- = =

The BOCs also control the assigmment of telephone numbers for use
by radio carriers, and there has been significant controversy
surrounding the assigrment of these codes in the operation of their one-
way ard two-way services. Same ROCs have camplained that the BOCs have
hoarded these nmumbers for use by their own affiliates; others that the
BOCs have made the mumbers available anly in inconveniently large
blocks, still others that ﬁ?omuberstuvebemoffered only in
inconveniently small blocks.

A recent FCC statement on cellular interccnnection resolves
mmxsdisntesﬂuthaddwelcpadbebamﬁalﬂ:sarﬂxm—wimlim
carriers, mostly in favar of the non-wirelines. It requires all LECs
to provide (1) Type 1 or Type 2 intercormection upon request; (2)
intercomection to the non-wireline that is no less favorable than that
fnnished to the wireline cellular carrier; and (3) reasonable
intercomnection arrangements different from those used by the wireline
ccm,uﬁnquﬁnlmwricdmtomgcdamwimtm
telephane campany. In addition, the FCC prohibits the local exchange

wrimfmﬂmsﬂgmmmsmlm carriers far
the use of NXX codes and telephcne numbers. The FCC limited such

soh North Carolins. for example. the intercoanection tariff filed by Southemrn
Bell required the cellulsar carrier to pay a nonrecurring charge of $3086.00 for the first
block of twenty numbers and $14.30 for each twenty numbers thereafter. This would result
in a total noarecurring charge of $8.121.50 for the 10,000 numbers ia the NXX code. This
nonrecurring charge is 25 to 321 percent sbove Southern Bell’'s stated cost. which alresdy
includes a 14 to 13 percent rate of return. See Brief of Metro Mobile CTS of Charlotte.
Inc.. Proceeding to Consider Tariffs for Service Provided to Cellular Radio
Telecommunications Companies. North Carclina Utilities Cosmission. Docket No. P-100. Sub
79. June 6. 1906, p. 23. Under the interconnection tariff filed by Southera Bell in North
Carclina. the celluler systems can obtain numbers only in blocks of twenty at a time.
Illinois Bell filed s tariff for Type 2 interconnectioa which required the cellular
system to pay 8 one-time "service establishment® charge of $16.000.00 for furnishing the
NXX code. Under the current Type 1 interconnection arrangement. the non-wireline had to
pay a recurring moathly charge of 25 cents per number. See Protest and Reguest for
Suspension filed by Rogers Radiocall. Iac. before the Illinois Cosmerce Commission. In _the
Matter of Illinois Bell Telephone any's

513_03 Memorandua Opinion and Order. The Need to Promote Competition snd Efficient
: )

March 3. 1986).
52

See FCC Policy Statement on Interconnection of Cellular Systeas, Appendix 8 to
Memorandum Opinion and Order. suprs.

”no Commission ruled that the BOCs 4o not "own® the NXX codes of 10.000 numbers

esch, which sre sssigned to the landline telephone companies. They merely have the
responsibility for edministering these numbers. As a result. BOCs can charge only for the
reasonable initial comnection charge. not the right to use the numbers. See FCC Policy
Statement on laterconnection of Cellular Systems. supra pers. 14. v
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charges only to a reascnable initial comnection charge to campensate for
the costs of software and other charges associated with new numbers.

Finally, ﬂnmmmd:adwimlhac?fnmmmt
unrestricted resale of their cellular service. This permits non-
wireline carriers to enter the market as soon as wirelins cellular
facilities are operatiocnal, even if the non-wireline's are not yet in
service. Resale rights also provide scme measure of protection against
price discrimination. And they largely guarantee that any operator
seeking to create a naticnal mobile netwark can obtain needed access -
wherever any wireline carrier is offering it.

Intercomection between paging operators and LECs is less camplex
and there have been no disputes between paging cperators and LECS
regarding the form of intercarnection. Landline circuits are used to
cannect the paging tarminal to the LECs' central office. Regular PBX-
type trunks are usually used to conect the LEC end office to the peging
offm:mmmzomwfmm-vﬁmwm
customers because calls are cbvicusly brief.

Recent intercomection disputes bestween paging companies and the
RBOCs have centered on the failure of the divested BOCs to renegotiate a
"bhmarﬂnofuﬂm:?‘wdirg“ that governed their relationship with the
BOCs far many years. The RCCs and most of the campanies in the
regions of Bell Atlantic, Pacific Nortiwest Bell, and Pascific Bell, have
been able to reach new interconnection agreements, but many RCOCs
alsewhere continue to operate without such agreements.

