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BD'ORE THE PUBLIC 1JTIUI1ES COMMISSION OF NEVADA

mN SliDe ofNEYADA BELL·8 Uabuadled
Netwmk E1aneDt (UNB) Cost Study.

)
)
)

Docket No. 98-6004

At a generalleSSion of the Public Utilities
Commission ofNevada, held at its offices
on January 29, 1999.

PRESENT: Chari",.. Judy M. ShdcRw
Commissicmer Doaa1cl L. Soc!erbera
Commission SecNtary Jeaame RByDDIda

QBDP

l'bI Public U1iUtia ComnUnj_ofNevada f'CommiuiOlli makes the foDowins

find. offact aDd concluaioDs of law:

INTRODVcnON'

1. On June I, 1998, Nevada Bell filed i1s UNE cost study. desigoated a Docket No.

98-6004. with the Public Utilities Commiuion ofNevada \ColIJIDiAionj. This filiDa was

made pursuant to Chapters 703 lIIId 704 oftbe Nevada Revised Statutes and the Nevada

~ Code \NAC') aDd the Commission's AmeDdccl Procedural Order ofApril 30,

1991. inDocketNo. 96-903S. Nevada Bell believed that portioas of the cost study contain

proprietary information and requcstal that they be treated a proprietary pursuant to NAC

703.527 et 1Cq.

, n- to the teebDlcIl CGIIIpIa1Iy oftbc ecoIlOIIIk COlt modell ww inYCStiple ill this procec:diDg. the sbcer
volume ofquIit;ItiYe tad quaDtitativ. euumpcioDs. iapuIs, lad values WI aulyze mel lIISdra:J. ad die KOpe unt
bcadlb ofoar dec!sIca." RPlJ*Iy Il1IIIlbmd~ orourOldercoastitutes it (Ammissjm fiDdiIlJ. We
upaeDt tboIe fiDdinp by • series ofperaJ ftadiap. the cad ofdJil Order.
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2. 0A.hme I, 1998, 1be CommissiaD issued. Notice offiliD& IIId Notice of

~heIrinaCoafemIce. On June 19. 1998. the Commission held. PrehcariDg Conference in this

matter.

3. 011 JUDe 17, 199', AT&T CommunicatiOllS ofNewda, IDe. ("AT&1j filed.

Petition for Leave to lntervaIe. On June 18, 1998, the Attomcy General's Bureau ofConsumer

ProtectioIl- Utility Coasumers Advocate ("lJCA") filed • Notice of1DteDt to Iutem= with tho

CommissioD. On JIIDe 19, 1991, the Cmtral Te1ephoDe Company - Nevada dIbIa Sprint of

NeY8da \SPrint") orally submitted. Petition for Leave to 1DterveDe. On July 13, 1991, the

CommissiOD panted AT&T ad SprlDt leave to~.

4. On July 1,1998, the ReplatoryOperations Staff\Staftj oCtile Commission

submiUcc! a MotiOD for m order from the Commission dim:tiDa Nevada Bell to file • cost of

capital study for review and lIDI1ysis aDd cveatual usc in setting the appropriate costs aadlor

prices for uabuDd1ecl network e1emmts ("UNEsj. On July 8, 1998,1he UCA filed a Response in

support ofStaff's Motion. On July 9, 1998,Nevada Bell aDd Sprint filed tcspODSeS in opposition

to Staff's Motion. On July 22, 1998, the Commission issued III Order Denying Reaulatory

Operations Stafrs Motion.

5. On July 6,1998, the Commission is$ued a Notice ofHearina in this matter for

Avp&t 10, 1998. TheNotk;e also establi5hoc1 a~edunl 5thcdule wbcrcby Nevada BeU's

rebuttal tesUmODy was to be filed with the Commission DO later than July 15, 1991.

6. OIl July 8. 1991, Nevada Bell filed a Motion for Extension ofTune RqUeStiDg lID

exte:DSion oftbe July IS. 1998. filiDg date to July \7, 1998. On July 13, J998, the Commission

issued an Onier GrautiDg MotioD for Extension ofTime.
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7. On AupsllO, 1998••CftnmJssic:m commer'ClflCla beadua ill this malIII'. The

hearina1asted eight days c:overiDg 1,228 pages of1nmscript IIDd 36 exhibits. PortiODS ofvarious

witDessea' PJ'CPIl'Cd testimOJlY were strickeD in rapcmse to moUoas~ strike as reflected

thmuahout the traascript.

I. statrs motion far order diIectiDg Nevada Bell to file prices was deDied. (Tr. _ 4-

31.)

9. NevadaBc1l~ co:UideDtia1 treatment for various portions ofits filing.

Accordizl&ly, the Commissiaa CODducIed closallClSioDs tbr)*t olthis proc-dinl Nevada

Ben set forth 81 its basis forDCmdisclosure oftbis material (at Exhibit 10): (a) that it bas legal or

cootractual obliptiODS to~ iuformation which certain caDties CODSidcr coafidcmial; (b)

tbal diKloS\lle ofcost ltUCly information to exiJtiDa and pote:Dtial competitors would diminish or

destroy the value ofNevada Bell's business; (e) that Nevada Ben may derive actual or potcrrtial

economic value ifcertain information is DOt generally known to the public; and (d) existins or

potential competitots cau1d derive economic value from its disclosure or use, to the detriment of

Nevada Bell's marketbale.

lO. Pursuaat to NRS 703.190, the Commission can omy prohibit disclosure of

information ifit determines that the iDformation woUld otherwise be entitled to paotection. as a

trade seerct or ~Ilfideutialcommercial infurmation pursuant10 NRS 49.32S or NRS 6OOA.070

or Rule 26(c)(7) oflhe Nevada Rules ofCivil Procedure. The Commission complied with the

requirements ofNU 703.196 by examining this information in c~osedheariqs. No further

ex.plaaation ofwhy my oftile iDformation filed UDder seal should be afforded confidential

treatrnent was provided in the dosed hearings. The testimony elicited during the closed beariDgs
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did DOt -=tuaI1y rewal any iufouoatioa for which DODdiscIosuIe was requested. AcccmIiDgfy. die

t1ausaipts ofthe closed heariDp should be made part ofthe open reconl As 10 the prepared

te5timony 8Dd attachments themselves, upcm co.aside:ratioI of the Il'gU1DeDb advanced by Nevada

Bell aDd the: testimony cliQtcd duriDI~ doacd lariDp. the: ColDIDission finds that Nevada

Bell bas DOt met its butdea ill this regard m4 that its request for CODfidcmiaI treatmalt should be

deDicd. The Commission notes that the iZlpuII to the HAl mode1lDCl outputs from the model

were to be subjcd to public scrutiny. Cost iDfotmation ofa regulated eDtity sbou1d not, a=eraUY

Ipcamg, be =decl to coafidemial tmdmeZl*: such iDformatioD sboukl be opeD and available 10

tile public. The iafomWioIl foe whichNevaBell bas nquested confidential trMmeut consists

offorward-lookiDg costs. Nevada Bell let forth IS 0Il0 of its reasoDI for wmidential treatmalt

that it is UDder cc:rtaiD ObligatiOAS to Pft*Ct iD.formaIioa TheCommf~ is UDder DO simiJao

obliptiOD. In fact, the Commission must disclose all iDformatioD lIZl1css it is COZlViZlced that the

information constitutes a trade secret or commereially seasitive information. The other

arguments raised by Nevada Bell would serve 10 defat the overallpurpose ofusiDB the HAl

modeL

Statatpa Ria"a;

II. On February 8, 1996, the President oftbe United States signed into law the

TeJecommUDications Ad of 1996 (Act). This)n· promotes deve10pmeDl ofcompetition in the

te.lemmnnmieatioas iDdustry, particularly in the povision oflocal exclwage services. The Act

requires all states to allow competition in previously protected local exchange markets. A:i part

ofthis process. each state regulatory commission must develop pro-competitioD JUles in

accordauce with the guideliDes that are established by the Federal Communications Commissi~



2-22-1995 8:41PM

(FCC).

