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1 P R 0 C E E D I N 0 S 

2 (Transcript follows in seque nce from 

J Vol ume 1.) 

4 COMMISSIONER KIESLING: We ' ll go b~ck o n the 

5 record, and you ma y call your next wi tness . 

6 MR . FINCHER : Call David Stahly to the 

7 stand, pl ease . 

8 COMMISIONER KI ESLING: Did 1 s wear y o u in 

9 this morni ng? 

10 

11 

WITNESS STAH LY: Yes , you diu. 

COMMISSIONER KIESLING: We ll, the n you d o n ' t 

12 have to stand up for me. 

13 - - -

14 DAVID E. STAHLY 

15 was ca lled as a wi tness on b e half of Spr int anLI , 

16 having been duly s worn, test if ied as f ol l o ws : 

17 DIRECT EXAMINATION 

18 BY MR. FINCHER: 

19 Q Would yo u state your n umc anLI uu s incss 

20 address, pl ease? 

21 My n ame is Dav i d Stahly. My busi ness 

22 address is 7301 West College Oou l c vurd, ovc r· l ;:~nd l' i.lrk , 

23 Ka nsas , 66212 . 

24 Q By whom are you employed nnLI in wh..st 

25 capacity ? 

FLORIDA PUBLIC SERVICE COMMI SSION 



2 (; ., 

1 I' m employed by Sprint communication s , L.P . 

2 a s a manager o f regulatory poli~y . 

) 0 Did you ~ause to be prepa red and preliled in 

4 this proceeding your direc t testimony consisting of 56 

5 pages and two exhibits? 

6 ~ Ye s , I did . 

7 0 Are there any corrections , additions or 

8 deleti o ns? 

9 Ye s . Starting first with the uire~t 

10 t estimony 

11 MR. FINCHER: Exc us e me . Comm i ssioner , we 

12 can either strike -- there ' s a f e w pages that need to 

13 be stricken . We can eithe r s tr ike i t o r e nter it - -

COMMISSIONER KIE SLING: Whichever. 

MR. FINCHER: Whic hever. 

COMM.ISSIONER KIESLING: Sure. 

(By Mr. Fincher) Eithe r o ne . 

14 

15 

16 

l7 

18 

0 

A Okay. We ' ll go with the st rike me thodology . 

19 On Page 2, sentence -- on Line 20, the la Gt sentence 

20 reading "I have t estified ," I ' d like t o s trike th.:1t 

21 sentence and replace it wi th anoth e r sen t e nc e, c:-

22 actually two sentences , r c.HJintJ , , !:; l o l l owt: : "I 1\ ,JVC 

23 testified befo r e r egula t o r y commi~sions in the states 

2 4 o f Arka nsas, Georgia, Indiana, Kansas, Lou i s !ana, 

25 Oklahoma, Oh io, Tennessee and Washington. 

FLORI DA PUBLIC SERVICE COMM ISSION 



1 Additiona lly, 1 h ave '' 1 s o tauqht cuun;c:> on 

2 telecommunications for t he Cente r f o r Requla t or·y 

3 S tudies at the University o f Nuw Me x i co ." 

4 The next strike would be on Page 5 2 start ing 

5 with Line 16 going through to Page 5G , Line 12. That 

6 would be a l l for the d i rect . 

7 HS. BARONE: I'm sor ry . What was the first 

8 page on that? 

9 WITNESS STAHLY: Pilge 52 , Line 1 6 thro.Jq h 

10 Page 56 , Line 12. 

11 Q (By Mr. Fincher) And did yo u also cau~c ~v 

12 be prepared and fil ed in this proceedi ng your rcbutt~l 

l J tes timony consisti ng o f ll pages? 

14 

15 

A 

Q 

Yes , I did. 

Ar e the re any corrections, add itio ns or 

16 d e letions to that tes timony? 

17 COMMISSIONER KIESLING: 1 need y o u to s l ow 

18 d o wn, because I ' m having trouble find ing that . 

19 

20 

MR. FINCHER : Okily . 

COMMISSIONER KIESLING: Tha t wa s mislabeled 

21 a s Mr. S i b l e y ' s tc:; timony. Thank y uu . 

22 WITNESS STAHLY: There a re no stri ke s in 

2J that . I have one sentence to ins ert o n P~ge 3, Line 

24 9, and tha t would be at the end of the sentence on 

25 that lin e which e nds " o r n e two rk cl e ment th."'t it 

FLORI DA PUBLI C SERVICE COMMISSION 



1 offers AT&T." 

2 The new sente nce would read , "Additionally, 

3 Section 251(c ) o f the Ac t requires t hat rates f e r 

4 interconnection a nd r esale be nondiscri minatory. 

5 Inasmuch as the Commission has set GTE' s rates for 

6 inte rconnection and wholesa l e rates in Dockets 

7 96-08 47-TP and 96-0980-TP, f o r AT &T and MCI i t wo ul d 

8 b e discriminatory to allow GTE to charge Sprint 

9 different rates f o r the e xa c t same serv ices ." 

10 And the n the r1ext sentence wou l d be 

11 mod1fied, whic h is Line 10 . " I am wi lling to accep~ 

12 all of the prices arbitrate d i n that -- wou ld stri ke 

13 "that" and insert " the GTE and AT &T aqreement ." Ar.d 

14 then I have no o ther changes t o the rebuttal 

15 testimo ny. 

16 Q (By Mr. Fincher) Tha~ completes all your 

17 additions, corret:t i ons ar.d de l etions? 

18 A ~es. 

19 COMMISSIONER KIESLING : Ma y I jus t clarify 

20 where you r emove the word " tha t 

2 1 

22 

WITNESS STAHLY: Yes . 

COMMISSIONER KIESLING: -- o n Line 10 and 

23 inserte d "the GTE and AT&T ag r eement, " are you also 

24 r emov ing the word " agreement " on an inte r im basis? 

25 WITNESS STAHLY: No, I'm not. 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 COMMISSIONER KI ES LING: We ll , the~ the 

2 s e nte n c e does n ' t make any sense . 

3 WITNESS STAHLY: It ' s saying " ag r eement, 

4 a g r eement? " 

5 

6 

7 

COMMISS I ONER KIESLING: Yes . 

WITNESS STAHLY : Well , st r ike one o f t he 

COMMISSIONER KI ES LING: " All the prices 

8 arb i trated in the GTE a nd AT&T agreements , agre eme n t 

9 o n an interim b a s i s?" 

2 09 

10 WI TNESS STAHLY : It s h o u l d rea d , " a rbitra t ed 

11 i n the GT &T - - GTE a nd AT&T ag r e eme nts on a n i n t e ri m 

12 basis . " 

13 COMMISSI ONER KI ESLI NG: Agreeme nts ; o k a y. 

14 Thank y o u. 

1 5 WITNESS STAHLY: I ' m sorry i f I r.o nfused 

1 6 y o u . 

17 COMMI SS I ONER KIESLING: Oka y . l ' m with y o u. 

18 Q (By Mr . Finc her) If I a s k e d y o u t h e same 

19 que stio n s as set out a s corre cte d , a nd with the 

20 additio n s a s set o u t i n you r p refile d direc t and 

21 r e buttal testimo n y , wo u l d yo u r a n s wers b e the s ame? 

22 

23 

A Yes , t h e y wo uld . 

MR. FINCHER : Co mm i s:..; i o nc r , c an J h a v e the 

2 4 t est i mo ny of Mr . Stah ly a s i d e n t if ied move d i nto t il e 

25 r e c ord as if give n orally ! r om the s t a nd? 

FLORIDA PUBLI C SERVICE COMMI SSION 



1 
COM.MISBIONER lUES LING: 'x'es. The ame nded 

2 direc t and amond od rebuttal of Mr. Stah ly wi ll be 

3 i nserted in the r ecord as tho ug h r ead . 

4 

5 

MR. FINCHEii. ; 1'h a nk you. 

MR. FINCHER: And with r espect t o 

6 Mr. Stahly ' s direc t tes timo ny, the re were t wo 

7 e xhibits , DES-1 and DES-2 . Could I h ~vc thos e 

8 identi fi e d f o r til e r ecord , pl euse? 

9 
COMMISSIONER KIESLING : 'i e~ . They will be 

10 identified as Compo~ite Exhibit 8. 

11 (Exh ibit 8 m~ rkcd f o r i dcnt iti ~ution.) 

12 

13 

1 4 

1 5 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DIRECT TE.STIMONY 

OF 

DAVID E. STAHLY 

ON BEHALF OF 

SPRINT COMMUNICATION S COMPANY 
LIMITED PARTNERSHIP 

2 1 1 

a. P!casc :;tate your full nam e and business address. 

2 

3 A M y name is David E Stahiy M y office :Jddrcs!. 111 81 40 W:Hd Parkway . Kansas Ctly 

4 M ISSOUri. 641 14 

5 

6 a. What is your position? 

7 

8 A I am employed by Spnnt Commumcattons Company L1mttcd Partncrshtp ("Sprmn as a 

9 Polley Manager 

10 

11 a. Please describe your educational background, work experience and present 

12 responsibil ities. 

13 



A. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

/0 

21 

22 

23 

2 1 2 

I rece1ved a Bachelor of Arts d<.gree m Econom1cs from Bngham Young Unaversny 1n 

1985 and Master of Arts degree m Pubhc Polley from the Un1vers1ty of Ch1cago m 1987 

I began working for Sprint in 1994 as a Manager of Regulatory Access Plannmg In tnat 

position . I represented Sprint before state and federal regulatory commiSSIOns regardmg 

access 1ssues and Spnnt's nego\1ated access pr1c1ng and rate structures w1th the locai 

exchange carriers ("LECs") 

Pnor to JOinmg Sprint's Long D1stance D1v1S1on . I was employed by Spnnt Corporallon's 

local telephone affilia te. Sprint-United North Central ("UNC") from 1990 to 1994 In 111;-~ t 

capacity, I was responsible for costing and pncmg sw1tched and spec1al access serv1ces 

While at UNC, I also conducted competi t1ve analyses Pnor to JOinang Spnnt. I worked 

for the llhno1s Commerce Comm1ss1on as an Execullve Ass1stance to the 

Commissioners from 1986 to 1990 In that capac1ty. I prov1ded financ1al and econom1c. 

analyses of telecommunications, gas and electric u!lhty 1ssues and I ass1sted m th..: 

preparation of orders and opin1ons 

My current responsibilities include coord1na11ng w1th representatives of Sprmt busmess 

units regardmg regulatory matters. contributmg to the development of Spnnt regulatory 

policy, and testifying on behalf of Sprint concern1ng econom1c and regulatory P"hcy m 
t•·~·td.l! .. l ': ••:•.1 i·:, i ., ll ~ in ill• 

telecommunications I have test1f1ed befor~e Ark<u::a"~' P~bh" ~ QPJIG9 CamFRISSIOO. 

,J ,fi t ·;. 11 1 J\l'J, .tlll• . l l• . l •<' <l l > J . 1 lttt.l t. lll .t l.J,U. 1 ) l.J...l • i. II 1 
the Georgia Pubhe 6eNiee GeMml!oSIOi t :~m;~ Corp6?;"~fitmt:tffitl1iJS S'i01t . 'ane 

Oi-; 1 . dllllllol . CJh i u . 'J',·rllll·':: • .-1' . t!hl '·:.,:, 11 in , ! ··: . ,\d. It 1 1 "11. 1 I I·:. 
the IJ\IQGRiRQIOR I ltihty 4Rd Transportation C omFRI88tOn 

In I r ... . !o ,. n l I . 1 t . t l JliiltH tr 1 • ' ; ' : ; l' 1 I J t fI t I. I r: ! I 

ltOJ'l<t·l'lll. tl tll' ::; r ttdJ• ···•' ' '' ' l'ni·: ,-1 il. 

2 



2 

3 a. 

4 

5 A 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

2 1 3 

What is t he purpose of your testimony? 

The purpose of my test1mony IS to descnbe Spnnt's pos1t10n on all of !he pnc1ng ISSues 

that have been unresolved 1n negot1a1tons over the tnterconnect1on agreement between 

Spnnt and GTE Flonda Incorporated ("GTE") The test1mony w1ll cover cost-based 

pnc1ng for interconnect1on. unbundled network clements. and transport and term1nClt1on 

of traffic 1nclud1ng d1scuss1on of mtenm rates and the establishment of permanent rates 

under the TELRIC-based pncrng methodology In add1t1on. the testrmony w1ll cover 

wholesale pnctng mclud1ng d1scuss1on of the avo1ded cost methodology established by 

the Federal Commun1cat1ons Comm1ss1on ("Fcc·) F1nally. the tesltmony w111 cover 

Important pnc1ng panty 1ssues. 1ncludtng the t~pplicatron of volume d1scounts. the 

applicatiOn of non-recurrrng charges. and pnc1ng related to 1ntenm number portability 

16 I. TELRIC-based Pricing Methodology 

17 (A} Summary of Position - TELRIC-based Pricing Methodology 

18 Q . 

19 

20 

21 

Has GTE provided cost studies that satisfy the requirements of the 

Telecommunicati ons Act of 1996 (the Act) and tho FCC's Fi rst Report and Order 

released August 8, 1996 in CC Docket No. 96-98 ("FCC Order")? 

3 



A 

2 

3 

4 a. 

!) 

6 A 

7 

8 

9 

10 

11 a. 

12 

13 

14 A 

15 

16 

17 

18 a. 

19 

20 A 

21 

22 

No Spnnt will need to f1le further testimony when TELRIC-based cost stud1es are 

prOVIded 

What does the Act require for pricing interconnection and network elements? 

2 1 4 

The Act reqUires that Incumbent Local Exchange Company (ILEC) pnces for 

Interconnection and network elements shall be based on cost (without reference to any 

rate-base proceed1ng) and be nond1scnmmatory. and may Include a reasonable prof1! 

Section 252(d)( 1) 

What does the FCC Order require for pricing of interconnection and network 

elements? 

The FCC Order reqUires that Interconnection and unbundled elements be pnced based 

on the sum of total element long run 1ncremental cost (TELRIC) and a reasonable 

allocation of forward-look1ng common costs (51 505) 

Please describe Sprint's pricing policy for interconnection and network clem ents. 

Sprint believes that p11ccs for 111tcrconncctton nnd network elements must lle b:lscd on 

economic cost. More specifically. Spnnt recommends 

4 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 a. 

16 

17 A 

18 

19 

20 

)} 

» 

» 

» 

2 1 5 

Pnces for mterco.1nect1on and unbundled elements should be developed us1ng 

the TELRIC-based pncmg methodology established by the FCC 

The level of contnbut1on to common costs should be a umform loadmg that 1s 

limited to a level that reflects the common costs of an economically effic1ent local 

exchange earner 

The reasonable profit level to be 1ncluded m TELRIC should be the most recent 

authorized intrastate rate or return or prescnbed mterstate rate of return 

Prices for network elements should be geograph1cally deaveraged. for example 

accordmg to h1gh cost. med1um cost. and low cost areas 

(B) TSLRIC 

Please explain what is meant by TSLRIC? 

Tot31 Service Long Run Incremental Ccst. or TSLRIC. represents the 1ncreu1ental cost 

or an entire product. 1 In other words, TSLRIC represents all the costs d1reclly caused 

by a service. TSLRIC IS also somet1mes called total1ncremental cost. long run serv1ce 

Incremental cost. long run incremental cost - total serv1ce. or average mcremental cost 

Wilham J Baumol. Superfauncss 11 3 ( 1986) 

5 



2 

3 

4 

5 

6 

7 

8 a. 

9 

10 

11 A 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 6 

(when divided by output) 
2 

TSLRIC tncludes all of the servtce-spectftc ftxed costs and 

volume sensiltve costs. II represents the total burden that the servtce p:aces upon the 

resources of the company. In more precise terms. TSLRIC ts the dtffNence between (1) 

the total cost of a company that provtdes the servtce and a number of others. and (2) 

the total cost of that same company tf tl provtdeC: all of tis other servtces tn the same 

quanltttes, but not the servtce tn questron 

Why is It appropriate to include TSLRIC in prices for interconnection and network 

elements? 

TSLRIC is an appropnate basis for rates because tl represents the economrc cost of all 

of the resources the ILEC ts usrng solely 10 provtde the tnlcrconnecllons and network 

elements. Using TSLRIC ensures that the costs the rnterconnecllOns and/or network 

elements cause are not being covered by other servrces Most tmportantly, as a 

measure of forward-looktng economic cost. TSLRIC best replicates the condr!tnns of a 

competitive market and reduces the abrhty of an mcumbent LEC to engage rn antr

competitive behavior. 

