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Appendix B - Preliminary Draft Proposed Rules

This Appendix contains preliminary draft proposed amendments Sections of the

existing Code of Federal Regulation that the members of CALLS at this time believe

would be needed to implement the CALL plan. We provide these preliminary draft

proposed rules in order to aid the Commission and parties wishing to understand and

comment on the proposal. It should be noted that the draft amendments were made to

existing Part 54, Part 61 1 and Part 69 Rules. We have compared these draft proposed

rules against the existing rules to make clear the changes needed from current regulation

to implement the proposed plan. In the event that all Price Cap companies do not sign

onto this plan, we would recommend that new rules sections within Parts 61 and 69 be

created containing the rules for those companies under this plan, and that the existing

rules would remain intact for companies not choosing this plan. These preliminary draft

rules are also written, for illustrative purposes, as if the initial changes were to be

implemented January 1, 2000. The actual implementation date may need to be adjusted

for Y2K implementation.

1 The "current rules" in the Part 61 section are those rules as they stood prior to the 1998 Biennial
Regulatory Review Report and Order, released August 3, 1999. In addition, in § 61.45(c), we have
restated the formulas for readers' clarity, and then made changes necessary for the implementation of this
plan. It should be noted that changes to § 61.47, as requested in a Waiver filed by USTA in October 1997,
would need to continue to implement the targeting proposed under this plan.
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Part 54 Rules



PART 54

Subpart E - Universal Service Support for Low-Income Consumers

§54.403 Lifeline support amount.

(a) The federal baseline Lifeline support amount shall equal $3.50 per
quali f)'ing lov; iriCome eOllsunwr.the tariffed rate in elTect for the primary residential end
user common line charge. as determined in accordance with § 69.152(d), for the
qualifying low-income consumer. If the state commission approves an additional
reduction of $1.75 in the amount paid by conswners, additional federal Lifeline support
in the amount of $1.75 will be made available to the carrier providing Lifeline service to
the consumer. Additional federal Lifeline support in an amount equal to one-half the
amount of any state Lifeline support will be made available to the carrier providing
Lifeline service to a qualifying low-income consumer if the state commission approves an
additional reduction in the amount paid by that consumer equal to the state support
multiplied by 1.5. For the qualifying low-income consumer, the ffie federal Lifeline
support amount shall not exceed $7.00 per qualifying Jow ineeme euslomer. the tariffed
rate in cffect for the primary residential end user common line charge plus $3.50.

* * *

Ed) In addiliell te the $7.00 per qualifying low ineerne eensumer deseribed ill
paragraph (a) of this seetion, eligible ineumbent toeal exehaege earriers that serve
qualifjing 10';' ineome eoesumers WNO have loll bloeking shall reeeive federal Lifeliee
support in anlounls equal to the presubseribed iHterexeNange eamer eharge that
ineuffiben~ local exehange carriers 'liould be permitted 10 recover from saeh low income
eonsumers pursuant to § 69.153(0) e[this ehapter. Eligible incumbent loeal exehange
ean'iars that serve qualifying low ineome eonsumers who have toll bloeking SNail apply
this support 10 'Naive qualifying low income eonsumers' presubserioed interexehange
earrier eh8.rges. A e0111f'etitive eligible leleeommtH1ieations eluTier Ihat serves qualifying
10'''' illCOll'le eOJ1StlllICrS '""ho have toil bloekiHg shall reeeive federal Lifeline support in an
amount equal ~o the presubseribecl interexehange. earr;er eharge that the ineumbent loeal
exehange earrier in that area woald be permitted te reeover, if it scrYed fuose eonsumers,
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Subpart I - Explicit Funding of Universal Service Support Currentlv Embedded ill
Interstate Access Rates

§ 54.800 Terms and Definitions

(a) Average Price Cap CMT Revenue Per Line'WJ)""'" has the same meaning as
that term is defined in § 61.JiQl

(b) !\.IAA Phase In Percentage is:

50~'~ as of January 1. 7000.
75% as of January 1, 2001
100% as of July 1, 2002.

(e) Minimum Adjustmelll Amount (lv/AA) is defined in § 54.813(5).

(d) II-finimum /)elta (/11/)) is defined in § 54.8llQ1

(e) Minimum Support Requirement (MSR) is defined in § 54.813! 6).

(I) Nationwide Total Above Cup Revenues is defined in § 54.8D! 1).

(g) Preliminar)! Minimum Aecess USF""d,'""" is the amount calculated
pursuant to § 54.811.

(h) PreliminarY Studv Area Universal Service Support (PSAUSS) is defined in
§ 54.813(2).

(i) Studv Area Above Cap Revenues is the sum of all Zone Above EUCL Cap
Revenues for all zones in the study area.

(j) Studv Area Access USF Support (SAAUS) is defined in § 54.813(7).

(k) Totallv'ationallvtinimum Delta (TNMD) is the nationwide sum of all study
area Minimum Deltas.

(I) Total National Minimum Support Requirement (TNMSR) is the sum ofthe
MSR for all price eap incumbent LEC studv areas.

(m)Zone Above EUCL Cap Revenues is detined in § 54.812(a)(3).

(n) Zone Average Revenue pel' Line. The amount calculated as follows:
Zone Average Revenue Per Line = (25% * (Loop""" "rice + (Port)"rico))+ U where.

lliUnifonn revenue per line Adjustment) ~
(Price Cap CMT Revenue PerLine.mJp,,, * Base Period Lines)- (25% *
(LinesuMh,", x (Loop""""ri" + Port "rico X 12) for each zone»)) + Base
Period LinesSllJdy ,\rea(5l -;- 12

2



Alternative I: '.

l&QQ,,,,,, p,i" & Portp'i"are the ratesJ'gr unbundled loop and switch portsjn a \!iven
UNE zone.

Alternative 2:

Loop."", p,i,., & Port""" ars. the average cost of a loop and a line port, calculated
using an FCC-approved cost model, within each geographic zone within a
studv area for which a state has created geographicallv deaveraged UNE
loop rates.

§54.801 General

(a) The total amount of universal service support under this Subpart for areas
served by price cap incumbent LECs as of December 31, 1999, is a maximum of $650
million per year, if all price cap incumbcnt LECs elect to participate and if no exchan\!es,
other than those offered for sale prior to December 31, 1999, are sold to non-price-cap
LECs.

(b) A price cap LEC may elect to participate in the support mechanism
described in this Subpart for all its incumbent LEC study areas by filing a written
statement of its intent to do so \"ith the Commission by January 1,2000, or, in the case of
a transfer of control within the first six months of calendar year 2000, by June 30, 2000.
Such a price cap LEC is a "jJarticipating price cap incumbent LEe. II A price car LEC
may not elect to participate in this support mechanism unless it also elects to participate
in the interstate access charge rules described in Parts 61.--- and 69.---. Nothing in this
subscction altcrs a carricr's obligation, or the obligations of providers ofintcrstatc
tclecommunications, to contribute to universal service support pursuant to Section 54.706
and 54.709.

(c) Support that would be provided, if such incumbent LECs participated in
this Subpart, to areas scrved bv price cap incumbent LECs not electing to participate in
this Subpart will not be distributed or collected.

(d) In the event that all or a pO\1ion ofa study area served by a participating
pricc cap LEC is sold to an entity other than a price cap LEe. and the study area or
portion thereof was not offered for sale prior to December 31, 1999, then the support that
would otherwise be provided under this Subpart, had such study area or portion thereof
not been sold, will not be distributed or collected.

(e) In the event that a participating price cap LEC acquires additional
exchanges within which it is an incumbent LEC from an entity other than a price cap
LEC,Jhat acquisition should be reported to the Administrator pursuant to Section 54.803
and included in the determination of studv area support for the acguirin\! pliee cap LEC.

, The parties disagree as whether the models or UNE prices should be used for this
calculation, and will agree their respective positions to thc Commission. Appendix A at
2.2.3.1.1(a).
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§54.80J._. Qualification for Uniyersal Service SllDport.

(a) In,.Q[<.ler to receive Studv Area Acces.§JJSF Support in excess of the
Minimum Support Requirement, .il..Participatini! price cap incumbent LEC must have
established state-approved geographicallv deaveraged UNE Loops rates, according to
geographic zones.

(b) A participating Price Cap Incumbent LEC may receive Portable Access
USF S\lPport Per Line ifthat LEC has submitted the infonnation to the Administrator
required pursuant to § 54.803.

(c) An Eligible Telecommunication Canier that is not a price cap incumbent
LECs but is providing service within areas served by a participating.12rice cap incumbent
LEe mav rcceive Portable Access USF Support Per Line for service to end users within
areas served by that participating price cap incumbent LEC by submitting the infonnation
detailed in § 54.803(d) to the Administrator.

§54.8Q.1.. LECs Obligation to Report Universal Service Data

(a) All price cap incumbent lECs shall submit to the Administrator. in
accordance with the schedule established bv the Administrator. the following
inl'ol111ation:

(I) The Preliminarv Minimum Access USF""dY"";

(2) Zone Average EUCl Cap Revenues by zone for each Study Area
~vithin which the ILEC has established state-approved geographicallv deaveraged
rates for UNE loops. When geographically deaveraged UNE loop rates are
established or when the rates l'or such loops change, the ILEC must file revised
Zone Average EUCL Cap Revenues calculations on or before 30 days prior to the
beginning of the next quarter.

(b) All Eligible Telecommunications Carriers, including priee cap incumbent
LECs, that provide service within a studv area of a participating price cap incumbent
LEC must submit bv customer classification. and by zones where zones exist the number
of access lines served in the ILEC studv area to the Administrator.

§ 54.800 Universal Service Zones

(a) The zones used for detennining universal service will be the same zones
that would be used lor BUCL deaveraging as described in §69.152(q)(i).

