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in residential end single-line business SLCs to $3.00 in June 1987 end $4.00
in January 1988, or the saount vith vhich e LCC vill recover ics full study
tree interstate UTS loop costs, vhichever is less, ''he agreemenc also
provides that LCCs may voluntarily raise their SLCs above $4.00, subject Co
considerations of universal service objectives and market conditions,- and
chat interexchange carriers should pay an "appro; riate portion*1 of
incerscace HTS costs. Furthermore, as part of Cheir joinc commencs, Che
Unicy 1-A sponsors propose to increase che subscriber line charge applied to
embedded Centrex lines from the presenc $3.00 amount to a $4.00 cap in. June
1987 and a $3.00 cap in January 1988.

20. The LECs argue that che implementation of $1.00
SLCs has resulted in economic efficiency benefits, citing the significant
reductions in CCL rates Chat have increased o erall demand for interstate

32.

23 The four induscry associacions that submitted che Unicy 1-A agreement
are the Hacional Rural Telephone Associacion (NRTA), che Hacional Telephone
Cooperacive Associacion (NTCA), che Organisation for Che Advancement and
Protection of Small Telephone Companies (OPASTCO), and the United States
Telephone Associacion (USTA). This agreemenc is an outgrovth of che LEC
1984 Unicy agreemenc, vhich vas submitted for consideration during our
previous examination of’cheae access charge issues. The Unicy 1-A agreemenc
vas filed in this proceeding on July 23, 1986, and vas supplemented by
comments and reply commencs by che sponsors.

The sponsors state chat they represent over 1300 local telephone
companies ovning over 99Z of all exchange access lines in che country. They
presenc as che major goals of cheir agreemenc: 1) che broadest connectivity
reasonably attainable; 2) usage charges vhich vill encourage efficient use
of che necvork; and 3) reduction in the scope and complexity of regulation.
The agreement presents a comprehensive approach co che issues raised in the
Further Hocice. by advocating not only increases in SLCs, but also revisions
in high cosc assistance (discussed infra paras. 73-77) and che presenc
pooling system (discussed infra paras. 98-101).

Additionally, the Unity 1-A agreement reflects che third goal of ics
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 procect the rural, high cost,
highly leveraged, REA-fund<td LECs and all ocher small celephone companies.
It also seeks che reduction or elimination of FCC requirements che sponsors
describe as unnecessary and burdensoae, and separations reform. As chese
lacter issues are beyond che scope of chis proceeding, they are noc
discussed herein.
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switched access services. They also claim that universal aervice has noc
been adversely affecced by SLCs, contending ChaC nationwide telephone
penetration levels are at their highest point (over 92X) since
divestiture”® and that Chere has been no decrease in telephone penetration
levels for low incoae, elderly or rural populations as a result of SLCs.26
Many of the BOCs and independent LECs state in cheir comments that in their
particular rerioo* the telephone penetration rates have not decreased?? and
in aany instances the nuaber of switched access lines has increased. 28 In
particular, Southwestern Bell sees no evidence that the present SLCs have
had a negative iapact on universal service. |Its comments include a
disconnect study conducted in Kansas City that it claims revealed thac high
toll bills were more influential on the decision to' disconnect than the cosc
of basic local service* Similarly, a Washington state study subaicted as an

24 See Joinc Comments, Appendix 3 at 3.

23 See Bell Atlantic Comeiencs at 4.

26 Bell Aclancic states that penetrationratesfor the elderly cuscomers
in its service area are in excess of 93Z. Id. at S. In addition, NYNEX

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

27For example. Bell Aclancic states that there has been no
statistically significant decline in telephone penetration rates in any
state it serves. See Bell Aclancic Comments et 5. See also Americech
Commencs at 4-5} Rochester Comments at 17} Cincinnati Bell Comments at 2-3}
NYNEX Comments at 16-17} Pacific Bell and Nevada Bell Commencs at 3} SNET at
2-3} US West Commencs t 9.

28 BellSouth repjrts 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 che number of households it serves in just over two years.
BellSouth Commencs at 8} Rochester Commencs at Exhibit A} see also Ceotel
Commencs at 2} Pacific Bell and Nevada Bell Commencs at 3.

LECs also note their ability to maintain low basic ratqs. Bell
Aclancic claims that che cost of basic local telephone service remains quite
low and thac, as a percentage of household income, the price of flat-r.ee

residential service has actually decreased over the past ten years. It
furcher notes that even wich a $4.00 subscriber line charge, the cosc of
flat-rate residential service would' still represent less chan .SZ of che

average household income. Bell Atlantic Comments at S-6.
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appendix to US Wewt's comment* found that, on average, cuatomera whose
aervice was disconnected had Long distance charges equal to or in excess of
their bill for locai service.?? Thus, these LECs conclude that to the
extent -hat SLCs have caused and will continue to cause significant
decreases in the interstate toll rates, many low incoae customers can
benefit.

21. The LECs also argue that implementation of limited SLCs
provided greater incentive for Large users to stay on .oe network and has
thus averted or delayed decisions by. chese users to bypass the switched
network. The LECs assert, however, thac che uneconomic pricing disparities,
if left unchanged, remain at levels sufficient to force large users co
abandon the public switched network for econoaic reasons. Southwestern Bell
states thac the exiscing SL"s have diminished uneconomic bypass incentives,
but submits several studiei supporting its conclusion that significant
bypass incentives remain.30 a number of other BOCs also submitted studies
or data to demonstrate presenc or future bypass risks, focusing on che
perceivad immediate threat of service bypass,3l as they urge further

The Unity 1-A sponsors note in cheir reply comments chac several
states have recently moved to implement limited subscriber line charges for
intrastace recovery purposes as well. Joinc Reply Comments ac 13.

29 See infra note 60.

30 Southwestern Bell submitted wich ics comments che results of three
different bypass studies co supporc ics conclusion regarding bypass. Firsc,
using a Location Specific Bypass System (LSBS) model," it found Chac if all
customers who had che econoaic incentive adopted the identified bypass
.echnology afcer June 1, 1986, Southwestern Beil would have seen decreased
revenues of $296.7 million. Southwestern Bell Comments at 17-18 (App. 4).
In ics Bypass Adoption Bate Scudy (BARS), it estimated that about 24.8Z of
ics total chargeable access minutes would be lost to bypass in 1990, in
spice of a $2.00 SLC and the changes in access charge rules adopted in the
Commission's decision in CC Docket No. 86-1. It estimaced thac che bypass
loss by 199S would reach 39.7z. Id* at 19. In its third scudy, in which it
employed a Bypass Analysis and Tracking System Data Base (BATS) and
attempted t; measure the excenc that bypass is actually occurring in its
certificated service areas, it found thac 674 traffic locations met the
threshold of a 40Z decrease in toll minutes of use over the designated cime
period, a figure Chat Southwestern Bell claims indicates that a location
has pocencially bypassed Southwestern Bell's network. Southwestern Bell
»lys chat it is supplementing chis study with on-site visits and ocher
techniques to corroborate that the identified locations are in fact
bypassing. It has verified 12 bypass systems in Kansas, which it maintains
vould, with full implementation, result in a minimum annual loss of $3.3
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action to reduce CCL rates by increasing SLCs. Americech asserts that, with
the concentration of business in che Chicago loop area and new competitive
fiber optic systems being introduced there, some 20Z of Illinois Bell's
total revenues are at risk from bypass. BellSouth maintains that under
currenc rules, the potential loss from bypass in its region is $397million*
NYNEX, Pacific Bell, and US West also identify serious bypass concerns for
their areas.22 In addition to cheir own studies, many of these LECs cite

million in accesa and intraLATA toll revenues. Southwestern Bell maintains
that bypass by one large user in St. Louis has already reduced ics revenues
fc/ $6 million annually. Ld. at 19-21.

31 Service bypass involves the migration of customers from switched to
special access services due to uneconomic loading of NTS loop costs on
interstate coll 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 that changes from
switched to special access facilities by tvo large Oklahoma companies alone
resulted in an estimated annual revenue loss to che company of $8 milli n.
Id. at 21. Rochester arsercs that despite reductions in coll rates and
general economic growth, che switched access service usage of its top 10
customers declined by 27.6Z during a three-month period in 1986 when
compared with cheir usage during che same period in 1985, while at che same
time, the use of special access facilities by these same customers increased
by 47.6Z. Rochester Cusuaents at 21-23. HCI claims chat Rochester's study
does noc consider CCL and toll rate reductions, and thus is noc useful. HCI

Reply Comments at 13-14.

32 NYNEX claims that evidence chat ics end offices predominately serving
businesses have had a lower race of growth chan residential end offices, and
Chat Chere is a lower percentage of growth in originating Chan terminating
minutes, supports che argument chat business users are bypassing services to
avoid paying uneconomic switched access charges. NYNEX contends that usage
carried over private lines has grown more rapidly Chan overall usage, and
that if bypass is left unstemmed, che unrecovcred 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 Commencs at 9-12.

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



a recent report issued by the United State* Cener&L Accounting Office (GAO)
which concluded that 16-292 of customers bypaa* and aa many aa 532 of the
LECa* euitoniri are conaidering plana to initiate or increaae bypaaa
activities.33

27. CP National, the one LEC that doea not aupport increaaing
SLCa at thia time, asserts that the'record doea not aupport claims of
uneconomic bypaaa, and propoaea that th* Commiaaion maintain th* currenc
SLCa since the perceived benefits of SLCs "have noc reached CP National's
service areas."34 Shenandoah, while expressing its support for che Unity
1-A agreement's proposal regarding SLCs, also maintains that Che agreement's
statement that incerexchange carriers should continue paying an "appropriate
portion" of common line coats supports ica position thac IXCa should pay
a charge baaed either on relative usel/interstate subscriber line usage (or
SLU) or a roughly equivalent fixed percentage (9-102) of NTS loop costs.
Shenandoah suggests that chis charge be -assessed on a acudy area basis and
maintain* chat for many customers such a charge would permit che capping of
SLCa at .less than $4.00.33

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

HCI critiques che bypass studies presented by the BOCs. It claims
that Americech's conclusion regarding the bypass problem in Chicago is
irrelevant since it focuses only on facilities bypass and, in HCIl's view,
furcher implementation of SLCs will noc influence Chis type of bypass. HCI
claims thac BellSouth fails to explain how ic derived its estimate of $397
million in revenue loss. HCI contends chat NYNEX vastly overstates che
bypass problem and that in reality Che bypass threat is "miniscule" in terms
of che impact on che end user. HCI faults Pacific Bell's analysis for
misstating the assumed pricu for special access service, for failing to
compare special access and WATS rates, and for overstating che amount of
traffic each special access line can carry. HCI claims that Southwestern
Beil's LSBS study erroneously assumes chac switched access service ia
homogeneous vith ,*11 forms of bypass, end that a customer will chose only
one IXC, che on* in closest proximity to it. HCI ELeply Commencs'at 2-17.

33 See infra note 76.

34 CP Nacional states that it serves local areas identified as rural,
many of which have high local exchange races. CP National scaces chat
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23* State public utility commissions (state coomitaiona)
participating in chia proceeding expresa a range of viewe on che NTS
coac recovery iaauea. Ac Cho ouca«c, a number of acace commissions,
parcicularly those of California, che Diacricc of Columbia, Kansas,
Hissout'i, and Me* York, raiae concerna thacchia reexamination pror ‘ding ia
preaacure aince the aubacriber line charge vaaonly increased C0$2.00 in
June 1986. They concend chac SLCa have noc been in effecc for a aufficienc
cime period Co determine accurately che .impact chac an increaae in SLCa
would have on che univeraal aervice objeccive. In addicion, aome argue chac
chere have been aeveral changes, in Cbe juriadiccional aeparaciona rules,
along wich ocher Commission actions aimed ac deCarring bypaaa, and chac che
impacc chac Chese changea will have on local racea should be decermined
before any increases in SLCa are considered.

24. In addressing che subscance of NTS cosc recovery issues, many
acace commiaaiona urge chac Che NTS coses allocaced Co Che inceracace
jurisdiccion should be recovered Chrough charges Co che IXCs as well as
flac-race charges on end users. 37 Hichigan and Hissouri auggesc that the

alchough ic has an overall annual growch race of 2Z in che number of
subscribers ic serves, ic alLso serves parcicular areas wich depressed
penecracion levels. CP Nacional Commencs ac 2.

35 The Unicy 1-A sponsors disagree wich Shenandoah's incerprecacion chac
a SLU-based IXC charge for each acudy area is consiacenc wich chac
agreemenc, concending chac che use of SLU vould noc have che same
"relatively consiacenc impacc" among che LECs as Che Unicy 1-A proposal.
Joinc Reply Comments ac 32.

36 On January 9, 1987, che Colorado Public Utilities Commission filed
commencs, in which ic argued Chat any increase in SLCs should be delayed
uncil furcher study of an allocation and pricing theory presented in a
report, entitled "CosC-of-Service Hethods for Intrastace Jurisdictional
Telephone Services," issued by Che Nacional Regulatory Research Institute
(NRRI), ReporC No. NRRI-84-13, in April 1985. Although chese commencs were
aubmicced three monchs after che close of che pleading cycle and we do noc
want co encourage auch lacenesa, ue will consider chem in order co fully
explore all positions on che issues raised in che Further Nocice.

37 On Harch'4, 1987, the Nacional Associacion of Regulatory Utility
Commissions filed a resolution in che record, acacing chac chere should be
no increaae in che existing SLCs until one full year of experience and a
scudy of che impacc of che exiscing charge and any increased charge on
subscribers, and chac incerexchange carriers should pay a portion of
Che incerstace allocation of NTS loop coses based upon a measure of relLacive
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IXCs should pay *n interstate SLU-based charge, that is, a charge based on
relative interstate toll subscriber line usage, vith any additional NTS
costs not recovered frim IXCs available for recovery through SLCs.38 Some
other state commissions go further and argue that SLCs should be
eliminated.39 Arkansas also adopts the concept of charges -based on relative
interstate use to IXCj, but proposal sort fundamental changes in
jurisdictional separations and NTS 'cost, recovery.Like Arkansan,

use of subscriber lines. Letter from Paul Rodgers, General Counsel,
National Association of Regulatory Utility Commissions, co William J.
Tricarico, Secretary, Federal Communications Commission (March 2, 1987).

38 Michigan maintains that the presenc $2.00 SLC brings some lov cost
LECs to a point vhere only a SLU-based residual remains to be recovered from
the IXCs. Missouri agrees and further argues chac the Joinc Board
recommendation of November 1984 supports the position chac 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
hov close the current policy brings the LECs co a SLU-based IXC charge.

AT&T opposes che concept of a SLU-based charge on 1XCa, along with
a cap on end user- incerscace NTS cost recovery, clairaing#th*t.this proposal
amounts to a reversal of che Commission's fundamental positioh on recovery
of NTS costs through end user charges. AT&T asserts chac, 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 MTS loop costs. AT&T geply Commencs at
Attachment B.

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

40 In its commencs in chis proceeding, Arkansas Public Utilities
Commission (Arkansas) proposes an "experimental unified tariff" for NTS cost
recovery, applicable only to its state. In its reply commencs, Arkansas

modifies and expands on chis proposal to apply it on a nationwide basis.
In ics revised proposal, Arkansas proposes firsc that all residential SLCs
be eliminated and that the money currently recovered chrough these charges
be allocated to the intrastace jurisdiction and recovered chrough local
rates in "che most economic and equitable manner."” Second, Arkansas
proposes that the interstate allocator for NTS common line costs be
gradually reduced .from che 211 basic allocator co a SLU-based allocator on
a study area basis. Under the plan, chose NTS costs remaining in Che
incerscace jurisdiction would be paid by IXCs. Arkansas also makes ocher
specific proposals regarding che method of recovering chese costs from the
IXCs. Like Arkansas, Texas proposes eliminating the SLC and shifting the
associated NTS costs to the intrastate jurisdiction, thereby allowing che
state commissions to develop the most "equitable and economically efficient"
means of allocating these costs.



California suggests a jurisdictional separations change co a SLU-based
allocation for tha intaracata portion of HTS costs, and at tha same Cine

andoraea Shenandoah's proposal.*!

25* Focusing specifically on SLCa and their impact on univeraal
aervice, tha Diatrict of Columbia, Florida, Kansas and Texas contend thut
the Commiaaion cannot rely on data from tha u«s* Buraau of the Cenaua
(Census Buraau) to find Chat penetration rataa have not decraaaed aa a
reault of implamenting SLCa, because other factors auch aa population growth
races or the lifeline program may hava bean effective in keeping overall
penetration rates at the current levels*. Furthermore, Arkansas, Hiasouiri
and Hew York also contend that subscriber line charges are similar to local
service racea and, aa auch, increasing SLCs will increase che coat of accesa
to che local network and thereby decrease the number of persons who could
afford telephone service* In particular, Hew York argues that the
Commission must coosider an end user's total monthly bill in order to
evaluate accurately the effect on the and user of increasing SLCs.
California argues that che impact of subscriber line charges on universal
service oust be evaluated in conjunction vith other changes causing upward
pressure on local service rates such aa the phase-out of CPC costs and che
deregulation of billing and collection. Arkansas argues that, with a

Comments were received only on the initial Arkansas "experimental
unified cariff" proposal* That experimental proposal vould recover both
interstate and intrastace costs pursuant to a unified Cariff administered by
the state, chat would be characterized by flat-race recovery from che IXCs;
HCI opposes Che Arkansas plan because it would shift the risks of NTS
investment from LECs to IXCs. It furcher maintains chac the plan imposes
double-charges on IXCs that purchase special access by including special
access minuces in Che calculation of market share for the apportionment of
switched access NTS cost recovery. HCI also faults the plan for failing
to provide for some differential race between premium and non-premium
access service. Ad Hoc argues that Arkansas failed co explain its proposal,
in sufficient detail. Finally, the sponsors of che Unicy 1-A agreemenc
rebut the contention made by Arkansas Chat a SLU-based charge to IXCs is
consistent wich that agreemenc. They explain that Che agreement clearly does
noc advocate the jurisidiccional separations changes required by che
Arkansas plan, and .that the uae of SLU would noc have the same effect as
the Unicy 1-A proposal. See also supra nottf 35 and accosrpanying text.

41 NYNEX cautions that che concept of a SLU or relacive-use'-based
recovery of loop costs from the IXCs raises several concerns. First, NYNEX
expresses concern chac because SLU ia a usage-sensitive allocator, MTS cost
recovety from che IXCs on a SLU basis could exacerbate uneconomic bypass.
Second, ic notes chat by merely shifting more of the revenue requirement to
Che intrastace side of the business, the SLU allocator does noc necessarily
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penetration rate of only 88Z in ita state, an increaae in SLCa vill
frustrate univeraal aervice. Pennsylvania and Texas contend that the
typical aubscriber who Bakes few long distance calls doea not benefit from
the decreased interstate toll rates that have resulted from the introduction
of SLCs.

m26m In contrast to stoat other state coamissions, Illinois argues
that subscriber line charges should be increased, contending that the
transfer of NTS cost recovery to end users vill encourage efficiency,

promote rational econoaic development, maintain universal service and lead
to s decrease in unnecessary subsidization in the telecommunications

industry. Illinois supports ics argument by noting that subscriber
penetration levels for Illinois have remained stable. It states chac che
maintenance of Urge customers on che public svitched network vill ensure

Chat all subscribers enjoy che benefits derived through che use of common
facilities.

27. Illinois also cites its concern vith bypass problems in
Chicago as justification for increasing SLCs.42 Other state commissions
maincain that little evidence has been Presented to establish the existence
of uneconomic bypass or Che effect |jac SLCs have had in combatting it; in
Cheir view, the evidence provided st far has been mostly anecdotalL42 They
maincain chat che costs of imposing higher subscriber line charges outweigh

solve the uneconomic bypass problem; such action may create upward pressure
on intrastace rates ar.d incentives for more bypass.

42 In its reply comments, Nev Jersey Board of Public Utilities (New
Jersey) also scaces ics concerns vich bypass problems presenc in ics scace,
and includes several examples of exiscing bypass activicies. It encloses a
report downgrading Nev Jersey Bell's bond racing because of the financial
community's concern respecting bypass of Nev Jersey Bell's network, caused
by .the mandatory pooling of carrier common line costs.

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

19



Che benefits of avoiding bypass revenue loose*, thac studies do not indicate
that greacer SLCs are necessary to conbat bypass, and that increased SLCa
will increase "local bypass" and further erode universal service. A number
of state commissions argue that reduced interstate coll rates resulting from
implementation of SLCs have noc helped alleviate bypass, because factors
other chan the price of long distance services influence the decision to
bypass.”

28. wmSeveral consumer groups, along with the Communications
Workers of America (CWA); oppose- increasing sLCs.45 The CWA and the CFA,
like many of Che state commissions, arguethacit is premature to reexamine
SLCs at this time. Tha Consumers' Counsels and AARP contend chat NTS costs
should noc be recovered through flat-rate charges on che end user at all,
but Chat it is ultimately "fairer" for interstatecoll users co continue to
pay all the NTS costs.46

29. Horeover, several of these commenters believe that in che
long run SLCs are likely to have a negative effect on universal service.
AARP' contends that the decline in long distance rates will not offset Che
additional subscriber line charges for all users, since, according to its
data, only 6SZ of all residential telephone users make long distance calls
and, of those individuals, few make greater than $10 in long distance calls
per month. Other user groups argue thatthe Census data cannot be relied
upon to support the' proposition chat SLCs havenoc had an adverse impacc on
telephone penetration rates. In particular, in cheir joinc commencs,

commencs. Finally, Kansas maintains that Che BATS scudy is not helpful in
chis proceeding, since much of che bypass found by survey-type bypass
studies involves systems that have been in existence for many years.

AA These state commissions include chose in Arkansas, California, Kansas,
Hichigan, and Hissouri. They rely primarily on a December 198A Bypass Reporc
by the NRRI co supporc this position. Southwestern Bell argues chat Che
NRRI Reporc inaccurately portrays the nature and extent of bypass because
ic was conducted in 198A, before AT&T instituted ics Hegacom.and Software
Defined Necwork services. It also faulted the reporc for excluding
resellers, who may be che Largest users of Hegacom service.

