tote! MfVIce, or eve181Jelnc!emel1tll cost 

W11M1 J. a.umol. &••M••• 113 (1a). 

5 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

18 

17 

18 

19 

20 

Q. 

A. 

(when divided~ output).2 TSLRIC Includes II of the aeMc:e 1pedfic fixed costs Met 

volume Hnllttve COlla. H repreMnlt the 10181 burden thlt the aeMc:e pllcn upon the 

resources of a. compeny. In more IQCiM tlnnl, TSLRIC IIIIW diffel•a betwell'l (1) 

the tcQI COlt of I complny thll provides the ..... end I number of Clthlll, end (2) 

the 10181 COlt of thM ...... COIIII*'Y if It pnMded .. of ila OCher ter-licn In the ..,. 

quentliet, but not the MIViclln question. 

Why lelt...,....... to Include T8LAIC In prtcft for lnlllconnlcUon 1nd nelwOIIl 

........... , 
TSLRIC II.,. eppropMte bills for fltft beciiMil ,._.a the ec:onomlc: COlt of 811 

of 1M resources 1M ILEC II using IOIIfy to provide the ildiltCOIHIK'tionllnd network 

elemenls. Using TSLRIC ensures thll the COlts the irUfcor•lediollllltd/01 netwoltt 

e1emen1s cause.,. not being covered by othet eervicet. Most lmportriy, .. • 

rneas&n of forwlrd.tooklng economic ooat, TSLRIC belt replates 1M conditiona of 1 

compelilive merbt end reduces the eblllily of .,.lnc:urnbent LEC to enpge In anti

compelitive beh8vior. 

\Wilm J. Beumol & J. GNgoly Sidllt, Jp d Cacti 'M' pIn I mel T*rtO'Jr 67.e (tiiiN). 

8 
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1 

2 (Ct TELRIC 

3 Q. 

4 

5 A. 

6 

7 

8 

EaMtilly, TSLRIC and TELRIC COiting methodologies ere the ume. Their 

differences.,.,...... to the lllml being COiled, not the method of de\ eloping the 

COlts. More tpte:ificiiJ, TSLRIC ttudi11 detennine the fondfd.looking. long run 

inCrernlral COlt of..,.,.._ while TELRIC ltudiea determine the fotwatrd-looking, long 

9 run lncRmerUI COlt of networllellmenta. The FCC chose the tenn tO'Ial"element" 

10 long-run lncNmlnlll COlt to reflect th8t the "..-vices" in question .,., In reality, 

11 "elemeta• of the network. The FCC.- noted that unlike telecommUI'Iication ~~~Vices. 

12 network ellmlntl conftpond to diltilld network fKilitin (~ 678). 

13 

14 Q. P11111 clllcrllllhl TELRIC b•ed pricing lllllhodDiotr M defined In the FCC 

15 Order. 

16 

17 A. 

18 

The TELR~111d pridng methodology defio'l8d by the FCC reqWin prices to be set to 

recover the following Cltlgorlel of COlts: 

19 

20 I. 

21 a) Incremental costs of fecilltiet end operetions dedicated to the element 

22 b) Incremental costs of shared fecllltiK end operations. 

7 

___ j 



1 

2 

3 

4 

5 

6 

7 a. 
8 

9 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

.-

H. A ruiOMble .uoc.tion of common costa 

The dlrecll1.arlbullble 1ncrement11 COlt of the element would be detennlned via an 

~ dew'opedTElRIC COlt of I8IYice study. Sprint•a poaition on an 

appoprt•• 11o Clition d common coats will be deMed below. 

P11111 d11artlle lp(.elt'e poeltlon on M ~developed TELRIC coat of 

..mc.etuc~y. 

The FCC dulty def'•• _,.,.. chlnctetiltiel of an apptOpriltely de'teloped TELRIC 

COlt of MNice IWdy. Thlle c:NtKterlltic:llhould be reflected In lnY study IUbmitled 

to the COmmillion for biPPfOV8!. All apptOpriltely delielaped TELRIC study: 

1) Wlllndude the long Nn. incten'lerUI costa ceUMd by or cfifedty ~to the 

epec:iftc lllmenl Thil will include both c:oltt CIUMd by fecifitiel end opet lltions 

deck I' I d to the Ill menl Md lhoM feclllty Md opeqtiona costa IMred iW 8 group 

of•"**· 

2) Will r..nect per...nt coats derived from total coats using reasonable. acante fill 

facton. 

3) Will r..nect Ql'flnlwn ceneer loc:ltion and the moat efficient technology available. 

4) Will Include a rMIOI'IMIIe return on Investment. e.g. proftt. 

5) M Nftec:t economic depredation,..... 

8 
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3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

6) Will not Include embedded costa, rellll COlli, opportunity c:ostt or tublldiel to other 

elements or Mrvicea. 

The FCC'a order requlrea ILEC'a to "expl8in with apecificily why lllld how apec:ific 

functions.,. necUIIfY to provide netwcn el1menll end how the ••odaced costa 

wete deYeloped." ~ 691) Reltated, the burden of proof II on the ILEC to 

~ .. coats included In Ita TELRIC atudlea. Since Sptint haa not been llffolded 

the oppoftunlly to review GTE'a TELRIC atudies, it resentea the right to aubmit future 

testimony Nllted to those coat studin once It hllnrvilwld thole aludies and made Itt~ 

detefmln8tion of wtlether the~ of the FCC order hive been Ulilfled. 

PI••• deacrlbe what • mNftt by .. coata diNCtiJ atlrlbutlllle to the· apeclflld 

element". 

The FCC defiled directly lltribuUible fonnrd4ooklng cost to Include IIICt'emenwl 

1mt e1li..,. colla and...,... cledicM'Id to thl element n welln the Incremental 

coati of facilities n oper8tiont costs lhlt arelhared by a aet of network elements. 

Directly tdtributable costa, then, .,. coatllncuned tp8Cificllly In the pnMaion of • 

particular network element. To the 8ldenl thll ce1t11n netwcn ele"** ah.re facilities 

or operations, these ahared coats 8telnc:luded In the TELRIC of that Ml of elements 

end ate to be 8llribut'ld to apeclfic network ellrnenta In reasonable ptapG~tioua. To use 

the Fcc·a example, conduit that II uaed for boltt ••office transpoft end loopa may be 

appottion'ld to both the illtetoffice transpoft network element and to the local loop 

9 



1 

2 

3 

.. 
5 

8 

7 

8 

9 

10 

.. 11 

12 

13 

14 

15 

18 

17 

18 

19 

20 

21 

22 

1l1ment. Unless it c:.n be demonlnted thlla c:oet il clldk 11 Ill to the pro~ of a 

pattlc:ular netwotk element (or HI of elements) It CIMOC be Included in the TELRIC of 

lhe •rnent (or set of elements) . 

(D) Common Coats 

A. Common coati are one type of lhared COlt. sn.red costs we costs thet are: 

~ ~hated by more tNin one Mnlice; 

~ lncnmeral to • Mt of seMen ~hating the c:oeta; and 

Anolher way of saying thil II thlllhaNd c:oet1 ...... ntill to the pnMiion of more 

tNin one teMce and do net Vfl'/ wilh the output of any of the MNices. 

• ShlllfKI inctemenlel ~· -lhared c:oetl thll .. lpeclfic: to orly --teMcel. 

For example, loope and nntport may lh8re condull. but theM cotta .. net 

~hated wilh unbundled local ~ag. TELRIC includn ~hated lncrMlental 

costs. 

10 
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5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

• 0Vett118d ahat8d coat•- These .. common coeca. They .. stwed by au 

MMcel. These .. coeca thiC do not c:Mnge or go -.y ...-..the company 

goes out of bullnlta. Thl clinic eumple Is the preeldenl'a dealt TELRIC 

doel not Include ovet'he.ctlhlled coeca. 

In the TELRIC ~lied prtclng IMihadolog, whllt II meant a., "faa ssenllaMing 

Under the TELRIC-blled pricing methodology, fofwlrd-looldng common COlli repre~ent 

the other componeN, liang wllh TELRIC, to be Included In ILEC price~. These costs 

.. not lpecillc or dnctly ettributed to an element or lit of elementa. Also, Iince 

lntercon;lldlon and MlwOik elementa .. intermect' lie produc:ta, and not ret8il aervice 

offer'•~ga. auc:tt coeca • marbting. billing, and Cllher,.... rel•1•d coeca .. not relevant 

common coeca. The ody -~•It common coeca, then, .,. thole COitalhat .,. 

inCuned In the OV*'all opemion of the finn, e.g. ~....,.., n... COlts .. 

common to .. seMc8l and apeclftc to none. The --lion of the atandatd of using 

"fofwwld..ooki" common COita meena that pricea cannot be beaed on historical (i.e. 

embedded or accowding) common coats. 1hll II can•...,. wllh llt.8blilhed economic: 

COlt Pf'•lc:IPel and the over.~ folw..s.tookir~g economl~ COlt peradlgm lido pled by the 

FCC. 

11 



1 (E) Contrlbutlona to Common Coeta 

2 Q. Don the FCC provide UJ diNdlon Nfl11 d to the eire of CCiftlftiOft COlla to lie 

3 lncfudld .....,._ TELRIC ll111d prtcll• llllltla~ 

4 

5 A. 

8 thin for MMcallka networtt alarMtlltl corratpoud to..., ... natwortc ,_.. lhM 

7 have dlltilld opetlllltiii c:hnc:tlrilticl. Allo, under lhe TELRIC meltlodology, mMY 

8 feclllllat COltS thel may be common wllh ,...._.to "MMclt" will be diNctty drlbulad 

8 to lhe t.cillllal when ofJerad • unbundled natwolt alamantt. The FCC lllo ltNd thM 

10 1 property conducted TELRIC mathodology wl.artbute COlts to lpedfic alamtf'U to 

11 the greetnt poalibla extwll, which wl racMI lhe emount of common COltS. 

