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Persons with Hansen's Disease §32.106 [Removed] not have a significant economic impact
Sec, 6. Section 32,106 is removed. on a substantial numt;_ler otl,’ iLmnll 8
3286 Admissions to Service facilities. entities, a regulatory flexibility analysis
3287 Confirmation of diagnosls. <Rl under the Regulatory Flexibility Act of
32.88 Examinations and treatment, 1880 is not required.
o Mottt bl st PART 51b—{AMENDED)
3290 Notification to health authorities

regarding dilcharge'd patients. : 42 CFR Part 51b
3281 Purchase of services for Hansen's Project Grants for Preventive Health Subpart E—[Removed and reserved]

disease patients.

Spcvioss ant firsnts fae ntuenze Part 51b of Title 42, Code of Federal

Nonbeneficiaries: Temporary Treatment In Immunization m.m a a € 42, e ol redera

Emergency
32111 Conditions and extent of treatment;
charges.
Authority: Sec. 320, 321 and 322(b) of the
Public Health Service Act (42 US.C. 247¢, 248
and 249(b)).

2. Section 32.1 is amended by
removing paragraphs (d), (e), (g) and (h),
redesignating paragraph (f) as paragraph
(d), and be revising paragraph (d), as so
redesignated, to read as follows:

§32.1 Meaning of terms.

(d) “Authorizing official” means
Service officers or eployees duly
designated by the Director, Bureau of
Health Care Delivery and Assistance, to
authorize and provide care and
treatment to beneficiaries at Service
expense,

3. Section 32.6 is amended by
removing paragraph (c) and revising
paragraphs (a) and (b) to read as
follows:

§32.6 Persons eligible.

{a) Under this part the following
persons are entitled to care and
treatment by the Service as hereinafter
prescribed:

(1) Persons afflicted with Hansen's
disease; and

(2) Non-beneficiaries for temporary
treatment and care in cases of
emergency. :

(b) Separate regulations govern: (1)
The medical care of certain personnel,
and their dependents, of the Coast
Guard, National Oceanic and
Atmospheric Administration, and Public
Health Service (see Part 31 of this
chapter);

(2) Physical and mental examination
of aliens (see Part 34 of this chapter);

and )
(38) Medical care for Native Americans
(see Part 36 of this chapter).

§§ 32.11 through 32.76 [Removed]
4, Sections 32.11 through 32.76 are
removed.

§§ 32.86 through 32.91 [Authority citation
removed]

5. The authority citation appearing
under the undesignated heading
“Persons With Hansen's Disease" and
before the text of §§ 32.86 through 32.91
is removed.

AGENCY: Centers for Disease Control,
Public Health Service, HHS,

ACTION: Removal of regulation.

sUMMARY: The Public Health Service
(PHS) amends its regulations at 42 CFR
Part 51b by removing Subpart E
governing Grants for Influenza
Immunization Programs. These
programs formerly were authorized
under Section 317 of the PHS Act.
Changes in legislation in 1981 eliminated
authority for influenza immunization
programs. Therefore, the regulation is
obsolete and should be removed. .
EFFECTIVE DATE: The removal is
effective on March 11, 1983.

FOR FURTHER INFORMATION CONTACT:
Anthony M. Scardaci, Associate
Director, Center for Prevention Services,
Centers for Disease Control, 1600 Clifton
Road, N.E., Atlanta, Georgia 30333,
telephone (404) 329-3773 or FTS: 236~
3773.

SUPPLEMENTARY INFORMATION: Subpart
E, Grants for Influenza Immunization
Programs, was published as an interim
final rule on November 14, 1978 (43 FR

'52707) in accordance with the then-

existing section 317(g)(1)(C) of the PHS
Act, which authorized appropriations for
disease control programs other than
programs for which appropriations were
specifically authorized. This authority
was utilized by Congress to appropriate
funds for influenza programs in the
second supplemental appropriation for
1678, approved September 8, 1978. Funds
have not been appropriated for
influenza immunization programs since
1978.

Section 317 of the PHS Act was
subsequently amended by the Omnibus
Budget Reconciliation Act of 1981 (Pub.
L. 97-35 approved August 13, 1981).
Section 928 of Public Law 97-35
eliminated the authority to appropriate
funds for influenza immunization
programs.

Due to changes in legislation, the
current regulations are obsolete and
should be removed. For this reason, the
Secretary has determined that this final
rule revoking an existing rule is not a
“major rule" under Executive Order
12291, Further, because this rule does

Regulations, is amended by removing
Subpart E, §§ 51b.501 through 51b.5086.

List of Subjects in 42 CFR Part 51b

Communicable diseases,
Immunization.

Dated: January 31, 1883,
Edward N. Brandt, Jr.,
Assistant Secretary for Health.

Approved: February 22, 1983,
Thomas R. Donnelly, Jr.,
Acting Secretary.

[FR Doc. 83-6351 Piled 3-10-5% 843 am)
BILLING CODE 4180-18-M

Centers for Disease Control
42 CFR Part 65

Fées for Direct Tralning—Centers for
Disease Control

AGENCY: Centers for Disease Control,
Public Health Service, HHS,

ACTION: Revocation of regulation.

SUMMARY: The Public Health Service
revokes its regulation in 42 CFR Part 65
on direct training fees, The current
regulation provides that the Centers for
Disease Control may waive the fee
requirement when such waiver is judged
to be in the public interest. Changes in
legislation in 1976 created separate
authority for charging such fees and
made the waiver provisions
unnecessary, thus making the current
regulation absolete and requiring its
revocation.

EFFECTIVE DATE: March 11, 1983,

FOR FURTHER INFORMATION CONTACT:
Seth N. Leibler, Ed. D., Acting Director,
Center for Professional Development
and Training, Centers for Disease
Control, Atlanta, Georgia 30333,
telephone (404) 262-6671 or FTS; 236-
6671.

SUPPLEMENTARY INFORMATION: Section
311(b) of the Public Health Service Act
(42 U.S.C. 243(b)) authorizes the
Secretary of Health and Human Services
to train State and local health workers.
Under this authority, technical training
historically has been provided by the
Centers for Disease Control (CDC) to
help ensure that health workers
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throughout the country possess the
necessary skills and knowledge to
achieve the objectives of disease
prevention and control programs.

In 1973, the Office of Management and
Budget ruled that tuition should be paid
by persons attending CDC training
courses, Under the authority of 31 U.S.C,
483a, a notice was published in the
Federal Register on June 25, 1973 (38 FR
16658}, to amend Subchapter E of
Chapter 1, Title 42, by establishing a
new Part 65 which set forth a fee policy
and a fee schedule for training
conducted by CDC. Interested persons
were invited to participate in the
rulemaking through the submission of
comments,

In response to these comments, a
waiver procedure for States was
included in the final rule published in
the Federal Register on October 12, 1973
(38 FR 28290). The waiver procedure
required a written request for waiver of
fees on the basis that such training was
in thespublic interest.

Legislation in 1978 created a specific
authority to charge for training fees and
made the waiver provision unnecessary.
Section 202(c) of Public Law 94-317,
Disease Control Amendments of 1976,
approved June 23, 1976, amended
Section 311(b) of the PHS Act to provide
that “The Secretary may charge only
private entities reasonable fees for the
training of their personnel * * *."
Furthermore, the subsequent
appropriations bills have contained
language stating ** * * That trah'dn%:f
employees of private agencies shall
made subject to reimbursement or
advances to this appropriation for the
full cost of such training." See
Department of Labor and HEW
Appropriations Act, 1977; Public Law
94-439; 00 Stat. 1422; approved
September 30, 1976; and Department of
Labor and HEW Appropriations Act,
1979; Public Law 95-480; 92 Stat 1572;
approved October 18, 1978; together
with the various continuing resolutions.

In accordance with the 1876
amendment to Section 311, the waiver
provisions are not applicable, since CDC
now charges fees to all private agencies
and does not charge fees to State and
local Government agencies. Also the
charging of fees is now done under the
authority of Section 311, rather than
under 31 U.S.C. 483a, which had
required regulations.

Due to changes in legislation, the
current regulations are obsolete and
should be removed. For this reason, the
Secretary has determined that this final
rule revoking an existing rule is not a
"major rule” under Executive Order
12291, Further, because this rule does
not have a significant economic impaat

on a substantial number of small
entities, a regulatory flexibility analysis
under the Regulatory Flexibility Act of
1980 is not required.

List of Subjects in 42 CFR Part 65

Educational study programs, Health
professions.

PART 65—{REMOVED]

Part 65 of Title 42, Code of Federal
Regulations, is removed, effective on
March 11, 1983,

Dated: January 31, 1983,

Edward N. Brandt, Jr.,
Assistant Secretary for Health,

Approved: February 18, 1983,

Thomas R. Donnelly, Jr.,
Acting Secretary.

[FR Doc. 83-0350 Piled 3-10-83; 045 am)
BILLING CODE 4160-18-M

DEPARTMENT OF THE INTERIOR

Bureau of Land Management

43 CFR Public Land Order 6363

[NM 55270]

New Mexico; Restoration of Lands to

Ownership of the Caddo and Delaware
Tribes; Oklahoma

AGENCY: Bureau of Land Management,
Interior.

ACTION: Public Land Order 6363,

SUMMARY: This action will terminate the
withdrawal of 15 acres of ceded public
lands and restore them to the ownership
of the Caddo and Delaware Tribes.
EFFECTIVE DATE: March 11, 1983.

FOR FURTHER INFORMATION CONTACT:
Delores L. Vigil, New Mexico State
Office, 505-988-6659

SUPPLEMENTARY INFORMATION:

By virtue of the authority contained in
Section 3 of the Act of June 18, 1934, 25
U.S.C. 463, and pursuant to the
recommendations of the Tribal Council
and the Acting Assistant Secretary of
Indian Affairs, and a finding by the
Secretary of the Interior that such action
is in the public interest, it is ordered as
follows:

* The following described:lands, ceded
by the Caddo and Delaware Tribes of
Indians to the United States pursuant to
agreement ratified by the Act of March
2, 1895, 28 Stat. 876,896, having been
reserved for use by the Bureau of Indian
Affairs for school, agency, cemetery and
administrative purposes and not needed
for such uses, are hereby restored to
tribal ownership for use and benefit of
the Caddo and Delaware Tribes of
Indians and are added to and made a

part of the existing reservation, subject
to valid existing rights:

Indian Meridian

TBN.R10W,
sec. 34, WANEXNEXNWENWX and
SENWENEXNWENWYX and SEXNW K
NWENWXY and SWANEXNWEKNWX and
NWHSEXNWENWX and NXNEXNEKNW K.
The area described aggregates 15 acres in
Caddo County.

Inquiries concerning the lands should
be addressed to the Bureau of Land
Management, P.O. Box 1449, Santa Fe,
New Mexico 87501.

Garrey E. Carruthers,

Assistant Secretary of the Interior.
March 3, 1983,

[FR Doc. 83-8284 Filed 3-10-83; &45 am)
BILLING CODE 4310-84-M

FEDERAL COMMUNICATIONS
COMMISSION

47 CFR Part 69 _
(CC Docket No. 78-72; FCC 82-579) L

Access Charges; MTS and WATS
Market Structure

AGENCY: Federal Communications
Commission.

ACTION: Final rule.

SUMMARY: FCC, pursuant to the Fourth
Supplemental Notice of Inquiry and
Proposed Rulemaking published on June
21, 1982, at 47 FR 26668, adopts rules for
the computation and assessment of end
user and carrier’s carrier access charges
and the creation of an exchange carrier
association to prepare access charge
tariffs and distribute pooled access

ch revenues. The Commission
concluded that this action was
necessary because existing methods of
access compensation produce unlawful
discrimination and preferences in
interstate rates. These rules were
designed to eliminate such unlawful
discrimination and preferences.
EFFECTIVE DATE: March 12, 1983,
ADDRESS: Federal Communications
Commission, Washington, D.C. 20554,
FOR FURTHER INFORMATION CONTACT:
Albert Halprin, Chief, Policy and
Program Planning Division, Common
Carrier Bureau, Federal
Communications Commission,
Washington, D.C. 20554 (202) 632-9342.
SUPPLEMENTARY INFORMATION:

List of Subjects in 47 CFR Part 69

Access charges, Cost allocation,
Exchange carrier association, Revenue
pooling, Tariffs.
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In the matter of MTS and WATS international services of all carriers. We  charges t cause a sigaificant

Market Structure CC Docket No. 78-72,
Phase L.

Third Report and Order
Adopted: December 22, 1882

Released: February 28, 1883

By the Commission: Commissioners Quello,
Fogarty, Dawson, Rivera and Sharp issuing
separate statements; Commissioner Jones
concurring and issuing a separate stalement.
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L. Introduction

A. Outline of the Plan

1. When this Commission initiated
this proceeding to determine an optimal
market structure for the MTS-WATS
market, we concluded that it would also
be necessary to prescribe the
compensation that exchapge carriers
should receive for the origination or
termination of all interstate and

recognized that it would be impossible
to determine “access” compensation for
services of carriers that compete with
MTS or WATS without correcting
existing disparities in access
compensation among services offered by
AT&T and its telephone company
partners.

2. We subsequently invited comments
upon a tentative plan for carrier’s carrier
access charges that would sllocate
exchange plant costs among four service
categories on the basis of relative use.
We hoped that such a plan would
eliminate discrimination or preferences
in rates that were charged to end users
of all services that we regulate.
Comments in this and other proceedings
and other developments ledus to
conclude that the tentative plan would
not produce a correct salution to the
discrimination problem. The recovery of
fixed costs through usage charges
produces discrimination among MTS
users that is a primary cause of the
inter-service disparities. The comments
in this proceeding reveal a fairly broad
consensus that this is the case.

3. We have accordingly concluded
that a substantial portion of fixed
exchange plant costs that are assigned
to interstate services should ultimately
be recovered through flat per line
charges that are assessed upon end
users. We are adopting access charge
computation rules that will accomplish
that result.! Those rules incorporate
exceptions for pay telephones, the
portion of a local dial switch that is
sometimes described as non-traffic
sensitive, and “private line” facilities
used for services that are not close
substitutes for MTS. Certain other fixed
costs assigned to interstate services for
customer premises equipment, inside
wiring, and a Universal Service Fund
will not be recovered through end user
charges and will continue to be
recovered through carrier's carrier
charges. The Universal Service Fund
will be designed to preserve universal
service by enabling high cost local
exchange companies to establish local
exchange rates that do not substantially
exceed local exchange rates charged by
other local exchange companies. -

4. A transitional plan is necessary for
several reasons. Immediaté recovery of
high fixed costs through flat end user

* The rules are cootnined in Appendix A.
Appendices B and D list persons who filed
comments in response to the Second and Fourth
Supplemental Notices, Appendices C and E contain
summaries

“bypa and
supplemental information with respect to the
universality of service.

number of local exchange service
subscribers to cancel local exchange
service despite the existence of a
Universal Service Fund. Such a result
would not be consistent with the goals
of the Communications Act. Some
transitional adjustments are also
necessary to avoid anomalous effects of.
existing disparities in interstate costs in
different areas and to establish access
charges for competing carriers that
reflect existing inequalities in the
quality of access arra ts. The
transitional plan will alse enable us to
adjus! rules in the future if unexpected
developments demonstrate that changes
are warranted.

5. This combination of factors has led
us to adop! rules that incorporate two
transitions. Some fixed costs in addition
to any high cost or Universal Service
Fund costs will be recovered through
carrier's carrier charges during a 5-year
transition period. A substantial porfion
of these costs will initially be assessed
to ATAT as a charge for premium
access. The remaining costs will be
assessed 1o end users and will be
recovered through a combination of
usage and flat charges during a 7-year
transition period. Before the end of the
fifth year of the 7-year transition, we
will evaluate the rules and policies
adopted in this Report and Order and, if
necessary, will make adjustments
needed to promote the expressed goals
of this proceeding. A minimum charge
will be assessed upon all end users. The
remainder of the costs may be recovered
through usage charges until the usage
charge for any line equals a cap or '
maximum. We are giving the exchange
carriers considerable discretion to
devise a combination of minimum, usage
and maximum charges. This will give
the carriers discretion as to how rapidly
to phase in flat charges. It will enable
carriers to respond quickly to
bypass threat where this is a problem,
while allowing for a more gradual
phase-in where itis not. We are,
however, imposing some limits upon
carrier discretion. A minimum o];puge
cannot be less than $2 per month for
residential customers and $4 per month
for business customers and the business
minimum cannot exceed 200% of the
residential minimum. Maximum charges
will assure that customers do not pay
more through end user charges for
interstate use of & line that is used for
local exchange and interstate services
than they would pay for a line that is
dedicated to a particular interstate
service.

6. We are also prescribing rules for
the computation of carrier's carrier
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charges for access services other than
exchange plant. Although the tentative
plan we described in 1880 would have
limited the definition of access to
facilities that are used in common by
exchange and interexchange services,
we have expanded the definition of
access to correspond with the Modified
Final Judgment in the AT&T antitrust
case.* We have established nine
different elements for such carrier's
carrier changes and are prescribing rules
for the computation of each element
charge that are tallored to the nature of
each service. We have established two
elements for the use of local dial
switches, three elements for operator
services, and two elements for other
switching and transmission facilities.
We have also established a Billing and
Collection element and a Special Access
element that consists primarily of the
use of a variety of "private line"
facilities,

7. We have decided that we should
neither compel all exchange carriers to
join in pooled uniform charges for all
access elements nor permit unrestricted
deaveraging. We are mandating the
creation of an exchange carrier
association that will collect and
distribute the carrier's carrier portion of
the non-traffic sensitive charges and file
tariffs and administer revenue pocls for
companies that choose to join in the
association's common tariffs for other
access elements,

8. We are directing AT&T to prepare
the initial association tariffs in order to
ensure that access charges will be in
place on January 1, 1984,

B. Background: The Origins and Purpose
of the Access Charge Proceeding

9, This proceeding began in February,
1978 with the issuance of a Notice of
Inquiry and Proposed Rulemaking (the
“Initial Notice"), 67 FCC 2d 757 (1978),
to determine the MTS-WATS market
structure that would best serve the
public interest. To resolve this
fundamental question, we have issued
four subsequent notices of inquiry.®

* See Modified Final Judgment in United States v,
Amsrican Telephone and Telegraph Co., Civil Nos.
74-1608 and 82-0192, —— F. Supp. ——, 47 Fed. Reg.
40, m(D.DCJ&). mm«m
tal Notice of Inquiry and Proposed
Rulemal PP
lm [“First Supplemental Notice”), 73 FCC
2d 222 {1979), Second Supplemental Notice of
Inquiry and Rdzm-ﬂx[“&eond
Supplemental Notice™), 77 FCC 2d 224 (mo); choﬂ
and 'mrd Supplemental _m
Supplemen

\uhcl "), 81 FCC Zd 177 {1680); md Ponnh
Supplemental Notice of Inquiry and Proposed
Rulemaking (“Fourth Su; tal Notice™), 80 FCC
24 135 (1982).

Each represented a refinement in our
understanding of the issues requiring
resolution. In the Third Supplemental
Notice, we concluded that a general
policy of open entry in the domestic
MTS/WATS market, including Hawaii,
would be in the public interest. While
tentatively reaching the same conclusion
for the Alaska submarket, we decided to
give further consideration to issues
relating to that submarket. In light of the
conclusions reached in the 7hird
Supplemental Notice, we determined
that future proceedings in this docket
would be restricted to consideration of
two issues. In Phase I of the docket, we
would develop a system of access
charges by which local telephone
companies would receive compensation
for the use of their plant to complete
competitive interstate
telecommunications offerings. In Phase
Il we would determine the appropriate
market structure for MTS/WATS in the
Alaskan submarket.

10. We recently resolved Phase Il of
the docket by affirming our tentative
conclusion that an open entry policy in
the Alaskan interstate MTS/WATS
market would be in the public interest,
See Second Report and Order in CC
Docket No. 78-72, FCC No. 82-515,
released November 30, 1982. Today we
resolve Phase I by adopting rules that
will determine the rates interexchange
carriers and end users will pay for
access to local telephone company
facilities used to complete interstate
service offerings. We believe that
through these rules we shall achieve the
competitive marke! structure that is the
explicit goal of both this proceeding and
of the MF].

11. As we have noted above, this
phase of the proceeding was instituted
to determine, first, whether the existing
methods of compensation for exchange
plant used in interstate telephone
service should be replaced by a tariffed
access charge framework and, second, if
so, what the structure of such tariffs
should be. The entry of the MF] has
effectively mooted the first question.
Currently, approximately 80% of
revenues for this plant are covered by
the Bell System's Division of Revenues
process. This private contractual
agreement has transferred revenues of
almost $7 billion per year within the Bell
System. On the date of divestiture, the
system will no longer exist. The MF]
requires the termination of this system
and its neglacemam by a generalized
tariffed offering of access service.

12. While it would theoretically be
possible to maintain the private
settlements mechanism (which is
equivalent to the Division of Revenues

plan) to compensate non-Bell telephone
companies, we believe that, even absent
this Report and Order, some generalized
access charge tariff scheme would
result. We now decide that the public
interest requires that the basic structure
of such access tariffs be set by this
Commission. We expect access tariffs to
be filed in 1983 and require that such
access tariffs be in conformance with
the rules adopted herein.

13. The plan described in this Report
and Order is, of course, limited to basic,
or regulated, services. The plan is also
limited to interstate and foreign services
subject to our jurisdiction. We have
assumed, for purposes of the proceeding,
that the existing Separations Manual
correctly identifies the costs assignable
to those interstate and foreign services.
Some commenting participants, e.g.,
Satellite Business Systems, have argued
that non-traffic sensitive access costs
shpuld no longer be allocated between
the intrastate and interstate
jurisdictions. They propose that a single
charge should recover the entire revenue
requirement associated with non-traffic
sensitive facilities, They claim that such
a charge should fall within Federal
jurisdiction, despite the Supreme Court’s
decision in Smith v. lllinois Bell
Telephone, 282 U.S. 133 (1930). In this
proceeding we need make no
determination as to whether Smith
requires jurisdictional separations of
NTS plant. As we said in the Fourth
Supplemental Notice, 80 FCC 2d at 154,
it is the separations process that
determines what costs must be
recovered from the interstate
jurisdiction by means of an access
charge. That process is currently being
investigated by a Joint Board and Is
beyond the scope of this docket. In the
Order Requesting Further Comments
(“Joint Board Order” hereinafter), the
Joint Board specifically invited parties
to comment on whether separation of
NTS costs by jurisdiction is required,
and on the desirability of a
discretionary assignment of 100 percent
to either jurisdiction.*47 Fed. Reg. 54479,
54517 (December 3, 1982).

14. Finally, we have limited our
consideration here to the provision of
that portion of interstate and foreign
service which we consider to be
“access" service. We had earlier used
the term “access” to describe the use of
certain exchange plant necessary to
originate and terminate interexchange
services. We have, however, decided to
expand the scope of our access charge

‘A decision 1o assign 100% to either jurisdiction
would, of course, require changes in the access
charge rules we are adopting,
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rules to conform to the boundaries
established by MF]. Inthe Fourth
Supplemental Notice we suggested that
it might be desirable to expand our
access ch plan to encompass all
services or facilities that will be
included in access charges of the
divested Bell Operating Companies
(“BOCs") and invited “interested
persons to submit ons for
accomplishing that purpose.” 90 FCC 2d
at 153. We have concluded that such a
course would be desirable because
disparities would be likely to arise in
the future if independent telephone
companies and the undivested BOCs *
are compensated through some other
mechanism for services or facilities that
are included in divested BOC access
charges. The access rules we prescribe
will therefore cover all services and
facilities that are classified as exchange
access for purposes of the MF]. We are,
however, adopting less detailed rules for
the computation of charges for access -
elements that we might have excluded
from our plan if the MF] did not exist.
For non-access interstate facilities and
services, we have assumed that any
questions concerning apportionment or
allocation will be resolved in the Interim
Cost Allocation Manual or a successor
to that Maaual®

15. Although Phase 1 of this docket is a
part of a larger proceeding to determine
and encourage an opfimal structure for a
market that includes MTS and WATS,
we have not limited this phase to the
apportionment of acoess costs among
competing interexchange carriers. The
Initial Notice said that we expect to
prescribe “divisions"” for all interstate
services of all carriers. 87 FOC 2d at 759.

16. We reiterated this view in the
Second Supplemental Notice. We
explained that subsequent events had
confirmed our preliminary conclusion
that it will not be possible 1o establish
access compensation for the MTS-
WATS equivalent services of the new
interexchange carriers without
correcting existing disparities in access
compensation that is paid directly or
indirectly by users of services offered by
the telephone company partnership.
ATAT had proposed access charges for
MTS-WATS equivalent services that
purported to establish parity with the

* Cincinnati Bell lnc. and Southarn New England
Telephone Company.

“The Interim Cost Allocation Monual or "TCAM™
was adopted in Amer. Tele. und Tele. Co, 9 FCC
24d 384, recon. deniod, 88 FCC 2d 087 (1081), offirmed
sub nom. MCI Telecommmunications Carp. v.FCC
(“ICAM™), 679 F.2d 408 (D.C. Cir. 1062), to establish

access compensation for MTS and
WATS that the BOCs receive through
the Bell System division of revenues
process. Carriers that provided the
MTS-WATS equivalent services
claimed that the proposed charges
would create unlawful discrimination
because the charges would be much
higher than the charges that customers
of Foreign Exchange (“FX") service pay
for access service at the foreign
exchange or “open" end. Those carriers
alleged that the access they received
was identical with the access FX
customers received. The affected
carriers eventually entered into an
agreement known as “ENFIA" that
established an intermediate rate for
MTS-WATS equivalent {or “Execunet/
SPRINT type") access for an interim
period.” This Commission concluded
that allowing the negotiated rate for an
interim period would serve the public
interest.

17. The Second Supplemental Notice
concluded (77 FCC 2d at 230-231):

The history of the ENFIA negotiations
demostrates that it would be impossible to
prescribe any charges for the origination and
termination of services that are functionully
equivalen) to MTS or WATS without

determining the appropriate relationship
among origination and termination services
for MTS-WATS, functional equivalents of
MTS-WATS, and FX-CCSA open ends. That
history also indicates that there is no basis
for assuming that the present relationship is
appropriate.

18, That Notice also concluded that
“the discrimination problem™ is not
confined to differences in access
compensation among MTS, WATS, FX,
CCSA and MTS-WATS equivalent
services and described a tentative
access charge plan that included the
origination and termination of private
line services. Id. at 231. Some comments
that were filed in response to the Second
Supplemental Notice questioned the
inclusion of private line services other
than FX and CCSA in an access charge
plan.*

18. Private line services are not as
distinct from an engineering or an
economic perspective as they are
sometimes perceived to be. A private
line between two customer locations is
normally routed in much the same
manner as are telecommunications that
use the switch that is used also for local
exchange service. The access portion of
the private line service consists
primarily of the provision of lines or
loops that connect a customer terminal

rules for the apportionment of ATAT costs 8
the MTS, WATS, private line and ENFIA service
categories. Wo expect 1o provide guidance in
separute proceodings to enable ATAT to reflect
uccess churges ln JCAM cost sppoctionments.

! Seo Exchange Network Focilities {ENFIA), 71
F.C.C. 2d 440 [1979).

*E.g. American Satellite Co. Comments, p. 7;
ARINC reply, p. 8.

with the interexchange portion of the
facilities. The exchange carrier uses the
right-of-way that it was granted for the
purpose of local exchange
service to place that line between the
customer location and the interexchange
facility.

20. Private line and message services
not only employ similar facilities, but
are also frequently used by customers to
satisfy the same telecommunications
needs. The interchangeability factor
necessarily requires that at least some
private line access service be included
in an access compensation scheme that
is designed to establish parity among all
services that are reasonably
inte able with MTS. We have
specifically established such parity with
MTS for the “open end” of FX and
CCSA services.

21. It would be possible to distinguish
private line service that is a close
substitute for MTS from private line

-service that is not. We could possibly

accomplish our original purpose by
limiting access charge rules to access for
MTS, WATS, MTS-WATS equivalents,
FX, CCSA and other private line service
that is a close substitute for MTS,
limiting the scope of access to the use of
equipment, facilities, or right-of-way
used in common with local exchange
services. v

22. As already noted, however, we
have decided, in response to the MF], to
expand the scope of access o include
all tariffed services and facilities that
the BOCs will provide for the origination
or termination of interstate calls. The
decree definition of access service—and
thus the conforming definition of access
service relied upon in this Report and
Order—includes some services and
facilities that'we might exclude in
designing access charges for the sole
purpose of establishing parity among
MTS and all telephone company or
“ather” carrier services that are close
substitutes for MTS.

23. The provision of an origination-
termination service could be viewed as
providing an interexchange carrier with
access o exchange fecilities. The
service could also be viewed as
providing an end user or subscriber with
access 1o intere services
through exchange facilities that
interconnect with interexchange
facilities.® The earlier notices in this

*When » divested BOC provides interstate access
o another carrier, " will ususdly be
synonymens with a service that is described as
inter-LATA for purposes of the MF] and the
“exchange" facilities will correspond 1o intre-
facilities. The geographic scope of acvens services
provided by other local
companies may be different. Such differences are
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proceeding viewed access services as
services that a local carrier provides to
a long haul carrier. These notices
assumed that the local carrier would
receive access compensation from a
long haul carrier. Most of the earlier
notices assumed that a carrier’s carrier
charge would be the mechanism for
access compensation. The Fourth
Supplemental Notice invited comment
upon some additional alternatives that
could result in a combination of end
user and carrier’s carrier charges. We
have decided to prescribe such a
combination, Terms such as access,
access service and access charges will
be used in this Third Report and Order
to encompass both end user and
carrier's carrier charges.

24. The inequities between existing
forms of compensation for the identical
use of such access plant by different
interstate services make these forms an
inappropriate model for the
development of access tariffs, We have
decided that a single, uniform and
nondiscriminatory structure for
interstate access tariffs covering those
services that make identical or similar
use of access facilities is required by the
Communications Act. While we have
provided considerable fexibility for
telephone companies within our access
rules, we believe that the development
of the competitive interstate
telecommunications market reguires
certain uniform principles covering both
BOC and independent telephone
company access. tariffs.

25. The amount of money that will
have to be recovered through the access
tariffs is immense. The revenue
requirement for interstate NTS exchange
plant alone will be approximately 8.5
billion dollars in 1984, the first year of
our plan. An additional amount of
approximately 2.5 to 3 billion dollars
will be required to recover the costs of
traffic sensitive plant for the first year.
Based upon the assumption that 100
million lines will be in use in 1084 (as
assumption we consider to be
reasonably accurate), this translates
into a total revenue requirement per
access line of approximately $8.50 per
month for NTS costs and $3.50 to $3.00
per month for traffic sensitive costs. In

most likely to be reflect in the access element we
have described as Common Transport. The formula
we have adopted for the computstion of access
charges will enable carriers to devise charges for
the “common transport™ that & particular carrier
provides. Adapting sccess charge rules to access
service that & divested BOC provides to itself or
another carrier for an Intra-LATA transmission that
is interstate for purposes of the Communications
Act may require a special approach. We hava
decided that it would not be appropriate to
establish guldelines for such situations before &
final dotrmination of LATA boundaries.

its first year the plan would assign $4,00
per line per month or $4.3 billion overall
in intesstate NTS costs to be recovered
directly from the end user by his or her
local telephone operating company. Of
this amount a minimum of $2.00 for
residential subscribers and $4.00 for
business subscribers would have to be
recovered thfough the use of a flat
charge. The remainder of the $4.00 per
line revenue requirement could be
recovered, at the carrier's option,
through traffic sensitive charges. The
maximum amount that could be charged
any customer directly would be no
greater than the interstate costs of
obtaining a private access facility
dedicated to interstate use. NTS costs
over $4.00 per line—approximately $4.2
billion—will continue to be collected in
the first year of the plan through
carrier's carrier charges. Of this amount,
$1.4 billion will be paid by AT&T and its
partners in the form of a charge for
premium access.’ The costs related to
the Universal Service Fund, terminal
equipment (CPE) ($1.4 billion in 1984)
and inside wiring ($1.8 billion in 1984)
will either be removed from the carrier
revenue requirement through
deregulation or will continue to be paid
in subsequent years through carrier's
carrier charges. The remaining amount
collected through a carrier’s carrier
charge in the first year dp:us any
additional amounts added in subsequent
years will be converted to customer
charges over a five year periiod. Over
the same five year period the maximum
end user charge that may be charged
any specific customer for interstate
access for message service will be
reduced at the rate of 10% per year.

26. The plan is designed to move
swiftly and surely from the present

. reliance on additions to the price of

interstate toll minutes as the mechanism
for recovery of these costs towards a
pricing plan which recognizes that non-
traffic sensitive costs covering plant
dedicated to individual end users
neither increase nor decrease as a result
of usage made of that plant. We are
taking this important step because we
view this new direction as the only
means of satisfying our goals of
universal service, nondiscrimination,
network efficiency, and prevention of
uneconomic bypass.

27. Economics teaches us that, except
in certain circumstances involving
market failure, prices equal to the cost

¥ Some independent telephone companies will
continue to participate In joint rate offerings with
ATST after access charges become effective.
Therefore, the premium will in fuct be paid by an
interexchange partnership. Section 88.207 describes
that partnership us “the carriers that offer MTS and
wA L ...

of producing another increment of a
good, i.e., equal to the marginal cost of
production, are optimal.** Provision of
telephane services involves two
marginal costs. One varies with the
traffic level. The other varies with the
number of access lines demanded. For
this reason, efficient pricing requires
both usage sensitive and non-usage
sensitive charges for recovery of access
costs,'?

28. The cost imposed upon the
nation's telecommunications system,
and ultimately upon the general public,
by our present usage sensitive method
of recovering these NTS costs pose a
substantial danger to the long term
viability of our nation's telephone
systems. New technologies and radical
improvements in older technologies
make available alternatives to the
traditional telephone network.
Telecommunications is substitutable for
& wide variety of other goods and
services produced by our society. Prices
based upon the true cost characteristics
of telephone company plant are
necessary both to make a decision on
whether use of the alternative
technologies is appropriate and to make
a decision on whether to substitute
telecommunications for other activities.

29. As telecommunications plays a
larger and larger role in fundamental
U.S. industries, the problems resulting
fram inapproporiate pricing grow.
Computer technology and
communications have grown so similar
that the Commission has redrawn its
traditional definition of
communications.'* Access pricing that
does not reflect cost can turn computer
technologies from directions that would
enhance the productivity of this
essential U.S. industry and all of the
industries that depend on computers
and communications toward simple
aveidance of non-cost based
telecommunications prices. Investment
may be misdirected as a result.

30. The possibility of users,
particularly the nation’s largest
telecommunications users, abandoning
the network for less efficient
alternatives, i.e,, “uneconomic bypass",
has been cited by many participants as
a major justification for the movement

5 Sen, for example, Francis M. Bator, “The Simple
Anulytics of Wellure Maximization,” The American
Economic Review, pp, 25-50, March 1957,

1 Ses also PR.G. Lazard and A.A. Walters,
Micro-Economic Theory, McGraw-HUll Co,, New
York, 1978, p. 176.

1 Sew Amendinent of Section 84.702 of the
Commission’s Rules and Regulotions (Second
Computer Inguiry), 77 FCC 2d 384 (1980) (Final
Desision), reconsideration. 84 FCC 24 50 (1980),
futher roconsideration, 88 FCC 2d 512 (1981), off'd
sub nom. CCIA v. FCC, 683 F. 2d 198 [D.C. Cir. 1982).
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toward cost based customer access
charges. Bypass is a growing
phenomenon.'* We also recognize that
the elimination of preferential rates
covering NTS access plant for large
users is certain to increase significantly
the incentives of these users to bypass
the local phone network. We could
altempt to eliminate bypass through our
facility authorization authority, but have
determined that this is not a good
solution. See Part IIL. A., infra.

31. Despite the uncertainty
surrounding the precise size and threat
of uneconomic bypass, a delay in the
institution of a system of access charges
that does not recover most fixed costs
through usage rates is not justified. If we
delayed making a change now, it is
likely that circumstances would quickly
force such changes upon us. In such a
case, however, we would be unable to
afford the luxury of the gradual
transition needed to satisfy our
objective of maintaining affordable
service, Moreover, as a result of bypass,
delay might mean higher long run costs
for those who were required to remain
on the network, and even for those who
were able to use bypass services.

32. Moreover, were we to delay
instituting the smooth movement
towards a rational pricing system until a
sufficient number of large users had
initiated constructing alternative bypass
systems, it could well be too late for any
remedial action. Usually uneconomic
bypass is uneconomic only before the
construction of bypass facilities starts,
Once a large telecommunications user
has committed significant capital to
building a private. bypass system, the
maintenance of that system is no longer
uneconomic. Consequently, we believe
that prompt action is essential to
preserve the public interest.

33.We believe it is important to state
explicitly that this decision does not, in
any way, constitute a judgment that
subsidizing the costs of basic telephone
services for certain customers or for all
customers is improper. Qur decision is,
rather, based upon the more limited
judgment that an attempt to generate
revenues for such subsidization through
a permanent bundling of NTS costs into
interstate toll rates would be 8 harmful
and, ultimately, futile approach—one
that could lead to the deterioration of &
nationwide telephone network providing
a variety of services to a wide variety of
CONSUMErs,

34. In the Second Supplemental Notice
we had described a plan for imposing

" Our staff has conducted a preliminary survey of
the current status of bypass services. The results of
that survey are set forth for informational purposes
us Appendix F of the Report and Order.

usage based charges for access to the
local network upon both private line and
public switch services. We had first
thought that such an approach would
assure full, fair competition in the MTS/
WATS market and also avoid unlawful
preferences or discrimination between
private line users and users of switched
services. Comments filed in response to
that Notice caused us to question
whether the plan might have the
fundamental flaw of encouraging heavy
users of private line service to bypass
the local network. Our concern has been
heightened by the terms of the MF] that
require AT&T to divest itself of its
operating companies (other than
Cincinnati Bell and Southern New
England). For the first time AT&T itself
could have a significant incentive to
bypass local exchange facilities if such
bypass would be profitable.

35. Responding to these concerns, in
the Fourth Supplemental Notice we
introduced an alternative approach that
we believed could achieve our primary
gouls of promoting competition and
eliminating discrimination while
avoiding the potential problems of the
original plan. Instead of creating an
access rate structure for private line
services like the usage-base MTS/
WATS rate structure, we considered the
possibility of treating facilities used for
access to the public switched network
like private line facilities. Specifically,
we discussed the possibility of assigning
the costs of non-traffic sensitive
subscriber plant directly to the
customers using it. Thus the costs of
private line facilities would continue to
be directly assigned, removing one
potential incentive for heavy users of
such services to bypass local facilities.
Every customer of interstate switched
services would, however, pay a flat
monthly charge reflecting the cost of the
non-traffic sensitive subscriber plant
dedicated to his use in connection with
these services. The plan we adopt today
will ultimately point toward this result.
In order to avoid the adverse effects that
could accompany such a departure from
the traditional way in which end users
have paid for their use of interstate
services, the plan provides for the
gradual introduction of these end user
access charges. This plan, like the
tentative plan of the Second
Supplemental Notice, still imposes a
carrier's carrier charge upon all
interexchange carriers for the use of the
remainder of local telephone company
plant upon which they rely to complete
their interstate service offerings.

