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Pursuant to the Commission's Public Notice, DA 96-1007, lAD 96-175,

released June 20, 1996 ("Notice"), AT&T Corp. ("AT&T") submits these comments on

the staff's "Industry Demand & Supply Stimulation Model" ("the Model"). I

According to the Notice, the Model is intended to "allow users to

simulate the relative impact" on "traditional industry segments" of "particular changes

in the industry." Based on its the review during the limited period allowed subsequent

to the Model's release. AT&T has concluded that using the Model to make, justify or

explain any decision in this proceeding would be highly inadvisable. The results of the

Model depend on more than 180 "assumptions" about market share, costs, carrier-to-

carrier prices, end-user prices and other critical factors. By varying the input

assumptions, the Model can readily be manipulated to achieve any result the user

By Public Notice (DA 96-1030, lAD 98-176) released June 25, 1996, the
Commission extended the date for comments to July 8. 1996.
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desires. Moreover, due to the extraordinary dynamics of the telecommunications

market, the results that would be produced by the Model necessarily would be highly

sPeCulative. Part I of AT&T's Comments elaborates on these two points.

In addition to seeking comments on the utility of the Model itself, the

Notice invites parties to use or create variations of the Model. Notwithstanding its

serious reservations regarding the relevance of the Model and the reliability of its

speculations, AT&T has attempted to run the Model using inputs and assumptions under

three different scenarios. Those scenarios, and the results of the Model runs, are

discussed briefly in Part IT. and set forth in greater detail in the Appendix hereto.

I. THE MODEL SHOULD NOT BE USED IN THIS PROCEEDING.

The Model is designed to determine the results of particular scenarios,

which the user creates by supplying specifications. or assumptions, for 186 rows of

inputs. 2 Although many of the assumptions are logically related ~, the level of

marketing expenditures and market share). they may be input independently, and there

is thus no assurance of internal consistency, The user is not required to justify any of

2 Critical documentation of the Model, including an overview of its operation and
definitions of User Input SPeCifications, are entirely missing from the material
made available to the public. This absence of documentation is a serious
impediment to users I ability to run the model with any assurance of accuracy. See
also Motion for Extension of Time of Cox Communications, Inc., CC Docket
No. 96-98, filed June 21, 1996, p. 2 (" [n]either the Public Notice nor the Model
itself gives any instruction whatsoever on how to use the Model or the critical
underlying assumptions behind each of the hundreds of model inputs").
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the assumptions, either independently or when considered together with related

assumptions.

Thus, the tyPes and degree of manipulation to which the Model is subject

are virtually limitless. The user can identify in advance the decision at which it desires

the policymaker to arrive, and then tinker with one or more of the other assumptions

until the Model produces a result that it believes will he acceptable to the policymaker.

Alternatively, the user can input certain assumptions based on the adoption of proposals

to which it is opposed, combine them with other unfavorable assumptions, and use the

negative results to convince policymakers not to adopt the disfavored proposals. 3 Thus,

as conceived, the Model is not a measurement tool hut, at best, a rationalization tool.

Even assuming good faith efforts on the part of users to input reasonable,

internally consistent assumptions, the results produced by the Model will be highly

speculative and unreliable. Outcomes in the telecommunications market depend on an

array of decisions and actions by millions of consumers, hundreds of carriers, as well as

federal and state legislatures and agencies. The fact that the Model requires more than

180 assumptions is itself evidence of the market's complexity. The likelihood that all

3 For example, an incumbent LEC could attempt to run the Model assuming that
prices of network elements are priced at some level below its embedded costs, and
then manipulate the model to achieve apparently disastrous [mancial results for the
LECs by adding significant costs for so-called stranded plant. In this regard,
AT&T has serious reservations about the lengths to which the Model appears to go
to include costs for stranded plant. As AT&T has demonstrated, LEC claims about
stranded plant are neither supported nor supportable. See AT&T Reply
Comments, Appendix C. CC Docket No 96-98. filed May 30, 1996.
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assumptions input to the Model will tum out to be correct (or even reasonable) is

exceedingly small. A material error in one or more of the assumptions will compromise

the results of the Model. The Model is thus not a useful tool for making decisions in

this proceeding.

Indeed, presumably to avoid compounding concerns about its complexity.

the Model omits certain variables, and requires the user to make several unrealistic

assumptions, further undermining the usefulness of its results. 4 For example, as the

Commission has recognized, the Telecommunications Act of 1996 was intended to

provide carriers seeking to enter the local exchange to deploy a variety of entry

strategies, or a mixture thereof, including resale of an ILEC's services, use of

unbundled network elements, and use of the entrant's own facilities. s The Model,

however, cannot readily be run with multiple entry strategies, contrary to the very

premise of the Act, and common sense.

Further, the Model is pervaded by the wholly unrealistic assumption that

all industry participants in a particular market will behave in the same manner, and have

4

S

In addition, AT&T has uncovered the following errors in the Model. First, USF
costs are double counted for CLEC/IXCs. See Sheet D, rows 521 and 538.
Second, intraLATA residence toll costs are inaccurate because their computation is
based on interstate unit costs. See Sheet E, row 582. These errors have been
corrected in the runs performed by AT&T and described in Part IT hereof. Other
similar coding errors in the Model may also exist,

Implementation of the Local Competition Provisions in the Telecommunications
Act of 1996, NPRM, CC Docket No. 96-98, FCC 96-182, released Apri119,
1996, , 9.



precisely the same cost structure. Thus, the Model requires the user to assume that

IXCs and other CLECs will incur the same costs as ILECs in providing local exchange

service. This assumption ignores the economies of scope and scale that incumbent

LECs enjoy, and the start-up costs that Ixes and other CLECs (but not ILECs) must

incur to provide local service.

II. IF mE MODEL HAS ANY VALUE, IT IS TO CONFIRM mE NEED TO
PRICE UNBUNDLED NETWORK ELEMENTS AND ACCESS AT TSLRIC.

Notwithstanding its concerns about the Model, and in response to the

request in the Notice, AT&T has attempted to run the model based on assumptions

comprising three different scenarios, as follows'

(a) A "Base" scenario is included to provide a baseline from which changes

in consumer sutplus are measured in each of the remaining two scenarios,

The Base scenario is premised on an industry evolving without the

Telecommunications Act of 1996. Legal and economic barriers to entry

into the market for exchange and exchange access services remain.

Access charges continue to be determined under price cap rules. The

RBOCs and GTE continue to be prohibited from providing interLATA

interexchange service.

(b) In the Option 1 scenario, CLECs can and do enter the local market by

using unbundled network elements purchased from ILECs, at prices

based on the ILECs' embedded costs (as the ILECs have proposed in this

proceeding). Option 1 assumes no comprehensive access charge reform,
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and -- also contrary to the Act .. - that all interexchange traffic is subject to

access charges except that the CCL is assumed not to apply to such traffic

routed over unbundled network elements used by CLECs to provide local

service. Finally, Option 1 assumes that the RBOCs begin providing in-

region, interLATA services in 1998 ..

(c) In the Option 2 scenario, CLECs can and do enter the local market using

unbundled network elements purchased from the ILECs, but at prices

based on TSLRIC. 6 There is no comprehensive access reform, but

CLECs purchasing unbundled network elements to provide local service

are not required to pay any additional charge to the ILEC for originating

or terminating interexchange calls As in Option 1, the RBOCs begin

providing in-region, interLATA service in 1998.

AT&T has made every effort to use reasonable assumptions in each scenario, and ensure

that related assumptions are consistent within each scenario.

6

7

The Model employs a "one size fits all" approach to the cost of particular network
elements, and does not allow for cost variations in different density zones or census
block groups. Accordingly, for Option 2, AT&T developed nationwide average
cost figures using the results of the Hatfield Model, Version 2.2, Release I,
submitted by AT&T to the Commission with AT&T's Reply Comments on
May 30, 1996.

The assumptions and specifications comprising the scenarios are set forth in detail
in the Appendix hereto,
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Table A below summarizes the results of the Options 1 and 2 scenarios,

as compared to the Base Case, for the year 2002 It shows that under the Option 1

scenario (pricing of unbundled network elements based on the ILECs' embedded costs),

the change in consumer surplus (residential and business) relative to the Base Case is

negative $16 billion for 2002 alone. ILEC earnings (as measured by earnings before

interest, taxes and depreciation, or "EBITDA") exceed those in the Base Case by $39

billion, while IXC and CLEC operating profits are nearly $20 billion less than in the

Base Case. Under the Option 2 scenario (pricing of unbundled network elements based

on TSLRIC), the change in consumer surplus for 2002 relative to the Base Case is

positive $43 billion. ILEC earnings are $4. 8 hi llion (about 6 %) less than in the Base

Case,8 while IXC and CLEC operating profits are $5 8 billion (or nearly 20%) less than

in the Base Case.

