
processor to grow, it is the use of these lines and trunks and what they are used for that cause

tOst in the central processo·r. For example, GTE-SW believes that ISDN usage is much higher on

a per-line basis than regular POTS usage because a customer with an ISDN line may tie up switch

capacity for a mucb longer time when transporting data than would multiple customers with

POTS lines. Therefore, the tOst in the used (e.g., not excess) part of the switch central processor

is usage-sensitive.

25. However, in the arbitration dockets, the Texas PUC used the TELRIC standard,

which treats the excess capacity in a different manner. Because the TELRIC standard allows tbe

use oflower utilization factors tban the Texas TSLRIC standard, more of the TS switch portions

were considered to be TS and were included in the usage-sensitive (per-minute) local switching

costs and rates. Thus, whether or not the switch processor and trunk port excess capacity can be

tOnsidered TS or NTS depends upon the version of LRIC one is using to develop costs. Using a

TELRIC methodology, the tOst ofexcess switch capacity would be aUocated directly to units of

output, and therefore would be TS. Using a TSLRIC methodology, the cost of excess switch

capacity would be a group cost common to switching and would therefore be NTS.

26. The FCC asks for tOmment on which rate structure is appropriate for the TS

portions of the switch as used for local switching.2I The switch usage cost studies (which include

costs for local switching. but not switch features such as custom calling features) that large Texas

ll.ECs file pursuant to Subst. R. §23.91 must be perfonned using certain cost drivers specified by

the rule. Unless a waiver is granted, such cost studies must be performed showing bow switching

costs vary by time ofday, wire center size (number of working lines) and wire center density
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(number of working lines per square mile). Although the costs developed and reported by these

studies vary by time of day (rate period) and wire center size, this structure has yet to be applied

to any rates. 29 In the arbitration dockets, the Texas PUC decided to defer the deaveraging of

local switching rates by wire center size until universal service had been reformed. The Texas

PUC believes it is premature to set any deaveraged rates until it is apparent how high-cost

customer subsidization mechanisms are going to operate.

27. The FCC invites comment on whether or oot calJ setup charges should be

developed for usage-sensitive switching.30 While the Texas costing rule does not require switch

usage costs to be developed separately for call setup and call duration functions, both ILECs filing

switch usage LRIC studies pursuant to this rule have performed sucb studies, and Texas PUC

staff found this division appropriate (although the studies have not yet received final approval).

The results of these LRIC studies have not yet beeo used in studies filed in cases before the Texas

PUc. However, in the arbitration dockets, the local switching TELRIC-ba.sed rates were not

divided into call setup and call duration elements, and this decision met with approval by the both

the ILEe and the petitioners. In effect, the costs of the call setup functions of the switch were

averaged with the costs of the call duration functions of the switch, and this approach is one

appropriate methodology in calculating LRIC-ba.sed rates.

28. Should call setup charges be allowed as local switching rates, the Texas PUC

believes that charges ideally would be applied to all call attempts (completed and not completed)

29 It should be DOted that if tile local mk:biq rate were to vary by time ofday, the rate strue:tun: sbouId be kept
simpje 10 c:ustDIDCI5 (Maetber they be cud users or IXCI) c:u more easily UDdenWad wbaa rata are biahcr 01
lower. In the LRle IIUdies &Jed pursuant to Subst. R 23.91. the ILECI c:ach used oaJy dalec rate periods (I AM fD
5 PM. S PM to 11 PM. aDd 11 PM 10 8 AM) to develop aDd report local switchiDg costs. A rate Sb'1JCtUIe based OD

fewer rate periods would be easier to UDdersIaDd.
JO Notice. "6.
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that cause cost to the o..EC However, there may be considerations of what constitutes an

incomplete can attempt,)1 measuring the number of incomplete attempts and determining the

identity of the end user who made the attempt. Such considerations may make it too burdensome

to charge for incompleted attempts. In addition, the Teus PUC believes that the costs (including

consumer confusion) associated with beginning to bill for incomplete call attempts outweigh any

efficiencies gained from the more appropriate pricing signals.

C. Transport

29. Transport service is the component of interstate switched access service

corresponding to the transmission and switching of traffic between incumbent LEC end offices

and IXC POPs. Part 69 of the FCC's rules requires incumbent LECs to develop charges for

transport service that may not reflect in some cases the manner in which they incur the costs of

providing these services.32 Transport services include entrance facilities, direct-trunked transport

services, and tandem-switched transport services.

30. In addition to providing insight about the appropriate costing structure for local

switching. the Texas PUC's LRlC analyses and arbitrations have provided information regarding

the appropriate transport cost structure. We outline in the foUowing paragraphs the Teus PUC's

observations regarding the various proposals for an alternative transport costing structure.

