
P 

2 

3 

4 

5 

e; 

a 

8 

9 

IC 

33 

1; 

3: 

24 

X! 

1' 

Pi 

1 

2 

2 

2 

2 

2 

2 

DOCWT NU 
DOCKET NO. E-1051-96-402 



ii 



a 

2 

3 

4 

5 

6 

7 

8 

3 

10 

11 

12 

13 

14 

If 

3.f 

S;i 

It 

14 

Z t  

23 

2; 

2: 

2d 

2 :  

2f 

Dated: January 3, 1997. 

Attorxiqs for Petitioner 'I'CG Phoenix 



&gg 

Itii~bb ~ a ~ ~ % ~ ~ ~  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  i v  

D. 

tion it1 I'd nications Has 
and is dli fleeted in the 
. . . . . . . . . . . . . . . . . . . . . . . . . . .  12 

5. VzaBue tine Investment Survey Poirecast;s an Increase- 
not st Decrease-h thc Debt Ratio of U S West 

nsGrowp . . . . . . . . . . . . . . . . . . . . . . . . .  13 

2. G ~ ~ ~ ~ ~ ~ y  to Mr. Thompson's Speculation, Securities 
~ ~ ~ ~ y ~ t ~  are For stin Positiue--Nat Negative- 

Cumeakly Enjoying Robust Revenue and Access Line 
~~~~~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16 ! 

Revenu.o ~r~~~ for zf 8 West arid IJ S West is 

3. U S West is not f~gal ly  Entitled to Protection fi.om 
she It"",ffkcts of c o  

I 

otition in Any Event . . . . . . . . . . . .  17 ; 
! 

-iV- Docket No t7-3021-SG-44S et al 



1. 82 &?X'Wn% &Wk@@d EflkiQ . . . . . . . . . . . . . . . . . .  18 

2. 

3. 

Th@ $2 Perwra& Deltaoloped Ratio 
C ~ ~ ~ ~ ~ ~ ~ o ~ ' ~  Rules and aJ S W e  . . . . . . . . . .  19 
The 82 Percleat Dtweloped Ratio Also Ignores 
Revenuies Rec&md From ~ ~ w ~ l ~ p ~ ~ ~  . . . . . . . . . . . . . . .  21 

6. Csllacation Charges be Establshixl at the Rate 

$4. 

Levels Sponsored by Witness Mr. Baker . . . . . . . . . . .  22 

The ' ' ~ ~ ~ ~ ~ ~ ~ ~ ~ ' ~  of the Constructed Network; W S West's 
Unbundled h o p  Costs are not Credible. . . . . . . . . . . . . . . . . .  23 : 

Conclusion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27 ' 

IValll Sdreet, JourA article regarding CTE . . . . . . . . . . . . . . . . . . . . . . . . .  1 

regarding U S West 
Exhibit 1) . . . . . . . . . . . . . . . . . . . . . . . . . .  2 j 

U S West Quz&&y Earnings Press Release . . . . . . . . . . . . . . . . . . . . . . .  . 
Wffl @reeL ,burnA article regarding population growth . . . . . . . . . . . . . .  9 ! 

ti S West ~ ~ ~ ~ ~ ~ ~ i ~ ~ ~ i ~ n ~  Tariff. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 i 

- V- Docket NO l.--3J2i-M-*t*%S et 



if 
1: 
1 
i 

1 :  
i 

2 '  
t 

3 ;  

4 ,  

5 

6 

7 

8 

9 

10 

11 

12 

1 3  

1 4  

15 

2.6 

17 

18 

19 

2 0  

21 

2 2  

23 

2 4  

25  

26 

ii 

t 

I 
I 

rehearing of such decisitm on November 18, 1996 arid s~ ich  application for reht3aring MTIS 

denied by operntiori ut" law. 3n flecisiona No. 598'73, the parties wcrc rcquirtd to iYi* an 

linrerconnectinti ;tgmemc?nt an4 a preliminary unsigned agreement \viis f i l ~ d  on 

Nwertiber 9, 1996. Although tf S West inade separate "rcscrvation o f  rights filings 

requesting that the agreement be rejected, final revisions to the agreement \\ere p i n t  IF 

filed by the parties on ffueernber 13, 1996. The :agrceiwnt \\as app.t.ov~d by rf:e 

Commission t i n  December 18, 19'38 iri Decision No. 59931. 

On August 8, 1996, the F'CC issued its First Report and Qrcter in CC DocIwt 

No. 96-96 Ihercafter thr "Order") and offered guidelines u ~ i d e r  which local P S C ~ ~ ; ~ I ~ ~ P  

