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The purpose of this proceeding is to review economic cost data to see if the current
Subscriber Line Charge (SLC) of $5.00 should be increased. Undertaking this review is
consistent with the Commission's commitment to set prices based on the economic cost
of service. The National Association of State Utility Consumer Advocates (NASUCA)
commends the Commission for undertaking the review. We believe that consumers in
the United States should benefit from the same pricing standard established by the
Commission for interconnection and unbundled network elements -- total element long
run incremental cost (TELRIC). In our filing we show that there is no economic basis for
an increase in the Subscriber Line Charge.

The SLC is a flat charge that was originally designed to recover the interstate portion of
local loop costs from an end user. It is now responsible for the recovery of the allowed
common line, marketing and transport interconnection charge (CMT) revenue. The SLC
is subject to a cap that, particularly for residential customers, is often below the level
that would enable the Local Exchange Carrier (LEC) to recover the entire interstate
CMT revenue. The Coalition for Affordable Local and Long Distance Service (CALLS)
plan revised the system of common line charges by combining existing carrier and
subscriber charges into one flat-rated SLC, added marketing and transport
interconnection charge revenue recovery responsibility to residential and single-line
business customers, and providing for limited deaveraging of those charges under
specific conditions.

According to the Federal Communications Commission (FCC), by reforming the
common line rate structure, the SLC promotes competition and preserves Universal
Service. In addition, the FCC argues that controlled and capped increases in residential
SLCs promote competition and ensure that rate levels remain affordable, while SLC
deaveraging benefits consumers and preserve universal service. NASUCA, however,
disagrees that this has been the result of the SLC under CALLS.

NASUCA demonstrates that average forward-looking SLC costs are below $5.00, that a
comparison of the cost studies with comparable UNE rates shows that the cost
estimates provided by the Incumbent Local Exchange Carriers (ILECs) are grossly
overstated, and that the current $5 Subscriber Line Charge already covers costs. This
demonstration is based on an analysis of the FCC Synthesis Model and state
commission approved TELRIC rates. The FCC Synthesis Model calculates the forward
looking cost of universal service, and the unbundled network element rates are
approved by the state commissions under FCC rules that mandate rates be based on
forward-looking costs. Due to different input assumptions and modeling techniques, the
TELRIC rates do not always match the Synthesis Model results.

The basic and fundamental result is that forward-looking costs are significantly below
CMT revenues as consistently demonstrated by the Synthesis Model and the TELRIC
rates. The implication of this fundamental result is, first, that current rates are high
enough to recover the warranted forward-looking costs. Second, residential and single-
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line business customers are currently paying implicit subsidies to the carriers and thus,
supporting the carriers' other customers and stockholders. Third, increasing the
residential and single-line business SLC cap will increase the implicit subsidies paid by
these customers. Finally, in those rural high cost zones, where the SLC does not cover
the forward-looking cost, it is reasonable to recover these costs from the Universal
Service Fund.

NASUCA also demonstrates that the FCC must examine the allocation of cost between
voice grade services and non-voice grade advanced services. The public switched
network is being reconstructed to provide these advanced services. Many states have
started to assign costs to these services. It is time for the FCC to revise its rules such
that they are in accordance with a modern, multi-service platform. The loop can no
longer be regarded as a twisted pair of copper dedicated to an end-user and built for the
sale purpose of providing voice grade communications.

NASUCA is opposed to increasing the Subscriber Line Charge for the following
reasons:

• The Cost Studies Filed by the ILECS in This Proceeding Do not Justify an
Increase in the Subscriber Line Charge Cap (See Section 3);

• The FCC Must not Allow the CALLS-Proposed SLC Increases to Continue Based
upon Studies for which other Parties have been Denied a Meaningful Opportunity
to Review (See Section 3.1);

• The Cost Models Used for this Proceeding and Determining Increases in the
Subscriber Line Charge Cap Should be Based on Forward-Looking Economic
Costs, and not Embedded Cost Methodologies as Proposed by the ILECs (See
Section 3.3);

• The Cost Models Supplied by the ILECs in this Proceeding do not Provide Full
Disclosure of Model Inputs and Assumptions(See Section 3.4);

• The ILECs' Cost Estimates Overstate the Interstate Portion of Loop and Port
Costs, and thus cannot be Used to Justify Increases in the Subscriber Line
Charge (See Section 3.7);

