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. 1 NTRODUCTI ON
A. Summary

1. In a series of orders in the past two years, we have
adopted and i npl enented an
expanded i nterconnection policy that creates new opportunities for the
conpetitive provision of
access services that the local tel ephone conpanies traditionally have
provi ded on a nonopoly basis.
Qur deci si ons mandati ng expanded i nterconnection and collocation are
fundamental to opening the
interstate special access and switched transport markets to greater
conpetition. Qur sinultaneous
grant of greater pricing flexibility to the |ocal telephone conpanies
enabl es those conpanies to
conpete nore vigorously as well, while assuring that we retain necessary
control s on dom nant
access providers. W believe that expanded interconnection, by
fostering increased conpetition in
interstate access markets, should increase economic growth. Conpetition
should lead to | ower
speci al access and switched transport charges, which in turn will nake
it possible for |ong-distance
conpanies to offer service at |ower rates, thus stinulating demand for
conmuni cati ons services.
Lower prices for conmunications services not only benefit consuners
directly, they al so nake
resources avail able for productive investnent el sewhere in the econony.
Conpetition also gives
| ocal tel ephone conpanies, as well as their conpetitors and custoners,
incentives to invest in
advanced tel ecommuni cati ons technol ogi es, devel op i nnovative services,
and provide existing



services nore efficiently. Expanded interconnection creates greater
opportunities for new entrants

to conmpete by enabling themto rely in part on the tel ecommunications
facilities of established

service providers, and thereby pronptes broader access to comrunications
net wor ks and services

by all users. The conpetition that expanded interconnection nakes
possi bl e shoul d give users a

greater range of choices in tel econmuni cati ons services and increase
opportunities for users to

obtain redundant facilities, thus contributing to network reliability.

2. On June 10, 1994, the U S. Court of Appeals for the
District of Colunmbia Circuit
i ssued an order stating that it would vacate in part the first two of
our expanded i nterconnection
orders on the grounds that the Commi ssion does not have authority under
t he Communi cati ons Act
of 1934, as anended, to require | ocal exchange carriers (LECs) to
provi de expanded i nterconnecti on
t hrough physical collocation. The court held that Section 201 of the
Act, which authorizes the
Conmmi ssion to order carriers "to establish physical connections with
ot her carriers," does not
enpower the Commi ssion “"to grant third parties a license to exclusive
physi cal occupation of a
section of the LECs' central offices.” Underlying the court's statutory
construction was its concern
t hat our physical collocation requirenent constituted a "taking" of
property. The court also stated
that it would remand our orders to permit us to consider whether and to
what extent to inpose virtual
collocation requirenments in the absence of a physical collocation
requirenent. Finally, the court
stated that it would remand the question of whether we would inpose a
"fresh | ook" requirenent in
t he absence of mandatory physical collocation. The court stated that
"[t]he orders are vacated insofar
as they require physical collocation; in all other respects the orders
are remanded to the Commi ssion
for further proceedings."

3. W are acting expeditiously to preserve the substantia
public interest benefits of
expanded interconnection. W here establish the rights and obligations
of affected parties under a
nodi fi ed expanded interconnection regine that takes the court's decision
into account. By
respondi ng quickly to the court's decision, our goal is to ensure
uni nterrupted availability of
expanded i nterconnection services. W seek to avoid the disruption to
conpetition that would result
if newrules and tariffs inplenenting our expanded interconnection
policy are not in place at the tine



the court's decision takes effect. Thus, even though the court's
mandat e has not yet issued, and even

t hough the court's decision applies only to expanded i nterconnection for
speci al access, we adopt in

this order rules designed to speed the process so as to ensure that

| ocal tel ephone conpanies offer

expanded i nterconnection for both special access and switched transport
t hrough general ly avail abl e

virtual collocation services no |ater than Decenber 15, 1994. W will
exenpt fromthis requirenent

conpani es that choose instead to offer physical collocation subject to
the standards we set forth

bel ow. Under this order, the LECs are required to file tariffs

i mpl ementi ng our new nmandat ory

virtual collocation policy on Septenber 1, 1994; in other respects, the
rul es and regul ati ons adopt ed

here will become effective on Decenber 15, 1994. Decenber 15 is the
earliest date by which we

can ensure that the new tariffs will have undergone adequate revi ew by
the Conmission's staff. To

prevent any |lapse in the effectiveness of our overall expanded

i nterconnection policy, we intend to

seek a stay of the issuance of the court of appeals' mandate unti
Decenber 15, 1994, by which tine

tariffs inplementing our new mandatory virtual collocation rules can be
effective. W also reaffirm

our fresh look requirenents in connection with the nmandatory virtua
collocation reginme, in light of

the court's decision to remand this issue. Pending further judicia
action or possible |legislation, we

| eave in place for the present our mandatory physical collocation rules,
but will replace those rules

wi th new mandatory virtual collocation rules on Decenber 15, 1994.

4. In this order we consider the entire extensive record
al ready assenbled in this
proceedi ng, including that compiled in response to the pending petitions
for reconsideration of al
of our earlier orders. W find that the existing record is fully
sufficient to support our decision here,
and find no policy reason to supplenment the record before noving
forward, nor any |egal requirenent
to do so. After reviewing the court's order, we conclude that, for the
nost part, our decisions in
earlier orders in this proceeding on standards, tariffing, rate
structure, pricing, and other aspects of
the provision of expanded interconnection services should apply with
equal force under the new
mandatory virtual collocation regine. |In particular, we grant increased
pricing flexibility to | oca
t el ephone conpani es that have i npl enented expanded i nterconnection
t hrough either virtual or
physi cal collocation. 1In certain respects, however, we are nodifying
our requirenents to reflect the



use of mandatory virtual collocation and to reflect policy changes that
we conclude are in the public

i nterest based on petitions for reconsideration of our earlier orders.
Because we envi sion, under the

new col |l ocation policy, that sonme |ocal tel ephone conpani es may
voluntarily provide physica

collocation as a regulated comon carrier service, we are al so

reaf firm ng many of our rules relating

to the rates, terms, and conditions of physical collocation offerings,
and are addressing certain issues

regardi ng physical collocation raised in pending petitions for

reconsi deration of earlier orders in this

proceeding. W deny a petition for declaratory ruling filed by Tel eport
regarding restrictions on

pricing flexibility for LECs that do not opt to offer physica

coll ocation. W also reaffirmour

density zone pricing systemand other pricing flexibility rules under
the new policy, but nodify those

rules to condition such pricing flexibility on expanded i nterconnection
bei ng operational under the

rules we adopt in this order

B. Backgr ound

5. In earlier orders in this proceeding, we required the Tier
1 I ocal exchange carriers
(LECs), other than participants in National Exchange Carrier Association
(NECA) pools, to permt
third parties to interconnect their transnission facilities with those
of the LECs. In npst cases, we
gave interconnectors the right to obtain these connections by physically
collocating their own
term nating equi prent in LEC central offices. W permtted al
parties, including conpetitive
access providers (CAPs), interexchange carriers (IXCs), and users, to
obtai n expanded inter-
connection. W required the LECs to set rates for expanded
i nterconnection services based on direct
costs plus reasonabl e overhead | oadings. W also authorized additiona
pricing flexibility for LECs
that are actually providing expanded interconnection

6. We introduced our expanded interconnection policy in
stages. We decided in
Septenber 1992 to require the LECs to provi de expanded interconnection
with their interstate specia
access services, primarily through physical collocation. In August
1993, we required the LECs to
provi de expanded interconnection with the switched network, again
primarily through physica
collocation, to enable interconnectors to conpete nore fully for the
provi sion of switched transport
service. W also adopted reconsideration orders that nodified certain
aspects of the Special Access



Expanded I nterconnection Order in Decenber 1992 and August 1993. The
LECs' special access

expanded interconnection tariffs became effective in June 1993. Their
switched transport expanded

i nterconnection tariffs becane effective in February 1994. Both sets of
tariffs are currently under

i nvestigation. As noted above, on June 10, 1994, the U S. Court of
Appeal s for the District of

Columbia Circuit issued an opinion stating that it would vacate the
Speci al Access Expanded Inter-

connection Order and the First Reconsideration Order insofar as they
require physical collocation

for special access services, and would remand ot her aspects of the
orders to the Conmi ssion for

further proceedings.

[1. PUBLIC POLI CY ANALYSI S

7. Orders/Background. Expanded interconnection is a LEC
of fering that enables
parties, by interconnecting their circuits with those of the LEC at a
LEC central office through either
physi cal collocation or virtual collocation, to conpete on a facilities
basis with certain LEC access
services. Physical collocation, as defined by the Commission in this
proceeding, is an offering that
enabl es an interconnector to locate its own transm ssion equiprment in a
segregated portion of a LEC
central office. The interconnector pays a tariffed charge to the LEC
for the use of that central office
space, and nmay enter the central office to install, maintain, and repair
the col |l ocated equi pnent.
The specific details of virtual collocation could be defined in a nunber
of different ways, as
descri bed further below in paragraphs 43-46. For purposes of this
order, however, we define virtua
collocation as an offering in which the LEC owns (or may | ease) and
exerci ses exclusive physica
control over the transm ssion equi pnment, located in the central office,
that termnates the inter-
connector's circuits. The LEC dedicates this equipnent to the exclusive
use of the interconnector
and provides installation, maintenance, and repair services on a non-
di scrim natory basis. Under our
virtual collocation policy, the interconnector has the right to
designate its choice of central office
equi pnrent, and to nonitor and control the equipnent remotely. The LEC
connects this equipnment
to the interconnector's circuit outside the central office, with an
i nt erconnection point between LEC-owned facilities and interconnector-
owned facilities as close as possible to the office. The
st andards governi ng physical collocation and virtual collocation
arrangenents are discussed in detai



bel ow.

8. Earlier orders in this proceeding have required the Tier 1
LECs to provide
expanded interconnection for interstate special access and swi tched
transport. W found that
expanded i nterconnecti on would pronote greater conpetition in the
speci al access and switched
transport markets, and thereby produce substantial public interest
benefits. W concluded that such
conpetition, like conpetition in the markets for |ong distance and
cust oner - prem ses equi prment
(CPE), should encourage LECs and their conpetitors to operate nore
efficiently, deploy new
technol ogies facilitating innovative service offerings, increase the
choi ces available to access
custoners, and reduce the prices of services subject to conpetition. W
found that, given the pricing
flexibility we granted to the LECs and (in the case of swi tched
transport) the application of the
transport interconnection charge to both LECs' and interconnectors
custoners, expanded inter-
connection woul d not have any significant adverse inpact on universa
service. Thus, based on the
record, we concluded that the likely benefits of expanded
i nt erconnecti on outwei ghed any potentia
di sadvant ages.

9. Discussion. In response to the court's decision, we first
reaf firm our analysis and
conclusion in the Special Access Expanded | nterconnection Order and the
Swi t ched Transport
Expanded | nterconnecti on Order that expanded interconnection for specia
access and switched
transport is in the public interest. Qur expanded interconnection
policy is designed to facilitate
conpetition for special access and switched transport services,
essentially by making it possible to
buy only those LEC transm ssion and distribution links that a custoner
wants, and to conbi ne those
links with the services of a conmpetitor. This policy enables the LECs'
conpetitors to offer
transm ssi on segnents that can substitute for the previously bundl ed
segnments offered by the LECs,
and to connect their own transni ssion segnents with transni ssion and
di stribution |links that the
LECs continue to provide. As our experience with the |ong-distance and
cust oner - prem ses
equi pnment markets denonstrates, increased conpetition anpong interstate
speci al access and
switched transport service providers should increase custoner options,
reduce rates, and speed the
i ntroduction of new technol ogi es, and thereby stinmulate econom c grow h.
We reaffirmthat these



benefits of expanded interconnection outweigh any di sadvantages of the
policy.

10. We next conclude that, although expanded interconnection
t hrough physica
collocation is the optinmal nmeans to realize these benefits, expanded
i nt erconnection through virtua
col l ocation al so produces these benefits and is in the public interest.
Both virtual collocation and
physi cal collocation enable el ectronic equipnent dedicated to an
i nterconnector's use to termninate
that interconnector's transm ssion |inks and to interconnect themwth
the LECs' network equi pment
i nside LEC central offices. Wthout dedicated network equi prent | ocated
in the central office,
i nterconnectors would be required to buy LEC transnission |inks that are
not needed with
collocation. This would nmake it rmuch nore costly to provide conpetitive
access, inhibit inter-
connectors' ability to price conpetitively with LECs, and limt the
extent of conpetition for
transm ssion services. Specifically, interconnectors would be required
to buy LEC transni ssion
servi ce between interconnector equi pnment | ocated outside the centra
of fice and the central office
itself, which is a key point of network traffic aggregation. Dedicated
net wor k equi pnent in the
central office allows interconnectors to provide their own transm ssion
facilities to gain access to the
traffic aggregated at the central office, and fosters conpetition in the
provi si on of such transni ssion
facilities.

11. Mbreover, the technical paraneters of the equi pnment
currently used in
comuni cations networks nmake it necessary in npst situations to |ocate
the circuit termnating
equi pnent dedicated to an interconnector's use in the LEC centra
office. To interconnect two
comuni cations circuits (e.g., that of the LEC and that of the
conpetitor), the electronic equi pnment
that term nates each of the circuits nust be connected together, or
"cross-connected." The technica
standards for currently avail abl e cross-connect technol ogy require that
a cross-connecting cable be
no | onger than 450 feet, including cable bends. |In nost LEC centra
of fice buildings, all cable
enters the building through underground conduits, runs into a cable
vault, clinbs up risers and
sonmeti nmes passes through distribution franes, into a secure, properly
conditioned roomthat is often
| ocated on the second or higher floor of the building. There are
substantial practical obstacles to
i nt erconnectors' obtaining space for their equipnment in buildings close



enough to LEC central office

buil dings to neet the 450 foot constraint. Thus, the current limtation
on the length of cross-connect

cables inposes a critically inportant technical constraint. |In npst
cases, it is not feasible to instal

a cross-connect cabl e between the electronic equi pment term nating LEC
circuits and the equi pnent

term nating a conpetitor's circuits without duplicative equiprment, such
as additional repeaters,

unl ess all the equipnment is located in the sanme building -- the LEC
central office.

12. Thus, for the reasons set forth above and in our earlier
orders, we conclude that
collocation of circuit term nating equipnment within LEC central offices
serves the public interest and

is necessary to satisfy our policy goals fully. In our earlier orders,
we concl uded that physica
col l ocation best ensures that our objectives are fulfilled. If physica

col l ocation is unavail abl e,

however, we conclude that virtual collocation is the best alternative to
serve our public interest

objectives. W reaffirmand incorporate herein our reasoning and
conclusion in the Special Access

Expanded I nterconnection Order and the Switched Transport Expanded

I nterconnecti on Order that

we have authority, pursuant to Sections 1, 4(i), 201, 202, 205, 214(d),
and 218 of the

Communi cations Act, to nmandate expanded interconnection and inpose the
rel ated requirenents

specified in this order

[11. 1 NTERCONNECTI ON ARCHI TECTURE
A Physi cal and Virtual Collocation

13. Orders/Background. Qur previous orders in this
proceedi ng required the LECs
to provi de expanded interconnection through physical collocation in al
central offices for which
i nterconnectors nmake a bona fide request. W allowed LECs to apply for
exenptions fromthis
requi renent and provide virtual collocation instead of physica
collocation in central offices in which
space for physical collocation is unavailable, and in states that had
adopted specified virtua
collocation policies. W found that the provision of central office
space used for physica
collocation is incidental to comunications, thus rendering it a
conmuni cati ons servi ce under
Section 3(a) of the Communications Act, and that provision of such space
is a comopn carrier
service. W therefore concluded that we have authority to inpose Title



Il regulation, including

tariffing requirenments, on the provision of such space. W justified
our mandat ory physica

collocation rules as an exercise of our authority under Section 201(a)
of the Act to "establish physica

connections with other carriers.” W also concluded that the physica
collocation requirenment is

not a "taking" under the Fifth Anendnent of the Constitution, and that
even if it were, such a taking

woul d constitute a | awful exercise of our statutory authority. Qur
conclusions with respect to our

statutory authority to mandate physical collocation, however, were
rejected by the court in Bel

Atlantic v. FCC

14. Positions of the Parties on Reconsideration. In
petitions for reconsideration of
t he Special Access Expanded | nterconnection Order and other orders in
this proceeding, the LECs
reiterate their argunments agai nst mandatory physical collocation and the
CAPs and ot her parties
reiterate their argunments in favor of it. Some CAPs, however, believe
t hat expanded inter-
connection through properly structured virtual collocation is an
effective alternative to pronote
i ncreased | ocal access conpetition. The non-dom nant | XCs (i.e., |XCs
ot her than AT&T) argue
t hat under the mandatory physical collocation reginme, LECs should al so
be required to offer virtua
collocation on a generally tariffed basis at every point at which they
of fer physical collocation,
poi nting out sone of the potential advantages of virtual collocation
They contend that many inter-
connectors may prefer virtual collocation, LECs nmay be able to provide
central office equipnent and
services more efficiently than interconnectors, virtual collocation
woul d conserve central office
space and enabl e nore interconnectors to enter, and w despread virtua
col l ocati on woul d enabl e
nore | XCs to obtain services conmparable in total cost to those obtained
by AT&T.

15. Ameritech and USTA argue that LECs should be allowed to
choose whether to
of fer physical or virtual collocation. They assert that virtua
col l ocation entails substanti al
bur densome i npl ement ati on probl ens and costs (such as providing rapid
installation intervals
demanded by interconnectors and training technicians to repair and
mai ntain different types of inter-
connector equipnent). They assert that, if LECs are already required to
provi de physical collocation,
it would be unreasonably burdensome for the LECs to be required to incur
t he uni que



i mpl ementati on problens and costs associated with virtual collocation
(e.g., training technicians to

mai ntain and repair interconnector equipnent at short intervals) even in
of fices where there is no

demand.

16. Discussion. Remand and New Mandatory Virtual Coll ocation
Policy. The Bel
Atlantic v. FCC decision presents practical difficulties for
i nterconnectors and their custoners even
before the issuance of the court's mandate. For exanpl e,
i nterconnectors (or their custoners) may
be reluctant to activate new circuits to their physical collocation
nodes in LEC central offices before
the i ssuance of the mandate since sonme LECs may di scontinue their
physi cal collocation offering
if and when the mandate issues. At the sane tinme, many LECs have not
tariffed a generally
avail able virtual collocation offering as an alternative for
i nterconnectors.

17. Accordingly, in light of the DC. Circuit's Bell Atlantic
v. FCC decision and in
anticipation of remand, we are adopting a new expanded i nterconnection

policy that will facilitate
the continued, uninterrupted provision of expanded interconnection and
will reduce the practica

probl enms that could arise in the wake of the court's decision. As we
explain in greater detail bel ow

we believe that this new expanded interconnection policy is fully
consistent with the court's view of

our authority. Accordingly, we will require, as of Septenber 1, 1994,
that Tier 1 LECs (other than

NECA pool nenbers) file generally available tariffs offering expanded
i nt erconnection through

virtual collocation. The standards that will govern virtual coll ocation
arrangenents are di scussed
in detail below. LECs will be exenpted fromthis requirenent in centra

of fi ces where they opt to
provi de physical collocation subject to the standard described in detai
bel ow.

18. Legal Authority. W find primary authority for the
nodi fi ed expanded
i nterconnection requirenents adopted in this order in Section 201(a) of
t he Communi cati ons Act of
1934, as amended. That provision authorizes the Comr ssion, where
necessary or desirable in the
public interest, to order common carriers to establish physica
connections with other carriers,
whet her or not the common carriers m ght choose to do so voluntarily.
As applicable here, the
LECs are "common carriers,'
requi red under the termns

t he expanded i nterconnection arrangenents



of this order are forms of "physical connections," and npst

i nterconnectors -- including CAPs and

| XCs -- are "carriers" within the nmeaning of Section 201(a). Mor eover,
as set out in detail above,

we have concluded that the provision of the expanded interconnection

services required in this order

wi || produce substantial public interest benefits by renoving
unnecessary barriers to increased
conpetition. Such public interest benefits have lawfully forned the

basis for past nandatory

i nterconnection orders, and we find that such benefits justify the
i nt erconnection requirenents

adopted here with respect to interconnectors that are carriers.

19. WwWe find, in addition, that the separate | anguage in
Section 201(a) requiring
t el ephone conpanies to "furni sh communi cations service upon reasonabl e
request” gives the
Conmmi ssion authority to order the LECs to provi de expanded
i nterconnection services to non-carrier
i nterconnectors. In this regard, it has been established Comm ssion
policy -- inforned by the
statutory requirenments that rates and terns for comruni cations service
be just and reasonabl e and

not unreasonably discrimnatory -- to prohibit differences in service
rates and terns that are
predi cated upon the type of custoner involved. We see no reason to

depart fromthat genera

policy, particularly where, as here, we find affirmative public interest
benefits in the broad

availability of expanded interconnection services.

20. W also conclude that Sections 1, 4(i) and 214(d) of the
Conmuni cati ons Act
buttress further our legal authority to order the expanded
i nterconnection services set out in this
order, including the requirenent that LECs provide, for a just and
reasonabl e charge, dedicated
circuit term nating equi pment designated by the interconnector
Section 1 of the Act states that the
purpose of the Conmission is to regulate "interstate and foreign
comerce in comruni cations by
wire and radio so as to neke available, so far as possible, to all the
people of the United States a
rapid, efficient, Nation-w de, and world-wide wire and radio
comuni cation service." Section 4(i),
the FCC s "necessary and proper clause," grants us broad power to take
actions necessary to neet
our statutory mandate. Finally, Section 214(d) authorizes the
Commi ssion "to require by order any

carrier ... to provide itself with adequate facilities for the
expeditious and efficient perfornmance of
its service as a common carrier." W find that, to the extent that

there is any doubt whether Section



201(a) alone fully authorizes all aspects of our expanded
i nterconnection order, these sections of the
Act provide that supplenental authority.

21. The foregoing discussion largely coincides with the
anal ysis of legal authority
that the Commi ssion undertook in the Special Access Expanded
I nterconnection Order. W
recogni ze that the D.C. Circuit, in Bell Atlantic v. FCC, vacated the
mandat ory physical collocation
rul es adopted in that order. However, there are differences between
those rul es and our new regine
of mandatory virtual collocation (with an exenption for LECs choosing to
of fer physical collocation)
that are fundanental to the court's analysis in that case.

22. The court's core finding in Bell Atlantic was that
Section 201(a) did not "grant
third parties a license to exclusive physical occupation of a section of
the LECs' central offices."
While noting that our power to "order 'physical connections' [was]
undoubt edl y broad of scope,"
the court refused to grant our interpretation the deference normally
accorded agenci es under Chevron
U.S. A Inc. v. NRDC, because it believed that such a physical occupation
"woul d seem necessarily
to 'take' property" under the Fifth Anendnent standard established by
the Suprenme Court in
Loretto v. Telepronpter Manhattan CATV Corp. While we do not share the
D.C. Circuit's
apparent view that mandatory physical collocation requirenents would
constitute a "taking" of
property, or its view that Chevron deference was unwarranted, factua
di fferences between the
mandat ory physical collocation reginme at issue in Bell Atlantic and the
nodi fied requirenments we
are adopting here conpletely distinguish this order fromthe facts of
Loretto.