(b) In a price cap study area where the incumhent LEC has not established
§tate-approved prices for Unbundled Network Elements (UNEs) loops by zone, the fund
administrator shall devclop an estimate of the ILEC's Zone Above EUCL Cap Revenues
for transitional purposes, in order to reserve a portion of the fund for that study area. This
estimate will be included bv the Administrator in the Nationwide Study Area Above Cap
Revenues calculated pursuant to §54.813.
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(1 ) For the purpose of developing this transitional estimate, the loop
glnd pOli costs estimatedkthe FCC cqst model, or other substitute method ifno
model is available, shall be used.

(2) For the purpose of developing this transitional estimate, the
administrator shall constmq three zones. Wire centers within the study area will be
gronped into these zoncs in such a wav that eaeh zone is assigned approximately
one third of the lines in the studv area, with the lowest cost wire centers assigned to
Zone Lthe highest cost wire centers assigned to Zone 3, and the remainder to Zone
2.

§54.81O Portable Access LJSF Support

(al Each Eligible Telecommunication CatTier (ETC) that provides local
exchange service, except through the resale ofILEC retail services pursuant to 47 U.S.c.
§254(c)(4), to an end user within the study area of a participating price cap incumbent
LEC shall receivc Portablc Access LJSF Per Line for each end user line.

(b) In any study area within which the incumbent LEC has not established
state approved geographically deaveraged rates lor UNE loops, the Portable Access USF
Sillmort Per Line is Stlldv Area Access LJSF Support divided bv total lines (both [LEC
and CLEC-provided) in that study area.

(c) Ailemalive 1 (Proportionale Ai/oealiolli'

In aDY study area within which the incumbent LEC has established state approved
geographicallv deaveraged rates for UNE loops, the POliable Access USF SuppOli Per
Line is calculated as tallows:

Ll.L Within each study area, detennine the percentage proportion of
Study Area Universal Service Support to Study Area Above Cap Revenues.

(2) Within each zone and customer class (i.e. residential/single line
business and multiline business for each zone), Portable Access USF Support Per
Line for that zone and customer class is Zone Above EUCL Cap Revenues for that
customer class times Studv Area Access USF Support divided bv Study Area
Above Cap Revenues, divided by the number of lines of the customer class within
that zone using base period demand.

2 Parties do not agree in the methods in establishing the portable per line amount.
Alternative I proposes that the Interstate Access-related USF should be distributed
proportionately among all "above EUCL-Cap" lines.
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Alternative 2 (Ilighest Cost Zone Firsti'

IEjlI1Y2tudy area within which the incumbent LEC has established state approved
geogJ;;mhically deaveraged rates for UNE loops, the Portable Access USF Support Per
Line is <;alculated as follows. The support in each study area will be madc portable for
lines in the highest cost zone first, and will "cascade" to lines in lower cost zones to the
extent that sufficient funding is available. Beginning with the zone with the highest Zone
Average Revenue Per Line, funding will be applied in the following order of priority:

(l) To all lines in the highest zone, to eliminate the an10unt per line by
which Zone Average Revenue Per Line exceeds the hi gher of $9.20 or the Average
Revel1lle Per Line in the next highest zone;

(2) If the Zone Average Revenue Per Line in the next highest zone is
greater than 59.20, then to all lines in both zones to eliminate the amount per line bv
whjeh Zone Average Revenue per Line exceeds $9.20;

(3) To all residential and single line business lines in the bighest zone,
to eliminate the amount per line that Zone Average Revenue Per Line for these lines
exceeds the highcr of$7.00 or Avcrage Revenuc Pcr Line in the next highest zone;

(4) If the Zone Avcrage Revenue per Line in the next highest zone is
greater than 57.00, then to all residential and single line business lines in both zones
to eliminate the amOll11t per line by-which Zone Average Revenue Per Line exceeds
$7.00.

This "cascade" process will continue until all of the available funding has been
assigned to lines bv zone and by customer elass; it may extend in similar fashion to
additional zones, to the extent that their Zone Average Revenue per Line exceeds
the $9.70 and $7.00 caps, and availablc funding permits. The pcr-line amount
assigned to each multiline business line in a given zone would then be portable
among eligible telecommunications ealTiers. as would the per-line amount assigned
to eaeh residence line and each single line business line in that zone.

§54.8 I I .Preliminary Minimum Aeeess USFStudy Aceu

(a) If Average Priee Cap CMT Revenue Per Lines",,,,,,,,, is greater than $9.20

Preliminarv Minimum Aecess USF ,wds ,,"u = Price Cap CMT Revenue s'"ds a,ca 

lll.7.00 X Residential & Sinl!lc Line Business Lines""",,,,, X 12) + $9.20 X
Multiline Business Lines s'udv "'" X 12))

; Parties do not agree in the methods in establishing the portable per line amount.
Alternative 2 proposes the Interstate Access-related USF be distributed first to the highest
cost lines.
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(bl If Average Price Cap CMT Revenue Per Lines<udv A"" is greater than $7.00
but lcss than $9.20 then:

Preliminm Minimum Access USF sludv ace. = (Average Price Cap CMT Revenue
PCI' Linc"udY"'", - $7.00) X (Residential & Single Line Business Lines""dp," X

W

(cl If Average Price Cap CMT Revenuc Per Lines"""A"., is less than $7.00 then
the Preliminary Minimum Access USF study area is zero. '

§54.8l2 Zone and Study Area Above EUCL Cap Revenues

(a) The following steps shall be perfonned by the Administrator to determine
Zone Above EUCL Cap Revenues for eaeh price cap incumbent LEC, whether or not
participating.

(I) Calculate Average Price Cap CMT Revenue Per Line study .,'ea.

(2) Calculate Zone Average Revenue Per Line.

(3) Calculate Zone Above EUCL Cap Revenues. Zone Above EUCL
Cap Revenues is the sum of Zone Above EUCL Cap RevenuesR"'d"'''&SiUgkLi"BUviu",
and Zone Above EUCL Cap Revenues \1uIlili"""i"" Zone Above EUCL Cap
Revenues RcsidcnccS:Sillll;lcLineBusine5;; is., within each zone, the product of Zone Average
Revenue Per Line nlinus $7.00 multiplied by line months. If negative, the Zone
Above EUCL Cap Revenues R"ld""&SI,,,Ie!;,,,B,,,lu,,, lor the zone is zero. Zone Above
EUCL Cap Revenues Multili"Buvi""" is, wrthin each zone, the product of Zone Average
Rcvcnuc Per Line minus $9.20 multiplied by line months: if ncgativc thc Zone
Above EUCL Cap Revenues "uhlli,,,Il,,,lu,,Y for the zonc is zero. Or:

Zone Above EUCL Cap Revenues = «Zone Average Revenue Per Line - $7.(0) X
Residential & Single Line Business LinesstudpreaX 121 + «Zone Average Revenue
Per Line - $9.20) X
Multilinc Busincss Lines ,tudv "rea X 12)

Whcre Zone Average Revenue Per Line - $7.00 > $0,00, and Zone Average
Revenue Pcr Line - $9.20 > $0.(0)

(b) Study Area Above Cap Revenues is the sum of Zone Above EUCL Cap
Rcvenues for all zones in the study area.

§54,813 Calculation of Study Area Aeeess USF Support for Areas Served by
Participating Price Cap LECs

7



The Admi nistrator, based on the data sUQmitted pursuant to § 54.812, shall calculate the
Study Area Access Universal Service Support for areas served by participating Price Cap
Incumbent LECs according to the following methodologv:

(I I Calculate Nationwide Total Above Cap Revenues. Nationwide
Total Above Cap Revenues is the sum of all Study Area Above Cap Revenues for
all price cap {LECs, w1}ether or not participating.

lli_. Calculate Preliminary Study Area Universal Service Support
(PSUASS)~

(i) If the Nationwide Total Above Cap Revenues is greater than
$650 million. then the Preliminary Studv Area Universal Service Support
(PSAUSSI equals the Study. Area Above Cap Revenues multiplied by the
ratio of$650 million to Nationwide Total Above Cap Revenues (i.e.
Preliminary Studv Area Universal Service Support = Study Area Above
Cap Revenues X ($650 Million / Nationwide Total Above Cap Revemles).

If th" Nationwide Total Above Cap Revemles is not greater than
$650 million, PSAUSS equals the Study Area Above Cap Revenues.

(3) Calculate the Minimum Delta (MOl by study area. Within each
study area the Minimum Delta will be equal to the Minimum Access USFS,udyM"
less the PSAUSS, if the difference is greater than zero. If the difference is less than
or equal to zero, the MD is equal to zero.

(4) Calculate the Total National Minimum Delta (TNMD) by
summing all study arc Minimum Deltas nationwide.

(51 Calculate the Minimum Adjustment Amount.

(II If the TNMD is greater than $75 million, then the
Minimum Adjustment Amount LMAA) equals the product of the eUlTent
12hP-sed in percentage times the MD by study area times the ratio of$75
million to TNMD Or:

Minimum Adjustment Amount = (MAA Phase In Percentage) X
(Minimum Delta) X ($75 million / Total National Minimum Delta).

ill) If the TNMD is less than $75 million, then the MAA
equals the product of the MAA Phase In Percentage and the MD by studv
area.

(6) Calculate the Total National Minimum Support Requirement
(TNMSRJ. which equalsJhe sum of the MSR for all study areas. The Minimum
Support Requirement for a study area is determined as follows:

(I) [[the MAA of the study area is greater than zero then the
MSR equals the PSAUSS plus the MAA.

(ii) lethe MAA is equal to zero, the MSR is the Preliminary
MinimUlTI Access USF Silldyi\n:~.:..

j]) Calculate Study Area Access USF Support (SAAUS).
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f.iL- For study areas in which the MAA was zero, and within
which thc participating price cap incumbent LEC has established
geographically deaveraged state-aQl2roved rates for UNE loops, the SAAUS
for that studv area is equal to:

Preliminary Study Area Universal Service Support x ($650 million
TNMSR) -;- $650 million.