corripet itiori would tw implenacnted i n  accorciance with t h c  Act \'RI'IOUS part IPS, ~:icltic!inp 

t.: S West, ehnlienged the FCC's Ordcr and on October 15, 2936, t'fic L'nited States C'cmt-r 



--- 

it 

j r  
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jj 
f of Appaitfs for the Eighth Circuit stayed part !,rut, riot all UT the CJrder pcndirg full judicial 
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fts appears that U S West's continuing barrage of cost studies has not abatt4 
e v m  though the record in this case is now closed. On December 23, 1996, 1J S N'm 
§ ~ ~ ~ r ~ i ~ t t ~ d  to the Chiuf Arhitrotor r3ight "updatcd" or "ravisud" cost studics kind m c  entiwfy 
new study that had iiever been submitted hefore None of thew studies :wl approprinti. 
far consideration in this proceeding. in t'fw cwrxit that this ' ' ~ m t ~ c e  of filing" 1s dwined hy 
thrs Arbitrators as a n  "offer" oft.shibita i tito evidcncc, T(:G rcsprct fully objpcts. 'I'hesc n t ~  
sttidtes TZI'O ui.ttimely, prejudicial, in violattori of the procedural ctrdtxt-s ht.rein aiid shouid 
ritrt be any part of this case. 



c 
c 

I' 

il 

8-9 (Mr. A r ~ , ~ ~ ~ ~ .  Most of the ~ i l t ~ i e s ~ t z ~  tihat tried to examine RLCAP came away 

scratching their heads ~~~d~~~~~ how to diditate the inputs asserted by U S West. The 

inputs wtre strereg; $;hey were confidential. Even when the LJ S; West model was instalfed 

in a dated1 sofiware propam - ~ ~ ~ ~ h ~ ~ y - - ~ ~ e  basic inputs caufd not be evaluated properly. 

TR 926-17 {Dr, Zepp); TR 1323-24 fMr. S ~ f o m ~ n ) ;  TR 1372-74 (Dr. Cabel. It was just one 

week before Ithe hearings that RI,@AP became &le to be rcvicwed in Excel on a compact 

disk (TR 71-72; TR 420). These factors and others led various witnesscs t o  refer LO the 

r r r c x k r  as ii. '%hick Imx." &IC1 Exhibit 1, pages 26-27 (Dr Cat>@); TR 112cf.-21 



1: 
f r  
i' 





I 
I 

8 

i 

i 
t 
k 
i 

1 ,  

2 1  
i 

1 
5 

I 
1 

3 

4 

5 

6 

7 

8 

9 

f O  

11 

I2 

13 

1 4  

25 

115 

17 

aa 

19 

2 0  

21 

2 2  

23 

24 

25 

26 

remain thcorctical and should not be accepted on U 5 West’s mere assertion. 

(61 Finally, i I  S West offers no authority, ather than its outstretched ’ 

hand, to support the lawfulness or reasonnblenxsscs of the depreciation surcharge concept. 

%he Corrimissisn need not debate vvhethor the praposrd DE13 surcharge really ariiourits 

XF retroactive rate nraking fit may). Rather, since the focus i n  an TEERIC study is 

forward looking and the l d  S T;C7est proposal 1s backward looking, it is sirnpiy inapplvpriate 

and should brb rejected. 

t: U S West’s Proposed Capital Structure arid Cost of Capital is S p r ~ t i l a t l r ~  
pnd Unsuprsorted. __- 

Vnder the FCG’s Order (B 7021, the company’s cxistirig approved cost of capital ilnd 

capital structure is preferred unless the company demonstrat,es that 3 different cost of 

capital is justified. In &e Ll S West Communications. Inc., Drcision No S8927, tJanuary 3. 4 

19951, the Commission approved U S West’s capital structurc and cstab!ishcd mi nverali 1 

weighted average cost of capital and nlfowcd return for ratemaking purpows The 

currently rapproved capital structure fur IJ S West is 61.7% rquity ;inti 38 :Fi debt ‘fhc 

_lll__-___l--l-l__l_I__ 



current iy approved cast of equity 



