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On Tebruary 24, 1987 we issued an Order Iastistustin
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S
gation (0II) ia%o ects 0f competition unon vasic

ervice. ivion %0 various services offered by pudli

prnone companies Iis growing at 2 rapid cate due To0 various
£ vhe Pederal Communications Commisszion (P¢C), and

-t et oy [ 4
hi

advances. In addivion, YDasic structural changes iz the
icavions Industry are iz progress as 2 result 9F <he

i%ed S+tates v American Tel. & Tel. Co. (198%3) 552 7.
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sance carriers, large +elecommunicatio
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ponding also pacticipated in hearin
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Apsil 27, 28, and 2¢, 1983 at which the Commission sat en banc. '
AT the hearings, the partiez responding augmented their written
statements with additional informeavion. The Commizsion 2130 heard
atements by two independent consulvante invized by the Commizsion and
orne addivional consultant appearing on dehalf of a consumer group.
Our basic concern in this proceeding is how T0 perpetuase
The concept of near-universal communications service in an area vhat
has been a regulaved monopoly dut is becoming a competivtive
pusiness. In recent years, abous 98% of resicdensial households in
California have had telephones, and it is safe To say vhat even the
smallesy business needing o velepnone haz dbeen able 70 a2fford one
Background

To a greast exstent universal gervice nas beern nade
increasingly possidle over the last 50 years by federal and sztazte
governmenval policy which perzitsed 2 monopolistic <elecommunications
structure, under regulation, and which estahlizhed ratve syrucrtures
That required TOLLl revenues o0 support & significant portion of <he
fixed cozws of tThe local telephone n twork.z Anong osher things,

intercompany voll sevtlement methods were essabvlished which were
favorable to rural velephone companie

1 b3
Cn <he first day, the mexbers of the Commissi Joined in

hearing the statements by Nevadaa Pudblic Jervice zioner Douglas
Ponn.

2
2 subsidy exi ts.

Wnether such ¢ uppor
l@

v constit £0, how greas
e a subject
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T=%0=-point privave
ave a2 nmarzed effecsy
asions Corporati

line compe
on +toll revenues.
(MCT) in+roduced

exchange (TX) 2ll an access code, be

rciuded a foreign

"
Al

Then dial any

velieving this se2rvice S0 Ye directly compevitive

“woTE 40ll service 2nd ou=side whavt iv had in 2ind
service, decided that MCI was no% authorized <0
! appeal. (#CI Telecon. CoOTD. ¥

csion of osher similar services

compevici toll service
comzunications corrcidors, of
which %he <oll routes bvevween U Pranciseco 3Bay Area and <the Los
Angeles-Qrange County-San Di ego arez are 2 pricze exampl The

"specialized common carci 25 MCI and similar cozpanies are

LaCE

rs,
called, placed pressur Zell Systez companies %o offer

i e

Sfer gompetivive
orice responses to sueh

In 1974, i : this ¢limate of growin

ingreasing controversy over she
shone and Telegraph Company (AT&D)
ring subsidiary, the T.3. Deparizent
suiv agalinsy ~eceric an
complains's prayer included several
nany regulators believed <he pric

LA
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tion by way oZ Zorecing ATLT
Iadoretories as well.o

The cases were placed on a
More procedural
£ followed and a sestlen 1y announced ia 1982
V.S. v ATZT eminion, - erally referred 0 as
mens (MFPJ).
AT&T will divess
1, 1984. Most of
uwetured dut Th
h Cozpany (Pacific) will
and YNevada.

zajor effecvs in Californiz
in%o a series 0f Local Access za2nd
nd which 2 forzmer Zell omeras
2 call.® In Califoraia <he
ong-distance comzon carrvier
~ess of whether %izey are
Thus, zuen oF
carried Dy Pac¢ific will

1z beyond the scope of this decision. We nave supporved i<, and h

vried <o eliminate subsidies froz local <elephone rates 4o

E A discussion of free competition in %he %serzinal equipment fiel

nanufaciuring or nanufacturing-oriented researci. See Pacific Tel., &
Tel. Co. (1979) 1 C2UC 2¢ 488 (3ell Systez licenze con%race
investigation).

& Independent (non-3ell) companies were no% divided into LATAs Bus
thelr areas are szall enough that they never <ransyorted czlls over
istances suck as were available %o Pacisid

- o -

- b w
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£ Toll settlexent
agreene 2D zpanies a systez of "access
cnarges." ' e dz availadle for suppor®t of
local cogts. The ! ; ese a¢cess c w2rges $o0 bhe
placed upon the en erexchange carriers, dus
s

L4

sne TCC in Docke
regulasion whica
(non~sraffic sensi ne local custon
Report and C-iler -eased Fedruar
concluded <k 5 through
ong message voll service

"“'*A "lf'f' n-.-.e. o

n 0f Zixel exchange
harges upon end users.

ess 4h n:i L service and 3¢
ice More ¢f <n will be recovered in
a five-year %o witz access cnarges
over that period. Sinece Dadle of
rsvate service at a subscriber t, all <elephone
custozers will Pay %he access charge regardles whether any
interswate ¢2lls are placed. These caarges Saxe effegt in Jazuvary
er 2lso eswablil ned 2 "Universzl
ded <0 "preserve universal service by
wange companies ©o establish Local
rates that do now subsvtantially exceed rates crarged by
Local exchange companies.” (Page 3.) Chis fund is vasically
direcsed at companies (essensially servidg rural areas), which have
per=gstation costs over a2 se%t limi<t.

The oz%< <
“Tucture byt i
Tavessigation.”

ivle of %his p'oceed-“ is MTS and WATS Marzes

-
nes becozme generally mnown 25 Tae 'access caarge

-6 -
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With <his background in mind, we iniziatea <his
investigation 0 preseat us with an overview o2 the prodblems we will
cncounter and suggections for solving thez. We do not iatend av this
point tTo order one or more pariies To Take any action, Or TO make any
final Jucdgment on any issue.

Intra-LATA Competition in
Transmission Services

The issue of whether compevition should de permivied in

various intrastate telecommunications markets, and the ground rules
for such coxpetition, wags a major iszue ia these procecdings. This
Commissiorn has jurisdiction over all intrastate Teleconnunications
transmiccion within Californiz, and compesing carriers must receive
certificate 0 provide service.

Nearly all parsies appear 10 agree shav coapetition should
be permivied Yetween LATA3, as convexplated by the NPJ. There was,
nowever, a dedate on the ground rules for such compet <ion. The
biggest dispute appeared regarding whether ¢
permitted within LATAz. Opinion here diver

Pacific and the ovher local exchang
svate that the local exchange company should
within the TATAs. The MFJ To0k care notT
Too small, these companies po*n' cuv. in

some toll revenue. (See LATA map.) The 2l companies ve that

failure to revain atv leagt thls vescige o ¥ forme. <0 nonopoly

will place 2 drain upon their revenues, waich can only be countered
by large increases in bazic exchange service. Some rural conpanies
believe that this toll revenue drain cannot be recovered vy dasic
rates and that this will lead to sheir Zinancial ruin.

The long-cdistance companies refer to the language of <he
MFJ and the laser opinion filed April 20, 1983 in U.S. v AT which

/
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finalizes the LATAs. These carriers point out that the Court favors
such competition. They also agreed that an anticompetitive stance
upon our part will increase the use of technology which bypasses the
exchange network eatirely. This includes not only various wireless
methodologies but cable TV, which now has two-way voice and data
capabilicy.

A few speakexrs at the hearing suggested that the financial
nealth of local telephone companies and near-universal service are
issues which no longer concern the Commission. 1Ia their view, if
subsidies are necessary to maintain near-universal service it is up
to Congress and the state legislatures o provide for such subsidies
through the tax mechanism. Such legislative bodies can also enact
bailout schemes Zor the operating companies if necessary.

siln Television Transmission v PUC (1956) 47 Cal 24 82, cthe
California Supreme Couxrt cecided that we have no jurisdictiom to
regulate the one-way video service offered by cable TV, The Cour:
relied upon the distinetion between such sexvice and two-way
communication capability in reaching its decision (id. at page 87).
Cal. Const. Art. XII § 3 defines as public utilities private
corporations or persons that "own, operate, control, or manage a
line, plant, or system for,,.the transmission of telephone and
telegraph messages...directly or indirectly for the public.”" This
broad language makes it clear that the Coxxission's jurisdiction is
not limited to traditionzl landline telephome and telegraph systems,
(C£. Pacific Tel, & Tel, Co, v SPCC [1975] 78 CPUC 123, abstracted at
& PUR 4th 582 and 598.) Cable TV interests in this proceeding

argue that since the primaxry service (IV) is uaregulated, ancillazy
sexrvices should also de unregulated, See statement by Lo-Co Cable IV
in Appendix, page 43.
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In this proceeding wo date, we have neld only legislative~
Type heariags T0 give us an overview of issues. Zherefore at this
point we are not going To decide what level of comperition should
exist within the LATAs. However, we do nove that the relationship
between compevition and The maintenance of near-universal service is
an issue that we will continue 0 explore, 2s is the relationshiyn
between near-universal service and local operating company financial
health. We reject the claim that these issues are not within our
preview. The second paragraph of Public Utilisies Code § 451 reads:

"Bvery pubtlic utility shall furnish ané naintain
such adequate, ecfficient, juss, and reaconabhle
service, instrumenvalities, equipment, and
facilivies, including velephone facilisles, as
defined in Section 54.%1 0Ff the Civil Code, ag are
necessary <o promote the safevy, healzh, confore,
and c¢onvenience of its patrons, exployees, and
the pudblic.”

See also § 701, conferring upon the Commizsion general supervisory
and regulatory powers.
. It ig noteworthy that zimilar arguments were rejected by
S. District Court in ivs April 20, 1987 opinion:

"As itz approval of vhe decrec and the hacice
diveatiture plan indicaves, the Jourt believes
nov Only That competition in telecommunications
cervices and products markets iz required Yy law
YuT also that such competiztion will ve healshy
ant will benefiv vhe American people, including
parvicularly <he American consumer. The Court is
convinuing strongly vo fosvter vhe objecsive of
compesivion, including by such measures as the
coaditioning of judicial approval of excepiions
Zrom the ssandard provisions of <he docree upon
the grantw by the Operating Companiec of falr and
equal access 1o carriers who wish T0 coapete for
vhe Intra-LATA dusiness. See pp. %1-%4 infra.

In 2 similar vein, Court insternds 0 sSce 1o i<
“hat The division of AT&T's asszets will not leave
the Operating Companies with outdated equipment
for the access of the smaller inserexchange

-G -
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¢carriere while AT&T resainc the mozt nmodern, the
nost efficient switches anc other facilizies.

"AT the same time, the Court also expects 0 €O
what it *nthimasely can 10 sTrengthen the
ability of sthe Operating Companieg %0 funezion ag
viab*, entitites, nov dependent upon inordinate
rate increases fLor thelir zurvival. CJSone,
particularly MCI, ma;numiw that the healsn ¢f the
Operaring Conpanies iso 2 legivinate concern
of the Courv. 2Zuv the ’ou“- has taken similar
Zactors into account defore, and iv wil’ do s0
again now. Under esvablished legal p in¢iples,
vhe Court ig c¢learly free o congider <he pudlic
inverest in its broad cense as long aq such
conciderazion does not negase the objeciives of
the antitrust laws. 552 P. Supp. av 150-154.

"There can bYe no doudt <Tahat the continued
viabilizy of vhe Operating Companies {s in zhe
public interest. These coxpanies will nexs
JAnRaAry sosum :Hc responcsidility of providing
basie local selephone service, and it is upon
vhen, 300, that will depend :he realization of
the goal of universal cervice; i.e., vhe goal of
providing affordavie :e;evhoqn service w0 all,
ineluding those who are nos affluent or who
reside in rel¢.1vely isolazed areas. Tha<
objective will rezain all of its vizall J zer

whe reorgaaizasion of AT&T. The Court wi
che*e’o e apbrove LATAz which wend vo u.oservn
<he effectiveness and the viabilizty of <he
Ope*anzn# Coapanies.” (Mimeo. pp. 17-13,
TooTnotes omitvted.) ‘
hi

In corclucsion on shiz ive
imporvance and that iv iz up %0
with it.
izzue of compe: Transnissi
ervices in a sued ¢concurrent ’ xh,ch
consolidazes i al apvlicaglonu ot car
interested in parsi ng in those p*ocenﬁirg

of <hat order.
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"Dominant” and "Nori-Dominant" Categories

Related <o the isgsu? o <vranszi
reconmendation by specialized common car
Bell Interexchange enticy7 that thiz Commission fol
cegignate Bell Interexchange and Pacific as "dominan
subject To full regulation (f£ull formal zpplications and complete
cosT juscifications for rate or tariff changes or new services) while
The Other inverexchange carriers are deazgr ased "non~dominans." Tor
the latter category zhere would he , fied sariff-filin
procedure with changes going into effecy
some expedited procedure to0 allow the ozhe
neet competitive situavions.
acific and Bell Inzerex
and an attexpt TO ensnare then
competitors are free tTo compes
They deny thav :hey will be "a
connection poin< 1
other carrclers. ¢ rinTal vions wer
System orzanization
in mind.
To make formal decigravionz. Ve will
decide wnat clascifications are appropriate ac we reach the

Tundamental decision on whether or rnot 0 perziT compevition

intrastase.

! In whe predivestizure organization, inzers > traffic {2 carried
by the AT&T Long Lines Departmens. AfTe p The ceparvzmens

will become an AT&T scubsidiary ané will e: only interstaze

calls but also inztrastate inter-LATA Tra A permanent name hasg

saliaa v

not been choser for the new conmpany, andé i ° ed $0 hereafzer
as "Bell Interexchange."”
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uld kandle apylications for
rates is already before us in Two
slication (A.) 82-12-21) and
25 Cozrany (A.23=01-20).

Lifeline category 0 service, Or how
chean 2s »ossivle. Virtually all
creases in local service c¢harg

of v Tate design

should be s ‘ ! is now)

nyone who wisn ; ing cozpanies generally resist

this approach as ralsi strative costs ané as be.ng 2possit
k1) nfo:'ce.8

-u

forces saould ope

should cease. If
telephcone service, s0 <This
0% Congress and <he s+aze

suggestion under the LATA

.8 A previously established lifeline means 4ess was discarded %7 2
as an und“e adninistrative burden, afiter whica <he uszse of "'ﬂ“‘ne,

where avalleble, degan %0 grow at 2 rate of 3% 2 year. A survey
nv‘dence -ﬁ a srevious Pac¢ific rave ‘*creaae casge ~*ownd that ove

half <he cugtomers on lifeline chose i+ bnca"se 0% %heir :e-eahone
usage pativerns ratier than because of thelr income limitations. (See
Discussion, Pacific fel. & Tel. Co. L1 975} 80_C2TC 527; dissenting
opinion, pD. 534-535 .15 SUX 4=k 398, 410-4%1).

2 -
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Rave design feavures. The n¢ companies
prefer a measured sgervice approach. that a zeasured
rate srructure could be devised winich would be siricy enough 2o <hazt
no one would want vthe cervice if the higher grade of rescicential
gervice was alfordadble.

This method hasg any nunder of variazions, such as placing
everyone on measured gervice, ¢r having a premium
residential category ar a rclavively high monzhly

Small velephone companies do noz offer
do not fzvor it bYecause there
susrtain it withouv naverially
neasured service, 3oxe of the
companies warned ug nov
would force <hez <o repl
mechanical to electronic equipmen
retiremenve. &ﬂcJ are willing 0 ¢0
service afver
of the process, they

local raves in their areag 3 » that in very szall
exchenges. installavi ] . < measured local
service is 3

co0 that soxe 5 Q8 2ke an interstate cor i
Under presens 0Llogy we cannot devige a
"loczl calls only"™ which would oliminave acces
inzercity nezworx.

These companies qou 2 by n¢ mean
tha;r tec%nology The "”a*n" nie f
electronic equipment is adva nz45ﬂ0uu
already =re heavy users of iv and ot
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The rezldenvtial razte structure problem i3 one of The 2037
difficult issues we face. Because 0f The variety of eguipment
configuravtions we musT approach the prodbles On & company~dhy~-company
bagsis in ratve case proceedings. ///
Access Charges

The LATA sysvez and {ts division of responsidilivies means
that revenues from long=-diszance traffic will n¢o longer be shared
anong Telephone companies by use of settlement formulas now in
effect. To compensate for this 103c of revenus, The FCC has ordered
acecess charges 0 begin on Janvary 1, 1984. (See discussion of PCC
Doeket 78-T72 ahove under "Backgrouné.™)

We have tazken the position thavt any £lav access charges
(those noz dependent on actual usage) should be imposed upon the long-
distance carriers and not the end users. Revenues Trom these charges
could then be used by the local operating companies o ¢0ficet the
revenuec lost from long-~lines zervice. We nave appealed the FCC's

ecision %o the Court of Appeals for the Distrier of Columbi

A

a
: [
Cireui

In it ind ing g vhe LATAz, the U.S.
Court commented az follows on the FCC's meshod (mimeo.

8, footnotes omitted):

"1lv may appropriasely be generazalized that local
velephone service is relatively more relied upon
Py individuals and that long distanca iz nore
ousiness-oriented. I£ the objecvive ¢f welephone
service available a3 reasconable ratesc to all is
nov 30 be jeopardized, {7 is therelore most
iaportant that local raves not be burdened dy
unnecessary increasec. Az the Court repeavedly
pointed out in its August 11, 1982, Opin*on
(ezspecially in connection with tne discuzsion of

10 Peonle 0f wne Stvate of Californis and the Publiec Utiliz
Comnission of =The 5tave of California v Pederal Commun.cax
commigsion and the United States of America., No. 83=14%9.

o ..
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*

‘ssue (see infra)) <here is =0
for using tThe reorgexization of
as 2 zeans of undernoining Sre

ice objesvive or as an excuse for

b _sin raves.