JI 1'beR are many ways in which ODe could define an iDcomplete call attempt For instance, an iDc:omplete call
attempt may occur when the pbooe OD the origiDating eod is off-book ooIy temporarily, .ilh DO dialing takiDg
place. Ou the other baDd. an i.DcompIete call attemp( may occur wbeD a Idepbooe DlIJDbcr is oDJy partially diaJcd.
Anolber example ofapoaibIc iDcompIccc call .acmpt is wbea the oriP*iD1 cad ... bears the busy lipal or
riD&. but tbe perty 011 die CICber cad does DOl pick lip. Eacb of tbeIe ICeIIIrios cause die asace ofswitcb capecity,
but parties may di«er OYer wbeIber or DOl each ODe is actually a c:aU IIICIDpl
J2 Notice, ,.0.
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l. [nt-:-ance Facilities and Direct-Trunked Transport Services

31 Under current FCC rules, incumbent LECs are required to establish flat rates for:

(I) "entrance facilities," transport service from the (XC POP to the SWC, and (2) "direct-trunked

transport," transport service from a SWC to an end office on dedicated facilities without

switching at a tandem switch. 33 The FCC seeks comment on its tentative conclusion that rates for

entrance facilities and direct-trunked transport service should be flat- rated because these

transport facilities are dedicated to individual customers. 34 The same argument made for the

charging a flat rate for the switch line port can be made for charging a flat rate for dedicated

transport facilities [n the LRIC studies filed in Texas pursuant to Subst. R. §23.9I, the dedicated

transport termination and outside plant (OSP) costs have been developed and reported OD flat-rate

bases, and some of these studies have been approved by Texas PUC hearings examiners. While

nODe of these costs have been used to develop rates in any contested case ruled upon by tbe Texas

PUC, for consistency purposes, all dedicated facilities should be priced on a flat-rate basis.

Therefore, the Texas PUC agrees with the FCC's tentative conclusion and does not recommend

any changes in the rate structure adopted in the interim rules for entrance facilities and direct-

trooked transport service. The Texas PUC Subst. R §23.23(d). relating to the restructure of

intrastate switched transpon services. requires that flat rated charges should be assessed OD access

customers for the use of entrance facilities and direct-trunked transport facilities.

2. Tandem-Switched Tnnsport Services

32. Further, current FCC rules require incumbent LEes to establish usage-based

charges for "tandem-switched transport." a transport service from the SWC to the end office that
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provides switching at a tandem switch. The tandem-switched transport service charge includes an

interoffice transmission charge, and a charge for the tandem switch.}' The FCC seeks comment

as to whether the rate structure of tandem switching should include Oat-rate or usage-sensitive

components.)6 As mentioned above, in the Basic Network Function (BNF) LRIC studies filed

pursuant to Subst. R. §23.91, tandem switching costs have, for the most pan, been considered

usage-sensitive. In the arbitration dockets, the Texas PUC approved usage-sensitive (per-minute)

tandem switching rates.

33. The FCC seeks comment on the recovery of tandem switching costs from

dedicated transpon rates. 37 The LRJC studies filed in Texas by the ILECs for dedicated transpon

service do not account for any tandem switching. Rather, tandem switching costs should be paid

for separately (and on a usage-sensitive basis) from the Oat-rated dedicated transpon service.

34. Regarding the FCCs request for comment on pricing tandem switching at peak or

off-peak periods)', it should again be DOted that while the Texas PUC's Subst. R. §23.91 requires

n.ECs to consider time ofday as a cost driver in developing and reporting tandem switching

costs, a rate structure for tandem switching based on time of day usage has not been approved by

the Texas PUC. Such a rate structure was considered in the arbitration dockets, but neither the

ILEC nor the petitioners believed it to be necessary. However, the Tex.as PUC is not opposed to

permitting peak and off-peak pricing to ensure the most efficient use of the tandem-facilities. To

the extent larger IXCs use tandem facilities to handle overflow traffic during peak hours, peak and

)S Notice, '81.
)6 Notice, ~89.
)7 Notice, '90.
• Notice. '90.
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off-peak pricing will allow IT.ECs to recover at least a portion of the costs related to increased

tandem switching capacity from the larger (XCs

35. The FCC invites discussion on the merits of the two pricing alternatives)9 for

purchase of interstate tandem-switched transport service that are currently offered as a choice to

IXCs. 40 IXCs can choose to pay a single-usage sensitive cbarge, with distance measured in terms

of the airline mileage from the sef\ing wire center (SWC) to the end office. where applicable. In

the alternative. IXCs may pay a flat-rated charge for a dedicated facility from the SWC to the

tandem office. and a usage-sensitive charge for tandem-switched transport service from the

tandem office to the end office. \\ith mileage computed separately for the two segments. The