AS These groups include che Consumers' Counsels of Ceorgia, Washington,
and Colorado (Consumers' Counsels), filing joinc commencs, and Consumers'
Counsels of Ohio, Hew York, and Che District of Columbia, filing
independently; che United Church of Christ Office of Communications (UCCOC);
the Association of American Recirsd Persons (AARP); the Consumer Federation
of America (CFA); and the Nacional Associacion of State Utility Consumer
Advocates (NASUCA).
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Consumers' Counsels contend chac the effect of SLCs on penetration rates for
telephone service has been obscured by other factors such aa an overall
increase in income and reductions in unemployment.
* .* ' 7-
30. Some of these consumer groups also question whether chere
have been any actual econoaic efficiency gains from the implementation of
SLCa .47 NASUCA and CWA contend that only anecdotal evidence supports the
notion that increased SLCs are necessary.to fight bypass, and chat other
devices, suchas capered rates, flat-rate IXC charges and contract pricing
would be more effective.Consumer groupsgenerally maincain chac there is
no evidence that large users are leaving the- switched necwork due to the
present level of CCL charges, and also cite the high marketplace performance
of telephone companies in aupport of cheir argument thac bypass is a more
distant problem chan what they term the direct threat posed by increased
SLCs. * t f,

31. Several other user groups” as well as the National
Telecommunications and Information Administration (NTIA), and the U.S.
Department of Justice (DoJ) argue thac che existing SLCs-have increased
consumer welfare as demonstrated by the decrease in long distance coll rates
and growth in the minutes of use for switched access services. These
parties generally‘contend that evidence shows chat telephone pmetration
rates have noc decreased and therefore universal service has not been harmed
by Che implementation of SLCa. DoJ and NTIA, as well as API, supporc furcher
increases in SLCs in order to deter bypass. They argue chac the exiscing
access charge system continues to engender uneconomic bypass, and while it
is difficult to quantify bypass, it cannot be ignored as a threat.49

46 The New York Consumer Protection Bureau concurs in chis point. The
Ohio Office of Consumer Counsel also recommends the phase-out of SLCs, and
che adoption of a flat-rate charge for IXCs.

a7 The Consumers' Counsels maintain that the Commission has noc derived
Che marginal cost data concerning NTS loop costs, which ic asserts is
necessary to evaluate whether prices are moving closer to the marginal cost
of the product and, without such data, the Commission cannot determine
whether Chere in fact have been any economic efficiency gains wich the
implementation of SLCs.

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

49 Ad Hoc supports increasing SLCs although noc due to bypass concerns,
claiming that the rhetoric about bypass far exceeds any evidence chat it has



B. Discussion

32. In developing chia recommended decision, ve have carefully
evaluated Che record regarding che impact of Che limited SLCa preiintly in
effect. When ve recommended thac Che Comminaion implement only Che $1.00
and $2.00 SLCa ve ataced our belief chac chia. acep vould: substantially
reduce che extent of pricing diacrimination between switched and special
acceaa services, promote economically efficient uae of the local ce'ephonc
network; and permit aignificant reductions in the CCL charge, thereb '
tjbarancially reducing Che incentive for interexchange carriers and high
volume coll uaera to bypaaa the public switched network aa well aa
permitting major reductions in interstate Coll rates.50 Horeover, we seated
chat the gradual phase-in of SLCa, and in particular our recommendation for
a $2700 cap on che subscriber line charge pending further study, would guard
against any adverse impact on univeraal service.” We stated that chis
scudy would be conducted in lace 1986.52

"%

. ss. Evaluation of the record before us indicates thac our earlier
recommendations regarding MTS coat recovery have had che intended effects
and advanced our four national goals for this proceeding. First, we find
that che implementation of SLCs has had no adverse effect on univeraal
Telephone service. Data, gathered by the Census Bureau as pact 6f«ch«
Commission's monitoring plan since November 1983, show thac che overall
nationwide telephone penetration rate has increased since the implementation
ofiche SLCs. In the Census Bureau's moot recenc release of information, ve
noce thac che figures for November 1986-indicate chac 92.4Z of all
households in Che U.S. have a telephone in their nome.ss 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 chon pursuanc
to the schedule proposed in che Unity 1-A agreemenc.

50 Recommended Decision, supra note 9, at para. 26. To ensure this latter
result ve recommended that the Commission cake all appropriate steps to
ensure chat the decreases in access costs for IXCs resulting from
implementation of che increased SLCs be flowed through to interstate coll

customers.

51 Id. at para. 27. |In our initial recommendation ve noted that our
concern for universal service was prompted by a variety of upward pressures
on local service rates as veil as che fact that SLCs represented a major

change in the method of NTS cosc recovery.

52 Subscriber Line Charge Order, supra note 14, at para. 5.
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telephone subscribership is the highest reported by the Census Bureau since
it first began to collect such data as 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 nuaber of households
with telephone service was 83.1 million as compared to 78.4 million in
November 1983. At the same time, the nuaber of households without telephone
service declined from 7.4 million to 6.8 million. Subscribership levels
among low incoae groups have remained stable.?* Horeover, the telephone
penetration rates for the elderly, i.e.. individuals 60 years old and above,
have rema’ned steady at approximately 93Z, a level above the national
average.

34. These nationwide figures for telephone penetration
also supported by studies submitted in response to rSc Commission's request.
Hany LECs reported in this proceeding an overall increase in their

penetration levels or a net gain in the number of subscribership lines in
their mervice areas.55 in Addition, all of the 12 LECs that filed data
on this issue found that there was no overall decrease in the penetration
levels in their service areas and that there was no significant subscriber
drop-off in any particular section of their 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, Himeo No. 1472 (January 12, 1987).

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

55 See Commencs filed by BellSouth, Centel, NYNEX, Rochester, and United.
In particular, NYNEX noced a net gain in che number of subscriber lines
since June 1, 1985 in ics end offices chac serve low-income, elderly and
rural areas. See NYNEX Commencs at 16-17.
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aerve more chan 901 of che aacion'a total Local accesa lines.

35. Several parties, however, concend chac ic is coo early Co
fully evaluace Che effeccs of SLCs on universal service. While we remain
alert Co any potential impacc chac SLCs nay have on universal service, and
outline below a comprehensive monitoring plan Co Crack che effect of che
recommended SLC increases, we find nothing in Che record that indicates Chat
subscriber line charges have undermined universal service. We believe chac
sufficient time has passed Co permit an initial determination concerning che
effeccs of che implementation of SLCs on universal service. The release of
Che IsCesC Census Bureau figures, showing nationwide subscribership levels
at an all-time high, confirms Che positive trend we have seen in penetration
levels during che implementacion of sLcs. 37

36. Wicb careful monicoring and wich any interested parties being
allowed to file informacion on monitoring needs, any future declines in
subscribership levels chac aighc occur will be readily apparent and can be
mec wich quick regulatory action. Accordingly, we recommend chac Che
Commission mandate an open docket and increased monicoring of the effects
of chese charges by che Joint Board.38

37. Wich regard co our* universal service analysis in chis
proceeding, studies provided in Che record indicate that subscribers may noc
connect initially, or may fail Co reconnect, co che telephone necwork
because of Che high cosc of commencing service.39 Similarly, che record
contains recent subscriber disconnection studies indicating chat a major
reason subscribers are involuntarily disconnected from, or voluntarily
disconnect from, che telephone necwork is high coll bills.80 These studies
do not attribute a subscriber's decision co connect or disconnect from the
telephone necwork co Che implementation of SLCs,81 but indicace instead

56 See Comments filed by Americech, 3ell Aclancic, BellSouth, Centel,.
Cincinnati Bell, NYNEX, Pacific Bell and Nevada Bell, Rochester, SNET,
Southwestern Bell, United, and US West.

57 Several commencers contended generally thac chia growth cread is
somehow masking subscriber drop-off. We are unable to give credence to chis
argumenC because ic is contrary Co Che Census Bureau's daca and. Che
commencers have failed CO provide evidence of subscriber drop-off.

58 The broader monicoring efforts Chat we recommend are discussed infra
paras. 136-138.

59 See supra para. 20.



chac ocher factors such as high long distance bills and high conneccion,
installation and security deposit charges are largely responsible for
keeping subscribers, off the network.82 xhe record before us indicates Chat
Che $2.00 SLC has noc caused Che subscribership declines Chat some observers
anticipated would occur when Che limited SLCa were initially recommended.
For Che foregoing reasons, ve conclude that the'implementation of limited
SLCs has noc undermined the goal of universal service.83
%

38. Second, we find that Che implementation of limited SLCs, by
moving Co a more cosc-based pricing structure for switched access services,
has produced economic efficiency gains. Specifically, Che move coward
recovery of a portion of NTS loop coses Chrough SLCs has reduced switched
access and interstate toll races, generacirg substantial increases in
incerscace toll calling.84 This increased traffic imposes little or no
addicional coses on che telephone necwork and allows recovery of NTS costs
co be spread over a greater number of minuces of use. Since Che
implementation of SLCr, CCL charges have decreased by 402.85 a significant

60 See US West Comments at Appendix B.3, the 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 Sale Lake City, Utah, found chac a majority of chose
individuals noc connected to the network were using pay telephones for their
calling, and over 202 of them were spending approximately $5.00 or more per
week for telephone service. |In addition, this survey found chac Chese
individuals were generally willing co pay between $15.00-20.00 on average
for monthly service charges. See US West Reply Comments at Exhibit 7.

62 A recent survey 1y CFA, AARP, and AT&T supports chis conclusion. See
infra note 112. As discussed below, these scudies have prompted us co
recommend responsive action in che form of addicional federal lifeline
assiscance to offset conneccion charges. See infra paras. 68-70.

63 As discussed supra para. 11, lifeline assistance measures are also a
critical element in a balanced effort to achieve universal service.
Horeover, che addicional lifeline assistance measures recommended below are

designed to bring che benefits of telephone service co even more
individuals.

64 In che three years prior co che implemencecion of SLCs, che growth in
switched access minutes averaged 7.62 per year. Since implementation of
clese charges in Hay 1984, the growth rate has averaged 10.92 per year.
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portion of chic decrease is directly attributable to subscriber line
charges.66 in addition, interstate toll rates for the average customer have
decreased approximately 30z67 in the Last three years.6& This decrease
in interstate rates has brought a significant increase in demand for
interexchange services.69 The LECs have experienced a concomitant increase

65 Since Hay 1984 vhen multi-line business subscriber line charges were
implemented, CCL rates have dropped from 5.24 cents per minute of use to a
current level of 3.14 cents bn a weighted basis. With the initial
implementation of the residential and single-line business subscriber line
charge in June 1985, che CCL rate was a uniform 4.33 cents/minute. With the
bifurcation of Che CCL rate, che terminating charge remains at 4.33
cents/minute, but Che originating charge decreased to 3.04 cents/minuce in
June 1986, and dropped to 1.55 cents/minute on January 1, 1987. These
reductions are che result of Che implementation of SLCa 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 CC Docket No. 86-1, which bifurcated che originating and
terminating CCL rates. These reductions have occurred despite certain ocher
regulatory actions during chis period that by themselves would have had che
effect of increasing the CCL rate (such as che increase in nationwide NTS
loop costs and Chs special access treatment of VATS closed-end lines in CC
Docket No. 86-1.)

66 Absent che presenc residential and single-line business, multi-line
business, and embedded Cencrex subscriber line charges, Che weighted average
level of the presenc CCL charge would rise from 3.14 to 4.9/ cents per
minute of use, an increase of S8Z.

67 In ics commencs, AT&T reports a decrease in interstate toll rates for
an average customer of approximately 20Z. AT&T Comments at 13. However, we
note thac Che Commission recently directed AT&T to lower its HTS rates by an
additional 11Z and ics VATS races by an addicional 5Z. AT&T Communications,
Himeo No. 1287 (released December 30, 1986); and FCC News Release, Reporc
No. CC-180 (released December 30, 1986). Although che Commission did noc
direct che other interexchange carriers, such as HCI or US Sprint, co
decrease their rates, it anticipates chac chese companies will also reduce
their rates in response to AT&T's action.

Ve recognize thac chese rate decreases, particularly, che most
recent one, are noc solely attributable co che introduction of SLCs, because
ocher separations and accesi* charge changes have been implemented during
chis period, and the race decreases have occurred in a relatively favorable
economic environment. Nevertheless, it is clear that SLCs have had a major
impact in bringing down the races charged for incerscace coll services.

68 Similar reductions are occuring in intrastace coll rates in order co



r * %

2803

in the demand for cheir acceaa services.~ For example, Rochester states
that it' has experienced a steady increase in interstate switched usage
throughout che 24-month period in vhich subscriber line charges took
effect.71 . ’

39. These decreases in races and increases in usag
subs tantially increased the econosiic efficiency of the nation's
telecommunications network. Moreover, there arc indications that che
economic benefits extend beyond che telecommunications sector and benefit
the overall nacional economy. In particular, the Uharton Study finds thac
the beneficial effects of che limited SLCs are not restricted to the
telecommunications induscry alone but are transmitted throughout the rest of
che 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 CMP of $6.0 billion (in 1985 dollars); an increase of nearly 10,000
new-jobs;'a reduction in the federal deficit by $1.9 billion; and a
reduction in overall price levels of about .1Z.?2 While we recognize thac

maintain parity with interstate rates. These concurring reductions are also
benefiting the* nacional economy.

69 Since Che implementation of subscriber line charges, from 1984 co 1986,
chere has been a two year growth rate of 21.52 percent in the interstate MTS
and WATS (including both open and closed-end WATS) minuces. See Annual 1985
Access Tariff Filing, CC Docket No. 186-125, Phase I, MimeoNo. 3643
(released April 14, 1986). In addicioa, AT&T reports an increase of over 9Z
in ics number of interstate coll messages from 1985 to 1986, alone. AT&T
Commencs at 13. This increased demand for interstate coll calling also has
had a positive effect on che growth of interexchange-competition.

70 NECA's m.dyear 1986 filing reported a 10Z increase in access minuces
of use between 1984 and 1985. See supra notes 17, 64.

71 In addition, Rochester states chac the 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 months in 1986.
Rochester Commencs ac 26. Moreover, Southwestern Bell staces chat ics
average interstate usage per switched access line per month has increased
from 132.8 minutes in 1984 to 141.8 minuces in 1986. Southwestern Bell
Comments at 14.

72 See Wharton Study, supra note 19 and accompanying text. In addition to
the Wharton Scudy, a study completed 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

-2 -
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it it very difficult to quantify the exact dollar benefit* provided by the
implementation of SLC*, the record indicate* that the implementation of SLC*
ha* introduced tangible economic benefit* chat furcher the goal of economic

efficiency.

40* Third, ve find chat th* implementation of SLC* ha* reduced
the unjust discrimination between che price* for special accesa and switched
access services. With Che introduction of SLCs, local exchange carriers
have been able to make substantial reductions in CCL charges assessed for
cheir incerstace switched access services. This decrease in switched
access charges has decreased Che uneconomic differencial between Che rates
for switched and special access services, thereby providing more subscribers
with che incentive to remain on che switched telephone necwork.

41. Fourth, wich chis 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 resetters. »

The economic incentives for bypass by high volume users are inconcrovertable
when switched access is priced above cost and special access or ocher bypass
services are prired at cosc. Thus, to che extent that switched access
charges have been more closely aligned wich the relevant costs, we believe

of che products these businesses provide. At the outset, however, it finds
chat che direct benefits of implementation of che SLCs include price
reductions, an increase in total interstate conversation minuces and reduced
bypass. The scudy finds thac the firsc $2.00 of SLCs produced an annual
net benefit co telephone users of about $600 million in 1986. These
benefits are due to the value to consumers of che addicional 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 addicional coses
generated by chose calls is net gain to society. Office of Plans and Policy
Staff Scudy, Federal Communications Commission, Economic Efficiency Benefits
of the Currenc Subscriber Line Charge (released January 20, 1987).

73 Keeping subscribers on the switched network will ensure efficient use
of che switched necwork and ease che recovery of MTS costs by increasing
che number of minuces over vhich these costs can be spread. It will also

continue che supporc and recovery of some of the MTS costs assigned to che
interstate jurisdiction. This support is particularly important in high
cosc areas, where it helps maintain affordable local exchange rat* levels.

74 Moreover, we are aware chac a significant portion of che incerscace
allocation of NTS costs currently continues to be recovered through
usage-based charges on IXCs using switched access services. Currently,
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thac large cuacoaara have been provided significant incentives co remain on
che public avicched network, and unecoooaic bypaaa haa been delayed or

averted*

42, Numerous comnenceri have provided aCudiea and comment* vhich
supporc the concluaion Chat Che existing SLCa have had.beneficial effecca on
Che ahort.-term bypaaa problem. For example, Nev Jersey and Illinois

perceive bypaaa aa a aignificanc threat co the viability of cheir avicched
oeaaage network.7* in addition, Che G40 Bypaaa SCudy confirm* thac bypaaa
ia a problem in aeveral area* and concludea chac 16 co 29Z of large
telephone cuatomera currently bypaaa Che. avicched network.7® We are aware
of che difficultiea in quantifying che actual threat of bypaaa and ita
impact on che public avicched necvork. Nevercheleaa, recognizing the clear
incencivea vhich can ateer large uaera avay from Che avicched necvork, ve
believe Chat che numeroua atudiea and aurvnyc provided in che record
generally aupporc our concluaion thac uneconomic bypaaa ia and continues to
be a threat'to the avicched necvork aa long aa the price of avicched accesa
aervice rcmaina aignificently above economic coac. In face, a recent
reporc find* Chat H[n]ationvide tha inatalled capacity of non-LEC short-haul,
medium-capacity, point-to-point, Cranamiaaion alternatives now ex-.eeds the
in-uae capacity of equivalent Regional Bell Operating Company (RBOC)
services. The non-LEC alternatives are by and large, price-compecicive with
LEc services as currently tariffed."77

43. For all Che reasons lisced above, we conclude chac che
limited SLCs ve recommended in 1984 have advanced Che primary goals of chia
proceeding. We here propose a permanent solution CO Che issue of che proper
mechod for incerstace MTS cosc recovery. A key element of chia solucion
provides an increase in Che maximum limit on nacionvide subscriber line
charges by increments of $.60, $.60, and $.30. The SLC cap vill increase co

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

October 23, 1986).

73 Americech and Illinois agree chac che bypass chreac in che Chicago
area warrants immediate action. NYNEX and Nev Jersey make similar arguments
regarding the excenc and nature of che bypass risks in cheir areas.

76 In addition, it reports chac as many as 33Z of large telecommunications
cuscomers plan co initiate or increase Cheir bypass accivicies in che
future. See Uniced States Cencral Accounting Office, Telephone
Communica cion a: Bypass of che Local Telephone Companies (Augujc
1986)(included as Appendix 1 co Souchvescern Bell's Commencs). LECs also
provided extensive data demonstrating bypass incentives and detailing
numerous examples of bypass. See supra para. 21.

.99 .
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$2*60 on June 1, 1987, Co $3.20 on September 1, 1988, and vich a final
increaae co $3.20 ca April 1, 1989.78 Ue alao recommend chac Che Commiaaion
increaae che maximum flac-rate charge on embedded Cencrex lines,
coincidently wich ';he increaae in reaidencial and aingle-line buaineas SLCa,
co a $4.00 cap on June 1, 1987, a $3.00 cap on September 1, 1988, and a
$6.00 cap on April I, 1989, or che. full multi-line buaineaa aubacriber line
charge, whichever ia Leas.79

77 P. Huber, The Geodesic Network: .1987 Beporc on Competition in che
Telephone Industry at 2.23 (January 1987).

78 Ve do noc recoomend Che Unicy 1-A proposal, which would increaae che
SLC Co $3.00 in. June 1987 and $4.00 in January 1988, and which alao provided
for opcional aubacriber line charge recovery above $4.00, under cercain
conditions, dn a scudy-area basis. Ue believe chac Che benexics of our
recommended revisions co che exiscing mandatory pooling mechanism, discussed
infra paras. 117-133, can be achieved by increasing Che maximum limic on
SLCa whichever ia leas Co $3.30, and we perceive no need for furcher
increases beyond chis level. Additionally, Che Unicy 1-A proposal did noc
delineace che circumstances necessary under ica plan for a LEC co qualify
for Che opcional SLC increase above $4.00; ve noce, however, chac che
experimental cariff procedures which we established in 1984 and 1985, would
encompass auch plana.

In addition* we wane co cake Chis opportunity co address two
outstanding pecicions relacing co N"*S cosc recovery. See supra noce 10.
The Rochester petition, which proposed co implement an experimental plan
Chat would allow ic full recovery of ics incerscace NTS coses through a SLC
of approximately $3.54, was referred to chis Joinc Board for consideration.
MTS and UATS Markec Structure and Amendment of Part 67, Order Inviting
Commencs, CC Docket Nos. 78-72 and 80-286, Himeo No. 2736 (released
February 21, 1986). The ILECs* pecicions request authority co implement an
experimental plan chac would increase che reaidencial and single-line
business SLC in Illinois co $3.13, and has been referred to chis Joinc
Board. MTS and UATS Markec Structure and Amendment of Parc 67, CC Docket
Nos. 78-72 and 80-286, Mimeo No. 2235 (released March 9, 1987). However,
Rochester in ica «ommencs and che ILECs in cheir pecicions acace chac if ae
recommend increasing SLCs up co $4.00, each vill withdraw cheir pecicions.
Although we believe chac our actions will meec che objectives of chese
pecicions, we do noc believe chac we presently are in a position co dismiss
them. Therefore, we requesc chac Rocheacar and che ILECs file pecicions
to wichdraw cheir requests co increase SLCa or to update Cheir pecicions in
light of che recommendations herein. Furthermore, any ocher pecicioners
wishing to wichdraw proposals considered in this proceeding may do so. See
infra noce 146.
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44. In conjuoccion wich our proposed increases in residential and
single-line business SLCa, we propose that Che Conaission mandate
development of « comprehensive monitoring plsn to be specified in a
Recommended Decision and Order to follow shortly.Vith regard to the
universal service impacts of che subscriber line charge increases we
recommend expansion of the Commission's presenc monicoring of telephone
penetration rates. |In particular, we anticipate chat Chis enhanced
monicoring program will be batter designed to track, the impact of SLCs on
particular population subgroups, such as low income households. Horeover,
we recommend that prior to any SLC increases in 1988 and 1989, Che members
of che Joinc Board and the Commission conduct a 90-day study and review of
the impact of SLCs to date. The Commission should Chen reporc to Congress
and state regulators on the results.

45. Ve arc caking a balanced and cautious approach by
rccommonding a gradual phase-in of more modest SLC increases in chis Order.
Ve are persuaded that Che record shows thac limited SLCs have not had an
adverse impacc on universal service® and have had significant positive

75 The subscriber line charge assessed embedded Cencrex lines was
increased on June 1, 1986, from $2.00 to $3.00, or Che full interstate NTS
loop costs, whichever is less. Embedded Cencrex lines are chose lines chac
were in service or on order as of July 27, 1983. All ocher Cencrex lines
have paid che multi-line business subscriber line charge since 1984. The
discinccion between new and embedded Cencrex lines was deemed necessary co
avoid che possibility thac cuscomers would abandon Cencrex service for
Private Branch Exchange (P3X) service before Che state commissions had an
opporcunicy co adjust intrascace rate structures co allow Cencrex service co
compete effectively with PBXs. See MTS and VATS Markec Structure and
Amendmenc of Part 67 of Che Commission's Rules, CC Docket Nos. 78-72 and
80-286, Mimeo No. 139 at paras. 2-17 (released October 8, 1985). Ve believe
chac sufficient cime has elapsed co allow state -cgulaCors co adjust
intrastace races and therefore recommend thac flac-race Cencrex charges be
increased to Che full multi-line business SLCs. Our recommendation
regarding increased SLCs for embedded Cencrex lines is similar co chac
suggested in che Unicy I-A proposal and since no objections were filed co
che Unicy 1-A proposal to increase Che SLC for chese lines, all concerns
regarding embedded Cencrex pricing appear to have been alleviated.

