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REPLY BRIEF OF 

MCM-0 ACCRSS TRANSMsSSQN SERVXCES, INC. 

I. c ~~~~~~0~ 

The Arlnitrlrtors should adopt the Hatfield: s-dy ~rtd resuttant prices for 

unbundled network elements and interconnection and should adopt MCI's avoided cost 

diircount of 22.5%. The MU1 proposal is consistent with 'rt?leccimmurlicntions Act of 1996 

and relevant FCC orders and will encoumge competition. The adoption of USWC's 
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Hatfiefd Model. USWC critieiees the Hatfield inputs anti mtirntwsns that the inputs used 

in preparing the tJSWC mt studies and resultnnt prima should be used by the 

Arbitrators. In rnmpmng the inputs of trSWC tu those in the Hatfield study, the 

Arbitrators must note that USWC bears the hurdrti of proof with respect to rtli issuos of 

rnintertel fact USWC has not met this burden of proof. I ts  "black Imx" cost studws 

company facing cc>mpotitron arid free of subatantid regulatory intarventioti. The data is 

derived from B munapdy operating in B heavily reguIated environment tn which tt. can 

p s  rts costs on to its customers through rate cases. I:oneequentiy, IJSWC's historical 

opemtilons have lrmited value as t n p u ~  tnta a model which attempts to idcmtify the 

TE1,RIC of unbundled elements and interconnection. Moreover, IBWC's "historical drttn" 

aften is bas f on the entire 14 state USWC region, not: just Arizona. Ironically, wtierc! the 

use of Arizona data is required fit.. cost of capital and depreciation), the Hatfield Model 

uses Arizona state specific inputs and W W C  does not. 

Another example of USWC's failure to meet i t s  burden of proof is sharing of 

structure. USWC enltlulfites sharing based in large part on CJSWC's actunl experience and 

past clhiitty to sham structure. ttJSWC Closing st8temcnt pp. 12-13), I t  IS not 



krrwtard Ruoking has. Tho extent of Irhrtng to mume an a forward looking basis IS 

likely to be pa:er ehun IfSWC's historreal atpertmix for at least two m$$011s. 

First, the advent of new technologha aiid innovative applications for 

institutional changes such as the l'c?fec.r,mmunieetions Act, all lead to a larger tiuwher of 

companies seeking ccwmections for their customem. b c h  of tfieve customers is N pott?ntml 

sharer of structure. At le& strme of these new carrierB will prefer the greater 

toordinstton and control that comes from owning faciliates. This decision to own f'aciIitic*s 

creates the potentid for sharing structure and this putusitid is  likely to Increase 111 the 

future. MC1 Exhibit 6. p. 10, bnes 7-20). 

The second rewon sharing is likely to increase arises from the incentives of a 

competitive, as compared to a regulated rnonopoty, market. Both regulation and 

monopaliy alter incentives in ways that are likely tu reduce sharing, and sharing ec-in 

therefore be expecwd to tncmiww as rrspitrttion end monopoly both diminish. Kehwlation 

minimizes the rn#~~~Foli$t's incentive to mitiimtze co~ta atid, at worst, creates tt positive 

incentitre to iricur grealter casts. If regulation gives a company the impression that the 

sncurrence of costs errcittra an ~ R t ~ t ~ e ~ ~ ~ ~ t  to future recovery, the firm will be, at best, 

indifferent to opportunities for sharing structure. Rate of return regulation creates an 

incentive to tncrensf! profib by culleetmg an allowed rate of return on B larger ruts bnsc.. 

These effects wilf tead a monopolist to fail tt) attach significant importance to 

c)pporrunitks for structure sharing as II means to reduce costs. tMC1 Exhibit 6, pp. 10- 

11).  

IjS'bVC, as B monopolist. will w;iIu:itc1 the sharing of' st rticturo with 

campetitom difletently than would a conrpetrtivtl firm. Since :s monopoly IS :t v;dunhl~ 

;wwt. prntoctton (if' the monopoly justifies expenses. ?'hiis, t hcs adopticin o f  practircbs 
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tam. T b  faetaars will make it more feasible to purchase bops from 

kISWC rctther 'khm build imps initktky. More important3-y. the pubiic will recuivtr the 

benefits of competition more rapidly if imp prices arc? based on reasonable cost analysis, 

not USWCs inflated puaatysis. 

