STATE OF MICHIGAN

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

* * %k % %

In the matter of the gpplication of
AMERITECH MICHIGAN for gpprovd of

new TSLRIC sudies for interim number
portability.

Case No. U-11155

In the matter of the gpplication of
AMERITECH MICHIGAN for approval of
new TSLRIC studies for unbundled loops
and locd traffic termination.

Case No. U-11156
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At the December 12, 1996 meseting of the Michigan Public Service Commission in Lansing,
Michigan.
PRESENT: Hon. John G. Strand, Chairman

Hon. John C. Shea, Commissioner
Hon. David A. Svanda, Commissioner

ORDFR

InitsJdune 5, 1996 order in Case No. U-10860, the Commission ordered Ameritech Michigan tofile
new totd service long run incrementa cost (TSLRIC) studies and tariffs for unbundled loops, number
portibility, and locad cal termination. In addition, the Commission ordered Ameritech Michigantofilea
tariff and supporting cost sudy for the provison of unbundled ports as defined in 1991 PA 179, as
amended by 1995 PA 216 (the Act), MCL 484.2101 et seq.; MSA 22.1469(101) et seq.

On August 5, 1996, Ameritech Michigan filed an gpplication for gpprova of anew TSLRIC study
and atariff for interim number portability, Case No. U-11155, and an agpplication for gpprova of new
TSLRIC studies and tariffs for unbundled loops and locdl call termination, Case No. U-11156. If

approved, the gpplications would have resulted in rate revisons for those services. |n addition, on July 5,



1996, Ameritech Michigan submitted Advice No. 2438A to establish arate for unbundled ports.*

'Until January 1, 1997, the Act requires that rates for unbundled loops and ports, number portability,
and local cal termination be sat at the TSLRIC of providing those services. MCL 484.2352; MSA
22.1469(352) and MCL 484.2359; MSA 22.1469(359). Until the Commission gpproves new cost
sudies for unbundled loops, number portability, and locd cdl termination, the rates for those services
&t in the Commission s February 23, 1995 order in Case No. U-10647 remain in effect. 1d. Because
®xde

por unbundled ports was not set in Case No. U-10647, Ameritech Michigan could fileand use a
tariff (with supporting cost data) that is consstent with the law.
U-11155 and U-11156



On September 12, 1996, the Commission issued an order finding that the cost studies submitted by
Ameritech Michigan on August 5, 1996 were not congstent with guidelines established in the
Commisson s September 8, 1994 order in Case No. U-10620, among other things. As pointed out by
the Commission, Case No. U-10620 required dl cost sudies of a service provider like Ameritech
Michigan to incorporate the same tota cost of each network eement used in the provision of a particular
sarvice. Ameritech had abandoned this requirement by varying the assumptions used to develop annud
cost factors” to correspond with the perceived competitiveness of the service being studied. According to
the Commission, that change in approach was so sgnificant that an adequate review of Ameritech
Michigan s studies would not be possible until the company submitted a corrected version. September
12, 1996 order in Cases Nos. U-10860, U-11155, and U-11156, p. 3. The Commission therefore
ordered Ameritech Michigan to refileits TSLRIC studies once they were reformulated to comply with the
Commisson sorder in Case No. U-10620.

On September 26, 1996, Ameritech Michigan filed amended applicationsin Cases Nos. U-11155
and U-11156, aswdl asrevised Advice No. 2438B, in which the company submitted its reformulated
cost studies. Following areview of those cost studies conducted pursuant to a protective order,
responses to the amended applications were filed on November 12, 1996 by AT& T Communications of
Michigan, Inc. (AT&T), MCI Telecommunications Corporation (MCI), the Michigan Cable
Telecommunications Association (MCTA), Attorney Generd Frank J. Kdley (Attorney Generd), and the
Commisson Staff (Staff). Reply comments were filed on November 19, 1996 by Ameritech Michigan,
AT&T, MCI, the MCTA, and the Attorney Generd.

In preparing these new studies, Ameritech Michigan assartsthat it changed its cost of capitd and
depreciation life assumptions to correspond with those currently used in the TSLRIC sudiesfor itsretall
sarvices. The company goes on to note theat it did not change the fill factor assumptionsinitidly proposed

in the present cases. Ingtead, it revised thefill factor assumptionsin the TSLRIC studies of itsretall

‘Annua cogt factors include items like the cost of capitdl, depreciation, and the fill factor (the expected percentage of facility use
f which may affect the computation of cost for a given network € ement.
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sarvices. According to Ameritech Michigan, it makes no difference which set of assumptionsis dtered so
long asthe Commission srequest for consstency is satisfied. Moreover, Ameritech Michigan argues that
therevison of itsretall servicefill factorsis supported by the Federd Communications Commisson s
(FCC) August 8, 1996 order in Docket No. 96-98, where it was suggested that telecommunications
providers need only use reasonably accurate fill factors when computing the totd eement long run
incrementa cost that the FCC uses to review the reasonableness of unbundled rates.

