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1, 1988 to December 1, 1988. This will permit a thorough
REVIEW AND ANALYSIS OF THE EFFECT OF THE FIRST 60 CENT
INCREASE, AND PERMIT AMPLE TIME FOR REVIEW OF THE RESULTS.

I RECOGNIZE THAT IMPLEMENTATION DELAYS WILL NOT BE POPULAR
WITH AN INDUSTRY ANXIOUS TO COMPLETE THE PROCESS OF REFORM,
I, AS ONE WHO WANTS TO FOSTER CONSUMER WELFARE, SHARE THAT
CONCERN FOR PUBLIC INTEREST REASONS. We HAVE ALREADY TAKEN
THE INDUSTRY'S PROPOSAL AND RE-SHAPED IT TO THE POINT WHERE
ADDITIONAL CHANGES MAY RISK WHAT IS TODAY A FINELY-TUNED AND
FRAGILE CONSENSUS. HOWEVER, NONE OF THE MODIFICATIONS ADOPTED
TODAY POSTPONES THE FINAL FULL IMPLEMENTATION OF SUBSCRIBER
LINr CHARGES. BECAUSE OUR ACTIONS WILL VITALLY BOOST
America's economy and competitiveness, and save people money

TOO, IT IS IMPERATIVE THAT WE DO SO.

I UNDERSTAND THAT NEW JERSEY HAS WITHDRAWN ITS DEPOOLING
PETITION IN ANTICIPATION OF THIS COMMISSION'S ADOPTION OF THE
Joint Board's Recommendations. This is indeed good news as
New Jersey stands to lose the host from the continuation of
MANDATORY POOLING THROUGH APRIL 1989. I HOPE OTHER LOW COST
STATES AND LOW COST COMPANIES WILL BE EQUALLY AS PATIENT. ANY
FURTHER DELAY COULD RESULT IN DEPOOLING BY THE CONTRIBUTOR
COMPANIES THROUGH JUDICIAL ACTION. WHICH CAN BRING ABOUT
GEOGRAPHIC RATE DEAVERAGING. ANY MORE DELAY COULD BE

CATASTROPHIC.



Once again, I'd like to thank Cynthia \i:nK and staff for

WORKiNG SO HARD ON GETTING THIS FCC ITEM TO US IN SHORT ORDER.

I UNDERSTAND THAT MICHAEL WACK SPENT HOURS IN FRONT OF THE
WORD PROCESSOR, AND BARBARA LYNCH ASSISTED CINDY WITH A
MULTITUDE OF ASSIGNMENTS NECESSARY TO BRING THIS ITEM BEFORE

US TODAY.



2. Universal Service

Rate 1integration 1is closely connected to the statutorily-
based Commission policy of fostering universal telecommunications
service. Section 1 of the Communications Act of 1934, as amended,

("the Act"™), 47 U.S.C. S 151, stf.tes that the Commission was cre—

ated:

For the purpose of regulating interstate and
foreign commerce in communication by wire and
radio so as to make available, so far as pos—
sible, to all the people of the Un"ted States
a rapid, efficient, Nation-wide, and
world-wide wire and radio communication ser—
vice with adequate facilities at reasonable

charges...

Citing this statutory directive, this Court then staged that

"[oJur case law recognizes the prominence of this universal ser—
vice objective,” and rejected a contention that the Commission has
no responsibility to promote universal service. National Associa—
tion of Regulatory Utility Commissioners v. FCC, 737 F.2d 1095,

1109 & n.6 (1984), cert, denied. 105 S. Ct. 1224 (1985). The

Cf. Committee on Commerce, Science, and Transportation, Re-—
port on S. 1660, the Universal Telephone Service Preservation
Act of 1983, S. Rep. No 270, 98th Cong., 1st Sess. 25

(1983):

The policy of rate integration has been
specifically endorsed by this Committee

as long ago as 1975. The Committee be—
lieves that rate integration represents
sound public policy that benefits the en-—
tire Nation, and must be maintained. The
Committee notes it is consistent with the
overall policy objective of this legisla—
tion — to maintain universal telephone
service at reasonable rates throughout

the Nation.



Commission has also consistently recognized that Section 1 of the
Act mandates affordable, universal telephone service,-!1-1/ and has

employed the rate integration policy 1in connection with achieving

this goal.-*-*/
3. Competition

In the MTS S WATS Market Structure Inquiry, the Commission
opened the Maska 1interstate telecommunications market to competi —
tion. It "concluded that competition would result in telecommuni—
cations service provided at the lowest possible cost, reduction or
elimination of waste, an increase in the responsiveness of car—
riers to the needs and desires of the consumers, and more rapid
and efficient responses by the carriers to technological change

and 1innovation.” 92 F.C.C.2d 787, 793 (1982).

iw See, e.g.» MTS S WATS Market Structure, CC Docket Nos. 78-72
and 80-286, released July 26, 1985, at 1 (The Joint Board, 1in
an Order |Inviting Further Comments, stated that "The preser—
vation of universal telephone service has been a major Com-—
mission objective throughout the MTS & WATS Market Structure
proceeding™); MTS & WATS Market Structure, 97 F.C.C.2d 682,
683 (1983), aff"d in part, remanded 1in part, sub nom. NARUC
v. FCC. 737 F.2d 1095 (D.C. Cir. 1984), cert, denied, 105
S. Ct. 1224 (1985); Notice, CC Docket No. 78-72, Phase 1V,
FCC 83-254, released June 8, 1983; MTS S WATS Market Struc-—
ture, 93 F.C.C.2d 241, 265-67, 278 (1983) .

A "The relatively high level of charges . . . has 1inhibited the
free flow of communications between the contiguous states and
those [offshore] points to the disadvantage of all of our
citizens." Domsat I. 35 F.C.C.2d at 856; see also n.12,

supra.
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Before the VAR 3 1987

FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of

Integration of Rates and
Services for the Provision of

Communications by Authorized CC Docket No. 83-1376
Common Carriers Between the
Contiguous States and Alaska, RM 4436

Hawaii, Puerto Rico and the
Virgin Island

To: The Federal-State Joint Board

FURTHER COMMENTS OF
THE STATE OF ALASKA

l. INTRODUCTION

The State of Alaska (Alaska or the State) hereby submits fur—
ther comments in the above-captioned proceeding. The December 2,
1986 round of 1initial comments shows that all parties recognize
Eﬁe need to ensure universal serv%gi_fq&:Alaska and that provision

of telecommunications service 1is critical to the State.

Il. FOSTERING AND MAINTAINING UNIVERSAL SERVICE SHOULD
CONTINUE TO BE THE LODESTAR FOR THIS PROCEEDING.

In its initial comments, the State stressed the reliance

Alaskans place on telecommunications to help overcome the vast

distances, harsh climate, and limited transportation alternatives



which characterize the State. Other parties also voiced this con—
cern, andstressed the importance of universal service for
Alaska.-*-*= The State highlighted the fact that universal service
in the State continues to be difficult to achieve: the telephone
penetration level has recently been as low as 83.5" (in July
1986), which was lower than all other states except Mississippi.-"
The State concluded that given the telephone penetration level in
Alaska

it is particularly important that this Joint

Board not retreat from the longtime commitment

to rate integration, 1impose changes 1in separa—

tions procedures or devise mechanisms which

would either wundermine the realization of uni—

versal service for Alaska or prevent provision
of service to all areas of Alaska.-*-"

u See, e.g., Comments of Alascom, 1Inc. at 6-10 (Alascom Com—
mentsTTComments of the Anchorage Telephone Utility at 2-4
(ATU Comments); Comments of the Alaska Telephone Association
at 6-11 (ATA Comments); Comments of General Communication,
Inc. at 16 (GCI Comments); Comments of the National Telecom—
munications and Information Administration at 5 (NTIA Com—
ments). See also Comments and Proposal of American Telephone
and Telegraph Company at 14 (AT&T Comments).

u Comments of the State of Alaska at 11 (Alaska Comments). The
most recent survey of "Telephone Subscribership in the U.S."
shows Alaska telephone penetration for November, 1986 at 87.3
percent. Because of the State®"s small population and the
small sample size, the statistical variation for Alaska in
this survey is 5 percent. Industry Analysis Division, Common
Cairier Bureau, "Telephone Subscribership in the U.S." at
Table 2 (released January 12, 1987) (Report). Even this
Report, however, shows that in Alaska both telephone penetra—
tion in households and telephone availability other than in
households remain very substantially below national averages
éby 5.1 and 4.8 percent, respectively). Id. at Tables 1 and

Alaska Comments at 11.



As the State discussed in 1its initial comments, elasticity
studies presented to the CC Docket No. 78-72 Joint Board suggest
that telephone subscribership levels are more elastic in areas in

which such levels are already relatively low.a® Two recent

studies provide additional evidence that increases in monthly tel—
ephone rates could cause significant declines in telephone pene—
tration levels.

A study by the Idaho Public Utilities Committee concludes
that each $1.00 1increase in monthly residential telephone rates in
ldaho sparks a 0.4 percent decline 1in telephone penetration assum—
ing other factors are held constant. Idaho Public Utilities Com—
mission, "The Demand for Basic Residential Telephone Service in
Idaho" at 8 (undated) (IPUC Study). Accordingly, a $5.00 increase
per month would lower the Idaho telephone penetration level 2.28
percent, and a $20.00 monthly increase would spark a decline of
9.18 percent.-*-""

A study prepared for the Consumer Advocate Division of the
West Virginia Public Service Commission concludes that a $5.00 per
month increase in residential rates in West Virginia would lead to
a 4 percent decrease 1in telephone penetration. A $10.00 per month
increase would cause 12 percent of West Virginian customers to
cancel service and, as monthly increases approach $20, 27 percent
would give up service. Chilton Research Services, "Residential

Customers®” Attitudes Toward Telephone Services 1in West Virginia",

U See Alaska Comments at 26 & n.45.

IPUC Study at 8-9.



Prepared for The Consumer Advocate Division, State of West Vir—

ginia Public Service Commission at 3, 26 (October 28, 1986) (West
Virginia Study). This study confirms the findings of studies sub-—
mitted to the FCC that customers with the lowest 1incomes are most
likely to cancel service in response to rate increases.

These studies, of course, we.e not done 1in Alaska. Both

Idaho and West Virginia, however, are, like Alaska, primarily

rural. Both have higher telephone penetration levels than Alaska.
Thus, the effects of rate increases on universal service may be
greater 1in Alaska than the effects these stud.es indicate for
Idaho and West Virginia. Together, these studies suggest the
Joint Board must proceed with great caution, particularly in
addressing proposals to change separations policies, which could

create as much as $26 to $28 per access line per month increases

in Alaska telephone rates.

I, WITH IMPLEMENTATION OF THE FINAL STEP OF RATE
INTEGRATION, ALASKA SHOULD BE TREATED AS PART OF
THE NATIONALLY AVERAGED RATE STRUCTURE.
On December 31, 1986, the Commission granted the Emergency
Petition for Relief of Alas;om, 1Inc. (Alascom) and ordered imple—

mentation of the final step of rate integration and termination of

the $1.25 million monthly transitional supplement paid to Alascom

M West Virginia Study at 28.

-t/ See Alaska Comments at 27 n.47.



by ATST.-~ After fifteen years®™ transition, 1implementation of the

final step of rate integration now allows Alaskans to enjoy the same
geographically averaged interstate rates enjoyed by residents of all

other states. Full rate integration should be m lintained.-"

Now that it has been fully instituted, Alaska rate integra—
tion should be accommodated in the same manner it is in other
states. Rates for MTS/WATS service to and from Alaska should be
part of the nationally averaged rate structure. Costs of service
to and from Alaska should be treated as are those of other states,
because the national rate structure is designed to generate reve—
nue needed to recoup costs of providing service to and from all
parts of the country. Shortfalls on so-called high cost routes

are recouped by providing service on so-called low-cost routes.-1-"

& Memorandum Opinion and Order, CC Docket No. 83-1376, FCC 86-
602 at 2, 16 (released January 2, 1987) (January 2 Order).

Whatever steps the Commission might take 1in connection with
the U.S. Court of Appeals recent decision in Alascom, Inc.

v. Federal Communications Commission (Case No. 85-1279
(January 27, 1987)), 1t should not tamper with the final step
of rate integration. To undo that step would mean interstate
rates, just lowered, would be forced back up, creating rate
churn and 1inequity for Alaska consumers. This would be par—
ticularly unjust given that the final step of rate integra—
tion was accompanied by termination of the $15 million annual
transitional supplement. Because of that termination,
Alascom has filed a request to the Alaska PUC for authority
to institute certain new charges designed to increase intra—
state revenues. See n.24, infra. Changes to full rate
integration would require, at the least, corresponding
changes with respect to reinstitution of the transitional
supplement.

See Alaska Comments at 12-19.

In this connection, the data requested by Alascom, Inc. in
its Motion to Obtain Required Informat.on (filed December 24,
1986) may well prove instructive.



IV. SEPARATIONS CHANGES THAT SHIFT COSTS TO THE
INTRASTATE JURISDICTION WOULD UNDERMINE UNIVERSAL

SERVICE.

In its January 2 Order terminating the supplement paid to
Alascom, the Commission recognized that it was "inequitable to
place at risk the 1intrastate communications that are essential to

many subscribers 1in the remote areas of Alaska. The Commis—

sion concluded that, chiefly because of the decreased cost of cap—
ital and the treatment of the now terminated supplement as cost-
free capital by the Alaska Public Utilities Commission (APUC),
upward pressures on intrastate rates had abated, "if not disap-—
peared completely._"-*-"

The State believes that the Commission has misread the status
of pressures on intrastate rates. These pressures have not "dis—
appeared completely.”™ Although the cost of capitax may have
decreased, there remain significant factors that contribute to
upward pressure on intrastate rates, including, for example, the
need to complete the development of Alaska®"s telephone system.
This and other factors creating upward pressures on intrastate
rates are conspicuously absent from the Commission®s analysis.

Perhaps even more conspicuous, however, is the failure by the
Commission to acknowledge that the greatest pressure on intrastate
rates could come from the myriad of separations proposals the

Joint Board in CC Docket No. 80-286 1is now considering. These

eLi/ January 2 Order at W0 14.

X/ 1d. at 1 34.



C

als, if adopted, would 1increase dramatically the costs to be
red from the intrastate jurisdiction, and accordingly,

} enormous upward pressures on intrastate rates. As the
noted 1in its December 2 Comments, the Category 8 separations

idures changes proposed by AT&T could cause an extraordinary

t — $42 million -- to the Alaska intrastate jurisdiction.-Li/
;n the small number of access lines in the State - approxi-
aly 250,000 - a shift of $42 million would increase the intra-

te revenue requirement by approximately $167.50 per access line

* year, or $14 per line per month.-Li/ Combined with other cost

CCQ ry changes, intrastate revenue requirements could increase

['up to $28 per line per month.-Li/

Increases in Alaskan 1intrastate revenue requirements of these

lagnitudes are inconsistent with universal service.-L” According

:0 data submitted by Alascom and ATA, rural (and other) Alaskans

already pay more for phone service than comparable customers in

L-1/

-Li/

la/

Alaska Comments at 24.
Id. at 25 n.42.

Id. at 27 n.47.

These figures would be reduced by $3 per line per month if
the Commission 1is correct 1in its assumption, enunciated 1in
its January 2 Order, that the impact of that decision would
require only a $6 million per year intrastate rate increase.
January 2 Order at 1 34. See also ATA Comments at 26, 36.

Were the IPUC Study results to be applicable in Alaska, a $40
per month 1increase could lead to a decline 1in service of over
18 percent (reducing Alaskan penetration levels to about 70
percent). Were West Virginia Study results applicable, an
even greater decline in service would be suggested.



the lower 4 8 . Merely stating the magnitude of these shifts and
resulting revenue requirements, however, understates the special
hardships that rate increases would pose for low income residents
of the State, whom, the Idcho, West Virginia and other studies
show, are apt to suffer the createst decline 1in service.

In light of these facts and the facts set forth 1in the
State"s Comments, separations changes must not be instituted which
would harm universal service. As the State has urged, companies
with high Category 6 costs should receive cost support analogous
to the support provided for high NTS local loop costs, or compar—
able support. With respect to Category 8 costs, Alaska should be
treated like other states, which requires adoption of "make-whole"
policies to assure that Alaskans, |like other Americans, face no

massive jurisdictional revenue shifts.-"

AT&T has suggested that 1if separations shifts would harm uni
versal service in Alaska, then the State should subsidize tele—

phone service so as to minimize that harm.~*" This argument 1is

both theoretically and factually unsound. IT adopted, it would

ATA Comments at 16-17, 26 & Attachment C; Alascom Comments at
10-11.

*f£/ In order to preserve and prevent declines in universal ser—
vice, the Commission could closely monitor the status of
Alaska telecommunications service. This monitoring would
assist it in assessing the impact of termination of the sup-—
plement, any separations changes adopted, or any other
changes in provision of service.

Reply Comments of the State of Alaska, CC Docket No. 80-286
at 18-21, 26-27 (October 29, 1986). See also Alaska Comments
at 20-29.

AT&T Comments at 31-32.



/Criminate against Alaska by requiring 1it, and no other state,

subsidize telephone service to keep rates at affordable Ilevels,
/xewed 1in this way, the proposal 1is the antithesis of rate inte—
gration. Further, as AT&T 1itself emphasized in 1its Opposition to
Alascom®s Motion to Obtain Required Information, Alascom®s toll
necwork 1is the functional equivalent of local loops in the lower
48" In the lower 48, high local loop costs are supported by
the high cost fund. In Alaska, support from a similar source must
be found for 1its functional equivalent.-"

In its Order extending time for filing these comments, the
Commission recognized that parties should have an opportunity to
comment 1in this proceeding on actions taken by the CC Docket No.
80-286 Joint Board on separations issues.O0On February 13,

1987, the Commission announced that the February meeting at which
ij*"t Joint Board was to have arrived at a recommendation on those
issues was being postponed until March. The State suggests that

the Commission either postpone the final round of comments 1in this

proceeding or announce that supplemental comments may be filed

AT&T Opposition at 3.

I—U in this connection, it should be noted that, 1in significant
part because of the precipitous drop in oil revenues
described 1in its Comments, the State budget for Fiscal Year
1987 is now estimated to be $875 million 1in the red. The
State, therefore, 1is being forced to retrench. The Governor,
in fact, has proposed a Fiscal Year 1988 budget that repre—
sents a 27 percent cut in spending from Fiscal Year 1987
levels. Annual Budget Message By The Honorable Steve Cowper,
Governor of the State of Alaska (January 28, 1987).

-.iy Memorandum Opinion and Order, CC Docket No. 83-1376, FCC 1558
at 1.



thirty days after the CC Docket 80-286 Joint Board®"s recommenda—
tions on Central Office Equipment Categories 6 and 8 separations
are released.-~ Resolution of collateral matters, such as
Alascom®™s motion concerning immediate implementation of the Court
of Appeals order in Alascom, 1Inc. v. Federal Communications

Commission, may also require the filing of supplemental comments.

V. CONCLUSION

The State suggests that the points raised in these comments

and the principles outlined in its initial comments be used to

Some comments 1in this proceeding have addressed the 1issue of
transition periods for implementation of new separations

rules. Given that the existence, nature and scope of any
changes 1in separations rules has yet to be decided, it would
appear that such comments are premature. Any transition

period must be calibrated to be sufficiently long to take
into account the relationship between any enacted separations
changes and the need to maintain universal service.

Alascom suggests four methods of 1increasing instrastate reve—
nues. M. at 42-43. To respond to the need for increased
intrastate revenues in light of the termination of the sup-—
plement Alascom, on January 22, 1987, filed a request with

the APUC to institute directory and operator assistance

rates, and related measures. Presumably, those methods

would, therefore, not be available to support intrastate
revenue increases required by othei separations changes.



protect and enhance universal service for Alaska.

Respectfully submitted,

THE STATE OF ALASKA
Grace Schaible
Attorney General

By:
Linda K. Smith
Robert M. Halperin
Steven J. Gorosh

CROWELL & MORING

1001 Pennsylvania Avenue, N._W.
Washington, D.C. 20004-2505
(2C2) 624-2500

Its Attorneys

Of Counsel:

John W. Katz
Director of State/Federal Relations

Martha A. Fox
Special Assistant Attorney General

February 27, 1987
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SUMMARY

The Communications Act establishes as national telecommunica—
tions policy the promotion of service on a nation-wide basis to as
many people as possible. Universal service must, therefore, be
the fundamental goal in this proceeding.

The Joint Board has had presented to it extensive data, com-—
ments and proposals, as well as further comments. In these.three
sets of submissions, no party has disputed that Alaska®s geo—
graphy, demographics and other characteristics make telecommunica—
tions services critically important to, and universal service par—
ticularly difficult to achieve, 1in Alaska. In light of these
facts and fundamental national telecommunications policies, the
Joint Board should recommend, and the Commission adopt, measures
that will (1) maximize universal service by allowing all Alaskans
to obtain telecommunications services at affordable rates, and (2)
promote integration of Alaska into the rest of the United States.

To foster universal service in Alaska, it is necessary to
acknowledge the exi-stence of and need for a carrier of last resort
for the provision of Alaska interstate and intrastate services.
Changes in the market structure through which interstate services
are provided can have significant effects on the. provision of
intrastate services. These effects would frustrate the achieve—
ment of universal service.

As the State has maintained in its previously filed comments,

integration of Alaska into the rest of the Nation is an important



national goal and can be accomplished, 1in significant part, by
treating the costs of providing telecommunications services to and
from Alaska 1in the same manner as are the costs of providing such
services 1in other parts of the United States.

The State believes any proposal that would frustrate, rather
than promote, the goals of universal service and integration of
Alaska 1into the rest of the Nation should not be recommended by

the Joint Board.
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REPLY COMMENTS OF THE STATE OF ALASKA

The State of Alaska (Alaska or the State), by 1its attorneys
and pursuant to the Joint Board®"s Order Requesting Data and Invit—
ing Comments 1in this proceeding, hereby submits its reply

comments.

l. THE CRITICAL IMPORTANCE OF TELECOMMUNICATIONS SER—
VICES TO AND THE DIFFICULTY OF ACHIEVING UNIVERSAL
SERVICE IN ALASKA ARE UNCONTROVERTED.

In 1ts July 15, 1986 response to the Joint Board"s data

request, Alaska submitted data concerning the Stateand 1its citi—

zens.Information concerning demographics, geography, climate,

Response of the State of Alaska to Order Requesting Data and
Inviting Comments (July 15, 1986) (Data Response).



transportation, education, public safety and health, economics,
state revenues and expenditures, and the State®"s provision and
consumption of telecommunications services was provided. Other
parties provided similar or related information.

