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I. Introduction

The Utility Reform Network (“TURN”) and the Office of Ratepayer Advocates (“ORA”) submit these reply comments on the Interim Opinion Establishing Interim Rates for Pacific Bell Telephone Company’s Unbundled Loop and Unbundled Switching Network Elements (“Draft Interim Opinion”) mailed February 27, 2002.  As we indicated in our Comments, TURN and ORA support the grant of interim relief and agree with the conclusion reached by the Draft Interim Opinion that the prices for Pacific Bell’s unbundled loop and unbundled switching products must be reduced to better reflect cost-based rates.  Even Pacific agrees that the proposed interim switching rates do not go far enough and recommends that the Commission adopt its “more generous” voluntary discount proposal.
 While ORA and TURN believe TELRIC pricing should be the goal, not ‘discounts’
 -- nevertheless, Pacific’s “generous” switching rate proposal can be used as a benchmark for gauging whether the proposed interim rates go far enough in meeting forward-looking costing principles and TELRIC cost recovery.  By Pacific’s own benchmark, these reductions clearly do not go far enough and ORA and TURN recommend that the switching and loop rate adjustments proposed by the Joint Applicants in their Comments be adopted on an interim basis.

II. discussion

A. Pacific’s Comments Prove the Advisability of Lower Loop and Switching Rates

Among other objections, Pacific contends that the Draft Interim Opinion errs in reducing the amount for shared and common costs when it reduces the UNE price for both switching and loop. But this is to turn, as Pacific states, a percentage (19%) into an “absolute dollar amount,” not at all what is justified by the authority Pacific cites.
 Pacific’s logic would require that whatever final reduction in the local loop rate (or switching rate
) the Commission authorized, the shared and common cost adder would not be 19% of that number, but instead it would be the same absolute dollar amount calculated in the 1999 OANAD rates.  Pacific’s proposal would result in a shared and common cost figure much larger than 19%. This would be legal error, however financially appealing to SBC Pacific. Pacific’s error is to treat the establishment of a cost-based UNE price as a matter of discounting from a permanent price.  As a result, the shared and common cost component would be an absolute dollar figure frozen in time (specifically frozen in 1994), also permanently due Pacific, not an arrival at a new cost-based price with a appropriately adjusted 19% shared and common cost allocation.

Pacific’s other comments are equally without merit. For instance, on the issue of the impact of Controlled Environmental Vaults (CEVs) on loop costs, Pacific no where indicates what percentage of its CEVs are of the larger (10’x24’) variety -- those able to accommodate more loops -- lowering the per-loop cost of the CEV. The issue of whether, on a cost-per-line basis, it costs more to construct CEVs is not as easily resolved as Pacific would indicate. For example, we are not told whether using pre-fabricated concrete housing for CEVs has an impact on construction costs. Nor is it clear whether the useful life of a below ground CEV and a surface RT are comparable. We are told that surface RTs do not require the laying of concrete floors or the excavation of location sites, but RTs have similar requirements such as the laying of a concrete pad and the clearing  of a site.
 Notwithstanding this lack of evidence,  the more relevant point is that Pacific is already building these facilities and will continue to build them in order to house Digital Loop Carrier equipment. As the costs of that DLC equipment declines significantly
, Pacific’s costs per line will decrease independently of the costs of construction for RTs and CEVs.

Interestingly, the discussion of RTs and CEVs is forgotten when Pacific comes to discussing in-fill/out-fill growth.
  Pacific Bell fails to factor in where the costs associated with loop length in an all-copper world are mitigated by the deployment of fiber-fed RTs with shorter copper loop lengths and the cost-savings associated with reliance on fiber-fed loops to accommodate both new in-fill and out-fill growth. 

As for Pacific’s complaints about errors in the Draft Interim Opinion’s switching rate proposals, they are made moot by Pacific’s offer in the 271 docket of greater reductions in switching rates and switch features.
 With this offer, Pacific’s own proposal provides a gauge by which to measure how much the Draft Interim Opinion’s switching rates can be deemed above cost. It is unlikely that Pacific would voluntarily offer proposed rates which are lower than what it believes its own costs to be.

As to other issues – the adequacy of the Joint Applicants’ cost model vs. Pacific’s cost study among them – Pacific would turn this interim proceeding into the permanent one and indefinitely delay a determination of TELRIC-compliant switching and loop rates.
 Pacific ignores the fact that little or no competition in the residential local exchange market gives support for the Commission to conclude that California’s UNE pricing is a barrier to entry and that consumers might be harmed by Pacific’s monopoly dominance. Indeed, Pacific implies that barriers to entry and above-cost pricing -- in other words the status quo however at odds with the Telecommunications Act or this Commissions rules on local competition --  are good social policy to help it compete against other platforms for voice and broadband.
  With all due respect, it is not for Pacific to pick its rivals in the wireline voice or broadband market or declare who should compete for its customers and on what platform. 

B. The Correction of Apparent Errors in Staff’s Model Runs Can Be Done Largely within the Policy Framework of the Draft Interim Opinion

TURN and ORA believe that most of the adjustments to the Draft Interim Opinion’s calculations called for by Joint Applicants can be accommodated without changing the Draft Opinion’s logic or rationale. The adjustments sought by the Joint Applicants include the following:

1. The correction for the decline in switching investment (the so-called 8% adjustment);

2. The correction for usage-sensitive costs;

3. The correction for tandem switching costs;

4. Reference to SBC Ameritech-Illinois unbundled switching prices as a benchmark for California prices;

5. The adjustment for the decrease in per-line local loop expenses; 

6. 
The inclusion of voice-grade equivalents in calculating line growth.

C. The Commission should use Voice-Grade Equivalents in its Calculation of Line Growth

As TURN and ORA sought to make clear in their Opening Comments, the use of voice-grade equivalents in calculating local loop costs protects residential consumers from cross subsidizing Pacific’s high capacity loops. Residential customers, even on an interim basis, should not be disproportionately burdened by interim rates which distort the character of network growth.  

D. The Commission’s Interim Price Decisions Constitute a Watershed Moment


TURN and ORA believe that the Commission’s consideration of unbundled switching and local loop rates comes at a crucial moment. The Commission is on the verge of addressing Pacific’s Section 271 clearance and it has just begun an extensive assessment of its regulatory framework for governing California’s dominant ILECs in the NRF Review.  At the same time, it is faced with Pacific’s continuing monopoly power and the extension of that market power to two areas where, at one time, Californians might have expected robust competition— the DSL broadband internet access market and the long distance market.  For these reasons, it is just as important that the Commission adopt cost-based, TELRIC-compliant rates for switching and the local loop on an interim basis as on a permanent basis. There is no telling how long the permanent phase of this UNE Relook will take given the complexity of warring cost models. Despite the urgency of setting cost-based rates, the Commission should continue to try to get the pricing as close to a cost-basis as it can at this interim stage. Thus, for TURN and ORA, this means particular importance must be placed on the Ameritech-Illinois data, reference to the Synthesis Model, and the inclusion of VGEs when determining appropriate interim rates. An overly conservative approach at this time may allow barriers to competitive entry to stand and consumers to remain vulnerable to monopoly predation until the permanent proceeding can be resolved. The existence of a true-up/true-down mechanism should solidify the Commission’s resolve to press ahead with eliminating the price squeeze in local competition, one which is as much an issue for consumers as for Pacific’s would-be competitors.

III. conclusion

For the foregoing reasons, TURN and ORA again urge the Commission to reconsider the calculations and model runs which constitute the basis of its interim rate proposals for unbundled switching and the local loop and modify the Draft Interim Opinion as described above. 
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