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BEFORE THE PUBLI C UTI LI TI ES COVM SSI ON
OF THE STATE OF HAWAI

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

PUBLI C UTI LI TI ES COW SSI ON Docket No. 7702

Instituting a Proceedi ng on Deci sion and Order No. 16775
Communi cati ons, Including an
I nvestigation of the

Communi cations Infrastructure
of the State of Hawaii .

N N N N N N N N e

DECI S| ON AND ORDER

XIV.
BACKGROUND
A
Procedural History
Thi s deci sion and order addresses the issues
enunerated in our Prehearing Order No. 15478 (April 2, 1997),
whi ch was issued in phase Il of our investigation into fostering
conpetition in the |ocal exchange tel econmuni cations industry.
This investigative docket was initiated in 1993 by
Order No. 12382 (May 11, 1993). It conmenced with a series of
i nformati onal sessions on the general state of the
t el econmuni cations industry,® which were foll owed by

col | aborative sessions anong the parties and participants in the

1The informational sessions were convened by Oder No. 12659
(Cctober 8, 1993) and held from Cctober 1993 to February 1994.
Tel ecommuni cati ons subj ect matter experts, representatives of ot her
state and federal agencies concerned with teleconmmunications,
and representatives of tel ecomruni cations providers participatedin
t hese sessi ons.



docket.? The col |l aborative sessions resulted in a nunber of
recommendations,® including: (1) the adoption of principles to
gui de the introduction of conpetition in the |ocal exchange
mar ket; (2) the adoption of a phased approach to our
i nvestigationt and (3) the further identification of issues
requiring resol ution.

We conpl eted phase | with the issuance of Decision and
Order No. 14734 (June 12, 1996) and by the adoption of Hawaii
Adm ni strative Rules (HAR) chapters 6-80 and 6-81.°%
HAR chapter 6-80 contains rules governing | ocal exchange
conpetition in the State. HAR chapter 6-81 relates to universa
service. In addition, the State | egislature enacted Act 225
whi ch becane | aw on June 29, 1995. Decision and Order No. 14734,
the rules, and the State statute are all consistent with the

parti es’ recommendations, and establish guidelines that wll

2The parties and participants net between March and June 1994.
Their tasks were, in collaboration, toidentify the issues relating
to Hawaii’'s communi cations infrastructure and to resol ve as many of
the i ssues 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 | was to
enconpass issues to be defined and set in place within year one,

phase Il was to enconpass issues to be resolved in years tw and
three, and phase IIl was to enconpass issues to be addressed in
years four and five. Al though we initially accepted this

recommendation, in the interest of introducing conpetition in the
| ocal exchange narket as soon as possible, we collapsed the three
phases into two.

5We conducted the phase | proceedi ng pursuant to Prehearing O der
No. 13771 (February 15, 1995). W conducted an evidentiary hearing
on phase | 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 becane effective on June 3, 1996.

2



govern conpetition in the |ocal exchange tel econmunications
mar ket . 8
In Decision and Order No. 14734, we ordered the
parties to coll aborate on the unbundling of GIE Hawaii an
Tel ephone Conpany, Inc.’s (GIE Hawaiian Tel's) system el enents
and on the sale of GIE Hawaiian Tel’'s retail services on a
whol esal e basis to conpetitive |local exchange carriers (CLECs).
We al so ordered the parties to file position statenents on the
following issues: (1) GIE Hawaiian Tel's recovery of the
undepreci ated bal ance 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 conpetitive services.
Duri ng cal endar year 1996, we arbitrated severa
i nt erconnection agreenents between GIE Hawaiian Tel and CLECs,
pursuant to 47 U.S.C. 8§ 252, as enacted in the federal
Tel econmuni cati ons Act of 1996 (federal Act).’” The pricing of
GTE Hawaiian Tel’'s unbundl ed network el enents and the sale of GIE
Hawaiian Tel’s retail services on a whol esal e basis were anong
the issues arising fromthose proceedings. The final decision on
t hese i ssues was deferred to phase Il of this docket. W also
deferred other issues, including: (1) the treatnent of *“dark-
fiber” as a network elenent; (2) the applicability of a *nost

favored nation” clause under 47 U S.C. 8§ 252(i); and (3)

6An i medi ate consequence of the adoption of the rules and statute
has been the entry of a nunber of conpetitive |ocal exchange
providers into the Hawaii | ocal exchange market.

7The federal Act added a nunber of new sections to 47 U S.C. In
thi s deci sion and order, we sonetines cite the newly added secti ons
to the federal Act, rather than to 47 U.S.C. For instance, we my
cite the newy added 47 U S.C. § 252 as federal Act § 252.
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col l ocation and access to GIE Hawaiian Tel’s pol es, ducts,
conduits, and rights-of-way.?

An evidentiary hearing was held on phase Il issues
from Qctober 6, 1997, through Cctober 24, 1997. The parties
filed their opening briefs by Decenber 5, 1997, and reply briefs
by Decenber 22, 1997.

Pursuant to Hawaii Revised Statutes (HRS) § 91-11, we
i ssued a proposed decision and order on Novenber 13, 1998.
Exceptions to the proposed decision and order were filed on
Decenber 7, 1998, and oral argunents on the witten exceptions

were presented to the comm ssion on Decenber 9, 1998.

B
The Parties
The parties in this docket® include the State of
Hawai i Departnent of Commerce and Consuner Affairs, D vision of
Consuner Advocacy (Consumer Advocate)?®;, the United States
Depart nent of Defense and all other Federal Executive Agencies

(DODI FEA) 1*; and the incunbent | ocal exchange carrier (1LEC)

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

9Unl ess ot herwi se noted, those listed in the text were nmade parties
or participants by Oder No. 12382 (May 11, 1993) and Order No.
12547 (July 30, 1993).

10The Consuner Advocate, by HRS 8§ 269-51, is a party to al
proceedi ngs before us.

11The DOD/ FEA gained participant status by Oder No. 12836
(Novenber 16, 1993). Al t hough designated a participant, the
DOD/ FEA was active in this docket as if a party.
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GTE Hawaiian Tel. CLECs who are parties to the docket are: AT&T
Communi cations of Hawaii, Inc. (AT&T)??;, GST Tel ecom Hawaii, |nc.
(formerly Pacwest Tel econmuni cati ons Corporation, Inc.) (GST);
Ti me Warner Communi cati ons of Hawaii, L.P., dba Cceanic
Comuni cations, Inc. (Qceanic)?®® Sprint Comunicati ons Conpany,
L.P. (Sprint); M Tel ecomunications Corporation (M) and
Tel Al aska, Inc.?1

The followi ng cormercial nobile radio service
providers are also parties: GIE Wreless of the Pacific
(formerly GTE Mobil net of Hawaii, Inc.); Cybertel Corporation;
Honol ul u Cel I ul ar Tel ephone Conpany (HCTC); USCOC of Hawaii 3,
Inc.; Maui Cellular Tel ephone Conpany Inc.; Primeco Persona
Communi cations, L.P.'; and Western Wrel ess Corporation (WAC).?
O her wireless service providers who are parties are: Page-Com

Hawai i, Inc.; Ram BSE Paging Co., L.P.; Ceneral Telcourier, Inc.,

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

13We approved the substitution of Tinme Warner Comrunications of
Hawaii, L.P., dba GCceanic Comunications, for Tinme Wirner
Ent ert ai nnent Conpany, L.P., dba Cceani c Cabl evi si on, on August 22,
1994.

14MCI becane a party by Oder No. 15545 (April 28, 1997).

15Tel Al aska became a party by Order No. 13915 (May 16, 1995).
Shortly after Tel Al aska' s i ntervention, Tel Hawai i , I nc.
(Tel Hawai i ), a whol Il y-owned subsidiary of Tel Al aska, was forned.
Al t hough Tel Al aska has not filed for a substitution of parties,
Tel Hawai i has participated in the proceedings in Tel Al aska's pl ace
and we recogni ze that TelHawaii is the real party in interest. W
will, therefore, refer to TelHawaii in place of Tel Alaska for the
bal ance of this decision and order.

16Pri meco Personal Communi cati ons becane a party by Order No. 14860
(August 8, 1996).

17WAC becane a party by Prehearing Order No. 15478 (April 2, 1997).
5



dba Pager One; Dr. Mark Col dman, dba Communi cations Center of
Hawai i & | sl and Radi o- phone; and Ram Mobile Data USA Limted
Partnership. Qher service providers who are parties are
Security Alarm Shop, Inc.® and the Hawaiian El ectric Conpany,
I nc. The Hawaii Cabl e Tel evi si on Associ ati on and Anerican Cabl e
TV Investors 4 Ltd., dba Sun Cabl evision, are also parties.

The Gty and County of Honolulu and the follow ng
State departnents and agencies are also parties: the Departnent
of Accounting and CGeneral Services!?; the Hawaii |nfornmation
Net wor k Cor poration; the Departnent of Commerce and Consuner
Affairs; the Departnent of Business, Econom c Devel opnent and
Tourism and the Hawaii Public Broadcasting Authority. Non-
profit business associations who are parties are the Hawaii
| sl and Chanber of Commerce and the Hawaii Hotel Association. 2°

In addition to the parties, participants in this
docket are allowed to participate fully in all aspects of the
docket’ s proceedi ngs and have the rights, duties, and obligations
of a party. The participants are: the Honol ulu Conmmunity-Medi a

Council; the University of Hawaii?!; ‘d el o-The Corporation for

18Security Al arm Shop becane a party by Order No. 13915 (May 16,
1995).

19Pur suant to Act 126, Session Laws of Hawaii 1995, effective July
1, 1997, the functions and responsibilities of the Departnment of
Budget and Finance with respect to the devel opnent and operations
of a state information network and conmunications system were
transferred to the Departnment of Accounting and General Services.

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

21The University of Hawaii becanme a participant by Order No. 12815
(Novenber 5, 1993).



Community Television ("Oelo)??;, the Coalition for Conpetitive
Tel econmuni cati ons?®; the State Departnent of Heal th, Energency
Medi cal Services Systens Branch; the State Departnent of
Education; and the State public library system 2

The followi ng parties and participants participated in
the evidentiary hearing: the Consuner Advocate, AT&T, GIE
Hawai i an Tel, GST, the Honol ulu Community-Medi a Council, M,
Sprint, TelHawaii, Oceanic, DOD/ FEA, and WAC. Post-hearing
briefs or statenments were filed by the Consunmer Advocate, GTE
Hawai i an Tel, the DOD/ FEA, AT&T, GST, Cceanic, Sprint, Tel Hawaii,
and WAC.

Exceptions to the conm ssion's proposed deci sion and
order were filed by the Consuner Advocate, GIE Hawaiian Tel, the
DOD FEA, AT&T, GST, Cceanic, Sprint, Tel Hawaii, WA, HCTC, and
GTE Wreless of the Pacific. Oal argunents on the exceptions
were presented by the Consumer Advocate, GIE Hawaiian Tel, the

DODY FEA, AT&T, GST, Cceanic, Sprint, and Tel Hawaii .

XV.
| SSUES
The issues in this phase Il proceeding, as set forth
in Prehearing Order No. 15478, are as foll ows:

1. Total service resale and whol esal e pricing

22' A el o becane a participant by Order No. 12655 (COctober 7, 1993).

23The Coalition for Conpetitive Telecomunications becane a
partici pant by Order No. 13174 (March 10, 1994).

24The Departnment of Health, the Departnent of Education, and the
public library system becane participants only with respect to
uni versal service issues by Order No. 15897 (Septenber 10, 1997).
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Whet her GTE Hawai i an Tel's proposed whol esal e
rates for its retail services are just,
reasonabl e, and nondi scrimnatory.

Whet her GTE Hawaiian Tel's proposed pricing
and pricing nethodol ogy and rel evant cost
studies for its whol esale rates are just,
reasonabl e, and nondi scri m natory.

What shoul d be the permanent whol esal e rates
for GTE Hawaiian Tel's retail services?

What retail services should be nade avail abl e
for sale at whol esal e rates?

Unbundl ed network el enents

a.

Whet her GIE Hawai i an Tel's proposed rates for
I ts unbundl ed network el enents are just,
reasonabl e, and nondi scri m natory.

Whet her GTE Hawai i an Tel's proposed pricing
and pricing nmethodol ogy and rel evant cost
studies for its unbundl ed network el enents
are just, reasonabl e, and nondi scrim natory.

What shoul d be the permanent rates for GIE
Hawai i an Tel's unbundl ed network el ements?

What network el ements shoul d be unbundl ed for
access by other providers?

Shoul d dark fiber be considered an unbundl ed
networ k el enent ?

Transport and term nation

a.

O her

a.

What is the appropriate pricing nethodol ogy
for the transport and term nation of | ocal
traffic?

Whet her GTE Hawai i an Tel's proposed rates for
transport and term nation of local traffic
are just, reasonable, and nondiscrimnatory.

Whet her WAC s proposed rates for transport
and termnation of local traffic are just,
reasonabl e, and nondi scrimnatory.

arbitration issues:
What are the appropriate pricing nethodol ogy
and prices for physical and virtual
coll ocation at GIE Hawaiian Tel's central
of fices or other physical plant?

8



5.

6.

What are the appropriate pricing nethodol ogy
and prices for access to GIE Hawaiian Tel's
pol es, ducts, conduits, and rights-of-way?
(Ref: GIE Hawaiian Tel's cost data submtted
on Cctober 13, 1996.)

What are the neaning and applicability of the
"nost favored nation clause,” in 47 U S.C
8§ 252(i):

A |l ocal exchange carrier shall make
avai |l abl e any interconnection, service,
or network el enents provi ded under an
agreenent approved under this section to
which it is a party to any ot her
requesting tel ecommuni cations carrier
upon the sane terns and conditions as

t hose provided in the agreenent.

Intrastate access tariff

a.

Whet her GTE Hawai i an Tel 's proposed pernanent
rate for intrastate 1+/ 0+ access, to be filed
I n accordance with Decision and O der

No. 14734, is just, reasonable, and

nondi scri m natory.

Whet her GTE Hawai i an Tel's proposed
adjustnment to the interimaccess tariff and
any rei nbursenents to other carriers, based
on actual inplenmentation costs filed on
August 12, 1996, are just, reasonable, and
nondi scri m natory.

Whet her GIE Hawai i an Tel's proposed nechani sm
to assess the equal access recovery charge to
itself is just and reasonabl e.

Undepr eci at ed bal ance

a.

Whet her GIE Hawai i an Tel's proposed recovery
of the undepreciated bal ance of its
facilities under HAR 8§ 6-81-55(c) is just and
r easonabl e.

Whet her GTE Hawai i an Tel 's proposed

met hodol ogy and procedure to identify and
val ue specific facilities for which recovery
of undepreci ated bal ance will be sought are
just and reasonabl e.

Whet her GTE Hawaiian Tel's July 15, 1996,
filing denonstrates that the unrecovered
undepreci ated bal ance of its facilities is
not recoverable from other sources.