FROM ATT NV GOV'T AFFAIRS 702 824 2882 P.5

12. Pumumt to Scdioa 2S2(bXl) ofthc Act. ifthc parties to III~

by voluntary DelOtiatlon. A number ofc:ompmies were uaable to reICh complete apeemel1t

with Newda Bell, aoci exercised their ript to .mitrati0D, purSUlIDt to Section 2S2(bXl) oftbe

13. OD A\1gQSt 1, 1996.1beFcdcnl Ccmmnmications CommiMioa (FCC) adopted

rules 10 implement the local competitioD provisioas oftbe Act (-FCC lDIerconaectioa Order").1

As 1he PCC notes in its Order at J'IIIII'1IPh0.:

The Telecomm1JDicalioas Aa of1996 funcbaDcDtaIly chamaes
tc1cc:ommUDieatioas RI"1atiM ••• fa the JI8W mpWaty Je8ime,
we Bad the sta!es IeIDOft 1M mud"" barriers that protect
rDODDP01ics fiom cvmpetitioD _ affi!1lUltM:ly proIIIOte eflicieDt
competitiOD usin& tools foqed by Congress.

And, fuztb.er. at paragraph three:

[w]c are takiDa the S1epS that will achieve the pro<ampetitive,
deregulat.my goals oftbc 1996 Act. The Act directs \IS IUd our
stab: coUcques to remove DOt only statutory aDd reaulatGry
• peel' . • but . _... '_1
J~lmeatsto Cl!lIlipetitiOn, eccmomac -. opcndiuuu
impediments as weU. -

Iu thU proceedin&. we ccmmwe the task ofaddressiag economic and opctational impedimems to

DISCUSSION

2 lit dte MtJIIfWof./~ oftJteLocIII COMpIlillolt RJJa oflJllT~ionIAd 0/
/996. CC Dockel9609l. Fkst 1\epcId lad Order (Aapst" (996), Appaactix B • filii bIea.
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14. In tbis Order, we use IDIIlY teebDica11mD1, from both die COlt modeJ.iDg

discipliDe IUd the telecmnUDic:atioas iDlIustIy geoeraDy.1Dd provide atAppMdizB-

De}itritio1u to this Order agIOSIlI)' oftamJ IDd their 1I1C8DiDa.

prices tor~ IIICl uubuud1c:d~ eIcue.ls The permaaentpriciua decisiOIIS

which mult ftom this proceediDg must comport with the applicable cost and pricine standards

set fonh ill the Ace.

to be bued upon the cost ofpmvidiDI~ ortbe 1JIItM)ck. eIemeDt The cost is to be

dctcrmincd without refaeace to a rate-of-rctum orother r8-b8sed~jDl Thepri~

estabIi.sbed ma), iDcIudD a le8S08Ible po1iL 47 U.S.c. § 2S2(d)(lXA).

iasucs. but its recommeuda1iODS are lqely DOD-biDdiDl, Iowa Urililiu Board Y. FCC, 120 F3d

753 (8lb Cia'. 1997). The FCC bas provided valuable guidance for the costing ofunbundled

network. elements. In its Order. the FCC I1ated that toIa1 e1emem 1ons-nm iacrememal cost

(l"ELlUC) should be used to estimate the cost ofUDbuudled uctwork dements. The analysis is

explained in peragrapbs 674-740 oftbe FCC's Older. All pII'tics in this case advocate the

TELIUC mc:tbodolol)' as the appoptiate costing analysis.

1a. The TELlUC mcthoclology 1) assumcs the use ofbest available technology within

) The term 'JlIlWGrIc ellmtmt' mtIDIl facitity orequjpmeDt used mtbt provision of.bllecommUftaboas
ICI'Vicc. SucIa term abo iJldudes femns. functions, IISCl QIPIlbiIItios1bIlvepvvided by meas ofsuch facility or
equipment, indllCliDllllblcriber DUDlbcrs, dltabua, sipaliq systems, IIlCl iafonudoa S1IfDcJcat for bWJac ad
coJ1ectkla. ell' used ID me bUlmissioa, JOUtiac, ell' 0Ibcr proYisiaa orateIecommuniclltioDs.mcc. 47 U.S.c. 'IS3.
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tbe Iimi1B ofcxi_..DCtWOIk tiIciIiIies; 2) maDs nalislie ISNIIpCions about capKily utiliD1iOll

tares, spire CIJ*ity~field c:onctitiODS,·end flD factors; 3) employs a forward-lookiDg,

ri5k-adju*d cost ofc:Ipital; 4) UJeS economic depreciation rates for t'apital rcc:overy; and 5)

ptOpIdy aaributcs iadirect cxpcmc. to network: eJemencs 011& cost-caus&live basis. See. for

eumple, FCC LdaCOUlwtioa. Older .12-

19. By foUowinB these cost principles. & cost floor that m1ects the prospective

ecoJJOmic COllI iDcuaed by _ eftideat supplieruestIbtisbed for ead:I~ element In tbiJ

proceedi... dae COlt will be u.cI10 ICldleprice Cor !be DCtWoIt eJeineaL Historically. the

justIIesImcllusoaab1eaar. of........mta bu becDjudpd. in pet. with refczeuce to the cost·

of-terVic:e. Manin G. Glaaer, Public Utilities in Ams;riqn Qapjqt!imn (New YOlk: Macmi1laD

Comp811Y, 1957), p.l96-

20. Economie efljcieacy dictates tbat the cost floor be es1ablished in amanner which

maximizes society's welfare and is consistent with the Act's requimneot that the rates be just

aDd .reascmabJe. We will set intc:rim priees for UDbundled uetwork elements in this proceedin,.

Seuina et:ODOD1ically dficieat prices will plOvide the right signal to competitive local exchanae

camus (CLECs). Most iIIlpadaIItly, it will help tbem ill making 1beitdecision either 10

construct their own DelWOIk or to lease facUities from the incumbent load cxebanp carrier

(D.,EC). Ifthe price of IIIl UDbuDd1ccI network e1emellt is set too bisbt a CLEC may build

facilities when society's sc:arce resources would be better employed ifit bad rented facilities

from the aEC. On the other hBod, ifthe price ofunbundled network elements is set too low, a

CLEC may JeDt facilities fiom all aBC~thanbuild. This would reduce society's well

beiDa. beeause the last cost supplier is not the one who is bailcliDg and majrnajnjna the netwoIk
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facilities In Older10 ranimja sodetYs wd&rc, I'IlSOUn:eS should be dincted toward the

supplier tbIl can CODStr1Iela uetwork at the lowestcost to JOCiety.

21. In reacbina its CODClusicms m1bis Ord«, the Commissioa was unable to rely OD

the iIItormatioa pcscmed by Nenda BelL Ncwda Ben did DOt offermy pieing proposals.

NeYIda Bell·. own witDea 1ldmittecl1batshe was DOt ofl'aiDa 11II)' proposals 011 bow costs could

be med to mive at aD)' prices or pricing methodologies. (Tr. at 79,96. 105. 126.) As discussed

later, AT&T manipJlated certain data. The Connnissionmust1berefore rely heavily OD StaJf"s

COST METIIODOLOGY: PlUNaPLU

22. The objective ofthis~iDs is to establish priClC$ Cor unbundled network

eletDnlts based oa the pricing aDd cosri~ procedures adopted by !be Commlssioli.

