
dollars) of tot1l sha:red and common costs and thcl1 to allocau the pool of ~ts to the various

DetWOrk elements. Ameritech Michigan's ratioD:lJe is that shared costS do Dor exhibit mucb

sensitivity to demand and do Dot vary at all in proportion to volUIIlHensitive costs. Ameri!ech

Michigan adds that common cosu do Dot vary at all with the level of output dcmanderl. In any

low to ~Ver its shared and common costs-. - .

Mel and AT&oT applied the fixed all«.ator: Because shared and ccnmion COSts enable service

to be provided throughout the-local exchange sc%Vice territories of A.meri.ucll's five--state region,

the costs must ~ all0C3ted over AInerilech's operations for the entire region. !he d~omi.nator

of the allocator expresses the cumulative total e:lemenr long run incr-emental costs of providing

unbundled D.et\lr'ork elements in all of Ameriteeh's operating areas (and is known as the

"extended TELRlC"). Accor~ to Am~tech Michigan. the JUly 14, 1991 order altered so~

of the cost inputs used to co=npute the extended TELRlC, tht.n:by requiring a corresponding

adjustment to the denominaIor of the allocator. which MCI and AT&T ignored. Applying the

adjustment. Amei"itech Michigan computes an increase in the a110C3!0l of about 9lh percentage

points, assuming that the other cost inputs in the July 14, 1997 order remain UDChanged. At!.

cf Ruth Acn Cartee, filed Oct. 20. 1997. at pan. 29 (confidemial version).

AT&T and MCl, collectively, (AT&TIMO) say that Amerit.ech MichigaD's proposal for

allocating shared aDd common costs is excessi....e. AT&TIMCI argue that although dle accuracy

and reliability of 1997 Ameritec.h preliminary budg~ data are doubtful, the more fundamental

flaw is the methodology, which relies upon embedded COSts~ of forward-lookIDg ~t

P~e9
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projections, fails to aCCMm'l'!odate expected future growth in demm:i, falls to COt1SU1er whether

the COSts reflect an efficiem operation. aDd a.lloc<u.cs a dispropomooate share of the costs to

regulated services. AT&:T1MCI say that only Olle part of the budget. repre:seuting Ameritech

Information IDdustty Servi~ (AllS), acnW1y irlCfe3St.d and the others declined. According to

AT&.T!Met. the ADS budget iDaease makes all. unrealistic assumption. which is that AllS is a

AT&TIMCI ccmend WI a fixed pereeDttge:. allocaror for shared and common costs is

neces.sary to ensure that the allocations do DOt become unduly sens.itive to changes in the

forecast of demand for the units of outpUt to be provided. They suggest that Ameritech

Michigan•s de:nwx1 forecastS art arbitrary and unreliable.

AcxordiDg to AT&.T1MCI. A.merirecb Miclligan's proposed. adjustment to the extended

TELRlC in computing a med allocator is inappropriate bceause it ignores the countervailing

effects of the price elasticity of demand. In otller words. AT&TIMCI explain, if the extended

TELRlC declines. the price of the unbundled Iletwork elemCIItS would also decline, tbaeby

s:imulating more de~d for me elements. AT&TIMCI claim that the additional revenues

resulting from the ina'eased dema.t:d will offset the revenue shortfall from the price reduction.

Although they C2ImOt compu1C the precise effcas of price elasticity. given that Ameri.ech

Michigan did not provide them with StUdies analyzing the price/demand relationship,

AT&1IMC! suggest that it is fair to infer a one-to-(ltlC invene correlation.. thereby avoiding any

adjUStment {or changes in ~e extended TELRIC.

The Attorney General does Dot object to 1he shared aDd common cost allOCaIor adopted in

the July 14, 1997 order. Howev!1'. he does claim that ev~ lowCT.allocations might be
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- -
appropriate to ensure that a disproportiolWC slw't! of the CO$U are DOt being shifted to elements

w.t are necessary for eompe<ition. As an alternative. he suggestS that the Commission revise

the allocator downward to 101 as a conserVative estimate of shared and~on costs.

The Staff agrees with AT&TIMCI that Amelittcb Michigan's reliaDc.e on updated budgets

aDd expenditureS Cor 1997 proves !1othing. The Staff further com=x1s that it is inapptoptiate for

Ameriteeh MiChipn to allocate 'a dispropotti.omte amount of the shared and commoJ1 COstS to

ret.ail services. The Staff adds Wt nothing done: in this cue should be understood as eonfeni:ng

approval for Ameriucb Michigan's tecet1t retail study of slWed and c:Cmmon costs, which is

curreutly at issue in Case No. U·11573 (relatin{; to federafunivma.l semte support).

The Staff does agree in principle with AmeIi~h Michigan's view tlut its extended TELRlC

must be adjusted for changes in the cost inputs 'used in the TSLRIC studies. as approved in the

JUly 14, 1991 order.

In responding to AT&GtIMCI's comments regarding the pri~ eLasticity of demand.

Ame:ritech Michigan says that there i3 DO acett:,tee! teeh.n.iqu.e {or estimatiDg elasticity in a new

market for which no prior sales data exist. ADJe.ritecb Michigan also contends that

AT&TIMCI's assumption that thete is a one-Ul-one relationship between price aDd demand is

arbitrarY and lacks any basis in economic theory.