AT&T contends that Ameritech Michigan s most recent filing isincomplete and incongstent with
information provided by the company in other proceedings, including Case No. U-11148 (an Ameritech
Michigan rate restructuring case). It dso contends that Ameritech Michigan has again provided
Inadequate support for its cost study assumptions and results. AT& T therefore urges that the company
be required to undertake a comprehensive study covering the cost of al network components. According
to AT&T, theresulting consstently studied collection of network component costs could then be used to
develop the cost of individua offerings (whether they be retail services or unbundled network
components) by assembling the components required to provide the specific offering or service.

AT&T scomments, p. 2.

Likewise, the Attorney Generd dlams that Ameritech Michigan srevised cost studies continue to be
plagued by sgnificant problems, such asthe absence of critical supporting documentation regarding
computation of the company s cost of capitd and depreciation rates, aswdl asits treatment of shared
and common costs. Attorney Generd s comments, p. 4. He therefore contends that Ameritech
Michigan s amended applications should be rg ected and that the company should be ingtructed to file
fully supported, revised cost studiesin anew docket. In theinterim, the Attorney Generd suggests that
the Commission st rates for Ameritech Michigan at the lower of (1) those established by the arbitration
pand in Case No. U-11138 [an arbitration case involving Ameritech Michigan and TCG Detroit], (2) the
proxy rates computed pursuant to the FCC s August 8, 1996 order in Docket No. 96-98, plus or minus
10%, or (3) the rates developed by the company s most recent TSLRIC study less dl shared and
common costs.

MCI contends that, athough they represent an improvement over the company s previous cost
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andyses, the TSLRIC sudiesincluded in Ameritech Michigan samended applications are dill inflated
ggnificantly.  MCI scomments, p. 16. In support of its contention, MCl asserts that these studies
overdlocate shared, joint, and common costs to Ameritech Michigan sbasic unbundled loops. It further
clamsthat cogts for the company s nonrecurring charges are not least-cost and do not reflect forward-
looking technologies. For these and other reasons, MCI requests that the Commission rglect Ameritech
Michigan srevised TSLRIC sudies.

Smilarly, the MCTA assarts that the information submitted in support of Ameritech Michigan s cost
sudies was incomplete and insufficient to compute accurately the unbundied costs covered by the
amended applicationsin Cases Nos. U-11155 and U-11156. According to the MCTA, these TSLRIC
dudies dill do not fully comport with the Commisson s requirements regarding submission of a cost
study, particularly with regard to the computation of shared and common costs. The MCTA further
clamsthat the company s studies continue to oversate Ameritech Michigan s cost of capital and
understate the depreciable lives of its digitd switches, digitd circuit equipment, and severa types of cable.

It therefore contends that the Commission should regject these TSLRIC studies and, among other things,
st interim rates for number portability & 10 per remote line.

Although it accepts two of the changes reflected in Ameritech Michigan smost recent filing, the Staff
disagrees with the company s proposed computation of thefill factors. Specificaly, the Staff asserts that
insufficient information was offered to support a change in thefill factors applied to Ameritech Michigan s
retall services. The Staff further contends that fill factors based on actud results or used to reflect
sranded investment are not forward-looking, as required by the Act and prior Commission orders.
Moreover, the Staff notes that vastly different loop costs and prices have been requested (and, in some
cases, gpproved for use) by Ameritech Michigan in the following proceedings over the last two years.
Case No. U-11156 (the present case); Case No. U-10647 (the City Signd, Inc., interconnection case);
Case No. U-11178 (the interconnection case involving Brooks Fiber Communications of Michigan, Inc.);
Cases Nos. U-11151, U-11152, and U-11168 (the AT& T and MCI arbitration cases); and Cases
Nos. U-11104, U-11203, and U-11224 (the competitive checklist compliance case, the Sprint

Communications Company L.P. arbitration case, and Ameritech Michigan s unbundled network eements
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and interconnection services case, respectively). These differences have arisen despite the fact that, in
each case, Ameritech Michigan clamed that the prices and costs were based on the gpplication of
TSLRIC principles.