12 

13 Q. 

14 

15 

10 A. 

17 

18 

18 

20 

21 

Don ... FCC provide lftW gulciMce with fHpact to ..... loc:alloft of cammon 

co.la? 

v... Thl FCC d• 1med two allocltlon mathoda to be reasonable end rajacted another. 

The two reuonebll methods include: 

• lhe use of 1 fixed .eo C8tion, IUCI1• • parcarUgl IMitcup over thl diNctly 

.etributMIIa forward4ooldng cotta 

12 



1 

2 

3 

.. 
5 

6 

1 

I 

0 Q. 

10 

11 A. 

12 

13 

14 

15 Q. 

18 

17 A. 

11 

18 

20 

21 Q. 

22 

• the lila cltlon d only • NletiYely IINI.,_. d common coeta to C8ftlin criticel 

necwortc lllrnenll, IUCh • the locelloop end c:olo c:ltlon, that .. molt cfiftlc:ull 

for •••• to repiM •• prompay (I.e. boetlenedc fecllitils) 

The FCC eXIlklfy ,.,, C1ld lila cat1ooa that rely on lila C8tlng common COlli In 1nvene 

Pf0P01tion to tht ..,~~~~v~~y d dlmend for vlrioul networtc elernenll. They concluded 

that IUCh lila cltkli• melhoda uncNnnlne tht ~ objective• of the Ad. 

Sprint recommendl thet tht conlrlbutlon to common COlli be Mt • • ·perclfUgl 

mertwp ebove tht TELRfC of the ••• ment to relied the torw.d-looldriglhered COlts of 

• f88IOnll3ly eflldenl ftnn. 

Including • portion of lhell COlli II epproprilte beclule revenues from PfOduds mutt 

getlef'llly mike 1 coNrtbullon to covenng common coltllf • CCifnPMY II to produce the 

product. Thilil true both from • bullnesl perlpiCtive end .. eCOiiOmlc perepective. 

Pllale..,..tlwlluelnlll~. 

1:3 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

A. 

.. 

The molt common pricing prKtice In buaiMH it to Include • c:onlribution to lhlled 

costs in prices.1 BuliMIIea determine the appropriete contribution MYer8l ways. The 

molt connon way II to limply~ • unlfonn rn8rkup lbove the lnc:nlmlrUI cost. 

Thia II often aitieized • not being In the belllnterelt of the CGmPMY bec81118 the 

COfi'IPMY could IMke men money lit V8fled 1t1 mlftwpl on the blsll of competillve 

.,........• Howwver, when the COfnPMY II• monopoly or at least hM ligllifant 

nwtcet PGMf, 1111 not In the CUI&omela' ....... nor in the public illterftt for the 

cornplny to be 8llo JJid to muimlze ltl profill bV h8ving high m8llwps In non

competlive markatl Alfative to rNitcupl in compttitivt i'nilbtt. lfl fact. OM of the 

Thil it one of the fUIOM why Sprint belllvel th8t Ng&Mtion should ntQUife ILEC. to 

price intefconne<:tio and netwol1( elen'leiU In non-competitive marketS Nat litce they 

would I .. of their IMftcetlwere fuly competltlw. By tiNting 811 martceta • equally 

competillw, ILEC. would Include no mcn thlln an average conlribution to common 

COitlln prices for~..,._ such • ilteR:olntedion 8lld netwofk 

elements. 

...,._ L Ptppel& M11t1 ~ .... _.. F 1!!1!1!ra 6J3.8' (1990) . 

....,... & ~. ... Q w f' l!!l!l!ra 676-84 (1880). 

14 
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5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q , 

A. 

Q. 

A. 

From 11'1 ~ perlpldive, prices need to rMke a c:oNribution to common c:osts to 

ensure ttMII the prices .. IUStainabll. The technical definition of IUitalnable prices Ia 

prices that: (1) allow ll'l'efficient compMty to ..., nonnal pofils; (2) do not Invite 

result In ., eflic:lent matbt. 1 In this c:.ae, ., efficient mar1cet il one that provides the 

lowest overd COlt of producing the industry's pt'Oduda. Suatalnabla prices allow • 

COfl'lf*'Y to compele In a rn8fbt and urn a nonnal profit. 

How much common coat ehoulcf belncludld In IMin:onnactlofl prtcee? 

The amount that ~prices should be marked up should be baed on the 

amount of forw8td.looldrl common coM~ a ~Y has ..aat1ve to b overan cost.. 

Conceptually, the martwp woutd be calcul1&1d by diViding the company's economic 

common COlts by the sum of ita TSLRICa. 

6 TN~ ••••• llldliplldtom Wllm J . Baumal, • · .... cmw•• lllfMII!Id .. nwn ari!!!MQ 
StM:IIn 3t• (1811). 
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• I 

1 Q. Why Ia • unlfonn mMiulp eppropriltt for allocating common coetl? 

2 

3 A. There.,. two rNIOnl. Firat, a uniform m81tcup ltNta the non-competilive merbtiM if 

4 they went competitive. Thil helpl keep ILEC. from using revenue. frQm non-

5 competitive merlclll to finlnce competitive respontet In competitive markell. The 

6 second r:eaon iiiNil uniform mlllwpt .. nondilcrimln8lo. Section 252(d)(1)(A)(Ii) 

7 of the Ad. requireiiNil prices for lntercoroileetion and network e1ementa be 

8 nondiscrimineto. Price dllc:rimlnation exists when rneftwl» Vll'l emong diiMt of 

9 customets.1 The Ad doll not llloW for degree• of dilcriminltion. For • ..,... the Ad 

10 does nat ..... th8t prices should not be unrNIOn8bly ditcrimlnltory. The Ad.limpfv 

11 8llowl for no discfiminMion. 

12 

13 Q . You Nlcl thet the mnup ehould be Hm ... d to ..n.ct the common coeta of en 

14 economlcatly efllclent local ....... Clnler. Why ehould the ......... NmiiM? 

15 

18 A 

17 

18 

19 

20 

21 

II 

Umiting the m8ltwp MM1 two putpOMS. Firll, It pnMdea lncentNes for ILEC• to 

become mont efficient. Bulng price~ on ILEC.' own com does not provide ILEC• the 

same etlic6ency 1ncent1vn • pure price regulation or competition. This il true even tf 

the COitl.,. meaured .. ec:onomic colts relher thin at eccounting COIIIM hes been 

done In rete of return NgUiation. A maximum contribution impfovn the efliclency 

incentMI. The second purpoM of the maximum mertwp il to provide a limit on the 

p..,._ & tfirldley, MINigeflll Economk:l 57W (18110). 
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Q. 

A. 

: 

cdStl thet can be c:hatged to competitors. ILECt hive en Incentive to chlrge high 

prices to competilen. These high prices give ILECt a financial advlntage ovet their 

c:ornpetlkn by lnc:IMIIrV the ILECt' margin~ re11t1ve to their competitcn' margins. 

Llrnlling the nwtwp helps limit the plicet that ILECt can chqe to competitcn. 

YH. Sprint hat ..wtwed two toUrc:n of public data thlt reflect accounting menures of 

COlts thllt.,. ~common in r\ltufe. These rneaaur.s do not reflect an 

eppropriele ~for defining common COlli In ac:cordance With 1M FCC rules 

bec1111e they.,. tliltorlcaiiiCCOW1tlng costs. not~ economic common 

costs. ttowever, thlti8RIIyles may pnmde • benc:hmark that can be used in 

8YIIIuating the rusonablenltt of PfOCM)Ied common cost levels. 

First, Sprint ,.._d accounting data repoNd to the FCC by T•r 1 ILECs. A T• 1 

ILEC It en ILEC with more than $100,000,000 In annual revenues. The data reviewed 

w .. for 1895. Thlt enalyala ia provided in EXHIBIT 1 Thil analysis Shows that, on 

averege, Tier 11LECa' Corpoqte Opetationa Expenses (Ac:count 8700) are about 16% 

of Tolal Operlltlng Expenses. And, on avet~gt, Tier 1 ILECa' Genere:• Support Plant 

(Account 2100) lalbout 15~ of Total Tellcommunieationa Plant In Service. 

The aeeond analyalt Ia from Ex Parte rNileriala filed by Southwestern Bell in the Matter 

of Feder:al.State Joint Boald on UniYeraal Ser.ric:e CC Docket No. 96-45o. The analysis 
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1 
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.. 
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D 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Q. 

A. 

Q. 

A. 

7 

• 

II provided In EXHIBIT 2 showing thlll Soua1weltem Bell c.iollatn its own Iot.t 

Commorl Colts to be 11% of its Iot.t Goals. 

(F) Retum on lnv•tment 

COlt of aplll II whllt • compeny hee to pay Cftlditorl end lhlreholdn fot the money 

the company usn. The payment to cnldllorl II gener.ay celled Interest. The payment 

to~~ ll...,_..y cellld PfOfil. 1 Regllletion end economic texts have long 

recogniad that there Is • nonnellevel of profit, ot return on lnvnlmenl,. that 

lhiNholderl Med to r.ceM tf ther .. to continue to lnvnt In the company. This 

normal ... of prolt Is often ••ferred to -the co.t of equity .• 

Ia coet of cap ......... of TEUUC? 

Yn. Tht ~ co.t of network elementa lncludn the cost of making additional 

lnveatn•*· The money to melee theMimieatuMh'111 c:omes from creditors end 

lhereholderl. Aa I expleinld above, the cost of olulniug money from creditors end 

lheNholdera II celled the co.t of capital. 

....,.. L Plppell Mlltc ~. Mr I 1t!f pup 10 (111110) . 

PIIIPM I ~ . ......... (, qnk;a 10,1162-3 (111110). 
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1 Q. 

2 

3 A. 

4 

5 

6 

7 

8 

9 

10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Yes. TELRIC Plovtdel for • reasonable pofit con111Wnl with Section 252(d)(1) which 

states that,.... for lntetcotnledion end network 111meuts •mey lndudla reasoneble 

profit." a.c. .. TELRIC Includes the cost of capilal, TELRIC includn 1 nonnlllevel of 

profit. The FCC concluded that the cost of eapitll included In TELRIC II equel to normal 

profit end that allowing enythlng greater thin nonnll profile would not be "rutonlble" 

under Mdlons 251(c) and 251(d){1). 

