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Executive Director - 1120 20t St. NW, Suite 1000
Senior Legal Counsel Washington, D.C. 20036
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E-mail: keith.krom@att.com

((

August 16, 2016

Ms. Marlene H. Dortch

Secretary

Federal Communications Commission
445 12t Street, S.W.

Washington, DC 20554

Re: WC Docket Nos. 16-143, 15-247, 05-25; RM-10593: Ex Parte Filing
Dear Ms. Dortch:

On August 12, 2016, Frank Simone, Caroline Van Wie, Richard Clarke, and Saikat Sen (via
telephone) and the undersigned, all of AT&T, and Mark Meitzen and Phil Schoech (via telephone)
of Christensen Associates met with Eric Ralph, Pamela Arluk, William Kehoe, Shane Taylor, Justin
Faulb, Christopher Koves, and Omar Nayeem, all of the Wireline Competition Bureau, and Bill
Dever of the Office of the General Counsel.

During the meeting we discussed the material contained within the attached PowerPoint deck. We
also explained why Ad Hoc Telecommunication Users Committee’s proposal for using fully-
distributed accounting costs based on stale and economically arbitrary allocation factors and
depreciation schedules is inappropriate for estimating any required reset to current BDS prices. The
accounting machinations advanced by Ad Hoc are antithetical to the concept of economic value or
the purpose of price cap regulation. Indeed, Ad Hoc’s analysis would suggest that all buildings
over 30 years old should be rent-free to their tenants because such buildings are fully depreciated
on an accounting basis. This is not how competitive markets that are the goal of this proceeding
operate.

In addition, we noted that the productivity data developed by Christensen Associates do show that
the U.S. telecommunications industry has substantially outperformed the U.S. economy as a whole.
We also noted that international comparisons of BDS rates show U.S. rates to be similar or less
expensive than comparable European rates.

If you have any questions or need additional information, please do not hesitate to contact me.

Sincerely,

/sl
Keith M. Krom
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Key messages

Because the productivity growth actually experienced over the 2005-14 period
has matched almost exactly GDP-PI growth, there is no justification for any
going-in price reset or increase in the X-factor

- The X-factor since 2005 has not been zero — it has been set equal to GDP-PI
inflation, or ~1.9%.

- This is not appreciably different from what we measure achieved productivity
growth to have been over this time period.

. BLS KLEMS provides the best methodology for measuring actual productivity
growth to determine a BDS X-factor.
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X-factor calculations must be based on the best
available measures of productivity

The prospective X-factor should not exceed 2%

As we have explained, the BLS KLEMS productivity methodology using GDP-PI calibration computes an X-
factor of 1.95% based on 2005-2013 data.

The FNPRM'’s calculations of an X =1.85% over this period were correct other than for a modest problem with
the input price index.

Just as the opening comments were being filed, the BLS made some adjustments to its KLEMS data and
updated these data to include 2014. These 2005-2014 data show an X-factor of 1.99% — practically
unchanged from the prior estimate, which provides added confidence that the BLS data generate a stable
estimate of the X-factor.

Grafting CACM-based parameters into KLEMS TFP calculations is inappropriate

CACM-based estimates of input proportions are for a forward-looking mass-market BIAS network, not the
existing DSn BDS network that is composed of individually designed circuits, i.e., special access, which has a
significantly different cost structure.

Input price data for the CACM are dated, idiosyncratic, and do not measure input prices in the manner that
the KLEMS TFP methodology requires. Estimates of price changes for new, forward-looking capital
equipment do not equate to changes in the Jorgenson user/rental cost of capital equipment.

Input price data from rural RoR ILEC TDS are undocumented, inapposite to largely urban BDS and
unauditable. Further, they also do not measure input prices in a manner consistent with KLEMS TFP
methodologies.