II. Commission Authority To Adopt
Access Charge Rules

36. Most comments that have been
filed in response to the various notices
we have issued in this proceeding do not
discuss the scope of this Commission's
statutory authority to prescribe access
charges for the origination and
termination of interstate and foreign
services. Almost all of the participants
have assumed that this Commission
does have the power to prescribe some
kind of access service compensation
arrangement.

A. Section 201(a) Authority

37. After noting that the division of
revenues and settlements “have
traditionally been industry devised" (67
FCC 2d at 759), the Initial Notice said
(7d.) that “[i]t may be timely to exercise
our jurisdiction under Section 201(a) of
the Communication Act to establish the
divisions of charges.” The carriers that
provide local exchange service receive
mos! of their access compensation
through the division of revenues and
settlements procedures that have been
devised to divide revenues from joint
rate services among the members of the
telephone company partnership. Section
201(a) authorizes this Commission to
replace the industry-devised contractual
arrangement with a Commission-
devised formula,

38. Section 201(a) provides in
pertinent part:

1t shall be the duty of every common
carrier * * * in accordance with the orders of
this Commission, in cases where the
Commission, after opportunity for hearing,
finds such action necessary or desirable in
the public interest, to establish physical
connections with other carriers, to establish
through routes and charges applicable thereto
and the divisions of such charges, and to
establish and provide facilities and
regulations for operating such through routes.

39. After received comments in
response to the Initial Notice'and
considered filings that were provoked
by AT&T's initial ENFIA taffif, we
tentatively concluded that a system of
carrier's carrier access charges should
be established to replace the existing
combination of carrier's carrier charges,
end user charges, and contractual
“divisions” and “settlements.” That
conclusion was announced in the
Supplemental Notice and a tentative
plan for carrier's carrier access charges
was described in the Second
Supplemental Notice.'®

'*Several different methods have been used in the
telecommunications end transportation industries lo
compensate participating carriers when two or more
carriers participate in the transmission or
transportation. The utlimate customer or end user
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40, Western Union comments that
were filed in response to the Second
Supplemental Notice claimed that
Section 201(&) cannot be invoked to
replace carrier's carrier access charges
with different carrier's carrier charges.
Western Union noted that the term
“divisions"” is normally used to describe
the division of joint rate revenues and
that it does not maintain any joint rates
with the telephone companies. We have
concluded that Western Union’s claim s
incorrect because the language and
history of Section 201{a) demonstrate
that Congress used the term “divisions"
in that pasticular provision to
encompass any arrangement for the
compensation of carriers that participate
in a through service.*® That term is at
least broad enough to include carrier’s
carrier charges that compensate an
exchange carrier for its participation in
a through service that an interexchange
carrier offers to the public.

41. Section 201(a) authorizes this
Commission to prescribe “divisions" if
we find that such action i§ “necessary or
desirable." ® We have concluded that it

could be billed separately for the service each
carrier provides, but the end user usuully pays ooe
of the carriers and that carrier transmits money to
the other carrier. The end user may pay a
combination or end-on-end rate that is equal to the
combined separate charges of the participating
carriers, The end user may pay a joint rate and the
carriers may divide joint eute revenues in
sccordanse with an agreed or prescribed formula.
Sometimes one of the carriers offers the service to
the public and pays a charge to a connecting carrier
for the use of the other carrier’s Incilities. We have
used the term“carrier’s carrier” charge to describe
such an arrangement and have used the term “end
user” to distinguish the uitimate user from & carrier
or an enhanced service provider tha¥ obtains
servicen as a customer of another carrier. The
carrier’s carrler charge arrungement produces
essentially the same result as the remission of a
“local” rate by a carrier that collected a
combination rate charge, Changes in a carrier's
carrier charge ure not, however, antomatically and
instantaneously reflected in the rate that an end
user pays.

"“In St. Louis Southwestern R Co. v. United
States, 245 U.S. 135, 139 0,2 {1917), the Court defined
“through route” us “an arrangement, or
implied, between connecting railroads g
continuous carriage of goods from the originating
point on thie line of one carrler to destination on the
line of another.” The Court added {id.} *Through
carriage implies a through rate. This ‘through rate’ is
not necessarily @ ‘foint rate.” It may be merely an
aggregation of separate rates fixed independently
by the several carriers forming the through route
* " *." The reports of the House and Senate
Commerce Committoes on bills that became the
Communications Act of 1934 describe Section 201(x)
as requiring carriars “to establish with other
carriers physical connections, through routes,
through rates, and divisions of threugh rates.”
Committee on Interstate Commerce, 8. Rep. No, 781,
73rd Cong., 2d Sess., p. 4 {1934); Committee on
Interstate and Foreign Commerce. H.R. Rep. No.
1650, 73rd Cong., 2d Sess., p. § {1934).

"’ See United Telsphone Co. of the Carolinas, 54
FCC 24 nt 289, 290 (1975), Affirmed, United
Telephone Co. of the Carolinas v. FCC, 559 F. 2d 720
(D.C. Cle. 1677).

is necessary and desirable to establish
access charges in lieu of existing access
compensation arrangements in order to
eliminate existing access compensation
disparities and to prevent the
development of disparities that might
arise If a variety of access compensation
mechanisms were used in the future:

B. Section 205 Authority

42. When we issued the Fourth
Supplemental Noticethat invited
comments upon some alternative plans
that included end user access charges,
we expanded the list of
Communications Act provisions we
might invoke to include Section 205.
Section 205(a) of the Act, 47 US.C.

§ 205{a), empowers this Commission to
prescribe end user or carrier’s carrier
charges for any interstate or foreign
service.

43. Although the rules we are adopting
will not establish the precise charge for
maost access elements, we are
establishing many of the steps that
carriers must follow in order to compute
access charges. Our Section 205(a)
power to prescribe charges includes the
power to prescribe steps in the
computation of charges. We have
exercised that power in the past in
presaribing a rate of return that is to be
used in computing charges and in
prescribing an allocation of investment
and expense among major service
categories that is to be used in
computing AT&T rates. Those actions
were affirmed in Nader v. FCC, 520 F. 2d
182, 204 (D.C. Cir. 1975) and MCI
Telecommunications Corp. v. FCC
("ICAM"), supra.

44. Section 205(a) provides in
pertinent part that whenever “the
Cemmission shall be of the opinion that
any charge * * * is or will be in~
violation of any of the provisions of this
Act, the Commission is authorized and
empowered to determine and prescribe
what will be the just and reasonable
charge * * *." Thus, this Commission
mus! find that existing charges are or
will be unlawful and that the new
methods for computing charges will be
“just and reasonable” in order to
prescribe methods for computing
charges pursuant to Section 205(a).*

= Section 205(s] states that the prescription
power may be exercised “after full opportunity for
hearings, spon complaint or under an order for
investigation and hearing made by the Commission
on its own Initiatives * * *.” Notice and comment
rulemaking procsedings are sufficient to satiafy that
hearing requirement. Americen Tel & Tel. Co. v.
FCC, 572 P. 2417, 21-23 {2d Cir.), cert. denied, 439
US 875 (1978). Such proceedings also satisfly the
Section 201(a) hearing requirement. Bell Telophone
Co. of Pennsylvaria v. FCC, 509 F. 2d 1250, 1264-68
(3rd Cir. 1074), cert. denled, 422 U.S. 1026 (1975).

45. Paragraph 28 of the Second
Supplemental Notice states that
disparities in access service
compensation “may also indirectly
result in end user rates which violate
Section 202(a) of the Communications
Act* * *" 77 FCC 2d at 230. We
refrained from using conclusory
language in that paragraph in order to
afford persons who might wish to
defend the status quo an opportunity to
do so before we made a final
determination with respect lo the
legality of the existing combination of
aceess service compensation
arrangements. We are now prepared to
make such a determination.

46. Section 202(a) provides:

It shall be unlawful for any common carrier
to make any unjust or unreasonable
discrimination in charges, practices,
classifications, regulations, facilities, or
services for or in connection with like:
communications services, directly or
indireetly, by any means, or device, or to
make or give any undue or unreasonable
preference or advantage to any particular
person, class of persons, or locality, orta
subject any particular person, class of
persons, or locality to any undue or
unreasonsble prejudice or disadvantage.

47. The portion of Section 202(a) that
prohibits “unreasonable discrimination™
in connection with “like services" was
derived from Section 2 of the original
Interstate Commerce Act, 24 Stat. 379,
Section 2 of the Interstate Commerce
Act was designed primarily to eliminate
rebates to favored shippers that
produced different charges for the
shipment of the same quantity of the
same commodity at approximately the
same time. °

48. The portion of Section 202(a) that
prohibits “undue" preferences was
derived from Section 3(1) of the
Interstate Commerce Act, 24 Stat. 380.
Section 3(1) of that Act was designed to

“remedy disparities in rates to different

points that did not reflect actual cost
differences. Although Section 3(1) was
designed primarily to remedy the
locality discrimination problem, the
prohibition also encompassed excessive
rate differentials for different
commodities and shipments of different
quantities of the same commodity.

49, In view of the origin of Section
202(a) the unjust discrimination
prohibition must be interpreted as
imposing & heavy burden upon
telecommunications carriers to justify
any differential in rates for like services
and the undue preference prohibition
must be interpreted as imposing a duty
upon carriers to maintain rational and
reasonable differentials for unlike
services.
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50. The existing access service
compensation arrangements do not
produce results that are consistent with
those Congressional objectives. This is
scarcely surprising in view of the
manner in which those arrangements
evolved. Neither the carriers nor the
regulators viewed access service as a
distinet service before this Commission
ordered the telephone companies to
provide access service to the new
“specialized" carriers.'® The preexisting
access compensation arrangements
were by-products of managerial or
regulatory decisions that were made for
some purpose other than fixing access
service compensation. Access service
compensation for the new carriers could
not be fixed in a manner that
established parity with each of the
preexisting services offered by the
telephone companies or the old “other”
carriers.

51. Comments from the carriers that
receive access service compensation
generally acknowledge that there is no
system. Although comments from some
carriers and some end users that
indirectly pay access service
compensation claim that any
discrimination or preference problem
can and should be remedied without
changing the access compensation for
some services, none of the participants
has attempted to demonstrate that there
is any reasonable or rational
relationship to justify the wide.
disparities among the charges for access
that are directly or indirectly levied
upon users of the various interstate
services that might satisfy the
requirements of Section 202(a). It is
readily apparent that it would be
impossible to do so. Indeed, the current
methods of recovering costs of jointly
used non-traffic sensitive subscriber
plant for MTS, open-end FX, CCSA and
WATS services and the ENFIA services
are totally different and produce widely
differing results even though each
service uses the same plant in the same
manner. The FX and CCSA services pay
local exchange rates for open end
access, the MTS/WATS equivalent
services must pay Lhe higher ENFIA
rates, and MTS and WATS pay even
higher access compensation through the
settlements and divisions of revenues
process. The level of the ENFIA charge
has been negotiated to reflect a discount
from the MTS access compensation. It
was also designed to produce a rate that

™ See Speciclized Common Carrier Soevices. 29
FCC 2d 870, 840 (1971), offirmed sub nom.
Washington Utilities and Transportation
Commission v. FCC, 513 F. 2d 1142 [9th Cir.), cert
denjed, 423 U.S. 836 (1975). See also Bel/ System
Tariff Offerings, 46 FCC 24 413 (1974), offirhed sub
nom, Bell Tel, Co. of Pennsyivania v. FCC, supra.

is higher than the local exchange rate
paid by FX and CCSA customers. Since
no one has attempted to justify the
disparate rates charged for like access
services in this proceeding, we must find
them to be unlawfully discriminatory.
Moreover, the access compensation
differences among services that do use
exchange plant differently bear little
relationship to actual cost differences. In
the absence of any justification for such
rate disparities, we must also find that
such disparities violate the prohibition
of undue preferences. We accordingly
conclude that the existing combination
of access service compensation
arrangements violates Section 202(a) of
the Communications Act.®

52, Moreover, the existing access
compensation arrangements produce
results that conflict with Congressional
gdals other than the elimination of
discrimination or preferences that are
discussed in Subpart ILD, infra.
Congress has conferred broad powers
upon this Commission in Section 4(i) of
the Act, 47 U.S.C. 154(i), to adopt orders
and regulations to achieve those goals.
Those powers would be sufficient to
enable us to adopt the access charge
rules we are adopting in this Report and
Order apart from the powers conferred
by Sections 201(a) and 205.*

53. We believe that the procedures for
computing access charges that we are
prescribing in this phase of this
proceeding are “just and reasonable” or
“just, fair and reasonable" for purposes
of Section 205{a). Several comments that
were filed in response to the Second
Supplemental Notice urged us to
consider the then recent decision in MCI

”»

*That conclusion is reinforced by the
observations in a December 17, 1881 MCI filing.
That filing was styled us a complaint, but could not
be processed as & complaint because it was not
directed at any existing tariff. We accordingly
decided to incorporate that document as a comment
in the access charge phase of this docket. See
Extension of ENFIA Agreement, 90 PCC 2d 6, # n.3
(1962) review pending sub nom. MCI
Telecommunications Corporation v. FCC, D.C. Cir,
No. 82-1583, That MCl filing argued that “local
exchange service™ provided to business customers
with PBXs, foreign axchange customers, WATS
extension customers, Federal Telophone System
customers, value-added curriers, domestic record
carriers, international record carriers, time sharers
and CCSA customers, was functionally Identical to
“local exchunge service™ provided to MCL MCl1
requested that the Commission issue an order
requiring that unlawful discrimination promptly be
eliminated. As & result of this Report and Order,
any discrimination among interstate sérvices will be
eliminated.

* In Nader v. FCC, supro, the Court observed (520
F, 2d at 203): The discretion that must be afforded
the Commission in the exercise of its ratemaking
power is enhanced by Section 4(i) of the
Communications Act, 47 U.S,.C. 154(1) (1670), which
gives the Commission the power 1o issue such
arders, not inconsistent with this chapter, as may be
necessary in the execution of its fuactions.

Telecommunications Corp. v. FCC, 827
F. 2d 322 (D.C. Cir. 1980}, in deciding
how to proceed in prescribing new
access service compensation
arrangements. That court concluded that
a Section 205{a} just and reasonable
warranty does not require absolute
certainty and precision. After noting
that WATS tariffs had remained in
effect for several years after this
Commission concluded that AT&T had
failed to demonstrate that existing
tariffs are just and reasonable, that
Court declared (id. at 340):

[The Communications Act] assumes that
rales will be finally decided within &
reasonable time encompassing months,
occasionally a year or two, but not several
years or a decade. The standard of “just and
reasonable” rates Is subverted when the
delay continues for several years. Rate
making theories may change: new
information may become relevant: one
proceeding may have to take sccount of
another. But there must be some reasonably
prompt decisionmaking point at which the
FCC says: "To the best of our knowledge and
experiise at this time, the rates are just and
reasonable. Perfect, perhaps not, but just and
reasonable, yes.” That is all the statute
requires.

54. Thus, a prescribed rate is just and
reasonable for purposes of Section
205(a) if it represents the best
approximation of a rate that satisfies all
statutory requirements that this
Commission is capable of devising
within a reasonable period of time. We
proceeded on that assumption when we
adopted an Interim Cost Allocation
Manual for AT&T services that we
described as "far from perfect."” Amer.
Tels. and Tele, Co., supra, 84 FCC 2d at
411. The Court of Appeals for the
District of Columbia Circuit affirmed
that exercise of our Section 205
prescription pawers. MCJ
Telecommunications Corp. v. FCC
(ICAM), supra.

55. The rules we are adopting in this
order are designed in part as a
replacement for ICAM allocations of
exchange and certain interexchange
plant costs. We believe that these rules
represent a significant further
improvement. In light of the Court of
Appeals interpretation of the Section
205(a) warranty requirement, we can
and do warrant that the rules for the
computation of access charges and the
allocation of access charge revenues
that we are prescribing are “just and
reasonable,” *

" Our decision to adopt the ICAM at that time
was based in part upon our desire to comply with
the Court of Appeals schedule for the resolution of
some questions relating to WATS tariffs, Similar
considerations have caused us to conclude that we
should not defer the adoption of nccess charge rules
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C. Effect of Dual Regulation Upon
Commission Powers

56. A number of participants have
asserted that this Commission cannot
prescribe particular types of access
charges or cannot prescribe access
charges at this particular time because
such actions would intrude upon the
jurisdiction or prerogatives of state
regulatory commissions. One participant
has even asserted that this Commission
cannot prescribe interstate access
charges of any kind because such power
is vested in the state commissions.*

57. We believe the latter claim reflects
a misconception with respect to the
nature of jurisdiction to regulate
interstate commerce. Any action of this
Commission that establishes or
prescribes charges for the origination
and termination of interstate services
cannot appropriately be described as a
“preemption" of state regulation
because such charges are appropriately
within the federal jurisdiction, not state
jurisdiction. Federal rate regulation
began with the enactment of the
Interstate Commerce Act in 1887. The
creation of a federal commission to
regulate interstate rail rates was
prompted in part by the Supreme Court
decision in Wabash, St. Louis & Pacific
Railway Co. v. lllinois, 118 U.S. 557
(1886}, that held that state legislatures
and state commissions cannot regulate
rates for interstate railroad shipments
because such regulation is precluded by
the Commerce Clause of the United
States Constitution. The Interstate
Commerce Act filled the gap in railroad
regulation that was created by the
Wabash decision. That Act was
amended in 1910 to fill a similar gap in
telecommunications regulation. The
Communications Act of 1934 transferred
jurisdiction to regulate interstate and
foreign telecommunications rates from
the Interstate Commerce Commission to
this Commission.

58, The origination or termination of
an interstate communication, including
the use of a local loop between an end
user's home or office and a local switch
of a local exchange carrier, is
necessarily a part of an interstate

in order to achieve further refinements. The MF]
will cause the filing of BOC access charge tariffs
that will become effective on the day of divestiture
unless we refect or suspend the tariffs. The public
interest would not be served if we allowed BOC
access charge tariffs to become effective and

communication.* It is as much “in
commerce” as the interexchange trunk
that actually crosses a state line. If the
Wabash principle is still applicable, the
states would not acquire jurisdiction to
regulate rates for such interstate access
even if this Commission were abolished.
59, The Supreme Court's decision in
Smith v. lllinois Bell, supra, supports
this view of federal jurisdiction. In
Smith the Court considered the validity
of a state public utility commission
prescription of telephone rates based on
evidence that made no distinction
between the interstate and intrastate
uses of jointly used telephone property.
The telephone companies and the
regulators had been using a “board-to-
board"” separations methodology to
determine toll and local exchange rates.
The toll rates reflected transmission
costs from one long distance
switchboard to another. All the costs we
have described as NTS and some of the
traffic sensitive exchange plant costs
were reflected in local exchange service
rates. The Supreme Court concluded
that the board-to-board method was
improper. The Court said (/d. at 148):
The separation of the intrastate and
interstate property, revenues and expenses of
the company is important not simply as a
theoretical allocation to two branches of the
business. It is essential to the appropriate
recognition of the competent governmental
authority in each field of regulation.

60. We reject claims in some
comments that the Smith decision in
some way ﬁrecludea this Commission
from establishing any flat rates for
interstate access.® The Supreme Court
did not purport to determine whether
state or federal commissions should
mandate flat or usage rates or some
combination of flat and usage rates for
exchange or toll services. Such rate
structure questions were not presented
in that case and were not discussed in
the opinion. The Court merely attempted
to ensure that state or federal regulators
do not exceed the limits of their
respective powers when they determine
economic and social policy questions
that have been entrusted to their
judgment,

61. The decision to exclude interstate
access from local rates could have been
implemented by including the interstate
access costs in flat or usage rates
regulated by federal regulators without
violating any express or implicit
directive in the Smith opinion. AT&T

implemented a significantly different methodology a
few months later. Wo have decided that we should
act now in order o establish Commission access
charge rules that can be implemented at the
beginning of 1684,

“ District of Columbia Public Service
Commission, pp. 2-4.

M Soe, e.g.. New York Telephone v. FCC, 631 F. 2d
1059 {2d Cir, 1980).

* Soe Kansas Corporation Commission, p. 8
California Public Utilities Commission, p. 3;
Haviland Telephone Co., p. 6 NARUC Reply, p. 8
Roseville Reply, p. 4.

made the decision to recover the
interstate exchange plant costs on a
usage basis when it recomputed its
interstate investment and expenses in
1943 to reflect some exchange plant
costs in interstate MTS rates. It had
always imposed distance-weighted
usage charges upon MTS customers and
did not change the pre-existing rate
structure when some NTS costs were
added to the MTS costs. The NTS
exchange plant costs represented a
relatively small part of interstate MTS
costs at that time. Changes in relative
costs and separations allocations during
the intervening years have caused NTS
costs to become a very significant part
of MTS costs. No opinion of this
Commission prior to the Fourth
Supplemental Notice discusses legal,
economic or policy implications of
recovering the NTS portion of MTS costs
through flat or usage charges. Thus, the
inclusion of flat charges in an access
charge plan does not conflict with
precedent. It merely alters a carrier-
initiated practice that appears to be the
product of historical accident.

62. We accordingly conclude that this
Commission's discretion to establish flat
or usage charges or some combination of
flat and usage charges for interstate
access is not inconsistent with past
court or Commission decisions.

63, Some comments have expressed
the view that we are required to consult
with state regulators though the Joint
Board mechanism before we make any
final decision to adopt an access charge
plan.® We received extensive comments
with respect to the appropriate role of a
Joint Board in response to the First
Supplemental Notice. We concluded in
the Second Supplemental Notice that a
Joint Board referral of questions with
respect to interstate rates and the
apportionment of interstate costs among
interstate services would not be
necessary or desirable. 77 FCC 2d at 236.

64. Most who claim that a Joint Board
must or should be consulted claim that
interstate access charges will affect
jurisdictional separations.*” Section

% See Kansas Corporation Commission Staff. pp.
1-2; Michigan Action Group, p. 8 NARUC, p. 4;
Missouri Public Service Commission Staff, pp, 2-3;
Michigan Public Service Commission, p. 4
California Public Utility Commission, p. 3; Rural
Telephone Coalition, pp. 43-48; REA, p. 22 Haviland
Telephone Co., p. 5 Utah Public Service
Commission, p. 2 Ketchikan Public Utilities, pp. 3,
10; Rural Coalition Reply, p. 41; NARUC Reply, pp.
8-9.

¥ We are using the term “separations” to describe
the process of apportioning investment and expense
between the interstate and Intrastate jurisdictions.
We are not using the term "“separations™ to describe
the divisions/settlements process that is described
in the Second Supplemental Notice. Id. at 226-228.
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410{c) of the Communications Act, 47
U.S.C. 410(c), requires that this —
Commission cbtain an Initial Decision of
a Joint Board composed of three federal
and four state commissioners before we
adopt any change in separations rules.

65. The Missouri Public Service
Commission Staff claims a Joint Board
referral is mandatory because the
implementation of access charges will
affect the results that are produced by
any separations formula. We do not
believe Section 410(c) requires any Joint
Board consideration of decisions that
merely indirectly affect separations
results. Every rate decision by this
Commission or any state commission
has some effect upon separations
results. The regulatory processes would
be paralyzed if consultation were
required before a state or federal
commission adopted any decision that
affects separations results.

66. Most participants who say that
interstate access charge questions
should be referred to a Joint Board
contend that the adoption of access
charges rules will affect the final
decision in the pending Docket 80-286
proceeding to reexamine separations
rules for the apportionment of exchange
plant. NARUC and the Rural Telephone
Coalition even assert that the outcome
of that proceeding will be
“foreordained" by any decision to adopt
rules for the computation of interstate
access charges. See NARUC Reply, p. 9.

67. Such fears are unfounded. We
have, of course, asked the Joint Board to
consider consistency with access
charges in formulating its
recommendations for separations
changes. Amendment of Part 67 of the
Commission’s Rules, 78 FCC 2d 837, 845
(1980).** We have also necessarily made
some assumptions with respect to the
likely outcome of the pending
separations proceeding in order to
devise access charge rules that can be
implemented in 1984. These actions
should not be interpreted as a final
decision upon the part of this
Commission with respect to questions in
Docket No. 80-286 and should not be
interpreted as inhibiting the discretion
of the Joint Board in formulating its
recommendations. If the final decision in
that proceeding departs from our current
assumptions in a manner that requires a
revision of the access charge rules, we
will, of course, revise the rules we are
adopting in this Report and Order.

68. Some participants have
recommended that we either refer
access charge questions to the Docket

= Part 11l of the Joint Board Onder discusses
possible separations changes to achieve consistency

with accesa

80-286 Joint Board or defer action on
access charges until we make a final
decision with respect o separations
changes in order to avoid the possibility
that access charge rules may have to be
revised to fit unanticipated separations
changes. We have concluded that such a
course would not be desirable under the
present circumstances because a delay
of a few months in the adoption of
access charges would not allow
sufficient lead time to enable carriers to
prepare access charge tariffs that can be
filed on or before October 3. If BOC
access charges that are not based upon
these rules become effective at the
beginning of 1884 and radically different
charges were substituted a few months
later, we could expect considerable
confusion and disruption. Such a
scenario would be likely to create far
greater problems than any changes that
might be required to adapt access
charges to fit unanticipated separations
changes.*

69. Some participants have suggested
that we refer access charge questions to
a Joint Board because they hope that
such a proceeding would produce a
consensus among all regulators that
would enable carriers to compute
interstate and intrastate access charges
in the same manner, It appears doubtful
that such a consensus would emerge
within a short period of time. Some
participants have proposed alternative
methods to achieve unified access
charges. SBS has proposed that we
preempt stale regulation of intrastate
access charges and others have
suggested that we délegate
responsibility for interstate access
charges to the state commissions. We
rejected somewhat similar suggestions
when we adopted the Second
Supplemental Notice. 77 FCC 2d at 232.

70. Unified access charges
conceivably might be achieved without
new legislation by assigning 100% of the
exchange plant investment and related
expenses to one jurisdiction or the other.
Such a change in jurisdictional
separations would, of course, have to be
considered by a Joint Board in the first
instance. The Joint Board has recently
invited comments with respect to the
legality and desirability of a 100%

™ Access charges must be filed on October 3,
1983, to provide « full 80 days notice before a
January 1, 1984 effective date.

*\Many decisions that effect the computation of
access charges will, of course, be made In the
separations proceeding. For example, the size of the
Universal Service Pund, the characteristics of
participating exchange carriers, and the formuls
that Indirectly determines Fund distributions to
particular local exchange carriers wiil be
determined in Docket 80-280 after an Initial
Decision of that Joint Board.

assignment of NTS costs in Docket 80-
286. See para. 13, supra.

71. We believe there is reason to hope
that a considerable degree of uniformity
will in fact emerge even though this
Report and Order does not require that
state commissions follow this
Commission's approach to charging for
access. The same considerations that
have led us to conclude that our plan is
an appropriate strategy for reducing
discrimination may lead many state
commissions o reach similar
conclusions. Moreover, all commissions
will necessarily recognize that
administrative efficiency is served when
a single approach to structuring access
charges for long distance use of local
plant is adopted. State commissions that
do not choose to recover all costs in
precisely the same way will
undoubtedly find many of our
methodologies helpful. State
commissions will also have an incentive
to adopt end user charges because
failure to adopt a similar approach to
the recovery of non-traffic sensitive
costs assigned to state toll would
increase toll rate disparity.™

72. Our access charge plan for NTS
plant is based upon the following four
principles. First, it is important to move
towards collecting these costs from
customers rather than carriers and on a
flat rather than on a usage sensitive
basis. Second, it is important to
accomplish the transition to flat rates in
a smooth and measured way. Third, it is
vital to ensure that the plan does not
threaten the universal character of
telephone service. Fourth, the plan
should provide for sufficient flexibility
so that telephone companies serving
dramatically different service areas can
adopt transitional approaches that best
serve their unique areas.

73. While the precise timing and
mechanics of our access charge plan are
based upon the interstate
telecommunications market, we believe
that these same four principles can
serve as the basis for appropriate and
acceptable state access charge plans.
Obviously, the precise minima, maxima
and transition periods would reflect not
only unique state usage characteristics
but also the level of NTS assignment to
state toll service. We stand ready to
provide technical or other assistance to

*Toll rate disparity describes the condition that
occyrs when, because of different ratemaking
philosophies adopted by the federal and state
jurisdictions and other factors, a call of given
duration is priced at different levels depending upon
whether it is intrastate or interstate. Toll rate
disparity sometimes results in & price for a call toa
city In the same state that is much highor than the
price for a call to & more distant city in another
state.
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state commissions that wish to integrate
their access charge plans with the
interstate approach. This integration
would also be appropriate, technically
feasible and reasonable with respect to
traffic sensitive plant.

D. Effect of Section 1 Upon Commission
Discretion

74. Although we are establishing rules
for the computation of interstate access
charges in order to remedy
discrimination and preferences that
violate Section 202(a) of the
Communications Act, we are also
required to consider other policies in
designing an appropriate remedy. A
variety of different methods could be
used to produce access charges that do
not result in unreasonable
discrimination or undue preferences, We
must be guided by Congressional goals
expressed in Section 1 of the Act, 47
U.S.C. 151, in choosing among such
methods. We observed in the First
Supplemental Notice that “[a]ll
provisions of the Act must be read in the
light of that statement of purpose.” 73
FCC 2d at 230.

75, Section 1 provides in relevant part:

For the purpose of regulating interstate and
foreign commerce in communications by wire
and radio so as to make available, so far as
possible, to all people of the United States a
rapid, efficient, Nation-wide, and world-wide
wire and radio communication service with
adequate facilities at reasonable charges, for
the purpose of the national defense, for the
purpose of promoting safety of life and
property through the use of wire and radio
communication, * * * there is hereby created
a commiwsaion to be known as the “Federal
Communications Commission,” * * * which
:}:niull:xewh and enforce the provisions of

8 Act. -

76. The First Supplemental Notice
said (73 FCC 2d at 230):

The reference to the rapidity and efficiency
of service and the adequacy of facilities
obviously means that Congress wanted to
maintain and enhance the quality of
communications services. The reference to
reasonable charges demonstrates that
Congress was also concerned with the level
of rates and ted this Commission to
follow policies which would minimize the
cost of communications services to ultimate
users, This concern with the cost and quality
of service demonstrates that economic
efficiency is one of the goals of the Act.

77. An efficient communication
service could also be defined in a
narrower sense as efficient utilization of
a network that enables a carrier to
provide service at the lowest possible
unit cost. Customer choices that affect
the utilization of a network are
necessarily influenced by the rate
structure. Therefore, the creation of
customer incentives that will promote

efficient network utilization necessarily
must be one of the objectives of any rate
structure proceeding.

78. The bypass phenomenon that we
discussed in the Fourth Supplemental
Notice can be viewed as a network
utilization problem. Diversion of traffic
to bypass facilities that are in fact more
costly than the access facilities provided
by the local exchange telephone
companies obviously would not promote
efficient utilization of
telecommunications facilities. Therefore,
we concluded that discouraging
uneconomic bypass must be one of the
criteria for the design of an access plan.

78. The Fourth Supplemental Notice
identified a fourth objective in addition
to eliminating discrimination or
preferences, promoting efficient network
utilization generally, and discouraging
uneconomic bypass. We said that an
access charge plan should be designed
to "limit any substantial setback in the
availability of telephone service" (90
FCC 2d at 147) and noted that some
options could produce “an increase in
the price of access to the public '
network, and a possible reduction in the
subscriber base.” /d. at 140,

80. Most participants who filed
comments in response to the Fourth
Supplemental Notice apparently agree
that encouraging persons to subscribe to
local exchange service must be one of
the objectives of this proceeding. This is
usually described as the "universal
service" objective or goal. The term
“universal service" has rarely been
defined. Most participants apparently
agree that “universal service” has
existed on a nationwide basis for
several years. In the context of this
proceeding a “universal service
objective” means avoiding actions that
would cause a significant number of
local exchange service subscribers to
cancel that service.

81. Although interstate access charges
will not have any effect upon local
exchange service rates, a customer’s
decision to subscribe to local exchange
service will necessarily be affected by
the combined fixed charges that a
customer must pay to access all services
from a terminal in his own home or
place of business. One could not
describe every increase in fixed charges
subscribers must pay for local,
intrastate toll and interstate access as
conflicting with a universal service
objective. Such a conflict would arise
only if the magnitude and timing of any
increase in the fixed charges were
sufficient to cause a significant number
of subscribers to cancel service.”

* Appendix G of this Report and Order describes
and discusses past studies of the effect of rate

82. Although most participants
apparently agree that universal service
is one of the goals of the Act, MCI has
questioned the existence of such a
statutory goal. Comments, p. 5, Reply,
pp. 5-8. The term “universal service"
does not appear in the Communications
Act and the existence of a universal
service goal may hot be self-evident
from the language Congress used to
describe its purposes in Section 1.

83. The First Supplemental Notice
noted that making service “available
* * * to all the people of the United
States * * * at reasonable charges”
could mean that “Congress wanted to
create conditions in which such
services, or some of them, are
‘affordable’ to all.” 73 FCC 2d at 231. We
also said: “While this may be a credible
interpretation of Section 1, it does not
appear to be the only possible
interpretation.” /d. We have now
concluded that the “available * * * to
all” language does contemplate that
telephone exchange service should be
made available at reasonable rates.
Such a universal service goal should
also be inferred from the Congressional
declaration that “promoting safety of life
and property through the use of wire
and radio communication” is one of the
purposes of the Act. A subsaription to
local exchange service can be useful for
safety purposes,

84. Many of the participants have
argued that the relative universality of
service affects the value of a
telecommunications service for all users
of a service. If some persons elected to
cancel local exchange service, other
customers would not be able to place
local or long distance calls to those
persons. Even if economic efficiency
were the sole goal of the Act, a
diminution of universal service might
reduce economic efficiency in a broader
sense, A

85. In addition to those four
objectives, we necessarily must consider
the competitive effects of alternative
rate structures, We concluded in the
Third Supplemental Notice that a
competitive interexchange market
structure will further the goals of the
Communications Act. If identical access
services were offered to all competing
interexchange carriers, we could assume
that cost-based access charges will lead
to an optimal interexchange market
structure. This is not the case today and
it will not be possible to remedy all
inequalities in access service offerings
before the initial access charges become
effective. Therefore, preserving an

Increases upon demand for local exchange
telephone service.
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opportunity for fair competition during &
transition period must also be viewed as
an objective that will further the goals of
the Act.

86. The relative priorities that should
be afforded goals or factors that can be
inferred from Section 1 is an open
question. The priorities question was
also discussed in the First Supplemental
Notice. Paragraph 24 said (73 FCC 2d at
231):

Some comments have suggested that we
establish relative priorities in this
Supplemental Notice which will be observed
if some of the explicit or implicit goals of the
Act conflict. It would be unwise to assign any
priorities at this time. It seems unlikely that
Congress intended to give priority to any

goal under all conceivable
circumstances, A public interest
determination is necessarily a balancing
process which requires the exercise of
judgment, and different goals may take
precedence depending on the facts of each
case, Therefore, we shall wait until the facts
have been developed in the record before we
attempt to set priorities for goals in this case,

87. Although those observations
related primarily to the entry policy
question and a Section 214 public
interest determination, we believe that a
similar balancing process is required
when we exercise our Section 201(a)
power to establish through rate '
divisions or our Section 205 or Section
4(i) powers to prescribe steps in the
computation of a charge.

88. An ideal access charge plan would
eliminate all discrimination or
preferences within or among services,
create incentives for the most efficient
utilization of all telecommunications
facilities, discourage all uneconomic
bypass, ensure that no local exchange
service subscriber cancels that service,
and establish full and fair competition in
the in services market, All
of those objectives could not be fully
accomplished simultaneously and
immediately even if we had perfect
knowledge, Therefore, we necessarily
must exercise judgment and discretion
in devising an access charge plan that
takes all of those objectives into
account. :

89. Neither the language of the Act nor
past court or Commission opinions
preclude this Commission from striking
a reasonable balance. On the contrary,
Congress undoubtedly anticipated that
an exercise of t would be
required when be required when it
declared that it was creating this
Commission in order to achieve multiple
purposes “so far as possible.” Congress
conferred broad discretion upon this
Commission in order to enable us to
fulfill that mandate.

I11. Guidelines for Recovery of NTS
Costs

A. Alternative Strategies For Reducing
Discrimination

90, Exchange plant that an end user or
subscriber would need in order to use
any local or long distance service is
often described as non-traffic sensitive
or NTS plant because the cost of
providing such equipment does not vary
with usage. NTS encompasses all
equipment that a subscriber would need
to access the local exchange switch
including terminals and other customer
premises equipment; the protection
block and wire and the line or loop
between the customer’s premises and a
local exchange switch or a manual
switchboard.

91. A portion of a local dial switch is
also classified as non-traffic sensitive
plant for separations purposes in order
to segregate costs of terminating a line
in the switch from the costs of
switching. We proposed to include such
costs in a non-traffic sensitive element
in the tentative plan described in the
Second Supplemental Notice. We
subsequently asked a Joint Board to
reexamine the classification of local dial
switching equipment.® Inasmuch as that
proceeding may produce new
classifications we have decided that it
would not be appropriate to include any
local dial switching equipment in &n
NTS access plan at this time.

92. In order to achieve parity between
interstate and international services that
use the same subscriber line that is used
for local exchange service and other
services that are close substitutes for
such services, an NTS plan must include
comparable facilities that are used by
such substitute services. Therefore, for
purposes of this Report and Order NTS
also includes portions of various lines
on the customer's side of the class 5 or
“end office” that are dedicated to a
particular service. These include a
WATS access line, an FX or CCSA
“closed end" line, or a "“private line"
terminating in a PBX or other customer
premises equipment that may be used
for local exchange service. Our NTS
plan does not encompass customer side
dedicated lines that do not terminate in
such equipment.

93. In the Second Supplemental Notice
we presented a tentative plan to achieve
parity among such services by
apportioning the total NTS costs among
four service categories—MTS/WATS,
FX-CCSA Open End, OCC-ENFIA and
Private Line—on the basis of relative
use. This would have represented a

B Amendment of Part 67 of the Commission’s
Rules, supra, 78 FCC 2d at 842

substantial departure from the cost
apportionment that is presently used to
compute private line rates. The
Separations Manual has generally -
assigned the entire cost of facilities that
are used exclusively for interstate
service to the interstate jurisdiction and
has usually apportioned the cost of
facilities used jointly for interstate and
intrastate calling. A usage-based
formula has traditionally been used to
apportion jointly used NTS facilities
between the jurisdictions. For
ratemaking purposes all costs of AT&T
assigned to the interstate jurisdiction
are apportioned among interstate
service categories through the JCAM.™
The costs assigned by the JCAM to
griva!e line services are, in general,

ased upon the assignment of these
costs to the interstate jurisdiction. Thus,
the present rates for private line
services reflect the “directly assigned”
costs of private line loops. Inasmuch as
private line customers normally have
very high usage per line as compared to
MTS customers, a usage cost allocation
would produce a per line assigment to
private lines that is much higher than
the per line cost that is directly assigned
under the Separations Manual.

