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7 Q. 

8 

Please state your name, address and position with BellSouth 

Telecommunications, Inc. ("BellSouth" or "The Company"). 

BELLSOUTH TELECOMMUNICATIONS, INC. 

REBUTTAL TESTIMONY OF ALPHONSO J. VARNER 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 950737-TP 

OCTOBER 7, 1996 

9 

10 A. 

1 1  

12 

13 30375. 

14 

15 Q. Have you filed direct testimony in this case? 

16 

17 A. 

18 

19 Q. What is the purpose of your rebuttal testimony? 

20 

21 A. 

22 

23 

24 

25 

My name is Alphonso J. Vamer. I am employed by BellSouth as Senior 

Director for Regulatory Policy and Planning for the nine state BellSouth 

region. My business address is 675 West Peachtree Street, Atlanta, Georgia, 

Yes. I filed direct testimony on behalf of BellSouth on September 13, 1996. 

My rebuttal testimony will address the direct testimony filed by other parties in 

this case, Specifically, my rebuttal testimony will discuss policy issues raised 

with regard to cost recovery of interim number portability. 

-1 - 



1 Q. 

2 

3 

4 

5 with this position? 

Mr. Poag, representing United Telephone Company of Florida, says that the 

Federal Communications Commission’s (FCC) First Report & Order in CC 

Docket 95- 1 16, dated July 2, 1996, gives the states flexibility to adopt varying 

mechanisms for cost recovery of interim number portability. Do you agree 

6 

7 A. 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q. 

17 

18 

19 

20 

Yes. The FCC’s First Report & Order provides that states may apportion the 

incremental costs of interim number portability among relevant carriers by 

using competitively neutral allocators. In addition, the Order indicates that 

states may require all telecommunications carriers--including the incumbent 

local exchange companies (ILECs), new local exchange companies (LECs), 

commercial mobile radio service (CMRS) providers and interexchange carriers 

(1XCs)--to share in the costs incurred in the provisioning of interim number 

portability. 

Mr. McDaniel, representing Time-Warner, states that the alternative of each 

local exchange company absorbing its own cost of providing interim number 

portability will motivate the ILEC to implement long term number portability. 

Do you agree with this? 

21 A. No. In its Report & Order on long term number portability, the Federal 

22 

23 

24 

25 

Communications Commission mandates the implementation of long term 

number portability beginning in October, 1997, with completion in the top 100 

Metropolitan Statistical Areas (MSAs) in the United States by year end 1998. 

BellSouth believes that the imposition of a cost recovery mechanism for 

-2- 
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11 Q. 

12 

13 

14 

15 

16 

17 

18 A. 

19 

20 

21 

22 

23 

24 

25 

interim number portability that does not allow for the full recovery of costs is 

punitive and certainly will not force an earlier implementation schedule of long 

term number portability. In fact, as BellSouth states in its Petition for 

Reconsideration @. 9) filed with the FCC, a copy of which was attached to my 

direct testimony, the FCC was in error to impose cost recovery mechanisms in 

an attempt to create incentives for LECs to implement long term number 

portability. Also, as outlined in our Petition for Reconsideration, BellSouth 

believes that the FCC’s Order, in so far as it regards cost recovery for interim 

number portability, was unlawful and confiscatory. 

Several parties, including Florida Cable Telecommunications Association, 

AT&T Wireless and MCI state that “bill and keep” or “each carrier bear their 

own costs” are appropriate cost recovery methods and comply with the 1996 

Act. Does BellSouth agree that “bill and keep” and “each carrier bearing their 

own costs” are acceptable methodologies for cost recovery for interim number 

portability? 

Absolutely not. As stated previously, BellSouth believes that the cost of 

interim portability should be recovered from the companies who make use of 

these arrangements. ILECs and LECs, with the approval of the Florida 

Public Service Commission (FPSC), have agreed upon a pricing structure for 

interim number portability in Florida. This structure is based on the 

assumption that the cost of interim number portability should be recovered 

from the companies who make use of these arrangements. A cost recovery 

mechanism where each carrier bears its own cost or a “bill and keep” type of 

-3- 
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10 

11 

12 

13 

14 

15 

16 

17 Q. 

18 

19 

20 

21 A. 

22 

23 

24 

arrangement would require the LECs to provide intrastate services at no costs 

and without any regard to the actual costs incurred by the incumbent LEC 

which would violate the Fifth and Fourteenth Amendments of the 

Constitution of the United States. As stated in my previous testimony, this 

also would be in clear violation of the Florida Statues which expressly 

require that prices and rates for interim number portability shall not be below 

cost. 

Indeed, the Florida PSC, in its comments to the FCC on long term number 

portability has recognized that in the early stages of local competition most 

number porting will be from the ILEC to the new entrants and that the ILEC 

will incur a disproportionate amount of the cost, while the new entrants will 

receive all the benefit. Given this recognized fact, which no reasonable party 

could deny, a “bill and keep” type of approach is not a cost recovery 

mechanism at all, but rather, a means for ALECs to have services such as 

RCF and DID paid for by the incumbent LECs. 

