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Q. 

A . 

Q. 

A. 

REVISED DIRECT TESTIMONY OF DR. \1ARVIN H. KAHN 

I. QUALIFICATIONS AND Pl'RPOSE 

PLEASE STATE YOUR NAME AND BliSI~ESS ADDRESS. 

My name is Marvin H. Kahn. I am a Senior Economist and a founding principal of 

Exeter Associates, Inc. My office is located at 12510 Prosperity Drive, Silver Spring, 

Maryland 20904. 

PLEASE REVIEW YOUR BACKGROUND AND QUALIFICATIONS. 

I am an economist specializing in public utility regulation. communications. energy. and 

antitrust analysis. My primary research interest is in the application of microeconomic 

principles to public policy issues in these areas . Over the last several years. my focus has 

turned to matters regarding the restructuring of the natur3l gas pipeline. electric and 

telephone industries and the regulation of finns in the~e industries operating 

simultaneously in competitive and non-competitive markets. Particular issues addressed 

include unbl·ndling services, TELRlC analyses. the d"fccts of imposing line of business 

restrictions on regulated ftrms, assessments of altemati,·e regulatory structures. and 

matters regarding cost allocation and rate design. 
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In addition to my consulting experiences. I taught economics< r lr.ctured at the 

University of Tennessee. the l.JniYcrsi ty of \ ·1issouri in St. Louis. \l. ashington Univers1ty 

in St. Louis, at Merrimac College and at The Johns Hopkins L'niver ity. I served as a 

senior economist with the Institute of Defense Analysis and the \1rl RE Corporation. both 

not-for-profit Federal Contract Research Centers in the Washington. D.C. metropolitan 

area. I also served as a senior staff economist with an Ad Hoc Committee of the U.S. 

House Comminee on Currency and Banking. focusing on energy and employment issues. 

I am a graduate of Ohio Northern University and hold a Ph.D. in Economics from 

Washington University in St. Louis. Further details of my experience and a complete list 

of testimonies is included as my Exhibit_(MHK·l ). 

WHAT IS THE PURPOSE OF YOl'R TESTIMOSY? 

My testimony is organized in six sections, including this initial introductory section. In 

Section II, I discuss the economic principles of pricing and open access. Specifically. I 

explain why pricing at economic or forward-looking cost is critical to achieving 

competitive benefits established as the goal of the Act. I also explain why the TSLRlC 

costing and pricing methodology adopted by the Commission should be applied to all 

interconnection services and unbundled network ek ments. No distinction in pricing 

various interconnection arrangements and U1\E.s 1s appropriate if widespread consumer 

benefits remain the goal of the telecommumcations rwlicy. I note and describe why 

requiring that all components of the ILEC net\\ ork be made available in the form of 

unbundled network elements and through intercunncctwn 1s consistent with the 

underlying premise and goals of the Act. Doing so would result in CLECs having access 
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to HICAP loops, and interoffice transport. as \\ell as to data (i c .. advanced 

2 communications services such as packet switching) and other network elements on an 

3 unbundled basis and at rates based on economic cost. Finally. I explain why pricing 

~ parity (imputation) is necessary to a' oid price di scrimination and price squeeze. as well 

5 as to provide widespread consume~ henefits to telecommunications customers. 

6 In Section III, I discuss issues particular to non-recurring charges. I explain why 

7 careful attention must be paid to cost development for these charges. in part because this 

8 is an area of costing that is both new and different. In the years since passage of the Act. 

9 JLECs, CLECs and commissions have gained considerable knowledge and experience in 

I 0 estimating forward-looking cost of non-recurnng activities. Recognition of this suggests 

II that these cost and rates should be reviewed and adjustments made as new information is 

I2 gained. I also explain why TELRJC pricing and price ceilings based on charges to 

I 3 BellSouth's end use customers for comparable acti\'ities are appropriate. 

I4 Section IV deals with collocation. The Commission has established rates for a 

I5 number of collocation activities in its recent generic cost proceeding. There are a number 

I6 of aspects of collocation that can act as a barrier to entry. I explain why the Commission 

I7 should require the establishment of alternatives wh1ch xi II reduce the time invol\'ed and 

18 will allow CLECs and ILECs to minimize the costs tn\·o)\·ed with interconnection. This 

I 9 would include optional, space-saving forms of collocation. such as cage less collocation 

~0 and cage sharing, and alternatives to a collocation requirement. such as through the 

2 I extended loop. 
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Section V deals v.ith Frame Relay costs and related issues. In this section. I discuss 

1 the appropriateness of TELRIC ba:.cd costs for unbundled network elements associated 

3 with packet switching functions and sen·ices. In Section VI. I discuss the appropriate 

4 costing methodology for call termination. 

5 Finally, Section VIJ deals with several remaining issues related to unbundled 

6 network elements, interconnection and pricing issues. For examph:. I discuss the 

7 appropriateness of establishing unbundled network clements associated with xDSL 

8 functions, packet switching functions and geographic dea,·eraging. In many instances, the 

9 infonnation necessary to actually identify the appropriate TELRIC has not been made 

I 0 available by BellSouth. In such circumstances. the information will be sought during 

II discovery and estimates will be provided to the Commission upon review and 

12 examination of those data. 

13 In many instances, the information necessary to actually identify the appropriate 

14 TELRIC has not yet been made available by Bell South. In such circumstances, the 

15 infonnation is being sought during discovery and estimates will be provided to the 

16 Commission upon review and examination of those data. It is my understanding that 

17 BeliSouth plans to submit a new set of cost studies S<1metime on or shortly after February 

18 4. 1999. I will review and comment on those studies as they become available. 

19 

~0 II. COSTING A!"D PRJCIJ'\G PIU~CJPLES 

~ I A. OVERVIEW 
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WHAT ECONOMIC POLICY OBJECTI\'ES SHOl:LJ) GOVEI~N THE 

ESTABLISHMENT OF PRICES, TERMS A~D CONDITIO~S FOR 

INTERCONNECTION ARRANGEME~TS AND NETWORK ELEMENTS? 

The 1996 Act expressed the view that the national telecommunications' policy goals 

could be bener met through the workings of a competiti,·e market than through a 

regulated monopoly. The intent of the Act is that consumers benefit from an increase in 

competitive activity through lower retail prices and a diversity of high quality. ad\'anced 

service options. This position is aniculated in the preamble to the Act: 

To promote competition and reduce regulation in order to secure 
lower prices and higher quality ser\'ice for American 
telecommunications consumers and encourage the rapid deployment 
of new technology. 

Thus, the primary economic policy objective of the Act can be simply described as 

attaining a "competitive outcome." 

The Act established a vehicle to allow meaningful and effective competition to 

develop in the markets for local exchange services. That vehicle is based on free and 

unfettered entry into the market for local services. This requires that the market be free of 

barriers to entry, which in turn, requires the availability of network resources (which 

incorporates unbundling to the extent needed by CLEC~ J and the appropriate pricing of 

these resources (which includes imputation requirements for non-discrimination) . The 

pricing of unbundled network elements is one o f the en tical components of any open 

market polic~· implementing the new Sections 251 (c)(3) and 252(d)( I) of the Act. Since 

the market is not now competitive, regulatory oversight remains ncc ... ssary to achieve this 

outcome. A key policy objective for the Commission should be to establish prices for all 
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interconnection and network elements that are consistent with and suppon a competitive 

market outcome. That result can only be achic\·ed through a pricing policy which 

includes prices based on economic cost and \\ hich pre· cnts discrimination. 

WHAT ARE THE EFFICIE~CY IMPLICATIONS ASSOCIATED WITH 

THE COMPETITIVE MARKET OUTCOME? 

In a competitive market, characterized by a sufficient number of buyers and sellers so that 

no one market participant can dictate the price or quantity aYailable. the market yields 

imponant efficiencies. These efficiencies fall into two categories: operational and 

allocative efficiencies. 

Operational efficiency results when the lowest cost method of production is utilized 

to produce the good or service in question. Market competition promotes this result. For 

instance, new entrants into the market are not required to adopt the same operating 

methods or technologies used by the incumbent. Instead. they are able to adop! the lowest 

cost method of production. With their lower costs. these firms will tend to lower the 

price charged in order to gain market share from higher-cost incumbents. Other market 

participants are then forced to reduce their prices. or face the los-5 of market share. As 

new entrants increase supply, inefficient producers are forced to either become more 

efficient or lose market share or possibly cease prr Juction altogether. The result is lower 

industry costs and lower prices to consumers. 

Allocative efficiency results when resources are channeled into the production of 

those goods and services that are valued more highly than the resources necessary for 

production. As long as the market price covers the cost to produce an additional unit of 

Revised Direct Testimony of Dr. Marvin H. Kahn Page 6 
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output, that unit of output would be produced in a compctiti,·e market. Since society has 

scarce resources, it ism society's interest to have these resources used in a way that 

maximizes the value to consumers of what is produced with those limited resources. 

WHAT ROLE DOES PRICI~G PLA \'I~ ACHIE\"ING THESE RESULTS 

AND THE OBJECTIVES OF THE ACT? 

Pricing sends signals to buyers and sellers and affects the decisions of both. In a most 

general sense, pricing plays two roles: cost compensation and rationing of limited 

quantities. 1 

Sellers tum to price signals to make decisions with regard to market entry and 

production alternatives. By comparing prices to their o"n costs. producer5 determine 

which markets and services are profitable, and thus make entry (or exit) dc.!cisions. In 

addition, price signals are important inputs into "make-buy'' decisions. That is, these 

signals are key in determining whether entry will be "facilities based." using the CLECs 

own facilities with or without UNEs, or whether entry ·wi ll instead involve resale. 

Price signals are used by buyers to select among alternative goods and services, and 

among alternative service providers. Since both producers and buyers react to pricing, 

the greatest opportunity to realize the allocative and orerational efficiencies discussed 

above exists if prices reflect the underlying cost. Thus. to pron.vte the competitive 

outcome. prices should be cost based. With cost ha~~:d prices. the most efficiem 

producers o.~Ie rewarded and are ensured adequate compensation for the goods and 

'For a more general discussion of the role of prices an the regui<~Jed model. ~ee Bon bright. Prjncjples of 
Public Utjljty RAin. Columbia (1961), Chapter VI. 
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services produced. At the same time. consumers arc asked to pay the full additional cost 

of the resources used to produce the additional output. By sending efficient 11rice signals. 

prices that are cost-based and non-discriminator:- promote the goals of the Act . 

TEL RIC 

WHAT IS THE APPROPRlA TE METHODOLOGY FOR DEVELOPIJ'\G 

RATES FOR INTERCO~ECTION A~D liSBUJ'\DLED ELEMENTS? 

Decisions in a competitive market are n,ade based on forward-looking costs. not historic 

costs. Thus, the appropriate cost methodology to be used in conjunction with a policy 

intending to promote efficient pricing. efficient production and the competitive outcome 

is one which focuses on economic, forward-looking costs. The TELRJCffSLRJC 

methodology which has been adopted by the FCC and relied upon by this Commission in 

setting prices for interconnection and network elements is such an approach. 

WHAT IS THE DIFFERENCE BETWEEN THE TELRJC METHODOLOGY 

AS PROPOSED BY THE FCC AND THE TSLRJC METHODOLOGY 

ADOPTED BY THIS CO;wtMJSSION? 

TELRIC and TSLRIC are both measures of average incremental costs; both are based on 

the same general costing logic. In fact, the FCC refers to TELRJC as the application of 

TSLRJC principles to network elements and BeiiSouth uses its TELRJC model and 

TEL RIC Calculator to produce both TELRIC and TSLRIC cstunates. These method~ do 

differ. howe\' _r, in two broad respects. 

First. a TSLRIC focuses initially on services. \\here as a TELRJ(' focuses on network 

elements. It is not unusual for network elements to be used to provide multiple services. 

Revised Direct Testimony of Dr. Marvin H. Kahn Page 8 
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Thus. there n.ay be a number of costs and expenses that arc directly attributable to a 

network element, but are shared among the sen 1ccs usmg these elements. As such . 

there are a number of costs and expenses which arc considered direct in a TEL RIC. but 

are considered shared in a TSLRIC. 

Second. TSLRIC typically exam1nes costs nf sc:n 1ccs m the retail or end-user 

market, whereas, TELRIC focuses on costs to sen ICl' pre)\ 1ders. i e .. in the ··wholesale" 

markeL As such, there are certain retail-related costs and expenses that are properly 

included in a TSLRIC that should be excluded from a TELRJC. 

Since the differences between a TSLRlC and a TELRJC deal more with application 

than concept, I will use the terms TSLRlC and TELRJC interchangeably in what follows. 

WHY DOES TELRIC PROVIDE A REASOl'iABLE MEASURE OF COSTS 

FOR PRICING PURPOSES? 

Using TELRIC will result in prices for network elements which reflect forward-looking. 

efficiently incurred costs. As noted, it is appropriate that pnces be based on forward-

looking costing methodologies. Efficient decisions regarding market entry. exit and 

expansion are based on forward-looking comparisons of expected revenues and expected 

costs. To ensure that price signals are correct and that 1:1arket entry is efficient. forward-

looking costs should be used. 