"2he Cour+s has therefore *o ed wivth eonsid

Ves'o o v et

surprize and some é&i :ay that <the Tederal
Communications Commis n, far fron usidg the

access charge <00l as a eans for eazing <he

[ T Vidw
bu-denu on The users 0F _ocal te-ep”o e service,
ras opved instead, in a 2ajor decision issued

e ]

since “ne Court's approvan 0F %he co*Sé*' decree,

Wb - wh W

©0 saddle +the local subscrivers wish <he access

- W an o ante

cosvs of interexchange carriers. uriovsly,

o o
although the FCC civtes thavt decree and ostenzidly
ega.ds ivs decision as ass‘e*‘*“ in ie

-Uv-ub -k um W

im Lezenvtavion, <the ageacy’'s a runs direcsly

.a - had

counter 4o one of the dﬂcree '3 p"‘“c Po-

- g en

assunptions and purposes -- Ro*= +ha “as

Uuu
compesition in the <elecozm ".ca ions £4

no%t and shouvlé not he :he cause 03 increas
local <welepnone rates.

"The Comnission's action i3 wur d si ded by <wo
prexzises: first, vhat long-distance *éveﬁubﬂ

have been subsidizing loecal -a..u. =é szec¢ond,

L --.b '

trhat the durden of the Qperating C panie°' new
revente needs T0 compenczate for <he los

W e -
'subsidy' must for reasons o‘ ao:icy an-
econoaics e Worne p-‘.arily by esidenti
subscrivers There is no dasis -o' Ther o’
These p-e:;ses.

sV ,lace, iv i3 no%t at all clear <havt
y assumed by the 2CC naz ever exis=ed.
c’.<=.~'1 oversight 05 AT&D, and in
5a o extending over zany years,

ol

i33i0n was never able <0 ﬂo*n**‘ﬂe whe
in _ac., Zocal rates hac been subsidized b7

- def o

disvance rates. In spite 0f %that record,

im J-bh Decanhax ‘082 déc sion sin _? -s QT

! e

subsi Ay orobhlen and wen+t on =0 c’.ec‘c’.p tha<,

ubs‘df or notT, the telecommunicati ns syeven’s
fixed costs (see nove 37 supra) shall ul<imasely

bé Borne by the individval subscribe-s. Nhneze

subseribers, zoreover, will Year <his wurden

regardless of now fregquently, if at 2ll, tzey

y m- o ek

5 -
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Zavor interstace ‘ z : companies
consider such s%a thelr econonic
survival. Pacifi
becaucse 0L <he
Dockes T8=T72.

will be resgolved

83=01-22) and in

ineLw ining Californt

asrzel whether <k
access charcge which bypass of local exchange
econozically AP Alzost 2ll participants answered
negative, »0int that bypass is an individual decision bdased
upon os<s.

Zv appeared 0 Ve the consensus 0f <he parvicipants 4hat
boypass should not b prohibitgd By legislation it *hav access
charges chould be set equitadbly <o discourage £%. Some par<ies who
are large <elecozzunications users bYelleve thav po0oling 072 access
charges (L.e. statewide averaging) would encourage bypass by ralising
the charges in the high=voluze comnunicasions corsidors.

i This is sozevimes referred <o as "rusty switch" eangineering.

The TCC nas takzen the position in soze instances +tha*t jurisdiction is
elecvronic rather than geographic; <what ig, a call froz San Trancisco
T0 1os Angeles ig an intersctate call LZ it iz routed through Nevada.
We nave consistently advocated +2a% %his is an unreasonedle
interprevation of the Pederal Cozzmunications Act. We were urged 2%
<he hearings in <this proceeding, by the attorney representin
tadependent %eleprone companies, 40 seek federal legizlasion
clarilying the Act to0 confirm s%tate iusisdicstion over
telecommunications traflfic bYetween {wo locavions in one s%tate,
regardless of the rouving,and regardiless of whether the zeitwosk
carsying such calls also carries interstase wraffic.

7 -
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. Che record would seex

Pally part of the rase

inmvolreld in
nave provided <shoughtful
inforzmation whiech i d widance in resQlving <he

ior dolicy issues facin in regulating invrastase
muncations serviee.

This 0II will b7 <he Commission

investigating varsicula

L LR
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Party = Sveaker
phone (Donald Z. Guinn; Sax
ilities (Donald 2. Qesterrel
neral Tel. Co. (David Z. Andersozn)
nexnval Tel. Co. (Del C. Williams)
<

Roseville Tel. Co. (Rovers I. Doyle)
@ c> vacional Corp. (George Strom)
Alvin Z. Pelavin, Attorney at Law
California Indevendent Teledhone Agsocizvion
zall ind celephone companies (Sumzmary)
, Accountanzs [(Roger 3Barker
Southern Pacific Communicastions Co. (Dale =. 2ilz)
MCI Telecom. Cory. (William McGowan)

an
3ell Interexchange (William Woods; Lawrence Garfinxel)

Western Union (Alexan J. Chisholz)
Satellite Business Sysvezs (Gerard ZTngel)
U.S. Transnissions Sys<ens
T.S. Telephone (Kerry Tox)
Combined Network/Teleshare (Melvyzn Goodzazn)
Iexitel Corp. (William 0'Reilly)
Lo=Co Cadle Television (Nicholas Seldy)
Integraved Communications Systens
. California Farz Bureau Tedera<tion (Charlotte Adaxme)
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Reseasch Group (Zarvey Rosenfield)
Californi
Ass'n. (Alaz L. Pepper)
Yezak)
¢ San Franceisco (Leconard Snaider)
ne Association
aring Zouse and Telecomazu
L. Selwyn, Ph.D.)
2.0. {on benel? of TTRY)

«

(az sne Commission's

O

2race Carre s (on the Cozmisgsion's inviza=ion

oy dew L2

5
58

Consumers Coalizion (Carol Robbins, Ralon L20)

-y

N
O

Pacific Televnone (Donzlé E. Guinn: Sazm Ginn)

The Commission should 20T authorize gomp
LATAs af<wer divestizure. € zpevitive carr
competing on an iavrastacte Dasis presently withous
uvaoriTy. ALl ulé sudmis billing =apes for Co
analysis to deterz ‘

Facific oppo
Decause i+ will force rap

S ]
all classes of cuswtomers, subsidies for s cusTozer cla
Ta%se averaging across all geograprnic areas axlless of cos
service upon dexzané and rapld ressoration, lenwt utilizasi
existing utili<y »iant, ané financial viabl £ oasilicd

L W Unes.

2resent »o0ilcies nave resulzed oréavbie 8
s

The present rate structure IS & cozplex sysTtexm of cross~

subsidies. These include subsidies £rom one ¢class o5 gervice =0
<aers, Trom one class 0F users %0 others, those arising from reve
averaging agross geography, 2and subsidles caused 2y posiponing <ae
recovery 0F plant iavestmens ¢08%S O The future. Sueh subsicles
¢anndt e malintalined in a compesitive environment. Marzets ané
gervices where Pacific’'s rases have been held artificially high are
vargess for cozpetitive entry. In Califoranla, <he cozmunication
marzes is concentrated in high trafflic corridors and geogrannic
centers, facillisating competition in =hose ereas.

o - vea
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J0lL service today is =<k
Zlowing within Pacific’'s rave struets
Local access
Local usage
Privave lin

Service connecstions
Coin service

toval
Sh-voiume Toll users upporT low-volume users and
Tomers as a ¢class $ denge custoners.

£: 01
.J‘

n

Business

W

s in servicing ce ustomers in high-cos<T

- o

ave averaging zeans azewide regardless of
wefic £:01 rase averag The cost of reciiential

rural areas ca2n be 2s n a3 four vizes The ¢osT in

Insroduction of competitive carriers will

TO average a¢cross gedgranzic areas. Some
as 2igh as S50 a zonch.

rical DoLlicy ofF canivalizing andé
cosTs vhavt =migat have Deen expensed
g wne hurden 0F costT recovery o <he
Suture. > uhsicize present ravepayers.
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né atsain depreciation rates and devrect
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Pregent time will drive raves <soward actuzal ¢08%s 2ndé undermine <he

Commission’s abilisy <0 oversee <he sudbsidy fLo0ws <hat have served
vhe public iaverest. This is particularly <oue 4z Californiz where
the market has high density sraffic corridors anéd concensrased

clusvers of originaving anéd terzinasing vraf?s AT Dresens, for
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neing favorabdle inverconnecetion
The existing ¢arr BUIWOTL 0 achiev
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zarzet access a% ! Le coss.
the
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ing Tegulator T0 nandicapy the
estadlished carrier (3 ) in mexing any
2eves Toward cozdetitive repricing of
services.

) The following chart shows how sudden lLoss of subsidie
could affect selecwed service cates:

- .
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Averaged
Rates 2riced Percent
a% Cos~ Change

“XTRA=-LATA ACCZESS
(Suvsidy: 871,520,000
Residence Flav
Residence Access (IMR
3usiness Access (IM3)

LOCAL TSAGZE
(Subsidy: $700,000,000)
S—minvte call
Por example,
a 0~8 nile call S.10%»

PRIVATE LINZ
(Subsidy: $§580,000,000)
Tyoical Service
(27 Loops, 2 chaznels,
15 niles)

ZRVICZ CONXNZCTIONS
(Subsidy: $350,000,000)
Residence
2uginess

COIN SZERVICE
(Suvsidy: 8100,000,000)
Zocal Coin Call 10¢ 25¢

*Includes local calls (0-8 miles).
“*0nly applied to measured service local c¢alls.
w**Aivplied to all local c¢alls.

2ypass sysveas are also affecvting subsidy flows. A Large
auzmber of business customers have already degun bypassing the pudlic-
gwitehed network in favor of various privete sysvtems. 2Pacific is
vilneradle o this bYecause 0f high concentration of reveaues
generated by its largest business customers. Cnly 1.3% of customer
locations generate 36% of total dusiness usage revenues. AT the end
of 1982 <here were 258 licensed telecoznmunications savellites, 4,255
nonutility microwave chaanels licensed in California, and 56,272
other common carrier private linez in gervice in California as well
as 18,700 ZNFIA lines diverting traffic froz the pudlic-~swiitcned
nevwork.
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following regulatory policy:

.
for competivive entry Lm0 <he
-
2 California including intra-
’
Sver Pacific’'s divestivure.

- (3

-

0O

‘l-

LR

N o JEN T 2o

g 0O

J

TR

v vy ot 'S

QO

D D <t W@

b ctys O

mno
3

P oW

)]

S R

2.

O
1

N OB IR

& IFY
ok It

© P

<t ¢t

o 1y
©

zed and,illegal provision of

<

b -
)

ervices.

o
J

3.

evelod 2 new regulatory frazeworx Yo
esvruclure raves.

vy O3

Intra=lATA cozpetition can only waxze place

Commission allows teledaone cozpanies tT0 b%e relieved

service obligations, which include <he cozzon carri ion, 2
sutsidy cost, and <the rate averaging disadvantage for rate o return
cestrictions on compesitive services not shared by competitors. ™We
sizmoly cannot continue %o act 2as a sole provider pudlic usilivty <2

e W e W -y
4 - - -t
-l J2CT, wWe are nov.

No dissincetion should he z=ade hevween cozpetitors o 2
bagis 0f the Pederal Communicasions Comzission'z (TCC) use of %he
teras "doeminant” and "non-dozminant” carriers. This was iavended <o
encourage new carriers 40 z2ove in%o *the inters=tate zarzes which s
characterized by relavively high ensry costs. The ZLow=cost and
relative ezse 0F en%ry for exit in%o <re intra-lATA market zma2Xe <th
one=-sided restrictions inappropriate.

IL 4he Commission aZ+er divestisu
as opposed %o intra-LATA compesition,
required <o block their networks to preclude
obtain unauthorized services bevween poinis w
forfeis 4helr certificates. Within <he LATAS 2

vreaved under 2 common regulatory philosorky.
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The ongoing elfect of competivtion will %e w0 drive raves %0
g 3%
costs. The more compevition introduced, 4the less flexibility <here

W oo

will Be %40 generate subsidies. Additional (intra=lATA) compevition

—an W o o e

- vyt
created in which loss of righ-volume users i3 followed by reduced

revenuves, while fixed ¢cos%ts remain. 2Rates nust he increased which
invite additional competition, etc.

1 on May 12, 1083, Pacific filed a complaint (Case 83~05-05)
against MCI, S2CC, and Western Union alleging <that the defendants are

o - LT Wit e g -
offering "unathorized in%trastate zmessage service.”
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APPENDIX
Page T

esponse %o the (Commiss on's inguiry on wﬂa* are <ae
"on f'a'fn" - d Ll L &S

£ lifernia if i+ follows <he *cc policy in Docket 78~
called access dockes), the effeet will YWe 4wofold: %0

~F

-y
»

tne *ﬁ:e for ba lc access 0 tne n-.wor_, ané <o Lower the rate
Qver the next five %o eeve* years this will
n an approximately $11 per intrastate increase on residence
eing added %0 %he rate Lor bHasic acceus %0 %the ne:work.
Acco-d‘ ng %0 Pacific's estimates it should 2ls¢ result in rates
charged for inter-lATA se"vices beins apz*oxima e*y Z0 %e &O% lower
than they otherwise would have been. The overzll effect is <o spread
the cost 0f network access aore uniforaly across 2all customers.

Aie ptm ma

1hy

= app lying <he 2 les oI <he 2CC's caze, the
Commission should avoid /7 users <o leave Pacific's
networy due to ertifi

L R )

?ega“di1g the use of flat raves, usage sensivive rates, or
a comdination, the prinei vles set forth in Doczet T8-T2 shoulc
apply. C a*ges Tor use oF t:affic sensitive cos:s should be assesse
on & usage bvasis, while charges 2o :ho use of non-tralfic sensitive

(¥78) plant should be assessed on 2 £iat basis.

A threshold level for access charges et which bypass is
econozically feasi®le cannot »e established. Taere is no single
“hreshold. 3yvass is a cuswoner decision dased upon individval
¢circunstances and economies.

There are actually <hree xinds of dypass. he first

- e >

invoives a customer's Muilding i%s own facilities. A“otne- Torz,

e Vo

more readily available, is <he use of %eleprnone coxpany p-*ve-n-lin#
services, encouraged by existing p*‘va‘e—line rate levels which are
substanvtially below cos%ts. A <hird ’or: iavolves use ¢f alvernate
carsier facilisies pesween the cusiomer’'s premises and the carrier’s
point 0f presence. Zestructuring rates is necessary.

b&-

Porced pooling between Pacific and other Califorzi
companies %o reduce rates in %igh—coet ereas shouid novT be
established. The "universal service fund" ns.ab-_shed b7 Docket 78~
72 is <the appropriate way <0 provide relief.

Universal service igs the goal d»us en exacy level of what is
"affordable” is hard to esvablish. In the Minneapolis-St. Paul area
single—line moathly rate Iis $11.71 wita a two-pars SB-AO lifeline
service. mhese Tates are sudstantially above Pacific's flat rate of
87 and lifeline rase of $2.50. Veve:tn,_ess, over 98% o <ne
households in Minneapolis, S+¢. Paul have service. Tha%t 4s 3% higher
than the ave*a.gp for Califorania, whe:° for Pacific's ~a*épaye*s, +he
real cost has actually declined. The Lollowing table shows San
Trancisco’'s rate hisvory:
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Acsual charges

Charges in 1950 consvtant
doilars

1950 charges increased at
saze rate as C2I

Average h0urs workeld per

20nTh TO pay for service+

*Average California zanufac-uring worker.

Svaluaving basic rate aistory fron 1650 shows <hat average
nours worked per zonth 0 pey for bagic service aciually éeclines
Zrom 3.0 %0 0.8 from 1650 <o 1682. (Aczual charges went from S4.75
©o 37, butr charges in 1950 consztans dollarg woulé saow 2 decline Zronm
$£.75 o S 64)

Yo customer means %est Should de wahlished for 2

Ohis would be adziniswravively ¢ boss‘b- .
Op:.ona; zeasured serv‘ce can convriduse =0 universal
service. T0 &0 this, basic access ghould He unhundled Lrom usage SO

taat cusTozmers can szake iividual declisions regarding vhe usage

L

Package Dest meesing <heir needs. 3y u&““&?? 1985 ST% of <he zmaln

Vaas

stavions in she ZUM will nave zeasuredent capebilisy (ZUM areas exfise
av presexnt in San Pranciscs and Los A-ge_es ané Pacific is being
Tequired 0 file 2 plan in i<s present rate increase case STor QOrange,
Sen Diego, and Sacraments Counties. z oM plans 2.llow customers in
large zmevropdlitan areas 0 nmaxe calls on a2 local dasis <o the
cusTomer's own exchange plus one or more 2déitional exchanges which,
on the average, encompass the area 0f inverest as far as worlk,
shopping, and other needs are concerzed).

Cizizens Ttilities (Donaléd L. Oes:erreicher

~ifornia intersvtate <oll o
selective competition beca se of “CC
intrasrave TOLL zarkets would appear
wnanswered guesvtion co“c Tas compe Local excharge
markets. Citizens ezcou.ages th ion To continue regulasion
0f local exchange service as 2 navural ZOnopoly.
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ia, <he effecvs on
n 2ethoés froz= remz
will cause an inereas
itize 13 cus‘c:e:s of bn‘"een 32 a,d 53
anouat of <the 2d8éitional depreciation o
local excrnange ra%es.
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Addizional upward pressures are caused »y the access
charges (PCC Dockes 78—72) and changes in accounsing procedures <o
expense rather tha* capitalize cosus relased <0 she installation and
renoval o inside w;:e and telepnone agparatus, ordered by <he CC in
1981. In California the izpact 0F whis latwer aube for C‘:::

n inerease of 3185,000 in gervice commecstion charges, and annual
in Zocal service rates of 5£06,000, plus an increase in

- -
- - T wmaw
e W o e ve woll Taves.