Several parties suggest that if the FPSC modifies the price of interim number 

portability, the LECs should file new costs studies for interim number 

portability. Do you agree with this? 

Yes. If the FPSC does modify the price in its Order, then BellSouth believes 

that all LECs should submit new cost studies. In fact, BellSouth has been 

directed by the FPSC to submit new studies by March 3 1, 1997. 

25 

-4- 



1 Q. 
2 

3 

4 

5 

6 

7 A. 

8 

9 

10 

1 1  

12 

13 Q. 

14 

15 

16 

17 

18 

19 A. 

20 

21 

22 

23 

24 

25 

Mr. Harris, representing MFS, proposes that if the FPSC modifies its current 

Order and proposes a cost recovery mechanism other than each carrier bear 

their own costs, then the FPSC should request new cost studies based on Total 

Element Long Run Incremental Cost (TELRIC) methodology. Does BellSouth 

support this? 

No. The TELRIC methodology was first ordered in the FCC’s First Report & 

Order in CC Docket 96-98. This order was issued a month aj?er the First 

Report and Order on CC Docket 95-1 16 and should not apply to interim 

number portability. BellSouth believes that it would be inappropriate for 

TELRIC methodology to be used in interim number portability cost studies. 

Mr. Harris, representing MFS, recommends that cost allocation for both 

interim number portability and long term number portability should be based 

on each company’s total revenues from intrastate telecommunications 

operations minus payments made to other carriers. Does BellSouth agree with 

this? 

BellSouth does not agree that gross retail revenues minus access payments is 

“competitively neutral”. This would not be competitively neutral because this 

proposal decreases the contribution made by resellers and increases the burden 

on facilities-based competitors. Thus, this methodology would favor one type 

of service provider over another which is not competitively neutral. The FCC 

has clearly stated that a competitively neutral cost recovery mechanism should 

not give one service provider a cost advantage over another service provider. 

-5- 
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4 A. 
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9 

10 

11 Q. 

12 

13 

14 

15 

16 A. 

17 

18 

19 

20 

21 

22 Q. 

23 

24 

25 

What does Bel lSouth believe is a competitively neutral allocator? 

In its Reply Comments in the FCC’s Further Notice of Proposed Rulemaking 

(FNPRM) on cost recovery of long term number portability, BellSouth 

supported Southwestern Bell’s proposal of using the perceived uses of access 

lines (Le., local use, intraLATA use, and interLATA use) as a cost allocation 

mechanism. A copy of BellSouth’s Reply Comments in the FNPRM are 

attached as Exhibit A N - 2  to my rebuttal testimony. 

Ms. Kistner, representing MCI Telecommunications, Inc., states that the FPSC 

should direct LECs to adopt meet-point billing arrangements for access charges 

paid by IXCs for terminating calls to new entrants via LEC-provided RCF or 

DID. Do you agree with this? 

No. BellSouth believes that meet point billing for access charges for ported 

calls should be addressed by the parties in the appropriate interconnection 

negotiations and/or arbitration proceedings. Thus, no action is needed by the 

FPSC to address this issue. In fact, MCI and BellSouth have already reached 

agreement on meet point billing for access charges associated with ported calls. 

Ms. Kistner also states that the cost recovery mechanism that the FPSC adopts 

must apply to the provisioning of Direct Inward Dialing (DID) as an interim 

number portability method . Do you agree? 

-6- 



1 A. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 Q. 

12 

13 

14 A. 

15 

16 

17 

18 

19 

20 

Yes. The FCC Order requires LECs to provide number portability through 

RCF and DID. However, it is important to note that the Florida Order only 

addressed the provision of interim number portability using RCF. In the 

stipulation attached to the Florida Order, certain parties agreed that DID could 

be used as an alternative interim number portability solution. Parties agreeing 

to the stipulation recognized that DID involves certain technical and 

administrative issues that need to be addressed to provide interim number 

portability via DID. If directed by the FPSC, BellSouth will submit cost 

studies on DID as an interim number portability solution. 

Is it necessary for the FPSC to retroactively apply the FCC’s decision in this 

proceeding? 

Absolutely not, Although I am not a lawyer, I understand that if such actions 

were taken by the FPSC, they could be in violation of the retroactive 

ratemaking principles covered in the Florida Statutes. (Section 366.06(2), 

Florida Statutes.) Thus, it seems clear that if the FPSC were to find that it 

must reconsider the interim number portability rates established in its 

December 28, 1995 decision (Order No. PSC-95-1604-FOF-TP), then any 

resulting rate adjustments would need to be implemented on a going forward 

21 

22 

23 

24 

25 Q. How should previously agreed upon arrangements be viewed? 

(or “thereafter”) basis. No retroactive adjustments should be considered for 

agreements or tariffs made prior to the effective date of FCC’s First Report and 

Order in CC Docket 95-1 16. 