although M r .  Cuinmings" "new" capital structurc is  mor^ equity rich (by 10 p t w ~ n t a g e  

p o i ~ t s ) ,  the atssested cO:it of equity, instead of bring toxvrtr, 1s I I I  f2ct higficr by 145 basis 

2 0  I i  points IB2.$5-11.40z'1.45:7c~. Similarly, although the "iiew" capital structure is Itass dehr 

dependcnt C b y  ,ifmuf 10 percentage pointst, tht. asserted cost of debt, itistcad of tieing 

Iower, is higher by 41 basis points. 2 2  

23 '1 The "going forward" capital $ti ucturts of 72% equity atid 2% s h t t l d  procfucr lou tlr 

costs of both equity and debt under acceptcd finance theory. 

. . . it is a riidirnentary tenet of basic financc that the pcatcr  the 
mmunt of financial risk borne by co~iimoii shareholders, the gmiter 
the return required by shareholders in order t o  bc cnrnpcnsatcd for 26 ii 

I 
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the added fitiaricial risk irriparted by tho greater use of senior debt 
~ n ~ ~ ~ ~ ~ ~ .  In other words the grerntl;r the debt ratio, the greater is 
the return required by equity investors. Both the cost of incremental 
debt and the cost of eauity must be adjusted to reflect the additional 
risk associated wikh the hwotheticnl capital structure. The 
grmmients work: in reverse ' if a hypothetical ca~ital  structure 
csnsisi.Ing of lass debt than the actvaf were to be irnLruted. 

RA.  Morin, Remlotorv Finance at 439 (1994) (emphasis added). 

Hwe, Mr ~ ~ ~ ~ ~ i ~ ~ s  indeed made adjustrncnts t:: tIic cost of debt arid cost of txquity 

for his proposcd higher equity capital structure. Inexplicably, however, t l i c s ~  adjusrments 

g o  in thc wrong dircetioiz--UP--wnd thus it1ert3;i~ thr costs for rww t'tItrisr1tS to compratt? ' 
3 t2cSoption of  Mr. Cumrniqp' Proposed itiighcr Equitx ttatio and 

tligher Costs ofCapita1 Wodd Result irt  1 k - e  U'indfalk for I' S !Yest 
s!l.%rhdm --__ ____.-- ~ __ __ 

f lit2 cctunt~~rii iEuitive tmreasc iri L' S Et'est's pi-~posed cost of qui t , .  arid d&; uiidtbt. 

B highf-~ equity r n t ~ r  ~ ~ ~ p ~ ~ t ~ ~ ~ ~ i ~ ~ ~ l l ~  mid unnrcessariiy incrcw+?s L' S \Y:est '5 c rd i  c o s  

of capital if 'fEI,RfC: prices :ire t.stabIishctd w i n g  thew fictional incrtws;tbd w > t s  t h t ' w  i i  

a n  obvious rcsclting windfall to 6 S West shareholders. 

.- 

First, it should be remembered that U S West's debt ratio is the result of actual 

crmtract ccprnmttments between the company aiid holders of its rkbt S w x r i t i C s  Tht5.e are 

'fixed rate d4igatwns estattlished whm the respective debt issues tvcre sold to the publ:c 

t' S West's zctuaf debt costs are measurable and were fonnd by thc C'ornimssioni t o  iv 7 09 

percufit. flecisitrrr No 589%' at p. 65. \?%en a fictional debt cost is used there a prc~poscii 

7.5 percent) iri determining a cost of capital that is higher t'tian II S West's actual f i w d  

contract debt, there is a resulting overallowance far the cost of debt. If a "ntarktbi' 

mrrasurc of cost of debt exceeds tl S West's actual cfct~t cost, thc difftlrmct) tsclrlki nlI:  

Mr. Cummirmgs' citation (U S West  Exhibit 10, pp. 2-31 to I3realey and hlt>yet.s. 
Principles of Corporate Finance is erroneous. The quote cited appears i n  a footnotc~ 0 1 1  

a different page than the otic cited and is taken out of contest Iiotvcvcr, t h t .  quoiatian 