Texas PUC in Subst. Rule §23.23(d) offered the two pricing options identified in the Notice to

intrastate access customers. Because ll..ECs have complete control over the placement and

location of tandems in their networks, the Texas PUC determined that in the absence ofeffective

competition for tandem-switched services, the purchasers of tandem switched transport service

would be disadvantaged if the second pricing alternative was the only option available. The Texas

PUC agrees with the FCC's observation that purchasers of tandem-switched transport service are

predominantly small IXCs and larger IXCs are more likely to use direct-trunked switched

transport,41 Therefore, it is important that any cbanges in access rate structure do not

disadvantage a particular class of access customers, namely smaller IXCs, because it may have a

detrimental effect on fostering robust competition in the interexchange market. The Texas PUC

supports the continued availability oftbe two pricing alternatives for tandem switched transport

during the period in which the prescriptive approach is in effect (discussed later). When the

)9 Notic:c.1I7.
40 Notice. fJ 1.
41 Notic:c. 190.

17



market for tandem-swltched transport is determined to be competitive, the n.ECs should be

granted greater flexibility with respect to rate structure and rate levels for access services.

36. The FCC asks for identification of the costs appropriately associated with the

tandem switching function. 42 The cost drivers required to be used in the BNF LRIC studies tiled

pursuant to the Texas costing rule (wire center size, distance, and time of day) imply that there

are at least two types of costs associated with tandem switching: switch usage and common

transport (or switched transport). In fact. the required cost drivers for tandem switching are the

same as those for switched transport facilities and terminations. However, in the tandem­

switching BNF LRIC studies it tiled pursuant to Subst. R. §23.91, GTE-SW did not agree that

tandem switching involves common transport functions. PUC staff believes that the company did

not support this contention weD and, in addition, the company did not ask for a waiver of the

distance cost driver requirement. Texas PUC staff recommended that the n.EC consider distance

as a cost driver in developing and reporting tandem switching costs. However, this

recommendation has not yet been ruled upon by a Texas PUC bearings examiner or by the Texas

PUC itself

37. In the arbitration dockets., the Texas PUC approved, in the interim, one TELRIC-

based tandem rate that did not vary by time of day, transport distance, or wire center size. Both

the ll..EC and the petitioners stated that accounting for wire center size in tandem switching costs

would be difficult due to the fact that it is not the tandem switch's wire center that is the real cost

driver. At least one petitioner stated that it is the size of the wire centers that the tandem switch

serves that is a more significant cost driver. Because a tandem switch may serve many different

wire centers ofdifferent sizes, it would be difficult to develop a rate structure based on the wire
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centers a tandem serves. Neither the ll..EC nor the petitioners believed that a wire-«nter-size or

time-of-day-based rate structure was necessary for tandem switching, and the Texas PUC agrees

with this viewpoint.

38. The FCC seeks comment on whether there is a need to revise the current rate

relationship between tandem-switched transport rates and OS3 and OS 1 rates.~3 The Texas PUC.

in adopting Subsl. R. §23 23(d), recognized the need for establishing rate relationships between

the various transport options to prevent the ILECs from engaging in discriminatory pricing

between the various transport options while, at the same time. affording the ll..ECs with some

degree of pricing flexibility in the face of increased competition for certain transport options. The

Texas PUC therefore did not impose a price ceiling on the OS] direct trunked transport whose

price will be determined by competitive forces in the marketplace. The ILEC's DS3 rates are

required to be used as a baseline for developing rates for OS I, OSO, and tandem-switched

transport options since it reflects the forward looking technology (fiber) assumed in incremental

cost studies upon which the rates would be based and also because competitors in the switched

access market are likely to target the transport option (OS3) used by large access customers.

Substantive rule 23.23(d) requires that the difference between the rates and 105% ofthe LRICs

for OSO direct trunked, OS 1 direct trunked and tandem-switched options not exceed 150010 of the

difference between the rate and 105% ofthe LRIC ofthe OS3 direct trunked transport option, on

an equivalent unit of capacity basis.
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D. TnnspOr1 Interconnection CbI'1f (TIC)

39. The Modification of Final Judgment required, until September 1, 1991, that

charges for the transport of switched access traffic of the same type between end offices and

facilities oflXCs shall be equal, per unit of traffic delivered or received, for aU IXCs (known as

the "equal charge rule"). In its Order released on October 16, 1992, the FCC adopted an interim

rate structure which consisted ofa flat-rated entrance facilities and direct-trunked charge, a

usage-based tandem-switched transport charge. The interim rate structure also established a

transitional make-whole revenue element, namely, the transport interconnection charge (TIC) that

initially recovered the difference between the revenues from the new facility-based rates under the

restructure and the revenues that would have been realized under the pre-existing "equal charge

rule". The TIC is a per-minute charge assessed on all switched access minutes, including those of

competitors that interconnect with the [LEC's switched access network through expanded

interconnection.