9



7. Rate rebal ancing

a. Whet her GIE Hawaiian Tel's proposed rate
rebal anci ng, as supported by its position
statenent filed on August 10, 1996, is just,
reasonabl e, and nondi scrim natory.

b. Whet her GIE Hawaiian Tel's total service |ong
run increnmental cost (TSLRIC) anal ysis
denonstrates that current interisland tolls
are subsi di zi ng ot her GIE Hawaii an Tel
servi ces.

C. Whet her GTE Hawai i an Tel has identified
revenue | oss attributable to the elimnation
of the carrier commn |line charge (CCLC) and
t he residual interconnection charge (RIC
fromits revised intrastate access tariff.

d. Whet her GTE Hawai i an Tel has denonstrated
that it cannot recover any revenue |oss from
elimnation of the CCLC and the RIC from
ot her sources.

8. Universal service fund program

a. What is the statew de average cost per |ine?

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

C. What is a reasonabl e discount rate for
schools, libraries, and nmedical facilities?

d. What et hodol ogy shoul d be used i n maki ng
assessments upon tel ecomruni cations carriers
or groups of carriers to fund the universa
service fund, and how should the costs of the
fund be all ocated?

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

f. How shoul d "access, " as provi ded under
HRS § 269-41(3), be defined?

We address each of these issues in the paragraphs
bel ow, al though not necessarily in the order in which the issues

are enuner ated above.

10



XVI .
GUI DI NG PRI NCI PLES
A
Governing Statutes and Rul es

We are governed in this phase Il 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
t he Federal Communi cations Commi ssion (FCC), as contained in the
First Report and Order, FCC 96-325, rel eased August 8, 1996 (as
anended by the FCC s Order on Reconsideration, FCC 96-394, issued
Sept enber 27, 1996) (FCC Interconnection Order I), and the FCC s
Second Report and Order, FCC 96-333, rel eased August 8, 1996 (FCC
I nterconnection Order |1).

In conplying with the federal Act and the FCC rul es,
we are guided by the decision of the United States Court of
Appeal s for the Eighth Crcuit in lowa Utilities Bd. v. F.C.C. ,
120 F. 3d 753 (8" Cir. 1997), as anmended (on rehearing) on
Oct ober 14, 1997. The court, in that decision, affirned the
jurisdiction of the states to regulate the rates of |ocal
intrastate phone service and to set prices for interconnection,
access to the I LEC s unbundl ed network el enments, resale of the
ILEC s retail services, and the transport and term nation of
tel ecommuni cations traffic. Under the court’s ruling, a state’s
regul ation, order, or policy, with respect to intrastate matters,
need not be consistent with FCC regul ati ons, as the FCC cont ended
in the case. The court agreed with the petitioners that 47

US C 8§ 251(d)(3), entitled, "Preservation of State Access
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Regul ations,” allows the states to adopt and enforce any

regul ation, 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

i mpl ementati on of section 251 or Part Il of the federal Act.?S

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

provi sion that requires state comm ssions to ensure that

arbitrated agreenents conply with the FCC s regul ati ons applies

only when the states are fulfilling their roles as arbitrators of

agreenents 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 nmany states (Hawai

i ncl uded) enacted | egislation designed to open up | ocal telephone

markets to conpetition 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 conpliance with FCC

directives on interconnection, access to unbundl ed network

el enents, resale, and transport and termnation. The court also

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

2547 U.S.C. § 251(d)(3) states:

Preservation of State Access Regul ations. |In prescribing
and enforcing regulations to inplenent the requirenents
of this section, the Comm ssion shall not preclude the
enforcement of any regulation, order, or policy of a
State comm ssion that --

(A) establishes access and i nt erconnection
obl i gations of |ocal exchange carriers;

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

(© does not substantially prevent inplenentation
of the requirenents of this section and the purposes of
this part.

12



and choose” individual provisions of interconnection agreenents
negoti ated between an I LEC and other CLECs; (2) provide for the
FCC s review and enforcenent of state conm ssions’ arbitration
deci sions and interconnection agreenents; (3) require ILECs to
provi de i nterconnection and access to unbundl ed network el enents
at quality levels that are superior to the levels at which the

i ncunbents provide the services to thenselves; and (4) require

| LECs, at the request of CLECs, to reconbine the unbundl ed

networ k el ements purchased by the requesting carriers. 2t

B
TELRI ¢ TSLRI C
Qur rules require that pricing for interconnection,
unbundl ed el ements, and coll ocation be based on total service
long run increnental cost (TSLRIC). Qur rules define TSLRIC as:

[T] he total additional cost to provide the
entire forecasted quantity of service

di vided by the forecasted quantity, based

on the | east cost, nost efficient

technol ogy that is capable of being

i npl enmented at the tinme the total service

incremental cost is calculated....?

26The vacated rules are those codified under title 47, Code of
Federal Regulations (C F.R )88 51.303; 51.305(a)(4); 51.315(b) -
(f) (to the extent that this rule establishes a presunption that a
network el ement nust 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 nobile radio service providers); and
51.809. Al so held non-binding are §f 101-103, 121-128, and 180 of
FCC I nterconnection Order | and the proxy range for |line ports used
i nthe delivery of basic residential and busi ness exchange servi ces
established in the FCC s Order on Reconsideration (Septenber 27,
1997).

27HAR § 6-80-4. The remmi nder of the definition is as foll ows:
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The FCC utilizes the term"total elenment |ong run
I ncrenmental cost"” (TELRIC), which, for npbst purposes, is
synonynous with TSLRIC. 28

There are several approaches to conputing forward-
| ooki ng costs. The approach we adopt utilizes a forward-| ooking
econom c- cost nethodol ogy based on the nost efficient technol ogy
deployed in the ILEC s current wire center locations. That is,
pricing will be based on costs that assune the ILEC s current
wire center |ocations, but with a reconstructed | ocal network
that enploys the nost efficient technology for any reasonably

foreseeabl e capacity requirenents.

C.
Cost Model s and Unbundl ed Network El ement Pricing
Unbundl ed network el enments are the basic conponents of
the ILEC s services and the building blocks by which many
conpetitors propose to enter the | ocal exchange market. In this
phase || proceeding, we establish prices for GIE Hawaiian Tel's

unbundl ed network el ements based on their underlying TELRI Cs.

The cost is cal cul ated over a period | ong enough to avoid
all costs associated with the provision of the service
(i.e., thetine interval over which all plant, equi pnent,
and other investnents are to be replaced). The
forecasted quantity is the highest |evel of anticipated
annual demand for at |east the next three years. Were
a service or conponent that is not fully conpetitive is
used as an input to the service at issue, the tariffed
rate or charge paid by conpetitors is the cost of the
service or conponent. The costs of joint facilities,
including | oop costs, are excluded in calculating the
i ncremental cost.

28The "TELRI C' term has gai ned general acceptance in the industry
and will be used, in nost part, for the remainder of this decision
and order.
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The parties approached the determ nation of unbundl ed network

el enent costs fromtwo general perspectives. GIE Hawaiian Tel's
approach is based on a fam |y of cost nodels generically referred
to as COSTMOD. Conversely, AT&T's proposals are based on the
Hatfield Mbdel, version 3.1. For purposes of this decision and
order, we utilize COSTMOD for the reasons cited bel ow. However,
we al so require nodifications to the assunptions used in the
nodel . These nodifications are designed to reflect forward-

| ooki ng costs, and are based on recomrendati ons nmade by the
parties, particularly GST. Wile we are confortable with these
adjustnments, only time will denonstrate how accurate the nodel is
and what the inpact will be on conpetition and the | ocal exchange
mar ket. Thus, the pricing we set in this decision and order is

subj ect to constant nonitoring and future nodifications, as

necessary.
D.
| mput ati on
For conpetition to thrive, there nust be a |evel
playing field for all |ocal service providers. This requires al
pl ayers to price their services based on a common benchmark. It

Is equally inportant that the incunbent, GIE Hawaiian Tel, not
cross-subsi di ze those services that beconme subject to
conpetition. Cross-subsidization occurs when: (1) any fully
conpetitive or partially conpetitive service is priced below the
TELRI C of providing the service; (2) fully conpetitive services,
taken as a whole, fail to cover their direct and allocated joint
and common costs; or (3) fully conpetitive and partially
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conpetitive services, taken as a whole, fail to cover their
direct and allocated joint and common costs. ?°

To ensure a level playing field and di scourage
cross-subsidi zation, we require GIE Hawaiian Tel to base its own
prices for retail services on the same benchmark we set in this
deci sion and order. That is, GIE Hawaiian Tel nust price its
services as if it were an entity separate and apart fromthe
entity that controls and nanages the physical facilities
currently owned by GIE Hawaiian Tel. Thus, its services nust be
priced according to the sanme TELRI C (plus a reasonabl e allocation
of conmon costs) for interconnection and unbundl ed network
elements that it charges to CLECs. W do not, by this condition,
requi re GIE Hawai i an Tel physically and organizationally to
separate itself into different entities. W only require that
GTE Hawai i an Tel price its services on the sane benchnmark as its

conpetitors.

XVI |
UNBUNDLED NETWORK ELEMENTS
A
The Model s
O all the unbundl ed network el enents, the |ocal |oop
is of primary inportance. The |oop connects the custoner’s
prem ses to GIE Hawaiian Tel’s central office. The parties,
therefore, devote nost of their attention to this elenment. Two

nodel s are proposed in devel oping TELRIC for the |local |oop. GIE

29HRS § 269-39(a); HAR § 6-80- 35.
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Hawai i an Tel proposes the COSTMOD. AT&T proposes the Hatfield
nodel , version 3.1. Mst of the parties side with AT&T on the
use of the Hatfield nodel.

The COSTMOD | oop nodul e cal cul ates the investnent
required to provide transm ssion fromthe custoners’ premses to
each of GIE Hawaiian Tel's central offices in increments of 1,000
feet. It applies the levelized annuity pricing program (LAPP) to
the investnent figures to convert theminto expenses associ at ed
with capital carrying costs, depreciation, maintenance, and the
use of supporting facilities and resources, eventually producing
the total nonthly cost associated with 1,000 feet of each | oop.
It, then, calculates the weighted average of these |oop costs to
arrive at a wei ghted average | oop cost for each central office.
Finally, it averages the wei ghted average | oop costs of al
central offices on each island to arrive at an island-w de
wei ght ed average | oop cost. COSTMOD and the cost nodul es are the
sane as those utilized by GIE Hawaiian Tel in establishing its
retail rates, except that, for purposes of this phase Il TELRI C
study, GIE Hawaiian Tel nakes certain adjustnments to reflect the
requi renents of the study.

AT&T's Hatfield nodel is a generic nodel (not conpany
specific) that identifies the theoretical TELRIC for the
unbundl ed network el enents of a conpany providing service to a
region of the general size and popul ation of Hawaii. AT&T
asserts that, where appropriate, the nodel utilizes Hawaii -
speci fic val ues, such as census and geographic data and GIE
Hawai i an Tel's automatic reporting nanagenent information system
(ARM S) dat a.
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The general structures of COSTMOD and the Hatfield
nodel are simlar. Both utilize readily avail abl e spreadsheet
software to extract data fromunderlying databases and exhi bit
cost study results. Both produce valid approxinmations of
forward-| ooking costs for GIE Hawaiian Tel’s unbundl ed network
el ements. However, it is the underlying assunptions, and not the
mechani cs of the nodels, that account for their drastically
di vergent cost projections.

Qur overriding concern is to identify the TELRI Cs that
reflect GIE Hawaiian Tel’'s specific costs. COSTMOD does this
better than the Hatfield nodel. Thus, we opt to apply COSTMOD in
pricing unbundl ed network el ements. However, adjustnents nust be
made to the COSTMOD assunptions before the nodel can be utilized.

These changes are addressed bel ow.

B
The Use of the Most Efficient Technol ogy

Earlier, we adopted a TELRI C approach that assunes
current GIE Hawaiian Tel wire center |ocations, but requires the
nost efficient, forward-Iooking technol ogy avail able. GIE
Hawai i an Tel's COSTMOD often assunes technol ogy that is not
f orwar d- | ooki ng.

In calculating | oop costs, COSTMOD assunes an ol der,
and nore expensive, universal digital [oop carrier (UDLC)
technol ogy. Both AT&T and GST urge the enploynent of the next
generation digital |oop carrier (NGDLC) pair gain systens. W
agree with AT&T and GST that NGDLC pair gain systens should be
used. Furthernore, in making adjustnments to incorporate NGLC
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pair gain systens, we adopt GST's reconmendation to replace both
GTE Hawaiian Tel's integrated as well as its non-integrated cost
estimates with a single NGLC technol ogy investnent capabl e of
provi sioning both. Thus, we wll require GIE Hawaiian Tel to
assune the utilization of integrated (i.e., next generation)
digital line carriers, instead of the current generation

t echnol ogy.

C.
Loop Length Assunption

In calculating | oop cost, COSTMOD groups the loops in
each of GIE Hawaiian Tel's 82 central offices into common
kil of eet | ength bands, ranging fromzero to one kilofoot to
greater than 12 kilofeet. It estinates the costs of all |oops
within a given | ength band by assuming that all |oops in the band
are of equal length and applying the cost of the band s | ongest
|l oop to all loops in the band. Thus, for instance, all loops in
the 2 to 3 kilofeet band are assunmed 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 |oops are higher in cost because
of greater |abor and material needs. Thus, nmeasuring the costs
of all loops in a band by the cost of the band’ s | ongest | oop
overstates the average cost of the |oops in the band.

W adopt the nethodol ogy of cal culating | oop costs
within a given band in terns of the cost of the |oop of nedian
length within the band. For exanple, for loops within the 2
kil ofeet to 3 kilofeet band, the costs of all |oops within the
band are neasured in terns of the cost of a |oop of 2.5 kil of eet.
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Thi s met hodol ogy assunes that |oops in a band are evenly
distributed and that all |oops within the band exhibit
characteristics simlar to those of the nmedian |oop in the band.
This assunption better captures the true costs of |loops within a

gi ven band.

D
Fill Factor

COSTMOD in its | oop nodul e assunes a wei ghted aver age

conposite fill factor that is applied across all types of
facilities and equi prent. A forward-looking fill factor
estimates the proportion of a facility's capacity that will be
utilized. 1In calculating a TELRIC, the unit cost of a particular

el ement (here, a loop) is derived by dividing the total cost of
the element by a projection of the total capacity utilization of
t he el ement.

AT&T and GST contend that COSTMOD s fill factor is too

low. We agree. COSTMOD s fill factor reflects existing, not
forward-I| ooking, conditions. It fails to account for the higher
utilization levels that will result fromincreasing conpetition

and the incorporation of currently avail abl e forward-| ooking
t echnol ogy.