The Staff suggests atwo-step approach to remedying these problems. Firg, it recommends that the
Commission initiate a proceeding to study the TSLRICs associated with each of Ameritech Michigan s
unbundled network eements, interconnection services, and resold services. When completed, that
proceeding would result in aset of TSLRIC vaues that would supplant existing tariff and interconnection
bases for pricing. Second, the Staff recommends that interim rates should be established for use until
completion of that proceeding. Moreover, the Staff contends that those interim rates should be based on
the most recent TSLRIC studies submitted in Cases Nos. U-11155 and U-11156. Despite their flaws,
the Staff assarts that these cost studies more closdly follow the TSLRIC methods required by the Act and
past Commission orders than any others submitted by Ameritech Michigan over the last two years.

The Commisson concludes that the Staff s recommendations should be adopted. As noted above,
Ameritech Michigan sfilings over the past few years have led to a plethora of TSLRIC studies and rate
proposas, many with differing results. For that reason, the Commission today issued an order in Cases
Nos. U-11280 and U-11281 establishing the proceeding described in the Staff s first recommendation.

With regard to the second recommendation, the Commission finds that interim rates should be
established in order to avoid further ddlaying the extenson of competitive options to customersin
Ameritech Michigan sserviceterritory. Moreover, it agrees with the Staff that the most appropriate
bass for those ratesis the TSLRIC study submitted in conjunction with the amended gpplicationsin
Cases Nos. U-11155 and U-11156. Although flaws still exigt, the studies now at issue in these cases
more closaly correspond to the methodology required by the Act and prior Commission orders than those
submitted previoudy.

Findly, inlight of these decisions, the Commission concludes that the docketsin Cases Nos. U-
11155 and U-11156 should be closed, and that al issues regarding TSLRIC studies and rates for
Ameritech Michigan sunbundled loops, ports, interim number portability, and locd cdl termination
should be resolved in the context of the company s cost study and rate proceeding in Case No. U-
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11280.

The Commission FINDS that:

a. Jurigdiction is pursuant to 1991 PA 179, as amended by 1995 PA 216, MCL 484.2101 et seq.;
MSA 22.1469(101) et seq.; 1969 PA 306, as amended, MCL 24.201 et seq.; MSA 3.560(101) et
seq.; and the Commission's Rules of Practice and Procedure, 1992 AACS, R 460.17101 et seq.

b. The cost studies and rates submitted by Ameritech Michigan on September 26, 1996 in Cases
Nos. U-11155 and U-11156, aswell asin Advice No. 2438B, should be approved for use, on an
interim bads, in establishing the prices for unbundled loops, ports, interim number portability, and local
cdl termination.

c. Ameritech Michigan should be required to submit revised cost studies and rates, established
conggtent with the Commission s September 8, 1994 order in Case No. U-10620, its December 12,
1996 order in Case No. U-11103, and applicable law, as part of the cost study and rate proceeding in
Case No. U-11280.

d. Thedocketsin Cases Nos. U-11155 and U-11156 should be closed.

THEREFORE, IT IS ORDERED that:

A. The cost studies and rates submitted by Ameritech Michigan on September 26, 1996 in Cases
Nos. U-11155 and U-11156, aswell asin Advice No. 2438B, are approved for use, on an interim
bass, in establishing the prices for unbundled loops, ports, interim number portability, and loca call
termination on its system.

B. Ameritech Michigan shdl submit cost studies and rates, established consstent with the
Commisson s September 8, 1994 order in Case No. U-10620, its December 12, 1996 order in Case
No. U-11103, and applicable law, as part of the cost study and rate proceeding in Case No. U-11280.

C. Thedocketsin Cases Nos. U-11155 and U-11156 are closed.

The Commission reserves jurisdiction and may issue further orders as necessary.
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Any party desring to apped this order must do so in the appropriate court within 30 days after

issuance and notice of this order, pursuant to MCL 462.26; MSA 22.45.
MICHIGAN PUBLIC SERVICE COMMISSION

[d John G_Strand
Chairman

(SEAL)

[ .John C Shea
Commissioner

[d David A Svanda
Commissoner

By its action of December 12, 1996.

[ Darathy Wideman
Its Executive Secretary
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The Commission reserves jurisdiction and may issue further orders as necessary.

Any party desiring to apped this order must do so in the appropriate court within 30 days after
issuance and notice of this order, pursuant to MCL 462.26; MSA 22.45.

MICHIGAN PUBLIC SERVICE COMMISSION

Chairman

Commissioner

Commissioner

By its action of December 12, 1996.

Its Executive Secretary
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Suggested Minute:

Adopt and issue order dated December 12, 1996 granting interim approva of
Ameritech Michigan s cost studies regarding unbundled loops, ports, number
portability, and loca cal termination, and requiring the submission of revised
studiesin anew proceeding, as set forth in the order.