Sprint’s proposed methodology is inapt

No CLEC other than Sprint provides any analysis to support its proposals for an X-factor or one-time price
adjustment

Sprint urges the Commission to ignore the federal government’s official total factor productivity data from
the BLS/BEA — and instead rely on certain 1998-2010 KLEMS data from a European Union research
consortium as the basis for a claimed X-factor of 4.4% and one-time price reduction of 25-47%

Sprint’s proposals have no theoretical or empirical support

Sprint’s argument for use of EU KLEMS data over BLS KLEMS data is based on its inaccurate belief that the EU
KLEMS data are telecommunications-only, while BLS KLEMS combines telecommunications with broadcasting. EU
KLEMS documentation clearly confirms that for the U.S., the industry that it captions “Telecommunications” includes

broadcasting, too. Given that the BLS KLEMS data run through 2014, there is no coverage reason whatsoever to prefer
the EU KLEMS data set.

Sprint’s contentions about broadcasting productivity are thus without any empirical support — and in all events,
broadcasting is such a small portion of the combined industry (18% by revenue and 8% by PP&E) that it can have little
effect on the overall estimates.

Further, the EU KLEMS data are not appropriate for the Commission’s price cap regime that caps total BDS prices
because these data were developed to measure value-added productivity, not gross output productivity.
Mathematically, value-added productivity will always exceed gross output productivity — in this case by a very
substantial amount.

Further, Sprint employs an input price adjustment that accounts only for changes in the prices of Energy, Materials
and Services — and neglects any changes in the prices for Capital and Labor — the majority inputs for
telecommunications.




The real issue associated with the X-factor is
the national comparator

The Commission’s price cap formula and equations use GDP-PI to represent the difference between
national input price growth and national TFP

Sprint and the Commission’s May 1997 Price Cap Review Order suggest that the national comparator
should be BLS statistics for the Private Non-Farm Business sector

This measure excludes the productivity and input price experience of the government, farm and not-
for-profit sectors (about 27% of U.S. GDP) from the national comparator

Using this sub-national measure reduces the calculated X-factor for 2005-2014 down from 1.99% to
1.72%.
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EU KLEMS Growth and Productivity Accounts

EU KLEMS Project

ISIC Rev. 3 ISIC Rev. 4

34 industries

lg March 2011 Update IE

72 industries up to 2007

o The March 2011 release is an update of the November 2009 release. It provides data up to 2007, for a limited set of variables for 72 industries. The March 2008 release provides the most extended range of variables, but period coverage
is limited to data up to 2005.

 The data in the ISIC Revision 4 classification is published on a rolling, country by country, basis. Data up to the most recent year available is included. Back-casts to the year 1970 are provided for most variables based on the March
2011 EU KLEMS data in ISIC Rev.3. More details can be found in the source documentation for each country.

» Additional EU KLEMS files for non-European countries can be found on the website of the World KLEMS initiative.

The construction of this database is financially supported by the European Commission, Research
Directorate General as part of the 6th Framework Programme, Priority 8, “Policy Support and
Anticipating Scientific and Technological Needs” and as part of the 7th Framework Programme, Theme
8: Socio-Economic Sciences and Humanities, Grant agreement no: 225 281. Any errors or omissions are
entirely the responsibility of the GGDC (Groningen Growth and Development Centre). For comments and
suggestions please send an email to euklems@rug.nl.
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EU KLEMS Projsct EU KLEMS Growth and Productivity Accounts: Data in the ISIC Rev. 4 industry classification

SEVENTH FRAMEWORK
PROGRAMME

For a summary overview of the methodology and construction of the EU KLEMS database, see:

m

0’'Mahony, Mary and Marcel P. Timmer (2009),
“Qutput, Input and Productivity Measures at the Industry Level: the EU KL EMS Database”,
Economic Joumal, 119(538), pp. F374-F403

When using this data, please cite this source.

For more details and analysis, see: Timmer, Inklaar , O'Mahony and van Ark, Economic Growth in Europe, Cambridge University Press, 2010
Introduction

The 2012 EU KLEMS release follows up from the previous release in 2009 which showed detailed growth accounts up to 2007. This new release is similar in concepts and methodologies to calculate the various growth and productivity
variables as its predecessors, but it also has a number of new features;

It provides updates and data for additional years and revisions of longer time-series in case national statistical institutes (NSls) provided these.

