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Ameritech1 submits this direct case in response to the Commission's Order

Designating Issues for Investigation2 in the above-captioned docket.

I. COMPARABLE SERVICES

17. Information Requirement:

(a) All LECs must comment on whether there are additional services that should

be considered comparable services. In particular, the LECs must address whether a

promotional offering should be considered a comparable service.

Answer: Obviously, the purpose for which the Commission has instituted the

concept of "comparable service" is to attempt to guard against a "price squeeze"

situation. A price squeeze could possibly occur only in a situation in which a

competitive access provider ("CAP") is required to take a LEC's interconnection service

in order to create a service offering that competes with an end-to-end service offered by

1 Ameritech means: Dlinois Bell Telephone Company, Indiana Bell Telephone Company, Incorporated,
Michigan Bell Telephone Company, The Ohio Bell Telephone Company, and Wisconsin Bell, Inc.

2 In the Matter of Local Exchan&e Carriers' Rates. Terms. and Conditions for Expanded Interconnection
throuih Virtual Collocation for Special Access and Switched Transport, CC Docket No. 94-97, Phase I,
Order Designating Issues for Investigation, DA 95-374 (released February 28,1995) ("Designation
Order").



the LEC itself. The list of comparable services, therefore, that would appropriately

subject the Commission to scrutiny for possible price squeeze should not be greater

than the list of those services offered by the LEC which are also being offered by the

CAP, and in connection with, the CAP is required to take the LEC's interconnection

service. If the LEC's service does not compete with a CAP's service, or if a CAP is not

required to take LEC interconnection service in connection with its competitive offering,

then the corresponding LEC service offering should not be examined under the

"comparable service" category.

Whether a promotional offering should be considered a comparable service

depends on whether it satisfies the above criteria. However, in making any

comparison, the Commission must look to the cost/revenue ratio and the underlying

service location life in order to make an appropriate evaluation of the price squeeze

issue.

(b) All LECs must list all of their unit investment components, and all of the

annual cost factors applied to those components, for the following four services: DSI

virtual collocation service; DS3 virtual collocation service; a comparable DSI service

with the lowest overhead loading; and a comparable DS3 service with the lowest

overhead loading. Unit investment components should include, but not be limited to,

circuit equipment, fiber, conduit, buildings, and land. Annual cost factors should

include, but not be limited to, depreciation, cost of money, income taxes, maintenance

expense, administrative expense, marketing expense, and other taxes.
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Answer: See Attachments I through VI,3

(c) All LECs must explain whether the annual cost factors were applied in the

same manner to the investment components for the two virtual collocation services and

the two comparable services. If the same factors were not used, LECs must explain the

basis for the differences.

Answer: The factors were applied in the same manner.

(d) All LECs must list the central office investment cost components for each

of the comparable DSI and DS3 services identified in (b) above. In addition, LECs must

determine as specified by the central office investment and cost components for these

two comparable services in a manner that parallels virtual collocation TRP "function."

LECs must also describe in detail the function served by each of the investment

components they identify for these comparable services.

Answer: See Attachments I through III.

The Local Distribution Channel category consists of the communications path

between a customer designated premises and the serving wire center of that premises.

Included as part of the Local Distribution Channel is a standard network channel

interface arrangement which defines the technical characteristics associated with the

type of facilities to which the access service is to be connected at the point of

termination and the type of signalling capability, if any.

3 The data contained in Attachments I and ll, cost infonnation on Ameritech's competitive DSl and DS3
services, is being submitted under a separate cover with a request for confidential treatment.
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The Channel Mileage category consists of the transmission facilities between the

serving wire centers associated with two customer designated premises, between a

serving wire center associated with a customer designated premises and a telephone

company hub, between a serving wire center associated with a customer designated

premises and an international boundary point, between a serving wire center associated

with a customer designated premises and a WATS serving office, or between two

telephone company hubs.

The Channel Mileage Termination category consists of the termination of

transmission facilities between the serving wire centers associated with two customer

designated premises, between a serving wire center associated with a customer

designated premises and a telephone company hub, between a serving wire center

associated with a customer designated premises and an international boundary point

between a serving wire center associated with a customer designated premises and a

WATS serving office, or between two telephone company hubs.