The appropriate cost study is also /on!( nm lnnu /111·,·. 1 e . it is based on a time 

horizon lonb enough to allow entry or exit to occur and or lor ~ubstantial changes 111 

capacity or technology to occur. Costs affecting entry. exit. capacity expansion or 

technology adoption decisions ~e forward-looking and variable. A properly structured 

Revised Direct Testimony of Dr. Marvin H. Kahn Page 9 
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cost measure or cost study should. therefore. include fon,ard-Jnoking capital costs and 

maintenance expenses. and the preponderance of all other expenses should be Yiewcd as 

variable. i.e., shared and common costs should amount to a n:IJII\ dy ~mall fraction of 

total costs. 

The relevant increment of demand to estimate interconnection or network element 

costs is the total demand by all users. including the incumbent. Hence. the "to:aJ service" 

or "total element" designation. ILECs realiu economies of scale. Focusing on any 

volume of output smaller than the total market may result in higher estimates of per unit 

costs than are actually realized. 

The incremental cost calculation is intended to capture the added cost from 

producing or the cost avoided from discontinuing the service. assuming all other ILEC 

outputs remain Wlchanged. For example, the incremental cost of a switch pon is 

calculated assuming no change in the volume of loops. and the incremental cost of loops 

is calculated assuming no change in the volume of pons. Since all else is held constant. 

the calculations focus exclusively on the cost of the u11bundled network element. 

Similarly, the study should capture all costs associated or attributable to that network 

element. but only those so attributed. For instance. the cost of an unb1.1ndled voice-grade 

loop should be based on a network designed for narrowbard. \'Oice-grade services. Costs 

not necessary for the provision of this grade of serYice should not be included in the co::.t 

study. 

The TELRlCffSLRJC model is a method that adheres to these principles and. thus. 

promotes the competitive outcome. 
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Yes. The FCC adopted specific requirements in its Fir.st Report and Order go\'cming the 

methodology to be used in developing cost-based rates for interconnection and unbundled 

elements (including transport and termination) which arc consistent with the economic 

principles I outlined above. The FCC s general pricing standard requires that rates be 

established equal to what is termed the forward-looking economic cost of an element. 

This forward-looking economic cost of an element is defined by the FCC as the sum of 

the total element long-run incremental cost of the element (TELRIC). and a reasonable 

allocation of forward-looking joint and common costs.: These costing and pricing 

principles adopted by the FCC governing pricing rules are economically sou.,d and are 

designed to promote the competitive outcome. 

The merits of the TELRJC approach were not addressed by the Eighth Circuit in 

vacating portions of the First Report and Order. or by the Supreme Court in its recent 

decision reinforcing the jurisdictional basis on which the FCC could determine the 

pricing methodology.3 With respect to the pricing methodology, the Supreme Court (p. 

10) ruled 

We think that the grant in §20l(b) means what it says: The FCC 
has rulemaking authority to carry 0ut the "rro\'i sions of th1s Act ... 

:Ftrst Report and Order. Appendix B-Final Rules. ~ 5 1 50~fd) 

' Supreme Coun of the Unikd States. Nos. 97-826. 97-1129 . 97- 830. 97- 831. 97- 107.5, 97-1099 and 97-
1141 ; A T&:T Corponttion. et al.. Pemioners (97-826) v. lo" a Ulililies Boar et al: on wnts of cer110ran tc 
the United States Coun of Appeals for the Eighth Circuits; Jan. 2.5. 1999: Opjnion of the C.QYU 
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which include §§251 and 252. added by the: Telecommunications 
Act of 1996. 

Thus, this ruling confirms the FCC s authority to establi sh TEL RJ C as the pricing 

standard which states must apply. ~ 

HAS BELLSOUTH PROVIDED A Cl 1RRE:'\T, RELIABLE TELRIC? 

No. As indicated, it is my understandi ng that BellSouth will file new TELRJC studies on 

February 4, 1999; and I plan to pro\'ide recommendations based on the BellSouth's 

TELRJC models once those are available and can be evaluated. 

ABSENT COST ESTIMATES BASED ON THE BELLSOUTH TELRIC 

MODEL, ABE THERE OTHER APPROACHES AVAILABLE TO THE 

COMMISSION TO SET COST-BASED RATES FOR INTERCONNECTION 

ANDUNES? 

A primary objective and result of the TELRlC estimate is to de~ermine a rate that is cost-

based. Absent a reliable current TELRJC. one method of approximating cost is to look at 

the lowest rate or charge currently offered by the RBOC for a particular service. activity 

or functionality. Under the assumption that current retail rates exist which include that 

functionality or activity and that those charges cover the cost of the functionality . the 

lowest rate offered for a service including the particular runction or acti·.rity :.hould 

provide an approximation of the forward-looking. efficient cost (including a reasonable 

mark-up for shared and common costs 1. 

'Ibid .. p. 16; "The FCC's prescription, through rulemaking. of a requ•sllc pncmg methodology no more 
prevents the states from establilhina rates t11an do the statutory ··Pncang standards'" set forth tn §252(d ).'" 

. p. 17. '"We hold. therefore, that the Commission has Junsdtcllon to design a pricmg methodology.'" 
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PLEASE EXPLAIN WHY THE LOWEST RA fE OFFERED WILL BE AN 

APPROXIMATION OF A T£LJ(JC-BASED ( OST. 

The desirable property of a TELRJC cost is that 11 ~ 11:1<' -; an approximation of the rate(s) 

that would prevail in a competitive market. The benefi s of the workings of a competiti\'e 

market being the ultimate goal, the interim methodology fo r selecting charges for L;n...:Es 

and interconnection services should lead as close to tha1 cost-based solution as possible. 

That is, as close to a forward-looking efficient cost as pussible. including a reasonable 

mark-up for shared and common. 

ILECs offer service under standard tariffs. on an in1o~ \· idual case basis and under 

other types of arrangements (e.g., a price cap regulation Assuming retail rates exist for 

services or functionalities that are comparable to the U" .:. one can look to the ILEC's 

charges for that service or functionality for a proxy ~o th1 TELRJC approach. 

Specifically, once the comparable retail rates are identifi1 d. the lowest rate offered for 

that service is the one most likely to approximate the effi, ient. forward-looking 

characteristics of the TELRlC. Further adjustments may "le necessary to eliminate the 

costs of retail functions that may be embedded in the ret a .! rate chosen. Similarly. the 

retail rate is likely to contain costs for other functionalitie ... in addition to the retail 

functions just mentioned, since retail sef\·ices are unlike!~ to be unbundled to the same 

extent as the UNEs requested. To the extent the functi0nality is offered on an indi\'idual 

case basis and faces some competition. the retad tariff" Ill also o, ·crstate the cost proxy. 
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Assuming price differences are market relat ed. and not cost .. ased. it is the lowest 

retail rate which will more closely arrrnximate a TEL RIC and. thus. a compctiti\'e, 

result. ~ 

ARE YOU FAMILIAR WITH ICI's PROPOSAL FOR INTERIM 

CHARGES? 

Yes. I am. Given the expedited nature of this proceeding and the lack of Bell South 

TELRJC results. this is a reuonable interim approach. com1stcnt with the approa~h 

which I have just described. 

C. ACCESS TO UNBUNDLED ELEMENTS AND INTERCON!SECTIO~ 

YOU INDICATED THAT BOTH PRICI~G AND ACCESS WERE 

IMPORTANT IN ACHIE~G THE GOALS OF THE ACT. PLEASE 

SUMMARIZE THE ROLE OF ADEQUA IE ACCESS TO UNBUNDLED 

ELEMENTS AND INTERCONNECTION IN ACHIEVING THOSE GOALS. 

The Act calls for the market for telecommunications services to be transformed from one 

of regulated monopoly to one of market competition. The approach adopted by Congress 

accomplishes this through a policy of open and expedited entry. rather than through 

divestiture forced upon the incumbent LECs. Thus. the success of this transition to 

competition rests critically on whether commissions arc able to remove artificial barriers 

to entry into these markets. The paradigm laid nut in the Act to accomplish thi s has I\\ O 

critical components: pricing and access 1 a\ a!lahility 1. The rricing concerns were 

' As I noted in my discussion of dea ··aaging. cost-based d1fferences ex 1st for loops. hut few other element 
have been found to exhibit this geoa.:raphic co~• d•lfcon·n••al 
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discussed earlier. Adequate access requires. as I noted ahO\·e. that all segments of the 

ILEC network be open for entry . thr011gh the a\·ailability of unbundled network elements 

and interconnection arrangements pro,·idcd at TEL RIC cost andlor through availability of 

sen ·ices for resale. Limitations to such. conditioned on requirements which anificially 

and unnecessarily increase the cost to CLECs. "Ill deter o r e\'en eliminate competition. 

Consequently. there are \'ery important economic issues and implications associated 

with unbundling. From an economic policy perspecti\'e. the successful achievement of 

the goals of the Act (such as the competitive outcome) requires that all segments of the 

ILEC network be made available to CLECs pursuant to the unbundling and resale 

provisions of the Act. Inadequate unbundling creates barriers to entry which work to 

prevent the competitive outcome. 

HOW CAN UNBUNDLING AFFECT BARRIERS TO ENTRY'! 

Incumbents have an obvious incentive to increase the costs of competing providers, 

whenever possible. One way to do this is to bundle elcmc..nts or develop rate structures in 

such a way that CLECs are forced to take and to pay for unnecessary clements.6 If the 

competitive outcome is to be promoted, however. there should be no barriers that 

artificially discourage CLECs from entering a market or from offering sen ·ices using their 

own equipment. From a financial perspective. inflated ~ Jsts can be an entry barrier. and 

"Since the ILEC also competes for the customers targeted b~ ( I.I:Cs. the ILEC has an obviOus incentive to 
d•scoura&e the e r -ry of competitors to the extent it can To 1ccompllsh th1s. the C LEC could be forced to 
purchase unneeded services as pan of a bundle in order to ge; the ~erviCe or access to the facility that is 
actually needed for it to provide the particular telecommunications serv1ce m quest •on. Or. the ILEC may 
bundle a "bottleneck" function with other r.onessentaal func t1 om 111 a'' o~ that unnrce~~only mcrcn~c~ the 
cost to CLECs. crcatina a relative advanu.ae for the II.Ll .and J Ja ~ ancent l\ r for C LEC entry 
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as such frustrate a policy of promoting the compctiti,·c outcome. The le\'e) of bundling. 

the rate "structure." and the f1exiblllt) uf th offerings to CLECs by incumhent LECs 

should be such that CLECs do not pay unnecessary or unt·conomic costs. 

In addition to the other requirements of Section 251 ( c 1. ~ach incumbent LEC has a 

duty to provide, to any requesting telecommunications carrier. the following: 

nondiscriminatory access to network elements on an unhundled basis at 
any technically feasible point on rates. tenns and conditions that are just. 
reasonable and nondiscriminatory in accordance with ... this section and 
section 252. 7 

Therefore, incumbent LECs have a duty to proYide nondiscriminatory access to 

equipment and facilities needed to provide voice or ad\'anced ser\'ices to the extent 

technically possible, and at rates based on forward-looking costs. 

DOES THE RECENT 706 ORDER ADDRESS Ul\BU~DLING? 

Yes, it does. The FCC's recent ruling in the 706 Order concluded that efficient entry and 

the competitive outcome require the \\idespread unbundling of network elements. 

Specifically, the FCC found that the facilities used in the pronsion of all advanced 

services, including packet-switched services and collocation are subject to the unbundling 

requirements of Section 251(c).1 In that Order. the FCC ruled that ILECs must offer 

Secuon .25 1 (c)(3 ). 
•706 Order ,57( ... all equipment and facilities used in the provis1on of advanced service~ are ··network 
e lements" as defmed b) Section 153(29).) ··~etwork elements" IS defined to mclude any facility or 
equipment used to provide a "telecommunications service," and mcludes any "features. functions and 
capabilities that are provided by means of such facility or equ1pment ... 706 Order. ~50. ~ ~ 2 clar1fies that 
this applies to loops capable oftransportina high speed dig1tal signals. and ~57 clarifies that 11 applies to 
"advanced services" and the facilities and equipment used to prov1de ad\ anced serviCes. 
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unbundled access to the ''equipment used in the: prtn tsion of ad,·anccd scr\'iccs."' This 

ruling is subject only to cons1derat : n oftechntcal feasthdit~ .~ 

WHAT IS THE RESULT OF THE Sl"PRE:\1E COllRT'S DECISIO~ AS IT 

RELATES TO UNBUNDLI:'\G? 

