Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of )
)
Jurisdictional Separations Reform and ) CC Docket No. 80-
286
Referral to the Federal-State Joint Board )

REPLY COMMENTS
OF THE
UNITED STATES TELEPHONE ASSOCIATION

The United State Telephone Association (USTA) hereby replies to
comments filed in response to the Commission=s Public Notice® in the
above-referenced proceeding. Comments were filed on issues raised in the
state members= report on comprehensive review of separations filed on
December 21, 1998 (the State Report).

I. INTRODUCTION

In addressing the principal issues raised by the State Report, USTA
stated in its comments that jurisdictional separations remains necessary as
long as local exchange carriers (LECs) are subject to federal and state
regulation of rates, in any form. Until a freeze is imposed, costs of new

technologies should continue to be allocated through the existing

'Public Notice DA 99-414, released February 26, 1999.
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separations process. As new technologies are introduced, cost recovery
methods, if needed, can be implemented without the need to alter the
separations process.

USTA emphasized once again that separations reform is needed,
starting with a transition from the present burdensome separations process
and ultimately resulting in the elimination of jurisdictional separations. The
USTA proposal to freeze separations should be adopted by the Commission

immediately. The Commission should not adopt the State Report=s

transitional reform recommendation because the three-year rolling average
of separations factors it would require increases the already burdensome

requirements of the Commission=s Part 36 rules.?

In these reply comments, USTA explains that comments filed on the
State Report underscore the importance of adoption of the USTA proposal.
In addition, specific suggestions made by AT&T warrant further rebuttal.
Particularly, AT&T reiterates earlier proposals that the allocation of loop
costs to the interstate jurisdiction be reduced from 25 percent to 15
percent, and that the marketing expenses and customer service expenses
recovered from interstate carrier access charges be removed from the
interstate jurisdiction. Below we set forth reasons why each of these

proposals should be rejected.

247 C.F.R. Part 36.



II. FREEZING OF SEPARATIONS SHOULD BE ADOPTED AS A
TRANSITION PLAN

The USTA proposal on separations reform has received widespread
support explicitly or conceptually from other commenters® and should be

adopted by the Commission. In contrast, the State Report=s proposal for a

three-year rolling average of separations factors has drawn criticism* and
falls far short of achieving true separations reform. USTA first advocated
its freeze proposal in its December 10, 1997 comments in this proceeding.
It has reiterated that position in its January 26, 1998 reply comments and
its March 30, 1999 comments on the State Report, as well as in many ex
parte filings in this docket. The essential elements of the USTA plan include
a freeze of jurisdictional allocation percentages and category relationships
immediately for price cap companies and a freeze of jurisdictional
apportionment factors based on a three-year average of those factors from
1994 through 1996 for non-price cap companies. This freeze is an interim
step toward the elimination of separations, which is a vital element of the
USTA proposal.

The USTA proposal is simple, results in minimal jurisdictional cost

3Comments of Ameritech at 10, Bell Atlantic at 3, GTE at 8, GVNW at 7, NECA at 5,
SBC at 8, and TDS at 11-12.

*Comments of Ameritech at 8, AT&T at 2-3, Bell Atlantic at 1-2 and 4, GTE at 8, GVNW
at 6, JSI at 2-4, MCIl Worldcom at 7-8, NECA at 6, SBC at 9, Smithville Telephone Company at
9-10, Sprint at 9-10, TDS at 11-12, US West, USTA at 10-11, and Western Alliance at 9.
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shifting and, as long as rate regulation continues, maintains a uniform,
auditable separations process providing reasonable and stable allocations.
The USTA plan satisfies reporting requirements and provides a more cost-
effective method for the LECs to perform separations studies than the
current rules. It also maintains state and federal jurisdictions pursuant to
the holding in Smith v. Illinois Bell Tel. Co.®> The USTA proposed freeze
could not be manipulated.

The time is ripe to initiate planning for the eventual elimination of
the current separations process. The USTA plan is the logical and correct

means by which to start that process. In contrast, the State Report=s

transitional reform proposal requiring calculation annually of a three-year
rolling average of separations factors will not lead to separations reform.

III. ALLOCATION OF LOOP COSTS TO THE INTERSTATE
JURISDICTION SHOULD NOT BE REDUCED

°282 U.S. 133 (1930).



AT&T proposes to allocate loop costs to the interstate jurisdiction based on
the relative interstate minutes of use, which it claims would produce an
allocation of approximately 15 percent.¢ The current Part 36 of the rules
allocates 25 percent to interstate.

USTA has demonstrated on the record in this proceeding that reducing
the current 25 percent allocator to 15 percent would shift approximately $4
billion in loop cost to the intrastate jurisdiction, or approximately $2.25 per month
per loop. This AT&T proposal is obviously self-serving and irresponsible. It would
be completely inappropriate for the Federal-State Joint Board to consider such

arecommendation.

®Comments of AT&T at 4.



Also, the Commission should take into account the effect that the AT&T
proposal would affect determinations made in access reform for price cap
LECs, particularly so that the impact on end users is not accelerated or
increased. Even though 25 percent of loop costs are allocated to the interstate
jurisdiction, which are subsequently allocated to the common line basket, only
31 percent of price cap LECs= common line revenues are recovered from IXCs.”
This equates to less than 8 percent of price cap LECs= total loop costs being

recovered from IXCs.

V. MARKETING EXPENSES SHOULD NOT BE REMOVED FROM THE INTERSTATE
JURISDICTION

'SeeMid Year Annual Price Cap Carrier Tariff FilingseBember 17, 1998.