-
4
- a
e

Citizens does not agree <hat compesition s+i u:a-ns
mode-ﬂ‘ ation of plan%, bYecause iz an offor< to maintain high guralicy
service 2% an afforda b n*‘ce, .“e Telenn 01e ingdusTry 2as a’wayﬂ
_ursued 2 high level 2 zech wnological innovation, for exazple, Liver
oPvic Technoloszy. ivizens Ras 10T seen a2 ce:ons oz of 2
nos"‘ve effect which co*aetitio" has on <the an0103" 2T 0L new

Vae'e
*Pcuno’ogy or The efficl eﬂcy of the <elednone systexz. ke
invroduction of competition may even have slowed secanological
advances decause 0f the négativa i2pacT cozpetition has oz the

L W ot
earnings velepaone companies.

itizens recoxmmends that <the n develop an access
charge structure bYased on the apyproazch proposed by CSIZA in ¢
Docket 78-T2. Thris inmcludes:

1. A uniforna navionwide and s+tatewidle average
2CCeSS charge rate surucIture.

2. A relatively low per-line charge which would
n0% be an addi<ional <hreat %o L*iv_.sal
servica,

AR interexchange carrier charge dased on
ninutes of use, which con’d _“clud@ a_’ local
switehing cosvs plus ovhe cosTse
such as custome--p*ov*ded e

" opinion access charges are Yest asse ssed

ange carrier. The :ecovo-y oL cosTs allocated
$0 in urisdictions .s zore appr ately recovered
through <he econozic benmelis fro" access 4o the local
neswork. itizens realizes <that the TCC, in Dockzet T78-T2,
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esvablished ! : Ca
+0 sSev alters
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be necessary %o asse ne
2

ifornia Commiszion’s 2ab
TueTures. ¢ =2y tnerelore
chages directly Zroa <he
e

L]
-

-
-
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Wosle

local cus<onmer. If =hi

- LErE 4

Limit aus+ he sev 30 25 nOY

Yo threaten the goal of u“-vn-sa- servic
ega*d-ng bypass, rather than restricting i, Cit

weals o W abnes D e e Y mee -v, oo ..Z

reco:nends access charges by assessed equitadly <o al carriers an

services © exc;ange nevwork, including 9ypus :echno_ogies.
The “C”'s on oypass will zaxe resgsricvtions difficuls. nav
agency has indicated it will =mo% %Iy %0 use its statutory 3h-u0““
Y0 restrict byvass.

n:ras:a: acecess ez a'sne in
California all cozpanies and that Ihe
revenues sih sved .o each company based on
its cost of vt such 2 systez sexme sudbseride
oY small, panies will D2y access charges
significansl ar T in large cicies. When i<

acdopted a unive rvice fund Tne TCC endorsed, a: Zeas< :o a
des:ee, a pooling of access charges. The *""‘"d‘c ional separations

- J » ~
foraula developed by <the PCC'z Joint 3oard ine iuces as one elezent "a
companies in high-

nigh cost factor” designel %o provide for 1 none
cost service areas. In a pooled environze :he nigh-cost Zacvor
could be incorporated The access cz2 and d‘s*-‘bu*nﬂ in a

Ve o - ok
naaner sizmilar %0 exis se<slezent 2

L A ) b o

Minizum teledhone gervice should access equivalexzw
0 dasic service, dut should include a ver ¢ amount 0F access
To the network with rates strugtures %0 in apidly adove <hi
ziniouz.

aa N a .

ersal service, but because 02 <the cost o0 izplezenting local

ured service Citizens does not recommend <hat zeasured service be
Pvional. Also, in many cases, particularly -n szall exchanges
local measured service nay not be cost=esfecive. C(Citizens current]

has the capability <0 provide zmeasured service in three o’ its 28
o0ffices. To eguip the rest of thez would cause subsvtantial

addivional cost in the short run. In addivion vo The switchin

eguipment ¢o0sts, a sizable addiziona- amount coulld he seguired Zor
increased data »rocessing and other suppoOTt services.

Cotional measured gervice ¢could contridute %o the goal of

The only res+triction which should be izposed oz <oll
competition or bypasy is the reguirement that 2ll services pay
egually for access €0 the network. Sincn the PCC is unwilling <o

iopose ivs authority on by»ass, restriction of intrastate Dypass may
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noT He an arce
wmiversal serv
Local exchnange

Cici

native avaliladle <0 goal of

e d

ice Justifies soz ion if QyﬁaSo o¢ceurs av
leve

er

S

o ac:iev* g uni

apProoriase aech

p00ling o’ aver g-d

need¢lessly penalizes

maintain _oca_ Sacill 3

T8~T2 snowing <the undue : fmpacwts which w
access cha-gos cnav0"agﬁh o“ ..-by-s-ate basis.
deaveraging <o wh : uid result in an

0f agcess charges be:wee* &iffe: nT service areas.
General Teﬁoahone Comnanw
ere 2re %Three bwasi i eall invra-LATA

r
calls, a;; *“ve--:n“A calls. will be, soze competiy!
even Locally Zrom cellular 20! : paging, dial mobile

service, and private networks.

The goal o7 universal service hac been supmoOTT
averaging. As inte:nxchazge carriers and TS enve
California market on 2 selective basis (in The ldw-cos:, aigh-
voluze urban ar as) :hey ¢can avIract the greasesy auxber 0F
subscrivers wish the leaswy possible ‘“vns:men: at the lowes< zontaly
Tave. When such users 2bhandon telepnone company service, the coapany
is Lefs w*-n {nvestzent im idlie sw‘-c:i:g Pc"*vmen: ané local cadle
facilivies which cannot de fzmedl 'y *o"sau Zor otaer customers.
The remaining cusiomers have <0 aay Tor sueh facili<cies. This will
ingrease the rates for basic welepnrdne service, zaking The service
0fferec By other carriers even more a‘1r°c*ive. This process is
already occ"rring 70 a lizived ceg:ee in California. Some
competition in the dypass Lforz 2liready exi

1deal a2pproach would ve £or the Commission T0 éisallow
vhe 1ocal and i::ra:a:g 7 areas and orcéer
Present unausthorized competizion
The Commission must decile, however, wnezh or nov iv 4

feasidle ia voday's exnvironmens in California <o esz ab¢ sh sueh
reserictions. IZ <hey are 203 feas*b-‘, shen a pricing Philosopky
DustT bYe develoved that will minimize the effects of competition andé
Keep 1Local exchange raves ag 1ow as possidvlia.

IS <here i3 nore than one provider of gervices, all
providers should nave egual regulatory dburdens, such as:

ion

é v

ice
e
i
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AZPZNDIX
Jage 12

2uC.

local ; ¢cozpenies 2 *a** Share
cosTs - v switc“-ns,

rt 9%

3. 1lisy <o obzain
rom <he 2UC on 2 <

4. 2Providing ecual
5. 2roviding service on

If +he Comzission deezs leular servi
Provided under condition S oL effec mpezivion,
should wiznc-aw iws regulazion. hone companies
.eg"'a'ec iz provicding a se'vice marxes where un

Lghvly regulatel effective coz »s are providin
'ise se—vice.

Rate design T Livy of wel
avenuated as ovnorzuni ¢ross=sud
gervice from other produc services

I <he Conmmission follows the Docke* 78~-T2,
sca‘n SOl ravtes will gradually be reduced w gradual
ingreases in basic zmonthly welephone service. s*o~ er who
'ilize The ToLl network, this could resuls for custozers iz a
2onThly BLLI reduction.

In declling whesher cersalin ¢harges Or ¢OSTs shoulié e
gn.c 70 end users or Iinverexchange carrie*s, it i3 izporvant
re:enoer That all of Tze charges are evexntually pald Zor by exd
uge s. Ca;ifarnia shouid foliow she plan adonted by whe 2CC Zor
inter e puspdoses in Dockew "78-72. "The same mechanisms mus< be
used fo* ecovering vraffic sensivive anéd N28 costs over <he seze
“ve-vo-ﬂeve“-yea ransition period. IZL <he states 40 noT have a
mirror image of he rce pian, any perceived price advanvage will de
pxnloi ved by carriers and customers To obtalin the lowestT possidle
carrier char ge.
Carriers should pay Gezer 02 local swiscring,
Transport of calls through a usage pri cin ys:e~ idenzical 0
estadblished dy FCC. If iatrastate pri s higher, sS0De ¢
will have an incentive o umisrepresent rastate calls as
inTers<cate.

Bnd users should pay for vasic local service using usege-
itive concepvs wh*ch will result in eoch user paping Tull cosTs
a local access ané usage charges for <the use oF Local oFf

ens
ar
.
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< bellieves "a' unive*s___j afforiahle gervice can
only e wztn nonodsional usage sensisive sgervice wisth local

- bt an W om Yl T

acecess i <0 cover NTS sosts, and 2 per eall and zinuve
¢charge for or usage. Cnls is 2 fair pay-23-70u~g0 Tave
gerueture.

service, curr ‘ L2l f:om eneral, saould
ve zmalintained General cecnve nas usage sensivive

service. . umission deems g ervice necessary, Then

ek w e
The service ausT e preger 17 sTructure od L% reguires The lease
pessible subsliéy from o<her users. Desirable elements 0F sudbsidized
service are:

T noof

-

A per call or perzitted Crnarge ~‘g. engugn
encourage conservasion and conversion %0
usage sensivive service.

elevnhone Lomnar

operating s 0f assisvling universal s
state toll sho "’d p-ov‘dn universal service sup po:~
izpact of major price ingreases on univ

in any segmenat of the industry requires cosv~

vased c‘ T segmens. I# =he industry is Soreed %0 coST-
based vr-c ively, 2 subsvantizl portion of ussozers will e
withous e’eahone se-v:cn Competivion will severely resirics
a®ilitvy to design rates $o promote universal serv‘ce for other social
Trograss.

Secause competition will ass ure aggressive developu ns 02
new technology, realistic depreciation Lives zust be izmplemented and
revenue o cover depreciation eypeask zust be granted.
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wastate ToTal
L cess ToLl Access

7]
7% inflasion S

$124.01
10 inf- Tion

2
5 18.45

Roseville reconmends <the Comzission nve;op an access
crarge structure »royosed by USITA in TC’ Docr  78=T2. f2nis
consists o7

t. A uniform navionwide (and stavewiie) average

access charge raste sIrucTure.

-

Acc
5
5

2
1
9.
‘2.

2. relatively Lowe=per Lline charge which would

007 Ye an 28divisnal +threas <9 universal

3. rexchange carri
of use, which
: cos:s plus oviher t' “s
uch as custozer-

The chrarges are Yes< aosessnc agai:s:
carrier, which de The econozic henefic Lron
excrange “--wo.“. PCC in Dockes 78-72 = 7 Rave
Commission's 2bility <0 sevT alternate acceess charge
where o:e be necessary T0 assess a porTion of <Shex
local svome.. If <het is necessary a linmiv zuse
TO threaten uni sa’ service.

Rospvi_le ¢oes 10T Lnow whesh eshdli level Zor

access caarges ¢can ve °stab;is“eu + ne 20s5s8ivilizty o2
bypass. Roseville recoume“d" a 'na'** ction oo
Yypass, vhe Commission se accnss c b 21y Sor all carsiers
using Tne oxc*angn ne'wo*x inmeluding byv e nn Logles, ané favors
+he averaging oF access crarges ("pooling” ) on a svatewide hasis
Without tais subsceriders =0 ezal:e- cozpanies will Day signifl aw*’y
higher charges than customers iz large c"‘es Thro"gb <te adopTion
of <he universal service ’"“d ané the transi<tional boo 2or *es“"a
's.o*e*—o-ov*dnd ecuipzmens, <he PCC nas endorsed a3 least 2 cersain

degree 0f pooling of accesz charges

Minizmum service skould provide access ecuivalens <0 dasic
service but a very limited amouns of access o <the network wish raste
sTrucvures 0 increase ranidliy 2bove vhis zinizunm <o a2 level
consictent with full recovery 9F costs.

If structured 0 provide a zininuxm service offering,
zeasured service cou;d contridute TO the goal of universal service.
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Jage 7

Zowever, bYecause 07 the consideradle cost of izplexmenting local
zeesured service, 1T should nov be optional. In szell exchanges i<
zay not bYe cost~effective and flav raves zay be necessary. Cost-
ellectiveness 0F conversing exchanges +0 provide neasured rave

cavability c¢an only »e answered on an exchange-by-exchange basis.

CP Ya<ianzal Corvora=ion (Gesrze S=roz)
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Azother »rodliez w ocal exchange compe
wrilization of camival ALlowing compevis
already developed local dist n market will lead <o duplicati
of faeilivies, increase in rative ¢osvs, 228 result L2 <the
increase 0f rates 70 the ¢onsuxme

Recovery 0f access crarges must be achieved by poolin

ue and dissriduting the revenues among ke »ooling varticinants
relative cost dasis in order %9 insure contizuance 0f gervice in

bt e -

Ziements 0F zinizunm service shouléd inclule ac¢cess To <h
1ocal exchange and the adilisy w0 receive incoming e2lls.
TLigivilicy for Lifeline raze shoulé Ye baged on usage ané 20T on an
income west which would be %00 durdensone a2ininistratively.
C? Nazional coes n9v Dellieve zhat universal service can be
¢ Through opvional measured service ravtes. Zither 2 flav
a measured service ra%te {5 2pdropriase. (2 National is
vhe potential of ingtisuting zeasured service in several 07
i%s local exchanges. Inivial investigasion shows LT Ls T00 expensive
T convert where there i1s nd éigival 0ffi¢e capabilivy. As ¢igival
equivpment iz installed (on a normal Yasis) ivs capabilicy will de
present. Any astenpt by vhe Commission To accelerave <This »rocess
will lead <0 costs <0 =

hWe customer that exceel the henefdis

o - el g
received.

lies provicded Vy large velenhone users should

- WDan

contizue 2l customers. Commercial dusinesses rely
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neavily on <re phone service iz <} Or=zal Operavions.
Telephone conm aust design Tacl this enticipased
dezand. ; son C2 Nasional b raves ghould be
designed greaver portion 35 ¢0 ~he busizness
useomer whose is relatively inela while at <he sazme <ize
Liow ©0 The henefl reslienzial eussomers whose demend =exnds %0 be
relatively elaszie.

Alvis E. Pelavin, A=tornev at Taw)

(Mr. Pelavin represenss 17 small independens Californiz
telephone companies.)

These welephone companies are generally sural ané famnily-
owned. They nave experienced growsh in <he Last 30 years ané some oF
Then have eculyzent which iz nore modern than 2ell Systezm. One faces
0% the growshn ls expansion bYeyornd the szmall towns where shey are
Located and in%o The more rural areas.

The largest part of <he revenue recuirement oFf <hese
conpanies ls derived from <Toll revenues wialich in some cases
conssizuve 80% 0F whe %0%2l company reveaues. These zave “een naid
pursuant O sevarations and sevtlement procecures winiceh have bHeen in
effect. Toll revenues o0F operating telephone companies have deen
2001led and then paid To <he companies in amounts Thav zeev Thelir
establiished <011l revenue reguiremens. Adminissravively <his is
accompiished under conwtracve with Pacific. Wnile this hes been
referred ° uhsidy oF Locz2i rates, it Ls more accurate %0
recognize nas been a precise ané complex systez oF
accountin sses 2ll0o¢ating ToLl revenue <o Those elements of
plant ané 0P expense which were considered dedicaved To 2011
wder govern ounting princinles.

, ?CC's new access crarge sysvem There will be a
11 subsidy because oTher common carriers are given access 0
Tk a% dargain rates. The local ravevayer will now subsidize
il carriers. .
Developments 0L the last 30 years have increaged revenue
nes of the small companies DuUT 2osST zave 2ot iniviated rate
dings because they nave zet thelr increased expenses Through
revenue fron the sevwtlement process. The exchange rates have
remained almost comnstant since the 1950s. Recent aéverse
developmenss in the %oll revenue pool have reduced revenues o the
point That some 0f these companies have 1087 20ney during <heir nose
recent accounting period.

As 2 result 0F this cdevelapn ing access charges
intd effect is only half the %ask. 72 .2 is o esvadliish
raves meeving the halance 9f <he revenu exzent. MosT rural

areas are low=income areas. Zsvwablishing Local raves will cause
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assessged ecually again
That sortion of <whe &
traffic sensitive.”
systen o0f acdéitionel
are nov specifiec.

(0]

arge plan ingluées flat nmonthly charges

s W oo o
n telepnone subscrider for the cost of
p-an whier she PCC cdesignates as "nov
ecizion in Docket T8-T72 prozises soze
revenue huy the devalils of <his systez

o
Q’o
t=iFddt1 QO OpP DO
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3 D (D
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The PCC's access charge pian is logic run amox. IV vreats

- va
a syssez of definitions as gosnel. Over the years, there have deex
changing cefinitions of "traffic sensitive” ané "non-trallic
seagitive” 2l The PCC seizes upon these <Terzs whici eguate
craffic with < atvern followed b& elecwrons cduring Tthe course of a
conversasion. I% 2ssigns <the cost of <he loczl lood
on 2 flat rate hasis essentially on <he <theory <has
the cost of the 100
per month thav zess
analysis may suit <
a2 Dad cireulis, v

does no% vary depenting on she aumber o hours

es are carried on the 1o0n. fChisz elecvroni
surpoze 0F 2n engineer TTying 0 vroudle-shoos
ie not a2 cefinition well suited <o “re guestion

0L cost allocation among different teledzone uses.

Jacz a %telephone call
network. There 10 Teason To avie
3ingle communications chaznnel between <Th
the ca2ll as opposed <o <treating <re caller as making use of <the
entire avallable neswork. With <he excention of <he <true Cecdicated
private line, every <eledhone call »laced anywhere in <he systen
makes use of <the systexz. Those wao yurpors To furnish a cozpetivive

coamunicavions service without zaintaining 2n entirely separate

-k o s -

systes skim she cream off the <Top of <teleprone revenues wivtiouv

“ O

IV (O NS I8

<t >N

-
-
.