We, thus, adopt GST's recommended fill factor of
75 per cent. This is consistent with the fill factors adopted by
other state conm ssions. It is also consistent with: (1) the
wei ght ed average conposite fill factor used by COSTMOD to
calculate the total weighted volune sensitive long run
incremental cost (LRIC) per unit of loop; and (2) the 80 per cent
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installation fill factor that appears to be used by GIE Hawaii an

Tel when designi ng and depl oyi ng outside plant.3°

E.
Drop Costs

In calculating the wei ghted average unbundl ed | oop
drop cost, COSTMOD includes the drop costs associated with two-
wire private line services, as well as the drop costs associ at ed
with retail Rl1, Bl, Key, PBX, and Centranet services.3 Certain
CLECs object to the inclusion of two-wire private line drop
costs, asserting that GIE Hawaiian Tel does not include expenses
associated with two-wire private line costs anywhere else in the
derivation of unbundled | oop costs. Thus, the renoval of two-
wire private line drop costs is consistent with GIE Hawai i an
Tel's treatnment of all other unbundled | oop costs. W wll
require the exclusion of two-wire private line drop costs in

cal cul ating the wei ghted average unbundl ed | oop drop cost.

30The 80 per cent installation fill factor was derived by GST. GIE
Hawai i an Tel clains 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, GIE Hawaiian Tel clains that
GST' s cal cul ati on does not account for adm nistrative pairs and bad
pairs. The 1.25 ratio of pairs per location applies only to

househol ds and does not take into account a higher ratio for
busi ness.

31COSTMOD cal cul ates the wei ghted average drop cost as follows. It
first multiplies the nunber of |ines dedicated to each service
(retail R1, Bl, Key, PBX, Centranet, and two-wire private |ine) by
the per line drop cost for that service. It then totals the drop
costs for all services and divides the sumby the total nunber of
lines dedicated to all six services.
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Pol es and Pol e Shari ng

The costs of poles and conduits are included in the
cal cul ation of |oop costs. However, certain CLECs criticize the
way in which the costs of poles and conduits are cal cul ated.
They assert that COSTMOD fails to account for any savings derived
fromthe sharing of poles and conduits with other utilities.
This is a valid criticism

COSTMOD assunes that all poles and conduits are
constructed to accomodate only GTE Hawaiian Tel’s provision of
unbundl ed loops. This is in direct conflict with the future
envi ronnent in which |ocal exchange carriers will conpete. It is
also in conflict with what occurs today. GIE Hawaiian Tel shares
the use of its poles and conduits with other utilities, sonetines
with as nany as three other utilities. Hence, the COSTMOD s pol e
and conduit cost calculations nust be adjusted to reflect the
sharing of GIE Hawaiian Tel’'s poles and conduits. GST suggests
that the nodel assunes that GIE Hawaiian Tel’'s poles and conduits
are shared, on average, with one other utility. This is a

reasonabl e suggesti on which we wi |l adopt.

G
Cost of Capital
GTE Hawai i an Tel proposes a cost of capital of
10. 391 per cent in costing its unbundl ed network el enents. 1In
doing so, it contends that, given the risks associated with
provi si oni ng unbundl ed network el enents and i nterconnection

services, a higher cost of capital is warranted. The Consuner
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Advocate and GST argue that GIE Hawaiian Tel's current stipul ated
rate of 9.73 per cent should be used.

W wiill apply the 9.73 per cent cost of capital which
we approved in phase | of GIE Hawaiian Tel’s current rate
proceeding.® W agree with the FCC that a state’s authorized
rate of return is a reasonable starting point for TELRIC
cal cul ations and that the | LEC (GIE Hawaiian Tel) bears the
burden of denonstrating that the risks it faces in providing
unbundl ed network el enments and i nterconnection services justify a
di fferent risk-adjusted cost of capital.®** GIE Hawaiian Tel has

not nmade such a denonstration in this docket.

H.
Depreci ati on Rates

GTE Hawai i an Tel applies FCC-prescribed lives for its
assets in its cost studies. It requests, however, the use of
economc lives in eight service-providing accounts: (1) digital
switching; (2) circuit equipnent; (3) aerial cable, netallic;
(4) underground cable, netallic; (5) buried cable, netallic;
(6) aerial cable, non-nmetallic; (7) underground cabl e,
non-netallic; and (8) buried cable, non-netallic. The eight
accounts constitute the core of GIE Hawaiian Tel’s plant used to
provi de | ocal tel ephone service. GIE Hawaiian Tel argues that

they are unusually sensitive to the forces of conpetition and

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

33See FCC Interconnection Order | at § 702.
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t echnol ogi cal change, and that, in a conpetitive environnment, it
can no | onger be assured of recovering depreciation expenses each
year on an equalized basis. It further contends that analysis
conducted by Technol ogy Futures, Inc. (TFl): (1) denonstrates
that existing technology will be displaced by newer technol ogy

gi ven substantially inproved capability, performance, or

econom cs; and (2) predicts that, during the substitution process
there can be a period of rapid displacenent which can result in
negati ve reserves and an under-recovery of investnent. TFI
asserts that the FCC-prescribed lives are unable to avert these
consequences because they are not based on econom c val ues.

GTE Hawai i an Tel's proposed economc lives are far
shorter than the lives we have previously prescribed for it. |If
adopted, the proposal would, thus, accelerate its depreciation
rates.

The Consuner Advocate, AT&T, GST, and the DOD FEA all
oppose GIE Hawaiian Tel’s proposal and argue for either the
FCC-prescribed lives or the lives we have already set for GIE
Hawai i an Tel. W agree. The FCC position cited in connection
with the cost of capital is equally applicable here. The ILEC
(GTE Hawai i an Tel) bears the burden of denonstrating that the
risks it faces in providing unbundl ed network el enents justify
depreci ation rates other than those already prescribed. As in
the case of the cost of capital, GIE Hawaiian Tel has not nade
such a denonstration. The TFlI anal ysis does not persuade us
ot herw se.

The TFI anal ysis assunes that |ocal exchange carriers
will replace their narrow band tel ecomruni cati ons services with
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vi deo services, such as cable television. TELRI C nust be based
on the nost efficient telecomrunications technology that is
currently available. W agree with the DOD FEA that plant |ives
shoul d not be based on the assunption that existing

tel ecommuni cations facilities will be prematurely retired to
provi de broad band video services. W, thus, require that GIE
Hawaiian Tel utilize the depreciation lives and rates currently

aut horized for intrastate purposes.

l.

Billing, Collection, and Adm nistrative Costs

COSTMOD includes billing and collection costs based on
retail cost information. However, GIE Hawaiian Tel has not
denonstrated that these retail costs bear any relation to
whol esal e unbundl ed | oops and ports. The TELRI C net hodol ogy
permts recovery only of those costs directly attributable to the
provi si oni ng of unbundl ed | oops and ports. W, thus, require
that the retail costs of billing and collection be excluded in

calculating | oop and port costs.

J.
Swi t chi ng Costs

GTE Hawaiian Tel's cal culation of switching costs
assunes the continuing use of its GID-5 switches. This
overstates the costs of GIE Hawaiian Tel’s unbundl ed network
elenments. In addition, we note that the GID-5 is not a forward-
| ooki ng technol ogy. GIE Hawaiian Tel purchased its last GID-5 in
1993, and there have been few, if any, major shipnents of GID-5
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switches in eight years. This being so, GID-5 switching costs

shoul d be renpved in costing out unbundl ed network el enents.

K
O her COSTMOD Adj ustnents
O her changes to COSTMOD were suggested relating to:
(1) spare line costs; (2) overhead/ underground cable m x; and
(3) "phantom poles.” Unfortunately, the record contains few
met hods for addressing these issues and identifying their

potential inpacts. Wile this is, in part due to the conplexity

of COSTMOD, we will decline to act on these proposals based on
the record at hand. W will, however, require that GIE Hawaii an
Tel, in recalculating prices and costs under COSTMOD, identify

t he underlying variabl es and assunptions for these factors.

XVITT.
OTHER | SSUES REGARDI NG UNBUNDLED NETWORK ELEMENTS
A
Deaver agi ng Loop Cost
GTE Hawai i an Tel measures the wei ghted average | oop
cost by island. AT&T argues for deaveraging of |oop costs not
only by island, but also by geographic zones and/or | oop

| engt hs.3* Loop costs vary, depending on custoner density and

34AT&T recomends that | oop prices be deaveraged into six separate
zones on each island. The wire centers on each island would be
sorted into three groups by loop |engths, and the short and | ong
| oops within each of the groups would be separately priced. The
short | oop/long I oop distinction would be set at about 9 kil of eet
beyond the central offices where the digital |oop carrier systemis
depl oyed. GST endorses AT&T' s approach.
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proximty to the central office. AT&T argues that it is
appropriate to reflect these variations, especially when they are
significant, and that deaveragi ng by zones and | oop | engths
recogni zes that each island includes both densely as well as
sparsely popul ated ar eas.

AT&T clainms that, w thout deaveragi ng, CLECs woul d
face a price squeeze, particularly in urban areas, because the
| LEC (GTE Hawaiian Tel) would be able to lower its prices to
reflect | ower cost urban |oops, while the CLEC woul d not be able
to respond bel ow t he average cost.

GTE Hawai i an Tel contends that deaveragi ng by zones
and | oop lengths would | ead to arbitrage and custoner-targeting
by the CLECs, unless retail or end-user rates are deaveraged on
the sanme basis. GIE Hawaiian Tel believes that, under AT&T s
proposal, CLECs would target only the | ower-cost short | oop
custoners, and in doing so, capture the difference between the
| ower short | oop cost and the retail price paid for service by
consunmers. This would | eave GIE Hawaiian Tel to serve the
hi gher-cost |ong | oop custoners and recei ve only average revenues
fromthem

Cceanic refutes the clains of both parties, arguing
that conpetitive and regulatory forces will preclude the pricing
and marketing practices alluded to by AT&T and GTE Hawaii an Tel .
Cceani ¢ suggests that, until the high cost area support program
i s funded, deaveraging |loop costs by island represents a fair
conprom se between ensuring services to rural areas and

devel oping a truly TELRI C based pricing system
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We concur with Cceanic’s argunents and will inplenment
deaveragi ng of |oop costs by island. Further deaveragi ng of |oop
costs, while justified in the long term nust be coordinated with
funding the State's high cost area support program and

i mpl enenting rate rebal ancing for GIE Hawaiian Tel custoners.

B.

El enents to be O fered on Unbundl ed Basis

By Order No. 14129 (August 14, 1995), we specified
the network el enents that GIE Hawaiian Tel nust unbundl e and
offer to CLECs. |In Docket No. 96-0329 (GIE Hawaiian Tel / AT&T
arbitration proceeding), by Decision No. 15229 (Decenber 12,
1996), we ordered GIE Hawaiian Tel to offer to AT&T on an
unbundl ed basis, all of the network elenents required to be
unbundl ed by the FCCin 47 C.F.R 8 51.319 and by our Order No.
14129. The parties agree that all of the elenments nentioned in
or referred to in Order No. 14129 and Deci sion No. 15229 shoul d
be unbundl ed and offered by GIE Hawaiian Tel to CLECs. These
el enents include: (1) the local loop (including |Ioop
di stribution, |oop concentration/nmultiplexer, and | oop feeder);
(2) network interface devices; (3) local and tandem swi tching;
(4) interoffice transmssion 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 systens; and

(7) operator systens (operator services and directory assistance
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facilities). W reaffirmour decisions in Oder No. 4129 and
Deci si on No. 15229. 3%

Al t hough the parties agree to the general unbundling
of the switching elenment, GIE Hawaiian Tel and the CLECs differ
on GIE Hawaiian Tel’'s proposal to unbundle vertical swtch
features separately and to price each of them at a whol esal e
m ni mum price of $0.25.3% Vertical switch features include
customcalling (call forwarding, call waiting, and three-way
calling), CLASS features, and Centrex. They also include
custom zed routing functions. AT&T opposes the separate
of ferings of vertical features. Oher CLECs oppose the m ni num
price of $0. 25.

AT&T clainms that, consistent with the federal Act and
the FCC rul es, GTE Hawaiian Tel nust provide vertical features,
wi t hout additional charges, as part of the I ocal swtching 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 GIE
Hawaiian Tel’s local switching port charge al ready includes the
charges for all features and functions that GTE Hawaiian Tel’s

swi t ches are capabl e of providing.

35In reaffirmng these decisions, we clarify that subloop
unbundling is included in the unbundl ed el enents. O der No. 14129
required the unbundling of 11 elenents, which included subloop
el ements. Decision No. 15229 essentially required the unbundling
of a conbined |ist of elenents from Order No. 14129 and 47 C. F.R
8§ 51.319. We further note that subloop unbundling is already
avai lable. In footnote 14 of Decision No. 15229, we noted that GIE
Hawai i an Tel and AT&T agreed to subl oop unbundl i ng and i ncor por at ed
that agreenent into their approved interconnection agreenent.

36GTE Hawai i an Tel represents that the mininumretail pricetoits
ul ti mate end-user custoner is $0.35.
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GTE Hawaiian Tel’s response is that it includes inits
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 retai
custoners may have little or no denmand for these features, would
significantly increase switching costs.

AT&T' s position is partially supported by the federal
Act and by FCC Interconnection Order | which defines a network
elenent as “a facility or equipnent used in the provision of a
t el econmuni cations service” and “the features, functions, and
capabilities that are provided by neans of such facility or
equi pnent.”3 In its Interconnection Order |, the FCC held that
the local switching elenment includes all vertical features that
the switch is capable of providing and that, when a requesting
carrier purchases the unbundled |ocal switching el enent, it
obtains all switching features in a single elenent on a per-1line
basi s. 38

The FCC acknow edged that the |local switch could
concei vably be unbundled into a basic swtching el ement and
i ndependent vertical feature elenents. However, the FCC did not
find such unbundling to be necessary to pronote | ocal
conpetition. In its view, additional unbundling would not result
in adifference in the way the | ocal switching el ement woul d be
provi si oned because, when a CLEC orders the basic swtching

el enent for a particular custoner line, it will designate which

3747 U.S.C. 8§ 153(29).
38FCC I nterconnection Oder | at q 412.
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vertical features should be activated by the ILEC. The FCC
surm sed that the incremental costs associated with unbundling
vertical switching features on a per-line basis my be quite
small and not justify the admnistrative difficulty in
determining a price for each vertical elenent. The FCC left it to
the states to determ ne whether vertical switching features
shoul d be nade avail abl e as separate network el enents. 2°

W will not require the further unbundling of the
switching element. GIE Hawaiian Tel and the CLECs may negoti ate
on a case-by-case basis for the provisioning of only the basic
switching element or the basic switching el enment and certain
i ndependent vertical feature el enents.

W now turn to the CLECs’ objection to GIE Hawaii an
Tel’s proposed mninmum price of $0.25 for vertical features. W
find merit in the objection. At the outset, we note that GIE
Hawai i an Tel proposes to provide vertical features as a service
on a whol esal e basis, and not on an unbundl ed el enent basis. W
agree with the FCC s rejection of argunents to classify vertical
switching features exclusively as retail services, available to
conpeting providers only through the resale provision of
section 251(c)(4) of the federal Act.* Vertical switch features

are network el enments,“ and we require GIE Hawaiian Tel to make

39FCC I nterconnection Oder | at f 414.
40FCC I nterconnection Order | at 9§ 413.
41The Eighth Crcuit Court agreed with the FCC that vertical

features are network el enents, subject to unbundling. |t adopted
the sane broad definition that the FCC enbraced for the term
“network el enent.” lowa Utilities Bdv. F.C.C. , 120 F. 3d 753, 809

(8th Gr. 1997).
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vertical switching features available on a unbundled basis, if
they are to be provisioned separately fromthe basic switching
el enent. As unbundl ed el enments, they nust be offered at TELRIC
(plus a reasonabl e allocation of common costs). The m ni mum
price of $0.25 is unreasonable and arbitrary because it is not
based on TELRIC. GIE Hawaiian Tel, noreover, has offered no
reasonabl e justification for its proposed m nimum price.