• CMT revenue per line exceeds TELRIC SLC Cost and Synthesis Model Cost
estimates for 41 of 44 Bell Operating Companies (See Table 1 in Section 3.7);

• Capital Cost and Depreciation Estimates are not Transparently Presented in the
Cost Studies Submitted by the ILECs, and Shared and Common Costs are not
Property Allocated in the Cost Studies Submitted by the ILECs (See Sections 4.1
and 4.2);
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• No Information is Provided Regarding Outside Plant Assumptions in the Cost
Studies Submitted by the ILECs, (See Section 4.3);

• Forward-Looking Marketing Expenses are Not Incorporated into the ILEC Cost
Studies, (See Section 4.6);

• The NASUCA Model Results Indicate that Forward-Looking SLC Costs are under
$5 for about Three-Quarters of Residential and Single-Line Business Customers,
and Therefore that the SLC Cap Should not be Increased (See Section 5.2);

• Increasing the SLC Caps will Increase the Implicit Subsidy Flows Paid by
Residential and Single-Line Business Customers and Received by Carriers and
their other Customers (See Section 5.2);

• The NASUCA Model Results Demonstrate that Residential and Single-Line
Business Customers are Contributing to the Support of the Network, and Do not
Receive a Subsidy (See Section 5.3);

• Major ILECs Have Recently Interpreted Joint Cost Pricing to Require a Non-Zero
Price for Advanced Telecommunications Services, and the ILECs' Cost Studies
do not Reflect their View that a Portion of Loop Costs should be Assigned to
Advanced Services when the Loop is Used for ADSL Service (See Section 7.1);

• Today's Public Switched Telephone Network (PSTN) Has Been Constructed for
the Provision of Non-Voice Advanced Services, and the Subscriber Line Charge
Pricing Policy of the Commission Needs to Reflect This Fact (See Section 8);
and

• Interexchange Carriers (IXCs) are Imposing Real Costs on the Local Networks
that They do not Have to Pay for Under CALLS since the Traffic-Sensitive Costs
of the Feeder are being Recovered through an End-User Charge, Rather than
from the IXCs that Cause the Costs (See Section 8.5).

Conclusion and Recommendations

The economic and policy environment in the telecommunications sector is undergoing
rapid and fundamental change. Therefore, traditional pricing policies such as increasing
the Subscriber Line Charge as proposed under the CALLS order must come under
increasing scrutiny for their impacts in this rapidly changing environment.

It is appropriate to use the forward-looking costs incorporated into state approved
TELRIC rates and the FCC Synthesis Model to determine if an SLC Cap increase is
warranted. The cost data show that the SLC should not go above $5. However, at the
same time, we do not specifically seek deaveraging below $5 by asking in this
proceeding for zones with costs below $5 to be immediately priced at cost. In this
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proceeding, the FCC should only stop the increases in the SLC, and not change the
CALLS order in any other way.

The cap should not exceed $5 since with this cap the ILECs are still collecting too much
revenue - NASUCA estimates that customers with costs at or below $5 are paying
$1,113 million more than cost, while customers with costs over $5 are paying $472
million less than cost. In any event, maintaining the SLC cap at $5 would not cause any
company to have a rate of return below the FCC's authorized return on the order of
11.25%. As shown in Appendix A, every Company, other than New York Telephone,
Cincinnati Bell (Kentucky), and Southwestern Bell (Texas), is currently earning a return
on interstate service that exceeds 11.25%.

Furthermore, we recommend that the Commission undertake a proceeding in which it
identifies the shared and joint costs that should be allocated to non-supported services.
This filing demonstrates that the Commission's cost allocation procedures do not
provide protection to users of supported services, in violation of Section 254(k) of the
Act.

The Commission can no longer avoid the allocation issue of Section 254(k) because
this docket deals with what costs should be collected in the bundled exchange rate.
Our submission shows that the network is designed to meet the more demanding
requirements of data and video, and that the CALLS plan to collect all of these costs
from basic exchange service is illegal because it requires supported services to
subsidize non-supported services.

Finally, Section 254(k) directs the Commission to prevent supported services from
subsidizing non-supported ones. The Commission's current pricing rules and cost
allocation procedures require monopoly-supported services to subsidize non-supported
and competitive interexchange toll usage since traffic-sensitive costs are recovered
through the Subscriber Line Charge. NASUCA strongly urges the Commission to abide
by the clear intent of the Act, and end implicit subsidies.