(ii) For study areas in which the MAA was zero, and within
which the participating price cap incumbent LEC has not established
geographically deaveraged state-approved rates for ONE loops, the SAAUS
for that stlldy area is the Preliminarv Minimum Access USFSto",A""
calculated pursuant to 54.811. .

(iii) For study areas in which the MAA was greater than zero,
the SAAUS lor that study area is the Minimum Support Requirement
(MSRl

§54.814 Support When Providing Service.'

An eli gible telecommunications canier shall receive payment of support pursuant to §
54.810 only for such months the carrier is actually providing service to the end user. The
Administrator shall ensure that there is periodic rcconciliation of support payments.

§54.8l5 Transition Provisions.

Study Area Access USF Support amounts for the area served by each participating price
cap incumbent LEC will be recalculated on July 1, 2000, January 1, 2001 and thercafter
as determined by the Administrator.
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Part 61 Rules



§61.3 Definitions

(a) Act. The Communications Act of 1934 (48 Stat. 1004; 47 U.S.c. Chapter
5), as amended.

(b) Actual Price Index (API). An index of the level of aggregate rate element
rates in a basket, which index is calculated pursuant to § 61.46.

(c) Association. This term has the meaning given it in § 69.2(d)

(d) Average Price Cap CMT Revenue per Line Month. Price Cap CMT
Revenue per Month as of December 31. 1999 (including the adjustments to be made
pursuant to § 61.48(1)) using base period demand. divided by the base period demand
number oflines as of December 31. 1999. In filing entities with multiple study areas. if it
becomes necessary to calculate the Price Cap CMT Revenue Per Line for a specific study
area. then the Price Cap CMT Revenue Per Line for that study area is determined as
follows. using base period demand revenues (including the adjustments to be made
pursuant to § 61.480», Base Factor Portion (HFP) and lines as of December31. 1999:

PriceCapCMTRevenuePerLine"udvArea ~

PriceCapCMTRevenuefilingEntity x fBFPyrudyAreq 7- BFPfilingEntityl

7- Lines8udyArea

Nothing in this definition precludes a price cap local exchange carrier from continuing to
average rates across filing entities containing multiple study areas. where permitted under
existing rules.

Average Price Cap CMT Revenues Per Line may be adjusted after December 31. 1999 to
reflect exogenous costs.

Ie) Average Traffic Sensitive Charge. The Average Traffic Sensitive Charge
will be calculated by taking the sum of revenues for Local Switching. Local Switching
Trunk Ports. Signalling Transfer Point Port Termination switched Direct Trunked
Transport. Signalling for switched Direct Trunked Transport. Entrance Facilities for
switched access traffic. Tandem Switched Transport. the residual and service-related
Transport Interconnection Charges. Information Surcharge. and Signalling for Tandem
Switching. and dividing that sum of revenues by total Local Switching minutes of use. If
a new element is created from existing switched access rate elements (such as creating a
call set-up charge out of the existing local switching rate element) the revenues
anticipated from that element will be included in the calculation of the Average Traffic
Sensitive Charge.

(fe) Band. A zone of pricing flexibility for a service category, which zone is
calculated pursuant to § 61.47.

(,ge) Base period. For carriers subject to §§ 61.41-49, the 12-month period
ending six months prior to the effective date of annual price cap tariffs, or for carriers



regulated under § 61.50, the 24-month period ending six months prior to the effective
date of biennial optional incentive plan tariffs. Base year or base period earnings shall
not include amounts associated with exogenous adjustments to the PCl for the sharing or
lower formula adjustment mechanisms.

(bfJ Basket. Any class or category of tariffed service or charge:

(1) which is established by the Commission pursuant to pnce cap
regulations;

(2) the rates of which are reflected in an Actual Price Index; and

(3) the related costs of which are reflected in a Price Cap Index.

(\15) Change in rate structure. A restructuring or other alteration of the rate
components for an existing service.

(ib) Charges. The price for service based on tariffed rates.

(1t) Commercial contractor. The commercial finn to whom the Commission
annually awards a contract to make copies of Commission records for sale to the public.

(]j) Commission. The Federal Communications Commission.

(mk) Concurring carrier. A carrier (other than a connecting carrier) subject
to the Act which concurs in and assents to schedules of rates and regulations filed on its
behalf by an issuing carrier or carriers

illI) Connecting carrier. A carrier engaged in interstate or foreign
communication solely through physical connection with the facilities of another carrier
not directly or indirectly controlling by, or under direct or indirect common control with,
such carrier.

(Qm) Contract-based tariff A tariff based on a service contract entered into
between an interexchange carrier subject to § 61.42 (a) through (c) or a nondominant
carrier and a customer.

(p,ft) Corrections. The remedy of errors in typing, spelling or punctuation.

lila) Dominant carrier. A carrier found by the Commission to have market
power (i.e., power to control prices.

(!l') GDP Price Index. (GDP-PI). The estimate of the "Fixed Weight Price
Index for Gross Domestic Product, 1987 Weights" published by the United States
Department of Commerce, which the Commission designates by Order.
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(gEt) GNP Price Index. (GNP-PI). The estimate of the "Fixed-Weighted Price
Index for Gross National Product, 1982 Weights" published by the United States
Department of Commerce, which the Commission designates by Order.

C!f) Issuing carrier. A carrier subject to the Act that publishes and files a
tariff or tariffs with the Commission.

lu) Line Month. Line demand per month multiplied by twelve.

(xs) Local Exchange Carrier. Any person that is engaged in the provision of
telephone exchange service or exchange access as defined in section 3(26) of the Act.

~) New service offering. A tariff filing that provides for a class or sub-class
or service not previously offered by the carner involved and that enlarges the range of
service options available to ratepayers.

()itt) Non-dominant carrier. A carrier not found to be dominant.

U0') Other participating carrier. A carner subject to the Act that publishes a
tariff containing rates and regulations applicable to the portion or through service it
furnishes in conjunction with another subj ect carner.

Iz) Price Cap CMf Revenue. The maximum total revenue a filing entity
would be perrni!ted to receive from End User COmmon Line charges. Presubscribed
Interexchange Carrier charges IPICCs). Carner Common Line charges. and the portion of
local switching reallocated to the Common Line basket pursuant to § 61.48(]). Price Cap
CMT Revenue includes marketing expenses presently collected pursuant to § 69.I56Ial.
and residual interconnection charge revenues collected through PICC charges. but it does
not recover the current local exchange carrier universal service contributions as of
December 31. 1999.

(Mw) Price Cap Index (PCI). An index of costs applying to carners subject
to price cap regulation, which index is calculated for each basket pursuant to §§ 61.44 or
61.45

(l)Q*) Price cap regulation. A method of regulation of dominant carriers I
provided in §§ 61.41 through 61.49.

~y) Price cap tariff Any tariff filing involving a service that is within a
price cap basket, or that requires calculations pursuant to §§ 61.44, 61.45, 61.46, or
61.47.

~) Productivity factor. An adjustment factor used to make annual
adjustments to the Price Cap Index to reflect the margin by which a carrier subject to
price cap regulation is expected to improve its productivity to the economy as a whole.
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~llft) Rate. The tariffed price per unit of service.

(Lfub) Rate increase. Any change in a tariff which results in an increased rate
or charge to any of the filing carrier's customers.

(ggee) Rate level change. A tariff change that only affects the actual rate
associated with a rate elements, and does not affect any tariff regulations or any other
wording of tariff language.

(DhEkl) Regulations. The body of carrier prescribed rules in a tariff governing
the offering of service in that tariff, including rules, practices, classifications, and
definitions.

(iiee) Restructured service. An offering which represents the modification of
a method of charging or provisioning a service; or the introduction of a new method of
charging or provisioning that does not result in a net increase in options available to
customers.

(jiff) Service Band Index (SBI). An index of the level of aggregate rate
element rates in a service category, which index is calculated pursuant to § 61.47.

(htgg) Service category. Any group of rate elements subject to price cap
regulation, which group is subject to a band.

(lllffi) Supplement. A publication filed as part of a tariff for the purpose of
suspending or canceling that tariff, or tariff publication and numbered independently
from the tariffpage series.

(mm) Target Rate. $0.0055 for fanner Bell Operating Companies and GTE.
$0.0065 for other price cap local exchange carriers.

(ill)t-i) Tariff Schedule of rates and regulations filed by common carriers.

Cillili) Tariff publication, or publication. A tariff, supplement, revised page,
additional page, concurrence, notice of revocation, adoption notice, or any other schedule
ofrates or regulations filed by common carriers.

(PPkk) Tariff year. The period from the day in a calendar year on which a
carrier's annual access tariff filing is scheduled to become effective through the preceding
day of the subsequent calendar year.

(Q£lH) Text change. A change in the text of a tariff which does not result in a
change in any rate or regulation.

(wmR) United States. The several States and Territories, the District of
Columbia, and the possessions of the United States.
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(ss) Zone Average Revenue per Line. The Price Cap CMT Revenue per Line
allocated to a particular state-defined zone used for deaveraging of ONE loop prices. The
Zone Average Revenue per Line is computed according to the following fomula:

Zone Average Revenue per Line = (25% * (Loopzooc Pcise + PortPcjce) + U

Where:

U (Uniform Revenue per Line Adjustment) =

(Price Cap CMT Revenue per linestudy Aria* Base Period LinesSlUdy .rlJ - (25% *
(ELines! iNEZone X (LooPzone pnee +Port edeel-IINE Zone X 12) for each zone))) -;- Base
Period LinesStudy Areafs) -;- 12 where:

(LooPzone mjce \ ! fNE Zone = the UNE rates for unbundled loop

(Port PrieJ!fNE 20ne = price for switch ports in that lINE zone.

§ 61.41 Price cap requirements generally.

(a) Sections 61.42 through 61.49 shall apply as follows:

(I) To dominant interexchange carriers, as specified by Commission
order;

(2) To such local exchange carriers, as specified by Commission order,
and to all local exchange carriers, other than average schedule companies, that
are affiliated with such carriers; and

(3) On an elective basis, to local exchange carriers, other than those
specified in paragraph (a)(2), that are neither participants in any Association
tariff, nor affiliated with any such participants, except that affiliation with
average schedule companies shall not bar a carrier from electing price cap
regulation provided the carrier is otherwise eligible.