For labour composition use has been made of the micro-data underlying the European Labour Force Survey (LFS) for recent years.

Mew investment data has been provided by the EU KLEMS consortium partners.

Mast importantly, a new industrial classification is used based on the new international 1SIC Revision 4 industry classification, which is consistent with the European NACE 2 industry classification. The National Accounts (NA) data

in the new classification is typically provided for shorter time series than were previously available in the ISIC Rev. 3 (NACE 1) classification. We back-cast time series of output and labour data using growth rates from the earlier data
in the ISIC Rev. 3 classification. These imputations are denoted in grey in the new release.

Sources and methods

The EU KLEMS updates in the new ISIC Rev. 4 industry classification are being done on a country by country basis. New releases are dependent on the availability of data and resources. Documentation will be provided separately for each
country and release.

Content of the files:

Basic File: Basic output, input and productivity data for 34 industries according to the ISIC Rev. 4 industry classification.

Capital Input File: Contains additional information on investments and capital stocks for the same industry level as the basic file.

Labour Input File: Contains additional information on several types of labour (labour composition) for more aggregate sectors.

Sources and Notes: Contains notes with source descriptions and additional notes.

Partner: Reference to the website of the research group or consortium partner that helped in constructing the data. Additional information can be found here.

Country Basic File Capital Input File Labour Input File Sources and Notes Partner Release Date
Sweden SWE Basic 2013 Not Available Not Available SWE Sources 2013 STATSWE December 2013
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Content of the files: g
Basic File: Basic output, input and productivity data for 34 industries according to the ISIC Rev. 4 industry classification.

Capital Input File:
Labour Input File:

Contains additional information on investments and capital stocks for the same industry level as the basic file.
Contains additional information on several types of labour (labour composition) for more aggregate sectors.

Sources and Notes: Contains notes with source descriptions and additional notes. -
Partner: Reference to the website of the research group or consortium partner that helped in constructing the data. Additional information can be found here.

EU KLEMS Data Country Basic File Capital Input File Labour Input File Sources and Notes Partner Release Date

EU KLEMS Project Sweden SWE Basic 2013 Not Available Not Available SWE Sources 2013 STATSWE December 2013
Finland FIN Basic 2013 FIN Capital 2013 FIN Labour 2013 FIN Sources 2013 STATFI December 2013
Belgium BEL Basic 2013 Not Available Not Available BEL Sources 2013 FPB December 2013
Japan JPN Basic 2012 JPN Capital 2012 Not Available JPN Sources 2012 JIP May 2013
United States Not Available Not Available BEA/BLS March 2013
Netherlands MNLD Basic 2012 NLD Capital 2012 NLD Labour 2012 NLD Sources 2012 CcBS November 2012
United Kingdom UK Basic 2012 UK Capital 2012 UK Labour 2012 UK Sources 2012 NIESR October 2012
Germany GER Basic 2012 GER Capital 2012 GER Labour 2012 GER Sources 2012 Divw October 2012
Italy ITA Basic 2012 ITA Capital 2012 ITA Labour 2012 ITA Sources 2012 ISTAT October 2012
Austria AUT Basic 2012 AUT Capital 2012 AUT Labour 2012 AUT Sources 2012 WIFO July 2012
France FRA Basic 2012 Confidential FRA Labour 2012 FRA Sources 2012 CEPIl July 2012
Spain ESP Basic 2012 ESP Capital 2012 ESP Labour 2012 ESP Sources 2012 IVIE July 2012

Other EU KLEMS Releases in 1SIC Rev. 3 (NACE 1):

» March 2007 Release

* November 2007 Intermediate Release

* March 2008 Release

* November 2009 Release

» March 2011 Update of the November 2009 Release
» Linked Database

m

This update of the EU KLEMS database is part of the INDICSER project. This project is funded by
the European Commission, Research Directorate General as part of the 7th Framework
Programme, Theme 8: Socio-Economic Sciences and Humanities. Grant Agreement no: 244 709
Any errors or omissions in this update of the EU KLEMS database are entirely the responsibility of
the GGDC {Groningen Growth and Development Centre). For comments and suggestions please
send an email to euklems@rug.nl. —
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EU KLEMS mapping of U.S. BLS/BEA data to EU
categories

1 Mapping NAICS and NACE 1 to NACE 2

In this section the main issues in mapping the MAICS industries to the new NACE 2 classification are
briefly highlighted. The same is done for the industry mapping between MACE 1 and NACE 2
industries.