Whet • lprtnt'a NCG~nmendllon Ngllding 1M level of return on lnvntment 

Included In TELRIC? 

The retwn level should be the most recent authorized intrHtate ra&e of return or 

prescribed 1nter1ta1e rate of return. The FCC c:oncluded the following: 

• the currently IIUthorized rate of Ntum It the federal or atate 1ew1t II a reasonable 

lt8rtirtg point f« TELRIC cak:u~Mlons. 

• ILECa beer the burden of demonltrltlng with IPidficlly that the bulinesa rilles of 

providing Interconnection and unbundled elementa (whlctl .. generally 

bottteneck, monopoly llfVicll that do not now fece ligllificant cornpetitiQn) 

would justify • different risk-adjusted cost of capital. 
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Q. 

A. 

: 

(G) Other TELRIC Considerations 

Fill flldorl .. lhe pen:entege of evelllble networtt Clpdy utilized. Thlle factcn erile 

trom tne f8ct 1t111t when •9n•erte18 .a building or~ tecilltin, a.ec. 

8ltempl to ....... ful&n needl. For exernple, when ~iug loop ptent, tf the 

lmmedilll need 11100 undlfground loops, alEC may p&ac. enough loop plant to 

flldlble 1,000 -.,.In lntic:ipation of fulllfe demand. H Is more COit..nec:tMt to dig a 

trench once and dow for tome exc:eu t.l to dig up lhe trench every time 1 new loop 

II requinld. In this example, the fill.f8c:tot would be ~ (800 -.,.In UN divided by 

1,000 loops available). Efficient deployment t.llnQel the COlt-benefit of exc:eu 

clf,Wdly. On the one hand, not enough exceu resub In illefllcletlt rework (e.g. digging 

new bench• tvefY month). On lhe other, too much exceu ilan il..._ll use of 

NIOUfCIS (e.g. burying ptent that wil never be used). 

The FCC described reasonably ec:cume fill fac:tcn u eet1ma1n of the ptOpOitlon of a 

t.c:illty thai will be "filled" wllh network usage and c:oncluded that per-unit costa be 

dertved by dividing the teal cost uaoc:illed wllh lhe element by a rNIOnlble PI ojectlon 

of the ICIUIIIotll uuge of lhe ala1!14R 

Fil faclora .. lmpoftant bec:auH they efted unit COlts; 1 low fill factor inc:feuea unit 

COlt, while 1 high fill fac:tor lowers unit c:osts. A starting polnl for detennlning TELRIC fill 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

; 

fedOfllhould be the Kluii"Ma• of the ILEC. ftowe...,, IInce theM fila retied 

historic* UllglllvM, they need to be examined for their reMOMbllnela to be used 

for~ • requhd bJ the FCC Ordet. Ullng the hlltoric:8l tile • a ~tatting 

point, the followlngllauts should be contldered In developing proJeded fib. Firat. to 

the extent thai an ILEC e. overbuilt eXCIII capecity In antlclpetlon of entemg new 

lines of bulinas, e.g. tneerlA TA, hllltoral fill wll be too low • • bale for pricing 

• ..,.. ... for the proviliCMi of local eervicll. Second, efficillll end e«wc:tive competition 

(wtlictl will only occu W 111man1 prices .. COlt-bleed) wilt resulln new innovative local 

..,.,ice ofret'W1g1 and drive retail ,..to competitive laM, which will In tum change 

pat uuge pallml and atimMtl ~ dlmlnd. Thlld, competition lhoufd provide a 

aatyat for a new llwl of ellidtiiCy In WlfY aepect of the Incumbent LECa' bulinlaa, 

including engll urlr~g and.,... placemert. 1hne effideudM may not be retleeted in 

hiltottc.IMa --.. In eurnnwy, IIIPfoprtlte fila should refllc:t elllcllnt engineering 

pradl ~»e. VHe the eldating Ma may rep111enl aiUIOMbll appr'Ollirution of 

ptojeded fills, the Nfa UMd In TELRIC priCing must -.Into ec:count 1) ILEC CMHbuilds 

In .. lticlpetion of .... of bualnHa oullide the lcope of local ...... 2) future chllngls 

In usage paltema and~ demand atim&Ution, and 3) overaU lnctNiea in ILEC 

efficicM ICy. 

What Ia the elgn•unce ol8pplylng • ltandard thet ,. .. ....,.. the uee of •current 

wire cenlllr klcaloe• and the moat e111c1ant fllehnolotr .......... ., 
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A. 

Q, 

FOfW8f'd-looking cost measurementa requite c:apturing the costs of networ1c facilities that 

will be lncut1ed In the future. The UM of cunwnt wife center loc:Atioela end the most 

efficient technology..,....,..., detennii•IO ~lng economic COltS It the 

apprac:h thllt rHIOnlbly biii"'CCI the ......... of ILECs, CLECs, lnd COMUIMfS. 

ILECs need pricll th8t wil NCOver their legilirnlee forweld.fooklng economic costs. 

CLECs need to be pnMdld the oppcwtunltJ compalt on en equlllble basil with the 

ILEC. ConNnn will benefit the moll wtltn thlfe It fec:ilitin-baed competition. The 

FCC explicilly twjl cted llllmltive eppro8Chll which repmenCed exlreme viewpoints 

that wou1d etcher frulnte t.c:ililiel blled compllltion on the one hind or hinder 

competitive onlry on the oehir. Spedlicllly, the FCC rejected the use of a hyppthetlcal, 

extreme. because this would dllcouqga facilltlu biNd competition, i.e . the Incentive to 

build would be reduced II fldtielwnlllrudy available at least-colt prices. At the 

OCher extreme, the FCC rejected COlt ntCCMrY baed entirely on the past netwcn 

design end tecl'il!Oiogy (I.e. embedcltd cost), blc:a~• this would result In ineffident 

pricing to the detriment of c:ompetitive entry. Instead, the FCC adopted a stancWd that 

uses the existing wire center 1ocat1on1 and the moll effiCient technology deployed as 

most doMiy NpNIIntiiiO the IIICHfl'lefUI co.ts Incumbent LECs will actually Incur in 

making elemenll available to new.,,.....,.., 

PINM expMCI on t11e use of economic depreciation~· 
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A. 

Q , 

A. 

The use of eco110mic depfeciation rates in TELRIC limply eniUfH that costa represent 

the ectu.1 useful economic lives of ILEC fdtles. Instead of l'1lgUI.tcwy lives. The actual 

useful economic lives m.y be different INn that reflected In the existing pntSCflbed 

depMcllllion 1'8tes. However, the FCC Order conc:luded that the ILEC ben the burden 

of demoe,.allng with specificlly that dif'feNnt deprec:iation retes .,. justified (paragraph 

702). 

Embedded costa, *'» referred to • eccounting costa. repetent the past expenditures 

of e finn in pnwidlng • product. Bfause the iniMS (maleriell. tebor, cepital) to • · firm's 

production change over time and be<:ause new techo~.ologies are inltoduced, the past 

....... end c:epitelexpenditures recorded on • firm's boob will not be reflective of 

the colts the firm wlllncur in the future. In order to enc:ourege efficient entry, the FCC 

c:oncluded that fonnrd-foolcing economic costa provide the eppropriete bail for prices 

potentillletdlents thould pay for elements. In essence they found the use of embedded 

costs to be contrwy to the expec:ient ~nt of competillon. 
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18 A. 

19 

20 

21 

22 

The FCC rejected the inclusion of l1lblil c;osta In TELRIC-blled prices baed on the 

nature of whllll being provided. Network element facilitin end function• will be 

provided •lntennedlllle producta to requeatlng catrietl. Therefore, alnce network 

elemeiU are not ret111 produda, retlil coats c.nnot be Included in the price . 

Meny incumbent LEC. 8f'gued for the inclulion of opportunity coats In element pricea, In 

eaaence. wiahlng to replece revenue !oat when • new entrant provldea retail MrVice In 

pllce of the lncumblnl LEC. The FCC rejected the Inclusion of~ coatan 

i~ to the goal of dtivlnO price~ to competitive levels becluae the exitting 

retell pricea lhet woutd be UMd to compute opportunity coats ere not coat beaed. 

lnclulion of aubaiditlln the pricn for intelcomec:tlon end netwolk element• would 

result In pricellhet ere not cost-baed, in violetion of the Act'a deer pricing lltndeld. 

(H) Geogr~~phlc Duver~~glng 

WMt c~oea.,...,..,.... with....,.. to .-.rap~~tc •everet~ne? 

Sprint believes thet ILECalhould geogrephic:llly deaverege pricea for network 

elemet a. SWitching .00 tranaport coats ere • function of trdic denaity end ahould be 

deeveqged to high coat. medium coat • .00 low cost exc:hengea beaed on traffic chnalty 

cheractefittlcl. Loop coats are • function of loop length end the denaily of end-uter 

locations. These loop coat chataetertstics ahould be retlected in deevetaged prices that 
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Q. 

A. 

II. 

Q. 

may Vll'f from the geographic wen used for twitching end transport duveraging. For 

exavnple, a low cost exchange with regard to IWIIching may have both high and low loop 

costs. 

Deaver.gect nus more cloMiy ..aect the actual costs of providing lnten:onnec:tion and 

netwoftt elemetltlbecaiM theM c:oat. eM v-v widely ac:rou allrge geographical 

•••· for example, a study ... that il compoeed of both densefy populated and 

tplf'Miy populated ..... In beping with the COlt-baled pricing ltancWd at the Act. 

the FCC concluded that ra1e1 for intetCOinleCtion end unbundled elements must be 

deaveqged and 8ltablilhld a requHm8nt of at least three COit-rellled rate zones. 

Deaver8ging II important becalM It provldH accurate martcet tignall. V\lheren 

geographic aver.ging, on the othlt hand, diltolts c:ompetitora' entry dec:lllons regarding 

whether to build or leale unbundled netwofk elements. 