-7- 
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2 A. 
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10 
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12 

13 

14 Q. 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Before the passage of the federal Telecommunications Act, FPSC Order No. 

PSC-95-1604-FOF-TP, issued December 28, 1995, established Remote Call 

Forwarding (RCF) as the temporary number portability mechanism to be 

provided in Florida. BellSouth has negotiated and entered into a number of 

local interconnection agreements that established interim number portability 

rates prior to the FPSC Order and prior to the Telecommunications Act. These 

agreements were negotiated by the parties in good faith and many were made 

before the FCC’s July 2nd, 1996 Order on number portability. Nothing in the 

Act alters the exclusive jurisdiction of the states on this matter and, thus, 

BellSouth does not believe that there should be any retroactive application of 

the FCC’s decision. 

What is BellSouth’s proposal for cost recovery of interim number portability? 

As explained more fully in my direct testimony, the current Florida Order 

should simply be maintained until such time as the solution for permanent 

number portability can be implemented. This is consistent with the Florida 

statutes. BellSouth suggests that the FPSC could adopt a “wait and see” 

position pending the resolution of BellSouth’s August 26, 1996 Petition for 

Reconsideration or Clarification and the other appeals and petitions taken by 

various parties on the FCC’s First Report and Order in CC Docket No. 95-1 16. 

BellSouth firmly believes that the FCC’s Order as it pertains to cost recovery 

of interim umber portability is unlawfbl and confiscatory. 

-8- 



1 Q. 
2 

3 

4 A. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

GTE presented an alternative proposal. Does BellSouth propose an alternative 

to the FPSC simply maintaining their current Order? 

Yes. As an alternative, BellSouth recommends that each company be required 

to track and record their costs of providing interim number portability. When 

the cost recovery mechanism for long term number portability becomes 

effective, the costs incurred by each company of providing interim number 

portability, including adjustments for interest, will be recovered using the same 

long term number portability cost recovery mechanism approved by the FCC. 

Thus, the recording and tracking of costs for interim number portability would 

be a simple monthly calculation of the number of customers who are porting 

telephone numbers, times the current interim number portability rate ordered 

by the Florida PSC. When the mechanism for long term number portability 

cost recovery becomes effective, the costs of interim number portability, 

including appropriate interest, would then be allocated back to each carrier 

using the FCC approved long term number portability cost recovery 

mechanism. If the Florida Order is still viewed as inconsistent with the cost 

18 

19 

20 

recovery mechanism for long term number portability, then the FPSC would 

still have the option of modifying their Order at that time. 

21 Q. Does this conclude your testimony? 

22 

23 A. Yes. 

24 

25 
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1 

SUMMARY 

The Commission should adopt separate LNP cost recovery principles to ensure that the 

costs of LNP are bome by all carriers OA a compctitivdy neutral bask These principles should 

af€iv that the L,NP cost recoveq mecMsm (1) docs not impose a diq”rtionately greatu 

burden on arry one telecommunications carrier nl&e to e. (2) does not so &WOK 

telecommunications service prices so as to infiucncc customer choice among alternative cadem 

and (3) is charauerized by administrative simplicity. 

Having adopted the foregoing LNP cost recovery principles. the Commission should 

determine that all casts essential to making LNP work that an i~cwted by all ca)rim becauss of 

the LNP federal mandate, whether they arc sharcd or carrier specific, represent the costs of 

implamating the federal LNP mandabc as a whole and as such are to be bome by all Carriers on 8 

competniVeiy n e u d  basis. The Commission should firrthcr determine that national pool’ntg of 

the industry-wide Type 1 and Type 2 costs is tho best way to ensure that the costs of LNP are 

borne by all carrim. and that all carriers share in the burden of recovering these costs h r n  end 

users oftelecommunications scrvices through mandatory, but temporary, uniform averaged and 

explicit end-- charges. In this way. the Commission will provide a cost recovery mechanism 
7- 

for federally mandated LNP that is characterid by administrative simplicity and which will 

minimize anticompetitive distortion of the terms on which rival firms compete in the 

telecommunications scrvias market. 
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Before the 
FEDERAL COMMUNiCATIONS COMMISSION 

Washington. D.C. 20554 

[n the Matter of 

Telephone Numbor Portability 

1 
) 
1 
1 

CC Dwkat NO. 95- I 16 
RM 8535 

REPLY COMMENQ 

BellSouth Corporation and BeilSouth Telecommunications. IN., by counset reply to the 

comments fiicd in response to the Further Notice of Proposed Rulemaking relcajcd in this 

proceeding on July 2, 1996.‘ 

m o D U m O  N 

Congress and this Commission have dinacd tIuu the public switched telephone network 

(“PSTN”) be modified so as to accommodate long term &abase numbs portability ( “ L W )  in 

order that wen of tdecommunications suvicw may be able to retain, at the same location, 

existing telecommunications numbers without impairment of quality, d i i l i t y  or convenience 

when switching from one telecommunications carrier to another. 47 U.S.C. $9 153(30). 
\- 

25 l(b)(2); Further Noti *ccpus.sim. The tam LNP, therefore, describes more than just a 

telecommunications service that ports numbers: ratha it describes a government mandated, 

industry-wide c f 5 i  that requircs fundamental changes to the PSTN through the participation of 

the telecommunications industry as a whole in order for the technology to work. 