National Association of State Utility Consumer Advocates
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This statement addresses the issue of scheduled increases in the Subscriber Line
Charge (SLC) under the Coalition for Affordable Local and Long Distance Service
(CALLS) proposal.2 On September 17, 2001, the FCC issued a Public Notice for the
Initiation of Cost Review Proceeding for Residential and Single-Line Business
Subscriber Line Charge ISLC) Caps -- CC Docket Nos. 96-262, 94-1. The Notice
required price cap Local Exchange Carriers (LECs) to file forward-looking cost
information associated with the provision of retail voice grade access to the public
switched telephone network. Comments are due on January 24, 2002, and Reply
Comments are due on February 7, 2002. These comments are presented by the
National Association of State Utility Consumer Advocates (NASUCA) on the complex
issue of proposed increases in the Subscriber Line Charge.3 The consumers
represented by NASUCA members have an immediate and direct interest in this
proceeding. The Federal Communications Commission (FCC) will decide here whether
to increase the SLC and thus the cost of basic service for residential customers by
$18.00 per year (or as high as $1.9 billion for all residential customers in the United
States). Based on the record here, the FCC cannot increase the SLC.

The SLC is a flat charge that was originally designed to recover the interstate portion of
local loop costs from an end user. It is now responsible for the recovery of the allowed
common line, marketing and transport interconnection charge (CMT) revenues. The
SLC is subject to a cap that, particularly for residential customers, is often below the
level that would enable the LEC to recover the entire CMT revenue.4 The CALLS plan
revised the system of common line charges by combining existing carrier and
subscriber charges into one flat-rated SLC, added marketing and transport
interconnection charge revenue recovery responsibility to residential and single-line
business customers, and providing for limited deaveraging of those charges under
specific conditions.s

In the CALLS Order (15 FCC Rcd 12962 (2000)), the FCC raised the cap for the
primary residential and single-line business Subscriber Line Charge (SLC) to $4.35 on
July 1, 2000, and to $5.00 on July 1, 2001. Further scheduled increases were also set
forth over the next two years, not to begin until the July 1, 2002 annual access tariff

2 In the Matter of AcceSS Charge Reform rcc Docket No. 96-262), Price Cap Performance Review for
Local Exchange Carriers rcc Docket No. 94-1), Low-Volume Long-Distance Users rcc Docket No. 99
249), and Federal-State Joint Board On Universal Service rcc Docket No. 96-45). Sixth Report and
Order in CC Docket Nos. 96-262 and 94-1, Report and Order in CC Docket No. 99-249, Eleventh Report
and Order in CC Docket No. 96-45. Adopted: May 31, 2000, Released: May 31, 2000.

3 NASUCA is an association of 44 consumer advocates in 40 states and the District of Columbia.
NASUCA's members are designated by the laws of their respective states to represent the interests of
utility consumers before state and federal regulators and in the courts.

4 Id., Paragraph 18.

5 Id., Paragraph 252.
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filings, and subject to the following Commission review in regard to the primary
residential and single-line business SLC:

"[W]e shall review any increases to residential and single-line business
SLC caps above $5.00 to verify that any such increases are appropriate
and reflect higher costs where they are to be applied. We will initiate and
complete a cost review proceeding prior to any scheduled increases
above this cap taking effect to determine the appropriate SLC cap. For
this proceeding, the price cap [local exchange carriers (LECs)] have
agreed to provide, and we will examine, forward-looking cost information
associated with the provision of retail voice grade access to the public
switched telephone network. We will address in that proceeding whether
an increase in the SLC cap above $5.00 is warranted and, if not, whether
a decrease in common line charges is warranted."6

According to the FCC, by reforming the common line rate structure, the SLC promotes
competition and preserves Universal Service. The Commission also asserted that
controlled and capped increases in residential SLCs promote competition and ensure
that rate levels remain affordable, while SLC deaveraging benefits consumers and
preserve universal service.? NASUCA, however, disagrees that this has been the result
of the SLC under CALLS.

3 The Cost Studies Filed by the ILECS in This Proceeding Do not Justify an
Increase in the Subscriber Line Charge Cap

The FCC cannot reasonably conclude that an increase to the SLC caps is justified.
Based on an analysis of the cost studies provided by the Incumbent Local Exchange
Carriers (ILECs) for this proceeding, increases to the SLC cap called for in the CALLS
proposal are completely unwarranted. Moreover, the current SLC cap may already be
overstated.

