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1The informational sessions were convened by Order No. 12659
(October 8, 1993) and held from October 1993 to February 1994.
Telecommunications subject matter experts, representatives of other
state  and  federal  agencies  concerned  with  telecommunications,
and representatives of telecommunications providers participated in
these sessions.
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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF HAWAII

-----  In the Matter of ----- )
)

 PUBLIC UTILITIES COMMISSION ) Docket No. 7702
)

Instituting a Proceeding on ) Decision and Order No. 16775
Communications, Including an )
Investigation of the )
Communications Infrastructure )
of the State of Hawaii. )
______________________________)

DECISION AND ORDER

XIV.

BACKGROUND

A.

Procedural History

This decision and order addresses the issues

enumerated in our Prehearing Order No. 15478 (April 2, 1997),

which was issued in phase II of our investigation into fostering

competition in the local exchange telecommunications industry.

This investigative docket was initiated in 1993 by

Order No. 12382 (May 11, 1993).  It commenced with a series of

informational sessions on the general state of the 

telecommunications industry,1 which were followed by

collaborative sessions among the parties and participants in the



2The parties and participants met between March and June 1994.
Their tasks were, in collaboration, to identify the issues relating
to Hawaii’s communications infrastructure and to resolve as many of
the issues as possible.

3The parties issued two reports.  They filed the first report on
June 9, 1994, and the second report on January 11, 1995.

4The parties recommended a three-phased approach.  Phase I was to
encompass issues to be defined and set in place within year one,
phase II was to encompass issues to be resolved in years two and
three, and phase III was to encompass issues to be addressed in
years four and five.  Although we initially accepted this
recommendation, in the interest of introducing competition in the
local exchange market as soon as possible, we collapsed the three
phases into two.

5We conducted the phase I proceeding pursuant to Prehearing Order
No. 13771 (February 15, 1995).  We conducted an evidentiary hearing
on phase I issues over seven days, from May 24, 1995 to June 7,
1995.  We adopted HAR chapter 6-80 and HAR chapter 6-81 on May 17,
1996.  They became effective on June 3, 1996.
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docket.2  The collaborative sessions resulted in a number of

recommendations,3 including:  (1) the adoption of principles to

guide the introduction of competition in the local exchange

market; (2) the adoption of a phased approach to our

investigation4; and (3) the further identification of issues

requiring resolution.

We completed phase I with the issuance of Decision and

Order No. 14734 (June 12, 1996) and by the adoption of Hawaii

Administrative Rules (HAR) chapters 6-80 and 6-81.5 

HAR chapter 6-80 contains rules governing local exchange

competition in the State.  HAR chapter 6-81 relates to universal

service.  In addition, the State legislature enacted Act 225

which became law on June 29, 1995.  Decision and Order No. 14734,

the rules, and the State statute are all consistent with the

parties’ recommendations, and establish guidelines that will



6An immediate consequence of the adoption of the rules and statute
has been the entry of a number of competitive local exchange
providers into the Hawaii local exchange market.

7The federal Act added a number of new sections to 47 U.S.C.  In
this decision and order, we sometimes cite the newly added sections
to the federal Act, rather than to 47 U.S.C.  For instance, we may
cite the newly added 47 U.S.C. § 252 as federal Act § 252.
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govern competition in the local exchange telecommunications

market.6

In Decision and Order No. 14734, we ordered the

parties to collaborate on the unbundling of GTE Hawaiian

Telephone Company, Inc.’s (GTE Hawaiian Tel's) system elements

and on the sale of GTE Hawaiian Tel’s retail services on a

wholesale basis to competitive local exchange carriers (CLECs). 

We also ordered the parties to file position statements on the

following issues:  (1) GTE Hawaiian Tel's recovery of the

undepreciated balance of its facilities, pursuant to HAR § 6-81-

55(c); (2) the establishment of a universal service fund; and (3)

the classification of fully and partially competitive services.

During calendar year 1996, we arbitrated several

interconnection agreements between GTE Hawaiian Tel and CLECs,

pursuant to 47 U.S.C. § 252, as enacted in the federal

Telecommunications Act of 1996 (federal Act).7  The pricing of

GTE Hawaiian Tel’s unbundled network elements and the sale of GTE

Hawaiian Tel’s retail services on a wholesale basis were among

the issues arising from those proceedings.  The final decision on

these issues was deferred to phase II of this docket.  We also

deferred other issues, including:  (1) the treatment of “dark-

fiber” as a network element; (2) the applicability of a “most

favored nation” clause under 47 U.S.C. § 252(i); and (3)



8See Docket No. 96-0329, Decision No. 15229 (December 12, 1996);
Docket No. 96-0352, Decision No. 15277 (December 24, 1996); and
Docket No. 96-0375, Decision No. 15316 (January 17, 1997).

9Unless otherwise noted, those listed in the text were made parties
or participants by Order No. 12382 (May 11, 1993) and Order No.
12547 (July 30, 1993).

10The Consumer Advocate, by HRS § 269-51, is a party to all
proceedings before us.  

11The DOD/FEA gained participant status by Order No. 12836
(November 16, 1993).  Although designated a participant, the
DOD/FEA was active in this docket as if a party.   
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collocation and access to GTE Hawaiian Tel’s poles, ducts,

conduits, and rights-of-way.8 

An evidentiary hearing was held on phase II issues

from October 6, 1997, through October 24, 1997.  The parties

filed their opening briefs by December 5, 1997, and reply briefs

by December 22, 1997.

Pursuant to Hawaii Revised Statutes (HRS) § 91-11, we

issued a proposed decision and order on November 13, 1998. 

Exceptions to the proposed decision and order were filed on

December 7, 1998, and oral arguments on the written exceptions

were presented to the commission on December 9, 1998.

B.

The Parties

The parties in this docket9 include the State of

Hawaii Department of Commerce and Consumer Affairs, Division of

Consumer Advocacy (Consumer Advocate)10; the United States

Department of Defense and all other Federal Executive Agencies

(DOD/FEA)11; and  the incumbent local exchange carrier (ILEC),



12AT&T is also designated a participant, but it acted as a full
party.

13We approved the substitution of Time Warner Communications of
Hawaii, L.P., dba Oceanic Communications, for Time Warner
Entertainment Company, L.P., dba Oceanic Cablevision, on August 22,
1994.

14MCI became a party by Order No. 15545 (April 28, 1997).

15TelAlaska became a party by Order No. 13915 (May 16, 1995).
Shortly after TelAlaska's intervention, TelHawaii, Inc.
(TelHawaii), a wholly-owned subsidiary of TelAlaska, was formed.
Although TelAlaska has not filed for a substitution of parties,
TelHawaii has participated in the proceedings in TelAlaska's place
and we recognize that TelHawaii is the real party in interest. We
will, therefore, refer to TelHawaii in place of TelAlaska for the
balance of this decision and order. 

16Primeco Personal Communications became a party by Order No. 14860
(August 8, 1996).

17WWC became a party by Prehearing Order No. 15478 (April 2, 1997).
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GTE Hawaiian Tel.  CLECs who are parties to the docket are: AT&T

Communications of Hawaii, Inc. (AT&T)12; GST Telecom Hawaii, Inc.

(formerly Pacwest Telecommunications Corporation, Inc.) (GST);

Time Warner Communications of Hawaii, L.P., dba Oceanic

Communications, Inc. (Oceanic)13; Sprint Communications Company,

L.P. (Sprint); MCI Telecommunications Corporation (MCI)14; and

TelAlaska, Inc.15

The following commercial mobile radio service

providers are also parties:  GTE Wireless of the Pacific

(formerly GTE Mobilnet of Hawaii, Inc.); Cybertel Corporation;

Honolulu Cellular Telephone Company (HCTC); USCOC of Hawaii 3,

Inc.; Maui Cellular Telephone Company Inc.; Primeco Personal

Communications, L.P.16; and Western Wireless Corporation (WWC).17 

Other wireless service providers who are parties are:  Page-Com

Hawaii, Inc.; Ram/BSE Paging Co., L.P.; General Telcourier, Inc.,



18Security Alarm Shop became a party by Order No. 13915 (May 16,
1995).

19Pursuant to Act 126, Session Laws of Hawaii 1995, effective July
1, 1997, the functions and responsibilities of the Department of
Budget and Finance with respect to the development and operations
of a state information network and communications system were
transferred to the Department of Accounting and General Services.

20The Hawaii Hotel Association became a party by Order No. 12813
(November 5, 1993).

21The University of Hawaii became a participant by Order No. 12815
(November 5, 1993).
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dba Pager One; Dr. Mark Goldman, dba Communications Center of

Hawaii & Island Radio-phone; and Ram Mobile Data USA Limited

Partnership.  Other service providers who are parties are

Security Alarm Shop, Inc.18 and the Hawaiian Electric Company,

Inc.   The Hawaii Cable Television Association and American Cable

TV Investors 4 Ltd., dba Sun Cablevision, are also parties.  

The City and County of Honolulu and the following

State departments and agencies are also parties:  the Department

of Accounting and General Services19; the Hawaii Information

Network Corporation; the Department of Commerce and Consumer

Affairs; the Department of Business, Economic Development and

Tourism; and the Hawaii Public Broadcasting Authority.  Non-

profit business associations who are parties are the Hawaii

Island Chamber of Commerce and the Hawaii Hotel Association.20

In addition to the parties, participants in this

docket are allowed to participate fully in all aspects of the

docket’s proceedings and have the rights, duties, and obligations

of a party.  The participants are:  the Honolulu Community–Media

Council; the University of Hawaii21; ‘Olelo–The Corporation for



22‘Olelo became a participant by Order No. 12655 (October 7, 1993).

23The Coalition for Competitive Telecommunications became a
participant by Order No. 13174 (March 10, 1994).

24The Department of Health, the Department of Education, and the
public library system became participants only with respect to
universal service issues by Order No. 15897 (September 10, 1997).
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Community Television ('Olelo)22; the Coalition for Competitive

Telecommunications23; the State Department of Health, Emergency

Medical Services Systems Branch; the State Department of

Education; and the State public library system.24

The following parties and participants participated in

the evidentiary hearing:  the Consumer Advocate, AT&T, GTE

Hawaiian Tel, GST, the Honolulu Community–Media Council, MCI,

Sprint, TelHawaii, Oceanic, DOD/FEA, and WWC.  Post-hearing

briefs or statements were filed by the Consumer Advocate, GTE

Hawaiian Tel, the DOD/FEA, AT&T, GST, Oceanic, Sprint, TelHawaii,

and WWC.

Exceptions to the commission's proposed decision and

order were filed by the Consumer Advocate, GTE Hawaiian Tel, the

DOD/FEA, AT&T, GST, Oceanic, Sprint, TelHawaii, WWC, HCTC, and

GTE Wireless of the Pacific.  Oral arguments on the exceptions

were presented by the Consumer Advocate, GTE Hawaiian Tel, the

DOD/FEA, AT&T, GST, Oceanic, Sprint, and TelHawaii.

XV.

ISSUES

The issues in this phase II proceeding, as set forth

in Prehearing Order No. 15478, are as follows:

1. Total service resale and wholesale pricing
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a. Whether GTE Hawaiian Tel's proposed wholesale
rates for its retail services are just,
reasonable, and nondiscriminatory.

b. Whether GTE Hawaiian Tel's proposed pricing
and pricing methodology and relevant cost
studies for its wholesale rates are just,
reasonable, and nondiscriminatory.

c. What should be the permanent wholesale rates
for GTE Hawaiian Tel's retail services?

d. What retail services should be made available
for sale at wholesale rates?

2. Unbundled network elements

a. Whether GTE Hawaiian Tel's proposed rates for
its unbundled network elements are just,
reasonable, and nondiscriminatory.

b. Whether GTE Hawaiian Tel's proposed pricing
and pricing methodology and relevant cost
studies for its unbundled network elements
are just, reasonable, and nondiscriminatory.

c. What should be the permanent rates for GTE
Hawaiian Tel's unbundled network elements?

d. What network elements should be unbundled for
access by other providers?

e. Should dark fiber be considered an unbundled
network element?

3. Transport and termination

a. What is the appropriate pricing methodology
for the transport and termination of local
traffic?

b. Whether GTE Hawaiian Tel's proposed rates for
transport and termination of local traffic
are just, reasonable, and nondiscriminatory.

c. Whether WWC's proposed rates for transport
and termination of local traffic are just,
reasonable, and nondiscriminatory.

4. Other arbitration issues:

a. What are the appropriate pricing methodology
and prices for physical and virtual
collocation at GTE Hawaiian Tel's central
offices or other physical plant?
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b. What are the appropriate pricing methodology
and prices for access to GTE Hawaiian Tel's
poles, ducts, conduits, and rights-of-way?
(Ref: GTE Hawaiian Tel's cost data submitted
on October 13, 1996.)

c. What are the meaning and applicability of the
"most favored nation clause," in 47 U.S.C.
§ 252(i):

A local exchange carrier shall make
available any interconnection, service,
or network elements provided under an
agreement approved under this section to
which it is a party to any other
requesting telecommunications carrier
upon the same terms and conditions as
those provided in the agreement.

5. Intrastate access tariff

a. Whether GTE Hawaiian Tel's proposed permanent
rate for intrastate 1+/0+ access, to be filed
in accordance with Decision and Order
No. 14734, is just, reasonable, and
nondiscriminatory.

b. Whether GTE Hawaiian Tel's proposed
adjustment  to the interim access tariff and
any reimbursements to other carriers, based
on actual implementation costs filed on
August 12, 1996, are just, reasonable, and
nondiscriminatory.

c. Whether GTE Hawaiian Tel's proposed mechanism
to assess the equal access recovery charge to
itself is just and reasonable.

6. Undepreciated balance

a. Whether GTE Hawaiian Tel's proposed recovery
of the undepreciated balance of its
facilities under HAR § 6-81-55(c) is just and
reasonable.

b. Whether GTE Hawaiian Tel's proposed
methodology and procedure to identify and
value specific facilities for which recovery
of undepreciated balance will be sought are
just and reasonable.

c. Whether GTE Hawaiian Tel's July 15, 1996,
filing demonstrates that the unrecovered
undepreciated balance of its facilities is
not recoverable from other sources.
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7. Rate rebalancing

a. Whether GTE Hawaiian Tel's proposed rate
rebalancing, as supported by its position
statement filed on August 10, 1996, is just,
reasonable, and nondiscriminatory.

b. Whether GTE Hawaiian Tel's total service long
run incremental cost (TSLRIC) analysis
demonstrates that current interisland tolls
are subsidizing other GTE Hawaiian Tel
services.

c. Whether GTE Hawaiian Tel has identified
revenue loss attributable to the elimination
of the carrier common line charge (CCLC) and
the residual interconnection charge (RIC)
from its revised intrastate access tariff.

d. Whether GTE Hawaiian Tel has demonstrated
that it cannot recover any revenue loss from
elimination of the CCLC and the RIC from
other sources.