Prices

v Most mobile services remain intra-stats, and the FCC has generally
t left to PUCs the task of overseeing the tariffs charged by LECs for

¢y carrier intercamection. The FOC thus deferred to the states to
determine the permissibility of such arrangements as calling-pearty
billing, responsibility far the costs of intarcomnection, and the
establisiment of rate centers. The FCC has nonetheless taken positions
on more general aspects of RCC intercamection.

D S 200§ A R

TR W
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Cellular Cosmunications Systama. supra. 86 7.C.C.2d4 at 3510.

”w.nuuy a1l RCCs weat omly lineside intercoanection between the LECs® central
office and the RCCs' paging terminal. Some of the larger RCCs may eventually waat
trunkside access ia markets with very high traffic volumes.

s"rho M0U. as described earlier. included general provisions establishing the

. RCCs' gtatus as & co-carriers rather than end users. It addition. {t outlined the RCCs'

; Tight to share in interstate and iatrastate toll message charges that involved their
wbile radioc systems and to securs saven-digit aumbers for assignment to paging and mobile
tadio units. Further. the MOU required the BOCs to adopt a psging service plan and to
Ulow resale of their intrastate INMATS service by RCC paging operators. to the exteat
Permitted by state tariff requirements.
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facilities needed to interconnect their switches to the landiine
netwark. The FCC has insisted that tariffs charged to the non-wirelinee
be identical to those charged to wireline carriers.”’ It has also taken
the position that non-wirelines are neither end users nor interexchange
carriers, and should therefore not be assessed usage-sensitive access
charges. RCCs do, however, pay for intercomnmection trunks, under
tariffs approved by state PUCs.

Table MB.4 shows the range of prices for intercomnection trunks
ard telephone rumbers charged for cellular radio and paging services.
Intercomnection costs are typically 10 to 20 percent of mobile carrier's
operating expenses, and operating expenses are typically 30 to 40
parcent of total expenses. A mobile carrier's interconnection costs
thus usually run from about 3 to 8 pervent of total reverues. LEC
ability to impeds campetition by manipulating interconnection prices for
mobile services is therefore very much lower than for switched,
interexchange lardline sexrvices, where carriers pay more than 50 percent
of reverues for LEC access.

Table MB.4. MOBILE INTERCONNECTION AND TELEPHONE NUMBER CHARGES

Mobile Service Monthly Charge One-Time Charge

58
Cellular Radio $50-8300 Per Truak $0.10-82.00 Per Number

£1]
Paging System $30-8100 Per Trumk $0.10-82.00 Per Number

For peging systems, the LECs charge RCCs for conecting circuits
the central office and a paging terminal under a variety of

. Some LECs charge anly local exchange rates; others a flat fee
a private line; others the rates applicable to PEX trunks. The

il

s’!ﬂ. RCCs have aevertheless contended that LECS have charged their owvn mobile
affiliates less for trunks thaa they charged noa-wireline carriers. Telocator contends.
for exasple. that in Indiasnspolis. Indiana Bell charged the wireline ia which it owned @
partnership iaterest less for trunks between May and August. 1984 than it charged the noa-
wirelise. The FCC rejected the noca-wireline operator’s complaisat. finding that the
discrepancy ia intercoanection rates was the result of aa insdverteant sdministrative

error. Indisnspolis Telephone Compeny v. Indisna D€ll Telephone Co. FCC File No. £-85-$

(zel. Oct. 16. 1986).

“A esllular radio system in the top 45 sarkets typically requires $0-100 trunks
from the LEC. ocse ia seccad tier may require 30-50. )

59 trom

A paging system operating in s major market typicslly requires 10-20 trunks
the LEC: the exact number depends on traffic volumes and how sany radio coatrol facilities
are coanected to the mobile carrier’'s switch. '
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LECs also charge privats line rates t‘crci.rmitsc:rracungtransnittezs
to the central control fac:uities.

