provide any of the workpapers with Transmittal 2146 from which it derived its packet switching
BSE cost figures, and thus did not comply with Section 61.38 of the Commission’s Rules
governing packet switching. '* Southwestern Bell argued that its cost support was adequate
because that cost support was similar to the cost support it submitted in conJunctlon with
another packet switching filing in the past, Southwestern Bell’s MicroLink II service. ™ The
Bureau concluded that the prior packet switching filing cited by Southwestern Bell was not
relevant because that cost sapport was filed under a waiver of our cost support rules. '

68. The Bureau has misconstrued Southwestern Bell’s packet switching waiver. The BSEs
at issue in Transmlttal 2146 axe new BSEs to be avalhble thh Southwestem Bell’s MicroLink
II service. ' In the Southwestern Bell Proi ] ler, we found
that the detailed cost wpponmquimmentsofswonm 38wemnotnecessary w1thxupectto
MicroLink II service, because market conditions at that time made it unlikely that Southwestern
Bell would be able to in anti-competitive or otherwise improper pricing, and Section
61.38 cost support would be of little value in promoting our pro-competitive policies. ™
Nothing has occurred in the packet switching services market that would lead us to revise these
conclusions today. The packet switching services market is still highly compeuuve
Furthermore, in the Pait 69 ONA Order, we have adopted policies which permit

Sm:hm:m_kumm

toanevengwaterextentthanwasposslbleatthetme of the
] 3 ] ~ r. ' For these reasoms, and because none of the intervenors

agmnst Southwmlaﬂ’s direct case on this issue, we determine that our waiver of
Section 61.38 cost rales for Southwestern Bell's MicroLink II service should be
extended to the nine in Southwestern Bell’s Transmittal 2146. ™ We also conclude that
the cost support filed by Southwestern Bell for Transmittal 2146, as supplemented by its direct
case, is adequate in light of this waiver.

2. Southwestern Bell Access Service Request

69. SmﬂhwestelephstoreqmreD(Cstoubmtanaccessaemcerequcst ASR) to
order BSA/BSE combinations. In the ONA Investigatic : ( 2hat

: m Bell Telophone Company, Petition for
: MWMMWCWVM

! ONA-Jnvestigation Order, 7 FCC Red at 1518 n.32.

1991‘;’ Southwestern Bell Telephone Company, Transmittal 2146 Description and Justification (D&J), at 1-1 (filed Nov, 1,

on Wajver Review Order, 5 FCC Rcd at 164, para. 19.

Mﬂﬂy,&em&n@bdmhﬁﬂ%;«ehpﬂo BOCs to co with ESPs
onmm;uﬁedbnm and at the same time prevent BOCs engaging in unreuombpm ledxscnnnmnmet:n MMQEA Order,
6 FCC Rcd at 4525, para. 2.

. * The Commission has authority to grant waivers on its own motion under Section 1.3 of its rules, 47 CFR § 1.3, if there
is "good cause” to do so.
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Southwestern Bell’s ASR requirement might impose unnecessary additional costs on its
customers at the time they order ONA services. '*

70. Southwestern Bell maintains that use of ASRs is not a new requirement imposed for
ONA, but is the standardized vehicle developed by the Ordering and Billing Forum (OBF) that
apphies to all access services. Southwestern B:.Il‘mpued in OBF planning for ONA and
claims no participant raised objections to using i access ordering procedures for ONA
services. Southwestern Beil aleo states it uses ASRs as tracking documents that enabie it to

y with Commission requivements for annual reports on ordering and installation intervals
for ONA service ordered by Southwestern Bell affiliates. According to Smthyvestex}} Bell, any
alternative to ASRs would likely be a burdensome non-automated mechanism. ' Finally,
Southwestern Bell notes that its tariff establishes a procedure for converting customers from
feature group services to ONA on July 1, 1993, when feature group services are scheduled to
be ehmll’gated This procedure occurs automatically without requiring customers to submit
ASRs.