(b) If a telephone company, or anyone of a group of affiliated telephone
companies, files a price cap tariff in one study area, that telephone company and its
affiliates, except its average schedule affiliates, must file price cap tariffs in all their study
areas.

(c) The following rules apply to telephone companies subject to price cap
regulation, as that term is defined in § 61.3Cbb)61.3(w), which are involved in mergers,
acquisitions, or similar transactions.

(l) Any telephone company subject to price cap regulation that is a
party to a merger, acquisition, or similar transaction shall continue to be
subject to price cap regulation notwithstanding such transaction.
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(2) Where a telephone company subject to price cap regulation
acquires, is acquired by, merges with, or otherwise becomes affiliated with a
telephone company that is not subject to price cap regulation, the latter
telephone company shall become subject to price cap regulation no later than
one year following the effective date of such merger, acquisition, or similar
transaction and shaH accordingly file price cap tariffs to be effective no later
than the date in accordance with the applicable provisions of this Part 61.

(3) Notwithstanding the provisions of § 61.41(c)(2) above, when a
telephone company subject to price cap regulation acquires, is acquired by,
merges with, or otherwise becomes affiliated with a telephone company that
qualifies as an "average schedule" company, the latter company may retain its
"average schedule" status or become subject to price cap regulation in
accordance with § 69J(i)(3) and the requirements referenced in that section.

(d) Local exchange carriers that become subject to price cap regulation as that
term is defined in § 61.3(w) shall not be eligible to withdraw from such regulation.

§ 61.42 Price cap baskets and service categories.

(a) Each dominant interexchange carrier subject to price cap regulation shaH
establish three baskets as follows:

(1) A residential services basket

(2) An 800 service basket; and

(3) A business services basket.

(b) (1) The residential basket shall contain such services as the
Commission shall permit or require, including the following service
categories:

(i) Domestic day MTS;

(ii) Domestic evening MTS;

(iii) Domestic night/weekend MTS ;

(iv) International MTS;

(v) Operator and credit card services; and

(vi) Reach Out America.
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(2) The 800 service basket shall contain 800 Directory Assistance:

(i) Readyline 800;

(ii) AT&T 800;

(iii) Megacom 800,

(iv) Other 800; and

(v) 800 Directory Assistance.

(3) The business services basket shall contain analog private lines,
including analog voice grade private line, unless provided under contract to a
government entity, and terrestrial television transmission service.

(c) Dominant interexchange carriers subject to price cap regulation shall
exclude the following offerings from their price cap baskets:

(1) Special construction services relating to services in § 61.42 (b)(l),
(b)(2), and (b)(3);

(2) All other special construction services;

(3) American Telephone and Telegraph Company TariffF.C.C. No. 11
services;

(4) American Telephone and Telegraph Company TariffF.C.C. No. 12
services;

(5) American Telephone and Telegraph Company TariffF.C.C. No. 16
servIces;

(6) Services subject to below-the-line accounting;

(7) International private line and record carrier services;

(8) Contract-based tariffs;

(9) Services removed from price cap regulation pursuant to the Report
and Order in Docket No. 90-132;

(10) [Removed and Reserved)

(11) All other promotional offerings;
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(12) Custom tariff services;

(13) Readyline 800 service;

(14) AT&T 800 service;

(15) Megacom 800 service;

(16) Other 800 services;

(17) Commercial services; and

(18) Such other services as the Commission may specify.

(d) Each local exchange carrier subject to price cap regulation shall establish
baskets of services as follows:

(I) A basket for the common line interstate access elements as
described in §§ 69.115, 69.152, 69.154, and 69.157 of this chapter, and that
portion of the interstate access element described in § 69.153 of this chapter
that recovers common line interstate access revenues;

(2) A basket for traffic sensitive switched interstate access elements;

(3) A basket for tmnking services as described in §§ 69.110, 69.111,
69.112, 69.114, 69.125(b), and 69.155 of this chapter, and that portion of the
interstate access element described in § 69.153 of this chapter that recovers
residual interconnection charge revenues;

(4) To the extent that a local exchange carrier specified in § 61.41(a)(2)
or (3) offers interstate interexchange services that are not classified as access
services for the purpose of part 69 of this chapter, such exchange carrier shall
establish a fourth basket for such services.

(5) [Removed and Reserved)

(6) A basket for the marketing expenses described in § 69.156 of this
chapter, including those recovered through End User Common Line charges
and Presubscribed Interexchange Carrier charges.

(e) (I) The traffic sensitive switched interstate access basket shall contain
such services as the Commission shall permit or require, including the
following service categories:

(i) Local switching as described in § 69.106(f) of this chapter;
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(ii) Infonnation, as described in § 69.109 ofthis chapter;

(iii) Data base access services;

(iv) Billing name and address, as described in § 69.128 of this
chapter;

(v) Local switching trunk ports, as described in § 69.106(f)(1) of
this chapter; and

(vi) Signalling transfer point port tennination, as described in §
69.125(c) of this chapter.

(2) The trunking basket shall contain such transport and special access
services as the Commission shall pennit or require, including the following
service categories and subcategories:

(i) Voice grade entrance facilities, voice grade direct-trunked
transport, voice grade dedicated signalling transport, voice grade
special access, WATS special access, metallic special access, and
telegraph special access services;

(ii) Audio and video services;

(iii) High capacity flat-rated transport, high capacity special
access, and DDS services, including the following service
subcategories:

(A) DS1 entrance facilities, DS 1 direct-trunked transport,
DS 1 dedicated signalling transport, and DS I special access
services; and

(B) DS3 entrance facilities, DS3 direct-trunked transport,
DS3 dedicated signalling transport, and DS3 special access
services;

(iv) Wideband data and wideband analog services;

(v) Tandem-switched transport, as described in § 69.111 of this
chapter;

(vi) Interconnection charge, as recovered III §§ 69.153 and
69.155 ofthis chapter; and

9



(vii) Signalling for tandem switching, as described in § 69.129
of this chapter.

(I) Each local exchange carrier subject to price cap regulation shall exclude
from its price cap baskets such services or portions of such services as the Commission
has designated or may hereafter designate by order.

(g) New services, other than those within the scope of paragraphs (c) and (I) of
this section, must be included in the affected basket at the first annual price cap tariff
filing following completion of the base period in which they are introduced. To the
extent that such new services are permitted or required to be included in new or existing
service categories within the assigned basket, they shall be so included at the first annual
price cap tariff filing following completion of the base period in which they are
introduced.

* * *

§ 61.45 Adjustments to the PCI for local exchange carriers.

(a) Local exchange carriers subject to price cap regulation shall file
adjustments to the PCI for each basket as part of the annual price cap tariff filing, and
shall maintain updated PCls to reflect the effect of mid-year exogenous cost changes.

(b) Adjustments to local exchange carrier PCls for the baskets designated
in § 61.42(d) (2), (3), (4), and (6) shall be made pursuant to the formula set forth in §
61.44(b), and as further explained in § 61.44 (e), (I), (g), and (h).

(I) Notwithstanding the value of X defined in § 61.44(b), the X
value applicable to the baskets specified in § 61.42(d) (2), (3), and (6) shall be
6.5%. to the extent necessary to reduce a tariff entity's Average Traffic
Sensitive Charge to the Target Rate for the first time. Once an ILEC tariff
entity's Average Traffic Sensitive Charge is equal to the Target Rate for the
first time (the former NYNEX telephone companies may be treated as a
separate tariff entity), then except as provided in paragraph (2), X is equal to
GDP-PI and no further reductions will be mandated.(i.e. if applying the full
X-factor reduction for a given year would reduce the Average Traffic
Sensitive Charge below the Target Rate. the amount of X-factor reduction
applied that year will be the amount necessary to reach the Target Rate).

For companies with separate tariff entities under a single cap.
the following rules shall apply:

(i) Targeting amounts as defined in 61.45 (i)(J) shall be
identified separately. using the revenue for each of the tariff entities
under the cap.
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(ii) Each tariff entity shall only be required to use the amount of
targeting necessary to get to the $0.0055 or $0.0065 Target Rate.

(2) Once an ILEC achieves the folJowing: 1) the Tariff Entity's
Average Traffic Sensitive Charge has at least once reached the Target Rate.
even if is subsequently deviated from the Target Rate pursuant to
§ 61.45(0(4): 2) the Carrier Common Line and PICC rates are eliminated: and
3) the primary residential and single line business End User Common Line
charge reaches the Average Price Cap CMT Revenue Per Line. the X-factor
for the Common Line and Marketing baskets wilJ equal GDP-PI as long as
GDP-PI is less than or equal to 6.5% and greater than 0%. IfGDP,PI is
greater than 6.5%. the X-factor for the Common Line and Marketing baskets
will equal 6.5%. and all End User Common Line charges will be increased by
the difference between GDP,PI and the 6.5% X-factor. IfGDP-PI is less than
0, the X-factor for the Common line and Marketing baskets will be O.

Q;lj) For the basket specified in § 61.4Z(d)(4), the value of X for all
local exchange carriers subject to price cap regulation, shall be 3,0%,

(3) [Remll\'ed aDd ReseA'edj

(c) Adjustments to local exchange carrier PCls for the baskets designated in
§ 61.4Z(d)(l2. (Z2. (3) and (4) shall be made pursuant to the following formulas:

(l) Common Line,

(iLSubject to paragraphs W,@ (e)(2) and (e) of this section,
adj ustments to local exchange carrier PCls for the basket designated in
§ 61.4Z(d)(l) shall be made pursuant to the following formula:

PCI, = PClt-l[I+w[(GDP-PI - X - (g/Z))/(l + (g/Z))] + L'>Z/R]

Where the terms in the equation are described in (c)(6) below

GOP PI the pereentage ehaRge in the GOP PI betweeR the quarter ending
six menths prier te the elTeetiye date ef the new afmtlal tfil'iff
aRd the eerresponding quarter ef the prcvious ) car.