8. Universal service fund program

a. What is the statewide average cost per line?

b. What areas in the State should be designated
high cost areas?

c. What is a reasonable discount rate for
schools, libraries, and medical facilities?

d. What methodology should be used in making
assessments upon telecommunications carriers
or groups of carriers to fund the universal
service fund, and how should the costs of the
fund be allocated?

e. What additional services should be included
in the definition of universal service?

f. How should "access," as provided under
HRS § 269-41(3), be defined?

We address each of these issues in the paragraphs

below, although not necessarily in the order in which the issues

are enumerated above.
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XVI.

GUIDING PRINCIPLES

A.

Governing Statutes and Rules

We are governed in this phase II proceeding by the

federal Act; Act 225, Session Laws of Hawaii 1995; HAR

chapters 6-80 and 6-81; and, except as noted below, the rules of

the Federal Communications Commission (FCC), as contained in the

First Report and Order, FCC 96-325, released August 8, 1996 (as

amended by the FCC's Order on Reconsideration, FCC 96-394, issued

September 27, 1996) (FCC Interconnection Order I), and the FCC's

Second Report and Order, FCC 96-333, released August 8, 1996 (FCC

Interconnection Order II).

In complying with the federal Act and the FCC rules,

we are guided by the decision of the United States Court of

Appeals for the Eighth Circuit in Iowa Utilities Bd. v. F.C.C. ,

120 F.3d 753 (8th Cir. 1997), as amended (on rehearing) on

October 14, 1997.  The court, in that decision, affirmed the

jurisdiction of the states to regulate the rates of local

intrastate phone service and to set prices for interconnection,

access to the ILEC's unbundled network elements, resale of the

ILEC's retail services, and the transport and termination of

telecommunications traffic.  Under the court’s ruling, a state’s

regulation, order, or policy, with respect to intrastate matters,

need not be consistent with FCC regulations, as the FCC contended

in the case.  The court agreed with the petitioners that 47

U.S.C. § 251(d)(3), entitled, ”Preservation of State Access



2547 U.S.C. § 251(d)(3) states:

Preservation of State Access Regulations.  In prescribing
and enforcing regulations to implement the requirements
of this section, the Commission shall not preclude the
enforcement of any regulation, order, or policy of a
State commission that -- 

(A) establishes access and interconnection
obligations of local exchange carriers;

(B) is consistent with the requirements of this
section; and

(C) does not substantially prevent implementation
of the requirements of this section and the purposes of
this part.
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Regulations,” allows the states to adopt and enforce any

regulation, order, or policy that may be inconsistent with a

specific FCC regulation, so long as it is consistent with the

overarching terms of section 251 and does not prevent the

implementation of section 251 or Part II of the federal Act.25 

In this connection, the court noted that subsection 252(c)(1)’s

provision that requires state commissions to ensure that

arbitrated agreements comply with the FCC’s regulations applies

only when the states are fulfilling their roles as arbitrators of

agreements pursuant to the federal Act; it does not apply to

state statutes or regulations that are independent of the Act. 

In the court’s view, Congress recognized that many states (Hawaii

included) enacted legislation designed to open up local telephone

markets to competition before the federal Act and designed

subsection 251(d)(3) to preserve such work of the states.

Consistent with its decision, the court vacated the

FCC rules and policies that require state compliance with FCC

directives on interconnection, access to unbundled network

elements, resale, and transport and termination.  The court also

vacated FCC rules and policies that: (1) allow a CLEC to “pick



26The vacated rules are those codified under title 47, Code of
Federal Regulations (C.F.R.)§§ 51.303; 51.305(a)(4); 51.315(b) -
(f) (to the extent that this rule establishes a presumption that a
network element must be unbundled if it is technically feasible to
do so); 51.405; 51.501 to 51.515 (inclusive, except 51.515(b));
51.601 to 51.611 (inclusive); 51.701 to 51.715 (inclusive, except
51.701, 51.703, 51.709(b), 51.711(a)(1), 51.715(d), and 51.717, as
they apply to commercial mobile radio service providers); and
51.809.  Also held non-binding are ¶¶ 101-103, 121-128, and 180 of
FCC Interconnection Order I and the proxy range for line ports used
in the delivery of basic residential and business exchange services
established in the FCC’s Order on Reconsideration (September 27,
1997).

27HAR § 6-80-4.  The remainder of the definition is as follows:
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and choose” individual provisions of interconnection agreements

negotiated between an ILEC and other CLECs; (2) provide for the

FCC’s review and enforcement of state commissions’ arbitration

decisions and interconnection agreements; (3) require ILECs to

provide interconnection and access to unbundled network elements

at quality levels that are superior to the levels at which the

incumbents provide the services to themselves; and (4) require

ILECs, at the request of CLECs, to recombine the unbundled

network elements purchased by the requesting carriers.26 

B.

TELRIC/TSLRIC

Our rules require that pricing for interconnection,

unbundled elements, and collocation be based on total service

long run incremental cost (TSLRIC).  Our rules define TSLRIC as:

[T]he total additional cost to provide the
entire forecasted quantity of service
divided by the forecasted quantity, based
on the least cost, most efficient
technology that is capable of being
implemented at the time the total service
incremental cost is calculated....27



The cost is calculated over a period long enough to avoid
all costs associated with the provision of the service
(i.e., the time interval over which all plant, equipment,
and other investments are to be replaced).  The
forecasted quantity is the highest level of anticipated
annual demand for at least the next three years.  Where
a service or component that is not fully competitive is
used as an input to the service at issue, the tariffed
rate or charge paid by competitors is the cost of the
service or component.  The costs of joint facilities,
including loop costs, are excluded in calculating the
incremental cost.

28The "TELRIC" term has gained general acceptance in the industry
and will be used, in most part, for the remainder of this decision
and order.
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The FCC utilizes the term "total element long run

incremental cost" (TELRIC), which, for most purposes, is

synonymous with TSLRIC.28

There are several approaches to computing forward-

looking costs.  The approach we adopt utilizes a forward-looking

economic- cost methodology based on the most efficient technology

deployed in the ILEC's current wire center locations.  That is,

pricing will be based on costs that assume the ILEC's current

wire center locations, but with a reconstructed local network

that employs the most efficient technology for any reasonably

foreseeable capacity requirements.

C.

Cost Models and Unbundled Network Element Pricing

Unbundled network elements are the basic components of

the ILEC's services and the building blocks by which many

competitors propose to enter the local exchange market.  In this

phase II proceeding, we establish prices for GTE Hawaiian Tel's

unbundled network elements based on their underlying TELRICs. 
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The parties approached the determination of unbundled network

element costs from two general perspectives.  GTE Hawaiian Tel's

approach is based on a family of cost models generically referred

to as COSTMOD.  Conversely, AT&T's proposals are based on the

Hatfield Model, version 3.1.  For purposes of this decision and

order, we utilize COSTMOD for the reasons cited below.  However,

we also require modifications to the assumptions used in the

model.  These modifications are designed to reflect forward-

looking costs, and are based on recommendations made by the

parties, particularly GST.  While we are comfortable with these

adjustments, only time will demonstrate how accurate the model is

and what the impact will be on competition and the local exchange

market.  Thus, the pricing we set in this decision and order is

subject to constant monitoring and future modifications, as

necessary.

D.

Imputation

For competition to thrive, there must be a level

playing field for all local service providers.  This requires all

players to price their services based on a common benchmark.  It

is equally important that the incumbent, GTE Hawaiian Tel, not

cross-subsidize those services that become subject to

competition.  Cross-subsidization occurs when:  (1) any fully

competitive or partially competitive service is priced below the

TELRIC of providing the service; (2) fully competitive services,

taken as a whole, fail to cover their direct and allocated joint

and common costs; or (3) fully competitive and partially



29HRS § 269-39(a); HAR § 6-80-35.
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competitive services, taken as a whole, fail to cover their

direct and allocated joint and common costs.29

To ensure a level playing field and discourage

cross-subsidization, we require GTE Hawaiian Tel to base its own

prices for retail services on the same benchmark we set in this

decision and order.  That is, GTE Hawaiian Tel must price its

services as if it were an entity separate and apart from the

entity that controls and manages the physical facilities

currently owned by GTE Hawaiian Tel.  Thus, its services must be

priced according to the same TELRIC (plus a reasonable allocation

of common costs) for interconnection and unbundled network

elements that it charges to CLECs.  We do not, by this condition,

require GTE Hawaiian Tel physically and organizationally to

separate itself into different entities.  We only require that

GTE Hawaiian Tel price its services on the same benchmark as its

competitors.

XVII.

UNBUNDLED NETWORK ELEMENTS

A.

The Models

Of all the unbundled network elements, the local loop

is of primary importance.  The loop connects the customer’s

premises to GTE Hawaiian Tel’s central office.  The parties,

therefore, devote most of their attention to this element.  Two

models are proposed in developing TELRIC for the local loop.  GTE
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Hawaiian Tel proposes the COSTMOD.  AT&T proposes the Hatfield

model, version 3.1.  Most of the parties side with AT&T on the

use of the Hatfield model.

The COSTMOD loop module calculates the investment

required to provide transmission from the customers’ premises to

each of GTE Hawaiian Tel's central offices in increments of 1,000

feet.  It applies the levelized annuity pricing program (LAPP) to

the investment figures to convert them into expenses associated

with capital carrying costs, depreciation, maintenance, and the

use of supporting facilities and resources, eventually producing

the total monthly cost associated with 1,000 feet of each loop. 

It, then, calculates the weighted average of these loop costs to

arrive at a weighted average loop cost for each central office. 

Finally, it averages the weighted average loop costs of  all

central offices on each island to arrive at an island-wide

weighted average loop cost.  COSTMOD and the cost modules are the

same as those utilized by GTE Hawaiian Tel in establishing its

retail rates, except that, for purposes of this phase II TELRIC

study, GTE Hawaiian Tel makes certain adjustments to reflect the

requirements of the study.

AT&T's Hatfield model is a generic model (not company

specific) that identifies the theoretical TELRIC for the

unbundled network elements of a company providing service to a

region of the general size and population of Hawaii.  AT&T

asserts that, where appropriate, the model utilizes Hawaii-

specific values, such as census and geographic data and GTE

Hawaiian Tel's automatic reporting management information system

(ARMIS) data.
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The general structures of COSTMOD and the Hatfield

model are similar.  Both utilize readily available spreadsheet

software to extract data from underlying databases and exhibit

cost study results.  Both produce valid approximations of

forward-looking costs for GTE Hawaiian Tel’s unbundled network

elements.  However, it is the underlying assumptions, and not the

mechanics of the models, that account for their drastically

divergent cost projections.

Our overriding concern is to identify the TELRICs that

reflect GTE Hawaiian Tel’s specific costs.  COSTMOD does this

better than the Hatfield model.  Thus, we opt to apply COSTMOD in

pricing unbundled network elements.  However, adjustments must be

made to the COSTMOD assumptions before the model can be utilized. 

These changes are addressed below.

B.

The Use of the Most Efficient Technology

Earlier, we adopted a TELRIC approach that assumes

current GTE Hawaiian Tel wire center locations, but requires the

most efficient, forward-looking technology available.  GTE

Hawaiian Tel's COSTMOD often assumes technology that is not

forward-looking.

In calculating loop costs, COSTMOD assumes an older,

and more expensive, universal digital loop carrier (UDLC)

technology.  Both AT&T and GST urge the employment of the next

generation digital loop carrier (NGDLC) pair gain systems.  We

agree with AT&T and GST that NGDLC pair gain systems should be

used.  Furthermore, in making adjustments to incorporate NGDLC
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pair gain systems, we adopt GST's recommendation to replace both

GTE Hawaiian Tel's integrated as well as its non-integrated cost

estimates with a single NGDLC technology investment capable of

provisioning both.  Thus, we will require GTE Hawaiian Tel to

assume the utilization of integrated (i.e., next generation)

digital line carriers, instead of the current generation

technology.

C.

Loop Length Assumption

In calculating loop cost, COSTMOD groups the loops in

each of GTE Hawaiian Tel's 82 central offices into common

kilofeet length bands, ranging from zero to one kilofoot to

greater than 12 kilofeet.  It estimates the costs of all loops

within a given length band by assuming that all loops in the band

are of equal length and applying the cost of the band’s longest

loop to all loops in the band.  Thus, for instance, all loops in

the 2 to 3 kilofeet band are assumed to be 3 kilofeet in length,

and the cost of a loop of 3 kilofeet in the band is applied to

all loops in the band.  Longer loops are higher in cost because

of greater labor and material needs.  Thus, measuring the costs

of all loops in a band by the cost of the band’s longest loop

overstates the average cost of the loops in the band.

We adopt the methodology of calculating loop costs

within a given band in terms of the cost of the loop of median

length within the band.  For example, for loops within the 2

kilofeet to 3 kilofeet band, the costs of all loops within the

band are measured in terms of the cost of a loop of 2.5 kilofeet. 
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This methodology assumes that loops in a band are evenly

distributed and that all loops within the band exhibit

characteristics similar to those of the median loop in the band. 

This assumption better captures the true costs of loops within a

given band.

 D.

Fill Factor

COSTMOD in its loop module assumes a weighted average

composite fill factor that is applied across all types of

facilities and equipment.  A forward-looking fill factor

estimates the proportion of a facility's capacity that will be

utilized.  In calculating a TELRIC, the unit cost of a particular

element (here, a loop) is derived by dividing the total cost of

the element by a projection of the total capacity utilization of

the element. 

AT&T and GST contend that COSTMOD's fill factor is too

low.  We agree.  COSTMOD’s fill factor reflects existing, not

forward-looking, conditions.  It fails to account for the higher

utilization levels that will result from increasing competition

and the incorporation of currently available forward-looking

technology.

We, thus, adopt GST's recommended fill factor of

75 per cent.  This is consistent with the fill factors adopted by

other state commissions.  It is also consistent with:  (1) the

weighted average composite fill factor used by COSTMOD to

calculate the total weighted volume sensitive long run

incremental cost (LRIC) per unit of loop; and (2) the 80 per cent



30The 80 per cent installation fill factor was derived by GST.  GTE
Hawaiian Tel claims that the 1.25 pairs-per-household “guideline”
used by GST in its calculation does not yield an 80 per cent fill
for distribution plant.  Moreover, GTE Hawaiian Tel claims that
GST’s calculation does not account for administrative pairs and bad
pairs.  The 1.25 ratio of pairs per location applies only to
households and does not take into account a higher ratio for
business. 

31COSTMOD calculates the weighted average drop cost as follows.  It
first  multiplies the number of lines dedicated to each service
(retail R1, B1, Key, PBX, Centranet, and two-wire private line) by
the per line drop cost for that service.  It then totals the drop
costs for all services and divides the sum by the total number of
lines dedicated to all six services.  
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installation fill factor that appears to be used by GTE Hawaiian

Tel when designing and deploying outside plant.30 

E.

