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In the Matter of the Application of )
MCX Telecommunications Corporation
(U 5011 C), under Rule 15 for Application 87-09=-027

)
)
Approval to Offer Incidental ) (Filed September 18, 1987)
IntralATA Vnet Service on a )
Commercial Basis. )

)

INTERIM OPINION

By this decision, the Commission authorizes MCI y
Telecommunications Corporation (MCI) to provide its Vnet sexvice on
a commercial intrastate interLATA basis to certain customers
pending resolution of Application (A.) 87-09-027. The names of
those customers were prov:.ded by MCI on a confidential basis,
. | pursuant to Commission General Order (G.0.) 66-C.
: MCI is also authorized to provide intralATA Vnet servzce,
' but only on a limited basis to permit the specified Vnet customers
access to a stric:tly limited set of telephone numbers which address
the customers’ computer data bases and. inteml operating systems.
Certain other restrictions are also :.mposed including hold:.ng out
restrictions and reporting requirements. The tariff schedules
authorized by this decision will be effective only until broader
authérity is subsequently granted, oxr alternatively, will remain

effective for 18 months a!ter MCI’s application is effectively
denied.

On September 18, 1987, MCI filed A.87-09~027 in which it . | /)
requests authority to offer interLATA and incidental :Lntra.I.A'.rA Vnet e
service on a commercial basis in California. It concurrently t:.led
a motion for interim authority to provide its Vnet service on a
commexcial basis pending resolution of ‘A.87-09-027. Respons:we
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filings have been made by the following parties on the dates
indicated:
Pacific Bell (Pacirig)--October 16 and
November 5, 1987

AT&T Communications of California, Inc. (ATET)=--
Octobexr 20, 1987 ‘

General Telephone Company of California
(General)~-October 22, 1987

Division of Ratepayer Advocates (DRA)-—=-
October 21, 1987

Toward Utility Rate Normalization (TURN)=--
October 23, 1987

On November 3, 1987, MCI :;led a reply to the responses
filed as of that date. On November 20, MCX filed a reply to
Pacific’s late-filed protest. :

MCIL’s Vnet sexvice is a virtual private network service
which MCI states is designed primarily to meet the interstate
calling needs of large, geographically dispersed corporations. MCI
has been authorized to provide this service on an intrastate basis |
since March 24, 1986 when a tariff for a test service called Vnet.
Phase .0 became effective, and on an interstate basis since
Septenmber 1986 when a commercial tariff was accepted by the Federal
Communications Commission (FCC). While MCI states that it does mnot
hold ocut Vnet as an intralATA service, it does not block intralATA
Vnet calls. ‘ :

In this application, MCI seeks authority to offer a
commercial intrastate Vnet service called Vnet Phase .6 which
conforms to its interstate tariff. MCI first sought.this change
through an advice letter filed on June 25, 1987. We rejected the
advice letter on July 29, 1587 in Resolution T-12042, because of
the potential adverse effects of MCI’s Vnet service on the

-

"

1 Pacific’s late-filed protest was accepted by Administrative La#;
Judge (ALY) ruling dated November 18, 1987. ;
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intralATA services of local exchange companies (LECS). At that
time we stated that if MCI wants to provide Vnet service it should
either file an application or adhere to the restrictions and
conditions we placed on the Software Defined Network (SDN) service
of AT&T in Decision (D.) 86=-05-073 in A.85-05-081l. We also
instructed MCI to address the relationship between Vnet and the
more general concerns being addressed in Investigation

(I.) 86-05-036.

In A.85=-05-081, AT&T requested limited authority to
provide incidental intralATA sexrvice in connection with its SDKN
service, a virtual private network service similar to Vnet. In
D.§5-10-015 and D.86-05-046, we authorized AT&T to provide SDN
service to two customers on an interim basis pending resolution of
AR&T’s application. Those two decisions required that the
customers voluntarily limit use of the service to interLATA
compunications, and further provided that customer payments for SDN
service would be subject to refund to the extent rates subsequently
approved might be lower than those in the interim tariffs and that
AT&T’s access charge payments to Pacific would also be subject to
retroactive adjustment to reflect any increase in such charges
required by subsequent order.

In D.86~05=073 we granted AT&T authority to provide its
SDN service on a limited intralATA basis to permit SDN customers
access to a strictly limited set of telephcne numbers which address
the customers’ computer data bases and internal operat;ng systems. -
AT&T was required to use Far End Network (FEN) screening to block
off-net intralATA calls to 10-digit conventional numbers. We
stated that a decision on whether to require permanent total
blochxng would be made after rurther exberience with SDN usage
patterns. ‘

AT&T was also required, in-thé course of working with any

customer on the design of its SDN service, to fully and effectively

inform the customer as follows:
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its impacts on other sexvices, and another regarding intrastate
revenues and costs from SDN services.

Concurrently with D.86=05-073, we issued I.86-05-036 in
order to evaluate the potential intralATA market for virtual
private network services and to address the appropriateness of
_regulations such as blocking and reporting requirements. Telephone
corporaticns were required to file responses indicating their plans
for virtual private network services in California and their
recommendations regarding requlatory requirements. No further
action has been taken in that investigation to date.

MCI Application _ .-
MCI states that virtual private networks offer large

nmulti-location customers the ability to gain the same functions and
features as are available through private networks while using the .
public switched network of interexchange carriers (IECs). Virtual
private network services enable customers to design an internal
numbering plan, use i@entirication and accounting codes useful in
the management of customers’ telecommunications budgets, and place
certain restrictions on the calling ability of employees. Since
virtual private networks use the public switched network, they
enable the customer to avoid the costs of maintaining extensive
private transmission facilities.

MCI believes that the author;ty to offer interLATA |
intrastate services granted in D.84-01-037 allows MCI to lntroduce
new interLATA services without the need for a mew Certificate of.
Public Convenience and Necessity (CPCN). Furthermore, the.
commission has allowed other services in California over which
incidental intralATA traffic is carried. 'chordingly, MCI requests
whatever additional authority the CQmmission‘deems.necessafy for
MCI to offer and provide its Vnet servite'in_Calirornia. "

According to MCY, its Vnet service is specifically.
designed to be compatiblé_with,and enbance the existing private
networks of laxge customers, creating in near;y"a11:Cases a hybrid f.
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intralATA services of local exchange companies (LECs). At that
time we stated that if MCI wants to provide Vnet service it should
either file an application or adhere to the restrictions and
conditions we placed on the Software Defined Network (SDN) service
of AT&T in Decision (D.) 86«05-073 in A.85=05-08l. We also
instructed MCI to address the relationship between Vnet and the
more general concerns being addressed in Investigation

(X.) 86=05-~036.

In A.85-05~081, AT&T requested limited authority to
provide incidental intralATA service in connection with its SDN
service, a virtwal private network service similar to Vnet. In
D.85-10-015 and D.86-05-046, we authorized AT&T to provide SDN |
service to two customers on an interim basis pending resolution oz
AT&T’s appl;catxon. Those two decisions required that the
customers voluntarily limit use of the sexvice to interLATA |
communlcat¢ons, and further prov;ded that customer payments for SDN
service would be subject to refund to the extent rates subsequently

approved might be lower than those in the interim tariffs and that i

AT&T’s access charge payments to Pacific would also be subject to
retroactive adjustmentjto'reflect any increase in such charges i
required by subsequent order. | E
In D.86-05-073 we granted AT&T authcrity to provide its
SDN SeerC¢ on a lxmited intralATA basis to permit SDN customers

access to a strictly lzmited set of telephone numbers which address 

the customers’ computer data bases and internal operatxng systems
AT&T was required to use Far End Network (FEN) screening to block
off-net intralATA calls to 1l0-digit conventional numbers. We
stated that a decision on whether to require permanent total
blocking would be made atfter turther experience with SDN usage |

patterms. : ‘

AT&T was also required, in the course of working with Sny'

customer on the des;gn of its SDN service, to :ully and e::ectxvely

inform the customer as follows: ‘ R R
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© That LEC facilities are to be used for all
intralATA calling except for the authorized
intralATA purposes;

© That the use of SDN serxrvice for other
intralATA calling is unlawful:

© That FEN sc¢reening will block off-net
intralATA calls to 1l0-digit conventional
numbers;

© That intralATA calling can be routed to LECs
through the programming of the customer’s
Private Branch Exchange (PBX) switch, or can
be screened through the Network Control
Point Service Management System which is
part of SDN servicer and

© That AT&T stands ready to assist the

customer in implementing such routing or
screening. '

AT&T was not, however, required to monitor the extent of
intralATA screening by its SON customers.

In D.86-05-073 we also found that SDN service and related
access services are jurisdictionally separable and that.AI&T'should\
use the points at which a call enters and exits its network as |
surrogates for the points of origin and termination. As a result,
we required AT&T to include all SDN service rate elements in its
intrastate tariff.