23. We preyiously law observecl1be~ ofestab1isbiag appzOptiate C05tiD&

and pricing levda. For CODSUD1Cn to hIM: competitive choice, the ILECI' netwoIts must be

opened up at terms that are fair to both fLECs md DeW entrants. A key part of that process is

determUliDg the costs aod prices for services.

24. AD malytioaI model is a simplified rcpracutation oCsome aspect oCtile~

world. Analysts use models to orpIIize the complexity of the real world into some orderly fonn.

Models are, by definition, simplifications or abst!'actiom which omit some information. A model

<:aD be a vfllY PO'Na'fi.d malytica1 tool. k can let IS • microscope or .. tcJCKOPC which may

enable the analyst tv focus ill on the key IIpec\$ ofa situation aad thcn:by solve problems that, in

the absence ofamodel, would be hopelessly complex.

25. The analytical model OD the record in this casc is a computer model designed or
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used to estimate the cost of~ad operBtiq the public-switcbed telephone netwo!k.

That nelWOIk is excm'ingly iDvoMd IUd complex. It C!ICOIIIpUSCS milJiom ofaccess tiDes aDd

buDdreds ofswi1Ches. iDteroffice b 8lismjuion fiK;ilities, sipaHng links, aDd other e1cmcnts.

Costmodels are used to sort duouah the complexity oftbM DctwoIk. 1laey help to orgaize it

iDto simiW'~ds that have similar costa, _ to estimate the c::ost ofthose elements. Cost

models lend themselves to two bai~ puIpOSeS. rust. they can be used to measure the cost that

would be iDcwmi abould it be DeCeSsary to JeCODStruet the Detwork UDder caiain spedfied

cooditioDs. such as _ "1COI'Ched DOCie" ..npriou. Sccoad.. they caa be used to~

the odawiIe \lDCfiffeft;ntj.".., COOI1I oftbe network into various demcat~ so that the price of

a loop can be separated &om the price ofa switeb, and the cost ofa IO.OOO-foot loop in lID

axcNnse of. c:crtaiD size caD be ae,parased from the cost ofa 1O,OO().foct loop in an cxcb'"'ie of

di1fercDtD. ID other WOlds. one micJll use a model to esti~what it would cost to build.

porUOD ofthe netWOrk or to rebuild the cutiR network.

26. The partia basically aaree that the cost levels established should be based upon

opeD, ~1iableJaad cc:oaomi(;8}1y sound cost models aDd wst inputs. There is also basic

agreemeat that costiDg sboulcl be peaformed in I1Iffkiart detail so that the resuJtiDg prices would

lead to cconomicaUy ratioaal entry decisions by cOmpetitors, as wen as efficient utilization oftbe

incumbent local excban&e company's aetwork. Such a policy would CDSIU'C that prices IU"e set

Deithcr too bigb DelI'too low, which would best serve the public interest. We DOte the parUC5

CODCUr tepnliDg the criteria for this coaiDg cxcrcise. but also we DOte that there is disapeemeDt

amooa the parties ova' the depe to which the filed cost studies satisfy these eriteria.

27. We believe tbalau open model is in the public interest in that it provides all
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bam as 1DlbuDdlcd~ elCIDCIIIIlDd wbolesale SIrYic:a tbrouab openDcmallUpp011

systemS (OSS). ILECs claim that the Act has compelled them to pay !of UDpJasmed network

upsrades. The teml ''traasi1ion costs or stan-up coscs" is used 10 characterize lOy cxpeu.ditures

that ILECs make to their Detwodcs ill order to comply with the sta!WOl'Y requiraDems ofthe Act.

34. III thia Order, .. do DOt rule Oft isB rc1aUd to tile recovll)' oftnDsitioncosts.

Instead. we have reserved our findings on certain topics Wldl this matter is more fully explored.

NevertheJess, we do ftDd certam an:as ill which ILBCS Ire euDtIed to~ODfor their

traDsitiOD costs.

35. Stdrs wituess Ms. Dismukes~1hat the Commission reject Ibe OSS

study proffcml by Nevada BeD because it is DOt~c to Nevada. (Exhibit 27.) The

Commissioa agrees that Newda BcD', study abouJd be rcjec:ted ad that Nevada Bell should be

directed to file aDeW OSS cost study to~18NlMIda specific: iuputs aDd to n:tIcct pric=cs

for bodl fully .utomated anclmanual OSS.

COST OF THE LOOP

A. OuClWe PlaDt Place..., Costs ad StI'IIct1Il'e Sbarial

36. Much oItbe testimoDy in this cue focused OD tbe COSl ofprovidiq a loop.

Parties disagreed about such issues as the appropriate leva of inputs aDd network design. We

begin our evaluation ofloop costs with an aoalysis of the testimony OD outside plaDt placement

COStS aDd~ sbaring.

37. P1ac:emem coscs are the costs to install outside plant facilities. Tbe cost ofplaciDa

facilities is af&c:ted by the extent to which these costs are shared with other utilities. for

example. ife1ec::1ric, cable telcvisiOD. aDd ldephoue eab1es are placed in the same trcDcb, the cost
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ofopeaina up the pound would be sbInd by !becIiffcrcal \IIilitics. 'Ibis sb8riD& woWd reduce

the cost ofplacina telephone cables.

38. AT&T's p1lK;ement costs iDpurs ware developed by a team ofenaineers a1oD&

with iDformaticm cdIectal fiom outside plallt colltl'KUnS. NevIda Bell *"doped comp8D)'

specific input values. Statfmcorpolllltd the resul1I ortlle Gabel Knmedy Study ill its iDpuIs.

39. AT&T provided a DUmber ofoutboard calc:ula1ioDs ill this proc:eoiing. However,

little weight was panted those calcuJatiODl since no supportwas offered or filed with the

Commission 8YCIl after a request was IDIde by the CommiSJiClll for AT"T to filo the details of

the eakulatiODS lad support documen'atiolL

40. The CommisaMm adopts Staff's proposed inputs. We fiDd that 1be values .-c

coD$isteftt with Staff's rec:ommendcd~ues presc:ated to the CommissiGD inDocket Nos. 97

5018 and 96-903~ in which we adopted inputs. We have hIcl DO evideDce presented to live us

teUOI1 to chanac from our pnMoUS position.

41. The Commissionbc1icves that the method used by ATA:T to collect data from

vendors was flawed..

B. FmRates

42. The fill rate is the 1CN811.1S1ge ofthe delWOrk relative to its total capacity. Fill is

used to calcuJatI: per uait costs.

43. The FCC bas stated dIIIt the calculation oftile total clcmcm loOl-run iDa'emcmal

UDit costs should be baRd upoa reasoaably accurate fill r.:um. According to the FCC, "'the per

unit costs associated with a particular dement must be derived by dividing the toIal cost

associated with the element by a reasonable projection ofthe actual total usage oftbe element."
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FCC 1DtercoDDection Order at 41682.

44. We reafthm our IdoptioD ofthe HAl default 5J1 rata.

c. 'oar-Win Loop

45. lbc parties I1so clisapee about1hc aclditioaal cost D10Ciated wi1h providiq a

four-wire loop. An ordiDary loop n:quira the usc ofcmly two wires. or one peir ofcables.

46. AT4T bas assumed that the iDYatment for a two-pair cable is 60 percent pater

for a four-plir CIble.