Drop Costs

In calculating the weighted average unbundled loop

drop cost, COSTMOD includes the drop costs associated with two-

wire private line services, as well as the drop costs associated

with retail R1, B1, Key, PBX, and Centranet services.31  Certain

CLECs object to the inclusion of two-wire private line drop

costs, asserting that GTE Hawaiian Tel does not include expenses

associated with two-wire private line costs anywhere else in the

derivation of unbundled loop costs.  Thus, the removal of two-

wire private line drop costs is consistent with GTE Hawaiian

Tel's treatment of all other unbundled loop costs.  We will

require the exclusion of two-wire private line drop costs in

calculating the weighted average unbundled loop drop cost.

F.
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Poles and Pole Sharing

The costs of poles and conduits are included in the

calculation of loop costs.  However, certain CLECs criticize the

way in which the costs of poles and conduits are calculated. 

They assert that COSTMOD fails to account for any savings derived

from the sharing of poles and conduits with other utilities. 

This is a valid criticism.

COSTMOD assumes that all poles and conduits are

constructed to accommodate only GTE Hawaiian Tel’s provision of

unbundled loops.  This is in direct conflict with the future

environment in which local exchange carriers will compete.  It is

also in conflict with what occurs today.  GTE Hawaiian Tel shares

the use of its poles and conduits with other utilities, sometimes

with as many as three other utilities.  Hence, the COSTMOD’s pole

and conduit cost calculations must be adjusted to reflect the

sharing of GTE Hawaiian Tel’s poles and conduits.  GST suggests

that the model assumes that GTE Hawaiian Tel’s poles and conduits

are shared, on average, with one other utility.  This is a

reasonable suggestion which we will adopt.

G.

Cost of Capital

GTE Hawaiian Tel proposes a cost of capital of

10.391 per cent in costing its unbundled network elements.  In

doing so, it contends that, given the risks associated with

provisioning unbundled network elements and interconnection

services, a higher cost of capital is warranted.  The Consumer



32See Docket No. 94-0298, Decision and Order No. 15345 (January 31,
1997).

33See FCC Interconnection Order I at ¶ 702.
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Advocate and GST argue that GTE Hawaiian Tel's current stipulated

rate of 9.73 per cent should be used.

We will apply the 9.73 per cent cost of capital which

we approved in phase I of GTE Hawaiian Tel’s current rate

proceeding.32  We agree with the FCC that a state’s authorized

rate of return is a reasonable starting point for TELRIC

calculations and that the ILEC (GTE Hawaiian Tel) bears the

burden of demonstrating that the risks it faces in providing

unbundled network elements and interconnection services justify a

different risk-adjusted cost of capital.33  GTE Hawaiian Tel has

not made such a demonstration in this docket.

H.

Depreciation Rates

GTE Hawaiian Tel applies FCC-prescribed lives for its

assets in its cost studies.  It requests, however, the use of

economic lives in eight service-providing accounts: (1) digital

switching; (2) circuit equipment; (3) aerial cable, metallic;

(4) underground cable, metallic; (5) buried cable, metallic;

(6) aerial cable, non-metallic; (7) underground cable,

non-metallic; and (8) buried cable, non-metallic.  The eight

accounts constitute the core of GTE Hawaiian Tel’s plant used to

provide local telephone service.  GTE Hawaiian Tel argues that

they are unusually sensitive to the forces of competition and
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technological change, and that, in a competitive environment, it

can no longer be assured of recovering depreciation expenses each

year on an equalized basis.  It further contends that analysis

conducted by Technology Futures, Inc. (TFI): (1) demonstrates

that existing technology will be displaced by newer technology

given substantially improved capability, performance, or

economics; and (2) predicts that, during the substitution process

there can be a period of rapid displacement which can result in

negative reserves and an under-recovery of investment.  TFI

asserts that the FCC-prescribed lives are unable to avert these

consequences because they are not based on economic values.

GTE Hawaiian Tel's proposed economic lives are far

shorter than the lives we have previously prescribed for it.  If

adopted, the proposal would, thus, accelerate its depreciation

rates. 

The Consumer Advocate, AT&T, GST, and the DOD/FEA all

oppose GTE Hawaiian Tel’s proposal and argue for either the

FCC-prescribed lives or the lives we have already set for GTE

Hawaiian Tel.  We agree.  The FCC position cited in connection

with the cost of capital is equally applicable here.  The ILEC

(GTE Hawaiian Tel) bears the burden of demonstrating that the

risks it faces in providing unbundled network elements justify

depreciation rates other than those already prescribed.  As in

the case of the cost of capital, GTE Hawaiian Tel has not made

such a demonstration.  The TFI analysis does not persuade us

otherwise.

The TFI analysis assumes that local exchange carriers

will replace their narrow band telecommunications services with
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video services, such as cable television.  TELRIC must be based

on the most efficient telecommunications technology that is

currently available.  We agree with the DOD/FEA that plant lives

should not be based on the assumption that existing

telecommunications facilities will be prematurely retired to

provide broad band video services.  We, thus, require that GTE

Hawaiian Tel utilize the depreciation lives and rates currently

authorized for intrastate purposes.

I.

Billing, Collection, and Administrative Costs

COSTMOD includes billing and collection costs based on

retail cost information.  However, GTE Hawaiian Tel has not

demonstrated that these retail costs bear any relation to

wholesale unbundled loops and ports.  The TELRIC methodology

permits recovery only of those costs directly attributable to the

provisioning of unbundled loops and ports.  We, thus, require

that the retail costs of billing and collection be excluded in

calculating loop and port costs.

J.

Switching Costs

GTE Hawaiian Tel’s calculation of switching costs

assumes the continuing use of its GTD-5 switches.  This

overstates the costs of GTE Hawaiian Tel’s unbundled network

elements.  In addition, we note that the GTD-5 is not a forward-

looking technology.  GTE Hawaiian Tel purchased its last GTD-5 in

1993, and there have been few, if any, major shipments of GTD-5



34AT&T recommends that loop prices be deaveraged into six separate
zones on each island.  The wire centers on each island would be
sorted into three groups by loop lengths, and the short and long
loops within each of the groups would be separately priced.  The
short loop/long loop distinction would be set at about 9 kilofeet
beyond the central offices where the digital loop carrier system is
deployed.  GST endorses AT&T's approach.
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switches in eight years.  This being so, GTD-5 switching costs

should be removed in costing out unbundled network elements.  

K.

Other COSTMOD Adjustments

Other changes to COSTMOD were suggested relating to: 

(1) spare line costs; (2) overhead/underground cable mix; and

(3) "phantom poles."  Unfortunately, the record contains few

methods for addressing these issues and identifying their

potential impacts.  While this is, in part due to the complexity

of COSTMOD, we will decline to act on these proposals based on

the record at hand.  We will, however, require that GTE Hawaiian

Tel, in recalculating prices and costs under COSTMOD, identify

the underlying variables and assumptions for these factors. 

XVIII.

OTHER ISSUES REGARDING UNBUNDLED NETWORK ELEMENTS

A.

Deaveraging Loop Cost

GTE Hawaiian Tel measures the weighted average loop

cost by island.  AT&T argues for deaveraging of loop costs not

only by island, but also by geographic zones and/or loop

lengths.34  Loop costs vary, depending on customer density and
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proximity to the central office.  AT&T argues that it is

appropriate to reflect these variations, especially when they are

significant, and that deaveraging by zones and loop lengths

recognizes that each island includes both densely as well as

sparsely populated areas.

AT&T claims that, without deaveraging, CLECs would

face a price squeeze, particularly in urban areas, because the

ILEC (GTE Hawaiian Tel) would be able to lower its prices to

reflect lower cost urban loops, while the CLEC would not be able

to respond below the average cost.

GTE Hawaiian Tel contends that deaveraging by zones

and loop lengths would lead to arbitrage and customer-targeting

by the CLECs, unless retail or end-user rates are deaveraged on

the same basis.  GTE Hawaiian Tel believes that, under AT&T’s

proposal, CLECs would target only the lower-cost short loop

customers, and in doing so, capture the difference between the

lower short loop cost and the retail price paid for service by

consumers.  This would leave GTE Hawaiian Tel to serve the

higher-cost long loop customers and receive only average revenues

from them.

Oceanic refutes the claims of both parties, arguing

that competitive and regulatory forces will preclude the pricing

and marketing practices alluded to by AT&T and GTE Hawaiian Tel. 

Oceanic suggests that, until the high cost area support program

is funded, deaveraging loop costs by island represents a fair

compromise between ensuring services to rural areas and

developing a truly TELRIC-based pricing system.
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We concur with Oceanic’s arguments and will implement

deaveraging of loop costs by island.  Further deaveraging of loop

costs, while justified in the long term, must be coordinated with

funding the State's high cost area support program and

implementing rate rebalancing for GTE Hawaiian Tel customers.

B.

Elements to be Offered on Unbundled Basis

By Order No. 14129  (August 14, 1995), we specified

the network elements that GTE Hawaiian Tel must unbundle and

offer to CLECs.  In Docket No. 96-0329 (GTE Hawaiian Tel/AT&T

arbitration proceeding), by Decision No. 15229 (December 12,

1996), we ordered GTE Hawaiian Tel to offer to AT&T on an

unbundled basis, all of the network elements required to be

unbundled by the FCC in 47 C.F.R. § 51.319 and by our Order No.

14129.  The parties agree that all of the elements mentioned in

or referred to in Order No. 14129 and Decision No. 15229 should

be unbundled and offered by GTE Hawaiian Tel to CLECs.  These

elements include: (1) the local loop (including loop

distribution, loop concentration/multiplexer, and loop feeder);

(2) network interface devices; (3) local and tandem switching;

(4) interoffice transmission facilities (including dedicated

transport, common transport, and direct transport); (5) signaling

(including signaling links, signal transfer points, and service

control point/databases); (6) operations support systems; and

(7) operator systems (operator services and directory assistance



35In reaffirming these decisions, we clarify that subloop
unbundling is included in the unbundled elements.  Order No. 14129
required the unbundling of 11 elements, which included subloop
elements.  Decision No. 15229 essentially required the unbundling
of a combined list of elements from Order No. 14129 and 47 C.F.R.
§ 51.319.  We further note that subloop unbundling is already
available.  In footnote 14 of Decision No. 15229, we noted that GTE
Hawaiian Tel and AT&T agreed to subloop unbundling and incorporated
that agreement into their approved interconnection agreement.

36GTE Hawaiian Tel represents that the minimum retail price to its
ultimate end-user customer is $0.35.
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facilities).  We reaffirm our decisions in Order No. 4129 and

Decision No. 15229.35

Although the parties agree to the general unbundling

of the switching element, GTE Hawaiian Tel and the CLECs differ

on GTE Hawaiian Tel’s proposal to unbundle vertical switch

features separately and to price each of them at a wholesale

minimum price of $0.25.36  Vertical switch features include

custom calling (call forwarding, call waiting, and three-way

calling), CLASS features, and Centrex.  They also include

customized routing functions.  AT&T opposes the separate

offerings of vertical features.  Other CLECs oppose the minimum

price of $0.25.

AT&T claims that, consistent with the federal Act and

the FCC rules, GTE Hawaiian Tel must provide vertical features,

without additional charges, as part of the local switching port

charge.  It argues that a CLEC cannot obtain vertical features

and functions without ordering a port and that vertical services

and features are integral parts of switches.  It asserts that GTE

Hawaiian Tel’s local switching port charge already includes the

charges for all features and functions that GTE Hawaiian Tel’s

switches are capable of providing.



3747 U.S.C. § 153(29).

38FCC Interconnection Order I at ¶ 412.
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GTE Hawaiian Tel’s response is that it includes in its

switching costs those features for which it can reasonably

project a significant demand.  Including all vertical features

that the switch could conceivably provide, even though retail

customers may have little or no demand for these features, would

significantly increase switching costs.

AT&T’s position is partially supported by the federal

Act and by FCC Interconnection Order I which defines a network

element as “a facility or equipment used in the provision of a

telecommunications service” and “the features, functions, and

capabilities that are provided by means of such facility or

equipment.”37  In its Interconnection Order I, the FCC held that

the local switching element includes all vertical features that

the switch is capable of providing and that, when a requesting

carrier purchases the unbundled local switching element, it

obtains all switching features in a single element on a per-line

basis.38 

The FCC acknowledged that the local switch could

conceivably be unbundled into a basic switching element and

independent vertical feature elements.  However, the FCC did not

find such unbundling to be necessary to promote local

competition.  In its view, additional unbundling would not result

in a difference in the way the local switching element would be

provisioned because, when a CLEC orders the basic switching

element for a particular customer line, it will designate which



39FCC Interconnection Order I at ¶ 414.

40FCC Interconnection Order I at ¶ 413.

41The Eighth Circuit Court agreed with the FCC that vertical
features are network elements, subject to unbundling.  It adopted
the same broad definition that the FCC embraced for the term
“network element.”  Iowa Utilities  Bd v. F.C.C. , 120 F.3d 753, 809
(8th Cir. 1997).
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vertical features should be activated by the ILEC.  The FCC

surmised that the incremental costs associated with unbundling

vertical switching features on a per-line basis may be quite

small and not justify the administrative difficulty in

determining a price for each vertical element. The FCC left it to

the states to determine whether vertical switching features

should be made available as separate network elements.39

We will not require the further unbundling of the

switching element.  GTE Hawaiian Tel and the CLECs may negotiate

on a case-by-case basis for the provisioning of only the basic

switching element or the basic switching element and certain

independent vertical feature elements.

We now turn to the CLECs’ objection to GTE Hawaiian

Tel’s proposed minimum price of $0.25 for vertical features.  We

find merit in the objection.  At the outset, we note that GTE

Hawaiian Tel proposes to provide vertical features as a service

on a wholesale basis, and not on an unbundled element basis.  We

agree with the FCC’s rejection of arguments to classify vertical

switching features exclusively as retail services, available to

competing providers only through the resale provision of

section 251(c)(4) of the federal Act.40  Vertical switch features

are network elements,41 and we require GTE Hawaiian Tel to make



42This issue was deferred to this phase II proceeding from the GTE
Hawaiian Tel/AT&T arbitration proceeding (Docket No. 96-0329). 
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vertical switching features available on a unbundled basis,  if

they are to be provisioned separately from the basic switching

element.  As unbundled elements, they must be offered at TELRIC

(plus a reasonable allocation of common costs).  The minimum

price of $0.25 is unreasonable and arbitrary because it is not

based on TELRIC.  GTE Hawaiian Tel, moreover, has offered no

reasonable justification for its proposed minimum price.