The Supreme Court recently issued its rul ing on the 8th circuit"s decision on the FCC's 

First Report and Order on Local Competition (Docket 96-98). 10 Technically. the Supreme 

Court decision vacates 4 7 CFR §51.3 I 9 (Rule 319) "hich is the section of the FCC rules 

listing the elements which, at minimum. must be pro\'ided. The Supreme Court did not 

rule on the propriety of the specific elements in Rule 319. but found that the FCC must 

establish a "standard" as the basis for determining which elements must be made 

available. This standard according to the Supreme Court decision must 

... tak[e] into account the objectives of the /\ct and givin~ some 
substance to the "necessary" and "impair"' requirements. 1 

Whether the implementation of this standard increases or decreases the FCC's list of 

minimum elements remains to be seen. Howe·. cr. the above discussion in this Section II 

with respect to unbundling employs exactly the ohjecti ves of the Act and, explicitly takes 

into consideration the "necessary" and "impair"' requirements discussed by the Supreme 

Court. 

Section 25 l(d)(2) of the Act defines the '"nccessar: ··and "' tmpair"' standard o f access 

to network elements. 

'706 Order. ,II . 
••o pjnjon of the Coun. sm...ill. 
' ' Ibid .. p. 27 
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In detennining what network clements should be made 
available for purposes of subsection (c )( 3 ). the Commission shall 
consider, at a minimum. whether --

(A) access to such 1etwork elements as arc proprietary in nature is 
necessary: 

(B) the failure to provide access to such network elements would impair 
the ability of the telecommunications carrier seeking access to provide the 
services that it seeks to offer. §2519(d )(2) 

The necessary/impainnent standard I have used rc:latcs to the impairment of competition 

(through removal of entry barriers). not the impaim1ent of a CLEC~ ability to ~:am above 

nonnal profits. This is consistent with the Supreme Court ruling. The Supreme Court 

decision does not impose an antitrust-type "essential facilities· · standard. but is clearly 

supponive of an obj~ctive or standard defined in terms of the impact on entry barriers and 

competition, Section 253 of the Act [Removal Of Entry Barriers]. which deals primarily 

with state and local requirements, also is supportive of using a standard which considers 

the impact on entry barriers. Removal of entry barriers. like cost-based pricing. is 

synonymous with promoting competition. 

SHOULD BELLSOUTH BE REQUIRED, FOR EXAMPLE, TO PROVIDE 

FOUR-WIRE DSO LOOPS AND, DS3, OC3, OCJ2 OR OC48 LOOPS AS 

UNBUNDLED ~LEMENTS? 

Yes. Unless BeJISouth can demonstrate a technical rcas<'n why it cannot provide an 

element, including any particular loop. these loops should he avaJlable at cost-bz.sed rates. 

.-\ s I indicated. from an economic policy perspecti, ·e. fulfilling the goals of the A t: l 

requires that all segments of the ILEC network be available at economically based prices 

and at non-dis<..cirninatory tenns and conditions. What I have referred to as adequate 

access or availability does not exclude certain loops. or mterconnection associated with 
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element/function/serYice simply because (a) they ha\c not ht·en offered before or. (b) 

because the lLEC has not yet completed cost studi r.: s or (c) hccausc the loop. LiNE or 

function is associated "ith an advanced service rather than a\ oice grade sen·ice. Public 

policy considerations. and not the ILEC's commercial interests. shou d be the basis of 

decisions on the extent of unbundling. 

In addition, attempts to exclude any UNE. sen·ice or function i:; inconsistent with 

the Act and the 706 Order (subject to only "technically feasible'' constraints). The 

successful elimination of entry barriers requires access to all such elements at forward-

looking cost based rates. The loop elements discussed above. as well as the other 

elements and intercormection sought by Intermedia. are not constrained by technical 

feasibility. 

IS THE INTERMEDIA REQUEST FOR ADDITIO~AL UNBUNDLED 

NETWORK ELEMENTS CONSISTENT WITH THE ACT? 

Yes. As I explained, the Act selected entry as the vehicle to transform the market for 

local services from one of regulated monopoly to one that is structurally competitive. 

lntermedia is asking that network facilities that arc in place and used by BellSouth be 

made available as unbundled netv.'ork elements. The clements include copper and fiber 

loop facilities. subloop unbundling, high capacity transport faci lities. xDSL and packet 

switching facilities, among others. These requests arc consistent wi th the open-entry 

provisions of 1'1e Act. 
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WHAT ARE THE ECO~OMIC CONSEQUE!\'CES OF DISCRIMINATION? 

Discrimination provides an advantage to one or a group of market participants. For 

instance, if the ILEC charged the CLECs amounts that di ffercd from the costs incurred. or 

if the ILEC provides network elements under terms and conditions dissimilar to those it 

experiences in its own operations. barriers to entry may result (as entry will be more 

costly or more difficult for the CLEC). By requiring that prices (as well as terms and 

conditions) for network elements and interconnection are non-di scriminatory. the relative 

efficiencies of the market participants-- and not the prices charged-- will determine 

market performance, market share and the market outcome. 

If prices are discriminatory, an anticompetiti,·e price squeeze may result. Price 

squeeze occurs when the ILEC prices an input that is used by a CLEC to provide a service 

(in competition with the ILEC) at a level that puts the CLEC at an automatic disadvantage 

and, thus, effectively bars entry. For instance. if the price BeliSouth charges a CLEC for 

an unbundled network element is higher then the price Bell South charges its OY.n end 

u~er for the retail service which uses that UNE. a price squeeze results. The CLEC can be 

more efficient than BeiiSouth and yet because of the price charged for the UNE. the 

CLEC cannot expect to operate in this market and full : recover its costs. Entry is 

blocked by the price squeeze. Imputation is a po lic~· that addresses the need to deal '' 1th 

the price sq ueez.e and cross-subsidy issues \\ h1Ch ine,·itably anse in an industry where one 

firm has market power in the wholesale market and competes with others in the retail or 

end use market. 
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HOW CAN THE COMMISSION ADDRESS THIS :\lATTER? 

The Commission can address this maner by establi sh1ng an imputation requirement. ·rhe 

ILEC has control 0 ' er certain input fac ilitic:s JnJ funcu,•ns (\\ l11ch the ILEC also uses in 

the provision of its O\\ n retail sen·ices) needed hy a (' 1.1· C w pro,·ide telecommunications 

services. It is this control over ''bottleneck·· or "essential" facilities and functions which 

creates potentially non-competitive problems and which creates the potential for anti-

competitive problems. 

WOULD YOU PLEASE EXPLAIN? 

Yes. When the ILEC has market power over the sen·iceslfunctions required by the 

CLEC, and the ILEC competes with the CLEC to pro\'ide the same retail senrice. there is 

an incentive, facilitated and disguised by the bundling involved. to engage in price 

discrimination. If the ILEC can effectively charge competitors a higher price for these 

functions than it incurs itself, the ILEC will ha\'e a market ad\'antage of the type 

specifically proscribed by the Act. Under the Act. ILECs must make these functions or 

services available at rates that are just. reasonable and non-discriminatory. Charging 

CLECs costs which exceed the costs the lLEC in essence charges itself clearly \'iolates 

the non-discrimination provision of the Act. Other non-competiti\'e activities are 

possible as well. For example. the ILEC may use high pri ..:es for functions over which it 

has market power to subsidize its serYices that are suh.1cct to more competiti\'e forces. 

Importantly, if the ILECs cost ofpro\'iding these fu nctions 1 ~ lower than the charge 

to competitors ( i e., the rate CLECs must pay) for the identical function. the ILEC can 

charge a lower end-use rate (than can its competitors 1 for any sen· ice that t.:-cs that 
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function. That is, the ILEC can beat the CLECs price c\'Cn whc11 the CLEC is the 

technically more efficient provider. Thuc:. compctiti' c entry docs not occur. competition 

is impaired, and the promised benefits of competition will not occur. 

Finally. competitive neutrality implies not on I: that rates he cost based and non-

discriminatory, but that the rates not negatively affect the ability of CLECs to compete 

with the ILEC or other carriers. A rate charged which is not based on economic cost. or 

which exceeds the rate an ILEC would charge itself and its own custorner for the ~arne 

function, is not competitively neutral and will discourage efficient entry. 

IS THIS THE SAME PROBLEM DESCRIBED BY MS. STROW I~ 

SECTION VIII OF HER TESTIMOI'iY? 

Yes. In her section, which she refers to as "Pricing Parity:· Ms. Strow describes an 

incident in which Intermedia was disadvantaged in a response to a request for proposals 

by the State of Georgia because BellSouth's retail proposal to that state was at rates less 

than the "wholesale" rates to lntermedia. Obviously. a competitive provider cannot buy 

given elements/services at rates that exceed the ILE('s retail offerings, and compete.' 2 

This is true, even if the CLEC is the more efficient of the two. 

If the cost to the CLEC for the "wholesale .. functions exceeds the ILECs retail rate. 

obviously the ILEC is not charging itself the same rate as it is charging the CLEC. 

PLEASE EXPLAIN HOW A:" 1:\iPl'TATIO:'\ POLICY CA~ BE 

IMPLEMENTED. 

1
: Additionally, the CLEC must include an overhead and us other com 
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One method of implementing an imputation policy would be to require that Bell South 

~:harge a CLEC no more than it "charges itself' for a similar clement. scr\'icc or 

functionality. 

To help understand how an imputation polic~ ,,t,uld he imrlemcnted. consider the 

following hypothetical. BellSouth provisions a particular sen ·ice utilizing t\\ O cost 

components, which I simply call A and B. A is a network element O\'er which BeiiSouth 

has extensive market control, and for which an unbundled network element must be made 

available. Component B is made up of a variety of activities and expens.:s incurred by 

BeliSouth in providing the final ser.·ice, but which are not subject to unbundling or 

necessarily made available in the form of an unbundled network element. An imputation 

policy will require BellSouth to impose upon itself a cost for pricing purposes equal to 

the sum of the TELRJC for component A 13 and the TSLRlC for component B. This is 

consistent with the non-discriminatory pricing, and efficiency conditions described above. 

HOW WOULD IMPUTATION STANDARDS ADDRESS THE CONCERNS 

YOU EXPRESSED ABOVE? 

This policy has two important implications. First. 1t results in rates that are non-

discriminatory. Both BellSouth and the CLECs would be subject to the same prices for 

UNEs (based on the ILEC's costs). Second. it would nromote efficiency in the market for 

communications services. With BellSouth and the l LECs hcing charged the same price 

for similar elements or functionalities (i .e .. for L'~E s 1. It would be the relative 

'
1The imputed amount should be the price for the U~E an quest10n. l'ompon~nt A tn thts mstance The 

assumption is that the UNE price is equal to the TELRIC. TEL RIC tncludes a reasonable profit and thus 
meets the pricing requirements of S.-ction 2~2( d) of the Act 
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efficiencies of the two organizations in the more competiti,·e aspects of their operations 

that would determine the least cost producer. Similarly. with this policy. the least cost 

producer would be able to establish a lower price. capture a larger market share and/or 

earn higher profits. Moreover, if Bell South is forced to charge itself and the CLEC the 

same price for similar functionalities . BellSouth has every inccnti,·e to improve the 

efficiency of the remaining components in order to ensure that it can compete. 

Ill. ~RCs 

WHAT ARE NON-RECURRI!'iG CHARGES? 

Non-recurring charges ("NRCs") are the charges which an ILEC assesses to recover the 

one-time or non-recurring costs associated with establishing, moving and/or changing the 

service received by a particular customer. Typically. NRCs consist of multiple dements 

which include charges for activities such as service orders. central office line connections 

and premise visits. Non-recurring charges are based on labor intensive activities, whereas 

recurring charges are based on capital intensive actin ties. 

WOULD YOU PLEASE SUMMARIZE THE CONSIDERATIONS FOR 

ESTABLISHING CHARGES FOR NON-RECURRING ACTIVITIES? 

Yes. There are several considerations that are necessary :n establishing prices for non-

recurring charges for unbundled network elements. 

First, non-recurring charges can serve as a barrier to entry. I hese arc one-time. ur· 

front charges L.at are incurred before service or the under!;. ing element is pro\'ided. In 

that regard, an excessive non-recurring charge may have a greater deterrence than docs an 
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excessive recurring charge. To allow Bell South the opportunity to fully recover all costs 

incurred, but to prevent anticompetiti,·e pricing (i.e .. entry barriers). charges for non-

recurring activities sh0uld be based on the same standards as are charges for recurring 

activities. NRCs should be forward-looking . cost based. and include reco\'Cry of a 

reasonable overhead, as discussed in Section JIB. 

Another consideration involves the potential for d iscriminatory pricing (even at 

alleged cost based charges), and how the market can be used to maintain a benchmark for 

comparison. That is, the Commission should consider establishing a ceiling for non-

recurring charges to CLECs associated with unbundled network elements at the level 

which would apply if Bell South were providing this service to a customer which it serves 

directly, Jess any retail costs which the ILEC does not incur in serving the CLEC instead 

of a retail end user. This ceiling serves two purposes. One. it provides a reasonableness 

check on any cost study provided by BeJJSouth in this proceeding. Two, it ensures that 

the non-recurring charges established are truly non-discriminatory. As discussed above 

with regard to price squeeze, if Bell South is allowcJ to establish a charge to its 

competitors that is allegedly cost based. yet exceeds the costs that it would incur in 

providing service to itself, the goal of fostering competition is thwarted. More 

specifically, the ceiling should be set at the charge established oy the Commission for 

non-recurring activities associated with end-use sen ·iccs. less the wholesale d1scount 

established by the Commission. 