© . Same BOCs, it is alleged have unilaterally filed intexwhectim
tarfffs containing significant rate increases or offered contracts for
1=t<!:ancz:egvf:ax'n::emderth::eat:c:\f.d:I.sr.::!'rl.::l.meclse'.:v‘f.c:e.‘1 Many RCCs © -
continue to operate without any contract agreements. The FCC,
Wermmtlydeclknd?elocatotsmastﬂxat&n&:misim .
appoint an intercarnection ambudsman to address these problems.®’ Other
RCCs have camplained that LECs have proposed tariffs that will charge
&nsmfor'lypelaxﬂ'lypezurtucamqm even though Type 2
intercomnection is less costly to the BOC. Telocator also maintainsg
mtmmmmuimmmmamdm
for mumbers that are substantially above LEC costs. Prices charged by
different LECS vary widely, as do minimum and maximm sizes of rumber
crders. See Table MB.4. Rcv:l.awoft.&pﬂcasfortalq&mm:bersis
ccnd.lcbedbystatn rot federal, regulat:ts

There is, finally, the issue of reciprocal campensation. The non-
wireline carriers argus that consistent with their status as co-carriers
their cellular systeams should be treated in the same mamner as an
independent telephone company and that co-carrier principles should
govern the terms by which the non-wireline and the BOC campensate each
other for the carriage of each others' traffic. Based on this argument,
the non-wireline carriers contend that they should be campensated by the
local exchange carriers for the campletion of calls on the non-wireline

‘oror example. in Minnesota. Northwestern Bell proposed a significant increase in
interconnection rates for RCCs. rates that were ultimately set aside by the PUC. The LEC
was directed to submit & new tariff with new cost studies. In the Southeast. where
regionel negotiaticns appesr to have collapsed. Telocator cited BellSouth’'s plans to seek
a4 225 percent increase in charges for facilities and sesvices provided to paging or two-
vay sobile radioc systems.

61
Telocator recently submitted to the FCC an Interconnection Report covering a

" total of forty-two states and the District of Columbia. Twenty-seven of these reported

either that new intercoanectiocn sgreements had been reached or that the RCCs were
operating pursuaat to the terms of the csncelled memorandum of understanding without any
tegotistiocns proceeding toward @ sew agreement. Tea additional jurisdictions reported

? that the terms of the cancelled MOU or intercoanectioa contracts nevertheless coatinue in

effect pending the cutcomes of heerings or negotiaticas. The remaining five jurisdictions
F Teport only that segotisticns ave under way to reach nev agresments. See Memorsadum

| Opinion and Order. The Need to Promote Competitiom and Efficient Use of Spectrum. F.C.C.

86-35. released March 5. 1986, pars. 13.

“ll-anndu Opinica and Order. The Need to Promots Competition and Efficient Use

&mr;-_. P.C.C. 36-0S5. released March 5. 1986. The FCC concluded that Telocator had
bot demcnstrated any widespread BOC disregard of the FCC's interconnectica requiremants.
30r that any BOC was negotiating ia bad faith to fesolve remsining intercomnection issues.

“ror example. a complaint is pending before the Texas Public Utilities Commission
Contesting Southwestern Bell's proposal to that effect.
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The main oppcrtunities for cross-subsidy came from operationg
are common to providing both landline and mobile services. Profilesth
the varicus expenses incurred by paging and mobile telephone company ..
vwere developed in a 1983 study by Telocator. Table MB.S. s

Table MB.S. TYPICAL PROVIDER COSTS ®
(as a percent of annual revenues)

Paging Mobile Tel. Cellular

Companies Companies Companies

W/l NW/L wW/L NW/L
Operating l:pcal,!" 3-38 35-40 25-28 © 30-40
Selling Expenses 78 45 b5 § 45 10 10-19
Administrative Expeases 10 28 10 3 15-28
Interest Expense ] 4 ] 2 $=7
Depreciation ] 14 ] 12 10-20
Before Tax Tarnings 12 3 12 6 15-20

Facilities, including central control stations, transmitter and
anterma equipment, and mobile units for leasing to subscribers, offer
few opportunities for cxoss subsidy, but also account for a
camparatively small fraction of total coets. Intercomnection trunks -
between the central mobile switch and the public switched network, and
betwean the central switch and remots antarna sites, are sameuwhat more
problematic, although it appears to be a fairly simple regulatory matter
to ensure that LECs charge their cwn mobile affiliates the same as they
charge ron-wireline carriers. Sales, administration, billing, and
maintenance, and other general cpersting costs provide the major
opportunities for cross subsidy. Telocator estimates that (including
intercormection costs), some 30 to 40 psroent of a mobile carrier's

ulcn:e.: Telocator submissica. Cellular company estimates vere derived through

discussions with Telocator and RBOC represeatatives.

nhehdn salaries of operating persoanel. interconmectioa costs. equipment
costs, maintecsnce, antenna lesse expenses. equipment lease expenses. utilities. and
related expenses.

nheulu advartising and related axpenses.

"‘no selling expenses for wireline paging companies is sigmificaatly higher.

almost 43 perceat of ennusl revesues. because sost wireline paging compenies coatract -uu
agents to sell and sarket their paging services.