It is worth noting again some of the essential facts estab—
lished. VvV The combination of Alaska®s vast size and its small
population makes the State"s population density one-fifth that of
the state with the next lowest population density (Wyoming) and
one.-sixty-seventh that of the United States as a whole.Alaska
has almost 300 communities. All but three contain fewer than
10,000 people, and over 200 communities have fewer than 500 peo—
ple.These settlements are dispersed throughout Alaska“®s
591,004 square miles, an area equal to 20 percent of the continen—
tal United States.-"

This sparse and geographically dispersed population faces an
extraordinary harsh climate and difficult terrain.-~ Transporta—

tion is difficult and roads are extremely limited.u In such cir—

cumstances, telecommunications services are critically important.

u A summary of the data was provided with the State®"s Data
Response at 1-5. Facts of particular relevance were high—
lighted in the Comments of the State of Alaska at 5-10
(November 28, 1986) (Alaska Comments).

v Data Response at 1.

u Id. at Section A, 4-5.
\Y Id. at Section A, 1.

u Ld. at Section C.

<" id. at Section D.



For example, Alaskans rely on telecommunications to provide emer —

gency medical services and education to citizens in rural

areas.&

The State"s unusual characteristics can make telecommunications

services unusually costly to provide.™

Despite the extraordinary need for 1it, telecommunications

service 1is not universally available in Alaska. Telephone pene—

tration in the State has historically been, and continues to be,

& M. at Section F, 1-9, Section E, 2.

As the Commission has previously stated:

The remote communities 1in Alaska rely on

telecommunications for much of their con—
tact with others. The costs of providing
this service to these points 1is signifi—
cantly higher than that for other loca—
tions given the low population density,
the remoteness of many of the communi —
ties, and the fixed costs associated with
satellite transmission.

Integration of Rates and Services. CC Docket No. 83-1376, FCC
84-616 at 2 (December 11, 1984). See also Integration of
Rates and Services. CC Docket No. 83-1376, FCC 84-512 at 7

(December 11, 1984), in which the Commission said:

The State of Alaska has unique geographic
and cost characteristics which were a
significant factor in the Commission®s
adoption of rate integration, and may
also influence the type of competitive
market structure that will be viable 1in
Alaska. In the decision opening the
Alaska MTS/WATS market to competition,
the Commission noted several of these
characteristics, including Ilow, thinly
distributed populatlon density

adverse climatic and geographic condl—
tions, and remote facility locations
Ieading to high maintenance costs.



among the lowest in the Nation and significantly below national
averages.-E"
These record facts are uncontroverted. The State asks the

Joint Board to keep them in mind as 1t considers thepolicies to

be applied to Alaska.-"

Il. THE JOINT BOARD SHOULD RECOMMEND MEASURES THAT WILL
ALLOW ALL ALASKANS TO OBTAIN TELECOMMUNICATIONS
SERVICES AT AFFORDABLE RATES AND THAT WILL PROMOTE
INTEGRATION OF ALASKA INTO THE NATION.

In the State®s view, the record facts outlined above and the
fundamental national telecommunications policies of universal ser—
vice and rate integration require adoption of proposals that will
(1) allow all Alaskans to obtain telecommunications services at
affordable rates, and (2) promote integration of Alaska into the
rest of the Nation . I n fact, although they may also advance
other goals, the relevant interexchange carriers have acknowledged
these public interest policies as proper goals in this proceeding.
Alascom has advocated rate integration and sought to minimize

additional burdens on intrastete ratepayers to promote universal

See Further Comments of the State of Alaska at 2 (Febru—
ary 27, 1987); Alaska Comments at 11.

N If, because of intervening regulatory or legalevents, the
Joint Board determines that it needs additional data regard-—
ing telecommunications service, the State, or other matters,
it should immediately request such additionaldata and ask
that they be filed as promptly as possible.

See Alaska Comments at 2-4, 12-19 for a discussion of the
universal service and rate integration policies.



service.AT&T has, at least tacitly, acknowledged the propri—
ety of rate integration by proposing a special fund to support it
in rural Alaska.GCIl has recognized the importance of univer—
sal service by 1its discussion of the need for a support mechanism

for rural service and its proposal to freeze cost allocations to

promote universal service.-1-7

A. Universal Service Requires A Carrier Of Last
Resort.

Universal service can be promoted by recognizing the exis—
tence of and need for a carrier of last resort foreinterstate and
intrastate services. The Commission, 1in its bush earth stations
proceeding, recognized that only one satellite facility can be
supported in rural Alaskan areas.”™ Alascom has been the carrier

obliged to provide service to and from those points. At least

E.g., Further Comments of Alascom, eInc. at 1-4, 45-47 (Febru—
ary 27, 1987) (Alascom Further Comments).

Comments and Proposal of AT&T at 29-36 (December 7, 1986)
(AT&T Comments and Proposal).

415/ Further Comments of GClI at 6 (March 2, 1987) (GClI Further
Comments). See also i1d. at 26 ("[A]doption of GCl"s present
proposal would provide a new mechanism through which the Com—
mission could harmonize its policies of universal service
through rate integration and competition in the Alaska mar —

ket.").

~ Policies Governing Ownership and Operation of Domestic Satel —
lite Earth Station in Bush Communities 1in Alaska, 96 F.C.C.2d
522, 523 (1982); Policies Governing Ownership and Operation
of Domestic Satellite Earth Stations in Bush Communities in
Alaska, 92 F.C.C.2d 736, 738 & n.12 (1982); RCA Global Com-
municat ions, Inc., 56 F.C.C.2d 660, 689 (1975).

E.g., Alascom Further Comments at 8.



with respect to intrastate services, Alascom®s obligation 1is a
function of state regulation and policy.

The State urges the Joint Board to recommend a market struc-—
ture that allows a carrier of last resort to provide interstate
and intrastate services at affordable rates. Changes to the mar —
ket structure through which interstate services are provided can
have significant effects on the provision of intrastate service
by, for example, creating stranded investment problems or causing
other shifts, in jurisdictional cost allocations. IT these effects
are 1ignored, it is possible (and perhaps even likely) that many
Alaskans would not have access to telecommunications services and
thus that universal service would be undermined.

Costs of standard investment could be forced into the intra—
state jurisdiction, and onto intrastate ratepayers, creating rates
well beyond the level of affordability for all Alaskans, particu—
larly those for whom a carrier of last resort is most needed.

This danger exists because there 1is a single network through which
both interstate and intrastate services are provided by the

carrier of last resort.-*-7

Similarly, the Joint Board should critically eval ate any
approach that would significantly affect cost allocations for

jointly used equipment. As did the Joint Board 1in CC Docket No.

n Alascom Further Comments at 17-19 and Attachment A. It has
been predicted that intrastate toll rates could as much as
triple to cover increased costs if certain market changes
were instituted. Id. Such rates are already IlImost twice as
high as interstate rates for calls of the same distance. _ld*
at 13 and Attachment B.



80-286,4*" this Joint Board should recognize the need to avoid
significant intrastate rate increases as a result of separations
procedures and rules. Since separations rules for certain types
of equipment take 1into consideration tha relative amounts of
interstate and intrastate use, market structure changes that would
reduce significantly the relative amount of interstate use of
Alascom®™s network could create significant increases 1in intrastate
revenue requirements and thus, intrastate rates. Such market
structure changes would frustrate universal service and should not
be recommended.
B. Integration Of Alaska Into The Nation Requires
That Costs Of Providing Interstate Service For
Alaska Be Treated In The Same Manner As Are

Costs Of Providing Such Service Elsewhere 1In
The United States.

Integration of Alaska and other off-shore points into the
national telecommunications system has been a fundamental Commis—
sion policy for more than fifteen years.us Recently, the Commis—
sion implemented that policy by ordering the final step of rate

integration for Mainland U.S.-Alaska routes-~ and by asking this

See FCC News Release, Report No. DC-863 (March 12, 1987).

See Alaska Comments at 12-17 for a discussion of the rate
integration policy and relevant Commission decisions.

n Integration of Rates and Services. Memorandum Opinion and
Order, CC Docket No. 83-1376, FCC 86-602 (January 2, 1987).



Joint Board to study rate integration with respect to Alaska-

Hawaii routes.

The final step of Mainland U.S.-Alaska rate integration
should be maintainel. Alaskans and those who communicate w
them should not be forced to pay higher interstate rates than
other Americans. Rate integration continues to be in the public
interest for the entire nation.

The Commission®s rate integration policy requires that, with
respect to interstate rates, Alaska be treated no differently than
other states. Both the rates charged for service to and fronm
Alaska and the manner in which those rates are calculated should
be no different than they are for other stc es. As the State has
stressedthe essence of rate integration 1is that geographi—
cally averaged rates are set at levels necessary to generate suf—
ficient revenue to cover the cost of providing service (including
a reasonable rate of return) to all portions of the United States,
not each and every portion by itself. The Commission has said 1its
rate integration policy "should be interpreted as implicitly rec—
ognizing that a rate structure which averages rates 1in 48 states
and de-averages rates in two states may subject the residents of

those two states to an unreasonable prejudice or disadvantage

n Integration of Rates and Services. Supplemental Notice of
Proposed Rulemaking, CC Docket No. 83-1376, ~CC 86-600 (Janu-—
ary 9, 1987) .

A See Alaska Comments at 14.



within the meaning of Section 202(a) [of the Communications
Act].

Alaska 1is not, and should not be considered, a separate
interstate interexchange market.m Differences between revenues
derived from and costs allocated to interstate servi e to and from
Alaska have been, and should continue to be, built into nationally
averaged rates established pursuant to the Commission®s rate inte—
gration policy. They have been, and given the mandates of the
Communications Act and Commission policy, must continue to be,
treated the same as differences for service to and from other
locations which are costly to serve.

Notwithstanding AT&T"s protestations to the coni.ary, it is
proper to require carriers charging rate integrated rates to be
responsible for the costs of Alaska service. AT&T, for example,
is permitted to charge rates that are higher than costs for Ilow
cost routes because it charges the same rates, which are lower
than costs, for high cost routes of comparable length. To allow
AT&T to derive excess profits (i.e., profits above a reasonable

rate of return) from serving low cost routes and not use those

MTS/WATS Market Structure, 81 F.C.C.2d 177, 192 (1980). The
Commission also said: "Ta] rate structure which uses difier-
ent ratemaking methods to determine the rates which different
users pay Tfor comparable services is inconsistent with the
national policy expressed 1in Section 202(a)." 1d.

Competitive Common Carrier Services, 95 F.C.C.2d 554, 574-75
(1983) ("Lwje conclude that there 1is a single national rele—
vant geographic market (including Alaska . . .) for inter—
state, domestic, interexchange telecommunications services
with no relevant sabmarkets.").
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profits to cover the costs of service on high cost routes would
likely raise its rate of return above allowed levels. Such a
practice would be contrary to the rate integration policy and
would involve de-averaging, 1in a manner which the Commission has
said would violate Section 202(a) of the Communications Act.
I11. FUNDAMENTAL ELEMENTS OF AT&T"S PROPOSAL TO ALTER

THE EXISTING MARKET STRUCTURE WOULD FRUSTRATE

ACHIEVEMENT OF UNIVERSAL SERVICE AND INTEGRATION OF

ALASKA INTO THE NATION.

As the Supreme Court noted thirty years ago, competition can
promote innovation, efficiency, lower prices, and better products
or service.Competition, however, is not an end, but a

means. 2L/

AT&T"s proposal to change further the existing tele—
communications market structure in Alaska 1is designed to enhance
open entry and competition 1in Alaska interstate services. While
open entry and competition may, as the Supreme Court elucidated,
result in benefits which promote the public interest, fundamental

elements of the AT&T approach appear inconsistent with the primary

isJ American reliance on free competition rests on the premise
that "unrestrained interaction of competitive forces will
yield the best allocation of our economic resources, the low—
est prices, the highest quality and the greatest material
progress. . . ." Northern Pacific Railway Co. v. United
States, 356 U.S. 1, 4 (1958). See also MTS-WATS Market
Structure Inquiry, 92 F.C.C.2d 787, 841 (1982).

"It is only in a blunt, 1indiscriminating sense that we speak
of competition as an ultimate goal.™ FCC v. RCA Communica—
tions, Inc.. 346 U.S. 86, 92 (1953). Further, "encouragement
of competition as such has not been considered the single or
controlling reliance for safeguarding the public interest.”
Id. at 93.
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public interest goals of fostering universal service and integra—
tion of Alaska into the rest of the Nation.

AT&T"s approach rests on creation of an "Alaska Rural Fund"
of $39 million to provide "support™ for universal service in rural
portions of Alaska.”™ Support would be allocated from the fund
on a rouce-by-route basis. Both the total amount of the fund and
the support allocated to each individual rcute vould be capped and
phased-out at some indefinite point in the future. In addition,
AT&T seeks, 1inter alia, to be allowed a point of presence 1in
Alaska.-7

AT&T"s approach, while repeated 1in each of its pleadings, 1is
sketchy and lacking in operational detail. Notwithstanding the
absence of detail, the plan is flawed in serious and fundamental
respects and thus provides an 1inadequate and inappropriate solu—
tion to the 1issues before the Joint Board. Universal service ano
Alaskan 1integration into the Nation would be hampered, not
advanced, by 1it.

(¢)) Creation of ar. Alaska rurul Cunc would be a fundamental
and unprecedented departure from, and might well presage the end
of, rate integration and national geographically averaged rates.
AT&T, in effect, proposes to spin off Alaska, and indeed "rural"”
Alaska, from the rest of the Nation. The difference between costs
and revenues from providing service there would be treated

differently than anywhere else in the United States. Ironically,

mt AT&T Comments and Proposal at 29-35.

Id. at 26.
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if rural Alaska 1is unusually expensive to serve (an assumption
which AT&T has not supported with any comparative data), an area
that needs rate integration most would be segregated from the rest
of the Nation®"s telecommunications system. If that were done,
analogous treatment for other "high cost" areas, perhaps in rural
Western or Southern states, or in costly to serve "rust belt”
communities, might follow.

The result of permitting creation of special funds for alleg—
edly costly toserve areas would be the Balkanization of what has
been a unified telecommunications system that has served this
country well. The current unified system would be replaced by a
multi-tiered system in which rates and quality of service would
vary geographically. For example, low cost areas would likely be
well served either at current rates (which would generate profits
above a reasonable rate of return) or perhaps at lower rates.

High cost areas would likely be served only at rates higher than
those currently charged. Even those rates might not generate
revenues sufficient to cover costs and service quality would
likely decline. Universal service would no longer be attainable.

(2) Even without regard tothe unprecedented nature of what
AT&T proposes,and 1its long-term effects on the Nation®"s telecom—
munications system, the support AT&T proposes would not ensure
that needed service 1is provided to all Alaskans. For example,

AT&T claims that the difference between costs incurred and
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revenues derived from Alaskan interstate service is $97
million.-~ Approximately 740 million, AT&T claims, is

attributable to separations procedures for Category 8 COE.-*-"

Thus, by AT&T"s own figures, the remaining difference between cost
of providing Alaskan interstate service and the revenues derived
is approximately $57 million.

Even that amount, AT&T admits, might be too small. It was
based on the difference between revenues and costs before the
final step of rate integration. Alaskan interstate rates are now
lower and the revenue shortfall on Alaskan routes may be somewhat
higher Thus, even if, 1in total contravention of the Commis —
sion"s rate integration policy, there were to be an Alaska rural
fund, AT&T"s proposed fund could not provide resources needed for
service to Alaska to continue.

In addition, AT&T seeks to distinguish between areas within
Alaska for purposes of "support." AT&T justifies its $39 million
figure as the amount of "support”™ necessary for rural Alaska
only. The difference bef”en $57 million and $39 million (i.e.,
$18 million), it says, goes to "support"™ urban service in

Alaska.-1-" "Urban" Alaska should not be segregated from the rest

of the Nation, however, any more than should "rural™ Alaska. Each

us E.g.. Further Comments of AT&T at2, 5, 7(February 27, 1987)
(AT&T Further Comments). This figure excludes thetransi—
tional supplement which ceased being paid 1in January 1987.

us M. at 8.

us M. at 5 n.*.

us 1d. at 15, 20.
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is part of the single interstate interexchange telecommunications
market. All areas are entitled to geographic rate averaging with—
out regard to whether they are "urban"™ or "rural."” All areas in
the United States are entitled to the benefits of rate integra—
tion.

3) There 1is no evidentiary support for the assumption
underlying AT&T"s proposal that the difference between revenues
generated by rate integrated rates and costs of serving Alaska
will diminish over time. This assumption underlies AT&T"s argu—
ment that a cap and eventual termination of the fund for rural
Alaska and no "support™ for urban Alaska are appropriate. Appar —
ently, this assumption is based on AT&T"s hopes that economic and
population growth in rural Alaska will ultimately allow profitable
operations there and that competition and market freedom will spur
immediate efficiencies and economies 1in urban markets. These
hopes may or may not prove to be correct, but they are unsupported
by the record in this proceeding. AT&T has not pointed to any
specific cost savings that will result from the market structure
changes it seeks.

Further, even if its hope that rural service costs will
decrease proves incorrect, AT&T still proposes (again without sup-—
port) that its Alaska rural fund be phased-down and eventually

terminate.us This proposal would destroy any hope of universal

service 1in Alaska and is totally unjustifiable.

us AT&T Comments and Proposal at ss-se, 36 n.**.



(4) AT&T"s approach of allocating support to specific routes
appears impractical and likely to lead to a regulatory and bureau—
cratic nightmare. Rate integration makes route specific account—
ings and allocations irrelevant and unnecessary. No purpose would
be served by engaging 1in such exercises here. The complexities,
regulatory lag, and inherent 1inaccuracies of this approach would
make the costs of such a scheme - even without regard to the
expense of its administration, 1including economic and accounting
studies - vastly outweigh any conceivable benefits.

(5) AT&T"s proposal for a point of presence 1in Alaska also
raises universal service concerns. A principal purpose of AT&T"s
attempt to obtain an Alaskan point of presence 1is to allow AT&T to
interconnect with Alascom 1in Alaska, thus minimizing the distance
over which Alascom handles calls.™ Because distance has been a
factor in allocating COE Category 8.23 costs between the inter—
state and intrastate jurisdictions, creating an AT&T point of
presence in Alaska would shift millions of dollars a year in costs
to the intrastate jurisdiction.

As noted above, the Joint Board in CC Docket No. 80-286 has
recommended that.the relative allocation of interexchange carrier
COE Category 8.23 costs be frozen at 1985 percentages. Until that
Joint Board decision 1is released and the Commission itself acts,
the specific effects AT&T"s proposed Alaskan point of presence

would have on universal service can not be determined with

Response to Data Request of AT&T at 15-17 (July 15, 1986).



16

certainty. It should be noted, however, that the Joint Board
recommended freezing interexchange carrier allocation percentages
at 1985 levels. It did not recommend continuing to apply a
distance sensitive allocation formula to new study period data,
which could result in new, different allocation percentages.

Thus, 1if the Joint Board"s recommendation is adopted, it appears
that Category 8.23 separations will be frozen at 1985 percentages
regardless of whether AT&T is allowed a point of presence in
Alaska. In any event, the State would have serious concerns if
this Joint Board were to permit an AT&T point of presence 1in
Alaska, particularly if such a development would create
significant increases 1in intrastate revenue requirements or other

effects which would endanger universal service.
V. CONCLUSION

The State requests that the Joint Board carefully consider
all the evidence in the record and recommend to the Commission a

market structure that promotes universal service by allowing all



Alaskans to obtain telecommunications services at affordable r

and that integrates Alaska into the rest of the Nation.
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Ch. 5 GENERAL PROVISIONS 47 8151

SUBCLIAPTER I. GENERAL PROVISIONS

s 151,

For the purpose of regulating interstate and foreign commerce
in communication by wire and radio so as to make nvailablo, so far as
possible, to all the people of the United States a rapid, ellicient. Na-
tion-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, and for
the purpose of securing a more effective execution of this policy I»y
centralizing authority heretofore granted by law to several ngoneit <
and by granting additional authority with respect to int'-rstate and
foreign commerce in wire and radio communication, there is created a
commission to be known as the "Federal Communicatio.,.s Commis-
sion”, which shall he constituted as hereinafter provided, and which
shall execute and enforce the provisions of this chapter, .bine 19,
1934, c. 652. Title I. § 1. 48 Stat. 1064; May 2 1937, e. 229. § 1, 50
Stat. 189.

Furposcs of chapter; Federal Communications Com-
mission created

Historlcnl Nolo

1037 Amendment. Act May 20, 1937 In- spool to ttie prompt il I.l.pimnt of
sorted tin- word* "for the purpose of technbpiey, method., nod program* for
promoting safety of life and properly greatly expanded mil fir Ll effective
through the use of wire and radio com- operation* In this vital at*a of foreign
munlcatlon.” policy through the n,e of foreign tide-

i i * *

Authority of Director *~ Emergency comml,lnlcl?Jllg\n ' #Tho Cotonfr ISSI%U VUL
Planning During TIlmo of War. telega- recommendation®* on »r before
ton of authority ofFm M nt 31. IWI. and tho Commission cereed to
lions 300i.il and OWIc). c). and (d) of A~ d f .uhmlir-h.n of Ils re
this title, relating in radio . atlon, and Congress,
communication*. to Director during tlmo

I:x 2 r<l«>0 10;03" *pr V- '*'e

Communication Prlsliege, |-arllrt-

rl1* m Pauls In v arid T.4«emmoul.-nllon ...

000 of this title. ference* Aet May 13. 1947. e. 31. 01 Slat.
Commission on Governmental ftp of 83, provided that nothing In (hi* chaplet.
Int*national Telecommunications. Joint or In any other provision of law shall he

Ufa. July 19. c. 017, OS Stat. 557, e»- construed to prohibit I'nlted Slates com
Cl.ll.led tho Commission on Govern- munleniloti common carriers from render-
nieiitnl Use of International Telecom- Inc freo communication service* to nfllvlat
lunnlcatloni to examine, study and report participant* In tho world teh-omi >'inlci
on tho objective*, operations, and effect- tlons rnnfereuee* to he hel |l Il the I idp]j

tlveness of Information programs with re- State, In 1917.

EXECUTIVE OftDK.It NO. 10110

Ex.Ord.N0.1MCO, June 18. 1033. 79 K.U. 3313. n* amended by Es Ord No 10773. July 1.
WM, 23 K.U. 5041; Kx.Ord.No.loTW. Sept s, ip.h, 23 E.tt <P7l, formerly u-t
out as a note under this section, which related to the i-rformniiM. <f tele,
communication functions by Director of Iho Ulltoo of Civil and Def.-u.0 Mnt.ill-
ration, was rcvokt 1 by section 4 of Es.Ord.N'o.lOWJ. frit. 19. J942. 27 IMS.
1519. set out as a note under section 710% of IMs tit >
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Ch. C

Note* of Decisions

Conalllullnnnllly t

Cnn.rn.thin Y

Public convenience nnd necessity a
l'urpnsn 3

Btnto regulation 4

1, Con.tlluthinnllly

Tho mdlu broadcasting licensing sya-
tem established by Congress In thin chap-
ter Is a proper cxerclso of power of Con-
gress over “"cominorco". National liroad-
castlng Co. v. C. S.. N.Y.1043, 03 S Ct.
097, 319 U.S. 100, 87 T,.Ed. 1314. Bee. also.
Regents of University System of Georgia
el al. r. Carroll. 1018. 50 S.E.2il 808, 78
Ga.App. 202, affirmed 70 B.Ct. 370, 338
U.S. 580, fit L.Ed. 303.