(e) If a LEC concludes that any of the comparable services described in the

TRP Order should not be considered comparable, it should explain how the investment

components of those services differ from the investment components of the

corresponding DSI or DS3 virtual collocation services.

Answer: Not applicable.

(f) All LECs must submit current data detailing the percentage of DSI and

DS3 channel terminations that are sold without interoffice mileage. In calculating this
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percentage, LECs must include any DSl and OS3 channel terminations that are sold in

connection with a zero interoffice mileage charge.

Answer: The Commission should be aware that Ameritech does not sell OSl and

OS310cal distribution channels ("LDCs") as a stand-alone service. Rather, they are sold

only as parts of an overall service offering. It just so happens that at times the overall

service offering involves a "zero mileage" situation - as is the case, for example, when

both ends of a point-to-point circuit are served out of the same central office. That

being said, 42% of Ameritech's interstate OSl LOCs and 59% of its interstate DS3 LOCs

are not associated with channel mileage. It should be noted that a point-to-point circuit

accounts for 2 LDCs, but a multiplexed circuit may include a DS3 LOC, a DSI LDC or

LOCs of another variety that is not included in these totals will account for only 1 LDC,

and a DSI circuit that is multiplexed down to the voice grade level at both ends will not

be reflected in any of these figures.

II. COMPARISON OF OVERHEAD LOADINGS

19. Information Requirement. The Bureau requires the LECs to explain in their

direct cases how the public interest goal of fostering efficient competition in markets for

local telecommunications services is advanced if LECs use average overhead loadings

for virtual collocation services provided to competitors and below-average loadings for

service provided to their own end users.

Answer: The Commission has a legitimate interest in protecting a CAP from

being put in a price squeeze by a LEC in those situations in which the CAP must

subscribe to certain LEC services in order to provide an offering that competes with the
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LEC. However, the Commission's current standard of comparing the percentage

overhead loadings on an interconnection service to the percentage margin on

competitive LEC services constitutes regulatory overkill and in fact inhibits efficient

competition.

As a preliminary matter, it would be appropriate to explain that the process of

assigning overhead loadings to interconnection service is in no way related to the

process by which Ameritech DSI and DS3 services are priced. The process of assigning

overheads is part of a process in which rates are based on cost. Prior to price caps, for

example, in developing special access rates, unit costs for each service were developed

by a ''bottoms-up'' study. On top of these figures, an overhead loading factor was

applied to develop rates that would recoup the totality of the special access revenue

requirement. The overhead loading factor utilized by Ameritech in developing its rates

for interconnection services was 1.58, the same factor utilized by Ameritech in the last

annual access filing prior to price caps. That is the last time that Ameritech utilized an

overhead loading factor in the development of cost based rates.

The rates for special access services, on the other hand, are today based primarily

on the market -- a fact which the Commission itself has acknowledged.4 Direct costs are

relevant only as a check to make sure that the rates do not generate losses. In addition,

the price cap service bands place limitations on price movement. (It was the

Commission's intent in implementing price caps to get costs "off the table" in the rate

regulation process.) However, overheads are never assigned to a service in order to

4Designation Order at 18.
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determine that service's rate. What the Commission has termed "overhead loading" in

the case of DS1 and 053 service is in reality simply "margin."

That being said, it is not necessary for the Commission to require that the

percentage margin on a competitive service be no less than the percentage overhead

loading assigned to interconnection services in order to preclude a price squeeze -­

especially if the direct cost of the competitive service is higher than the direct cost of the

interconnection service. An example will prove the point. Assume a "bottleneck"

service with a cost of $10 and an overhead loading of 1.5, for a rate of $15. Assume a

"comparable" competitive service with a direct cost of $100. In order to protect against

a price squeeze it is only necessary to require that the margin on the competitive service

be sufficient to cover the dollar amount of overheads assigned to an equivalent amount

of bottleneck service. In this case, if the rate for the competitive service is at least $105,

there can be no price squeeze. The competitive service covers all of its direct costs plus

the equivalent dollar amount of overheads that are attributed to the equivalent quantity

of bottleneck service. The Commission's test, however, would require that the

competitive service be priced at least at $150. In reality, such a restriction would require

a $45 pricing umbrella under which less efficient competitors could price their service

and still potentially reap a profit. On the other hand, if the competitive service recoups

all of its direct costs plus contributes to overheads in a dollar amount equivalent to that

burden that is placed on an equivalent amount of interconnection service, competitive

fairness is maintained while at the same time permitting competitors to price their

services in an economically rational manner.
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Thus, the Commission should permit the assignment of average overhead

loadings for virtual collocation services as long as the margins on the rates for

"comparable" services are sufficient to cover the dollar amount of overheads assigned

to an equivalent volume of interconnection services.