GTE Hawaiian Tel represents that cost-based prices

would significantly increase the use of vertical services and tax

their switches beyond their capacity.  However, GTE Hawaiian Tel

has not presented any facts to support this assertion.  Indeed,

as AT&T observes, manufacturers today install processors in

switches with a great deal of excess capacity.  GTE Hawaiian

Tel’s experience with switch processors indicates that it can add

many more features and subscribers, and still not exhaust switch

processing capacity.

C.

Dark Fiber

GTE Hawaiian Tel and AT&T disagree on whether dark

fiber should be included among the network elements to be made

available to CLECs on an unbundled basis.42  Dark fiber refers to

fiber optic strands that are not connected to activated

electronics that “light” the strands and transmit

telecommunications signals.  Dark fiber represents presently

unused capacity that is available for future growth and can be
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quickly activated to provide network diversity, or to meet new

customer demand.

The issue is whether dark fiber can be characterized

as a facility “used in the provision of a telecommunications

service,” within the meaning of 47 U.S.C. § 153(29).  GTE

Hawaiian Tel, with the support of Oceanic, contends that dark

fiber is not a network element subject to unbundling, since it is

not used to provide any telecommunications service.  GTE Hawaiian

Tel also asserts that it needs the dark fiber for network

planning purposes, and that granting CLECs unlimited access will

negatively impact its network planning.  GTE Hawaiian Tel

proposes to consider specific requests for access on a voluntary,

negotiated basis.

Dark fiber is an important part of the

telecommunications network and represents the most current

technology for the carriage of telecommunications signals.  Dark

fiber provides for growth, system reliability, and access to

advanced telecommunications. services.  Logically, dark fiber

exists where GTE Hawaiian Tel expects the greatest demand for

advanced telecommunications services to occur.  GTE Hawaiian Tel

would have a significant advantage over its competitors in

locales where it has dark fiber.  Dark fiber may thus constitute

a network element under the federal Act that is subject to

unbundling.  However, we will not, at this time, order the

unbundling of dark fiber, except to the extent that it is

included in GTE Hawaiian Tel’s rate base. Given insufficient

information concerning the demand for dark fiber and the impact

of making dark fiber available on GTE Hawaiian Tel’s network, we



43See FCC Interconnection Order I at ¶ 696.
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will accept GTE Hawaiian Tel’s proposal to make dark fiber

available on a case-by-case basis.

To the extent that dark fiber is included in GTE

Hawaiian Tel's rate base for ratemaking purposes, it is

appropriate to consider it as a facility used for

telecommunications service and available, when necessary, to

carry the traffic of other carriers.  In addition, GTE Hawaiian

Tel should utilize dark fiber for competitors’ needs in those

instances where it represents a reasonable means of providing an

unbundled network element (e.g., interoffice transmission).

D.

Common Costs

 For any unbundled element purchased by a CLEC, the

ILEC is entitled to recover not only the TELRIC of that element

but also a reasonable allocation of the ILEC’s common costs

incurred in the provision of that element.  GTE Hawaiian Tel

proposes a fixed common cost allocator in excess of 50 per cent. 

The CLECs and the Consumer Advocate propose a fixed allocator in

the neighborhood of 10 per cent.

The use of a fixed allocator, calculated as a

percentage markup over TELRIC and applied uniformly to all

elements, is a reasonable means of allocating forward-looking

common costs,43 and we adopt its use for purposes of this

decision.  However, we reject GTE Hawaiian Tel's proposed

allocator because the method employed to calculate the allocator



44GTE Hawaiian Tel reports that, in its revised calculation of the
fixed allocator, it removed the following costs: (1) plant non-
specific costs that are already included in the TELRICs of certain
unbundled network elements; (2) expenses related to international
operations; (3) costs related to certain retail service orders; and
(4) general support costs of certain non-regulated operations.
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relies on embedded, historic data recorded in its uniform system

of accounting (USOA) accounts and as reported in its 1996 ARMIS

reports.

In addition, GTE Hawaiian Tel appears to include in

its calculation, costs not properly recoverable as common costs. 

GTE Hawaiian Tel reportedly corrected some of these errors in its

revised calculation of the common cost fixed allocator,44 but it

is by no means clear that all inappropriate costs have been

deleted.  Various CLECs advocate the use of fixed allocators

from 10 to 16 per cent.  However, there are also flaws in the

CLECs' arguments, and it appears that a somewhat higher common

cost allocator is merited.  

Based on the available data in the record, a

reasonable, forward-looking common cost allocation would fall

somewhere between the values offered by the parties; thus, we

will require the application of a 20 per cent fixed allocator to

all unbundled network elements.

E.  

Loop Costs as Common Costs

The Consumer Advocate contends that the loop cost is a

common cost that should be allocated to both toll and local

services.  The Consumer Advocate recommends an allocation of
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25 per cent of the total loop costs to intra state toll/switched

access services and 50 per cent to local basic and vertical

services.  The remaining 25 per cent of the loop is currently

allocated to inter state toll/switched access services under

guidelines established by the FCC.  The Consumer Advocate argues

that the law requires a “reasonable” allocation of cost to those

services that utilize the local loop, and that a 25 per cent

allocation similar to that adopted by the FCC is reasonable.

Most other parties in this proceeding contend that the

entire intrastate portion of the loop (i.e., 75 per cent of the

total) should be allocated to local basic service.  They argue

that investment in the loop is caused by the initial ordering of

basic service, and thus, on a cost-causation basis, this

investment should be recovered from basic service.  Finally,

these parties assert that allocation of the loop to non-basic

service is an artificial means of reducing local services rates,

and that this could be better accomplished through an appropriate

universal service program or the evolution of competition.

It is appropriate to allow the total cost of the loop

to be passed on to the local service customer, since the consumer

for local and toll calling services is generally one and the

same.  Recognizing the reluctance of nearly all

telecommunications providers to support an allocation of the

local loop to non-basic service, the outcome of such an

allocation will most likely be another surcharge on the

consumer’s local service bill, another layer of billing and

administrative fees for the carriers, and potentially higher



45See Docket No. 96-0329, Decision No. 15229 (December 12, 1996).
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total charges for the consumer.  On this basis, we elect not to

allocate a portion of the loop to intra state toll/switched access

services at this time.

F.

Combining Network Elements

The GTE Hawaiian Tel/AT&T arbitrated interconnection

agreement requires GTE Hawaiian Tel to combine unbundled network

elements at AT&T’s request.45  AT&T and Sprint urge that we

require GTE Hawaiian Tel to honor the agreement.  GTE Hawaiian

Tel cites the decision of the Eighth Circuit Court in Iowa

Utilities Bd. v. F.C.C. , 120 F.3d 753 (8th Cir. 1997), as grounds

for ignoring the contractual provision that requires GTE Hawaiian

Tel to combine unbundled network elements at AT&T’s request.

The Eighth Circuit Court in Iowa Utilities Bd.  held

that while the federal Act at section 251(c)(3) requires an ILEC

to provide unbundled network elements “in a manner that allows

requesting carriers to combine such elements in order to

provide . . .  telecommunications service,” the Act does not

impose a duty on the ILEC to combine elements for requesting

carriers.  It read section 251(c)(3) as requiring an ILEC to

provide access to the elements of its network “only on an

unbundled (as opposed to a combined) basis.”  Accordingly, it

vacated the FCC’s rules at 47 C.F.R. § 51.315 that prohibit an

ILEC from separating network elements that it currently combines



46120 F.3d at 814.

4747 U.S.C. § 251(d)(3) states:

Preservation of State Access Regulations.  In prescribing
and enforcing regulations to implement the requirements
of this section, the Commission shall not preclude the
enforcement of any regulation, order, or policy of a
State commission that---

(A) establishes access and interconnection
obligations of local exchange carriers; 

(B) is consistent with the requirements of this
section; and

(C) does not substantially prevent implementation of
the requirements of this section and the purposes of this
part.
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and requires an ILEC, upon request, to combine unbundled

elements.  The court viewed these rules as permitting new

entrants access to the ILEC’s network elements on a bundled,

rather than an unbundled, basis.46

AT&T and Sprint contend that the Eighth Circuit

Court’s holding is not binding on us and that, under the State

statute and as a matter of a state’s jurisdiction, we may hold

GTE Hawaiian Tel to its agreement and require GTE Hawaiian Tel to

combine unbundled network elements at AT&T’s request. 

Notwithstanding GTE Hawaiian Tel’s assertion that it signed the

agreement under protest, the provision requiring the combination

of elements is a result of an agreement fashioned in an

arbitration proceeding.  We believe we have the authority not

only to hold GTE Hawaiian Tel to its agreement, but also to

require GTE Hawaiian Tel to combine unbundled network elements at

the request of any requesting carrier.  Section 251(d)(3)47

specifically reserves to the states the authority to fashion and

enforce any regulation, order, or policy that establishes access



48120 F.3d at 806.

49120 F.3d at 807.
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and interconnection obligations of local exchange carriers, so

long as the regulation, order, or policy is consistent with the

requirements of section 251 of the Act and does not substantially

prevent implementation of the requirements of the section and the

purposes of the Act.48  Recognizing this authority, the Eighth

Circuit Court has instructed that section 251(d)(3) was designed

to preserve the work of those states which had enacted

legislation to open up local telephone markets to competition

prior to the enactment of the 1996 federal Act.49  

Thus, we conclude that we have the authority under

Act 225 to require GTE Hawaiian Tel to combine unbundled

elements.  Act 225, the State's telecommunications legislation,

was enacted in 1995 before the passage of the federal Act.  Act

225 promotes local facilities-based competition and is, thus,

consistent with the purposes of the federal Act.  

However, we will not require GTE Hawaiian Tel to

combine unbundled network elements at this time except to the

extent that existing interconnection agreements require such

combinations.  Rather, we encourage GTE Hawaiian Tel to provide

combined network elements on a negotiated, case-by-case basis. 

Furthermore, when a CLEC purchases network elements on an

unbundled, rather than on a combined basis, the CLEC must itself

combine the elements.



50Oceanic proposes an 8.2 per cent discount rate, if the
competitive local exchange carrier uses GTE Hawaiian Tel's operator
and directory assistance services, and an 8.4 per cent discount
rate, if the competitive local exchange carrier self-provisions
operator and directory assistance services or obtains them from a
third party.

51The Consumer Advocate’s suggested discount rates of 14.7 per cent
and 16.5 per cent are the results of two mathematical calculations,
based on two differing sets of adjustments of GTE Hawaiian Tel’s
and AT&T’s avoided cost studies.  The discount rates represent the
midpoint between the factors resulting from GTE Hawaiian Tel’s and
AT&T’s adjusted studies.  The first set of adjustments resulted in
a discount factor of 14.9 per cent under GTE Hawaiian Tel’s study
and 18.1 per cent under AT&T’s study, with a midpoint of 16.5 per
cent.  The second set of adjustments, which included the assumption
that few uncollectibles are deemed avoided, produced a discount
factor of 13 per cent under GTE Hawaiian Tel’s study and 16.3 per
cent under AT&T’s study, with a mid-point of 14.7 per cent.

40

XIX.

WHOLESALE PRICES

A.

Avoided Costs

Subsection 252 (c)(4) of the federal Act imposes an

obligation on the ILEC "to offer for resale at wholesale rates

any telecommunications service that the carrier provides at

retail to subscribers who are not telecommunications carriers." 

In keeping with their respective positions in Docket No. 96-0329

(GTE Hawaiian Tel/AT&T arbitration proceeding), GTE Hawaiian Tel

supports a wholesale discount rate of 12.9 per cent off retail

rates, and AT&T proposes a 22.2 per cent discount rate.  Oceanic

proposes a lower wholesale discount rate of 8.2 to 8.4 per

cent.50  The Consumer Advocate supports a discount factor between

14.7 per cent and 16.5 per cent.51  The differing discount rates

result from differences in interpretation of the federal Act

requirements and differences on what costs are avoided by GTE



52See 47 U.S.C. § 251(c)(4); HAR § 6-80-49(12).
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Hawaiian Tel when it offers retail services at wholesale.  Among

other items, they differ about: indirect (overhead) expenses;

depreciation, maintenance, and network support expenses; return

and taxes; product management, product advertising, and sales

expenses; uncollectibles; billing and collection expenses;

operator service expenses; and network testing expenses.  They

also differ on new wholesaling costs that GTE Hawaiian Tel

represents it will incur when it provides its retail services on

a wholesale basis.

The suggested discount rates range from a low of

8.2 percent to a high of 22.2 per cent.  The parties' analyses in

support of their respective suggested discount rates, however,

are difficult to substantiate.  Accordingly, we find that the

record in this proceeding does not support a change from the

15 per cent interim discount rate prescribed by Decision No.

15229 (December 12, 1996) in the GTE Hawaiian Tel/AT&T

arbitration docket, Docket No. 96-0329.  We, thus, adopt 15 per

cent as the appropriate discount rate.

B.

Resale Restrictions

The parties agree that GTE Hawaiian Tel must make

available at wholesale any telecommunications service that it

offers at retail to subscribers who are not telecommunications

carriers, and that any resale restriction must be reasonable and

non-discriminatory.52  GTE Hawaiian Tel seeks to exclude from



53“Grandfathered services” are services that are not available to
new customers; they are services available only to customers that
presently subscribe to them.

54FCC Interconnection Order I at ¶ 939.

42

sale at wholesale the following: non-recurring charges; operator

and directory assistance services; contract and public policy

services; pay telephone access lines; and private lines and

special access services (including customer-owned coin operated

telephone access lines).  It also wants to exclude all services

it offers at volume discounts.  

The CLECs generally oppose GTE Hawaiian Tel’s

exclusion of these services.  However, some CLECs support the

exclusion of those services that are already discounted or are

essentially wholesale in nature.

In the GTE Hawaiian Tel/AT&T arbitration proceeding

(Docket No. 96-0329), by Decision No. 15229 (December 12, 1996),

we required GTE Hawaiian Tel to offer the following services for

resale:  (1) below-cost services; (2) promotional and discount

offerings that extend beyond 90 days; (3) contract and

customer-specific offerings; (4) operator services; (5) directory

assistance services; (6) services to the disabled (including any

special features of the services); (7) grandfathered services53;

and (8) other services offered at retail to subscribers who are

not telecommunications carriers.  We also held that GTE Hawaiian

Tel had not rebutted the FCC-prescribed presumption that resale

restrictions are presumptively unreasonable.54  Based on the

arguments presented, we make the same holding in this instance. 

Thus, we will require all  services sold at retail to subscribers



55FCC Interconnection Order I at ¶ 962.

56Decision and Order No. 14734 (June 12, 1996); HAR
§ 6-80-49(11)(A) and (B).
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who are not telecommunications carriers to be offered at

wholesale to the CLECs.  This requirement includes services

offered to end-users at volume discounts and subsidized services. 

Because many of the implicit subsidies are targeted to a certain

class of subscriber, e.g., lifeline service subscribers, we agree

with the FCC that there should be reasonable restrictions on the

resale of such services.55  We previously held, and our rules

currently provide, that the resale of residential access lines to

provide business services is prohibited.56  We extend the same

class restriction to subsidized, customer-specific services such

as lifeline and telecommunications relay services.