8 However, ILECs I earnings in 2002 under Option 2 exceed ILECs I 1996 earnings
by over $19 billion.
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TABLE A

1996 2002

Base Base Option 1 Option 2

Market

Toll Minutes (billions) 476.4 893.9 849.3 1100.9
Telephone Penetration 93.9 94.1 94.1 94.2

Inflation Index 105.2 123.5 123.5 123.5
Residential Price Index (1994 = 100) 97.5 86.6 94.0 70.0
Average Total Residential Bill at 1994 Usage Levels

Lowest toll users $30 $29 $30 $26
Mid Range Customer $47 $43 $45 $37

Highest 3% of toll users $230 $190 $198 $150
LEC high cost/Surcharge funding ($Billions) $0.7 $0.7 $0.7 $0.7

ILECs
Total ILEC Revenues ($Billions) $105.7 $137.0 $193.2 $130.3
ILEC EBITDA ($Billions) $53.2 $77.4 $116.6 $72.6
ILEC EBITDA (1994 $Billions) $50.6 $62.7 $94.4 $58.8
ILEC rate of return on rate base 16.2% 35.1 % 72.1 % 28.3%

IXC & CLECS
TotallXC & CLEC Revenues ($Billions) $75.2 $116.4 $78.8 $112.3
IXC & CLEC operating profits ($Billions) $15.5 $29.4 $10.0 $23.6
IXC & CLEC operating profits (1994 $Billions) $14.7 $23.8 $8.1 $19.1

Change in Surplus
Residential 0.000 0.000 -7.302 16.981
Business 0.000 0.000 -8.826 26.204
ILEC Surplus 0.000 0.000 25.802 -3.835
IXC& CLEC 0.000 0.000 -11.622 -3.499
Government 0.000 0.000 5.933 -6.710

total 0.000 0.000 3.985 29.141

The runs perfonned by AT&T show that if the Model has any use in this

proceeding, it is to confinn that the ILECs' proposals to price unbundled network

elements based on their embedded costs, and gain simultaneous entry into the

interexchange market. if adopted, would create enonnous profits for the ILECs, to the

detriment not only of IXCs and CLECs, but to consumers. If prices for unbundled

network elements are based on TSLRIC. however, consumers (residence and business)



9

will be better off by more than $59 billion per year by 2002. 9 Significantly, even with

prices of unbundled network elements based on TSLRIC, the Option 2 results show that

IXCs and CLECs will bear a proportionately greater share of this consumer benefit than

will ILECs.

Further, if the Model were run assuming comprehensive access reform,

the effect would be even more beneficial for consumers. A reduction in access charges

would result in lower prices for interexchange calls. increasing consumer surplus.

9
The $59 billion figure is the difference (relative to the Base Case) between negative
$16 billion under Option 1 and positive $43 billion under Option 2.
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Lower interexchange prices would also stimulate demand, resulting in further increases

to consumer surplus, and increased revenues net of access for IXCs. The results of the

Model thus dramatically underscore the urgent need for access reform.

Respectfully submitted,

AT§fT CORP.

By ,(~ l-)lJ~u_" -1

I Marl(C. RO~n;~A'---~""';?==T---
Roy E. Hoftinger

Its Attorneys

Paul E. Malandrakis
Robert C Linthicum

GO 'd

July 8, 1996

90P9lGG806 'ON X~j

295 North Maple Avenue
Room 324511
Basking Ridge, New Jersey 07920
(908) 2212631
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I- 57 ,BU~il1es~I~c;~1 ~E!rvi~E!el.i3~tic:ity(based on local rate) •
i
i
j

$O.68~ $0.685 $0.698 $0.719 ' $0.741
-=-=-+--=-'.:.:..:...::..:....::.=-.::...::..:..:..:..:..::......:..:~;,;,;,;,><....>..:-"-"-::......:.:.=L.--------..------':...::..:..c..=..:"---t-I -~::.:.::.-=-=- -.-..---t- ---~ ---"..::..:..:.....:....:...,....-...:...:.:.:....c--'---t

, i f .-::-$'c:-0::-:'0-c-0-+---=-=--,:::-=-::-::-+
1 $0.0000 I
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-,,"

0.0%
00%
12%

0.0%

._-

0.0%.
O.Q~

10%!
0.00;0\
----+-

I_.._+- ..._
46.1%1 46.6%

.. -8.4%1 -'--10.0%1

12.6%,.. 15.1%

o'Q%T
~

(JO%:
8%!
--+

g.O%I ..

4~:.6%[

O~

0.0%,
6%1
-----+-

-- OOl 1

.~"'-"'t .
t

4~.2%i

.-+--. .

-----_.."

0.0%
00%1

4o/~'

O.O°!<l1

0.0%1
0.0%

1°;"~

0.0%1.

44.3°/~ .. 4~.T~L43:~~1

- ------+---

_0%1 QOl------,--- .~

4~:~%i.

-+---

43.0%

ICCS/OGC Simulation, 1993 [ 1994 1 1995 1 1~~~! 1997 ! 1998 I 1999 I .__~ 2001 2002
611Per intrastate traditional access minute ' t $0.0000 $0.0000 $0.0000 $0.0000 $0.0000 $0.0000
621 Percentage of all TRS reportable end-user revenue--;-·---------+- ,,0.0% __ 0.0% Q,~_ 0.0% 0.0% ~,Q.,O%

63 IPercentage of all TRS reportable interstate end-user revenue I '---J 1_ 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
641Per minute oftoll service (interLATA and intraLATA) L -----n--~ : ' $0.0000 $0.0000 $0.0000 $0.0000 $0.0000_$0.0000
651 Per minute of interstate toll service ' ----1-__ ~ $0.0000 $O.OOOO! $0.0000 i $0.0000 $0.0000 $0.0000

, ,

-T' -+---,.- ---t---- t- I i I "I
l j'dusOy§jructu,e --+= T -1 .. .:::;;:1 +-~+ ~ I
66 Distribution skewing factor [.1 = very little; 1= pure cream skim] ..L__, ! 0.00 I . n§TD lm__D:1 1 L . -----I

, Note: CLECs are likely to target the most profitable customers when they enter a market. The LECs would likely do the same when entering IXC I

f---. 1markets. This is called "cream skimming." . The model has 7 categories of residential customers and ~. categories of business customers stratified
!by toll usage. The model assumes that the highest volume ton~ustoll1_E!~are the most profitable. The user uses!hE!ske.~!!91actor to specify how
successful competitors will be at cream skimming. To see how this factor works, specifya growing percentage of residential CLEC or LEC "total bill"
loops, vary the skew, and then "-~~E!rve th..E!_Il1.0deled distribution, of 'proprietary' customer~by toUL!,sagecateg()ry (approx. lines 77-84 in theEl
level), ... i 1--- -~ ----~!------------i-

6ih~ of CLEC .traffic at alternative-access charges vs. tra~itional acce~s charges_-'-'~'~I O%!~ n_Q.~ 0%1

I t---L- --=t __+- n --L_

1.0%! 3.0%1 4.9%i 6.7%!
1.5%1 4.5%]- 7Ag- ·1_Q.1%1 .•

ID2£0~_()fa.1l100ps provid~cl~ ,g~Cs_ u7FU (Note: /RUN will range value aU()fthe percent~gesT . ~."
68! Residential 1 0.0%--+ ------ '-~--'"

. 6~j Business.nonO.O%1
i 70 STD1 for avg. percent difference all years! 025 !
~. 7_1_.. STD2 for year-over-year cha,n,[E!!;L 025~
1 72: % CL~c:loops served by CLEC switch_

731 % CLEC loops provided with CLEC's own facilities...--;r.--;;-----.-- . .. ---.-----.-
j 74! Likelihood of terminating witha..ffilia,t~ if CLEC origina,tEl!;_a,callL151%oftE!~rllit!a~g toll !hat 1)(9s"rElI()~~"t()~=~_!h-,"-u9L.§~

I 761 % of business originating minutes via special access

L~~~~~:f1Ec-resid_ua.l~_u_storn.E!r !t!tra~IA toll:
771 Residential

-'T .-----

_ 78J Bu~it!E!!;§

---+- ...
,

r ! ----t-- ---------+------.- -~,-.--- ....