71. According to Sprint, the OBF was intended to develop a uniform ASR document and
procedures, not ONA implementation plans of individual companies. Spnntmamtmnsthatﬂlne
tariff review process, not the OBF, is the proper forum for considering ONA conversion plans. »

It is not clear to Sprint why only Southwestern Bell roquires ASRs, or why converting from
Feature Group service to the equivalent BSEs and BSA imvolves anything more than a record
change. ' Sprint recalls that it proposed allowing customers to submit letters to BOCs
describing which circuits to convert. Sprint also maintains that Southwestern Bell said it might
consider accepting ASRs on a per-LATA or a per-customer basis. ' o

72. Southwestern Bell has explained that its tariff permits converting from Feature Group
services to the equivalent BSEs and BSA without requiring ASRs. Southwestern Bell has also
established that its use of ASRs is a standard method for ordering services, which has been
developed in an appropriste industry forum. Southwestern Bell has also shown that taking
orders for ONA services without ASRs would be very burdensome, because it would preciude
Southwestern Bell from using the computerized procedures it has developed for filling orders
for other services. Alternatively, Sprint has not provided a good reason for the Commission
to interfere with the OBF and extend regulation into an area in which we have not exercised
our jurisdiction. Nor has Sprint explained why automatic conversion at the time Feature Group
service offerings are eliminated is not a reasonable alternative. Accordingly, we conclude that
Southwestern Bell’s use of ASRs does not impose unnecessary additional costs on ONA
customers, and that this is not an unreasonable practice.

3. Ameritech Call Detail Recording Tariff

" ONA Investigation Order, 7 FCC Red at 1521, para. 67.

¥ Id. st 16-20.

1% Southwestern Bell Reply at 15. See 6 FCC Red at 4528, para. 20 (Feature Group service offerings
are to be climinated when the BOCs i Tates into their price caps.)

' Sprint Opposition at 7-8.

“Iid at9.

“ 14, at 10 n.12.
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73. The Bureau directed Ameritech to explain why its Call Detail Recording (CDR) BSE
was not a detariffed billing and collection service. Ameritech argues that, "[w]hile call detail
reports may be used for billing and collection purposes, rtlsnotndemcalto[Amerkech’s]
billing and collection service." ' Ameritech asserts that CDR was developed on a Feature

Group-specific basis to provide BSPs with specific kinds of call detail they ted in the
ONApmoeedmg Ameritech maintains that billing amd collection service is different because
Amemechsmmngandoolhcmnmoemcordsmthecmwmersmfﬁc,manmm
Group-specific, and contains additional call detail necessary for billing purposes. '* Amentech
also notes that CDR was included in its ONA plan approved by the Commission. *

74. We have defined billing and collection as "recording [merexchange carrier (IC)]
message detail, aggregating the details to create individual messages (a completed call originated
by an IC’s end user), applying the IC’s rates to such messages, processing these rated messages
into customer invoice form, mailing bills, collecting payments, accepting customer deposts,
handling customer inquiries and investigating billing evasion activities." '* This definition does
m“clmcmwmmmmmawmwlﬁcmsu,mcanmumrdhg
tailored to the specific needs of BSPs. Ameritech admits that its CDR service "may be used
for billing and collection purposes.” '“ For these reasons, we conclude that Ameritech’s
descrmuonofCDRdoosnetmly this service from the services we detariffed

Biilin: ction Order. ore, Ameritech is required to remove material
regamdmg CDR servxce from its tariff. '’

B. Non-designated Issues
1. Adequacy of SCIS Redaction II

75. Background. The SCIS Disclosune Order ondered Bellcore to make available to
intervenors in the investigation a version of SCIS with proprietary information redacted from
the model and documentation, and also established procedures by which parties in the ONA

2 Ameritech Direct Case at 10.

. wd. Ameritech does not specify in its direct case what this additional information is, or what kind of billing it is collected
or.

14 Ameritech Direct Case at 10-11.

" of Billing and Collection Services, CC Docket No. 85-88, 102 FCC 2d 1150, 1151 n.2 (1986)
i . eCommMrmnTmelmMonw«cnndauﬂrecordmgmm,hnonl 1 or
conversion to equal access, whichever came later. See Billing and Collection Order, 102 FCC 2d at 1174, Amgmg
Tagiff Order, 7 FCC Rcd at 261-62, para. 34.

“¢ Ameritech Direct Case at 10.

”Wemmmwuwawumbm“CDRﬁcnuONAﬂu.Amuhtnoﬂ’m
69 of the Commission’s Rules Relating to the Creation of Access Charge Subelements for Open Network Architecture, CC
Docket No. 89-79, 7 FCC Red 811, 812, para. 4 (Com.Car.Bur. 1992). We have stated that we would "not look favorably
upon the BOCs’ mﬂldrawalofmﬂntwm edmderNAphu Filing and Review of Open Network
Architecture Plans, CC Docket No. 88-2, Phase I, 6 FCC Rod 7646, 7653, para. 10 (1991). Thus, Ameritech requested a
wnvuofﬁewmmwﬂanMCDRﬁmnhnﬁh bmunnwumﬂeonﬁcungmforﬁat
service. TbeBumugnmdﬂmwv«mamvebulmmewwomeofdmmvmgmon The Commission
hereby finds Ameritech’s petition for waiver regarding this service moot.
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tariff investigation may examine this redacted version of SCIS. '“ The redacted model and
procedures were expected to permit the maximum extent of public paxuclpanon in the ONA
tariff investigation consistent with adequate protection of proprietary materials. '