Non-recurring charges associated with provisioning

services at retail must also be offered to CLECs at wholesale

rates.  These charges are paid for by the customers of the

services and constitute a part of the price for the services. 

Non-recurring costs that are not included in the retail price of

services require evaluation to determine the extent to which they

will be avoided in making those services available to CLECs at

wholesale, and the results of such evaluations must be reflected

in avoided cost estimates.

The services to be offered at wholesale include pay

telephone lines offered to pay telephone service providers.  In

Decision No. 15229, we required pay telephone lines to be offered

to AT&T for resale, even though such lines were not at that time

being offered by GTE Hawaiian Tel to subscribers that were not



57By Order No. 14562 (March 1, 1996), we opened pay telephone
services to competition.  Since then, we issued certificates of
authority to a number of independent pay telephone service
providers.  In addition, on August 29, 1997, we adopted pay
telephone service rules (HAR chapter 6-82).  The rules became
effective on September 22, 1997.  Because independent pay telephone
service providers are not considered telecommunications carriers
under our rules, they will not be allowed to acquire pay telephone
lines at discounted rates.
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telecommunications carriers.  Since that decision, competition in

the provision of pay telephone service has emerged and pay

telephone lines are being offered to independent pay telephone

service who are not telecommunications carriers.57  Hence, GTE

Hawaiian Tel is required to offer pay telephone service lines for

resale to all telecommunications carriers, not just to AT&T.

XX.

NON-RECURRING CHARGES ASSOCIATED WITH
UNBUNDLED NETWORK ELEMENTS AND WHOLESALE OFFERINGS

There is no disagreement that GTE Hawaiian Tel is

entitled to recover the non-recurring (one-time) charges it

incurs in processing CLECs’ orders for unbundled network elements

and wholesale services.  Activities involved in processing

requests include pre-ordering, ordering, provisioning, billing,

and maintenance and repair.  The parties, however, disagree on

the operating systems to be used in processing CLECs’ orders and

how much GTE Hawaiian Tel costs should be paid for by the CLECs.

GTE Hawaiian Tel proposes to utilize the operations

support systems (OSS) currently being used to serve its retail

customers, supplemented with additional procedures to service

unbundling and wholesale requests.  Access to its OSS will be

standardized for all CLECs through GTE Hawaiian Tel's “national
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open market centers” (NOMCs) at Durham, North Carolina, and

Fort Wayne, Indiana.  It asserts that the NOMCs provide

nondiscriminatory access for all functions, except ordering.

GTE Hawaiian Tel asserts that it will treat CLECs’

wholesale orders in substantially the same manner it treats

retail orders from its own customers.  In preordering, CLECs will

have the same access to GTE Hawaiian Tel’s OSS as does GTE

Hawaiian Tel’s customer service representatives.  Through the

"secured integrated gateway system," CLECs would gain direct

electronic access to the following preordering functions: (1)

telephone number assignment; (2) due date assignment; (3) street

address guide; and (4) information on available products and

services and the central offices out of which they are available. 

Once past the ordering stage,  CLECs’ orders will have the same

automatic and manual flow-through as orders placed by GTE

Hawaiian Tel’s customers.

AT&T and GST complain that GTE Hawaiian Tel’s OSS

employ inefficient and costly manual processes.  They urge the

use of more efficient, forward-looking operating systems

technology and the setting of non-recurring charges at forward-

looking, not historic, economic costs.  They recommend the use of

the total management network (TMN) compliant system and represent

that most ILECs are implementing this architecture, as well as

the fact that GTE Hawaiian Tel’s parent has plans to adopt a TMN-

compliant OSS in the very near future.

We acknowledge that GTE Hawaiian Tel does not

currently utilize TMN-compliant systems, and that there is no

specific federal requirement that mandates a changeover of GTE
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Hawaiian Tel’s OSS.  However, we agree that non-recurring charges

should be computed utilizing the most efficient, forward-looking

OSS technology employing an electronic interface to eliminate

manual intervention.  Thus, we require GTE Hawaiian Tel to use

electronic, automated systems to provide operations support. 

However, until such time that a nationally-standardized gateway

has been adopted, GTE Hawaiian Tel may utilize manual processing

to provide operations support.  

GTE Hawaiian Tel also proposes to charge CLECs for

customer migrations from GTE Hawaiian Tel to CLECs’ services. 

AT&T complains that this charge is unwarranted, since GTE

Hawaiian Tel incurs no cost in retaining its customers.  We agree

and hold that changeover charges are anti-competitive.  A change

from one carrier to another is at the customer’s choice and every

carrier must anticipate that changeovers will occur.  The costs

that arise from such changeovers are simply the costs of doing

business for all carriers.  

GTE Hawaiian Tel also proposes a disconnect charge as

part of every service order.  This charge would be imposed

whenever a CLEC orders a switch of a customer from GTE Hawaiian

Tel’s, or any other CLEC’s service, to the ordering CLEC’s

service.  The disconnect charge compensates GTE Hawaiian Tel for

the time required to prepare a disconnect order or to notify the

displaced CLEC that its customer has been disconnected.  GST

complains that GTE Hawaiian Tel intends to impose this charge

whether or not a disconnect is necessary.  We hold that GTE

Hawaiian Tel must not impose a disconnect charge where a

disconnect is not necessary.



5847 U.S.C. § 251(c)(2)(A).

5947 U.S.C. § 251(c)(2)(B).
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GTE Hawaiian Tel further proposes a non-recurring

charge for billing inquiries which would be imposed as a matter

of course on all CLECs’ orders.  The charge is based on an

estimate that 15 per cent of all CLECs’ orders, whether for

unbundled network elements or for service resale, will result in

some sort of billing inquiry.  GTE Hawaiian Tel assumes that

billing inquiries will occur at or near the time of the orders. 

In addition, GTE Hawaiian Tel will impose recurring charges for

billing inquiries on a going-forward basis.  GST opposes the

imposition of the billing inquiry charge as a matter of course. 

GTE Hawaiian Tel may only impose a charge for billing inquiries

that actually occur.

XXI.

PRICING FOR COLLOCATION, POLE ACCESS, TRANSPORT AND TERMINATION

A.

Collocation

  Subsection 251(c)(2) of the federal Act imposes upon

each ILEC “the duty to provide, for the facilities and equipment

of any requesting telecommunications carriers, interconnection

with the [ILEC’s] network . . . for the transmission and routing

of telephone exchange service and exchange access.”58  Such

interconnection must be provided at “any technically feasible

point within the [ILEC’s] network.”59  The interconnection must

be “at least equal in quality to that provided by the [ILEC] to



6047 U.S.C. § 251(c)(2)(C).

6147 U.S.C. § 251(c)(2)(D).

6247 U.S.C. § 251(c)(6).
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itself or to any subsidiary, affiliate, or any other party to

which the [ILEC] provides interconnection,”60 and it must be “on

rates, terms, and conditions that are just, reasonable, and

nondiscriminatory.”61  The Act, further, requires an ILEC “to

provide, on rates, terms, and conditions that are just,

reasonable, and nondiscriminatory, for physical collocation of

equipment necessary for interconnection or access to unbundled

network elements at the premises of the [ILEC], except that the

[ILEC] may provide for virtual collocation if the [ILEC]

demonstrates to the State commission that physical collocation is

not practical for technical reasons or because of space

limitations.”62

In the GTE Hawaiian Tel/AT&T arbitration docket (Docket

No. 96-0329), we prescribed an interim collocation rate based on

an average market value per square foot for comparable commercial

rental space in the area where the collocation was requested.  We

also agreed that GTE Hawaiian Tel may impose reasonable security

measures to protect the equipment and facilities of both

GTE Hawaiian Tel and collocators.  We deferred to this phase II

proceeding the final decision on appropriate, permanent

collocation rates.

GTE Hawaiian Tel proposes permanent physical

collocation rates that are based on a number of non-recurring and

recurring elements.  Non-recurring charges include:
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(1) engineering fees to determine floor space requirements; (2) a

building modification charge to provide secure access for

interconnectors; (3) a cage enclosure charge to construct a

collocation cage; (4) a DC power charge to provide power to the

cage; (5) a cable pull charge to recover the cost of pulling

interconnectors’ cables from the manhole to the caged area; and

(6) an overhead superstructure charge to provision cable racking,

if necessary, for the interconnector-provided cable.  Monthly

recurring charges include:  (1) rent for partition space; (2) a

DC power charge to cover power requirements for the collocated

equipment; (3) a cable space charge to recover the space

requirements of the cable within the conduit and the building;

and (4) a cross-connect charge to recover the cost of

interconnection.

GTE Hawaiian Tel’s proposed pricing structure mirrors

the current interstate collocation tariffs established on

November 17, 1996.  GTE Hawaiian Tel’s proposed virtual

collocation rates are also patterned after its interstate

tariffed rates and are similar to those for physical collocation. 

However, there are some specific charges that are unique to

virtual collocation (e.g. , charges for training, maintenance, and

engineering and installation).

AT&T and GST oppose the proposed collocation rates. 

They contend that GTE Hawaiian Tel’s rates are not based on

TELRIC, and are, thus, higher than they should be.  AT&T points

out, for example, that the monthly recurring charge ($5.35 per

square foot) for partition space within all of GTE Hawaiian Tel's
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central offices is based on GTE Hawaiian Tel’s Alakea Street

headquarters building, which is not a typical central office

building.  Furthermore, according to AT&T, the $5.35 per square

foot charge includes a significant markup of the Alakea Street

building’s cost and is considerably higher than the rents in

other first class commercial office buildings in Honolulu.

GST urges that GTE Hawaiian Tel recalculate collocation

rates through a proper TELRIC methodology.  As an interim

mechanism (subject to “true-up,” once permanent TELRIC-based

rates are put in place), GST recommends that a collocation rate

for partitioned space be established by applying the C.A. Turner

Index to GTE Hawaiian Tel’s original construction costs of

buildings (i.e. , the costs of capital assets minus the costs of

improvements).  GST proposes an interim rate of $1.31 per square

foot.  Noting that this is 75.5 per cent less than GTE Hawaiian

Tel’s proposed rate of $5.35, GST urges that the remaining

collocation rates be reduced by 75.5 per cent.

AT&T and GTE Hawaiian Tel also differ on the

cross-connect charge and the building modification charge.  The

cross-connect charge includes the costs of an expanded

interconnection service cross-connect (EISCC).  (The EISCC

elements include DS-0, DS-1, and DS-3 cross-connects.)  The EISCC

connects the collocation cage to the frame within GTE Hawaiian

Tel’s central offices.  AT&T complains that GTE Hawaiian Tel has

not documented its calculation of the cross-connect charge.

GTE Hawaiian Tel’s building modification charge ranges

from $18,600 to $32,700, depending on the complexity of the
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modification.  GTE Hawaiian Tel proposes to modify its central

offices to provide for the physical separation of the

interconnectors’ facilities from its own network.  The purpose is

to secure and protect its network and the privacy of the

communications services it provides out of the central offices. 

The modifications at the central offices will include:  (1) the

installation of security access card swipe equipment; (2) the

building of a chain link wall between the interconnectors’ space

and work area from GTE Hawaiian Tel’s network; (3) the upgrading

of  the heating, ventilation, and air conditioning ducts; (4) the

enhancement of the building (including the construction of a

vestibule, the installation of an exterior and interior door, and

the construction of a separate pathway); and (5) the installation

of door hardware, such as locksets.  AT&T contends that the

building modification charge is too high and represents a barrier

to entry by CLECs into the local exchange market.  As an

alternative, AT&T proposes that GTE Hawaiian Tel provide security

escorts into the collocation space, contending that this is far

cheaper and more cost effective.

GTE Hawaiian Tel asserts that its collocation rates are

based on TELRIC plus a share of the common costs.  It defends its

calculation of the EISCC rates and its proposal to modify its

central office premises to provide security for its network.  It

posits that it has no obligation to provide security escorts into

the premises.  GTE Hawaiian Tel notes that many of its central

offices are unmanned and that, if it is required to provide

security escorts, it would need to divert its personnel from
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other functions and have them travel to the central offices and

wait there until the CLECs complete their work. 

The criticisms of GTE Hawaiian Tel’s proposal are, in

many cases, valid.  The building modification charge, for

example, needs to be revisited.  It appears reasonable to allow

competitors to use escorted security.  As the need of competitors

to access increases and the separate entrance proposal of GTE

Hawaiian Tel becomes more cost-effective, or if the demand to

provide escort personnel becomes unreasonably burdensome, then

more substantial building modifications could be considered.  The

cost of modifications should be determined at that time on a

case-by-case basis.

To implement the security escort option, GTE Hawaiian

Tel must establish a price for this service.  AT&T proposes a

$30 per one-half hour security escort rate.  This rate should

serve as an appropriate price until GTE Hawaiian Tel establishes

a permanent cost-based rate.  GTE Hawaiian Tel and the CLECs must

also agree on a process for requesting the security escort to

minimize inconvenience to any party.  GTE Hawaiian Tel must also

keep a record of the frequency of access to the facilities by the

CLECs to assist in the future determination of the need for more

substantial modifications to GTE Hawaiian Tel’s facilities.

The other criticisms that merit review include the

recurring charges for partitioned space and the EISCC charges. 

However, neither AT&T nor GST offer more appropriate cost-based

alternatives.  GST takes an overly simplistic approach in its

application of the C.A. Turner Index.  AT&T comes closer in

offering alternatives.  However, it is unclear whether these



63GTE Hawaiian Tel’s interstate collocation tariffs are currently
under FCC review.
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alternatives will produce accurate approximations of GTE Hawaiian

Tel's actual collocation costs.

GTE Hawaiian Tel’s proposal provides a pricing

structure that is at least tentatively acceptable to the FCC63

and a cost study that we can evaluate on an ongoing basis.  Thus,

for present purposes, we will adopt GTE Hawaiian Tel’s proposed

collocation rates, subject to the following adjustments.  First,

the rate of a collocation element may not exceed 120 per cent of

its underlying TELRIC.  GTE Hawaiian Tel must file with us the

rate for each physical and virtual collocation element along with

the element’s underlying TELRIC.  Second, GTE Hawaiian Tel shall

provide security escort to carriers that require access to GTE

Hawaiian Tel’s premises until such time that more permanent

building modifications become cost-effective.  When building

modifications become justified, GTE Hawaiian Tel shall provide a

construction plan and cost estimate on a case-by-case basis, at

least until sufficient history is gathered as to permit the

adoption of standard costs.  GTE Hawaiian Tel shall file a tariff

for the security escort service.  In the meantime, security

escort service shall be provided at the rate of $30 per one-half

hour.

B.