Tho tnndsrd provided by this chap-
ter for licensing of radio broadcasting
station Is public Interest, convenience or
necessity nml denial of a station license
on thnt ground. If valid under thin chap-
ter, Is not n denial of "free speech”. Na-
tional Ilroadcastlng Co. v. U. S.. N.Y.1913,
03 S.Ct. 097, 310 U.S. 190. 87 L.Ed. 1341

The Supreme Court had refused to an-
swer questions relating to the constitu-
tionality of provisions In former section
81 et seq. of this tltlo propounded by the
court of appeals, on the ground thnt they
were Indefinite. W hite v. Johnson. 1031
61 S.Ct. 115. 282 U.S. 307. 75 I..Itd. 388.
See. also, American llond A Mortgage Co.
r. U. S, 1031, 61 Set. 118. 282 U.S. 374,
75 1..Ed. 303.

In enacting this chapter Congress must
bo deemed to have exercised Its power
within constitutional limitations. Sab-
lowsky v. U. S., C.C.A.I'n.1039, 101 F.2d
183.

The Congress under this chapter corn,
plclely occupied and pre empted the field
of Interstate communications In radio and
television. l.amb v. Sutton, H.C.Teiin.
1039. 184 F.Supp. 028, affirmed 274 F.7d
703, certiorari denied 80 S.Ct. 1GOI, 383
U.S. 830. 4 I, Itd 2d 1524.

f. Construction

Ths United Stntcs Coart of Appeals
would not conitruo provision of this
chapter ao as to tcavo a licensee with-
out opportunity for relief from nrhltrary
action of the Federal Communications
Commission and so as In effect to climl-
Bito provision from this chspter, unless

provision wcro susceptible of no other
possible Inlerprelntlon. Yankee Network
v. Federal CommnnlrnUnns Coinmission,
1030, 107 F.?d 212. 71 App.D.C. 11

In construing this chapter It la enurl's
duty In so far ns It Is practicable to
reconcile the different provisions of thli
Chapter, lo render them consistent and
harmonious nml give effect to enrh. 8a-
lilowaky v. U. S., C.C.A.Fa.1038, 101 F.2d
183.

S. rnrpnso

This chapter Is a comprehensive schema
for .ho regulation of Interstate com-
munication. Itcnnntl v. U. S.. N.Y.1D37,
78 S.Ct. 155, 355 U.S. 00. 2 L.Kd.2d 120.

The purpose of this chapter was to
protect the public Interest In communi-
cations, nnd this chapter did not create
now prlrate rights. Scrlpps-Howard
Ttndlo v. Federal Communications Com-
mission. 1912. 02 S.Ct. 875. 310 U.S. 4. 88
L.I'd, 1229, See, nlso. Regents of N. M.
College nf Agriculture & Mechanic Arts
v. Albuquerque Itrondcnsting Co., C.CA.
N.M.1017. 158 F.Cd O*K).

The purposes of creation of Commission
by this section ns expressed by Congrm
therein, nnd mandates pursuant to such
purposes, as enumerated in this section,
furnish nmplo support for Commisslon'i
adoption of nation-wide television alloca-
tion plan. Peoples llroadcasting Co. v. U.
S.. 1953, 209 F.2d 2SO0, 93 U.S.App.D.C. 78.

Tho purpose of Congress In establish-
ing th« Commission was lo set up an
expert agency capable of coping with the
ever changing nnd constantly Increasing
problems of a booming Industry. Ameri-
can llroadrnsting Co. v. Federal Com-
munication;* Commission, 1931, 101 I-\2d
492, 89 U.S.App.D.C. 298.

This charter was not designed primar-
ily as a new code fur adjustment Of con-
flicting private rights through adjudica-
tion hut was designed to maintain a
grip on tho dynamic aspects of radio
transmission. American Broadcasting Co.
v. Federal Communications Commit-<inn,
1931, 191 P.2d 492. 89 U.S.App.D.C. 298.
See, also, Massachusetts Universalis! Con-
vention v, Jiii.tr. Hi A Roger* Co., DC.
Muss. 1910. 87 K.Supp. 822. affirmed !S3
K.2d 497.

Tho underlying policy of this chapter
ts tho securing and protection of the pnh-
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Ch. 5

lie Interest. WOKO, Inc. v. Federal Com-
munications Commission, 1910, 199 F.2d
005. 71 App.D.C. 228.

Tho purposo of this ehnpter la to secure
the use of the channels of rndlo com-
munication by private licensees under a
competitive system nnd hence (hose li-
censees must bo protected In thnt use. not
merely from unlicensed stntlons nnd un-
licensed operators, hut from Improper ac-
tivities of licensed stations and operators
nnd from arbitrary action by the Com-
mission Itself In the exerelse of Its regu-
latory power. Ynnkee Network v, Federal
Communications Commission, 1939. 17 F.
2d 212, 71 App.D.C. It.

The Commission Is an administrative
agency set up by Congress to determine
pursuant to this chnptcr the rights of the
people of the United States to have the
best possible radio service. Illack River
Valley Ilrondcnsls v. McNlInch, 193S. 101
F.2d 235, (59 App.D.C. 311, certiorari denb d
50 S.Ct. 7113, 307 U.S. (523, 83 L.Ed. 1501.

This chapter was designed to the end
that tho Commission should have jurisdic-
tion over nnd power to regulate within
Its terms all Interstate nml foreign com-
munication nnd transmission of energy by
wire nnd rndlo. Snblowsky v. U. S., C.C.
A.Fa.1938, 101 F.2d 183.

Furposo of regulating radio transmis-
sion Is to prevent chaos and insure satis-
factory service and it Is In Interest of
public and common Justice to owner thnt
status of broadcasting stntlon constructed
nml maintained In good faith should not
he Injuriously affected except for com-
pelling reasons. Journal Co. r. Federal
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Radio Commission. 1931. 19 F2d 4fil, (10
App.D.C. 92.

This chapter eonl. ni|l.bites (bo regula-
tion of Interstate wire iommiinleiitlon
from Ils Inception to Its completion. U.
8. v. American Telephone A Telegraph
Co., DCN.Y 1911, 57 t.Supp. 451, nllirme
ed <3 S.Ct. Mill. 325 US. 837. 89 I, Ed,
1081

Tho purposo of federal occupation of
the entire field of regulation of Inter-
Male business of telegraph emnpanles
was to Insure uniformity nf regulation.
Western Union Telegraph Co. v. King,
1939. Il S.i: 2d ffCS. Il Ga.App. 537.

4, Stole regulation

Tills chapter does not preclude stales
from exercise of their police powers In
use of land nnd buildings, on theory of
Interference with Interstate commerce. In
absence of actual nr Implied regulations
to the contrary. Krocger v. Stahl, D.C.
N.J.1957, 118 F.Supp 403. affirmed 218 F.
2d 121

5. rtibllr rnn*rnlrore and nccrs.lty

Tills chapter does not create private
rights. WYDE. Die. v. Barlell Brand, avt
lag Corp., D.C.N.Y.IWI. Itd F.Supp. T.T.

The standard of ‘epublic convenience
and necessity" prescribed by (lds chapter
for Introduction or dl.cotilliiiinnci* of serv-
ice Is lo ho so construed as 11 »crur.- for
the public the broad alms of tills chapter
ns set forth In lids section. W. U. Divi-
sion, Commercial Telegraphers' Union. A.
F. of L, v. v. S, DUI'U. 1919. 87 F.
Supp. 321. affirmed 79 S.Ct. MS 33S U.S.
fe.l. 91 L.Ed. 629.

Application of chapter

(a) The provisions of this chapter shall apply to all interstate and
foreign communication by wire or radio and all interstate and foreign
transmission of energy by radio, which originates and or is received
within the United States, and to all persons engaged within the Unit-
ed States in such communication or such transmission of energy by
radio, nnd to the licensing and regulating of nil radio stations as here-
inafter provided; but it shall not apply to persons engaged in wire
or radio communication or transmission in the Canal Zone, or to wire
or radio communication or transmission wholly within the Canal

Zone.

(b) Subject to the provisions of section floi of this title, nothing
In tlds chapter shall be construed to apply or to give the Commission
jurisdiction with respect to (1) charges, classifications, practices,
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531.

331.

331.

534.
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Modification of franchlsa obligxtlons—O 'd
from one sendee tier to another or
other offering of service.

(e) Requirements for icrvicei relating to
public, educational, or governmental
acccu.

(0 “"Commercially Impracticable" defined.

Renewal.

(a) Commencement of proceedings time;
public notice and participation; pur-
poae.

(b) Submiuion of renewal propoult; con-
tenta; time.

(c) Notice of proposal; renewal; prelimi-
nary assessment of nonrenewal; ad-
ministrative review; iuues; nolice
and opportunity for hearing; Iran-
script; written deciiion

(d) Basis for denial.

(e) Judicial review; ground* for relief.

(0 Finality of administrative decision.

(g9) "Franchise expiration” defined.

(h) Alternative renewal procedures

Conditions of sale.

Part IV—MisctitANtoos PaovmoM

Protection of subscriber privacy.

(a) Notice to subscriber regarding person-
ally idenlifiable information, defini-
tion.

Collection of personally Idenlifiable in-
formation using cable system.

(c) Disclosure of personally identifiable in-

formation.

(d) Subscriber access lo information.

(e) Destruction of information.

(0 Civil action in United Slates district
court; damages: allotney's fees and
costs; nonexclusive nature of reme-
dy.

(g9) Regulation by Stales or franchising au-
thorities

(h) Disclosure of Informstion lo govern-
mental entity pursuant 10 court or-
der.

Consumer protection.

(a) Inclusion of enforcement provisions in
franchise.

(b) Enforcement powers of franchising au-
thority.

(c) Regulation by States or franchising au-
thorities nor preempted.

Unauthorired reception of cable service

(b

-

(a) Unauthorized Interception or receipt or
assistance in intercepting or receiv-
ing service; definition.

(b) Penalties for willful *iolition.

(c) Civil action In district court; Injunc-
tions; damages, attorney's feci and
costs; rrgulit.cn by Stales or fran-
chising aulbonuea.

Equal employment opportunity.

(a) Entitles within scope of coverage

(b) Discrimination pr -tubitcd.

(c) Equal opportunity programs; diets-
lishment; maintenance, tsrcutioa;

terms
(d) Promulgstion and amendment ct ruler

Sec.

534. Equal employment opportunity.— Cool @
cal report; notice and comment on
amendments.

(e) Annual certification of compliance;
periodic investigation of employment
practices.

(0 Substantial failure to comply: penal-
ties; notice to public and franchising
authorilid.

(g) Discrimination complaints; Investiga-
tion; enforcement.

(h) “Cable operator” dtfined; owners of
multiple unit dwelling.

(1) Regulatory powers of Slates and fran-
chising authorities; nonexclusive na-
ture ol remedies and enforcement
provisions; covered franchises.

333.  Judicial proceedings
336. Coordination of Federal, Stale, and local
authority.

(a) Regulation by Slates, political subdivi-
sions. Slate and local agencies, and
franchising authorities.

(b) Slate jurisdiction with regard lo cable
services.

(c) Preemption.

(d) Definition of "State".

337. Existing franchisd.
538 Criminal and civil liability.
359. Obscene programming.

SUBCHAPTER VI-MISCELLANEOUS
PROVISIONS

<03. Unauthorized publication or use of commu-
nications.

(a) Practice* prohibited.

(b) Exceptions.

(cl Definitions

<d) Penalties; civil actions; remedies, at-
torney's fed and costs; compulation
ofdimtgd; regulation by Slate and
local authorities.

(e) Rights, obligations and liabilities under
other laws unaffected

611. Telecommunications Policy Study Commis-
sion

(a) Establishment; functions.

(b) Membership; chairmen.

(c) Report lo Congress. President and
Federal Communications Commis-
sion; terminttion of Telecommuni-
cations Policy Study Commission

Compensation and travel eapcnsd of
memben, appointment and compen-
sation of staff.

(e) Contracts; public hdrinp, forums.
and other meetings.

(0 Cooperation of Federal departments,
agencies and instrumentalities with
Commission; transmission of neces-
sary informstion to Commission,

(9) Authorization of appropriations.

(h) Authority oxatentive with appropria-
tion Acts.

(t) Federal Communications Commission
proceedings or aclivilid unaffected

610. Telephooe service for the disabled.

(a) Establishment of regulations

|b) Internal means foe effective use of cv
senliet telephone with hearing aids.

(c) Technical standards
(d) labeling of parlaying materials for

(d

=
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Sec.
610. Telephone sendee for the disabled—Cont'd

(e) Costs and benefits; encouragement of
use of currently available technolo-

gr.

(0 Rulemaking to be completed by Janu-
retrofitting not re-

ary J, 1984;
quired; cseeption.
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610. Telephone service for lhe disabled—Cont'd
fg) Recovery of rrisMiiblc and prudent
costs
(h) Stale enforcement

SUBCHAPTER I—GENERAL PROVISIONS

{ 151.

Study of Telecommunication and Informitlon
Goals. Pub.L. 97-239, Tiri' If. f 202. Sept 13.
1932, 96 Stat. 1099. provide that:

"(a) The National Telecommunications and In-
formation Administration shall conduct a compre-
hensive study of the long-range international tele-
communications and information goals of lhe
United States, the specific international telecom-
munications and information policies necessary lo
promote those goals and the strategies that will
ensure thst the United States achieves them. The
Administration sliall further conduct a review of
the structures, procedures, and mechanisms which
are utilized by the United States lo develop inter-
national telecommunications and information poli-

Q[_

*(b) In any study or review conducted pursuant
to this section, the National Telecommunication*
and Information Administration shalt not make
public information regarding usage or traffic pat-
terns which would damige United Slates commer-
cial interests. Any such study or review shall he
limited tn international telecommunications poli-
cies or to domestic telecommunications issues
which dinctty affect such policies.”

Cross References

Commercial space launch program, authority of
Federal Communications Commission as not af-
fected by, see section 2603 of Title 49, Transporta-
tion

Land remote-sensing commercialization pro-
gram. authority of Federal Communications Com-
mission ai not affected by. ice section 4243 of
Title 15, Commerce and Trade.

West's Federal Practice Maneal
Federal Communications Commission, see
If 32. 3401 tt seq

Code of Federal Rrgalatloni
Access charges, see 47 CFR 69 | et seq
Amateur radio services, see 47 CFR 97.1et seq
Aviation services, see 47 CFR 87 | et seq
Cable television relay services, see 47 CFR 78 1
et seq.
Cable television services, see 47 CFR 76 1 el

Disaster communications service, see 47 CFR
99.1 et seq

Miscellaneous rules relating lo common cam-
era, set 47 CFR 64 | et seq

Organization of Federal Communications Com-
ru.i<inn. see 47 CFR 0 | at seq

°ractk* and procedure before Federal Commu-
nications Commission, tea 47 CFR | | et *ag.

Radio broadcast services, tee 47 CFR 7J | et
*eq

Purpoies of chapter; Federal Communication* Commiialon created

Safety and special ndm services, see 47 CFR
811 ct seq

Stations on shipboard in maritime services, see
47 CFR 83.1 et seq

Law Rerlew Commentaries

Home satellite dish antenna
66 (1985).

Indecency on cable television—a barren battle-
ground for regulation of programming content.
Vicky Haliick Robbins. 15 St. Mary's LJ 417
(1984)

23 Washburn LJ

Library References
Telecommunications «=»!44, JS2, 383
C.J.S. Telegraphs. Telephones. Radio, and Tele-
vision ff 74 et seq. 298 to 301. 316

Notes of Decisions

Authority of Commission 6
New technology g
Prilrate rights 7

t. Constitutionality

Regulation by Commission of mrcrowive fed
and off-the-eir community antenna televttion sys-
tems is not a violation of the nght to fret speech
Black Hills Video Corp v FCC. C A Mo 1968.
399 F 2d 63

In cnsclmg this chapter Congress wu to be
deemed to have exercised its power within consti-
tutional limitations Red Lion Broadcasting Co
v F.C.C. 1967, 381 F 2d 908. 127 USApp D C
129. affirmed $9 SCt 1794. 395 US 367. 2)
L Ed.2d 371

Congress did not preempt adjustment of prop-
erty nghtx in communication field by passage of
this chapter. Cable Vision. Inc v KUTV, Inc.
C A.ldaho 1964. 335 F 2d 34*. certiorari denied
85 SCI 700, 379 US 9*9, 13 LFd2d (t»

1. Construction

Goal of nationwide communications network
need not. in all rases, take precedence o*er specif-
ic provision* of this chapter, especially where the
Commission jurisdiction is explicitly denied under
a particular provision National Ass'n of Regula
lory Utility Com'rav FC C. 1976, 5)3 F 2d 601.
174 USAppDC )74

This vhaptrr must be construed in light of needs
for comprehensive regulations and the practical
difficulties inhering in slatr by slate regulation* of
juris of an orgtnic whole General Tel Co of
Csl * M'U [9f9 4)1 f Jf l«i |11 |14 Apr-
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D.C Hi, certiorari denied 90 S.Ct. 17), 178, )96
UA lit, 14 LEd.2d 163.

In order to ensure that Federal Communica-
tions Coramtaalon, through its discretion and ex-
pertise, wiU be aUe to foster beneficial arid proper
Interpretations and applications of this chapter,
this chapter is generally viewed as not having
created Implied private rights of action, cither for
damages or for injunctive relief. New England
Tel. and Tel. Co. v. Public Utilities Com'o of
Maine, D.C.Me.1983. J6J F.Supp. 949.

3. Furpoee

In enacting this chapter. Congress meant lo
confer broad authority on the Commission so as
10 maintain, through appropriate administrative
control, a grip on the dynamic aspects of radio
transmission. F.C.C v. Midwest Video Corp,
1979, 99 SCt. 14}), 440 U.S. 689. 59 L Ed.2d
692.

It was lhe Intent of Congress under the provi-
sions of this chapter to permit private broadcast-
ing to develop with the widest journiliruc freedom
consistent with its public obligations. Columbia
Broadcasting System, Inc. v. Democratic Nit.
Committee. Dist.Col.197). 93 S.Ct. 2080,412 U.S.
94, 36 L.Ed.2d 772.

Commisiion'i legitimate concern in regulation
of community antenna television is not limited to
controlling competitive impact CATV may have
on broadcast services, and the Commission has
authority to regulate CATV with view to promote
objectives for which Commission had been as-
signed jurisdiction over broadcasting. (Per Mr.
Justice Brennsn with three Justices joining and
The Chief Justice concurring In result) U.S. v.
Midwest Video Corp., 1972, 92 S.CX 1860, 406
U.S. 649, 32 LEd.2d 390. rehearing denied 93
S CI. 95,409 US. 898. 34 LEd.2d 157.

If goal of this chapter of providing uniform,
efficient service is ever to be realized, FCC must
be free to strike down the costly and inefficient
burdens on interstate communications which are
sometimes imposed by state regulation. National
Aaa'n of Regulatory Utility Com'rs v. F.C.C.,
1984, 746 F.2d 1492, 241 US.AppD.C. 17).

In determining mandate of this chspter, court
of appeals must focus on language of chapter
Itaclf, with due deference to Commission's inter-
pretation of its own organic law. Black Citizens
for a Fair Media v. F.C.C.. 1983, 719 F.2d 407.
231 U.S.App.D.C. 16). certiorari denied 104 S Ct.
354).

This chapter should not be turned Into mecha-
nism whereby participants in joint communirs-
‘.ioni problems eao force Commission lo arbiirt.e
contractual diipjtes over division of residual reve-
nues from their joint venture; purpose of this
chapter is to protect public Interest rather than
providing forum for settlement of private ditputes
United TeL Co. of Carolines, Inc. v. F.C.C, 1977.
)5» F.Jd 720, 182 U.S.App.D C. 99.

Congress, nihrr than purporting to transfer its
legislative power lo tha unbounded discretion of
the Commission, intended a specific ititulory ba-
sis for the authority of the Commission. Ameri-
can Tel. * Tel. Co. v. F.CC, CA.2. 197), 497
F.Jd 16).

This chapter was designed lo endow the Com-
mission witn sufficiently elastic posters such that
it muM resrhlv erenffttnrsdetf dynamic new (level-

L mnmn
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opmenti In (laid of communications. Otnm|
Tel, Co. of Southwest v. UA, CA.Tu.1971, 449
P.2d 146.

This chapter was not Intended to prevent a
telephone company from Installing, repairing or
tearing its lines. Bufalino v. Michigan Bell TeL
Co., CA.MIch.1968, 404 F.2d 1023, certiorari
denied S9 S.Ct. 1468, 394 US. 987, 22 L-Ed.2d
763.

This chapter b primarily designed to protect
customers against unjust and discriminatory ser-
vices rathei than to protect competiton against
unfair competitive practices. MCI Communica-
tions Corp. v. American Tel. k TeL Co., D.CIII.
1978, 462 F-Supp. 1072.

Thu chapter does nee create any private rights;
it is merely an ad regulating commerce and even
the granting of a license under authority of this
chapter does not give any person anything in
nature of a property right Comtronics, Inc. v,
Puerto Rico Tel. Co.. D.C.Puerto Rico 1973. 409
F.Supp. 800, affirmed 553 F.2d 701.

This chapter was intended only to establish the
conditions on which communications services of
an intersrale nature are lawfully provided and,
thus only regulates the bilateral relationship be-
tween the carrier and Its xubicriber. this chapter
does not impose any duty on a carrier with respect
to the manufacturer of telephone terminal equip-
ment Id.

Primary purpose of this chapter was to veal in
single governmental agency power and means to
regulate broadcasting industry in such comprehen-
sive manner as to assure uniformity and construc-
tive growth. Greater Fremont Inc. v. City of
Fremont. D.C.Ohio 1968. 302 F.Supp. 652.

Fundamental rationale for Ihia chapter is based
on fact that number of available radio frequencies
is finite and that therefore Congress had to exer-
cise its power over interstate commerce to allocate
available frequencies and control their use.
Schrocder v. Municipal Court of Lo* Cerritos
Judicial Dist, 1977, 141 Cal Rptr. 83, 73 C.A 3d
841. appeal dismissed 98 S.Cl. 1641, 433 US 990.
36 LEd 2d 81

4. State regulation

In light of recently promulgated Federal Com-
munications Commission declaratory ruling estab-
lishing limited preemption policy in regard to
municipal zoning regulation of amateur radio an-
tennas, amateur radio operator's action challeng-
ing constitutionality of city's ban upon erection of
amateur radio station antennas would be remand-
ed for reconsideration snd possible reconciliation
of FCC policy with citv'l zoning plan. Themes v.
City of Lakeside Park. Ky, C A 6 (Ky.) 1986, 779
F.2d 1187.