THE COMMISSION HAS RECENTLY ADDRESSED NON-RECURRING 

CHARGES FOR THE UNES CURRENTLY IN PLACE. \\ HY IN YOUR 
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OPINION ARE THOSE CHARGES 1'\0T APPROPldATE FOR A NEW 

CONTRACT, AS INTERMEDIA IS SEEKI!\G HERE? 

When the Commission set NRCs. it based its decision on the best cost information 

available at that time In some instances. cost data may remain reasonably accurate over 

the next one. two or more years; in others. they may not. The available data suggest that 

cost information regarding rr.any of the NRCs is likely to change materially over the near 

term. The NRC for loop elements is a clear case in point. BeiiSouth':. cost estimates are 

based in part on using its legacy system for taking service orders for loop UNEs and 

provisioning these UNEs. BellSouth has suggested that the unbundled loop pro\'isioning 

process bears resemblance to that of a design circuit-- e.g., a special access line-- rather 

than that of a POTS loop. It is also my understanding that Bell South expects its estimate 

of the difference in the cost of providing an unbundled loop and a POTS loop to diminish 

with time. Thus the cost estimate for NRCs can be expected to change materially over a 

period as short as one year. Cost estimates set for contract rates expected to last into the 

next one, two or more years, should be reviewed to ensure that they are consistent with 

what is currently the best information available. 

ILECs HAVE ASSERTED THAT IT IS LESS COSTLY TO PROVIDE 

SERVICE TO THEMSELVES THAN TO PROVIDE SERVICE TO 

COMPETITORS. SHOULD THAT BE CO:\'SIDERED WHEN 

ESTABLISHING NRCS? 
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No. There are both efficiency and equity consideration~ that suggest that the costs. net of 

ILEC retail marketing activities, of perfom1ing a non-recurring activity should be 

considered the same. \\hether 1 ... dertaken on behal f of the ILEC or a CLEC. 

First, the approximate costing methodo ln~y ~~a tlllal clement long run incremental 

cost (TELRJC). TELRJC is the for.' ard-looking per unit incremental cost of pro\'iding 

the entire volume of service, net of ILEC retail marketing activities. assuming the most 

efficient technology currently available. A single TELRJC is established for unbundled 

loops or ports, for instance, irrespective of whether the element is to be used by the lLEC 

or sold to a CLEC, or whether the end user is a residence or business customer. 

Similarly, the TELRlf' based cost for a non-recurring activity should be the same 

irrespective of the service provider or of the end user. 

Second, and somewhat related, is that a properly structured TELRJC presumes that 

the ILEC is separated into two operating divisions, a wholesale element provider and a 

retail service provider. The non-recurring charge is that which would be levied by the 

wholesale element provider to any and all retail ser.·ice providers. irrespective of whether 

that retail service provider were the ILEC or a CLEC. The same costs anl! the same cost 

based rates should apply to both. 

Third, even if one accepts arauendo that the cost o ~" the lLEC providing service to 

itself is less than that of providing service to a CLEC. allowing the ILEC to take 

advantage of its monopoly position in establishing costs and rates is clearly inconsistent 

with the competitive goal established by the Telecommunications Act . The result would 
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be an unwarranted competitive ad,·antage rcalt7cd h~ tht: ILEC. th\\al1ing the non-

discriminatory, pro-competitive goals of the Act. 

In shon. there are both efficiency and equity considerations which argue strongly for 

comparability in establishmg NRCs associated" 11h ILEC and CLEC activities. 

WHAT IS YOUR RECOMMENDATIO~ FOR THE ~RCS TO THE CLECS? 

As noted, NRCs should be based on the efficiently incurred. forward-looking expenses of 

these functions. This requirement leads to two considerations in setting l"RCs for UNEs. 

First, the cost estimates should be reviewed with some frequency. Providing UNEs 

is an activity never before perfonned by ILECs. Greater experience should result in 

improved capability in measuring and capturing the relevant costs. and in t~: efficiency 

with which the provisioning occurs. Further, reliance on legacy systems will diminish 

over the next few years. Cost estimates used to set charges for existing contracts should 

not be used to set rates for contracts expected to last one. two and more years into the 

future. 

Second, for NRCs to be non-discriminatory. they should he capped at the rate 

charged by BelJSouth for comparable end use services. less the appropriate avoided cost 

adjustment. 14 As an example, the NRC for a POTS loop L":"\E should not be higher than 

the NRC for a retail business POTS loop. 

IS THERE A REASONABLE TELRJC-BASED COST ESTIMATE FOR THE 

~RCS AT ISSUE IN THIS PROCEEDI~G? 

' 'An alternative is to set the NRC for the end use· service at the sum o l the rein ant L:Sb pl<ls the 
appropriate retail cosu excluded fonn the measure of UNE rccurrtng com 
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;-..Jot at this time. Although TELRlC -based data has been dew loped in the past f0r 

selected items, this did not include all of the elements and interconnection services 

needed by CLECs. It is my understanding that tidiSouth will ~e filing updated or revi sed 

TELRlC studies very soon. Ho ' 'e\·er, at this time I ha\'e not sec:n those studies. I plan to 

re\·iew and. if possible. use those studies to make recommendations for 1' RCs once the 

studies are available. 

IV. COLLOCATION 

PLEASE EXPLAIN WHAT IS MEANT BY COLLOCATION? 

Collocation involves the placement and coMection of one telecommunications carrier' s 

equipment (located on the premises of another telecommunication carrier) to the 

equipment (network) of the host carrier. Collocation can be physical or virtual. 

WHAT ARE THE COLLOCATION REQUIRE!\1E~TS OF THE ACT? 

Section 251(c)(6) ofthe Act addresses unbundling. That portion of the statute provides 

. .. for the physical collocation of equipment necessary for 
interconnection or access to unbundled network elements at the premises 
of the local exchange carrier, except that the carrier may provide for 
virtual collocation if the local exchange carrier demonstrates to the State 
commission that physical collocation is not practical for technical 
reasons or because of space limitations. 

DID THE FCC ADDRESS COLLOCATION? 

Yes. Section 251(c)(6) 1 ~ of the Act requires IL ECs to pnl\ tdc for collocation on rates. 

terms and conditions that are just, reasonable. and non-dtscriminatory .16 The FCC 

,. A dd111ona/ Obligauons of lncumlunt Local E.xchangt! C arrtt!r.• 
'"This is the same language used in the Act for unbundled acce~s and tnterconnecllon. 
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adopted national rules for physical and \'irtual (<'llocatJCln.'- rhe FCC found that speci lic 

1 rules defining minimum requirements for non-di~crim inatory collocation arrangements 

3 were necessary: 

~ Our experience in the Expanded /ntcrconnccnon proceeding indicates 
5 that incumbent LECs have an economic incenti,·e to interpret regulatory 
6 ambiguities to delay entry by new competitors. \\'e and the states should 
7 therefore adopt, to the extent possible. specific and detailed collocation 
8 rules. 11 

9 
I 0 The FCC's findings were consistent with the inccnti\'cs di scu!:;ed above for ILECs 

II to increase the costs of competing providers. if possible. 

12 The FCC subsequently acknowledged collocation as a potential enuy barrkr to 

13 CLECs in the provision of advanced services (as well as local voice services). 

I 4 One of the major barriers facing new entrants that seek to provide 
15 advanced services on a facilities basis is the lack of collocation space in 
I 6 many LEC central offices ... Because incumbent LECs have the 
I 7 incentive and capability to impede competition by reducing the amount 
18 of space available for a collocation by competitors. the Commission. in 
19 the Local Competition Order, required incumbent LECs that deny 
20 requests for physical collocation on the basis of space limitations to 
21 provide the state commiss,on "ith detailed floor plans or diagrams of 
22 their premises. 19 

23 
24 ... we believe that incumbent LECs have a statutorv obligation to offer 
25 cost efficient and flexible collocation arrangements.!o 
26 
27 As 1 have discussed, the policy approach should b~ one which ensures that costs arc 

' ' First Reoon ~nd.Order. CC Docket No. 96-98. Implementation ofthe Local Competition Prov1s1ons in 
the Telecommunications Act of 1996, 155 I and ~653- 77'2. August 8, 1996. 
"Ibid., ,558. 
'~706 Order (Advanced Services Order). , 14 5 
lOibid., ,64. 
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HOW DOES COLLOCATIO:'IJ POLICY RELATE TO a HE DEVELOPMENT 

OF LOCAL COMPETITIO~? 

The terms and conditions, including pricing. of collocation arc critical to the development 

of local competition. For competition to successfully emerge. it is necessary that CLECs 

be able to interconnect with the incumbent" s network to exchange traffic. As noted. the 

Act establishes a framework for access to the lLEc s· facilities on an unbundled network 

element basis. For most CLECs, collocation is necessary to access unbl!ndled network 

elements most efficiently, and should be made available under rates, terms and conditions 

which do not create barriers to entry. 

HOW CAN COLLOCATION TERMS BE A BARRIER TO ENTRY? 

From an economic perspective, collocation is no different than an unbundled network 

element, as it allows the entrant necessary access to an essential portion of the 

incumbent's network. As discussed in Section II above with respect to unbundling, 

pricing or inadequate access can become an artificial barrier to entry. Whether the price 

charged for this facility is excessive, or the CLEC is required to purchase a component of 

collocation that is not necessary, entry barriers are created as the entrant will immediately 

be placed at an economic disadvantage. Competition will be harmed as a barrier to 

competitive entry will result. 

Collocation options can help eliminate barriers and r n1motc efficient market cnt~ 

In a competitive market. firms can be expected to seek alternative methods of achieving 

collocation to red !ce the cost. or of finding lower cost alternatives to collocation. ~ot all 

firms will find the same collocation options anracu,·e. n1e Comrnissior should ensure 
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that a number of collocation options be available. subject to tech11ical feasibility 

constraints. Otherwise. the lack of availability (or lack of flexibili ty) creates barriers to 

entry. 

The collocation policy should recognize that collocation space is finite and. thus. is 

obviously a potential barrier. Increasing central office space may be costly. An 

alternative is to pursue policies that minimize the space required for collocation. 

Cageless collocation, sharing of space and subleasing allow a scare resource (collocation 

space) to be utilized by a greater number of CLECs. A second is to allow reasonable 

offsite collocation which expands the supply of the limited resource. Closet POPs in 

neighboring buildings are one such example. 

Similarly, requiring ILECs to provide the CLEC with an extended link reduces the 

entry barrier created by unavailable or uneconomic collocation. This approach also 

prevents ILECs from forcing CLECs to purchase expensive collocation unnecessarily. 

Another rather subtle option is to allow CLECs to self-provision collocation. 

Among other things, this provides a market-based reality check on the charges levied by 

the ILEC. 

WOULD YOU PLEASE EXPLAIN WHAT IS MEANT AN EXTENDED 

LOOP? 

Yes. An Extended Loop consists of a loop. multiplexing and the transport from the 

BeiiSouth end office serving an end-user to the CLEC switch; and allows CLECs access 

to customers served from a BellSouth end office in situations where the CLEC either 

cannot collocate (due, for example, to space limitations or delays in obtaining the 
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necessary provisioning from the ILECJ. or where it is ,. Jt yet financially possible for the 

CLEC to have a physical collocation in all end offices. It takes time as well as capital for 

CLECs to expand their facilities . Thus. e\'l·n where it is the intent of the CLEC t..: 

eventually collocate in a given set of end offices. it cannot he everywhere at once. The 

CLEC must prioritize and work with the ILEC in mo,·ing toward that goal. In the 

meantime, a reasonable altemati\'e to that collocation must be available if competition is 

to progress. 

IS AN UNBUNDLED EXTE~DED LI~K IS TECHNICALLY FEASIBLE? 

Yes. Extended links are currently used by ILECs. including BeliSouth. There is no basis, 

technical or economic, why the ILECs should not provide extended links at cost-based 

rates. 

WHAT OTHER CONCERNS DO YOU HAVE? 

My remaining concerns involve the pricing/costing methodology. This Commission 

should ensure that BellSouth' s charges for collocation are cost based and procompetitive. 

For instance: 

( 1) Care must be taken to ensure that there not be double recovery of costs. once through 
UNEs, then again through collocation charges; 

(2) The method by which shared costs of collocation are included in collocation charges 
should be non-discriminatory: 

(3) Costs should be recovered in a manner consistent with how they are incurred. Doing 
otherwise runs the risk of inefficient price signals and of the overreco\'ery of costs: 
additionally, there is temptation to try to reco\'cr through associated non-recurring 
costs any recurring costs the Company may not he allowed to recover in other UNE 
rates; 

(4) Anticompetitive allocation of O\'erhead costs should be avoided: 
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(5) And, costs associated with items that the entrant dor ' not nc~d in order to pro,·ide 
service, and does not want. should not be includc:d. 