GTE Hawai i an Tel represents that cost-based prices
woul d 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. |ndeed,
as AT&T observes, manufacturers today install processors in
switches wwth a great deal of excess capacity. GIE Hawaii an
Tel’s experience with switch processors indicates that it can add
many nore features and subscribers, and still not exhaust swtch

processi ng capacity.

C.
Dar k Fi ber
GTE Hawai i an Tel and AT&T di sagree on whet her dark
fi ber should be included anobng the network el enents to be nade
avai |l abl e to CLECs on an unbundl ed basis.* Dark fiber refers to
fiber optic strands that are not connected to activated
el ectronics that “light” the strands and transmt
t el econmuni cations signals. Dark fiber represents presently

unused capacity that is available for future growh and can be

42Thi s i ssue was deferred to this phase Il proceeding fromthe GIE
Hawai i an Tel / AT&T arbitration proceedi ng (Docket No. 96-0329).
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qui ckly activated to provide network diversity, or to neet new
cust omer denmand.

The issue is whether dark fiber can be characterized
as a facility “used in the provision of a telecomrunications
service,” within the meaning of 47 U.S.C. 8§ 153(29). GIE
Hawaiian Tel, with the support of Cceanic, contends that dark
fiber is not a network el enent subject to unbundling, since it is
not used to provide any tel ecormunications service. GIE Hawaii an
Tel also asserts that it needs the dark fiber for network
pl anni ng pur poses, and that granting CLECs unlimted access wll
negatively inpact its network planning. GIE Hawaiian Tel
proposes to consi der specific requests for access on a voluntary,
negoti at ed basi s.

Dark fiber is an inportant part of the
t el econmruni cati ons network and represents the nost current
technol ogy for the carriage of tel econmunications signals. Dark
fiber provides for growh, systemreliability, and access to
advanced tel ecormuni cati ons. services. Logically, dark fiber
exi sts where GIE Hawaiian Tel expects the greatest demand for
advanced tel ecomuni cations services to occur. GIE Hawaiian Te
woul d have a significant advantage over its conpetitors in
| ocal es where it has dark fiber. Dark fiber may thus constitute
a network el enent under the federal Act that is subject to
unbundling. However, we will not, at this tinme, order the
unbundling of dark fiber, except to the extent that it is
included in GTE Hawaiian Tel’'s rate base. G ven insufficient
i nformati on concerning the demand for dark fiber and the inpact
of making dark fiber avail able on GITE Hawaiian Tel’s network, we
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wi |l accept GIE Hawaiian Tel’'s proposal to make dark fi ber
avai l abl e on a case-by-case basis.

To the extent that dark fiber is included in GIE
Hawaiian Tel's rate base for ratenmaking purposes, it is
appropriate to consider it as a facility used for
t el econmuni cati ons service and avail abl e, when necessary, to
carry the traffic of other carriers. In addition, GIE Hawaii an
Tel should utilize dark fiber for conmpetitors’ needs in those
i nstances where it represents a reasonabl e nmeans of providing an

unbundl ed network elenment (e.g., interoffice transm ssion).

D.
Common Costs

For any unbundl ed el enent purchased by a CLEC, the
ILEC is entitled to recover not only the TELRI C of that el enent
but al so a reasonable allocation of the ILEC s conmon costs
incurred in the provision of that elenent. GIE Hawaiian Te
proposes a fixed comon cost allocator in excess of 50 per cent.
The CLECs and t he Consuner Advocate propose a fixed allocator in
t he nei ghborhood of 10 per cent.

The use of a fixed allocator, calculated as a
per cent age markup over TELRIC and applied uniformy to al
el ements, is a reasonable nmeans of allocating forward-I| ooking
common costs, * and we adopt its use for purposes of this
deci sion. However, we reject GIE Hawaiian Tel's proposed

al |l ocat or because the nethod enployed to cal cul ate the all ocator

43See FCC Interconnection Order | at Y 696
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relies on enbedded, historic data recorded in its uniform system
of accounting (USQA) accounts and as reported in its 1996 ARM S
reports.

In addi tion, GIE Hawaiian Tel appears to include in
its cal culation, costs not properly recoverable as conmon costs.
GIE Hawaiian Tel reportedly corrected sonme of these errors inits
revi sed cal cul ation of the common cost fixed allocator,* but it
is by no neans clear that all inappropriate costs have been
del et ed. Various CLECs advocate the use of fixed allocators
from10 to 16 per cent. However, there are also flaws in the
CLECs' argunments, and it appears that a sonewhat hi gher conmmon
cost allocator is nerited.

Based on the available data in the record, a
reasonabl e, forward-|ooking cormon cost allocation would fal
somewher e between the values offered by the parties; thus, we
will require the application of a 20 per cent fixed allocator to

all unbundl ed network el enents.

E
Loop Costs as Common Costs
The Consuner Advocate contends that the | oop cost is a
conmon cost that should be allocated to both toll and | oca

servi ces. The Consuner Advocate recomends an all ocati on of

44GTE Hawai i an Tel reports that, inits revised cal culation of the
fixed allocator, it renoved the following costs: (1) plant non-
specific costs that are already included in the TELRI Cs of certain
unbundl ed network el enments; (2) expenses related to international
operations; (3) costsrelated to certainretail service orders; and
(4) general support costs of certain non-regul ated operations.
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25 per cent of the total |oop costs to intra state toll/swtched
access services and 50 per cent to |local basic and verti cal
services. The remaining 25 per cent of the loop is currently
all ocated to inter state toll/sw tched access services under
gui del i nes established by the FCC. The Consuner Advocate argues
that the law requires a “reasonable” allocation of cost to those
services that utilize the local |oop, and that a 25 per cent
allocation simlar 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 | ocal basic service. They argue
that investnent in the loop is caused by the initial ordering of
basi c service, and thus, on a cost-causation basis, this
i nvest nent shoul d be recovered frombasic service. Finally,
these parties assert that allocation of the |loop to non-basic
service is an artificial neans of reducing |ocal services rates,
and that this could be better acconplished through an appropriate
uni versal service programor the evolution of conpetition.

It is appropriate to allow the total cost of the | oop
to be passed on to the | ocal service custoner, since the consuner
for local and toll calling services is generally one and the
same. Recognizing the reluctance of nearly al
t el econmruni cati ons providers to support an allocation of the
| ocal | oop to non-basic service, the outcone of such an
allocation will nost |ikely be another surcharge on the
consuner’s | ocal service bill, another |ayer of billing and

adm nistrative fees for the carriers, and potentially higher
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total charges for the consumer. On this basis, we elect not to
all ocate a portion of the loop to intra state toll/sw tched access

services at this tine.

F.
Combi ni ng Networ k El enents

The GTE Hawaiian Tel / AT&T arbitrated interconnection
agreenent requires GIE Hawaiian Tel to conbi ne unbundl ed network
el enents at AT&T' s request.* AT&T and Sprint urge that we
require GIE Hawaiian Tel to honor the agreenent. GIE Hawaii an
Tel cites the decision of the Eighth Grcuit Court in lowa
Utilities Bd. v. F.C.C. , 120 F. 3d 753 (8" Cir. 1997), as grounds
for ignoring the contractual provision that requires GIE Hawaii an
Tel to conbi ne unbundl ed network el enents at AT&T' s request.

The Eighth Grcuit Court in lowa Utilities Bd. hel d
that while the federal Act at section 251(c)(3) requires an |ILEC
to provi de unbundl ed network elenents “in a manner that all ows
requesting carriers to conbine such elenments in order to

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

i npose a duty on the ILEC to conbine el enents for requesting
carriers. It read section 251(c)(3) as requiring an ILEC to
provi de access to the elenents of its network “only on an
unbundl ed (as opposed to a conbined) basis.” Accordingly, it
vacated the FCC s rules at 47 C.F.R 8§ 51.315 that prohibit an

| LEC from separating network elements that it currently conbi nes

45See Docket No. 96-0329, Decision No. 15229 (Decenber 12, 1996).
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and requires an |ILEC, upon request, to conbi ne unbundl ed
el ements. The court viewed these rules as permtting new
entrants access to the ILEC s network el enents on a bundl ed,
rat her than an unbundl ed, basis. 4

AT&T and Sprint contend that the Eighth G rcuit
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
GITE Hawaiian Tel to its agreenent and require GIE Hawaiian Tel to
conmbi ne unbundl ed network el enments at AT&T' s request.
Not w t hst andi ng GTE Hawai i an Tel’s assertion that it signed the
agreenent under protest, the provision requiring the conbination
of elements is a result of an agreenent fashioned in an
arbitration proceeding. W believe we have the authority not
only to hold GIE Hawaiian Tel to its agreenment, but also to
requi re GIE Hawaiian Tel to conbi ne unbundl ed network el enments at
the request of any requesting carrier. Section 251(d)(3)%
specifically reserves to the states the authority to fashion and

enforce any regulation, order, or policy that establishes access

46120 F. 3d at 814.
4747 U.S.C. 8§ 251(d)(3) states:

Preservation of State Access Regul ations. |In prescribing
and enforcing regulations to inplenent the requirenents
of this section, the Comm ssion shall not preclude the
enforcenent of any regulation, order, or policy of a
State comm ssion that---

(A est abl i shes access and I nt erconnecti on
obligations of |ocal exchange carriers;

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

(C) does not substantially prevent inplenentation of
the requirenments of this section and the purposes of this
part.
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and i nterconnection obligations of |ocal exchange carriers, so
long as the regulation, order, or policy is consistent with the
requi renents of section 251 of the Act and does not substantially
prevent inplenentation of the requirenents of the section and the
pur poses of the Act.* 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

| egi slation to open up |ocal tel ephone markets to conpetition
prior to the enactnent of the 1996 federal Act.*°

Thus, we conclude that we have the authority under
Act 225 to require GIE Hawaiian Tel to conbi ne unbundl ed
el ements. Act 225, the State's tel ecomunications | egislation,
was enacted in 1995 before the passage of the federal Act. Act
225 pronotes |l ocal facilities-based conpetition and is, thus,
consi stent with the purposes of the federal Act.

However, we will not require GIE Hawaiian Tel to
conbi ne unbundl ed network elenents at this tinme except to the
extent that existing interconnection agreenents require such
conmbi nations. Rather, we encourage GIE Hawaiian Tel to provide
conmbi ned network el ements on a negoti ated, case-by-case basis.
Furt hernore, when a CLEC purchases network el enents on an
unbundl ed, rather than on a conbined basis, the CLEC nust itself

conbi ne the el enents.

48120 F. 3d at 806.
49120 F. 3d at 807.
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Xl X.
WHOLESALE PRI CES
A
Avoi ded Costs
Subsection 252 (c)(4) of the federal Act inposes an

obligation on the ILEC "to offer for resale at whol esale rates
any tel ecomruni cations service that the carrier provides at
retail to subscribers who are not tel ecomunications carriers.”
In keeping with their respective positions in Docket No. 96-0329
(GTE Hawai i an Tel / AT&T arbitration proceedi ng), GIE Hawaiian Te
supports a whol esal e di scount rate of 12.9 per cent off retai
rates, and AT&T proposes a 22.2 per cent discount rate. Cceanic
proposes a | ower whol esal e di scount rate of 8.2 to 8.4 per
cent.5% The Consuner Advocate supports a discount factor between
14.7 per cent and 16.5 per cent.% The differing discount rates
result fromdifferences in interpretation of the federal Act

requi renents and differences on what costs are avoi ded by GTE

50Cceani ¢ proposes an 8.2 per cent discount rate, if the
conpetitive | ocal exchange carrier uses GIE Hawai i an Tel 's oper at or
and directory assistance services, and an 8.4 per cent discount
rate, if the conpetitive |ocal exchange carrier self-provisions
operator and directory assistance services or obtains themfroma
third party.

51The Consuner Advocate’s suggested di scount rates of 14.7 per cent
and 16.5 per cent are the results of two nat hemati cal cal cul ati ons,
based on two differing sets of adjustnments of GIE Hawaiian Tel’'s
and AT&T' s avoi ded cost studies. The discount rates represent the
m dpoi nt between the factors resulting from GTE Hawai i an Tel s and
AT&T' s adjusted studies. The first set of adjustnments 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, wth a mdpoint of 16.5 per
cent. The second set of adjustnents, which included the assunption
that few uncollectibles are deened avoi ded, produced a discount
factor of 13 per cent under GIE Hawaiian Tel’'s study and 16.3 per
cent under AT&T's study, with a md-point of 14.7 per cent.
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Hawai i an Tel when it offers retail services at whol esale. Anong
other itenms, they differ about: indirect (overhead) expenses;
depreci ati on, naintenance, and network support expenses; return
and taxes; product managenent, product advertising, and sal es
expenses; uncollectibles; billing and coll ection expenses;
operator service expenses; and network testing expenses. They
al so differ on new whol esaling costs that GIE Hawaiian Tel
represents it will incur when it provides its retail services on
a whol esal e basi s.

The suggested di scount rates range froma | ow of
8.2 percent to a high of 22.2 per cent. The parties' analyses in
support of their respective suggested di scount rates, however,
are difficult to substantiate. Accordingly, we find that the
record in this proceedi ng does not support a change fromthe
15 per cent interimdiscount rate prescribed by Decision No.
15229 (Decenber 12, 1996) in the GIE Hawaiian Tel / AT&T
arbitration docket, Docket No. 96-0329. W, thus, adopt 15 per

cent as the appropriate discount rate.

B.
Resal e Restrictions
The parties agree that GIE Hawaiian Tel nust nmake
avai |l abl e at whol esal e any tel ecommuni cations service that it
offers at retail to subscribers who are not tel ecomunications
carriers, and that any resale restriction nust be reasonabl e and

non-di scrimnatory.® GIE Hawai i an Tel seeks to exclude from

52See 47 U.S.C. § 251(c)(4); HAR § 6-80-49(12).
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sal e at whol esale the follow ng: non-recurring charges; operator
and directory assistance services; contract and public policy
services; pay tel ephone access lines; and private lines and
speci al access services (including customer-owned coin operated
t el ephone access lines). It also wants to exclude all services
it offers at volume discounts.

The CLECs generally oppose GIE Hawaiian Tel’s
excl usion of these services. However, sone CLECs support the
excl usion of those services that are already discounted or are
essentially wholesale in nature.

