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The California Public Utilities Commission and the People of the State of
California (CPUC or California) submit these comments in response to the Federal-State
Joint Board on Separations (Joint Board) request for comment® on the proposals of the
State Members of the Joint Board for interim adjustments to jurisdictional separations
allocation factors and category relationships.? California supports the proposals with the
understanding that they are interim only, and will be put in place prior to any

continuation of the current freeze, which has been in effect since July 2001.°

l. DISCUSSION

The FCC has proposed extending for another year the freeze on jurisdictional
separations category relationships and cost allocation factors.* The State Members of the
Joint Board propose that two interim-only adjustments be adopted prior to any

continuation of the freeze.

A Special Access Cost Assignment

The first proposed interim reform would more fairly allocate costs of special
access service from the intrastate jurisdiction to the interstate jurisdiction. Under the

freeze, carriers have frozen the relationships among their categories and subcategories of
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investment. As a result, carriers have ceased applying direct assignment rules to special
access facilities.

State Members believe that the freeze and the FCC staff directive to ignore direct
assignment rules have led to a mis-assignment of special access costs. This mis-
assignment has been created because during the nine years of the freeze, the
telecommunications industry has changed dramatically.

The problem that the interim reform addresses is that over the last nine years
carriers have seen an increase in the sale of interstate special access services without
there being a commensurate growth in interstate assignment of costs. Instead, the special
access costs under the freeze have been allocated primarily to state jurisdiction at the
same relative level as before the freeze. Due to the freeze, the current allocation of costs
between the state and interstate jurisdictions is governed by separations studies that are at
least nine years old or older. Based on their age alone and the dramatic changes in the
use of special access lines, these studies do not reflect current conditions.

Thus, State Members propose an interim-only adjustment based on the assumption
that allocation based on revenues provides a reasonable surrogate to directly assigning
costs. State Members believe this proposal better matches plant usage to costs than the
current 2001 freeze allows. “[The proposal’s]...simplicity allows this proposal to be
implemented prior to July 2010, an important factor in light of the FCC’s intent to limit

the most recent freeze extension to one year.” >

> Proposal, p. 8.



B. Advanced Services Cost Assignment

The second proposed reform would allocate more of the costs of advanced
services from the intrastate side to the interstate side. The State Members propose to
create new subcategories and allocators for assignment of costs and revenues associated
with network cable and wire facility loops. Unlike the current rules, this proposal does
not assume that a local loop is used primarily for voice telecommunications or that DSL
and video usage is insignificant. The new assignments are intended to align the
jurisdiction over loop investment more closely with the jurisdiction over the principal
services provided on the loop by which network revenues are generated.

The State Members propose to categorize loops according to the services provided
over them, and then to apply distinct fixed separations factors to each category. In this
way, if a loop is actually used to deliver advanced services, its subcategory would reflect
that. The result is that more costs would be assigned to the interstate jurisdiction or to
non-regulated costs, an assignment that is consistent with the FCC’s assertion of
jurisdiction over those services. The proposal also standardizes the allocation of costs
associated with loops used to provide unbundled network elements. The State Members
also propose a method for allocating revenues from multi-jurisdictional bundled services.
In sum, “[t]he new assignments are intended to align the jurisdiction of loop investment
more closely with the jurisdiction of the principal services provided over the loop and in

which the associated revenues are generated.”®

® Proposal, p. 11.



The State Members’ recommendations are intended as interim steps before the
current freeze is extended. In the absence of comprehensive reform, these proposals for
interim action will reduce the most striking cost assignment imbalances developed over
the last decade. As the State Members point out,

[t]he current separations allocation factors and categorizations
no longer have any basis in fact. While some inaccuracy of
the separations process is permissible, currently the actual use
to which the property is put is almost completely ignored....
Under these circumstances, it is unreasonable to continue the
freeze past July 1, 2010, without key adjustments to ensure
[that] existing allocation factors better reflect actual use of
property. Once these changes are made, the freeze could be
reimposed and continued while further reform options are
considered.’

As was noted above, the current allocation of costs between the state and interstate
jurisdictions is governed by out-of-date separations studies. As State Members
recognized in their filing with the FCC:

...any age-related inaccuracies are amplified by advances in
technology and several key FCC jurisdictional determinations
during the last nine years. The increased use of packet-based
networks; the increased sale of DSL and other broadband
services; the extraordinary increase of bandwidth use caused
by the uploading, transmission, and downloading of digital
photos and video files; the FCC’s decision to alter the
jurisdictional nature of various services; and a wide variety of
other factors unquestionably requires the adjustment of the
current process. The planned expansion in broadband services
under newly created stimulus programs will further widen the
gap between separations procedures and network realities.®
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C. California’s Perspective

California is supportive of these proposals and recommends that the FCC adopt
them before reinstituting the separation freeze for yet another year. From the CPUC’s
vantage point, the proposed interim steps address two of the most glaring examples of
unfairness that have resulted from the FCC’s failure to implement comprehensive
separations reform and instead froze the separation allocations for the last nine years.
The CPUC finds the proposed steps reasonable on an interim basis and as a necessary
step toward rationalizing the current separation process until full-scale reform can be
implemented. As the State Members emphasize, they are not offering “long term
separations reforms,” only interim steps “to reduce the most glaring imbalances in cost
assignment that have arisen during the nine years of the separations freeze.”® The
proposed interim allocations are more rationale than the current rules, but they are not

suitable long-term solutions to comprehensive Separations reform.

1.  CONCLUSION
The interim adjustments cover the direct assignment of special access investment

and the treatment of advanced services over local loops. In the absence of permanent
reform, these interim adjustments will better align costs with revenues and will better
reflect how the networks are used in a burgeoning broadband era. However, California’s
support for these interim reforms is not to be read to as a statement implying that the
CPUC has no jurisdiction over such advanced services. Finally, the CPUC strongly urges

the Joint Board to issue a recommendation for permanent reform by the end of the year

°Id, p. 5.



which would enable the FCC to finally adopt a permanent fix to the current but very
much outdated separations scheme.
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