The cost studies filed in this proceeding fail to justify an increase to the SLC cap
because:

1. The submissions violate the forward-looking cost study standards established by
the FCC in recent decisions:

a. The cost submissions fail to include the actual models used to estimate
costs;

6 Public Notice for the Initiation of Cost Review Proceeding for Residential and Single-Line Business
Subscriber Line Charge ISLC) Caps -- CC Docket Nos. 96-262, 94-1.

7 Id., Appendix 3. Memorandum In Support of the Coalition For Affordable Local And Long Distance
Service Plan.
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b. The cost submissions fail to provide supporting information such as a
detailed description of all algorithms, computations, and software
associated with the study; and

c. The cost submissions fail to provide the essential input values used to run
the models.

2. The cost studies contain a number of fatal methodological flaws:

a. The studies are improperly designed to recover embedded costs, rather
than forward-looking economic costs;

b. The utilization rates assumed in the study are not forward looking; and
c. The depreciation lives used in the studies are biased towards investors

and do not reflect the useful economic lives of the underlying network
elements.

3. The ILECs have failed to meet the burden of proof that an SLC price increase is
cost justified.

a. The ILECs provided insufficient evidence that would permit any party or
the FCC to judge the reasonableness of their cost estimates -- any finding
to the contrary would be arbitrary and capricious;

b. Approval of fatally flawed cost studies would represent an unexplained
reversal of past FCC policy; and

c. The FCC cannot abdicate its role as a rational decision-maker by failing to
exercise proper judgment concerning the reasonableness of the LEC cost
estimates.

4. A comparison with comparable UNE rates shows that the LEC cost estimates are
grossly overstated.

The ILECs have filed cost studies that they contend support their position that an
increase in the SLC is justified on the basis of the cost of service. The record clearly
does not support such a conclusion. The ILECs have failed to provide the necessary
support information that would permit the Commission and interested parties to evaluate
the reasonableness of the studies. The Commission cannot approve the incomplete
filings without reversing its view on what information needs to accompany a cost study.
If the FCC were to approve such fatally flawed cost studies it would represent an
unexplained reversal of past FCC policy concerning appropriate forward-looking costing
principles, a clear violation of the directives of the Supreme Court.s

8 "While the agency is entitled to change its views on the acceptability of [a prior policy). it is obligated to
explain its reasons for doing so." Motor Vehicle Manufacturers Association vs. Slate Farm Mutual.
Automobile Insurance Company. 463 U.S. 29. 56, 103 S.C!. 2856. 2873, 77 L.Ed.2d. 443 (1983) -- United
States Court of Appeals (Fifth Circuit) 737 F.2d 1095, 1134 (D.C. Cir. 1984) {CALLS Appeal} Docket No.
00-60434, at Page 7.
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Furthermore, verifying an increase to the SLC caps based upon cost studies that relies
upon embedded costs, undisclosed algorithms, and unidentified state specific inputs is
categorically inexcusable. The FCC cannot abdicate its role as a rational decision
maker by failing to exercise its proper judgment concerning the reasonableness of the
LEC cost models and the resulting cost estimates. To do so would be contrary to the
findings of the United States Court of Appeals.9

3.1 The FCC Must not Allow the CALLS-Proposed SLC Increases to Continue
Based upon Studies for which other Parties have been Denied a Meaningful
Opportunity to Review

Access charge reform has been a thorny issue for almost two decades.1o In an attempt
to address industry concerns about access charges, the FCC approved the CALLS
proposal. According to the FCC, this proposal was supposed to "bring lower rates and
less confusion to consumers; and create a more rational interstate rate structure. This,
in turn, will support more efficient competition, more certainty for the industry, and
permit more rational investment decisions."11 While the FCC and the industry insiders
that authored the proposal saw CALLS as a panacea, it has been less warmly received
by others.