Interconnection and Accea to Unbundled Network Elements 

(A) Summary of Position 

Whit Is lprtnl'e poelllon NPnllnl tM pricing of I~ and unbundled 

network elementa? 
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Sprint recommenda the establllhment of penunent rates reflecting the TELRic-based 

pricing methodology discussed in detail~ In my testimony. Wllh respect to 

interim pricn, Sprint recommends thet tne default prices estlblished In tne FCC Order 

be IPPiied urd perm~n~nt rates are developed under the TELRIC-baled pricing 

methodology. 

(B) Default PrieM 

PI••• provide the default priCM for lnllfconnlctlon and unbunclleclelements. 

In the absence of COlt-baed prices established IM'Ider the TELRIC-baed pricing 

methodology. the following default pricn lhould be applied. 

Elemtnl 

Local Loops 

Local Switching 

Dedicated Transport 

Common Transport 

T ..... Switching 

Collocation 

Signaling, call· 

Blbt 

$18.71 

S0.003 per minute 

Tariffed inlerltMe entrance facility Md diNct-trunlced 

lrMipOrt c:halget 

WeW*d average per minute equivlln cf dedicated 

transport rate (a dnc:ribed In FCC 51.513(c)(4)) 

$0.0015 per minute 

Tariffed lntanltate ~charges 

Tariffed lntemate ~ whefe available 
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Q. 

A. 

Q. 

A. 

Ill. 

Sprint encocng~~ the Commlalon to undeMke and condude proceedings to est8blish 

~ IIIII under the TELRJC.biMd pric:ing methodology aa quickly aa possible. 

However, to the ext.nt thlt COlt ltudies thlt lltiafy the criteria of the Act end FCC 

Order hive not bien ctev.loped end PfOVIded for thorough miew, the interim prices 

provide a means for establilhlng intercol•ie<:tiOn ilnd ~ netwOitc elemtntt. 

Tile .waun loGIIawttchlng price you r.commend It In the middle of the,..... Mt 

by the FCC, why le that? 

Alhough the FCC ltMed that, In Ia nM8w of the record evidence In the 96-98 

proceeding, thl molt credible ltudiel fell at the lower end of this ,_.. Until 

pennenent lociiiWitchlng priclln eatablilhed, using the TELRICbaed pricing 

Reciprocal Compena.Uon Arrangements 

(A) Summary of Poaltlon 
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Q. 

A . 

Q. 

A. 

I 

Haa GTE ~ 1 coet etudy for tnnsport MCitermlnltlon under redprocll 

COifttiiAIIIIDn ................ whlcll camp liE I wilt tM 8CtMCitM FCC'I Ofder7 

No. 

Whet doee 1M 8Ct NCiuiN for 1M Pflclnl of ftnlp0118ftd tlftRinlllon under 

redproc8l comp1n1111on .,. .... ,.......? 

Sec:tion 251 (b)(5) d the Ad rwquiw II LECI to "ntlblilh rec:iproc8l compenution 

.,~felt thehnlpolt end tennlnetion d tetecommunic:et." Section 

252(d)(2)(A) dthe Ad .... forth two ..... for~ If rKiprocal 

CCiml* rt'an,.....,. jult end rNIOnlbll. The fnt etancleld II thet, •IUCh terms end 

QOI!dltionl pnwldl for the nUull end NCiproc:ll ~by eKh Cllrilr of COlts 

IIIOCiltiCI wilh the II• "PPOl end eermn.tion on NCh cem.r'l network fdtiel oi ceHI 

thet ~ •• on the net.odl t.alltiel of the Cllher CMter. • The IICOnd atenderd II thet 

It II niCIIIIry to • ... dlelrmlne lud'l co.tl on the bMia of I reiiONibll epproximlllon of 

theldctiOCIIIII COlla oftennlnllllng lud'l Cllll." Section 251(d)(2)(B)(I) of the Ad atatea 

thei'UIII do not ·,.c~~• ............ thet llbd the muluiiiWCIMfY of COlla ttvough 

the ufflleaing d NC:ipocal obfigltionl, lndudlng lrrlflglmlla thlll WIM mutuel 

~ (u:h • bll-ancf.lceep .,.,..,.,...) .. " Sec:tlon 251(d)(2)(B)(II) of the Ad 

...._ thlt the Ad doll not •eutt~ortze the Commillion or any 81111 commlalkln to 

....... in any ..... Ngllllllion pro CMdiltg to eltlblilh wllh pettlc:ulltlty the ldditloMI 

coatt of ttlnlpot1lng end terminllllng call." Additlomllly, Mc:tlon 251(g) makes clear 
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Q , 

A. 

thlt ConQrell lnttndld 100111 ohlrgll to rem• In effec:l, ...,.,_ from the ttMSpOft 

end termlnltlon·of loOIItrefflo under NCiprocll compenNtion ..... tgementa. 

The prlolftg 11M ... ion of ttentpOtt end terminllion under reclproc8l ~ion 

errlngiiMI'ltl requlrtl two contldltlllonl; firlt, ettlblllhinQ the c:onec:t c:ott-bned 

ptlctt; ltnd 11oond, tiiMIIIIhinO 1 definition olloc:ll treffic to which the prtces.,. 

eppllld. 

m.PoJIGi» 

The PCO dfflntd lhl"lddltlonel COlt" ltlndlrd dilclllled In Mdion 252(d)(2)(A)(II) of 

thl Aot to bl 'lhl fOfWifd·loolclng • economic cost-baed pricing ltlndlrd thet we .,. 

It equal to TI L,.IC plut 1 rHtonlble llloclllon of fOIWIId-tootclnt jolnl Md common 

COlli. 

W,.Qtftoi~Kln of LQAII Trafl!c 

Aeolfdlnt thl definition of loc:ll tr8fllc, the FCC dediNd lhlt ...... commlnions hive 

lhiiUthorttV to dlttrmlne whit geoetlphlc .,... lhould be c:onsldeNd "leal ., .... for 

lhl pufPOII of -~lng r.clp!OCII ~ obligltiona under w.llon 251(b)(5), .. " 
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1 The FCC IIIIo defiued nnspo.t and tennination which was necesury fof c:omldly 

2 pricing each MfVIce. Transport wn def'Nd u "the nnsmlulon of terJnNting ntfic 

3 tt1at Ia IUbject to MCtion 251(b)(5) from the interconnection point between the two 

4 caniera to the termil8tiltg cwrie(a end office twitch thlt directly aervet the called 

5 '*'Y··· • Additionllly, the FCC defined terminltion • "the awltching d ntfic thlt Ia 

6 subject to IICtion 251(b)(5) II the termlnltlng C81rier't end oftice twiCch (or equlvllent 

7 facility) Mel delill'lfY d thlt- traffic: from tNt twitCh to the «**ld party' a PANn~tea. • 

8 

9 Q. Whit II Sprtnta poaltlon ,....... ... prldng of reclprocll COI'IIIIIftUtlo? 

10 

11 A. 

12 be baled on the TELRIC-besed pricing methodology • ditcuaaed previously in my 

13 testimony. In the Interim period. until tuCh rlllt .. set, the commiltlon thould 

14 Implement blll.-nd-lceep. 

15 

16 (B) Developing Cott-BaMd Rates 

17 Q, Whit opllona dole the FCC onler put fofth for qulckJr _....hlng retH fot 

18 treMport and twmlnatlon? 

19 

20 A. The FCC fOIRt tNt e ttate commislion hat thiN options fof eateblllhng tnlnlpoft and 

21 tennlnetion rates under NCiptOCII compenution. First, e ttlle commilalon mey 

22 conduc:t a tlvough NYiew of economic ttudles PfWP8f8d Ullng the ume TELRic-bated 
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.. 
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6 Q. 

7 

8 A. 

9 

10 

11 

12 

13 

14 Q. 

15 

16 

17 A. 

18 

19 

20 

21 

22 

23 

methodOlOgy u.t Ia UMd for pricing unbundled elements. Second. a state may adopt 

the FCC's defaull proxy price of 0.2¢ per MOU to 0.4¢ per MOU for tlfminlltion and a 

defd proxy price for hnlport,. baNd Oft tattled lnldatt ,..... Thifd . ...... 

may order •bill and keep.· 

The FCC stated that the only permanent solution Ia for state commissions to conduct a 

ttwough nwiew of economic: ltUdin prepnd using TELRIC-baed coat methodology. 

~and the FCC's defautl proxy price. were establllhed only as interim 

IOiutione to allow...,_ to qulddy eatablilh Interim relet in Ofder promote the Act's goal 

of quiddy pennittlng competitors inlo the locll martcet. 

WMidoee the FCC order .......... for•tllllllhlng the co.t4Niala of transport 8ncl 

tenniM'IIDn? 

Terminlltion (end office awitc:Nng) lhould be baled on TELRIC plus a reasonable 

allcaelon of folwlrd.taOking common coets. A ful dila11sion of the comtd 

~dology for clk:ulating TELRIC and foiW8fd.looking joint and common coats Ia 

found In Mdion I of thilleltirnony. 

Tandem IWilchlng ~ also be baled on TELRIC plua a reasonable .uoc.tion of 

f0fW81d-looldng common coats. 
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1 

2 Interim trMiport llhcUd be baed on existing t8fiffl. For trlnlport, the FCC ltlted that 

3 the estlllillhed price proxies for unbundled nnsport ....... lhould be used. 

4 SpecifiC8Iy, common lllnlport lhould be priced 8l the weighted ever-ee per minule 

5 equivelent of the dedlcllld tl8nlpOft l"'lle as clncribed In FCC 51.513(c:)(4). Dedicated 

8 nnsport lhould be priced beNd on tlrifred.....,..... ....... 

7 

8 Repding lolt,..,.,.. from other MNic:es, the FCC~ noiM that "the rMea 

9 for the~ 8nd tenninltion of trllfic shall not lndude 1ft ellmtflllhllllowlllECs 

10 to reco• eny 1o1t conlrtbution to bllic, locll I8Mce,.... ,.. .. ntect by the 

11 illten:of wllldillg carrier~' MNice. • 

12 

13 Q. Da llft't MCIIOIIBt(QJMit)CII) of .. Act prollllll I ..... URllllllllft from 

14 ordld•g I LEC to eu~•ll COlt ......... to Ulltlllh .. pf6ce of ftniiiOO~ lftd 

15 11Whl11. all? 

