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REDACTED VERSION

two years in order for it to be worthwhile to "game" the system.

MCI WorldCom has performed a net present value analysis of the costs and benefits
associated with a requesting carrier converting some of the OS-O channels on a OS-I line it
currently purchases from ILECs out of the special access tariff to local usage in order to game the
requirement that ILECs offer EELs to requesting carriers if those carriers use the EELs to
provide "a significant amount oflocal exchange service." This analysis, which is based on
conservative assumptions and input values, shows that the additional costs would exceed the
savings if the requesting carrier were to give away six or more channels of local service out of 24
on a OS-I facility. It therefore demonstrates that a requirement that 25 percent or more of the
activated DS-I channels be used for local service is more than sufficient to remove the incentive
for requesting carriers to game the system and supports the proposition that a requesting carrier is
providing significant local service as long as 25 percent of the activated channels on a DS-I are
used for local service.

Description of the Analysis

The cost savings from converting loop-transport combinations currently purchased under
special access tariffs to UNEs are compared to the costs associated with setting aside one or more
of the OS-O channels on the OS-Is for local use. MCI WorldCom assumes the temporary use
restrictions will run at most through June 2001, a period of less than 15 months; the analysis
conservatively explores the ability of requesting carriers to recoup their up-front costs within two
years.

The savings from allowing requesting carriers to purchase EELs at UNE rates instead of
requiring them to purchase the identical loop-transport combination out of the special access tariff
is the difference between UNE rates and special access rates. Special access rates have volume or
revenue discounts that must be taken into account when calculating the potential savings. In
addition, under both current price cap rules and the CALLS proposal that may be adopted by the
Commission, special access rates will be falling over the next few years. (For the latter, special
access rates will fall by 3 percent less the inflation rate this year and 6.5 percent less the inflation
rate next year. In our analysis, the CALLS plan rate decreases and an inflation rate of 2 percent
are assumed.) Since most states have only recently set unbundled loop and transport rates, it is
less likely that those rates will change in the near future. Our model uses existing loop and
transport rates. The model calculates the total savings from converting all 24 DS-O channels in a
OS-1 facility from special access to UNEs. Of course, these savings would decrease
proportionately if fewer than 24 channels were activated and converted.

There would be a number of costs associated with assigning to local use OS-O channels on
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REDACTED VERSION

a DS-I that is otherwise not being used for the provision of local service. 3

• To use any channels on a DS-I for local service, the requesting carrier must deploy a
DACS to route those channels to its local switch. Thus, each and every time a requesting
carrier attempted to "game" a DS-I special access line by identifYing one or more of the
DS-O channels on that line as "local," it would have to bear the capital (and operating)
costs associated with a DACS. Based on its experience building its own network, MCI
WorldCom estimates that the capital costs for a DACS are $***.** for each DS-1. 4

• There are capital and operating costs associated with each DS-O port on the requesting
carrier's local switch that is assigned to local use. These include the costs of the switch,
power room and space buildout, and transport from the requesting carrier's
interconnection point through its node to the end user building point of presence.
Assuming a utilization rate of 75 percent, S MCI WorldCom's experience is that the port
and transport capital costs per port are $***. **. Thus, there is a "per port" capital cost of
$***.** for each DS-O channel that is set aside for local use.

• There would be operating and overhead costs - operations and maintenance, billing,6

3 While some of these costs would already have been borne if the requesting carrier
already provided some amount oflocal service on the DS-I, the ILECs' concerns appear to be
focused on the situation where a requesting carrier attempts to convert a large special access
customer, with multiple TIs carrying special access traffic, to UNEs. But in this situation, the
customer is unlikely to be receiving any local service over most of the TIs, and thus would bear
all the costs discussed below.

4 Other carriers may experience slightly different costs, depending on a variety offactors,
such as fill factors, network design, optimization, choice ofvendors, etc. These small cost
variations are likely to hold for other costs in this analysis as well.

5 MCI WorldCom and all other requesting carriers, as new entrants into the local
exchange market starting with zero market shares, are deploying switches and transport facilities
in advance of demand for the full utilization of those facilities. Thus, it is conservative to assume
that on average these facilities are being operated at a 75 percent utilization level.

6 While this analysis has been performed at the request of Commission staff to respond to
ILEC allegations that requesting carriers would "game" the system by providing special access
customers local DS-O channels for free or at very low rates that would generate little or no
billable local revenues, even a requesting carrier that was attempting to game the system would
have to create and implement a local billing capability to generate the information needed to
demonstrate that it was providing local service to meet any audit requirements.
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rent, property taxes, and franchise fees - that, based on MCI WorldCom's experience
total $** ** per DS-O each year.