III. RATE ELEMENTS COMMON TO OSl AND DS3 VIRTUAL
COLLOCATION SERVICES

22. Information Requirement. To examine the LECs' virtual collocation rate

elements that may be used with either DS1 or DS3levei cross-connects, the Bureau

requires all LECs to list virtual collocation rate elements they treated as nondedicated in

their tariff revisions filed pursuant to Virtual Collocation Tariff Suspension Order.

Answer: Not applicable. Ameritech was not required by the Virtual Collocation

Tariff Suspension Order to file rate revisions.

IV. OVERHEAD LOADINGS ON NONRECURRING CHARGES

24. Information Requirement. The Bureau requires Bell Atlantic, SWB, US West and

any other LEC proposing to recover overhead loadings from nonrecurring charges

associated with virtual collocation services to provide the following information in their

direct cases:

(a) LECs must explain why it is reasonable to assign overhead loadings to

nonrecurring charges associated with virtual collocation services.

Answer: The practice is reasonable because it is consistent with the methodology

for cost-based rate development that was employed by Ameritech prior to price caps.

Overhead loadings were applied to direct costs for all rate elements in the development
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of rates. In this case, the overhead loading used by Ameritech is the figure that it last

utilized for the development of cost-based rates prior to price caps.

(b) LECs must identify the term of service that was assumed in developing

the overhead loadings being assigned to nonrecurring charges associated with virtual

collocation services.

Answer: The term of service was irrelevant. The factor was uniformly applied to

the nonrecurring costs to arrive at the nonrecurring charge and to the recurring costs to

arrive at the recurring rates. The factor did not vary by term of service.

(c) LECs must explain why it is reasonable that their virtual collocation tariffs

apparently contain no provision for refunds for overhead contributions in the event

interconnectors discontinue service before completion of the term of service on which

the assignment of overhead cost was based.

Answer: In the case of Ameritech, the assignment of overheads is not based on

any particular term of service. If an interconnector were to terminate service prior to

the completion of the term, a refund of nonrecurring charges would be inappropriate.

First, that portion of the nonrecurring charge that recoups nonrecurring cost should not

be refunded because the nonrecurring costs have already been incurred by Ameritech.

Second, that portion of nonrecurring charges that contributes to overheads should not

be refunded because that portion of the charge is irrelevant to the term for which the

interconnector has ordered interconnection and termination prior to the end of the term

will not avoid Ameritech's incurring any portion of overhead costs.
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(d) LECs must explain whether overhead loadings are recovered through any

nonrecurring charges associated with comparable DSI and DS3 services. If so, these

charges must be identified. If not, LECs must explain why the treatment of overhead

loadings on comparable services differs in this respect from that for virtual collocation

services.

Answer: Service specific nonrecurring charges associated with Ameritech's 051

and DS3 services are an Administrative Charge per order, a Design and Central Office

Connection Charge per circuit, and a Customer Connection charge per termination.

The rates for these charges were established initially prior to price caps by the use of

"fully loaded" labor rates. That loading process included overheads. Since price caps,

however, the rates have moved consistent with the marketplace and with price cap

pricing restraints.

Respectfully submitted,

/7)/cAO~~~~~'
Michael S. Pabian
Attorney for Ameritech
Room4H82
2000 West Ameritech Center Drive
Hoffman Estates, IL 60196-1025
(708) 248-6044

Dated: March 21, 1995
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. Onepage

P-1 Ameritech DS1 and DS3 Recurring Cost



Attachment II

DS1/DS3 TAP Sheets
Pages 1 through 6

P-1 Termination EqUIpment Function

P-2 081 Cross-connectlon EqWpment Function

P-3 DS3 Cross-Connectlon Equipment Function

P-4 F100r Space Function

P-S 081 Other

P-8 DS3 Other

Data SMmin.i Under SeI*- CoYer With Request For
Coaftdential Treatment



Attachment III
o OnePage

P-1 Annual Charge Factors DS1 and DS3



SUMMAR." OF TRP ANNUAL CHARGE FACTOR' FOR AMERITECH 011 AND 013 SERVICE.