The Commission finds that the affidavitS and comments submitted duriog rehe:aring do Dot

provide a basis for altering the determinations regazding shazed aDd common costs in the

July 14. 1997 order.....lthough Amerit~ Michigan disagrees With the Carcmissioo's decision

to adopt AT&.TIMCI witneSs Brad Behounek's approadl, it does Dot offer .my Dew or CODVUlC-

ing information to persuade the Commission '!.hat Mr. Bebounex's approach was DOt the most
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suitable of those supported on me record. Ameriteeb Miehigan's revised budget data for 1997

simply update the prelimlDar)' d3t3 it~ in its initial preseDntioD. It proves lime more th3n

wt some of the budgeted itemS may have been tOO low~ o~n too high.

However, the CoIIDD.ission does accept Am~riteeh Michigan's adjusttnem related. to the

extended TaRle, which the Staff also suppor1t:d. Changes in cost inputs required both by this

order and the July l~~ 1997 order would ~s;lI'i1y affect mee~ TELRIC and should be

reflected iD the denominaTOr oCme shared and Cl)mmoD teSt aIlOC2!Or. AT&TIMCI's reliance

on the price elasticity of demand as a basis for i:gDOring me adjUStIDe'Jt is not persuasive. Their

attempt to estimate tbe relationship between price and demand is speculative.

In a separate order issued tod2y in Case No. U-11573, the Commission requires Ameritetb

Michigan to file a r~ised farward-looldng economic cost study for use in determining federal

wUvet'sal service support. Unlike the srodies approved in Case No. U-11280, the revised COSt

srody that Ameritecb Michigan will file will be based 0't1 its proposed retail shared and common

COSt study, which will become direal)' at issue in the universal support cost stUdy docket.

Nothing in chis order addressing the reheari.og issues ill Case No. t]·11280 should be interpreted

as approving either the proposed ret:lil shared and common cost stUdy or otber proposals in the

universal support cost study case.

Unbundled Local Switching

Ameriteeh Michigan's commeutS in support of ad1itional charges for the vercic.al features of

the local switch do not meet the sWldard for r~earin.g. but instead they reiterate tI:1e same

arguments that the Commission previously fotlIld unpersuasive. In making these arguments.

Ameritech Michigan relies on the same worq,apers that~ Commissico previously rejected as
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i.c&d~uate ~ well as some excetpted pages of its rost model documentation. 1"l8 showing dnes

not demonstrate mat there are COSts associated v.ith tht verti.ca.l fwures that are in additiOD to

those inCUJ'Ted to use the basic switching functiOCI (aDd recovered tUough the charges for

Wlbun.dled local switchi:Dg).

CQJl1J1W11 Trwport
• . '.. ••• .'.. ';.o,~'. -' •• •

In the 1uly 14, 1997 order. the Commissioa ma;OOared thaI Ameriteeh Michigan provide

common transpOn or unbundJed access to the same public switched netWork that Amaitech

Michigu lJSe$ to serve its reW.l customers. In l;eWng rehearing on this i.s:s'ue, Amcriteeb

Michigan nw1e refere-oce to the FCC's subsequent issuance of tbt Third Order on Reconsideta-

tion and Funber Notice of Proposed RulemaJdng. Implementation of the Local Competition

Provisions in ~e Telecommunications Act of 19%. fCC 97-295 (Aug. 18, 1997). Although

Ameritech Michigan viewed the FCC order as unlawful. it conctrled that the terms of~ order

would alter its obligations to provide unbundled transport. ii they survived subsequent legal

challenges.

After the Commission's order granting rehearing. the united SEates Court of Appeals for the

Eighth Circuit issued an order 011 Qaober 14. 1997, in which it amended a portion of its

opinion in Iowa Utilities Bd v~ 120 F3d 753 (CA 8,1997), cert.gtd _US_0998}.1 As a

eonsequc::nce of the court's amended decision, AmmteCh Michigan now comends thai it is under

no obligation to provide common transport a.ad proposes to remove all references to common

transport from iu tari~. Ameri~hMic.higall reiterates its e3!lie:r propoW to offer inter-offict

lThe courfs initial ruling in Iowa UtiliP-Si upheld i.D pan an4 vacated in part the rules
promulgated by the FCC in its First Report and Order. Imp1cmentlOOD of the Local
Competition Provisions in the TelecommuniC2rioDS Act of 1996. 11 F.e.C.R. 13042 (1996).
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transmission faA.'ilities on a dedicated basis, either to single providers or to two or more

providers on a shared basis.

The Eighth Circuit's decision, as amen<!ed, 'vacated 47 C.F.R. § 51 .31S(b), wbXh providt:s:

-Except upon request, an incumbent LECC2J shall noc separate requested netWork elemenrs tbal

the incumbent LEe currently combines.· In re:lChing this result, the c:oo.n reasoned:

sectiOtl251{c)(3)1JJ require$ a:tl want)c21 LEC to provide access to the elementS
of iu netWork only CD an unbtmdled (as opposed to a combined) basis. Staled
another way, § 251(c)(3) does DOt ~it a i)CW entrW to purchase the incum
bent LEC's assembled platlonn(s} of combined nt:rWork cJemenu (or:ury lesser
existing combination of two or more eklnems) in order to offer competitive
tel~mmunic:ationsservices. To permi.t such an acquisition of already combined
elements at cost based raIe5 for unbund.1ed ac.c.ess would oblittrate the careful .
disti.octioas CODgreSS has drawn in ~;ectioDS 251(c)(3) zOO (4)(~) between
access to unbundled netWork elements I)n the one !wx1 and the purtbase at
wholesale rates of an iDcumbe.n1·s telecommunications retail services for resale
00 the other. Accordingly, the Commission's rule, 47 C.F.R. § S1.315{b) ... is
contrary to § 25l(c)(3) b~use the rule would permit the De'*' entrant access to

the W::umbent LEe's network elemenLS on a bundled rathtT tlu.n an unbundled
basis.