.J

<t
(SN SR o 38 +HY 31 TN RS |
s <t

w 12

1

is placed, <he caller uses <The
=2 isolave The existence of a
n the caller ané <he recipient of

bearing +the huréen of zmainvtalining the sysvte= ané i9s universal
service.

by walie cion would Ye 40 z2llow eachk
compesivtor %o es<tablis cent systen of <telephones,

ete. dut <o Torbvic interconne with The existing systez.
long-distance markes has seen <he eniry of competitors who oXfer low-
cost service by aveoiding the necessivty of compensating fully <he

True eqg:
o}

Vo ad
exchange carciers Zor <he exyense of the systez. Access charges
offer the potential of recuiring all of the long=-Cistance carriers <0
bear the ¢os%t 0F access +o +the systez, 2 cost which, heretofore, has
only been borne dy tze regulated long-line carrcier

- s - -
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access charge plan tal
and 2llocates <he cos< o.
rate charge <havt dears
e ten* *o subscr: er zakes use oF
ixes "non each riber <he cozt 0f <hat =

uO +he nevwocx gnores “ha "‘a,c: - *np -
en
o e

p-2
Ll ]
l 'd

Naao
[

connection
T g2ine zhe
is zade.
Suc~ & nonusage tive cna-gn tver o
nilosophical c¢hoice ra o Toe is

equall valid and zuch =ore consi o = <0 assuze

na% :he existence 0f <the newwork < grez2t value 0 <z
“_gb voluze <elepzone user and <0 charge c“ a user a greater share
0Z ke cost of zainvaining the nevworkx.

a7

[~ = LTy ok L4
henefie o’ the e 0 <he

Ves w

TN ERI N

i *Ha Commission 2dopss an access crarge plan dased upon
CC nodel without pooling, <he eZfect upon *u._l areas would de
néd of universal service. Such a plan would threaten the 2bilie
any companies <o continue 4o exist even if <thelr zmore afflueny
subscribe*" Gesire To continue. A plan of <this sort rguires <tkhe

revenue -Pcu‘*ement <0 be distrivuved on a flat rate “o**"? basis

-
v
d-

o)
-

hol
.“
Qu

. v W IR P
azong the custozmers, which would regult in increases from <he present
ue*g“oo.“ood of &3 %o 810 %o cha-ge~ in the neighdborhood of 850 <o
380 a zmonth. Most subscridbers sizply cannot affordé such rates.

Some 2spect of pooling zust he 2 feature of any access
charge policy accepted By <he Commission. The velephone nesworx has
developed due %0 policios which have z2ll.0¢2%ed over ;/A o’ the cos=%
0T o3t rural velephone companies To combined interstate and
{ e

invrastate Toil revenues through a pooling sysvez.
California Indenendent Televihone Ascocia<i

Thie associztion repregents 24 independent telephon
companies do-“g buginess in the Stave ¢of California. Most are the
providers of telephone service 4o vihe hundreds of sz2ll co:munitie

q

and vast rural areas within California. Togesther < serve ne

w e -

S0% of the inhadised geogrannical area of the Stav-

o as

Compe<ition should ﬂo* be z2llowed wivshin TATA OF wishin

2 zmarket area. :t should he 2l wed inte--LA”A or romarxet sSo
long as nond.

The ZFCC »oliey iz Docket 78—72 w;ll -es"’ cos* pricing
with a significant portion of the interstate reven rezent

assigned %0 the end user as a f£lat rave ¢harge. “’ C “i‘o*“‘
£

Commigsion Lollows this policy a greas e- portioz 0% <the in<ragsate
revenue reguirexzent would Ye assigned <o the e"d user 2s a flat rate
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Small Inéevnendent Telanhone Comnenties (Summars)
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The small independent Televhone companies serving small
Towns and rural areags also é res onses which are reviewed nere
collectively.

' The . of shesge responses was that compevition
should not de 3 local exchange areags and that el sewher
co"pe._:o:s sho aved ecually. Tk s-a.ements po-“u ¢ o

hav coapetic 's are no% R/0ing 0 serve low=voiuze, high-¢osT ar
s5d what L local serv‘ce raves are Zoing <o supYOCT “<hemselves
uckh areas, <There will be substanstial basic sexvice rate increase

AT The Lear.-g, ne chief executive officers 0L <these
companies sald thav The co:paniee were very small (amd in some cases
{il-eguipped) after World War II, and nhad grown rapidly dDecause o011
revenues were sufficient. Some oF the 0fTicers predicted eventual
hanxruptey L access charges are noT averaged on a stavewide oasi:
and 1% wige=open in:ra-LATn compevivion is permitved. They said <
dwindling -evon es wo w1d make 1% impossidle To inswall progressively
vhe zZost nodern equipment.

?
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predared a s*"dy of flaz-

TS eosus froz the end

n%s 70% 4o 87% of <the szall
“lows TCC solicy, in<rastave N78, for
mer wousd De an additional $45 per
LUS inters<ate) charges would be 369 2
Zer's excrnange service Billing.

che small independent
adle 40 afford telephone
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Agcess Charges

Revenue Facuirement
Non=Trasiic Sensicive (WU9) Costs

NIS -~ Amncal Revenue Recuirement N2S = Vomwhly Recuircment oer Custoner

- - - - -
Toza.l nLerstate Intrastate Moo nterstate Intrastate

§ 557,081 § 147,106 $ 409,975 $ $
106,742 32,856 73,886

278,601 159,931 +18,670

201,297 44,318 156,975
503,076 94,282 408,795
51,528 12.,837
432,556 239,002
26,114 ©0,38%
106,409 436,226

~6,608

1,974,878 206,580
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rases low. I% <
2ore innovative eff*cien:.

The DAL Proposed in C :1f .“ia exbrace nuMerQus exchranges
and in¢lude zuch what has heen considerel T0 Yo intrastave TOil
vraffic. Competition for ‘nz:a-HAQ‘ TOLL Traffic will orovide <he
gub’ fe with <he saze benefﬁts as £or interexchange cozmpetizion.
therefore, <ne Comzmission should auvhorize full co*vn"'ion, intra-

- - o -

~AZA, with ra”d‘sc*‘m R2TOCY cos,-ﬂ's:ifihc access tarilfls <has
b*ov*ce all interexchange carriers : vwal intra=lATA access while

Salrly com:#*sa:in 2acific ané o%her oxc“auge ¢arriers £or use of
local éissi fon facilizies.

L -h\..

i %he Co**iss on Geclées TO preciu 2T a~-lATA
competivlion and theredy create 2 ZORODOLY 1ocal exchange
¢oapanies, <hav prohia‘-‘on s2oulé apdly u <o ail
interexchange carriers i{ncluding ATET ‘ ssion should al
compevition within <he local bxcha":o Technol ogies nxist
and can be cost~elfeciive for some cus:ome:s. Such teczndlogy is ax
incentive for local exchange compan es To use price and construce

facilizies in 2 zore effi¢liens mann

The Com: ssion should enploy <he "éominant" and "non-
Theories adoptel by srhe FCC in ivs proceeling Comvetitive
Rulesaking (85 PCC 2& 4, 1¢80).
AT&T, itz subsidiaries, and independ alepaone comparies
were found %0 Ye dominant carriers because of huge markes’
share. The TCC found :na- <hey should be sudd o wradizional
;ub e usility regulation. O<her common carr uch as SPCC, were
neld T0 be non-cdozinant bYecause of their lack oFf zmarzevt power ané
subiect %0 sufficient comvetitive pressure s <tkavt Their performance
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intervention. 7The CC provices gstreazmlined procecures for <rese

-k

carriers, allowing ease of envry ant exivt %0 marZets ané 2 zminizuz of

will be in <he public interest without éetalled governmental

- pregp s pripes

report Tiling. The cdivested AT&T invterexchange affiliate will be
overwhelzingly doninant in <erzg of markes share ané the ability <o
consrol vrices in Califoraiza. This entity and Pacific, as well as
incepencdent local exchange companies, should He sudbiees <o full
Pudblic uvility regulation. O<her comzmon carriers will possess
zinizuz zarket share anc will zave no power <0 ¢oastrol zarkes

prices.

Compevition in Californiz zarkets is lizely <0 cause sazes
to be aligned closely with costs dut need no% threaven universal
gervice. Rather, <he Conmmission will Ye 2ble vo determine how
service costs <0 be Cewvelopec ané assignet for purposes o2 <the
cevelopment of local access %ariff raves which are w0 be »aid by
carriers using the local cdistridution plant of the various excaange
companies.

believes <that telephone service should be available 4o
all Wi X or neec i%. 7The Tegeral Swate Joint 2oard in 2CC
Docket 80-86 has 2dopted 2 high-cost factor zechanisz which will
ceterzine <the size of the universal service func izplezmenvted jursuans
%o vhe 2CC's local access charge cecision ia Docket 78-72. 7The issue
0L Lfurther subsidy for logal ratepayers is one which involves use of
the taxing authoristy ané thus is for the Legislasure %0 resolve. Iz
no event showlé <The matter of further subsicy be left by cefauls <
<he loczal exchange carriers <o édecice.

IS <he Cozzmisgsion follows +he PCC access charge »olicy,
customers will pay a Llat rate which will be $10 a%t <he enc of %k
Drase-in period plus a usage charge up S0 2 maxizum level egual <0
The cost of a cdedicated acgcess line. As the nortion of cosws dorne
b7 the carriers cecreases over a five=tg~gseven-year-transition, %Tae
porsion vaid by the customer fncreases. The fecreage in The costs
allocated on a usage vasis to the inverexchange carriers will de
rellected in lower %Toll rates.

k
é

-
- -

Consistency bBetween s3tave ané federal policy on access
charges ic desirable. Inconsistens volicies could leaé <o long-
¢istance iaters+tate rates vecoming significant lower than saorver-
Leagth intrastavte ravtes which would lead o custozer
difsatisfaction. Two Gifferent policies would procuce confusion ia
pilling.

Zost imporvant priancinle supported by interexchange
coapetivo s that access charges should be ceoss-based. Access
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rrangements should De priced so
uh are nond {seriminas *y né
~elas lonships. Deterzination of the approp y:
access service reguires unbundiing of nxc“angn ac*es
local carrier Tne incentive T0 dbypass local
requced only narges are Lncurred Jor whose coﬂvoa
selected an :

vide Local exchange carriers w*:h ingcensive =

eff*c‘a*' 2ethods 0 <ransport Sor a2 glvexn :ype ané
service, charges snould bYe based upon 2

ng by wize of day, 227 oz week, anéd <
v..e- :oinz o‘ connection and <whe end office.

) ;ity 0% access services provided
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differances in aceess rases. AS

0f AT&T's ecuinpnent inzo :ne rTocal

LeC%t

whe cualivy 0T service bYetween AT&T and <he

If the Comnission dezernmines it is in =he vublic invteress

-k

e} subsidize Low-income ¢us<omers, The azmouns a- suen addizional

charges on carriers should De kept small., relative %0 The ¢os5%s oF

exchange access.
Jrezne access charges shouil ve on
re 0f nign os cozpanies is a or blem na%
.“vo TWO pars Thav 1s, v se
£fic sen sitivo Tre XTS cos S sno
cus om_..
cost=based.
Ye clearly identi
consistent with

poo:ed basis <0 <
oulé be geparatsed
ive (¥0S), ané

1é be inmeurred sy
néed v ecover NTS e¢9s+vs shoul
i.nc ’o* high—cos* reas iz sz
avely wreavted. Thavy would de

ts Dockes 78-T2 (see paragraph 31
Wish traflic seansizt , TatTes shoulé alsd be cost-basel.
he consisvent with Dock 8—72 traffic sensivive elemenvty ¢oulé

averaged By stuly area. I, however, costs are deterz=ined by Loc

u--.a—n
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companies or a LATA-wide basls, SPCC would support ZATA averaging on

a subzone bas s. The ecual access provisions oF <he nodified #in

Vod o e

al

judgment {a U.S. v AT&T contemplate <hat ZLATAs nay »e divided inzo

reasonable e"bzonns-

S2CC believes that <he goal 0f universal service i3 be
<ransformed inTto suppors for big“-cOS' mca..~ exchange cozpanie

ratier than 20r neecy customers. ARy Sudsidy 0 reguire : “e-i e

-

28
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service saould wsTomers who
zighv ovherwise ee-v‘co The best zeithdd
is 3o design Lifelin z 2 ninizal servige ratier <han
oroviding a2 fizancia o The laster approach would c'obpb 7
e exyensive %0 acmini uld not e continually monivored.

Oovional zme ce ~ay ho%n hAZp ané ninder
wniversal service goals.
basic excrange sn-v‘ce but -ay
her fa.us 3¢ service £5r customer
respouse o vhe Co m:issio“ S guest!i
jus*ifie the provision of subsidies
universal service, S2CC's opinion
impose a subsidly requirement on the large _oca,ec in
Califorata. Mnis would PuT sueh ﬁse.s a% izadvantage in o
TO ovher users calliing Caelifornia resgidents £rozm ouv oF szase. The
subsidy woull encourage large :sp-s <o byzass the local network. I3
would Ye &ifficuls w0 define <he class of Large us n*s wnd Sho
Zor a subsily and tLosn wad should nov. Qhe sort of subsidy
eavisioned oy <he cuestion is imnossidle

Only those people who canno* osnerwise alford service
should be subsi c zed and <he subsiily sho;-c We orinarily £or cosvs of
access w0 re*wo-x services rather than usage-based TOLL serv*cos. =z
whe Commission Lollows Tae TCC's Docaez 78=72, each usToze s would
Pay <the cost of V”S plant. Txnder Dogket T8~T72 2 sudstant <ol por:i
0f cosTs woul be zoved from ‘n:ereyc ange ca:riere Wwho willi <herefor
he able <0 lower 01l rases. Those raves will probadbly noT equ:re
subsidization.

elavion
-
r

wié vay

-
o
L
-

MCT Telecommun Cornoration {(William M. MeGowan)

- s A -

To zonopoLly. I WIS

onsuzer costs 4dwn. oT has
a;*eacy c ov en a:e :o~* zarkes. Regulavtion is

eguirecd p- nl carr:e*s with dominanv
ma.fe“ P0sit regula:ion when reguired Tor do“-n ny .
arriers s“ould sev cost-haged rates and chargns. Sughk ravtes insure
maxinuz eficiens uge of the velephone sysvez. When rates ¢harged
any user group exceel the ¢0sts <that g*oup in90ses orn the sysvez,
wnecononic bypass Ls encouraged. ny subsidy reguired 7o Rainsain
uwniversal gervice should bde ca-efully argesed <o reach on-y Those

who need it. Taxes or Ifees imposed 3 -e.‘se funds Tor su os diles
should ve divorced from the *e_nnnon ratenaxing sIrucTuar

MCI suppo ts a falz divisior of asgess end llabill

-
between AT&T and <the regional 3ell oae*azing gompazies. s unfalir

that the regioral operating cozpanies shoulc de reguired cceps
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operly valued, while
nownien 1o supvore
on <hem Te &

L - -
r+ionase share 0%
17 urgeé <hat The
as inherently

whe dulk 07 Bell Systez assevs,

recediving iles shan one-=third of
an9seization of Those assews and
uwafalir that shey should

AZ&T's obsolese plant. The

W fO
o 0-23‘4
$s
g s
«t O

»

Bell Sysven inside wiring %e wrar
Telataed IQ cusTtomer-yrenises eguis

c

'e s
130 O

H
{0
o

o

MCI will originase ané
service through the local exchange cd
Zor exchange access are competitive. MCI will consiier

broad range of valuable services that Pacific will be abl

- - -

suck as compevivively priced »illing services. NMCI will seek

o sin ale

approval o exmené 175 services <0 provide <he greas malorizy of

California consumers with low=c0S% intercisy calling. More <han

0L <ke votal zonthly vhone Dill Lor The average Callifornian,
tncluding & high percentage 07 Low=income cusvoners, consisTs ofF SOl
charges. Avalladilizy 0f cheaper =©oll calling shouléd hrelp 0ffses <ize
nev effect o ovher increases in Local access charges.

MCZ would support 2 subsidy funded through an excise vax on
equipment sucr as proposed iz Asseamdliy Bill 1348.

Compevition should be encouraged wizthin the LATAs as well
Chere is no inherent technological reeson for
<0Ll calls different <hon intrastaze. The local
and switenr eguipment vhat allows 2 call ©o e
s useé interchangeadly.

% apyropriate vecianical ¢

?
erexcrange cozpetivio
s 2
s

J
e
£

=

s 0% Lour bYasic sour
providers, such as digizal

Teraination service, multiple zccess radlo

service, and local area nevworxs usin

cersaln vechnglogles.

2ublic providers not exvensively regualated,

uch as CATV.

2rivate networks outside The jurisdiction of
this Commission, single user networks using

nicrowave satellive, ezc.

Provicers reguiated jointly oy zh
<his Commission such as cellular
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-wrn'ﬂ"Y bg o“."h"‘"“‘" P

L R Tl Y

ad even lLoezal excha

n does noT 2 ¥ u:ho-‘*y or adility <%

genie* bucs : egulasory bostle.

The "c"nu"-srim:ing" 2rgu is not valid Yecause eviience

- -

-—h
demand for <oll calling Trice=-seasivive. Allowin
coupevitors To enter Tt arkes raises consuper deman

L i d-w.‘dﬂ
It zay be usefu- Zor <he Cozzmission %0 adoo* vandards and
procedures .na* dis% ngu-s dominans aﬂd non-dominan carriers. Che
Commission might prope.-y conelude that Lirms wish a sha."n 0f <he
Total intras.a.n intercity market in excess of 50% should %e s:ri tly
regulated, dut zarket dominance should not ve baszed oanly on zarke
share dut on o c“ other feasures as <the number and size ¢f

competitors, the presence and exvent ¢0F barriers %0 ensTy, control of

- 8 - cE R

bottleneck facilivies, and opnorsunivies for cross-subsidies. (S
Comzetitive Carrier Rulemaking, 85 FCC 2¢ 1, pp. 20-22 [1980]
Von-dom_“ ne carriers could he ¢ertified under a=n

. Cozzission procedure.

Policy disvinctions vesween competitive an
ma*ze.s should 2ot be vased oz a-:zfic-a_ Doundaries lix
Traditional bou"daries a-b being biurreé. No lon 1ger
--ne‘betweeu coxm n-ca ns and cava Processing, tele
¢computers, or :ernin and vranszission eculsr e“.. Ra:he

drawin Mas_»ot Tines around particulear 3é~~e“, < <he e**y, s

Lol
-.a -t . e

Comz‘ss‘o should »ase ivs com pet;:ivn pozicies on objective
vechnological znd economic consideravions.