In the GIE Hawaiian Tel / AT&T arbitrati on proceedi ng
(Docket No. 96-0329), by Decision No. 15229 (Decenber 12, 1996),
we required GIE Hawaiian Tel to offer the foll ow ng services for
resale: (1) bel owcost services; (2) pronotional and di scount
of ferings that extend beyond 90 days; (3) contract and
custoner-specific offerings; (4) operator services; (5) directory
assi stance services; (6) services to the disabled (including any
speci al features of the services); (7) grandfathered services®s;
and (8) other services offered at retail to subscribers who are
not telecomunications carriers. W also held that GIE Hawaii an
Tel had not rebutted the FCC prescribed presunption that resale
restrictions are presunptively unreasonable. Based on the
argunents presented, we nmake the sane holding in this instance.

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

53“Grandf at hered services” are services that are not available to
new custoners; they are services available only to custoners that
presently subscribe to them

54FCC I nterconnection Order | at  939.
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who are not telecomunications carriers to be offered at

whol esale to the CLECs. This requirenent includes services
offered to end-users at volume discounts and subsi di zed servi ces.
Because many of the inplicit subsidies are targeted to a certain
cl ass of subscriber, e.g., lifeline service subscribers, we agree
with the FCC that there should be reasonable restrictions on the
resal e of such services.> W previously held, and our rules
currently provide, that the resale of residential access lines to
provi de busi ness services is prohibited.% W extend the sane
class restriction to subsidized, custoner-specific services such
as lifeline and tel ecommuni cations relay services.

Non-recurring charges associated wi th provisioning
services at retail nust also be offered to CLECs at whol esal e
rates. These charges are paid for by the custoners 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 determ ne the extent to which they
will be avoided in nmaking those services available to CLECs at
whol esal e, and the results of such eval uations nust be reflected
in avoi ded cost estimates.

The services to be offered at whol esal e i ncl ude pay
tel ephone lines offered to pay tel ephone service providers. In
Deci si on No. 15229, we required pay tel ephone lines to be offered
to AT&T for resale, even though such lines were not at that tinme

bei ng of fered by GIE Hawaiian Tel to subscribers that were not

55FCC I nterconnection Order | at q 962.

56Decision and Order No. 14734  (June 12, 1996) ; HAR
8§ 6-80-49(11)(A) and (B)
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t el econmuni cations carriers. Since that decision, conpetition in
t he provision of pay tel ephone service has energed and pay

tel ephone lines are being offered to i ndependent pay tel ephone
service who are not telecomunications carriers.5 Hence, GIE
Hawaiian Tel is required to offer pay tel ephone service lines for

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

XX.

NON- RECURRI NG CHARCGES ASSCCI ATED W TH
UNBUNDLED NETWORK ELEMENTS AND WHOLESALE OFFERI NGS

There is no disagreenent that GTE Hawaiian Tel is
entitled to recover the non-recurring (one-tine) charges it
incurs in processing CLECs’ orders for unbundl ed network el ements
and whol esal e services. Activities involved in processing
requests include pre-ordering, ordering, provisioning, billing,
and mai ntenance and repair. The parties, however, disagree on
the operating systens to be used in processing CLECs’ orders and
how much GTE Hawai i an Tel costs should be paid for by the CLECs.

GTE Hawai i an Tel proposes to utilize the operations
support systens (OSS) currently being used to serve its retai
custoners, supplenmented with additional procedures to service
unbundl i ng and whol esal e requests. Access to its OSS will be

standardi zed for all CLECs through GIE Hawaiian Tel's “nati onal

57By Order No. 14562 (March 1, 1996), we opened pay tel ephone
services to conpetition. Since then, we issued certificates of
authority to a nunber of independent pay telephone service
provi ders. In addition, on August 29, 1997, we adopted pay
t el ephone service rules (HAR chapter 6-82). The rul es becane
ef fective on Septenber 22, 1997. Because i ndependent pay tel ephone
service providers are not considered tel ecommunications carriers
under our rules, they will not be allowed to acquire pay tel ephone
|l i nes at discounted rates.
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open nmarket centers” (NOMCs) at Durham North Carolina, and
Fort Wayne, Indiana. It asserts that the NOMCs provide
nondi scrim natory access for all functions, except ordering.

GITE Hawaiian Tel asserts that it wll treat CLECs’
whol esal e orders in substantially the same manner it treats
retail orders fromits own custoners. |In preordering, CLECs wi ||
have the sanme access to GIE Hawaiian Tel’'s OSS as does GIE
Hawai i an Tel ' s custoner service representatives. Through the
"secured integrated gateway system" CLECs would gain direct
el ectronic access to the followi ng preordering functions: (1)

t el ephone nunber assignnent; (2) due date assignnent; (3) street
address guide; and (4) information on avail able products and
services and the central offices out of which they are avail able.
Once past the ordering stage, CLECs’ orders will have the sane
automati ¢ and nanual flowthrough as orders placed by GTE
Hawai i an Tel's custoners.

AT&T and GST conpl ain that GIE Hawaiian Tel’s OSS
enpl oy inefficient and costly manual processes. They urge the
use of nore efficient, forward-|ooking operating systens
technol ogy and the setting of non-recurring charges at forward-
| ooki ng, not historic, economc costs. They reconmend the use of
the total managenment network (TMN) conpliant system and represent
that nost ILECs are inplenenting this architecture, as well as
the fact that GIE Hawaiian Tel’s parent has plans to adopt a TM\
conpliant OSS in the very near future.

We acknow edge that GIE Hawaiian Tel does not
currently utilize TMN-conpliant systens, and that there is no
speci fic federal requirenent that nandates a changeover of GTE
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Hawai i an Tel s OSS. However, we agree that non-recurring charges
shoul d be conputed utilizing the nost efficient, forward-I| ooking
0SS technol ogy enploying an electronic interface to elimnate
manual intervention. Thus, we require GIE Hawaiian Tel to use

el ectronic, automated systens to provi de operations support.
However, until such tine that a nationally-standardi zed gat eway
has been adopted, GIE Hawaiian Tel may utilize manual processing
to provi de operations support.

GTE Hawai i an Tel al so proposes to charge CLECs for
custoner mgrations from GIE Hawai i an Tel to CLECs’ services.
AT&T conplains that this charge is unwarranted, since GIE
Hawai i an Tel incurs no cost in retaining its custoners. W agree
and hold that changeover charges are anti-conpetitive. A change
fromone carrier to another is at the custoner’s choice and every
carrier nust anticipate that changeovers will occur. The costs
that arise fromsuch changeovers are sinply the costs of doing
busi ness for all carriers.

GTE Hawai i an Tel al so proposes a di sconnect charge as
part of every service order. This charge would be inposed
whenever a CLEC orders a switch of a custoner from GIE Hawai i an
Tel's, or any other CLEC s service, to the ordering CLEC s
service. The disconnect charge conpensates GIE Hawaiian Tel for
the tinme required to prepare a di sconnect order or to notify the
di spl aced CLEC that its custoner has been di sconnected. GST
conpl ains that GIE Hawaiian Tel intends to inpose this charge
whet her or not a disconnect is necessary. W hold that GIE
Hawai i an Tel nust not inpose a di sconnect charge where a
di sconnect is not necessary.
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GITE Hawai i an Tel further proposes a non-recurring
charge for billing inquiries which would be inposed 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

unbundl ed network el ements or for service resale, wll result in
sone sort of billing inquiry. GIE Hawaiian Tel assunes that
billing inquiries will occur at or near the time of the orders.
In addition, GIE Hawaiian Tel will inmpose recurring charges for
billing inquiries on a going-forward basis. GST opposes the

i mposition of the billing inquiry charge as a natter of course.
GTE Hawaiian Tel may only inpose a charge for billing inquiries

that actually occur.

XXI .
PRI CI NG FOR COLLOCATI ON, POLE ACCESS, TRANSPCORT AND TERM NATI ON
A
Col | ocati on
Subsection 251(c)(2) of the federal Act inposes upon
each I LEC “the duty to provide, for the facilities and equi pnent
of any requesting tel ecommuni cations carriers, interconnection
with the [ILEC s] network . . . for the transm ssion and routing
of tel ephone exchange servi ce and exchange access.”% Such
I nterconnection nust be provided at “any technically feasible
point wwthin the [ILEC s] network.”% The interconnection nust

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

5847 U.S.C. § 251(c)(2)(A).
5947 U.S.C. § 251(c)(2)(B).
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itself or to any subsidiary, affiliate, or any other party to

which the [ILEC] provides interconnection,”® and it nust be “on
rates, terms, and conditions that are just, reasonable, and
nondi scrim natory.”® The Act, further, requires an ILEC “to
provide, on rates, ternms, and conditions that are just,
reasonabl e, and nondi scri m natory, for physical collocation of
equi pnent necessary for interconnection or access to unbundl ed
network el enments at the prem ses of the [ILEC], except that the
[ILEC] may provide for virtual collocation if the [ILEC]
denonstrates to the State comm ssion that physical collocation is
not practical for technical reasons or because of space
[imtations.”®?

In the GIE Hawaiian Tel /AT&T arbitrati on docket (Docket
No. 96-0329), we prescribed an interimcollocation rate based on
an average market val ue per square foot for conparabl e comerci al
rental space in the area where the collocation was requested. W
al so agreed that GTE Hawaiian Tel nay inpose reasonable security
nmeasures to protect the equipnent and facilities of both
GTE Hawai i an Tel and collocators. W deferred to this phase |
proceedi ng the final decision on appropriate, pernmanent
col l ocation rates.

GITE Hawai i an Tel proposes permanent physi cal
collocation rates that are based on a nunmber of non-recurring and

recurring elements. Non-recurring charges include:

6047 U.S.C. § 251(c)(2)(O).
6147 U.S.C. § 251(c)(2)(D).
6247 U.S.C. § 251(c)(6).
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(1) engineering fees to determ ne floor space requirenents; (2) a
bui | di ng nodi fication charge to provide secure access for

i nterconnectors; (3) a cage enclosure charge to construct a

col |l ocation cage; (4) a DC power charge to provide power to the
cage; (5) a cable pull charge to recover the cost of pulling

i nterconnectors’ cables fromthe 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 requirenents for the coll ocated
equi pnent; (3) a cable space charge to recover the space
requirenents of the cable within the conduit and the buil ding;
and (4) a cross-connect charge to recover the cost of

i nt erconnecti on.

GTE Hawai i an Tel's proposed pricing structure mrrors
the current interstate collocation tariffs established on
Novenber 17, 1996. GITE Hawaiian Tel’s proposed virtual
collocation rates are also patterned after its interstate
tariffed rates and are simlar to those for physical collocation.
However, there are sone specific charges that are unique to
virtual collocation (e.g. , charges for training, naintenance, and
engi neering and installation).

AT&T and GST oppose the proposed collocation rates.
They contend that GIE Hawaiian Tel’'s rates are not based on
TELRI C, and are, thus, higher than they should be. AT&T points
out, for exanple, that the nonthly recurring charge ($5.35 per

square foot) for partition space wthin all of GIE Hawaiian Tel's
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central offices is based on GIE Hawaiian Tel’s Al akea Street
headquarters building, which is not a typical central office
buil ding. Furthernore, according to AT&T, the $5.35 per square
foot charge includes a significant markup of the Al akea Street
buil ding’s cost and is considerably higher than the rents in
other first class comrercial office buildings in Honol ul u.

GST urges that GIE Hawaiian Tel recal culate coll ocation
rates through a proper TELRI C nethodol ogy. As an interim
nmechani sm (subject to “true-up,” once permanent TELRI C based
rates are put in place), GST recommends that a collocation rate
for partitioned space be established by applying the C. A Turner
| ndex to GIE Hawaiian Tel’s original construction costs of
buil dings (i.e. , the costs of capital assets mnus the costs of
i mprovenents). GST proposes an interimrate of $1.31 per square
foot. Noting that this is 75.5 per cent |ess than GIE Hawai i an
Tel s proposed rate of $5.35, GST urges that the remnaining
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 nodification charge. The
cross-connect charge includes the costs of an expanded
i nt erconnection service cross-connect (EISCC). (The ElISCC
el enents include DS-0, DS-1, and DS-3 cross-connects.) The ElI SCC
connects the collocation cage to the franme within GIE Hawai i an
Tel’s central offices. AT&T conplains that GIE Hawaiian Tel has
not docunented its calculation of the cross-connect charge.

GTE Hawai i an Tel’s buil ding nodification charge ranges

from $18,600 to $32, 700, depending on the conplexity of the
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nodi fication. GIE Hawaiian Tel proposes to nodify its central

of fices to provide for the physical separation of the

i nterconnectors’ facilities fromits own network. The purpose is
to secure and protect its network and the privacy of the

communi cations services it provides out of the central offices.
The nodifications at the central offices will include: (1) the
installation of security access card sw pe equi pnent; (2) the
buil ding of a chain |ink wall between the interconnectors’ space
and work area from GIE Hawai i an Tel’s network; (3) the upgrading
of the heating, ventilation, and air conditioning ducts; (4) the
enhancenent 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 |ocksets. AT&T contends that the
bui | di ng nodi fication charge is too high and represents a barrier
to entry by CLECs into the | ocal exchange market. As an
alternative, AT&T proposes that GIE Hawaiian Tel provide security
escorts into the collocation space, contending that this is far
cheaper and nore cost effective.

GITE Hawai i an 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 nodify its
central office premses to provide security for its network. It
posits that it has no obligation to provide security escorts into
the prem ses. GIE Hawaiian Tel notes that nmany of its central
of fices are unmanned and that, if it is required to provide

security escorts, it would need to divert its personnel from

51



ot her functions and have themtravel to the central offices and
wait there until the CLECs conplete their work.

The criticisns of GIE Hawaiian Tel’'s proposal are, in
many cases, valid. The building nodification charge, for
exanple, needs to be revisited. It appears reasonable to allow
conpetitors to use escorted security. As the need of conpetitors
to access increases and the separate entrance proposal of GIE
Hawai i an Tel becones nore cost-effective, or if the demand to
provi de escort personnel becones unreasonably burdensone, then
nore substantial building nodifications could be considered. The
cost of nodifications should be determned at that tine on a
case- by-case basis.

To inplenent the security escort option, GIE Hawaii an
Tel nust establish a price for this service. AT&T proposes a
$30 per one-hal f hour security escort rate. This rate should
serve as an appropriate price until GIE Hawaiian Tel establishes
a permanent cost-based rate. GIE Hawaiian Tel and the CLECs nust
al so agree on a process for requesting the security escort to
m nim ze inconveni ence to any party. GIE Hawaiian Tel nust al so
keep a record of the frequency of access to the facilities by the
CLECs to assist in the future determ nation of the need for nore
substantial nodifications to GIE Hawaiian Tel’'s facilities.

The other criticisnms that nerit review include the
recurring charges for partitioned space and the ElI SCC char ges.
However, neither AT&T nor GST of fer nore appropriate cost-based
alternatives. GST takes an overly sinplistic approach inits
application of the C.A Turner Index. AT&T comes closer in
offering alternatives. However, it is unclear whether these

52



alternatives will produce accurate approxi mati ons of GIE Hawai i an
Tel's actual collocation costs.