WHAT IS YOl'R COI"Ct...K.'\ WITH REGARD TO DOllDLE RECOVER\' 

OF COSTS THROUGH CHARGES FOR l l~Bli!'iDLED I"ETWORK 

ELEMENTS AJ\D THEN AGAIN THROllGH CHARGES FOR 

COLLOCATION ACTIVITIES. 

The ILECs have typically undertaken cost studies for Ur\E:: using traditional costing 

methods. These methods have been developed in an environment where the lLEC and 

only the ILEC had access to its facilities. This assumption is challenged by the concept of 

collocation. Take central office space as an example. In its cost studies. BellSouth 

identifies the land and buildings associated with its central office facilities and assigns all 

such investment and associated costs to the various central office functions. services or 

network elements. This results in the recovery of I 00 percent of the central office related 

land and building costs. Collocation charges. however. include a charge for central office 

floor space, a change which is apparently redundant. 

WHAT IS YOUR CONCERN \VITH REGARD TO SHARED COSTS OF 

COLLOCATION? 

ILECs claim that they incur costs in preparing central , •ffice space for CLEC collocation. 

Large portions of this cost are further claimed to be a fi:-;c:d ··space prep·· cost. that is. 

invariant with the number of CLECs that collocate I ~ pJCally. the first CLEC to collocate 

agrees to reimburse the ILEC for these costs. subject to a provision that the ILEC will 

recover a proportionate share of aJI these costs from subsequent collocators, and provide 
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this as a reimbursement to the first entrant. The difficulty is that p·~imbursements or 

refunds have not always occurred This beha,·ior penalizes the first entrant. and can 

reduce the willingness to be the first to col locate in a market area. 

WHAT IS YOUR CONCER."' WITH REGARD TO OVERHEAD COSTS? 

The Commission has issued orders limiting the markup forO\ crhead costs. I would still 

caution that if the markup were based upon di,·iding total overhead costs by total direct 

costs, total direct costs included in that calculation may not recognize any collocation 

activities. This is true where an extrapolation of past experiences is used in the 

calculation. Where ever that is the case. there should he no O\ erhead costs assigned to 

the collocation activities. 

WHAT ARE YOUR CONCERNS WITH RESPECT TO THE INCUMBENT'S 

ABILITY TO FORCE CLECS TO TAKE UNWANTED ELEMENTS OR 

SERVICES? 

As noted above, there is an incentive on the ILECs part to increase the costs of 

competing providers. One way to accomplish this 1s to create bundles that require CLECs 

to take or duplicate unnecessary elements. Bundling in this manner can reduce the 

incentive to enter a market, or at least make facilities based t»ntry less attractive . CLECs 

should not be discouraged from entering or from offer ng sen·ices using their own 

equipment. The level of bundling and flexibll i t~ ~hould he such that CLECs do not pay 

unnecessary or uneconomic costs.: ' 

=•sec also 706 Order (Advanced Ser..~cs Order). ~64 
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DO YOU HAVE ANY OTHER OBSERV A TIO:\S WITH REGARD TO THE 

ESTABLISHMENT OF CHARGES FOR COLLOCATION ACTIVITIES? 

Yes. It must be recognized that while lLECs haYc been ru: ning cost studies and 

presenting them to comm1ssions for some time. it is only r• cently that they have 

conducted cost studies for collocation (or non-recurring ch.trges for unbundled network 

elements, for that matter). What that means is there is no ! .istoric time s~ries of data to 

"'hich the Commission can tum to judge the reasonablene' s of any rates proposed. 

Hence, a benchmark of some type would b~ most helpful n C\'aluating the rates charged 

by the ILEC in this regard. 

BASED ON THE ABOVE, WHAT IS \'Ol'R RECOMMENDATION WITH 

REGARD TO ESTABLISHING RATES A~D CIIARGES FOR 

COLLOCATION? 

In addition to the options recommended above. I suggest that the Commission establish a 

two-pronged approach to pricing collocation. In the first a collocation tariff. both 

physical and virtual, must be established at TELRJC-bascd rates. Without an explicit 

collocation tariff, including the rates and charges for each of the activities. each request 

for collocation will be on an individual case basts ("ICP ')which means that it will 

require negotiation between the ILEC and CLEC. Cle..~rly. the ILEC has all the 

information. no incentive to facilitate its competttor· ~ entry into the market. and therefore 

can exercise its monopoly power in the negotiation prot ess. l'his type of arrangement 

could also result in frequent complaints to the Commission. increasing the demand on 

Commission resources. 
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With a tariff in place, the Commission will have <:stablished a set of prices that an: 

just and reasonable and can be used as a standard or a hcnchmark for any of these 

activities. If the parties agre-e mutually that thciC: is a !'uperior set of tem1s. conditions or 

prices. that should be acceptable. a~ long as the default. or benchmark. exists. 

YOU INDICATED A T\\'0-PRONGED APPROACH. WHAT IS THE 

SECOND ASPECT OF YOl'R REC0~1!\1ENDA TIO~? 

In addition to tariffing collocation acti,·ities. I recommend that the Commission adopt 

policies that allow CLECs the option to self-pro,·ide or contract tor facilities :md 

collocation installation to the maximum extent feasible. and at minimum for any acti\'ities 

for which BellSouth uses outside contractors . 

This arrangement will allow a market test or sanity check of the reasonableness of 

the tariffed rates on a regular and ongoing basis. It will provide both the ILEC and the 

Commission with continual feedback as to the n:asonablcncss of the rates and the reality 

of market conditions. 

Tariffing at TELRIC-based rates. allowing market benchmarks (self-

provision/outside contractors) and adopting the maximum flexibility in terms of access to 

the interconnection (maximizing the use of limited space l. are all needed to promote entry 

and the competitive outcome. 

V. fRA!\JE RELAY 

WHAT METHODS DID YOU USE TO DEVELOP FRAME RELAY UNE 

TELRICS? 
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The procedures. methods and assumptions used were 1ailored to producing forward-

looking cost estimates of frame relay switching LINEs. My estimates employ efficient 

technology. The frame rela: · :;witches selected reflect technologies being currently 

deployed. Current market prices. adj usted for antic ipated cost trends. were used for 

equipment. The Expense Factors used in the study were generally those that have been 

approved by the Commission for BeiiSouth. These factors arl! applied to the equipment 

costs. The TELRJC results are sho"n in Exhibit_(MHK-2). 

WHAT ARE THE KEY CO~fPO~ENTS OF \'OllR FRAME RELAY 

TELRIC? 

There are four (4) basic steps to the study process: 

1. Identify the forward-looking fac ility requirements: 

2. Develop investment or first costs: 

3. Calculate expenses: capital, operating, shared and common: and 

4. Develop monthly costs. 

HOW WERE FORWARD-LOOKING FACILITY REQUIREMENTS 

DETERMINED? 

Facility requirements are determined based on an understanding of the equipment 

involved and its uses. Facility requirements and co~ts were developed by Mr. Campbell 

(as he describes in his testimony) \\'J th assistanu: 1r nm lntermcdia and other tnJ ustry and 

, ·endor technical personnel . 

HOW WERE INVESTMENT OR FIRST COSTS DEVELOPED"? 
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These costs were based on vendor prices for the facilities. plus ;.~stallation costs. The 

vendor prices for frame relay port cards were taken from the current price list and 

adjusted to include hardware, generic software and other system related costs. These 

costs were then adjusted to reflect anticipated discounts and inflation. 

HOW ARE OTHER INVESTMEl'iT RELATED COSTS ESTIMATED? 

Other investment related costs include installation and spare pans. or inventory. 

Installation cost estimate is per Intermedia and ASCEND. This provides a facility that 

has been engineered, furnished and installed. As a result, separate estimates for material, 

TELCO and hardware are not necessary. The plug-in inventory estimate {spare pans) is 

per the BellSouth study for digital switching systems. This is consistent with the 

information provided by the industry for frame relay systems. No separate estimate for 

suppon equipment or power was used, as that was included in the investment cost 

identified above. 

HOW WERE EXPENSES CALCULATED? 

Expenses were calculated using the BellSouth TFLRlC calculator methodology. To 

calculate expenses. we first identified a set of expense factors from the Commission· s 

orders in prior TELRIC proceedings invoh·ing cost development. These factors were 

then applied to the investment costs developed. Exr ense factors were obtained or 

developed for capital, maintenance. other tax. shared and common expenses. The 

expense factors developed by BellSouth were used. unless information specific to frame 

relay was found to differ and be more appropnatc. 
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Capital costs were developed utilizing the phi factor method incorporated into the 

BeiiSouth TELRlC Calculator. \\ e used a d~preciation sen·ice li fe of fi\'e years. with no 

net salvage value. Return and taxes \\ere based upon the rates approYed by the 

Commission for ust in preparing TELRJC estimates. ~taintenance expense factor is that 

developed by BeiiSouth for digital switching equipment. This factor produced 

maintenance expense estimates on the high end of the range identified as reasonable by 

members of the industry that we contacted. The ad \'alorem. gross receipts. shared and 

common expense factors were also those appro\'ed by the Commission. 

WHAT FILL FACTORS DID YOU APJ>L Y TO THE FRAME RELA \' 

SWITCH? 

Two separate fill factors were used in this frame relay TELRIC analysis: a utilization rate 

of slots and the utilization rate of ports on the cards that filled those slots. 

The frame relay switch used as the basis of this analysis includes 16 slots. It is our 

understanding that not all 16 can be used to hold port cards. as some are needed for a 

variety of overhead functions. For purposes of the cost study. we assume that 12 slots of 

the 16 available slots were used. This fill factor was part of the development of the 

hardware and software cost factors used in establishing the adjusted list price and first 

cost shown. 

Not all ports on the cards included in the ~ \' 1tch will be utilized at all times. \\'e 

used a 50 percent utilization rate for purposes of the cost stud~ . rhe incorporation of tim 

utiliz....tion rate is shown at line 29 of the cost study. 

Revised Direct Testimony of Dr. Marvin H. Kahn Page 4C 



'") -
.... 
.) 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

~0 

21 

"'\'") 

Q. 

A. 

Q . 

A . 

Q. 

A. 

Q. 

A. 

Q. 

A . 

lntcrmcdia EXHIBIT 

Revised Testimony 
ofMar\'in H. Kahn 

DO THE.~E PRICES ALLOW FOR A REASONABLE PROFIT? 

Yes. These prices include a profit at the Commission' s approved cost of money . 

DO THi SE PRICES ALLOW FOR THE RECOVER\' OF SHARED A~D 

COMMON COSTS? 

Yes. Shared and common costs are included in the TELRJC cost at the rate appro\'cd by 

the Commission. 

FOR WHAT UNES ARE \'Ol' PROVJDJJ"G TELRJC ESTIMATES? 

At this time, I am providing TELRJC estimates for fume relay switch related UNEs. i.e .. 

UNI and NNI pons. Intennedia will be seeking additional information from BellSouth 

which will allow us to provide estimates for other frame relay TELRJCs. When that 

information has been received and analyzed. further TELRJC analysis and cost estimates 

may be provided. 

WHAT PRICES ARE YOU RECOMME~DING FOR THESE UNES? 

We are proposing that the prices be set at the TELRIC based costs shown in 

Ex.hibit_(MHK-2). 

VI. TERMINATIO~ 

WHAT COSTS ARE TO BE RECOVERED TIIROl'GH CHARGES FOR 

TERMINATION AND T~SPORT? 

The requirements for pricing interconnection sen ·iccs 1ncluding termination and transport 

are specified at Section 252(d)(2) of the Act . The Act specifics that prices for transport 

and termination should be based on the costs of the carrier terminating the call that are 
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associated with that function and that these c0sts should he t1· : "additional costs" of 

terminating such calls. From an economic perspecti,·e. the concept of additional cost 

incurred by the carrier terminating the call refers to the incremental costs of the 

termination and transrort functions . 

The FCC established rules are totally c0nsistent with thi s economic interpretation. 

The FCC identified the appropriate additional wst as the ··forward looking. economic 

cost," 22 of the service or element, including reasonable margins for profit and recovery of 

joint and common costs. TELRJC would pro\·ide an appropriate measure of these costs. 

DIDN'T THE FCC ESTABLISH A PRESu MPTION OF SYMMETRICAL 

RATES BASED ON THE ILEC'S COSTS FOR TRA~SPORT A~D 

TERMINATION? 