40. The amount of revenue produced by the TIC relative to the revenue generated by

other transport elements leaves little doubt that a serious pricing distortion exists. The TIC is

founded on a "make-whole" revenue calculation that cannot be sustained in view of competitive

pressures, and represents precisely the type of implicit subsidy mechanism that must be eliminated

according to FfA96. The Notice otTers four major approaches to resolving the TIC dilemma:

allowing the ILECs significant pricing flexibility to address the problem; extensively revising the

TIC through the use ofdetailed cost analysis; a combination of the first two approaches where

some costs would be reassigned and others would be phased out; and phasing out all of the TIC

costs..... The Texas PUC lacks the data and aualytical support to offer a detailed solutioD to the

.. Notice. "112-111.
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FCC on this difficult issue: In general. however. the Texas PUC would support a plan resembling

the FCC's third option, in which costs would be reassigned to transport facility elements based on

TELRIC plus a reasonable allocation of forward looking common costs. The costs associated

with the remaining revenue shortfall. currently recovered through the TIC, would be shifted to a

specifically identified account to be recovered on a competitively-neutral basis and phased out

over a reasonable period of time. The FCC may wish to consider recognition ofany increased

levels of universal service support in a reduction of the TIC amount that is earmarked to be

phased out.

E. SS' Signaling

41. 55? is the international standard network protocol currently used to transmit

signaling information over common channel signaling (CCS) networks. The following paragraphs

offer the Texas PUC's observations regarding the portion of the Notice relating to proposed

changes in the 55? signaling rate structure.

42. The FCC requests comments on Ameritecb's rate structure for pieces ofthe SS?

signaling network.45 In Texas, ILEes did not file BNF LRIC studies for individual signaling

functions. Instead, BNF LRIC studies for switching functions (such as CLASS BNFs) were

performed. These BNF LRIC studies used the results ofcost studies which capacity costed

portions ofthe 557 network (signaling links, STP ports, etc.). Some of these studies have been

approved by Texas PUC hearings examiners.
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43. In the Texas arbitration dockets, FCC standards in the Local Competition First

Report and Order~ required' separation of the signaling network from the switching network.

The Texas PUC approved interim rates that are similar to Ameritech's signaling system rate

structure. STP port (node) rates were approved on a per-port-per-month basis, rather than on the

per-message basis that some petitioners desired. However, the approved interim rates for

signaling links were usage-sensitive (per-o<:tet-per-STP-pair). Dedicated signaling Links, for the

same reasons as dedicated transport or dedicated switch line ports, were approved as flat rates.

Costs of processing or switching signaling information at the end office or tandem level were

included in tbe local switching costs on a usage-sensitive basis. When costing elements of the

ll..EC network ratber tban services tbat mayor may not use signaling functions, tbe rate structure

approved by the Texas PUC in the arbitration dockets is the most appropriate.

m. Approach to Access Rate Reronn and Deregulation

44. In sections IV through VI ofthe Notice, the FCC outlines two alternative

approaches to access reform: a market-based approach and a more prescriptive approach, and the

FCC requests comment on numerous aspects relating to both approaches.

45. Under the market-based approach, the FCC proposes letting marketplace pressure

move interstate access prices to competitive levels. This approach could be implemented

incrementally, first eliminating certain regulatory constraints as incumbent price cap LEes

demonstrate through credible, verifiable evidence that the conditions neassary for efficient local

competition to develop in their service areas exist. Then, as incumbent LECs show that

competition bas emerged, additional regulatory constraints, including mandatory rate structures,

46 CC Docket No. 96-98. In the MQltn- o/llIIpIelM1l'ation 0/* Local Competition ProvisiOllS in 1M
Telet»mmlUliCQtiOllS Ac' 0/J996, fiat Rgport aDd Order. fCC 96-325, §51.319.
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would be eliminated to anow those LECs to adjust their interstate access rates. Finally, when

substantial competition has developed, price regulation would be eliminated.·7

46. The FCC notes, however, that some parties may contend that a market-based

approach will allow incumbent LEes to continue indefinitely to assess inflated prices for some or

most access services in some or most geographic areas and that these parties would urge them to

adopt a prescriptive approach to access reform. Under this approach, the FCC would require

incumbent LECs to move their prices to specified levels and allow such LECs limited pricing

flexibility until they can demonstrate they face actual competition for access.

A. RKommendation of tbe Texas PUC

47. In general. the Texas PUC advocates use of a prescriptive approach initially, with

transition to a mark.et-based approach when true competition exists.

48. The FCC states that its primary goal in this proceeding is to adopt changes to the

existing access charge rules "that will foster competition for these services and eventually enable

marketplace forces to eliminate the need for price regulation of these services."" The Texas PUC

agrees that this is an objective that the FCC should attempt to achieve, but respectfuUy suggests

that the overriding, immediate goal during this period oftransition to competition should be to

shape the access charge system in such a way that removes implicit subsidies to the universal

service system as required by fTA96 §254(b)(5).