18 

17 A. 

18 

18 

20 

21 

22 

23 Q , 

No. The FCC found tMt Section 251(d)(2)(8)(ii) of the Ad does not preclude mte 

comm 111101• from conduc:llng ., lnlo 11tigltion ol fol-cf.«<atdng TElRfC cost studies. 

The FCC .._..'tilled such ltlldill from the trdiollll'* belt, rete-of-nrtum atudies 

that the FCC bIll IV. Congrea il,._ldld lo pr.:lude In Section 251(d)(2)(8)(i) ol the 

Ad. 

WhJ lilt Important for TELRIC-b11ed retn to be correct1V ee......_hed? 

32 



1 

2 

3 

.. 
5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

A. 

Q. 

A. 

It Ia auc:ii8l thlllhe comminion eet lhe price of trlnlpOrt end termNtion under 

rec:ipfoc8l compenut1on at economic COlt. AI the FCC noted In their order, cell 

tennineUon Ia en euentielelement In c:omplltil~g c:e1s becauM eotnpiCilofs .. required 

to U18 the ILEC'a existing networb to termNte c:ell to the ILEC'a CUitomela. Hence. 

the ILEC hM 1 greet inclntlve end opporWy to c:herge tennlnetinO pricea In excess of 

economicaly eftlcilnt 18M( ... FCC OrW per. 1058) To.,... that fltea for 

recipoclll compenut1on folter ec:onomlcelly elfidtnt compelltive enlry, termination 

,.._ thould be priced 81 TELRIC plula reuoneble lllocetion of forward-looking 

(C, Definition of Local Traffic 

How doee 1M FCC Older define local trdlc? 

The FCC c:onduded that "MCtlon 251(b)(5) rec:lproeal compenAtion obligetiona should 

lpply only to nftlc that originetn Md tennlniCea within llocllnl,... Converllly, 

ac:ceu retea ahould epply to traffic that origlnllea from or term1n11ea to en area CMdslde 

of the local.... The FCC went on to dlcllre thll"st.ate commilliona hive the 

IUChorily to delemllne whet IJ80oriiPhlc areaslhould be conaldered "local .,. ... for the 

purpoae of IPPI'filll reciproclll compenutlon obllgltlona under MCtlon 251(b)(5), ... 

VINe aome dllcl•slon wa given to the inclulion of expanded local ... c:eling pllnl 
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Q , 

A. 

Q, 

A. 

: 

into the definition cllocel Qlllng .... lhe FCC a.dced Wlic:ient fKOfd lnfonnation to 

addreuthelaw. 

Leal C8llng -lhould be defiiwd to incilded the .._ fllloflltld oplionll calling 

pl8n ._the lEC c6rl • well a ....,ldld ... MfVIce (EAS) rouen. The indusion 

cl...-lded locel._ c8lng piiNIUCh • EAS tnd mandlllofy wide .,.. c.lling 

plens into the dllnlllon of locll Cllling n• wil foster U end flir competition, 

.....-.v • c:GmJIIIIIIO cerrln Vll1icllly 11 ...... to provtdlloclt end toll nffic. Ills 

c:rilicll for the ltlll commllllon to define locll C111ing ... the...,. for lhe ILEC end 

lis compet;tora. O .. lnlng non-mirroring locel Cllling wll c:rute 8n unlevel playing field 

end erbinrily edv•llllge one~ over •IOihlf. 

How an ...,.,...,ortnaloalca• .. .,..CNIIe ....... "'.....,... flllciMd 

..........., ............ com,.ator.v.rlnOther? 

Ptlaantly, ec •• II prtcect ...... times higher th8n reclprocel COfnl)lnUIIon. If • 

COII!piCilol C8n Mveils trlflc flied. tWdprocll c:ornpenMtion ,..,_ th8n IICCOU, that 

competitor .. t.ve en •IOI'mOUI COlt adY•age. The ILEC cen .._ edventiJge of lhe 

dlltilldlon bet!Ren ec c 111 end r.c:ipi'OC8I c:ornpenMtion 8nd define their traffic a loQI 

tniMc beMd on their ...-ldld ~oce~ ... calling plena. 
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Q. 

A. While exiltlng non·locll ecc111 was not -*hued ~ the FCC Order, it illmportent to 

noc. that boll the FCC lnd CongreA ( ... MCtion 251(g)) oblerved that the raeea for 

ICCIII and the ,.... for lrlnlporting and termin8ting 1oc11 tnlffic will ulllrnMety converge 

Iince they prcMde the urneldlntic .. networtc function•. Such • convetgence II 

ineYUbll and .... 11111. In • compllitive erwiloument, Ills nearly impoaible to 

me1nte1n erbllrely prtc:lng diltlnc:tions for, identic:IIIIIVIcn. Any .Uempt to meintein 

IUCh 8l1lllclll dlllllldionlludl to ... very ,... problbillty thlt cerrieft will ... 

~to lfbitl-eelnd .... their ecollll trlllic: riled under ....... ·~ 

r.aprocel compe~aellon ,...., Such pni~gleedl to~. not baled on wtlich 

c:ompetitarloperllle moet efftdelllly, but baed on which competitor~ c:.n get their 

ec:cee1 nt11c l'8ted under NCiproc:lil compenution. Thil II of l*flculer c:oncem now 

thlt GTE hll been lla tJMd "*» the in-Ngion long dilllla rnerket. " an erbilrw 'I 

pricing dllltldon ,...-. t.tw11n 8CCIII end rec:iproc:el compenaetion, GTE will only 

InCur their eco~IOft'lic COlt fot ec: c ••· Mlillt itt competitor~ pey lnfleted ec:cna c:hergn. 

Artiflc:iel prtc:lng diltillldiof11 CfNte en UMYen playing field and ltifle the development of 

true oompetition. 

(D) Other Pricing luUH ·Proxy Prlcea, Symmetry, and Blll .. nd-Keep 
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1 Q, When .... IPP,...._ for a commiNion to edopt the FCC'e PfOXY ,.._., 

2 

3 A. A stU ahould ldopt the FCC proxy tMel tf It hal not set,.... conaiiW1t with the 

4 FCC'e defeul price nlllng. and 11n0H nor reviewed or conduc:ted TELRIC COlt atudiet. 

5 

6 Q. Whit Ia the prollf prtce recommended b1 the FCC? 

7 

8 A. For trMipaft. the FCC Slated thM the established price proxies for unbundled transport 

9 e1ementa should bl used. Specificllly, common transport should bl priced 8t the 

10 weightecl811.,. per minule equlvllant of the decliclted nnapoft rate • deaaibed in 

11 FCC 51.513(c)(4). Dedicated trMipOft should be priced baled on tarllld .,..,.._ 

12 ralel. T~ (end office ewilc:tllng) should be priced Wilhln the 0~¢ • 0.4¢ proxy 

13 range. Tandem switching should be priced 8t·the proxy of 0.15¢ pee mftlte of u.e. The 

14 FCC recommended def8Uit proxy prices only as an Interim price until the stale can 

15 c:onduct or review a~ COlt study end develop lt8tHpaCific nnapoct and 

16 terminltion ,....., Use of the proxy is ~fUnded to promote the Act's goel of,_ 
17 c:ompetition In the local exctwtge. 

18 

19 Q, A,. .,..._.,leal,.......,........, 
20 

21 A. Yea. In •IIW8mg the queltion of whether ttanaport and tennlnatlon c:n.ge.lhoulcf be 

22 symmetrical the FCC concluded that, "it il reasonable to edQPt the lncwnbent LEC's 
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Q. 

A. 

Q. 

A. 

transpolt end tennlnltion pricn as a presumptive proxy for other telecommunic:ationt 

C8tflefs' llddilion8l COttt of trantpolt and tennNtion .• 

lalt IPPNPII ... for the Conwnllllon to Older blll4ftdolceep on 8ft llillfllll billa? 

v ... 1he 1f8U11*11 in f8VOt of symmetry extend~ !No blll-andolcMp. Specific;8Uy, the 

FCC concluded that •state commissions may impose blll-8ndolcMp ~if 

neither C8frilr ha rebuaed the presumption of symmetric:ll,.. and lithe volume of 

tenninlltion hlfic thll origln8lel on one network and tennin8tet on anocher networtt il 

appi'Olllm_., equal to the volume of terminating ntfic flowing In the opposite difectlon, 

end Is expected to remain to, ... •. Abient traffic: ltUdiet of the flow of localllaffic 

1*1 lin M lLEC and a CLEC 0t approved COlt studies, it Is reasonable to utilize blll

and-tfeep. 

Why ahoulclthe Commlulon qulcldr •llblllh lnllftm rain for rec:lprocal 

c:ontpMUtlon? 

