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AMERITECH’S COMMENTS ON THE STATE MEMBERS’ REPORT

L INTRODUCTION

Ameritech' hereby responds to the Public Notice released February 26, 1999 in the
above docket. Ameritech submits that the State Members’ Report on Comprehensive
Review of Separations (“the Report™)* does not provide any positive support for true
separations reform. Indeed, adoption of the Report’s proposals would needlessly encumber
the reform process initiated in the Notice of Proposed Rulemaking in this proceeding
released nearly eighteen months ago. The Report’s self-described attempt to deliberately
ignore the issues in the NPRM in favor of “highlight(ing) some broad items related to the
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long term approach to comprehensive review”™ results in a diversion rather than “a vehicle

to continue down a constructive path toward comprehensive separations reform.”

Similarly, the call for further meetings of the Joint Board to develop a Further Notice of

' Ameritech means Illinois Bell Telephone Company, Indiana Bell Telephone Company, Incorporated,
Michigan Bell Telephone Company, The Ohio Bell Telephone Company and Wisconsin Bell, Inc.
2 See State Members’ Report on Comprehensive Review of Separations, filed December 21, 1998, in this
Proceeding (“the Report™).

Ibid. at pp. 16-17.
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Proposed Rulemaking prior to the adoption of interim relief belies the achievement of
separations reform “in an expedited fashion.”

The Comments of the parties filed in this proceeding show that the separations
process is rapidly becoming obsolete in an increasingly competitive environment. It needs
to be reformed, or at the very least frozen, as proposed by the industry,’ until it may be
extensively reformed or eliminated. Accordingly, rather than adopt the three-year rolling
average proposal in the Report, followed by “comprehensive reform” three to five years
later, Ameritech again proposes that the categorized relationships and separations
apportionment factors be frozen and remain so until true separations reform is completed,
or the emergence of a sufficiently competitive environment eliminates the need for the
separations process.
1L ISSUES ADDRESSED IN THE STATE MEMBERS’ REPORT

A. CONFISCATION

With regard to the confiscation issue, Ameritech agrees with the Report’s
conclusion that “some form of separations will continue to be needed for at least the next

few years™

during the transition to a competitive environment. We also agree that no
particular form of separation is required under Smith v. Illinois Bell Tel. Co2. Therefore, it
follows that a frozen separations process would continue to meet regulatory requirements.
The industry proposal would freeze the separations factors and, in the case of price cap

carriers, also freeze the category relationships. For non-price cap carriers, the factors

would be frozen based on a three-year average, while the categories would continue to be

5 .
Ibid.
% See United States Telephone Association Comments, filed December 10, 1997 in this matter, pp. 9-12.
7 See the Report at p. 6.
* 282 U.S. 133 (1930).




current. In both cases the current accounting results, developed in accordance with Part 32,
would continue to be processed through Parts 36 and 69, and the results would be reported
in the ARMIS reports.

Finally, we agree that separations will be unnecessary “if all ILEC services were
declared competitive and therefore were no longer regulated.” ® In a competitive
marketplace, prices will need to reflect actual market and cost conditions, not the artificial
results derived from separations. Prices will need to be developed in such a manner as to be
able to respond to market conditions, irrespective of the jurisdiction. Ultimately,
competition will cause services to be priced and designed in response to customer
demands.

B. EFFECTS OF NEW TECHNOLOGIES ON THE SEPARATIONS
PROCESS

Ameritech agrees with the Report’s conclusion that technological shifts have
destabilized the policy compromises reflected in current separations allocations.

Today, technology advances are being developed and deployed at an unprecedented rate.
This is due primarily to the increased number of entrants in the telecommunications
business, resulting in increased competition in the telecommunications marketplace. These
advances in technology will accelerate the obsolescence of the separations process.

Packet Switching is a prime example of one of the problems facing the existing
separations process and one which is becoming more prevalent as the network shifts more
of its capacity to data services. The existing process apportions Packet Switching to the
jurisdictions by the determination of where the packet switch is located. The switching

equipment is located in an end office, and so it is categorized as Central Office Equipment

% See the Report at p. 5.




(COE) Category Three and apportioned to the interstate and intrastate jurisdictions by use
of the Dial Equipment Minutes (DEM) Factor. However, the current process does not have
the ability to measure the actual usage of the packet network. Other examples of this
problem are Asynchronous Transfer Mode (ATM) and Asynchronous Digital Subscriber
Line (ADSL). These technologies can continue to be handled through the current
separations process, but the results will only provide the illusion of accuracy in measuring
actual use.