Poles, Ducts, Conduits, and Rights-of-Way

Subsection 251(b)(4) of the federal Act provides that

an ILEC has “[t]he duty to afford access to the poles, ducts,



64See 47 U.S.C. § 224(f)(1).  As amended by the federal Act,
47 U.S.C. § 224(a)(1) defines a “utility” as “any person who is a
local exchange carrier or an electric, gas, water, steam, or other
public utility, and who owns or controls poles, ducts, conduits, or
rights-of-ways used, in whole or in part, for wire communications,”
but does not include any railroad, any cooperative, or any
federally or state-owned entities.  For purposes of § 224(f)(1),
“telecommunications carrier” does not include an ILEC.  47 U.S.C.
§ 224(a)(5).
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conduits, and rights-of-way of such carrier to competing

providers of telecommunications services on rates, terms, and

conditions that are consistent with section 224.”  47 U.S.C. §

224 originally addressed access to utilities’ poles, ducts,

conduits, and rights-of-way by cable television systems.  As

amended by the federal Act, it now imposes on all utilities,

including ILECs,  a duty to provide nondiscriminatory access to

any pole, duct, conduit, or right-of-way owned or controlled by

the utilities, not only to cable television systems, but also to

any telecommunications carrier.64  The Hawaii statute imposes a

similar duty on telecommunications carriers and electric

utilities.  HRS § 269-34(4) provides for “[n]ondiscriminatory

access among all telecommunications carriers, where technically

feasible and economically reasonable, and where safety or the

provision of existing electrical service is not at risk, to the

poles, ducts, conduits, and rights-of-way owned or controlled by

the telecommunications carrier, or the commission shall authorize

access to electric utilities’ poles as provided by the joint pole

agreement, commission tariffs, rules, orders, or Federal

Communications Commission rules and regulations.”  Pursuant to

the authority vested in us by HRS § 269-34(4) and by 47 U.S.C. §

224, we adopted rules governing access to the ILEC’s and other



6547 U.S.C. § 224 specifies that states may have authority over the
rates, terms, and conditions of access to utility-owned or
controlled poles, ducts, conduits and rights-of-way, and that
nothing in the section gives the FCC jurisdiction in any case where
such matters are regulated by the states.  In general, section 224
requires a state to certify to the FCC that it regulates the rates,
terms, and conditions of access to poles, ducts, conduits, and
rights-of-way.  We  have  forwarded  to  the  FCC  a  copy  of  our
rules and are taking such further steps as may be necessary to
complete the certification. 
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utilities’ poles, ducts, conduits, and rights-of-way.65  Our

rules mirror the requirements of 47 U.S.C. § 224 and provide for

price, terms, and conditions of access that are just, reasonable,

and nondiscriminatory.

GTE Hawaiian Tel proposes to impose on all CLECs

seeking access to its poles, ducts,  conduits, and rights-of-way

the same prices it negotiated with GST in 1996.  The GTE Hawaiian

Tel/GST agreement provides for the following prices:  $20.57 per

foot per year for pole attachment; $3.50 per foot per year for

duct occupancy; and $1.50 per foot per year for subduct

occupancy.  These rates are intended to be reciprocal.  That is,

if and when GTE Hawaiian Tel uses space on or in GST’s poles and

ducts, the same rates would apply.  These rates are purportedly

close to those that would be produced by the use of the TELRIC

approach.  However, we reject these rates.  They do not comply

with federal laws and our rules.

The FCC is required, by 47 U.S.C. § 224(e)(1), not

later than two years after the enactment of the federal Act, to

prescribe regulations to govern the charges for access and

attachments by telecommunications carriers to or on ILECs’ poles,

ducts, conduits, and rights-of-way.  The FCC regulations, issued

in February 1998, prescribe formulas for determining the rates



6647 U.S.C. § 224(e)(2) provides:

A utility shall apportion the cost of providing space on
a pole, duct, conduit, or right-of-way other than the
usable space among entities so that such apportionment
equals two-thirds of the costs of providing space other
than the usable space that would be allocated to such
entity under an equal apportionment of such costs among
all attaching entities.

47 U.S.C. § 224(e)(3) provides:

A utility shall apportion the cost of providing usable
space among all entities according to the percentage of
usable space required for each entity.

67We are aware that the FCC rules, which follow the federal Act,
are based on historical or embedded costs and not on TELRIC. The
FCC reserved for future consideration proposals to shift to a
forward-looking cost methodology.  See FCC Order 98-20, CS Docket
No. 97-151 (February 6, 1998) at ¶ 124.  Like the FCC, we decline
to address at this time the efficacy of shifting to a foreward-
looking cost methodology.
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for access and attachments to both the usable and unusable spaces

on utilities’ poles, ducts, conduits, and rights-of-way.  The

price for usable space is determined according to the percentage

of usable space required for each entity.  The price for unusable

space is determined by apportioning two-thirds of the costs of

providing unusable space equally among all accessing and

attaching entities.  The FCC regulations follow the provisions of

47 U.S.C. § 224(e)(2) and (3).66

We adopt the approach taken by the FCC in determining

rates for access and attachment to GTE Hawaiian Tel’s poles,

ducts, conduits, and rights-of-way.  The federal statute at 47

U.S.C. § 224(e)(2) and (3) and our rules at HAR § 6-80-76 are

similarly worded, and the FCC approach is reasonable.67  GTE

Hawaiian Tel must file rates for access to its poles, ducts,

conduits, and rights-of-way, based on the FCC approach.  GTE



68See FCC Order 98-20, CS Docket No. 97-151 (February 6, 1998).

69Based on evidence in the record regarding most of GTE Hawaiian
Tel's pole heights, we adopt a pole height of 40 feet to be
utilized in GTE Hawaiian Tel's pole attachment rates instead of the
FCC presumption of 37.5 feet.  The FCC recognizes that 40-foot
poles have a usable space of 16 feet.  See Notice of Proposed Rule
Making, In re Amendment of Rules and Policies Governing Pole
Attachments, FCC 97-94, CS Docket No. 97-98, ¶ 7 (FCC rel Mar. 14,
1997).   
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Hawaiian Tel’s calculation of these rates must reflect the

rebuttable presumptions identified by the FCC68 for the number of

attaching or occupying entities and other variables; provided

that GTE Hawaiian Tel shall assume a cost of capital of

9.73 per cent, the rate of return approved by us in GTE Hawaiian

Tel’s pending rate case; for pole attachment rates, a pole height

of 40 feet and usable space of 16 feet69; and for conduit and

duct rates, a conduit/duct occupancy factor of 25 per cent.  GTE

Hawaiian Tel's calculations shall also reflect the use of 47

C.F.R. Part 32 accounting separation rules in calculating its

poles, duct, and conduit rates.  GTE Hawaiian Tel shall identify

the underlying costs for its rates in a format similar to that

used in GST-SIR-HTC-12, page 3.

The FCC regulation prescribes that the unusable space

formula will be phased in, beginning February 8, 2001.  This

prescription is in compliance with the mandate of 47 U.S.C.

§ 224(e)(4) that the FCC rules adopted pursuant to

subsection (e)(1)  “shall become effective 5 years after the date

of enactment of the Telecommunications Act of 1996,” and that

“[a]ny increase in the rates for pole attachments that result

from the adoption of the regulations . . . shall be phased in



70The GTE Hawaiian Tel-GST Interconnection Agreement provides that
the rates, terms, and conditions for services and facilities that
are provided under tariff may be automatically superseded, as a
result of modifications to such services and facilities by tariff,
order, or other commission proceedings.  See GTE Hawaiian Tel-GST
interconnection agreement, at page I-3, filed on August 22, 1997,
in Docket No. 97-0158, approved by Decision and Order No. 16007
(October 9, 1997).

71See HAR § 6-80-77
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equal annual increments over a period of 5 years beginning on the

effective date of such regulations.”  Consistent with these

requirements, we will allow the allocation of the costs of

unusable space to be phased in, beginning February 8, 2001.

Although GST and TelHawaii agreed to the rates proposed

by GTE Hawaiian Tel in this proceeding, we find that, given the

recalculation of the rates required by this decision and order,

it is inequitable to hold them to those rates.   To the extent

that their respective interconnection agreements allows for the

application of the new rates determined in this proceeding, we

require that the new rates be utilized.70  In the absence of such

provision, the parties may renegotiate the rates, and if an

agreement cannot be reached, arbitrate the issue as provided by

the commission's rules.71

C.

Transport and Termination

The federal Act requires an ILEC to provide, for any

requesting telecommunications carrier, interconnection with the

ILEC’s network for the transmission and routing of telephone

exchange service and exchange access on rates, terms, and



7247 U.S.C. § 251(c)(2).  This subsection also requires that the
interconnection be at any technically feasible point within the
ILEC’s network and that it be at least equal in quality to that
provided by the ILEC to itself or to any subsidiary, affiliate, or
any other party to which the ILEC provides interconnection.

7347 U.S.C. § 252(d)(2)(A); HAR § 6-80-51.

7447 U.S.C. §252(d)(2)(B)(i); HAR §6-80-51.
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conditions that are just, reasonable, and nondiscriminatory.72 

To be just and reasonable, the terms and conditions must provide

for “the mutual and reciprocal recovery by each carrier of costs

associated with the transport and termination on each carrier’s

network facilities of calls that originate on the network

facilities of the other carrier” and must “determine such costs

on the basis of a reasonable approximation of the additional

costs of terminating such calls.”73  The carriers may enter into

arrangements “that afford the mutual recovery of costs through

the offsetting of reciprocal obligations, including arrangements

that waive mutual recovery (such as bill-and-keep

arrangements).”74

The parties generally agree that bill-and-keep is an

appropriate method of complying with state and federal

regulations on transport and termination, until traffic reaches

an imbalance of “plus or minus 10 per cent.”   AT&T would have

the bill-and-keep methodology apply for at least 12 months.  The

Consumer Advocate, GST, and Oceanic urge that transport and

termination compensation rates be symmetrical – that is, the

approved GTE Hawaiian Tel transport and termination rates should

apply to all carriers, and traffic terminating on both GTE

Hawaiian Tel’s and the competing carriers’ networks should be



75See Docket No. 96-0329, Decision No. 15229 (December 12, 1996).

76See Docket No. 96-0352, Decision No. 15277 (December 24, 1996).
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compensated at the same rates.  The Consumer Advocate suggests

that the rate symmetry approach should apply to wireless

carriers, as well as to land-line carriers.  It argues that any

added cost incurred in terminating a call from a land-line phone

to a wireless end user is solely due to the qualitative

differences opted for by the end user receiving the call and are

not caused by the caller or the caller’s carrier, and, as such,

the extra cost should be paid for by the wireless customer.

In the GTE Hawaiian Tel/AT&T arbitration docket (Docket

No. 96-0329), we prescribed the bill-and-keep arrangement as an

interim measure until studies indicate that local traffic is out

of balance by more than 10 per cent between the carriers.  We

allowed that either party may petition us for relief from the

bill-and-keep arrangement when studies indicate this imbalance. 

We required the petition to be supported by any data necessary to

determine the appropriate TELRIC and common costs associated with

transport and termination  of calls.75

In the GTE Hawaiian Tel/WWC arbitration docket

(Docket No. 96-0352), we adopted the rate symmetry approach and

applied GTE Hawaiian Tel’s TSLRIC of 0.73646 cents per

minute-of-use as the mutual compensation rate for terminating

traffic on either party’s network.  We added to this TSLRIC, a

10 per cent common cost allocator (as opposed to GTE Hawaiian

Tel’s proposed 61 per cent).76
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We continue to hold that the bill-and-keep approach is

appropriate to resolve the compensation issue between GTE

Hawaiian Tel and the CLECs for the transport and termination of

traffic from one to another, until an imbalance of more than 10

per cent arises.  When one carrier’s network exceeds 110 per cent

of the volume of traffic terminating on the other carrier’s

network either party may petition for relief from that

arrangement.  The petition must be supported by a volume-of-

traffic study.

We also reaffirm our decision that transport and

termination rates should be symmetrical and apply to traffic

terminating on both GTE Hawaiian Tel’s and a CLEC’s networks. 

However, any carrier may opt out of symmetric compensation rates

and file its own network cost study.  WWC filed such a study in

this phase II proceeding which contends that WWC is entitled to

an additional level of compensation over that prescribed in the

GTE Hawaiian Tel/WWC arbitration docket.  It contends that, as a

wireless carrier, it incurs additional costs, including cell site

costs, backhaul-transport costs, and switching costs, that are

not incurred by GTE Hawaiian Tel.  However, as pointed out by GTE

Hawaiian Tel, there are apparent inconsistencies in the model

used by WWC that artificially inflate the costs of terminating

traffic on its network.  WWC may continue to refine its study to

justify additional compensation.  However, the existing record

does not merit deviation from the rate symmetry prescribed in our

GTE Hawaiian Tel/WWC arbitration decision.

On a related matter, GST contends that all local calls

should be subject to transport and termination compensation,



77“Local traffic” as used here means intraisland local traffic.
Interisland (toll) calls are subject to access charges and, thus,
do not require inclusion in the reciprocal compensation mechanism.
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including calls made to information service providers (ISPs). 

ISPs include internet service providers, enhanced service

providers, paging providers, and one-way personal communications

service providers.  A transport and termination situation

purportedly arises, when, for instance, a GTE Hawaiian Tel

customer makes a call to a CLEC’s ISP customer who has purchased

local exchange service from the CLEC.  GTE Hawaiian Tel seeks to

exempt information service traffic from reciprocal compensation

for termination of local traffic.77  It contends that calls made

to ISPs are not “local traffic,” although it concedes that they

are local exchange calls.  To the CLECs, the calls constitute

“local traffic,” since the calls are carried over local lines and

terminate to local numbers assigned by the CLECs to the ISPs. 

(The local numbers are assigned at the time the ISPs sign up for

local exchange service.)  Compensation for calls to ISPs is

important to CLECs, since ISPs constitute a prime competitive

market.

The FCC has declined to treat calls to ISPs as

interstate calls subject to access charges and, at present,

considers such calls to be local traffic.  This matter is under

continuing debate, and any determination in this proceeding is

subject to future FCC consideration and decision.  For present

purposes, we consider calls to ISPs as local traffic.  GTE

Hawaiian Tel has not sufficiently justified the exemption of this

traffic from reciprocal transport and termination compensation. 
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We hold, in general, that any traffic carried through

telecommunications services provided under GTE Hawaiian Tel’s

intrastate tariff that is not subject to recovery through access

charges should be subject to transport and termination

compensation.

XXII.