• If a requesting carrier were to convert its special access lines to EELs, it would face
substantial termination liability charges associated with failing to meet the time, volume, or
revenue requirements in its existing special access contracts. While some of these
termination liability charges might be avoided if the requesting carrier were to convert
special access lines to EELs only selectively (because then the requesting carrier might
continue to meet some or all of the time, volume, or revenue requirements), any wide
scale attempt to convert special access lines to EELs would trigger all the termination
liability charges. The termination liability charges that MCI WorldCom faces vary from
ILEC to ILEC, ranging from $***.** per DS-l for Southwestern Bell to $****.** per
DS- I for Bell Atlantic-North. We have run our model using two input value - the full
termination liability charges and zero termination liability charges - to show that even if
there were no termination liability charges it would not be beneficial for requesting carriers
to attempt to game the system.

MCI WorIdCom's cost figures are conservative, and err on the side of not accounting for
certain possible costs that requesting carriers may face as they attempt to convert their special
access services to UNEs. For example:

• There would be provisioning and order-entry costs associated with obtaining the switch
ports and transport needed to provide the "sham" local service. It is likely that these costs
would be lower, per DS-O, as part of the widespread conversion of special access lines
than the provisioning costs MCI WorldCom currently experiences, but it is hard to
estimate by how much, and therefore these costs have not been included in this analysis.

• Any ILEC-imposed non-recurring charge for conversion of the DS-l s from the special
access tariff to UNEs should be minimal, and only associated with billing expenses. The
analysis therefore assumes there would be no NRC costs associated with the conversion.
ILECs, however, are attempting to impose high NRCs for these conversions, and it is
possible that in some states there will be additional costs associated with inappropriate,
but real, NRCs.

• Where existing customers are fully utilizing all of the channels on their DS-Is for non
local/non switched access traffic, assigning any of those channels to local service would

require that the traffic that had been carried over those channels be moved to other DS-I s.
Thus, the requesting carrier would have to purchase additional DS- Is for that traffic,
which would reduce the savings from shifting from special access to UNEs. These
additional costs would be particularly large if a requesting carrier attempted to convert all
the special access traffic of a large customer using multiple TIs to UNEs. These costs for
additional TIs should be taken into account in the net present value analysis, but due to
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the difficulty in constructing accurate estimates in a short time frame, MCI WorldCom has
omitted these costs to provide a conservative estimate.

• To the extent that the requesting carrier is operating its local switches at or near capacity,
there also are opportunity costs associated with the revenues lost from assigning switch
ports to customers who will not use them to generate revenues for the carrier. These lost
revenue opportunity costs should be taken into account in the net present value analysis,
but due to the difficulty in constructing accurate estimates of these in a short time frame,
MCI WorldCom also has omitted these costs to provide a conservative estimate.

Results

Attachments 1 and 2 show the net present value of setting aside 1,2,3, ... 7 of the 24 DS
ochannels for "sham" local usage, in the 8 largest ILEC regions. In Table I, the costs associated
with termination liability charges are included in the calculations; in Table 2, no termination
liability charges are included in the analysis. A negative net present value figure indicates that the
costs exceed the savings and thus it would not be beneficial for the requesting carrier to undertake
a conversion with "sham" local usage.

Attachment 1 shows that in all the ILEC regions except Ameritech, the requesting carrier
would not be able to recover its up-front costs ifit had to set aside 5 or more of the 24 channels
for local usage. That is, in all but one region, there would be no incentive to game the system if
21 percent of the activated channels had to be set aside for local usage. It would not be beneficial
to game the system in any of the ILEC regions if the requesting carrier had to set aside 6 or more
of the 24 channels for local usage (25 percent of the activated channels),

Attachment 2 shows that even if the requesting carrier would not have to pay any
termination liability charges for converting the circuits to UNEs, there would be no incentive to
game the system in all the ILEC regions except Ameritech and SBC if it had to set aside 5 or
more circuits (21 percent). It would not be beneficial to game the system in any of the ILEC
regions if the requesting carrier had to set aside 6 or more of the 24 channels for local usage (25
percent of the activated channels).
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ATTACHMENT 1
NET PRESENT VALUE ANALYSIS OF "GAMING"
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NPV~ 12% for 2 years, -gaming- 1 drClit 12%
Cash Flows

NPV lnitiallnves Year 1 Year 2 Total
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Item. expressed at the PS.o level with the exception of pACS

AssLrll'bons
1 For each T1, the capital costs for setting aside 1 or more OS-OS for Ioall use are"

(a) !he capital costs assodated 'M1h a OACS, and
(b) for each os-a set aside for local use, !he DS-O port and tiransport capital costs.

