PART XX

USTA
BIENNIAL REVIEW PETITION
SEPTEMBER 30, 1998




Rule

Action

Justification

New PART XX - RULES FOR INCUMBENT New Part XX is created from existing sections of Part 61 and Part 69 to
LOCAL EXCHANGE CARRIERS combine price management and appropriate access charges for Incumbent
SUBJECT TO PRICE CAP Local Exchange Carriers subject to price cap regulation.
REGULATION

New Subpart A - General

Creates new section. Also incorporates the

following:

I.  Eliminates study area averaging rule for
price cap LECs.

2. Eliminates public interest petition filing
requirement for price cap LECs.

General rules for LECs subject to price cap regulation are duplicated and
moved from Parts 61 and 69, and then revised. Section 61.41 moved to XX.1
and revised. Revisions made due to competitive environment and to
incorporate previous USTA positions.




Rule

Action

Justification

New

Subpart B - Price Cap Regulation and
Computation of Charges for Price Cap
LECs

Creates new section and includes the

following:

I. Incorporates USTA proposed price cap
basket/band structure:

a. Network Services Basket
i.  Service Categories
a. Tandem Switching and
Transport
Local Switching
¢. Database Services
d.  Common Line and Marketing
ii. Pricing zones for Tandem
Switching and Transport, l.ocal
Switching, Common Line and
other service categories based
upon equivalent demonstration

2. kliminates codified rate structure
requirements for all price cap services.

a. Models new language after special
access rule (current 69.114),

3. Exogenous adjustments limited to those
permitted or required by rule, waiver, or
declaratory ruling. Includes LFAM.

4. Eliminates CCL charge and revises max.
SLC calculation to be common line
revenue per line. PICC charge revised to

be difference between max. SLC and any

SLC cap imposed. PICC caps deleted.
5. Residual TIC now recovered through a
new flat-rated trunk port charge.

The following sections form Part 61 are consolidated in Part XX, Subpart B:
61.42,61.45,61.46 and 61.47. Subpart C is moved from Part 69 and
consolidated in Part XX, Subpart B and then greatly revised. Revisions are
made due to competitive environment and to incorporate previous USTA

positions.




Rule

Action

Justification

New

Subpart C - Pricing Flexibility

Creates new rules to allow price cap LECs,

based upon demonstration that appropriate

criteria (to be determined) have been satisfied,

to:

1. Offer Volume and Term discounts,

including customer specific contracts.

Provide promotional offerings.

3. Offer optional service packages and
arrangements.

4. Remove services from price cap

regulation.

Be granted forbearance from regulation

for services/areas.

[\

wn

Incorporates USTA Pricing Flexibility proposal contained in
Schmalensee/Taylor paper.
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Subpart A - General

§ XX.1 Application of Rules for Incumbent Local Exchange
Carriers Subject to Price Cap Regulation.

(a) Charges for access services provided by incumbent
local exchange carriers (ILECs) subi:ct to price cap regulation
shall be computed, assessed and =“cilected as provided in this
Part. Access service tariffs sha. be filed and supported as

provided under Part 61 of this chapr--

{(b) Section XX.1 shall applv 3 follows:

(1) Only to such ILECs, as defined in Section 251 (h) (1)
and as specified by Commission Order nd only to services offered
in non-competitive areas.

(2) On an elective basisg, rno [LECs, other than those
specified in paragraph (b) (1) of this section, that are neither
participants in any Association tarit, nor affiliated with any
such participants. except that affil arion with average schedule
companies shall not bar a carrier “rom electing price cap
regulation provided the carrier s otherwise eligible.

(c) If an ILEC, or any one of a group of ILEC affiliates,
files a price cap tariff in one stud- area, that ILEC and its
ILEC affiliates, =xcept its average 5 hedule affiliates, must
file price cap tariffs in all thei:  udy areas.

(d) The fecllowing rules apply to ILECs subject to price
cap regulation which are invoived 'n mergers, acquisitions, or
similar transactions.