23. In Loretto, the Suprene Court found that a New York
statute that required
| andl ords to permit cable tel evision conpanies to install facilities on
their buildings effected a Fifth
Amendnent taking of the |andlords' property for which just conpensation
was due. The Court noted
that a takings analysis usually involves essentially ad hoc, factua
inquiries regarding factors such
as the degree of interference with investnent-backed expectations, the
econoni c i npact of the
regul ati on, and the character of the governnmental action. However, it
distilled fromearlier takings
jurisprudence a pattern that when the character of the regulation
reaches the formof a "permanent
physi cal occupation," that factor al one becones determ native and a



taki ng has occurred. Wile

cautioning that its holding was a very narrow one, the Court explained
that a pernmanent physical

occupation of property "effectively destroys" the bundle of rights
usual |y associated with property

ownership -- including the right to exclude others.

24. W continue to believe that the mandatory physica
col l ocation requirenments we
previ ously adopted shoul d not properly be seen to create a takings issue
under Loretto, both because,
under the technol ogi cal and conpetitive circunmstances that we previously
advanced to support such
a reginme, tel ephone conpani es have no reasonable historically rooted
expectation of being able to
excl ude interconnectors, and because the tel ephone conpani es were
permtted to recover just and
reasonabl e rates for the mandated service. |In any event, however, the
"per manent physi cal
occupation" analysis that is central to Loretto has no bearing on the
nodi fi ed expanded
i nterconnection rules that we are adopting here, which require only
virtual collocation (with an
exenption for carriers voluntarily choosing to offer physica
col l ocation subject to full regulation
as a conmuni cati ons common carrier service).

25. The mandatory virtual collocation policy we adopt here in
no way constitutes a
taki ng of property. Under virtual collocation, unlike physica
col l ocation, interconnectors have no
right to enter LEC-owned prem ses or to install their own equi pnent at
such locations. Instead, the
LECs purchase or | ease equi pnent designated by the interconnector, and
install, maintain, and repair
this equi pnent thenselves (or through their designees) in their centra
of fices. VWi le the
i nt erconnector-designated equi pnment is dedicated to the use of a
particul ar interconnector, such
dedi cation is not unusual in the tel ecomrunications industry,
particularly where, as here, the
i nt erconnector does not exert physical control over such equi pnment.
(The nonitoring and contro
functions that the LECs nmust permit interconnectors to performare
conducted fromrenote | ocations
and involve only the interconnector's ability to track, reconfigure, and
ot herwi se supervise the
operation of the comunications circuits termnating in the designated
equi pnent.) For exanple,
t el ephone conpani es general ly dedi cate equi pment to the use of
particul ar custoners in providing
private line service. Even |ocal exchange service involves the use of
certain pieces of equipnment that
are dedicated to the exclusive use of a particular custonmer, such as the



line cards used in LEC

switches and wire "drops" extending fromthe LEC s distribution cable to
the custoner's residence.

The expanded i nterconnection requirenment that LECs dedicate circuit
term nating equi pment to

particul ar custonmers nay -- as with such other "dedi cated" services --

af fect the use to which the

t el ephone conpany can apply its property, but it in no way constitutes a
physi cal occupation of the

LECs' property within the contenplation of Loretto.

26. W also note that the physical collocation standards we
are adopting for
t el ephone conpani es that voluntarily choose to inplenment expanded
i nt erconnection through
physi cal collocation (thereby gaining an exenption fromthe virtua
col l ocation requirenments) do not

implicate Loretto. Loretto's per se rule, where applicable at all
applies only to physica
"invasions." Here, the choice to incur physical collocation obligations

is voluntary and allows the

carrier to avoid the virtual collocation requirenments that the
Commi ssi on otherwi se would lawfully

i mpose. This flexibility was not available to LECs under the expanded
i nt erconnection regine

reviewed by the Bell Atlantic court. Thus, the availability of the
exenption for carriers choosing

physi cal collocation nakes the regulatory regine we are adopting |ess
burdensone, rather than nore

so. We find, noreover, that the requirenments we are inposing for
carriers making that choice are

necessary to the pro-conpetitive purposes of our expanded

i nt erconnection policy.

27. Finally, we find -- and the court in Bell Atlantic did
not suggest otherw se -- that
the nodified rules we are adopting easily survive the nore factually
sensitive standards applicable
in "regulatory takings" analysis. I ndeed, we read the court's deci sion
as encouragi ng the
Conmi ssion to "consider whether and to what extent virtual co-location
shoul d be inposed” in the
absence of physical collocation. |In determning what constitutes a
regul atory taking, the courts
focus on three main factors: (1) the character of the governnent action;
(2) the regulation's
interference with investnent-backed expectations; and (3) its econonic
i mpact .

28. Wth respect to the first factor, the Suprenme Court has
stressed that "[a] 'taking
may nore readily be found when the interference with property can be
characterized as a physica
i nvasi on by governnment, ... than when the interference arises from sone



publ i c program adj usting

the benefits and burdens of econonmic |ife to pronote the comopn good."
As al ready di scussed,

the regul ations at issue here do not constitute a physical invasion of
the LECs' property. Rather, they

adj ust sonewhat the "benefits and burdens of economic life to pronote
the commn good." In

particul ar, our expanded interconnection requirenments are designed to
and, we believe, will increase

conpetition, lower prices, lead to varied new services, and help inprove
the productivity of our

econony as a whole. While the new rul es inpose sone increased

regul atory burdens on the LECs,

they al so provide those carriers with offsetting pricing flexibility
with which to conmpete in the nore

conpetitive environment.

29. Qur action, noreover, in no way interferes with the
LECs' reasonabl e investnent-backed expectations concerning the use of
their property. As a general mmtter, private property used
for common carrier purposes has al ways been inbued with a public
character. G ven their position
as conmon carriers controlling bottleneck facilities, the LECs mnust
expect that they will be subject
to non-stream ined regul ati on as dom nant carriers. |ndeed, as already
noted, this Comm ssion
frequently has ordered common carriers to provide access to bottl eneck
facilities in order to increase
conpetition and facilitate the devel opment of new services. The
Commi ssi on has al so taken steps
to require tel ephone conpanies to provide new service features and
technol ogi es that we have found
woul d pronote conpetition and inprove the functioning of the public
t el ephone network. The
LECs here are exchangi ng conpliance with |awful Comm ssion regul ation
for the privilege, with
attendant licenses and franchi ses, of providing tel ephone service to the
public as interstate doni nant
common carriers. The Suprenme Court has enployed sinilar analysis in
finding that no taking has
occurred in other heavily-regul ated industries.

30. Finally, we find under the |ast prong of the "regulatory
t aki ngs" anal ysis, that
virtual collocation does not result in a total, or even a substanti al
econoni ¢ deprivation of the LECs'
econoni c property interests. The LECs will continue to be able to use
their property, including the
equi pnent dedicated to interconnectors, in the provision of commn
carrier services for which they
are entitled to charge just and reasonable rates. The new, nore
conpetitive environment that
expanded interconnection will foster will undoubtedly present the LECs
with increased conpetitive



chal I enges, but the LECs have no property right to continuation of a
nonopol y or quasi-nmonopol y

envi ronnent for the provision of interstate access service. Qur

deci sion specifically permts LECs

to recover frominterconnectors the cost of providing expanded

i nterconnection. W are also

granting the Tier 1 LECs continued pricing flexibility in conjunction
wi t h expanded i nterconnection.

We do not expect that our virtual collocation requirements will inpose
undue burdens on the LECs,

and have structured our requirenments to avoid unnecessary difficulties.
To the extent that virtual

col l ocation requirements may be shown, in specific central offices in
whi ch space is extrenely

limted, to be prohibitively burdensonme, the waiver process is avail able
as a safety valve

31. Physical Collocation Exenption. A LEC will be exenpted
from our mandatory
virtual collocation requirenent at any specific central office or
of fices for which the LEC opts to
of fer under tariff expanded interconnection through physica
col l ocation, subject to full regulation
by the Comnmi ssion as a conmuni cati ons conmon carrier service, including
t he standards we adopt
bel ow for such offerings. W believe that both LECs and interconnectors
can benefit fromthe
flexibility provided by such an exenption. W conclude that physica
col |l ocation provides an
adequate substitute for virtual collocation only if it is offered on a
tariffed basis, with generally
avail able rates, terns and conditions, in order to protect
i nterconnectors from potential anti-conpetitive LEC behavi or
Therefore, a LEC s physical collocation offering will exenpt it fromthe
general requirement to offer virtual collocation under tariff only if
the LEC explicitly consents to
of fer physical collocation as a conmunicati ons common carrier offering
under non-streamn i ned
Title I'l regulation.

32. A LECwll qualify for an exenption fromthe mandatory
virtual collocation
requirenent only if it voluntarily provides physical collocation subject
to all the rules relating to
physi cal collocation that are set forth in this order. As part of that
regul ation, a LEC that has chosen
to provide physical collocation at particular central offices will not
be permitted to withdraw its
physi cal collocation offering for custonmers' existing physical
col l ocati on nodes at those offices, for
either current or new circuits, w thout Comm ssion certification
pursuant to Section 214 of the
Conmuni cati ons Act that such a discontinuation of service will not
adversely affect the present or



future public convenience and necessity. The exenption fromthe virtua
col |l ocation requirenent

will apply as long as the LEC offers physical collocation. |If a LEC has
of fered physical collocation

pursuant to this exenption, and subsequently withdraws its physica
collocation offering for new

custoners at a given location, it will no |longer qualify for the
exenption, and will be required to

of fer virtual collocation on a generally available, tariffed basis at
that location. Sinmlarly, if a LEC

has offered virtual collocation on a generally available, tariffed
basis, and later wants to wi thdraw

that offering in a particular central office because it qualifies for

t he physical collocation exenption

in that office, it may withdraw the offering for new interconnectors.
In such a case, however, the

LEC must continue to nmake virtual collocation available for existing and
new circuits of inter-

connectors that are already using virtual collocation in that office,
unl ess it obtains Comi ssion

certification that such a discontinuation of service will not adversely
affect the present or future

publ i c conveni ence and necessity.

33. W find that we have authority to inpose these commn
carriage standards on
the LECs' voluntary physical collocation offerings. As previously
expl ai ned in our Special Access
Expanded I nterconnection Order, all elenments of physical collocation are
"comuni cati ons
services," including the provision of central office space, which falls
within the statutory definition
because it is "incidental" to communications. Mreover, absent the
common carriage standards
we are inposing on the provision of physical collocation, LECs could
underm ne the pro-conpetitive
obj ectives of our expanded interconnection policies, either by charging
unreasonably high rates to
i nterconnectors, or by giving special discounts to favored custoners.
In these circunstances, where
we are allow ng physical collocation as a substitute for the mandatory
virtual collocation
requi renents that we otherwi se would lawfully inpose, our Title | powers
allow us to inpose
comon carriage conditions on that choice. Moreover, because the LECs
are voluntarily choosing
to enpl oy physical collocation, we find that that choice constitutes a
voluntary hol ding out so as to
confer conmon carriage status under Title Il of the Act.

34. In Southwestern Bell Tel ephone Co. v. FCC, the D.C
Circuit remanded an
order of the Comm ssion requiring LECs to continue offering under
general tariff "dark fiber"



services that the carriers had voluntarily initiated under individua
case basis (ICB) tariffs. The

Commi ssion in that case, however, had never nmade an affirmative finding
that the dark fiber services

that the carriers had initiated on a linmted, individually negotiated
basi s, needed to be offered on a

comon carriage basis in order to advance the public interest objectives
of the Comuni cations Act.

Rat her, the Commi ssion had sinply found that because the carriers had
docunented their linmted

offerings by filing ICB tariffs, those filings alone conferred common
carriage status upon the

of ferings under the voluntary "holding out" test established in NARUC |
and NARUC Il. The court

in Southwestern Bell held that the nmere fact of such filings, standing
al one, was insufficient to

i npose general conmon carriage obligations on the LECs. By contrast, in
this proceedi ng, we have

explicitly determ ned, pursuant to Section 201(a) and other provisions
of the Communi cations Act,

that the expanded interconnection services we are requiring are
necessary or desirable in the public

interest, and that any carrier choosing the physical collocation option
nmust provide such service as

a common carrier. This affirmative finding on the basis of an extensive
record fully distinguishes

this case from Sout hwestern Bell.

35. Alternative Interconnection Offerings. Although we are
nmovi ng forward now
with the mandatory virtual collocation reginme defined herein in response
to the court's order, we
remain open to alternative interconnection arrangenents that tel ephone
compani es may propose in
wai ver petitions, if those proposals satisfy the public interest
obj ectives achi eved by our virtual
collocation requirements. Moreover, LECs are free to tariff alternative
virtual collocation, physica
coll ocation, or other arrangenents that interconnectors may want to take
in addition to the baseline
arrangenents satisfying the LECs' basic obligations under the rules
adopted herein. Such
alternatives may be negotiated between the parties, although such
negoti ated arrangenents nust be
filed as tariffs to enable other interconnectors desiring the sanme
arrangenent in the same centra
office to obtain them Wiile LECs are not required to offer such
negoti ated arrangenents, we
envi sion that LECs and i nterconnectors will be able to cooperate in
devel opi ng particul ar
arrangenents that neet their nutual needs.

36. Inplenmentation. The LECs subject to expanded
i nt erconnection requirenents



shall file tariffs offering virtual collocation as defined herein on
Septenber 1, 1994, to be effective

on Decenber 15, 1994. G ven our previous experience with expanded

i nterconnection tariffs, and

the likely conplexity and need for detailed review of these new tariffs,
Decenber 15 is the earliest

date by which we can ensure that the tariffs will have undergone
adequate review by the

Commi ssion's staff. LECs nust anend their initial tariff filings by
October 3, 1994 if they are

required to tariff rates for services using additional interconnector-
specified circuit term nating

equi pnent. Petitions to reject or suspend and investigate any of these
tariffs should be filed by

October 14, 1994; replies will be due on Cctober 31, 1994. LECs that

wi sh to be exenpted fromthe

virtual collocation requirenent nmust, on Septenber 1, 1994, file any
necessary tariff revisions to

i mpl enment physical collocation in accordance with the rules set forth in
this order, or notify the

Chief, Tariff Division, Conmon Carrier Bureau, in witing that no such
revi sions are necessary and

explain the basis for that conclusion. Unlike the procedure for
obt ai ni ng exenptions fromthe

current physical collocation requirenment, we are not requiring LECs to
obtai n our advance approva

bef ore maki ng use of the physical collocation exenption fromthe virtua
col |l ocation requirenent.

LECs will, however, be held to the rules set forth herein concerning
physi cal collocation offerings

made in lieu of the mandatory virtual collocation requirenent.

37. W also enphasize that the mandatory physical collocation
requi renent adopted
in our earlier orders, which the Bell Atlantic v. FCC court has stated
it would vacate with respect to
speci al access expanded interconnection, remains in effect until the
court issues the nmandate in that
case, and the LECs nmay not propose to w thdraw, suspend, or otherw se
abrogate their current
speci al access physical collocation offerings until then. Assuming the
mandat e does not issue before
Decenber 15, 1994, our rules requiring that LECs offer both specia
access and switched transport

expanded i nterconnection through physical collocation will remain in
ef fect until Decenber 15,

1994.

B. Locati ons Where Expanded I nterconnecti on Mist Be Made Avail abl e

38. Orders/Background. |In the Special Access Expanded
I nterconnection Order, we
required LECs to nake expanded i nterconnection for special access
available in all end offices,



serving wire centers, and renpte nodes used as rating points for specia
access. In the First

Reconsi deration Order, we nodified this requirenment, and deci ded that
LECs nust tariff expanded

i nterconnection for special access initially only in a subset of offices
t hat took account of inter-

connectors' needs, as reflected in lists they subnitted to the LECs.
LECs were required to provide

i nterconnection in additional offices upon bona fide request. 1In the
Swi t ched Transport Expanded

I nterconnection Order, we adopted the same approach as the First

Reconsi deration Order, and

extended the requirenents for switched transport expanded

i nterconnection, on a bona fide request

basis, to tandem offices and renote nodes or switches that serve as
rating points for swtched

transport and that have the necessary space and technical capabilities.

39. Discussion. For purposes of inplenenting our nandatory
virtual collocation
reginme, we require, as we did in the First Reconsideration Order, that
LECs provi de expanded inter-
connection in a subset of their central offices in their initia
tariffs. In this instance, LECs should
initially tariff expanded interconnection in all offices in which it is
currently tariffed. Under either
virtual collocation or physical collocation, this approach reduces the
burdens on the LECs, while
maki ng expanded i nterconnection available in all central offices in
whi ch interconnectors have a
realistic interest in the near future. Under the mandatory virtua
collocation rules, if a LEC receives
a bona fide request to nmake expanded interconnection available in
addi ti onal central offices, the LEC
must file tariff revisions offering virtual collocation (or, if it
qualifies for an exenption, physica
collocation) in such offices within 45 days of receipt of such a
request. Such tariff revisions shal
be effective on 45 days notice or less. W also reaffirmthat, under
the policies adopted in this order
LECs nust provide: (1) both special access and switched transport
expanded i nterconnection at
central offices that are classified as end offices and service wire
centers, (2) special access expanded
i nterconnection at renpte nodes that are rating points for specia
access; and (3) switched transport
expanded i nterconnection on a bona fide request at "stand-al one
tandens" and at renote nodes that
serve as rating points for switched transport and have the necessary
space and technical capabilities
to originate and ternminate switched traffic.

V. STANDARDS



40. Overview. In this section, we address the detail ed
standards that will govern
mandatory virtual collocation. W also address the standards that will
apply to physical collocation
when it is offered to obtain an exenption fromthe virtual coll ocation
requi renent. Except for the
policy changes described bel ow, we conclude on the basis of the record
previ ously conpiled that the
virtual collocation standards adopted in earlier orders in this
proceedi ng should continue to apply
under the new mandatory virtual collocation requirenent. W also find
that the standards we
adopted as part of our mandatory physical collocation requirenent remin
appropriate in the context
of physical collocation provided voluntarily under the new rul es.

A. Standards Governing Virtual Coll ocation
1. In Genera

41. Orders. In the Special Access Expanded | nterconnection
Order, we rejected sone
LECs' contentions that the Comm ssion should establish genera
i nt erconnection goals or principles
inlieu of detailed rules. Instead, we concluded that the adoption of
detail ed standards woul d speed
the inpl ementation of expanded interconnection by clarifying the rights
and obligations of LECs and
i nterconnectors, thereby reducing the disputes that could arise during
the inpl ementati on process.

42. Positions of the Parties. |In recent ex parte filings,
CAPs have argued that virtua
col l ocation should be defined to i npose nmore stringent obligations on
the LECs. For instance, sone
CAPs urge that the Conmi ssion require virtual collocation arrangenents
to be "technically and
econonically conparable to actual collocation.” Oher CAPs argue that
any expanded
i nt erconnecti on arrangenent should be "technically and econom cally
conparable" to the LEC s own
internal interconnections. Bell Atlantic, by contrast, argues that the
Conmmi ssion's existing virtua
coll ocation standards are fully adequate. Aneritech asserts that the
Conmi ssi on shoul d not
mandat e any specific interconnection arrangenent, but should just set
general standards with the
choi ce anong alternatives left strictly to the LECs. US West argues
that it should be required to
offer only a standardized |ist of central office equi pment under virtua
col l ocation, rather than
permitting interconnectors freedomto designate any equi pnent they
choose.



43. Discussion. The specific details of virtual collocation
could be defined in a
nunber of different ways. We here consider a range of different
standards. At one extrene, we
coul d adopt the CAPs' proposal to require virtual collocation offerings
to be technically and
econoni cal ly conparabl e to physical collocation, fromthe perspective of
the interconnector. In
our view, this standard woul d i npose burdens on the LECs that are
unnecessary to protect inter-
connectors' interests, and in sone cases may be unenforceabl e.
Mor eover, a court applying the Bel
Atlantic v. FCC decision could construe mandatory virtual collocation
under this standard to be an
unaut hori zed taki ng of property, because this standard woul d appear to
i mpose requirenments that,
in practice, are equivalent to mandatory physical collocation

44. Under the approach we choose here, we adopt rules
governi ng mandatory virtua
collocation that are simlar to the rules we adopted in earlier orders
in this proceeding to govern
virtual collocation. Under these rules, LECs will be required to
dedi cate to interconnectors' use
in termnating the interconnectors' circuits any kind of central office
basi ¢ transm ssion equi pment
reasonably specified by the interconnector. LECs will be required to
install, maintain, and repair this
equi pnrent, at a mninmum under the same tinme intervals and with the sane
failure rates that apply
to comparabl e LEC equi pment not dedicated to interconnectors.
I nterconnectors will be entitled to
nmonitor and control this equipnent renmptely. LECs will be exenpt from
the virtual collocation
requirenent if they provide physical collocation offerings that satisfy
our requirenments. Tariffing,
rate structure, and pricing requirenments will ensure that virtual
collocation is generally available on
a non-discrimnatory basis and fulfills our public interest objectives.
As expl ai ned in detai
el sewhere in this order, we conclude that these standards ensure that
i nterconnectors have a realistic
opportunity to conmpete with LEC special access and switched transport
services, while also
m ni m zi ng burdens on the LECs and satisfying the strictures on our
authority announced in Bel
Atlantic v. FCC

45, Under a | ess detail ed approach, rather than giving
i nterconnectors the right to
designate their choice of central office transm ssion equipnent, we
could require LECs and inter-
connectors to negotiate a linmted array of equi pnment that woul d satisfy



both of their needs. Under

an even |l ess specific approach, we could allow the LECs to provide
virtual collocation by offering

alimted array of central office transm ssion equi pment reasonably

sel ected by the LEC, not the

i nterconnector. Interconnectors would have the right only to sel ect one
of the types of equipnent

of fered by the LEC. Under either of these approaches, the requirenents
di scussed in this order

woul d apply in other respects: renote nonitoring and control by

i nterconnectors; LEC installation,

mai nt enance, and repair standards; and rate structure and pricing
principles. W conclude that these

approaches are |l ess satisfactory than the standards we adopt in this
order, because any restrictions

in the choice of equiprment limts interconnectors' ability to deternine
the configuration of circuits

in their network.

46. On the other hand, in the unlikely event a court were to
hol d that we | ack
authority to require that interconnectors be able to specify the
virtually coll ocated equi pment
dedicated to their use, we intend that this requirenent be replaced by
the first approach described
in the precedi ng paragraph, under which LECs and interconnectors would
negoti ate the range of
equi pnent available for virtual collocation. W find this to be an
acceptabl e alternative that
promotes nost of our public interest objectives, and we woul d adopt it
in place of the requirenents
set forth herein. [If a court were to hold that we |ack authority to
i npose even that approach, we
intend that the second approach described in the precedi ng paragraph
under which the LEC specifies
the equi prent that the interconnector could select, be used as a
repl acenent. Moreover, if a court
were to hold that we |ack authority to i npose any of the other specific
requi renents included in the
st andards described in paragraph 44, we intend that the offending
provi sion be renoved. W find
that these approaches woul d be acceptable, although substantially |ess
desirabl e, options.