W tlltam J Oaun101 & J G tcgoty Stdaf.. Toward Com~lltton m LO<AJil clcpllony 57 6 ( 1Q<J4) 

6 
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3 a. 

4 

5 A 

6 

7 

8 

9 

10 

11 

12 

13 

14 a. 

15 

16 

17 A 

18 

19 

20 

21 

22 

2 1 7 

(C) TELRIC 

Is TSLRIC costing different from TELRIC costing ? 

Essentially, TSLRIC and TELRIC cost1ng methodologies are the same The1r 

differences are related to the 1tems bemg costed. not the method of developmg the 

costs More specifically . TSLRIC stud1es determme the forward-lookmg, long run 

mcremental cost of serv ices wh1le TELRI C stud1cs determ1ne the forward-lookmg. long 

run mcremental cost of network elements The FCC chose the term total ·ell'!menr 

long-run Incremental cost to reflect that the ·services· m quest1on are. 1n reality. 

·elements" of the network The FCC also noted that unlike telecommun1cat10n serv1ces. 

network elements correspond to d1sllnct network fac1lllles (paragraph 678) 

Please describe tho TELRIC-bascd pricing methodology as defined In tho FCC 

Order. 

The TELRIC-based pnc1ng methodology def1ned by the FCC requ1res pnces to be set ~':> 

recover the follow1ng categones of costs 

Directly attributable mcremental cost of the element (TELRIC) 

a) Incremental costs of faCilitieS and operat1ons ded1cated to the element 

b) Increment,! costs of shared fac1llt1es and operations 

7 



2 

3 

4 

5 

6 

7 Q. 

8 

9 

10 A 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

')'2 

2 1 8 

II A reasonable allocation of common costs 

The d1rect1y attnbutable Incremental cost of the element would be determ1ned v1a an 

llfJpropnatcly dovolopod TfLRIC cost o f servrce study Spnnrs pos1t1on on an 

appropnate allocation of common costs w1ll be dc11ned below 

Please descr ibe Sprint's position on an appropriately developed TELRIC cost o f 

service s t udy. 

The FCC clearly def1nes several charactensllcs of an appropnately developed TELRIC 

cost o f seNice study These charactenst1cs should be reflected m any study c;ubmltted 

to the CommiSSIOn for 1ts approval An appropriately developed 1 FLRIC study 

1) W1ll include the long run . mcremental costs caused by or d11ectly attnbutable to the 

specific element ThiS w1llmclude both costs caused by fac1ht1es and operations 

ded1cated to the element and those facthty and operat1ons costs shared by a group 

of elements 

2) Will reflect per-unit costs denved from total costs us1ng reasonable. a:curate f1ll 

factors 

3) Will reflect current w1re center 1ocat1on and the most effic1ent technology ava1lable 

4) Wllltnclude a reasonable return on mvestment. e g profit 

5) Will reflect eccnom1c depreCiation rates 

8 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A 

2 4 

6) Will not 1nclude en1bedded costs. reta11 costs. opportumty costs or subs1d1cs to other 

elements or serv1ces 

The FCC's order requ1rcs ILEC's to ·explam w1th spec1f1C1ty why and how spec1f1c 

funct1ons are necessnry to prov1de network elements and how the assoc1ateo costs 

were developed · (paragraph 691) Restated, the burden of proof 1s on the ILEC to 

substantiate all costs 1ncluded m 1ts TELRIC stud1es Smce Sprmt has not been afforded 

the opportunity to rev1ew GTE's TELRIC stud1es. 11 reserves the nght to subm1t future 

testunony related to those cost stud1es once 11 has rcv1cwed those stud1es and made 1ts 

determmat1on of whether the requirements of the FCC order have been sat1sf1ed 

Please describe what Is m eant by "costs di rectly attributable to the specified 

element" . 

The FCC defined directly attributable forward-look1ng cost to 1nciude Incremental 

mvestment costs and expenses deo1cated to the element as well as the mcremcntal 

costs of fac1ht1es and operations costs thol arc shared by a set of network clements 

Directly attnbutable costs. then. are costs mcurrcd spec1f1cally m the prov1s1on of a 

particular network element To the extent that certa1n network elements share fac11111es 

or operations. these shared costs are Included 1n the TELRIC of that set of clements 

and are to be altnbuted to spec1f1c network elements 111 rcO'lsonable propor11ons 1 o use 

the FCC's example, condurtthat 1s used for both •nterofftce transport and loops may be 

apport1oned to both the rnteroHrce transport network element and to the local loop 



2 

3 

4 

5 

6 a. 

7 

8 1\ 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2 2 0 

element. Unless 11 car be demonstrated that a cost IS dcd1calcd to the prov1s1on of a 

particular network element (or set of elements) 11 cannot be 1ncluded 1n the TEL RIC of 

the element (or set of elements) 

(0) Common Costs 

What are comm on cost s? 

r:ommon costs arc one typo of shared co~l !)ll.ued co~b a~e co~ ts ll loi l <1rc 

» shared by more than one serv1cc. 

» mcrementalto a set of serv1ces shanng the costs. and 

,, unaffected by any subset of the scrv1ccs shanng the costs 

Another way of say1ng th1s IS that shared costs arc essential to the prov1s1on of rnore 

than one service and do not vary w1th the output of any of the serv1ces 

There are two bas1c types of shared costs 

Slwred mcremontal costs- shared costs that are spec1f1c to only some serv1ccs 

For example. loops and transport may share conduit. but these costs arc not 

shared with unbundled local switch1ng TELRIC 1ncludes shared 1ncrcmcntnl 

costs 

10 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

a. 

A 

2 2 1 

Overl1eod shored costs - These are common costs They are shared by all 

services. These are costs that do not change or go away unless the company 

goes out of business The classtc example is the prestdent's desk TELRIC 

does not include overhead shared costs 

In the TELRIC-based pricing methodology, what Is meant by " fo rward-looking 

common costs" ? 

Under the TELRIC-based pncmg methodology, forward ·lookmg common costs represent 

the other component. along wtth TELRIC. to be tncluded m ILEC pnces Thec;e costs 

are not spectfic or dtrectly attnbuted to an element or set of elements Also. smct 

mterconnectton and network elements are tntermedtate products. and not retatt servtce 

offenngs. such costs as marketing, btll tng. and other retatl related costs are not relevant 

common costs. The only relevant common costs. then. are those costs that ate 

mcurred m the overall operation of the firm. c g executive s.Jiartes These costs are 

common to all servtces and specific to none The adoptton of the standard of ustng 

· rorward-lookmg· common costs means that poce!: cannot be based on htstoncal (t e 

embedded or accountmg) common costs Thts 1s cons1stent wtth establtshed econom1c 

cost principles and the overall forward-lookmg econom1c cost paradtgm adopted by the 

FCC. 
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(E) Contributions to Common Cotl t 'i 

Docs tho FCC provldu at•y tllrtHl tlon rol re totlto the size of common costs to be 

Included undor tho TLLIUC h 1111M1 llrlcluo methodology? 

2 2 2 

Yes The FCC concludllllll lllt r llltHIIOtl w,,,,, •.hould hn smaller for network elemonts 

than for serv1cos srllt.o 11r1IW111k ulnllWIItll c ottospond to diScrete network fac1hl1es that 

have drsltnct opomtiiiU t IHHIH lllllldlc' u l\lun, under the TELRIC methodology, man,

fac1ht1es costs thOIIIHIY ht• c IIIIIIIHHI with w:.pcct to ·services· w11l be d1rect1y attrtbuted 

to the facrhiiCS who11 ollfll l ll l tH• CllliHIIHflucl lll:lwork clements The FCC also stated that 

a properly conduclu<l 11 1 f(IL nwlluHioluuy w1ll attnbule costs to spec1 f1c clement s to 

the greatest posutlJio t•llh111t Wille II will wduco the amount of common cost!. 

Docs the FCC provltlo 1Wy ouldliiiCfl w i th respect to tho allocation of common 

costs? 

Yes The f CC tlt.lllftltHitwo ullor.utlon mothods to be reasonable and re1ected another 

The two roo&orwl 1111 tttr•tltuc In fflt'hHfcl 

» tho u"u ul u 111wd ulloc 11110n, uuch as a percentage markup over the dtrectly 

Dtl rthUitltlln llliWWd luukiiiiJ rO!liC 
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the allocation of only a relatively small share of common costs to ccrtarn crrtrcal 

network elements. such as the local loop and collocatron. that are most drfk :ult 

for entrants to replicate promptly (r e bottleneck facilities) 

The FCC explrcrtly rejected allocations that rely on allocating common costs rn rnverse 

proportron to the sensrtrvrty of demand for varrous network clements They concluded 

that such allocatron methods undermine the pro-competrtrve ObJectrves of the Act 

What is Sprint's recommendation on the size and allocation of common costs? 

Spnnt recommends that the contnbutron to common costs be set as a percentage 

markup above the TELRIC of the element to reflect the forward-looking shareJ costs of 

a reasonably effic1ent firm 

Why is it appropriate to include any common costs In interconnection prices? 

lncludrng a portron of these costs rs approprrate because revenues from products must 

generally make a contrrbutron to coverrng common costs rf a company 1s to produce the 

product This IS true both from a bus1ness perspectrve and an economic perspective 

Please explain the business perspective. 
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The most common pncrng practice rn bus1ness IS to rnclude a contnbutlon to shared 

costs rn pnces 3 Bus1nesses determ1ne the appropnatc contnbullon several ways The 

most common way 1s to simply apply a un1form markup above the rncremental cost 

This is often crit1c1zed as not being rn the b...st rnterest of the company because the 

company could make more money if 11 vaned 1ts markups on the bas1s of competitive 

pressures • Hov.ever. when the company IS a monopoly or at least has s1gn1ficant 

market power. 11 IS not 1n the customers' 1ntcrcsts nor 1n the pub!1c 1nterest for the 

company to be allowed to maxim1ze 1ts prof1ts bv hav1ng h1gh markups m non 

competitive markets relative to markups 1n compet1l1ve markets In fact. one of l11e 

pnmary purposes of regulation IS to keep th1s from happenmg 

Th1s IS one of the reasons why Sprint believes that regulation should reqUire ILE(,s to 

pnce interconnection and network elements 1n non-compet1t1ve markets JUSt l1ke they 

would if all of the1r markets were fully compell t1ve By treatmg all markets as equally 

competitive. ILECs would 1nclude no more than an average contnbutlon to common 

costs 1n pnces for non-competrt1ve servrces such as rnterconnectron and network 

elements 

James L Papp:~s & Ma•k llors<J•cy MiJn;Jgenal Lc<mon-c:. ~71114 1 1'1'10) 

Papp:1s & Horschcy anago.:nal E:conormcll 575 84 ( 1!)90) 
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Q. Please expla in the economic perspective. 

A From an econom1c perspective. pnces need to make a contnbuhon to common co~l !> to 

ensure that the pnces are sustainable The techn1cal def1n1tton of sust;unable prtces 1s 

prices that (1) allow an efficient company to earn normal prof1ts (2 ) do not tnvuc 

competi tion from less effic1ent compantes. (3) do not reqUire a cross-subs1dy, and (4 ) 

result 1n an eff1c1ent market ~ In th1s case. ar1 eff iCient 111arket 15 one that prov1des the 

lowest overall cost of produc1ng the Industry's products Sustamablc pnces allow n 

company to compete tn a market and earn a normal pr of11 

Q. How much common cost should be included in interconnection prices? 

A The amount that interconnection pnces should be marked up should be based on the 

amount of forward-look1ng common costs a company has rclaltve to tis overall cost!. 

Conceptually, the markup would be calculated by dtvtd1ng the company's econom1c 

common costs by the sum of 1ts TSLRICs 

1 hr:; d c fin rtton IS nd .. ph.J lrom W olh,11u J IJ .Ju n ool •·I . rl l...ulllc~l.JIJic 1.1 .,, ~ ~·b "''1.1 \h e I 11~'1.•1\' v i lrtl.lv~lt) 

5\fucture 314 ( 1988) 
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Why is a uniform markup appropriate for allocating common costs? 

There are two reasons F1rst. a un1forrn markup treats the non·cornpet1t1ve market~ ns 11 

they were competitive This helps keep l lf"::s from us1ng revenues from nO'l · 

compet1t1ve markets to f1nance compellltve responses m compellt1ve markets The 

secono reason IS that un1form markups are nond1scnmmatory Sect1on L52(d)( 1 )(A l(u) 

of the Act requ1res that pnces for mterconnec!IOn and network elements be 

nond1scnminatory Pnce d1scnmmat1on ex1sts when markups vary among classes of 

customers .6 The Act does not allow for degrees of d1scnmmat1on r or example. tile Act 

does not state that pr1ces sllould not be unre<'!c;onably d1scrm11natory The f\ r t Simply 

allows for no d1scnmtnalion 

You said that tho markup should be limited to reflect the common costs o f an 

economica lly efficient loca l exchange carrier. Why should the markup be limited? 

L1m111ng the markup serves two purposes Fnst. 11 provtdes mcent1ves for ILEC~ to 

become more effic1ent Basmg pnces on ILECs' own costs does not prov1de IL[Cs tilt: 

same effic1ency IncentiVes as pure pnce regulatiOn or compeli tron Th1s 1s true even 11 

the costs are measured as econom1c costo; rather than as accoun11ng costs as has beer 

done m rate of return regulatton A max1mum contrrbutron 1rnproves the eff1ctcncy 

mcentrves The second purpose of the maxtmum markup rs to provrde a l1m1t on the 

Pappas & H•rschcy Manuacnal Lconomtcs !JI:I ~ 1 I!I'JO) 
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costs that can be charged to competitors ILLC~ have an rrrcc:ntrvc to charge lugh 

pnces to competrtors These hrgh pnces grvc Ill Cs a frnancral advantage over therr 

competitors by mcreasing the ILECs' margrns relntrve to therr cornpetrtors' margrns 

Lrmrtrng the markup helps lrmrt the pnces that ILECs can charge to competrtors 

Has Sprint reviewed any measures of common costs? 

Yes Sprrnt has revrewed two sources of public dnla that reflect accountrng measures of 

costs that are generally common rn nature l tlese measures do not reflect an 

1ppropnate approach for delrnmg common costs rn accordance wrth the FCC rules 

because they are hrstoncal accountrng costs. not forward-lookrng economrc common 

costs Hov.ever. these analyses may provrdc a benchmark that can be used rn 

evaluatrng the reasonableness of proposed common cost levels 

F~rst . Spnnt revrewed accountrng data repor1ed to the FCC by Trer 1 ILECs A Trer 1 

ILEC rs an ILEC wrth more than $100,000,000 rn annual revenues The dalet revrewed 

was for 1995 Thrs analysrs rs provrded rn CXHIBil 1 Thrs analysrs shows tha' . on 

average. Trer 1 ILECs' Corporate Operatrons Expenses (Accoun! 6700) are about 16% 

of Total Operatrng Expenses And. on average, Trer 1 ILECs' General Support Plant 

(Account 2100) rs about 15% of Total Telecommunrcatrons Plant in Servrce 

The second analysrs rs from Ex Par1e matenals fried by Southwestern Bell rn the Matter 

of Federal-State Jornt Boarr1 on Unrversal Servrce CC Docket No 96-45 The analysrs 

17 



2 

3 

4 

5 Q. 

6 

7 A 

8 

9 

10 

11 

12 

13 

14 Q. 

15 

16 A 

17 

18 

19 

20 

IS prov1ded 1n EXHIBIT 2. show1ng thnt Southwt• '>lt •rn flpll c:alcul;tlt•!· 1!!> own Total 

Common Costs to be 11 % of 1ts Total Costs 

(F) Return on Investment 

Please descr ibe cost o f capi ta l? 

2 L 8 

Cost of cap1tal1s what a company has to pay crcd1tors and shareholders for the money 

the company uses. The payment to cred1tors IS generally called mterest The payment 

to shareholders 1s generally called profit 7 Regulat1on and econom1c texts have lnng 

recogmzed that there IS a normal level of prof1t or return on 1nvestment. that 

shareholders need to rece1ve 1f they are to continue to mvest m the company Th1s 

normal level of profit IS often referred to as the cost of eqwty 8 

Is cost of capital part of TELRIC? 