(1) Any ILEC subject to price cap regulation that is a
party to a merger, acquisition, or s milar transaction shall
continue to be subiject to price capr =gqulation notwithstanding
such transaction.

{2) Where an ILEC subject ro price cap regulation
acguires, 1is acquired by, merges witl: or otherwise becomes
affiliated with an ILEC that i1s no- subject to price cap
regulation, the latter ILEC shall be:ome subject to price cap
regulation no later than one vear fn _owing the effective date of
such merger, acquisition, or similar ~ransaction and shall
accordingly file price cap tariffs 7 ne effective no later than

that date in accordance with the avp  ~able provisions of Part
51.



(3) Notwithstanding the provisions of § XX.1(d) (2) above,
when an ILEC subject to price cap regulation acquires, is
acquired by, merges with, or otherwise becomes affiliated with an
ILEC that gqualifies as an average scrhedule company, the latter
company may retain its average sched. e status or become subject
to price cap regulation in accordancs with § 61.51(e) (3} and the

requirements referenced in that sect @ a1,

§ XX.2 Definitions.

{a) Access Minutes or Access Minutss of Use 1s that usage of
exchange facilities in interstate r foreign service for the

purpose of calculating chargeable usage. On the originating end
of an interstate or foreign call ‘izage 1s to be measured from
the time the originating end user's call is delivered by the
telephone company and acknow!l=2o3y2d as received by the
interexchange carrier's facil (t.eg connected with the

originating exchange. On the termi ing end »f an interstate or
foreign call, usage is to be measured from the time the czall is
received by the =nd user in the term . nating exchange. Timing of

usage at both the originating «nd terminating end of an
interstate or foreign call shall ==:minate when the calling or
called party disconnects, whichever =vent i1g recognized first in

the originating and terminating end -<rhanges as applicable;

(b} Access Service includes services and facilities provided for
the origination or termination =f any interstate or foreign
telecommunicaticn;

(c) Act. The Communications Act of 1-i4 (48 Stat. 1004; 47 U.S.C.
chapter 5), as amended.

(d) Actual Price Index (API). An :adex of the level of aggregate
rate element rates in a basket, which ‘ndex is calculated pursunt

to § XX.105.

(e) Band. A zone »f pricing flex:bil:ov for a service category,

which zone is calculated pursuant o % XX.106.

(f) Base period. For ILECs subject ¢ : price cap regulation, the
12-month period ending six months or:.o>r Zo the effective date of
annual price cap tariffs. Base vyear .- base period earnings shall
not include amounts associated with =~x<ogenous adjustments to the

PCT for the lower fZormula adjustmwen- nechanism



{g) Basket. Any class or category of rariffed service or charge:
(1) Which is established by the Comm: ssion pursuant to price cap
regulation;

(2) The rates of which are reflect=d ' an Actual Price Index;
and

{3) The related costs of which ars »‘*lected in a Price Cap
Index.

(h) Change in rate structure. A restiucturing or other
alternation of the rate components f = an existing service.

{1} Charges. The price for service based on tariffed rates.
() Commission. The Federal Commun <+ ions Commission.

(k) Concurring carrier. A carrier [crhier than a connecting
carrier) subject to the Act which cuiurs in and assents to
schedules of rates and regulatione ¢ ad on its behalf by an
issuing carrier or carriers.

(1) Connecting carrier. A carrier =ngaged in interstate or
foreign communication solely through physical connection with the
facilities of another carrier nct directly or indirectly
controlling or controlled by, or unde~ direct or indirect common
control with, such carrier.

(m) End Office means the ILEC «f: » from which the end user
raeceivesg exchange service.