2. Equi pnent Desi gnhation

47. Orders/Background. Qur existing rules define virtua
collocation as "an offering
that enabl es interconnectors to designate or specify equi pnent needed to
term nate basic
transm ssion facilities.”

48. Positions of the Parties. US Wst argues that it should
be required to offer only



a standardized list of central office equi pnent under virtua
collocation, rather than pernmitting

i nterconnectors freedomto designate any equi pnent they choose. The
CAPs generally argue for

i mposing nore stringent requirements regarding interconnectors' rights
to specify equi pnent under

a mandatory virtual collocation regine. M-S argues that it should not
be required to use LEC-specified equipnent, arguing that this would
require it to nodify its centralized network managenent

systemto acconmodate the unfamliar equi pment.

49. Discussion. W reaffirmthat under our virtua
col l ocation policy, inter-
connectors have the right to select the type of central office equi pnent
dedicated to their use. The
right to designate equipnment is critical to enable interconnectors to
deternine the configuration of
their circuits that termnate in such equipnment. In nmany cases, CAPs
and ot her parties may depl oy
equi pnment in their networks that differs fromthe types of equipnent in
LECs' networks. Under
current technology, a circuit cannot function unless conpatible
equi pnent, typically of the sane type
and made by the sane manufacturer, is deployed on both ends. Thus, a
broad i nterconnector right
to desi gnate equi pnent hel ps ensure that virtual collocation provides a
realistic opportunity for
access conpetition.

50. In addition to our requirenment that LECs offer virtua
col l ocation of any type of
transm ssi on equi pnent reasonably requested by interconnectors, we also
require that LECs offer
virtual collocation through generally available tariffs. W are
speci fying tariffing procedures for the
LECs' service offerings involving virtual collocation equipnent to
ensure that both these
requi renents are satisfied. The procedures we adopt are conparable to
the process we designed in
the First Reconsideration Order to govern the tariffing of centra
of fices, which accomopdated both
the LECs' need for certainty in devising their physical collocation
tariffs and the interconnectors
desires that expanded interconnection be offered in specified |ocations.
In that order, we directed
the LECs to publish lists of central offices in which physica
col l ocati on woul d be of fered,
authorized the interconnectors to request that the lists be expanded to
i ncl ude additional offices, and
required the LECs to file tariffs that took into account the
i nterconnectors' subm ssions. W also
required the LECs, after the initial physical collocation tariffs took
effect, to revise their tariffs to
of fer physical collocation in additional central offices upon bona fide



requests frominterconnectors.

We concl ude that an anal ogous process woul d be useful in assuring that

i nterconnectors' needs for

particul ar types of equipnent are satisfied, while also giving the LECs
greater certainty about the

range of equipnment likely to be used initially, and facilitating a
snmoot h process of filing and

reviewi ng virtual collocation tariffs.

51. Prospective users of virtual collocation may request that
LECs include specific
types of equipnent that they are likely to use initially, and would Iike
to have included in the tariffs.
If they submit such requests to the LECs by August 1, 1994, the LECs are
required to include
specific rates for the requested equiprment in their virtual collocation
tariffs filed on Septenber 1,
1994. Prospective users of virtual collocation nay continue to give the
LECs requests for tariffing
speci fic equi pnent through Septenmber 1, 1994. By COctober 3, 1994, LECs
must amend their initia
tariff filings to include specific prices for all of the equi pnent
i dentified by interconnectors by
Septenber 1. During the period from Septenber 1 to Decenber 15,
i nterconnectors may continue
to submt equi pment requests, although in order to facilitate an orderly
tariffing process, we wll
permit LECs to treat those requests as if they were received on the day
after the tariffs becone
effective, subject to the procedure outlined in the next paragraph

52. After the initial tariffs becone effective,
i nterconnectors will continue to have
the right to specify additional types of virtual collocation equipnent.
An interconnector may request
that a LEC nodify its virtual collocation tariffs to offer additiona
types of transm ssion equi pment.
The LEC will be required to nmodify its tariff accordingly within 30 days
of receiving such a request.
Such tariff changes should be schedul ed to becone effective on 30 days
notice. This procedure will
ensure that interconnectors can nake rapid nodifications to their
net wor ks and obtai n correspondi ng
additions to the LEC s offerings of central office equipnment that is
dedicated to their use. The
requi renent ensures that interconnecting parties can upgrade their
networks to take account of
t echnol ogi cal inprovenents, and will hel p achieve our objective that
access conpetition through
virtual collocation spurs technol ogi cal progress.

53. These equi pnent designation requirenments are unlikely to
i npose substanti al
burdens on the LECs. W anticipate that in npost cases, LECs will not be



called on to serve nore

than a few interconnectors in any given central office, and the nunber
of different types of dedicated

transm ssion equipnent is likely to be reasonably limted given that
there is a relatively small

nunber of manufacturers of such equipnment. 1In addition, we reaffirm
that, under our new expanded

i nterconnection policy, LECs may proscribe the use of interconnector-
desi gnat ed equi prment or

practices that represent a significant and denonstrabl e technical threat
to the LEC network. W will

scrutini ze any such allegations brought to our attention carefully,
however, and expect themto be

rare.

3. Installation, Mintenance, and Repair

54. Orders/Background. Virtual collocation requires that the
LEC install, maintain,
and repair the central office electronic equi pnment dedicated to an
i nterconnector's use. Existing rules
require the LECs, at a minimum to install, naintain, and repair this
equi pnent under the sane tine
intervals and with the sanme failure rates that apply to the performance
of simlar functions for
conpar abl e LEC equi pnent. We have required LECs to keep records and
file annual reports on the
installation, maintenance, and repair tines and failure rates for
conpar abl e LEC and i nterconnection
equi pnment and circuits.

55. Positions of the Parties. |In petitions for
reconsi deration, Teleport and ALTS
argue that the LECs should be required to install, maintain, and repair

virtual collocation equipnent

to meet the interconnector's standards rather than the LEC s standards,
so that CAPs can control the

quality of their services and so that virtual collocation can be
technically and econom cally

equi val ent to physical collocation. The LECs respond that the absolute
equi val ence standard

requested by the CAPs is unworkabl e and coul d di sadvantage LEC custoners
ot her than inter-

connectors. The LECs further assert that such a standard is unnecessary
because either inter-

connectors accept LEC perfornmance standards for the LEC-provisioned
transm ssi on segnent to

whi ch the interconnector is connecting or they can bypass the LEC
entirely rather than inter-

connecting. The LECs add that the existing virtual collocation standard
prevents discrimnation and

ensures efficient service to interconnectors.

56. In nore recent filings, CAPs argue that LEC charges for



installation,

mai nt enance, and repair under their current virtual collocation tariffs
are excessive. M-S asserts that

LECs have charged interconnectors |large suns for training multiple
shifts of LEC personnel in each

office to install, maintain, and repair interconnector-designated

equi pnrent. M-S al so states that

LECs have required interconnectors to purchase "excessive anounts" of
spare parts to ensure pronpt

repair, and have then charged for the storage of those parts. The

sol ution the CAPs propose is to

require all LECs that certify third parties to install, maintain, and
repair equipnment in their centra

offices to certify interconnectors as well on a non-discrimnatory
basis, and to allow the

i nterconnectors to performthese functions thenselves. LECs have al so
i ndi cated concerns about

bei ng hel d responsible for installing, maintaining, and repairing
unfam |'i ar equi prment.

57. Discussion. In our virtual collocation regine, the LECs
are responsible for
installing, maintaining, and repairing the central office equipnent that
they own and dedicate to the
use of interconnectors. 1In general, we reaffirmour conclusion in
earlier orders that LECs nust
provi de these services, at a mninmm under the same tine intervals, and
with the sane failure rates,
that apply to the performance of similar functions for conparable LEC
equi pnent. Failure to
provi de these functions on equi pnent dedicated to interconnectors in a
manner that is at |east as
timely and efficient as the service the LECs provide thensel ves for
services that conpete with inter-
connectors' offerings constitutes an unreasonabl e practice under Section
201(b) of the
Communi cations Act. W conclude, contrary to the argunments of the LECs,
that this standard will
not inpose di sproportionate burdens on the LECs.

58. Evidence in the record shows that many LECs have
procedures for certifying or
approvi ng equi prent manufacturers and i ndependent contractor personne
to install electronic
equi pnrent, and in sone cases, to maintain and repair such equi prment.
Use of outside contractors
can reduce LEC costs, particularly in cases when LEC enpl oyees do not
routinely install, maintain,
or repair particular types of equipnent, or are not qualified to do so.
Usi ng outside contractors could
reduce or elimnate a LEC s need to train enployees to provide service
on types of interconnector-designated equi pnent that are not typically
depl oyed el sewhere in the LEC s network. Simlarly, use
of outside contractors would allow interconnectors to avoid the



substantial costs that m ght be

incurred to train LEC personnel to install, maintain, and repair
i nt erconnect or - desi gnat ed equi pnment

with which LEC personnel are unfamiliar. Thus, LECs, as well as
i nterconnectors, nmay benefit from

the use of outside contractors. O course, if an interconnector
desi gnat es equi pnent that a LEC

currently uses in a given central office, the LEC will not need to
provide training to its enpl oyees
and therefore will not be permitted to charge the interconnector for

trai ning LEC personnel to service
t hat equi pnent .

59. Virtual collocation custoners should not be required to
pay for costly training
of LEC enployees if the LEC uses qualified outside contractors to
install, maintain, and repair other
equi pnent in its offices. W therefore conclude that LECs that permt
out si de service represen-
tatives to enter their central offices to install, maintain, or repair
LEC equi pnent mnust permt outside
representatives to provide these services for the equi pment dedicated to
i nterconnectors' use under
virtual collocation. |f LECs can choose froma range of |evels of
service quality offered by outside
service representatives (e.g., repair tinmes), the LECs nmust offer the
same range of service options
to virtual collocation custonmers in their tariffs. LECs nmay inpose
conditions, including certification
and bondi ng requirements, on the contractors that provide service for
equi pnent dedicated to inter-
connectors, but these requirenents nust be the sane as the requirenents
that apply to contractors
that provide service for other LEC equiprment. |f LECs use outside
contractors to install, maintain,
or repair equipnment, they nust reasonably consider both price and
service quality in selecting
contractors to provide these services.

60. If an interconnector meets the LEC s standards for
outsi de service representatives,
then the interconnector should be certified as a possible outside
contractor. |ndeed, we see nutua
benefits to the LEC and interconnector deriving fromuse of a certified
i nterconnector's
representative for these functions, potentially sinplifying the
operation of virtual collocation.
However, in light of the D.C. Circuit's decision striking down arguably
simlar requirenments in Bel
Atlantic v. FCC, we do not here require a LEC to select the
i nterconnector to provide these services
for the LEC s equi prent dedicated to the interconnector. Although LECs
are generally required to
consider cost in selecting a contractor, a LECwill not be required to



choose an interconnector to

performinstallation, maintenance, and repair on this basis alone. W
therefore do not adopt MFS's

proposal to give interconnectors the right to performinstallation

mai nt enance, and repair of the LEC

equi pnent dedicated to their use. LECs that do not pernit outside
contractors to enter their centra

of fices are not required to permt such contractors to provide service
for equi pment dedicated to

i nterconnectors' use, although they are permitted to do so, and may find
it the npst advant ageous

way of inplenmenting virtual collocation. Thus, any decision to grant
physi cal access to certified

i nterconnector representatives will be voluntary on the part of the LEC

61. To provide a basis for nonitoring conpliance with our
prohi bition of
discrimnation in the installation, maintenance, and repair of virtua
col |l ocation equi pment, we
require the LECs to report on the tinming and failure rates for providing
such services for conparable
LEC and i nterconnector-dedi cated equi pnent and circuits. In |ight of
the inmportance of non-discrimnatory installation, maintenance, and
repair under our new nmandatory virtual collocation
policy, we increase the frequency of these required reports from
annual ly, as currently required, to
quarterly. W delegate authority to the Chief, Comon Carrier Bureau,
to specify the format and
timng of these reports. LECs are not subject to this reporting
requirenent if they are exenpt from
the virtual collocation requirenent because they provide physica
collocation in all central offices
in which they provide expanded interconnection.

62. We find no reason to inpose nore stringent installation,
mai nt enance, or repair
st andards upon LECs. Specifically, we decline to require the LECs to
install, maintain, and repair
i nterconnectors' virtual collocation equipnment to nmeet the
i nterconnectors' time intervals. W
reaf firmour conclusion in the Special Access Expanded | nterconnection
Order that such a
requi renent would be difficult or inpossible to enforce, because it
could require LECs to nmintain
and repair their conpetitors' equiprment faster and nore effectively than
the LECs maintain and
repair their own. Moreover, such a requirenment would be of limted
utility because the inter-
connectors already essentially acquiesce to LEC performance standards on
the LEC circuits to which
i nterconnector circuits are connected, and because interconnectors can
achieve a high | evel of
reliability through the use of electronics with redundant conponents and
renote nonitoring and



control rather than through expedited repair procedures.
4, O her Requirements for Virtual Collocation

63. Orders/Background. |In earlier orders in this proceeding,
we held that the cross-connect elenent, covering short cable connections
fromthe LEC distribution frame to the centra
of fice electronic equi pment dedicated to or owned by the interconnector
should be tariffed at a
study- area-w de averaged rate under both virtual collocation and
physi cal collocation. W concl uded
that certain other charges, such as |abor and materials charges for
installation, maintenance, and
repair services, may differ in different central offices due to cost
vari ations, but should be uniform
for all interconnectors in each individual central office. W allowed
LECs and interconnectors to
negotiate the rates, terms, and conditions for the use of different
types of central office electronic
equi pnment dedi cated to interconnectors' use in order to address
particul ar interconnectors' needs, but
requi red such negotiated arrangenents to be nade available to simlarly
situated interconnectors in
the sane central office under tariff.

64. Discussion. Except as stated el sewhere in this order, we
reaf firmour existing
rules on the tariffing of virtual collocation offerings, for the reasons
stated in our original orders.
We reaffirmthat the cross-connect elenment must be tariffed at a study-
area-w de averaged rate that
is the sane for both virtual collocation and physical collocation for
LECs that choose to offer
physi cal collocation. 1In addition, because we now recogni ze that the
cost of transm ssion equi pnent
does not vary in different |locations, we require that LECsS' rates for
particul ar types of equi pnent
offered to interconnectors may not vary within a study area. Wile we
are pernmitting certain cost-based variations in the rates for specific
types of equi pnent used by different interconnectors, as
descri bed bel ow, such rate differences are not dependent on the
characteristics of particular central
offices or locations within a study area. W also reaffirm in the
context of our mandatory virtual
collocation policy, that rates for elements of virtual collocation other
than the cross-connect el enent
and el enents recovering the cost of central office equiprment may
reasonably vary in different
| ocations corresponding to cost differences.

65. I n unusual circunstances, space may be so linmted in
particul ar central offices
that even virtual collocation is infeasible in those |ocations. As
noted in our earlier orders, we wll



entertain requests for waiver of the requirenment that virtua
col l ocation be made available in such
of fices.

66. Finally, SWBell argues that the requirenent in our
earlier orders that it take
i nt erconnector needs into account in planning its space needs for the
future converts virtua
collocation into a taking of its property. SWBell contends that
virtual collocation requires LECs
to reserve central office space anticipated to be requested by
i nterconnectors and refrain from using
that space for their own purposes, and asserts that these requirenents
effectively deprive the LECs
of all interest in that reserved space. SWBell seenms to have
m sinterpreted the | anguage of our
earlier order as requiring LECs affirmatively to set aside space in new
and existing central offices
to nmeet anticipated virtual collocation requests. W now clarify that
LECs need not set aside
segregated space, which they could not then use for their own purposes,
in anticipation of virtua
col l ocation requests. Virtual collocation arrangenents do not involve
the reservation of segregated
central office space for the use of interconnectors. LECs nmust consider
t he needs of virtua
col l ocation customers, just as they consider the denmand for other
services in planning space usage.
W will not tolerate any discrimnnation against interconnectors vis-a-
vi s other custoners, however.

B. Standards Governi ng Physical Collocation
1. Space Allocation and Exhaustion

67. Orders/Background. OQur existing rules require the LECs
to of fer space for
physi cal collocation on a first-cone, first-served basis, and to provide
virtual collocation in centra
of fices in which space for physical collocation is unavail able or
beconmes exhausted. We did not
require LECs to expand their facilities or relinquish space reserved for
their future use in order to
of fer physical collocation, but we did state that we expected the LECs
to consi der interconnector
demand for central office space when renodeling or constructing new
central offices.

68. Positions of the Parties on Reconsideration. USTA
suggests that the Conm ssion
permit LECs to initiate lotteries, or conbinations of "first-cone,
first-served" and lottery
mechani sns, in appropriate circunstances, rather than requiring use of a
"first-come, first-served"



mechani sm  MCl opposes USTA's idea, citing the Conmm ssion's experience
wi th the abuse of

lotteries in the nobile service context by speculators. Rochester
argues, and M-S agrees, that

wai vers shoul d be available for certain situations in which space is so
limted that neither physica

nor virtual collocation is feasible, particularly if the LEC nakes
alternative arrangenents

avail abl e.

69. M-S and ALTS argue that to justify an exenption fromthe
physi cal coll ocation
requi renent due to exhaustion of space in particular central offices,
LECs should be required to
make a specific showing, including affidavits detailing the planned uses
of space within the 24
nmonths following the petition filing date. The LECs respond that such
nm cr o- managenent of LEC
central office usage would anpunt to an unnecessary intrusion into LEC
| ong-range planning, could
interfere with other Conm ssion and state regulatory policies, mght
require themto revea
confidential and proprietary information about LEC business plans such
as grow h projections and
equi pnment upgrades, and essentially elevates the CAPs' interest in LEC
central office space over the
LECs' interest in their own property to serve their custoners' future
needs.

70. Discussion. The exenption fromthe physical collocation
requi renent due to
space limtations will generally not be relevant under our new mandatory
virtual collocation rules.
LECs that are providing physical collocation on a voluntary basis and
have been exenpted fromthe
virtual collocation requirenents nay exhaust the space available for
i nterconnection in a centra

office. 1In that case, just as under the original rules, upon Comr ssion
approval of a show ng that
space is unavailable, the LEC will be required to provide generally

avail able, tariffed virtua

collocation to subsequent interconnectors. For the same reasons set
forth in our earlier orders, we

concl ude that under our new policy, if physical collocation is the only
generally tariffed expanded

i nterconnection offering, permtting LECs to turn away interconnectors
when space for physica

collocation is exhausted could prevent interested parties from

i nterconnecting in offices where space

is limted. |In nost cases, requiring LECs to provide a virtua
collocation alternati ve when space has
been exhausted in such offices will ensure that all potentia

i nt erconnectors can be accommopdat ed,
Wi t hout inposing unreasonabl e burdens on the LECs.



71. W conclude that the sane standards and procedures will
apply to such requests
based on space linitations that apply to such requests under our
existing rules. W decline to
adopt the extensive requirenments proposed by the CAPs regarding the
processi ng of requests to
govern space limtations. The CAPs filed these proposals before the
Conmon Carrier Bureau
processed the LECs' petitions for exenptions due to space limtation
In the proceedings initiated
by those petitions, the LECs provided detailed informati on regarding
central office space availability,
in many cases including floor plans and statenments regarding future
pl ans. W believe that in
general , the existing procedures worked well and CAPs' concerns
regar di ng possi bl e mani pul ati on
were unfounded. |If additional information in a particular case is
needed to analyze fully a LEC
request for exenption due to space limtations, the Common Carrier
Bureau can require the LEC to
submit such informati on when the need ari ses.

72. W conclude that, for LECs that choose to offer physica
col | ocati on pursuant
to the terns of this order, a first-conme, first-served process appears
to be the nost equitable manner
to allocate space. 1In general, we do not believe that a sufficient
nunber of prospective inter-
connectors are likely to request interconnection in central offices with
limted space at any one tine
to make lotteries a reasonable way to allocate space, and we are
concerned that LECs could use a
lottery process to delay fulfilling an early request for interconnection
until a sufficient nunber of
ot her requests were received to permt a lottery. LECs that qualify for
exenptions to provide
physi cal collocation in lieu of virtual collocation need not expand
their facilities or relinquish space
reasonably reserved for their future use, for the same reasons stated in
t he Special Access Expanded
I nterconnection Order. W also reaffirmour conclusion that LEC tariffs
may reasonably include
provi si ons prohibiting interconnectors from warehousing central office
space.

2. Tariffing Requirenments for Physical Collocation

73. In earlier orders in this proceeding, we held that the
cross-connect el enent shoul d
be tariffed at a study-area-w de averaged rate under both virtua
col l ocation and physical collocation.
We concl uded that cost differences anong central offices may justify
di fferent charges for centra



of fi ce space, power, environnental conditioning, and | abor and nmaterials
charges for installing

physi cal collocation arrangenents, but charges should be uniformfor al

i nterconnectors in each

i ndi vidual central office. W now conclude, for the reasons given in
our prior orders, that the

sanme tariffing requirements should apply to physical collocation

provi ded pursuant to exenption

fromthe virtual collocation requirenent.

C. Standards that Apply to Both Virtual Collocation and Physica
Col | ocati on

1. St at e Expanded | nterconnection Policies

74. In our earlier orders, we allowed the LECs to apply for
exenptions fromthe
mandat ory physical collocation requirenent, and to provide virtua
collocation instead, if the states
in which they operated had adopted policies requiring LECs to offer
i ntrastate expanded inter-
connection. The state policy exenption fromthe physical collocation
requi renent does not apply
under our mandatory virtual collocation policy. O course, LECs
operating in a state with an
expanded i nterconnection policy that favors physical collocation may
obtain an exenption fromthe
interstate virtual collocation tariffing requirement by offering
physi cal collocation subject to the
terms set forth in this order

75. We reaffirmour conclusion in the Special Access Expanded
I nt erconnecti on
Order that if a LEC offers both interstate and intrastate expanded
i nterconnection, it should do so
in a manner that satisfies both federal and state requirenents to the
extent possible, and should
provi de mechani sns to avoi d doubl e paynent for facilities used for both
interstate and intrastate
collocation. As we stated in the Special Access Expanded
I nterconnection Order, we believe that
this requirenent should reduce the potential for federal/state conflict
and shoul d prevent
mani pul ati on of different approaches to expanded interconnection to
di sadvantage unfairly inter-
connectors (i.e., requiring interconnectors to pay for different
facilities for federal and state inter-
connection due to slightly differing requirenments, when the sane
facilities could serve both purposes
and satisfy both sets of requirenents).

2. Reporti ng Requirenents

76. Orders/Background. W have required the BOCs and GTE to



report biennially

on the custonmers using special access expanded interconnection and the
| ocations at which they are

i nterconnected. W have al so required the BOCs and GTE to report
annual ly on the customers

usi ng switched transport expanded interconnection and the |ocations at
which they are inter-

connect ed.