Yes. The incremental cost of network elements mcludes the cost of makmg additional 

mvestments The money to make these mve~tmcnts comes from cred1tors and 

shareholders As I explained above. the cost of obta1mng money from cred1tors and 

shareholders is called the cost of cap1tal 

Jam<'S t Pappas & M arlo. I hrschcy ManJgcnal t cononllt:. 10 1 1'1'101 

Pappas & H 1rschey. ManagcnaJ Econom1cs. 10 652-3 (1!YJ01 
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Does TELRIC include profit? 

Yes. TELRIC provides for a reasonable profit conststent wtth Sect.on 252(d)( 1) wtuch 

states that rates for mterconnecltvn and network elements ·may tnclude a rcasonabiC' 

profit." Because TELHIC Includes the cost of cap1tal, TELRIC 1ncludcs a nnrn1alleve1 o l 

profit. The FCC concluded that the cost of cap1tal mcluded 111 TELRIC 1s equal to normal 

profit and that allow1ng anyth1ng greater than normal prof1ts would not be ·reasonable· 

under sect1ons 251(c) and 2!.>1(d)( 1) 

What is Sprint's recommendation regarding tho lovol o f roturn on investment 

included in TELRIC? 

The return level should be the most recent authonzed Intrastate rate of return or 

prescribed interstate rate of return The FCC concluded the followtng 

» the currently authouzed rate of return at the federal or state level is a reasonable 

star1tng po1nt for TELRIC calculal•ons 

>> ILECs bear the burden of demonstrattn!J w1th spectftctty that the busmes5 nsks of 

providing interconnectton and unbundled elements (whtch are generally 

bottleneck. monopoly servtces that do not now face s1gn1ficant compet11ton) 

would JUSttfy a dtfferent nsk-adJusted cost of cap1tal 
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(G) Other TELRIC Consideratiot .s 

Please describe what i s meant by "reasonably accurate fill fac tors" 

Fill factors are the percentage of available network capac1ty ut1hzed These factors ansc 

from the fact that when engtneenng and bu1ld1ng of telecommunications fac1ht1es. LECs 

attempt to am1c1pate future needs For example . when deploytng loop plant. 1f the 

1mmed1ate need 1s 800 underground loops. a l EC may place enough loop plant to 

facilitate 1 ,000 loops in anticipation of future demand It IS m ore cost-effect1ve to d1g a 

trench once and allow for some excess than to dig up the trench every t1me a new loop 

IS reqUired In th1s example, the fi ll-factor would be 80% (800 loops 1n use d1v1ded by 

1.000 loops available) Efficient deployment balances the cost-bcnef1t of excess 

capac1 ty On the one hand, not enough excess results 1n meffic1ent rework (e g d1gg1ng 

new trenches every month). On the other, too much excess IS an inefficien t use of 

resources (e g burying plant that wi ll never be used) 

The FCC descnbed reasonably accurate fill factors as est1mates of the propon ton of a 

factltty that w 11l be ' filled· w1th network usage and concluded that per-untt costs be 

denved by d lvtdtng the total cost associated w1th the clement by a reasonable prOJCCtlon 

of the actual total usage of the element. 

F1ll factors are tmportant because they effect un1t costs. a low f1ll factor 1ncrcascs ur11t 

cost whtle a htgh ftll facto. lowers untl costs A starltng potnt for determtntng TELRIC frll 
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factors should be t11e actual "fills" of the ILEC However. smce these f1lls reflect 

t11stoncal usage levels. they need to uc exammcd fo• thc11 reasonableness to be used 

for projections as required by the FCC Order Usmg the h1stoncal fills as ~ startmg 

pomt. the follow1ng 1ssues should be cons1dered 111 develop1ng projected f1lls Frrst. to 

the extent that an ILEC has overburl! excess capac1t~ 1n anhc1pat1on of entenng new 

hnes of business. e g 1nterl.A TA. h1stoncal f1ll s w1ll be too low as a basts for pnc1ng 

elements for the proviSIOn of local serv1ces Second. c fflc1ent and effective c0mpettllon 

(wh1ch will only occur If element pnces are cost·based) w1ll resu1t1n new mnovat1ve local 

~ervtcc offenngs <Jnd d11ve reta1l r ales to co1npcllhvu levels. wh1ch will 1n turn ch.mgc 

past usage patterns and stimulate overall demand Th1rd , compett!lon should prov1de a 

catalyst for a new level of eff1c1ency 1n every aspect of the rncumbent LECs' bus1ness. 

rncludrng engineering and plant placement These efficiencies may not be reflected 1n 

histoncal fills factors. In summary. appropnate fills should reflect efficient engrneenng 

practices. While the ex1st1ng fills may represent a reasonable approximation of 

projected fills, the fills used rn TELRIC pncrng must take rnto account 1) ILEC overbuilds 

rn anticipation of hnes of business outs1dc the scope of local service. 2) future changes 

1n usage patterns and overall demand stunulat1on. and 3) ovcrallmcreascs m ILEC 

efficiency. 

What is the significance of applying a standard that requ ires the use of "current 

wire center locations and the most efficient tec hnology available"? 
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Forward-look1ng cost measurements requ1re captur~ng the costs of network fac1ht1es that 

w 1ll be incurred 1n the future The usc of current w1re center locations and the most 

effic1ent technology available 1n determmmg forward-look1ng econom1c costs IS the 

approach that reasonably balances the 1ntcrcsts o f ILECs. CLECs. and consumers 

ILECs need pnces that w 111 recover the1r lt:g111mate forward-look1ng econom1c costs 

Cl ECs need to be prov1ded the opportumty compete on an eqUitable basts w1th the 

ILEC ConsumPrs w1ll benefit the most when there IS fac1ht1es-based competitiOn The 

FCC exphc1tly rejected alternatiVe approaches wh1ch represented extreme v1cwpo1nts 

that would e1ther frustra te facll1 t1es-based compc t1t1on on the one 11and or h1nder 

compet1tive entry on the other Spec1f1cally the I-CC rejected the use o f a hypotheti<-JI. 

.east cost. most eff1C1ent network 1n calculating forward-lookmg element costs at one 

extreme. because th1s would d1scourage fac1ht1es-bascd compet1t1on. 1 c the mcent1ve to 

build would be reduced 1f fac1ht1es were already available at least-cost pnces At the 

other extreme. the FCC reJected cost recovery t)ascd ent11ely on the past network 

des1gn and technology (1 e embedded cost). because th1s would resullm meffic1ent 

pricmg to the detnment of competitive entry Instead the FCC adopted a standard that 

uses the ex1st1ng w1re center locat1ons and the most efflc1ent technology deployed as 

most closely representing the 1ncremenlal costs 1ncumbcnt LECs w1ll actually mcur 1n 

making elements ava1lable to new entrants 

Please expand on tho use o f economic depreciation rates. 
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The use o f econom1c deprec1atron rates m TELRIC s1mply ensures thJt costs represent 

the actual useful econom1c lives of ILEC fac1l1t1es. rnstead of regulatory lives The actual 

useful econom1c lives may be different than tr1at reflected rn the cx1strng prescnbcd 

deprec1at1on ra tes However. the FCC Order concluded that the ILEC bears t'le burden 

of dcmonstr::~llng w1th spec1fic1ty that d1fferent deprec1at1on rates are JUSitfled (paragraph 

702) 

Why did the FCC rojoc t considerations o f embedded costs. reta il cos ts, 

o pportunity costs, and subsidies ? 

In general. the FCC rejected these cons1derat1ons as 1ncons1stent w1th the cost-bas •d 

pncrng standard established by the Act and as mcons1stent w1th pro-compet1t1ve goall> 

Embedded costs. also referred to as accountmg costs. represent the past expend1tures 

of a firm 1n prov1d1ng a product. Because the 1nputs (matenals. labor. cap1tal) to a frrm's 

productron change over t1me and because new techno:og1es are Introduced. the past 

expenses and caprtal expenditures recorded on a firm's books w 111 not be reflect1ve of 

the costs the frrm w1111ncur rn the future In order to encourage eff1c1ent entry. the FCC 

concluded that forward-look1ng econom1c costs prov1de the approprrate bas1s for prrces 

potent1al entrants should pay for elements In essence they found the usc o f embedded 

costs to be contmry to the expedient development of compe11t10n 
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The FCC reJected the 1nclus1on of reta 11 costs 1n I LLRIC-based prrces based on the 

nature of what IS be1ng prov1ded N~twork clement fac1ht1cs and funct1ons w111 be 

prov1ded as 1ntermed1ate products to request111g c;mrers Therefore. s1nce network 

elements are not reta11 products. retarl costs cannot be rnctuded m the prrce 

?. ~ 4 

Many rncumbe"t LECs argued for the rnclus1on of opportunrty costs rn element prrces rn 

essence. w1sh1ng to replace revenue lost when n new entrant provrdes rctarl scrv1c.c rn 

place of the rncumbent LEC The FCC reJected the rnclusron of opportunrty costs as 

rnapproprrate to the goal of drrvrng prrces to cornpctrtrve levels because the exrstrng 

retarl prrces that would be used to compute opportunrty costs are rot cost based 

lnclus1on of subs1dres 1n the prrces for rnterconnectron and network elements would 

resul t rn prrces that are not cost-based. rn vrolatron of the Act"s clear prrcrng standard 

(H) Geographic Deaveraging 

What does Sprint propose with regard to geographic deavcraging? 

Sprrnt believes that ILECs should geographrcally deaverage pnces for network 

elements Swrtchrng and transport costs are a functron of traffic dens1ty and should be 

deaveraged to hrgh cost, medrum cost, and tow cost exchanges based on traffic densrty 

charactenstrcs Loop costs are a functron of loop length and the densrty of end-user 

locations These loop cost charactcrrstrcs sllout<l be reflected rn deaveraged prrccs that 
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may vary from the geographiC areas used for sw1tctung and transport deaveragrng For 

example. a low cost exchange w1th regard to sw1tch1ng may have both h1gh nnd low loop 

C.:>StS 

Why is this important? 

Deaveraged rates more closely reflect the actual costs o f prov1d1ng lnterconl"ectron and 

network elements because these costs can vary w1dely across a large geograph1cal 

area. for example. a study area that IS composed of both densely populated and 

sparsely populated areas In kceprng w1tllt lle cost l>.t5cd prrc1nn standard o: the Act. 

the FCC concluded that rates for rnterconnect1on and unbundled clements must be 

deaveraged and established a requrrement of at least three cost-related rate zones 

Denveragrng is Important because 11 provrdcs accur.1tc market s1gnals Whereas 

geographic averag1ng, on the o ther hand. distorts competitors' entry dec1s1ons regard1ng 

whether to build or lease unbundled network elements 

Interconnection and Access to Unbundled Network Elements 

(A) Summary of Position 

What is Spr int's position regarding tho pricing o f interconnection and unbundled 

network elements? 
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Spnnt recommends the establishment of permanent rates reflectmg the TELRIC-based 

pncing methodology discussed m detail prevrously m my tcstrmony Wrth respect to 

intenm pnces. Sprint recommends that the default pnces established m the FCC Order 

be applied until permanent rates arc developed under the TELRIC-based pncrng 

methodology. 

(B) Default Prices 

Please provide tho d efault prices for interconnection and unbundled c lements. 

In the absence of cost-based pnces established under the TELRIC-based pncrng 

methodology, the followmg default prrces should be apphed 

Elemenl 

Local loops 

Local Switching 

Ded1cated Transport 

Common Transport 

Tandem Switching 

Collocation 

S1gnahng, call-

R~te 

$16.71 

$0.003 per mrnute 

Tanffed rnterstate entrance facrhty and drrect-trunkcd 

transport charges 

Weighted average per m1nute equrvalent of dedicated 

transport rate (as descrrbed 1n FCC 51 513(c)(4)) 

$0.0015 per m1nute 

Tarrtfed Interstate expanded-Interconnection charges 

Tarrffed Interstate charges where avarlable 
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related databases 

Why is it important to establ ish Interim prices? 

Spnnt encourages the Comm1ss1on to undertake and conclude prot:eed1ngs tc establish 

permanent rates under the TELRIC-based pncmg methodology as qu1ckly as poss1blc 

However to the extent that cost stud1es that satisfy the cntena of thP Act and FCC 

Order have not been developed and prov1ded for thorough rev1ew. the mtenm pnccs 

prov1de a means for establish1ng mterconncctlon and access1ng network clements 

w1thout delay 

The default local switching price you recommend Is In the midd le of tho range set 

by the FCC, why is that? 

Although the FCC stated that. 1n 1ls rev1ew of the record ev1dence in the 96-98 

proceeding, the most cred1ble stud1es fell at the lower end of lh1s range Until 

permanent local sw1tch1ng pnces are established. us1ng the TELRIC-based pncmg 

methodology, Spnnt believes that applying the rate m the m1ddle of the rang~ IS a 

reasonable approach 

Reciprocal Compensation Arrangements 

(A) Summary o f Position 
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Has GTE submitted a cost study for transport and terminat ion under rec iprocal 

compensation arrangements which complies with the act and tho FCC's order? 

No 

What does the act require for the pricing of transport and termination under 

reciproca l compensation arrangements? 

2 3 8 

Sect1on 251 (b)(5) of the Act requ1res all LECs to ·establish rec1procal compensation 

arrangements for the transport and termmat1on of telecommumcat1ons • Sect1o.1 

252(d)(2)(A) of the Act sets forth two standards for determu11ng 1f rec1procal 

compensation rates are JUSt and reasonable The first standard 1s that . ·such tenns and 

cond1t1ons prov1de for the mutual and rec1procal recovery by each earner of costs 

associated with the transport and termmalion on each earner s network fac111t1eS of calls 

that originate on the network fac1ht1es of the other earner · The second standard IS that 

it is necessary to • ... determ1ne such costs on the bas1s of a reasonable approx1mat1on of 

the additional costs of term mating such calls • Sect1on 251 (d)(2)(B)(i) of the Act states 

the rules do not ·preclude arrangements t11at afford the mutual recovery of costs through 

the offsetting of reciprocal obligations. 1nclud1ng arrangements that wa1ve mutual 

recovery (such as bill-and-keep arrangements) • Sect1on 251 (d)(2)(8)(u) of the Act 

states that the Act does not ·authonze the Commission or any State commiSSIOn to 

engage m any rate regulation proceed1ng to f!Stabhsh w1th rart1culanty the additional 

costs of transporting and term1nat1ng calls· Add1t1onally, sect1on 251 (g) makes clear 
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that Congress Intended access charges to rcma1n 1n effect. separate from the tran!>r nr t 

and tern11natron of local traff1c under rcc1rrocal COillf>t!ll~ J!IOII arr .Higcrncnts 

What does the FCC o rder rec-uire for the pricing of reciprocal compcns:>tion? 

The pnc1ng and apphcatron of transport and termrnat1on under rcc1procal compcnsat1on 

arrangements requ1res two consrderatrons. f1rst. cstabhsh1ng the correct cost -based 

prrces, and second. estabhsh1ng a def1nrt1on of local traff1c to wtr1cll the prrces arc 

applied 

(1) PJ1Ctng 

The FCC defined tt1c ·addltronal cost" standard d1scussed 111 sect1on 252(d)(2)(A)(11) of 

the Act to be "the forward·lookrng . econom1c cost-based pnc1ng standard tnat we arc 

establlshrng for rnterconnectron and unbundled elements · Spcc1f1Cally. ·add1110nat cost" 

rs equal to TELRIC plus a reasonable allocation of forward-lookrng JOint and common 

costs 

(2).J)_efmitioo of Local JJaffic 

Regard1ng the defin1t1on of local traf fiC, the f CC declared that ·state comm1Ss1ons have 

the authonty to determrne what geographiC areas should be cons1dered "local areas· for 

the purpose of apply1ng rec1procal compensatiOn obligations under section 251 (b)(5) • 

(3) Other Constderatrons 
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The FCC also def•ned transpor1 and term•nahon wh1ch was n cessary for correctly 

pnc1ng each serv•ce Transport was def•ned as ·uw tran ... miS'>IOII ollt••n•u•.rtnHJ tr.rll•• 

that IS subject to sect1on 251 (b)(S) from the mterconnect1on po1nt between the two 

earners to the term1na1tng carnr··s end off1ce sw•tch that dii i'CIIy scrvel> the <.:ailed 

party • Add1t1onally the FCC def1ned term1natron as "the sw1:chrng of traff1c that •s 

subJect to sect1on 251 (b)(5) at the term1nat1ng camer"s end office sw1tch (or cqwvalent 

fac1l1 ty) and delivery of that traHtc from that sw•tch to the called party's prcm•ses • 

What is Sprint's position regarding the pricing of reciproca l cornpc'1sation? 