Had Federal Communications Commission tak-
en specific action to preempt toning control of
amateur radio antennas, such action would be
subject to Judicial scrutiny as to whether it was
within the agency's authority and was eiemsed
reasonably. Guschke v. City of Oklahoma City.
C A.10 (Oil ) 1983. 76) F2d 379.

Congress did not intend lo allow Inconsistent
stale regulations to frustrate its goal of developing
a unified national communication service Na-
tions! Ats'n of Rrgulstory Utility Com'n wv.
F.CC. I®M, 746 F.2d 1492. 241 US App DC.
175

9 teleoraphbltElephones,etc.

' Thb chspter preempts the field In the regula-
tion of Interstate communications Comlronlcs,
Inc. v. Puerto Rico TeL Co., D.C.Puerto Rico
1973, 409 F-Supp, 800, affirmed 353 F.2d 701.

Police regulation prohibiting possession of po-
lice radar detector in motor vehicle wu not
preempted by this chapter. Smith v. District of
Columbia, D.CApp.1981, 4)6 A.2d 33.

Federal legislation has preempted local regula-
tion of radio transmissions including assignment
of frequencies, interference phenomena and con-
tent Of broadcast material, but has not foreclosed
all local regulation of microwave transmissions.
Schroeder v. Municipal Court of Los Cerritos
Judicial Dbt., 1977, 141 CaLRptr. 8), 78 CA.3d
841, appeal dismissed 98 S.CL 1641. 4)3 U.S. 990.
36 L.Ed.2d 81.

Subscribers* action against provider of long-dis-
tanee telephone service baaed on fraud and decep-
tive advertising was not preempted by Federal
Communications Act [47 U.S.C.A | 131 et seq]
where issues raised were ones of public disclosure
and truthful advertising and did not challenge
defendant's right lo provide communication ser-
vice in the manner that it did. Kellerman v. MCI
Telecommunications Corp., 1985, 479 N.E2d
1037. 89 Il1l.Dec. 31, 134 HI App 3d 71.

Thb chapter did not preempt local regulation of
height of radio antenna. Sleeper v. Old King's
Highwiy Regional Historic Dist. Commission.
1981. 417 N.E2d 987, Il Mtss.App. 371.

Although Commission has preempted slate con-
trol over terms and conditions governing intercon-
nection of customer-provided telephone equipment
to the nationwide telephone network, Commis-
lion't action does not completely foreclose state
regulation so long as state action does not dero-
gate the Interstate rulings; a Hate may provide
additional options lo customen with respect to
interconnection provided they are alternatives lo.
rather than substitutes for, requirements specified
in interstate tariffs and provided that such regula-
tions accomplish the protective objectives of the
Intenute regulatir and in no way permit inter-
ference with or impairment of Intentale servicei.
Sherdon v. Dann. 1973, 229 N W.2d 331. 19)
Neb. 768.

Congrets granted Commission sole and exclu-
sive jurisdiction over interstate and foreign tele-
phone service, including junsdiction to regulate
interconnection of customer-provided equipment
with common carrier facilities for interstate and
foreign service, however, this chapter reserves to
the slates junsdiction over intrastate telephone
and telegraph communications. Id

This chapter does not sanction state regulation
where it encroaches on Commission's statutory
authority. Southern Pacific Communications Co.
v. Corporation Commission, Okl 1978, 386 P Jd
327.

Code 1930. ( 46.1-198 | making it unlawful for
any person to operate a motor vehicle upon high-
way* of stale when vehicle is equipped with any
device or mcchanitm to detect emission of radio
microwaves employed by police to texture speed
of motor vehicles does not conflict with federal
regulatory system established by ihit chapter, but
compliments system by protecting effectiveness of
essential police radio communication, and b not
slolstive of USC A Conit art 6 cl ) »s refitting
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to a preempted field. Crenshaw r. Com., 1971.
24) 3.E.2d 24), 219 Vs. 31, 17 A.L.R 4ih 1371

Radio communications services art aaaenllally
Intrastale in nature, and it wax Congressional
intent to reserve to several stales right to regulate
tuch intrastate services rather than to preempt
field. Radio Tel. Communications, Inc. v. South-
eastern Td. Co, Fla.1964, 170 So.2d 377.

6. Authority of Commlaaloa

Commisxion's legitimate concern in regulation
of community antenna television is not limited to
controlling competitive impact CATV may have
on broadcast services, and ibe Commission has
authority to regulate CATV with view to promote
objectives for which Commission had been as-
signed junsdiction ever broadcasting. (Per Mr
Justice Brennan with three Justice) joining and
The Chief Justice concurring in result.) US w.
Midwest Video Corp, 1972, 92 SO . 1860, <06
US. 649, 32 L.Ed.2d 390. rehearing denied 9}
S.Ct. 95, 409 U S. 898, 34 LEd.2d 137.

Authority of Commission to regulate broadcast-
ing and other communications u derived from this
chapter as amended. U.S. v. Southwestern Cable
Co. Cal 1968, 88 SCt 1994, 392 U S 137. 20
L.Ed.2d 1001.

Congress in enacting this chapter acted in a
field that was demonstrably both new and dynam-
ic, and Congress therefore gave Commission a
comprehensive mandate with not niggardly but
expensive powers. Id

The Commission wu rspected lo serve ai the
single government agency with unified jurisdiction
and regulatory authority over all forms of electri-
cal communication, whether by telephone,
telegraph, cable, or radio, and Commission was
for such purpose given broad authority by this
chapter Id.

Nothing in this chapter empowers Commission
to forgive proven violations of this chapter's clear
prohibitions of unjust, unreasonable, and discnmi-
natory rates. MCI Telecommunications Corp v
FCC. 1983 712 F.2d 517, 229 US App DC
20).

Commission's ability to regulate catilc television
u very broad and not circumscnbed by the rules
of suh:hapters Il and 11l nf this chspter. Ameri-
can Civil Liberties Union v. FCC, C A 9, 197J.
523 F.2d 1344

Commission is not minded to a course of
action which hu been dictated by requirements of
the transportation industry. General Tel Co of
Southwest v. U.S. C.A.Tea 1971, 449 F2d 8<«

Action of Commission in waiving hearings re-
quired under the then effectite regulations and
authorizing beginning of operation of seven
CATV systems in market which, while neat bot-
tom of top 100 television markets in country, wu
unique because it cosered a considerable aica
without any large cities and had substantial popu
lation not reachable by CATV wu appropriate
and did not constitute any injustice Paducah
Newspapers. Inc v. FCC.. 1969. 4|4FJd Ill).
134 US AppDC 287

Interpretation by Commission of its statutory
grant and its applications are entitled to great
defetence  General Tel Co of Cal * FCC,
199 aiiyjj am. 114 us arrDr |lla ser
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tionri denied 90 | a 173, 171, 396 U.S. 111, 24
L.Ed.2d 16).

7. Private right*

Mandate that Federal Communication! Com-
miaakm allocate lIpeelrum In manner that pro-
motes safety of life and property doe* not grant
public safety broadcasters absolute right to partic-
ular spot in spectrum, but It does require that

TELEGRAPHS, TELEPHONES, ETC, 10

Thb chapter doe* not craau private right*.
Morn y. Teieiaundo. Incoeporado, DCPuerto
Rico 1974, 387 F.Supp. 920, C

1. New technology

Phrase “so far as possible” as used In Ihb
section providing that Commlsaion b to nuke
available, so far as possible, to all people of the
United States a rapid and worldwide arue and

Commission give their needs priority over those of radio communication* services expresses the Intent
commercial broadcasters such as direct broadcast lhit available and reasonable new technology be
satellite service. National Ass'n of Broadcasters applied in achieving lhe mandated goal. U. S. v.
v. F.CC, 19%4, 740 F.2d 1190, 239 U.S App D C. Western Elec. Co.. Inc., D.C.NJ.I9II, 531

87. F.Supp. 894,

J 152. Application of chapter

(a) The provisions of this chapter shall apply to all interstate and foreign commu-
nication by wire or radio and all interstate and foreign transmission of energy by
radio, which originates and/or is received within the United States, and to all persons
engaged within the United States in auch communication or such transmission of
energy by radio, and to the licensing and regulating of all radio stations as
hereinafter provided; but it shall not apply to persons engaged in wire or radio
communication or transmission in the Canal Zone, or to wire or radio communication
or transmission wholly within the Canal Zone. The provisions of this chapter shall
apply with respect to cable service, to all pcrsonn engaged within the United States
in providing such service, and to the facilities of cable operators which relate to auch
service, as provided in subchapter V-A of this chapter.

(b) Except as provided in section 224 of this title and subject to the provisions of
section SOI of this title and Bubchapter VV-A of this chapter, nothing in this chapter
shall be construed to apply or to give the Commission junsdiction with respect to (1)
charges,’ classifications,, practices, services, facilities, or regulations for or in connec-
tion with fntrastate communication service by wire or radio of any carrier, or (2) any
carrier engaged in interstate or foreign communication solely through physical
connection with the facilities of another carrier not directly or indirectly controlling
or controlled by, or under direct or indirect common control with such carrier, or (3)
any carrier engaged in interstate or foreign communication solely through connec-
tion by radio, or by wire and radio, with facilities, located in an adjoining State or in
Canada or Mexico (where they adjoin the State in which the carrier is doing
business), of another carrier not directly or indirectly controlling or controlled by, or
under direct or"indirect common control with such carrier, or (4) any carrier to which
clause (2) or clause (3) of this subsection would be applicable except for furnishing
interstate mobile radio communication service or radio communication service to
mobile stations on land vehicles in Canada or Mexico; except that sections 201 to 205
of this title shall, except aa otherwise provided therein, apply to carriers described in
clauses (2), (3), and (4) of this subsection.

(As amended Feb. 21,1978, Pub.L 95-234, ft 5, 92 SUL 35; Oct. 30,1984, Pub.L 98-549, ft 3(a),
98 SUL 2801.)

1964 Amendment. Subacc. (a). Pub.L 98-549.
ft 3(axXt)> added provision nuking this chapter
applicable with respect lo cable service, to all
persons engaged within the United Stales in pro-
viding such service, and to the facilities of cable
persons which relate to such service, u provided
in subchipter V-A of this clixpter.

Subacc. (b). Pub.L 98-549, ft 3{aX2). substi-

provided, sec section 9(a) of Pub.L 98-549, set
out as a note under section 521 of this title.

Effect)?* Date et 1978 Amendment Section 7
of Pub L 95-234 provided that: "The amend-
ment* made by thb Act [enacting section 224 of
thb title amending this section and section 50)
and 504 of this title, repealing section 510 of thb
N A title, and enacting provision set out as m note
tuted "section 301 of this title and subchapter —\qer section 609 of thb title] shall take effect on
:i/t—l':" of this chapter” foe "section 301 of this the thirtieth day after the date of enactment o_f

: thb Act (Feb. 21, 1978); except that the provi-

1978 Amtadmeat. Subacc. (b). Pub.L.  sions of sections 503(b) and 510 of the Communi-
95-234 substituted "Except as provided In section cations Act of 19)4 (section 503(b) and 510 of thb
224 of this title and subject” for "Subjert" title), aa In effect on such date of enactment [Feb.

E/Tsctita Data of 19*4 Amendment. Amend- 21, 1978], shall continue to constitute the applica-
ment by Pub.!.. 98-549 lo ukc effect 60 days after ble taw with the respect to any act or omission
Oct V). 1984. escept where otherwise esprmly which occurs rrior to such thirtieth day "

11 telegraphs; ;telephones,etc.

LttfaUtlr* Hinteey. FOr legislative history and
purpose of Pub.L 93-234, see 1971 U.5.Code
Cong, and Adra.News, p. 109. Sec, also, Pub.L
98-549, 1984 U-S. Code Cong and Adm. News,
p. 4653.

Coda Of Federal Regalatiooa
Access charges, see 47 CFR 69.1 et seq.
Amateur radio services, see 47 CFR 97,1 et seq.
Aviation servicei, see 47 CFR 87.1 et seq.
Cable television service, are 47 CFR 76.1 cl seq.
Commission organization—Delegation of au-
thority, see 47 CFR 0.201 et seq.
Disaster communications service, see 47 CFR
99.1 et seq.
Extension of lines and discontinuance of servic-
es by carriers, see 47 CFR 63.01 et seq.
Public mobile radio services, see 47 CFR 22.0 et

seq.
Radio broadcast services, see 47 CFR 73.1 el
seq.
Safety and special radio services, sec 47 CFR
81.1 et seq.

Stations on shipboard in maritime servicei, sec
47 CFR 83.1 et seq.

Law Review Commentaries
Obscenity, indecency and the excitable boy: Is
pay cable different? | Cooley L.Rev. 391 (1983).

Library Refertwees
Telecommunications *=>144, 382.
CJ.S. Telegraphs, Telephones. Radio, and Tele-
vision ft} 74 et seq., 298. 316.

Notes ol Decisions

Antitrust regulations 13

Carrier status 14

Community antenna television systems 12
Interconnecting facilities for teletltlon It
Interstate character 15

latrastitc service 13a

Mootseas 17

Review i

Rules and regulations 19

Standing 18

1. Construction

Words "charges.” “classifications,” and “prac-
tices,” as used in section of Communications Act
which provides that nothing in thb chapter shall
be construed lo apply or give Federal Communi-
ration Commission jurisdiction with respect to
charges, classifications, and practices for or in
connection with inlraslste communication service
were not intended to refer only lo “customer
chsrges" for specific services, but nther, those
words are terms of art that are to be interpreted
by reference to trade to which they apply, and
thus, embrace depreciation. Louisiana Public Ser-
vice COm'n v. F.CC., 1986, 106 S Cl. 1890. 90
L.Ed-2d 369.

Nothing in provision of thb chapter that the
provisions of thb chspter are applicable to “all
Interstate and foreign communication by wire or
radio”, and in surrounding language, or in hutory
or purposm of thb cl spter limits authority of
Commusion lo those act rities and forms of com-
munication that are specilrally described by thb
chapter's other provisions. US v Southwestern

47 $162

Not* S
Cable Co, Cal. 1961,18 S.Cl. 1994, 391 U.S. 157,
20 LEd 2d 1001.

Commission pay cable television rules prohibit-
ing pay exhibition of feature films more than three
but less than ten yean old, specific iporls events
shown on broadcast television within previous five
years, more than minimum number of nonspecific
sports events which had not been broadcast in any
of the five preceding years, and all scries pro-
grams, and which prohibited commercial advertis-
ing in conjunction with pay exhibition program-
ming and limited overall number of hours of pay
operations which could be devoted of sports and
feature films to 90 percent of total pay operations,
were not authorized under Ibis section. Home
Bos Office, Inc. v. F.C C, 1977. 567 F.2d 9. 185
U.S App DC. 142, certiorari denied 98 SCt. IlI,
434 U S. 829, 54 LEd 2d 89.

Although agency is entitled to great deference
in the construction of its own statute, that adage
is not a license to construe statutory language in
any manner whatever, to conjure up powers with
no clear antecedents in statute or judicial con-
struction. or lo ignore explicit statutory limita-
tions on the agency's authority. National Ass'n
of Regulalory Utility Com'ra v. F.C C, 1976, 53)
F.2d 601. 174 U.S App.D.C. 374.

Where complaint did not allege interstate and
foreign communication by radio or interstate and
foreign transmission of energy by radio or inter-
state and foreign communication by wire, subject
signal system test facility * as outside scope of this
chapter and there was no requirement for prior
authorization of facility by Commission. State
Committee to Stop Sanguine v. Laird. DC Wits
1970. 317 F.Supp. 664

2. Law governing

Questions concerning duties, charges and liabili-
ties of telegraph n telephone companies with
respect to interstate communications cervices ire
lo be governed solely by federal law. and stales
are precluded from acting in such area. Ivy
Broadcasting Co. v American Tel A Tel. Co.
C.A N.Y.1968, 391 F.2d 486

3. State statutes

Oklahoma ban upon advertising of alcoholic
beverages was in conflict with specific federal
regulations including the Federal Communirations
Commission's so called "muil-carry” rules. Com-
mission regulations prohibiting deletion or altera-
tion of any portion of out-of-stste television
broadcast signals, including commercial advertis-
ing. and Commission's policy thsl stale regulation
of "pay cable" services is completely precluded by
this title. Capital Cities Cable. Inc v. Crisp,
Okl 1984. 104 SCt 2694

While this section excluding from federal juns-
diction matters for or in connection with inlra-
stste communication service depnvti Commission
of power over local services, facilities and disputes
that in their nature and effect are separable from
and do not substantially affect interstate commu-
nications, this lection does not unction any stale
regulation, formally restrictive only of inlraslste
communication, that in effect encroaches substan-
tially upon Commission™ authority lo regulate
matters for or in connection with interstate com-
munication serv'ge7 >§qurt Rico Tel Co v

[cr.call 1
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Before the
FEDERAL COMMUNICATIONS COMMISSION FCC 87J-1
Washington, D.C. 20524

la the Hetter of

Amendment of Pert 67 of the CC Docket No. 80-286

Commie eion"s Rules end

)
)
MTS end WATS Merket Structure ) CC Docket No, 78-72
)
)
)
Establishment of e Joint Boerd )

RECOMMENDED DECISION AND ORDER
Adopted: Herch 12, 1987; Releesed: March 31, 1987

By the Federel-Stete Joint Boerd:

I . Introduction

1. Pursuent to Che request of the Federel Communications
Commission (Commission) in its Further Notice of Proposed Rulemeking
(Further Notice). ue present our recommendations concerning the effects of
the initial implementation of (1) subscriber line charges (or SLCs), (2) the
federel lifeline assistance program, and (3) the current high cost
assistance measures on the primary goals of the access charge proceeding and
interexchai.ge competition. Preserving universal service, promoting economic
efficiency, eliminating service pricing discrimination, and deterring
uneconomic bypass are the four longstanding goals identified in this
proceeding.2 We also present our recommendations for further action the
Commission should cake to achieve these goals. As a part of this proposal
for further action, ue also make certain recommendations regarding

1 Further Notice of Proposed Rulemaking, MTS and WATS Harket Structure
and Amendment of Part 67 of the Commission®"s Rules, CC Docket Nos. 78-72 and
80-286, FCC 86-305 (released July 2, 1986); summarised at 51 Fed. Reg.
27,426 (1986).

2 In that proceeding, the Commission also stated Chat the access charge
plan "represented an effort to preserve an opportunity for fair competition
during a transition period in which (it] and the industry work to eliminate
existing 1inequalities in interconnection options offered interexchange
carriers.”™ First Reconsideration Order, infra note 4, at para. 3.



remain at $3.50 ia a significant change from the Commission®s original plan
to recover alLl interstate NTS costs from end users.

5. In addition, ue recommend that the current federal lifeline
assistance program continue as established and that the matching.federal
benefits increase with the recommended increase in SLCs. We also recommend
that the Commission implement an additional Lifeline program --that will
provide assistance to offset the costs .of initial connection to the
telephone network for low income households nor.- presently on the network.
Specifically, ue recommend a two-part program: first, federal assistance
sufficient to pay one-half of the charges, up to $30.00,. assessed for
commencing service would be provided to qualifying subscribers; and second,
where a local exchange carrier offers a deferred payment plan for service
commencement charges and it does not assess the subscriber any interest,
federal assistance will be available to that LEC to cover the interest costs
on an amount up to $200.00. We believe that this additional lifeline
assistance program will provide an opportunity for those 5 million low
income households currently without telephone service to obtain that

service.

6. Further, we recommend that the Commission retarget the present
formula for high cost assistance to direct more assistance to smaller and
medium-sized LECs. Finally, we recommend that the Commission modify its
currenc mandatory pooling requirements to implement a revised pooling system
that retains the benefits of the present system while permitting LECs needed
flexibility.

7. We believe that the overall effect of the recommendations
presented herein achieves a proper balance among the goals of this
proceeding. Our recommendation to increase SLCs will provide additional
economic efficiency gain"s and further mitigate bypass. In addition, the
limited increase in SLCs allows for the introduction of needed -changes in
the mandatory common line pool by reducing the disparity among carrier
common line (or CCL) rates that could cause undue pressure to deaverage
interstate coll races. At the same time that we are recommending these
measures to increase network efficiency, we propose changes in the high cost
and lifeline assistance programs that will promote our universal service
goal, by further protecting and benefiting small local high cost exchange
carriers in maintaining reasonable races, and assisting low income customers
both in initially connecting to the network and in affording the SLCs and
local service charges.

8. In order to ensure chat our proposals achieve the desired
results, we recommend an expanded monitoring effort by the Commission and
the Joint Board. We recommend that this comprehensive monitoring proposal,
which will involve frequent reports to Congress and state regulatory bodies,
be described in detail in a Recommended Decision and Order to follow.
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Before the
FEDERAL COKHUMICATIONS COWCSSI01 FCC 87J-1
Washington, D.C. 20554

In the Katter of )

)
HIS and WATS Market Structure ) CC Docket Ho. 78-72
Amendment of Part 67 of the CC Docket Ho. 80-286

Commit lion"s Rules and
Establishment of a Joint Board

REOOHMEHDED DECISION AHD ORDER
Adopted: March 12, 1987; Released: March zIl, 1987
By the Federal-State Joint Board:
I . Introduction

1. Pursuant to Che request of the Federal Communicatio
Commission (Commission) in its Further Hocice of Proposed Rulemaking
(Further Notice).* we present our recommendations concerning the effects of
the initial, implementation of (1) subscriber line charges (or SLCs), (2) the
federal lifeline assistance program, and (3) the current high cost
assistance measures on the primary goals of the access charge proceeding and
interexchange competition. Preserving universal service, promoting economic
e.ficienc7 , eliminating service pricing discrimination, and deterring
uneconomic bypass are the four longstanding goals 1identified in this
proceeding.” We also present our recommendations for further action the
Commission should take to achieve these goals. As a part of this proposal
for further action, we also make certain recommendations regarding

1 Further Notice of Proposed Rulemaking, MTS and WATS Market Structure
and Amendment of Part 67 of the Commission®s Rules, CC Docket Nos. 78-72 and
80-286, FCC 86-305 (released July 2, 1986); summarized at 51 Fed. Reg.
27,426 (1986).

2 In that proceeding, the Commission also stated that the access charge
plan "represented an effort to preserve an opportunity for fair competition
during a transition period in which [it] and the industry work to eliminate
existing inequalities in interconnection options offered interexchange
carriers." First Reconsideration Order, infra note 4, at para. 3.
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modifications Co the federal mandatory pool for carrier common line coats.
I1. Overview of Recommendationa

2. In-aupporting Che implemenCaCion of liaicad aubacriber Line
chargea along wich low income and high coac aaaiatanca measures two yeara
ago, we recognired that our recommendaciona were a cauCioua acep 1in
addreaaing Che problema inherent in Che existing non-traffic aenaitive (NTS)
coac recovery mechaniaaa. We acaced ac that time-that we would carefully
evaluate Che effecca of these recommendaciona before proceeding wich any
further changes. The Commission®s Further Nocice initiated. Che
reexamination of these three issues and asked for recommendaciona in a
unified package for further action in Chese areas. Aa several oucacanding
pet"tions raised questions regarding possible modifications Co Che mandatory
common line pooling system, Che Commission also requested recommendations
for future action in this related area.