49. Although the Texas PUC strongly favors market-based solutions, we are concerned

that the market-based approach as proposed in this Notice is insufficient to eliminate implicit

41 Notice, '140.
• Notice. , 140.
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subsidies and bring about access rates that are based on economic cost as quickly as desired. We

agree with the opinion that' a market-based approach, by itself, may allow ll.ECs to indefinitely

assess inflated access charges," thus maintaining implicit subsidies prohibited by the Act in

§254(b)(5). We are not suggesting, however, that a prescriptive approach, by itself, is the

appropriate solution in the long run.

SO. The Texas PUC has embraced the procompetitive aspects ofboth the FTA96 and our

own PLJ"RA95, but recognizes that competition in local exchange markets is not yet present in

Texas. As many have observed, the transition to meaningful competition in telecommunications is

tbe greatest challenge facing regulation today It is unknown when a truly competitive

environment, in which numerous providers will be able to offer a variety orservices at competitive

prices, will in ract emerge~ it could in ract take years for such a market to develop. The fact that

the interexchange market in Texas (which bas been open to competition for more than a decade)

can be best characterized as a "tight oligopoly"SO demonstrates that substantial competition does

Dot come about immediately once barriers to entry are removed. Similarly, although it is possible

that the removal of the most immediate barriers to competitive entry to local markets could be

called "potential competition,"S I some might argue that the tight oligopoly present in Texas IXC

market represents only "potential competition" even at this late date.

51. Regulators must act with caution during transition periods from monopolies to

competitive markets since "potential competition" is, by definition.. not actual competition. The

Texas PUC, therefore, has reservations about the effects on consumers ifregulatioDS on ll..ECs,

49 Notice, , 141.
50 Public: Utility Commission ofTexas. Report 10 the 75th TntU ugisltltrln orr tire Scope ofCompetitiorr in
TelltCOlltlPfllllicatiOllS Marklls, JaDuary 1997, p. 141.
" Notice, '163.
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which undoubtedly possess 'Significant market power, are loosened too quickJy during the

transition to competition. without sufficient regulatory oversight. The Texas PUC believes that

reforming access charges with a prescriptive method until '"true competition" actually develops is

an appropriate regulatory approacb for access reform.

52. The Texas PUC recognizes, bowever, that measurement ofwben "true

competition" is present (and therefore tbe trigger point at which regulations sbould be lifted) is a

difficult task. In preparing its biennial Repon to the Seventy-Fifth Legislature on the Scope of

Competition in Telecommunications Markets. J: tbe Texas PUC staff used botb tbe Hirshman

Hirfindahllndex (IDfl) and the four-firm concentration ratio to evaluate tbe status of competition

in tbe Texas interexchange market. The Texas PUC would support use of these or comparable

measures ofmarket share in analysis ofthe status of competition in locaJ markets.

53. One oftbe recurring tbemes in the Notice is tbat wbenever a service or a

geographic area served by an ll..EC is found to be substantialJy competitive, market forces should

replace regulatory controls for tbat service or geographic market. We wish to offer our concern,

however, that consumer and competitive safeguards must continue to be employed so long as the

ll.EC is providing both competitive and non-competitive services from the same ledger. It would

be an ideal situation to carve out the competitive area or service, such as has been done through

Part 64 accounting safeguards for other deregulated markets, and maintain a clear separation to

avoid the possibility ofpredation and cross-subsidization. It would be virtually impossible to

perform such an accounting separation for each access service or geographic area as it is found to

be substantially competitive. It: as proposed, the market is allowed to set a (presumably lower)

52 Public Utility Commission ofTexas. Report to the 75th TntU ug;slallln 011 1M SaJpe o/Competition;1I
Te/~commllll;CQliOllS Markets, January 1997, p. 1~1.
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service price where there is competition, then the service provider would experience pressure to

increase prices in less competitive areas to maintain the existing revenue stream. We therefore

urge the FCC to consider the impact of the proposed market-based approach on the less-

competitive services and areas served by the aEC. It may be necessary to establish price floors

(TELRIC) for competitive situations, while specifying rate caps or rate linkage for less

competitive situations. ~3

B. Prescriptive Access Reform - Pricing Method

54. The FCC seeks comment on its tentative conclusion that interstate access rates should

be based on •... some form ofTSLRIC [-based] pricing method.·5
• The Texas PUC believes that

the correct approach to calculating access rates is to base them on forward-looking economic

costs rather than embedded costs. Company-specific costs could be used, such as TSLRIC or

TELRIC, or a generic cost model could be used. The Texas PUC believes that it may be more

appropriate to use a company-specific cost computation on which to base access rates, so long as

it can be properly inspected and verified. because access rates are company-specific rates. We

support the use ofproxy methodologies, such as the Hatfield or BCM models as they continue to

evolve, for establishing geographically deaveraged cost approximations for the purpose of

universal service targeting. However, we have concerns that these models in their alfrent forms

may not produce results as suitable for pricing purposes as company-specific studies.