Furthermore, the current process, which is based on categories and jurisdictions,
does not lend itself to the unique identification of new technologies and services, and thus
does not accomplish what some think it should. An example is the treatment of Internet
Service Provider (ISP) Internet Access under this Commission’s recent ruling,'® which
found the traffic predominantly jurisdictionally interstate in nature, while maintaining the
FCC exemption that allows Enhanced Service Providers (ESPs) to continue to obtain their
connections under intrastate end-user tariffs. This intentional non-cost causative
classification of Internet usage results in a significant increase to the intrastate jurisdiction
while decreasing the interstate jurisdictional results.

C. DIFFICULTIES IN TRACKING USAGE

Ameritech also agrees that usage is now more difficult to track, which creates
problems with the current separations process. The telecommunications environment of
today is vastly different from the network of the past when “plain old telephone service”
(POTS) was the staple of the network and all usage was resident in the telephone company
switch. Today with the increased number of competitors, new technologies and new

services, that is no longer the case.




The usage associated with packet switching does not conform to the measurements
of the past. Packets of data can encompass a whole range of services from voice to video.
These packets have a unique identifier, which directs the packet to various locations in the
“blinking of an eye”. There is no reasonable way to incorporate this usage with traditional
usage such as DEM. This problem will continue to escalate as new technologies continue
to allow the commingling of voice and data over the same facility at the same time, e.g.,
ATM and ADSL.

D. EFFECTS OF END USER CHARGES

The Report also correctly identifies one of the major problems with the existing
separations process, stating that “(s)eparations has, throughout its history, been viewed as a
way to help keep basic service rates low by assigning [intrastate] costs to the interstate
jurisdiction, . . ..”"" The tradition of building subsidies into the separations process to
support local service has been replaced by the new Universal Service requirements spelled
out in the 1996 Telecommunications Act. As subsidies become more explicit, other
methods of recovery are required. One manner of recovery is the end user charge, which
properly imposes costs on the cost-causer.

Ameritech does not believe that the separations process should be used as a
mechanism to keep basic service rates low by assigning costs to the interstate jurisdiction.
The End-User Charge is a form of recovery that occurs after the separations process. It is a
federal charge and is usually separately identified on the local bill and should be considered
separate from the basic monthly charge.

E. SECTION 254(k)

' See Declaratory Ruling in CC Docket 96-98 (rel. February 26, 1999, at §23.
' See the Report at p. 9.




Ameritech differs with the Report’s conclusions that “(i)t would therefore, violate §
254(k) of the Communications Act if interstate services, which generally are not protected
services, are allocated anything less than a ‘reasonable share’ of joint and common costs,”"
and that separations is necessary to ensure that the appropriate share of joint and common
costs is assigned to the interstate jurisdiction.

These conclusions are in error. §254(k) provides that “(t)he Commission, with
respect to interstate services, and the States, with respect to intrastate services, shall
establish any necessary cost allocation rules, accounting safeguards and guidelines to
ensure that services included in the definition of universal service bear no more than a
reasonable share of the joint and common costs of facilities used to provide those
services.”. 1* (emphasis added). Therefore, the proper interpretation is that the FCC has the
responsibility for ensuring that any interstate services included in the definition of
universal service bear no more than a reasonable share of joint and common costs
compared to other interstate services which are not included in the definition. Similarly,
the state commissions have the responsibility for ensuring that any infrastate services bear
no more that a reasonable share of joint and common costs compared to other intrastate
services. In other words, each regulatory body, within the confines of its jurisdiction has
the responsibility for the appropriate assignment of joint and common costs. Separations is
not needed to accomplish this cost assignment, since it is done affer costs have been

separated between the jurisdictions. That is, the method of separations (current Part 36

Rules) is independent of the requirements of §254(k).

2 1bid. at p. 10.
1347 U.S.C. 254(k).




In short, the Report erroneously concludes that compliance with §254(k) “requires
affirmative acknowledgment of its explicit requirements in three regulatory processes:
separations, state ratemaking and federal ratemaking”. * In fact, only the latter two
processes are required for compliance with §254 (k).

F. COMPETITIVE SERVICES

The Report concludes that the current system of identification of costs associated
with nonregulated services and their subsequent removal from those costs identified as
“subject to separations” is inadequate. Ameritech strongly disagrees.

The scope of the Part 64 process is greatly understated in the Report. Part 64
applies to all services that (1) have never been subject to regulation and (2) those that have
been preemptively deregulated. Ameritech has over twenty different services that are
subject to Part 64’s detailed principles and requirements on the assignment and reporting of
service costs. Part 64 results are scrutinized by independent auditors and the FCC to
ensure compliance with the Federal Rules. (See 47 CFR §§64.901 through 64.904).