3. In. summary, we find that the interim measures we proposed and
the Commission adopted in 1984 have furthered Che four goals of this
proceeding. We further find that certain additional steps are warranted
at this time. In response to the Commission"s request for proposed
modifications to its current SLCs, we now recommend a permanent solution
to Che issue of the proper approach to the recovery of interstate NTS loop
costs. We recommend Chat the Commission increase Che current SLC to $2.60
on June 1, 1987, $3.20 on September 1, 1988, and $3.30 on April 1, 1989,
or Che amount wich which the local exchange carriers (or LECs) will recover
their full interstate NTS loop costs, whichever is less.3 Prior Co any
increases in 1988 and 1989, we- recommend that Che members of the Joint Board
and the Commission conduct a 90-day study and review of the impact of SLCs
to dace. We recommend that the Commission report to Congress and state
regulators on the results of chese reviews.

4. Maintaining SLCs at the $3.30 cap will assure that
incerexchange carriers (or IXCs) continue to pay, ona nationwide basis,
an appropriate portion of NTS loop costs. In conjunction with this action,
we recommend that the Commission ensure that all of the cost savings
resulting from this final implementation of SLCs be flowed through to
customers in the form of lower interstate Coll rates. We note that in this
Order we do not reconmend chat the Commission adopt in coco any of the plans
presented by parties in Che record. Moreover, our recommendation that SLCs

3 We also recoosnend that the flat-rate charge for embedded Centrex lines
be Increased to $4.00 on June 1, 1987, to $3.00 on September 1, 1988, and to
$6.00 on April 1, 1989, or the multi-line business subscriber line charge,
which recovers the LEC"s full interstate NTS loop costs, whichever is less.



remain aC $3.50 ia a significant change from the Commission®s original plLan
to recover all interstate HTS costs from end users.

5. In addition, we recommend that the current federalL lifeline
assistance program continue as established and that the matching federal
benefits increase with the recommended increase in SLCs. Ue also recommend
that the Commission implement an additional lifeline program, that will
provide assistance to offset the costs .of initial connection to the
telephone network for low income households nor.- presently on the network.
Specifically, we recommend a two-part program: first, federal assistance
sufficient to pay one-half of the charges, up to $30.00, assessed for
commencing service would be provided to qualifying subscribers; and second,
vhere a local exchange carrier offers a deferred payment plan for service
commencement charges and it does not assess the subscriber any interest,
federal assistance will be available to that LEC to cover the interest costs
on an amount up to $200.00. Ue believe that this additional lifeline
assistance program will provide an opportunity for those S million low
income households currently without telephone service to obtain that

service.

6. Further, we recommend that the Commission retarget the present
formula for h*gh cost assistance to direct more assistance to smaller and
medium-sized LECs. Finally, we recommend that the Commission modify its
current mandatory pooling requirements to implement a revised pooling system
that retains the benefits of the present system while permitting LECs needed
flexibility.

7. Ue believe that the overall effect of the recommendations
presented herein achieves a proper balance among the goals of this
proceeding. Our recommendation to increase SLCs will provide additional
economic efficiency gain"s and further mitigate bypass. In addition, the
limited increase in SLCs allows for the introduction of needed changes in
the mandatory common line pool by .reducing the disparity among carrier
common line (or CCL) rates that could causa undue pressure to deaverage
interstate toll rates. At the same time that we are recommending these
measures to increase network efficiency, we propose changes in chehigh cost
and lifeline assistance programs that will promote our universal service
goal, by further protecting and benefiting small local high cost exchange
carriers in maintaining reasonable rates, and assisting low income customers
both in initially connecting to the network and in affording the SLCs and

local service charges.

8. In order to ensure that our proposals achieve the desired
results, it recommend an expanded monitoring effort by the Commission and
the Joint Board. Ue recommend chat this comprehensive monitoring proposal,
which will involve frequent reports to Congress and state regulatory bodies,
be described in detail in a Recommended Decision and Order to follow.
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I11. Background

9. In a series of reconsideration orders in CC Docket No. 78-72,
the Commission reviewed and revised aspects of-its access charge plan
adopced in the Access Charge Order.® An important aspect of the access
charge plan provided that a major portion of the local loop costs allocated
to the interstate jurisdiction would be recovered directly from telephone
subscribers through monthly flat-rate charges,5 and found that such fixed
charges would achieve the primary goals of the access charge proceeding.

10. In the Second Reconsideration Order, the Commission deferred
the implementation of the residential and single-line business subscriber
line charges uncil 1985 pending the completion of a number of proceedings.&

4 The Acces s Charge Order established a system of tariffed access
charges through which local exchange carriers recover most of their costs
assigned to the incerstace jurisdiction through the separations process.
Third Report and Order, HTS and WATS Market Structure, CC Docket No. 78-72,
93 FCC 2d 241 (1983) (hereinafter the Access Charge Order), modified on
recons ideration. 97 FCC 2d 682 (1983) (hereinafter First Reconsideration
Order), modified on reconsideration. 97 FCC 834 (lgSA~htereinafter Second
Recons iderac ion Order), aff*d in principal part *ana demanded in part,
Nat ional Ass *n of Regulatory Utility Comm"rs v. FCC,.737T.2d 1095 ( D.C.
Cir. 1984), eert”™ denied. 105 S. Ct. 1224, 1225 (1985) ,*mod ified on
further reconsideration, 99 FCC 2d 708 (1984), 101 FCC 2d 1222 (1985), aff'd
on further reconsideracion, 102 FCC 2d 849 (1985), petitions for review
pending, People of California v. FCC, No. 84-1124 (D.C. Cir., petition filed
April 2, 1984), and AT&T v. FCC, No. 84-1148 (D.C. Cir., petition filed
April 16, 1984).

5 The Commission®s initial decision provided that a substantial portion
of fixed exchange plant costs Chat are assigned to interstate services
should ultimately be recovered through flat-rate per line charges that are
assessed upon end users. However, it also noted the possible disrupcive
effects of immediate flat-rate charges for the entire end user portion and
therefore provided that in 1984, the first year of the plan, LECs would
nave to charge a minimum flat fee of $2.00 per line per month for
residential subscribers and $4.00 per line per month for business
subscribers. The plan further provided a five-year transition period for
recovery of all interstate NTS loop costs from end users except for high
cost assistance, customer premises equipment (CPE), and inside wire
costs, which would be recovered from the pooled CCL charges. See generally
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These proceedings included en examination of Che SLCs end Che Crensicion
mechanism for iapleoencing them, possible assucance programs for low income
households, and assiscance measures for subscribers in high cose scudy
areas.7 Pursuant to Che decision Co examine Chese issues, Che Commission
issued a Further Notice of Proposed Rulemaking in which it requested
recommendations from this Federal-State Joint Board (Joint Board) regarding
Che., implementation of residential and single-line business SLCs, possible
exemptions or targeted assistance for low-income subscribers, and more
effective mechanisms to meet the needs of high cost telephone LECs for
additional assistance.3

11. In November 1984, ve issued our recommendations on ti
various issues referred to us.” In our Recommended Decision, we
formulated a three-part plan* First, ve recommended that limited
residential and single-line business SLCs of $1.00 per line per month be
implemented in June 198S, to be increased to $2.00 per line per month in
June 1986.J-0 Second, we recommended a two-phase program for assiscance to

Access Charge Order note 4, at paras. 124-49.

6 In Che First Recon sideration Order, the Commission provided that
initial subscriber line charges of $2.00 per month for residential and
single-line customers would be implemented in 1984, with SLCs increasing to
a $3.00 cap in 1985 and a $4.00 in 1986, where the charge would remain
through 1989. The plan also established subscriber line charges for
multi-line business customers equal to $6.00 per month or the full
interstate allocation of NTS loop costs for the study area involved. In the
Second Reconsideratian Order. however, the Commission did not defer the
implementation of multi-line business SLCs, finding Chat the charges would
not be so burdensome as to cause businesses to forego telephone service.
These charges became effective in May 1984. See generally Recommended
Decision, infra note 9, at paras. 5-12.

7 The other proceedings that the Commission initiated in the Second
Recon side rat ion Order were: (1) a further 1inquiry into the effects on
universal service of SLCs and federal decisions in general; and (2) a
further 1inquiry to compile more detailed data on the extent and nature of
bypass of the telephone network. All of the proceedings were completed in
1985. See Further Notice, supra note 1, at para. 3.

8 Further Notice cf Proposed Rulemaking, MTS and WATS Market Structure
and Amendment of Part 67 of Che Commission®s Rules, CC Docket Nos. 78-72 and
80-286, 49 Fed. Reg. 18,318 (1984).

9 Recommended Decision and Order, MTS and WATS Market Structure and
Amendment of Part 67 of the Commission®s Rules, CC Docket Nos. 78-72 and
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low incoat households. We established guidelines for a limited federal
lifeline program, which-provided a 501 reduction in the SLC for customers
qualifying under a state-established lifeline program that was means-tested
and subject to verification. We also recommended an expedited study to
establish broader Lifeline measures to assist low income
households.11 -Third, .we recommended retargeting the federal high cost
assistance measures to provide additional assistance to telephone
subscribers served by LECs with fewer than 50,000 access lines and chose
wich particularly high NTS loop coats.12 We recommended that SLCs remain at

80-286, 49 Fed. Reg. 48,325 (1984) (hereinafter Recommended Decision).

10 We also recommended that some flexibilit, be given to the LECs in the
form of optional alternative tariff provisions to recover carrier common
line costs in order to combat localised bypass problems. We further
recommended that the Commission and Joint Board staff work closely wich
interested state public utility commissions to explore more comprehensive
experimental cariffs for recovery of interstate NTS costs. See Recommended
Decision, supra note 9, and Hcmorandum Opinion and Order, MIS and WATS
Harket Structure and Amendment to Parc 6J of Che Commission's Rules, CC
Docket Nos. 78-72 and 80-286, 50 Fed. Reg. 13,028 (1985)(order
establishing the procedures for filing optional alternative and experimental
tariffs). Experimental Cariffs were filed by Che Plorida Public Service
Commission (Florida) on November 9, 1984, the Rochester Telephone Company
(Rochester) on January 16, 1986, and the Illinois local exchange carriers
(ILECs), on December 30, 1986. In June 1985, we found that the Florida
plan, as Chen structured, would impose additional cost burdens on telephone
subscribers in other states and recommended that Florida revise its plan.
Recommended Decision and Order, MIS and WATS Market Structure and Amendment
of Part 67 of Che Commission's Rules, CC Docket Nos. 78-72 and 80-236, FCC
Mimeo No. 5328 (released June 25, 1985). The Rochester and ILEC petitions
will be discussed in this proceeding. See infra note 77.

11 Pursuant to Chat study, we recommended broader lifeline measures chat
provided for federal benefits, which match state assiscance, up to the full
amount of the SLC, provided Che state has a lifeline program chat has been
certified as meeting our general requirements that eligibility for such
programs be means-tested and subject to verification. Our recommendations
were adopted by the Commission in December 1985. Recommended Decision and
Order, MTS and WATS Harket Structure and Amendment of Part 67 of the
Commission's Rules, OCC Docket Nos. 78-72 and 80-286, 50 Fed. Reg. 52,964
(1985); Decision and. Order, MIS and WATS Market Structure and Amendment to
Parc 67 of the Cosmsission's Rules, CC Docket Nos. 78-72 and 80-286, 51 Fed.
Reg. 1371 (1986) (hereinafter lifeline Order), aff'd on recon.. 1 FCC Red
436 (1986) (hereinafter Lifeline Reconsideracion Order).



92.00 until the completion of e further Joint Boerd proceeding to examine
the effect of SLCs on rniversai service, economic efficiency, incerexchenge
competition, end bypaas.13 With e few minor changes end clarifications, the
Commission edopted our recommendations.”

12. On July 2, 1986, the Coaimiesion issued its Further Notice
asking this Joint Boerd to examine the effects of (1) SLCs, (2) the federel
lifeline assiscance progrea, end (3) Che present aeesures to essist high
cost telephone coapenies, on the primary goels of Che access charge
proceeding end incerexchenge competition. The Commission recognized that
this Joint Board's previous recommendation on chese issues involved
integrated aeesures adopted to advance the four primary goels of the access
charge proceeding and incerexchenge competition. It stated that the lifeline
program and high cost assistance measures were integral parts of a cohesive
package, and therefore aust also be examined as part of the review of SLCs.
In addition, the Coaaission requested our recommendations on possible
modifications to the current provisions for mandatory nationwide pooling of
common line costs and rsvcnucs.13

12 lilgh cost assiscance measures contained in Part 67 of the Commission's
rules allocate an additional percentage of NTS loop costs to the interstate
jurisdiction for LECs with higher chan average NTS loop coses. 47 C.F.&. 8§
67.631 (1986). These measures are designed to reduce the incrascaee cost
allocation and keep local service races lover chan they otherwise would be.
See Recommended Decision, supra note 9, at paras. 46-73. These measures
are also described aa the Uigh Cost Factor or the Universal Service Factor
in the Commission's rules, but are more commonly referred to as the high
cost fund or universal service fund in Joint Board and Commission decisions.
See 47 C.F.R. 88 67.601 and 69.301(a) (1986). For additional discussion on
high cost assiscance see Further Notice, supra note 1, at para. 8.

13 Recommended Decision, supra note 9, at para. 2.

14 Decision and Order, NTS and VATS Market Structure and Amendment of Parc
67 of Che Commission's Rules, CC Docket Nos. 78-72 and 80-286, 30 Fed. Reg.
939 (1983) (hereinafter Subscriber Line Charge Order).

13 The Commission has prescribed a nationwide mandatory pool for the
interstate allocation of common line costs. See Access Charge Order, supra
note 4, at 328; and infra paras* 112-116. Pursuant to Commission Rules,
the recovery of the interstate portion of NTS loop costs is administered by
the National Exchange Carrier Association (NECA). These rules also provide
that chese costs are assigned to the "common line element" and are recovered
in part from end users through SLCs and in part from interexchange carriers
through nationally uniform, per minute CCL charges. See 47 C.F.R. 8§88
69.601-69.610 (1966). The CCL charge is the per minute ch*rne p*id by



13. In seeking public comment for our consideration of chese
issues, the Further No-ice requested discussion on whether the original
three-part plan presented in our recommendations has furthered the primary
goals of this proceeding and what further steps, if any, should be taken
to achieve chese goals. Specifically, it asked for comments on: (1) whether
the SLCs should be increased (and if so, to what level and on vhat
schedule), modified in some fashion, or remain unchanged at their present
level; (2) whether the federal lifeline program and high cost assiscance
measures presently in place reflect a properly targeted response to the need
for assiscance to low income subscribers and subscribers in high cost areas,
and whether chese programs should be modified, and in what manner; and (3)
what alternatives may be available to the current mandatory pooling
mechanisms used to recover the interstate allocation of NTS exchange costs.
Finally, the Commission requested Chat ve evaluate all of the issues
discussed in the Further Notice. as well as the comments and replies filed
in the record, and prepare recommendations for Commission consideration that
will further achieve the goals described in the Access Charge Order.

IV. Subscriber Line Charges and NTS Cost Recovery
A.  Comment Summary

14. The interexch xt carriers that submitted comments in
response to the Further Notice*” — AT&T, ALC Communications (ALC) and US
Sprint —generally support subscriber line charges and argue that these
charges should be increased. Specifically, the IXCs believe that
implementation of the limited SLC represents a movement to more cost-based
pricing, which has resulted in increased economic efficiency and a decrease
in pricing disparities among services with no adverse effects on universal

service.

15. The IXCs cite several major benefits from the limited SLCs
presently in effect. They argue that in terms of eliminating unreasonable
service pricing discrimination, the movement to SLCs has already allowed
substantial reductions in the CCL rate charged interexchange carriers. This
flat-rate recovery of interstate NTS costs from end users has resulted in a
smaller differential between switched access rates and substitutes, such as
special access. [IXCs assert that the benefits of SLCs are demonstrated
by the substantial increase in total minutes of use (or HOUs) for switched
access service.

interaxchange carriers through which the LECs recover the portion of their
NTS loop costs assigned to the interstate jurisdiction that is not recovered
through the SLCs.
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16. In cerms of «coooaic efficiency benefice, AT&T observes thee
with Che implementation of SLCs, its interstate message coll races have
decreased approximately 20218 for che average cuscoaer, and che nuaber of
AT&T's incerscacc coll aessages has increased by 92* AT&T further states
ehac Che economic efficiency bcnefics chac result froa flac-rate end user
recovery of che incerscace porCion of MIS loop coses extend beyond che
celccoasmnicacions sector. It references a study by che Whareon Econometric
Forecasting Associates which concludes that implementation of SLCs has led
Co an increase of $6 billion in the nation's real Cross Macional Product
(CMP), created 10,000 new jobs, reduced the federal deficit by $1.9 billion,
and decreased overall price levels by .1 2 . Furthermore, AT&T urges Chat it
is necessary co continue increasing che transition to flac-rate subscriber
line charges to increase the use of the network and generace che full range
of societal benefits chat will flow fro* sore econoaic pricing.20

17. AT&T claims chat although some progress has been made in
deterring uneconomic bypass, 702 of che interstate subscriber plant revenue

16 A list of all parties and their abbreviations commencing in this
proceeding is found in Appendix A.

17 According Co AT&T, HECA's midyear 1986 filing reported a 102 increase
in access MOWs between 1984 and 1985. AT&T Comments ac 13.

18 See AT&T Commence at 13. AT&T attributes chis decrease is to che
cranafer, since 1984, of more than $3 billion per year froa.JIC recovery
co subscriber loop recovery, together wich ocher Commission policies chac
have.further reduced CCL races. AT&T races for switched access (HTS and
VATS) services were reduced by 5.62 in 1985 and by another 122 in 1986r each
as pare of che flov-chrough which we recommended wich che implementation of
che $1.00 and $2.00 SLC. AT&T Comments at 16. Additional decreases of 112
for MTS and 52 for WATS chat were noc reflected in che AT&T comments became
effective on January 1, 1987. See infra note 67.

19 Whareon Econometric Forecasting Associates, Pricing Telecommunications
Services: The Impacc on che U.S. Economy of Subscriber Line Charges (1986)
(UharCon Study).

20 AT&T cites Che Wharton Study as demonstrating the full range of
benefits co be gained from implementing a $1 per month subscriber line
increase each year for the next five years, culminating in a $7 dollar SLC
cap in 1991. Wich this further progress in cost-based pricing, AT&T claims
that che implementacion of SLCs over a 5 year phase-in will lead to an
increase of $23.8 billion in che real CMP, create 30,000 new jobs, reduce
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requirement is still being recovered through 1ZC charges. It contends,
along witL. ALC, chat some bypass of Che public switched network is being
averted by subscriber line charges and ocher Commission action, but Chat if
the present uneconomic coll loading continues, the bypass potential will
be significant. .Thus, AT&T concludes chac chis Joint Board and che
Commission must continue to move away from uneconomic toll loading by
increasing SLCs. It views movement to $4.00 by 1988 as an essential next
step in that process. AT&T and ALC see no universal service concerns as a
result of Che pretenc limited JiLCs, citing steady or increasing telephone
penetration levels. AT&T also contends that if problems should develop wich
che implementation of increased SLCs, che Commission has an ongoing
monitoring program and would be able to respond quickly to mitigate them.

18. Vhil* ALC and US Sprint support increased SLCs, they suggest
that SLCs beincreased at a rate of $.50 per line per year in order to
minimize consumer disruption, and to coincide with the completion of equal
access conversions and protect incerexchenge competition.21 MCI states chac
any increase in SLCs must be based on a strong record of economic
efficiency, because, in its view, bypass concerns alone do noc justify an
increase in sics.22

19. The LECs also state chac the implementation of limited SLCs
hasfurthered che primary, goals of this proceeding. Thus, as a group they
strongly support an increase in che level of SLCs. Four major industry
groups are sponsors of the LEG industry-wide Unity 1-A agreement, submitted
as comments in this proceeding,23 md propose in that agreement an increase

che federal deficit by $10.3 billion and decrease overall price levels by
.22.  AT&T Comments at 24.

21 As an alternative proposal, ALC recommends that che Commission
substitute a fixed price differential between premium and nonpremium access
service for che current percentage based differential, in order to reduce
the pressure on the ocher common carriers' (OCCs) operating margins
resulting from lower CCL charges. US ?* Int supports chis alternative
proposal.

22 In MCl's opinion, che Commission's decision requiring chac che price of
WATS access lines be cost-based and that reductions be made to the
originating CCL race have done much to address che bypass problem.
According to MCI, a direct result of chis decision is Co eliminate the
uneconomic loading of MIS costs on WATS usage and wich chat diminish the
incentive for uneconomic bypass of the swicched network. In its reply
comments, MCI critiques che analyses and assumptions of che various bypass
studies submitted by che Bell Operating Companies (BOCs). Sea infra note



in residential and single-line business SLCs to $3.00 in June 1987 and $4.00
in January 1988, or the aaount with which a LEC wiP recover its full study
area interstate MIS loop costu, whichever is less. The agreement also
provides chat LECs may voluntarily raise their SLCs above $4.00, subject to
considerations of universal service objectives and market conditions, and
Chat incerexchenge carriers should pay an "appropriate portion" of
interstate MITS costs. Furthermore, as part of their joinc comments, the
Unity 1-A sponsors propose to increase the subscriber line charge applied to
embedded Centrex lines from the present $3.00 amount to a $4.00 cap in. June
1987 and a $3.00 cap in January 1988.24

20. The LECs arguechat the implementation of $1.00 and $2.00
SLCs has resulted in economic efficiency benefits, citing the significant
reductions in CCL rates that have increased overall demand for interstate

32.

23 The four industry associations that submitted che Unicy 1-A agreement
are che National Rural Telephone Association (NRTA), che National Telephone
Cooperative Association (NTCA), Che Organization for Che Advancement and
Protection of Small Telephone Companies (OPASTCO), and Che United States
Telephone Association (USTA). This agreemenc is an outgrowth of che LEC
1984 Unicy agreemenc, which was submitted for consideration during our
previous examination of'thcsc access charge issues. The Unicy 1-A agreement
was filed in this proceeding on July 23, 1986, and was supplemented by
comments and reply comments by che sponsors.

