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I. Welcome and Introductions

II. Background: HAl and BCPM Model's existing specifications on
Corporate Operations and Customer Operations Expenses.

A. HAl - Flat Rate of 10.4%

B. BCPM - Fixed Dollar Amount Per Line per Account

III. FCC Approach to Expense Estimation

A. Definition of Accounts
B. Preliminary Specification For Regression Equations
C. Estimation Technique
D. Problems Associated with Estimation Technique

- Multicollinearity
- Use of different data sets.

E. Preliminary Results and Analysis

IV. Possible Changes to Expense Estimation and Analysis Procedures
A. Exclusion ofNon-Forward Looking Costs etc.
B. Productivity offset
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Corporate & Customer Operations Expenses

• Account 661 O-Marketing Expenses
• Product Management
• Sales

• Product Advertising
• Account 6620-Service Expenses

• Call Completion (telephone operator services)
• Number Services (directory publishing expense)
• Customer Services

• Local business office expenses
• Service order processing
• Payments & collection
• Billing & billing inquiry

• Revenue accounting-customer billing expense
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Corporate & Customer Operations Expenses (cont.}

• Account 6710-Executive & Planning
• Account 6720-General & Administrative

• Accounting & Finance
• External Relations
• Human Resources
• Information Management
• Legal

• Procurement
• Research & Development
• Other General & Administrative

• Account 651 O-Other Plant, Property, & Equipment
• Account 6530-Network Operations

• Power
• Testing
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Preliminary Specification for Customer & Corporate Expenses
Regression Equations

Expense = J3I (Switched Lines) + P2 (Special Lines) + P3 (Toll Minutes)

OR

Expense = PI (Switched Lines) + P2 (Special Lines) + P3 (State Toll Minutes)
+ J34 (Interstate Toll Minutes)
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Correlation Coefficients of Explanatory Variables
(ARMIS Data)

Switched Special Local State Interstate Toll
OEMS OEMS OEMS OEMS

Switched 1.0000
Special 0.9007 1.0000
Local OEMS 0.9769 0.8698 1.0000
State OEMS 0.8770 0.8881 0.7829 1.0000
Interst OEMS 0.9656 0.8076 0.9652 0.7630 1.0000
Toll OEMS 0.9766 0.9063 0.9220 0.9495 0.9273 1.0000
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Respecification for Customer & Corporate Expenses
Regression Equations

Expense / Total Lines = ~l (Switched Lines / Total Lines) (1)
+ ~2 (Special Lines / Total Lines)
+ ~3 (Toll Minutes / Total Lines)

OR

Expense / Total Lines = ~l (Switched Lines / Total Lines) (2)
+ ~2 (Special Lines / Total Lines)
+ ~3 (State Toll Minutes / Total Lines)
+ ~4 (Interstate Toll Minutes / Total Lines)
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DATA SET #1 (ARMIS)

• All data is for 1996, by study area
• Expenses for Accounts 6610, 6620, 6710, & 6720 are from ARMIS

43-01, Subject to Separations (Column F)
• Expenses for Accounts 6510 & 6530 are from ARMIS 43-03, Subject

to Separations (Column M)
• Line counts are from ARMIS 43-08, Table III

• Total Switched (Column DJ) .
• Total Access Lines (Column DM)

• Minutes of use (DEMS) are from NECA-available at:·
• http://www.fcc.gov/Bureaus/Common Carrier/Reports/FCC

State Linklneca.html
• Filename: NETWU96B.ZIP

• When data is merged, 91 observations remain
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DATA SET #2 (DATA REQUEST)

• All data is for 1996, by study area
• Expenses for Accounts 6610, 6620, 6710, & 6720 are from ARMIS

43-01, Subject to Separations (Column F)
• Expenses for Accounts 6510 & 6530 are from ARMIS 43-03, Subject

to Separations (Column M)
• Line counts are from FCC data request DA- 1433, Released 7-9-97
• Minutes of use (DEMS) are from NECA-available at:

• http://www.fcc.gov/Bureaus/Common Carrier/Reports/FCC
State Link/neca.html

• Filename: NETWU96B.ZIP
• When data is merged, 81 observations remain
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DATA REQUEST DEFINITIONS

• Switched working loops == switched residential, single-line business, &
multi-line business loops

• Non-switched working loops == the actual number of subscriber loops
used to provide the service, NOT the voice frequency equivalent

• For example, DS 1 service provided over two copper pairs would be
counted as two.