77. Positions of the Parties on Reconsideration. USTA takes
issue with the reporting
requi renents applicable solely to the BOCs and GTE. USTA cl ai ns t hat
these LECs have no uni que
ability to gather or provide the data and shoul d not be treated
differently from other conpetitors.
I nstead, USTA contends that the Commi ssion should require all specia
access conpetitors to
provi de i nformation regarding the gromh of access conpetition. GTE
argues that interconnectors,
rather than LECs, should be required to report on collocation as well as
quantities of circuits, nunber
and | ocation of network nodes, and nunbers of custoners, to give the
Conmmi ssi on data necessary
to conduct a reasoned anal ysis of the extent of conpetition.

78. ALTS and MCI respond that the existing requirenent will
assist in identifying
possi bl e discrimnation, involves a mninmal burden, and is appropriately
i mposed only on the LECs
because it relates to the interconnection services they provide. In
addition, MCl argues that the
BOCs should be required to file quarterly reports identifying the
parti es using expanded inter-
connection and the offices in which they are interconnected, in order to
enforce the new restrictions
it recomrends inposing on interconnection by AT&T. Sprint contends that
the information that

the LECs propose requiring -- the location of interconnection
customers' network nodes and the
nunber of their users -- is irrelevant to nonitoring the devel opnent of

| ocal conmpetition. NARUC

submits that the Commi ssion should collect data on collocation expenses,
revenues, and depl oynent

activity to facilitate Joint Board deci si onnmaki ng.

79. Discussion. W now conclude that a broader information
collection programis
necessary to nonitor the devel opnent of access conpetition. The extent
to which access
conpetition develops is a significant gauge of the success of our
expanded i nterconnection policy.
In addition, the extent to which conpetition actually devel ops is an
i mportant factor in considering
LEC requests for additional pricing flexibility in the future. The



exi sting reporting requirenents

were designed to nonitor the Iimted question of which custonmers are
usi ng expanded inter-

connection and at what |ocations they are interconnected. W concl ude
that a broader nonitoring

programis needed to gather enpirical data that will better enable us to
nmoni t or the devel opnent of

conpetition in interstate access markets. W delegate authority to the
Chi ef, Conmmon Carri er

Bureau, to formulate the detailed elenments of this reporting program
deci de which carriers nust

provi de i nformation, and specify the format and tinming of these reports.

3. Di spute Resol ution

80. Orders/Background/ Positions of the Parties on
Reconsi deration. W concl uded
in our initial order in this proceeding that existing dispute resolution
procedures -- our standard tariff
and conpl aint processes, as well as our new alternative dispute
resol uti on mechani sms -- are
adequate to resol ve di sagreenents regarding the inplenentation of
expanded i nt erconnecti on.
MFS argues that the Comm ssion should del egate authority to specific
staff nenbers to facilitate
expeditious, informal, and binding resolution of inplenmentation
di sputes. The LECs respond that
MFS's request unjustifiedly presupposes bad faith on behalf of the LECs,
woul d unnecessarily tax
the Comnmi ssion's scarce resources, and could di scourage negoti ated
resol ution and encourage parties
to resort to the FCC to settle disputes.

81. Discussion. W recognize that the inplenentation of
mandat ory virtua
collocation carries with it the potential for nore disputes than arose
under the physical collocation
regime. In particular, disagreenents could arise regarding the
i nstallation, maintenance, and repair
of the virtually collocated central office el ectronic equipnent that
term nates interconnectors
circuits. W encourage LECs and interconnectors to work together to
resol ve these disputes
am cably. 1In cases that the parties are unable to resolve, however,
speci al dispute resolution
mechani sms coul d expedite the resolution of these di sagreenents and
could hel p ensure that our new
expanded i nterconnection regime works smoothly. W delegate to the
Chi ef, Conmmon Carri er
Bureau, authority to devel op special dispute resolution nmechani sns,
possi bly including the
desi gnation of a Comm ssion representative to work personally with the
parties to nediate di sputes
and ensure that they are settled expeditiously, fairly, and



consistently.
4. I nterconnection to LEC Facilities
a. M crowave

82. Orders/Background. The Special Access Expanded
I nterconnection Order
required LECs to permt interconnection with mcrowave transm ssion
facilities where reasonably
feasible. The Common Carrier Bureau granted LECs a waiver of this
tariffing requirenment to
permit mcrowave expanded interconnection to be tariffed on an
i ndi vi dual case basis (ICB) in
response to bona fide requests. The Commi ssion adopted the sane
approach for mcrowave
switched transport interconnection in the Switched Transport Expanded
I nterconnecti on Order,
pendi ng resol ution of the issue on reconsideration of the Special Access
Expanded | nt erconnecti on
Or der.

83. Positions of the Parties on Reconsideration. USTA and
GTE seek clarification
that microwave collocation "where reasonably feasible" nust be tariffed
only through an office-specific bona fide request process, and only in
central offices in which there are no safety or
engi neering risks and the costs are not unreasonable. APl responds that
i nt erconnecti on by
nm crowave transmission facilities will be the principal cost-effective
means for sophisticated end
users to obtain expanded interconnection, particularly in |owdensity
rural areas, and argues that the
LECs should be directed to make every reasonable effort to accommmodate
requests for mcrowave
i nterconnection arrangenents.

84. Discussion. W agree with the Bureau's concl usion that
m crowave inter-
connection nust be so tailored to specific interconnectors and to
particular central offices that it does
not readily lend itself to uniformtariff arrangenents. W therefore
nmodi fy our requirenments to
specify that the LECs nust tariff microwave interconnection on a centra
of fi ce-specific, individua
case basis, in response to bona fide requests. Such tariffed
arrangenents nmust be nmade available to
other simlarly situated parties at the same central office on non-
di scrimnatory ternms, and nust be
of fered under general tariff at a given central office if the LECs gain
sufficient experience to do so
and if such arrangements can reasonably be standardi zed. M crowave
i nterconnection should be
of fered through virtual collocation (using mcrowave transm ssion



equi pnrent that is owned by the

LEC and dedicated to the interconnector's exclusive use) or, if the LEC
wi shes to qualify for an

exenption, through physical collocation. W expect the LECs to nake
reasonabl e efforts to

accommpdat e requests for mcrowave interconnection arrangenents. O
course, the LECs may

charge rates that reasonably recover the costs of offering such
arrangenents.

b. Copper or Coaxial Cable

85. Orders/Background. Because the interconnection of copper
or coaxial cable
could rapidly exhaust available conduit and riser space, we held in our
earlier orders that inter-
connection of such cable facilities is permitted in specific cases only
upon the approval of the
Conmon Carrier Bureau.

86. Positions of the Parties on Reconsideration. Penn Access
argues that inter-
connectors should be able to use coaxial cable facilities for
i nterconnection. It asserts that contrary
to the Conmi ssion's conclusion, interconnection with coaxial cable can
use space nore efficiently
and require |l ess mai ntenance than fiber because it elim nates the need
for interconnector optica
term nals and el ectronic equi pment on LEC prem ses. Penn Access adds
that small- to nmediumsized CAPs in particular can avoid unnecessary
costs by using coaxial cable when they have | ower
capacity needs. Penn Access suggests that rather than placing a burden
on coaxial interconnectors
to make a showing to the Bureau, the LECs, which have nore infornmation
and nonopoly power,
shoul d have the burden of showi ng that a specific coaxia
i nterconnection would significantly limt
conduit or riser space.

87. The LECs respond that coaxial cable is not widely favored
by comruni cati ons
provi ders, is becom ng | ess preval ent throughout the industry, and would
consunme entrance space
and user ducts far nmore rapidly than fiber due to differences in
capacity and the | arger physica
di anet er of coaxial cable. They contend that coaxial cable
i nterconnection is costly and could crowd
out fiber interconnection and force LECs to reconfigure central offices,
potentially |eaving LECs
wi th an unusabl e i nvest nent when interconnectors change over to fiber
W1 Tel , concerned about
i nterconnecti on by AT&T, reconmmends prohibiting interconnection with
copper coaxial cable
wi t hout Conmm ssion approval .



88. Discussion. W reaffirmour decision that
i nt erconnecti on of copper or coaxia
cable facilities will be pernmitted in specific cases only upon approva
by the Common Carrier
Bureau. Copper and coaxi al cabl es use conduit space nmuch | ess
efficiently than fiber. W renmin
concerned that if, under virtual collocation or physical collocation
arrangenents, interconnectors
request that such cable be brought into LEC central offices, conduit or
ri ser space mght quickly be
exhausted, which could inpair the LECs' ability to serve their other
customers or subsequent inter-
connectors. Most cable television conpanies (and other parties with
substanti al amounts of copper
or coaxial cable in their networks) do not interconnect with the LECs at
present and will have to
install new facilities to establish collocated interconnection at LEC
central offices. W believe it is
in the public interest to encourage themto deploy fiber in meking such
i nterconnections in order to
promote efficient use of available conduit and riser space and thereby
facilitate access to centra
of fice interconnection by the greatest nunber of potentia
i nterconnectors. W also clarify that the
restriction on interconnecting copper or coaxial cable refers to the
i nterconnector's facilities, and
does not restrict the type of LEC services to which interconnectors are
entitled to connect.

c. DSO and Ot her Special Access Services

89. Oders/Background. |In the Special Access Expanded
I nterconnection Order, we
required the LECs initially to tariff interconnection to DS1 and DS3
services generally. W required
the LECs to file tariffs within 45 days of bona fide requests for
i nterconnection to other specia
access services. Such tariff revisions are to be filed on 45 days
noti ce.

90. Positions of the Parties on Reconsideration. Teleport
submits that inter-
connection at the DSO | evel should be generally tariffed Iike DS1 and
DS3 i nterconnection. Tel eport
argues that this would enable interconnectors to provide their own
mul ti pl exi ng from hi gh-capacity
| evel s down to the DSO | evel, rather than handing off DS1 circuits to
the LECs and bei ng dependent
on (allegedly often overpriced) LEC nultiplexing to obtain access to DSO
I evel circuits. Teleport
contends that this would give CAPs nore control over the speed of
provi si oni ng and service quality
to their DSO custoners, and would facilitate greater conpetition for DSO



services. The LECs, on

the other hand, contend that universal tariffing of DSO interconnection
i s unnecessary, would inpose

i nefficiencies on LECs by requiring themto bypass their own

nmul ti pl exers and route |arge quantities

of cable through their buildings to terminate at interconnectors

mul ti pl exers, and mght require

LECs to equip central offices with facilities for which there is no
present demand.

91. GTE seeks clarification that cross-connect elenments for
DS1, DS3, and ot her
services should be tariffed only if the LEC s correspondi ng speci a
access service is available in a
specific office. M-S agrees, but states that the LEC should be required
to permt interconnectors
to cross-connect to any special access service offered out of a specific
of fice. ALTS, however,
contends that this LEC argunent amounts to an effort to limt
artificially CAP innovation.

92. GTE argues that the 45 day deadline for filing tariffs
for the interconnection of
services other than DS1 and DS3 is too short given the detail ed
engi neering and costing activities
necessary, and contends that it is unlikely that any interconnector
coul d design and build
transm ssion facilities to a central office in 45 days or less so that a
reasonabl e ext ensi on woul d not
del ay interconnection in practice. M-S argues that these tariffs are
unlikely to be particularly
conpl ex and that 45 days should be nmore than sufficient.

93. Discussion. W believe that interconnection to the
broadest array of specia
access services is in the public interest because it facilitates
conpetition for all these services. The
initial tariffing requirement was linmted to DS1 and DS3 services only
to pronote rapid
i mpl enent ati on, because these are the services that we believed
i nterconnectors desired nmost and
for which conpetition would be nost likely to develop in the short term
We concl ude that, under
our new rules, the LECs nust provide interconnection to DSO and al
ot her special access services
wi thin 45 days of receiving a bona fide request for such a service. W
conclude that nmore time is
unnecessary and coul d i npede conpetition, thereby unnecessarily del aying
service to custoners.
Qur expanded interconnection policies do not require a LEC to connect
i nterconnectors' facilities
with any given LEC service (e.g., DS3 service) at a particular centra
office if the LEC does not offer
that service at that central office.



5. O her Standards | ssues

94. Equi prment in LEC Central O fices. In our earlier orders,
we required LECs to
permt interconnectors to place, or designate for placenent, in LEC
central offices only equi pnent
needed to term nate basic transmi ssion facilities, including optica
line termnating equi prent and
mul ti pl exers. We concluded that the placenent or dedication of other
types of equi pnent, such as
enhanced service equi pnent, in LEC central offices was unnecessary to
foster competition in the
provi si on of special access and switched transport services, and
consequently we did not require the
LECs to pernmit the collocation of such equipnment in their centra
of fices. W conclude that the
same principles should apply under the nmandatory virtual collocation and
physi cal coll ocation
exenption policies we adopt in this order, for the reasons stated in our
previ ous orders. Only centra
of fice equi pment needed to ternminate basic transm ssion facilities mnust
be coll ocated pursuant to this
order.

95. Points of Entry. |In our earlier orders, we required the
LECs to offer inter-
connectors at |east two separate points of entry to each central office
if they have at least two entry
points for their own cable. USTA and GTE contend that the requirenent
shoul d apply only when
there is space available for new facilities at each of two points
entering the central office, and that
LECs should not be required to construct new entry points or reroute
their own facilities to
accomodat e i nterconnectors. M-S responds that LECs should be required
to rearrange facilities
or take other reasonable steps (short of installing new cable entrances)
to provide diverse cable
entrances upon an interconnector's request. Under our new regine, we
reaffirmthe genera
requi renent, but nake the nodification requested by USTA and GTE. W
conclude that this
revi sion reasonably advances our policy objective of ensuring that in
nost cases interconnectors
desiring reliability can obtain diverse entry points, while avoiding
undue burdens on the LECs.

96. Network Reliability Council. GIE submits that the
Conmi ssi on shoul d not | et
expanded i nterconnection proceed until the Network Reliability Counci
has devel oped st andards
and operational safeguards to ensure that network reliability is not
conprom sed. We decline to



adopt GTE' s suggesti on under our new regine. The Network Reliability
Counci | has not been

del egated responsibility for devel opi ng specific technical guidelines.
We reaffirmour conclusion

that LECs are permitted to proscribe use of interconnector equipnent or
operating practices that

woul d constitute a significant and denmonstrable technical threat to LEC
net wor ks.

97. Insurance. M-S suggests that a LEC tariff requirenent
t hat an interconnector
obtain $1 million in conprehensive general liability insurance should be

presuned reasonabl e, and

any nore burdensome insurance requirenent should be allowed only if the
LEC provi des specific

factual justification for it. The LECs respond that such a rule would
be unprecedent ed,

unnecessary, and overly intrusive into LEC property managenment. NYNEX
poi nts out that

liability insurance requirenments will reasonably differ in different
parts of the country and in

different types of central office buildings, and contends that a $1
mllion policy would al nnost al ways

prove i nadequate because a central office fire or other casualty caused
by an interconnector's

negligence could easily result in far nore than $1 mllion in danage.
We reaffirmour conclusion

that resolution of insurance issues is best addressed when we exam ne
t he reasonabl eness of specific

LEC physical collocation tariff provisions. W add, however, that

unl ess a LEC nakes a

conpel ling case to the contrary, in general no liability insurance
requi renents shoul d be inposed

in connection with virtual collocation offerings.

98. Custoner Proprietary Network Information (CPNI). M-S
argues that the
Conmmi ssi on shoul d i npose CPNI protection rules on expanded
i nterconnection arrangenents to
prevent LECs fromusing their control of bottleneck facilities to obtain
unfair conpetitive
advant ages. The LECs respond that CPNl rul es are unnecessary because
any conpetitor can easily
identify potential access service custoners, and contends that such
rules would split LEC staffs into
subgroups that are likely to be less efficient and perform redundant
wor k, and coul d not be
i mpl enented at all due to the limted staff in many smaller business
offices. W are persuaded
by the LECs' argunents on this point, and conclude that no special CPN
protection rules are
necessary in the context of our new expanded interconnection regine.

99. Billing. 1In the Switched Transport Expanded



I nterconnecti on Order, we decided

that the LECs should bill the interconnection charge to the custoner of
record, whether that party

is a CAP or an I XC, even in cases where a CAP aggregates the traffic of
several |XCs and the CAP

is the customer of record. Rochester seeks clarification that it may
bill the transport inter-

connection charge and other switched access elenents to the entity whose
traffic it can measure, in

circumst ances where it cannot bill the customer of record. Rochester
states that this may occur when

a CAP aggregates the traffic of several |IXCs, the CAP is the custoner of
record, and the carrier

i dentification codes are associated with the | XCs. M-S supports
Rochester's petition, stating that

the procedure Rochester proposes is technically unavoi dable and permts
the charges to be billed to

the actual underlying user of switched access services. Sprint opposes
Rochester's proposed

clarification, arguing that the customer of record should be billed, but
states that it would not object

to a waiver for Rochester limted to the circunstances described in its
petition. W wll not issue

Rochester's proposed clarification, because Rochester has presented no
evi dence persuadi ng us that

our decision in the Switched Transport Expanded | nterconnection Order
was incorrect or

unwor kabl e, and we reaffirmthat decision. W concluded that billing

t he custoner of record would

enable the LECs to nmeasure interstate mnutes of use accurately and bil
the charge to the appropriate

party. The LEC, of course, nmust be able to bill for the services it
provides to its custoners, and we
wi |l consider granting waivers in circunstances neeting the nornal

wai ver standard.

100. Percentage of Interstate Use (PIU) Reporting. 1In the
Swi t ched Transport
Expanded | nterconnection Order, we concluded that in cases in which | XCs
are able to report end
users' PIU data, LECs may, in their tariffs, require themto do so.
Sprint submits that end users
that are expanded interconnection custoners of record -- not the | XCs
serving those users -- should
report their owm PIU data to LECs. Sprint argues that requiring I XCs to
report PIU data to LECs
when the custonmer of record is an end user places an unwarranted and
i mpractical burden on | XCs,
because end users often split their traffic amobng several |XCs, and | XCs
may not be able to segregate
any particular user's traffic for the purposes of PIU neasurenment. No
party opposes Sprint's
request. We reaffirmour decision in our earlier orders. If |XCs
cannot accurately report end users



PIU data, it would be reasonable for LECs to require the end user
custoner of record to report its

PlUto the LEC. LECs may use the sane PIU verification procedures for
end user access custoners

that they now use for | XC custoners.

101. Collocation of Data-Over-Voice (DOV) Equipment. The
Speci al Access
Expanded | nterconnecti on Order and the Switched Transport Expanded
I nterconnection Order
required LECs to permt interconnectors laying their own circuit
facilities to a LEC central office to
col l ocate any type of basic transm ssion equi pnment, including data-over-
voi ce (DOV) equipnrent,
but not switches or enhanced service equi pnent. USTA and GTE argue that
LECs shoul d not be
required to allow collocation of DOV equi pnent, because they assert that
DOV equi pnent i s not
used to provide a basic transm ssion service in conjunction with
interstate special access service (i.e.
as a substitute for LEC channel term nations). |nstead, USTA and GTE
contend that DOV
equi pnent is generally used in conjunction with switched service between
copper - based | ocal | oops
and split voice and data ports in the LECs' |ocal sw tches, and
constitutes "equi pnment to be inter-
connected with LEC-provided transm ssion facilities" and not included in
the scope of expanded
i nterconnection. |DCVMA and | TAA respond that DOV is basic transm ssion
equi pnent and note
that several LECs offer tariffed services using such equipnent. They
assert that interconnectors
coul d use DOV equi pment in connection with special access services
Wi t hout connecting to the | oop
side of LEC switches and argue that GIE s and USTA' s proposed
restriction would be
anticonpetitive. W reaffirmour conclusion that because DOV equi pnent
i s basic transm ssion
equi pnent, expanded interconnection custoners have a right to virtua
col l ocati on of DOV
equi pnent in LEC central offices (or physical collocation for LECs that
qualify for exenptions from
the virtual collocation requirenent). W clarify, however, that we have
not required the LECs to
unbundl e their | oop-side switched access common |ine services.

V. AVAI LABI LI TY OF EXPANDED | NTERCONNECTI ON
A Parties that O fer Expanded Interconnection: Reciprocity
102. Orders/Background. |In our prior orders in this

proceedi ng, we required al
Tier 1 LECs, except NECA pool menbers, to provide expanded



i nterconnection, but did not inpose
reci procal obligations on interconnectors.

103. Positions of the Parties on Reconsideration. GIE and
USTA contend that the
Commi ssi on should require at |east those common carriers that seek
expanded i nterconnection to
of fer expanded interconnection thensel ves on equivalent ternms, as M-S
had originally proposed.
GTE and USTA submit that reciprocity would help facilitate a | eve
pl aying field between conpeting
carriers, particularly given the policymkers' goal of a "network of
networks" in which LECs may
wish to obtain fiber from CAPs or others, and given the evol ution of
speci al arrangenents between
CAPs, cable television operators, |XCs, and others.

104. MCl, Sprint, and AT&T oppose requiring reciproca
i nterconnection
obl i gati ons, because the LECs, which possess bottleneck facilities, do
not need access to
i nterconnector facilities to provide their services. MS states that it
is amenabl e to providing
col l ocation or equivalent interconnection to LECs upon request, as |ong
as other comon carriers
usi ng expanded i nterconnection (but not end-users) are subject to
simlar obligations, but adds that
because it controls no bottleneck facilities, there is no need for the
Conmmi ssion to require reciproca
i nterconnection rights.

105. Discussion. Section 201(a) of the Act already requires
CAPs and ot her conmon
carriers to provide interconnections with other comon carriers upon
request. We conclude that this
general requirement is sufficient with respect to parties other than
LECs, and that our detailed
mandatory virtual collocation rules should apply only to the Tier 1 LECs
ot her than NECA poo
menbers. First, nmandated expanded i nterconnection for parties other
than LECs is beyond the scope
of this proceeding, because we did not propose in either of the notices
in this proceeding to inpose
i nterconnection obligations on parties other than the LECs. Second,
mandat ed expanded inter-
connection requirenents are necessary because the LECs are doni nant
carriers and control facilities
to which other parties need access in order to provide service. |In the
absence of any other identified
public interest benefits in mandating reciprocity, we find no reason to
i rpose expanded inter-
connection requirenents on parties that |ack market power and do not
control bottleneck facilities.
MFS has indicated that it is willing to provide interconnection to its



facilities voluntarily, and we

believe that market forces are likely to induce other non-domn nant
i nterconnectors to do so to neet

demand as wel |

B. Parties that May Use Expanded | nterconnection

106. Orders/Background. Currently, all parties, including
CAPs, | XCs, and end
users, can nake use of expanded interconnection. W concluded in our
earlier orders that AT&T
and any other parties already located in the sane building as a LEC
central office could use expanded
i nterconnection to interconnect with LEC facilities in the same manner
and at the sanme charges, as
ot her parties.