The sponsors scate chat they represent over 1300 local telephone
companies owning over 992 of all exchange access lines in che country. They
present as the major goals of their agreement: 1) Che broadest connectivity
reasonably attainable; 2) usage charges which will encourage efficient use
of che network; and 3) reduction in the scope and complexity of regulation.
The agreemenc presents a comprehensive approach co che issues raised in che
Further Notice. by advocating not only increases in SLCs, but also revisions
in high cost assistance (discussed infra paras. 73-77) and che preaenc
pooling system (discussed infra paras. 98-101).

Additionally, che Unity 1-A agreement reflects the third goal of its
sponsors by supporting continued use of average schedules as a compensation
mechanism and of an overall interstate rate of return in each jurisdiction
as che most appropriate method to properly protect che rural, high cost,
highly leveraged, REA-funded LECs and all ocher small telephone companies.
It also seeks che reduction or elimination of FCC requirements che sponsors
describe as unnecessary and burdensoae, and separations reform. As these
latter issues are beyood the scope of chis proceeding, they are noc
discussed herein.

2(3/
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switched access services. They also claim thee universal service has noc
been adversely affected by SLCs, contending that nationwide telephone
penetration levels are at their highest point (over 92Z) since
divestiture”™ *nd that there has been no decrease in telephone penetration
levels for low incoae, elderly or rural populations as a result of SLC*.26
Many of the BOC* and independent LECs state in their comments that in their
particular regions the telephone penetration rates have noc decreased” and
in many instances the number of switched access lines has increased.28 la
particular, Southwestern Bell sees no evidence chat che present SLCs have
had a negative impact on universal service. |Its comments include a
disconnect study conducted in Kansas City chat it claims revealed that high
coll bills were more influential on the decision to' disconnect than the cost
of basic local service* Similarly, a Washington state study submitted as an

24 See Joint Comments, Appendix 3 at 3.

25 See Bell Atlantic Comments at 4.

26 Bell Atlantic states thatpenetration rates for theelderly customers
inits service area are in excess of 95Z. Id. at S. In addition, NYNEX

noted a net gain in che number of subscriber lines since June 1, 1985, in
its end offices which serve low income, elderly and rural areas. NYNEX
Comments at 16-17.

27 For example, Bell Atlantic states that there has been no
statistically significant decline in telephone penetration races in any
state it serves. See Bell Atlantic Comments at 5. See also Ameritech
Comments at 4-5; Rochester Comments at 17; Cincinnati Bell Comments at 2-3;
NYNEX Comments at 16-17; Pacific Sell and Nevada Bell Comments at 3; SNET at
2-3; US West Comments at 9.

28  BellSouth reports a 2.2Z increase in che number of households it serves
during the past two and one-half years, while Rochester reports an increase
of 2.1Z in the number of households it serves in just over two years.
BellSouth Comments at 8; Rochester Comments at Exhibit A; see also Centel
Comments at 2; Pacific Bell and Nevada Bell Comments at 3.

LECs also note their ability to maintain low basic racqs. Bell
Atlantic claims that che cost of basic local telephone service remains quite
low and that, as a percentage of household incoae, the price of flat-rate
residential service has actually decreased over che past ten years. It
further notes that even wich a $4.00 subscriber line charge, che cost of
flat-rate residential service would' still represent less chan .SZ of the
average household income. Bell Atlantic Comments at 5-6.
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appendix co US West's comment* found Chat, on average, cuaComera vhoae
service vaa disconnected had Long distance charge* equal Co or in excea* of
cheir bill for local service.T hus, Cheae LEC* conclude chac Co che
excenc chac SLCa have caused and will continue co cause significanc
decreases in che interstate Coll rates, many low income customer* can

benefit.

21. The LEC* alao argue chac implementation of limited SLCa
provided greater incentive for large users-to stay on che necwork and has
chus averted or delayed decisions by chese users co bypass >e switched
network. The LECs assert, however, chac che uneconomic pricing disparities,
if left unchanged, remain at levels sufficient Co force large users co
abandon Che public switched network for economic reasons. Southwestern Bell
acaces chat che existing SLCs have diminished uneconomic bypass incentives,
but submits several studies supporting its conclusion chac significant
bypass incentives remain.30 A number of other BOCs also submitted studies
or data to demonstrate present or future bypass risks, focusing on Che
perceived immediate threat of service bypass,31 as they urge further

The Unity 1-A sponsors note in cheir reply comments chat several
states have recently moved to implement limited subscriber line charges for
incrastate recovery purposes as well. Joint Reply Comments at 13.

29 See infra note 60.

30 Southwestern Bell submitted wich its comments the results of chree
different bypass studies co support its conclusion regarding bypass. First,
using a Location Specific Bypass System (LSBS) model," it found that if all
customers who had the economic incentive adopted the identified bypass
technology after June 1, 1986, Southwestern BelLl would have seen decreased
revenues of $296.7 million. Southwestern Bell Commencs at 17—8 (App. 4).
In its Bypass Adoption Rate Study (BARS), it estimated that about 24.82 of
its total chargeable access minutes would be lost to bypass in 1990, in
spice of a $2.00 SLC and Che changes in access charge rules adopted in che
Commission's decision in CC Docket No. 86-1. It estimated chac che bypass
loss by 1995 would reach 39.72. I<K at 19. In its third study, in which it
employed a Bypass Analysis and Tracking System Data Base (BATS) and
attempted to measure che excenc that bypass is actually occurring in its
certificated service areas, it found that 674 traffic locations met the
threshold of a 40Z decrease in toil minutes of use over Che designated time
period, a figure that Southwestern Bell claims indicates that a location
has pocentiaily bypassed Souchv astern Bell's network. Southwestern Bell
says chat it is supplementing this study with on-site visits and ocher
techniques to corroborate chat che identified locations are in fact
bypassing. It has verified 12 bypass system* in Ksnsas, which it maintains
would, wich full implementation, result in a minimum annual loss of $3.5
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action to reduce CCL rate* by increasing SLCa* Ameritcoh asserts that, vith
the concentration of business in the Chicago loop area and new competitive
fiber optic systems being introduced there, some ?.01 of Illinois Bell's
total revenues are at risk from bypass* BellSouth maintains that under
current rules, the potential loss from bypass in its region is $397 million*.
NYNEX, Pacific Bell, and US West also identify serious bypass concerns for
their areas.32 In addition to their own studies, many of these LECs cite

million in access and intraLATA toll revenues. Southwestern Bell maintains
that bypass by one large user in St. Louis has already reduced its revenues
by $6 million annually. Id. at 19-21.

31 Service bypass involves the migration of customers from switched to
special access services due to uneconomic loading of HTS loop costs on
interstate toll rates. Southwestern Bell contends that service bypass
remains an immediate problem, submitting that orders for high capacity
facilities, which it assumes are being used to carry bypass traffic,
increased 183Z from June 1985 to Hay 1986. It estimates chat changes from
switched to special access facilities by two large Oklahoma companies alone
resulted in an estimated annual revenue loss to the company of $8 million.
Id. at 21. Rochester arsercs that despite reductions in toll rates and
general economic growth, the switched access service usage of its top 10
customers declined by 27.61 during a three-month period in 1986 when
compared wich Cheir usage during the same period in 198S, while at the same
time, Che use of special access facilities by Chese same customers increased
by 47.61. Rochester Commence at 21-23. MCI claims chat Rochester's study
does not consider CCL and toll rate reductions, and thus is not useful. HCI
Reply Comments at 13-14.

32 NYNEX claims chac evidence chat its end offices predominately serving
businesses have' had a lower rate of growth chan residential end offices, and
that there is a lower percentage of growth in originating Chan terminating
minutes, supports the argument that business users are bypassing services to
avoid paying uneconomic switched access charges. NYNEX contends that usage
carried over private lines has grown more rapidlv chan overall usage, and
that if bypass is left unscemmed, che unrecovered cost per subscriber line
per month will be an average of $2.30 - 3.46 in New York and $1.39 - 2.09 in
New England. 'NYNEX Comments at 9-12.

Pacific Bell cites twenty-one specific examples of bypass of its
necwork and maintains that bypass is a growing phenomenon due to
vulnerability in regulated race design, availability of advancing
technologies, and vendor strategies that lock Pacific Ball out of marketing
intraLATA services. Pacific Bell and Nevada Bell Comments at 4-5 and
Attachment C. US West conducted two studies that it maintains demonstrate
chac che current level of end user charges muse be increased to further
reduce the incentives for uneconomic bypass. It states that one study,



a recent report iatued by the United Stetea General Accounting 0£f£ice (GAO)
which concluded that 16-291 of cuatomera bypaaa and aa many aa 532 of the
LECs' cuatomera are conaidering plana to initiate or increaae bypaaa
activities.33

27. CP National, the one LEC that doea not aupport increasing
SLCa at thia time, aaaerta that the’record doea not aupport claims of
uneconomic bypaaa, and propoaea that the Commission maintain the current
SLCa since the perceived benefits of SLCa "have not reached CP National's
service aTeas."34 Shenandoah, while expressing its aupport for the Unicy
1-A agreement's proposal regarding SLCa, also maintains that che agreement's
statement chac incerexchenge carriers should continue paying an "appropriate
portion" of common line costa supports its position that IXCs should pay
a charge baaed either on relative use/interstate subscriber line usage (or
SLU) or a roughly equivalent fixed percentage (9-102) of NTS loop costa.
Shenandoah suggests that chis charge be assessed on a study area basis and
maintains chat for many customers such a charge would permit the capping of
SLCs at .less than $4.00.35

comparing Che number of customer locations for each state in che US West
service region where-the customer has an economic incentive to shift traffic
from switched co special access services, showed that che economic incentive
for bypass would be eliminated wich a full, cost-based SLC. A second study
calculating the cross-over point between switched and special access
services confirmed, in US West's view, chat a reduction in bypass potential
occurs as access prices continue to move in the direction of actual costs.
US West Comments at 29-30.

MCI critiques che bypass studies presented by Che BOCs. It claims
that Ameritech's conclusion regarding the bypass problem in Chicago is
irrelevant since it focuses only on facilities bypass and, in MCl's view,
further implementation of SLCs will noc influence chis type of bypass. MCl
claims that BellSouth fails to explain how it derived its estimate of $397
million in revenue loss* MCl contends chat NYNEX vastly overstates the
bypass problem and Chat in reality the bypass threat is "miniscule” in terms
of che impact on Che end user. MCI faults Pacific Bell's analysis for
misstating the assumed price for special access service, for failing to
compare special access and WATS races, and for overstating Che amount of
traffic each special access line can carry. HCI claims chat Southwestern
Bell's LSBS study erroneously assumes chat switched access service is
homogeneous with,all forms of bypass, and that a customer will chose only
one IXC, Che one in closest proximity to it* MCI Beply Comments'at 2-17.

33 See infra note 76.

34 CP National states chat it serves local areas identified as rural,
many of which have high local exchange races. CP National states chac



23. State public utility commissions (state commissions)
participating in this proceeding express a range of views on the NTS
cost recovery issues. At the outlet, a number of state commissions,
particularly those of California, the District of Columbia, Kansas,
Missouri, and Mew York, raise concerns that this reexamination proceeding is
premature since the subscriber line charge was only increased to $2.00 in
June 1986. They contend that SLCs have not been in effect for u sufficient
time period to determine accurately che .impact that an increase in SLCa
would have on the universal service objective. In addition, some argue chac
there have been several changes in che jurisdictional separations rules,
along with ocher Commission actions aimed at deterring bypass, and chac the
impact chat these changes will have on local races should ae determined
before any increases in SLCa are considered.36

24. In addressing che substance of MTS cost recovery issues, many
state commissions urge that the NTS costs allocated to the interstate
jurisdiction should be recovered through charges co che IXCs as well as
flat-rate charges on end users.37 Hichigan and Missouri suggest that the

although it has an overall annual growth rate of 22 in the number of
subscribers it serves, it also serves particular areas with depressed
penetration levels. CP National Comments at 2.

35 The Unity 1-A sponsors disagree wich Shenandoah's interpretation chat
a SLU-based IXC charge for each study area is consistent with chat
agreemenc , contending that che use of 3LU would noc have che same
"relatively consistent impact"” among che LECs as che Unity 1-A proposal.
Joint Reply Comments at 32.

36 On January 9, 1987, the Colorado Public Utilities Commission filed
eommencs, in which it argued chac any increase in SLCs should be delayed
until further study of an allocation and pricing theory presented in a
report, entitled "Cost-of-Service Methods for Intrastate Jurisdictional
Telephone Services,"” issued by the National Regulatory Research Institute
(NRRI), Report No. MRRI-84-13, in April 1985. Although chese comments were
submitted three months after che close of che pleading cycle and we do noc
want co encourcge such lateness, we will consider them in order co fully
explore all positions on Che issues raised in che Further Notice.

37 On March'4, 1987, che National Association of Regulatory Utility
Commissions filed a resolution in che record, stating chac there should be
no increase in the existing SLCs until one full year of experience and a
study of the impact of che existing charge and any increased charge on
subscribers, and chac incerexchenge carriers should pay a portion of
Che interstate allocation of NTS loop costs based upon a measure of relative
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IXCs should pay an interstate SLU-ba»ed charge, that ia, a charge baaed on
relative inceratate toll aubacriber line usage, with any additional NTS
coata not recovered from IXCa available for recovery through SLCa.38  Some
other atace commissions go further and argue that SLCa ahould be
eliminated.39 Arkansas alao ado-;a the concept of chargea -baaed on relative
interstate uae to IXCa, b- propoaea aore fundamental changea in
juriadictional aeparationa and NTS coat recoverylLike Arkansas,

uae of subscriber linea. Letter from Paul Rodgers, General Counsel,
National Association of Regulatory Utility Commissions, to William J.
Tricarico, Secretary, Federal Communications Commission (Harch 2, 1987).

38 Hichigan maintains chat che present $2.00 SLC brings some low cost
LECs to a point where only a SLU-baaed residual remains to be recovered from
the IXCs. Missouri agrees and further argues chac the Joinc Board
recommendation of November 1984 supports the position chat IXCa should pay,
on a nationwide basis, a charge based on at least a SLU level of NTS costs.
It recommends that before increasing SLCs, the Joinc Board should examine
how close the current policy brings che LECs to a SLU-based IXC charge.

AT&T opposes the concept of a SLU-based charge on IXCs, along wich
a cap on end user, inceratate NTS coat recovery, claiming”thct.chis proposal
amounts to a reversal of che Commission's fundamental posicioh on recovery
of NTS costs through end user charges. AT&T asserts Chat, in any event,
wich a SLC of $4.00 in 1988, the IXCs would still be paying charges which
exceed a SLU-based portion of NTS loop costa. AT&T Reply Comments at
Attachment B.

39 Specifically, Kansas, Texas and Arkansas call for eliminating SLCs.

40 In its comments in chis proceeding, Arkansas Public Utilities
Commiss-‘on (Arkansas) proposes an "experimental unified tariffl for NTS cose
recovery, applicable only to its state. In its reply comments, Arkansas

modifies and expands on this proposal to apply it on a nationwide basis.
In ics revised proposal, Arkansas proposes first that all residential SLCs
be eliminated and that Che money currently recovered through these charges
be allocated to the intraatate jurisdiction and recovered through local
rates in "che most economic and equitable manner." Second, Arkansas
proposes chac the interstate allocator for NTS common line costa be
gradually reduced .from Che 23X basic allocator co a SLU-based allocator on
a study area basis. Under the plan, chose NTS costa remaining in the
interstate jurisdiction would be paid by IXCs. Arkansas also makes ocher
specific proposals regarding che method of recovering chese costs from che
IXCs. Like Arkansas, Texas proposes eliminating che SLC and shifting che
associated NTS costs to che intraatate jurisdiction, thereby allowing che
state commissions to develop the most "equitable and economically efficient"
means of allocating these costa.



California suggest* a jurisdictional separations change to a SLU-based
allocation for the interstate portion of NTS costs, and at che same tine
endorses Shenandoah's proposal*”

25. Pocusing specifically on SLCs and Cheir inpact on universal
service, the District of Columbia, Florida, Kansas and Texas contend that
the Commission cannot rely on data from the U.S. Bureau of the Census
(Census Bureau) to find that penetration rates have not decreased as a
result of implementing SLCs, because ocher factors such as population growth
races or the lifeline program may have been effective in keeping overall
penetration rates at the current levels.- Furthermore, Arkansas, Missouri
and New York also contend that subscriber line charges are similar to local
service races and, aa such, increasing SLCs will increase che cost of access
co the local network and thereby decrease Che number of persons who could
afford telephone service. In particular, New York argues that the
Commission must consider an end user's total monthly bill in order to
evaluate accurately the effect on the end user of increasing SLCs.
California argues chac the impact of subscriber line charges on universal
service must be evaluated in conjunction with other changes causing upward
pressure on local service races such as the phase-out of CPE costs and the
deregulation of billing and collection. Arkansas argues that, wich a

Comments were received only on the initial Arkansas "experimental
unified tariff" proposal. That experimental proposal would recover both
interstate and intrastace costs pursuant to a unified tariff administered by
Che state, chac would be characterized by flat-rate recovery from the IXCs.'
MCI opposes the Arkansas plan because it would shift the r.sks of NTS
investment from LECs to IXCs. It further maintains that che plan imposes
double-charges on IXCs Chat purchase special access by including special
access minutes in che calculation of market share for the apportionment of
switched access NTS cost recovery. MCI alLsa faults che plan for failing
tc provide for some differential race between premium and non-premium
access service. Ad Hoc argues Chat Arkansas failed to explain its proposal
in sufficient detail. Finally, che sponsors of the Unicy 1-A agreement
rebut che contention made by Arkansas that a SLU-based charge co IXCs is
consistent wich that agreement* They explain chat che agreemenc clearly does
not advocate the jurisidictional separations changes required by che
Arkansas plan, and .Chat che use of SLU would noc have che same effect as
che Unicy 1-A proposal. See also supra note 35 and accompanying text.

41 NYNEX cautions that the concept of a SLU or relative-use'-based
recovery of loop costs from the IXCa raises several concerns. First, NYNEX
expresses concern chac because SLU is a usage-sensitive allocator, MIS cost
recovery from che IXCs on a SLU basis could exacerbate uneconomic bypass.
Second, it notes that by merely shifting more of che revenue requirement to
Che intrastace side of che business, the SLU allocator does not necessarily
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penetration rate of only 88Z in ita state, an iacreaae in SLCa will
frustrate univertal service. Pennsylvania and Texas contend that the
typical subscriber who makes few long distance calls does not benefit from
the decreased interstata toll rates that have resulted from the introduction

of SLCs.

m26. In contrast to most other state commissions, Illinois argues
that subscriber line charges should be increased, contending that the
transfer of NTS cost recovery to end users will encourage efficiency,
promote rational economic development, maintain universal service and lead
to a decrease in unnecessary subsidization in the telecommunications
industry. Illinois supports its argument by noting that subscriber
penetration levels for Illinois have remained stable. It states that che
maintenance of large customers on Che public switched network will ensure
Chat all subscribers enjoy che benefics derived through che use of common
facilities.

27. Illinois also cites its concern wich bypass problems in
Chicago as justification for increasing SLCs.62 Other state commissions
maintain Chac little evidence has been presented to establish che existence
of uneconomic bypass or the effect that SLCs have had in combatting it; in
Cheir view, the evidence provided so far has been mostly anecdotal.6” They
maintain chat the costs of imposing higher subscriber Line charges outweigh

solve the uneconomic bypass problem; such action may create upward pressure
on intrastace races and incentives for more bypass.

42 In its reply comments, New Jersey Board of Public Utilities (New
Jersey) also states its concerns wich bypass problems present in its state,
and includes several examples of existing bypass activities. It encloses a
report downgrading New Jersey Bell's bond rating because of che financial
community's concern respecting bypass of New Jersey Bell's network, caused
by .Che mandatory pooling of carrier common line costs.

43 A number of state commissions specifically criticize che bypass
studies and surveys submitted by Che BOCs. California rebuts Pacific Bell's
information on bypass (see supra note 32), claiming chat it does noc
necessarily support a conclusion that SLCs should be increased. It
maintains chac the break-even poinc for bypass could be raised by increasing
special access rates relative to switched access rates, just aa effectively
aa raising SLCs. Kansas faults che bypass studies submitted by Southwestern
Bell (see supra note 30). It argues Chat under the LSBS model, ratepayers
would be paying more in SLCs than the amount saved in decreased bypass.
Furthermore, Kansas submits that the BARS study fails to consider a number
of factors besides rates chat were cited by Southwestern Bell in its

19



che benefit* of avoiding bypaaa revenue losses, chac aCudiea do noc indicate
chaC greacer SLCa are necesaary Co combac bypaaa, and ChaC increaaed SLCa
will increaae "local bypaaa" and furcher erode univeraal aervice. A number
of acace commissions argue chac reduced inceracace coll racea reaulcing from
implemencacion of SLCa have noc helped alleviace bypaaa, becauae faccora
Bi’:Bgarachan Che price of long diacanceaervicea influence che deciaion Co

28. e+ Several conauaier groupa, along wich che Communicaciona
Workers of America (CWA), oppose- increaaing SLCa.45 The OWA and che CFA,
like many of Che acace comaiaaiona, argue chac ic ia premacure co reexamine
SLCa ac Chia time. The Consumers' Counsels and AARP concend chac HTS coaca
should noc be recovered Chrough flat-rate charge* on che end uaer ac all,
buc chac ic ia ulciaacely "fairer" forinceracace cpll uaer* co concinue co

pay all Che NTS cotta.46

29. Moreover, several of cheae coomencera believe chac in che
long run SLCa are likely co have a negative effect on univeraal aervice.
AARFP' concands Chat Che decline in long diacance racea will noc offaec che
addicional subscriber line charges for all users, since, according co ics
data, only 6SZ of all residential telephone users make long diacance calls
and, of chose individuals, few make greater chan $10 in long diacance calls
per oonch. Ocher uaer group* argue Chac the Census daca cannot be relied
upon Co support Cha' proposition chac SLCa have noc had an adverse impacc on
telephone penetration rater.. 1In particular, in Cheir joinc coomenca,

comments. Finally, Kansas maintains chac the BATS study is noc helpful in
chis proceeding, since much of che bypass found by survey-type bypass
studies involves systems ChaC have been in existence for many years.

AA These scace commissions include chose in Arkansas, California, Kansas,
Michigan, and Missouri. They rely primarily on a December 198A Bypass Report
by Che NRRI co support Chis position. Southwestern Bell argues chat che
NRRI Report inaccuracely portrays Che nature and excenc of bypass because
it was conducted in 198A, before AT&T instituted ics Megacom-and Software
Defined Necwork services. |Ic also faulced the reporc for excluding
resellers, who may be che largesc users of Hegacom service.

AS These groups include Che Consumers® Counsels of Georgia, Washington,
and Colorado (Consumers® Counsels), filing joinc comments, and Consumers”
Counsels of Ohio, New York, and che Discricc of Columbia, filing
independently; che United Church of Christ Office of Communicaci ins (UCCOC);
Che Association of American Retired Persons (AARP); che Consume/ Federation
of America (CFA); and Che Nacional Association of State Utility Consumer
Advocaces (NASUCA).
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Consumers' Counsels contend chat Che effect of SLCa on penetration rates for
telephone aervice has been obscured by ocher factors such as an overall
increase in incoae and reduction* in unemployment.