76. Pleadings. Several imtervenors assert that the information made available to them does
not permit them to fully participate in the investigation.'® Ad Hoc asserts that more than
competxtlvelysens:uvemformwhasbeenmdlmd"‘ Some parties believe they should be
permitted to see SCIS inputs to determine whether they are reasonable. ' Many intervenors
complain that, because they were allowed to examine ome version of the model for only one
switch type, ﬂleywemnotpemmedtoseethceﬁectof&ffemscmversmnsordﬁm
technology mixes on SCIS ' Sprint alleges that there may be "stand alone” modules
ofSClSorSCMusedtodeveopBSEratesthatwemnotpmvxdedtomtervenms

77. Ad Hoc and Sprint argue that redactions should be unnecessary for intervenors signing
nondisclosure agreements. ™ MCI contends that the restriction against signatories to the
nondisclosure agreemeat communicating with each other is unreasonable. 6 “Ad Hoc asserts
that its examination of Redaction II was u hmptmdbyllellcomsprovmonofa
slow computer, and by software that scemed to " " after five or six SCIS runs. ' Allnet

rg)hmsthatnwasnmpummdwexmnemnwnhoutﬁmtgwmgupmon
Allnet criticizes the Commission for not "ruling” on the reasonableness of Redaction II

“* Commission Requirements for Cost Support Material To Be Filed with Open Network Architecture Access Tariffs, 7
FCC Red 1526 (Com.Car.Bur. 1992) (SCIS Disclosure Ordey).

' SCIS Disclosure Order, 7 FCC Rod at 1534, para. 42. Some intervenors alleged that, in Bellcore’s initial response,
M.hmmmmmmmofmmmmma@ym“bbeoenouoly
deficient. QNA Rescheduling Op 7PCCRodat5307pan3 Sea.alap MCI Opposition at 29-32. As a result, the Bureau

a sevond redacted model within the rnenl

set by the i . ONA Reechedul Ma”(ﬂpm4 A more ducnpuonof
this second redacted , hereafter refe wou'RedwuonII and the associated nondisclosure agreements, are
in the j whxcbweadopttodny ConmmochqumemforConSupportMnernl

SCIS Disclosure Roconsideration Order,
To Be Filed with Open Network Architecture Access Tariffs, FCC 93-531 (adopted December 2, 1993) (SCIS Disclogure
Reconsideration Order).

% Sprint Opposition at 1-3; MCI Opposition at 3-4, 33-34; Metromedia Opposition at 4; Ad Hoc Opposition at 6.

! Ad Hoc Opposition, Appendix I at 4. See also Sprint Opposition at 5 (details of capital cost calculation and definition
of "getting started costs" have been redacted).

1% Sprint Opposition at 3; MCI Opposition at 28-29; Alinet Opposition at 2-3; Wiltel Opposition at 20.

158 .
Sprint Opposition at 3-5; AT&T Opposition at 9-12; Metromedia Opposition at 9-13; Ad Hoc Opposition, Appendix I
at 12-13; Alinet Opposition at 6-7; Wiltel Opposition at 19.

1% Sprint Opposition at 5.
1 Ad Hoc Opposition at 4-6; Sprint Opposition at 7.
1% MCI Opposition at 33-34.
" Ad Hoc Opposition, Appendix I, at 3-4.
' Allnet Opposition at 8-9.
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prior to the filing of oppositions to direct cases. '