is interesting because it supports the use of book value of debt in detwmining cost ai' 
capital, a point addressed in the next section. 
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5. Vsliue Line Investment Survey Forecasts an Increase-not a Decrease- 
in the Debt Ratia af tl S West G ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ . ~ ~ ~ ~  Graun 

V;iluo Line ~~~~~~~~~~1~ Survey ("Value Line") is ti respected information tooi used 

by investors and security analysts in evaluating patentini invcstments. Vaiue Line 

rugu'tsrty makes forward looking estim %es of various investment indicators including 

capitzkf s ~ r L ~ c ~ u r ~ .  TCG Exhibit 1. (VaXlac Line fiaprrrt Dated October 11, 1996.1  volt^ 
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Q: 

A: Yes. 

(BY A~~~~~~~~~ ~~~~~~~ So the entire whole of the service 
you considered was I! S tVmt’s market within Arizona? 
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I 
THE 349, lines 9-13.,. The revenues to be enjoyed from the intmZ,ATA toti business to corne I 

are certainly going to be significant Fur cxinmpie, a recent Wall Street Jot.irnti1 article 

described. the results QT G’FE’s entry into the carripetitive inhrfATA toll market After 

only ten months’ effort, GTE has sigmod up snare than 758,000 long distaticc custon~ers, 

surpassing its own project i~ by 10 percent. See article at Tab X of the Appendix. As 

Mr. Siwek observed, the expet:tctd revenues from entry into the interiATA nrarket must 

brr consickerect in cirder to evaluate the “rtverall picturc” for firlure revenues t’!‘fi 856-57; 

T R  858. tims 1-81. 

‘fhirtl, the wrtntws taak 110 i i ~ c o u ~ t  of the cost swings to  k.; S i V w t  f r o n  itwjing 

~ ~ i ~ ~ ~ ~ l i ~ ~ ~ ~ ~ ~ ~  H ~ P ~ W C ) &  t>I~~iet>t:i itist,end of‘ opcr:it ing t f i ~ 1  (7% :V2I, 1itIc.s 1:3- I71 

Fcturtlz, tie took no account of the savings to U S West rtf network i ~ i v e s t m r ~ i i t  ii.; 

a resuit of provision of serviee by athcr frtcilities-based competitors (‘FR 322, Iiiwfj 16-25). 

Fifth, he took no account of the possibility of offsetting revenue allocations from 

the federal universal service furid [TIE. 3’29, lines 19-25; TIC 330, lines 1-16) and he \vas 

unfamihar with the operations of the Arizona IJriivt~rsal Scwice Fund cl‘R 3 3  1-343). 

As MS. Bebun’s questions indicated, ILlr. Thompson’s “analysis“ \vas  one-sided and 

its “devastating affects Isic]” were prt4estiited to occur. 
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West-- t,hat bore tlw entire cosz of trenching and rellatcd earthwork construction: 

2. The dcvefoprtr shall provide the trenching backfit1 (induding 
m y  irnported backfill rclquiredj, compaction, repaving, and any 
earthwork required to install thcb underground conimurzicatiori 
system all in accordance with the reas01~3ble specificat ions and 
schedutes of other utilities in thc same 3rea when feasible. . . 
~ A ~ t ~ r n ~ ~ i ~ ~ e I ~ ~  the utility may elect at the dwt4oDw's mpetise 
to perform the activities rircesssry to f d f i l l  tiic dr~vr?loper's 
~ ~ ~ ~ ~ n ~ i b ~ ~ ~ t ~  hereunder. 
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3. The 8% Percent Developed Ratio Also Ignores Revenues Received 
From ~ ~ ~ ~ ~ ~ ~ e r s  

Not uniy arc the trenching costs in RLCAP ~ u b ~ t ~ ~ ~ l a ~ ~ y  overstated, ti S West’s 