Mapping NAICS to NACE 2
In general the new NACE 2 industry classification provides a better fit with the NAICS industry
classification for many industries and sectors. Particularly the new ‘Information and Communication®
sector (1) is an improvement in matching corresponding MAICS industries. However, there are a
number of industries that do not map directly to MACE 1 industries and therefore compromises have
been made. To a large extent these issues were already present when mapping the MAICS industries
1o the MACE 1 industry list. Some of these mapping difficulties are specific to the U.5. like the case of
U.5. postal services which is mostly a state owned enterprise, therefore output and labour for this
industry are in state and local government which is now allocated to the ‘Public Administration and
efence, compulsory social security’ (O). The NAICS-MACE 2 concordance used for the U5 is based
QED (many to one) mapping to a target NACE 2 industry list at the A3 level. The EU D
34 industries list deviates slightly from the omicial A38 lI5t; hence the mapping table has been
adjusted for these differences. The source MAICS industry list from the BEA/BLS prototype Industry-
Level Production Account consists of 63 industries. No attempt was made to split NAICS industries.
The full mapping table is given in Appendix table 1. The list below gives a brief overview of the most
important mapping issues.

Source: http://www.euklems.net/data/nace2/USA_sources_12i.pdf at p. 2
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categories

Appendix Table 1
U.S. NAICS-NACEZ many to one industry concordance

Comments on NAICS

MAICS list MACE 2 MAICS Description industries
111,112 & Fams

112,114, 115 & Forestry, fishing, and related activities

211 B il and gas exiraction

212 B Mining, excapt ol and gas

213 B Support activities for mining

22 o Utilities

23 F Construction

221 1618 Wood products

327 1223 Monmetallic mineral products

331 2425 Primary metals

332 2425 Fabricated metal products

333 8 Machinery

234 2627 Computer and edectronic products

335 2627 Electrical equipment, appliances, and components

3361, 3362, 3383 26-30 Motor vehicles, bodies and trailers, and parts

3354, 3365, 3385, 3380 2930 Other fransportation equipment

337 3133 Fumiture and related products

X 3133 Miscellaneous manufacturing

311, 312 1012 Food and beverage and tobacco products

313,314 1315 Textile mills and textile product mils

315, 318 1315 Appared and leather and allied products

322 16-18 Paper products

323 16-18 Printing and related support activites

324 19 Petroleum and coal products

325 021 Chemical products

325 1233 Plastics and rubber products

42 46 Wholesale frade Includes Whadesale of motor vehickes
44, 43 47 Retail trade Includes Retail of motor vehicles

Appendix Table 1
U.S. NAICS-NACE2 many to one industry concordance

NAICS list MACE 2 NAICS Description

481 4852 Air fransportation
482 4852 Rail fransporiation
483 49352 Water ransportation
484 4852 Truck transportation
485 4852 Transit and ground passenger ransportation
488 4852 Pipeline transportation
Includes parts of postal and courier
487, 488, 402 48-52 Other transportation and support activities services (NAICS 482: Couriers and
MESSENgErs)
453 4852 ‘Warehousing and storage
511,518 SE-E0 Publishing industries (includes software)
512 SRRl Aotion picture and sound recording indusiries
5 517 61 Broadeasting and telecommunicaticns Includes broadeast
518,519 6263 manon ai DTOCESSN] SEMICES
Federal Reserve banks, credit ntermediation, and
21,822 ¥ related actitis
53 K Securities, commodity contracts, and investments
524 K Insurance camers and related activities
525 K Funds, trusts, and other financial vehicles
531 L Real estate
o L Rental and leasing senvices and lessors of intangible
assets
5411 BN Legal services
415 62-63 Computer systems design and related senvices