55. Although the Texas PUC considers its Subst. R. §23.91 to be a TSLRlC rule and bas

used the guidelines and principles ofthe rule to determine costs and set rates in some cases. we

5) For example, the rate for a service in a DOD-<OmpeUtive area migbl be set DO higher than some perceDlaJC higher
thaD the !'lie ebarged in competitive areas or the rate for a lea c:ompetitn~ac:ecss service IIlipt be set DO bieber
thaD some percentage higher thaD the nile charged (or a comparable ac:cess service subject to greater competitioD.
54 Notice. lf222.
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believe it is more appropriate to use TELRIC instead of TSLRlC to compute access rates. The

fact that access services are services and not functions would lead one to conclude that it is more

appropriate to cost services using TSLRIC rather than TELRIC However, services are largely

combinations of elements. and TELRJC can be used to cost the elements underlying the services.

This concept is reasonable. as the purchasers of the access services will likely be

telecommunications carriers who pay TELRIC-based rates in a non-access environment for

unbundled network elements that are used to provide access services. Rates based on TELRIC

for both access and non-access unbundled network elements will lead to less confusion, eliminate

artificial price disparities for identical network elements, and more easily ensure aECs have an

opportunity to recover forward-looking common costs (although, theoretically, a mixture of

TSLRIC and TELRJC-based rates, if calculated using similar common cost allocation principles,

should produce the same revenue results for the aEC). To base rates on TELRJC rather than

TSLRIC, the FCC would simply have to design a rate structure around interstate access elements

rather than services.

56. The FCC seeks comment on what parties should be respoDSlble for evaluating the

ILECs' LRIC studies for each price cap basket. 55 Regardless of the LRlC methodology used to

calculate access costs and rates, each state commission should be given the option to be

responsible for analyzing the cost data specific to the ll.ECs it regulates. Over the past two years,

the Texas PUC staffbas had extensive hands-on experience with BNF and TSLRIC cost studies

filed pursuant to the Texas costing rule, and in the last six months has gained considerable

expertise in analyzing TELRIC studies. PURA9S56 gives guidelines on bow to use the resuhs of

SS NoUc:e, 'U24.
"ID addition, the proposed Texas PUC PriciD& rule. which is beiDa dcYeloped in Project No. 12nl, will
implemeat PURA9S's pricing guideliDes. This rule will be adopIed by ApriIl. 1997.
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TSLRIC and/or TELRIC studies to set rates. In addition, the staffof a state commission would

be better equipped to make 'decisions regarding the most appropriate forward-looking

technologies and network designs of the ll.ECs in its state given that population densities, terrain

characteristics, etc., vary significantly from state to state.

57. The FCC seeks comment as to whether or not access rates would decrease ifadjusted

to TSLRIC." In Docket No. 16300," Texas PUC stafl'recognized that most transport and

termination rates would be well below the access rates if rates were based on TELRIC plus an

allowance for forward-looking common costs. The TELRIC-based interim rates set in this

proceeding were, for the most part, far below the access rates for the company. Because TSlRIC

generally can be expected to be equal to or less than TELRIC, rates equal to TSlRIC also would

be far below access rates. If some unitary allocation of common cost were added onto TSLRIC,

most of the rates still would be far below access rates, 59

58, The allocation ofcommon costs, upon which comment was requested by the FCCO,

is best based upon a single forward-looking common cost allocation factor. In the arbitration

dockets, both the ll.EC and the petitioners agreed that not only would a single forward-looking

common cost allocation factor be administratively efficient, it would also be competitively neutral.

With every element picking up a share ofcommon cost based on a percentage of the direct costs

ofthe element, no provider would be unduly disadvantaged because of the particular elements it

buys. Also, the ll.EC would not be able to load more common costs onto more essential

51 Notic:e.1227.
51 Joint AppliC4tion ofAT&T CommllnicatiOllS oftJw Sollthwst. Inc. for compulsory Arbitration to Establish an
Int~1'COfIn~ctiOft Agre~IM"t &tw~n AT&T, GTE SmttJrw~st.lnc. and Contel ofTems. Inc.
" As stated previously, ifcalculated using the same priDciples ofallocation. TSLRlC aDd lCLRJC may be roughly
the same.
to Nobce. ~231.
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elements to discourage entry In addition. because it cannot be said that common costs are

caused more or less by anyone element, it would be difficult to justify requiring one element's

rates to recover more common costs than another element's rates.

