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Allegiance Telecom of Missouri, Inc. (“Allegiance”), by and through its attorneys, hereby files its Response to SBC Missouri’s preliminary statement of position in its Response to Order Directing Filing.

I.
Introduction

1. On November 5, 2003, the Missouri Public Service Commission (“Commission”) issued an Order that, inter alia, directed Southwestern Bell Telephone, L.P. d/b/a SBC Missouri (“SBC”) to file a preliminary statement of its position in this proceeding. In its November 10, 2003, filing, SBC asserted that the Commission should adopt Metropolitan Statistical Areas (“MSAs”) as the appropriate geographic market definition for determining whether competing local exchange carriers (“CLECs”) are impaired without access to unbundled switching for mass market customers. Allegiance limits its Response at this time to this aspect of SBC’s filing. Because SBC’s filing was itself preliminary in nature, Allegiance reserves the right to respond at a later date to other positions taken by SBC.

2. Allegiance disputes SBC’s contention that MSAs provide an appropriate definition of the geographic market for determining whether CLECs are impaired without access to unbundled switching to serve mass market customers. Allegiance believes that the FCC directed states to undertake a much more granular analysis of markets, based upon evidence concerning the existence and location of actual competition, and not simply to adopt the use of market definitions established by another agency for a wholly different purpose. The Office of Management and Budget, the federal agency that defines MSAs, has itself

caution[ed] that Metropolitan Statistical Area … [definitions] should not be used to develop and implement Federal, state, and local nonstatistical programs and policies without full consideration of the effects of using these definitions for such purposes. These areas should not serve as a general-purpose geographic framework for nonstatistical activities … .

3. Allegiance believes that there are some overarching principles which should guide the Commission in its deliberations to identify the market or markets to which it will apply the mass market switching impairment analysis. The FCC provided some of this guidance when it instructed state commissions to define each market on a granular level and take into consideration, inter alia, “the locations of customers actually being served by competitors, the variation in factors affecting competitors’ ability to serve each group of customers, and competitors’ ability to target and serve specific markets economically and efficiently using currently available technologies.”
 Allegiance agrees that these factors are extremely relevant in determining where a competitive carrier can realistically provide its own switching or can purchase switching on a wholesale basis from a competitor. In addition, however, Allegiance submits that the Commission should not have to invent new geographic market definitions as part of this exercise, but should use market definitions that it has already developed as the basis for such determination. Specifically, the Commission should use the density zones already adopted and used today to price local loops.

II.
The Appropriate Market for the Mass Market Impairment Analysis is that Geographic Area in Which a Competitor Can Economically Supply Local Circuit Switching.

4.  Allegiance agrees with the FCC that “actual marketplace evidence is the most persuasive and useful kind of evidence” for the switching impairment analysis.
 Accordingly, in determining the appropriate geographic market for its impairment analysis, the Commission should first determine where competitors have chosen to offer services using their own switches or by purchasing wholesale switching from third parties. Second the Commission must understand how and why competitors have deployed switches in a market and what geographic area those switches serve economically.

5. This is a different question than simply looking at where competitors offer service generally. Where competitors decide to enter markets generally is only the threshold question in the market analysis and is not determinative of the market definition issue facing the Commission. CLECs would not and do not typically begin serving mass-market customers one exchange or wire center at a time. However, once a CLEC decides to enter a market, it must next determine where it can or will serve customers using its own switching facilities and where it can or will offer service utilizing the resale and/or UNE platform offerings of the ILEC. It is this second inquiry that is most pertinent to the market definition analysis to be performed by the Commission. Accordingly, the answer to this inquiry is not supplied by simply looking at where CLECs offer service or how they have defined their serving area in their applications for certificates.

6. A competitive carrier will typically establish a presence via collocation in wire centers where it plans to offer service, use local loops to access the end user customer, and backhaul transport the traffic from the wire center back to the switch location. Accordingly, for the Commission to evaluate where a CLEC may profitably offer service using its own switch, it must understand the factors utilized by a CLEC in establishing its network facilities distribution plant. The factors employed by facilities-based CLECs, such as Allegiance, include, but are not limited to (1) whether to build its own loops to customer locations or use the unbundled loops of the ILEC or another carrier, (2) whether to establish, maintain, and operate collocations, and (3) whether there are alternatives to local loops, collocations, and transport, such as enhanced extended loops (EELs). For most CLECs, building their own loops simply is not an economic option. Few CLECs have the resources to enter the local loop construction business and as a practical matter, CLECs rarely can justify the investment in building local loops out to relatively sparse groupings of customers. At this time, building local loops only makes sense for the largest of customers or in some “greenfield” situations where the building carrier may have limited competition. Thus, if the only viable option for a CLEC is to use the unbundled local loops of the incumbent in combination with its own switch, collocations, and backhaul transport facilities, the focus of the Commission’s inquiry must shift to the ability of the CLEC to gain access to the incumbent’s loops either by collocating in individual wire centers or by connecting to such loops through the use of EEL arrangements from collocations in nearby wire centers. In other words, the question of where a CLEC can serve customers using its own switch can only be answered by evaluating where a CLEC can economically build and equip a network distribution plant to gain access to the end user customer.

7. Therefore, the overall expense of local loops, backhaul transport, and collocation must be taken into account in defining the relevant switching markets in this proceeding. It would be difficult, however, to measure these costs directly for every possible area the Commission might consider. Fortunately, the Commission has available to it a surrogate for this important cost component that is well suited to the market analysis, which is the density zones used for pricing of local loops. These areas are most relevant to a market definition because (a) unlike other possible market definitions, they were designed to promote local competition; and (b) they directly correlate to the density of the potential customers.