2 Access charges recJJced by prodJc1ivt1y factor less inflation: (3%, 6.5%) - 2%.
3 MTL penalty based on MCI Wor1dcom convni1ments and assLrll'tion 1hat iMdespread

conversion from speda' access to UNEs wit resUt In failure to meet teons.
4 For GTE and USIN, an average of !he MTLs of !he 01her ILECs was used.
5 12'''' is !he asst.med cos! of money for 1I1s project.
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I
36 BA-S
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~
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~
~ NPV@ 12'''' for 3 years. "gaming'" 6 ~~~IsFIows 12%

~ NPV I"'allnves Year 1 Year 2 Total
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98 GTE ItIIALUE' ItIIALUE' #VALUE' ItIIALUE' IIIIALUEI
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t2- PREPARED" ANTtelPATIOH OF UTIGATION WITHOUT TER.u.T1ON LIABlUTY CHARGE

r+ REDACTED VERSION

1-+
~

Kerns uor.ned pc the DS-o levtl dh the eKctption of PACS

~ -- II -4---- Annual Costs •.-J- One-Time Costs

UHE ....
Port and UHE .... Access
Transpon Acce$S Savings

Capital DACS Sa\Oings Yr. 2 ~

Costs Per Capital Estimated OYemead Yr. 1 • 1% 4.5% Add'I

~
~Port Coats MTL Costs R._ Reduc
All - - 0.00 - - iIIIALlIEl

f-ff ~ - - 0.00 - - iIIIALUEI

I-i1 ~ - - 0.00 - - iIIIALUEI
~ ~ - - 0.00 - - iIIIALUEI
If. ~ - - 0.00 - - iIIIALUEI

fTs ~ - - 0.00 - - iIIIALUEI

~ ~ - - 0.00 - - iIIIALUEI

'Tr :USW - - 0.00 - - WAlUE!

I-ii
~

L-..!£!.!!

"To Assumptions
Iii 1 For each T1, the capital costs for setting aside 1 or more 05-0s for k>elil use are:

~ (a) the capital costs JlSsociated with • OACS, and
I-f, (b) for each os-a set astde for IocaJ use, the 05-0 port and transport capital costs

IT. 2 Access chlirges reduced by produdMty factor IeSllntlatton: (3%, 8.5%) - 2%.
tTs 3 Cons8f'Vlltively lS\derst..te the costs by asslJlring that thwe wil be no labllty tennlnation

~ eNlrges resulting from widespread conversion of tpeelal access lraffte 1o \oNE traffic.

~ • 12% is the assumed eost of money for this project
fTs
~
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~

~ NPV C 12% for 2 years, "gaming" , circUt 12%

I
I Cesh Row Calculation Example lf-f, Cash Aows A1T cakUatlons for -aamin.o" 2 ctrctits

'T2 NPV lnitiallnve Year 1 Year 2 Too"
33 AIT IN'AlUEt IVALUE! ",ALVEI .vALUE! .vALUE! !nkiaI hyutmtot

3' BA-N WAlUE! ""ALUEI "'ALVEI "'AlUEI fWALUEl 1. Two OS-O Port CapItal Costs C ($-.-) each #VAlUe'

35 BA-S #VALUE! WAlUEl "'AlVEI "'AlVE! lNALUEl 2. One fIJI T1 DACS Co,,"al Cost 0 (S-) -
36 BST #VALUE! ""ALUEt WAlUEI WAlUEI iIIIALUEI

11

37 GTE #VALUE! WALUEI WAlUEt #VALUEI iIIIALUE' Initial"vutment WALUEI

38 PB *VALUE! WALUEI WAlUE! iIIIALUEI iIIIALUE!
39 SWB "'AlVE! "'ALUEI #VALUE! iIIIALUEI .-vALUE!

I

'0 US>N iIIIALUE' iIIIAlUEI WALUe! WAlUE! iIIIALUE!

...!b Y!lL1

-# NPV C 12% 10f 2 years, "gaming" 2 cirCl.Mts 12% 1. Two OS<> <>vemead Coata 0 (S-.-) .ach IAIAlUE!

.3 CuhRows 2. F" Tll.t-lE ..\Oings 0 S-.- X 2' IN'AlUEI

~ NPV lnitiallnve Year 1 Vear 2 Totol WALUEI

.5 AIT iIIIALUEI WAlUE! ""ALUE! iIIIALUEI WALUEI Yul.1 Y•• 1 Cash Flows

.6 BA-N iIIIALUEI WALUf! iIIIALUEI iIIIALUEI iIIIALUEI 1. Two OS-O Overhead costs C ($-.1 each WAlUE!

.71......~ WALUE! WALUf! WALUE! iIIIALUE! WALlIE! 2. F" T1 l.t-lE ..\Oings 0 S-.- X 2. (Ie.. MF) WAlUE!