1. Restrictions on AT&T

107. Positions of the Parties on Reconsideration. Ml
contends that AT&T can
derive unique, unfair advantages from expanded interconnection using its
col | ocat ed points of
presence (POPs) that result fromits historical relationship with the
BOCs. MCl provides exanpl es
of ways it alleges AT&T could use interconnection arrangenents to cut
its access costs by over 90%
in many cases. MCl recomends that AT&T be required to continue paying
channel termnation
charges in central offices where it currently has POPs until another
party is taking expanded inter-
connection service in that office, although MCI does not object to AT&T
obt ai ni ng expanded i nter-
connection immediately in offices in which it did not have pre-existing
col l ocated POPs. W Tel
and ConpTel argue that AT&T possesses nonopsony power, and could use
that power to gain
wi ndf al | benefits frominterconnection. They contend that AT&T nmay be
the only I XC that can
benefit frominterconnection. They thus assert that AT&T shoul d not
beconme eligible for collocation
pricing unless it installs an optical interface, and recomend
prohi biting interconnection with copper
coaxi al cable wi thout Conm ssion approval. WITel submits a
gquantitative analysis purporting
to show that, given the LECs' rates for physical collocation, an | XC or
CAP | ocated 1/2 nmile from
a central office could justify interconnecting only if it has enough
traffic to fill at |east 24 DS3s,
while only 12 DS3s of traffic would be needed to justify physica
col l ocation for an | XC whose POP
is at the central office.

108. AT&T responds that these argunments anobunt to attenpts by



its competitors to

obtai n advant ages through the regul atory process, and asserts that by
requiring AT&T to pay the

same charges and use the sane interconnection architecture as other

i nterconnectors, the orders

al ready elinmnate any possible advantages it may have. GIE asserts that
LEC pricing should not

depend on the identity of an interconnecting party, and that such

di stinctions may not be consi stent

with Section 202 of the Communi cations Act.

109. Discussion. 1In the context of our mandatory virtua
col l ocation policy, we
reaf firm our conclusion that AT&T may use expanded interconnection, and
that if it does so, it nust
deploy the sane facilities and pay the same charges as any ot her
i nterconnector. Restricting
AT&T's ability to use expanded interconnection would inpede the ability
of the l|argest potenti al
access conpetitor to the LECs to enter the market, which would not be in
the public interest.
Mor eover, inposing such a restriction on AT&T woul d not pronote cost-
based i nterexchange
conpetition. To the extent AT&T has any advantage over other | XCs
because it has a | arger nunber
of POPs in closer proximty to LEC central offices, this advantage is
of fset by the added capital costs
that AT&T incurred to deploy these facilities and the additiona
operating expenses that they cause.
Finally, such a restriction could renpve an inportant market check on
above-cost pricing by the
Tier 1 LECs in rural areas, where AT&T nay be the only party that could
conpete with LEC access
services in the foreseeable future.

110. We are unconvinced by the non-dom nant | XCs' argunents.
In particular,
W | Tel has offered insufficient information to assess the validity of
the assunptions underlying its
quantitative analysis. Mreover, WITel's analysis does not appear to
take into account the interna
network costs of the party |located at the LEC central office (such as
the costs of constructing and
mai nt ai ni ng additional transm ssion facilities to reach the centra
of fice), as opposed to those of
parties located 1/2 mle fromthe LEC central office, which should
of fset at |east sone of that party's
benefits. Contrary to MCl's suggestions, AT&T cannot sinply pay cross-
connect charges instead
of channel term nation charges; if AT&T uses expanded interconnection
it must pay for and use the
same col location arrangenents that other interconnectors use. |n any
case, for the policy reasons
gi ven above, we reaffirmour existing rules relating to AT&T' s use of



expanded i nt erconnecti on.
2. Restrictions on End Users

111. USTA submits that there is no need to nake col |l ocation
avail abl e to non-comon carriers to avoi d unreasonabl e di scrimnation,
because Section 201(a) explicitly
di stinguishes carriers fromothers for interconnection purposes, and the
Conmi ssi on need not
prejudge LECs' nethods for responding to discrimnation concerns. W
are unconvi nced by
USTA's argunent, and reaffirmour decision that all parties, including
non- conmon carriers, may
use expanded interconnection offerings -- an approach that is consistent
with our policy of not
di stingui shing between carriers and users in the application of access
char ges.

VI . EXPANDED | NTERCONNECTI ON RATE STRUCTURE AND PRI CI NG
A Connection Charge Rate Structure

112. Orders/Background. Connection charges are the rates
that LECs assess inter-
connectors for the provision of expanded interconnection services. In
our earlier Expanded
I nt erconnecti on deci sions, we did not inpose detailed rate structure
requi renents for connection
charges, but did require that the connection charge rate structures that
the LECs use reflect cost-causation principles, and be unbundled to
ensure that interconnectors are not forced to pay for
services that they do not need.

113. Positions of the Parties on Reconsideration. In
conments filed before the
adoption of the Second Reconsideration Order, which mandated unbundling
of expanded inter-
connection rate structures, WI Tel asserted that to prevent
discrimnation with respect to individually
negoti ated virtual collocation offerings, LECs should be required to
unbundl e all rate el enents for
such offerings to the maxi mnum extent possible and should be permitted to
of fer volune di scounts
only when justified by technology. WITel also submts that nmaxi num
unbundl i ng coul d enabl e
the Commi ssion to ensure that virtual collocation offerings are priced
consistently with physica
col l ocation, and argues for pricing virtual collocation using physica
collocation rates as a starting
poi nt, and then deducting the cost savings resulting fromusing a
virtual arrangenent. Aneritech
contends that virtual and physical collocation will be different
services, and terns and conditions



will justifiably differ.

114. Discussion. In light of our decision to inpose a
mandat ory virtual collocation
requi renent, and based on the record on reconsideration, we reaffirm and
expand our requirenents
regarding the rate structure of connection charges. We concl ude t hat
we should not at this tine
i npose a detailed rate structure for connection charges under our
mandat ory virtual collocation
regime. For the reasons set forth in our earlier orders, we conclude
that such a structure could be
overly inflexible. W have found in our experience in the ongoing
i nvestigation of the LECs'
expanded interconnection tariffs, however, that the use of disparate
rate structures can conplicate
the ability of interested parties and our staff to evaluate the
reasonabl eness of LEC rate structures
and levels. Thus, we conclude that additional guidance could facilitate
the tariff review process, and
we set forth additional requirenments to guide the LECs' choice of
expanded i nterconnection rate
structures.

115. First, we reaffirmfor our new reginme the rate structure
princi ples adopted in the
Second Reconsi derati on Order and the Switched Transport Expanded
I nterconnection Order, for the
reasons stated in those orders. Thus, we require the LECs to establish
reasonabl e, di saggregated
subel enents for connection charges pursuant to rate structures that (1)
refl ect cost-causation
principles, (2) are unbundled to ensure that interconnectors are not
forced to pay for services that
they do not need, and (3) establish a cross-connect el enment that applies
uniformy to both physical
and virtual collocation.

116. In addition, the LECS' rate structures nmust be clear
and easy to understand.
Regardl ess of a LEC s individual choice of rate structure, the
facilities and services provi ded under
each rate el ement should be clear on the face of the tariff, and the
tariff support information should
identify the specific costs that are recovered by each rate elenent. In
addi ti on, each rate el enent
should logically relate to the service function provided under that rate
el enent. For exanple, one
of the basic functions of virtual collocation service is the provision
of a cable running fromthe point
of interconnection of the LEC s and interconnector's networks to the
term nation equi pnment in the
LEC s central office. An entrance cable rate elenent, therefore, would
| ogically recover the costs



of cable running between these two | ocati ons.

117. Finally, we will require the LECs to provide cost
support data for their
Septenber 1, 1994 virtual collocation tariff filings pursuant to a
uni form Tariff Review Plan (TRP)
format established by the Cormon Carrier Bureau. The TRP will
di saggregat e expanded
i nterconnection service into broad categories, or "functions." For
exanpl e, one TRP function m ght
be the entrance cabl e function described above. Provision of basic cost
data by TRP function
permts Comm ssion staff and the interested public to conmpare the LECs'
various rate structures and
I evel s nore effectively. W delegate authority to the Chief, Common
Carrier Bureau, to pronul gate
detailed requirenents regarding the TRP format in a separate order

B. Connection Charge Pricing

118. Orders/Background. In the earlier Expanded
I nterconnection orders, we
concl uded that LECs should recover the costs of providing expanded
i nterconnection services
t hrough new connection charge el enents. W required the LECs to set the
initial rates for
connection charges for expanded interconnection based on direct costs
pl us a reasonabl e share of
overhead | oadings. W required the LECs to derive direct costs using a
consi stent nethodol ogy, and
to justify any deviation fromuniform overhead | oadi ngs that they
propose for connection charges.
The sane cost justification standards apply to both initial rate levels
and subsequent rate changes for
connecti on charges.

119. Positions of the Parties on Reconsideration. ALTS
requests clarification of the
pricing standard to be used to justify connection charge el enents,
arguing that there are disparities
between the application of overhead | oadi ngs to connection charges and
to rates for services subject
to competition, and that such differences are anti-conpetitive and
shoul d be elinminated. ALTS
argues that the current pricing standard enables the LECs to charge
exorbitant rates for expanded
i nt erconnecti on and engage in a classic cost/price squeeze that stifles
conpetition. The LECs
respond that they nust be able to recover real overhead costs in their
rates.

120. Positions of the Parties in Recent Filings. The CAPs
conplain that the LECs
have i nposed excessive charges for equi pnent under their current virtua



collocation tariffs. The

CAPs propose that the LECs should be required to purchase equi prment from
i nterconnectors at $1

or other nomi nal anount, giving interconnectors the right of first
refusal to buy back the equi pnent

at any tine for the sane price. Under this approach, the CAPs assert
that the LECs woul d have no

capital investnment in equipnment, and therefore would be prohibited from
mar ki ng up their costs to

reflect depreciation, the cost of nobney, or ad val oremtaxes.

121. Discussion. W continue to believe that the LECs nust
cost-justify the rate
| evel s for connection charges, and that these rate | evels must receive
careful scrutiny by Conm ssion
staff. The sane scrutiny will be required for both initial rate levels
and subsequent rate changes in
connection charges assessed both by price cap LECs and by rate-of-return
LECs. We also reaffirm
t hat expanded interconnection services covered by connection charges
will be excluded fromthe
LECs' price cap baskets indefinitely and are subject to non-streaniined
tariff review W are
maki ng sone changes to our pricing rules, however, in |light of our
adoption of a mandatory virtua
collocation regime and our experience in review ng the expanded
i nterconnection tariffs filed under
the existing rules. The LECs' cost-justified rates will be derived from
the direct costs of providing
expanded i nterconnection service plus a reasonabl e amunt of overhead
costs. We address these two
types of costs in turn.

122. Direct Costs. W reaffirmthat price cap LECs nust
derive the direct costs of
expanded interconnection offerings as provided under the price cap new
services test. Rate of return
LECs that provi de expanded interconnection should provide the cost
informati on required for new
servi ces under the applicable sections of our rules. Thus, under our
new mandatory virtua
collocation policy, the LECs nmust justify the direct costs related to
all services covered by
connection charges (including those related to physical coll ocation
provi ded pursuant to an
exenption), for both the initial level of these charges and subsequent
changes. Specifically, we
require the price cap LECs to derive the direct cost of providing
simlar types of new offerings,
i ncl udi ng expanded i nterconnection services covered by the connection
charge rate el ements, based
on consi stent nethodol ogi es, unless they can justify different
nmet hodol ogi es. Thi s requirenent
reflects our policy for the pricing of new services adopted in the LEC



Price Cap proceeding. As

noted in our earlier expanded interconnection orders, however, certain
aspects of the new services

test, such as risk prem uns, are not applicable to expanded

i nterconnection services.

123. The LECs' rates for virtual collocation services
i nvolving the central office
equi pnent dedicated to the use of interconnectors are likely to be the
nost expensive rate el enents
in virtual collocation offerings. The purchase price of the equi pnment
used to provide these services

will, of course, be an inportant factor in conputing the LECs' cost-
based rates for these services,
and we recogni ze that there will be different purchase prices for

different types of equi pnent

designated by interconnectors. W therefore require the LECs to include
in their Septenber 1 tariff

filings a description of the nmethodol ogy they use to conpute their rates
for services that require the

use of optical line ternmnating nultiplexers (OLTMs), and ot her

equi pnent used to term nate,

nmul tiplex, and denultiplex circuits, based on the purchase prices of the
equi pnment. This will ensure

that the rates paid by all interconnectors are derived in the sanme
manner, and will enable

i nterconnectors that wish to offer to sell equipnment to the LECs, or to
desi gnat e equi pment not

previously tariffed, to predict their charges for the services that rely
on the use of this equipnent.

The LECs' nethodol ogi es nmust be consistent with all the rate structure
and pricing rules set forth in

this order. |In addition, the LECs nust specify in their tariffs the
actual charges for the equi pnent,

cal cul at ed using the general methodol ogy.

124. We are concerned about the reasonabl eness of the
purchase prices of centra
of fice virtual collocation equipnment, as the rates for services
i nvol ving use of this equipnment will
be based on those purchase prices. For instance, LECs purchasing
equi pnment that they do not
ordinarily use in their networks may not be able to obtain the vol une
di scounts available to inter-
connectors that regularly use such equi pment in their networks. More
i mportantly, in purchasing
equi pnent, LECs do not have an incentive to obtain the | owest possible
price, since their costs wll
be passed on to their conpetitors, the interconnectors. To counter this
probl em we inpose the
foll owi ng requirenment on LEC pricing of OLTMs and ot her equi pment with
simlar functions used
in virtual collocation arrangenents. LECs nust base the direct costs of
provi ding this equi pment



on the | owest purchase price reasonably available to themto serve an
i nterconnector. In applying

this standard, we would find probative the price at which an

i nterconnector may offer to sell the

desired equi pment to the LEC. Any costs incurred above the | owest
reasonably avail able price are

not prudently incurred, and thus should not be reflected in the LECs'
rates. The LECs, however, are

not required to purchase the equi pnent frominterconnectors.

125. This pricing approach will help ensure that LEC rates
for use of this virtual

col l ocation equiprment will be reasonable, and will linmt the LECs'
ability to pay inflated prices and

pass themon in charges to interconnectors. |In addition, this approach
wi Il have the desirable

collateral effect of easing the transition froma mandatory physica
collocation to a mandatory virtua

col l ocation environment. Specifically, if a LEC were to stop providing
physi cal coll ocation, causing

its expanded interconnection custoners to shift to virtual collocation
arrangenents, an interconnector

that currently uses term nating equipnent in its collocated cage may
offer to sell that equipnent to

the LEC at a price lower than that otherw se available to the LEC

126. LECs may reasonably charge different rates to different
custoners if they incur
di fferent costs to serve those custoners. To be sure, even virtua
col l ocation offerings designed to
neet the needs of individual interconnectors nmust be nade generally
available to all simlarly
situated interconnectors, and the actual rate levels (as well as the
general nmethodol ogy) mnust be
specified in the tariffs. |In this context, however, an interconnector
that relies on the LEC to purchase
equi pnment froma third party at a price the LEC negotiates is not
simlarly situated to, and may not
pay the same charges as, an interconnector that offers to sell the
equi pnment to the LEC itself at a
| ower price. Because the costs prudently incurred by the LECs to serve
the different interconnectors
are different in such cases, the difference in the rates charged to
di fferent custoners does not
constitute unreasonabl e discrimnation under Section 202 of the
Conmuni cati ons Act. The LEC,
however, nust use the sanme basic nethodol ogy specified in its tariff to
conpute all customers' rates.

127. We do not intend to limt the LECS' ability to use
financi al arrangenents other
t han purchasi ng equi prrent outright fromthird parties. For instance, in
their current virtua
collocation tariffs, some LECs allow the interconnector to purchase



equi pnent and lease it to the

LEC. LECs may, if they wish, offer to purchase virtual collocation
equi pnment from i nterconnectors

for a nom nal ambunt (e.g., $1) and nmeke it available for resale to the
i nterconnectors for the sane

anount. We decline, however, to adopt the CAPs' reconmendation that we
require the LECs to

of fer such an arrangenment. Under our definition of virtual collocation
the LECs own and contro

the central office equipment. A $1 sale and repurchase right would
effectively make the inter-

connector the owner of the equipnent in all but formal title, and would
perhaps run afoul of the D.C.

Circuit's analysis in Bell Atlantic v. FCC

128. Overhead Costs. LECs incur overhead costs in providing
expanded inter-
connection services, and should be allowed to charge reasonabl e amounts
to recover these costs in
their rates for these services. W are concerned, however, that the
LECs could attenpt to | oad
excessi ve overhead costs on their connection charges. On the current
record, we reaffirm our
decision in the earlier orders in this proceeding that the LECs may
i ncl ude no nore than uniform
overhead | oadings in their rates for expanded interconnection services,
or nust justify any deviations
fromuniformloadings. 1In other words, LECs may not recover a greater
share of overheads in rates
for expanded interconnection services than they recover in rates for
conpar abl e servi ces, absent
justification. The LECs have the burden of denpnstrating that their
connection charges neet this
over head | oadi ng standard, and are otherw se just, reasonable, and not
unr easonably discrimnatory.
The price cap LECs may be required to subnit additional information to
enable us to verify that the
over head | oadi ngs on the expanded interconnection connection charges do
not unreasonably differ
fromthe overhead | oadi ngs on other services, for which price cap LECs
generally do not provide
cost justification. We will carefully scrutinize the overhead costs
that the LECs propose to recover
t hrough connection charges to ensure that they are reasonable.

129. Oher Pricing Issues. W decline to require the LECs to
set connection charges
to ensure that interconnectors using virtual and physical collocation
arrangenents pay the sane tota
prices, or to require that virtual collocation be priced using physica
collocation rates as a starting
poi nt and deducting the cost savings fromusing a virtual arrangenent,
as requested by WI Tel.
Virtual collocation and physical collocation are different services, and



each shoul d be priced based

on the cost of providing it. W reaffirmour decision to require the
LECs to provide cost justification

for any connection charges that would vary on a per circuit basis
because of the nunber or type of

i nterconnected circuits ordered. W also reaffirmour conclusion that
the LECs may not charge

different rates for special access and switched i nterconnection rate
el ements, or for interconnection

rate elements in different types of central offices (i.e., end offices,
serving wire centers, tandem

offices, etc.), unless costs differ. Interconnectors' wage rates are
irrelevant to a deternination of

the cost of the service provided by the LECs.

C. Contri bution Charge

130. Orders/Background. A "contribution charge" is a rate
el ement that recovers
subsi di es or support flows enmbedded in LEC rates for services conparable
to those provided by
i nterconnectors. Certain states pernmt a contribution charge in
connection with expanded inter-
connection, and we concluded in the Special Access Expanded
I nterconnection Order that in theory
a contribution charge would be reasonable if targeted to recover
specifically identified regulatory
support nechani sns or non-cost-based allocations enmbedded in LEC rates
subj ect to conpetition.
We did not, however, permit the LECs to assess an interstate specia
access contribution charge in
t he Speci al Access Expanded Interconnection Order. Instead, we took
steps to elinmnate the only
support flow that appeared on the existing record to warrant a
contribution charge. W did, however,
adopt a rule (47 C.F.R 0 69.122) permitting the LECs to seek the
Conmmi ssion's approval for a
contribution charge applicable to special access expanded
i nterconnection, as well as to their own
speci al access services, if they could denpnstrate the exi stence of any
such support flows. In the
Swi t ched Transport Expanded I nterconnection Order, we concluded that the
transport inter-
connection charge recovers revenues not recovered through other
transport rate el enents, and
therefore that there is no need for a separate switched transport
contribution charge.

131. Positions of the Parties on Reconsideration. M-S argues
t hat individual LECs
shoul d not be allowed to seek perm ssion to inpose a contribution
charge. Rather, it contends that
contribution charges should be allowed only follow ng a rul emaki ng
proceedi ng, because any non-cost-based support flows that exist mnust



exist for all LECs under the uniform access rate structure.

MFS asserts that any changes in the cost allocation and pricing rules
shoul d be consistent across the

LEC i ndustry. USTA responds that a LEC s own costs, not an industryw de
proceedi ng, should

define a cost-based contribution el ement.

132. Discussion. W reaffirmthe principle, adopted in the
Speci al Access Expanded
I nterconnection Order, that interconnectors, as well as LECs, should
provi de contributions to
support any specifically identified regulatory subsidy nmechani sms that
are enmbedded in LEC rates
for services subject to conmpetition. This policy principle advances our
uni versal service goals in
a manner that is consistent with the devel opnent of access conpetition,
by ensuring the continued
recovery of any regul atory subsidies or support flows that clearly
advance uni versal network access
on an equitabl e basis.

133. Qur rule on contribution charges for special access and
expanded inter-
connection, 47 C.F.R 0 69.122, wll advance this policy principle,
under the new expanded
i nterconnection reginme adopted in this order. No contribution charge
was permitted in the Special
Access Expanded | nterconnection Order because we proposed to elimnate
the only regul atory
support flow identified in the record affecting the LECs' interstate
speci al access rates -- the over-allocation of General Support Facility
costs. W elimnated that over-allocation shortly thereafter
W t hout evidence of other regulatory support flows within interstate
speci al access rates, we decline
to modify for our new regulatory reginme the policy principle, the rule,
or our procedures regarding

contribution charges. W believe that MFS's challenge is premature. |If
any LEC proposes a
contribution charge, we will consider such a proposal on its merits. As

to switched transport, we

find no reason to alter our conclusion that the transport
i nt erconnecti on charge obviates the need for

any separate contribution charge.

D. Separati ons

134. Orders/Background. |In earlier stages of this
proceedi ng, sonme parties argued
t hat expanded i nterconnecti on shoul d be acconpani ed by separations
changes because interstate
conpetition could lead to revenue shifts to the intrastate jurisdiction.
We adopted no separations
changes in the Special Access Expanded Interconnection Oder and the
Swi t ched Transport



Expanded | nterconnecti on Order, because we found that any indirect cost
real |l ocation that m ght

result fromthe inplenentation of expanded interconnection would not be
of sufficient magnitude

to underm ne universal service or threaten state regul atory prograns.
Both orders were, however,

acconpani ed by notices of proposed rul emaking that referred to the
Federal - State Joint Board in CC

Docket No. 80-286 the limted i ssue of whether separations changes are
needed to all ocate properly

the costs of, and revenues from expanded interconnection between the
state and federa

jurisdictions.

135. Positions of the Parties on Reconsideration. NARUC
subnmts that, pending
Joint Board action, the LECs should be required to exclude fromthe
separati ons process an anount
of expense equival ent to the anpunt of revenues received for interstate
expanded i nt erconnecti on,
to avoid cost-revenue nmi smatches. The D.C. PSC argues that the
Conmi ssi on shoul d have
directed the Joint Board to consider the full inpact of expanded
i nt erconnecti on on separations, such
as the reassignment of fornerly interstate special access facilities to
the state jurisdiction caused by
di version of LEC interstate traffic to conpetitors. According to the
D.C. PSC, this trend could
accelerate the reduction in tel ephone subscribership in the District of
Col unmbi a by increasing the
costs that nust be recovered fromintrastate services. GIE responds
t hat existing separations
procedures should continue to be used, rather than the interim
procedures proposed by the states, but
argues that a conprehensive separations review is necessary.