94. Many of the comments that were
filed in response to the Second
Supplemental Notice contended that it
would be unjust, inequitable and
unlawful o compel private line
customers to pay charges that are based
upon a cost assignment that exceeds the
actual cosl of the line they use. Many of
those comments also contended that a
usage assignment of such fixed costs
would be uneconomic because it would
discourage usage by pricing the facilities
in a manner that greatly exceeds the
actual costs of the private line loops.

95. Those arguments caused us lo
reexamine the assumption that
discrimination or preferences between
private line and MTS users could best be
corrected by assigning all NTS costs on
a usage basis. The ratemaking principles
advanced in those comments would
compel the conclusion that the existing
MTS rate structure is incorrect because
the usage rates for MTS allocate some
fixed costs on a usage basis, The same
arguments would support the conclusion
that the MTS rate structure compels
large MTS users to subsidize other MTS
users because a large user of that
service would pay NTS costs that
substantially exceed the cost of the NTS
facilities such a customer uses to make
MTS calls. That analysis also suggests

™ See footnote 6, supra. With some exceptions the
other telephone companies concur In AT&T s tariffs
for MTS, WATS and private line service,
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that the increasing use of private lines
for purposes that could be served by
MTS reflects an effort to avoid the
subsidy that is inherent in the MTS rate
structure and that private lines are being
used inefficiently to serve purposes that
from a network standpoint could be
accomplished more economically
through MTS.

96. The discrimination or preference
problem could not be solved by
maintaining the stalus quo. If one
assumes that all users of competing
services should pay per minute charges
for NTS, total equality could be
achieved by apportioning total NTS
costs among such services on the basis
of minutes of use. If one assumes that all
users of competing services should pay
per line charges, total equality could be
achieved by continuing to assign privale
line NTS costs on a direct assignment
basis and revising the MTS rate
structure to include a flat charge for
NTS and a reduced usage charge for the
other exchange and interexchange
facilities that are used to place an MTS
call. We described those alternatives as
“pure strategies” in the Fourth
Supplemental Notice because they
would produce equality on a per minute
or on a per line basis. For convenience,
we called the usage apportionment
described in the Secand Supplemental
Notice "Pure 1" and the per line
apportionment alternative “Pure 2."

97, Section 202(a) of the
Communications Act does not require
total equality of rates at all times or
under all circumstances. The Act
prohibits “unjust or unreasonahle”
discrimination, “undue or unreasonable”
preferences, and subjecting persons or
localities to an “undue or unreasonable
prejudice or disadvantage.” This
necessarily implies that departures from
total equality are permissible and may
be required to achieve Communications
Act goals other than the elimination of
discrimination or preferences. The
Fourth Supplemental Notice accordingly
invited comments upon “mixed”
strategies that might combine usage and
flat charges or usage and fixed cost
apportionments. We described two
examples of such “mixed sirategies” in
that Notice and invited interested
persons to suggest other alternatives,
The Notice called the two examples
“Mixed 1" and "Mixed 2" for
convenience. “Mixed 1 would have
allocated NTS costs between MTS/
WATS and private line service using
“equivalent lines." While the charge for
private line users would have been a flat
rate, each would be required to
participate in the “contribution™ to the
local revenue requirement embodied in

an interstate revenue requirement based
on the subscriber plant factor. The
“Mixed 2" strategy would have
continued charging for private line
services on a dedicated basis, but would
have imposed a new rate structure on
MTS. Under this plan, customers would
be charged a usage based rate for
recovery of NTS costs up to a cap. After
this point, no additional NTS
contribution would be required. Thus
there would be economically efficient
pricing for those calls made afler the cap
was reached.

88. Our decision to invite comments
on alternative plans was based on
developments that had occurred since
the adoption of the Second
Supplemental Notice and that suggested
that Pure 1 might not be feasible even if
we concluded that per minute equality
would be ideal. At the time we adopted
the Second Supplemental Notice we
assumed that a reapportionment of costs
among service categories would produce
a shift from telephone company private
line services to MTS that would enhance
efficient utilization of the telephone
companies network by discouraging the
use of service-dedicated lines for
purposes that could be served by the use
of lines that can be commonly used for
multiple services to multiple points. We
also assumed that the reallocation of
costs would produce a reduction in MTS
rates.

99. The comments that were filed in
this proceeding in 1980 did not dispute
those assumptions, but some of the 1981
comments in the Joint Board p
did. Several of those comments noted
that new technologies provide
alternatives to the use of any telephone
company loop for the origination or
termination of interexchange
telecommunications. Some asserted that
any change in rate structure that
increases telephone company private
line charges would cause private line
users to shift to such alternative
services. Some also asserted that the
access compensation that is reflected in
MTS rates must also be reduced in order
to avoid a shift to alternative technology
services that “bypass™ all telephone
company facilities.

100. The subsequent setilement of the
ATAT anti-trust case caused us to
conclude that bypass may be an even
more imminent possibility than it
originally appeared to be. AT&T would

have a much greater capability to
provide bypass services on a large scale

than other entrants in interexchange
markets. AT&T would not have any
incentive to do so as long as it retained
a massive investment in local e
facilities. The divestiture of all of its

local exchange facilities would remove
that inhibition.

101. The selection of a cost
apportionment method necessarily
affects the decision to prescribe end
user or carrier’s carrier access charges
or some combination of such charges.
Although some access charge options
might be implemented through any of
those methods, the Pure 2 altemnative
necessarily requires flat rates that are
assessed upon end users in order to
ensure that each end user pays the fixed
costs that are attributable to NTS
facilities that are dedicated to that
particular user. Such a flat end user
charge also must be collected by the
exchange carrier because the subscriber
line that is used for MTS access can be
used for other interstate services
including open end WATS, FX and
CCSA originations and terminations and
switched services offered by carriers
that compete with AT&T interexchange
services. The Fourth Supplemental
Notice assumed that Pure 1 or Mixed 1
would be implemented through carrier’s
carrler access charges and Mixed 2
would be implemented through end user
charges.

102. Each of the plans received
support from at least some of the
participants who responded to the
Fourth Supplemental Notice. Several
states and small telephone companies
preferred the Pure 1 scheme. Mixed 1
received some support from commenting
parties. This approach was supported
(at least as an interim measure) by
several participants who were
convinced that a Pure 1 approach was
overly restrictive.® Participants
supporting this approach argued that
private line users should be expected to
contribute to the support of the
nationwide system. To some extent the
support for Mixed 1 appeared o be
based on the perception that this
approach represents a relatively small
deviation from the current rate structure.

108. Pure 2, or some variation of Pure
2, was supported by many of the
participants who filed comments in
response to the Fourth Supplemental
Notice. Most of the support for Mixed 2
came from those who saw it as the first
step toward a Pure 2 approach.
However, while the concept of a rate
structure combining a flat fee with a
usage-based charge to recover NTS
costs received considerable support, the
Mixed 2 scheme itsell was viewed by
most participants as unviable, Because
many customers make few or no calls in
any one period, and because the

* See, e.g.. Comments of Florida PSC, Michigun
PSC Staff, NARUC, Oregon PUC, Washington UTC.
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interstate jurisdiction is assigned NTS
cosls regardless of the actual use of
those facilities, both the charge per unit
of use and the cap would have had to be
so greal that the benefits of cost-based
pricing would have been denied to most
consumers, Thus, even those
participants supporting a rate structure
that combined a usage charge with a flat
fee were almost unanimous in
recommending that each end user be
assessed some flat fee for access to the
network regardless of his actual usage.

104. We have decided that none of the
access charge options presented in our
Fourth Supplemental Notice is entirely
satisfactory. The access charge plan that
we are adopting herein is more complex,
and we believe it fair to say more
sophisticated, than any of these options.
Our new plan, however, incorporates
elements of the options in the Fourth
Supplemental Notice and reflects the
ideas and suggestions expressed in
many of the comments.

105. The pure strategies that were
discussed in the Fourth Supplemental
Notice do have the advantage of
providing for a uniform rate structure for
MTS and WATS service on the one
hand, and private line services on the
other. This is an important advantage
because we have found that it is
virtually impossible to eliminate
discrimination among services while
maintaining the current MTS/WATS
structure and encouraging cost-based
rates for other services. We have
attempted for many years to eliminate
unreasonable discrimination among
private line, WATS, and MTS services.
These attempts have imposed heavy
burdens on users, carriers, and on the
Commission, but have achieved, at best,
mixed results, We conclude that the
costs associated with the nontraffic
sensitive plant used to provide these
services must ultimately be recovered
through charges based on the same rate
structure.

106. These NTS facilities are
essentially identical regardless of the
service with which they are associated.
Specifically, all of these facilities
include access loops and associated
wire and CPE that are dedicated to
particular customers and allocated to
the interstate jurisdiction. We have
found in Part IL B, supra, that the rate
structures for recovering the costs of
these similar facilities are very different
and result in unlawful discrimination.
Only by charging for these facilities on a
similar basis can the problems of
discrimination be resolved.

107. Although the Pure 1 approach
would have the advantage of charging
all facilities on the same basis, we must
reject the Pure 1 option. Comments by

numerous participants have convinced
us that bypass is an actual threat and
g;eaent danger.* For this reason, and

cause of the dynamic economic
distortions that Pure 1 would impose on
the U.S. economy, we find Pure 1 to be
an unacceptable solution.*”

108. In the Fourth Supplemental
Notice, we asked whether large users
were likely to abandon the network if
they were forced to pay prices equal to
those paid by MTS users (the Pure 1
approach). Numerous comments
indicated that bypass is real. Even with
today’s rate structure, which allows
many large users to escape paying the
full MTS rate through use of private line
or other services, many large
corporations and state, local, and
federal governments are planning or
using facilities that bypass the local
loop. Newly available technologies such
as digital termination service (DTS) and
cellular radio provide valuable new
services in their own right, but may also
be used to provide uneconomic bypass if
access pricing continues to diverge from
cost. Alternative means of resolving
unlawful discrimination among services
(such as the plan proposed in the
Second Supplemental Notice) would
encourage still more bypass,

109, Because users have alternatives
to the traditional telephone network, it
is increasingly difficult to force heavy
users to pay rates that greatly exceed
their costs. Such users would abandon
the network, leaving the small
consumers who have fewer options with
the full costs of the network. Indeed,
attempts to overrecover cost from those
groups most able to escape these
charges may backfire and result in
h;fle‘rior service to large and small users
alike. :

110. Many participants responded to
our expressed concern with the effects
of uneconomic bypass by suggesting
that we use our powers under Section
214 of the Communications Act, 47
U.S.C. 214, to deny authorizations to
construct facilities that would bypass
local telephone company facilities.*® We

™ Sea, 0.4, comments of Aeronautical Radio, Incs
American Petroleum Institute; Association of Data
Communications Users: AT&T and BOCs; Centel;
Executive of the United States; Florida
PSC; IBM; Ketchikan Public Utilities; Nevada PSC;
NTIA; Pennsylvania PSC; Rochester Telephone;
SBS: Southern New England Tel (SNET): Southern
Pacific Communications (SPC}; United Telephone
System, Inc.; USITA: Western Union.

" Such distortions include the misdirection of
investment and industry from paths that make the
most productive use of communications to paths
that respond to non-cost related communication
pricing. For example, the development of computer
and related technologies could be inhibited by such
a rate structure,

* See, 0.8. NARUC and Rural Telephone
Coalition comments.

reject that suggestion. We noted in the
Fourth Supplemental Notice that a flat
prohibition of bypass services would not
be desirable because bypass services
can serve functions that are not
adequately served by existing telephone
company services, We also noted that
overpricing of telephone company
gervices could lead to the substitution of
bypass services that may in fact be
more costly to provide than telephone
company services that could serve the
same purpose. We eoncluded that
access charges should accordingly be
designed to avoid this “uneconomic
bypass" and invited interested persons
to comment upon the compatibility of
various pure or mixed NTS access plans
with that objective.

111. We continue to adhere to this
view. Development of bypass
technology provides a competitive spur
to ensure that the telephone system
offers the type of service that is in
demand and is technologically feasible.
In many cases it may be appropriate to
use some service other than the
traditional wireline carrier. We are
simply not in a position to determine
what constitutes an uneconomic
“bypass" service and what is a wholly
new service that will attract a new set
of users and enhance the ability of all
users to make full use of
telecommunications service-potential.
For example, some comments assert that
cellular services constitute a bypass
technology. We have concluded,
however, that cellular radio is a distinct
service that serves distinct needs and
that cellular service could be
complementary to existing wireline
service. Indeed, a given technology may
be the efficient means of providing
service to certain groups yet constitute
uneconomic bypass for other services or

groups.

112, In addition to the bypass
problem, long run reliance upon usage-
based prices for the recovery of fixed-
costs will distort economy-wide
investment decisions, artificially restrict
calling patterns, and may jeopardize the
competitive position the U.S. now holds
in the world marketplace. In comments
filed in response to the Fourth
Supplemental Notice, NTIA has
estimated that non-cost based pricing
results in a $1.7 billion annual consumer
loss due to repression of calls that
would have been made at rates equal to
cost. While we have some questions
concerning the methodology used in this
study, we find the prospect of losses of
such a magnitude to be deeply
disturbing.*®

% in an independent study, James Griffin
estimates this loss (Including the loss due to
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113. Cost-based rates provide correct
signals to the marketplace. Both
investors and consumers are certain to
respond to such cost-based rates by
redirecting their behavior in ways that
redound to the benefit of the U.S.
economy. In the short run, substantial
growth in toll calling could be expected
as consumers make better use of the
network. In the long run, technologies
that make more intensive use of the
telecommunications system will create
even larger benefits. In an economy
increasingly dependent upon
information and communications, the
dynamic losses caused by investment
misdirection can no longer be afforded.

114. Arguments against the Mixed 1
option were similar to those leveled
egainst Pure 1. As with the Pure 1
approach, rates for private line users
would be substantially increased. As
with Pure 1, it was argued that such
substantial rate increases would result
in bypass and in economic inefficiency.
Several of these participants also argued
that the means by which the
contribution would have been allocated
between private line and message
services under Mixed 1 was arbitrary. *

115, We are persuaded that either the
Pure 1 or Mixed 1 approaches would
result in rates that are unrelated to costs
for an important class of users and that
any subsidy that could be collected from
these rates would be shortlived. As
users who are best served by the
telephone network found lower priced
(though higher cost) alternatives, society
as a whole would be the loser and the
public interest would be disserved.

118, The Mixed 2 plan would
eliminate much of the diserimination
between private line and message
services through use of a ceiling rate,
Telephone subscribers who nfake no use
of the interstate network, however,
would continue to pay nothing.
Supporters of the Mixed 2 approach
argued that this approach would resolve
the bypass threat by greatly reducing
the total bill paid by any large user,
while continuing to allow small users

Intrastate MTS pricing) as $1.5 billion annoally. See
Jumes M. Geiffin, “The Welfare implication of
Externulities and Price Elasticities for
Telecommunication Pricing.” Review of Ecanomics
ond Statistics, February 1882, pp. 56-86. Certain
assumptions underlying the results of this study are
Guestionable or unclear. Nevertheless, while this
Commission has been unable fully to corroborate
entimates of damage, the evidence that significant
harm results from current pricing structures seems
llrong.

“ See, o.g. Comments of Ad Hoc
Telecommunications Users; Aeronautical Radio,
Inc; AT&T/BOCs; First Data Resources; GTE: IBM;
Kansas Public Service Commission; NTIA;
Pennsylvania PUC.

and non-users to pay very :i't;!’e or 4
nothing, maintaining univel service.*

117. We are convinced, however, that
the Mixed 2 proposal, as described in
the Fourth Supplemental Notice, is
unworkable. The distribution of
interstate calls by subscribers is highly
skewed. A substantial portion of total
callers make no calls in any given
month. Under the Mixed 2 approach,
such users would pay nothing. Heavy
users are currently a small fraction of
total users, but make a large majority of
total calls. Such users would be
protected by the maximum charge. The
Mixed 2 approach, however, does not
alter total revenue requirements. The
costs allocated to the interstate
jurisdiction are unlikely to fall as a
result of the Mixed 2 approach. To
recover revenue requirements, access
tariffs would have to levy heavy usage
charges on moderate users. These
charges could be far in excess of the
current payments, This approach could
result in an inefficient and undesirable
increase in the number of subscribers
who make no interstate calls. As a
result, telephone companies could find
themselves unable to devise charges to
meet their authorized revenue
requirements. For these reasons, we
conclude that the Mixed 2 approach is
inappropriate.

118. Proponents of the Pure 2
approach * argue that Pure 2
corresponds with econamic cost
causation and that only the Pure 2
approach can eliminate bypass,
encourage efficient use of the national
telecommunications network, and be
sustained in a competitive environment.
Pure 2 would also resolve the
discrimination between private line and
message service, a fundamental
objective of this proceeding. It would do
so by charging all users in the same
way. Only costs that vary on a usage
basis would be recovered on a usage
basis. Costs imposed on a non-usage
basis would be recovered on a non-
usage basis.

119. The majority of those commenting
supported the Pure 2 option for thg same
reasons they found both the Pure 1 and
Mixed 1 schemes objectionable.* They

Y See, e.g., Comments of Rural Electrification
Administration, Virginia Corporation Commission.

“ Proponents of the Pure 2 approach include
ABC/CBS/NBC; Ad Hoc TeleCommunications
Users Committee: Aeronautical Radio; Association

BOCs; Business Telecommunications Corporation;
Department of Justice (In reply comments}: First
Data Resources: GTE: IBM: MCE Rochester Tek
SNET; SPC; Tel. Systems Management Corp., ef o/
US Tel: USTS; Western Union.

“ATAT and many other telephone companies
that had supported the tentative plan (n their
comments filed In response to the Sacond

assert that the Pure 2 approach would
enhance network efficiency in at least
two ways. First, since under this plan
charges would reflect costs, they claim
that Pure 2 would eliminate uneconomic
bypass. Only these alternative
technologies that have real advantages
over the telephone network would
survive. Second, usage based rates
could fall substantially since such rates
would no longer recover NTS costs. As a
resalt, telephone users would no longer
artificially restrain their calling. Users
could weigh the price of a call against
the benefit that they would receive from
a call, and would make that call
whenever the value of the call is at least
equal to its cost. :

120. Opponents of the Pure 2
approach * make two arguments. First,
some contended that we could not
lawfully impose charges on end users,
Access charges, they argue, must be
paid from interstate carriers to exchange
carriers. In the alternative, some argued
that we could not impose charges on
subscribers who make no interstate
calls. Second, many argued that even if
we could impose such a charge we
should not. It was argued that Pure 2
would constitute a substantial step
away from universal service since many
users would be unable or unwilling to
pay the flat fee for interstate access.
Further, it was argued that the Pure 2
approach could lead to the loss of
nationwide rate averaging. These
drawbacks, it was felt, would be
particularly severe in high cost rural
areas. Some of these considerations
have led us to reject the Pure 2
approach.

121. We reject the notion that we
cannot impose a flat fee on subscribers,
or that a subscriber must make
interstate calls before a subscriber can
be assessed such a charge. A subscriber
who obtains a line to a local dial switch
or a manual switchboard necessarily
obtains access to interstate as well as
local services. The cost of that access
has traditionally been described as non-
traffic sensitive because such costs do
not vary with usage. A subscriber who
does not use the subscriber line to place
or receive calls imposes the same NTS
costs as a subscriber who does use the
line. A subscriber who does not make
local calls would normally pay a flat fee

Supplemental Notice, reversed their earller position
and agreed with heavy users that Pure 1 {s an
invitation to bypass.

“Those arguing against the Pure 2 approach
include the California PUC; Consumers Union, of al.;
Florida PSC: Haviland Telephone ef al; Michigan
PSC staff; NARUC; National Association of State
Utility Consumer advocates; North Dakota PSC;
Rural Electrification Administration: Washington
UTC: Wisconsin PSC.




10334

Federal Register / Vol. 48, No. 49 / Friday, March 11, 1983 | Rules and Regulations

for the exchange portion of such costs.
Imposing a flat charge for the interstate
portion of those costs is equally
reasonable. Any other procedure
violates the general principle that costs
ghould be recovered from the cost-
causative ratepayer whenever it is
possible to do so0.*

122. We find more merit, however, in
the second point raised by the
opponents of Pure 2. We cannot ignore
the problems which the implementation
of Pure 2, especially its implementation
on an immediate basis, would have
upon universal service and rural
subscribers. It has become quite clear to
us that the major goals in this
proceeding—the continued assurance of
universal service; the elimination of
unjust discrimination or unlawful
preferential rates; the encouragement of
network efficiency; and the prevention
of uneconomic bypass—are to some
extent conflicting and that there is no
possibility of devising a “perfect” plan
that would fully and immediately
effectuate all of our goals. Rather, it has
become clear that any acceptable plan
must balance these goals in a
satisfactory manner, For example, it
would be unacceptable for the
Commission to put a plan into effect that
ameliorates existing efficiency, bypass
and discrimination problems, but which,
at the same time, had serious
consequences for universal service,

123. Moreover, we recognize that the
balance to be drawn is a very delicate
one and that some adjustments may be
necessary. For this reason, we have felt
it necessary to move cautiously and
have incorporated a transition period for
our plan. We have also taken the special
precaution of establishing a Universal
Service Fund to protect the needs of
subscribers in rural or high costs areas,
We now proceed in the succeeding
sections to describe our plan.

B. The Long Range Plan

124. We are adopting a transition plan
that will produce steps toward a rate
structure that promotes optimal
utilization of telecommunications
facilities and a long range plan that will
recover significant portions of NTS costs
through flat charges that are collected
from end users by exchange carriers.
We believe it will be possible to achieve
that result at the end of a transition
period without jeopardizing universal
service. We will, however, keep CC
Docket 78-72 open in order to conduct a
proceeding in the fifth year of the

% Sep Phase 11 Final Decision and Order in
Docket 19129, 64 FCC 2d 1 (1977): see also First
Repart and Order in CC Docket 79-105, (uniform
system of sccounts), 85 FCC 2d 818 (1061},

transition and to receive periodic or
special reports during the course of the
transition period that will enable this
Commission to make any adjustments
that might be necessary.

125. Although the long range NTS plan
will not be fully effective until the
1990's, the total plan will probably be
more understandable if we begin with a
description of that plan. Under the long
range plan, different charges will be
assessed for the interstate use of lines
that are also used for local exchange
service and the use of lines that are
dedicated to interstate service. The
latter category includes interstate
WATS access lines. It also includes all
private lines, including closed end FX or
CCSA lines, that terminate in a PBX, key
system, or other customer premises
equipment that is not used exclusively
for a particular interstate service.

126, The charges for the line that is
commonly used for multiple services
will reflect the interstate portion of
investment in that line, associated NTS
plant, and other investment and
expenses that are attributed to that
element. We will call these the
“Common Line" charges. The charge for
the other category, which we will call
“Dedicated Access Line"”, will inevitably
be higher because it will reflect the total
or unseparated cost of these facilities.**

127. We have made some revisions in
the existing cost allocations to reflect
private line usage of certain station
equipment that is in fact jointly used by
common line users and users of any
private line that terminates in a PBX or
similar equipment. Such jointly used
equipment is a‘gportloned to MTS and
WATS under the current cost
apportionment procedures. We are also
apportioning a pro rata share of
investment in unused or reserve lines to
the Dedicated Access Line element.
These changes will correct anomalies in
the existing cost apportionment methods
that impose an unfair burden upon MTS
customers. We have decided to refrain
from apportioning costs to a private line
category as a surrogate for a leaky PBX
charge as proposed in the Secon
Supplemental Notice. 77 FCC 2d at 241.
This problem is likely to become much
less significant in the future because the
access charge plan will remove much of
the incentive for substituting private line
service for MTS, Moreover, any
remaining inequity will be at least
roughly balanced by the assignment of
investment in unused lines to the

“ Although we are describing this element as the
"Dedicated Access Line” element, it does not
include all lines that are dedicated to interstate
services, Some of those lines or portions of such
lines are included In the Special Access and
Dedicated Transport elements,

Dedicated Access Line element on the
basis of relative use. An apportionment
that was based upon projected use
would probably apportion a smaller
portion of that investment to the
Dedicated Access Line element hecause
common line use is likely to grow at a
faster rate than private line use in the
future.

128. We are also establishing a third
NTS category for pay telephones.
Although the NTS costs associated with
pay telephone calls do represent fixed
costs, it would be impossible to recover
such costs through flat rates. We are
acco ly prescribing usage charges
that will be collected from end users
when an interstate or international call
is made from a pay telephone. We will
call this element the Pay Telephone
Element.

129. We have also decided that a
portion of the common line revenue
requirement should be recovered
through a carrier’s carrier charge. At the
present time most interstate common
line costs are reflected in nationally
averaged MTS and WATS rates, but the
compensation that exchange carriers
receive through the settlements and
divisions of revenues process reflects
the actual costs of each carrier that
participates in the pool arrangement.*’
When we adopted the Seco.
Supplemental Notice we assumed that
we could eliminate discrimination and

preferences in end user rates for

interstate services without drastically
altering the telephone indusiry’s
voluntary pooling arrangement. We
accordingly proposed to establish
carrier's carrier access charges that
would be uniform in all exchanges of all
carriers and proposed that access
charge revenues be pooled in essentially
the same manner that MTS and WATS
revenues are pooled now.**

130. Although some comments that
were filed in response to the Second
Supplemental Notice questioned the
desirability of uniform access charfes
with pooling, comments from both large
and small telephone companies
generally supported that proposal. None
of the telephone companies indicated
that it would not wish to be included in
any such arrangement.

131. After the settlement of the AT&T
antitrust case was announced, we
recognized that it would probably be
necessary to create different
arrangements for the preparation of any
common tariffs and the administration

“'That arrangement is described in the Second
Supplemental Notice. See 77 FCC 2d st 226-228.

“The we proposed at that time would have
differed the settlaments/divisions pool in some
respects. Jd. at 238-239.
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of any revenue pools. The Fourth
Supplemental Notice invited comment
upon a proposal to create an association
to perform administrative functions that
AT&T would have performed under the
tentative plan in the Second
Supplemental Notice. The Fourth
Supplemental Notice also invited further
comments upon some possible
alternatives to nationwide averaging of
access charges.

132. The most recent comments
demonstrate that the telephone industry
consensus no longer exists. The AT&T
comments indicate that the BOCs do not
wish lo participate in common access *
tariffs or access revenue pools.
Rochester, Continental and Centel have
also indicated that they do not wish to
participate in such arrangements, Many
telephone companies and others have
argued thal nationwide averaging of
access charges should be maintained.
Some contend that nationwide
averaging with pooling is essential lo
avoid severe hardships for some
subscribers. ** Such national averaging
would allow below cost rates in high
cost rural areas with attendent gains in
universal service. Opponents of
nationwide averaging argue that
averaging results in a deviation of costs
from rates and the prospect of inefficient
use of the network.* Some contend that
averaging might also have an
undesirable effect on incentives to
contain costs.* Uniform rates also limit
a carrier’s flexibility to meet unique
circumstances, such as an unusual
threat of uneconomic bypass or a
reduction in universal service in the
area served by a particular carrier. If we
adopt rules that require every carrier to
follow the same path, we will be
hardpressed lo satisfy legitimate needs
of companies that require more rapid
movement toward cost-based pricing
and those companies that require a more
gradual transition.

133. For reasons that are explained
more fully in Part VI, we have decided
that we should not require every
exchange carrier to participate in
common tariffs for all access elements.
We have also concluded that some
adjustment in flat end user common line
access charges must be made in order to
balance the critical need to move
lowards a rational cost-based pricing

“* See especially, Haviland Telephane Company,
p.7; Ketchikan Public Utilities. p. 2; Michigan
Action Groups, p, & Rural Telephone Coalition, p.
14: REA, p. & Curtis M. Bushnell, p. 2; First Data
Resources Reply, p. 16 NARUC Reply, p. 2

| “See, 0.g. comments of ATAT: Centel:
Continental Telecom; GTE {in the future)}: NTIA;
Rochester Telephone: SNET; Cincinnati Bell: USTS:
Vermont PSB; Western Union.
" See especially Rochester Telephone, p. 3.

“system for access plant with the
maintenance of universal service. We do
not anticipate that end user rates will
ever reflect the full common line NTS
costs of the highest cost carriers.

134. Costs of different local exchange
carriers do vary. Many of these cost
variations are attributable to factors
that carrier management cannot control.
The Docket 80-288 Joint Board has
tentatively endorsed an industry
proposal to include a high cost factor in
any new separations formula for the
apportionment of NTS plant. Joint Board
Order, supra, 47 FR at 54485. Such a
factor would represent a percentage of
the NTS costs of high cost companies
that would be added to a base factor
percentage to determine the portion of
such a company's NTS costs that would
be allocated to the interstate
jurisdiction. Such a percentage factor
would necessarily take into account any
increasing cost pressures caused by
inflation or other factors. The high cost
factor would promote or preserve
universal service by enabling high cost
companies to establish local exchange
rates that do not substantially exceed
rates charged by other companies, In
view of the purpose such a factor would
serve, we will describe it as a universal
service factor in this Report and Order.
Revenues attributable to the universal
service factor will be described as the
Universal Service Fund.

135. The purpose that the Universal
Service Fund would be designed to
serve would obviously be frustrated if
all NTS costs were recovered through
end user charges that reflect the
interstate NTS costs of a particular
exchange carrier. Any reduction in the
local exchange rates of such a carrier
would be offset by increased end user
access charges. We have accordingly
decided that common line costs that are
assigned to the interstate jurisdiction as
a result of the application of a universal
service factor should be recovered
through an access charge that is
assessed upon interexchange carriers.

136, Many parties have called for the
creation of a "life line" exception to any
mandatory flat customer access charge.
Life line services have been introduced
in a considerable number of state
jurisdictions. Such rates have not
always provided benefits to the class of
users who are the intended ‘
beneficiaries.

137. We are, nevertheless, prepared to
entertain waiver requests from carriers
who wish to provide "life line” options
under the following circumstances. First,
any such waiver request should state
with specificity the terms and conditions
which apply to life line service. Second,

such waiver requests must specify the
revenues which would be lost were such
a life line option to be instituted, Third,
such waiver requests must specify the
specific adjustment to the customer
access charge tariff which has been
made to secure the revenues lost
through the life line option. During the
transition period these measures may be
either an increase in the minimum flat
rates or an increase in the usage charge
imposed upon customers for access
service. An increase in the transitional
maximum charge will not be permitted.
Of course, states continue to have full
authority to modify existing life line
rates for local exchange telephone
service or to institute such rates should
they believe it is necessary to
ameliorate the effects of interstate
access charges.

C. The Transitional Plan for Carrier
Common Line Charges

138. Although we expect that revenues
from the Carrier Common Line element
will eventually be limited to the
Universal Service Fund portion of the
Common Line revenue requirement,
substantial additional amounts must be
included in that carrier’s carrier charge
during an interim period to avoid
anomalous results that would occur if
deaveraged end user rates for all other
Common Line costs were implemented
in 1984,

139. We have recently adopted a
change in jurisdictional separations
rules that will accomplish the phased
removal of CPE from the interstate rate
base. We decided to implement that
aspect of our decision in Second
Computer Inquiry, supra, in that manner
in order to avoid an abrupt increase in
local exchange rates that would result if
the interstate CPE allocation were
removed on a flash cut basis. The Joint *
Board has recently invited comment
upon an alternative formula that will
achieve the same results even if the
divested BOCs do not have any CPE to
allocate after the divestiture occurs.®

140. The purposes of the phased
removal of CPE or the allocation of
surrogate CPE costs would be frustrated
if costs assigned to the interstate
jurisdiction to limit increases in local
exchange service rates were added to
end user access charges. Such a cost
assignment could have the same effect
upon end users as a local rate increase.
In these circumstances, we have
concluded that it would be more
appropriate to recover such costs
through a carrier’s carrier charge. Since

*The alternstive formula Is described in Part IV,
D. of the JoimPBoard Order.
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. such costs will disappear four years
after the access charges become
effective, the exclusion of such costs
from End User Common Line charges
will aveid chuming effects upon End
User Common Line charges that could
make the transition to & new rate
structure unnecessarily difficult.

141, Similar considerations warrant
the exclusion of inside wiring costs from
End User Common Line charges. Inside
wiring that was capitalized as
investment before this Commission
required the expensing of inside wiring
is being amortized and will disappear
from the rate base in the early 1990's.
We are also considering proposals to
remove expenses associated with the
installation of new inside wiring from
interstate rate computations.* It would
be inappropriate to add such costs to
new flat charges imposed upon end
users in view of the uncertainties with
respect o the future status of inside
wiring, It would also be inappropriate to
recover inside wiring or CPE costs
through a per line charge because there
is little or no relationship between CPE
or inside wiring costs of a particular
subscriber and the number of loops used
by that subscriber.

142. The present Separations Manual
apportions NTS plant on the basis of a
factor, which is called the Subscriber
Plant Factor or SPF, that has been
computed separately for each "study
area.” A study area normally means the
area served by a particular telephone
company within a particular state, The
current factors differ widely from one
study area to another and many
companies that prebably will not be
classified as high cost companies have
interstate NTS costs that are
substantially higher than the national
average because they happen to have a
higher interstate SPF. If deaveraged end
user rates were implemented under the
present circumstances, their customers
would be subjected to excessive rate
increases.

143. The Joint Board is presently
considering a number of alternatives to
the current factors that would not be
likely to produce such results, Any new
factor that differs significantly from an
existing factor is, however, likely to be
phased in over a transition period. In
these circumstances common line costs
other than Universal Service Fund
(USF), CPE and inside wiring costs that
exceed an appropriate cut-off will be

¥ Sue Deregulation of Customer Premise Inside
Wiring, 86 FCC 2d 885 (1881}, Notice of Proposed
Rulemaking: (CC Docket No. 82-881), 47 Fed Reg.
44770 (October 12, 1982). -

assigned to the Carrier Common Line
element for an interim period.**

144. An additional assignment to the
Carrier Common Line element is also
desirable to place some limit upon the
flat end user charges that carriers would
be permitted to adopt during the
transition period for End User Common
Line charges. In view of all of these
considerations, we have decided that, in
1984, Common Line revenue
requirements that exceed $4 per line per
month should be allocated to the Carrier
Cemmon Line charges.

145. The rules we are adopting
establish a five-year transition period
for the elimination of Common Line
costs other than USF, CPE and inside
wiring costs from the pooled Carrier
Common Line charges. Common Line
costs other than USF, CPE and inside
wiring could be described as the third
component of a Common Line revenue
requirement. This third component
contains all the residual costs. For each
local telephone company, this total
residual amount is calculated as follows:

Total interstate per line residual
amount=total Common Line per line
revenue requirement —84.— (CPE+
USF + Inside Wiring).

148. Over a five year period, the total
residual amount is to be allocated

annually between the End User
Common Line charges and the Carrier
Common Line charge under the
following formula:
Pezcent
Caree | EM
Yoar m cont-
|
amount | 'mw
1664 100 (1]
1685, 50 2
1986, & 0
1082 “ 80
1568 20 80
1982 [ 100
1990 0 100

147. Thus, in the first year of the
transition period these residual costs
will be recovered fully through the
Carrier Commoan Line charges imposed
on all providers of interstate switched
services, In the second year, only 80
percent of the residual costs for that
year will be recovered from carriers,
with 20 percent recovered from end
users.

148. We recognize that end user
charges constitute a substantial
departure from the historic means of

% See Subpart F of the mles.

" cost recovery. Ex

carriers are
unfamiliar with this new system. Such
carriers, especially small carriers that
are unable to devole substantial
resources to this task, might be
subjected to unnecessary risks if forced
to move immediately to full recovery of
subscriber plant through subscriber
charges, The Carrier Common Line
charges, administered through the
exchange carrier association, offer a
limited degree of risk sharing and
inereased certainty to these exchange
carriers in the early years of the new
environment. The fairly rapid reduction
of such charges through the transition
appears likely to limit uneconomic
bypass substantially during the
transition to cost-based pricing.

149. The Carrier Common Line charge
will also provide the mechanism to
adjust the prices charged interexchange
carriers for access to reflect differences
in access quality. To achieve this result,
we have required that the Carrier
Common Eine element be subdivided
into two charges. The first charge, a
usage charge, will be imposed upon all
interexchange carriers. The second, a
premium access charge, will be imposed
gep;m only certain carriers described

ow.

1. The Usage Charge

150. This charge shall be calculated on
a straightforward minutes of use basis
for services using common lines (e.g.,
MTS, WATS, FX, and OCC-ENFIA},
This chmgc shall be levied on a
nationwide equal per minute basis
regardless of the costs of particular
originating or terminating exchange
carriers, the length of haul, or the rate
charged by the interexchange carrier.
An exchange carrier association,
described in Part VI, shall be
responsible for tariffing and collecting
both the premium charge and this
charge and distributing revenues to a
participating carriers.

2. The Premium Access Charge

151. There is little disagreement that
the quality of interconnection now
received by the OCCs * through their
ENFIA A arrangements is distinctly
inferior to that received by the
traditional interexchange ership
(predominantly AT&T). Indeed, it
appears that the level of interconnection
received by the OCCs even under
ENFIA B and ENFIA C arrangements (if

* The term “Other Common Carriers™ or "OCCs™
is often used to describe carriers other than
telephone companies. The term “OCC" is used in
the context of this Report and Order to describe an
interexchange carrier that offers an MTS/WATS
equivalent ssrvice such s Execunet or SPRINT.
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available) is inferior to that received by
the partnership.® Such quality
differences would give a substantial
advantage to the carriers that offer MTS
and WATS unless access pricing is
adjusted to account for quality
differences until equal interconnection
is available to all interexchange
carriers. It is not clear, however, that
this inferior level of interconnection is
any cheaper to provide. Cost-based
pricing would appear to require that all
carriers pay their full costs regardless of
any quality differences.

152. Over the past several years,
BOCs have been compensated for use of
their facilities for OCC interconnection
through the ENFIA tariff. That tariff
provides a 45 percent discount from the.
“SEP" amount, e, the amount that
AT&T calculates that BOCs receive for
exchange access through the division of
revenue process. This arrangement is
the result of compromise, and was
adopted only as an interim measure,
until the issues involved in this
proceeding are solved and an access
charge devised.

153, While the OCCs have generally
sought a continued rate differential, few
participants in this proceeding now
assert that any differential should take
the form of a “discount", Southern
Pacific argues, however, that the
existing OCC rate should not be
described s a discount since the
concept of discount implies that the
same good is being provided. While we
shall not dispute that definition of
discount, cost-based pricing does not
sppear to allow non-cost based rates,
including reductions below the cost of
service, regardless of whether the
service being provided is inferior to an
equally costly service provided others.
Instead of justifying an OCC discount,
MCI claims, in reply comments, that an
AT&T surcharge is appropriate.