8. In sum, the relevant geographic market for the impairment analysis is, for practical purposes, not the geographic footprint of the switch but rather the network distribution plant served by the switch. Wire centers are the main determinant of the geographic area served by CLECs through their collocation arrangements, which are determined wire center by wire center. Although, as a rule, competitors do not enter the market on a single wire center basis, the footprint of a facilities-based CLEC is best represented as an aggregation of wire centers defined by the CLEC’s network of collocations.

III.
The Commission Should Use Its Existing Access Area Definitions in Undertaking the Impairment Analysis.

9. Based on the foregoing discussion, Allegiance strongly urges the Commission to look at wire center density in those geographic areas where facilities-based CLECs offer service as the primary determinant of where CLECs can profitably serve customers using their own switches. The relative line density of wire centers offers the Commission a possible framework to determine the appropriate geographic area for its impairment analysis. In addition, since the network distribution plant is the major determinate factor in whether a CLEC serves a particular geographic area with its own facilities, the costs associated with serving the customers will be addressed if the density zones are used because they are generally based on the different prices to serve the end user customer.

10. The Commission has established four loop pricing zones, referred to as Zones 1, 2, 3 and 4 in SBC's Statement of Generally Available Terms, which are based on population density and which are designed to reflect the differing cost of facilities in the various zones. Thus, for example, in the less populated areas represented by Zone 3, the cost of deploying or leasing facilities to gain access to competitive switching will be higher on a per unit basis. Density zones are therefore an accurate proxy for the cost-related factors considered in market definition. In the case of loop plant, the length of the loop largely determines the costs, and loop lengths generally vary with density. That is, on average, loops tend to be shorter in highly dense areas than in rural, less populated areas. Accordingly, using the density zones will correlate to the cost-related factors to serve the customer.

11. Not only do these density zones make sense from a purely policy perspective, they also mirror actual competition that exists in the market. This is borne out by the footprint of Allegiance’s distribution plant infrastructure in the St. Louis area. Allegiance’s service territory consists of the City of St. Louis and surrounding suburbs -- roughly approximating the geographic area defined by Zones 1 and 2. Like any market definition there is not a 100 percent correlation between Allegiance's collocations and these two density zones, but the overlap is striking. If the Commission were to overlay the collocation footprints of all facilities-based CLECs, the resulting map would be instructive as to where facilities-based competition using unbundled loops is economically practicable.
 In addition, using density zones as a basis for market definition in this proceeding will provide a workable, sensitive indicator of competitive conditions, and a firm basis for defining markets to use in applying the switching triggers. Therefore, Allegiance urges the Commission to look to these existing definitions of its own creation as the appropriate starting point for its impairment analysis for local switching.

12. Using these density zones also makes sense because they represent the cost inputs that competitors will experience in designing their network distribution plant. The price varies between density zones and accordingly will affect the competitor’s costs to serve customers in those areas. Moreover, these density zones will determine the costs of alternatives to the competitor establishing its own network distribution plant through either purchasing UNE-P from the ILEC or using EELs.

IV.
The Potential for CLECs to Economically Expand Their Reach Using EELs Is a Necessary Input to the Impairment Analysis.

13. In addition to evaluating the existing footprint of switch-based competitors to determine the appropriate geographic market, the Commission should also evaluate the extent to which competitors can profitably expand their existing network distribution plant into adjacent areas.
 Since this analysis will not be based on actual competition, but rather on where it may be economical to compete, Allegiance urges the Commission to approach this part of the exercise with caution, as cost studies and business case analyses that might be submitted to assist such an evaluation, “can be difficult to verify, and thus are more easily manipulated by the advocates in this proceeding.”
 However, it would be probative for the Commission to evaluate the extent to which competitors could efficiently expand their existing network distribution plant into adjacent wire centers through greater use of EELs. Allegiance has not yet performed such an analysis and expresses no opinion now as to whether it and other competitors could use EELs to greater advantage in Missouri. However, the Commission needs to include this issue in its market evaluation. If a competitor can expand its existing distribution area to include the adjacent area at a profit, then such an area needs to be considered within the geographic market where a competitor is or can serve. However, Allegiance recommends confining the analysis to wire centers adjacent to wire centers where a competitor actually has network distribution plant because it is Allegiance’s view that the cost of the EELs beyond the adjacent wire center will generally exceed the amount of profit to be derived from serving that area.

V.
Conclusion

14. In summary, Allegiance recommends that the proper definition of the market for impairment would be those geographic density zones that competitors currently serve or which they could profitably serve through the use of EEL arrangements. For those density zones where neither condition is satisfied, the Commission should conclude that there is impairment and continue to require the incumbent to offer unbundled switching as a UNE priced according to TELRIC principles.
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Mary Ann (Garr) Young
� OMB BULLETIN NO. 03-04 (June 6, 2003) (emphasis added).


� TRO at 495 (footnotes omitted).


� TRO at ¶93.


� Allegiance acknowledges that determining the geographic market is only one step in the impairment analysis and that a second evaluation must be conducted of the types of customers served by the switches of facilities-based competitors, whether they be enterprise or mass market customers. Allegiance does not actively market to residential customers and accordingly expresses no view as to whether residential customers can profitably be served by competitors using their own switches in Missouri. However, Allegiance does serve business customers as small as a single line and our experience is probative in determining whether competitors can profitably serve mass market business customers or, alternatively, in setting the cutoff point between enterprise and mass market at four lines or some other number.


� TRO at ¶99.


� Id.
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