Rates for transport and term1nat1on under rec1procal compensa11on arrange•ncnts should 

be based on the TELRIC-based pncmg methodology as d1scusserl prev•ously m my 

test1mony In the 1ntenm per1od. until such rates are set. the conHniSSion !>hould 

Implement b1ll -and-keep 

(B) Developing Cost-Based Rates 

What options docs the FCC order put forth for quickly establishing rates fo r 

transport and termination? 

The FCC found that a state comm•ss•on has three opllons for estabhstung transport and 

term1nat1on rates under rec1procal compensallon rust n st:lte ronHlll:.s•on rn;:~y 

conduct a through rev1ew of econom1c stud1es prepared us1ng t11e same TELRIC-bascd 
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methodology that IS used for pnc1ng unbundled elements Second. a state may adopt 

the FCC's default proxy pnce of 0 2¢ r>er MOU to 0 4¢ per MOU for term1nat1on and a 

default proxy pnce for transport rates based on tanffed Interstate rates Thrrd . a state 

may order "b1ll and keep · 

Which option should the commission choose? 

l he FCC stated that the only pcrrnnncnt ·~olulion 1S for state commrsslons to conduct a 

through rev1ew of economrc stud1es prepared usrng TELRIC-based cost methodology 

81!1-and-keep and the FCC's default proxy pnces were established only as 1nter.m 

solutions to allow states to qurckly estahhsh rntenm rates in order promote the Act's goal 

of quickly permitt1ng competrtors rn to the local market 

What does the FCC order require fo r establishing the cost-basis of transport and 

termination? 

Term1nation (end off1ce swrtch1ng) should be based on TELRlC plus a reasonable 

allocation of forward-look1ng common cost'> A full d1scuss1on of the correct 

methodology for calculating TELRIC and forward-looking JOint and common costs 1s 

found in section I of this testimony 

Tandem switching should also be based on TELRIC plus a reasonable allocat1on of 

forward-look1ng common costs 
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2 4 2 

lntenm transport should be based on ex1strng tanffs For transport. the FCC stated thill 

the established pnce prox1es for unbuncled transport element<; should be used 

Spec1f1cally, common transport should be pnced at the werghted average per mrnute 

equ1valent of the dedicated transport rate as descnbed 1n FCC 51 513(c)(4) Oedrcated 

transport should be pnced based on tanffed rn terstate rates 

Regardrng lost revenues from other servrces. the FCC spec1f1cally noted that •the rates 

for the transport and term1nat1on of traffrc shall not rnclude an element that allows ILECs 

to recover any lost contnbut10n to bas1c. lor.<•l !>c:rv•r.c rate<; represented by the 

rnterconnect1ng earners' serv1ce • 

Doesn't section 251(d)(2)(b)(ii) of the Act prohibit a state commission from 

ordering a LEC to submit cost studies to establish the price of transporting and 

terminating calls? 

No The FCC found that Sect1on 251(d)(2)(B)(n) of the Act does not preclude state 

comm1ssions from conductrng an 1nvestrgatron of forward·lookrng l ELRIC cost studrcs 

The FCC differentiated such stud1es from the trad1t1onal rate base, rate·of-return stud1es 

that the FCC believes Congress rntended to preclude 111 Scctron 251 (d)(2)(8)(u) c.;,f the 

Act 

Why is It important for TELRIC-based rates to bo correc tly established? 
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It is cruc1al that the commrssron set the pnce of transpor1 and term1nat1on under 

reciprocal compensation at economic co<>t As the FCC noted tn the1r order. call 

termination IS an essential element in completrng calls because competitors are requrred 

to use the ILEC's exrst1ng networks to termrnate calls to the ILEC's customers Hence. 

the ILEC has a great 1ncent1ve and opportunrty to charge termmatmg pnces 1n excess of 

economrcally effie-rent levels (see FCC Order par 1058) To ensure that rates for 

recrprocal compensation foster economrcally effrcrent compet1ttve entry, termrnatron 

rates should be priced at TELRIC plus a reasonable allocatron of forward·lookmg 

common costs. 

(C) Definition of Local Traffic 

How does the FCC order define local traffic? 

The FCC concluded that ·section 251 (b)(5) recrprocal compensatron obhgatrons should 

apply only to traffic that originates and termrnates wrthtn a local area, • Conversely, 

access rates should apply to traffic that ongrnates from or termrnates to an area ou!srde 

of the local area. The FCC went on to declare thai ·state commrssrons have the 

authority to determine what geographrc areas should be consrdered "local areas· for the 

purpose of applying recrprocal compensatron obhgatrons under section 251 (b)(5). • 

While some drscussron was grven to the rnclusron of expanded local area calling plans 

33 



2 

3 

4 

5 

Q. 

6 A 

7 

8 

9 

10 

11 

12 

13 

14 

15 Q . 

16 

17 

18 A 

19 

20 

/1 

22 

23 

mto the defimt1on of local calling areas. the FCC lacked suff1c1ent record mformation to 

address the 1ssue 

How should local traffic be defined for the purposes of reciprocal compensation? 

Local calling areas should be defined to mcluded the largest nat-rated optional calling 

plan area the LEC offers as well as extended area serv1ce (EAS) routes The mclus1on 

of expanded local area calling plans such as I:AS and mandatory w1de area calhnu 

plans 1nto the defin1t1on of local calling areas w111 foster full and fa1r cnmpet1hon. 

espec1ally as compet1ng earners vert1cally 1ntegrate to prov1de local and toll trc>ff1c It 1s 

cnhcal for the state commiSSIOn to define local call1ng are3s the same for the ILEC and 

its competitors Defin1ng non-m1rronng local calling w111 create an unlevel play1rg field 

and arb1tranly advantage one compet1tor over another 

How can non-mirroring local call ing areas create an unlevel playing field and 

arbitrarily advantage one competitor over another? 

Presently. access IS pnced several t1mes h1gher than rec1procal compensat1on If a 

competitor can have 1ts traffic rated as rec1procal compensation rather than access. that 

competitor will have an enormous cost advantage The ILFC can take advantage of thC' 

diSIIncllon between access and rec1procal compensatiOn and defme the1r traffic as lo::: ::JI 

tra ff1c based on the1r expanded local area calling plans 
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Even i f the ILEC and the CLEC have the same local calling areas w on't the w ide 

disparity between rates fo r reciprocal compensation and occnss cause similar 

prob lems? 

2 4 s 

Whrle exrstlng non-local access was not ptjdressed by the rcc Order. rt rs rmportantto 

note thai both the FCC and Congress (see section 251 (g)) observed that the rates for 

access and the rates for transportrng and termmotrng locoltr nllrc will ulumately converge 

smcc they provrdc the same rdcntrcal network tuncilon., Such o1 c:onvcrgcnce rs 

mevrtable and essential In a competrtrve enVIronment. rt r!> ne;uly rrnpossrblc to 

rnamtam arbrtrary pncmg drsllnctrons for rdcntrcnl ::.~•rvrccs Any attempt to rnarntarn 

such artrficial drstrnctions leads to the very real probobrlrly thot cnrncrs wrll seel' 

opportunrtres to arbrtrage and have therr access traffrc rntcd under the less cxpens"'e 

recrprocal compensation rates Such garnrng leads to compotrtron. not based on whrch 

competitors operate most effrcrently. but based on whrcll compotrtors can get therr 

access traffic rated under recrprocal compensalron !Ius rs of portrcular concern now 

that GTE has been allowed rnto the m-regron long drstancc market If an arbrtrary 

pricing distinction remarns between access and rccrprocal compcnsatron. GTE wrll only 

rncur !herr economrc cost for access. whrle rts comncir tors pay rnfl<:~tcd access charges 

Artrficral pncing drstrnctrons create an unev" n playrng froid and strllc the development of 

true compelltron 

(D) Other Pricing Issues . Proxy Prices, Symmetry, and Bill -and-Keep 

3!) 
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A state should adopt the FCC proxy rates 1f 11 has not set rates cons1stent w1th the 

FCC's default pnce ce11ings and ranges nc" rev1ewed or conducted TELRIC cost stud1es 

What is the proxy price recommended by t ho FCC? 

For transport, the FCC stated that the established rHice pr ox le~ lor unbundled transport 

elements should be used. Spec1f1cally. common transport should be pnced at the 

weighted average per m1nute equivalent ol the ded1cated transport rate as desc•1bed m 

FCC 51 513(c)(4) Ded1cated transport should be pnced ba:.ed on tanffed mterstate 

rates Termmat1on (end off1ce sw1tch1ng) should be pnced w1th•n the 0 2~ - 0 4¢ proxy 

range Tandem switch1ng should be pnced at the proxy ol 0 1 5~ per m1nute ol usc Tile 

FCC recommended default proxy pnces only as an 1ntenm pnce until the state can 

conduct or revtew a forward-look1ng cost study and develop state-spec1fic transport and 

termmallon rates Use of the proxy IS mlended to promote the Act's goal ol rap1d 

compel1t1on m the local exchange 

Are symmetrical rates appropriate? 

Yes In answenng the quest1on of whether transport and term•nat1on charges should be 

symmetncal the FCC concluded that. ·,t 1s reasonable to adopt the Incumbent 1 EC's 
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transport and term1natton pnces as a presumptive proxy for o the, tclecommuntcattons 

earners· add1t1onal costs of transport and termma!lon · 

Is it appropriate for tho Commission to order Ll lll-and -koep o n an inter im basis? 

2 4 I 

Yes The argument m favor of symmetry extends mto btll-and-keep Spectflcally the 

FCC concluded that ·state commtsstons may 1mpose btll-and-keep arrangements 1f 

ne1ther earner has rebutted the presumption of symmctncal rates and 1f the volumf"! o f 

termmallon traff1c that ongmates on one network and lermmates on 11!10IIlcr network 1s 

approximately equal to the volume of termmatmg traff1c flowtng m the oppost t<> dtrectton. 

and 1s expected to rema1n so. • Absent traff1c stud1cs of the flow of local tra ff1c 

between an ILEC and a CLEC or approved cost stud1es. 11 1s reasonable to utth7e bill· 

and-keep 

W hy should the Commission quickly establish Interim rates fo r reciprocal 

co m pensation? 

It 1s Important for rates to be establtshed as qu1ckly as posstble to beg1n the 

development of compettlton and start offenng the beneftts of such competitiOn to end 

users In an effort to QUICkly allow compettlton to begm to develop, Spnnt recommends 

that the CommiSSIOn Implement bill-and-keep (or the proxy rates w here measur~ment 

capab1ht1es ex1st) for an mter1m per1od whtle the CommiSSIOn conducts econom1c cost 

studtes to determ1ne the appropr1ate rate Oe1ays 1n allowmg compettng CL[Co; to 
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mterconnect the1r networks to the ILECs and termmate the1r traff1t:: on the ILECs' 

networks IS one of the b1ggcst threats to the development of local compet1l1on The 

CommiSSIOn should act sw1ftly to allow the CLECs to Interconnect thetr networks by 

reqUtnng b1ll-and-keep (or prox1es) for the 1ntenm penod Such a policy wr'l bnng the 

bencf1ts of local compotllion to customers tn as qUICk a manner as poss1blo w1thout 

caus1ng undue harm to the Interconnecting earners Allowmg local compell!ton to beg1n 

1mmed1ately urider an 1ntenm arrangement w1ll qu1ckly foster the development of 

compet1tton wh1le st1ll g1v1ng the CommiSSion lime to deliberate on the proper cost bas1s 

for a more permanent rate under rec1procal compensat1on 

Please summarize your recommendations for the commission 

In the early stages of competi tion. where tile ILECs move from controll1ng 100% o f locnl 

traffic to a competitive market. 11 IS cnllcal for the comm1ss1on to set the rules for 1he 

transport and term1nat1on of local traff1c under rec1procal compensation such that they 

promote the development of compet1t1on Th1s reqUires a number of factors as 

d iscussed above Ftrsl for the purpose of reCiprocal compensat1on. the Comm1ss1on 

should define local calling areas the same for GTE and 1ts competi tors The mctus1on of 

expanded local area calling plans such as extended area serv1cc (EAS) and mandatory 

w1de area calling plans mto tho def1n1t1on of local calling areas w 111 foster full and fa1r 

competition. especially as competing earners vertically 1ntegrate to prov1de local and toll 

traffic Second. 1t IS Important for ra tes to l>c established as qu1ckly as poss1ble to begm 

the development of compet1t1on In an effort to qu1ckly allow compet1t1on to begm to 
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develop, Spnnt recommend~ that the Comm1ss1on Implement 1ntcnm bill -and -keep or 

prox1es where a measurement process IS established wh1le the CommiSSIOn conducts 

cost stud1es to determine the appropnate rate And th1rd. 11 IS cruc1al that the 

comm1ss1on set the pnce of transport and term~nat,on under reciprocal compensation at 

econom1c cost. i.e the TEl RIC-based pnc1ng methodology Sett~ng pnces at th1s level 

w 111 foster and ensure the development of full and fa1r competition These steps, taken 

together. w 1ll foster the growth of local ~ompeiii!On and ensure that end user customers 

enJOY those benefi ts 

Wholesale Pricing for Resale 

(A) Summary of Position 

Has GTE provided avoided cost studies that satisfy the requirements of the Act 

and the FCC Order? 

No 

What does the Act req uire for the pricing of wholesale serv ices? 

Section 252(d)(3) states that wholesale rates should be determined ·on the bas1s of 

retail rates charged to subscribers for the telecommumcat1ons serv1ce requested. 

excluding the port1on thereof attnbutable to any marketrng. b1lhng. collection. and other 

costs that w11l be avo1ded by the local exchange earner • 
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What does the FCC Order requi re for the pricing of wholesa le services? 

The FCC found that the 1996 Act requ1red states to make an assessment of what costs 

are reasonably avo1dable when a LEC sells 1ts serv1ces wholesale Specifically. the 

FCC rejected the LEC's arguments that operat1ng expenses must actually be reJ.;:;ed to 

be cons1derej ·avoided" for purposes of section 252(d)(3) and concluded that an 

avo1ded cost study must 1nclude md1rect, or shared. costs as well as d1rect costs 

What is Sprint's position regarding the pnclng of wholesale services? 

Wholesale rates should be based on the reta11 rates charged to subscnbers for the 

telecommumcations serv1ce requested less all avoidable costs Avoidable costs mclude 

the d1rect marketmg, b1lhng. collection. and other costs that are not 1ncurred when an 

ILEC sells a service at wholesale. plus an allocat1on of the general support expen~es. 

corporate operations expenses. and uncollect1bles. Rather than offenng just one overall 

d1scount rate. ILECs should offer a spec1fic wholesale d1scount rate for at least f1vc 

separate categones of serv1ce to more acc•Jrately reflect the d1fferent underlymg 

avo1dable costs inherent in the five categones The five categones are Simple access 

(R1, 81 . and local usage). complex access (Centrex. Key. and PBX). features (CCF. 

CLASS. and Ctmtrex features). Operator/OA. and Other (pnvate hne. mtraLATA toll, 

etc) 
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(B) Avoided Cost Study- Methodology 

a. Please describe the Avoided Cost Study methodology required by the FCC Order. 

A The FCC specifically Identified 20 (U .. 1form System of Accounts) USOA cost accounts 

that contain avo1dable costs All'1 costs recorded rn accounts 6611 . l)roduct 

management. 6612 - sales. 6613 · product advert1s1ng, and 6623 · customer serv1ccs 

are the d1rect costs of servrng customers and are presumed to be avordable Accounts 

662 1 - call completron serv1ces and 6622 · number serv1ces c:.re avordable costs 

because resellers w111 prov1de these servrces themselves or contract for them separately 

from the LEC or from thtrd partres 

The costs contained in accounts 6121-6124 ·general support expenses: 6711 ,6612. 

6721-6728- corporate operahons expenses. and 5301 - telecommunications 

uncollect1bles are avo1dabte 1n proport1on to the avo1ded dtrect expense 1dent1fied rn 

accounts 6611-6613 and 6621-6623 because wholesale operations w1ll reduce general 

overhead activities such as customer 1nqU1nes. b1ll1ng and collection. etc . 

Q. Why is it reasonable to include general overhead expenses in an avoid'ld cost 

study as recommended by the FCC? 