80 See infra paras. 136-138.

81 Vhac Che record does reveal is thac high charges assessed for
commencing telephone serv e is one key faccor keeping subscribers off che



benefica vieh regard co Che ocher chree goela of chis proceeding— bringing
efficiency gains, decreasing service price discriminacion and oicigacing
of bypass incencivea. Horeover, ve believe Chac che concerns chat ve
focused on during our considerscion of SLCs tvo years ago do noc loom as
large ac chis cime. Firsc, subscanciai pressures on local service races
have dropped draaacically in Che pasc fev years.Second, ve now have
some experience vich subscriber line charges as a nechod of HTS cosc
recovery. Thus, ve believe chac limited furcher seeps in subscriber line
charge recovery can bring abouc Che saoe positive effeccs vich minimal
effeccs on our universal service goal.

46. nevertheless, ve are very sensitive co che position cakm by
several parties chac pasc experience vich SLCs nay noc necessarily assure
Che saoe favorable results in Che f v t v r e . it i$ for this reason chat

ve are proposing a very gradual schedule for inplcmencacion of chese
increases in Chis charge-more gradual chan che schedule developed for che
original subscriber lice charge levels. Ue believe chac our proposal co
increase che maximum charge by two- $.60 and one final $.30 increment,
racher chan $1.00 increments, as veil as Co spread ouc che tocal increase
over a 25 monch period, addresses che universal service concerns by
lessening che potential for any possible harm co subscribers chac oighc
result from increased subscriber line cnharges. 84 Horeover, our recommended

network,. To address chit problem, ve are recommending an addicional
lifeline assiscance prograa co offset Chese charges. See infra paras.
68-70. Furthermore, ve are recommending chac che benefits under che
subscriber line charge waiver measures of che exiscing federal lifeline
program increase as SLCs increase.

82 AC che end of 1983, scace commissions were faced wich $6.9 billion in
pending intrastace revenue requescs. By che end of 1984, che cocal value of
pending revenue requescs had fallen co $3.7 billion; by December 31, 198S,
che value of pending scace race requescs was down Co $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 Scace Telephone
Race Cases, Mimeo No. 1367 (released January 20, 1987).

83 We noce chac several parcies express a concern chac che second dollar
of che SLC has only been in effect since June 1986, and sufficient cime co
fully scudy ics efface may therefore noc have elapsed. While we recognize
chis concern, when we recommended che present limited SLCs in 1984 ve
expressly called for a reexamination of SLCs in 1986.

84 In addition, we noce chac ratepayers may benefit from recent changes
in che federal cax lavs, specifically che reduction in che corporate cax
race, which should result in subscanciai decreases in che LECs' cocal



schedule for implementing chis final phase-in of SLCs for residential and
single-line business subscribers includes a 90-day study period in advance
of the final tvo increases. This will ensure effective monicoring by chis
Joinc Board pursuant Co our proposed plan, and will permit timely
regulatory action in Che cvenc of any negative impact on universal service
resulting from our recommendacions.

47. While we have specifically addressed Che universal service
concerns, ve believe chac our recommendation for. a more gradual phase-in of
SLC increases vill noc sacrifice future progress ve should achieve coward
reaching our ocher chree goals. We view our proposed increase in subscriber
line charges as Che linchpin in che integrated approach ve are presenting in
Chis Order to resolve all of che issues raised in che Furcher Notice. In
particular, che increased SLC vill allow for our proposed restructuring of
Che exiscing mandatory common line pooling system, discussed in deCail
below, by substantially limiting che disparities between CCL races.
This enables LECs co leave che mandatory pool vichouc creating undue
pressures co deaverage incerscace coll races.’5

48. A number of commencers, particularly scace commissions,
believe chac furcher movement in implementing subscriber li»« charges may
result in subscribers pAying an undue proportion ot NTb coses, vich che IXCs
paying less chan cheir "fair share" of che cost burden. The pricing theories
of ocier commencers and che Commission's original accesa charge decision
call for a subscriber line charge chat vould ultimately recover all che
incerscace allocation of NTS loop coses from che end user except for high

cosc assistance.®6

49. We believe that our recommendation regarding NTS cost
recovery strikes a proper balance among all users of che svicched necvork.
Wich our proposal, end users will pay for connection co Che necvork on a
flac-rate basis, thereby achieving che economic benefits of flac-race
recovery. AC che same cime, by maintaining SLCs aC a $3.30 cap, ue vill

revenue requirements. State commissions are, of course, free Co deal vich
Che reductions in intrastace revenue requirements in whatever manner they
believe base serves Che public. As an option, chey may cake Chis
opportunity co reduce che basic local service races charged co cuscomers, or
simply create a credic on che customer's bill, and chereby offset co some
degree any impacc of. che increases in che SLC.

1

85 See discussion infra. paras. 117-119. This Joinc Board is concerned
abouc che potential adverse effeccs of widespread deaveraging of incerscace
coll races. Thus, ve recommend chac che Commission continue uniform
nationally averaged HTS and WATS races for Che dominant incerexchange

carrier.
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ensure continued recovery of « 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 SOX of the total interstate revenue
requirement for those costs that are incurred by the exchange carriers
independent of IXC usage of the network.8? As a result, IXCs will not 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 SO percent of
the interstate allocation, of the fixed costs presently recovered through
the HECA common line pool.®8

50. Additionally, we recommend that the residential and
single-line business SLC in a particular study area be capped at the same
level as the multi-line business SLC in that same study area. Furthermore,
we recommend than LECs use the increased SLC revenues resulting from our
recommendation to reduce cheir CCL. rates according to che following
principles. Firsc, we recommend that Che Commission require che LECs to
apply Che firsc 8.60 increase to che originating CCL charge, and thus limit
the bypass threat on che originating end of Che call, which is more
susceptible to bypass. Second, wich the further increases in SLCs, we
recommend thac che LECs consider the existing special access races to
determine che level of CCL charges necessary to limit bypass within cheir
particular study areas.

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

86 See supra note 5.

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

88 . We believe that che subscanciai costs the IXCs will be paying under
our proposal adequately addresses stated concerns thac IXCs pay a fair share
of the interstate revenue requirement. Some commencers, in particular scace
commissions, suggest chac IXCs continue ti pay an amounc based on a relative
use factor, e.g. a "subscriber line usage" factor, while ocher commencers,
specifically LECs, suggest chat IXCs pay an "appropriate" portion. We
recognise the concerns thac IXCs should continue to pay for use of Che local

34
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revenue requirements fort 1) inside wire, which ia in Che process of being
phased-out, but scill will be pert of che. revenue requirement paid by che
IXCs uncil 1993} 2) a portion of CPE, which was noc decariffed under che
Comsjission's order on decariffing of CPE; 3} pay telephone, which currently
asouacs co over $500 Billion in incerstace revenue requirement and is
expected co grow in Che future; 'and 4) Long Term Supporc (LTS) and (any
Transitional-Support (TRS)) paid' by chose LECa chat do not participate in
the HECA common line pool.89

32. Pursuanc to the pooling changes we recommend herein,
that opt out of the HECA common line pool will be responsible for LTS
contribucions, and some LECs will be responsible for TRS (with TRS
contribu' ions ending in 1994). Ue recommend that che Commission require
LECs to xecovcr their LTS and any TRS contributions chrough a CCL race
applied on terminating access ainutcs. This requirement is designed to
ensure thac IXCs will pay reasonable CCL rates on each terminating access
minute.

53. In addition co Chese revenue requirements, most LECs will
have a residual revenue requireaent for their HTS loop costs in a majority
of cheir study areas that will noc be recovered through cheir SLC

revenues.90 Ve recoamond thac LECs wich residual NTS loop costs, not
recovered through SLCs, also recover these costs primarily chrough
terminating CCL charges.

54. Finally, we decliue to adopt the suggestions by some state
commissions thac jurisdictional separations changes be considered at chis

loop, and we believe chat approximately SOZ of che incerscace revenue
requirement constitutes a significant level of payment and is responsive to
chose concerns.

89 Sec infra paras. 99-100, 124.

90 Based on current estimates, certain scudy areas will have all Cheir
NTS loop costs recovered chrough che SLC revenues wich a $3.50 SLC in 1989.
If Che total interstate revenue requirement for the NTS loop costs increases

all



cime.91 We recencly inscituced Che 25X incerscace basic allocation faccor
presently in che second year of an eight-year phase-in. Thcc allocacor was
adopced afcer careful consideracion of a comprehensive record,, and ve
believe chacic remains Che correct approach Co jurisdictional cosc
ailocacion. Moreover, ve do noc believe chac reducing che incerscace cosc
ailocacion is- an appropriate response to che question of Che proper approach
to NTS cosc recovery. Reductions in che incerscace allocator vill merely
result in increases in incrascace revenue requirements, vhich may
necessitate a concomitant increase in incrastaCe rates. These increases
could pocencially inhibit furcher progress tovard attaining our goals in
chis proceeding and could have particularly harsh effaces on rural high cost
areas and many small LECs. In addition, much'of che efficiency gains and
ocher benefica ve have experienced so far might be lose vith- such action.

over cime and SLCs are noc increased beyond $3.50, an even smaller number of
LECs vill be in a position to recover all cheir NTS loop coses Chrough cheir

SLC revenuus.

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

55. Among Cue IXC*, AT&T and US Sprint aupport the current
federal lifeline asaiatance progran~ «nd believe that aaaiatance to low
income houaeholda ia an important coaiplement to aubacriber line chargea.
AT&T aupporta increaaing the matching federal benefit* if SLC* are
incrcaaed. \

56. The individual local exchange carriers had a variety of
reactions to the federal lifeline program. CP National and United Telephone
state thac ic is too early to evaluate the lifeline program. Both NYNEX and
Southwestern Bell supporc Che exiscing federal lifeline program, noting chat
the availability of low-cost local service options and ocher measures co
aaaist low income subscribers alao work, co preserve univeraal aervice.93
Alternatively, Americech, Rochester, and SNET maincain that low-cost
service, options in their areas obviate che need for any federal lifeline
assistance. Americech staces that federal lifeline assiscance is
unnecessary since it is in ics interest to maintain high subscribership
levels. On che other hand, Puerto Rico Telephone argues chac the federal
lifeline assiscance program should be expanded and that the Commission's

92 As discussed supra para.. 11, Chis program consists of a waiver of the
subscriber line charge for qualifying low income honseholds in scaces
providing cercified macching assiscance.

93 New York Telephone Company provides addicional assiscance co ics low
income subscribers wich respect co che installation and maintenance of
telephone service. These provisions include: 1) elimination of Che deposic
requiremenc for most new cuscomers including all subscribers receiving
public assiscance; 2) adjusted payment schedules for subscribers wich fixed
incomes chac reflect che subscriber's periodic receipc of income; 3) a
10-monch deferred payrnenc plan for arrears of up to $450; and 4) a L2-monch
interest-free deferred payment option for non-recurring service connection
charges. Southwestern Be 1, in addition co its "budget," "thrift," and
regular measured service options, allows residential cuscomers to spread che
initial installation charge over a fixed number of monchs. Additionally, ic
does noc require a security deposic based on incerexchange carrier coll
billing; cuscomers who have paid a debt to an IXC for which Southwestern
Bell provides billing and collection service* will noc be asked for a
security deposit, even chough they may have a history of delinquency, and
customers who are temporarily suspended for non-paymenc are not asked co
provide security deposits based on IXC billing as a condition for
restoration of service.



universal service goal should be redefined as prowling subscribership
levels, noc merely preserving Chem.94

57. The sponsors of che Unicy 1-A agreemenc do noc supporc che
feceral lifeline assiscance program as ic is presendy established. The
Unicy 1-A agreemenc sCates chac lifeline assiscance should be established,
where necessary, on a state-by-state basis, wich qualification-r determined
by appropriate scace organizations. The Unity. 1-A agreemenc also provides
chac funding for lifeline assiscance should be derived from sources ocher
chan telephone services, although it does noc propose any specific funding
mechanism.

58. Vhila a number of scace commissions commencing in chis
proceeding generally supporc continuing che presenc federal lifeline
assiscance program,95 * few scace commissions recommend some modifications
co the.currenc plan. Hichigan proposes that federal assistance, which
matches Che- amounc of scace-provided benefits up co che full amounc of che
SLC, be increased with any addicional increases in SLCs. Texas contends
Chat Chere should be- added flexibility in che federal program; che presenc
federal program would require it to conduct administrative proceedings for
each of the 72. LCCs operating in x'exas, in addicion co obtaining legislative
approval, before it could qualify for federal funds.96 California maintains
Chat che federal lifeline assiscance program should noc require verificacion
of subscriber income or ocher eligibility criteria as a prerequisite for
qualifying for che full federal assiscance. It recommends chac Che federal
program permic Che sCatc lifeline program co -contain provisions for
self-certificacion.9?

94 Puerco Rico Telephone maintains chac because 75Z of its* population
lives below che poverty level and only 50Z of ics population has telephone
service, ic is unable co Cake advantage of che nacching 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 ChaC ic has approved a discount race for Southwestern Bell
cuscomers, which is not subject CO any means CesC as required by che federal
lifeline assiscance program. Ic argues Chat Che federal program should be
more flexible and allow for che development of programs, like chis discounc
race, chac ic believes may be beccer suiced co achieving che goal of
universal service in parcicular 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, the District of Columbia argues that it is too
soon to evaluate the federal lifeline assistance program since it vas only
established in ear.ly 1986.98 in late-filed commencs. Co- Che Furcher Hotice,
che Vermonc Public Service Board (Vermonc) presented a proposal Chac
included a revised federal lifeline assiscance fund.99 in deriving ics
proposed lifeline fund, Vermonc reviewed the Jensus Bureau's daCa regarding
telephone penecracion 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 stace lifeline assiscance plan. Ic argues chat, while
states ere allowed co devise vhacever social policies cheir citizens may
approve, they should not be allowed co pass the costs of those programs onto
citizens of ocher states. Furthermore, US UesC claims that California has
uoc offered facts to support ics -conclusion'that there has been no abuse of
the California lifeline program as a result oficsprovision for
self-certification of incoae eligibilicy.

98 The DisCricC 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 plan.

99 Even chough Vermont submitted ics commencs on October28, 1986, almost
one monch after che close of Che pleading cycle for the Further Hotice. we
will consider the proposals raised in them, since ro party will be
prejudiced by such consideration and ic will aid us in completing a full
disposition of all relevant issues. In ics comments, Vermont proposed that
the mandatory common line pool be dissolved within two years and replaced
wich a mandatory contribution for a revised high cosc fund, lifeline
assistance and separations transitions. The high cosc fund proposal is
discussed infra para. 82. Regarding the separations transition element of
its plan, Vermonc maintains chac several recenc separations changes, which
shift dollars co Che incrascate jurisdiction, have been accompanied by
transitions over reasonable cime periods. Vermont contends that chese
transitions (e.g.. che revenue needed co fund the transition to Che
nationwide 25Z basic allocator was estimated at $1,409 billion in 1985,
declining co $24 million in 1993) should continue Co be funded through
mandatory contributions* As che Vermont proposal was lace-filed, no parties
have had an opportunity to comment on it.

100 To arrive ac this number, Vermont first estimated thac under Che
presenc 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 Harch 198S census figures in 50 states). Ic then
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chese funds would be collected or distribuced.

60. Severs! consumer groups contend that the federal lifeline
assistance-program is noc effective.i01 Specifically, they argue chat the
program does not reach a majority of chose who need assiscance. NASUCA thus
concludes that the Commission should focus on maintaining reasonable local
rates rather Chan on establishing a federal lifeline program. AARP, on the
ocher hand, supports- increasing the federal'assistance 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
the basic local flat-rate service charge. UOOOC also suggests similar goals
and changes to the lifeline assiscance program.while the CFA argues that
Che Commission must implement a more comprehensive lifeline program, it does
not offer a specific proposal. However, it does contend thac none of the
certified scace lifeline assistance programs offer .any reduction in the high
costs of installation, connection or deposits, which it views, as obviou-s
barriers co low income subscribersnip.n

61. The Ohio Office of Consumer Counsel recommends thac
lifeline assistance be available as a one-time waiver of $24.00 (and noc
restricted co a monthly waiver) to counterbalance non-recurring service

assumed what it viewed as a more realistic figure for participation in the
lifeline program (15 states including 402 of che U.S. poverty population,
and wich 1/3 of chose states offering only a partial credit (402 of 852 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 the People's Counsel, che FASUCA and che UCCOC.

102  These include: 1) setting an eligibility level at 1252 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) allowirg for self-verification of
eligibility.

103  Additionally, CFA asserts Chat two of che certified state programs
offer lifeline assiscance only co che elderly, although it also argues chac
the Commission should allow states to decide for themselves whether any
eligibility requirements beyond self-certification are necessary or
appropriate.

-4 -



installation charges and customer deposic requirements* Furthermore, it
suggests chat the Commission should allow for SLC waiver applications by
individual subscribers and not just limit them to states or LECs, and chac
chese waivers .should, not be tied to any matching state assistance.

62. Among user groups and government agencies, Ad Hoc, ICA, and
NTIA support the currenc federal lifeline assistance prograa. DQJ suggests
that lifeline assiscance should be funded from general tax revenues rather
chan chrough interstate toll charges. CUA, however, states chac Congress
has already rejected che idea of general public funding for the federal
lifeline assistance program. .

B. Discussion

63. In late 1983 we recommended, and Che Commission subsequently
adopted, che exiscing federel lifeline assistance program in order to
preserve universal service and promote subscribership among low income
households.10"We recommended this program because subscribership levels
among low income households, while stable, remained below che nacional
average. Since January 1966, ten states and the District of Columbia have
been certified for full assiscance under Che federal program,®®and many
more are moving toward'adopting a state lifeline program and requesting
federal certification.

64. In the Further Nocice. che Commission requested an evaluation
of chis program and recommendations for furcher action. As many of the
certified state plans are just beginning to Cake effect, it is noc possible
co draw any final conclusions about che effectiveness of che plans at chis
cime. We do believe, however, chac chis program is a properly targeted
response to our concerns regarding the gener-’ 'evel of subscribership among

low income groups as we proceed with c¢;”> smtntation of subscriber line
charges. We are confident that ' federal lifeline assiscance
program will continue to expand with to... income telephone subscribers

receiving chese lifeline benefits.

104 See suprr note 11 and accompanying text.

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

- 41 -
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65. la chis Order we recommend chac Che currenc federal lifeline
assiscance benefica be iacreaaed co correapond vich che propoaed increases
in subscriber line charges. The Lifeline Order scaces chac Che Commission
will "provide maCching assiscance, up co che full amounc of Che aubacriber
line charge, for subscribers receiving benefica under a qualifying scace and
local celephone company assiscance pLan."” ytis language concempLaCes
increasing che amounc of Che waiver shogld che amounc of cha SLC increase.
For example, vich a $3.50 SLC and a maCching sCaCe concribucion, che presenc
federal lifeline assiscance program will generace benefica of $7.00 per
monch for qualifying subscribers Co offsec' incerscace and local charges.*07

66. Several commencing parcies soughC furcher modificacion and
expansion of Cha exiscing federal lifeline assiscance program. We cannoc
endorse California's recommendacion chac che income verificacion
requiremenc in Che exiscing lifeline program be abandoned. This
verificacion requiremenc serves Cvo purposes: firsc, ic ensures chac chose
subscribers receiving Che assiscance ere in face eligible, chereby avoiding
a siCuacion where benefics are excracced by ineligible subscribers chrough
fraudulenc cercificacions; and second, annual recercificacion serves co
updaCe Che eligiblicy roles co ensure chac Chose subscribers receiving
assiscance have remained eligible.*00 We consider che verificacion
requiremenc Co be en inCegral pare of che exiscing lifeline assiscance
program. For similar reasons,Jlr«’do noc accepc Texas' requesc for increased
flexit. iicy in Che eligibilfcy”~riquiremencs. EliminaCion of che means-cesc
from che eligibilicy criceria *or federal benefics, for example, would
resulc in an assiscance program chac is no longer cargeced co low income
households, and suscepcible to widespread abuse.

67. We also decline co adopc suggescions chac Che exiscing
federal lifeline assiscance program should noc require any maCching scace
assiscance. We believe chac requiring implemencacion of a scace lifeline
program as a prerequisice co being cercified for federal benefics under che
exiscing lifeline program ensures chac qualifying subscribers receive

106  See Lifeline Order, supra noce 11, aC para. 1.

107 Benefics will be even greacer if che monchl, scace concribucion
exceeds $3.50 per monch per qualifying subscriber.

108 Moreover, aa US Wesc poir.es ouc, since federal lifeline assiscance
benefica are funded chrough incerscace coll charges, any scace program chac
is noc properly cargeced would be unfairly subsidized by racepayers in ocher
scaces. It is encirely reasonable for che scaces chac will be funding chis
assiscance co expecc chac measures will be Caken Co ensure chac benefics are
direcced co che incended recipiencs.
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assistance to offset both their local service costs and the federal
subscriber 1line charge. This approach fairly distributes Che responsibility
for preserving telephone penetration levels to both the. federal and scate
jurisdictions.109 Finally, ve recognize that DoJ"s proposal Chat Che
funding for the lifeline program come from the general Cax revenues is noc
presently feasible, although Chis approach is attractive in theory.110 Ac
this time, ve believe that federal lifeline assistance programs should be
supported through 1increased charges for ocher, telecommunications
services. *'*

68. As seated earlier, ue do not believe thac SLCs have had,
will have, a deleterious effect on universal service. However, a number of
commencers 1in chis proceeding have directed our attention co Che effect of
high non-recurring charges, such as Chose assessed for commencing telephone
service, on universal service.1l® The exiscing federal lifeline assiscance

109 The Ohio Consumer Counsel's suggestion chat consumers or their
represencacives be allowed co file for certification was rejected on
reconsideration of Che Lifeline Order as infeasible Co implement in light of
che requiremenc for’matching state assistance. See Lifeline Reconsideration
Order, supra noce 11, at para. 7.

110 The Unity 1-A agreemenc appears Co include a similar proposal.

111  We recognize chat there may be benefics from funding lifeline
assiscance chrough Cax revenues and, of course, scaces are free Co fund
cheir share of lifeline benefics from any intrastace source, including
general or special cax revenues. However, at Che presenc time, Che
appropriation of federal Cax revenues for lifeline purposes appears
unlikely. Furthermore, as long as lifeline benefics are properly tailored,
we believe Chat they can be funded chrough interstate coll races without
unduly affeccing che efficiency gains chac we should continue co obcain
from more economii pricing.

112 A scudy prepared by Che Michigan Divestiture Research Fund, sponsored
in part by che Michigan Cicizens Lobby, found chac installation charges and
security deposits were cited as che primary cause for che lack of telephone
service. Similarly, in a survey of customers in Tucson, Arizona, and Sale
Lake City, Utah, conducted by US Wesc, installation and deposit coses were
identified as "too high." AARP proposed a waiver of 50Z of Che connection
and installation charges, UCCOC suggested a full waiver of che charges or
deferred payment plans for Chese charges, and the CF/. argued chat high
installation and conneccion charges, as well as high deposic requirements,
are obvious barriers Co subscribership by low income households.