Ilfoduetiyit:l factor of 6.5%,

the ratio ef milll:tes of use per access line tkriflg the base period,
te l'Rinntes of use !leI' aeeess line dmiR[; the previous hase
peried. minus I,

11



R -

the dollar effect of current regulatory changes when compared to
the regulatioAs in effect at tAe time the per was updated to
fl8t-h measured at Aase period level of operations,

base period quantities for eacA rate element "i", multiplied by
the price for each rate element "i" at the time the PCl was
updated to PCIt- E

R AZ, ull divided by R,

f'-C-L-+=--tltlitle7-1lf'f1ttlmmeet!dtfjaltteeJjI'.Y'"ip~r'eee<ce~dHiflllb!!:,,-tP'l:C:'jlc"'i/iia'ttJltUee,.

Cii~) The formula set forth in paragraph (c)(1)ill of this section
shall be used by a local exchange carrier subject to price cap regulation
only if that carrier is imposing a carrier common line charge pursuant to
§ 69.154 of this chapter. Otherwise, adjustments to local exchange
carrier PCls for the basket designated in § 61.42(d)(I) shall be made
pursuant to the formula set forth below: ~ 61.44(h), ami paragraphs (i)
and (j) of this seetioA, and as fhrther explailled ill § 6l.4 4 (e), it), (g),
ami (h). ror the pllrposes of this paragraph, and ftotwithstaftding the
yalue of X defil1ed ift § 61.44(b), the X yabe applicable to the hasket
speeified in ~ 6l.42(d)(I) shall be 6.5%.

EfJ., = PGufl +w{(GDP-P! - Xl + L1 Z/R I

where the terms in the equation are described in section (c)(6) below.

(2) Adjustments to local exchange carrier PCls for the Traffic Sensitive
basket designated in § 61.42(d)(2) shall be made as follows:

ffI.t. = PClt;J/1+w{(GDP-P! - Xl + L1 Z/R I

where the terms in the equation are described in section (c)(6) below.

(3) Adjustments to local exchange carriers' PCls for the Trunking
basket designated in § 61.42(d)(3) shall be made as follows:

EfJ.! = PCIU{J+w{(GDP-P! - XJ + L1Z/Rl

where the terms in the equation are described in section (c)(6) below.

(4) Adjustments to local exchange carriers' PCls for the lnterexchange
basket designated in § 61.42(d)(4) shall be made pursuant to the following
formula:
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PClf - PClt.1[J+wjJ{(GDP-Pl Xi + Ll Y/R+ LlZ/Rl

where the tenns in the equation are described in section (c)(6) below.

(5) Adjustments to local exchange carriers' PCIs for the Marketing
basket designated in § 61.42(d)(6) shall be made pursuant to the following
fonnula:

f'.C1, = PCIt.J1+w[(GDP-PI - XI + Ll Z/R 1

where the tenns in the equation are described in section (c)(6) below.

(6) PCl tenn definitions. PCl fonnulas in sections (c)(J) through
(c)(51. above. contain some or all of the following components. which are
defined here:

GDP-Pl - For annual filings only. the percentage change in the GDP-Pl
between the quarter ending six months prior to the effective date
of the new annual tariff and the corresponding quarter of the
previous year. For all other filings. the value is zero.

x - For the Common Line. Traffic Sensitive. Trunking. and Marketing
baskets. for Annual Filings only. the factor set at the level
prescribed in subsection (b)(l)-(2). For the Interexchange
Basket. for annual filings only. the factor is set at the level
prescribed in subsection (b)(3). For all other filings. the value
IS zero.

g For annual filings only. the ratio of minutes of use per access line
during the base period. to minutes of use per access line during
the previous base period. all minus I. For all other filings. the
value is zero.

AZ the dollar effect of current regulatory changes when compared to
the regulations in effect at the time the PCl was updated to
ECll.;l' measured at base period level of operations.

AY - (new access rate - access rate at the time the PCl was updated to
PC1,. J) x (base period demand), summed for all access rate
elements.

R base period quantities for each rate element "1". multiplied by the
price for each rate element "1" at the time the PCl was updated
to PClt_l~

w R + !:J.Z. all divided by R (used for the common line. traffic
sensitive. trunking. and marketing baskets).
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WI' = R - (access rate in effect at the time the PCI was updated to PCl t _] X

base period demand) + 6.Z, all divided bv R.;

!'CIt = the new PCI value.

PClt _] the immediately preceding PCI value.

Targeted Reduction = the actual possible dollar value of the (GDP-PI - X)
reductions that will be targeted to the Average Traffic Sensitive
Charge (as defined in paragraph 61.45(i)(3) of this chapter),

(d) The exogenous cost changes represented by the term"6.Z" in the formula
detailed in paragraphs (b) and (c) of this section shall be limited to those cost changes
that the Commission shall permit or require by rule, rule waiver, or declaratory ruling.

(1) Subject to further order of the Commission, those exogenous
changes shall include cost changes caused by:

(i) the completion of the amortization of depreciation reserve
deficiencies;

(ii) such changes in the Uniform System of Accounts, including
changes in the Uniform System of Accounts requirements made
pursuant to § 32.16 of this chapter, as the Commission shall permit or
require be treated as exogenous by rule, rule waiver, or declaratory
ruling.

(iii) changes in the Separations Manual;

(iv) changes to the level of obligation associated with the Long
Term Support Fund and the Transitional Support Fund described in §
69.612;

(v) the reallocation of investment from regulated to nomegulated
activities pursuant to § 64.901;

(vi) such tax law changes and other extraordinary cost changes
as the Commission shall permit or require be treated as exogenous by
rule, rule waiver, or declaratory ruling.

(vii) as of January 1, 2000, the retargeting of the PCI to the level
specified by the Commission for carriers whose base year earnings are
below the level of the lower adjustment mark will be eliminated until
Januarv 1. 2005.

(viii) inside wire amortizations

14



(ix) the completion of amortization of equal access expenses.

(2) (i) local exchange carriers specified in § 61.41(a)(2) or (a)(3)
shall also make such temporary exogenous cost changes as may be
necessary to reduce PCls to give full effect to any sharing of base
period earnings required by the sharing mechanism set forth in the
Commission's Second Report and Order in Common Carrier Docket
No. 87-313, FCC 90-314, adopted September 19, 1990. Such
exogenous cost changes shall include interest, computed at the
prescribed rate of return, from the day after the end of the period giving
rise to the adjustment, to the midpoint of the period when the
adjustment is in effect.

(ii) local exchange carriers specified in § 61.41(a)(2) or (a)(3)
shall not be subj ect to the sharing mechanism set forth in the
Commission's Second Report and Order in Common Carrier Docket
No. 87-313, FCC 90-314, adopted September 19, 1990, with respect to
earnings accruing on or after July I, 1997. This paragraph has no effect
on any sharing obligation of any local exchange carrier relating to
earnings accrued before July I, 1997.

(3) Local exchange carriers specified in § 61.41(a)(2) or (a)(3) shall, in
their annual access tariff filing, recognize all exogenous cost changes
attributable to modifications during the coming tariff year in the obligations
specified in § 61.45(d)(1 )(iv) as well as those changes attributable to
alterations in their Subscriber Plant Factor and the Dial Equipment Minutes
factor, and completions of inside wire amortizations and reserve deficiency
amortizations.

(4) Exogenous cost changes shall be apportioned on a cost-causative
basis between price cap services as a group, and excluded services as a group.
Exogenous cost changes thus attributed to price cap services shall be further
apportioned on a cost-causative basis among the price cap baskets.

(5) After Januarv I. 2000. exogenous adjustments will be recovered
from services other than those used to calculate the Average Traffic Sensitive
Charge.

(e) The "w[(GDP-PI - X - (g/2»/(1 + (gl2»]" component of the PCI formula
contained in paragraph (c)(I)(i) of this section shall be employed only in the adjustment

made in connection with the annual price cap filing.

(f) The exogenous costs caused by new services subject to price cap regulation
must be included in the appropriate PCI calculations under paragraph (c) of this section
beginning at the first annual price cap tariff filing following completion of the base
period in which they are introduced.
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(g) In the event that a price cap tariff becomes effective, which tariff results in
an API value (calculated pursuant to § 61.46) that exceeds the currently applicable PCI
value, the PCI value shall be adjusted upward to equal the API value.

(h) [Removed and reserved.]

ti) (I) NOPNithstanding the provisiofls of paragraphs (b) and (e) of this
soetiofl, al1d suhjeet to thc limitations efparagftlph 0) of this seetiefl. priee cap
tocal exeh!lfIge carriers :h,;t arc reeovering intereOfl!1eetien eharge revemtes
through per fI1 iflute rates pursuanHo § 69. P4 er ~ 69.155 of this chapter shaH
targd-, to the extent necessary to elimil1ate the recovcry efan) residual
iffier-effllfloetion eharge revenues thrtlUgh per miflute rates. any PCI reduetiofls
associated with the haskets desigflated in ~ 6[,42(<1)(1) afld (2) that resa!t from the
applieatiofl of tile formuls in § 61.45(e), snd pursuant to ~ 61.45(b). applieatiofl of
!fte.1cJrlrlUla in S61.41(11) as further ex~ncd in S61.44(e). (t), (g), afld (ll). te the
flE'f-for tile basket desigm.:ed in ~ 61.42(d )(3), with no adjustment being made to
the PCfs fiJI' the baskets designated-ffi § 61.42(d)(]) and (2) as a restilt of the
application orthe fOffilula ill § 61.44(13) afld § (,1.45(e). These reduetiofls ill'e to
remttde alter the adjustment is made to the PCI for the basket designated ifl §
61.42(d)(J) resultiflg from the application of the furnmla ifl § 61.44(13), as furtller
cxplaiflcd ill § 61.44(e), (I). (g1-antl-w

(2) Notwithstafldiflg :he provisiol1s of paragraph (b) of this section, tlfId
subject to :he limitatiefls ef paragraph 0) ofthis seetiofl, flriee cap local exehaflge
earriers that are reeevering iatere01lJ1eetiofi charge revel1ues tllrough per minute
rates pursuaflt to § 69. I 55 ef this chapter shaH target, to the exteat necessary to
eliminate the reeO'. ef) of any residual ifltereonlleetiol1 charge reyenues thf0ugh
fler millute rates, allY PCI reduetiofls associated with the bHsket designated ill
§ 61.42(d)(6) that result from the applieatiefl of the furmt;!a in § 61.44(13), as
ttllthef explained in ~ 61.44(e), (I), (g). and (h), to the PCf for the basket
designated in § 61.42(d)(3), with ne adjustment being made to tile PCls for the
basket designated ifl § 6l.42(d)(6) as a result of the application efthe f81'11lula ill ~

61.44(b). This redtletiofl is te be made after afl)' alljastmen: made ptlrsutlflt to
flHra;raph (i)( 1) of this seetien.