mst inodd takes no account of‘ the fact; that. the actual costs of the feeder and distribution 

facilities are advanced to tl S West by Lne duvcrfoper In riew subdivisions. Up front 

’fixificy charges’@ arc collected by U S West, and, under its construction ti4riff, such 

~tJvancecl charges r r ~ y  be wpaid over five years. if  not rqxiid,  aho construction advancos 

are retained by I: S West tis u gift. See “Fariff attach:ncnt at Appendix, Tab 5 ’X’he 

RLCAF’ imadel then fdsefy assumes (1) that rllpcre will be actual construction outlays paid 

refunded over t h e ,  U S West has enjoyed zero cost financing for a11 related faci1itit:s. 

’ The u ~ ~ ~ ~ p o ~ ~ e ~  nature uf the costs assumed by EJ S West for trenching 
iflustrates again IJ S West’s tendency to make assumptions in order to drive up the i 
TELRfC resuitt. In the instances af all costs--not just trenching costs-the Arbitrators tirid ~ 

the ~ o m ~ i s s i ~ n  shauid reject assertions that have no cost basis. The Corriniission nccd e 

no t  feel compelled to accept either the IIatfield Model or  RLCAP in their entirety, hut can 
eliminate non-cost tiased assumptions i n  developing appropriate TELRIC prices As  has 
been seen elsewhere in this proceeding, on balance, the Hatfield hiodci’s assunipt ions 
enjoy a decidedly firmer and more provable cost basis t h m  RI,CtZP. 
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C. Collocation Charges Should be Establishcld ut t Iw Rate Levels Spotisot-ed 13y 

U S West maintains that costs for physical collocntinii cagcs or enrfosnres will  bct 

determined on an individud basis. See U S Wcst Exhibit 22 (hls.  Mason), Exhibit A, page 

3 of 4. As deinolastreited by the concerns of AT&T witness Ms. Baker, alfou-ing t‘ S fl’tw 

to establish thcsc charges on il CRSC by case basis will dlow U S West the perfwr 

opportunity to Cry to exact exorbitant c’t1argt.s for space that is esscxntially q u a i  to 

:ATQ‘I’!Xitness&ICL_ri_aker. ~ -- - -_ -~__-__ - 

. . .  

. .  



kls. Baker in, AT&T Exbibit 19, NJB Schedule 2* pages 3-4 in order to prevent t! 5 West's 

"irndiuidurxl caw basis" (ICB) charges from ~ ~ ~ ~ ~ i ~ ~ ~ ~ i ~ ~  a barrier to entry. See Exhibit 20, 
page 6. The ~d~~~~~~~ sf an ICB pricing standard atso invites the possibility of delay in 

initiating and completing specific i ~ t ~ r ~ ~ n n ~ ~ ~ ~ ~ ~ ~  with competitors siiicc U S West couid 

delay the process by claiming the need for a "~&udy" to ~ e t ~ r ~ ~ i ~ ~  the part.iculur case-by- 

case pricing. None of this is necessary and Ms. Baker's prices for physical collocation 

s h i d d  hta ~lrl~pterit. 
I! 

i ]  
t i l  the "cost plus" erivironmeri t of regulated innnopoby pricing, there is wiison to assume 

that  ttw costs of the cmstructed network at-<* prubabky WPII in PXOPSS of \\hat tht!y tvould 

otherwise have been if constructed in a competitive market. Although Ms. Sanros-Rach I 
I 

tl 
t 

15 t: was evasive in ~ ~ ~ ~ ~ ~ d i ~ ~  to Mr. ~u~~~~~~~~~ questions about whether the constructed 

31.1 ewark was "effi€ienti" CTR 44, lines 12-25; TR 45, lines 7-91, L' s West's @onsuitsl?t ; 

hlr. Fitasinimons agreed with Mr. ~ ~ ~ i ~ ~ ~ ~ ~ h  that tho existirig sys.terii was I I O ~  efficient 

18 i j  (TR I T ~ ~ U ,  lincs 12-16). ~f.tis is a significant adiiiissiori t)ceiiti:ie i t  raises the ananiztly t'iiat 

