
2300 N Street, NW
Suite 600
Washington, DC 20037
Phone 202/663-9060
Fax 202/663-9065

DOCKET FILE COpy ORIGINAL

December 23, 1994

Mr. Bill Caton
Acting Secretary
Federal Communications Commission
Room 222
1919 M Street, N.W.
Washington, D.C. 20554

Robert E. Lloyd
Vice President

Government Relations

REceiVED.23.

Re: Safeguards to Improve
the Administration ofInterstate
Access Tariff and Revenue
Distribution Processes

Written Ex Parte Notice
CC Docket No. 93-6

Dear Mr. Caton:

On December 22, 1994, NECA representative Robert E. Lloyd met with Lauren
Belvin, Senior Advisor to Commissioner James Quello, to discuss the NECA
Safeguards Notice ofProposed Rulemaking. (see attached).

Please acknowledge receipt hereof by affixing a notation on the duplicate copy of
this letter furnished herewith for such purposes and remitting same to bearer.

cc: L. Belvin
No. of Copiesrec'd~
listABCDE



RECEIVED

tOfC 2 319M
FEDERN.. CCWMUNICATIONS COMMlSSlOO

OFFICE OF THE SECRETARY
SAFEGUARDS TO IMPROVE THE ADMINISTRA TION OF THE

fNTERSTA TE ACCESS TARIFF AND REVENUE DISTRIBUTION PROCESSES

In the spring of 1989, the Federal Communications CommiSSion ("FCC" or
'Commission ') commenced a survey audIt of the National Exchange Camer ASSOCiation
Inc ("NECA"). This audit focused on the settlement process and certain adjustments to
the Common Ltne Pool during the last quarter of 1988. On November 9, 1990 In
response to the audit's findings that certain improper pool reporting transactions had taken
place, the CommIssIon issued four Notices of Apparent Liability to individual Bell
Operating Companies and a letter to the NECA Board of Directors. Pursuant to FCC
directives. NECA hired an independent auditor, Emst & Young (E&Y) to review certain
Common Line Pool adjustments for 1988 and 1989 and to recommend safeguards to
prevent future occurrences of improper transactions.

On December 9, 1991, NECA tiled two detailed reports with the FCC. The first was
an E&Y report which evaluated the aforementioned Subset I Common line Pool
adjustments. The second was an E&Y report on additional safeguards that could be
implemented, as well as NECA responses to theM reconvnendation. ~ NECA Chai""."
Ware stated in his December 9. 1991, letter to the Commission. "E&Y noted that
substantial changes in NECA's pooling environment and operations have occurred since
the Common Line Pool became voluntary in April 1989, and that a number of important
safeguards have evolved as a result of these changes."

NECA's response to the Safeguards Report shOMd that it had voluntarily taken
several initiatives to respond to Commislk»n concerns prior to tM is.uanee ot the E&Y
report. For example, NECA otuined the necetIIIY waiverl to condud an election of two
"outside" directors for its 1992 eo.d and to anow theM directors to participate in the
Board pooling committ.... Two outside directors pMici•• in the critical Universal
Service/Lifeline Bc.d Committ... In addition, NECA formalized its requirements for the
creation and ongoing opetIltion of eo.d lUbcommitt.... by revising its By-iNS. Explicit
statements of NECA eo.a n sWf reIPO"Iibilitiei for compI~ with Commission rules
have been adopted. "'IIIy, the NECA 80Ird adopted In open outside director election
and nomination procaI.

OnF~ 11, 1., the Commission rel••ted a Notice of Proposed Rulemaking
("NPRM") to improve NECA's .oninistrativ. procetMI. In the NPRM, the FCC
acknowtedged NECA'slignificant procedural improv"""'" since the beginning ot the
audit. According to the FCC, the proposed~ would enable NECA to add to its
record of achievement in administering the interstate ac:c:ess tariff and revenue distribution
processes.

In comments flied on April 14, 1993, NECA dImOnItrat8d that its procedures ensure
compliance with Commission Ntes. Exchange carriers, consultants, and associations,
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:-:,_o:rg ~~e Natior,al Assoc:ation:f Regulatory Utility Ccmrr,lsslorers ,NAR~C

Sl.Cccrted NECA's excellent record In reply comments filed on May 14. 1993 The maJer, ry
cf commenting parties concur with NECA's proposals

The following outline Identifies the principal Issues raised In the NPRM and what
the record reflects regarding the proposed additional NECA safeguards.