O~ ~ ....~ 8~ ~. 5%
-1--- .~. O%L 1Q.~L ~L 16~ 140#' -'.1:0=%:====_-=-=--=+-__.--:::....:.:.+--__-=-'-=-1

+--+----- t I J---l--~!--·J=-----t-~i-
-'----- - ,~._--- ---- ---_ .. - ... _------+-- ----+----

l.i'..f.II.'2g~::~ops ~~.::~::::~;:~:~ffi__-U....F.. c....~.tt~ J.R.U:l...~.=.•.'~'.'.".e,,;...ue,~~. ~e.:..Si.) IDi..;:i--.-=-;5=.:3:c::~-'-:1=-t:.------'-=-'-=-t--..:.=-=....:..:..t
r 82 , STD2-yearovery~.a.'"_changesi _.~ __....J... '. 0.251 __~=-=-:-+-·_· 'i--
~rcentof LEC originated Interstate that terminates "in region" .. 30%, 30% , 30% I __ 30%! .30% 1 30%: .. .. 30%~ u. 30%1=__ ._ 30%
~rcen!()fLEC originated Intrastate that terminates "in ,region" -+-_._ 90~_ 9QO!<l~ __~ 90% I ~ 90%'1 _90% , 90% 90%
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2.7%

-8.0%
50%

2001+ __ 20021999 I 2000 !199819971993 ! 1994 I___ .. .__,_... .. .' -- -_.. .......,......----..-~---___+__.- -- not
I I i+_ +- u __~-_---'-

lCCB/OG£ §irl1ulation __

,

200/01 2.2%1 .. 22% I .2.2% !=--__ 2.2%
740 , 7 40 ' 740 : 740 r 740---=-+---- ......-------j---. -----t -~.---

--1- __ ._----1.. __ _1.- _---+- ._ _ "._ _ ...•.. _.,__---1- --------1-----_ I _.._--------+--_
93 Depreciation rate _+ 0.0731 0.073' 0073' _9.0731 0.073! __.. 00731 0.073'_ 0.9731 0,073 0.073

94 Increase in depr. reserve per dollar of de r. expense i 0.4545611 i 044§~..... 0.55r 5.. 45 .. 0j.5f ~.0:il= 0:( 045 045

95 One-time write-ofts of ross plant ($billions, shown positive i .. ~.. .- $.Q + .. ~_ _ $0 I .14- . $0 $0 _ . $0 i $0
96 Change in deferred taxes and other prepaid expenses 1.5% I -Q..~_ I Ii, i i

J-~:~~t~fO~~~f:~:::~a;;; ;:t:I~~::~;xpens~~··T - - ,---- -85~~F -85~~L' -85~~-=85~~J-..--~1 _8~_n :85~~1 -

------+----------- +------ I 1-

85 Churn: 0& 'total bill' & unbundled CLEC loops that churn in 1996_ -T-'- ----~ 25.00% L ,_ . : _:!=---=-
86 _. ~Tpinitial churn rate I . u ••!-.__ u_..:..._ _~_ 25.0% t-----L i_~__ ---L _
8X Year-over-year change in churn rate through 200~ _~ '-2.00%' u __-+-- I ---+-_ I

88 Churn rate for 2()Q.~through 201 o ---L- ~. t + 1O.OO% __L_ j' ,

I I I I .i---- .T-- I 1- l' ----;--- i , - -r-r ...----;---.--- ... --------- --+---.. t --r- ~- .. +-------+1----+

. 8~1~;~~;si~~:~~~~~:; (chain-typeC;pp price index) 2.7%[ --i7%T-__ .2.504 2.6°A,t 28%1 __ 2.JO/ol -2.70~[~JO&l .~&t-
I 90i STDi: 0.0091 ir- 91 IGrowth in realGDP--' ~:9%1 ~YIOI 26o/i,T .._18%1. 2Q%1

92!Moody'sAaaCorporatebondyield 7.22 797 759' 710 740
J --.-.....----~. -, .._ .... __•__... __-+-______ _ -------+--- ~.. I +

-+-------1~--

I

I~-1O%T" 10%1---- 10% I 10% 1oOlor--_~ _~
i, i'

_L.__ __ ~ • " •._~_........... •• _____+_____

Note. Th~lTl~del calculates the traditional LEG's ROR on rate base. The model's rate base is calculated as gross plan!lTlinus accumulated
.depreciation less c:.~~t-fre_~ capital. For 1994, LECs reported about $50 billion of other liabilities and deferred credits in USOA 4300 level accounts.
These include, for example, over $20 billioni,n federal taxes wtIi~w~re iI"lcludl!d in LEC revenue ..r:l'!_glJi~~lTle_n~ but wtIic:.I1had -,",ot been paid as ofl .
December 31. 1994 Regulators traditionally treat these amounts as cost free capital. The totals in the 4300 accounts grew rapidly throu..9h1994 but

r may bec--;;me relatively stable starting in 1995 bec~lJ!S.l'! oJt~ law ~h~nges S~tting the twopreceedingsp~~ific:~ti..'ln.!S~t-8% and 50% produces a
,reLatively stable total in the base case. See the expense section~~:!I!:1l'!~§,Q2I-,",th.~ c: level.

if<~Cost Specifications - continued
lExpense
,Current incremental cost - modelled as cost per change in physical units:
~ Added monthly cost for pr~yici.ing an additional~ !_ .___ I !ROR & depreciation compone~nL -i-_
1~_. (Less included ROR & depreciation) 1 )! I

101 Added switchin cost for additional access minute I $0.0045 $0.0036
----1- .

. J02 (Less included ROR & depreciation) , $0.0023 I $0.0018
. Assumed percent difference between CICs!iI'.l'!c:ified . .

1031 above and the actu~1 CJ~s for loops and access minlJt~_s. 10% [
I •

~-
!

-"'4LAdded month~ ",51 to pm~de bm;nglc"",ome"• ...c.-- -, j $4.00 i $4.00 r $4.00 I $4.00 ~ _ $4.00 i $4.00j $4.00 t~
--l-.~ (Note~_Cost is per loop. Half the amount specified is removedfr~lTl_expense if LEC customer loops decrease.) I ------L) ; ... _..

. _105 i Added LEC expense of adding or churning an unbundled loop (including own) i . ui- i $50.00 . $49.85 I $49.70 I $49.55: $49.40 $49.25
~ 1~~LAdded C~EC expense of adding or churning~n u~~r~led loop (rl. marketin!) .. + u-+-_ $7_5~ __ $74.78' $74.55 r $74.33; -i?4.~ $73.88

t iTo provide residential toll per minute (less ROR & depreciation):' . I • I
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?nnn [ 2001 f 2002
:jiu.uoJo $0.0628 $0.0620
$0.0351 $0.0347 $0.0342

$0.0399 $0.0394 $0.0389
$0.0294 $0.0291 $0.0287

-- -+-- I - --"'-----t-----

40% ! 40% I ~u n 40% ~___ 40%

r T --. I
$1.0 I $1.1 i $1.1 I J1J....
$1.0 1 $1.1 1 $1.1 i $1.1---r-- - -~- - __~--n----

i I
::-::--c-----,---+-! t- .. --
!{).~.;. $0.3 i $0.3 I $0.3
$0.3 : $0.3 . $0.3 . $0.3
-~._--.. -+- ----+ "-_._--

CCB/OGC Simulation __-,-_ 1993 ~ . __ 1995 I 1996 [ 1997 ! 1998 i. 1999 I _n_ I
107 Interstate toll including international settlements $0.0600! $0.0600 I $0.0670 ~ $0.0662 I $0.0653 i $0.0645 \.

Intrastate toll $0.0300 I $0.0300 i $0.0370 I $0.0366 i $0.0361' $0.0356 I
Io provide business toll per minute (less ROR & depre,ciation): +-_ :___' I . ! I

~
09 J,nterstatetollincludinginternationalsettlements! : $0.0500 I $0.0500 $0.0420 $0.0415 $0.0410 $0.0404

110 Intrastate toll i! $0.0200 I $0.0200 $0.0310 $0.0306 I $0.0302 I $0.0298___n__ " I
iii lit
-!Acided operatinQexpense that are modeled as percent~g~s(lf added revenue: J I -- - . --- I ,_,

_.!!.!l_LECVertical services +==_ .+ +- 30.00% 30.00% 30.00% 30.00% 30.00% 30.00% 30.00% 30.00%1
1121 LEC Special Access Services i i 64% 64% 64% 64% 64% 64% 64% 64%

.'113T- Private line services .. : -- ... -'--- --640/; - 64% 64%f---- 64%-64%' 64% 64% 64%

[1141. other and misc. LEC servic-e-s(biiiing &coiiection, etc.) , ~- 40.00%\_ 4000%1 40.00% 40.00%. 4{).00%i. 40.00% 40.00% 40.00%
r 115! Other IXC/CLEC revenue (other than switched toll) i 70% i 70%! 70%, 70% I 70% I 70%! 70%. 70%
r------·--~-----------_·_·_·__··_···_·_··- --~----- --------I- ----------+- --~-~-~ ------+- ----------+-~- .'.- ---~-,.