Since ¥C. hopes %o origi:a‘e and <erzinate mosy of its
interexchange calls throug“ the regionzl ove atin co: nanies (sueh 2g
Pacific) it also has o stake -n insuring Thnas ihey be lefs in a2
financially heallhy vtechnologically sound condisi
There has been zuch short-range Zear of the Iinancial

LTS
health of the.regional operating companies Hut they will have
substantial opyortunities %40 expand revenues and cut operating
costs. After divestiture each 0f the seven -es.o 12l cempanies wil
Yecome an economic gianv. DPacific will remalin the overwhelmingl y
dominant company in California.

. Py

-
e

Pacific will have several highly lucrative dusinesses
availabdle apart from dominance of Zocal exchange zarket »laces. A
rief partial summary includes:
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services such as
response services Or |
zDenagezent).

A. Invra=LATA celliular video.

7. Ther ventures such 25 zome bYarxing and
zere ha*cizi:g services.

In U.S. v AT T. The 2odified .".'i.:'z:a.'1 2180 alliows
wae companies such as Pacifl

¢ <he on‘.o“ r courT permissgion
%0 enter nonvtradivioral hHusine n dezdn n That such exnwr
would fos:e: Pro=conpesivive

should ensure :haj
Jacific is =reased as wiiiie

o) oreva“- "*‘a‘r omm
r_J
W e

issio
A8 Dhe

L
?

Facific should 2ls0 Ye relieved 0f cervalin regulatory or
financial Burdens. Disallowances For <the 3ell Sye en license
eonsract will nd Longer de necessary. nifsing Iroz comprehensive
services included in One flat fee <0 service=-hy-service, cost=dased

Lcing should create new revenue sources for services previously
orovided Below €08%T. Pacific will alsd be adble <0 shod for she 2o0s<
cost-effective equinment witaous being tied 39 s:er: Zlectric.
Pacific’'s debt burden should Be substamtiall

consecuence 0% &ivestizure when i%s dedbt- ecui: by :-o &rops from
58/42 %o 50/50.

Sasic local monthly ravtes will increase regardless of

her state 2UCs 2allow insrassate competition on an unressricsed
basis because o’ PCC Dockes T78-T72, which mandases a sransitional
shift w0 flav rave access charges Imposed o2 end users vO cover the
cosT3s 0% NUTS v_an. used in intergtate Long-iisvance services

will 2130 Increase because of accelerased Cepreclation prace ce
sQught By the 3ell Sysvtezm. 2Pinally, unless Judge Greene rules
otherwise in U.S. v AT&T, <hey will increase because The pian
Tavored by A“&” loacs a _a'gﬂ share 07 high=cosst, low=revenue assese
upon companies such as Pacific.

v"r - -

o W

o
me,
-02
-~

MCI Rhas proposed <he Lollowing <0 proecs ratepayers agalinss
disruptive rase inc¢reages in <The short terz:

- ek
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Aggressive efforts To izvrove <he fairness of
the divestivture with regard <0 &ivision of
assevs between the regional Operating
companies and AT&T. MCI shareg <the ¢oncerns
oL many stave comnissions regaréing AT&T's
Proposed division.
Rigorous serutiny 0fF proposed adiustn
Trastate Toll and local exchange ra
wre They are cost=hased 2néd T prev
conomic byracss.

faposivtion 0% a2
AT&ET <0 reflect
dT insras<ate %0

£ a subsidy funcded by
L eguipzent or 2
ess fee surgharge on all
ve dasic affordadie phone
needy cusiomers.

rates will make <eledhone service affordadle in

The posT-Civestis: worid. TRavte averaging discourages adoption of
the most efficle eChNnOLOZY Lo providing service <0 each nmarke<s.
Sven in ! vice areas the social ovjeective shou <0
srovide help in The fora of subsildies only <0 persons oF v
zeans. 2Providing rate subsidies T0 whe wealshy owner of
2dUnTainTop resdrt Ls nefither falir nor efficiens.

The Commission zust proceel with great care
TO design raste STructures 39 preserve the ssase's cur
0f nouseholéis wiwh telephone service. MCI endorses
existing approach 9 lifeline rates. Conceraing ace
poiley, 207 all Of the policies 2do0pved by whe 2CC ¢
are appropriate Tor <The Commission dut a policy sizil
(recoverg 0f N2S costs shrough £la27 charges on ené u

essensizl LT uneconozic bypass of <he local exchange
avoliced.

ry Commission decision changing vihe dasis on which access
charges are Ldenvified and assessed should address <wd +transivtional
issues: <vhe need <o protect users from sudden shary increases in
access ckarges by »nasing then fn over a short peridd, and vhe neeg
TO protect Other comzon carriers from discrinminatory access charges
S0 Long as they are recelving interconnection access infesior =0
AZ&T 's.
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Zecause 2 relatively szall group 02 large users accounte
for 2 very substantial portion of te_eu wone co pa Tevenues, <ze
loss of even 2 small number ofF substaniial users would have 2 large
effect on subec-‘be: rates. I+ is also poosible Y0 design newworss
%0 avoid e charges. Such "Jjurisdiction shopping” will *ake

alace if Commission Tails %o coordimate its aceess ok arges wi
<hose of *

onsideravion for <he use of exchange facilit es
devends or acc"" ° identification an appropria & ¢os
allocation .o cos%t=-causivtive vpa-ties. This does not izmply <hav ex

users eqou pay Zor all NTS plant while <he in*e*exc ange carriers
nay all a” ¢ sensi:;ve costs. Zack user should pay only <hose
Sixed and variable cos%ts that Lt causes. DThus, end users would pay a
flat Lee Lov acces;, inelu ing <he cosus o< such _ac"““"ee a° drop

-y an Ve w i)
wires, local loons, and censtral office conaecsions. Similarly, usage-
sensivive costs, including *those iacurred £or <Trunz fagcilisies,
originating a terxninal central o0ffice eguizzment shoulld bde
apportioned o ené users and interexchange carriers respectively <
tae exvenvy nat each czuses such costs

IZ£ <he Cozmission mandated a2 rate swructure »roviding for

The recovery of NTS ¢osts in a hanner <Thas va-*ed with usage, neavy
users would pay 2 portion of the costs caused 2y lighver userz. CThey

will thus face charges ':::a.v exceed their ¢costs, creating incentives

T0 rexmove <their communicastions wraffic from <2 loca’ exchange
sysven, thus increasing <he rates paid by <he light users.

The NTS porvion of access charges is best assessed ag2inst
vhe local cus<tozmers decause +those costs are largely astridutadble <
end 11..,_...,. *

% has Yeen argred that it s more equi<adle %o impose
agcess cba-gee on the inte-excnange ¢carriers which would allow
exchange sudseriders not using interexcrange services %0 avoidld payin
Sor such services. This a-gument iz $lawed. Access c*a-ges are Lor
access <0, and 1ot “he use 0L, <the interexchange nevtworz and should
be paid By all who use i%. It would Ye equivable to allow
subscridbers To avoid paying the access charge oaly i they were
willing <o forego access to the inverexchange system, but the cosv of
creating that option would Ye staggering.

Additionally, carrier collection of access charges could
force subscrivers <o two inverexch ange carriers S0 pay 2ore than
their share of NTS costs. This would disccurage sudser bers -.om
pu*cnas_“g gervices from %wo Or oOre inverexchrange carriers, theredy

rippling coxpetitors of the present dominant carrier,
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Tunk connec ns. : ¢ fina_ Judgment
bu* T Y | ey p -
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e coazensurate with

Co::issi ol S0 conTrol byoass is lizised,
any of < ologies are pervaszively regulasel b7
econ bec use :se California Supreme Court nas zelé

nif 2 co*va 'S se-v‘cos osnerwise £i% <he °1atuto-y

a utilisy, a coz Dany Lis not 2 3ublic u*ili*y wal

olf out as willing <o °erve the pudlic anc cecicases

<o pudlic use. (-_chfield il Corvoration v 2TC f‘

ing of access e a.ses : 2. Pooling is
anging for sudbscrivers Jnos 2oriers NIS

- = -

costs are relasively low (generally urban

subseri’ oL
indepencent ¢o
~n*a*ge:ec suY
area subsicdizin

Suonsi
%0 inéi v‘c"a
than zerely on
ralisi rg revenue
froz the *e’P3
best source of
use is éeexmec
2la%t suren Tge
services for
0 a peeling

hotr loecal
for Youn .oca’

2.
3.

<her companies whose Co5%3
Zpanies serving sural areas),
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- w -l
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ine shou’d be 2 no~frills service offering access <o
ange a“c long=Cdistance newworks, ané afforcéadble raves
and toll calling. Such service zight include:
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mo‘i VA.A -
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Accessibdilivy To_competivive sihori- and long-
cistance %Toll ¢alling services.
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The izporsant point i{s that vhe Commission shouléd avoid
approaches vased on suck zisleading ZTactors as sitatewlide gross markes
saare. In particular, the Commission should noT 2d0ps 2ny regulasory
scheme wnlch classifies specific carriers as "dominant™ or non-
e¢ominant.” Zandicapping the so-called dominent carriers will now
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The leveiz o7 invrastate axd
interstate access charges S avoided T0 prevent configurations
which Take advanvage 0f <he tavte raves.

rave averaging, she Comxission s

Tate carrier access charges will constisute <he

ivexn 0% 3ell inverexchange's co0st in providing sgervice

~ocal carrier access charges vary significantly among

Teas : ne stave. These will De reflecsed in charges for

service. swise, custozers 9n low-cost routes subsiiize cusvtomer
on high~co duves. Rate averagiag iz sueh a sivvation woulé LavizTe
compesitor skiz the c¢rean oF <vhe overpriced Low=¢osST routes,
while avoldling high=cost rouzes.

omzission should encourage ¢om:
and within ZATAS. In no event should < Lor compe
carriers ® re restriciive than vthe rules 2g AZ&D or
Pacific. me Commission shouid 24097 2 fliexidle avdroach in

regulating compesisive services. Western Union kmows of no carrier

That plans 70 compete in the drovision of bhasic wireline exchange
service and such service shoulé rezmain closely regulasteé 79 zelp
prevent undesired cross-subsidization. The Cozzission should
recognize that certalin calls wizshin =he largest o5 <he ILAZDAs zaq
¢losely regemble T0il calls and To- such ¢alls compesition should
Tesult in lower service charges.
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rectly responsible for costs such as XIS
wswomer should be assgsessed the charges. Cosws direetly
<9 invTerexchange carrlers saoull be assessed zgainsTt
crem. Such ¢harges znust Ye adjusgved o reflecet <the inferior Type ofF
access service 3h ided by Local exchange carriers w0
chan AT&T.
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Ry~
?;'m

.
l

Lifeline
needy and a means

Sazellize 3usiness Systen

S38 is 2 domestic and invernavionzl carrier using »rinmaril
savellive transmission provide voice, ¢a<a, a2né image <trazsaission
syswems. These include ivate systems for large customers and dial-
up long-dissance services for residensial and cozmercial

subserivers.

S3S fully supporvs the <rend toward cozpeti $38 urges
wne Commission <0 adopy an 2 consistent wizh, not limi<ed
by, PCC policy. This shoul : compesivion w <he IATAs.

W e

S3S generall ?CC's access charge plax hus
4

where are deficienc

S w 2usT be addiressed in she
l-ytq- o
-y e oy B

wWas'y

I7 is most diZficulv 0 devermine 2 "chreshold Level” of

access charge rates at which bypass becomes econonically feasidvle.
The ecoromics of bypass vary with location, wraffic, transmiszsion

Ve Covde o A ek sl 2 W) ok
gpeed, or type, and ovther facsors. Todaey it is generally agreed thav
Yyrass i3 a relavively limited phenozmenon ané of listle near-Ter
imporvance 70 the oréinary switched voice market. (See MTS and WATS
Marizet Strugture, PCC 82-579, February 28, 1983 which concluces

That Dypass will nov threavtexn the viadilicy of local <elephdne
companies unéer condizions 0f cost-based access.) 3ypass should nos
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veé and need nov be L sensible a¢cess charges

e
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Bysass should e considered 2s R .ypec.
vecauge a type of ;oca* Inwerconnectic

exazzie, nign-speed digital services. 3u byvas* en
Local carrier 0 innovete and :rov‘d# new sp*v‘cos-

The second TyDe Jceurs o5 ob:a.“
-nterconnection services from othner :na“ :ne io¢cal exchange car
for c"'ag" filnancial reasons. AS 1long as .._evnon company acces
20T priced 2hove ITs True C08T N0 such dypass will oceur shes is
T undesirable.

S38 gueswtions, in ny event, wh

could :e gensidly and practically exnlorce

ealll innovation in ._.co:m.nica ions, a
(Yoze:
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zethodology recognizes the difference
of in:e:conne-wion _-ov‘épd 30 vhe laverexchange ¢
Sys<em as coxzpared with that provided <0 o%zer ¢
i2poses o prezium on the interexchange carrier.

The CC's method 21s0 recognizes <he necessi
disagg.eba:n service off -**gs S0 =has subseridiag cus<T yal
n00se among offe*‘“gs mo e adeguavely and specifically w0 zeex

pa--~ slar telecomzunication meeds.

Wizh some excepztions USTS st bsc oee 7o tie approach
2CC. ALl of she Interstavte prodiems are egually appllcable In

California and USIS urges <he Commission ,o Lollow <he lead of
nladad
- e

a
W - i s

’ axchange
and $oLlL markets iz California. Rules should he different 7

- e e W *0&
established carri 's such as the incepen de“~ welephone companies,
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operating companies o change. TUSIS
utside e
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o-*-*ve service Through 2 separave suds idia*y
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services. This snould de Geciied nos on basis of
é

or <he narkez in whigh <he service s fere
, Commission desernines cozpesicion sh u;' nos
=ocal excna_se :a:gez Ut Shoulé exist in <he
zarket, an -nceoe denv Telephonre co pany which is

%@ in HoTh markess coull suhsidize helow=cose rases

PP

wive zarkes w"* whe revenues recelived Zrom <he

ca. exchange zarxet. Winlle UBIS offers thatv as 2

» USTS believes shat el e: Sirz whica Dossesses monovoly
T be allowed 0 ¢ 1n a compezitive Darxewdlace,
“opo y sarket in which operates should be Open %9
I che Cozmission nav local exc ange carriers

nov ve s"bjeC' 70 compevs local excnange carriers

wld not e perzissed IO cozpe %+ which <the Commicssion

has cecided To open O comves _:i

Closed entry ins

,.
t]'
|D

-0 O ot} f }0')
I!ib:a.lb‘ K

exchange zarxket will serve no
xcha“ge carrier decides loca_ accese
i%ive, <he carrier may declide =

es by whic“ ©0 originate and er:i:a:e

(

O
'.
%o
0
po

-2 <he Comzission does permic cozpewision in local exchange

17 should use vThe "Cominans" and "mon-dominant” dichotozy
ezn;oys This will assis®t growsz 0F markess on an

Compesizion should -educe welephone rates. A ¢arrier whos
s are nign and wh harge high raves w‘l_ n0% survice In 2
markeTylace whose participants make every attezpt ©0 reduce ¢osts ané
ves. That carrier will then seek ways <0 reduce iTs own ¢osIs and
rates in order <o mees the compesistion, or fail.

The prodvlem oFf universal service is targeted To specift
consumer groups andé o specific geograpnical areas. The FCC has
pe*mit:ed competition in <he intersvtate marxetylace but has
established 2 so-ca;;ed "“iversa1 service fund <0 zeev JbjecTives ¢
wriversality.

The wraffic sensitive cosis shou,d be allocated 70 <he end
user. Averaging or poo;in shoulé not be allowed. 200ling 2ss3umes

<
-
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comzpetivtive long-Cistance carriers since they are alrealy compesin
wita wh gtez and 2ach ozther. This Ls 1ot TO 32y vThere shnould
be 2o r UV.S. Telepnone recomzenés a 2ocified regulavory
schene a ftage <o allow developzment 0F AT&T's
cozpevivors. : 2 forz sahould consist o0F certificasion,
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Commission’'s cerizical funetion will
Ye designiag approvriase access charges. The ioz mus<
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recognize that AT&T svands adert from IS compesitors wivth i<

dominant zarketing share ané superior access 0 local exchanges.

0% £las 2né usage sexnsitive

Lent use 0f the sysvez whil

elininesing <he advantages <9 AT&T provided By <he currens
er

U.S. Telephone supdorss a combination
rates which »romdte she zost efficient

sTrucTure. cal customers and the iaverexchange carri

-~

'
OuULl 29<n hear a wnorTisn 0fF <he ¢03<s.

Qualizy 0f service should be considered. 2a2¢ific and
General should We reguired By <he Commission <o file access charge
varisfs which adecuately reflect she (ifference in The cgualisy oF
inTerconnection providec. The 7CC has Ceserminel <has 2¢cess chzr
should 92 adjuswted ©o <axe inwo account vechnical differences.
example, AT&T's custozmers can obhwalin access <o L+s Long-EéisTance
networe By éialing one &igit, while zost custozers 0F o%her common

L X =it

0F universal gervice iz laudadble bdus U.S.
concerned 2douv The potential ravte mecizaniszs which may
©0 ensure it. 2rexiuz access charges Zor the ATET exvisy
will be availadble from AT&T 0 2as3ist Pacific in zmainvalinin
affordable local service.
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sudsidized by inverciszy service and Trhat claizm fs now widlely
disputed. During U.S. v AT&T, <ne Deparszent 0F Justice 200z she

AT&T nes never proved shat Local <eleprhone serviece

o A deeh

0P90site »osition and supdorted Lts view by expert vestinmony.

Compesing interexchange carriers cannot atiracy dusize
they recelive 1ocal access service iaderior =0 <what afforded the
F

inTerexcnange entivy.

Interexchange Carr what legal and fizancial
gualifications of such cars! revieweld and approved.
alifornia should iniviase iz ed ¢ertification procedures.