Moreover, a recent survey conducted by CFA, AARP and AT&T
indicates that almost chree quarters of chose uichouc phone service perceive



program specifically provides ChaC Che sCaCe matching assiscance may be
provided chrough reduced conneccion charges or customer deposic
requirements. Among certified programs, chose in Maryland, Hawaii, Arizona,
Utah, and che District of Columbia offer discounts or extensive benefics
applicable Co chese non-recurring charges and deposic requirements.
However, we believe chac more can be done Co directly address che problem
of high non-recurring charges for low income households chac are noc
presently on che network,**3 thereby noc only preserving, buc also
increasing, universal telephone service. Toward chis end, we are adopting
part of Che proposals put forward by AAR and UOCCOC and are recommending an
addicional lifeline assiscance program co offset che charges assessed for
commencing telephone service.

69. Specifically, we recommend a two-part program co link lo
income households co che necwork.Under che firsc pare, che federal
jurisdiction will provide assistance sufficient to pay one-half of che
charges, up co a $30.00 amounc, assessed for commencing service for
qualifying.”3 Under Che second part of our recommended program, where a

that they cannot afford che Large front-end coses of obtaining phone service
-- che installation charge and deposic. CFA, AA&P, AT&T, Summary Scacemenc,
Joinc Telecommunications Project (February 12, 1987).

113  Approximately S million low income households are presently without
telephone service.

114 A lifeline assistance plan could include either or boch pares of chis
new recommended program.

115 Under Chis program, federal funds could be used co offset
scat ‘-tariffed charges incurred ia connecting a subscriber to che necwork.
In most cases, such charges cover che administrative coses of opening an
accounc and che coses of turning Che switch ac Che cencral office. Ue sec
che cap for federal assistance ac $30.00 based on our calculations chac che
nacional average for chese charges is $45.17 for rotary service and $46.51
for couch cone service. Induscry Analysis Division, Common Carrier Bureau,
Federal Communicacions Commission, Trends in Telephone Service (February
2, 1987). Excluded from chis assiscance program are che coses of inside
wiring, which have been decariffed, and security deposic requirements. Ue
do noc believe Chat ic is feasible co struccure a federal assiscance program
co offset security deposic requirements because Che amounc required for a
deposic may depend on factors such as geography and an individual
subscriber's credit hiscory. As indicated above, ue strongly encourage LECs
Co reduce or waive security deposic requirements for low income cuscomers
who do noc have poor credic histories.



LEC offers a deferred payment plan for aervice commencement charges and ic
doea noc aaaeaa Che aubacriber any incereac charge, federal aaaiacance will
be available co chac LEC Co.cover Che incereac coace on an aaounc up co

$200.116

70. Conneccion aaaiacance vill be available for one
line per household, ac a subscriber's principal place of reaidence. W
furcher recommend chac each acace adainiacer Chia aervice coruaenceoer.c
aaaiacance prograa uichin ica jurisdiccion in conjunccion wich Che LECa.
Before receiving federal aaaiacance, a plan aubaicced by a acace
comaiaaion**? should be cercified in che aaoe manner aa Che exiacing
lifeline program*18 aa aeecing che following criCeria Co enaure chac che
aaaiacance ia properly cargeced: 1) che cuacoaer requesting aaaiacance haa
lived ac an addreaa or addreaaea where chere haa been no celephone aervice
for ac leaaC three moncha immediately prior Co che requcaC for aaaiacance;
2) aaaiacance ia available, ac ooac, once every Cvo years; 3) Che cuacoaer
cannot be a dependent (aa defined by che federal incoae Cax code) under che
age of 60; and 4) che cuacoaer auac meet scate-determined incoae criteria.
The firsc cvo criteria are Co be verified and auch verificacion should be
easily done by using LEC records. The final Cvo criteria may be
jelf-certifiedHowever, if a state determines chac ic is
administratively or econooically infeasible for a LEC co verify criteria #1
and tl, when Che necessary information oust be provided by a LEC or agency
outside che scace, or in ocher specified circuoacancea , Chen
self-certification of these criteria will be allowed and criterion #4 muse

be verified by che scace or LEC.

116 Ue assume chat any deferred payment schedule vill noc be longer chan
12 months. Also, we recommend chat che inceresc rats used in this part of
che program be determined based on che race paid on cen-year Treasury Bills.
See §67.731(a)(4)(ii) ac Appendix B.

117 U« recommend that plans be submitted only by Che stace commission or
its delegatee, which could be a LEC, in order co avoid Che possibility chac
numerous, conflicting plans for the saoe .yirisdiccion would be filed.

118 The Commission has delegated co che Common Carrier Bureau che
authority co certify state lifeline plans.

119 We require che income criterion in order co properly target those in
need of chis assistance. In contrast co che subscriber line charge waiver
measures of che exiscing federal lifeline programs we will allow
self-cercificacion here (excepc under che circumstances discussed above)
because we believe chac che ocher criteria for eligibility sufficiently
reduce che potential for abuse of this prograa.

celephone
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71. We ere making one additional recommendation, dealing wich
Che funding mechanism for chis program as well as for che exiscing federal
lifeline assistance program. This proposal is consistent wich our
recommendations co che Commission chac ic adopt, wich some modifications,
Che proposals regarding pooling and high cost assistance sec out in che
Unicy 1-A agreement.120 The common line pooling modifications of che Unicy
1-A agreemenc, which we adopc with some revisions, make no provision for
continued funding of federal lifeline assiscance. Therefore, in order co
ensure chac che federal lifeline program continues co be funded on a
nationwide basis,121 we recommend Chat NECA bill Che IXCs direccly for the
incerscace lifeline revenue requiremenc, covering boch che exiscing SLC
waiver lifeline program and our recommended service comsencemenc assiscance
program. IXCs chat have ac lease 1) 2 of che "I*" or "presubscribed"122
common lines presubscribed co incerexchange carriers in all study areas,
or 2) 32 of che presubscribed lines in any scudy area and a minimum of 1000
presubscribed lines in chac scudy area, will be responsible for paying
lifeline assiscance. A flat monchly charge accessed eligible 1XCs co
recover chese funds will be calculaced semi-annually based on all of che
common lines presubscribed co eligible incerexchange carriers. 12#

72. Our proposed IXC billing allocation mechanism for lifeline
funding is similar-co che one proposed in Unicy 1-A for che high cosc
fund, 124 and should be easy co administer. LECs participating in che

120  See infra paras. 72 and 87.

121  Under presenc practice, LECs in scaces wich certified lifeline
assiscance plans estimate che number of lifeline subscribers, determine che
resulting annual subscriber line charge revenue loss, and reporc Chat amounc
Co che NECA common line pool as an addition co Che CCL revenue requiremenc.
Thus, absenc Che proposed modification for IXC billing under our recommended
pooling revisions, carriers chac file Cheir own cariffs could be required co
recover che cosc of lifeline service vichin cheir own service areas.

122  We use che cerm "presubscribed'* co indicate all "I*" access lines,
including boch Feacure Croup C and D services.

123 We find chis funding mechanism most compacible wich che balance of che
recommendations we propose here. Thus, we decline co adopc Vermont's
suggestion, submitted as pare of ics depooling proposal, chac a fixed
revenue amounc be selected and established in a "pool" for lifeline
assiscance.

124  See infre paras. 75-77.
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federal lifeline assiscance programs should estimate and reporc annually to
NECA the number of qualifying subscribers under all lifeline assistance
programs, ai well as che.dollar amount of benefics per subscriber. NECA
should in turn report chese data to the commission. *25

73. We believe that Che addicional lifeline assistance program
recommended here is easily iaplementable”2” and should be quite effective
in removing a major barrier to initiation of celephone service by low incoae
households .*27 While we encourage states to match che direct offset of che
charges assessed for commencing service, our recommended plan does not
require Che states to provide aacching funds. Horeover, we strongly urge
the staces and local exchange carriers co develop deferred payment plans
for service commencement charges, as well as provide reductions in, or
waivers of, security deposic requirements for low income customers who do
noc have poor credit histories.

74. Furthermore, ocher measures, beyond federal and state
financial assistance, are important complements-co chese universal service
efforts. We believe that the availability of local service options, such as
che various state low-cost or budget services, contribute co maintaining
universal service.*28 Host of Che LECs have alternative service options

123  Reports co Che Commission and review by Commission staff should help
ensure that chese estimates and calculations are reasonable.

This new billing mechanism for lifeline, and for high cosc assistance,
will noc become effective until April 1, 1989, when our recommended pooling
changes will begin. See infra. In Che meantime, funds for both Che new and
existing lifeline plans vill be recovered through the nationally averaged
CCL rate.

126  This new federal lifeline assistance prograr does require some
separations changes to ensure that costs and revenues are properly aligned
between the jurisdictions. Our proposed rule changes are contained in
Appendix B.

127  We wish to stress chat chis additional assistance program is noc
intended co supplaac Che present subscriber line charge waiver measures of
che existing lifeline program. Ue encourage scaces and LECs chat have noc
yet implemented che exiscing program to develop qualifying lifeline
assiscance plans as soon as possible. Furthermore, we recommend that Che
Commission work closely wich states chat have already received federal
certification for lifeline assistance plans to allow them to qualify quickly
for receipt of additional federal funds co offscc increases in subscriber
line charges.



available Co Cheir cutCooers and many of cheae carriers have an increasing
number of cuscomers subscribing Co chem. We scrongly encourage all LECs Co
make alcernative service opcions available and co assise in che developoenc
and adminiacracion of federal assiscance measures 1in order co ensure chac
Celephone service is universally available*

V1. High Cosc Assiscance
A*  Comment Summary

75. Since many of che commencs dealing vich high cosc
focused, on che specific proposal sec ouc in che Unicy 1-A agreemenc, ve vill
briefly describe ic here* Under che-Unicy 1-A proposal che high cosc
assiscance formula vould be reCargeced Co give addicional benefics co LECa
vich fever Chan 200,000 access lines and Co decrease assiscance co LECs vich
greacer chan 200,000 access iines.129 The sponsors of Unicy 1-A claim,
based ob 1985 HECA figures, chac Cheir cargecing of che high cosc measures

128  According co a recenc AT&T survey, all scaces and Che DisCricC of
Columbia offer such services. See AT&T, Local Exchange Races (March 10,
1987) (a periodic survey conducced by AT&T on a scace-by-scace basis
idencifying che lovesc local exchange cariff races in effecc).

129 "Small and medium-sized" LECs (chose vich 200,000 or fever lines) would
be divided inco chree cacegories: (i) chose vich loop coses equal co‘0-115Z
of che nacional average loop cosc vould be alloved no addicional ailocacion
of coses co che .incerscace jurisdiccion; (ii) chose vich loop coses equal
co 115-.150Z of che nacional average would be allowed an addicional
incerscace ailocacion of 65Z of che coses in chac band; and (iii) Chose wich
loop coses greacer chan 150Z of che nacional average vould be eligible for
an addicional incerscace ailocacion of 75Z of chose coses. Large companies
(chose wich more Chan 200,000 lines) vould be divided inco five cacegories:
(i) chose wich loop coses equal co 0-115Z of nacionvide average loop coses
would be allowed no addicional incerscace ailocacion; (ii) chose vich loop
coses of 115-160Z of che nacional average vould be allowed an addicional
incerscace ailocacion for 10Z of Che coses in chac band; (iii) chose wich
loop coses beCveen 160-200Z of che nacional average would be allowed an
addicional incerscace ailocacion of 30Z of che coses in chac band; (iv)
chose vich loop coses equal co 200-230Z of che nacional average would be
alloved an addicional ailocacion of 60Z of che coses in chac band; and (v)
chose vich loop coses greacer chan 230Z of che nacional average vould be
eligible for an addicional incerscace ailocacion of 7SZ of che coses in chac
band.

assiscar



will decrease che overall size of Che high coaC fund from $448 million co
$390 million, an approximaCe reduccion of $58 million. They also maincain

chac Che proposed changes vill increase from 53Z co 83Z che proporcionace
mhare of high cosc fund assiscance paid to LCCs vich less chan 200,000
lines.

m

76. The Unicy 1-A proposal furcher provides chac Che high cosc
assiscance formula be reviewed in che future if ic appears chac ocher
factors, such as separations changes, would create unreasonably high races
for local service* In addicion, because of Che pooling revisions proposed
in che Unicy IrA agreement ,*3°the ixc$ will be billed directly for high cosc
funds .chrough a separate pool administered by NECA wich che charges based
on the proportion of each -IXC's "1+Maccess lines.™1

77. The Unicy 1-A sponsors assert chac Cheir high cosc assiscance
proposal: 1) simplifies Che pooling and cash flow operations by separacing
high cost assiscance from che CCL race; 2) avoids calculating a high cosc
assiscance charge for.-each LEC when several LECs may have diverse race
structures; 3} continues Che practice of recovering high cosc assiscance
funds from IXCs; 4} centralizes billing and collection for chese funds; and
5) promotes and emphasizes Che national inceresc in maintaining universal

service.

78. IXCs did noc have extensive commencs addressed co che high
cost assiscance issues. AT&T supports Unicy I-A's retargeting of high cosc
assiscance, claiming chac che revision is fully consiscenc wich che
Commission's purpose of assuring Chat celephone rates remain reasonable even
in high cosc areas. US Sprint generally notes chac Che high cosc assiscance
program should have narrowly drawn guidelines so chac che leveL of
assiscance does noc exceed che amounc required co target subsidies co
specific firms. Consequently, US Sprint argues chac the level of che
firm-specific subsidies should be dependent on Che economic characteristics

130  See infra paras. 98-100.

131 The Unity 1-A proposal furcher provides chac only Chose IXCs wich over
1Z of che "1*" access lines (i.e.. Chose lines.provided by premium access
services, Feature Croup C and‘D services) will be billed for che high cost
fund. Each LEC would reporc Co NECA che number of "1+" access lines
associated wich each IXC serving a scudy area. NECA would compute and assess
che charge on an annual basis, and adminiscer Che fund, including che direcc
billing co che IXCs as well as che distribution of revenues co qualifying

LECs.
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i+ well as the NTS loop costs in each LEC's service area, recognizing
distinctions between urban and rural, and large and small, LECs.

79. In general, the LECs express strong support for the high cost
assistance proposal in the Unity 1-A agreement. While Americech maintains
that the Unity 1-A proposalL is presently sufficient to assist the high cost
LECs, it argues that at some point the high cost fund should be modified to
eliminate support for the high cost study areas of che large LECs. In chis
regard, Americech proposes .that Cha eligibility requirements include
criteria that would evaluate the current circumstances- of che LEC before
determining whether the LEC is eligible for high coat assiscance. For
example, Americech suggests criteria such as an evaluation of a LEC's
pricing structure, Che availability of lifeline assistance for ics
cuscomers, and an evaluation of the company's local rate levels. Cincinnati
Bell contends thac only chose companies remaining in the voluntary pool
under the Unity 1-A proposal should receive high cosc assiscance. SNET
continues to supporc high cosc assistance but maintains Chat che measures
should be subject co continual review co ensure limited and properly
targeted supporc.

80. In its separate commencs, OPASTCO, one of Che Unicy 1-A
sponsors, proposes an addicional mechanism Chat would provide furcher
assiscance to LECs with 50,000 or fever access lines. The proposed formula
is designed to assist small LECs in absorbing the cumulative effect of all
cost shifts to che intrastace jurisdiction. 132

81. Among the state commissions, Arkansas expresses support for
che Unicy I-A proposal for high cost assistance,*33 although ic argues chac

132 The OPASTCO plan would provide for an addicional incerscace cosc
allocation for a carrier if, after calculating a surrogate number for che
cosc of basic local service over a two year consecutive period: 1) che
surrogate rate calculated for che second year exceeds Che firsc year's
calculation and equalLs or exceeds $14.00; and 2) the increase in coses
during che second year exceeds by 20Z che number calculaced for che firsc
year. Then, any increase above che 20Z could be recovered from che OPASTCO
high cost fund. This proposal is supporced by Waicsfiald-Fayscon Telephone
Company, ec al_., and Lackavaxen Telephone Company, which maincain chac che
currenc high cost formula fails to prorect smaller LECs from che cumulative
effaces of NTS cost shifts to che local .risdiction resulting from recenc
federal decisions.

133 Arkansas recommends, however, that Che high cost assistance formula
proposed in the Unicy 1-A agreemenc be changed co be consiscenc wich
Arkansas' proposal co move from che 25Z basic incerscace allocator co a
SLU-based incerscace ailocacion. See supra noce 40.
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Che eligibility requirements should include some consideration of che
differences among geographic areas. Consequently, ic proposes chac
eligiblicy for chis assistance should be evaluated based on currenc local
service race levels rather chan on LCC size* NTCA argues chac high cosc
assistance should noc be tied Co local races. Ic maintains chac including
an evaluation of local exchange races as a criterion for eligibility vould
necessarily hrve ro include some determination concerning che size of che
local calling area, Che community of interest, and short-haul coll races.
NTCA contends Chat such a complex rule would be impossible boch co eonscrucc
and implement.

82. As part of Che proposal it submitted in Lace-filed
Vermonc presented a revised high cost assistance mechanism. To qualify for
supporc under Che Vermonc plan, a LEC must have a composiCe index of ac
least 115Z of a national average index. The index vould be composed of chree
equally weighted factors — density,”4 c¢oa:, *35 4n(j basic local races.”6
The high cost fund proposed by Vermont vould be of indefinite duration and
addicional supporc from a mandatory common line concribucion vould be
available for LECs that have noc yet modernized, =n Other scace

Hichigan expressed general supporc for retargeting high cosc assiscance
co smaller, high cost LECS but did noc eommenc on cha specific changes
suggesced in che Unicy 1-A proposal.

134 The "densi.y" faccor is composed of Cvo subfactors, Che firsc
reflecting necessary outside plane costs by dividing che number of
subscribers by che number of route miles, and che second reflecting
switching coses by dividing Che number of subscribers by che number of
central offices. These cvo subfactors are normalized co reflect che fact
chac line measure is often cvo orders of magnitude (IOOx) greacer chan
office density, and che factors are then weighted according co che relative
amounts of central office investment and local outside plane investmenc.

135 Vermonc contends, without furcher explanation, that Che cost factor
can be measured by che currenc measurement of che level of NTS costs,
claiming chac che level of NTS costs appears Co be directly correlated co
rapid growth.

136 This is che lowest (or highest) flac rate for local service available
to a residencial cuscomer in a study area (or a derived race if no flac race
is available). Vermonc argues chac including basic local service races in
che index provides che most supporc for those LECs chac alrea'dy have high
races and requires chose vich low races co bring cheir charges more in line
wich che nacional average before supporc is provided.

137 In a subsequent pleading, lace-filed on December 15, 1986, Vermonc

commer
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commissions were silenc on propoaed changes co Che high cosc assiscance
measures.

83* Among user groups, Ad Hoc concends chac che assiscance
provided chrough Che high cosc fiind is totally uncargeced, since Chere never
has been any demonscracion chac a cuscooer's abilicy co afford celephone
service is in any way correlaCed vich vhecher che LEC serving chem
experiences high coses. Ad Hoc concurs in any efforcs Co direcC che
assiscance more accurately Co chose customers in oeed of it, buc is noc
convinced chac Che Unity 1-A proposal will accomplish chac objective.
Finally, boch DoJ and NTIA supporc Unity I-A's retargeting of high cosc
assiscance, although NTIA believes chat incentives should be built into che
.system Co encourage LECs co operate efficiently. NTIA also suggests chac
supplemental supporc be provided to small LECs based on certain objective
criteria related co local service race levels.

B. Discussion

84. In 1983, Chis Joinc Board first recommended certain

jurisdiccional separacicns changes co assist subscribers in areas of the
councry chac have high NTS loop coses.~8 These high cost assistance
measures, adopted by the commission, 139 permit study areas with higher than
average NTS loop costs Co allocate certain addicional coses to che
incerscace jurisdiccion (above and beyond Che basic interstate ailocacion).
These costa are presently recovered Chrough usage-based charges paid by che
incerexchange carriers. This assiscance is designed co reduce Che
incrascace cosc ailocacion and thereby keep local service races lower chan
they otherwise would be in high cosc areas.

submitted addicional data on che economic effeccs of ics high cosc fund
proposal. In Chat filing, ic modified ics original proposal by delecing
che incentive for modernizacion and by providing a simpler method for
measuring density.

138  Amendmenc of Parc 67, Second Recommended Decision snd Order, 48 Fed.
Reg. 46,536 (1983). This recommendation was made in conjunction wich our
recommendation for a ccansicion co a basic 2SZ incerscace ailocacion faccor
for local NTS loop coses.

139  Amendmenc of Parc 67, Decision and Order, 96 FCC 2d 781 (1984). The
original high cosc assiscance measures were modified slighdy in our
previous examination of che issues being considered here. See Recommended
Decision, supra note 9, aC paras. 46-73.



85. In the Further Nocice, the Commiaaion requested comments on
the effectiveness of the presenc high cosc assistance program and
recommendations for further accion. Since Che high cost fund is being
phased-in over an eight-year period and 1986 was the first year of that
phase-in, che record provides a limited amounc of informacion regarding the
effectiveness of the presenc program. Nevertheless, we belLieve chat che
rationale for our original proposal for high cost assiscance remains valid,
and we continue to support high cost assistance as a sound means of
fostering universal service. As a rule, many of the factors that result in
high loop'costs, such as population density and geography, are beyond che
control of high cost companies. The additional adjust: .c allowed pursuanc
to che high cosc fund alleviates Che need to recover some of those high loop
costs Chrough increased local service races. -We believe chat measures, such
as high cosc assiscance, designed to ensure that local service races remain
at reasonable levels throughout the councry, represent an important aspect
of our program to preserve universal telephone service.

86. A number of commenting parties proposed changes in certain
aspects of the existing high cost fund. Ue supporc che proposal to retarget
the currenc high cost fund as outlined in che Unity 1-A proposal and
recommend thac Che Commission adopc chat proposal with some minor
modifications. In fact, Chis modified proposal is similar co a formula we
previously considered during our examination of high cost assistance
measures in 1984. We rejected chis particular formula at that'time because
we believed that further study was necessary. Retargeting che high cost fund
as now recommended will provide an addicional interstate expense ailocacion
for che small companies most in need of-assistance and direct less
assiscance co the larger LECs, i.e., carriers with over 200,000 access
lines, chac have more flexibility in dealing with above-average costs.

In lighc of Chis retargeting of assiscance coward smaller companies, we can
reasonably conclude that chis nei; formula, while perhaps not perfecc.
represents an improvement over che exiscing high cost assistance formula.