’ I n  the Matfer of Telephom Nttmber PortabiUp, First Report and Order and Further Notice of 
Proposed Rulemaking, CC Docket No. 95-1 16 (July 2, 1996)rFurther Not i-”). 



LNP in an economic sense constitutes an intervention in the tdtcommunications s e r y i a s  

market that thrwtem to distort the terms on which rival firms compete with each other. 

Recognizins the potential for distortion. C o n g a s  has required that the cosu of LNP are to be 

borne by dl carriers on a competitively neutral basis as determined by the Commission. 47 U.S.C. 

fi 25 l(eX2). ,m LNP cost recovery me&” is a c o n c “ n t  burdm of LNP inttrvenrion 

and should itselfbe administered in a way that docs not distort the temu on whici~ rivai firms 

compete In these nply comments. BellSouth demonstrates that thecost-recovery m d ”  

must be based on the fundamental principic that the industry-wide costs of LNP are borne. shared 

and r # x r v d  by the industry as a whole with a minimum of market dmortion. - 

I. LONG TERM DATABASE NUMBER PORTABtLiTY REQUIRES DI- 
COST RECOVERY PRINCIPLES THAN THOSE ADOPTED BY TEE 
COMMISSION FOR CURRENTLY AVAILABLE NUMBER PORTABILITY 

The Commission’s cost rcc~vcry principles for mandatory local exchange carrim (“LEC) 

provisioning of m a t e  tail forwarding (“RCF“) and (“DID”) a as written, inappropnate fbr 

LNP. In order to comport with Coqrws’s mandate of competitive neutrality, an LNP co~t 

recovery mechanism ( 1 )  must not impose a disproportionately greatw burden on any one 

telecommunications carrier relative to another, (2) must not so distort service prices so as to 
t- 

influence customer choice among alternative carricrx and (3) must be characterized by 

administrative simplicity. 

The”arrrcndy available’’ number portability (RCF and DID) cost recovery principles arc 

incompatiile in the context of permanent LNP. RCF and DID. as the Commission recogrued 

are hdamentally d E e m t  and have substantially different costs than LNP. The cost r e c o w  

principles set forth in the Further No t i e  wcrc designed, in part, to incent LECs to implement 

2 



L 

, 

. 

LNP. whfch is now mandatory. As applied by the Commission the principles tstabllsbtd fbr RCP 

and DID do not comport with the legislative mandate of competitive neutrality for LNP cosu. 

Instead, they confer a competitive advantage on new entrants, resuit in confiscatory m e  scams 

for intrastate s d c w .  and potenthilly abrogate carrier to carrier comrac#’ As such the 

principles developed for RCF and DID should not be applied to LNP. 

The Florida Public SerVice Commission notes with resptct to the second principle 

(compctitivdy neutral cost m c r y  mechanism should not have a disparate effect on the ability of 

competing d c e  providers to m a normal rate of m): 

In a competitive environment. there is a fundamental ptemke that “gW service 
providcn may not earn a n o d  rctwn and may not be able to 3urvivb in the long 
m.3 

Applied to LNP, this principie could r d t  in requiring more Mcient carriers to subsidize 

marginal Service providers in order to guarantee a “nonnai return.“ 

Nuther of the currently available number portability cost recovery principles atsm that 

telecommunications service prices will not bc distorted in a way that wiil influence customer 

choices among alternative carriers. 4 N P  implementation costs must be distributed in a way which 

neither dam. nor encourages. tdecommunicatiom customem to change providers. because 

customers would not be able to avoid paying for, or would not pay a lower portion of the cost OC 

- Befl Atlantic Petition for Clarification and Partial Reconsideration (Aug. 26, 2- 

1996). pp. 11-14: BdSoUth Petition for Reconsideration or Clarification (Aug. 26, 19%). pp. 1- 
10; Cincinnati Bell Petition fbr Reconsideration (Aug. 26. 1996) passim, GTE Petition fbr 
Clarification or Reconsideration (Aug 26, 1996). pp. 1 1-12; SBC Petition for Reconsideration 
(Aug 26, 19%) ppa 3-6). 
’ F I ~  PSC Comments at 2. 
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LNP implanatation by changing providers.' Finally. tho Commission has determined that an 

"each carrier bears its own costs" approach compons with its RCF and D1D competitive 

neutrality principles. As demonstrated in Section I1 bdow, such an approach is not competitivdy 

neusd when applied to LNP. 