GTE Hawai i an Tel's proposal provides a pricing
structure that is at |east tentatively acceptable to the FCC*
and a cost study that we can evaluate on an ongoi ng basis. Thus,
for present purposes, we wll adopt GIE Hawaiian Tel’s proposed
collocation rates, subject to the follow ng adjustnments. First,
the rate of a collocation elenment may not exceed 120 per cent of
its underlying TELRIC. GIE Hawaiian Tel nust file with us the
rate for each physical and virtual collocation elenment along with
the el enment’s underlying TELRIC. Second, GIE Hawaiian Tel shal
provi de security escort to carriers that require access to GIE
Hawai i an Tel’s prem ses until such tinme that nore pernanent
bui | di ng nodi fications becone cost-effective. Wen building
nodi fi cati ons becone justified, GIE Hawaiian Tel shall provide a
construction plan and cost estinmate on a case-by-case basis, at
| east until sufficient history is gathered as to permt the
adoption of standard costs. GIE Hawaiian Tel shall file a tariff
for the security escort service. In the neantinme, security
escort service shall be provided at the rate of $30 per one-half

hour .

B
Pol es, Ducts, Conduits, and Ri ghts-of-Way
Subsection 251(b)(4) of the federal Act provides that

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

63GTE Hawaiian Tel’s interstate collocation tariffs are currently
under FCC revi ew.
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conduits, and rights-of-way of such carrier to conpeting

provi ders of tel ecommunications services on rates, terns, and
conditions that are consistent with section 224.” 47 U S.C. 8§
224 originally addressed access to utilities’ poles, ducts,
conduits, and rights-of-way by cable tel evision systens. As
amended by the federal Act, it now inposes on all utilities,
including ILECs, a duty to provide nondiscrimnatory access to
any pole, duct, conduit, or right-of-way owned or controlled by
the utilities, not only to cable television systens, but also to
any tel ecomruni cations carrier.% The Hawaii statute inposes a
simlar duty on tel ecomunications carriers and electric
utilities. HRS 8 269-34(4) provides for “[n]ondiscrimnatory
access anong all telecomrmunications carriers, where technically
feasi bl e and economi cally reasonabl e, and where safety or the
provi sion of existing electrical service is not at risk, to the
pol es, ducts, conduits, and rights-of-way owned or controlled by
t he tel ecommuni cations carrier, or the conmm ssion shall authorize
access to electric utilities’ poles as provided by the joint pole
agreenent, comm ssion tariffs, rules, orders, or Federa

Communi cations Conmmi ssion rules and regulations.” Pursuant to
the authority vested in us by HRS § 269-34(4) and by 47 U S.C. 8§

224, we adopted rul es governing access to the ILEC s and ot her

64See 47 U.S.C. 8§ 224(f)(1). As amended by the federal Act
47 U . S.C. 8§ 224(a)(1) defines a “utility” as “any person who is a
| ocal exchange carrier or an electric, gas, water, steam or other
public utility, and who owns or control s pol es, ducts, conduits, or
ri ghts-of-ways used, in whole or in part, for wire connunications ”
but does not include any railroad, any cooperative, or
federally or state-owned entities. For purposes of § 224(f)(1)
“tel ecommuni cations carrier” does not include an ILEC. 47 U S.C

§ 224(a)(5).
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utilities’ poles, ducts, conduits, and rights-of-way.® Qur
rules mrror the requirenments of 47 U S.C. 8§ 224 and provide for
price, terms, and conditions of access that are just, reasonable,
and nondi scrim natory.

GTE Hawai i an Tel proposes to inpose on all CLECs
seeking access to its poles, ducts, conduits, and rights-of-way
the sane prices it negotiated with GST in 1996. The GIE Hawai i an
Tel / GST agreenent provides for the follow ng prices: $20.57 per
foot per year for pole attachnent; $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,
i f and when GIE Hawaiian Tel uses space on or in GST' s poles and
ducts, the same rates would apply. These rates are purportedly
cl ose to those that woul d be produced by the use of the TELRI C
approach. However, we reject these rates. They do not conply
wth federal |aws and our rules.

The FCC is required, by 47 U S.C. §8 224(e)(1), not
|ater than two years after the enactnent of the federal Act, to
prescri be regul ations to govern the charges for access and
attachnments by tel ecomunications carriers to or on | LECS’ poles,
ducts, conduits, and rights-of-way. The FCC regul ati ons, issued

in February 1998, prescribe fornulas for determning the rates

6547 U.S.C. § 224 specifies that states may have authority over the
rates, ternms, and conditions of access to utility-owned or
controlled poles, ducts, conduits and rights-of-way, and that
nothing in the section gives the FCCjurisdiction in any case where
such matters are regulated by the states. 1In general, section 224
requires a state to certify tothe FCCthat it regul ates the rates,
terms, and conditions of access to poles, ducts, conduits, and
rights-of-way. W have forwarded to the FCC a copy of our
rules and are taking such further steps as may be necessary to
conplete the certification.
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for access and attachnents to both the usabl e and unusabl e spaces
on utilities’ poles, ducts, conduits, and rights-of-way. The
price for usable space is determ ned according to the percentage
of usabl e space required for each entity. The price for unusable
space is determ ned by apportioning two-thirds of the costs of
provi di ng unusabl e space equally anong all accessing and
attaching entities. The FCC regul ations foll ow the provisions of
47 U.S.C. § 224(e)(2) and (3).°®

We adopt the approach taken by the FCC in determ ning
rates for access and attachnent to GIE Hawaiian Tel’'s pol es,
ducts, conduits, and rights-of-way. The federal statute at 47
US C 8§ 224(e)(2) and (3) and our rules at HAR § 6-80-76 are
simlarly worded, and the FCC approach is reasonable.® GIE
Hawai i an Tel nust file rates for access to its poles, ducts,

condui ts, and rights-of-way, based on the FCC approach. GIE

6647 U.S.C. 8§ 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
usabl e space anbng entities so that such apportionnent
equal s two-thirds of the costs of providing space other
than the usable space that would be allocated to such
entity under an equal apportionnment of such costs anong
all attaching entities.

47 U.S.C. § 224(e)(3) provides:

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

67We are aware that the FCC rules, which follow the federal Act,
are based on historical or enbedded costs and not on TELRI C. The
FCC reserved for future consideration proposals to shift to a
forward-| ooki ng cost nethodol ogy. See FCC Order 98-20, CS Docket
No. 97-151 (February 6, 1998) at § 124. Like the FCC, we decline
to address at this tine the efficacy of shifting to a foreward-
| ooki ng cost net hodol ogy.
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Hawai i an Tel’s cal cul ation of these rates nust reflect the
rebuttabl e presunptions identified by the FCC® for the nunber of
attaching or occupying entities and other vari abl es; provided
that GIE Hawaiian Tel shall assune a cost of capital of

9.73 per cent, the rate of return approved by us in GIE Hawaii an
Tel s pending rate case; for pole attachnent rates, a pol e height
of 40 feet and usabl e space of 16 feet®; and for conduit and
duct rates, a conduit/duct occupancy factor of 25 per cent. GIE
Hawai i an Tel's cal cul ations shall also reflect the use of 47
C.F.R Part 32 accounting separation rules in calculating its

pol es, duct, and conduit rates. GIE Hawaiian Tel shall identify
the underlying costs for its rates in a format simlar to that
used in GST-SIR-HTC 12, page 3.

The FCC regul ati on prescribes that the unusabl e space
formula will be phased in, beginning February 8, 2001. This
prescription is in conpliance with the mandate of 47 U.S. C.

8§ 224(e)(4) that the FCC rul es adopted pursuant to

subsection (e)(1) “shall becone effective 5 years after the date
of enactnment of the Tel econmuni cations Act of 1996,” and that
“[alny increase in the rates for pole attachnents that result

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

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

69Based on evidence in the record regarding nost of GIE Hawaii an
Tel's pole heights, we adopt a pole height of 40 feet to be
utilized in GIE Hawai i an Tel's pol e attachnment rates instead of the
FCC presunption of 37.5 feet. The FCC recogni zes that 40-foot
pol es have a usabl e space of 16 feet. See Notice of Proposed Rule
Making, In re Anmendnent of Rules and Policies Governing Pole
Attachments, FCC 97-94, CS Docket No. 97-98, {1 7 (FCCrel Mar. 14,
1997) .
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equal annual increments over a period of 5 years begi nning on the
effective date of such regulations.” Consistent with these
requirenments, we will allow the allocation of the costs of
unusabl e space to be phased in, beginning February 8, 2001.

Al t hough GST and Tel Hawaii agreed to the rates proposed
by GIE Hawaiian Tel in this proceeding, we find that, given the
recal cul ation of the rates required by this decision and order,
it is inequitable to hold themto those rates. To the extent
that their respective interconnection agreenents allows for the
application of the newrates determined in this proceedi ng, we
require that the new rates be utilized.’” 1In the absence of such
provision, the parties may renegotiate the rates, and if an
agreenent cannot be reached, arbitrate the issue as provided by

the comm ssion's rules. ™

C.
Transport and Term nation
The federal Act requires an ILEC to provide, for any
requesting tel ecomuni cations carrier, interconnection with the
| LEC s network for the transm ssion and routing of tel ephone

exchange servi ce and exchange access on rates, terns, and

70The GTE Hawai i an Tel - GST | nt er connecti on Agreenent provi des that
the rates, terns, and conditions for services and facilities that
are provided under tariff may be automatically superseded, as a
result of nodifications to such services and facilities by tariff,
order, or other comm ssion proceedings. See GIE Hawaiian Tel - GST
i nterconnection agreenent, at page 1-3, filed on August 22, 1997,
i n Docket No. 97-0158, approved by Decision and Order No. 16007
(Cctober 9, 1997).

71See HAR 8§ 6-80-77
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conditions that are just, reasonable, and nondi scrimnatory.7?
To be just and reasonable, the terns and conditions nust provide
for “the nutual and reciprocal recovery by each carrier of costs
associated with the transport and term nation on each carrier’s
network facilities of calls that originate on the network
facilities of the other carrier” and nust “determ ne such costs
on the basis of a reasonabl e approxination of the additiona
costs of termnating such calls.”” The carriers may enter into
arrangenents “that afford the nutual recovery of costs through
the offsetting of reciprocal obligations, including arrangenents
that wai ve nutual recovery (such as bill-and-keep
arrangenents).” 7

The parties generally agree that bill-and-keep is an
appropriate nethod of conplying with state and federa
regul ati ons on transport and termnation, until traffic reaches
an i nbal ance of “plus or mnus 10 per cent.” AT&T woul d have
the bill-and-keep nethodol ogy apply for at least 12 nonths. The
Consuner Advocate, GST, and Cceanic urge that transport and
term nation conpensation rates be symmetrical — that is, the
approved GIE Hawaiian Tel transport and term nation rates should
apply to all carriers, and traffic termnating on both GIE

Hawai i an Tel’s and the conpeting carriers’ networks should be

7247 U.S.C. 8§ 251(c)(2). This subsection also requires that the
i nterconnection 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 ILECto 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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conpensated at the sane rates. The Consuner Advocate suggests
that the rate symmetry approach should apply to wirel ess
carriers, as well as to land-line carriers. It argues that any
added cost incurred in termnating a call froma |and-1ine phone
to a wireless end user is solely due to the qualitative
di fferences 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 wirel ess custoner.

In the GITE Hawaii an Tel / AT&T arbitrati on docket (Docket
No. 96-0329), we prescribed the bill-and-keep arrangenent as an
interimmeasure until studies indicate that local traffic is out
of bal ance by nore than 10 per cent between the carriers. W
allowed that either party may petition us for relief fromthe
bi Il -and- keep arrangenent when studies indicate this inbal ance.
We required the petition to be supported by any data necessary to
determ ne the appropriate TELRIC and common costs associated with
transport and termnation of calls.”

In the GIE Hawaiian Tel /WAC arbitration docket
(Docket No. 96-0352), we adopted the rate symetry approach and
applied GIE Hawaiian Tel’s TSLRI C of 0.73646 cents per
m nut e- of -use as the mutual conpensation rate for term nating
traffic on either party’'s network. W added to this TSLRIC, a
10 per cent common cost allocator (as opposed to GIE Hawaii an

Tel’s proposed 61 per cent). 7’8

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

76See Docket No. 96-0352, Decision No. 15277 (Decenber 24, 1996).
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We continue to hold that the bill-and-keep approach is
appropriate to resolve the conpensation issue between GTE
Hawai i an Tel and the CLECs for the transport and term nation of
traffic fromone to another, until an inbalance of nore than 10
per cent arises. \Wen one carrier’s network exceeds 110 per cent
of the volune of traffic termnating on the other carrier’s
network either party may petition for relief fromthat
arrangenment. The petition nust be supported by a vol une- of -
traffic study.

W al so reaffirmour decision that transport and
term nation rates should be symetrical and apply to traffic
term nating on both GTE Hawaiian Tel’s and a CLEC s networks.
However, any carrier nmay opt out of symmetric conpensation rates
and file its own network cost study. WAC filed such a study in
this phase Il proceedi ng which contends that WAC is entitled to
an additional |evel of conpensation over that prescribed in the
GTE Hawaiian Tel /WAC 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 GIE Hawaiian Tel. However, as pointed out by GTE
Hawai i an Tel, there are apparent inconsistencies in the nodel
used by WAC that artificially inflate the costs of term nating
traffic on its network. WAC may continue to refine its study to
justify additional conpensation. However, the existing record
does not nerit deviation fromthe rate symretry prescribed in our
GTE Hawai i an Tel /WAC arbitration deci sion.

On a related matter, GST contends that all local calls
shoul d be subject to transport and ternination conpensati on,
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including calls nmade to information service providers (I SPs).

| SPs include internet service providers, enhanced service

provi ders, paging providers, and one-way personal communi cations
service providers. A transport and term nation situation
purportedly arises, when, for instance, a GIE Hawaiian Tel
custoner makes a call to a CLEC s | SP custoner who has purchased
| ocal exchange service fromthe CLEC. GIE Hawaiian Tel seeks to
exenpt information service traffic fromreciprocal conpensation
for termnation of local traffic.”” It contends that calls nade
to ISPs are not “local traffic,” although it concedes that they
are | ocal exchange calls. To the CLECs, the calls constitute
“local traffic,” since the calls are carried over local |ines and
termnate to | ocal nunbers assigned by the CLECs to the | SPs.
(The local nunmbers are assigned at the time the ISPs sign up for
| ocal exchange service.) Conpensation for calls to ISPs is
important to CLECs, since |ISPs constitute a prinme conpetitive
mar ket .

The FCC has declined to treat calls to | SPs 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 determnation in this proceeding is
subj ect to future FCC consideration and decision. For present
pur poses, we consider calls to ISPs as local traffic. GIE
Hawai i an Tel has not sufficiently justified the exenption of this

traffic fromreciprocal transport and term nation conpensati on.

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 conpensation nmechani sm

62



We hold, in general, that any traffic carried through

t el ecommuni cati ons services provided under GIE Hawaiian Tel’s
intrastate tariff that is not subject to recovery through access
charges shoul d be subject to transport and term nation

conpensati on.