‘ We allowed AT&T and its customers £¢ obtain any type of
access arrangement (switched, special, or customer¥provided) that
meets the customers’ needs. However, we required that AT&T
compensate LECs for intrastate access services according to
intrastate usage if access services are;purchased from the LEC. ‘

ATST was also required to submit monthly reports to LECS
to enable them to bill ATST properly for intrastate access ”
services, and two semiannual reports to the COmmissién'Advisory-and~
Compliance Divisior (CACD): one regarding usage of SDN service and
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its impacts on other services, and another regarding intrastate
revenues and costs from SDN services.

Concurrently with D.86-05-073, we issued I.86-05-036 in
order to evaluate the potential intralATA market for virtual
private network services and to address the appropr¢ateness ot
‘requlations such as blocking and reporting requirements. Telephone
corporations were required to file responses indicating their plans
for virtual private network services in California and their
recomnendations regarding regulatory requirements. No further
action has been taken in that investigation to—date.
MCX_Application -

MCI states that virtual private networks offer large
multi-location customers the ability to gain the same zunctzons and
features as are available through private networks while using the
public switched network of interexchange carriers (IECs). Virtual
private network services enable customers to design an intermal
numbering plan, use identification and accounting codes useful in
the management of customers’ telecommunications budgets, and place l
certain re$tr;ctions on the calllng ability of employees. Since
virtual perate networks use the public switchead network, they
enable the customer to avoid the costs o: maintaining extensive
private transmission facilities. ,

MCI believes that the author;ty to offer interILATA
intrastate services granted in D.84-01-037 allows MCI to introduce
new interILATA services without the need tor 2 new Certificate of
Public Convenience and Necessity (CPCN) . Furthermore, the
Commission has allowed other services in California over which
inc;dental‘xntraLATA tragfic is carried. ,Accordzngly, MCI requests
whatever additional authority the Commission deems necessary for
MCI to offexr and provide. its Vnet service in california. .,

Accord;ng to MCI, its Vnet service is specitically
designed to be compatible with and enhance. the existing private
networks of large customers, creating in nearly all cases a hybrxd
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network through which some portion of a customer‘’s intermal
communications requirements will be fulfilled through the
customer’s private network and the balance through Vnet.

MCI states that it is willing and able to satisfy the
resolution in D.86-05-073 of issues regarding rate elements and
types of access facilities for AT&T’s SDN service. It subnits that
the only remaining questions addressed in A.85-05-081 and
I.86-05-036 which are relevant to this application are whether Vnet
poses a threat to LEC revenues and, if so, whether MCI should be -
required to block intralATA traffic. MCI provides several Teasons
why, in its view, Vnet does not pose a substantial threat to the
toll and access revenues of the LECs.

MCI states that Vnet was not designed, noxr does.MCI hold
it out, as a replacement for local service or intralATA private
networks which might be supplied by the LEC, but that it is
intended to replace interLATA private lines with a combination of
the MCI interLATA switched network and special access lines
provided by LECs. According to MCI, it .has advised and will

continue to advise its customers that intralATA calls should be
placed over LEC facilities, and further that in sizing a Vnet |
application for a particular customer MCX assumes that all’ off-net |
intralATA traffic will be routed over the LECs’ networks. MCI has
worked and will continue to work with customers in programmlng
their PBXs or in arranging their Centrex route guides to assure .
that all intralATA traffic is passed to the LEC.

MCI provides an analysis of one month’s billings for
MCI’s Vnet test customer to demonstrate how these measures have ‘
worked. MCX reports that at most 4.91 percent of intralATA traffic
was placed over Vnet during that month. '

. MCI states that it would be will;ng to supply the -
Comm;ss;on with a description of its efforts to comply with the
Commission’s policies regarding intralaTA carriage for each Vnet
customer, and to file a report with CACD deseribing how each
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customer’s PBX or other switching equipment had been programmed to
route intralATA traffic to the LEC.

MCI agserts that the steps it has taken, and will
continue to take, are at least as effective as FEN scCreening in
limiting intralATA carriage. It concludes that there is simply no
reason for the Commission to impose a blocking requirement for
Vnet. |

Further, MCI asserts that the FEN screening required of
AT&T by D.86-05-073 is based on software uniquely contained within
AT&T’s 4AESS switches, that MCI cannot now block intralATA tratfic

T

effectively, and that the development and implementatlon oz any new
blocking methods would take substantial time and entail
considerable expense.

MCI contends that the originating Vnet switch is not able
to identify the true point of origin or termination of a Vnet call -
since it does not receive information regarding the call’s place of
origin within the customer’s private line system. In MCI’s view it

\

is not feasible to redesign customer networks to provide that
. information to-MCI.

MCI objects to intralATA blocking using the points at
which a call enters and leaves its network (which MCX calls
#customer nodes”) as proxies for the call’s originating and
terminating points, as is required of AT&T. It states that
customers’ existing private networks often straddle IATA or state
boundaries and that, as a result, such blocking would block
legitinate interLATA and interstate traffic. Further, MCI states
that Vnet dees not now have the capability of node-to-node _
intralATA blocking and that development of such blocking capability
would entail substantial expendituresrtor'sortwére development and -
take at least two years. .

r
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o . ror_Interim Authorit

In its motion for interim authority to provide its Vnet
service on a commercial basis pending resolution of A.87-09-027,
MCI seeks approval to provide Vnet service to certain customers on
an interim basis. MCI provided the names of those customers on a
confidential basis pursuant to G.0. 66-C, and states that it would
supply this information to any party after execut;on of an
appropriate proprietary agreement.

MCI submits that a grant of its motion would be
consistent with Commission action in D.85~10-015 and D.86~05~045,
which granted AT&T interim authority to provide SDN service to two-
customers. Since MCI has committed to abide by holding out '
restrictions and to implement certain measures with its customers
to address the Commission’s concerns regarding intralATA carriage,
MCI concludes that allowance of MCI’s motion would not compronise
the Commission’s consideration of A.87-09-027. It also asserts
that the granting of intexim authority is further warranted because
no decision has issued in I.86-05-036 and that consideration of
issues raised in that investigation in a separate application such
as this may delay a decision on those issues fuxther.—. |

MCI states that it is at a distinct disadvantage in
offering its Vnet service in California because its currently
effective intrastate tariff contains rates and charges which are
different from and less attractive than.the rates in MCI’s
interstate tariff. Unless MCI is permitted to offer Vnet on an
intrastate basis at rates consistent with its existing interstate
pricing structure, Vnet will appear less attractive to customers
than othexr services. It asserts that there is no reason to
perpetuate that competitive imbalance.

MCI provides a pro forma tariff thxough which 1t proposes -

to provide Vnet service on an interin bas;s. This tarif? contazns e

rates identical to rates which took effect for interstate Vnet
service on September 1, 1987. MCI states that this tariff
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specifically provides that the service will be available on an
interLATA basis only, and that it has no objection to including
language providing that customers take all reasonable steps to
assure that Vnet is not used to make intralATA calls pending a
final decision in A.87-05-027.
Racific Response to MCI Motion

On October 16, 1987, Pacific filed a response to MCI’s
motion for interimAauthority to provide Vnet on a commercial basis.
In this response, Pacific states that MCI and Pacific have met and
discussed MCI’s Vnet service, reaching agreement on some issues

which alleviate some of Pacific’s concerns with MCI‘’s request “for -

interim authority. According to Pacific, the two parties have
agreed to the following:

1. MCI will advise Pacific of customers in
California to which MCI supplies Vnet
service, subject to an appropriate
proprietary agreement:;

2. MCT will work with Pacific in assisting

Vnet customers in routing. intralATA traffic
to Pacific: ‘

3. MCI will inform its Vnet customers that
Vnet service is not offered for intralATA
calls, and that an arrangement which |
results in intralATA traffic passing over
the facilities of Pacific complies with
state law; and .

4. MCI has offered in its application to
provide periodic reports to the Commission
on incidental intralATA traffic using Vnet
sexrvice and MCI will provide Pacific copies
of these reports subject to an appropriate
proprietary agreement.

While Pacific has found meeting with MCY fruitful and °
hopes that further cooperative meetings can be conducted,’complete
agreenment on all issues has not occurred and the above conditions

have not allayed all of Pacific’s concé:ns regarding MCI’s request ;
for interim authority. : o

\‘
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Pacitic asserts that the Commission’s grant of interim
authority to MCI should comport with the conditions the Commission
has applied to AT&T’s SDN service, and discusses two relevant
aspects of the Commission’s SDN decision.

fPirst, Pacific asserts that the SDN blocking recquirement
should not be ignored by the Commission in evaluating MCI’s request
for intexrim authority. Pacific states that the issue of fact
regarding MCI‘’s claim that it does not have the technical
capability of providing FEN screening or blbcking must be tested
through the hearing process if Pacific and MCI are unable tO»reach
agreement on procedures that ensure the directing of intralATA
traffic to Pacific. As an alternative to blocking, Pacific

suggests that any grant of interim authority be contingent on MCI’s

agreement both to work with Pacific in assurlng that Vnet customers
route intralATA traffic to Pacific and to size Vnet customers’ ‘
networks such that intralATA traffic is directed to Pacific.
Pacific views these restrictiops‘asma reasonable interim
alternative to the blocking requirement impbsed on AT&T’s SDN
sexrvice, based on its current understanding of MCI’s plans for
Ynet.