The rcc Order actually applied a factor o l 90% IO thr•<;p accounts In cletCfllllrllng the dolnult 

range 111 order to recogmze that svm e ol these costs are not avo1ded by selling SCfVICes at wholesale 

FCC Order at paragraph 928 
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As a LEC prov1des !ewer retail serv1ces and more wholesale serv1ccs 11 IS reasonable to 

expect that the LEG can avo1d the general and adm1mstra11vc overhead and genenll 

support costs that are currently used to support the LEG's enormous reta11 operat•onc; 

today In paragraph 912 or the FCC's " 6-98 Order. the FCC stated 

• the overallleve1 or md1rect expenses c;:~n reasonably he exnccted to di"C: r1'.1c;r• 

as a resull of a lower level of overall operallons resullmg from a reducllon m reta11 

aCtiVIty • 

Th1s pomt can best be Illustrated w1th the followmg example Sum>osc the LFC's rt•t:l•l 

busmess decreased to zero and the LI:C became solely a wllole!>alc supplier or local 

serv1ces In that scenano. the LEC would not need any reta1l customer serv1ce 

representatives Th1s. 1n turn. would mean that the LEG would not need the land aml 

bu1ldmgs that housed those representatives. the computers they w,ed nor the 

mformat1on support serv1ces people that supported those computers. nor the off1cc 

equ1pment they used. the account1ng personnel to pay them. nor the human resources 

personnel to h1re and tram them. etc The l1st goes on to mclude each funct1on and 

serv1ce the LEG currently supplies to 1ts reta11 customer serv1ce representallve 

employees Thus. 11 follows. that as the s•z.e olthe LEG's retail bus1nc:.s decrease::.. so 

should the accompanymg overhead IS avo1ded As the need for such overhead 

decreases. 11 IS 1nev1table that the LEG would seek to reduce •Is overhead to capture 

those cost sav1ngs Hence. 11 rs reasonable and necessary to allocate a port1on of those 
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c~rrent overhead expenses to the d1rect1y avo1dable costs as recommended by the 

FCC 

(C) Wholesale RatC' Cate~ories 

For how many categories of service should discount rates be determined? 

Ideally, an avo1ded co~t study should be conducted for each 1nd1v1dual reta11 serv1ce ;~n 

ILEC prov1des However. ne1ther the CommiSSIOn nor any company has the t1mc or 

resources to conduct such a monumental number of stud1es and debate them before the 

CommiSSIOn Thus. 11 makes sense to comb1ne a number of serv1ces and conduct a 

hm1ted number of cost stud1es The debale rests on the appropnate numbe. of serv1ce 

categories In therr order. the FCC acknowledged that wh1le a un1form d1scount rate IS 

s1mple to apply. avo1ded costs may vary among serv1ces The FCC conclud~d that 

states may choose to approve nonun1forrn wholesale d1scount rn:as based on an 

avo1ded cost study for a number o f d1fferent serv1ce groups 

How many categories o f service do you recommend? 

Rather than offenng JliS1 one un1form d1scount rate. I recommend that GTE should offer 

a specrfic wholesale drscount rate for at least f1ve separate categones of serv1cC' to more 

accurately reflect the d1fferent underly1ng avotded costs Inherent 1n the ftve categor tes 

I he m101mum live categones are s1mple access (R 1. 81. and local usage). complex 
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access (Centrex. Key, and PBX). features (CCF. CLASS. and Centrex features), 

Operator/OA, and Other (pnvate line. •ntral.A T A toll. etc ) 

What is the benefit of using at least five c::~tegories of service rathe r than just 

one? 

2 5 4 

F1ve separate categones of servrce would more accurately re flect the d1fferent 

underly•ng avoided costs mherent •n the categones Wh•le some part•es may argue for 

only one or two categories of serv•ce. such a hm1ted number does not accura;c;:y set an 

appropnate d1scount rate for some of the serv•ces conta•ned w1th1n those categones 

That IS because the bulk of an ILEC's revenue res1des m local ucccss serv•ces such a~ 

R 1, 81 , local usage. Centrex. Key, and PBX These serv1ces t1:1vu vastly d•fferent 

avorded costs than do operator/DA servrces. custom call•ng features. and other 

serv1ces If all of these servrces are lumped rnto one avo1ded cost srudy, the large local 

access scrvrce categories skew the study towards the d•scount rate appropnate only fr: • 

rtself The end result IS that a smgle overall d•scount rate wtll mean that custom c<1lhng 

features are not dtscounted enough and that operator/DA serv•ces arc d·~counted too 

much Such an imbalance in d1scount rates w1ll create an untcvel playmg f1eld and may 

compeltttvely harm some of the entrants 
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(D) Benef its of Correctly Determining Wholesale Rates 

What benefits acc rue if wholesale rates are based o n correctly calculated avoid ed 

cost s tudies? 

Correctly determining wholesale rates wtll place resellers on a more equal foottng wrth 

the ILECs and allow them to more fatrly compete wtth the ILECs Wrth b:::th thr· Ill C: 

and the CLEC usmg wholesale rates as the cost basts for thetr servtce. they are forced 

to compete for customers by ctfrcrently markotu1n IIH'tr servtc:t's ancl rc•(hiCJng tlwu 

general overheads Such competthon w tll force the ILECs to operate on a much more 

effictent basts and lead to lower rates for all serv1ces for end users. whether they 

purchase the1r servtce from the ILEC or the CLEC 

What harm w i ll occur i f wholesale rates arc pr iced hig her than they should be? 

To set wholesale rates at a level that does not remove all of the avotded cc.sts. gtves tt1e 

ILECs an anticompetitive advantage over resellers ILECs can use the addtttonal 

revenue to under pnce resellerl!l. operate less effic1ently. or cross-subs1d1ze other 

services. Correctly set wholesale pnces w111 spur the development of resale compelttton 

which wtll lead to better chotces and prices for customers and foster the development of 

facth ties.-based competrt1on 
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What other benefits accrue if wholesale rates are based on tho FCC's avoided 

cost s tudy methodology? 

256 

The FCC clearly 1dent1fied the appropnate USOA accounts to be used 1n calculatmg 

avo1dable costs. The gu,dehnes were des1gned to foster consiStent mterpretat1ons of the 

1996 Act 1n selling wholesale rates based on avo1ded cost stud1cs w1th the hope that 

such consistency would fac1htate sw1ft entry by nat1onal and rcg1onat res~::ters 

Will wholesale rates fairly compensate the ILECs? 

Wholesale rates w1ll fa~rly compensate ILECs for wholesale serv1ces JUSt as fully as reta11 

rates compensate them for reta11 serv1ces l he result IS compet1t1vcly neutral 

Avoidable costs are those costs the ILEC does not mcur when they sell the serv1ce O'l a 

wholesale basis These costs fa ll 1nto three categones ( 1) the d1rect costs of serv1ng 

reta11 customers of those spec1fic serv1ces that are avo1ded when the serv1ce 1s sold on a 

wholesale basts: (2) costs avo1ded because resellers w1ll prov1de for these retail 

actlvtties themselves or contract for them separately from the LEC or a thtrd party. ~nd 

(3) the ILEC's overhead costs wh1ch should proportionally decrease as the ILEC"s retatl 

business decreases. 
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(E) Proxy Wholesale Rates 

When is it appropriate to use a proxy default rate? 

In general, the FCC's prox1es are to be used only m the 1nterun penod wh1le appropnate 

avo1ded cost stud1es are being conducted The FCC 1den!lfied three s1tuat1ons when 11 

would be appropnate to use of their proxy default rates one. 1n a state arh1trat1on 

proceedmg 1f an avo1ded cost study that satisfies the FCC's avo1ded cost cntena d.::es 

not ex1st: two. where a state has not completed 1ts rev1ew of the ILEC's avo1ded cost 

study: and three, where a rate was established by a state before the release date of the 

FCC's Order and is based on a study that does not comply w1th the FCC's avo1ded cost 

study critena 

What is the appropriate default wholesale discount rate? 

The FCC set a default proxy range of 17% to 25% that IS to be used 1n the absence ot 

an avo1ded cost study that meets the critena set forth by the FCC Wh1le the FCC 

calculated a proxy wholesale discount rate spec1fic to GTE of 18 81%. the FCC noted 

that a state may choose a discount rate from anywhere w1lh1n the 17% to 25% range. 

but should articulate the reasons for the1r selection of a part1cular d1scount rate 

(Note· Paragraph 930 of the Order sets forth the follow1ng d1scount rates ) 
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US West 18 80% 

GTE 18 81% 

Bell South 19 20% 

Bell Atlantic 19 99% 

sse 20 11 % 

NYNEX 21 31% 

Pac1fic 23 87% 

Amcntcch / !:> no•v.. 

Parity Pricing Issues 

(A) Volume Discounts 

What A ct requirements arc related to the iss ue of volume d iscounts? 

2 5 8 

Tl1e Act 1) requ1res mterconneciiOn on rates. terms. and condi tions thrtt are JU~t . 

reasonable, and nondiscnmmatoty (251(c)(2)(0)). 2) reqUires nond1scnmmototy access 

to network elements (251 (c)(3)) ana 3) ptoluiJits d1scmmnatoty resale cond1t1ons 

(251 (c)(4)(8)) 

Are there requi rem ents in the FCC Order related to the issue of volume 

d iscounts? 
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259 

Yes The FCC found that the term ·nond1scrrm1natory·. as used throughout scrhon 251 

of the Act. applies to the terms and cond1 t1ons an 1ncumbcnt LLC lmroscs on thud 

part1es as well as 1tself and that by prov1dmg 1nterconnect1on to a compet1tor m a manner 

less effic1entthan an mcumbent LEC prov1des 1tself. the 1ncumbent LEC v1olates the 

duty to be "Jusr and ·reasonable· under section 251 (c)(/)(0) (paragraph 218) W1th 

respect to volume pnc1ng the FCC ind1cated that volume d1scounts should cu11 espond 

to cost differences of selling In large volunws Srcclfii:Ollly, the rcc notN ith.lt HI 

calculatmg the proper wholesale rate. 1ncumbent LECs may prove that the1r avo1dcd 

costs differ when selling 1n large volumes (paragraph 953) 

What is Sprint's position regarding volume discount s? 

Sprrnt believes that volume discounts that are not based on cost d11fcrences of prov1d1ng 

the service at the specified volume are not cons1stent w1th the cost-based pr1nc1ple~ 

contained 1n the Act and the FCC Order and arc d1scrrmrnatory and contrary to .he 

publrc mterest Any volume d1scount 1n rn terconnect1on and resale prrces must be cost

JUStified or proh1b1ted 

Why are non-cost based term and volume discounts. discriminatory? 

Such discounts advantage larger CLECs to the detrrment of smaller CLECs 1 he term 

·nond1scrrm1natory· IS used throughout Section /5 1 of 1t1c Act hPCOIIISP CorHJ'""" 

Intended to create an env1ronment where any reasonably efrrc1ent prov1dcr has the 
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opportun1ty to compete Non-cost based d1scounts d1scr1m.nate m favor of only tt1e 

largest prov1ders thai c;:~n l;tkC otclvLmtno•· of llw d1~unm1 WllllniJI rco;lrd lo whr·ttH·r llu · 

party rece1vmg the d1scount 1s actually the most eff1c1ent prov1der 

Why are non-cost based volume discounts contrary to the public inte rest ? 

01scounts that are not proport1onate to the amount of cost actually saved create an 

env1ronment where s1ze. mther than econom1c eff1c1ency. becomes the key detcrrnmotnl 

of nwr kctplacc succe~:::. llu ~ out rome II 0111 tl •t• pulJhl.\ pu1 ~pccllvc · ~ a duwn•slunent 

m the number of chOices ava1lable and the exclus1on of potentially more-eff1c1ent 

prov1ders from the market For example. suppose a Cl CC purchasmg 100.000 

1nd1V1Jualloops rece•ves il per loop pnce t11at •s 50% less than two CLECs each 

purchas1ng 50,000 of the exact same 100.000 loops. the fnst CLEC has a s1zable 

advantage over the other CLECs merely bec;:~use of 11s s1ze. not because 11 IS any rnore 

efftc1entthan the other CLECs Whether the underlymg prov1der sells the 100,0CO loops 

to the first CLEC or to the other two CLECs separately there 1s little. 1f any, d1fference m 

the underlymg prov1der's cost Yet, although the f1rst CLEC has not Introduced any 

effic1enc1es. 11 has the opportunity to dnve the smaller CLECs out of the market Unless 

volume d1scounts are t1ed dnectly to actual cost differences. smaller. more eff1c1ent 

CLECs may be dnven out of the market to the detr1ment of the publiC mtcrest 

What is GTE's stated position on volume discounts? 
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While GTE dtd not spectftcally respond to the Spnnt I crm Sheet 1tem 1 (.. os updated to 

reflect the FCC Order. GTE's prevtously staled postlton was thattt ·wtll dtscuss volume 

discounts wtlh Spnnt, but destres t.; provtde volume dtscounts to our customers • 

(B) Non-Recurring Charges 

What is Sprint's posit ion regarding tho application of non-recurring charges on 

ILEC init iated network and system acttviti os? 

The term sheet Spnnt has used tn negottauons states that "ILEC wtll not charge Sprmt 

any non-recurnng charg('S tncurred as a result of ILLC tmplementtng netwo. ~ 

redestgns/reconfiguraltons or electrontc system redestgn/reconftguralton!: tntll:llerl by the 

ILEC to tis own network or systems However. any rcdestgn c; rcconftguri1tton 

expenses reqUired by a regulatory body where the regulatory body establishes a cost

shanng arrangement may be btlled on an appropnate non-dtscnmtnatory basts to 

Spnnt • 

What should Sprint's position be adopted? 

Spnnt's postlton represents a reasonable approach to non-recurnng cost recovery 

related to network changes and electrontc system changes Essentmlly Sprtnt sunrly 

mamtams that any network or systems changes that arc tniltated by GTE and are not 
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performed solely on Spr1nl's hehalf should nor be ch<lrcJed to Sront II 1s reasonnhle for 

Sprint to ma1ntam that it IS only willing to prov1de such non-recurnng cost compenl.ahon 

1f the compensation is ordered by a regulatory body 1n a compet1t1vety neutral manner. 

1 e where costs are shared by all benefic1anes of the network or system change 

Benefic1anes of such changes likely 1nclude all 1nterconnectors ann GTE srnce ther e 

network and system changes should only be performed to enhance bus1ness 

transacllon effic1enc1es of both the ILEC and the CLEC and the eff1c1ent rnteropcrab1hty 

of both the ILEC and CLEC networks 

W hat 1s GTE's pos1tron on th1s 1ssue? 

GTE d1d not comment onr way or another on th1s 1ssue Spont takes GTE s non 

13 opposrtron as concurrence If GTE docs oppose Sprrnl's poSitron. Sprrnt rs not aware of that 

14 fact 

15 --nr-- _(.C) -!Ate rim Number Portability 

17 a. 

18 

19 A 

:>O 

21 

22 

What is Sprint's position regarding the pricing o f interim number portability? 

The term sheet Sprrnt has used rn negotrat1ons states ·sprrnt and the llfC will estobhsh 

rea:;onable cost recovery for RCF/010 Exist•ng retail call forwardmg rates arc not 

considered reasonable for th1s purpose Sprrnt proposes that rntenm number portabrllty 

be pnced at TELRIC cost less a 55% d1scount whrch recognrzes lhat mteom number 
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portability soluttons degrade network performance to Spnnt's customers Sh0u:d a 

lower mtenm number rortabtllty pnce be offered by ILEC to others or ordered by :1 

regulatory body. Spnnt may adopt the lowet pnce • 

What is GTE's position to these terms? 

2 6 3 

GTE has not spectftcally responded to this term sheetttem Earlter. however. G f E 

stated that 11 would provtde local number portabtlt ly v•a remote call forwardtng where 

technically feastble based on state reqwements GTE provtded no assurance that 11 

would do anythtng but offer remote call forwardmg as currently tanffed at the state level 

Why should Sprint's po sition be adopted ? 