(n) End User means any customer ¥ an interstate or foreign
telecommunications service that g not a carrier except that a
1

carrier other than an ILEC shall be deemed to be an "end ugexr”
=leconmunications service for

1

when such carrier uses a
administrative purposes and a person or entity that offers

telecommunications services exclusively as a reseller shall ke
ale transmissions offered by

deemed to be an "end user" if all res
such reseller originate on the premis=2s of guch reseller;

(0) Expenses include allowable expenses in the Uniform System of

Accounts, Part 32, apportioned ' interstate or international
services pursuant to the Separati-ms Manual! and allowable income
charges apportioned to intersta s and international services

pursuant to the Separations Manua

(p) GDP Price Index (GDP-PI). The =s57imate of the “ Fixed Weight
Price Index for Gross Domegtic Produ~r., 1997 Weights” published
by the United States Department =f "smmerce, which the Commission
designates by Order.

-



(q) Incumbent Local Exchange Carrier ILEC). Any carrier that is
engaged in the provision of telephons exchange service or
exchange access as defined in Sect:or 251(h! (1) of the Act.

(r} Line or Trunk includes, but is ot limited to, transmission
media such as radic, satellite. wire cable and fiber optic means
of transmission;

{s) Local interconnection trunk. A t:unk which connects the
networks of two competing local sxchange carriers for the purpose
of exchanging switched traffic (or g naring and terminating).

(t) Price Cap Index (PCI). An index i costs applying to carriers
subject to price cap regulation, whi h index is calculated for
the Network Services basket pursuant "o § XX.104.

(W) Price cap tariff. Any tariff fil:ng involving a service that
is within the Network Services pri~—e ap basket, or that requires

>

calculations pursuant to § XX.104, ¥* 105 and XX.106.

(v) Productivity factor. An adjustment factor used to make annual
adjustments to the Price Cap Tndex t. reflect the margin by which

a carrier subject =0 price cap regulation is expected to improve
ite productivity relative to the =-nnomy as a whole.

(w) Rate. The tariffed price per Ll of service.

(x) Regulations. The body of carrier prescribed rules in a tariff

governing the offering of service it ~“hat tariff, including
rules, practices. rlassificat-ons, ani definitions.

{(y) Restructured service. An offering which represents the
modification of a method of charging »r provisioning a service;
or the introduction of a new methcd f charging or provisioning
that does not result 1n a net increa=- In options available to
customers.

(z) Service Band Index (SBI). An
rate element rates in a service catrea
calculated pursuant to § XX.106

(aa) Service category. Any group of rate elements subject to
price cap regulation, which group mav be subject to a band.

{(bb) Serving Wire Center wmeans the telephone company central
office designated by the telephnne company to serve the
geographic area n which the intsrexchange carrier or other
person’s point of demarcation is ~acared.



(cc) Tariff. Schedules of rates and r=gulations filed by common

carriers.

(dd) Tariff year. The period from the day in a calendar year on

which a carrier’s annual access taritt filing is scheduled to

become effective trrough the preceding day of the subsequernt

calendar year.

The several Statesz and Territories, the

(ee) United States.
and the possess:nons of the United States.

District of Columbia,

(ff) WATS Accese Line means a .:r7e or trunk that 1s used

exclusively for WATS service.

4l




Subpart B - Price Cap Regulation and Computation of
Charges for Price Cap Local Exchange Carriers

§ XX.101 Applicability.

(a) This subpart shall apply on.y to local exchange carriers
(LECs) which are subject to the pri- = cap regulations set forth
in this chapter.

(b) Each ILEC subject to price ~ap regulation shall exclude
from the Network Services basket, described in § XX.102 below,
such services or portions of such services as the Commission has

designated or may hereafter designats by order; new services; and
those services removed from prices —ap regulation pursuant to
§ XX.204.

§ XX.102 Price Cap Basket and Service Categories.

(a) Each local exchange carrier subject to price cap
regulation shall establish a Network =ervices price cap basket
with the following service categor:e

{1) A service category for common line interstate
access charges including those 1 §§ XX.108 and XX.109 of

this chapter, and that portion f the interstate access
charge described in § XX.111 »f ~his chapter that recovers
common line interstate access r=r/enues;

(2) A service category for Database interstate access
charges, including charges for ne use of equipment or
facilities that are associated «ith Information, Database
access services, Line Informani = Database (LIDB), and

Billing Name and Address (BNA mryvices.