Slip op. at 2.

Amer1teth Michigu interprets the Eighth Circuit's decision as invalidating a.cy obligation to

provide common transport. A.meriteeh Michigan chano:erizes cornman tranSport as the

undifferentiated use of its ~tire Qet"Nork ~ODJ the end-USt customer's switcb line port to the

called party's end office line port. ~ such, Ameritech Michigan coatt:ndJ, an .:lbli~..tion to

offer common tranSpOrt would impermissibl)' compel the incumbcn1 to provide pre--&SSemhled

1A LEe is a local exelw1ge curier.

)47 USC 231(c)().

-47 USC 251(c)(4) , which requires ir.eurobeat LEes to offer for resale at wholesale
rates services that they provide aD a retail bJsis.
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II

combinations of varioDJ ~lemems, including unbmld1ed local switching, im:T-.offlce tnDsmjuioD

facilities, and unbundled ta'Ddcm s9r'iu:hi.ng. Ameritecb Michigan cites the FCC's swem:nts in

its Third Order on Reconsideration, paras. 42,47 & D.127, whidl a.cknowledge that common

tranSPOrt cannot be effectively d.isa.ssociated from 1~ swit:eh.ing and that a competing carrier

could not. as a pracrica1 matter, purcJwc common rr.msport without also purclwing local

switching from the~.'

Ameriteeb Mich.igan funher contends tlw even if common t:r2nSpOn cooJd be vj~.led as

distinct from local and tandem switching. it woul\~ still entail an~le Combination of

necwork elemems. ACC01"di.Dg to Ameriteeb Michigan. each of the iDIer-oftice transtaission links

connecting two end offi~, two tandem switches. or an eDd office and a tandem switch. is itself

a distinct element. Ameriteeh Michigan reasons that a service providing for the transmission of

signals over its eDtire network of inter-office transmission facilities would impermissibly

combine those elementS, connary to the Eighth Circuit's bolding.

Ameritecb Michigan also argues that the Commission c.amtD( require common transport to

be offered pursuaDI to its authority under the Michigan Telecommunicltions Act,

MeL 484.2101 et seq.: MSA 22.14Q9(lOl) et S:~ .• because the Eighth Circuit's ruling

pr~tS state law in this respect. Ameritech MichigaJl draws this conclusion from the Eighth

Circuit's observation that mandating cOl11biDaticl!lS of eJemeDts ·would obliterate the careful

distinctions Congress has dnwn ... between a,;.cess to unbundled netWork elemen" on the one

band and the purchase at wholesaJe rates of an mcumbe:nt's telecommunications retail setvices

for resale ~ the other. - Order amending Iowa Vtilities, slip op. at 2. Ametiteeh Michigan

'The FCC actually refers to "~hared traIlSpon.• but, in ~ing"so, it maUs reference to
a concept that is synonymous, or virroalIy so, with common tI"an.SpOrt.
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argues tb.a.t a swe.impo* obligation to provide I:Om,moo tranSpOn and other pre-l.uembled

combUwiollS of elements would be subject to pr~emption because, if o<herwise left to stand, it

would erect obstaCles to tbe puIpose.s and policie~; of the r~eral Telecommunications Act of

1996.

In addition. Ameritceh Michigan argues that imposing an ob1ig3rion to offer COD1ID011

ttmspon would elcud the 'tommission"s authority, as provided in Secti0113SS(I) ofdle

Michigan TeleeomTmJnications Aa.. MeL 484.235.5(1); MSA 22.1469(355)(1). ACCOfdiDi to

Ameritecl1 Michigan, SeCtion 3SS mandates that unbundliDg of basic local exchange~

proceed no further than its loop and port eompcllIents and does not addres! inter~ffice

transmission facilities or taDdem switching. Ameritech Michigan contends that AT&T's a.tX1

Mel's proposals to use rommon ttanspon for curying long-distance traffic demonstrate that

common transport is not an element of local exchange senice.