41. This ISSIvnption is iDcomi*", withdie IIpIDeal cbat tho iDa.,.,,,1 COlt of

providiDa III adctitiomil pair ofwircs to • tdbscdbcr is lower siace a IipjfjclDt panioD ofdie

c:ost of the loop is IISOCiatcd with 1abor costs that Ire iDcIcpcudent oflbc sizc oftbe cable.

41. The HAl model4ocs DDt report the dUJaenc:e in the colt ofprovidina a~wBe

versus a four-wile loop. AT&T failed to show~ S1IPIJOIt for its multiplier.

49. Based upon the evicJcDce of rec:cmt. we find 1hat the cost ofa four-wire loop may

be p::ater than a t'No-wlte loop. HQWe'\'el, DO support was pmvicW to determine the additional

cost.

SO. We do not adopt any additioual cost for providinc a four-~ loop. However,

lilly interested party remaiDs free to petition me cOmmission to implemeot pricing to n:fteet

additional costs.

D. Cable SIMILe_"" ad Fiber/Copper B1Ukpo1a1l

'1. One of the inputs to the loop model is the ctistaDce at wbtch fiber or copper cable

is used in the aetwoIk. The Hatfield Model usumes that OD a forwani-lookiD& buis. the

crossover point should be at 9~OOO feet from the ccnttal office aad maximum copper in the loop
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of 18,000 feet.

52. ID the HAl model, 1bc lIelectioIl betwec:D tbeso two tec1mologics is based upon the

totallCDgth offeeder cable from the wire~ to the serviDg«ea interface.

53. The CommiNion reaftinDs its edoption ofHAl'. default iaputs. These values

werepielClltCd to the CommissiOJl in Docket Nos. 97-50111Dd 96-9035 ill which we adopted

iDpurs. We have had DO Mdencepresated to JM us laSOD to cIumge from ourprevious

position.

E. Capital F..an; Celt erC8pim1;'" Depa...i·...

54. 1be iaYatmciD identl1le4by the modal .. caaYated to a moaIbIy casb--ftow

requirement tbrough the appJicalion of8DDUII charge fKtors. ~ODaDd the cost of

capi1aI ..two~ olthe aDDIII1 c:b.qe factors.

55. We adopted. wdahfed cost-of-e:api1al iDput of 11.2S~ in a previous

proeced.i.Da and will apply this rate in this proceedina. This is the rate abo authorized by the

FCC.

56. Under the priciDa standards set forth ill Section 252(dXI) of the Act, the rates

. charged far intcrcoonecticmlDd UDbuncDed amvork elements must be ·based on the cost

(determined without tef~nce to a rate--of-retum or 01her rato-based proceeding) ofproviding

interccmnec:tion or network elements. •• DDDdiscriminatory.. . and ID2.)' iDelude a lQSOoable

profit." The FCC RCOpbod that the appropriaIe depreciation rate to be included in a TELRlC

analysis is a fvrward-lookiDa, ecoaomic depreciation rate. EeoDomic dcpRCia1iOD is defined by

the FCC as the "periodic 1"Cducrtion in the book value ofaD asset that makes the book value equal

to its ecGllOmic ormarket value. It FCC IDf.en:o.aDecti Order at P03, footnote 1711.
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51. We n:dhlilour 1dopti0ll of1h: most zecatly 1IppI'O~deprc:c:iation lives lad

saJvaae values established by1be CommissioD.

51. As DOled above ill the proceduDJ histoly for this docbt. 011 July 22, ) 998. the

PresicfiDI Oftk:er at tb8t time iaued aD Older which denied Staff"s request that Nevada Bell be

dira:Ied to file. DeW COlt ofeIIPi1al study. tbat decision was _ iDIaim ruJiDI which denied the

request as UDlimdy aDd on the basis that IlOjustification for ~deratiODofa new rate ofreturn

b8d becD sbowD. 1Jlbme«jm in this ncord. however, rwised the issue ofwhether the default cost

ofcapital is _8IXMate bwficator oftoday's CIpitalIllel. l'hrxef<n, upon c:oasidcmtiOll oftbe

tuJl record developed in this ease, the Commission beliCYeS that it should revisit this issue and

order Nevada BeD to file, within three months ofthe datc of issuance ofthis Order. a new cost of

CIIpi1a1ItUdy.

1". EspeDIC Facton

59. Tbe Hatfield Model estimates some expcases based upon expensc-to-iDvcstIPeDt

ratios derived from the ILECs ARMIS RpOIts. For example. ifhistorically there is five cents of

mainteoance expense: for ewry dollar invcstc\i in buried cable, the Model assumes that

prospectively the same ratio would hold in the future. When certaiD cxpemes are deemed more

sensitive to the Dumber ofcustomers. expense factors take the foDD ofARMIS expense divided

by ARMIS~ Ilumbar ofliDes.

60. Commissioo Stiffrecommended some Idjusamenu 10 the HAl default expense

inputs.

61. We ccmclude that, based upon the evideDce ofEmmt in this procccdiDg. Stairs

iKljUSlmaltl to the HAl defIuJt expcme iDputs Ibould be adopted.
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62. loiDt, sbami. and common costs arc expenses that are not attributable to a

partic.alar 1fJrVic:c, DOl to a family ofprodueta.

63. The FCC ddiDes joint and cummon costs as follows:

CataiD types ofcosts arise from the productiOllofmultiple
products or seMccs. We 1JIO the term "joiDl costs-to mer to costs
ineuued when two or DlOR outputs are produeed in fixed
poponiOll by 1M same production process (i.~.• when one produet
is produced, a seccmd product is ,eaemsed by theSlIDe production
Ploeess at DO Idditioaal COIl). 11Ic tam -wmmoD. costs- mfcrs to
COSb tbIt lie iacumd in0llIII1CdioJI with the produceio8 of
multiple paoducts or services. 8Dd remain UDChanpd IS the relative
propcdioD oftbolepmduc:ts or.mea wries (•.g., the alaries of
corporate DUIDIIIen). Such c=osts DIll)" be COIIUDOIl to an lICn'ic:es
p:ovicJcd by the firm or eoDII1Mi to cmly asubset oflbose Jen'ic:es
01' elements. Ifa cost is common with rapect to a subset of
services or elements, for example, a finn avoids that <:ost only b)'
DOt pmvidiDa ach IDd ewsry service or cleDumt in the subset. For
the purpose ofour discussioa. we refer to joint and common costs
IS simply c.owmon costs unless the distiDction is relcvat in a
pcticu1ar context.

CC Dockets 96-325 8Dd 96-98; CC Do<:ket 9S-185 (August 8.1996), '676.

64. Shared costs are expeases that are common to a family ofproducts but~ not

awided ifone of the produets is eliminated COIDIIIOIl costs arc sIIaml cosb where the family of

products is the total operations ofthe firm.

65. The HAl model aI10catcs ~mmon costs by applyipa A 10.4 percent fixed allocator

66. !be CcmmdssiOD finds that a~ of 10.4 percent sbould be added to the

TELRIC loop estimate to account for costs that ate not attributecl to particular unbundled

eJemcml, but are m:vertheJess part ofa proper TaRle analysis.
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COST OF SWlICBlNC

It. COlt Stnactare

67. 1bc Hatfield Model computes switch iDve:stmeDt on aper-line basis.

68. III dcfiniDI the switch e1C111Ct1t. die FCC ~DChJded: wrhus, wherl a requesdDg

cmier purcbIses the UDbmId1eclIoca1 switdUDc elemeat. it obtaiDa alI switdDq featula in a

siqle element on aper-linebasis." FCC Interoonnedion Order, '412. The FCC's definition of

the switch clcmcmEd that portioft otits Fi:st Repon and Order cited above re:maiD in full force

aDd efFect. IDWIl Utilttlu Board Y. FCC. 120 F.3d 7S3 (8th Cir. 1997) <Ei&bda CUcuit decisioD).