78. Discussion. As a threshold matter, we first conclude that the Burean properly
determined that nondisclosure agreements alone would not be sufficient to protect the vendors’
competitive interests or the Commission’s interests in program effectiveness, and instead relied
on the redaction procedures, cospled with the indepemdest auditor's report and staff review.
In our decision in the Allgpt Order, '“ we recognized that such determinations involve the
exercise of the agency’s discretionary disclosare authority rather than FOIA requirements, and
so deferred consideration of the discretionary procedures adopted in the Bureau’s SCIS
Disclosure Order to a subsequent order. We have now reviewed the Bureau’s discretionary
procedures as finalty mplemate(‘i(, and in the compamion SCIS Disclosure Recosgideration
Order approve those procedures. '“ For preseat purposes we nee mphasize
statements that vendors would consider withdrawing or limiting their participation in the SCIS
model process if proprietary data were disclosed in full subject omly to nondisclosure
agreements. The serious implications of such a withdrawal for the effective implementation of
ONA were described in the Allmet Order. '“ While cited there to support the program
effectiveness prong of ion 4 of the FOIA, the implications equally support the Bureau’s
determination as a matter of discretionary disclosure processes, that nondisclosure agreements
would not sufficiently safeguard the ONA implementation process that disclosure of sensitive
vendor data, subject only t such agreements, should be required. '

79. Redaction II resulted from a compromise designed to allow adequate access to SCIS
documentation and software by interested parties without revealing proprietary information used
in the model. ** All the SCIS/SCM redactions were necessary to prevent disclosure of
information proprietary to the switch vendors or Bellcore. '“ For example, disclosure of certain
elements of the SCIS model could reveal switch design information, or could reveal information
regarding negotiated switch prices, which switch vendors consider proprietary. '® The SCIS

'% Alinet Opposition at 8-9. The Bareau concluded in the i that the proper procedural vehicle for
comments on the Redaction II process would be oppositions to s’ ct cases. ONA Rescheduling Order, 7 FCC Red
at 5308, para. 10. Alinet has provided no reason to question this conclusion.

1 Allpet Order, 7 FCC Rod 6329 at n. 7.

! See n. 149, supra. MCI’s contemtion respecting communication between signatories to nondisclosure agreements was
also raised in its application for review of the SCIS Disclosure Order, and is considered in the Companion Order.

'© Alinet Order, 7 FCC Red at 6330, para. 17. See also Allnet Communications Services, Inc. (FOIA Control No. 92-
149), 8 PCC Rcd 5629 (1993).

'® Unusual procedures were necessary in the ONA context to emsble a degree of intervenor access to these proprietary
models and proprietary vendor data, including the requirement of an independent review of the software model. While we
cannot rule out the proapect thiet'some subseguent rate development method will catail a similar procedure, carriers should not”
routinely support proposed rates through the use of proprietary models or data. This entails substantial additional burdens on
carriers, intervenors and Commisaion staff in order to ensure intervemors maximum access consistent with protection of
proprietary materials. Therefore, when carriers rely on such materials to support tariff filings, they bear a substantial, initial
burden of demonstrating the circumstances that preciude reliance on publicly available data.

1% Southwestern Bell Reply, Exh. 1 at 1; BellSouth Reply at 21.

1S pacTel Reply at 3; Southwestern Bell Reply, Exh. 1 at 2; BeliSouth Reply at 20; Ameritech Reply, Att. B at 1-2; Bell
Atlantic Reply at 3. See also US West Reply at 8-9.

' Southwestern Bell Reply, Exh. 1 at 2; NYNEX Reply, App. at 2; Ameritech Reply, Att. B at 1. See also US West
Reply at 13-14.
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algorithms must also be kopt confidential to protect ] Bellcore’s substantial investment in SCIS,
and the income it cams from SCIS licensing fees. ' Moreover, it is not clear that disclosure
ofalgonthmswouldhoipmmtodewrmhwwlwmthcmodelcalculates switching costs
properly. '* Finally, some imtervenors purchase switches from AT&T and Northern Telecom,
and providing unredacted SCIS access to these intervenors would give them a particular
competitive advantage in negotiations over switch prices. This information is so sensitive in
this hotly competitive market that the dangers of disclosure outweigh benefits gained in their
release.

80. We conclude that the redactions did mot prevest interested parties from making a
meaningful review of SCIS for purposes of evaluating the ONA tariffs. The intervenors were
able to conduct sensitivity analyses, i.c., to examime how changes in SCIS inputs affect SCIS
outputs, on most of the relevant SCIS inputs. These sensitivity analyses, in addition to the
information in the Andersen Report, enabled the intervenors to raise specific questions regarding
the reasonableness of the cost and rate development. ' For example, intervenors brought to
our attention the issue of the age of traffic data and SCIS versions. " Intervenors also raised
several specific issues regarding US West’s SCM model. ' We conclude that the restrictions
placed by Bellcore and US West on the examination of Redaction II permitted intervenors an

adequate opportunity for review.