In respo~, Mel and AT&T say that the FCC rejected A.me:ritecb Michigan's argumems

opposing common tranSPOrt in the Third Order on Reconsideration. Observing further thaI the

Eighth Circuit denied a motion to stay the Third Order on Recon.sideration, 6 Mer a.nd AT&T

argue that the FCC order remains in effea aodthat Ameritech Michigan must comply with the

order by providing common tranSpOrt. Mel aDd AT&T further Dote tha.t tbeIQwa Uti!ities

decision upheld the FCC's broad inEerprewiOD of network elements as including "all of the

facilities and equipmeDI thaI are used in the ov~:ra.U commercial offmng of telecommunica-

'Southwestm1 Bell Telcohone Co v FC(; order of~ United StaICS Court of Appeals
for the Eignlh CirC\lit, decided October 30. l~i (!)oc.ket Nos. 97-3389/3576/3663) Oral
arguments. on appeal from the Third Order on Reconsideration were'beard in January 1998.
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lions." 120 F3d 808-09. Met aDd AT&T coau~ that the October 14. 1991amcDdmem to the

10'90'1 Utilities opinion should be understood as addressing only the narrow question of whether

an incmnbem provider must provide combinations of elemeun. a ruling thaI does not al~ the

court's broad bolding that -a requesting cani.er is eotitled to gain access to all oCtile unbundled

elem=rs that, when cmnhined by the requestiDl; carrier. are sufficieDt to enable the requesting

c:arrier to provide telec:ommuniarioDS semees.· 120 F3d 81S. .AT&T SWt3 char the court',

amended opinion did not purport to redefine all.y tmbnndIed DetWod.: elemem or eYeD address

common transpon..

AT&T further con~ that Amcritech Michipn's obligation under federal law to provide

access to its unbtmdled netWork elementS, as reaffirmed in Iowa Utilities. means all eleme:t1ts.

including common t:taDSpOrt. AT&T re:spo~, to Ameritech Michigan's claim that unbundled

elements are discrete facilities or equipmeo.r by stating that no single element is capable of

providing a service by itsdf, but that each is hmaioD3l1y i.aterdepeodem and e.an only be used

when combined with ochers. AT&1 asserts that fede.rallaw confers the right to purchase any

single unbundled DetWork: elemeat or all of them as a complete package capable of providing

local excbaDte service.

Mel and AT&T contend that nothing in r.he Eighth Circuit's decision or itS UDderlying buis

in federa.llaw precludes state CAJs.mnissions. a..ct:ing under 3~ law, from orderi1\g i.ncumbeD~ to

provide combinations of elements or to refrain from disassembling elements tba1 were previ-

~uslj' combined. They SJY that fede:rallaw SetS mmimum requirements for unbundling, but does

Dot preclude the state'S from adopting more clemandio.g requirersu:ms of their own to prohibit

discrimin.ation and promote competition. TIley further explain that the Eighth Circuit merely



~Jd thaI the FCC lacked J~thorit)' under federa1law to promutgue a rule, but th.al the court did

not preempt the stateS from adapting the: same standard.

Rtgarding the issue of preemption, MCI and AT&1 cite Section 251 (d)(3) of the federal

act, which provides:

In prescribing IDd emorcing regulations to implement~ requirementS of
this SectiOD. tbe [FCC} s.ba11 not preclude the e:n.forcmteDl of any regulation.
order, or policy of a Stue Commission th:!1- .

(A) establisbes~ and iAterconnection obligations of local excbange carriers;

(B) is COIlSistalt with the ~uirements of lhis smion; and

(C) does t1()( subStmtially prevent ilI::pletn&!!1tatioD of the requirements of tb.is
section and the purposes oftbis part [part n, or 47 USC 251 et seq.].

47 USC 251(d)(3).' AT&T further cites the discussion of the coun in Iowa Utilities. 120 F"3d

806. addressing this statute:

Il is eD:tirely possible for a stale interconnection or access regu.la.tion. order. or
pollcy to vary from a specific FCC reguaoon and yet be consistent "ilritb the
Qverarc.hing terms of section 251 and not substantially prevent the impl.em.e.nta
~on of section 251 or Pan n. In this ciIeumst:anee, subsection 251(d)(3) would
pre\'ent the FCC from preempting such a State ruJe. even though it differed from
an FCC regulation.

1A similar statutory provision also dtM by Mel and AT&T is Section 26l(c), whicb
provides:

Nothing in (Put n] precludes a State: from imposing requiremeDtS on a
telecommunicatioIlS tarrier for in%:rastam service-s that are necessary to further
competition in the provision of telephone e.'J:cbange servio: or exchange access,
as long as the State's requirements are Ilot i.nconsiste1l1 'With [Part mor the
[FCC's] regularions to implemalt (Part 11].

47 t:SC 26l(c).
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AT&1 concludes that a Commissiol1-impo$ed COtlm10n rranspon oblig2lion would DOt be

~usceptible to preemption because it funhers the purpose of the federal aet to introduce

competition into local exchange marketS.·

Mel art'les that relieving Amerit!cll Michigan of the obligation to provide common

tranSPon in combiDation with other elements w011ld mean that the retail serviees of competing

providers would be inferior to. -.nd more costly ':han. those pro~jded by i:ccumbems...-:\ccording.. -'._- .- .

to Mel, cfucr"...t1ili1ation of this variety would violat! both Section 2Sl(c}(3) of the federal act aDd

S~ons 305(1) and 355(1) of the Michigan. aa, MeL 4S4.2305{1);.MSA 22.1469(305)(1),

MeL 434.2355(1); MSA 22. 1469(3S5)(1).