87. We also adopc the basic approach for recovering high cosc
funds proposed in che Unity 1-A agreemenc, wich some modifications. Firsc,
as wich funding for che federal lifeline assistance programs,IXCs chac
have ac lease 1) 12 of the total common lines presubscribed to interexchange
carriers in all study areas, or 2) 52 of che presubscribed lines in any

140 The proposal will also decrease che full amounc of che high cosc
assistance funding by an estimated $58 million.

141  This new formula will become effective on Sepcember 1, 1988.

142 See supra para. 71.
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acudy area and a minimum of 1000 preaubacribed Lines in chac aCudy area vill
be responsible for paying high coac aaaiacance. A flac monthly charge
aaaeaaed eligible IXCa Co recover high coac funda vill be calculaced
semi-annually baaed on all of che common lines presubacribed co these
incerexchange carriers.~2 The Unicy 1-A proposal limics responsiblicy for
providing high cosC funda Co only a few of che Largest IXCs. Ue believe
chac our modification more fairly distributes che responsibility for high
cosc asaiatanca funding among a greater number of Che IXCs, and Calces inco
accounc Che fact chat while on a nationwide basis an IXC may noc have a
subscanciai presence, ic could be a dominant carrier in a particular area.
Second,- ve do recommend that Che IXC payments be calculated every six months
rather chan on a yearly basis as proposed in Unicy 1-A. Ue believe chac
calculating chese payments on a semi-annual basis is preferable to reflect
possible changes in che market share of che different -incerexchange carriers
due to competition in Che incerexchange market.

88* Ue do not recommend, as some commencers suggest, a change in
Che currenc eligibility requirement for high cosC assiscance. Ue find chac
the currenc eligibility requiremenc, based on che average loop coses of che
study area, is a reliable criterion for determining which LECs require high
cost assiscance. lc also has proven Co be administratively feasible to
implement. Furthermore, we agree vich NTCA Chat including additional
evaluation criteria, such as local exchange rates, would require a
subjective determination of che value of che local calling area size, Che
community of inceresc, short-haul coll races and ocher similar faccors.
Eligibility criteria based on all of Chese faccors would create a complex
assiscance mechanism ch.'t would be difficult to construct and implement.

89. Similarly, we conclude chac requiring certification that

LEC has <considered pricing opcions and ocher self-help alternatives before
it could receive high cost assistance unnecessarily complicates che high
cosc assiscance program. However, because we are concerned chac chese high
cost measures do indeed remain properly targeted, we recommend chac the
Commission direct NECA co file annual reports chac detail current NTS loop
coses and high cost assiscance for each study area, as well as trends in
Che growth of loop coses and Che discribucion of che high cosc funds, co
allow careful monicoring of che effeccs of che revised formula. As we

143  This funding mechanism for high cost assiscance will become effeccive,
along wich our recommended pooling revisions, on April 1, 1989. Uncil chac
Cime, che high cosc fund will continue to be recovered through che CCL rate.

144 Arkansas suggescs chac the assiscance should be calculated on a
quarterly basis. Ue do noc perceive che need to require Chis administrative
burden and believe chac a semi-annual basis will be sufficient co make any
necessary changes in che IXC's payments.
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stated in the Recommended Decision. we strongly urge *11 of the state
commissions to ensure that the benefits of the high cost assistance measures
accrue to local ratepayers as intended (i.e., to keep local service rates
lower than they otherwise would be). > .

90. Finally, we conclude that OPASTCO'$ proposal for
high cost assistance for the small LECs, i.e., carriers with 50,000 or less
access lines, should noc be adopted. " The* OPASTCO proposal is designed to
provide an additional allocation to the interstate jurisdiction to help
small LECs recover increases in local revenue requirements due to recent
changes in che separations procedures. We find Chat the Commission and che
Joinc Board have already considered the impact of che revenue requiremenc
shifts resulting from these separations changes in recommending and adopting
them. Therefore, we conclude chac additional assistance does not appear to
be appropriate at Chis time.145

145 Wk noce thac in a separate action today, we recommend measures for che
ailocacion of Category 6, Central Office Equipment, costs that ensure a
Lengthy transition for the reallocation of a portion of chese costs to che
intrastace jurisdiction and that provide an addicional interstate ailocacion
of costs for LECs serving fewer than 50,000 access lines. Recommended
Decision, MTS and WATS Harket Structure and Amendment of Part 67 of the
Commission's Rules, CC Docket Nos. 78-72 and 80-286, FCC 87- (1987). Ocher
separations changes, such as Che movement to the 25Z gross allocator and che
removal of inside wire costs, which OPASTCO contends are shifting revenue
requirements co Che intrastace jurisdiction, are being phased-in over a
transitional time period in order to avoid the rate effects that Che OPASTCO
plan apparently seeks to address.

- B -
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VI1l. Common Line Tariff and Pooling
A. Pooling Proposals and Commencs

9-1. The Furcher Notice requested comments and recommendations
on possible modifications to the mandatory pooling of common line costs and
revenues. It stated that these pooling issues should be considered in che
context of possible modifications to SLCs and high cost assistance measures
as part of an integrated- proposal for further'action. These general pooling
issues had been raised in petitions filed by Bell Atlantic and Nev Jersey
in late 1 9 8 5 . The Further Notice directed us to consider these petitions
as part of this broad proceeding because they raise issues relating co
potential modification of.the existing mandatory pooling mechanism*

1. Bell Atlantic and New Jersey Petitions

92. In its October 1985 petition, Bell Atlantic asserts chac
modifications to che current pooling arrangement are necessary. The Bell
Aclancic plan vould replace che currenc nationwide, uniform CCL charge
developed through tbe CCL pooling process vich three sets of charges.
Firsc, LECs vould establish a "primary element,” a charge sec at a level
sufficient co recover its ovn common line revenue requiremenc, but not to
exceed che exiscing CCL ra:e 7 Second, a transitional surcharge element
vould be developed based on Che "excess costs" above che exiscing CCL "cap"
chac vould be reported to NECA.148 Third, a per minute high cost fund
charge would be assessed. The primary element vould be increased each year
co the previous year's maximum rate (che primary element plus che
transitional surcharge plus che high cost fund charge).

146 Bell Aclancic and Nev Jersey submitted separate pecicions in October
1985 and November 1985, respectively, requesting changes in che Commission's
Part 69 access charge rules to reduce che degree of, or eliminate, mandatory
pooling of common- line costs. These pecicions and che commencs filed in
response thereto were referred to this Joinc Board for consideration and
development of recommendations. Petitions of Bell Atlantic and che New
Jersey Board of Public Utilities, RM No. 5205, Mimeo No. 4622 (released May
21, 1986).

147 Ac the time the petition was filed, che CCL rate was a uniform 4,33
cents per minute.

148 At che time it filed its petition, Bell Aclancic estimated that a .5
cent per minute of use surcharge would be necessary vich a $2.00 SLC.
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93. In its petition, New Jersey Asserts thAt bypess is a major
threat in its state and that depooling represents an effective tool to
combat it. Hew Jersey endorsed three possible approaches to depooLing: (1)
the BelL Atlantic proposal; (2) total elimination of the NECA pool with a
move toward cost-based pricing of services; or (3) a cap on the maximum
contribution that any one state makes co the HECA pooL, which would be
phased down over time. .

94. While cost parties commencing in response to the Further
Nocice did not specifically address these two petitions, we will briefly
summarize the comments submicted on them during che initial pleading cycle
established in response to the petitions.” Among the BOCs, Americech,
BellSouth, and US West supporced che Bell Atlantic and Hew Jersey pecicions,
wich US West proposing two transition plans for ending pooling, one
involving increasing Che SLC and the second involving a percentage
phase-down in total pool contributions. Pacific Bell and Southwestern Bell
opposed the petitions and instead supported the flat-race IXC recovery of
NTS costs, consistent wich ochur pecicions pending before the Commission
at thac time proposing alternative common line cost recovery race
cervetures . MO NYNEX expressed concern chat the Bell Aclancic plan would
increase uneconomic bypass for chose companies wich near-average or
greater-chan-average costs. Bell Atlantic councered chac chese companies
would only be paying slightly more under ics plan than under the presenc
system.

95. Among che independent celephone companies, che CTOCs proposed
certain revisions to che Bell Atlantic plan. They suggested eliminating che

149 It appears that many of che views expressed in these commencs have
been superseded by subsequent comments submitted by che same parties in
response to che Furcher Nocice. In fact, Bell Atlantic itself subsequently
filed comments in supporc of the pooling proposal concained in the Unity 1-A
agreement. The District of Columbia, however, expressed continued supporc
for che Bell Atlantic depooling plan, and Florida stated chat careful
consideration should be given to boch pecicions.

150 Pacific Bell submitted a waiver petition to implement such a plan at
che same cime that che Bell Atlantic and New Jersey petitions were filed.
This petition subsequently was denied, as were similar petitions filed by a
number of LECs. See Petitions for Waiver of Various Sections of Part 69 of
che Commission's Rules, filed by Hountain States Telephone and Telegraph
Company, ec aU FCC 86-145 (released April 28, 1986) (Interim NTS Guidelines
Order), on reconsiders tion. FCC 86-527 (released January 7, 1987)
(Guidelines Order Reconsideration).



transitional surcharge and replacing it vith a fixed charge upon IXCs*
United also proposed sone modifications to the Bell Atlantic plan,
suggesting that the transitional surcharge level should decrease as SLCa
are increased. Cincinnati Bell supported Bell Atlantic's petition, while
SNET noted that a gradual reduction in pooling vas necessary. Smaller LECs
and independents maintained thac further study of depooling vas necessary,
particularly concerning che impacc of depooling on CCL rates and bypass.
Among the LEC associations, NTCA strongly opposed the Bell Atlantic. pLan,
while OPASTCO and USTA simply suggested referring che issue of depooling
to the Joint Board. v

96. Of the state commissions, Delaware, che District of
Columbia, Maryland and Virginia all supported the Bell Atlantic and Nev
Jersey depooling petitions.. Ocher state commissions criticized the BelLL
Atlantic and Nev Jersey plans as being inadequately supporced, and requested
further review by the J*inc Board. NTIA generally supported che depooling
proposals, claiming that pooling is economically inefficient. Concerns chac
depooling vill lead to interstate toll rate deaveraging are noc well
founded, NTIA argued, noting that access pricing variations have existed for
a long time and rate deaveraging has not occurred.

2. Ocher Pooling Proposals

97. Two pooling proposals were filed in response to the
Commission's Further Notice. one by the LEC industry associacions and
another by Vermonc. The Vermonc proposal vas part of Vermont's commencs in
chis proceeding .51 The LEC induscry associacions presented a detailed
proposal for pooling' modifications as part of Che Unicy 1-A agreemenc.

98. The pooling modifications proposed by che LEC induscry
associacions call for the replacement of Che presenc mandatory common line
pooling system vich arrangements that Che agreemenc characterizes as a
"voluntary" common line pool”2 4ng 4 "mandatory" long term support (or
LTS) fund~” chat vill enable chose remaining in che pool to charge IXCs

151 See supra note 99.

152 This voluntary pool concept vould permit carriers to opt out of che
nationvide NECA common Line cariff and file cheir ovn CCL races.

153 NRTA, one of Unicy I-A's sponsors, added a number of clarifying
footnotes to Che Unicy 1-A agreemenc chac emphasized its view chac the Unicy
1-A common line pooling mechanism vould noc totally eliminate mandatory
pooling. Rather, NRTA assert?, Unity 1-A vould only streamline Che presenc
mechanism co provide for "minimum mandatory pooling.”



2835

Che equivalent of what vould have been the nationwide average CCL rate had
the mandatory common line pool been maintained. In addition, Unity 1-A
establishes a four-year transitional supporc (or TRS) fund, vhich would be
used to provide transitional support payments to LECs that traditionally
have been net receivers under the current system but are expected by Unicy
I-A's sponsors to withdraw from che "voluntary" pool.

99. Under Unity 1-A, LECs are divided inco three groups:
company contributors (LCCs) chat traditionally have had net revenue flows
inco the common line pool and, therefore, would be likely to withdraw from
Che existing NECA pool and file their own CCL tariffs;*” large company
receivers (LCRs) thac traditionally have had net receipts from che presenc
pool but, according to Unity I-A's sponsors, vould be likely to withdraw
from Che pool and file cheir own CCL tariffs; and small company poolers
(SCPs)A55 chat vould be likely to remain in che voluntary common line pool.
All LECs vould be alloved to elect in June 1987 to remove themselves from
-the po01. 156 According to the plan, those LECs that choose not to withdraw
from the pool in 1987 may choose to withdraw from che pool in subsequent
years, provided they notify NECA by June 30th of the year in which they
choose co file their- ovn common line tariffs. The agreement provides,
however, that in order to be eligible for transitional support, LCRs must
elect to wichdraw from the NECA pool in 1987 and file Cheir own common line
cariffs vich a January 1988 effective date. Furthermore, all LECs chac
wichdraw from the pool must do so on a holding-company basis and remove all
scudy areas from the pool.

ISA As administrator of che mandatory common line pool, NECA presently
files a single common line cariff in which all LECs are required to concur.
The revenues received under that Cariff are used: (1) to* compensate NECA for
ics administrative expenses; (2) to allocate high cost assiscance co
gualifying study areas; (3) to compensate average schedule companies ir.
relation to use of their facilities in originating and terminating
incerstace telecommunications services; (A) to reimburse LECs settling on
che basis of cost studies for che expenses related to providing incerscace
common line services; and (5) to provide an identical earned rate of return
on the interstate common line investment of each exchange carrier.

L55 The same basic provisions ch-ic apply to the LCCs and LCRs would apply
co any "small companies" wishing to leave che pool. However, che proposal
assumes thac chese LECs would remain in che pool. ’

156 Under the plan, LECs withdrawing from the pool would file their
individual common line cariffs on October 1, 1937, to be effective January
I, 1988.
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100. The Unicy 1-A LTS fund ia designed co aupporc LECa remaining
in che HECA pool, enabling chem Co charge a CCL race ac a level
approximacely equal Co Che nacionwide average charge ChaC would have existed
had all LECs been required Co remain in Che exiscing common Line pool. 15?
All LECa chac elect co wichdraw from the pooL will pay LTS.~#8 HECA will
ealculaCe Che annual LTS paymencs for che nonpooling LECs and bill Chem on
a monChly bajis.1® Transitional aupporc paymencs from Che LCCs will assise
che LCRs chac wichdraw from che pool. Unicy 1-A proposes a four-year
cransicion period, wich che amounc of TRS paymencs decreasing 20Z each year
until they are eliminated.1® As envisioned by Unicy 1-A, the
posc-cransicion common line pool members would .include only chose small LECs

157  NECA would be responsible for calculating che hypoChecicaL CCL race.
The hypothetical CCL rate would be computed by dividing che revenue
requiremenc for che carrier common Line element by che annual access minutes
of use for all incerstace or international services chat use local exchange
switching facilities. This calculation would be based on che prior year
historical data submitted by Che parcicipacing LECs in che NECA common line
Cariff and daca submitted by LECs chac file their own common line Cariffs.

158 However, during .che cransicion period (between 1988 and 1992), only
Che LCCs will pay LTS, in addition Co paying TRS.

159 As proposed, che yearly LTS is based on che difference between"che
projected revenues for che poolers (based on Che hypochetical CCL race) and
Che revenue requirements of Che poolers. During the Cransicion period, LCC
paymencs will be based on che percentage contribution of thac LEC in
relation co Che ocher LCCs' in 1987. Afcer che cransicion period, paymencs
will be based on Che ratio of a LEC's access lines co che cocal access
lines for all Chose LECs noc parcicipacing in the pool.

160 Under che Unity 1-A proposal, LCRs chac choose in June 1987 Co wichdraw
from che NECA common line cariff would be provided TRS as foLlows: (1) 1988
— 80Z of cheir nec receipts from che NECA pool in 1987, adjusted co reflect
che $4.00 SLC proposed by che plan (1987 adjusced frozen amounc); (2) 1989
— 60Z of Che 1987 adjusted frozen amount; (3) 1990 -- 40Z of che 1987
adjusced frozen amounc; (4) 1991 — 20Z of che 1987 adjusced frozen amounc.
TRS would be funded by LCCs wichdrawing from che NECA cariff. For LCCs
withdrawing from Chat Cariff in 1987, TRS paymencs would be based on cheir
1987 pooL contributions, adjusced co reflect Che proposed $4.00 SLC and
revised CCL revenues. A LCC withdrawing from che pool afcer che initial
eleccion opportunity in 1987 would pay TRS based on che ratio of its tocal
accesa lines Co che cocal access lines of ocher LCCs paying TRS. See Joinc
Commencs ac 20-22.
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Chit need Che protection of riek sharing and ocher benefits of a pool
managed by NECA.

101. The sponsors of Unicy I-A cite as the benefics of their
proposal: (1) "price flexibility" for chose who opt out of che pool,
allowing them to be more responsive to competition and tho. needs of their
own cuscomers and to combat bypass by setting access rates closer to cost;
(2) elimination of Che currenc transfer of funds, estimated by Unity I-A's
sponsors to be approximately $600 million, among customers served by large
LECs; and (3) cost, risk, and resource sharing for those remaining in che
pool. Unicy I-A's sponsors also claim that cheir plan serves che universal
service objective by maintaining an HTS cost pooL and establishing an LTS
mechanism to support those "small" LECs thac need the benefits of the pool.

102. Commenting LECs generally support Unicy I-A's pooling
proposal because, they assert, ic would eliminate unnecessary supporc flows
among large companies, provide incentives for efficient operacion, and allow
chem to price, switched access-closer to che actual cost of service in their
regions'.161 Supporters of the Unicy 1-A proposal also claim that the
presenc pooling system is an anachronism and chat the subsidy mechanism
inherent in that system creates a significant bypass threat. Americech,
which traditionally has been a net contributor to the mandatory cotmon line
pool, claims that the present system requires n*nefconomic charges to
Ameritech customers of approximately $236 million In»1986. Two ocher net
contributors, Bell Atlantic and SNET, contend chat, theft- customers pay $300
million and $25 million, respectively, to support telephone service in ocher
states. Smaller LECs also support the Unity 1-A pooling structure. They
view che Unicy 1-A package as consistent wich small LEC's needs and stace
chac it is "the best framework in which co ensure universal service."162

161 While generally supporting Unity 1-A, Southwestern Bell expresses

concern that che mandatory long term supporc obligations chat attach to LECa
withdrawing from cheNECA pool may create an artificial incentive to remain

in the NECA pool forLECa with common line cosc recovery requirements that

are higher than the nacional average -- so-called "net recipients
According co Southwestern Bell, chese LECs, which under Unicy 1-A'muse pay

LTS afcer che cransicion period ends, should noc be required to make such

paymencs if co do so would require them to charge a CCL rate above.che NECA
pool CCL rate. BellSouth states similar concerns.

162 See Letter from USTA Small Telephone Company Committee to Hark S.
Fowler, Chairman, Federal Commnicacions Commission (December'l7, 1986); see
also OPASTCO Comments at 2; Waitsfield-Fayston, et al. Comments at 7,
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103. Among Cha LEC*, only ALLTEL' and CP National oppose pooling
change* at thi* cime, maintaining that price flexibility should be explored
furcher within che presenc mandatory pooling requiremenc. CP Hacional
expresses concern chac depooling vill lead Co coll rate deaveraging. ALLTEL
and CP Hacional also raise particular concerns vich cerCain ocher aspeccs
of Che Unicy 1-A pooling proposal, such as hov che proposal vill efface che

membership, rontrol, and expenses of HECA, and hov che LTS fund vill be
administered. ALLTEL and CP Hacional suggest that Che Commission seek
furcher commencs on vhecher Che Unicy >A pooling proposal vill actually

achieve che perceived benefits.

104. ALLTEL and CP Hacional also argue chac, if the Unicy 1-A
proposal is adopted, vithdraval from che common line pool should be
permicced on a scudy area basis, rather Chan required on a holding company
basis.I163 NYHEX argues, in response, chac if che decision to leave che pool
is noc made on a holding company basis, companies vill leave cheir high
cosc, less-competicive scudy areas j>cha pool. As a result, NYHEX argues,
che benefics of depooling vould be lost because chere vould be only minimal
reductions in intercompany funding transfers.

103* Responding co concerns thac "deaveraging" CCL races vill
result in incerscace coll race deaveraging,**4 a number of LECs submic

1&3. In an ex parte presentation, CONTEL also argued Chat vichdraval from
che NECA Cariff and pool should be permicced on a study area basis. See
Letter from Laurence P. Keller, Direccor, COHTEL Federal Regulacory
Department, to William J. Tricarico, Secretary, Federal Communications
Commission, filed December 29, 1986 (notice of ex parte presentation to
members of Federal Joinc Board staff).

164 Ac presenc, AT&T and many ocher IXCs charge geographically averaged
(i.e.. uniform nationwide) interstate coll races. That is not to say, of
course, chac services provided between che same points by different I1XCs, or
pursuanc co che various optional calling plans offered by an individual IXC,
are charged ac che same race. Cenerally, hovever, MIS and MTS-like calls in
the same mileage band are charged ac the same race throughout che councry.
Even chough LEC craffic-scnsicivc switched access charges and IXC necvork
operation coses may differ from area co area, chese variances have noc
proven co be so greac as Co provide IXCs a sufficient economic rationale
for deaveraging incerscace races.

The CCL race, vhich LECs assess upon IXCs aa one portion of che cocalL
charge for providing svicched accesa service, docs noc currently differ
among LECs because mandacory participation by all LECs in che HECA common
line cariff and pool results in a uniform nationwide CCL race. Due co
varying common line cosc recovery requirements among LECs, however, CCL
races would vary in che absence of pooliog, particularly in rural and

- 62 -



Chat Che chreat of inceracace coll race deaveraging ia inaignificonc under
Che Unicy 1-A pooling propoaal« NYNEX maintains chat once Che Unicy 1-A
plan ia fully implemented, Che ITS fund vould allow amaller LECa in Che pool
co charge a CCL rata chat would noc exceed a non-pooler'a effective CCL race
by aorc Chan $.01 per minuce of use, on aaounc thac would minimize any race
diapariciea.' Socheacer argues chat deaveraging preaauree resulting from
fairly snail differences in CCL races probably are overstated, noting chac
even chough craffic-senaicive chargee presently vary among LECs, AT&T has
noc deaveraged ics incerscace Coll rates.

106. Tha IXCs subaicced only minimal commencs regarding proposed
modifications Co che presenc mandatory common line pool. AT&T did noce chac
if Che exiscing pooling mechanism is eliminated or subscancially revised,
and IXCs are charged CCL races based upon che scudy-area-specific NTS costs
of individual LECs, ic may be forced co iniciace Cariff revisions reflecting
geographically deaveraged inceracace Coll races in response co race
deaveraging initiatives by ics competitors in Che incerexchange market.

107. Soae state commissions, including chose in che District of
Columbia, Illinois, Florida, and Pennsylvania, express supporc for Che
general concept of modifying che currenc mandatory pooling mechanism.
Florida indicates chac a mandatory pool may be necessary only co supporc a
high cost fund. Pennsylvania suggests chac all LECs should move coward
billing and collecting Cheir actual coses over a reasonable period of cime.
Ocher scace commissions express concern chac depooling would harm universal
service and lead Co incerscace coll race deaveraging, and question whether
depooling would remove bypass incencivea* Missouri requescs furcher study
of pooling alternacives, noting chac it is noc necessarily opposed co
pooling changes buc is concerned chac uniform incerscace coll races

continue.

108. As noted previously, Vermonc advocates eliminating che
currenc mandatory common line pooling system." Vermonc asserts chat chis
syscem is no longer reLaced co any rational purpose and should be "dissolved
wich no more Chan a cvo year Cransicion."1” Vermont proposes co replace

certain ocher areas of che councry, where LEC common line cosc recovery
requirements tend co be significandy higher chan che nacional average.
Several commencers expressed concern chac in an environment in which LECs
cariffed CCL races reflect dramatically different common line coses, IXCs
mighc deaverage cheir incerscace coll races, forcing subscribers in rural
and ocher high cosc areas co shoulder an inordinately high common line cosc

recovery burden.