Yes. However. the FCC concluded that ifthe costs of efficiently configured and operated 

systems of competing local service providers justify a different rate. state commissions 

could and should adopt rates that are not symmetrical. : J Symmetrical compensation was 

adopted as an interim measure for many reasons. not the least of which was because there 

was not cost information for CLECs and, thus. no e\·idence at the time that costs were 

other than symmetrical.~' The LocallnterconnectJon Order. however. clearly anticipated 

that state commissions would review the symmetr) pre .umption. and directed those sta te 

::FCC Fint R~"lln and Order. CC Docket ~o 96-98 . para 10~~ In rcgulalOI) 1c:nnmology. lhese would 
be the "traffic sensitive" costs associated with the local nc:r\\orlo.. 
: ' Locallnterconnection Order., I OB.S-1 089. 
:• Ibid .. 1 I 089 
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commissions to "give full aJ d fair effect to the economic costing methodology·· of the 

Order when evaluating the cost studies ofCLECs. 

IS THERE REASON TO BELIEVE THAT THE COST FOR A CLEC TO 

TERMINATE A CALL IS Dlfl- t..RENT THA~ THE ILEC'S COST TO 

PROVIDE THE SAME FU~CTIO~? 

Yes. First, CLECs tend to develop their network using a ring topology rather than the 

pine tree topology used by the ILECs. A ring topology generally leads to a more traffic 

sensitive network. In addition, newer and smaller entrants will not buy equipment 

volumes, or provide the same diversity or scope of services as the lLEC. There is also 

evidence of scale economies in switching systems . ' ~ r inally. a CLEC is likely to realize a 

higher cost of capital than does the ILEC. These items could affect equipment costs and 

expenses. Thus, there is reason to be concerned that the CLEC's unit costs may differ 

from the ILEC. 

HOW SHOULD THE COMMISSION, THEN, EST A BLISH THE RATES 

PAID TO CLECS FOR PROVIDING CALL TERMINATION? 

The rates paid to CLECs for providing call termination should be based on the CLEC's 

forward-looking costs. This is consistent with the economic policy objectives of the Act. 

HAVE YOU PREPARED A TELRIC ESTJ:\1:\TE OF THE CALL 

TRANSPORT AND TER\fiNA TION fli :\CTIO~ ON THE INTER!\tEDIA 

NETWORK? 

:•srr fuobn Noucc of rroooacd Ru!cmakm 11.. l rdrral St11tr Ju111t llour d on llnrvt'rsal . Suv1ct'. ("(" 
Docket No. 96-4S. July 18, 1997. 
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A TELRJC estimate of lntcrmcdia · s call transp0r1 and tcm1ination function is in progress 

and the results will be pr·w ided when the analysis has been completed. The TELRJC 

methodology will be similar to that developed by Bel lSouth and will include three 111Jjor 

steps. First, facility requirements and inwstment cost estimates are identified; next. 

expense factors ·will be dev~loped ; fin~l l y. the expenses will be calculated and summed. 

HOW \VILL INVESTMENT COSTS BE DETERMINED? 

We interviewed lntermedia personnel and other industry personnel to identify the 

appropriate forward-looking technologies and facility requirements. The costs are based 

on vendor prices for the facilities, plus installation costs. The vendor prices are taken 

from the vendor's current price list and adjusted to include hardware. spare, generic 

software and other system related costs. These costs will then be further adjusted to 

reflect anticipated discounts and inflation. 

HOW ARE EXPENSES TO BE CALCULATED? 

Expenses are being calculated using the BeiiSouth TELRJC calculator methodology. ro 

calculate expenses, we first identified a set of expense factors appropriate for lntermedia. 

These factors were then applied to the investment costs de,·eloped. Expense factors were 

obtained or developed for capital, maintenance. other tax. shared and common expenses . 

Capital costs are developed utilizing the phi factor method incorporated into the 

BeiiSouth TELRIC Calculator. Depreciation sen·ice life. cost of money and plant 

specific expenses are based on factors reflecting lntermedia costs. Gross receipts. shared 

and common expense factors, are those appro\'ed by the r ·.Jmmission. 
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4-WIRE LOOPS 

HOW SHOULD R-\TES FOR 4-W'IRE LOOPS BE SET? 

Revised Testimony 
of Man·in H. Kahn 

Rates for 4-wire loops should be based on TELRIC. In general. 4-wire l0ops require 

twice the material as do 2-wire loops. Howe\'er. there ·is 'irtually no incremental cost 

associated with installation or support structures. That is. a 4-wirc loop Joes not require 

twice as many poles, twice the plowing or trenching or twice the installation cost 

associated with a 2-wire loop. In addition, 4-wire loops do not require twice the 

electronics as do 2-wire loops. 

To account for this, a 4-wire loop TELRJC should include twic~ the material as a 2-

wire loop, but only a proportionate increase in the amount of engineering, furnishing and 

installation costs and only a proportionate increase in the amount of support structure. 

HAVE YOU ESTIMATED THE TELRIC OF A 4-WIRE LOOP? 

Yes. Using the BelJSouth TELRIC Calculator. as adjusted by the Commission. I 

calculated the TELRIC for a 4-wire voice grade loop distribution element. Including 

twice the material as the 2-wire, but no incremental support structure results in an 

estimated cost of $6.78 which consists of : 

Re\'ised Direct T ~::stimony of Dr. Marvin H. Kahn Page 45 



') 

-
.) 

~ 

5 
6 

7 
8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

Table I 

4-Wire Loop Cost-Based Price: 

TEL RIC 

Common Cost 

Cost-Based Price 

lntcrmcdia EXHIBIT 
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.3 3 

$6.78 
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SHOULD THIS SAME METHOD BE APPLIED IN ESTIMATING THE 

TELRIC FOR OTHER 4-WIRE UNE LOOPS? 

Yes. This methodology is applicable to other unbundled 4-wire loops. 

UNBUNDLING BEQUESTS 

IS THE REQUEST FOR ADDITIONAL UNBUNDLED NETWORK 

ELEMENTS CONSISTENT WITH THE ACT? 

Yes. As I explained, the Act selected entry as the vehicle to transform the market for 

local services from one of regulated monopoly to one that is structurally competitive. 

lntermedia is asking that network facilities that are in place and used by BellSouth be 

made available as unbundled network elements. The elements include copper and fiber 

loop facilities, subloop unbundling, high capaclty tran~ rort facilities. xDSL and packet 

switching facilities, among others. These requests are consistent with the open-entry 

provisions of the Act. 
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SHOULD THE COMMISSIO~ MO\"E TOWARD THE GEOGRAPHIC 

DEAVERAGI~G OF RATES FOR U:\Bl":\DLED ELEMENTS? 

It is Intennedia ' s position that the Commission should require the geographic 

deaveraging of rates for unbundled network elements. where significant geographically 

based cost differentials exist. Generally, one would expect that to be the case for the 

various loop elements, though not necessarily with regard to other network elements. 

The case for cost deaveraging of unbundled network elements rests on both 

procompetitive and practical considerations. First. a primary goal in establishing prices 

for unbundled network elements is to achieve a competitive market outcome. Price 

signals to the market participants should promote efficient market entry and exit decisions 

and efficient facility make/buy decisions. If efficient decision-making is to result, then 

the prices charged must accurately reflect the underlying cost of the facilities in question. 

Cost studies and engineering analysis point unquestionably to the fact that the cost of 

providing unbundled loop elements will vary across geographic areas within most states. 

This applies to 2-wire and 4-wire voice grade facili11cs. D~O and DS I channels. and fiber 

loop facilities (DS3, OC3, OC I 2. OC48 and Dark libcn If cffic11:nt price signals arc to 

result. the cost calculation should reflect these diffcrl'ntials as should the resulting prices. 

Hence. rates for ..mbundled loops should be geographically deaveraged. 
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Further. the FCC. in 1ts decision with regard to the Amer;. : ch-Michigan Section 27 I 

Application. found that approval wlll rest on. anwng nther things. cost hased and 

geographically deaveraged prices for unbundled l<'<'P dements thence:. the rractical 

reality of proposing geographically deaveragcd rate~ J. 

WHAT ARE THE MAITERS THAT :\1liST BE CO~SIDERED IN 

ESTABLISHING GEOGRAPHICALLY DEA \ 'ERAGED RATES? 

If geographically deaveraged rates are to be established consist with the intent of the Act. 

then the rates must be cost based. The structure of rates should be driven by cost 

differences, not aLEC marketing strategy. This would suggest. for inst~:::e. that 

geographically deaveraged rates could be based on wire centers, but not on exchanges. 

TELRJC estimates are based on a "scorched node·· model. This is the basis of the 

BeiiSouth study and most other cost models (for instance. the HAL BCPM and HCPM). 

Using a wire center is therefore reasonable both from a policy as well as a practical 

perspective. Exchanges, on the other hand, oflen include several wire centers. Where 

this is the case. the exchange cost represents an average of the costs of the individual wire 

centers. In that manner, cost differences are masked. and not ..1llowed to serve as the basi s 

o f geographically deaveraged rates. 

Moreover. basing geographically deaveraged rates on exchanges can be 

anticompetitive. lr !re is no reason to require that C LECs establish calling areas 
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comparable to the exchanges used by the ILEC. and there are no u..tta to suggest that it is 

efficient for CLECs to do so. Cellular c~rriers pro\·1dc a case in point. Therefore. there is 

no basis to use the calhng area currently established by lLEC as the basis for 

geographically deaveraged rates for elements taken hy the CLEC. Using these exchanges 

as the basis for geographically dea,·eraged rates will require the C LEC to mirror the 

calling areas of the ILEC to take full advantage of pricing differentials. The implic;~tion 

is clearly anticompetitive. 

DOES THE BELLSOUTH TELRIC MODEL 1:'\CLUDE DATA ALLOWING 

THE DETERMINATION OF COST BASED DEAVERAGED RATES? 

Yes. BellSouth used a sample of loops in estimating loop costs. This sar.iple included 

loops serving business and residence customers. loops of various lengths and located in 

different density areas. These same data should be able to describe costs on a 

geographically deaveraged basis. Complete data on the entire sample used by BellSouth 

were not included with the filing in the generic cost proceeding. We are seeking these 

data. and upon their receipt and review. geographically dea\'eragcd costs based o n the 

BeiiSouth TELRIC will be presented. 

ARE THERE ALTERNATIVE DATA SOl'I~CES Til AT THE C0!\1~11SSIO~ 

CAN RELY ON TO SET DEAVERAGED RATES'? 
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.-\ _ Yes. There is a possibility that the BeiiSouth data \\til ~ither not he a,·ailable or not be 

useful in estimating geographically differentiated loop w sts. If that is the case. one 

option is to rely on an alternative data source to de a' erage the state'' ide rate. The 

Hatfield 5.0 (HAl), BCPM 3.1. and FCC Hybrid Cost Pro:xy \1odcl (HCPM) models can 

be used in that manner. I present an illustration of cost based geographically deaveraged 

rates using the HAl 5.0 model as the source of data for deawraging in Table 1. To 

determine these rates, I began with the statewide 2-wire voice grade unbundled loop rate 

of S 17.00. This rate is for the loop including the r-.:10. ' ' hich is tariffed separately at 

$1 . 08. I applied the ratios to the rate for the loop less the N ID (i .e .. S I 5. 92 ) and then 

added back the rate for the NID. 

Table 2 

Geographically Dea\'eraged 

Cost Percent of 
Ratio TEL RIC Loo_QS 

Statewide Average $1 7.00 

Zone 1 .701 $12.24 42.0 

Zone 2 1.004 $1 7 06 44.8 

Zone 3 I .802 s:v.77 I 3.2 

Q. WHY DID YOU USE HAl 5.0 IN YOUR ILLUSTRA TIO~? 
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The HAl 5.0 data were readily available. Any of these oth . models could be used for 

this purpose, however. As noted. we are seeking data from BeiiSouth which will allow a 

deaveraging using that model. When these other data are a\·ailahle. we will be able to 

provide comparable results using them as "c I I. 

HOW ARE THE DEAVERAGED RATES IN TABlE 2 DEVELOPED? 

Appreciating the policy issues invoh·ed in dea,·eraging rates. I limited the analysis to 

three rate groups. Using HAl 5.0. 1 calculated the relati,·e structure of these rates and 

applied that to the Commission-approved statewide area rate. Switches with per line 

costs below S 105 were included in Zone I. between $I 05 and $I 60 were included in 

Zone 2 and above S 160 in Zone 3. 

ARE THERE OTHER DATA AVAILABLE THAT THE COMMISSION CAN 

DRAW ON TO DEAVERAGE UNES? 

Yes. BellSouth has geographically deaveraged rates for interstate special access. These 

rates are based on differences in density and could be used as the basis for geographically 

deaveraged unbundled loop rates, as well . 

DOES TIDS CONCLUDE YOUR TESTIMO!\Y? 

Yes. it does. 
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services. 
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utility costs of service and rate design. 
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status of various services and cost support for pricing competitive services. 
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principles and structure regarding competitive ser\'ices. 

District of Columbia Public Service Commission, Formal Case l\o. 828-11 ; testified on regulatory 
principles and structure regarding competitive ser\'ices . 

District of Columbia Public Service Commission. Formal Case ~o. 926: rate design. 

Florida Public Service Commission, Docket No. 860984-TP: testified on market for 
interexchange services, pricing of access services and cost methodologies. 