XX .
RATE REBALANCI NG

Mai ntaining that, in a conpetitive environnent, it
cannot continue to sustain the extrenely high margins built into
certain conpany services under regul ated nonopoly conditions, GIE
Hawai i an Tel proposes to rebalance its existing rates. |Its
proposal includes reductions in the nunber of elenments and
associ ated rates for interisland toll, reductions in the rates
for vertical services, reductions in switched access rates,
di sconti nuance of a separate charge for touch call service, and
i ncreases in basic |ocal exchange rates for both residential and
busi ness custoners. GIE Hawaiian Tel proposes to cap residenti al
rates at $19.80 and business rates at 100 per cent above the
current rates and to offer |ocal nmeasured service (a discount of
about 40 per cent off the basic exchange rate) for custoners who
make few calls. GIE Hawaiian Tel’'s proposal is purportedly to
base prices at TELRI C plus a reasonabl e allocation of common
costs. Any shortfall from  TELRIC resulting fromthe cap on | oca
exchange rates for residential and business custoners (that is,
the difference between the rates and the TELRIC) woul d be nmade up
t hrough the universal service fund. GIE Hawaiian Tel argues that
its proposal is just, reasonable, and nondiscrimnatory.
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There is general agreenent that GIE Hawaiian Tel’s
retail rates need to be rebalanced in the direction of their
underlying TELRI Cs. However, the parties contend that GIE
Hawai i an Tel s proposal fails to achieve this end. Ohers
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 GIE
Hawai i an Tel would receive above TELRIC would still guarantee it
a substantial return, whether or not GIE Hawaiian Tel is
successful in conpeting for retail intraLATA toll customers. The
Consuner Advocate disputes the claimthat basic | ocal exchange
service currently is not priced at TELRIC and i s subsidized by
ot her services (particularly by intraLATAtoll). It faults the
assignment of |oop costs totally to basic | ocal exchange service
and not to any other service as skewing the results of the TELRIC
calculations. It clains that rate rebalancing is not necessary
if the costs of |oops are properly allocated as commobn costs.

The Consumner Advocate al so decries GIE Hawaiian Tel’'s attenpt to
recover from basic service the revenues it formerly coll ected
fromthe intrastate CCLC and RIC. The Consuner Advocate suggests
that these | ost revenues be recovered through fixed rate access
charges simlar to the FCC s presubscribed interexchange carrier
char ge.

GST posits that, since the | ocal exchange nmarket is not
yet conpetitive, the time is not yet ripe for a full scale rate
rebalancing. It clainms that rebal ancing rates before the
exi stence of effective conpetition will allow GIE Hawaiian Tel to
retain the ability to engage in predatory pricing. Sprint
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proposes that rate rebal anci ng be acconplished by renoving
subsidies in access rates and pooling themfor recovery in
conjunction with universal service funding. It also proposes
that rates for basic |ocal exchange service be increased to a

| evel where they recover the costs of the service. Oceanic, |ike
GST, would have us put off any decision on rate rebalancing to
phase Il of GIE Hawaiian Tel’s pending rate case. It asserts
that there is insufficient information to determne rate

rebal ancing in this proceeding. The DOD FEA declines to coment
on GIE Hawai i an Tel’s rebal anci ng proposal, but cautions that GIE
Hawai i an Tel's rates nust be rebalanced, if at all, in the
direction of their underlying econom c costs.

GITE Hawai i an Tel should be allowed to restructure its
rates, if it can be shown that certain services are subsidized by
the rates of other services.” 1In this decision and order, we
require adjustnents to GIE Hawaiian Tel’s cost anal yses that bear
upon GIE Hawaiian Tel’'s request for a rebalancing of its rates.
Until these adjustnents are nade, it is not possible to detern ne
whet her any service is being subsidized by the rates of other
services. W are mndful of the concern that deferring this
matter may adversely inpact GIE Hawaiian Tel by allow ng
conpetitors to arbitrage services. However, we do not believe
that GIE Hawaiian Tel is in inmnent danger from conpetitors even
when unbundl ed network el enents and resol d services are nade
avai l abl e. Accordingly, we defer a decision on rate rebal anci ng

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

78We so held earlier in this docket in Decision and O der No. 14734
(June 12, 1996), at page 26.
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XX
STRANDED COSTS

GTE Hawai i an Tel expresses the concern that, given the
devel opnent of conpetition in the |ocal exchange market, it wll
not be able to recover investnents that are on its regulatory
books. To address this possibility, GIE Hawaiian Tel proposes to
| evy conpetitive transition charges (CICs). It proposes
two fundi ng nmechanisnms. The first is a charge on consuners’
bills (consurmer |line charge) that represents the | oss in earnings
resulting fromprice reductions that are expected to occur under
conpetition. The second is a line charge to be paid by
alternative | ocal exchange carriers (CLEC Iine charge). The CLEC
| ine charge equals the contribution to commbon costs currently
reflected in the GIE Hawaiian Tel’s retail rates and represents
the reduction in earnings resulting fromlosses in market
share. 7

GTE Hawai i an Tel estimates the portion of its assets
that is likely to be stranded at $73 million to $128 mllion. It
derived this estimate by, first, estimating that it would take
ei ght years to recover its enbedded cost at its currently
aut hori zed cost of capital (9.73 per cent), 8 second, by

cal cul ating the present value of its expected earnings over the

79GTE Hawai i an Tel estimates the transition charges, on a nonthly
basis, as follows: residential consunmer line charge, $0.63 to
$1. 18; business consuner line charge, $4.11 to $7.75; residential
CLEC line charge, $1.77 to $2.88; and business CLEC |ine charge,
$11.65 to $18. 90.

80GTE Hawai i an Tel 's estinmate of eight years is derived by dividing
its total net book investrment in 1997 ($971 million) by the total
annual all owed depreciation expense ($125 mllion).
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next eight years at between $843 million to $898 million, 8 and
third, by subtracting its expected earnings fromthe present
asset base.

GTE Hawai i an Tel cites the “regul atory conpact” as the
basis for its entitlenent to stranded costs. It asserts that
there would be no need for the CICs, if: (1) its current rates
are rebal anced; (2) a non-by-passable interimuniversal service
charge is established; and (3) the rates for unbundl ed network
el enents and whol esale prices for retail services are set at GIE
Hawai i an Tel’s actual costs. The other parties are unani nbus in
opposing the CTCs. They assert that GIE Hawaiian Tel has not
denonstrated that any of its investnents would be stranded during
the transition to conpetition. Further, they assert that the
CTCs are anti-conpetitive, are inconsistent with the federa
requi renent that interconnection and network el enent charges be
determ ned wthout reference to a rate-of-return or other
rat e- based proceeding, and are nerely a neans of preserving the
revenues that GTE Hawaiian Tel has enjoyed as a nonopoly.

We agree that GIE Hawaiian Tel has not denonstrated
t hat the undepreci ated bal ance of any of its facilities wll be
stranded. GIE Hawaiian Tel shoul d consider the new opportunities
that a conpetitive environnent offers fromwhich it nay recover
this balance. Further, telecomunications assets that are no

| onger useful in one market may becone useful in another. In

81The present val ue of expected earnings over the next eight years
is arrived at by assuming that GIE Hawaiian Tel's expected net
revenue floww ||l be affected by (1) a | oss of market share; (2) a
reduction in prices after the entry of conpetitive providers; and
(3) the rates of the unbundl ed network el enents, interconnection,
and resal e services.
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short, conpetition may provide offsetting, new opportunities for
revenue production through new services or uses of enbedded
facilities. Thus, at this time we reject GIE Hawaiian Tel’s
request for recovery of stranded investnents. This is not to say
that GIE Hawaiian Tel will never experience stranded costs or
that it may never recover stranded investnents. Those opposing
GIE Hawai i an Tel have not sufficiently stated a case to preclude
forever the recovery of such costs. GIE Hawaiian Tel nmay
petition us to revisit this issue at a |later date, based on
actual data that denonstrates stranded investnent resulting from
conpetition. W reject, however, any notion that GIE Hawaii an
Tel is entitled to sone pre-determ ned revenue | evel based on

regul at ory-conpact assunpti ons.

XXI V.
UNI VERSAL SERVI CE
A
General |ssues
Both the federal Act and Hawaii |aw provide for the
preservation and support of universal service prograns to assure
every individual of basic tel ecomrmunications services.?
Pursuant to these statutes, we adopted rules on universal
service.® In this phase Il proceeding, we are asked to decide
some remnmi ni ng i ssues concerni ng universal service and to di spose

of GIE Hawaiian Tel’'s specific proposals on universal service.

82See 47 U. S.C. § 254; HRS § 269-41

83See HAR chapter 6-81.
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W will first address the general issues. 1In a section that
foll ows, we discuss GIE Hawaiian Tel’s proposals.

The remai ning general issues, identified in our
prehearing order, include: (1) the determ nation of the
statewi de average cost per line; (2) the areas in the State to be
desi gnated as high cost areas; (3) the service discount rates for
schools, libraries, and nedical facilities; (4) the nethodol ogy
to be used in making assessnments upon tel ecomunications carriers
to fund the universal service fund and the neans 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 8§ 269-41(3). W disposed of sone of
t hese issues in various earlier orders.

At the outset, we conclude that there is no need to
expand on the basic service elenments to be supported by our
uni versal service program In HAR § 6-81-19(a), we identified
the followng elenents to be included in basic service: single-
line dial tone; touch tone dialing; access to operator service;
access to enhanced 911 service; tel ecommuni cations relay service;
tel ephone directory; and access to directory assistance via
411 dialing. 1In this phase Il proceeding, the parties generally
agree to maintain the current definition of basic service to be
supported by the universal service program However, the
Consuner Advocate strongly endorses universal service support for
second residential and business lines in high cost areas. It
al so suggests the inclusion of access to the internet.

W will not pursue the Consuner Advocate’s suggestions
at this time. HAR 8§ 6-81-19(a) establishes a core set of service
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el enents that should be considered as part of basic service. W
wi || consider expanding the definition of basic service as we
devel op historical costs and experience with the program In
deci di ng whet her to expand the meani ng of basic service, we need
to weigh the costs attendant and the benefits to be derived from
such expansi on.

We reaffirmthat contributions to the universal service
fund shall be based on a percentage of each carrier’s retai
gross operating revenues fromthe provision of intrastate
t el ecomruni cati ons services during the precedi ng cal endar year. 8
“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 anobunt of common costs with basic
service. A nunber of CLECs propose that we mandate
t el econmuni cations carriers to recover the contributions they
make to the universal service fund from end-user custoners
t hrough a surcharge. The Consumer Advocate urges that we not
mandat e or even encourage the recovery of the contributions
t hrough an end-user surcharge. Qur rules neither require nor
encourage the recovery of contributions through a custoner
surcharge. The rules sinply allow tel ecommuni cations carriers to
i npose such a surcharge, if they so desire.® W wll adhere to

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

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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cust oner surcharge wi thout knowi ng how | arge an uni versal service
fund is required and the potential size of the surcharge.

W also reaffirmthe criteria we previously established
for determ ning whether a given area is a high cost area within
t he neaning of our rules.® Universal service fund support is
avai labl e to tel ecomruni cations carriers providing
t el econmuni cations service in the high cost areas of the State.?
An area is a high cost area if the cost of providing basic
service per access line in the area is nore than 120 per cent of
the statew de wei ghted average cost of providing basic service
per access |line.® \Wether an area is a high cost area is to be
determ ned on a case-by-case basis.® The determ nation of the
costs associated with the programis to be nade through AT&T s
proffered Hatfield nodel, nodified version 3.1. W adopted this
nodel in 1998 for purposes of calculating federal universal
service high cost support for non-rural carriers.® It is
applicable in determning the costs for our high cost area

program Anong other things, the Hatfield nodel, nodified

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
conparison to the cost of providing basi c exchange service in other
areas of the State.”

87See HAR § 6-81-56(a).

88HAR 8§ 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 O der
No. 16331 (May 12, 1998). Oder No. 16272 required AT&T to nake
nodi fications to Hatfield nodel 3.1 to conformto FCC s criteria
for forward-I| ooki ng econom ¢ cost studies and filing requirenents.
Order No. 16331 approved the nodified version.
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version 3.1, allows for the cal cul ati on of forward-I|ooking
econom ¢ costs, utilizes GIE 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 nodel is
easy to use and adjust, is flexible, and readily provides the

i npact of changes in costs on the conpetitive market and on

uni versal service prograns.

Qur 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. Qur rules provide for
the selection of a single COLR in any given high cost area.®
Some CLECs urge that we allow nore than one COLR in a given high
cost area. They assert that the limtation of one COLR for each
high cost area is not necessary. W wll not by this decision
alter our rules. As we gain experience, it may becone
appropriate to anend our rules, but until such experience is
gai ned, we will adhere to the rules.

In regard to support of schools, libraries, and nedi cal
facilities, we issued an order during the course of this phase |
proceedi ng adopting the FCC prescribed interstate discounts for
intrastate services. The adoption of the FCC prescribed
interstate discounts enabl es Hawaii schools and libraries to
avai | thensel ves of federal universal service support.® For the

| ow i ncome consuners support program we approved an additi onal

91See HAR § 6-81-54.

92See Docket No. 7702, Order No. 15693 (July 7, 1997).
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reduction in the amount of $1.75 for lifeline services.® By
this reduction, qualified | owinconme consuners may avai

t hensel ves of additional federal lifeline support.

B.
GTE Hawaiian Tel’s Proposal s

GTE Hawai i an Tel proposes the following. First, GIE
Hawai i an Tel urges that we not |limt universal service support to
areas whose costs of service are 120 per cent above the statew de
average, but that we provide universal service support to al
resi dents and busi nesses to whom services are offered at rates
bel ow cost. It alleges that there are many areas in the State
where the cost of providing basic service is | ess than 120 per
cent of the statew de average but higher than the rate GIE
Hawai i an Tel is allowed to charge. It clains that these areas
are supported inplicitly by the rates in other areas and ot her
services. It also alleges that its rate for basic residentia
| ocal service is currently below the average cost in every area
and that the difference is supported inplicitly by the rates of
ot her services.

Second, GIE Hawaiian Tel proposes to establish interim
surcharges to replace the support GIE Hawaiian Tel purportedly is
receiving for its non cost-based basic residential service from
its current interstate switched access rate and intrastate tol
and vertical services. It offers these surcharges as interim

measures until “conprehensive inter and intrastate arrangenents

93See Docket No. 7702, Order No. 16120 (Decenber 11, 1997).
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of explicit universal service fund support are adopted.” GIE
Hawai i an Tel proposes three interimsurcharges. The first is a
$6.52 per nmonth surcharge to be inposed whenever a CLEC purchases
its unbundl ed | oop. The surcharge is to recoup the interstate
swi tched access revenues GIE Hawaiian Tel will lose as a result
of the FCC rule that prohibits ILECs frominposing the interstate
access charge on purchasers of unbundl ed network el enents. The
surcharge anount is adjustable depending on the actual loss in
access revenues and on the amount of interstate universal service
fund revenues GIE Hawaiian Tel receives. The surcharge will be
limted to purchases of unbundl ed network el enments to service
busi ness custoners; none will be assessed on purchases of
unbundl ed network el enments to service residential custoners.