It it Important for ,.... 1o be establllhed •• quickly as possible to begin the 

de\ela.,... d competilion end start offering the blnefa of IUCh competition to end 

UMf'l. In an effoft 1o quiddy 8llow competition to begin to develop, Sprint recommends 

that the COtnrnillion implement bin-ancf.Uep (or the proxy ,..... where measurement 

capabilltiea exilt) for an Interim period while the Commission condudt economic cost 

ltudles to determine the eppropriate rate. Delap In allowing c:ompetlng CLECs to 
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interc:onnec:l their netwolb to the IL£Ca and terrnlnMe their lrdic on the ILECI' 

netwofb. II one of the biggest ttw..es to the delrll~~t~ rnent of loc8l compatition. The 

requiring ~ (or p!'Oldes) for the lntMtm period. Such • policy will bring the 

bellefb ollocel campetition to c:uatorner.ln • quick • rnenner a poesible without 

ceustng undue hlnn to the illteioui•lediiO cerrllrl. Allowing loc8l compllition to begin 

immedialalf under en • ...,..., .,.lg8ft'l8ftl wil qulcldy folter the de\elapme~lt of 

competitb1 while still giving the Commlaion time to delibefete on the proper COlt bells 

for a more~,... undtr teCipto(:al ~· 

Q. , ................. your NCOII'tiMil.ll~ for 1M commlaalon. 

A. In the Ulfy lt8gea of competition, ...,. the tlECa move from conbolling 100% of local 

nffic to a c:ompetitive mart.t, It Is c:rtticel for the c:ommiUion to set the ,._ for the 

ttlnlpOft end tennlnetion of loclll trlflic: under NCiploc:el compensdon IUCh thet they 

promote the de\lelopment of competllion. This,..... • number of faclora a 

should deftne loclll cellng ... the ume for GTE and Its competitors. The Inclusion of 

expended locel ... telling '*"'IUCh • utended.,.. service (EAS) and rnanNtory 

wide ... Cling pleni!No the defillillon oflocll telling ... wil..., ful and feir 

c:ompetilion, IIPidelly • ~ Clfltefl V'tftlcelty .....,.,. to ptovide local end toa 

trllfic. Saco.'ld, It II in1pottent for,.._ to be tlteblllhed 11 qulddy a POIIIble to begin 

the development of competition. In en effort to qulcldy .now competition to begin to 
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IV. 

Q. 

A. 

Q. 

A. 

COlt ltlldiel to dltennine the IPPI'OPrilfe ...... And thlld, • II CI'Udll thlt the 

commlstion Mt the price of trlnlpOrt end tennlnMlon under roc:lproal compenution at 

ec:onomic COlt. I.e. the TELRJC.belld pricing methodology. Selling prtcn 81 this level 

will folllr and..,... the -..rapnen~ of ful end fait compet~Uon. n.e ....,., taken 

together, will foalll the growlh of locll CIOmll«<loe• and ..,... thai end ..., cuatome1s 

•!lOY thole beueftll. 

Wholeule Pricing for Reule 

(A) Summary of Po.ltlon 

HaeGTEprovldadavaldadceeUtudlntlwt ..... ~._,.llulr ..... aofiMAct 

No. 

What doee the Act rwquiN for._ priclftg of whal••• MMc:ea? 

Section 252(d)(3) lt8IM thai whole•* '*'lhould bl dNnnlned •on the bail of 

excluding the portion thet.ot lftriiMible to any l'lllftceting, blling, collection, and other 

costs thai will be avoided by the locllexchangl Cllrier. • 
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Q. 

A. 

Q. 

A. 

Wlwldole• ... FCC Order fllluiN for 1M prlcl,.g of who lillie MNices? 

The FCC found thai the 181i16 Ad required ltllles to make an......,.,.. of whit costs 

.,. reiiOnlbly ~when aLEC .... ill senrices whallllle. Speclficelly, the 

FCC rl)lclld the LEC'a qumera thai operlltlng expen111 muat ~be reduced to 

be coneldered "evoided" for purpoea of MCtlon 252(d)(3) n concluded that en 

evolded COlt atucty mull Include lndired, or lhlnld, cotta •• well n direct costa. 

Wlwlle lprtnra poeMion ,...n~ng the pricing of wholeaale aervlces? 

Wholallle-.. should be baled on the retell ratea ct.ged to IUblcribers for the 

telecommunic8tionl MNice rwquested leu .. avoldlble costa. Avoidable costa Include 

the direct marUting, billing, colledlon, end other costa that are not inc:umtd when an 

ILEC Mil a MIVicl8t wholllele. plus an lllo *ion of the general auppoft expenses, 

corporate oper8tlonl ......... and unc:ollec:tiMI. Rather thin offering just one overall 

diacounl rate, ILEC. should offer a specific wholellle dllcount rate for 81 lellf five 

...,.. ... ~of Ml\ice to more ecc:ulllely reflect the diffetetlt underlying 

avoidlbla COlts W.ent In the five c:ategoli•. The five categOI'in .,. simple ec:ceaa 

(R1, 81, and loc8luaage), complex acceu (Centrex, Key, and PBX), featur• (CCF, 

CLASS, and Centrex feature~), OpntoriDA, and Other (private llne,lnlral.ATA toll, 

etc.). 
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Q. 

A. 

Q. 

(B) Avoided Colt Study • Methodology 

The FCC ll*ifk;llly Identified 20 (Uniform Syetem of Accoura) USOA COlt account~ 

lhll COIUin evoldlllle coltl. Ai' colt1 NCOided In eccounta 6811 - produc:t 

menegement; 8S12- ..... ; 6813- product ldveftlllng; end 8623 - c:uatomer III'Vices 

.. the direct COlli d llfVing CUilomlfa end n pmumect to be avoldlble. Accounts 

6821 -eel completion ... me. end e822- number seMces .. ~ ~ 

bleal• telllll'l witt provide these MNicll themlelvel « contrld fot them separately 

from the LEC ot from third pefties. 

The COitl contlinecUn ICCCUIII8121-6124 • geneqlaupport expense~; 6711, 6812. 

8721-6728. corpor11e ~sexpeMet; end 5301 - telecommunlcetions 

uncollectibles n evoldable In propoltion to the evolded direct expense Identified i.n 

~ 8811-6813 end 6821-6823 becll• wholellle operetions will reduce general 

CMitleed ldivltin auc:h 11 c:uttomer Inquiries, billng end colection, etc .. 

Whr lilt ........... to Include.....,.. ovemeld expen~Hin en evolded coet 

atuctr• NCOINMftdld br the FCC? 

• The FCC Order eclullly IIJI)Iild 1 feeD ot ICnltlo lhlllecc:ounllln dltenninlng the defeul 
rMgeln order to NOOgl'llze thet 101M of lhele co.ta .,. not avoided by M!llng servlcel et wtlolealle. 
FCC Order 8t pllllgl1lph 828. 
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A. Ala LEC provides tewer retail Mf'licn and more whc'ltl• MNicn, It Is rNICinlble to 

expect that the LEC can avoid the ge~..,., and admillistllltiw 0Yert11M and gel_... 

lupport 00111 thai .. c:urNfttly UMd to lupport the LEC'I enonnoue retail operatiolll 

today. In Plf'IIGI..,e, 012 of the FCC'a 06-88 Order, the FCC ltated: 

• ... the CMr8lllevel of Indirect expenan can reasonably be expected to dec:rNie 

a a ,..,. of alowlr level ol CMr8ll opetatiol11 reaulling from a Nduc:tion in retail 

activilJ .. 

This point can bell be lllullralld wllh the following example. Suppote the LEC'I retail 

bullnaa decreued to zero and the LEC became IOiely e wholelale aupplilr of local 

Mf\>icn. In thai acanario, the LEC would not need lftJ retail CUitomer MIVice 

rep I II ..... ,... Thil, In tum, would mun that the LEC would not need the IMd and 

building• thai houNd thoM ,.lllnlati¥a, the compMI'I they UMd, nor the 

lnfonnatlon lupport MMcll people thaiiUPPC)I1ed thole c:ompuler'l, nor the office 

equ1prn1n1 they UMd, the accounting petiC)M8I to .-, them, nor the human I'8ICIUICel 

periOMIII to hire and train them. etc. The lilt goea on to include each function and 

aervtce the LEC ~ I'IPfllll to ill retail customer aervlce rwpaenllllive 

empla) 111. Thul, It folowl, that 81 the lize ol the LEC'I retail bullneu dacntalel, 10 

~the ecc:ompMJing 0\JemeM II evolded. AI the need for IUCh ov.head 
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Q, 

A. 

Q, 

A. 

current CMfhNd expenses to the directly av.oidable costa .. reconwended by the 

FCC. 

(C) WhoiHale Am C.t8gorlea 

For flow 111111J CIIIIO.W of MrVIce ehoulcl cUicount ,.._ lae dl .. rmlnecl? 

lde.-y, M avoided co.t·ltudy lhould be c:onduded for eac:h lndMdu.a retail Mntice an 

ILEC provideS. However, neither the Commission nor any comp1ny hal the lime or 

resources to conduct IUCh 1 monumental number of studies and debate them before the 

Commlalon. Thus, It IMkes sense to combine a number of services end conduct a 

limited number of COlt studies. The debate resta on the appropriale number of MfVice 

c:atego.iel. In their Otder. the FCC ec:knowledged that while a unlfonn discount rate is 

almple to epply, avoided costa may vary among aervic:es. The FCC concluded that 

at11n may c:hooM.to approve nonunlfonn wholesale discount rates based on an 

.voided co.t atudy for a number of dlfrerent MfYice groups. 

Rattler than offafio-,.. juat one unifonn diacount rate, I recommend that GTE lhould offer 

a apeclfic whal11111 dllcollnt rate for at least five aepame c:ategorin of IIIMce to more 

acanllly reftect the dit'flllllt unciel'¥nslavoiclld costs ir.Mtent in the five categoriea. 

The minimum five c.tegOi'ielere aimple accesa (R1, 81, and locll uaaga), complex 
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Q. 

---- --.. 

acceta (Centrex, Key, and PBX), fealurel (CCF, CLASS, end Centrex fe.turet). 

OperMoriOA, and Other (privaleline, lnlral.ATA toll. etc.). 

Whit 11 the._ ..... or Ullnl at INit five ce111~ or ....... ,....., thM Juat 

one? 

Five.....,.. cl&egoliel of Mnrice would more ec:cur• retied the dilferent 

undellylng avoided costs Inherent in the c:atego~iel. While some pMin may ergue fOf 

only one or two cltagOi'lel of MfVice, such a limited number don not ec:curetely let en 

appropriate dilcount rete for some of the MIVices cont8ined wittlin thole c.tegoriea. 

That ilbec:8ule the bulk of en ILEC'a revenue rnidu in locll~ccet~I8Mcea such .. 