The Commission should therefore adopt separate cost rcwvuy principles for LNP SLRh 

that ( I )  the burden of all (industiy-wide. both shared Dype 11 and carrier specific frype 21) LNP 

dosts inanred because of the federal mandate are equitably distributed among all caniem and t&a! 

the LNP cost recovery mechanism used to recover those costs docs not impose a 

disproportionately great# burden on any o m  telecommunications camicr relative to another,' (2) 

ensuns that the cost ncovery mechanism docs not distort service prices 50 as to influence 

customer choice among aitemative carriers:' and (3) drat the LNP cost recovay 

" i s m  is cfiaraaeriztd b y ' a d " h  sknpiicity.' 

U DtRECT CARRiER SPECIFlC COSTS ASSOCIATED WITH LONG TERM 
DATABASE NUMBER PORTABIILITY MUST BE BORNE BY ALL CARRIERS 
ON A COMPETITIVELY NEUTRAL BASIS. 

The comments ovenrrhelmingly support the Commission's initial categorization of LNP 

costs into three categories: shared. direct carrier specific and indirect carrier specific. Likewise 
\- 

the comments unanimously suppon the Commission's tentative condusion that each carrier 

should bear its own costs that are not directly attributable to LNP. With shared costs. the 

Cal. Dcp. Consumer 

C'khnati Bdl Comments at 6 (carrim must be able to recover all ccst they incur to implement 

Amentech Comments at 7; Cincinnati Bell Comments at 6. 

Bell Atlantic Comments at 3 4 ;  GTE Comments at 14. 

("DCA") Comments at 1 1-12; USTA Comments at 16. 4 

5 

LNP); SBC Comments at 10. 
6 

1 
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principle difIkmces COIK#TI whether all carriers. or a subset of all a@ers based on LNP 

participation. should bear this portion of the LNP 

principle diEkrmce concerns whether each carrier should bear its own cost or whether carrier 

sptafic costs directly caused by LM, are among the costs that Congress has direaed are to be 

borne by aii ~aniers-~ 

With direct carrier specific  cod^. the 

The Cotrpnission should conclude that "competitive neuuality" requires that alI carriers 

nationwide should bear the total LNP shared and direct costs. The law is ex@t that these custs 

are to be borne by all Carriers, and has not exciuded any carrier fiom this mandate'' Teiepon 

corrtctly explains: 

Numbcr portability has now become a requirement of domg business fbr all 
providers. It stands to reason therdorc that all Carriers should equitably share the 
burden of the costs for providing numbw pombility. The Tdec0"unications 
Act of 1996 requires no less. . . 

BdlSouth parts company with Tcleport and others who argue unconvinangly that the 

burdens to be borne by all carriers are only the shared costs (why would Congress mandate that 

shared costs be shared?) and not the millions that wiil havo to be spent by incumbent LECs in 

order to ensure that LNP will even-work." It is not relevant to distinguish benvem the wmmn 

( x  Telepon Communications Group Comments at 4 (all carrim should bear costs) wrfh 
Telesommunicatioru Reseilers Association Comments at 5-7 ( ~ n i y  LECs should find LNP costs). 

CIf: W m  Comunidons Comments at 6 (individual carrier costs should not be inciuded) 
with G d  Sm'ces Administration ("GSA") Comments at 5 (all costs directly incurred by any 
party to kTlpiement and operate the LNP solution should be pooled and spread across all carrim 
according to an allocatoc); Fla. PSC Comments at 1-2. 

lo 47 U.S.C. 3 25t(e)(2); Teleport Comments at 4, 
'' BellSouth estimates that its direct costs will approximate $470 million. See &I Sprint 
Comments at 3 ($100 million in top 100 MSAs); U S West Comments at 3 (approximately $400 
million); NYNEX Comments at 2 (3400 milIion) and GTE Comments at I ($1.136 billion). 

'J 
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dardmse costs and those associated with individual LECs' d e p l o y "  of the capability to provide 

LNP becawc all of these costs -arc necessary to achim a common soat. which is to implanmt a 

competitively neutral long-term solution to the number portability probtem."" 

LNP carmot wock without the fitli participation of incumbent LECs." Incumbent LECs 

cannot choose 'not fo play," and, as a practical matzcr. they cllllllot exit the market [f they could 

choose either option, LNP would not be technically achievable. Unfbrtunatdy, one consequence 

of thc Commission's subdividing the cost of providing LNP into "shad" snd "canicr-specific" 

cost categories is a tendency in the coments to overlook the that the carrier specific direct 

costs of any one &or constitute just one part of the incremental costs of the federally m&datOd 

LNP arrangement as a h d e .  Indeed some commcnfs &to only strarsd costs as "industry- 

wide" wbcn, m fir% ail costs caused by the fkdcrai LNP mandate are "industry wide." It is 

f'allaciow and disingenuous to categorize wirriu specific dimt costs inavred soleiy IU a resuit of 

the federal mandate. aa MCI's lobbyists do, as "technical upgrades they'll oncumbent LEG] 

have to make anyway."" The costs identified by the Commission and others in this proceeding as 
. .  