2. Adequacy of Andersen Report

81. SeverdmmenomcrhmzeﬂwAndcmennq)onuenhermaocurateormmfﬁmenﬂy
detailed. Wiltel criticizes Andersen for concluding that the costing principles inherent in SCIS
are reasomable without deecribing the standards by which those costing principles were
evaluated. Wiltel also contends that Andersen did not discuss alleged inconsistencies between
theAmgeStudym SCIS and the long run incremental cost analysis SCIS is supposed
to produce. Wiltel nmuﬂmtAndemwverglunﬁadvmauontSEmtesdueto
differences in actual cost characteristics among BOCs. '" Metromedia and Wiltel complain that
Andersen performed sensitivity analyses on the BSEs of all BOCs on an aggregated basis, rather

R l“" So;nhwelwm Bell Reply, Exh. 1 at 3-4; Ameritech Reply, Att. B at 2; NYNEX Reply, App. at 3-4. See algo US West
eply at 9.

'® Bell Atlantic Reply at 34,
'® NYNEX Reply, App. at 3.

m _S_%_I?JNEX Reply, App. at 4; Ameritech Reply, Att. B at 2; Southwestern Bell Reply, Exh. 1 at 4. See also US West
Reply at 9-10.

" Supplemental Andersen Report, Exh. 5-6; Wiltel Opposition at 30-31.
' Supplemental Andersen Report at Exh. 10; MCI Opposition at 32.

'™ We have established in Orders that the information in SCIS is exempt from mandatory public disclosure under
Exemon4ofﬂwl=reedomo}lnfmm SUSC. §5520)4). See. c.3 AﬂnuCommcauonSerku,POlA '
Control No. 92-266, Memorandum Opinion and Order, 7 FCC Rod 6329 (1992) (Alinet FQ idery
AllnetCommumuomSerweu Inc. v. FCC, 800 F.Supp. 984 (D.D.C., 1992), sppeal d
Services, Inc. v. FCC, No. 92-5351 ®.C. Cu' September 25, 1992).

ocketed, Allnet Co

POCRUALAL,

"‘le'l‘elOpponuonatZO-ZS See also MCI Opposition, Appendix, at 3-4 (asserting some differences in actual cost
characteristics described by Andersen are open to BOC manipulation). ¢
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than BOC by BOC. ' Alinet notes that the Aadersen Report found that SCIS/SCM models
assume BOCs do not build "more or less ity than prescribed by engineering rules.” '™
Allnet asserts that, because of this assumption, has little to do with real world costs, and
calls this a "fatal flaw” in the model. '” Alinet alleges that Andersen is biased in favor of the

BOCs. '™

82. Andersen concluded in its report that, although SCIS permits users fairly wide
discretion in selecting variables, the SCIS model itself is fundamentally sound. This finding
is consistent with the findings of the Commission’s review of the SCIS models submitted to us
in camera in December 1991. '™  Furthermore, the results of Andersen’s analysis were
consistent with our conclusions, based on independent staff review, reganding the appropriate
treatment for BellSouth’s model office development, '* noncurrent SCIS madels and traffic
data, ' average or marginal SCIS studies, ' and embedded or prospective technology mixes. *®

The staff review process did not duplicate the Andersen effort, but examined proprietary
materials from additional or different perspectives. The different emphases of each approach,
however, add to the scope of review and emable us to determine, contrary to Allnet’s
unsupported assertion, that the Andersen study is free of bias.

83. The issues raised by Wiltel regarding sources of BSE rate variation or whether the
SCIS Average Study option results in long run rates do not in any way cast doubt on
Andersen’s conclusion that SCIS is fundamentally sound. In the Supplemental Report submitted
at the direction of the Commission staff, Andersen explains in more detail the procedures it
used to evaluate SCIS costing principles. '* We have examined Andersen’s supplemental report
in light of Commission s imdependent review of the models, and we find this explanation
to be adequate. The SCIS model is internally valid; as described above, our concems and
revisions 0 BOC ratemaking ices involving SCIS-based rates are directed at specific
exercises of the discretion carriers by the model, not at the model’s internal structure.
It is not a criticism of the model proper to constrain the SCIS user’s assumptions, or factual
inputs, to assure their reasonableness, and we have done 30 in several respects as suminarized
in the following paragrmaph. Finally, Alinet’s assertions that BOCs ignore engineering
specifications while installing switches, are at best speculative, and do not merit further

'™ Metromedia Opposition at 13; Wiltel Opposition at 23-29,
'™ Alinet Opposition at 3.

" i,

'™ Alinet Opposition at 2.

'™ SCIS In Camera Order, 7 FCC Red at 524, para. 22.