RATE REBALANCING

Maintaining that, in a competitive environment, it

cannot continue to sustain the extremely high margins built into

certain company services under regulated monopoly conditions, GTE

Hawaiian Tel proposes to rebalance its existing rates.  Its

proposal includes reductions in the number of elements and

associated rates for interisland toll, reductions in the rates

for vertical services, reductions in switched access rates,

discontinuance of a separate charge for touch call service, and

increases in basic local exchange rates for both residential and

business customers.  GTE Hawaiian Tel proposes to cap residential

rates at $19.80 and business rates at 100 per cent above the

current rates and to offer local measured service (a discount of

about 40 per cent off the basic exchange rate) for customers who

make few calls.  GTE Hawaiian Tel’s proposal is purportedly to

base prices at TELRIC plus a reasonable allocation of common

costs.  Any shortfall from TELRIC resulting from the cap on local

exchange rates for residential and business customers (that is,

the difference between the rates and the TELRIC) would be made up

through the universal service fund.  GTE Hawaiian Tel argues that

its proposal is just, reasonable, and nondiscriminatory.
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There is general agreement that GTE Hawaiian Tel’s

retail rates need to be rebalanced in the direction of their

underlying TELRICs.  However, the parties contend that GTE

Hawaiian Tel’s proposal fails to achieve this end.  Others

contend that rate rebalancing is premature.  Specifically, AT&T

asserts that the proposed rates are still significantly above

TELRIC and that the "high level" of contribution which GTE

Hawaiian Tel would receive above TELRIC would still guarantee it

a substantial return, whether or not GTE Hawaiian Tel is

successful in competing for retail intraLATA toll customers.  The

Consumer Advocate disputes the claim that basic local exchange

service currently is not priced at TELRIC and is subsidized by

other services (particularly by intraLATA toll).  It faults the

assignment of loop costs totally to basic local exchange service

and not to any other service as skewing the results of the TELRIC

calculations.  It claims that rate rebalancing is not necessary

if the costs of loops are properly allocated as common costs. 

The Consumer Advocate also decries GTE Hawaiian Tel’s attempt to

recover from basic service the revenues it formerly collected

from the intrastate CCLC and RIC.  The Consumer Advocate suggests

that these lost revenues be recovered through fixed rate access

charges similar to the FCC’s presubscribed interexchange carrier

charge.

GST posits that, since the local exchange market is not

yet competitive, the time is not yet ripe for a full scale rate

rebalancing.  It claims that rebalancing rates before the

existence of effective competition will allow GTE Hawaiian Tel to

retain the ability to engage in predatory pricing.  Sprint



78We so held earlier in this docket in Decision and Order No. 14734
(June 12, 1996), at page 26.
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proposes that rate rebalancing be accomplished by removing

subsidies in access rates and pooling them for recovery in

conjunction with universal service funding.  It also proposes

that rates for basic local exchange service be increased to a

level where they recover the costs of the service.  Oceanic, like

GST,  would have us put off any decision on rate rebalancing to

phase II of GTE Hawaiian Tel’s pending rate case.  It asserts

that there is insufficient information to determine rate

rebalancing in this proceeding.  The DOD/FEA declines to comment

on GTE Hawaiian Tel’s rebalancing proposal, but cautions that GTE

Hawaiian Tel’s rates must be rebalanced, if at all, in the

direction of their underlying economic costs.

GTE Hawaiian Tel should be allowed to restructure its

rates, if it can be shown that certain services are subsidized by

the rates of other services.78  In this decision and order, we

require adjustments to GTE Hawaiian Tel’s cost analyses that bear

upon GTE Hawaiian Tel’s request for a rebalancing of its rates. 

Until these adjustments are made, it is not possible to determine

whether any service is being subsidized by the rates of other

services.  We are mindful of the concern that deferring this

matter may adversely impact GTE Hawaiian Tel by allowing

competitors to arbitrage services.  However, we do not believe

that GTE Hawaiian Tel is in imminent danger from competitors even

when unbundled network elements and resold services are made

available.  Accordingly, we defer a decision on rate rebalancing

to phase II of GTE Hawaiian Tel’s current rate case.



79GTE Hawaiian Tel estimates the transition charges, on a monthly
basis, as follows:  residential consumer line charge, $0.63 to
$1.18; business consumer line charge, $4.11 to $7.75; residential
CLEC line charge, $1.77 to $2.88; and business CLEC line charge,
$11.65 to $18.90.

80GTE Hawaiian Tel's estimate of eight years is derived by dividing
its total net book investment in 1997 ($971 million) by the total
annual allowed depreciation expense ($125 million).
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XXIII.

STRANDED COSTS

GTE Hawaiian Tel expresses the concern that, given the

development of competition in the local exchange market, it will

not be able to recover investments that are on its regulatory

books.  To address this possibility, GTE Hawaiian Tel proposes to

levy competitive transition charges (CTCs).  It proposes

two funding mechanisms.  The first is a charge on consumers’

bills (consumer line charge) that represents the loss in earnings

resulting from price reductions that are expected to occur under

competition.  The second is a line charge to be paid by

alternative local exchange carriers (CLEC line charge).  The CLEC

line charge equals the contribution to common costs currently

reflected in the GTE Hawaiian Tel’s retail rates and represents

the reduction in earnings resulting from losses in market

share.79

GTE Hawaiian Tel estimates the portion of its assets

that is likely to be stranded at $73 million to $128 million.  It

derived this estimate by, first, estimating that it would take

eight years to recover its embedded cost at its currently

authorized cost of capital (9.73 per cent),80 second, by

calculating the present value of its expected earnings over the



81The present value of expected earnings over the next eight years
is arrived at by assuming that GTE Hawaiian Tel's expected net
revenue flow will be affected by (1) a loss of market share; (2) a
reduction in prices after the entry of competitive providers; and
(3) the rates of the unbundled network elements, interconnection,
and resale services.
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next eight years at between $843 million to $898 million,81 and

third, by subtracting its expected earnings from the present

asset base.

GTE Hawaiian Tel cites the “regulatory compact” as the

basis for its entitlement to stranded costs.  It asserts that

there would be no need for the CTCs, if:  (1) its current rates

are rebalanced; (2) a non-by-passable interim universal service

charge is established; and (3) the rates for unbundled network

elements and wholesale prices for retail services are set at GTE

Hawaiian Tel’s actual costs.  The other parties are unanimous in

opposing the CTCs.  They assert that GTE Hawaiian Tel has not

demonstrated that any of its investments would be stranded during

the transition to competition.  Further, they assert that the

CTCs are anti-competitive, are inconsistent with the federal

requirement that interconnection and network element charges be

determined without reference to a rate-of-return or other

rate-based proceeding, and are merely a means of preserving the

revenues that GTE Hawaiian Tel has enjoyed as a monopoly.

We agree that GTE Hawaiian Tel has not demonstrated

that the undepreciated balance of any of its facilities will be

stranded.  GTE Hawaiian Tel should consider the new opportunities

that a competitive environment offers from which it may recover

this balance.  Further, telecommunications assets that are no

longer useful in one market may become useful in another.  In



82See 47 U.S.C. § 254; HRS § 269-41.

83See HAR chapter 6-81.
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short, competition may provide offsetting, new opportunities for

revenue production through new services or uses of embedded

facilities.  Thus, at this time we reject GTE Hawaiian Tel’s

request for recovery of stranded investments.  This is not to say

that GTE Hawaiian Tel will never experience stranded costs or

that it may never recover stranded investments.  Those opposing

GTE Hawaiian Tel have not sufficiently stated a case to preclude

forever the recovery of such costs.  GTE Hawaiian Tel may

petition us to revisit this issue at a later date, based on

actual data that demonstrates stranded investment resulting from

competition.  We reject, however, any notion that GTE Hawaiian

Tel is entitled to some pre-determined revenue level based on

regulatory-compact assumptions.

XXIV.

UNIVERSAL SERVICE

A.

General Issues

Both the federal Act and Hawaii law provide for the

preservation and support of universal service programs to assure

every individual of basic telecommunications services.82 

Pursuant to these statutes, we adopted rules on universal

service.83  In this phase II proceeding, we are asked to decide

some remaining issues concerning universal service and to dispose

of GTE Hawaiian Tel’s specific proposals on universal service. 
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We will first address the general issues.  In a section that

follows, we discuss GTE Hawaiian Tel’s proposals.

The remaining general issues, identified in our

prehearing order, include:  (1) the determination of the

statewide average cost per line; (2) the areas in the State to be

designated as high cost areas; (3) the service discount rates for

schools, libraries, and medical facilities; (4) the methodology

to be used in making assessments upon telecommunications carriers

to fund the universal service fund and the means of allocating

the costs of the fund; (5) the additional services to be included

as part of universal service; and (6) the definition of the term

“access,” as provided in HRS § 269-41(3).  We disposed of some of

these issues in various earlier orders.

At the outset, we conclude that there is no need to

expand on the basic service elements to be supported by our

universal service program.  In HAR § 6-81-19(a), we identified

the following elements to be included in basic service: single-

line dial tone; touch tone dialing; access to operator service;

access to enhanced 911 service; telecommunications relay service;

telephone directory; and access to directory assistance via

411 dialing.  In this phase II proceeding, the parties generally

agree to maintain the current definition of basic service to be

supported by the universal service program.  However, the

Consumer Advocate strongly endorses universal service support for

second residential and business lines in high cost areas.  It

also suggests the inclusion of access to the internet.

We will not pursue the Consumer Advocate’s suggestions

at this time.  HAR § 6-81-19(a) establishes a core set of service



84See HAR § 6-81-34(a); Docket No. 7702, Decision and Order
No. 14734 at 53 (June 12, 1996).

85HAR § 6-81-35(a).
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elements that should be considered as part of basic service.  We

will consider expanding the definition of basic service as we

develop historical costs and experience with the program. In

deciding whether to expand the meaning of basic service, we need

to weigh the costs attendant and the benefits to be derived from

such expansion.

We reaffirm that contributions to the universal service

fund shall be based on a percentage of each carrier’s retail

gross operating revenues from the provision of intrastate

telecommunications services during the preceding calendar year.84 

“Gross revenues” include not only retail revenues from basic

exchange service, but also all retail revenues generated from

other intrastate services such as vertical services and services

that share a significant amount of common costs with basic

service.  A number of CLECs propose that we mandate

telecommunications carriers to recover the contributions they

make to the universal service fund from end-user customers

through a surcharge.  The Consumer Advocate urges that we not

mandate or even encourage the recovery of the contributions

through an end-user surcharge.  Our rules neither require nor

encourage the recovery of contributions through a customer

surcharge.  The rules simply allow telecommunications carriers to

impose such a surcharge, if they so desire.85  We will adhere to

the rules.  We do not believe it is wise to mandate an end-user



86As defined in HAR § 6-81-52(a),” [a] high cost area is one in
which the cost of providing basic exchange service is high in
comparison to the cost of providing basic exchange service in other
areas of the State.”  

87See HAR § 6-81-56(a).

88HAR § 6-81-52(b); Docket No. 7702, Decision and Order No. 14734
at 55 (June 12, 1996).

89HAR §6-81-52(b).

90See Docket No. 7702, Order No. 16272 (April 3, 1998), and Order
No. 16331 (May 12, 1998).  Order No. 16272 required AT&T to make
modifications to Hatfield model 3.1 to conform to FCC’s criteria
for forward-looking economic cost studies and filing requirements.
Order No. 16331 approved the modified version.

71

customer surcharge without knowing how large an universal service

fund is required and the potential size of the surcharge.

We also reaffirm the criteria we previously established

for determining whether a given area is a high cost area within

the meaning of our rules.86  Universal service fund support is

available to telecommunications carriers providing

telecommunications service in the high cost areas of the State.87 

An area is a high cost area if the cost of providing basic

service per access line in the area is more than 120 per cent of

the statewide weighted average cost of providing basic service

per access line.88  Whether an area is a high cost area is to be

determined on a case-by-case basis.89  The determination of the

costs associated with the program is to be made through AT&T’s

proffered Hatfield model, modified version 3.1.  We adopted this

model in 1998 for purposes of calculating federal universal

service high cost support for non-rural carriers.90  It is

applicable in determining the costs for our high cost area

program.  Among other things, the Hatfield model, modified



91See HAR § 6-81-54.

92See Docket No. 7702, Order No. 15693 (July 7, 1997).
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version 3.1, allows for the calculation of forward-looking

economic costs, utilizes GTE Hawaiian Tel’s rate of return of

9.73 per cent and depreciation rates we previously approved, and

applies a common cost allocator of 20 per cent.  This model is

easy to use and adjust, is flexible, and readily provides the

impact of changes in costs on the competitive market and on

universal service programs.

Our rules currently provide for the selection of a

carrier of last resort (COLR) in high cost areas.  The designated

COLR is qualified to receive universal service fund support for

furnishing services in a high cost area.  Our rules provide for

the selection of a single COLR in any given high cost area.91 

Some CLECs urge that we allow more than one COLR in a given high

cost area.  They assert that the limitation of one COLR for each

high cost area is not necessary.  We will not by this decision

alter our rules.  As we gain experience, it may become

appropriate to amend our rules, but until such experience is

gained, we will adhere to the rules.

In regard to support of schools, libraries, and medical

facilities, we issued an order during the course of this phase II

proceeding adopting the FCC-prescribed interstate discounts for

intrastate services.  The adoption of the FCC-prescribed

interstate discounts enables Hawaii schools and libraries to

avail themselves of federal universal service support.92  For the

low-income consumers support program, we approved an additional



93See Docket No. 7702, Order No. 16120 (December 11, 1997).
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reduction in the amount of $1.75 for lifeline services.93  By

this reduction, qualified low-income consumers may avail

themselves of additional federal lifeline support.

B.

GTE Hawaiian Tel’s Proposals

GTE Hawaiian Tel proposes the following.  First, GTE

Hawaiian Tel urges that we not limit universal service support to

areas whose costs of service are 120 per cent above the statewide

average, but that we provide universal service support to all

residents and businesses to whom services are offered at rates

below cost.   It alleges that there are many areas in the State

where the cost of providing basic service is less than 120 per

cent of the statewide average but higher than the rate GTE

Hawaiian Tel is allowed to charge.  It claims that these areas

are supported implicitly by the rates in other areas and other

services.  It also alleges that its rate for basic residential

local service is currently below the average cost in every area

and that the difference is supported implicitly by the rates of

other services.

Second, GTE Hawaiian Tel proposes to establish interim

surcharges to replace the support GTE Hawaiian Tel purportedly is

receiving for its non cost-based basic residential service from

its current interstate switched access rate and intrastate toll

and vertical services.  It offers these surcharges as interim

measures until “comprehensive inter and intrastate arrangements
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of explicit universal service fund support are adopted.”  GTE

Hawaiian Tel proposes three interim surcharges.  The first is a

$6.52 per month surcharge to be imposed whenever a CLEC purchases

its unbundled loop.  The surcharge is to recoup the interstate

switched access revenues GTE Hawaiian Tel will lose as a result

of the FCC rule that prohibits ILECs from imposing the interstate

access charge on purchasers of unbundled network elements.  The

surcharge amount is adjustable depending on the actual loss in

access revenues and on the amount of interstate universal service

fund revenues GTE Hawaiian Tel receives.  The surcharge will be

limited to purchases of unbundled network elements to service

business customers; none will be assessed on purchases of

unbundled network elements to service residential customers. 