AT&1 a~ relies OD Section 355 as crea~~ a duty for Ameriteeh Michigan to provide

common tranSport. AT&T cites Section 355(2). which provides: ·UnbUDdled SU\lices and

poiDts of intercoDlJectioD shall include aI a mirumum the loop and the switch pon. ~ Empbasis

supplied in AT&T's reply comments at 10. AT&T interpretS:his phrase as ccDfe:ring authority

for the Commission to requite further unbundling. including common transport. Mel focus¢s

t,)D the statUtory definition of a ~port~ as "the ellti:rety of local exchange service [excepr for the

loop]. including ... switching software. local calling, and a.ccess to ... inttrexthange lU2d

intra-LATA foIl carriers.· MCL 484.2102{x):, MSA 22. 1469(102)(x). MCl reasons that the

statutOry definition of a port encompasses COtrmOD ttaDSpOtt as part of a loc:.al caJliDg service.

•Amcritech Michigan says thar Section 25 I{d)(3) does not forestall preemption because
ccmmoo. transport, i.e its view. ii inCOnsistetl with Section 251. .
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Mel and AT&T also argue that Iowa Utilitiei does DDt alter Ameritecll Michigan's

preexisting contraet\l.ll obligations to provide pre-assembled combinations of elements under its

interconnection agreements.

Mel and AT&T propose thaI common traDS';?Ort be offered in conjunction with unbUDdled

local switching for both local and long-dista.nee l::.alling. Mel further proposes (aDd AT&T

supporu) a c:ommoll transpOrt me of SO.OeXn09 per minute of use, which MO derived from

Ameri.rech Michigan's TSLRIC smdies for call Plm 50 and Call Plan 400 (re~~ r~)

servic:e$. MCI and AT&T also object to AmeriLeth Michigan's tariff provision requiring

competing local eXchange carriers to subscnbe to dedic:aud rrunk portS aDd collocation. which

they view as an inIerface with dedicated transport links that would be I1nneassary for common

transpOrt. Finally, MCI and AT&T say that requiring collocation is wmecessary and inefficient

from a technical standpoint and would raise tht cost of provid.i.ng service through unbundled

network elements.

The: Staff says that the Commission should reaffirm the determinations regarding common

transport in its July 14, 1997 ordC'f. The Statts view is thaI the Eighth Circuit'S ru.liDg ~oes not

alter the validity of the July 14. 1991 order. Tbe Staff adds that A.meriteeh Michigan should be

ordered to delete tariff' provisions thaI are Lnconsistetll with common tranSpOrt: e.g., the

requirement tb.at a tXlmpeting provider subscribe to a11east one dedie.ated tnmk pon.

The Commission rejectS Ameritech Michigan's contentioD that the amended opinion in Iowa

Utilities re<luiIes a differem understanding of the legal considerations applic.able to common

transpon than that in effect when the Commission issued the July 14 and September 30, 1997

orders in this case. Coatrarj' to Ameritteh ~1icb.iga.D·s interpreution of the law, the Eighth
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Circuit's amtrJdcd opinion of Ocu>ber 14, 1m did DC)( pu.rport to address common tr3n$pOn,

overrule the FCC's Third Order on Reconsideration. or redefine bow unbundled im£:-offu:e

transmission facilities should be made available. Ccmrnon tra%lSpOl'l, as that term is defined 'by

the FCC aId~ in this Commission's orders, is a fuDcrionalicy pT'Ovided through in1er-office

traDsmission f3cilities. Altbough it may be used in «)oju.nction with other equipmcm aDd

funetionalities to provide a eomplet: telecommwlicatioQS service, it is not ma.terially differem

from the other unb\mdled CQIIJPODestts of the network in this respect. No single c:omponem is

capable of providing local exchange service on :l stand-alone basis. Ameriteeh Michigan's

argument tha1 common tranSport embraces several discrete elemen.ts is basically an argumeut

over bow to define a network el.e:axot. The Commission finds that the facilities used to provide

common t:ranSpOrt have the unifying chancreristics of a netWork fuDctiOD aDd tha1 it is therefore

appropriate to address common ucmsport as an unbundled network element. Moreover, the

Commission fiDds much merit in the FCC's r~LSon.i..cg rejecting A.meritech Michigan's argu-

ments to the COQmay in the Third Order on Realnsideration.

The Commission further finds thaI even if AmeriteCh Michigan's interpretation of federal

law were valid. the Michigaa Te.lecommunicarions Act requires tht Commission to administer

and enfor~ the obligations of i.tIcumbeDl providers to offer common transport. Section 3SS(2)

states that unbundliDg of basic local ex:ch.ange service requires the separation iDLo the loop and

port elements "at a minimum." However, the same principles thai mandate UDbundling make it

appropriate to ceu~ider fulther d:saggrega.tioIJ. of basic local e;lCcbaDge $erviee into more

constituent elemems than simply the loop and the port. ~orcQva. unbundling iIno more and

smaller components or functions of the net'9t'c,rk furthers the competitive purposes and policies
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of the Michigan Tel~unica.tions Act. The O:>Inmission also agrees with Mel thal the

statu10ry deftnition of .pan. as ·tbe entir~ of local exchange" (except for the loop) used to

provide local calling is consistent \\lith the unbuncDing concepts of the Michigan Telecommuni·

C2tions Act and embraces the common tranSPOrt fUnction. If it did not, local calling would Dot

be a viable means of tennjnaring any call tbaL did Dot originate in the same end office.
. -

Ameritecl1 Mic.higu.'s ~erprttation of the court ~ision were vWd. The decision reflected the

coun's conclusion of law that the FCC ov~..ed itS staMory au.thority in requiring meum-

bans to combine multiple netWork elemems. ki argued by AT&T and MO, this balding does

not inhibit a sute commission from mand2ri.ng vari.ous elemetlts or combinations of elements

under State law. The !eden! Telecommunications Act of 1996 e:qllicitly preserves Stales'

authority to impose requirementS rhat accelerate competition ill the local eXc.haoge market

beyond what federal law would otherwise mandate. 47 USC 251(d)(S), 261(c).'