'® Section I11.B.1. of this Order, sypra.

™ Section II.B.2 of this Order, suprs.

12 Section II.C.1. of this Order, gmga.

'® Section IIL.D.1. of this Order, gypra.

' Supplemental Andersen Report, Exh. 1-3.
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consideration. '*
V. CONCLUSION

84. In this Order, we have: prescribed that BOCs should base their BSE rates on forward-
looking technology mixes; limited presumptively reasonable overhead loadings to reasonable
levels; directed that the cost of money factor used to compute unit investment be set equal to
the authorized rate of retamn; directed BOCs to use recent SCIS models and traffic studies
when performing investment studies; and prohibited son-uniform overhead loadings based on
jurisdictional arbitrage. These decisions have i reduced the rate variation in BSE
rates of different BOCs“ but without unduly limiting the flexibility intended and permitted by
our new service rules.'® The remaining rate variation results from genuine cost differences
attributable to differences in demand characteristics or service areas, and is not by itself
indicative of unreasonable rates.'"”

85. In this Order, we direct Ameritech, Bell Atlantic, NYNEX, Pacific Bell, Nevada
Bell, and Southwestern Bell to recalculate their BSE rates using a cost of money factor no
higher than 11.25 percent. We require Ameritech and NYNEX to recalculate their BSE rates
using a prospective technology mix. We direct BeilSouth to adjust its BSE rates to reflect an
administrative overhead factor consistent with the ARMIS-based overhead factor described in
Attachment C of this Order, or to provide substantial justification for a different approach.
We require NYNEX to set its Three Way Calling BSE rate no higher than its total unit costs
for that BSE. We direct Ameritech to withdraw its CDR BSE from its tariff. With respect to
US West, we have concluded that its BSE rates filed on November 1, 1991, based in on
SCIS and in part on SCM, are incongistent with the Part 69 ONA Order requiring BSE rates
to be developed using a comsistent methodology, and with our requirement that up-to-date
software be used for investment studies. We also direct US West to recalculate these rates,
based on representative model offices, and an administrative overhead factor consistent with
the ARMIS- overhead loading factor test described in Attachment C of this Order, or to
provide substantial justification for a different approach.

VI. ORDERING CLAUSES

86. Accordingly, pursuant to Sections 4(i), 4(j), 201(b), 203(c), 204(a), 205, and 403 of
the Communications Act, 47 U.S.C. §§ 154(i), 154(j), 201(b), 203(c), 204(a), 205, and 403,
WE FIND that the Open Network Architecture rates of the Ameritech Operating Companies,
Bell Atlantic Telephone Companies, BellSouth Telephone Companies, New York Telephone
Company and New England Telephone and Telegraph Company, Pacific Bell, Nevada Bell,
Southwestern Bell Te Company, and US West Communications, Inc., ARE
UNLAWFUL for the those rates were in effect.

87. Accordingly, IT IS ORDERED that Ameritech Operating Compaaies, Bell Atlastic
Telephone Companies, BellSouth Telephone Companies, New York Telephone Company and
New England Telephone and Telegraph Company, Pacific Bell, Nevada Bell, Southwestern

" Alinet Opposition at 2.
' For a discussion of the relevance of BSE rate variation, see Section II.A. of this Order, supra.

. " Ameritech Reply at 2; PacTel Reply at 1-2; Southwestern Bell Reply at 8; NYNEX Reply at 6; Bell Atlantic Reply at
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Bell Telephone Company, and US West Communications, Inc., SHALL FILE tariff revisions
reflecting our findings in this investigation, as specified in paragraph 85 of this Order, no later
than 10 days from the release date of this Order. For this purpose, we waive Sections 61.58
and 61.59 of the Commission’s Rules, 47 C.F.R. §§ 61.58, 61.59, and assign Special
Permission No. 93-1163.

88. IT IS FURTHER ORDERED that, pursuant to Sections 4(i) and 205 of the

Communications Act, 47 U.S.C. §§ 154(i), 205, WE PRESCRIBE that carriers implementing

Network Architecture requirements shall base their ratemaking process on their estimate

of the prospective (i.e., ‘ ) investment necessary to provide and maintain these
services, rather than em or booked costs associated with existing plant.

89. IT IS FURTHER ORDERED that authority is delegated to the Chief, Common
Carrier Bureau, as specified herein, to effect the decisions set forth above.

90. IT IS FURTHER ORDERED that the motion to accept late filed pleading, filed by
the Amenean Telephone and Telegraph Co., IS GRANTED.