165 Vermonc Comments ac 1-2.

63 -
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Che present arrangement vich « restructured high cosc fund ch«c would be
used Co provide finenciel essisCsnce Co high cosc LECs in rural areas and
Co encourage such LECs Co modernize Cheir facilities.~6 xo qualify for
supporc a LEC would have co have a composite, index over 115Z of a nacional
average index comprised of three equally weighted faccors: (1) density; (2)
MTS costs; and (3) basic local service races.N7 According to Vermonc,
ics high cosc fu-d would be "supported by (a] mandatory carrier common line
pool contributed Co by all carriers and distributed co qualifying
companies."16S

109* Vermonc claims Chac elimination of che exiscing pooling
system would not necessarily resulc in incerscace coll race deaveraging.
For such deaveraging Co occur, Vermont states, Cvo faccors muse exist.
Firsc, access charges must reflect higher Chan average coses. Second, "a
decision muse be made chat coses assigned Co or collected from access
charges would noc be removed and placed in basic races Co reduce access
charges.Vermonc implies its restructured high cost fund would
adequately address che results of Che firsc faccor. In addicion, a
fundamental assumption underlying Che Vermonc plan appears Co be Chac LECs
would be permicced co "choose" to shifc co che intrascace jurisdiction coses
currently recovered chrough incerscace access charges, and Co recover such
costs Chrough bagic local exchange races.

110. Scace consumer counsels, consumer groups, and user grol

had no comments specifically directed Co pooling issues. Among government
agencies, both DOJ and MTIA supporc pooling modifications, wich MTIA
specifically endorsing che Unicy 1-A pooling proposal. DQOJ and NTIA assert
that pooling eliminate”® incentives for efficient operations. MTIA also

166 Vermonc did noc propose a blueprint for Che cransicion from che
exiscing pool arrangement to Vermont's restructured high cosc fund.

167 The proposal also calls for "mandatory" contributions Co supporc
various policies chac have been recommended by Chis Joint Board and adopted
by che Commission, such as che scheduled cransicion to a 25 percent basic
incerscace ailocacion faccor for che jurisdictional separations of MIS

coses.
168  Vermonc Comments at 5.

169 Id. sc 11.

170 See id. ac 11-12. Vermonc also argues chac incerscace coll races

already are deaveraged on a de facto basis for a variety of reasons,
including che lack of equal access in certain areas. ld. ac 13.
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maintains that mandatory pooling ia becoming increasingly difficult to
reconcile*vith the development of competition in the industry.

B. Discussion

111. As explained more fully below, ve conclude that continua
of. the present mandatory nationwide pooling of common line costs and
revenue* .is not necessary to attain the public interest benefits the
Commission sought to achieve in prescribing that arrangement. We also
conclude that increasing federal subscriber line charges, as ve are
recommending, vill create an opportunity to replace the existing system vich
a less restrictive arrangement, one chac will give LECs vithdraving from che
pool increased incentives for efficiency while preserving the benefics chac
pooling provides to rural subscribers and others served by high cosr LECs.
Of.-the. available alternatives, ve find chat che Unicy 1-A pooling framework,
.as-eltered- and clarified belov, satisfies public inceresc requirements.
Therefore, ve recommend that the Commission adopc and implement our proposed
‘pooling modifications.

Lx 1. Background
- e 1= .

112*. From the mid-1940's until the advent of access charges, most
LECs recovered the bulk of Cheir interstate revenue requiremenc chrough a
"pooling", pro-ess administered by AT&T known as settlements and division of
revenues. This process sometimes was referred to as a "partnership" because
it permitted LECs to achieve a uniform rate of return on cheir

investment. It also helped AT&T maintain a nationwide average coll race

171 The process was Che product of incra-corporace agreements vichin the
Bell System and inter-carrier agreements between AT&T and independent LECs.
The process entailed che operation of a fornula chac enabled each LEC to
recover ics expenses associated wich che provision of AT&T's major
interstate services, primarily HTS and WATS, plus a return based upon each
LEC's percentage share of cocal investment associated with chese services.
Honias were transferred monthly co reflect che difference between the
"partnership"” charges collected by each LEC and ics share of cocal LEC
revenues. The transfer process among Bell System Companies was called
"division of revenues." The transfer process between AT&T and independent
LECs vas called "settlements.” We refer to these processes in che singular
because they were designed to operate as a single system that produced che
same result for all participating companies. See HTS and WATS Harket
Structure, Second Supplesiental Nocice of Inquiry and Proposed Rulemaking, 77
FCC 2d 224, 226-231 (1980)(Second Supplemental Nocice).



schedule.

113. In Its proceeding examining Che proper markeo structure for
Che offering of HTS snd UATS services, Che Commission determined that che
"partnership” process, as ic v«s Chen scructured, vas inappropriate for che
competitive environment being fostered in interstate services. Accordingly, .
che Commission proposed co eliainaCe Che settlements and division of
revenues arrangement and replace it vith Che access charge plan-, pursuanc co
which Che interstate cost assignaenc for LEC plant used in Che origination
and termination of interstate calls vould be recovered, by- tariffed
charges.? ,

s Vv e? -~%es?

114. When'thelCommission outlined its present access cosc
recovery framework. — in which, switched access costs are recovered chrough
SLCs paid by end users and a collection of ocher rate elements assessed- upon
IXCs, including a CCL eleaent designed to recover NTS costs and
traffic-sensitive elements designed to recover costs of such LEC services
as end office switching and local transport — che Commission determined
chac it was noc appropriate to compel LEC participation in coonon Cariff
and pooling arrangemeata for asch of chtsa rata eiements.173 la reaching
this decision, che Commission observed that such arrangements would be
detrimental in certain respecta because they would limit LEC flexibility to
achieve many of cha primary objectives of the access charge plan, namely,
efficient use of local network*, preservation of universal service, and
prevention of uneconomic bypesa.*'* Horeover, che Commisaioa noted, many
LECs did not want to participate in such arrangements because they vould
result in cost/pricc distortions and would reduce cost containment
incentives. *75 , C o

*.

115. Despite these concerns, the Commission concluded chat a
common cariff and pooling arrangement covering the CCL rece element was
necessary ac Chat cime because LEC-specific CCL rates might generate

172 See id. at 232-237. Tha adoption of a system of tariffed- charges for
che recovery of LEC incerscace costs ultimately became a mandated component
of che court-ordered divestiture by AT&T of its wholly-owned LECs, che BelL
Operating Companies. See United States v. AT&T, 552 F.Supp. 131 (D.D.C.
1982) (Hodification of Final Judgment, HFJ), aff*d sub nom. Haryland v.
United States, 460 U.S. 1001 f’«83).
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significant pressures upon IXCs to deaverage interstate toll rates. The
Commission identified a aumbar of reasons why a common tariff and pooling
arrangement would reduce deaveraging pressures. Foremost among them was the
ability of such an arrangement to level out otherwise substantial. CCL rate
disparities that would result from the varying cost recovery need's of LECs
with high and low Subscriber Plant Factors (or SPF),!76 high and low cost
LECs, and LECs with different embedded inside wire and CPE costs.!77 The
Commission also determined that a common tariff and pooling arrangement
vould reduce the administrative difficulty of calculating
premium/non-premium access charge differentials that were intended to
off-set the lack of equal access for all IXCs to LEC facilities.!76 The

176  The Subscriber Plant Factor ia a basis for apportioning between state
and interstate jurisdictions the cost of each LEC's subscriber loop pLant
used for switched services. 47 C.F.R. § 67.2(b)(3)(iv). The use of chis
factor for jurisdictional separations vas recommended by the CC Docket Ho.
18866 Joinc Board and adopted by the Commission in 1970. See Separations
Procedures, 26 FCC 2d 248 (1970). Acting upon the recommendation of the
CC Docket Ho. 80-286 Joinc Board, Che Commission in 1981 froze each LEC's
SPF and s ibsequencly established a Cransicion schedule thac ultimately will
result in each LEC using 25 percent as a basic interstate allocation faccor
for purposes of the jurisdictional separation of HTS costs. See Amendment
of Parc 67 of che Commission's Rules and Escablishmenc of a Joint Board,
Recommended Decision and Order, CC Docket Ho. 80-286, FCC 81-S65, released
December 14, 1981, adopted by Commission 89 FCC 2d 1 (1982)(frozen SPF),
aff'd sub non. HCI Telecommunications Corp. v. FCC, 750 F.2d 135 (1984);
Amendmenc of Part 67 of che Commission's Rules and Establishment of a Joint
Board, Second Recommended Decision and Order, 48 Fed. Reg. 46,556 (1983),
ELIHEFLILEIX £X Commission, 96 FCC 2d 781 (1984)(transition co 25 percent
incerstace allocation faccor).

177 The access charge plan provided that the CCL charge would be the
vehicle for recovering LEC inside wire and embedded CPE costs, Which were
being removed from LEC rate bases according to transitional phase-down
schedules. See Access Charge Order, supra note 4, at 283-284; see also
infra noce 181.

178 At che time che access charge plan was adopted, premium access charges
were designed to reflect che "opportunity cost" of preferred access
srrargemenca . Access Charge Order. 93 FCC 2d at 286-287. A compulsory
common line tariff and pool, the Commission noted, made it possible to
compute chis "opportunity cosc" on a nationwide, lump sum basis, rather chan
on the basis of scudy areas, where differences in che quality of
interconnection varied widely from place-co-place and from month-co-oonch.

Id. at 329.



Commission concluded chac common Cariff and pooling arrangements were
unneceaaary for traffic-sensitive avicched acceaa chargea becauae Che deaign
of cheae race elemenca and Che aeparaciona methods for apportionment of
traffic-sensitive cosCs were unlikely co result in LEC rates that varied ao
widely as co cause incerscace coll race deaveraging.

-116* The establishment of a mandatory tjuriff and pooling
arrangement necessitated thac some entity be created to replace AT&T in the
role of preparing the tariff and administering the. pool oa behalf of all
participating LECs* Therefore, the Commission established NECA. The
Commission also observed that- the creation of NECA was necessary to make the
access charge plan work, because most LECs had never filed any Uind of
incerscace Cariff and many were noc prepared to do so. Even if the more
chan 1400 LECa in this category could file interstate access tariffs, the

Commission observed, ic would be unable to review them in a meaningful
fashion.*”

2* Analysis & Recommendations
* *

117. The'initial decision to compel all LECs to participate in a
common cariff and pooling arrangement regarding the CCL rate element was
driven in large part by concerns thac LEC-specific CCL charges might result
in deaveraged interstate toll rates. Although che Commission prescribed
mandatory pooling as a means of resolving these concerns, it recognized thac
che effeccs of pooling are noc entirely beneficial. Aa noted in che access
charge proceeding, for example, pooling limits LEC cost recovery
flexibility, establishes economically inefficient cost/price distortions,
and reduces LEC incentives to contain costs* Horeover, as noted by
commencers in chis proceeding, pooling may exacerbate uneconomic bypass
incentives in low cost areas. In evaluating Che pooling proposals- presented
to chis Joinc Board, therefore, we must determine whether the benefics
obtained Chrough the currenc system still outweigh che costs imposed by chat
system.

118. It is clear chat the specific pressures that prompted
concerns Chat LEC-specific CCL rates might result in sharply deaveraged
incerscace toll races will be significantly diminished in che near future
for a number of reasons. Firsc, cosc recovery disparities between LECs wich
high and low SPFs are being reduced by Che Commission's decision Co adopc
our recommendation to move Coward a 25Z basic interstate ailocacion faccor
for purposes of che jurisdictions! separations of NTS ¢.s:s.”80 Second,

179 Id. at 332-333.

180 See Amendmenc of Part 67 of che Commission's Rules and Establishment
of a Joinc Board, CC Docket No. 80-286, Second Recommended Decision and



Che transition schedule for Che removal of emh'dded CPE froa LEC race bases
is largely completed, and Che scheduled removal of inside wire is well
underway.181 Third, in light of subsequent changes in the method of
calculating the premium/non-premium access charge differencial, the concerns
expressed about the difficulties of calculating the "opportunity cost" of
premium'access arrangements never materialized. 1®*

Order, 46 Fed. Reg* 46,556 (1983), adopted by Commission, 96 FCC 2d 78l
(1984)."

181 In accordance with the Commission's rules and orders, LECs have been
phasing out their embedded CPE investment (Accounts 134 and 231) and related
expenses, frozen as of December 31, 1982, by 1/60 each month until such
investment and expenses are reduced to zero. See Amendmenc -of Part 67 of Che
Commission's Rules and Establishment of a Joint Board, CC Docket Ho.
80-286, Decision and Order, 8 FCC 20 1, modified . 90 FCC 2d 52 (1982).
This schedule will be completed at the end of 1987. See 1986 Annual Access
Tariff Order, Mimeo Ho. 1251, released December 24, 1986, at para. 25 (1986
Anriual Acceas Tariff Order); 47 C.F.R. § 67.153. The amortization of
embedded inside wire was ordered by Che Commission in 1981. See Amendment
of Part 31, 8 FCC 2d 818, 828-829 (1981). A staff analysis of 1985 daca
submitted to the Commission by all LECs wich annual operating revenues in
excess of $1 million shows that, as of the end of 1986, scheduled
amortization is approximately 60 percent completed. See Annual Reports Form
M, filed December 31, 1985, at Schedule 14A (depreciation reserves). Based
upon an analysis of similar LEC data submitted to the Commission in 1986,
we estimate that the amortization of embedded inside wire will be more than
90 percent completed by the end of 1989.

182 As noted previously, supra noce 178, che Commission concluded in the
Access Charge Order that AT&T should be assessed a charge reflecting che
"opportunity cosc" of the premium access it. received from LECs. Upon
reconsideration of the Access Charge Order, che Commission concluded chat a
more reasonable and accurate measure of che "opportunity cost" or value of
premium access would be achieved by providing IXCs receiving non-premium
access a discount of 55 percent applied co the CCL rate. See MIS and WATS
Markec Structure, on recons ideracion. 97 FCC 2d 682, 723-735 (1983).
Finally, afcer determining Chat an opportunity cost analysis was sound in
concept but imprecise in operation, che Commission established a total
differential for all relevant access elements based on che total
differential produced by che Exchange Hetwork Facilities for Interstate
Accesa (EHFIA) tariffs then in effect. See MIS and WATS Market Structure,
on further reconsideration. 97 FCC 2d 834, 852-863 (1984), aff'd in
principal part and remanded in part on other grounds. Hat'l Ass'n of
Regulatory Comm'rs v. F.C.C., 737 F.2d 1095 (D.C. Cir. 1984), cert, denied,
105 S. Ct. 1224, 1225 (1985).



119* A fourth, and very important, factor that should diminish
pressures to deaverage interstate coll rates is chat the total aaounc of
comaon line MTS costs to be recovered chrough usage-based CCL races vill be
reduced if the Commission adopts our recommendation Co increase che ceiling
on interstate subscriber line charges..*” xhis reduction is important
because the aggregate CCL revenue requirement, as manifest in che
industry-wide CCL rate, reflects the degree of potential CCL rate

disparities Chat could occur in the absence of pooling. In 1984, for
example, the year in vhich Che CCL race first became effective, the
industry-wide rate was quite high — $.0524 per minute of use.®”" Upon

implementation of the $3.50 subscriber line charge in 1989, however, the
average CCL rate (originating and terminating) is likely to be significantly
lover than the 1984 rate — approximately $.02 per minute of use.18"
Therefore, although approximately SO percent of the total incerscace
allocation of local exchange fixed costs vill continue to be recovered from
IXCs even after our recommeadations are implemented, the effeccs of CCL
revenue requiremenc reductions, combined vich the effects of the actions
discussed in'che preceeding paragraph that are steadily mitigating
cost-recovery disparities among LECs, make it appear unlikely thac
LEC-specific CCL rates vould generaCe, on an industry basis, significant
pressures co deaverage interstate coll rates.

120. Against this background, we find chac che Commission
prescription supporting che presenX comaon line tariff and pooling
arrangement is broader than is required to achieve che public inceresc
benefits the Commission intended to secure by thac prescription. Moreover,

183 Recovering che costs of lifeline and high cosc assiscance programs
through flat-rate charges assessed on IXCs, as we recommend supra, also vill
slightly reduce the CCL revenue requirement.

184 S.ee NECA Tariff F.C.C. No. 1, effective May 24, 1984; see also
Investigation of Access and Divestiture Related Tariffs, CC Docket No.
78-72, Phase |, CC Docket No. 83-1145, Phase I, FCC 84-201, released May 15,

1984, at para. 79.

185 See NECA Pooling Data Request, Attachment C IIl, Column C, filed
September 2, 1986 (1989 industry-vide CCL rate estimated to be $.0167 per
minute of use). We are using an estimate of $.02 for the 1989 CCL rate, as
opposed to the NECA estimate of $.0167, because HECA's estimate is based
on a $4.00 subscriber line charge and has not been adjusted to account for,
inter alia, growth or the stimulative effects of overall revenue requirement

reductions.

70
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we conclude thee it is not in the public interest to continue chac
arrangement aa currently acructured, and Chat Co do ao vould present an
unneceaaary impediment to the attainment of certain fundamental principles
of the access charge plan, particularly the promotion of incentives to
contain coats and the elimination of economically inefficient cost/price
distortions.

121* Our concluaion.that the existing arrangement is more
comprehensive than necessary does not mean that it is unnecessary to
continue soaic form of common tariff and pooling arrangement in the future.
To the contrary, depoolingparticularly precipitous depooling, could
adversely affect the telecommunications marketplace and cause hardship in
many areas of the country, for ratepayers and LECs alike. For example, even
with the actions taken by this Joint Board and the Commission in recent
years to reduce cost”recovery differencials among LECs,"” NTS loop costs vill
continue to vary, often significantly, from study-area-to-scudy-area and
from state-to-state.* 86 Absent some form of pooling and a long cerm
support arrangement among all LECs, these variations might impose
inordinately high. NTS cost recovery burdens on rural and other high cost
subscribers. Unlimited depooling might also present a barrier to entry into
the interstate toll markec by curtailing the incentives and che ability of
nev entrants to establish ubiquitous, nacionvide networks. Depooling
certainly vould eliminate the many significant benefics small LECs enjoy
under Che current system, including substantially reduced risks and a scer.dy
interstate return on investment.”~7 Finally, immediate depooling would
create significant administrative difficulties for the hundreds of LECs thac
have never before filed interstate cariffs, and for che Commission, which
would have to review chem. Therefore, ve do not recommend chac che
exiscing, compulsory common tariff and pooling arrangement be rescinded in
toto. We recommend instead that Che currenc arrangemenc be replaced wich
one of a more flexible nature thaC preserves Che public inceresc benefics
of che currenc arrangemenc and limics Che Commission prescription co che
achievement of those benefics.

186  See NECA Submission of Current View of 1984 Universal Service Fund
Data, Scate Summary of Unseparaced Revenue Requiremenc Per Loop, CC Doekec
No. 80-286, filed September 2, 1986, ac Tab 3. According co chis data, for
example, average unseparated revenue requiremenc. per loop in Hassachusects
is $139.62', while in Arkansas che average unseparaced revenue requiremenc is
$303.65.

187 See Regulation of Small Telephone Companies, Nocice of Proposed
Rulemaking, CC Docket No. 86-467, FCC 86-S37 (released December 12, 1986)
(Small Carrier Regulation Order).
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122. None of Che virioui proposals submitted for our
consideration is completely in harmony wich our reconmendacion. Ue cannot
supporc Che Bell Atlantic end New Jersey proposals because they contemplate,
essentially, an end co all pooling in che hear future. Although Che
supporters of chese proposals are correct Chat an end to pooling vould
reduce uneconomic bypass incentives in certain areas of Che councry and
increase econoaic efficiency, Che elimination of pooling could have adverse
consequences for ratepayers in rural and ocher high cost areas.

123. For several reasons, we also decline to recommend adoption
of che pooling modifications proposed by Vermont. First, although Vermonc
proposes Co replace che currenc pooling arrangemenc wich a restructured high
cosc fund, Vermonc has-noc provided sufficient detail abouc che nature or
operation of the restructured high cosc fund Co permit us to conclude chac
ic vould be a reasonable replacement for the. current arrangemenc. Second,
and more imporcandy, ic appears that a primary component of Che plan's
method of preserving vhac we have identified as a major benefit of Che
currenc pooling arrangement — avoiding a situation in vhich inordinately
high incerjcace NTS cosc recovery burdens are placed on rural and ocher high
cost subscribers — is co grant LCCs che flexibility Co shifc costs between
incerscace and intrastace jurisdictions, wich accompanying adjustments co
incerscace access and basic local service races.” The provision of such
flexibility would require fundamental change in Che currenc jurisdiccional
separations process, a change chac ve do noc believe ia warranted and chat
clearly is beyond che scope of che inscant proceeding.

124. The Unity 1-A proposal also suffers from several
infirmicies, but these relate more to che details of che proposal chan co
ics design. The fundamental framework of che proposal — che phase-out of
regional fund transfers among LECs due co pooling, Che escablishmenc of LTS
funding for LECs remaining in '“e NECA CCL pool, and Che opportunity Co
provide LECa with NTS cosc recovery flexibility — is sound.

125. A major benefit of che limited pooling arrangemenc proposed
in Unity 1-A is the escablishmenc of increased incentives for LECs
withdrawing Jrom che NECA Cariff to reduce costs and improve che efficiency
of cheir operations. Under che currenc pooling arrangement, the beneficr
of a single LEC's efforts Co reduce costs or increase efficiency are shared
wich all-ocher LECs in che pool. Reducing che degree of mandatory pooling
participation, on Che other hand, creates incentives Co introduce
efficiencies and cosc-cuccing measures because non-pooling LECs caking such
actions will be able to benefit from Chem directly, chrough corresponding
reduccions in their CCL charges. Limiced pooling will also eliminate

188 See Vermont Commencs ac 11-12.
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compulsory risk sharing among the LECs that withdraw from the NECA tariff,
aa well as the the approximately $600 million supporc transfer among the che
largesc LECs due to pooling. Host of che LECs thac Unicy 1-A represents
will withdraw from the NECA cariff and pool in 1988 have more chan 300,000
access lines and $130 million in annual operating revenues.”9 Ho evidence
has been presented in this proceeding, nor are ue aware of any, that would
provide a basis for concluding that LECs of this size face risks
sufficiently 1 ge that Che public interest requires them CO participate in
risk sharing U.e.. pooling) arrangements. Horeover, as noted previously,
che combination of actions already taken by the Commission at our request,
and chose recommended herein, substantially reduce Che need to continue
pooling supporc transfers among Chese LECs.