Second, Pacific recommends that MCI’s request to offer
Vnet on an incidental intralATA basis be denied. Pacific states

that the Commission denied incidental intralATA authority for SDN.

In Pacific’s view it is contradictory for MCI to represent that it
will adhere to holding out restrictions and yet at the same time
request authority to ~offer” incidental intralATA Vnet service.

Pacific submits that any grant of interim authority to MCI must be

linited str;ctly to the offering of interLATA Vnet servzce and
specifically prohibit the ozrering of intxaLAmA Vnet service on an
incidentar basis. ”
Finally, Paciric asserts that any grant of interxm
authority for Vnet should be conditioned on the holding out

- 10 -
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restrictions and customer-~specific reporting requirements which MCI
has volunteered to provide.

Pacific agrees that interim authority for Vnet can be
granted subject to the measures and conditions Pacific has laid out
in its response. Pacific states in its response, however, that it
intends to meet further with MCI to resolve outstanding differences
over this service and reserves its rights to raise issues of
continuing concern in a later protest.

Pacific Protest to MCI Applicati

Pacific’s late-filed protest to MCI’s application was
docketed on November 5, 1987. In this protest, Pacific states that
all of its concerns have not been allayed and that MCI’s ability or
inability to block intralATA Vnet calls must be examined througkh
the hearing process. Pacific questions whether development of a
screening technique would be as expensive or time-consuming as MCI
contends. It also asserts that MCI‘s arguments against the use or‘
the points of entry into and exit from the network for blocking -
purposes are similar to AT&T’s position in A.85-05~081, and points

out that the Commission required AT&T to perform FEN screening on
that basis.

Pacific reiterates that the Commission might wish to
consider the imposition of alternative safeguards such as limits to
the sizing of Vnet facilities or a requirement that MCI monitor the
extent of intralATA screening by particular Vnet customers, if the
Commission concludes after hearing that blocking is objectionable.’

Pacific submits that MCI should be required to abide by
the same conditions on use of LEC access services as AT&T must
follow in providing its SDN service,'i.e., that access services
purchased from LECs should be juxisdictionally'separated on the
basis of the amount of interstate versus intrastate Vnet calls.

Pacific concludes that it intends to continue meet;ng'
with MCI to try to establish a method whereby Pacific prov;des the
lntraLAmA services and MCI provides interIATA services. If
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adequate agreement is reached, Pacific believes that the scope of
hearings may be substantially reduced.
Exotest of Genexal to MCI Application

General is strongly opposed to MCI’s application. It
states that MCI‘s application does not attempt to disquise its
flagrant disregard of the Commission policy against intralATA
conpetition nor dees it present any compelling reason why the
requested service would benefit California telephone subscrlbers or
the public.

intralATA blocking would fly squarely in the face of the
pronouncement against intralATA competition in D.84=06-113 which
was reaffirmed in D.86-05-073 requir;ng blocking of intralATA SDN
calls by AT&T.

Although MCI claims its intralATA Vnet service will be
#incidental,” General is convinced that its implications and
ranifications will be everything but incidental. In General’s
view, if increasing numbers of IECs were allowed to provide
~incidental” intralATA services, overall intralATA compet;t;on
would quickly change from “incidental” to “substantial” and the
Commission’s stated policy against intxralATA competition would be
supplanted by de facto competition already in‘place. It concludes
that the Commission should not expand IECs’ offering of such
services on an interim or permanent basis until it can be .
deternined that effective blocking is possible and is in place.

Should the Commission determine that MCT or any other IEC .
should be granted expansion into the intralATA marketplace, General
contends that the- granted authority must include the same ‘
restrictions imposed on AT&T’s SDN service, most notably the
blocking of intralATA calls. In General’s view, there is, no
rational reason for treating MCI dxtterently‘w1th regard to the
blocking of intralATA calls.

General states that MCI’s proposal to offer Vnet wzthout { o
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MCI’s contention that it does not have the technical
capability to provide intralATA bhlocking does not persuade General,
which states that AT&T made similar arguments when it recquested SDN
service. Further, MCI has been on notice at least since
D.84-06-113 that there is a Commission policy against IintralATA
competition and since D.86~05-073 that intralATA blocking is
required for AT&T’s SDN service. General concludes that there is
no excuse offered for MCI’s failure to build an intralATA blocking
feature into the development of its Vnet sexrvice offering. '
AT&I _Response o MCI Motion

AT&T supports MCI‘s motion for interinm authoriti;
points out that the Commission has been considering fox over a year
the extent to which IECs can offer virtual private network services
on an intralATA basis, and states that it would be unjust and
counterproductive to deny MCI an opportﬁnity to-provide Unet
service on an interim basis. Xt concludes that the Commission’s )
interest in realizing effective competition in California can best
be met by permitting MCI to offer Vnet on an interim basis)‘subjecth'
to MCI’s holdiné‘out that the service should not be employed for . ‘
intralATA communications, while the Commission investigates whether
this or any other restr;ction should be requzred of a pe:manent
Vnet offering. ‘

DRA_Responge to MCI Avplication and Motion _

DRA submits that the'issues‘raised‘in MCI‘s applicatibn
are analogous to those addressed in I.86-05-036, and that the two ‘
matters should be consolidated. It states that to consider the MCI
application separately would create a duplicate record and unduly
burden the parties already participating in the invéstigation by
requiring them to dupkxcate their efforts. DRA.does not oppose the?
motion for interim authority since this same procedu:e was-utzlzzedﬂ
for AT&T’s SDN service. B

I

L
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TORN_Protest to MCI Application

TURN requests that A.87-09-027 be denied, or that
hearings be held to address issues critical to the Commission’s
determination. TURN states that it would welcome consolidation
with I.86-05-036, as recommended by DRA, if expedited hearings were
ordered. TURN requests that MCI‘’s motion to provide Vnet on an

interim basis be denied because it belioves the probable intralATA

leakage would be too.great to tolerate even on & short term basis.

TURN arques that, since no one has stepped forward in the

3-1/2 years since D.84-06-113 with a viable altexnmative to the LEC
intralATA monopoly that would protect universal service and basic ~
exchange rates, the Commission should continue to guard carefully
the LEC monopoly reaffirmed in that decision. In TURN’s view,
there is no assurance that Vnet intralATA traffic would be only

incidental, and this open door presents a potentially serious
threat to the LEC monopoly.

TURN asserts that, once a customer’s Vnet design is

complete, the customer, not MCI, will program the customer’s route

guides contained in its PBX or Centrex system. It is TURN’S

understanding that MCI does not propose any :non:.tormg of :.ntralM:Aﬁ
traffic carried over the customer’s Vnet system once the system is

on line. TURN concludes that there is nothing to prevent the
customer from using Vnet for its intralATA traffic.
TURN is also concerned that the informal wa..mngs which

MCI has agreed to provide may a.ctua.lly enlighten some of the large
soph.:.st:.oated commercial customers that using Vnet for intralATA
calling may be more economical than using the LECs, and goes
further to assert that these written wami_.ngé and apparently.
ongoing discussions with the customers on this ‘topi'c may violate
the holding out xestnctions. established in D.84-06-113. |,

" TURN belze\res that extend:.ng treatument egqual ’to that
granted AT&T’S SDN service is not reasonable, for two reasom..

=14 -
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First, TURN questions the wisdom of D.86-05-073 in light
of what it asserts has been extensive use of SDN for intralATA
calling. It asserts that reports filed with CACD show that roughly
15 to 20 percent of all SDN intrastate messages and minutes ¢f use
in Pacific’s territory for the first six months of 1987 were
intralATA, and that the intralATA percentage was over 35 percent
for General during the same time period. In TURN’s view, these
percentages far exceed the incidental intralATA traffic envisioned
by eithexr D.84-06-113 or D.86-05-073 and perlaps warrant a ban on
virtual private networks altogether until IECs develop total
blocking capabilities.

Second, TURN concludes that even presumzng the SDN
decision was correct, use of AT&T’s SDN service to complete
intralATA calls looks significantly less attractlve than does use
of MCI’s Vnet service. TURN asserts that whrle SDN ;ntraLAmA calls
are more economical than LEC intralATA calls beyond an approxlmate‘
30 to 40 mile radius, Vnet intralATA calls are more economical
beyond an approximate 17 nmile radius, provzdrng a greater xncentive
for Vnet customers to use Vnet to complete intraLAmA calls.:

In TORN’s view, the Commission shot;id have reservations ‘
about the reliabxlity of MCI’s review of one month’s worth of data
for one custcmer as support for its clazm.that Vnet intralATA :
traffic would be minimal. TURN strongly favors hearings, in which. :
MCI should be required to substantiate its cla;m using a meanzngfu.f”
customer sample. a "

Acknowledging that denymng or. delaymng MCI’s appl;cat;on
would impose a competitive disadvantage on MCI, TURN nevertheless
asserts that: to place MCI on par with AT&T in this area would only
compound a potentzally serious problem. It asserts that MCI has
been on notice since D. 84-06-113 tbat LntraLATA competition is
impermissible, and that D.86-06-113 should.haye provided ample
warning to develop some type of blocking capability. TURN asserts
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In MCI’s view, General also fails to consider the
possibility that there may be other means available besides
blocking which might accomplish the substantive goals of the
Commission’s policies to allow only limited intralATA competition.
MCX further c¢ontends that the Commission ordered AT&T to employ FEN
screening based on evidence that that technology was in existence
and would regquire no capital investment.