(3) A service category for local switching interstate
access charges for the use of eqmuipment or facilities that
are associated with local swi-cning services and local

switching trunk ports.
g9 p

(4) A gervice category for tandem switching and
transport interstate access charyes and that portion of the
interstate access charge descrined in § XX.110 of this
chapter that recovers residua. @ iterconnection charge
revenues;

6




(b) Pricing zones, as described in § XX.113, may be
established for individual services * appropriate service
categories.

§ XX.103 Exogenous Adjustments.

(a) Exogenous Adjustments are included as a term in Price

Cap Index (PCI) and Service Band Index (SBI) formulas. The

exogenous changes represented by the “erm “ A Z” in the fcrmula

detailed in §§ XX.104 of this sect-or shall be limited to those
changes that the Commission shall pe:mit or require by rule, rule

walver, or declararory ruling

(1) Subiject to further oraer of the Commission, those
exogenous changes shall include “hanges caused by:

(i} Retargeting rh= “7 to the level specified by
the Commission for carr:e:: whose base year earnings
“nwer adjustment mark.

are below the level of

{2) Exogenous changes wi'tiin the Network Services
price cap basket shall be apporrioned on a cost-causative
basis between the appropriars sg-rvice categories.

(b) ILECs subject to price =ap regulation shall file

adjustments to the PCI for the Networ: Services basket as part of

d shall maintain an updated

the annual price cap tariff filing .d
PCT to reflect the effect of any 1 d 'ear exogenous changes.

§ XX.104 Adjustments to the PCI for the Network Services Basket.

(a) Subject to paragraphs (b and (c¢) of this section,
adjustments to the ILEC Network Serv :es basket PCI shall be made

pursuant to the fo!lowing formula:

PCI. = PCI, [1+w(GDPPI-X)+ A Z/R]

where :

GDPPI = the percentage change in the HDPPI between the quarter
ending six months prior to the =ffective date of the new
annual tariff and the corresponiing quarter of the previous
yvear,

X = productivity factor of 6.5%,



AZ = the dollar effect of current reculatory changes when
compared to the regulations i1 -“fect at the time the PCI

was updated oo PCI, , measured @ base period level of
operations,

R = Dbase period quantities for each rate element “ 17 ,
multiplied by the price for eac: rate element ™ 1” at the
time the PCI was updated toc FPTL

w = R{access rate in effect at the t:me the PCI was updated to
PCI, . times base period demani A 7, all divided by R,

PCI, = the new PCI wvalue, and

PCI, . = the immediately preceding P71 ralue.

(b) The ™ w(GDPPI - X)” componert of the PCI formula shall
be employed only n the adjustment meie in connection with the
annual price cap filing.

(c) In the event that a price rap tariff becomes effective,
which tariff resulits in an API value calculated pursuant to
§ XX.105) that exceeds the current v spplicable PCI value, the
PCT value shall be adjusted upwarz ° =qual the API value.

§ XX.105 Adjustments to the API for the Network Services Basket.

(a) Except as provided in parvagraph (b} of this section, in
connection with any price cap tariff “iling proposing rate
changes, the carrier must calculate 1 API for the Network
Services basket pursuant to the fo | wing formula:

API, = API,, %, (x)

1

z(r
where:
APT, = the proposed API value,
API, |, = the existing API value,
r. = the proposed revenue for rate e.=2ment * i” ,
r. = the existing revenue for rates element " 1”

(b) Any price cap tariff fil:ng vroposing rate restructuring
shall require an adjustment to the AFT pursuant to the general

methodology described in paragraph (=« of this section. This
adjustment requires the conversion of! existing rates into rates
of equivalent value under the propose:r structure, and then the

comparison of the existing rates tha' have been converted to
reflect restructuring to the proposes restructured rates. This
calculation may reguire use of carri-: data and estimation



o

techniques to assign customers of 'he preexisting service to
those services (including the new restructured service) that will

.

remain or become available after r=gr:ucturing.