R1, 81, local uuge, Centrex. Key, and PBX. Theae aer..icn have veatly diffentnt 

8VOidld co.ta then do opniOI'IOA Mrvic:ea, custom ceiling futtna, end other 

aeMc:ea.. tf ell of these MIVices ~~elumped into one 8¥0ided COlt ltUdy. the lltge local 

IICCell eervlce Qlegoriellkew the study tow81'da the diacount '* epproprilde only for 

Itself. The end result it that a lingle oveq~~ diacount rete will mean that custom ceiling 

features ere not discounted enough end that opendor/DA ael'llicelere discounted too 

much. Such en Imbalance in discount relel Will create-en unlevel playing field end may 

competitively twm some of the entrenta. 

1 
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19 

20 

21 

Q. 

A. 

Q. 

A. 

What.,_...._ eccrue If wttaleelle,.....,.-.. on correcu, cllculae.d evoldld 

coet ........ ., 

Con'ec:llr detlrn'liq whol11111 ,.... wil place,..,.,,. on 1 men equal footing with 

the llECI and allow them to more fairty conlflltl With the ILECa. WAh both the ILEC 

and the a.ec Uling wtt a111111 ra1es • the COlt bllil far thllr eer-lice, they 110 fofced 

to campall for CUitomers ~ eflldelltly matkellng their MMcel and fMuc:ing their 

general OVIrhlldl. Such competition will force the ILECI to operate on I much more 

efficilllt bllil and lllld to lower ...... fOf aiiiiMcel for end UMf'l, whether they 

purchlee their IIMce from the ILEC 01 the CLEC. 

Wlllt 1w11t • occur tfwholeelle ra111e .. prtcecl.......,lhln theJ ahoulclbe? 

To 811 wtlcll11111,.... et ellwl thlt does not remove II of the I'IOided COlla, gives the 

ILECI 1R ~ ~ ov.r ,..II Irs. ILECa cen use the ldditionll 

revenue to under priol,..elers, opetlte .... effiCiently, or c:roaa-tublidize OCher 

MMoel. Con'ec:llr Mt whal11111 prioll wil spur the dhelopment of reu1e competition 

which willlld to a.n.r c:holcn and prices far cuatomera and foiW the de\'elapment of 

faclllu ~ 11 ed competittou. 
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Q. 

A. 

Q. 

A. 

Wh8t other bet•flll M:CNe If wtta111•,.... .. ...._.on tN FCC'• avalllld 

coet.W,IMtllodDial1'1 

The FCC deartr ldtnltfied the eflPioprllla USOA MlCOUntl to be UMd In ce1c:u1etinG 

8V'Oidlble caela. The guldtllnn wn del911d lo falter conlillant intllrpNtMionl of the 

1888 Ad In Mlting whol11lle ,.._ beled on evoidad COlt atudln wiCh lhe hope that 

IUCh COOIIUIIICY would feclil* .. entry bf nalionel and regloull rn111rs. 

W. wiMIIII ... ,.._,...., COIIIpa ..... IMILECI'I 

Wholellle ,.._ wi1 felrty c:ompanu~tiLECI for whole11le seMen jult • fully .. retail 

...... compenl ... them fof relllll MMcel. The mull II cornpetiU~ neuhl. 

Avo!deble COlla .. thole COlla lhe ILEC cto. not incur when they ... the Mrvice on a 

••••• .... n.e cae~a flllnlo ttne 111 pw: (1) 1M dintd cae~a of serving 

r1111111 CUitomerl of thole tpec:ific MMcel thlt .. evoidad whln lhe llf\ice Is IOid on a 

....... belil; (2) COlts avoided ............ wil provide for these,.... 

IICtivltill thlmltlwls or connct for them ....,~~~~~~y from the LEC or • third PlftY; and 

(3) lhe llEC'I CMrhlad COitl Whlctt lhould ~ decrl111 •the ILEC'a retail 

bulinllt dec:r18111. 



1 (E) Proxy Wholesale Rltn 

2 Q. When ................. to ......... .,.,....,..., 

3 

4 A. In general, the FCC's proxies .. to be used onl~ In the Interim period whJie IIPP'QPriate 

5 avoided coat atudiel .. being c:onduc:ted. The FCC ldet ltified ttne lilwlionl when It 

6 would be approprille to use of their proxy deflult rates: one, In • ata1e 8fblntion 

7 procaedlng II an avoided coat study thlt utilfin the FCC's avoided coat c:rilerie does 

8 not exill; two, where • stMe hn not compllled Ita revieW of the ILEC's avOided coat 

8 study; and three. where a rate was eatablllhed by • stale before the releale dele of the 

10 FCC's Order and II baled on all~ that doll not comply with the FCC's avoided coat 

'• . 11 study c:riterill. 

12 

13 Q. Whllll8 1M.....,..... defaultwholl1lle dllcount rate? 

14 

15 A. The FCC Ml a default proxy range of 1nft to 25% that Ia to be used In the llb11nce of 

10 J11 ~~~that meets the c:rileria set fofth by the FCC. W.lhe FCC 

17 calcullted a proxy wholnale disc:ount rate apecific to GTE of 18.81%, lhe FCC noted 

18 that a 1t11te m.y choole a dilcounlrate from anywhere Within the 1nft to 25% r~nge, 

18 but should erticelllllthe reasons for their s1l1ction of a palticufar dilcounl rile. 

20 

21 (Note: P.agraph 830 of the Order Mil fofth the following dilcount ....... ) 

22 
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10 v. 
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'~ Q, 

14 

11 A. 

18 

17 

11 

18 

20 Q, 

21 

22 

UIWt" 11,1K 

OTI ''·"" 
ltlllouth 18.201' 

ltiiAtlin41o "·"" 
110 20. "" 

NVNIM 21..31" .... 23.17" 

Amtrittoh 2a.M 

,.,._ '"''"' ....... 
(A) v.IVIM Dllooum. 

Tht Aotl ., rtquiNt tnlll'cclr•-.ction on rete~, lenni, lind concfitlont.that n just, 

ttlllftl.._, end ~(251(c)(2)(0)); 2) '*"'"' ~lc:ctll 
to 1lttWM tltmlntl (251(c)(3)) .ncS 3) ptohibifa ~,... condition• 

(llt(t)(4)(1)), 

Afl eMfl fiiiUifiiMMIIn 1M FCC Onllr ....... to 1M INut of vo1u1M 

........ , 
48 
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18 

A. 

Q. 

A. 

Yea. The FCC found that the tenn "nonclilc:rimNtory", a UMd thrOughout MC:ticY.I251 

of the Ad, •1111 to the terms n condition~ en incumbent LEC impolel on third 

partin • well a iiHif lnd that by providing lnten:onnec:tion to a competitor In a manner 

lea elficllnt than an Incumbent LEC povidll illelf, the lncumblnl LEC violaln the 

duty to be •julf' lnd "taaiOnlble" undef· MCtion 251(c)(2)(0) (~ 2~9). Wilh 

respect to volume pricing, the FCC lndicllad thai volume dilcounlllhauld correspond 

to COlt differencal of lllllng In large volumea. Spec:ificaly, the FCC noted that In 

C81ctllating the properwholelale file, lnc:urnblnl LEC1 may prove thai their avoided 

costa differ when Mlling In large volume• (paragraph 953). 

What Ia Sprtnt'a poeltlon rttanUnt volume clilcounta? 

Sprtnt bellavet that volume dllcountt that are no1 baled on coat differences of providing 

the MNice • the specified volume are not conl4stent with the coat-baed pciiCiplea 

COIUined In the Ad n the FCC Order and are dilcrimlnalcwy n c:onb•~ to the 

public lntefelt. An~ volume diac:ount In interconnec:tlon end lftlle priclet must be c:oat

jultifled 01 prohibited. 

19 Q. Whr .. non cMt baNd tann and volume dllcountl ~? 

20 

21 A. 

22 "nonditcrimlnatory" It uHd throughout Section 251 of the Act bec:auae Congreta 

23 intendtld to c:reMe en environment where eny INIOMbly efficient provider haa the 

.. 9 
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a. 

A. 

a. 

opportunity to compete. Non-coat based discounts diiCrimiMte In fi'IOI' of only the· 

largest pnMders thlt c.n t.u ldv8ntege of the ditc:ount, without reprd to whether the 

party recei"Mg the discount Is lldUIIIy the molt efficient provider. 

Dilcounla thlt .. not~ to the emounl of cost ec:tU811y saved CIUle an 

enwor.ment where siZe, rllher INn econoi'Nc efficiency. becomn the key determinant 

of~ aucceta. The oul~ from the public't pt'*f*tivt Is • diminishment 

In the number of choicn ...... end the ••dullon of potentlllly mofe-efflcient 

PfOVidera from the mllket. For e...-nple, auppose 1 CLEC purchlllng 100,000 

indlvidulllcqll receivea 1 per loop price thlt It 50% lea then two CLECt eech 

purehasing 50,000 of the exec:t ume 100,000 loops, the firlt CLEC hill lizlble 

ldventege over the other CLECt meNiy beclule of its size, not beclute it is eny more 

effic:ienl.,., the other ClECI. v.,.., the undeflying provider .. the 100,000 loops 

to the first CLEC or to the other two CLECs teplnltely there illiUII, if eny, ditfetence in 

the undeftylng pnwidlr's cost. Yet, elthough the firat CLEC hit not introduced any 

eflicillleies. It hll the opportunity to drive the smeller CLECs out of the merkel. Unless 

volume dllcountl .. tied dnc:tly to ec:tua1 coat ditferencn, smalllf, n"~Cn efficient 

CLECa mey be driven out of the mattcet to the detriment of the public lntemst. 
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A. 

Q, 

A. 

Q. 

A. 

While GTE did not tpeCifally respond to the Sprint Term Sheet Item 1.C. H updated to 

reflect the FCC Older, GTE's pnMousay stMed palilion was thlt II "Will discuu volume 

discount~ wiltl Sprint, but dnlrn to provide volume discounts to our cuatomefs." 

(8) Non-Recurring Charg" 

WMt lelprtnt'a pDIIIIon Nprdlng the eppllcallon of non...currlng c....,... on 

ILEC lnlllaelcl MtwGttl MCt lytllm ectlvltlle? 