I. NECA'S BOARD OF DIRECTORS

A. InclYllon of OYl,ld. DlrKlo"', on NECA',lolrd

1. Th. proposal to amend Section 69.602 of the Commission's rules to
add two (2) outside directors permanently to the NECA Board should
b. adopted.

a. NECA first added two (2) outside directors to its Board in 1992
under FCC waiver and that waiver has been .xtended through
1994. •

b. Th. addition of the outside directors hal prov.n beneficial,
and hal "provided a valuabl. non-industry perspective to the
Board decisionrMking procell."

2. AU pani•• commenting on thil iuue IgI ltd that the Iddition of two
outside directors should be made permanent. Although GCI went
fU1tW and ItIIted thIlt NECA should add ttne outside directors. it did
not provide any reason. for its proposal. The r!COrd does not
support the addition of men than two outside directors at this time.

B.

1. The CI.ITent Board siZ. and compo.ition .. working well and th.r.
is no CMIM for I chqe in repr.sentation.

a. Th. Board's composition h81 been finely tuned over the last
nine (9) yMI'I to reftect the delic8te baJ.a of EC int.r.sts on
the NECA Board II it h8I .volved.

b. Th. current structure a.lure. fair representation of NECA
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(1) Three (3) Subset I directors represent the sever: ­
RBOCs

(2) Three (3) Subset II directors represent twenty-two (22)
companies, whIch include mid-sized and holding
companies for a number of smaller telephone
companies.

(3) Nine (9) Subset III directors represent nine-hundred
thirty-nine (939) diverse companies, which Include
average scnedule companies, cost companres,
companies that have from leiS than one hundred (100)
lines to upwards of fifty thousand (50,000) lines, REA
borrowers and non-REA borrowers, high cost and low
cost companies, CO-oPI, investor and family-owned
companies, municipelly and tribal-run companies, rural
area companies, and ECs that serve urban and
suburban areas.

(4) Two (2) outside directors contribute a non-industry
perspective to the NECA Board.

2. The record does not support • change in Board composition. Only
one commenter, Ameritech, suggested changing the current NECA
Board siZ. " compo.ition, by reducing it from Mvent..n (17) to
eteven (11) members. AmeritIct\'. rltionat. fer thil chqe is faulty
in that it~ that the number of i-..s before the Board have
been reducId berM 1M, ImOng otIw thi'9, the TrWric sensitive Pool
membership hal decruMd. NECA hal not found this dedine in
i.... to be the CMe. ",..was no~ for Anwitech's proposal
from other c:omrMnters.

c. IIIIIIIIIlIl.Si

1. NECA rec:omrnendI the adoption of itl suggested eligibility criteria
under which "c:uTn rx fon'ner officers or employ..s of NECA or any
of its members .... ineligibl. for outlide directorships," and "outside
directors may not have buline.. re,ationships, family relationships,
or other interests that could interfere with their judgment."
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a Under NECA's criteria. a pool of outside director candidates
would consist of members of the bUSiness. professional
financial, and academiC communities, as well as former
government officials

b In the NPRM, the FCC tentatively concluded that the eligIbility
crlteria proposed by NECA met Its objectives.

c, A slight modification from NECA's original language affords
NECA the flexibility to consider qualified nominees whose
family relationships would not interfere with their judgment as .
an outside director,

2. NECA's eligibility criteria enjoy general industry support.

a. No oppositions to NECA's original aiteria or its slight
modification was registered.

b. Several comment.. stated that NECA should retain latitude
to fine tune eligibility criteria a. needed and recommended
that specific detailed rules am be adopted.

D. bltctlon of OvtIIdJ..DJI'ICtprIIDdTJI'IDI of gfftci

1. NECA'. current nomination and annual election procedures for all
directors have proven to be effective and .... consonant with FCC
goal•.

2. NECA'. nomination and election criteria for subHt and outside
directorl render multipl. candidates and two-year staggered terms
unnecMsary.

a. Oirec:lcrlhip "*lion for &aet In Sublet II c:cmpanies, and
the open nomination procell for Subset III companies have
succeafully resulted in div..... ,..• .."tation as well as the
continuity of experienced bOard memberS sharing their
knowtedge with board newcomers.

b. Interim annual unconte.ted elections for outside directors
promote smooth progression of board member training and
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E.