§ XX.106 Adjustments to SBIs in the Network Services Basket;
Service Bands.

(a) In connection with any prics= cap tariff f£iling proposing
changes in the rates of each affected service category or pricing
zone, the price cap ILEC must calc.ilate an SBI value for each
affected service category or pricong  zone pursuant to the
following formula-

SBI. = SBI., I (r)
Zi(r
where:
SBI, = the proposed SBI value,
SBI, , = the existing SBI value,
r. = the proposed revenue for rate =.2ment “ 1" ,
r. = the existing revenue for rats =lement " 1”

(b) Any price cap tariff filing proposing rate restructuring
shall require an adjustment to the affected SBI pursuant to the
general methodology described in paragraph (a) of this section in
the same manner described in & XX.'0° b

(c} Service bands shall be =stablished each tariff year for
each affected service category anid pricing zone within the

Network Services basket as specifi=sd below. Each service band
shall 1limit the pricing flexibil:ty of the service category or
pricing zone, as reflected in the =3 to an annual increase of a
gspecified percent (listed belcw! elative to the percentage
change in the PCI for the Network Se:rvices basket, measured from
the levels in effect on the last usy »f the preceeding tariff
year. Service bands are not requ: =d at the service category

level when pricing zones are imgl=eme @ ed.

(1) No Jower service bang imit for all service
categories and pricing zones

(2) 10% upper service banc limit for all service

categories, except for commor | e, and for all pricing
zones.

9




§ XX.107 Allowable Common Line Revenues

Allowable common line revenus- are calculated as follows:
R, = ((R, ) (PCI,/PCI, )}
where:
R. = the proposed revenue for the service category, and
R, , = the existing revenue for the ser—ice category.

§ XX.108 End User Common Line Charges.

(a) A charge that is expressed in dollars and cents per
line per month shall be assessed upor end users that subscribe to
local exchange telephone service. S charge shall be assessed
for each line between the premises of an end user, or public
telephone location, and a Class 5 “ice that is or may be used
for local exchange service transmi:ss

St

(b) Excep:t as provided in paragraphs {(d) through (h) of
this section, the maximum subscribsr :ne rate or charge shall be
computed:

(1) By dividing the al »wable common line revenue,
as calculated in § ¥X. )7, by the total number of
local exchange serv cs subscriber 1lines in use
durina the the base pesr . d

(2) Provided, however, <hat the charge for each
local exchange servi:e subscriber line shall not
exceed $9.00 as adiust=d by the inflation factor
computed under paragrapt i of this section.

(c) The charge for each subsc . iber line associated with a
public telephone shall be equal tc rhs monthly charge computed in

accordance with paragraph (b) of oris section.

(d) Beginning January 1, 1%99% rtche maximum monthly charge
for each primary residential o2 single  line Dbusiness local
exchange service subscriber line sha.! be the charge computed in
accordance with vparagraph (&) > rhis  section, or $3.50,

whichever is lowery

{e) The maximum monthly «harge for each non-primary
residential local exchange servi vbscriber line shall be the
lower of:

10



(1) The maximum charge -omputed in accordance with
paragraph (b) of this se-tion; or

(2) $5.00. On January : 1999, this amount shall be
adjusted by the infla ion factor computed under
paragraph (j) of th:s section, and increased Dby
$1.00. On July 1. 2000, and on each subseguent July
1 thereafter, this amount shall be adjusted by the
inflation factor compu-=d under paragraph (j) of

this section, and incressed by 51.00.

(3) Where the ILEC pvprovides a residential line to
another carrier so that 'he other carrier may resell

that residential lines -~ » a residence that already
receives a primary r=2s.lential line, the ILEC may
collect the non-prima-y residential charge described
in paragraph {e) {1} @ =i (2) above from the other
carrier.