136. Discussion. W reaffirmour earlier conclusions
concerning the possible need
for separations changes in response to the adoption of expanded
i nterconnection requirenments for
speci al access and switched transport. The policies we adopt here
create no reason to alter those
concl usi ons. Thus, while we find no reason to delay inplenmentation of
the requirenments set forth
in this order, we leave in place our current referrals to the Joint
Board concerni ng whet her
separati ons changes are needed to ensure a reasonable jurisdictiona
al l ocati on of expanded
i nterconnection costs and revenues.

137. Havi ng revi ewed the record on reconsideration, we
decline to broaden the scope
of our referral to the Joint Board. A conprehensive review of
separations and cost recovery i s not



necessary to resolve the limted issue of the jurisdictional allocation
of the costs of and revenues

from expanded i nterconnection. W also decline to nodify our
separations procedures, as proposed

by NARUC. Because the initial magnitude of expanded interconnection
costs and revenues is likely

to be very small relative to LECs' total regul ated costs and revenues,
we conclude that any effect of

the existing rules on the overall separations allocations should be

m ni mal and should permt anple

time for the Joint Board to make a recommendation to the Conmi ssion.

VI1. LEC PRICING FLEXIBILITY
A I n Genera

138. Background/ Orders. Before we adopted the expanded
i nterconnection orders,
the LECs were permitted to offer special access -- but not sw tched
transport -- with term and
vol une discounts, and were required to offer all special and switched
access services at
geographically averaged rates in each study area. 1In the Special Access
Expanded | nt erconnecti on
Order, we pernmitted LECs with operational special access expanded
i nterconnection arrangenents
in a study area to introduce density zone pricing for special access in
that study area. W defined
speci al access expanded interconnection as "operational" after at |east
one interconnector has taken
a special access cross-connect elenent. Density zone pricing is a
systemthat permits the LECs
gradual ly to deaverage their special access rates by zones in a study
area. In the Switched Transport
Expanded I nterconnection Order, we pernmtted LECs with operationa
switched transport expanded
i nterconnection arrangenents in a study area to inplenment density zone
pricing for swtched
transport in that study area. W also allowed the LECs to offer vol une
and term di scounts on
switched transport services after interconnectors have subscribed to a
certai n nunber of switched
expanded i nterconnecti on cross-connects.

139. The Tel eport Petition. After the court issued its
ruling in Bell Atlantic v. FCC,
Teleport filed a petition for declaratory ruling requesting that the
Conmi ssion elimnate the
additional pricing flexibility granted to the LECs in the Special Access
Expanded | nt erconnecti on
Order unless those LECs voluntarily provide physical collocation for
speci al and switched access
expanded interconnection. Teleport argues that the Commi ssion



determ ned that physica

collocation is the best way to ensure that the LECs provide

i nterconnection on the same terns as the

i nterconnection they provide to thenselves. Teleport further contends
that the additional pricing

flexibility granted to the LECs was prem sed on the mandate of physica
col l ocation, and that

wi t hout physical collocation, "the rationale behind the FCC s pricing
flexibility standard falls

away." According to Teleport, limting the availability of pricing
flexibility will present a strong

incentive for LECs to provide physical collocation, and an "appropriate
reward" to those who do.

Finally, Teleport clainms that if LECs continue to benefit frompricing
flexibility without any

incentive to provide physical collocation, the pace of devel oping
conpetition will be sl owed.

140. ALTS supports the Teleport petition, arguing that the
policy and | ega
under pi nni ngs of increased pricing flexibility were elimnated by the
Court's decision in Bell Atlantic
v. FCC. ALTS argues that the "significantly increased potential for
conpetition made possible by
expanded interconnection"” will not be achieved wi thout physica
coll ocation. \Whereas Tel eport's
petition directly addresses only density zone pricing for specia
access, ALTS urges that Tel eport's
request is equally applicable to the pricing flexibility that the
Commi ssi on has granted for switched
transport. ALTS notes, however, that it is not arguing that there are
no circunstances under which
virtual collocation could create a level playing field. Rather, ALTS
argues that a level playing field
is more difficult to achieve where the only interconnection available is
virtual collocation, and where
the Comnmi ssion's rules have not been nodified to adequately ensure that
virtual collocation is
conparable in all relevant respects to physical. Electric Lightwave,
Inc. (ELI) also filed comments
in support of the Teleport petition. ELI argues that virtua
collocation is inferior to physical
col l ocation, reduces the effectiveness of the Commi ssion's expanded
i nt erconnection policies, and
justifies a retraction of the previously granted pricing flexibility.

141. Bell Atlantic, GTE, Pacific, SWBell, and Ameritech
oppose the Tel eport
petition. Sone of these LECs argue that Teleport's request is premature
and procedural ly i nproper
because the nmandate in Bell Atlantic v. FCC has not yet issued. The
LECs assert that under the
Conmmi ssion's rules, density zone pricing is linked to any form of
oper ational expanded



i nt erconnection cross-connect, not necessarily a physical collocation
cross-connect. They contend

that Tel eport's request would circunvent the effect of the Court's order
by wi t hhol di ng the pricing

flexibility that they assert they need to conpete unless they allow
third parties to occupy their

property. Sone LECs submit that nore pricing flexibility is needed, not
| ess, given the growth

of conpetition and the rigid limts on LEC pricing under the existing
density zone pricing and

switched transport discount rules. Aneritech notes that CAPS'
representatives have stated publicly

that their ability to conpete is not affected by the Bell Atlantic v.
FCC decision. Finally, SWBell

asserts that at |east sone LECs will likely choose to offer sonme form of
expanded i nt erconnecti on

that is satisfactory to the Conmm ssion even after the Court's nmandate

i ssues, and that the

Commi ssi on should | ook to what the LECs are actually offering, as
opposed to what they are legally

required to offer, in making decisions concerning pricing flexibility.
Sprint/United al so opposes

the petition. It renews its argunent on reconsideration that density
zone pricing should be pernitted

even if expanded interconnection is not operational, because it enables
LECs to tailor prices nore

closely to costs, and thus creates correct econom ¢ signals that
facilitate sound entry deci sions by

CAPs.

142. Positions of the Parties on Reconsideration. Even under
a general mandate of
physi cal collocation, the CAPs have generally advocated reversal of the
grant of additional pricing
flexibility to the LECs. Tel eport argues that special access expanded
i nterconnection increased
conpetition for only a limted market segnent (for connections to | XC
POPs, not for |ow density
connections to end user prem ses), and that special access volunme and
term di scounts al ready give
the LECs the practical benefits of deaveraged rates. M-S and ALTS
mai ntain that the LECs have
sufficient pricing flexibility for switched transport under the price
cap rules, continue to contro
bottl eneck facilities and dom nate markets, and do not need additiona
flexibility (density zone
pricing or volune and term di scounts) to respond to conpetition before a
nore substantial anount
of conpetitive entry has occurred. They assert that no additiona
flexibility should be all owed
until the Bureau conpletes its inquiry into special access volune and
term di scounts. ALTS and
Hyperion argue that the Comr ssion should renpve restrictions on the
LECs in the same manner



as it did for AT&T in the interexchange market -- gradually, and not
until after conpeting providers
had made substantial inroads in the market.

143. The LECs contend that, in light of the conpetitive
i nroads of CAPs and ot hers,
and the likelihood of rapid conpetitive advances in the highly
concentrated access nmarket, additiona
pricing flexibility is needed to prevent price unbrellas or market share
al l ocation that could deprive
custoners of the benefits of nore rigorous conpetition. Several LECs
note that ALTS and
Hyperion's argunents that restrictions on LECs be maintai ned until they
have | ost a certain share of
the market ignore the realities of the access market: a few |large
custoners, high elasticity of supply
and dermand, and | ess potential overall market growth than the
i nt erexchange market .

144. Discussion. W deny the Tel eport petition and reject
the clainms for whol esal e
reversal of our density zone pricing policy, except that we slightly
nodi fy the threshold standard
by changi ng the definition of when expanded interconnection is
"operational," as set forth in O 154-56 bel ow.

145. W deny Tel eport's request because the need for
addi ti onal LEC pricing
flexibility does not hinge upon the choice between virtual collocation
and physical collocation.
Access conpetition should accelerate with the inplenmentation of expanded
i nterconnection, whether
in the formof virtual collocation or physical collocation. 1n adopting
a mandatory virtual collocation
policy, we intend to ensure the availability of a reasonabl e expanded
i nterconnection offering that
gives interconnectors a realistic opportunity to provide special access
and switched transport services
in conpetition with the LECs. Thus, neking additional pricing
flexibility available only to LECs
that opt to provide physical collocation appears unwarranted.

146. As we stated in our earlier orders in this proceeding,
excessi ve constraints on
LEC pricing and rate structure flexibility during a tinme of increasing
conpetition will deprive
custoners of the benefits of conpetition and give the new entrants fal se
econonic signals. At the
same time, we recognize that inadequate restrictions on LEC pricing and
rate structure could permt
conpetitive abuses that would stifle economic conpetitive entry and
pl ace excessive cost burdens
on custoners of |ess conpetitive services. W conclude that density
zone pricing for special access



and switched transport, as well as our switched transport discount

rules, strike a reasonabl e bal ance

bet ween these conpeting concerns under our mandatory virtual collocation
regi me.

147. We reaffirmunder the new regi ne our concl usion that
retenti on of study-area-wi de rate averaging or a flat restriction on
di scounted offerings could maintain LECs' prices at
artificially high levels in |owcost areas and thus create a pricing
umbrella for the CAPs, depriving
custoners of the benefits of nore vigorous conpetition. Restraining
full conpetition by the LECs
even when they are the | ow cost service providers could further deny
consumers the benefits of
reduced prices fromconpetition, increase the LECs' conpetitive |osses
under expanded
i nterconnection, and nmight cause LEC rates for |ess conmpetitive services
to rise. |In addition, sone
parties mght enter the market who would not do so if LEC service rates
were pernmitted to reflect
nore economic pricing. Simlarly, requiring the LECs to maintain bel ow
cost prices for potentially
conpetitive services in high-cost areas could depress LECs' incentives
to invest in nodernizing their
net wor ks, and coul d deter conpetitive entry. We will not, therefore,
limt pricing flexibility in the
manner that Tel eport requests.

148. Wth regard to the issues raised on reconsideration, and
t he question of whether
any nodifications to our previously adopted pricing flexibility rules is
war rant ed under our new
regime, we generally reaffirmour decisions in the expanded
i nterconnection orders regardi ng LEC
pricing flexibility. W address the specific issues relating to density
zone pricing, volume and term
di scounts, and related issues raised in petitions for reconsideration at
greater |length bel ow.

B. Density Zone Pricing
1. Threshol d Required for |nplenentation

149. Oders/Background. In the Special Access Expanded
I nterconnecti on Order,
we pernmitted LECs to introduce density zone pricing of interstate high-
capacity special access in a
study area after their expanded interconnection offerings are

operational in that study area -- that is,
once at |east one interconnector has taken a special access cross-
connect elenment. In the Sw tched

Transport Expanded | nterconnection Order, we permitted LECs to inplenent
density zone pricing
of interstate switched transport in a study area once their expanded



i nterconnection offerings are
operational in that study area -- that is, after at |east one
i nterconnector has taken a switched cross-connect el enment.

150. Positions of the Parties on Reconsideration. Severa
LECs argue that zone
pricing should be avail able after expanded interconnection tariffs are
effective, rather than after an
i nterconnector takes the service, in order to enable LECs to set rates
nore in line with costs, and to
avoi d giving uneconom c incentives for entry. Sprint and other |XCs
mai ntai n that zone pricing
shoul d be avail abl e regardl ess of whet her expanded i nterconnection is
operational, because zone
pricing enables LECs to set rates closer to cost, facilitates sound
net wor k pl anni ng and
deci si onmaki ng by | XCs, and elimnates any justification for ngintaining
artificial DS3/DS1 rate
rati os or unecononic vol ume discounts.

151. MFS and ALTS argue that instead of obtaining statew de
pricing flexibility in
response to a collocation arrangenent, LECs should obtain pricing
flexibility only in the specific
nmetropolitan area where a CAP is providing conpetitive service using a
col |l ocation arrangenent.
MFS proposes that density zone tariffs not be permtted to becone
effective until the earlier of:
(1) 12 nonths after a party other than AT&T has an operati ona
i nterconnection arrangenent, or
(2) when interconnection arrangenents are operational in central offices
that serve at |east 25% of
the total interstate special access circuits, weighted by capacity, in a
geographic area. M-S argues
that since both density zone pricing and volune and term di scounts give
the LECs substantial pricing
flexibility, LEC density zone pricing should not be permitted unless LEC
vol ume di scounts,
including inplicit volunme discounts contained in DS3/DS1/voice grade
rel ati onshi ps, are justified
separately by cost conditions in specific zones. The CAPs, MCl, and Ad
Hoc oppose the LECs'
request to engage in density zone pricing before an interconnector takes
service, arguing that the
exi sting requirenent gives LECs an incentive to cooperate in
i mpl enenting interconnection, that no
CAP woul d comrit "market suicide" by avoiding interconnection to prevent
deaveragi ng, and that
averaged prices do not give CAPs incorrect pricing signals because the
CAPs take into account the
i kelihood of |ater deaveraging.

152. The LECs and Sprint oppose the delays in density zone
pricing proposed by the



CAPs, contending that density zone pricing nerely allow rates to reflect
cost differences, and that

conpetition will begin even before, and certainly after, the first
cross-connect is operational

United asserts that the proposals of MFS and ALTS to allow LECs to | ower
rates in dense areas but

not to bring prices in other zones closer to cost is unfair and
essentially would force LECs to | ose

revenue. United contends that MFS's solution to the perceived problem
of AT&T's "headstart" --

restraining LEC flexibility when AT&T uses expanded i nterconnection, and
permtting flexibility

only when a party other than AT&T interconnects -- only exacerbates the
probl em and penalizes the

LECs wi thout restraining AT&T, because AT&T can and does conpete with
LECs in providing

| ocal transm ssion.

153. Discussion. W reaffirm for our new regine the
concl usion that LECs with
"operational" expanded interconnection offerings for special access in a
study area should be allowed
to i nplenent density zone pricing of special access in that study area,
and simlarly, that
"operational" sw tched expanded interconnection should enable LECs to
i mpl ement density zone
pricing of switched transport. Substantial changes in the LECs'
expanded i nt erconnecti on
of ferings are likely, however, in light of the Bell Atlantic v. FCC
deci sion and the mandatory virtua
collocation policy we adopt in this order. W believe it is inportant
to reflect these changes.
Accordingly, we nmodify our definition of when expanded interconnection
of ferings are
"operational."

154. For the purpose of our mandatory virtual coll ocation
regi me, we define
expanded interconnection offerings as "operational" when and if an
i nterconnector has taken a cross-connect elenent in connection with a
tariffed expanded interconnection offering after our new
mandatory virtual collocation policy becones effective. W believe that
this change will give the
LECs an incentive to cooperate in providing expanded interconnection
pursuant to our new policy,
and will ensure that expanded interconnection provi ded under the new
rul es gives interconnectors
a realistic opportunity to conpete with the LECs before we permt LECs
to engage in density zone
pricing. The fact that an interconnector took a cross-connect prior to
i mpl ementation of the new
rules will not qualify a LEC for density zone pricing if previous
i nt erconnectors cease taking
expanded i nterconnection, and no new i nterconnector takes service after



the mandatory virtua
collocation rules are inplenmented.

155. Thus, an offering will be considered "operational" under
our new reginme in the
following circunstances: (1) an interconnector has taken a cross-
connect pursuant to a generally
tariffed virtual collocation offering pursuant to our new rules; or (2)
an interconnector has taken a
cross-connect pursuant to a physical collocation offering subject to the
terms of this order. In this
second case, the interconnector need not have started taking the cross-
connect after our new reginme
beconmes effective, so long as it continues to take the cross-connect
under the new rules. |In study
areas where a LEC has inplenmented density zone pricing, we will require
the LEC to file, sixty days
after the effective date of the LEC s new expanded i nterconnection
offering, tariff revisions effective
on 15 days notice that reestablish averaged rates throughout the study
area pursuant to 0O 69.3(e)(7)
of our rules if no interconnector has taken a cross-connect under our
new regi ne.

156. We reject proposals to delay any conpetitive rate
changes by the LECs for an
arbitrary time period (such as the 12 nonths proposed by MFS) or unti
after they have lost a
speci fied proportion of market share. A threshold based on a sinple
per cent age share of market
penetration by LEC conpetitors conmes too close to allocating narket
shares anbng conpetitors.
We do not intend to try to determ ne conpetitive outcones. Rather, we
intend to expand
opportunities for new entrants as well as incunmbent providers to
conpete. As stated above, we will
consi der enpirical evidence on the devel opment of access conpetition in
eval uati ng whether to grant
the LECs additional pricing flexibility in the future. W also reject
the CAPs' suggestion that
LECs be permitted to reduce rates in high-density areas but not to
increase rates in lowdensity areas,
where they may be bel ow cost due to past geographic rate averaging.
Finally, making density zone
pricing for price cap LECs conditional on cost-justification of specia
access vol une di scounts woul d
be inconsistent with price cap regulation. Under price cap regulation
the threshold justification for
subsequent rate changes is tested primarily by reference to the indexes
and bands of price cap
regul ati on, not cost studies.

2. Price Cap Structure



157. Orders/Background. |In earlier orders, the Comn ssion
created new price cap
service subcategories for LEC offerings in different zones, within the
exi sting service categories and
subcat egories. The zone subcategories have upper pricing bands of 5%
and | ower bands of 10%
In the year during which a LEC i ntroduces density zone pricing, the LEC
nmust apply the sane upper
and |l ower bands to all of the zone subcategories for a given service,
but the rate | evels may diverge
to the extent permitted by the upper and | ower bands without the
justifications that the price cap rules
require for above- or bel owband rates.

158. Positions of the Parties on Reconsideration. USTA
submits that LECs will be
unabl e to use the +5% -10% pri ci ng bands for the zones because of the
interplay with the overal
DS1 and DS3 subi ndexes. USTA al so asserts that separate and overl appi ng
DS1 and DS3
subi ndexes with duplicative zone subi ndexes are redundant and reduce
price conpetition, and asks
that the zone subi ndexes be w dened and that other subindexes be
el iminated. USTA contends
that the upper bands in the high-cost zone renove incentives to deliver
service inprovenents

because rates will be substantially below cost. USTA asserts that the
90 day filing period and

tariff support requirenments for above band filings will deter and del ay
the inpl ementation of

conpensatory rates in high cost areas. It argues for reducing the

filing period and streamining the

cost support. Specifically, USTA reconmends nodifying the tariff
standard for above-band rate

zone filings to include a showi ng that the proposed zone revenues, when
aggregated, are no greater

than the study area revenues before zone pricing was inplenented.

Several other LECs al so argue

that the zone subi ndexes do not provi de adequate pricing flexibility and
are inconsistent with full

conpetition and with the rationale behind the price cap system

159. United argues that broader annual pricing bands are
needed, such as
+20% -20% to enable LECs to nove prices rapidly toward costs. United
al so seeks clarification
that the LECs may continue to average nultiple study areas and to use a
single tariff for nultiple
operating conpanies. Sprint, ConpTel, and W/ Tel argue that broader
di fferences should be
permtted for initial rates in different zones (i.e., set initial zone
rates based on the costs of service
in each zone), or broader bands such as -20% and +10% or +20% f or
subsequent rate changes, to



enable LECs to set prices based on cost and to give proper access

pl anni ng i ncentives to | XCs.

W | Tel also agrees with some LECs' argunents that the zone-specific
prici ng subi ndexes elimnate

the need for overall floors for DS3 and DS1 rates, and argues that the
doubl e | ayer of indexes could

require a LEC to increase rates in lowdensity zones to offset a
decrease in the high-density zone.

160. The CAPs, MCI, WI Tel, and Ad Hoc oppose LEC proposals
to elimnate
pricing bands or otherw se substantially broaden LEC pricing
flexibility, contending that the price
cap bands are necessary to protect agai nst cross-subsidization of the
LECs' conmpetitive services by
captive rural custonmers and to prevent abuse of the LECs' market power.
Ad Hoc does not oppose
a reasonable increase in the LECs' downward pricing flexibility in
contested markets, short of
predation, but states that this right should not justify predation in
nmonopol y markets. M-S argues
that if density zone pricing is allowed, LECs should have to denonstrate
that the ratio of revenues
to average variable cost in the highest-density zone is no |l ess than
that ratio in the | owest-density
zone.

161. The LECs respond that MFS's proposed rigid ratio
requi renment would restrict
the LECs' ability to conpete using cost-based prices, and would result
in econonic inefficiencies
and unbrella pricing. They also argue that MFS s proposal could
unfairly require LECs to | ower
prices throughout a study area, including in |owdensity areas where
prices are already bel ow cost,
to conmpete with CAPs, and would essentially constitute a return to
regul ati on based on fully
di stributed costs. NYNEX contends that price cap regul ation was
devel oped to enable LECs to
price services efficiently (i.e., services with elastic demand
relatively close to marginal cost and
services with inelastic demand rel atively high above margi nal cost), and
to avoid the inefficient
incentives created by cost-of-service regulation. Rochester submits
t hat subsidization only occurs
when a conpany prices a service below incremental cost, for which
average variable cost is a
surrogate. Thus, Rochester asserts that MFS's concern woul d have nerit
only if the ratio of revenues
to average variable cost were |l ess than one in any particular zone,
regardl ess of the relative ratios
anong zones. Rochester also argues that in a conpetitive market, profit
mar gi ns can be expected



to vary in different geographic areas.

162. Discussion. W find no need to anmend the price cap
rules for density zone
pricing under our mandatory virtual collocation reginme. Mreover, we
reaf firm our decisions
regarding the price cap structure for density zone pricing under the
pre-existing rules, including the
+5% - 10% prici ng bands that apply to the zone subi ndexes, the retention
of the overall DS1 and DS3
pricing bands, and the existing tariff procedures for above-band rate
changes. W continue to
believe that we granted the LECs a reasonabl e degree of pricing
flexibility with the density zone
pricing system and nothing in the record convinces us to the contrary.
As we stated in the Special
Access Expanded Interconnection Order, we intend to nonitor the density
zone pricing system
carefully and to review it in 1995. Measures to increase the LECs'
pricing flexibility may be
appropriate in the future, however, as the access nmarket grows nore
conpetitive

163. W also decline to adopt MFS' s reconsideration proposa
to require the LECs
to demonstrate that the ratio of revenues to average variable cost in
t he hi ghest-density zone is no
less than that ratio in the |owest-density zone. First, we believe that
t he probl em about which MFS
is concerned -- rates that are well in excess of costs in |owdensity
zones -- is unlikely to occur in
the near future. Evidence in the record indicates that the differences
bet ween the costs of serving
di fferent geographic areas are substantial, although the rates were
aver aged before the
i mpl enmentation of density zone pricing. Thus, at present and for the
next few years, we believe
that with the linmted pricing flexibility pernmitted the LECs, rates in
| ow-density zones are unlikely
to be substantially above cost. Second, we conclude that the rate-to-
cost ratios may reasonably differ
for simlar services in different zones, within the limts of our price
cap rules. \When we adopted
price cap regulation for the LECs, we explicitly recogni zed that
deviations fromfully distributed cost
(embedded costs plus a proportional share of joint costs) may be
desirable and in sonme cases can
maxi m ze the consunmer wel fare created by regulated carriers. To protect
agai nst the LECs' ability
to di sadvantage one class of customers to the benefit of another, the
Conmi ssi on used the baskets
and bands mechani sns of price cap regul ation.

