
narrow the range for exogenous treatment. By narrowing the list of eligible

changes, the Commission would remove a great many debates about

exogenous costs from the tariff process and thereby simplify the tariff process.

However, MCI does not believe that the Commission's "economic cost"

standard will achieve that goal.

The economic cost standard is unnecessarily vague and cumbersome to

implement, and will doubtless result in many long and contentious proceedings

before the Commission. MCI urges the Commission to adopt on

reconsideration MCI's proposal that exogenous treatment be granted only for

those changes which shift money out of or into the interstate jurisdiction. This

will have the same practical effect as the Commission's three prong test, as it

will exclude USDA and FASB changes that have the effect of only changing the

timing of the recognition of costs, but do not change the relative allocation of

costs to the interstate jurisdiction. In addition, it can serve as the justification

for the other exogenous changes the Commission has previously listed, such

as Reserve Deficiency Amortizations, Inside Wire Amortization, and Separations

Changes.

VII. SALES AND SWAPS OF EXCHANGES

The Commission should reconsider its decision on exogenous treatment

of the sales and swaps of exchanges. The Commission decided to require the

selling LEC to take an exogenous adjustment when it sells an exchange to

remove the effect on its rates of that exchange. The Commission declined,
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however, to require the LECs to take an exogenous change to reflect the

increased Universal Service Fund (USF) or triple-OEM subsidy 4s that the

purchasing LEC would receive. Requiring exogenous treatment of the latter,

the Commission argued, would be incorrect because it would require the selling

LEC to reflect in its rates the change in costs that the purchasing LEC

experienced.

The Commission is mistaken in its analysis of where the change in costs

lies. When the purchasing LEC determines how much it will pay for the

exchange, it necessarily considers the flow of income, including any subsidy

payments, it will receive. Thus, the price the selling LEC receives reflects a

premium for the amount of the subsidy. This premium must be captured for

ratepayers. 47

VIII. PRICING FLEXIBILITY

The Commission granted LECs greater lower pricing flexibility, increasing

the lower flexibility to 10 percent in the switching and trunking baskets, and

46 Local exchange carriers whose loop costs exceed the nationwide average are
allowed to assign a higher proportion of their costs to the interstate jurisdiction, and
recover that increased allocation through the Universal Service Fund. Companies with
fewer than 50,000 lines are allowed to allocate a higher proportion of their Category
3 Local Switching Equipment investment and expenses to the interstate jurisdiction,
with companies with fewer than 10,000 lines allowed to triple their relative allocation
of these expense to the interstate jurisdiction.

47 Democratic Central Committee v. Metropolitan Washington Transit Authority
485 F. 2d 847 (D.C. Dir. 1973) ~. denied sub nom. D.C. Transit System v.
Democratic Central committee, 415 U.S. 935 (1974).
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increasing the lower flexibility to 15 percent for the zone indexes.48 While

MCI welcomes the opportunity for LECs to quickly and easily lower their access

charges, MCI is also concerned that the increased downward flexibility may

have the effect of permitting some individual rates to increase more than under

the current plan. MCI therefore requests the Commission to reconsider these

expanded limits. The Commission neither explained why these increased limits

were necessary, nor determined what effect, if any, this increased flexibility

would have on the development of competition. The Commission should

articulate its criteria for determining what pricing flexibility is necessary for the

LEC, and should tailor that pricing flexibility so that it fosters the development

of competition, before it changes the pricing flexibility it grants the LECs.

48 Performance Review Order at para. 411.
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IX. CONCLUSION

The LECs, their ratepayers, and the economy will maximize the benefits

from price caps only if the plan is properly designed. For the foregoing reasons,

MCI urges the Commission to reconsider its decisions concerning the aspects

of its price cap decision discussed supra.

Respectfully submitted,
MCI TELECOMMUNICATIONS CORPORATION

Chris Frentrup
Senior Regulatory Analyst
Federal Regulatory
1801 Pennsylvania Avenue, NW
Washington, DC 20006
(202) 887-2731

May 19,1995
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