This is prem sed on the assunption that CLECs will choose to

pur chase unbundl ed network el enments to provide service to

busi ness custoners only and will provide service to residenti al
custoners through the resale alternative.

GTE Hawai i an Tel’s second proposed surcharge is a
surcharge to replace the revenues fromintrastate toll that it
will lose if we do not grant its request to rebalance its rates.
The surcharge is $3.21 per nonth, which will be added to the
surcharge inposed on the sale of its unbundl ed | oops to service
busi ness custoners. This will increase the surcharge to $9.73
per nmonth. GIE 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 wll lose as a result of conpetition. The surcharge is $1.89
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per residential line per nonth and $4.66 per business |ine per
nont h.

Finally, GTE Hawaiian Tel proposes an auction systemto
select COLRs. It clains that an auction systemw || allow any
qualified carrier to enter a bid for the right to obtain the
uni versal service support subsidy. Each bid would represent a
carrier’s assessnent of what it is wlling to pay for the right
to obtain that subsidy in exchange for COLR st at us.

The other parties oppose GIE Hawaiian Tel’'s proposals
for interimsurcharges and for an auction systemto sel ect COLRs.
They contend that the surcharge proposals are nothing nore than a
make- whol e schene, designed to preserve the current revenue GIE
Hawai i an Tel enjoys as a nonopoly provider and to guarantee
profits to itself. They assert that the surcharges create new
revenue streans to hedge against the rigors of conpetition and
are discrimnatory and anti-conpetitive in nature. They oppose
t he proposed auction system because of its |ikelihood of
inflating the | evel of subsidy without any increase in
conpetition.

W reject GIE Hawaiian Tel’'s proposals. The proposal
that we all ow subsidies fromthe universal service fund in areas
where basic service rates are | ower than the costs of providing
basic service violates the principle of support for “high cost”
areas enbodied in our rules. This proposal, together with its
i nterimsurcharge proposal s appear to be intended to preserve GIE
Hawai i an Tel’s current revenue streams. 1In a conpetitive
environment, there is no guarantee that current revenue streans
will be preserved. Further, GIE Hawaiian Tel’'s surcharge
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proposal s assune that basic residential services are being
subsi di zed by interstate access, business, and interisland toll
revenues. As stated earlier in this decision, we do not know
whet her this will continue to be so after GIE Hawaiian Tel nmakes
the adjustnents prescribed in this decision and order. Moreover,
we have deferred any decision on GIE Hawaiian Tel’s request for
rate rebal ancing to phase Il of its currently pending rate case.
Until GIE Hawaiian Tel conplies with the requirenents specified
in this decision and order, and until the conpletion of phase |
of the pending rate case, we have no way of determ ning the
reasonabl eness of these surcharges.

We al so reject GIE Hawaiian Tel’s proposal to establish
an auction systemfor the selection of COLRs. W w |l adhere to
our rules concerning universal service support for high cost
areas and the selection of the COLRs for such areas. \Wether or
not an auction systemis appropriate is a determ nation that nust
await the designation of high cost areas. Since no high cost
areas have been designated, GIE Hawaiian Tel’s reconmendation for

an auction systemis prenature.

XXV.
MOST FAVORED NATI ON CLAUSE
One arbitration issue, not dealt with above, concerns
the position of the CLECs that, pursuant to 47 U.S.C. 8§ 252(i),
in contracting wwth GITE Hawaiian Tel for interconnection,
service, or network el enents, they should be permtted to “pick

and choose” the best prices and terns from anong existing
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agreenents to which GIE Hawaiian Tel is a party.® G ting lowa

Utilities Bd. v. F.C.C. , 120 F. 3d 753 (8" Cir. 1997), GIE
Hawai i an Tel and the Consunmer Advocate posit that we are
precluded fromallowing a CLEC to “pick and choose” individual
provi sions from GTE Hawaiian Tel’s agreenents with other CLEGCs.
They contend that a CLEC nust agree to all of the ternms and
conditions of an existing GIE Hawai i an Tel agreenent w th anot her
CLEC and cannot opt for specific provisions of existing
agreenent s.

The FCC concluded that 47 U S.C. 8 252(i) supports a
requesting carrier’s ability to choose anong i ndivi dual
provi sions contained in publicly filed agreenents between an | LEC
and other carriers.® The Eighth Grcuit Court held otherw se
and vacated the FCC rule (47 C.F.R 8 51.809) that requires an
| LEC to nake available “to any requesting tel econmuni cations
carrier any individual interconnection, service, or network
el ement arrangenent contained in any agreenent to which it is a
party that is approved by a state comnm ssion . . . upon the sane
rates, ternms, and conditions as those provided in the

agreenent . ” %

9447 U.S.C. § 252(i) provides: “Alocal exchange carrier shall nake
avai |l abl e any interconnection service, or network el ement provided
under an [arbitrated or negotiated] agreenent approved [by the
State commssion] to which it is a party to any other requesting
t el ecommuni cations carrier upon the sane terns and conditions as
t hose provided in the agreenent.”

95FCC I nterconnection Oder | at  1310.
96120 F. 3d at 801.
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In light of the Eighth Crcuit Court’s reading of the
federal Act, it appears that, unless the Eighth Crcuit Court is
overturned on appeal, we are precluded frompermtting a pick and
choose option for CLECs. W wll, thus, not order such an
option. The Eighth Crcuit Court presents a rational basis for
denyi ng the pick and choose option. Allow ng CLECs to pick and
choose specific provisions fromexisting agreenents runs counter
to the Act’s design to pronote negotiated agreenents. A
negoti ated agreenent 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
exi sting agreenments w thout giving sonmething in return through a
negotiation process. W wll require a carrier to accept, in
toto , all terms and conditions of an existing interconnection

agreenent, if it opts to receive the benefits of the agreenent

under subsection 252(i).

XXVI .
ORDER

W order as follows:

1. GIE Hawai i an Tel’s COSTMOD shal |l be used, with the
adj ustnments specified in this decision and order, in determ ning
| oop costs and the costs of GIE Hawaiian Tel’s ot her unbundl ed
network el ements.

2. GTE Hawai i an Tel shall submt prices for its
unbundl ed network el ements, based on TELRI C that assunes GTE

Hawai i an Tel’s current wire centers, but also assunes the nost
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efficient, new technology that is available and conpatible with
t he exi sting frameworKk.

3. In calculating the costs of its unbundled | oops,
GTE Hawai i an Tel shall, anong other things: (a) assume the
average length of the loops in every |loop band to be equal to the
band’ s nedian | oop I ength, instead of the |ongest |oop wthin
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 unbundl ed | oop
drop cost; (d) assune pole sharing with one other entity; (e)
assunme the utilization of integrated (i.e., next generation)
digital line carriers, instead of the current generation
technol ogy; (f) elimnate the retail-related costs associ ated
with billing, collection, and adm nistration; and (g) hold
constant all other inputs and assunptions not expressly required
by the conmi ssion to be nodified pursuant to this decision and
or der.

4. Loop costs will not be allocated to intra state
toll/sw tched access services at this tine.

5. In calculating the costs of all unbundl ed network
el ements and non-recurring charges, GIE Hawaiian Tel shall, anong
other things: (a) utilize a cost of capital of 9.73 per cent;

(b) utilize the depreciation |lives and rates currently authorized
by this comm ssion for intrastate purposes; (c) renove the costs
associated with the GID-5 switch, and replace themw th an
appropriate m x of the costs associated with the other

two predom nant switches in GIE Hawaiian Tel's network; and
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(d) hold constant all other inputs and assunptions not expressly
required by the conm ssion to be nodified pursuant to this
deci si on and order.

6. GTE Hawai i an Tel shall deaverage the | oop cost by
i sl and.

7. GTE Hawai i an Tel shall offer on an unbundl ed basis
the follow ng network elements: (a) the local |oop (including
| oop distribution, |oop concentration/nultiplexer, and | oop
feeder); (b) network interface devices; (c) local and tandem
switching; (d) interoffice transm ssion facilities (including
dedi cated transport, conmon transport, and direct transport); (e)
signaling (including signaling links, signal transfer points, and
service control point/databases); (f) operations support systens;
and (g) operator systens (operator services and directory
assi stance facilities).

8. GTE Hawai i an Tel shall offer to CLECs all verti cal
switch features as part of the switching el enent; except that GIE
Hawai i an Tel nay negotiate on a case-by-case basis for the
provi sioning of only the basic switching el enent or the basic
swi tching el enment and certain independent vertical feature
el enents. To this end, GIE Hawaiian Tel shall file with us a
TELRI C that includes the costs of all elenents and a TELRIC t hat
i ncludes the costs of only the basic switching elenent. In
addi tion, GTE Hawaiian Tel shall be prepared to provide the
TELRIC for any of the independent vertical switch feature

el enents that a CLEC may request.
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9. GTE Hawaiian Tel is not required to provide
conmbi ned unbundl ed network el ements except to the extent that
exi sting interconnection agreenents require such conbi nati ons.

10. GTE Hawaiian Tel shall nmake available its dark
fiber on an unbundl ed basis to the extent that such dark fiber is
included in GIE Hawaiian Tel's rate base.

11. GTE Hawaiian Tel shall use a fixed allocator of
20 per cent in determning the anount of common costs to be added
to TELRIC in the offering of its network el ements on an unbundl ed
basi s.

12. GTE Hawaiian Tel shall offer to CLECs its retai
services at whol esal e, based on a discount rate of 15 per cent.

13. GIE Hawaiian Tel shall offer at whol esal e al
services it sells at retail to subscribers who are not
t el ecommuni cations carriers. Included anong the services that
must be offered at wholesale are: (a) non-recurring charges
associated wth the provision of retail services; (b) operator
and directory assistance services; (c) contract and public policy
services (including E-911 and tel econmuni cations relay services);
(d) pay tel ephone access line services; (e) private line and
speci al access services (including custoner-owned coin operated
t el ephone access lines); and (f) services offered at vol une
di scounts.

14. GIE Hawaiian Tel nmay recover the non-recurring
(one-tine) charges it incurs in processing CLECs’ orders for
unbundl ed network el enents and for whol esal e services. GIE
Hawai i an Tel shall process CLECs’ orders through operating
support systens that enploy the nost efficient, forward-I ooking
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t echnol ogy, including an electronic interface. However, until
such time that nationally standardi zed gat eways have been
adopted, GIE Hawaiian Tel may utilize nmanual processing to
provi de operations support.

15. GIE Hawaiian Tel shall not inpose any changeover
charge or a disconnect charge on custoner mgrations from GTE
Hawaiian Tel’s services to CLECs’ services, except that it may
i npose a di sconnect charge where a di sconnect is necessary.

16. GIE Hawaiian Tel shall not inpose, as a matter of
course, a charge for billing inquiries. GIE Hawaiian Tel may
charge for billing inquiries that actually occur; provided that,
the charge is based on efficient, forward-|ooking costs.

17. GIE Hawaiian Tel shall review its proposed
coll ocation fees and submt new charges cal cul ated in accordance
with the principles of TELRIC and our requirenments set forth
above. Specifically, GIE Hawaiian Tel nust file the rate for
each physical and virtual collocation elenent with the elenent's
underlying TELRIC. GIE Hawaiian Tel shall al so provide cost
studi es supporting the underlying TELRICs in both paper and
electronic format for review by the comm ssion and other parties.
GIE Hawai i an Tel shall include a proposed security escort fee.
Pendi ng the subm ssion of an acceptable security escort fee, GIE
Hawai i an Tel shall provide security escorts at the rate of
$30 per one-hal f hour.

18. GITE Hawaiian Tel shall fornmulate its rates for
access and attachnments to its poles, ducts, conduits, and
rights-of-way in accordance with the fornulas prescribed by the
FCCinits Order 98-20, CS Docket No. 97-151 (February 6, 1998),
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subject to the follow ng adjustnments: (a) GTE Hawaiian Tel's
currently-authorized rate of return of 9.73 per cent shall be
utilized in calculating pole attachnment and conduit attachnment
rates; (b) a pole height of 40 feet and usable space of 16 feet
shall be assunmed in calculating pole attachnent rates; (c) a 25
per cent conduit occupancy factor shall be utilized in

cal cul ating conduit and duct rates; and (d) 47 CF. R Part 32
accounting separations rules shall be used in calcul ating pole,
duct, and conduit rates.

19. Bill-and-keep shall be the nmethod of nutually
conpensating the carriers for the transport and term nation of
traffic fromone to another, until such tinme that local traffic
gets out of balance by nore than 10 per cent, neasured in terns
of the volunme of traffic termnating on a carrier’s network.
Whenever a carrier’s network exceeds 110 per cent of the vol une
of traffic terminating on the other carrier’s network, either
party to the bill-and-keep arrangenent may petition us for relief
fromthe arrangenent. Any conpensatory schenme for transport and
term nation, other than bill-and-keep, shall be symetrical,
i.e., the transport and termnation rate of one carrier is
applicable to the other carrier. Any carrier may opt out of
symetric conpensation rates upon a show ng, based on cost
studies, that it costs nore to termnate traffic on its network
than to termnate traffic on the other carrier’s network.

20. Al local calls are subject to transport and
term nati on conpensation, including calls made to | SPs.

21. W defer GIE Hawaiian Tel’s request to rebal ance
its rates to phase Il of its pending rate case.
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22. GIE Hawaiian Tel’s request for recovery of its
stranded costs through conpetitive transition charges is deni ed.

23. The follow ng conponents of our universal service
program shall remain unchanged: (a) the basic service el enents
as identified in HAR 8 6-81-19(a); (b) the tel econmunications
carriers' contributions to the universal service fund are based
on a percentage of each carrier’s retail gross operating revenues
fromprovisioning intrastate tel ecomuni cations services; (c) the
recovery of contributions to the universal service fund by
t el ecomruni cations carriers as provided in HAR § 6-81-53; (d) the
criteria for determning high cost areas in the State as set
forth in HAR 8§ 6-81-52; (e) the nethod 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 nost favored nation clause, 47 U S. C 8§
252(i), 1s construed to require a tel econmuni cations carrier to
accept, intoto , all terms and conditions of an existing
agr eenent .

25. Subject to the terns and conditions of Protective
Order No. 15492, as necessary, GIE Hawaiian Tel shall file with
the conmm ssion and serve on the other parties to this docket,
recal cul ated prices, costs, and other data, and identify
under |l yi ng variabl es and assunptions as required by this decision
and order not |ater than 60 days after the issuance of this
deci sion and order. GITE Hawaiian Tel shall file its | oop cost

recalculation in the format of attachnment 1, page 23, to the
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rebuttal testinony of GST's witness, Mchael Starkey, filed on
August 28, 1997.
26. GIE Hawaiian Tel and the CLECs shall conmply with

all other requirenments specified in this decision and order.

DONE at Honol ulu, Hawaii this 7th day of January, 1999.

PUBLI C UTI LI TI ES COW SSI ON
OF THE STATE OF HAWAI

By

Denni s R Yanmda, Chairnman

By

Rae M Loui, Comm ssioner

By

Gregory G Y. Pai, Conm ssioner

APPROVED AS TO FORM

Ant hony D. Val dez
Cormmi ssi on Counsel
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