(f) The «charge for =each primary residential local

exchange service subscriber line sha.i. be the same as the charge
for each single line business !ocal exchange service subscriber
line.

(g) A line shall be deemed t: be a residential subscriber
line if the subscriber pays a ra'e for such line that is
described as a residential rate i the local exchange service
tariff.

(h) A line shall be deemed ': be a single line business
subscriber 1line if the subscriber pays a rate that is not
described as a residential rate ir the local exchange service
tariff and does not obtain mors 1an one such line from a

particular ILEC.

(i) No charge shall be assess=d for any WATS access line.

(3) (1) On January 1, 199%:

(i) The ceiling for muiri-line business subscriber
lines under paragrapgk (i 12) of this section will be
adjusted to reflect 1inflation as measured by the
change 1in GDPPI for :he 18 months ending September
30, 1998.

(117 The ceiling fon non-primary residential
subscriber lines under paragraph (e) (2) of this
secticn will be adjusted to reflect inflation as



measured by the change in GDPPI for the 12 months
ending September 30, 9~

(2) on July 1, 2007, rthe ceiling for multi-line
business subscriber lines ind non-primary residential
subscriber lines will be adj .sted to reflect inflation as
measured bv the change :n 31 7FI for the 18 months ending

on Dec 31, 1999.

(3) on July 1 of eacn =ubsequent year, the ceiling
for multi-line business subscriber lines and non-primary
residential subscriber lines will be adjusted to reflect
inflation as measured bv rhe change in GDPPI for the 12
months ending on Dec 31 «f = - year prior to the year the
adjustment is made.

(k) (1) ILECs shall assess no more than one end user
common line charge as calcilated under the applicable
method under paragraph (e) o' this section for Basic Rate
Interface integrated ser—: -:s digital network (ISDN!
service.

(2) ILECs shall assess 10 more than five end user
common line charges as calculated under paragraph (b) of
this section for Primary Rat+ Tnrerface ISDN service.

§ XX.109 Presubscribed Interexchange Carrier Charge (PICC).

(a) A charge expressed in dcllars and cents per line may
be assessed upon the subscriber's presubscribed interexchange
carrier to recover the difference i: the maximum subscriber line
rate set forth in § XX.108(b) (1: =anc the maximum subscriber line
rates set forth in 8§ XX.108(k) (2} o108 {(d) and XX.108 (e) .

e

(b) If an end-user customer i{oes not have a presubscribed
interexchange carrier, the ILEC na 2ollecs the PICC directly

from the end user

(c) ILECs shall assess @« more than one PICC as
calculated under the applicable met od under paragraph (a) of
this section for BRasic Rate Interfac- integrated services digita.

network (ISDN) service.

{(d) ILECs shall assess nc more than five PICCs as
calculated under r~he applicable merthiod under paragraph (a) of

4

this section for Primary Rate Interf= & [SDN service.



(e) If an ILEC receives 1l w income universal service
support on behalf of a custome nder § 54.403(d) of this

chapter, and the subscriber elects - »11 blocking, then the ILEC
shall not recover a primar regidential presubscribed
interexchange carrier charge from rhat end-user customer Or its
presubscribed interexchange carris: Any amounts recovered under
§ 54.403(d) of this chapter by the LEC shall be treated as 1if
they were recovered through rl=: oresubscribed interexchange

carrier charge.

§ XX.110 Interconnection Charge.

(a) ILECs may recover the res:dual interconnection charge

through a flat-rated crunk Do charge assessed uporn
interexchange carriers or comp=:t 'ive access providers, as
appropriate.

(b) To the extent that the 1,#C has a non-service related
TIC, the ILEC wi'l target al. pr:e cap productivity factor
reductions to this charge until it . eliminated.

(c) Targeting of productiwvit. factor reductions will not
be applied to tandem switchinog resvencs recovered in the TIC.
§ XX.11l1l Marketing Expenses.

(a) ILECs shall recover irrerstate marketing expenses

pursuant to § 32.65310 of this chap=e: by including these expenses
in the common line service categor:

§ XX.11l2 Connection Charges for Expanded Interconnection.

