
narrowband services can be carried on the broadband network that cannot be adequately

provided on alternative stand-alone systems, including an upgrading of the existing network?

What investments would be required for such new services in addition to the investments shown

on Bell Atlantic's worksheets? What reason is there to believe that such services, going beyond

sheer speculation, would be economically viable? What basis is there for concluding that the

broadband network would enable savings in telephony operations and maintenance over and

above those enabled by upgraded or new stand-alone telephone networks? If the company

cannot address these questions in satisfactory detail -- again going far beyond arm waving and

cavalier responses -- the Commission must insist on a reassignment of costs, along the lines

illustrated in Table 2.

An obvious problem facing the Commission is estimation of specific cost factors for

stand-alone networks necessary for evaluating Bell Atlantic's tariff filing and its responses to the

above questions. For illustrative purposes, I have used the $700 investment for digital loop

carriers and $308 for upgrading existing networks. Clearly, however, actual costs vary as a

consequence of innumerable considerations in local markets -- household density, topographical

features, the mix of underground and aerial plant, the condition of existing plant, and many

more.

One possible approach for the Commission involves pressing Bell Atlantic for upper

bound and lower-bound estimates of stand-alone telephone systems with essentially the same

narrowband capability as the VDT network in Dover. Perhaps the Commission would then

select middle-ranging estimates for its own determination of the appropriate assignment of the

broadband network investment.

Undoubtedly, precise and fully satisfactory numbers will be impossible to obtain. But the

Commission must not be left accepting Bell Atlantic's cost assignments simply because the
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relative assignments of investment outlays. If so, a large reassignment of expenses would be

necessary to mirror the appropriate reassignment of investment, again resulting in a far higher

burden on video than now exists.

Overhead. By no stretch of the imagination would the Commission be justified in

permitting Bell Atlantic to retain a 20 percent overhead loading on video dialtone direct costs.

The Commission must require Bell Atlantic to explain in detail (a) why video dialtone is

expected to generate any less, or more, overhead per dollar of direct cost than other services,

and (b) whether changes in overhead tend to bear a constant relationship to changes in direct

cost, demonstrated by the company's past experience. In the absence of compelling answers to

the contrary, the Commission should insist on a 65 percent loading of overhead for video

dialtone as an approximation to the additional overhead caused by the provision of video

dialtone.

The debate about overhead in this proceeding is especially disconcerting because surely

this is not the first proceeding in which issues of overhead and direct expenses have been raised.

If the Commission has, in the past, permitted firms under its jurisdiction to treat overhead as

a fixed common cost to be allocated among services in whatever way the firms choose, the

Commission has granted a stunning degree of leeway for anticompetitive cross-subsidization not

only in video dialtone, but also in the wide range of telephone markets in which cable operators

and other suppliers may compete. The existence of such leeway is demonstrated by the fact that

Bell Atlantic exhibits a wide range of overhead loadings -- for example, from a 27 percent mark

up on its DS3 channel termination rate on a five-year basis to a 106 percent mark-up on a

month-to-month basis.46 Reinforcing this evidence is Bell Atlantic's statement that "the

46Direct Case, supra, Exhibit 1, Attachment E(l), at l.
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Commission granted LECs a great deal of flexibility in setting overhead levels. "47 Consequently,

the Commission must review and modify its policy with respect to overhead assignments, paying

careful attention to the causal relationships between direct costs and overhead.48

47Direct Case, supra, at 67.

48It is worth noting recent regulatory actions in Canada, highly relevant to concerns here. In that
county, too, telephone companies have proposed construction of integrated broadband networks for video and
telephony -- the "Beacon Initiative." There, too, concerns about cross-subsidization have been raised by cable
operators and others. In response to general apprehension about cross-subsidy and other anti-competitive
threats posed by firms with both monopoly and competitive markets, the Canadian Radio-television and
Telecommunications Commission (CRTC) recently decided to split the rate base, with one portion assigned
to a company's monopoly telephone services, the other assigned to competitive services. CRTC,
Implementation of RegulatOly Framework -- Splitting of the Rate Base and Related Issues, Telecom Decision
CRTC 95-21, October 31, 1995. In the case of Beacon, the CRTC has decided to assign the costs of the entire
broadband network to the competitive segment. Only if, and when, channels are used for telephony will their
costs be transferred to the monopoly segment, with transfer prices subject to regulatory scrutiny. For any
number of reasons, we cannot expect the FCC to mimic the CRTC's decision. Still, it is sobering to observe
how one regulatory agency has recognized the serious threat of cross-subsidy and has taken concrete and
constructive steps to protect against it.

- 38 -



I declare under penalty of perjury under the laws of the United States of America that

the foregoing is true and correct.

Executed on Novemberj'{l, 1995
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