91. IT IS FURTHER ORDERED that the motion to accept late filed pleading, filed by
the Metromedia Communications Corporation, IS GRANTED. ’

92. IT IS FURTHER ORDERED that the motion to accept late filed pleading, filed by
the Williams Telecommunications Group, Inc., IS GRANTED. '

93. IT IS FURTHER ORDERED that a waiver of Section 61.38 of the Commission’s
Rules, 47 C.F.R. § 61.38, IS GRANTED to Southwestern Bell Telephone Company with
respect to its packet switching BSE rates filed in Transmittal No. 2146.

94. IT IS FURTHER ORDERED that the petition for waiver of the Part 69 ONA Order
filed by Ameritech Operating Companies, IS DISMISSED AS MOOT.

95. IT IS FURTHER ORDERED that the investigation and accounting order imposed by
the Common Carrier Bureau in CC Docket No. 92-91 IS TERMINATED, with respect to the
Ameritech Operating Compenies, Bell Atlantic Telephone Companies, BellSouth Telephone
Companies, New York Telephone Company and New England Telephone and Telegraph
Company, Pacific Bell, Nevada Bell, and Southwestern Bell Telephone Company. '

FEDERAL COMMUNICATIONS COMMISSION

Lllor, 7 e
William F. Caton
Acting Secretary
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The Ameritech Operating Companies (ma:itodzi

The Bell Atlantic Telephone Companies (Bell Atlantic)
The BellSouth Telephone Companies (BellSouth)

The NYNEX Telephone Companies (NYNEX)

Pacific Bell

Nevada Bell

Southwestern Bell Telephone Campeny (Southwestern Bell)
US West Comunications, Inc. (US West)

Parties Filing Supplemsntal Direct Cases

Rartiss Filing Qupasiticns to Direct Cases
Qctobar 16, 1991
Ad Hoc Telecommunications Users Committee (Ad Hoc)
Allnet Communication Services, Inc. (Allnet)
American Telephone and Telegraph Company (ATST)
General Services Administration (GSA)
MCI Telecowmmications Corporation - (MCI)
Metromedia Commumnications Corporation (Mstromedia)
US Sprint Camunications Company Limited Partnership (Sprint)
Williams Telecommmnications Group, Inc. (WilTel)



Ameritech -

Bell Atlantic

BellSouth

NYNEX

PacTel (Joint Reply filed by Pacific Bell and Nevada Bell)
So;.mmestem Bell '

US West



Attachment B

ESTIMATED EFFECT OF COMMISSION ECONOMIC DETERMINATIONS ON BSE RATES AND VARIANCE

o——

S OBOO0D

NOTES:

The revieed rates include the following revisions where applicable:

1. Cost of money le reduced 10 11.25 percent.
2. Voluntary BOC corrections.

'3, Prospective switching technology.
4. Current version of SCIS,

1|ORIGINAL RATES * (LN 10, OOL 1)
2|REVSED RATES N 11, 00L 1) $8.18 $0.000334
3|OIFFE . 0 {$0.006213} $0.02 ($10.1
ANZ2-IN1)
) "CHANGE 0 —3% 2% —1a%
NS/ ,
5|8TK Vi ; AL RATES** 6587 20601 0.34 34.30
6| STATISTICAL VAMANCE; REVISED RATES 51.87 6826~ 0.1 T7.
7| PERGENT CHANGE _ - —2i%]. —T9% —Ti% —Tom
NS_LN4/ING ‘
8] CONTRIBUTION TO TOTAL BSE REVENUES (§) $61,267 $%2,103,742 $250,963 $287,583
9| CONTRIBUTION TO TOTAL BSE ACVENUES (%)*+* 0.1 T% _0.74% 0.85%|

* TRP rates have been adjusted to reflect the same rate structures, 6.9., Ameritech for Multiine Hunt Group provides a rate for a group of lines, whereas the other
BOCs offer Muliline Hunt Group on a per line basis. For this analysis, Ameritech’s rate was adjusted 10 reflect a per line rate.
** Variance is a statistical measure computed by summing the aqueres of the difference between individual values and thelr average and dividing by the number of

values

*s« The total anticipated revenus for alt BSEs Is $47,196,178 however the percentages are based on $33,839,056. The ditference resuits from excluding as an outlier

Ameritech’s Calied Directory Numbaer Delivery VA S00 NXX BSE with estimated revenues of $13,357,122.
SOURCE: Independent Review of SGIS/SOM; Supplemental Sensllivity Analysss, Jenuary 14, 1983, Rune 1 and 4.