126. By establishing an intra-industry support mechanism enabling
LECa remaining in the CCL pool to charge a CCL rate no higher than the rate
thac would prevail if mandatory pooling of all CCL costs were maintained,
che proposed Unicy 1-A framework also addresses concerns about che
pocencially adverse impacts of pooling modifications on rural and other
subscribers served by high cosc LECs. The adoption of chis aspect of Unicy

1-A is important because it will ensure thac che benefits attained by
permitting certain LECs co wichdraw from the existing pooling arrangement
will noc be outweighed by the potentially negative affects of such

withdrawals on ratepayers throughout the country, and particularly chose

ratepayers served by LECs thac continue to participate in the NECA CCL
tariff.”90

127. In addition to ensuring that rural and other high cosc
subscribers are shielded from inordinately high NTS cosc recovery burdens,
che Unicy 1-A long term supporc mechanism should prove to be an effective
bulwark against pressures to deaverage interstate toll rates. W note, for
example, chac che escimated 1993 CCL charge of LECs remaining in Che common
line pool could be approximately $.C1 per minute of use and, therefore,
could noc exceed the lowest possible non-pooled LEC CCL charge by more than
thac amounc.”91 This potential 1993 race disparity is less chan exiscing
disparities among che LECs' traffic-sensitive charges, which have noc
produced incerscace coll race deaveraging.*92 Horeover, it is unlikely

189 See infra noce 197.

190 See supra para. 121.

191 NECA Pooling Data Request, Attachment C Ill, Comparative Data
Analysis, Company Specific Scace by Scate Results, Year 1993, filed
September 2, 1986, at Column C.

192 For example, in October of 1986, the combined craffic-sensicive

e
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that significant pressure co deaverage interstate coll rates will result
from pocencial differences between Che pooled HCCA CCL race and aon-pooled
CCL races higher chan che NECA race. This is so for several reasons.
Firsc/ smaller LECs with cosc recovery requirements sufficient Co produce
very high CCL races have liccle incentive, for chac very reason, Co wichdraw
from the- the NECA comaon line Cariff and pooling arrangemenc. Second, a
non-pooling .holding company wich a mixture of high and low cosc scudy areas
would be able co lower extreme CCL race “peaks"™ among chese areas by
tariffing a singler averaged CCL race covering some or all chese areas, as
permicced by Che Commission's ruies.*93
%

128. Although che framework of the Unity 1-A pooling proposal
sound, we believe, as noted above, Chat ic should be modified in certain
respects. Before discussing our own recommendations in chia regard, we
first, discuss several modificacions suggested by parties commencing on che
proposal. -

129- The firsc suggestion raised by commencers is chac upon
completion of Che cransicional supporc payment schedule, LECs chac have been
receiving Cransicional supporc be excused from long term supporc obligations
if payment of long term supporc requires Chem to charge a CCL rate higher
Chan Che NECA CCL race. In our view, adopting chis proposal would establish
an incentive for non-pooling LECs, particularly chose wich CCL rates near
Che NECA rate, to increase Cheir coses in an efforc Co qualify for relief
from.LT& payments. We have been provided no sound reason Co establish such
an incentive, vhich runs counter co our goal of increasing LECslcose
containment incentives chrough pooling modificacions. Therefore, we reject
Chis suggescion.

#

130. The second suggescion raised by commencers is chac LECs b
permicced Co evaluaCe on a study-area-by-scudy-area basis whether to
parcicipace in che modified NECA pooling arrangemenc we are proposing. We
reject chis suggescion because ic quite likely would cause LECs Co wichdraw
only Cheir low cosc study areas from the pool. This would result in mere

swicched charges assessed upon IXCs per minute of use by Pacific Bell
totaled $.0353, while chose of New Jersey Bell cocaled $.0191. These are
traffic-sensicive premium switched access rates, excluding che CCL charge,
calculaced per minute of use on the basis of a cen mile cransporc. See
Pacific Bell Tariff Review Plan, Swicched Access Race Analysis, Vol. 1,
Section 5, filed October 3, 1986, ac p.2, line 120; Bell Aclancic Tariff
Review Plan, Switched Access Race Analysis, Vol. 2, Section 5, filed October
3, 1986, ac line 120 (New Jersey Bell).

193 See 47 C.F.R. 8§ 69.3(e)(7).
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administrative changes in che currenc pooling arrangemenc, racher chan che
fundamenCal reforms Chac ve hope co achieve Chrough our proposed sCrucCural
modificacions, because Che long Cerm support obligations of ton-pooling low
coac LECs vould likely equal Che concribudona Chey vould make if chey
remained in che pool. Permitting vichdraval from che pool on .a acudy area
basis also mighc esCablish improper incencivea relating Co che ailocacion
of common coacs beCveen scudy areaa remaining in che pool and choae chac
are vichdravn. Therefore, ve recommend chac che Commiaaion adopc a
requiremenc ChaC vichdraval from che pool be on an "all or nothing" basis.
Specifically, a LEC vichdraving one of ita acudy areaa mute vichdrav all
of Chem, and a regional holding company vichdraving one of ics LECa must
vichdrav chem ail.*94

131. We Curn now co our furcher recommendaciona for
che Unicy 1-A pooling proposal. Our primary concern relaces to che proposed
Unicy 1-A schedule for LEC vichdraval from Che existing NECA cariff and
pooling arrangement. As noted previously, Chis proposed schedule vould
require LECs co announce on June 1, 1987, cheir incencion co file Cheir ovn
CCL Cariffs on Qccoher 1, 1987, aa part of Che Commission's annual accesa
cariff revision process. These Cariffs vould have a scheduled effeccive
date of January 1, 1988, Che dace on vhich Unicy 1-A contemplates chac che
ceiling on federal auoscriber line charge cap vould be raised Co $4.00.
Although LECs vould be permicced Co vichdrav each year thereafter, che Unicy
1-A proposal makes-TRS paymencs available only co LECs vichdraving Che firsc

year.

194 Following Che close of che comment period, representatives of NRTA and
USTA (hereafter induscry representatives) presented to members of the
Federal Joinc Board Staff a proposed amendmenc Co Unicy 1-A concerning the
impact of mergers and acquisitions on che pooling status of individual LECs.
See Nocice of Ex Parte Meecing between federal Joinc Board staff and Counsel
to NTRA and USTA, MTS and WATS Markec Structure, Amendmenc of Part 67 of
Che Commission's Rules and Establishment of a Joinc Board, CC Docket Nos.
78-72 and 80-286, filed January 14, 1987. Easencially, Che proposed
amendmenc would permit a non-pooling LEC Chac acquires a LEC remaining in
che pool to determine whether che acquired LEC would continue co participate
in the NECA CCL tariff and pool. According co che industry representatives,
the primary purpose of the proposal is to maincain che marketability of
small LECs. Although ve are recommending chac che Commission take several
steps to ensure chac che impacc of our proposed pooling modificacions does
noc adversely affect small LECs, che record in chia proceeding is noc
sufficiently detailed to- permit us co recommend the adoption of chis
proposal, which no party has had an opportunity Co comment on. Rather, ve
recommend thac the proposal be examined and resolved in a separate
proceeding initiated by che Commission.

improvi
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132. The proposed Unicy 1-A schedule raises several problems.
First, Che January 1, 1988 dace proposed in Unicy 1-A for implemencing
pooling modificacions was escablished to coincide wich implemencecion of
Unicy I-A's proposed increase in subscriber line charges Co $4.00. Although
Chere is no persuasive evidence chat a LEC's considerations about
withdrawing from Che pool would be substantially altered due Co Che
difference'between che $4.00 ceiling proposed in Unicy 1-A and our own
recommendation Chat subscriber line charges ultimately be raised Co $3.50,
our proposed schedule regarding increases will provide for only $2.60 of
subscriber line charge recovery as of January 1, 1988. This level of
subscriber line charge recovery is noc high 'enough to permit many LECa Co
withdraw from che ~neca Cariff and pooling arrangement, including some of che
largesc Lecs.193 Because che goals we seek Co achieve through our proposed
pooling modificacions hinge upon Che withdrawal of Che largest companies
from che NECA tariff,I"6 we recommend that such modificacions be
implemented on April 1, 1989, Che dace we have proposed an increase in che
ceiling on subscriber line charges Co $3.50*

133. The second problem wich the proposed Unicy 1-A schedule, is
the establishment of a single opportunity for LECs to announcing an
incencion to wichdraw and qualify to receive Cransicional supporc paymencs.
This may well place * significant and unreasonable burden upon all but che
largesc companies. 19/ Smaller companies chat might wish to leave the pool

195 Among ocher reasons', a $2.60 subscriber line charge would require
certain LECs oucside Che NECA pool, particularly high cosc LECs, to tariff a
CCL rate so high as to significantly exacerbate uneconomic byp&ss incentives
in cheir scudy areas, as well as threaten continued averaging of interstate

toll races.

196 See supra para. 125. In making our recommendations regarding pooling
modificacions, we are relying upon the representations made by Unity [|-A's
sponsors chat the largesc companies will wichdraw from che NECA Common Line
cariff and pool. [If che benefics we seek co obtain chrough pooling
modificacions are substantively compromised as a result of companies not
acting as chey have represented, we recommend that our proposals be

revisited.

197 Hose of the LECs chac Unicy i-A indicates will withdraw from che NECA
pool are operating companies wichin holding companies chat own or control
more chan 300,000 access lines and in excess of $ISO million .in annual
operating revenues. Compare Joinc Commencs ac n. 19 with Uniced Scaces
Telephone Associacion, Telephone Statistics for Che Year 1985, Vol. 1, July
1986, at 8 (access lines and innual operating revenues of 100 largest
companies). For purposes of our discussions of pooling modificacions, we
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Ho not enjoy che substantial staff and related resources of the largeit
companies, and likely will need more tine to evaluate the implication! for
themselves and their customers of withdrawing from Che NECA tariff, as well
as to assemble and prepare the information necessary co file their own
Cariffs with the Commission. For chese reasons, we recommend chat smaller
companies be given an addicional opportunity, in 1989 as well as in 1988,
co announce their incencion to wichdraw while still qualifying for
cransicional support.

134. Implementing our proposed pooling modifications in chis
two-scage process, beginning April 1, 1989, is also designed co alleviate
che pocencially significant administrative burdens such implemencation could
place on' tne Commission.*99 If receipt of transitional supporc is cc tingent
upon withdrawing from the pool on one particular .date, as proposed in Unity
1-A, all net recipient LEds that seek to withdraw from the pool will be
encouraged to file their own CCL tariffs at che same time. Ue have
concluded that a Cwo-scage process for Chese carriers will significantly
ease the administrative burden, with few adverse consequences.

135. Even if'the first filing of common line tariff revisions
relating to pooling modifications involves only the largest LECs, the
Commission may have to review as many as 40 such tariffs, and potentially
many more, as a matter of first' impression.”O0O Performing this review in a
meaningful manner would be difficult under any circumstances-. Ic would be
especially difficult if it were conducted in conjunction with the
Commission's scheduled annual review of access tariff revisions ,201 as

will refer to LECs meeting these criteria as the largest companies and to
all other LECs as smaller companies.

198 Ue also recommend Chat smaller LECs announcing in 1989 Cheir intention
to withdraw from the NECA cariff be provided with four years of transitional
supporc, commencing in 1990.

199 It is unlikely Chac our proposed pooling modificacions will have any
significant impact on scace commissions, although a limited number of
changes may be required in states in which Che presenc intrastace CCL race
is tied to che NECA CCL rate.

200 The Commission will have to review 40 separate CCL rates'if all LECs
that Unicy I-A's sponsors predict vill withdraw from che NECA cariff, see
supra note 196, thereafter file Cheir own CCL cariffs at che study area
level.

201  This review is conducted each year during the period from October 1
through December 31. See 47 C.F.R. § 69.3(a).



proposed in Unity 1-A. Finally, the establishment of an April 1, 1989,
effective date for implementation of pooling modifications permits us to
recommend that the date on vhich LECs vill have their firsc opportunity to
announce Cheir incencion to withdraw from the NECA cariff occur during
August 1988. In 1989 and thereafter, ve recommend thac June be established

as Che month in vhich NECA must be notified of a LEC's intention Co
withdraw.202

V1Il. Monitoring Program

136. Several significant steps are -taken in chis Order in che
areas of UTS cost recovery and subscriber line.charges, high cost
assistance, lifeline assistance, and pooling'of common line costs. While
ve view the proposals presented in this Order as final recommendations, ve
also recognize our continuing responsibility to monitor Che impacc of our
recommendations in che increasingly dynamic telecommunications environment.
Therefore, ve are recommending that Che Commission establish a comprehensive
monitoring program by chis Joinc Board and Che Commission to track the
impact of chis Recommended Decision and Order and Commission action on ic.

137. Ve recommend that the Commission direct this Joinc Board co
issue in che near future a more complete order delineating che framework
of, ana schedule for, this monicoring srogram.203 Generally, ve recommend
chac chis program include collection of data on the impact of subscriber
line charges. The Census Bureau's data on subscribership levels presently
collected through the Currenc Population Survey should be enhanced vith daca
designed to examine che effects of subscriber line charges on specific
population segments. The effectiveness of lifeline plans, boch che exiscing

202 If che Commission adepts 3ur recommendations relacing to pooling

revisions, adjustments vill be necessary co che currenc Parc 69 rules
governing che administration of NECA and che operations of che Common Line
pool. Since Che pooling modificacions we are reconmending will not become

effective until April 1989, these adjustments need noc be made immediately.
Ue noce thac the Commission already is considering various issues relating
to NECA's activities and administration. See Amendment and Clarification of
Part 69 Rules Governing che Nacional Exchange Carrier Association,
Memorandum Opinion and Order and Notice of Proposed Rulemaking, CC Dockec No
87-2, FCC 87-19, released Jan. 16, 1987.

203 The Joinc Board Recommended Decision and Order on che monitoring
program should be released by Hay 10, 1987 in order to be in effect on June
1, 1987.
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subscriber line charge waiver measures and che proposed new aervice
commencement charge aasiscanco neiaurea , alao ahould be analyred.
Additionally, reliable daCa on growch of necwork uaage ahould alao be
included in che monicoring prograa, aa well aa inforaacion and daca on che
developoenc of uneconomic bypaaa affeccing che public awicched necwork.
Monicoring Che reaulcs of che retargeted high coac aaaiacance nechaniao
recoaaended in chia Order alao will help aacercain whether the aupport
provided chrough chia prograa ia providing effeecive aaaiacance co cuatomera
in rural and ocher high coac areaa. Reviaiona Co che pooling of CCL coaca
and revenuea, co be effeecive on April 1, 19S9, vill aeceiaica e che
monicoring of. thoae LECa chac withdraw froa che NECA pooling and cariff
proceaa, che dimensions of che LTS and TRS paymencs betweenche LECa, che
CCL revenue requiraenca for che LECa chac remain in cheNECA pool, and che
econoaic presaurea for IXCs Co deaverage inceracace coll races. Finally,
monicoring che racea and revenuea for baaic local services, or ocher acace
servicea and inceracace coLl should alao be included.

138. In order co enaura chac Che monicoring prograa cakea inco
accounc all relevant faccora, we furcher recommend chac an open record be
aaincained in chia docket <co allow for che filing of commence ac any cime
regarding che structure and effecciveneae of che program. Finally,we
recommend chac a series of reporc i based upon che data collected chroughche
program be submitted co Congress and scace regulators. These reporcs would
be prepared on a quarterly basis. In addition co chese reporcs, che members
of che Joinc Board and che Commission would conduce a 90-day acudy and
review of cheimpacc of subscriber line charges prior co che two final
increases in chese charges in 1988 and 1989. Finally, we recommend chac che
Commission submit che results of chese reviews co Congress and state
regulacors.

139. The recommendaciona contained herein have been analyzed wich
respect to che Paperwork Reduction Acc of 1980 and found co impose a new or
modified inforaacion colleccion requiremenc on che public. Implementation
of any new or modified requirement will be subject to approval by che Office
of Managemenc and Budgec as prescribed by che Acc.

79
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IX. Ordering Clime

140. ACCORDINGLY, Che JoinC Boird RECOMVENDS chic Che Coomiaaion
idopc Che propoaeli diacuaaed above and Che accached reviaiona co ParCa 67
and 69 of che Coatmiaaion'a Rulea.”04

FEDERAL COMUNI CATIONS COMMISSION
For Che Pederal-Scace Joinc Board

204  Thia recoaaendacion ia adopced purauanc Co-Secciona 4(1), 4(j), 201,
202, 203, 203, 221, 403, and 410 of Che Coaaunicaciona AcC of 1934, aa
anended, 47 U.S.C. 88 134(i)-(j), 201, 202, 203, 203, 221, 403 and 410

(1936).
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Lise of Parties Filing Comment« or Replies in the Reexamination Proceeding
>,

Ad Hoc Telecommunication* Users Committee (Ad Hoe)

A" Hoc Telecommunications Users Committee, Computer end Business Equipment
Manufacturers  Association, Information Induscry Association,
Tele-Communications Association (ADAPSO)

The State of Alaska (Alaska)

ALC Communications Corporation (ALC)

ALLTEL Corporation (ALLTEL)

American Association of Retired Persons (AARP)

American Petroleum Institute, Committee on Telecommunications (API)

American Telephone and Telegraph Company (AT&T)

Ameritech Operating Companies (Ameritech)

ArkansasmPublic Service Commission (Arkansas)

Bell Atlantic Telephone Companies (Bell Atlantic)

BellSouth Corporation (BellSouth)

The Stace of California and the Public Utilities Commission of California
(California)

Central Telephone Company (Centel)

Cincinnati Bell Telephone Company (Cincinnati Bell)

Colorado Public Utilities Commission Staff (Colorado)

Colorado Office of Consumer Counsel, Office of Consumers' Counsel of the
State of Ceorgia, and the Public Counsel Section of the Office of the
Attorney Ceneral of Washington State (Consumers' Counsels)

Communications Workers of America (CWA)

Concerned Citizens for Universal Service (CCUS)

Consumer Federation of America (CFA)

Contel Corporation (Contel)

CP National Corporation (CP National)

Office of the Peop’e’s Counsel of the District of Columbia

Public Service Commission of the Dist-ict of Columbia (District of Columbia)

Florida Public Service Commission (Florida)

Cranite State Telephone, Merrimack County Telephone Company, Fort Bend
Telephone Company and Elkhart Telephone Company (Independents)

CTE Service Corporation (CTOCa)

Idaho Public Utilities Commission (ldaho)

Illinois Commerce Commission (lllinois)

International Communications Association (IC/)

Kansas Corporation Commission (Kansas)

Lackawaxan Telephone Company (Lackavaxen)

MClI Telecommunications Corporation (MCI)

Michigan Public Service Commission Staff (Michigan)

Hissouri Public Service Commission (Missouri)

Hountain States Telephone and Telegraph Company, Northwestern Bell Telephone
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Company and Pacific Northwest Bell Telephone Company (US West)

National Association of State Utility Consumer Advocates (NASUCA)

National Exchange Carrier Association (NECA)

National Sural Telecom Association (NRTA)

National Sural Telecom  Asociation, National Telephone Cooperative
Association, Organization for the Protection and Advancement of Small
Telephone Companies and United States Telephone Association
(Joint Comments) t

National Telecommunications and Information Administration (NTIA)

Nacional Telephone Cooperative Association (NTCA)

New Jersey Board of Public Utilities. (New Jersey)

New York State Consumer Protection Board

New York State Department of Public .Service (New York)'

New York Telephone Company and New England Telephone and Telegraph Company
(NYNEX)

Office of the Consumers' Counsel, State of Ohio (Ohio Consumers' Counsel)

Organization for the Protection and Advancement of Small Telephone Companies
(OPASTCO)..

Pacific Bell and Nevada Bell

Pennsylvania Public Utility Commission Staff (Pennsylvania)

Puerto Rico Telephone Company (Puerto Rico Telephone)

Rochester Telephone Corporation (Rochester)

Shenandoah Telephone .Company (Shenandoah)

Southern New England Telephone Company (SNET)

Southwestern Bell Telephone Company (Southwestern Bell)

Public Utility Commission of Texas (Texas)

United Church of Christ Office of Communication ' (UCCOC)

United States Department of Justice (DoJ)

United States Telecommunications Association (USTA)

United Telephone System, Inc. (Uniced)’

US Sprint Communications Company (US Sprint)

Vermont Public Service Board (Vermont)

Waitsfield-Fayston Telephone Company (Waitsfield-Fayston)

Wisconsin State Telephone Association (Wisconsin)
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Appendix B

Proposed Part 67 & Part 69 Rule Changes -«

Proposed Parc 67 Rule Changes

* *

Submission of Informacion by che Hacional Exchange Carrier
Associacion

(a) On Sepcember 1 of each vyear afcer 1987, che Hacional Exchange

67.631

(a)

(b)

Carrier Associacion shall file vich Che Commission che informacion
listed below. Informacion filed vich Che Commission shall be
compiled from informacion provided Co Che Associacion by celephone
companies pursuanc Co § 67.611.

(1) Theunseparated loop cosc for each scudy area and a
nationwide-average unseparaced loop cose.

(2) The -annual amount of Che high cosC expense adjuscmenc for
each scudy area, and che cocal nationwide amounc of che
expense adjuscmenc.

(3) The dollar amount and percentage of Che increase in che
nationwide average wunseparaced loop cosc, as well as che
dollar amounc and percentage increase for each scudy area,
for Che previous S years, or Che number of years NECA has
been receiving informacion under 8§ 67.611, whichever is che
shorter cime period.

Expense Adjuscmenc

Uncil August 31, 1988, for scudy areas reporting 50,000 or fewer
working loops pursuanc Co § 67.611(a)(8), Che expense adjuscmenc
(addicional interstate expense allocation) is equal co che sum of
che following:

Uncil August 31, 1988, for scudy areas reporting more Chan 50,000
working loopt pursuanc Co § 67.611(a)(8) <che expense adjuscmenc
(addicional incerscace expense allocation) is equal co che sum of
che following:
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(c) Beginning September 11,1988, for study areas reporting 200,000
or fever working loops pursuant to 8 67.611(a)(8), the expense
adjustment (additional interstate expense allocation) is equal
to the sum of the following:

(1)

L (2)

(d)

Sixty-five percent of the study area average unseparated loop
cosc per working loop as calculated pursuant to § 67.622(b)
in excess of 113 percent of the national average for this
cosc but not greater than 130 percenp of the national average
for this cosc as calculated pursuant to § 67.622(a)
multiplied by the nuaber of working loops reported in
§ 67.611(aK8) for the study area.

Seventy-five percent of the study are* average unseparated
loop cost per working loop as calculated pursuant to
8 67.662(b). in excess of ISO percent of che nacional average
for chis coat as calculated pursuanc to 8§ 67 622(a)
multiplied by the number of working loops reported in
8§ 67.611(a)(8) for the scudy are*.

Beginning September 1, 1988, for-scudy areas reporting more chan
200,000 working loops pursuant to § .67.611(a)(8), che expense
adjuscmenc (addicional interstate expense ailocacion) is equal co
the sum of che following:

(1)

(2)

(3)

Ten percent of che study area average unseparaced loop cost
per working loop as calculated pursuant to 8 67.622(b) in
excess of 113 percent of the nacional average for chis cost
but noc greacer chan160 perce*.c of Che nacional average for
Chis cosc as calculaced pursuanc to § 67.622(a) multiplied by
che number of working loops reported in § 67.611(a)(8) for
the scudy area.