”nemm salaries of sdministrative personnel. supplies. insurance. reat. and
related expenses. ’

st
et



cellular systam. In effect, the nn-wireline carriersamsesqm
mmﬁnﬂatnufumtﬁwmgﬁnmfcrcma
between the MISO and the local exchange. A few BOCs have entered in
agreements that provide for reciprocal compensation; most

on treating the non-wirelines as end-users, and
costs incurred by the 1 telephane networks in call

from cellular subscribers oc?g.‘ ceTing S @ an

§
:
;

Access to Network and Customer Information

Mobile carriers are potentially susceptible to the same prublems
asICsinregardtoLErprwisicﬁ.marﬂmainmofservice,m
alteration of network standards. A related issue concerns BOC access
to custoner proprietary information generated through their local
exchange cperations. In supplying landline access to RCC competitors,
BOCs gain access to RCCs' business and growth plans, in much the same
way as they gain access to landline IC plans. As discussed in the

Conmunications section of this repoxrt, various standard-

Canpetitive Assessment

Head-to~-head campetition between LECS and non-wirelins RCCs in the
mmoflmm.mmwmm
discriminatory access to the LEC exchange. The FOC has addressed the
intercomection issues quite canprehensively. Oomplaints are abundant.
The radio caomon carriers and non-wirelins cellular coperators have
generally fared remarkably well in the regulatory process, though as a
group state regulators have been less attentive than the FCOC in shaping
the rules under their jurisdiction to promote campetition. Nonetheless,
campetition in providing local mobile services appears to bs both
vigorous and robust.

The principsl intercomection challenges in the next few years &
not irvolve access to the landline exchange, but rather intarcornection
between mobile carriers themselves. The ultimate goal is to offer
cellular users the ability to get mcbile sexvice anywhere in North
Amarica immadiately upon going off-hook. This will require rapid

“n- MOU provided for some reciprocel compeasation by eatitling RCCs to one-~third
of all interstats and intrastate toll sessage charges originating sent-paid from stations.
or placed on a received-collect basis to stations. oa their systems. Intercomnectioa

Between Wireline Telephons Carriers and Radio Cowmon Carriers. 63 7.C.C.24 872, 89 (1977).

“Smrn non-wireline carriers. for example. claim they have suffered unexpleined

delays in the provisioning of interconnection circuita aecessary for the coatinued
N operatioa of their systems.

“n. problems are undoubtedly every bit as large (im the context of this small

market) as the iaterconnectica problams encountered by landline ianterexchange carrisrs in
the context of their much lsrger one.
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costs, are vulnerable to misallocation if shared with LEC

Market Factors

whether intra-RHC cross-subsidy could have any significant anti-
titive impact on the provision of mobile services depends in part
other providers' ability and incentives to respond in kind. Who are
e (presurptively more efficient) providers who might be driven out of
market by cross-subsidized campetition from the RHCs?

In increasing mumbers they are other telephone campanies and RHCs,
possess similar incentives (if not quite the same abilities) to
cross subsidize their mobile cperations.

In ten of the top ninety cellular markets, for example, the

\ireline (LEC) carrier is currently oampeting against a non—wireline
carrier in which a BOC possesses an ocwnership interest. This type of

"'ruoentor emphasizes that LECs cen engage in a wide variety of saticompetitive
joint marketing activities combianing local exchange services witd paging and mobile redio
products. For example. when companies plece telephote service requests. they often ere
given sales preseatsticns for peging and mobile services. B0OCs can advertise their
competitive services om the cover of local telephoae books and ia other sectioms that are
not for sale to competitors. Ia eddition. BOCS can refer general iaquiries about paging
service to their own paging departments.

"IOOCI have been establishing out-of-regica cellular opersticas under NMFJ waiver
for scme time. and the receat A-Beeper decision will henceforth permit them to do so

without waiver. See United States v. Western Electric Co.. et al.. No. 86-5118 (D.C. Cir
August 1S, 19686).

:

70
Cellular Communications Systems. supra. 86 P.C.C.2d at 491.
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minor modifications, to the post-divestiture RHCs.”® The FCC does

waivers for interLATA RBOC i.ularservi wammdsomtingmt 3
use of separate subsidiarie:} tween paging and cellular, and T the
:l.nt::aLA'rAazﬂinterLATAcperadcrs there are thus four service
cambinationg, on which two regulatory sutharities (the FCC and the
MFJ/Decree Court) impose three quite different separate-subsidiary
requirements. Table MB.S.