L i Expense kickers:. . . .. . .. . T

l.. 11.~.•• pe.r.centag.e O.f.IOOPS thcl.t...•a.•••r.e .u..n.b...•..u..•• n.• d.. I.e..d a..b0 V.e..••. wh.iC-h.· fu•.-..'•• I ad.d.iti.on-.a.. j·.e.x.p.e..n-.. s.·' e.s..0.c..c••~.•.ur __ _---:..'.-. _.0

0

/0.,1. -1 0..~..o. '. __-'- .20.°11.° i.-
___jTo~1 ,!dded LEC marketing expense when unbundled loops exceeds thr_e~hold: i i ( i...1.-
.11ll- Residential (billions) . ._ 1 ~ , ..L $0.0 : ~ $0.3 i $1.0 I

118! Bl.,lsiness_(billions) ._ _ .n_ nnnmun! _~ J $0.0 I $0.0 L $0.3_+ _~ _
ITotal added LEC marketing expense if LEC share of "total bill" customer loops exceeds threshold: . i i

~
119i Residential (billions) - ------------- - ___nn $0.0 1 $o-:-oi- $'0.3 + $o.iT.--.
'---,-' --- t-'-------------- I

, 1201 Business (!>illi()l1~ $Q..9...1. $O.O_L $().~_L. $0.3_
;
i

$2.9
$2.9

-4.00%

5.0%

-3.00%

~,~

-4.00%

-3.00%1
:--.-.--------r- --.--..-----

.-6.00%1 -6.00%

i

5.{)Oj~

-4.00%

-3.00%

50°/"-1-

-~ --- ---,-c:-::-+----.....,---+

$2~, $l-7 $2.8,
$2.6 $2.7 $2.8

0.0%+

--_--.-.<- --------+----._..-

$0.0 $00 $2.5 $26
$0.0 $0.0 $2.5 $2.6

------~

::>.0%1 ::>.ClOj~ 5.0% ~.O%,-,

-1291 Annual change in CICs for toll minutes (before inflation) I-'1301"---------· -~ STDI -,

r-Jill- Annual change in embedded cost befor~ inflation (LEC,IX.9& CLECL _

.J.m---- ... ... .. n_____ STD I =I_
_133! Annual change in added cost of biliing/c()lIection per new line

Total aclcl.E'l<:l LXQ.r!1.~keting expense if LEC share of t()taIEiIL!()ops_exceE!cl~ threshold:
121 Residential (l:>illicms)

: 122 Business (billions)t-- - ----- -_._- -. ; --_..--.,-'.'--".-,--,-----.-----------.--.._-._--"-..
! .Maximum percent by which L_EC reduces embedded costs in year if prior
I 123~_ year ROR on rate base fell below7:~~ln prior year

r ~13'!tes.EL~hangeil1 c;()s~: _
12~L Annual change in CIC for loops (before inflation). t
1~ STDi
1261 Annual change in CIC for access minutes (before inflation)-_._--+._- -- . . ...

~
._ Decrease to CIC for access minutes for the first year

1.27 . .that competition exceeds % of loops specified on line 116
128 ---[shown for appropriate years] I:

. --..... --t-'- ..-.- -------,---

J- -- -----~----. .n_.__

Investment--_.- --_ _--- _.._-_._-----

jAdditions to LEC cross plant:
i
I

i
i

1
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u J9CB/OGC Simlll~!i.~!!___ __ _L 1993 I 1994 1995 I 1996 1997 i 1998 I 1999 ' 2000 : 2001 I 2002
134 Net replacement investment [percentage of prior ear plus constantl __L I, percentage 1_ : 0.7760% Constant i .. $0.00
135 . Per added residential primary loop (in dollars) : $.350 \. . $350 I.... $350 l.. _ $350 $350 I $350 $350 $350 $350 II' $350
136 F'.er added residential additional loops $350L $3501 $350t $}J<>-~- $350 $350 $350 $350 $350 " $350
137 Per added business loop (in dollars) $350 [ .~... $350. $350 $350 $350 $350 $350 $350 $350
138 Per'shadow'looP(ir1dollars)[seeline1_51~elowl.L ---$100_~ __ - $100l $100-'$100- $100 $100 $100 __ $100 $1001

139 Per thousand added access minutes (in dollars)+_ ~?O 1 - $23 ..~.. $23 .., ~~f- $23 $22 $22 $22 $21
140 Per thousand added toll minutes (in dollars) , $301=.. $30 .. $30 $30 $30 $29 $29$28 $28 $28

oop unbundleable (in dollars) 1 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
- 1 -~ _. . -. ..~I---""

'1421 FOr vertical services per$1 000 adde~reveTll.le . $100 i $100 i _...!1Q{) i _~!- $100t-- $100 i illrt-- $1001 •.. $100 I $100
I 143f_ Forspecial access per $1000 added revenue $2,000 I $2,000 I $2,000 I .$2,000 ~ $2,000 i $2,000 I $2,000 i _ $2,000 I $2,000 I $2,000
.~ For private linElper $1 000 added revenue $2,000 i .. $2,Q.~ $2,000 i_ $2,000 1 $2,000 i $2,000 I $2,000 I $2,000 i $2,000 i $2,000

l 1451 For other & rnis<::l'El~l1{).Q.Q_~.ddedrEl'J~I111e $2Q{) $.?QO $200 $200 EQQ......._ _ $200 ~ ~_ $200, $200 i $200
I ._ ..~..._. _. _,_.~

~
lKe.YCosispeCificatiorls - continued._ = __+-._~~-~~_-..~-,--~.~- I=-_~_+-_ " ,.. '--,---.. -.--j-----~.--.

- iRatesofchange ininveStrnentperunit(before inflation): 'f ·t·· .'--~i .--~-- . i ·-·----1 -~....,

[lW ~~~~=':a~~:::eplaOi- ...~-! :;~~I·:;tF- ~~~!. ~~~i ••. ¥a~ ~~~I:- ~.~~ ::.~~ ·40%
I 148- TO-I'll~~El-loop~unbundleable '. "-3,.Q%l . -3:0%: -- -4.0%1. -{O%[' -4.0%1_~4.0%t -4.~_ :4.0%1,. -4.{)~
j 149· Pertoll minute -30% -3.0%, -40% -40% 4.0%1 40%' 4.0%: .4.00/0\ 4.0%r 150i All other types of investment 30'%[ 300,;t40% -~ -4-00;; -40% ~4-0% -400;; -4~%
, -I. __--\. ~_ + --~~__ ._ - + -_._-

Unavoidable C(lstS when 1C)_ops are lost to facilities based competition.
~. Note: The model adds fixeds amount CIC expense and investment per loop. Reductions in total loops, therefore, redljce total expenses and

~ !investment. .In reality, when loops are lost to competition, some portion of the plant and associated expenses remain. Even though total loops may
Ibe growing, some losses to facilities competition may be occuring.. The spreadsheet uses "shadow growth"tclffiodel this. You should specify a loop
igrowth rate below which some costs are unavoidable and some plant is stranded due to facilities-based competition. For each loop below the

.-

-

~old you specify, a small fraction of a shadow or stranded loop is imputed. The fraction increases until it reaches 1 shadow loop per lost loop at .. _~

Ithe second user s ecified threshold. A third s ecification sets the percenta e of normal CIC for each shadow loop that will be included in expenses. __ ..~
1---' Since costs associated with lost customers can be reduced over time, ou should use the fourth s ecification t~' set the percentage of CIC for shadow----..L.-

!looPSthlit will be eliminated in each of ten successive ye~r~. The investment associated with stranded plant per shadow loop is specified ()I"\\ine 138. ...L_nl _
I--

iThe rate of.<::hange in that specification is set by the user in linEl 147"I .L ,... 1__ 11 .C_n=L.. _~u_n l
. ! I I ii' I I

ii I'· - ----~----.--_ ..- -----;--- ~--------------- -t--.------.--~---

L I _L __...L---_.__._---l..- . __+1 -j-

\ \

-.-........

i
I
i

n+_ -2.0m----l- _-In '-1-·--- I

~ -10.Q%_ 1 --I j--------i
i ' -~'----------,

10o/~+ --~ --------- -. .---t------+_

.1~I- T ,- ----+-----+

151H_ossinline growth at which cost is increased to represent stranded plantt 152rLo~~ in line growth at which maximum "shadow" lines p~r lost lil1.El.i~,Lmputed
..L-._______ !

1531 Percentage of ordinary line cost attributed to "shadow" lines
1541 % of which is reduced in each of 10 successive years (maximum 10%)--I __ -- -'. 1
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20%1 - 2.0o/J ---2.00/J --- 20%
58.7%] 68.~ s8:7%] 68.i°A;
-500%! -500%1 -500%1 -500%------+--. -. ! --------t- --
O~~ O.~ 0.2% i _ O~~~

~ _ _LQ."~ 2.~ 2.0%
750%' 750%! 750%i 75.0%
_~_ .-.- 2.8%1_2.8%1 _2.8%

-

3.50%

3.00%

--_.~~-

3.00%

lCCS/OGC Simulation 1 1993-l- 1994-1 1995 j 1996 I 1997 I 1998 L 1999-t- ~ 2001-J- 2002-------------------------- -------------~~-- i-------_.J__:~~~-- --------- I __--~ __ -,----, ----l-- -- ! - ---

iKey Growth Rates and Ratios f ----1 I I d- I I
155Growthrat~forverticalservicesperlil1.E!._ ------"---~--~ 0.5401o[~= 175%__ 1]5% 1.75%1- 175!oL-1.75%1 __ 1.75% 1.i5%1--1-.7-5::-:c%-c11
156 STD I 1 , I 0.03 ! ! , i

:;~ Und'-~g;owth;ntotalr.~dentia";nos . ~TDl2,5!"t·~ 2"90%_3~O~ 300~~"r~300%1 -3_00_0_~+~-_-_+_--~_c_l
_1§9 Underlying growth in business lines __ _ _ 5.05% 4.?5o,tol_ 6.30% 5.30% 5.30% 5.30% 5.30% 5.30%
160-,--_.__ _ STD 1 -+-_ 0.Q2 __ --L__ . _