30. Soae of Chase consumer groups also question whether Chere
have been any actual economic efficiency-gains from che implemencation of
SLCa.47 NASUCA and CtfA contend Chat only anecdotal evidence supports che
notion Chat increased SLCa are necesaary.co fight bypass, and chac ocher
devices, such as Capered races, flat-race 1XC charges and contract pricing
would be more effective. Consumer groups generally maintain Chat Chere is
no evidence chac large userj are leaving the- switched necwork due Co che
present level of CCL charges, and also cite the high marketplace performance
of telephone companies in support of Cheir argument chac bypass ia a more
distant problem chan what they term che direcc chreac posed by increased
SLCa. » L)

31. Several ocher user groups” as well as che National
Telecommunications and Information Administration (NTIA), and Che U.S.
Department of Justice (DoJ) argue chac che exiscing SLCs-have increased
consumer welfare aa demonstrated by che decrease in long distance coll racea
and growth in che minutes of us* for switched access services* These
parties generally 'contend chat evidence shows chac telephone penetration
racea have noc decreased and therefore universal service has noc been harmed
by Che implementation of SLCs. DoJ and NTIA, as well as API, supporc further
increases in SLCs in order Co deter bypass. They argue chac Che exiscing
access charge syscem continues co engender uneconomic bypass, and while ic
is difficult to quantify bypass, ic cannoc be ignored as a threat.49

46 The New York Consumer Protection Bureau concurs in this point. The
Ohio Office of Consumer Counsel also recommends che phase-ouc of SLCs, and
Che adoption of a flat-raCe charge for IXCs.

A7 The Consumers' Counsels maintain that che Commission has noc derived
Che marginal coac data concerning MIS loop coses, which ic assercs is
necessary co evaluate whether prices are moving closer to Che marginal cost
of Che produce and, without such data, Che Commission cannot determine
whether chere in face have been any economic efficiency gains wich che
implementation of SLCs.

AS These groups include che American Petroleum Institute (API), Concerned
Cicizans for Universal Service (CCUS), and che International Communications
Association (ICA).

49 Ad Hoc supports increasing SLCs although noc due to bypass concerns,
claiming that Che rhetoric about bypass far exceeds any evidence chac ic has
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B. Discussion

32. In developing chit recommended decision, we have carefully
evaluated che record regarding Che impact of che limiced SLCa presently in
effecc. When we recommended chac che Commission implement only Che $1.00
and $2.00 SLCs. we seated our belief chac chis seep would: substantially
reduce Che extent of pricing discriaiinacion between switched and special
access services; promote economically efficient use of che local telephone
network; and permit significant reductions in che CCL charge, thereby
subarantially reducing the incentive for interexebange carriers and high
volume coll users to bypass che public switched netvork as well as
permitting major reductions in interstate toll rates.30 Moreover, we stated
that the gradual phase-in of SLCs. and in particular our recommendation for
a $2;00 cap on che subscriber line charge pending further study, would guard
against any adverse impact on universal service.3* Ue stated that this
study would be conducted in late 1986.37
RNV 33. Evaluation of the record before us indicates that our earlier
recommendations regarding MIS cost recovery have had the intended effects
and advanced our four nacional goals for chis proceeding. First, we find -«
tlrat che implementation of SLCs has had no adverse effect on univeraal
Telephone service. Data, gathered by the Census Bureau as pace 6f* che
Commission's monitoring plan since November 1983. show chat the overall
nationwide telephone penetration race has increased since the implementation
oftxhe SLCs. In che Census Bureau's most recent release of information, ve
ooce chac che figures for November 1986'indicate that 92.4X of all
households in the U.S. have a telephone in cheir none.33 This figure for

harmed small users and carriers. Ad Hoc and NTIA argue that SLCs should be
increased to $3.00, and then $4.00, on an annual basis, rather chan pursuant
to che schedule proposed in che Unicy 1-A agreement.

50 Recommended Decision, supra note 9, at para. 26. To ensure this Lacter
result we recommended chac che Commission Cake all appropriate seeps co
ensure that the decreases in access coats for IXCs resulting from
implementation of che increased SLCs be flowed chrough co incerstace coll

customers.

51 Id. at para. 27. In our initial recommendation we nocad ChaC our
concern for universal service was prompted by a variety of upward pressures
on local service rates as well as che fact chat SLCs represented a major
change in che mechod of NTS cost recovery.

52 Subscriber Line Charge Order, supra note 14, at para. 5.
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telephone subscribership is the highest reported by .he Census Bureau since
it first began to collect such data «s part of the Current Population Survey
in November 1983, which at that time showed a penetration rate of 91.4X
In addition, the data show that in November 1986 the number of households
with telephone aervice was 83.1 million as compared to 78.4 million in
November 1983. Ac the same time, che number of households without telephone
service declined from 7.4 million to 6.8 million. Subscribership levels
among low income groups have remained stable.” Moreover, Che telephone
penetration rates for Che elderly, i.e.. individuals 60 years old and above,
have remained steady at approximately 93Z, a level above the national
average.

34. These nationwide figures for telephone penetration races are
also supported by studies submitted in response to che Commission's request.
Hany LECs reported in this proceeding an overall increase in cheir
penetration levels or a net gain in the number of subscribership lines in
cheir -service areas.55 in addition, all of the 12 LECs that filed data
on chis issue found that there was no overall decrease in the penetration
levels in cheir service areas and chac chere was no significant subscriber
drop-off in any particular section of cheir service areas.These 12 LECs

53 Telephone Subscribership in the U.S., Industry Analysis Division,
Federal Communications Commission (released January 12, 1987); FCC Public
Notice, Mioeo No. 1472 (January 12, 1987).

54 The Census Bureau's data gathered according to income groups
contradict NASUCA's contention chat telephone penecracion rates actually
have decreased for all income levels except for chose households in the
$50,000 -74,999 income category. See NASUCA Comments ac 3-4. AC Che
outset, che study cited by NASUCA neglected to consider che effect of
inflation on che value of che dollar. To be more accurate, comparison of
penecracion races from different years should account for inflation because
it decreases Che value of che dollar over time; accordingly, it is noc
accurate to compare the 1983 telephone penetration rates for che same dollar
level of income based on che value nf 1983 dollars, wich che 1986 telephone
penetration races for the same dollar income lavel based on che value of
1986 dollars. In addition, if the most recent data for income levels in
November 1986 is accually compared co the November 1983 data, che record
shows that che penetration races for all che Census Bureau's income
categories have remained steady, wich minor fluctuations that are roc
statistically significant.

55 See Comments filed by BellSouth, Cancel, NYNEC, Rochester, and United.
In particular, NYNEX noted a net gain in che number of subscriber lines
since June 1, 198S in its end offices chat serve lou-income, elderly and
rural areas. See NYNEX Comments at 16-17.



serve more chan 901 of chs nation's total local access lines.

33. Savaral parciea, however, contend that it ia too aarly to

fully evaluate the effects of SLCa on univeraal aervice. While ve remain
alert to any potential iapact that SLCa aay have on univeraal aervice, and
outline below a coaprehenaive monitoring plan to track the effect of the
recomaended SLC increases, ve find nothing in Che record that indicates that
subscriber line charges have underained univeraal service. We believe that
sufficient tiae has passed to peraic an initial determination concerning che
effects of che iapleaentation of SLCs on universal service. The release of
che latest Census Bureau figures, shoving nationwide subscribership levels
at an all-time high, confirms the positive trend ve have seen in penetration
levels during the implamentation of SLCs.37

36. Wich careful monitoring and with any interested parties being
allowed to file information on monitoring needs, any future declines in
subscribership levels Chat might occur vill be readily apparent and can be
met with quick regulatory action. Accordingly, ve recommend that che
Commission mandate an open docket and increased monitoring of the effects
of Chese charges by the Joint Board.38

37. With regard to our* universal service analysis in this
proceeding, studies provided in the record indicate that subscribers suy noc
connect initially, or may fail to reconnect, co che telephone network
because of che high cost of commencing service.39 Similarly, che record
contains recent subscriber disconnection studies indicating that a major
reasor subscribers are involuntarily disconnected from, or voluntarily
disconnect from, che telephone network is high coll bills.These studies
do not attribute a subscriber's dec'sion to connect or disconnect from the
telephone network co che implementation of SLCs,01 but indicate instead

36 See Comments filed by Aaeritach, Bell Atlantic, BellSouth, Centel,
Cincinnati Bell, nynEx, Pacific Bell and Nevada Bell, Rochester, SMET,

Southwestern Bell, United, and US West.

37 Several coaaencers contended generally that chis growth trend is
somehow masking subscriber drop-off. We are unable to give credence to chis
argument because it is contrary to che Census Bureau's data and. Che
comaenters have failed to provide evidence of subscriber drop-off.

38 The broader monitoring efforts that we recommend are discussed infra
paras. 136-138.



chac ocher factor* auch as high long distaoca bill* and high connection,
installation and security daposit charga* ara largely raspoasibia for
keeping subscriber*, off tha networx.62 The record before u* indicates that
tha $2.00 SLC has not caused tha subscribership declines that soas observers
anticipated would occur whan the limited SLCs wars initially recoenended.
For tha foregoing reasons, wa conclude that the implementation of limited.
SLCa has noc undermined tha goal of universal service.63
%

38. Second, we find that Che implementation of limited SLCs, by
moving to a more cost-based pricing structure for switched access services,
has produced economic efficiency gains. Specifically, the move coward
recovery of a portion of MIS loop costs through SLCs has reduced switched
access and interstate coll rates, generating substantial increases in
interstate coll carting.ss This increased traffic imposes little or no
additional costs on che telephone necwork and allows recovery of NTS costs
to be spread over a greater number of minutes of use. Since the
implementation of SLCs, CCL charges have decreased by 402.66 a significant

60 See US Vest Comments at Appendix B.3, Che Washington State Utilities
and Transportation Commission Study; and Southwestern Bell Comments at
Appendix 2, che Kansas City Disconnect Study.

61 In fact, a survey conducted by US West of customers in Tucson,
Arizona, and Salt Lake City, Utah, found that a majority of chose
individuals noc connected to che network were using pay telephones for their
calling, and over 202 of them were spending approximately $3.00 or more per
week for telephone service. In addition, this survey found chac chese
individuals were generally willing to pay between $15.00-20.00 on average
for monthly service charges. See US West Reply Comments at Exhibit 7.

62 A recent survey by CFA, AARP, and AT&T supports chis conclusion. See
infra noc* 112. As discussed below, chese studies have prompted us co
recommend responsive action in the form of additional federal lifeline
assistance to offset connection charges. See infra paras. 68-70.

63 As discussed supra para. 11, lifeline assiscance measures are also a
critical element in a balanced effort to achieve universal service.
Moreover, the additional lifeline assistance measures recommended below are
designed to bring the benefits of telephone service to even more
individuals.

64 In the three years prior co the implementation of SLCs, the growth in
switched access minutes averaged 7.62 per year. Since implementation of
these charges in Hay 1984, the growth rate has averaged i0.92 per year.

S5 .



portioQ of Chis decrease is directly attributable to subscriber line
charges.66 In addition, interstate toll rates for the average customer have
decreased approximately 30Z67 in the laat three years.68 This decrease
in interstate rates hct brought a significant increase in demand for
interexchange services.69 The LECs have experienced a concomitant increase

65 Since May 1984 when multi-line business subscriber line charges were
implemented, CCL rates have dropped from 5.24 cents per minute of use co a
current level of 3.14 cents on a weighted basis. With the initial
implementation of the residential and single-line business subscriber line
charge in June 1985, the CCL rate was a uniform 4.33 cents/minute. With che
bifurcation of the CCL rate, Che terminating charge remains at 4.33
cents/minuce, but che originating charge decreased to 3.04 cents/minute in
June 1986, and dropped to 1.55 cents/minute on January 1, 1987. These
reductions are Che result of che implementation of SLCs as well aa che
transition from SPF to 25Z basic allocator, che phase out of inside-wiring
and CPE cost recovery, che change in rate of return regulation and che
changes adopted in OC Docket No. 86-1, which bifurcated che originating and
terminating CCL rates. These reductions have occurred despite certain ocher
regulatory actions during this period chac by themselves would have had Che
effect of increasing the CCL rate (such as che increase in nationwide NTS
loop costs and the special access treatment of VATS closed-end lines in CC
Docket No. 86-1.)

66 Absent the present residential and single-line business, multi-line
business, and embedded Centrex subscriber Line charges, the weighted average
level of che present CCL charge would rise from 3.14 to 4.97 cents per
minute of use, an increase of 58Z.

67 In ics comments, AT&T reports a decrease in interstate coll r»t»s for
an average customer of approximately 20Z. AT&T Comments at 13. He /ever, we
note chat the Commission recently directed AT&T to lower ics MIS rates by an
additional 11Z and ics VATS races by an additional SZ. AT&T Communications,
Mimeo No. 1287 (released December 30, 1986); and FCC News Release, Report
No. CC-180 (released December 30, 1986). Although che Commission did not
direct che ocher interexchange carriers, such aa MCl or US Sprint, to
decrease cheir races, it anticipates chac chese companies will also reduce
Cheir races in response to AT&T's action.

Ve recognise that these race decreases, particularly, che most
recent one, are not solely attributable to che introduction of SLCs, because
ocher separations and access charge changes have been implemented during
chis period, and the rate decreases have occurred in a relatively favorable
economic environment. Nevertheless, it is clear chac SLCs have had a major
impact in bringing down the races charged for interstate coll services.

68 Similar reductions are occuring in intrastace coll races in order co
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in the demand for their aeceae servicei.90 For example, Rochester states
that it has experienced a steady increase in interstate switched us«3e
throughout the 24-month period in which subscriber line charges took
effect.71

39. These decreases in races and increases in usac
substantially increased Che economic efficiency of the nation's
telecommunications network. Moreover, there are indications that the
economic benefits extend beyond the telecommunications sector and benefit
the overall national economy. In particular, the Wharton Itudy finds that
che beneficial effects of the limitod SLCs are not restricted to the
telecommunications industry alone but are transmitted throughout the rest of
the national economy. It concludes that the cumulative effects of the
implementation of SLCs on the U.S. economy already include an increase in
Che real CNP of $6.0 billion (in 1985 dollars); an increase of nearly 10,000
new -jobs;‘a reduction in che federal deficit by $1.9 billion; and a
reduction in overall price levels of about .1X.72 While we recognize Chat

maintain parity wich interstate rates. These concurring reductions are also
benefiting Che* national economy.

69 Since the implementation of subscriber line charges, from 1984 to 1986,
Chere has been a two year growth race of 21.52 percent in the interstate MIS
and WATS (including both open and closed-end WATS) minutes. See Annual 1985
Access Tariff Filing, CC Docket Mo. 186-125, Phase I, MiraeoNo. 3643
(released April 14, 1986). In addition, AT&T reports an increase of over 9Z
in ics number of interstate coll messages from 1985 to 1986, alone. AT&T
Comments at 13. This increased demand for interstate coll calling also has
had a positive effect on che growch of interexchange-competition.

70 NECA's midyear 1986 filing reported a 10Z increase in access minutes
of use between 1984 and 1985. See suora notes 17, 64.

71 In addition, Rochester states chac che average monthly interstate usage
increased from 38.47 million minutes for che seven months in 1984 to 45.01
million in 1985, and to 50.28 million in che first six monchs in 1986.
Rochester Comments at 26. Moreover, Southwestern Bell states chat ics
average interstate usage per switched access line per month has increased
from 132.8 minutes in 1984 to 141.8 minutes in 1986. Southwestern Bell
Commencs at 14.

72 See Wharton Study, supra note 19 and accompanying text. In addition to
Che Wharton Study, a study compleced by Che Commission also concludes chac
ultimately U.S. consumers benefit from reducing prices to businesses
because lower telecommunication costs for businesses result in lower prices
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ic ia very difficult Co quantify che exacc dollar benefits provided by che
implementation of SLCa, the record indicates that the implementation of SLCa
has introduced tangible economic benefits that further the goal of economic

efficiency.

40. Third, ue find that the implementation of SLCs has reduced
the unjust discrimination between che prices for special access and switched
access services. With che introduction of SLCs, locel exchange carriers
have been able to make substantial reductions in CCL charges assessed for
cheir interstate switched access services. This decrease in switched
access charges has decreased che uneconomic differential between the rates
for switched and special access services, thereby providing more subscribers
wich che incentive to remain on Che switched telephone network.

41. Pourth, wich this reduction in discrimination between service
prices, che implementation of SLCs has helped to reduce the threat of
uneconomic bypass. Ue reach chis conclusion because we believe chac service
pricing plays an important role in service selection by large
telecommunications users, including interexchange carriers and resellers.'4
The economic incentives for bypass by high volume users are incontrovercable
when switched access is priced above cost and special access or ocher bypaaa
services are priced at cost. Thus, to Che excenc chat switched access
charges have been more closely aligned wich che relevant costs, we believe

of che products chese businesses provide. Ac the outset, however, it finds
chac Che direct benefits of implementation of che SLCs include price
reductions, an increase in total interstate conversation minutes and reduced
bypass. The study finds that the first $2.00 of SLCs produced an-annual
net benefit to telephone users of about $600 million in 1986. These
benefits are due to the value to consumers of che additional calls made by
them as a result of the decrease in prices. The difference between che
vaLue consumers place on Che stimulated calls and che additional costs
generated by chose calls is net gain to society. Office of Plans and Policy
Staff Study, Federel Communications Commission, Economic Efficiency Benefits
of the Current Subscriber Line Charge (released January 20, 1987).

73 Keeping subscribers on the switched network will ensure efficient use
of che switched network and ease the recovery of HTS costs by increasing
che number of minutes over which chese costs can be spread. It will also

continue the support and recovery of some of the MIS costs assigned to the
interstate jurisdiction. This support ia particularly important in high
cost areas, where it-helps maintain affordable local exchange race levels.

74  Koreover, we are aware chac a significant portion of che interstate
allocation of HTS costs currently continues to be recovered through
usage-based charges on IXCs using switched access services. Currently,
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that large customers have been provided significant incentives co remain on
tha public switched necwork., and uneconomic bypaaa baa been delayed or
averted*

42. Numerous commenters have provided acudiea and commenca which
aupport the concluaion that the exiating SLCa have had.beneficial effecta on
the ahore.-term bypaaa problem. For example, New Jersey and lllinoia
perceive bypaaa aa a significant threat to che viability of cheir switched
message network. 75 in addition, che G40 Bypass Study confirms that bypass
ia a problem in several areas and concludes that 16 co 29Z of large
telephone customers currently bypass the switched network.76 Ue are aware
of the difficulties in quantifying che actual threat of bypass and ics
impact on che public switched necwork. Nevertheless, recognizing che clear
incentives which can steer large users away from che switched necwork, we
believe that the numerous studies end surveys provided in che record
generally support our conclusion that uneconomic bypass is and continues to
be.a threat to the switched network as long as the price of switched access
service remains significantly above economic cost." In fact, a recent
report finds chat H(n]acionvide the installed capacity of non-LEC short-haul,
medium-capacity, point-to-point, transmission alternatives now exceeds the
in-use capacity of equivalent Regional Bell Operating Company (R30C)
services. The non-LEC alternatives are by and large, price-compecitive with
LEc services as currently tariffad«H77

43. For all the reasons listed above, we conclude that che
limited SLCs we recommended in 1984 have advanced the primary goals of chis
proceeding. We here propose a permanent solution to the issue of che proper
method for interstate NTS cost recovery. A key element of chis solution
provides an increase in the maximum limit on nationwide subscriber line
charges by increments of $.60, $.60, and $.30. The SLC cap will '-.crease to

approximately 62Z of che interstate common line revenue requirement is
presently being recovered from IXCs. NECA Filing Application No. 71 (filed

October 23, 1986).

75 Ameritech and Illinois agree chac the bypass threat in the Chicago
area warrants immediate action. NYNEDC and New Jersey make similar arguments
regarding the extent and nature of che bypass risks in their areas.

76 In addition, ic reports chat as many as 53Z of large telecommunications
customers plan to initiate or increase cheir bypass activities in the
future. See United States General Accounting Office, Telephone
Communications: Bypass of the Local Telephone Companies (August
1986)(included as Appendix 1 co Southwestern Bell's Comments). LECs also
provided extensive data demonstrating bypass incentives and detailing
numerous examples of bypass. See supra para. 21*
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$2.60 on June 1, 1987r Co $3.20 on September 1, 1988, and wich a final
increaaa co $3.50 on April 1, 1989.78 Ue also recommend that che Commission
Increase che maximum flac-rate charge on embedded Centrex lines,
coincidencly wich che increase in residential and single-line business SLCs,
to a $4.00 cap on June 1, 1987, a $5.00 cap on September 1, 1988, and a
$6.00 cap on April 1, 1989, or che. full multi-line business subscriber line
charge, whichever is less.??

77 P. Huber, Tha 'Geodesic Network: .1987 Report on Competition in che
Telephone Industry ac 2.23 (January 1987).

78 Ue do noc recommend Che Unicy 1-A proposal, which would increase che
SLC Co $3.00 in. June 1987 and $4.00 in January 1988, and which also provided
for opcional subscriber line charge recovery above $4.00, under certain
condicions, <n a scudy-area basis. Ue believe chat Che benefits of our
recommended revisions Co Che existing mandatory pooling mechanism, discussed
infra paras. 117-135, can be achieved by increasing Che maximum limit on
SLCs whichever is less Co $3.30, and we perceive no need for further
increases beyond chis level. Additionally, the Unity 1-A proposal did not
delineate the circumstances necessary under ics plan for a LEC Co qualify
for che opcional SLC increase above $4.00; we note, however, chat che
experimental tariff procedures which we established in 1984 and 1985, would
encompass such plans.