154. If the type of access received by
AT&T can be provided only to one
carrier (at least in the short run), then
even if it does not cost much to provide
this access to that one carrier, this
access has an “opportunity cost” that is
equal to the amount that other carriers
would be willing to pay for this
preferred access. The cost of providing
the favored carrier with this unique level
of access includes the denial of this
access to other carriers. Those carriers
who receive the level of service that
could be provided to any number of
carriers would pay the full costs of this

“ENFIA A provides Interconnection to the line
side of a Class 8 switch. ENFIA B provides
ialerconnection to the trunk side of & Cluss 3 switch,
ind ENFIA C provides interconnection through a
landem switch,

service. Carriers who receive the
premium access service would pay the
observable costs and an additional
amount reflecting these opportunity
costs. A surcharge for such premium
access could theoretically be computed
to reflect such opportunity costs, but it
would probably be necessary to conduct
an auction to determine the amount a
carrier would pay for such premium
access, We have decided that an
auction would not be feasible. We will,
however, assess a charge upon AT&T
and its interexchange partners that will
reflect an estimate of premium value,
We will describe that charge as the
premium access charge. We will not,
however, permit exchange carriers to
recover premium value in addition to a
total revenue requirement that is
computed in the usual manner, The
premium access payments will be
deducted from the Carrier Common Line
revenue requirement in order to compute
usage charges,

155. Revenues collected from the
premium carrier need not flow to the
exchange carrier having the greatest
value of premium access. Indeed, if
exchange carriers were able to levy
premium access charges, such exchange
carriers would have strong incentives to
continue to offer preferential service for
a longer period than would be
necessary. We have concluded,
therefore, that the premium charge
should be levied by the exchange carrier
association on a nationwide basis,

156. By September of 1988, the quality
of interconnection generally available to
OCCs will have to be far closer to the
quality of access offered the premium
carrier because of MF] requirements.
Even then, however, there will still be
differences having potential advantages
to a premium carrier, including the
premium carrier's position as fallback
carrier for current subscribers not
specifying some other default carrier,
and the continued unique premium
access to nonelectronic and small
switches. This residual premium access
will have some value, but will have a
value far smaller than is given by its
present position. A decreasing surcharge
is, therefore, appropriate.®’

157, A premium charge might be
levied as either a lump sum or a per
minute charge. We have determined that
a lump sum approach serves the public

M Nothing in the record causes us 1o expect any
carrier other than the ATAT partnership will receive
premium access, Impraved access received by other
carriers #ppears to reduce the vaule of ATAT's
premium, but not to constitute a replacement of
ATAT as the premium carrier. Our prescribing the
gradual elimination of the premium access
reflects our belief that exchange carriers will
quickly move toward equal access.

interest. The value of premium access
does not depend on the actual rate
structure selected by the premium
carrier or the usage generated thro

that rate structure. Rather, it depends on
the value of premium access in its best
alternative use. This value is constant
without respect to the behavior of the
particular carrier receiving premium
access.

158. Thus, for example, the premium
carrier may make investments to
exﬁand its network or reduce blockage
in hopes of stimulating increased call
volumes. If the premium charge were
assessed on a usage basis, these
investments might not be made even if
they would redound to the benefit of the
calling public. By levying a lump sum
charge on the carrier receiving premium
access, this distortion is avoided. The
economic justification for a premium
charge is, therefore, consistent with a
lump sum charge rather than with a
usage based premium charge,

159. We have invited proponents of a
large or a small differential in the access
compensation paid by OCCs and the
telephone company partnership to
submit a case for a particular
differential both in this docket and in
proceedings relating to the ENFIA
agreement, Those participants have
apparently been unable to produce
submissions that have much evidentiary
value. In these circumstances, we
necessarily must exercise our best
judgment to establish an appropriate
premium amount.

160. The Element 3 discount in the
ENFIA agreement was designed in part
to reflect an estimate of the value of
differences in access arrangements by
the parties to that agreement, but that
discount would not establish an
appropriate 1984 premium even if that
discount could be readily translated into
a premium. We noted in Extension of
ENFIA Agreement, supra, 90 FCC 2d at
186, that the formula for the computation
of ENFIA charges was probably
designed to produce a charge that would
be higher than the FX Open End charge
and lower than a charge that would
replicate the compensation BOCs
receive from the division of MTS
revenues. This was apparently
perceived to be necessary to achieve
equity in view of access compensation
disparities between MTS and FX.

161. The existence of those disparities
was an important factor in our decision
to extend the ENFIA agreement without
altering the Element 3 discount factor.
We said (/d. at 16-17):

We believe it is still reasonable to allow
OCCs to pay charges that are lower than
MTS/WATS access charges and higher than
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other access costs during the interim period.
That interim period will, of course, end when
access charges are established pursuant to
the rules we are prescribing in CC Docket No.
78-72.

162. The access charge rules we are
adopting do eliminate those disparities.
We would have adopted a smaller
discount factor when we extended the
ENFIA agreement if that factor had been
designed for the sole purpose of
reflecting the value of qualitative
differenices between ENFIA and MTS/
WATS access. We would have made &
further reduction in the ENFIA Element
3 discount if ENFIA Element 2 had been
computed to reflect differences in
switching costs that will be reflected in
our rules for the computation of charges
for the Local Switching element. See
Part IV.A, infra. A smaller premium is
also necessary because OCCs will be
receiving some access before and during
1984 that is better than the ENFIA A
arrangements that existed at the time
the ENFIA agreement was negotiated.
Nothing has occurred during the years
since the ENFIA agreement was signed
that would indicate that the parties lo
the ENFIA agreement overestimated the
value of the qualitative differences in
OCC and partnership access
arrangements. Therefore, the 1984
premium should be smaller than an
amount that would replicate the present
ENFIA discount.

163. Nevertheless, a substantial
premium access assessment is required
in 1984 because significant disparities in
the quality of access will exist during
that year. Those disparities will
continue to provide AT&T with a
significant competitive advantage.

164. Although we have not approved a
differential in access compensation to
provide artificial advantages for new
competitors, we are, of course, mindful
of the adverse effect than an abrupt
elimination of access compensation
disparities could have upon competition
under existing conditions of unequal
interconnection. In view of the
uncertainties with respect to the
magnitude of premium access value and
the future to equal access, we
have decided that a phased elimination
of the access compensation differential
is justified in order to encourage full and
fair competition. That course is
consistent with our determination in this
proceeding that a eompetitive
interexchange market will produce
significant public benefits.

165. We have decided to implement
that decision by using the dollar amount
of the interstate CPE costs or surrogate
CPE costs of all local exchange carriers
to determine the premium access
assessment.

166. Those costs have been fixed
through our decision to remove a base
amount from the interstate rate base
during a five year transition period that
begins in 1983. Thus, the interstate CPE
costs will be declining at the rate of 25
percent per year during the first years
that access charges are in effect.
Disparities in the quality of access
arrangements for OCCs and premium
carriers will be phased out during
approximately the same time frame.

167. We also believe that 1984
interstate CPE costs, which we estimate
to be about $1.4 billion, will correspond
with our present estimate of 1984
premium access value. Such an
assessment will be substantial and is
likely to be significantly smaller than an
assessment that would replicate the
ENFIA A Element 3 discount. The use of
CPE costs also serves administrative
convenience.

168. We cannot, however, be certain
that the decline in the premium value
will correspond to the decline in CPE
costs. We have accordingly described
the CPE costs as a default formula for
the computation of the premium in the
access charge rules. Section 69.207 of
the Rules says that premium access
shall be equal to a CPE or CPE surrogate
revenue requirement "[ijn the absence
of a Commission order designating the
premium access portion * * *." We do
not intend to designate a different
amount for the 1984 premium
assessment, but we may designate a
different amount in subsequent years if
we have reason to believe that premium
value is declining at a much faster or
slower rate than the interstate CPE
costs.

D. Transitional End User Common Line
Charges

169. Although the allocation of
Common Line costs to Carrier Common
Line charges should be sufficient to
offset anomalies that could result from
the application of transitional
separations factors, this would not be
sufficient to avoid the disruptive effects
of immediate implementation of flat
charges for the entire end user portion.
The introduction of a $4 per month per
line charge for residential end users on a
flash cut basis could create an undue
risk that a number of residential users
would choose to cancel local exchange
service.*

170. As we noted in the Fourth
Supplemental Notice, we are quite
concerned about the impact of flat
charges for NTS costs, and especially a
sudden shift to flat charges, on sma

» Possible effects of accesa charges upon the
universality of service are discussed in Appendix G.

users and on subscribers in high cost
areas. Despite the attractiveness of such
flat charges from the standpoint of
economic efficiency, we are nnwilling to
require immediate implementation of
flat charges for the entire end user
portion. The guidelines that we adopt,
however, constitute a gradual transition
to a new approach to compensation for
interstate access that balances the gonls
of the Communications Act in a manner
that best serves the public interest.

171. Many participants who found at
least some flat charges acceptable or
desirable argue that a transition period
is appropriate.* Such a transition would
allow subscribers and telephone
companies the opportunity to adjust to
the new environment. Other participants
take the opposite view that a flash-cut
approach would be most appropriate.*
Such a flash cut would allow cost-based
pricing immediately to go into effect and
confer the economic advantages of flat
charges that much earlier.

172. We have concluded that a
transition to the flat End User Common
Line charge we require is appropriate. A
gradual transition allows & more
comfortable adjustment to the new
economic realities. If the timing of the
transition is known, the dynamic
efficiency losses that result from failing
immediately to move will be small. The
extremely long transition advocated by
MCI appears unnecessary.

173, The gradual transition we are
adopting has several advantages that,
we believe, will outweigh any
drawbacks. First, it establishes a
schedule for movement to a cost-based
access arrangement over a medium
length period. Companies that have
invested heavily in technologies made
economic only by the continuance of
uneconomic and non-cost based prices
will have several years in which to
amortize these investments. A pre-set
transition will encourage investors o
target new investments on technologies
that are consistent with the underlying
costs of the network and hence on the
most efficient possible use of the
nationwide telecommunications system.

174. A pre-set transition plan like the
one we are adopting has the advantage
of providing some certainty to those
who must make investments in
communications technologies, A fairly
rapid movement toward cost-based

™ See, ¢.8., Comments of Ad Hoc
Telecommunications User’s Committee; AT&T: MCE
NT1A: Pennsylvania PUC; SNET; SPCC; United
;;:M System, Inc.; USITA; U.S. Tel; Vermont

* See, a.9. Comments of Aeronsutical Radio, Inc.:
CTE: Rochester Tel; Tel. Systems Management
Corp., et. al.
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pricing can allow time for corrections in
past investment, yet new investments
would be made with the forthcoming
prices in mind. It eppears unlikely that
any company would spend the
thousands or even millions of dollars
necessary to take advantage of the
variance between price and cost during
the transition if it understands that the
gap is to be reduced year by year, until
it is completely eliminated at the end of
a mid-length transition period. Thus,
while the transition plan incorporates
some features in the Mixed 2 plan in the
Fourth Supplemental Notice, it will not
have the ntal flaw that the
maximum rate must remain many times
higher than cost.

175. We believe that a more le
transition would unnecessarily delay the
advantages of cost based rates and
might encourage unnecessary bypass
and inefficient development of the
economy. While the seven-year
transition plan we have adopted might
appear unnecessarily slow to some
users and exchange carriers, the
flexibility it provides will allow those
carriers who feel compelied to move
rapidly the opportunity to do so, while
not forcing all carriers to adjust at this
same pace, The details of the transition
plan are explained in the next subpart
anld in Subpart C of the access charge
rules.

E. End User Common Line Rate
Structure

1. The Minimum Change

178. As we have already indicated,
the End User Common Line charges will
meet an increasing share of lotal NTS
costs assigned to the interstate
jurisdiction. This element, combined
with the Carrier Common Line charges,
will recover most of the costs of
subscriber plant, including CPE, inside
wire, oulside wire (Ze., the drop line and
interface) and loop costs allocated to the
intersiate jurisdiction. All of these costs
are non-traffic sensitive and, for the
most part, are dedicated to particular
consumers. [Only party line loops and
any investment associated with coin
phones are non-dedicated.)

177. During the transition period for
End User Common Line charges we
shall require that the access tariff
include &8 minimum flat fee of at least
two dollars per month for each
residential common line. This payment
shall be imposed regardless of whether
the particular customer makes or
receives any Interstate calls. The
minimum business line customer charge
shall be four dollars per common line
loop per month. The difference in these
charges should reflect the typically

higher interstate revenue requirement
generaled by business lines as
compared lo residential lines. In
addition, we believe that this
differential should reduce the incentive
a business subscriber might have to use
its dedicated facilities in a way
calculated to reduce the usage sensitive
portion of its aocesn t.harge solely to
escape usage pa

178, We also believe that a differential
in the transitional minimum charges for
business and residential customers is
justified because we have selected a
low residential minimum in order to
avoid an adverse effect upon universal
service. Minimum charges for business
customers are unlikely to have any
meaningful effect upon universal service
because demand for business local
exchange service—at least for a single
line—tends to be inelastic. We have,
however, concluded that some
limitations should be imposed upon
carrier discretion to select a higher
minimum rate. Section 69.203 of our
Rules precludes any carrier from
establishing a business minimum charge
that is more than 200% of the residential
minimam charge.

2. The Usage Charge

179, The difference between the
minimum flat fee {which must be at least
two dollars per month per line for
residence and four dollars per month per
line for business) and the total revenue
requiremen! associated with the end
user charge (four dollars per month per
line in the first year and increasing
amounts in laler years) may be
recovered through a usage charge, up to
a maximum.

180, Traditionally usage has been
measured on the basis of minutes of use.
The Fourth Supplemental Notice had
suggested that a per call [rather than per
minute) usage measure might be more
appropriate for any nsage component in
the end user access charge. Because
nontraffic sensitive costs do not vary
with minutes or number of calls, we find
neither of these approaches to be clearly
superior in all cases. The selection
should be based on which will lead to
the smaller dislortion in usage pallerns.

181. Charging users on & per minute
basis will encourage users to make
shorter calls than they would under
efficient pricing. Charging users on a per
call basis would encourage them to
make fewer and longer calls. Once
customers make a call they would have
an incentive to communicate as long as
efficient, but this efficiency gain must be
evaluated against the efficiency loss,of
fewer calls.

182. The selection of a measure of
usage should be based on relative

elasticities of demand.® If most short
calls are made to convey pressing
information, the per call charge would
not discourage too many callers and this
alternative would be desirable. If this is
not the case and customers would be
willing to make fewer calls or take
advantage of patterned calling [e.g.,
making collect or person-to-person calls
that are designed to be refused but to
convey information in the request), the
per minute option would be preferable.
Either a per call or a per minute charge
could be used as a valuable component
in our transitional plan. Such a charge
could be set in order to recover revenue
directly from end users (rather than

- carriers) while prolonging the period

before all rates are set on a flat basis. In
the Fourth Supplemental Notice, we
expressed our belief that the elasticity
and measurement cost conditions might
warrant a per call charge. Several of the
comments suggest that under a Mixed 2
option the per call fee would be so high
that it would discourage large numbers
of calls, and that a per minute charge
would be more appropriate. Under the
rate structure we have prescribed the
per minute or per call charge would be
substantially lower than would be
necessary under a zero-based Mixed 2
option. We have concluded, however,
that the selection of a measure of usage
should be left to the exchange carriers.
It is certainly possible that different
carriers may face customer demands of
varying elasticities. The choice that is
appropriate for some may be
inappropriate for others,

3. The Maximum Charge

183, Because common lines are similar
to dedicated interstate lines, we shall
require that the maximum collected on
any such line through end user charges
(the sum of the minimum and any usage
payment) be less than or equal to the
rate established for dedicated access
lines. Throughout the transition period
we shall require that no one customer be
charged in excess of a pre-set maximum.
To eliminate unlawful discrimination
among services, the maximum should be
no more than the rate that a customer
would pay as an end user Dedicated
Access Line charge.® In special cases,
however, we may allow local companies
facing hardship in meeting our
requirements to raise the maximum and

* For a discussion of how relative elasticities of
domand ure related to cost recovery, see'W. ).
Baumol and D. Bradford, “Optimal Departures from
Marginal Cost Pricing” American Economic
Review, vol. 60, pp. 265283, June, 1670

= See § 60.205 of the rules for a description of the
computation of maximum rates in each transition
yoar
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the rate charged for the Dedicated
Access Line element above the
Dedicated Access Line per line cost.
Such an exception would be allowed
only as a temporary expedient in the
early years of the transition,

184. In each of the five years
subsequent to the introduction of the
access charge, the maximum allowed
each carrier shall be reduced by 10
percent, but shall never fall below total
interstate costs. The exchange carrier or
the exchange carrier association may
adjust either the minimum, usage
component, or both to recover revenue.
At the end of the five year transition
period, the highest maximum allowed
would be reduced to 50 percent of its
initial level and all Common Line costs,
other than the Universal Service Fund
and inside wiring costs would be
recovered directly from end users.

185. For the last two years of the
seven year transition period, we shall
allow exchange carriers to continue to
recover their End User Common Line
revenue requirement through such a
combination of flat fee minimum charges
and usage charges with the pre-set
maximum. Exchange carriers facing
substantial bypass threat may wish lo
introduce flat rate pricing for recovery of
all End User Common Line costs early in
the transition period. In areas where
bypass is a smaller threat, the more
gradual transition permitted by
continuing to allow usage recovery (to a
maximum) appears to have benefits that
outweigh the costs,

186. A maximum End User Common
Line charge that is no greater than the
price paid for a dedicated interstate loop
{such as that associated with a closed
end WATS line) or an interstate closed
end FX line will allow heavy users to
make a more rational choice among
private line, MTS, WATS or FX service.
It would resolve fundamental problems
facing this Commission in this and other
proceedings. The maximum is also
desirable in its own right to reduce the
threat of bypass. Since a substantial
share of non-traffic sensitive costs is to
be assigned to the End User Common
Line element and recovered through
minimum and maximum charges, the
portion of NTS costs recovered in usage
sensitive interstate rates will be
substantially reduced. Heavy users,
therefore, will find message rates that
are dramatically reduced toward costs
and would find bypass a less desirable
option. The expectation of further
reductions in both the maximum and the
usage charge will further reduce the
dangers of uneconomic bypass.

187. Generally, the usage charges will
be imposed upon originating callers, We
find, however, that it would be

inappropriate to assess a usage charge
upon the originating caller for certain
calls that have traditionally been
charged to the recipient. These include
collect MTS calls, IN-WATS calls, and
calls to an FX or CCSA subscriber that
originate at the open end. The purposes
that these services were designed to
serve would be frustrated if usage
charges were assessed to the originating
caller.

188. It would be difficult to assess
such usage charges directly to the party
who receives the call because that end
user will normally be served by a
different local exchange carrier, We
have, therefore, decided to impose a
tharge upon the interexchange carriers
that provide such services as a surrogate
for usage charge upon the recipient of
the call. Such surrogate charges will, of
course, be reflected in the interexchange
carrier's charges to recipients in a
manner that indirectly recovers
appropriate costs from such recipients.

189, We have described this surrogate
charge as a "transitional surcharge” in
our Rules. Section 69.206 of the Rules
describes the formula for computing the
transitional surcharges. Although the
transitional surcharge will be a carrier's
carrier charge, it is an integral part of
the transition plan for End User
Common Line charges. Transitional
surcharge revenues will be deducted
from the End User Common Line
revenue requirement in order to compute
the usage charges that are assessed
directly to end users.

190. As ENFIA A access is currently
provided, it is difficult for some
exchange companies to attribute usage
to originating customers. It might appear
difficult, therefore, to apply the usage
sensitive charges and the maximum
charge to these services. One solution is
to develop a surrogate charge for these
services. We believe, however, that
coordination of billing between the
exchange carrier and the interexchange
carrier offering ENFIA A service is more
desirable, efficient, and non-
discriminatory.

191. In this Report and Order we
require local exchange carriers to offer
billing services to all interexchange
carriers if they offer billing services to
any. See Part IV, C, infra. We anticipate
that the OCCs will take advantage of
exchange carrier billing services and
will submit their calling records to the
exchange carriers doing the billing. The
exchange carriers can, and are expected
to, compare the identities of ENFIA A or
C callers with their own subscriber rolls,
coordinate calls and callers made over
ENFIA A or C lines with calls made over
other types of interconnection, and bill
the end user with a usage charge

appropriate for the totality of interstate
calls made. If OCCs take advantage of
exchange carrier billing services, or if
ENFIA A or C minutes can be attributed
to end users without this service, no

* gurrogate charge is necessary.*

192. So long as the maximum End
User Common Line charge differs from
the minimum, we must deal with the
incentives that might encourage heavy
use of one line for interstate and other
lines for local or intrastate toll calling.
We have considered two options. First,
all users, business or residential, could
be required to pay the maximum for all
lines in addition to their first line.
Alternatively, total usage could be
aggregated and divided over total lines
regardless of use.

193. Transitional issues become
important in making that choice. While
such users should not expect to be
subsidized in the long run, it might be
unjust and inefficient to require them lo
pay high rates if they made their original
investments in good faith and with the
expectation that the current pricing
structure would continue. Furthermore,
the number of lines is likely to be a very
poor proxy for ability to pay. Such users
appear entitled to the benefits of a
transition.

194. We, therefore, shall require
customers having multiple lines to pay
as if their calling had been spread
evenly over all of their lines. Because
the total usage of all of these phones is
aggregated, customers would have no
incentive to load all interstate calling
inefficiently on any one line. Moreover,
the transition plan will tend to limit the
willingness of any user to distort
investment strategies in response lo
differences in single line and multiline
rates,

F. Monitoring of the Effects of End User
Charges

185. We are well aware that the plan
we adopt today constitutes a significant
departure from interstate pricing
approaches developed in a monopoly
environment. We are totally committed
to insure that this approach does not
lead to a disruption of our nation’s
telecommunications system or to the
elimination of universal service, That
commitment is reflected in our decision
to exclude Universal Service Fund costs
from end user charges before and after
the transition periods that are described

© We are not Including such & surrogate charge in
the rules we are adopting. but will consider waiver
petitions to permit such surrogate ENFIA A charges
if a carrier demonstrates that it would not be
feasible to collect the charges from end users. We
would expect & strong showing that altemative
methods are not feasible.
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in this Report and Order. That
commitment is also reflected in our
decision to conduct another notice-and-
comment phase of this docket before
taking the final steps in the transition to
flat rate end user es.

196. In view of the importance that we
attach to the universal service objective,
we have decided that this Commission
should also monitor the effects of the
implementation of end user access
charges the transition period. We
are ingly directing the Common
Carrier Bureau to develop and present to
us a monitoring system designed to
insure that any developments based
upon our access charge plan which
threaten the “universal character of
service are t to our attention in
sufficient time for us to be able to take
ameliorative action. We further direct
that such a plan be in place on or before
January 1, 1984, the date of institution of
access charges. This monitoring plan
should be designed to place as little &
burden as possible upon the small
businesses which constitute the
overwhelming majority of our nation’s
telephone systems. The Common Carrier
Bureau is directed to present to us
within 80 days of the release of this
Report and Order its proposal for such a
monitoring program.

IV. Guidelines for Recovery of Traffic
Sensitive Costs

197. In the Second Sup{)lamantal
Notice we presented a plan to prescribe
access charges for four categories of
interstate service: MTS/WATS; FX/
CCSA open-end access; private line; and
OCC-ENFIA. Because it would have
included toll connecting trunks which
did not carry exchange traffic, we
rejected the definition of *exchange
circuit plant" appearing in the
Separations Manual as a basis for
defining the investment to be included in
the access revenue requirement. Instead,
in order to determine the investment
that would be allocated 1o exchange
access services, we defined “exchange
plant” as plant used to furnish both toll
and local service. Investment in other
plant, called interexchange plant, would
be excluded from the access revenue
requirement. 77 FCC 2d at 239-240. °

198. We had proposed that investment
in exch trunk outside plant (OSP)
used jointly for exchange and toll
message service (exchange trunk OSP in
Category 1.22) and related exchange
trunk circuit equipment (central office
equipment in Category 8.12) be
distributed among the three message
service categories on the basis of
minutes of use, Investment in exchange
plant used for private line services and
related equipment was to be directly

assigned to the private line category.
{OSP linking end offices and toll offices,
however, was t0 be excluded and
considered interexchange plant)

199, Investment in traffic sensitive
Calegory 6 central office equipment
{local dial switching equipment) was to
be distributed among the
access service categories (MTS/WATS;
OCC-ENFIA, and FX/CCSA) on the
basis of relative dial equipment minutes
(DEMs). except for that portion directly
assigned to private line services like
CCSA. We proposed to rely on the
factors ed in the Separations
Manual for allocating investment in
other traffic sensitive plant among the
four access service categories. Direct
investment in traffic sensitive equipment
unrelated to OCC ex access,
however, was to be excluded from
exchange plant. If Manual factors could
not be used, we proposed at least to rely
upon Manual principles or,
alternatively, relative minutes of use to
distribute the cost of the remaining
traffic sensitive planl among the service
categories.

200. Because the costs and revenues
associated with interstate FX and CCSA
open-end access services have been
treated as intrastate, we found it
necessary to adjust the revenue
requirement for each access service
category to reflect a credit to the FX/
CCSA category. Only in this way could
we prevent a double charge to users of
this interstate service. By the time our
access charge plan is implemented,
however, we expect that the
Separations Manual will be revised. We
note that the Joint Board has
unanimously proposed that the
investment, expenses and revenue
attributable to interstate FX and CCSA
open-end access services be treated as
interstate costs and revenues.® Thus,
when the access tariff replaces
the intrastate tariff for these services,
there should be no need to make the
proposed credit adjustment.

201. To compute the access charge for
each message service, we proposed that
its revenue requirement be divided by
total holding time minutes of use for that
category to obtain a charge per holding
time minute of use. An interstate carrier
using that message access service would
then pay the local carrier an amount
equal to the product of that unit charge
and that carrier's holding time minutes
of use.

202. The MF] is, of course, a
supervening event that occurred since
we released the Second Supplemental
Notice. The MF] not only requires
AT&T's divestiture of the BOCs, but also

¥ See Joint Board Order, supra, 47 FR ul 54405,

imposes upon the BOCs the obligation to
provide exchange access to all
interexchange carriers equal in price
and guality to that provided to AT&T.
Recognizing that facilities to provide
such access do not presently exist, the
MF] sets a timetable for phasing in the
required equal access. Each BOC must
begin to offer such access to all
interexchange carriers no later than
September 1, 1984.% BOCs must file
tariffs (to be effective on the date of
divestiture) which will govern BOC
provision of exchange access to all
interexchange carriers.

203. Tariffs described in the MFJ must
meel the following general criteria:

(1) That they provide unbundled
schedules of charges for all exchange
access services, including those
provided to AT&T (MF], App. B,
Section B, para. 1);

(2) that they discriminate against no
carrier or other customer (MF], App.
B, Section B, para. 1); .

(3) that they require interexchange
carriers to pay only for the type of
access they use (i.e., no “take it or
leave it" bundling of services) (MF],
App. B, Section B, para. 2); *

(4) that their charge for each type of
exchange access must be cost justified
(MF], App. B, Section B, para. 2.
204. The MF] defines “exchange

access” to include any activity or

function that a BOC performs in
connection with the origination or
termination of interexchange
telecommunications. The judgment
envisions a tariffed “menu"” of such
services from which an interexchange
carrier may select the options it wants.

It expects that each BOC will unbundle

the rates for as many of these services

or functions as technology will permit.

The goal of this requirement is to give an

interexchange carrier maximum

flexibility in requesting and paying for

* By September 1, 1085, equal access must be
available through end offices serving at least one-
third of that BOC's exchange access lines. Unless a
BOC obtains a waiver of the schedule requirements,
equal nccess through each of its end offices must be
available by Seplember 1, 1988, Such & waiver (s
available only for end offices using
electromechanical switches or serving fower than

10,000 access lines. To receive the walver, the BOC

must show the Court that for particular categories of
service the cost of equal access through such end
offices outweighs the potential benefits to users of
telecommunications services. Any denial of sccess
based on this exception must be minimired both to
its extend and duration. See MFJ, App. B, Section A,
para. 3.

“Nothing in the decree precludes a BOC from
also offering exchange sccess superior or inferlor in
type or quality to that provided ATAT at charges
reflecting the increased or cost of access.

*'This means that differences in charges must ba
justified on the basis of differences in services.
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the precise type of exchange access it
requires.

205. As the Competitive Impact
Statement prepared by the Department
of Justice makes clear,* the MF] does
not purport to prevent the Commission
from prescribing access charges to
recover BOC costs allocated to
exchange access by jurisdictional
separations that do not satisfy all the
conditions imposed by the MF] upon
carrier initiated tariffs. Its intent is only
to require that, given the Commission’s
ground rules, the BOCs use a cost-based
tariff structure, non-discriminatory in
effect, to differentiate among the access
charges they levy for each element of
service.®

206, In the Second Supplemental
Notice, we had concluded that the only
way to eliminate the discrimination
among interstate and foreign services
was to develop “new allocation
procedures in which formulae would be
applied uniformly for all services to
those plant elements which are used in
basically the same way by all services
and applied selectively to specific
services for those plant elements which
are used differently for different
gervices.” 77 FCC 2d at 231. Thus, the
general criteria that the MF] imposes
upon BOC initiated access charges are
fundamentally consistent with the goals
of this proceeding. The MFJ, however,
would include in access charges
compensation for the use of facilities
and services that our tentative plan had
excluded from its definition of access
services. In the Fourth Supplemental
Notice we noted that while the BOCs
could comply with MF] requirements by
filing supplemental charges for elements
excluded from our rules for computing
access charges, it might be desirable to
adapt our plan to include charges for
such facilities and services.” 80 FCC 2d
at 153. We sought suggestions to adapt
that plan to include these additional
services and facilities.

207. We have concluded that, for
reasons we have already discussed, the
better choice is to adapt our tentative
plan to account for the additional access
elements contemplated by the MF]. In
particular, we have added to the plan an
element we call the "Dedicated

* See Competitive Impact Statement filed by
United States Departmant of Justice at 35-36, United
States v. American Telephone and Telegraph Co.,
D.D.C. Civil Action No, 74-168.

* An antitrust decree could not, of course, lmit
this Commission’s power to prescribe a system of
charges that s designed to satisfy Communications
Act requirements. The MF] does not purport to do
80,

™ Examples of such facilities und services include
the lines or trunks between a telephone company
end office and an Interexchange switch and billing
and collection services.

Transport element” through which local
telephone companies will recover the
interstate revenue requirement
associated with the costs of the facilities
linking the switches of interexchange
carriers to the distribution facilities of
local carriers. While we recognize that
this element reflects costs that are
fundamentally non-traffic sensitive in
nature, we have chosen to include the
Dedicated Transport element in our
discussion of traffic sensitive costs
because we perceive it to be an intrinsic
part of the costs associated with
providing interexchange carriers with
access to the local network. Moreover,
while the costs associated with the
Dedicated Transport element are not
traffic sensitive and will not be
recovered through usage sensitive rates,
these facilities will continue to have
such an impact upon the local carrier's
configuration of the traffic sensitive
components of its network that we
believe it is logical to discuss recovery
of the cost associated with this
component of local network facilities in
this Part of this Report and Order.

208. The Separations Manual
classifies certain central office
equipment as non-traffic sensitive and
allocates the related investment
between the jurisdictions as if it were
subscriber plant equipment. As
previously noted, we have decided that
we should not include this non-traffic
sensitive central office equipment in our
NTS plan because the separations
classifications may change in the future,
We are, nevertheless, including separate
elements for traffic sensitive and non-
traffic sensitive portions of Category 6
central office equipment in this part of
our plan for the initial access charges
because it appears unlikely that any
changes in the separations
classifications for Category 6 central
office equipment could be implemented
in 1984.

209, In the Fourth Supplemental
Notice, we stated that we still found it
“reasonable to expect interchange
carriers to compensate exchange
carriers for traffic sensitive costs on a
traffic sensitive basis." 90 FCC 2d at 152,
The tentative plan in the Second
Supplemental Notice called for
interexchange carriers to compensate
exchange carriers for traffic sensitive
costs on a traffic sensitive basis. In their
responses to the Fourth Supplemental
Notice, some participants stated that
end users should be charged directly for
all costs associated with access
services, including traffic sensitive
costs.™ This, they asserted, would

" Seo, &g, Comments of United States
Transmission Services, pp. 12, 20: Comments of the

reduce administrative expenses and
eliminate the inaccuracies of
separations and settlements, We believe
it would accomplish neither, With the
adoption of our access rules, the
settlement process for access service
compensation will end. While billing
end users for all access costs might
indeed reduce administrative expenses
for the interexchange carriers, such an
approach would impose a tremendous
burden on the exchange carriers and
end users. If the customer originating the
call had to pay directly for the costs of
the facilities used to terminate his
interstate call, this would require the
terminating exchange carrier, apparently
through recourse to the interexchange
carrier involved, to identify the end user
originating the call and then to bill that
user directly for the costs associated
with the type of interconnection
provided to the interexchange carrier.
This would not only impose
substantially greater administrative
burdens upon these exchange carriers,
but also would constitute a drastic
change in the relationships among end
users, local telephone companies and
interexchange carriers, a that we
cannot perceive to be in the public
interest. If instead all end users are
expected Yo bear the costs of all plant in
their exchange area used to provide
access service to interslale carriers,
whether the resulting charge is flat,
usage sensitive or a combination of
both, almost certainly that approach will
result in costs being recovered from
customers who have not caused the
exchange carrier to incur those costs. In
particular, end users will be subsidizing
the use of their local facilities by those
terminating calls in their exchange area.
Such an unfair result cannot be in the
public interest. Moreover, this approach
would not eliminate any alleged
inaccuracies in the separations process.
210. In general, those participants
addressing the appropriate structure for
charges to recover traffic sensitive costs
agreed that the rates should be usage
sensitive.” In its comments to the
Fourth Supplemental Notice, Southern
Pacific adds that these charges should
be sufficiently unbundled to assure that
each interexchange carrier pays only for
the local access facilities it receives. We
believe that the rules we have adopted
to recover the costs of access facilities
are sufficiently refined to achieve this

Association of Long Distance Telephone
Companies, p. 8 at . 10, pp. 25-28; Joint Communts
of Tel. Systems Management Corporation, Satelco,
Inc. and Teltec Saving Communications Co., p. 2
Comments of Curtis M. Bushnell, Public Utility
Consultant, pp. 15, 19,

 See, £.g. Comments of Centel, SBS and USITA.
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result. Southern Pacific also asserts that
these charges should be adjusted to
reflect the diminished value of
interexchange service resulting from
unequal interconnection. We have
already explained why we have chosen
to rely upon a premium access charge to
account for differences in the quality of
interconnection offered to different
interexchange carriers. See Part IIL.C,
supra, Consequently, our rules for
computing charges to recover traffic
sensitive costs rely only upon cost
causation to compute charges.

211. In developing our access charge
rules we have considered exchange
access for interexchange carriers
providing switched services to be
composed of two categories or groups of
elements. The first category consists of
the transmission (and related switching)
facilities which carry interexchange
traffic between the interexchange
carrier’s facilities and the Class 5 (end)
office at which this traffic originates or
terminates. This plant always includes
some dedicated trunks which carry only
that interexchange carrier's traffic to a
switch within the exchange. It also
includes the interface between the
dedicated transport line and the
exchange carrier’s switch. For the OCCs,
it would correspond to Rate Element 1 in
the ENFIA A tariff (BSOC-8) and in the
ENFIA B and C tariff (BSOC-9). This is
the element we have called “Dedicated
Transport." If the local switch is not the
end office switch used to terminate or
originate an interex e
additional trunks and possible local
tandem switches will be required to
complete transmition between that end
office switch and the interexchange
carrier facilities. Most of this equipment
is traffic sensitive (TS) and because it
may be shared by several carriers, we
call the associated access element
"Common Transport.”

212. The second category, called the
“end office" category, corresponds to
the central office equipment in the end
office at which the interexchange
carrier's traffic originates or terminates.
This element includes all the traffic
sensitive central office equipment (COE)
used to provide switching and related
services, including operator assistance
services, In this Part, we describe the
guidelines we have developed to recover
the costs allocated to the different plant
elements within the categories. We also
discuss the rules that will govern
recovery of costs for such special
services as Billing and Collection.

A. End Office Charges

213. To complete transmission of
Interstate or foreign switched
communications to and from the

premises of an end user, an
interexchange carrier must rely upon
facilities located at the end office to
which that end user's telephone is
directly linked. In particular it must use
local dial switching equipment and may
use operator services to assure
successful transmissions. We refer to
the charges associated with the use of
this equipment generically as “end office
charges.” In this section we unbundle
these charges into five elements: (1) Line
Termination; (2) Local Switching; (3)
Intercept services; (4) Information
services; and (5) Operator Assistance
services. The first two elements reflect
an interexchange carrier's use of local
switching equipment, which the
Separations Manual classifies as
Category 6 central office equipment; the
remaining three elements reflect an
interexchange carrier's use of equipment
that the Separations Manual classifies
as Category 1 central office equipment.
For this reason we are adopting these
Separations Manual categories as the
basis for defining the direct costs
allocated to each of these elements. ™

1. Category 6 Central Office Equipment.

214. Line Termination Element. The
Separations Manual divides Category 6
Central Office Equipment (COE]) into
non-traffic sensitive (NTS) and traffic
sensitive (TS) subcategories to
distinguish the fixed costs of terminating
lines in the switch from the usa
sensitive costs of switching.” The Line
Termination element consists of the
portion of the investment in the local
switch that separations considers non-
traffic sensitive and the associated
indirect investment and expenses. Such
costs should be recovered from all
interstate carriers providing switched
services and allocated among these
carriers based on their relative
conversation minutes.”™

™ The procedures for computing charges for thoss
:‘ldmeuu are described in §§ 66.106-69.110 of

os.

*That portion of non-traffic sensitive category 6
centrul office equipment used to provide trunk
conditioning and signalling between the carriers’
swiiching facilities is included in the Dedicated
Transport element.

™ The allocation of NTS Central Office Equipment
on a usage basis represents an apparent
inconsistency with the approach we have taken to
recover almost all other non-traffic sensitive plant,
We believe, however, that this apparent
inconsistency is resolved by a closer examination of
the facilities involved.

Nou-traffic sensitive facilities the costs of which
are to be recovered through end user charges are all
dedicated to particular subscribars or, in the case of
party lines, groups of subscribers. (The only
exception s pay phone service, the costs of which
are spportioned on a usage basis),

As compared to older electro-mechanical
facilities, & far larger fraction of modern central
office facilities has been classified as non-traffic

215. Separations has relied upon
factors developed by Bell-USITA studies
to determine the portion of investment
in different types of switches that is and
is not traffic sensitive, In CC Docket No.
80-288, the Joint Board is considering
whether these factors should be
revised.™ We believe, however, that to
assure that our access charge plan
becomes effective on January 1, 1984, we
must provide carriers with specific
guidelines for developing their access
charges as early as possible.
Consequently, we must proceed to
establish these guidelines without the
benefit of the Joint Board's
recommendations. We have coricluded
that in developing the access charges to
become effective in 1984 it is reasonable
to rely upon existing Bell-USITA factors
to distinguish NTS from TS Category 6
COE. If Joint Board recommendations
result in the revision of these factors, we
would expect these changes to be
reflected in access charges for later
years.