OS-, CROsa- 0S-3CRO..
TERMINATION CONNECTION CONNECTION FLOOR

EQUIPMENT EQUIPMENT EQUIPMENT SPACE
!'UNCTION !'UNCTION !'UNCTION FUNCTION OTHER

OS, lOCAL DISTRIBUTION CHANNEL
OEPftECIATION O.'U. 0.0233 0.2U4

COST OF MONEY 0.04S2' 0.0110 0.04S22
INCOME TAX 0.0212 0.0334 0.02"

AD VALOREM TAX 0.001' 0.0014 0.007'
MAINTENANCE EXP 0.021l1 0.0321 0.0'"

011 W'TEROFR:E
DEI'll£CIATION 0.0240 0.0402

COST OF MONEY 0.010I 0.0701
WCOMETAX 0.0341 0.0300

AD VALOREM TAX 0.0071 0.001'
MAINTENANCE EXP 0.0320 0.0043

08' CHANNEL MILEAGE TERM
DEPRECIATION 0.1512

COST OF MONEY 0.04S21
INCOME TAX 0.0212

AD VALOREM TAX 0.0070
MAINTENANCE EXP 0.028'

011 CHANNEl MILEAGE
DEfl'AECIATION 0.'U7

coaT OF MONEY 0.012'
INCOME TAX 0.02"

AD VALOREM TAX 0.007'
MAINTENANCE EXP 0.02'"

oa EHTIIANCI FACILITY
OEI'll£CIATION 0.02. 0.141'

COST OF MONEY 0.010I O.ClHI
WCOMETAX 0.0311 0.0224

AD VALOREM TAX 0.0011 0.001I
MAINTENANCE EX' 0.0311 0.0141

083 lOCAL OISTRalTION CHANNEL
OEPllECIATION 0.1134

COlT OF MONEY 0.012'
WCOMETAX 0.0211

AD VALOREM TAX 0.0011
MAWT£NANCE EXP 0.02.

DU SERVICE CHANNEL
OEPllECIATION 0.''''

COlT OF MONIY 0.0123
WCOMITAX 0.0271

AD VAlO.M TAX 0.001I
MA..TVlANCf UP 0.021'

013 INTIltOFFICI
DUIlICIATION 0.OM1 0.00t01
C~ OF MONlY 0.010I 0.0111

INCOMITAX 0.0327 0.0212
AD YALOIlEM TAX 0.0071 0.0011

MAWTtNAHCE UP 0.0333 0.0040

013 CHANNEL MILEAGE 'TERM
OEPllECIATION o.,.n

COST OF MONlY 0.0112
WCOMETAX 0.0331

AD VALOREM TAX 0.1027
MAWTENANCE EXP 0.0314

013 CHANN€l MIl£AGE
DEPRECIATION 0.1122

COlT OF MONEY 0.01.
WCOMETAX 0.02.

AD YAlOflEM TAX 0.017.
MA..TENANCE EXP 0.0210

ATTACHMENT ~II

PAGE 1 OF 1



Attachment IV

One Page

P-1 Ameritech Virtual Interconnection Recurring Costs



AMERITECH VIRTUAL INTERCONNECTION RECURRING COSTS

CONDUIT

RISER SPACE

RISER FACILITY

DIVERSE RISER

ENTRANCE
FUNCTION

$0.04

DS1IDS3
ENTRANCE

FUNCTION

$0.28

$1.27

$70.45

TERMINATION
FUNCTION

DS1 X-CONN
FUNCTION

DS3X-CONN
FUNCTION

EQUIPMENT BAY

DIGITAL X-CONN PANEL DSX-1

DIGITAL X-CONN TERM DSX-3

DS1 ELECTRICAL X-CONN

DS3 ELECTRICAL X-CONN

CABLING BETW. TRANS. NODE &
TERM PANEL INITIAL FOOT DS1

CABLING BETW. TRANS. NODE &
TERM PANEL ADDL FOOT DS1

CABLING BETW. TRANS. NODE &
TERM PANEL INITIAL FOOT DS3

CABLING BETW. TRANS. NODE &
TERM PANEL ADDL FOOT DS3

$47.37

$40.00

$12.77

$4.36

$0.64

$0.44

0

$6.03

$0.03
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Attachment V

Virtual TRP Sheets
Pages 1 through 16

P-1 Entrance Function (Conduit)