(3) Through December 31,1997. the redue:ion in the PCI fer the basket
designated in § 61. 12(d)(3) that results Ii'om paragl'aflll 0)(1) of this seetiofl shall
be determifled by diyidiflg the sun, of the dollar effuets of the PCI redt;etiol1s that

would halT applied 10 the baskets designated in S61.42(d)(!) aEd (d)(2) except
fer the pre,;isi",.s of paragraph (;)(1) ef this seetien by the deHtlr ammll1t
assoeiated with the pC! fur the hasketdesignated in ~ 61.42(d)(3), illjd 11laltiplyiflg
the PCl for the basket desigflated ifl § 61. 4?(d)(3) b) enG minus :fie resulting
ratie-:
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(4) Effeetiye .Tr.AUal)' I, 1998, tRe feduetiofl iF! tRe PCT FOf the basket
designated in § 61.42(d)(3) tha: fesults ffom I'laragraphs 0)(1) aF!d (i)(2) of this
seetion shall be dctermiF!ed by dividing the sum of the dollaf effeets of the PCI
reductions that ", auld Rave llflplied to the baskets desigF!ated iF! § 61,42(d)E IJ,
(d)(2), and Ed)(6), exeel'lt fOf the pro\' isions of I'laragraphs (i)El) aF!d (i)E2) of this
section. by the dollaf amount assoeiated with the PCl fOf the basket designated in
~ 61,4,2(d)(3), and multiplyiflg tRe PCT for the basket desigF!ated iF! § 61.42(d)(3)
bY-OF!e minus the fcsulting fa:io,

(i) (]) Price cap local exchange carriers that are recovering revenues through
rates pursuant to §§ 69.106. 69.108. 69.109. 69,110. 69.111. 69.112. 69.113.
69,118.69,123.69,124. 69,125.69,129 or § 69,155 of this chapter shall target. to
the cxtent necessary to reduce the Average Traffic Sensitive Charge to the Target
Rate for the first time. any PCI reductions associated with the dollar impact of the
Common Line. Traffic Sensitive. Trunking and Marketing baskets' GDP-PI and
productivity factor. as those items are described in paragraph (c)(6) of this
section, In order to calculate the actual dollars to transfer to the Trunking and
Traffic Sensitive baskets. carriers will first detennine a "Targeted Revenue
Differential" by basket. and then detennine the "Targeted Revenue Differential"
that will be transferred to the Trunking and Traffic Sensitive baskets to reduce the
Average Traffic Sensitive Charge to $0,0055 or $0,0065. whichever is applicable.
Dollars that are transferred to the Trunking and Traffic Sensitive baskets from the
Common Line. Traffic Sensitive. Trunking and Marketing baskets shall not be
used to reduce the PCls in those baskets. Before detennining the portion of
Targeted Revenue Differential that will be targeted to the reduction of the
Average Traffic Sensitive Charge. from the Common Line. Traffic Sensitive.
Trunking and Marketing baskets. price cap local exchange carriers shall first
calculate the Targeted Revenue Differential associated with the Common Line.
Traffic Sensitive. Trunking and Marketing baskets,

ti) the price cap local exchange carrier shall use the following
fonnula:

Targeted Revenue Differential = R * (GDP-PI - X)

(2) Any such exogenous adjustments shall be reflected in the various PCls
and SBIs in the same manner as they would ifthere were no targeting, However.
after January 1 2000. exogenous adjustments will be recovered from services
other than those used to calculate the Average Traffic Sensitive Charge.

(3) Until a Tariff entity's Average Traffic Sensitive Charge equals the
Target Rate for the first time. the aggregate reductions within a given tariff filing
entity from application of the X-factor adjustment in the price cap fonnula across
all of that entity's interstate price cap baskets (Jess access reductions. if any. the
'LEC chooses to apply as oOuly 1. 200' to reduce Special Access rates. up to the
amount ofreductions Special Access would get through an untargeted application
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of the X-factor adjustment) will be targeted to reduce the following rates for that
tariff filing entity. in order of priority:

01 To the residual per minute Transport Interconnection Charge.
until that rate is $0.00: then

Oil To the Information Surcharge. until that rate is $0.00' then

(iiil To the Local Switching charge and Switched Transport
charges until the tariff entity's Average Traffic Sensitive Rate equals the
Target Rate for the first time. In making these reductions. the reductions
to Local Switching rates as a percentage of total X-factor reductions must
be greater than or equal to the percentage proportion of Local Switching
revenues to the total sum of revenues for Local Switching. Local
Switching Trunk Ports. Signalling Transfer Point Port Termination.
Switched Direct Trunked Transport. Signalling for Switched Direct
Trunked Transport. Entrance Facilities for switched access traffic. Tandem
Switched Transport. and Signalling for Tandem Switching (i.e.. Local
Switching gets at least its proportionate share of reductions).

(4) After an ILEC reaches the Target Rate leveL the Average Traffic
Sensitive Rate will be recalculated each Annual Filing following. This process
will identify the new Average Traffic Sensitive Charge for the new base periQd
level. Due to change in base periQd demand and inclusion Qf new services for that
Annual Tariff filing. the absolute level Qf a tariff entity's Average Traffic
Sensitive Charge may change. The resulting new Average Traffic Sensitive
Charge level will be what that tariff entity will be measured against during that
base periQd. For example. if a CQmpany was at $0.0055 during the 2000 Annual
Filing. that level may change to $0.0058 in the 2001 Annual filing due tQ demand
and new services. Therefore. it will be the $0.0058 that the tariff entity will be
measured against fQr all nQn-annual filings. Likewise. if a CQmpany was at
$0.0055 during the 2000 filing. that level may change to $0.0053 in the 2001
Annual Filing due tQ demand and new services. In that case. it will be the
$0.0053 level that the tariff entity will be measured.

(i) In determin;f!g the citent of thc tE;rgeting that shE;!1 occur I'mrstltlftt to
~-I7lts-fi-l(1) ami (;)(1) of this scction am! ~6 1.47(i)(l) and (i)(2), loeal. exehaFige
efltHTlef.i shtJI:

(1) Compute their fffl(iei)1ated rcsiElual iFilereoFineetiem eharge amotlFlt hy
exeludiFig revenues that are eXfleeteEl to ee reallocated to eost eausati ..e
faeilities based charges in the future. To determine intereonneetion eharge
amounts so exeladcEl if! eOFineetioFi with the July I, 1997 tariff filings, the
fol~owing loeal exehange eaff.iers shall use as an estimate of the resiElLlal
intereoliFleetior1 eharge re..-enues the speeifieEl residual intereonneetion eharge
flereeFitage: NYNEX, 77.63 perecFlt; BellSouth. 5(;.93 pereef!t; U S West, 59.14
[JerceFlt; Bell Atlantie, 63.96 percent; Stmthwcstern Bell Teleph01;e. 69.11
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pereeflt; and Pacific Bell f,nd Nevada Bell, 53.52 pereefll. Each refllaiflillg price
cap local exchange earrier shall es:imate a residual ifltereOflneetioll charge in an
_Hit equal to 55 percent of its eurrent illtereolllleetiol~ eharge revenues. For
sahsequent tari rr filings ifl 'w hieh the PCI reduetiOl;s are to be tar,;eted to the
intereonneetiofl eharge, these iflitial estimates shall he adjusted to refleet the
actual amounts that have or will be realloeated. If the ase of these estimates
results in more PCI reEluetiofls being targeted to the intereoflneetion ehar,;e thafl
required to eliflliflate the per milmte intereOllfleetion eharge, the loeal e){ehmlge
carrier shall muke the neeessary exogeflous adjustrneflts to rmerae the effeets of
the exeess targeting.

(2) Not inelt;de the amount of any exogellous adjustmellts ret1eetea if! the z
eompoflcnt of the Commlas in ~ S 61.4 t(b) fiflG 61.45(e). AllY such exogellolls
adjustfllen:s shall be reflectea ifl the ',aRoas PCls and SBls if! the same maflner as
they wOllla if there were no targetillg.

CD [Removed and Reserved.]

(k) The calculation of the PCI for the basket designated in § 61.42(d)(3) shall
include any residual interconnection charge revenues recovered pursuant to §§ 69.153
and 69.155 of this chapter.

(I) The calculation of the PCI for the basket designated in § 61.42(d)(6) shall
include any marketing expense revenues recovered pursuant to §§ 69.153 and 69.156 of
this chapter.

§ 61.46 Adjustments to the API.

(a) Except as provided in paragraphs (d) and (e) of this section, in connection
with any price cap tariff filing proposing rate changes, the carrier must calculate an API
for each affected basket pursuant to the following methodology:

where

APlt

APIt_! =

Pt =

Pt-! =

Vj =

the proposed API value;

the existing API value,

the proposed price for rate element "i"

the existing price for rate element and "i"

the current estimated revenue weight for rate element Hi,"
calculated as the ratio of the base period demand for the rate
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element "i" priced at the existing rate, to the base period
demand for the entire basket of services priced at existing rates.