Consequently, the Commission sees no rea.:;on to depan from itS previous determination that

Amerit~h Michigan should make common tra.nsport available as an unbundled. network

elemem. The Commission therefore reaffirms the provisions of the July 14, 1997 order relating

fIn arguing that a common transpon obligation would impMt. the purposes and policies
of federal law, Amerlteeh Michigan apparell11y relies on the EigbIh Circuit's perceived need to
maintain the distinaioD "belween a.cce.ss to unbundled n:twork elements on the one haI1d and
the purchase at -.alholesale r31es of an incumbe:cu's (eLeeo~tioD5 retail services !or resale
on the other. II Order amC1:lding Iowa Utilities, slip op. at 2. However. providing common
transport as an unbUDdled netWork e1emtD1 wCJuId DOt erode that distinction. A competing
provider of local exchange service would continue to face a choice between the different risks
and benefitS of tortbi.niDg cornm03J transport with other elements <.as well as its own facilities),
on the one hand, and purchasing retail local e:cchange service at me resale discount, on the
other.
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to common tnnspott and directs Ameriteeh Michigan to ccmply \1,'ith the order by filing wiff

provisions that full)' iInplcmt:nt the common tran:~ obligations.

The Commission further finds that, for the IIlOSt part. it should nor consider additional

subsWltive modifications to co:mmou transpOrt ar. tb.is stage in the procudinp. Tbc:refore, the

Commission r!jeas mOSt of the new proposals pur forward by MO and AT&T. iDclu.cimg their

proposal to revise the usagMCUSitive ra%e do~lI3rd. However, an exception penains to

Ameriteeh Michigan's t2riff provisions that are based on its original proposal to provide

dedicated transport. As argued by the Staff aDd others. Ameritech Mk.higan should be required

to eliminate those wiff provisions maMaring elements and services that are not necessary wbea

a competing provider uses common transport. As examples, the tariffs may not obligate the

provider taking common tranSpOrt also to pay f:Jr a dedic:an:d mmk port or to subscribe to

eollocatioIl as a means of termin.ating its unbun:iled attess 10 common transport facilities. As

already noted, Amc'iteeh Michigan must also revise it3 tariffs to be consistent in all other

respects 'wiLb the July 14, 1991 order's proviskms relating to common transport.

Resale DiSCOunt

The Staff's avoided COSt model compures the resale discount percentage by dividing the

ret2il costs that the provider would avoid mCU):T'ing in a wholesale setting by the provider's total

revenues that would be subject to resale. As approved in the July 14. 1997 order, the resale

discoums courpured UDder the model were 2S.96 % if the pu.rcl1.uing provid¢f chooses DOt to use

Ameritech Michigan's OSIDA services and l!~.96 % if the provider purchases Ameriteeh

Michigan's OS/DA se.rvices. Althou~ Ametiteeh Michigan generally accepts the model, it

proposes three revisions 0:1 rehearing.
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Ameriteeh Miehiga.a's lim proposed rmsion addresses the ttevmcm of OSIDA·rclated

costs in the computation of the disc()\W applicable to providers purchasing services "without

OSIDA." Although Ameritecb Michigan 3~: that OSIDA moenues should be removed from

the denominator (revenues subject to resale), it,1oe$ not agree tlW the DmneratOf (avoided costs)

should also be inCl't2Sed by the costS of providtt1g OSIDA. Ameriteeh Michigan says that those

costs (which appear in aCCOW11S 622O-opera.tor systems e~e, 66lJ---<:all completion

setVic:es, and 6622-aumber servicesr"'ouJd nc< be charged to ·wi%bout OSIDAw-cwtOmm• so

that maJc:ing an additional provision for them in th: mxmemor effectively double-cowus them.

Second, Ameritech Michigan says that an cldjustmem reducing the "without OSIDA"

numerator is necessary to~ thai: the OSIDA·related retail costs tba% it would avoid in 1

·with OS/DA' wholesale setting are not doubl':-counted in a ~without OSIDA" wholesale

setting. (The cost accounts affected by this adjustment are 661~keting 1nd 6623-eustomer

services.) In Ameritecb Michigan'$ view, providing OSIDA services consumes these costs ill

the same proportion as any ether retail service. To imple:men.t this asswnption. Ameritech

Micbiga.o computed the ratio of OSIDA reVeDues to totaJ revemJes subject to resale as 6.614~

and reduced the ·..uithout as/DAR avoided COSts in aCCOWlts 6610;md 6623 by 6.614%.