.8 BST iIIIALUEI iIIIALUEI WALUE! iIIIALUEI .vALUEI WALUE!

.9 GTE WALUE! ""'ALUE! WALOE! iIIIALUEI WALUEI Yew 2 Cash Flows

50 PB WALUEI WALUE! I1AIALUE! iIIIALUEI WALUEI ~
51 SWB #VALUE! WALUf! WALUE! iIIIALUE' iIIIALUE! :~____..............~~=______..r.r,,_...._'VlA""'"..___••'V.r"'"...~=-.......JVV'J'Ir"'".F._.A._v._••"'".__•_._-_._•••_••"'J'•••••••••••••••-•••••-••••••••••••••••.F.__._••_••_'._••.F.__••_.

52 USW WALUf! WAlUf! WAlUEI WALUE! iIIIALUEI

~ NPV 0 12% for 2 ynrs, "gaminlf 3 circuits 12%
~
~

Cash Ftows

56 NPV IrWtiallnve Year 1 Year 2 Tolol
51 AIT WALUEl WALUE! WALUEI WALUE! iIIIALUEI
58 BA-N WALUE! WALUE! ""ALUE! iIIIALUE! iIIIALUEI
59 BA-S WALVE! WALUE! iIIIALUE' iIIIALUEI iIIIALUEI
60 BST WALUE! WALUE! WAlUE! WAlUEI iIIIALUEI
61 GTE WALUE! WALUE! WALUE! WAlVE! iIIIALUEI
62 PB WALUE! WALUE! ""ALUE! WAlUE! iIIIALUE!
63 SWB iIIIALUEI iIIIALUE! iIIIALUE' iIIIALUEI iIIIALUEI
f3.4USW WAlVE! troIALUE! ""ALUE! iIIIALUEI WALUE!

~ NPV C 12% (0( 2 years, Ngarning" '" draMs 12%
~,.g Cash Flows

68 NPV lnitiallnve Year 1 Ye.r2 Total
69 AIT #VALUE! WALUE! WALVE! iIIIALUEI iIIIALUE!
70 BA-N WALUE! ""ALVEI #VAlUEI #VALUEI WAlUE'
71 BA-S iIIIALUEI WALUE! WALUE! WALUE! iIIIALUE!
72 BST WAlUE! WALUE! WAlUE! iIIIALUEI iIIIALUEI
73 GTE WAlUE! WAlUE! ....,AlUE! WALVE! W,tJ.UE!

7' PB "'ALUE! WAlUE! WAlUE! iIIIALUEI WALUEI

75 SWB "'ALVE! WAlUE! WALUE! WAlUE! iIIIALUEI
76 USW WAlUE! WAlUE! WALUE! WALUE! iIIIALUEI

~ NPV 0 12% fO( 2 years, -gaming" 5 circUts 12%
~
~

Cash Flows

80 NPV lnitiallnve Year 1 Ve.r2 Tal",

81 AlT WAlUE! WAlVE! WALUE! WALUEI iIIIALUEI
82 BA-N WALUff WAlUE! iIIIALUEI iIIIALUEI iIIIALUEI
83 BA-S WALVE! ""AlVE! iIIIALUEI WALUE! iIIIALUEI

8' BST WAlUf! iIIIALUEI WALUE! WALUE! iIIIALUEI
85 GTE W.ALUE! WAlUE! WAlUf! iIIIALUEI iIIIALUEI
86 PB #VALUE! "'AlUE! WAlUf! WAlUE! iIIIALUEI
87 SWB ""'AlUE! WALUEI ....,AlUE! wALUE! tVAlUE!

88 USW "'AlUE' "'ALVEI #'VALUEI WALUE! WALUfl

~ NPV@ 12".4 fO( 2 years, -gaminlf 6 drcUts 12%..lQ.
4.!, Cash Flows

92 NPV lnitiallnve Year 1 Year 2 Tal",

93 AlT i1VAlUE! tVALUE! WALUE! WALUE! iIIIALUE!

9' BA-N #VAlUE! WAlUE! "'ALUE! ....,....LUE! "'ALUE!

95 BA-S #V....lUE! WALUE! #VALUE! iIIIALUEI iIIIALUEI
96 BST W ....LUE! i1VAlUE! #VALUEI iIIIALUEI iIIIALUEI
97 GTE #VALUE! WAlUE! #VALUE! WALVE! .vAlUE!

98 PB #VAlUE! "'ALVE! #VALUE! iIIIALUEI WAlUEI

99 SWB *VALUE! *VALVE! #VALUEI WAlUE! WAlUE!

10< US>N #VALUE' .-vALUEI #VALUE I WALUe! W ....lUE!
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