In addition* we want to cake this opportunity co address two
outstanding pecitions relacing co NTS cose recovery. See supra note 10.
The Rochester petition, which proposed Co implement an experimental plan
Chat would allow it full recovery of ics interstate NTS coses .through a SLC
of approximately $3.54, was referred co Chis Joinc Board for consideration.
MTS and UATS Market Structure and Amendment of Part 67, Order Inviting
Comments, CC Docket Nos. 78-72 and 80-286, Mimeo No. 2738 (released
FebruAry 21, 1986). The ILECs' petitions request authority to implement an
experimental plan that would increase che residential and single-line
business SLC in Illinois co $3.13, and has been referred to chis Joinc
Board. MIS and UATS Market Structure and Amendment of Part 67, CC Docket
Nos. 78-72 and 80-286, Mimeo No. 2235 (released Harch 9, 1987). However,
Rochester in its comments and the ILECs in cheir petitions state chac if we
recommend increasing SLCs up co $4.00, each will withdraw cheir petitions.
Although we believe chac our actions will meat Che objectives of chese
petitions, we do noc balLieve Chat we presently are in a position to dismiss
them. Therefore, we request Chat Rochester and che ILECs file petitions
to withdraw cheir requests to increase SLCs or to update Cheir petitions in
lighc of che recommendations herein. Furthermore, any ocher petitioners
wishing to withdraw proposals considered in this proceeding may do so. See
infra note 146.
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44. In conjunction wich our proposed increases in residential and
single-line busin«sa SLCa, we propoae Chat Che Comaiaaion mandate
development 0of a comprehenmive monitoring plan to be specified in a
Recommended Decision and Order to follow shortly.8° With regard to the
universal service impacts of the subscriber line charge increases we
recommend expansion cf the Commission's present monitoring of telephone
penetration rates. In particular, we anticipate that this enhanced
monitoring program will be better designed to crack the impact of SLCs on
particular population subgroups, such as low incosM households. Moreover,
we recommend chat prior to any SLC increases in 1988 and 1989, Che members
of che Joint Board and Che Commission conduct a 90-day study and review of
the impact of SLCs to date. The Commission should then report to Congress
and state regulators on the results.

45. Ve are taking a balanced and cautious approach by
recommending a gradual phase-in of more modest SLC increases in chis Order.
We are persuaded that the record shows that limited SLCs have noc had an
adverse impact on universal service**! and hava had significant positive

79 The subscriber line charge assessed embedded Centrex lines was
increased on June 1, 1986, from $2.00 to $3.00, or Che full interstate NTS
loop costs, whichever is less. Embedded Centrex lines are chose lines chat
were in service or on order as of July 27, 1983. AIll ocher Centrex lines
have paid the multi-line business subscriber line charge since 1984. The
distinction between new and embedded Ceacrex lines was deemed necessary to
avoid the possibility that customers would abandon Cencrex service for
Private Branch Exchange (PBX) service before the state commissions had an
opportunity to adjust intrastace rate structures to allow Centrex service to
compete effectively with PBXs. See MIS and WATS Market Structure and
Amendment of Part 67 of the Commission's Rules, CC Docket Nos. 78-72 and
80-286, Mimeo No. 139 at paras. 2-17 (released October 8, 1985). Wk believe
that sufficient time has elapsed to allow state regulators to adjust
intraatate rates and therefore recommend thac flat-rate Cencrex charges be
increased to the full multi-line business SLCs. Cur recommendation
regarding increased SLCs for embedded Cencrex lines is similar to that
suggested in the Unity 1-A proposal and since no objections were filed to
Che Unity 1-A proposal to increase the SLC for Chese lines, all concerns
regarding embedded Cencrex pricing appear to have been alleviated.

80 See infra paras. 136-138.

81 What Che record does reveal is that high charges assessed for
commencing telephone service is one key factor keeping subscribers off che
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benefits with regard to the other three goals of this proceeding—bringing
efficiency gains, decreasing service price discrimination and mitigating
of bypass incentives. Moreover, va believe that che concerns that ve
focused on during our consideration of SLCs two years ago do not loon as
large at this time. First, substantial pressures on local service rates
have dropped dramatically in the past few years.82 Second, ve nov have
some experience vith subscriber line charges as a method of NTS cost
recovery. Thus, ve believe chat limited further steps in subscriber line
charge recovery can bring about the same positive effects vith minimal
effects on our universal service goal.

46. Nevertheless, ve are very sensitive to Che position taken by
several parties chat past experience vich SLCs may noc necessarily assure
Che same favorable results in the future.88 It is for Chis reason that

ve are proposing a very gradual schedule for implementation of chese
increases in this charge—more gradual than the schedule developed for the
original subscriber line charge levels. Ve believe that our proposal Co
increase Che maximum charge by tvo' $.60 and one final $.30 increment,
rather chan $1.00 increments, as veil as to spread out che total increase
over a 25 month period, addresses che universal service concerns by
lessening che potential for any possible harm to subscribers that might
result from increased Subscriber line charges.8" Moreover, our recommended

network. To address chis problem, ve are recommending an additional
lifeline assiscance program to offset these charges. See infra paras.
68-70. Furthermore, ve are recommending Chat che benefics under the
subscriber line charge vaiver measures of che exiscing federal lifeline
program increase as SLCs increase.

82 At the end of 1983, state commissions were faced with $6.9 billion in
pending incrastate revenue requests. By che end of 1984, the total value of
pending revenue requests had fallen to $3.7 billion; by December 31, 1983,
che value of pending state rate requests was down to $1.4 billion; and by
December 31, 1986, pending revenue, requests were down co a record low of
$323 million. See News Release, FCC Releases Summary of State Telephone
Rate Cases, Mimeo No. 1367 (released January 20, 1987).

83 Ue note chac several parties express a concern chac che second dollar
of che SLC has only been'in effect since June 1986, and sufficient cime to
fully study its effect may therefore noc have elapsed. While ve recognise
this concern, when we recommended che present limited SLCs in 1984 ve
expressly called for a reexamination of SLCs in 1986.

84 In addition, ve note that ratepayers may berefic from recent changes

in che federal tax lavs, specifically che reduction in che corporate c«x
rate, which should result in substantial decreases in che LECsltotal
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schedule for implementing Chis final phase-in of SLCs for residential and
single-line business subscriber? includes a 90-day study period in advance
of che final Cvo increases. This will ensure effective aooicoring by this
Joinc Board pursuant to our proposed plan, and will permit tiaely
regulatory action in the event of any negative impact on universal service
resulting from our recommendations.

47. While we have specifically addressed the universal service
concerns, we believe that our recommendation for. a core gradual phase-in of
SLC increases will noc sacrifice* future progress we should achieve toward
teaching our ocher, three goals. We view our proposed increase in subscriber
line charges as the linchpin in the integrated approach we are presenting in
Chis Order to resolve all of che issues raised in the Further Notice. -In
particular, the increased SLC will allow for our proposed restructuring of
the existing mandatory common line pooling system, discussed in detail
below, by substantially limiting the disparities between CCL rates.
This enables LECs to leave the mandatory pool without creating undue
pressures to deaverage interstate coll races.ss

48. A number of cocmenters, particularly state commissions,
believe Chat further movement in implementing subscriber line charges may
result in subscribers pdying an undue proportion of NTS costs, with the IXCs
paying less tban their "fair share"™ of che cost burden. The pricing theories
of other commenters and the Commission's original access charge decision
call for a subscriber line charge that would ultimately recover all the
interstate allocation of NTS loop coses from the end user except for high
cost assistance.86

49. We believe that our recommendation regarding NTS cost
recovery strikes a proper balance among all users of che switched network.
Wich our proposal, end users will pay for connection to the network on a
flat-rate basis, chereby achieving che economic benefits of flac-rate
recovery. At the same time, by maintaining SLCs at a $3.30 cap, we will

revenue requirements. State commissions are, of course, free to deal with
the reductions in intrastace revenue requirements in whatever manner they
believe best serves che public. As an option, they may cake chis
opportunity to reduce che basic local service races charged co customers, or
simply create a credit on che customer®s bill, and thereby offset to some
degree any impact of che increases in the SLC.

85 See discussion infra. paras. 117-119. This Joinc Board is concerned
about che potential adverse effects of widespread deaveraging of interstate
coll rates. Thus, we recommend that che Commission continue uniform
nationally averaged HTS and WATS races for the dominant interexchange

carrier.
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enaure continued recovery of a substantial portion of HTS loop costs from
the IXCs on a nationwide basis. Even with full implementation of SLCs in
1989, IXCs will be paying approximately 50Z of the total interstate revenue
requirement for those costs chat are incurred by the exchange carriers
independent of IXC usage of the network.87 As a result, IXCs will noc only
continue to pay fully for those costs they directly cause by using the
network (i.e., traffic-sensitive or directly assignable costs), but they
will also continue to pay a substantial part,, approximately 50 percent of
che interstate allocation, of che fixed costs presently recovered through
Che HECA common line pool.88

50. Additionally, we recommend that che residential and
single-line business SLC in a particular study area be capped at Che same
level as Che multi-line business SLC in that same study area. Furthermore,
ve recommend that LECs use the increased SLC revenues resulting from our
recommendation to reduce their CCL rates according to che following
principles. First, ve recommend Chac the Commission require the LECs to
apply the first $.60 increase to che originating CCL charge, and thus limit
Che bypass threat on the originating end of che call, which is more
susceptible to bypass. Second, with the further increases in SLCs, we
recommend that Che LECs consider the existing special access rates to
determine che level of CCL charges necessary to limit bypass within cheir
particular study areas.

51. Third, we believe that LECs have che responsibility to
maintain some level of CCL charges on che terminating end of calls. Even
wich Che proposed increase in SLCs, most LECs will have a number of costs
chat are not eligible to be recovered through SLC revenues and must
therefore be recovered through CCL races. These costs should include che

86 See supra note 5.

87 These costs include noc ouly HTS local loop costs, but also ocher
costs assigned to interexchange carriers such as CPE phase-ouc, inside wire
phase-out, HECA expenses, certain pay telephone costs, high cost
assistance, and lifeline assiscance funding.

88 . We believe Chat Che substantial costs the IXCs will be paying under
our proposal adequately addresses stated concerns that IXCs pay a fair share
of the interstate revenue requirement. Some comaenters, in particular scate
commissions, suggest that IXCs continue to pay an amount based on a relative
use factor, e.g. a "subscriber line usage" factor, while other commencers,
specifically LECs, suggest that IXCs pay an "appropriate" portion. We
recognize Che concerns that IXCs should continue to pay for use of the local
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revenue requirements for: 1) inside wire, which is in the process of being
phased-out, but still will be part of the revenue requirement paid by the
IXCs until 1993S 2) a portio of CPE, which was not detariffed under the
Commission’s order on dctariffing of CPE; 3) pay telephone, which currently
amounts to over $300 million in interstate revenue requirement and is
expected to grow in the future; and 4) Long Term Support (LTS) and (any
Transitional-Support (TRS)) paid- by those LECs that do not participate in
the HECA coesson line pool.89

52. Pursuant to the pooling changes we recommend herein, all LECa
that opt out of the HECA common line pool will be responsible for LTS
contributions, and some LECs will be responsible for TRS (with TRS
contributions ending in 1994). Ve recommend that the Commission require
LECs to recover their LTS and any TRS contributions through a CCL rate
applied on terminating access minutes. This requirement is designed to
ensure that IXCs will pay reasonable CCL rates on each terminating access

minute.

53. In addition to these revenue requirements, most LECs will
have a residual revenue requirement for their HTS loop costs in a majority
of their study areas that will not be recovered through their SLC
revenues.90 Ve recommend that LECs with residual HTS loop costs, not
recovered through SLCs, also recover these costs primarily through
terminating CCL charges.

54. Pinally, we decline to adopt the suggestions by some state
commissions that jurisdictional separations changes be considered at this

loop, ana we believe that approximately 502 of che interstate revenue
requirement constitutes a significant level of payment and is responsive to
those concerns.

89 See infra paras. 99-100, 124.
90 Based on current estimates, certain study areas will have all cheir

HTS loop costs recovered through the SLC revenues wich a $3.50 SLC in 1989.
If che total interstate revenue requirement for che HTS loop costs increases
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time.91 We recently instituted Che 2SIC interstate basic ellocecion factor
presently in tho second year of an eight-year phase-in. That allocator-was
adopted after careful consideration of a comprehensive record, and ve
believe that'it remains the correct, approach to jurisdictional cost
allocation. Moreover, ve do noc believe that reducing the interstate cost
allocation is* an appropriate response to the question of the proper approach
to HTS cost recovery. Reductions in the interstate allocator will merely
result in increases in intrastace revenue requirements, which may
necessitate a concomitant increase in intrastate races. These increases
could potentially inhibit further progress toward attaining our goals in
chis proceeding and could have particularly harsh effects on rural high cost
areas and many small LECs. In addition, much'of the efficiency gains and
ocher benefits we have experienced so far might be lost vith- such action.

over time and SLCs are not increased beyond 93.50, an even sraller number of
LECs will be in a position to recover all cheir HTS loop costs through their

SLC revenues.

91 These suggestions were presented as an alternative to further
subscriber line charge recovery from end users.
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V. Federal Lifeline Assistance He.saures
A. Comment Summary

m 55. Aaoag Che IXCs, AT&T end US Sprint support che current
federal lifeline aaaiacance program” and believe Chat aaaiacance co low
incoae houaeholda ia an iaporcanc coapleaenc Co aubacriber line chargee.
AT&T aupporce increaaing che Batching federal benefita if SI.Cs are
increased.

56. The individual local exchange carriers had a variety o
reactions co che federal lifeline program. CP National and Uniced Telephone
acace that it ia too early co evaluate the lifeline program. Both NYNEX and
Southwestern Bell support Che exiscing federal lifeline program, noting chat
che availability of low-cost local service options and ocher measures to
assist low income subscribers also worlt co preserve universal service.93
Alternatively, AmeriCech, Rochester, and SHET maincain Chat low-cost
service options in cheir areas obviate che need for any federal lifeline
aaaiacance. AmeriCech states chac federal lifeline assistance is
unnecessary since it ia in its interest Co maincain high subscribership
levels. On <che ocher hand, Puerto Rico Telephcne argues chac che federal
lifeline assiscance program should be expanded and that che Commission's

92 As discussed supra para.. 11, this program consists of a waiver of che
subscriber line charge for qualifying low income honseholds in scates
providing certified matching assiscance.

93 New York Telephone Company provides additional assiscance to ics low
income subscribers wich respect co che installation and maintenance of
telephone service. These provisions include: 1) elimination of che deposit
requiremenc for most new customers including all subscribers receiving
public assiscance; 2) adjusted payment schedules for subscribers wich fixed
incomes chac reflect che subscriber's periodic receipt of income; 3) a
10-monch deferred payment plan for arrears of up co $650; and A) a L2-monch
interest-free deferred payment option for non-recurring service connection
charges. Southwestern Bell, in addition to ics "budget,” "thrift," and
regular measured service options, allows residential customers to spread che
inicial installation charge over a fixed number of months. Additionally, it
does noc require a security deposit based on incerexchenge carrier coll
billing; cuscomers who have paid a debt to an IXC for which Southwestern
Bell provides billing and collection services will not be asked for a
security deposit, even though they may have a history of delinquency, and
customers who are temporarily suspended for non-peymenc are noc asked co
provide security deposits based on IXC billing as a condition for
restoration of service.



universal service goal should be redefined as promoting subscribership
leve?s, noc merely preserving them.

57. The sponsors of che Unicy 1-A agreemenc do noc supporc che
federal lifeline assistance program as it is presently established. The
Unicy 1-A agreemenc states chac lifeline assistance should be established,
where necessary, on a sCate-by-state basis, wich qualifications determined
by appropriate stace organizations. The Unicy. 1-A agreement also provides
Chat funding for lifeline assiscance should be derived from sources ocher
chan telephone services, although ic does noc propose any specific funding
mechanism.

58. Vhile a number of state commissions commencing in chis
proceeding generally supporc continuing che present: federal lifeline
assiscance program,95 * few stace commissions recommend some modifications
Co che.current plan. Hichigan proposes chat federal assiscance, which
matches che- amount of state-provided benefits up co che full amount of che
SLC, be increased wich any additional increases in SLCs. Texas contends
Chac Chere should be- added flexibility in che federal program; che present
federal program would require ic Co conduce administracive proceedings for
each of Che 72. LECs operating in Texas, in addition co obtaining legislative
approval, before ic could qualify for federal funds.96 California maintains
Chac Che federal lifeline assistance program should noc require verification
of subscriber income or ocher eligibility criceria as a prerequisite for
qualifying for Che full federal assiscance. It recommends chac che federal
pro?ram permit che scate lifeline program Co >concain provisions for
self-certification.97

94 Puerto Rico Telephone maintains chac because 75Z of ics population
lives below che poverty level and only 50Z of ics population has telephone
service, ic is unable Co cake advantage of che macching federal lifeline
program since ic would essentially require subsidizing certain low income
households by increasing che charges chac ocher low income families pay.

95 These include commissions in Pennsylvania and Hichigan.

96 Texas notes chat it has approved a discount race for Southwestern Bell
customers, which is noc subject QO any means Cest as required by che federal
lifeline assistance program. Ic argues chac che federal program should be

more flexible and allow for Che development of programs, like chis discount
race, chat ic believes may be beccer suited co achieving che goal of
universal service in particular areas.

97 Pacific Bell supports California's request for elimination of che
verificacion requirements for che federal lifeline assiscance program. In
concrasc, US West contends chac verificacion of eligibility muse be a pare



59. Furthermore, che District of Columbia Argues thst
soon to evaluete the federal lifeline assistance program since it vas only
established in early 1986.98 la late-filed comments to- the Further Notice,
the Vermont Public Service Board (Vermont) presented a proposal that
included a revised federal lifeline assistance fund.99 in deriving its
proposed lifeline fund, Vermont reviewed the Census Bureau's data regarding
telephone penetration and poverty levels, and estimates $75 million as a
reasonable, conservative estimate of the lifeline funding that should be
provided annually by mandatory pooling.*00 The proposal did not specify how

of any certified state lifeline assistance plan. It-argues chat, while
states are allowed to devise whatever social policies their citizens may
approve, they should not be allowed tc pass the costs of those programs onto
citizens of ocher states. Furthermore, US West claims that California has
noc offered facts to support its -conclusion'that there has been no abuse of
the California lifeline program as a result of its provision for
self-certification of income eligibility.

98 The District of Columbia'notes that ics lifeline program was only
implemented in June 1986, and states that it is as yet unable to draw any
conclusions about the effectiveness of ics pL&n.

99 Even though Vermont submitted its consents on October 28, 1986, almost
one month after Che close of che pleading cycle for the Further Hocice. we
will consider che proposals raised in them, since no party will be
prejudiced by such consideration and it will aid us in completing a full
disposition of ail reievanc issues. In ics comments, Vermont proposed that
the mandatory common line pool be dissolved within two yearp and replaced
wich a mandatory contribution for a revised high cost fund, lifeline
assiscance and separations transitions. The high cost fund proposal is
discussed infra para. 82. Regarding Che separations transition element of
its plan, Vermont maintains chac several recent separations changes, which
shift dollars to che intrastace jurisdiction, have been accompanied by
transitions over reasonable time periods. Vermont contends that chese
transitions (e.r.. che revenue needed co fund che transition co the
nationwide 25Z basic allocator was estimated at $1,409 billion in 1985,
declining co $24 million in 1993) should continue to be funded through
mandatory contributions. As the Vermont proposal was Late-filed, no parties
have had an opportunity to comment on it.

100 To arrive at this number, Vermont first estimated chat under che
present federal lifeline assiscance program, che maximum "exposure" would be
$242.7 million per year in reduced CCL charge revenues ($2 per month for
those low income households wich telephones (85Z of 11.9 million low income
households based on Kerch 1985 census figures in 50 states). Ic chen
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chese funds would be collected or distributed.

60. Several consumer groups contend Chat the federal lifeline
assistance'program is not effective.® Specifically, they argue chac the
program does not reach a majority of those who need assiscance. NASUCA thus
concludes that the Commission should focus on maintaining reasonable local
races rather chan on establishing a federal lifeline program. AARP, on the
ocher hand, supports- increasing Che federal-assiscance measures and makes
specific suggestions for additional benefits in such areas as connection
and installation charges, and free local calling, as well as assistance with
che basic local flat-rate service charge. UCOCC also suggests similar goals
and changes to Che Lifeline assiscance program.10* while the CFA argues that
Che Commission must implement a more comprehensive lifeline program, it does
noc offer a specific proposal. However, it does contend that none of the
certified state lifeline assiscance programs offer .any reduction in che high
costs of installation, connection or deposits, which it views as obvioua
barriers to low income subscribership.A”

61. The Ohio Office of Consumer Counsel lecommends that
lifeline assistance be available as a one-time waiver of $2<».00 (and noc
restricted to a monthly waiver) to counterbalance non-recurring service

assumed what it viewed as a more realistic figure for participation in the
lifeline program (IS states including 402 of che U.S. poverty population,
and wich 1/3 of chose states offering only a partial credit (402 of 8S2 of
11.9 million poverty households wich an average credit of $18 per year)} and
arrived at an estimated $72.8 million federal lifeline fund requirement.

101 These groups include AARP, Consumers* Counsels, che District of
Columbia Office of Che People's Counsel, che NASUCA and Che UCCOC.

102  These include: 1) setting an eligibility level at 1232 of che federal
poverty level; 2) allowing for a minimum of 100 calls per month without
added charges in areas with measured or message service; 3) waiving
connection or reconnection fees or allowing deferred payment plans for
chese charges; 4) decreasing rates for pay telephones and allowing incoming
calls on chese phones; 5) providing for advertising of the availability of
the assistance program; and 6) allowing for self-verification of
eligibility.

1
103  Additionally, CFA asserts that two of che certified state programs
offer lifeline assistance only to che elderly, although ic also argues chat
che Commission should allow states to decide for themselves whether any
eligibility requirements beyond self-certification are necessary or
appropriate.



installation charges and cuscoaer deposit requirements. Furthermore, it
suggests that the Cosusission should allov for SLC waiver applications by
individual subscribers sod not just limit them to states or LECs, and that
these waivers .should, not be tied to any matching state assistance.

62. Among user groups and government agencies, Ad Hoc, IGA, and
NTIA support the current federal lifeline assistance program. DQJ suggests
that lifeline assistance should be funded from general tax revenues rather
chan through interstate coll charges. CWA however, spates chac Congress
has already rejected che idea of general public funding for che federal
lifeline cssistance program. .

B. Discussion

63. In lace 1985 we recommended, and the Commission subsequently
adopted, the existing federal lifeline assistance program in order to
preserve universal service and promote subscribership among low income
households."We recommended chis program because subscribership levels
among low income households, while stable, remained below the national
average. Since January 1986, ten states and che District of Columbia have
been certified for full assiscance under che federal program,i®*®and many
more are moving toward'adopting a state lifeline program and requesting
federal certification.

64. In che Further Notice, che .Commission requested an evaluation
of chis program and recommendations for further action. As many of che
certified state plans are just beginning to Cake effect, it is noc possibLe
to draw any final conclusions about che effectiveness of che plans at chis
time. We do believe, however, that chis program is a properly targeted
response to our concerns regarding che general level of subscribership among
low income groups as we proceed wich final implementation of subscriber line
charges. We are confident chat the exiscing federal lifeline assiscance
program will continue to expand wich more low income telephone subscribers
receiving chese lifeline benefits.

104 See supra note 11 and accompanying text.

103 Certified lifeline programs are in operation in Arizona, Arkansas,
Colorado, che District of Columbia, Hawaii, Maryland, North Carolina,
Oregon, Utah, Vermont, and West Virginia. Additionally, both California and
New York have lifeline assistance programs pursuant co che initial federal
subscriber line charge waiver proposed in che Recommended Decision and
adopted in che Subscriber Line Charge Order.
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