In response to early criticism of the original CALLS plan by consumer groups and state
commissions, CALLS members filed a modified version of the proposal on February 25,
2000. The CALLS Order adopted by the FCC on May 31, 2000 reflects the modified
CALLS proposal in that, among other things, it requires a review of "increases to
residential and single-line business SLC caps above $5.00 to verify that any such
increases are appropriate and reflect higher costs where they are to be applied." The
Commission stated that the cost benchmark would be forward-looking economic
costS.12

The cost review taking place in this proceeding is particularly important because the
FCC declined to require cost studies prior to adopting the CALLS proposal. Rather, the
FCC left to this proceeding to address "whether an increase in the SLC cap above
$5.00 is warranted and, if not, whether a decrease in common line charges is
warranted.,,13

9 An agency abdicates its role as a rational decision-maker if it does not exercise its own judgment, and
instead cedes near-total deference to private parties' estimates--even if the parties agree unanimously as
to the estimated amount. Cf. Laclede, 997 F.2d at 946 ("Even when the customer support is unanimous,
however, FERC retains the responsibility of making an 'independent judgment' as to whether the
settlement amount constitutes a reasonable remedy."). CALLS Appeal at 13.

10 CALLS Order at '112

11 CALLS Order at '111

12 CALLS Order at '1183

13 CALLS Order at '1183 (footnote omitted)
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Unfortunately, the CALLS members participating in this proceeding do not appear to be
interested in allowing parties the opportunity to examine the reasonableness of the
current SLC cap -- or its scheduled increase. The ability of parties to review the ILECs'
cost estimates is severely impaired because of the ILECs' collective failure to provide
such basic information as the computer models, formulas, and inputs used to obtain the
cost estimates.

The FCC must not allow the CALLS-proposed SLC increases to continue based upon
studies for which other parties have been denied a meaningful opportunity to review.
Allowing CALLS members to perpetuate the charade that the SLC is less than the
economic cost of service would be a disservice to all consumers and would reinforce
the suspicions that CALLS is nothing more than an illicit backroom deal that unjustly
benefits CALLS members at the expense of the American public.14 In the remaining
sections of Section 3 of our submission we describe how the ILEC's cost filings do not
comport with the Commission's costing standards and therefore cannot be found to be
supportive of the proposed increase in the SLC.

14 In a separate statement attached to the CALLS Order FCC Commissioner Harold Furchtgott-Roth
describes the process by which the original CALLS proposal was modified as "fundamentally inconsistent
with principles of neutrality and transparency that must govern agency decisionmaking." Commissioner
Furchtgott-Roth points to the fact that the FCC "held a series of meetings with a select group of some 
but by no means all - of the parties with interests in this proceeding" to negotiate a compromise, and that
"the substance of what was discussed at these meetings was not publicly disclosed." "More dismaying" is
the fact that, in return for certain modifications to the CALLS proposal, the FCC furtively agreed to resolve
two issues that are unrelated to access charge reform in favor of CALLS members. "To brief the
Commissioners and their staff regarding the outcome of the CALLS negotiations, the Bureau distributed
briefing sheets outlining the incumbent carriers' concerns and making plain that the depreciation and
special access matters had become a key part of the CALLS package. Nothing in this order, however,
tells the public of this connection between this order and these other dockets: According to Furchtgott
Roth "it was entirely improper for the Commission to have permitted the unrelated matters of depreciation
and special access become part of the negotiations:

FCC Commissioner Gloria Tristani pointed to the "numerous pro-consumer commitments" and their
potential positive impact on consumers as a significant reason why she voted to approve the CALLS
proposal. However, in a speech less than two weeks after CALLS was released she expressed concern
that the long distance carriers were not honoring their commitments to pass through access charge
savings to consumers because AT&T had already announced that it was raising its per-minute long
distance rates. According to Commissioner Tristani, "at a minimum, this proposed increase appeared to
violate the spirit of the reform package, which was touted as reducing rates for consumers." As a result
she suggested "it might be advisable to put CALLS on hold until we get more satisfactory answers: See:
http://www.fcc.gov/SpeecheslTristani/2000/spgt007.html

Unfortunately, consumers have not received many satisfactory answers since the CALLS Order was
released. A recent Wall Street Journal article notes that the nation's three largest long distance carriers
have just recently introduced their latest round of rate increases. See
http://interactive.wsj.com/archive/retrieve.cgi?id=SB1009932069671487280.djm
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3.2 The Cost Models Submitted by the ILECs for this Proceeding are not
Forward-Looking Cost Models Based on Economic Costs and Verifiable
Assumptions

While there are countless ways to construct a cost model, there are two basic principles
that must be adhered to in order to properly model an efficient forward-looking
telecommunications network. First, the study should be based upon economic rather
than embedded costs. As stated in the Commission's CALLS order: "For this
proceeding, the price cap [local exchange carriers (LECs)] have agreed to provide, and
we will examine, forward-looking cost information associated with the provision of retail
voice grade access to the public switched telephone network.,,15

Second, there must be full disclosure of all assumptions, algorithms, and input data.16

The study assumptions must be reasonable and well documented so that they may be
verified. If these basic conditions are not met the model cannot be relied upon to
provide reasonable results. Even the most precise model can provide erroneous cost
estimates if the underlying inputs are inherently flawed or cannot be verified. 1?