MCI opposes DRA’s recommendation that A.87=-09-027 be
consolidated with I.86-05-073. MCI is concerned that consolidation
might delay a Commission decision regarding Vnet. It also notes
that case-by=-case adjudication may be a more appropriate vehicle
for the consideration of different carriers’ virtual private
network services, since there may be meaningful differences in
different carriers’ sexvices.

MCXI states that TURN ignores the fact that in D. 84-06-113A‘
the Commission clearly stated that the ban on intralATA compet;t;on,-
was intended to be a temporary pollcy and that competition should . ﬂ-
be permitted immediately in certain areas such as high speed data. ﬂ'
transmission. MCI also asserts that the Commission has permltted
prov;s;on of incidental intralATA service in several subsecuent
matters in which blocking was not technolog;cally feasible or would

render the interexchange service unmarketable, citing as examples L

the SDN decision and CQmmxssxon Resolution No. T-12018 approving yi
MCI’s 800 sexvice. ;

MCI contends that whatever levels of intralATA traffic :i3
m;ght be carried over AT&T’s SDN service are irrelevant to the
Comnission’ s consideration of this applzcatlon and to its judgxng
the merxits of MCI‘s proposal. ‘

In MCIL’s view, TURN’s" pos;txon that denial of MCI’s
appllcatxon until blocking capability is developed would impose
only a minimal competitive disadvantage on MCI. ignores the fact
that AT&T would develop and solidify a monopoly on this type of
service in California in the meantime. It asserts that by the t;ne

- 17 -
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Pirst, TURN cquestions the wisdom of D.86-05=073 in light
of what it asserts has been extensive use of SDN for intralATA
calling. It asserts that reports filed with CACD show that roughly
15 to 20 percent of all SDN intrastate messages and minutes of use
in Pacific’s territoxy for the first six months of 1987 were
intralATA, and that the intralATA percentage was over 35 percent
for General during the same time period. In TURN’s view, these
percentages far exceed the incidental intralATA traffic envisioned
by either D.84~06-113 or D.86=05=073 and perhaps warrant a ban on
virtual private networks altegether until IECs develop total
blocking capabilities.

Second, TURN concludes that even presuming the SDN
decision was correct, use of AT&T’s SDN service to conmplete
intralATA calls looks significantly less attractive than does use
of MCI’s Vnet service. TURN asserts that while SDN intralATA calls
are more economical than LEC intralATA calls beyond an approximate
30 to 40 mile radius, Vnet xntraLAmA.calls are more economical
beyond an approximate 17 mile . radius, provxd;ng a greatexr incentive
for Vnet customers to use Vnet to complete intralATA calls.

In TURN’s view, the Commission should have reservations
about the reliability of MCI’s review of one month’s worth of data .
for one customer as support for its claim that Vnet intralATA )
traffic would be minimal. TURN strongly favors hearings, in which @
MCI should be required to substantiate its claim uaxng a mean;ngrul
customer sample.

Acknowledging that denying or delaying MCI’s applmcat;on?
would impose a competitive disadvantage on MCI, TURN nevertheless ‘
asserts that to place MCI on par with ATST in this area would,onlyl
compound a potentially serious problem. It asserts that MCI has ' .
been on notice since D.84-06-113 that intralATA competltzon is-
impermissible, and Lhat D.86-06-113 should have provided ample _
warning to develop some type of blocking capability. TURN asserts:
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that the burden falls upon MCI to prove that the intralATA
intrusion is trxuly incidental.

TURN further asserts that MCI’s relative disadvantage
would be minimal. It asserts that the technology behind Vnet will
be viable for the foreseeable future, giving MCI sufficient time
and incentive to develop essentially total blocking capability
within the next couplé of years. It concludes that the harm
imposed on MCX from denial of this application or conducting |
hearing on this matter appears to be relatively minor when compared
with the potentially large invasion of the intralATA market.
MCIL_Reply ‘

MCI replied to all responses.

MCI concurs with Pacific that they are in substantial
agreement regarding the terms and conditions which should govern
the interim provision of Vnet service. MCI contends that
differences regarding authorization for incidental intralATA
service arise from Pacific’s unduly narrow and erroneous view of
the Commission’s actions in the SDN proceeding. MCI points out
that the Commission permitted AT&T to offer and provide its service
on an intrxalATA basis for certain specific purposes. Further, AT&T
can provide on-net intralATA service, since the imposed FEN '
screening does not block on-net intraLAmA,tralec- : ‘

MCI asserts that General has a lack of understanding- botn
of MCI’s application and of applicable Commission precedent. MCI
states that the SDN decision does not bar intralATA competition,
since FEN screening does not block intralATA on-net traffic and
ATLT has intralATA authority for certain specific purposes. MCI.
concludes that to the extent that approval of MCI’s application ‘
would result in MCI’s carrying on-net intralATA traffic or traffic
for the same purposes authorlzed in the SDN proceeding, M MCI’s

applxcatmon is fully consistent with the Commission’s dec;s;on in
that case. L
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In MCI‘’s view, General also fails to consider the
possibkility that there may be other means available besides
blocking which might accomplish the substantive goals of the
Commission’s policies to allow only limited intraLATA competition.
MCI further contends that the Comnission ordered AT&T to employ FEN
screening based on evidence that that technology was in existence
and would require no capital investment.

MCI opposes DRA‘s recommendation that A.87-09-027 be
consolidated with I.86-05-073. MCI is concerned that consolidation
might delay a Commission decision regarding Vnet. It also notes
that case-by-case adjudication may be a more appropriate vehicle
for the consideration of different carriers’ virtual private
network services, since there may be meaningful differences in
different carriers’ serxvices.

MCI states that TURN ignores the rfact that in D. 84-06-113
the Commission clearly stated that the ban on intralATA competition
was intended to be a temporary policy and that competition should -
be permittedvimmediately in certain areas such as high speed data
transmission. MCI also asserts. that the Commission has permxtted
provision of incidental intralATA service in several subsequent
matters in which blocking was not technologically feasible or would
render the interexchange service unmarketable, citing as examples
the SDN decision and CommiSSion.Resolution No. T=-12018 approving
MCI’s 800 service.

MCI contends that whatever levels o; intralATA traffic
night be carried over AT&T’s SDN service are irrelevant to the
COmmission's,consideration of this application and to its judging -
the merits of MCI’/s. proposal. -

In MCI’s View, TURN’S position that denial of MCI’s
application until blocking capability is developed would impose
only a minimal competitive disadvantage on MCI. ignores the fact
that AT&T would develop and solidify a monopoly'on this type of
service in California in the meantime. It as erts that by the time
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the hearings which TURN apparently wants to hold are over, AT&T’s .
position will be fully entrenched.

" MCI also takes exception to TURN’s comparison of Vnet and
intralATA toll rates. It contends that TURN’s calculations are
erronecus because they compare Vnet transport rates only to
intralATA toll rates, ignoring the c¢ost of Vnet access, which is
paid by the customer, as well as other fixed charges in the Vnet
tariff. MCI concludes that TURN‘s comparison overstates the extent
to which a customer might find Vnet more attractive than intralATA ‘u
toll services.

We will address only MCI’s motion for interim authority
at this time. None of the contended issues of fact are such that
they prevent consideration of this motion without hearings. We 1
note that the issue of whether intralATA competition should be |
a.ut.hora.zed for virtual private network services will ke addrcassed
in early 1988 in the 1nvest1gata.on into local exchange regul.nt:.on
which we institute today. Since the outcome of that J.nvestwga.ta.‘cn .
has a direct bearing on both A.87-09-027 and I.86-05-036, we w:.ll ' |
defer further action in these two )25 oceedings until after Phase | I
of the local exchange investigation is completed, so that these }two.
proceedings may be completed in a manner consistent with ouxr . o
findings in that :.nvestigatmn. | '

‘MCI has proffered a number of restrn’:ct:.ons on its vnet
service as alternatives to blocking of intralATA calls,, which .'Lt ‘
contends would be unneeded, expensive, and ineffective. Pa.czf:.c
ge.nerally agrees with MCI’s approach, at least on an interim ba
but would add certain other restrictions. On the other hand,
General and TURN are not convinced that such arrangements wculd be
adequate to limit intralATA Vnet usage to an-acceptable level. “‘; .

While recognizing the concerns expressed by General and
TURN, we do not believe they are sufficient to deny interim
authority for commercial Vnet operat:.ons. It appears that

_ ‘ }
- 18 = . }
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restrictions can be crafted in a manner that will greatly restrict
intralATA use of the service while this proceeding is pending.
Other than its present lack of FEN screening capability, MCI’s Vnet
service appears to be substantively similar to ATST’s SON
operations. We conclude that policies developed for SDN other than
FEN screening should similarly be applied to Vnet, at least on an
interim basis.