216, Our tentative plan in the Second
Supplemental Notice had assigned Line
Termination costs to private lines even
though they do not terminate in a Class
5 (end office) switch. We intended that
apportionment to serve as a surrogate
for certain costs, including those
attributable to “leaky PBXs", that
cannot be easily identified.” In the plan
we adopt today, we have already
allocated to private lines the costs of
other NTS plant that could serve to
ensure recovery as a surrogate for these
less easily identifiable costs. We also
believe that the leaky PBX phenomenon
may become much less significant in the

sensitive. Such modem facilities can offer
subscribers many more or improved service options
than could the facilities tha! they replace. Not all
subscribers require or even desire such additional
services, It does not seem appropriate, therefore, 1o
treat these facilities us if they were dedicated.

The Joint Board will have the opportunity more
closely to investigate whether the Separations
Manua!'s treatment of the costs associated with
these electronic switches should be revised. It in
possible that after its investigation s completed we
shall perceive a need to revise the rate siructare for
this element so that it reflects cost causation more
accurately,

™ See Joint Board Order, supra, 47 FR at 54498,

" These costs Include the costs of “hard
these lines into place or otherwise providing special
arrangoments or treatment for private lines. Thoy
also include costs attributable to the “leaky PBX™
phenomenon that we described In the Socond
Supplemental Notice. See 77 FOC 2d ot 241, This
phenomenon arises whenever an interstate call is
“patched™ through a PBX from a private line to a
common subscriber line. That common line, the
local exchange switch. another subscriber’s
common line and another subscriber’s station
equipment are all used to complete the call, but
such private line usage of those facilities is not
presently reflected in the compultation of private
line access service compensation.
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future as cost-based access charges
produce a shift to MTS by those private
line customers capable of “leaking.” For
these reasons we are not assigning any
Line Termination costs to private line
services,

217. Local Switching Element.
Through charges associated with this
element, local carriers will recover the
costs associated with interexchange
carriers’ use of traffic sensitive (TS)
Category 6 Central Office Equipment
(COE) to complete interstate switched
services.™

218. In the Second Supplemental
Notice we had concluded that no traffic
sensitive costs should be assigned to
services not using the local exchange's
switching facilities. Conseguently, we
proposed that these costs be allocated
on & usage basis among three switched
service categories: MTS/WATS; FX/
CCSA open end access; and OCC-
ENFIA. Weighted dial equipment
minutes (DEMs) were used as the unit of
measurement.

219. The Separations Manual uses
DEMs as the unit of measurement for
purposes of allocating the traffic
sensitive portion of Category 6 COE
between the interstate and intrastate
jurisdictions. However, § 24.83 of the
Manual applies a weighting factor
known as TWF (Toll Weighting Factor)
to the “toll" DEMs to reflect the
difference in average cost per toll
minute of use as compared to the
average cost per exchange minute of
use. The present Menua/ does not
specify the TWF factors.™ Different
factors were developed for different
types of switches in the Bell-USITA
studies that developed NTS-TS ratios
for the same categories of switches. The
TWEF factor differs from the subscriber
plant factor (SPF] in that TWF is related
to cost causational principles. Long
distance calls require switching
capabilities that local exchange calls do
not. The TWF factor was designed to
segregate costs that are peculiar to long
distance calls."

220. In comments filed in response to
the Second Supplemental Notice,
Southern Pacific suggested that costs

" Some services classified as private line are, in
fact, switched (e.g. CCSA), If costs of some traffic
sensitive switching equipment are now directly
assigned to such services, we Intend such direct
assignment to condinue.

™The Joint Board has tentatively recommended
that this continue. See Jaint Board Qrder, supre, 47
FR ol 54505.

% Although the TWF factor was designed to
reflect cost causational principles, it is not besed an
a historical cost causational principle, The Manuo/
was designed to allocate costs between two “old”
services that will continue to exist, Allocations are
based upon actual relative use during a prior period
rather than projected use during some future period.

that are assigned to the interstate
jurisdiction as & result of the application
of the TWF factor should be excluded
from the computation of ENFIA A
access charges because ENFIA A
services use the local exchange in the
same manner as local exchange
service.” (Comments, pp. 47-50). In
Reply Comments to the same Notice,
AT&T agreed that some adjustment
would be reasonable. It noted that at the
open-end FX also uses local exchange
switching in the same manner as local
exchange service. (Reply, p. 63).

221. In the recent Joint Board Order,™
the Joint Board proposed that both
interstate FX/CCSA open-end access
services and interstate ENFIA services
be explicitly recognized in the
Separations Manual as interstate
services. It also recommended that for
apportioning costs of traffic sensitive
switching equipment, all FX/CCSA,
ENFIA A and ENFIA C dial equipment
minutes be treated like exchange service

DEMs with no toll weighting factor
applied to them. R that ENFIA
B appeared to use the switch more

like MTS than like exchange service, the
Joint Board is seeking to determine
whether the similarity between ENFIA B
and MTS warrants treating DEMs
generated by ENFIA B use of local
switches like DEMs generated by MTS

use.

222, If the average costs associated
with different interstate switched
services' use of local dial switching
equipment vary, these differences
should be reflected in the rate structure
of this element in order to assure that
there will be no unlawful discrimination
in rates for functionally equivalent
services. As a first approximation to
achieving this goal we are requiring that
exchange carriers establish separate
charges for two categories of service.
The first category corresponds to local
dial switching provided through line side
termination at a Class 5 (or end) office
or, for interstate services other than
MTS and WATS, through termination in
a local tandem switch. The second
corresponds to a local dial switching
provided through trunk side termination

" At the time these comments were filed. the
ENFIA B end ENFIA C service offerings did not
exist. ENFIA B and ENFIA C provide sccess through
trurk side connections to end offices and through
trunk side comnections to fandem offices
reapectively. ENFIA B provides more signaling
information to the interexchange carrier than does
ENFIA A, as well as automatic number
idantification and answer supervision. ENFIA B
also permits subscriber use of rotary dial telephones
to reach OCC swilches. While ENFIA C does not
provide these additional services, it permits an OCC
switch 1o serve subseribers in more than one
exchange directly.

* See Joint Board Order, supro, 47 FR al 54465,
54408,

at a Class 5 office for MTS/WATS
equivalen! services and switching
provided for MTS and WATS. Based on
avilable information we believe these
service categories result in a grouping
together of those interstate service
erings for which the average cost per
minute of using the local switch is
approximately the same. In cular,
use of switching equipment by FX/
CCSA open-end access, ENFIA A and
ENFIA C services should fall within the
first category of service while end office
switching for MTS, WATS and ENFIA B
should fall within the second category.
223, For computing 1984 access
charges, the costs associated with local
dial switching equipment shall be
allocated between the two service
categories based on relative DEMs, after
the toll weighting factors developed in
the separations process have been
applied to DEMs generated by services
in the second service category.® To
convert these allocations to monthly per

minute charges, the revenue ment
for each service category shall
divided by that category’s projected

average conversation minutes.* For a
given month, the local switching
equipment charge levied upon a carrier
providing a service (or services)
included in that service category will be
the product of that category's unit
charge and the conversation minutes
generated by the carrier's service(s).

224. In responses to our Second
Supplemental Notice, some participants
had suggested that the tentative plan be
modified in order to incorporate peak
and off-peak pricing in the prescribed
access charges. (Consumers Union
Reply, pp. 9-10; NTIA Reply, pp. 32-33).
Such a modification would presumably
be limited to the traffic sensitive
components like the Local Switching
element inasmuch as non-traffic
sensitive costs do not vary with usage.
That suggestion warrants consideration
as a long-run solution. However, we

© We recognize that the Joint Board deliberations
may result in development of new TWFs to be
spplied exchusively to ENFIA B servicen. We
anticipate that the scheme for allocating investmen!
in TS local dial switching equipment we prescribe
here would be altered so that these new TWFa
would be applied to ENFIA B DEMs. We beliove,
bowever, that it is unrealistic to expect thut
development of such new TWFs could be complated
before the end of the third quarter of 1963. The
carriers require a reasonable time to develop and
file their 1064 access charges and we shall require
time to review these filings. For this reason, we
conclude that 1984 access charges should not reflect
the development of any new TWFs for ENFIA B
servioes.,

*These averages ahall be developed through
traffic studies, with necessary information being
supplied by the interexchange carriers if the
exchange carrier is unable to obtaln such
information directly.




Federal Register / Vol. 48, No. 49 / Friday, March 11, 1983 / Rules and Regulations

10345

could not devise adequate rules for
computing cost-based peak or off-peak
access charges for this traffic sensitive
plan from the information in this record.
Therefore the rate structure, at least for
1984 access charges, will reflect no
discount for off-peak usage of traffic
sensitive exchange facilities.*

225. It should be noted that the
efficiency benefits of peak pricing flow
from the use of peak pricing in end user
rates. The use of peak pricing in a
carrier’s carrier charge need not have
any direct effect upon usage.
Consistency between carrier's carrier
charges and end user rates would be
desirable, but time of day pricing of
access service compensation is not a
condition precedent for time of day
pricing of end user services. MTS tariffs
have established different rates for
different times for a number of years
even though the settlements formula for
computing MTS access service
compensation has never assigned
different weights to different MTS
minules. .

2. Manual Switchboard Services

226, Category 1 central office
equipment consists of investment in
manual switchboards. Manual
switchboards are used primarily in
connection with MTS and WATS
service, In reply comments to the
Second Supplemental Notice, however,
AT&T asserted that the OCC-ENFIA
and FX-CCSA services should share in
costs relating to manual switchboards
providing information and intercep!
services because both FX-CCSA open
end access and OCC-ENFIA services
also rely upon those operator services.
AT&T indicated that directory and
intercept switchboards can be identified
without undue difficulty. Therefore, we
propose to associate Category 1
investment allocated to the interstate

ccess with one of three access
elements: (a) The Intercept element; (b)
the Information element; and (c) the
perator Assistance element.

227, Intercept Element. A local carrier
rovides Intercept services when it
auses a telephone call directed to an
mproper telephone number to be
edirected to an operator or a recording
at tells the caller why the call, as
laled, could not be completed and if

ssible, provides the correct number,

“We intend shortly to establish a Joint Board

At will consider the need for changes to the
‘parations Manuel that will allocate investment
vd expenses botween the jurisdictions based on
ik and off-peak use of exchange facilitics. When
41 Bourd has completed its work on this subject,
‘e shall reconsider our decision concerning a peak/
{f-peak rute structure for traffic sensitive access
sarge elements.

By its nature, this service must be
provided either to all interexchange
carriers or to none. We believe that
because all rely upon this service to
assure successful completion of their
customers' interexchange calls, all
should share in the costs associated
with its provision. There do not appear
to be any cost or value differences with
respect to the use of Intercept services
that would warrant the application of
any weighting factors to distinguish one
interexchange carrier’s use from
another's. Therefore, we have decided to
subject all interexchange carriers lo a
per minute Intercept charge that is
compuled by dividing costs allocable to
this element by total conversation
minutes for all switched or partially
swilched interstate services,

228. Information Element. As its name
suggests, Information service is
provided when, by dialing the proper
service code or number, a customer is
connected to an operator who will tell
him the telephone number of another
customer, provided that the latter's
number is or will be listed in the
telephone directory. Based upon AT&T's
Second Supplemental Notice Reply
Comments we conclude that the costs
associated with this service can be
unbundled from those associated with
the use of other Category 1 COE. We
believe that these costs should be
unbundled from other manual
switchboard costs. At the present time
directory information that is provided
for long distance services is provided
through transmission facilities of AT&T
and its interexchange partners, These
costs will accordingly be assessed upon
those carriers unless other
interexchange carriers establish

« connections with such directory

assistance facilities.*

229. Operator Assistance Element.
This element describes the remaining
interstatle operator services, primarily
direct assistance in the completion of
toll calls. To this element we allocate
that investment in Category 1 COE not
already allocated to either the Intercept
or Information elements, as well as the
indirect investment and expenses
associated with this Category 1
investment under our allocation rules.
The costs associated with this element
should be recovered through a non-
discriminatory, usage-sensitive rate
structure imposed only upon those
interexchange carriers who in fact use

*1f that contingency arises, exchange carriers
that provide the information service will be required
to devise an appropriate method to apportion such
costy among all interexchange carriers that are
connected with such directory assistance
switchboards.

these interstate Operator Assistance
services. .

B. Transport Charges

230, As part of its access service, each
local exchange carrier will provide
transmission (and possibly) switching
facilities to carry interstate switched
traffic between an interexchange
carrier's facilities and the end office
through which this traffic originates or
terminates. This plant always includes
some dedicated trunks or lines, which
carry only that interexchange carrier's
traffic to a switch within the area served
by the local carrier.*” We refer to the
element corresponding to this plant as
the “Dedicated Transport” element, If
this exchange carrier switch is not the
end office switch used to originate or
terminate the interstate call, additional
trunks, local office and local tandem
switches will be required to complete
the communications path between the
originating (or terminating) end office
and the interexchange carrier's facilities.
We refer to the element corresponding
to this plant as the “Common Transport”
element.* The cost associated with both
Dedicated Transport and Common
Transport will be recovered as part of
the carrier’s carrier charge for access to
the local company’s facilities needed to
complete interstate communications, ™

1. Dedicated Transport Element

231. This element consists of the
dedicated voice grade transmission
facilities and the interface at which
those facilities and the exchange
carrier's switch are joined.* For non-

*'In some cases, two exchange companies jointly
might provide such a trunking service.

* The procedures for computing changes for the
Transport eloments ure doscribed in §§ 69.111 and
69.112 of the Rules.

* We are not, however, including any use of
switching in & local dial {Category 6) switch in the
Common Transport element.

*The facilities included in this element and other
elements are the subject of the Settlement
Agreement between the Bell System companies and
the OCCs thut we accopted as s disposition of
Docket 20099, Sew 52 FCC 2d 727 {1675). That
agreement established interim rates for the OCCs’
use of certain Bell System facilities. It also
established procedures for revising such rates that
ere still in effect. In particular, it permittod a carrier-
initiated increase in the rates only on six months'
notice 1o the OCCs. /d. at 734-35. We predicated our
accoptance of that agreement on our finding that
“the responsibilities undertaken by the parties are
in the public interest because they expedite and
further the implementation of established
Commission policy.” /d. at 732 If epplied to the
sccess tariffs which will replace the existing tariffs
under which the BOCs provide dedicated transport
facilities to the OCCs, such a notice requirement
could prevent the timely implementation of these
accoss turiffs, We have not determined whether the
agreement purports to establish a notice
roquirement under these circumstances. Because we
find such delay contrary to the public interest, we
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premium carriers, i.e. thesOCCS, this
element would correspond to what is
now designated as rate element 1 in the
ENFIA A tariff. To this element we
allocate investment in the outside plant
linking the carriers’ switching facilities
as well as any Category 8 and non-
traffic sensitive Category 6 central office
equipment used to provide trunk
conditioning and signaling between the
carriers switching facilities.

232, USITA has suggested that the
costs associated with this element be
recovered through rate structures
reflecting Ycapacity ordered.” A rate
structure based on “capacity ordered”
may bear little relationship to what is, in
fact, provided. We believe that an
interexchange carrier should pay only
for facilities it in fact receives. We can
appreciate that in order to plan its
netwaork to assure the highest quality of
service to all its customers a local
carrier requires advance information of
an interexchange carrier’s anticipated
needs and demands upon the local
system. We do not believe that this
information bears any intrinsic
relationship to the costs incurred in
currently providing services to these
carriers.”

233, We are requiring that the revenue
requirement associated with the
Dedicated Transport element be split
into three parts on the basis of relative
net investment in: (1) Interface
arrangements; (2) voice grade
transmission facilities; and (3)
equipment used to provide conditioning
for such transmission facilities. As a
result, the charge associated with the
Dedicated Transport element will be the
sum of a charge reflecting the costs of
voice grade transmission facilities
dedicated to an interexchange carrier's
use, a charge reflecting the costs of
conditioning those facilities and a
charge reflecting the costs of any
additional central office equipment
located at the boundary between those
facilities and the local carrier’s switch to
which they are joined. In requiring this
unbundling of charges our aim is to
assure that the charges imposed upon an
interexchange carrier for its use of
dedicated transport facilities reflect the

are abrogating any contractual notice requirement
of the Setilement Agreement that might be
applicable. Any other provision of the agreement or
the subsequent ENFIA agreement that may be
inconsistent with the Rulea we are adopting will of
course, cease to be effective when access charges
become effective, The decision in MC/
Telocommunications Corp. v. FCC, 065 F. 2d 1300
{D.C. Cir. 1881) doex not preclude us from
abrogating provisions that are Inconsistent with our
on of an access charge plan. That decision

related to carrler-initiated taniif charges.

" See Reply Comments of United States
Independent Telephone Association.

costs associated with the facilities.
provided to that carrier.™

234. Interface Arrangements. To this
subelement we have allocated all
investment in central office equipment
used to provide interface arrangements.
We have taken this step because we
recognize that exchange carriers will be
offering to interexchange carriers access
arrangements that rely upon central
office equipment to provide different
signaling and other capabilities. We
shall require that each exchange carrier
establish in its access tariff & separate
charge for each additional kind of
interface arrangement it proposes to
offer.™

235, We shall require that each
exchange carrier present a listing of
subelements corresponding to all the
interface arrangements it intends to
offer. It is through these subelements
that the carrier will recover the share of
its projected revenue requirement for
Dedicated Transport that our allocation
rules have apportioned to interface
arrangements. To provide carriers with
sufficient flexibility to develop access
charges reflecting the many kinds of
interface arrangements they may choose
to offer, we have refrained from
preseribing rules specifying precisely
how the charges associated with these
subelements must be calculated, We do
require, however, that differences in the

charges for these interface arrangements -

reflect cost differences.

236. Conditioning arrangements. The
quality of voice communications over
transmission facilities may be impaired
by such factors as trunk loss, noise or
echo. Alone or in combination, these
factors may partially or sometimes
completely obscure the information
content of voice transmissions.
Transmission facilities, however, may
be conditioned to control these

* We beliove that this is very similar to the
refinements within this rate element advocated by
the Ad Hoc Committee and Southern Pacific in their
comments submitted in response to the Fourth
Supplemental Notice. See Report on Access
Charges attached to Comments on the Fourth
Supplemontal Notice filed by the Committee and
Comments of Southern Pacific Communications
Company, Appendix B,

* Such arrangement might include, for example,
un B & M lead interface, which is:

A specific form of interface betwoen & switching
system and a trunk in which the
information is transferred ncross the interface via 2-
state voltage conditions on two leads, sach with
ground return, separate from the leads used for
message information. The message and signaling
information are combined {und separuted) by a
signaling system appropriate for application to the
transmission [acility.

Engineering and Operations in the Bell System
(1877) at 652 For a general discussion of common
interface arrangements, see id. nt 151-88, 384403,

parameters ® in order to improve the
quality of such transmissions.

237. We shall require that each
exchange carrier present a system of
subelements corresponding to all the
conditioning arrangements it intends to
offer. Subelement charges will also be
designed to recover the aggregate
conditioning revenue requirement and
charges for particular subelements will
be designed to reflect cost differences
among conditioning arrangements.*

238. Transmission facilities. To this
subelement we allocate investment in
all dedicated voice grade fransmission
facilities to be provided to
interexchange carriers to complete their
interstate or international
communications service. These
dedicated facilities are analogous to the
non-traffic sensitive subscriber line
plant dedicated to an end user’s use.
Consequently, we shall require local
telephone companies to recover the
costs associated under our allocation
rules with this subelement through a flat
monthly charge imposed upon each
interexchange carrier receiving access
through such facilities. The costs
associated with Dedicated Transport
facilities are a function of two
parameters. The first is the distance
between the interexchange carrier's
facilities and the “entry switch™ through
which that carrier's traffic enters the
exchange area. The second is the
number of voice grade channels
provided to the interexchange carrier.
The latter we shall call “conversation
capacity.” We shall require that the
monthly charge levied upon an
interexchange carrier for voice grade
facilities dedicated to its use shall be
based upon the conversation capacity
provided by these facilities and a
distance factor.

239, At this time all AT&T toll offices
are linked to local offices through 4-wire
or 4-wire equivalent voice grade
facilities, At least some AT&T offices
are collocated with end office switches.
Other interexchange carriers, however:
have never been allowed to collocate
their switches with local telephone
company switches. A strictly distance-
sensitive rate structure for dedicated
transmission facilities would thus give
AT&T an unfair competitive advantage
Consequently, we shall require that for

" See, 0.9, the family of “W types™ of
cooditioning offered in the Bell Systam’s Facilities
for Other Commaon Carrier Tariffs.

% Association tariffs may contain exceptions for
participating carriers that offer interface and

arrangements thet differ from any
standard subelements in the assoclation tarill.
Similar exceptions will be permitted for Special
Access subelements.
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purposes of computing a monthly charge
associated with this subelement, for an
interexchange carrier other than AT&T
the distance between the interexchange
carrier’s facility and the “entry switch”
to which it is linked shall be deemed to
be the minimum of the following: the
airline distance between the entry
switch and this interexchange carrier
facility; and the airline distance
between the entry switch and any AT&T
tol! switch within 5 miles of the
interexchange carrier’s facility.*

240. We recognize that the costs of
providing Dedicated Transport to a
particular interexchange carrier also
depend upon the transmission media
selected to carry its traffic between its
facilities and the “entry switch." A
purely cost-based rate structure would
tie the charges imposed on an
interexchange carrier to this factor also.
With all the permutations and
combinations of transmission media
possible, however, such a rate structure
could easily become unworkably
complicated, The rate structure we have
adopted today, while not purely cost-
based, avoids the administrative
problems associated with such a rate
structure and provides local exchange
carriers with the incentive to use the
most efficient means of transmitting
traffic and the flexibility need in
planning their network. We believe that
these advantages warrant this limited
departure from cost-based pricing, at
least during the first year in which
access charges are in effect.

2. Common Transport Element

241. To this element we allocate the
investment in all outside plants used in
whole or in part to transmit an
interexchange cartier's switched traffic
between the end office at which it
originates or terminates and the
transport facilities dedicated to that
carrier's use. We also allocate some

*This “five-mila™ requirement is similar 1o one
imposed in the MF] upon any BOC-initiated tariff to
reduce the competitive advantage AT&T enjoys
over other interexchange carriers bocause of the
!ocuﬂoadllmdhlﬂﬁu.ﬂhlﬂhn
required thut under such tariffs until September 1,
1991, the for delivery or receipt of traffic of
the same type between an end office and esch
intorexchange carrier's facilities located within the
exchange urea (or any reasonable subzones) be
equal per unit of delivered or received for all
such carriers. If the facilities of another
interexchange carrier are located within 5 miles of
“0 ATAT Class 4 switch, with respect to any end
offico served by that switch, the OCC facility Is to
be considered within the same subzone as the

and
lacilities to serve ATAT and the other
carriers; It exists 10 assure that the OCCs are not
charged more for tranmnission merely becsuse
AT&T s switches are more located
with respect to or linked to an end office.

investment in intermediate switching
facilities such as local tandem offices.”
242. The costs associated with this
access element are both usage and
distance sensitive. Consequently, we are
prescribing a rate structure that is both
usage and distance sensitive. The
measure of usage shall be conversation
minutes of use, while the measure of
distance shall be the airline distance
from “entry switch" to the end office at
which a call originates or terminates.

C. Other Charges.
1. Billing and Colléction Services

243. To this element we are allocating
all the costs associated with a local
carrier's providing billing and collection
services to an interexchange carrier. In
particular this would include investment
in Category 4 central office equipment,
automatic message recording equipment,
and most of the revenue accounting
expenses allocated to the interstate
jurisdiction.®®

244. The MF] would permit a BOC to
restrict its offer of billing and collection
services to only some int
carriers unless the BOC threatened to
withhold service from & customer failing
to pay charges levied by such
intertexchange carriers.” The MF] does
require, however, that if a BOC offers

and collection mict;: tc:h:vm
one interexchange carrier, that
charge for this service must be in the
BOC's access tariff. Only common
carrier services can be tariffed. The
hallmark of a common carrier service is
that it is offered to all indifferently. See
CCIA v. FCG, supra, slip op. at 25.
Consequently, to assure a result
consistent with our powers under Title 1
of the Communications Act of 1934, as
amended, 47 U.S.C. 201 et seq., and the
intent of the MF], we shall require that
an exchange carrier offering billing or
collection or billing information services
to one interexchange carrier must offer

. them to all.

245. In contrast with our treatment of
rates related to other access elements,
the only restrictions we shall place upon
a local carrier and
Collection services is that it not
discriminate among carriers selecting
these services. Any differences in

¥'We note that the plan we sdopt today for
doveloping 8 carries’s carrier chargs will
sccommodate access arrangements provided by the
independent telephone companios and by the

access and transport arees (LATAs) ultimately
approved by the court in United States v. Westarn
Electric Company. D.D.C. Civil Action No. 82-0192.
* Computation of churges for this element ia
described in § 08.134 of the Rules.
*In the later case the MF) does require the BOC
to offer billing and collection services 1o all.

charges levied for these services must
be cost justified.

2. Special Access

246. Special Access includes a variety
of services and facilities that we have
decided to include in our system of
access charges in order lo ensure that
tariffed access charges of all exchange
carriers encompass services and
facilities that the divested BOCs will be
offering pursuant to tariffed access
charges. "™ If the MF] did not exist, we
would probably exclude these facilities
from the access charge scheme and
classify them as “interexchange” for this
purpose. Most services that use these
facilities—such as program
transmission, telex, etc.—are not close
substitutes for MTS and changes in
existing rate structures would not be
required in order to eliminate
discrimination or preferences
MTS and services that are close
substitutes for MTS.

247. The Special Access category also
includes a portion of interstate or
international private lines that terminate
in a PBX or similar t and
interstate WATS lines. We limit the
Dedicated Access Line element to the
portion of those lines on the customer
side of an end office in order to create a
Dedicated Access Line element that is
analogous to the Common Line element.
We use the demarcation in order to
establish parity for comparable
elements. A partion of such private lines
and a portion of some WATS access
lines that are not included in the
Dedicated Access Line element are
included in access service for
of the MF]. We are
portions of those lines to Special Access
in order to make access changes for all
carriers correspond with the BOC
access charges,

248, Although we have described
Special Access as an element for cost
allocation purposes, the Special Assess
category in fact encompasses a number
of elements that must be priced
separately. The same charges could not
be applied to video “lines”, telex lines
and pieces of WATS access lines
without creating unlawful preferences.
Such facilities have very different cost
characteristics and are used for very
different purposes.

249. We have not attempted to
provide guidelines for apportioning the
Special Access revenue t
among the rate elements or subelements
within that cat and we have not
described the ements that should

¥ Computation of charges for this element is
described in § 62.113 of the Rules.
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be used. This proceeding was not
designed to develop criteria for
designating such subelements or for
apportioning costs among appropriate
subelements and the record in this
docket does not contain much
information that would be useful for
those purposes. Such questions have
been or will be addressed in other
Commission proceedings.'® We are
accordingly directing exchange carriers
to establish subelements and methods
for computing subelement charges that
are consistent with applicable
Commission rules and decisions.

V. Computation of Access Charges

250. In order to compute a charge for
an access element it will generally be
necessary to compute a revenue
requirement for that element. Under the
rate base—rate of return method of
ratemaking costs or revenue
requirements consist of two
components, The return component is
computed by multiplying the rate base
or investment by an allowed rate of
return. The expense component covers
the carrier’s allowable operating 2
expenses,

251. We have decided that the usual
rate base—rate of return method should
be used to compute access charges for
each element except Billing and
Collection. We are not imposing any
constraint upon the return carriers may
earn for that service because local
exchange carriers do not possess
sufficient market power with respect to
that service to warrant a rate of return
prescription. If the local exchange
carriers establish excessive Billing and
Collection charges, the interexchange
carriers can, and undoubtedly will, do
their own billing and collection.

A. Rate of Return

252, We will require the exchange
carriers to compute charges for all the
other access elements that are targeted
to earn the same return. We are nol,
however, specifying a prescribed return
in the text of the access charge rules.
Such prescriptions necessarily must be
revised from time to time in ad hoc
proceedings that are designed for that
purpose, It would not be appropriate to
effect changes in a prescribed rate of
return through amendments to the rules.
We are, however, requiring exchange
carriers to use the currently authorized
rate of return to compute access charges
until that prescription is superseded by
further order of this Commission.

253. We have already prescribed a
rate of return of 12.75% for AT&T

¥\ Soe ATET Private Line Rate Structure and
Volume Discount Practices, 74 FCC 2d 226 (1979).

interstate operations, This targeted rate
was established after consideration of
all AT&T interstate capital costs,
including capital costs associated with
the provision of access service.
Although that prescription has not been
imposed directly upon other telephone
companies, the existing partnership
interstate settlements arrangement has
been designed to enable every telephone
company 1o realize the same achieved
rate of return that AT&T realizes on
interstate operations. Thus, the use of
any rate of return other than 12.75% for
the purpose of targeting access charges
for BOCs or independent telephone
companies would be a departure from
the status quo.

254. Although the Second
Supplemental Notice did propose to use
the AT&T authorized rate of return for
purposes of targeting access charges, the
Fourth Supplemental Notice invited
comment on the desirability of
prescribing a different return inasmuch
as BOC costs of capital may diverge
from AT&T costs of capital after
divestiture.'** Most participants who
have discussed this subject have
suggested that the 12.75% return be used
for the initial access charges. No
evidence has been developed in this
record that would enable us to predict
any future divergence in AT&T and BOC
costs of capital. Therefore, we will
require that a 12.75% return be used to
target access charges of any exchange
carrier and interexchange services of
AT&T until a different authorized rate of
return is established in subsequent
proceedings, We may or may not
conduct separate proceedings to
consider any future revisions in the
prescribed rate of return for access and
interexchange services.

B. Identification of Access Costs

255. Several steps are necessary to
identify the investment and expense
that is attributable to a particular access
element. Investment and expenses
relating to telephone operations must be
segregated from other investment and
expense, Interstate telephone operations
investment and expense must be
segregated from intrastate investment

v 'The Fourth Supplemental Notice also
suggested that returns allowed by state
commissions might be used if access charges are
disaggregated on & state-by-state basis. The
Executive Agencies of the United States
recommendad that procedure (Comments, p. 18), but
Southern New England Telephone Company said
(Comments, p. 12) that It would probably be
“inappropriate™ to use a state rate of return for any
interstate service. Inassmuch as we have decided
thut such disaggregation would not be appropriate,
there is no reason to give further consideration to
that approach. Any nationwide charges necessarily
mus! be based upon a nationwide rate of return.

and expense. The access charge or
exchange plant portion of interstate
investment and expense must be
segregated from other interstate
investment and expense. The access
portion must be allocated among the
access elements.

256. Carriers are already obliged to
perform the first two steps in order to
compute revenue requirements for
interstate services. This Commission has
provided guidance for the identification
of regulated service costs through
accounting rules and decisions in tariff
proceedings. We have also prescribed
rules for the separation of investment
and expense between the interstate and
intrastate jurisdictions. Those rules are
contained in the Separations Manual
that has been incorporated as Part 87 of
our Rules, 47 CFR Part 67. The telephone
companies have developed detailed and
elaborate procedures to implement the
separations rules.

257. The tentative plan described in
the Second Supplemental Notice would
have used the division of revenue or
“DR" procedure that AT&T developed to
implement the Separations Manual in
order to determine interstate investment
and expense for the computation of
access charges. Several comments that
were filed in response to that Notice
questioned the wisdom or propriety of
using the DR procedures for that
purpose. MCI noted that there is no
single fixed document describing Bell
System DR procedures that could be
incorporated by reference in access
charge computation rules. MCI observed
that the 11-volume DR Manual is revised
monthly and does not contain a
complete description of the procedures
used to separate interstate and
intrastate costs. In its Second
Supplemental Notice comments, MCI
said (p. 55):

The operative steps are actually taken by a
computer located in Atlanta referred to as
ISIS. AT&T has informally advised MCI that
the programming for ISIS was developed
sequentially over a period of many years and
that there is no complete set of program
inputs in existence.

258, Inasmuch as there is no fixed set
of DR procedures we could not
incorporate the DR procedures in access
charge rules even if we could warrant
that the DR procedures have produced
accurate results in the past. Moreover,
we are not in a position to give such a
warranty, The SBS Second
Supplemental Notice comments
observed (p. 48) that the 11-volume DR
Manual implements a 96-page
Separations Manual. SBS implied that
some errors of interpretation must have
been introduced into the separations
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implementation process in the course of
amplifying the prescribed rules.
Although our staff does monitor these
processes, this Commission has not
formally addressed the myriad of
interpretation questions that are lurking
within the separations implementation
process.

259, USTS filed a petition for
evidentiary hearing that was based in
large part upon its contention that an
evidentiary would be required
to compile a that would enable
us to prescribe any separations
implementation procedures. We agree
that an evidentiary hearing may be
necessary o prescribe separations
implementation procedures. We have,
however, concluded that it will not be
necessary to prescribe such procedures
in order to prescribe rules for the
computation of access charges. We are
adopting rules for the computation of
access charge revenue requirements that
are based upon the that
investment and expense attributable to
regulated interstate operations has
already been identified. We can proceed
on that assumption without sanctioning
separations implementation procedures
that may be questionable or foreclosing
interested persons from raising
questions with respect to the accuracy
of the underlying data when access
service tariffs are filed.

260. We recognize that the information
filed pursuant to Rule § 61.38 may not at
present be sufficient to enable this
Commission or affected persons to
identify all questions with respect to the
accuracy of interstate costs that might
be raised in a tariff proceeding. We
have, however, decided that we should
not delay the adoption of access charge
rules to resolve data problems that are
not unique to access charges. Any errors
in the separations Implementation ‘
process affect all state and federal
tariffs for services offered by telephone
companies, Proceedings other than this
docket can and will be used to make
separations implementation more visible
to regulators and all affected persons. **

261. The allocation rules we are
adopting do establish procedures for
segregating access investment and
expense from other interstate
investment and expense and procedures
for apportioning the access investment
and expense among access elements,
We have generally used the term
“interexchange category” to describe
investment, etc., that is not apportioned
to any access element. For convenience,

" The exchange plant Joint Board has invited
comments upon & proposal that may serve that
purpose. See Joint Board Order, supra, 47 FR ut

we have combined apportionments
between inlerexchange and access and
apportionmenls among access elements
in a single set of rules. We have
included the Billing and Collection
element in that apportionment scheme
even though our rules do not require the
computation of a revenue reguirement
for that element because il is necessary
to apportion costs to that element in
order to identify the costs that are
attributable to the other elements. |
262. The plan we have adopted for the
allocation of certain non-traffic sensitive
costs between end user and carrier's
carrier charges requires a further step in
order to compute charges for the End
User Common Line and Carrier Common
Line elements. The combined
for those elements will be to
recover a revenue requirement for the
provision of common lines. Subpart F
describes the procedure for segregating
that revenue requirement among those
elements. We have described the
combined revenue requirement for those
elements as the Common Line element
in the investment and expense
allocation rules. ¢

C. Apportionment of Investment

The direct investment includes the
facilities and equipment such as
terminals, lines and switches that are
actually used in the telephone
operations. Indirect investment includes
land, buildings, vehicles, office furniture,
etc.

284. The allocation of direct
investment is generally determined by
the nature of the access elements we
have described in Parts Il and IV of this
Report and Order. The elements
encompass functions that usually
correspond lo categories of
facilities and equipment. ** For
example, the element
encompasses the switching facilities and
operator services that perform the
intercept function and the portion of
manual switchboard facilities that are
used for that purpose are assigned to the
Intercept element.

265. The direct investment allocation
rules (§ 69.303-89.306) relate the
description of access elements in Parts
Il and IV to the plant categories that
have traditionally been used for

" Total revenue for some other
elements such as Local Dedicated
Transport and Special Access will also have 1o be
segregated (o compute subelement charges,

**In view of the functional nature of the access

separations purposes. The Separation
Munual describes three major categories
of direct investment—station equipment,
outside plant or OSP and central office
equipmen! or COE.

268, Station equipment consists
primarily of equipment included in
Account 231 {(station apparatus), 232
(station connections) and 234 {large
PBXs). All such equipment is normally
described as nontraffic sensitive plant.
Some station equipment is used
exclusively in connection with Special
Access or Pay Telephone services and is
assigned to those access elements. Some
station equipment is used by the
telephone companies in their own
operations and should be viewed as
indirect investment that is not directly
associated with any access element.
That investment will be apportioned in
the same manner as furniture, office
equipment, vehicles, etc.

267. Most of the station equipment is
used in conjunction with common lines,
but this same equipment is often used in
connection with WATS access lines or
private lines. Whenever a private line
terminates in a PBX, the PBX, the
terminals and the inside wiring between
the terminals and the PBX are used to
originate or terminate calls that are

" transmitted over the private line.

Therefore, this category must be
apportioned between the Common Line
element and the Dedicated Access Line
element. We have decided to use an
equivalent line concept that is similar to
the Mixed 1 proposal for that purpose.
The total number of common or local
exchange subscriber lines will be
multiplied by the applicable interstate
separations factor to determine the
Common Line element line count that
will be used for purposes of that
apportionment.

208. The Joint Board in Docket 80-288
is considering a new formula in order to
replicate the results that would be
produced by the present transitional
plan for the elimination of CPE from the
interstate rate base in an environment in
which some local exchange telephone
companies may not own any CPE. We
have generally described such an
interstate apportionment as surrogate
CPE in the access charge rules.
Inasmuch as any surrogate CPE
investment or expense is indirectly
attributable to the use of CPE, s
CPE will be apportioned in the same
manner as CPE investment or expenses
if we adopt such a transitional
separations factor.

289, The apportionment of Outside
Plant or OSP reflects the basic scheme
of the access charge plan. The rules use
the term “Customer OSP" to describe
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lines that are included in our NTS plan
and comparable portions of Special
Access lines. That category does not
include any line that connects an
Interexchange carrier or an enhanced
service provider with the local exchange
switch. The Customer OSP lines in use
will, or course, be assigned to the
Common Line, Pay Telephone,
Dedicated Access Line or Special
Access elements. An equivalent line
apportionment will be used to apportion
the unused voice grade lines among
those elements.

270. The present separations formula
includes common lines and WATS
access lines in the same category for
purposes of determining interstate
investment. If we elect to retain that
approach in the separations proceeding,
an adjustment will be necessary in the
apportionment between the Dedicated
Access Line and Common Line elements
in order to assign an amount to the
Dedicated Access Line element that
reflects unseparated investment in
interstate WATS access lines. The
access charge rules describe such a
contingent adjustment.

271. OSP that is not classified as
Customer OSP must be apportioned
between access elements and the
interexchange category. The MF]
demarcation points will be used for that
purpose in order to produce traffic
sensitive access elements for the
independent telephone companies and
the undivested BOCs that will be
comparable to the access elements of
the divested BOCs,

272. The remaining OSP will be
apportioned between Special Access
and the Transport elements. Special
Access not only includes the portion of
lines or trunks used for ial services
such as telex and video that are not
located on the customer side of the end
office, but also includes comparable

rtions of lines or trunks that are used

or the “Dedicated Access Line"
services. We have used this
demarcation in order to produce charges
for a Dedicated Access Line element
that are comparable to the NTS common
line charges,

273. The Transport elements
encompass the trunks between the end
office and the interexchange facility.
These may include exchange trunks
between Class 5 offices or Class 5
offices and tandem offices. The
assignment to Dedicated Transport or
Common Transport is, of course,
determined by the definition of those
elements that is described in Part IV. If
the line or trunk is used exclusively for
interexchange services of a particular
interexchange carrier it is assigned to
Dedicated Transport. Other lines or

trunks that are classified as Transport
facilities are assigned to the Common
Transport element.