Miscellaneous professional, scientifie, and technical
SEMicES

Management of companies and enferprises

S412-5414, B185410 M
55 BN

561 BN Administrative and support senvices

Source: http://www.euklems.net/data/nace2/USA sources 12i.pdf at p. 6
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EU KLEMS data variables

USA

Basic Tables
Source: EUKLEMS database, March 2013 release

Variables

Values

GO Gross output at current basic prices (in millions of US Dollars)

1 Intermediate inputs at current purchasers' prices (in millions of US Dollars)

= Intermediate energy inputs at current purchasers' prices (in millions of US Dollars)
nm Intermediate material inputs at current purchasers' prices (in millions of US Dollars)
11s Intermediate sernvice inputs at current purchasers' prices (in millions of US Dollars)
VA Gross value added at current basic prices (in millions of US Dollars)

Prices

GO P Gross output, price indices, 2005 = 100

1H_P Intermediate inputs, price indices, 2005 = 100

IHHE_P Intermediate energy inputs, price indices, 2005 = 100

1HIM_P Intermediate material inputs, price indices, 2005 = 100

1Hs_P Intermediate senvice inputs, price indices, 2005 = 100

VA P Gross value added, price indices, 2005 = 100

GO _Ql Gross output, wvolume indices, 2005 = 100

11 | Intermediate inputs, wvwolume indices, 2005 = 100

HHE 1 Intermediate energy inputs, wolume indices, 2005 = 100

1HM | Intermediate material inputs, wvolume indices, 2005 = 100

1S | Intermediate senvice inputs, wolume indices, 2005 = 100

VA | Gross value added, wlume indices, 2005 = 100

H_EMP_QI Hours worked, volume indices, 2005 = 100

LP_1 Gross value added per hour worked, wolume indices, 2005 = 100

Growth accounting

LAB Labour compensation (in millions of US Dollars)

CAP Capital compensation (in millions of US Dollars)

LAB_OI Labour senvices, wlume indices, 2005 = 100

CAP_OQI Capital services, wlume indices, 2005 = 100

VA _OQ Growth rate of value added wolume (% per year)

VAConH Contribution of hours worked to value added growth (percentage points)

VAConLC Contribution of labour composition change to value added growth (percentage points)
VAConK Contribution of capital services to value added growth (percentage points)
VACoONnTEP Contribution of TFP to value added growth (percentage points)