69. We do DDt nile out tbD pos5l"biUty that m some future proeeediDa, • seperate

cbarse for YCl1ic:al matures could be established. For c:xampl~ a party may be able to show

tIuou&h~ aDIl)'sis that the investmeDt pa' line. aU else remaiDb:& equal. ishigher at

loc8tioas where. c:ca1ra-type service is provided. The mdysis could povide useful insight

into the question ofthe deane to which vertical services require mom iIlvmment thaD ordiDary

vojce Jel'Yices.

B. Cost LeftJI

70. The HAl model proposes that switching investment per tiDe be estjmat.ecl by

aaalyzing four data points. The inVCS1IDent per line for the regicmal Bell operaq companies

(RBOCs). GTE, and the independent LECs was derived fi'om the Northem Business lDfomusUOIl

(NBI) pUblicalion, u.s., CenITal Ojftc~ Equlpmt1tl Mar/rel: 199' DalabaH. A fourth value for

1arF switches of80,000 lines was developed fiom an UIJIIIlMd industIy source. The number of

~ oflice 1iDes was obtained from ARMIS data.

71. We adopted Staff"s fixed aDd per-line switehm, investmcDl recommendations in
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IRYious pnK:eCding 96-9035 to be usedu defaults inpIIlce oCtile HAl default iapots. Statrs

recommendations in~ated the zesu1ts ofthe Gabel Kennedy Study.

72. The Commissionldopts Staff's propoICd inputs. We fiDd that the values are

comistcat with Staff's letOIiII1lended valua prcxatcd to the CommissiOl1 in Dockets 97-5018

aDd 96-9035 in which we.soptcd these inpIts. We have baclno evidcDce pcesoaMd to pve us

reason to dJaDp from ourpmrious position.

13. Tbe fW model assips 70 percent ofthe cost ofswitcbiDg to traffic aDd the

remaining 30 perc:cIlt 10 tbe port.

74. S1affpmnunc:ndcd that 58 perceal of1be aost ofswitebiaa be _peel to trafIic.

". We adopt Staff's input that mip sa pen:cnt of1he cost ofswitdUDa to trame.

NONRECURRING COSTS

76. NomecurriDg costs histvricaIly ale classified as COlIS iDcutted in iDitially

establishinS service for 111 individual customer. They are transaction R1atcd.. Com iDcurracl to

set up a customer's service typiWly iDc1ude customer service expenses aDd, depeDding on the

service. the cost ofphysically colUlC'diql CU$tOlDet to the network. Today, in some.cases. the

establishmeftt ofservice em be accomplishccl from • computer WOIk statiOD., without physical

rearnmaement oftbe facilities necessary to serve the customer. NODR:CWring costs are typically

recovered, at least primarily, through aonrccurriDc~, which the customer pays at the time

that service is initiasecL

77. We note that. even iftraDSaCtion costs are captured by the HAl model, these costs

should DOt be ~Iuded in the oost CI1imatc$ ofunbuDdlcd network elements. Staffcriti~ the

non-recwring dJarBes proposed by Nevada BeD :u~iveand DOt in compliaJD with a
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previous ruJiD& by dID Commission. SCatf'& wm- Ms. Dismukes testified dialNnIda Bell

failed to include charges for ordering with fully autoDllled OSS. Also. Nevada Bell bas providccl

non-recurrina cbarp only for stand-alone offerillp, wbal c:cnaiu services. such as a visit by •

tedmician to a c:ustomer's premises. QD covermore1blm ODe other service.. Ncwda Bell fmled

to propose non-recurriD& c:haqcs for other tbaIl DeW iDsIaUatioDs. Its estimates for time Deeded

to perfolm work wae DOt accompuUedby supportiua docnmentatioa. Well40pt the position

that nomecurriDB costs sboalcl be expHcf.1Iy Identified ill a iCpiL_ m.ly.

18. At this time, the CommiSliOD sboW4 adoP' Stafrl~DOD-nwniJlI

cbIqes. In addition. NevadaBcD should be ordered to submit new non-lCCUIriDa cbqes for

CODSi4cration by the Ccmm'rission aDd any iutucste4 piIties.

COMMISSION CONCLUSION

19. The Act requires that the price ofunbuDdled elements be jl15t and reasonable. In

this proemfing.~ have identified the recurrin& and DODNCUrriDg cost ofnetwork dementi.

Consistent with the statutory requirement. these costs have been determined without enpaing in

a late case. 47 U.S.C. § 252(dXl)(A).

80. For the most impmtaDt network clemeat. the local loop. our cost dctamiDatiOD is

based upon an extensive review oftbe HAl moderIDd the written and oral testimoay ofmany

expert witnesses. We haYC eval1JlJted the input Y2lues for 1be modeL

81. The parties have proposed a wide laDle of iDputs Cot the cost model. Our Order

reft~ a earefu1 teYiew ofall the testimony aDd exhibits. We believe 1hat. through this process,

~ have succeeded in idartifyina inputs and obtaiDing TELRlC estimates that are consisteDt with

the principles tbat were idemitied ill me introduetory scc:tiun ofthiJ Order.
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82. AppeDdix A JlIVYidcs m oudiM of the -etiUSUiiCD1lthe Onnrission .ciopIs ta this

proceeding.

83. HaviDg discussed above in detail both the oral and doauDc:utary evidence

coocenUDg all matc:rial1Dlftea. ad haviae statai findings aDd c:oacJusioDs ia C8Ch numbered

peraaraph, the ComnUPiOIl DOW 8Q&1"C8tS those finctinp aad coaclllliOlll with the followiDg

a;eneral statements on the rndeDc:e offtlCOld. Tboae portions oftbe JlftO'ding detailed fiDdinp

and conclusions pertaiDiue to the ultimlt.c decWODS ofthe Commissioa are bc:reby incotponated

by this reference.

:nNDINGS OF FACf

84. The Cmuniai9D is aD agcDCyof. IbdI: ofNeYada,~ by stIII* with

authority to tegU1ate rates. rules., regulatious, practices, eccounts, aecurities, and traDsfers of

public service companies. ineludiDa telecommUDicatioos compeaies.

IS. Nevada Bell is engaacc1 in tile busiDas of fumisbiDa telecommUDicatious service

within the state ofNevada as a public service c:ompIIlY.

86. The purpose ofthis procccdina is to establish rates for unbuDdled network

elements and ucmrecurriDI cbarges.

87. The ~sts established by lbiJ Order Will serve as prices for unbUDdled netWork

elemems and nonrecutriDg dJaraes.

88. The nonm;urriog charges sbaU remain in effect until \he Commissionbas

rendmd a decisiou on a new cost study to be filed by Nevada Bell.

89. Nevada Bell will file DCW studies tor OSS IDd IlOD-I'CCUIriDg chIqes with1he

Commission within six months fJom the date of this Order.
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91. lncumbeDt local exchlDp companies may be entitled to some tompCDSation for

eenaiD cxpeadi1ures made to comply with the Tcl«ommnnjcatioas Act "f 1996.

92. The Cqnmimoa tiDds it is appcopd* to..~ costs tor uabuDdled loops

into three ZDDa for the priciDa ofUNEs intis proceeating.

93. The COIIIIDissiOD fiDda it is appropriate to combiDe the loop aDd NID for DO

94. The Commission fiDdI it is appropriate Ibatcbarp co ClOIIlbiDo other UNEs

sboulcl be~ betwec the pcties.