With the limitations adopted in this decision, we f£ind
that granting interim 2uthority for commercial Vnet service will
meet the immediate needs of MCI and its customers, and will not
compromise or affect our ongoing consideration of MCI’s broader
application. Because of the network efficiencies and desirable
customer options inherent in MCI’s Vnet service, we conclude that
the public interest will be served by permitting'MCI to provide
commercial Vnet service on an' interim basis.

No respondent has raised concerns about the rate
structure which MCI proposes for its intrastate Ynet service.
According to MCI, the pro forma tarlfr it has provzded contains
rates identical to its interstate Vnet rates. Because Lntrastate
rate structure was an issue in our consideration of AT&T’s SDN
proposal, we made customer payments resulting from the interim
authority granted in D.85-10-015 and D.86-05-046 subject to :e:una.:
Absent objection, we find reasonable the proposed intrastate Vnet ’
rate structure. Hence, there is no need to impose 2 subject-to~
refund provision.

Another issue in AT&T’s SDN application was-the

jurisdictional nature of the calls and related access services. fIn"';‘

D.86-05-073 we found that interstate and intrastate SDN sexrvices
and related access services are jurisdictionally separable and
should be billed separately, based on'the'points.at which calls
enter and exit AT&T’s network. For purposes of blocking, MCI
opposes use of the points at which a call enters and leaves its -
network as. proxies for the call’s originating and terminating
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points for purposes of blocking. However, it does not discuss the
nanner in which it bills customers and obtains access services for
interstate and intrastate Vnet services. We see no reason to

differentiate between SDN and Vnet in this respect. We note also
that MCIL states that it is willing and able to satisfy Commission

resolution of access facilities issues in D.86-05-073. We conclude3

that billings for any access services obtained from the LECs should
be allocated between interstate and intrastate tariffs based on
relative use, measured based on points of entry and exit of the
calls. '

MCI has no objection to including language in its tariff
requirihg that customers take all reasonable steps to assure that
Vnet is not used to make unauthorized intralATA calls pending
resolution of its application. We will require that this be done.

Two othex tariff language additions should be made to
reflect restrictions imposed on AT&T’s inte?im SDN authority, which
we ¥ind are reasonable to apply likewise to Vnet. The taxiff
should reflect that its terms are available only to the list of
customers which MCI provided pursuant to G.0. 66-C, and that the

schedules shall specifically apply only pending the effectiveness

of tariff schedules offering Vnet service on a broader basis
pursuant to a subsequent Commission order, except that if a
subsequent Commission order substantially denies MCI’s request to.
provide intrastate Vnet service, the tariff schedules authorized by
the present order shall remain in effect for 18 months from the
date of that subsequent order.

Pacific’s arguments against authorization for MCI to
offer incidental intralATA service are well taken. While we
understand that incidental intralATA traffic may be completed, the

-

current unlawful status of most such traffic should be mainta;ned.. e

This is consistent with treatment of. Mcx's 800 service. The

conditions which we have attached to granting interim authority :or‘-5*\”

Vnet are intended to preclude incidential intralATA use. We do -




A.87-09-027 cgm *

not, by this order, grant MCI authority to “offer” incidental
intralATA Vnet service. Authorization of intralATA Vnet service
should be restricted, as for AT&T’s SDN service, to a strictly
limited set of telephone numbers which address customers’ computer
data bases and internal operating systems.

Pacific suggests that MCI should be required to size Vnet
custoners’ networks such that intralATA traffic is directed to the
LEC. We note MCI’s assertion that it assumes all off-net intralATA
traffic is routed to the LECs in Qesigning a Vnet application, and
its agreement to work with customers in programming their switches
to achieve this end. However, we have problems understanding the
extent to which network sizing would be effective in directing
intralATA traffic to the LEC. It is our understandlng that durlng
peak usage periods calls in excess of network capabilities would be
blocked or routed elsewhere regardless of whether they are
intralATA or interILATA. Further, during periods when usage does
not approach network capacity all calls not diverted by switches

programmed otherwise will be completed. The key factor appears td ;‘.“v

be how the switch is programmed rather than network size.

We are reluctant, absent further information, to apply
network sizing restrictions such as Pacific proposes at this time.
Pacific may bring forth further information and/or more explicit
proposals if it wishes to do so during consideration of MCI'sJ
broadexr application.

MCI has agreed to work with Pacific in assisting Vnet
customers in routing intralATA tratf;c to Pacific. We conclude
that such cooperation is reasonable and should be extended toeother
LECs in whose service territories Vnet is provided.

Consistent with holding out restrictions in place for
AI&T'S SDN service and the agreements which MCI has reached with

Pacxfxc, MCI should fully and effectxvely inform its Vnet customers.
as follows:
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That LEC facilities are to be used for all
intralATA calling except for the authorized
intralATA purpeoses;

That usée of the Vnet service for other
intralATA calling is unlawful;

That the Vnet tariff requires that customers
take all reasconable steps to ensure that
vnet is not used to make unauthorized
intralATA calls pending a final decision in
A.87=09=-027;

That intralATA calling should be routed to
LECs as appropriate through the programming
of the customer’s PBX switch or arranging of
Centrex route quides; and

That MCI and/or the LEC will work with the
customer in implementing appropriate
routing.

To allow tracking‘of Tnet activity, MCI should provide
certain information to CACD and the LECs, including the following:

O MCI will advise Pacific and other LECs of
customers in California to which MCI
supplies Vnet sexrvice, subject to
appropriate proprietary agreements.

MCI will provide monthly reports to the LECs
within whose service territories Vnet
service is provided, furnishing the recorded
Tnet usage originating and terminating
within that serxvice area, the applicable
intrastate/interstate breakdown, and if
available a breakdown of the recorded usage
between that portion which uses LEC access
facilities and that which does not.

MCI will provide reports to CACD describing
how each customer’s PBX or other switching
equipment has been programmed to route
intralATA traffic to the LEC, as well as
other MCI efforts to comply with our
restrictions on intralATA Vnet use, with the
first report covering existing Vnet
installations due January 25, 1988 and with
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further reports on new customers due 30 days
after each installation of Vnet service.
These reports should be updated semi-
annually and made available to LECs, subject
to appropriate proprietary agreements.

MCI shall further maintain records adequate to identify
customer intralATA Vnet usage, based on the points at which calls
enter and exit the MCI system. Provision of such data to allow
exanination during consideration of MCI’s broader application will
be addressed as appropriate by the assigned ALJY.

with the restrictions and reporting requirements adopted
in this interim opinion, MCI’s motion for interim authoxity to
provide Vnet service on a commercial basis should be granted.

1. Interim provision of intrastate Vnet service on a
commercial basis to the customerofspecified by MCI in its motion
will meet those customers’ needs.

2. Interim provision of intrastate Vnet service on a
commexrcial basis to the specifled customers will not compromise: or
affect the Commission’s ongolng consideration of MCI‘’s broader
application for authority to provide Vnet service on a commercial -
basis within Calirornia. -

3. The public interest will be served by permitting MCI to-
provide commercial Vnet sexvice to the specirled customers on an
interim basis.

4. No respondent raised concerns about the rate structure
which MCI proposes for its commercial intrastate Vnet.serv1ces.

5. MCI states that the pro forma tarife it has provided
contains rates. Ldentical to its interstate Vnet rates. _

6. The proposed intrastatervnet rates are reasonable..

7. In D.86~05-073 we found that interstate and intrastate -
SDN services and related access-services should be billed
separately,’ based on the points at which calls enter and exit |
ATST’s network. MCI’s Vnet service should be treated s;m;larly;‘i‘
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8. MCI states that it has worked and will c¢ontinue to work
with customers in programming their PBXs or in arranging their
Centrex guides to assure that all intralATA traffic is passed to
the LEC. MCI has also agreed to work with Pacific in assisting
Vnet customers in routing intralATA traffic to Pacific.

9. MCI is willing to include language in its tariff
providing Vnet service on an interim basis which requires that
customers take all reasonable steps to assure that Vnet is not used
to make intralATA calls pending a final deczslon in A.87=-09-027.

10. In D.85-10-015 and D.86-05-046 we found that it was

reasonable to permit the customers receiving interim SDN service to

retain that serxvice for up to 18 months from the dateiof any
Commission order substantially disallowing AT&T’s application, in
order for the customers te secure  alternate service arrangements.
MCI’s Vnet service should be treated similarly. |

11. It would be premature to .impose Pacific’s proposed ’
conditions regarding the sizing of Vnet systems absent further
information. |

12. Authorization to MCI to offer Vnet on an otherwlse ~
unrestricted incidental intralATA basis would provxde a broader
intralATA authorization than that granted AT&T in D. 86-05-073.

13. It is reasonable to restrict MCI’s authorization to offer
intralATA Vnet service to a‘striotly limitéd‘set of télephone
‘numbers which address customers’ computer data bases and internal
operatlng systems.