AT&T proposes to remove approximately $591 million of marketing
expenses from the interstate jurisdiction.8 Marketing expense is appropriately
allocated to the interstate jurisdiction. Because many of the services that LECs
actively market to retall users benefit interexchange caurriers, it is entirely
reasonable to allocate a portion of marketing expense to interstate access. In
the Access Reform Order,? the Commission concluded that, ASpecial access
and interexchange services are purchased by, and marketed to, retail
customers. It is therefore appropriate to allow rates for those services to
continue to include recovery of marketing expenses.[}° Marketing expense, for
price cap carriers, was removed from all access rate elements charged to IXCs
through exogenous adjustments to the charges for the common line, traffic
sensitive and trunking baskets. Price cap LECs may recover the revenues
related to the marketing expense removed from those baskets by increasing
subscriber line charges (SLCs) for multi-line business and non-primary residential
lines. Although these marketing expenses would be recovered through the SLC,
the associated revenues will not be considered common line revenues or

included in the base factor portion calculation. In order to ensure that price

8Comments of AT&T at 4.
°CC Docket No. 96-262, 12 FCC Rcd 159828 &323-325 (1997).

10d. at&323.



cap LECs do not recover the marketing expense from access services, the
Commission established a separate basket for marketing expense.!

Since the Commission has addressed this issue in the Access Reform Order,
it is unclear what AT&T=s objective is in this proceeding other than to shift
additional costs to consumers. Such a result is counter to the objectives that the
USTA freeze proposal would achieve, as set forth in Section Il above.

V. CUSTOMER SERVICES EXPENSES SHOULD NOT BE REMOVED FROM THE
INTERSTATE JURISDICTION

AT&T asserts that the current rules over-allocate approximately $167
million of customer services expenses to interstate carrier access. AT&T=S
proposal to reallocate those expenses to the intrastate jurisdiction?? is
unreasonable. Customer services expense reflects costs incurred to provide
services that benefit both intrastate and interstate service customers. As GVNW
explained,13 AT&T=s assertion is illogical and unsupported in that it would remove
from interstate expenses for customer services functions related to carrier
presubscription, interstate private line and special access, interstate message
toll including WATS, and interstate subscriber line charges. Thus, the AT&T

recommendation would unfairly burden local rates with clearly interstate

Hd. at&324.
2Comments of AT&T at 4.

“Reply Comments of GVNW in CC Docket No. 80-286, filed January 26, 1998.
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expense.
VI. CONCLUSION

For the reasons stated herein, the Commission should immediately adopt
the USTA proposal to freeze separations factors. Also, for the reasons set forth
above, the Commission should not adopt the State Report=s transitional
recommendation that calls for calculation of a three-year rolling average of
separations factors. Furthermore, the Commission should reject the repeated
attempts by AT&T to reduce the interstate allocation of loop costs and to

remove marketing expenses and customer service expenses from the interstate

jurisdiction.
Respectfully submitted,
UNITED STATES TELEPHONE ASSOCIATION
By /s/ John W. Hunter
Its Attorneys: Lawrence E. Sarjeant
Linda L. Kent
Keith Townsend
John W. Hunter
Porter E. Childers, 1401 H Street, NW
Executive Director Suite 600
Legal & Regulatory Affairs Washington, DC 20005
(202) 326-7375
April 14,1999
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Gary E. Miller
North-State Telephone Co.
One Telephone Drive



P.O. Box 609
Mt. Vernon, OR 97865

Rockland Telephone Co.
P.O. Box 269
Rockland, ID 83271

Toledo Telephone Co.
P.O. Box 669
Toledo, WA 98591

Tenino Telephone Co.
225 Central Avenue West
P.O. Box 4005

Tenino, WA 98589

Farmers Telephone Co.
615 lowa Street
P.O.Box 179

Essex, IA 51638

Ketchikan PUC
748 Miller Ridge Road
Ketchikan, AK 99901

Southern Kansas Telephone Co.
112 S. Lee

P.O. Box 457

Clearwater, KS 67026

Cross Telephone Co.
1201 Walnut Bottom Road
Carlisle, PA 17013



Alma Telephone co.
101 Mercer Street
P.O. Box 2027

Alma, GA 31510

Northeast Florida Telephone Co.
130 North Fourth Street
Macclenny, FL 32063

Molalla Telephone Co.
P.O. Box 360
Molalla, OR 97038

Ragland Telephone Co.
P.O. Box 577
Ragland, AL 35131

Beaver Creek Coop.
16680 S. Spangler Road
P.O. Box 169

Beaver Creek, OR 97004

Rural Utilities Service
US Department of Agriculture
Washington, DC 20250

Willard Telephone Co.
Route 2, Box 84
Merino, CO 80741



Sunflower Telephone Co.
908 W. Frontview Street
P.O.Box 199

Dodge City, KS 67801

Gila River Telecommunications
7065 W. Allison Road

P.O. Box 5015

Chandler, AZ 85226

Bledsoe Telephone Coop.
203 Cumberland Avenue
P.O. Box 609

Pikesville, TN 37367

Kalama Telephone Co.
290 N. First Street

P.O. Box 1067

Kalama, WA 98625

Silver Star Telephone Co.
104101 Highway 89

P.O. Box 2261

Freedom, WY 83120

Northland Telephone Co.
2401 Congress Street
Portland, ME 04102

Hopper Telecommunications
P.O.Box 10
Walnut Grove, AL 35990

Cowiche Telephone Co.
61 Cowiche City Road



P.O. Box 401
Cowiche, WA 98923

New Hope Telephone Co.
P.O. Box 38
New Hope, VA 24469

Haviland Telephone Co.
P.O. Box 308
Haviland, KS 67059

Lincoln Telephone Co.
500 South 16th Street
Lincoln, NE 68508

International Transcription Service
1231-20th Street, NW
Washington, DC 20036