Third. Ameritech Michigan contends that recent experience in Wisconsin has sho\ll11 thaI it

will incur costs for uncollectible accounts in :1 wholesale environment. AJ:nerit~h Michigan

represems that bankrupr carriers owe it more than S1.5 million, although it has DO[ written off

any of those amoUDlS. Ameri1eCh Michigaa l\lrther represel11$ that it incurs losses due to

uncollectible accounts when it bills interexc.hange ::arr.ers for aca:ss cba:rgC'. Ameriteeh

Michigan proposes that th! avoided cost perc:.emage of uncollectible expense be rC'Visecl from
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100%, as proposed by the StAff, 00 86.69%, as AIDeriteeh Michigan propostd at the onset of

this case. This adjustment would affect both the ~with· and ·without OSIDA· computations.

In response, AT&T starts that the resale disco,mt perceaages approved in the July 14, 1997

order are within the ra.ngc of discounts approved in other states. AT&T does cancede that

Ameritech Michigan's first adjustment (relatedto;~ 6220. 6621, and 6622) is apprapri-

ale. However. AT&T opposes the other adjusaneou. A:I:'&T argues that mere are no avoided. .. ....... . ~ ..

costs relaUd to OS/DA in accounts 6610 and 66211, $0 tha.t an adjustmeul to remove those costs

in the "without OSIDA· scenario is inappropriate. AT~T also a.rgues that Ameri~ Michi-

gan's belief that jz will incur some degree ofnncoUee:oDle expense in its wholesale business is

speculative and thaI indications of bankruptcies 01; billing disputes affecting Ameriteeh's

Wisconsin wholesale customers do not meaD. that their bills will not be paid.

AT&T also proposes several ofies owo adjU!tments. First. AT&T contends that the

avoided cost percent3ge applied w accoUDtS 6210. 6621, and 6622 should be 90%, Dot the 75%

used in the Staff's model. Second. AT&T propcses to increase the numeratOr of the computl.

tion by additional COSt llXOunI.S. which it says the Staff ignored. 10 The outcome of AT&T's

proposill$ arc resale discount perCC!ltages of 28.40% witht'ut OSIDA and 2~.S3" with 05/D.4..

Mel criticizes AmeriIecb Michigan's proposed adjustmentS for bei.cg one-sided and

pieeemea1. Mel says tha1 the Commission should either reaffirm the discount percentages

approved in the July l4, 1997 order or adopt Mel's OWQ rec:al~on that follows through on

all of the implications of Ameritech Michigan's position. Mel says its proposed reaJculation

incorporates the first and third of Ameritech Mi.clllgan's adjustmenzs. but it rejects the second

100000ese &CCO\1IlIS are 6S3~rations tr:stin~. 6534-opcratiol1S plam administration,
6S6O-<1epreciation - general support, and 7240-<>perating tax.
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adjustment. which would reduce the avoided cost l:n.uIlCrator for OSIDA-re1ated costs in

accounts 6610 and 6623. MCI claims th1I every c:ost category contains some OS/DA-related

expenses. but thaI Ame:riteeh Michigan's limited ,.djusanem is selective and aims co lower the

discount.

Mel's nca1culation =Wls several~adju~ts. First, it proposes to remove the coStS

associated with ilItcrstatc a!Jd imraswe roU Icce:s!- aDd umegulated~ from the compuLi-

non on the ground that those services arc DOt subjiect to the reule disCC\wu. To faciliwe this

adjustmC'Dt. it uses Aut.omaJed Report Management W'ormation SyStem (ARMIS) 43-Q4 chta.

which excludes interstale acass costs and reveoue.s. Second. Mel c.olItinues. its adjuStmfnts, as

well as the cost effect of A..meriteCb Michigan's first adju.stme1lt. would Decessarily affect

avoided indirect costs. which are assumed to bear the same relationship to total iOOir~ c.om as

the rario of avoided direct costs to tow direct CO:5ts. Because Mel applied the cost effects to

reduce the denominator of the rario, itS allocation of avoided. indirea costs i.Dcteased.

MCfs recalculation produces resale discounts of 21.81 % without OSIDA and 20.20 %with

OS/DA. II

Ameri.tech Michigan opposes Mer's and A1'&T's cD~roposals. In response to Mel's

retalculation of the discounts. AmeriIech Michigan first argues th3t it is inappropria1e to remove

rom of certain services from the dcoominator of~ iDdiI~ eost allocator and then apply tbe

allocator to an amoW11 of tot31 indirect costs that reflects those same services. StcoDd.

Ameritech Michigan argues that it is not necess:uy to adjust for unregulated sexviees because the

I~Mcrs computed resale discount percentages appear in itS reyiseQ Exhibit DLR-S.
wlu;:b WAS filed with its reply comm.ents on Dec:eIr.ber 5, 1997 2.Dd c:orrett itS comp·J.tatiO:lS

that were filed in an earlier phase of the case.
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approach adopted by the Commission used ARMIS 43-03 ciaa, .....hich excludes u.nregulated

revem1CS and costs.

With Iespect to AT&T's proposal to c.hange the avoided cost percttltage for~ marketing

and customer service accoW1LS from 75 % to 90 ~, }~meriteeh Michigan says that 75 ~ is

conservative, given that 2S' of tht COSts support wll access servicc:s thaI will not change in a

resale enwotUDe'n[. Ameriueh Michigan criticizes AT&rs inclusion of avoided costs

associated. with other accounu as speculative and uIlrealistic in Gwholesale setting.