3. Definition of Zones



164. Orders/Background. In the Special Access Expanded
I nt erconnecti on Order,
the Comnmi ssion directed LECs to assign central offices to zones based on
cost based factors such
as the density of total interstate special and switched traffic.
Channel term nations or entrance
facilities froma given central office are classified in the zone to
which the office is assigned.
Interoffice facilities between central offices in different zones are
classified in the higher-priced, |ess
dense of the zones, because the Comm ssion concluded that "this
classification will be consistent
with traffic density patterns and underlying costs.” In the Switched
Transport Expanded |nter-
connection Order, the Conmi ssion directed the LECs to use the sane zone
definitions for swtched
transport and special access.

165. Positions of the Parties on Reconsideration. Severa
| XCs argue that the LECs
shoul d not use the sanme density pricing zones for special access and
switched transport, or for
entrance facilities and interoffice facilities. ConpTel asserts that
the zones created for channe
term nations are unsuited for interoffice transport. ConpTel argues
that the zones devel oped for
channel termni nations, based on collection and dispersion of traffic at
wire centers, lead to little or
no Zone 1 interoffice transport in many states, while the costs of
interoffice transport relate to the
technol ogi es of interoffice networks and shoul d be grouped in zones with
relatively | arge geographic
areas. W I Tel submits that zones for interoffice special access and
switched transport should be
broad i n geographic scope and should reflect prevailing network
characteristics. Sprint contends
that the requirenent that traffic between offices in different zones
nmust be charged the higher-rated
zone rates would result in virtually no interoffice switched transport
carried at high-density rates.
Accordingly, Sprint argues that density zone pricing of swtched
transport would be ineffective
unl ess LECs are allowed to establish density zones for switched
transport different fromthose for
speci al access and are required to rate interoffice traffic at the
| ower-priced zone, rather than the
hi gher-priced zone. ALTS asserts that in order to establish nore than
t hree zones, LECs should
be required to satisfy the same standard that applies to above-band
filings under price caps: a
conpel I'i ng showi ng of substantial cause, with a high Iikelihood of
suspensi on.



166. The LECs oppose establishing separate zone plans for
swi tched and specia
access or for interoffice facilities and entrance facilities, and argue
that their density zone pricing
pl ans defined their zones based on a calculation that included specia
and swi tched vol umes and
interoffice and entrance facility volunes, that interoffice channels
have cost characteristics simlar
to those of entrance facilities, and that separate plans woul d be
illogical in view of the integrated
services the LECs provide.

167. Discussion. W reaffirmour decision to assign
interoffice facilities between
di fferent zones to the higher-price, |lower-density zone, and find no
reason to apply a different rule
under our mandatory virtual collocation policy. In the Special Access
Expanded | nt erconnecti on
Order, we reached our decision based on a conclusion that interoffice
traffic between different zones
has cost characteristics nore simlar to the traffic in the | ess dense
zone. There is no basis in our
policy on remand, and no new evi dence in the reconsideration record,
that would justify reversing
this decision. W also decline to create separate zone systens for
speci al access and switched
transport services. This would be contrary to our conclusion in the
Transport proceedi ng that specia
access and switched transport have simlar cost characteristics.
Mor eover, we directed the LECs
to consider both special and switched access traffic in defining density
zones. Finally, we decline
to create separate zone systens for interoffice facilities and entrance
facilities, or to inpose
substantially higher burdens of proof than those we already inposed if
LECs propose zone pl ans
with more than three zones. These alternatives would be
adm ni stratively burdensonme and conpl ex
for the LECs, and do not appear to provide benefits that would justify
t he costs.

B. Vol une and Term Di scounts
1. Speci al Access
168. Order. |In the Special Access Expanded |nterconnection

Order, we concl uded

t hat hubbi ng and ratcheting arrangenents are reasonabl e neans to give
customers and LECs

flexibility in structuring and engi neering their special access
arrangenents. W al so found that

vol une and term di scounts are generally legitimte nmeans of pricing
speci al access services to

recogni ze the efficiencies associated with larger traffic volunmes and



the certainty of longer-term

arrangenents. We stated, however, that some of the |argest of the
LECs' volune and term di scounts

rai sed concerns of anti-conpetitiveness, and we directed the Conmon
Carrier Bureau to conduct an

inquiry to hel p deterni ne whether any additional guidelines mght be
appropri ate.

169. Positions of the Parties on Reconsideration. M-S
asserts that the LECs shoul d
be required to cost-justify all volune and term di scounts that exceed
reasonabl e threshold | evel s,
such as the 20% maxi mum vol ume di scount and 10% nmaxi num t er m di scount
t hat MFS had
proposed. M-S alleges that LEC volune and term di scount practices wll
beconme even nore
pernicious if coupled with density zone pricing, and argues that LEC
density zone pricing should not
be permitted unless LECs justify their volunme discounts, including
implicit volune discounts
contai ned in DS3/DS1/voice grade rel ationshi ps, separately by cost
conditions in specific zones.
MFS contends that it is unreasonable for LECs to charge less for
unbundl ed, hubbed service
of ferings than they charge for bundled point-to-point circuits that in
nost cases use simlar facilities,
and asks that such hubbi ng discounts be addressed. ALTS argues that the
Conmi ssi on shoul d
broaden the scope of the Bureau's inquiry to address all Tier 1 LEC
vol ume di scounts in excess of
20% termdiscounts in excess of 10% and hubbi ng arrangenents.

170. The LECs respond that the CAPs' argunents were
consi dered previously and
rejected by the Commi ssion, suggest that the Comnr ssion obtain
i nformati on about CAP vol une
and termdi scount practices, and assert that the volune and term
di scounts and hubbi ng arrangenents
are reasonabl e and have been cost-justified. Sprint supports requiring
the LECs to cost-justify
vol une di scounts, and contends that there would be no justification for
vol ume di scounts in
interoffice channel mleage rate elenents. Sprint contends that
i ntermedi ate hubbing is
reasonabl e, and serves as a critical tool for mediumand small |XCs to
mtigate in part the price
advant ages the current rate structure gives AT&T.

171. Discussion. Pursuant to the Commi ssion's direction, the
Conmon Carri er
Bur eau conducted an inquiry into LEC special access volunme and term
arrangenents. The Bureau
required the four LECs that had been identified by MFS as offering the
st eepest discounts to submt



cost data to denonstrate whether the rates for one of their nopst

di scount ed of ferings covered average

vari abl e cost and were otherw se just and reasonable. Certain CAPs and
LECs subnitted coments

on these data. At this tinme, we are not persuaded that LEC offerings are
priced bel ow their average

vari abl e cost. Nevertheless, we will continue to exam ne LEC pricing
behavior in the future, and
will be vigilant in exam ning any evi dence of unreasonable pricing

practices on the part of the LECs.

2. Swi t ched Transport
a. In Genera

172. Positions of the Parties on Reconsideration. The |XCs
ot her than AT&T
general ly seek reconsideration of the decision to pernmt volune
di scounts, arguing that such
di scounts will benefit AT&T, harmother IXCs, and interfere with the
Conmmi ssion's policies on the
transport restructure and interexchange conpetition. ConpTel, M, and
W1 Tel contend that
vol une di scounts on interoffice transport cannot be justified by
underlying costs, because the cost
of providing interoffice transport depends on the total traffic carried
over the interoffice network,
and all users should share the scale economies. Sprint does not object
to termdiscounts that are
uni form regardl ess of the amobunt or type of capacity ordered, and
concedes that cost-based vol unme
di scounts on entrance facilities should be permitted, but contends that
vol ume di scounts shoul d not
be permitted on interoffice facilities because the cost of such
facilities is based on the total shared
i nteroffice network.

173. The LECs and AT&T defend the Comm ssion's decision to
permt vol une
di scounts, stating that the LECs' conpetitors and the small and nedi um
| XCs of fer vol unme discounts
on interoffice facilities, and that although both DS1 and DS3 services
use the sanme transport
facilities, higher-capacity services use |less costly electronics and
i nvol ve administrative cost savings
fromordering, billing, and provisioning. BellSouth asserts that the
smal | and medi um | XCs'
conplaints are premature, because LEC-proposed di scounts can be
i mpl enented only through a tariff
filing with full cost support.

174. Discussion. W reaffirmour decision to pernit LECs to
of fer volune and term



di scounts on switched transport services after the specified threshold
has been reached, and find no

reason for a different rule under our mandatory virtual collocation
policy. (W address bel ow the

specific threshold to be applied.) First, we are not persuaded that
cost differences do not justify

vol ume and term di scounts on both interoffice facilities and entrance
facilities. The cost of

providing interoffice direct-trunked transport depends, at least in
part, on the specific facilities used

by the custonmer. Transnission facilities carrying higher vol unmes of
traffic tend to be

characterized by | ower per-circuit costs than |ower-capacity facilities.
In addition, termdiscounts

recogni ze cost savings due to the certainty of |onger-term conmtnents.
When LECs first introduce

such di scounts on switched transport offerings, they will be required to
provi de cost justification

because such di scounts are new services under the price cap rules.

175. Second, the record reflects that volunme and term
di scounts are an established
and accepted feature of the conmunications marketplace. The LECs'
conpetitors, as well as sone
of the I XCs that have argued agai nst such discounts, offer these kinds
of discounts thenselves. |If
the LECs are not pernitted to offer discounts on their services, |arge
custoners can sinply obtain
the services fromother providers at such discounts, or provide such
services for themsel ves.

176. Finally, we believe that pernmitting the LECs to offer
vol ume and term di scounts,
subj ect to the safeguards we have adopted, will stinmnulate economc
growt h and enhance access to
comuni cations markets. Lower LEC prices for high-volune and | ong-term
services, if cost-justified, should reduce access costs for |XCs,
stimul ate cost-based conpetition in the interexchange
mar ket, and ultimately make possible |ower |ong-distance prices. Lower
| ong-di stance prices, in
turn, should stinulate greater use of comruni cations services, as wel
as free resources for
consuners to spend and busi nesses to invest el sewhere in the econony,
creating opportunities for
new j obs and econom ¢ expansion. Lower |ong-distance prices should al so
gi ve nore Anmericans
access to a variety of services that are available over interstate
tel ecommuni cations facilities.

b. Threshol d Required for |nplenentation
177. Oder. In the Switched Transport Expanded

I nterconnection Order, we
permtted the LECs to begin offering switched transport with vol une and



term di scounts in any

particul ar study area only after one of the followi ng conditions is net:
(1) 100 DS1-equival ent

swi tched cross-connects are operational in the Zone 1 offices in the
study area; or (2) an average of

25 DSl1-equival ent switched cross-connects per Zone 1 office are
operational. (Zone 1 refers to the

LEC s density pricing zone with the greatest traffic density.) In study
areas with no Zone 1 offices,

the LECs may inplenent volune and term di scounts once five DS1-

equi val ent switched cross-connects have been taken in the study area.
LECs that have not inplenmented density zone pricing

may i npl enent volume and term di scounts in a study area after custoners
have subscribed to 100

DS1- equi val ent switched cross-connects in the study area.

178. Positions of the Parties on Reconsideration. The CAPs
and the | XCs ot her than
AT&T argue that the threshold constraints for allowi ng termand vol une
di scounts are not valid
measures of viable conpetition because they bear no relationship to
realities of conpetition in the
mar ket pl ace, the nunbers are too small and easy to satisfy for |arge
LECs, and the LECs already
have excessive pricing flexibility. The CAPs recommend nore stringent
threshold tests for switched
transport volune and term di scounts: ALTS and Hyperion argue for
t hreshol ds based on a certain
percentage of market share for conmpetitors, while M-S proposes to pernit
LEC transport discounts
in a study area only after an interconnector is present at centra
of fices serving 50% of a LEC s
switched access traffic in the study area, and two or nore
i nterconnectors are present in centra
of fices serving 25% of the switched traffic in the study area. Sprint
contends that there is no need
to require a particular |evel of conpetition before allow ng cost-based
di scounts for entrance
facilities, and it nakes no economic sense to allow interoffice volunme
di scounts even if viable
conpetition is present. MCl asserts that the threshol ds are meani ngl ess
if the density of inter-
connection criteria can be satisfied by AT&T al one.

179. The LECs oppose delays in volune and term di scounts.
They argue that their
conpetitors provide such discounts and that because such del ays woul d
create a pricing unbrella and
protections for LEC conpetitors that prevent real conpetition from
devel opi ng, they are not in the
public interest. They also assert that interconnection by AT&T is
properly included in satisfying the
threshol d requirenent, and argue that self-provisioning by AT&T
represents a conpetitive chall enge



to LEC switched transport offerings as significant as the introduction
of CAP networKks.

180. USTA and GTE assert that the threshold required for
vol ume and term di scounts
on transport is inconsistent with the Comm ssion's policy of permtting
the LECs to offer special
access discounts, which the Conmi ssion reaffirmed in the Special Access
Expanded | nt erconnecti on
Order, and is unsupported by the Comruni cations Act. They contend that
the threshold will unfairly
exacerbate LEC conpetitive |osses and prevent genui ne conpetition, and
is an arbitrary and
capricious exercise in regulatory handi capping. They argue that a nore
reasonabl e threshold for
vol une and term di scounts woul d be when switched expanded
i nterconnection is tariffed (or, in the
alternative, when it is operational). USTA and GTE propose that special
access cross-connects
be counted toward satisfaction of the threshold requirenent, given that
speci al and switched access
services are substitutable and zone plans were constructed based on
total traffic density.

181. GIE, Rochester, and USTA note that the threshold
essentially requires
substantial market share | osses before LECs with smaller study areas may
engage in volume and
term di scounts. GIE asserts that in over half of its study areas, the
100 DS1 equival ents threshold
woul d require market share | osses of 25%or nore, and that in the five
GTE study areas where the
25 DS1 equival ents per Zone 1 office threshold applies, that threshold
amounts to a 43%to 60% | oss
of market share. Rochester states that the 100 DS1 threshol d, which
applies to it, would require
| oss of nearly half of its switched transport mnutes to conpetitors.
Sprint, M, MFS, and ALTS
oppose the LECs' proposals, although these parties concede that the
t hreshol d may be unreasonably
high in some smaller study areas. As already noted, Sprint instead
reconmends permitting no
vol une di scounts, MCI would pernit only cost-based discounts that apply
equally to all interoffice
network users, while MFS recommends using a market penetration test as
t he t hreshol d.

182. Discussion. For our new mandatory virtual coll ocation
regi me, we generally
reaffirmthe threshold that nust be net before a LEC may introduce term
and vol ume di scounts on
switched transport. The threshold chosen represents a considered policy
deci si on bal anci ng both the
costs and benefits of higher and | ower thresholds. The requirenent that



LECs not offer transport

vol une or termdi scounts until expanded interconnection is operationa
on a broader scale than a

si ngl e operational cross-connect should provide an incentive for the
LECs to of fer expanded inter-

connection for switched transport on reasonable terns. In addition, a
LEC s flexibility to engage in

vol une and term di scounts for switched transport services should be
linked to a denonstration that

the LEC s switched expanded interconnection offering presents a viable
conpetitive opportunity.

For this reason, in light of our mandatory virtual collocation policy,
we adopt the definition of

"operational" cross-connects that we adopted in the context of density
zone pricing.

183. The |l ower thresholds for density zone pricing (and
speci al access vol ume and
term di scounts) coupled with the higher threshold for switched transport
di scounts shoul d gradually
i ntroduce LEC pricing flexibility and facilitate the initial devel opnent
of conpetitive entry. A
di fferent standard for special access and switched transport is also
reasonable: interstate swtched
access services, unlike special access services, have al ways been
subject to close rate structure
regul ation and, until Decenber 1993, were priced at an equal charge per
m nute of use. Pernitting
vol une and term di scounts for switched transport is a substantia
departure from our past practice,
and nmust be done cauti ously.

184. As with density zone pricing, we decline to set a
t hreshol d based on the
mar ket penetration of LEC conpetitors, an action that may be perceived
to endorse allocating
mar ket shares anong conpetitors. W do not intend to try to determ ne
conpetitive outcones.
Rat her, we intend to expand new entrants', as well as incunbent
provi ders', opportunities to conpete.
We are, however, concerned about GIE' s and Rochester's assertions that
in smaller study areas the
100 DS1-equival ent switched cross-connects threshold requirement may
require LECs to | ose 25%
to 60% of their switched transport nmarket share before they may
i mpl ement vol unme and term
di scounts. Because this problem potentially my affect only a few Tier
1 carriers with small study
areas, we delegate authority to the Chief, Common Carrier Bureau, to
nodi fy the threshold point for
zone density pricing in unusual circunmstances where a change in the
strict requirenents would
advance the Comri ssion's objectives.



185. Finally, we do not adopt GIE' s and USTA' s proposal to
count special access
cross-connects toward any of the thresholds for switched transport
di scounts. Although there is a
degree of cross-elasticity demand between special access and swi tched
transport, the gradua
i ntroduction of LEC pricing flexibility warrants |ooking only to
swi tched access cross-connects in
deci di ng when to all ow nore switched access flexibility.

c. Application of New Service Test to Discounts

186. Order. Wien LECs subject to the price cap rules offer
vol ume and term
di scounts on switched transport, the LECs must satisfy the cost show ng
requi renents for new
services under those rules. A special 120-day notice period, rather
than the standard 45-day notice
period, applies to these tariff filings.

187. Positions of the Parties on Reconsideration. ConpTel,
Sprint, WITel, and MFS
object to the price cap new service test that will be used to evaluate
the |l evel of discounted prices.
ConpTel asserts that LECs have excessive flexibility to define direct
costs and to enpl oy non-uniform overhead | oadi ngs, while Sprint contends
that the Conmi ssion should require justification
for any rate differences between different |evels of capacity. Sprint
al so argues that LECs should
be required to inplenment density pricing before offering vol une
di scounts, to prevent LECs from
chargi ng nedium and smal | | XCs high, averaged rates for transport in
hi gh-density areas while
gi ving AT&T vol une discounts. W] Tel submts that the new service test
i s inadequate to
scrutini ze discounts because it prevents over-pricing but not
di scrim natory under-pricing. W] Tel
opposes using the volune discounts in existing LEC special access
tariffs as the basis for swtched
transport rates, noting that the Conmi ssion is in the process of
i nvestigating current LEC specia
access vol une discounts. M-S contends that the new service test does
not place any neani ngful
limts on the magnitude of the discounts, and instead proposes requiring
the LECs to show that the
rati o of revenues to average variable cost of discounted services is not
| ess than the same ratio for
| ess di scounted services (except for termdiscounts | ess than 10% or
vol ume di scounts | ess than
209 .

188. NYNEX opposes proposals to conpare the overhead | oadi ngs
or revenue-to-cost ratios of different services. NYNEX argues that
price cap regul ati on was devel oped to enabl e



LECs to price services efficiently (i.e., services with elastic demand
relatively close to margi nal cost

and services with inelastic denmand rel atively high above nmargi nal cost),
and to avoid the inefficient

i ncentives created by cost-of-service regulation. Rochester submits

t hat subsidization only occurs

when a conpany prices a service below incremental cost, for which
average variable cost is a

surrogate. Thus, Rochester asserts that MFS's concern woul d have force
only if the ratio of revenues

to average variable cost were | ess than one for any particul ar offering,
regardl ess of the relative ratios

anong services.

189. GIE argues that rates for discounted switched transport
of ferings should be
presuned reasonable if based on existing special access rates, |ike
rates for non-discounted,
restructured transport, w thout additional cost support or |engthy
review periods. GITE notes that its
vol une and term speci al access arrangenents have been cost-justified
ei ther under rate-of-return
regul ation or under the price cap rules' belowband pricing test. GIE
contends that discounted
transport offerings are "new services" only as an artifact of the
sequence i n which the Comm ssion
permtted themto be introduced, and essentially are no nore "new
services" than were the non-di scounted restructured transport rates.
GTE al so argues that the 120-day tariff review period is
unnecessarily long and contrary to the public interest. ALTS responds
t hat i nproper pricing could
be nmore disruptive for switched transport because of the size of the
market, and that it is essentia
to retain the 120-day review period to give the Conmnm ssion and
interested parties additional tine
to assess whether the tariff rates are cost-justified.

190. Discussion. W retain for our nmandatory virtua
collocation regine the rule
regardi ng cost show ngs for discounted switched transport offerings,
whi ch qualify as new services
under the price cap rules. New services are services that nmake
additional options available to
custoners, which discounted transport offerings clearly do. Volunme or
term di scounts for the
transport conponent of interstate switched access have never been
offered in the past. Contrary to
the | XCs' assertions, the new service test protects agai nst under-
pricing as well as over-pricing. The
cost justification that the LECs are required to submit enables us to
ascertain that rates for new
services are not less than direct costs.

191. We reject the proposals of MFS and Sprint to require



LECs to denobnstrate that

di scount ed services recover the sanme proportion of overheads as non-
di scounted services, or to

require that the ratio of revenues to average vari abl e cost of

di scounted offerings be no less than that

ratio for non-discounted services. W conclude that the cost show ng
required by the existing new

service test adequately protects agai nst possi bl e unreasonabl e
discrimnation with respect to newmy

i ntroduced vol une and term di scounts for switched transport.

192. We believe that the cost justification required pursuant
to the new service
standard is an essential safeguard against the LECs' offering of
unreasonabl e volume and term
di scounts on switched transport. Accordingly, we will not permt the
di scount ed switched transport
rates to be set based on pre-existing discounted special access rates
Wi t hout such cost justification.
In addition, we are not persuaded that any change is necessary to the
120-day notice period for these
tariff filings, which we conclude is reasonable in |ight of the
extensi ve cost show ngs that nust
acconpany these tariffs.

D. O her Forns of Pricing Flexibility

193. Orders/Background. In the Special Access Expanded
I nterconnection Order and
the Switched Transport Expanded | nterconnection Order, we did not grant
the LECs broader pricing
flexibility, such as individual case basis pricing of special access or
switched transport in response
to competitors' offerings or differential pricing of |oop-side and
trunk-si de special access services.

194. Positions of the Parties on Reconsideration. GIE and
USTA argue that, in order
to conmpete fully with CAPs, LECs should be able to engage in individua
case basis contract pricing,
conpetitive response pricing, or other alternatives. USTA also argues
for conprehensive reform
of the restrictive Part 69 structure and tariffing rules applicable to
the LECs in |ight of conpetition.
Ad Hoc supports non-predatory individual case basis pricing of DS1 and
DS3 services in contested
mar kets. The CAPs and | XCs respond that such broad pricing flexibility
could lead to wi despread
anti-conpetitive behavior by LECs, such as preferential arrangenents
benefiting AT&T, as
denonstrated by the results of the Comr ssion's investigation of
i ndi vi dual case basis pricing of
DS3 of ferings and the pending inquiry on volunme and term di scounts, and
i s unnecessary given the



flexibility already granted to the LECs. Sprint contends that with a
properly inplenmented system

of density zone pricing that enables LECs to respond to conpetitive
pressures in dense areas, there

is no justification for individual case basis or contract pricing. In
an ex parte filing, Pacific argues

that LECs should be permitted to institute differential rates for |oop-
side and trunk-si de specia

access rates, which Pacific contends would be cost-justified.