Unfortunately, the cost submissions provided by CALLS members in this proceeding fail
to satisfy these basic conditions. 18 Rather than providing accurate forward-looking cost
estimates and detailed explanations of how these figures were calculated, these cost
submissions are, at best, nothing more than a laundry list of unsupported figures. As a
whole, the studies reviewed by NASUCA represent a collection of questionable
methodologies and entirely unsupported assumptions. Each submission is more
appropriately described as a "Black Box" that raises many more questions than it
answers. 19 The FCC cannot justify the current SLC cap; much less authorize any

15 See CALLS Order, Paragraph 83.

16 When reviewing forward-looking economic cost studies the FCC has explicitly stated that the model
must be well documented, open to inspection, and that all supporting information must be fully disclosed.
See, for example, DA 98-217 at Page 3: ·Please provide supporting information that includes a detailed
description of the proposed cost study and all underlying data, formula, computations, and software
associated with the study. The documentation should include a complete listing of algorithms and
formulas used in the study and in any pre-processing modules... if the proposal contains changes to the
algorithms or inputs of a model under consideration by the Commission, however, such changes must be
clearly documented." These principles are also supported by a number of state regulatory decisions.
See, for example, Washington Utilities and Transportation Commission Docket No.UT-960369-Eighth
Supplemental Order at 1f1f24-25, Connecticut Department of Public Utility Control Docket No. 95-06-17
released December 20, 1995 at Page 77, and Public Utilities Commission of Nevada Docket No. 96-9035
at 1f1f53-54.

17 "GIGO" or Garbage In Garbage Out is a computer programming term that best describes this situation.
A program or model's results are only as good as the information used to run the model.

18 Due to the short time schedule set for this proceeding NASUCA limited its cost study analysis to the
submissions of the RBOCs - BeliSouth, Owest, SBC, and Verizon. These firms were chosen because as
a group they serve the vast majority of access lines in the United States.
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increases to the cap, based upon the evidence at hand. To do so would be
irresponsible and an abrogation of the FCC's responsibility to ensure that rates be just
and reasonable.

3.3 The Cost Models Used for this Proceeding and Determining Increases in the
Subscriber Line Charge Cap Should be Based on Forward-Looking
Economic Costs, and not Embedded Cost Methodologies as Proposed by
the ILECs

Although the Regional Bell Operating Companies ("RBOCs") claim that their studies are
forward-looking, nothing could be further from the truth. Rather these studies are
embedded cost studies re-evaluated using current prices.

There are numerous examples in these submissions indicating that the models are
designed to recover embedded costs. For example, Southwestern Bell Company (SBC)
states "plant investments are computed for each component reflecting the mix of
equipment used today.,,2o SBC does not even attempt to explain why it believes its
embedded plant represents the technological and design requirements of an efficient
forward-looking network.21 It is clear that SBC's studies are not forward-looking because
they are based upon existing plant rather than the most efficient technology available.22

The FCC has been very clear that the existing plant mix should not be used in a
forward-looking cost study:

19 Sprint relied upon the FCC's cost model. However, Sprint performed a sensitivity analysis. but did not
disclose information concerning the derivation of the new inputs. Thus, NASUCA has been unable to
audit the results to establish the reasonableness of the proposed changes.

20 SBC Study. Attachment 1 at Pages 7 and 14. NASUCA cannot be cerlain that the remaining cost
studies it has reviewed are designed to recover embedded costs because so little useful infomnation has
been disclosed. However. the limited documentation prOVided by BellSouth, Qwest. and Verizon
suggests that this may be the case.