14. Reasonable holding out restrictions can permit 1ntraLAIA
use of Vnet sexvice for the' /purposes indicated in andlng of Fact

13, while limiting other intralATA usage to acceptable levels on- an S

interim basis.
anslaﬂm_qz_m

1. IntralATA Vnet servzce should he authorlzed on an Lntexzm
basxs-only to pernmit access to a. strictly limited set of telephone

|
! |
|
i
I

0
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numbers which address the customers’ computer data bases and
internal operating systems.

2. MCI should be authorized to file its pro forma tariff
schedules for the interim provision of intrastate interLATA and
limited intralATA Vnet service on a commercial basis to the
specified customers, subject to the modifications set forth in the
Discussion section of this interim opinion.

3. MCI should be required to bill intrastate and interstate
Vnet services separately, based on the points at which calls enter
and exit the system. Access services from the LECs should also be
obtained in this manner.

4. MCI should be required to abide by the holding out
restrictions set forth in the Discussion section of this interim -
opinion. _ .

5. MCI should continue to work with customers in programming
their PBXs or in arranging their Centrex guides to assure that all
intralATA traffic is passed to the LEC, and should work with the
LECs in providing such assistance.

6. MCI should be required to maintain appropriate records
and file appropriate reports to allow monitoring of the
implementation and customer use of the Vnet sexvice.

7. Subject to the foregoing conclusions of law, MCI’s motion
of September 18, 1987 should be granted.

8. In order to meet the customers’ immediate need, the
following order should be effective today.

|
1
|

INTERIM ORDER.

IT IS ORDERED that: &
1. On or after the. e!tectzve date of thms order, MCI

Telecommunications. (MCI) may make an advice letter £iling under thejw““t

terms of General Order 96-A te implement the provision of
commercial Vnet service on an Lnterlm bas;s tO'the customers
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listed in Exhibit A attached to its motion for interim authority
filed September 18, 1987. The filed tariffs shall contain the
terms specified in the tariff schedules attached to that motion,
except that the tariff schedules shall specifically provide as

follows:
a.

b.

That they apply only for service provided
to the specified customers.

That they apply only pending the
effectiveness of MCI tariff schedules
offering Vnet service on a broader basis
pursuant to a subsequent Commission order,
except that if a subsequent Commission
order substantially denies A.87-09-027, the
tariff schedules authorized by the present
order shall remain in effect for 18 months
from the date of that subsequent order.

That Vnet service may lawfully be used for
intralATA communications solely for the
purpose of permitting a Vnet custonmer
access to a strictly limited set of
telephone numbers which address a
customer’s computer data bases and internal

operating systems.

That the use of Vnet service for other
intralATA communications is unlawful, and
that MCY does not offer Vnet service for
such use. . ‘

That a customer must take all reasonable
steps to assure that its Vnet service is
not used by any person for purposes of
unauthorized intralATA communications,
pending a subsequent Commission order
authorizing broader offering of Vnet
sexvice.

That intralATA calling should be routed to
local exchange carriers as appropriate, for
example, through the programming of the
customer’s PBX switch or arranging of’
Centrex route gquides.

That MCI and/or the local exchange carrier
(LEC) will work with the customex in
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implenenting appropriate routxng of

intralATA traffic.
The effective date of these tariff schedules shall be no sooner
than S days after the date of filing.

2. Access services from the LECs shall be obtained
separately for intrastate and interstate Vnet services, with the “
separation based on the peoints at which calls enter and leave MCI’s ' '“'!
systen. »

3. MCI shall fully and errectlvely inform its Vnet customers B
as follows:

2. That LEC facilities are to be used for all
intralATA calling except for the authorxzed
intralATA purposes;.

b. That use of the Vnet sexrvice for other
intralATA calling is unlawful;

¢. That the Vnet tariff requires that
customers take all reasonable steps to
- ensure that Vnet is not used to make o
, unauthorized intralATA calls pending a RN
. final decision in A.87-09-027: ‘

d. That intralATA calllng shculd be routed to
LECs as appropriate through the programmlng‘
of the customer’s PBX switch or arranging

- of Centrex route guides, and

e. That MCI and/or the LEC will work with the
customer in lmplementlng appropriate
routing.

4. MCI shall provide the tollowlng information to the ?_ jf,f”

. Commission Advisory and comp1ianceuDlvi5l°n7(CACD) and the LRCs: = i
| a. MCI shall advise the LECs of customers in . - ‘¢ ‘33;
California to which MCI supplies Vnet S ‘ A

service, subject to appropriate proprietary
caTe L agreements.i

lé'::-_

. MCI shall provude monthly reports to the ) T
<+ LECs within whose service territories Vnet I
S . service is provided, furnishing the

- " 'recorded 'Vnet usage originating and BT
- ’.'teminating within that service area, the Y

F

-27 -
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applicable intrastate/interstate breakdown,
and if available-a breakdown of the
recorded usage between that portion which
uses LEC access facilities and that which
does not.

MCI shall provide reports to CACD
describing how each customer’s PBX oxr other
switching equipment has been programmed to
route intrallATA traffic to the LEC, as well
as other MCI efforts to comp1y~wmth our
restrictions on intralATA Vnet use, with
_the first repoxt covering axisting Vnet
installations due January 25, 1988 and with
further reports on new customers due 30
days after each installation of Vnet
sexrvice. These reports should be updated
semi-annually and made available to LECs,
subject to appropriate proprietary

agreenents.

5. MCI shall further maintain records adequate to identify
customer intralATA Vnet usage, based on the points at whxch calls
enter and exit the MCIX system-

6. To the extent not otherwise granted by this or&er, MCI’s.
motion of September 18, 1987 is denied.

This order is effective today.
Dated November 25, 1987, at San Francisco, California.

STANLEY W. HULETT

President -
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILXK
JOHN B. OHANIAN 3
‘ Commissioners

| CIRTIFY THAT THIS DECISION
VA3 APPROVED--BY..THE JABOVE
. co:wss:or«:as TODAY.
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time we stated that if MCI wants to provide Vnet service it should
either file an application or adhere to the restrictions and
conditions we placed on the Software Defined Network (SDN) service
of ATLT in Decision (D.) 86-05-073 in A.85-05-081. We also _
" instructed MCI to address the relationship between Vnet and the
more general concerns being addressed in Investigation

(X.) 86-05-036.

In A.85-05-081, AT&T requested limited author y to
provide incidental intralATA service in connection with its SDN
service, a virtual private network service similar © Vnet. 1In
D.85-10-015 and D. 86~05-046, we authorized AT&T 't provide SDN
service to two customers on an interim basis pepding resolution of
AT&T’s application. Those two decisions requited that the
customers voluntarily limit use of the servide to interIATA
communications, and further prov1ded that gustomer payments for SDN ‘
sexvice would be subject to refund to th extent rates subsequently .
approved night be lower than those in
AT&T’s access charge payments to Pacific would also be subject to
retroactive adjustment to reflect an{ increase in such charges
required by subsecuent oxrder.

In D.86-05~073 we granted AT&T authority. to provide its
SDN sexvice on a limited intralATA basis to permit SDN customers
access to a strictly limite:/#ét of telephone numbers which address
the customers’ computer daty bases and internal operating systems.
AT4&T was recquired to use Par End Network (FEN) sCreening to block -
off-net intralATA calls to 10-digit conventional numbers. We
stated that a decision/on whether to require permanent total
blocking would be e after further experience with SDN usagé '
patterns.

AT&T ws also requlred in the course of working with any@
customer on th¢ design of its SDN sexrvice, to-!ully and ezzectxvely'
inform the customer as follows:
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That LEC facilities are to be used for all
intralATA calling except for the authorized
intralATA purposes;

That the use of SDN service for other
intralATA calling is unlawful;

That FEN screening will block off-net
intralATA calls to 10-digit conventional
nunbers; :

That intralATA calling can be routed/to LECs
through the programming of the cuspbmer’s
Private Branch Exchange {PBX) swi¥ch, or can
be screened through the Network ontrol
Point Service Management Systex which is
part of SDN sexrvice; and

That AT&T stands ready to
customer in implementing guch routing ox
screening. : ,
AT&T was not, however, r
intralATA screening by its spN
In D. 86—05—073 we alsg found that SDN service and related
access services ‘are jurisdictjénally separable and that AT&T shouwld
use the points at which a 1l enters and exits its network as |
surrogates for the points origin and termination. As a result,
we required AT&T to include all SDN service rate elements in its
intrastate tariff. | | | | ‘
We allowed AT&T and its customers to obtain any type of
access arrangement (syitched, special, or customer-provided) that
meets the customers’/ needs. However, we required that AT&T
compensate LECs foY intrastate access services according to
intrastate usage if access services are purchased from the LEC.
AT&T whs also required to submit monthly-reports to LECs
to enable them /o bill ATST properly for intrastate access, .
sexvices, and/two senmiannual roports.to the Commission Advxﬁory and
Compliance D vxs;on (CACD): one regardlng usage of SDN service and
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that the burden falls upon MCI to prove that the intralATA

intrusion is truly incidental. o
TURN further ascexrts that MCI’s relative disadv ge o

would be minimal. It assexts that the technology behind Ynet will
be viable for the foreseeable future, giving MCI sutfic¥ent time
and incentive to develop essentially total blocking ility
within the next couple of years. It concludes that £he harm

with the potentially large invasion of the intrALATA market.
MCI Reply ) ‘ - ' '

MCI replied to all responses.