Sprint's propos~1 provides a reasonable. compel tltvcly·neutral approach to 

compensation for tnterim number portability RCF and DID as tnler~m number portabthly 

solutions are inferior to the permanent database solution bemg developed by the 

mdustry. Spnnrs proposal of a 55% dtscount IS based on the dtscount that the FCC 

required for tnfenor long dtstance access 10 Spnnt believes that th•s precedent l)rovtdes 

a r~asonable level of discount for the tn ferionly of tntenm number portability soluttons 

fCC Access Charge Rules. 47 C F R § 69 105 
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The mtent of the Act 1s to set up competitive markets Competition w111 be at best 

slowed or meffect1ve 1f the ILEC 1s allowed to prov1de compet1tors w1th mfenor 

Interconnection solutions ana then to also charge prcm1um pnces to these compet1tors 

The mfenor techmcal qual1!1es would force competitors· serv1cos to be of lower quality 

than the ILECs' serv1ces The premium pnces would cause the compet1tors to incur 

costs that are equal to or greater than the ILECs' costs Th1s would hm1t lh!.: 

competitors' ab1ht1es to offer lower pnces that would compensate customers for the 

lowe1 serv1ce qual1ty Al l>O, Il l'', tf1scoun1 1s cons1s1cn1 w1th the Scc11on 2!.>L(d)( 1) of the 

Act wh1ch reqUires that pnces be JUSt. reasonable. cost·based . and nond1scnmmatory 

The d1scount IS JUSt. reasonable. an~ nond1scnm1natory because 11 place:. the ILEC and 

the other earners on comparable competJtiVe foottng 

(D) Application of Cost-Based Pricing - Miscellaneous 

What is Sprint's position regarding compensation for engineering surveys ? 

With respect to fees for eng1neenng surveys. the term sheet states that ·Fees related to 

engineering surveys for potential nght-of-way use shall be based on TELRIC plus a 

reasonable allocatiOn of JOint and common costs and be cons1stent with the f.J i vVISions of 

the Ar:J.. 

What is GTE's pos ition? 
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GTE has not responded to th1s Spnnt Term Sheet 1tem smce Spnnt's update to renect 

the FCC Order. however. GTE's pnor statement was that "the costs for make ready . 

rearrangement. or expans1on of capac1ty w1ll be pa1d by the comoany requestmg the 

attachment that creates the need If several pal1•cs want new attachments on the same 

factht•es at the same lime. they can approach GTE and we w1 11 soltt the costs between 

those part1es • 

Why should Sprint's position be ado pted? 

Sonnt believes that the TELRIC-based pnc1ng methodology IS a reasonable means of 

compensation for these cng1nceung survey costs because 11 represents the econom1c 

cost of prov1d1ng th1s act1v1ty Wtthout th1s standard GTE may tmpose charges not 

renective of the underlytng cost of these acttv1t1es to the detnment of Spnnt 

What is Sprint's position regarding compensation for PIC administration? 

With respect to PIC adm1n1strat1on change charges. the term sheet states that ·Any PIC 

admtnistrat1on change charge must be at TELHIC plus a reasonable allocation of 

forward-look1ng JOint and common costs • 

What is GTE 's position? 
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GTE d1d not speci fically respond to th1s tc:r111 sheet 1tern U;1srJd on (j I L 's gener at 

reluctance to accept Spnnl's pos1hon on lim1t1ng JOint and common costs 1n devetopmfl 

TELRIC -based pnces. Spnnt concludes that GTE d1sagrees 

Why should Sprint's position be adopt..,d ? 

PIC adm1mstrat1on change~ are a necessary mput to Spnnt's b11S1ness and Spnnt 1:. 

ent1rely dependent upon the ILEC as sw1tch prov1der for th1s act1v1ly Application of the 

TELRIC-based pnc1ng methodology IS a reasonable approach 1n establishmg these 

charges and IS completely cons1stent w1th tile rnt:lllodology applred to mtcrconnect1on 

and unbundled network elements 

Does this co nclude your testimony ? 

Yes'' does 
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My name 1s Dav1d E Stahly I am employed by Spnnt Commumcallons Compan·/ 

Limned Pannersh1p {Spnnt) as a Manager of Regulatory Pol1cy My bus1ness 

address 1s 81 40 Ward Parkway, Kansas C1ty. M1ssoun 64114 

Are you the same David Stahly that previously flied d irect testimony In this 

proceeding? 

Yes 

What is the purpose of your testimony? 

The purpose or my testimony IS to outline Spnnt's proposal lor 1ntenm rates 

for mterconnect1on and to comment on GTE's cost study, 1n rebuttal to 

GTE's response to Spnnt's petition tor arbitration Regard1ng GTE's cost 

study, I will comment on GTE's position on cost and pncing issues as 

reflected in the d~rect testimony of GTE w1tness M1chael J Doane and 

clanfy Spnnt's pos1t1on as 11 relates to pnc1ng o f wholesale serv1ces 

SPRINT'S POSITION 

What Is Sprint's position regarding GTE's cost studios? 

GTE has fa1led to show that the1r proposed prtces are JUSt and 

reasonable Although GTE has submitted reams of paper. the~r costing 

and p11cmy methodologies are based on a!>!>urnpt1ons that rnconslst('nt 

w1th the pnnc1ples of the Federal Telecommumcalions Act of 1996 and 

the FCC's Order m 96-98 whiCh render the resultant pr1ces mean1ngless 
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GTE's cost studies a11d prices should be rejected and other pnces used 

1n the1r place. 

If the Commission rejects GTE 's coat studios, what doos Sprint 

propose for interim interconnection rates? 

Spnnt IS w1lhng to accept, on an 1ntenm bas1s, all rates. terms. and 

conditions that result from the outcome of the arbitrat1on between AT&T 

and GTE This includes pnces for unbundled network elements. 

transport and termination under rec1procal compensation arrangements. 

wholesale discounts, and all other serv1ces offered under such 

Interconnection agreements In the event that the AT&T agreement 1s 

revised by the Commission or a court on appeal. Sprint will abide by any 

terms or conditions resulting from such appeal. However, in the event 

such an appeal leads to the award of rates that are h1gher or d1scounts 

that are lower than those awarded to AT&T 1n 1ts arb1tra1ton. Spnnt 1s 

w11ling to g1ve the new rates retroact1ve affect only 1f the CommiSSIOn or 

Court issuing the appeal order reqUires AT&T also to apply the new rates 

retroactively. 

Does the Federal Telecommunications Act support Sprint's 

proposal to use the rates established in the AT&T arbitration? 

Yes Section 252{1) of the Act states that· 
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·A local exchange earner shall make available any 

mterconneclion. serv1ce. or network element prov1deo under an 

agreement approved under thiS sect1on to whiCh 11 IS a party to 

any other requesting telecommun•calions earner upon the same 

terms and conditions as thosE' prov1ded 1n the agreement • 

The Act clearly states that GTE IS reqUired to offer Spnnt or any other 

telecommunications prov1der the same terms and cond1110ns for any 

mterconnechon. serv1ce or network element thalli offers AT & ~nnt IS 
.1/r":-t, l\ 

willing to accept all of the pnces arbitrated 1n-tnalagreement on an 

mterim bas1s 

What does Sprint propose for permanent Interconnection rates7 

To establish permanent rates. Spnnt proposes open1ng a generic cost 

docket to rev1ew GTE's TELRIC. shared and common cost studies In an 

effort to make the most effic1ent use of the CommiSSion's lime and 

resources. the docket should be open to all part1es rather than conducted 

as separate s1m1lar mvest1gahons of GTE's cost stud1es Such a docket 

should be scheduled to allow lime for all part1es to fully 10vest1gate and 

determine the correct rates for mterconneclion 

Rebuttal of Michael J. Doane 
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a. Do you agree with Mr. Doane's Impression of the intent of the 

"J Telecommunications Act of 1996 ("Act")? 1 

A. Yes. Mr. Doane's response to the quest1on accurately descnbes the 

.t sweeping nature of the changes to the telecommunications market provided by 

:; the Act. He also accurately states tha1 the Act will prov1de for a new ·pro-

'' competitive" framework for encouraging competi tion 1n all parts of the 

7 tclecommun1cat1ons Industry 

8 

I) a. Which "segments" of the telecommunications Industry will see this 

1 o inc reased competition? 

II A . The Act provides for competition in the local exchange and long d1stance 

12 segments of the telecommunications mdustry. As GTE allows competitive local 

13 exchange companies ("CLECs") to interconnect to its network and begins of offer 

14 resold services and unbundled network elements . consumers in Flonda will begm 

1 ~ to see the benefits of local exchange competition. The Act also removes 

16 restrictions on GTE's participation in the interLATA long distance market and as 

17 GTE moves out into the interLA TA long distance segment. Florida will see 

111 increased long distance competition. 

19 

20 a. 

21 A 

Have you reviewed Mr. Doane's concerns on Sprint's pricing proposa l? 

Yes On page 7 of Mr. Doanes's direct test1mony he states that Spnnt's 

22 proposal ·will not allow GTE to recover its forward-look1ng costs.· He goes on to 

21 say that ·monumental" subsidies will flow from GTE to Sprint and that Sprint 

1 Doane D•rect Testimony, Page 3 

·I 
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would be a "free rider" on GTE's network. Since Mr. Doane has not quantified 

2 that amount of ·monumental" subsid1es which Sprinl would receive. it is unclear 

the economic impact of his concerns 

~ a. 

(, A 

Do you agree with Mr. Doane's c riticism of Sprint's pricing proposal? 

No. Sprint is not attempt1ng to obta1n a "free nde" on GTE's network It 1s 

7 Spnnt's position that prices for unbundled elements should be based on the total 

x element long run incremental cost ("TELRIC"} of prov1ding the element plus a 

•1 reasonable allocation of common costs An appropnately developed GTE 

111 l LLRIC cost study Wlll1denl1fy all duect costs caused by Sprmt's use of GTE's 

11 network elements. These direct costs w1ll include the mcremental cost of 

12 facilities and operations dedicated to the network element as well as the 

1 • mcremental cost of shared facilities and operations. These shared facilities and 

1·1 operations are interpreted by Sprint to mean "joint costs". It is obvious tnat 

1 ~ Sprint desires to pay for all costs which it directly causes on GTE's network 

11 a. Do you agree with Mr. Doane's specific concern with Sprint's 

II! pricing proposal related to the handling of common costs? 

19 A. No. On page 8 of his testimony, he critiCIZes the use of a un1form markup 

~u above TELRIC as arbitrary. He states that markups should be ·market-based" 111 

21 response to competit ion. Uniform markups are not arbitrary, to the contrary they 

22 are the fa~rest method tor GTE to use to recover 1ts common costs GTE, at 

23 least for some t1me to come. is essent1ally monopoly provrder of network 

.'·1 ele111ents Whrle some very hm1ted competrtron does exrst. e g . compclrtrve 

2 7 1 
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access providers (CAPs), GTE should be expected to have vtrtually 100% of the 

2 unbundled network market Smce common costs, by definllton, do not vary 

3 based on the number of unbundled elements offered, then est<~blishing dtfferent 

·1 markups for dtffenng unbundled elements 1n a non-compettttve market would 

s simply be arbitrary. 

(, 

7 a. Does Mr. Doane mlscharacterize Sprint's positions as It relates to 

x wholesale pricing? 

9 A Yes. Again, Mr. Doane accuses Spnnt of wishing to "freende" on GTE's 

10 network by m1scharactenzmg tis postlions as 11 relates to wholesale pnctng 1 

11 Appropriately developed avoidable cost studies will isolate those costs whtch wt' l 

12 go way when GTE provides wholesale servtces. An appropnately developed 

13 avoidable cost study will not create ·excessive discounts" as descnbed by Mr 

1-1 Doane. but will accurately reflect the cost avoidance GTE should realtze as an 

15 efficient firm. 

16 

17 a. Mr. Doane states that Sprint Is Inconsistent in Its argument for 

1 x uniform m arkups w hile calling for d iscounts by se rvice category. Do you 

1'1 agree? 

:w A No. Apparently Mr Doane does not understand the dtfference between a 

21 uniform markup to recover common costs (costs which do not vary based on the 

22 quanttty of network elements) and avoidable costs dtscounts for wholesales 

.' 1 servtce categones M arkups to recover common costs should be untform 

;• f1o:1110 Dtrccl 1 I"Si tmony, 1'<1~1 0 I I 
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r 

because no cost-causation can be established between the total amount of 

.' common costs and nn Individual notwork olo111ont Contrast th1s to Sprmt's call 

for wholesale service categonzat1on Wholesale serv1ces should be grouped 

·• together since a cos1-causat1on can be reasonably established between 

'i categories of services 

7 Q . Do you agree with Mr. Doane's M-ECPR pricing proposal found on 

x page 14 of his direct testim ony? 

'I f\ No Mr Ooane states that "ll)he M-l:CPR pnce for an unbundled 

10 

II 

I ~ 

1·1 

15 

I (I 

17 

IX 

19 

:w 

~I 

2J 

network element is equal to the sum of 1ts TELRIC plus 1ts opportumty costs. as 

constrained by market forces." He goes on to say that "lo]pportun1ty costs refers 

to the net return that an unbundled network element will bring GTE if it is not sold 

at wholesale to a compet1tor • Essentially Mr Doane recommends that GTE be 

allowed to price unbundled elements at exist1ng retail rates As an example. 1n 

GTE w1tness Tnmble's testimony, GTE recommends that loop pnces be set 

based on existing interstate 2-wire special access rates In the case of loop 

pr1ces. allow1ng GTE to Simply charge its spec1al access rate for 2-w1re serv1ce to 

CLEC's removes the ·cost-basis· for the rates By s1mply chargmg the tanff rate. 

it makes no difference what the incremental cost IS s1nce the TELRIC of the 

unbundled loop has no effect on final rate charged to CLEC's (e g . 1f the TELRIC 

were lower the opportumty cost would s1mply be 1ncreased to get the pnce equal 

to the tanffed rate). Additionally, Mr Doane's M-ECPR pnc1ng proposal 1gnores 

the FCC's direction that . in keep1ng w1th the cost-based pncmg standard of the 

Act. rates for unbundled elements must be deaveraged 

7 
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Q. Mr. Doane goes on to propose that a end-user charge should be 

established. Do you agree? 

A No. Absent 1n Mr Doane's analys1s IS the reality that GTE 1s currently 

movmg mto the mterLA TA long d1stance mar1<et As descnbed tn my test1mony 

f• above. the Act 1s bnng10g compet1taon to <lll segments of the telecommun1ca11ons 

7 10dustry - both local exchange and long distance GTE 1s currently offenng 

K 1nterLA TA services to 1ts ex1st1ng customers 1n many states It 1s reasrmable to 

'J expect GTE to rece1ve a SIZable about of add1t1onal revenues for th1s new line of 

111 bu~1ness If GTE 1s concerned about los1ng revenues due to local exchange 

! 1 competition. those revenues should be made up through thcar part1C1pat1on 1n the 

1:.? 1nterLA T A long distance market 

11 

14 II. SPRINT'S POSITION ON PRICING OF WHOLESALE SERVICES 

I ~ 

if· Q . Has Sprint petitioned with the Florida Public Utilities Commission 

17 ("Commission" ) for a generic docket on costing issues? 

IK A Yes Due to the 1mportance and complexrty of cost-related 1ssues and 

19 l1m1ted time-frames available to the CommiSSIOn 10 th1s arbitration. Spnnt has 

:?II pet111oned the Comm1ss1on to 1nataate a genenc procced1ng on rates of Be iiSouth 

=' 1 Telecommunications. Inc for mterconnechon. unbundled elements. trarsport and 

.!1 term10atmn. and resale A<:. suggested 10 Sprml's pchlion for a genenc cost 

:n proceedmg. Spnnt does not beheve that the Comm1ss•on should attempt to 

.'·1 establish permanent rates at the current lime Instead 11 should adopt mtenm 



rates With respect to the 1ntPr1m pnces. Spnnt requests that whatever pnces 

2 are ordered m the AT&T/GTE arbitration be adopted m th1s proceeding until 

3 permanent rates are approved by the Commrssron 
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Ill. 

a. 

A. 

a. 

RECOMMENDATIONS 

What does Spnnt recommend that the Commission do at this tir.H::? 

To qu1ckly establish mtenm rates. Spnnt recommends that the 

Commission order GTE to offer Spnnt the same pncmg agreement that 

will result from the outcome of the arb1tratron between AT&T and GTE 

Th1s mcludes rates. terms. and cond1t1ons for unbundled network 

elements. transport and termmat1on under rec1procal compensation 

arrangements. wholesale discounts. and all other services oHered under 

such mterconnecllon agreements Additionally, in the event that the 

AT&T agreement is revised by the CommiSSIOn or a court on appeal. 