Table MB.6. SEPAMATE SUBSIDIARY REQUIREMENTS

L2 Fce
Cellular
IntralATA No Yes
InterLATA R30Cs Barred You
Paging
IntralATA No X No
InterlLATA Yes. Par Waiver Mo

Competitive Assessment

In both their geographic scope and in the nature of the
operations, mobile sexvices present quite large poesibilities for LEC
croes-subsidy, at least when canpared with other service and equipment
markets. Whether market and regulatory factors permmit wirelina
providers of mobile sexvices to gain a significant competitive edge from
cxoes subsidy is much leas clesr. Interestingly, LECs themselves--who
are presunsbly experts on the campetitive advantages of hame-turf cross
subsidies--remain quits willing to canpete against other LECs in out-of-
region provision of mobile services.

An RBOC's ability to cxoss-subsidize mobile operations is not
seriocusly containad by the MFJ's LATA-boundary restrictions. Permitting

4
’ Rules Conceraning the Purnishing of Customer Premises at,

Enhanced Services end Cellulsr Communicstions Services by the Bell Operating Companies. 93
r.C.C.2d4 1117, 1120 (199)).

”P_qy_agjn_t_-_-_. 89 7.C.C.24 1337 (1982). The FCC also rejected proposals to
require sepsrate books for wireline paging and conventional mobile operations. Recently.
however. the JCC amended its rules to permit 3OCs tg combine their provisioca of cellular
services with other common carrier mobile services. In respoose. Ameritech. NYNEX and
US West have esither initiated efforts or have been pranted permissioa to consolidate their
aobile service activities within their structurslly separsted cellular subsidisries.

2500 United States v. Westers Bjectric Co.. 570 P. Supp. 643 (D.D.C. 1983).
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of billing information and credit authorization between
>_arriers, in a process transparent to the subscriber. The consensus in
wmmmtﬁmmsullmjatadmgflaﬂadmt:ative
F@mmmmmmmwjmw.

The MFJ's LATAs were intended to define the boundaries of what was
pegceived to be a natural monopoly for landline service. Mobile

ces are clearly campetitive at all levels, both intra and
interLATA. LATA boundaries are thus irrelevant to mobile network
architecture or natural-monopoly econamies of providing mobile service.
b there 1S no reason to believe that enforcement of LATA bourdaries on
RECC-supplied mobile services promotes fairer campetition in the mobile
| conunications markets. And while direct campetition between BOCs and
non-wireline mobile carriers does raise seriocus questions about
discriminatory access, there is also no reason to suppose that BOC
mlvurq:;t in interLATA mobile services will aggravate those

problems. To the contrary, the BOCs and Bellcore might be well

. positioned to play a major role in resolving the difficult

i swﬂa:dmtimisansﬂ%tmmﬂysladngdwelq:mtof
national mobile networks. .-

QOSTS

A separate caompetitive concern is that BOCs might impede
campetition not by discriminating in the access they provide, but by
cxoss-subsidizing their own (by hypothesis) less efficient mobile
operations. _

?
¢ See CTIA Panel Discusses Solutions to ‘Roaming’ Problems. Cosmunications Week 31
(June 9. 1986).

“rhcrc is some possibility that keeping LECs out of interLATA services ol every
deacription promotes more equitable LEC trestment of landline interexchange carriers. by
preventing any form of hesd-to-head competition between LECs and ICs. For the present.
mobile services have far too little capacity to pose any serious competitive threat to
landline ICs: the risk of a LEC discrimination against AT&T or MCI for the purpose of
promoting interexchange services through a LEC's mobile affiliate is fanciful. That risk
may become real when mobile services offer & viable alternative gateway in and out of
local markets. But at that point. with two sobile cacriers operating ia esch local
market. the LEC bottleneck will have disappeared.

.

-
]

rd

69
At least one of the national paging networks. for example. is accessed through
an 800 code. and LECs are not positioned to discriminate among individual 800 users. See

Nationwide Paging Service Announced. Communications Week & (Apr. 1. 1983).

mu of April 198¢. the Rlectronic Industries Association had reportedly beea
unable to arrive at standards that would allow handoffs among competing manufacturers’
mobile switches. Estimates of when a protocol will emerge range from the end of 1986 to
1987 or 1988. See New Opportunities for System Equipment Vendors. Cosmunications Week 33
(Apr. 21. 1986). This is a matter that the pre-divestiture Bell systes would have
resolved quickly. smoothly, and no doubt to the complete satisfsction of wireline (but not
noa-wireline) carciers.
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RBOCs to extend their
mobile operations across LATA boundaries would

ly increase their
‘abilitymiupachcmpetitiminunbne
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