Florida Public Service Commission. Docket No. 880069-TL: test died on regulatory po licy and 
depreciation practices. 

Flo rida Public Service Commission. Docket ~o. 960916--1 P: testified on the application of 
TSLRJC/TELRJC principles in the pricing of unbundled network clements. 

Florida Public Service Commission, Docket No. 96 I 53 7-TP: testified on local competition. 
unbundling network elements. TELRlC/TSLRlC. pricing 



Georgia Public Service Commission, Docket ~o. 3765 L:: testified on Centrex Costs and Pri,ing 
Policies. 

Georgia Public Service Commission. Docket '\ c .. :;xs:., i ; testified on AltanatiYe Regulatory 
Structures. 

Georgia Public Service Commission. Docket ~o. 3893-t : testifieu on Depreciation Po licy. 

Georgia Public Service Commission. Docket '\o. 3905-l': testified on incentive regulation. 

Georgia Public Service Commission, Docket '\o. 3914-L:. testified on E:\S. 

Georgia Public Service Commission, Docket '\o. ·Hll R-t ' testified on dc!>1gn and structure of an 
ONA policy. 

Georgia Public Service Commission. Docket ~o. 423~-L ·: lcstified on N II Service arrange­
ments. 

Georgia Public Service Commission, Docket No. 7061-U: testified on costs of unbundled 
network elements, competitive based markups . 

Indiana Public Service Commission, Cause No. 35181 : testified on telephone utility rate 
structures, unbundling of services and implications o ··FCC Registration Program. 

Indiana Public Service Commission. Cause No, 36732: testified on telecommunication cost of 
services and rate design. 

Illinois Commerce Commission, Docket No. 89-0033: testified on regulatory structure and po licy 
and cost study methodology for competitive serYices. 

Illinois Commerce Commission, Docket No. 92-0448: testified on regulatory structure and 
policy. 

Illinois Commerce Commission, Docket No. 93-0319. test1fied on comparable service 
requirements to promote gas supply competition. 

Kentucky Public Service Commission. Case ~o. 285: testified , n L\1S policy. 

Kentucky Public Service Commission. Case '\o. 90-2~6 : testified on telephone rate design. 

Kentucky Public Service Commission, Case :"\o. 10109: testified on reg ulatory policy. telephone 
productivity growth and price caps. 

7 



Kentucky Public Service Commission. :'\dministrati\e Case No. 323: testified on intraLATA toll 
competition. 
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Kentucky Public Service Commission, Case ~o 94-1 ~I : testified on appropriate method of 
regulation. 

Kentucky Public Service Commission. Case ~o. 3~~: testified on local competition rules. 

Kentucky Public Service Commission. Case \:o. 96-46 7: testified on the application of 
TSLRlCffELRIC pn nciples in the pricing of unbundled network elements. 

Kentucky Public Service Commission, Case ~o. 97-074: testified on rate restructuring 
implications ofrebundling network elements. 

Louisiana Public Service Commission Docket No. U-17949-(A ): testified on negati\'e attrition 
and alternative regulatory structures. 

Louisiana Public Service Commission, Docket No. l 1-l 7949-( B): testified on toll competition 
issues. 

Louisiana Public Service Commission, Docket No. l J-17949-(0 ): testified on altemati\'e 
regulatory structures. 

Louisiana Public Service Commission, Docket No. U-17949-(E): testified on total factor 
productivity, economic depreciation, and an economic analysis of construction programs. 

Louisiana Public Service Commission, Docket No. U-17957: testified on AOS policy. 

Louisiana Public Service Commission, Docket No. U-18976: testified on cellular service. 

Louisiana Public Service Commission, Docket No. U-2071 0: testified on competitive service 
pncmg. 

Louisiana Public Service Commission, Docket No. u-:~0925 : tcqi ficd on alternative regulatory 
structures. 

Louisiana Public Service Commission. Docket No. L·-~:020: tesll ficd on avotdcd cost d1s<.:ounts. 

Louisiana Public Service Commission, Docket No. U-22022. ~2093: tcst1fied on costs of 
unbundled network elements. competitive based markups 

• 



Maine Public Utilities Commission, Docket ~o . 92-345. Phase 1: testified on regulatory policy 
and structure. and incentive regulation . 

Maine Public Utilities Commis~ ion, Docket No. 92-345. Phase II: testified on Staff Plan for 
alternative regulation for Central Maine Power. 

\1aryland Public Service Commission, Case ~o. 7435 : testified on altiliated relations and utility 
rate design. 

Maryland Public Service Commission, Case No. 746 7: testified on jurisdictional separations. 

Maryland Public Service Conunission, Case No. 7788: testified on the regulatory principles and 
structure regarding interexchange communications carriers. 

Maryland Public Service Commission, Case No. 7851: testified on telephone utility rate design. 

Maryland Public Service Commission, Case ~o. 7902: testified on category cost of sen 1ce study 
methodologies. 

Maryland Public Service Commission, Case No. 8763: testified on the application of the New 
Services Test to private coin services. 

~assachusens Department of Public Utilities, DPU No. 19843: testified on affiliated relations. 
Western Electric pricing. 

Michigan Public Service Commission, Case No. U-5197. ~ill: testified on Western Electric 
costs and pricing. 

Michigan Public Service Commission, Case No. U-6002: testified on separations. 

Mississippi Public Service Commission, Docket No. 97-AD-544: TELRlC and pricing standards. 

Nevada Public Service Commission, Docket No. 91-7026: testified on rate design. 

New Mexico Public Service Commission, Case No. 96-307-TC testified on the application of 
TSLRlCffELRIC principles in the pricing of unbundled network elements. 

'\ie\v York Public Service Commission, Case No. 2 771 0 '2 79(; :- : tcsti tied on costs and rates of 
local coin service. 

New York Public Service Commission. Case No. 27995: testified on ca egory costs of sen·ice 
utility rate dec;ign and deregulation. 
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'ew York Public Service Commission. Case No. 2lC64: testified on category costs of scr\"ice. 
costs of local service, and design and structure of local exchange rates. 

:\ew York Public Service Commis. ion. Case No. 29469: tl''>tified on competition and regulation 
of cellular services. 

Ohio Public Utilities Commission. Case No. 79-11 84-TP- :\I R: testified on rate des1gn and rate 
structure. 

Ohio Public Utilities CommissiOn. Case No. 83-300-TP-AIR: testified on rate design and rate 
structure. 

Ohio Public Utilities Commission. Case No. 83-464-TP-COI: tcsti 'Jed on regulatory structure 
and access charges. 

Ohio Public Utilities Commission, Case No. 84-435-TP-.-\11{. prepared analysis of rate design . 

Pennsylvania Public Utility Commission, R.l.D. No. 289 . .£.!_ill ,: testified on utility cost of service 
methodologies and rate design for competitive telecommunications service offerings. 

Pennsylvania Public Utility Commission, Docket R-811512: pro\"ided telephone utility cost of 
service study, testified on rate design. 

Pennsylvania Public Utility Commission, Docket R-811819: testified on telephone utility cost of 
service and rate structure. 

Pennsylvania Public Utility Commission, Docket R-832316: testified on access charges, impact 
of divestiture on revenue requirements and re\·enue sources. and rate design. 

Pennsylvania Public Utility Commission, Docket No. P-830452: testified on the impacts of 
divestiture on operating company operations and carrier access charges. 

Pennsylvania Public Utility Commission, Docket No. R-84 2779: testified on telephone rate 
design and stand alone costing procedures. 

Pennsylvania Public Utility Commission. Docket No. R-850044 : testified on telephone rate 
design. 

Pennsylvania Public Utility Commission. Docket \io R-850 I 70: testified on poltcy issues 
regarding public, semipublic and pri\·ately owned coin stations and ser.·ices. 

Pennsylvania Public 'J tility Commission. Docket ~o . R-850229. testified on rate design . 
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Pennsylvania Public Utility Commission. [ln(l\l·t ~n . X609n : rate dcs1gn and depreciation 
practices. 

Pennsylvania Public Utility r ommission. Docket !'\o. R-9307 I ) : testified on regulatory structure. 
productiv ity growth a. 1d utility costs 

Penns~· lvania Public Utility Commission. Docket No. 940~87 : tcs, .J ied ,,n total service long run 
costs and revenue-cost comparisons of competitiq~ services . 

Pennsylvania Public Utility Commission. iJocket ~o 9~ I 0( 1 ~ : testified llll altcrnat i,·e regul atory 
st.ructures for small telephone companies. 

Pennsylvania Public Utility Commission. Docket :\o. 963 556: testi fied on rate design for 
services and network elements. 

Pennsylvania Publk Utility Commission. Docket ~o . R-0095 I 005: testifi ed on alternati,·e 
regulatory st.ructures, total factor productivity. price cap plans. 

Pennsylvania Public Utility Commission, Docket ~o R-0096353-+ : testified on rate rebalancing 
in the context of a price cap plan. 

Pennsylvania Public Utility Commission, Docket No. A- 3 I 0203F0002(111). ~t _ill .; testified on 
local competition, TELRICffSLRIC pricing of unhundled network elements . 

Pennsylvania Public Utility Commission, Docket No. 1-00960066; testified on issues related to 
access charge rate structure and universal service policies. 

Rhode Island Public Utilities Commission, Docket No. 1-+ 7 5: testified on rate design and rate 
st.ructure. 

Rhode Island Public Utilities Commission. Docket I 63 I ! Phase I): testified on revenue 
requirements and merits of company cost of sen ·icr studies. 

Rhode Island Public Utilities Commission. Docket I 63 I (Phase II ): pro\'ided telephone utility 
cost of service study. 

Rh ode Island Utilities Commission. Dockets I 560R. I 63 I . ~ll h. I 6~~ : testified on util ity l.'ost of 
sen 'ice and rate design. 

Rhode Island Public Utilities Commission. Docket I 6R7. tl'Stllicd nn r;.stc J cs1gn and ~t rul· turc of 
local and toll rates. 

Rhode Island Public Utilities Commission. Docket 1698: testified on rate design. 

II 
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Rhode Island Public Utilities Commission. D()cket 1878: testified on rate design . 

South Carolina Public Service Commission. Docket 79-~05-C: testified on cost of service. rate 
design, separations at d affiliated relationships. 

South Carolina Public Service Commission. Docket 8~-~91-C: testified on telephone utility cost 
of service methodologies and rate structure. 

South Carolina Public Service Commissi0n. Docket :\o 97-374-C; testified on costs of 
unbundled network elements. competiti\'e hascd markups 

Tennessee Regulatory Aulhority, Docket :\o. 96-01 )) I : testified on a\oided cost discuunt. 

Texas Public Utility Commission, Docket No. 8585: testified on cost study methodology and the 
pricing of competitive services. 

Texas Public Utility Commission, Docket Nos. 16189. 16196. 162::!6. 16285. 16290: testified on 
the application ofTSLRICfrELRJC principles in the pricing of unbundled network 
elements. 

Texas Public Utility Commission, Docket ~o. 16473; testified on local competition, unbundling 
network elements, TELRJCfrSLRJC. pricing. 

Utah Public Service Commission, Docket No. 94-999-01. Phase IlL testified on pricing of 
unbundled network elements, colocation services and interim number portability. 

Virginia Corporation Commission, Docket PUC 920029; testified on incentive regulation, utility 
productivity, utility construction programs. 

Virginia Corporation Commission. Docket PUC 930039: testified on productivity gro\\1h. 
construction programs and incentive regulatory plans. 

Washington Utilities and Transportation Commission. Case No. U-75-54: testified on cost of 
service methodologies for competitive telecommunications service offerings. 

Washington Utilities and Transportation Commission. Cause Nos. U-86-34. ~ ru.: testified on 
the establishment of rules and procedures regard in!: the detariffing of utility products and 
services. 

West Virginia Public Service Commission. Case :\o . X~- 7~ 7- 1'-~ : · 1 . testified on rate des1gn. 
access charge structures and affiliated relationships 

West Virginia Public Service Commission, Case ~o. 85-282-T-GI: testified on the policy of 
interexchangeable competition. 



.. 

West Virginia Public Service 1 .. .'ommission. Case Nos. R)-490-T-P .. ~ i.!l.; testified on access 
charge structures. 

\\'est Virginia Public Service CommissiOn. Case Nos. 86-038-T-C. ~ill- testified in complaint 
case regarding independent telephone company earnings. 

West Virginia Public Service Commission. Case No. 86-364-T-GI: testified on access charge 
structures. 

\\'est Virginia Public Service Commission: Case t"o 89-206-T-42'L Telephone Rate Design and 
Local Calling PJ ms. 

\\'est Virginia Public Service Commission: Case 'o 90-~22-T-42T. Telephone Rate Design and 
Local Calling Plans. 

West Virginia Public Service Commission. Case No. 94-1103 -T -GI: testified on total service 
long run incremental costs and local service competition. 

Wisconsin Public Service Commission, Docket No. 6 720-TI-l 03; testified on cost standards for 
competitive services and compensatory pricing of Centrex service. 