N¢ suceh cervificasion should be interexchaxnge carrier
who nave alrealy appiied FTor and reification froz e PCC
since these carrlers' lLegal anéd ¢ wellifications will have
Yeen thoroughly reviewed »y an exper This z2pproach hes been
successfuily followed in Texas and

nterexciange carriers should 2 sarifds with <he
Commission evidencing the inverexchange service and
charges. The razes would automatically become ective afver 3

reasonanie walting period <0 be deverzined 9y <hais Commission.

California shouvld also es<tadlish procedures T0 resolve
consumer complain<s.
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9 APPENDIZ
?

age 42

The Conmziss perzi: compe 2 L1 zarkess in
California, moan-ﬁg a" rexcrange *elec vl nov
¢asegorized as loca ércha“ge serviges. f **n la-ga size 0%
the :ArAs p-oposed, a Toll markes ex‘s*~ em. Tne Cozzmissi

should adopt <the dezinant and “o“-domin 1oz of %oll
carriers developed Ty she PCC.

The Comzzission's policy on should not differ
Sor local excuange narkevts and lon a-gets hut <he
Commission does have a responsibilisy <¢ that hasic lifeline
telenhone "e*v‘cn i1s availadle <0 as zan zens 0f Califosnia az

-t o W o sbhan

need LY. A greater legree of care s waor in deverzining tThe

LA Wy ey L Lt =1

extent 0f heneficial compesition for local change secvice.

Che lomg-run elfect of allowing competision in
velecomnunications will Be £0 reduce %he coss of servigces 40 <he
Pudblic aerose the board., This is already proved on The interstate

L -l
- -
~eVe_.

Tion to local carriers for use of <heir
ies 15 a complex guesvion which Lis answered oy

stat ng Tha rases shou_d Ye based upon a fair deserminasion of
the ¢ost of such use. nee ADE&T recelives suverior interconnectd

-abk W LR

ates between AT&D and <he ovher Cﬂrriers shouléd notv Ye ec"al. The
adopzed “un#*oue distinctions detween <he compensation paid
for local exchange use an d <hat paid By <he o%her carriers.

Vab s - o -

2o0ling 0of access charges shou’d e megericted 40 the
azZount necessary o provect e nigh-cost local carriers.

sumes that sueh carr:ers are efficient.

0 The exvtent that lower-¢ost areas are c'a-gﬂd nigher prices
0573 warrant, bypass is encouraged. 200ling which goes bnyo-d
inizal amount absolu* 17 necessary carries ihe noee‘b_-_uy oL
g of high-volume custozers %0 %he lower-cos+t exchanges, zexing +
Zex worse.

L]
L

Lifeline nrvice skhould not inciude anyihing ou;.r

o e -

abilit t0 maxe e- Tgency local telea“o.e calls in addivi

receiving calls. ”o *~e exteny that lifeline Is subs-dized b nould
be restricted %0 the narrowess defini<ion possidle in order %o
accomplish +the Co**‘ssion's statuvory responsidilivies. Such
lifeline service should nos, for ins<ance, include access <o %oll
service without additional charge, such 28 through vayzeant of a
gustomer access charge ’o* toll similar €0 what the PCC has adopved
in Docket T8-72.
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Lo=Co Cable Television Comnany (Nichola

Lo=Co Cable i3 2 szall cadle
over 250 residen=ial and business cusste e shrough
approxizasely Sfour ziles of Coaxail . Lo=Co Cadble provides 2
range of video and enter<sainzent offerings on 2 35-channel networkz.
o2 vhe near future It will beglin two-wave vileo coverage o2 live news
events.

Zo=Co Cadle looks forward %0
way ‘nteractive voice and data services.
proceeding is to preserve the opporsunisty
Cadle television companies may reach an S°
for business cus<cmers alone.

can 0ffer 4Wo-
<l

service.
kew by 1990

-0
1ty 4~ <D
LR

tr1h 3

broader band wideths than copper zeans <That cable can
carry 130,000 tizes zore informat 100 tizes <xe speeld of copper
telephone lLines. The technology and <he products for duilding or
revrofitting 2 two-way inveractive san2dility exist today. A cable
television nevworx can Ye engineered <o do everything a teledaone
network can do and much more.

Coaxail cabdble perzivs transzission of inforzavion over

Any effors by the Commiszsgsion = ‘ use of cabdble
networks for telecomzunications' purposes ar L7 €0 be Zutile.
Some cities are reguiring as 2 ziniouz condis 02 wiznning 2
zunicinal Lranchise that cadble television sys operators duild
Tetrolit the cadle networi with “wo-way inseractive capabilisy.
other words, a2 povtential competivtor <o local Lepaone companies
fazt %taking shape a2s 2 result of municizal government decisions.
Many cities in Califernia are in this category.

according To MCI chairman Williazm MceGeowan, there will be 2o
toval long-distance zmarizet by 1986 of $T2 Billion. McGowan predicted
that <he Cdirect cadle link between cus+tomers and MCOI wouldld nel
parxet ¢cavle television se-vices.

Cable velevision operators are 2130 heginning to offer

- {ya ah s -

direct ingvivutional Loops. One coapany 2as iastalled 2 ¢able

nevwork in 2ittsvhurgh, Peansylvania 40 link <three Westinghouse
Sleciric facilities. Cadle television nesworks are also bYeing used
for hozme barnking. They c¢an be used 10 supplant use o2 <elephone
aetworks for traffic convtrol. A sophisticavted device can provide
way traffic control bYetween 2 zaster compuver 2zd an individual
intersection control unis. Up <0 256 intersections can bde
monitored. The savings frozm 207 usiang “elephone lizes caa azount
the ¢ost 0L <the entire <tralffic control sysvtexn. One exanple is in
Palo Al%o, California where the city plans +to <zke advaniage 97 the

s W
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uopiied by establisheld carriers az%
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versal Locali Telephone service is nov

Locally Celivered compesitive value added
ICS does noT provose To perzict
subsgcriver direct voice message services on
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Zocal area com»
bagic switched telephone
carrier. 70 the extent
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an egual £00
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ity av afforcable rases.

Besween local exchanges shouléd be
Tniversal service i1g best prove

mpevition for local exchange ack

cal exchanges <o enter the fleld

Vo ey
110y
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I*o

3
<t o) 2

o
e
o
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f
—

Q
°
e

orly cosv-effl

xchange service which uses local Ta
should compernsacse Lloczal company Zor <he costs Lncurred
providing inverexchange services wiereby the Local company
recelive it proper saare 05 revenue generated by iTs customer

L
P00ling 0L access charge revenues are necessary 0 zainsalin universa
avallability of welepnone service.

cvavewide averaging o costs of exchange 2ccess ané the

Access charges are Yegt assessed on <The besis oF 2
comhination 0L flat ravte and usage sensitive rases, as well as
incliuging 2 nigh~coss exchange factor in the alloeation 0f <the access
costs to The 1local exchange service.

Regarding universal service, cenwral 0%%ices witz sted
equipmens 40 207 have tThe cayacity w0 o2fer nmeasureld service.
Replacing <hese zerely <0 0ffer measured service would noT he cost~
effegnive and woulld zmerely ingrease The tezptavion TO bypass vk
neTWVorx.

Comnunications Workers of Americ

The Californiz Comm NARTUC nave
guestioned the FCC's fLnverpr urisdilcesion &

*oner
n 3uC:

~ly
eh 2 way as
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ssates o’ 207%

iy exclusive
local %e :ho rave

lifo:nia Commiszion ? T T0 perais
Zocal : zess in Californla.
nary dasic

ues
p:ovi ed n:z es wn‘ch
provicing local se This & rural S ni

Cas% areas.

ALL 201l (inze: -:ATA) carriers should be
nc"a' stase-izposed zariffs for use 0F :oca: nxc“ang-
Saen inter~IATA TOLL commorn carrier which requires up
exchange Taclli<ies <o achleve raricy shouil he reguir

" .

soward the ¢0st of shet upgrading. Unless <the Comzmissé

) o) u.

insisvens on <This »2inT, <he Tasepayers oL Californt w"‘

supsidizing Toil carriers which wntil now nave deen .eceiv,ng ~ocel

exchange access at subsstaztial discounwts Deillw norzmal varifils.
Corcerning access charges, Tlav rase and "sago rate cz -gns

(combinasion) appeass o have the greavest degree of 2euiTy - A 22

rase shoulé be conslé: as 2 &emand crarge suen as that iz oehd by

elecwrical and gaa util: on :heir *a‘o- cussomers to recover whe

nigh cosvs of en roz QuTside sources.

ACCESS ¢h a*go ppT ds shoul b° DooLed 39 provide Zunds
recessary 0 0SlseT the ¢08vs 0F hasic veledncne service fin ~ural,
rexmote, ant depressed aceas. A means test o deverzine eliginilis
for 2 ’ife;ine is d*sc-imiza*o-y oz Lvs Zace. U=iliizy commissions
have alstorically taxen the position <hat they are uneguipped %0

alninisser socizal 30-*cy.

ine service, <he cozmonly

s whe local service area
where residential sudbseribers veleprnone eaergency, nedicel, and otner
healsh se.wices resall mercnanvs, ané other necneearies. The
Commission does nos ”eea %9 2¢% %0 holié down Toll raves. These razes
a2y prove o0 LOoW %0 The de:rime“v 0% Local exchange carriers which
no *onge- wiil recelve the subsidies Trom separations and
settlenents.

Hughes Aflrcraft Comvany

Regaréing wh constitutes lifel
ageepwed idea is the loca_ excrenge. It %

-

A strong communication bage for residenvs and businesses is
necessa*y and recommended. A profiv wax on comnuni atiorns companies,
both regulated and nonreguiated, could T subsifies 20r a lessed
Lifeline-<ype resident velepnones. Compe:i:ors in <he local exchrange
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should be regu

'
sozme specific s
This should be

raside Small business in
._-ﬂP se-v*ce sh _d he ava labvle.
0 telepnone for emergency. It

avy usage should not de :ermittnd av vne
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Consinuin L2 & zexes calls affordable in
high-cost areas . s of lLong distance such as
end MCI could

ernla Public Iy

California 2udli
onsisting 02 over 40,00 _“d‘v*d'a_s
nonprofit consuzer aﬂd eavironzental ©

- e dvdvieh

2udblic understanéing of <he ccmplex pA
proceeding Ls essential. 2ublic aceeprance o<
whe -.-us*‘y will depend on 2:9 dngree *o which
exercises care in vhe use of 4its process.

This »r oceed-“g szould ve ¥ept open and the opporvunivy JoT
submission of zma<erials for comments by the vudlic continued until

- ke W e e
Judge Greene renders a fiza_ decision in TU.S. v ATET. The four

weexs allowed <o submi™ eomments (s ingufticien=~

- o -t - vy

sion -1 consultation wish <elepaone ~onpa“- and

enizations saould provide Zor ’und_“g o<

nsive COﬁSLae‘ representasion <0 add ce expert
rd other —oceed-ngs on tze subject

ene, ané Congress
all affiramed <he 5oa’ ot univn-sal service, shere ‘s litsle expirical
data 40 suppors the assertion that universal service will contizue

)
- J.--- K]

und@* the cu**e“, access ciharge and divestiture i The

W W dha - &u- o sl

Coxniss should define =he %ers universal sesvice ir nner which

-bo l:n- u -

_uco*po~a:es cua:i:y 0f service, cogu, and pop~’°*‘ néexes Thne

e W e 0. -n o

vommiss on saould a_so design a ra%e gtruciure which *n”ecvs “he

hisvoric conwridution nade %y *ﬂsidentia” zno e ugers <o a ve.ejnhone
networs thav Ls c":ren:ly bui:t ndé operazed to accomzodate even Th
Largest user, and <he less easily qu ntifiab’ﬂ "exvernalities" <aav
are eve theless c¢ritical %o argﬂ ‘and szall users alike. It is <he
near universal service upon wnich users depend <thav would makxe any
futu*n competition nmeaninglful.

The Conxission should vare the lead i1 encouraging o%her
gtates %o agree on equal regulasory app: a%ti £ social and
econonic policies upon the velecomzunicavions .ndu tr7. 2Resolu
0L bypass and competition issues by California in accordance wi

T




0IZ 8%-02-0% ALS/vdl

principle of universal service
opportunitin" Tor arbisraging o
fostered By inconsistent Treaitmen

"he Coznission sh ,-d ée
peasured service or osher signifie
-

1A 0 o
L)

?augﬁ for 2
p'ofo" ¢ effects of
ons may ve ¢learl
neasures.

pericd of <wo years curing which
ciyes,-u; e an 'ucCAss charges upo“
Jucged in comparison wish histori

00
Ll
Dt P
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IR EEI B B

The Cozmission shoulé allow 0II 88, ivs investigation inv
gualisy of service incezes, To remalin open SO That the indexes
alreacy under consideration zay e supplezented By 2dééivtionzl

*andards waich zight b»come relevant as tke Comzmisgsion 2¢+s upon
access, compesition, and ovher issues.

Regents 0f the Tniversisy of Californi

Statewide expenciture by the Universicy for

velecommuni asions services exceeds $23 zillion. Decisions by <he
Commission will nave a significant izpact on <These cos

W aey VU-

Provision of local exchange andé %oll service rneec not be

lizited o exigting carriers but entry of others shoulé include
cer<ain pudblic responsidilities which <he Commission sacule regulate,
anor " ‘\:h o

Minizoua criteriz for egtablichment ané
mainte“ ance 0f service.

“ion %0 a universal service funé.

Sub ission of cost cata with appli asions
wnether or nov +<he competitor is o cozinant
carrier. This will minimize “sne possivilis
of predatory pricing.

Compevition in local merke<s should be monitored more
carefully <han long-c svance comnetition. ocal se.:ices are
essential for emergency situations.

If the Commission follows PCC policy in its Jocket 78~T72
an‘ requires telephone subscriders o pay costs of chLange
ilities w‘th ‘nc*eas_ng.y a‘gb—accnse rates over the nexw

eevan years while reduci %0ll rates:
1. There would be 2 loss of residenvial
customers who zmay finé access charges too
costly.




0IZ 85-02-01

2.

4w

Busine <

es

S3 cugtomers could
reduce +he nuzmber o0f Lin

subscride.
Access crarges a

sensivive rases.
ie. ZChe cha-gﬂs are ®
s. Customers ng <
ce¢tly in e

noT pay for se c

-w-f ars nv-’""
ice of intent %o dynass

Neo<t
the Co*”‘ss-o ‘n order to gather noug,
bypass i3 bpcoming econozical
esnold

what int
inf ion a Thr level gannot be

tric 0L byvass is not feasidle
contribute <o an intrasstate

Restric ion
-es Ve
wocal uvilis livies.

required :
they dypass wiliey Sacili%ie
’ifeliﬁ nesd

uhn ¢ost adninis
benefits.
Wnl

Concerni

univ ersal se-v ce,

e governmen®

ass.b.ed the
subsidies

S

and usabé
poss

arrier
indd
ca

m
e
»o

-2

Ca.. r-el
2ers
es -‘r'n‘

-n -

mamdm -
v.-e-. -

a

L™
woe

<

-

a&o

e
L

service can ¢o
tering a2 customer

o s e

hut
neans

drovision of

the la:gﬁe* -
Tax-suppossed
Tor provisio

28
some of

¢ agencles.
gponsivilis

- e W

\lu.

e

& w

is ne
“dowmd

-y i iy

36.- -e

L
L -

arm Associ

o“' 2

17 feasivle.

e o ',aﬂn

ubsidies £

d o
- v

4 -
- e

é necessary <o
to which they

comhinat
he as

th
will pay

< A‘ -

They o no

V-t
nevw

ion of flav
;O’d’ as
interexchange
The charges
nxcha 88
use.

worY cou’d e

tnforzasi <0 dex
J‘-h

raliably de:e::ined.
% comaon ¢a *s can he
2l service Zund w

-

-l
- & o

3T - !

L L - ek

e to
<est

al service dHut
ovably outweigh

nivers
ouléd »r

< LS
vainin

elepnone users iz Calif
institusions snou’d no*

eyl Wate o ws W oan
n 0f universal serxvice

L

n zmain

-ﬁ‘

be

cessary ©o xeep seovice

cion (Alan I. Peswer)

2rovid
the local exchange hut also
natural monepoly. I4s erosion can
velephone rates ané ;owering the cualisy
utilities should be allowed %o resain %k
transnission of te_eco.mu“-ca

S ~°aaa--

Telephone ut es shoull =ov

Yusinesses otzer than the dasie provisio

signals. If California usilities are e

veatures, they zust do so under rules an

Commission similar <0 +hose iz <the 2CC's
decision.

elaecoznunicasi
.- ""np

- vae V0Ll

on.y

-y
-

IR
-y e de W ow

n services, »articularl
-a~f_,, is 2 be ¢cla
Te3ult in algher dasic

0% sewrvice. The <elednone
air the

20203057 on
s.

he
a 02

o 4 o
e« eiviyet

in
“wald

e wn

bl
-l

el o ngage :

omzunicastion

ed _n.o noncoznunicasi
egulations of <he

seconé compuver inguiry

e
e
L4




- L]
AL /wel

AD2ENDIX

- et

?age 50

AT&T's and Paclfic's recent re
in subssan%ial increases was &
netT solely 27 cost considerati
vivase Line nave increased draza

sricing of private
riven By sheir own
ons.
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Ra%es Zor alarz
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2Ll7 in recent jears.
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J. Sovezox)

ne of <he largest consuzers of
selecommuni ns services in California. In 1982 <the %anz spent
appresinatel 100 million for <elecommunicasions worldwide.
Domessically i s uillion. 0QF %het Zigure avous 810
2illion was , uls anc services, and 3435 zmillion for
Pacific’'s off

7 ATEN
oomunice~ions
T new

Compe cas. exchanges should e allowed where
econonically effic glives are curreatly eveolving such as
inserastive ¢cable =el cellular mobile radio, and digital
teraination service.

vransisional pericd is necessary. of Americz has
supported Tne <Transisional zechaniszs hefore
ACCess crharges snoulld Be 2 device =~ %he recovery of
actual cosvs and not T0 ralse revenues. that <the 2CC's
p-an would eventually result in cost-based
“herelore, aloption 0f the 7CC =mevaoiology 7
¢Zfer the sazme result 4n Californt

- v o —-‘»Onoo— -

Users should pay direesly for the NTS cost of access. 27

-~ -

ier is assessed, the cost will get pessed on %o <he uger. 32

-
- - -

vhe user directly the consumer ¥nows the cost and ean plan

Tuife lal ;egul Tory restrictions szould 2ot be fzposed
upon bypass vecause this stifles innovasion and nay lead <o +he
.~ - . - * - -
Tegu.ar telephone systexn decozing ouszoded ané technically
inefliclens.
ALl T those with deep-pocket financin
should gontri & high-cosT basic sersvice.
i< : ancisco (Teonard Snaider
Policies of %ne federal government will reduge

opportunivies of individuals 30 nave <elepnone service. The

-k
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¢tec. AlThough <he Justice Deparizenty

0fZ phnone service for the poor ané reduce
ons, where is no Justification for sucz
niversal service couléd, under The proper
Tactual sevtving, 7 res<rictions on woll, wypass, ané local
exchange compevi ~izmitation of cozmpetision should oaly arise
wpon a skowiig <h cozpetition woulé restrict universal
service.
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7 component of universal service.
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y Telennone Assoclatior

ascociation represents zanufacturers, distriduters,
installers 02 cus+omer-prexise eguipzment (C2Z).