dimly attributable to LNP would not be i n c u d  in the absence ofan LNP mandate.'' For thcse 
\- 

'' GSA Comments at 5 .  
" For this reason, MFS's "ahbag'' hypothetical makes no smse in the context of a transitional 
regulated telecommunications market. MFS Comments at 4. MFS argues that Ford does not 
subsiditc Tayota's costs of installing airbags in response to government safety regulations. This 
is true in an industry that although individual manufkcturers am subject to Mtb d e t y  and 
environmcntaI nguiations, is not subject to the ubiquitous regulation of telecommrmications 
common carrim and has no analog to LNP. IfFord chooses not to install airbags in is cars. it 
may be violating a Meral'rcguIatlon but it does not mean that the Toyota airbag will not work. 
" Phone Computues Call for ('trstomw ,UrclhCrrger, Wall Strwt J., Bb, Col. 3 (Sap. 13, 1996). 

I s  A number of comments demonstrate that the appropriate test for determining whether a cost is 
directly dated to LNT is a "but for" test. GTE Comments at 5; OSA Comments at 2. .See dm 
Ameritcch Comments at 3 (upgrades made for soic purpose of providing U P ) ;  
(Continued.. .) 
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nasons.ada emhation that the costs of number portabiiity that are to be borne by all carriers do 

not include an incumbent LEC'S dimt costs to prepare thc public switched telephone network fbr 

LNP m o t  be competitively neutral or socially desirable Such a determimion will disadvantage 

inarmbad ECs ,  md although an incorrect measure as a matter of law, would not even comport 

with the C m n ' s  cost ncovay principla for "currentiy aMiIabie" mmbCT portability. 

tIL USE OF A NATIONAL POOL [N ALLOCATING U)NG TERM DATABASE 
NUMBER PORTABlLlTY COSTS IS CONSISTENT WlTB CONGRESS'S 
MALYDATF, AND A TEMPORARY, MANDATORY END USER CHARGE 
BASED ON A MEASURE OF CUSTOMER PERCElVED USES OF 
TELECOMMUNlCATIONS ACCESS LINES (THE "SBC PROPOSALn) IS THE 
MOST COMPETlTlVELY NEUTFUL COST RECOVERY MECHANISM. 

A. The Commission Should Adopt A Mechanism OfCost Allocation by Customer 
usage 

&uSouth agrccs, canccptually. with SBC C o d d o n s  b . ' s  propod to allocate LNP 

costs based upon an accounting of telecommunications submarkets and customer-perceived uses 

of the Id exchange accds3 l i  and recovay through a cost hnd linked to a mandatory, 

averaged, and u&rm end-user charget6 Accordin&, BellSouth endorses SBC's approach as 

the most competitively neutral proposal advanced in any of the comments Of course. the 

allocation method is necessarily arbiuary, as evidcncd by SBC's subdivision of markets into neat 

"thirds" (local exchange service, intra LATA toll service and interLATA toll service). and the 

NCTNOPASTCO at 8; "EX Comments at 3 (test should be whether costs are caused by 
LNP). App&yhg this tcsh a number of direct carrier specific costs have been identified as being 
caused by the fideral mandate and should therebre be added to the Commission's initial list of 
d i d  carrier specific co$k See Pacific Teiesis Group C o r n "  at 8-9 (LNP base fature 
enhancements. d c e  control points. signaling system enhancements, tninking augmentation and 
rearrangement and switch capacity, u p p d c s  to operational wpport systems and advanccmcnt 
costs); U S ,West Comments at 10-1 I (unpianned upgrades, advancement costs). 

l6 SBC Commcnts at 7-16. 
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n o m e n c b  adopted by SBC is fiaionaL but the concept is the itsot matket distorting of all of 

the proposals put forth in this proceeding. Total nationwide access lines are a credible measure of 

the magnitude ofthe costs. while subdividing this measun into customer perceived uses of 

telecommunications services will result in an quitablo distribution of costs across all carriers 

Indeed. the &am of SBC's proposal is a recognition that end users p d v e  that they receive 

different types of tcrvices fiom difEerent types of camiers. AU these carriers, by federal man- 

should bear the cost burdens askiatcd with LNP, including the burdens associated with cost 

recovery. 