95. Based upcm our fiJKtinas. those dIarga proposed by Commission Stafffor DOD-

recwriDc c:bIzps .. .sopted 011 .. iDterim basis.

CONCLUSIONS or LAW

Having artieuJated the lepl basis for its decision in the Discussioo sc:dion, the

Commissionmakes the foUowq coDClusicns oflaw.

of these pI'OCCledinp I11d the perties.

97. An open or1t8nSp8nIlt model is in-the public interest in that it allows a full

exploration or the aclVllDlap5 md limitations of& model and allows the public to evaluate all of

98. 1bc Commission has previously adopted the HAl mode~ whidl meets our

objeetives that me model be open, Idiab1c. and economically JOUDd.

99. In future Commission proct«tinp, parties are rcquimt to documeDt all
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aaumptioDs. iDputs.1IIdwluaem;""'" widldlis 0Idtr aDd to Jdlect torward-lookiDg

\eCbaology ad the eost ofsuch facilities.

100. The proper cost standard.is total clc:meot lona-ruD iacaemmtal cost, and the cost

for uabundlc:d Detwodc eltmmts should be bIRd upoa the costoltbe tDta1 cfcmand for 1be

clements.

tOt. The cbaqes ftlCCl'i1iheMed by Commission StafJfor unbuDdled DetWmk elemeats

BDdIIO~ cbatps sbould be i:acorporated inNcYIda Bell's iDIemonDectiOIl agreements.

102. ass 1raD5itioll costs sbou1clbe cxmaidcrcd.

103. The Commission believes this Order is. semi'" eveDt in the implementation of

!be Act. 1'his0nScr accompIisbes 1hc Commission'spi ofestablishing unbuDdlcd network

elemeats prices. These prices win apply to aareemems approved by the CommissioD in various

ubitrated, JlCIOtiated, 8Dd adoptedapeenvats executed by NCVIda Bell, lind various DeW eDtrIDt

competitive local exdtanae companies (CLECs).1Dd to all such future~cots acaJted

between Nevada Bell and CLECs autbori2d to provide local exchange service in the state of

Nevada.

TIlEREFORE, based on the forqoing fiDdhJlS of fact IDd conclusions of law, it is

baeby ORDERED that:

1. The Commissicm adopts Staffs inputs for distribution, feeder, switching and~

as inputs to the HAl model.

2. The Commission Idopts Nevada Ben's three rate zones proposal for cstablishinB

prices.
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3. The Commission adopts the position1bat the loop adNID CID be combiDed at DO

additional charge.

4. The Commission adopts the position Ibat cblrgcs for combininl other UNEs will be

zqotiatled by the paties.

S. Nevada Ben's request for eoafidmtial tzeatmmt ofmaterial filccl UDder seal in1bis

.docket is dcaied.

6. The Commission adopIs Staff's l-ecollllllCDdeclDOn-~ dRqes.

7. The Commission ordersNevada Bell to file anew IlOIl-RCUIIiD& cbaJge study.

I. The CommiSJioo orders Nevada Bell to file a Dew OSS study usiDa Nevada specific

costs aDd to rdlcet cbarps developed for both fully automated IDd manual OSS. In addition. 1he

study will rcftec:t currcutly approved depciadon rates IDd salvage values, aDd a mit ofcapital

of 11.25 perteDL

9. Costs for unbundled network elemeDts will be deaveraged into three ZOIlCS in this

proteeding.

10. The loop and NID will be combiDccl at no additioDlll cbarF-

1t. The cbIqe for combining other UNEs will be negotiated between _ parties.

12. Nevada BeD is mdcn:d to implement the charges adopted by the Commission in this

proeeeding.

13. NevadaBen is cmlered to file a new DOJN'Clcurrlng cbqe study within SUt months of

the date of this Order.

14. Nevada Bell ahall rue a new cost of(".spital study within three mon~ of1he date of

isSWIDCC ofthis Order.
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15. 'Ik CommiaiOD nta1Dsjurisdiction for,. parposc ofCOiiediD& 8IlY errors which

may have occurred in the draftiDg or issuance oftbis Order.

By the Coaunissioa,.

Dated: Cmon City. Nevada

eIf/"
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Nevada Bell

Unbundled Network Element Costs

DIRECT TESTIMONY OF

LARRY BLANK

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND CURRENT

POSITION.

A. My name is Larry Blank. My business address is 11 SO E. William Street, Carson City,

Nevada. I am currently employed as Manager ofRegulatory Policy with the

Regulatory Operations Staff ("Staff') of the Nevada Public Utilities Commission

("Commission").

Q. PLEASE STATE YOUR EDUCAnON AND PROFESSIONAL

BACKGROUND AS IT IS RELEVANT TO YOUR TESTIMONY.

A. I received a Ph.D. in Economics from The University ofTennessee, Knoxville, with

fields ofconcentration in industrial organization and econometrics, which is the

application of statistical methods on economic data. My applied work focuses on

regulatory policy and economics, including industry restructuring and competitive

entry. I have taught college classes in regulation and antitrust economics at The

University ofTennessee and graduate-level public policy economics at The Ohio State

University. Prior to accepting my current position, I was a research economist with

the National Regulatory Research Institute (NRRI), established by the National

Association ofRegulatory Utility Commissioners (NARUC) at The Ohio State

University. While at NRRI, I authored reports and papers on current issues of interest

to NARUC and member commissions and provided direct consultation to state

1
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commissions and their staffs.

··My current responsibilities cover many aspects ofrestrueturing and regulatory

policy in the electricity, natural gas, and telecommunications industries.

Q. DOES ATTACHMENT LB·l ACCURATELY DESCRIBE YOUR

EDUCATIONAL AND PROFESSIONAL BACKGROUND?

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A. In response to the filing made by Nevada Bell on June 1, 1998, I provide Staffs policy

position with respect to unbundled network element ("UNE") costing as it relates to

UNE pricing. I am also co-sponsoring Staff's version of the HAl model including

inputs and outputs. Scott KeMedy provides testimony on behalfof Staff on the

development of switching cost inputs and outside plant cost inputs. The remaining

inputs contained in Staffs filing are a combination ofHAl model default inputs and

inputs developed during the workshops and discussions in Docket No.s 96-9035 and

97-5018. In an attempt to reach some consensus on inputs in these earlier dockets,

Staff worked closely with AT&T experts to better understand the operation of the

HAl model and to evaluate the reasonableness of inputs and outputs.

In addition to Mr. KeMedy's testimony, Staffis filing testimony from another

consultant, Kimberly Dismukes. Ms. Dismukes provides evaluation and analysis of the

ass and nonrecurring cost studies sponsored by Nevada Bell.

Q. DOES STAFF AGREE WITH NEVADA BELL'S GENERAL

METHODOLOGY FOR COMPUTING PER UNIT OSS COSTS AS THESE

COMPUTATIONS \\ ~LL AFFECT PRICING?

A. No. Nevada Bell relies on an ass cost study performed by Pacific Bell. Competitive

local exchange carriers ("CLECs") purchasing UNEs in Nevada Bell's territory will be

able to utilize Pacific Bell's automated ass as will CLECs in Pacific Bell's California

2

3

4

5 3.

6

7

8 4.

9

10

11

12

13

14

15

16

17

18

19

20

21

22 5.

23

24

2S

26

27

28

A. Yes, it does. . ~, '.-- -.. , .;



2

3

4

5

6

7

8

9

10

11

12

13 6.