21 BeliSouth's Cost Calculator applies the embedded relationship between cable and structure to
determine the cost of poles. conduit. and trenching. No attempt is made to determine the forward-looking
cost of these structures. See BellSouth cost submission at Page 4. Verizon relies on its embedded
network design. It lays out distribution and feeder plant right on top of existing plant. No effort is made to
design the lowest cost network configuration. given the existing wire center locations. Verizon Cost
submission, Attachment D, Page 5.QWEST asserts that it builds cable based on user-supplied inputs.
However, it never provides evidence to confirm that these inputs are forward-looking. QWEST cost
submission, Page 3.

22 Providing embedded cost information is in direct conflict with the FCC's order initiating this proceeding.
In DA-01-2163 the FCC explicitly stated. "the price cap [local exchange carriers (LECs») have agreed to
provide, and we will examine. forward-looking cost information associated with the provision of retail
voice grade access to the public switched telephone network." (emphasis added) In failing to provide
forward-looking cost information the RBOCs have assured that the FCC cannot determine that an
increase to the SLC cap is justified.
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"[e]xisting incumbent LEC plant is not likely to reflect forward-looking
technology or design choices. Instead, incumbent LECs' existing plant
will tend to reflect choices made at a time when different technology
options existed or when the relative cost of equipment to labor may
have been different than it is today. ,,23

19

What this example illustrates is that SSC was correct to assert that its "study is not
designed to establish the correct loop cost, rather it is to document the cost of providing
such a service:24 Just like the other ILECs, SSC has incorrectly presented a
reproduction cost study, something that has been explicitly rejected by the FCC, rather
than a replacement cost study as required by FCC costing principles. That is, the
ILECs have proposed a methodology that the FCC finds to be economically
meaningless. Furthermore, the Commission recently argued before the Supreme Court
that the reproduction methodology was "wooden and long-discredited". The
Commission added that the cost of replicating an incumbent's existing facilities would
produce rates '''that reflect inefficient or obsolete network design and technology.",25

The FCC should not allow CALLS members to disregard its costing standards when
attempting to support an increase in the SLC cap. To do so would unjustly enrich these
firms at the expense of the American public.

3.4 The Cost Models Supplied by the ILECs in this Proceeding do not Provide
Full Disclosure of Model Inputs and Assumptions

Reviewing a cost study designed to estimate the cost of providing an efficient
telecommunications network is an arduous task even under the best of circumstances.
Due to the schedulini/; and procedural constraints of this proceeding, the difficulty of this
task is even greater. However, one does not have to delve too far into the ILECs cost
submissions to discover fatal flaws. None of the ILECs proVided its cost model or the
inputs used to run the models. This alone is reason for the FCC to completely reject
these submissions and deny attempts to further inflate the SLC cap. SSC claims that it

23 Inputs Order at 1[351 citing Platform Order, 12 FCC Rcd at 21350, Paragraph 66.

24 SBC Study, Executive Summary, at Page 4.

25 See: FCC Brief in Verizon Communications Inc. et al., Petitioners v. FCC, in the Supreme Court of the
United States, 00-511, 00-555, 00-587, 00-590 and 00-602, April 2001, at page 28, quoting Local
Competition Order at 1[684.

26 One must also consider the magnitude of the auditing task presented by this proceeding. For example,
the FCC has taken over seven months to review the cost studies submitted by Verizon in Virginia. That
proceeding encompasses a single company, a single study area, and a single set of inputs. Conversely,
in this proceeding parties have less than three months to complete a similar task involving more than 10
companies and 181 study areas. Verizon alone has indicated the use of three distinct cost models.
Further exacerbating difficulties is the fact that the ILEC cost submissions rely on state specific inputs,
each of which, rightly, must be verified.
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did not provide the actual inputs used in the model because they are proprietary and
competitively sensitive.27 This excuse has no merit. Regulated firms regularly provide
commercially sensitive proprietary information to regulators and other neutral parties
under standard proprietary agreements.28 There is no reason why SBC or any other
firm could not have provided its cost model and inputs under such an agreement.

The ILECs' conscious decisions to withhold cost models and inputs makes it impossible
for parties to validate the accuracy of these models and because of this denial of due
process it would be improper for the FCC to conclude that these cost estimates
accurately reflect the operations of an efficient firm.29 The FCC cannot ignore the
importance of using reasonable model inputs in this proceeding. The FCC must not
allow these companies to avoid scrutiny by deliberately failing to supply interested
parties with any useful information. To do so would run counter to previous decisions of
the FCC and various state commissions and by itself destroy the credibility of this
proceeding.