MCI concurs with Pacific that Yy are in substantial
agreement regarding the terms and conditjons which should govern
the interinm provision of Vnet service. /MCI contends that
differences regarding authorization for incidental intralATA |
service arise from Pacific’s unduly harrow and exroneous view of
the Commission’s actions in the SDY proceeding. MCI points out
that the Commission permitted AT&X to offer and provide its service .
on an intralATA basis for certain specific purposes. Further, AT&T
can provide on-net intralATA sgrvice, since the imposed FEN
screening does not block on-nét intralATA traffic. :

MCI asserts that General bas a lack of uhderstandlng both
of MCI’s application and applicable Commission precedent. MCI
states that the SDN decigion does not bar intralATA competition,
since FEN screening 4 not block intralATA on-net traffic and
that AT&T has intralAYA authority for certain specific purposes.
MCI concludes that té the extent that approval of MCI’s application
would result in MCY’s carrying on-net intralATA traffic or traffic .
for the same p s5es author;zed in the SDN proceeding, MCI’s o
application is #ully consistent with the Commission’s decision in
that case.

T TR TR T T T T T I
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the hearings which TURN apparently wants to hold are over, AT&T/,
position will be fully entrenched.

MCI also takes exception to TURN’s comparison of yhet and
intralATA toll rates. It contends that TURN‘s calculatio
erroneous because they compare Vnet transport rates only to
intralATA toll rates, ignoring the cost of Vnet accesy, which is
paid by the customer, as well as other fixed chargey in the Vnet
tariff. MCI concludes that TURN’s comparison ovepstates the axtent
to which a customer might f£ind Vnet more attractdve than intraliTa
toll services.
We will address only'HCI's motion/ for interim authority N '“'T*f
at this time. None of the contended issufs of fact are such that o
they prevent consideration of this motigh without hear;ngs. A
joint prehearing conference in A.87-094027 and X.86-05-036 will be |
held shortly at which time consolida¥ion of the two matters and
procedural treatment of remaining jGsues will be considered. :

MCI has proffered a n r of restrictions on its Vnet
service as alternatives to blockdng of intralATA calls, which it
contends would be unneeded, :nsive, and ineffective. Pacific
generally agrees with MCI’s a prdach, at least on an interim basis,
but would add certain other festrictions. On the other hand,

PR QU p

General and TURN are not cghvinced that such arrangements would be

adequate to limit intralAJA Vnet usage to an acceptable level. |

We see little gerit in denying interim authority for. j
commercial Vnet operat ns because of the concerns expressed by ﬂ‘ ,
General and TURN. ppears that restrictions can be crafted 1n a
manner that will greakly restrict intralATA use of the service §
while this proceedinf is pending. ' Other than its present lack of
FEN screening capalfility, MCI‘s Vnet service appears tobe
: ylar to AT&T’s SDN operations. We conclude that .. .
policies developgdd for SDN other than FEN screening should
similarly be applied to Vnet, at least on an interim basis.

- 18 =
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With the limitations adopted in this decision, wé/zind
that granting interim authority for commercial Vnet sexvice will
meet the immediate needs of MCI and its customers, and will not
conpromise or affect our ongoing consideration of Mcg,s broader
application. Because of the network efficiencies and desirable
customer options inherent in MCI’s Vnet sexrvice, wa/conclude that
the public interest will be served by permitting MCI to provide
commercial Vnet service on an interim basis.

No respondent has raised concerns abdut the rate
structure which MCI proposes for its intrastyte Vnet service.
According to MCY, the pro forma tariff it ».prov1ded contains _
rates identical to its interstate Vnet ratés. Because intrastate
rate structure wag an issue in our con:éd;ration of AT&T’s SDN
proposal, we made customer payments restlting from the interim
authority granted in D.85-10-015 and D.86-05-046 subject to‘retund.‘
Absent objection, we find reasonable/the proposed intrastate Vnet
rate structure. Hence, there is no/need to impose a subject-to-
refund provision. '

Another issue in A&&T’ SDN application was the
jurisdictional nature of the camas and related access services. In
D.86~05-073 we found that 1nterétate and intrastate SDN services
and related access services are jurisdictionally separable and
should be billed‘separatelydfgased on the points at which calls
enter and exit AT&T’s network. For purposes of blocking, MCI
opposes use of the points /At which a call enters and leaves its
network as proxies for tie call’s originating and term;natlng
points for purposes of blocking. However, it does not discuss the

manner in which it bi%&s customers and obtains access services for

interstate and intrastate Vnet services. We see no reason to
differentizte betwedﬁ SDN and Vnet in this respect. We note also
that MCI states te;t it is willing and able to satisty Comm;sszon
resolution of access‘facllxties issues in D.86-05-073. We conclude
that billings toé any access services obtained from the LECs should

&
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be allocated between interstate and intrastate tariffs based on
relative use, measured based on points of entry and exit oﬁ/é:
calls. ‘ .

MCI has no objection to including language its taxife
requiring that customers take all reasonable steps t¢ assure that
Vnet is not used to make unauthorized intralATA calls pending
resclution of its application. We will recquire t this be done.

Two other tariff language additions giould be made to .
reflect restrictions imposed on AT&T’s interix SDN authority, which
we £ind are reasonable to apply likewise to/imet. The tariff
should weflect that its terms are availab)e only to the list-of :
customexs which MCI provided pursuant to/G.0. 66~C, and that the “f”‘T ¥
schedules shall specifically apply only¥ pending the effectiveness '
of tari?f schedules offering Vnet se ice on a broader basis
pursuant to a subsecuent Conmissio ordex, except that if a
subsequent Commission order subst tzally denies MCI’s request to
provide intrastate Vnet service,/the taritt schedules authorized by
the present order shall remain/in effect for 8 months from the
date of ‘that subsequent oxder,
| Pacific’s argumenté against authorlzation for MCI to
offer incidental intralATA/service are well taken. While we _ o
understand that inciden intralATA traffic may be completed, the
current unlawful status/of most such trat:;c ‘should be maintained. -
This is consistent with treatment of MCI's 8co service.

Authorization of intyYaLATA Vriet service should be res tr;cted

for AT&T’s SDN service, to a strictly limited set of telephone
nunbers which addréss customers’ computer data bases and internal
operating systeng. ) ‘

Paciftic suggests that MCIX should be requ;red to size Vnet.
customer"' netéorks such that intralATA traffic is directed to the
LEC. We notd MCI‘'s assertion that it assumes all off-net’ intraLArA
tratgic is Youted to the LECs in designing a Ynet appl;cat;on, and -
its agreemént to work with customers in,programmxng the;r sw:tches

\
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. to achieve this end. However, we have problems underst,éxding the
extent to which network sizing would be effective in drecting
intrallATA traffic to the LEC. It is our understand;ﬁ§ that during
peak usage periods calls in excess of network capabélit;es would be
blocked or routed elsewhere regardless of whethexr/they are
intralATA or interLATA. Further, during pariods/when usage does
not approach network capacity all calls not dijtverted by switches

! programmed otherwise will be completed. The/key factor appears to

be how the switch is programmed rather thay network size. p{ fQ
We are reluctant, absent furthef information, to apply o
network sizing restrictions such as Pac¥fic proposes at this timé?}”ﬂ T
Pacific may bring forth further informétion and/or more explicit = -
l proposals if it wishes to do so duriyg consideration of MCX’s
broader application.
‘MCI has agreed to work with Pacific in assisting Vnet
customers in routing intralATA £fic to Pacific. We conclude
, that such cooperation is reasongble and should be extended to—otherW.
0 LECs in whose service territor{es Vnet is prov.xded.
|

Consistent with holding out rastrictions in place for
AT&T’s SDN service and the agreements which MCI has reached with
Pacific, MCI should :ully'uﬁd ezfectzvely inform its Vnet customers.
as follows: ‘

o That LEC fagilities are to be used for all ““*“i

1 : intralATA ¢§llmng except ror the authorized , e
‘ : intraLATA' urposes; L ‘
(

o That use /of the Vnet service for other
calling is unlawful.

e Vnet tariff requlres that customers
1 reasonable steps to ensure that

© ThAt intralATA calling should be routed to
Cs as appropriate through the programming
the customer’s PBX switch or arranglng ot
entrex route guides; and: | S
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‘ That MCI and/or the LEC will work with the
customer in implementing appropriate

routing.

To allow tracking of Vnet activity, MCI sho
certain information to CACD and the LECs, including

0 MCI will advise Pacific and other LEGE of
customers in California to which MCYV
supplies Vnet sexvice, subject to
appropriate proprietary agreementsg.