Attachment C

1. The Common Carrier Bureau has analyzed the data provided by the
BOCs in their Open Network Architecture (ONA) filings and in their
direct cases in response to the Wmmn_o_:_dg:’ in support of
rates for basic service elements (BSEs). These data include invest-
ment, direct costs, and overheads associated with providing BSEs on a
per unit basis. These data were analyzed as described in this Attach-
ment to assess the reasonableness of the BOCs’ BSE rates.

2. The instant order requires that BOCs make various adjustments to
their SCIS models and the post-SCIS treatment of investment. The
Bureau believes that when the BOCs refile cost support in accordance
with these requirements, the unit investments will be reasonable.
Moreover, in several instances, we have determined that the direct
costs and overheads proposed by the BOCs are overstated. :

3. The Bureau evaluated the relationship of direct cost to direct
investment for the BSEs.’ Although we authorized some carrier flexi-
bility in costing methodology in the Part 69/ONA Order’, we.are con-
cerned that in many instances BOCs provide direct costs ratios that
appear higher than their historical levels. We do not find adequate
explanationin either the filings or direct cases and we have therefore
sought some other method to identify reasonable costs.

4. Themost reliable information before us on relationships between
direct costs and direct investment is in the ARMIS database. As a basis
of comparison, the Bureau computed ratios of direct cost to direct
investment from data for the local switching element in ARMIS.' While

! See 7 FCCRecd 1512, Common Carrier Bureau, 1992 (ONA Investigation
Qrder) .

2 Companies are required, as part of their new services showing, to
provide us with these ratios.

! sSee 6 FCC Rcd at 4531.

! The Bureau computed the direct costs, total costs, and investment

from ARMIS using data from ARMIS charts 43-01 and 43-04. Plant costs
were developed using plant amounts reported in ARMIS chart 43-04,



the cost categories in ARMIS are not specifically identified as direct
costs or overheads, analyses of the costs claimed by the companies
reveals that some categories can be identified exclusively as either
direct costs or as overheads, while some categories include both kinds
of costs.

5. The direct costs for the local switching element in ARMIS in-
clude, at aminimum, the plant specificexpenses, depreciation, return,
and taxes assocliated with central office equipment, informa-
tion/originationterminationequipment, andcableandwirefacilities.
Overhead costs include the plant specific expenses, depreciation,
return, and taxes associated with general support facilities, and the
two categories of expense reported in ARMIS as Customer Operations-
Marketingand CorporateOperations expenses. Theonlyother categories
of expenses in ARMIS are the Plant Non-specific and Customer Opera-
tions-Services categories. These categories in ARMIS contain both

direct and overhead expenses. Because these two categories contain .

bothdirect and overhead costs, we computed an upper 1imit of thedirect
cost to direct investment ratio from this data, assuming all of the
costs in these categories is direct cost.

6. Although the ratio of direct costs to direct investment may vary
among services in a category, this upper limit should be large enough to
capture all but the most unusual cases. Therefore, we believe that this
upper limit ratio appears to be the maximum reasonable ratio of direct
cost to investment for any individual service included in a category,
absent a justification from the company.

7. Reasonable overhead loading factors were estimated in a similar

computed at the authorized rate of returnof 11.25 percent. Taxes were
computed at the tax rate implicit in the ARMIS report. Since the ratios
derived from ARMIS data appear to be fairly consistent over time, the
analysis used data for 1991, the latest year available.

L

following chart. Refiled rates for all BOCs should not reflect direct
costs and overheads ratios greater than the upper limits reflected on

the chart.

-2- ’

The results, using the ANI BSE as an example, are displayed on the



manner. As explained above, there are two categories of costs that
contain both direct and overhead costs. We computed an upper limit of
overhead cost to total cost from this data, assuming all of the costs in
these categories are overhead costs. The ratios of the total costs for
BSEs to the direct costs were computed to determine the overhead
loadings factors used by the BOCs. We compared these ratios to the
upper limit of the ratio of the switching costs to direct switching

costs computed from ARMIS.

8. The new services showing allows companies to set their rates at
direct costs plus reasonable overhead loadings. We believe the upper
limit overhead loading factor computed from ARMIS is the maximum
overhead loadingwhichis reasonable, absent furtherexplanationby the
companies. Companies have offered no explanation for the need for
greater than normal overhead loadings in the case of ONA. Therefore, as
explained in text, the companies’ overhead loadings will be limited to
the benchmark computed from the ARMIS data absent a justification for
any greater loadings.
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