274. The description of traffic
sensitive elements in Part IV of this
Report and Order necessarily
determines the apportionment of Central
Office Equipment that is included in
COE Categories 1 and 6 in the present
Separations Manual. COE 1 equipment
will be apportioned among the Intercept,
Information and Operator Assistance
elements. COE 6 equipment will be
apportioned between the Line
Termination and Local Switching
elements.

275, Inasmuch as the Transport
elements encompass facilities between
the end office switch and the
interexchange switch, tandem switch
investment (COE Category 2) and any
portion of COE Category 3 investment
that is classified as exchange
investment for purposes of the MF] will
be included in the Common Transport
element. We are not, however, assigning
any COE 8 investment to Common
Transport when an interexchange
transmission is routed through more
than one local dial switch at the
originating or terminating end. The
apportionment formula for COE 6
investment has been designed to take
such usage into account.

276. The Separations Manual
classifies Automatic Message Recording
Equipment as COE Category 4.
Inasmuch as information recorded by
such equipment is used primarily for
billing purposes that investment will be
assigned to the Billing and Collection
element.

277. Although COE Category 5 is
described as Other Toll Dial Switching
Equipment, it includes equipment “used
primarily for operator dialed toll * * *
traffic.” Any Category 5 equipment that
may be classified as exchange for
purposes will accordingly be assigned to
the Operator Assistance element.
Category 5 equipment that is not
exchange equipment for MF] purposes
will, of course, be assigned to the
interexchange category.

278. COE Category 7 includes the type
of switching equipment that is used for
services we have described as Special
Access. Such investment will
accordingly be assigned to Special
Access unless it would be classified as
interexchange for MF] purposes.

278, The circuit equipment that is
included in the COE 8 category will be
assigned or allocated in the same-
manner as the associated OSP.

280. The Second Supplemental Notice
proposed to use factors in the 1978
ATA&T FDC 7 Central Submission for
purposes of apportioning indirect

investment and expenses. 77 FCC 2d at
243. Upon further reflection we have
concluded that we should not use those
factors for this purpose. Those factors
were developed for an analogous but
somewhat different allocation purpose
and would accordingly have to be
modified to fit our access charge plan.'™
Even if each factor could be adapted, it
would not be desirable to use a cost
allocation methodology that employs
such a large number of different factors,
Both BOC and independent telephone
company data must be used to compute
access charges. Some limitation must be
placed upon the number of different
categories that are used in order to enable
independents to develop or provide data
for the computation of access charges
and the computation of distributions
from any access charge revenue pools.
We have accordingly used indirect
investment and expense categories that
are more a ated than either the 1978
Central Submission categories or the
categories described in the appendix to
the AT&T Second Supplemental Notice
comments,

281. Land and building investment
represents the bulk of the indirect
investment. We have accordingly
concluded that we can strike an
appropriate balance between excessive
disaggregation and excessive
aggregation by apportioning sub-
categories of Land and Building
investment in a particularized manner
and apportioning all other indirect
investment on the basis of the
apportionment of combined direct
investment and land and building
investment,

282. We have decided to use the space
categories in the Separations Manual
for purposes of apportioning building
investment. This should not impose an
undue burden on the carriers because
such investment has already been
assigned to those categories in order to
identify the interstate investment. Many
of the space categories are closely
related to equipment categories that we
are using for purposes of apportioning
the direct investment.

283. The Separations Manual divides
Space Category 1 (Operating Room and
Central Office Equipment Space) into
three subcategories—Manual
Switchboard, Circuit equipment, and
Dial switching—that do correspond with
identifiable equipment categories. Each
of those categories will be apportioned

4% Categories and factors that were subsequently
adopted in the JCAM would also have 1o be adaptad
because they were designed for four service
categorion that are quite different from the
functional access categories described in this
Roport ond Order.
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in the same proportions as the
associated COE. Space Categories 2 and
3 also consist primarily of operator
space and will be apportioned in the
same proportions an manual
switchboard investment.

284. Space Categories 4,6 and 9
(Commercial Office, Revenue
Accounting and General Office) are
associated with major expense
categories and will be apportioned in
the same manner as combined expense
in each such category.

285. Space Categories 5, 8 and 11
describe investment thal is not related
to any access service. Such investment
will accordingly be assigned to the
interexchange category.

286, Space Category 7 includes garage
and storeroom space. Inasmuch as
equipment that would be contained in
such space is likely to be used primarily
for OSP installation and repair that
investment will be apportioned in the
same proportions as combined OSP
Investment.

287. Space Category 10 investment
(Antenna Support] will necessarily be
apportioned in the same proportions as
the antenna sup‘rorted.

288. Most land investment can and
will be apportioned in the same manner
as the buildings that occupy the land.
Storage space is likely to be used in the
same manner as garage and storage
space in buildings and will accordingly
be apportioned in accordance with the
same formula. Land other than storage
space that is not occupied by a building
obviously cannot be related to any
particular category. Such investment
will be apportioned in the same
proportions as combined land
investment in the other land categories.

D. Apportionment of Expenses

289. Expenses can also be classified
as direct or indirect expenses. Certain
expenses such as depreciation and
maintenance can be directly associated
with particular tangible investments in
buildings, facilities and equipment. Such
expense will be apportioned in the same
manner as the assoclated investment.
Property taxes can also be associated
with a particular investment and will be
apportioned in the same manner.

290. We have concluded that rental
payments for the use of a switch or a
building, etc., should be apportioned in
the same manner that investment would
have been apportioned if the carrier
owned the equipment or the facility.
Therefore, we are also describing such
rental payments as direct expense.

291. Indirect expense includes taxes
and certain hypothetical taxes that are

treated as expenses for ratemaking
purposes as well as the expenses in the

600 series of accounts. We have
departed somewhat from the
separations methodology for
apportioning income taxes because that
methodology includes some steps that
appear to be unnecessary when charges
for almost all the relevant categories are
to be targeted to earn the same rate of
return.'*? Inasmuch as the income taxes
are taxes upon profits and the profits
will be directly related to net
investment, such tax expense will be
apportioned upon the basis of relative
net investment.

292. Hypothetical tax expenses, such
as expense related to investment tax
credits that are claimed for tax
purposes, are associated with particular
investments. Such expenseés and related
credits will accordingly be attributed to
the associated investment and
apportioned in the same manner as such
associated investment.

293, Traffic expenses consist primarily
of operator activities and will
accordingly be apportioned among the
three operator elements in the same .
proportions as th COE 1 investment.

294, A substantial portion of
Commercial Expenses are generated by
sales and advertising activities that
should be excluded from access charges
because there is no reason to anticipate
that the local exchange carriers will
have any reason to advertise exchange
access services. We have accordingly
assigned expenses in Accounts 642 and
643 to the interexchange category.

285. Commercial expense also
includes Connecting Company
Relations, Local Commercial expense,
Public Telephone Commissions,
Directory expenses and other
commercial expenses. The public
telephone commissions are obviously
attributable to the Pay Telephone
element and the directory expenses are
obviously attributable to the Information
element. Local Commercial expense
consists primarily of billing and
collection activities and will accordingly
be assigned to the Billing and Collection
element,

296. At the present time a substantial
portion of Connecting Company
Relations expense is attributable to the
administration of the settlements
process. That process will be replaced in
large part by access charges. Companies
will still incur expenses in connection
with the computation of access charges
and the computation of distributions
from access charge revenue pools. We

*!'The separations methodology computes
taxable income separately for interstate and
intrastate services and uses that ratio to apportion
tax expense. That step appesrs 1o be nacessary for
separations purposes because state and foderal
regulators authorize different retums.

have, however, decided to classify the
access charge expenses as revenue
accounting expenses for purposes of this
expense apportionment. Inasmuch as
most of the expenses that will remain in
the Connecting Company Relations
category will be attributable to
interexchange settiements, the
Connecting Company Relations expense
will be assigned to the interexchange
category.

297. The remsaining commercial
expenses cannot readily be attributed to
any category or element. Those
expenses will be apportioned in the
same proportions as the combined
commercial expenses that have been
directly assigned to an access element
or the interexchange category.

298. Revenue accounting expenses
that are not attributable to access
charges will be assigned to the Billing
and Collection element because such
expenses are generated primarily by
such activities, We have also
established a formula for the allocation
of access charge revenue accounting
expenses among access charge
elements. Most of those expenses will
be allocated to end user access elements
because the billing and collection of end
user charges is likely to generate greater
expense.

299. The Big 4 Wage Factor from the
Separations Manual will be used to
apportion certain expenses such as
social security taxes and pensions that
are closely related to wage expenses.
The Big 4 Wage Factor is based upon the
wage portion of maintenance, traffic,
commercial and revenue accounting
expenses.

300. The Separations Manual also
uses the Big 4 Wage Factor to appaortion
general office expenses other than
engineering expenses, We have
concluded that it would be appropriate
to use the same factor for this purpose.
Inasmuch as engineering expense is
related to the equipment and facilities
that are used in telephone operations,
we have decided to apportion that
expense on the basis of the
apportionment of the combined direct
investment.

301, Although the existing license
contracts between AT&T and the BOCs
will be terminated before acoess charges
become effective, it will still be
necessary to apportion this type of
expense because some independents
have similar arrangements and the BOC
central organization will probably
perform some services that AT&T
General Departments have performed in
the past. We believe expenses for
services that are performed by an
affiliated company should be
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apportioned in the same manner as
expenses for services that a company
performs for itself. We are accordingly
requiring that license contract expense
be apportioned in that manner.

302. Expenses and income charges
and credits that are not included in one
of the specific categories described in
the rules will be apportioned on an
aggregate basis. The Other Investment
factor for indirect investment that is not
land and building investment will be
used for that purpose.

VL Levels of Aggregation

A. Prior Proposals

303. The tentative plan described in
the Second Supplemental Notice
proposed nationally averaged carrier’s
carrier access charges and the creation
of an access charge revenue pool.
Uniform charges necessarily require
revenue pooling because different
exchange carriers have different costs.
Some carriers would be
overcompensated and others would be
deprived of a compensatory return if
each carrier kept the proceeds from
access charges that are computed to
reflect the average costs of all carriers.

304. The Second Supplemental Notice
said that distributions from an access
charge revenue pool would reallocate
total access charge revenues “among the
exchangé carriers in order to enable
each exchange carrier to receive its
interstate exchange plant costs and a
share of the residue that reflects its pro
rata share of the interstate exchange
plant investment." 77 FCC 2d at 233.

305, Some comments that were filed in
response to the Second Supplemental
Notice observed that we did not specify
whether distributions taken from a pool
would be based upon the authorized or
the achieved rate of return. We always
contemplated that any pool distributions
would be based upon an achieved return
although the charges would, of course,
be designed to produce revenues that
are equal to the authorized revenue
requirement.

308. The Fourth Supplemental Notice
invited comments upon the desirability
and feasibility of some alternatives to
nationwide uniform charges. One of
those alternatives—separate access
charges on a state-by-state basis—
would have required revenue pooling.
The other two alternatives—a separate
schedule for a limited number of classes
of exchange carriers or a separate
schedule for a limited number of classes
of exchanges—would not require

uvenu;ﬂooling.

307. four alternatives were based
upon the assumption that all exchange
carriers would be participating in

common tariff arrangements. We
assumed that this would be the case
because none of the telephone company
comments that were filed in response to
the Second Supplemental Notice
expressed a desire to opt out of such
arrangements. Inasmuch as some
t:all:;fhone company comments that were
filed in response to the Fourth
Supplemental Notice do express such a
desire, the advantages or disadvantages
of the alternatives described in that
Notice may be academic unless we
conclude that we can and should compel
unwilling carriers to participate in
common tariff arrangements.

B. Compulsory Common Tariffs

308. Most comments that discuss the
advantages and disadvantages of
common tariff arrangements apparently
assume that this Commission does have
discretion to require averaging or
deaveraging, but a few participants have
raised questions with respect to the
scope of our discretion. Some carriers
who do not desire to join in common
tariff arrangements apparently believe
that any carrier has an absolute right to
establish its own rates based on its own
costs. % Other participants who state
that averaging is essential to achieve
Communications Act goals contend, or
at least imply, that it would be unlawful
for us to permit any carrier to withdraw
from averaged common tariff
arrangements.

309. No provision of the
Communications Act explicity supports
either position. That Act does not
expressly require averaged rates and it
does not confer any express right to
deaverage. Neither this Commission nor
the courts have been required to
determine whether a carrier has a right
to establish separate charges because
no carrier has ever attempted to
withdraw completely from the uniform
MTS rate structure, '™

310. We believe that our general
powers under Section 4(i) of the Act, 47
U.S.C. 154(i), are sufficient to enable this
Commission to compel carriers to
participate in common tariff
arrangements if we find that such

1 See especially Rochester Telephone
Corporation Reply, p. 14.

\ Rochester Telephone cites American
Telephone ond Telegraph Company v. FCC, 487 F.
24 884 (2d Cir. 1873) and MCI Telecommunications
Carp. v. FCC, 581 F, 2d 388, 375 (D.C. Cir.), cert.
denied, 434 U.S. 1040 (1977). to support its claim that
it has an absolute right to file its own tariffs. Neither
cane any question with respect to separate
or common tariffs, Moreover, the general language
with respect to carrier's rights related to revisions of
carrier-initiated tariffs that had never been found to
be unlawful. Those courts were not describing the
scope of the remedial powers we may exercise aftor
we have found that the entire telephone industry
has been maintaining an unlawful rate structure.

arrangements are necessary to
accomplish Communications Act goals,
Section 4(i) provides:

The Commission may perform any and all
acts, make such rules and regulations, and
issue such orders, not inconsistent with this
Act, as may be necessary in the execution of
its functions. "'*

311. A rule that requires a common
tariff arrangement would not conflict
with any express provision of the Act. A
rule that makes participation in such
arrangements voluntary also would not
conflict with any express provision of
the Act. Therefore, we do not have
discretion to compel, or to refrain from
compelling, participation in 8 common
tariff arrangement. 1

312, We believe that our power to
compel participation in such
arrangements should be used sparingly.

A carrier should not be prohibited from
pursuing a course that its management
believes to be in its best interests unless
the public interest requires such a
prohibition. A carrier obviously should
not be precluded from filing separate
access charge tariffs that reflect the
costs of that carrier if such a prohibition
would produce results that are less

consistent with Communications Act
goals than results that the filing of a
separate tariff would produce.

313, In view of these conclusions we
have decided that the advantages and
disadvantages of mandatory common
tariff arrangements should be examined
separately for different ps of access
elements. We have reached different
conclusions for different groups.

314. The Carrier Common Line
element was designed in part to mitigate
the effects that unlimited deaveraging
would produce. Therefore, we believe it
is essential to recover those charges
through interexchange carrier
assessments that are computed on a
uniform nationwide basis and to create
a pool arrangement for the distribution
of such revenues. Our purpose would be
frustrated if some exchange cafriers
recovered the carrier’s carrier portion of
the Common Line revenue requirement
directly from the interexchange carrier.
Such a practice could lead to a
deaveraging of MTS and other switched
service rates that would reflect cost
differences among carriers. This would
impose burdens upon the customer of
high cost or high SPF carriers that the
Carrier Common Line charge was
designed to avoid.

HThose have beea construed very
broadly in the past. See, e.g. U.S. v. Southwest
Cable Co., 392 US, 187 (1968): National
Broadcasting Co. v. U.S, 319 U.S. 180 (1943},
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315, A common tarifl arrangement is
also necessary at this time because a
large portion of the Carrier Common
Line revenue requirement will be
recovered through the premium access
assessment during the early years of the
transition. Differences in the quality of
interconnection will vary from place to
place and from month to month during
the transition period. Any effort to
measure premium value in a particular
exchange in a particular month would
create significant administrative
burdens for all carriers and for this
Commission. We have decided that it
would be preferable to compute an
annual premium on & national basis that
reflects our best estimate of the
premium access that will exist during a
particular year. It may be impossible to
compute a premium access charge in
any other manner.

316. The considerations that require a
uniform nationwide charge for the
carrier's carrier portion do not apply to
the end user portion of the Common Line
revenue requirement. Premium access is
not a factor and separate tariffs for the
end user portion need not impose
hardships in high cost or high SPF
areas.'" There is accordingly no reason
to preclude a carrier from devising its
own charges if it wishes to do so.

317. Moreover, a compulsory common
tariff arrangement for that element
would not only be unnecessary, but
would also be undesirable. We have
designed transitional rules for End User
Common Line charges that give carriers
considerable discretion in designing a
transition to flat rates for all end users.
Flexibility is desirable because different
approaches are likely to be appropriate
for different carriers in different areas.

318. Our effort to achieve parity
among services would be frustrated if a
carrier filed a tariff for one or two end
user elements that reflected its own
costs and joined a common tariff for
other end user elements that reflected
average costs of a group of carriers.
Some restriction upon the filing of
separate end user tariffs is accordingly
necessary in order to achieve the
primary objective of this phase of this
proceeding. Section 89.3 of our Rules
permits a carrier to file a separate tariff
for an end user access element if, but
only if, that carrier files a separate tariff
for all end user access elements.**?

319. We do not perceive any
significant advantage from requiring a
common tariff for the other carrier's

"' Universal Service Factor costs und transitional
SPF costs will, of course, be assigned to the carrier’s
carrier portion. See Subparts [ILB and IILC, supro.

Al of the restrictions upon separate tariffs and
deaveraging are described in § 09.3.

carrier elements that we have described
as traffic sensitive. Any deaveraging of
the access charges will not, of course,
automatically lead to a deaveraging of
the interexchange carrier's end user
rates, Even if that result did occur, it
appears doubtful that the differentials
would be large enough to impose a
significant hardship upon end users in
particular areas. Present and proposed
separations methods for the
apportionment of traffic sensitive plant
do not create the same kind of
discrepancies that are or may be
reflected in interstate NTS costs.
Therefore, we will not preclude separate
tariffs for the traffic sensitive elements.

320. We will, however, preclude a
carrier from filing a separate tariff for
any traffic sensitive element if the
carrier does not file a separate tariff for
all traffic sensitive elements. Many of
these elements are closely interrelated
and a combination of separate and
common tariffs for the same carrier
could produce anomalous results that
are inconsistent with the goals and
requirements of the Communications

ct.

321. The existence of multi-carrier
extended area arrangements also
requires a further restriction upon the
filing of separate tariffs for traffic

. sensitive elements, If an extended area

arrangement exists an interexchange
carrier that interconnects with any local
exchange carrier in the extended area
necessarily obtains access to the entire
extended area. The local exchange
carriers are essentially providing a joint
access service. Therefore, we will not
permit any local exchange carrier to file
separate traffic sensitive tariffs for a
portion of an extended area. We will
permil carriers in an extended area to
file a joint tariff for traffic sensitive
elements that differs from any national
common tariff if all of the participating
carriers concur in the rate and agree
upon an apportionment of the revenues.
Such a joint tariff must, of course, reflect
the combined costs of all participating
carriers.

322. if carriers in an extended area
cannot agree upon a rate for a particular
area, common tariff arrangements that
have been established nationally will
have to be used for that purpose. Such a
requirement is necessary to assure that
some access charge will be effective in
all areas even if the participating
exchange carriers cannot agree upon
rates or the division of revenues,

C. Deaveraging by a Carrier

323. A separate tariff for end user or
traffic sensitive elements might be
computed to reflect the average costs of
a particular carrier or group of carriers.

A tariff could also be devised to reflect
greater disaggregation. The comments
indicate that a few carriers may wish to
file separate tariffs that are highly
disaggregated,

324. Our discussion of deaveraging in
the Third Supplemental Notice noled
that past efforts to devise deaveraged
rates for a particular carrier or group of
carriers have not produced lawful rates,
We also concluded that our past
decisions have established a policy that
precludes selective deaveraging by a
carrier in the absence of a showing that
such deaveraged rales reasonably
approximate actual cost differences. 81
FCC 2d at 194. We said that we would
continue to enforce that policy and we
noted that Central Submission data
submitted by AT&T indicates that AT&T
did not have the data that would be
necessary to justify a deaveraged rate
schedule. 81 FCC 2d at 195.

325. We have not received any
information in or out of this record
during the intervening two years that
would indicate that any carrier is
presently in & position to devise highly
disaggregated access tariffs that will not
areate new forms of discrimination. We
have, therefore, concluded that
unlimited deaveraging within tariffs of a
particular carrier or group of carriers
should not be permitted at this time.

326. Data that are collected on a study
area basis may, however, be sufficient
to enable a carrier o justify rate
differentials among different study
areas. We will, therefore, permit a
carrier to file access tariffs with
different rates in different study areas if
it chooses to do so. Qur decision lo
permit such filings does not, of course,
relieve such a carrier of its duty to
submit cost support data that will justify
any such differentials.

D. Voluntary Common Tariffs

327. Mos! participants in this
proceeding agree that exchange carriers
who wish to enter into a voluntary
common tariff arrangements and a
voluntary revenue pool should be
permitted to do so. Some participanis
have, however, observed that any
averaging and pooling arrangement has
some disadvantages. Some have said
that such arrangements do not create
incentives for users or carriers that
promote economic efficiency.

328. AT&T observed (Comments, p.
71): “Because rate averaging separates
prices from local costs, averaging
encourages the overuse of the more
costly but underpriced facilities and the
underuse of the less costly but
overpriced facilities.”




10354

Federal Register / Vol.

48, No. 49 / Friday, March 11, 1983 / Rules and Regulations

329. Voluntary common tariff
arrangements for access elements other
than the Carrier Common Line element
would not be likely to produce
significant distortions because the
lowes! cost carriers are likely to
withdraw from such pooling
arrangements in due course, An access
plan that includes such arrangements
will probably ultimately produce
common tariffs and revenue pools for a
large number of relatively small
companies that do in fact have
comparable costs.

330. Some comments have observed
that pooling does not create efficiency
incentives for carriers that participate in
a pool. For example, Rochester
Telephone said (Comments, p. 34):

If tha pooled revenues are distributed
sccording to each carrier's costs, as
presumably they would have to be, there is
little or no economic incentive to reduce the
cost of access under this system. Indeed. an
exchange carrier that reduces its costs
becomes relatively more dissdvantaged, for it
receives from the pool a smaller proportion of
the interstate revenues contributed by its
subscribers to the pool,

331, The present partnership
settlements arrangement for BOCs and
independent telephone companies that
are described as “cost study" companies
essentially provides cost plus
compensation for each carrier. This
method of compensation does appear to
create little or no incentive to improve
efficiency. Many participants do believe,
however, that any access charge
revenue pool should be designed to
provide a uniform return for all pool
participants. '

332, Although a uniform common tariff
arrangement necessarily requires a
revenue pool, it does not inevitably
require pool distributions that are based
upon the settlements partnership model.
It may be possible to create greater
efficiency incentives by devising a pool
distribution formula that does not
guarantee a uniform return for all
participants. Since such questions apply
to involuntary as well as voluntary
pools, we believe this possibility
warrants further study. We do not,
however, have sufficient information at
this time to devise pool distribution
rules that differ from the settlements
model, The public interest would not be
served by delaying initial access
charges to devise such an alternative.
We have accordingly decided to adopt

19 See GTE, p. 23; United Telephone Sysiem, Inc.,
p- 2 Ketchikan Public Utilities, p, 7, Curtis M.
Bushnell, p. 21.

distribution rules that do follow the
settlements model.*™

333. Rochester Telephone also asserts
(Comments, p. 39) that companies that
participate voluntarily in a common
tariff and pooling arrangement “would
run the risk of antitrust liability under
the Sherman Act.” It appears doubtful
that common tariff and revenue pooling

* arrangements that are limited to access

services could provide a basis for a
colorable antitrust claim. The Sherman
Act does not prohibit concerted
activities, it merely prohibits concerted
activities that are likely to produce an
unreasonable restraint of trade.

334. We observed in the Second
Supplemental Notice that such
arrangements are unlikely to produce
anticompetitive effects. That Notice said
(77 FCC 2d 235):

Local exchange facilities are presently
provided exclusively on a monopoly basis
and carriers providing such service do not
compete with each other in the provision of
that service. We recognixze that this situation
may change with time as improving
technology (e.g. direct satellite, cellular
radio) makes exchange competition more
economically feasible, However, these
changes will not occur in the short run.
(footnote omitted).

335. Access service competition
between the carriers that are likely to
participate in a pool is not likely to
occur even In the more distant future.
Alternative access that bypasses
wireline facilities of a local exchange
carrier is likely to be offered in
conjunction with an interexchange
service. Therefore, a local exchange
carrier is not likely to be providing
bypass in the franchise area of another
local exchange carrier if that carrier is
not providing interexchange services.
The MF] bars the divested BOCs from
the interexchange market and most
smaller independents do not have the
means to enter that market. One can
imagine large independents offering
bypass services in BOC exchanges, but
the BOCs are not likely to remain in any
pools by the time that becomes a
realistic possibility. Therefore, any
common tariff and pooling arrangements
that we are mandating or permitting
cannot be viewed as price-fixing or
profit-pooling by actual or potential
compelitors in an access service market,

336, The Justice Department
apparently shares our perception of the
competitive implications of voluntary
access pools. The Justice Department
comments do not oppose voluntary

4 The distribution of revenues to carriers that
nre not average schedule companies is described in
Sections 89.607-69.610 of the Rules.

mch. tariffs or voluntary pools as
su

337. Such voluntary arrangements not
only do not have disadvantages that
would warrant a prohibition, but also
have important advantages. The
telephone industry is composed of a
limited number of large companies that
serve over 90% of the local exchange
subscribers and a very large number of
small companies that serve the
remaining subscribers. Most of these
smaller companies have never filed any
tariff of any kind with this Commission.
It would be totally unrealistic to expect
such companies to prepare and justify
separate tariffs in accordance with the
rules we are adopting in this Report and
Order. It would also be unrealistic to
suppose that this Commission could
review 1500 access tariffs in a
meaningful manner if they did choose to
do so. A common tariff arrangement that
most of the exchange carriers can use is
clearly necessary to make any access
charge rules work. Such ements
would, therefore, presumably be
immune from antitrust sanctions
because they are necessary to make the
regulatory scheme work even if this
Commission did not mandate or sponsor
such arrangements. See Silver v. New
York Stock Exchange, 373 U.S. 341
(1963).

338. The involuntary arrangements for
universal service charges should not, of
course, present any antitrust question
because participation in those
arrangements would be the product of
regulatory coercion.*'*

E. Creation of the Association

339. A voluntary or involuntary
common tariff arrangement necessarily
requires that some entity compute the
charges and prepare and justify the
tariffs on behalf of all the participating
carriers. A revenue pool requires that
some entity compute the distributions
that each participant is entitled to
receive from the pool.

340. In the past AT&T has acted as a
tariff filing agent for the entire industry
and has also performed most of the
administrative functions in connection
with the settlements pooling
arrangement. The AT&T role as a tariff
filing agent is implicitly recognized in
Section 203(a) of the Act, Section 203
requires every common carrier “except
connecting carriers” to file tariffs with
this Commission for interstate and
international services. It also requires

" The decision in Cantor v. Detroit Edison Co.,
428 11.8. 579 (1078), would not be analogous because
the regulatory coercion in the rules we are adopting
does not have the same pro forma character as the
sctions of the Michigan Commission.
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that the tariffs describe charges between such functions from AT&T to a new interests of these groups in the fair,
ints on the carrier's system and entity we would be creating an evenhanded implementation of any
g:tween points on the carrier's system unnecessary conflict between the access charge plan we might adopt.” 90
and “points on the system of its regulatory scheme and the MF], FCC 2d at 150.

connecting carriers.” This essentially
relieved a "conn carrier” of the
burden of filing its own tariffs with this
Commission and imposed that burden
upon the carrier that is not described as
a “connecting carrier.” The term
“connecting carrier” encompasses most
independent telephone companies and
probably encompassed almost all non-
Bell companies when the Act was
adopted. Thus, Congress effectively
made AT&T a tariff filing agent for the
entire industry.

341. The Fourth Supplemental Notice
invited comment on a proposal to create
a new intra-industry entity to perform
the tariff filing and pool distribution
functions because such an AT&T role in
the post-divestiture environment would
appear to conflict with the spirit, and
possibly the letter, of the then proposed
consent decree. Most comments from
participants who do not oppose any
common tariff or pooling arrangement
have endorsed the industry association
concept.

342, A few comments have questioned
the desirability or legality of
Commission action to mandate the
creation of such an association. Such
participants apparently believe that we
should allow institutional arrangements
for common tariffs and pools to emerge
spontaneously. We do not believe that
would be a feasible option if an access
charge system is to be in place by the
beginning of 1884. Such an association
must have a functioning organization by
the time the divestiture occurs. We
necessarily must mandate the creation
of an exchange carrier association and
adopt some rules with respect to its
organization and functions in order to
ensure that an access charge system will
work, 118

343. Rochester Telephone has
questioned our authority to mandate the
creation of such an association and has
described such an action as a delegation
of powers to a privale organization.
Comments, p. 39; Reply, p. 13. We do not
believe it would be appropriate to
describe our action as a “delegation”
because the preparation of tariffs and
the administration of revenue pools is
not a governmental function. It would
probably be more accurate to describe
our action as an exercise of our Section
203(b)(2) power to modify the
requirements of Section 203 by creating
a new entity to perform functions that
Section 203(a) assigned to AT&T. If we
failed to exercise our power to transfer

e —
" Those rules are set forth in Subpart G.

Moreover, as previously noted, the
creation of such an association is
essential to the success of an access
charge system and is accordingly within
our Section 4{i} power to issue orders
that are necessary to the performance of

* our statutory functions.

344. Although the Justice Department
did not oppose common fariffs or
voluntary pooling of access charge
revenues, the Department has expressed
the view that this Commission should
not sponsor a carrier association. That
view may reflect a concern that a
Commission-sponsored association
could become a vehicle for other
concerted activities that might have
anti-competitive implications. We feel
that such activities are unlikely,
Nevertheless, we have decided that we
should impose some restrictions upon
the scope of the association's activities.
We will preclude the association from
engaging in activities that are not
directly related to the preparation of
access charge tariffs or the distribution
of access charge revenues unless such
additional activities are expressly
authorized by this Commission. We will,
of course, expect the association to seek
prior approval for any additional
association activities,

F. Organization of the Association

345. We have concluded that
membership in the association should be
limited to exchange carriers that
participate in access charge revenue
pools that are administered by the
association and that the
board should be composed exclusively
of exchange carrier representatives.
Although the Fourth Supplemental
Notice invited comment upon the
advisability of including a Commission *
representative on the association board,
further reflection leads us to conclude
that it would be unwise to do so. This
Commission will be obliged to review
the tariffs that the association files and
to determine the merits of any petitions
to Investigate, suspend or reject such
tariffs. An appearance of a conflict of
interest might be created if a
Commission representative participated
in the association decisions that might
be challenged in such . We
have also decided not to accept
suggestions that state commissions,
interexchange carriers or consumers be
represented on the governing board of
the association. As we stated in the
Fourth Supplemental Notice, “the
Communications Act already provides
safeguards adequate to protect the

346. We have concluded that we
should adopt a rule describing the
membership of the governing board in
order to establish appropriate
representation for different classes of
carriers. We are not, however, adopting
that rule at this time. We wiil issue s
supplemental order in this docket
adopting such a rule and prescribing
some organizational steps after the
notice period expires for carriers that
may choose not to participate in
common tariffs for 1884.%*7

347. We do not plan to adopt rules
that would restrict the association's
discretion in acquiring staff or
borrowing staff from its members or
contracting with accounting firms, banks
or others to perform some of the
association's tasks. The observation in
the Fourth Supplemental Notice that the
BOC central organization might continue
to perform many tariff preparation and
pool distribution functions that have
traditionally been performed by AT&T
personnel was presented as a possible
solution to staffing problems the
association may encounter. We do not
believe, and have never believed, that it
would be necessary or desirable for this
Commission to prescribe the staffing
arrangements the association would be
required o adopl.

348. The association will be
responsible for filing the Carrier
Common Line tariffs and common tariffs
for every other access element for those
carriers that choose to join in
association tariffs."® In general, carriers
may choose to participate in common
tariffs for the end user elements or the
traffic sensitive carrier’s carrier
elements or both. In order to enable the
association to adjust its tariffs to reflect
the costs of carriers that do choose to
participate in common tariffs, we shall
require that any exchange carrier that
does not desire to participate in a
common tariff provide ample advance
notice that it has chosen to file a
separate tariff.

349. The costs of managing the pooling
and distribution, along with the costs of
actually filing tariffs, are to be included
among costs recovered through
association charges.

HT We do not plan 10 invite further supplemental
comments before we issue that supplemental order.
Y4 This will, of course, take the form of & single

tariff with multiple elements. We will permit
carriers who do not join some elements 19 cross-
reference the association tariff for elements such
carriers join.
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G. ATET Role in Preparation of Initial
Tariffs

350. It appears doubtful that the
association could have an organization
in place in sufficient time to prepare the
initial access service tariffs that must be
filed by October 3, 1983. We have
accordingly decided that AT&T should
continue to perform its traditional role
in the preparation of tariffs for the
telephone industry until the initial
access charge tariff is ready for filing."**
ATAT should, of course, respond to
policy directives from the association
directors when a governing board has
been selected.

351. AT&T participation in the
preparation of the initial access charge
tariffs would probably be necessary
even if the association could create a
functioning organization immediately.
ATA&T will necessarily be required to file
new end user tariffs for interstate and
international services in order to reflect
the effect of the access charges. In view
of the magnitude of the changes that the
implementation of initial access charges
will produce, access charges and new
end user charges for interexchange
services should become effective
simultaneously. We could not
responsibly permit massive changes in
end user rates to become effective upon
less than 90 days notice and it appears
doubtful that we could require more
than 80 days notice for access tariff
filings. In these circumstances,
coordination in the development of
access charge tariffs and new end user
tariffs for AT&T services is essential to
ensure a smooth transition,'®

352. Such coordination problems
should not be as signifi€ant in
subsequent years because the changes
in access charges probably will not be
significant enough to require
simultaneous changes in end user rates,
It should be possible to achieve a
smooth transition by mandating an
AT&T role in the preparation of common
tariffs for access charges that ends
when the initial access charges are filed.
We do not envision, mandate or
sanction any AT&T role in the
preparation of access charge tariffs or
the distribution of access charge
revenues after divestiture of the BOCs
0COUrs.

353, The Justice Department
comments indicate that the Department

**laasmuch an the association will be relieving
ATAT of burdens imposed by Section 203, we
expect that ATAT will lend funds to the association
to permit it to function until it receives a
disbursement from access charge revenoes.

% End user rates of other Interexchange carriers
will undoubtedly also be changed to reflect acoess
charges. We do not, bowever, expect to require 80
days notice from those carriers.

does not object to a pre-divestiture
ATAT role in the preparation of access
charge tariffs, We accordingly assume
that the procedure we envision will not
conflict with the letter or the spirit of the

354. The preparation of the initial
access charge tariffs will undoubtedly
be a difficult task. In order to enable
AT&T to begin collecting the necessary
data, we are making this Order effective
on the day after the date of publication
in the Federal Register, We gave
decided to require exchange carriers
that choose to file any separate tariffs
for 1984 to notify AT&T of their decision
within 40 days after the release of this
Report and Order. We are also requiring
that AT&T notify all the affected
carriers that this notice requirement
exists within 10 days of the release of
this Report and Order.

355, It is vitally important that
acceptable access tariffs become
effective by the day on which
divestiture of the BOCs occurs. We
therefore feel compelled to monitor the
progress of access charge preparation.
To this end, we require AT&T to file
progress reports until the initial access
charges have been filed. The first report
will be filed 8 weeks after the release of
this Report and Order and subsequent
reports will be filed at 8-week intervals.

356. We also expect that AT&T and
any carrier that may choose to file a
separate tariff will file petitions for
waiver if shortcuts must be used to
adapt readjly available data to the
methods we are prescribing for the
computation and assessment of access
charges. We recognize that some
carriers will not be able to provide all of
the data that would be required and that
some kind of sample procedure will be
necessary to develop data for average
schedule companies, The filing of such
waiver petitions will provide an
additional opportunity to monitor the
progress of access charge preparation,'*!

357, We believe the procedures we are
adopting will achieve the purposes of
this proceeding without imposing undue
burdens upon any carrier or creating
administrative burdens that exceed the
capabilities of our staff.'**

"1 The Chief of the Common Carrier Bureau will,
of course. act upon any walver petitions that do not
present fundamental policy questions that require a
Commission decision.

'* We have necessarily been obliged to impose
some restrictions upon the option of carriers that do
nol choose to join in common tariffs in order to
provent the filing of tariffy that could not be
adequately reviewed. For example, the rules we sre
adopting preciude turiffs thut are disaggregated
within a study arca. We may relax such restricti

H. Regulatory Flexibility Certificotion

358. For the following reasons, we
certify that the Regulatory Flexibility
Act is not applicable to the rules we are

. adopting in this proceeding.

359. A few of the comments have
questioned the adequacy of the initial
regulatory flexibility analysis in the
Fourth Supplemental Notice."* The
Regulatory Flexibility Act is not literally
applicable to this proceeding. That Act
was apparently designed for the
pratection of small businesses that are
directly subject to administrative rules
rather than businesses that are
indirectly affected by the results that
any rules will produce. the access
charge rules are, of course, imposed
upon the local exchange carriers that
will be required to compute and collect
access charges in accordance with those
rules. Those carriers are accordingly the
only businesses that might be entitled to
claim some protection under that Act.

360. Although some local exchange
carriers are very small, no telephone
company appears to fall within the
Regulatory Flexibility Act’s very special
definition of a “small entity." ﬁat Act
incorporates the definition of a “small
business" in Section 3 of the Small
Business Act as a definition of a “small
entity.” The latter definition excludes
any business that is dominant in its field
of operation. Exchange carriers, even
small ones, enjoy a dominant monopoly
position in their local service area. This
Commission has found all exchange
carriers to be dominant in the
Competitive Carrier Rulemaking, 85
FCC 1, 23-24 (1980). Indeed the smallest
exchange carriers are probably even
more dominant than the large ones
because bypass competition is very
unlikely to develop in the areas they
serve.

361. Although the Regulatory
Flexibility Act is not applicable to this
proceeding, Congress did express
essentially the same policy objective in
the Communications Act. Sections 2(b)
and 203(a) of the 1934 Act were
designed to relieve most small telephone
companies from many reporting and
other burdens that the Act imposed
upon AT&T.