Thirty percent of che study area average unseparaced loop
cost per working loop as calculated pursuant co 8 67.622(b)
in excess of 160 percent of che nacional average for this
cosc but noc greacer chan 200 percent of che nacional average
for chis cosc as calculated pursuanc to § 67.622(a)
multiplied by che number of working loops reported in
8 67.611(a)(8) for che scudy area.

Sixty percent of che scudy area average unseparaced loop cost
per working loop as calculaced pursuant to § 67.622(b) in
excess of 200 percent of che nacional average for chis cost
but noc greacer Chan 2S0 percent of che nacional average for



2801

this cosc «e calculated pursuant Co § 67.622(a) multiplied
by Che number of working loops reported in § 67.611(e)(6) for
the scudy eree.

(4) Seventy-five percent of Che scudy eree average unseparaced
loop cost per vorking loop as calculaced pursuant to
’8 67.622(b) in excess of 250 percenc of che nacional average
for chis cosc as calculaced pursuanc Co § 67.622(a)
multiplied by che number of working loops reporced in
8§ 67.611(a)(8) for che study, area.

* okt o*

Subparc C - Lifeline Connection Assistance Expense Ailocacion

67.701 Ceneral

(a) The Lifeline Conneccion Assiscance Expense portion of che
incerscace apportionment shall consist of an expense adjustment
computed in accordance wich Chis Subparc. The expense adjuscmenc
will be added to incerscace expenses and deducted from scace
expenses for eligible study areas as defined in this Subparc afcer
all other steps required by Chis Parc have been completed.

(b) The expense adjustment will be computed as provided in § 67.741.
DEFINITIONS
67.711 Lifeline Conneccion Assiscance

(a) For purposes of chis Subparc, Lifeline Connection Assistance shall
describe Che following lifeline celephone assiscance for eligible
residential subscribers as defined in § 67.711(b):

(1) a reduction in the charges for commencing telephone service
assessed for a single celephone line per household at the
principal place of residence; and/or

(2) a deferred schedule for payment of the charges Assessed for
commencing service, for which the telephone company 00eS not
charge inceresc.

(b) In order Co be eligible for assiscance, a residential subscriber
muse.

(1) bhave lived ac an address where chere has been no celephone
service for ac least three months immediately prior <co che



dace Chat che aaaiacance described in 88 67.711(a)(1) and/or
8§ 67.711(a)(2) ia requested from che Celephone company;

(2) nochave received aaaiacance purauanc Co 88 67.711(a)(1)
and/or 67.711(a7(2) vithin che laac cwo years, wich receipt

- of auch aaaiacanceCo be oeaaured from the dace of initiation
of Che telephone aervice. for which aaaiacance waa provided;

(3) nocbe a dependent for federal income tax purposes aa defined
in 26 U.S.C. § 132 (1986) unless che aubacriber ia more chan
60 yeara of age; and

(4) meet Che requiremenca of a acace established income cest.

(c) Charges assessed for commencing service include any state tariffed
charges levied for connecting a subscriber co Che network. These
charges do noc include security deposic requiremenca.

TELEPHONE COVPANY ELIGIBILITY

.721  Telephone Company Eligibility for Lifeline Conneccion
Assistance Expense Allocation

(a) In order Co be entitled Co Che addicional incerscace expense
adjuscmenc described in chis Subparc a Celephone company:

(1) muse provide Lifeline Conneccion Assiscance as defined in
8§ 67.711(a)(1) and/or 67.711(a)(2) .Co eligible subscribers
as defined in § 67.711(b);

(2) shall verify chac subscribers meet Che eligibility criceria
sec ouc in 88 67.711(b)(1)-(2) provided chat:

(i) verificacion of subscriber eligibility by designated
scace officials may be substituted for verificacion by
Che celephone company;

(ii) if a scace determines chac ic is administratively or
economically infeasible for che scace or celephone
company co verify the eligibility «criceria described
in 88 67.711(b)(1)—2) when che necessary informacion
muse be provided by a celephone company or agency
outside che scace, or when chis determination is made
in ocher specified circumstances, self-certificacion of
Chese criceria will be allowed;



(b)
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(a)

(iii) if che eligibility criceria described in
88 67.711(b)(1)—2) are self-cercified, Che eligibility
criterion described in § 67.711(b)(4) must be verified
by the state or by the telephone company;

(3) may accept self certification of che eligiblicy criceria
described in 88 67.711(b)(3)-(4), except as provided in
8 67.721(a)(2)(iii).

(4) shall file informacion  wich .che Commission Secrecary
demonstrating chac ic is eligible for <che addicional
incerscace expense adjustment.

The addicional incerscace expense adjuscmenc shall be effective as
soon as Che Commission certifies that Che scace or local celephone
company s eligible for Che addicional interstate expense
adjuscmenc, Che local exchange company files Che data required
by 8§ 67.731 wich che National Exchange Carrier Association, and
Che relevant Cariff provisions become effeecive.

DATA COLLECTION

Submission of informacion co che Nacional Exchange Carrier
Associacion.

In order Co allow calculation of Che lifeline expense adjuscmenc
each local celephone company wishing co receive the addicional
incerscace expense ailocacion provided for in chis Subparc shall
provide Che Nacional Exchange Carrier Associacion established
pursuant Co Parc 69 of che Commission's rules wich the informacion
listed below for each of ics scudy areas. The information for
Che succeeding calendar year is co be filed wich che Associacion
on June 30ch of each year after certification of che plan by che
Commission pursuanc Co § 67.721(b). The information filed on June
30ch of each year will be used in che jurisdictional allocations
underlying the cosc supporc daca for che access Cariffs co be
filed che following October.

(1) an estimate of che number of eligible households which vill
receive Che lifeline assiscance described in 8§ 67.711(a)(1)
pursuant Co a lifeline assiscance program which has received
Commission certification.

(2) an escimace of che average discount on service commencement
charges to be provided co each subscriber, noc co exceed SO
percent of che charges for commencement of che same service
applicable Co non-lifeline cuscomers or $30.00, whichever is
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(b)

lest;

(3) an estimate of Che number of eligible aubacribera which will
receive che lifeline aaaiacance described in § 67.711(a)(2).

(4) an estimate of the average deferred incereac coaC for each
aubacriber, provided chac:

(i) Che deferred aaounc on which Che coac of incereac ahall
be calculaced ia noc Co exceed $200.00; and

(ii) incereac ahall be applied only co aoounca actually
outstanding, ac Che race for 10-year Treasury Bills . on
January 1 of each year, vich che inceresc race adjuaced
only vich each filing.

In Che evenc chac chia addicional incerscace expense ailocacion is
co .he in effecc for a given acudy area for less chan a full
calendar year, che carrier ia co submit Che informacion described
in 88 67.731(a)(l)-(4) adjuaced Co reflecc Che number of
aubscribers and che relevanc costa for Che porcion of che year
during which Chis expense adjuscmenc will be in effect as pare of
its § 67.721(a)(4) submission co Che Commission. These daca shall
be filed wich HECA ac Che aame Cime Chey are filed vich che
Commission

CALCULATION OF LIFELINE CONNECTION ASSISTANCE EXPENSE ADJUSTMENT

67.741 Expenae Adjuscmenc

(a) The addicional incerscace expense allocation shall be calculaced
by adding che following: (1) che number of households provided
purauanc cc § 67.731(a)(1) cimes che dollar amounc provided
purauanc co 8 67.731(a)(2): and (2) che number of households
provided pursuanc Co 8§ 67.731(a)(3) cimes the dollar amounc
provided pursuant co § 67.731(a)(4).

(b) The expense adjuscmenc calculated pursuanc co 8§ 67.741(a) shall be

adjusced each year <co reflecc <che ' actual number of lifeline
recipience*and the actual dollar amounc of che benefics provided
Co Chem in Che previous year. |If che acCual benefics provided in
a given calendar year exceed che estimated benefics for'chac year
calculaced pursuanc to § 67.741(a), chis difference shall be added
co Che amount calculated pursuanc Co § 67 741(a) for Che following
year. If che actual benefics provided in a given year are less
Chan che estimated, amounc for chac year calculaced pursuanc co
8§ 67.741(a), chis difference ahall be subtracted from che amounc
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calculated pursuant to § 67.741(a) for the following year.

A pro-rata share of the expense adjustment calculated pursuanc
to § 67.741(a)-(b) shall be subtracted from the intrastace
expenses for each accounc described below as calculaced purauanc
to the preceding Subparts of Part 67 and added to che interstate
expcnsas for each such account calculated pursuantto the
preceding Subparts of Part 67. The pro-rata share for each
accounc shall be calculated by multiplying .the cocal interstate
expenae adjuscmenc by the ratioof Che unseparaced expenses for
the account involved tothe unseparaced expenses for all of che
accounts listed below:

(1) Accounts 602.1-602.8 - Repairs of outside plant
(2) Accounc 603 - Test desk work

(3) Accounc 604 - Repairs of central Office equipment
(4) Account 643 - Local Commercial operations

(5) Accounts 662 - Revenue Accounting Expenses

Proposed Part 69 Rule Changes

* * * * %

69.2 Definitions

(hh) Level | Contributors - Telephone companies chat are noc

(ii)

associacion Common Line cariff participants, file their own Common
Line Cariffs effective April 1, 1989, and hada lower chan average
Common Line revenue requiremen: per minute of use in 1988 and thus
were net contributors (i.e. had a negative net balance) co che
associacion Common Line pool in 1988.

Level | Receivers - Telephone companies thac are noc associacion
Common Line cariff participants, file their own Common Line
cariffs effective April 1, 1989, and had a higher Chan average
Carrier Common Line revenue requirement per minute of use in 1988
and thus were net receivers (i.e. had a positive net balance)
from che association Common Line pool in 1988.



(i1)

(kk)

(11)

(mm)

Level Il Contributor! - A telephone company or group of affiliated
telephone companies vith fever than 300,000 access lines and Less
than $150 million in annual operating revenues that .is not an
association Comaon Line tariff participant, files its ovn Common
Line tariff effective .January 1, 1990, and that had a lover than
average -Comaon Line revenue requirement per minute of use in 1988
and thus vas a net contributer (i.e., had a negative net balance)
to the association Common Line pool in 1988*
‘m
Level Il Receivers - A telephones company or group of affiliated

.telephone companies vith. fever than 300,000 access lines and less

than $150 million in annual operating revenuea thac is noc an
association Common Line Cariff participant,files ics ovn  Common
Line tariff effective January 1, 1990, andthat had a higher chan
average Carrier Common Line revenue requiremenc per minute of use
in 1988 and thus wvas a net receiver (i.e., had a positive net
balance) from the associacion Common Line pool in 1988.

"Long Term Supporc"(LIS) means  funds provided by telephone
companies chat are noc associacion Common Line tariff participants
to associacion Common Line tariff participants. LTS enables

associacion Comaon Line Cariff participants Co charge . aCarrier

Common Line (CCL) rate -equivalent to the CCL race that vould
result if all telephone companies participated in che association
Common Line Cariff.

"Transicional Supporc"(TRS) means funds provided by telephone
companies that are not association Common Line tariff
participants, but were net contributors to Che association Common
Line pool in 1988, to celephone companies chac are noc associacion
Common Line tariff participants and were net receivers from', .the
associacion Common Line pool in 1988.

Filing of access service Cariffs

(e)

(e)

* * * * *

(1) Such a Cariff must cross reference associacion charges for
the Carrier Common Line and End User Comaon Line element or
elements if such company or companies participate in Che
pooling of revenues and revenue, requirements, for such
elements*

(9) A celephone company or group of affiliated telephone
companies chat elects to file ics own Common Line cariff



4

(b)

(c)

5

(d)

effective April 1, 1989 shall notify the association not
later than August 30 of the preceding year that it will no
longer participate in the associacion Cariff. A telephone
company or group of affiliated celephone companies thac
elects to file its own Common Line tariff effective January
1, 1990, or thereafter pursuanc to Section 69.3(a), shall
notify che associacion not later than June 30 of the
preceding year that it will no longer participate in che
associacion cariff. A Celephone company or* group of
affiliated celephone companies chat elects to file its own
Conson Line cariff for one of ics scudy areas shall file ics
own Couuon Line tariff(s) for all of its study areas.

Charges to be filed

Except as provided in Subpart C of Chis Part and in Section
69.4(c), the carrier's carrier charges for access service filed
wich chis Commission shall include charges for each of che
following elements:

For all tariffs filed with this Commission chac become effective
afcer Kerch 31, 1989,- che carrier's carrier charges for access
service shall include charges for each of the elements lisced in
Section 69.4(b) and for each of che following elements:

(1) Universal Service Fund

(2) Lifeline Assistance

Persons to be assessed

Beginning April 1, 1989, Universal Service Fund and Lifeline
Assiscance charges' shall be assessed wupon all incerexchange
carriers chac wuse local exchange switching facilities for che
provision of interstate or foreign telecommunications services and
chac have at least: (1) one percent of <che cocal common lines
presubscribed to incerexchange carriers in all scudy areas; or (2)
five percent of che presubscribed lines in any study area and a
minimum of one thousand presubscribed lines in chat study area.
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69.104 End user common lice

(c)

(d)

(e)

(f)

(9)

(h)

(i)

(i)

* * * % %

Except as provided in subseccions 69.104(d)-(h), che single line
rsce or charge shall be computed by dividing one-twelfth of che
projected annual revenue requirement for the End User Cocmon Line
element by the projected average number of local exchange service
subscriber lines in use during such annual period.

If Che monthly charge computed in accordance with 'subsection
69.104(c) exceeds 86, the charge for each local exchange service
subscriber line, except a residential line, a single-line business
line, or a line used for Cencrex-CO service thac was in place or on
order as of July Z7, 1983, shall be $6.

The monthly charge for each residential or single line business
local exchange service subscriber shall be the charge computed in
accordance with subsection 69.104(c), or chs relevant transitional
charge established in Section 69.203, whichever is lower.

Except as provided in subseccions 69.104(j,) and (It), Che charge
for each residential local exchange service suoscriber line shall
be che same as the charge for each single line business local
exchange service subscriber line.

A line shalL be deemed >0 be a residential line if che subscriber
pays a race for such line chac is described as a residential race
in che local exchange service Cariff.

A line shall be deemed co be a single line business line if che
subscriber pays a race chac is noc described as a residential race
in che local exchange service cariff and does noc obtain more chan
one such line from a particular Celephone company.

The End User Common Line charge for each multi-party subscriber

.shall be assessed as if such subscriber had subscribed co

single-party service.

The End User Common Line charge for a residential subscriber 'shall
be 50Z of che charge specified in subseccions 69.104(c) and (d) if
che residential local exchange service race for such subscribers is
reduced by an equivalent amount, provided chac such local exchange
aervice race reduction ia based upon a means cesc chac is subject
co verificacion.



(k) (1) The End User Common Line charge for reaidencial aubacribera
ahall be reduced Co che excenc of che acace aaaiacance aa
calculaced in aubaeccion (k)(2) of chia aeccion, or waived in
full if che acace aaaiacance equala or exceeds che
reaidencial End Uaer Common Line charge under che
ecircumstances deacribed below. In order Co qualify for chia
waiver, Che aubacriber nuac be eligiblefor and receive
aaaiacance or benefica provided purauanc Co a narrowly
targecced Celephone company lifeline aaaiacance program,
requiring verificacion of eligibilicy, -implemented by Che
acace or local celephone company. A acace or local celephone
company wiahing Co implement Chia End Uaer Common Line
reduccion or waiver for ica aubacribera ahall file
informacion wich Che Commiaaion Secretary demonacracing chac
ica plan m«eca Che criceria aec out in chia aeccion and
abowing che amounc of aCate asaisCance per aubacriber as-
deacribed in aubaeccion (k)(2) of chis aeccion. The
reduccion or waiver of che End Uaer Common Line charge ahall.
be' available as soon aa che Commission certifies chat che
atace or local celephone plan aacisfies che criceria sec ouc
in chia aubaeccion and che relevanc cariff provisions become
effective*

(2) (i) The scace aaaiacance per subscriber shall be equal to che
difference between che charges. co be paid by che
parcicipacing subscribers and Chose co be paid by ocher
subscribers -for comparable monchly local exchange service,
service connections and customer deposits, except chac
benefica or assistance for connection charges and deposic
requirements may only be counced once annually. In order co
be included in calculating che acace assiscance, such
benefica must be for a single celephone Iline co che
household's principal residence.

(ii) The monchly state asaisCance per parcicipacing subscriber
ahall be calculated by adding che amounts calculaced in
paragraphs (k)(2)(ii)(A) and (B) of this section.

(A) The amounc of che monchly acace assiscance per
parcicipacing subscriber for local exchange service shall be
calculaced by dividing che annual difference becween charges
paid by all parcicipacing subscribers for residencial. local
exchange service and che amounc which would have been charged
Co non-qualifying subscribers for comparable service by
twelve times Che number of subscribers parcicipacing in che
scace aaaiacance program. Escimaces may be used when
historic daca are noc available.
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(1)

(or)

69.105

(a)

(b)

(B)'The amounc of che monchly atace aaaiacance for aervice
connections and cuacoaer deposits per participating
subscriber ahall be calculaced by determining Che annual
aaounc of the reductions in these charges for parcicipacing
subscribers each year and dividing- chis amounc by twelve
Cimes Che nuaber of parcicipacing subscribers. Estimates may
be uaed-when historic daca are noc available.

In conneccion wich tbrfiling of access tariffs pursuanc co
Section 69.3(a), celephone companies' shall calculate for che
association cheir projected revenue requiremenc attributable
Co Che operation of Seccions 69.104(j)-(k). The associacion
" shall add such amounca Co Che Lifeline Assistance revenue
requiremenc, bill and collect auch amounts from incerexchange
carriers purauanc cc Seccions 69.116-69.117, and distribute
Che funda co qualifying celephone companies pursuanc co
- Section- 69.603(d). ’

No charge shall be assessed for any WATS access line.

Carrier Common Line

A charge thac is expreased in dollars and cents per access minuce
of uae ahall be assessed upon all incerexchange carriers chac use
local exchange cosnon line facilities for Che provision of
incerstace'or foreign celecommunicacions services, except chat che
charge shall noc be assessed upon incerexchange carriers to che
excenc they resell HIS or HTS-cype services of ocher common
carriers (OCCs).

(1) The Carrier Common Line charge of associacion Common Line
cariff parcicipancs shall be computed by dividing Che
projected Carrier Common Line revenue requiremenc of such
Celephone companies, plus Che projected Carrier Common Line
revenue requiremenc of celephone companies chac are noc
associacion Common Line cariff parcicipancs, by Che projected
annual access minuces of wuse fcr all incerscace and
international services chac use local exchange common line
facilities and are subject Co charges under paragraph (a) of
Chis seccion. Each minuce of use of any local exchange common
line by -such services shall be counted for purposes of
e computing chia charge. Telephone companies chac -are noc
associacion Common Line Cariff participants shall submic co
che Commission and co che association whacever data che
Commiaaion shall determine are necessary Co calculate chis
charge.
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(2) The Carrier Comoon Line charge(s) of Celephone companies chac
ere not association Common Line Cariff parcicipancs shall be
computed ac che level of Carrier Common Line access element
aggregation selected by such celephone companies pursuanc co
Seccion 69.3(e)(7). The charge for each such element shall
be computed by dividing che projected mCarrier Common Line
revenue requiremenc by Che projected annual access minutes
for all incerstace or foreign services chat use local exchange
common line facilicies related Co such, revenue requiremenc.

* * * * *

Universal Service Fund

Effective April 1, 1989:

(a)

(b)

(c)

A charge Chac is expressed in dollars and cents per line per monch
shall be assessed upon all incerexchange carriers chac use local
exchange switching facilicies for che provision of interstate or
foreign telecommunications services and chac have ac lease: (1)
one percent of Che cocax common lines presubscribed to

. incerexchange carriers in all study areas; or (2) five percenc of

Che presubscribed lines in any scudy area and a minimum £*f#3ne
chousand presubscribed lines in chac study area. * .

« .
The charge shall be computed by Che association on a semi-annual
basis by dividing one-Cwelfch of che projected annual Universal
Service Fund revenue requiremenc by Che total number of common
lines presubscribed <co incerexchange carriers defined in Seccion
69.116(a). The associacion shall bill and collecc che charge, and
disburse associated revenue, on a monchly basis purauanc co Seccion
69.603(c).

Telephone companies shall provide coche associacion che data
necessary to compute che charge. These data shall include che
number of presubscribed common lines in each scudy area and che
number of chose lines associated with each incerexchange carrier
serving chat scudy area. In a study area served by a single
interexchange carrier, all common lines shall be considered as
presubscribed Co chac incerexchange carrier. Informacion
concerning presubscribed common linesshall be filed wich che
associacion on June 30 and January 2 of each year, beginning on
June 30, 1988. Presubscribed common line data filed on June 30
shall be calculaced as of December 31 of che preceding year, and
presubacribed common line data filed on January 2 shall be
calculaced as of June 30 of che preceding year!



69.117 Lifeline Assistance

Effective April 1, 19849:

(a) A charge that is expressed in dollars and cents per line per month
shall be assessed upon all incerexchange carriers that uae local
exchange switching facilicies for che provision of incerscace or
foreign telecommunications services and Chat have at least: (1)

one percent of che cocal common lines presubscribed Co
incerexchange carriers in all study areas; or (2) five percent of
che 'presubscribed lines in any study area and a minimum of one

thousand presubscribed lines in Chat scudy area.

(b) The charge shall be computed by the associacion on a e semi-annual
basis by dividing che sum of onc-cvelfch of Che projected annual
Lifeline Assistance revenue requirement and one-cvelfch of che
projecced annual revenue requiremenc calculaced by all telephone
companies pursuanc Co Seccion 69.104(1) by Che number of common
lines presubscribed co incerexchange carriers defined in Section
69.117(a). The associacion shall bill and collect che charge, and
disburse associated revenue, on a monchly basis pursuant co Seccion

69.603(d).

(c) Telephone companies shall provide co Che associacion che daca
necessary Co compute che charge. These data shall include che
number of presubscribed common lines in each scudy area and Che
number of those Ilines associated wich each incerexchange serving

Chat scudy area. In a scudy area served-by a single incerexchange
,carrier, .all common lines shall be considered as presubscribed co
Chat incerexchange carrier. Informtcion concerning presubscribed

common lines shall be filed with che association-on June 30 and
January 2 of each year, beginning on June 30, 1988. Presubscribed
comaon line data filed on June 30 shall be calculated as of
December 31 of che preceding yearr and presubscribed common line
daca filed on January 2 shall be calculaced as of June 30 of che

preceding year.
69.202 Initial End User Common Line Charges DELETE
69.203 Transitional End User Common Line Charges

(a) Except as provided in Sections 69.104 and* 69.204, che End User
Common Line charge for single line business subscribers, single
line residential subscribers,, and multi-line reaidencial
subscribers shall be* che lesser of che charge computed in Seccion
69.104(c) or $2 per line per monch until Hay 31, 1987; $2.60 per
line per monch during che period from Junel, 1987chrough Augusc
31, 1988; $3.20 per line per monch during che period from