• (Non-working loops == defective loops, loops reserved for future
activity, & loops with a pending connect status)
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Estimated Expens-e Per Line

Using ARMIS data Using data req data

Accounts Low High Low High

6610 (Marketing) $ - $ 0.60 $ - $ 0.99

6620 (Service Exps) $ 1.29 $ 1.44 $ 1.27 $ 1.46

6710 & 6720 (Exec,Plan,G&A) $ 2.77 $ 2.85 $ 2.45 $ 2.61
$ 4.06 $ 4.89 $ 3.72 $ 5.06

6510 (Other PP&E) $ 0.07 $ 0.08 $ 0.06 $ 0.07
6530 (Network Operations) $ 1.39 $ 1.54 $ 1.38 $ 1.60

$ 1.46 $ 1.62 $ 1.44 $ 1.67

Total (Accounts 65, 66, 67) $ 5.52 $ 6.51 $ 5.16 $ 6.73
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Regression Results for Account 6610
(Values are on a yearly basis-- Divide by 12 for monthly figures)

ARMIS data ARMIS data Data Request data Data Request data
(specif #1) (specif #2) (specif #1) (specif #2)

Swit/Tot Lines I 7.1876 6.6493 11.9328 10.5598
(2.400) (2.209) (3.633) (3'.186)

Spec/Tot Lines I 37.6448 33.8626 19.5186 12.5714
(4.807) (4.074) (1.453) (0.915)

. Toll Mins/Tot Lines I 0.0018 0.0016
(3.148) (2.537)

St Toll Mins/Tot Lines I 0.0013 0.0009
(1.829) (1.213)

Inter Toll MinslTot Lines I 0.0025 0.0027
(3.219) (3.164)

F-test statistic 334.97 253.76 287.30 223.29

Prob> F 0.0000 0.0000 0.0000 0.0000

N 91 91 81 81

t-stats in parentheses

* specif 1 is expenses/total lines on switched/total lines, special/total lines, toll minutes/total lines
* specif 2 is expenses/total lines on switltotal lines, spec/total lines, state toll minutes/total lines, interst toll minutes/total lines
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Regression Results for Account 6620
(Values are on a yearly basis-- Divide by 12 for monthly figures)

ARMIS data ARMIS data Data Request data Data Request data
(specif #1) (specif #2) (specif #1) (specif #2)

SwitITot Lines I 17.2779 15.5229 17.5386 15.1988
(3.049) (2.781) (3.620) (3,132)

Spec/Tot Lines I 14.0611 1.7302 35.504 23.6655
(0.949) (0.112) (1.792) (1.177)

Toll Mins/Tot Lines I 0.0063 0.0059
(5.873) (6.290)

St Toll Mins/Tot Lines I 0.0046 0.0046
(3.590) (4.342)

Inter Toll MinslTot Lines I 0.0085 0.0077
(5.998) (6.207)

F-test statistic 574.88 453.88 718.06 565.67

Prob> F 0.0000 0.0000 0.0000 0.0000

N 91 91 81 81

t-stats in parentheses

* specif 1 is expenses/total lines on switched/total lines, specialltotallines, toll minutes/total lines
* specif 2 is expenses/total lines on swit/totallines, spec/totallines, state toll minutes/total lines, interst toll minutes/total lines
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Regression Results for Accounts 6710 & 6720
(Values are on a yearly basis-- Divide by 12 for monthly figures)

ARMIS data ARMIS data Data Request data Data Request data
(specif #1) (specif #2) (specif #1) (specif #2)

Swit/Tot Lines I 34.2361 33.2887 31.2722 29.3792
(4.061) (3.905) (4.311) (3.958)