59. In the arbitration dockets, the Texas PUC staff proposed a common cost allocation

factor determined by dividing the IT..EC's overhead by the IT..EC's total Texas revenues (regulated

and unregulated61
). The Texas PUC bas not adopted such a factor at this time.62 However, tbe

Texas PUC supports a methodology for computing a general forward-Jooking common cost

allocation factor that is based on forward-looking overheads and revenues. A factor based on

such forward-looking information should be used as it would generally not cause rates to rise so

high above direct cost as to no longer really be cost_based.')

IV. Tnnsition Issues

60. The FCC seeks comment on various transition issues. Specifically, the Notice

seeks comment on the manner in which the universal service support amounts attributable to the

interstate jurisdiction should reduce interstate access rates. The FCC also addresses issues

relating to the potential difference between the revenues that incumbent LECs generate from

current interstate access charges and the revenues tbat revised access charges are likely to

generate, and the FCC seeks comment OD both the estimated magnitude of that difference and the

extent to which alternative methods of recovery ofthat difference should be permitted.

61 ReYenoes are used in me deDomiDator because it is assumed that OD a fonvard-looIdD& basis, a purdy
c:ompetitive company's expenses will equal its l'C'\'Cnue5. Both regulated aDd UDI'CgUIaIecl muues are used because
the aature ofcommon costs maka it such that tbey are used to support both regulated aDd unregulated servica.
62 Questions ofbow to property allocate joint aDd common costs in setting permaDelll rates in these ubitratioD
dockeU are still peudiaa. Petitioaers baft been asked to spead more time ual)"Ziag LEe cost studies IDd o&r
refinements to the metbocIology used 10 c:akuJaIe the f'orward-IooIdng common cost alIoc:ation factor.
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A. Univenal Service Issues

61. The FCC recognizes tbat, because of the role that access charges have played in

funding and maintaining universal service, it is critical to implement changes in the access charge

system together with complementary changes in the universal service system because

circumstances under whicb incumbent LECs could be compensated twice for providing universal

service may exist. 64 The Texas PUC agrees that any access charge reform must be carefuJJy

reviewed along with universal service in order to ensure that DO "double recovery" occurs.

62. The FCC proposes a downward exogenous cost adjustment to reflect revenues

received from any increase in universal service support." The Texas PUC generally agrees with

this proposal to the extent that it attempts to avoid any double recovery ofcosts. However, it

must be recognized that, ifadopted, this would be tbe first time USF funds would have been used

to offset interstate rates. Currently, universal service support is applied to the reduction of

revenue requirements for primarily intrastate services. We are concerned that the use ofuniversal

service funds to reduce interstate access charges bas the potential to divert funds traditionally

used to support intrastate high costs. We agree with the observation that such a shift in

jurisdictional support must only be accomplished through a recommendation of a federal-state

joint board.

63. Under the Federal-State Joint Board's Recommended Decision,66 there will

continue to be support for high-cost rural areas of the nation, which would be evidenced u

payments to support intrastate services. There is also a need for a separate component within the

63 In the arbitration dockets that hive JODC before the Texas PUC thus far, most reasonable estimaces of this fitdor
bPe bceD bctweeD 10 aDd 20 pm:eDL
.. Nodce. U44.
6S Notice, U4'.
66 In tJw Manw 0/FeiMrtI1.$ltzte Joint Board 011 UniwntIJ Servi". CC DockcI No. 96-45. "gP'lnpcpW
Decision. FCC 96J·3.
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universal 5ervlce mechanism that will replace the explicit subsidy reflected in the common line

elements of interstate access charges To the extent that the revised universal service mechanism

bas separate components for both high-cost assistance for intrastate services and a specifically-

identified component for interstate common cost recovery, the needs of both jurisdictions appear

to be addressed.

B. Treatment of An)' Remaining Embedded Costs Allocated to the Intentate

Jurisdiction

64. Current interstate access service revenues permit recovery of the interstate portion

ofembedded costs, subject since 1991 to the constraints of price cap regulation. The FCC notes

that revenues generated if aU access services were priced at forward-looking, economic cost may

be much smaller than revenues received today. The FCC asks parties to discuss, in light ofthe

other reforms discussed in this proceeding and other developments pursuant to the ITA96, the

foUowing issues: the amount and make-up of the difference between these amounts, whether

recovery of the remaining interstate-allocated costs should be permitted, the lawfulness ofa denial

of such recovery, and possible recovery mechanisms.67

65. The FCC notes that some of the difference between the incumbent LECs'

interstate-allocated embedded costs and forward-looking costs may be traced to past regulatory

practices. For example, interstate access rates may exceed forward-looking economic cost, and

thus produce some difference. because of misallocation ofcosts to the interstate jurisdiction."

Another possible regulatory cause ofany difference between interstate-allocated embedded or

61 Notice. ~48.
• Notice.. ~49.
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accounting costs and forward-looking costs may be under-depreciation of incumbent LEC

assets."