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

territory. Under the assumptions made in the study, a CLEC desiring automated ass
would purchase a port into the system and pay a fixed monthly fee. Pacific Bell has

projected the total investment needed to make their new ass system fully operational

and relies on an estimate of competitive local exchange carrier ("CLEC") ass port

orders as the demand units over which to spread the OSS costs associated with this

investment. Ifused as a basis'for pricing, this 'cost-design proposal discriminates

against new CLEC entrants in that the charges only apply when customers select a

CLEC and do not apply when a customer selects the incumbent local exchange carrier

(ull.EC") for retail service. All customers are now part of the potentially competitive

local telephony market and stand to reap any benefits that result from the new

automated system. Hence, these costs should be spread evenly across all customers.

Q. PLEASE EXPLAIN WHY OSS PRICING BASED ON NEVADA BELL'S

COST PROPOSAL WOULD BE DISCRIMINATORY AND WHY ALL

CUSTOMERS STAND TO GAIN FROM MORE EFFICIENT OSS?

A. ll.ECs are not required to establish a competitive retail affiliate. However, if they

were required to do so, the retail affiliate would order and purchase UNEs from its

wholesale affiliate under the same tenns and conditions as a CLEC. Such an affiliate

structure helps to ensure equal opportunities across all retail competitors. Given the

vertically integrated strucnire of an ll.EC under current policy, it is understandable

why an ll.EC may view its retail operations as being different from the CLECs

attempting to compete at the retail level. The vertically integrated structure, however,

should not be used as a reason to price discriminate or impose additional costs that

disadvantage CLEC customers relative to ll.EC customers. The fact that the ll.EC

retail operations may use different means to acquire the UNEs necessary for offering

bundled services is not a reason to impose disproportionate ass cost recovery on

CLECs and CLEC customers. The retail operations of the ll.EC already have a clear

3
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advantage in being able to "order" ,existing essential network elements "in-house"

rather than having\o placean''Order in"tbe. same fashion as a CLEC. To place a charge

on CLECs to use this unequal ordering system, further tilts the playing field in favor of

the ll..EC.

All retail customers stand to gain from improvements made in the ass utilized

by CLECs, including customers who elect'to remain with the ll..EC. Efficiency gains

in OSS enhance the potential for competition. Increased competition, in tum,

encourages the ll..EC to improve its retail offerings to retain customers. These

improvements, therefore, benefit all customers. Therefore, the start-up investment

costs associated with OSS should be spread across all access lines and not just across

the UNEs ordered by CLECs.

Staff's recommendation to the Commission is to require the costing ofOSS on

a per line, per month basis.

Q. HAVE YOU REVIEWED NEVADA BELL'S PRICING PROPOSAL FOR

UNBUNDLED LOOPS?

A. Yes. Nevada Bell's witness, Rebecca Sparks, proposes up to three zones for the

pricing of UNEs. The reason given for the three zones is:

"Three zones represent a reasonable balance between reflection of

geographic cost differences in the price structure and the administrative

burden for supplier and customer that results from the administrative

complexity associated with a greater number of zones." (Sparks

Testimony, p.13)

Nevada Bell's pricing proposal, however, appears to be inconsistent with the

Commission's Order of February 5, 1998, Docket No. 96-9035: "Therefore, the

Commission finds that ll..ECs shall deaverage rates to the wire center level in their

cost studies." ~36
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Q. WHAT IS STAFF'S VIEW ON THE GEOGRAPHIC UNERATE

DEAVERAGING PROPOSAL BY NEVADA BELL!

A. From both a policy and practical perspective. Staff believes the Nevada Bell's rate

zone proposal is generally reasonable. Given the fact that the \.. ommission has decided

not to file a universal service cost study with the FCC, Staff' is not particularly troubled

by the pricing proposal. It appears that the Commission's decision to order wire

center level UNE pricing was, in part, predicated on the desire to coordinate In\"E

pricing with the federal universal service fund ("USF') costing. In Docket No. 97

5018, however, the Commission decided not to file a USF cost study with the FCC.

Given this decision. it is no longer possible to coordinate the state-jurisdictional UNE

prices with the USF costs to be calculated by the FCC. Therefore, Staff recommends

that the Commission focus on adopting forward-looking, cost-based UNE prices that

best satisfy Nevada interests. When the FCC adopts USF costs for Nevada or if the

Commission submits a USF cost study with the FCC in the future, the UNE rate

structure may need to be revisited.

Q. WHAT IS STAFF'S POSITION WITH RESPECT TO THE COST OF

CAPITAL?

A. The Commission ordered the use of the FCC's 11.25% rate of return for UNE pricing.

Similar to the Commission"s decision to deaverage UNE rates to the wire center level,

the Commission's decision on rate of return appears, in large part, to be predicated on

the desire to coordinate UNE pricing with the federal universal service fund ("USF")

costing. In Docket No. 97-5018, however, the Commission decided not to file a USF

cost study with the FCC. Given this decision. it is no longer possible to coordinate the

state-jurisdictional UNE prices with the USF costs to be calculated by the FCC.

Staff' recommends that the Commission focus on adopting forward-looking,

cost-based UNE prices that best satisfy Nevada interests. To pursue this goal, the
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Commission should require the ll.ECs to file a cost of capital study in the near future

Staff is filing a legal motion to this effect. Unlike the rate structure proposal of

Nevada Bell, adoption of an alternative cost of capital will require a fresh look at

technical analyses. In contrast, Staffbelieves the rate structure proposal ofNevada

Bell can be evaluated by the Commission from the record in the instant docket.

For comparison purposes only, Staff has recalculated its total loop costs based

on a rate of return of 9.29010. In Docket No. 96-9035 the UCA proposed a weighted

cost of capital of 9.29010 (Commission Order, February 5, 1998, ~60). The comparison

between loop costs at 11.25% and loop costs at 9.29% is found in Attachment LB-5.

As revealed in that comparison, a change in cost of capital, all else equal, can have a

significant impact on UNE costs.

Q. ARE THERE ANY PROBLEMS WITH THE ECONOMIC LIVES AND

SALVAGE VALUES USED BY NEVADA BELL?

A. There appears to be an inconsistency between the depreciation lives and salvage value~

used by Nevada Bell in the HAl model and those ordered by the Commission on

February 5, 1998. This came to my attention only a few days before filing written

testimony. Staffwill work with Nevada Bell to resolve this issue prior to the hearing.

Q. DOES NEVADA BELL PROPOSE SUB-LOOP RATE UNBUNDLING?

A. Sub-loop rate unbundling aoes not appear to be part ofNevada Bell's pricing

proposal. However, unbundled costs for sub-loop components can be obtained from

the HAl model output and, therefore, can be extracted from the Nevada Bell results.

The Commission has ordered sub-loop unbundling in its Order on February 5, 1998,

Docket No. 96-9035, ~90. Staff supports the Commission's decision to adopt sub

loop element unbundling and, therefore, sub-loop rate elements should be part of any

final UNE prices.

Q. WHERE ARE STAFF'S UNBUNDLED LOOP COSTS REPORTED?

6
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A. These costs are found in Attachment LB-4 to this testimony and also in the HAl- ~.... . . -

A. Yes. The costs are were developed based on forward-looking assumptions. Prices

based on Staff's UNE costs will, in my opinion. satisfy the cost-based pricing mandate

in 47 U.S.C. 252 (d).

Q. DOES THIS COMPLETE YOUR TESTIMONY?

A. Yes.

r
outputs in Attachment LB-3.

Q. IN YOUR OPINION, DO THE UNE COSTS COMPUTED BY STAFF

PROVIDE A BASIS FOR THE COMMISSION TO ESTABLISH UNE

PRICES?
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Education

Ph.D. in Economics, The University ofTennessee, Knoxville, August 1994.