SpeclTot Lines I 8.4244 1.7685 40.4168 30.8381
(0.382) (0.075) (1.362) (1.003)

Toll Mins/Tot Lines I 0.0064 0.0066
(4.008) (4.697)

St Toll Mins/Tot Lines I 0.0055 0.0056
(2.802) (3.404)

Inter Toll Mins/Tot Lines I 0.0076 0.0081
(3.500) (4.238)

F-test statistic 458.78 342.96 587.04 442.48

Prob> F 0.0000 0.0000 0.0000 0.0000

N 91 91 81 81

t-stats in parentheses

* specif 1 is expenses/total lines on switched/total lines, special/total lines, toll minutes/total lines
* specif 2 is expenses/total lines on switltotal lines, spec/total lines, state toll minutes/total lines, interst toll minutes/total lines
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Regression Results for Accounts 6510
,

(Values are on a yearly basis-- Divide by 12 for monthly figures)

ARMIS data ARMIS data Data Request data Data Request data
(specif #1) (specif #2) (specif #1) (specif #2)

Swit/Tot Lines I 0.8383 0.9481 0.7088 0.8951
(2.735) (3.185) (2.019) (2.562)

Spec/Tot Lines I -1.6217 -0.8274 -3.2554 -2.3125
(-2.016) (-1.003) (-2.267) (-1.598)

Toll Mins/Tot Lines I -0.0001 -0.00004
(-1.247) (-0.633)

St Toll MinslTot Lines I 0.0000 0.0001
(0.545) (0.708)

Inter Toll MinslTot Lines I -0.0002 -0.0002
(-2.836) (-2.117)

F-test statistic 8.76 9.03 7.51 7.44

Prob> F 0.0000 0.0000 0.0002 0.0000

N 89 89 81 81

t-stats in parentheses

* specif 1 is expenses/total lines on switched/total lines, special/total lines, toll minutes/total lines
* specif 2 is expenses/total lines on switltotal lines, spec/total lines, state toll minutes/total lines, interst toll minutes/total lines
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Regression Results for Accounts 6530
(Values are on a yearly basis-- Divide by 12 for monthly figures)

ARMIS data ARMIS data Data Request data Data Request data
(specif #1) (specif #2) (specif #1) (specif #2)

SwitITot Lines I 18.4469 16.7293 19.2475 16.5523
(3.965) (3.713) (4.253) (3.712)

SpeclTot Lines I 20.8628 8.4328 50.3767 36.7392
(1.709) (0.675) (2.722) (1.989)

Toll Mins/Tot Lines I 0.0037 0.0033
(4.151) (3.834)

St Toll Mins/Tot Lines I 0.0019 0.0019
(1.879) (1.965)

Inter Toll MinslTot Lines I 0.0059 0.0055
(5.136) (4.785)

F-test statistic 500.22 409.11 515.42 420.52

Prob> F 0.0000 0.0000 0.0000 0.0000

N 89 89 81 81

t-stats in parentheses

* specif 1 is expenses/total lines on switched/total lines, speciaIItotaI lines, toll minutes/total lines
* specif 2 is expenses/total lines on swit/totaI lines, spec/total lines, state toll minutes/total lines, interst toll minutes/total lines
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Possible Changes to Analysis

• Exclusion of non-forward looking costs

• Non-recurring expenses - one-time cost impact of:
• Mergers or reorganizations
• Acquisitions or sales of exchanges
• Process re-engineering

• Non-recurring expenses recovered through non-recurring charges and chum
• Cost of connection/disconnection services
• Cost of changing customer IXC
• Vertical service expenses (depending on revenue benchmark)

• Other costs/expenses and operational support systems associated with:
• Provision ofpermanent number portability
• Provision of UNE's and wholesale services to CLEC's
• Collocation.
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Possible Changes to Analysis (cont.)

• Productivity offset

• Application of - when to apply (pre/post estimates)
• Formula for current estimate and out-years
• Specific accounts where relevant

• Model Respecification

• Need for New Data Request
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