(a) Appropriate connectior harges shall be established
for the use of equipment and faciliries that are associated with
offerings of expanded interconne-t on for special access and
switched transport services, as defined in Part 64, Subpart N of
this chapter. To the extent rthat the same equipment and
facilities are used to provide expanded interconnection for both
special access and switched transport, the same connection

charges shall be used.

(1) A cross-connect charge shall be established for
the cross-connect cable and associated facilities
connecting the equipment owned by or dedicated to the use
of the interconnector witl the ILEC’s equipment and
facilities used to provide (- erstate gspecial or switched



access services. Charges for the cross-connect charge
shall not be deaveraged with.n a study area that is used
for purposes of jurisdicti n~. separations.

(2) Charges associated with physical collocation or
virtual collocation, other *han the charge described in
paragraph (a) (1) of this ase r:on and charges recovering
the cost of the virtual ol lccation eguipment described
in § 64.1401(e) (1) of this ~:avter, may reasonably differ
in different central offic

(b} Connection charges shal. be initially computed based
upon the costs associated with the =qguipment and facilities that
are included in such charges, inciuaing no more than a just and
reasonable portion of the ILEC’'s overbead costs.

(c) Connection charges ¢ ! be assessed wupon all
interconnectors that use the equ:uvrent or facilities that are
included in such charges.

(d) Except as provided in paragraphs (e) and (f) of this
section, ILECs shall not offer direct-trunked transport rates
based on term discounts or volume d:scounts for multiple DS3s or
any other service with higher volurms -~han DS3.

(e) Except in the situatiocon ==t forth in paragraph (f) of
this section, ILECs may offer - e-n and wvolume discounts in
direct-trunked transport charges w:tf 1 each study area, in which
interconnectors have taken either:

(1) At least 100 DSi-eguivalent cross-connects for

the transmission of switche:it traffic (as described in
paragraph a) (1} above) in <rfices in the study area tha:
the ILEC has assigned ta ~hs lowest priced pricing zone
(zone 1} under an approvec [~ oing zone plan as described
in § X¥X.17* of this sectin !

(2) An average of &° leastt 25 DSl-equivalent

cross-connects for the transmission of switched traffic
per office assigned to tns lowest priced pricing zone
(zone 1) .

(£} In study areas in whi«l: the ILEC has implemented
pricing zones, but no offices have been assigned to the lowest
priced pricing zone (zone 1), ILEC: may offer term and volume

discounts in direct-trunked :zranspo: charges within the study
area when Iinterconnectors have taker at least 5 DSl-equivalent
cross-connects for the transmigsic: »f switched traffic (as



described 1in paragraph (a) (11 above in offices in the study
area.

{(g) Connection charges for expanded interconnection shal!
not be subiject to price cap regulat:

§ XX.113 Pricing Zones.

(a) ILECs may establish a reasonable number of pricing
zones within each study area for the Common Line, Local
Switching, Tandem 3witching and Transport service categories and
for other service categories as apprunriate.

(b) Pricing =zones may var. by service or by service
category.

{c) Such a system of pricing zones shall be designed to
reasonably reflect cost-related C~haracteristics, such as the
density of total interstate traffi i central offices located in
the respective zones.

(d) The establishment of the same initial prices within
the pricing zones in a study are=a shall be based on traffiu
density. The estab) ishment of differsnt initial prices within the
pricing zones in a study area for iad User Common Line charges
shall be based upon a demonstrati © costs.

(e) Pricing zones shal ne  established using the
following criteria

(1) Common Line and Local Switching: At least one

local interconnection trunx :s operational.
(2) Switched Transport. At least one interconnector
has taken a cross-connect 7o Switched Transport.

(3) Special Access: At . east one interconnector has
taken a cross-connect for Hpsial Access.

(4) Equivalent crizer: . must be demonstrated to
establish pricing zones 17 ~'ier service categories.