Sprint wrll ab1de by any terms or cond1t1ons resultrng from such appeal 

However. in the event such an appeal leads to the award of rates that 

are higher or d1scounts that are lower than those awarded to AT & T m rts 

arbitration. Spnnt 1s w1lling to g1ve the new rates retroactive affect only rf 

the Commission or Court issuing the appeal order reqUires AT & T ;~ I so to 

apply the new rates retroactively 

What d oes Sprint propose for permanent interconnect ion rates? 

9 



2 

4 

5 

(J 

7 

li 

t) 

10 

II 

12 

11 

1·1 

15 

I (, 

17 

lli 

I I) 

20 

21 

,, 

n 

24 

A 

a. 

A 

a. 

A 

To establish permanent rates. Sprint proposes open1ng a genenc cost 

docket to review GTE's TELRIC. shared and common cost stud1es In an 

effort to make the most effic1cnt usc of the CommiSSion's t1mc and 

resources. the docket should be open to all part1es rather than conducted 

as separate similar investigations of GTE's cost stud1es Such a docket 

should be scheduled to allow time for all part1es to fully 1nvestrgate and 

determine the correct rates for interconnection 

How d oes Sprint's proposa l to adopt the AT&T agreement promote 

competition? 

By allowing Sprint to operate under the same pnc1ng structure as AT&T. 

Sprint is placed on a level playing field with one of 1ts larger competitors 

While GTE, Sprint's largest competitor for local service, still would retain 

an enormous cost advantage over Spnnt. at least Spnnt would not be 

disadvantaged relative to other new en,rants 

What are the benefits to the Commission and the c itizens of Flor ida 

of adopting Sprint's proposal? 

Sprint's proposal QUICkly resolves the plethora of 1ssues surround1ng the 

cost1ng and pnc1ng of all serv1ces that Spnnt would seek to purchase from 

GTE in order to operate as a CLEC in Flonda Th1s saves the 

CommiSSion's resources allowmg them to focus on other 1ssues and 

opens the door to promot1ng local compet1t1on m lnd1ana and prov1d1ng 

the c1tizens of Indiana w1th the benefits of compe!lt1on for all 

10 
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3 

4 

5 

X 

t) 

lo a. 

II A 

I:! 

telecommunications serv1ces The bnef h1story of r.ornpu1111or1 111 lltn lono 

tfrslance loll market clearly shows the benefrts thai accrue to customers 

Today. long distance customers enjoy dramatrcally lower toll rates, 

discount calhng plans that don't requrre customers to call at midnrght. a 

plethora of calling card and voice mail products. multilingual operators. 

and other servrces too num •rous to menlron I oolreve that compellllon 

w1ll bring the same product rnnovatron and benefrts to the local 

lelecommunrcolrons market. 

Does this conclude your testimony? 

Yes. it does 

II 
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l Q (By Kr. Finc h er) Mr. Stahly, d o y o u have a 

2 summary of your tes timony? 

3 A Yes, I d o . I wo uld like t o t oc u s mos tly o n 

4 my rebuttal testimony and limit my summary to wha t l 

5 believe are the sal i ent issues at this point. 

278 

6 Inasmuc h as there i s -- AT&T and MC1 have already been 

7 through t h e p r o cess with GTE, and the Commission ha s 

8 already fully investigated GTE ' s cost studies a nd bnnn 

9 t hrough that process , there ' s b een, in essence , d 

10 market price set. And it is Spri nt ' s posi ti o n wha t we 

11 are a s king for is simply t o be a vai led of that market 

12 price, to be able to g e t, as Mr. Hunsucker mentio11ed 

1 3 earlier this morning , t he same r a tes , t erms and 

14 conditions tha t are b e ing of f ered t o MCI and AT&T. 

15 It may be poi nted out that there a r e 

16 differences in cost ing a nd p ricing me thodo l ogies 

17 between the different parties , between Sprint, between 

18 GTE and AT&T. To the extent t hose differenc e s exi ~t, 

19 from my point of view, it is irre levant ina s mu c h a s 

20 there i s a mark e t p rice i n th<lt wh nt we .1rC! scckinq o n 

21 a going forward basi s is to be o n a l evel playing 

27 fie ld with our futu re ALEC c ompeti t o r s . 

2 3 I t wou l d b e disc r iminatory f or Sprint to b e 

24 charged, say, a h igh e r p rice f o r a s ervi c e than AT&T 

2 5 simply becaus e we, perhaps , goi ng in to til e t.l o....: k. c t 
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1 wo uld have had a different pricing phil o s ophy or 

2 different costing methodology; that once a market 

3 price has been e s t a blishe d in the early stages of 

4 competition, pretty muc h all p l a yers need t o Ji ve by 

5 that price. 

6 And so the s~bstance o f my t estimon y and my 

7 ~osition today can r e ally b~ boiled d own t o this one 

8 point of -- i s that we are s e eking a marke t pric e 

9 that ' s already bee n e s tabli s hed by thi s Comm i ss i o n , 

10 a nd we ' r e willing to accept all rates , terms and 

11 cond itions that ha v e been establ i s h e d the rein . 

12 

13 

14 

Does that c onc lude your s u mma ry ? 

Yes, it docs. 

MR. :FINCHER: Th e witnc:.;::; i s i.I V.J i lilbl c l or 

1 5 c ross exami nation. 

16 MR. McCORMICK: Tha nk yo u, Comm i ss i o n e r 

17 Kiesling . 

18 CROSS EXAMINATI ON 

19 BY MR. McCORMICK : 

20 Good mo rning , Mr . S t a hly. My n.:t mc is Ucr t 

21 McCorm i ck. 

Goo d morning. 

2 79 

22 

2 3 Let ' s talk a b ou t rcstri ~t1ons on r esa l e .:ts .J 

24 ti r s t topi c . I s it ! a ir t o say t hat und~ r t h e 

2~ Tcl ccommun1 c uti o n s Ac l til •r-e' s :..;o m\.' ll l•xil>l l ily l o r 
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1 this Commission to d etermine whn t r cs tri<.;t i ons should 

2 be placed on services availab l e f o r r es<Jle? 

3 

4 

A 

Q 

Yes. 

So thi s Comm i ssion may pld<..:e r easonable 

5 nondi scriminatory r estrictions? 

6 

7 

A 

Q 

Yes. 

On services ava il ab~e. Oo yo u ag ree with, 

8 necessa rily, that there are some services which are 

9 sold below cost by loc o.~l cxd1.:Jngc c .,rricr:;? 

280 

1 0 I believe GTE r c prc!icnlt ·LI in tll t·i r t l..!:; ti mun y 

11 that local 

12 below cost . 

or th.Jt 1-H re s ide nli.ll servi ce W<l::i sold 

13 Q And a LEC like GTE o r ~print ' s Un ited 

1 4 Division can survive by selling those below cost 

15 services b ecause those servi ces arc , in effec t, 

16 s ubsidized by contributions fro m o.~bov e co~t se rvices, 

17 are n ' t they? 

18 

19 

A 

Q 

Yes, the y a re. 

And do yo u agree that GTE ' S se rvi ces f o r 

20 resale should n ot be priced below co~L? 

21 

22 costs. 

Well, they should b e pri ced a t til e av o i ded 

I mean, all services shou ld be a vailoble f o r 

2J re s ale and they s hould be priced a t the Jvoidcd costs 

2 4 regardless of whether the retail pric e is abo ve or 

2 5 below what you would o [ fer ,, s the c o :J t. 
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1 Q So Sprint ' s position i s , tl1oucjh, il there ' :; 

2 a below cost service, like residential service, th.Jt 

3 should be available to Sprint on d ucluw ~ost basis? 

4 A Yes. The only-- well, yes. And l et me 

5 explain how that wou ld work in thJL wh e n you add or 

6 take away the avoided cos t discount ot t th..st retail 

7 service , the only revenue they arc los ing i s that 13\ 

8 of the pri ce which is wa s hed out uy he ~u~;ts that 

9 the y avoid when they whol c:;.:~l c th.1 t sc rv i ~c . So t. t'E 

10 should really be indifferent between se lling 1-R 

11 service on a rctilil b.1sis o r a wholc::;,,l e b.,tsls. 

12 Q Is that also the position o f Sprl n t /Unitcd, 

13 that it will se 1 1 below cost scrvi ~cs? 

14 

15 

16 in? 

A 

Q 

It -- yes . 

What sta tes has Un ited tJkcn th.1t pos ition 

21)1 

17 A I know thilt we hJve fil ed in lhi s stnlc with 

18 the arbitration proceeding witl1 MCJ. I • m not t u 1 1 y 

19 aware o f all states. I believe New Jcr:;cy, al co . 

20 Q That United wi ll mukc ~c l uw ~ou t oc rvi c~~ 

21 available f or resa l e? 

22 Yes. we will sel l-- and 1 ucl icv l.! it' s my 

23 understanding th.:tt we wi 11 do th.Jt 1n ,Ill Ll.!rr· ito ri cs 

24 that we operate in. 

Q What i s Sprint ' s pos it ion ll' 'l•'tdlll<J 
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1 promotio ns that are availa ble? S hould the re be any 

2 restric tio n on promotio ns? 

3 A Sprint's pos it ion i s in li ne with the FCC ' s 

28?. 

4 order in that promo t ions l o nge r than 90 days , we would 

5 offe r at a discounted wholes al e rate ; p romotions l ess 

6 than 9 0 days , we wo u ld n~ ~ . 

7 Q Is the b a si s o f you r pos i tion t hat you f ea r 

8 t hat GTE wo uld make s ome type o f a p r omo t ion av a i lable 

9 for longer tha n 90 days and tha t yo u wou l d n ' t be able 

10 to avail yourself of thuse r a tes ? 

11 A I ' m not su re I f o ll ow y o ur ques t ion. I 

12 mean, the basis of ou r pos ition i s that we will c cmp ly 

13 with the FCC order, and we f ee l i t ' s fai rl y good. 

14 Q Well, no w yo u unde r s t a nd t twt G'l'E' s pos it ion 

15 is that it doesn't r estric t p romoti o na l o ffer s t o 

16 days; it simply take s the positio n that p r omo t iona l 

1 7 o ffe r s sho uld no t be av a ilab l e f o r resale ; i s n ' t that 

18 right? 

19 

2 0 

A 

Q 

That' s correc t. 

And I ' m try i ng to unde r s t nnu the bas i s of 

21 your sto pping at the 90 da ys is simply based o n t he 

2 2 FCC 's p osi tion? 

2 3 A Yes . We wa n ted t o comply with t he FCC 

2 4 o r der, and we t ook tha t as a r ensonab l P benchmark . 

25 Q Doe s Spr i n t c urre ntly o f f e r any promoti o ns 
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1 that las t f o r g reate r t ha n 90 days? 

2 MR . FINCHER: Comm i ss i oner , I would l ike t o 

J obj e ct to that line of questi oning . I l e t h im go a 

4 little bit t oo fa r, I think, but t hat i s not an i ssue 

5 that is addre s sed i n Mr. St a hly ' s teo timo ny. He ' s 

6 re s tric t e d t o Issues 2 , 5 and 10 , and thal does not 

7 include wholesale pric e s . 

8 COMMISS I ONER KIE SLING : Wl!.tt 111 hi s ui n ! C L 

9 are yo u 

10 MR. McCORMICK: Pe rha ps I ' m c o nfused , 

11 Commi ss i o ne r Kiesli ng . 1 t hought he was address ing 

1 2 all pricing i ssue s , bu t i f this i s not par t o f his 

1J testimony, I ' ll move o n. 

14 COMMISSIONER KIESLING: We l l , I ' m not going 

1 5 t o rule that i t i s o r i s n't. 1 mea n, t hat ' s u p to 

28 ) 

1 6 you. If you ca n show me where i t is, t hen yo u can ask 

17 the ques t i o ns . If you can' t show me where it is in 

1 8 his t e stimo n y , the n you can ' t. 

19 MR. McCORMICK : Let me mo ve o n t o anoth e r 

20 t opic and some one can fi nd it . 

21 Q (By Mr. Mc Cormick) The concept of a voided 

22 cos t is in you r tc ~~ timony , i:.>n ' t it, Mr. S t a hly? 

2J 

24 

A 

0 

Yes , it i s . 

And you ' r e 1 ,,m i I i .J r with t Ia' Fe<.· ' ::; 

25 d e f i n i tio n o f d i r ect expenses in connec ti o n with the 
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1 contexts of resale? 

2 

3 Q 

Yes , I am . 

The FCC defines a direct expense as product 

4 management sales; there ' s about six accounts in the 

5 FCC ' s definition of it? 

6 

7 

A 

Q 

Yes , that ' s correc t. 

And in discussing those direct costs , the 

8 FCC also s ays tha t the presumptions that thos e costs 

9 may be rebutted or a v o ided-- I ' m sorry, l et me 

10 rephrase that. In di scussing those direct costs , the 

284 

11 FCC says that the presumptions that those costs may be 

12 avoide d is a rebuttable presumptio n, does n ' t it? 

13 

1 4 

15 

16 

A 

Q 

A 

Q 

Yes, that ' s correct . 

I n your testimony at paqc -- (pdu~c ) -

Would it be my direct? 

Page 4 0 in your orig inal tes timony at Line 5 

17 you speak of the t erm "avoidilble costs" . Do you see 

18 that, s ir? 

19 

20 Q 

21 Order? 

22 

2J 

A 

Q 

Yes, I do . 

No w, tha t ' s a t erm from the Firs t Re p o rt and 

Yes , it is . 

That ' s not a term thut c~ppc o~r· :; in the 

24 Telecommunications Act, is it? 

2 5 A It docs not. 
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1 Q Are you aware -- let me -- (pause) --

2 Commissioner Kiesli ng, I would like to r.ave mar ked for 

3 identification as GTE ' s next exhibit of an am i cus 

4 curiae brief wh ich was f il ed wi th the 8th Ci r cuit 

5 earlier t h is week by f o ur congressmen ; and I ' d like t o 

6 a s k Mr. Stahly a couple questions abou t that . 

7 COMMI SSIONER KIESLING: Well , 1 ' 11 m~rk it, 

8 but that docsn ' t mL'•' " you ' rc going lo <Jet Lo il:.;k the 

9 questions until we figure o ut what the objections mJy 

10 be. 

ll All right. I ' ve m~rked a do~ument th~t is 

12 styled " Ami c us Cu riae Brief of John Dinglu - -well, o f 

13 seve r a l, all of ~hom h a ve t ough names , of f o ur 

14 congressmen, a s Exhibit 9 . 

1 5 MR. FINCHER : Commissioner, we object t o 

16 this. This is the first ti me we 've seen it . It is 

17 not -- we d o n ' t kno w if it' s relevant or not to thi s 

18 proceeding. It does not r elate to anything tha t 

19 Mr. Stahly is presenting in his t es timo ny. We obJec t 

20 to i t. 

21 COMMISSIONER KIESLING : Well, I think what 

22 y o u have t o do is Wdit un ti l he a sks d ques tion about 

23 it and then object, because I ' m not admitting it right 

2 4 n ow; I ' m j ust markinq i t . 

25 question on it. 

llut you m.1y .1 ::k your fir :;t 
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1 Q (By Mr. McCormick) Mr. Stahly , have you 

2 e v e r se~n GTE Exhibit 9 before? 

I h uv e not. 3 

4 Q Turn, if y ou wou ld , to the first page of the 

5 brief , whi c h is after the f irst three introductory 

6 pages . 

7 

8 

A 

0 

9 sty le . 

10 

11 Q 

Pag e 4? 

I t ' s the first page, and it st~rts with a 

Ok ay. 

And i t' s about the fourth pnge in , after t h e 

12 r oma n numeral paginated numbers. It docs not h~v e a 

13 page numbe r a t the bottom , but it ' s Page 1 . Oh , I ' m 

14 s o r r y. 

1 5 o f mi n e . 

1 6 

17 

A 

Q 

I t' s t he first page of your exhibit; it ' s not 

Thank you . 

It says tha t " ami c i or mcm~crs o f CongrCS$ 

18 who hav e a strong insti~utional intcrc~ t in ensuring 

19 that federal agencies c..:orrc>ctl y int.c.:rJJn:t sliltutory 

20 prov i sions ." Do you sec t h.:~t ? 

22 

A 

Q 

I do. 

And I' ll represent to you that the brief is 

23 filed i n the 8th Circuit by f our member s o f Congress 

24 who are members o f the commi tt.ec on cumn cn.:c, the s.:~mc 

25 committee that wrote the Tel ccommunic.tti o n s Ac t, a nd 
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1 that ' s o n the t op of Page 2 that r epresen tation is set 

2 forth. 