P-2 DS1/DS3 Entrance Function (Riser Space)

P-3 DS1/DS3 Entrance Function (Riser Facility)

P-4 DS1/DS3 Entrance Function (Diverse Riser)

P-5 Termination Function (Equipment Bay)

P-6 DS1 Cross-Connection Function (Digital
Cross-Connection Panel)

P-7 DS3 Cross-Connection Function (Digital
Cross-Connection Termination)

P-8 DS1 Cross-Connection Function (DS1 Electrical
Cross-Connection)

P-9 DS3 Cross-Connection Function (DS3 Electrical
Cross-Connection)

P-10 DS1 Cross Connection Function (Cabling between
Transmission Node and Term Panel Initial Foot,
Add'i Foot)

P-11 DS3 Cross-Connection Function (Cabling between
Transmission Node and Term Panel Initial Foot,
Add'i Foot)

P-12 DS1/0S3 Entrance (Vault Splicing, Vault Test
Initial Fiber, Subs. Fiber)

P-13 DS1/0S3 Entrance (Cable Pull from Manhole to
Vault, Vault to LGX, Initial Foot, Add'i Foot)

P-14 Termination Function (Equipment Bay)

P-15 Termination Function (Power Consumption)

P-16 Equipment Installation (Project Management,
Power Delivery)
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(2) Row 54' Unit 0I-.nment ilthe IIIlit ClII wIlidIthe,. iI t.iIIg-.d. eg.. pet 7' EllUlOl7*ll BIIy
(3) Slate Income Tu dollars .,. oncluded ,n FedlQi __ r.
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~lI/II

me 1M.12Ra"

s

!Ill.

l:32.m

:n!l.1ll

iii'...- +- ..:::ri::.m~!.-------_-.....l.L--_--__......,.+:.__-----.._I
'S. ,. .. "

--.....----+-------.__-~~.;.+!:..--------~--------l%--------1mZI r~

•••

me.'
DIGITALl~N. 'ANIL

OIl·t !---~--------"""'-------""-------f,~ -+- --:s:.:.' U~.lO~~---------lfr--------nr--------i
2· • r.-.------+---n-.m
3 • rng -sf .m

iE:,:st:::me::;.:::::::;:;;;;;::;;;:;:;;;;::::===t:========::;j!==========~i=========lI========~
7 .st me-
B 1St me·
9 1st me.

10 1St me-
11 1st me·

12 ~ ~me.:
13 ~1St ~i-i;;.:rSn;.'';;'·ilC!u.a::-..
1. !_ .·oeD.
15 .... ,st me - . - 0.».
16 I- ,st me· . - OIID.
17 : Name- .• u.a.
181- :_. .-oeD.
19 • L:.2!I!:.
20 iIt. . - OIID.
21
22
23
2.
25
26
27
28
29

~I----------------+---------IT----------ii--------ili--------;

~~
~~
35

~I--------------+-----=------;flr----------lfi--------fi--------i
38 1--...,.,.....".,=- rMjf

: i= ~=-:;rW'ir.Gi
41 ~•
• 2 Ciit _. ~

~ I-~I: ~ii;;'-------+--------
.s I- T.f" :-;.;";;";,.:0;:_'*j;--------+----------.1- ,_
47 t: ~NMleII-~!~mE=======t=========4 . Nama_
48 :_-
501- •
51
52
53
~

55
58

Ie.- l.llII
.!!II

N«*I:
(1) The OS1 X-C-. FUIIClIDn iIIcIuM "lqUipmIfIIln OI lD.. i1__.**"'a....lII8l. uud fDfx_.l'uIleIIclns. __"1I_ ....,
(2) Row~: Unit at~ is .. unit 011 wtliclI is beong -..d.•.g. per POT frame
(3) &.l8lncome Ta cloIIats.,.1IlCluded in F..... 1ncome Ta
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111l1li

I_IU 1114
DIOlTAL I~OHN. TIJlM.