66. This proceeding to reform access charges raises a number ofquestions concerning

jurisdictional cost separations. Clearly, the beginning point for developing access charges is the

total cost that has been assigned to the interstate jurisdiction through Part 36 of the Commissions

rules. The Texas PUC is concerned with what appears to be at least a tentative conclusion

regarding jurisdictional cost allocation in this proceeding (that there may be a "misallocation of

costs to the interstate jurisdiction") without having the benefit of a recommendation by a federal-

state joint board on this key separations issue. The Notice states that the FCC intends, in the near

future, to initiate a proceeding to address the separations issues raised by incumbent LEe

provision ofunbundled network elements. '0 The Texas PUC urges the Commission to proceed

with the referral of all issues related to jurisdictional separations arising from the implementation

ofFTA96 to the "main" federal-state joint board in CC Docket No. 80-286.

67. As repeated throughout these comments, the Texas PUC supports the use of

forward-looking economic costs in pricing access services. We agree that there may be a

substantia) difference between embedded and LRIC costs. We have not determined. as a matter

of policy, whether any such embedded costs may be traced to past regulatory practices and

whether such costs should be recovered through traditional rate mechanisms, and therefore we

will not offer a recommendation to the FCC in this regard. In the event that the FCC determines

that all or a portion ofthe remaining embedded costs should be recovered, we recommend. in

order to avoid the continuation of implicit subsidies, that the recovery be made through a

separately earmarked fund.
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v. Conclusion

68. The Tens PUC recognizes the immense task before the FCC in working to complete

its trilogy of actions that are colJectively intended to promote competition in telecommunications

markets pursuant to the 1996 Act. In these comments we have sought to provide the FCC with

the insight regarding costing of networks that we have gained while working to promote

telecommunications competition in Texas. In addition, we have relayed some concerns we have

about the FCC's proposed approaches to access charge reform and related transition issues. We

look forward to continuing a productive state-federal partnership to bring the benefits of

competition to all consumers as quickly as possible.

RespectfuUy submitted,

Public Utility Commission ofTexas
1701 N. Congress Ave.
PO. Box 13326
Austin, Texas 78711-3326

January 22, 1997

. --..~I\\\"thI

Robert W. Gee
Commissioner
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ARB1TBA TIOS ... WARD

I. INTRODUCTION

A. PROCEDUR~LBACKGROU~D

The federal Telecommunications Act of 1996
1
(FTA96) requires that when an incumbent

local exchange carrier (1LEC) and a new local service provider (LSP) are unable to
negotiate the tenns and conditions of interconnection agreements. either of the
negotiating parties "may petition a State commission to arbitrate any open issues."
FTA96 §251 (b)(l). The Public Utility Commission ofTexas (the Commission) is the
state commission responsible for arbitrating disputes under FTA96.

z
The Commission

anticipated it would be called upon to resolve disputes under FTA96, and promulgated a
dispute resolution rule that established procedures for conducting arbitration

d
. 1

procee lOgS.

Several LSPs have petitioned the Commission to resolve their disputes with
Southwestern Bell Telephone Company (S\\'Bn. Pursuant to FTA96 §2S2(g), the
Commission ordered that five of the SwaT arbitration petitions be consolidated:
The petitioning companies in this consolidated proceeding are American
Communications Services, Inc. (ACSI), AT&T Communications of the Southwest
(AT&n, MCI Telecommunications CorporationlMCIMetro Access Transmission
Services, Inc. (MC!), MFS Communications Company, Inc. (1vfFS), and Teleport
Communications Group, Inc. (TCG) (collectively, ..the Petitioners'').

The Commission's arbitration panel in these dockets is composed of the three
Commissioners: Chainnan Pat Wood, III, Commissioner Robert W. Gee, and
Commissioner Judy Walsh (the Arbitrators). The members of the panel were sworn in as
arbitrators and, \\ith the assistance of Commission staff advisors, conducted the
consolidated arbitrations in accordance with the Commission's dispute resolution rules.

I
Telecommunications Act o( 1996. Pub. L. No. 104-104. 110 Stat. ~6. codifild at 47 U.S.c. §fISI It sIq.

Hereinafter. all cilations to FTA96 will be to the 1996 Act as codified in the United States Code.

2
The Commission has the authority to conduct the FTA96 arbitrations punuant to §2S2 o( FTA96 and

§§t.lOI. 3.0~1. 3.4S1. 3.458. and 3.460 of the Public Utility Regulatory Act of 1995. Texas Civil SlatutCS, Article
1....6c:OO (PURA9S).

3
P.U.C. Proc. R. §§22.301 • 22.310 (establishes procedures (or mediation. arbitration. and approval of

interconnection agreements under FTA96).

•The original consolidation order also included a sixth petition. Docket No. 16244. a petition filed by TCG
(or arbitrazion with GTE Southwest lncorporaIed (GTE). TCG withdrew its arbi1ralion request fC,udin, GTE prior to

hearing.