(Tnis statement appezss %0 Ye directed %0 The PCC’s
policies anc the court's policies in U.S. v ATSZT on the deregulation
0f CPZ rather %han %o *his Comzission's prodlezsg

+ranszission compevition)

Califorania Bankers Clearing Zouse Associasion and
mele~Communications Associa<ion (ILee 7. Selwyn, 2n.D.)

California Bankers Clearing Zouse Associasion is an
organization of eight of the larger banks Cdoing dbusiness in
California. CTele-Comzunications Association consisvts of zore than
500 industrial, comzercial, ané institusional en+tities whick need
nigh—gualivy, efficient telecommunications.

Compesition should be perzi<ted in all services and markets
where 14 Is economically efficient ané not inconsisvtent with other
pudlic policy goals. 3ut iv should bYe recognized that under the
aodifiec final jucdgment iz T.S. v AT&T, inter-LATA services are
presuzed +o be competitive while inzra~-LATA services are presuxzed %o
exhiBit properties of natural mononoly. In the near-term, in —ATA

b -
W aan o el o a 8--;.{
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sn-v‘ces ghouléd be s ‘ as natural zonopoly, dut
Tegulatory policies sh flexivle so %hat
opp Teunities for nov precluded.

fon for inversexvice c*oss-
wosi ce=za : es Broadly averaged pricin
lans i: **n :ub:i

vaa'ls

ne effﬂct upon individval customers'

depend en% the 2ix of access and usagn
custozer. Loweuse cu“to"ﬂ': will generally expe
rate increases walle nigher use cusvo‘er: 22y ex»
overall increases and may in many instances experie
reductions. California intrastate policy =zodeled after %h
Dockes T8-T72 i3z in the public inveress hecause L% prozotes e-
ase of both access wsage services.
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Users of exchazge facili ‘ rates Yo local
carriers baseld on the ¢ost “they the facilivies.
-“dividua’ cugtozers should pay 2 Sigﬁ#d <0 recover %the
NST costs of Zurnis ning acces *o averexchaznge
carriers snould »ay o&-y thelr use ol exchange
facilities introduces sage sens‘**ve cos for <he local exchange
velephone sys+tem.

Plat rate charsges designed %o recover NTS cos<ts should e
assessed To the local custonmer. Usage-sensisive chasges tTo recover
Tralfic sensitive cosvs engendered By services furaished %0
inserexchange carriers may Yo assessed -i:ner <0 The Local cusvoner

r the ;“*P"ch*a“ge corsier w“ic“ can recove the: froz %the end
user. 7Froz svandpoint of Hilling ellicl zcy iv 3L v*obab_y 208
desirable for such usa ze-sensitive che ©ges .o e assessed To the
Jn‘- b *

interexciange carrier. IZ they are villed %0 +he local customo

dzrecu_y, a Guplicasion oF Billing effors :uy be reguired,
introduci g ad it: al costs.

Regarding p0o0ling 0f access cha*ge t0 %axe care of aigh-
cost ccmna"-es, 1% is izportany first +4hat the sour 0% %he apba~e“,

- e -

nigh cost of a given *elephone cozpany be gewerzined. Zigh costs zay

be a legitimate result of unusual one-ating condivtions or,
alvernatively, as a result of aoo- maﬂag env. An access charge pool
should legitimately furnish asg nece 4o telephone companies in the

-ea
£l -

first category.

TUniversal access c¢an, and should, De achieved <hrough

o e

rave plan based upon targeved subs‘diee which assure that on.y those

o

individuals who could not otherwise have 2¢¢e3s <0 “he ne<work pay
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e full cost of Zusnl

- vhan am - ok

Tall below <2 -shing <heis service. A
view of tne "universal service” object vn .._'ires taas
soa the broaless 2088 ivle c-oss-e cvion of cus*omers he
availabhilisy o% 2 va'ie.J of acceau, _oca_, ané
ané o<her spec-a- services furnished in the zost
cost-vasel prices which reflect <these

ntion zust shus be focused 10T solely upon <the

-—J LT 2=
n the <Total cost of sa*‘"fy the customerss' full
T teleconzunication services This view coes no+
ng of 2 minizmum ‘ifeline *yve ot acceeﬂ t0 the
inely caanot afforéd even the zost zinizel
L wriced a2t full cose.

@ <t D

P“‘cien

- n an

" e
v o
ehbﬂﬁ

Tange of
precluce v..e cffe.
hougeholds which g
Pacrage o services

b} "a'd <t X
D QO 0

3]
[ %
¥

-

Continuation of <he ;ongstanding policy of provicding
subsidized 2cces .o she local ané long-éissance mesworks 10 211

- st
resigential vub°c ihers acstually inhidits universal service wnen

vieweg in <he broaaer sense. In oréer w0 suppoert <hat subsidly, o
b

L]

<elecommunication services zust de priceé arsificially nigh Tela

0 cost o genera*e the revenues necessary TO SuRPOTT The aceess
subsicy.

e
o
d o
=
:
pie

e

A Zeans test could e used. As a preferred al*n— tive, 2

~ woam V—a-
service could be constructed wivth feasures suffic 0n*‘y *rictive
S0 28 To e unaviractive %0 any cusvomer who could afford *o 27
zore. Such features would include:

Very low zonthly usage allowance with very
H-g“ ¢harges Zor uzage bYeyoni the
allowance.
A Testrietion on the level 0% <oll
1L exceeceld cauvses The cuswtonmer
reclassified as the "gtancari”

vomer when a penaliy at <he
rec-aoszf;cau. n.

A linivation on additional features

soucn tone, custom~calling service,

A sttiew prohi i%ion oz %the zrovision

service in a household with any ovther

velephone service, so that it could not Ye

uged 25 & "Seconé Lime" within <he same legal

dwelling unis.

Expansion ol measureé loczl sgervice runs counter %o

universal service dhecause i *en.s ©0 increase the overall cosY¥

providing loczal telephone service, making it nmost cosTtly <o all
custoners.
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Cptional service plans ofven

"s% nca* 3" £lat rate service of ering by

0 custozmers Irom the flat rate .o the
Measurenent costs constistu

S Surnishi local service when 2ess agn
effees. I provided by New Tork T
rate iner shows tha?t such cosvts zay se as
-easurec rate _ocal service. Sinece in Califor

-c~ng plans iavolve {the »reparasion of de
iye New York), the meaSursment COS%TS in Cﬂ

o

._v 1~ O v ot

ingcreases in <he

» graduzl zigration
-:e p-pvu,l cp

) 13 1

v g

Y30 <t Y TS

'A. ;L
"h'd o
O o

ea, S“-ed service
Q’.‘

---‘.‘

are »rodbadbly

D
I
ll

alter 2olzer,

(Do 1ter is 2 consul<ant with offices {1 Wastingtor,
2.C. ané was v:tec ©0 adéress vThe Comzission by Toward TUtility Rate
Norzalization

in recent years problexs have arisen bhecause of compesi
zmarkes adiustmenss ané dypass. The PCC, in its various
ions, has nov considered the i=zpact on _oca’ service of
es. Neither has there been national guidance by way of

ion, sueh 23 revisions %o <the Tederal Cozmmunications
marketn’aco avproach is in force. Mechanisas of s a e re
<hat have been used nistorically in a sure TONODOLF environze
be changed.

0
})-r’
mm‘d

en
ée
chan
legl
™

|‘Dm

Universal service nas %0 be realized a% :he
0% bYeing &ealt wish by <he PCC. Fecerally,

* buyer beware; let the bduyer who can afforc ‘e_-p one sn-vice
g

and those who cannot, nov zave telednaone service.
aacition, tne Cozmmission zas a prodlexz of limited <izme.
2y Jaauary C ne sta%e policies zust be set izvo movion %o
ceal wizh environzen<t.

e local exchange basic voice ZTage service users are

tRose who most need egula:ory pro< ion in <hke new environmens.
These are +the cusvone who are 1ea°t "fe_y T0 bexnefit frox
cozpe=ition, a% --as: in the shors term. The Commission shoulé avoid
adcpting any policies where <hese inelastic custozers exné ud payiz
for a %ransfusion or changeover in *“e plant of <he exis<in

carri .s, particularly Pacific, in order to per=it <hose carriers %o

offer 0% he- gservices 30 ovher customers <through competitive services,

- W gie W o

ceregulated services any nondasic voice grale sesvice.

The dnbat- in <hi procoec_ﬁg 50 far has Yeen nisdéirected
invo The cuestion of which state toll areas can be opened %90
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compevivi MCI, Pacific, ané others vaxe <The »osition that charges
Tor vo ce grade _use shou -c be held cown ay all cosvs, without

consi cering ol : hose charges shoulé de dus sizply <that they
shou-c ve lower th 1 th ey couléd Be fin a purely co*ceti:iv»
environzent.

This zpproach will leag voice grade users payiag for all
costs what o:ne: se*vices ¢o for. = ozher worés, voice
gracde users are Joing wo acet g-..a-a..,o-c for Sull recovery of an
costs that other services don't »ick wn. Thals is what we have seen

t the fedlevral level. Deregula*éc areas are going to neeé only <o
maxe 2 minizal contridution above thelrs 'irec: costs. ne cilference
between those cirec‘ costs ané full costs is go-,g < e picked up by
che basic volice grate users. Such users are going <o
costTs of izplementing new technologies, the overiead,

That new ventures into éeregulated areas con't ¢over.

ot a azyroach should be precisely reversed.
vensures saould filow %o basic service.

3asic voice g adn services sh u" havn a wall duilt aroun

Thez. They shoulc be ::e teé separately Ir Ther °n"v‘ces, in
terzs of the plant a“a the cos*s that those oe'v‘ces acere. Two
groups of services are needed. ”He firs% group woulé he voice grace,
aay-ng only Jor vhe a’a“. operaving costs that the service Cireetly

cerues, PLus some share of overhead. The seconé groud, nigh-ooeed
ca:a, annanced 4oLl access, ané whatever otier services exist, will
have responsidilisy ’or remai:ing ¢os%s. Senarate raves o2 return
will Ye generatec for <those two Zajor groups in accordance with <he
ifferent rigus of n*ov‘c 28 service o Those groups

A

Access capacity plant for future needs then shoull be
capitalized. ALl costs imelué: 15 carryizg costs shoulé e c“a-*oc <0
growing services or new gerviges as vthese particular o

on lize.

The funés .“a* are generateé by volice ~e-v*ces ghould ¥
earnaried for cons*-"c lon of facilities that serve basic local
exc“a ge services. Tunés fron éirectly relatel services, such as

llow pages, oug:' <0 be set a3icde %0 serve <this dYasic group.
shou_c be congtraints, absent 2 showiag, %0 »roribit use of funés
generasel by basic services for venstures iato ceregulated areas.

The rate strucsture within the bdasic group of services need
n0T Ye cdictaved by the separate subsidiary concerpst rere iz no need
0 inverfere with the exis<ting sTructure of flas *a e, . measured
gervice, or other cesigns that are in place. I¢ is a2 separate
proposal. Eowever, the proposal can be used to consolidlate new
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sricing eptions that nave Yeen leveloped, for example, in <he context
oL the ”CC access ch 2arge Proceecing. Within <the voice grade serv-ce
category Lt is possidle zirror <he 2CC, <ha< is, use a Zlav rate
Gesign fo- recovering “”S costs. Alterna-‘ve-y, Fou could ceflecs
sepa-a*p aﬁs‘guu wivthin thas ca*ogo'y, ueh as the needé for aceess a3
cisvingul *om the need for usage, in accordan c# with %he dasic
characie £ local cosws.

nvly usec?

oin<
re i3 such plant in place, 2ll services shoulé beer
thelir ‘u“‘ share of cosvs. XNo service shouvlé be %he zarginel

L]

customer; no service sroulld bHe considered resiéval.

- o

if plant is
4 »
-

The otner area is new coxzzon plant. Wnat LT a cospany
staves vhat there are econozies o7 scale in cozbining <the {exanés of
hasic services wizh other services, ané coastructing plan: <0 serve
Dotk neeés in cozzmoen?

Voice grace users should be c*a*gﬂc 710 zore uncer <he
comzon Plant approach than they would e c“a*gec if the plant were
Cesigned surietly To serve itheir needs. That sets %z "ﬁﬁ

boundary. i< taere are econonmies in joint plant construction, the
Commission shoulé ensure that those economies acerue not only =0 +the
ceregulatel or conpevitive services but <o vhe bYasic service ca%egory
which has an egual right %0 such econmozies.

elané L. sohnson, 2h.D.

(Doc T Johnson appeared avt the zearing a2t %he invitavtion
¢f the Comniszion. Ze i{s a telecomzunications consul<uant with the
Rané Corporasion.)

‘ocay S patchwork of subsidy is unfair endé economicall
inefficient. We need a systex which sends correct signals To »eople
S0 they can Prrchase telnp*onn service as they purchase ovher things
such as food, shelvter, anc clothing in avpropriate cuantivies. v is
Qifficuls to cefine universal service Yecause i: does not necessaril

zean single-line service. IV 1ig possidle To argue that Two— Or even
» - - "4 o & 4 Awan .za prpoar b 2
Tour-par<y lines la high=cost arezs sufficiens.

Revolutio a*y advarnces in teeirno logy cdrasvically reduce <he
cost of providing {nformation <o many peopLe. This erodes she
nononoly of local telephone cozpany. Therﬂ a*e zany groups now that
¢can provice services $0 some people at lowe rices, not necessarily
cosy, but lower prices than tTelephone co*panies re now charging.
This nas been called by“a With i+ <he PCC dacisions have

emp.ec ©0o readjusy tes in a way <o recuce the possibilivies of

- o oan o n

a least uneconozic bypass, <hat is, wkere the cosv T0 the byrassers

Vaa
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exceets the cost panies in »roviding access, dus
there bYecause of & vhe rates chargel by the

televhone cozpan } rates oL tThe bypassers.

- LA

Zypass is nov for privete entivtives. (The
rnia s$Save goverazent concernel with how 0 recuce
lecomzunications coses ew technologies vha%t do nov
arily ezploy <he facili<d e velezhone c¢cozpany, such
ioas benefiting <h

alis
itz %
aces

ne

e

1y g

Q
e
S

It is true that wisth the
cozpany 2onopoly, local rates will to residential
subseriders decause they have heen Liciaries of %
present sysvexm.  Doll ravtes will fall - 2. subscribers as
2 class will benelit Ifroz vhat 2specy, depending on usage level. We
should perzit the use of new Technology wherever 1% is cost-eflfective
for <he Yenelit of socliety and in ways which woull inereasge
procuctivity. Do not pronivit the use of new technology or
compevition in order <o benelit <hose few who will Ye worse off. If
universal service is deemed an importent goal (2 working defimition
would be, Tor exazple, 95% of residences with easy access %0 2
te%epgone) the soluvtion zust bYe in the Zorz of soxme kinéd of targeved
subsicy.

f 2

loczal telephone

@O

Iu‘

The pro® ; henefis

AR

those who don's need i : Wny should
n0T such people vay <Sheir ‘ ? : ané foremost 2

srodlexn for <he Federal Government, 107 for the state commissions.
The Commission's goal should not he %o ensure universal service dus
0 assure that rates Track cosvs, that new <technologies are
encouragec in the zarxetylace in a way vhat will benefis society, ané
thav rates &o not cause excessive profiss.
2 we are going wo talk about universal service it shouvlé

navional universal service anc Congress anéd <the TCC should

arily ceal with <hat issue. If Congress deg¢icdes <trhat universal

phone service s asg izmportant as food, it could expand the Looé

» prograz to include purchases of <televirone service. Zhis zmey
notv We polivically feasidble vecause 1% is naré <o have explicis
subsidies. These appear as line items on budgets. It is easier

4 &
one can devise some sort of hidden sudbsidy, i one can provide a rate

svructure where people are paying 2 subsidy dut they don't really
zZuow 1%, like businesses and sczool cistricts ané even state
goveramenve.

Suppose that the Federal Goveran ges no% 4o such
thing ané it leaves the responsidilisy %o cates? 1% thas

-
w

o g o




83-02-01 AIJ/vEl

haprens, +
acminissra

wellare s%

e probdlex islatures. To avoid large
wive ¢ be part of The existing
Tucture

o
-

es €0 0% éeal with tne problem it
fel:ne rave. It would be necessary
1S sificetions test, which would be a
buréen. s : ccmpanies presuzadly would give
service on-y : oups dut it woulé rave vo figure out
soze way 02 enforcing the system. Perhans this would dDe by deciéding
that Oﬂly thoze “o qualify for Lood stamps woulé gualify <or <he
lifeline rate. In any event the xby 'a~ ©o0 be 2 carefully <targe<ted
°ub~‘dy. The current systexz is unfair ané unsusvtainzble with
compesition.