IUnderlying toll-minute growth (exclusive of pri<:;~el~l>~<:; stimulati.o_~~_ _~__ , ~_ _ __ " -'cc-::'-'--"-"'I---
_ 1§1L, Residential interLATA interstate (per household) _3.50%1 3.50%L. 3.50%1 __3.?()olil-= u~.50~ 3.50%i3.5o%1 3.50%
I 162: STD; 0011 ,
t 1631 Residerlb-aTinterLATAintrastate (perhous_ehold)'-~-~50o/~! ,.__ 350%( 35Do/~_ 350%; 3 50-%/ ~~oJ'd 3=50%1 :

164 i _~TD I __ ~----t-- 0.01, ' __-------+ ------t---

i~~ I E~~~~~:.'¢:;,,(~:;.:'eh~dl S~fD !H~_~%! :'.=f .;OO~~ I~ ;~~~ ~ ;~m t~~t ;~~~u ;~~~! ;~~~I
16_8j Busll1.~ss IntraLATA toll per line +-- --'---__:1§.O%j__ 2.?_5%1 225%1 225%1 2.25%[ ~ 2.25%1 2.25%

1 , ! .L
, -~_.- --.-------,-----~- ------~ , ---+------- I t
t 169iSpeciai access revenue ~ _~ 20%~ ?Q.o,t~r 2.0%\ _ 2.0%1
t .170L Percent of speci~~.c:£es~thatl~ intflrstate 68,7010_ 6~.:.?% ,68.7%i __ 68.7% 1 68J%[ §8.7%:
: 1711LEg flrivate line & misc toll revel1Lle 12_~ 102o/~ 0:~500% '500% 1 ·500%1
! 172 Percent of PL & misc that is interstate 02% 02%: 0.2% 0.2% 02%: 02%:
, ---.... .-.---.--.--.----- ---,~ ---,. ""----T . ,-. +- . --~-------r

! 173 IAll other LEe revenue 47%' 3.7%, 90%1 20%, 2.0%; 20%,

~ 1.74..
1,1.-.?erce'!..,t O...f_.o.ther,r,e..,yenuethat is regulated 7~ ..O% _ 7~.. Oo~: 75:0%' 750%1 755%; .... 750%1,

1175_ Perc~n!ofothe.rr~venLjE!sthatisinterstate 2~J 28%1 ... 28%1 2.8%) 2._~%I __ 28%1_

f 1i6'lGrowth ra1:eln other-taxes ------ 15%1·· -O~4%! ·"3%1 n1~' 13%1 .uu13%t- 1.3%1 1.3%1 - 1~3% 1.3%
177 IInterest expense as-percent of net plan! ~_ 2.6% ...jA%t. . 2i%!-25%·__ - 2.5% 25%12.5%1· 2.5% 2.5% 2.5%1
178 E;ffective FIT rate --_L- }1.8%i _ 33.1%1 33.3%1 33.3% 33.3% 33.3% 33.3% 33.3% 33.3% 33.3%1
179 LEC shar~~older equity as percent of net plant _~ 46.6%1: 45.7%\ 46.0%1 46.0% 46.0% 46.0% 46.0% 46.0% 46.0% 46.0%

_, +-t------+-.-..,.~~-- --- --- .
180 Growth in other IXC revenue --u--l--- ..' _ . ~ 3.0% .. 3.0% 3.0% .... 3.0% 3.0% 3.0% 3.0% 3.0%1
181 ercent of other IXC revenue that is interstate_ 800;;t~ ..... fl,Q% ..~r----- 80%r 80% 80% 80% 80% .80%
182 Growth in other CLEC revenue ; ~10.0% 9.5%1= 9.0% _~_ 8.1% ~ 7.4%
183 percent of other CLEC revenue that is interstate _+_'73°Al] 73% I _73% _~_. 73%---- 7~ _n __~•••.73'%.. ---J3% ... 73%
184 Growth rate In mob"eotherthan_cellular& PCS ---l-' 2.5%1 2.5%' 2.5%1 2.5%' 2.5% 2.5% 2.5%1 2.5%
185 Growth in cellular & PCS --l 33.5%1 41.6%1 34.0%] 30.62% 27.56% 24.81% 22.32% 20.09% 18.08% 16.27%
186 percent mobile!.cellular revenue that is interstate_-':" 7%) 7~L ?~ 7~ 7~ 7% 7% 7% .. 7°~o~ 7%

I 1

Option 1
Appendix
Page 1-8



iCCB/OGC Simulation 1996 1 1997 I 1998 1999 i 2000 ! 2001 2002

~_ 20361 DO
+-- i--------j

I I

-I

~,

r------

j

,~-
If!

1--~.-- - - --...----f------
Ii, I I

)... f+----~----+ ! _+__--
I. . __ . I ------l ~ If_---

-f t-=t=-~ I - =1-
--'------.----1-- -'--, , -.-+- i I

' ' I I
---+---- ----+--~

~

+-----------~---_.

-~:.------.-+-::--.-"1'.-
DO' i Option 2

_______. --i-- L_--: i-
30 IMODEL30WK3

D2FDbModei Sl'~cification[J

IAlevel Specifications
'B:level _ Snapshot results .-------"---'-----,---'--

IC:level Detailed results, consumer/producer welfare analysis .__ ",, , ..
ID:level Calc. of interstate access charge, revenue & expense buildups, input productivity
E:level - Residential demand simulation I '--,-------,--,

F:level Business demand simulation
~:Ievel ,., M,AQROS {use <alt>M to l;l!~ dOC;lJl11el'l!.~tion},. Sj)c:l\fi,ns Lande productivity

1Organizti0l1~readsheet

IRates: Traditional Access Charges !
11 Price Cap X Factor: __ .____n~_ - -;- , _

_IThe FCC price cap rules calculates growth (g) using loops and interstate access minutes,
!the following specification is 1! the model uses LEC retail customElr loops and minutes that
:are billed at traditional access rates. If the specification is 0, then the model uses total
! LEC~provided loops (included unbundled loops) and total interstate mil'lutl!!; that tlit

2' LEg sltVitches regardless of how they are billed,

t
r
1

3 Percent that LECs price below interstate c:<!E(Note that the 1996 interstate access price
reflects the fact that some LECs charge below cap Thus, a positive specification
repiElSents additional pricin.9.~elow thl!_ll1terstate cap .n - .---. ,

4! Price ofirltf!rstateJ:~~c_cess minutes $O,9~!O $0,0303 $0,0288r
L_ 5 !Percent decline in intrastate access ra!Ell;tr,elative to avg, inflation for three prie>.r year!;} ,
r 61 Price of intrastate access $0.0497! $0,0467 I $Oc044~J

000% 000% 000% 000% 000% 0.00%

$O,-~lL_ $0.0258 $0.0246 ~_~0:0236' $0.0226 i $0.0216 $0.0207

, _. --------;--- -----j--

15.25%.1 15.25%!-_ 15.25% 15.25%1 15.25%i ,15.25%
$0.0436 j $0.0381 i $0.0333 i $0.0291 $0.0255 I $0.0223 -l- $0.0195

, ~f CLECs pay traditional access charges for minutes :' +j ',-'------r-- 1 I
j originating or terminating on unbundled loops: _ 1_ l.----.-----------L--- I _~ 1 , ._. i _

71 %ofCCLtheCLECpaysonunbundledloopminutes ' I ' 0% 0%1 0% 0% __ 0% 0% 0%1
81 %e>.fnon-CCLportion ofaccessnotapplicableifCLEC provides local switchin? ! 65.21°£ 65.21%1 6~.21% 65.21%~65.21%_~5.21% 65.21%1

------+-
i

"T '--+----------+-
1Rates: Alternatives to Traditional Charges

(for unbundled elements prOVided to CLECs)-I . - .... _.. L 1
IPrice of unbundled loops and vertical services expressed as a markup
Iof curr~~.incremental c;ost (CIC) (DiNotl!: Sj)~cify CIC in the cost secticln. 0)
1[0 = 100% of cost; -50% = half; 100% = double; -100% = no charge1

91 One-time charge for unbundling or churning a l~opT _+1 -+
101 Monthly charae for residential loops I

Option 2

1 ,-------l- -----~'_
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0.0%'
0.0%

n~__ I

1 ------

--+- I



0%
0%
0%
0%

ICCB/OGC Simulation .....__._. 19!!U__ 199!~1__199? I 1996 1~_ _ 2000 __ 2001 I 2002
J!~mMonthly charge for business loops_ I :------.-1 .'. 0.0% 0.0% 0.0% 0.0%(
@_J.1e>.nthly charge for average amount of vertical service~_ . .!_.. .._.--1.-_ r-_ 00% 0.0% 0.0% 0.0%

, I . '. ,
ttcLE·Cs pay non-traditional access charges t;r-· __+-=_ . i ~--- -_I_. . -+ -.+--- t. +_ I
Iminutes originating or terminating on unbundled loops: \ ._ .l. .~i__": .. I ..1 .--+-_ --11--

:n~::~~~:~;:'~::;~:=~:i'~~;'(~~;.t -i _- i. _ -t-- • -1.---~- :-- --j I

1~~~gJ~Pify CIC in the cost section. D) --+-:---=--.~ -~-~F---! ~_n 0.0%1__ 0.0%t ~:r_o.O%1 0.0%

__~upplementalAccess Billing: Percent ofdifference between tra~itional an.cl_non ~raditional access rates b~lk billed on: I-----d _~--. n : _.. _. n' ..