19 t t  on a coniparntive basis, the embedded costs of the "int*fficien,t" cornmuriicat ions nct\vork ' 

2 0 11 should be c o ~ ~ i d e ~ ~ ~ l 3 f  higher than the "incremental" "forward looking" "efficient" costs of , 

21 1 a reconstructed TELRiC-priced network. However, in tthc cam of I! S West's cost models, (' these prices alf tend to be the same. U S West's glib assertion that in a TELRIC cost ' 

i l  

11 
!I 

22 ii 

I 

2 4  I/ -- 
" As Dr. Zepp observed: "The, type of service being purchastx.! is not o f h  qxtct., 

25 ' 1  but Class-C: industrial space. Recurring charges should be based on rmts for that txpe of i 

26 'i 
I' 

space, not office space." AT&T Exhibit 9, p. 46, lines 19-20. See also 'rR 1004-1005 : 
IDr. Zeppl. 

il 
-4!3- Docket No t7-3C?21-96-141 rt at 
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that fitti I. rt ies- based coin pet i tit3 I t  tvi li i r i  fae t de wlu  p i 11 locn 1 PXC ha nge t c~ I t w m  111 u 11 1 ca t  i o  n:? 

This trrsk requires a delicate bafancc. If rcsale ciiacounts are srtt too high, then 

cotripetitors will ~ o t  invest in infrastructure needed to support the increiised deirinricfs crf 

competitive teIecommuriicCrtiOiiS but  rather will overutilize itrid p~rl inps strain li S \ticst's ' 
network. &, s, AT&'f's Ms I3odd's testimony a t  'Ti2 1011, line 25; TR 1012, liricv 

1-13. CEii the other hand, i f  resalo discounts are c~stahlish~ti at unduly low ltAvels, t h t ~  i 

immediate entry of competitors that rely (at least in part) on resold services will t w  stiflw'i , 

j 

because profit incentives wiff not be present arid cornpetition will be extremely stow to 1 

develop. Neither of these scenarios promotes the public interest. 

TCG submits that the avoided cost discount proposed hy AT&T is probably too high 

anti that the discount proposed by U S West is probably too low Wholcsslc prices should 
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Details of the new state.tty.stste esti- 
mates are avaifable on the Ce:etrsus Bu- 
WdU'S f nterriet site 
(ht(p:l/www.census.~ow)" 
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EXTENSTOI4S FOR NEH REAL ESTATE ADDITIONS ..................... 
FACILITY CIHARGES FOR REM AREAS OF UND ~ € ~ E ~ ~ ~ ~ ~ N T  . . . . . . . . * .  . . . 
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~~~~T~~~~~~~ UNDER U ~ ~ ~ ~ A ~  C ~ N ~ ~ T ~ ~ N S  * .  . . . . . . * .  . v .  * .  . . . ". . e * .  
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1. 

2. 

3. The Company luxd the developer wifl enter into a written agreement covering a 
time period not to exceed ten years. Contract ~ ~ ~ ~ i ~ ~ ~ ~ ~ ~ n ~  include the 
foilawixrg: 

Whenever possibie &e above agreement shdl be incorporated with the land 
devehpmtnt agreement governing facility charges in new areas of land 
d ~ v ~ 1 ~ ~ ~ ~ ~ t  and dl1 t e r n  of that contract as described in A.4.. preceding, shafi 
apply except. &at &e facility charge &und per access line shall be reduced by an 
amount equal t~ the temporary devdupment charge divided by the estimated 
number of access fmes withir! the development. 





7. The t t ~ ~ p a r ~  devatogmenr charge applies in additior; Po any monthly, 
constructian, zone comection, nonrecwing or installation charges applicable 
under existirag tariffs. 