The purpose of the Report’s discussion seems to be the desire to reengage the
debate over the Part 64 pre/post separations issue that was resolved in 1986. At that time,
the FCC concluded that Part 64 should occur prior to separations in order, in part, to avoid
separations-type distortions on the Part 64 cost causation principles and process. !
Part 64 has extensive requirements and reporting on the allocation of joint and

common costs. Yet the Report asserts that Part 64 is under-allocating joint and common

costs prior to the separations process. The rules and procedures regarding allocation of

'4 See the Report at p. 10.
13 See Report and Order in CC Docket No. 86-111(rel.) February 6, 1987, at q 116.




costs in Part 64 are more detailed and under more scrutiny than separations allocations in
Part 36. Allocation does not occur until direct assignment through analysis is completed.

In conclusion, the Report does not offer anything new or compelling in support of
their assertion that the existing system is inadequate

G. MODIFIED STRUCTURE

Ameritech has long supported separations reform. Reform of the existing
separations process has been a subject of discussion by the regulators and the industry for
many years. All parties generally agree that when a competitive environment is achieved,
separations will no longer be necessary. Therefore, the Commission should approach
reform with an eye to the future and to temper the efforts of separations reform with the
knowledge that competition is likely to replace regulation in the next few years.

Ameritech and USTA have proposed to freeze the apportionment factors and the
categorized relationships of the process during a transition to a sufficiently competitive
market, when the process would be eliminated. Inexplicably, the Report fails to address
this proposal, choosing instead to focus on the GTE/US West proposal. The latter proposal
is attractive in its goal to create a regulatory environment that would not require
jurisdictional separations. However, it does not go far enough in that ILECs would still be
subject to rules and regulations that would not apply to their competitors. In short, the
GTE/US West proposal creates an unnecessary step in the transition to the elimination of
separations.

H. TRANSITIONAL REFORM

It is unclear what benefit will be derived from the adoption of the Report’s

recommended three-year rolling average proposal for interim separations reform. The




proposal would increase the burden of maintaining the separations process. In order to
implement a three-year rolling average, each incumbent local exchange carrier (ILEC)
would have to develop an interface three times the size it is today. This interface would
require three complete sets of separations data which includes all the accounting inputs,
Part 64 data, separations categories and separations factors. In addition, an ILEC would be
required to adjust the previous years to incorporate separations changes which have been
adopted at the time of implementation. This procedure would most certainly cause a
revenue requirement shift, which would for most companies be unrecoverable in the
current environment of price caps, rate moratoria and other incentive regulation plans.

While touting the benefits of this proposal, the Report states that it would “address
concerns regarding new technology and service offerings by assuring that revenues and
costs are assigned to the jurisdiction with tariff approval authority”. It is neither clear that
the rolling average proposal accomplishes this, nor that it offers any benefits beyond
essentially maintaining the status quo.

The Report also proposes to incorporate both the historical changes into prior year
data and to include any “cleanup items which may surface in the comment process. Also
of concern is that the proposed use of historical data could result in retroactive ratemaking.
In contrast, Ameritech’s plan has no revenue requirement shift between jurisdictions.
Finally, since the Report fails to provide a sufficient cost/benefit analysis'® to allow
evaluation, it is not clear that any incremental benefit can come from adoption of the three

year rolling average proposal. Ameritech has shown that its freeze proposal is

'® See NPRM at 423, requesting that reform proposals achieve a balance among three criteria: (a) competitive
neutrality, (b) administrative simplicity, and (c) principles of cost causation.




competitively neutral, requires very little implementation effort, is easily understood and
eliminates the arbitrary link between separations results and prices.'”

III. CONCLUSION

For the reasons stated above and in its prior Comments in this proceeding,
Ameritech respectfully urges the Joint Board/Commission to reject the three year rolling
average proposal, and recommend/adopt an interim freeze of the separations process as
proposed by USTA and Ameritech. This approach will best anticipate the day when the
separations process is made wholly unnecessary as competition removes the need for

regulation itself.

Respectfully submitted,

Vander L Valend

Leander R. Valent

Counsel for Ameritech

9525 West Bryn Mawr, Suite 600
Rosemont, IL. 60018

(847) 928-4396

Dated: March 30, 1999

'7 See Ameritech Comments filed December 10, 1997 in this matter, p. 10.
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CERTIFICATE OF SERVICE

I, Debb J. Krocka, do hereby certify that a copy of Ameritech’s Comments on the State
Members’ Report has been served on the parties on the attached service list, via first class

mail, postage prepaid, on this 30" day of March, 1999.

By: @b/b/( }O/OQKQV)@

Debb([.Jtrocka
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