14. ,.. _In.terstate.originating minutes no.t.. s.ubject to acces..s charges ~ .l __ ,__~.o.Vo _~ .~.% __~._._ _. ~O%_
1~_, In~erstate te~mina.ting minutes n.ot sU~ject to access charges . O~L_ 0% i O~ 0% I .. 0% __.. 0

;!n.tJ-astate onglnating minutes not sUbject to access charges _~ 0% I __ 0% 1 . 0% I _. 0% l

17' intrastate terminating minutesnot subject to access charges O~L 0% i _ O~____ O~~_ 0% i
,

-4.0%
$350
$3.50
$6.00

-4.0%1"
$3.50 '

~
$6.00

-40%' 4~-------_. ---_.----+-.

$3.50 '. $3.50
~-,~O' --.~

$600 $6.00

1~egotiatedir1terconnectionrate between C~IXC~expressedas a percentage __ --j-- 95%l..--95%t- 95%t ..~.. _=_ 95%1 9~ 95%(
()f differenc:~between LEC non-tradition~1 vs tradition~acceslS,c:!!arges (which is added tothe non-traditionalrate to getthe~_.n + __. --1 -------f

._~_~~_., --- 0 L_ 1 ! ----~L_,_ -i------ I ~ -1 i __
.Rates: Local service I _ 1_ , .. ~ .~ . i L . _L

191 Residential customer local service rate __ $13.22 1 $13.2~ I $13.66., . T +_--<-.

~lJsin~ssc:ustom~-~ver~gesenticerate $2910: $2T~Q~ $27.5§l .... j

21'Annual change in local rates (before inflation) -4.0%. -40%'
2?:lB~~dentiaisubscriberline c:harge(SLC) cap $3.50 $~.50 $3.50 $3.50 i $3.50.L_ .
23 SLC~~fo.r additi()n~.r:e~clential acc~!;~Jin..~s $3.50. $3.50 $3..:.5..9.._ $?50 $3~

t!4 Multi-line Business SLC cap $6.00 . $6.00 ..... $600 $600 $600
(Note single line buSiness loops - 10% of total business loops'- p~the-resident~ .--~ .---..,.
ch~~~_Also,sol11e SLCs, especially for multi-line business, are below caps. The
model gradually increases actual averages up to caps.

-- I

__.!o.r LEC customers, percent change in_ _.u~__~_ -I- ! --+-u I I

2~_ Residential local rates first year of CLECcompetition .._._. __. _ . ~.. 0.0%1. 0 0%1_ O.O%! 0 0%1 - ..- O.O%t . 0.0%
.261. BusinesslocalratesfirstyearuofCLECcompetition 1 ! ~ --+-_ .. 0%1 ... o.oo;.;r ._0.0% _ .. J>.:.QClAlI ._0.0%[ 0.0% . 0.0%

..JCLEC local rates as a percentage of LEC monthly rates including SLCs: I., I . ~___ --=f- -..-r-==.~ __
__ 27.1_ ResidEl..n.~_._____ _ __~i .~_ T 90%1= 90% 90%_ 90% _. 90% . , 90%... 90% .. 90%

28_ Business_ L._... I 90% _ 90% 90% .~O% ~o __ 90% 90% 90%
29jCLEC/LEC "total bill" customer discount (shown as positive) for residential additional lines ! $2.00 $2.04 $~$~ $2.16. $2.21 : $2.25
--r-'~--- ----'.--, ..--- ·------·-·---------~_·_---~=~2-.-... -- _... !_~_ _~~~---. -'---- ,----- -----: ~~____ I r--

I

---t------- "-

it I

-L----..~----,-,-"

+------ i --------+
"~i-----'-

$0.1960 I
$0.1594 I

$0.1976
$0.1607

-f-;: ------.. -- ...._.- .--~--- i .-j--------,
I Rates: Toll ...__ J--.__-+-__---L
IAverage price per toll minute - all switched sElrvices including ~ .-L--~-..
i 800, 900, operator service, calling card, etc. I . .

; Residential average toll rates----·
. 3Q.~_ Interstate (including international)
31: InterLATA intrastate
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1997 I 1998 I _1999+-

10.00%1 10.00% 1o.~ 10~000Io~n 10M%c--- 10.00% 10.00% '10.00%1
': 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% -'10.00% 10.00%

: 10.00% 10.00% 10.00% 10.00% 10.00% 10.00%- 10.00%10.00%
10.00% 10.00% 10.00% 10.00% 10.00% 10.00% - '10.00% 10.00%1
.~-~----

29.99 J 2001 I 2002
I
,
-I-------- -----i---

_~ ..,_."...__,__-J....-
I

+--
_l____~___+_---

- .- _. I --=-=-=-=-T 90.00%1
- - _.. __ i - --- 90.00%1 90.00%

_L

_421 . Residential intrastate
I-----fu- Business interstate

44L Business intrastate

IGGB/OGG Simulation ...L 19931 1~~4j 1~~__ _ 1996 I
321 IntraL.A.IA________ _~$0.1~ $0.1243 I... + ; _

1 Business average toUr_atE!!i : .._ L. ~._ .~ ~__L__ ___ --i-_

t3 Interstate (including intemational) $0.1746 ~ $0.1722L_ i I

34 InterLATAintrastate $0.1198 i $0.11811 '
I 35, IntraLATA - $0.1258 i $0.1'J.d"l I

3€)JI2S..~"whQlesale" price break to LEGs for toll minutes that LEGs resell _ ,90.UUU/o l_n_~U,UUUfo I ~u.UU"Io: ~U.UU"Io i ~U.UUU/o

I-.~ ---- -- -- ,1 L I I ; __ I ,

Flow throu h of traditional access charge changes (in per minute toll rates): _~ i: _
37 Residential interstate _n_.___ I I 100.00%1 100.00%1 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
38 Residential intrastate I ' 100.00%1 100.00%1 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

r~..' 3..9 i. Business interstate '__.. ._. __:=~----.--. c 190.00% 1_ 1.00..00% 1__ 10.0..0...oo.~.. 1-. 100.00% 100.00% 100.00% 100.00% 100.00%
r 40.l_~usineS!i.in.!r~l>tate _~._ 100.00%119.9_~ 100.00% 100--,~ _ 100.00% 100.00% 100.00% 100.00%

t ~CiECfiOw-through(in per minute!()11 r~!~sl-"ftt}Elcjjff~c;~~~~_E!~!~Clcjjti_ol1~n __ ~__ ~ ~ ~__
Iand altemative access charges;:

411 Residential interstate

------

--
-1000%

_._---+------..~,_ ..._------
-6 00% I -6 00%_..._--+. ---

10.00% , 10.00%

-25.0%

··19~~.

-----+--
-600%'----+

-600%:- -- -- +

10.00% I 10.00% I
, 1

-1000% -1000%,
_ J. -+

-,--- ---T'---------r- I

0.00%
." -----+-----

O.QQo~"

-600%
_._-~-+-

~

0Q~

-600%

---~-n---'D.O%f -1O.0o/~; -15.00;.;:-- _-20~001of

. ().OO%i_

-600%1
-0021

o~

0.05 i

___Q,ooo~f~
~

0.()0[0l

·33%

STD
CLEG/LEG "total bill" business customers
--~_._-- ------_._--_.~ ..__.._....._...... _-_.-

STD
All customers first year of LEG entry into interLATA

"Anl1ualc~Cl~ in non-access component of toll rates
45. before inflation
46 STD

,Added price cuts to non-access portion of toll charg~s for
47 GLEG/LEG "total bill" residential customers._- -"'--~'-------"'-'--------'---"._--------_ .."_._-- -- - -,~

48
§
50:
51 ;I

f

~
IPrice Elasticities 1

_52TouserVic~ elaSticity based on current period r~te change_____I...-;-+____ -0.40 +- -~----t--- - I -=+__~__=_:_-
.. 53 Toll servi~...-..e.. 'a'OC'Y based on '~'em ono-ye~p"onam ohange !..... 1. -------l...,. -0,25 f- I" '.. ': _ ... ---L~------J

54 Te>lLservic:e elasticity based on current two-year prior rate change _J.._______ I __-----Ln__~ i _ I

_ 55 Residential local service elasticity (basecJ.CJ.ntotal bill) I: ' -0.008 , __ u _ _ __ 1 ~ ._ ._~'__ 1
[ 5_6 Residenti,!,-additionalline elasticity (basedon local rate) + -010 I ---r--- __ _ -+- ~__

[ 57 Business local service elasticity (based on I()cal rate) 1: ~'__ _ _-QJQ.l .___ __.__"_.__ ___

$0.00
$0.741

$0.0000

Surcharges
58' Universal service fundin ($billions)
59 Flat amount per customer line
60 IPer interstate traditional access minute

+ -1-

.-----_.. -.---------1------- -+--
$0.683 . $0.685
~-----...--.-

+- I
_~~ni- " -c__ I

$0.698 . ------,,$:.::.0,-,-7--,--,19=--+--1 $_0_.7_41_~_ _$0_.7_41; $0.741. $0.741: _$_0_.74_1
$0.00 • $0.00 ! $0.00 1 $0.00 ! $0.00

$0.0000 1 $0.0000 I $0.0000 i-· $0.0000 1- $0.0000
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'--

100%

41.0%
22.6%

----

-

0_0%
0.0%
46%

0.0%-----

r --

T
-----r------

100%

---t---~-".