Revenue-based allocation mechanisms are clcariy more suswptible to market dinortion and 

manipulation than allocation mechanisms based on access lines. For this ~ W I L  and the fact that 

incumbent LECS by this measure will necessarily bear a disproportionate share of the costs of 

LNP in contravation of the Act, BdlSouth agms with those comments that d u n o n "  that the 

commission's gross revenues minus payments to other carriers measure is not competitively 

neumi." P r o m s  that advocate total tettcommunicatiow service mnues" or gross revenues 

minus revenues paid to wid received from other carri~s'' are preferable to the Commission's 

proposal. Becawc usage services arc relatively more price-elastic than subscriber access services. 
$+ 

they are more susceptible to distortion, and the Commission should adopt an access line based 

allocation mc89uTcm In the alternative should the Commission determine that a revenue measure 

See, e.&, Bell Atlantic' Comments at 4-5, I7 

Is Bell Atlantic Comments at 5; " E X  Comments at 8-9. 

l 9  Pacific Telesis Comments at 1 1, 

SBC Comments at 7-9 Sprint Comments at 7-8. 
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is appropriate, it should adopt either the retail sewice revenue measure or the revenue less 

p a y ”  mads and revenues received mwurc.  

B. 

In its initial comments. BdlSouth advocated regional industry pools as the basis for a 

A National Pool Comports With Competitive N d t y .  

compttitivcty neutrai cost aifocation and recovery mechanism fbr shared Qyrjcc costs associated 

with the installation and administration of the WAC as well as for all dkcct caniv specific costs. 

Having considered the comments submitted in this procetdiw BdlSouth continues to favor a 

pool as the basis of a competitively neutral cost recovery mechanism but is persuaded by those 

commenten who advocate a national pool as opposed to a regional pool.” A regional pool. 

though IogicaUy suggested by the Commission‘s adoption of a system of regional SMS databases 

to achieve LNP. would present unntcessary complications in the fbrm ofjurisdiuionai 

separations. territorial docationr, and edorcemcnt oversight. A nationai pool. however. assures 

uniformity of trcatmwlt as wdl as administrative simplicity. The national pool should be 

admirt i s td  by the number portability administrator (LNPA) d 4 - d  by the North American 

Numbering Council (‘NANC”) and would main in operation only fbr as long as sll cglrien have 

recovered their eligible costs. for three to five years. 
t- 

The Commission should not bc persuaded by arguments that pools are inconsistent with 

competitively neutral cost allocation as required by the Act. Such arguments ignore the f8a that 

mandatocy LNP isnot something that arises out of a competitive &et place, but is a regulatory 

intervention in the teltcommunications Services market designed to ficilitate competition. 

See G E  Comments at 12; CTIA Comments at 3 (advocating a nationwide cost recovery 21 

nwork). 
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Athat& it ntay bs sound economic theory that “[~Jubsidies among comQaitws are mcompatlbk 

with the competitive process and seriously impair incerrtives to minimize costa” it is important to 

distinguish the thwrcticai constructs which ought to appiy to a deregulated, free market and the 

practical results of applying suci~ theory to a transitional regulated market that is, in facf arbjtct 

to intensive reregulation.= As the Florida Public Service Commission notes: 

[pooliig] appean pnfwzrble to the fint option which rap- individuals d e n  
to bear their own costs . . .While pooling approaches can act to ddter dciency, 
we beiiGve the risk is slight m this case. W h e t h ~  the pod4 COW am allocated 
based on m e  memure of revetwes or subscriber lines, the incumbada will still 
pay a large p ” t a g t  of these costs. and thwefore. have an incamive to 
implement number portability in tho most efficient - 

In contrast to academic arguments and special intercst advocacy, a number of coTcpnents 

off’ cogent and pragmatic expianstions. from a pubtic intcnst pmpctive. as to why having each 

carricf bear its LNP costs does not comport with the Act’s nquimnent of competitive n “ i i t y .  

The size of incumbent LEG’ wirer= network is apprdabb larger than any amative LEC’S 

The cosu to be incurred by the incumbeat LECs far exceed the costs to be iKxrrred by 

anybody else.u As California DCA notes: 
>- 

22 See, ge/ieruffy, Pacific TeIesis Comments p c d m .  On the one hand, Pacific Telesis suggests 
that pooling could provide incumbent LECs with a “cost ad- that could impede effcaive 
competition” But in the Same paragraph Pacific Telcris also states that pooling will reiiewe new 
entrants of daeir L W  burden thus subsidiring new en&un& at the expense of established Csrrim~. 
Pacific Tot& &mats at 9.9 14 (emphasis added). Pooling wouid M o r e  appear to 
provide advantages to both incumbent LEC and new entrant alike. This would s e f m  to be 
competitively neutraf. ’ 

Fla PSC Comments at 4-5. 

Calfimjzr DCA Comments at IO. 

a Infiu n.3. 
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, . 
What is most significant is how that result a i k t s  co" SILECS~ 

must absorb the tirll cost of cstablishins LNP in their networks and ifthey lose 
c u m "  to 
a disproponionarely large share of the cost of LNP. while thosc CUStOmCrS who 
change to a CLEC will bear a disproportionateiy smaller shan of LNP cosu 
because they win not have to pay for LNP implementation in the ILECs' large 
network. 

then the ILECs' remaining customers will be fotcacl to bear 

V i e d  m tfiis way, it is difacadt to conciude that a cost fecelyc~y approach 
in which the UECs absorb the firll costs d i m p i e m  LNP in t h d i ~ ~ r l u  
compom with the fidaal Act's "competitivdy ncutnd'' r e q u i " t .  . .There 
seems to be some justification for requiring the CLECs to bear not only their own 
costs to implement and provide LNP, but also fbr requiring the CLECa and their 
customen to bear some propomowe strare of the ILECs' cost o f i m p l d s  
LNP." 