The Staff concedes tlaI Ameritech Michigan's first adjustment. relatiDg to the removal of

OSIDA-related expenses in acCOWItS 6220. 6621. and 6622. is carrea and should be

incorponted in computing the ·without OS/DA· di.5COUDt. The Staff says that this cbange

should also increase the indirect cast all0C3tor. Ho weVe1. the Staff opposes Ameritecb

Michigan's oeber tWo adjustmenIS and otherwise sU:?ports the determinations in the July 14,

1997 order. The Staff computes the resale discount without OS/DA to be 21.55% and also

recommends. that the Commission not cbange the ·',-ith OS/DA· discount of 19.96% that was

utopted i.e the July 14, 1997 order.

Ameritech MichigAn's first adjustment. which reduces the -..ithout OSIDA • nume:roor by

OSIDA-relaIed costs in accounts 6220. 6621. and 6622. con-cas a computational irregularity.

The S<aff and AT&T concede that it is appropriate. Th.erefore. the Commission acupts this

a.1justm.ent. However, the other adjustments proposed by Amerita-:h Michigan, 3S well as those

proposed by AT&T and Mel, are disput~ over judgmem:a1 m.aII.ers that the Commission

previously rej~eted in its July 14, 1991 order. The Commission finds that those adjustmentS

rely on speculative assumptions, lack persuasive support i.o the record. and do not othmvise
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mbet the standard for reht2ring. Therefore, the Commission revise£ dle ·without OS/DA·

discoUDt to 21.55%, as recommended by the St3ff, and retains the ·with OSIDA· discount of

19.96 ~, 2.S approved iD the July 14, 1997 order.

Tariff Cbapges

Except for the cuiff provisiom th.al are ~ns,i.~tent with the common traDSpOlt provisions in

the July 14, 1997 order or with other provisions clf thaI oroet and tOday's ordt:r, the Commis·

sion finds that the wiff provisioos submitted by Ameritech Michigan on July 24, 1997 are

appropriate.

Conclusion

The modified cost inputs approved in this order are Ame:ritech Michigan's depreciation

proposal and the extended TELRIC adjustment r!:lating to shared and common costs (bUt not

Ameritech Michigan's overall proposal for allocating a pool of shared and common eosts). In

addition, A.merit~b Michigan shall revise those tariff provisions that are inconsistent with the

common transport obligations set forth in the Ju.1y 14, 1997 ortier. The tariff revis:oDS must

ma..ke clear that a competing provider subscribing to common transport is und~ no obligation to

use dedicated t:rUI1k ports or collocation as the IIltaDS of using COIDIDOn transport in conjunction

with other unbundled netWork elementS [0 provide loc.a1 exchange service. Finally, the resale

discount for competing provideI"' that choose n<)c to use Ameritech Michigan's OSIDA services

will be revised to 21. 5S %. The Commission fiJX1s that rehearing should be denied in all other

respects.
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Ameriteeh Michigan sbal1.reron iU tOft studid; with the cost inpat modifications approved

in this order and shall submit those studies. tOgetbf~ with all ari.ff chAnges necessary to

impl~t this order. to the Commission with.i.n 14 calendar days after this order is issued. ·The

COst studies shall be ueated as eoDfidottial.

The CommissioD FINDS that:

a. Jurisdiction is punuant to 1991 PA 179, as amended by 1995 PA 216, MCL 484.2101

et seq.; MSA 22.1469(101) et seq.; 1969 PA 306, as amen:Sed, MCL 24.201 et seq.;

MSA 3.560(101) et seq.; and the Commission's Rules of Practic¢ and Procedure, as amended,

1992 MeS. R 4«>,17101 et seq.

b. Tbe LnpUlS used in Ameritech Michigan'!; cost studies should be modified as set forth in

this order.

c. AmeriteCh Michigan's tariffs should be modified to be consistent with the commou

transport provisions in the July 14, 1997 order.

d. AmaiteCh Michigan's resale discoUIIt ft)r bundled retail serw'iees should be 21.55 %if

the purthastlg provider does not obtain OSIDA services frOID AIteriteeh Michigan.

e. In all other respects, the petitions for r~:hearing should be denied.

THEREFORE, IT IS ORDERED that:

A. The modifications to Ameritee:h Micltigan's cost sDJ.dy methodology and prvposed 1'2%eS,

terms, mel c.ondi.tions for unbi1I1d.led netWorlc f;,}emew, ime::-conneaiOl1 services, aDd resa.le

services are approved. 85 discussed in this order. In all other respectS. the petitions for
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rehearing are denied, and the cost methodologies and rates, lerm.s, and conditions approved in

the July 14. 1997 order shall remain in effect.

B. Ameritecb Michigan sball file total servi~ long ruJ1 incremental COSt and related st'Jdies

and tariffs. with the modific.atioo.s required by this order. witllin 14 ~endaI days.

The Commission reserves jurisdiction and Dlay isSlJe further orders as necessary.

AJJ.y part)' desiring to appeal this order must do so in the appropriate court within 30 days

after issuan~ aDd Dotice of this order, pursuant co MeL 462.26; MSA 22.45.

MICHIGAN PtffiUC SERVICE COMMISSION

lSI John G. Strand

(SEAL)

Commissioner

Is! David A. Svand2
Commissioner

By its action of JanuaI)' 28, 1998.

lsi DorothY W~i=d~SMP~it.- _
Its Executive SecretaI}'
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