Qilfu 0.0%1 9.. 0%i
0.0%' 00%' 00%,
~ -l _~_ ---..j..

21%: 30%: 38%i
-~ .~ ----------+----

,.., 001 ' 0 001 , ("I 001 ,
u_ /01' '01 v~

, !
_---'_~-n .- 1 ..--

45..:..2%i m 45.6%1 46.1%1 46.6%1

~

9.:9~OL
0.0%:
12%1

0.0%: .
---\

44.7%144:3%1"

00%1
0.0%1

__ 2%1 _
0.0%1------r

------+

0%1
----l-

43.9%:

0%1 _

--+

- 7$()fbusiness o!iginatinJLminutes via special access 43~ 43~~1

~. ... -.-.. ----------..--~- ! _L__---L _ -------L ...._--+---- -+--- -,-- I ----_----+ IXC share of LEC residual customer IntraLATA toll:_ -~-i- ' ~__ n_~._ ..' ._ ---+ . + ._-+--_.

~·;~I~~:;~:::aln-=-==-__ ----- --r- -~~b~~1~.. t~~F-t~~~ ~ f~t ~--~ .~._~
___ n --~-- ----- I -r-----__+___ -+- --+-----t I

-1--- -~- ----+---- t -t-----L--l
I-- I ---- -------.-..-- .--..l- __.-L __ ; .-- l-~- I

___02F% of all lOOPS. that become ~EC."total bill" cus!ome,rs C7FC._(Note: I~UN w~lra.n.ge ValliE!. all of the per.c..entages.) --..---1-- ...J-~. .
79 Residential_____ I . .~__: _ QJ!Q.l __o.OOL _10-0o/i---1~~_ 27.1%( __ 34.4%

80 Busine.. ss.. __.-.__ I • ... -=r 0.0_0 L __.... 0.0
0.4.1= _5... 0%1... 9.8%1 14.3%1. 18.5%~

81: .____ STD1 - avg. percent difference I .-J-. ! ~ . . ! __ _ • _ • I _
f- 821 __~__ __._._STD2 - year over yearchangesI . : _~: .~ n_~__ ! d-- I · u I

83 Percent of LEC originated Interstate that terminates "In region" 30% i __ }~_ 3~ ..._ 30% 1 30%'1 30%: 30%! 30% I _ 30%
84 ,Percent of LEC originated Intrastate that terminates "in ,regiOn'~_-+_~~-- 90% I 90% m 90% I . 90% ; 90% I 9O%t 90% I __ 90%

1 . .! I I r-

CCB/OGC Simulation .__ _ --+----_19~~__ 1994 i d 1995 I 1996_~ 1997 1 1998 1999 2000 I 2001' 2002
611per intrastate traditional access minute j ~_~__ _-+-__~u-+ $0.0000 i $0.0000 $0_0000 $0.0000 $0_0000 $0.0000
62 Percenta e of all TRS reportable end-user revenue! 1 r----- _+-__ 1 0.0% 0.0% 0_0% 0.0% 0_0%_ 0.0%
63 Percenta e of all TRS re ortable interstate end-user revenue .-1.- ----1 I 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
64 Per minute oftoll service (interLATA and intraLATA) .. I +-- I 1$0.0000 $0.0000 $0_0000 $0.0000 $0_0000 $0.0000
65 Perminuteofinterstatetollservice___ ~___._i ._ +______ L_~O.OOOO $0.0000 $0.0000 $0.0000 $0.0000$0.0000

~~6!~:E;r::~a-~-~Jt~~~~:~~~~J~~~e~~l-e-n~e~et--a-ma:J~-L-°E-~-OSlu:~~~tsa~;L=1~r--J----_--=-~~--=-.•~
1markets_ .This is called "cream skimming." The model has 7 categories of residential customers and 3 categories of business customers stratified ----T

. iby toll usage.. The model assume~ that the highest volume toll customers are the most profitable. __ The user uses the skewing factor to specify how '
Isuccessful competitors will be at cream skimming. To see ho~ this factor works,. specify a growing percentage of residential CLEC or LEC "tot~1 bill"
~Ioops, vary th~skew, alld then obsel".'~the rT)odeled distribution of 'eroflrietary' cust()mers by_toll usage category. (approx.I!l1es 77-84 in the E: ' -----t--

'level) ,
~ ~----_._._....------.."--- .------.. - _·------i--·- ----t- ....------ t -~ -.---+----- i ----or i----·---- ---·l··_-~------t

, .--...-. . i 1 .. 1 I I Iii
6] r% of CLEc;traffic at alt~rnative a~~h..arges vs..!'"~~itional acce~ charges ;_--+ _1UO"lo! 1UU"Io I lOU"Io I 1UU"Io I .._1UU"Io I

f---j 02FoAl-ofaliloops pro~ided. by C._LECs _ LJ7FC_(Not.e: lRUNwWlra~ge value all of the perp_en,tages.)-~ . --1_ .... ---l--.. =--t=...-- -- --+i----+--------=---=--=-~'
~ ~ Residential _ : . ~ --.1- __ 0.0%1 2.0% __ 10.0%1_..1?-6%1 _ 24.8%1 _~1.7% 38.2%

69.i Busine~~__ r 0Q~_ 30%1 1~%l2~.~0~ ~7.2%1 47.5% 57.3%
~ 70, S.IQ1 f0l'~er~ent difference all years, _ 02~L '
I "'1.c.. STD2 for year-over-year changes I 0.25j
r 721 % CLEC loops served by CLEC switchr 731% CLEC loops proVIded with CLEC's own facilities

74!Likelihood of terminating with affiliate .~ CLECOriginatesa call
75-1.% o! terminatil19. toll that IXCs "rer()ut~, to LE.C thru CLEC
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2.2%
740

2.7%

200220011999 i 2000 !
-----+---- . ~--+1~97 i 1998..L

i

~5%L
!

2.-6-%j

759 '_

1995 ! 1996

i !
25~-.O::-CO:-:"OAc-t

o
--.----~-t--t--~------r---- , +-'

25 0% '-r- t .. 1 -+- . ,-
t' ~..._--_._-------.4---------~------ ..-- ~ ._---------r--- ---t

i -2.00% _ ' L _-+__1 i
10.00% I ' I------r ! --:.. 1 r- .t ;

~+--- I .-----r-~~- nt i t- ! -l
i ·····I---r- -+ ~ I

-~==-2.8ClIo: _.~=. 2,70101 2.7%jnu- 2.7%1 2J%f

t8%t 2-:0%1'--- -~=J2%1 2.2%1 .._..-~
710 7_4_0-,- __ 7..:.40, 7~_ 740_.~ .._.---,-7_4,--0--+1

~
4.1%:
7.97

2:i~~

1994

29%1
7.22

2.70AlT

1993 ilCCB/OG_~ Simlliation_.

rKeYcost Specifications
89 IInflation in the economy(chain-type GDP price index)
9QT-- ..-- ___-unum. SToL

91 IGrowth in real GDP
92 iM.EClcJy'S Aaa Corporate bond yield

85 Churn: %'totaLbill' & unbundled CLEC loops that churn in 1996
86 STD initial churn rate I
87 Year-over-year change in churn rate through 2002
-~ Churn rate for 2002 through 201 0 -t----