(b) New services subject to price cap regulation must be included in the
appropriate API calculations under paragraph (a) of this section beginning at the first
annual price cap tariff filing following completion of the base period in which they are
introduced. This index adjustment requires that the demand for the new service during
the base period must be included in determining the weights used in calculating the API.

(c) Any price cap tariff filing proposing rate restructuring shall require an
adjustment to the API pursuant to the general methodology described in paragraph (a) of
this section. This adjustment requires the conversion of existing rates into rates of
equivalent value under the proposed structure, and then the comparison of the existing
rates that have been converted to reflect restructuring to the proposed restructured rates.
This calculation may require use of carrier data and estimation techniques to assign
customers of the preexisting service to those services (including the new restructured
service) that will remain or become available after restructuring.

(d) (1) Subject to paragraph (d)(2) of this section, and in connection with
any price cap tariff proposing changes to rates for services in the basket
designated in § 61.42(d)(l), the maximum allowable carrier common line
(CCL) charges shall be computed pursuant to the following methodology:

CCLMou = CLMou * (l + % change in CL PCI) - (EUCLMou + PICCMou) *
1 / (1 +(g/2))

where

CCLMou = the sum of each of the proposed Carrier Common Line rates
multiplied by its corresponding base period Carrier Common
Line minutes of use, divided by the sum of all types of base
period Carrier Common Line minutes of use,

CLMou = the sum of each of the existing maximum allowable Carrier
Common Line rates multiplied by its corresponding base period
Carrier Common Line minutes of use, plus each existing
maximum allowable End User Common Line (EUCL) rate
multiplied by its corresponding base period lines, plus the
common line portion of each existing maximum allowable
Presubscribed Interexchange Carrier Charge (PICC) multiplied
by its corresponding base period lines, divided by the sum of all
types of base period Carrier Common Line minutes of use,

EUCLMou = maximum allowable End User Common Line rates multiplied by
base period lines, and divided by the sum of all types of base
period Carrier Common Line minutes of use,
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PICCMou = the common line portion of maximum allowable Presubscribed
Interexchange Carrier charge rates multiplied by base period
lines, and divided by the sum of all types of base period Carrier
Common Line minutes of use, and

g = the ratio of minutes of use per access line during the base period
to minutes of use per access line during the previous base
period, minus 1.

(2) The formula set forth in paragraph (d)(I) of this section shall be
used by a local exchange carrier subject to price cap regulation only if that
carrier is imposing a per-minute carrier common line charge pursuant to §
69.154 of this chapter. Otherwise, adjustments to local exchange carrier APIs
for the basket designated in § 61.42(d)(I) shall be made pursuant to the
formula set forth in paragraph (a) of this section.

(e) (I) In addition, for the purposes of paragraph (d) of this section,
"Existing Carrier Common Line Rates" shall include existing originating
premium, originating non-premium, terminating premium and terminating
non-premium rates; and "End User Common Line Rates" used to calculate the
CLMou and the EUCLMou factors shall include, but not be limited to,
Residential and Single Line Business rates, Centrex rates, and the Special
Access surcharge.

(2) For purposes of paragraph (d) of this section, "each eXlstmg
Presubscribed Interexchange Carrier Charge" shall include all the charges
specified in § 69.153 of this chapter.

(f) The "1/(1 + (g/2))" component of the CCLMou formula contained in
paragraph (d) shall be employed only in the adjustment made in connection with the
annual price cap filing.

(g) The calculation of the API for the basket designated in § 6I.42(d)(3) shall
include any residual interconnection charge revenues recovered pursuant to §§ 69.153
and 69.155 of this chapter

(h) The calculation of the API for the basket designated in § 6I.42(d)(6) shall
include any marketing expense revenues recovered pursuant to §§ 69.153 and 69.156 of
this chapter.

§ 61.47 Adjustments to the SBI; pricing bands.

(a) In connection with any price cap tariff filing proposing changes in the
rates of service categories or subcategories, the carrier must calculate an SBI value for
each affected service category or subcategory pursuant to the following methodology:
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the proposed price for rate element "i,"

the proposed SBI value,

the existing SBI value,

the existing price for rate element" i,"

SBII

where

SBII

SElI_! =

PI

PI-! =

and

Vi = the current estimated revenue weight for rate element "i,"
calculated as the ratio of the base period demand for rate
element "i" priced at the existing rate, to the base period
demand for the entire group of rate elements comprising the
service category priced at existing rates.

(b) New services that are added to existing service categories or
subcategories must be included in the appropriate SBI calculations under paragraph (a)
of this section beginning at the first annual price cap tariff filing following completion
of the base period in which they are introduced. This index adjustment requires that the
demand for the new service during the base period must be included in determining the
weights used in calculating the SBI.

(c) In the event that the introduction of a new service requires the creation of
a new service category or subcategory, a new SBI must be established for that service
category or subcategory beginning at the first annual price cap tariff filing following
completion of the base period in which the new service is introduced. The new SBI
should be initialized at a value of 100, corresponding to the service category rates in
effect the last day of the base period, and thereafter should be adjusted as provided in
paragraph (a) of this section.

(d) 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. This adjustment requires the conversion of existing rates
in the rate element group into rates of equivalent value under the proposed structure,
and then the comparison of the existing rates that have been converted to reflect
restructuring to the proposed restructured rates. This calculation may require use of
carrier data and estimation techniques to assign customers of the preexisting service to
those services (including the new restructured service) that will remain or become
available after restructuring.
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(e) Pricing bands shall be established each tariff year for each service category
and subcategory within a basket. Except as provided in paragraphs (t), (g), and (h) of this
section, each band shall limit the pricing flexibility of the service category or
subcategory, as reflected in the SBI, to an annual increase of five percent, relative to the
percentage change in the PCI for that basket, measured from the levels in effect on the
last day of the preceding tariff year. For local exchange carriers subject to price caps as
that term is defined in § 61.3(x), there shall be no lower pricing band for any service
category or subcategory.

(t) Dominant interexchange carriers.

(I) The upper pricing bands for the evening MTS and night/weekend
MTS service categories shall limit the annual upward pricing flexibility for
those service categories, as reflected in their SBls, to four percent, relative
to the percentage change in the PCI for the residential and small business
services basket, measured from the last day of the preceding tariff year.

(2) Dominant interexchange carriers subject to price cap regulation
shall calculate a composite average rate for services contained in the
residential and small business services basket that are purchased by
residential customers. Notwithstanding paragraph (t)(I) of this section, the
annual upward pricing flexibility for this composite average rate shall be
limited to one percent, relative to the percentage change in the PCI for the
residential and small business services basket, measured from the last day of
the preceding tariff year.

(g) Local Exchange Carriers -- Service Categories and Subcategories.

(I) Local exchange carriers subject to price cap regulation as that
term is defined in § 61.3(x) shall use the methodology set forth in paragraphs
(a) through (d) of this section to calculate two separate subindexes: One for
the DS1 services offered by such carriers and the other for the DS3 services
offered by such carriers. The annual pricing flexibility for each of these two
subindexes shall be limited to an annual increase of five percent, relative to
the percentage change in the PCI for the special access services basket,
measured from the last day of the preceding tariff year. There shall be no
lower pricing band for these two subindexes.

(2) The upper pricing band for the tandem-switched transport service
category shall limit the annual upward pricing flexibility for this service
category, as reflected in its SBI, to two percent, relative to the percentage
change in the PCI for the trunking basket, measured from the levels in effect
on the last day of the preceding tariff year. There shall be no lower pricing
band for the tandem-switched transport service category.
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(3) The upper pncmg band for the interconnection charge service
category shall limit the annual upward pricing flexibility for this service
category, as reflected in its SBl, to zero percent, relative to the percentage
change in the PCI for the trunking basket, measured from the levels in effect
on the last day of the preceding tariff year. There shall be no lower pricing
band for the interconnection charge.

(4) Local exchange carriers subject to price cap regulation as that
term is defined in § 6I.3(x) shall use the methodology set forth in paragraphs
(a) through (d) of this section to calculate a separate subindex for the 800
data base vertical features offered by such carriers. The armual pricing
flexibility for this subindex shall be limited to an annual increase of five
percent, relative to the percentage change in the PCI for the traffic sensitive
basket, measured from the last day of the preceding tariff year. There shall
be no lower pricing band for this subindex.

(5) The upper pricing band for the "Signalling for tandem switching"
service category shall limit the upward pricing flexibility for this service
category, as reflected in its SBI, to two percent, relative to the percentage
change in the PCI for the trunking basket, measured from the levels in effect
on the last day of the preceding tariff year. There shall be no lower pricing
band for this service category.

(6) [Removed and Reserved]

(7) The initial level of the local switch trunk ports service category
designated in § 6I.42(e)(l)(v) shall be established to include those costs
identified pursuant to § 69. I06(f)(l) of this chapter. This level shall be
assigned a value of 100, and thereafter must be adjusted as provided in
paragraph (a) of this section, subject to the banding restrictions of paragraph
(e) of this section.

(h) Local exchange carriers -- density pricing zones.

(l) In addition to the requirements of paragraphs (g)(l) and (g)(2) of
this section, those local exchange carriers subject to price cap regulation that
have established density pricing zones pursuant to § 69.123 of this chapter
shall use the methodology set forth in paragraphs (a) through (d) of this
section to calculate separate subindexes in each zone for each of the
following groups of services:

(i) DS1 entrance facilities, DS1 direct-trunked transport, DS1
dedicated signalling transport, and DS1 special access services;
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(ii) DS3 entrance facilities, DS3 direct-trunked transport, DS3
dedicated signalling transport, and DS3 special access services;

(iii) voice grade entrance facilities, voice grade direct-trunked
transport, and voice grade dedicated signalling transport, and (if the
Commission, by order, designates such services as subject to
competition) voice grade special access;

(iv) tandem-switched transport; and

(v) such other special access services that the Commission may
designate by order.