Even without revealing the actual inputs used in their studies, the RBOCs have provided
a second irrefutable reason for the FCC to reject these submissions. This is because
the RBOCs cost models rely upon state specific inputs.3D The FCC has explicitly
rejected the use of state specific inputs in the Universal Service Proceeding because
they are administratively unmanageable and inappropriate.

"We find that using company-specific data for federal universal service
support purposes would be administratively unmanageable and
inappropriate. Moreover, we find that averages, rather than company
specific data, are better predictors of the forward-looking costs that should
be supported by the federal high-cost mechanism. Furthermore, we note
that we are not attempting to identify any particular company's cost of
providing the supported services. We are estimating the costs that an
efficient provider would incur in providing the supported services."31

27 SBC Study, at Page 4.

28 See for example, DA 01-2828, the order governing the use of proprietary wire center line counts in this
proceeding. In this proceeding, NASUCA received proprietary line count information pursuant to the
Commission's Interim Protective Order.

29 For example. while SBC allegedly "utilized a computer model to calculate the forward-looking cost of
the loops and ports that comprise residential voice grade telephone service" it did not provide a
breakdown of its cost estimates by loop and port. SBC could have easily provided this infonnation
allowing parties to compare its alleged port costs with the port rates established by the FCC in In the
Matter of Federal-State Joint Board on Universal Service CC Docket No. 96-45 and Forward-Looking
Mechanism for High Cost Support for Non-Rural LECs CC Docket No. 97-160. Tenth Report and Order.
("Inputs Order") released November 2, 1999.

30 See. for example. SBC study at Attachment 1. Page 7, Verizon study at Attachment D. Page 2, and
BeliSouth at 4. NASUCA was unable to identify the use of such inputs by Owest because so little
information was provided in its cost submission.

31 Inputs Order at 90. (footnotes omitted).

National Association of State Utility Consumer Advocates



National Association of State Utility Consumer Advocates 21

The FCC rejected company specific inputs because of the possibility that they could not
be verified and that the inputs may be overstated.32 To overcome these problems the
inputs chosen for the universal service studies were generally derived from publicly
available data sets. The conclusions drawn by the FCC in the Inputs Order are equally
applicable here. The FCC must continue to rely upon cost model inputs that are both
reasonable and verifiable.

Elsewhere in this document we use state specific TELRIC rates to judge the
reasonableness of the ILECs' cost studies (See Table 1 in Section 3.7). Use of the
state specific TELRIC prices is distinguishable from the FCC's decision in the USF
docket because the state commissions have spent years evaluating the reasonableness
of the inputs to the TELRIC studies. The FCC rejected ILEC sponsored, state specific
inputs in the USF proceeding because it would be administratively unmanageable for
the FCC to conduct a thorough review of the company-specific data.

3.5 It is Appropriate to Compare the Cost Information Provided by the ILECs
with Reasonable Forward-Looking Cost Estimates

The 1996 Telecommunications Act requires that states set cost-based prices for
unbundled network elements. To help the states accomplish this goal, the FCC
concluded that the state commissions should set prices for UNEs following a forward
looking economic cost methodology. In the Local Competition Order the FCC described
its forward-looking cost-based pricing standard in detail. The FCC concluded that the
price of a network element should include the forward-looking costs that can be
attributed directly to the provision of that element, including a reasonable return on
investment, plus a reasonable share of the forward-looking joint and common costS.33

The connection between the UNE loop and port rates established by state commissions
and the cost information requested in this proceeding is easy to make because there is
a direct, one-to-one relationship between the facilities underlying the aforementioned
UNEs and the facilities in question in this proceeding.34 However, the RBOCs have
attempted to drive a wedge between the cost of providing loops and ports as UNEs and
the cost information they have provided for this docket.

32 In this Proceeding, Verizon claims at Page 9 of Attachment Dof its cost submission that "... investments
are then made state specific, where appropriate, by applying a factor to the element to gross them up..."
Does this mean that state specific values are only appropriate if they are greater than average costs?
Based on the scant information provided in Verizon's cost submission this question cannot be answered.

33 Local Competition Order at 673.

34 "The costs for residential voice grade service are derived primarily from the loop and port cost
components" of Verizon's models. See Verizon Study, Attachment D, Page 1.
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