362. We recoginize that we cannot
and should not expect a telephone
company with eight employees to do
everything that Pacific Telephone is
expected to do. We have designed the
access charge rules to minimize the
administrative burdens that are imposed
upon smaller companies. We have
mandated the creation of an association

in the future after we have acquired more
experience with access service turiffs,

4 Spe especially Small Business Administration
comments. :
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that will perform tariff preparation and
pool distribution functions and we have
designed requirements for those
functions that will adapt the existing
average schedule settlements
procedures to an access charge system.
We believe that we have complied fully
with the requirements of the
Communications Act and the spirit of
the Regulatory Flexibility Act.

VIL Conclusion

363, We emphasize how difficult and
how important has been the task of
devising an access charge plan. In this
proceeding, we have focused on the
present and the future rather than the
past. The monopoly telecommunications
environment of the past has ended. The
approaches, taken in the past to balance
the four goals of universal service, non-
discriminatory, cost-based prices and a
viable, efficient telecommunications
network—goals which we believe have
been the aim of the Communications Act
since its passage—are no longer
appropriate. These past approaches
have essentially been nothing more than
the development of special,
discriminatory rates for different
customers making identical use of
access plant in interstate service. It is
readily apparent that in an era of
facilities-based competition and resale
such approaches are not viable. Any
attempt to insure continued support for
local telephone service through the
prohibition of bypass systems would
lead to a stifling of innovation and, quite
probably, to the transformation of the
nation’s telephone system—currently
the best in the world—into an outmoded
and technically inefficient system. Such
i system would almost certainly be
unable to attract sufficient capital to
maintain, much less upgrade, the
system.

364. In our Fourth Supplemental
Notice we put forth for comment four
differing approaches to the resolution of
the principal question in the access
charge docket, These were not
presented as specific plans subject to a
vote of the parties. Rather they were
propounded as examples of the types of
plans which could be developed. In
issuing that Notice-we hoped that
participants would propose methods to
combine or improve upon the simplistic
approaches we described. Our hope was
well justified. The comments filed by
participants in this proceeding have, in
overwhelming measure, been
constructive and of tremendous value to
us in fulfilling our task. Our task, we
state once again, Is to devise that access
charge plan which best balances the
:any objectives of the Communications

cl

365. The plan we adopt today is
largely bagsed upon those comments. It
recognizes both the need for some
national averaging and the clear
advantages of disaggregation when such
disaggregation is desired by the carriers
and ig in the public interest. It clearly
recognizes the need for a smooth
transition from the existing system of
discriminatory but largely usage based
carrier charges to a new system relying
chiefly upon flat customer charges. Such
a movement is, in our opinion, necessary
to serve the public interest and to insure
the maintenance of our nationwide
network of telephone service. Despite
this we have, through our plan, insured
that universal service will not be
eliminated. The inclusion of a
permanent, nationally averaged,
carrier’s pool to direct revenues to high
cost areas is a central feature of this
plan. We have not been limited by the
traditional division between "traffic
sensitive"” and "non-traffic sensitive"
costs in determining which costs should
ultimately be placed upon individual
customers. Rather, we have attempted to
differentiate network functions, which
may appropriately be recovered through
carrier's carrier charges, from end user
service, which can only be ordered by
end users, which is dedicated to
individual end users, and which must, in
our opinion, be recovered from those
end users.

366. We have directed the Common
Carrier Bureau to develop a monitoring
function to insure that the changes that
will result from this Report and Order
do not impair universal service. Such a
monitoring function must and will be in
place before the institution of access
charges. Along with our transition plan,
this will insure that, should unforeseen
circumstances arise, we have an ample
opportunity to act before irreparable
harm to the universal character of
telephone service takes place. We now
commit ourselves to taking such action
should, contrary to our expectations, it
be necessary. Such actions might
include adjusting end user flat charges,
adjusting the Universal Service Fund,
adjusting the degree of nationwide
pooling, or requiring that certain
transitional benchmarks be met.

367. Finally, we have provided a two-
year period after individual phone
companies are responsible for collecting
most dedicated NTS costs from their
subscribers before equal flat customer
access charges will be required. We
recognize that during the transition
period some telephone companies may
develop mechanisms for recove
those costs from their customers which
will better balance the four goals of the

Communications Act than can a single
national plan. We will conduct a further
notice and comment phase of this
proceeding in the fifth year and will
evaluate nationwide and local effects of
the transition before proceeding with the
final steps in the transition plan. We
recognize that a plan that may be ideal
for most of the country may not be ideal
for all of the country. This Report and
Order recognizes that individual carrier
flexibility is fully consistent with the
Communications Act. We expect to
work with State regulatory
commissions, and State legislatures,
during the transition period to continue
to seek better ways to reconcile the
need for an efficient, cost-based cost
recovery scheme with the need for a
universal telephone system and to
harmonize our efforts so as not to
frustrate the achievement of our policies
and objectives.

368. The task we have faced in
designing our access charge plan has
been, perhaps, the most difficult ever to
come before the Commission. It is also,
quite probably, the most important to
have come before us. The correct
resolution of this phase of this docket is
an essential prerequisite for the
development of meaningful competition
in interstate telecommunications, for the
assurance that common carrier
telecommunications can play the central
role in our nation's economy and,
indeed, in the world economy that is
warranted by its value to citizens and
by its unique characteristic of being
substitutable for a wide variety of goods
and services, No one, and no
commission, can predict the future of
telecommunications with any degree of
certainty. Our access charge plan is, in
our opinion the best plan for the present
and immediate future that can be
devised based upon our present level of
knowledge. We remain committed to
careful monitoring of developments in
the field of common carrier
telecommunications and to making any
adjustments that may be warranted,
based upon these future developments,
to serve the public interest.

VIIL. Ordering Clauses

369. Accordingly, it is hereby ordered,
That pursuant to 47 US.C. §§ 154{i) and
(§), 201, 202, 203, 205, 218 and 403 and 5
U.S.C. § 553, Part 69 is added to the
Rules of this Commission as set forth in
the attached Appendix A, effective on
the date following publication in the
Federal Register.

370, It is further ordered, That each

revenue requirement that is computed in
accordance with such rules shall be




10358

Federal Register / Vol. 48, No. 49 |/ Friday, March 11, 1983 / Rules and Regulations

———

based upon a 12.75% return until further
order of this Commission.

371. It is further ordered, That in
accordance with the rules in Appendix
A and the directives of this Report and
Order, AT&T shall prepare the initial
tariffs for interstate access services
provided by members of telephone
company association and shall file these
tariffs no later than October 3, 1983,

372. It is further ordered, That AT&T
file reports describing its progress in
preparing these initial access tariffs with
the Chief, Common Carrier Bureau.
These reports shall continue until AT&T
has filed the initial access tariffs. The
first report shall be filed eight (8) weeks
after the release of this Report and
Order. Subsequent reports shall be filed
thereafter at six (6) week intervals.

373, It is further ordered, That within
ten (10) days of the release of this
Report and Order AT&T shall notify
each telephone company that has
participated in the division of revenues
or settlements process that the company
is required to decide whether to file any
tariffs separate from those filed by the
association and to notify AT&T of its
decision.

874, It is further ordered, That each
telephone company that has
participated in the division of revenues
or settlements process shall notify
AT&T of its decision to file any separate
tariffs within forty (40) days of the
release of this Report and Order.

875, It is further ordered, That the
Petition for Evidentiary Hearing of the
United States Transmission Systems,
Inc. filed on June 26, 1980, is denied.

376. It is further ordered, That the
Motions for Leave to File Late
Comments filed by the Federal
Executive Agencies and the Council on
Wage and Price Stability are granted.
(Secs. 1, 2, 4, 201-205, 208, 215, 218, 313, 314,
403, 404, 410, 602; 48 Stat. as amended; 1064,
1068, 1070, 1071, 1072, 1073, 1076, 1077, 1087,
1094, 1098, 1102; 47 US.C. 151, 152, 154, 201~
205, 208, 215, 218, 313, 314, 403, 404, 410, 602.)
Federal Communications Commission. '

William J. Tricarico,
Secretary.

Note.—~Due to the continuing effort to
minimize publishing costs, Appendicés B, C,
D, E, F. G, and Attachments will not be
printed herein. However, coples of this
document in its entirety may be obtained
from the Downtown Copy Center, 1114 21s!
St., N.W. Washington, D.C. 20037, (202) 452
1422, A copy is filed as part of the original
and also avallable for public inspection in the
FCC Dockets Branch, Rm. 239, and the FCC
Library, Rm. 839, 1919 M SL. N.W,,
Washington, D.C. 20554.

1% See attached rate statements of
Commissioners Quello, Fogarty and Sharp, Separate
statements of Commissioners Jones and Dawson
will be issued at & later date.

Appendix A

Part 69 is added to Chapter I of Title
47 of the Code of Federal Regulations lo
read as follows:

PART 69—ACCESS CHARGES

Subpart A—General

Sec.

69.1 Application of access charges.
69.2 Definitions.

69,3 Filing of access service tariffs,
694 Charges to be filed.

Subpart B—Computation of Charges
69.101 GCeneral.

60.102 Dedicated access line.
62103 Pay telephone.

60.104 End user common line.
69.105 Carrier common line.
69.106 Line termination.
80107 Local switching.
69.108 Intercept.

69109 Information.

69.110 Operator assislance.
69.111 Common transport.
69.112 Dedicated transport.
89,113 Special sccess.

69114 Billing and collection.

Subpart C—Computation of Transition
Charges

69.2m
69.202
69.203
69.204
69.205
69.206

General.

End user common line charges.
Minimum charges.

Usage charges,

Maximum charges.

Transitional surcharges.

69.207 Premium access.

69.208 Transitional Carrier Common Line.

Subpart D—Apportionment of Net
Investment

69301 General.

69.302 Net investment.

69,303 Station equipment.
69.304 Customer OSP.

69.305 Carrier OSP,

69.308 Central office equipment.
69.307 Buildings,

60.308 Land.

69.308 Other investment.

Subpart E—Apportionment of Expenses
69,401 Direct expenses,

89,402 Current taxes.

69403 Deferred tax expenses,

69404 Traffic expenses.

60.405 Commercial expenses.

69.406 Revenue Accounting expenses.
69.407 General Office expenses.
69.408 Relief and pensions,

69.409 License contract exponses.
89.410 Other expenses.

Subpart F—Segregation of Common Line

Element Revenue Requirement

68.501 General.

608.502 Base factor apportionment,

68.503 Apportionment of transitional
portion.

Subpart G—Exchange Carrler Assoclation
69.601 Exchange carrier association,
69.602 Board of directors.

69.603 Association functions,

Sec.
60,604 Billing and collection of access

charges.

60.605 Distribution of Carrier Common Line
revenues,

60.600 Computation of average schedule
company paymenis,

69.807 Disbursement of Carrier Common
Line residue.

69.608 Carrier Common Line hypothetical
net balance,

60.609 End User Common Line hypothetical
net balances.

69.610 Other hypothetical net balances.

Authority: Secs, 4, 201, 202, 203, 205, 218,

403, 48 Stal. 1086, 1070, 1072, 1077, 1004, as

amended. 47 U.S.C. 154, 201, 202, 203, 205, 218,

403,

Subpart A—General

§69.1 Application of access charges.

(a) This Part establishes rules for
access charges for interstate or foreign
access services provided by telephone
companies on or after January 1, 1984,

(b) Charges for such access services
shall be computed, assessed and
collected and revenues from such
charges shall be distributed as provided
in this Part, Access service tariffs shall
be filed and supported as provided
under Part 61 of this chapter, except as
modified herein.

§69.2  Definitions.

For purposes of this Part:

(a) “Access Service” includes services
and facilities provided for the
origination or termination of any
interstate or foreign telecommunication
that is subject to regulation pursuant to
Title II of the Communications Act or
provided for the origination or
termination of any interstate or foreign
enhanced service that is exempt from
tariff regulation pursuant to Subpart G
of Part 64 of this chapter;

(b) “Annual revenue requirement™
means the sum of the return component
and the expense component;

(c) “Association” means the telephone
company association described in
Subpart G of this Part;

(d) “Big 4 Wage Faclor" means that
ratio of combined wage expense except

“building maintenance wage expense

attributable to general office space in
the following expense categories:

{1) Maintenance;

{2) Traffic;

(3) Commercial; and

(4) Revenue Accounting:

{e) “Buildings” includes investment
that is described as building investment
in the Separations Manual;

(f) “Carrier Outside Plant" or "Carrier
OSP" means all outside plant that is not
Customer OSP;

(g) "Central Office Equipment” or
“COE" includes all equipment or
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facilities that are described as Central
Office Equipment in the Separations
Manual;

(h) “Commerical Expenses" includes
all expenses that are described as
Commercial Expenses in the
Separations Manual, except for any
expense incurred in computing, billing or
collecting access charges which shall be
deemed to be Revenue Accounting
expense;

(i) “Current taxes" includes taxes
other than property taxes that are
actually accured during the relevant
period less credits attributable to past
deferrals and does not include
hypothetical taxes that are allowable
expenses for ratemaking purposes or
taxes assessed upon end users;

(j) “Customer Outside Plant" or
“Customer OSP" means all lines or
trunks on the customer side of a Class 5
or end office switch, including lines or
trunks that do not terminate in such a
switch, except lines or trunks that
connect an interexchange carrier or
enhanced service provider facility with
such a switch;

(k) “Dedicated access line" means a
WATS access line or a private line that
does not terminate in customer premises
equipment that is used exclusively for a
particular interexchange service;

(1) “Direct Expense” means expenses
that are attributable to a particular
category of tangible investment
described in Subpart D of this Part and
includes:

(1) Maintenance;

(2) Depreciation and amortization;

(3) Rental payments for buildings,
facilities or equipment; and

(4) Property taxes;

(m) “End user" means any customer of
an interstate or foreign
telecommunications service or enhanced
service that is not a carrier or enhanced
service provider except that a carrier
other than a telephone company or an
enhanced service provider shall be
deemed to be an “end user” when such
carrier or enhanced service provider
uses a telecommunication service for
administrative purposes and a person or
entity that offers telecommunications
services exclusively as a reseller shall
be deemed to be an “end user” if all
resale transmissions offered by such
reseller originate on the premises of
such reseller;

(n) “Entry switch” means the
telephone company switch in which a
dedicated transport line or trunk
lerminates;

(0) “"Expense component” means the
total expenses and income charges for
an annual period that are attributable to
a particular element or category;

(p) “Expenses” include allowable
expenses in the 800 series of the
Uniform System of Accounts
apportioned to interstate or
international services pursuant to the
Separations Manual and allowable
income charges apportioned to
interstate and international services
pursuant to the Separations Manual;

(q) “General Office Expenses"”
includes Executive (Account 661)
expense, Treasury (Account 663)
expense, Law (Account 664) expense,
Other General (Account 665) expense
and the portion of Accounting (Account
662) expense that is not Revenue
Accounting expense;

(r) “Interexchange" or the
“interexchange category” includes
services or facilities provided as an
integral part of an interstate or foreign
telecommunications or an interstate or
foreign enhanced service that is not
described as "access service" for
purposes of this Part;

(s) "License contract” means an
agreement to reimburse an entity that is
jointly owned by telephone companies
or companies that own telephone
companies or an entity that directly or
indirectly controls or is controlled by, or
is under direct or indirect control with, a
telephone company, for services,
facilities, patents or other know-how;

(t) “Line" or “trunk” includes
transmission facilities such as
microwave towers, satellites, earth
stations, etc. as well as wire and cable;

(u) “Net investment” means allowable
original cost investment in Accounts
100.1-100.4 and 122 that has been
apportioned to interstate and foreign
services pursuant to the Separations
Manual from which depreciation,
amortization and other reserves
attributable to such investment that has
been apportioned to interstale and
foreign services pursuant to the
Separations Manual have been
subtracted and to which working capital
that is attributable to interstate and
foreign services has been added;

(v) “Origination” of a service that is
switched in a Class 4 switch or an
interexchange switch that performs an
equivalent function ends when the
transmission enters such switch and
“termination" of such a service begins
when the transmission leaves such a
switch, except that:

(1) Switching in a Class4 switch or
transmission between Class 4 switches
that is not deemed to be interexchange
for purposes of the Modified Final
Judgment entered August 24, 1982, in
Unijted States v. Western Electric Co.,
D.C. Civil Action No. 82-0192, will be
*“origination” or “termination" for
purposes of this Part, and;

(2) "Origination” and “termination”
does not include the use of any part of a
line, trunk or switch that is not owned or
leased by a telephone company;

(w) “Origination" of any service other
than a service that is switched in a
Class 4 switch or a switch that performs
an equivalent function ends and
*termination” of any such service begins
at a point of demarcation that
corresponds with the point of
demarcation that is used for a service
that is switched in a Class 4 switch or a
switch that performs an equivalent
function;

(x) “Outside Plant” or “OSP" includes
all equipment or facilities that are
described as outside plant in the
Separations Manual;

(y) “Private line" means a line that is
used exclusively for an interexchange
service other than MTS or WATS,
including a line that is used at the closed
end of an FX or CCSA service or any
service that is substantially equivalent
to a CCSA service;

(z) "Return component™ means net
investment attributable to a particular
element or category multiplied by the
authorized annual rate of return;

(aa) "Revenue Accounting Expenses”
includes all expenses that are described
as Revenue Accounting Expenses in the
Separations Manual and expenses
associated with the preparation of
access charge tariffs and the distribution
of access charge revenues;

(bb) “Station equipment” includes all
equipment or facilities that are
described as station equipment in the
Separations Manual except station
equipment that is used by telephone
companies in their own operations;

(cc) "Telephone company” means a
carrier that provides telephone
exchange service as defined in Section
3(r) of the Communications Act of 1934;

(dd) “Traffic Expenses" includes all
expenses that are described as traffic
expenses in the Separations Manual;

(ee) “'Unit of capacity” means the
casabllity to transmit one conversation;
an

(ff) “WATS access line" means a line
or trunk that is used exclusively for
WATS service,

§69.3 Filling of access service tariffs,

(a) A tariff for access service shall be
filed with this Commission for an annual
period. Such tariffs shall be filed so as to
provide a minimum of 90 days notice,
with a scheduled effective date of
January 1.

(b) The requirement imposed by
paragraph (a) of this Section shall not
preclude the filing of revisions to those
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annual tariffs that will become effective
on dates other than January 1.

(c) Any access service tariff filing, the
filing of any petitions for rejection,
investigation or suspension and the
filing of any responses to such petitions
shall comply with the applicable rules of
this Commission relating to tariff 2

(d) The association shall file a tariff as
agent for all telephone companies that
participate in an association tariff.

(e) A telephone company or group of
telephone companies may file a tariff
that is not an association tariff. Such a
tariff may cross-reference the
association tariff for some access
elements and include separately
computed charges of such company or
companies for other elements. Any such
tariff must comply with the requirements
hereinafter provided:

(1) Such a tariff must cross-reference
association charges for the Carrier
Common Line element or elements if
such company or companies participate
in the distribution of revenues from such
elements;

(2) Such a tariff that cross-references
an association charge for any end user
access element or the transitional
surcharge must cross-reference
association charges for all end user
access elements and the transitional
surcharge;

(3) Such a tariff that cross-references
an association charge for any carrier's
carrier access element other than the
Carrier Common Line element or
elements and the transitional surcharge
must cross-reference association
charges for all carrier’s carrier access
charges other than the Carrier Common
Line element or elements and the
transitional surcharge;

(4) Any charge in such a tariff that is
not an association charge must be
computed to reflect the combined
investment and expenses of all
companies that participate in such a
charge;

(5) A telephone company or
companies that elect to file such a tariff
for 1984 access charges shall notify
ATAT on or before the 40th day after the
release of the Commission order
adopting this Part;

(6) A telephone company or
companies that elect to file such a tariff
for any year subsequent to 1984 shall
notify the association not later than June
30 of the preceding year if such company
or companies did not file such a tariff in
such preceding year or cross-referenced
association charges in such preceding
year that will not be cross-referenced in
the new tariff;

{7) Such a tariff shall not contain
charges for any access elements that are
disaggregated or deaveraged within a

study area that is used for purposes of
jurisdictional separations;

(8) Such a tariff for a company that
provides extended area local exchange
telephone service shall not establish any
charge for a carrier's carrier access
element that does not apply to the entire
extended area; and

(9) Such a tariff shall not include a
charge other than an association charge
for an extended area that is served by
two or more telephone companies
without the concurrence of all telephone
companies that serve such extended
area.

§69.4 Charges to be filed.

(a) The end user charges for access
service filed with this Commission shall
include charges for each of the following
elements:

(1) Dedicated Access Line;

(2) Pay Telephone; and

(3) End User Common Line,

(b) Except as provided in Subpart C of
this Part, the carrier's carrier charges for
access service filed with this
Commission shall include charges for
each of the following elements:

(1) Carrier Common Line;

(2) Line Termination;

(3) Local Switching;

(4) Intercept;

(5) Information;

(6) Operator Assistance;

(7) Common Transport;

(8) Dedcated Transport; and

(9) Special Access,

(c) The carrier’s carrier charges for
carriers that offer a billing and
collection or billing information service
shall also include a Billing and
Collection element.

Subpart B—Computation of Charges

§69.101 General.

Except as provided in Subpart C of
this Part, charges for each access
element shall be computed and assessed
as provided in this Subpart.

§69.102 Dedicated access line.

(a) A charge that is expressed in
dollars and cents per line per month
shall be assessed upon end users for
each interstate or foreign dedicated
access line.

{b) Such charge will be computed by
dividing one-twelfth of the projected
annual revenue requirement for the
Dedicated Access Line element by the
projected average number of interstate
or foreign dedicated access lines in use
during such annual period.

§69.103 Pay telephone.

(a) A charge that is expressed in
dollars and cents per call shall be
assessed upon end users for each

interstate or foreign call that is placed
from a pay telephone, except that collect
or third number billing calls will not be
assessed.

{b} Such charge shall be computed by
dividing the projected annual revenue
requirement for the Pay Telephone
element by the projected annual number
of calls that are subject to assessment.

§69.104 End user common line.

{a) A charge that is expressed in
dollars and cents per line per month
shall be assessed upon end users that
subscribe to local exchange telephone
service. Such charge shall be assessed
for each line between the premises of an
end of an end user and a Class 5 office
that is or may be used for local
exchange service transmissions.

(b) Charges to multi-line subscribers
shall be computed by multiplying a
single line rate by the number of lines
used by such subscriber,

(c) Charges to party line subscribers
shall be computed by dividing a single
line rate by the number of users that
share such line,

(d) The single line rate or charge shall
be computed by dividing one-twelfth of
the projected annual revenue
requirement for the End User Common
Line element by the projected average
number of local exchange service
subscriber lines in use during such
annual period.

§69.105 Carrier common line.

(a) A charge that is expressed in
dollars and cents per conversation
minute shall be assessed upon all
interexchange carriers that use local
exchange switching facilities for the
provision of interstate or foreign
telecommunications services.

(b) A per minute charge shall be
computed by dividing the projected
annual revenue requirement for the
Carrier Common Line element by the
projected annual conversation minutes
for all interstate or international
services that use local exchange
switching facilities. Each minute of use
of any local exchange switch by such
services shall be counted for purposes of
computing and assessing this charge.

§69.106 Line termination.

(a) A charge that is expressed in
dollars and cents per conversation
minute shall be assessed upon all
intere carriers that use local
exchange facilities for the provision of
interstate or foreign telecommunications
services.

(b) A per minute charge shall be
computed by dividing the projected
annual revenue requirement for the Line
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Termination element by the projected
annual conversation minutes for all
interstate or foreign services that use
local exchange switching facilities. Each
minute of use of any termination in a
local exchange switch by such services
shall be counted for purposes of
computing and assessing this charge.

£69.107 Local switching.

(a) Ch that are expressed in
dollars cents per conversation
minute shall be assessed upon all
interexchange carriers that use local
exchange switching facilities for the
provision of interstate or foreign
services.

(b) Separate charges shall be
established for two categories of
service. The first category, or LS 1, shall
consist of local dial switching for
services other than MTS or WATS that
is provided through a line side
termination in a Class 5 switch or
through a termination in & local tandem
switch. The second category, or LS 2,
shall consist of local dial switching for
MTS and WATS and local dial
switching for a service other than MTS
or WATS that is provided through a
trunk side termination in a Class 5
switch,

(c) The projected annual revenue
requirement for Local Switching shall be
apportioned between LS 1 and LS 2 on
the basis of weighted relative usage. LS
1 dial equipment minutes shall be
counted as one, LS 2 dial equipment
minutes shall be multiplied by the Toll
Weighting Factor or TWF that is used
for jurisdictional separations purposes
to allocate investment in a particular
type of switch.

(d) A per minute charge for the LS 1
category shall be computed by dividing
the LS 1 portion of the annual revenue
requirement by the projected annual LS
1 conversation minutes.

(e) A per minute charge for the LS 2
category shall be computed by dividing
the LS 2 portion of the projected annual
revenue requirement by the projected
annual LS 2 conversation minutes.

(f) If end users of an interstate or
foreign service that uses local switching
facilities pay message unit charges for
such calls in a particular exchange, a
credit shall be deducted from the Local
Switching element charges to such
carrier for access service in such
exchange. The per minute credit for
each such exchange shall be multiplied
by the monthly conversation minutes for
such service to compute the monthly
credit to such a carrier.

(g) If all local exchange subscribers in
such exchange pay message unit
charges, the per minute credit described
in paragraph (f) of this Section shall be

computed by dividing total message unit
charges to all subscribers in a particular
exchange in a representative month by
the total minutes of use that were
measured for purposes of computing
mes unit charges in such month.

(h) If some local exchange subscribers
pay message unit charges and some do
not, a per minute credit described in
paragraph (f) of this Section shall be .
computed by multiplying a credit
computed pursuant to paragraph (g) of
this Section by a factor that is equal to
total minutes measured in such month
for purposes of computing message unit
charges divided by the total local
exchange minutes in such month,

§69.108 Interceptl.

(a) A charge that is expressed in
dollars and cents per conversation
minute shall be assessed upon all
interexchange carriers that use local
exchange facilities for the provision of
interstate or foreign telecommunication
services.

{b) A per minute charge shall be
computed by dividing the projected
annual revenue requirement for the
Intercept element by the projected
annual conversation minutes for all
interstate or foreign services that use
local exchange switching facilities.

§69.109 Information,

{a) A charge shall be assessed upon
all interexchange carriers that are
connected to assistance boards through
interexchange directory assistance
trunks,

(b) If such connections are maintained
exclusively by carriers that offer MTS,
the projected annual revenue
requirement for the Information element
shall be divided by 12 to compute the
monthly assessment to such carriers.

(c) If such connections are provided to
additional carriers, charges shall be
established that reflect the relative use
of such directory assistance service by
such interexchange carriers.

§69.110 Operator assistance.

(a) A charge shall be assessed upon
all interexchange carriers that offer an
operator-assisted service that uses local
exchange switching facilities and uses
the services of telephone company
operators.

(b) If such service is provided
exclusively to the carriers that offer
MTS, the projected annual revenue
requirement for the Operator Assistance
element shall be divided by 12 to
compute the monthly assessment to
such carriers.

(c) If such a service is provided to
additional carriers a charge that is
expressed in dollars and cents per call

shall be assessed upon each carrier that
receives such a service.

(d) Such a per call charge shall be
computed by dividing the projected

“annual revenue requirement for the

Operator Assistance revenue
requirement by the projected annual
number of operator-assisted calls.

§69.111 Common transport.

(a) A charge that is expressed in
dollars and cents per conversation
minute shall be assessed upon all
interexchange carriers that use
switching or transmission facilities that
are apportioned to the Common
Transport element for purposes of
apportioning net investment.

{b) The per minute charge shall be
weighted by a distance factor that
reflects the airline distance between the
Class 5 or end office switch that serves
an end user and the entry switch.

(c) Charges shall be designed to
produce annual revenue that is equal to
the projected annual revenue
requirement for the Common Transport
element.

§69.112 Dedicated transport.

(a) The projected annual revenue
requirement for Dedicated Transport
shall be divided into three parts. The
revenue requirement shall be
apportioned on the basis of relative net
investment in the following investment
categories:

(1) Interface arrangements;

(2) Voice grade transmission facilities;
and

(3) Conditioning arrangements.

(b) Appropriate subelements shall be
established for the use of interface
arrangements. Charges for such
subelements shall be assessed and
computed as follows:

(1) Such charges shall be assessed
upon all interexchange carriers for the
interface arrangements they use to
provide interstate or foreign services;

(2) Charges for all such subelements
shall be designed to produce total
annual revenues that are equal to the
portion of the projected annual revenue
requirement for Dedicated Transport
that has been apportioned to the
interface arrangements subelements;
and

(3) Charges for individual subelements
shall be designed to reflect cost
differences among such subelements in
a manner that complies with applicable
Commission rules or decisions,

(c) A charge for the use of voice grade
transmission facilities shall be assessed
upon interexchange carriers that use
such facilities to provide interstate or
foreign services. Such charges shall be




Federal Register / Vol. 48, No. 49 / Friday, March 11, 1983 / Rules and Regulations

expressed in dollars and cents per unit
of capacity. Total units of capacity
provided to an interexchange carrier
shall be measured by ascertaining the
number of conversations that could be
transmitted simultaneously without
producing blocking in the dedicated
transport facilities. The capacity unit
charge for carriers that offer MTS shall
be weighted by a distance factor that
reflects the airline distance between the
entry switch and the interexchange
facility. The capacity unit charge for
other carriers shall be weighted by a
distance factor that reflects the lesser or
least of the airline distance between the
entry switch and such carrier’s
interexchange facility or the airline
distance between the entry switch and
any interexchange [acility of carriers
that offer MTS that is located within 5
miles of such carrier's interexchange
facility.

(d) Appropriate subelements shall be
established for the use of conditioning
arrangements, Charges for such
subelements shall be assessed and
computed as follows:

(1) Such charges shall be assessed
upon gll interexchange carriers that use
conditioning arrangements in their
provision of interstate or foreign
services;

(2) Charges for all such subelements
shall be designed to produce total
annual revenues thal are equal to the
portion of the projected annual revenue
requirement for Dedicated Transport
that has been apportioned to the
conditioning arrangements subelements;
and

{3) Charges for individual subelements
shall be designed to reflect cost
differences among such subelements in
a manner that complies with applicable
Commission rules or decisions.

§69.113 Special access.

(a) Appropriate subelements shall be
established for the use of equipment or
facilities that are assigned to the Special
Access element for purposes of
apportioning net investment.

(b) Charges for all subelements shall
be designed to produce total annual
revenue thal is equal to the projected
annual revenue requirement for the
Special Access element,

(c) Charges for an individual
subelement shall be assessed upon all
interexchange carriers or enhanced
service providers that use the equipment
or facilities that are included within
such subelement.

(d) Charges for individusl
subelements shall be designed to reflect
cost differences among subelements in a
manner that complies with applicable
Commission rules or decisions.

§69.114 Bllling and collection.

(a) Billing and collection service shall
be offered to all interexchange carriers
if such a service is offered to any
interexchange carrier. Charges shall be
assessed upon all interexchange carriers
that elect to use such services.

(b) Any difference in charges for such
service or fora b information
service shall reasonably approximate
cost differences in the service provided.

Subpart C—Computation of Transition
Charges

§69.201 General

Notwithstanding §§ 69.4, 69.104 and
68,105, charges for the access elements
described in this subpart shall be
computed in the manner described in
this subpart for the period commencing
January 1, 1984 and ending December 31,
1990,

§69.202 End user common line charges.

(a) Common line charges shall consist
of a minimum charge that is expressed
in dollars and cents per line per month,
a maximum charge that is expressed in
dollars and cents per line per month,
and a usage charge that is expressed in
dollars and cents per conversation
minute or dollars and cents per call.
Except as provided for in Section 69.208,
all End User Common Line charges shall
be assessed upon end users.

{b) The transitional End User
Common Line charges shall be
computed as provided in §§ 69.203-
69,205. 3

§69.203 Minimum charges.

{a) A minimum charge shall be
assessed upon each local exchange
service subscriber that does not pay the
maximum charge. A minimum charge
may be established at any level that
does not exceed the charge that would
have been computed pursuant fo
§ 69.104(d) for the year in question,
provided that the minimum charge for a
single line residential or party line
subscriber shall not be less than $2 and
the minimum charge for a single-line
business local exchange service
customer shall not be less than $4 or
more than 200% of the residential
minimum charge.

(b) The minimum for a multi-line local
exchange service subscriber shall be
computed by multiplying the applicable
single line rate by the number of local
exchange subscriber lines such
subscriber uses.

(c) For purposes of this section, a line
shall be deemed to be a residential line
if the subscriber pays a rate for such line
that is described as a residential rate in
the local exchange service tariff, All

other lines shall be deemed to be
business lines.

§69.204 Usage charges.
(a) A usage charge shall be assessed

_ for each originating conversation minute

or originating call except originating
minutes or calls for a collect MTS call,
an In-WATS call or an open end FX,
CCSA or CCSA equivalent call until the
combined minimum and usage charges
equal or exceed the maximum charge in
a particular month. Third party billing
calls shall be assessed to the line billed.
Usage charges for a multi-line local
exchange service subscriber shall be
attributed equally to each line for
purposes of determining whether such a
subscriber shall pay the maximum
charge for any line in any month.

(b) The usage charge shall be
computed by subtracting projected
annual revenues from maximum and
minimum charges and the surcharges
described in § 69.206 from the projected
End User Common Line annual revenue
requirement. That residual revenue
requirement shall either be divided by
the projected annual conversation
minutes of end users that do not pay the
maximum charge to compute a per
minute charge or divided by the
projected annual number of calls by
such end users to compute a per call

charge.
§69.205 Maximum charges.

(a) A maximum charge may be
established at any levﬁ that is not less
than the charge that would have been
computed pursuant fo section 69.104(d)
for the year in question, provided that
the maximum shall not be more than the
charges described in paragraph (b) of
this section unless a charge described in
paragraph (b) of this section is less than
the applicable § 60.104(d) charge.

[b) The maximum for each transition
year shall be as follows:

(1] 1984—the Dedicated Access Line
per line rate;

(2) 1985—80% of the 1885 Dedicated
Access Line per line rate;

(3) 1986—80% of the 1886 Dedicated
Access Line per line rate;

(4) 1887—60% of the 1887 Dedicated
Access Line per line rate; and

(5) 1988-1990-—50% of the 1888
Dedicated Access Line per line rate.

§69.206 Transitional surcharges,

(&) During the period that a usage
charge is assessed upon end users, &
surcharge shall be assessed upon
interexchange carriers that ofier MTS,
In-WATS, FX, CCSA or CCSA
equivalent service as a surrogate for
usage charges upon an end user that
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originates a collect MTS callor -
originates an In-WATS call or an FX,
CCSA or CCSA equivalent call that
ort%lmtuaubeopenmd.

)

If usage charges are assessed upon
a per minute basis, the transitional

surcharge shall be computed by
multiplying the conversation minutes of
such originating calls transmitted to a
particular inte e carrier by a per
minute charge that is computed by
multiplying the end user per minute
usage charge by a factor that is equal to
projected annual non-collect MTS
conversation minutes of end users that
do not pay maximum charges divided by
total projected annual non-collect MTS
conversation minutes.

(c) If usage charges are assessed upon
a per call basis, the transitional
surcharge shall be computed by
multiplying such originating calls
transmitted to a particular
interexchange carrier by a per call
charge that is computed by mnluplgins
the end user per call usage charge by a
factor that is equal to projected annual
non-collect MTS calls of end users that
do not pay maximum charges divided by
total projected annual non-collect MTS
calls,

§69.207 Premium access.

(&) Until the Commission determines
that equivalent access arrangements are
being offered to all interexchange
carriers in all or almost all exchanges a
portion of the Carrier Common Line
revenue requirement shall be designated
by Commission order as premium
access. Such premium access shall be
assessed to the carriers that offer MTS
and WATS and shall be billed in equal
monthly installments.

(b) In the absence of a Commission
order designating the premiom access
portion, the premium access portion
shall be equal to a projected annual
revenue requirement for CPE other than
Category 2 CPE or any surrogate for CPE
costs that may be assigned to interstate
and foreign services, but in no event
shall premium access exceed the total
annual Carrier Common Line revenue
requirement.

ng 69.208 Transitional Carrier Common
na, -

Premium access revenues shall be
deducted from the projected Carrier
Common Line annual revenue
requirement to determine the
Iransitional Carrier Common Line
annual revenue requirement. Charges
for the Transitional Carrier Common
Line element shall be assessed and
computed in the same manner as the
post-transition Carrier Common Line
element.

Subpart D—Apportionment of Net
Investment

§68.301 General

(a) For purposes of computing annual
revenue requirements for access
elements net investment shall be
apportioned among the interexchange
category and access elements as
provided in this subpart and expenses
shall be apportioned as provided in
Subpart E of this Part.

(b) The End User Common Line and
Carrier Common Line elements shall be
combined for purposes of this subpart
and Subpart E of this Part. Those
elements shall be described collectively
as the Common Line element. The
Common Line element revenue
requirement shell be segregated in
accordance with Subpart F of this Part.

§ 69.302 Net investment.

(a) Investment in Accounts 100.1 and
122 shall be apportioned among the
interexchange category and appropriate
access elements as provided in
§§ 69.303-69.309,

(b) Investment in Accounts 100.2-100.4
shall be apportioned in the following
manner:

(1) COE investment shall be
apportioned among the interexchange
category and appropriate access
elements in the same proportions as
total Account 100.1 COE investment;

{2) OSP investment! shall be
apportioned among the interexchange
category and appropriate access
elements in the same proportions as
total Account 100.1 OSP investment;

(3) Buildings investment shall be
apportioned among the interexchange
category and appropriate access
elements in the same proportions as
total Account 100.1 Buildings
investment; and

(4) Investment that is not COE, OSP or
Buildings investment shall be
apportioned among the interexchange
category and appropriate access
elements in the same proportions as
total Account 100.1 investment that is
not COE, OSP or Buildings investment.

§69.303 Station equipment,

(a) Investment in station equipment
that is included in Separations Category
2 shall be dssigned to the Special Access
element.

(b) Investment in pay telephones and
appurtenances shall be assigned to the
Pay Telephone element. .

(¢} Investment in all other station
equipment shall be apportioned between
the Dedicated Access Line and Common
Line elements on the basis of the
relative number of equivalent lines in
use. Each interstate or foreign dedicated

access line shall be counted as one
Dedicated Access Line. Local ex
:;)xbscﬂmlglnu shall be multiplied by

e app e interstate separations
factor to determine the number cf
equivalent local exchange subscriber
lines attributable to the Common Line
element.

(d) Any investment that is
apportioned to interstate and foreign
services as a surrogate for customer
premises equipment shall be
apportioned between the Dedicated
Access Line and Common Line elements
in the same manner as investment
apportioned pursuant to paragraph (c) of
this section.

§69.304 Customer OSP.

(a) Interstate and foreign private lines
that are described as dedicated access
lines in this Part shall be assigned to the
Dedicated Access Line element. All
other private lines shall be assigned to
the Special Access element.