The term shill Sprint has used In negoti8tions 1t1t1t thM "llEC will not c:hlrge Sprint 

any non-r.currlng d'IIIQIS ~ a • ntSUit d ILEC lmpllmenting networtc 

~orelectronicsystem~ inltilted by the 

llEC to lis own network or systems. However, eny redesign or NCOnfigurltlon 

...,...... required by • regulatory body where the regulltOry body ettlblishet • COlt· 

thlring .,.lglmlnt may bl bUild on an appropriate~ basis to 

Sprint." 

Sprint's poeition ,..,....,.. a reasonable epproech to non-recurring cost recovetY 

related to netwcMt c:hlnglt and allctronic ayttem c:hlngel. Eaaentillly, Sprint simply 

malnteins thM eny netwottc or ayttema c:Mnget that are initiated by GTE and are not 

51 



1 performed solely on Sprint't biMif lhould not be c:hqed to Sprine. n it reaton8ble for 

2 Sprint to IMinlain th8t lilt ody wiling to provide such I'IOfH'ICUfring cost~ 

3 If the c:ompenution It Ofdnd b1• Ng~IIICOfY body in • competiiMiy neutre1 menner. 

4 i.e. wtwe COlli .. lhlnld b1el blntficieltll of the netwonc or aptem c:henge. 

5 Beneflcieriet of IUCh c:hengll..., Include el iltMcolwli8dcn end GTE Iince these 

6 ~end •»••m ~ thocM only be pedonned to enhlnce bulineM 

7 trwuction eftidllldle of balh the ILEC end the CLEC end the efllcilnt lnllropeqbility 

8 of balh the ILEC end CLEC niiWOfttt. 

9 

10 a. \NMt it GTE'• polition on lhll tltue? 

11 

12 A GTE did not comment one wey Of..,._ on lhllltlul. Sprint teMt GTE't non-

13 opposition • c:onc:un.nce. If GTE delft 0111J01e Sprtnt't podlon, Sprint It not_.. of thet 

14 fKt. 

15 

16 (C) lnW.m Number Portllblllty 

17 a. Whet a. lprtnre poe1e1on .. .....,.. the Pliclnl oflnll(.m number..........,? 

18 

18 A. 

20 

21 

22 

The term shMI Sprint het Ulld In negotietiont ...._"Sprint lnd thellEC .. eateblilh 

reasoneble COlt recGIMfY for RCFIDID. Exlttlng Nl8ll C8ll fonnntlng,..... .. not 

considered fUICIIIeble for lhll purpoee. Sprint PCIPilln u..t inlerim number por1ebitity 

be priced 81 TElRIC COlt lnt e 55% discount which recognlat thet Interim number 
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19 

20 

Q, 

A. 

Q. 

A. 

10 

portability solutionl_.. network performence to Sprint's customet~. Should • 

lower Interim number poft8bility price be offefed by ILEC to othn 0t OtdenJd by a 

regulatory body, Sprint may edopt the lower price .• 

GTE hll not specifically retpOnded to this term lheet am. Eaftler. however, GTE 

stated th8t it would provide local number poltabilily via remote call folwardil~g where 

tectillicllly felllble baled on ltMe requirement~. GTE provided no euwance lhat It 

would do anythitg but offer remote call fOtwatding .. currently lariffed et the •• level. 

Sprint's proposal provides a reaiOI\IIt)le, ClOiftPititively..f'IIUhl appro.c:h to 

compenution for Interim number~. RCF end DID •lnllrim number portability 

solutions are Inferior to the pen-n..m detlb11e101ution being dirt eloped by the 

lndultry. Sprint's proposal of a 55% diiCOWit II blled on the dilccM,Inl that the FCC 

requinld for Inferior long diltlnce accn.~. ' 0 Sprint bllilv .. that ..._ precedent ptOVides 

a reaeonabllllvel of dllcount fOt the Inferiority of Interim number pcMtability solutions. 

FCC AcceM Qwge Ruin, 47 C.F.R. I 118.105. 
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~------

1 The intent of the Act il to set up competitive mllbts. Competition will be • best 

2 slowed or ineffective If the ILEC il llo\wd to provide competitors with inferior 

3 intercoro~rlldion IOiutionl end then to lleo c:harge prwnium priQelto these competitors. 

4 The inflrior filchnlcll q1...,... would force c:ompltilora' MfVicello be of lower quality 

5 than the lt.a:.' MNicn. The PNftllum pricn would cauee the competitorlto incur 

6 COitllhlt .. equll to or pater thin the ILECt' cotta. Thit would limit the 

7 competitors' ltlilltiet to offer lower prices lhlt would compenute CUitOmert for the 

8 lower MNice qullily. Allo, lhil discount il c:onsiltenl with the Section 252(d)(1) of the 

9 AJJ which_... thll pricll be jult, reiiOnlble, coat-baled, and nondilc:fiminatory. 

10 The dltcount II jutt, fUIONible, end nondilcriminllory beclute It ptacea the ILEC lfld 

11 the olhlr carrilfl on compnble competitive footing. 

12 

13 (D) Application of eo.t-8ued Pricing • Mlscellaneoul 

14 Q. What le lprlnl'a poalllon ............. compiiiUtlon for englnMrt.'ll eurveya? 

15 

16 A. With reapect to feet for engineering uveya. the term theelat.aeslhii"Fees related to 

17 engineering uvep for polentill right-of-way ute thai! be baled on TELRIC plus a 

18 reiiONible 111oc:.uon of joint end common co.ta end be contittenl wilh the provisions of 

19 theAc:t. 

20 

21 Q. What Ia GTFa polltlon? 

22 
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1 A. GTE hal not responded to this Sprint Tenn Sheet item sinc:e Sprint's ~to refted 

2 the FCC Order, however, GTE'a prior lt.aement wa thM "the costa for mike rudV. 

3 re~M~IgiiMI'It. or expMiion of cepecily will be peid b¥ the eom.,.nv requesting the 

4 attac1vn1nt thet ere .... the need. If Mvtnl pertin went new lltlechmenta on the Mme 

5 fiiCIIitlea at the..,.,.. time, they C81'1ipplo.ch GTE lnd we will split the COlli between 

6 thole piftin .• 

7 

8 a. Whr tllould ............ .....-. ... 8Ciaplld? 

9 
• 

10 A. Sprint believes thet the TELR~ pricing methodology Ia • rellonlble meana of 

11 compenMtion for theM engineering eurvey COlli becll•lt repmenta the economic 

12 coat of providing tnia Ktivity. Mhout thiaatendlld GTE IMY impole ch8rges not 

13 reflective of the 1.1 ~ 1C1 coat ofthele .aivitiea to the d8Cri1•1t of Sprint. 

14 

15 a. What Ia lptlnt'8 paiiiiOft ........ comp8ftlll0ft for PIC ..... lrllllon? 

16 

17 A. VWh respect to PIC lldminlatnltion c:tl-ae c:Mrges, the term sheet liMn th8t "AnV PIC 

18 edminiatl8tiuo'l chenge c:twge must be at TELRIC plul• fNIOnllbl8 llllocdon of 

19 forwlwd.looking joint lnd COimiOn COlli .• 

20 

21 a. What .. GTE'a poalllon? 

22 
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' 

1 A. 

2 

3 

4 

5 Q. 

6 

7 A. 

8 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

GTE did not lpec:ificllly retpOnd to this term sheet item. Based on GTE'a general 

reluctance to eccept Sprint'a position on limiting joint and common costa in developing 

TELRIC-baed pricea, Sprint c:oncludet that GTE disagrees. 

PIC 8dfninlllqtion chlnga .. a necetS81Y Input to Sprint's bulinetl and Sprint it 

entir8Jy dependent upon the llEC •• awiltctt provider fotthit ac:tMty. Apptic:8tion of the 

TELRic.beaed pricing methodology ia a .reuonable approach in eatablishing these 

ch8fOH Met 61 c:ompletely conailtent with the methodology applied to interconneetion 

and unbundled netwo1t elements. 

Yealtdoea. 

56 



.. . 
I; . 

COipOQII &p PttCIIIItlgt ot Total 0p ~ GeMrllluppolt Plant Percet_. of TN! Plant 
ARMIS Report 4302 ~·Tier 1 Companies MUIS ~ 4302 (USOA) ·Tier 1 Companies 

April 11M Ny119S 

1i9$ 1ISIS 1915 
Corporate TPIS· Telept~one 
Oveltlead Gtnlnll Pin 
EmtnHS ~ ~ lnSeryjce ~ 

Amt ritecll 878,030 7,511,315 11.55'!(, 4.113,214 2 7,747,309 15.08% 
Ben Atlan!lc 1.20U97 l ,lt0,$13 13.75% 5.203.866 32,016,519 16.25% 
Bel: Souttl 1,525.150 10,171,221 15.00'llo I.Ot1,583 42.133.173 14.07% NYNEX 1,832,481 U57,611 18.97% 4.231.271 32,131.247 13.1K 
Pacific 1,352,199 Ut5.400 1t.62'llo 4.138.111 25,455,945 11.00% 
SOUUI~lern 117,736 8.350,532 12.88% 4,HI.Mt 27,183.,349 15.34% 
USWesl ll~S02 tmm .u..212i 0p147 ~gtm.oes ll.ZD Total RBOCs e.Z:U.495 58.831.014 15.35% So\015.128 217.17'0..21 15.14Yo 

GTE I Contel 1,651.765 8,180,302 18.39'!(, 5,017,5$2 38,072.347 13.31'!(, 

Sprint Local 442.899 3.071,M1 1C.39'llo 1,201.tllt 11,020,115 10.18'l!o 

Clncillnatl Bel 1tl.442 !507,003 33.22'llo 248,453 1,500.228 11.o43% . 
Roct~ester 28,701 201~1 14.12'llo 85,584 850,138 tO.~ 

SNI:T 25U33 Ut2.l35 rum lMtfl 4043f7C ~ 

GRANO TOT AI. 11,270,235 70,813,520 15.92% 41,493,143 273,458,730 15.1Z'llo 
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