TFEPva | TFP (value added based) growth, 2005 = 100

Date 11




Table A2.2: Information retrieved from the EU KLEMS
database

Varable |7 |dest T code 1988 |7 198e |7/ 000 |t 2000 [T 2002 | 2003 |7 7004 |7/ 2005 |7 2006 |7, 2007 |7 2008 | 7om@ |7 2ol T
@0 Telecommunications '{'31 413281 480,130 H0E, fad 9.6 519,840 523817 F41,685 5 373 Fa2 3R 18,382 636687 826715 844,811
VA Telecommunications (3 220898 prsch 268823 267,288 27 718 288 259 282 188 310682 315510 346,537 3B7191 33938 7 282
I Telecommunications ;E-l 192584 228772 245 742 282 334 281,724 265,557 283 507 255882 Irg.841 72844 73497 288773 297,528
GO Ol Telecommunications 61 T 7h8 845 878 858 832 928 100.0 104 4 1083 1121 110.4 1126
va_Ol Telecommunications 3 i 2| 648 T34 780 738 20.0 &7.8 100.0 1048 1138 121.0 115.4 119.3
In_au Telecommunications 51 |3 899 27 100.3 100.4 100.8 M3 100.0 1043 1019 1020 104.5 107.1
Ga_P Telecommunications zﬁl 108.7 108.7 104.89 103.8 1027 103.0 1023 100.0 |5 100.1 |8 994 985
VAP Telecommunications &l 120.2 118.5 1128 110.3 108.3 107.9 106.9 100.0 a7 1 arT 950 WA !’y
II_P Telecommunications :E-l 972 959 ar1 99 b ili] ar6 =3 100.0 1022 1031 1058 10687 107.0
IE Telecommunications 61 1548 3132 4838 5,958 4,537 5,538 8,074 6785 647 5,431 6420 5198 5217
1% Telecommunications :F-l 2840 32919 32538 2147 25,082 253 28756 27358 31,925 32 34 33451 31.203 38,147
15 Telecommunications 61 183798 190,24 210,986 218,11 222125 224 788 220678 226,558 238,459 236,092 239626 260380 264,184
IE_Ql Telecommunications :E-l i 21| 200 114.6 134.0 110.1 110.5 1065 100.0 a7 708 i 75 i it}
K4y Telecommunications 61 T 027 1068.9 ari B85 221 = 100.0 1148 1176 1H.2 115.6 1419
I5_al Telecommunications Ei-l B0 ara ari 999 1.6 .7 |1 100.0 1035 1010 100.6 104.1 1043
lE_P Telecommunications 6l 4.3 B1.4 f24 a2 i ik:] 741 243 100.0 108 2 1133 1323 101.8 115.3
IIM_P Telecommunications 51 123.0 117.2 1128 108.0 103.5 100.2 91 100.0 1018 1004 100.8 @®|7 %3
nz_p Telecommunications B1 %.5 99 983 988 99 @0 =7 100.0 1022 1032 105.8 108.7 108.0
LP_| Telecommunications Bl 538 RS0 M5 821 @85 T4Y 249 100.0 108.1 1174 1278 1290 141.1
CAP Telecommunications 351 133938 136,843 142,450 158,985 163,729 jLii--) 180,209 204,252 208,77 226,888 Z38ETE 225560 237687
LAE Telecommunications 61 28,710 28,075 107,373 107,31 104127 105,460 107,879 106 440 108,732 118,649 118313 113378 109,615
CaF_Ol Telecommunic ations :F'l 1.8 0.1 228 952 100.5 86 91 100.0 1022 1067 110.1 113.3 1159
LAE_OI Telecommunications 61 108.1 1148 1224 1230 112.4 1065 104.2 100.0 84 280 952 228 251
H_EMP_Ql Telecommunications 51 110.2 117.8 1235 1265 114.5 107.1 103.2 100.0 =8 989 T 295 245
VA O Telecommunications Bl 0.25 .94 1282 598 208 0.52 204 13.25 445 8.5 813 -4.78 3.3
TFPva_1 Telecommunications I;E-l 76.4 5.7 76.1 742 5.7 784 BEE 100.0 1033 1105 115.5 110.6 114.1
VACONTFP Telecommunications E\l -0.37 0.53 =255 2.05 348 10,22 14.14 3.26 5.75 433 -4.33 313
VAConK Telscommunic ations r'Ehl 7.44 8,32 B43 123 051 035 0.61 140 223 273 1B7 135
VAConH Telecommunications I'IE-l 284 2.08 0.86 -382 -2.E1 -1.42 -1.13 0,50 057 -0.7E -1.31 -1E4

VAConLC Telecommunications 51 -0.17 0.80 0.47 0.43 0.16 0.50 .37 0.30 0.0e -022 -0.38 0.45




Development of the X-factor

The X-factor is intended to capture the difference in productivity performance of the
communications sector (C) versus that in the national economy (N) generally:

X = (IPN —TFPN) — (IP¢ — TFP®)

Where [P represents input price growth and TFP represents total factor productivity growth.

BLS KLEMS provides the best measure of: IP¢ — TFP¢

The issue is what data to use to measure: IPN — TFPN

GDP-PI represents the most comprehensive measure of this difference between national input price
growth and national productivity growth because it shows the extent to which TFP is able to mitigate
changes in input prices over the entire Gross Domestic Product (GDP).

Using input price and TFP growth only as experienced in the Private Non-Farm Business sector is a
less comprehensive measure of national performance.
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