) COMMI SS I ONER lti ESLING: Why don ' t you a::;k 

4 him a question instead o f tes tifying ri ght n ow, 

5 becaus e I don ' t want you to be getting things in that 

6 if I decide this is not r elevant, y o u cou ldn ' t ge t in 

7 otherwise. 

8 MR. McCORMICK: That ' s okay , Commissioner . 

9 I was j u s t trying to l ay the frame work f or it. 

10 

11 Q 

COMMISSIONER KIESLING : F1nc . 

(By Mr. McCormick) Tu r n if y o u wou ld, 

12 Mr . Stahly, to Page 18 of the brief , and d o y o u see 

13 the middle paragraph on that page where it talks about 

14 cos t s that can b e avoided? 

1 5 Yes . That "yet the Commi::;::;ion ::;et who l esa le 

16 pri ce , " that parag r aph ? 

17 Q And the n it says, " It reopened d e bate on t he 

18 r eject e d avoidable costs proposj l and then adopted 

19 it. " Do you see t hat, s ir? 

20 A Yes . 

/. I Q A m.! lhc:..:c mcmuct·:; o t <.:u iHJI c:; :; h..!v c :.; t.alcu Lu 

22 the 8th Circui t that the FCC --

23 COMMISSIONER KIESLING : Mr. McCormi c k, 

2 4 what ' s your question t o this witness ? I mean, asking 

25 him to r eild from this d0cumcnt is no t <~ppropriate 
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l c r oss examinatio n . Wll.tl ' s y our quo ~;Li on from him? 

2 Q (Dy Mr. McCormick) Let me a s k ). OU , 

3 Mr. Stahly, wou ld you agree with me thoJt the c oncept 

4 of avoidable cost is 110t one that was envis ioned by 

5 Congress in the Telecommunications Ac t? 

6 A Are y ou ,, :.;kinq mt.: an it r• · l.l t ct; t.o this 

7 document? 

8 Q Let me ask you generally fir~t . Do you 

9 believe that to be tru e? 

10 A Could you r estate the ques ti o n, bec ause l 

11 want to make sure I get t o what you ' r e l ooking f or . 

2 8 8 

12 Q Is the concept of avoidable cost s as opposed 

13 to avoided costs one wh ich was re jected by Congress in 

14 pass ing the telecommunications act? 

15 

16 ques ti o n. 

17 

MR. FINCHER: I would obje~t to that 

It calls for speculation by t he witness . 

COMMISSIONER RIES LING : we 1 I , 1 think 1 read 

18 into the question " if yo u know," bc~.Ju s e ouvious l y if 

19 he d oesn ' t know, that ' s an appropriate dn s we r. 

20 WITNESS STAHLY; And 1 wo uld an:o:w<.:r 1 d o n ' t 

2 1 kno w. 

22 Q (By Mr. McCormi c k) Wou I d y cm .I!J r .. , . wi t 11 m• • 

23 based on GTE Exhibit 9 at least f our members o f 

/ 4 Cong r ess h ilve r cp r e zcntcd t.h .lt t o t he Uth C irc uit? 

25 MR. F INCHER: ol>jc~ t L u Lh'"· qu '-':. t i o n. 
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1 COMMISSIONER KI ESLING: What ' s your 

2 objection? 

) HR. FINCHER: I objec t t o this whol e line of 

4 questioning, Commissi oner , on thi s docu ment . I th i nk 

5 that we j us t saw it t oday . lie ' s aski ng the witness t o 

6 speculate as to wha t these c ommiss i oners - - o r what 

7 these congressmen intended whe n the y fil e d t his 

8 d oc ument , what their posi ti o n wa s , wh e the r these 

9 c oncepts we re accepted o r r ejec ted wh e n the 

10 Telecommunications Act wa s p~ssed. I think it ' s 

II i mp r-o per and J jus t o b j e c t t o it. I t ' s j u s t --

12 COMMI SSIONER KI ESLING: We ll, th.! L ' s 

13 exc iting . It ' s ve ry diffic ult f o r me t o he ar arqument 

14 and make a ruling on an objec t ion t h.:t t i s jus t " it ' s 

1 5 obj e c t ionable. " I mean, what i s the ba s i s f or yo ur 

16 obj e c ti o n t o tha t qu eGti on? 

17 

18 

HR. FINCHER: I ' ll withdraw t he objection. 

COMMISS I ONER KI ESLING : Okay. Do yo u wa nt 

1 9 t o re-as k your qu e stion? 

20 

2 1 Q 

MR. McCORMICK: Cer t a inly, Commi~sioncr . 

(By Mr. McCormick) Mr. St<:~ h ly , wo uld you 

22 a g r ee with me, the n, based on GTE Exh i b i t 9 , it' s f ai r 

2J t o say t hat these mcm~e r s o f Con~ rc~s ~rc te ll ing the 

2 4 8 th Ci r c uit the c o ncept of a v o idilblc cos t s w.:~s 

2~ r eject ed by Congre~s i n passing the Te l e co mmu n i c ations 
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1 Ac t ? 

2 

J 

Ca n I have some time t o r ead this document? 

COMMISS I ONER KI ESLING: Well , } O U c.)n also 

4 say t hat you won ' t agree bec ause yo u ha ven ' t read it, 

5 you 've neve r see n it. 

6 WITNESS STAHLY: I' m r ea lly not f am i Liar 

7 with this d ocumen t and haven ' t ha d t ime t o tho roug h l y 

8 evaluate it, s o I r eal ly can't address th~ t . 

9 Q Well , let me as k you t his : Docs thi s 

290 

10 Commission need to d ec ide thi s case in accord<:~ nce 'W ith 

11 the Telecommun ications Act? 

12 Well , yes , they should d o it in acco r dance 

13 'W i th the Ac t. 

14 Q And would you agree with me that the 

15 congressmen who d r aft ed the Ac t would know what they 

16 meant b y t he Act whe n it was written? 

17 MR. FINCHER: Obj ect. Call s for 

18 s pecu lation, what congressmen knew or d id not know 

19 whe n they dra f t e d the Act . 

20 

21 

COMMI S I ONER KIESLI NG: S us tained. 

MR. McCORMI CK: Commission~r Kiesl ing, we 

22 wo u l d offer GTE Exhibit 9 into evide nc e . I th i nk it ' s 

23 relevant as to t he intent of Co ng ress , and I think 

2 4 it ' s evidence the Commission ought t o conside r in 

25 determini ng what the meaning o f the Te l ecommunica t ions 
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1 Act is. 

2 Whethe r avoidable or avoided co::;t is the 

3 standard I think is an i s sue betwee n the parti es , and 

4 I think Exhibit 9 shed~ quite a bit of light on what 

5 Congress meant . 

2'J 1 

6 COMMISSIONER KIESLING: Are yo u thro ugh with 

7 you r cross examination? 

8 

9 

MR. McCORMICK: No --

COMMISSIONER KIESLING: Ordinarily we move 

10 exhibits at the e nd. 

11 MR . McCO RMICK: Ok~y. J ca n s~ve it and 

12 move it at the end. 

13 

14 

15 

16 

17 

18 

19 

20 

wa s n't 

Q 

resume 

A 

Q 

COMMISSIONER KIESLING: Yes. That ' s why I 

sure if you were through with your cross . 

MR. !McCORMICK: No. 

COMMISSIONER KIESLING: Okay . 

(By Mr. McCormick) Mr. St<lh ly, let ' s 

t alking about avo ided costs. 

Okay. 

What a na lysis have you done o f GTE ' s cos t to 

21 det ermine whether the costs i n the direc t expense 

22 a ccounts can be reasonably avoide d? 

23 I have revi e wed GTE ' S proposed co~ t 5tuui cs 

2 4 and I've reviewed what the Commissio n f ou nd to be 

25 reasonable , and again would go boJck to Lllc po i nt o l 
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1 wi th the ma rke t price set , that rcg~rdlcaa o f 

2 differences in philosophy , we need a leve l playing 

3 field and a ma rket pr ice . 

2'J2 

4 Q Do you agree wi th the avoided cost discount? 

5 Put ting aside any issue a bout wha t AT&T g ets , but just 

6 in the abs tract, do you Jgree with t he avoided cost 

7 discount that GTE proposes? 

8 A The 5 or 7% tha t you proposed? 

9 Q Yes , s ir. 

10 A No, I do not. 

11 Q In your opinion what s hould the a voide d cost 

12 disco unt be? 

13 I have not, of my own, conducted an avoided 

1 4 cost study , but I wo uld think t he Commission c~me 

15 closer to what that avoided cos t s hould be . 

16 

17 

Q 

A 

The Commission , meaning the FCC? 

No, the Florida Commission witt1 the docket 

18 earlier this week. 

19 

20 

21 

Q 

A 

Q 

And that was a 13\ avoided co~t? 

Yes. 

Putting aside th..st 1· ut ing , do you h.1vc any 

22 independent o p inion as to what a voided costs ought to 

23 be? 

24 Again, there would be the FCC investigation 

25 wh ich pointed out as rcason~ble 18. 8 %. 
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1 Q But it ' s your opinion that it s h o uld no t be 

2 an 18% discount, 13\ wo uld be appro priate? 

) It's my opinion tha t we sho uld get what was 

4 ever ordered in the AT& T/GTE arbitrat i o n, wh ich is 

5 lJ%. 

6 Q Suppose that had oecn a 7\ discount. Wou ld 

7 you a g ree with that, too? 

8 If that wa s the ma 1· kc l pri c e s e t , we wo uld 

9 a s k for the market price . We wo u ld not n e cess arily 

10 say that that was n ecess arily a c o rre cti v e way t o 

11 cost, but simply that we would be on a l evel playing 

12 fi e ld wi th other players . 

Q Do you agree t ha t e v en tho ug h GTE m<1y a v o id 

1 4 some retail costs wh en it se ll s s erv i c e s t o Spri nt 011 

15 a wholesale basi s , that t h e y wil l be ne w co~ts th~t 

16 a rise? 

17 A They will inc ur s o me cos t s se lling t o the 

18 wholes al e ma rket, yes. 

19 Q And you agree th o~t tho:.;c ne w co:.; t s o ug ht t o 

2 <.JJ 

20 b e offset from any avoided c osts , so i t ' :; r. · .~lJy ,-, n e t 

21 avo ide d cost? 

22 

2) 

A 

Q 

Yes, they s h o u l d cu n:; i<.J c r llao:.;e. 

And y ou al so agree with me tha t bc l o re the 

2 4 FCC Sprin t ad v o c.:cllL•tl tla.lt t he FCC ac.J o pt l o w avo ide d 

25 discounts, d i dn ' t it? 
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1 

2 

A 

Q 

That was our pos it ion at that t ime . 

And that wa s bec ause o f c o nc e r ns f o r 

3 Sprint ' s United divisi o n, whi c h wa s a n ILEC ? 

2 9 4 

4 A I think that was simply Sprin t ' s anJlysis of 

5 the d ocket i n its entire ty. 

6 Q And it ' s f a ir to say tha t Spri n t has take n 

7 the pos ition in othe r s tates , s u c h as Ca lifo rnia, that 

8 G'I'E' s avo ide d cos t ::; t ud ics we r e r eason.:lbl e ; isn't th.:1t 

9 right? 

1 0 That wa s p r i o r t o the f CC order, a nd t h a t 

11 was our position in tha t d ocke t, y e s . 

12 Q Before the FCC came out with the defau lt 

13 proxy rates , Sprint agreed that A'!'& - - thilt GTE ' s 

14 avoide d cos t s were reasonabl e? 

1 5 

16 

A 

Q 

Prior t o the FCC d o c ket, yes . 

And y o u al so agree that the p o l i c y thrus t of 

17 the Te l ecommunica tions Ac t is to p romo t e e ffi c ient 

18 competition in telecommunications ma rke t s , d o n ' t y o u ? 

1 9 

20 Q 

Yes . 

So y o u wo uld a g r ee tha t t hi s Commi ::;~ i o n 

2 1 sho uld not ad opt any p ri cing rul es tha t encourage 

22 ine ffi c i e nt entries i 11 Lo Lhc l oc.: a l exdh111(j C m.:~r~;c t , 

23 d on't yo u ? 

2 4 

2 5 Q 

Yen . 

It ' s also t r u e t hat the pu qJo~c~ u t Lh c 
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1 Telecommunic ations Ac t are not s erved by subsidi z ing 

2 entry into the local market , are they? 

3 Wel l, that' s an interesting question, and 

4 only from that I take it back from the perspl.!c tive of 

5 you look at the d eregulation of the l ong distance 

6 market where there clearly were some advantages given 

7 t o t he n e w entrants to help ~hem build up m~rkct 

8 :..h o.11 c . :;o l'm not sure th .:1t th.Jt •,.to uld be a straight 

9 yes answer. 

1 0 Q Okay. Well , do you agree th~t pr i ces f or 

11 inte r connec t ion and unbundled netwo rk e l cmcnL~ uhould 

12 be subsidy free? 

I believe the y should be p riced at the 

14 you know, the TELRIC pri ce plus the app r opr i ate 

15 a ll ocat i o n of f o rwa r d l ooking commo n costs , whi ch 

16 would r ecover y ou r cos ts and h a ve no su~~ jdicu. 

29 5 

17 Q So if those se rvices o r c l ements were priced 

18 b e l ow economic costs , wouldn ' t that amount to a 

1 9 subsidy? 

20 A I ' m not sure o f your de l inition o f economic 

21 costs . If you pr ice at the TELRIC standard , you are 

22 fu lly r ecove ring your costs . 

23 Q Do y ou agree that p rices of un~undled 

2 4 network elements uught to be priced above cost? 

25 Above the i r TELR I C, under lying 1'1-:LH IC CO!.its , 
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1 yes. 

2 Q And it's Sprint ' s posi tion that r ea lly the 

3 pricing methodology should be TELRIC plus a reasonable 

4 s hare of forward-looking common costs; i sn ' t that 

5 righ t? 

6 

7 

A 

Q 

Yes. 

And it's fair to say that GTE and Sprint 

8 agree on that proposition , don't the y ? 

9 I think t he g e neral i ndustry ag r ees o n the 

10 overall concept . It ' s j us t when you get d o wn to the 

11 details of ho w much , et cetera, that there is 

12 disagreeme nt. 

13 Well, certain ly you ' re not sa ying that AT&T 

14 agrees o n that methodology , are you? 

15 A I ' m not fully familiar with their 

16 methodology. 

17 Q But, nevertheless , Sprint and GTE do agree 

18 on it , we just disagree on the size of the commcn 

19 costs, don ' t we? 

20 

21 

A 

Q 

I ' ll say very generally tha t is correct. 

And y o u ' re f <Jmili..1r with tile c o nc ept o f 

22 economies of scale, aren' t you? 

2J 

24 Q 

25 isn ' t it? 

Yes, 1 am . 

Economies of scale is desirable certainly, 
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1 I don't know if desirable is the term, but I 

2 mean, there are economics of scale, and pric es s hould 

3 reflect t hose e conomics of s c ale. 

4 Q It ' s fair to say that an in~umbent LEC 

5 enjoys significant econo mies of scale and scope , 

6 doesn ' t it? 

7 I ' m not sure in what res pect you 're 

8 referring to, compared to wha t. 

9 Q Well, now, yo u have a backgro und in 

10 economics, don ' t yo u ? 

11 

12 

A 

Q 

13 scale. 11 

1 4 

15 

16 

17 

Q 

A 

Q 

Yes, I do. 

So you ' ve heard the term " econo mic ::; o f 

I do, but I --

You unde rsta nd what it means? 

Yes, I do . 

Do you not thi nk a n inc u mbe nt LEC like GTE 

18 o r Sprint/United enjoys significant e con -- of 

19 economies of scal e ? 

20 A Generally speaking, there are econo mics of 

21 scale , but I ' m not sure what yo u ' re g c lting a t . 

22 Q Wel l, do you agre e with the s tatement in 

23 paragraph 11 of the First Report a nd Order tha t 

24 incumbent LECs have economics of scal e? 

2 5 Could I see a copy of t hat parag r a ph ? 
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1 Q Sure . 

2 -----

3 (Transc ript continues in s e que nce in 

4 Volume 3.) 

5 

6 

7 

8 

9 

1 0 

11 

12 

13 

14 

15 

16 

17 

1 8 

19 

2 0 

21 

22 

2 3 

2 4 

2~ 
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