This is premised on the assumption that CLECs will choose to

purchase unbundled network elements to provide service to

business customers only and will provide service to residential

customers through the resale alternative.

GTE Hawaiian Tel’s second proposed surcharge is a

surcharge to replace the revenues from intrastate toll that it

will lose if we do not grant its request to rebalance its rates. 

The surcharge is $3.21 per month, which will be added to the

surcharge imposed on the sale of its unbundled loops to service

business customers.  This will increase the surcharge to $9.73

per month.  GTE Hawaiian Tel proposes another surcharge if its

request to rebalance its rates is not granted.  This third

surcharge is to recoup the inter-island (intraLATA) toll revenues

it will lose as a result of competition.  The surcharge is $1.89
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per residential line per month and $4.66 per business line per

month.

Finally, GTE Hawaiian Tel proposes an auction system to

select COLRs.  It claims that an auction system will allow any

qualified carrier to enter a bid for the right to obtain the

universal service support subsidy.  Each bid would represent a

carrier’s assessment of what it is willing to pay for the right

to obtain that subsidy in exchange for COLR status.

The other parties oppose GTE Hawaiian Tel’s proposals

for interim surcharges and for an auction system to select COLRs. 

They contend that the surcharge proposals are nothing more than a

make-whole scheme, designed to preserve the current revenue GTE

Hawaiian Tel enjoys as a monopoly provider and to guarantee

profits to itself.  They assert that the surcharges create new

revenue streams to hedge against the rigors of competition and

are discriminatory and anti-competitive in nature.  They oppose

the proposed auction system because of its likelihood of

inflating the level of subsidy without any increase in

competition.

We reject GTE Hawaiian Tel’s proposals.  The proposal

that we allow subsidies from the universal service fund in areas

where basic service rates are lower than the costs of providing

basic service violates the principle of support for “high cost”

areas embodied in our rules.  This proposal, together with its

interim surcharge proposals appear to be intended to preserve GTE

Hawaiian Tel’s current revenue streams.  In a competitive

environment, there is no guarantee that current revenue streams

will be preserved.  Further, GTE Hawaiian Tel’s surcharge
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proposals assume that basic residential services are being

subsidized by interstate access, business, and interisland toll

revenues.  As stated earlier in this decision, we do not know

whether this will continue to be so after GTE Hawaiian Tel makes

the adjustments prescribed in this decision and order.  Moreover,

we have deferred any decision on GTE Hawaiian Tel’s request for

rate rebalancing to phase II of its currently pending rate case. 

Until GTE Hawaiian Tel complies with the requirements specified

in this decision and order, and until the completion of phase II

of the pending rate case, we have no way of determining the

reasonableness of these surcharges.

We also reject GTE Hawaiian Tel’s proposal to establish

an auction system for the selection of COLRs.  We will adhere to

our rules concerning universal service support for high cost

areas and the selection of the COLRs for such areas.  Whether or

not an auction system is appropriate is a determination that must

await the designation of high cost areas.  Since no high cost

areas have been designated, GTE Hawaiian Tel’s recommendation for

an auction system is premature.

XXV.

MOST FAVORED NATION CLAUSE

One arbitration issue, not dealt with above, concerns

the position of the CLECs that, pursuant to 47 U.S.C. § 252(i),

in contracting with GTE Hawaiian Tel for interconnection,

service, or network elements, they should be permitted to “pick

and choose” the best prices and terms from among existing



9447 U.S.C. § 252(i) provides: “A local exchange carrier shall make
available  any interconnection service, or network element provided
under an [arbitrated or negotiated] agreement approved [by the
State commission] to which it is a party to any other requesting
telecommunications carrier upon the same terms and conditions as
those provided in the agreement.”

95FCC Interconnection Order I at ¶ 1310.

96120 F.3d at 801.
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agreements to which GTE Hawaiian Tel is a party.94  Citing Iowa

Utilities Bd. v. F.C.C. , 120 F.3d 753 (8th Cir. 1997), GTE

Hawaiian Tel and the Consumer Advocate posit that we are

precluded from allowing a CLEC to “pick and choose” individual

provisions from GTE Hawaiian Tel’s agreements with other CLECs. 

They contend that a CLEC must agree to all of the terms and

conditions of an existing GTE Hawaiian Tel agreement with another

CLEC and cannot opt for specific provisions of existing

agreements.

The FCC concluded that 47 U.S.C. § 252(i) supports a

requesting carrier’s ability to choose among individual

provisions contained in publicly filed agreements between an ILEC

and other carriers.95  The Eighth Circuit Court held otherwise

and vacated the FCC rule (47 C.F.R. § 51.809) that requires an

ILEC to make available “to any requesting telecommunications

carrier any individual interconnection, service, or network

element arrangement contained in any agreement to which it is a

party that is approved by a state commission . . . upon the same

rates, terms, and conditions as those provided in the

agreement.”96 
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In light of the Eighth Circuit Court’s reading of the

federal Act, it appears that, unless the Eighth Circuit Court is

overturned on appeal, we are precluded from permitting a pick and

choose option for CLECs.  We will, thus, not order such an

option.  The Eighth Circuit Court presents a rational basis for

denying the pick and choose option.  Allowing CLECs to pick and

choose specific provisions from existing agreements runs counter

to the Act’s design to promote negotiated agreements.  A

negotiated agreement is typically a product of a “give and take”

process between the parties.  It is unreasonable for a party to

be able to secure the benefits of favorable provisions of

existing agreements without giving something in return through a

negotiation process.  We will require a carrier to accept, in

toto , all terms and conditions of an existing interconnection

agreement, if it opts to receive the benefits of the agreement

under subsection 252(i).

XXVI.

ORDER

We order as follows:

1. GTE Hawaiian Tel’s COSTMOD shall be used, with the

adjustments specified in this decision and order, in determining

loop costs and the costs of GTE Hawaiian Tel’s other unbundled

network elements.

2. GTE Hawaiian Tel shall submit prices for its

unbundled network elements, based on TELRIC that assumes GTE

Hawaiian Tel’s current wire centers, but also assumes the most
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efficient, new technology that is available and compatible with

the existing framework.

3. In calculating the costs of its unbundled loops,

GTE Hawaiian Tel shall, among other things: (a) assume the

average length of the loops in every loop band to be equal to the

band’s median loop length, instead of the longest loop within

that band; (b) utilize a weighted average fill factor of 75 per

cent; (c) exclude the drop costs associated with two-wire private

line services in calculating the weighted average unbundled loop

drop cost; (d) assume pole sharing with one other entity; (e)

assume the utilization of integrated (i.e., next generation)

digital line carriers, instead of the current generation

technology; (f) eliminate the retail-related costs associated

with billing, collection, and administration; and (g) hold

constant all other inputs and assumptions not expressly required

by the commission to be modified pursuant to this decision and

order.

4. Loop costs will not be allocated to intra state

toll/switched access services at this time.

5. In calculating the costs of all unbundled network

elements and non-recurring charges, GTE Hawaiian Tel shall, among

other things:  (a) utilize a cost of capital of 9.73 per cent;

(b) utilize the depreciation lives and rates currently authorized

by this commission for intrastate purposes; (c) remove the costs

associated with the GTD-5 switch, and replace them with an

appropriate mix of the costs associated with the other

two predominant switches in GTE Hawaiian Tel's network; and
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(d) hold constant all other inputs and assumptions not expressly

required by the commission to be modified pursuant to this

decision and order.

6. GTE Hawaiian Tel shall deaverage the loop cost by

island.

7. GTE Hawaiian Tel shall offer on an unbundled basis

the following network elements:  (a) the local loop (including

loop distribution, loop concentration/multiplexer, and loop

feeder); (b) network interface devices; (c) local and tandem

switching; (d) interoffice transmission facilities (including

dedicated transport, common transport, and direct transport); (e)

signaling (including signaling links, signal transfer points, and

service control point/databases); (f) operations support systems;

and (g) operator systems (operator services and directory

assistance facilities).

8. GTE Hawaiian Tel shall offer to CLECs all vertical

switch features as part of the switching element; except that GTE

Hawaiian Tel may negotiate on a case-by-case basis for the

provisioning of only the basic switching element or the basic

switching element and certain independent vertical feature

elements.  To this end, GTE Hawaiian Tel shall file with us a

TELRIC that includes the costs of all elements and a TELRIC that

includes the costs of only the basic switching element.  In

addition, GTE Hawaiian Tel shall be prepared to provide the

TELRIC for any of the independent vertical switch feature

elements that a CLEC may request. 
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9. GTE Hawaiian Tel is not required to provide

combined unbundled network elements except to the extent that

existing interconnection agreements require such combinations.

10. GTE Hawaiian Tel shall make available its dark

fiber on an unbundled basis to the extent that such dark fiber is

included in GTE Hawaiian Tel’s rate base.

11. GTE Hawaiian Tel shall use a fixed allocator of

20 per cent in determining the amount of common costs to be added

to TELRIC in the offering of its network elements on an unbundled

basis.

12. GTE Hawaiian Tel shall offer to CLECs its retail

services at wholesale, based on a discount rate of 15 per cent.

13. GTE Hawaiian Tel shall offer at wholesale all

services it sells at retail to subscribers who are not

telecommunications carriers.  Included among the services that

must be offered at wholesale are:  (a) non-recurring charges

associated with the provision of retail services; (b) operator

and directory assistance services; (c) contract and public policy

services (including E-911 and telecommunications relay services);

(d) pay telephone access line services; (e) private line and

special access services (including customer-owned coin operated

telephone access lines); and (f) services offered at volume

discounts.

14. GTE Hawaiian Tel may recover the non-recurring

(one-time) charges it incurs in processing CLECs’ orders for

unbundled network elements and for wholesale services.  GTE

Hawaiian Tel shall process CLECs’ orders through operating

support systems that employ the most efficient, forward-looking
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technology, including an electronic interface.  However, until

such time that nationally standardized gateways have been

adopted, GTE Hawaiian Tel may utilize manual processing to

provide operations support.

15. GTE Hawaiian Tel shall not impose any changeover

charge or a disconnect charge on customer migrations from GTE

Hawaiian Tel’s services to CLECs’ services, except that it may

impose a disconnect charge where a disconnect is necessary.

16. GTE Hawaiian Tel shall not impose, as a matter of

course, a charge for billing inquiries.  GTE Hawaiian Tel may

charge for billing inquiries that actually occur; provided that,

the charge is based on efficient, forward-looking costs.

17. GTE Hawaiian Tel shall review its proposed

collocation fees and submit new charges calculated in accordance

with the principles of TELRIC and our requirements set forth

above.  Specifically, GTE Hawaiian Tel must file the rate for

each physical and virtual collocation element with the element's

underlying TELRIC.  GTE Hawaiian Tel shall also provide cost

studies supporting the underlying TELRICs in both paper and

electronic format for review by the commission and other parties. 

GTE Hawaiian Tel shall include a proposed security escort fee. 

Pending the submission of an acceptable security escort fee, GTE

Hawaiian Tel shall provide security escorts at the rate of

$30 per one-half hour.

18. GTE Hawaiian Tel shall formulate its rates for

access and attachments to its poles, ducts, conduits, and

rights-of-way in accordance with the formulas prescribed by the

FCC in its Order 98-20, CS Docket No. 97-151 (February 6, 1998),
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subject to the following adjustments:  (a) GTE Hawaiian Tel's

currently-authorized rate of return of 9.73 per cent shall be

utilized in calculating pole attachment and conduit attachment

rates; (b) a pole height of 40 feet and usable space of 16 feet

shall be assumed in calculating pole attachment rates; (c) a 25

per cent conduit occupancy factor shall be utilized in

calculating conduit and duct rates; and (d) 47 C.F.R. Part 32

accounting separations rules shall be used in calculating pole,

duct, and conduit rates.

19. Bill-and-keep shall be the method of mutually

compensating the carriers for the transport and termination of

traffic from one to another, until such time that local traffic

gets out of balance by more than 10 per cent, measured in terms

of the volume of traffic terminating on a carrier’s network. 

Whenever a carrier’s network exceeds 110 per cent of the volume

of traffic terminating on the other carrier’s network, either

party to the bill-and-keep arrangement may petition us for relief

from the arrangement.  Any compensatory scheme for transport and

termination, other than bill-and-keep, shall be symmetrical,

i.e., the transport and termination rate of one carrier is

applicable to the other carrier.  Any carrier may opt out of

symmetric compensation rates upon a showing, based on cost

studies, that it costs more to terminate traffic on its network

than to terminate traffic on the other carrier’s network.

20. All local calls are subject to transport and

termination compensation, including calls made to ISPs.

21. We defer GTE Hawaiian Tel’s request to rebalance

its rates to phase II of its pending rate case.
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22. GTE Hawaiian Tel’s request for recovery of its

stranded costs through competitive transition charges is denied.

23. The following components of our universal service

program shall remain unchanged:  (a) the basic service elements

as identified in HAR § 6-81-19(a); (b) the telecommunications

carriers' contributions to the universal service fund are based

on a percentage of each carrier’s retail gross operating revenues

from provisioning intrastate telecommunications services; (c) the

recovery of contributions to the universal service fund by

telecommunications carriers as provided in HAR § 6-81-53; (d) the

criteria for determining high cost areas in the State as set

forth in HAR § 6-81-52; (e) the method of selecting a COLR and

the selection of only one COLR in any high cost area who will be

eligible to receive universal service fund support; and (f) the

use of the universal service fund as set forth in HAR § 6-81-5.

24. The most favored nation clause, 47 U.S.C. §

252(i), is construed to require a telecommunications carrier to

accept, in toto , all terms and conditions of an existing

agreement.

25. Subject to the terms and conditions of Protective

Order No. 15492, as necessary, GTE Hawaiian Tel shall file with

the commission and serve on the other parties to this docket, 

recalculated prices, costs, and other data, and identify

underlying variables and assumptions as required by this decision

and order not later than 60 days after the issuance of this

decision and order.  GTE Hawaiian Tel shall file its loop cost

recalculation in the format of attachment 1, page 23, to the
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rebuttal testimony of GST’s witness, Michael Starkey, filed on

August 28, 1997.

26. GTE Hawaiian Tel and the CLECs shall comply with

all other requirements specified in this decision and order.

DONE at Honolulu, Hawaii this 7th day of January, 1999.

  PUBLIC UTILITIES COMMISSION
  OF THE STATE OF HAWAII

  By
_______________________________

Dennis R. Yamada, Chairman

  By
_______________________________

Rae M. Loui, Commissioner

  

  By
_______________________________

Gregory G.Y. Pai, Commissioner

APPROVED AS TO FORM:

______________________________
Anthony D. Valdez
Commission Counsel
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