(b) Interstate WATS access lines shall
be assigned to the Dedicated Access
Line element: In the event that a portion
of investment in interstate WATS
access lines is allocated to intrastate
services and a portion of intrastate
WATS access lines is allocated to
interstate services, the total unseparated
investment in interstate WATS access
lines that are described as dedicated
access lines shall be assigned to the
Dedicated Access Line element and
investmant apportioned to the Common
Line element shall be adjusted to reflect
the difference between unseparated
interstate WATS access line investment
and the WATS access line investment
apportioned to interstate services
pursuant to the Separations Manual.

(c) Investment in pay telephone lines
shall be assigned to the Pay Telephone
element,

(d) Investment in local exchange
subscriber lines shall be assigned to the
Common Line element,

(e) Investment in voice grade lines
that are not in use shall by apportioned
among the Dedicated Access Line, Pay
Telephone, Common Line and Special
Access elements on the basis of the
relative number of equivalent voices
grade lines in use. Each interstate or
foreign dedicated access line shall be
counted as one line. Pay telephone lines
and local exchange subscriber lines
shall be multiplied by the applicable
interstate séparations factor to
determine the number of equivalent pay
:flephone or local exchange subsriber

nes.

(f) Investment in unused lines that are
not voice grade shall be assigned to the
Special Access element.
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§69.305 Carrier OSP.

(a) Carrier OSP that is not used for
“origination” or “termination” as
defined in sections 69.2{v) and 69.2(w)
shall be assigned to the interexchange
category.

(b} Carrier OSP other than WATS
-access lines not assigned pursuant to
paragraph (a) of this section that is used
for interexchange services that use
switching facilities that are also used for
local exchange telephone service shall
be apportioned between the Dedicated
Transport and Common Transport
elements. Such OSP shall be assigned to
the Dedicated Transport element if it is
used exclusively for the interexchange
services of a particular carrier,

{c) All Carrier OSP that is not
apportioned pursuant to paragraphs (a)
and (b) of this section shall be assigned
to the Special Access element.

§69.306 Céntral office equipment.

(a) The Separations Manual
categories shall be used for purposes of
apportioning investment in such
equipment excepl that any Central
Office Equipment attributable to a
Dedicated Transport subelement shall
be assigned to the Dedicated Transport
element.

(b) Category 1 COE (Manual
Switchboards) shall be apportioned
among the interexchange category and
the Intercept, Information and Operator
Assistance access elements. COE1of a
telephone company that is not required
to transfer assets pursuant to the
Modified Final Judgment in United
States v. Western Electric Co. shall be
assigned to the interexchange category
if such equipment would have been
transferred to an interexchange carrier
pursuant to that Modified Final
Judgment. COE 1 that is used for
intercept services shall be assigned to
the Intercept element. COE 1 that is
used for directory assistance service
shall be assigned to the Information
element. COE 1 that is not assigned to
the interexchange category or the
Intercept and Information elements shall
be assigned to the Operator Assistance
element.

(c) Category 2 COE (Tandem
Switches) shall be assigned to the
Common Transport element.

(d) Category 3 COE (Intertoll Dial
Switching Equipment) that is deemed to
be exchange equipment for purposes of
the Modified Final Judgment in United
States v. Western Electric Co. shall be
assigned to the Common Transport
element. All other COE 3 shall be
assigned to the interexchange category.

(e) Category 4 COE (Automatic
Message Recording Equipment) shall be

assigned to the Billing and Collection
element.

{f) Category 5 COE (Other Toll Dial
Switching Equipment) that is deemed to
be exchange equipment for purposes of
the Modified Final Judgment in United
States v. Western Electric Co. shall be
assigned to the Operator Assistance
element, All other COE 5 shall be
assigned to the interexchange category.

(g) Category 8 COE ( Dial
Switching) that is classified as non-
traffic sensitive for purposes of
jurisdictional separations shall be
assigned to the Line Termination
element except as provided in
paragraph (a) of this section. COE 6 that
is classified as traffic sensitive for
jurisdictional separations purposes shall
be assigned to the Local Switching
element. In the event that any COE 6 is
not used for local dial switching, such
equipment shall be deemed to be
Category 7 equipment for purposes of
this Part.

(h) Category 7 COE (Special Services
Switching) that is deemed to be
exchange equipment for purposes of the
Modified Final Judgment in United
States v. Western Electric Co. shall be
assigned to the Special Access element.
All other COE 7 shall be assigned to the
interexchange category.

(i) Category COE 8 (Circuit
Equipment) shall be apportioned among
the interexchange category and the
Dedicated Access Line, Pay Telephone,
Common Line, Dedicated Transport,
Common Transport and Special Access
elements. 8 COE shall be apportioned in
the same proportions as the associated
OSP except as provided in paragraph (a)
of this Section.

§69.307 Bulldings.

(a) The Separations Manual space
categories and subcategories shall be
used for purposes of apportioning
Buildings investment.

(b) Category 1A space investment
(Manual Switchboard) shall be
apportioned among the interexchange
category and the Intercept, Information
and Operator Assistance elements. Such
investment shall be apportioned in the
same proportions as COE 1 investment.

(c) Category 1B space investment
(Circuit Equipment) shall be apportioned
among the interexchange category and
the Dedicated Access Line, Pay
Telephone, Common Line, Dedicated
Transport, Common Transport and
Special Access elements. Such
investment shall be apportioned in the
same proportions as COE 8 investment.

{d) Category 1C space investment
(Dial Switching) shall be apportioned
among the interexchange category and
the Line Termination, Local Switching,

Operator Assistance, Common
Transport and Special Access elements.
Such investment shall be apportioned in
the same proportions as combined
investment in COE categories 2, 3, 5, 6
and 7.

(e) Category 2 space investment
(Operator Quarters) and Category 3
space investment {General Traffic
Supervision) shall be apportioned
among the interexchange category and
the Intercep!, Information and Operator
Assistance elements. Such investment
shall be apportioned in the same
proportions as COE 1 investment.

(f) Category 4 space investment
(Commercial Office) shall be
apportioned among the interexchange
category and the Pay Telephone,
Information and Billing and Collection
elements, Such investment shall be
apportioned in the same proportions as
combined commercial expenses.

(g) Category 5 space investment (Used
Interstate by Another Company) and
Category 11 space investment
(Constructed for Another Company for
interstate use) shall be assigned to the
interexchange category.

(h) Category 6 space investment
(Revenue Accounting) shall be
apportioned among the interexchange
category and all access elements in the
same proportions as combined revenue
accounting expenses.

(i) Category 7 space investment
(Garages and Storerooms) shall be
apportioned among the intérexchange
category and the Dedicated Access Line,
Pay Telephone, Common Line,
Dedicated Transport, Common
Transport and Special access elements.
Such investment shall be apportioned in
the same manner as combined OSP
investment.

(j) Category 8 space investment
(Rented to others) shall be assigned to
the interexchange category.

(k) Category 9 space investment
(General Office) shall be apportioned
among the interexchange category and
all access elements in the same
proportions as combined General Office
expenses.

(1) Category 10 space investment
(Antenna Support) shall be apportioned
among the interexchange category and
the appropriate access elements in the
same manner as the antenna supported.

§69.308 Land.
(a) Investment in land other than

storage space that is occupied by &

building or buildings or a building or
buildings under construction shall be
apportioned among the interexchange
category and the appropriate access
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elements in the same manner as the
buildings on such land.

(b) Investment in parcels of land other
than storage space that are contiguous
with a parcel described in paragraph (a)
of this section shall be apportioned in
the same proportions as investment in
such contiguous parcel.

(c) Investment in storage space shall
be apportioned among the
interexchange category and the
Dedicated Access Line, Pay Telephone,
Common Line, Dedicated Transport,
Common Transport and Special Access
elements, Such investment shall be
apportioned In the same proportions as
combined OSP investment.

(d) Investment in land that is not
apportioned pursuant to paragraphs (a),
(b) and (c) of this section shall be
apportioned among the interexchange
category and all access elements in the
same proportions as the combined land
investment that is apportioned pursuant
to paragraphs (a), (b) and (c) of this
section.

§69.309 Other investment.

Investment that is not apportioned
pursuant to §§ 68.303-68.308 shall be
apportioned among the interexchange
category and all access elements in the
same proportions as the combined
investment that is apportioned pursuant
to §§ 69.303-69.308.

Subpart E—Apportionment of
Expenses .

§69.401 Direct expenses.

(a) Direct expense shall be assigned to
the appropriate investment category and
shall be apportioned among the
interexchange cateogy and appropriate
access elements in the same proportions
as the associated investment. :

(b) Amortization of embedded inside
wiring investment and installation of
new inside wiring and any maintenance
or depreciation expense that is
apportioned to interstate and foreign
services as a surrogate for CPE
maintenance or depreciation shall be
deemed to be associated with § 69.303(c)
other station equipment investment for
purposes of the apportionment
described in paragraph (a) of this
section.

§69.402 Current taxes.

(a) State income taxes and state gross
receipts or gross earnings taxes that are
collected in lieu of a corporate income
tax shall be apportioned among the
interexchange category and all access
elements in the same proportions as the
combined Station Equipment, OSP, COE,
Buildings and Land investment

attributable to property that is located
within the state that imposed the tax.

(b) Social Security taxes shall be
apportioned among the interexchange
category and all access elements in
accordance with the Big 4 Wage Factor,

{c) All other current taxes including
federal income taxes shall be
apportioned among the interexchange
category and all access elements in the
same manner as § 68.309 Other
Investment.

§69.403 Deferred tax expenses,

{a) Account 304 investment tax credits
shall be assigned to the investment
category that produced the tax credit.
Credits from amortization of past
investment tax credits shall be deducted
from the balance for the relevant
investment category. The net balance
shall be apportioned among the
interexchange tategory and appropriate
access elements in the same proportions
as the associated investment.

(b) Other deferred tax expenses,
including Account 308.1 and 308.2
expenses and comparable expenses in
Account 307, shall be assigned to the
investment category that produced the
hypothetical tax. Such expense shall be
apportioned among the interexchange
category and appropriate access
elements in the same proportions as the
associaled investment.

§69.404 Traffic expenses.

Traific expenses shall be apportioned
among the interexchange category and
the Intercept, Information and Operation
Assistance elements in the same
proportions as COE 1 investment.

§69.405 Commercial expenses.

(a) Sales, Advertising and Connecting
Company Relations expenses (Accounts
642, 643 and 644) shall be assigned to the
interexchange category.

(b) Local Commercial expenses
(Account 645) shall be assigned to the
Billing and Collection element.

(c} Public Telephone Commissions
expense (Account 648) shall be assigned
to the Pay Telephone element.

(d) Directory expenses (Account 649)
shall be assigned to the Information
element.

(e) All other Commercial Expenses
shall be apportioned among the
interexchange category and the Pay
Telephone, Information and Billing and
Collection elements in the same
proportions as the combined expense
apportioned pursuant to paragraphs (a)-
{d) of this section.

§69.408 Revenue accounting expenses.
(a) Revenue Accounting Expenses that
are attributable to End User access

billings shall be apportioned among the
Dedicated Access Line, Pay Telephone
and Common Line elements. Such
expenses shall be apportioned on the
basis of relative investment other than
revenue accounting space investment
apportioned to each such element.

(b) Revenue Accounting Expenses that
are attributable to carrier’s carrier
access billings shall be apportioned
among all carrier's carrier access
elements except the Common Line
element. Such expenses shall be
apportioned on the basis of relative
investment other than revenue
accounting space investment
apportioned to each such element.

(c) All other Revenue Accounting
Expenses shall be assigned to the Billing
and Collection element.

§69.407 General office expenses.

(a) The portion of Account 665
expense that is attributable to
engineering expenses shall be
apportioned among the interexchange
category and all access elements in the
same proportions as the combined
investment in Station Equipment, OSP
and COE.

{b) All other General Office Expenses
shall be apportioned among the
interexchange category and all access
elements in accordance with the Big 4
Wage Factor.

§69.408 Relief and pensions,

Relief and pensions expense shall be
apportioned among the interexchange
category and all access elements in
accordance with the Big 4 Wage Factlor.

§69.409 License contracl expenses.

License contract expenses shall be
assigned to expense categories in the
same manner as expenses that are
incurred directly by the telephone
company and shall be apportioned in
the same manner as such directly
incurred expenses.

§69.410 Other expenses.

Expenses that are not apportioned
pursuant to §§ 69.401-69.409 shall be
apportioned among the interexchange
category and all access elements in the
same manner as § 69.309 Other
Investment.

Subpart F—Segregation of Common
Line Element Revenue Requirement

§69.501 General.

{a) Any portion of the Common Line
element annual revenue requirement
that is attributable to the application of
a jurisdictional separations factor that is
described as a High Cost Factor or a
Universal Service Factor shall be
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assigned to the Carrier Common Line
element or elements:

{b) Any portion of the Common Line
element annual revenue requirement
that is attributable to CPE investment or
expense or surrogate CPE investment or
expense shall be assigned to the Carrier
Common Line element or elements.

(¢) Any portion of the Common Line
element annual revenue requirement
that is attributable to inside wiring
investment or expense shall be assigned
to the Carrier Common Line element or
elements.

{d) Any portion of the Common Line
element revenue requirement that is not
assigned to Carrier Common Line
elements pursuant to paragraphs (a), (b)
and (c) of this section shall be
apportioned between End User Common
Line and Carrier Common Line pursuant
to §§60.502 and 69.503. Such portion of
the Common Line element annual
revenue requirement shall be described
as the base factor portion for purposes
of this Subpart.

$§69.502 Base factor apportionment.

(a) The base factor portion shall be
divided by the projected average
number of subscriber local exchange
lines in use during the relevant year in
order to determine a base factor per line
annual revenue requirement.

(b) If the base factor per line annual
revenue requirement is $48 or less per
year the base factor portion shall be
assigned to the End User Common Line
element.

(c) If the base factor per line revenue
requirement is more than $48 per year—
(1) An amount that equals $48 multiplied

by the projected average number of

local exchange subscriber lines in use
during the relevant year shall be
assigned to the End User Common

Line element; and
{2) The remainder of the base factor

portion or transitional portion shall be

apportioned in accordance with

Section 69.503.

§69.503 Apportionment of transitional
portion.

(a) The transitional portion shall be
assigned to the Carrier Common Line
elements in 1984 access charges.

(b) In 1985 access charges 80% of the
transitional portion shall be assigned to
the Carrier Common Line elements. The
residue shall be assigned to the End
User Common Line element.

(c) In 1986 access charges 80% of the
transitional portion shall be assigned to
the Carrier Common Line elements. The
residue shall be assigned to the End
User Common Line element.

(d) In 1987 access charges 40% of the
transitional portion shall be assigned to

the Carrier Common Line elements. The
residue shall be assigned to the End
User Common Line element.

(e) In 1988 access charges 20% of the
transitional portion shall be assigned to
the Carrier Common Line elements. The
residue shall be assigned to the End
User Common Line element.

(g) The transitional portion shall be
assigned to the End User Common Line
element in access charges for 1989 and
subsequent years.

Subpart G—Exchange Carrier
Association

§69.601 Exchange carrier association.

(a) An association shall be
egtablished in order to prepare and file
access charge tariffs on behalf of all
telephone companies that do not file
separate tariffs or concur in a joint
access tariff of another telephone
company for all access elements.

(b) All telephone companies that
participate in the distribution of Carrier
Common Line revenues collected by the
association shall be deemed to be
members of such association.

§69.602 Board of directors. [Reserved]

§69.603 Association functions.

(a) The association shall not engage in
any activity that is not related to the
preparation of access charge tariffs or
the collection and distribution of access
charge revenues unless such additional
activity is expressly authorized by order
of the Commission.

(b) Participation in Commission or
court proceedings relating to access
charge tariffs, the billing and collection
of access charges, or the distribution of
access charge revenues shall be deemed
to be authorized association activities.

§69.604 Billing and collection of access
charges.

(a) The association shall bill and
collect all Carrier Common Line access
charges including any premium access
assessment.

(b) Telephone companies shall bill
and collect all other End User or
Carrier's Carrier access charges.

(c) All access charges shall be billed
monthly. :

§69.605 Distribution of Carrier Common
Line revenues.

(a) Carrier Common Line revenues
received by the association shall be
distributed monthly in accordance with
this Subpart.

(b) Association expenses incurred
during the month that are allowable
access charge expenses shall be
reimbursed before any other funds are
disbursed.

(c) Except as provided in paragraph
(b) of this section, payments to average
schedule companies that are computed
in accordance with § 69.606 shall be
disbursed before any other funds are
disbursed. For purpases of this Part, a
telephone company that was
participating in average schedule
settlements on December 1, 1982, shall
be deemed to be an average schedule
company except that:

{1) Any company that directly or
indirectly controls, is directly or
indirectly controlled by, is under direct
or indirect control with, or merges with
a telephone company that did not
participate in average schedule
settlements on December 1, 1982, shall
not be deemed to be an average
schedule company; and

(2) Any company that does not join in
association tariffs for all access
elements shall not be deemed to be an
average schedule company.

(d) The residue shall be disbursed to
telephone companies that are not
average schedule companies in
accordance with §§ 69.607-69.610.

§ 69.606 Computation of average
scheduie company payments.

(a) Payments shall be made in
accordance with a formula approved or
modified by the Commission. Such
formula shall be designed to produce
disbursements to an average schedule
company that simulate the
disbursements that would be received
pursuant to § 69.607 by a company that
is representative of average schedule
companies.

(b) AT&T shall submit a proposed
1984 formula to the Commission on or
before June 30, 1983. The association
shall submit a proposed revision of the
formula for each year after 1984 or
certify that a majority of the directors of
the association believe that no revisions
are warranted for such year on or before
June 30 of the preceding year.

§ 69.607 Disbursement of Carrier Common
Line residue,

(a) The association shall compute a
monthly net balance for each member
telephone company that is not an
average schedule company, If such a
company has a negative net balance, the
association shall bill that amount to
such company. If such a company has a
positive net balance, the association
shall disburse that amount to such
company.

(b) The net balance for such a
company shall be computed by
multiplying a hypothetical net balance
for such a company by a factor that is
computed by dividing the Carrier
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Common Line residue by the sum of the
hypothetical net'balances for such
companies.

(c) The hypothetical net balance for
each company shall be the sum of the
hypothetical net balances for each
access element except the Billing and
Collection element. All Carrier Common
Line elements shall be deemed to be one
element and all End User Common Line
elements including transitional
surcharges assessed to interexchange
carriers shall be deemed to be one
element for purposes of computing such
hypothetical net balances. Such
hypothetical net balances shall be
computed in accordance with §§ 60.608-
69.610.

§69.608 Carrier Common Line
hypothetical net balance.

The hypothetical net balance shall be
equal to a8 Carrier Common Line revenue
requirement for each such company that
is computed in accordance with Subpart
F of this Part.

§69.609 End User Common Line
hypothetical net balances.

(a) If the company does not
parﬁdratc in the association tariff for
such element, the hypothetical net
balance shall be zero,

(b) If the company does participate in
the association for such element,
the hypothetical net balance shall be
computed by multiplying an amount that
is computed by deducting access
revenues collected by such company for
such element from an End User Common
Line revenue requirement for such
company that is computed in
accordance with Subpart F of this Part
by a factor that is computed by dividing
access revenues collected by all such
companies for such element by an End
User Common Line revenue requirement
for all such companies that is computed
in accordance with Subpart F of this
Part.

§69.610 Other hypothetical net balances.
(a) The hypothetical net balance for
an access element other than Billing and
Collection or a8 Common Line element
shall be computed as provided in this

section.

(b) If the company does not
participate in the association tariff for
such element, the hypothetical net
balance shall be zero.

(c) If the company does participate in
the association tariff for such element,
the hypothetical net balance shall be
computed by deducting access revenues
collected for such element from the sum
of expense attributable to such element
and the element residue apportioned to
such company. The element residue

shall be apportioned among such
companies in the same proportions as
the net investment attributable to such
element.

(d) The element residue shall be
computed by deducting expenses of all
participating companies attributable to
such element from revenues collected by
all participating companies for such
element.

Statement of FCC Commissioner James H.
Quollo

In Re: Report and Order in CC Docket No, 78~
72, Phase 1, In the Matter of MTS and WATS
Market Structure

To state that this was a difficult decision
would be to carry the use of understatement
to its extreme. The decision was difficult
because of its complexity, to be sure, but it
was made even more difficult because it is so
far reaching. It's difficult to imagine that any
American will be untouched by the action the
Commission has taken today.

It would have been easy to resist taking
any action at this time, merely postponing
action until it was forced upon us. But delay
would not serve the public, the
telecommunications industry nor would it
serve the Commission itself. The die was cast
long ago and we are rapidly mo into a
new era of telecommunications in
country and throughout the world. Moving
toward competition and away from monopoly
requires that the industry move toward cost-
based pricing. Equal access to the network
has been mandated by both this Commission
and by the Court in its approval of the
‘L’Jyodiﬁod Final J bwtcl;n‘;lm mandated

competition y te . We
cannot turn back the clock. i

This decision was bounded by two very
strong considerations. The first is the abiding
concern of this Commission and the 88
that the concept of universal service not
sacrificed. In my mind, this is the overriding
concern as we attempt to fashion & new rate
structure, It bears very heavily upon our
second constraint; i.e., the threat that the
local exchange will be bypassed by large
users. Bypass, while not widely understood
and appreciated, provides perhaps a greater
threat to universal service than do increased
local rates of a magnitude far above those
implied by our action today. For example,
ATAT has claimed that 5 percent of its
customers generate 63 t of its
revenues. By Ignoring the threat of bypass,
we could only encourage more and more of
those large users to leave the local exchanges
across the country leaving those e
with most of their present costs but without
present revenues. Bypass is a phenomenon
which feeds upon {tself. As more large users
leave the exchange, those which remain must
bear & larger share of the costs, en
more bypass and even higher costs, Clearly,
we do not want to encourage such a scenario,

The Report and Order, in my view, is a
measured, carefully considered step along a
path which will lead to an even better
telecommunications service in the future
without destroying what we must rely upon
in the present. Is it a perfect approach to this
very complex problem?

In the words of Voltaire: :
Perfection is attained by slow degrees; it 5
requires the hand of time,

Separate Statement of Commissioner Joseph
R. Fogarty

In Re: MTS and WATS Market Structure, CC
Docket No. 78-72, Phase |

The adoption by the Federal
Communications Commission of this Access
Charge Order is of historic importance. This
decision marks the culmination of a long and
tortuous inquiry into & proper access charge
structure. '™ Because this Order prescribes
the manner of compensation that all
exchange carriers will receive for the
origination and termination of all interstate
and international telecommunications or
enhanced service, every ratepayer in this
country will be affected. In the first year
alone, the access charge plan will require the
restructuring of rates for 11 to 13 billion
dollars in non-traffic sensitive (NTS) and
traffic sensitive (TS) plant.

Given the magnitude of our decision, I
believe that I am correct in asserting that the
MTS and WATS Market Structure
rulemaking is one of the most important
proceedings which has come before the
Commission during my tenure, if not during
the entire history of the Commission. The
issues before the Commission in Phase | were
not only technically complex, but also raised
several important and competing policy
considerations. In adopting this access
charge plan, the Commission has succeeded
admirably In balancing these competing
values. The Commission has resisted the
Siren-song lure of theoretical purity,
recognizing the reality of the need for
reasonable rates and maintenance of
universal service, In the process, we have
developed a plan which advances the overall
public interest and is the best solution that
could be fashioned under the circumstances. I
wholeheartedly support this decision.

Section 1 of the Communications Act
mandates that this Commission regulate “so
as to make available, so far as possible, to all
the people of the United States a rapid,
efficient * * * communications service with
adequate facilities at reasonable charges."” In
my § ent, the most critical factor in this
procee has been the need to structure an
access charge plan which would protect this
principle and value of universal service.
While local exchange service is not so elastic
as toll service, it certainly is not inelastic, '*
In the monopoly environment of the past, the
FCC and the State commissions made
deliberate compromises in favor of the
immediate, pragmatic objective of universal
service at the expense of more theoretical
objectives, such as economic efficienty. The

% See MTS and WATS Market Structure, CC
Docket No. 78-72, Notice of Inquiry and Proposed
Rulemaking, 67 PCC 2d 757 (1878} Supplemental
Notice of Inquiry and Proposed Rulemaking, 73 FCC
2d 222 (1979), Second Supplemental Notice of
Inquiry and Rul 77 FCC 2d 224
(1880} Report and Third Supplemental Notice of
Inquiry and Proposed Rulemaking, 81 PCC 2d 177
(1980); and Fourth Supplemental Notice of Inquiry
and Proposed Rulemaking, 80 PCC 2d 155 (1982).

% See generally, Appendix G,
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dilemma created by technological progress
and competition is that such compromises
have bacome increasingly difficult to forge,
implement, and maintain. No longer are
regulators free to increase the load of NTS
costs on long distance users in order to keep
local residential rates low. Technological
advance now affords major toll users the
option of bypassing the public network
altogether to avoid uneconemic charges. This
phenomenon of bypass, with its negative
revenue consequences, must still be weighed,
however, against the harm that the direct

t of all NTS costs to end users
might cause. Even though bypass would be
discouraged, such a strategy of total direct
assignment could result in an unacceptable
loss in the subscriber base as rural users, the
poor and the elderly would be put to & hard
choice between essentials. -

The access charge structure adopted by the
Commission meets this concern by striking
an appropriate balance between the need to
encourage efficiency and the need to
preserve universal service. Under this
structure, uneconomic bypass should be
discouraged while at the same time there
should be no substantial service dislocations.
Universal service in rural, high cost areas
will be protected by the universal service
factor element of the carrier common line
charge. Similarly, service discontinuance by
those too poor to absorb large rate increases
will be discouraged by the implementation of
a reasonable maximum end user charge
based upon the anticipated Joint Board
recommendation in Docket 80-286,'*

In achieving this balance, the access charge
plan affords both protection to ratepayers
and flexibility to telephone companies. The
transition period is structured so that the
increase in the end user to its
maximum cost will be gradual, starting with a
$4 per month average revenue requirement.
Heavy toll users will be protected by a cap
on the amount that they may be charged for
NTS costs. Telephone companies will be
afforded the ﬂexiblli?v to determine how
customer charges will be collected during the
transition through a combination of usage
and flat charges, As a consequence, those
low-cost companies facing significant bypass
problems and little threat of subscriber loss
may move quickly to their full ond user

e, while those companies with less
8 cant bypass problems may move more
slowly. In addition, the Exchange Carriers
Association will allow companies the option
to pool their costs in a manner somewhat
reminiscent of current practice. This is crucial
because of many small carriers developing
and administering access charges would
present an imposeible burden.

Flexibility is also granted to the States as
this decjsion permits them to recover
intrastate NTS costs in any fashion they
desire. This is important because the amount
of NTS plant in the intrastate jurisdiction
dwarfs the amount of interstate NTS plant.

1 The alternative of a government-sponsored
Wum”mhmﬂ-bh.mn&t:e
&upmbhuuﬁt::\nblphlmh&flm;‘

program would be difficult to target o
that it would call for increased government
expenditures at a time when such expenditures are
not feasible,

Further, the circumstances differ between the
States, and it may be impossible to develop
uniform Pederal rules for the sccess charge
treatment of intrastate NTS costs.'* Leaving
this discretion with the States will promote
the regulatory flexibility and experimentation
which has proved so beneficial in the past.

Of even more importance is the fact that
there will be a monitoring system, in place by
January 1, 1984, designed to ensure that any
unforeseen developments that threaten
universal service are discovered in time for
corrective action to be taken. This built-in
flexibility is critical because of the
uncertainties involved. In addition, the
requirements of periodic staff reports to the
Commission and further Commission action
before continuing the plan beyond the fifth
year will ensure the fulfillment of our
statutory mandate.

In addition to striking a realistic balance
between the new Imperative of economic
efficiency and the continuing mandate of
universal service, this decision takes the long
overdue step of ending what has been an
intolerable discrimination between MTS/
WATS and ENFIA. Under the rules we have
adopted, the OCCs will finaily the full
cost of interconnection—even the
transition. There will be no more discounts,
Further, o Private Line and FX will
also contribute fully for the first time to the
recovery of common costs. This is only fair.
For too long MTS and WATS ratepayers
have been m;p costs which should
have been e by ENFIA and open-end
Privafe Line and FX users.'™ Although during
transition ATAT will pay a premium access
charge theoretically based on its superior
interconnection, the differential will be
smaller than the current ENFIA discount and
will end at approximately the same time as
the OCCs are afforded equal access under
the divestiture decree.*®

In conclusion, I believe that the
Commission has succeeded in developing the
best ible access charge plan—a plan
which carefully balances competing policy
values and m.ﬁn!za & continuing need for
surveillance possible adjustment in the
public interest.

Separate Statement of Commissioner Stephen
A. Sharp

In the past, local telephone companies have
been compensated in different ways when
their plant has been used for the origination
or termination of interstate of foreign
communications. In general, local telephone
companies receive the highest compensation
when their plant is used in the provision of
interstate MTS/WATS. The lowest rate of
compensation is the so-called B-1 rate, which
is the monthly rate, usually flat, that local
telephone companies charge business

3 We face a very diffesent situation here on
access charges than that which we recently
confronted on depreciation policy. See Amendment
of Part 31, on reconsideration, — FCC 2d —
(1s82).

4 Sag Disseating Statement of Commissioner
Jospeh R. Fogarty, Extension of ENFIA Agreement,
90 FCC 2d 6, 20-21 [1982),

% See Modified Final judgment, United States v.
Western Electric Co., Civil Action No. 82-0192
{D.D.C, entored August 24, 1982).

customers for local exchange telephone
service. Vast Interstate private line networks
have been created by connecting private
lines to B-1 service in each area where the
customer wishes to communicate: in some
cases these patwarks rival the public
switched telephone network in their
coverage. Yet these networks pay only the B-
1 rale for “access”; * in part because the B-1
rate {s in most instances considersbly
cheaper than the rate for access that is
bundled into the cost of a MTS/WATS call, ™
the same tolephone call often costs the
customer less on & privats line network than
it does under WATS.

With the rise of competition, the other
common carriers (OCCs) sought to utilize B-1
service for access. The established telephone
industry naturally opposed this and tlo
obtain compensation at the higher MTS
WATS rate. The result of this dispute wis s
compromise: the OCCs were charged the
ENFIA rate for access, ™ which was
than the B-1 rate but jower than that received
by local telephone companies under MTS/
WATS. "™

The Commission secks to resolve these
rate disparities with a single federal access
charge. While this is a laudable goal, | wish
to point out that there are many services
tariffed with the various states which can be
and are being used for purposes of access.
Some examples of these services are
intrastate WATS and intrastate private line
service. It is not always obvious or simple to
determine whether these services, tariffed
with the states, are in fact being used for
interstate and foreign communications. And
to the extent that these services are priced
lower than the federal access charge, users
will attempt to substitute the former for the
latter. ™*

If all rates, including those tariffed with the
stutes, were based upon the cost of providing
the respective service, it would not be
necessary to establish a federal access
charge since users would be free to use any
service, whether tariffed with this
Commission or the states, for interstate or
Intrastate communications as they saw fit.
Carriers would remain financially whole
regardless of differences in the way the same
service is used. There would be no incentives
on the part of customers to substitute one
service for another because of non-cost based
rate disparities, and no need for either the

1 The term “access™ ks used henceforth 1o denote
the use of a local telephone company’s plaut for the
origination and termination of interstate and foreign
communication.

2 ATAT has estimated that the rate for access in
an MTS/WATS call is approximately 7¢ per minute
in each local exchange.

33 A the Commission has recognized, ENFIA
survice Is local exchange (i.e., B-1) service at a rate
different from that on file with local jurisdictions for
;hnt service. See ATAT, 89 FCC 2d 1000, 1001 n. 4

1882).

4 Sen ENFIA, 71 FCC 2d 440 (1979),

el Y 20 of Appendix F of the order, for
example, the Commission notes that In its 1981
Annual Report, Acronautical Radio, Inc., a large
user of communications services, stated that it bad
replaced federally tariffed private lines in its private
line intercity notwork with cheaper private lines
obtained under state tariffs.




Federal Register / Vol. 48, No. 49 / Friday, March 11, 1983 / Rules and Regulations

10369

Commission or the telephone companies to
police the use to which various services were
put in order to make the federal access
charge workable, '™

We know that local exchange service can
be employed practically to interconnect any
two points within that local calling area,
including points at which access to interstate
and intrastate toll can be obtained. In the
long run, it ppears neither reasonable nor
practical {o maintain differences in rates for
the same service depending on the use to
which local exchange service is put; f.e., for
interstate and forelgn communication,
intrastate toll communication, or local
exchange communication,

It {s true that different jurisdictions, in
seeking to implement their own policies, may
see fit to use different ratemaking approaches
which can result in different charges for
similar or identical products. From a practical
point of view, however, as distinctions
between jurisdictionally interstate and
jurisdictionally intrastate communications
become increasingly blurred and resale
becomes more widespread, the desirability of
cost-based local exchange rates for each
local area will become increasingly apparent.
In this way, users of telephone service will
pay the same rates re; ess of how they
use their local service, thereby discouraging
uneconomic bypass and eliminating
opportunities for arbitrage based upon
differing rates for the same service or
services,

1 hope that the Commission will keep this
long term solution in mind when it revisits
and reviews the progress in implementing
access charges,

Separate Statement of Commissioner Henry
M., Rivera

In re: MTS and WATS Market Structure, CC
Docket No. 78-72, Phase I (Access Charge)

[ write separately to emphasize my concern
that any access charge plan assure that
universal service is maintained. Being from a
state with a low population density, I am
especially mindful of how necessary
telephone communications are to the health
and well-being of rural America. [ am
delighted that the Commission apparently
shares my concerns. '™’

'*II usors ware free to substitute other, cheaper
services for the federal access charge, they would
bave no incentive to obtain service under fedaral
access tariffs, Under these circumstances, either the
Commission or the telephone companies would
have to police how substitutable services were
being used in order to prevent avoidance of the
federal access charge.

“TThe Commission has adopted u plan that
recognizes that the national interest is best served If
universal service is maintained. This plan
sccomplishes this objective by:

* the contemplated monitoring program and
commitment to take corrective action and to
undertake a formal “revisitation” of this proceeding
1o ensure immediate, appropriate modifications
should any unanticipated disruptive or deterorating
effects upon the nationwide telecommunications
system or upon the continuved maintenanca of
universel service develop [paras. 124, 105-196, 366~
87

* the establishment of the Universal Service
Fund, enal oot companies to maintain
affordable local exchange rates thal do not

No doubt should exist that the immediate,
overriding policy concems of the Commission
for assurance of universal service and
nelwork preservation will set the future
development and evolution of this plan.

[FR Doc. 83-8107 Filed 3-10-8% 8:45 am|
BILLING CODE 6712-01-M

INTERSTATE COMMERCE
COMMISSION

49 CFR Parts 1190, 1191, and 1192
[Ex Parte No. 432]

Reorganizations of Rail and Motor
Carriers

AGENCY: Interstate Commerce
Commission.
ACTION: Removal of rules.

SUMMARY: The Commission is removing
its regulations dealing with
reorganizations of rail and motor
carriers. These regulations no longer
serve any purpose in view of the 1978
amendments to the Bankruptcy Act,
Title 11, U.S. Code. We no longer have a
direct role in the organization of
protective committees, ratification of
trustees, and confirmation of rail
reorganization plans with respect to
bankruptcies occurring after passage of
the 1978 Act. Consequently, parts 1180,
1191, and 1192 are now used rarely, if at
all. An ad hoc procedure is implemented
for present rail reorganization under
former section 77 of the Bankruptcy Act.

EFFECTIVE DATE: March 11, 1963,

FOR FURTHER INFORMATION CONTACT:
Louis E. Gitomer (202) 275-7245, Richard
Gaynor (202) 275-8018.

substantinlly exceed rates charged by other
companies, and selective mandatory pooling
requiroments (and voluntary participation in
common tariff and revenue pool arrangements) to
assure continustion of universal service in rural
America and other-high cost areas (paras. 134-135,
908-338):

* the provision for walvers to allow “/ife line™
service (paras. 136-137);

* our recognition of possible justified loca!
doviations from a single national plan requiring all
dedicated end user costs be recovered through flat
und equal charges on all customers (para. 367);

* u transition with a smooth and gradual, yet
flexible, pace to allow a more “comfortable”
adjustment to the new sconomic realitics (para.
172) :

* the allowed rate structure flexibility for the
exchange carrier to implement the transition in a
manner, within reason, to fit its individual situation
und requirements (paras, 132, 175, 182, 185); and

*+ the careful balancing of conflicting objectives
Including the elimination of unlawful discrimination
and preferences, and the promotion of competition,
network economic and engineering efficlencies and,
importantly, universal service us mundated by
Section 1 of the Communications Act (*. . . to make
available, so far as possible, to all the people of the
United States » rapid efficient. Nation-wide , . .
communications service with adequate facilitios at
reasonable charges . . ."}—aee para. 63,

SUPPLEMENTARY INFORMATION: By notice
of proposed rulemaking (NPR) published
in the Federal Register on September 16,
1682, at 47 FR 408186, this proceeding was
instituted to excise the Commission’s
regulations in Title 49 of the Code of
Federal Regulations, Chapter X, Parts
1117—Reorganization of Railroads,
1118—Corporate Reorganization of
Carriers and Corporations, and 1135—
Corporate Reorganizations of Motor
Carriers.! The notice explained that the
Bankruptcy Act of 1978 Pub. L. No, 95~
598, 92 Stal. 2549 (1978 Act) has
substantially reduced our involvement
in rail and motor carrier reorganizations,
In particular, we no longer have a direct
role in the organization of protective
committees, ratification of trustees, and
confirmation of rail reorganization plans
with respect to bankruptcies occurring
after passage of the 1978 Acl.
Consequently, Parts 1190, 1191, and 1182
are now used rarely, if at all.

The only problem we foresaw
concerned applications that may be filed
in reorganization proceedings begun
before 1979. However, our records
showed only a handful of rail
reorganizations now pending with the
Commission, and no ongoing motor
reorganizations.* We determined that in
these circumstances retention of those
regulations is unwarranted. We stated
that should an application under former
sections 77 or 177 of the Bankruptcy Act
be contemplated in the future, we would
inform the parties on an ad hoc basis of
the information required.

Comments in response to the NPR
were filed by Burlington Norther n
Railroad Company (BN), Chicago and
North Western Transportation Company
(CNW), the Milwaukee Road, and the
Association of American Railroads
(AAR). BN maintains that, because of
the substantial changes which have
resulted from the 1978 Act, the
Commission's role in authorizing
protective committees of creditors and
shareholders, in the ratification of the
appointment of trustees, and in the
certification of a plan of reorganization,
is now obsolete. While it offers no
comment on Part 1192, it supports the
NPR with respect to parts 1190 and 1191.
BN agrees that the eventual Milwaukee

'Now 48 CFR Parts 1100, 1191, and 1182,
respectively, For y. we will refer to these
regulutions by thelr current numbers.

*Railroads involved in such proceedings include
the Bonton and Maine Corporation; the Chicago,
Milwaukee, St. Paul and Pacific Railroad Company
{Milwaukee Road); the Morristown and Erie
Raflroad Company; and the New York,
Susquehanna and Western Rallrood Company. The
Milwaukee Road is the only rallroad that has not

submitted a reorganization plan for approval by the
Commission.