(2) The annual pricing flexibility for each of the subindexes specified
in paragraph (h)(I) of this section shall be limited to an annual increase of
five percent, relative to the percentage change in the PCI for the trunking
basket, measured from the levels in effect on the last day of the preceding
tariff year. There shall be no lower pricing band for these subindexes.

(3) [Added; redesignated as (h)(2)]

(i) [Redesignated as (g)(4)]

(i) (I) Through December 31, 1997, notwithstanding the requirements of
paragraph (a) of this section, and subject to the limitations of § 61.45(j), if a
local exchange carrier is recovering interconnection charge revenues through
per-minute rates pursuant to § 69.124 or § 69.155 of this chapter, any
reductions to the PCI for the basket designated in § 61.42(d)(3) resulting
from the application of the provisions of § 61.45 (b) and the formula in §
61.44(b) and from the application of provision of § 61.45(i)(I) shall be
directed to the SBI of the service category designated in § 61.42(e)(2)(vi).

(2) Effective January 1, 1998, notwithstanding the requirements of
paragraph (a) of this section and subject to the limitations of § 61.45(j), if a
local exchange carrier is recovering interconnection charge revenues through
per-minute rates pursuant to § 69.155 of this chapter, any reductions to the
PCI for the basket designated in § 61.42(d)(3) resulting from the application
of the provisions of § 61.45(b), and the formula in § 61.44(b) and from the
application of the provisions of § 61.45(i)(I), and (i)(2) shall be directed to
the SBI of the service category designated in § 61.42(e)(2)(vi).

(3) Through December 31, 1997, the SBI reduction required by
paragraph (i)(l) of this section shall be determined by dividing the sum of
the dollar amount of any PCI reduction required by § 61.45(i)(1) by the
dollar amount associated with the SBI for the service category designated in
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§ 61.42(e)(2)(vi), and multiplying the SBI for the service category designated
in § 61.42(e)(2)(vi) by one minus the resulting ratio.

(4) Effective January 1, 1998, the SBI reduction required by
paragraph (i)(2) of this section shall be determined by dividing the sum of
the dollar amount of any pel reduction required by § 61.45(i)(1) and (i)(2),
by the dollar amount associated with the SBI for the service category
designated in § 61.42(e)(2)(vi), and multiplying the SBI for the service
category designated in § 61.42(e)(2)(vi) by one minus the resulting ratio.

(5) Effective Januarv 1. 2000. notwithstanding the requirements of
paragraph (a) of this chapter and subject to the limitations of § 61.45(i)' if a
local exchange carrier is recovering an Average Traffic Sensitive Charge
greater than the respective Target Rates of$0.0055 or $0.0065. any reductions
to the PCI for the Traffic Sensitive or Trunking baskets designated in
§§ 61.42(d)(2) and (3) resulting from the application of the provisions of
§ 61.45(b)' and the formula in § 61.45(c) and from the application of the
provisions of §§ 61.45(i)l1)' and (i)(2) shall be directed to the SBIs of the
service categories designated in §§ 61.42(e)(J) and (2).

U) The calculation of the SBI for the service category designated in §
61.42(e)(2)(vi) shall include any residual interconnection charge revenues recovered
pursuant to §§ 69.153 and 69.155 of this chapter.

§ 61.48 Transition rules for price cap formula calculations.

(a) Dominant interexchange carriers subject to price cap regulation shall file
initial price cap tariffs May 17, 1989, to be effective July 1, 1989.

(b) (I) In connection with the initial price cap tariff filing described in
paragraph (a) of this section, each PCI, API, and SBI shall be assigned an
initial value prior to adjustment of 100, corresponding to the costs and rates in
effect as of December 31, 1988.

(2) The PCI and API for offerings under § 61.42(b)(3) shall be assigned
a value equal to 100, corresponding to rates in effect as of August 1, 1991.
Dominant interexchange carriers subject to price cap regulation shall file new
business basket index levels with the first business basket tariff transmittal that
is filed subsequent to the effective date ofthis rule.

(c) Local exchange carriers subject to price cap regulation shall file initial
price cap tariffs not later than November 1, 1990, to be effective January 1, 1991.

(d) (1) In connection with the initial price cap filing described in paragraph
(c) of this section, each PCI, API, and SBI shall be assigned an initial value
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prior to adjustment of 100, corresponding to the costs and rates in effect as of
July 1, 1990.

(2) Carriers electing price cap regulation under § 61.41(a)(3) of this
part in a year after 1991 shall file initial price cap tariffs not later than April 2
of the year of election, to be effective on July 1 of the year of election. Each
PCI, API, and SBI shall be assigned an initial value prior to adjustment of 100,
corresponding to the costs and rates in effect as of January 1 of the year of
election.

(e) In connection with the initial price cap filing described in paragraph (c) of
this section, initial PCI calculations shall be made without adjustment for any changes in
inflation or productivity. Annual price cap filings incorporating the full values of the
GNP-PI and productivity offsets will commence April 2, 1991, with a scheduled effective
date of July 1,1991.

(f) Local exchange carriers specified in § 61.41(a)(2) or (3) shall, in their
initial price cap filings described in paragraph (c) of this section, adjust their PCls
through use of an exogenous cost factor to account for the represcription of the rate of
return, effective January 1, 1991.

(g) Local Transport Restructure -- Initial Rates. Local exchange carriers
subject to price cap regulation shall set initial transport rates, as defined in § 69.2(tt) of
this chapter, according to the requirements set forth in §§ 69.108, 69.11 0, 69.111, 69.112,
69.124, and 69.125 of this chapter.

(h) Local Transport Restructure -- Price Cap Transition Rules.

(1) Definitions. The following definitions apply for purposes of
paragraph (h) of this section:

"Effective date" is March 4, 1994.

"Initial restructured rates" are rates that are (or should have been)
effective on the transport restructure date; and

"Revenue weight" of a given group of services included in a basket,
service category, or subcategory is the ratio of base period demand for the
given service rate elements included in the basket, service category, or
subcategory priced at initial restructured rates, to the base period demand for
the entire group of rate elements comprising the basket, service category, or
subcategory priced at initial restructured rates.

"Transport restructure date" is the date on which local exchange
carriers' initial transport rates, as defined in § 69.2(tt) of this chapter, became
effective;
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(2) Trunking Basket PCI and API.

(i) On the effective date, the PCI value for the trunking basket, as
defined in § 61.42(d)(3), shall be computed by multiplying the API
value for the special access basket on the day preceding the transport
restructure date, by a weighted average of the following:

(A) The ratio of the PCI value that applied to the special
access basket on the day preceding the transport restructure date, to
the API value that applied to the special access basket on the day
preceding the transport restructure date, weighted by the revenue
weight of the special access services included in the trunking
basket; and

(B) The ratio of the PCI value that applied to the traffic
sensitive basket on the day preceding the transport restructure date,
to the API value that applied to the traffic sensitive basket on the
day preceding the transport restructure date, weighted by the
revenue weight of the transport services included in the trunking
basket.

(ii) On the effective date, the API value for the trunking basket
referred to in § 61.42(e)(2) shall be equal to the API value for the
special access basket on the day preceding the transport restructure
date.

(3) Service Categorv and Subcategory Pricing Bands for Flat-Rated
Transport and Special Access. From the effective date through the end of the
tariff year, the following shall govern instead of §§ 61.47(e) and 61.47(g)(l).
The pricing bands established for the voice grade and high capacity service
categories referred to in §§ 61.42(e)(2)(i) and 61.42(e)(2)(iii), and the DSI
and DS3 service subcategories referred to in §§ 61.42(e)(2)(iii)(A) and
61.42(e)(2)(iii)(B), shall limit the pricing flexibility of the service category or
subcategory, as reflected in its SBI, as follows:

(i) The upper pricing band shall be a weighted average of the
following:

(A) The upper pricing band that applied to the special
access services included in the category or subcategory on the
day preceding the transport restructure date, weighted by the
revenue weight of the special access services included in the
category or subcategory; and

(B) 1.05 times the SBI value for the special access
services included in the category or subcategory on the day
preceding the transport restructure date, weighted by the revenue
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weight of the transport services included III the category or
subcategory.

(ii) The lower pricing band shan be a weighted average of the
following:

(4) Tandem-Switched Transport and Interconnection Charge SBIs. On
the effective date, the SBIs for the tandem-switched transport and
interconnection charge service categories defined in § 61.42(e)(2)(v) and (vi)
shan be assigned an initial value prior to adjustment of 100, corresponding to
the initial restructured rates in those categories.

(5) Tandem-Switched Transport and Interconnection Charge Service
Category Pricing Bands. From the effective date through the end of the tariff
year, the following shan govern instead of § 61 .47(g)(2) and (g)(3):

(i) The upper pricing band for the tandem-switched transport
service category shall limit the upward pricing flexibility for this
service category, as reflected in its SBI, to two.percent, measured from
the initial restructured rates for tandem-switched transport. The lower
pricing band for the tandem-switched transport service category shall
limit the downward pricing flexibility for this service category, as
reflected in its SBI, to ten percent, measured from the initial
restructured rates for tandem-switched transport.

(ii) The upper pricing band for the interconnection charge
service category shan limit the upward pricing flexibility for this
service category, as reflected in its SBI, to zero percent, measured from
the initial restructured rate for the interconnection charge.

(i) Transport and Special Access Density Pricing Zone Transition Rules.

(I) Definitions. The fonowing definitions apply for purposes of this
paragraph (i):

"Special access zone date" is the date on which a local exchange
carrier tariff establishing divergent special access rates in different zones, as
described in § 69.123(c) ofthis chapter, becomes effective.

"Transport zone date" is the date on which a local exchange carrier
tariff establishing divergent switched transport rates in different zones, as
described in § 69.I23(d) of this chapter, becomes effective.

"Earlier date" is the earlier of the special access zone date and the
transport zone date.
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