Similarly, the Florida Public Service Commission recognize.~ that in the early stages of local 

competition, the incumbeat local exchange carrier wiU incur a disproportio~te munu of the 

cost, while the enmints win receive a &proportionate amount of the comptitivc 

neutrality mtlst be "d by Congrus's m d a t e  that the costs of number por tab i  be bome 

by all carriers in a reguhd market undergoing transition, and not by an interpretation that 

assumes a rrmT1cEt aaing without govanmental direction. 

\- 

26 Incumbent LEG. 
f7 Competitive LECs. 
'* Cal. DCA CO~IUIIWI~~ 8t 19-21. 

F I ~  PSC Comments at 5. 
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C. Cost Recovery Should Be Aocompiished Through a Temporary, Mandatory and 
Avaaged U d r m  End Usw Surcharge. 

l3e c o r "  make dear that the costs of provisioning LNP wiU be passed on in some way 

by carriers to their ~1utomers .~~ BellSouth has attempted to find a solution to LNP cost raeovcry 

that avoids the imposition of an end user chsrgc. However. the comments in thb procccdhq 

demonsuate that inaunbent LECs art Lintited by various regulatory plans. at the federal and state 

[evel, fiom raising prices for serviws:,' Nobody questions that inarmbent LECs will be forced to 

spend substantially mom than otha carriers to rtconfigun the PSTN to accommodate LNP.= 

BellSouth is now persujrded that the fiiircst way to ensure that ai1 carriers bear the burdens caused 

by LNP is for the FCC to adopt LNP cost recovery principles that recognize a mandatory, but 

- 

temporary, uniform and averaged end user surcharge as being consistent with Congress's goal of 

competitive neutralityen Once the casts fbr implcmaning LNP arc l~covcrcd, this charge would 

disappear. Once the charge disappears, each carrier would be responsible for bearing its ongoing 

costs of providing LNP through whatevn manner that carrier d m  to be efficient." 

BellSouth appreciates the political inexpediency of advocating any sort of end user 

surcharge. Those who wwld turn Congress's mandate of competitive neutraiity on its head have 

already exploited this inevitable approach to cost recovery in the court of public opinion?' Rivai 

j0 E+., AT&T Comments at 13-14. Time Warner Comments at n. 12. T i e  Warner is wrong to 
state that the statute prohibits recovery fiom end LIXX customers because "oniy carria are 
obligated to bear the cost" of LNP. T i c  Warner Comments at 5-6. 
3 1  GTE C o r n "  at 8; U S West Comcnts at 15. 

'' If0 m. 3,28. 

33 Bell Atlantic Comments at 9: GTE Comments at 4; " E X  Comments at 12. 

34 Cal. DCA Comments at 14- 15. 
'' Phone! Companies C d  for Ci~sromcr Strrchargc, Wall Street J., B 1 (Sep. 13. 19%). 
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fimu will continue to fh the i7res of public opinion in order to achieve a politically popular 

decision in the context of this proceeding that would neverthetas be 

with fairness and with competitive neutrahy. But thc incumbent LECs assuming they have the 

with the Act, 

regulatory flexibility to do SO. cannot be tho oniy ones who have to bear the bad ntwS to 

federal LNP intervention in the tdccommunications servias market and should not be 

dispmponionately distributed among rival and competing firms. Requiring all carriers to 

participate in the cost recovery proass  thus@ a rationd allocation of both T G  I and Type 2 

c o w  and through a concomitant end user chargt based on the m e  allocator. is the m o s ~  

competitively neutral strategy. As several comments have suggested, tho bill should be idmtSed 

(U a surcharge required by fiderai law in order to prwide LNP. in this way, the "unpfcasantn~" 

of the notification in tho customer's bill?' i s  not associated. in the public's mind with any 

particular class of carriers. 

CONCLUSION 
v 

The Commission should adopt separate LNP cost recovay principles to ensure that the 

COSIS of LNP are borne by all carrien on a competitively neutral basis. These principles should 

afl[irm that the LNP co3t rrxovcry mechanism ( I )  does not impose a disproportionately greater 

burden on any one telccomunications carrier rdativc to another. (2) does not SO distort 

telecommunications Service prices so as to influence customer choice among altcmative Carriers: 

and (3) is characterized by administrative simplicity. National pooling of Type I and Type 2 

~~ - .  . -  
36 Id at 86. Cot. 3. 
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