F.

reflec~ '.Jnc::;ntesteCl pl.-bile e:rporate boara elec~crs

c Contested outside director electIons every three (3) years or
upon an unforeseen vacancy, produce a balanced board that
combines experience and continuity with ample turnover of
board members.

3. Given the turnover rate of NECA's Board, term limitations are
unnecessary and should not be imposed by the FCC.

a. The FCC did not request term limitations in Its NPRM
proposals

b The Board's turnover rat., moreover, promotes continuity,
resident expertis., and the influx of new ideas.

c. The National T.'ephone Cooperative Association (NTCA), Bell
Atlantic, and ICORE, Inc. agree with NECA that mandatory
term limitation, are unnecessary and should not be adopteG.
Ameritec:h was the only c:onment. to propose term limitations
but provided no rational. for such a chang.. Again
comment.... stated that procedures such as election and
nomiNltion d outside directors should be left to the discretion
of NECA within the p....meters it ha, proposed to the
Commission.

In~ with the FCC', recommena.lion, NECA hal already placed
outside dHctcn on MCh 80Ird comrmtM, induding the Common Line and
Tratfic 5enIitiv. CommittH', pursuant to FCC waiver.

Responding to the FCC', concern over cammittee ItnJCt\n and Nles, NECA
amended itl by"8WI to provide procedure, and requirements for the
appointment and operation of BoM:l SUbc:ommitlH'.
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II. NECA RESPONSIBILITIES UNDER COMMISSION RULES

A. NECA's Overlll Responsibilities

NECA's procedures and corporate policies reflect Its commitment to
FCC rule compliance.

2. E&Y found that compared to those in place in 1988, NECA had
"significantly enhanced the safeguards against potential manipulation
of pooling information."

3. NECA continues to make substantial efforts to improve cost stUdy
review and validation procedures.

a. NECA has instituted manual and mechanized "streamlined"
cost study validations on all of its COlt company study areas.

b. NECA red.signed its validation process as a Cost AnalYli.
Program.

C. NECA revised~ entwICId the Colt Analysis Procedures in
1992, which are updated quarterly.

d. Introduction of Focused COlt Study Reviews concentrate on
FCC rul. compliance in specific priority subject are.s.

e. NECA ha improved ita o.tailed COlt Study Review
Procedurel to vatidate the streamlined colt study review
proeHl and to identify risk .....

f. NECA'I Cost IUUH Resolution Procell has been
IUblt8ntially supplemented since the independent auditor
conducted the safeguard. review. The purpose of NECA's
COlt 'I.uel M8nual il to provide a source for uniform
natment d i in compt*'<:e wtth the Commission's rules
Ind orders to equitIbIe Mttlements among NECA pool
m.mb..... Thil procel' includel the gathering of data and
cin:ul8ting i.... anong the members II well IS eany referral
of iuuel to the Commis,ion.

4. NECA's handling d COlt study is.ue. garnered g.nera' support from
commenting parti.l.
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8. On·line Access to NECA Data Bases

On-line. dIal-up access to NECA's computer based files IS

unwarranted and should not be required by the FCC

2 Access to NECA's computer based files would not be useful Since
most of the data is preliminary or estimated.

a. Misunderstandings and inaccuracies would be created
because the data undergoes continual updates and reVISions
until it is finaliZed.

b. NECA .'ready provides the FCC with USF, network usage,
and tariff cost and demand data on diskette.

c. NECA has r.sponded quickly to FCC requests for electronic
or written information.

3. L.-ger ECs .. not~~ to provide on-line access, and imposing
such I requirement on NECA pool membIrI would be inequitlbl. and
an extraordinary depM\n from .-.Dlilhed c:.ni«/regulatory agency
arrangements.

4. Out of sixtHn comment...., only thrM, AT&T, Gel and ICORE,
voiced support for the FCC', proposal for on-line, dill-up access to
NECA's computer baNd fil... NECA hal, in the pa,t, provided the
Commiaion with *'Y data required tot ita review and would continue
to lCCOIMW)date specific requests u the Commission deems
MCeIlalY. The Commission should not re-wnt. its rul•• regarding
colt suppoI1 data for~ filings in thi' proceeding.

III. STRINGTHINING NICA'S INTIRNAL PROCIDURlS

A. Ms2JiIgdnaConJrD_of COlt Study Dltl

NECA responded to the FCC's propout by requiring certific:ation of final cost
study dati beginning with 1992 studi...
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