MCI wili mt  repeat the ~ ~ ~ c n ~  eontained io its prior fiIings on transport 

and ~ ~ j ~ ~ t ~ ~ n  charge@ and ~ ~ ~ - ~ ~ ~ r i ~ ~  mats such 2 t ~  installation cherges, except to 

note the faiiawing. Fimt the ~ Q ~ j ~ i ~ ~  ~ R S  &opted bill and keep for transport and 

tenmination ch3rges. This  io^ rule is controlling unlem changed by 8 new rule 

making proemding. Second, the Arbitrators should consider that emerging competition 

will  be m c o  +raged if 1 % ~  many costs as possible are recovered through recurring rather 

than eon-recurring charges. Up front, non-recurring charges serve as a barrier to entry. 
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curdenw tn its Cirmtng Statement. First, f JSWC rlatms that its ctistotner expcrisr 

serulce-by-senriw discount stt~dy whreh the other partm hrxd no opportunity to ~ X B ~ I I I I C .  

dunng thr arbitration. t USWC Cioeing Statement. p. 33). 

In hght of this new (ulrvieo-by-smvIce dIscounE study, MCI's arpments  against 

using the w-vtce-by-servwe discount bear rqweting. First, MCI believes that rtvarlabtc? 

data ts tnsufflctcbnt for an accurate service-by-service discount, The Arbitrntors should 

note that I~SWC'Y awn avoided cost dtsmunt IN necessarily an r?sttmate bused on its 

experience . -1tsng :wress on li whtstesale basis. ct?SWC Closing Statement, p. 26). Sorond. 

MCi's across the b a r d  discount rrpproach has beet3 approved by the FCC. In fact, M U  

irwcd the identical tzndcrfyitig data to callcufratr? its discount as was used by the IWC. 

Third. as has bern ~ ~ h s ~ ~ ~ ~ i ~ ~ i r ? ~  by CiSWC's IIPWIY provided sc.r\.ic.r.-by-st.rvir.t. diacwrnt ! 
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discount will c m ~  a barrier to entry into that market. A uniform discount eiiiniriistes 

any incentwe Lty t d w r  party to wntpultrte srtvice-by-stwice diwouitts. 

If SNC inctmeetty clatms that Mer’s witness, Mr. lhTirro, approves of service- 

temfied thrrt $1 ser”Vw-by-mvim unalysis nfluws tcio mltny arbitrary albcatictna. 

t”l’rsrnorrrpl, p I.%%!, Irnw 5- Itit. 

CISWC argues that avoided costa should br dcttvmirird tising ‘rfZ,I,ItfC and that 

tho Eighth Circuit stay prowdes the Commission the freedom trt do so. (IJSWC Closing 

Statement, p. %). This Cornmisston should excwiw i t s  discretion to use embctdded casts. 

The discount, pursuant to the ~ ~ ~ ~ ~ ( ~ r n ~ ~ ~ j ~ ~ t i ~ n ~  Act, is applied to 1JSWC’s retail rates. 

Such exrsting retail rates art, based on embedded eosts so the same standard stiould be 

used in determining discounts. tfSWC ettempts to hint t b t  somehow the PCC: must have 

made a mistake bemuse it “strangely wiopts the TELILIC for ail except avoided costs.” 

WSWC Closirig Statement, p. ‘26 1 ‘20). The PCC knew what i t  was doing and this 

Cornmisston shouid utidcretnrid the togtc of using embedded eosm to t:alculnte the discount. 

when a discount has been taken on retail rates based on embedded costs. (USWC Closing 

Statement, p. 27). 

’ I S V C  argues that geographic deavtmging ahoutd not be allowed 111 the 

wholesale market until it exiats in the retail market. USWC’s argument 1s simply anothci 

~ttcrnpk to stat! wmpctition. i;eogaphic dtvivcmg~ng of rtatad rates contaitis iiuincrous 

policy ronstdcr~tinris tiot present in the w h o l e s d ~  artma. To iwropt. IJSWC’s argument 
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