Dissertation: "Political Economy and Public-Utility Inefficiency."

B.S. in EconomicslMathematics, Bemidji State University, Minnesota, May 1989.

Fields of Concentration

Industrial Organization & Public Policy
Econometrics
Finance (minor)

Professional Experience

Manager of Regulatory Policy, Regulatory Operations Staff, Public Utilities Commission of
Nevada, October 1997 - Present.

Supervising Economist, Regulatory Operations Staff, Public Service Commission of Nevada, March
1996 - October 1997.

Research Economist, National Regulatory Research Institute, The Ohio State University, September
1994 - March 1996.

Lecturer, School of Public Policy and Management, The Ohio State University (taught Graduate
Public Finance), Winter 1996.

Graduate Teaching Associate, Department ofEconomics, The University of Tennessee, Knoxville
(taught Antitrust and Regulatory Economics), June 1992 - August 1992; July 1993 - August 1994.

Graduate Research Associate, Center for Business and Economic Research, The University of
Tennessee, Knoxville, August 1989 - May 1992.
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Published Papen and Reports

"Dominant Firm Pricing with Competitive Entry and Regulation: The Case of IntraLATA
To"," (with David Kasennan and John Mayo). Journal ofRegulatory Economics. forthcoming 1998.

"Open Entry and LocalTelephone Rates: The Economics oflntraLATA Competition," (with
David Kaserman. John Mayo, and Simran Kahai), Review ofIndustrial Organization, forthcoming
1998.

"Concavity Assumptions in Regulatory Models and the Capital Waste Controveny," Journal
ofRegulatory Economics. Vol. 9.1996, pp. 95-100.

"Key Antitrust Pricing Issues (or Regulated Industries with Emerging Competition," NRRl
Quarterly Bulletin, Vol. 17, No.2, 1996, pp. 279-:298.

Telecommunications Service Quality (with V.W. Davis. D. Landsbergen, R.W. Lawton, N.
Zearfoss. and 1. Hoag), National Regulatory Research Institute, The Ohio State University,
Columbus. March 1996.

"Telephone Vouchen: Experiences in Other Markets," NRRI Quarterly Bulletin, Vol. 16, No.
4. 1995. pp. 537-547.

Telecommunication Infrastructure Investments and State Regulatory Reform: A Preliminary
Look at the Data (with Vivian Davis and Catherine Reed). The National Regulatory Research
Institute. The Ohio State University, Columbus. December 1994.

Considerations in Preparing and Reviewing Socioeconomic Impact Assessments for Low-Level
Waste Disposal Facilities (with Mary English, Matthew Murray. and Zoe Hoyle), for the U.S.
Depanment ofEnergy. National Low-Level Waste Management Program, EG&G Idaho, Inc., Idaho
Falls. Idaho: August 1992.

Economic Effects of The University of Tennessee, Knoxville, Athletic Department, (principal
investigator with William Fox and Matthew Murray), for The University of Tennessee. Knoxville.
Athletic Department. Center for Business and Economic Research, The University of Tennessee,
October 1991. [Also published in Survey ofBusiness 28 (Fall 1992): 20-23].

Contributing Author to An Economic Report to the Governor of the State of Tennessee, on the
State's Economic Outlook. Center for Business and Economic Research. The University of
Tennessee. February 1991.
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Economic Impact of Chem-Nuclear Systems, Inc. on Barnwell County, South Ctuolina (with
Matthew Murray), for the U.S. Department ofEnergy. Energy, Environment and Resources Center,
The University of Tennessee, Knoxville, November 1990.

Current Research

"Regulatory Choice: Constraints and Inefficiency"

"Regulating Market Penetration: A Higher-Powered Incentive Scheme for Local Telephone
Companies."

"Access Pricing and Asymmetric Capacities in Local Telecommunication Markets," (with
David Mandy).

Presentations and Conference Participation

"Regulatory Choice: Constraints and Inefficiency," The 73rd Annual Western Economic
Association Conference, June 29, 1998.

Discussant, The 25th Annual Telecommunications Policy Research Conference (TPRq,
Alexandria, VA, September 27-29,1997.

"Electricity Restructuring Issues." two presentations before the Nevada State Senate Committee on
Commerce and Labor, February 1997.

"Regulating Market Penetration: A Higher-Powered Incentive Scheme for Local Exchange
Companies," The Tenth NARUC Biennial Regulatory Information Conference, Hosted by the
National Regulatory Research Institute at The Ohio State University, Columbus, September II, 1996.

"Regulating Market Penetration: A Higher-Powered Incentive Scheme for Local Telephone
Companies," The Advanced Workshop in Regulation and Public Utility Economics, Hosted by the
Center for Research in Regulated Industries at Rutgers University, Lake George, NY, May 30, 1996.

"Balancing Seemingly Conflicting Goals through a Minimum Subscribership Plan: Economic
Efficiency and the Risks Borne by Regulators," The 27th Annual Conference o/the Institute of
Public Utilities. Williamsburg, VA, December 12, 1995.

"The Minimum Subscribership Plan (MSP): Quality, Prices, and Current Policy," The 23rd Annual
Telecommunications Policy Research Conference (TPRC), Solomons, MD, October 2, 1995.

Page 3 of 5



Attachment LB-l
Testimony of Dr. Blank

Docket No.s 98-6004 and 98-6005

"A Positive Theory of Price-Cap and Rate-of-Return Regulation: Substitutes or Complements?",
Southern Economic Association Meetings, Orlando, FL, November 22, 1994.

Journal Referee

The American Economic Review, April 1995.

Prior Participation in Utility Cases Cpartiallist)

Telecommunications:

Docket Nos. 96-3002 and 96-3003, Nevada Bell's Entry into a Plan of Alternative Regulation
(testimony).

Docket No. 96-9035, Investigation into Procedures and Methodologies to Develop Costs for
Bundled or Unbundled Telephone Services (comments, testimony and cost analysis).

Docket No. 96-4041, Nevada Bell Petition on Confidential Nature of Telecommunications Cost
Studies (testimony filed).

Docket No. 97-5018, Investigation into the impact of the Telecommunications Act of 1996 on
Universal Service in Nevada (comments).

Docket No. 97-5027, Central Telephone Company-Nevada. tariff filing requesting an increase in
directory assistance rates (testimony and cost analysis).

Docket No. 96-8035, GTE, Depreciation Filing (testimony).

Docket No. 97-11017, Virtual Hipster Corp., Petition to terminate rural exemption of Churchill
County Telephone Company (testimony).

Review of Interconnection and Resale Agreements between Incumbent Local Exchange Carriers and
Competitors in Nevada.

Electricity:

Docket No. 95-9022, Nevada Electric Restructuring Investigation (several extensive comments).

Docket No. 96-6013 and 96-6014, Sierra Pacific Power Company tariff filing to allow negotiated
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contracts (testimony).

Docket No. 96-7020, Nevada Power Company Deferred Energy Case (testimony).
. .

Docket No. 97-6008, Nevada Power CompanY's~~esourcePlan (evaluation ofload forecasting).

Docket No. 97-8001, Investigation of issues to be considered as a result of restructuring of electric
industry (comments and testimony).

Docket Nos. 97-11018 and 97-11028, Proposed Unbundling Methodologies of Sierra Pacific Power
Co. and Nevada Power Co. (testimonies).

Docket No. 97-10004, Nevada Power Company's Green Power Tariff (testimony).

Natllral Gas:

Docket No. 97-8002, Investigation into alternative form of regulation for natural gas local
distribution companies and alternative sellers of natural gas, and related matters (comments and
testimony).

Professional Membership

American Economic Association

Western Economic Association
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