195. Discussion. W do not grant the LECs authority for
broader pricing flexibility
at present. We have taken a nunber of significant steps to increase the
LECs' ability to conpete with
new entrants. W also recogni ze, however, that the LECs continue to
possess substantial market
power in the provision of special access and swi tched transport
services. W believe that the ability
to introduce density zone pricing and volunme and term di scounts under
the criteria we have set is
sufficient flexibility to facilitate the devel opment of conpetition at
this tinme.

196. As conpetition devel ops, we nmay consider elimnating
nore of the pricing
restrictions inmposed upon the LECs. As indicated in paragraph 79 above,
however, we intend to
carefully nmonitor the devel opnment of conpetition in the access
mar ket pl ace, and have del egated to
the Chief, Common Carrier Bureau, responsibility for instituting a
noni t ori ng program

E. Fresh Look

197. Orders/Background. In general, "fresh |ook" neans a
policy that nmekes it easier
for an i ncunmbent provider's established custoners to consider taking
service froma new entrant.
In the Second Reconsideration Order, we reconsidered de novo our "fresh
| ook" policy for specia
access expanded interconnection. W concluded that certain long-term
speci al access arrangenents
may prevent custoners from obtaining the benefits of the new, nore
conpetitive access
environnent. For that reason, we adopted a "fresh | ook" policy,
limting the charges a LEC may
i rpose on certain custoners who want to termnate | ong-term LEC specia
access arrangenents to
an amount that would place both the LEC and the custoner in the sane
position they woul d have
been had the custonmer chosen a shorter term arrangenent fromthe
begi nning of the term W
limted the fresh | ook opportunity to custonmers with LEC special access
arrangenents for terns of



three years or longer, entered into on or before Septenber 17, 1992, the
date of adoption of the

Speci al Access Expanded Interconnection Order. The right to limted
term nation charges for

services in a particular central office exists for a period of 180 days
fromthe date of filing of the

LEC s tariff transmittal giving public notice of the start of the fresh
| ook period. The LEC nust file

that tariff transmittal within five business days of the date that the
first special access expanded

i nterconnection arrangenent is operational in that central office.

198. If a custonmer chooses to terninate a long-term
arrangenent pursuant to the fresh
| ook policy, its termnation liabilities will be limted to the

di fference between the amount the

custoner has already paid and any additional charges that the custoner
woul d have paid for service

under a shorter termoffering corresponding to the termactually used,
plus interest at the IRS rate

for tax refunds, conpounded daily fromthe date of each di scounted
paynment that the custonmer nmade

while taking the service. 1In addition, we created a second fresh | ook
opportunity that occurs when

switched transport expanded interconnection becones operational, and
applies only to LEC speci al

access facilities used to transmit both special and switched access
traffic. Like the original fresh

| ook, this second opportunity applies only to |l ong term arrangenents
entered into on or before

Sept enber 17, 1992.

199. In Bell Atlantic v. FCC, the Court of Appeals did not
directly address the LECs'
chal l enges to our fresh | ook policy. The court held that "[a]lthough
the tenporary right to switch
provi ders may have been intended as an i ndependent regul atory renmedy for
the problens of rate
structure and barriers to conpetition that the Comm ssion identified,
the renedy was tied to the
details of co-location and would fl oat unattached in their absence. W
nmust therefore remand that
portion as well."

200. Positions of the Parties on Reconsideration. M-S and
Tel eport argue that to
facilitate greater access conpetition, the fresh | ook requirenment should
elimnate term nation
liabilities, rather than nerely limting them WITel and MFS argue
that AT&T's pre-existing
collocation at many BOC central offices and its dom nant market share
enable it to benefit uniquely
from expanded i nterconnection, assert that the benefits of fresh | ook
will be lost if access custoners



do not have conpetitive alternatives to LEC services during the period
in which they can terninate

their access arrangenents with LECs, and therefore ask that the fresh
| ook period not be triggered

by interconnection by a party that already had collocated facilities
bef ore Septenber 1992 (i.e.

AT&T) al one.

201. The LECs respond that the CAPs and W Tel raise no new
argunents, that the
Commi ssion's fresh | ook rules properly pernmit the LECs to collect cost-
based non-recurring charges
and put both the LEC and the custonmer in the sane position they would
have been if the customer
had originally chosen a shorter term arrangenent, and that custoners
with term arrangenents are
| ar ge sophi sticated businesses that do not need additional protection.
They contend that LECs face
real conpetition from sel f-provisioning by AT&T, that the expanded
i nterconnection proceeding is
not intended to equalize the conpetitive positions of new entrants and
established providers, and that
the fresh | ook period should run fromthe sane date that density zone
pricing is inplenmented.

202. USTA suggests that, instead of requiring LECs to file
tariff transnmittals every
ti me expanded interconnection becones operational in a central office,
t he Conmi ssion should
require LECs to file nonthly transnmittals to include all new
col l ocations that becone operationa
within that nonth. M-S supports USTA's proposal, stating that it would
reduce admini strative
burdens on LECs, interconnectors, and users by making the fresh | ook
noti ce process sinpler and
nor e predictable.

203. GIE Petition. GIE filed a petition for waiver of the
requirenent that it file a
tariff each tine expanded interconnection first becones operational in a
central office. Instead,
GTE proposes to reduce the ternmination charges in its tariff to enable
all custoners that may becone
eligible for the fresh | ook to exercise that option at any tinme during
the termof their agreenents.
GTE al so proposes not to charge custoners any interest in conputing the
applicable termnation
charges. GIE contends that these neasures would benefit its custoners,
and should relieve GIE
of administrative burdens in calculating such charges. SWBell does not
oppose GTE' s petition, but
suggests that no waiver may be required, and contends that other LECs
shoul d not be subject to
simlar requirenents.



204. Discussi on. We concl ude that fresh | ook continues to
be necessary, in
connection with our mandatory virtual collocation policy, to give
customers with LEC term
di scounts entered into on or before Septenber 17, 1992, a reasonable
chance to take advantage of
new conpetitive opportunities made possi ble by expanded interconnection.
We reaffirmour
conclusion that the limted ternmination liabilities enable custoners to
benefit sooner fromthe
conpetition generated by our expanded interconnection policies. W also
reaf firm our conclusion
that fresh | ook does not place an unreasonable burden on the LECs, since
the LECs will obtain the
conpensati on appropriate for the termactually taken by the custoner.
In addition, we find that the
parti es have presented no evidence or argunents in the reconsideration
record that persuade us that
our earlier conclusion regarding the maxi mum reasonabl e anount of
termnation liabilities was
i ncorrect.

205. Sone of the LECs challenged our fresh look policy in
court on the grounds that
we did not provide adequate notice of the policy to satisfy the
requi renents of Section 553 of the
Admi ni strative Procedure Act or Section 205 of the Communicati ons Act.
We disagree with this
contention. In the initial Notice of Proposed Rulenmaking in this
proceedi ng, we focused on the
anticonpetitive effect of the LECs' then-existing special access tariff
structure. Long-term
contracts had the effect of locking in that tariff structure and sealing
of f portions of the market from
conpetition, notw thstandi ng our expanded i nterconnection policy. Thus,
in the absence of fresh
| ook, inplenentation of expanded i nterconnection would |ead to only
limted special access
conpetition because of the effects of long-termcontracts. Wile we
recogni ze that we did not ask
for specific cormment on the fresh | ook renedy, we continue to believe
that it is a "logical outgrowh"
of the conpetitive concerns identified in the Notice. Finally, we
reconsi dered the fresh | ook issue
de novo, and made substantial changes to the policy, in the Second
Reconsi deration Order, based
on an extensive record subnitted by a broad range of parties. Thus,
even if inadequate notice was
gi ven before adopting fresh | ook in the Special Access Expanded
I nterconnection Order, any error
was harml ess because we have already reconsi dered the deci sion de novo,
with an open m nd



206. We also reaffirmthat interconnection by any party,
i ncludi ng AT&T, in a given
central office triggers the beginning of the fresh | ook period for that
office. |If AT&T (or any other
party) interconnects in a central office, it should be eligible for
[imted termination liabilities for
| ong-term LEC speci al access arrangenents purchased by it or by its
customers to whomit sells
access service. The fresh | ook period does not re-conmence each tinme a
new i nterconnector enters
a given central office. |Interconnectors subsequent to the first mnust
take the access narket as they
find it. The LEC tariff filing giving custonmers public notice of the
begi nning of the fresh | ook period
for each central office gives potential subsequent interconnectors
notice of the activities of the
earliest interconnector, and enables themto start providing service in
the central office during the
fresh ook period if they can and choose to do so. W are not placing
any special restrictions on the
ability of AT&T or other parties to purchase and use expanded
i nterconnection.

207. USTA's proposal to allow LECs to file nonthly
transmittals including all new
col l ocations that becone operational within that nonth appears to be
reasonabl e. As noted by M-S
in support, this should reduce the tariff filing burdens on LECs, as
well as the information retrieva
burdens on parties interested in these filings. Accordingly, we nodify
our fresh |l ook policy, which
currently requires LECs to file tariff transmittals giving public notice
of the fresh | ook opportunity
for each central office no later than five business days after the first
speci al access expanded inter-
connection arrangenent becones operational in the central office.
Instead, we will require the LECs
to file tariff transmittals no later than five business days after the
end of each cal endar nonth giving
public notice of the fresh | ook opportunity for each central office in
which the first expanded inter-
connection arrangenent becane operational during that nmonth. The fresh
| ook period runs fromthe
actual date that the first expanded interconnection arrangenent becones
operational until 180 days
following the filing date of the tariff providing notice of the
begi nning of the fresh | ook peri od.

The sane procedures will apply to fresh | ook periods triggered by
switched transport expanded inter-
connection. In addition, we clarify that LECs need not file any tariff

transmittals if their termination

liabilities are less than or equal to the maxinmumliabilities specified
by our fresh | ook policy.

Accordingly, we dismss GIE s petition for waiver as noot.



208. Finally, we conclude that no additional fresh | ook
peri ods are necessary under
our mandatory virtual collocation rules. Once interconnectors entered a
mar ket by usi ng physica
collocation arrangenents in a particular central office, LEC custoners
with term di scounts had the
opportunity to switch their service to the interconnectors with limted
termnation liabilities. Such
i nterconnectors are likely to remain active in the sane geographic areas
even if the LEC substitutes
a virtual collocation offering for its physical collocation offering.
Thus, if the fresh | ook period has
already run in a given central office, no new fresh |ook period will be
triggered by operationa
expanded i nterconnecti on under our new policies.

F. Non- Recurri ng Reconfiguration Charges

209. Order. In our earlier orders, we decided that all non-
recurring charges
applicable to custonmers shifting to an interconnector's services are to
be set no higher than cost-based
| evel s, and exenpted such charges fromthe application of the
presunpti on of reasonabl eness in the
price cap rules. |In addition, we concluded that any difference between
t he charges applicabl e when
a custoner shifts to an interconnector's services and those applicable
when a custoner reconfigures
its service with the LEC nust be cost-based.

210. Positions of the Parties on Reconsideration. Ameritech
asks the Commi ssion
to reconsider the decision to elimnate the price cap presunption of
reasonabl eness for non-recurring
reconfiguration charges, expressing concern about the erosion of pricing
flexibility in the price cap
system and arguing that the price cap constraints and the existence of
access conpetition and inter-
connection adequately protect consunmers. M-S responds that it is
necessary to abandon the
presunption of |awfulness in order to review the reasonabl eness of the
| evel s and differences in non-recurring charges, protect consumers and
conpetitors, and enforce the Comruni cations Act's
prohi biti on of unreasonable discrimnation in this context.

211. Tel eport opposes the provision permtting "cost-based"
di fferences between
non-recurring charges applicable to custonmers shifting to use
i nterconnector services and those
applicable to customers reconfiguring LEC services. Teleport argues
that this exception creates a
huge | oophol e that enables LECs to discrimnate agai nst access
conpetitors, and instead



recommends a requirenment that LECs waive all NRCs when custoners shift
traffic to conpetitors

within 180 days of the establishment of a collocation arrangenment in a
given central office. The

LECs argue that ternmination liabilities are cost-based, are commonly
used throughout comerce,

i ncluding by the CAPs, and reflect the econonics of protecting LECs and
their ratepayers from

premature custoner departure from LEC facilities. They also argue that
Tel eport's proposal would

constitute a rate prescription without the necessary procedures.

212. Discussion. W reaffirmour policies on non-recurring
reconfi gurati on charges.
These charges raise special conpetitive concerns, and we concl ude t hat
elimnation of the price cap
presunpti on of reasonabl eness for these charges is necessary to enforce
our requirenent that the
| evel s of and differences between these charges be cost-based, and to
protect conpetitors and
consuners. W also reaffirmthat LECs may charge hi gher non-recurring
charges to custoners
reconfiguring to use interconnectors' services than they charge for
ot her reconfigurations if such rate
differences are cost-justified. The LECs incur legitimte costs in
maki ng service changes, and in
general should be able to recover these costs frominterconnectors and
their customers. The only
exception woul d be when the LEC does not recover non-recurring
reconfiguration costs fromits own
speci al access or switched transport custonmers. |In that case, the LEC
must not charge custoners
who reconfigure in order to take service froman interconnector nore
than an amount reflecting the
di fference between the costs of the two different types of
reconfigurations.

VI1lI. OTFHER MATTERS

213. The CAPs have argued that the Conm ssion should inpose
certain requirenents
to govern the transition froma mandatory physical to a mandatory
virtual collocation regine.
Specifically, the CAPs argue that in the event LECs choose to termnate
their existing physica
col l ocation offerings, those LECs should bear the full cost of any LEC
required rearrangenments to
virtual collocation. The CAPs also argue that the LECs shoul d rei nmburse
i nterconnectors for
certain charges previously paid for physical collocation, such as the
costs of cage construction, and
that LECs that "grandfather" existing physical collocation arrangenents
shoul d be required to permt



i nterconnectors reasonably to expand those facilities to neet demand.
We believe that the

transition issues raised by the CAPs generally present questions that
shoul d be addressed on a case-by-case basis. W delegate authority to
the Chief, Common Carrier Bureau, to address these matters.

214. Wth respect to any other issues addressed in our
previ ous expanded inter-
connection orders that are not specifically addressed in this order, we
reaffirm our earlier conclusions
for our new virtual collocation reginme, based on the reasons stated in
the earlier orders.

I X. CONCLUSI ON

215. CQur expanded interconnection policy advances ngjor
Conmmi ssi on obj ectives
of pronoting econom ¢ grow h and increasing access to comuni cations
networks. Accordingly,
we nodify that policy to be consistent with the recent court decision in
the Bell Atlantic v. FCC case,
and require the LECs to provide expanded interconnection through virtua
col l ocation, unless they
qualify for an exenption that would permt themto offer physica
collocation instead. W have
addressed in detail in this order the standards, terns, and conditions
that will apply to virtua
col l ocation under our new policy. Because we expect that sone LECs will
provide a Title Il physica
collocation offering under this new regi me, we have al so addressed the
standards, terns, and

conditions that will apply to physical collocation. 1In nost respects,
the rul es governing the
mandatory virtual collocation regine will be the sane rules that applied

under our origina
mandat ory physical collocation policy.

X. ORDERI NG CLAUSES

216. Accordingly, IT IS ORDERED, pursuant to authority
contained in Sections 1,
4, 201-205, 214, and 218 of the Communications Act of 1934, as anended,
47 U.S. C. 0O 151, 154,
201- 205, 214, and 218, that Parts 64 and 69 of the Comm ssion's Rul es
ARE AMENDED as set
forth in Appendix B of this Order.

217. |1 T 1S FURTHER ORDERED t hat the policies, rules, and
requi renents adopt ed
in this Oder SHALL BE EFFECTI VE on Decenber 15, 1994, except the
requi rements regarding
the filing of tariffs and regarding notifications with respect to exenpt



physi cal coll ocation
of ferings, which SHALL BE EFFECTI VE on Septenber 1, 1994.

218. I T IS FURTHER ORDERED t hat Tel eport's Petition for
Declaratory Ruling IS
DENI ED except to the extent specified in this order.

219. IT IS FURTHER ORDERED that GIE's Petition for Limted
Wai ver of the
"Fresh Look" Policy I'S DI SM SSED as npot .

220. I T IS FURTHER ORDERED t hat authority is delegated to the
Chi ef , Conmon
Carrier Bureau, as set forth herein.

FEDERAL COVMMUNI CATI ONS COWM SSI ON

WIlliamF. Caton
Acting Secretary



APPENDI X A
PETI TI ONS FOR RECONSI DERATI ON
OPPGCSI TI ONS AND REPLI ES FI LED

Petitions for Reconsideration of the
Speci al Access Expanded I nterconnection Order ("Special Petitions")
Decenber 18, 1992

Ameri can Tel ephone and Tel egraph Co. (AT&T)

Associ ation for Local Tel ecomuni cations Services
(ALTS)

Central Tel ephone Co. (Centel)

GTE Service Corporation and its affiliated donestic
t el ephone operating conpani es (GTE)

| ndependent Data Commruni cati ons Manufacturers
Associ ation, Inc. (| DCMA)

MCI Tel ecommuni cations Corp. (M)

MFS Communi cations Co. (MFS)

Nati onal Association of Regulatory Uility

Commi ssi oners ( NARUC)



New York Tel ephone Co. and New Engl and
Tel ephone and Tel egraph Co. (NYNEX)
Penn Access Corporation (Penn Access)
Rochest er Tel ephone Corp. (Rochester)
Sprint Conmuni cations Co. (Sprint)
Tel eport Communi cations Group (Tel eport)
Tennessee Public Service Comr ssion (Tennessee)
United States Tel ephone Associ ati on (USTA)
Uni ted Tel ephone Conpani es (United)
W Il Tel, Inc. (WITel)



Oppositions to Petitions for Reconsideration of the
Speci al Access Expanded I nterconnection Order ("Special Oppositions")
February 3, 1993
Ad Hoc Tel ecomruni cations Users Comrittee (Ad

Hoc)
Ameritech Operating Conmpani es (Anmeritech)
ALTS
American Petroleum Institute (API)
AT&T

Bell Atlantic Tel ephone Conpanies (Bell Atlantic)

Conpetitive Tel ecomruni cati ons Associ ati on
(ConpTel)

GTE

| DCVA

I nformation I ndustry Association (I1A)



I nformati on Technol ogy Associ ati on of America
(1 TAA)

I nternational Conmuni cati ons Association (ICA)

MCl

MFS

NARUC

NYNEX

Prodi gy Services Co. (Prodigy)

Rochest er

Sprint

United

USTA

W Tel






Replies to Oppositions to Petitions for Reconsideration of the
Speci al Access Expanded I nterconnection Order ("Special Replies")
February 18, 1993
ALTS
AT&T
GTE
MCl



MFS
| DCVA
NYNEX



Penn Access Corp
(Penn Access)

Sprint

Tel eport



Uni t ed
USTA
W | Tel



Petitions for Reconsideration of the
Second Reconsi derati on Order ("Second Special Petitions")
Cct ober 18, 1993

Aneritech



MFS



USTA



W I Tel



Oppositions to Petitions for Reconsideration of the
Second Reconsi derati on Order ("Second Special Oppositions")
Novenber 23, 1993

Bell Atlantic






MFS



USTA



Replies to Oppositions to Petitions for Reconsideration of the
Second Reconsi derati on Order ("Second Special Replies")
Decenber 9, 1993

Aneritech



MFS



USTA



W I Tel



Petitions for Reconsideration of the
Swi t ched Transport Expanded I nterconnection Order ("Switched Petitions")
Cct ober 18, 1993

ALTS

ConpTel

GTE

Hyperi on Tel econmuni cations, Inc. (Hyperion)
MCl

MFS

NARUC



Pennsyl vania Public Utility Comr ssion
(Pennsyl vani a)

Sprint

W Tel

Tel eport

USTA






Oppositions to Petitions for Reconsideration of the
Swi t ched Transport Expanded I nterconnection Order ("Swtched
Opppositions")
Novenber 23, 1993

Ameritech

AT&T

Bell Atlantic

Bel | Sout h Tel ecommuni cations, Inc. (Bell South)
GTE

MFS



NYNEX

Paci fic Bell and Nevada Bell (Pacific)

Rochest er

Sprint

United and Central Tel ephone Conpani es (United)
USTA

W Tel



Replies to Oppositions to Petitions for Reconsideration of the
Swi t ched Transport Expanded | nterconnection Order ("Switched Replies")
Decenber 9, 1993

ConpTel
GTE



MCI
MFS



Rochest er
Sprint



USTA
W Tel






APPENDI X B -- RULE CHANGES

PART 64 -- M SCELLANEOUS RULES RELATI NG TO COVWWON CARRI ERS
1. The authority citation for Part 64 continues to read as foll ows:

AUTHORI TY: Section 4, 48 Stat. 1066, as anended; 47 U S.C. 154,
unl ess ot herw se not ed.
Interpret or apply secs. 201, 218, 225, 48 Stat. 1070, as anended, 1077;
47 U.S.C. 201, 218, 225,
unl ess ot herw se not ed.

2. Section 64.1401 of Subpart N of Part 64 is amended by revising
par agraph (c), renoving

par agraphs (d) and (e), redesignating paragraphs (f) through (i) as
par agr aphs (d) through (g),

respectively, and revising redesignated paragraph (f)(2), to read as
foll ows:

0 64. 1401 Expanded Interconnectio

* * * * *

(c) The local exchange carriers specified in paragraph (a) of this
section shall offer
expanded interconnection for interstate special access and swi tched
transport services through virtua
col |l ocation, except that they nay offer physical collocation, instead of
virtual collocation, in specific
central offices, as a service subject to non-streamnlined conmuni cations
comon carrier regulation
under Title Il of the Comrunications Act (47 U.S.C. 0O 201-228).

* * * * *

(f) * * *

(2) At least two such interconnection points at any |oca
exchange carrier |ocation
at which there are at least two entry points for the |ocal exchange
carrier's cable facilities, and space
is available for new facilities in at |east two of those entry points.

Part 69 of Title 47 of the Code of Federal Regul ations is anended as
foll ows:

PART 69 -- ACCESS CHARCES
1. The authority citation for Part 69 continues to read as foll ows:
AUTHORI TY:  Secs. 4, 201, 202, 203, 205, 218, 403, 48 Stat. 1066,

1070, 1072, 1077, 1094,
as amended; 47 USC 154, 201, 202, 203, 205, 218, 403.



2. Section 69.121 is anmended by revising paragraph (a)(2) to read as
foll ows:

0 69.121 Connection charges for expanded interconnection
(a) * * *

(2) Charges for subel ements associated with physical collocation
or virtual collocation,
ot her than the subel ement described in paragraph (a)(1) of this section
and subel ements recovering
the cost of the virtual collocation equipnent described in O 64.1401(e)
(1) of this chapter, may
reasonably differ in different central offices, notwi thstanding O 69.3

(e)(7).

* * * * *