DU~

1~ =138

2 • r.
3 If.,... '.311

4
5
6 ,ltfolame· · • LJMS.
7 ,It Name·

~8 ist Name· · .
9 f-Bi

.• DMl.

10 · ·1JMl.
11 f- .

f-12 l- ist • ::.:
13 ,It-· ::.:
14

II ::.:
15 l-

f- ::.:
16
~ ::.:

17 .It . .
~

18 lit • ::..:.
19 IItNalM· ::.:-20 - .
21 -.111
22 n.
~3 e ' ..' .. .. ..
~4 !li1ll.8I

25
26 : ••
27 ..
28 !IioI

29 !Ii.

30
31
32

~33 D.lIIII

34
35
36
37
36~

~ I3i~
40
41 ~
42 : Name.
43 : NIlme·
44 'Name.

45~ ·46 ·47 f- · ..461- ·~I- · ..
50~ · j51

~~52
53
54 "INaTlZI pop

55 : 51
5& : IUIlIlca. SIr

NOM
(1) Tile 0S3 X-eonn FundlOn .nctudea ... equJPft*d III Of~ 1Il1lle tn*COlI__11pKe that .. used for x-cann 1Unc:tionI, -sit1Ile X_. ilMII.
(2) Row 54 Unn at rnenurement .11Ile unrt on whtcIl1lle .... tIeing -.ed, eg per POT frame
(J) Slale Income Tax dol"~ er. Included III F«Iera/lnc:ome Tax
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.-uTICH
DS1 CROSS COHNICTION IIUNCTION CNOTl1)

UCUMINO UTI

I_IN

l2t)'illl5

RifICJemenl Na/IlI .,
DS1 ILICTJUCAL
CROSS CONNECT

~.liIl

i~.1Na/lll· '.~'.
4 II Na/lll·. f!~'~~i:===t=========1!~=======::t~=======~j:=======~
5 I NamI· ~~':'"~~'~~---l---------~--------4r---------ti--------..,
6 1-- .'
r :Na/lII-

~ ~:: ~.~~~~~ :1 ~
12 I iiiii'"= r- _
13 t:: '=':-,-,--,"c _. • ;:..:.

14 • ;:-:.

15 I- - ;:-:.
16 - ~
17 I- . .
~ ;:,,;,;,r...., ;;-i: ~ ;;.:.;:.r-::=-- r.5

20 ~ "'-.-'--"--=-" : : ~:
21
22
23
24
25
26 :u. un

~: tl==Ja::=::::I~,:U========t:====:::;I;;,,:;.. ll4;e======::::t~======t:======~
29 ;~!r.!:=========:t======:i1:Il..j::l4~~=======~i:========ti:=======~
3Ot:;:::============:l:=======::t!========ti:=======:ti=======~31
32 LJG:

33 ';~~~~~~~~~i~~==t======:~I3I ..::.·I========l========~E=======~34 ~UMIN Ina II"lI:I'C

35 ~-------------+--------4;--------Ir---------nr--------1
~~---------------il---------Ir----------H~-------li----------f
38
39 Na/IlI-

3Eil·;:"'I/III~'11~'~~~~i~~i~~i~~45 ~ •
46~ •
47 ~ /III . . :Accr

:._~;.:.:~:~:=~~.----~-------4:--------l~------fr-----__
50 t- .
51 . ';' . I .:J:I
52 :.-------+-----....!;;:;.;m~:--------f;--------li---------i

~ ~,~-,,~.:i4:J====~~~~~~!!~~··~~=======3~========~=======~
:~;:l=~i=---------+--------n:;!r!~--------+----_-- __+----_-----j

r

Not"
(1) Cl'OII-Connec:tiOn Funetion IIlCludII COIla far II CIIIIIing and CIClilUpport IlrUcllAl~ inlan:annector'llI*Iand LECe MCF.
(2) Row 54: Unit oIme.ut"1l1ltnt ilthe lI'Iil onwllicllthe,.. iI tiling -.eel. I.g. PIt 051 IrmIgIIIW1I
(3) Stlte Income Tax dollerl ... indudId in F.... Income Till