Bruce Carruune-s

i Lo -
- v -
is possivle %o i
0 imgtituse 3 pd
Mg
- g

31
O
Pe]

(M». Carrushers is 2 consul<eant in Was hingto 2, D.C. ané
appeared at the hearing av <the Commission's iavisasion.)

Recently Ca-o"n° there was a study under <he
The regar ~ng the eflects of feder
po icy changes on telephone user

The on ne companies i state

“
aa*:ici‘a:ed. e€ <o zocel h ects ov a 10=-
- e

y changes in CC

Taking into zccount all of <he changes né assuzming
adoction of TCC zethocology for access crarges »y <he state for
intrastate access, the study founé the revenue reguirezents per
subs iver lLine ‘ﬁcreaced on <he o"ce- 0f $9.50 <0 310 per zontk, on
the basis 0% the overall Locz2l von e Teguirezent de

roughly 525 fncluding business and resiience servics.

That nuzber varied by specific compan Tor selected szmall
rural independence the projecteld increase per cueto Zer was éramasie
ané much higher than %tihe $9.50.

Selecting demané elasticity useé in cer+ain situdies, it was
estimated that the increase would cause an averazge of 4.55% éroposs
0% resicdential customers. Tor <the small wural -ndoaeuce“u:, the
droposs would be zuch greater. I% was asgsumed that in cer<ain areas
That are generally poor, +the price elasvwicis would be higher <han
average.

If the situation of rural indeponéents in Califoraia -s
anyshing like that in North Caroilina, the concerns expresseé by 4hose
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2re By no neans overstated. There
cies vo rural companies 7o assure
%0 p*ovice universal service.

Carolina study vhen consilered ciffe
was usage-based rather <han =2
razstate NTS access coosts.
vhere are % : Drodlens: dypass, a.bitra'e po*nntial
besween interstase ané invras a-e access charges, and the curren<
privase :‘xe rave sTrucTure whi is lower <han exchange razve.
A Seconé alternative was zaintaining a bYusinesseresidenvial
Ze ial for the V”S agcess costs. During the soven-yna*
0% <he FCC's access plan, the TCC allowec 2 rav
ial 02 2 %0 1. OQhis coneept can de ca:.-ec over to
e, possidly with a greater &ifferenvtial and one which need
nate a% the engd of the “ransivtion perioé. Such 2

L2l would he intended <o subsicize residential users as a

a ¢

Tate
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wran
<o
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A robably not adyrodriate in
Califor d cre in.e'-LATA invrasvate Toll ravtes <o
£lses f;a: warges or access. This was priacipally
T0 benelis s in Nor<h Carolina.
er a»proach considerec was possible incregses in iatra=-
LATA Toll $0 0%%ses high subscriver access charges. Wwhav
consvrains this is the relav ve_y nigh price elasticisy of <woll
service w“_ch coulé cause repression of traffic if rote i{ncreases
substantial

nother zmeshod is assigning, at leasv ou 2 *'a“sitio 122
Dasis, some share of The rastate subscriver V"S cos <0 the
carrier access charges. This is consistent wish ? Doczn* 78=72.

Ioplexzenting mezsured use pricing fo- she lLocal exchange
service Zas zuch To be salid for it and has been covered by otzer
speakers. N0+ only =migh< this be a mechanisz <0 distridbute <the
durden £or access charges among users fairly, dus it =ay 2180
alleviate some of the need for capital investment in local exchaage.

he public zust be educatel as <o <The denefivs ¢f <his approach,
which will sake <izme. )

We also consicered 2 ban oa compe e iatrastate <oll and
excrange services. In our opinion This is ustainable.
Distinctions bYetween inters<tate ané iasr .a.e service are not
clear. Also many private network systens are heyoné <he ‘ uriséic
02 the Commission. Iastly, such 2 ban might resuls £ fec-.al
preenption.
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APPENDIX
Page 50

We also researcgied introducing an insrastete aigh-cost
~acvor paralleling that of the Joint Boari, ané pooling arrangezents
whlch wouléd cdistridute <thze Denefiss among szmall mural
Tals woule be reasonadle.

indepencdents.
Var 'ous exserunzl pudblicly aczinistered subsidy zechaniszs
a2l ~,o stuéd in regaré <0 "“‘versal ce.eyrone usage. These
wou:d call for omp sors of “axation ané sransfer of ‘an" Qb
3olitica_ realivies in North Caro_-na prec’"cﬁc sueh consicerations,
ané as <he federal level it is ever zore unlixely.

We revieweld dypass vechnology and coneluded thas It is 2
real prodblexm. We ‘ounc what in Norta Carolina users were highly
concentraved in cersain areas. There were wraffic lLevels wh‘c“ goulé
Justify access byaass ant potential users were sopris<ticazed aand
resourcefu_ anough “o varxe advantage of i<

e stucy also considered aabigul ne law which
lurred c‘stinczions bevsween federal ané =% Soxe
evolving Juriscictional conflicts were seen
Consuzers' Coalition of California (Ca=o0l Rodhin

— b ot

The Co:mission should proceed with ex
ga*c'ﬁb any ceregulation o’ *: velephone inc
esearch should be done delore this is ‘*ple:e-

hould
be concuceTed on thls subject in wvarious parws of

bt g3 «of

w3

This countsy has bYenefited Zrom compevision 2aé while <Zhere

-u-v- ,b e win

ey have been prodlems with monopoly selephone re a.-on, the effect
on szmall communities oust Ye considered. Telep*one regulation shouléd

not go vo The other extreze Jjust dYecause there have Yeern zistazes in
the pas<t.

(ENXD 07 A22ENDIX)
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27, 28, end 29, 19
the hearings, she parti
vatenents with addition

appears as an t0 this
basic concern nis droceedin

oL near-universal cotmunicasi

regulated monopoly But is becominn//

in recent years, abous 98% of -esidensial nouseholés

nave had telepnones, and i% iF safe %o say vhat even

- W oapiew W
business needling 2 %elepdkone ras dYeen able %0 afford oze.
Backzroun

To 2 great riversal service has hWeen “ado
/
wnereasingly pessidle over las: 50 gears Wy Leler ssate
governmental policy which o a,. od & ZOnOPOlist nicavions

stmucture, under regul at-on, which establish Tructures

what reguired Toll revenue s/: suppo-t a sigs il o]
’ixed costs of The local ??erhon network.l
iatercozpany <oll settlezent methods were esvtatlis

favoradle <o rural telephone companies.

e

the menders ¢f the Conmission were joine in
atements by Nevada Pudblic Service Commissioner Douglas
Ponn.

C Whether such suppor® cons® n

é L2 s0, how gress
a subsidy exists, is a subie
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ith this daczgrouznd in zind, we inisiaved %
Tion o present us with an overview 0fF 4he

tione for solving thezm. We 40 20

s
? oblezs we will
ten

d at <his
20re parties o taxze any action, Or T0 z2ake any

say

V .a

-
Fa~2s

Muad o

e it o

vpear 0 agree <hax

L]

ve peraivted Yetween LATAs, As contvexzplated by <the MIv.
dedase on the grouznd rules/for suchk cozpesition, however, which we

- e ¥

- ad

will address in 4he Zol 3/‘*5 secvion. The biggest dispute appeared

regarding whesther competivtion should hHe per=mi<ied wi<iain
Opinion here d‘vp*gbd gi.gnificantly.

2acific and fthe otker local exchango
The local oxchaﬂge company should

AS. f e MZJ <ok cace not to draw the o
se ¢cozpanies point out, iz order

- s W

[}
d .
ol 0 leave wthenm wisth

(See ZATA map.) The local companies believe That
revain 2% least shis vestige of <the forzer

the mer Toll 20n0D90ly
place even a worse fimancial draiz upon them, which cz2z only de

large increases in basic exchange service. Soze rural

frankly predict vankrupecey if <here i35 no difference

inter-IATA and iatra-IlATA competition.
The long-dis:ance companies refer %0 language oF %ze
the laver opiznion filed April 20, 1983 in TU.S. ¥ AT&T which

-7 =
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finalizes the LATAS.

P!

' W e

These c¢arriers point ouv thaz

such competition.

upon our part will increase

-~
L]

m

This ircludes
whic¢h now heas

exchange network entirely.
methodologies dbut cable T
capabilizy.6

A Zew
health of local
issues which no
subsidies are nec
%0 Congress and
through whe Tax
bailour schexes

not onl
TWO=~WAY VO

\'2

LY

£ z‘

'y

The hearing cugges
phone comdAan
ng r concern

- L3
w

ed

~
hnd

%
ies ané near-ual

o) whe Commission.
ea

The sTave 1eg
zechanisn.
for the opera

ing companies if meces

23

6 In Televi
California Supreme Cour* ceclded <h
regulate the one-way video/zerviee
relied upon the cistinevion bes wemn
communication capability/in reaching
Cal. Conet Art. XII § 5 defines as

- e
corporations or persors that "owrn,
for...the <

ine, plonT, Or syste
velegrapn nes sages..adirecsly or ind
broad language ma Pz; it ¢clear thavy T
not limited to tradivional landlin
(C£. Pacific Tel. & Tel. Co. v P
8 PUR 43h 582 ond 598.) Cabie v L
challenge PUC jurisdietion over two
argue that since <he primery service
services should also be unregulated.
in Appendix, page 43.
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v out <that the Court favors
nviconpesvitive stance
our part will increase which Ddypasses the

exchange nexwork entirely. wiseless

zeshodologlies Tuw o o} ata
capabilis 6

p
aring sugseﬁ}’a inancial
near-tniversal service are

ssfon v 2UC Y &7 Cal 228 82, *he

*
(1e56
. . * . -
w/cecided Thas we nave no Jjurisdiction o

-
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video service offered by caple IV. The Cours
weeion bewween sue

communicasion capadbilify in reaching i
Cal. Conss. Act. 'szy 3 defines as pud
corporations or persons that "own, Operate, convrol, or zanage a
line, plant, or sSystenm for...vne ITransnmiscion of telepzone and
telegraph zessages./.direcsly or indirectly Zfor the pudlic.” Thi
hrozd language nokes 1t clear <that tThe Commission’s jurisdietion is
not limived <o treditional landline telephone and zelegraph systexns.
(CZ. 2acific Mel. & Tel. Co. v S2CC [1975] 78 C2TC 123, absiracted a2
8 PUR 4%k 582 and 5¢98.) Cavle TV interests in <his proceeding do not
challenge 2UC jurisdiction over two-way comzunicastions they offer duz
argae that gince the primary service (7V) is unregulated, ancillary
services ghould also me unregulated. See statezent 07 Lo~Co Cadble TV
in Appendix.
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ceeding <o dase, we rave
an overview of issues.
g Yo decide what level of cozp

3ut i+ zeems only reasonani

Toblexs of finmancilal healsh of the local cozpanies and near-

-

aniversal service as inmterctelated, and we exphatically relecs the

novion Tthat mainztalining near-universal se=vice iz no% a2 mas<er o=

LY -t s Vi w

our concern. CJhe seconé paragrann ofF Public Teilisies Code § &59
=]

ads:
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Zvery sudbLi saall furnish amé zainvain

suca adegue ;usT, ajd reasonadle

v

service, iz - o5, eguipzenv, and
facilities, lephozﬁ/gzcilizies, as
defined in L the/Civil Cole, as 2re
necessary to »r ne safeky, nealsh, cozfors,
ané convenience as, exployees, and

the Iuhlic."

See also § 701, conferring upon < . supe
and regulatory powers.

T 4 - .
~% LS noteworshy % inilar arguzents were

¢t Court in pril , 1983% opinion:
"As its apyroval of SAhe degree and <re hasic
divesstisure plan imdicates, +<he Court bYelieves
n0% only +that competition in velecommunicasions
services and products zackets Lz reguired by law

but also +that speh cozpesivion will be znealih

nd will Yenef¥s she Azmerican people, ineluding
varticularly vhe Azerican consuzer. The Cours is
continuing sYrongly w0 foster the oblective of
competivi n,/Gn ~uding b7y such nmeasures as %ze
condivioning of judicial approval of exceptions
Irom The standard provisions of the decree upon
the grant by the Operating Companies of fair axnd

sual accesSs To carriers who wizsh t0 ¢ozmpete for

ne Invra~-lATA Wusiness. See 9p. 31-34 ianfra.
In a similar veln, the Court invends <o see %o =
vhat the division of AT&T's assets will n0% leave
the Operating Cozpaznies wish ouvdased eguipments
Zor the access 0f the smaller inserexchange
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[aa] [y
ATE&T re%tains +4he 205t nolern, <he
switches and other facilisies.

the Court al3¢0 expects %o 4o
ely can To streagthen <he
peraving Cozpanies vo function 2s

n0% dependent upon izordinate
- thelrs survival. Soze,

zaintain <hat t2e heazlth 0f 4he
i noT a legitizate coneern
o <ne Cour=. Couxt nas <akxen sizmilar
factors in%o ac efore, and it will do so
agzin now. TUnéder ablished legal principles,

s clearly free 4o consider the pudli

t5 broad sense 23 long 2s such
n does 1ot negave e oblectives of

552 P.,Supp. 2% 150-151.

he no doudt +vhasthe convinued
ilisy of Operating Cozpanies is in <he
udLic interest. These/companies will nexs
January assuze the resyoncinilisy 0F »roviding
baszic local welephone/service, and it is upon
thez, <00, <hat will/depend <he realization of
the goal of universal service; i.e., =the zoal o
providing alfordable <eleshone service %o 211,
including t2ose who are nos affluent or wh
reside in relatively isolated areas. Thas
objective will/retain all of ivs visalisy after
vhe reorganization of AT&T. The Court will
vherefore adnrove TATAS whigh <end =0 noeserve
ne edfectiveness and tne vianilisey of <he
2Tating ALomnantes.” (Mizeo, PD. (1-=13,
noses zitted, exmphasis added.)
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We will address <he igsue of
a new OII issued concurrensl
ates the individuwal applications
in parvicipating Iin ‘Those proceedings skould ob+vain 2 copy
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né "Non=Deminan+” Cazegori

Somewha% connegted <o <k
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mzendation b7 specializ
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or a7 LeasT erexchange
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coapetitors are free o0 compese wie: e regulatory oversi

They deny <ha%t they will /me "dozinan®t” afver divesgsisure ané

connection point %o the/:zpid growsn ané fLinancial nealv:r ofF
They/zaintalin that <Thege caltegorizations were

W7 the FCC with <he predivestiture Zell Systez organizasion

and an a%

T &

/
b - 4 )
<% 2 /prema:ure v 0 zake forzmal designatio

We will
ecibe what classificasions are

gppropriave a8
-

ntal decision on waether or 20% %0 perzis ¢
ave.

<n the predivestiture organizasion, |
27 the AT&T Zong Lines Depeariment. Afte:s
will dDecome an ATET subsidiary and will cerry .7 inverstase
calls dut alsoe intrzstate iater-IATL <raffic. anent naze has
no% been chosen for the new company, ané it { 0 herealter
as "3ell Interexchange.”
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Ra%e design

orefer a nmeasured service apyrozcih.
Tave structure could He devised which

2 measured

N0 one would want the service if the higher
gervice was affordable.

This zethod has any nuzber of variations, such as placin
everyone on zeasuref sercvice, or znaving 2 orexzium flav rave

residential category at a relatively nigh zontzly charge.

zall telephone cozpanies 40 not ofler lifeline service and
0 no% Tavor L% hecause

~evenue base %0
e%hers. Zegardin

o —heep

L <hese
s¢nedule which
gwiveh fron

aechanical %o

retirements. | are willing/%0 ¢o
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service after

upward pressur
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They also T in very szmal
neasured local

<3 a2ggravated by the flat agccess ¢harge sysvez
he neswori cannot presensly bhe dlocked
some user /cannot Zarze an inters<tate or invercity call.

ne:gork technology we cannot devise 2 lifelin
5 only" which would eliminave access charge
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etwork. (I% may e pessidle o design a

e These companies should By 20 means he <hought of as hackward in
their <echnology. The statements of their presidenvs indicave tzat
electronic equipment is advantageous %o thez and many such cozmpanies

already are heavy users of it and osher up-to-date producss as well.
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which does not include a "blocking" fea<ure but which would ¢ wé

&.- --i —“

"preziuc” access charges if insercity calls are placed.)
The recidential rate structure problen i one 0F ke zoss

J##quft
e e o W vk W

issues we face. 3ecause of <he var:n:y QL eguipzen<t
configuration aparoacn The rovien on a2 compaAnT-Dy-COTPany
vasis. We 125t resort because of L4
atwendant adzin

Ateess Cnarzea

LATA sysvez and i%s division of Tespons i9ilivies means
roz long-listance iraffic will mo longer be shared

[ =t

- * Somma? 4
Seti.elen TaG.a88 nNow LI

- ik oy -

/
/¢°V°.k ne PCC zas ordered
access charges %0 cngin n 084, (See discussion o2 7CC

ottt - W
Dockes T8~T72 avove under "Bacﬁground’")
We nave %axen PoSivion that any flat access charges
(those no%s dependent on o) snould ve imposed upon <he long-

Vaa's

distanee garrier : wsers. We 2ave appealel the FCLY

decision +o the L8 Tor %he ! o< Colum¥ia
10

irculis.
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op. 13-18, fooraotes °m¢tted):

et zay ao:*ov ,e_y be generalized that local
Telednone se'v‘cﬂ s Telatively zore relled upon
oy ind‘v‘dua- ané <hat long distance is zore
business~ors nted I8 %he cbjoczive 0L %elephone
service °vailab_e at reasonable raies <o a-_ is
0% o/oe *°Opa*d;zed, it is therefore zmos
imporvant that local ra<es not bve b"-d.“nd by
unnecessary inc¢reases. As the Courv repeasedly
vointed o"‘ in i%s ‘ugu i 1eg2, Onini ol

-
Ly
(espectally in connecSion with <he discussion oF

10 ’eon’e 0f =he S
n

“ate Cu:"o““_ and <he 2udblie U2
Conpiszion oF e S:ate = California v Federal Communi

OXZL3sion ang The un 9& SH2TeS 0L AREeTICA, JNQ. CO=i1&0V.