Subpart C - Pricing Flexibility

§ XX.201 General.
(a) This section is applicable to price cap ILECs which
have made a demonstration that the appropriate criteria described

herein have been sufficiently satisfied so that ©pricing
flexibility is warranted.

§ XX.202 Pricing Flexibility Criteria.

For services and areas for wrich an ILEC subject to price

cap regulation complies with §§ XX. 200 (a), (b), (c), (d), (e) and
(f) below, additional pricing flexibility shall be granted as
described in §% XX 203, XX.204 and X 205 for those services and
areas.

(a) [HERE DESCRIBE PHASE 1 CRITERIA AND CONDITIONS UPON
WHICH CRITERIA HAVE BEEN SUFFICIENTLY SATISFIED]

(b) [HERE DESCRIBE PHASE 1 CRITERIA AND CONDITIONS UPON
WHICH CRITERIA HAVE BEEN SUFFICIENTLY SATISFIED]

(c) [HERE DESCRIBE PHASE 2 CRITERIA AND CONDITIONS UPON
WHICH CRITERIA HAVE BEEN SUFFICIENTLY SATISFIED]

(d) [HERE DESCRIBE PHASE 2 CRITERIA AND CONDITIONS UPON
WHICH CRITERIA HAVE BEEN SUFFICIENTLY SATISFIED]

(e) [HERE DESCRIBE PHASE 3 CRITERIA AND CONDITIONS UPON
WHICH CRITERIA HAVE BEEN SUFFICIENTLY SATISFIED]

(f) [HERE DESCRIBE PHASE 3 CRITERIA AND CONDITIONS UPON
WHICH CRITERIA HAVE BEEN SUFFICIENTLY SATISFIED]

§ XX.203 Phase 1 Pricing Flexibility.

(a) Price cap ILECs whichk comply with §§ XX.202(a) and
(b} shall be allowed to offe: volume and term discounts
(including customer-specific cont racts), optional service

packages and arrancements, and proro lonal offerings.
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§ XX.204 Phase 2 Pricing Flexibility

(a) Price cap ILECs which «

{d) shall be allowed to remove suc
cap regulation.

§ XX.205 Phase 3 Pricing Flexibility

(a) Price cap ILECs which <

(£) shall be granted forbearance
services and areas

omply with §§ XX.202(c) and
wrvices and areas from price

omply with §§ XX.202(e) and

from reqgulation for such
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ECONOMIC STANDARDS
FOR THE BIENNIAL REVIEW OF
INTERSTATE TELECOMMUNICATIONS REGULATION

Robert W. Hahn and William E. Taylor'

L. EXECUTIVE SUMMARY.

The 1996 Telecommunications Act launched a complex set of proceedings to open
local telecommunications markets and interL ATA long distance markets to competition. To
balance this regulatory complexity, Section 11 of the Act requires that

[i]n every even-numbered year (beginning with 1998) the Commission (1) shall

review all regulations issued under this Act in effect at the time of the review

that apply to the operations or activities of any provider of telecommunications

service; and (2) shall determine whether any such regulation is no longer

necessary in the public interest as the result of meaningful economic
competition between providers of such service. The Commission shall repeal or
modify any regulation it determines to he no longer necessary in the public

interest. (47 U.S.C 161)

We have been asked by the United States Telephone Association to supply a set of practical

economic principles for identifying rules that should be eliminated or modified and to provide

an assessment of the likely economic benefits from this endeavor.

As observed by A.l-. Kahn, there are two kev circumstances in which regulation could

enhance economic welfare: where the persistence of monopoly requires continued regulation

e to protect captive, principally residential and small business customers; [and]

' Mr. Hahn is Director of the AEI-Brookings Joint Center for Regulatory Studies, a Resident Scholar at AEI, and a
Research Associate at the Kennedy School of Government. Harvard University. Mr. Taylor is Senior Vice
President of National Economic Research Associates. Inc.. head of its Telecommunications Practice and of its

Cambridge, Massachusetts office.
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