MCI will provide monthly reporté to the LECs
within whose service territoriés Vnet
sexrvice is provided, furnishinhg the recorded
Vnet usage originating and Yerminating
within that service area, jfhe applicable
intrastate/interstate bredkdown, and if
available a breakdown of/ the recorded usage
between that portion which uses LEC access
facilities and that whiich does not.

MCI will provide reports to CACD describing
how each customer’y PBX or other switching
equipment has beey programmed to route

zig

intralATA traf to the LEC, as well as
other MCI effo to comply with our -
restrictions oy intralATA Vnet use, with the
first report covering existing Vnet
installations due January 25, 1988 and with
further repofts on new customers due 30 days
after each /installation of Vnet service.

. These reports should be made availadle to
LECs, subfect to appropriate proprietary
agreenments. '

MCI shall/ further maintain records adequate to identify
customer intralATX Vnet usage, based on the points at which calls
enter and exit the MCI system. Provision of such data to allow
examination dgﬁing consideration of MCI’s broader application will
be addressed mas appropriate by the assigned ALJ. .,

with the restrictions and reporting requirements adopted:

interim opinion, MCI’s motion for interim authority to
provide Ynet service on a commercial basis should be granted.
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indi f Fact

1. Interim provision of intrastate Vnet service on
commercial basis to the customers specified by MCI in itg motion
will meet those customers’ needs.

2. Interim provision of ‘intrastate Vnet servige on a
commercial basis to the specified customers will ne¢t compromise or
affect the Commission’s ongoing consideration o:/ncx's broader
application for authority to provide Vnet servide on a commercial
basis within California.

3. The public interest will be soxrved/by permitting MCI to
provide commercial Vnet service to the ‘épe ified customers on an
interim basis.

4. No respondent raised conce about the rate structure,
which MCI proposes for its commercial/intrastate Vnet services.

5. MCI states that the pro tariff it has provided
contains rates identical to its inferstate Vnet rates.

6. The proposed intrastat¢ Vnet rates are reasonable.

7. In D.86-05-073 we foynd that interstate and intrastate
SDN services and related accegs services should be billed
separately, based on the poifits at which calls enter and exit
AT&T’s network. MCI’s Vney service should be treated similarly.

8. MCYI states that/it has worked and will continue to work
with customers in programmi ‘ ,
Centrex quides to assuye that all intxalATA traffic is passed to
the LEC. MCT has alsg agreed to work with Pacific in assisting
Vnet customers in x ting intralATA traffic to Pacific.

9. MCI is wjylling to include language in its tariff
- providing Vnet seyvice on an interim basis which requires that

custoners take all reasonable steps’ to assure that Vnet is not used;

A calls pending a final decision in A.87-09-027.
-85-10-015 and D.86-05~046 we found that it was

reasonable tg permit the customers receiving interim SDN service to

retain that/service for up to 18 months from the date of any
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.

Commission order substantially disallowing AT&T’s application/ in
order for the customers to secure alternate service arranggments.
MCI’s Vnet sexrvice should be treated similarly.

11. It would be premature to impose Pacific’s proposed ‘
conditions regarding the sizing of Vnet systems absent/kuxther ' 5
information. ;

12. 2Authorization to MCI to cffer Vnet on an LSthexrwise
unrestricted incidental intralATA basis would proyide a broader
intralATA authorization than that granted AT&T D.86~05-073. . S

13. It is reascnable to restrict MCI’s adthorization to offer K
intralATA Vnet service to a strictly limited/set of telephone @ -}
nunbers which address customers’ computer #4ta bases and internal
operating systens. '

14.. Reasonable holding out restrictions can permit intralATA
use of Vnet service for the purposes indicated in Finding of Fact o .
13, while limiting other intralATA ushge to acceptable levels on an R \

|

interim basis.
conclusions of Iaw — : i
1. IntralATA Vnet sexvice fhould be authorized on an intexim f ’?Q'
basis only to permit access to strictly limited set of telephone V
numbers which address the custdmers’ computer data bases and
internal operating systems. | o
2. MCI should be autMorized to file its pro forma tariff 1.
schedules for the interim Provision of intrastate intexIATA and ‘ .
limited intralATA Vnet sefvice on a commercial bas;s to the o
specified customers, s ect to the modifications set forth in the
Discussion section of this interim opinion. o
3. MCI should Ye required to bill intrastate and interstate L
Vnet sexvices separafely, based on the points at which calls ente; B ,ﬁ e
and exit the system, Access services from the LECs should alse be
obtained in this manner. ‘ o
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4. MCI should be required to abide by the holding out
restrictions set forth in the Discussion section of/this interim
opinion.

5. MCI should continue to work with customers in programming
theixr PBXs or in arranging their Centrex guidgs to assure that all
intralATA traffic is passed ‘to the LEC, and should work with the
LECs in providing such assistance.

6. MCI should be required to mainyain appropriate records
and file appropriate reports to allow ménitoring of the
inplementation and customer use of thd Vnet service.

7. Subject to the foregoing
of September 18, 1987 should be grAnted.

8. In order to meet the tomers’ immediate need, the
following order should be effecfive today.

1. At least five ays after the effective date of this
order, MCI TelecommunicAtions (MCI) may make an advice letter
£iling under the terms/of General Order 96-A to implement the
provision of commercjal Vnet sexrvice on an interim basis to the
customers listed iy Exhibit A attached to itsimotion,zor interim
authority filed September 18, 1987. The filed tariffs shall
contain the terms/ specified in the tariff schedules attached to
that motion, exgept that the tar;t: schedules.shall specztzcally
provide as folYows: :

a. /That they apply-only for serxrvice provxded
‘to the specified customers.

. That they apply'only pendlng the ‘ ’e
effectiveness of MCI tariff schedules. . -
offering Vnet sexvice on a broader basis
pursuant to a subsequent Commission order,
except that if a subseguent Commission

oxder substantzally denies A.87-09-027, the

ol
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.

tariff schedules authorized by the present
order shall remain in effect for 18 months
from the date of that subsequent order.

‘€. That Vnet sexvice may lawfully be used £or

AntralATA communications solely for

d. That the use of Vnet service for other
intralATA communications is awful, and .
that MCI does not offer Vnef service for -

€. That a customer must také all reasonable
steps to assure that ip6 Vnet service is
not used by any persoy for purposes of
unauthorized intralA¥A communications,
pending a subsequeny Commission order
authorizing broadey offering of Vnet

service. , .
f. That intralATA ¢alling should be routed to :
local exchange carriers as appropriate, for

example, throygh the programming of the
customer’s PBX switch or arranging of ..
Centrex routé quides. R

g- That MCI ayid/ox the local exchange carrier
(LEC) wil)Y work with the customer in
implementing appropriate routing of
intra traffic.

The effective date of these tariff scheddles shall be no sooner o
than 5 days after the date of f£iling. - . o ,
2. Access sgrvices from the LECs shall be obtained :

sepaxately for intrastate and interstate Vnét‘services, with the
separation based on the points at which calls enter and leave MCI’s.
systen. , | B - | S
3. MCI/shall fully and effectively inform its Vnet customers ..,
as follows: / . : . : ‘ B

1]
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a. That LEC facilities are to be used for all
intralATA calling except for the authorized
intxalATA purposes;

b. That use of the Vnet service for other
intralATA calling is unlawful;

€. That the Vnet tariff requires that
customers take all reasonable steps to
engure that Vnet is not used to make

unauthorized intralATA calls pending a
final decision in A.87-09-027:

d. That intralATA calling should be roxted to
LECs as appropriate through the p amuing
of the customer’s PBX switch or anging
of Centrex route guides; and

me

€. That MCI and/or the LEC will Xork with the
customer in implementing appfopriate
routing. ‘

4. MCI shall provide the following information to the
Commission Advisory and Compliance Difision (CACD) and the LECs:

a. MCI shall advice the LECs of customers in
California to which MCI supplies Vnet
service, subject t appropriate proprietary
agreements. - i

b. MCI shall provi e monthly reports to the
LECs within whdse service territories Vnet
service is prévided, furnishing the -
recorded Vnef usage originating and
terminating/within that sexrvice area, the -
applicable/ intrastate/interstate breakdown,
and if ayailable a breakdown of the
recordeq usage between that portion which
gses access facilities and that which

oes ot.

¢. MCI/shall provide reports to CACD

describing ‘how each customer’s PBX or other
itching equipment bhas been Programmed to
oute intralATA traffic to the LEC, as well’

as other MCI efforts to comply with our :

restrictions on intralATA Vnet use, with

the first report covering existing Vnet

installations due January 25, 1988 and with

further reports on new customers due 30"
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days after each installation of Vnet
service. These reports should be made
available to LECs, subject to appropriat
Proprietary agreements. .

5. MNMCI shall further maintain records adequare to identify
customex intralATA Vnet usage, based on the pointg at which calls
enter and exit the MCI systenm.

6. To the extent not otherwise granted Yy this orxder, MCI‘’s
motion of September 18, 1987 is denied.

This order is effective today.
Dated NOv 2 5 1987 at/San Francisco, California.

STANLEY W, MULETT
Tresident
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILK
JOHN B. OHANIAN
Commissioners