: I----:- ---- - ------------~--_r_------

~~~;~~~ reserve per dollar ofdepr.expense--tO:4s.&~rn 0.4480~~ffi=n '=Oo~~~t.. °o~~~l~--
95 One-time write-ofts of gross plant ($billions, shown positi,vEl) ....! ____-.---i_ ~__ _$0 1_

96 Change in deferred taxes and otherprepaid expenses I _ ... .1.59" ~0.4% 1 .---L . '
9L.._ Amortization of deferred taxes and other prepaid expenses ... _.:... .;._ -8.0% 1 -8.0%
98 i Percent of tax at statutory rate that will be deferred 50%! 50%
t-'---·_--~-----_· ..---..-- ..------~---".- ..~.- ..-.--- ... -... -- 1 ----+-

_~___-----L__ . __--;---- I~-·

~-- o.~ 0,073 ~.. 0.0731 0.0731' .. 0.073
..~ 0.45 0.45 0.45 0.45 0.45

$0 I -- - $0 1_~9+-- $0 i ===_$0

-- -8.0%~-- ~8.0%t . _-8.0%[- -8.gffi-~-~~.O%
50%L -- .. 50% I __5_0%J_ 50%I_~ 50% I _ _20%

--+-----1-- I

I Note: The mOdeicaICuiatesthe traditional LECosROR on rate base. Themo~tebase is calculated as gross plant minus~ccumulated~
I -depreciation less cost-free capital For 1994, LECs reported about $50 billion of otherliabilities and deferredcredits in USOA 4300 level ac~ounts.r- )heseJn~lLlde,forexample; over $20 billion in federal taxes Whic-hwere included inLEe revenue requirements butWhichl1!1~ not been paidas ofju

I ,December 31 ,1~~'L Regulators traditi~l1allytreat these amounts as costfreE! capital. The totals in the 4300 accounts grew rapidly through 1994 but
may become relatively stable starting in 1995 because of tax law changes. Setting the two preceeding specifications at -8% and 50% produces a

(.

_. .r.e.. latiVeIY Sta.~tCl!.~. in..the ba", case Seethe e><pense ,e"on(ap~,,,, ",e2601 In the C, level. . ._~--- ---.

_~KeyCost Specificati.Cl.ns - co
__ _ :Expense

'Current incremental cost - modelled as cost perchange in physical units:
-~r Added monthly cost for providing an additional loop 1 ......_i__ J $j§~!.Q.-C- iROR & del'reciation component
100 I (Less included ROR & depreciation) i .. I $7.55 1_ . _ I .
_~* Added switching cost for additional access minute i $0.0045 I $0.0045 $0.004rt $0.0042' $0.0037 I $0.0036 I
10?1 (Less included ROR & depreciation)._L $0.002~J~.Q.:.0.Q?3 i $0.0022 i $0.0021,_ $O.OO~ $0.0018

-t'---- Assumed percent difference between CICs specified '----. ---+_... i.. . .. _ __
103 • . a!>..CJ."~_l!.~_tI1e actual CICs for loops and ac:~~inutes . • 10% I -~ 1~ ~ 10% .. 1~__ _10%

jQ-.41.- Ad.dElci!nonthly cost to provide billing/customer servi~e L '$4.00. 1 .. $4.00 !.=- __ 14,00 I. . $4.00 I. $4.~~ .. $4.00 $"4.00"'I·--$4·0or-=~-~4 ..00_ ! _(Note: Cost is per loop. Half the amount ~f>ecified is removed from expens.e if LEC customer loops decrease.) i -L- I~-

105IAddedLECexpenseofaddin9..orchurninganunbundIEl~loo'p(includingown)j 1 ~. $50.091 $48.851 $47.73 $46.631 $45.561 $44.51
106f Added CLECexpense of adding or churning an unbundled loop (incl. marketing)-I . $75.00· $73,28' $71.59 $69.94' $68.33 $66.76

I-~~~.----~ . . I-T.. .. L---===--.L--- +-. i j J- ---+--
iTo orovide residential toll oer minute (less ROR & deoreciation): 1
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._~- I . ._-_. .__ . , ._-- I I 2000 1 2001 I 2002
-- -- -- I -- -- I -- _. -- - u $0.0611 I $0.0597 1$0.0583

~o.@il $0.0330 t ~22

I- - $0.0383 $0.0374 $0.0366
~0.0283 $0.0276 $0.0270

-

I- !CCB/OGC Simulation: __. u_ 199~.l 1994 I 1QQ<; I 1aa~ : 1aa7 1 1aaR I . 1aaa

~ Interstate toll Including International settlements L $0.0600 1 :l)u.uoru I :l)U.UO::>::>! :l)U.u04U I :l)U.UOL::> i

.1~1 Intrastate toll . . I $0.0300) $0.0370+- $0.0362 I $0.0354 i $0.0345 \ ~
. __ To provide business toll per minute (less ROR & depreciation): -l_. I ! I

~••.' 1..00991~lnterstate toll inclUding international settlemen~ .... _.-t.i..... _ _~.' $0.0500' $0.0411! $0.U401 $U.0392
11Q[:Intrastate toll ..__ i : $0.0200 i .. $0.0303 L $0.029~ _ $0.0289 I ~

--jAdded operating expensethat are modeled as percent~ges ofaddeid revenue: I·-+--- I -------l ------- f------

1111 LEC Vertical services' --J--J 1-=:-·-30.00% 30.00% 30.00% 30.00% 30.00% 30.00% 30.00%
.S LEC Special Access Services -L-- c- _~..... _ 64% 64% 64% 64% 64% 64% 64% 64%

~_ 1131 __ Privat~Jineservic;es .._ . :____ 64% 64% 64% __6_4% 64%[=--64%1 _ 64% 64%
~N Other and misc. LECservices (billing & collection, etc) 40.~~ 4000%1_ 40.00%1 40.00% _40.00% _ 40.~ 40.00% _~.OO%

I 1151 Other IXC/CLEC revenue (other than switched toll) 70% I 70% 70%! 70%! 70%, 70% 70% 70%
-~----,----_. _ _--------_.' ._._------_._. --_.- -----+- +-- ~-..- -...........-+- ._-'-~,. . , .. ---- -

E ense kickers: ',.
-----,.,-- ----_ -~---- ----____ --~ ~ _' ----- -1------ - ----t----------..------.-+---..------ ----

116 Percentage of loops that.are unbundled above which full additional expenses occur. __ 0°t4- ~_ a.~. 11 % ; 15%I. .18%I 21 %
.... ;Total added LEC marke~n.9~)(flense_\Vherl!Jl1l:>undled loops exceeds threshold:r~ -~ -----t ----- --t----- '-- I 1--

1171 Res!dential ~~iIIions) _.________ ,.._ . $0.0 I ~. $0.3 I $0.3 I $0.3 ~ $0.3 . $0.3 i $0.3
1-1181 BUSiness (bllhons)______ I . r $0.0 . $0:0-+ $0.3~- $0.3 '_ $Q4 ~. ~ ... $0.3

..Total adde~ LEC marketing, eXJlense if LEC ~hare ()f"totalbill" customer loops exceeds thres~old: ...---t----~ ---'-tt____..L__ .. I __
119! Residential (billions) $O.O! $0.0 . $0.3 . $0.3 r $0.3 : $0.3! $0.3! $0.3
---------t- --~-- -~!~ ,--r-- --I ----: -- -.~.-- -..-----~

120: ~~~ne!>~(bil~ons) $0.0 $0.0 . $0.3 , $o.::3_~ $0.3_+ $Qlj. $0.31 $0.3

~,-~~ .. -~_.- -- ----

----t- --------

------t -._----~

$00 $0.0 $03 $03 $.Q:~. $0.3 $0.3 $0.3

$00..... .$00 .. $03+ $03 $0.3 $0.3 $0.3 $0.3

--
5.0~

--
5.0% 5.0%: 50%, 5.0%, 5.0%, 5.0%, 5.0%----- -=-+- -------_..._....,...._-- ---r--" --~T

1---

-3.0~~r~00%1 ~~:OO% i- __---=-3:00% I -iO~u--'~3:oD%r----=3.00%
0.01. . ,

-~._ ~§00%1 __ -6:-00%1 __ -6.00%1 - -~ -6.00%1 -6.00% -6.00%

:-~- i -- O.~--~O.ot 0.0"- 0.0% 0.0% 0.0% -0-.0-%-
1% I __QO% 0.0% 0.0% Q~_ 0.0% 0.0% 0.0%

, 1 !
--- 01 . __~-5.000/~! _ ~5~OOCl!Or --=-S.OOClk! -5.00%1 -5.00%\ -~5.06'%i -5.00%

0.01· , : ! I '

-5,00o~F-= -50~~~ __- -5.0'--~5~~0%1-_··_~5.00%' -5.~ -~ _ -5.00%

-3.00% i ---3.00%L~_~3.OQ%f __3.06%1-----=3.00% -3.00% 1~3.00olo1t--1-_-.--3-.00%

-n'.--.- -~----r---'-

Rates of change in costs:
_1241 .. ,A,nrJllal change},CICfor loops (before inflation)
125' STDI
126 ~---,;:;::;nt.lalChange in CIC toraCCessminutes (bef~~ation)

I Decrease toCIC for ac~ess minutes for the first year
... 1271 that competition exceeds % of loops specified on line 116__..L.

128. [shown for appropriate years] ~ I

I- ---I- ----. .____~--- -- _
1291 Annual change in CICs for toll minutes (before inflation) I

\

·130j--.--'-'---. .. STDI---·,-

_. 131_._ A.. nnualchange in embed.. ded_costt>etore inflation (LEC,IXC & CLE.g)---
1321 STDI 1

--133! ..:';nnucli c~n..geiD addedgost of billinQICOiieCfu)I, per;;-ewlil1e-:- ~-
!

t
·--~·----- --- ..---.

Investment--_. _ .... -- --_._--- ~----

1Additions to .

--
Total added IXC marketing eXfl~n..!i.E! If LEC ~hare of tot~l~ill loops exceeds threst,1()ld

! I~LResidential (billions)
I 122 Business (billions)
t
l
.--+.:.,Mrotimum perc~ntbywhichLEC reduces embedded c.osts In year ifJ.>rior

1231 year RQR on rate base ~~ below 7.5% in e.rior year 1 '
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