Wisconsin Public Service Commission, Docket No. 6 720-TI-l 02; testified on productivity and 
rate implications of rate moratorium. 

Wisconsin Public Service Commission, Docket No. 6 720-TR- I 04; testtfied on incentive 
regulation proposals. 

Before the Fe4eral Epergy Regulatory Commission (fERC): 

~atural Gas Pipeline Company of America. Docket No. 87-14 L filed testimony on the GIC. 

Tennessee Gas Pipeline Company, Docket ~o. RP-88-228-000 ~ - ,;ll.; filed testimony on 
comparable service. 

Before Canadian Commissions: 

Prince Edward Island Public Utilities Commission .. complaint case: testified on cost of sef\·icc 
and rate design for PBX equipment .. and the economic implications of interconnection. 

Before U.S. Postal Commission: 
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Docket MC79-3; testified on cost of sen·ice and rate design for second-class mail. 

Before Legislatures: 

Committee on Commerce, U.S. Senate, Subcommittee on Communications: expert witness 
testifying for Subcommittee Staff on U.S. Department ofT ransportation Study on 
Impacts of Daylight Sa,·ings Time Act . 

Committee on Banking and Currency, U.S. House of Representati,·es. Ad Hoc Committee on the 
Domestic and International Monetary Effect of Energy and Natural Resource Pricing; 
appeared as Staff witness on inflationary and unemployment effects of the oi I embargo. 
and on utility pricing policy proposals. 

Committee on Consumer Affairs, Pennsyhania House of Representatives. appeared on behalf of 
the Office of Consumer Advocate, testified on regulatory policy regarding 
telecommunications. 

Other: 

District Court of Lancaster County, Nebraska. in Re: ~orstan Communications vs. State of 
Nebraska, Docket No. 355; testified on the market for telecommunications services and 
the effect of emerging competition. 

U.S. District Court for the District of Columbia, in RE: lJS. vs . AT & T ~- _ru., C. A. No. 74-1698; 
testified on Western Electric PBX Pricing. 

U.S. District Court for the Southern District of Florida. in Re: Eugene Steele d.lb/a Yacht Buyers 
Group vs. Morgan Yacht.~ Jl., Case No. 82-2757-CIU-JE: testified on economic 
estimate of damages. 

U.S. District Court for the District of Maryland. in Re: Fred Menke's Car Store. Inc. and Fred R. 
Menke, Sr. vs. Volvo North America Corporation. C. A. No. H86- I I 50: testified on 
economic estimate of damages. 

U.S. District Court for the Eastern District ofPennsyh·ania. in Re: Design Sales Associates. Inc. 
vs. Pittcon Industries, Inc .. C.A. 't'o. 87-0805: testifi ed <~n economic estimate of damages. 
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Exhibit MHK-2 
Page I of 4 

BellSouth Florida 
Frame Relay Switch TELRIC 

56164 Kbps Port 

~6 '64 Kbps 
Channelized T- 1 

factor fon ~i!rd~ Factor Buildin~~ Factor Land 
List Price of card S7 .~00 00 SJ.559.07 s 106 ~8 

2 Hardware cost 0.3175 2380 95 0 0000 0.00 0.0000 0 00 
3 Software cost 0.2698 ~0~~ 81 0 0000 0 00 0 0000 0 00 
-l Inflation adjustment -0.1000 ( J IQO -l 8! 0 0-l O.'i 63 1-l 0 0-lO.'i -l 31 
5 Vendor discount -0.3500 (~ 750 00! 0 0000 0 00 0 0000 0 00 
6 Subtotal list price S6.964 ~9 S1.6E2:! SilO 69 

7 Installation -1000 00 0 00 0.00 
8 Plug-in Inventory 0.0681 47-l :2 7 0 0000 0.00 0.0000 0.00 
9 Material 0.0000 0.00 0.0000 0.00 0.0000 fl .OO 
10 TELCO 0.0000 0.00 0 0000 0.00 0.0000 0.00 
II Plug-in 0.0000 0.00 0.0000 0.00 0.0000 000 
12 Hardwired 0.0000 000 0.0000 0 .00 0.0000 0.00 
13 Suppon Equipment &. Power 0.0000 0 00 0 0000 0.00 0.0000 0.00 
14 Subtotal fiJ'St cost s 11.438 55 $1,622.22 S110.69 

15 Pole loading 0.0000 0.00 0.0000 0.00 0.0000 0.00 
16 Conduit loading 0.0000 0.00 0.0000 0.00 0 .0000 0.00 
17 Depreciation 0.2000 2287.71 0.02 13 34.61 0.0000 0.00 
18 COM 0.0631 722.05 0.0791 128.32 0.099 10.96 
19 Income Tax 0.0289 330.63 0.0362 58.76 0.0453 5.02 
20 Maintenance 0.0400 457.54 0.0053 8.60 0.0000 0.00 
21 Ad Valorem 0.0120 137.26 u 0 120 19.47 0.0120 1.33 
22 Direct Costs $3,935.19 $249.75 Sl7.30 

23 Shared Costs 0.0376 430.09 0.0000 0.00 0.0000 0.00 
24 Gross Receipts Tax 0.0153 66.79 0 0153 3.82 0.0153 0.26 
25 Common Cost 0.0512 226.92 0 0512 12.98 0.05 12 0.90 
26 Annual Cost $4.658 99 $266.55 S I o -17 

27 Monthly cost $388.25 $22.2 1 s 1.54 

28 Per pon cost ( 4 pons/card) S97 06 S.'i .55 so 38 
29 Utilization rate 0.5000 s 194 12 Sll II so 77 

TOTAL COST $206.00 
(incl. land and building) 
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Exhibit MHK-2 
Page 2 of 4 

BeliSouth Florida 
l rame Relay Switch TELRIC 

1.536 Mbps Port 

I 536 Mbps 
usmg DSX-1 

lliW Pon ~ard~ I· actor Bulldmcs Factor Land 
List Price of card (: 0 . 77~ 00 S1.731 ~3 Sll8. 1-l 

2 Hardware cost 0.3175 278~ . 71 0 0000 0.00 00000 0.00 
3 Software cost 0 .2698 2367 86 0 0000 0 00 0 0000 0 .00 
4 Inflation adjustment -0.1000 (139286) 0 0~05 70 12 0 .0405 4 78 
5 Vendor discount -0.3500 (4387 .50) 0 0000 0 00 0 .0000 0.00 
6 Subtotal list price $8. 148.21 s 1.801 56 Sl22 92 

7 Installation ~oco oo 0 00 0.00 
8 Plug-in Inventory 0.0681 5~4 89 0 0000 0 00 0 0000 0.00 
9 Material 0.0000 0 00 (l 0000 0 00 0 0000 0.00 
10 TELCO 0.0000 0.00 0 0000 0.00 :.10000 0.00 
II Plug-in 0 .0000 0.00 0 0000 0.00 0 0000 0.00 
12 Hardwired 0.0000 0.00 0 .0000 0.00 0 .0000 0.00 
13 Suppon Equipment & Power 0.0000 0 00 0 0000 0.00 0.0000 o en 
14 Subtotal first cost Sl2 .703 II s 1.801.56 Sl22.92 

15 Pole loading 0.0000 0.00 0 .0000 0.00 0.0000 0 .00 
16 Conduit loading 0.0000 0.00 0 0000 0.00 0.0000 0.00 
17 Depreciation 0.2000 2540.62 0 0213 38.43 0 .0000 0.00 
18 COM 0.0631 801.87 0 0791 142.51 0 .099 12. 17 
19 Income Tax 0.0219 367.18 0 0362 65 .25 0 .0453 5.57 
20 Maintenance 0 .0400 508.12 0 .0053 9 .55 0 .0000 0.00 
21 Ad Valorem 0.0120 152.44 0 0 120 21 62 0.0120 148 
22 Direct Costs S4.370.23 S277 36 Sl9.22 

23 Shared Costs 0.0376 477.64 0 0000 0.00 0 .0000 0.00 
24 Gross Receipts Tax 0.0153 74.17 0 01 53 4.24 0.0153 0.29 
25 Common Cost 0.0512 252.01 0 0~ I :1 14 .42 0.0512 1.00 
26 Annual Cost S5.174 .05 S::!96 02 S20.51 

27 Monthly cost S431.1 7 S24 67 $1.71 

28 Per pon cost (I Oports/card) S43 12 S::! 47 so 17 
29 Utilization rate 0 .5000 S86.23 S4 93 so 3~ 

TOTAL COST 591.51 
incl. land and buildin2 
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Exhibit MHK-2 
Page 3 of ~ 

BellSouth Flonda 
Fr une Relay Switch ·1 ELRIC 

4~.2 I 0 Mbps Port 

4~ 210 Mbps 
ustng HSSI 

[WQr ~Qj Factor BudQin~~ Factor ld.!l..Q 
List Price of card S.5 ,400.00 Sl.27.5. 19 S87 01 

2 Hardware cost 0.3175 1714 29 0 0000 0 00 0 0000 0.00 
3 Software cost 0 2698 1457 14 0 0000 0 00 0 0000 0 00 
4 Inflation adjustment -0.1000 (8.57 I~ ) 0 0~0~ ~I 65 0 0405 ' <. ~ J . -

~ Vend or discount -0.3500 (::!700 00) 0 000(J 0 00 0 0000 0 00 
6 Subtotal list price S5.014 29 s 1.326 84 $90 53 

7 Installation ~000 .00 0 00 0 00 
8 Plug-in Inventory 0.0681 341.4 7 0 0000 0 00 0 0000 0.00 
9 Material 0.0000 0.00 0.0000 0.00 0.0000 0 00 
10 TELCO 0.0000 000 0.0000 0 .00 0 .0000 0 .00 
II Plug-in 0.0000 0.00 0.0000 0.00 0.0000 0.00 
12 HMdwired 0.0000 0.00 0 0000 0.00 00000 0.00 
13 Support Equipment &. Power 0.0000 0.00 0 0000 0.00 0.0000 0.00 
14 Subtotal fJ.rSt cost $9,355.76 S I .326.84 $90 . .53 

15 Pole loading 0.0000 0.00 0 0000 0.00 0.0000 0.00 
16 Conduit loading 0.0000 0.00 0 0000 0.00 0.0000 000 
17 Depreciation 0.2000 I 871.15 0 02 13 28.31 0.0000 0.00 
18 COM 0.0631 590.57 0.0791 104.96 0.099 8.96 
19 Income Tax 0:0219 270.42 0 0362 48.06 0.0453 4.10 
20 Maintenance 0.0400 374.23 0 0053 7.03 0.0000 0.00 
21 Ad Valorem 0.0120 112.27 0 0120 15.92 0.0120 1.09 
22 Direct Costs S3,218.65 S204.27 $14. 15 

23 Shared Costs 0.0376 351.78 00000 0.00 0.0000 0.00 
24 Gross Receipts Tax 0.0153 54.63 0 0 1 ~ 3 3.13 0.0153 0.22 
25 Common Cost 0.0512 185.60 o u~ 1 ~ 10.62 0 0512 0 74 
26 Annual Cost S3 .810.65 s ~ 1 s .o2 S 15 I I 

'27 Monthly cost S317.55 s 18. 17 Sl 26 

28 Per pon cost (2portslcard) Sl58.78 S9 08 so 63 
29 Utilization rate 0.5000 S317 55 s 18 17 S I 26 

OTAL COST S336.98 
incl. land and bualdm111 



Bell South 
Frame Relay Swit( h I FLRIC 

t-.otes: 
Lines I -3 . Per R. Campbell and lntermedia. 

Lines 4-5 : Exeter estimate. 

Exhibit MHK-2 
Page 4 of 4 

Lin: 7: Ascend estimate. Installation estimate elimmates need for com mcluded by Bell South m ltnes 9-13. 

Line t 6: Depreciation service life assumed to be 5 ~ears. "1th 1cw net sah a~;c 

Lines 17-20, 22-24: Per BeiiSouth TELRJC calculator and PSC order 

Line :!9: Exeter estimate. 

Land and Building investments and factors: Per BeiiSouth TELRJC calculator and PSC order. 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a copy of the foregoing has been 

furni shed by U.S. Mall or hand dell very ( * ) this 4th day of 

February , 1999, to the following : 

Ms. Nancy White* 
c/o Ms . Nancy H. Sims 
BellSouth Telecommunicat1ons, ~ c. 
150 South Monroe Stre et 
Suite 400 
Tallahassee, FL 32 .::.01 - 1556 

Norman H. Horton, Jr . 
Messer , Caparello & & Self , P.A. 
215 South Monroe Street 
Suite 701 
P.O. Box 1876 
Tallahassee, FL 32302-1876 

Scott A. Sapperstein 
Intermedia Communications Inc. 
3625 Queen Palm Drive 
Tampa, FL 33619 

June McKinney 
Division of Legal Services 
Florida Public Service 

Commission 
25 40 Shumard Oa}.. Boulevard 
Tal lahassee, FL 32399-0850 


